Annex A

THE HONG KONG MORTGAGE CORPORATION LIMITED

(Incorporated in Hong Kong with limited liability under the Companies Ordinance)

INTERIM RESULTS

FOR THE SIX MONTHS ENDED 30 JUNE 2000

The Directors of The Hong Kong Mortgage Corporation Limited (the “HKMC”) are pleased to announce that the unaudited interim results of the HKMC for the six months ended 30 June 2000, together with the comparative figures for the previous year, are as follows:




6 months ended




30 June 2000

30 June 1999




HK$’000

HK$’000








Interest income


481,216

487,451








Interest expense


(306,681)

(260,527)








Net interest income


174,535

226,924








Other income, net


20,441

3,857








Operating income


194,976

230,781








Operating expenses


(46,470)

(43,280)








Operating profit before provisions


148,506

187,501








Provisions for bad and doubtful loans


1,501

(5,059)








Profit before taxation


150,007

182,442








Taxation


(23,056)

(29,139)








Profit after taxation


126,951

153,303








Transfer to contingency reserve


(12)

-








Profit after transfer to contingency reserve


126,939

153,303








Retained profit brought forward


357,378

86,146








Retained profit carried forward


484,317

239,449



At 

30 June 2000

 At

30 June 1999



HK$’000

HK$’000







Mortgage portfolio, net

7,680,634

10,329,053







Cash and short-term funds

2,951,307

33,153







Investment in debt securities

1,640,813

-







Total assets

12,545,976

10,589,732







Debt securities 

9,841,000

6,941,000







Short-term bank loans

-

1,229,500







Shareholder’s equity

2,484,329

2,239,449







Capital-to-Assets Ratio

11.4%

11.7%







Return on average shareholder’s equity

10.4%

14.1%







Cost-to-income ratio

23.8%

18.8%

Financial Review

For the six months ended 30 June 2000, profit after tax was HK$127 million, a reduction of HK$26.4 million or 17.2% over the corresponding period last year.  The return on average shareholder’s equity was 10.4% p.a. (1999: 14.1%)

Total interest income only reduced slightly by HK$6.3 million (or 1.3%) from HK$487.5 million to HK$481.2 million, compared to the previous corresponding period.  The reduction in interest income was primarily the result of:

(a) a general reduction in interest rates of mortgage loans in the Corporation’s retained portfolio arising from rate reduction requests by the borrowers; and

(b) the higher than normal level of prepayment due to intensive price competition in the mortgage market.

The HKMC purchased mortgage loans totaling HK$1.5 billion in the first 6 months of the year.  Through pro-active marketing and funding strategies, the HKMC has been successful in securing firm offers of approximately HK$3.6 billion of mortgages which will be settled in the third quarter of 2000.  The aggregate amount of HK$5.1 billion has already exceeded the purchase target of HK$4 billion set for the full year.  The HKMC is also actively negotiating with some banks on potential asset swap transactions which would likely result in further bookings before the year-end.

The HKMC incurred interest expense of HK$306.7 million (1999: HK$260.5 million) for the six months ended 30 June 2000.  In order to minimize the adverse impact of the sharp reduction in mortgage rates on the net interest spread of the retained mortgage portfolio, the HKMC has adopted a proactive approach in capturing sub-HIBOR funding opportunities.  During the period under review, the HKMC issued an aggregate of HK$3.1 billion of notes under the Note Issuance Programme and Debt Issuance Programme and successfully achieved a sub-HIBOR average funding cost.  

The Mortgage Insurance Programme (“MIP”) continues to be well received by the homebuyers.  The total outstanding principal balance of the loans with mortgage insurance coverage amounted to HK$5 billion and the number of such mortgage loans stood at 2,450 as at 30 June 2000.  The net premium earned was HK$2.9 million with HK$8.3 million retained as unearned premium income in the balance sheet.  The demand for mortgage insurance is expected to further increase following the Board’s approval to increase the coverage up to 90% of the value of the property.  

The Corporation continues to exercise tight control over its operating expenses.  Total operating expenses were HK$46.5 million for the first six months (1999: HK$43.3 million).  The cost-to-income ratio remained low at 23.8% (1999: 18.8%).

Capital-to-assets ratio (“CAR”) stood at 11.4% at 30 June 2000 (1999: 11.7%). This is well above the minimum CAR of 5% stipulated in the guidelines issued by the Financial Secretary. 
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