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In an increasingly competitive market, we believe the way

forward for financial institutions is to enrich their service and

product offerings, with emphasis on integrity, value-for-

money and convenience to suit the evolving lifestyle of

customers of the digital age.
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Corporate philosophy and mission

The year 2000 represented a period of continued transformation for the
Group. While a solid and sustainable economic recovery remains to be
seen, we have capitalized on the generally improved economic
conditions to further reduce our non-performing loans. With diminishing
concerns over asset quality, we have re-defined our management and
business focuses and strengthened our operational and business
infrastructure during the year. These initiatives have enhanced our
competitive stance, putting us in a strong position to reap maximum
benefits when a full economic recovery emerges from the horizon.

In an increasingly competitive market, we believe the way forward for
financial institutions is to enrich their service and product offerings, with
emphasis on integrity, value-for-money and convenience to suit the
evolving lifestyle of customers of the digital age. Recognizing that we
cannot be all things to all people, we have selected to focus on a few
key business areas in line with our business strategies. These include
the provision of quality and innovative corporate banking services to
small and medium-sized enterprises, the development of consumer
finance products for the retail sector, and the facilitation of wealth
management initiatives for our customers through our investment,
securities brokerage and insurance services. In achieving these goals,
we intend to take advantage of our liberal and innovative approach in
the application of information technology.
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The Group reported record profit of HK$361.8 million in
2000, an eight-fold increase over 1999, and the highest profit
ever recorded. Excluding the effect of non-recurring items, the

Group’s core profit in 2000 still reflected a considerable year-

on-year growth of 150%.
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With the development and implementation of a set of sound corporate
strategies, we are committed to build the Group into a responsive and
technologically innovative provider of quality financial services tailored to
the needs of our selected customers and market segments. In doing
S0, our mission is to develop the Group’s franchise into one of the
anchor players in the financial services industry.

Financial review

The Group reported a consolidated profit attributable to shareholders of
HK$361.8 million in 2000, representing a growth of approximately eight
times over the corresponding profit of HK$40.4 million in 1999, and the
highest profit ever recorded by the Group. Earnings per share for 2000
also increased by the same rate to HK26.8 cents from HK3.0 cents in
1999.

The significant profit growth was partly attributable to non-recurring
gains of approximately HK$260.6 million in aggregate from the disposal
of investments which were inconsistent with our corporate strategies,
namely the Group’s 50% interest in CRC Protective Life Insurance
Company Limited, and listed shares in Hong Kong Exchanges and
Clearing Limited, which the Group received as a result of memberships
in the previous stock and futures exchanges prior to their
demutualisation and merger. Excluding the effect of these non-recurring
items, the Group’s remaining core profit of HK$101 million for 2000 still
reflected a considerable year-on-year growth of 150%.
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Operating expenses

In view of the Group’s satisfactory performance, the Directors have
recommended the payment of a final dividend of HK6.25 cents per share.
Together with the interim dividend of HK1.75 cents per share paid during
the year, the total dividend for 2000 is HK8.0 cents per share, representing
a payout ratio of about 30% from the Group’s profit.

The improvement of the Group’s core business is quite evident as
reflected by a 33.9% rise in net interest income compared with 1999.
Average net interest margin also improved significantly from 1.69% to
2.59%, mainly due to a higher proportion of better yielding consumer
loans within the Group’s loan portfolio, better balance sheet
management and our tight control over funding costs. Non-interest
income increased by 77.1% from HK$252.6 million in 1999 to HK$447.5
million in 2000. Included in non-interest income for 2000 were non-
recurring gains of HK$260.6 million (1999: non-recurring gains of
HK$58.2 million were made from the disposal / revaluation of 40%
equity interest in Chinese Mercantile Bank, a former associate of the
Group) as mentioned above. After allowing for the effects of the non-
recurring gains, non-interest income stayed at a similar level as 1999.
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Operating expenses increased by 9.9% to HK$421.2 million mainly as a
result of the acquisitions of Newcourt Credit and a residential mortgage
loan portfolio from The Hong Kong Building and Loan Agency Limited.
Excluding the effects of these acquisitions, the level of operating
expenses in 2000 was about the same as 1999, reflecting the Group’s
persistent strict discipline on cost control.

The charge for bad and doubtful debts reduced by 10.1% to HK$261.7
million. Whilst this was not a significant reduction, it should be
considered in the light of a spectacular drop in the Group’s non-
performing loans during the year from HK$2,194 million to HK$1,204
million. As a percentage of total loans, the Group’s non-performing loans
dropped to about 9%, significantly below the double-digit level recorded
in previous years.
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The Group’s shareholders’ funds increased by 5.7% during the

year to HK$4,161 million, translating into a solid Capital

Adequacy Ratio of 31.7%. On the back of such strong

financial fundamentals, the Group is well placed to seize

expansion and acquisition opportunities as they arise.
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Advances to customers decreased marginally by 2.0% to HK$13,249
million. This reduction was mainly attributable to the big reduction in
non-performing loans. While there was no net loan growth, the credit
quality and profitability of the Group’s loan portfolio has been markedly
improved due to the continuous decline in non-performing loans and a
migration towards higher yielding loan categories. Total customer
deposits also dropped slightly by 0.3% to HK$18,438 million, resulting in
an even lower adjusted loan to deposit ratio of 51.4% for The Hongkong
Chinese Bank, Limited at 31 December 2000, as compared with 54.1%
in 1999.

The Group’s shareholders’ funds increased by 5.7% during the year to
HK$4,161 million, which translated into a solid Capital Adequacy Ratio
of 31.7%. On the back of such strong financial fundamentals, the Group
is well placed to seize expansion and acquisition opportunities readily as
they arise.
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At a reception before the signing ceremony for the
acquisition of Newcourt Credit Hong Kong Limited.
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The Hongkong Chinese Bank, Limited opened a new
branch in Tsimshatsui, adopting a new business model
that emphasizes personalized services.

Overview of businesses and operations
As a progressive organization and in line with our established strategies,
the Group undertook the following initiatives during 2000:

March

« The Group divested its 50% equity interest in CRC Protective Life
Insurance Company Limited in order to better deploy resources with a
view to enhance our return on assets and equity.

June

« “i-merchant”, an innovative e-commerce service for businesses, was
launched. This comprehensive service encompasses all significant
elements of e-tailing, from website design to internet domain hosting,
and from payment gateway service to the lining up of supporting
services such as goods delivery logistics, to enable our customers to
access a truly one stop solution. Through such support, customers
who are interested in cyber merchandising can embark on their
e-commerce programs with minimum resources and hassles.

« The Group acquired Newcourt Credit Hong Kong Limited, a consumer
finance company with 15 branches and a loan portfolio of
approximately HK$1.2 billion. The businesses and operations of
Newcourt Credit were injected into HKCB Finance Limited, a deposit
taking company wholly owned by the Group.
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The Tsimshatsui Branch adopts a new business model which
emphasizes on the provision of personalized services and will
become the standard for new branches in the future as well as

the blueprint for the refurbishment of existing branches.

NA August

o BBEAMBARARAIMAEE AT Lk = A residential mortgage loan portfolio of approximately HK$1 billion was
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purchased by HKCB Finance Limited from The Hong Kong Building
and Loan Agency Limited (“HKBLA"), a former listed subsidiary of the
Group. The Group concurrently sold 58.6% out of the 63.6% equity
interest it held in HKBLA to Lippo China Resources Limited, the
Group’s intermediate holding company. The remaining 5% interest in
HKBLA is held by the Group for investment purposes.

Together with the loan portfolio injected from Newcourt Credit, the
total loan portfolio of HKCB Finance Limited is in excess of HK$2
billion, making it the flagship for the Group’s consumer finance
businesses.

The Hongkong Chinese Bank, Limited, the Group’s principal wholly-
owned subsidiary, opened a new branch in Tsimshatsui. The new
branch adopts a new business model in which the emphasis is on the
provision of personalized services incorporating a design that
facilitates the marketing of the Bank’s products and services. This new
branch banking model will be the standard for new branches in the
future, and will also be the blueprint for the refurbishment of existing
branches.
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The Group launched “e-Stock” services in September
2000, enabling customers to trade shares on the
internet.
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The Group’s “e-Chinese Banking” services allow customers
to perform all common types of retail banking transactions
over the internet.

NnA September

o REBRARE  BHELARNEFFER - Lippo Securities Limited, a wholly-owned securities brokerage
RARTHRAREERATT  WEZRZEER company of the Group, opened its first branch in Yuen Long to
POt broaden its services to retail investors.

o HEEEARTERARENEEFERA DS « The Hongkong Chinese Bank, Limited launched “e-Stock”, its internet

FHRIEAGBAEFS SRS ERP LE securities brokerage services in conjunction with Lippo Securities
%] cBREBBEARITERARAEITZER Limited. Combined with the flexibility offered by InveSmart, a credit
W% InveSmart (— R A0 AR E B A% card issued by The Hongkong Chinese Bank, Limited which provides
FERENEE LMEH 2EAW) T2 credit facilities of up to six months’ of cardholders’ salaries to finance
BRl AREBRREREEREECRER the trading of listed securities, the Group now provides
1% o comprehensive and state of the art investment services.

T—A November

o AAEARTARDAMLE R [ERSD « The first phase of “e-Chinese Banking” was launched by The
B REPAREBHE LRTEBAEE Hongkong Chinese Bank, Limited to allow customers to perform all
ERITEL - WHABEERALRARBRE common types of retail banking transactions over the internet. This is
BRATE AR M. BB AR RS - FIA the first internet banking service in Hong Kong which employs the
BrREENEPZARRT SR AKES L Public Key Infrastructure as its security protocol. The use of digital
REZH 2 — o WHERBERBEAEE 2 certificates in authenticating the customer offers one of the best
REAERE B HEREEMEEHEY cyber-security features currently available in the market. This
BEH - alternative delivery channel offers our customers unparalleled security,

superior value, and a greater level of convenience and flexibility in
managing their financial affairs.
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The use of digital certificates in authenticating the customer

offers one of the best cyber-security features currently

available in the market, and provides our customers a greater

level of convenience and flexibility in managing their financial

affairs.
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In addition to the three pronged (i.e. i-merchant, e-Stock and e-Chinese
Banking) e-commerce initiatives as mentioned above, the Group also
spent considerable efforts during the year to upgrade its information
technology platforms. This included the upgrading of the credit card
processing system of The Hongkong Chinese Bank, Limited to cater for
future expansion in this business line, and the commencement of a
records / documents management project to further streamline
workflow, enhance efficiency and strengthen customer services.

On the human resources side, the Group’s headcount during the year
grew from approximately 650 to 750 people mainly as a result of the
acquisition of Newcourt Credit. To maximize the benefits of the
acquisitions completed during the year, the Group reorganized its back
office functions in order to increase overall productivity. In line with the
Group’s gradual shift of business focuses, we will continue to critically
review the adequacy of staffing levels of different functions with a view to
formulate internal mobilization plans and recruitment programs to make
the best use of the Group’s human capital.
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In addition to the three pronged (i.e. i-merchant, e-Stock and

e-Chinese Banking) e-commerce initiatives, the Group also

spent considerable efforts during the year to upgrade its

information technology platforms.
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Future plans and directions
In line with the Group’s established business strategies, our future
focuses will be on the following areas:

Providing quality and innovative banking services to small and
medium-sized enterprises

Constituting more than 95% of all companies in Hong Kong and
employing about 60% of the workforce, the small and medium-sized
enterprises (“SME”) sector is undoubtedly a key component of the Hong
Kong economy. Over the years, the Group has helped many SME in
starting and growing their business. For instance, in helping these
companies to face the challenges associated with the transition into the
“New” or “Knowledge-Based” economy, the Group launched
“i-merchant” service in June, an innovative service encompassing all
important facets of internet merchandising.

Going forward, we intend to work with our SME customers to educate
them in structuring their financial affairs to facilitate the establishment of
bank credits, particularly in these changing times.

Continued focus on consumer banking and ancillary financial
services

Consumer banking and its ancillary financial services are now firmly
established as a core business in our organization. During the year, we
took active steps to strengthen our infrastructure. The Group’s
competence in this business segment were also augmented through a
number of acquisitions.
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Consumer banking and its ancillary financial services are now

firmly established as a core business in our organization.

During the year, we took active steps to strengthen our

infrastructure. The Group’s competence in this business

segment were also augmented through a number of

acquisitions.
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The Group will continue to expand this business segment through
organic growth and suitable acquisitions. Our retail securities brokerage
services will be further expanded, both in terms of delivery channels and
product / service offerings.

We are also considering forming bancassurance strategic alliances with
potential partners to further diversify our range of services and to better
match the increasingly sophisticated demands of our customers.

Emphasis on quality and versatility of customer services
Ask most people what they want out of their banking relationship, and
they will talk about choice, convenience, service and flexibility.

These are exactly the objectives of the Group. Technology, and, just as
important, the human factor behind the provision of every service, help
us provide more of what our customers want and serve as an enabler
and as a generator of new opportunities. We are using technology as
well as a personal touch in our delivery process to give customers more,
and better, service options.

We are proud of our competence in building up a flexible infrastructure
that provides consistent, reliable information across a range of
convenient delivery channels.
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Our customers will soon be able to apply online for almost any banking
products, including mortgages, personal loans, credit cards, and auto
loans. Today, they can already access account information, transfer
funds and pay bills any time of the day. Our customers also have online
access to “e-Stock”, which offers convenient and reliable securities
brokerage service that integrate their banking and investment activities.

While our customers are rapidly adopting the internet as a channel for
managing their financial affairs, most of them still value the convenience
of using multiple channels, including telephones, ATMs and bank
branches. That is why we are in the process of wiring our delivery
channels with internet protocols, which will give customers access to
the same personalized, multi-product, service-rich experience,
regardless of when and where they are.

Concluding remarks

With a set of clear and focused strategies and their careful
implementation by our dedicated management team and staff, we look
forward to the Group’s future with confidence. We are committed to
achieving the Group’s corporate objectives and targets, in doing so we
believe we will bring excellent value to the Group’s customers,
shareholders and staff.

| take this opportunity to personally thank our customers, the Board of
Directors and my colleagues for giving me the guidance and support
throughout the year, and | look forward to working closely with them in
the pursuit of our corporate visions.

Mr Lee Wing Hung, Raymond
Managing Director and Chief Executive

22 February 2001



