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HONG LEONG BANK BERHAD ("HLB" or "Bank")

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

FOR THE FINANCIAL YEAR ENDED 30 SEPTEMBER 2004


1
Basis of preparation  
The condensed financial statements of the Group and of the Bank have been prepared in accordance with Malaysian Accounting Standards Board (“MASB”) 26 Interim Financial Reporting and Chapter 9 Part K of the Listing Requirements of the Bursa Malaysia Securities Berhad and should be read in conjunction with the Group’s audited annual financial statements for the year ended 30 June 2004. 

The accounting policies and methods of computation adopted in these condensed financial statements are consistent with those adopted in the audited annual financial statements for the year ended 30 June 2004.

2
Status of matters giving rise to the auditor’s qualified report in the preceding annual financial statements for the year ended 30 June 2004. 

There was no qualified report issued by the auditors in the preceding annual financial statements for the year ended 30 June 2004.

3
Seasonality or cyclicality of operations 
The business operations of the Group and the Bank have not been affected by any material seasonal and cyclical factors.
4
Exceptional items or unusual events affecting financial statements

There were no exceptional items or unusual events that materially affected the financial statements. 

5

Variation from financial estimates reported in preceding financial period/year 

There were no changes in estimates of amounts reported in the prior financial year that may have a material effect in the current year.
6
Issuance and repayment of debt and equity securities 

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity  securities during the financial period ended 30 September 2004. 

7
Dividends Paid 

There were  no dividends paid during the financial period under review.

8 (a) Group segmental reporting on revenue, profit and assets


   

Current Quarter Ended 30/9/2004




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
102,800
93,013
161,668
357,481



Inter-segment revenue
131,946
(22,154)
(109,792)
-



Segment revenue
234,746
70,859
51,876
357,481











Segment profit before taxation
96,170
60,634
40,406
197,210



Taxation and zakat



(55,419)



Net profit for the year



141,791



Segment Assets
16,499,329
6,913,514
25,202,795
48,615,638



Unallocated Assets



2,685,258



Total Assets



51,300,896











   

Current Quarter Ended 30/9/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
             133,097 
             107,433 
102,677
343,207



Inter-segment revenue
             146,244 
             (38,075)
            (108,169)
                           -   



Segment revenue
             279,341 
               69,358 
               (5,492)
343,207











Segment profit before taxation
              143,460 
46,892
               (9,477)
180,875



Taxation and zakat



(50,740)



Net profit for the year



130,135











Segment Assets
15,887,107
6,835,906
21,823,402
44,546,415



Unallocated Assets



1,467,501



Total Assets



46,013,916


8
(b) Segmental reporting on loans, advances and financing analysed by their  

                  economic purposes

The Group


Financial Period

Financial Year


Ended 30/09/2004

Ended

30/06/2004


RM’000

RM’000






Agriculture
247,531

248,421

Mining & quarrying
47,103

42,582

Manufacturing
2,503,473

2,535,916

Electricity, gas & water
39,046

130,258

Construction
1,142,782

1,130,972

Real estate
199,296

202,245

Purchase of landed 

 property:




 - residential
7,215,514

6,722,110

- non-residential
2,078,950

2,043,788

General commerce
1,813,662

1,739,877

Transport, storage & 




  communication
329,322

316,193

Finance, insurance &       




   business services
694,468

771,190

Purchase of securities
943,041

983,091

Purchase of transport      




  vehicles
4,909,613

4,977,242

Consumption credit
2,022,071

1,871,167

Others
1,100,346

1,131,197






Total
25,286,221

24,846,249

9
Property, plant and equipment 

The valuations of land and building had been brought forward without amendment from the previous audited annual financial statements.  

10
Material events subsequent to the end of the reporting period

There were no material events subsequent to the end of the reporting period.

11
Changes in the composition of the Group 
There were no changes in the composition of the Group for the current financial period ended 30 September 2004 except for the following:-
·
Visia Nominees Sdn Bhd (“Visia”), a wholly-owned subsidiary of Hong Leong Finance Berhad, had been put under voluntary winding-up.  The Liquidator of Visia had convened a Final Meeting to conclude the Liquidation and Visia will be dissolved on 20 November 2004. 
12
Commitments and contingencies 
In the normal course of business, the Group and the Bank make various commitments and incur certain contingent liabilities with legal recourse to its customers. No material losses are anticipated as a result of these transactions.

The commitments and contingencies constitute the following:

Financial Period
Financial Year

Ended 30/09/2004
Ended 30/06/2004


Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM’000
RM’000
RM’000
RM’000

The Group











Direct credit substitutes
156,839
156,839
156,131
156,131

Transaction-related contingent items
400,965
200,482
433,562
216,781

Short-term self liquidating trade-





  related contingencies
568,990
113,798
482,815
96,563

Other asssets sold with recourse and 





 commitment with certain drawdawn
51,595
51,595
-
-

Underwriting obligation
-
-
62,214
31,107

Irrevocable commitments to extend 





  credit





 -maturity more than 1 year
3,893,900
1,946,950
3,856,852
1,928,426

 -maturity less than 1 year
8,268,090
-
8,409,576
-

Foreign exchange related contracts
5,489,359
79,603
4,714,804
64,229

Interest rate related contracts
4,143,335
53,306
2,083,591
33,797

Miscellaneous
564
564
556
-

Total
22,973,637
2,603,138
20,200,101
2,527,034







13
Related party transactions

All related party transactions within the Group had been entered into in the normal course of business and were carried out on normal commercial terms.
HONG LEONG BANK BERHAD ("HLB" or "Bank") 

ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF THE BURSA MALAYSIA SECURITIES BERHAD 

1
Review of performance 

Current quarter against previous corresponding quarter
For the current financial quarter, the Group recorded a pre-tax profit of RM197.2 million as compared to RM180.9 million in the previous corresponding quarter ended 30 September 2004, an increase of RM16.3 million or 9%. Turnover increased by RM14.3 million, mainly from increase in conventional non-interest income of RM43.5 million. Loan loss provision declined by RM19.6 million or 43% arising from lower specific provisions charged coupled with higher bad debts recoveries. 


2
Review of performance of current quarter against preceding quarter

For the current financial quarter, the Group recorded a pre-tax profit of RM197.2 million as compared to RM127.7 million in the preceding quarter, an increase of RM69.5 million or 54%. Loan loss provision decreased substantially by RM54.8 million or 68%, mainly from lower specific provision charged and higher bad  debt recoveries. Conventional non-interest income increased by RM24.3 million, arising from higher treasury gains as well as fee based income.

3
Current year prospects 
We completed the merger of the finance company business with the Bank on 1 August 2004. The Group can now operate as a truly integrated financial services serving the needs of our customers more effectively and efficiently. Barring unforeseen circumstances, the Group is optimistic to deliver better results for the remaining current financial year.


4
Variance in profit forecast and shortfall in profit guarantee

This note is not applicable to the Group.

5
Taxation


Current 

Corresponding 


Quarter and 

Period Ended

Quarter and 

Period Ended


30/09/2004

30/09/2003


RM’000

RM’000

The Group









Malaysian income tax
58,742

49,126

Overseas tax
-

-


58,742

49,126

Under provision in prior year
-

-

Transfer from/ (to) deferred taxation
(3,323)

1,614


55,419

50,740

The Group’s effective tax rate for the current quarter approximates the statutory tax rate. 
6
Profit on sale of unquoted investments/properties 

There were no material gains or losses on disposal of unquoted investments (other than in the ordinary course of business) and/or properties for the financial year under review.

7
Purchase and disposal of quoted securities 

There were no purchase or disposal of quoted securities for the financial year under review other than those purchased or disposed in the ordinary course of business.

8
Status of corporate proposals

There  are no outstanding corporate proposal for the current financial year.
9 Group Borrowings

This note is not applicable to the Group.

10
Deposits and debt securities
The Group


Financial 

Financial 


Period Ended

Year Ended


30/09/2004

30/06/2004


RM’000

RM’000

Deposits from customers




Fixed deposits 




  And negotiable instruments
29,521,073

28,394,619

Others
9,638,486

9,407,639


39,159,559

37,802,258






The maturity structure of fixed    




 Deposits and negotiable 




 instruments : 









 One year or less (short term)
29,442,628

28,296,944

 More than one year

 (medium/long term)
78,445

97,675


29,521,073

28,394,619






Deposits and placements of




 banks and other financial




 institutions




Licensed banks
2,088,948

1,323,369

Other financial institutions
1,323,369

128,150


2,648,948

1,451,519






The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :




  One year or less (short term)
2,648,948

1,451,519

  More than one year  

 (medium/long term)
-

-


2,648,948

1,451,519

10
Deposits and debt securities (Continued)
The Group


Financial 

Financial 


Period Ended

Year Ended


30/09/2004

30/06/2004


RM’000

RM’000






Obligations  on  securities 




  sold under repurchase




  agreements




  One year or less (short term)
3,535,759

3,594,893

  More than one year    

  (medium/long term)
-

-


3,535,759

3,594,893






11
Off-Balance Sheet Financial instruments 


The Group


Principal
1 mth
>1 – 3
>3 – 6
>6 –12
>1 – 5
>5 yrs
Margin

Items
Amount
or less
Mths
mths
Mths
Yrs

Requirement

RM‘000









Foreign exchange









 related contracts









- forwards
1,809,498
845,042
479,920
369,868
114,668
                            -   
                  -   
-

 - swaps
3,307,293
2,059,405
686,099
523,789
38,000
                            -   
                  -   
-

 - options
372,568
331,056
37,423
-
4,089
                            -   
                  -   












Interest rate related 









 contracts









 - forwards
                           -   
                           -   
                      -   
                      -   
                      -   
                            -   
                  -   
-

 - futures
            1,277,000 
                           -   
          326,000 
            60,000 
          545,000 
                346,000 
                  -   
-

 - swaps
           2,866,335 
                           -   
            45,000 
           310,000 
          440,000 
             2,071,335 
                  -   
-











Total
9,632,694
3,235,503
1,574,442
1,263,657
1,141,757
2,417,335
-
-











11
Off-Balance Sheet Financial instruments (Continued)

Foreign exchange, interest rate, equity and commodity related contracts are subject to market risk and credit risk.

Market risk

Market risk is the potential change in value caused by movement in market rates or prices. The contractual amounts stated above provide only a measure of involvement in these types of transactions and do not represent the amount subject to market risk. Exposure to market risk may be reduced through offsetting on and off-balance sheet positions. As at the end of the financial period, the amount of contracts which were not hedged and hence, exposed to foreign exchange and interest rate market risk were RM239,891,381 (FYE June 2004: RM228,765,000) and RM2,983,335,210 (FYE June 2004: RM1,533,591,000) respectively.

Credit risk

Credit risk arises from the possibility that a counter-party may be unable to meet the terms of a contract in which the Group has a gain position. As at the end of the financial period, the amount of credit risk, measured in terms of the cost to replace the profitable contracts, was RM104,023,491 (FYE June 2004: RM10,689,000). This amount will increase or decrease over the life of the contracts, mainly as a function of maturity dates and market rates or prices.

Related accounting policies

The accounting policies applied for recognising the financial instruments concerned are the same as those applied for the audited annual financial statements.

12
Material litigation

The Group does not have any material litigation which, in the opinion of the Directors, would have a material adverse impact on the financial results of the Group.

13
Dividend

No interim dividend has been recommended for the current period.

14
Earnings per share 
a) Basic earnings per share
Basic earnings per share is calculated by dividing the profit after taxation by the weighted average number of ordinary shares in issue during the period.


Current
Corresponding
Financial 
Financial


Quarter Ended
Quarter Ended
Year Ended 
Year Ended


30/09/2004
30/09/2003
30/09/2004
30/09/2003

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
141,791
130,135
141,791
130,135







Weighted average number of ordinary 
1,580,107
1,502,194
1,580,107
1,502,194

  shares in issue (‘000)











Basic earnings per share (sen)
8.97
8.66
8.97
8.66

b) Fully diluted earnings per share

For the fully diluted earnings per share, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all ESOS options into ordinary shares.  

Current
Corresponding
Financial
Financial


Quarter Ended
Quarter Ended
Year Ended
Year Ended


30/09/2004
30/09/2003
30/09/2004
30/09/2003

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
141,791
130,135
141,791
130,135







Weighted average number of ordinary
  shares in issue (diluted) (‘000):





- during the year 
1,580,107
1,434,046
1,580,107
1,434,046

- adjustment for ESOS options 
-
2,601
-
2,601


1,580,107
1,436,647
1,580,107
1,436,647







Fully diluted earnings per share (sen)
8.97
8.65
8.97
8.65
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8

