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2004 2003  Change
EEEE For the year HKS$m HK$m %
MR EE SR &5 F Operating profit before provisions 11,830 11,475 3.1
EEER Operating profit 12,644 10,683 18.4
BRILATE T Profit before tax 13,367 11,137 20.0
BRERHH Attributable profit 11,395 9,539 19.5
=106 Per share HK$ HKS %
BRAEF Earnings per share 5.96 4.99 19.4
TR E Dividends per share 5.20 4.90 6.1
REHZR At year-end

HK$m HK$m %

BRER Shareholders’ funds 43,185 39,641 8.9
MEE Total assets 548,625 502,959 9.1

HK$ HK$ %
BREEFE Net asset value per share 23.03 21.07 9.3
oz Ratios % %
PFLHE For the year
FHREESEHE Return on average shareholders’ funds 27.6 23.4
BB A L Cost:income ratio 26.3 254
FHRBERLE Average liquidity ratio 47.2 46.2
REHH At year-end
BE AR & Total capital ratio* 12.0 13.2
E—RERLE Tier 1 capital ratio* 10.8 11.3

*ERLECRBEERSHEE
PzEEBETMRNEHEES
FRmERR -

* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary
Authority guideline under the Supervisory Policy Manual.
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2004 2003 2002 2001 2000
2ELEHE For the year HKSbn  HKSbn  HK$bn  HK$bn  HK$bn
EERT Operating profit 12.6 10.7 10.7 11.1 1.3
BRI R Profit before tax 13.4 11.1 11.2 11.5 11.7
AR R BTS2 A Attributable profit 11.4 9.5 9.9 10.1 10.0
REEH At year-end HK$bn HK$bn HX$bn HK$bn HK$bn
BEES Shareholders’ funds 43.2 39.6 431 45.1 459
BB Issued and paid up capital 9.6 9.6 9.6 9.6 9.6
BEE Total assets 548.6 503.0 4747 474.8 500.8
FRE Per share HK$ HK$ HK$ HK$ HKS
SIRAF| Earnings per share 5.96 4.99 5.19 5.29 5.24
FhzgR B Dividends per share 5.20 4.90 5.40% 4.90 4.80
= Ratios % % % % %
BRiEFERRERCRE Post-tax return on average

shareholders’ funds 27.6 23.4 231 23.0 22.7
BB ETHeEERRE Post-tax return on average

total assets 2.2 2.0 2.1 21 2.1
B & Capital ratios
- Bt E — Total ratio* 12.0 13.2 14.2 15.3 15.3
- B E- ~ Tier 1 ratio* 10.8 11.3 11.9 12.3 11.9
B E UL ALLE Cost:income ratio 26.3 25.4 25.4 26.3 24.4

f A - TT SRR
TREEEA -

* BAREEREEELRER
BreEEREFRAEHERE
HRTIERE o

# including speciat interim dividend of HK$0.50 per share for 2002.

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

Ef BREERKBRRES BREMNEKE
Results Total Assets and Shareholders’ Funds Per Share Earnings and Dividends
BT BT BOE AT
HK$bn HK$bn In Percentage HKS
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o]] N 02 03 04 00 01 04
BERES AR @ BAE D BRARE
= Attributable Profit Total Assets Dividends Per Share
O 28585 D BRES [ SRR R

Operating Profit

Shareholders’ Funds
O BRETHRFEASQRE
Post-tax Return on Average Shareholders’ Funds

Special interim Dividend Per Share
O shRERN

Earnings Per Share
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" Hang Seng begins offering renminbi services at its

Shenzhen Branch to foreign passport holders;
foreign-invested enterprises; and citizens of Hong
Kong, Macau and Taiwan.

Renminbi services, including deposits, exchange and

remittances, are introduced in Hong Kong branches
of Hang Seng.

Hang Seng’s first Macau branch is officially opened
10 serve the trade finance needs of customers.

Shenzhen Branch receives approval to offer renminbi

services to:domestic companies in the Mainland.

Hang Seng becomes the first bank in Hong Kong to
sign a Delegated Underwriting Arrangement with
Hong Kong Mortgage Corporation, enabling the
Bank to offer expedited mortgage services.

Hang Seng completes its 15.98% acquisition of
Industrial Bank after making a payment of RMB1,726
million (approximately HK$1,626 million) in April.

A first interim dividend of HK$1.10 per share is paid
under the Bank’s new programme of quarterly
dividends.

Hang Seng receives QFIl Investment Quota, allowing
the Bank to begin investing in the Mainland stock
market and develop A-share related services.

Hang Seng receives approval to open a sub-branch
in Shenzhen.

An Online Warrant Supermarket is introduced to help
investors make informed investment decisions in
trading warrants.

Launch of “A Share Investment Services” enables
Hong Kong and overseas investors to invest directly
in A shares and related investments in mainland China,
after the Bank receives a QFll investment quota.

SEP

TN

NOV

i S

Fuzhou branch receives approval to offer renminbi
services to foreign passport holders; foreign-invested
enterprises; and citizens of Hong Kong, Macau and
Taiwan.

Hang Seng Investment launches Hang Seng Index
Exchange Traded Fund.

Eight Hong Kong Olympic athletes are awarded a
total of HK$1.56 million under the Hang Seng Athlete
Incentive Awards Scheme for their outstanding
performance at the 2004 Athens games.

Twelve disabled athletes from Hong Kong are
awarded a total of HK$962,000 for their outstanding
performance at the Paralympic Games in Athens.

New sub-branch opens in Gubei, Shanghai.b

Hang Seng Investment launches Hang Seng Hong
Kong Property Equity Fund.

New renminbi credit card is issued for frequent
travellers to the Mainland.

Express Loan Centres are opened in four MTR stations.

Hang Seng receives approval from the China Banking
Regulatory Commission to start preparation work for
opening a new branch in Beijing.

Equity Linked Investment products are launched.

Hang Seng Bank’s strategic partner, Industrial Bank,
introduces its first international dual currency credit
card bearing the Hang Seng logo.

The “Hang Seng ‘M.I. Kid" World-Record 'Orkidstra’”
event is held — over 6,000 primary and secondary
school children set a new Guinness World Record
for the largest number of people playing the recorder
simultaneously in one location.
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Named "Best Domestic Bank in Hong Kong” by The Asset
magazine for the fifth consecutive year.

Won the Reader’s Digest SuperBrands Gold Award in
the Banking category for Quality, Value, Trustworthiness,
Strong Image and Understanding of Customer Needs.

Named a Caring Company by the Hong Kong Council
of Social Service.

Won the Hong Kong Award for Services: Customer
Service Award from the Hong Kong Retail Management
Association.

Won a Gold award in the 6th China Golden Awards for
Excellence in Public Relations by the China International
Public Relations Association for the “Hang Seng Bank -
Help The Police Fight Youth Crime Competition 2002".

Won a Bronze Award for the Bank's 2003 Annual Report
in the 2004 Hong Kong Management Association Best
Annual Reports Competition.

Won a Bronze Award for the Bank’s 2003 Annual Report
in the 2004 international ARC Awards Competition.

Ranked No. 1 in FinanceAsia’s Asia’s Best Companies
2004 poll in the Most Committed to Strong Dividend
Policy category.

Named the Best Overall Domestic Bank in Hong Kong in
Asiamoney’s 2004 Cash Management Poll.

Named the Best Overall Domestic/Local FX Bank in Hong
Kong in Asiamoney’s 14th Annual FX Poll.

Ranked by Yazhou Zhoukan in its Asia Banks 300 survey
as No. 5 for profits and No. 8 for return on assets among
all banks in Asia.

Ranked No. 195 in the BusinessWeek Global 1000 in
terms of market capitalisation as at 30 May 2004,

Affirmed by Moody's Investors Service: long-term foreign
currency deposit rating of A1 (constrained by the Hong
Kong Special Administrative Region’s country ceiling);
long-term local currency deposit rating of Aa3; short-
term local currency deposit rating of Prime 1; short-term
foreign currency deposit rating of Prime 1; and Bank
Financial Strength Rating of B — the highest rating among
Moody's rated Hong Kong banks.

Affirmed Individual rating of A/B and Support rating of
1 by Fitch.

Affirmed the Api credit rating by Standard & Poor’s, the
highest rating based on public information for banks in
Hong Kong.

(Left) Sealing the deal — Mr Vincent
Cheng presents a cheque to Mr Gao
Jianping of industrial Bank to mark
the beginning of Hang Seng’s
partnership.

(Middfe) Hang Seng opens its
second Shanghai sub-branch in
Gubei, further strengthening the
Bank's network in the Yangtze River
Delta.

(Right) History in the making - the
“Hang Seng 'M.1. Kid" World-Record
‘Orkidstra’” sets a new Guinness
World Record.
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In this annual report — my last
as Chairman of Hang Seng
Bank — | am pleased to inform
you that our Bank registered
record results in 2004,

Attributable profit grew by
19.5% to a record HK$11,395
million. This was supported by
a rise in other operating
income of 22.4%, as well as
a release of provisions for bad and doubtful debts. Even if
we exclude the impact of the release in general provisions
and the related deferred taxation, attributable profit
increased by HK$1,191 million, or 12.5%.

Earnings per share for the year increased to HK$5.96, up
19.4% on 2003. We achieved a record return on average
shareholders’ funds of 27.6%, compared with 23.4% the
year before.

Hang Seng’s encouraging performance was underpinned by
Hong Keng's robust economic recovery, which was driven
by an increase in re-export trade, the rebounding property
market and a surge in inbound tourist numbers. Other
contributing factors included our solid asset base, strict
financial discipline, a customer-focused service culture, high
operating efficiency and more innovative products that met
customer needs.

The year under review was the first under the Bank’s new
programme of quarterly dividends for our shareholders.
Accordingly, three dividends of HK$1.10 per share each were
declared together with a fourth dividend of HK$1.90 per
share, bringing the total for the year to HK$5.20 per share.
This was a 6% increase over the HK$4.90 per share in 2003.

6 Hang Seng Bank

GROWTH IN THE MAINLAND

Our total investment in the Mainland, including our own
branch network, currently stands at about RMB3 billion. We
made significant progress in our development with the
completion in May of our acquisition of a 15.98% interest
in Industrial Bank Co Ltd. for a consideration of RMB1,726
million. With representation on both industrial Bank’s Board
and Executive Committee, we look forward to further co-
operation with Industrial Bank.

We are well positioned to capitalise on growth opportunities
arising from the liberalisation of the Mainland financial
markets.

We will also examine other opportunities for strategic and
organic growth, such as investments in non-bank financial
institutions and the addition of more service outlets in
the Mainland.

ACKNOWLEDGMENTS

After serving as Hang Seng’s Chairman since 1998, | will be
retiring at the conclusion of the Annual General meeting
on 21 April 2005. Mr Michael Smith will take over as
Chairman on 22 April 2005 while remaining as the President
and Chief Executive Officer of The Hongkong and Shanghai
Banking Corporation Limited.

Mr Vincent Cheng will step down as Vice-Chairman and
Chief Executive of Hang Seng on 25 May 2005 to succeed
me as the Chairman of The Hongkong and Shanghai Banking
Corporation Limited. Mr Cheng’s position at Hang Seng will
be taken over by Mr Raymond Or on 25 May 2005.



Mr Roger Luk ceased to be Managing Director and Deputy
Chief Executive of Hang Seng on 6 December and will retire
from the Bank on 1 May 2005. On behalf of the Board, |
would like to thank him for his 30 years of service and
contribution to the Bank.

Mr Joseph Poon became Executive Director and Deputy Chief
Executive of Hang Seng on 7 December 2004. Mr Poon was
previously Senior Executive, Commercial Banking, of The
Hongkong and Shanghai Banking Corporation Limited.

Mr W K Mok, former Managing Director and General
Manager, and Head of Wealth Management of Hang Seng,
was appeinted Managing Director and Chief Operating
Officer with effect from 1 January 2005.

Mr William Leung, former Deputy General Manager and
Deputy Head of Commercial Banking of Hang Seng, was
promoted to General Manager and Head of Wealth
Management on 1 January 2005.

| would like to take this opportunity to pay a special tribute
to Dr Ho Tim, who passed away on 6 November 2004,
Or Ho, who joined Hang Seng in 1933, was one of the Bank’s
Honorary Senior Advisors and a man whose dedication to
the Bank was matched only by his vision and generosity of
spirit. A pioneer of Hong Kong banking, he will be missed
by all who knew and worked with him.

It has been an honour and a pleasure for me to serve as the
Chairman of Hang Seng over the past seven years, and |
would like to thank the Board and the management and
staff of the Bank for their many invaluable contributions
and unfailing support. | would also like to wish Mr Smith
and Mr Or every success in their new roles.

On behalf of the Directors, | would like to express our
appreciation to all staff for their dedication and hard work.
After a three-year salary freeze, the Board approved a budget
of 2.75% of total payroll for a general salary increase to
staff, which took effect in January 2005.

THE YEAR AHEAD

The economy in Hong Kong improved significantly as pent-
up demand fuelled a sharp revival in spending.

The year ahead, however, will pose a number of challenges,
including slower growth in the United States and Japan,
continued macroeconomic controls in the Mainland and
rising US interest rates. For the banking industry, the major
challenge will be to secure growth in the face of sustained
margin pressure and intense competition.

In Hong Kong the economy is expected to grow steadily in
2005, underpinned by our closer economic relationship with
the Mainland. With Hang Seng’s strong asset quality, sound
financial position and growing wealth management
capabilities, we will continue to deliver value to our
shareholders and customers.

[
David Eldon

Chairman

Hong Kong, 28 February 2005
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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. The Bank has
also complied 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 Stock
Exchange”) (“the Listing Rules”) throughout the year ended
31 December 2004. In November 2004, the Stock Exchange
introduced the Code on Corporate Governance Practices
(“the Code”) in replacement and enhancement of the Code
of Best Practice. The Code has become effective from
1 January 2005. The Bank will follow the Code provisions in
the year 2005.

BOARD OF DIRECTORS

The Board consists of 15 Directors with a variety of different
experience, whose brief biographical particulars are set out
on pages 52 to 54. Among them, three are executive
Directors, while the remaining 12 are non-executive
Directors. Of the 12 non-executive Directors, eight are
independent non-executive Directors. All Directors have full
and timely access to all relevant information. There are
established procedures for Directors to seek independent
professional advice where appropriate at the Bank’s expense.

Induction programmes are arranged for newly appointed
Directors and opportunities to update and develop skills and
knowledge are provided to them.

8 Hang Seng Bank




The roles of the Chairman, who is a non-executive Director,
and the Chief Executive of the Bank are segregated with a
clear division of responsibilities. While the Board of Directors
is led by the non-executive Chairman, the Chief Executive
exercises all the powers, authorities and discretions of the
Executive Commitiee as may be delegated to him in respect
of the Bank and its subsidiaries.

The Board of Directors is committed to the Bank’s objectives
of consistent growth and development, increase in
shareholder value and provision of superior services. It sets
strategies and monitors the executive management. it meets
regularly and had seven meetings in 2004.

The Board has set up three committees, namely, the Executive
Committee, Audit Committee and Remuneration
Committee. Details of these three committees are set out in
the Report of the Directors on page 57.

The Executive Committee meets each month and exercises
the powers, authorities and discretions of the Board in so
far as they concern the management and day-to-day running
of the Bank in accordance with its terms of reference and
such other policies and directions as the Board may
determine from time to time. There are certain matters
reserved for approval by the Board, including annual plans
and performance targets, specified senior appointments,
acquisitions and disposals above predetermined thresholds
and any substantial change in balance sheet management
policy. The Executive Committee also sub-delegates credit,
investment and capital expenditure authorities to
its members.

The Audit Committee, which consists of three independent
non-executive Directors, meets regularly, normally four times
a year. The Audit Committee is accountable to the Board
and assists the Board in meeting its responsibilities in
ensuring an effective system of internal control and
compliance and for meeting its external financial reporting
obligations. 1t is also responsible for the selection, oversight
and remuneration of external auditors. The Committee
reports to the Board following each Committee meeting,

drawing the attention of the Board to salient points of which
the Board should be aware, identifying any matters in respect
of which it considers that action or improvement is needed
and making relevant recommendations.

In addition, in the light of the Code provisions, the Board
has recently set up a Remuneration Committee consisting
of three independent non-executive Directors to consider
human resource issues and to make recommendations to
the Board on the Bank’s policy and structure for all
remuneration of Directors and senior management in order
to attract, motivate and retain Directors and senior
management. It will meet at least two times a year.

INTERNAL CONTROL

The Directors are responsible for internal control in the Bank
and its subsidiaries and for reviewing its effectiveness.

The internal control system of the Bank comprises a well-
established organisational structure and comprehensive
policies and standards. Areas of responsibility of each
business and operational unit are clearly defined to ensure
effective checks and balances.

Procedures have been designed for safeguarding assets
against unauthorised use or disposition; for maintaining
proper accounting records; and for the reliability of financial
information used within the business or for publication.
The procedures provide reasonable but not absolute
assurance against material errors, losses or fraud. Procedures
have also been designed for compliance of applicable laws,
rules and regulations.

Systems and procedures are in place in the Bank to identify,
control and report on the types of risks. These risks are
monitored by means of reliable and up-to-date management
information. Risk management palicies and major risk control
limits are approved by the Board. The business and functional
units are responsible for the assessment of individual types
of risk arising under their areas of responsibility and the
management of such risk in accordance with the risk

Annual Report 2004 | @




management procedures. The relevant risk management
reports are submitted to the Credit Committee, Asset and
Liability Management Committee, Executive Committee and
Audit Committee and subsequently to the Board for
monitoring of the'respective types of risk.

A more detailed discussion of the policies and procedures
for management of each of the major types of risk the Bank
is facing, including credit, market, liquidity and operational,
is included in the Financial Review — Risk management
section on pages 38 10 45.

In addition, the Bank has developed procedures (ranging
from the money laundering deterrence programme to health
and safety rules) to manage reputational risks which may
arise as a consequence of its daily operations.

An annual operating plan is reviewed and approved by the
Board. Reports ¢n rhonthly financial results, business
performance and variances against the approved annual
operating plan are submitted to the Executive Committee
and the Board of Directors for regular monitoring. A strategy
is prepared every three to five years. The HSBC Group
Strategic Plan for 2004 to 2008 entitled “"Managing for
Growth” was adopted by the Board in January 2004.

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. All
management letters of external auditors and reports from
regulatory authorities will be reviewed by Audit Committee
and all recommendations will be implemented. Management
has to confirm in writing each year to internal audit that all
recommendations made by the external auditors and by
regulatory authorities have been complied with. Internal
audit also advises management on operational efficiency
and other risk management issues. The work of the internal
audit function is focused on areas of greatest risk to the
Bank as determined by a risk assessment approach. The head
of internal audit of the Bank reports to the Chairman and
the Audit Committee.

A review of the effectiveness of the Bank's internal control
system covering all controls, including financial, operational
and compliance and risk management, is conducted
annually. The review at the end of 2004 was conducted by
reference to the COSO (The Committee of Sponsoring
Organization) internal control framework, which assesses
the Bank’s internal control system against the five elements
of control environment, risk assessment, control activities,
communication and monitoring. The result has been
reported to the Audit Committee and the Board. Areas for
improvement have been identified and measures put in place
to manage them.

HUMAN RESOURCES

The human resources policies of the Bank are designed to
attract people of the highest calibre and to motivate them
to excel in their career, as well as uphold the Bank’s culture
of service quality.

Employee Remuneration

Compensation packages take into account levels and
composition of pay and the market in which the Bank
operates. Salaries are reviewed annually in the context of
individual and business performance, market practice,
internal relativities and competitive market conditions.

Under appropriate circumstances, performance-related
variable pay is provided as an incentive for staff. On 1 January
2004, the Bank introduced a 12-month Pay Scheme with -
variable bonus as part of the Bank’s performance-based
remuneration strategy for new staff. Staff who joined the
Bank before then had the option of choosing to join the
new scheme or remain in the old 13-month Pay Scheme
without a variable bonus.

Since 1999 the Bank has participated in the HSBC Holdings
Savings-related Share Option Plan (Sharesave), in which staff
members make monthly savings for the purchase of HSBC
Group shares after a specified period. The savings contracts
of the 1999 Plan and the 3-year 2001 Plan matured on

{Left) In addition to face-to-face (Middie) Training programmes from (Right) The Board of Hang Seng
training, the Hang Seng Learning professional skills development to Bank and Mr Vincent Cheng (third
Resource Centre offers a wide range awareness of occupational health right) receive Directors of the Year

of educational materials.

1 O Hang Seng Bank

and safety are provided to staff. Awards from the Hong Kong

Institute of Directors




2 August 2004. A total of 2,679 staff members under these
two plans exercised their share options at that time. The
Sharesave 2004 Plan was launched during the year, and
1,994 staff members subscribed to the new plan.

Subject to the attainment of predetermined targets, awards
are also made to staff under the relevant HSBC Group share
plans as long-term incentives. In April 2004 1,657 staff
members with outstanding performance were also given
share option awards under the 2004 HSBC Holdings Group
Share Option Plan.

Employee involvement

The Bank’s staff have a valuable role to play in its direction
and policies. Through a variety of communication channels,
two-way information exchanges are held between the Bank
and its staff. Employees are further encouraged to bring up
their ideas in work improvement programmes, cross-team
projects and suggestion schemes.

Other channels for communicating management-related
matters, such as the Bank’s business direction, strategies
and performance, include internal business seminars,
in-house magazines, morning broadcasts, management
communication sessions and training programmes.

To offer staff the opportunity to express their views on a
variety of issues relating to their work and the organisation,
a staff opinion survey was conducted in September 2004 to
gauge staff opinion on a number of topics. In response to
the feedback from the survey, a steering committee chaired
by the Deputy Chief Executive was established to address
staff comments and suggestions.

Staff Development

In order to develop staff members, the Bank offers a wide
range of training programmes that help them fulfil their
personal career goals or professional training requirements,
including those for the regulated businesses/activities, while
equipping them to meet future challenges.

New staff joining the Bank attend an induction programme
for a better understanding of the history, culture and values
of the Bank. In addition, they receive training in their
respective areas so they can carry out their duties
professionally and effectively. They are also encouraged to
take refresher courses to update their knowledge and skills
so that they can perform to the highest standards.

The Bank provides continuous educational development
through a variety of channels, including traditional classroom
settings at the Bank's Learning Resource Centre, multi-media
programmes, the Intranet and video. Staff members are also
encouraged to pursue professional or academic qualifications
through the Bank’s Education and Professional Qualification
Award System.

In 2004, a training video entitled “The Black Hole — Money

Laundering” and an Anti-Money Laundering Interactive

Multimedia Training Programme were developed to help staff
identify and report suspicious terrorist financing and money
laundering activities. In addition, in-branch coaching
materials were produced to provide staff with information
on the latest anti-money laundering cases regarding
securities, credit cards and insurance. Updated messages on
codes of banking practice, the Hong Kong Employment
Ordinance, discrimination policy and data privacy were also
reinforced through in-branch coaching newsletters and the
training section of the Hang Seng Intranet for staff.

Various training materials were also provided to staff in
relation to the Supplement to the Guideline on Prevention
of Money Laundering issued by the Hong Kong Monetary
Authaority in June 2004. The Supplement introduced a new
set of requirements on customer acceptance policy and
customer due diligence which were required to be
implemented by 31 December 2004.

To raise the awareness of compliance among staff further, a
campaign was launched in 2004 with a new section added
to the Hang Seng Intranet.




To support the career aspirations of its employees, the Bank
has set up a designated team of human resource
professionals. High calibre staff are given career development
opportunities in the form of experience sharing with senior
staff, overseas training and job rotations, as well as local
and overseas cross-postings within the HSBC Group.

In addition to the Hong Kong Management trainee
programme, a Mainland programme has been established
to groom Mainland university graduates into banking
professionals. The programme, which takes place in Hong
Kong as well as the Mainland, provides trainees with valuable
opportunities to gain exposure in an international banking
and financial system.

in 2004 permanent training sites were established in
Shenzhen and Shanghai to provide regular training for staff
members in Mainland branches. A Mainland training intranet
was also launched to provide more than 40 e-learning
modules and news updates. To instil a service mindset in
the Bank’s Mainland branch staff, the Bank organised
“Service Boot Camps” in Shenzhen, Shanghai and Fuzhou.

The average number of training days per staff in 2004 was
about 7 days.

2004 Recruitment

The economic recovery created a surge in demand for
frontline sales staff in 2004. Large-scale recruitment
programmes were conducted during the year to meet the
need for frontline staff, as well as Business Banking,
Commercial Banking and Information Technology personnel.

The Bank’s recruitment drive included advertisements in
major newspapers, advertorials, participation in a
government sponsored Career Expo, and a Hang Seng
recruitment day.

The Bank’s total headcount was 7,604 as at 31 December
2004, an increase of 280 or 3.94% over Jast year.

To meet the staffing requirements for its fast-growing
business in the Mainland, the Bank carried out intensive
recruitment activities for local staff throughout the year. The
majority of the new recruits were for Personal Financial
Services business, which included customer service as well
as direct sales staff, and credit and marketing staff. As at 31
December 2004, the number of local staff was 258, an
increase of 100 or 63% over 2003.

Code of Conduct

To ensure the Bank operates according to the highest
standards of ethical conduct and professional competence,
all staff are required to follow strictly the Code of Conduct
contained in the Staff Handbook. The Code, which is in line
with the relevant regulatory guidelines and other best
industry practices, sets out ethical standards and values to
which staff are required to adhere and covers various legal,
regulatory and ethical issues. These include topics such as
prevention of bribery, dealing in securities, personal benefits
and outside employment.

Staff are also reminded from time to time of the requirements
of the Code, which is reviewed and updated periodically.

Health and Safety

The Bank recognises the need for effective management of
health and safety in order to provide a safe working
environment. The Bank’s objectives are to identify health,
safety and fire risks in advance, assess the attendant risks
and effect any necessary measures to remove, reduce or
control material risks of fires and of accidents or injuries to
employees and visitors.

Following the SARS outbreak in 2003, a Communicable
Diseases Plan was prepared setting out the key issues to be
addressed and the responses to be taken should there be a
recurrence of a serious communicable disease.

Staff were also made aware through various channels of
the importance of personal hygiene and health.

1 2 Hang Seng Bank




COMMUNICATION WITH
SHAREHOLDERS

The Bank attaches great importance to communications with
shareholders and a number of means are used to promote
greater understanding and dialogue with investment
audiences. The Bank’'s annual and interim results
announcements are webcast live. The Annual and Interim
Reports contain comprehensive information on business
strategies and developments. The Annual General Meeting
is an opportunity for communicating with shareholders.
The Chairman, Executive Directors, Chairman of Audit
Committee and non-executive Directors are available at the
Annual General Meeting to answer questions from
shareholders on the business.

Designated senior executives maintain regular dialogue with
institutional investors and analysts to keep them abreast of
the Bank's development. The website www.hangseng.com
offers an investor relations section and timely access to the
Bank’s press releases and other business information.
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We made substantial progress
on many fronts in 2004. In
the improving economic
environment, we increased
our wealth management
business, expanded our loan
portfolio and stepped up
cross-sales to customers, all of
which contributed to the
Bank’s solid results.

Attributable profit rose to a
record HK$11,395 million, up 19.5% compared with 2003.
Non-interest income increased by 22.4%, underpinned by
growth in revenue from our wealth management business.
Attributable profit per employee reached a new yearly high
of HK$1.5 million, reflecting the productivity of our staff.

There was a decline in net interest income, but this was
offset by the rise in non-interest income.

During the year we increased significantly our presence in
the Mainland. In addition to the agreement to acquire
15.98% of Industrial Bank Co Ltd, we expanded our own
network and the scope of our services and products to
Mainland customers. These included renminbi (RMB) services
for deposits, exchange and remittances, and additional
personal financial services.

The Bank received approval from the China State
Administration of Foreign Exchange for an investment quota
after being granted a QF!i securities investment business
permit by the China Securities Regulatory Commission. This
has enabled the Bank’s Hong Kong and overseas customers
1o invest directly in the Mainland securities market and A-
share related products.

The Bank's first branch in Macau, which opened in 2004 to
serve the trade finance needs of customers there, recorded
satisfactory progress.

In 2004 Hang Seng was named the "Best Domestic Bank in
Hong Kong" by The Asset magazine, affirming our cperating
efficiency and sound management.

FINANCIAL HIGHLIGHTS

increased consumer spending, falling bankruptcies, declining
unemployment and a strong rally in the property market
contributed to our record operating profit in 2004.

Operating profit before provisions increased by HK$355
million, or 3.1%, to HK$11,830 million. Operating profit
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after provisions rose by 18.4% to HK$12,644 million, up
from HK$10,683 million the year before, after accounting
for a release of HK$814 million in provisions.

Total other operating income rose by HK$ 1,165 million, or
22.4%, to a record HK$6,363 million in 2004 and
contributed 39.6% of total operating income, compared
with 33.8% in 2003.

The strong growth in other operating income offset a decline
of 4.8% in net interest income, mainly brought about by
the exceptionally low Hong Kong dollar interest rates that
caused deposit spreads to reduce significantly throughout
the year.

Also contributing to the fall in net interest income were the
repricing/maturing of higher yielding debt securities,
narrowing spreads on HIBOR loans and the narrowing yield
on the residential mortgage portfolio. As a result, net interest
margin narrowed by 24 basis points to 2.04%.

The growth momentum of our wealth management
products continued with income from this business
increasing by 35.1% to a record HK$3,438 million, or 54.0%
of total other operating income.

During the year we expanded our range of investment
products to meet different risk appetites. New offerings
included a Hang Seng Index Exchange Traded Fund, Equity
Linked Investment products, and a Hong Kong Property
Equity Fund, as well as a series of capital guaranteed funds.

Income from retail investment products and fund
management increased by HK$506 million, or 50.8%, to
HK$1,502 million in 2004.

The life insurance business also experienced sustained
growth during the year. Cross-selling to our large established
customer base enabled us to increase annualised premium
growth by 43.5% and underwriting income by 22.3%. At
the end of the third quarter, Hang Seng Life ranked third in
terms of annualised contribution for new business in Hong
Kong and achieved a market share of 11.2%, compared
with 7.7% for 2003.

In 2004 we increased lending to customers as we diversified
our loan portfolio into higher yielding credit card and
perscnal advances, trade finance and SME loans.

Advances to customers (after deduction of interest in
suspense and provisions) rose by HK$22 .4 billion, or 9.8%,
to HK$251.9 billion. Strong growth of 20.3% was reported
in credit card advances and 23.2% in other personal lending.




Trade finance advances increased by HK$4.2 billion, or
37.3%, compared with growth of 27.8% for the Hong Kong
banking industry as whole. This reflected the success we
had in further expanding the commercial banking business
by leveraging our strong relationship management,
customised trade services and e-services.

In a highly competitive mortgage market, we maintained
our market share of residential mortgages, though our
mortgage portfolio yield further declined. Private sector
residential mortgages rose slightly by 0.5% but Government
Home Ownership Scheme mortgages continued to fall by
12.9%. Nevertheless, Hang Seng retained its number one
position in terms of market share in the primary market
mortgage business in 2004 for the second consecutive year.

Gross advances for use outside Hong Kong rose by HK$5.4
billion, or 81.0%, mainly reflecting the encouraging growth
in the loan portfolios of our Mainland branches.

Total assets grew by HK$45.7 billion, or 9.1%, to HK$548.6
billion at 31 December 2004.

The Bank's asset quality showed improvement during the
year, as non-performing advances declined sharply by 58.6%
1o HK$2,169 million.

Benefiting from the recovery of bad and doubtful debts,
there was a significant improvement in the release of
provisions during the year. Specific provisions showed a net
release of HK$2 million, compared with a net charge of
HK$798 million last year. General provisions accounted for
a release of HK$812 million in light of historical foss
experience and the improving credit environment.

Total provisions as a percentage of gross advances to
customers fell to 0.42% compared with 1.10% at the end
of 2003.

Operating expenses rose 8.2% to HK$4,223 million during
the year, mainly due to increases in marketing expenditure,
staff costs and other investments necessary for our future
development.

The cost:income ratio increased from 25.4% in 2003 to
26.3% this year, a rise of 0.9 percentage points that
compared favourably with the industry average increase of
3.0 percentage points to 41.6%. Hang Seng's cost.income
ratio was still among the lowest in the world.

Liguidity remained strong with a liquidity ratio of 47.2%,
up from 46.2% in 2003.

The total capital ratio was 12.0% at 31 December 2004,
compared with 13.2% at the same time last year. The tier 1
capital ratio at year end was 10.8%, down from 11.3% at
the end of 2003.

LOOKING AHEAD

Although margin pressure is likely to remain a challenge,
the improving economy will create further loan demand.
We will therefore focus on developing additional loan
products to capture growth opportunities in Hong Kong,
while continuing to offer new wealth management products
that satisfy the increasingly sophisticated investment needs
of our customers.

In the Mainland, we will look to the liberalising financial
markets for growth opportunities and offer new products
and services whenever the time is right and the regulations
allow. We will also make a strong effort to attract new
Corporate and Commercial Banking customers, seek
Mainland business opportunities and strengthen our trade
capabilities through the launch of new trade products.

More outlets are planned for major cities in the Mainland so
that we can extend our geographical reach, expand our
customer base and enhance our personal wealth
management business.

In addition to our partnership with Industrial Bank, we will
explore opportunities for establishing alliances and co-
operative arrangements with non-bank financial institutions
in the Mainland.

This will be my last annual report for Hang Seng, as | will
succeed Mr David Eldon as the Chairman of The Hongkong
and Shanghai Banking Corporation Limited. My position as
Vice-Chairman and Chief Executive will be taken over by
Mr Raymond Or on 25 May 2005.

I am certain that under Mr Or’s leadership and with the
continuing support of the Board, staff and customers, Hang
Seng will continue to deliver value for our shareholders and
to provide outstanding products and services.

g

Vincent Cheng
Vice-Chairman and Chief Executive
Hong Kong, 28 February 2005

Annual Report 2004 1 5



FROM INSURANCE PLANS WITH SAVINGS FEATURES
TO EQUITY LINKED INVESTMENTS AND THE
LARGEST SELECTION OF CAPITAL GUARANTEED

FUNDS IN HONG KONG...




GURICROIMINCIIREI OF WEALTH MANAGEMENT
PROBUCTS GIVES OU YN LERTT
OPTIONS FOR MANACIRGIAEE A




¥ W ¥ 53N mfald W it i 1w N

BUSINESS IN HONG KONG

Hang Seng’s premium customer service and operating
efficiency enabled the Bank to achieve encouraging results
in 2004, despite lintensifying market competition.

Advances to customers recorded a strong growth of 9.8%
from HK$229.5 billion to HK$251.9 billion, mainly in
advances to the industrial and commercial sectors and trade
finance. This compared with the Hong Kong banking
industry average of 6.4% in 2004.

Despite the growth in lending, loan margins were further
squeezed due to heavy competition and ample liquidity.
The low Hong Kong dollar interest rate environment that
persisted during the year also resulted in a substantial
reduction in deposit spread, which affected net interest
margin significantly. The low interest rates further led to a
shift of deposits to other investment products.

N

Customer deposits rose 3.6% to HK$447.3 billion. Together
with certificates of deposit and other debt securities in issue,
total customer deposits increased by 5.3% to HK$463.4
billion. Growth was mainly recorded in savings and current
accounts, while time deposits fell in the low interest rate
environment.

Certificates of deposit and other debt securities in issue rose
by HK$8.2 billion, or 102.8%, to HK$16.1 billion.

PERSONAL FINANCIAL SERVICES

Personal Financial Services accounted for 51.0% of Hang
Seng’s pre-tax profit in 2004 and continued to be the largest
contributor to the Bank’s profit. An increase of 21.2% in
profit before tax was reported, underpinned by the strong
rise of 28.8% in other operating income due to growth in
the wealth management business.

. RANG

- Spadevurrmq.drw

\i“"fmmnba,A
ADI831 - 1)

— - - - F— S

(Left) The past and present of Hang
Seng's more-than-70-year history
are reflected in the two logos at the
entrance of the headquarters’
banking hall.
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(Middle) Prestige Banking offers
professional financial and investment
services as well as lifestyle privileges
to affluent customers

(Right) The Bank launches its A
Share Investment Services




Investment Services

In the current low interest rate environment, the Bank
broadened its range of investment products to meet different
risk appetites. These included capital guaranteed funds,
equity-linked instruments, structured deposits and
certificates of deposit.

During the year, Hang Seng launched 29 new investment
funds, taking the total number of funds in the Hang Seng
Investment Series to 118. Of these, 96 were capital
guaranteed funds — the largest group of such funds in Hong
Kong.

New investment products offered during the year included
a Hang Seng Index Exchange Traded Fund (ETF), allowing
customers to invest in a portfolio of the HSI constituent
stocks conveniently and cost effectively; Equity Linked
investment (ELI) products; and a Hong Kong Property Equity
Fund.

After receiving a QFil securities investment business permit
from the China Securities Regulatory Commission, Hang
Seng launched the A Share Investment Services, which
enables Hong Kong investors to trade A shares and
convertible bonds listed on the Shenzhen Stock Exchange
and Shanghai Stock Exchange. Five new capital guaranteed
funds linked to a China A-share index were also offered.

Total funds under management grew by 55.4% to
HK$89.9 billion.

During the year, Hang Seng became the first bank in Hong
Kong to offer an online warrant supermarket, which provides
investors with up-to-date market information and technical
analysis tools. The service was developed to help investors
make informed decisions in trading warrants.

Another service — Advanced Switching for Investment Funds
- allows same-day investment fund switching by providing
customers with a bridging advance so they can capture
market opportunities as they arise. Hang Seng was the first
fund distributor in the market offering a service of this kind.

Private banking business continued to expand as we
increased our resources to grow our customer base, product
range and investment portfolio.

insurance

Hang Seng has been strengthening its market leadership in
Hong Kong in the provision of insurance products,
particularly life insurance and medical insurance.

Taking advantage of the Bank's large customer base, Hang
Seng maintained the growth momentum of the life insurance
business during the year. Insurance commissions and
underwriting profit grew by 15.6% to HK$1,310 million from
HK$1,133 million, which was mainly attributable to strong
growth in the fife insurance business.

Annualised premiums grew by 43.5% and underwriting
profits (including embedded value) by 22.3%. General
insurance income, however, fell by 4.6% due to higher claims
for certain types of insurance.

New insurance products included the Bank’s Evergreen
Medical Protection Plan, Hong Kong’s first medical protection
plan for those who are retired or about to retire, and the
enhanced Hospital Cash Plan with coverage that includes
double cash benefits for specific infectious diseases.

Also launched were the Life Long Reward Protection Plan,
which combines lifetime guaranteed savings and protection
with a short payment period, and the All Years Reward Life
insurance Plan — an all-in-one plan that helps customers reach
their medium and short-term savings goals, while providing
them with a yearly cash reward and double life protection.

Consumer Lending

In 2004 the Bank diversified its loan portfolio by expanding
consumer lending, as the economy improved and consumer
confidence returned. Excluding the fall of HK$3.9 billion in
mortgages under the suspended Government Home
Ownership Scheme, there was a growth of 3.1% in
consumer lending.
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Credit card advances grew by 20.3%. The number of credit
cards in issue rose by 18.7% to 1,153,000, and spending
was up by 46.6% from the year before. Against a backdrop
of falling bankruptcies and unemployment rates, credit card
charge-off improved substantially. The annualised credit card
charge-off ratio for 2004 fell to 3.21%, compared with the
industry average of 4.73%.

Other lending to individuals, mainly overdraft, personal and
tax loans, rose by 41.0%.

The Bank’s mortgage portfolio yield fell further in the highly
competitive mortgage market. The average yield on the
residential mortgage portfolio, excluding GHOS mortgages
and staff loans, fell to 202 basis points below BLR for 2004,
before accounting:for the effect of cash incentive payments.
This compared with 177 basis points below BLR in 2003.
Cash incentive payments on new mortgage loans of HK$157
million were written off against interest income in 2004
compared with HK$130 million in 2003.

With the turnaround in the local economy and the property
market, there was a net release of mortgage provisions,
reflecting the improvement in delinquency, higher recoveries
from disposal of repossessed properties and substantial
improvement in negative equity position.

During the year; Hang Seng launched a Customised
Repayment Plan for residential mortgages, giving customers
more flexibility in choosing the instalment amount and for
arranging repayment. The Bank also entered into a new
Delegated Underwriting Arrangement in April with the Hong
Kong Mortgage Corporation. This Arrangement allows
customers to enjoy a convenient one-stop approval service
for mortgage loans with a loan ratio of up to 90%. Hang
Seng was the first bank in Hong Kong to offer such a service.

in September 2004, Hang Seng launched a 95% “Top Up”
Mortgage Plan for selected primary market mortgages. In
January 2005, the Bank extended the combined age of the
property and loan tenor requirement for mortgage loans
from 40 years to a maximum of 60 years for quality
residential estates. The Bank also extended its 95% “Top

Up” Mortgage Plan from primary to secondary market
properties. The new mortgage plans provide more options
to customers and greater flexibility for financing their homes.

COMMERCIAL BANKING

Commercial Banking, which reported a growth of 83.1% in
profit before tax, contributed 16.1% of the Bank’s pre-tax
profit in 2004. Strong growth of 37.5% was recorded in
customer advances and 25.2% in net interest income. Cther
operating income rose by 12.5%, mainly as the result of
the growth in trade services. There were net releases in
specific and general provisions of HK$601 million.

Commercial Banking serves the middle market enterprise
(MME) and small and medium size enterprise (SME) sectors
in Hong Kong and the Mainland. In both sectors, progress
was made in expanding the customer base and scope of
services offered. Commercial Banking strengthened its SME
business banking team and focused on high growth industries
benefiting from the rebounding local economy. Business
e-Banking and Integrated Business Solutions Accounts were
also promoted to enhance service to smaller customers.

SME advances rose by 49.7% in trade finance and
lending for the expansion of production capacity and
distribution networks.

Trade finance and other lending to MME customers grew
by 31.3%, as Commercial Banking took further advantage
of its strong relationship management team and trade service
capabilities to provide customers with a total financial
services solution.

CORPORATE AND INSTITUTIONAL
BANKING

in 2004 Corporate and Institutional Banking recorded growth
of 6.0% in profit before tax, with an increase of 9.8% in
net interest income, following a growth of 12.3% in
customer advances. The operating results also benefited from
a net release in provisions for bad and doubtful debts, as
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non-performing loans decreased in the improved economic
environment. The increase in corporate financing activities
provided more opportunities for business, although lending
margins remained under pressure.

In 2004 Corporate and Institutional Banking contributed
6.1% of the Bank’s pre-tax profit.

Corporate and Institutional Banking was successful in
expanding its loan book despite keen market competition
in 2004. A total of 192 deals amounting to HK$44,307
million was recorded, an increase of 35.5% in amount and
arise of 12.3% in deals.

TREASURY

Treasury reported growth of 5.5% in profit before tax and
contributed 18.0% of the Bank’s pre-tax profit. Net interest
income reduced marginally by 1.1%, as higher yielding
securities matured and were replaced at lower yields. Dealing
profit rose by 33.1%, reflecting the improvement in
proprietary trading, increase in corporate treasury services
and the growth in structured investment products.

The main strategic focus of Treasury in terms of balance
sheet management was to enhance the portfolio yield by
redeploying more funds from interbank placement to capital
market investments, while maintaining prudent credit and
market risk.

Although balance sheet management contributed the major
portion of Treasury's income, there was also strong growth
in proprietary trading and customer driven business in 2004.

To increase non-interest income, Treasury launched more
structured products, strengthened its sales and service
capabilities, and extended its sales channels to e-Banking
and branches.

Foreign exchange trading, which benefited from a volatile
market and increased customer flows, showed strong
performance in the year.

E-BANKING

Hang Seng provides a full range of online services to make
banking more convenient for customers and to reduce
operating costs.

In 2004 the Bank launched more e-Banking services, including
e-Statements and e-IPOs, as well as online subscriptions for
retail bonds, FX transactions and loan applications.

Hang Seng enhanced its lifestyle banking services in March
with the launch of a dedicated lifestyle banking website.
Through this service, customers can gain access to the latest
information on wealth management services and
promotional privileges as well as a wide array of value-added
activities and benefits.

More than 430,000 users were registered for our personal
e-Banking services at the end of December 2004, an increase
of 27.6% from the last year end. The number of internet
transactions represented 27.5% of total transactions in
December, up from 23.1% a year ago. Counter transactions
in 2004 dropped 10 12.2% of all transactions, down from
13.3% a year earlier.

The number of Business e-Banking customers in 2004 grew
to over 19,700 by year-end.

In 2005 the Bank will increase the scope of its online
investment product offerings to include gold margin trading,
ELI trading and fund switching.
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OUR GROWING PRESENCE IN MAINLAND CHINA
ENABLES US TO GROW OUR CUSTOMER BASE
THERE AND GIVES US A FIRM FOUNDATION FOR
OUR FUTURE DEVELOPMENT.




BUSINESS IN THE MAINLAND

As Hong Kong is a mature and highly competitive market,
Hang Seng is looking to the Mainland for long-term
expansion. The furither liberalisation of the financial market
will provide increasing opportunities for the Bank to
capitalise on the rapidly expanding economy and enormous
growth potential of the Mainland market.

OUR EXPANDING NETWORK

Hang Seng’s network in the Mainland underwent further
expansion during the year. A sub-branch in the Gubei
district of Shanghai opened for business in September 2004,
and the Bank’s first sub-branch in Shenzhen began
operating in January 2005.

The Bank is also planning to open a new branch in Beijing
and a third sub-branch in Shanghai in the second half of
2005. Hang Seng’s network in the Mainland will then
increase to six branches (in Beijing, Shanghai, Guangzhou,
Shenzhen, Fuzhou and Nanjing); four sub-branches (in
Shanghai and Shenzhen); and one representative office (in
Xiamen).

The Bank has also applied to open a representative office in
Dongguan.

As at 31 December 2004, the total number of staff within
the Mainland operation exceeded 300, an increase of nearly
60% from a year ago.

currency banking services.

{Left) Together with its two sub- (Middle) Mr Chen Yingchun, Vice (Right) industrial Bank — Hang Seng’s

branches, the Shanghai branch Mayor of Shenzhen, and Mr Vincent strategic partner in the Mainland -

offers a wide range of foreign Cheng officiate at the opening of launches its first international dual
Hang Seng's first Shenzhen sub- currency credit card bearing the
branch. Hang Seng lego.
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PERSONAL FINANCIAL SERVICES {PFS)

The Bank’s PFS in the Mainiand currently cover a wide range
of products and services — such as deposits and Prestige
Banking - targeted at affluent customers in the coastal cities.

The Bank also offers mortgage financing in the Mainfand in
RMB, and Hong Kong and US dollars.

To bring in new business, Hang Seng added staff to its direct
sales teams and expanded its product offerings. Investment
products such as capital protection investment deposits were
launched in Shanghai in late December. Maxilnterest
Investment Deposits were also offered at branches and sub-
branches in Shanghai, Guangzhou and Shenzhen.

RENMINBI (RMB] SERVICES

in 2004 the Bank’s Shanghai, Guangzhou and Shenzhen
branches started offering RMB services to domestic
companies. Since November, the Fuzhou branch has been
offering RMB services to foreign passport holders and
residents of Hong Kong, Macau and Taiwan, and foreign-
invested enterprises.

In November Industrial Bank Co Ltd launched its first
international dual currency credit card bearing the Hang Seng
logo. The new card is targeted at the growing number of
Mainland travellers to Hong Kong and Macau and allows
them to enjoy preferential offers at retail outlets in
Hong Kong.

In Hong Kong, the Bank launched the Hang Seng RMB Credit
Card for frequent visitors to the Mainland, where it is
accepted at over 400,000 merchant outlets displaying the
China UnionPay (CUP) acceptance logo.

Also during the year, Hang Seng Bank began offering RMB
services, including deposits, currency exchange and
remittances, to its Hong Kong personal customers.

CAPTURING GROWTH

Hang Seng’s Mainland branches were able to expand their
loan books, trade business and personal financial services
as a result of the increased number of outlets, marketing
activities and co-operation with the Bank's business units in
Hong Kong.

These branches were successful in attracting Hong Kong
and Taiwan enterprises with manufacturing arms in the
Mainland, particularly in the Pearl River and Yangtze River
delta regions.

There was an 85% increase in PFS customers during the
year, which led to strong growth in both loans and deposits.
As at 31 December 2004, total loans grew by 95% over the
same period last year; the corresponding growth in deposits
was 84%.

ki)
5|

== . . |
VIS -




R R

o8 e

e g AR

pASIr. g3 SRS

o #0 e
e o G oo W B e W
Pt Rarey
s 4 Bevans whbed Wb 1T T

e it O PR OO







P IREFAelS Wit %o ¥ fie VY

FINANCIAL PERFORMANCE

Profit and loss account

Summary of financial performance

(HK$m) 2004 2003
Operating profit before provisions 11,830 11,475
Profit on ordinary activities

before tax 13,367 11,137
Profit attributable to shareholders 11,395 9,539
Earnings per share (HKS) 5.96 4.99

Hang Seng Bank Limited (the Bank) and its subsidiary and
associated companies (Hang Seng) reported a profit
attributable to shareholders of HK$11,395 miilion for 2004,
representing growth of 19.5 per cent compared with 2003.
Earnings per share of HK$5.96 was 19.4 per cent higher
than 2003.

Operating profit before provisions rose by HK$355 million,
or 3.1 per cent, to HK$11,830 million. The 22.4 per cent
growth in other operating income outweighed a 4.8 per
cent fall in net interest income and an 8.2 per cent rise in
operating expenses. Wealth management businesses in
particular performed strongly, with income growth of 35.1
per cent reflecting the strength of securities services, retail
investment product sales and private banking. Wealth
management income also benefited from the active stock
market and positive investor sentiment. Life insurance made
further advances in market share and profitability as the
range of products providing protection and investment
benefits was extended. Trade services and credit cards also
performed well in business volume and fees and
commissions. Dealing profits recorded strong growth from
trading results, as well as the provision of corporate treasury
services and the packaging of structured investment
products. Net interest income fell despite the growth in
average interest earning assets and customer advances,
reflecting the exceptionally low HK dollar interest rates
throughout the year that significantly reduced deposit
spreads. Loan margins, in particular mortgages and corporate
lending, were further squeezed amidst fierce market
competition and ample market liquidity.
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Operating profit after provisions rose 18.4 per cent after
accounting for the release of HK$814 million in provisions
for bad and doubtful debts, compared with a charge of
HK$792 million last year. Specific provisions showed a net
release of HK$2 million, compared with a net charge of
HK$798 million last year. This was the combined effect of
lower new and additional charges, and higher releases and
recoveries from doubtful accounts. Credit card losses reduced
significantly, as bankruptcy and unemployment rates
continued to fall. There was a net release of provisions in
respect of mortgages, reflecting the improvement in
delinquency, higher recoveries from disposal of repossessed
properties and substantial improvements in the negative
equity position. This was the result of the sharp rally in
property prices, with strong demand in particular in the
primary sector, reflecting an improved debt servicing
capability in the improving economic environment.
Corporate and commercial banking accounts also showed
a net release in provisions with substantially lower new
charges as the financial position of corporate customers
continued to improve, in line with the strong growth in the
local economy. A total of HK$812 million was released from
general provisions during the year in light of historical loss
experience and the improving credit environment.

Profit before tax amounted to HK$13,367 million, which
was HK$2,230 miliion, or 20.0 per cent, higher than 2003,
after accounting for the surplus on property revaluation and
the share of profits from associated companies. The increase
in the share of associated companies’ profit was attributable
to Industrial Bank Co., Ltd, in which the bank acquired an
interest of 15.98 per cent in May 2004.

Attributable profit, after taxation and minority interests, rose
by HK$1,856 million, or 19.5 per cent. Excluding the impact
of the release in general provisions and the related deferred
taxation, attributable profit for 2004 increased by HK$1,191
million, or 12.5 per cent, over 2003.




Operating Profit Analysis
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Economic profit

Economic profit is