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Hong Kong’s economy picked up and continued its steady growth
track in 2005. The Bank also achieved improved results with
consolidated net profit, after making provision for taxation, up
7.4% from HK$1,032,146,000 in 2004 to HK$1,108,815,000 in
2005. Earnings per share was HK$4.78. The Board proposes the
payment of a final dividend of HK$2.13 per share which, together
with the interim dividend of HK$0.57 per share already paid in
September 2005, make a total dividend for the year 2005 of
HK$2.70 per share, representing an increase of 9.8% over 2004.

Return on average assets and return on average equity were 1.52%
and 11.25% respectively. The capital adequacy ratio and the
average liquidity ratio for the year were 17.6% and 48% respectively.

As at 31 December 2005, total deposits grew by 2.1% to

HK$54,306,040,000, while total advances to customers expanded
by 18.3% to HK$36,855,547,000. Consolidated total assets

amounted to HK$74,721,738,000, representing a 5.2% increase
over 2004.

In 2005, loan demand in Hong Kong did not increase in tandem
with the strong growth of the local economy, and competition in
the banking sector remained intense. Thanks to the encouraging
performance of our loan businesses and slightly widened interest
rate spreads, the Bank’s net interest income was on the rise.

The Bank’s performance in non-interest income businesses was
mixed. The sale of wealth management products was somewhat
affected as a wider choice of investment alternatives emerged as
interest rate trended upward. Our securities brokerage business
also saw contraction, whereas treasury business progressed steadily,
and income from insurance operations registered some growth.
The pace of profit growth slowed down due to increasing operating
costs.
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Entering 2006, people of Hong Kong have apparently regained
their confidence towards the economic development, and domestic
consumption and employment situations are improving. While
cautiously optimistic about the local economy, the Bank will
continue to expand its non-interest income businesses focusing on
wealth management, credit card, securities and insurance operations,
and to rigorously promote personal and consumer loan business
for higher returns and a more balanced growth. The bank hall of
our Head Office was renovated last mid-year to facilitate more
product cross-selling activities.

In the past two years, extra resources and manpower were placed
on information technology infrastructure enhancement following
the automation of a great number of conventional services in
recent years and on product development. We have also strengthened
our risk management framework, in particular, interest rate risk,
liquidity risk and credit risk in compliance with the requirements

of the New Capital Accord (Basel II).

To complement the business expansion of our Shenzhen Branch,
a sub-branch in Nanshan, Shenzhen was opened on 9 November
2005.

The construction work of the new building for our Los Angeles
Branch in the City of Alhambra has been completed. We will start
servicing our customers in more spacious and comfortable premises
upon relocation of the branch in early March.

On 13 January 2006 Moody’s Investors Service upgraded the
Bank’s financial strength rating from C to C+; long-term and
short-term foreign currency deposit ratings from Baal/P-2 to
A2/P-1, and assigned to the Bank long-term and short-term local
currency deposit ratings of A2/P-1, in recognition of the Bank’s
prudent operating strategy and philosophy.
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The economic environment in Hong Kong should remain favourable
in 2006, benefiting from the economic progress in the peripheral
regions. However, the pace of economic growth will be impeded
by unfavourable factors like further interest rate hikes and soaring
oil prices. In view of limited loan growth and acute competition,

2006 continues to be a challenging year for the banking sector.

Hong Kong has been rated by the Heritage Foundation of the US
as the world’s freest economy for the past twelve consecutive
years, an indication of a promising economic outlook. We must
treasure and strengthen our existing advantages including a
sophisticated financial market, a sound legal system and an
international metropolis. With Hong Kong'’s further integration
with the Mainland China, the two economies will be well placed
to capitalise on the strengths of each other for continued prosperity.

| report with deepest regret the passing away of Dr Yee-sun
WU, our Founder, on 11 May 2005. Leading the Bank for
continued growth for 43 years since its establishment, Dr Yee-
sun WU had formulated strategies of foresight at different
stages of development and laid a solid foundation for the
Bank’s future growth. The younger generations of the Bank
were privileged to have his guidance and share his extensive
knowledge and experience even after his retirement in 1976.
His death is a great loss to the Bank.

Your director Dr Philip Po-him WU was awarded Bronze
Bauhinia Star by the Hong Kong Special Administrative Region
in July 2005 in recognition of his meritorious public and
community service as well as his outstanding contribution to
the development of education. On behalf of the management
and staff, | wish to extend my heartiest congratulations to
Dr Philip Po-him WU.
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Dr Philip Po-him WU was presented Bronze
Bauhinia Star by the Chief Executive of the
Hong Kong Special Administrative Region.

Mr Pius Po-shung WU,

Assistant General Manager,
retired at the beginning

of 2006 after 41 years of
service with the Bank. On

behalf of the Board, | wish

to express our heartfelt thanks
to Mr Pius Po-shung WU for

his assistance and invaluable
contribution to the Bank

during the period of his

service, and wish him the best
of health and happiness in
his retirement.

On behalf of the Board, | would
like to take this opportunity
to express our gratitude to all
our customers, shareholders,
friends and fellow bankers
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for their continued support and guidance, to Dr Jieh-yee WU,
our Emeritus Chairman, for his wise counsel and to the

ERE RPN T management and entire staff for their ongoing dedicated service.
HHEK Michael Po-ko WU
mEs Chairman

—OO0OAREZHAZ+ZH 22 February 2006
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