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Notes to the AccountsNotes to the Accounts

1. Basis of preparation and disclosure

The consolidated accounts include the accounts of the Company and its
subsidiaries (collectively the “Group”) made up to 31 December each year.
The results of any subsidiaries acquired or disposed of during the year are
included in the consolidated profit and loss account from the effective date of
acquisition or up to the effective date of disposal as appropriate. All
significant intercompany transactions and balances within the Group are
eliminated on consolidation.

The accounts of the Group and the Company are prepared under the
historical cost convention as modified by the revaluation of investment
properties and investments in securities, and in accordance with accounting
principles generally accepted in Hong Kong, all applicable Statements of
Standard Accounting Practice issued by the Hong Kong Society of
Accountants, the disclosure requirements of the Hong Kong Companies
Ordinance, and the requirements set out in the guideline on “Financial
Disclosure by Locally Incorporated Authorized Institutions” issued by the
Monetary Authority.

2. Principal accounting policies

(a) Income recognition

The Group is principally engaged in the provision of commercial banking,
consumer finance, securities brokerage, insurance and other related
financial services.

Interest income is accrued on a time-apportioned basis on the principal
amounts outstanding and at the interest rates applicable, except in the
case of doubtful debts where interest is credited to a suspense account,
which is netted in the balance sheet against the relevant balances.

Fees and commission income is accounted for in the period when
receivable, unless it is charged to cover the costs of a continuing service
to, or risk borne for, customers, or is interest income in nature. In these
cases, the fees and commission income is recognised on a pro-rata
basis over the relevant period.

Dividend income is recognised when the right to receive payment is
established.



48

Notes to the Accounts

2. Principal accounting policies (continued)

(b) Commission expense on finance leases and hire purchase contracts

Fees and commission expenses include commission expense paid on
finance leases and hire purchase contracts which is amortised on a
straight-line basis over the term of the contracts. The unamortised
portion of such commission expenses is included in “Advances to
customers, banks and other financial institutions, trade bills and other
accounts” in the balance sheet. Where the Directors are of the opinion
that the carrying amount of the unamortised commission expense does
not reflect the corresponding future benefits, further amortisation to that
effect is made.

(c) Goodwill

Goodwill arising on consolidation represents the excess of purchase
consideration over the fair value of the Group’s share of separable net
assets of subsidiaries and associates acquired and is charged against
reserves in the year of acquisition.

When the Group disposes of all or part of its interest in a subsidiary or an
associate, any amount of attributable goodwill which has previously been
charged directly to reserves is included in the Group’s share of net assets
of the subsidiary or associate in the calculation of the profit or loss on
disposal.

(d) Capital reserve on consolidation

Capital reserve arises on consolidation and represents the excess of the
fair value of the Group’s share of separable net assets of subsidiaries and
associates acquired over the purchase consideration. When the Group
disposes of all or part of its interest in a subsidiary or an associate, any
amount of attributable capital reserve is accounted for in the calculation
of the profit or loss on disposal.

(e) Subsidiaries

A subsidiary is a company in which the Group, directly or indirectly, holds
more than half of the issued share capital, or controls more than half of
the voting power, or controls the composition of the board of directors.

Investments in subsidiaries are stated in the Company’s balance sheet at
cost less any provision for diminution in value which is other than
temporary as determined by the Directors for each subsidiary individually.
Any such provision is recognised as an expense in the profit and loss
account.
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2. Principal accounting policies (continued)

(f) Associates

An associate is a company, not being a subsidiary, in which the Group
has a long term equity interest and over which the Group is in a position
to exercise significant influence, but not control or joint control, in its
management, including participation in financial and operating policy
decisions.

Investments in associates are accounted for in the consolidated accounts
under the equity method and are initially recorded in the consolidated
balance sheet at cost and adjusted thereafter for the post acquisition
changes in the Group’s share of the net assets of the associates. The
consolidated profit and loss account includes the Group’s share of the
post acquisition results of the associates for the year.

In the Company’s balance sheet, investments in associates are stated at
cost less any provisions for diminution in value which is other than
temporary as determined by the Directors for each associate individually.
Any such provision is recognised as an expense in the profit and loss
account. The results of associates are accounted for in the Company’s
profit and loss account to the extent of dividends received and
receivable.

(g) Advances to customers, banks and other financial institutions

Advances to customers are reported in the balance sheet at the principal
amount outstanding net of provision for bad and doubtful debts.
Advances to banks and other financial institutions include placements
with banks and other financial institutions of more than one year.

(h) Provision for bad and doubtful debts

Specific provisions are made for bad and doubtful loans and advances as
and when they are considered necessary by the Directors. In addition,
amounts have been set aside as general provisions for doubtful loans
and advances. The specific element relates to individual accounts and is
made taking into account the value of collaterals held, while the general
element relates to other exposures not separately identified but known
from experience to exist in any loan portfolio. These provisions are
deducted from “Advances to customers, banks and other financial
institutions, trade bills and other accounts” in the balance sheet. When
there is no longer any realistic prospect of recovery, the outstanding loan
is written off.
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2. Principal accounting policies (continued)

(i) Foreign currencies

Transactions in foreign currencies are translated at rates ruling at the
transaction dates. Monetary assets and liabilities denominated in foreign
currencies at the balance sheet date are translated at the rates of
exchange ruling at the balance sheet date. Exchange differences arising
in these cases are dealt with in the profit and loss account.

The accounts of subsidiaries and associates expressed in foreign
currencies are translated at the rates of exchange ruling at the balance
sheet date. Exchange differences arising therefrom are dealt with as
movements in reserves.

(j) Fixed assets

(i) Premises and leasehold properties

Premises and leasehold properties are stated at cost less
depreciation calculated to write off the assets over the remaining
period of the leases on a straght-line basis.

The recoverable amount of premises and leasehold properties, which
is determined by reference to the undiscounted future cashflows
which are expected to be generated from the asset, including residual
value on disposal, is reviewed periodically. When the recoverable
amount has declined below the carrying amount of the asset, the
carrying amount is written down to the recoverable amount. The
amount of reduction is charged to the profit and loss account. Any
subsequent increase in the recoverable amount of the asset is written
back as income to the extent that the carrying amount of the same
asset does not exceed its cost less accumulated depreciation had the
write-down not occurred.

(ii) Investment properties

Investment properties are interests in land and buildings in respect of
which construction work and development have been completed and
which are held for their investment potential, with any rental income
being negotiated at arm’s length.
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2. Principal accounting policies (continued)

(j) Fixed assets (continued)

(ii) Investment properties (continued)

Investment properties held on leases with unexpired periods greater
than 20 years are valued annually by independent valuers. The
valuations are on an open market value basis related to individual
properties and separate values are not attributed to land and
buildings. The valuations are incorporated in the accounts. Increases
in valuation are credited to the investment property revaluation
reserve. Decreases in valuation are first set off against increases on
earlier valuations on a portfolio basis, and thereafter are charged to
the profit and loss account. Any subsequent increases are credited to
the profit and loss account up to the amount previously charged.

When an asset is transferred from premises and leasehold properties
to investment properties, the asset is transferred at the carrying
amount as at the date of transfer and subject to annual valuation
thereafter.

Upon the disposal of an investment property, the relevant portion of
the revaluation reserve realised in respect of previous valuations is
released from the investment property revaluation reserve to the profit
and loss account.

(iii) Other fixed assets

Other fixed assets are stated at cost less depreciation calculated on a
straight line basis to write off the assets over their estimated useful
lives at the following annual rates:

Furniture and fixtures 10%
Equipment 10% – 20%
Motor vehicles 20% – 25%

Prior to 1 January 2000, depreciation of other fixed assets was
calculated on a reducing balance basis at the above annual rates.
The change in depreciation calculation from a reducing balance basis
to a straight line basis does not have any material financial effect.
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2. Principal accounting policies (continued)

(k) Investment in securities

(i) Held-to-maturity securities

Investments in dated debt securities which are intended to be held to
maturity are stated in the balance sheet at cost adjusted for the
amortisation of premiums or discounts arising on acquisition, less any
provisions made for other than temporary diminution in value.

The carrying amounts of held-to-maturity securities are reviewed as at
the balance sheet date in order to assess the credit risk and whether
the carrying amounts are expected to be recovered. Provisions are
made when carrying amounts are not expected to be recovered and
are recognised as an expense in the profit and loss account.

Premiums and discounts arising on acquisition of held-to-maturity
securities are amortised over the period to maturity and are included
as part of interest income. Profit or losses on realisation of held-to-
maturity securities are accounted for in the profit and loss account as
they arise.

(ii) Investment securities

Equity and undated debt securities which are intended to be held on
a continuing basis for an identified long term purpose are stated in
the balance sheet at cost less any provisions for diminution in value.

The carrying amounts of investment securities are reviewed as at the
balance sheet date in order to assess whether the fair values have
declined below the carrying amounts. Provisions are made when the
fair values have declined below the carrying amount, unless there is
evidence that the decline is of a temporary nature. The amount of the
reduction is recognised as an expense in the profit and loss account.

Fair value is the amount for which an asset can be exchanged, or a
liability settled, between knowledgeable willing parties in an arm’s
length transaction. For securities that are actively traded in a liquid
market, their fair value usually represents the quoted market price.
For securities which are not actively traded or are unlisted, fair value is
estimated by the use of various pricing models and techniques.
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2. Principal accounting policies (continued)

(k) Investment in securities (continued)

(iii) Other investments in securities

Other investments in securities are stated in the balance sheet at fair
value. The net unrealised gains or losses arising from the changes in
fair value as well as profits or losses on disposal of other investments
in securities are recognised in the profit and loss account as they
arise.

Provisions against the carrying value of held-to-maturity securities and
investment securities are written back when the circumstances and
events that led to the write-down cease to exist, and there is persuasive
evidence that the new circumstances and events will persist for the
foreseeable future.

(l) Deferred taxation

Deferred taxation is accounted for at the current tax rate in respect of
timing differences between profit as computed for taxation purposes and
profit as stated in the accounts to the extent that a liability or asset is
expected to be payable or receivable in the foreseeable future.

(m)Group companies

Group companies include the ultimate holding company and any
subsidiaries thereof.

(n) Operating leases

Leases where substantially all the rewards and risks of ownership of
assets remain with the leasing company are accounted for as operating
leases. Rentals applicable to such operating leases are charged to the
profit and loss account on a straight line basis over the lease term.

(o) Finance leases and hire purchase contracts

The amounts due from customers in respect of finance leases and hire
purchase contracts are included in “Advances to customers, banks and
other financial institutions, trade bills and other accounts” at net
investment, which represents the total rentals receivable under finance
leases and hire purchase contracts less unearned income. Finance
income implicit in the rentals receivable is credited to the profit and loss
account over the lease period so as to produce an approximately
constant periodic rate of return on the net cash investment for each
accounting period.
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2. Principal accounting policies (continued)

(p) Retirement benefit costs

The Group operates several defined contribution retirement schemes and
some of which were replaced by mandatory provident fund schemes in
December 2000 when the Mandatory Provident Funds Ordinance
became effective. The cost of the schemes is charged to the profit and
loss account as and when the contributions fall due. The assets of the
schemes are held separately from those of the Group in independently
administered funds.

(q) Off-balance sheet financial instruments

Off-balance sheet financial instruments arise from forward and swap
transactions undertaken by the Group in the foreign exchange, interest
rate and equity markets. The accounting for these instruments is
dependent upon whether the transactions are undertaken for trading
purposes or to hedge risk.

Transactions undertaken for trading purposes are marked to market and
the gain or loss arising is recognised in the profit and loss account.
Transactions designated as hedges are valued on an equivalent basis to
the assets, liabilities or net positions that they are hedging. Any profit or
loss is recognised in the profit and loss account on the same basis as
that arising from the related assets, liabilities or net positions.

Unrealised gains on transactions which are marked to market are
included in “Advances to customers, banks and other financial
institutions, trade bills and other accounts” in the balance sheet.
Unrealised losses on transactions which are marked to market are
included in “Other accounts and provisions” in the balance sheet.

(r) Related parties

For the purposes of these accounts, parties are considered to be related
to the Group if the Group has the ability, directly or indirectly, to control
the parties or exercise significant influence over the parties in making
financial or operating decisions, or vice versa, or where the Group and
the parties are subject to common control or common significant
influence. Related parties may be individuals or other entities.
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3. Interest income

2000 1999
HK$’000 HK$’000

Interest income include the following:
– Interest income from investments in listed securities 4,993 9,367
– Interest income from investments in unlisted securities 92,345 69,987
– Other interest income 1,668,421 1,725,005

1,765,759 1,804,359

4. Non-interest income

2000 1999
HK$’000 HK$’000

Net fees and commission income 148,332 139,475
Net gain on foreign exchange trading 14,381 11,410
Realised and unrealised gain

on other investments in securities (Note) 70,067 19,709
Net loss from other dealing activities (1,961) (581 )
Dividend income

– Listed investments 483 204
– Unlisted investments – 2

Gross rental income from investment properties 3,617 5,086
Rental income less outgoings

from non-investment properties 1,172 1,678
Profit on repurchase of subordinated floating rate

notes issued (Note 28) 7,870 11,619
Loss on disposal of investments in subsidiaries (12,927) –
Profit on disposal of investments in an associate (Note 21) 188,578 21,820
Other income 27,842 42,201

447,454 252,623

Note:

Included in realised and unrealised gain on other investments in securities is a profit of
approximately HK$72 million arising from the disposal of the Group’s investment in the
listed shares of the Hong Kong Exchanges and Clearing Limited (“HKEx”). As part of
the Group’s securities and commodity brokerage businesses, the Group held seats in
the Stock Exchange of Hong Kong and the Hong Kong Futures Exchange. In
accordance with the schemes of demutualisation and merger of these exchanges
implemented during the year, the Group was given trading rights in these exchanges
as well as listed shares in HKEx in exchange for the exchange seats it previously held.
The listed shares in HKEx were disposed of during the year, as a result of which the
above-mentioned profit arose.
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5. Total operating income - segmental information

(a) By geographical area

Less than 10% of the consolidated total operating income of the Group is
attributable to locations outside Hong Kong.

(b) By type of business

The Group’s operating income net of interest expense, analysed by type
of business based on their percentage of contribution, is as follows:

2000 1999

�� !"#$�% Commercial and retail banking 40.0% 54.7%
�� !"#� Treasury and investment activities 29.6% 34.3%
�� !"#$%& Corporate finance and securities brokerage 7.3% 8.4%
�� ! Other businesses 23.1% 2.6%

100.0% 100.0%

Commercial banking includes the taking of deposits from and the
provision of loans and advances, including trade finance facilities, to
commercial, industrial and institutional customers.

Retail banking includes the taking of deposits from individual customers,
the extension of residential mortgage loans, personal loans and
consumer financing, and the provision of securities brokerage, nominee
and custody services.

Treasury and investment activities include the provision of foreign
exchange trading, remittance, foreign currency and asset-linked deposit
services to customers, and activities conducted in relation to the overall
funding position of the Group.

Corporate finance and securities brokerage include the provision of
securities and futures brokerage, investment banking, underwriting and
other related advisory services.

Other business activities include property investment, the underwriting of
general insurance business and income from disposal of non-core
investments held by the Group.
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6. Operating expenses

2000 1999
HK$’000 HK$’000

Staff costs:
– Salaries and other costs 213,217 204,446
– Retirement benefit costs (Note 10) 14,860 8,156

Premises and other fixed assets
excluding depreciation:
– Rental of premises 18,163 32,561
– Others 27,867 25,143

Depreciation 41,399 40,857
Auditors’ remuneration 3,337 3,403
Others 102,372 68,729

421,215 383,295

7. Charge for bad and doubtful debts

2000 1999
HK$’000 HK$’000

Specific provision charged against:
– Advances to customers 211,994 290,827
– Trade bills – 1,818
– Accrued interest – 8,542

211,994 301,187

----------- -----------

General provision charged/(written back) against:
– Advances to customers 49,687 (10,048)
– Trade bills 12 –

49,699 (10,048)
----------- -----------

261,693 291,139
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8. Directors’ emoluments and employee costs

Directors’ emoluments

2000 1999
HK$’000 HK$’000

Fees 280 673
Salaries, housing and other allowances

and benefits in kind 8,665 9,070
Bonuses 3,525 245
Pension contributions 423 613

12,893 10,601

----------- -----------

Compensation for loss of office as director, paid by

– the Company – 407
– subsidiaries of the Company – 1,472

– 1,879
----------- -----------

12,893 12,480

Included in the directors’ emoluments for the year were fees of HK$160,000
(1999: HK$300,000) paid to the independent non-executive Directors and
also benefits in kind arising from the exercise of share options during the year
by a Director who was granted such share options in 1999 under the
Company’s Share Option Scheme for Employees. The details of these
benefits in kind are disclosed under the section headed “Directors’ interests
in the securities of the Company and associated corporations” in the Report
of the Directors.
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8. Directors’ emoluments and employee costs (continued)

Directors’ emoluments (continued)

The emoluments of the Directors are within the following bands:

Number of Directors
2000 1999

Nil – HK$1,000,000 8 8
HK$1,000,001 – HK$1,500,000 – 2
HK$1,500,001 – HK$2,000,000 1 1
HK$4,000,001 – HK$4,500,000 – 2

HK$10,500,001 – HK$11,000,000 1 –

10 13

Employee costs

The five individuals whose emoluments were the highest in the Group for the
year include one Director (1999: two Directors), whose emoluments are
reflected in the analysis presented above. The aggregate of the emoluments
of the remaining four (1999: three) individuals are as follows:

2000 1999
HK$’000 HK$’000

Salaries, housing and other allowances
and benefits in kind 12,717 7,700

Retirement scheme contributions 473 395
Bonuses – 1,026

13,190 9,121

The emoluments of the four (1999: three) individuals with the highest
emoluments are within the following bands:

Number of individuals
2000 1999

HK$2,000,001 – HK$2,500,000 1 –
HK$2,500,001 – HK$3,000,000 1 2
HK$3,000,001 – HK$3,500,000 1 –
HK$4,000,001 – HK$4,500,000 – 1
HK$5,000,001 – HK$5,500,000 1 –

4 3



60

Notes to the Accounts

9. Net (loss)/profit on disposal/revaluation of fixed assets

2000 1999
HK$’000 HK$’000

Loss on disposal of fixed assets (1,652) (3,039)
(Deficit)/surplus on revaluation

of investment properties (2,256) 15,553

(3,908) 12,514

10.Retirement benefit costs

During the year, the Group operated several defined contribution retirement
schemes, which are administered under the direction of independent
trustees, pursuant to the requirements of the Occupational Retirement
Schemes Ordinance (“ORSO”). Some of these schemes were replaced by
mandatory provident fund (“MPF”) schemes in December 2000 when the
Mandatory Provident Funds Ordinance (“MPFO”) became effective.

Employee contributions to the ORSO retirement schemes were at a rate of
5% of basic salaries, while employer contributions were at a rate of between
5% to 10% of basic salaries depending on the length of service of individual
employee. Forfeited employer contributions (in respect of employees who
leave the schemes prior to fully vesting in such contributions) can be used to
reduce the amount of future employer contributions or, in one of the
schemes, to set off against future administration expenses.

The rates of both employee and employer contributions for the MPF
schemes are similar to those of the ORSO retirement schemes. Subject to
the minimum relevant income level and other requirements as set out in the
MPFO and its related rules and regulations, employees who enrolled in the
MPF schemes make a contribution at 5% of their basic salaries, while the
employer contribution is at 5% to 10% of basic salaries. For certain class of
MPF scheme members, the employee and employer contributions are
capped at 5% of the relevant salaries of these members. Also similar to the
case of the ORSO retirement schemes, forfeited employer contributions in
respect of the MPF schemes can be used to reduce the amount of future
employer contributions or to set off against future administration expenses.
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10.Retirement benefit costs (continued)

The retirement benefit scheme costs charged to the profit and loss account
represent contributions payable by the Group to the ORSO retirement
schemes and the MPF schemes during the year. Contributions totalling
HK$607,000 (1999: HK$343,000) payable to the schemes at the year end
are included in “Other accounts and provisions” in the balance sheet.

During the year, the amount of forfeited employer contributions under the
ORSO retirement schemes and MPF schemes utilized to reduce the
amount of employer contributions amounted to HK$1,598,000
(1999: HK$7,702,000), while the amount available for reduction of future
employer contributions is immaterial. During the year, the amount of forfeited
employer contributions utilized for the payment of administration expenses of
one of the ORSO retirement schemes amounted to HK$563,000 (1999:
HK$610,000).

11.Taxation

Hong Kong profits tax has been provided at the rate of 16% (1999: 16%) on
the estimated assessable profit for the year. Taxation on overseas profits has
been calculated on the estimated assessable profits for the year at the rates
of taxation prevailing in the countries in which the Group operates.

2000 1999
HK$’000 HK$’000

The Company and its subsidiaries:
– Hong Kong profits tax 11,421 7,497
– Overseas taxation (89) 140
– Over provisions in prior years – (1,668)

11,332 5,969

----------- -----------

Associates:
– Hong Kong profits tax – 20
– Overseas taxation – 1,571

– 1,591
----------- -----------

Taxation charge for the year 11,332 7,560
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11.Taxation (continued)

No material deferred taxation liabilities existed at the balance sheet date
(1999: Nil). Potential deferred tax assets of approximately HK$60 million
(1999: HK$74 million) in respect of tax losses of subsidiaries have not been
recognised in the accounts on the basis of prudence.

Hong Kong Housing Loan Limited (“HKHL”, formerly known as Newcourt
Credit Hong Kong Limited), a wholly-owned subsidiary which the Group
acquired during the year, is in discussion with the Inland Revenue
Department regarding the basis of arriving at its taxable profits in preceding
years. This may lead to the payment of liability for Hong Kong profits tax
which has not been provided for. The amount of unprovided tax liability is in
the process of being quantified, and no provision for any such tax liability has
been made in the Group’s accounts on the basis that the Group has the
rights to claim indemnity from the vendor of HKHL pursuant to the terms of
its acquisition by the Group.

12.Profit attributable to shareholders

The profit attributable to shareholders includes a profit of HK$167,312,000
(1999: loss of HK$22,424,000) which has been dealt with in the accounts of
the Company.

13.Dividends

2000 1999
HK$’000 HK$’000

Dividends

Interim, paid, of HK1.75 cents (1999: Nil)
per ordinary share 23,652 –

Final, proposed, of HK6.25 cents (1999: Nil)
per ordinary share 84,471 –

108,123 –

14.Earnings per share

Basic earnings per share has been calculated on the basis of the profit
attributable to shareholders of HK$361,827,000 (1999: HK$40,446,000)
and the weighted average number of 1,350,754,000 shares
(1999: 1,346,584,000 shares) in issue during the year.
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14.Earnings per share (continued)

Fully diluted earnings per share are not disclosed as the effect of dilution is
immaterial.

15.Cash and short-term funds

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Cash and balances with banks
and other financial institutions 204,544 926,573 778 2,367

Money at call and short notice 7,881,709 6,874,602 9,704 14,140

8,086,253 7,801,175 10,482 16,507

Treasury bills
(including Exchange Fund Bills) 653,599 1,238,950 – –

8,739,852 9,040,125 10,482 16,507

An analysis of treasury bills held is as follows:

Group
2000 1999

HK$’000 HK$’000

Held-to-maturity securities, at amortised cost:
– Unlisted 653,599 1,238,950

16.Certificates of deposit held

Group
2000 1999

HK$’000 HK$’000

Held-to-maturity securities, at amortised cost:
– Unlisted 606,512 620,288
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17.Other investments in securities

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Debt securities, at fair value:
– Listed outside Hong Kong 18,386 14,106 3,367 2,532
– Unlisted 15,801 38,302 – –

34,187 52,408 3,367 2,532

----------- ----------- ----------- -----------
Equity securities, at fair value:

– Listed in Hong Kong 40,693 9,467 – 2,611
– Listed outside Hong Kong 1,237 20 – –

41,930 9,487 – 2,611
– Unlisted 123,720 125,388 – –

165,650 134,875 – 2,611

----------- ----------- ----------- -----------
Investment funds, at fair value:

– Unlisted 35,198 101,693 – –
----------- ----------- ----------- -----------

235,035 288,976 3,367 5,143

The issuers of the debt securities
are as follows:
– Banks and other financial
 institutions 8,013 2,417 – –

– Corporate entities 26,174 49,991 3,367 2,532

34,187 52,408 3,367 2,532

The issuers of the equity securities
are as follows:
– Banks and other financial
 institutions 123,697 123,697 – –

– Corporate entities 41,953 9,487 – 2,611
– Others – 1,691 – –

165,650 134,875 – 2,611
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17.Other investments in securities (continued)

Included in unlisted equity securities of HK$123,720,000
(1999: HK$125,388,000) is HK$123,697,000 (1999: HK$123,697,000) in
respect of 25% equity interest in Chinese Mercantile Bank (“CMB”), a joint
venture bank established and operating in Shenzhen, The People’s Republic
of China.

In 1999, the Group appointed the other shareholder of CMB to identify a
buyer to acquire the 25% equity interest in CMB held by the Group at a
consideration of approximately HK$129,947,000. A cash deposit in the
amount of this agreed sale consideration was received by the Group from the
other shareholder of CMB. At the same time, the Group and that other
shareholder of CMB also agreed that the Group would no longer have any
further involvement in the management and operations of CMB, or
participation in its financial results, from the time of receipt of the cash
deposit.

As a result of the above arrangements, the 25% equity interest in CMB held
by the Group has been reclassified from the caption “Investments in
associates” to “Other investments in securities” in the balance sheet, which
are stated at fair value. In the opinion of the Directors, the cash deposit
received by the Group less anticipated transaction costs best represents the
fair value of the 25% equity interest in CMB held by the Group.

The other shareholder of CMB informed the Group that a buyer for the
Group’s 25% equity interest in CMB has not yet been identified during the
year, and the above-mentioned arrangements remain valid.


