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OVERVIEW

Year 2000 was an eventful and rewarding year for ICBC (Asia). First of all, a new

asset management company, namely UB China Business Management Company

Limited (“UBCBM”), was set up to take care of the PRC non-performing loan

portfolio. In the middle of the year, the Bank became a member of Industrial and

Commercial Bank of China (“ICBC”), the largest state-owned commercial bank in

the PRC. This has created many synergies and new opportunities both on the

business front and on the loan recovery front. All these benefits were well reflected

in the Bank’s profit and loss accounts. This is just the beginning; the management

anticipates more opportunities coming in multi-dimensions which will translate

into enhanced benefits for our customers and shareholders.

Back to the performance in number terms, the Bank performed well in the

challenging year of 2000, marked by a turn around in bottom-line profits and

balanced loan growth. Local market conditions have become more competitive,

suppressed by weak loan demand and asset prices. Advances in technology also

shortened the product cycles and invited constant capital re-investments. The

management, nevertheless, always views these competitive elements as new

business opportunities and commits to building up the strength of the Bank.

Although there have been encouraging signs of recovery in the local business

environment towards end of last year, the impact on the economy of a slowdown

in the United States has yet to be seen. The management expects another competitive

and challenging year ahead. The management shall continue to capitalize on the

strong parentage, loyal customer network and resilient staff force.

RESULTS OF OPERATIONS

Net Interest Income

The net interest income for the year under review was HK$434 million, which

represented 83% of the total gross income. Compared to 1999, the net interest

income grew 35% from HK$321 million. The net interest margin widened from

1.68% in 1999 to 2.21% in 2000, despite the continued margin squeeze driven

by competition. The improvement in the bank’s net interest margin was largely the

result of effective asset and liability management: the switching from low-yielding

434,000,000

83%

321,000,000 35%

1.68% 2.21%
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placement income to investment in quality debt instruments, the expansion of the

loan book and tight monitoring of funding cost. In addition, suspended interest

received from non-performing loans increased from HK$53 million in 1999 to

HK$98 million in 2000.

Other Operating Income

Other operating income, representing 17% of the total gross income, amounted

to HK$87 million for the year ended 2000. During the year, the Bank disposed of

its securities broking subsidiary, U.B. Securities Limited, for a consideration of

HK$75 million, as part and parcel of the Sale and Purchase Agreement made

between China Merchants Finance Holdings Company Limited, China Merchants

Holdings Company Limited and ICBC dated 19 April 2000. The sale resulted in a

book profit of HK$49 million which has been separately disclosed as “Profit on

disposal of subsidiary”. Excluding the income from the securities business, other

fee income recorded a 6% growth contributed predominantly by active participation

in the syndicated loan market. Fee income derived from trade finance also

registered a 15% growth.

During the year, the Bank also aggressively expanded other avenues of income

through growing activities in investment banking, treasury, retail banking and

commercial banking.

53,000,000

98,000,000

87,000,000

17%

75,000,000

49,000,000

6%

15%

Income Composition 2000

 

83% Net Interest Income

13% Net Fees and Commissions

1% Net Gains on Dealing in Foreign Currencies

3% Other Income

Operating Expenses Composition 2000

 

  60% Staff Expenses

12% Premises Expenses

18% Operation Expenses

4% Computer Expenses

3% Business Promotion Expenses

3% Communication Expenses
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Operating Expenses

While total operating income gained 28% to HK$521 million, operating expenses

only edged up by 6% to HK$230 million, resulting in an improved cost/income

ratio of 44% (1999: 53%). Excluding the charges in relation to the setting up of

the asset management company and the issuance of the performance-linked notes

(efforts taken to deal with the Mainland China non-performing loans) and the

advice to minority shareholders on the general offer by ICBC, the operating

expenses would have recorded an increase of a mere 3%.

Staff expenses decreased by 1.7% to HK$138 million in 2000. Total number of

staff at 31 December 2000 was increased to 504 compared with 497 in 1999.

All bank premises are owned properties other than Wanchai, Tsuen Wan, Sheung

Wan and Tseung Kwan O branches. Other expenses comprised mainly of income-

related costs e.g. professional services, insurance, communication and business

promotion expenses.

Provisions for Bad and Doubtful Debts

Consolidated net charge for bad and doubtful debts for the year ended 2000

amounted to HK$193 million, representing a decrease of 74% compared with

the full year of 1999, raising the debt coverage ratio (i.e. collateral plus provisions)

for overdue loans as at year end from 80% in 1999 to 88% in 2000. HK$33

million of the net charge for bad and doubtful debts related to the UBCBM’s

portfolio and HK$160 million related to the Bank’s remaining portfolio.

These provisions to a certain extent masked the successful recovery efforts in the

Bank and the asset management company. Cash recoveries of HK$571 million

and collateral sales of HK$283 million were attained during the year. In addition,

loans with gross value of HK$640 million were successfully restructured.

28% 521,000,000

6% 230,000,000

44%

53%

3%

1.7% 138,000,000

504 497

193,000,000

74%

80%

88% 33,000,000

160,000,000

5 7 1 , 0 0 0 , 0 0 0

283,000,000

640,000,000
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BALANCE SHEET ANALYSIS

The Bank’s total assets at 31 December 2000 were HK$20,657 million which

represented an increase of 8% compared with the 1999 year end. (1999:

HK$19,158 million). Detailed analysis is provided in the following sections.

Loans and Advances

Albeit the soft loan demand and ferocious competition in the mortgage business,

the bank enjoyed 14% growth in its total loan portfolio. Total loans and advances

(including trade bills) increased to HK$13,673 million (1999: HK$11,968 million).

A more balanced portfolio mix was also achieved, with notable growth of 44% in

residential mortgages. China-related exposure also declined from 31% in 1999

to 25% in 2000.

20,657,000,000

19,158,000,000 8%

14%

13,673,000,000

11,968,000,000

44%

31% 25%

 
Loans Composition 2000

12% Property Development & Other Property Investment

8% Property Investment - Residential Mortgage

23% Individuals - Residential Mortgage

7% Individuals - Other

40% Industrial, Commercial and Finance

6% Trade Finance

4% Loans For Use Outside Hong Kong
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Funding

On the liabilities side, customers’ deposits increased 4% to HK$16,106 million

from 1999 year end level of HK15,433 million. In addition, HK$546 million of

certificates of deposit were redeemed or repaid during 2000.

As an initial demonstration of its support to the Bank, our controlling shareholder,

ICBC, extended a HK$3 billion credit facility to the Bank. Not only does this

provide the Bank with a vital source of funding, it also helps lower the Bank’s cost

of funds.

1 5 , 4 3 3 , 0 0 0 , 0 0 0 4 %

16,106,000,000

546,000,000

3,000,000,000

 INVESTMENT BOOK OF GOOD QUALITY

Percentage to Total

Long Term Credit Rating Investment Portfolio

S&P Moody’s Fitch

AAA Aaa AAA 0.00%
AA+ Aa1 AA+ 0.00%
AA Aa2 AA 9.96%
AA- Aa3 AA- 21.70%
A+ A1 A+ 9.36% Investment Grade
A A2 A 28.59% 85.80%
A- A3 A- 0.00%

BBB+ Baa1 BBB+ 0.80%
BBB Baa2 BBB 13.88%
BBB- Baa3 BBB- 1.51%
BB+ Ba1 BB+ 2.17%
BB Ba2 BB 0.00% Speculative Grade
BB- Ba3 BB- 1.67% and Non-Rated

Non-Rated 10.36% 14.20%

1,210,000,000

1,363,000,000

Investment Securities

With the aim of balancing profitability and liquidity, the Bank invested its liquid

funds in HK$1,210 million certificates of deposits and HK$1,363 million high

quality debt securities. These investments were made under the supervision of the

Asset and Liability Management Committee and in strict compliance with the

investment policies approved by the Board. The investment portfolio comprised

mainly of investment grade fixed income securities.
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Loan to deposit ratio was closely monitored as part of the Bank’s asset and liability

management. With the expansion in the loan portfolio, the loan to deposit ratio

was more efficiently geared at 66% (31 December 1999: 61%). The ratios were

computed on an adjusted basis, pursuant to the Hong Kong Monetary Authority’s

guideline, after taking into account free capital, medium and long term debt but

excluding short-term interbank borrowings.

Non-performing Loans

The Bank’s consolidated non-performing loans (NPLs) peaked on 31 December

1999 at HK$3,774 million. As at 31 December 2000, the consolidated NPLs

dropped HK$599 million to HK$3,175 million, with the NPLs to total loans ratio

declining from 32% in 31 December 1999 to 23% in 31 December 2000,

evidencing that the NPLs problem was well under control. Overdue loans also

reduced from HK$3,050 million as at 31 December 1999 to HK$2,523 million

as at 31 December 2000, resulting in an improvement in the overdue loans to

total loans ratio to 19% (31 December 1999: 26%).

As additional provision was set aside, the coverage ratio (i.e. specific provision

plus collateral) for overdue loans was raised from 80% as of 31 December 1999

to 88% as of 31 December 2000. The coverage ratio for UBCBM’s portfolio was

81% , while the coverage ratio for the Bank’s remaining portfolio was 99%.

As at 31 December 2000, total consolidated provisions for bad and doubtful

debts were HK$1,676 million, comprising specific provision of HK$1,552 million

(31 December 1999: HK$889 million) and general provision of HK$124 million

(31 December 1999: HK$125 million).

On 30 September 1999, China Merchants provided to the Bank a continuing

guarantee up to HK$600 million which was also supported by a first demand

guarantee from an independent financial institution, thus obviating the need for

66%

61%

3,774,000,000

5 9 9 , 0 0 0 , 0 0 0

3,175,000,000

32%

23%

3,050,000,000

2,523,000,000

19%

26%

80%

88% 81%

99%

1 , 6 7 6 , 0 0 0 , 0 0 0

1,552,000,000

8 8 9 , 0 0 0 , 0 0 0

124,000,000

125,000,000

600,000,000
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additional provisioning for the same amount for the year ended 31 December

1999. During the period to 31 December 2000 and as further disclosed in Note

5 of the Accounts, the guarantee was redeemed and additional provision was

made for loans at UBCBM. The additional provision was offset by the write-down

of Junior Performance-linked notes which were underwritten by China Merchants

in conjunction with the release of the guarantee.

Asset Management Company

UB China Business Management Company Limited (“UBCBM”) is a wholly-owned

asset management company of the Bank which commenced operations on 15

April 2000 with the primary objective to resolve the Mainland China NPLs within

5 years. The net book value of the portfolio being managed as at 15 April 2000

was HK$1,212 million with 77 accounts.

5

1,212,000,000

77

2 3 6 , 0 0 0 , 0 0 0

463,000,000 66

962,000,000

With the concerted efforts of ICBC in the Mainland and our recovery team, cash

recovery during the period from 15 April 2000 to the year end totalled HK$236

million. Total gross value of loans restructured amounted to HK$463 million. The

number of accounts was reduced to 66 bringing total net book value down to

HK$962 million.

UBCBM is dedicated to recover PRC non-performing loans.
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Further disclosure regarding the Senior and Junior Performance-linked Notes (PLNs),

the provisioning on the UBCBM loans, the issue of options in connection with the

issue of Junior PLNs are given in Notes 5, 19, 29 and 30(b) (ii) of the Accounts.

Associated Company

The Bank’s share of profit of the associated company, China Ping An Insurance

(Hong Kong) Company Limited, rose to HK$2.6 million in 2000 (1999: HK$0.5

million) driven mainly by 36% reduction in claims paid during the year.

FINANCIAL AND RISK MANAGEMENT

Capital Management

The Bank’s capital adequacy ratio remained at a healthy level of 18% compared

with the BIS minimum requirement of 8%. This reflects the prudent approach adopted

by the management and the regulatory authority, especially in times of turbulent

operating environment in the recent past.

5 19

29 30(b)(ii)

2,600,000

500,000

36%

18%

8%
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0
1999 2000
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0
1999 2000

20%
18%

56%

%%

43%

Capital Adequacy
Ratio (CAR)

Average Liquidity Ratio
for the year

43% 56%

25%

Liquidity and Market Risk Management

The liquidity position remained strong throughout the year of 2000 with average

liquidity ratio at 43% (1999 average: 56%), which was well above the statutory

requirement of 25%.
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The Bank’s Asset and Liability Management Committee (the “ALCO”) closely

monitors the mix of liquid assets and funding channels, and the exposure to

movements in interest rate and foreign exchange. ALCO members meet monthly

to review the optimal liquidity level in response to internal requirements and external

market indicators. The elevation of the Bank’s profile, being a member of the

ICBC Group, has created more room and capabilities in the balance sheet

management of the Bank.

Credit Risk Management

Credit policies of the Bank are set and constantly reviewed by the Credit Committee,

the Executive Committee and the Board. Apart from the independent credit

assessment and matrix approval process, regular credit audits are conducted on

specific loan portfolio or operating units in the credit process.

The management spares no effort in monitoring the repayment history and

behaviour of the loan portfolio. An expanded internal credit risk grading system

was introduced in the last quarter of 2000 to track the state of health of the Bank’s

loan portfolio. Accounts showing signs of deterioration will be spotted and attended

to swiftly through the use of various adverse reporting channels.

All problem loans will be transferred to a separate operating unit for rehabilitation

and further follow-up actions as appropriate. The Credit Committee also reviews

the adequacy of specific loan loss reserve on a monthly basis in compliance with

the prevailing regulatory thresholds.

Operation Risk Management

The Bank continues to maintain a comprehensive system of internal controls and

an established system of operating guidelines and procedures. Internal audit also

plays an important role in detecting any deviations and weaknesses at all operating

levels.

The Bank has perceived the extensive use of electronic processing and data storage

as a major source of operating risk and sufficient control such as contingency

plans and backup have been put in place to mitigate such risk.
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BUSINESS REVIEW

Branch Network

In order to better its position for future growth, the Bank has in the past two years

taken steps to close down marginal branches and consolidate small branches. In

2000, the Bonham Strand East branch was transformed into an Investment Centre

scheduled to open in March 2001. A new Tseung Kwan O branch was opened in

December 2000. This is the first branch which opens seven days a week. A totally

new concept was first launched in our relocated Wanchai branch with a complete

facelift in terms of equipment and outlook in March 2000. The new Tseung Kwan

O branch and our renovated branches at Happy Valley, City Garden and

Shaukeiwan also adopted the same design concept and outlook. As of 31

December 2000, the total number of domestic branches is 21.

21

30,000

The Bank’s overseas branch in the Cayman Islands offers offshore deposit services

to our customers. The representative offices in Shenzhen and Shanghai were

revoked on 20 September 2000. Since the change of control with ICBC as our

major shareholder, our Bank has become part of the ICBC banking group, which

itself is the largest state-owned commercial bank in the Mainland with a network

of over 30,000 branches, the function of such offices in China has become

redundant.

The opening ceremony of the Investment Centre in Bonham Strand East took place on
12th March, 2001.
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Retail Banking

Despite cut throat competition in today’s retail banking market especially in the

commoditised products such as fixed deposits, home mortgages, personal loans

and tax loans, our Retail Banking Group succeeded in making significant inroads

into the market through clearly defined vision and creativity, concerted marketing

efforts and much streamlined credit and operational process. We have staffed

this Group with qualified professionals, most of whom have been recruited

externally during the past 12-18 months. We regularly conduct staff meetings to

encourage feedback and to assess performance against market benchmarks.

Product-wise in Year 2000, we registered 44% growth in home mortgages business,

and 83% growth in our tax-loan outstandings. We achieved good success, as a

member of the Bank Consortium Trust, in promoting MPF products to our clients.

Our high results rate in the approved restaurant and construction industries has

given the Bank a new customer base for future cross-selling. RMB note exchange

service was introduced in August 2000 and has since become a very popular

service for Chinese tourist coming to Hong Kong and vice versa.

Equity-Linked Deposit was introduced in the last quarter of the year and has since

proven to be an effective and popular deposit product for our priority banking

clients who appreciated the high return associated with the risk they take on the

volatility of share prices.

In year 2001, we envisage that retail banking will become far more competitive

as a result of interest rate deregulation from July 2001, ongoing soft loan demand

and the unprecedented market changes brought about by technology. For this

year, we will focus on (1) getting the right mix in our fixed deposit and savings

deposit structure in order to reduce our cost of funds; (2) transform distribution

from a single branch channel dependency into a multi-channel capability making

more use of direct sales, telemarketing and internet banking; (3) rationalize and

upgrade our branch network through relocation and remodelling to make the

operations more efficient, more sales oriented and more user friendly; and (4) to

form more strategic business alliances in order to increase our cross-selling

capabilities.

12 18

44% 83%

(1)

(2)

(3)

(4)
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Internet Banking

We believe that internet banking, though it may not be profitable on its own in the

short term, is a vital low cost delivery channel to expand the Bank’s customer

base and at the same time improve our product and customer service quality.

The Bank was among the earliest banks to roll out the Virtual ATM service in

March 2000. With the service, customers can transfer funds between their accounts

and do other ATM transactions over the Internet.

The Bank’s Internet Banking Service was launched on 16th November, 2000, featuring the sophisticated end-to-end
encryption security systems provided by PrivyLink (Hong Kong) Limited.

The Bank’s Internet Banking Service was launched in November 2000 featuring

one of the best end-to-end encryption security systems among Hong Kong banks.

The second phase of this service with share trading capability and other services

for commercial clients is expected to be available in the third quarter of 2001.
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8

14

Commercial Banking

We have increased our number of account relationship managers from 8 to 14 in

Year 2000. They have helped to build our middle market clientele and trade

finance and commercial loan portfolios.

The Bank contracted its first RMB loan arrangement on 18th September, 2000.

During the year, we arranged cross-border RMB financing for China operations

of our new and existing clients. Through our introduction and arrangement, our

clients obtained RMB financing from our controlling shareholder’s branches in

China against our letters of guarantee.

With China’s impending accession to WTO, we expect trade activities in Hong

Kong will build up in the next two years and more trade finance opportunities will

arise. We therefore will be proactive in our client relationship management, and

be creative and responsive to our clients’ financial needs.
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Hire Purchase and Leasing

This is a newly formed department. The team primarily focusses on extension of

loans to owners of taxis, mini-buses and other revenue-generating vehicles.

Machinery and equipment financing will be added later on to achieve a more

balanced portfolio.

The Bank’s Hire Purchase and Leasing Department offers installment loan financing services to owners of revenue-generating
vehicles.

1 8

38,500,000,000

Investment Banking

For Debt Capital Markets, the department has been active in origination, structuring

and distribution of local loan syndications. In 2000, the department has co-

arranged, underwritten and lead-managed a total of 18 deals amounting to

HK$38.5 billion.

For corporate advisory activities, the department has taken on a number of

mandates advising clients primarily on corporate restructuring and back-door listing.
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632 497

504 7

Treasury

Under the supervision of Asset and Liability Management Committee, the Bank

gradually expanded its proprietary investments in 2000. The investment portfolio

mainly comprised of high quality fixed income securities. Through the use of

hedging strategies and products, interest rate risks of investment securities are

contained to a desirable level. More advanced hedging tools will be used in

tandem with the growth in investment portfolio.

Going forward, the Bank will further enhance the treasury activities in order to

efficiently manage its assets and liabilities in alignment with its strategic expansion

plan. More active participation in the money and capital markets, both primary

and secondary, should contribute to a healthier balance sheet growth and more

visibility and flexibility in portfolio management.

Human Resources

The Bank undertook a major streamlining exercise in 1999 when the number of

staff was reduced from 632 to 497. As our business expanded in 2000, our staff

number has increased to 504 of which 7 are recently recruited university graduate

trainees. These management trainees are currently undergoing on-the-job and

other product training. We intend to carry on our university campus recruitment

every year in order to build up new blood for future business developments.

The Bank has also introduced a performance-linked bonus system in Year 2000

whereby well performing managers can be appropriately rewarded against their

results.

Community Services

The Bank has always shown its concern for the community it serves. Every year

the Bank contributes to the Community Chest through its annual Corporate

Contribution Programme. Staff members also actively participated in the “Dress

Casual Day” charitable function organized by the Community Chest.

In order to encourage recycling and protection of the environment, a “Green

Policy” is set by our new Green Office Steering Committee. The aim of this policy

is “to be a reasonable corporate citizen committing to environmental protection”.

The Bank undertakes to implement sound and practical environmental practices

throughout the entire organization.


