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FINANCIAL RESULTS AND OPERATION REVIEW
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The Directors are pleased to present the Group’s Interim Report and condensed
accounts for the six months ended 30 June 2005. The consolidated profit and
loss account, consolidated cash flow statement and consolidated statement of
changes in equity of the Group for the six months ended 30 June 2005, and the
consolidated balance sheet as at 30 June 2005 of the Group, all of which are
unaudited and condensed, along with selected explanatory notes, supplementary
financial information and supplementary information are set out on pages 7 to
56 of this report.

In the first half of 2005, the local economy continued to improve with gross
domestic product increasing by 6%. Employment situation improved gradually
and consumers regained confidence, while the property market became active
again.

The operating environment in the banking sector remained taxing. Growth in
loan demand did not match the pace of the economic rally, while competition
in the banking industry remained intense. Earlier in the year, the influx of hot
money interrupted the local interest rate trend. Subsequent to the measures in
late May by the Hong Kong Monetary Authority (HKMA) to refine the Linked
Exchange Rate mechanism, the interest rate gap between HK dollar and US
dollar gradually narrowed, leading to higher funding costs for banks.

The anticipated further interest rate-hikes in the second half of the year will
soften loan demand and abate property and investment market activities. This,
coupled with soaring oil prices, will dampen the pace of economic growth.
Such developments will present more challenges to the banking sector.

Comparing the Bank’s operating results for the first half of 2005 with the
corresponding period of 2004:

Profit after taxation amounted to HK$530,405,000, representing an increase of
13%, mainly attributable to the revaluation surplus on investment properties.
Meanwhile, non-interest income dropped, and impairment allowances written
back decreased as compared with the releases of provisions for bad and
doubtful debts in the corresponding period last year.

Net interest income remained at last mid-year level. Amid rising funding costs
in the first half of the year, interest margin continued to contract as lending
interest rates lagged behind deposit rate rises. The negative impact was however
offset by higher loan-to-deposit ratio and increased earnings from free funds.
Net interest margin contracted by 8 basis points compared with the corresponding
period last year.

Underwriting profit from insurance business increased, mainly attributable to
appropriate risk management measures resulting in fewer cases of claims,
despite a 16.7% regression in insurance operating income to HK$181,143,000.

Other non-interest income was down by 6.3% to HK$203,090,000, mainly
attributable to the reduction in securities brokerage and securities trading
income. Wealth management income, on the other hand, was on a growth track.

Total operating income fell by 5.2% to HK$925,927,000. Operating expenses
increased by 6.1% to HK$283,313,000, mainly due to rising expenses in
business promotion and human resources.
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The cost-to-income ratio increased by 3.2% to 30.6%, compared with the first
half of 2004. Operating profit before impairment allowances dropped by 9.4%
to HK$642,614,000. Impairment allowances of HK$3,056,000 were written
back. Provisions for insurance claims declined by 22.6% to HK$136,851,000
in line with the drop in insurance revenues.

Operating profit dropped by 7.7% to HK$508,819,000.

Reflecting surging property prices during the period under review, the Bank
recorded an investment properties revaluation gain of HK$119,847,000. In
accordance with Hong Kong Accounting Standard No. 40, the said revaluation
gain has been reflected in the Group’s profit and loss account.

Total customer deposits of HK$53,192,025,000 maintained at last year-end
level and was 8.8% higher than the level in the same period last year. The
amount of certificates of deposit issued was 6.7% higher than that at the end
of 2004.

Advances to customers increased by 18% from the level a year ago to
HK$34,941,763,000, up 12.2% as compared with that at 2004 year-end.
Impairment allowances amounted to HK$172,720,000, of which 59% was

collective impairment allowances, representing 0.29% of the total advances to
customers. The loan-to-deposit ratio was 61.4%, higher than the 56.1% for the
same period of 2004 and 54.4% at 2004 year-end, reflecting stronger loan
growth in the first half of 2005.

The return on average total assets was 1.49%, slightly higher than 1.41%
for the same period in 2004. The return on average shareholders’ funds was
11.01%, above the 10.82% recorded in the same period last year.

At 30 June 2005, the consolidated capital adequacy ratio was 18.7%, and the
average liquidity ratio was 47.8%.

Deposits

The gradual rise in local interest rates prompted a rising number of depositors
to seek higher returns by shifting their funds from current or savings accounts
to fixed deposit accounts. Competition for deposits intensified and this pushed
up the funding costs following the outflow of hot money triggered by HKMA's
refining measures to the Linked Exchange Rate system. The Bank will monitor
market development and adjust the deposit rate strategy to grow its deposit
base. Deposit product range will be expanded to meet customers’ needs.
“All-In-One” Service, aggregating a client’s transaction activities in a single
account, was launched in February and well-received by customers.

As at 30 June 2005, certificates of deposit totalling HK$3,391,973,000 were
issued, up 6.7% as compared with that at last year-end. Among them, a great
majority are floating rate certificates of deposit and a small amount are fixed
rate certificates of deposit issued to individual investors.

Fuelled by depositors speculating on an upward revaluation of renminbi, the
volume of the Bank’s renminbi deposits sharply increased in recent months.
The renminbi appreciated against the US dollar by 2% following the
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announcement of renminbi revaluation and restructure of exchange rate
mechanism by the Chinese government on 21 July. Under such circumstances,
people may increase their holdings in renminbi, and wider circulation of this
currency is expected. The range of renminbi financial products can be further
extended in Hong Kong given the favourable conditions and potentials.

Advances to customers

In the buoyant property market, the Bank expended great efforts to grow its
residential mortgage lending business by 6.8% in the past six months. However,
upward property prices and continuous interest rate-hikes will likely slow
down property transactions. It is anticipated that the property market will
become active again after a period of consolidation.

Corporate loans outperformed the target and soared by 23.3% as compared
with that at 2004 year-end. Similarly, syndicated loan financing achieved a
20.2% growth over last year-end level.

Total advances through the Bank’s hire-purchase and leasing subsidiary, Wing
Lung Finance Limited, grew in the first half of 2005 as compared with that at
2004 year-end. However, a mild decrease in operating profit was recorded, due
to rising funding costs.

Treasury

Combined income from foreign exchange and money exchange business slipped
1.9% from the level a year ago.

The US dollar gained against other major currencies in the first quarter of the
year and strengthened more significantly in the second quarter. Moreover, as
interest rate gradually rises, clients’ participation in foreign exchange activities

curtailed, causing a mild contraction in trading volume and profit.

The Bank was active in capital market activities in the first half of 2005,
participating in floating-rate instruments and structured bonds investments
while closely monitoring market situation and interest rate trend. Appropriate
market adaptive strategies will be devised and implemented for earnings
enhancement.

Wealth Management

Wealth management income progressed by 20.9% over the same period a year
ago.

The US Federal Funds rate is now 3.5% after ten consecutive increases since
June 2004, and the trend is likely to persist. Consequently, investors have taken
a more prudent view towards interest rate linked structured products and prefer
to channel their funds to interest-earning deposits.

The Wealth Management Centre will vigorously identify appropriate investment
products, widen the client base, and launch promotion campaigns to grow sales
volume.
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Credit card

As at 30 June 2005, the total number of credit cards issued increased appreciably
as compared with 2004 year-end, whereas total credit card receivables retreated.

In the first half of 2005, more resources were allocated to expand the card base
and bolster credit card lending. Under proper cost control and improving bad

debt conditions, credit card business grew steadily, commensurate with the
Bank’s expectation.

In addition to growing the card base, new products including revolving cash
card and loans for tertiary students will be launched in mid-September to
further expand its card business for better returns.

Securities broking

Trading volume of the local stock market in the first half of 2005 remained at
the same level as last mid-year, largely attributed to transactions from issuers
and fund houses as opposed to the retail sector. With most of its customers
being retail investors, the Bank’s securities business and related income regressed
somewhat.

The threat of continuous interest rate-hikes will loom over the overall investment
atmosphere in the second half of the year despite the anticipation of a more
active stock market.

Insurance

Underwriting business of Wing Lung Insurance Company Limited declined in
the first half of 2005 due to contraction of property damage and employee’s
compensation classes, stiff bidding competition and fewer infrastructure projects
in both the public and private sectors. However, underwriting profits maintained
growth thanks to a reduction in claims.

The Insurance Department recorded a gain in agency business and commission
income, mainly contributed by the increase in public light bus and residential
mortgage insurance.

Life insurance sales retreated, signifying consolidation after several years of
rapid growth.

Branch network

The Bank has 33 local branches, a Shenzhen Branch in China, a Los Angeles
Branch in the US and a Cayman Islands Branch. All achieved steady growth
in both business and returns.

Preparatory works are underway for setting up a sub-branch in Nanshan
District, Shenzhen after obtaining China Banking Regulatory Commission’s
approval. A suitable location has been identified, and the sub-branch is scheduled
to operate within the year for further business expansion on the Mainland.
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May 12 saw the foundation stone laying ceremony of the new building for Los
Angeles Branch in the City of Alhambra. Construction work is expected to be
completed before the year-end. Relocation of Los Angeles Branch is scheduled
prior to March next year after completion of all interior decoration and fittings.

I nvestment in information technology

In the first half of 2005, the Information Technology Department continued to
assist other departments in enhancing information technology application
capabilities for business development, operational efficiency and risk
management. The Bank entered into an agreement with IBM in March to
cooperate with IBM’s software development centre in Shenzhen to bolster
system development capability.

Human resources

At the end of June 2005, total workforce amounted to 1,316.

In order to upgrade the skills, knowledge, management and sales techniques of
its staff so that they are better able to serve business and customers’ needs, the
Bank’s Human Resource Department has been actively organising seminars
and training sessions related to bank operations, product knowledge, information
technology and specialised topics, and co-organising certain management
programmes with universities and the Vocational Training Council. The
Department also sponsors staff members to attend various training programmes
so that they can obtain the required professional qualifications. Exchange visits
with overseas correspondents take place regularly to share and mutually update
business and operational experience which should be useful for future
development.

By Order of the Board
Maria Wan-sin FUNG
Secretary

Hong Kong, 17 August 2005



