Hwang-DBS (Malaysia) Berhad

(Company No: 238969-K)


Notes to interim financial report for the third quarter ended 30 April 2004

A. Explanatory Notes in accordance with MASB 26

A1.
Basis of Preparation 

The interim financial report is unaudited and has been prepared in accordance with Malaysian Accounting Standards Board’s Standard 26 on “Interim Financial Reporting” and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad (“BMSB”). The interim financial report should be read in conjunction with the most recent audited financial statements of the Group for the year ended 31 July 2003.  

The accounting policies and methods of computation adopted for the interim financial report are consistent with those adopted for the annual financial statements for the year ended 31 July 2003 except for the reclassification of certain bond stocks from short term investments to long term other  investments at cost during the current period.

A2.
Auditors’ Report


The auditors’ report of the most recent annual financial statements of the Group for the year ended 31 July 2003 was not subject to any qualification.
A3.
Seasonal or Cyclical Factors


The Group’s operations are not affected by seasonal or cyclical factors except for the stockbroking subsidiary’s operation which is dependent on the stock market performance.

A4.
Exceptional Items

There are no exceptional items for the current quarter and financial period ended 30 April 2004. 

A5.
Changes in Estimates


There are no changes in accounting estimates used in the preparation of the interim financial report for the current quarter and financial period ended 30 April 2004 as compared with the prior financial year.

A6. 
 Debt and Equity Securities 

There are no issuance, cancellations, repurchase, resale and repayments of debt and equity securities for the financial period ended 30 April 2004 except for the following:

(a) The Company has issued 50,000 ordinary shares of RM1 each for cash at the option price of RM1.90 pursuant to the Hwang-DBS (Malaysia) Berhad Executive Share Option Scheme (“the ESOS”). The cash proceeds arising from the exercise of options during the financial period ended 30 April 2004 amounted to RM95,000.

.
(b)
The Company had purchased back 25,000 ordinary shares of RM1 each for cash from the open market at an average price of RM1.96 per share.  The share buy-back transactions were financed by internally generated funds.  The shares purchased are being held as treasury shares.  Details of the share buy-back are as follows:

A6. 
 Debt and Equity Securities (cont’d)
            Month
Number of
Highest
Lowest
Average
Total


Shares
Price
Price
Price
Amount


Purchased
Paid
Paid
Paid
Paid



RM
RM
RM
RM








November 2003
5,000
1.96
1.96
1.96
9,873

             February 2004
20,000
1.95
1.95
1.95
39,289


25,000



49,162

A7.
Dividends

A first and final dividend of 2.5 sen per ordinary share, less 28% income tax, amounting to RM4,742,262 in respect of the previous financial year ended 31 July 2003 was paid on 22 December 2003. 

The Board of Directors had on 25 March 2004 declared an interim dividend of 2.5 sen per ordinary share, less 28% income tax, amounting to RM4,742,802 in respect of the current financial year ending 31 July 2004.  The interim dividend was paid on 20 May 2004.

A8.
Segmental Information

The group is organised into five main business segments:
· 
Stockbroking and related activities
-
stockbroking and dealing in options and futures






· 
Corporate finance, fund management and unit trust activities
-
corporate finance activities, asset and fund management and the management of unit trust funds






· 
Property investment
-
letting of properties






· 
Investment holding
-
investment holding






· 
Money lending
-
money lending and investment in listed and unlisted companies







Other business segments include dormant operations, none of which is of a sufficient size to be reported separately.


The directors are of the opinion that all inter-segment transactions have been entered into in the normal course of business and have been established on terms and conditions that are not materially different from that obtainable in transactions with unrelated parties.

A8.
Segmental Information (cont’d)


Primary reporting format - business segments  

PRIVATE 
        9 months ended


30 April 2004
Stock-

Broking

And

Related

Activities

RM'000


Corporate

Finance,

Fund

Management

And Unit

Trust

Activities

RM’000
Property 

Investment

RM'000
Investment
Holding

RM'000
Money

Lending

RM'000
Others

RM'000
Consolidation

Adjustments

RM’000
Group

RM'000


Revenue










External  revenue
98,695
56,725
483
334
12,488
1,026
-
169,751


Inter-segment revenue
-
941
4,864
14,339
-
872
(21,016)
-


Total revenue
98,695
57,666
5,347
14,673
12,488
1,898
(21,016)
169,751


Results










Segment results 
40,285
8,637
3,927
4,038
7,577
262
(795)
63,931













Unallocated income







141


Unallocated expenses







(398)


Profit from operations







63,674


Interest expense







(7,678)


Profit before taxation








55,996


Taxation







(17,895)


Profit after taxation







38,101


Minority interests







(1,636)


Net profit for the financial period







36,465

PRIVATE 
        9 months ended


30 April 2003
Stock-

Broking

And

Related

Activities

RM'000


Corporate

Finance,

Fund 

Management

And Unit

Trust

Activities 

RM’000
Property 

Investment

RM'000
Investment
Holding

RM'000
Money

Lending

RM'000
Others

RM'000
Consolidation

Adjustments

RM’000
Group

RM'000


Revenue










External  revenue
29,913
4,169
708
520
8,973
80
-
44,363 


Inter-segment revenue
-
122
4,864
12,539
-
-
(17,525)
-


Total revenue
29,913
4,291
5,572
13,059
8,973
80
(17,525)
44,363


Results










Segment results 
(1,572)
(797)
3,565
(76)
837
77
(2,814)
(780)













Unallocated income







199


Unallocated expenses







       (368)


Loss from operations







       (949)


Interest expense







(3,187)


Loss before taxation







(4,136)


Taxation







(2,814)


Loss after taxation







(6,950)


Minority interests







347


Net loss for the financial period







(6,603)

A9.
Valuation of Property, Plant and Equipment

Not applicable.

A10.
Subsequent Events 

There are no material events subsequent to the end of the financial period ended 30 April 2004 to 7 June 2004 (a date which is not earlier than 7 days from the date of issue of this announcement).

A11.
Changes in the Composition of the Group 


There are no changes in the composition of the Group for the current quarter and financial period ended 30 April 2004.

A12.
Changes in Contingent Liabilities or Contingent Assets 


Contingent liabilities in respect of corporate guarantees issued by the Company to financial institutions for banking facilities granted to its subsidiary companies for working capital purposes decreased from RM135.6 million as at the end of the last financial year to RM49.3 million as at 30 April 2004.

A13.
Commitments

Commitments not provided for in the financial statements as at 30 April 2004 are as follows:

PRIVATE 


RM'000



Capital expenditure commitments:






Contracted but not provided for
Approved but not contracted for

573

2,656





3,229



Other commitments:







Underwriting commitments

3,465





6,694


A14.
Related Party Transactions
Related party transactions had been entered into in the ordinary course of business that had been undertaken at arms’ length basis on normal commercial terms.  Approval for recurrent related party transactions has been obtained in the shareholders’ mandate at the general meeting held on 21 November 2003 in accordance with the Listing Requirements of BMSB.
A15.
Others - Shares received from Demutualised Exchange

With the demutualisation of the Kuala Lumpur Stock Exchange (“KLSE”) and the formation of Kuala Lumpur Stock Exchange Berhad (now known as Bursa Malaysia Berhad (“BMB”)) on 5 January 2004, the stockbroking subsidiary, Hwang-DBS Securities Berhad (“HDBS Securities”) was allotted 9,090,909 shares of par value RM0.50 each in BMB. These free unquoted shares cannot be disposed of prior to its public listing without the  approval from the Ministry of Finance. The recognition of the shares in the financial statements will only be made once the current fair value of the shares is available.

B. Explanatory Notes in accordance with Chapter 9, Part K of the Listing Requirements of  Bursa Malaysia Securities Berhad

B1.
Review of Performance of the Company and its Principal Subsidiaries

The Group’s operating revenue increased to RM169.8 million for the financial period ended 30 April 2004 compared to RM44.4 million in the previous corresponding period. This is mainly attributable to higher brokerage income generated by the stockbroking subsidiary which is in line with the increase in BMSB value traded from RM67.9 billion to RM219.0 billion in the current period under review. Increase in sales of unit trusts following the launch of an additional unit trust fund, the Hwang-DBS Select Small Caps Fund in April 2004, and higher revenue from the corporate finance, derivatives trading and fund management activities as well as higher revenue generated by its money lending subsidiary also contributed to the overall increase in the Group’s revenue.

The significant improvement in both the pre-tax and post-tax profits is in line with the increase in market activities in the local bourse during the period under review as well as increase in activities of the various business units of the Group.

In the opinion of the Board of Directors, no item, transaction or event of a material and unusual nature has arisen which would affect substantially the results of the operations of the Group for the period from 30 April 2004 to the date of issue of this announcement.

B2.
Material Change in Profit Before Taxation for the Current Quarter compared with the Immediate Preceding Quarter

Although operating revenue for the current quarter increased from RM46.5 million in the preceding quarter to RM64.7 million, pre-tax profit decreased from RM20.2 million to RM15.4 million.  This is mainly due to higher provisions made for doubtful debts and higher distribution cost incurred by the unit trust subsidiary to promote new funds, resulting in a lower profit margin in the current quarter.  The higher operating revenue in the current quarter is mainly attributed to higher brokerage income and higher sales of unit trusts. 

B3.
Current Year’s Prospects
Recent external factors including volatile oil prices, potential increases in US interest rates and China's move to slow down its economy have resulted in weaker stock markets across the regional bourses.  The local bourse is not spared as reflected by its recent decline in market turnover.  However, Malaysia’s economic fundamentals remain intact.

Consequently, Group performance for the fourth quarter will be affected but the Board of Directors expects the last quarter to be profitable.

B4.
Profit Forecast and Profit Guarantee

Not applicable

B5.
Taxation


Current 

Quarter 

Ended

30 April 2004

RM’000



Financial 

Period 

Ended

30 April 2004

RM’000



Current tax charge




 - Malaysian income tax
5,980

18,487

 - Deferred taxation
(592)

(592)


5,388

17,895

The effective tax rate for the current period is higher than the statutory tax rate due mainly to certain expenses which are not deductible for tax purposes.


Tax credits arising from accumulated losses of acquired companies under the stockbroking consolidation exercise have not been taken into account in arriving at the tax provision of its stockbroking subsidiary as the Inland Revenue Board has yet to determine and approve the amount of tax credits available for utilisation.

B6. 
Sale of Unquoted Investments and/or Properties

There are no disposal of unquoted investments and properties for the current quarter and financial period ended 30 April 2004 except for the completion of the Sale & Purchase Agreement dated 23 October 2003 between HDM Properties Sdn. Bhd. and a third party for the disposal of a leasehold office premises for RM300,000 on 1 March 2004.

B7.
Purchase and Sales of Quoted Securities

(a)
Total purchases and disposals of quoted securities by the Group other than the stockbroking subsidiary and the profit arising therefrom are as follows:









Current

Quarter 

Ended

30 April 2004

RM’000



Financial 

Period 

Ended

30 April 2004

RM’000



(i)    
Total Purchase Consideration


8,332

23,421






(ii) Total Sale Proceeds
8,892

22,630

(iii) 




(iii)   
Total Profit on Disposals
2,510

4,818

B7.
Purchase and Sales of Quoted Securities (cont’d)

(b) Total investments in quoted securities held by the Group other than the stockbroking subsidiary as at 30 April 2004 are as follows: 


RM’000


RM’000



(i)    
At Cost



20,414




(ii)     At Book Value



18,341

(iv) 


(iii)   
At Market Value

22,379

B8.
Status of Corporate Proposals

There are no corporate proposals announced but not completed as at 7 June 2004 (the latest practicable date which is not earlier than 7 days from date of issue of this announcement) except for the acquisition of the stockbroking business of Thong & Kay Hian Securities Sdn Bhd ("T&KH Securities") by HDBS Securities for a cash consideration of RM10 million.  Both parties have agreed to extend the period for the fulfillment of the conditions precedent to the Business Acquisition Agreement by a further 3 months from 13 April 2004.

B9.
Group Borrowings and Debt Securities

(a) All Group borrowings as at 30 April 2004 which are unsecured include RM125 million revolving credit line which is granted to the Company against a Standby Letter of Credit from a financial institution. 

(b) Analysis between short term and long term borrowings as at 30 April 2004 are as follows:




    RM’000


Short Term Borrowings



Revolving Credit
203,000

             Bank Overdraft 
1,344


204,344





Long Term Borrowings

 Nil




((c)
All borrowings are denominated in Ringgit Malaysia.





B10.
Off Balance Sheet Financial Instruments


There are no financial instruments with off balance sheet risk as at 7 June 2004 (the latest practicable date which is not earlier than 7 days from date of issue of this announcement). 

B11.      Changes in material litigation 

There are no changes to the status of material litigation since the last annual balance sheet date up to 7 June 2004 (the latest practicable date which is not earlier than 7 days from date of issue of this announcement) save and except for the following:

(i) The trial which was fixed on 21 April 2004 in respect of the case where the client claimed for damages of RM10 million wherein he alleged that the losses in his account were incurred by a third party and HDBS Securities had defamed him by wrongfully reporting him as a defaulter to the Exchange, has been postponed. The court has yet to fix a new trial date.

(ii) Pending the disposal of the suit filed on 21 November 2003 by  the five clients  against HDBS Securities as 1st Defendant, HDM Nominees (Tempatan) Sdn Bhd as 3rd Defendant and an unrelated party as 2nd Defendant, the court had on 3rd June 2004, granted the clients’ application for an injunction restraining the 2nd and 3rd Defendants from selling, transferring or dealing with the 14,300,000 shares of Ladang Perbadanan Fima Berhad in the securities account held with the 3rd Defendant of which the intermediary is the 2nd Defendant and beneficial owner is the 1st Plaintiff.

(iii) The claim filed by a remisier’s former assistant on 20 October 1999 for damages of RM40 million against HDBS Securities has been withdrawn on 18 May 2004 by the remisier’s former assistant with liberty to file afresh.

B12.
Dividends

Please refer to explanatory note A7.

B13.
Earnings Per Share

Earnings per share is calculated as follows:


Individual Quarter

Cumulative Quarter


3 months

ended

30 April

2004



3 months

ended

30 April

2003



9 months

ended

30 April

2004



9 months

ended

30 April

2003



Net profit/(loss) for the financial 

period  (RM’000)
9,338

(3,147)

36,465

(6,603)

Weighted average number of ordinary shares in issue


263,454,211

263,469,000

263,459,690

262,306,608

Basic earnings/(loss) per share (sen)


3.54

(1.19)

13.84

(2.52)



















Net profit/(loss) for the financial period (RM’000)
9,338

(3,147)

36,465

(6,603)

Weighted average number of ordinary shares in issue (as above)
263,454,211

263,469,000

263,459,690

262,306,608

Adjustments made for share options
97,214

0

18,086

0


263,551,425

263,469,000

263,477,776

262,306,608










Diluted earnings/(loss) per share (sen)
3.54

(1.19)

13.84

(2.52)

By Order of the Board

CHEN MUN PENG
TAN LEE PENG

Company Secretaries

Penang

14 June 2004
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