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REVIEW OF OPERATIONS

Securities

During 2001, the Hang Seng Index fell by 3,698 points, or 24.5%, to close at 11,397. Average daily
market turnover dropped to HK$8,025 million or 35% lower than in year 2000.The income of our

Securities Brokerage Division declined in line with the overall slowdown of the market.

In light of this difficult market, our strategy for growth is to expand our distribution capacity and

to achieve a broad based, quality client base.

In line with this strategy, we have expanded our branch network.In March, the Kwun Tong branch
was officially opened.This was followed in November by the opening of the Sheung Shui branch,
bringing our total number of branches to five.The expanded branch network is intended to offer
more accessible services to our existing clients and also to attract new clients. The Group
celebrated the 10th anniversary of our Macau subsidiary office in October 2001 following receipt
of a licence from the Autoridade Monetaria de Macau (“AMM") under the new regulatory
framework. Mr. Edmund Ho Hau Wah, Chief Executive of the Macau SAR, officiated at the

anniversary ceremony together with the AMM Chairman and other officials.

E )
EH

R-TZ—F  EAFRBEUNE3,698% (24.5%) » F4LLA11,397 KT - THIZHEH

PRI AR T ES0.25(E8 T - R T T TFFL T35% © MEBENESZE

TEUA - TRBE T IS RO B BB IR AR M T K -

HS RO TISIRG - SEREMNBRRE - SEBRRDHEE  KEZ—EEE

F - EERENRSEL -

EERBEOES IR - SEBERSITEM - BESTR=ZAEXFZE - M_LKRDTTIR
Rt—AKZ - SERENDTTEREIBERR - EBFERSTTHEE  SEARREEF
RHERETENRT - R RAFTER - S5 ERPIFNERENT - &£E
BSHREMSREER (DEFMSER) MBRENESFRZMR  KEER _TT—4F
T AESURPIMBLENZ T EF - WERPITHRERMESHEL RIS ERTER

HibF 2 EBRREFAFLERN -



Despite the bearish market sentiment, capital-raising activities remained robust. A total of 84 initial public offerings
were brought to market by various sponsors in 2001. Our extensive sales force enabled the Group to become involved

in more than 100 placings and underwritings for both IPOs and covered warrants.

Our marketing campaigns also attracted new revenue. The launch of an aggressive marketing programme, in
conjunction with our online operation, helped attract new accounts with assets worth more than HK$500 million,

significantly enhancing our client base.

The anticipation during the year of the PR.C.'s entry into the World Trade Organization (“WTO"), coupled with the
government’s decision to allow domestic investors to engage in the B-share market, created a brief but significant
gain in China B-shares, benefiting the Equities Division.This new policy induced similar optimism for Hong Kong H-
shares and resulted in vigorous trading volume in H-share and “Red-Chips” during April to June. However, concerns
over new issues and corporate transparency of China-linked companies led to a correction in both B-share and H-

share markets in the second half of the year.

Staff training and enhancement programmes have also proved beneficial. During 2001, continued efforts were made
to upgrade the quality of our sales executives with ongoing internal and external training programmes. The Hong

Kong Stock Exchange AMS/3 “Straight-through processing” system was successfully implemented, greatly enhancing
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our dealing efficiency.The expansion of our third party execution and settlement infrastructure further developed

our securities dealing capacity and services.

On 14 December 2001, we acquired the operations of Bali International Finance Limited and its subsidiaries (“Bali”).
The securities trading business of Bali has been merged with that of Sun Hung Kai Investment Services Limited, further

strengthening our position in the industry.

Foreign Exchange, Bullion, Commodities and Futures

One of our Group's strengths is its history of the early introduction of new technologies for the benefit of our clients.
Aforex Internet trading platform was developed for“Business to Business” transactions.This trade engine offers prompt
pricing and execution and provides a quality source for hedging orders.In the future we intend to develop the platform

to also cater to the “Business to Consumer” market. Demand for leveraged forex services has been declining worldwide,

and the advent of the Euro has further diminished volumes. Whilst business conditions in this area of operations are

extremely difficult, we were able to sustain considerable growth in forex business transaction volume in the latter

half of 2001, and hope to continue this trend through 2002.

Following the P.R.C.'s entry into the WTO, the resultant market is expected to provide more business opportunities.

The demand for commodities such as copper, aluminium and zinc will increase and hedging opportunities for those
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commaodities should correspondingly increase. Sun Hung Kai Commodities Limited will work to expand our mainland

clientele to explore new opportunities and to enhance the income from this division.

Online Trading
2001 saw SHK Online (Securities) Limited (“SHK Online”) grow beyond an information portal and develop into a straight-
through online trading platform.Through a series of advertisements and roadshows throughout Hong Kong, SHK

Online rapidly gained visibility and expanded its client base in the highly competitive online market place.

In March 2001, SHK Online launched its first comprehensive marketing plan aimed at capturing critical mass in both
customer base and volume turnover.The industry-leading initiatives, which included the innovative All-You-Can-Trade
monthly fee and asset transfer programmes, created a new pricing and customer incentive scheme with the specific
aim of capturing high quality clients and assets.Within a very short period, the programme resulted in a major increase
in the client base and a very substantial increase in both customer assets and daily turnover. In July 2001, SHK Online
built upon and refined these achievements with a second marketing campaign.This enabled SHK Online to move
further into the ranks of Hong Kong’s leading online brokers, and saw its average daily turnover increase to represent
a significant portion of the Group’s overall turnover.The programme also allowed SHK Online to better rationalize its

pricing policy and operating margins. Finally in November 2001, working in tandem with the traditional brokerage

arm of Sun Hung Kai Investment Services Limited, SHK Online launched its third broad-based marketing campaign,
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extending key elements of the previous two campaigns into the area of traditional, Account Executive-based brokerage

services.

With its significant turnover and an increasing client asset base, we believe SHK Online now enjoys the status of a top

ranked online broker in Hong Kong with perhaps the highest turnover and asset base amongst its peers.

SHK Online’s business philosophy is to be a first-in-class, innovative provider of cost-effective online services and it
intends to continue to draw on its strengths and further consolidate its leadership position.To this end, emphasis will
be placed on the capture of high quality assets and client base, and enhancement of profit margins through more
stringent control on pricing and cost structure. A completely revamped website with significantly improved services
and ergonomics is targeted for launch within the first half of 2002, together with the “reverse integration” of extending
online services to our traditional Account Executive network as a value-added service to the Group’s customers.
Corporate Finance

The Corporate Finance Division established itself as a significant market force in Hong Kong, successfully completing
four sponsorships of initial public offerings during the year.These were the listing of Kiu Hung International Holdings

Limited, Luen Tai Group Limited and New Spring Holdings Limited on the main board of The Stock Exchange of Hong

Kong Limited,and Inworld Group Limited on the Growth Enterprise Market (“GEM”) board.The division was also involved

in many placements, rights issues, and underwriting of shares. In addition, the division provided financial advisory
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services and acted as the independent financial adviser for the independent directors of COFCO International Limited

in respect of the connected transactions of the company.

For the forthcoming year, in view of the potential of the P.R.C. market and the development of the Hong Kong GEM,
we will also focus on expanding our operations in Greater China whilst continuing to focus on capital formation in the

primary market.

Insurance Broking

The Group's Insurance Broking Division performed well in this difficult but successful year, achieving highly satisfactory
growth on last year’s profit. The insurance industry was exposed to the pressure of the economic recession, increasing
government regulation and a hardening market in 2001. The consolidation and liquidation of some major global
insurers, as well as the catastrophic loss incurred by underwriters, has resulted in shrinking market capacity and
restructuring of the underwriting practice. Insurers have become extremely selective in risk-taking; and accordingly
additional effort and time must be spent in negotiation with insurers and seeking capacity for placement of cover.
However, with its commendable effort and adaptation to the new circumstances, the division was able to overcome

the difficulties and achieve a pleasing result.
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Securities Financing

Securities financing continued as a cornerstone of the Group's business portfolio despite the economic slowdown. Our
margin loan portfolio dropped somewhat compared to last year although the interest spread remained satisfactory.Bad
debt provisions were significantly reduced from the 2000 provision.The main reasons for the reduction were that the

total market declined, leading to a decrease in our loan portfolio, and the upgrading of our internal controls.

The introduction of a new margin loan facility,“SHK Opportunity Investment Account’, permitted retail customers
higher flexibility in margin trading.On 1 June 2001, the margin loan business was largely transferred from our registered
margin finance provider subsidiary Sun Tai Cheung Credits Limited to our broker-dealer subsidiary Sun Hung Kai

Investment Services Limited.

Term Lending

Our term loan portfolio, conducted under Ranbridge Finance Limited, remained at a similar overall level to last year
and continued to be a strong profit contributor to the Group. We will continue to focus on the development of this
business.

Research

The Research Department increased its team of mainland and Hong Kong analysts. This allowed us to provide more

comprehensive investment analysis and ideas to our clients.In 2001, in addition to the regular daily notes, we produced
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a total of 379 reports together with hosting regular public investment seminars. We believe that we may be the only
non-mainland stockbroker that offers China A-share research.These informative reports are all posted on our website,
SHKresearch.com.We also experienced improving viewership, from both overseas and local institutional investors, of
our investment reports distributed electronically through Multex and Thomson Financial Group.

Electronic Financial Information Service

The Group's 51%-owned subsidiary, SHK Financial Data Limited, continues to be amongst the foremost providers of
comprehensive financial information covering the Hong Kong equity, forex and bullion markets. Its client base is
mainly composed of financial institutions, brokers, Internet service providers (ISP), telecommunications operators,

paging operators and other market information providers.

In 2000 and also in early 2001, significant revenue was derived from the Internet-related sectors. However, with the
collapse of the Internet bubble in 2001, turnover dropped considerably thus impacting on the company’s performance.
Prompt action was taken to meet the increasingly competitive environment by adopting more stringent cost controls

and streamlining operations through in-house developed software.

In order to stabilise the company’s business and rejuvenate growth, the company successfully diversified into the fee-

paying subscription market together with some reputable partners. Investment in content development and the

research and development of various innovative and interactive tools for Internet users will continue.
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China Desk

During 2001, our China Desk was expanded in an effort to capture business opportunities in the P.R.C. Our current
focus is to strengthen our corporate finance service in the mainland by providing support for the listing of P.R.C.
companies in the B-share and Hong Kong markets. We also established strategic partnerships with suitable
organizations and companies in the mainland. These initiatives are intended to gradually strengthen our brand

name throughout the PR.C.

A major function of our newly established Beijing office is to develop stable contact with the P.R.C. Government,
particularly the China Securities Regulatory Commission. This should assist in allowing us to understand and benefit
from the latest developments in mainland financial policies. At present, we are negotiating with the mainland
securities companies with a view to establishing co-operative relationships in order to engage in the domestic market,
following the P.R.C.'s accession to the WTO.

INVESTMENTS IN PRINCIPAL ASSOCIATED COMPANIES AND JOINTLY CONTROLLED ENTITY

Tian An China Investments Company Limited

In order to maintain a strong position in the growing P.R.C. property market, the Group has retained its strategic

holding in Tian An China Investments Company Limited (“Tian An”). Our total equity in Tian An is now 43.27% and

the total share of income contributed to the Group for 2001 is reported at HK$40,967,000 (profit after tax).
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As previously reported in our 2000 Annual Report and in note 4 to these 2001 accounts, a default occurred in relation
to secured loans outstanding from the purchaser of 770 million shares in Tian An acquired by the Group as the result
of the 1999 underwriting of a rights issue. The unrealized loss resulting from this default was fully accounted for in
2000, and therefore no further provision is currently required. However, ongoing consideration is being given to the

courses available to the Group in conjunction with our legal advisors.

The PR.C. property market showed strong growth during the first quarter of 2001, but increasing prices and mounting
oversupply affected this momentum.In line with its strategy and in view of the slowdown of property sales during
the second half of 2001, Tian An continued to capture growth by dedicating considerable effort in increasing its
quality landbank in Beijing and Shanghai. Tian An acquired further development rights in a number of projects

strategically located to capture the anticipated growth in important regions.

Yu Ming Investments Limited
In December 2001, the Group increased its holding in Yu Ming Investments Limited (“Yu Ming”) to 361,151,800 shares,

from 19.82% to 21.36% of its share capital. Yu Ming is thus now an associated company of the Group.

Yu Ming'’s principal activities include investments in Hong Kong and the P.R.C. In year 2001, it focused on bond

investments, as well as disposal of its Internet investments.We believe Yu Ming has sufficient liquidity to take advantage

IN—ZBRTF 2 FRE-FT—FRAMTAME - SEKEER - NNNFEBHR L HA MR

TTRBRZROIEE - WLIER AR RERRBEER - MERKEBITHERARE - BRZARLIRE
BER-ZTTZF2EARK - HERRSEREE—ZRE - M - SHIEXRF > SEERIUEAEER
& - IEZEARRZ AT -

EAMETISN - T —F5 —FaIYER - BER LA RMBNRZIER - BT HiSnREERE -
AL EHMHEEFERER  CHAMENREN ST —F NEFRENERT - TEEEMNELR K
BEEE 2 TS - WERNE R M — 2 PER S MRS SUE E TR B 2 SR - BREpE S It [E
WA R MiSaS

EHEREFR A E]

M-TT—F+ - AEEEMENRHEIIRERRAA ([HH]) 2 RIEZE361,151,8008% + (&7 IRA
F119.82%18%21.36% - BEMIREKAEE 2L QT

B TEXBRENEELEAFERIRE RoZT—%F  SRIBUFEFRE  LHEENRER
HHREIAR - HPIBERHBABRHADES @ AIRRERIBZBIRTISEEAMEMSHEE - R



of a weak market in Hong Kong and an emerging market in the P.R.C. Looking forward, the company intends to
explore more investment opportunities in the P.R.C. As Yu Ming only became an associated company in December
2001, our share of its post acquisition profit or loss is only minimal for this year, although we are hopeful of

improvement next year.
SHK Finance Limited
In year 2001, our 50%-owned company, SHK Finance Limited (“SHK Finance”) faced a difficult year due to the economic

downturn, resulting in increased bad debt provisions. The company reacted to the situation by adopting a tighter

credit control policy,a more cautious lending approach and the implementation of cost-control measures.

During the year, the company recorded a very substantial increase in its loan portfolio balance and client base. Its
branch network expanded by the addition of four more branches in Yau Ma Tei, Wan Chai, Tai Po and Tsuen Wan. SHK

Finance now has fourteen branches in Hong Kong.The company may open more new branches in 2002.

During the second half year of 2001, a new property-related consumer finance product was launched with satisfactory
results.The company will strive for new product innovations in the coming year in order to more satisfactorily compete

in the market.
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FINANCIAL RESOURCES AND GEARING RATIO

The Group is in a strong financial position and continues to maintain a low gearing ratio.

As at 31 December 2001, the Group's total net bank borrowings (net of cash and bank balances of HK$239 million)
amounted to HK$429 million, which, when related to the Group’s shareholders’ funds, resulted in a gearing ratio of
approximately 9.56%. Net bank borrowings (excluding bank borrowings which were drawn down for the margin
finance, term loan and personal finance businesses, where the funds were on-lent to clients at a gross profit) amounted

to HK$39 million which represented a gearing ratio of 0.88%.

The liquidity of the Group is demonstrated by the current ratio (current assets/current liabilities), which was 2.16

times. This ratio showed an improvement from that of 1.73 times applicable in the previous year.

MATERIAL ACQUISITION AND DISPOSAL OF SUBSIDIARIES AND ASSOCIATED COMPANIES

As at 30 June 2001, an 8.83% interest in Tian An, a listed associated company, held by the Group as “trading account
securities” was reclassified as “investment in associated company” As at 28 December 2001, the Group also reclassified
its 21.36% interest in Yu Ming (inclusive of 3.6% interest acquired during the year) from “other investment” to

“investment in associated company”

Apart from the above and the acquisition of Bali, there has been no material acquisition and disposal of subsidiaries

and associated companies by the Group in 2001.
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SEGMENT INFORMATION

Detailed segment information in respect of the Group's turnover, contribution to profit or loss from operation, segment
assets and liabilities are shown in note 2 to the accounts on page 81.

CHARGES ON GROUP ASSETS

Listed shares with an aggregate value of approximately HK$86 million were pledged by subsidiaries as security for
bank loans and overdrafts.

A property asset of the Group with a carrying value of approximately HK$47 million was pledged by a subsidiary to a
bank for an outstanding installment loan of HK$34 million granted to the subsidiary.

CONTINGENT LIABILITIES

Details regarding the contingent liabilities are set out in note 33 to the accounts on page 114.

COST CONTROL

A combination of the market shock created following the tragic events of September 2001 in the U.S.A.,and greater

competition and price cutting in the market, required us to engage in measures to realign our operating costs with

our reduced income expectations in the latter half, and particularly the last quarter, of 2001.

DIEER

BRASEEERSE SR MNIBSEZER DIHEERABZSEERFE  F2MFE81EKB W
2

EEEERRL

SEEMIE R PSR A REYD 868 BTN LT R RRMIKAE FIRIT - LURBURITERRES -
SEE—EME ARG EREEQ47ESA T2 MRER TIRT - WIEIR—ERHR4BEBTZ
DHEERK

HREE

EENHABEFS - F2HBE14EKRE EE33 -

PR A2
EXEIONMBBIZEERTISHRESE - MEBRGEEFATSEIGRE - SEERE_SZ—FT+F00

HEg—F) WARD - (R R 5EE LA REUE i A E 6 2 EA AN -

21



22

At the same time, the importance to us of our staff resulted in us attempting to achieve this whilst minimizing
redundancies. The prime mechanism adopted was a reduction in overall payroll effected through appropriate salary

reductions, thereby minimizing the number of staff layoffs required.
We also rationalised some services in order to reduce overhead.

The full effect of these savings will be felt in 2002, although they also had a beneficial impact in the last quarter of

2001.

MANAGEMENT OF RISKS

Policies and Procedures

The Group has established policies and procedures for risk management which are reviewed regularly by the
management and various Group committees, including the Credit and Risks Management Committee (the “CRM”"),
which reports to the Executive Committee of the Board of Directors, to ensure the proper monitoring and control of
major risks arising from the Group’s activities. The Group's Internal Audit and Compliance Department (which reports
independently to the non-executive Chairman and the Audit Committee as well as to the Chief Executive Officer) also
performs regular reviews to supplement the various internal control measures adopted by the management and
various divisions within the Group to ensure compliance with policies and procedures.These various control procedures

are also examined and separately reported upon to the Audit Committee and the Board of Directors by the external

auditors at least annually.
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Credit Risk
Credit risk arises from a number of areas. These include the possibility that the counterparty in a transaction may
default during the settlement process. It also arises from lending, settlement, treasury, market-making, derivatives

trading and other activities undertaken by the Group.

The Group’s credit manual sets out in detail the credit approval and monitoring procedures, which are established in
accordance with sound business practices, the requirements and provisions of the relevant ordinances, and where

applicable, the codes or guidelines issued by the Securities and Futures Commission of Hong Kong.

Day-to-day credit management is performed by the Credit Department with reference to the aforementioned criteria
including creditworthiness, collateral pledged, and risk concentration of the counterparties. Decisions made by the
Credit Department are reviewed daily by the executive directors of the Group and by the CRM at its regular (normally
fortnightly) meetings.

Liquidity Risk

The Group manages its liquidity position to ensure the Group maintains a prudent and adequate liquidity ratio, in
strict accordance with statutory requirements.This is achieved by the management, comprising the executive directors,

the Chief Financial Officer and relevant senior managers monitoring the liquidity position of the Group on a daily

basis to ensure the availability of sufficient liquid funds to meet all obligations and compliance with the statutory

EEEE
FHEEERRNKERZ - EREXZHFEAIEAKUOBIET HIRED - FERRIFAERENK - R

W B (FEEE TAEERR S REMEBEMMIEENED -

B2 EERFESIFIMEEEREERF - ZSRFDRREETH - BRIGIMNREA T ER

FRHEEREREZBESHN 2 BSTRISIESIMATE ©

HEEEEEHEENEE - EEFNSHYE T 2EFE - BRRERERSMIELIE - YHEE 2 HITE
EEREH  MEERRZEES TR ERMSH CBESMER ) (ELRE -

mEBEEmEE

SEEEHEHRDESMN  BREBEMAMNOADESLLE - MEBTARMZIEEELR - EREBEHN

TESR  UBEENREHESEEEAESHAREEENRDESIN - FEETEZ K EmAnNE

23



24

requirements such as the Financial Resources Rules applying to various registered subsidiaries. The monitoring process
and the results of the same are reported to the CRM, the Audit Committee and the Board of Directors at the regular

meetings.

Capital Risk
The Group maintains a strong capital base to support the development of its businesses and to comply, where

necessary, with at least the minimum statutory ratios.

Capital is allocated to the various activities of the Group depending on requirements and the degree of risk appropriate

to various activities. Cost of capital, as determined from time to time, is allocated against its users.

Interest Rate Risk

Interest rate risk primarily results from timing differences in the repricing of interest bearing assets, liabilities and
commitments.The Group's interest rate risk exposure arises mainly from margin financing and other lending activities
undertaken.The Group has the legal capacity to quickly recall such loans or reprice its margin loans to an appropriate
level. Its interest-sensitive positions can readily be identified. Interest rates paid by the Group are managed by the

Finance Department with the aim of maximizing the spread of interest consistent with liquidity and funding obligations.

Foreign Exchange Risk

Foreign exchange risk is the risk to earnings or capital arising from movements of foreign exchange rates.
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The Group's foreign exchange risk primarily arises from currency exposures originating from its leveraged foreign
exchange business or purchases on behalf of clients of foreign securities. Foreign exchange risk is managed and
monitored by the relevant department under the limits approved by the Group’s directors. In relation to our leveraged
foreign exchange activity, our position is that of a market-maker, and accordingly, our risk is primarily a derivative
foreign exchange risk for a client who does not or cannot meet margin calls following any period of substantial currency
turbulence.Our principal lending operations are carried out in local currency to obviate foreign exchange risk although
this year, one loan booked in Philippine pesos has resulted in a small currency loss. Accordingly, the Group has no
significant exposure to foreign exchange fluctuations.

Market Risk

Market risk is the risk arising from changes in interest rates, foreign exchange rates, equity, property or commodity
prices. It may affect the prices of financial instruments or other assets held by the Group. Financial instruments taken

or held by the Group include foreign exchange contracts, futures contracts, equity, derivative and fixed income

securities.

Market risk limits are approved by the Group’s various Committees and in some cases by the Board of Directors.

Actual positions are compared with approved limits and monitored regularly by the relevant divisional head, the

Credit Department and by the senior management of the Group. Exposures are measured and monitored on a“mark-
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to-market” basis with stop-loss limits. Market risk trading positions are subject to daily mark-to-market valuation,
which is also reported daily to the senior management for their review. The Group’s Internal Audit and Compliance
Department also performs regular audits to supplement the above controls to ensure compliance with the established

market risk limits and guidelines.

Calamity Risk

In common with all companies and particularly financial services groups, the Group is exposed to the potential impact
of natural and man-made disasters.In our case, being heavily dependent on information technology and its associated
infrastructural requirements, we need to be particularly vigilant in this regard, especially with the prevalence of world-

wide “hacking”and “virus-attacks”

In the aftermath of the various disasters impacting on the insurance industry during 2001, appropriate insurance
cover has been harder than normal to obtain, and more expensive. However, working with our Insurance Broking
Division, we have managed to obtain what we believe is adequate cover for the potential risks of this type to which

we may be exposed.

In the case of our IT infrastructure, we also maintain stringent security procedures, as well as off-site back-up and

recovery programmes which we continually review and refine.
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Reputational Risk

A key factor for businesses in the financial services sector is their reputation for financial probity and prudence.Recent
examples of “rogue traders”impacting on such reputations elsewhere in the world have drawn attention to such risks.
In our case with our important and valuable “brand’ we manage these risks through our strong internal controls and
risk management regime, by comprehensive employee and operational manuals in key areas, and by the strength

and independence of our Internal Audit and Compliance Department.

IT INFRASTRUCTURE

The Group seeks to maintain its leadership in traditional markets and secure a similar position in the evolving electronic
market place.To this end, we have continued to invest in our application and technology infrastructure.In 2001, we
completely revamped our in-house trading environment to ensure every sales person enjoyed the support of a robust
dealing system and efficient market data services.The Group was also among the first batch of brokers to integrate
with the systems of Hong Kong Exchanges, AMS/3 (equities) and ATS (futures), to provide straight-through processing
(STP) for equities and futures trading. Meanwhile, our progressive development of SHKonline.com established it as

one of the most popular online trading websites in Hong Kong.

Looking forward, we will continue our commitment to IT and seek to improve our services and product offerings

through technological innovation.
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REGULATORY ENVIRONMENT

The Group operates in a heavily regulated environment and adopts a conscious policy of compliance culture and
adherence. 2001 has been a challenging year for the Group in terms of the changes in the regulatory environment
and the introduction of new products and services demanding consideration of the relevant legislation and regulations
before commencement of operations. The most significant regulatory changes have been the requirements of the
Securities and Futures Commission regarding strengthening of the business conduct of registered persons and the
competence of licensed persons as provided in its Revised Code of Conduct, Guidance Notes on Continuous

Professional Training, the Corporate Finance Adviser Code of Conduct and so on.

The Group responded to the changes promptly by undertaking various measures which include the amendment and
distribution of customer agreements and other client-related documents in accordance with the requirements, the
installing of additional telephone recording facilities for order instructions and the provision of continuous intensive

training programmes so as to enable its employees to successfully carry out their duties competently and professionally.

A number of changes in the regulatory environment will be faced by the Group in the coming year.The enactment of

the Securities and Futures Ordinance together with its subsidiary legislation and new regulations in the PR.C.financial
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industry following its official accession to the WTO will provide further challenges.The Group continues to maintain
its policy of full commitment to compliance with the regulatory requirements so as to ensure that its businesses are
conducted in the best interests of its clients in order to protect and safeguard their assets as well as the assets of

shareholders.

EMPLOYEES

As of 31 December 2001, the total number of employees was 559.

The Group recognizes that its core strength is the people it employs and we operate different remuneration schemes
according to role. For sales personnel, the package comprises a base pay or draw,and commission or bonus, whereas
for non-sales personnel, it comprises base pay and performance-based bonus elements when circumstances are

appropriate.

In addition, the Group has continued to focus on staff training to enhance employees’skills and product knowledge,
as well as providing them with development and advancement opportunities. In January 2002, we launched a one-
year Certificate Programme in Financial Studies in partnership with Hong Kong University School of Professional And

Continuing Education.
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