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16.

17.

BERARFRUIICRBER (&) 16. OFF-BALANCE SHEET EXPOSURES (Continued)
(c) BF&iE (c) Capital commitments
RZEZ—FA=+HEKZ=ZF Capital commitments for acquisition of property, plant and
ETFE+-_A=+—HAEEY equipment outstanding at 30th June, 2001 and 31st December,
M R R T I R A BRIE R 2000 not provided for in the accounts were as follows:
EHEH 2 BREENT:
—Z22-F —EETF
~B=+H +Z-A=+—H
30th June, 2001  31st December, 2000
BERAERBITGNZHAX Expenditure authorised
and contracted for 11,972 159,398
EREREREITSHNZRAX Expenditure authorised
but not contracted for - -
11,972 159,398
EXRNERBERTHZERNS 17. RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW
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Operating profit

Depreciation

Amortisation of goodwill

Dividends received from non-trading securities

Income on held-to-maturity securities

Decrease in treasury bills maturing after three months

Decrease in placements with banks and other
financial institutions maturing after three months

Increase in trade bills

Increase in certificates of deposit held

Increase in trading securities

Increase in advances to customers and other accounts

Increase in deposits and balances of banks and other
financial institutions

Decrease in current, fixed, savings and other deposits
of customers

Increase in certificates of deposit issued

Decrease in other accounts and provision

479,160
23,609
291
(2,898)
(113,334)
989,116

2,868,629
(37.827)
(39,021)

(5.829)
(1,907,737)

378,977
(534,290)
525,006

(32,695)

2,591,157
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(a)

18. MATERIAL RELATED PARTIES TRANSACTIONS
(a) During the first half of 2001, transactions with The Bank of
New York Company Inc. ("BNY"), a substantial shareholder of

the Bank, or its subsidiaries were entered into by the Group in

the ordinary course of business and on normal commercial

terms. The income and expense for the period and on-balance

REEBBRNMIN &EREFTI 10 sheet and off-balance sheet outstandings at the period end
T are:
) WARZH (i) Income and expense
BE_EE-§ EHE_ZTIZTETF
NA=+HIE NA=t+HIE
~ER 7~ E A
Six months ended Six months ended
30th June, 2001 30th June, 2000
) B A Interest income 1,603 926
FEZH Interest expense 1,097 1,001
i) ZZTEE—FRA=Zt+HEZ (i) On-balance sheet outstanding at 30th June, 2001 and
TEETF+_A=1+—HE 31st December, 2000
EBEREH
—EE-F —ETTF
AA=+H +-A=+—H
30th June, 2001  31st December, 2000
RehEHhEse Cash and short-term

(iif)

RIRERAMERIEZ

funds 115,993 86,196
Deposits and balances of

banks and other

financial institutions 118,766 14,687

ZEE-FRA=THEZ (iii) Off-balance sheet outstanding at 30th June, 2001 and
222 FE+-_A=+—HE 31st December, 2000
EREBERAING
—Z22-%F —TTTHF
R"B=+H +tZA=+—H
30th June, 2001 31st December, 2000
EXEK Exchange rate contracts
BHTHE Contract amount 90,043 155,920
EEﬁZ$ Replacement Cost - -
BrantE e Risk weighted amount 180 312

@
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18. MEATEERS (&)
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18. MATERIAL RELATED PARTIES TRANSACTIONS (Continued)

(b)

(iv) On 27th August, 1999, the Bank entered into a Delegation
Agreement with BNY pursuant to which the Bank agreed
to provide various back-up support services to BNY in
connection with a securitisation transaction undertaken
by BNY.

In the first half of 2001, the Bank received from BNY a
service fee of approximately HK$35,000 ( 2000: Nil ) and
will continue to receive further service fees on an annual
basis during the term of the Delegation Agreement.

On 30th June, 1995, Wing Hang Zurich Insurance Company
Limited ("WHZ Insurance"), a 65 percent owned subsidiary of
the Bank, entered into a Management Agreement with Swiss
Insurance Management (Hong Kong) Limited ("Swiss
Insurance”), a wholly own subsidiary of Zurich Insurance Limited
("Zurich Insurance”) pursuant to which Swiss Insurance has
been appointed as manager of WHZ Insurance in connection
with the conduct by WHZ Insurance of its insurance business.
Zurich Insurance is a substantial shareholder of WHZ Insurance
holding 35 percent of WHZ Insurance's issued share capital.
For the six months ended 30th June, 2001, WHZ Insurance
paid to Swiss Insurance an amount of HK$972,000 (2000:
HK$1,051,000), being the contractual management fees based
on gross premium and net profit generated. On 31st December,
1999, the Management Agreement has been extended for three
years and will end on 31st December, 2002 but can be
terminated by either party on six months' notice.
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(LB FLhrd 7 AX 53R I)) (Expressed in thousands of Hong Kong dollars unless otherwise stated in the text)

(a) REFXERADERILE

(i)

(i)

(a) CAPITAL ADEQUACY AND LIQUIDITY RATIOS

EFEHELE (i) Capital adequacy ratio
—EE-§ —ZTTTHF
RNB=+H +T-A=+—H
30th June, 2001 31st December, 2000
ZLER Core Capital
190 R R ) R R A AR Paid up ordinary share capital 293,429 293,405
it Reserves 4,675,876 4,162,679
Hith Others 312,107 512,885
5,281,412 4,968,969
SHERMINE AR \ Eligible supplementary capital
TR T HEREEEROR Reserves on revaluation of
& land and interests in land 224,700 224,700
ERIFIEEBEREREFZR Unrealised loss on revaluation
EHEE of non-trading securities (1,363) (46)
—WREEES General provisions for
doubtful debts 365,520 352,104
588,857 576,758
AR E RER AR Total capital base before
) deductions 5,870,269 5,545,727
BERERBENRIER Deductions from total capital
base (183,601) (127,576)
MREMERNERERE Total capital base after
deductions 5,686,668 5,418,151
AERERAREZEATREL Unadjusted and adjusted capital
X adequacy ratio 16.2% 16.2%
RABZEART R L ERARIT The unadjusted capital adequacy ratio is computed on a
&% HiB e REERERAR consolidated basis covering the Bank and certain of its financial
TIRBIM R =R EE (fﬁtﬁ = I@% subsidiaries as specified by the HKMA for its regulatory
ﬁﬁf”ﬁﬁﬂx?ﬁz,m BEEE supervision purposes, and is in accordance with the Third
FAREERATRHLE Zgﬁ'%'m Schedule to the Hong Kong Banking Ordinance. The adjusted
REEEERERREL(H capital adequacy ratio incorporating market risk is computed
GRRERTTER) IS & on the same consolidated basis, and is in accordance with the
)\E%ﬁﬁ B &) T 5 Rk - TR 1R HKMA's Guideline "Maintenance of Adequacy Capital Against
HER S /ﬁgﬁﬁiﬂi:ﬂﬁz,ﬁﬁﬁﬁ Market Risks".
& 1@ [f] o
FYRDESLLE (i) Average liquidity ratio
—EE-§ —ZTTTHF
~NA=+H NAZ=+H
30th June, 2001 30th June, 2000
BEEAEATORBERLLE Average liquidity ratio for

HATHRPES L XIRIER
BRITIRDIPE R OEE ot b &
REEECRMEERGRBREMN
BEINDIT BREMER LI E
TRREME

the first six months ended 47.2% 43.0%
The average liquidity ratio for the period includes the liquidity
positions of all overseas branches, Hong Kong offices and
financial subsidiaries in its calculation, which is the basis of
computation agreed with the HKMA, and has been computed
in accordance with the Fourth Schedule to the Hong Kong

Banking Ordinance.
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b)) ERER-TTRSE (b) ADVANCES TO CUSTOMERS - BY INDUSTRY SECTORS
BRPERZITRERRRZEENRZ The information concerning advances to customers by industry
R D B KR BBR e sectors has been classified according to the usage of the loan and

N

is stated gross of any provisions.

- 22 —TTEF
~NBE+B +ZA=t-H Z®&
30th June, 2001 31st December, 2000 Change
%
EEEERCER Loans for use in Hong Kong
IXHEREM Industrial, commercial
and financial
-MERE - Property development 338,198 293,940 15.1
-MERE - Property investment 5,987,590 5,565,530 76
- B BkE - Financial concerns 563,520 603406  -66
*%@@?E - Stockbrokers 254,668 245,741 36
—HBET - Wholesale and retail trade 1,001,717 992,632 09
-BEX - Manufacturing 1,013,639 1056766 4.1
- EREERRGE - Transport and transport
equipment 1,616,195 1,384,920 16.7
-REEBLER - Share financing 360,909 354,650 18
—Eft - Others 3,014,644 2,864,953 52
BA Individuals
-BEIREREE] [ - Loans for the purchase
BREEFERIAEEELE S of flats in the Home
BFZEX Ownership Scheme,
Private Sector
Participation
Scheme and Tenants
Purchase Scheme 674,197 460,605 46.4
-BEHAEENEZER - Loans for the purchase
of other residential
properties 11,333,620 11,151,902 1.6
-EREER - Credit card advances 426,716 343649 242
-EREEHR - Loan card advances 285,321 136,575 1089
—Hft - Others 2,242,463 2,216,261 12
HAmE Trade finance 1,630,011 1664877 -2.1
EEFRUNMERCER Loans for use outside
Hong Kong
—&F - Macau 3,129,665 3,015,099 38
—Eft - Others 1,672,741 1324135 263
35,545,814 33,675,641 56



) EFER-FTRITERREMER (c)
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BEGYIFRZHFAEHNER

— IR KEENEITHRERR
TRBIMITT MAZRITMAER Z R

RN HE FHREM

ADVANCES TO CUSTOMERS, NON-PERFORMING LOANS AND
OVERDUE ADVANCES - BY GEOGRAPHICAL AREA

The geographical information has been classified by the location of
the counterparties after taking into account any risk transfer. In
general, such transfer of risk takes place if the claims are guaranteed
by a party in a country which is different from that of the
counterparty or if the claims are on an overseas branch of a bank
whose head office is located in another country.

—ZE-£XA=+H
30th June, 2001

BYH=EA

EFER TRITER NEZER

Total Non-  Overdue advances

advances to performing for over

customers loans three months

B Hong Kong 30,071,626 1,142,954 981,416

il Macau 3,294,043 156,514 155,248

HRE AR £HE People's Republic of China 1,435,372 22,798 23,457

Hith Others 744,773 4,080 6,223

35,545,814 1,326,346 1,166,344

“EEEFE+-A=1—H
31st December, 2000
(E®)
(As restated)

A=A

XPEMN TRITER AEZER

Total Non- Overdue advances

advances to performing for over

customers loans three months

B Hong Kong 29,104,175 1,149,966 957,525

il Macau 3,272,289 152,514 183,869

HE AR AAE People's Republic of China 849,033 30,408 35,255
i Others

450,144 2,283 4,727

33,675,641 1,335171 1,181,376
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() BEREEERHZER (d) OVERDUE AND RESCHEDULED ADVANCES
—E2-% —TETE
~A=+H +-A=f+-H
30th June, 2001 31st December, 2000
hEREH HEREE
ZESHL ZBAY
€8 % of total &8 % of total
Amount advances Amount advances
ERBEEFER Gross advances to
customers which have
been overdue for
ZEANEEREA 6 months or less but
over 3 months 274,842 0.77 556,800 1.65
NEAKEE—F 1 year or less but over
6 months 549,535 1.55 276,817 0.82
—FEE Over 1 year 341,967 0.96 347,759 1.03
1,166,344 3.28 1,181,376 3.50
MRBEAnER Amount of collateral held 997,041 1,029,528
BHEBETEE Secured balance 920,432 919,679
EEREREE Unsecured balance 245,912 261,697
BHRER Specific provisions 153,850 231,999
EFENHCERER Rescheduled advances 257,180 0.72 130,240 0.39
R-EEZF+-_A=+—HRZ=ZE There were no overdue advances for over 3 months and rescheduled
E—FRNA=TH AEEEFRTA advances to banks and other financial institutions on 30th June,
ENHEM S RS 2 FIEP I AR 2001 and 31st December, 2000.

BANEREFERBZER



(e) BHMREEERVERAFTEITR

RZHER

(e) THE RECONCILIATION BETWEEN OVERDUE AND RESCHEDULED
LOANS AND NON-PERFORMING LOANS

—EE-§ —ZTTETHF
ANB=+H +=-A=+—H
30th June, 2001 31st December, 2000

BEM=EAN Ly EFER
RETEXMEHR:

EEM=EANKLE
ZEPER

BEEFMZER

B BE = A A EEREFA

B A
iy

<L B

moBE=EA A TEEFS
ERAETRACEFLR
ATRIRZERK

Gross advances to customers
and rescheduled loans which
have been overdue for over
three months:

Gross advances to
customers which have
been overdue for over

three months 1,166,344 1,181,376
Rescheduled advances 257,180 130,240
1,423,524 1,311,616

Less: Loans overdue over

3 months and on which

interest is still being

accrued (191,064) (299,747)
Add: Loans overdue for 3 months

or less and on which

interest is being placed

in suspense or on which

interest accrual has ceased 93,886 323,302

Total non-performing loans 1,326,346 1,335,171
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(f)

R B

ERIIMNERF R BRI FEBIERR
BEMEAINEFRERIEBIER
BATRNAN 2T L BIELHK

F& o

(f) CURRENCY RISKS
The net positions or net structural positions in foreign currencies
are disclosed when each currency constitutes 10% or more of the
respective total net position or total net structural position in all
foreign currencies.

—22-% “ETTE
~B=+H +-A=+—-H
30th June, 2001 31st December, 2000
R 1] e B
BERBEET Equivalent in millions of HK$ us$ Total Us$ Total
HEEE Spot assets 13,372 18,152 14,546 18,839
HEBR Spot liabilities (12,143) (17,003) (12,235) (16,565)
BHEA Forward purchases 1,008 1,637 1,979 2,307
EHEL Forward sales (2,018) (2,561) (4121) (4,395)
REFE Net long positions 219 225 169 186
—ZE-£XA=+H “ZETF+-A=1+—H
30th June, 2001 31st December, 2000
A% pduks
BERBEAT Equivalent in Macau =T 5] Macau e g
millions of HK$ Patacas Us$ Total Patacas US$ Total
ERtegRE Net structural
positions 193 136 329 179 136 315
RiEER () MANAGEMENT OF RISKS

AEECHEBRMER AAERER
?W%MZ?? oRBER ERRTS

2 WHEEEE PR W*IW%(
EJT MR DERZERR R
FREIS A

(i) ERERER
EERBRNZ ZHFRERETT
HAdE TPKEM%E’J?T#X "
SRBE WE TETARREME
7o

The Group has established policies and procedures for the control
and monitoring of credit risk, liquidity, capital and market risk,
which are reviewed regularly by the Board of Directors. The internal
auditors also perform regular audits to ensure compliance with the
policies and procedures.

(i) Credit risk management
Credit risk arises from the possibility that the counterparty in
a transaction may default. It arises from the lending, trade
finance, treasury, derivatives and other activities undertaken
by the Group.
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(g) MANAGEMENT OF RISKS (Continued)

(i)

(i)

Credit risk management (Continued)

The Group's credit policy defines the credit extension criteria,
the credit approval and monitoring processes, the loan
classification system and provisioning policy. It also takes into
account the requirements of the Hong Kong Banking Ordinance
and the guidelines issued by the HKMA with respect to large
exposures and provisioning requirements.

The Group manages its credit risk within a conservative
framework by evaluating the creditworthiness of counterparties,
setting credit limits for counterparties and industry sectors,
and obtaining collateral where appropriate. Actual credit
exposures and limits and asset quality are regularly monitored
and controlled by management.

An analysis of advances to customers by industry sectors is
disclosed in note (b) above.

Unlike on-balance sheet instruments, where the credit risk is
generally represented by the principal value, the credit risk for
derivatives is the positive replacement cost together with an
estimate for the potential future change in its market value.
The credit risk exposure for derivatives is disclosed in note 16(b).

Liquidity management

The Group manages the liquidity structure of its assets, liabilities
and commitments so as to ensure that all Group operations
can meet their funding needs and that the statutory liquidity
ratio is complied with. As disclosed in note (a) above, the
Group's average liquidity ratio of 47.2% for the first half of
2001 is well above the statutory minimum ratio of 259%.

The Board of Directors reviews the current and prospective
funding requirements for all operations through reqular review
of the liquidity ratio and the maturity mismatch profile. The
liquidity risk is managed by holding sufficient liquid assets
(e.g. cash and short term funds and securities) of appropriate
quality to ensure that short term funding requirements are
covered within prudent limits.

Adequate standby facilities are maintained to provide strategic
liquidity to meet unexpected and material cash outflow in the
ordinary course of business.
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(o) RRREHE (&)

(iii)

(iv)
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(g) MANAGEMENT OF RISKS (Continued)
(iii) Capital management

(iv)

The Group's policy is to maintain a strong capital base to
support the development of the Group's business and to meet
the statutory capital adequacy ratio. As disclosed in note (a)
above, the Group's unadjusted and adjusted capital adequacy
ratio of 16.2% as at 30th June, 2001 is well above the statutory
minimum ratio of 8%.

Capital is allocated to the various activities of the Bank
depending on the risk taken by each business division. Where
the subsidiaries are directly regulated by other regulators, they
are required to maintain minimum capital according to these
regulators' rules. Certain financial subsidiaries, as specified by
the HKMA, are subject to the HKMA's capital requirements for
its regulatory supervision purposes.

Market risk management

Market risk is the risk that changes in interest rates, foreign
exchange rates or equity and commodity prices will affect the
prices of financial instruments taken or held by the Group.
Financial instruments include foreign exchange contracts,
interest rate contracts, equity and fixed income securities.

The limits for financial instruments are approved by the Group's
Asset and Liability Management Committee ("ALMCO") which
is made up of executive directors, the treasurer and senior
managers of the Group. ALMCO is responsible for approving
the policies relating to asset and liability management and to
review, monitor and control the operating ratios and trading
limits to ensure compliance.

Exposures are measured and monitored on the basis of principal
(or notional) amount, outstanding position and stop-loss limit,
and are controlled and reviewed by ALMCO.

The Group adopts a prudent approach to managing its trading
portfolios, and reduces any excessive market risk by executing
offsetting transactions or hedging contracts with other market
counterparties. The Group therefore considers that any market
risk arising from its trading book is not material.
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RRIR B INTERIM DIVIDEND
EEeEMREPHREGREE=4A1M- The Directors are pleased to declare an interim dividend of HK$0.37
BHIEFHREER-_ZET-FNAT=H(E per share, to be paid on Thursday, 13th September, 2001 to
) RETRZZEZ—FNASBERRS shareholders whose names are on the Register of Members on 6th
it FE B2 RE- September, 2001.
HFEkRiEILAM CLOSING OF REGISTER OF MEMBERS
H-EE-FNA=ZH(EH—)E-_TZT—F The Register of Members of the Bank will be closed from Monday,
NAREB (EHM) b BEEMABEEA KT 3rd September, 2001 to Thursday, 6th September, 2001 both days
BEEREREBFPERL - NFEATZRE inclusive, during which period no transfer of shares can be registered.
mMABPENVER-_ZEZE—FNA=+—H In order to qualify for the above dividend, all transfers accompanied
(E8A) TTFERAHBFRIGEREBRE by the relevant share certificates must be lodged with the Bank's
REBBEFERRER —N\=RKEMNRLT Registrars, Central Registration Hong Kong Limited, Shops 1712-1716,
+tE—+—ZE—+—ANELATZRMHER 17/F, Hopewell Centre, 183 Queen's Road East, Wanchai, Hong Kong,
B ERERABEARECAERARMNEBRPFE for registration not later than 4:00 p.m. on Friday, 31st August,
HRZERNBBIRE RS 2001.
FERFER SUBSTANTIAL SHAREHOLDERS' INTERESTS
W‘E?Jfféﬁiﬁﬁﬁﬁlﬁﬁﬂﬁ’ @ﬁ%#i%&ﬁﬂl As at 30th June, 2001, save as mentioned under the section headed
BHEZET STERER-_ZZ—F A “Directors’ and Chief Executive's Interests”, the Substantial Shareholder
:‘I‘ BRARNRITRAZERDT: of the Bank according to the Register of Substantial Shareholders'

Interests was as follows:

4% Name FR#5B% 8 Number of shares

BNY International Financing Corporation 73,800,000
(EEIARA)R1T 5 B 2 BB 2 Al
A wholly owned subsidiary of The Bank of New York Company, Inc.)

BE—EBR—ANSNENR -+ B2k Pursuant to a shareholders' agreement dated 22nd August, 1996,
B 1757 ' BNY International Financing Corporation * )5 BNY International Financing Corporation, Messrs Patrick Y B Fung
G E BEBEE REBRAARYKF and Michael Y S Fung, Po Ding Company Limited, YKF Trustee Holding
Trustee Holding Inc. X REEXBR A RIRE R Inc. and Majestic Investment Company Limited agree to retain joint
BABTEETROEHABIZ=TLHAZ control over an aggregate of 37.5% of the share capital of the Bank.
EEETI-RBES (AFER) KA A LR According to the Securities (Disclosure of Interests) Ordinance ("SDI

AR S B AR A 711003568808 A R 1T AR 17 Ordinance"), the parties are, therefore, each deemed to be interested

AR in 110,035,688 shares of the Bank.
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EERTHEZHEE

*E?ﬂ?i%%&/— VBEFRLE SEZRTH
BER—_ZTZT—FNA=+HHARETRA
Z’FWZZHT

DIRE

CTORS' AND CHIEF EXECUTIVE'S INTERESTS

As at 30th June, 2001, the Directors' and Chief Executive's Interests
in the share capital of the Bank according to the Register of Directors'

and Chief Executive's Interests were as follows:

FR#5B% 8 Number of shares

e Name fBA Personal FEE Family &) Corporate Hftlh Other & &t Total
ISEEFE,  Patrick Y B Fung 2,952,000 - - 58,973,600 (1&2) 61,925,600 (4)
TRE  Frank ) Wang - - - 40,000 (1) 40,000
BEEEE  Michael Y'S Fung 3,036,000 - 58,957,600 (1&2) 61,993,600 (4)
=& Louis C W Ho 100,000 60,000 - 58,957,600 (1&2) 59,117,600 (4)
ZHE  SimonKY Lee - 193,800 (3) - 193,800
21)£%  Ambrose H C Lau 101,500 - - - 101,500

[ F¥%  Ho Soo Ching 10,000 - - - 10,000

B iz - Notes:

EZgRN-NNNF=A+ARZZZT—F=A+
H#EABE-—NANZFENANBBEBZ RREE
BRTEZRITBASRRE THEZLENTS

v

(1)

On 10th March, 1994 and 10th March, 2001, the Board approved the granting
of certain share options to Directors and Executives of the Bank, pursuant to
the Share Option Scheme adopted on 9th June, 1993, and the following Directors
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nE Name 10th March, 1994 10th March, 2001 shares in Options
5 E Patrick Y B Fung 30,000 50,000 80,000
IRE Frank J Wang - 40,000 40,000
HEE Michael Y S Fung 24,000 40,000 64,000
(EFAE: Louis C W Ho 24,000 40,000 64,000
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The options granted on 10th March, 1994 are exercisable between 10th March,
1995 and 9th March, 2004 at a subscription price of HK$14.83 per share and
the options granted on 10th March, 2001 are exercisable between 10th March,
2002 and 9th March, 2011 at a subscription price of HK$23.60 per share.

58,893,600 shares held under various family trusts in which Messrs Patrick Y B
Fung, Michael Y S Fung and Louis C W Ho's spouse together with their respective
issues and other persons are eligible beneficiaries.

Such shares were held through a corporation in which Mr. Simon K'Y Lee
controls more than one-third of the voting power.

All shares and options held by Messrs Patrick Y B Fung and Michael Y S Fung,
and shares under note (2), except for 10,639,200 shares held by a trust, are
parcel of the 110,035,688 shares of the Bank which are mentioned above in
the section headed "Substantial Shareholders' Interests"
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DIRECTORS' AND CHIEF EXECUTIVE'S INTERESTS (Continued)
Save as disclosed, none of the Directors, the Chief Executive and
their associates had any other beneficial interests in the securities of
the Bank or any of its associated corporations (within the meaning
of SDI Ordinance) at 30th June, 2001.

COMPLIANCE WITH THE CODE OF BEST PRACTICE

The Bank has complied throughout the period with the Code of Best
Practice as set out in the Listing Rules of The Stock Exchange of
Hong Kong Limited, except that a specified term was not fixed for
the appointment of Non-executive Directors.

AUDIT COMMITTEE

The Audit Committee of the Bank was formed in 1992. The committee
meets three times a year and its present members are Mr. Simon K'Y
Lee, Mr. Michael J Ranieri and Mr. Ho Soo Ching. The Audit Committee
is answerable to the Board and the principal duties of the Committee
include the review of the Bank's financial reporting and internal
controls.

PURCHASE, SALE OR REDEMPTION OF SHARES

During the first half of 2001, there were no purchases, sales or
redemptions by the Bank, or any of its subsidiaries, of the Bank's
shares during the six months ended 30th June, 2001.
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INTRODUCTION
We have been instructed by the Bank to review the interim financial
report set out on pages 7 to 28.

DIRECTORS' RESPONSIBILITIES

The Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited require the preparation of an interim financial
report to be in compliance with the relevant provisions thereof and
Statement of Standard Accounting Practice 25 "Interim financial
reporting” issued by the Hong Kong Society of Accountants. The
interim financial report is the responsibility of, and has been approved
by, the directors.

REVIEW WORK PERFORMED

We conducted our review in accordance with Statement of Auditing
Standards 700 "Engagements to review interim financial reports”
issued by the Hong Kong Society of Accountants. A review consists
principally of making enquiries of group management and applying
analytical procedures to the interim financial report and based
thereon, assessing whether the accounting policies and presentation
have been consistently applied unless otherwise disclosed. A review
excludes audit procedures such as tests of controls and verification
of assets, liabilities and transactions. It is substantially less in scope
than an audit and therefore provides a lower level of assurance than
an audit. Accordingly we do not express an audit opinion on the
interim financial report.

REVIEW CONCLUSION

On the basis of our review which does not constitute an audit, we
are not aware of any material modifications that should be made to
the interim financial report for the six months ended 30th June,
2001.

KPMG
Certified Public Accountants

Hong Kong, 9th August, 2001



