PAGE  
Hwang-DBS (Malaysia) Berhad

(Company No: 238969-K)


Notes to interim financial report for the current quarter and financial period ended 31 October 2006

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 2006.  

The accounting policies and methods of computation adopted for the interim financial report are consistent with those adopted in the annual financial statements for the financial year ended 31 July 2006 except for the adoption of the following applicable Financial Reporting Standards ("FRSs") effective from the financial period beginning 1 August 2006:

FRS 2
Share-based Payments

FRS 3
Business Combinations

FRS 101
Presentation of Financial Statements 

FRS 108
Accounting Policies, Changes in Estimates and Errors

FRS 110
Events After the Balance Sheet Date

FRS 116
Property, Plant & Equipment

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 128
Investments in Associates

FRS 131
Interests in Joint Ventures

FRS 132
Financial Instruments: Disclosure & Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property


The adoption of FRS 108, 110, 116, 121, 128, 132, 133 and 138 does not have significant financial impact on the financial statements of the Group. The principal effects of changes in accounting policies resulting from adoption of the applicable FRSs are as follows:

(a)
FRS 2,
Share-based Payments

FRS 2 requires an entity to recognise share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity.

The Company's Executive Share Option Scheme ("ESOS") for eligible executives of the Group is an equity-settled share-based compensation plan. In the prior financial periods, no compensation expense was recognised for share options granted by the Company. With the adoption of FRS 2, services rendered by employees as consideration for share options of the Company is recognised in the income statement, by reference to the fair value of the share options at dates of grant, with a corresponding increase in equity.

FRS 2 applies to shares, share options or other equity instruments which were not vested on 1 August 2006. As the Company has not granted any share options to its employees during the current quarter and financial period ended 31 October 2006 and there were no share options granted previously which remain unvested on 1 August 2006, the adoption of this FRS has not resulted in any compensation expense being recognised.  

A1.
Basis of Preparation (cont’d)

(b) FRS 3, Business Combinations and FRS 136, Impairment of Assets

FRS 3 prohibits amortisation of goodwill acquired in a business combination and instead requires the goodwill to be tested for impairment annually, or more frequently if events or changes in circumstances indicate that the asset might be impaired in accordance with FRS 136. Any impairment loss is recognised in the income statement and subsequent reversal is not allowed. Previously, the Group amortised goodwill using the straight line method over its estimated useful lives. Goodwill was tested for impairment only when there was any indication of impairment arising from review of its carrying amount at each balance sheet date.

In addition, under FRS 3, negative goodwill, which represents the excess in fair value of net identifiable assets acquired over cost of acquisition is to be recognised immediately in the income statement. Previously, negative goodwill was recorded as reserve on consolidation in non-current assets.

The changes in accounting policies have been applied prospectively. The accumulated amortisation of goodwill as at 1 August 2006 of RM66,639,000 has been eliminated against goodwill and the resultant net carrying amount of goodwill of the Group of RM110,101,000 as at 1 August 2006 ceased to be amortised. This has the effect of increasing the profit before taxation by RM2,862,000 for the current quarter and financial period ended 31 October 2006. Negative goodwill of approximately RM18,000 has been derecognised with a corresponding increase in retained profits as at 1 August 2006.

(c) FRS 101, Presentation of Financial Statements and FRS 127, Consolidated and Separate Financial Statements

The adoption of FRS 101 and FRS 127 has affected the presentation of the minority interests, share of results of joint ventures and other disclosures in the financial statements. In the consolidated balance sheet, minority interests are now presented within equity and movements in minority interests are disclosed in the consolidated statement of changes in equity.  In the consolidated income statement, share of results of jointly controlled entities is now presented net of tax and minority interests are presented as an allocation of the profit/(loss) for the financial period respectively. Total recognised income and expenses for the financial period is disclosed in the statements of changes in equity, showing separately the amounts attributable to minority interests and equity holders of the parent.

The presentation of financial statements in this interim financial report is based on the requirements of FRS 101 and FRS 127 with restatement of comparative figures to conform with the presentation for the current financial period (refer to explanatory note A1(f)).

(d) FRS 131, Interests in Joint Ventures

FRS 131, which makes reference to FRS 128, Investments in Associates for application of equity accounting, requires that losses recognised under the equity method in excess of the investor’s investment in ordinary shares be applied to the other components of the investor’s long-term interests that, in substance, form part of the investor’s net investment in the joint ventures. The Group’s interest in preference shares of the jointly controlled entities is now taken into consideration in determining the carrying amount of the Group’s interests in jointly controlled entities. Previously, equity accounting of the Group's interests in jointly controlled entities only considered the Group’s investment in ordinary shares of jointly controlled entities. Equity accounting was discontinued when the carrying amount of investment in the ordinary shares of jointly controlled entities reaches zero, unless the Group has incurred obligations or made payments on behalf of the jointly controlled entities. 

A1.
Basis of Preparation (cont’d)

(d)
FRS 131, Interests in Joint Ventures (cont’d)

The change in accounting policies has been accounted for retrospectively. Additional losses of a jointly controlled entity recognised by the Group as at 1 August 2006 amounted to RM392,000 with a corresponding decrease in retained profits. There is no significant financial impact on the Group for the current quarter and financial period ended 31 October 2006.

(e)
FRS 140, Investment Property



FRS 140 defines an investment property as a property held to earn rentals or for capital appreciation or both. Properties, which are occupied by the Group do not qualify as an investment property in the consolidated balance sheet.


With the adoption of FRS 140, the Group has reclassified certain property, plant and equipment with a total carrying amount of RM6,285,000 as at 1 August 2006 to Investment Property. The Group adopted cost model as the basis of measurement of investment property which requires the assets to be stated at cost less accumulated depreciation and accumulated impairment losses. Freehold land is not depreciated. Previously, all investment properties were not depreciated. The change in accounting policy, which is accounted for retrospectively, has resulted in a decrease of RM28,000 and RM24,000 in retained profits of the Group as at 1 August 2006 and 1 August 2005 respectively to adjust for accumulated depreciation on investment property in prior financial years. For the current quarter and financial period ended 31 October 2006, the resulting impact is an increase in depreciation charge of the Group by approximately RM75,000.

(f)
Comparative figures


The following comparative amounts have been restated following the adoption of the applicable FRSs as detailed above:

	
	As previously reported

RM’000
	Effects

RM’000
	As 

restated

RM’000

	Consolidated balance sheet

As at 31 July 2006

Property, plant & equipment

Interests in jointly controlled entities

Investment properties

Goodwill

Reserves
	73,297

1,038

15,477

110,101

(418,264)
	(6,285)

(392)

6,257

18

402
	67,012

646

21,734

110,119

(417,862)


A2.
Auditors’ Report


The auditors’ report of the most recent annual financial statements of the Group for the financial year ended 31 July 2006 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 operations of the stockbroking subsidiary company, which is dependent on the stock market performance.

A4.
Exceptional Items

There are no exceptional items for the current quarter and financial period ended 31 October 2006. 

A5.
Changes in Estimates


There are no material changes in accounting estimates used in the preparation of the interim financial report for the current quarter and financial period ended 31 October 2006 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 31 October 2006 except that the Company has purchased back 602,000 ordinary shares of RM1 each for cash from the open market at an average price of RM1.54 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 2006
	
	485,500
	1.55
	1.53
	1.55
	
	751,954

	September 2006
	
	6,000
	1.48
	1.48
	1.49
	
	8,946

	October 2006
	
	110,500
	1.59
	1.47
	1.50
	
	166,184

	
	
	602,000
	
	
	
	
	927,084



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

A7.
Dividends

No dividend has been paid since the end of the previous financial year.  The Board of Directors has not declared or recommended the payment of dividend in respect of the current financial year ending 31 July 2007.

A final dividend of 5.0 sen gross per share, less tax at 28% proposed for the previous financial year ended 31 July 2006 has been approved by the shareholders of the Company at the Fourteenth Annual General Meeting held on 30 November 2006.  The dividend will be paid on 27 December 2006 to depositors registered in the Record of Depositors at the close of business on 8 December 2006.
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, management of unit trust and corporate funds and investment advisory

	
	
	

	Property investment
	-
	letting of properties

	
	
	

	Investment holding
	-
	investment holding

	
	
	

	Moneylending
	-
	moneylending and investment in listed and unlisted companies

	
	
	

	Others
	-
	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 
	          3 months ended


 31 October 2006
	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
	20,197
	14,097
	216
	273
	1,402
	278
	-
	36,463

	
	Inter-segment revenue
	-
	15
	1,073
	15,023
	-
	340
	(16,451)
	-

	
	Total revenue
	20,197
	14,112
	1,289
	15,296
	1,402
	618
	(16,451)
	36,463

	
	Results
	
	
	
	
	
	
	
	

	
	Segment results 
	11,517
	520
	816
	395
	394
	15
	(121)
	13,536

	
	
	
	
	
	
	
	
	
	

	
	Unallocated income
	
	
	
	
	
	
	
	68

	
	Unallocated expenses
	
	
	
	
	
	
	
	(126)

	
	Finance costs
	
	
	
	
	
	
	
	(2,048)

	
	Share of results of 

 jointly controlled entities,

 net of tax
	
	
	
	
	
	
	
	(142)

	
	Profit before taxation
	
	
	
	
	
	
	
	11,288

	
	Taxation
	
	
	
	
	
	
	
	(3,178)

	
	Profit for the financial 

 period
	
	
	
	
	
	
	
	8,110


	PRIVATE 
	          3 months ended


 31 October 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
	15,821
	8,037
	217
	411
	2,706
	241
	-
	27,433

	
	Inter-segment revenue
	-
	34
	1,073
	543
	-
	241
	(1,891)
	-

	
	Total revenue
	15,821
	8,071
	1,290
	954
	2,706
	482
	(1,891)
	27,433

	
	Results
	
	
	
	
	
	
	
	

	
	Segment results 
	4,660
	1,334
	892
	(283)
	1,101
	(1)
	(283)
	7,420

	
	
	
	
	
	
	
	
	
	

	
	Unallocated income
	
	
	
	
	
	
	
	57

	
	Unallocated expenses
	
	
	
	
	
	
	
	(145)

	
	Finance costs
	
	
	
	
	
	
	
	(1,059)

	
	Profit before taxation
	
	
	
	
	
	
	
	6,273

	
	Taxation
	
	
	
	
	
	
	
	(3,092)

	
	Profit for the financial 

 period
	
	
	
	
	
	
	
	3,181


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 31 October 2006 to 23 November 2006 (a date which is not earlier than 7 days from the date of issue of this announcement) except for a Sale and Purchase Agreement entered into by a subsidiary company, HDM Properties Sdn. Bhd. with a third party for the disposal of an office premise for RM3,960,000. A deposit of 10% has been received from the purchaser. The sale has not been completed at the date 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 31 October 2006. 
A12.
Changes in Contingent Liabilities or Contingent Assets 


There are no contingent liabilities or contingent assets as at the end of the current quarter except for contingent liabilities arising from corporate guarantee granted by the Company to a financial institution of RM5.5 million, being the amount of banking facilities drawn down by a subsidiary company for working capital purposes. (As at 31 July 2006: RM NIL)
A13.
Commitments

Commitments not provided for in the financial statements as at 31 October 2006 are as follows:

	PRIVATE 
	
	
	RM'000

	
	Capital expenditure commitments:

	
	

	
	Contracted but not provided for
Approved but not contracted for
	
	2,245

10,901

	
	
	
	13,146

	
	Other commitments:


	
	

	
	Underwriting commitments
	
	1,650

	
	
	
	

	
	Future minimum lease payments
	
	5,897

	
	
	
	

	
	Balance of contribution to the Government of Malaysia for a merchant bank

 licence for the transformation of Hwang-DBS Securities Berhad (“HDBSS”)

 from a Universal Broker into an Investment Bank
	
	42,500

	
	
	
	

	
	Committed capital in DBS HDM Capital Sdn. Bhd.(“DHC”) in accordance 

 with the Subscription Agreements between the Company and DHC
	
	24,208

	
	
	
	

	
	
	
	87,401


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 reported a 33% increase in operating revenue from RM27.4 million in the previous corresponding financial period to RM36.5 million for the current quarter ended 31 October 2006. This is mainly attributable to higher brokerage income generated by the stockbroking subsidiary company and increase in unit trust sales during the period under review, offset by lower contributions from moneylending and corporate finance activities. The increase in value traded in Bursa Malaysia Securities Berhad amidst improved underlying market sentiments has contributed to the higher stockbroking brokerage income during the current quarter while the Group’s newly launched Global Property Fund and Global Opportunities Fund have driven up the unit trust sales. 

The Group’s profit before tax and profit after tax for the current quarter have increased to RM11.3 million (period ended 31 October 2005: RM6.3 million) and RM8.1 million (period ended 31 October 2005: RM3.2 million) respectively. The higher profits recorded are principally derived from higher brokerage income coupled with write back of diminution in value of short term investments and cessation of amortisation of goodwill.

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 31 October 2006 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 posted a marginal increase in profit before tax to RM11.3 million compared to RM10.8 million in the immediate preceding quarter. This is mainly attributable to write back of diminution in value of short term investments, write back of allowance for doubtful debts arising from recoveries from contra and margin debtors as well as cessation of amortisation of goodwill, offset by lower brokerage income from the stockbroking operations.

B3.
Current Year’s Prospects
The recent improvement in market sentiments in the local and regional bourses is expected to augur well for the performance of the stockbroking business and financial services activities of the Group. The impending transformation of the Group’s stockbroking subsidiary company into an Investment Bank will provide new business opportunities to the Group and is expected to contribute to the Group’s earnings in the long run.

Barring unforeseen circumstances, the Board of Directors expects the financial performance of the Group to reflect the improved market sentiments for the financial year ending 31 July 2007.

B4.
Profit Forecast and Profit Guarantee

Not applicable.

B5.
Taxation

	
	
	
	Current Quarter

and Financial 

Period Ended

31 October 2006

RM’000

	In respect of the current financial period:- 
	
	
	

	 - Malaysian income tax
	
	
	
 3,306

	 - Deferred taxation
	
	
	(128)

	
	
	
	

	Tax expense
	
	
	
3,178


The effective tax rate for the current quarter and financial period is higher than the statutory tax rate mainly due to certain expenses, which are not deductible for tax purposes, partially offset by effects of non-taxable income and lower tax rate applicable to a portion of taxable profits.


The Technical Division of the IRB has yet to approve and confirm the amount of tax credit in connection with the acquisition of the business of Taiping Securities Sdn. Bhd. (Special Administrators Appointed), now known as Taiping Recovery Sdn. Bhd. (In Liquidation) by the stockbroking subsidiary company in a prior financial year. The effect of the resultant credit has yet to be utilised and recognised in the financial statements.

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 31 October 2006.

B7.
Purchase and Sales of Quoted Securities

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








	
	
	
	Current Quarter

and Financial 

Period Ended

31 October 2006

RM’000



	(i)      Total Purchase Consideration
	
	
	
3,360

	
	
	
	

	(ii) Total Sale Proceeds
	
	
	
2,861

	
	
	
	

	(iii)   
Total Profit/(Loss) on Disposals
	
	
	168


(b) Total investments in quoted securities held by the Group other than the stockbroking subsidiary company as at 31 October 2006 are as follows: 

	
	
	
	RM’000



	(i)    
At Cost
	
	
	
21,712

	
	
	
	

	(ii)     At Book Value
	
	
	
18,472

	
	
	
	

	(iii)   
At Market Value
	
	
	21,041


B8.
Status of Corporate Proposals

There are no corporate proposals announced but not completed as at the date of this announcement except that on 5 January 2006, the stockbroking subsidiary company, HDBSS, paid an initial deposit of RM10,000,000 to the Government of Malaysia. The said deposit represents part payment of a total contribution of RM52,500,000 for a merchant bank licence to transform HDBSS from a Universal Broker into an Investment Bank.  Application for a merchant bank licence has been made by HDBSS and is pending approval by the relevant authorities.
B9.
Group Borrowings and Debt Securities

(a) Borrowings of the Group as at 31 October 2006 are unsecured. The RM150 million revolving credit line is covered by a standby letter of credit issued by a deemed substantial shareholder of the Company, DBS Bank Ltd.. The balance of RM5.5 million revolving credit line is covered by corporate guarantee issued by the Company. 
(b) Analysis between short term and long term borrowings as at 31 October 2006 are as follows:

	
	   RM’000

	
Short Term Borrowings
	

	
Revolving Credits
	155,500

	
	

	
Long Term Borrowings
	0


(c)
All borrowings are denominated in Ringgit Malaysia.

B10.
Off Balance Sheet Financial Instruments

There are no financial instruments with significant off balance sheet risk as at 23 November 2006 (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 23 November 2006 (the latest practicable date which is not earlier than 7 days from date of issue of this announcement) except for the following: 

(a)
The claim filed by a client of HDBSS in July 2002 against HDBSS for damages of RM10 million for defamation which was fixed for trial on 6 November 2006 had been postponed by the court to 16 July 2007.

(b)
The claim filed by HDBSS against one of its clients to recover an outstanding sum of RM8.99 million in July 2001 of which the said client has filed a counterclaim in August 2001 for damages to be assessed against HDBSS alleging that a third party had wrongfully traded on his accounts and further alleging breach of fiduciary duty on HDBSS’ part is now fixed for trial on 10, 11 and 12 October 2007.

B12.
Dividends

Please refer to explanatory note A7.
B13.
Earnings Per Share Attributable to Equity Holders of the Parent

Earnings per share attributable to equity holders of the parent is calculated as follows:

	
	
	
	

	
	
	
	
	3 months

ended

31-Oct-06
	
	3 months

ended

31-Oct-05

	Profit for the financial period attributable to equity

 holders of the parent (RM’000)
	
	
	
	7,707
	
	2,627

	Weighted average number of ordinary shares 

  in issue (‘000)


	
	
	
	253,691
	
	259,476

	Basic earnings per share (sen)
	
	
	
	3.04
	
	1.01

	
	
	
	
	
	
	

	Profit for the financial period attributable to equity

 holders of the parent (RM’000)
	
	
	
	7,707
	
	2,627

	Weighted average number of ordinary shares in

 issue (‘000):-
	
	
	
	
	
	

	  In issue during the financial period (as above)
	
	
	
	253,691
	
	259,476

	  Adjustments made for share options
	
	
	
	182
	
	0

	
	
	
	
	253,873
	
	259,476

	Diluted earnings per share (sen)
	
	
	
	3.04
	
	1.01


By Order of the Board

CHEN MUN PENG
TAN LEE PENG

Company Secretaries

Penang

30 November 2006
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