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After experiencing a slight recovery in 2000, the local economy experienced
a slowdown in 2001, reflected in falling property and consumer prices and
high unemployment rate. The slowdown accelerated in the third quarter. A
series of interest rate reductions during the year and full deregulation of
interest rates in July rendered the smaller banks less competitive. During
the year, the Company successfully concluded a conditional sale and purchase
agreement pursuant to which the Group disposed of its entire interest in
The Hongkong Chinese Bank, Limited (“HKCB”), a then banking subsidiary
of the Company, and its subsidiaries (the “HKCB Group”) for an aggregate
consideration of HK$4.2 billion (the “Disposal”), representing a premium
of 30% over the consolidated net assets of HKCB at end of 2001. The
Disposal was subsequently completed on 17 January 2002. No material
profit or loss is expected to arise from the Disposal. Following the Disposal,
a special interim distribution totalling HK$2.0 billion, equivalent to

HK$1.45 per share, was made.

Banking businesses, securities brokerage, underwriting, corporate finance,
investment advisory and other related services remained core operations of
the Group during the year. Facing stagnant loan demand, fierce competition
in the banking sector and poor investment sentiment, the Group recorded a
loss attributable to shareholders for the year of HK$192 million, as
compared to last year’s profit of HK$102 million after excluding the non-
recurring gains of HK$260 million arising from the disposals of the Group’s
50% equity interest in CRC Protective Life Insurance Company Limited, a
then associate of the Company, and the listed shares in Hong Kong

Exchanges and Clearing Limited.

OPERATING RESULTS FOR THE YEAR

HKCB Group had a disappointing year. Consolidated profit before taxation
fell significantly by HK$78 million to HK$33 million (2000: HK$111
million) mainly due to lower interest and non-interest incomes and higher
operating expenses. The under-performance of HKCB Group adversely

affected the operating results of the Group.
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OPERATING RESULTS FOR THE YEAR (continued)

During the year, the Group’s net interest income and non-interest income
dropped 11% and 3% to HK$564 million (2000: HK$635 million) and
HK$182 million (2000: HK$187 million, adjusted to exclude the aforesaid
non-recurring gains), respectively. 68% (2000: 44%) of total operating
income was generated from commercial and retail banking businesses, 21%
(2000: 25%) from treasury and investment activities and 7% (2000: 10%)
from corporate finance, fund management and securities brokerage
businesses. Included in the operating expenses for the year was a provision
for fund management activities of HK$72 million (2000: HK$3 million) as
a result of the adverse conditions in the stock markets which adverse impact
was further aggravated by the repercussions of the terrorist attack of 11
September. Charge for bad and doubtful debts decreased 11% to HK$233
million (2000: HK$262 million). The quality of the loan portfolio slightly
improved with level of non-performing loans reduced to 8.2% of total

advances to customers at the end of 2001 from last year’s 9.1%.

Due to the Disposal, impairment losses of goodwill previously eliminated
against reserves in a total of HK$138 million (2000: Nil) was quantified

and charged to profit and loss account for the year.

When excluding this one-off impairment loss of HK$138 million, loss for
the year would amount to HK$54 million (2000: profit of HK$102 million,

adjusted to exclude the aforesaid non-recurring gains).
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FINANCIAL POSITION

Total assets of the Group as at 31 December 2001 were HK$20.5 billion
(2000: HK$25.2 billion), representing a decrease of HK$4.7 billion over
the position at 31 December 2000. The reduction was mainly attributable
to decreases in cash and inter-bank placements of HK$3.7 billion and

advances to customers of HK$1.1 billion.

The decrease in cash and inter-bank placements was a direct result of a
reduction in deposits from customers of HK$3.8 billion, which was a
deliberate move by the Group to take advantage of its strong liquidity
position and in response to the persistently sluggish borrowing appetite in

the market.

During the year, the Group repurchased all the then outstanding
subordinated floating rate notes due 2007 in an aggregate principal amount

of US$29.9 million (equivalent to approximately HK$232 million).

As at 31 December 2001, the Group’s shareholders’ funds amounted to
HK$4.1 billion (2000: HK$4.2 billion, restated to add back the then
proposed dividend of HK$84 million) with consolidated net asset value per
share stood at HK$3.08 (2000: HK$3.14, restated to include the then
proposed dividend of HK6.25 cents per share). When taking into account
the increase in net assets on Disposal and the above-mentioned special
interim distribution totalling HK$2.0 billion, shareholders’ funds after the
Disposal was HK$2.9 billion before the proposed final distribution. The
Group shall focus on its future core business of investment banking and
related financial services. Details of the future plans are mentioned in the

section headed “Outlook” on pages 6 and 7.

Subsequent to the Disposal, the Group has a very strong financial position.

Other than those attributable to the HKCB Group, the Group did not have
material contingent liabilities and capital commitments as at 31 December
2001.
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CHANGES IN ACCOUNTING POLICIES

Following the adoption of the new or revised accounting standards issued
by the Hong Kong Society of Accountants, certain accounting policies of
the Group were changed with details as set out in Note 2 to the accounts.
There were no material impacts on the profit and loss account nor the
balance sheet of the Group for previous years except the restatement of the
Group’s reserves at the balance sheet date to include any dividends/

distributions for the year proposed or declared after the balance sheet date.

STAFF AND REMUNERATION

The Group had 670 employees as at 31 December 2001. Total staff costs
incurred during the year amounted to HK$269 million (2000: HK$228
million). The Group offered competitive remuneration packages to its
employees. Certain employees were granted options under a share option
scheme implemented in 1992. After the completion of the Disposal, total

number of employees was reduced to 120.

CONCLUSION

Following the Disposal, the Group has a very strong financial position.
Recent evidence increasingly supports the view that the recovery of the US
economy is underway and this should lead to an upturn in the global
economy. Given the Group’s strong financial position, it will continue to
take a cautious approach in seeking investment opportunities with attractive
long-term returns in the investment banking and other financial services-

related sectors.
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