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Chairman’s Statement

The Group’s results for the six months to 30 June 2003 were fully audited. Following concerns voiced by the investing community
and the public regarding a certain loan granted by our principal subsidiary Bank of China (Hong Kong) Limited and the
departure of our former Chief Executive, we promptly decided to commission the audit. Under the unusual circumstances,
we considered this a vital and necessary step because as a publicly listed financial institution that aspires to be among top-
tier banks in the world, our top priority is to ensure good corporate governance and be fully accountable and transparent to
our shareholders. As a result of this full audit, our financial statements for the six months to 30 June 2003 have been validated,
with a view to dispelling any possible doubt that could have arisen.

The first six months of 2003 continued to pose formidable challenges to the Hong Kong economy. Recovery still seemed far
off as unemployment figures kept climbing to record highs, deflation persisted, consumer credit demand further weakened
and property prices continued to decline. The onslaught of SARS towards the end of the first quarter added further uncertainties
to the economy by dampening interest in investment and consumer spending. As a result, competition within the banking
sector was intensifying and margins inevitably narrowed.

Notwithstanding all these challenges, business remained as usual for the Group during the interim period and our business
performance on the whole remained quite stable. Two of our key growth areas, namely, treasury operations and wealth
management performed exceptionally well. On the other hand, higher cost efficiency meant that we managed to achieve
considerable savings in operating expenses and human resources spending while maintaining our productivity and quality
of service. Before provisions, our operating profit in fact rose by 2.28%. However, the gains we achieved were offset chiefly
by the negative result of property revaluation that revealed a further decline in the market value of property during the period
under review. In addition, our net interest income also decreased whereas our net charge for bad and doubtful debts declined
as well. As a result, the Group’s profit before taxation decreased by 22.94% to HK$3,245 million and profit attributable to
shareholders was HK$3,012 million, representing a decrease of 11.80%. Our earnings per share were HK$28.49 cents. The
Board declared an interim dividend of HK$19.50 cents per share.

Notwithstanding this temporary drop in profit, the Group operates on a solid foundation. Our merger and restructuring exercise
in October 2001 has greatly enhanced our competitive strengths and enabled us to position ourselves as a full-service financial
institution that is integrated, efficient and forward-looking. We now operate under a sound corporate governance framework
and management system. We firmly believe that good corporate governance is of paramount importance in ensuring that the
interests of our shareholders, customers and employees are properly safeguarded.

The New Nongkai Loan incident, while having some short-term impact on us, has given rise to an excellent opportunity for us
to conduct a review of our corporate governance, credit approval procedure, risk management and internal control mechanism.
A Special Committee was established in early June for the purpose under the convenership of Senior Adviser Mr. Anthony
Neoh, SC, and with Independent Non-executive Directors Dr. Victor Fung Kwok King and Mr. Shan Weijian as members. In
accordance with its terms of reference, the Special Committee subsequently invited Mr. Richard Farrant, an internationally
renowned banking expertise and currently Non-Executive Chairman of the UK Banking Standards Board, as Special Adviser.
KPMG and Moores Rowland were also engaged to undertake different aspects of the review. The makeup and terms of reference
of this Special Committee ensured that the review was comprehensive, objective and impartial.

The Special Committee duly completed its task and submitted its report to the HKMA and the Company’s Board. More
importantly, we are committed to embracing these findings and recommendations so that we can further improve our corporate
governance, credit approval procedure, risk management and internal control. Furthermore, we will keep these functions
under constant review, with a view to seeking improvement to our operational systems on a continuous basis. This is what we
mean by reaching for higher standards.

On behalf of the Group, | wish to thank the Special Committee and everybody involved for their time, dedication and impeccable
quality of work.

While the Hong Kong economy is gradually improving, we would expect the operating environment as a whole to remain
difficult in the second half of the year as domestic demand continues to be weak and deflation and high unemployment
persist. Under this economic climate, our strategy is to focus on the development of our wealth management business to
meet customers’ needs through product and service innovations, continue to reduce cost and improve overall operational
efficiency in order to maximise shareholder value. The progress we have made in those areas so far speaks for the rightness
of that strategy.
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I am fully confident that our business model, strategy and people will help us realise our long-term potential. In the longer
term, we have reason to believe that the operating environment for Hong Kong’s banking sector will progressively improve,
particularly under CEPA. At the same time, the growth of economic activities resulting from the further integration of Hong
Kong with the Pearl River Delta will provide a new impetus for corporate and retail banking. The Group is well positioned to
capitalise on all these new opportunities. On the back of gradual economic recovery and barring unforeseen circumstances,
we are confident that our business development will stay on track.

I would like to take this opportunity to welcome again the appointment of Mr. He Guangbei, Executive Vice President of BOC
and Director of the Company, as Executive Director, Vice Chairman and Chief Executive of the Company on 28 May 2003. Mr.
He’s banking expertise and international experience will be invaluable to us as we reach for newer and higher standards and
go on to the next level of growth and development.

| wish to thank the Board of Directors for their counsel and guidance during a challenging period. Mr. Chia Pei-Yuan retired
from the Board in July 2003 for personal reasons. We thank him for his valuable contribution during his tenure and wish him
all the best. | would also like to thank our shareholders and customers for their continued trust and support. Last but not least,
a special vote of thanks must be extended to our staff for their hard work and devotion. | know | can continue to count on them
for the Group’s long-term success.
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Chairman
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