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Hwang-DBS (Malaysia) Berhad

(Company No: 238969-K)


Notes to interim financial report for the financial year ended 31 July 2005

A. Explanatory Notes in accordance with Financial Reporting Standards (“FRS”) 134
A1.
Basis of Preparation 

The interim financial report is unaudited and has been prepared in accordance with FRS 134 on “Interim Financial Reporting” and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”). The interim financial report should be read in conjunction with the most recent audited financial statements of the Group for the financial year ended 31 July 2004.  

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 financial year ended 31 July 2004 and include accounting policies which are applicable for the current financial year. 

A2.
Auditors’ Report


The auditors’ report of the most recent annual financial statements of the Group for the financial year ended 31 July 2004 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 year ended 31 July 2005 other than the following:-

(a) capital gain amounting to RM13.38 million arising from the disposal of free shares in Bursa Malaysia Berhad (“Bursa Malaysia”); and

(b) impairment loss in respect of property, plant and equipment and an investment property amounting to RM0.68 million and RM2.99 million respectively, arising from the review of the recoverable amounts of a freehold land and an investment property by certain subsidiary companies.

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 year ended 31 July 2005 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 year ended 31 July 2005 except that the Company had purchased back 3,680,900 ordinary shares of RM1 each for cash from the open market at an average price of RM1.47 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:

	           Month
	Number of
	Highest
	Lowest
	Average
	Total

	
	Shares
	Price
	Price
	Price
	Amount

	
	Purchased
	RM
	RM
	RM
	RM

	
	
	
	
	
	

	August 2004
	248,000
	1.59
	1.48
	1.54
	382,149

	October 2004
	406,100
	1.59
	1.55
	1.57
	638,263

	December 2004
	1,614,000
	1.61
	1.52
	1.54
	2,478,911

	January 2005
	91,100
	1.53
	1.52
	1.54
	139,915

	February 2005
	200,000
	1.53
	1.53
	1.54
	307,718

	March 2005
	45,800
	1.43
	1.42
	1.43
	65,720

	April 2005
	249,200
	1.42
	1.36
	1.39
	346,796

	May 2005
	68,000
	1.38
	1.38
	1.39
	94,536

	June 2005
	562,000
	1.26
	1.24
	1.25
	704,874

	July 2005
	196,700
	1.27
	1.22
	1.24
	244,388

	
	3,680,900
	
	
	
	5,403,270



The average price includes brokerage, stamp duties and clearing fees paid.

A7.
Dividends

A final dividend of 5.0 sen per ordinary share, less 28% income tax, amounting to RM9,455,216 in respect of the previous financial year ended 31 July 2004 was paid on 22 December 2004. 

An interim dividend of 2.5 sen per ordinary share, less 28% income tax, amounting to RM4,689,356 in respect of the financial year ended 31 July 2005 (31 July 2004:  2.5 sen per ordinary share, less 28% income tax) was paid on 20 May 2005. 

The directors now recommend the payment of a final dividend in respect of the financial year ended 31 July 2005 of 5.0 sen per ordinary share, less 28% income tax, amounting to RM9,346,252 based on the issued and paid-up share capital of the Company as at 31 July 2005, which is subject to the approval of the shareholders at the forthcoming Annual General Meeting of the Company. This proposed dividend will be accounted for in the shareholders’ equity as an appropriation of retained profits in the financial year ending 31 July 2006 when approved by the shareholders.

Total dividend for the financial year ended 31 July 2005 amounted to 7.5 sen per ordinary share, less 28% income tax.

A8.
Segmental Information

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

	
	
	
	

	
	Financial services
	-
	corporate finance activities, asset and fund management and the management of unit trust funds

	
	
	
	

	
	Property investment
	-
	letting of properties

	
	
	
	

	
	Investment holding
	-
	investment holding

	
	
	
	

	
	Moneylending
	-
	moneylending 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 
	
Financial year ended


31 July 2005
	Stock-

Broking

And

Related

Activities

RM'000


	Financial Services

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
	81,270
	47,394
	620
	769
	12,639
	1,142
	-
	143,834

	
	Inter-segment revenue
	-
	2,475
	4,273
	25,253
	-
	1,142
	(33,143)
	-

	
	Total revenue
	81,270
	49,869
	4,893
	26,022
	12,639
	2,284
	(33,143)
	143,834

	
	Results
	
	
	
	
	
	
	
	

	
	Segment results 
	25,006
	7,745
	318
	1,764
	9,320
	(6)
	3,185
	47,332

	
	
	
	
	
	
	
	
	
	

	
	Unallocated income
	
	
	
	
	
	
	
	273

	
	Unallocated expenses
	
	
	
	
	
	
	
	(683)

	
	Profit from operations
	
	
	
	
	
	
	
	46,922

	
	Finance costs
	
	
	
	
	
	
	
	(7,812)

	
	Profit before taxation
	
	
	
	
	
	
	
	39,110

	
	Taxation
	
	
	
	
	
	
	
	(11,611)

	
	Profit after taxation
	
	
	
	
	
	
	
	27,499

	
	Minority interests
	
	
	
	
	
	
	
	(1,087)

	
	Net profit for the financial year
	
	
	
	
	
	
	
	26,412


	PRIVATE 
	
Financial year ended


31 July 2004
	Stock-

Broking

And

Related

Activities

RM'000


	       Financial Services

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
	118,776
	70,026
	644
	549
	15,727
	201
	-
	205,923

	
	Inter-segment revenue
	-
	1,523
	6,485
	14,339
	-
	1,125
	(23,472)
	-

	
	Total revenue
	118,776
	71,549
	7,129
	14,888
	15,727
	1,326
	(23,472)
	205,923

	
	Results
	
	
	
	
	
	
	
	

	
	Segment results 
	48,104
	11,081
	5,304
	4,921
	8,235
	305
	(750)
	77,200

	
	
	
	
	
	
	
	
	
	

	
	Unallocated income
	
	
	
	
	
	
	
	193

	
	Unallocated expenses
	
	
	
	
	
	
	
	(530)

	
	Profit from operations
	
	
	
	
	
	
	
	76,863

	
	Finance costs
	
	
	
	
	
	
	
	(10,590)

	
	Profit before taxation
	
	
	
	
	
	
	
	66,273

	
	Taxation
	
	
	
	
	
	
	
	(19,555)

	
	Profit after taxation
	
	
	
	
	
	
	
	46,718

	
	Minority interests
	
	
	
	
	
	
	
	(1,835)

	
	Net profit for the financial year
	
	
	
	
	
	
	
	44,883


A9.
Valuation of Property, Plant and Equipment

Not applicable.

A10.
Subsequent Events 

There are no material events subsequent to the end of the financial year ended 31 July 2005 to 19 September 2005 (a date which is not earlier than 7 days from the date of issue of this announcement) except that on 1 September 2005, the Company entered into a Sale of Shares Agreement with DBS Asset Management Ltd to acquire the remaining 19% equity interests in Hwang-DBS Resources Sdn. Bhd. (formerly known as Hwang-DBS Asset Management (Malaysia) Sdn. Bhd.), (“HDBSR”), comprising 570,000 ordinary shares of RM1 each for a cash consideration of RM578,550. The transaction was completed on 9 September 2005 and the Company’s equity interest in HDBSR was increased from 81% to 100%.

A11.
Changes in the Composition of the Group 


There are no changes in the composition of the Group for the current quarter and financial year ended 31 July 2005 except that on 26 March 2005, DBS HDM Capital Management Sdn. Bhd. (“DHCM”) was incorporated as a venture capital management company, with an authorised capital of RM1,000,000 comprising 1,000,000 ordinary shares of RM1.00 each. Its issued and paid up capital is RM2 comprising 2 ordinary shares of RM1.00 each.   On the same day, DBS HDM Capital Sdn. Bhd. (“DHC”) was incorporated as a venture capital company, with an authorised capital of RM75,000 comprising 250,000 ordinary shares of RM0.10 each, 2,500,000 redeemable convertible preference shares of RM0.01 each and 2,500,000 redeemable preference shares of RM0.01 each. Its issued and paid up capital is RM0.20 comprising 2 ordinary shares of RM0.10 each. The shareholders of DHCM and DHC are the Company and DBS Nominees (Private) Limited, a wholly owned subsidiary of DBS Bank Ltd, each holding 50% equity interest. 

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 RM41 million as at the end of the last financial year to RM NIL as at 31 July 2005.

A13.
Commitments

Commitments not provided for in the financial statements as at 31 July 2005 are as follows:

	PRIVATE 
	
	
	RM'000
	

	
	Capital expenditure commitments:

	
	
	

	
	Contracted but not provided for
Approved but not contracted for
	
	394

3,818
	

	
	
	
	4,212
	

	
	
	
	
	

	
	Other commitments:


	
	
	

	
	Underwriting commitments
	
	2,238
	

	
	Future minimum lease payments
	
	6,372
	

	
	
	
	12,822
	


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 of the Company  in accordance with the Listing Requirements of Bursa Securities.

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 recorded a 30% reduction in operating revenue from RM205.92 million in the previous financial year to RM143.83 million for the financial year ended 31 July 2005.  Operating revenue for the current quarter is also lower at RM30.33 million compared to the previous corresponding quarter ended 31 July 2004. 

The reduction in operating revenue is mainly attributable to lower brokerage income generated by the stockbroking subsidiary which decreased by 30% against a backdrop of quiet market sentiments and lower value traded in Bursa Securities during the financial year under review.  Value traded in Bursa Securities registered a decline by RM44.35 billion to RM219.15 billion for the financial year.  In line with the quiet market sentiments, operating revenue from the Group’s derivatives, money lending and fund management activities also recorded lower revenue. However, the Group’s fee based income from the corporate finance activities registered higher revenue during the financial year under review. 

The Group’s profit before tax decreased by 41% from RM66.27 million in the previous financial year to RM39.11 million for the financial year ended 31 July 2005. Pre-tax profit for the current quarter amounted to RM3.16 million compared to RM10.28 million for the previous corresponding quarter. The decrease in profits is in tandem with lower operating revenue coupled with higher amortisation charge and impairment loss on a freehold land and an investment property, offset by capital gain arising from the disposal of free shares in Bursa Malaysia, lower net allowance made for doubtful debts due to recoveries of contra debts as well as lower net allowance for diminution in value of marketable securities and investments during the financial year.

The Group’s profit after taxation and minority interests registered a corresponding decrease to RM26.41 million against RM44.88 million in the previous financial year, a decrease of RM18.47 million.

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 financial year from 31 July 2005 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

The Group achieved a lower profit before tax for the current quarter of the financial year ended 31 July 2005 of RM3.16 million compared to RM8.82 million in the immediate preceding quarter 3. The reduction is mainly due to decrease in brokerage income in line with lower value traded in the Bursa Securities, coupled with additional provision of RM9.25 million made for margin debts as a result of fall in share prices of collateral held, impairment loss made for a freehold land and an investment property, offset by capital gain from disposal of free shares in Bursa Malaysia.  

B3.
Current Year’s Prospects
The Malaysian economy is expected to remain stable as the economic fundamentals remain good and should cushion the effects of rising oil prices and inflationary pressures.

The Group’s stockbroking subsidiary is expected to face the challenges of the entry of five major foreign brokers. However, as the profitability of the stockbroking subsidiary is highly dependent on the market volume, any increase in market activities will have a positive effect on the performance of the Group.  

The Group’s capital market and financial services segment covering unit trusts, asset management and corporate finance businesses are expected to continue to contribute to the Group’s earnings. 

Barring unforeseen circumstances, the Board of Directors expects the Group’s performance to be 

satisfactory for the  financial year ending 31 July 2006.
B4.
Profit Forecast and Profit Guarantee

Not applicable

B5.
Taxation

	
	Current 

Quarter 

Ended

31 July 2005

RM’000


	
	Financial 

Year 

Ended

31 July 2005

RM’000

	In respect of current financial year: 
	
	
	

	 - Malaysian income tax
	(49)
	
	11,483

	 - Deferred taxation
	(461)
	
	512

	
	
	
	

	In respect of prior financial year: 
	
	
	

	- Malaysian Income tax
	(3)
	
	129

	- Deferred taxation
	0
	
	(513)

	Tax (writeback) / charge
	(513)
	
	11,611


The effective tax rate for the current financial year is higher than the statutory tax rate due mainly to certain expenses which are not deductible for tax purposes offset by capital gain from disposal of free shares in Bursa Malaysia, income which are not subject to tax and lower applicable tax rate being applied to a portion of taxable profits in respect of certain subsidiaries. The effective tax rate for the current quarter is lower than the statutory tax rate mainly due to the non-taxable capital gain.


Tax credits arising from accumulated losses of acquired companies and businesses 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 confirm 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 year ended 31 July 2005 except for a Sale and Purchase Agreement (“Agreement”) entered into by the stockbroking subsidiary with a third party on 28 July 2005 for the disposal of a piece of freehold land for RM2,736,370.  A deposit of 10% has been received from the purchaser.  An impairment loss of RM675,000 has been recognised in the current quarter to reflect the recoverable amount of the freehold land based on the net selling price indicated in the Agreement.  The sale has not been completed at the date of this announcement.

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 

31 July 2005

RM’000
	
	Financial 

Year Ended

31 July 2005

RM’000



	(i)    
Total Purchase Consideration


	4,287
	
	11,931

	
	
	
	

	(ii) Total Sale Proceeds
	2,773
	
	23,615

	(iii) 
	
	
	

	(iii)   
Total Profit on Disposals
	164
	
	3,408


(b) Total investments in quoted securities held by the Group other than the stockbroking subsidiary as at 31 July 2005 are as follows: 

	
	RM’000

	(i)    
At Cost


	21,278

	
	

	(ii)   
At Book Value


	18,323

	(iv) 
	

	(iii)   
At Market Value
	18,910


B8.
Status of Corporate Proposals

There are no corporate proposals announced but not completed as at 19 September 2005 (the latest practicable date which is not earlier than 7 days from date of issue of this announcement) except that on 6 July 2005, the company entered into a Joint Venture Agreement (“JVA”) with DBS Bank Ltd (“DBS”), a deemed substantial shareholder of the company, for the purpose of formalising the conduct of their relationship with each other in respect of their investment participation in DHCM, a company equally owned by the parties of the JVA, to provide fund management, investment advisory and related consultancy services to DHC and other companies. 

The company and DBS shall each subscribe for an additional 249,999 ordinary shares of RM1.00 each in DHCM to be satisfied by cash pursuant to the JVA. The parties may also each subscribe for a further 250,000 ordinary shares of RM1.00 each in DHCM at such time as the parties may agree.

In tandem with the execution of the JVA, DHCM has on 6 July 2005 entered into a Fund Management Agreement with DHC, wherein the former is appointed as Fund Manager by DHC to provide fund management services relating to buying and selling of shares, investments and securities (“the Services”) upon the terms and subject to the conditions in the Fund Management Agreement.

In consideration of DHCM providing the Services to DHC, DHCM will receive management fee, incentives or other payments as prescribed in the Fund Management Agreement.

B8.
Status of Corporate Proposals (cont’d)

In addition, to facilitate the performance of DHCM of its obligations under the Fund Management Agreement, DHCM has on 6 July 2005 entered into an Offshore Technical Assistance Agreement with DBS wherein DBS agrees to act as DHCM’s technical partner and to provide offshore technical assistance services to DHCM.

In consideration of DBS agreeing to act as the technical partner to DHCM, DBS will be paid an offshore technical assistance fee equivalent to 50% of the management fee and other payments (if any) received by DHCM from DHC upon such terms and conditions stipulated in the Offshore Technical Assistance Agreement.

The company and DBS shall also covenant with each other in accordance with the terms of the JVA to provide committed capital of RM23 million each in cash for DHC at such times as they may mutually agree and shall execute upon payment of the said committed capital a Subscription Agreement and all other documents in relation to such committed capital to subscribe for units in DHC. DHC is expected to have an enlarged capital commitment of up to RM250 million to be drawn from the company, DBS and other investors. Subject to mutual agreement with DBS, the company may provide additional capital in DHC of another RM27 million, making the total committed capital from the company of up to RM50 million.  

The joint venture between the company and DBS is subject to the registration of DHCM and DHC with the Securities Commission as a venture capital management company and a venture capital company respectively, the approval of the Controller of Foreign Exchange for the acquisition of the redeemable convertible preference shares in DHC by non-resident investors as well as approval from, or notification to, any other relevant regulatory authority for the establishment of the joint venture through DHCM and commencement of the business of DHCM. Approval of the Monetary Authority of Singapore has been obtained for DBS to hold shares in DHCM.

The details of the JVA, Fund Management Agreement and Offshore Technical Assistance Agreement have been announced to Bursa Securities on 6 July 2005.

B9.
Group Borrowings and Debt Securities

(a) Group borrowings as at 31 July 2005 are unsecured. The RM125 million revolving credit lines are granted to the Company against Standby Letters of Credit issued by a deemed substantial shareholder of the Company, DBS Bank Ltd.  

(b) Analysis between short term and long term borrowings as at 31 July 2005 are as follows:

	
	   RM’000

	
Short Term Borrowings
	

	
Revolving Credit
	125,000

	             Bank Overdraft 
	-

	
	125,000

	
	

	
Long Term Borrowings
	0

	
	

	(

((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 19 September 2005 (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 19 September 2005 (the latest practicable date which is not earlier than 7 days from date of issue of this announcement).
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

31 July

2005


	
	3 months

ended

31 July

2004


	
	12 months

ended

31 July

2005


	
	12 months

ended

31 July

2004



	Net profit for the financial year  (RM’000)
	3,598
	
	8,418
	
	26,412
	
	44,883

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


	260,051
	
	263,452
	
	261,437
	
	263,458

	Basic earnings per share (sen)


	1.38
	
	3.20
	
	10.10
	
	17.04

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Net profit for the financial year (RM’000)
	3,598
	
	8,418
	
	26,412
	
	44,883

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

	In issue during the financial year (as above)
	260,051
	
	263,452
	
	261,437
	
	263,458

	Adjustments made for share options
	0
	
	0
	
	0
	
	17

	
	260,051
	
	263,452
	
	261,437
	
	263,475

	
	
	
	
	
	
	
	

	Diluted earnings per share (sen)
	1.38
	
	3.20
	
	10.10
	
	17.04


By Order of the Board

CHEN MUN PENG
TAN LEE PENG

Company Secretaries

Penang

26 September 2005
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