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BUSINESS REVIEW AND PROSPECTS

The economic recovery in the United States had fallen short of market
expectation. With little sign of economic recovery on both the local and
external fronts, the Hong Kong economy remained sluggish in the first
half of 2002. The volatile global equity markets and the corporate scandals
in the United States had driven investors to seek capital protection rather
than look for capital growth. In Hong Kong, despite low interest rate
environment, rising unemployment rate, weak domestic demand and
consumer spending, and declining stock and property prices dampened
overall market sentiment. Although export growth showed some signs of
improvement, the local GDP growth is forecasted by the Hong Kong

Government to grow only 1.5 per cent. for the full year of 2002.

Amid this economic background, the Group recorded an unaudited
consolidated loss attributable to shareholders for the six months ended

30th June, 2002 of HKS11.7 million.

The continuing contraction in the local stock markets adversely affected
the profitability of Lippo Securities Holdings Limited, a wholly-owned
subsidiary of the Company, and its subsidiaries, which are principally
engaged in underwriting, securities brokerage, corporate finance, fund

management, investment advisory and other related financial services.

On 17th January, 2002, the Company successfully completed the disposal
of The Hongkong Chinese Bank, Limited and its subsidiaries to CITIC Ka
Wah Bank Limited at an aggregate consideration of HKS$4.2 billion. A
special interim distribution for the year ending 31st December, 2002
totalling approximately HKS2 billion, equivalent to HKS 1.45 per share, was
made to the shareholders on 28th January, 2002. On 8th February, 2002,
the name of the Company was changed from “The HKCB Bank Holding
Company Limited” to “Hongkong Chinese Limited”.
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BUSINESS REVIEW AND PROSPECTS (continued)

On 27th May, 2002, the Group successfully acquired an 85 per cent.
interest in the issued share capital of Finibanco (Macau), S.A.R.L.
(“Finibanco”), a licensed credit institution in Macau, for MOP190 million
(equivalent to approximately HKS 185 million). This acquisition is consistent
with the objective of the Company’s management of creating additional
value for shareholders and increasing its investment in the investment
banking and financial service sector. China’s accession to the World Trade
Organization and Macau’s close proximity to the Pearl River Delta are
expected to further enhance the tourism and the financial and business
activities in the territory. It is expected that Finibanco will offer the Company
a platform to extend its financial services at an important traffic and

commercial hub at the mouth of the Pearl River Delta.

On 28th May, 2002, the Group also acquired an 85 per cent. interest in
the issued share capital of ImPac Asset Management (Holdings) Ltd. which,
through its subsidiaries, provides investment and management advisory
services in relation to mutual funds in Hong Kong and Asia. The acquisition

will compliment the existing fund management business of the Group.

Looking ahead, it looks like the recessionary haze will cling on the Hong
Kong economy for a little while longer until economic recovery picks up in
the United States and the Japanese economy starts moving again.
Domestically, the structural adjustments in the Hong Kong economy have
a little more way to go. Against this background, we expect that the Hong

Kong economy will remain sluggish for the forthcoming months.

Despite the challenging business environment, Hong Kong can be expected
to benefit from China’s accession to World Trade Organization and the
prosperity and increasing trade flows this would produce. Recent statistics
released by the Hong Kong Government may suggest early signs of Hong
Kong coming out of recession when a 0.5 per cent. growth in GDP was

recorded in the second quarter of 2002.

With its strong and healthy financial position, the Group is well placed to
explore investment opportunities in the financial and investment sectors.
However, given the present challenging economic environment,
management will take a cautious and prudent approach in assessing new

investment opportunities.



