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THE HONG KONG MORTGAGE CORPORATION LIMITED

CONSOLIDATED FINANCIAL RESULTS
	
	
	2005
	
	2004

	
	
	HK$'000
	
	HK$'000

	
	
	
	
	

	Interest income
	
	1,584,531 
	
	1,021,874 

	Interest expense
	
	           (963,898)
	
	           (210,165)

	Net interest income
	
	620,633 
	
	811,709 

	Other income, net
	
	             165,261 
	
	             159,801 

	Operating income
	
	             785,894 
	
	             971,510 

	Operating expenses
	
	          (114,632)
	
	           (118,661)

	Operating profit before impairment losses
	
	             671,262 
	
	             852,849 

	Write-back of impairment losses on loans/     (provisions) for bad and doubtful loans
	
	              18,639
	
	             (89,437)

	Profit before taxation
	
	             689,901 
	
	             763,412 

	Taxation
	
	            (89,270)
	
	             (99,397)

	Net profit for the year
	
	             600,631 
	
	             664,015 

	
	
	
	
	

	Proposed dividend
	
	              250,000
	
	              250,000

	
	
	
	
	

	
	
	As at
	
	As at

	
	
	31 December 2005
	
	31 December 2004

	
	
	HK$’000
	
	HK$’000

	
	
	
	
	

	Mortgage portfolio, net
	
	29,475,662
	
	34,938,580

	Cash and short-term funds
	
	2,476,532
	
	5,338,017

	Investment securities
	
	
	
	

	- available-for-sale
	
	1,989,973
	
	              -

	- held-to-maturity
	
	4,524,894
	
	4,093,253

	Total assets
	
	39,406,051
	
	45,266,481*

	Debt securities 
	
	27,995,867
	
	35,494,740

	Shareholders’ equity
	
	4,677,547
	
	4,161,931

	
	
	
	
	

	Capital-to-assets ratio
	
	12.0%
	
	9.3%*

	Return on shareholders’ equity 
	
	13.6%
	
	17.1%

	Return on total assets
	
	1.5%
	
	1.3%

	Cost-to-income ratio 
	
	14.6%
	
	12.2%

	Net interest margin
	
	1.6%
	
	1.6%


*
Figures restated as a result of the adoption of the new Hong Kong Financial Reporting Standard 4: Insurance Contracts

Financial Review



The HKMC Group reported an audited PAT of HK$600.6 million, HK$63.4 million or 9.5% lower than 2004.  Return on shareholders’ equity was 13.6% (2004: 17.1%).  The net interest margin of the average interest-earning assets was 1.6% (2004: 1.6%).  

In 2005, the HKMC Group earned HK$1,584.5 million from interest income (increase of HK$562.7 million from 2004), while incurring interest expense of HK$963.9 million (increase of HK$753.7 million from 2004) on funding operations.  The net interest income of HK$620.6 million in 2005 fell by HK$191.1 million from the previous year, mainly due to the contraction of mortgage portfolio and narrowing of Prime-HIBOR spread in 2005.

A total of HK$5.1 billion of corporate debt issues  (HK$4.5 billion of debts issued under the Debt Issuance Programme and HK$0.6 billion of retail bonds under the Retail Bond Issuance Programme) was made to fund mortgage purchase and redeem debts matured in the year.



Other income rose by 3.4% to HK$165.3 million (2004: HK$159.8 million).  Major items included HK$101.2 million (2004: HK$52.6 million) of net mortgage insurance premium earned, HK$39.4 million (2004: HK$85.7 million) of MBS guarantee and related fee income, and HK$27.2 million (2004: HK$21.4 million) of early prepayment fees.  

The rise in net mortgage insurance premium earned was underpinned by the strong growth in the Mortgage Insurance Programme.  The total outstanding principal balance of the loans with mortgage insurance coverage amounted to HK$40.6 billion (2004: HK$31.3 billion) and the number of insured mortgage loans stood at 23,405 as at 31 December 2005 (2004: 18,829).  



The HKMC Group continued to exercise tight control over its operating expenses.  Total operating expenses were HK$114.6 million for 2005 (2004: HK$118.7 million).  The cost-to-income ratio was 14.6% for 2005 (2004:12.2%).



The capital-to-assets ratio (CAR) stood well above the minimum of 5% stipulated in the CAR guidelines issued by the Financial Secretary at a healthy level of 12% (2004: 9.3%), or equivalent to 24% (2004: 20.5%) when calculated in accordance with the capital adequacy framework under the Banking Ordinance. 

Effect of Adopting New Hong Kong Financial Reporting Standards (HKFRSs)

In 2005, the HKMC Group adopted the new and revised HKFRSs that are relevant to its operations.  The 2004 comparatives have been amended, in accordance with the relevant requirements.  
Other than Hong Kong Accounting Standard (HKAS) 32, HKAS 39 and HKFRS 4, there were no material effects for the current year and prior year due to the adoption of HKFRSs.  All relevant changes in the accounting policies have been made in accordance with the provisions of the respective standards, which require retrospective application to prior year comparatives other than HKAS 39.

The adoption of HKAS 39 has resulted in a change in the accounting policy relating to the measurement of financial assets, the classification of financial assets at fair value through profit or loss and available-for-sale financial assets.  It has also resulted in the recognition of derivative financial instruments at fair value and the change in the recognition and measurement of hedging activities.  The adoption of HKAS 32 has affected the disclosure and presentation of financial instruments.  HKFRS 4 has also affected the disclosures with respect to insurance contracts issued and reinsurance contracts held.

The HKMC Group adopted HKAS 39 as from 1 January 2005.  The new accounting standards gave rise to a drop in the 2005 PAT by HK$36.7 million due to the new fair value accounting and loan impairment policies.

Estimated effect of changes in the accounting polices on consolidated balance sheet items

	The HKMC Group
	HKAS 32, HKAS 39 and HKAS 39 (Amendment)
	
	HKFRS 4
	
	Total

	
	HK$’000
	
	HK$’000
	
	HK$’000

	
	
	
	
	
	

	Increase / (decrease) in assets 

as at 31 December 2005
	
	
	
	
	

	
	
	
	
	
	

	Mortgage portfolio, net
	851,501
	
	-
	
	851,501

	Non-trading securities
	(1,989,973)
	
	-
	
	(1,989,973)

	Available-for-sale securities
	1,989,973
	
	-
	
	1,989,973

	Derivative financial instruments
	85,266
	
	-
	
	85,266

	Prepayments, deposits and other assets
	35,560
	
	(2,175)
	
	33,385

	Reinsurance assets
	-
	
	429,178
	
	429,178

	
	972,327
	
	427,003
	
	1,399,330

	(Increase) / decrease in liabilities

as at 31 December 2005
	
	
	
	
	

	
	
	
	
	
	

	Accounts payable, accrued expenses and other liabilities 
	(862,516)
	
	2,743
	
	(859,773)

	Deferred tax liabilities
	(4,295)
	
	-
	
	(4,295)

	Tax payable
	(3,000)
	
	-
	
	(3,000)

	Debt securities
	240,794         
	
	-
	
	240,794

	Derivative financial instruments
	(308,915)
	
	-
	
	(308,915)

	Insurance liabilities
	-
	
	(429,746)
	
	(429,746)

	
	(937,932)
	
	(427,003)
	
	(1,364,935)

	Increase in equity 

as at 31 December 2005
	
	
	
	
	

	
	
	
	
	
	

	Retained profits
	34,395
	
	-
	
	34,395


Estimated effect of changes in the accounting polices on consolidated income statement for the year ended 31 December 2005

	The HKMC Group
	
	
	
	
	HKAS 32 and 

HKAS 39

	Increase / (decrease) in profit for the year
	
	
	
	
	HK$’000

	
	
	
	
	
	

	Fair value of derivatives and debt securities
	
	
	
	
	(14,461)

	Impairment losses on loans
	
	
	
	
	(29,744)

	Taxation
	
	
	
	
	7,554

	
	
	
	
	
	(36,651)
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