Hong Kong Exchanges and Clearing Limited

(Incorporated in Hong Kong with limited liability)

2000 INTERIM RESULTS

CONDENSED Consolidated Income Statement

(Expressed in Hong Kong dollars)
Unaudited

Six months ended

30 Jun 2000

Unaudited

Six months ended

30 Jun 1999


$’000

$’000






Turnover (Note 1)




Transaction levy, trading tariff and trading fees
326,000

187,592

Stock Exchange listing fees
125,668

96,938

Clearing and settlement fees
175,848

80,893

Depository, custody and nominee service fees
118,565

54,587

Income on providing information 
171,470

111,629

Net interest income (Note 2)
228,780

230,836

Other income
80,363

57,832


1,226,694

820,307






Operating expenses




Staff costs and related expenses
262,497

266,964

Information technology and computer 

  maintenance expenses
96,770

102,466

Premises expenses
47,661

56,248

Product marketing and promotion expenses
19,112

17,970

Legal and professional fees
16,705

21,012

Depreciation and amortisation
100,264

74,307

Other operating expenses
35,124

40,025

Merger, listing and integration expenses
21,735

26,990


599,868

605,982






Profit before taxation
626,826

214,325






Taxation (Note 3)
(72,428)

(1,033)






Profit after taxation and attributable to




  shareholders
554,398

213,292







$

$

Basic earnings per share (Note 4)
0.53

0.20


$

$

Interim dividend per share
0.08

-






CONDENSED Consolidated Balance Sheet

(Expressed in Hong Kong dollars)
Unaudited

At

30 Jun 2000

Unaudited

At

31 Dec 1999


$’000

$’000

Non-current assets




Fixed assets
670,343

620,171

Clearing House Funds
887,123

887,935

Compensation Fund Reserve Account
66,735

72,141

Cash and Derivatives Market Development Fund
101,307

100,914

Non-trading securities held for investment maturing

 over one year
473,217

516,587


2,198,725

2,197,748






Current assets




Margin funds on derivatives contracts
5,256,428

5,860,064

Accounts receivable, prepayments and deposits
2,916,927

2,831,026

Taxation recoverable
-

11,823

Non-trading securities held for investment maturing 

  within one year
298,478

293,541

Bank balances and time deposits
3,419,257

3,296,804


11,891,090

12,293,258






Current liabilities




Bank borrowings under repurchase agreements for 

  margin funds  
305,100

204,433

Margin deposits received from participants on

  derivatives contracts
4,951,328

5,655,631

Accounts payable, accruals and other liabilities
3,161,957

3,456,295

Deferred revenue
123,981

191,748

Taxation payable
98,731

28,343

Payable to the Unified Exchange Compensation Fund
150,000

200,000


8,791,097

9,736,450






Net current assets
3,099,993

2,556,808






Total assets less current liabilities
5,298,718

4,754,556






Non-current liabilities




Deferred taxation
56,444

52,860

Participants’ admission fees received
111,050

108,300

Participants’ contributions to Clearing House Funds
409,390

413,780

Amount reserved for successful claims in 

  Compensation Fund Reserve Account
55,060

63,060


631,944

638,000

Net assets
4,666,774

4,116,556






Capital and reserves




Issued share capital
1,040,665

1,040,665

Revaluation reserves
89,131

99,866

Non-distributable reserves and other capital
718,569

670,392

Retained earnings
2,818,409

2,305,633


4,666,774

4,116,556






Notes:

1. All the Group's revenue is derived from business activities in Hong Kong. 

2. Net interest income represents the gross interest income from bank deposits and non-trading securities and realised gains and losses on non-trading securities, offset against interest expense payable to participants on margin funds received and other collaterals.  The gross interest income for the interim period was $330,143,000 (1999: $324,327,000) and the interest expense was $101,363,000 (1999: $93,491,000).  

3. Hong Kong profits tax has been provided for at 16% (1999:16%) on the estimated assessable profits for the interim period. 

4. The calculation of basic earnings per share is based on profit after taxation and attributable to shareholders for the period of $554,398,000 (1999: $213,292,000) and on the assumption that the 1,040,664,846 shares were in issue throughout the six-month periods ended 30 June 2000 and 30 June 1999.

5. As at 30 June 2000, the Group's capital commitments amounted to $154,811,000 (1999: $241,982,000).  The Group has adequate financial resources to fund its commitments on capital expenditure from its existing cash resources and cash flows generated from its operations.

Interim Dividend

The Board of Directors of Hong Kong Exchanges and Clearing Limited ("HKEx") has resolved to declare an interim dividend of $0.08 per share for the year ending 31 December 2000, amounting to a total of $83 million.

The share register will be closed from Monday, 9 October 2000 to Wednesday, 11 October 2000, both dates inclusive, during which period, no transfer of shares will be registered.  Dividend warrants will be despatched to shareholders on or about Thursday, 12 October 2000.  In order to qualify for the interim dividend, all properly completed transfer forms accompanied by the relevant share certificates must be lodged with HKEx’s Registrars, HKSCC Registrars Limited at 2nd Floor, Vicwood Plaza, 199 Des Voeux Road Central, Hong Kong not later than 4:00 p.m. on Thursday, 5 October 2000.

FINANCIAL REVIEW


For the half year to 30 Jun



2000

1999
Change

Key Market Turnover Statistics





Average daily turnover value on the Stock Exchange


$14.8 billion

$6.3 billion
+ 134%

Average daily number of derivatives contracts traded on the Futures Exchange 
19,223

29,828
- 36%







Financial Highlights
(In $ million)


Turnover
1,227

820
+50 %

Operating expenses
(600)

(606)
-1 %

Profit before taxation
627

214
+193 %

Taxation
(73)

(1)
-

Profit attributable to shareholders
554

213
+160 %







Basic earnings per share
$0.53

$0.20
+160%

Interim dividend per share
$0.08

-
-








At

30 Jun 2000

At

31 Dec 1999
Change

Shareholders’ funds
$4.7 billion

$4.1 billion
+13%

Total assets*
$14.1 billion

$14.5 billion
- 3%

* The Group's total assets included the margin funds received from participants on derivatives contracts
The Group’s profit after taxation for the interim period increased by 160% to $554 million (1999: $213 million).  The increase was brought about by a 50% increase in total revenue to $1,227 million (1999: $820 million) while operating expenses decreased by 1% to $600 million (1999: $606 million).  The annualised return on shareholders’ funds for the period was 23.76%.

1. Turnover

Turnover value in the cash market on the Stock Exchange increased by 134% during January to June 2000 over the corresponding period in 1999 while the number of derivatives contracts traded on the Futures Exchange recorded a decrease of 36%. 

Revenue generated from the increase in market turnover on the Stock Exchange was partially offset by the decrease in turnover on the Futures Exchange, thus resulting in an overall 74% increase in transaction levy, trading tariff and trading fees to $326 million (1999: $188 million).  Transaction levy income of the Stock Exchange for the interim period has not been significantly affected by the reduction of the Stock Exchange’s entitlement to the transaction levy from 0.007% to 0.005% which took effect from 12 June 2000. 

Listing fee income increased by 30% to $126 million (1999: $97 million) as the number of new listings increased significantly amid flourishing capital formation activities. As at 30 June 2000, there were 717 and 29 companies listed on the main board and the newly established Growth Enterprise Market respectively (1999: 688 and Nil).

Clearing and settlement fee income increased by 117% to $176 million (1999: $81 million).  Depository, custody and nominee service fee income also rose by 117% to $119 million (1999: $55 million).  The increases were mainly attributable to the upsurge in market turnover on the stock market.

Income on providing information increased by 53% to $171 million (1999: $112 million) as the number of stock information subscribers increased in light of the robust stock market.

The Group’s net interest income fell by 1% to $229 million (1999: $231 million).  The impact brought by a decrease in interest income from margin funds had been partially offset by an increase in interest income from corporate fund.  The daily average of margin fund received by the Futures Exchange decreased by 16% to $5.31 billion (1999: $6.29 billion).  However, the Group’s corporate fund increased by 27% from $2.69 billion to $3.42 billion, compared with 30 June 1999.  

Other income recorded a growth of 39% to $80 million (1999: $58 million) primarily as a result of the increase in share registration service fees and unclaimed brokerage attributable to the increased number of initial public offerings.

2. Operating expenses

The Group’s operating expenses for the six-month interim period from January to June 2000 decreased by 1% to $600 million (1999: $606 million).

Staff costs and related expenses fell by 2% to $262 million (1999: $267 million), accounting for 44% (1999: 44%) of the Group’s total operating expenses for the interim period.  In line with the prevailing local economic conditions, the Group froze salaries in the 18 months to 30 June 2000 and reduced the headcount of permanent staff.

The Group’s information technology and computer maintenance expenses decreased by 6% to $97 million (1999: $102 million).  Certain items of expenses totalling approximately $10 million incurred in 1999 were non-recurring, namely, Y2K expenses and consultant fees and additional network rental on testing and migration of the Futures Exchange’s HKATS system.  On the other hand, the Group started its project on CCASS Architecture Review in year 2000 and a consultant fee of $8 million was incurred during the period.

Premises expenses for the interim period decreased by 15% to $48 million (1999: $56 million) due mainly to lower rentals.  The Group established its head office at International Finance Centre in early year 2000. 

The Group’s depreciation and amortisation charge increased by 35% to $100 million (1999: $74 million).  The increase was mainly attributable to the Group’s harmonisation of depreciation policy on computer trading system hardware which came into effect on 1 January 2000.

The Group’s taxation expense for the interim period increased to $73 million (1999: $1 million) as a result of the higher profit recorded.  Taxation expense in 1999 was reduced by a tax rebate of 10% on the Group’s 1997/98 profit.  The Group’s effective rate of taxation was lower than the statutory profits tax rate of 16% as bank interest income earned by the Group has been exempted from profits tax. 

PROSPECTS

The Group’s profit after taxation for the first six months of the current financial year recorded an increase of 160% compared to the same period in 1999.  The increase was mainly brought about by the robust stock market.  

As a substantial part of the Group’s income is from transaction levy, clearing and settlement fee and interest income on margin funds, the results for the next six months of the current financial year will be highly dependent on the level of activity on the Stock Exchange as measured by dollar value and on the Futures Exchange as measured in terms of the number of open contracts and the volatility of the derivatives market.  

During the first half of year 2000, the Group continued its efforts to develop a new trading system for the cash market, AMS/3, which will support multiple market models and provide an open interface for wider market access and more flexible trading strategies.  The new system is expected to be introduced before the end of this year.

The process of integrating the businesses of the Group’s subsidiaries will continue in the second half of the current financial year which will result in a headcount reduction of around 150.  The projected integration expenses for the year will be approximately $70 million and the projected annual savings will be about $85 million.

CHIEF EXECUTIVE'S STATEMENT

HKEx is unique among leading international exchanges in that it operates both the cash and derivatives markets, and provides a comprehensive range of pre- and post-trading services.

It made good progress during the first six months of its financial year as Hong Kong's economy continued to improve after some two years of recession.  The outlook for the rest of the year depends, of course, on the performance of the various markets operated by HKEx.  The economic forecasts for Hong Kong, and internationally, are generally positive.  These give cause for feeling reasonably optimistic about HKEx's results for the year as a whole.

Audit Committee

The Audit Committee has reviewed with management the accounting principles and practices adopted by the Group and discussed auditing, internal control and financial reporting matters (including review of the unaudited interim financial statements for the six months ended 30 June 2000).  The review of the unaudited interim financial statements was conducted in conjunction with HKEx's internal and external auditors.

The Audit Committee is comprised of five members, namely,

LEE Hon Chiu (Chairman)

FAN Chor Ho, Paul (Deputy Chairman)

FRESHWATER, Timothy George

LEONG Ka Chai

YUE Wai Keung

Risk Management Committee

The Risk Management Committee was established under Section 9 of the Exchanges and Clearing Houses (Merger) Ordinance on 3 March 2000 to formulate policies on risk management matters relating to the activities of HKEx and the exchanges and clearing houses of which HKEx is the controller.

The Risk Management Committee is comprised of eight members, namely,

LEE Yeh Kwong, Charles (Chairman)

CHAN Cho Chak, John

KWOK Chi Piu, Bill

LAM Kin

LIU Jinbao

SHENG Len Tao, Andrew

STRICKLAND, John Estmond

YAM Chi Kwong, Joseph

Purchase, Sale or Redemption of HKEx’S Listed Securities

HKEx had not redeemed any of its shares during the six months ended 30 June 2000.  Neither HKEx nor any of its subsidiaries had purchased or sold any of HKEx’s listed securities during the period.

Compliance with the Listing Rules

None of the Directors of HKEx is aware of any information which would reasonably indicate that HKEx is not, or was not, in compliance with the Code of Best Practice, as set out in Appendix 14 of the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing Rules”), at any time during the six months ended 30 June 2000.

Pursuant to the Listing Rules in relation to the disclosure of financial information by listed issuers, the interim results announcement and the interim report to be sent to shareholders have been prepared in accordance with Appendix 16 of the Listing Rules and Statement of Standard Accounting Practice No. 25.

By Order of the Board

Charles Lee

Chairman

Hong Kong, 6 September 2000

The financial information set out above is unaudited and does not constitute HKEx's statutory financial statements.
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