Annex A

THE HONG KONG MORTGAGE CORPORATION LIMITED

Financial Highlights


  2003

  2002



HK$’000

HK$’000














Interest income from mortgage portfolio
826,459

771,720








Net interest income
621,419

430,956








Operating income
681,384

488,873








Operating expenses
120,304

113,330








Operating profit before loans provisions
561,080

375,543








Provisions for bad and doubtful loans
149,370

86,054








Profit before taxation
423,058

292,069








Taxation
43,922

24,722 








Net profit for the year
379,136

267,347





















At 

31 December 2003

 At

31 December

2002



HK$’000

HK$’000








Mortgage portfolio, net
34,581,747

28,257,727








Cash and short-term funds
2,219,346

212,863








Investment in debt securities
3,535,525

3,244,520








Total assets
40,900,302

32,191,033 








Debt securities 
36,630,290

28,615,000








Shareholder’s equity
3,497,916

3,118,780








Capital-to-assets ratio
7.7%

9.0%








Cost-to-income ratio
17.4%

23.1%








Net interest margin
1.7%

1.5%








Return on total assets 
1.0%

0.9%








Return on shareholder’s equity
11.5%

9.0%


Financial Review



The audited consolidated financial results of the HKMC for 2003 show that profit after tax (PAT) was HK$379.1 million, HK$111.8 million or 41.8% higher than the previous year.  Return on shareholder’s equity was 11.5% (2002: 9.0%).  The net interest margin of the average interest-earning assets improved from 1.5% in 2002 to 1.7% in 2003.



In 2003 the HKMC purchased a record amount of HK$15 billion of mortgages (2002: HK$14.4 billion).  As a result, the size of the retained mortgage portfolio increased from HK$28.3 billion in 2002 to HK$34.6 billion in 2003.  Interest income earned from the retained mortgage portfolio increased by HK$54.7 million to HK$826.5 million.



Interest income earned from bank deposits and debt securities increased by HK$43.6 million from HK$136.8 million to HK$180.4 million in 2003, reflecting the increase in bank deposits and investment in debt securities.



The HKMC incurred interest expense of HK$385.4 million (2002: HK$477.5 million), made up of HK$384.3 million from note issuance and HK$1.1 million from utilization of bank lines.  A total of HK$10.9 billion of notes (HK$9.6 billion of notes issued under the Debt Issuance Programme and HK$1.3 billion of retail bonds) was issued to fund the mortgage purchase during the year.



For 2003, the HKMC earned a net interest income of HK$621.4 million, an increase of HK$190.5 million or 44.2% over that of 2002.  



Other income was HK$60.0 million (2002: HK$57.9 million).  Major items include HK$31.0 million of MBS guarantee and related fee income and HK$38.3 million of net mortgage insurance premium earned.  



The HKMC continued to exercise tight control over its operating expenses.  Total operating expenses were HK$120.3 million for 2003 (2002: HK$113.3 million).  The cost-to-income ratio was 17.4% for 2003, showing a marked improvement over the previous year’s 23.1%.



As at 31 December 2003, the 90-day delinquency ratio of the retained mortgage portfolio was 0.27%, which was well below the banking industry’s 0.86%.  General provision of HK$18.2 million (2002: HK$22.1 million) and specific provision of HK$131.2 million (2002: HK$63.9 million) were charged to the consolidated profit and loss account in 2003, reflecting the increase in the size of the retained mortgage portfolio from HK$28.3 billion to HK$34.6 billion at year end. 

