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REVIEW OF OPERATIONS

The Market

The Hong Kong stock market remained buoyant in the first half
of 2004. The Hang Seng Index almost reached a three-year
infraday high, climbing to 14,058.21 on 1 March, before
profittaking took over and the period closed at 12,285.75;
290 points lower than the year end of 2003. The bullish
sentiment evolving in 2003 continued into the first quarter of
2004 and was liquidity driven as institutional investors
diverted their investments from US Treasuries and other long-

term debt instruments info equities.

However, investor sentiment altered in the second quarter of
2004 due to the surging oil price, fears of inferest rate hikes in
the US, and cooling measures imposed on the PRC economy.
These factors resulted in a second quarter sell off. The daily
average market turnover dropped from a level exceeding
HK$20 billion in January to less than HK$10 billion in June.
For the whole of the first half of 2004, the average daily
market turnover was HK$16.68 billion compared to

HK$6.96 billion for the first half of 2003.

Securities Broking

The turnover and brokerage income of our Securities Broking
division enjoyed strong growth in line with the buoyant stock
market conditions. New account openings increased
sigmficonﬂy during the period, beneFiTing from a surge in
capitalraising and corporate activities. VWe participated in 42
issues including new share offerings, sub-underwritings and

placements of equities for clients.

The income stream derived as a Liquidity Provider of derivative
warrants and Equity Linked Instruments to derivative issuers has
increased by more than 60% compared with the previous half-
year. Our income from institutional and corporate clients has
also increased considerably, compensating for the lower
income earned through the provision of third party execution

services fo non-exchange partficipants.

As the business has continued fo expand and grow over the
last halfyear period, the need has arisen fo lease additional
office space. We are confident in pursuing our long-term

growth sirategy info the second half of 2004, and beyond.
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SHK Online

SHK Online began 2004 with sfrong momentum, establishing
a new record in January for monthly net profit. New accounts
and turnover continued to grow throughout the first quarter,
while the second quarter was somewhat quieter. As a whole,
the number of accounts increased by 22% during the first half
of 2004. Transaction value is up approximately 230% relafive
to the corresponding period ended 30 June 2003, and 50%

relative to the previous halfyear.

The second half of 2004 has begun on a more subdued note
for the general market. Accordingly, it is likely that the pace of
growth in new account openings and turnover will soffen
slightly. However, welltargetted marketing together with
effective client acquisition programmes should assist future
performance. The recent launch of SHK Online’s US trading
facility, provided through Pershing LLC, together with
additional products planned for the eFutures channel, is

expected fo provide impetus for future growth.

Foreign Exchange, Bullion, Commodities, Financial
Futures and Other Products

Throughout the first half of 2004 the financial markets have
been focused on the US Federal Fund rate. Talk of interest rate
increases has resulted in a dampening in the foreign exchange
market. We have experienced significant declines in
transaction volumes, dealing profits and inferest income,
relative to the same period in 2003.

The drop in our foreign exchange business has been offsef by
the remarkable growth in both Hong Kong commodities
products [40% increase in fransaction volume) and US
commodities products [60% increase in fransaction volume).
Instability in the Middle East, and the outlook for inferest rates
have both continued to drive the oil price upward. As a result,
it is likely that much of our attention in the commodity markets
will be directed towards oil futures for the second half of
2004.

The infroduction of our eFutures initiative to our traditional
Account Executive network in the first quarter of 2004 was
well supported by both the clients and Account Executives,
and we are enthusiastic about its future contribution to our
business.
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The transaction volumes in precious metals in the first half of
2004 were slightly lower than those in the corresponding
2003 period. Given that sound markets prevail, we anticipate
that our income streams from the provision of transaction

services will remain sfrong in the second half of 2004.

Branch Network

The focus for branch management in the first half of 2004 has
been on the continued fraining and professional development
of our sales staff, and the longterm promotion of our Company
through client education programmes. Initiatives such as
investment seminars (held in conjunction with SHK Research),
site/factory visits of listed companies for branch clients, and
mutual fund seminars have been well received and have
strengthened client relationships. Following the opening of our
Customer Service Centre in the second half of 2004, we
expect an overall increase in client safisfaction, and continuing
improvement in the branches’ contribution to the Company's
botiom-ine.

Research

The SHK Research division published 103 reports and
attended 364 company visits/presentations in the first half of
2004 (compared with 165 reporfs and 267 visits in the
corresponding 2003 period).

Our top 20 calls during the first six months outperformed the
Hang Seng Index by a range of 12.3% to 62.2%. With our
research quality being increasingly recognized, we
experienced a further growth in media exposure with a fotal of
1,602 quotes in the first half of 2004 [as compared to 1,504

for the same period last year).

The breakdown of calls by our committed and independent
research team for the first half of 2004 is as follows: Buy 49%,
Hold 34%, Sell 17%.

Corporate Finance

In the first half of the year, the Corporate Finance division
successfully complefed the secondary placement of shares of
Sinofronics Holdings Limited and Champion Technology
Holdings Limited. The division was also involved in the
placement of B shares of RUER 77 &t #% & B X ) B R 2 A
[BOE Technology Group Co., ltd.] which is listed on the
Shenzhen Stock Exchange, PRC.
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The division was the financial adviser to Wonderful World
Holdings Limited on the proposed open offer to qualifying
shareholders, the financial adviser to COL Capital Limited on
the general offer for the repurchase of shares, and the
independent financial adviser to Melco International
Development Limited and Shanghai Century Holdings Limited
on the major & connected transaction and discloseable &
connected transaction respectively. Furthermore, the division

was actively involved in a number of underwriting exercises for
IPO issues.

Securities Margin Financing

Notwithstanding the reduced market activity in the second
quarter, we have been able to maintain a similar level of
outstanding loans on our margin finance book to that

experienced in the corresponding 2003 period.

Term Lending
Our term lending activity level for the first half of 2004 was
consistent with the first halfyear of 2003. This segment of our

business continues fo make a satisfactory contribution fo profi.

Wealth Management
SHK Wealth Management experienced a solid first half in
2004, almost doubling both its ‘assets under management’

and revenue relafive to the same period in 2003.

This robust performance is reflective of the strong team in SHK
Wealth Management and the well-balanced business model
that has been adopted. The outlock for the second half of
2004 is positive; the platform now carries over 1000 funds
from 33 global mutual fund companies; ‘assets under
management’ continues to grow at a steady rate, and we
continue fo be competitive in atfracting the fopier consultants
in the industry.

Alternative Investments

For SHK Fund Management's Alternative Investments division,
the second quarter of 2004 proved to be a difficult
environment in global financial markets. Investors focused on
US employment and macroeconomic data, which were
positive, yet raised concems of impending inflationary
pressures. This, in conjunction with renewed concerns
regarding ferrorism and uncertainty surrounding the US
presidential elections set a nervous fone in the markets and
caused strong volatility across most market sectors throughout

the second quarter.
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As a result, Alternative Investments interest rate sensitive funds
witnessed some outflows, with funds stabilizing around
US$210 million by the end of the first half of 2004. In January
2004, Alternative Investments launched the SHK Value
Restructuring Fund, ifs second sub-fund in the SHK Global
Strategy Fund range. The fund focuses on the Distressed Debt
market, which is a sector that we believe will continue to

generate investor inferest through sound returns.

We are optimistic about the future prospects of both our funds
and are looking forward to positive refurns and solid fund
inflows for the second half of 2004.

Insurance Broking

The general insurance industry suffered from soft market
conditions in the first half of 2004 with premiums dropping
sharply, in some cases by more than 20%. Property and
Casualty insurance bore the brunt of premium shrinkage,
although this weakness was largely offset by new business.

Despite the difficult market conditions, the division was able to
achieve growth of approximately 10% through increased
market penefration, offering additional insurance solutions fo
our existing client network, and our ability to maintain flexibility
and quickly focus on attractive market segments such as
Financial /Professional Risk, and the bouyant Property and
Hotels sectors in Macau.

We confinue to explore partership opportunities in Mainland
China as part of our long-erm growth strategy.

Electronic Financial Information Service

SHK Financial Data Limited (“SHK Financial Data”) continued
fo maintain ifs position as one of the leading information
content providers of comprehensive financial information
covering Hong Kong equity markets. During the period under
review, its turnover has increased broadly in line with the
overall improvement in sentiment in financial markets and the
local economy while its net proﬁt margin has improved
significonﬂy.
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“"Market Calendar” and

"Intelligent Stock Monitor”, have both received positive

Its newly developed products,

responses from business partners and the market. SHK
Financial Data continues to improve its market presence by
providing innovative products and maintaining close
relationships with many of the major financial portals in Hong
Kong, whilst at the same time increasing its revenue from
subscription-based clients.

Shun Loong Group

We have overseen a considerable stabilization of Shun
Loong's operations and client base since the acquisition of the
Shun Lloong Group by Sun Hung Kai Investment Services
Limited {"SHKIS") in June 2003 with the ongoing adoption of
measures designed to strengthen controls and bring Shun

Lloong's processes into line with those of SHKIS.

We have been able to develop Shun loong from an almost
terminal situation fo a position where it now enters the second
half of 2004 well-positioned for growth, following the opening
of four representative offices in the PRC, an expanding sales
team, and the continuing development of attractive new

business opportunities.

INVESTMENTS IN

PRINCIPAL ASSOCIATED COMPANIES

Tian An China Investments Company Limited

(“Tian An”)

Affected by the strengthening of macro-economic measures
taken by the PRC government, the gross domestic product of
the PRC in the first quarter of 2004 recorded an amount of
RMB2,710.6 billion, an increase of 9.7% compared fo the
corresponding period of 2003, yet the growth rate was 0.2
percentage point lower reflecting the downward trend. During
the same period, policies having a direct impact on Tian An
included the increased capital requirement for all real estate

companies and the credit squeeze in the industry.

On the other hand, the abnormally high temperatures
experienced, as well as the acute shortage of energy early this
summer has inevitably delayed the progress of property
developments in the PRC. Hence, during the period under
review, total sales attributable to Tian An of 120,100m?
Gross Floor Area (“GFA”) from residential /commercial
properties were recorded (2003: 146,920m? whereas
438,800m? GFA were under construction (2003:
481,000m?).
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Projects listed for sale in this period were quality products in
the local markets both in terms of brand name and price. These
included Shanghai Tian An Villa Phase 1, Shanghai Tian An
Centre, Wuxi Redhill Peninsula Phase 2, efc. With a higher
profit margin, the turnover of Tian An increased to
HK$887,221,000, 113% higher than that of last period. The
net profit for the period under review was HK$52,274,000,
representing a 297% increase over the previous period.

Despite the control measures adopted in the PRC in the first half
of the year, the property market is expected to remain relatively
stable for the rest of 2004.

Quality HealthCare Asia Limited

(“Quality HealthCare”)

Quality HealthCare has been successful in delivering a
significantly improved profit performance for the first six months
of 2004. This result has been achieved through a combination
of sustained effort by both its frontline healthcare professionals
and the backoffice team, and has been driven by
management's focus on core business and effective cost
confrol. Cash flows strengthened over the period, resulting in

lower financing charges.

The administration of the medical division's increased range of
services and healthcare plans focused on efficiency and cost
minimisation. Quality HealthCare is now in a position fo
consider new inifiatives, new markets and a growing business
portfolio.

Quality HealthCare continues to support the government in its
publicprivate partnership initiatives in the healthcare sector,
and looks forward to further collaboration on programmes for
the benefit of the Hong Kong community.

Yu Ming Investments Limited (“Yu Ming”)

During the period, the major investments of Yu Ming were in
intenational bonds, the Argyle Centre shopping mall in
Mongkok, and the International Exhibition Centre ["IEC”) at the
Hong Kong International Airport.
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The HK$200 million high-yield bond portfolio continues fo
provide reliable income for Yu Ming and looking forward, we
are comfortable with the investment. As the property market
improved throughout the period, Yu Ming also sold some retail
shops in the Argyle Centre. For the IEC, significant bookings
were secured from both local and overseas exhibition
organizers well in advance of its scheduled opening in 2006.
A robust property market and increasing retail activity in Hong
Kong suggest a solid outlook for Yu Ming's property
investments.

Subsequent to 30 June 2004, Yu Ming made a HK$35
million investment in a convertible note issue of a Hong Kong
airline, and will increase its investment if the business

progresses as planned.

FINANCIAL RESOURCES AND GEARING RATIO

The Group consistenﬂy maintained a strong financial position.

As at 30 June 2004, the net assets of the Group increased by
3.15% to HK$4,633.5 million when compared fo the net
assets as at 31 December 2003 of HK$4,492 million. The
Group's shortterm bank deposits, bank balances and cash
amounted to HK$610.5 million (at 31 December 2003:
HK$566.9 million). The Group's total bank borrowings and
loan notes amounted to HK$321.9 million (at 31 December
2003: HK$551.3 million) with HK$65 million (at 31
December 2003: HK$289.4 million) repayable within one
year and HK$256.9 million (at 31 December 2003:
HK$261.9 million] repayable beyond one year.

The liquidity of the Group remained healthy as demonstrated
by the current ratio (current assets/current liabilities| of 2.24
times as at 30 June 2004 (at 31 December 2003: 1.92
times). The Group's current ratio showed further improvement
in the period ended 30 June 2004.

The Group continued to maintain a low gearing ratio,
caleulated on the basis of the Group’s total bank borrowings
and loan notes over the Group’s shareholders’ funds, at 6.95%
at the period end (at 31 December 2003: 12.27%).
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CAPITAL STRUCTURE, BANK BORROWINGS
AND EXPOSURE TO FLUCTUATIONS IN
EXCHANGE RATES

The Group has not issued any additional shares or made share
repurchases during the period.

Other than the morigage loans and 4% loan notes in a sum of
HK$262.9 million, the Group's bank borrowings were on a
shortterm basis and in HK dollars as at 30 June 2004. They
were charged at floating interest rates. There are no known

seasonal factors in our borrowing profiles.

The fluctuation in exchange rates and market prices do not
impose a significant risk to the Group as its level of foreign

currency exposure is relatively immaterial.

MATERIAL ACQUISITION AND DISPOSAL OF
SUBSIDIARIES, ASSOCIATED COMPANIES
AND JOINTLY CONTROLLED ENTITIES

There were no material acquisition and disposal of
subsidiaries, associated companies and jointly controlled

entities during the period.

SEGMENT INFORMATION

Detailed segment information in respect of the Group's turnover
and contribution to profit before taxation are shown in note 2
to the accountfs.

CHARGES ON GROUP ASSETS

Listed shares with an aggregate value of HK$145.6 million
were pledged by subsidiaries for bank loans and overdrafts.
Leasehold properties of the Group with a tofal book value of
HK$94.7 million were pledged by subsidiaries to banks for
mortgage loans and overdrafts granted to them with a fofal
outstanding balance of HK$70.2 million as at 30 June 2004.
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CONTINGENT LIABILITIES

(a)

(b)

At 30 June 2004, the Group had guarantees as follows:

RAEE
o EEMR-TEWFEAA=+AZRE
mF -

30.6.2004  31.12.2003

HK$’000 HK$'000
FTHER TET
Guarantee for banking facility BT RERAZ
granted to an investee company RITEERE 7,020 6,989
Indemnities on banking T —RHEMK
guarantees made available EEREZ
fo a clearing house and RITIRE PIIE
regulatory body ZER 4,540 4,540
Indemnities on letter of credit H-RITHE—FF
issued by a bank for a loan B RPTE L E AR
to a client ZER - 67,556
Other guarantees H AR E 2,265 913
13,825 79,098

On 9 September 2002, SHKIS, an indirect wholly-owned
subsidiary of the Company, was served with a writ with a
statement of claim attached, by Shenzhen Building
Materials Group Co. Limited, a Shenzhen PRC registered
company, c\oiming the return of certain shares in
Shenzhen International Holdings Llimited (worth
approximately HK$38 million at 30 June 2004) together
with interest, costs and damages. The actions taken by
SHKIS in regard to the shares were based on considered
advice from reputable legal counsel, which advice was
strictly followed in its implementation. The case remains at
an early stage with interlocutory matters sfill being dealt
with. The plaintiffs have taken few steps to progress their
action. Notwithstanding, the case is being strenuously
defended and at this stage the Directors take the view that
while a provision has been made for legal costs, it is not
appropriate for any other provision fo be made with
respect fo this action.

b) RZZFEZT_FAANAR - FIITEME
BERAR (—MEHBRNT MK
ZARE) AFBERE (ARRZHEER
EMBERR) BHREER  ERRER
THRINBEEZERAERARZB D (R=F
TMENA=ZTHMNEISESET) » A
RESRZAE ERREBEX -
BERERBZTHEEN —EERE
EEBEAREZABREER M
BT o WHRMDERY LR - I
BETHERER - RAFARERERRK
RAB8XRTE - Ay - RERIEER
BEMRE  MERKEE  REESER
REFHFRERER - HUHFATE
BEFHEAEMEE -
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(c)

(d)

On 4 February 2004, Sun Tai Cheung Credits Limited
("STCC"), also an indirect wholly-owned subsidiary of the
Company, and SHKIS were served with a writ with a
statement of claim attached ("200,/2004") by Shanghai
Finance Ho\dings Limited, c|oiming, infer alia, an order
that the sale of the shares in Shun Loong Holdings Limited
("Shun Loong Shares") by STCC as assignee to SHKIS (at
a consideration of HK$36,500,000 subject to
additional amounts in a sum of HK$ 15,700,000 which
may be payable one year from the date of completion
under certain conditions) pursuant fo a sale and purchase
agreement dated 25 June 2003 be set aside, or
alternatively, as against STCC, damages and an account
as fo the money obtained by STCC in respect of the Shun
Lloong Shares. The writ is being vigorously defended.
STCC and SHKIS were properly advised at all times
during the transaction and firm|y believe that there is no
basis to the claim. STCC and SHKIS have applied o
have the claim struck out. The strike-out hearing is
presently listed o be heard on 28 October 2004. While
a provision has been made for legal costs, at this stage
the Directors are of the view that it is not appropriate for

any other provision to be made with respect fo this action.

The Group understands that a further writ was issued by
New World Development Company Limited (“New
World") in April 2004, naming Sun Hung Kai Securities
Limited ("SHKS"), a wholly-owned subsidiary of the
Company, as defendant, and claiming the sums of
HK$27,237,489.51 and HK$7,697,418.42, as well
as interest thereon from March 2000 and January 2001
respectively. The writ has not been served on SHKS. If
served, it will be vigorously defended. While a provision
has been made for legal costs, af this stage the Directors
are of the view that it is not appropriate for any other

provision to be made with respect fo this acfion.

c)

(d]

MRZZZMF = AMHE - Shanghai
Finance Holdings Limited [l Al £ 78 2 &) f
2EMBLARAMRERERR LA ([H
RERED R BREREZLREER
(1200/2004])) » 23k (K& 84E) ##H
HERERE(EREBEANREBEANAS
EE=FRNAZTHAZEEHERAN
BEREREIREEBAR 2 ARG
(TNERZ %15 1) (1618 36,500,000/ 7T -
EETHERRT  BElE) A —
F 18 X 1 % Hh 15,700,000 7T 2 K
) BRI FERERTASTHEEN
RERRFRERGHIRRER M PFERZ
SHE -EEEBRNTTUIBARE - HFE
EREMMBEREER M —ER
BERETE UREFHRE=ERE
B RERERTBERECRBI
BRURRE - SIRRARCDHHAR _-F
ZNFEFATNBEE - ERER -
NRABERREFLFABREE B
Ik 37 AA B B A A el LA A o

SEMTHERERARQA ([Fit
RN -_ZZNFMARAAR 24
MERRFBELEFBRAR ([FBE
iE]) (ERESE) BHE —REFR
2 Sk R B 27,237,48051% T K
7,697 418 428 T AR DRI —_TET
FZAR_ZET-—F-ARMFIRZE
BAME - WREERTRKXEENBE
AL o EERE  REBENEEUR
B ERER  AREER/EEDLF
MERER  HHFLTEEEHEM
HA B -
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MATERIAL LITIGATION UPDATE

[a) Shun Lloong Finance Limited and Shun Loong Holdings
Limited (together the “Petitioners”), both wholly-owned
subsidiaries of the Company, filed a windingup petition
on 19 February 2004 in the Brifish Virgin Islands (“BVI)
seeking an order that Shanghai Finance Holdings Limited
be wound up by reason of ifs failure to pay debts owing
to the Petitioners. BVI proceedings are presently stayed
pending the outcome of 200/2004, the Hong Kong
proceedings.

(b) The Company, STCC and SHKIS filed a writ on 7
February 2004 (230/2004) naming as defendants
Shanghai Land Holdings Limited, Stephen Liu Yiu Keung,
Yeo Boon Ann, The Standard Newspapers Publishing
Limited and Hong Kong Economic Times Llimited and
c|oiming domoges for |ibe\, injunctive rehef, inferest and
costs. The case remains af an early sfage.

[c) An appeal has been lodged by SHKS against the
judgment delivered by the Hong Kong High Court in
favour of New World on 1 April 2004. The appeal is
based on considered advice from senior legal counsel
and is likely to be heard in July 2005.

HUMAN RESOURCES AND TRAINING

As of 30 June 2004, the tofal number of employees was 816
comprising 343 sales staff and 473 non-sales staff. Staff costs
lincluding Directors’ emoluments) and contributions to
refirement benefit schemes amounted to approximately
HK$85.7 million (2003: HK$68.8 million).

We operate different remuneration schemes according fo role.
For sales personnel, the package may comprise either a base
pay or draw and commission/bonus/sales incentive, or
alternatively, it can be a sfraight commission arrangement. For
non-sales personnel, the remuneration is comprised of either a
straight base pay, or where appropriate, a base pay with a

performance-based bonus element.

There are currently no share option schemes applicable to the

Group’s officers or employees.

BERFRZEH

o) EREMBERARRIEEEEFR AR
(HBRIZFAD (AREKRRIZEZEM
BRAR)E_ZTEZNF_A+HLEHREE
BEXHERR —BBERES  ER
Shanghai Finance Holdings Limited & B¢ {5 &
ABEFAZEE  WMERHAZR
Shanghai Finance Holdings Limitedi5 8% © &
RHEEZREBREREF200/20042
HER O BRABREAESZAERFIE
E{Z R o

b) AAF - MEERERFIBELKEN
ZEMFE_ALARLEBMEZERER
NE - BRE BXR  RXEREMR
ERARAREELEARERAR ER
WE) B HE R (230/2004) » BRFFH
BfE - BRBGEHS  URRESR
ZHMERER o WAFRIEERRY)ZE

B e

[c) MIBELEFEREESSEREN _TT
PP A — B FFHERBHR 2 HREL
L W ERRRBHBERERBERATIR
HzREREBRMEL - RH LHFR
AR —ETRFELAET -

AN EIRRIEI
HE_TZTZWFRA=TH SFEEBAHK
#E8I16% - BIE343LEHIEE R4/34 3k
EHES - BENET (BREEFHD) FRK
B EHRAE AN/ AEEL(ZEE
= :0688F&EHT) °

SEREHNFLHEIERITR ZH I
B - 2HEEZHFWESBEREFURMAE
SR HERS - EMERHE - MIEE
HEBZFMAEBERY  INEBEERBR
T EFERRRRE ML -

SERRYEEANESABRERES 2R
fE ARt & -
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In our continuing support of the Financial Services Bureau in
meeting human resource development needs of the financial
services secfor, we have offered internship places to local
university students to enhance their practical working
experience and develop their financial knowledge. We also
extensively recruit trainees each year, particularly at our
branches.

Up to 30 June 2004, we have organized a fotal of 17 in-
house Continuing Professional Training (CPT) programmes for
our sales and back-office stoff to ensure that they are updated

with new product knowledge and current regulatory issues.

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 & Risks Management Committee (the “CRM”), which
reports to the Executive Commitiee of the Board of Directors, to
ensure the proper monitoring and control of all major risks
arising from the Group's activities at all times. The Group's
Internal Audit and Compliance department (which reports
independently to the non-executive Chairman and the Audit
Committee) also performs regular reviews to supplement the
various infernal confrol measures adopted by the management
and various divisions within the Group, to ensure compliance

with policies and procedures.

Credit Risk

Credit risk arises from a number of areas. These include the
possibility that a counter-party in a fransaction may default
during the seftlement process. It also arises from lending,
sefflement, treasury, market making, derivatives, propriefary
trading, and other activities undertaken by the Group.

The Group’s credit manual sefs out in detfail 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.

REBBEXFMEEERRR SRR XL
ATHHFE  KERHEBEZRTAMAK
B4 - W Bh IS INE R T R4S 58 SOR BB
RAE - KE(LEE1T) BFHEZIBA
BREBAR -

BHE_ZTWNFEXA=TH  FETRET
HERBRHABER T HI/ERNBHESE
BIRE BMREIZESFHZERAZR
RUOZEEEBAEAM -

B bR

BERER
SEEERIRARERZERERERF YHE
BEERZESEBEZES (BIEANESITH
TZECeERzEEREREEZES ([
BERBEZEES])) THETRT - UBER
AR EASEEEMEECMETEZERR
BARENEE - BEIEE N @R3P ERE S
EANIPEEIEIRIEIN - EE 2 B KA REZX
(—EMIERTERERBREZESHIUE
M2EPMEEHEERZ - #MERZZK
REBFSAES -

FERE

EREERABOKEARS  BEXZHETE
ARERBARETHIREYN  FERBINA
gEREMR - W BB FEBEE - TE
Em BEEE URHMEEMREZS
) o

SEZEEBRKESIFIMEFEREER
FreoERFIRREXTR  FRAGRIZ
RENRBLFRAEEHERZESHLZ
BRATRAISIESIMETE »
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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 counter-parties. Decisions made daily by
the Credit department are reported and reviewed by the
Executive Directors and senior management of the Group and
by the CRM at its regular meefings.

Liquidity Risk

The Group manages ifs 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 fo ensure the
availability of sufficient liquid funds fo meet all obligations and
compliance with the statutory requirements such as the
Financial Resources Rules applying to various licensed
subsidiaries.

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

necessary, with af 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 fime to

time, is allocated against its users.

Interest Rate Risk

Inferest rate risk primarily results from timing differences in the
re-pricing 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 re-price its margin loans fo an appropriate level.
lts 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 spreod of interest

consistent with |iquidiry and funding ob|igotions,

Foreign Exchange Risk
Foreign exchange risk is the risk fo earnings or capital arising

from movements of foreign exchange rates.

FREEEEEMEESEER - FEMERR
SHFZEE  ERAREARDMELL
%o EERNBREHZHRERREZRT
EERSREEEERYBESEN  miEE
EZEemaR EMOE P EH®RE -

SEETERDASMKN  BRAEBEMR
WMeRnBERLE  UBTEHZEER
ko BERERERTESR  UBEEREH
BEEEABSRAHUEREEZRDESM
R UTEEEER(MEBRREEZERE
i Y B 2 B R B 15 A TR IR M)

EXRER
SEEFBE 2 ERER  UFEEBE
REEIRBAZREEELRENR

B VREBREB TR ZFERRAAEZ
R BEERESXBHRE - B2 KA (B
REmME) AEMRESE&RIE -

R =@k
FEEBREIEHRHENRZEE  AER
EEEMEE I EZMSIB - EEOFEE
REIZREFFBAREMERES - &6
AR ERERANKERER - HEATE
HFRARZBEEZBEKRF - KETRAR S
T ELE PR B B AR 2 B R AL B K
Fo REMXNZREDHMEHBERE - M
RECEENRESZRPUERFE R -
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The Group's foreign exchange risk primarily arises from
currency exposures originating from its leveraged foreign
exchange business or purchases of foreign securities on behalf
of clients. Foreign exchange risk is managed and monitored
by the relevant department under the limits approved by the
Group's Board or Executive Committee. In relation to our
leveraged foreign exchange activity, our position is that of a
marketmaker, and accordingly our risk is our open currency
positions which are subject to management approved limits
and are monifored and reported daily. The other possible 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. Accordingly, the Group has no significant

exposure fo foreign exchange fluctuations on loan assefs.

Market Risk

Market risk limits are approved by the Group's various
Commitiees 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 monifored on a “mark-fo-market”
basis with stop-loss limits. Market risk trading positions are
subject fo daily markto-market valuation, which is also
reporTed doi|y to the senior management for their review. The
Group's Internal Audit and Compliance department also
performs regular audits fo supplement the above controls o
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
infrastructure requirements, we need fo be particularly vigilant
in this regard, especially with the prevalence worldwide of
"hacking”, and “virus-attacks”.

SEZIERBEERGHERIMEXAE
BEBIEFZEE - SMNERBRBERE
BEEEESRRNTRESMILE ZRBEE
HERRESR - BHERIMNEEHHE - AR
SEDEARRZUE - Bt SMNERFE
BHUATHMEREEH ZRERS - WA
BRAXHEEBRRAEER EFENER
%o BN MEPELEERERRBIER
BEREREMREDE N RYSEER
PTAEMNERE - REETBEZBEREBUALR
HWEEET - ORESNERR o it - £E
ZEREEN EATERIMNE R o

™ % &k

miZERZBREREEZEZ RS HIREN
mEEEEY - FEMMTE  FEBRED
REREHEERESE  UHEBEMRRNESE
HBRFELLL® - AT mI5ERRLE
fK PR E RERIRAR - FRTHRBRZE
BESHZEAMSERMETHE  LE
FRcRelEEREMNER - SE 2K
MEREZAMEELERER  UHRE L
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In the aftermath of the various disasters impacting on the
insurance industry during the past years, appropriate
insurance cover has been more difficult and more expensive fo
obtain. 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.

In the case of our IT infrastructure, we also maintain stringent
security procedures, as well as offsite backup and recovery
programs which we continually review and refine.

Reputational Risk

A key factor for businesses in the financial services sector is
their reputation for financial probity and prudence. In our case,
with our important and valuable “brand”, we manage these
risks through our strong infernal 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.

BEBRFREXZISBUELE  RREREU
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