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MANAGEMENT DISCUSSION AND ANALYSIS

Significant events during the period

On 17th January, 2002, the Group completed the disposal (the “Disposal’)
of its entire interest in The Hongkong Chinese Bank, Limited (“HKCB”,
together with its subsidiaries, the “HKCB Group”), then a banking subsidiary
of the Company, for an aggregate consideration of HKS$4.2 billion,
representing a premium of approximately 30 per cent. over the consolidated
net assets of HKCB immediately prior to the Disposal. The Disposal resulted
in a loss of HKS10.5 million. However, after taking into account the release
of goodwill of HK$827 million previously eliminated against reserves, the
Disposal gave rise to a significant increase in the Group’s net assets by

HKS817 million.

Following the Disposal, a special interim distribution totalling approximately
HKS2.0 billion, equivalent to HKS1.45 per share, was made on 28th
January, 2002. Together with the final distribution of HK$0.03 per share
made on 14th June, 2002, the Company paid out a total distribution of
HKS$1.48 per share in the first half of 2002.

Results for the period

The full deregulation of interest rates in July 2001 made it harder for
smaller banks to remain competitive. Facing stiffer competition, stagnant
loan demand and deteriorating loan asset quality, the operating
environment for banks in Hong Kong was much more difficult compared

with the corresponding period last year.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Results for the period (continued)

The Disposal enabled the Group to realise its investment at an attractive
premium at an appropriate time. However, the downturn in the local stock
markets has adversely affected the Group’s corporate finance, securities
brokerage and fund management businesses. As a result, the Group
recorded a net loss attributable to shareholders of HKS11.7 million for the
six months ended 30th June, 2002 (2001 — profit of HKS$9.7 million after
excluding the profit contribution from the HKCB Group).

During the period, the Group continued to engage in various financial
services businesses and took opportunities to diversify into better yielding
investments. After excluding turnover relating to the HKCB Group, it can
be seen that total turnover for the period increased 38 per cent. to HK$119
million (2001 restated — HKS86.1 million), of which 51 per cent. (2001 —
14 per cent.) was attributable to treasury and securities investments, 25
per cent. (2001 — 44 per cent.) to corporate finance and securities broking
businesses and 20 per pent. (2001 — 29 per cent.) to insurance business.

Net income contribution from treasury and securities investments amounted

to HKS25.7 million (2001 — HKS$14.3 million). Net loss incurred by
corporate finance and securities broking businesses and insurance business
amounted to HKS$5.7 million (2001 — income of HK$3.8 million) and
HKS$0.3 million (2001 — income of HKS0.5 million), respectively. Included
in the other segment results during the period was a provision for loss
arisen from fund management activities of HK$16.5 million (2001 — HKS8.1
million).
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Total assets and net asset value

Total assets dropped HKS$ 1.2 billion to stand at HKS$3.4 billion as at 30th
June, 2002 (31st December, 2001 — HKS$4.6 billion) and correspondingly
net asset value of the Group also dropped HKS 1.2 billion to HKS2.9 billion
(31st December, 2001 — HKS$4.1 billion). This was mainly due to the
combined effect of the abovementioned payment of the special interim
distribution during the period of approximately HKS$2.0 billion and the
increase in net assets from the Disposal of HKS0.8 billion. As at 30th June,
2002, consolidated net asset value per share stood at HKS2.15 (31st
December, 2001 — HKS1.54, adjusted to exclude the total distributions
payment of HKS1.48 per share during the first half of 2002). As assets
held by the Group were mostly denominated in Hong Kong dollars and

United States dollars, the exposure to exchange rate risk was minimal.

Liquidity ratio and gearing ratio

The Group’s financial position was strengthened over the period. As at the
end of June 2002, current ratio stood at a very healthy level of 6.5:1 (31st
December, 2001 — 2.4:1) with the aggregate of certificates of deposit
held and cash and bank balances amounted to HKS$2.6 billion (31st
December, 2001 — HKS$0.8 billion).
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Liquidity ratio and gearing ratio (continued)

Gearing ratio (total borrowing to shareholders’ funds) of the Group is
extremely low and stood at 1.0 per cent. at end of the period (31st
December, 2001 — 1.7 per cent.). Total borrowing (excluding liabilities
relating to banking operations) of the Group as at 30th June, 2002
amounted to HKS$30 million. This was a bank loan which was secured by
certain collateral of the clients of the Group placed on margin accounts
with the Group’s securities and commodities brokerage business. These
collateral have an aggregate quoted market value of HKS91.8 million as at
30th June, 2002. In comparison, the outstanding bank loan of the Group
as at 31st December, 2001 of HKS$S69 million was unsecured. All bank
loans were denominated in Hong Kong dollars, repayable within one year

and carried interest at floating rates.

As at 30th June, 2002, there were no charges on the Group’s assets (31st
December, 2001 — Nil). Other than those attributable to banking
operations, the Group had no material capital commitments or contingent
liabilities outstanding as at the end of June 2002 (31st December, 2001 —
Nil).

Changes in accounting policies

Following the Disposal, the Group no longer follows the disclosure
requirements as set out in the Supervisory Policy Manual “Financial
Disclosure by Locally Incorporated Authorized Institutions” issued by the
Hong Kong Monetary Authority. This change resulted in the restatement of
the Group’s profit and loss account, balance sheet and cash flow statement
to conform with the current period’s presentation with details as set out in

Note 1 to the interim financial statements.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Changes in accounting policies (continued)

In addition, certain accounting policies of the Group and disclosure practices
were changed as a result of the adoption of the new or revised accounting
standards issued by the Hong Kong Society of Accountants with details as

set out in Note 3 to the interim financial statements.

These had no material impact on the results nor net asset value of the

Group.

Staff and remuneration

The Group had approximately 140 employees as at 30th June, 2002. Total
staff costs incurred during the period amounted to HK$36.8 million (2001
— HKS 113 million). The Group offers competitive remuneration packages

to its employees.

Outlook

With the recessionary haze clinging on the economy, the outlook for
profitability remains weak. In response to the challenging environment,
the Group will continue to seek to diversify its income sources and enhance
its asset returns. Following the Disposal, the Group has been seeking
various business opportunities in the financial services-related sectors. The
Group has completed the acquisition of 85 per cent. equity interest in
Finibanco (Macau), S.A.R.L. (“Finibanco”), a licensed credit institution in
Macau. In August 2002, Finibanco was granted a license to act as
intermediary for general and life insurance products in Macau. The Group
has also acquired 85 per cent. equity interest in ImPac Asset Management
(Holdings) Ltd., a company engaged in fund management and the provision
of investment advisory and consultancy services. With its strong and healthy
financial position, the Group is well placed to actively but prudently explore
investment opportunities in the financial services-related sectors in the

region.



