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OPERATION RESULTS AND FINANCIAL REVIEW
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2002 was a difficult and challenging year for the Hong Kong
banking sector, as it sustained the impacts of the global economic
downturn and continued domestic restructuring. The consolidated
net profit for the year ended 31 December 2002, after making
provision for taxation, amounted to HK$757,632,000. Earnings per
share was HK$3.26, representing a decline of 11.2% as compared
with that for the year 2001. This occurred with narrowing interest
rate spread resulting from severe pricing competition. On top of
that, the low interest environment also affected returns on free
funds. Through effective stringent interest cost control measures,
our interest expense recorded a simultaneous decline. Overall, the
Bank’s net interest income decreased by 4.8%.

Other operating income increased marginally by 0.8% as compared
with 2001, mainly attributable to the increase in insurance and
agency income, net gain from foreign exchange trading and
commission income on wealth management products; however, the
increase was partially offset by a decline in commission income
from securities broking business due to the thin transaction volume
and the rise in cash rebate and other incentives given to residential
mortgage borrowers.

Operating expenses increased slightly by 1.5% as compared with
the same period in 2001, primarily dueto the increase in depreciation
expenses on the new teller platform system and the systemsinstalled
to upgrade securities and treasury service delivery capabilities.

During the year, the Bank’s asset quality improved. Non-performing
loans of HK$689,000,000 was lower than that of 2001, representing
2.29% of gross advances. Charge for bad and doubtful debts amounted
to HK$141,677,000.

The Bank reported a decrease in consolidated total assets by 4.4%
from the previous year-end level. Return on average assets was
1.2%, return on average equity was 9.8% and capital adequacy ratio
at 31 December 2002 stood at 21.1%. The average liquidity ratio for
the year was 48.3%.
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Deposits

The Bank’s deposit base stayed
roughly at the same level as at 2001
year-end with a slight decrease of
1.9%. In this low interest rate
environment, some of the depositors
channelled their funds to other higher
yielding wealth management
products.

As at 31 December 2002, certificates
of deposit, including a small amount
of fixed rateretail certificates of deposit,
amounting to HK$2,055,000,000
were issued, representing an
increase of 85.1% from that at
31 December 2001, in alignment with the Bank’s funding
requirements. Thetrial launch of the fixed rate retail certificates of
deposit in August 2002 had received good customer support. To
open up new source of long-term funding, further issues will be
launched if warranted.

Advances to customers

Total loans and advances to customers registered an increase of
3.7% over last year's level.

Despite adverse property market conditions, the Bank was able to
record some growth in residential mortgage business in
2002. Continued pricing competition in the residential mortgage
market has forced the residential mortgage interest rate to drop to an
unreasonably
low level,
and further
reduction of
interest rate to
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capture new businessesis not desirable. It is hoped that the property
market rescue measures introduced by the Government will help bring
forth market stability and healthy growth of the home loan market.

Personal bankruptcies hit a record high against trying economic
conditions, deteriorating the prospects for consumer loan business.

The Bank maintained an active presence in the syndicated loan
market and achieved satisfactory growth in 2002. In the coming
years, the Bank will take on an active role as facility arranger in
order to further expand its syndicated loan financing business.

Corporate financing activities recorded good growth. The progress
of the Bank’s hire-purchase and leasing subsidiary, Wing Lung
Finance Limited, has been satisfactory, with machinery and vessel
financing as the major income contributor. The subsidiary’s portfolio
has shifted from vehicle financing as this line of business has
become less rewarding and more risky. Machinery, production
equipment and vessel financing remain the subsidiary’s main business
focusin 2003.

Since expanding vigorously in time of adversities might not be an
appropriate move, the Bank will continue to take on prudent credit
policy to balance risks and returns, and keeping its portfolio asset
quality at a comfortable level is the prime objective for the current
year.

Bills

Despite an increase in Hong Kong's total exports, domestic exports
shrank against deteriorating external economic environment and
contracting domestic consumption. The Bank recorded a decline in
both bills business turnover and income at 31 December 2002. The
Bank will increase its participation in the “Small and Medium
Enterprises Devel opment Support Plan” and the* Accounts Receivable
Loan Guarantee Scheme” in order to open up new business
opportunities.

Treasury
Income from foreign exchange operation shrank due to thinner

transaction volume. Money exchange operation grew appreciably
given the revival of the local tourism industry in 2002.
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Treasury Department has launched forex option trading for its
customers and focused on growing its interest derivative instruments
operation in an effort to generate additional income avenues despite
weak economic conditions and thin transaction volume. One of the
key objectives of the Bank’s treasury strategy is to upgrade its risk
management capabilities to not only enhance returns but also to
control risks.

The Bank has been active in capital market activities, and the result
isencouraging. TheBank will keep akeen eye on market devel opment
and interest rate direction to formulate appropriate strategies to
optimize revenues.

Wealth management

The performance of Wealth Management Centre is encouraging
with substantial increase in fee income.

In a low interest rate environment,
demand for bonds and other investment
products is strong. Wealth management
will continue to be one of the Bank’s
major business thrusts as it is expected
to remain one of the bright spots for
some time. In addition to the Head
Office, the Bank has set up additional
centers in Mongkok Branch, Tsim Sha
Tsui Branch, San Po Kong Branch and
Happy Valley Branch to better serve its
customersin the vicinity. The Bank will
build up alarger sales force and allocate
additional resources and training so that
the customer service representatives are
well qualified to provide wealth
management services to customers.

The Bank distributes a wide selection of investment products
either from itself or from other institutions, bearing different
risk levels to meet various investment needs of its customers.
Minimum investment amounts of some wealth management
products have been lowered to cater to the needs of retail investors,
who are seeking higher yields on their capital.
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Credit card

The card industry was hard hit under prolonged deflation, weak
domestic consumption, high unemployment rate and rising personal
bankruptcies.

The total number of credit cards issued registered only a slim
growth in 2002; while credit card lending and receivables were
lower than that at 2001 year-end. The charge off ratio for the year
2002 surged to 14.6%. The Bank is opting for a moderate growth
in card base and credit card lending in time of adversities, with the
hope of reaping better profit growth when the economy turns around.

A credit data bank, facilitating the sharing of positive information
about customers among banks is expected to become operative in
2003 following the passage by the Legislative Council of an
amendment to the personal privacy code in April. It will help banks
in their credit assessment and should improve credit card quality
and bad debt positions of the banks.

Insurance

The performance of the Bank’'s
two insurance subsidiaries, Wing
Lung Insurance Company Limited
and Wing Lung Agency Limited,
which act as principal and agent
respectively for a wide range of
insurance services, recorded
remarkable growth. Total income
from insurance operations was up
31.8% as compared with the same
period in 2001, attributable to the
growth in underwriting and agency
businesses.

The performance in terms of business volume and income generated
from our joint ventures, viz, BC Reinsurance Limited, Hong Kong
Life Insurance Limited, Professional Liability Underwriting Services
Limited, Luen Fung Hang Life Limited and Equity Underwriters
Limited, has progressed on schedule. It is hoped that through close
relationship and cooperation with other banks, the Bank will be
more able to further expand its insurance business.
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Securities broking

Wing Lung Securities Limited and Wing
Lung Futures Limited provide various
securities and futures investment service.
Despite a substantial decline in the total
trading volume of the local stock market in
2002, the Bank recorded only amild decrease
in transaction volume. Income from futures
broking increased slightly.

Branch

Aspart of the Bank’s efforts to ensure effective resources allocation,
the Discovery Park Branch merged with Tsuen Wan Branch in
October 2002, thus reducing the total number of local branches to
34 branches.

The role of the branch network has changed as the Bank moved
more towards electronic delivery channels. Branches are now
assuming greater responsibilities as a sales center for the Bank’s
financial servicesand products such aswealth management, securities
trading, general insurance and life insurance.

The Bank’s Los Angeles Branch and Cayman |slands Branch both
achieved steady growth.

Information technology

After months' of testing and fine-tuning, the front-end terminals of
the new teller platform acquired from IBM have started operating in
branches and some departments. The testing of the back-end host is
underway and is expected to be completed in the third quarter of
2003.

Human resources
At the end of December 2002, total workforce amounted to 1,252.

Human Resource Department has been actively organising seminars
and training sessions related to bank operation, product knowledge,
information technol ogy and specialised topicswith aview to providing
continued training opportunities, and upgrading the skills and
knowledge base of its staff so that they are better equipped to cope
with business needs.



