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In 2002, global economic environment remained sluggish, and Hong
Kong's economic restructuring process continued. The threat of war
in the Middle East in recent months has brought about further
uncertainties to the global economy. The Bank’s performance in
2002 wasinevitably affected under such atough operating environment.

Despite Hong Kong's total exports recorded an increase of 5.4%,
domestic exports shrank by 14.7%. Unemployment rate stood high
at 7.2%. For 2002 as a whole, the GDP recorded a growth of 2.3%
in real term. With persistent deflation and sluggish domestic demand,
the nominal rate of economic growth fell by 0.6% for the whole year.
The seriesof property market stabilization measures by the Government
have little effect on improving market sentiment and property prices.
The local stock market also experienced a substantial downturn with
Hang Seng Index dropped by 18.2% as compared with that of 2001,
and transaction volume shrank noticeably. Given the impact of
unfavourable operating environment, the Bank registered a negative
profit growth for the period under review. The consolidated
net profit for the year ended 31 December 2002, after making
provision for taxation, decreased from HK$853,022,000 in 2001
to HK$757,632,000. Earnings per share decreased by 11.2% to
HK$3.26. Your directors propose that a final dividend of HK$0.93
and a bonus dividend of HK$0.20 to be paid on each share. This,
together with the interim dividend of HK$0.33 per share already paid
in September 2002, will amount to atotal dividend of HK$1.46 per
share for the year 2002.

Return on average assets was 1.2%, return on average equity was
9.8% and capital adequacy ratio stood at 21.1% at 31 December
2002. The average liquidity ratio for the year was 48.3%.

Total deposits decreased by 1.9% to HK$48,653,756,000,
while advances to customers recorded a slim growth of 3.7% to
HK$30,040,641,000. Consolidated total assets amounted to
HK$61,699,032,000, or 4.4% decrease from 2001. In an environment
of weak loan demand, much emphasis has been put on expanding our
non-interest income component through broadening the spectrum of
our fee income businesses.

Wealth management service, one of our business focus areas, recorded
a better-than-expected performance during 2002. Investors' demand
for bonds and other investment products is rising sharply, and wealth
management operation is expected to be a robust sector with good
growth potential.

In view of sluggish market condition and thin transaction volume, our
securities trading business recorded a decline in commission income.
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The Bank will continue to focus on service enhancement with a
special stress on improving operation efficiency of our automated
securities trading channels in order to expand our market share and
customer base.

The business of the Bank’s two insurance arms recorded marked
performance with impressive growth during the period under review,
providing a favourable backdrop for our further cooperation with
other banks to cultivate life insurance and professional liability
underwriting businesses.

The credit card industry was hard hit under high unemployment rate
and rising personal bankruptcies. The Bank isopting for atight credit
card approval procedures in time of adversities, with the hope of
reaping better profit growth when the economy turns around. It is
believed that the sharing of positive consumer credit data would be
conducive to healthy growth of the card business.

Therole of the branch network has changed along with the devel opment
of new businessdirection. Branches now assume greater responsibilities
for sales of the Bank’s financial services and products, such as
investment products, securities trading and insurance including life
insurance, supplementing the traditional deposit and loan services.
Towards this strategic direction, our Human Resource Department
will put in place various staff development programs to help maintain
aprofessionaly qualified sales team that could provide quality service
to customers.

The Bank purchased from IBM China/lHong Kong Limited the new
teller platform system, and the launching of this new system will be
in stages. This state-of-the-art teller terminal system will facilitate
better management of customer relationships through positive
identification of customers' needs and cross-selling opportunities.

The banking environment will remain difficult in 2003, and our
economy will continue to be dominated by global economic slowdown,
swelling internal budget deficits, persistently high unemployment
rate, weak domestic consumption and soft |oan demand. Theimminence
of a Persian Gulf war has created further uncertainties about the
prospectsfor the globa economy. Facing the acute economic situation,
the Bank will continue to adhere to its prudent operating philosophy,
striving to enhance its portfolio asset quality and returns for its
shareholders.

Hong Kong's further synergistic integration with the economy of the
Pearl River Delta area will be an inevitable trend. The SAR
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Government’s proactive efforts towards cross border cooperation
with Guangdong, and the manufacturing and export growth momentum
of China will benefit Hong Kong's entrepét trade. To meet the
challenges ahead, Hong Kong should particularly develop areas in
which it enjoys comparative advantage such as logistics, international
finance, tourism and producer services centre. By improving our
business environment, we can consolidate and strengthen our position
as“AsiasWorld City”, thereby finding a new direction for economic
revival out of the doldrums.

Dr Thomas Tseng-tao CHEN resigned as Director of the Bank with
effect from 30 June 2002. On behalf of the Board, | wish to express
our heartfelt thanksto Dr CHEN for hisinvaluable contribution to the
Bank during his 17 years' of service.

Mr Norman Nai-pang LEUNG, JP and Mr Lincoln Hung-leung
SO0, JP joined the Board as Independent Non-executive Directors.
Mr LEUNG, formerly a practising lawyer, is Deputy Chairman of
The Kowloon Motor Bus Holdings Limited and Chairman of several
other companies. He has been active in various public services.
Mr Lincoln Hung-leung SOO, JP is the sole proprietor of Soo Pei
Shao & Co, and hisfamily has been in the securities broking business
for generations. He has been active in various public services aswell.
With their extensive knowledge and experience, their appointment
would be of great benefit to the Bank’s future devel opment.

This year marks the 70th Anniversary of our Bank. That we have
attained our present stature as a modern commercia bank has been
dueto the confidence placed in us by the community and our customers,
the support and guidance given to us by fellow bankers and our
shareholders, as well as the dedication of our staff. | would also like
to take this opportunity to express my heartfelt gratitude to al of my
senior colleagues, and particularly to our Founder, Dr Yee-sun WU
and our former Chairman, Dr Jieh-yee WU for their enormous efforts
in establishing the strong foundation on which the Bank continues to
grow and contribute our share to the economic development of Hong
Kong. Much credit is due to them for their vision and farsightedness.
We shall treasure this good foundation and adhere to our philosophy
of “Progress with Prudence; Service with Sincerity” in our future
growth. In order to justify the confidence placed in us by our
customers and the general public, we shall always strive to improve
our service quality.

Michael Po-ko WU
Chairman

26 February 2003



