MANAGING DIRECTOR’S REPORT

I am pleased to report that during 2000, your
Company achieved very solid growth in tandem
with the improved economic situation in Hong
Kong. The Company successfully weathered the
challenges experienced by the whole banking
industry in the last few years and was able to grasp
the opportunities opened up during the economic
recovery.

The Company more than doubled the growth in
profit attributable to shareholders to HK$193 million
during 2000, thanks to its loyal customer base, its
strength in niche markets and a strong capital and
liquidity position. It was particularly encouraging to
note the effective efforts in containing problem
loans. Non-performing loans to total gross advances
dropped substantially to 1.38 per cent from 6.9 per
cent in 1999, reflecting the healthy loan portfolio
we have successfully attained during the year.

First Pacific Bank has repositioned its business mix
since early 2000 to meet the rapidly changing
market conditions. To diversify its portfolio mix, the
Bank has put new emphasis on developing small and
medium enterprise (“SME”) loans, consumer lending
and asset based finance to set against the slowdown
in mortgage lending in the past year.

Remarkable growth was recorded for the
commercial loans, the credit card business and
consumer loans in particular, as we strengthened
our sales and marketing efforts to further increase
our presence in the market and improved our
service standards. Alongside this business
development, fee income based services were also
introduced to generate higher yields.

BUSINESS OVERVIEW
Commercial Lending

In May 2000, the Bank’s commercial banking
business was restructured into three groups, with
two focusing on the larger middle market
companies and selected corporates, and a third
group targeting SME loans, shop financing and
lending to professionals.
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MANAGING DIRECTOR’S REPORT

The new business focus on commercial loans was
well placed amidst Hong Kong’s strong economic
recovery. Improvement in the export sector and
gradual recovery of the Hong Kong economy have
helped the Company deliver good results in
commercial lending, especially in mid-market and
SME loans. With the Bank’s flexibility and
responsiveness to market changes, together with a
team of experienced officers catering to specific
needs of customers in different industry sectors, it
was most encouraging to record robust growth in
performing loans in both the middle and SME
markets during the year.

Intense competition in the market has led to a
downward pressure in pricing, resulting in leaner
profit margins. The Bank will, however, continue to
enhance its competitiveness by leveraging its
flexibility and responsiveness, strengthening its
marketing and further expanding the customer
base.

Asset Based Finance

New business in asset based lending grew
substantially in 2000, noticeably in loans for goods
vehicles and private cars. The overall portfolio rose
by 9 per cent in the year. This came after the revival
of the demand for transport loans driven by the
economic recovery.

The Bank remained one of the most active players in
the transport lending market. The increase of the
taxi licence price to approximately HK$2.6 million
has improved market sentiment and helped boost
loan demand. Currently, the Bank has about 5.25
per cent of the taxi loan market and would strive to
further increase its market share.

The Bank has placed special emphasis on cementing
the relationship with car dealers and other
customers. To further diversify the loan portfolio,
products such as equipment financing will be
continuously enhanced to capture new business
opportunities.
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Credit Card and Consumer Lending

The Bank’s credit card and consumer loan business
saw a marked improvement during 2000 over the
previous year. Underpinning the growth was the rise
in real income, lowered unemployment rate and
hence increase in consumer spending. In 2000, the
Bank continued its niche marketing strategy to
promote credit card business and consumer loans.

Credit cards

In the year 2000, the Company’s card business grew
by over 20 per cent in account receivables. The total
number of cards issued was up by 22 per cent over
the last year to more than 136,000 cards at year
end.

As a progressive card service provider, the Bank
launched three co-branded cards, namely: Seiyu
VISA Card with Seiyu (Shatin) Co Ltd, which owns
Seiyu Department Store; CHKCIl MasterCard with
the Chamber of Hong Kong Computer Industry Co
Ltd; and City Golf MasterCard with City Golf Club.
This was in line with the Bank’s overall niche
marketing strategy to develop specific market
segments, where it has enjoyed a competitive
advantage over the years. The new cards have
gained wide acceptance in the market since their
introduction.

In the coming year, the Company will strive to
strengthen marketing, to develop new products, to
launch a number of new co-branded cards, to
increase the card usage and to enlarge the overall
customer base.

Consumer Loans

The Bank took further steps to expand consumer
lending during 2000. The new revolving credit
product ‘Easy Dollars Revolving Loan’ was rolled out
in May 2000 to complement the traditional personal
instalment loan product. The Tax Instalment Loan
program was launched in late 2000 to meet the
seasonal needs of individual taxpayers. These
programs widened the product choice and have
been well received by customers. The asset mix was
thus diversified as a consequence.
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Fee Income

The Company is pleased to report a 17 per cent
growth in net fee income for 2000. Fee income
serves as a sound potential income stream to
improve overall profitability. Fee income will
become increasingly important in future, in line with
trends in the banking industry.

To increase fee income, the Company has offered
relevant products and services, including active
participation in subscription to major IPO issues and
sales of various insurance products. Provision of
investment services such as share trading, unit trusts
and other upmarket products, including linked time
deposits, would remain the Company’s focus to
generate fee income.

iFirst Banking

The Company continued to enhance its Internet
banking service — ‘iFirst Banking’ during 2000.
Subsequent to the introduction of Virtual ATM in
March 2000 by joining hands with JETCO, the
existing services have been upgraded and more
features would be provided to enrich the options
available for customers’ use, among which would be
the ‘e-share trading’ service. The Bank signed an
agreement with Excel Technology International
(Hong Kong) Ltd in late August 2000 to purchase
the ‘InterTrade’ securities trading system, an
advanced and comprehensive web-based channel
for customers to trade securities on the Internet.

BANK OPERATIONS

As an innovative bank, the Bank has consistently
made efforts to apply latest technology to increase
its overall competitiveness and pave the way for
future e-business.

In October 2000, the Bank completed the
upgrading of the card product delivery system from
the mid-range AS400 to an advanced mainframe
system. The successful migration has not only
reflected the industry’s best practice, but also
enabled the Bank to position its card products
strategically and better serve customers.
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As a further step to implement its e-business
initiative, the Bank commissioned a third party
auditor to conduct a detailed review of its enhanced
ifirst Banking system in 2000. The review was
completed with satisfactory results, and a final
endorsement was given by the regulator.

The Bank has also made efforts to maintain an
efficient and cost-effective branch network. It has
consistently realigned and increased the branch
network in strategic locations in line with business
opportunities. The opening of Mongkok North
Branch in July 2000 was another step towards this
goal.

Treasury

The Bank continued to employ prudent risk
management policies to maintain a healthy liquidity
position. During the year, Treasury Division focused
on further development of investment products
customised for our clients. Demand for sophisticated
products such as equity- and currency-linked time
deposits have increased over the years, as an option
for customers to minimise risks on the one hand and
enjoy high yields on the other. Besides, such
products add a steady stream of both deposits and
fee income to the Bank.

Staff Development

To ensure the delivery of quality banking services to
customers, comprehensive product knowledge
training, particularly in the Mandatory Provident
Fund (“MPF”) and insurance areas, was provided to
frontline staff to meet the Company’s business
development needs. In addition to participating in a
Master Trust Scheme under the requirements of the
Mandatory Provident Fund Schemes Ordinance, the
Company was granted exemption status on its
existing ORSO scheme for continued operation after
the launching of MPF. As of the year end, the
Company had a team of about 600 staff.
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PROSPECTS

In December 2000, the Company became a
subsidiary of The Bank of East Asia Group (the “BEA
Group”), one of the most respected financial
institutions in Hong Kong with a significant regional
and international presence. With the BEA Group
being Hong Kong’s largest independent local bank,
the Bank will be able to build upon the BEA Group’s
solid foundation for further expansion of its
consistent strength in niche markets. The Bank is
poised to take advantage of the synergy after the
integration and to contribute to the BEA Group’s
overall goals of increasing its asset base, profitability
and shareholder value.

Last but not least, in the coming year the Company
would also benefit from the favourable factors of
improving sentiment in Hong Kong, the robust
growth in China’s economy and her successful entry
into the World Trade Organisation.

James NG Chi-ming
Managing Director
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