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FINANCIAL RESULTS AND OPERATION REVIEW
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Hong Kong’s economy continued to flourish in 2006. Domestic
consumption resumed growth as employment situation and personal
income continued to improve. The wealth effect of the rising
property prices and a bullish stock market also helped prompt
more consumer spending.

The consolidated net profit for the year ended 31 December
2006, after making provision for taxation, amounted to
HK$1,605,789,000. Earnings per share was HK$6.92, up 44.8%
from 2005 year-end level. This increase was mainly brought
about by growth in both net interest income and non-interest
income as well as revaluation surplus on investment properties.
However, the Bank’s impairment allowances on loans and advances
also increased in 2006.

The Bank registered a loan-to-deposit ratio of 56.9%, lower than
the 62.6% in 2005. As net interest margin widened slightly
despite fierce competition, net interest income rose by 23.3%.

While net profit from insurance operations dropped by 1.2%,
other operating income increased by 44.2%, mainly attributable to
the increase in income from securities broking and trading.

Operating expenses went up by 17.1% mainly reflecting staff
increase and the rise in equipment maintenance and depreciation
expenses. The cost-to-income ratio was 28.1%, representing a
decrease of 1.8%.

In 2006, the Bank’s investment properties were revalued pursuant
to the requirement of the Hong Kong Accounting Standards and
recorded a revaluation gain of HK$512,626,000 as compared with
that of 2005 year-end, partly attributable to the appreciation of
Bank Centre in Mongkok after the making over of its first three
floors into a shopping arcade.
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The Bank’s asset quality remained at a satisfactory level with
impaired loans amounting to HK$180,503,000, being 0.47% of
gross advances. Charge for impairment allowances on loans and
advances was HK$44,254,000 for the year 2006.

The Bank’s consolidated total assets increased by 13.7% from
2005 year-end level. Return on average assets and return on
average equity were 2.01% and 14.92% respectively. The Group’s
capital adequacy ratio at 31 December 2006 was 16%, and the
average liquidity ratio for the year was 46.1%.

Comparing the Bank’s operating position and results for 2006
with 2005:

Deposits
In 2006, total deposits surged at a better-than-expected rate of
15.5%.

This robust growth of deposit was probably due to the influx of
capital as investors speculate on an upward revaluation of Renminbi,
and the abolition of estate duty in Hong Kong also prompted the
return of some overseas deposits. The buoyant stock market with
numerous IPO fund-raising activities in recent months also served
to draw foreign hot money to the territory. Although banks in
Hong Kong did not precisely track the 17 interest-rate rises of the
US Federal Funds, the local deposit interest rates still have become
more attractive. As much of the deposit growth was attributed to
savings accounts and term deposits, the Bank’s interest expenses
rose significantly.

As at 31 December 2006, certificates of deposit totalling
HK$5,004,252,000 were issued, up 17% as compared with that of
2005 year-end. These were overwhelmingly floating rate certificates
of deposit with a small amount of fixed rate certificates of deposit,
structured through derivatives to hedge against interest rate risk.
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Personal Renminbi savings and fixed deposits also increased
steadily.

In response to severe competition, the Bank will closely monitor
market development and design more new products to satisfy
customers’ needs and steadily grow its deposit base.

Advancesto customers
In 2006, loans and advances to customers increased by 5.2%.

In view of the slower property market in 2006, competition among
banks for residential mortgage business remained keen and banks
further lowered the mortgage interest rate to win over customers,
rendering mortgage yields extremely low. The Bank introduced
a series of preferential loan products and offered competitive loan
packages to customers in order to maintain its market share. The
new credit assessment model has been implemented, and it is
believed that the more accurate personal and corporate credit
assessment will help develop various kinds of loan businesses.

Supported by the economic rebound, corporate lending activities
achieved considerable growth. The strong performance was driven
by higher revolving loan utilisation and the enlarged customer
base. It is expected that intensified competition will continue to
exert pressure on interest rate spreads. The Bank will put more
efforts in introducing customised one-stop financial solution to
corporate customers, exploring new business opportunities and
strengthening the relationships with existing customers in order to
secure its market share. In 2006, the Bank participated actively in
the syndicated loan market, and the result is encouraging. The
Bank will closely monitor market development and selectively
participate in sound deals.

The hire-purchase and leasing sector has been experiencing a hard
time with an upsurge in bad debts and reduced profits. Responding
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to this difficult business environment, the Bank’s hire-purchase
and leasing subsidiary, Wing Lung Finance Limited, shifted its
business focus to machinery financing with the aim of achieving
target growth.

The Bank will continue to focus on personal, consumer and SME
loan business expansion for higher returns.

Treasury

Income from foreign exchange business decreased by 4%, whereas
income from money exchange business increased by 19.2%. On
aggregate, the Group enjoyed a 8.1% increase in gains on foreign
exchange trading when compared with 2005.

In 2006, exchange rates stayed in tight range with contracting

transaction volume. After 17 consecutive increases over 2 years,
the US dollar interest rate-hike cycle came to a halt, and the US

dollar weakened against other major currencies. The interest rates
of other comparatively low yield currencies, such as Japanese
Yen, Swiss Franc and Euro, are expected to go up steadily. In the
face of uncertain economic prospects and interest rate trend,
customers adopt a prudent stance towards foreign exchange
investment.

Income from money exchange business increased impressively,
as transaction volume increased and profit remained stable.

It is anticipated that US dollar will remain weak, while foreign
exchange market is expected to fluctuate widely in 2007. This
will provide a favourable setting for more income generating
foreign exchange activities. The Bank will expand its Treasury
Department in order to explore new sources of income.
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The Bank has been active in capital market activities and will
closely monitor market development and interest rate trend to
increase its investment in floating rate instruments and structured
bonds for better profit growth. The Bank will also formulate and
revise relevant strategies to meet the changes from time to time.

Wealth management
Income from wealth management initiatives increased by 15.5%
in 2006.

US dollar strengthened following several increases in interest
rates in early 2006, adversely affecting the sale of foreign
currency-linked products. The US rate-hike cycle came to an end
in August 2006, and the investment atmosphere of the global stock
market became more positive. The sale of equity-linked products
and unit trust gradually improved, bringing in better profit growth
for the Wealth Management Centre.

With the baby-boomers generation approaching retirement
age, there is great potential for investment products for retirees.
The Bank will try to tap the retirement market and design some
low-risk products with steady income to meet the needs of this
particular market segment.

Credit card

The Bank recorded an increase of 5.7% in the total number of
credit cards issued in 2006, and affinity card programmes were
also on the rise, while total credit cards receivables decreased.
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The Bank will continue to bolster credit cards issuance and enlarge
the card base. It is expected that higher income will be generated
through cross-selling with other products as well as rigorously
promoting Platinum Cards and Affinity Cards.

Securities broking

In 2006, the total trading volume of the Hong Kong stock market

increased significantly by 85.2% compared with 2005. The

Securities Department recorded commensurate growth in both
trading volume and commission income. Profit before tax more
than doubled, and interest income from securities margin lending
also increased.

Supported by continuous influx of capital, robust economic growth
in both China and Hong Kong and the strong performance of most
listed companies, the local stock market recorded considerable
growth with the Hang Seng Index hitting record high levels. It is
expected that Mainland China enterprises will continue to use
Hong Kong as a platform for listing and capital-raising and that
the favourable market environment is likely to persist with an
active stock market and greater market fluctuations during 2007.

Insurance

Wing Lung Insurance Company Limited recorded an increase of
8.4% in gross premium in 2006, mainly attributable to an increase
in employees’ compensation insurance and accident and medical
classes, while motor insurance business decreased. Underwriting
profit declined compared with 2005, resulting from higher claims
of 11.6% over that of 2005.

The Insurance Department registered a decline of 4% in commission
income in 2006 from all insurance classes. However, commission
income from life insurance products increased by 17.5%.



SRS BR AR © BEB W LR R TS
RAMT - ORI TALE AR BT B L
T -

B T8 B AT —YIG IR - 3% 1T R R AR
ar o b B AT Wk 1 18 B8 e B St A A A IR R o SRICE
B -

MITHLEZR ZOONEA—H+/CHBT R #* il -
Opening ceremony of Bank Centre Mall on 18 November 2006.
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From the left: Dr Patrick Po-kong WU, Vice-Chairman, Dr Michael Po-ko WU,
Chairman, Dr Philip Po-him WU, Executive Director and Chief Executive, and
Mr Che-shum CHUNG, Executive Director and General Manager, officiated at
the gold foil lion eye-dotting ceremony of the Bank Centre Mall opening.

The insurance operation will monitor
market development closely and formulate
prudent business strategies to achieve a
well-balanced portfolio.

Branch

Our network of 33 local branches,
Shenzhen Branch and Nanshan Sub-
Branch in China, Los Angeles Branch in
the US and Cayman Islands Branch all
performed solidly in operation.

To further cultivate the mainland market,
the Bank is now applying to upgrade the
Shanghai representative office to a full
branch. The Bank has also applied to the
Chinese authorities for a licence to operate
Renminbi business in Shenzhen Branch.

Los Angeles Branch has been running
smoothly since its relocation to its self-
built new office building. Taking
advantage of its proximity to the Asian
and Chinese community, the branch is
stepping up its marketing efforts for
business expansion.
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Investment in information technology

In 2006, the Bank developed a number of new systems to strengthen
management of various risks, including Two-Factor Authentication
of NET Banking, New Capital Accord (Basel Il) and Deposit
Protection Scheme. Continuous efforts were placed on improving
the operation efficiency of a number of application systems, such
as electronic banking system, securities trading system and safe
deposit box system.

Automated service channels

The Bank has been committed to expanding and strengthening the
capacity and efficiency of its automated channels in recent years
to provide more convenient services to customers. Statistics show
that by 2006 year-end 73% of customers’ transactions was conducted
through automated service channels, while 27% was conducted
over the counter.

Human resour ces

At the end of December 2006, the workforce of the Bank totalled
1,450 (2005: 1,355), including 1,409 locally, 31 in China and 10
overseas.

In order to upgrade the skills, knowledge and overall competitiveness
of its staff, the Bank’s Human Resource Department has been
actively organising seminars and training sessions related to bank
operations, product knowledge, information technology, sales
techniques and specialised topics. The Bank also encourages and
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. Furthermore, the
Department organises seminars and produces training videos related
to the relevant laws, guidelines and codes of various businesses in
order to ensure staff members’ understanding and observance of
those laws, guidelines and codes.



