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Hang Seng Bank is committed to deepening customer relationships and broadening:
its one-stop financial services to become an. intrinsic part of customers’ tives.
Customer segmentation, value-added solutions and-delivery channels are being
strengthened to enhance their lifestyles.
The Bank's strategies to develop close customer relationships and increase its share
of customers’ financial spending are highlighted in this year's annual report.




THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

<

If you are in any doubt as to any aspect of this circular or as to the action you should take,
you should consult your stockbroker or other registered dealer in securities, a bank
manager, solicitor, professional accountant or other professional adviser.

If you have sold all your shares in Hang Seng Bank Limited, you should at once hand this
circular to the purchaser or to the bank, stockbroker or other agent through whom the

sale was effected for transmission to the purchaser.

This circular should be read in conjunction with the accompanying Annual Report and
Accounts for the year ended 31 December 2001.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly
disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon

the whole or any part of the contents of this circular.
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PROPOSALS RELATING TO GENERAL MANDATES
TO ISSUE SHARES AND TO REPURCHASE SHARES

P81 2 yqy 0

Hang Seng Bank Limited

(Incorporated in Hong Kong with limited liability)

The notice convening an Annual General Meeting of Hang Seng Bank Limited (the
“Bank”) to be held on Tuesday, 23 April 2002 at 3:30 pm, at which, among others, the
above proposals will be considered, is set out on pages 159 to 161 of the Annual Report
and Accounts for the year ended 31 December 2001 sent together with this circular.

The action to be taken by shareholders is set out on page 2. Whether or not you propose
to attend the Annual General Meeting you are requested to complete and return the form
of proxy enclosed with the Annual Report and Accounts in accordance with the

instructions printed thereon as soon as possible.

18 March 2002
Member HSBC Group
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18 March 2002
To the Shareholders

Dear Sir or Madam

PROPOSALS RELATING TO GENERAL MANDATES
TO ISSUE SHARES AND TO REPURCHASE SHARES

INTRODUCTION

The purpose of this circular is to seek your approval of proposals to grant general
mandates 1o issue shares and to repurchase shares and to provide you with information
in connection with such proposals. Your approval will be sought at the Annual General
Meeting of the Bank to be held on 23 April 2002.

GENERAL MANDATES TO ISSUE SHARES AND TO REPURCHASE SHARES

At the Annual General Meeting of the Bank held on 12 April 2001, ordinary resolutions
were passed giving general mandates to the Directors (i) to repurchase shares of the Bank
on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) of up to 10 per cent
of the aggregate nominal amount of the issued share capital of the Bank as at 19 April
2001; and (ii) to allot, issue and otherwise deal with additional shares up to a limit equal
to (a) 10 per cent of the aggregate nominal amount of the shares of the Bank in issue as
at 19 April 2001, plus (b) (authorised by a separate ordinary resolution as required by the
Rules Governing the Listing of Securities on the Stock Exchange {the “Listing Rules”)) the
nominal amount of any shares repurchased by the Bank pursuant to the mandate referred
to in (i) above. No shares have been repurchased and no shares have been allotted, issued
or otherwise dealt with pursuant to these mandates.




the Listing Rules, these general mandates will lapse upon the conclusion of the
forthcoming Annual General Meeting of the Bank to be held on 23 April 2002, unless
renewed at that meeting. To keep in line with current corporate practice, resolutions will
be proposed to renew these mandates and the explanatory statement giving certain
information regarding the repurchase resolution as required under the Listing Rules is set
out in the appendix to this circular.

ACTION TO BE TAKEN

A notice of the Annual General Meeting of the Bank for 2002 is set out on pages 159 to
161 of the Bank’s Annual Report and Accounts for the year ended 31 December 2001 sent
together with this circular. At the Annual General Meeting, ordinary resolutions, among
others, will be proposed to:

(a) grant the Directors a general mandate to allot, issue and deal with additional shares
up to an aggregate nominal amount not exceeding 10 per cent of the aggregate
nominal amount of the issued share capital of the Bank as at the date of the
resolution;

(b) grant the Directors a general mandate to repurchase on the Stock Exchange shares
representing up to 10 per cent of the aggregate nominal amount of the issued share
capital of the Bank as at the date of the resolution (the “Repurchase Mandate”); and

(c) increase the nominal amount of shares which the Directors may issue under the
general mandate referred to in paragraph (a) above, by the aggregate nominal
amount of shares so repurchased (up to a maximum of 10 per cent of the aggregate
nominal amount of the issued share capital of the Bank as at the date of the
resolution).

Enclosed with the Annual Report and Accounts is a form of proxy for use at the Annual
General Meeting. Whether or not you intend to attend the Annual General Meeting, you
are requested to complete the form of proxy and return it to the Company Secretary
Department, Hang Seng Bank Limited, at 83 Des Voeux Road Central, Hong Kong so as to
be received not less than 48 hours before the time appointed for holding the Annual
General Meeting. The return of a form of proxy will not preclude a shareholder from
attending and voting in person.

RECOMMENDATION

The Directors believe that the proposed general mandate to issue shares of the Bank and
the Repurchase Mandate are in the best interests of the Bank as well as its shareholders.
Accordingly, the Directors recommend that all shareholders vote in favour of the
resolutions 1o be proposed at the Annual General Meeting.

Yours faithfully

Jy

- ——

David Eldon
Chairman




APPENDIX . . EXPLANATORY STATEMENT

©

The Appendix serves as an explanatory statement, as required by the Listing Rules, and
also a memorandum of the terms of a proposed purchase, as required by section
49BA(3){b) of the Companies Ordinance, to provide information to you with regard to the
Repurchase Mandate.

1. SHARE CAPITAL

As at 15 March 2002 (the latest practicable date prior to the printing of this circular),
the issued share capital of the Bank comprised 1,911,842,736 shares of HK$5 each
(the “Shares”). Subject to the passing of the necessary ordinary resolution and on the
basis that no further Shares are issued or repurchased prior to the Annual General
Meeting, exercise in full of the Repurchase Mandate could accordingly result in up to
191,184,273 Shares being repuirchased by the Bank during the course of the period
prior to the next annual general meeting to be held in 2003.

2. REASONS FOR REPURCHASES

The Directors believe that it is in the best interests of the Bank and its shareholders

to have a general authority from shareholders to enable the Directors to repurchase
Shares in the market. Such repurchases may, depending on market conditions and
funding arrangements at the time, lead to an enhancement of the net asset value of
the Bank and/or net assets per Share and/or its earnings per Share and will only be
made when the Directors believe that such repurchases will benefit the Bank and its
shareholders.

‘ 3. FUNDING OF REPURCHASES

Repurchases of Shares will be funded entirely from the Bank’s available cash flow or
working capital facilities, and will, in any event, be made out of funds legally
available for the purchase in accordance with the Memorandum and Articles of
Association of the Bank and the applicable laws of Hong Kong.

The Directors do not propose to exercise the Repurchase Mandate to such an extent
as would, in the circumstances, have a material adverse effect on the working capital
requirements of the Bank or the gearing levels which in the opinion of the Directors
are from time to time appropriate for the Bank. However, there might be a material
adverse effect on the working capital requirements or gearing levels of the Bank (as
compared with the position disclosed in the audited accounts contained in the
Annual Report for the year ended 31 December 2001) in the event that the
Repurchase Mandate is exercised in full at any time.

4. GENERAL

None of the Directors or, to the best of their knowledge having made all reasonable
enquiries, any of their associates, have any present intention to sell any Shares to the
Bank if the Repurchase Mandate is approved by shareholders.

The Directors have undertaken to the Stock Exchange that, so far as the same may be
applicable, they will only exercise the Repurchase Mandate in accordance with the
Listing Rules and the applicable laws of Hong Kong.

— 3 —




| APPENDIX ) - EXPLANATORY STATEMENT |

The Directors are not aware of any consequences which could arise under the Hong
Kong Code on Takeovers and Mergers (the “Takeover Code”) as a consequence of any
repurchases pursuant to the Repurchase Mandate. As at 15 March 2002 (the latest
practicable date prior to the printing of this circular), The Hongkong and Shanghai
Banking Corporation Limited beneficially owned Shares representing 62.14 per cent
of the issued share capital of the Bank. If the Directors were to exercise the
Repurchase Mandate in full, such Shares would represent approximately 69.05 per
cent of the issued share capital of the Bank. Such an increase would not give rise to
an obligation to make a mandatory offer under Rule 26 of the Takeover Code.

No purchase has been made by the Bank of its Shares in the six months prior to the
date of this circular (whether on the Stock Exchange or otherwise).

The Hongkong and Shanghai Banking Corporation Limited, the immediate holding
company of the Bank, has undertaken not to sell any Shares to the Bank under the
Repurchase Mandate if the Repurchase Mandate is approved by shareholders and
exercised by the Directors. Save as aforesaid, no connected person (as defined in the
Listing Rules) has notified the Bank that he or she has a present intention to sell
Shares to the Bank, or has undertaken not to sell any Shares to the Bank, if the
Repurchase Mandate is approved by shareholders.

5. SHARE PRICES ‘

The highest and lowest prices at which the Shares have traded on the Stock Exchange
during each of the previous twelve months were as follows:

Highest Lowest
HK$ HKS$
iViarch 2001 96.50 85.00
April 2001 86.00 88.50
May 2001 93.50 85.75 {
June 2001 87.50 79.75
July 2001 87.75 80.00
August 2001 91.75 85.00
September 2001 88.00 72.00
October 2001 86.50 77.75
November 2001 86.25 78.00
December 2001 88.00 82.50
January 2002 88.50 84.50
February 2002 : $0.00 83.00
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2001 2000 CHANGE
2ERE FOR THE YEAR HK$M HK$M %
HBEHESH 2L EER Operating profit before provisions 19,503 11,540 -0.3
EEHRF Operating profit 11,078 11,344 -2.3
BB AR R Profit before tax 11,314 11,675 -1.4
BREEEZHEF Attributable profit 10,114 10,014 1.0
B PER SHARE HK$ HK$ %
BRER Earnings per share 5.29 5.24 1.0
BERE Dividends per share 4.90 4.80 2.1
RESE AT YEAR-END HKSM HK$M %
BREES Shareholders’ funds 45,071 45,937 -1.9
RERE Total assets 474,787 500,784 -5.2
A RATIOS % %
FHRFEELEHRE Return on average shareholders’ funds 23.0 22.7
BERLE Total capital ratio* 15.3 15.3
FE-MERL R Tier 1 capital ratio*® 12.3 11.9
REBESHR(ZFFHH)  Liquidity ratio (average for the year) 45.6 43.3
AW A L= Cost:income ratio 26.3 24.4

*EXLBORFEBEBEE  *The capital ratios take into account market risks in accordance with the refevant Hong
BZEERRFMABRERES Kong Monetary Authority guideline under the Supervisory Policy Manual.
SETERE -




BELD FOR THE YEAR HK$BN  HK$BN  HK$BN  HK$BN  HKS$BN
EERT Operating profit 10.1 8.2 9.6 1.3 1.9
B AT ER Profit before tax 10.8 8.0 98 117 115
BRESZ &R Attributable profit 9.4 6.8 8.3 10.0 10.1
RELER AT YEAR-END HK$BN  HK$BN  HK$BN  HK$BN  HK$BN
BRES Shareholders’ funds 56.3 494 44.4 459  45.9
BhRE Issued and paid up capital 9.6 9.6 9.6 9.6 0.6
RnEE Total assets 399.4 4227 4421 5008 474.8
SRt PER SHARE HK$ HKS HK$ HK$ HKS
SREF Earnings per share 4.85 3.55 4.35 524  5.29
SRR Dividends per share 3.42  3.42 820" 480 4.90
tbE= RATIOS % % % % %
BBEETHRFES Post-tax return on average 17.1 13.2 17.1 227 23.0
Bl E shareholders’ funds

BBEETHGEEDRE Post-tax return on average
total assets

BB BEERATE Based on operating profit after tax 2.2 1.7 1.9 2.1 2.0
UBRRERZHMHE Based on attributable profit 2.4 1.7 1.9 2.1 2.1
BEALLE Capital ratios

Ay = Total ratio™® 22.0 21.3 17.3 15.3 15.3
£ = Tier 1 ratio™ 16.3 17.5 13.3 11.9 72.3
BAEEHBALLE Cost:income ratio 25.7 267 253 244  26.3

PREGRFHRESRBY * Including special interim dividend of HK$4.10 per share.
g~ -

CERBECRBEELHEEE  *The capital ratios take into account market risks in accordance with the relevant Hong
BZEEREFMATEHEES Kong Monetary Authority guideline under the Supervisory Policy Manual.
FtRAEREE -
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Although the operating environment of 2001 was unfavourable, Hang

Seng Bank maintained the profitability of its core business. We increased our
attributable profit by 1.0% to HK$10,114 million, compared with 2000.
Our return on average shareholders’ funds improved ro 23.0% from 22.7%.

he banking industry experienced another

difficult year in 2001. Despite 11 successive

cuts in local interest rates, the Hong Kong
economy continued its prolonged downturn.

Against this backdrop, net interest income

remained flat. Other operating income grew by

10.4%, reflecting encouraging

shareholders, which was more than double the
average return of 22.8% recorded by Hang Seng
Index constituents.

Economic profit - the difference between
post-tax profit and the cost of invested capital -
increased marginally to HK$5.56 billion. For the

developments in our wealth
management services. On the
other hand, operating expenses
increased, mainly due to a special
contribution to the staff retirement
benefit scheme and business
investment in e-initiatives.

In view of the Bank’s strong

balance sheet, sound business
fundamentals and commitment to shareholders,
the Directors have declared a second interim
dividend of HK$2.80 per share, payable on 27
March 2002. This brings the total distribution for
2001 to HK$4.90 per share, compared with
HK$4.80 per share for 2000. The total dividend
payment for the year represents 93% of the
attributable profit for 2001.

Managing for Value
OQur adoption of the Managing for Value strategy
in January 1999 has sharpened our focus on
higher-margin, value-creating businesses to
provide attractive returns to shareholders. Our
target is at least to double shareholder value in
five years, as measured by the combination of
share price appreciation and reinvested dividends.
From the start of 1999 until the end of 2001,

the Bank achieved a total return of 52.4% for

The Strongest in Asia
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purposes of calculating economic profit, the cost

of capital was estimated at 15.0%.

Deepening Customer Relationships
In 2001, Hang Seng Bank made greater efforts to
consolidate and expand relationships with its
large pool of customers, who make up more than
one-third of Hong Kong's population.

This Annual Report, which features the theme
Deepening Customer Relationships, describes how
the Bank is strengthening segmentation to serve
customers better, gain additional customers and
increase its share of their financial spending. New
products and services are being launched to satisfy
customer needs, to protect and grow their assets.

The final phase of interest rate deregulation
in Hong Kong on 3 July 2001 had minimal impact
on Hang Seng but provided instead an opportunity

to reinforce our focus on deepening customer




relationships. We have put in place measures that
encourage customers to consolidate their account
relationships with us and reward customers who
use Hang Seng as their main banker.

Our strong customer focus is also reflected
by our comprehensive one-stop financial solutions,
convenient multi-channel delivery network and
superior service. It is key to building shareholder

wealth and maintaining market leadership.

The Year Ahead

The Hong Kong economy is expected to remain
subdued in the first half of 2002, with climbing
unemployment, persistent deflation and weak
investment. The outlook for the second half
largely depends on the prospect of a recovery in
the United States.

In the banking sector, intense competition,
high liquidity, sluggish credit demand and
narrowing margins will remain challenges.

In meeting these challenges, Hang Seng will
continue to build on its strong customer franchise
by launching innovative financial services, thus
diversifying income streams. We shall continue to
focus on wealth management services, thus
increasing relationship building and our share of
wallet. We shali continue to expand e-Banking
services, thus reaching out to more customers
and facilitating product cross-selling.

In our commercial banking business, we shall
further enhance services to small and medium-
sized businesses, a cornerstone of Hong Kong's
economy. In mainland China, we shall take
advantage of the vast opportunities offered by
the financial liberalisation following its World
Trade Organization entry.

In all our businesses, we shall be guided by our
core principles of prudent operations, strict cost

discipline and service excellence.

Acknowledgements

We take pride in what our staff at every level

achieved in 2001 and thank them for their

dedication and team approach.

In the prolonged economic downturn, we
announced our third salary freeze in four years for
2002. The Board of Directors appreciates staff
understanding of the need to control costs and
maintain business competitiveness.

In 2001, based on merit and demonstrated
performance, a pay increase in January raised
salary expenses by an average of 2% and a
variable bonus was paid in April.

The number of staff subscribing to the HSBC
Holdings Savings-Related Share Option Plan had
increased to 4,165 by the year-end. The number
of staff awarded options under the HSBC Holdings
Group Share Option Plan had risen to 2,171.

On 5 December, a Bank security guard, Mr
Khan Zafar Igbal, aged 31, was killed during an
armed robbery at the Belvedere Garden Branch in
Tsuen Wan. The Bank has been deeply saddened
by his death and will remember his selfless bravery.

The Bank owes much to its supportive Board
of Directors and thanks them for their wise counsel.
Dr H C Lee has given notice that he will resign as
a Director as from the conclusion of the annual
general meeting in April. Dr Lee has served on the
Board since 1986 and rendered distinguished
service as Chairman of the Audit Committee from
1992 to 2000. We wish him well and are most
grateful for his valuable contributions.

As a premier financial services provider, Hang
Seng is well-positioned to ride out the current
economic downturn. Our strong focus on building
long-term customer relationships and growing
higher-margin businesses will increase our ability
to compete successfully in the market and create

value for shareholders.

/

David Eldon
Chairman
Hong Kong, 4 March 2002
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Hang Seng Bank leveraged on its large customer franchise, grew strong-earning

businesses and built on its financial prudence to maintain market leadership in

2001. Our results in the difficult operating conditions reflect our sound

fundamentals and value-creating strategies.

e deepened customer relationships
by strengthening segmentation
and widening our one-stop solutions.
We provided more convenient customer access
by applying information technology more
extensively. We encouraged customers to look
to Hang Seng for all their banking needs and

rewarded them for total banking

lending rate and HIBOR. The positioning of the
treasury portfolios and holding of fixed rate
securities also benefited significantly from
falling interest rates. These were partly offset by
a further decline in the average yield of the
mortgage portfolio. Time deposits also earned

narrower spreads.

relationships.

A Strong Customer Focus

Good progress was recorded The launch of Prestige Banking has enabled the Bank to strengthen relationships

in our areas of focus: wealth with customers and expand personal wealth management. Customers can

management and commercial enjoy a wider range of personalised and value-added services in an enhanced

, hanking environment with a minimum account opening amount of HK$500,800.
banking. The groundwork was . )
A designated Customer Relationship Manager looks after each customer’s asset

also laid for our future expansion porifolio as well as takes care of their banking and investment needs. A total of
58 PRESTIGE BANKING CENTRES have been set up so far. Dedicated

Prestige Banlting counters are aiso available at all the Bank's ground-level branches.

in mainland China.

Financial Highlights
Operating profit before provisions decreased
marginally by 0.3% to HK$11,503 million compared
with 2000. Profit before tax amounted to
HK$11,514 million, a reduction of 1.4%.

Net interest income fell by 0.3% to HK$11,660
million, although average interest-earning assets
grew by 4.4%. Net interest spread improved by 9
basis points to 2.28%, but this was offset by a
reduction of 21 basis points in the contribution
from net free funds to 0.28%. As a result, there
was a 12 basis point compression in net interest
margin to 2.56%.

The improvement in net interest spread
was helped by the growth in low cost savings

deposits and a wider gap between the best

Other operating income rose by 10.4% to
HK$3.9 billion, with net fees and commissions
growing by 16.2% to HK$2.4 billion. With successful
initiatives to increase non-interest income, the
ratio of other operating income to total operating
income rose by 1.9 percentage points to 25.3%,
compared with 22.4% five years ago.

The 10.2% increase in operating expenses was
largely due to a special contribution of HK$213
million to maintain the staff retirement benefit
scheme at a fully funded position.

Premises and equipment expenses rose by
HK$101 million, or 13.2%, reflecting our continued
investment in e-Banking initiatives to strengthen

our role as a major e-force.




Although the costiincome ratio grew by 1.9
percentage points to 26.3%, it remained low
within the banking sector, reflecting the Bank’s
strict expense discipline. Excluding the special
contribution to the staff retirement benefit
scheme, the cost:income ratio would have grown
by 0.5 percentage point to 24.9%.

During the year, business processes were
further streamlined to achieve productivity gains.
Attributable profit per employee was a record
HK$1.35 million, up from HK$1.34 million a
year earlier.

In the weakening economy, the net charge
for bad and doubtful debts amounted to HK$424
million, an increase of 116.3% compared with
the previous year.

New specific provisions for doubtful accounts
rose by 14.9% to HK$1,135 million, mainly in
residential mortgages and card advances.
Recoveries and releases, mainly in corporate
accounts, decreased by 9.9% to HK$711 million.
As the balance of HK$125 million of the additional
general provision made in 1997 was transferred
to augment general provisions at the end of 2000,
no charge for general provisions was made
against loan growth during 2001.

The ratio of total provisions to gross advances
to customers fell to 1.55% at 31 December 2001,
compared with 2.01% a year earlier. Specific
provisions decreased by 0.45 percentage point
to 0.91%, reflecting the write-off of the
irrecoverable portion of large corporate accounts
and residential mortgages upon repossession, as
well as the upgrading of rescheduled advances
and doubtful accounts to performing status.
General provisions, at 0.64% of gross advances
to customers, were maintained at a level
consistent with the underlying risk portfolio of

the loan book.

Gross non-performing advances {(after

deduction of interest in suspense) fell by HK$1,260
million, or 16.9%, to HK$6,174 million. The ratio
of gross non-performing advances to gross
advances to customers also improved to 2.7%
from 3.3% at the end of the previous year. Specific
provisions plus collateral that is conservatively
valued amounted to almost 100% of non-
performing advances.

We continued to maintain strong liquidity.
The average liquidity ratio for 2001 increased to
45.6% from 43.3% in 2000. The total capital ratio
was maintained at 15.3% at 31 December 2001,
the same level as a year earlier. The tier one

capital ratio rose to 12.3%, compared with 11.9%.

Business Operations

Our businesses are divided into five lines that
aim at long-term higher-value creation for both
customers and the Bank.

Personal financial services remained the major
profit contributor, providing 45.2% of the profit
before tax. Commercial banking contributed
10.4%, corporate and institutional banking 8.6%
and treasury 16.8%. Other businesses, which
mainly cover the management of shareholders’
funds, investment properties and long-term equity
investments, provided 19.0%.

The final phase of interest rate deregulation
on 3 July 2001, which involved Hong Kong dollar
savings and current deposits, had minimal impact
in view of the low interest rate environment and
abundant market liquidity. Reflecting customers’
preference for liquidity, savings and current
account deposits grew but time and other
deposits fell. Overall, deposits dropped by 4.6%
to HK$395.8 billion at 31 December 2001,
compared with the previous year-end.

Despite weak loan demand, advances to
customers (after deduction of interest in suspense

and provisions) grew by 2.3% to HK$222.4 billion.




The advances to deposits ratio was 53.7% at 31
December 2001, compared with 50.6% a year earlier.

In our mortgage business, Government Home
Ownership Scheme (GHOS) mortgages continued
to grow due to the draw-down of commitments
made before the imposition of the moratorium

of GHOS sales between September 2001 and

Hang Seng has

a strong customer
franchise and
SEIVeES aM

strata of Hong
Kong people.
The Bank’s
segmentation
strategy enables

it to CUStoMmise
solutions

for each group

1
and deepen
relationships
with them.

June 2002, but residential mortgages fell slightly
as a result of intense market competition. Due
to the further reduction in the pricing of new ,
mortgages and the re-pricing of existing loans,
the average yield of the residential mortgage
portfolio, excluding GHOS mortgages and staff
loans, fell to 134 basis points below BLR at the end
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A Winning e-Image

Hang Seng’s e-image campaign has helped build up a modern and progressive

image for the Bank as well as its standing as a major e-player. The campaign won
an Award for Excellence in the GOLD QUILL AWARDS 2001, organised by
the internaticnal Association of Business Communicators. [t highlights how the
Banl is using leading edge technology and innovating to satisfy evelving customer
needs. The launch of the campaign in fuly 2000 coincided with the introduction of
the Hang Seng e-3anking brand name and the corporate tagline ‘Hang Seng Bank.

Exceed. Excel. e-Banking services were introduced the following month.




of 2001 from 80 basis points below BLR a year
earlier. This excluded the effect of cash incentive
payments for new mortgages, which were charged

to interest expenses as incurred.

CUSTOMER RELATIONSHIP MANAGEMENT
The Hang Seng brand and its reputation for
service excellence offer us a strong advantage in
the intensely competitive market. Our one-stop
financial solutions and efficient distribution network
enable us to exhance customer relationships.
Our integrated accounts have become a major

platform to strengthen total customer relationships

Protecting and Growing Assets

n the volatile investment environment, Hang Seng Banids canital guarantead funds

an

aim to provide security to investors by minimising investmen? risk while oFering
growth opportunities. The 3ank has introduced 15 HIGHLY POPULAR CAPITAL

customers and helping them develop good
banking habits. Besides encouraging children
to save, it provides a wide range of educational
and recreational programmes helpful to their
development, including an ‘infotainment’ website
(www.hangseng.com/mikid). It also helps parents
plan for the future of their children.

In April, we announced measures that
encourage customers to consolidate their
accounts with us and reward loyal customers.
This followed a review of the price structure of
our savings deposits in the face of full interest
rate deregulation.

We believe that social
responsibility and customer loyalty
should balance purely commercial
considerations. On this basis,

more than two million Hong Kong

CUARANTEED FUNDS since 2801 - the largest series of similar funds in Hong

Kong - investing in the technology, finandia! services and bio-sciences sectors as
well as the Hong Kong eguity mariet. Totai subseription of the Banl's capital

gueranteed funds and cther guaranteed funds distributad by the Bank reacned

Hi{$12.6 billien in 2001,

and expand wealth management services.

During the year, a number of integrated
accounts were launched. Prestige Banking was
introduced in March 2001 for affluent customers.
A total of 58 Prestige Banking Centres have been
set up.

Femina Banking, Hong Kong’s first integrated
account targeting women, was launched in
November. Aside from comprehensive financial
services, it offers a wide variety of lifestylé and
shopping privileges.

ezLink Financial Services, an integrated
account for customers commuting between Hong
Kong and the Mainland, was introduced in
February 2002.

The M.I. Kid Account was successfully launched

in October as a means of reaching out to young

dollar savings accounts have been
exempted from a new minimum
balance requirement introduced in
July. New accounts opened by some
groups of customers, including
senior citizens and minors, are also not subject to
the new requirement.

A new ATM Savings Account, introduced
to encourage customers to migrate to cost-
efficient automated channels, has no minimum
balance requirement.

Our customer relationship management also
entails analysis of existing customer information
in a bid to anticipate customer needs and

maximise cross-selling efficiency.

MAJOR BUSINESSES

Personal financial services recorded a marked
growth in income from the wealth management
business. However, profit before tax fell by 7.3%
compared with the previous year, because of the

decline in the mortgage portfolio yield and higher




bad debt charges for residential mortgages and
card advances.

Income from wealth management, which
comprises investment and insurance services, grew
by 27.1%. With increased referrals between business
units, the Bank improved its cross-selling ratio.

Investment fund subscription rose impressively
by 128%. Funds managed under the Hang Seng
Investment Series had grown by 204% to HK$12.1
billion at the year-end. Since 2001, 17 investment

funds have been launched under the Investment

‘st(}ffners in the

NE offr casy

Series, bringing the total to 34. This includes 15
highly popular capital guaranteed funds - the
largest series of similar funds in Hong Kong. More
than 360 funds from leading fund management
companies are also offered to customers.

Hang Seng Life recorded good progress, with
annualised new premiums for life insurance
growing by 96.6%. Our Mandatory Provident
Fund (MPF) business began to generate income,
with the number of enrolled individuals increasing

to more than 214,300 during the year.




Credit card advances grew by 10.9% to HK$5.3
billion as the card base increased to more than
930,000. Other lending to individuals, mainly tax
and personal loans, rose by 24.1% to HK$6.1
billion. Securities broking and related income fell
because of the depressed stock market.

Our e-Banking services have become a
convenient and cost-efficient channel to market
and deliver wealth management products to
customers. During the year, our online investment

services were enhanced. A new look was introduced
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for www.hangseng.com with dedicated e-Banking
screen menus for different customer segments.

At the end of 2001, the number of customers
registered for e-Banking had increased to more
than 173,000. Internet transactions had grown
to account for about 9% of total transactions
and online share trading for about 50% of total
securities transactions.

As we encourage customers to switch to cost-
efficient automated channels, our branches are

focusing more on sales and advisory services. At



' Our scope of

| services in
mainland
China is
growing as

we build up
our network of
branches and

offices there.
The Mainland’s
financial
liberalisation is
an important
driver for our
business
eXPansion.

present, we operate 155 branches and automated
banking centres in Hong Kong.

Commercial banking, which manages middle
market and small corporate relationships,
recorded an increase in commercial lending. Trade
finance grew by 4.7%, which saw the Bank gain
market share despite dampened export trade.
Commercial banking, however, showed a decrease
of 1.9% in profit before tax, affected by a lower
level of bad debt recoveries.

The Bank was ranked second in the list of

most preferred banking partners by small and
medium-sized companies in a study conducted
by the Hong Kong Productivity Council.

We continued to expand in mainland China.
Fuzhou Branch, opened in February 2001, joined
our network of branches in Guangzhou, Shanghai
and Shenzhen and representative offices in Beijing
and Xiamen. Hang Seng Insurance Company
Limited opened a representative office in
Shenzhen in April. ‘

Our lending portfolio to Mainland-related

®




entities was HK$9.5 billion and amounted to 4.2%
of total advances at the year-end.

In Taiwan, we opened our first representative
office in Taipei in January 2002.

Corporate and institutional banking achieved
growth of 2.9% in profit before tax, benefiting
mainly from the substantial recovery of bad and
doubtful debts.

Treasury recorded encouraging growth of
60.6% in profit before tax, as the fixed rate debt
securities portfolio and the assets and liabilities
re-pricing gap benefited significantly in the falling
interest rate environment. Increased profit on
disposal of debt securities also contributed to
the growth. The Bank was bookrunner for 94
Hong Kong-dollar capital markets issues totalling
HK$17.8 billion and was ranked the No. 2

bookrunner for such issues by basis point.

Staff Values

In order to reinforce the Managing for
Value strategy and service excellence, staff
communication and training programmes
promoted the Bank's service and sales culture,
entrepreneurship and innovation.

During the year, the ‘Service from the Heart’
campaign for staff reinforced our strong service
orientation and our strategy of deepening
customer relationships.

Staff were encouraged to be more
entrepreneurial and help identify new business
opportunities across the Bank. As part of this,
the Bank’s culture of innovation was intensified.
A staff intranet website was launched to enhance
communication and cultivate a Bank-wide
innovation mindset.

During the year, about 850 ideas to improve
services and capture business opportunities were
received from staff. Operational savings and

revenue generation from the implementation of

ideas in 2001 reached HK$50.7 million, taking
the total since 1992 to HK$114.2 million on an
annual recurring basis.

We continued to invest in people. Training
initiatives helped staff meet new regulatory
requirements and business demands, and to
achieve their individual potential. The average
number of training days per staff member was
7.5 days. The quality of the Bank’s training was
recognised when it won a Gold Prize in the Award
for Excellence in Training 2001 from the Hong

Kong Management Association.

Community Service

As a good corporate citizen, we are active in
community service. Our philanthropic and
sponsorship activities are focused primarily on
education, community service and sports.

The Bank has committed over HK$24 million
to its scholarship schemes since 1995, benefiting
about 400 students.

The Bank’s charitable donations since 1990
exceed HK$129 million, including about HK$16
million to the Community Chest.

Under the Hang Seng Athlete Incentive
Awards Scheme, the Bank and the Hong Kong
Sports Development Board jointly presented cash
totalling HK$1.1 million to nine medal-winners at
the 9th National Games. The awards have taken
the total number of benefiting athletes to 34
and the sponsorship amount to over HK$3 million
since the Scheme’s launch in 1996.

The Hang Seng Table Tennis Academy was
established as the first academy for a single sport
in Hong Kong and is expected to benefit about
30,000 participants from 2001-2003. The Bank's
sponsorship of the Academy will take its total
sponsorship amount for the promotion of the
sport to over HK$15 million since 1991.

Hang Seng’s enormous contribution to




il ke a0

We share our
SUCCESS with
the communities
we serve through
philanthropic
and sponsorship

‘ activities. OQur

~focus areas of

education,

community

service and sports
development
highlight our
“““ commitment to

help shape a
better future,

A Good Corporate Citizen

Qur scholarshin schemes and education programmes are aimed at grooming

young eeoptle for a dynamic, knowledge-based society. A total of 22 students have
benefited since the 1236 jaunch of THE HANG SENG BANK QOVERSEAS
SCHOLARSHIP SCHEWIE. rour siudents from Hong Xeong and mainland China
were sent abroad to study from September under the Scheme. A further 102
scholarships were awarded to students in Hong Kong and mainiand China in 2031.
We have aiso sponsored the Hang Seng Bank Blossem with Music programme since

1998 and the inter Post-Secondary College Delbate Compatition since 1995, |




the promotion of sports won the Bank the
‘Qutstanding Marketing Contributor to Sport
Award’ in the 4th Excellence in Sports Marketing
Awards presented by the Hong Kong Sports
Development Board. This prestigious Award has
only been presented twice in the last four years
and to Hang Seng on both occasions.

HSI Services Limited, a wholly owned subsidiary,
launched the Hang Seng Composite Index Series,
continuing its efforts to provide comprehensive

index services to meet different investor needs.

Future Prospects

The outlook for the banking sector in 2002 remains
difficult, with continued intense competition,
high liquidity, sluggish credit demand and
narrowing margins.

Hang Seng will strengthen its focus on
financial prudence, customer relationships and
value-creating businesses to further enhance its
competitive edge and maximise shareholder
value.

In order to build more profitable customer
relationships, we shall further strengthen
segmentation and cross-selling. Lifestyle banking
services will become more important in our
efforts to offer added value to different groups
of customers.

In our wealth management business, we shall
target both the affluent and mass customer
markets, and widen our already extensive product
range to increase non-interest income. Consumer
financing will be prudently expanded.

We shall further increase our customer base of
small and medium-sized businesses in commercial
banking.

Our e-Banking services will be further
enhanced for service differentiation. Online
investment services will be expanded, with retail
margin services planned. Business internet

banking will be available to all commercial

customers in the middle of the year. e-Treasury
services will also be introduced for corporate
customers.

Following China’s accession to the World Trade
Organization in December 2001, financial
liberalisation and attraction of foreign direct
investment will offer greater opportunities to
the banking sector. In preparation, Hang Seng is
strengthening its presence and range of services
in the Mainland. We aim to be an important
player in the Mainland, providing corporate,
commercial and personal financial services.

Applications to open a branch in Nanjing and
to upgrade the Beijing representative office to a
branch have been submitted. Hang Seng Securities
Limited has submitted applications for the
purpose of obtaining B share trading seats on
the Shanghai and Shenzhen stock exchanges and
setting up a representative office in Shanghai.
An application to operate internet banking
services in the Mainland is planned.

Our branch in Shanghai is expected to receive
a licence for renminbi banking services. We are
ready to take advantage of the initial liberalisation
of banking regulations which will allow foreign
banks to provide foreign currency services to
mainland Chinese companies and individuals.

Amid economic uncertainty, we shall redouble
our efforts to exceed, excel, and to meet customer
and shareholder expectations. Given the strength
of our franchise, and our commitment to constant
improvement, we are determined to ensure stable

future earnings.

44—3:7

Vincent H C Cheng
Vice-Chairman and Chief Executive
Hong Kong, 4 March 2002




FINANCIAL PERFORMANCE

Profit and Loss Account

SUMMARY OF FINANCIAL PERFORMANCE (HK$M) 2001 2000
Operating profit before provisions 11,503 11,540
Profit on ordinary activities before tax 11,514 11,675
Profit attributable to shareholders 10,114 10,014
Earnings per share (HK$) 5.29 5.24

Hang Seng Bank Limited (the Bank) and its subsidiary and associated
companies (Hang Seng) reported a profit attributable to shareholders
of HK$10,114 miflion for 2001, an increase of 1.0 per cent compared with
2000. Earnings per share of HK$5.29 were 1.0 per cent higher than in 2000.

Operating profit before provisions of HK$11,503 million, was in line
with the previous year. Net interest income remained flat, with the
growth in other operating income, mainly from wealth management
initiatives, offsetting an increase in operating expense which was
mainly due to a special contribution to the retirement benefit scheme.
Operating profit was HK$11,079 million, down by 2.3 per cent, reflecting
an increase in provisions for bad and doubtful debts. Profit before tax
amounted to HK$11,514 million, a reduction of 1.4 per cent, after
taking into account profits on disposal of long-term investments and

a deficit on property revaluation.

ECONOMIC PROFIT

In implementing its Managing for Value strategy, Hang Seng has
adopted economic profit as a value-based performance measurement
since 1999. This is to align the objectives of Hang Seng’s management
to that of its shareholders. Management uses economic profit to decide
on the allocation of resources among businesses to achieve the best
return for shareholders. Economic profit is based on profit after tax,
adjusted for non-cash items, and takes into account the cost of capital
invested by Hang Seng's shareholders.

In 2001, Hang Seng’s economic profit amounted to HK$5,555 million
and was maintained at about the same level as the previous year,
reflecting the improvement in operating results and a slight increase
in invested capital. For consistency, Hang Seng has continued to apply
the benchmark cost of capital of 15.0 per cent, which is believed to be
higher than its true cost of capital given the current [ow interest rate
environment and Hang Seng’s business risk profile. If the true cost of

capital were to be adopted, the economic profit would be higher.
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OTHER OPERATING i ECONOMIC PROFIT (HKS$M) 2001 % 2000 %
INCOME FOR 2001 E A IITR R

Average invested capital 31,0861 30,259
a PERfsNTAGE : Return on invested capital* 10,222 32.9 10,068 33.3
0 134 63 i Cost of capital (4,667) (15.0) (4,536) (15.0)
i Economic profit 5,555 17.9 5,532 18.3

{ *Return on invested capital represents profit after tax adjusted for non-cash items.

NET INTEREST INCOME

\\ NET INTEREST INCOME (HK$M) 2001 2000
/ et

/ i Interestincome 24,509 31,913

i Interest expense (12,849)  (20,222)

Net interest income 11,660 11,691

Average interest-earning assets 454,937 435,759

i Netinterest spread (% p.a.) 2.28 2.19

610 24 Net interest margin (% p.a.) 2.56 2.68

= Eé}g@i}fg“ COMMISSIONS Net interest income was sustained at the level of the previous year, with
OTHER i aslight decrease of HK$31 million, or 0.3 per cent. Average interest-

NET DEALING PROFITS

RENTAL INCOME FROM :
INVESTMENT PROPERTIES i billion. Net interest spread improved by 9 basis points to 2.28 per cent,
DIVIDEND INCOME :

earning assets grew by HK$19.2 billion, or 4.4 per cent, to HK$454.9

oo

0

but this was more than offset by a reduction of 21 basis points in the
contribution from net free funds to 0.28 per cent, leading to a 12 basis
point compression in net interest margin to 2.56 per cent.
The improvement in net interest spread was helped by the growth in low cost savings deposits and
a wider gap between BLR and HIBOR. In addition, the positioning of the treasury portfolios and holding
of fixed rate securities in a downward trending interest rate environment also contributed to the
improvement in net interest spread. These were partly offset by a further decline in the average yield
of the mortgage portfolio. The spreads earned on time deposits also narrowed.
The contribution from net free funds declined significantly due to the fall in market interest rates.
As a result of the continuing reduction in the pricing of new mortgages and the re-pricing of existing
loans, the average yield on the residential mortgage portfolio, excluding Government Home Ownership
Scheme mortgages and staff loans, fell from 26 basis points below BLR in 2000 to 84 basis points below

BLR in 2001. This was before accounting for the effect of cash incentive payments.

OTHER OPERATING INCOME

Other operating income grew by HK$373 million, or 10.4 per cent, to HK$3,947 million, and comprised
25.3 per cent of total operating income against 23.4 per cent for 2000. Net fees and commissions increased
by HK$336 million, or 16.2 per cent, with a growth of 27.1 per cent in wealth management income. This

includes initiatives such as the successful launch of the Hang Seng Capital Guaranteed Fund series, life

insurance products and the Mandatory Provident Fund service. Securities broking and related income fell




due to the depressed stock market, but card services and credit facilities
contributed to the growth in fee income. Dealing profits were flat
while other income rose by HK$43 million, or 6.8 per cent, mainly due

to higher loan redemption fees.

OPERATING EXPENSES
Operating expenses increased by HK$379 million, or 10.2 per cent, to
HK$4,104 million. The increase of HK$220 million, or 10.7 per cent, in
staff costs was mainly due to a special contribution of HK$213 million
to maintain the fully funded position of the staff retirement benefit
scheme. Premises and equipment expenses rose by HK$101 million, or
13.2 per cent, reflecting the growth in IT expenditure to support the
development of e-banking initiatives. Other operating expenses
increased by HK$60 million, or 11.5 per cent, due to increased marketing
and advertising expenditure and additional financial data service fees
to support Hang Seng’s on-line investment service.

The cost:income ratio increased to 26.3 per cent, compared with 24.4
per cent in 2000. Excluding the special contribution mentioned above,

the cost:income ratio would have been 24.9 per cent.

PROVISIONS FOR BAD AND DOUBTFUL DEBTS

NET CHARGE TO PROFIT AND LOSS ACCOUNT (HK$M) 2001 2000
Net charge/(release) for bad and doubtful debts
Specific 424 199
General - (3) i
Total 424 196 |
Average gross advances to customers 224,088 214,662
Net charge for bad and doubtful debts as a
percentage of average gross advances to customers
Specific 0.2% 0.1%
General - -
Total 0.2% 0.1%

The net charge for bad and doubtful debts amounted to HK$424 million,
an increase of HK$228 million, or 116.3 per cent, compared with the
previous year. New specific provisions for doubtful accounts rose by
14.9 per cent to HK$ 1,135 million, mainly in residential mortgages and
card advances. Recoveries and releases decreased by 9.9 per cent to
HK$711 million, mainly in corporate accounts. As the balance of HK$125
million of the additional general provision made in 1997 was transferred

to augment general provisions at the end of 2000, no charge for general

provisions was made against loan growth during 2001.

3,000

2,50O

2,000

1,500

1,000

500 .

OPERATING EXPENSES
FOR 2001

IN PERCENTAGE

143

9.4

PAR

553

STAFF COSTS

PREMISES AND EQUIPMENT
OTHER COPERATING EXPENSES
DEPRECIATION

Coon

NMET CHARGE FOR BAD AND
DOUBTFUL DEBTS

HK$M
Ry
s
. ==
N
pocd,
D L
97 = U
% o

[ SPECIFIC PROVISIONS
] GENERAL PROVISIONS




25

2.0

0s

PROVISIONS AS A i ADVANCES TO CUSTOMERS AND PROVISIONS (HKSM) 2001 2000
PERCEMNTAGE OF GROSS L T R R R R

ADVANCES TO CUSTOMERS i Gross advances to customers* 225,926 221,973
i Specific provisions (2,052) (3,017)
IN PERCENTAGE i General provisions (1,438) (1,438)
7 :
Q{(/'ﬂ ¢ Advances to customers** 222,436 217,518
& Gross non-performing advances* 6,174 7,434
Nl ’ : Non-performing advances* as a percentage of gross
™ i advances to customers* 2.7% 33%
L] N‘ Provisions as a percentage of gross advances
G | ! tocustomers*
‘ i Specific provisions 0.91% 1.36%
NN ! ‘ General provisions 0.64% 0.65%
] H H
mou ) i Total provisions 1.55% 2.01%
‘ N . o
e IV S N i Specific provisions as a percentage of gross
‘ ; B non-performing advances* 33.2% 40.6%
P ; ...........................................
v oa d L | *After deduction of interest in suspense.
9 L. i

01 §**After deduction of interest in suspense and provisions.

1 SPECIFIC PROVISIONS :
7] GENERAL PROVISIONS i Gross non-performing advances (after deduction of interest in suspense)

fell by HK$1,260 million, or 16.9 per cent, to HK$6,174 million, compared
with the end of 2000. There was an improvement in the ratio of gross
non-performing advances to gross advances to customers to 2.7 per cent from 3.3 per cent at the end of
the previous year. This was the result of repayments, the write-offs of the balance of corporate accounts
on final settlement and the estimated irrecoverable portion of residential mortgages with repossessed

properties and the upgrading of rescheduled advances and doubtful accounts to performing status.

PROFIT ON TANGIBLE FIXED ASSETS AND LONG-TERM INVESTMENTS
Profit on disposal of tangible fixed assets and long-term investments rose by HK$145 million, or 58.5 per
cent, to HK$393 million, reflecting increased profits on the disposal of debt securities from the accrual

portfolio and of locally-listed equities.

PROPERTY REVALUATION

Hang Seng’s premises and investment properties were revalued by Chesterton Petty Limited, an
independent professional valuer, at 30 September 2001 who confirmed that there had been no material
change in valuations at 31 December 2001. The valuations were carried out by qualified valuers who are
members of the Hong Kong Institute of Surveyors. The basis of the valuation of premises was open market
value for existing use. The basis of the valuation for investment properties was open market value. The
property revaluation has resulted in a fall in Hang Seng’s revaluation reserves of HK$481 million as at

31 December 2001 and a charge to the profit and loss account of HK$ 14 million in respect of properties

where the valuation has fallen below the depreciated historical cost.




Balance Sheet

TOTAL ASSETS

Total assets fell by HK$26.0 billion, or 5.2 per cent, to HK$474.8 billion
at 31 December 2001. The reduction in the balance sheet size was
largely the result of a 3.6 per cent fall in customer deposits (including
certificates of deposit in issue). Advances to customers grew by 2.3
per cent, mainly in mortgages under the Government Home Ownership
Scheme and credit card and personal advances, although residential
mortgages and corporate lending fell slightly. Investment in debt securities

also rose, with funds redeployed from lower yielding interbank placings.

SHAREHOLDERS’ FUNDS

AT 31 DECEMBER (HK3M) 2001 2000
Share capital 9,559 9,559
Retained profits 19,618 18,732
Premises and investment properties
revaluation reserves 8,119 8,742
Long-term equity investment revaluation reserve 2,323 3,452
Capital redemption reserve 99 99
39,718 40,584
Proposed dividends 5,353 5,353
Shareholders’ funds 45,071 45,937
Return on average shareholders’ funds (% p.a.) 23.0 22.7

Shareholders’ funds (excluding proposed dividend) decreased by HK$866
million, or 2.1 per cent, to HK$39,718 million. Despite an increase in
retained profits, the decrease in shareholders’ funds reflected the
reductions in the long-term equity investment revaluation reserve due
to disposals and decrease in fair value of the equity investments and
the premises and investment properties revaluation reserves as a result
of the decline in the property market. Following the adoption of the
revised HK SSAP 9, dividends proposed after the balance sheet date are
recorded as a separate component of shareholders’ funds. Shareholders’
funds and the return on average shareholders’ funds at 31 December
2000 have been restated to reflect this change in accounting policy.

The return on average shareholders’ funds improved slightly to
23.0 per cent, compared with 22.7 per cent for 2000.

There was no purchase, sale or redemption of the Bank’s listed

securities by the Bank or any of its subsidiaries during the year.

CUSTOMER DEPOSITS

Current, savings, time and other deposit accounts fell by HK$19.1
billion, or 4.6 per cent, to HK$395.8 billion at 31 December 2001,
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FOR 2001
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compared with HK$414.9 billion at the previous year-end. Time and
other deposits showed a decline of 17.0 per cent, mainly in Hong Kong
dollars and US dollars, which was partly the result of the withdrawal
of large deposits by certain corporate customers. Current and savings
accounts, mainly in Hong Kong dollars, grew by 22.5 per cent and 17.2
per cent respectively, reflecting customers’ preference for liquidity in
the low interest rate environment. The final stage of interest rate
deregulation which was brought into effect on 3 July 2001 had no
material impact on savings account balances.

In terms of currency, Hong Kong dollar deposits remained stable,
US dollar deposits (mainly time deposits) fell, while deposits in other
foreign currencies rose.

Certificates of deposit in issue increased by HK$3.8 billion, or 26.0
per cent, to HK$18.6 billion.

ADVANCES TO CUSTOMERS

Advances to customers (after deduction of interest in suspense and
provisions) grew by HK$4,918 million, or 2.3 per cent, to HK$222.4
billion at 31 December 2001. Growth in the portfolio was affected by
continued intense competition in the mortgage and retail lending

markets and by sluggish corporate loan demand in 2001.

ADVANCES TO DEPOSITS RATIO

The advances to deposits ratio was 53.7 per cent at 31 December 2001,
compared with 50.6 per cent at 31 December 2000, resulting from the
combined effect of the growth in advances to customers and the fall

in customer deposits.




CAPITAL AND LIQUIDITY MANAGEMENT

Capital Resources Management

ANALYSIS OF CAPITAL BASE AND RISK-WEIGHTED ASSETS (HK$M) 2001 2000
Capital base
Tier 1 capital
Share capital 9,559 9,559
Retained profits 19,342 18,455
Capital redemption reserve 99 99
Total 29,000 28,113
Tier 2 capital
Premises and investment properties revaluation reserves 5,708 5,860
Long-term equity investment revaluation reserve 1,418 2,043
General loan provisions 1,437 1,437
Total 8,563 9,340
Unconsolidated investments and other deductions (1.331) (1,346)
Total capital base after deductions 36,232 36,107

Risk-weighted assets

_— On-balance sheet 221,565 220,037
Off-balance sheet 14,726 13,982
Total risk-weighted assets 236,291 234,019
Total risk-weighted assets adjusted for market risk 236,588 235,453

Capital adequacy ratios
After adjusting for market risk

Tier 1* 12.3% 11.9%

Total* 15.3% 15.3%
Before adjusting for market risk

Tier 1 12.3% 12.0%

Total 15.3% 15.4%

*The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority
guideline under the Supervisory Policy Manual.

The total capital ratio at 31 December 2001 was maintained at 15.3 per cent, the same level as the previous
year. The capital base recorded a small growth of 0.3 per cent while risk-weighted assets adjusted for
market risk rose by 0.5 per cent.

The tier 1 capital ratio rose to 12.3 per cent from the growth in retained profits while the overall capital

ratio fell because of the decline in the revaluation reserves.

Liquidity Management

The liquidity ratio is expressed as the percentage ratio of liquefiable assets to qualifying liabilities, in
accordance with the Fourth Schedule of the Hong Kong Banking Ordinance. Liquefiable assets mainly
comprise cash and short-term funds, marketable securities and advances maturing within one month.
Qualifying liabilities are mainly customer deposits and other liabilities maturing within one month. Hang
Seng continued to maintain a strong liquidity position, with an average liquidity ratio of 45.6 per cent
in 2001 (43.3 per cent in 2000).

®




Liquidity risk management ensures there is adequate cash flow to meet all obligations in a timely and
cost-effective manner. Procedures have been established to monitor and control liquidity on a daily basis
adopting a cash flow management approach. Hang Seng always maintains a stock of high quality liquid
assets to ensure the avaitability of sufficient cash flow to meet its financial commitments, including customer
deposits on maturity and undrawn facilities, over a specified future period.

As a major source of funding, Hang Seng maintains a diversified and stable customer deposit base,
both by maturity and market segment. Hang Seng is active in the local money and capital markets to
manage the maturity profile of assets and liabilities and to secure the availability of interbank and
wholesale deposits at market rates. To secure longer-term funding and to enhance asset and liability
management, Hang Seng increased its certificates of deposit in issue by HK$3.8 billion to HK$18.6
billion at the end of 2001.

RISK MANAGEMENT

Risk management is an integral part and a core element of Hang Seng’s business management. The Bank’s
internal control environment and high standard of corporate governance are described in the Directors’
Report on page 78. The following discussion covers the comprehensive risk management policies and

procedures to identify, monitor and control the various types of risks to which Hang Seng’s business is exposed.

Credit Risk

Credit risk is the risk that a customer or counterparty will be unable or unwilling to meet a commitment

that it has entered into with Hang Seng. It arises principally from lending, trade finance, treasury and

leasing activities. Hang Seng has standards, policies and procedures in place to control and monitor all
such risks.

Credit Risk Management is mandated to provide centralised management of credit risk. Credit Risk
Management is headed by the Chief Credit Officer who reports to the Chief Executive and functionally
reports to the HSBC Group Credit and Risk. Hang Seng conforms with the HSBC Group standards in
establishing its credit policies. The responsibilities of Credit Risk Management are as follows:

» formulation of credit policies which are embodied in the Credit Risk Manual as approved by the
Board of Directors;

+ establishment and maintenance of the Large Credit Exposure Policy setting controls on exposures to
customers and customer groups and on other risk concentrations;

» issue of Lending Guidelines to provide business units with clear guidance on Hang Seng’s attitude towards
and appetite for lending to different market sectors, industries, and products etc. They are regularly
updated and provided to all credit and marketing executives;

* independent review and objective assessment of risk. Credit Risk Management undertakes an independent
assessment of all commercial non-bank credit facilities over designated limits originated by business units,

prior to the facilities being offered to the customer. Renewals and reviews of commercial non-bank

facilities over designated levels are also subject to such independent review and assessment;




e control of exposures to banks and financial institutions. As full authority has been devolved to HSBC
Group Credit and Risk to approve Hang Seng’s credit and settlement risk limits to counterparties in
the financial and government sectors, Hang Seng Credit Risk Management co-ordinates with the
dedicated unit within Group Credit and Risk which controls and manages these exposures on a global
basis using centralised systems and automated processes;

= control of cross-border exposures. Similar to the control of exposures to banks and financial institutions,
Credit Risk Management co-ordinates with the dedicated unit within Group Credit and Risk to control
country and cross-border risk using centralized systems, through the imposition of country limits with
sub-limits by maturity and type of business. Country limits are determined taking into account
economic and political factors together with local business knowledge. Transactions with countries
deemed to be higher risk are considered on a case-by-case basis;

= control of exposure to certain industries including shipping and aviation industries, and close monitoring
of exposures to other industries or products such as telecoms, commercial and residential real estate.
Controls and restrictions on new business or the capping of exposure may be introduced where necessary;

s maintenance of facility grading process. Hang Seng adopts HSBC's grading structure which contains
seven grades, the first three of which are applied to differing levels of satisfactory risk. Of the four
unsatisfactory grades, grades 6 and 7 are non-performing loans. In the case of banks, the grading
structure involves 10 tiers, six of which cover satisfactory risk. It is the responsibility of the final
approver to approve the facility grade. Facility grades are subject to frequent review and amendments,
where necessary, are required to be undertaken promptly;

s reporting to senior executives on aspects of the loan portfolio. Reports are produced for senior
management including the Credit Committee, Executive Committee, Audit Committee, the Board of
Directors and Group Credit and Risk covering:

o risk concentrations and exposures to industry sectors

O large customer group exposure

o large non-performing accounts and provisions

o specific segments of the portfolio such as residential mortgages, commercial real - estate, telecoms,
credit cards, as well as ad hoc reviews as necessary

a country limits and cross-border exposures;

e management and direction of credit-related systems initiatives in the development of standard credit-
related systems to ensure cost efficiency;

e provision of advice and guidance to business units on various credit-related issues.

Market Risk
Market risk is the risk that the movements in interest rates, foreign exchange rates or equity and commodity
prices will result in profits or losses to Hang Seng. Market risk arises on financial instruments which are valued

at current market prices (mark-to-market basis) and those valued at cost plus any accrued interest (accrual

basis). Hang Seng’s market risk arises from customer-related business and from position taking.
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Market risk is managed within risk
limits approved by the Board of Directors.
Risk limits are set by product and risk
type with market liquidity being a
principal factor in determining the level
of limits set. Limits are set using a
combination of risk measurement
techniques, including position limits,
sensitivity limits, as well as value at risk
(VAR) limits at a portfolio level.

Hang Seng adopts the risk manage-
ment policies and risk measurement
techniques developed by the HSBC Group.
The daily risk monitoring process
measures actual risk exposures against
approved limits and triggers specific
action to ensure the overall market risk is
managed within an acceptable level.

VAR is a technique which estimates
the potential losses that could occur on
risk positions taken due to movements
in market rates and prices over a specified
time horizon and to a given level of
confidence. The model used by Hang Seng
calculates VAR on a variance/covariance
basis, using historical movements in
market rates and prices, a 99 per cent
confidence level and a 10-day holding
period, and generally takes account of
correlations between different markets

and rates. The movement in market prices

{ iscalculated by reference to market data

for the last two years. Aggregation of
VAR from different risk types is based
upon the assumption of independence
between risk types.

Hang Seng has obtained approval

from the Hong Kong Monetary Authority (HKMA) for the use of its VAR model to calculate market risk for

capital adequacy reporting. The HKMA is also satisfied with Hang Seng’s market risk management process.

The VAR for all interest rate risk and foreign exchange risk positions at 31 December 2001 was HK$352
million compared with HK$213 million at 31 December 2000. The average VAR for 2001 was HK$248 million,

with a maximum of HK$562 million and a minimum of HK$113 million for the year. On an individual portfolio




basis, the values at risk at 31 December
2001 relating to the trading portfolio and
accrual portfolio were HK$5 million (HK$7
million at 31 December 2000) and HK$353
million (HK$212 million at 31 December
2000) respectively.

The average daily revenue earned
from market risk-related treasury
activities in 2001, including accrual book
net interest income and funding related
to dealing positions, was HK$7 million
(HK$5 million for 2000). The standard
deviation of these daily revenues was
HK$3 million (HK$3 million for 2000).
No loss was recorded out of 244 trading
days in 2001. The most frequent result
was a daily revenue of between HK$4
million and HK$8 million, with 203
occurrences. The highest daily revenue
was HK$22 million.

FOREIGN EXCHANGE EXPOSURE
Hang Seng’s foreign exchange exposures
mainly comprise foreign exchange dealing
by Treasury and currency exposures
originated by its banking business. The
latter are transferred to Treasury where
they are centrally managed within foreign
exchange position limits approved by the
Board of Directors.

The VAR relating to foreign exchange
positions was HK$4 million at 31
December 2001 (HK$6 million at 31
December 2000) and the average amount
for 2001 was HK$5 million, with a
maximum of HK$8. million and a minimum

of HK$3 million in the year. The average
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one-day foreign exchange profit for 2001 was HK$1 million (HK$1 million for 2000).

Foreign currency exposures at 31 December 2001, including those arising from dealing, non-dealing

and structural positions, and with an individual currency constituting 10 per cent or more of the total

net position in all foreign currencies being shown separately, are as follows:




TOTAL FOREIGN CURRENCY Other foreign Total foreign
POSITIONS (HKSM) uspo currencies currencies
Spot assets 237,778 91,998 329,776
Spot liabilities (206,264) (93,763) (300,027)
Forward purchases 39,001 9,638 48,639
Forward sales (61,725) (7,742) (69,467)
Net options positions 4 (4) -
Net fong non-structural position 8,794 127 8,921
Net structural position 508 51 559

INTEREST RATE EXPOSURE

Interest rate risk arises in both the treasury dealing portfolio and accruals books, which are managed
by Treasury under limits approved by the Board of Directors. The VAR relating to interest rate exposures
was HK$352 million at 31 December 2001 (HK$213 million at 31 December 2000) and the average
amount for 2001 was HK$248 million, with a maximum of HK$562 million and a minimum of HK$119
million for the year. The average daily revenue earned from treasury-related interest rate activities for
2001 was HK$5 million (HK$4 million for 2000).

Structural interest rate risk arises primarily from the deployment of non-interest bearing liabilities,
such as shareholders’ funds and some current accounts, as well as fixed rate loans and liabilities other
than those generated by the treasury business. Structural interest rate risk is monitored by Hang Seng’s
Asset and Liability Management Committee.

Interest rate sensitivity analysis is useful in managing the interest rate risk of the accrual portfolio. The
table on page 69 discloses the mismatching of the dates on which interest receivable on assets and
payable on liabilities are next reset to market rate on a contractual basis, or, if earlier, the dates on which
the instruments mature. Actual reset dates may differ from contractual dates owing to prepayments and
the exercise of options. In addition, contractual terms may not be representative of the behaviour of assets
and liabilities. For these reasons, Hang Seng takes into account behavioural characteristics in the
management of its interest rate risk, rather than on the contractual basis set out in the table on page 69.

A positive interest rate sensitivity gap exists where more assets than liabilities re-price in a given period.
Although a positive gap position tends to benefit net interest income in a rising interest rate environment,
the actual effect will depend on a number of factors, including the extent to which repayments are made
earlier or later than the contracted date and variations in interest rates within re-pricing periods and
among currencies. Similarly, a negative interest rate sensitivity gap exists where more liabilities than assets
re-price during a given period. In this case, a negative gap position tends to benefit net interest income

in a declining interest rate environment, but again the actual effect will depend on the same factors as

for positive interest rate gaps.




More than More than Non-
3 months 6 months More interest
INTEREST RATE Up to 3 and up to and up to than 12 earning/
SENSITIVITY ANALYSIS (HKSM) months 6 months 12 months Months bearing Total
Assets
Cash and short-term funds 105,277 2,282 410 - 3,130 111,099
Placings with banks
maturing after one month 29,834 8,845 4,987 - - 43,666
Certificates of deposit 16,698 956 593 4,956 - 23,203
Investment securities 24,533 4,547 3,216 9,447 3,686 45,429
Advances to customers 202,045 8,672 5,537 5,753 429 222,436
QOther assets * 5,192 846 969 977 20,970 28,954
Total assets 383,579 26,148 15,712 21,133 28,215 474,787
Liabilities
Current, savings and other
deposit accounts 381,273 8,334 8,074 3,411 13,236 414,328
Deposits from banks 2,437 18 - - 167 2,622
Other liabilities * 2,988 120 1,991 453 7,214 12,766
Shareholders’ funds - - - - 45,071 45,071
Total liabilities 386,698 8,472 10,065 3,864 65,688 474,787

Off-balance sheet items

Net gap position (5,895) 18,463 5,162 19,743 (37,473) -
Cumulative gap position (5,895) 12,568 17,730 37,473 - -

*Amounts due from / to immediate holding company and fellow subsidiary companies are included under other

assets and other liabilities.

EQUITIES EXPOSURE
Hang Seng's equities exposure in 2001 is mainly in long-term equity investments which are set out in note

18 of the financial statements.

DERIVATIVES
POSITIONS OF DERIVATIVE Contract amount Mark-to-market values
CONTRACTS OUTSTANDING (HK$SM) Dealing Non-dealing Positive Negative

Foreign exchange contracts

Spot and forward 98,143 - 294 149
Currency swaps 1,900 337 5 4
Currency options 5,680 - 11 10

Interest rate contracts
Interest rate swaps 30,505 13,941 859 612
Futures and forward rate
agreements - - - -
Interest rate options written - 6,842 - 13

Analysis of mark-to-market values
Dealing contracts 630 577
Non-dealing contracts 479 211




Derivatives are financial contracts whose value and characteristics are derived from underlying assets,
exchange and interest rates, and indices. They mainly include futures, forwards, swaps and options in
foreign exchange, interest rate, equity and equity indices and commodities. Derivative positions arise
from transactions with customers as well as Hang Seng’s own dealing and asset and liability management
activities. These positions are managed carefully to ensure that they are within acceptable risk levels.

Derivative instruments are subject to both market risk and credit risk. Market risk from derivative
positions is controlled individually and in combination with on-balance sheet market risk positions
within Hang Seng’s market risk limits regime as described on page 65. The credit risk relating to a
derivative contract is principally the replacement cost of the contract when it has a positive mark-to-market
value and the estimated potential future change in value over the residual maturity of the contract. The
nominal value of the contracts does not represent the amount of Hang Seng’s exposure to credit risk.
All activities relating to derivatives are subject to the same credit approval and monitoring procedures
used for other credit transactions.

The table on page 69 provides an analysis of derivatives by product at 31 December 2001, showing
those contracts undertaken for dealing and non-dealing purposes. Hang Seng’s derivative positions are
mainly in foreign exchange and interest rate contracts, and option positions are relatively small. Mark-
to-market values of derivatives designated for dealing purpose are included in “Other assets” for

positive amounts and “Other liabilities” for negative amounts.

Operational Risk Management

Operational risk is the risk of economic loss arising through fraud, unauthorised activities, error, omission,
inefficiency, systems failure or from external events. The risk of losses caused by human error and fraud
is mitigated under a well-established internal control environment in which processes are documented,
authorisation is independent and where transactions are reconciled and monitored. Details are described
in the Report of Directors on page 78. Adequate insurance cover is taken to minimise losses in business
operation and on holding of fixed assets. To reduce the impact of and interruptions to business activities
caused by system failure or natural disaster, back-up systems and contingency business resumption
plans are in place for all business and critical back-office functions. Back-up computer systems and

business resumption back-up sites are maintained. Detailed contingency recovery procedures are clearly

documented, with periodic drills conducted to ensure the procedures are current and correct.
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The Honourabkle
LEE Quo-Wei gam, 5P
HONORARY CHAIRMAN

Wir David ELDON Jp
CHAIRMAN

The Honourable LEE Quo-Wei cem, Ip

HONORARY CHAIRMAN

Age 83. Joined the Bank in 1946. Appointed a
Director in December 1959 and elected Vice-
Chairman in January 1976. Executive Chairman
from 1983 until February 1996. Non-executive
Chairman from March 1996 to December 1997.
Honorary Chairman since 1 January 1998. A non-
executive Director of The Hongkong and Shanghai
Banking Corporation Limited from 1978 to 1984.
Consultant to the Board of The Hongkong and
Shanghai Banking Corporation Limited from 1984
to 1992 and Adviser to the Board of HSBC Holdings
plc from 1991 to 1997. Honorary Chairman of Hang
Seng School of Commerce. A Director of Miramar
Hotel and Investment Company Limited, New
World Development Company Limited, Shaw
Brothers (Hong Kong) Limited and Shanghai
Industrial Holdings Limited. Life Member of the
Council of The Chinese University of Hong Kong.
Recipient of the Businessman of the Year award in
the Hong Kong Business Awards 1994, sponsored
by DHL and the South China Morning Post.
Awarded the Grand Bauhinia Medal by the Hong
Kong Special Administrative Region Government
in July 1997.

Mir David Gordon ELDON ,p

CHAIRMAN

Age 56. Appointed a Director of the Bank in
June 1996 and non-executive Chairman on 1
January 1998. Chairman of The Hongkong and
Shanghai Banking Corporation Limited. A Director
of HSBC Holdings plc, MTR Corporation Limited
and Swire Pacific Limited. Steward of The Hong
Kong Jockey Club, a member of the General
Committee of the Hong Kong General Chamber

of Commerce and a member of the Hong Kong

Trade Development Council.




Mr Vincent Hoi Chuen CHENG ose, sp
VICE-CHAIRMAN AND CHIEF EXECUTIVE

Age 53. Appointed a Director of the Bank in
October 1994 and became a Managing Director in
April 1995. Appointed Vice-Chairman and Acting
Chief Executive in March 1998. Vice-Chairman
and Chief Executive since August 1998. Chairman
of Hang Seng Life Limited, Hang Seng School
of Commerce and the Board of Trustees of the
Lord Wilson Heritage Trust. A Director of The
Hongkong and Shanghai Banking Corporation
Limited, Great Eagle Holdings Limited and
Kowloon-Canton Railway Corporation. A member
of Beijing Municipal Committee of the Chinese
People’s Political Consultative Conference. Chairman
of the Process Review Panel for the Securities and
Futures Commission. Vice President and Chairman
of the Hong Kong Institute of Bankers. Vice-
Chairman of Business and Professionals Federation
of Hong Kong. A Committee Member of The
Chinese General Chamber of Commerce. A
member of the Advisory Committee of the Hong
Kong Special Administrative Region Government
Land Fund and the Board of the Community
Chest of Hong Kong. Visiting professor of Zhejiang
University of China and Shenzhen University of
China since September 2000 and April 2001
respectively. Honorary professor of Southwestern
University of Finance & Economics of China since

October 2000.

*Mr CHAN Cho Chak John ass, ip
Age 58. Managing Director of The Kowloon Motor
Bus Company (1933) Limited. A Director of The
Kowloon Motor Bus Holdings Limited, Guangdong
Investment Limited and Hong Kong Exchanges

and Clearing Limited. A Director and Chairman of

RoadShow Holdings Limited. Former member of
the Hong Kong Civil Service from 1964 to 1978 and

*

from 1980 to 1993. Key posts held in Government
included Private Secretary to the Governor, Deputy
Secretary {(General Duties), Director of Information
Services, Deputy Chief Secretary, Secretary for
Trade and Industry and Secretary for Education
and Manpower. Steward of The Hong Kong Jockey
Club. Chairman of the Board of Trustees of the Sir
Edward Youde Memorial Fund. A Council Member
of the University of Hong Kong. A Director of the
Community Chest. Awarded the Gold Bauhinia Star
by the Hong Kong Special Administrative Region
Government in July 1999. Appointed a Director of
the Bank in August 1995.

Dr CHENG Yu Tung DPMS, DBA(Hon), LLD(Hon), DSSc{Hon)
Age 76. Chairman of New World Development
Company Limited. Managing Director of Chow Tai
Fook Jewellery Company Limited and a Director of
Shun Tak Holdings Limited. Appointed a Director
of the Bank in March 1985.

Dr HO Tim Chev Leg d'Hon, JP, DSSc(Hon), DBA (Hon), LLD(Hon)
Age 93. Joined the Bank in 1933. Appointed a
Director and General Manager in December 1952.
A Vice-Chairman from 1967 to 1979. A Director of
Miramar Hotel and Investment Company Limited,
New World Development Company Limited and
King Fook Holdings Limited. Permanent Member
of the Board of Trustees of United College of
The Chinese University of Hong Kong. A Council
Member of The Chinese University of Hong Kong.
A Board Member of Hang Seng School of
Commerce. A Committee Member of Tang Shiu Kin
and Ho Tim Charitable Fund. Permanent President
of Ho's Clansmen Association Limited. Honorary
President of Pun U District Association of Hong
Kong and Honorary Permanent President of The

Chinese Gold & Silver Exchange Society.




*Mr Jenkin HUI
Age 58. Director and Chief Executive of Pointpiper
Investment Limited. A Director of Central
Development Limited, Jardine Strategic Holdings
Limited and Hongkong Land Holdings Limited.
Appointed a Director of the Bank in August 1994.

*Dr LEE Hon Chiu ass

Age 73. A Director of Cathay Pacific Airways
Limited, China Unicom Limited and The Hong
Kong and China Gas Company Limited. Chairman
of the Council of The Chinese University of Hong
Kong. Awarded the Gold Bauhinia Star by the
Hong Kong Special Administrative Region
Government in July 2000. Appointed a Director of
the Bank in October 1986.

*Dr the Hon L! Ka Cheung Eric FHKsA, OBE, JP

Age 48. Senior partner of Li, Tang, Chen & Co.,
Certified Public Accountants. Member of the
Legislative Council of the Hong Kong Special
Administrative Region (“LegCo”). Chairman of
LegCo’s Public Accounts Committee. Director of
The Kowloon Motor Bus Holdings Limited,
SmarTone Telecommunications Holdings Limited,
Wong's International (Holdings) Limited, CATIC
International Holdings Limited, SIIC Medical
Science and Technology (Group) Limited and
Business and Professionals Federation of Hong
Kong. Recipient of the first “Accountant of the
Year Award” in 1993. Elected President of Hong
Kong Society of Accountants in 1994. Member of
Hong Kong Monetary Authority’s Deposit-taking
Companies Advisory Committee and Inland Revenue
Department’s User's Committee. Appointed a
Director of the Bank in February 2000.

Dr LOC Heng Sui Vincent ess, Jp
Age 53. Chairman and Chief Executive of Shui
On Group. Director of Great Eagle Holdings

Limited and a non-executive Director of New

World China Land Limited. Member of The Ninth
National Committee of Chinese People’s Political
Consultative Conference. President of the Business
and Professionals Federation of Hong Kong.
President of Shanghai-Hong Kong Council for the
Promotion and Development of Yangtze. Adviser
to Chinese Society of Macroeconomics. Member of
Hong Kong/United States Economic Co-operation
Committee. Council member of the China Overseas
Friendship Association. Chairman of the Council
of the Hong Kong University of Science and
Technology. Awarded the Gold Bauhinia Star by
the Hong Kong Special Administrative Region
Government in July 1998. Recipient of the
Businessman of the Year award in the Hong Kong
Business Awards 2001, sponsored by DHL and the
South China Morning Post. Appointed a Director
of the Bank in February 1999,

Mr LUK Koon Hoo Roger BSocsc, MBA, FHKIB, MIMgt, JP
Age 50. Joined the Bank in 1975. Appointed
Director and Deputy Chief Executive in October
1994. Managing Director and Deputy Chief
Executive since April 1996. A Director of Business
and Professionals Federation of Hong Kong, AXA
General Insurance Hong Kong Limited and Union
Insurance Society of Canton, Limited. A member of
the Broadcasting Authority and the Advisory
Committee on New Broad-base taxes. A Council
Member and Treasurer of The Chinese University of
Hong Kong. A Board Member of Hang Seng School
of Commerce. A Council member of Hong Kong
Baptist University from 1992 to 1998. A part-time
member of the Central Policy Unit of the Hong Kong
Government between 1989 and 1990. A member
of the Legislative Council from 1992 to 1995.

Mir MOK Wai Kin Fcca, AHKSA, ACIS, ACIB
Age 53. Joined the Bank in 1966. Served in various
positions including retail banking, trade finance

and internal audit. Head of Audit Division from




1988 to July 1994. Appointed Head of Retail *Mr Richard Yat Sun TANG wmBa, BBS, JP
Banking Division since August 1994. Appointed Age 49. Chairman and Managing Director of
Senior Assistant General Manager in January 1995, Richcom Company Limited. A Vice Chairman of
Deputy General Manager in July 1995 and General King Fook Holdings Limited. A Director of Miramar
Manager in January 1996. Appointed a Director Hotel and Investment Company Limited and Hong
and General Manager of the Bank in August 1999. Kong Commercial Broadcasting Company Limited.
Appointed a Managing Director and General Chairman of the Correctional Services Children’s
Manager of the Bank since April 2000. Responsible Education Trust Committee of the Correctional
for retail banking, private banking, investment Services Department, a member of the Executive
services and insurance business of the Bank.” Committee of the Board of Management of the
Member of Hong Kong Monetary Authority's Chinese Permanent Cemeteries, an Adjudicator of
Deposit-taking Companies Advisory Committee. the Registration of Persons Tribunal, a member of
Vice-Chairman of the Board of Li Po Chun World the Hong Kong Special Administrative Region
College (Hong Kong), Limited and a Board Passports Appeal Board, an Adjudicator of
Member of Hang Seng School of Commerce. the Immigration Tribunal of the Immigration
Department, a member of the Barristers
Mr OR Ching Fai Raymond Disciplinary Tribunal Panel and a member of
Age 52. General Manager of The Hongkong and Customs & Excise Service Children’s Education
Shanghai Banking Corporation Limited since Trust Fund Investment Advisory Board. Awarded
February 2000. Chairman of HSBC Insurance (Asia- “Justice of the Peace” in 1997. Awarded the
Pacific) Holdings Limited. A Director of Cathay Bronze Bauhinia Star by the Hong Kong Special
Pacific Airways Limited, Esprit Holdings Limited, Administrative Region Government in July 2000.
Hong Kong Interbank Clearing Limited and Appointed a Director of the Bank in August 1995.
Hutchison Whampoa Limited. Chairman of The
Hong Kong Association of Banks and a Council *independent non-executive Directors
Member of The Hong Kong Trade Development

Council in 2000. Appointed a Director of the Bank ) ) )
Mr D G Eldon is a Director of HSBC Holdings plc and

in February 2000. The Hongkong and Shanghai Banking Corporation Limited.
Mr Vincent H C Cheng is a Director of The Hongkong and
Mr Simon Christopher PENNEY Shanghai Banking Corporation Limited. Mr Raymond C F Or

Age 53. Chief Financial Officer of The Hongkong and s thé General M,anaqe,,d The Hongkong faNd S,hanghaf
Banking Corporation Limited. Mr § C Penney is a Director of
Shanghai Banking Corporation Limited since 1995. HSBC Asia Holdings BV and the Chief Financial Officer of
Appointed a Director of the Bank in January 1999. The Hongkong and Shanghai Banking Corporation Limited.
Each of HSBC Holdings plc, HSBC Asia Holdings BV and The

Hongkong and Shanghai Banking Corporation Limited has

* Dr SIN Wai Kin David pssc(Hon)
anen an interest in the share capital of the Bank as disclosed

Age 72. Chairman of Myer Jewelry Manufacturer under the provisions of Part Il of the Securities (Disclosure of

Limited. Vice-Chairman of Miramar Hotel and Interests) Ordinance.
Investment Company Limited. Executive Director of
New World Development Company Limited. A
Director of King Fook Holdings Limited. Appointed

a Director of the Bank in November 1991,




Mr Vincent W C CHENG ose. Jp
VICE-CHAIRMAN AND CHIEF EXECUTIVE

Mr Vincent Hoi Chuen CHENG ose, Jp
VICE-CHAIRMAN AND CHIEF EXECUTIVE

Age 53. Appointed a Director of the Bank in
October 1994 and became a Managing Director in
April 1995, Appointed Vice-Chairman and Acting
Chief Executive in March 1998. Vice-Chairman and
Chief Executive since August 1998. Chairman of
Hang Seng Life Limited, Hang Seng School of
Commerce and the Board of Trustees of the Lord
Wilson Heritage Trust. A Director of The Hongkong
and Shanghai Banking Corporation Limited, Great
Eagle Holdings Limited and Kowloon-Canton
Railway Corporation. A member of Beijing
Municipal Committee of the Chinese People’s
Political Consultative Conference. Chairman of the
Process Review Panel for the Securities and Futures
Commission. Vice President and Chairman of the
Hong Kong Institute of Bankers. Vice-Chairman of
Business and Professionals Federation of Hong
Kong. A Committee Member of The Chinese
General Chamber of Commerce. A member of the
Advisory Committee of the Hong Kong Special
Administrative Region Government Land Fund and
the Board of the Community Chest of Hong Kong.
Visiting professor of Zhejiang University of China
and Shenzhen University of China since September
2000 and April 2001 respectively. Honorary
professor of Southwestern University of Finance &

Economics of China since October 2000.

WMir LUK Koon Hoo Roger 8socsc, MBA, FHKIB, MiMgt, JP
MANAGING DIRECTOR AND DEPUTY CHIEF EXECUTIVE

(Biographical details are set out on page 74)

Mr MOK Wai Kin rcca, AHKSA, ACIS, ACIB

MANAGING DIRECTOR AND GENERAL MANAGER

(Biographical details are set out on pages 74 and 75)




The Directors have pleasure in presenting their
report together with the audited accounts for the
year ended 31 December 2001.

PRINCIPAL ACTIVITIES
The Bank and its subsidiary and associated companies
are engaged in the provision of banking and related

financial services.

PROFITS

The consolidated profit of the Bank and its subsidiary
and associated companies for the year is set out on
page 85 together with particulars of dividends

which have been paid or declared.

MAJOR CUSTOMERS

The Directors believe that the five largest customers
of the Bank accounted for less than 30% of the total
of interest income and other operating income of

the Bank in the year.

SUBSIDIARIES
Particulars of the Bank’s principal subsidiaries at

31 December 2001 are set out on page 123.

SHARE CAPITAL
No change in either the authorised or issued share

capital took place during the year.

DONATIONS
Charitable donations made by the Bank and its
subsidiaries during the year amounted to HK$10

million.

DIRECTORS
The Board of Directors is committed to the Bank's
objectives of consistently increasing shareholder
value and providing superior services.

The Board, which meets regularly, sets strategies

and monitors the executive management. it has

delegated authorities to the Executive and Audit
Committees, details of which are given below.

The Directors of the Bank who were in office at
the end of the year were The Honourable Lee Quo-
Wei, Mr D G Eldon, Mr Vincent H C Cheng, Mr John
CCChan, DrY T Cheng, Dr Ho Tim, Mr Jenkin Hui,
Dr H C Lee, Dr the Hon Eric K C Li, Dr Vincent H S
Lo, Mr Roger K H Luk, Mr W K Mok, Mr Raymond
CF Or, Mr S C Penney, Dr David W K Sin and
Mr Richard Y S Tang.

Mr David T C Ho retired from the Board with
effect from 19 April 2001.

The Directors retiring by rotation in accordance
with the Bank's Articles of Association are Mr John
C C Chan, Dr Ho Tim and Dr Vincent H $S Lo, who,
being eligible, offer themselves for re-election.

Dr H C Lee has given notice that he intends
to resign from the Board at the conclusion of
the Annual General Meeting to be held on 23
April 2002,

No Director proposed for re-election at the
forthcoming Annual General Meeting has a
service contract with the Bank which is not
determinable by the Bank within one year without
payment of compensation (other than statutory
compensation).

No contract of significance, to which the Bank
or any of its holding companies or any of its
subsidiaries or fellow subsidiaries was a party and
in which a Director of the Bank had a material
interest, subsisted at the end of the year or at any

time during the year.

BOARD COMMITTEES
The Executive Committee and the Audit

Committee were established in 1992.

Executive Committee
The Executive Committee meets regularly to

review the management and performance of the

@




Bank and operates as a general management
committee under the direct authority of the
Board. The members of the Executive Committee
include Mr Vincent H C Cheng (Chairman), Mr
Raymond C F Or, Mr Roger K H Luk and Mr W K
Mok (Directors).

Audit Committee

The Audit Committee meets regularly with the
senior financial, internal audit and compliance
management and the external auditors to review
and discuss financial performance, consider the
nature and scope of audit reviews and the
effectiveness of the systems of internal control and
compliance. The Audit Committee will also discuss
matters raised by the external auditors and ensure
that all audit recommendations are implemented.
The members of the Audit Committee are Dr the
Hon Eric K C Li (Chairman), Mr Richard Y S Tang
and Mr S C Penney, all of whom are non-executive

Directors of the Bank.

CORPORATE GOVERNANCE

The Bank is committed to high standards of
corporate governance and has followed the
module on "Corporate Governance of Locally
Incorporated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong

Kong Monetary Authority in September 2001.

Code of Best Practice

The Bank has complied throughout the year with
the Code of Best Practice adopted by the Bank,
which includes all the guidelines set out in
Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong
Limited (“the Listing Rules”).

Internal Control

The Directors are responsible for internal control

in the Bank and its subsidiaries and for reviewing
its effectiveness.

The internal control framework of the Bank
comprises a well-established organisation structure
and comprehensive control policies and standards.
Areas of responsibilities of each business and
operational unit are clearly defined to ensure
effective checks and balances. Internal control
procedures have been established based on the
risk inherent in the individual businesses and
operational units.

internal Audit plays an important role in the
Bank’s internal control framework. It monitors the
effectiveness of internal control procedures and
compliance with policies and standards across all
business and operational units. It also advises
management on operational efficiency and other
management issues. The work of the internal audit
function is focused on areas of greatest risk to the
Bank as determined by a risk management
approach. The head of this function reports to the
Chairman and the Audit Committee.

The Audit Committee has kept under review
the effectiveness of this system of internal control

and has reported regularly to the Board of Directors.

REMUNERATION

The Board of Directors strives to ensure that total
remuneration is fair and attractive to potential
employees, whilst motivating and retaining
existing high-calibre staff. The remuneration
packages are structured to take due account of
levels and composition of pay and the market
positioning locally and in the territories outside
Hong Kong in which the Bank operates.

Salaries are reviewed annually in the context
of individual and business performance, market
practice, internal relativities and competitive
market pressures. In appropriate circumstances,

performance-related payments and awards under




the relevant HSBC Group share plans are provided
as incentives to staff.

The total number of staff of the Bank stood at
7,488 as of 31 December 2001, a slight increase
over 2000. However, the total staff costs (excluding

retirement benefit costs) remained stable.

PERSONAL
INTERESTS
Number of Ordinary Shares of HK$%5
each in the Bank
The Honourable Lee Quo-Wei 1,091,516
Mr D G Eldon 300
Mr John C C Chan -
Dr Ho Tim 3,480,252
Mr Roger K H Luk 1,983
Mr W K Mok 1,625
Number of Ordinary Shares of US$0.50
each in HSBC Holdings plc
The Honourable Lee Quo-Wei 1,662,015
Mr D G Eldon -
Mr Vincent H C Cheng 24,046
Mr John C C Chan 14,283
Dr Ho Tim 102,687
Mr Jenkin Hui 8,813
Dr the Hon Eric K C Li -
Mr Roger K H Luk 48,088
Mr Raymond CF Or 58,178
Mr S C Penney 10,719

Notes:

(1) The Honourable and Mrs Lee Quo-Wei together were
entitled to control no less than one-third of the voting
power at general meetings of a private company which
beneficially held all of those shares referred to above as
his corporate interests.

(2) 1,593,122 shares in HSBC Holdings plc were held by a
charitable foundation which is exempt from tax under
section 88 of the Inland Revenue Ordinance and of which
The Honourable and Mrs Lee Quo-Wei were members of
the Board of Trustees. 158,152 shares in the Bank and
61,756 shares in HSBC Holdings plc were held by two trusts
of which Mrs Lee was one of the two trustees. Neither The
Honourable Lee Quo-Wei nor Mrs Lee was a beneficiary of
the shareholdings mentioned in this note.

DIRECTORS’ INTERESTS

At the end of the financial year, the interests of
the Directors in securities of the Bank and its
associated corporations disclosed in accordance

with the Listing Rules were as set out below.

FAMILY CORPORATE OTHER TOTAL
INTERESTS INTERESTS INTERESTS INTERESTS
1,094,783 350,990¢ 158,152 2,695,441

- - - 300

- - 1,000 1,000

- - - 3,480,252

- - - 1,983

- - - 1,625
1,244,556 72,1670 1,654,878% 4,633,616
13,419 - - 13,419
48,389 - - 72,435
- - 3,000% 17,283

- - - 102,687
24,342 976,424 - 1,009,579
18,132 79,6225 - 97,754
_ - - 48,088
29,643 - - 87,821
- - - 10,719

(3) 1,000 shares in the Bank and 3,000 shares in HSBC
Holdings plc were held by a trust of which Mr and Mrs
John C C Chan were beneficiaries.

(4) Mr Jenkin Hui was entitled to control no less than one-
third of the voting power at general meetings of a private
company which beneficially held all of those shares
referred to above as his corporate interests.

(5) Dr the Hon Eric K C Li was entitled to control no less than
one-third of the voting power at general meetings of a
private company which beneficially held all of those
shares referred to above as his corporate interests.




At the end of the financial year, The Honourable At the end of the financial year, the
Lee Quo-Wei had a family interest in HK$2,500,000 undermentioned Directors held options to acquire
Subordinated Collared Floating Rate Notes 2003 the number of ordinary shares of US$0.50 each in
issued by The Hongkong and Shanghai Banking HSBC Holdings plc set against their respective
Corporation Limited. names. These options were granted for nil

consideration by HSBC Holdings plc.

OPTIONS OPTIONS EXERCISE
HELD AT EXERCISED PRICE PER
31 DECEMBER DURING SHARE IN DATE EXERCISABLE EXERCISABLE
2001 THE YEAR PENCE GRANTED FROM UNTIL
Mr D G Eldon 36,000 - 217.27 7 Mar 1995 7 Mar 1998 7 Mar 2005
40,500 - 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
Mr Vincent H C Cheng 1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
Mr Roger K H Luk 1,248 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,679 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
Mr W K Mok 3,126 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
Mr Raymond CF Or - 21,000 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
- 21,000t 501.60 24 Mar 1997 24 Mar 2000 24 Mar 2007
21,000 - 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
Mr S C Penney 18,000 - 217.27 7 Mar 1995 7 Mar 1998 7 Mar 2005
21,000 - 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
22,500 - 501.60 24 Mar 1997 24 Mar 2000 24 Mar 2007
20,250 - 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006

Notes:
(1) At the date of exercise, 14 March 2001, the market value per share was 822p.




At the end of the financial year, there were
conditional awards of shares under the HSBC
Holdings plc Restricted Share Plan made in favour
of the undermentioned Directors for the number
of ordinary shares of U5$0.50 each in HSBC

Holdings plc set against their respective names:

Mr D G Eldon 149,601
Mr Vincent H C Cheng 75,879
Mr Roger K H Luk 34,311
Mr W K Mok 31,132
Mr Raymond C F Or 46,274
Mr S C Penney 32,635

During the year, Mr D G Eldon and Mr Vincent H C
Cheng acquired ordinary shares of US$0.50 each in
HSBC Holdings plc following release of conditional
awards of shares under the HSBC Holdings plc
Restricted Share Plan granted in 1997.

Save as disclosed in the preceding paragraphs,
at no time during the year was the Bank or any of
its holding companies or its subsidiaries or fellow
subsidiaries a party to any arrangement to enable
the Directors of the Bank to acquire benefits by
means of the acquisition of shares in or debentures
of the Bank or any other body corporate.

No right to subscribe for equity or debt
securities of the Bank has been granted by the Bank
to, nor have any such rights been exercised by, any

person during the year ended 31 December 2001.

DIRECTORS’ INTERESTS

IN COMPETING BUSINESSES

Pursuant to Rule 8.10 of the Listing Rules, at the
end of the year, the following Directors had
declared interests in the following entities which
compete or are likely to compete, either directly
or indirectly, with the businesses of the Bank:

The Honourable Lee Quo-Wei is a Director of
New World Finance Co. Ltd., which conducts
money lending business.

Mr D G Eldon is a Director of HSBC Holdings plc,

the ultimate holding company of the Bank, and
certain of its subsidiaries, including The Hongkong
and Shanghai Banking Corporation Limited, the
immediate holding company of the Bank.

Mr Vincent H C Cheng is a Director of The
Hongkong and Shanghai Banking Corporation
Limited and HSBC Insurance (Asia-Pacific) Holdings
Limited, a subsidiary of The Hongkong and
Shanghai Banking Corporation Limited.

Mr Roger K H Luk is a Director of AXA General
Insurance Hong Kong Limited and Union Insurance
Society of Canton, Limited, which conduct general
and life insurance business.

Mr W K Mok is a Director of HSBC Asset
Management Hong Kong Limited and HSBC
Investment Funds Hong Kong Limited, subsidiaries
of The Hongkong and Shanghai Banking
Corporation Limited.

Mr Raymond C F Or is a Director of HSBC
Insurance (Asia-Pacific) Holdings Limited, a
subsidiary of The Hongkong and Shanghai Banking
Corporation Limited.

Mr S C Penney is a Director of HSBC Asia
Holdings BV, the immediate holding company of
The Hongkong and Shanghai Banking Corporation
Limited, and certain of its subsidiaries.

HSBC Holdings plc, through its subsidiaries and
associated undertakings, is engaged in providing a
comprehensive range of banking, insurance and
related financial services.

The entities in which the Directors have
declared interests are managed by separate Boards
of Directors and management, which are
accountable to their respective shareholders.

The Board of the Bank includes seven
independent non-executive Directors whose views
carry significant weight in the Board’s decisions.
The Audit Committee of the Bank, which consists
of three non-executive Directors, meets regularly
to assist the Board of Directors in reviewing the
financial performance, internal control and

compliance systems of the Bank and its




subsidiaries. The Bank is, therefore, capable of
carrying on its businesses independently of, and at
arm’s length from, the businesses in which

Directors have declared interests.

INDEPENDENT NON-EXECUTIVE

DIRECTORS’ FEES

Each of the independent non-executive Directors
of the Bank received a Director’s fee of HK$80,000
for the year ended 31 December 2001.

SUBSTANTIAL INTERESTS IN SHARE CAPITAL
The register maintained by the Bank pursuant to
the Securities (Disclosure of Interests) Ordinance
recorded that, as at 31 December 2001, the
following corporations had interests (as defined in
that Ordinance) in the Bank set opposite their

respective names:

NUMBER OF ORDINARY SHARES
OF HK$5 EACH IN THE BANK
NAME OF CORPORATION (PERCENTAGE QF TOTAL)

The Hongkong and
Shanghai Banking

Corporation Limited 1,199,816,037 (62.76%)
HSBC Asia Holdings BV
HSBC Asia Holdings (UK)

HSBC Holdings BV

1,199,816,037 (62.76%)
1,199,816,037 (62.76%)
1,226,510,848 (64.15%)
1,226,510,848 (64.15%)
HSBC Holdings plc 1,227,020,925 (64.18%)

HSBC Finance (Netheriands)

The Hongkong and Shanghai Banking Corporation
Limited is a wholly-owned subsidiary of HSBC Asia
Holdings BV, which is a wholly-owned subsidiary
of HSBC Asia Holdings (UK), which in turn is a
wholly-owned subsidiary of HSBC Holdings BV.
HSBC Holdings BV is a wholly-owned subsidiary of
HSBC Finance (Netherlands), which in turn is
wholly-owned by HSBC Holdings plc. Accordingly,
The Hongkong and Shanghai Banking Corporation
Limited’s interests are recorded as the interests of
HSBC Asia Holdings BV, HSBC Asia Holdings (UK),
HSBC Holdings BV, HSBC Finance (Netherlands) and
HSBC Holdings plc.

©

The Directors regard HSBC Holdings plc to be
the beneficial owner of 1,188,057,371 ordinary
shares in the Bank (62.14%).

CONNECTED TRANSACTIONS
Finance Lease Arrangements
In the normal course of business, the Bank has
participated in certain finance lease arrangements
which involved transactions with its parent

company.

PURCHASE, SALE OR REDEMPTICON OF

THE BANK'S LISTED SECURITIES

During the year, there was no purchase, sale or
redemption by the Bank, or any of its subsidiaries,

of the Bank’s listed securities.

SUPERVISORY POLICY MANUAL ON
FINANCIAL DISCLOSURE BY LOCALLY
INCORPORATED AUTHORISED INSTITUTIONS
The accounts of the Bank for the year ended 31
December 2001 fully comply with the module on
“"Financial Disclosure by Locally Incorporated
Authorised Institutions” under the Supervisory
Policy Manual issued by the Hong Kong Monetary
Authority in November 2001.

AUDITORS

KPMG retire and, being eligible, offer themselves
for re-appointment. A resolution for the re-
appointment of KPMG as auditors of the Bank is
to be proposed at the forthcoming Annual General

Meeting.
On behalf of the Board

David Eldon
Chairman

Hong Kong, 4 March 2002
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FOR THE YEAR ENDED 31 DECEMBER 2001
(EXPRESSED IN MILLIONS OF HONG KONG DOLLARS)

2001 2000

.8 A
e
BREWA
HAEERA
L PN
EEZWH

MREFEESWZEEET

RIZRERE
EERH

EVEEEER
EHEREZ B

BREMEF (RE)/IBE

PRI E R 2T
BB —MEBER
—EEBREMNZHER
FITRERERZET
R—RA—BZREAF
BETHEREE
ZHE
ERTTHREEDE
MER 2 EfLIEE
mERE
(9=}
o REFDIEBRE
o RS

RYZAZ+—-RZzRBER

SREN
SREE

ENT+EZEE-BLOTZAZ
HEBBERERZ —8G

Interest income

interest expense

Net interest income

Other operating income

Operating income

Operating expenses

Operating profit before provisions

Provisions for bad and doubtful debts

Operating profit

Profit on tangible fixed assets and
long-term investments

Net (deficit)/surplus on property revaluation

Share of profits of associated companies

Profit on ordinary activities before tax

Tax on profit on ordinary activities

Profit attributable to shareholders

Retained profits at 1 January

Transfer of depreciation to premises
revaluation reserve

Realisation on disposal of premises
and investment properties

Exchange adjustments

Dividends

o dividends paid in respect of the current year

e proposed dividends

Retained profits at 31 December

Earnings per share

Dividends per share

The notes on pages 90 to 153 form part of these accounts.

4(d)

4(e)

29(a)

5
21{a)&(d)

6(a)

28

28

28
8&28

28

24,509 31,913
(12,849) (20,222)

11,660 11,691
3,947 3,574
15,607 15,265

11,503 11,540
(424) (196)
m“m;{g;; .......... {?;;;
393 248

(14) 28

56 55
““"“;;:;;; ........... ;;.g;;

18,732 17,729

100 99
42 69
(2) (2)

(4,015) (3,824)
(5.353) (5,353)

19,618 18,732
HK$ HK$
5.29 5.24
4.90 4.80




AT 31 DECEMBER 2001
(EXPRESSED IN MILLIONS OF HONG KONG DOLLARS)

fii sz

NOTE

EERsRELES
—EAREZ ERFRARE
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BERERGZES
EFEX
EEZBRLRREEER
BB AR R
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EMEEEE
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TRE EF

ENTEEZE-EA+ZAZ
T TBIRAZ — 515

ASSETS

Cash and short-term funds

Placings with banks maturing after one month

Certificates of deposit

Securities held for dealing purposes

Advances to customers

Amounts due from immediate holding company
and fellow subsidiary companies

Long-term investments

Investments in assoctated companies

Tangible fixed assets

Other assets

LIABILITIES

Current, savings and other deposit accounts

Deposits from banks

Amounts due to immediate holding company
and fellow subsidiary companies

Other liabilities

CAPITAL RESOURCES
Share capital
Reserves

Proposed dividends

Shareholders’ funds

David Eldon Chairman

Vincent H C Cheng Vice-Chairman and Chief Executive

Eric K CLi Director

K W Ma Secretary

The notes on pages 90 to 153 form part of these accounts.

16

20
21
22

24
25

16
26

27
28

2001 2000
111,099 129,312
43,666 58,405
23,203 17,232
2,167 4,499
222,436 217,518
8,297 10,383
43,262 39,270
774 789
11,323 12,049
8,560 11,327
474,787 500,784
414,328 429,605
2,622 3,802
1,051 1,999
11,715 19,441
429,716 454,847
9,559 9,559
30,159 31,025
5,353 5,353
45,071 45,937
474,787 500,784
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AT 31 DECEMBER 2001
(EXPRESSED IN MILLIONS OF HONG KONG DOLLARS)

BE
EFReREHES
—ERANEZ EREREE
FHE
HERERBEZES
EPER
EBERAFRRER
HB D EIRR
LRI NIV
RHBRE
WBARIRE
BERERE
EVEEEE
HMEE

B

g BREREMER
REER

EBERLFARRAFHR
FE R RITF R

L ONC=RNEIRE

=R (=R

EAEE
B’A
#EE
BRAE 2

XEH BER
BBR FHEFRFTHAEH
FR# EE
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EN+EEF-BER+ZERZ
METBREZ &5 -

ASSETS

Cash and short-term funds

Placings with banks maturing after one month

Certificates of deposit

Securities held for dealing purposes

Advances to customers

Amounts due from immediate holding company
and fellow subsidiary companies

Amounts due from subsidiary companies

Long-term investments

Investments in subsidiary companies

Investments in associated companies

Tangible fixed assets

Other assets

LIABILITIES

Current, savings and other deposit accounts

Deposits from banks

Amounts due to immediate holding company
and fellow subsidiary companies

Amounts due to subsidiary companies

Other liabilities

CAPITAL RESOURCES
Share capital
Reserves

Proposed dividends

Shareholders’ funds

David Eldon Chairman
Vincent H C Cheng Vice-Chairman and Chief Executive

Eric K CLi Director

K W Ma Secretary

The notes an pages 90 to 153 form part of these accounts.

16
17
18
19
20
21
22

24
25

26

28

2001 2000
47,229 94,025
29,465 43,971
22,613 13,522

2,167 4,464
146,101 138,419
3,827 8,629
159,245 126,670
24,990 27,280
1,866 1,866
88 48
8,566 9,041
7.468 9,848
453,625 477,783
404,034 418,880
2,622 3,789
1,032 1,970

318 193

12,230 19,878

420,236 444,710
9,559 9,559
18,477 18,161
5,353 5,353
33,389 33,073
453,625 477,783
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FOR THE YEAR ENDED 31 DECEMBER 2001
(EXPRESSED IN MILLIONS OF HONG KONG DOLLARS)

AR AR 2

BEAEZAER (UE)/ 4E

EEREANEZRER
(RiE)/%ME

o RITRIBAT

° BEAT

SBRERAE (SR

° RERZEMHAE

o RHERMBRREMER ZEE

BEREE
FEEZBAEE

BEBRRALEDHER

RECONCILIATION OF MOVEMENTS

ECSF-FTIASt-A2ERH
(BB EBELIIR)

Profit attributable to shareholders
Unrealised (deficit)/surplus on revaluation of premises
Unrealised (deficit)/surplus on revaluation
of investment properties
e Bank and subsidiary companies
° associated company
Long-term equity investment revaluation reserve
o unrealised deficit on revaluation
o realisation on disposal

Exchange adjustments

Recognised gains and losses for the year

FOR THE YEAR ENDED 31 DECEMBER 2001
(EXPRESSED IN MILLIONS CF HONG KONG DOLLARS)

28

28

28

28

IN CONSOLIDATED SHAREHOLDERS’

N—A-BzBRRASHHR

o BEBTEMRRIR

o MEEHERNELAR

o REHMEHREIIR
FEEZEIRE

BEIRES
RT-ZA=+—BrBRREA2EH

FENTREE-BRTZAZ
BELEREL — 8T

Shareholders’ funds at 1 January
© as previously reported

o change in accounting policy in respect of dividends

o asrestated
Recognised gains and losses for the year

Dividends paid

Shareholders’ funds at 31 December

The notes on pages 90 to 153 form part of these accounts.

2001 2000
10,114 10,014
(209) 511
(211) 73
(61) 98
(850) (259)
(279) (248)
(2) (2)
8,502 10,187
FUNDS
2001 2000
40,584 39,574
5,353 4,780
45,937 44,354
8,502 10,187
(9.368) (8,604)
45,071 45,937




FOR THE YEAR ENDED 31 DECEMBER 2001 fi 8%
(EXPRESSED IN MILLIONS OF HONG KONG DOLLARS) NOTE

REEREHZ
Re (RE)/BABHE

RABBRAMEFE
BHELRURZEE
EIRRE
SRERBEME BN
AREMBREMATSZ
RERLFHE

SHH

REED
FrABEnsz
HeRHFHE
BARHERE
HEXNBERBREMS

BAEVEEEE

HEBFHLBEEEERS

EREERZRERLFHE

FeRERAFEEREZ
R )/ HBm

ENTREE-BL+ZRZ
METEREZ — 55 -

Net cash (outflow)/inflow from

operating activities 29(a)

Returns on investments and servicing of finance
Dividends received from an associated company
Dividends paid

Income received on long-term investments

Net cash outflow from returns on investments

and servicing of finance

Taxation paid

Investing activities

Net cash outflow from investment in
an associated company

Purchase of long-term investments

Proceeds from sale or redemption of
long-term investments

Purchase of tangible fixed assets

Proceeds from sale of tangible fixed assets

Net cash outflow from investing activities

(Decrease)/increase in cash and

cash equivalents 29(b)

The notes on pages 90 to 153 form part of these accounts.

2001 2360
(2,446) 28,763
41 39
(9,368) (8,604)
2,351 1,635
(6,976) (6,930)
(407) (758)

-
(40) -~
(43,180) [(31,247)
38,903 18,665
(193} (136)
104 115
(4,406)  (12,603)
(14,235) 8,472
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YEAR ENDED 31 DECEMBER 2001
(EXPRESSED IN MILLIONS OF HONG KONG DOLLARS)

1 Basis of preparation

(a) These accounts have been prepared in accordance with all applicable Statements of
Standard Accounting Practice and Interpretations issued by the Hong Kong Society of
Accountants, accounting principles generally accepted in Hong Kong and the requirements
of the Hong Kong Companies Ordinance. In addition, these accounts comply fully with
the module on “Financial Disclosure by Locally Incorporated Authorised Institutions” under
the Supervisory Policy Manual issued by the Hong Kong Monetary Authority. These accounts
also comply with the applicable disclosure provisions of the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong Limited.

(b) The consolidated accounts comprise the accounts of Hang Seng Bank Limited (“the
Bank”) and all its subsidiary and associated companies {“the Group”) made up to 31
December. The consolidated accounts include the attributable share of the results and
reserves of associated companies based on accounts made up to dates not earlier than
six months prior to 31 December. All significant intra-group transactions have been

eliminated on consolidation.

(c) The accounts have been prepared under the historical cost convention, as modified by
the revaluation of certain securities and premises and investment properties as set out in

the accounting policies in notes 3(e) and (f) respectively.

(d) The principal accounting policies used in the preparation of these accounts are consistent
with those used in the previous year except for the recognition and presentation of proposed
dividends which have been amended in accordance with Statement of Standard Accounting
Practice 9 (HK SSAP 9) (revised) “Events after the balance sheet date” issued by the Hong
Kong Society of Accountants.

In prior years, dividends proposed or declared were recognised as a liability in the
accounting period to which they related. With effect from 1 January 2001, in order to
comply with HK SSAP 9, dividends proposed or declared after the balance sheet date are
included as a separate component of shareholders’ funds instead of a liability in the
balance sheet. Accordingly, dividends from subsidiary and asscciated companies are
recognised as income in the Bank's profit and loss account in the accounting period in

which they are declared.
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1 Basis of preparation crine

The effect of the above change in accounting policy on the consolidated balance sheet
was an increase in “Shareholders’ funds” of HK$5,353 million at 31 December 2001 (2000:
HK$5,353 million) and a decrease in “Other liabilities” by the same amount. The amount
of the profit attributable to shareholders dealt with in the accounts of the Bank (note 7)
for 2001 of HK$8,459 million has remained the same (2000: reduced by HK$1,521 million).
In the Bank’s balance sheet, the “Shareholders’ funds” at 31 December 2001 has increased
by HK$5,353 million {2000: HK$3,832 million) and “Other liabilities”
HK3$5,353 million at 31 December 2001 (2000: HK$5,353 million). The “*Amount due from

has reduced by

subsidiary companies” has reduced by HK$1,521 million at 31 December 2000.

2 Nature of business

The Group is engaged primarily in the provision of banking and related financial services.

3 Principal accounting policies
(a) Income recognition
Interest income is recognised in the profit and loss account as it accrues, except in the
case of doubtful debts (note 3(c)).

Fee and commission income is accounted for in the period when receivable, except
where the fee is charged to cover the costs of a continuing service to, or risk borne for, the
customer, or is interest in nature. In these cases, it is recognised on an appropriate basis

over the relevant period.
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3 Principal accounting policies cntines
(b) Goodwill
Goodwill or discount arises on the acquisition of subsidiary and associated companies
when the cost of acquisition differs from the fair value of the Group's share of separable
net assets acquired. For acquisitions made on or after 1 January 1998, goodwill is included
in the balance sheet in "Other assets” and discount on acquisition is included in “Qther
liabilities” and they are amortised over their estimated lives on a straight line basis. For
acquisitions prior to 1 January 1998, goodwill was charged against “Reserves” and discount
on acquisition was credited to “Reserves” in the year of acquisition.

At the date of disposal of the subsidiary or associated companies, any goodwill or
discount on acquisition previously taken directly to reserves or not yet amortised in the
profit and loss account is included in the Group’s share of net assets of the company in the

calculation of the profit or loss on disposal of the company.

(c) Advances and doubtful debts
(i) Loans are designated as doubtful as soon as management has doubts as to the ultimate
recoverability of principal or interest or when contractual payments of principal or interest
are 90 days overdue. When a loan is considered doubtful, interest will be suspended and
a specific provision raised if required.
However, the suspension of interest may exceptionally be deferred for up to 12 months
past due in the following situations:
e where cash collateral is held covering the total of principal and interest due and the
right of set-off is in place; or
o where the value of net realisable tangible collateral is considered more than sufficient
to cover the full repayment of all principal and interest due and credit approval has been
given to the rolling-up or capitalisation of interest payments.
It is the Group's policy to make provisions for bad and doubtful debts promptly where
required and on a prudent and consistent basis. There are two basic types of provision,
specific and general, each of which is considered in terms of the charge and the amount

outstanding.
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(c) Advances and doubtful debts continued

(i) Specific provisions

Specific provisions represent the quantification of actual and expected losses from identified
accounts and are deducted from loans and advances in the balance sheet.

Other than where provisions on small balance homogenous loans are assessed on a
portfolio basis, the amount of specific provision raised is assessed case by case. The amount
of specific provision raised is the Group's conservative estimate of the amount needed to
reduce the carrying value of the asset to the expected ultimate net realisable value, and in
reaching a decision consideration is given, among cther things, to the following factors:
o the financial standing of the customer, including & realistic assessment of the likelihood

of repayment of the loan within an acceptable period and the extent of the Group's

other commitments to the same customer;

o the realisable value of any collateral for the loan;

o the costs associated with obtaining repayment and realisaticn of the collateral; and

o if loans are not in local currency, the ability of the borrower to obtain the relevant foreign
currency.

Where specific provisions are raised on a portfolio basis, the level of provisioning takes
into account management’s assessment of the portfolio’s structure, past and expected
credit losses, business and economic conditions, and any other relevant factors. The principal
portfolio evaluated on this basis is credit card advances.

(iif) General provisions

General provisions augment specific provisions and provide cover for loans which are
impaired at the balance sheet date but which will not be identified as such until some
time in the future. The Group maintains a general provision which is determined taking into
account the structure and risk characteristics of the Group's loan portfolio. Historic levels
of latent risk are regularly reviewed to determine that the level of general provisioning
continues to be appropriate. General provisions are deducted from loans and advances to
customers in the balance sheet.

(iv) Loans on which interest is being suspended

interest suspended on doubtful debts is netted in the balance sheet against “ Advances to
customers” and accrued interest receivable in “Prepayments and accrued income”. On
receipt of cash (other than from the realisation of collateral), suspended interest is recovered
and taken to the profit and loss account. A specific provision of the same amount as the
interest receipt is then raised against the principal balance. Amounts received from the
realisation of collateral are applied to the repayment of outstanding indebtedness, with any

surplus used to recover any specific provisions and then suspended interest.
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3 Principal accounting policies contines
(c) Advances and doubtful debts continued
(v) Non-accrual loans
Where the probability of receiving interest payments is remote, interest is no longer accrued.
Where the loan has no reasonable prospect of recovery, the loans and suspended interests
are written off.

Loans are not reclassified as accruing until interest and principal payments are up-to-date
and future payments are reasonably assured.
(vi) Assets acquired in exchange for advances
Assets acquired in exchange for advances in order to achieve an orderly realisation continue
to be reported as advances. The asset acquired is recorded at the carrying value of the
advance disposed of at the date of the exchange, and provisions are made based on any

subseguent deterioration in its value.

(d) Translation of foreign currencies
Assets and liabilities denominated in foreign currencies are translated into Hong Kong
dollars at the rates of exchange ruling at the year-end. The results of overseas branches and
subsidiary companies are translated into Hong Kong dollars at the average rates of exchange
for the year.

Exchange differences arising from the retranslation of opening foreign currency net
investments and exchange differences arising from retranslation of the result for the year
from the average rate to the exchange rate ruling at the year-end are accounted for in

“Retained profits”. Other exchange differences are recognised in the profit and loss account.

(e) Investments

(i) Securities held for dealing purposes and long-term investments

Debt securities in respect of which the Group has the expressed intention and ability to hold
until maturity are classified as “Held-to-maturity securities” and are included in the balance
sheet in the categories of “Treasury bills” (included in “Cash and short-term funds”),
“Certificates of deposit”, or “Long-term investments” as appropriate. Held-to-maturity

debt securities are included in the balance sheet at cost less provision for any impairment.
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(e) Investments continued
(i) Securities held for dealing purposes and fong-term investments continued

Where dated debt securities have been purchased at a premium or discount, those
premiums and discounts are amortised through the profit and loss account over the period
from the date of purchase to the date of maturity. If the maturity is at the borrower’s
option within a range of specified years, the maturity date which gives the more conservative
result is adopted. These securities are included in the balance sheet at cost adjusted for the
amortisation of premiums and discounts arising on acquisition. The amortisation of premiums
and discounts is included in “interest income”.

Any profit or loss arising on held-to-maturity securities on disposal prior to maturity or
on transfer to securities held for dealing purposes is included in the profit and loss account
as it arises and is included in "Profit on tangible fixed assets and long-term investments”.

Equity shares intended to be held on a continuing basis are classified as “Long-term
investments” and are included in the balance sheet at fair value. Gains and losses arising
from changes in fair vaiue are accounted for as movements in the “Long-term equity
investment revaluation reserve”. When an investment is disposed of or the investment is
determined to be impaired, the cumulative profit or loss, including any amounts previously
recognised in the long-term equity investment revaluation reserve, is included in the profit
and loss account for the year in “Profit on tangible fixed assets and long-term investments”.

Cther securities are classified as held for dealing purposes and included in the balance
sheet at fair value in the categories of "Treasury bills” (included in “Cash and short-term
funds”), "Certificates of deposit”, or “Securities held for dealing purposes” as appropriate.
Changes in fair value of such assets are recognised in the profit and loss account as
“Dealing profits” as they arise.

Where securities are sold subject to a commitment to repurchase them at a predetermined
price, they remain in the balance sheet and a liability is recorded in respect of the
consideration received. Conversely, securities purchased under analogous commitments
to resell are not recognised in the balance sheet and the consideration paid is recorded in
“Cash and short-term funds” where the counterparty is a bank or in “Advances to

customers” where the counterparty is a non-bank customer.
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3 Principal accounting policies contnced

(e) Investments continued

(i) Investments in subsidiary companies

Investments in subsidiary companies are stated at cost less provision for any impairment
as determined by the Directors in the Bank's balance sheet.

(iii) Investments in associated companies

Investments in associated companies are stated at the Group’s attributable share of their
net assets using the equity method of accounting and are stated at cost less provision for

any impairment as determined by the Directors in the Bank’s balance sheet.

(f) Tangible fixed assets
(i) Premises are stated at valuation less depreciation calculated to write off the assets over
their estimated useful lives as follows:
o freehold land is not depreciated;
° leasehold fand is depreciated over the unexpired terms of the leases; and
o buildings and improvements thereto are depreciated at the greater of 2% per annum on

the straight line basis or over the unexpired terms of the leases.
(i) Premises are revalued by professionally qualified valuers with sufficient regularity to
ensure that the net carrying amount does not differ materially from the fair value. Surpluses
arising on revaluation are credited firstly to the profit and loss account to the extent of any
deficits arising on revaluation previously charged to the profit and loss account in respect
of the same premises, and are thereafter taken to the “Premises revaluation reserve”.
Deficits arising on revaluation are firstly set off against any previous revaluation surpluses
included in the “Premises revaluation reserve” in respect of the same premises, and are
thereafter taken to the profit and loss account.
(iii) Investment properties are stated in the balance sheet at their open market values which
are assessed by professionally qualified valuers. Surpluses arising on revaluation on a
portfolio basis are credited to the "Investment properties revaluation reserve”. Deficits
arising on revaluation on a portfolio basis are firstly set off against any previous revaluation
surpluses and thereafter taken to the profit and loss account.

Investment properties held on leases with 20 years or less to expiry are stated at valuation

less depreciation calculated to write off the assets over the remaining terms of their leases.
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(f) Tangible fixed assets continued

{iv) Equipment, comprising furniture, plant and other equipment, is stated at cost less
depreciation calculated on the straight line basis to write off the assets over their estimated
useful lives, which are generally between 3 and 10 years.

{v} On disposal of premises, investment properties and equipment, the profit or (oss is
calculated as the difference between the net sales proceeds and the net carrying amount.
Surpluses relating to premises disposed of included in the “Premises revaluation reserve”
are transferred as movements in reserves to “Retained profits”. Surpluses or deficits relating
to investment properties disposed of included in the "investment properties revaluation

reserve” are transferred as movements in reserves to “Retained profits”.

(g) Deferred taxation
Deferred taxation is provided using the liability method in respect of the taxation effect arising
from all material timing differences which are expected with reasonable probability to
crystallise in the foreseeable future.

Future deferred tax benefits are not recognised unless their realisation is assured with

reasonable certainty.

(R) Finance and operating leases

Leases under which substantially all the risks and benefits of ownership are transferred to
the lessees are classified as finance leases. Where the Group is a lessor under finance
leases, an amount representing the net investment in the lease is included in the balance
sheet as "Advances to customers”. Finance income implicit in the lease payment is recognised
as "Interest income” over the period of the leases in proportion to the funds invested.
Hire purchase contracts having the characteristics of finance leases are accounted in the
same manner as finance leases.

Other leases are classified as operating leases. Where the Group is a lessor under operating
leases, the leased assets are included in "Tangible fixed assets”, and where applicable,
are depreciated in accordance with the Group's depreciation policy as set out in note 3(f)
above. Rentals receivable under operating leases are recognised as “Other operating
income” in equal instalments over the accounting periods covered by the fease term.
Contingent rentals receivable are recognised as income in the accounting period in which
they relate to. Payments made under operating leases are charged to the profit and loss
account as “Premises & equipment expenses” in equal instalments over the accounting
periods covered by the lease term. Contingent rentals payable are written off as an expense

of the accounting period in which they are incurred.
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3 Principal accounting policies conines

(i) Staff retirement benefit schemes

Retirement benefit arrangements are made in accordance with the relevant laws and
regulations. Contributions to defined benefit schemes are made in accordance with the
advice of qualified actuaries so as to recognise the cost of retirement benefits on a systematic
basis over the employees’ service lives and are charged to the profit and loss account for
the year. Contributions to defined contribution schemes are made in accordance with the

relative scheme rules and are also charged to the profit and loss account for the year.

(j) Off-balance sheet financial instruments

Off-balance sheet financial instruments, commonly referred to as derivatives, are contracts
with the characteristics and value of which are derived from those of the underlying assets,
interest and exchange rates or indices. They include futures, forwards, swap and options
transactions in the foreign exchange, interest rate and equity markets. The accounting for
these instruments is dependent upon whether the transactions are undertaken for dealing
or non-dealing purposes.

Transactions for dealing purposes include those undertaken for proprietary purposes
and to service customers’ needs, as well as-any related hedges.

Transactions undertaken for dealing purposes are marked to market and the net present
value of any gain or loss arising is recognised in the profit and loss account as “Dealing
profits”, after appropriate deferrals for unearned credit margin and future servicing costs.

Assets, including gains, resulting from off-balance sheet exchange rate, interest rate
and equities contracts which are marked-to-market are included in " Other assets”. Liabilities,
including losses, resulting from such contracts, are included in “Other liabilities”.

Transactions undertaken for non-dealing purposes include derivatives transactions
designated as hedges to effectively reduce the price or market risks of specific assets,
liabilities, or positions at the inception of the derivatives contracts. Hedging derivatives

are accounted for on an equivalent basis to the underlying assets and liabilities.
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{(j) Off-balance sheet financial instruments continued

Non-dealing transactions alsc include interest rate derivatives undertaken to alter
synthetically the interest rate characteristics of specific individual or pools of similar assets
or liabilities to achieve defined risk management objectives. Interest rate derivatives for
synthetic alteration are accounted on an accruals basis with the relative income and expense
accounted as “Interest income” or “Interest expense”.

Any gain or loss on termination of non-dealing derivatives is deferred and amortised to
the profit and loss account over the original life of the terminated contract. Where the
underlying asset, liability or position is sold or terminated, the non-dealing derivative is

immediately marked to market through the profit and loss account.

(k) Related parties

For the purposes of these accounts, parties are considered to be related to the Group if
the Group has the ability, directly or indirectly, to control the party or exercise significant
influence over the party in making financial and operating decisions, or vice versa, or
where the Group and the party are subject to common control or common significant

influence. Related parties may be individuals or other entities.

(1) Segmental analysis
Segmental information is presented in respect of business and geographical segments.
Business segment information, which is more relevant to the Group in making operating

and financial decisions, is chosen as the primary reporting format.

4 Operating profit
The operating profit for the year is stated after taking account of:

(a) Interest income

2001 2000
Interest income on listed investments 582 234
Interest income on unlisted investments 2,731 2,609
QOther interest income 21,196 29,070
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(Z)FEXH (b) Interest expense
2001 2000
AFRIBZERTESZ Interest expense on debt securities in
FEX issue maturing after five years 35 28
HEiFl 8z Other interest expense 12,814 20,194
12,849 20,222
(R)HEEEWA (c) Other operating income
2001 2000
BBHA Dividend income
o ITESRA o listed investments 86 94
o EFMBESFRE o unlisted investments 7 4
93 98
RBERAS Fees and commissions
o MBERMESUA o fees and commissions receivable 2,696 2,367
o RBERAexY o fees and commissions payable (288) (295)
2,408 2,072
BEAN Dealing profits
o SNE o foreign exchange ' 531 534
o BARHMLEEEDY o securities and other trading activities (1) (5)
530 529
REDEZHESBEA Rental income from investment properties 245 247
Eft Other 671 628




(d) Operating expenses

2001 2000
AEER Staff costs
c HEREMASZER ° salaries and other costs 1,834 1,826
o RIREFF BT WL (H734) o retirement benefit costs (note 34) 434 222
2,268 2,048
B (Hf21 (F)) Depreciation {note 21(a)) 386 388
ENHERSEER Premises and equipment
o HEFTH o rental expenses 164 158
o A o other 703 608
867 766
HiagE A Other operating expenses 583 523
4,104 3,725
(R)RBREE (e) Provisions for bad and doubtful debts
£8 GROUP 45 BANK
2001 2000 2001 2000
REREFZESER/(BE) Net charge/(release) for bad and doubtful debts
BEFEREE (FE14(R)) Advances to customers (note 14(c))
Bk Specific provisicns
o FTIRE o new provisions 1,135 988 742 585
o &0E o releases (597) (747) (337) (490)
o WEBHMPRERIE o recoveries (114) (42) (101) (34)
424 199 304 61
—RREE General provisions - (3) 18 41
XHEHEER Net charge to profit and loss account 424 196 322 102

EIxFTIuERFHALZ#HE (f) The emoluments of the five highest paid individuals

(—)Bis@E (i) The aggregate emoluments
2001 2000
FRREYMUHE Salaries, allowances and benefits in kind 24 23
RRRSBIFTIEZHEK Pension contributions 2 2
BRI Discretionary bonus 1 2
............ 2 727




4 BEBRH u
(BIFTEUBRFHA T ZHE &
(D) ENEESFHALZBESEREET
FIEE A

3,000,001 - 3,500,000
3,500,001 - 4,000,000
4,500,001 - 5,000,000
5,000,001 - 5,500,000
5,500,001 - 6,000,000
6,000,001 - 6,500,000
7,500,001 - 8,000,000
8,000,001 - 8,500,000

(R)EEHS
BREEFEREHE 61858 - A7
EsdeLEnT

Xk
GRERENNE
BRAREFBIFEZHRR
B RITEAL

LHRECBEESEREBLRAZE
BHEOTETHETESNRAGEE -
HEREFEENESEREEZ [RRE
B R RE -

4 Operating prOﬁt continued
(f) The emoluments of the five highest paid individuals continued
(ii) The numbers of the five highest paid individuals whose emoluments fell within the

following bands were:

2001 2000

A® AE

NUMBER OF NUMBER OF

HKS INDIVIDUALS  INDIVIDUALS
3,000,001 - 3,500,000 - 1
3,500,001 - 4,000,000 1 1
4,500,001 - 5,000,000 2 -
5,000,001 - 5,500,000 - 1
5,500,001 - 6,000,000 1 -
6,000,001 - 6,500,000 - 1
7,500,001 - 8,600,000 - 1
8,000,001 - 8,500,000 1 -
5 5

Included in the emoluments of the five highest paid individuals were the emoluments of
three (2000: three) Directors. Their respective directors’ emoluments have been included

in (g) below.

(g) Directors’ emoluments
The aggregate emoluments of the Directors of the Bank calculated in accordance with

section 161 of the Hong Kong Companies Qrdinance were:

2001 2000

Fees 1 1
Salaries, allowances and benefits in kind 16 17
Pension and pension contributions 4 4
Discretionary bonus 1 1
22 23

The above emoluments also included the estimated value of restricted shares vested to a
Director under the HSBC Holdings plc Restricted Share Plan. The details of this award is

disciosed under the paragraph “Share option scheme” in the directors’ report.
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0- 1,000,000
1,000,001 - 1,500,000
4,500,001 - 5,000,000
5,000,001 - 5,500,000
5,500,001 - 6,000,000
6,000,001 ~ 6,500,000
7,500,001 - 8,000,000
8,000,001 ~ 8,500,000
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(g) Directors’ emoluments continued
The numbers of Directors whose emoluments feli within the following bands were:
2001 2000

EEAR EEAE
NUMBER OF  NUMBER OF

HKS DIRECTORS  DIiRECTORS
0 - 1,000,000 17 18
1,000,001 - 1,500,000 1 1
4,500,001 - 5,000,000 1 _
5,000,001 - 5,500,000 - 1
5,500,001 - 6,000,000 1 _
6,000,001 - 6,500,000 - 1
7,500,001 ~ 8,000,000 - 1
8,000,001 - 8,500,000 1 -
21 22

(h) Auditors’ remuneration amounted to HK$8 million (2000: HK$8 million), of which
HK$6 million (2000: HK$6 million) related to the Bank.

5 Profit on tangible fixed assets and
long-term investments

2001 2000
Profit on disposal cf long-term equity investments
o realisation of amounts previously recognised
in revaluation reserves at 1 January 365 351
o |oss arising in current year (86) (103)
279 248
Profit less loss on disposal of held-to-maturity debt securities 120 2
Profit less loss on disposal of tangible fixed assets 5 (2)
Provision for impairment of long-term investments (11) -
393 248




6 HIE 6 Taxation
(RIEAESEERRZHEAX (a) Taxation in the consolidated profit and loss account represents:

mF

2001 2000
BEREMNGHEE Provision for Hong Kong profits tax 1,407 1,697
EAREUNZHA Taxation outside Hong Kong ‘ 6 2
RIETHIE (F1323) Deferred taxation (note 23) (21) (46)
EEMERRZHIE Share of associated companies’ taxation 8 8
RREESE Total charge for taxation 1400 ........... 1 661

EAENGHEEDUEE-_ZS—§1+ The provision for Hong Kong profits tax was made at 16.0% (the same rate as for 2000)
ZAZH-BLEZ2EEHERHER based on an estimate of the assessable profits for the year ended 31 December 2001.
BEAZTRBEFE (WMHEE=F  Similarly, taxation provisions for subsidiary companies and branches outside Hong Kong were
ZEFEAR)  c REBUNZHEBR made at the appropriate rates of taxation prevailing in the countries in which they operate.
BARSATERAEEMEMEZEE

HEREBRNERES -

(C)EESEBRFPIEMEE (M (b) Taxation in the balance sheets which is included in “Other assets” (note 22) or " Other
22) S [EHaE | (HiE2e) 2#HEAE fiabilities” (note 26) represents:

T
2 GROUP 15 BANK
2001 2000 2001 2000
[HEE|NE B Including in “Other assets”:
a[ il 2 AETIE Current taxation recoverable 1 3 - -
BRI (K222 % 23) Deferred taxation (notes 22 & 23) 34 13 34 13
35 16 34 13
[HEfBEINEBE including in “Other liabilities”:
BEMNGHER Provision for Hong Kong profits tax 481 944 450 860
EBUNZ HIFEE Provision for taxation outside Hong Kong 19 17 17 16
EERE (A15723) Deferred taxation (note 23) - - - -
500 961 467 876
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7 Profit attributable to shareholders
Of the profit attributable to shareholders, HK$8,459 million (2000: HK$7,673 million) has
been dealt with in the accounts of the Bank.

Reconciliation of the above amount to the Bank’s profit for the year:

2001 2000
Amount of consolidated profit attributable to
shareholders dealt with in the Bank’s accounts 8,459 7,673
Interim dividends from subsidiary companies
attributable to the profits of the previous year,
approved and paid during the year 1,521 1,587
The Bank’s profit for the year {(note 28) 9,980 9,260

g8 Dividends

(a) Dividends attributable to the year

2001 2000

SHEE SRE%
PER SHARE B EERX PERSHARE HEEEL
HK$ HKS$ MILLION HK$ HK$MILLION
First interim 2.10 4,015 2.00 3,824
Second interim 2.80 5,353 2.80 5,353
4.90 9,368 4.80 9,177

Second interim dividend in respect of the

previous year, approved and paid during the year,

of HK$2.80 per share (2000: HK$2.50 per share) 5,353 4,780




9 &R 9 Earnings per share

BREMDEEENEE B2 -E— The calculation of earnings per share was based on earnings of HK$10,114 million
THEET(ZETTFE2EAEE—~  (HK$10,014 million in 2000) and on the weighted average number of ordinary shares in
BERE-—THEEET) REFTEEBRMN issue of 1,911,842,736 shares (unchanged from 2000).

YAz T NE-FT-ENTHEZ

FHEZ+-R(BZEEEFURE

CEER)HE -
10 BB REHES 10 Cash and short-term funds
£ GROUP £17 BANK
2001 2000 2001 2000
EREReREHRAER Cash in hand and balances with banks
EE R and other financial institutions 3,729 4,257 3,726 4,254
EHRE-BERIEZ Money at call and placings with banks
EEERA%E maturing within one month 101,293 110,372 40,006 76,355
E% Treasury bills 6,077 14,683 3,497 13,416
111,099 129,312 47,229 94,025
BEHofeEslnT Treasury bills are analysed as follows:
HIEEERRE Held for dealing purposes
o RVEE o at fair value 2,571 4,757 2,571 4,757
REHR Held to maturity
o BENA ° at amortised cost 3,506 9,926 926 8,659
o LFEME o at fair value 3,511 9,938 930 8,671
ESZEE B RN Remaining maturity of treasury bills:
o ZfAAR o within three months 3,385 6,733 2,100 6,210
=EANEE-F o one year or less but over three months 2,692 7,950 1,397 7,206

HEZ0RrE5nNESAMEEZ#E  Treasury bills intended to be held to maturity with an amortised cost of HK$1,470 million
HERABBE+TRELTET(Z
2F ¥+ BERTREER) -
tﬂﬁﬁ'ﬁ BERZ2BHEF BB
TERF B _BEL) .

‘H

{2000: HK$1,655 million) were disposed of prior to maturity. The related profit recognised

A

amounted to HK$2 million (2000: HK$2 million). Such disposals, representing 5.0% of

HH
4H1 s
E o

total held to maturity treasury bills (2000: 14.3%), were approved by the Asset and Liability

nur

Management Committee, and were generally made to improve liguidity and to modify

M REBRCEHMABIZESZH  the maturity and risk profile of portfolios.
(ZZETFE - EHZ2TMED)  dE
HEESEERZBEIE - UBEE
SRBECRARERECZIMBR




11 Placings with banks maturing after one month

EHHERGBHRE
o —BARLEZER
o ZEARLE-F

Remaining maturity:

o three months or less but over one month

o one year or less but over three months

ZHERFSHAN -
o ZEAFEBIRNKE

|55

o ZfARULE-EF
o —ELFERE
o AFELNE

12

bl
B

FIEEERE
° AFEE
S

o BHAK
> DFEE

Fi]

BEEHMRIEFERIEANHEZ
BERAAE¥LENTNBER (Z
ZETE  B)- ELHEMERZEH
EMABEERBER - RELREEHE
PR EREgErasz—H#m - &
EHEERREERBEME  MAK
ERRYESRREEHESZEIHE
R\ 4548 -

Remaining maturity:

o three months or less but not
repayable on demand

o one year or less but over three months

o five years or less but over one year

o over five years

Held for dealing purposes

o at fair value

Held to maturity

o at amortised cost

o at fair value

M@ GROUP #R7T BANK
2001 2000 2001 2000
29,835 35,756 20,689 28,573
13,831 22,649 8,776 15,398
43,666 58,405 29,465 43,971

£ GROUP $R1T BANK
2001 2000 2001 2000
2,395 3,060 1,955 740
6,096 4,599 5,946 3,209
14,705 9,573 14,705 9,573
7 - 7 ~
23,203 17,232 22,613 13,522
45 117 45 117
23,158 17,115 22,568 13,405
23,244 17,177 22,653 13,462

Certificates of deposit intended to be held to maturity with an amortised cost of HK$588

million (2000: Nil) were disposed of prior to maturity. The related profit recognised amounted

to HK$6 million. Such disposals, representing 1.4% of total held to maturity certificates of

deposit were approved by the Asset and Liability Management Committee, and were

generally made to improve liguidity and to modify the maturity and risk profile of portfolios.




13 ik RERARZES 13 Securities held for dealing purposes

£ & GROUP $R17 BANK
2001 2000 2001 2000
LEEE At fair value
BBER Debt securities
B HEERT Issued by public bodies
o FREMFRPRIET o central governments and central banks 1,843 3,185 1,843 3,185
o EfAHgE o other public sector entities 135 1,077 135 1,077
1,978 4,262 1,978 4,262
AR ssued by other bodies T
c REREftEAIBIE ¢ banks and other financial institutions 72 35 72 -
o B o corporate entities 117 200 117 200
189 235 189 200
2,167 4,497 2,167 4,462
BRE Equity shares
REEHRT Issued by corporate entities - 2 - 2
BEEERRcEBHAE Total securities held for dealing purposes 2,167 4,499 2,167 4,464
BEBE? Debt securities
EEEL™ Listed in Hong Kong 1,794 3,219 1,794 3,205
EEEBUME T Listed outside Hong Kong - - - -
1,794 3,219 1,794 3,205
¥ Unlisted 373 1,278 373 1,257
2,167 4,497 2,167 4,462
ZHEEFBEE Remaining maturity:
o ={E R A{EIEENE B E o three months or less but not
repayable on demand 662 920 662 919
o ZEAREE—F o one year or less but over three months 920 1,198 920 1,197
o —FLEERF o five years or less but over one year 516 1,988 516 1,955
o AEPALE o over five years 69 391 69 391
2,167 4,497 2,167 4,462
RE Equity shares
EEFE LT Listed in Hong Kong - 2 - 2

BEEERBRZEBEFRIBTEHE  The analysis of debt securities held for dealing purposes by remaining period to maturity
HBACATRENEREESRER is disclosed in order to comply with the module on “Financial Disclosure by Locally
PELZEEREFMAEBIAMTE  Incorporated Authorised institutions” under the Supervisory Policy Manual issued by the
MR SRR EMEES Bk« WEH  Hong Kong Monetary Authority. The disclosure does not imply that the securities will be
B UTRTHERFEEREINER - held to maturity.

THBEBERSR ZERES AT Debt securities held for dealing purposes exclude treasury bills and certificates of deposit
BEBHERTFRE  MZZFHHESH which are included under the respective headings in the balance sheet.
FIREERBRZEBEEN -
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14 Advances to customers

(a) Advances to customers

EEEREE (WEi4(F)
BRER (14 (F)R(T))
—RER (HF14(A))

ZEE|EH RIS AR
o ENEAEE
o ZEAMEEINHEE

o ZEAULEE-F

o —FLLERF

o MENULE

° RERREHBA—EA

EFERER
RIZIERE (M4 (F))

EFERACEE
HRRHE
REEEE

THBARDBNERBEEEREERZ
EERREMAIEEZMBATBER
BMBEAN EXZHROEES - B
Baes TRERERTRENHE
BHAE  BESZEETERADN
HOEEABER - Bt REENG
DEREMNAERSR - NEXNER
BEREERE  AFE2EHAERE -
WERBROECEBZERPERZ S
MEMTZUW(I2REELHEER
REZHE  NERRPERNER
R BEZEFNEIIFRHZRG
RAIBHTE -

Gross advances to customers (note 74(h))
Specific provisions (notes 14(c) & (d))

General provisions (note 14(c))

Remaining maturity:
o repayable on demand
o three months or less but
not repayable on demand
e one year or less but over three months
o five years or less but over one year
o over five years
¢ non-performing advances and

overdue for more than one month

Gross advances to customers
Provisions for bad and
doubtful debts (note 14(c))

included in advances to customers are:
Trade bills

Provisions for bad and doubtful debts

&8 GrouP BT BANK

2001 2000 2001 2000
225,926 221,973 148,625 141,601
(2,052) (3,017) (1,570) (2,246)
(1,438) (1,438) (954) (936)
222,436 217,518 146,101 138,419
12,062 11,139 12,014 11,083
13,213 14,730 11,215 12,762
24,815 22,579 19,781 18,581
82,065 73,168 56,968 52,784
86,789 92,066 43,646 40,791
6,982 8,291 5,001 5,600
225,926 221,973 148,625 141,601
(3.490) (4,455) (2,524) (3,182)
222,436 217,518 146,101 138,419

1,882 1,929 1,882 1,929
(61} (37) (61) (37)

1,821 1,892 1,821 1,892

The above maturity classifications have been prepared in accordance with the maturity

classifications contained in the module on “Financial Disclosure by Locally Incorporated

Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong

Monetary Authority. In accordance with the module, in the case of an advance which is

repayable by different payments or instalments, only that portion of the advance which is

actually overdue is reported as overdue. Any part of the advance which is not yet due is

reported according to its residual maturity unless the repayment of the advance is in doubt,

in which case the whole amount is reported as overdue. This classification of overdue

advances to customers for maturity profile purposes is different from the analysis disclosed

in note 14(e) for which the Hong Kong Monetary Authority's module states that if part of

an advance is overdue, the whole amount of the advance should be disclosed as overdue.
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14 Advances to CUStOMErs continved

{b) Total provisions against gross advances to customers

SHER
— A
EEEE
() BFABREBER

—RR-F

Specific provisions

General provisions

Total provisions

(c) Provisions against advances to customers

2001

WEEFERRZER

FUEEEXDBAER (HiEa (X))

BERERZ Z2E (W4 (X))

FRERFE

Y Bl R FLE

ZEE-E+ZAZT-B£%
(BiaE14 (F))

At 1 January 2001
Amounts written off
Recoveries of advances

written off in previous years
New provisions charge to

profit and loss account (note 4(e))
Provisions release to

profit and loss account (note 4(e))
Interest suspended during the year

Suspended interest recovered

At 31 December 2001
{note 14(a))

SEE-F-F-Ba%
ERHS
REEFEHBZER

FIEEEXREREE (WH4 (X))

BOERREE (W4 (L))

FRBRFE

W B 7R R A8

—ZE-Ft+-ASt+-AK%
(HiE14(P))

At 1 January 2001
Amounts written off
Recoveries of advances

written off in previous years
New provisions charge to

profit and loss account (note 4(e))
Provisions release to

profit and loss account (note 4(e))
Interest suspended during the year

Suspended interest recovered

At 31 December 2001
(note 14(a))

£ GROUP 8277 BANK
2001 2000 2001 2000
% % % %
0.91 1.36 1.06 1.59
0.64 0.65 0.64 0.66
1.55 2.01 1.70 2.25
& GROUP

HARTE

233 —% &3 SUSPENDED
SPECIFIC GENERAL TOTAL INTEREST
3,017 1,438 4,455 801
(1,503) - (1,503) (534)
114 - 114 -
1,135 - 1,135 -
(711) - (711) -
- - - 301
- - - (59)
2,052 1,438 3,490 509

$£17 BANK

BRFE

B —# &5 SUSPENDED
SPECIFIC GENERAL TOTAL INTEREST
2,246 936 3,182 575
(1,081) - (1,081) (356)
101 - 101 -
742 18 760 -
(438) - (438) -
- - - 207
- - - (26)
1,570 954 2,524 400




(R EBEFERRERES &

FETE

(c) Provisions against advances to customers continued

2000

% E GROUP

FERETEESR (Wi (1))

BRBERRZEE (Hiza (X))

ERNBRF L

W ELE R F S

BERAEMAE

ZEERFET AT —HE&H
(HiF14(F))

At 1 January 2000
Amounts written off
Recoveries of advances

written off in previous years
New provisions charge to

profit and loss account (note 4(e))
Provisions release to

profit and loss account (note 4(e))
Interest suspended during the year
Suspended interest recovered

Exchange and other adjustments

At 31 December 2000
(note 14(a))

FERME

WEEFEREZER
FRREREESR (4 (X))
BRURRRZ B & (Hit4 (1))

FRBRFE

1 [B1 8 X I8,

HEREMAER

ZETEEF A=+ —-HES
(HFEx14 (F))

LRBRFISBEER[EPERI (M
F14(R) RIERMN BT (F
22)BRIEAT ZRBF S RBEAMNBR
Gkl

At 1 January 2000
Amounts written off
Recoveries of advances

written off in previous years
New provisions charge to

profit and loss account (note 4(e))
Provisions release to

profit and loss account (note 4(g))
Interest suspended during the year
Suspended interest recovered

Exchange and other adjustments

At 31 December 2000
(note 14(a))

R EB

FE B —8 &%t SUSPENDED
SPECIFIC GENERAL TOTAL INTEREST
3,522 1,441 4,963 733
(749) - (749) (230)
42 - 42 -
988 - 988 -
(789) (3) (792) -
- - - 386

- - - (88)

3 - 3 -
3,017 1,438 4,455 801

R 1T BANK

BRF B

517 — &%  SUSPENDED
SPECIFIC GENERAL TOTAL INTEREST
2,726 887 3,613 561
(590) - (590) (178)
34 - 34 -
585 41 626 -
(524) - (524) -
- - - 241
- - - (49)

15 8 23 -
2,246 936 3,182 575

Suspended interest comprises both suspended interest netted against “Advances to

customers” (note 14(a)) and suspended interest netted against accrued interest receivable

in “Prepayments and accrued income” (note 22).
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14 Advances to CUSTOMETS continued

{d) Non-performing advances to customers and provisions

Neon-performing advances to customers on which interest has been placed in suspense or

on which interest accrual has ceased are as follows:

o MEEFBRERE
o BFLEAFEFE

BRFE
REE (W14 (£))

BHEE (K14 (F))
~REFH

REE HABPERLE

T EHIBERFEIT -

BFERRERDIERLEEHEER
EREMEZER  MERERAEL
EHAFIFERBEREE - RERTE
EEORBE-EAEREAEEREY
EEZEFER - BETEREBEIN
FAETERFSRB=EANLREE
ZEF - HERRBREE - RREE
RERREREDRE LRSNKE3
(M) BRZEHBERE -

Gross non-performing advances
on which interest
o has been placed in suspense

o accrual has ceased

Suspended interest

Gross non-performing advances*
(note 14(e))

Specific provisions (note 14(a))

Net non-performing advances

Specific provisions as a percentage

of gross non-performing advances*

Gross non-performing advances*
as a percentage of

qross advances to customers

* Stated after deduction of interest in suspense.

£ GROUP RIT BANK

2001 2000 2001 2000
6,084 6,894 4,401 4,480
251 867 248 865
6,335 7,761 4,649 5,345
(161) (327) (151) (313)
6,174 7,434 4,498 5,032
(2,052) (3,017) (1,570) (2,246)
4,122 4,417 2,928 2,786
33.2% 40.6% 34.9% 44.6%
2.7% 3.3% 3.0% 3.6%

Non-performing advances to customers are those advances where full repayment of principal

or interest is considered unlikely and are so classified as soon as such a situation becomes

apparent. Thus, non-performing advances may include advances that are not yet overdue

for more than three months but are considered doubtful. Except in certain limited

circumstances, all advances on which principal or interest is overdue for more than three

months are classified as non-performing. Specific provisions in respect of non-performing

advances are made in accordance with the accounting policy set out in note 3(c)(ii) above.




(RIERBZEFER (e) Overdue advances to customers
ERB=EANLLZEFERREYHZ The amounts of advances to customers which are overdue for more than three months

EFERZLEERNT and their expression as a percentage of gross advances to customers are as follows:
—ge-f 2001
£T GROUP 17 BANK
.......................................... % %
BEPEM 2SN Gross advances to customers* which
MEBBEH - have been overdue with respect to either

principal or interest for periods of:

o ZBRUALEXRER o six months or fess but over three months 1,338 0.6 825 0.6
o REAUREE-F o one year or less but over six manths 894 0.4 496 0.3
o —FLE ° over one year 3,203 1.4 2,557 1.7
o 24 387826

PRBzERER (ML) Overdue advances to customers (as above) 5,435 2.4 3,878 2.6
B PIBINERMER Less: overdue advances on which

LHBEFER interest is still being accrued (622) (0.3) (302) (0.2)
m: BEZRAKNTHREE - Add: advances overdue for periods of

BRECHEERAREY three months or less, or which are not

BFEXR yet overdue, and on which interest

has been placed in suspense

o JIANEREFEX o included in rescheduled advances 484 0.2 175 0.1
o Hitb o other 877 0.4 747 0.5
RER (B5214(7)) Gross non-performing advances (note 14(d)) 6,174 2.7 4,498 3.0

" EHBERFIEIR o * Stated after deduction of interest in suspense.




14 5P BER ¢ 14 Advances to customers continved

(R)BRBZEFER & (e) Overdue advances to customers continued
BRI 2000
£ GROUP $R1T BANK
% %
BEPER 2RSS Gross advances to customers* which
MEEaH have been overdue with respect to either
principal or interest for periods of:
o ZEAUEENER ’ o six months or less but over three months 854 0.4 268 0.2
o NMAARMLE—F o one year or less but over six months 762 0.3 339 0.2
o —HFAE o over one year 3,687 1.7 2,934 2.1
5,303 2.4 3,541 2.5
CEHzEFER (L) Overdue advances to customers (as above) 5,303 2.4 3,541 2.5
B FEMERNRE Less: overdue advances on which
ZEBMEFER interest is still being accrued (418) (0.2) (124) -
M BB=EREU T RES Add: advances overdue for periods of
BREBCIEBRREEY three months or less, or which are not
BEEEX yet overdue, and on which interest
has been placed in suspense
o IIAEREFEN o included in rescheduled advances 1,576 0.7 887 0.6
o Hih o other 973 0.4 728 0.5
FIER (B5E14(T)) Gross non-performing advances (note 14(d)) 7,434 3.3 5,032 36

T EARERFIBRIR - * Stated after deduction of interest in suspense.

EHBIHMBCER  BEEREHFE  Advances with a specific repayment date are classified as overdue when the principal or

B8 WRFEHEBTRERE  BIFHE  interest is overdue and remains unpaid at the year-end. Advances repayable by regular
BHRE  THILEEZER  EH instalments are treated as overdue when an instalment payment is overdue and remains
FR-RBREH MREEBNRAE unpaid at the year-end. Advances repayable on demand are classified as overdue either
EBMSEmBRE - FBEEZE when a demand for repayment has been served on the borrower but repayment has not
W BCRHERARERRBL - B been made in accordance with the demand notice, or when the advances have remained

RAFRRERER AERSBHER continuously outside the approved limit advised to the borrower for more than the overdue
ANEBROIERSE  MEEREER period in question.
BB EER - RIERHEE -




(2)EB2EFEXR
EEVEPERBEHEEREN
HEDT -

—EE2-F
—ETE

—_— T

T EFBRBREEIR -

BRIEFERTIREFVRRENE

EOMMER MEESTEEEREN

HEIZER -
MHZEREFERETRIEERE

PEEE  DABZEAU L EFRE

o REERCERER LRME 4

(RIEA e

(R EFERZHEASEIN

EFERZ2ESR  RRBEFHE

ZE - R RERER s AEETE
E o HE—RIEAT  BERZERARN
EHEENZEF  BEBREBERER

AZEERE - HEZRT—F1+ZA
=t—h TEERFITZEFERR
BRAZRARARBEREAEIZN

THESARTENBRER(BE-_FEE
E+=ZA=+—B#ER)-

(f) Rescheduled advances to customers
The amounts of rescheduled advances and their expression as a percentage of gross

advances to customers* are as follows:

£ 8 GROUP AT BANK
.......................................................................................................................... . /0%
2001 512 0.2 203 0.1
2000 2,756 1.2 2,066 1.5

* Stated after deduction of interest in suspense.

Rescheduled advances are those advances which have been restructured or renegotiated
because of a deterioration in the financial position of the borrower, leading to an inability
to meet the original repayment schedule.

Rescheduled advances to customers are stated net of any advarnces that have subsequently
become overdue for over three months and are included in overdue advances to customers

set out in note 14(e) above.

(g) Segmental analysis of advances to customers by geographical area

Advances to customers by geographical area are classified according to the location of
the counterparties after taking into account the transfer of risk. In general, risk transfer
applies when an advance is guaranteed by a party in an area which is different from that
of the counterparty. At 31 December 2001, over 90 per cent of the Group’s and the Bank's
advances to customers and the related non-performing advances and overdue advances were

classified under the area of Hong Kong {unchanged from positions at 31 December 2000).




14 EPEX = 14 Advances to CUSLOMETS continues

(F)BEFENZTHESE (h) Gross advances to customers by industry sector
RREECBHEERAZITENERER  The analysis of gross advances to customers (after deduction of interest in suspense) by
ZHEEFER(BHBERME) DM industry sector based on categories and definitions used by the Hong Kong Monetary

FHT: Authority is as follows:
£E GROUP 17 BANK
2001 2000 2001 2000
EERERZER Gross advances to customers for use in Hong Kong
I% BERERE Industrial, commercial and financial sectors
o MEER o property development 20,237| | 19,079| | 19,583| | 15,072
o MERE o property investment 29,403! | 29,579] | 24,931] | 23,911
o BRILE o financial concerns 1,991 2,979 1,914 2,876
o RELKL o stockbrokers 115 97 115 97
o HBRTER o wholesale and retail trade 3,737 4,066 3,666 3.974
o BIEH o manufacturing 1,683 1,825 1,620 1,703
o« BERREGRE o transport and transport equipment 9,687 8,471 3,337 2,667
o EAt o other 17,109 19,073 16,055 17,831
83,962 85,169 71,221 72,131
BA Individuals
- BEBEBHEHS] - < advances for the purchase of flats under
[MAZREEHE]R the Government Home Ownership
[HEBEE:EI 2 Scheme, Private Sector Participation
TEEBER Scheme and Tenants Purchase Scheme 39,295 | 35,971 1,450 1,618
c BEHME=ED®Y  advances for the purchase of
BREXR other residential properties 77.537| | 78,005 | 52,023 | 46,069
o ERRER o credit card advances 5,262 4,745 5,262 4,745
o Efth o other 6,050 4,875 5,320 4,243
128,144 123,596 64,055 56,675
EEEERZERES Total gross advances for use in Hong Kong 212,106 208,765 135,276 128,806
BERE Trade finance 9.434 9,013 9,434 9,013
EEEUINERZER Gross advances for use outside Hong Kong 4,386 4,195 3,915 3,782
BEEERBE (W14 (F)) Gross advances to customers (note 14(a)} 225,926 221,973 148,625 141,601




(E)BEBEHEZREFR
EFREFRANEEAREHENECE
BAOETEFPZRABRESFE - BB
BH-BBBELE-TE  UMBUR
HABREEHEREZWERE - HE
SHEFEZRERNESRERER
EHHWT

o —FLT
o —FULERF
o AEMUE

RIBIRERE
BESHZRAFE

Bt E L
FEYIER
o —FELT
o —ELEERF
o AFEME

RIEERER
BBAHNZREER

REFBRTLERERS (ZTEF
F:E)-

(i) Net investments in finance leases

Advances to customers include net investments in equipment leased to customers under
hire purchase contracts having the characteristics of finance leases. The hire purchase
contracts usually run for an initial period of 5 to 20 years, with an option for acquiring the
leased asset at nominal value. The total minimum [ease payments receivable and their

present value at the year end are as follows:

%E GROUP

BIEER
HERE B2 BIEER
PRESENT FIE AN Rk

VALUE OF INTEREST TOTAL
MINIMUM INCOME MINIMUM
LEASE RELATING LEASE

PAYMENTS  TO FUTURE  PAYMENTS
RECEIVABLE PERIODS  RECEIVABLE

Amounts receivable:

o within one year 709 264 973
o after one year but within five years 2,269 730 2,999
o after five years 3,712 835 4,547

Provisions for bad and doubtful debts (56)
Net investments in hire purchase contracts 6,634
2000

Amounts receivable:

o within one year 567 538 1,105
o after one year but within five years 1,832 1,693 3,525
o after five years 3,751 2,463 6,214

Provisions for bad and doubtful debts (217)
Net investments in hire purchase contracts 5,933

There were no finance leases maintained by the Bank at the balance sheet date

(2000: Nib).




15 Amounts due from/to ultimate holding company

There are no amounts due from or due to ultimate holding company at the balance sheet

15 fF/REZERAE
RELER L EEFRERERIERDE)

date (2000: Nil).

16 Amounts due from/to immediate holding company
and fellow subsidiary companies

Details of the balances due from and due to immediate holding company and fellow

16 F/REBERAE R

e £ % [} /8 22 5]
EERAREBERADREEEN B
REEFWT -

subsidiary companies are as follows:

EREFEE

EEReREFRRE
REMGSREE

EHFREEERBERGER

o —EAR

o —BARLEE=MEA

o Z@RUEE—F

o —FLEERE

FEGEZEEE ISR

o ZHAABINREE

o ZERANUNLE-F
o —FEPLERE

RHUREZTHA
FerERf

e —fBAA

EMAESTHB RSN

c ZEAA

o ZEANURLE—F

o ~FLLERE

e AFHE

Amounts due from:
Cash in hand and balances with banks

and other financial institutions

Placings with banks with remaining maturity:

o within one month

o three months or less but over one month

° one year or less but over three months

o five years or less but over one year

Certificates of deposit with
remaining maturity:

o three months or less but not
repayable on demand

° one year or less but over three months

o five years or less but over one year

Long-term investments with
remaining maturity:
e within one month
Other assets with remaining maturity:
° three months or less
© one year or less but over three months

o five years or less but over one year

e over five years

£ GROUP #8177 BANK

2001 2000 2001 2000
60 73 56 55
3,697 3,254 284 2,180
62 1,380 62 766
1,043 242 29 242
27 - 27 -
4,829 4,876 402 3,188
352 350 352 350
772 1,400 772 1,400
1,991 2,735 1,991 2,735

3,115 4,485 3,115 4,485

- 378 - 378
258 354 227 306
24 172 16 172
11 44 11 44
- 1 - 1
293 571 254 523




16 fF/REBER 2R
[Fl & R B2

16 Amounts due from/to immediate holding company
and fellow subsidiary companies conines

£ GROUP 17 BANK
2001 2000 2001 2000

o AREFRMNBAS
LA TR R E
o ZEARNBRANKES

o ZEAMLEE-F

HEZES S

o HIE{EE

o EREFRPRBAH
BT ERBE
o ZHANEREANBEE

o ZEAULE-F

EtBBEEISHONSHM
° ZBAA

o —fHARLE-F

o —FLFERF

Amounts due to:
Customer accounts
o repayable on demand
o with agreed maturity dates or periods
of notice, by remaining maturity:
o three months or less but
not repayable on demand

° one year or less but over three months

Deposits from banks
o repayable on demand
o with agreed maturity dates or periods
of notice, by remaining maturity:
o three months or less but
not repayable on demand

° one year or less but over three months

Other liakilities with remaining maturity:
o three months or less

o one year or less but over three months

o five years or less but aver one year

- 131 - 131
275 297 275 297
163 227 163 227
438 655 438 655
36 101 36 101
414 315 401 298

13 - 13 -
463 416 450 399
119 823 113 811

31 76 39 76

- 29 - 29
150 928 144 916

1,051 1,999 1,032 1,970




17 KB R X H 17 Amounts due from subsidiary companies

WMB LB RFESLT Details of the amounts due from subsidiary companies are as follows:
2001 2000
EHFREEZRHE RS Placings with financial institutions with remaining maturity:
o —@RARA o within one month 85,806| | 50,925
o —BRMEZE=MA o three months or less but over one month 69,100| | 72,800
o ZfAMLEE—F o one year or less but over three months 125 -
155,031 123,725
EHHERPIHMBRAER Loans to subsidiary companies with no repayment term 2,791 2,915
HunEEZI SO FS#REAZEAR Other assets with remaining maturity of three months or less 1,423 30

159,245 126,670

18 RAKE 18 Long-term investments
(R)REKE (a) Long-term investments
£E GROUP B17 BANK
2001 2000 2001 2000
REER2 BB Held-to-maturity debt securities
BHERATNREEERE at amortised cost less
provisions for impairment 39,605 34,837 24,987 27,276
BEREZAFEE Equity investments at fair value 3,657 4,433 3 4
43,262 39,270 24,990 27,280
(Z)RERE-KREEE {b) Carrying value of long-term investments

£ GROUP #R17 BANK

RERRZERES Held-to-maturity debt securities
HARBERT Issued by public bodies
o PARKMRAPRET o central governments and central banks 3,324 3,459 1,662 1,557
o HanHiEs o other public sector entities 6,510 7,381 3,975 5,820
9,834 10,840 5,637 7,377
B R BIE T Issued by other bodies
o FMEREMGREE o banks and other financial institutions 15,234 | 15,480 | 10,818 | 12,711
o F ° corporate entities 1 14,537 8,517 8,53:] 7,188
29,771 23,997 19,350 16,899
39,605 34,837 24,987 27,276
RERE Equity investments
HPHEET Issued by corporate entities 3,657 4,433 3 4




(C) RPREZKREEE & (b) Carrying value of long-term investments continued
£ GROUP $£77 BANK
2001 2000 2001 2000
BEBRRZEBES Held-to-maturity debt securities
EEEED Listed in Hong Kong 311 419 311 302
EEBLSMEE £ Listed outside Hong Kong 9,762 4,881 - 312
10,073 5,300 311 614
e ) Unlisted 29,532 29,537 24,676 26,662
39,605 34,837 24,987 27,276
RERS Equity investments
EEELM Listed in Hong Kong 2,848 4,139 - -
EFBLMEE - Listed outside Hong Kong 95 114 - -
2,943 4,253 - -
FET Unlisted 714 180 3 4
3,657 4,433 3 4
43,262 39,270 24,990 27,280
(RIBELER2ERBE 20 FEE (c) Fair value of held-to-maturity debt securities 1
£H GROUP 817 BANK
2001 2000 2001 2000
FEDRZEBES Held-to-maturity debt securities
B REIERT Issued by public bodies
o HRBFTRP RBFIT o central governments and central banks 3,401 3,471 1,708 1,562
o Hf A HHE o other public sector entities 6,74 7,537 4,173 5,965
10,142 11,008 5,881 7,527
B E AR BT Issued by other bodies
o MEREMEREIE o banks and other financial institutions 15,265/ [ 15,510| | 10,834] | 12,731
o {bE o corporate entities 14,663 8,595 8,622 7,261
29,928 24,105 19,456 19,992
40,070 35,113 25,337 27,519
BERRZEEES Held-to-maturity debt securities
EEELT Listed in Hong Kong 315 425 315 305
EEEMIMEEET Listed outside Hong Kong 9,856 4,940 - 312
10,171 5,365 315 617
JELT Unlisted 29,899 29,748 25,022 26,902
40,070 35,113 25,337 27,519




18 R H = 18 Long-term investments cninued

(T RERRZERBERIBEIN (d) Maturity analysis of held-to-maturity debt securities
TRBERRZEBESREYEBS  The maturity profile of the above held-to-maturity debt securities categorised by the
(BlB#EHZEEHNHFHE 2B M) remaining period from the balance sheet date to the contractual maturity date is as follows:

FAAT
%£E GROUP 17 BANK
2001 2000 2001 2000

ZE BRI HMRE - Remaining maturity:
o Z{EA KB IEENES 5 o three months or less but not

repayable on demand 7.892 10,057 4,623 3,678
o ZHANEE-®E o one year or less but over three months 6,087 7,003 3,959 7,282
o —FULERF o five years or less but over one year 22,930 15,478 14,099 14,024
o RELE o over five years 2,696 2,299 2,306 2,292

39,605 34,837 24,987 27,276

BEZBERGEESNANEEIEA Debt securities intended to be held to maturity with an amortised cost of HK$4,208 million
REZHBEREAREEN T _BENE (2000: HK$798 million) were disposed of prior to maturity. The related profit recognised

B (ZFZTF - BE-EBAFTNAE  amounted to HK$112 million (2000: Nil). Such disposals, representing 5.3% of total held-
BL)  HEZEFAEREE—E—FTZ  to-maturity debt securities (2000: 2.2%), were approved by the Asset and Liability
BEL(ZTEEE  8) - 5SHENR Management Committee, and were generaily made to improve liguidity and to maodify
BEHRZEFESFEEAE S 2AE  the maturity and risk profile of portfolios.

Z(ZEEEF HHzI%D) B

HEEERETEZEEHAE  BERS

REBESRAREHEAZIHRRA

BB -




19 HB2AERE 19 Investments in subsidiary companies

KTETEWRBLAWLT The principal subsidiary companies of the Bank are:

HHSE
AEEE PLACE OF TEEH ERTEZRRAE
NAME OF COMPANY INCORPORATION PRINCIPAL ACTIVITIES ISSUED EQUITY CAPITAL
BAEFBERDF EE BERFH AR BT
Hang Seng Finance Limited Hong Kong Deposit-taking and lending HK$1,000,000,000
BERFRERLA EE BRERRER BT
Hang Seng Credit Limited Hong Kong Deposit-taking and lending HK$200,000,000
BERIT(ERE)ERAT EBE RITED =TT
Hang Seng Bank (Bahamas) Limited Bahamas Banking Us$1,000,000
BEMBERE)FRAE Be& SRR =7
Hang Seng Finance (Bahamas) Limited Bahamas Finance US$5,000
BEBTEEERLE 5 EFERB BT
Hang Seng Bank (Trustee) Limited Hong Kong Trustee service HK$3,000,000
BE(REBA)ERRAA 5 B AR BT
Hang Seng (Nominee) Limited Hong Kong Nominee service HK$100,000
BERBARLF B RE %S AT
Hang Seng Insurance Company Limited Hong Kong General insurance HK$84,184,570
BELEEER(RRA)BRLF B BEaER BT
Hang Seng Asset Management Pte Ltd Singapore Fund management $G$2,000,000
BEREERERLE BE EaEl BT
Hang Seng Investment Management Limited Hong Kong Fund management HK$10,000,000
BERBEERLA T "E BT
Haseba Investment Company Limited Hong Kong Investment holding HK$6,000
BEEFAERLT FE EREL BT
Hang Seng Securities Limited Hong Kong Stockbroking HK$26,000,000
BEZRERLA EE 1RE AT
Yan Nin Development Company Limited Hong Kong Investment holding HK$100,000
BIERBERLA FE ERIEHEERTIER BT
HSI Services Limited Hong Kong Compilation and dissemination of HK$10,000

the Hang Seng share index

BEMEERRRLA ] WMEERE BT
Hang Seng Real Estate Management Limited Hong Kong Property management HK$10,000
FRBREHARTZEZENBLRE - All the above companies are wholly-owned subsidiary companies. Except for HSI Services

BREEREERRRBEERZEN & Limited which is held indirectly, all other subsidiary companies are held directly by the
BRI AFTEESRE - HXE Bank. The principal places of operation are the same as the places of incorporation.
BE R AT EER -




20 B2 A ERE 20 Investments in associated companies

£ GROUP 1T BANK
2001 2000 2001 2000
FETBRE (KEXE) Unlisted shares, at cost - - 88 48
BEEEE Share of net assets 774 789 - -

TERELRZHKBAREBE _EEN Loans to associated companies amounting to HK$208 million (2000: HK$208 million) are

= & J
BEENL(ZESEF BB _EEN included under “Advances to customers” (note 14).
E ) 1

FEBREQRFTNOAT The principal associated companies are:
EfRE SHERE 2 EE
DERE PLACE OF EERR GROUP'S INTEREST EEFRA
NAME OF COMPANY INCORPORATION PRINCIPAL ACTIVITIES IN EQUITY CAPITAL ISSUED EQUITY CAPITAL
BEABRBERAST BE BERES  ABRBREBESR BT
Hang Seng Life Limited Hong Kong Retirement benefits, life assurance 50% HK$100,000,000
and related business
ey MERE BT
Barrowgate Limited Hong Kong Property investment 24.64% HK$10,000

BEABRRERDFZEEERITIE  The interest in Hang Seng Life Limited is held by the Bank and the interest in Barrowgate

% - Barrowgate Limited Z #2588 Limited is owned by a subsidiary company of the Bank. Both associated companies operate
T—HBLTFERE - ZMEEL QY in Hong Kong.
ERBER
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21 Tangible fixed assets

(a) Tangible fixed assets

2001

£ GROUP
BEME
f7HE INVESTMENT B EH
PREMISES ~ PROPERTIES EQUIPMENT TOTAL

AR EE ¢
—_TE-F-A-HEH
FEREER

FRHE
WhEHTIE s BRAE

BERE

o IBITHRIFEDE
SRER (Hi228)

o XHUERK

e L

—EE-E+-R=+-EHEK

Cost or valuation:
At 1 January 2001
Additions
Disposals
Elimination of accumulated
depreciation on revalued premises
Deficit on revaluation
o charged to premises and investment
properties revaluation reserves (note 28)
o charged to profit and loss account

Transfers

At 31 December 2001

7,947 3,582 2,332 13,861

- 2 191 193
(5) (89) (60) {154)
(161) - - (161)
(209) (211) - (420)
(14) - - (14)
(158) 158 - -

ZEME Accumulated depreciation:
~ETT-5—-A—B&# At 1 January 2001 - - (1,812) (1,812)
ERITR (F24(7)) Charge for the year (note 4(d)) (161) - (225) (386)
HERER Written back on disposal - - 55 55
HWREGTLEZEENE Elimination of accumulated

depreciation on revalued premises 161 - - 161
“EE—F+2A=Z+-BEH At 31 December 2001 - - (1,982) (1,982)
CEE-F+_Fz+-HEEFE Net book value at 31 December 2001 7.400 3,442 481 11,323
—EETE+A A+ -HETRE Net book value at 31 December 2000 7.947 3,582 520 12,049
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21 Tangible ﬁxed ASSELS continued

(a) Tangible fixed assets continued

2001

HEERITHZ RBHE

SiEEE

o XEATHRIBENE
EfEE (HiT28)

o XBBEE

&
Xm

ZEE-E+ZR=ZT-B##

HEERTLEZRRTE

—EE-FE+-A=T-B&H

—ETF-F+-A=+-RABEEE

4

TTTE+-A-+—IBHFE

il

Cost or valuation:
At 1 January 2001
Additions
Disposals
Elimination of accumulated
depreciation on revalued premises
Deficit on revaluation
o charged to premises and investment
properties revaluation reserves (note 28)
o charged to profit and loss account

Transfers

At 31 December 2001

Accumulated depreciation:
At 1 January 2001

Charge for the year
Written back on disposal
Elimination of accumulated

depreciation on revalued premises

At 31 December 2001

Net book value at 31 December 2001

Net book value at 31 December 2000

fR1T BANK
REME

773 INVESTMENT & B
PREMISES  PROPERTIES EQUIPMENT TOTAL
6,375 2,151 2,312 10,838
- - 189 189
- 7 (58) (65)
(131) - - (131)
(181) (113) - (294)
N - - (7)
(140) 140 - -
5,916 2,171 2,443 10,530
- - (1,797) (1,797)
(131) - (222) (353)
- - 55 55

131 - - 131
- - (1,964)  (1,964)
5,916 2,171 479 8,566
6,375 2,151 515 39,041




(CHTERBREDEZEHEERE

RAREDE
ERHEN
ROEENE
BRAER
o RERK RnFEA+E)
o REHY FHEHETERTE)
FREN
o RERH HBEERI+F)
o RHHA FRFEETERTH)

A @i
T4t
REME

(AIRZFE-FAA=TH TEE
ZITHRBEMECRABEEERZ
BIHEMITEEMHNITERLAET
WEfR  YBREZFREER_ZT—F+
ZRAZT-BZRBEUEERZHE -
REEIRSETENENEEEEE
R GEMETE - B EEDERYT
IEERRZ ARTEEERKRREY
E2ARTBEE-

(b) The net book value of premises and investment properties comprises:

£E GROUP #77 BANK
2001 2000 2001 2000
Freeholds
Held outside Hong Kong - 4 - -
Leaseholds

Held in Hong Kong

o |long leases (over 50 years unexpired) 3,749 4,395 2,482 2,986
o medium leases (10 to 50 years unexpired) 7,026 7,056 5,538 5,466
Held outside Hong Kong

o {ong leases (over 50 years unexpired) 4 4 1 4

o medium leases (10 to 50 years unexpired) 63 70 63 70

Of which
Premises 7.400 7,947 5,916 6,375
Investment properties 3,442 3,582 2,171 2,151

10,842 11,529 8,087 8,526

{c) The Group’s premises and investment properties were revalued by Chesterton Petty
Limited, an independent professional valuer, at 30 September 2001 who confirmed that
there had been no material change in valuations at 31 December 2001. The valuations
were carried out by qualified valuers who are members of the Hong Kong Institute of
Surveyors. The basis of valuation for premises was open market value for existing use. The

basis of valuation for investment properties was open market value.
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(XR)/BaN2EEHEE

o TR EHEEE (A128)
o REMEEEEE (Mit28)
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21 Tangible fixed assets coninue

(d) Surplus and deficit on revaluation of premises and investment properties

£ 0@ GROUP $217 BANK
2001 2000 2001 20600
(Chargedy/credited to property
revaluation reserves
o premises revaluation reserve (note 28) (209) 511 (181) 482
o investment properties
revaluation reserve (note 28) (211) 73 (113) 64
o share of revaluation (deficit)/surplus of
an associated company (hote 28) (61) ag - -
(481) 682 (294) 546
(Charged)/credited to profit and loss account
° premises {14) 28 {7) 6

(e) The net book value of all premises which have been stated in the balance sheet at
valuation would have been as follows had they been stated at cost less accumulated

depreciation:

£ 8 GROUP 277 BANK
2001 2000 2001 2000
Net book value at 31 December 2,872 2,962 1,718 1,764

(f) The Group leases out investment properties under operating leases. The leases
typically run for an initial period of 2 years, and may contain an option to renew the fease
after that date at which time all terms are renegotiated. None of the leases includes
contingent rentals.

Rental income receivable from operating leases amounted to HK$245 million in 2001
(2000: HK$247 million). There was no contingent rental recognised during the year

(2000: Nil).

(g) The Group’s total future minimum lease payments receivable under non-canceflable

operating leases are as follows:

£ GROUP 1T BANK
2001 2000 2001 2000
Less than one year 176 207 114 122
After one but within five years 84 98 67 62
260 305 181 184




EEARENNRTENEL
T EEREMGEIA
ANZREREN

RERIE (Hite (Z)R23)
RAEEEREER

B R E s
HABRIE

EFHBERBHE
° ZEAN
o SRR EE—F
o —~FLFERE
o AFME

o BBE
o ZBAREEREAR
o NERBMULE—F
o —FHE

TRERBZEMNEETERBE
E[ANERFEEI BT 2RHER
FE -

Unrealised gains on off-balance sheet
interest rate, exchange rate and
other derivative contracts
which are marked to market

Deferred taxation (notes 6(b) &23)

Items in the course of collection
from other banks

Prepayments and accrued income

Other accounts

Remaining maturity:
° three months or less
° one year or less but over three months

o five years or less but over one year

o

over five years

o overdue
o six months or less but over three months
o one year or less but over six months

° Qver one year

£# GROUP 217 BANK
2001 2000 2001 2000
570 1,800 570 1,800
34 13 34 13
2,881 4,472 2,881 4,472
2,294 3,849 1,457 2,734
2,781 1,193 2,526 829
8,560 11,327 7,468 9,848
6,467 9,296 5,889 8,135
1,048 1,779 719 1,606
913 134 845 95
98 79 8 -
8,526 11,288 7,461 9,836
5 5 1 1
7 7 1 1
22 27 5 10
34 39 7 12
8,560 11,327 7,468 9,848

The overdue amount represents mainly overdue interest receivable included under

“Prepayments and accrued income”.
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23 Deferred taxation

Deferred taxation asset which is included in “Cther assets” (note 22) are as follows:

%@ GROUP $R17 BANK
2001 2000 2001 2000

Deferred taxation asset:
At 1 January 13 - 13 -
Credited to profit and loss account (note 6(a)) 21 - 21 -
Transfer from deferred taxation liability - 13 - 13
At 31 December (note 6(b)) 34 13 34 13
Included in “Other assets” (note 22)

representing:

o retirement benefit schemes contributions 34 13 34 13
Deferred taxation liability:
At 1 January - 33 - 33
Credited to profit and loss account (note 6(a)) - (46) - (46)
Transfer to deferred taxation asset - 13 - 13
At 31 December (note 6(b)) - - - -

No provisions are made for deferred taxation on revaluation surpluses on premises,
investment properties and long-term investments. The Directors are of the opinion that
no material taxation liability is likely to arise in the foreseeable future in the light of
management’s intentions for these assets since acquisition.

There is no significant deferred taxation liability not provided for.

24 Current, savings and other deposit accounts

£M GROUP 847 BANK
2001 2000 2001 2000
Customer accounts 395,764 414,875 385,470 404,150
Certificates of deposit in issue 18,564 14,730 18,564 14,730

414,328 429,605 404,034 418,880
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24 Current, savings and other deposit accounts conines

The analysis of remaining maturity of customer accounts and certificates of deposit issued

is as follows:

S GROUP 1T BANK

EPEX

Af B&F 3R X

ERERRHRBAN -
AR TN REBEE

o ZEAREEEANRER

o ZEARLE—F
o —FLILERF

FHERE
E5|5EFBEH
o =5 REHBFRR

o ZEAUEE—F
o —FLLERF
o IEL

Customer accounts

Repayable on demand

With agreed maturity dates or periods
of notice, by remaining maturity:

o three months or less but not
repayable on demand

o one year or less but over three months

o five years or less but over one year

Certificates of deposit in issue

Remaining maturity:

o three months or less but not
repayable on demand

o one year or less but over three months

o five years or less but over one year

o over five years

2001 2000 2001 2000
186,557 175,336 186,414 175,251
198,405 224,985 188,619 214,837

10,664 14,458 10,299 13,993

138 96 138 69

395,764 414,875 385,470 404,150

414,328 429,605 404,034 418,830

HER
EREFERAZENY
AR TN EREEE
o ZHANERERRER

o« ZEAULEE—F

Repayable on demand

With agreed maturity dates or periods
of notice, by remaining maturity:

o three months or less but not

repayable on demand

o one year or less but over three months

%= & GROUP BT BANK
2001 2000 2001 2000
2,406 249 2,406 249
198 3,526 198 3,526
18 27 18 14




EERBRIIIMNETEFEZ
Pz ERREMTETR
BNZAERESR

AEBA (M6 (Z))

FREERNERA

PE & R RIEW A
RERIMER
E@AE

ZHEBRSEBHE
o ZfARA

o ZERULE-F
o —FLLERF
o AEL E

Short positions in securities:
Treasury bills
Debt securities
° government securities

o other public sector securities

Unrealised losses on off-balance sheet interest

rate, exchange rate and other derivative
contracts which are marked to market
Current taxation (note 6(b))
Items in the course of transmission
to other banks
Accruals and deferred income
Provisions for other liabilities and charges

Other liabilities

Remaining maturity:

o three months or less

e one year or less but over three months
o five years or less but over one year

o over five years

£ GROUP R 1T BANK
2001 2000 2001 2000
3,922 5,083 3,822 5,083
578 2,944 578 2,944
148 16 148 16
4,648 8,043 4,648 8,043
520 1,238 520 1,238
500 961 467 876
2,617 4,671 3,617 4,671
1,522 3,633 1,389 3,499
258 219 28 15
640 676 1,561 1,536
11,745 19441 12,230 19,878
10,715 16,659 11,961 17,512
822 2,353 222 2,068
88 328 47 298
g0 1071 - -
11,715 19,441 12,230 19,878

BT zEMBRLrAEE—8—+ETE
(ZZTTF BB —+ERTI)-
SRITER(ZEEFTE  —+=
Bl BRBE®AETIE-

27 Share capital
Authorised:

The authorised share capital of the Bank is HK$11,000 million (2000: HK$11,000 million)

divided into 2,200 million shares (2000: 2,200 million shares) of HK$5 each.

TABR—F-BEATHEZFLE
ZTABR(CEERE  +AR-T
—BNTHEEZFLE=TREK)
SRBEATL

RAEER  ATLEBRRTZRG

(Z22TF  8)-

@

Issued and fully paid:

1,911,842,736 shares (2000: 1,911,842,736 shares)

of HK$5 each

9,559 9,559

During the year, the Bank made no repurchase of its own shares (2000: Nil).




28 Reserves

2001

-

REEF

THRRENESEES

EHBRRRABHEE

BAEEEE

RE BT
:gg—ﬁ—ﬂ'—ag‘% 5

S5
i
o]
g

P

=
A

i

R
B
FERETULERHR

el

FAELTIHHER 2 BEREEE
TEE-FEF+ AT+ B&R
THRRENEERES

TTHEEHB

o —ET-—F-A-BE&ER

o EffRE (21 (F)R(T))
o HRBEABRZFE

o BEREVEEMHEE

o ZEE-F+RAZ+—B&H
REVESEHRE
o ZEE-—E£-H A&
o EEEE (WH21 (F)R(T))
o EEEIERRMEL

BiE (21 (T )
o HITHEMHEERER

o REHRANENARZBEEE

o ZFF-E+ZA=+-aEE
T RRENEEERBAL

Retained profits
Premises and investment properties
revaluation reserves
Long-term equity investment revaluation reserve

Capital redemption reserve

Retained profits
At 1 January 2001
Exchange adjustments
Profit attributable to shareholders
Dividends
Transfer of depreciation to premises
revaluation reserve

Realisation on disposal of premises
At 31 December 2001

Premises and investment properties
revaluation reserves
Premises revaluation reserve
o at 1 January 2001
o deficit on revaluation {notes 21(a) & (d))
o transfer of depreciation from retained profits
o transfers to investment properties

revaluation reserve
o at 31 December 2001

Investment properties revaluation reserve
o at 1 January 2001
o deficit on revaluation (notes 21(a) & (d))
o share of revaluation deficit of
an associated company (note 27(d))
o transfers from premises revaluation reserve

o realisation on disposal of investment properties
o at 31 December 2007

Total premises and investment properties

revaluation reserves

£3 R75 ASSOCIATED
GROUP BANK COMPANIES
19,618 11,982 105
8,119 6,396 597
2,323 - -
99 29 -
30,159 18,477 702
18,732 11,272 98
2) () -
10,114 9,880 48
(9,368) (9,368) (41)
100 96 -
42 4 -
19,618 11,982 105

(61) - (61)
144 133 -
(42) (4) -
3,330 2,129 597
8,119 6,396 597
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28 Reserves continued

—23-% 2001
R TN
&=H 4T ASSOCIATED
GROUP BANK COMPANIES
REREREEMLHE Long-term equity investment revaluation reserve
ZEE-F-H-HE#H At 1 January 2001 3,452 - -
ERRE Deficit on revaluation (850) - -
REHEBEELRS Realisation on disposal of long-term
MERZ ELEE equity investments (279) - -
FE-—E+A=+—H&H At 31 December 2001 2,323 - -
EFREERE Capital redemption reserve
ZEE-F—-HF-B8k At 1 January and
+ZA=+—24& 31 December 2001 99 99 -
EE-E+A=+—BHEBLE Total reserves at 31 December 2001 30,159 18,477 702
ZERRF 2000
BELE
£E 17 ASSOCIATED
GROUP BANK COMPANIES

FRE B
TUHRRENEERRE

Retained profits 18,732 11,272 98

Premises and investment properties

revaluation reserves 8,742 6,790 658
ROBEZREERERS Long-term equity investment revaluation reserve 3,452 - -
BERERER Capital redemption reserve 99 99 -
31,025 18,161 756
RBEA Retained profits
—ZEETE-[-BHEH At 1 January 2000
o RFBEEHEEIR e as previously reported 17,729 12,675 90
o MBEHERNEZAR ° change in accounting policy in respect of dividends - (1,587) -
o MEHEHEEAFTR o as restated 17,729 11,088 90
BERE Exchange adjustments @) (3) -
B R PR A58 R Profit attributable to shareholders 10,014 9,260 47
BE Dividends (8177 (9,177) (39)
PERTITUHEREE Transfer of depreciation to premises
revaluation reserve 99 78 -
EEHTIEREEDE Realisation on disposal of premises and
MERZERIEE investment properties 69 26 -
ZEEEET R+ —HER At 31 December 2000 18,732 11,272 98




28 it = 28 Reserves coninued
—DERE 2000
BRI F
E3e) $75 ASSOCIATED
GROUP BANK COMPANIES
T RIBENESEREE Premises and investment properties
revaluation reserves

T EEEE Premises revaluation reserve

o ZETRE-F-HEH o at 1 January 2000 5,005 4,384 -

o EfHIEME (W21 (T)) > surplus on revaluation (note 21(d)) 511 482 -

o HREBFERZFE o transfer of depreciation from retained profits (99) (78) -

o BINEMEERHFE o transfers to investment properties

revaluation reserve (158) (94) -

o AEHITHMER 2 EHIEE e realisation on disposal of premises (17) (17) -

o IEETFET A+ -HER o at 31 December 2000 5,242 4,677 -

REYREEREE Investment properties revaluation reserve

o ZTELTE-—[-HEH ° at 1 January 2000 3,223 1,964 560

o EfEZIE (B##21(T)) = surplus on revaluation (hote 21(d)) 73 64 -

o BIREIENRWEZ  share of revaluation surplus of

HE (HeE21 (7)) an associated company (note 21(d)) 98 - a8 |

o HITHEMBHEEER o transfers from premises revaluation reserve 158 94 -

c HELREMEMTRZERHEE o realisation on disposal of investment properties (52) (9) -

o ZEEEFET A=+ -BER o at 31 December 2000 3,500 2,113 658

THREENEEERFELS Total premises and investment properties

revaluation reserves 8,742 6,790 658
REBREREEEHEE Long-term eguity investment revaluation reserve

“ETTE—F—BHEH At 1 January 2000 3,959 - -

BEfERE Deficit on revaluation (259) - -

REHEHARERE Realisation on disposal of long-term

MERCEFIEE equity investments (248) - -
ZEZFEATRAZT—HE At 31 December 2000 3,452 - -
AAREEEE Capital redemption reserve
ZEEFF-A-HR At 1 January and
TZAZ+—R&E#H 31 December 2000 99 99 -
ZETRET A=+ -HHEES Total reserves at 31 December 2000 31,025 18,161 . 756
[EEEEIRETELRE I NED The “Revaluation reserves” and the “Capital redemption reserve” do not represent realised
BER2FE  BTAKE - profits and are not available for distribution.

FOIRUERTEB2HBLE B The Bank and its banking subsidiary companies operate under regulatory jurisdictions
ERCYEREM I ETEREERERE which require the maintenance of minimum capital adeguacy ratios and which could
AR ELLEMAE %TT/KEF&?Zﬂ%‘” therefore potentially restrict the amount of retained profits which can be distributed to
ERFERBR Y - shareholders.

C
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28 Reconciliation for cash flow statement

(a) Reconciliation of operating profit to net cash flow from

operating activities

#RET
REFER

58

EHIEA 2B

AR BT
EREAEZ BRI
REEREDZFREAA

FeRkBiEez®
ZERNLRB AT HAREE
FREE
BEERRRZERZE
BEFERZEE
EEERQRRASANELE
REZEE
EMAEZED
BEFERZE
BHERECZEDY
ARz
BEEEBRARIERSEANELT
BRZES
Eamz®
WirnEEZEREMFREEE

REEREDHZIRS (RHD/RA

(Z)FAREREERSEESD AN

Operating profit

Provisions for bad and doubtful debts

Depreciation

Amortisation of long-term investments
Advances written off net of recoveries

Income receivable on long-term investments

Net cash inflow from trading activities

Change in cash and short-term funds

Change in placings with banks repayable after three months

Change in certificates of deposit

Change in securities held for dealing purposes

Change in advances to customers

Change in amounts due from immediate holding company
and fellow subsidiary companies

Change in other assets

Change in customer accounts

Change in certificates of deposit in issue

Change in deposits from banks

Change in amounts due to immediate holding company
and fellow subsidiary companies

Change in other liabilities

Elimination of exchange differences and other non-cash items

Net cash (outflow)/inflow from operating activities

2001 2000
11,079 11,344
424 196
386 388
(301) (571)
(1,389) (707)

8,818 85
(6,715) (5,333)
2,332 (4,206)
(3.953) (19,729)
820 1,093
2,723 (1,896)
(19,111) 50,837

3,834 3,057
(1.180) (3,087)

(948) (782)
(7,265) 6,391

(2,446) 28,763

(b) Analysis of the changes in cash and cash equivalents during the year

MEZHYENZ
BRE R/ A

nEZH YR

+TZA=T—B&EHR

Balance at 1 January
Net cash (outflow)/inflow before the effect of
foreign exchange movements

Effect of foreign exchange movements

Balance at 31 December

157,511 150,579

(14,235) 8,472
(2,173) (1,540)

141,103 157,51

—_——




(R RERERASHBELHIN

(c) Analysis of the balances of cash and cash equivalents

EEREREFREER
Hib 2 aE

EHE-EARIEZ
EHEREX

E %

—E-ZERAARNBZERFRREE

Cash in hand and balances with banks and

other financial institutions

Money at call and placings with banks maturing

within one month

Treasury bills

Placings with banks repayable between one to three months

Certificates of deposit

104,990
2,274
29,897

113,626
1,522
37,136

30 Contingent liabilities, commitments and derivatives

(a) Contract amount, credit equivalent amount and

30 AR RERGELIR
(F) ANSE  ERZNZLERAR
mESE

—22-F

risk-weighted amount

2001

B
ERAEREHESMERS

ABRZEXEBEF -
EEBREAKRES

o —EYT

o ~ERLE

it

EEAH -
ENE R EINE S 5
EHEEEH

Contingent liabilities:

Guarantees

Commitments:
Documentary credits and short-term

trade-related transactions

Undrawn formal standby facilities, credit lines

and other commitments to lend:
e under one year
o one year and over

Qther

Exchange rate contracts:
Spot and forward foreign exchange

Other exchange rate contracts

Interest rate contracts:

Interest rate swaps

Other interest rate contracts

£ GROUP
(594 B
HELE MiE %5
Yokl CREDIT RISK-
CONTRACT EQUIVALENT WEIGHTED
AMOUNT  AMOUNT  AMOUNT
11,802 11,706 3,761
5,768 1,154 1,151
64,317 - -
19,367 9,683 9,257
47 a7 47
89,499 10,884 10,455
98,143 1,066 249
7,917 102 21
106,060 1,168 270
44,446 1,035 240
6,842 - -
51,288 1,035 240




30 HEERE - RER 30 Contingent liabilities, commitments and

fﬁ,_:EIE‘ # derivatiVCS continued
(R)EHIE EHEZHESSER (a) Contract amount, credit equivalent amount and
BEREMESE & risk-weighted amount continued
ZRe-F 2001
34T BANK
Ez B
EERE AEGE
ok CREDIT RISK-
CONTRACT EQUIVALENT  WEIGHTED
AMOUNT  AMOUNT  AMOUNT
HEES: Contingent liabilities:
BER Guarantees 12,374 12,278 4,332
PR Commitments:
EREREHESHERS Documentary credits and short-term
trade-related transactions 5,768 1,154 1,151
FEAZEREEEH - Undrawn formal standby facilities, credit lines
BEBREAMMAERE and other commitments to lend:
o —FLT o under one year 63,910 - -
o —ERINE e one year and over 19,367 9,684 9,257

89,045 10,838 10,408

EESH Exchange rate contracts:

BB R EAINER B Spot and forward foreign exchange 101,481 1,099 266

HEMEXSL Other exchange rate contracts 7,917 102 21
109,398 1,201 287

FESL Interest rate contracts:

F| = b5 Y Interest rate swaps 43,152 1,026 239

HitFEAH Other interest rate contracts 5,076 - -
48,228 1,026 239




(R)EHLE FEZHSRER (2) Contract amount, credit equivaient amount and
ERNELE = risk-weighted amount continued
B 2000
2@ GROUP
TEZ BB
HESH NMEREE
BHeR CREDIT RISK-

CONTRACT EQUIVALENT  WEIGHTED
AMOUNT AMOUNT AMOUNT

HEES Contingent liabilities:

2R Guarantees 3,829 3,763 2,963

EIE Commitments:

ERERERHESFHERS Documentary credits and short-term

trade-related transactions 5,801 1,168 1,160
REAZEABRER Undrawn formal standby facilities,
EEBERAMMRAR credit lines and other commitments to lend:

o —FEUT o under one year 59,665 - -

o —HE R E o one year and over 18,438 9,219 8,975
83,504 10,387 10,135

EReH Exchange rate contracts:

BIH R EBINER S Spot and forward foreign exchange 169,896 2,886 647

HEMEREH Other exchange rate contracts £,504 174 37
176,400 3,060 684

FUES—E O Interest rate contracts:

F R HR Interest rate swaps 46,951 842 201

HiFEE 4 Other interest rate contracts 6,229 - -
53,180 842 201




30 HEEE - RER 30 Contingent liabilities, commitments and

ﬁiﬁ‘:IE Fal derivatives continued
(R &L FE-HSSER (a) Contract amount, credit equivalent amount and
ERMNESE & risk-weighted amount continued
—BEEE 2000
217 BANK
EHZ 2 B2
EEeE MEEE
EokA CREDIT RISK-
CONTRACT EQUIVALENT  WEIGHTED
AMOUNT  AMOUNT  AMOUNT
HEES Contingent liabilities:
TR Guarantees 4,435 4,369 3,558
= Commitments:
EREFEHESHERS Documentary credits and short-term
trade-related transactions 5,801 1,168 1,160
FPHEZERERER Undrawn formal standby facilities,
EEBREMMEERE credit lines and other commitments to lend:
o —FEHT o under one year 59,108 - -
o —ERME e one year and over 18,173 9,087 8,843
83,082 10,255 10,003
EREH Exchange rate contracts:
BN R EHINER Spot and forward foreign exchange 173,218 2,919 663
EMEESHY Other exchange rate contracts 6,504 174 37
179,722 3,093 700
MESH: Interest rate contracts:
FlEiSH Interest rate swaps 46,129 829 198
EfAEEY Other interest rate contracts 6,155 - -
52,284 829 198

ERIHEERBERUIKZBZEES  The tables above give the nominal contract, credit equivalent and risk-weighted amounts
HNeH FEEZHESSBRERNES of off-balance sheet transactions. The credit equivalent amounts are calculated for the
EoMEEEZHESSE  TE{EHRE  purposes of deriving the risk-weighted amounts. These are assessed in accordance with the
ERNESEIE WESENBEE Third Schedule of the Hong Kong Banking Ordinance on capital adequacy and depend on
ARTEBAMER=2EEARBLLERM the status of the counterparty and the maturity characteristics. The risk weights used range
HE THETHEBEZ EBRBES from O per cent to 100 per cent for contingent liabilities and commitments, and from O per
MmE - WEKE EHKREE - AR cent to 50 per cent for exchange rate, interest rate and other derivative contracts.
MEREARAZTEGH»Z2— 8 WEBE

EFRREMITETIASH - BIAR

MEEERTZEASZAT -




HIBHeH - FEZHESER
ABNESE &
NEBBEREENBECERET
£ @mEEBERE RS BRER
REBEZEE S RZEBRER L
HEMEFPRABRABER  HERE
HER SR SEAEHLEFZENE
%*%gﬁéfﬁﬁﬁ~mé%ﬁ&%
BRZENR - ARUEEEERN TR
%@%maﬂ%~ﬁé%@ﬁ2@%ﬁ
TRERRREGZFEKR -
EEGARMIZERIARSESN
E MERBRESTHEMETZH
£ BH - RHEREESR
KETAZANSBEARLEEDN
FEB X BHE  BLTREERH
B UBETEZEEESSENREE
BRITERIIME=2RERTE - BB
EHEEREATREZANERRE
EZEHEERRMEZ B -

(Z)EEHX

EHEERERRRMERTEERE
REREZEN(BIEREREZE
VEE MRSAOLEEETESR

(a) Contract amount, credit equivalent amount and
risk-weighted amount continued

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The risk
involved is essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are, therefore, subject to the same credit origination, portfolio
maintenance and collateral requirements as for customers applying for loans. As the
facilities may expire without being drawn upon, the total of the contract amounts is not
representative of future liquidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and option
transactions undertaken in the foreign exchange, interest rate and equity markets.

The contract amounts of these instruments indicate the volume of transactions outstanding
at the balance sheet date and do not represent amounts at risk. The credit equivalent
amount of these instruments is measured as the sum of positive mark-to-market values and
the potential future credit exposure in accordance with the Third Schedule of the Hong Kong

Banking Ordinance.

(b) Replacement cost

£3 GROUP 1T BANK
2001 2000 2001 2000
Exchange rate contracts 310 1,491 310 1,491
Interest rate contracts 859 722 856 715
1,169 2,213 1,166 2,206

The replacement cost of contracts represents the mark-to-market assets on all contracts
(including non-dealing contracts) with a positive value and which have not been subject

to any bilateral netting arrangement.
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30 Contingent liabilities, commitments and
deriVatiVCS continued
(¢) Included in the above tables are the foliowing amounts of derivative contracts which

were made for dealing purposes:

£ GROUP 877 BANK

2001 2000 2001 2000

Exchange rate contracts:
Spot and forward foreign exchange 98,143 169,896 101,481 169,896
Other exchange rate contracts 7,580 6,204 7,580 6,204
105,723 176,100 109,061 176,100

Interest rate contracts:

Interest rate swaps 30,505 27,990 30,505 27,990
Other interest rate contracts - 750 - 750
30,505 28,740 30,505 28,740

The remaining exchange rate, interest rate and other derivative contracts were made for
non-dealing purposes, i.e. to hedge risk, or to synthetically after the risk characteristics of
assets and liabilities. The transactions are either conducted directly in the market or indirectly
through Group counterparties or fellow subsidiary companies.

In addition to the above, the Bank enters into guarantees and letters of support on

behalf of other Group entities in the normal course of business.

31 Assets pledged as security for liabilities

At 31 December 2001, liabilities of the Group amounting to HK$4,605 million (2000:
HK$8,550 million) and of the Bank amounting to HK$4,605 million (2000: HK$8,550
million) were secured by the deposit of assets, including assets deposited with central
depositories to facilitate settlement operations and those subject to sale and repurchase
arrangements. The amount of assets pledged by the Group to secure these liabilities was
HK$53,695 million (2000: HK3$42,831 million) and by the Bank was HK$42,255 million
(2000: HK$35,699 million) and mainly comprised items included in “Cash and short-term

funds” and "Long-term investments”.




£ GROUP 17 BANK
2001 2000 2001 2000
CHRERBRITAHCHX Expenditure authorised and contracted for 141 188 115 126
PRAEEBREITEHZEX Expenditure authorised but not contracted for - - - -
141 188 115 126

33 H&RE 33 Lease commitments
FEENGCEREANEEZETHE  The Group leases certain properties and equipment under operating leases. The leases
RigfE HEHECZELAFH-BA—
ERFE - APHOEHERAEIUEN
BN 2 IERETRY - ZSHANLER
FEHEHSE -

THRE EEHYRRRERS

typically run for an initial period of 1 to 5 years and may include an option to renew the
lease when all terms are renegotiated. None of these leases includes contingent rentals.
The total future minimum lease payments payable under non-cancellable operating

leases are as follows:

THEEaT
£ GROUP 81T BANK
2001 2000 2001 2000
—FELRA Within one year 163 158 163 157
—FREERE Between one and five years 289 354 289 354
452 512 452 511

34 Staff retirement benefit schemes

The Group operates three defined contribution schemes and three defined benefit schemes.

RET  FRESFEZHRIDERF
Bz BREATE - ATFEEFETE
BBz Es HABEMRELTR
EZIRAER © AT
ERENEERF R
HoEesel ((aES])  LEREE
BRI AERROREEE - N2FT
—ENTEBERAETE HENLSE
BE-FBERL(ZEETEFE 8 LFE
AREERBAR ST EZHAAHRE
BOR=ZTRNEEL (Z22FF . &

) (HEE4(T)) e

BM_E-_F-BEBT

Contributions to the defined contribution schemes applicable to each year are charged to
the profit and loss account for the year. Contributions to defined benefit schemes are
made in accordance with the advice of qualified actuaries based on annual actuarial
valuations and are charged to the profit and loss account for the year. The Bank and
relevant Group entities have also participated in the mandatory provident fund schemes
("MPF schemes") registered under the Hong Kong Mandatory Provident Fund Ordinance.
Contributions to MPF schemes in 2001 amounted to HK$3 million (2000: Nil). The
Group's total retirement benefit cost for the year was HK$434 million (2000: HK$222
million) (note 4(d)).
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34 Staff retirement benefit schemes contrues

The Hong Kong Occupational Retirement Schemes Ordinance (“the Ordinance”) requires
retirement benefit schemes in Hong Kong to be fully funded on a wind-up basis. The
Ordinance requires any deficits on an on-going basis to be eliminated over a period of
time in accordance with the funding recommendations of a qualified actuary. The costs of
the retirement benefit schemes are assessed in accordance with the advice of qualified
actuaries so as to recognise the cost of retirement benefits on a systematic basis over
employees’ service lives and take into account the relevant provisions of the Ordinance.

The principal scheme, the Hang Seng Bank Limited Defined Benefit Scheme is a defined
benefit scheme with assets held separately from those of the Group. Actuarial valuations
are performed annually. The latest valuation was made at 31 December 2001 and was
performed by E Chiu, Fellow of the Society of Actuaries of the United States of America,
of HSBC Life (International) Limited, a fellow subsidiary company of the Bank.

At that date, the market value of the scheme’s assets was HK$2,795 million (2000:
HK$3,132 million). On an on-going basis, the scheme’s assets represented 92% (2000:
107%) of the benefits accrued to members, after allowing for expected future increases
in salaries, and the resulting deficit amounted to HK$230 million (2000: surplus of
HK$200 million). On a wind-up basis, the scheme’s assets represented 100% (2000: 117%)
of the members’ vested benefits, based on salaries at that date, and the resulting surplus
amounted to HK$5 million (2000: HK$461 million). The actuarial method used is the
Projected Unit Credit Method and the main assumption used in this valuation was that
the annual rate of investment return would be higher than the rate of annual salary increase
by one percentage point.

Due to the adoption of the new actuarial method in 2001, the comparative figures for

2000 have been restated to conform with the current year's presentation.
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35 Cross border claims

Cross border claims include receivables and loans and advances, balances due from banks
and holdings of certificates of deposit, bills, promissory notes, commercial paper and other
negotiable debt instruments and also include accrued interest and overdue interest on
these assets. Claims are classified according to the location of the counterparties after
taking into account the transfer of risk. For a claim guaranteed by a party situated in a
country different from the counterparty, risk will be transferred to the country of the
guarantor. For a claim on the branch of a bank or other financial institution, the risk will
be transferred to the country where its head office is situated. Claims on individual countries
or areas, after risk transfer, amounting to 10 per cent or more of the aggregate cross

border claims are shown as follows:

2001
FERAL
SEREE DEBRIE
BANKS & OTHER PUBLIC
FINANCIAL SECTOR Eft &%
INSTITUTIONS ENTITIES OTHER TOTAL
Asia Pacific excluding Hong Kong
o Australia 17,850 1,260 1,691 20,801
e QOther 33,442 2,283 2,707 38,432
51,292 3,543 4,398 59,233
The Americas
e Canada 15,982 3,752 349 20,083
o Other 6,737 1,343 7,538 15,618
22,719 5,095 7,887 35,701
Western Europe
o Germany 25,136 954 2 26,092
e United Kingdom 20,465 - 1,903 22,368
o Other 54,393 1,617 2,298 58,308
99,994 2,571 4,203 106,768
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35 Cross border claims contnues

2000
EERAL
SRBIE DERE
BANKS & OTHER PUBLIC
FINANCIAL SECTOR Hib &%
INSTITUTIONS ENTITIES OTHER TOTAL
Asia Pacific excluding Hong Kong
e Australia 20,826 696l 509 22,031
e Other 35,746 1,901 2,742 40,389
56,572 2,597 3,251 62,420
The Americas
o Canada 21,329 9,632 248 31,208
o Other 11,907 3,794 4,851 20,552
33,236 13,426 5,099 51,761
Western Europe
o Germany 26,911 527 1 27,439
o United Kingdom 20,330 - 511 20,841
o Qther 61,571 790 1,615 63,976
108,812 1,317 2,127 112,256

36 Segmental analysis

(a) By business segment

For the purpose of segmental analysis, the allocation of revenue reflects the benefits of
capital and other funding resources allocated to the business or geographical segments by
way of internal capital allocation and funds transfer pricing mechanisms. Cost allocation
is based on the direct cost incurred by the respective segments and apportionment of
management overheads. Rental charges at market rate for usage of premises are reflected
as inter-segment income for the "Other” segment and inter-segment expenses for the
respective business segments.

The Group comprises five business segments. Personal financial services provides banking
services (including deposits, credit cards, mortgages and other retail lending) and wealth
management products (including insurance and investment) to personal customers,
Commercial banking manages middle market and smaller corporate relationships and
provides trade-related financial services. Corporate and institutional banking handles the
relationships with large corporate and institutional customers. Treasury engages in interbank
and capital market activities and proprietary trading. Treasury also manages the funding and
liquidity positions of the Bank and other market risk positions arising from banking activities.
Other mainly represents shareholders’ funds management and investments in premises,

investment properties and long-term equities.
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Income and expenses
ERBA

Net interest income
EERA

Operating income
BEBNA

Inter-segment income

BEENA

Total operating income
CESEE

Operating expenses*®

BEBZH

Inter-segment expenses
HBREESR 2 EREF|
Operating profit before provisions
REBREE

Provisions for bad and doubtful debts
LR

Operating profit
ERETAERESRRE ZHF

Profits on tangible fixed assets and
long-term investments

EfRMEIRE
Net deficit on property revaluation

GRS N E 2 ET

Share of profits of associated companies

BRTX BT —RR 758 A
Profit on ordinary activities before tax
EXEFTEAEBRERS
Operating profit excluding
inter-segment transactions
*ERENE
* Including depreciation

BHEE
Total assets

BRE
Total liabilities

BENTRE

investments in associated companies

FREXME

Capital expenditure

(a) By business segment continued

2001

IHEER BER

EARTER mEEs BIERE W

PERSONAL $7 CORPORATE & INTER-
FINANCIAL  COMMERCIAL INSTITUTIONAL BEER HiL s SEGMENT S
SERVICES BANKING BANKING TREASURY OTHER  ELIMINATION TOTAL
6,700 1,108 732 1,667 1,453 - 11,660
2,073 907 288 278 401 - 3,947
. — . N s @13) .
8,773 2,015 1,020 1,945 2,269 (415) 15,607
(2,691) (825) (104) (119) (365) - (4,104)
(324) (75) (9) m - 415 -
5,758 1,115 907 1,819 1,904 - 11,503
(573) 38 81 - ;0 - (424)
5,185 1,153 988 1,819 1,934 - 11,079
17 39 - 113 224 - 393
- - - - (14) - (14)
! - - e - >
5,209 1,192 988 1,932 2,193 - 11,514
5,509 1,228 997 1,826 1,519 - 11,079
(136) (33) (3) 2) (212) - (386)
136,233 22,692 63,108 226,656 26,098 - 474,787
308,404 69,101 16,412 10,022 25,777 - 429,716
89 - - - 685 - 774
114 20 1 3 55 - 193

incurred during the year




36 HEDM = 36 Segmental analysis contnue

() EBER n (a) By business segment continued
ZRTEF 2000
IBRERE BRI
EARITER AERIT BIEEYE sz
PERSONAL ¥ CORPORATE & INTER-
FINANCIAL COMMERCIAL INSTITUTIONAL MEE Hia#i SEGMENT B
SERVICES BANKING BANKING TREASURY OTHER  ELIMINATION TOTAL
WARXH
Income and expenses
ERBIA
Net interest income 6,617 1,197 841 1,062 1,974 - 11,691
EEIA
Operating income 1,907 780 275 268 344 - 3,574
BRBEBA
Inter-segment income - - - - 389 (389) -
BB
Total operating income 8,524 1,977 1,116 1,330 2,707 (389) 15,265
CESAE
Operating expenses* (2,339) (832) 97) (124) (333) - (3,725)
BRI
Inter-segment expenses (293) (84) (7 (5) - 389 -
HREBLAIZEEER
Operating profit before provisions 5,892 1,061 1,012 1,201 2,374 - 11,540
REHEH
Provisions for bad and doubtful debts (346) 76 (52) - 126 - (196)
B
Operating profit 5,546 1,137 960 1,201 2,500 - 11,344

ERBRERERRAREZER

Profits on tangible fixed assets and

long-term investments .65 78 - 2 103 - . 248
BERYEEEE
Net surplus on property revaluation - - - - 28 - 28
fEE B R F] 2 EF
Share of profits of associated companies 7 - - - 48 - 55
BB —MEBERN
Profit on ordinary activities before tax 5,618 1.215 860 1,203 2,679 - 11,675

ERENTOEEERXS
Operating profit excluding

inter-segment transactions 5,839 1,221 967 1,206 2,111 - 11,344
*EENE
* Including depreciation (131) (40) (2) (3) (212) - (388)
BRE
Total assets 132,675 20,380 64,829 254,829 28,071 - 500,784
Baf
Total liabilities 298,208 88,641 26,375 16,077 25,546 - 454,847
HELRRKRE
lnvestments in associated companies 43 - - - 746 - 789
FREFHR
Capital expenditure

incurred during the year 92 24 1 2 17 - 136
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(b) By geographical region

Geographical segments are classified by the location of the principal operations of the

subsidiary companies or, in the case of the Bank itself, by the location of the branches

responsible for reporting the results or advancing the funds.

BEERA
(BHRBRMEXE)

&R

EM

B

BRBLAT— R BRI
TR
e

Eft

BRE
¥
EX)
Hits

FREFHX

EE
e
2t

AERBRAR
£
EM
ity

Total operating income
(net of interest expense)

Hong Kong

Americas

Other

Profit on ordinary activities before tax
Hong Kong
Americas

Other

Total assets
Hong Kong
Americas

Other

Total liabilities
Hong Kong
Americas

Cther

Capital expenditure incurred
during the year

Hong Kong

Americas

Other

Contingent liabilities and commitments
Hong Kong

Americas

Other

2001 2000
% %
14,227 91 14,482 95
1,307 8 741 5
73 1 42 -
- 507 .............. v 15265 .............. -
10,097 88 10,937 94
1,261 1 720 6
156 1 18 -
11514 .............. v 11675 .............. o
370,489 78 431,574 86
98,145 21 63,055 13
6,153 1 6,155 1
474787 .............. o 500 e o
415,739 97 439,705 g7
10,068 2 10,630 2
3,909 1 4,512 1
429 e o 54847 .............. -
190 98 133 28
1 i - -
2 1 3 2
.......... e
100,704 99 84,939 97
- - 414 -
597 1 2,380 3
oS o 7733 ............... -
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37 Loans to officers

Particulars of loans to officers of the Bank disclosed pursuant to section 161B of the Hong

Kong Companies Ordinance:

B+zZ/f=+—R
BRERZEER
AGGREGATE AMOUNT
OF RELEVANT LOANS
OUTSTANDING

AT 31 DECEMBER

CEEBER
MAXIMUM AGGREGATE
AMOUNT OF RELEVANT

LOANS QUTSTANDING
DURING THE YEAR
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38 Capital adequacy ratios

The Group's capital adequacy ratios adjusted for market risk at 31 December, calculated

in accordance with the guideline “Maintenance of Adequate Capital Against Market Risk”

issued by the Hong Kong Monetary Authority, are as follows:

ERBARERE
ERBEE-RAKRLE

BREFERTERIMER Z 2 ERF
¥ OREERTZAZT-HZBEAR
REES:

Adjusted total capital ratio

Adjusted tier 1 capital ratio

15.3% 15.3%

12.3% 11.9%

The Group's capital adequacy ratics at 31 December, calculated in accordance with the

Third Schedule of the Hong Kong Banking Ordinance, are as follows:

BEXREE

ERAKLE

Total capital ratio

Tier 1 capital ratio

2001 2000
15.3% 15.4%
12.3% 12.0%
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39 Liquidity ratio
The Group’s average liquidity ratio for the year, calculated in accordance with the Fourth

Schedule of the Hong Keng Banking Ordinance, is as follows:

45.6% 43.3%

46 Material related party transactions

(a) Immediate holding company and fellow subsidiary companies

In 2001, the Group entered into transactions with its immediate holding company and
fellow subsidiary companies in the ordinary course of its interbank activities including the
acceptance and placement of interbank deposits, correspondent banking transactions and
off-balance sheet transactions. The activities were priced at the relevant market rates at the
time of the transactions. The Group participated, in its ordinary course of business, certain
finance leases arranged by its immediate holding company and received commission income
therefrom at a commercial rate.

The Group used the IT services of and shared an automated teller machine network
with its immediate holding company on a cost recovery basis. The Group also maintained
a staff retirement benefit scheme for which a fellow subsidiary company acts as insurer and
administrator and acted as agent for the marketing of Mandatory Provident Fund products
for a fellow subsidiary company.

The aggregate amount of income and expenses arising from these transactions during
the year, and the balances of amounts due to and from relevant related parties and the total

contract sum of off-balance sheet transactions at the end of the year are as follows:

S H GROUP
INCOME AND EXPENSES FOR THE YEAR 2001 2000
Interest income 443 702
Interest expense 51 81
Other operating income 169 55
Operating expenses 847 537
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40 Material related party transactions contines

(a) immediate holding company and fellow subsidiary companies continued

BALANCES AT 31 DECEMBER

Details of balances due from and due to the immediate holding company and fellow

subsidiary companies are set out in note 16 "Amounts due from/to immediate holding

company and fellow subsidiary companies”. Details of contract amount, credit equivalent

amount and risk-weighted amount of off-balance sheet transactions with immediate

holding company and fellow subsidiary companies are set out below:

£@ GROUP

EE2

BEe

SHERE CREDIT
CONTRACT EQUIVALENT
AMOUNT AMOUNT

=l
gL
RISK-
WEIGHTED
AMOUNT

MEREZRSH

—g2-f

TRETHF

(Z)Bg e
TEBRT-UERF-HEERAE
HRZEE-EFA=ST-HZE

BABE_RTNBEL(ZRTEEF:
EE_RBENBET) RTR—HE
DEEABRRERIHERE 25
ERAUBRZRERESARER B
AFTRBRA(ZETTF  BE%—E&
tT—BET) -

(R)BRRERLA
RIFE—F  BAEEELKIERD

RIZFZ—F FAIREERLRAZE
BOBABREEMEATARBEARAR
S (B_FTTEHRE) -

Interest rate and exchange rate contracts:
2001 21,580 317
2000 41,510 884

(b) Associated companies

The Group maintains an interest-free shareholders’ loan to an associated company. The

balance at 31 December 2001 was HK$208 million (2000: HK$208 million). The Bank

acted as agent for the marketing of life insurance products for an associated company.

Total agency commissions received during the year amounted to HK$257 million (2000:

HK$171 million).

(c) Ultimate holding company

In 2001, no transaction was conducted with the Bank’s ultimate holding company

(unchanged from 2000).

(d) Key management personnel

In 2001, no material transaction was conducted with key management personnel of the

Bank and its holding companies and parties related to them (unchanged from 2000).




41 R B E 41 Ultimate holding company

BESAZERIERARAELSEMRE  The ultimate holding company of the Bank is HSBC Holdings plc, which is incorporated
RO ARFANPREREM - THE  in Great Britain and registered in England and Wales.

REBREBEHER -

42 FRIEEH 42 Approval of accounts
AEBEEN-_ET-_F-AWNAKES The accounts were approved and authorised for issue by the Board of Directors on
SBEBRBEER - 4 March 2002.
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Auditors’ Report to the Shareholders of Hang Seng Bank Limited
(incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 85 to 153 which have been prepared in accordance

with accounting principles generally accepted in Hong Kong.

Respective responsibilities of Directors and Auditors
The Hong Kong Companies Ordinance requires the Directors to prepare accounts which give
a true and fair view. In preparing accounts which give a true and fair view it is fundamental
that appropriate accounting policies are selected and applied consistently, that judgements
and estimates are made which are prudent and reasonable and that the reasons for any
significant departure from applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, an those-

accounts and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by
the Hong Kong Society of Accountants. An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the accounts. It also includes an
assessment of the significant estimates and judgements made by the Directors in the
preparation of the accounts, and of whether the accounting policies are appropriate to
the circumstances of the Bank and of the Group, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance as to whether the accounts are free from material misstatement. In
forming our opinion we also evaluated the overall adequacy of the presentation of
information in the accounts. We believe that our audit provides a reasonable basis for

our opinion.

Opinion

In our opinion, the accounts give a true and fair view of the state of affairs of the Bank
and of the Group as at 31 December 2001 and of the Group's profit and cash flows for the
year then ended and have been properly prepared in accordance with the Hong Kong

Companies Ordinance.

KPMG

Certified Public Accountants

Hong Kong, 4 March 2002
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SHAREHOLDERS SHARES OF HK$5 EACH
.................................. s
#B PERCENTAGE NUMBER PERCENTAGE
—RF-E+=A=+—8 AT 31 DECEMBER 2001 NUMBER OF TOTAL (N MILLIONS OF TOTAL
BERR Number of Shares Held
1-500 1-500 5,598 30.67 1.3 0.07
501 - 2,000 501 - 2,000 5,901 32.33 7.1 0.37
2,001 -5,000 2,001 - 5,000 3,177 17.40 10.7 0.56
5,001 - 20,000 5,001 - 20,000 2,658 14.56 27.0 1.41
20,001 - 50,000 20,001 - 50,000 597 3.27 18.5 0.97
50,001 - 100,000 50,001 - 100,000 155 0.85 10.9 0.57
100,001 - 200,000 100,001 - 200,000 89 0.49 12.8 0.67
#8i 200,000 Over 200,000 78 0.43 1,823.5 95.38
.......... 18253100001911810000
BES&H Geographical Distribution
55 Hong Kong 17,818 97.62 1,908.8 939.84
BRABER Malaysia 98 0.54 0.8 0.04
Frhngk Singapore 64 035 0.5 0.02
P Macau 45 0.25 02 0.01
mEX Canada 66 0.36 03 0.02
= United Kingdom 54 0.30 0.1 0.01
E3E0 United States of America 48 0.26 0.6 0.03
BN Australia 41 0.22 0.3 0.02
At Others 19 0.10 0.2 0.01
s e s P
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Notice is hereby given that the Annual General Meeting of the Shareholders of the Bank

will be held at the Penthouse of Hang Seng Bank Headquarters, 83 Des Voeux Road Central,

Level 24, Hong Kong on Tuesday, 23 April 2002 at 3:30 pm to transact the following

ordinary business:

(1) to receive and consider the Statement of Accounts and the Reports of the Directors
and of the Auditors far the year ended 31 December 2001;

(2) to elect Directors;

(3) to reappoint the Auditars and to authorise the Directors to fix their remuneration;

and, by way of special business, to consider and, if thought fit, pass the following

Resolutions:

as Ordinary Resolutions
(4) THAT
(a) subject to paragraph (b) below, the exercise by the Directors of the Company during
the Relevant Period of all the powers of the Company to purchase shares of the

Company be and is hereby generally and unconditionally approved;

g

the aggregate nominal amount of shares which may be purchased on The Stock
Exchange of Hong Kong Limited or any other stock exchange recognised for this
purpose by the Securities and Futures Commission of Hong Kong and The Stock
Exchange of Hong Kong Limited under the Hong Kong Code on Share Repurchases
pursuant to the approval in paragraph (a) above shall not exceed 10 per cent of
the aggregate nominal amount of the share capital of the Company in issue at the

date of passing this Resolution, and the said approval shall be limited accordingly;

—
&)

for the purpose of this Resolution “Relevant Period” means the period from the

passing of this Resolution until whichever is the earlier of:

(i} the conclusion of the next Annual General Meeting of the Company;

(i) the expiration of the period within which the next Annual General Meeting of
the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the authority given under this Resolution by

ordinary resolution of the shareholders in general meeting;

(5) THAT
(a) subject to paragraph (c) below, pursuant to Section 57B of the Companies Crdinance,
the exercise by the Directors of the Company during the Relevant Period of all the
powers of the Company to allot, issue and deal with additional shares in the capital
of the Company and to make or grant offers, agreements and options which might

require the exercise of such power be and is hereby generally and unconditionally

approved;

The proposed resolutions (4) to (6) are to
renew the general mandates to issue shares

and repurchase shares.




(b) the approval in paragraph (a) shall authorise the Directors of the Company during

—

the Relevant Period 10 make or grant offers, agreements and options which might
require the exercise of such power after the end of the Relevant Period,;

the aggregate nominal amount of share capital allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) by the
Directors of the Company pursuant to the approval in paragraph (a), otherwise than
pursuant to (i) a Rights Issue, (ii) the exercise of rights of subscription or conversion
under the terms of any warrants issued by the Company or any securities which
are convertible into shares of the Company, (iii) any option scheme or similar
arrangement for the time being adopted for the grant or issue to officers and/or
employees of the Company and/or any of its subsidiaries of shares or rights to
acquire shares of the Company or (iv) any scrip dividend or similar arrangement
providing for the allotment of shares in lieu of the whole or part of a dividend on
shares of the Company in accordance with the Articles of Association of the
Company, shall not exceed the aggregate of: (aa) 10 per cent of the aggregate
nominal amount of the share capital of the Company in issue at the date of passing
this Resolution and (bb) (if the Directors are so authorised by a separate ordinary
resolution of the shareholders of the Company) the nominal amount of share capital
of the Company repurchased by the Company subseguent to the passing of this
Resolution (up to a maximum equivalent to 10 per cent of the aggregate nominal
amount of the share capital of the Company in issue at the date of passing this

Resolution), and the said approval shall be limited accordingly; and

(d) for the purposes of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until

whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii} the expiration of the period within which the next Annual General Meeting of
the Company is reguired by the Companies Ordinance to be held; and

(i) the revocation or variation of the approval given by this Resolution by ordinary
resolution of the shareholders in general meeting; and

"Rights Issue” means an offer of shares open for a period fixed by the Directors of

the Company to holders of shares of the Company or any class thereof on the

register on a fixed record date in proportion to their then holdings of such shares

or dlass thereof (subject to such exclusion or other arrangements as the Directors

of the Company may deem necessary or expedient in relation to fractional

entitlements or having regard to any restrictions or obligations under the laws of,

or the requirements of any recognised regulatory body or any stock exchange in,

any territory outside Hong Kong);




(6) THAT the Directors of the Company be and are hereby authorised to exercise the
powers of the Company referred to in paragraph (a) of the resclution set out as
Resolution 5 in the notice of the meeting of which this resolution forms a part in
respect of the share capital of the Company referred to in sub-paragraph (bb) of

paragraph (c) of such resolution.

By Order of the Board

KW Ma
Secretary
Hong Kong, 4 March 2002

Notes:

1 A shareholder entitled.to attend and vote at the Meeting is entitled to appoint one or more proxies
to attend and (on a poll) vote instead of the shareholder, a proxy need not also be a shareholder
of the Bank.

2 The Directors of the Company have declared a second interim dividend of HK$2.80 per share. The
Register of Shareholders of the Bank will be closed on Wednesday, 20 March 2002 and Thursday,
21 March 2002, during which no transfer of shares can be registered. To qualify for the second
interim dividend, all transfers, accompanied by the relevant share certificates, must be lodged
with the Bank’s Registrars, Central Registration Hong Kong Limited, Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, for registration not later
than 4:00 pm on Tuesday, 19 March 2002. The second interim dividend will be payable on
Wednesday, 27 March 2002 to shareholders on the Register of Shareholders of the Bank on Thursday,
21 March 2002,
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Bankers Alliance Insurance Company Limited
Beautiful Fountain Investment Company Limited
Cheer Free Investments Limited

Fulcher Enterprises Company Limited

Full Wealth Investment Limited

Hang Che Lee Company, Limited

Hang Seng Asset Management Pte Ltd
Hang Seng Bank (Bahamas) Limited

Hang Seng Bank China Services Limited
Hang Seng Bank (Trustee) Limited

Hang Seng Bank Trustee (Bahamas) Limited
Hang Seng Bullion Company Limited
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Hang Seng (Nominee) Limited
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Hang Shun Lee Company, Limited

Haseba International Management Limited
Haseba Investment Company Limited
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High Time Investments Limited

HSI International Limited
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Yan Nin Development Company Limited
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2001 Full Year Results
announced on 4 March 2002

2001 Annual Report
posted to shareholders in late March 2002

Annual General Meeting

to be held on 23 April 2002

2001 Second Interim Dividend
announced on 4 March 2002
to be paid on 27 March 2002

2002 Half Year Results

to be announced around early August 2002

2002 Interim Report
to be posted to shareholders around late August 2002

2002 First Interim Dividend
to be announced around early August 2002

to be paid around early September 2002
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