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FINANCIAL RESULTS AND OPERATION REVIEW
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Hong Kong's economy experienced considerable vacillation in 2003.
The Irag War and SARS outbreak led to a stagnant economy at the
beginning of the year. Domestic consumption, property and stock
markets improved markedly in the middle of the year following the
signing of the Closer Economic Partnership Arrangement (CEPA)
between the Mainland and Hong Kong and the relaxation of travel
restrictions for mainland residents. Meanwhile, the situation of
negative equity greatly improved. It is believed that the economic
nadir is behind us and that Hong Kong is pulling out of the doldrums.

The consolidated net profit for the year ended 31 December 2003,
after making provision for taxation, amounted to HK$858,804,000.
Earnings per share was HK$3.70, representing an increase of 13.1%
as compared with that of 2002. The increase in net profit was
mainly a result of the improving economic condition, the strong
non-interest income growth and the decrease in the charge for bad
and doubtful debts.

The Bank recorded aloan-to-deposit ratio of 52.9%, lower than that
of 57.8% in 2002. The narrowing interest spread resulting from
weak loan demand and severe price competition had a negative
impact on the interest income of the Bank. Nevertheless, through
effective and stringent interest cost control measures, interest expense
declined simultaneously. Overall, the Bank’s net interest income
fell by 4.8%.

Non-interest income surged by 61.2%, mainly attributable to the
increase in income from insurance business, securities broking and
trading, foreign exchange trading and wealth management service.
The cash rebates given to residential mortgage customers in 2003
were lower than the previous year, contributing to a considerable
increase in non-interest income.

Operating expenses went up slightly by 0.9%, mainly attributable to
the increase in performance bonus and retirement benefit costs,
whereas rental expenses for bank premises reduced. The cost-to-
income ratio was 26.9%, representing a reduction of 3.8%.

The Bank’s asset quality remained at a satisfactory level. Non-
performing loans amounted to HK$728,822,000, representing
2.49% of gross advances. The charge for bad and doubtful debts
was HK$67,122,000. Income from insurance business surged by
118.4% in 2003, and the charge for insurance claims increased to
HK$339,695,000.
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The Bank reported an increase in consolidated total assets by 9.8%
from the previous year-end level. Return on average assets was
1.33%, return on average equity was 10.34%, and the Group’s
capital adequacy ratio at 31 December 2003 stood at 21.5%. The
average liquidity ratio for the year was 51.2%.

Deposits

Total depositsincreased by 5.6%, compared with that as at the 2002
year-end.

Interest rates are expected to remain low until mid-2004, and in the
absence of better investment opportunities, some depositors channel
their funds to higher-yielding investment products.

As at 2003 year-end, certificates of deposit, including fixed rate
retail certificates of deposit, amounting to HK$2,667,985,000 were
issued, representing an increase of 29.8% from the previous year, in
alignment with the Bank’s funding requirements.

AsHong Kong-based banks are all owed to conduct renminbi personal
banking business, the Bank has registered its intention to participate
in renminbi deposit business to the Bank of China, the authorized
renminbi clearing bank. Preparatory work has largely been completed
for the scheduled launch of this new product towards the end of
February 2004.

Advances to customers

Total loans and advances to customers reduced by 2.6% from the
previous year-end level.

The property market remained weak in the first half of 2003; and it
was not until the second half that the market sentiment gradually
improved. The absence of afull economic recovery coupled with
tough competition caused the contraction of the residential mortgage
portfolio. Asthe Government has subsequently announced a clearer
housing policy which is conducive to property price stability, the
Bank will seek to actively capture more residential mortgage business,
and to maintain its market share. In view of the brighter economic
outlook and better creditworthiness assessment of individual
borrowers through positive consumer credit data checking, new
personal loan products will be launched to meet market demands.
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The syndicated |oan business has progressed steadily and facilities
launched last year were primarily for refinancing purposes. It is
hoped that the strong economic momentum and the gradual
implementation of CEPA will help boost loan financing activities.
The Bank will continue to actively participate in syndicated loan
financing business.

Corporate financing activities recorded good growth in 2003. For
efficient resources all ocation and strengthened supervision, Corporate
Lending Department and Bills Department merged in November
2003 to form a new department, renamed as Corporate Banking
Department. The Bank can now provide customised one-stop financial
solutions to corporate customers and at the same time achieve
economies of scale.

In the face of unfavourable economic conditions and severe
competition, the hire-purchase and leasing operation of Wing Lung
Finance Limited underwent a portfolio refocus, diversifying its
product mix from vehicle financing to machinery and vessel financing.
The Bank will expand the customer base and offer services to
industrial customers in southern China, through collaboration with
the planned Shenzhen Branch.

Treasury

Income from foreign exchange operations increased by 14.9%,
whereas the money exchange business dropped by 3.9% from last
year'slevel. On aggregate, the Group enjoyed a 10.8% improvement
in gains on foreign exchange trading, compared with 2002.

The negative market sentiment for the US dollar led to the outflow
of capital from assets denominated in US dollars. The US dollar
fluctuated widely relative to other major currencies, boosting trading
sentiment. The Treasury Department is considering enhancing its
service to accommodate customers thus achieving better returns for
the Bank.

Worries about the possible return of SARS and the spreading of bird
flu in Asia may have a negative impact on tourism and retail
industries, inevitably affecting money exchange income. The Bank
will keep a keen eye on the operating environment to formulate
appropriate business strategies.
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Wealth management

The performance of
Wealth Management
Centreisremarkablewith
substantial growth of fee
income. There exists a
stable demand for higher-
yielding investment
products in this low
interest rate environment.
The unit trust business is flourishing, supported by the improvement
in local and globa economies as well as a bullish stock market.

Sk
AT IR ity H 2 Z AL -
A diverse range of banking products.

Recognising the growth potential of wealth management business,
more resources will be deployed to broaden the spectrum of wealth
management services. Wealth management products will be
conscientiously assessed prior to product delivery to customers.
The Bank looks forward to continued earnings growth in 2004.

Credit cards

The card industry was still under a difficult operating environment
in the first half of 2003, affected by a slack economy, prolonged
deflation, high unemployment rate and weak domestic consumption.
The card base grew mildly, while credit card lending and receivables
were lower than that at the 2002 year-end. The annualised charge-
off ratio for the year 2003 fell to 10.06%. For the fourth quarter
aone, the ratio was 5.18%.

Domestic consumption started to show signs of a rebound since the
signing of CEPA and the implementation of “individual traveler
scheme” in mid-2003. With the operation of the credit data bank,
the Bank will adopt a more progressive strategy in promoting credit
card business this year. This move would help the card business to
resume growth, thus contributing profits to the Group.

Securities broking

Wing Lung Securities Limited and Wing Lung Futures Limited
provide awide range of securities and futures broking services. The
Bank registered a growth in trading volume of more than 60% in
2003 compared to the industry’s 59.2% growth, with acommensurate
increase in commission income.
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Boosted by a number of favourable factors in the second half of
2003, the local stock market saw a strong surge in both prices and
trading volume. This upward momentum was sustained through the
end of 2003, benefiting from the influx of investment capital. The
signing of CEPA created further development potential for the
securities brokerage business. The Bank’s securities broking
subsidiary will closely monitor the market trends and regularly
review the pricing policy and customer incentive scheme to enhance
competitiveness.

Insurance

Wing Lung Insurance Company Limited enjoyed substantial growth
in accident and health insurance, motor insurance, and employees
compensation insurance. The subsidiary’s strategic alliance with
Equity Underwriters Limited yielded good results aswell. Besides,
business referrals from other brokers also registered steady growth.

The Insurance Department offers various kinds of insurance services.
Commission income grew steadily, particularly on the sale of Hong
Kong Life Insurance products. Recognising the great growth potential
of the insurance market, the Bank will continue to deploy its branch
network and manpower resources for insurance products sales.

Branch

To effectively all ocate resources, Grand Century Place Branch merged
with Lai Chi Kok Road Branch in August 2003, thus reducing the
total number of local branches from 34 to 33.

The Bank’s core services are now largely fully automated. Branches
are assuming greater responsibility as a sales center to promote
financial services and products like wealth management, securities
trading, general insurance and life insurance.

The business of Los Angeles Branch and Cayman Islands Branch
recorded steady growth.

The Bank has purchased a
piece of land in the City of
Alhambra for building its
Los Angeles Branch. The
construction work will
commence shortly and is
expected to be completed
in mid-2005.

Gl E A P TITHE R -
The model of the Bank’s new Los Angeles Branch.
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The China Banking Regulatory Commission issued an acceptance
notice on 2 January 2004 which permitted the Bank to prepare for
the setting up of a branch in Shenzhen, and the Bank has rented an
office at World Finance Centrein Luohu for the branch. All preparatory
work is running smoothly, and the new branch is expected to go into
operation towards the end of March 2004.
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Investment in information

Major systems of the new teller
platform acquired from IBM are
operating smoothly after over two
years of enormous effort. Among
them, the launch of the customer
relationship management system
(CRM) will help front-line staff
in their cross-selling activities to
a certain extent.
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The Bank participated in the “ CEPA for Hong Kong

ANER

Human resources

& Macau Promotion Week” in Guangzhou in February

this year.
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At the end of December 2003,
the total workforce of the Bank amounted to 1,243, including 1,228
locally, 6 in the Mainland and 9 overseas.

The Human Resource Department has been actively organising
courses or seminars related to bank operation, product knowledge,
information technology and specialised topicswith the aim of training
and upgrading staff skills and knowledge. The department also
encourages and sponsors staff in continued training programs,
certified examinations and obtaining professional qualifications.
The department arranges business visits and exchange programs at
regular intervals so that the staff are better equipped to cope with
business needs.
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