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\We at BEA strive to provide best in class financial services, always
demanding the highest standard of professionalism and integrity of
ourselves. With a commitment to quality of service, we focus on satisfying

customer needs. We aim to grow, together with our customers, our
shareholders and our colleagues.
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Incorporated in 1918, The Bank of East Asia ("BEA") is dedicated to
serving the people of Hong Kong, as well as its ever-growing customer base in
China and overseas. BEA is the largest independent local bank in Hong Kong,
with total assets of HK$210 billion (US$27.1 billion) as of 31st December, 2004.
BEA is listed on the Stock Exchange of Hong Kong and is one of the constituent
stocks of the Hang Seng Index.

With more than 5,700 employees around the world, BEA now operates a global
network of over 150 outlets covering Hong Kong and the rest of Greater China,
the United States, Canada, the United Kingdom, the British Virgin Islands, and
Southeast Asia.

BEA delivers retail and wholesale banking services through its Personal Banking,
Corporate Banking, Wealth Management, Investment Banking, and China
divisions. Products and services include deposit-taking, foreign currency savings,
retail investment and wealth management services, mortgage loans, consumer
loans, credit cards, Cyberbanking, bancassurance, Mandatory Provident Fund
services, trade finance, syndication loans, remittances, and foreign exchange
margin trading.

In addition to the Bank’s core products and services, the BEA Group’s major
subsidiaries further enhance BEA's total offering to both individuals and
companies. Blue Cross (Asia-Pacific) Insurance Limited provides comprehensive
insurance coverage and Tricor Group enables customers to build their businesses
through a complete range of integrated business, corporate, and investor services.

BEA is well positioned to achieve its vision to be the preferred bank linking Hong
Kong, Mainland China, Taiwan, and overseas Chinese communities.
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FINANCIAL HIGHLIGHTS
M5 EE

2004 2003
HK$ Million HK$ Million  Change #&p
BEEERT BEBRET %BEDE
Profitability ZF|&Eh
Total operating income
A PN L] 5,496 5,396 +1.8
Profit attributable to shareholders
& R A 8 2,424 1,922 +26.1
Balance Sheet Strength EE& &R
Advances to customers
EFPEX 117,259 102,909 +13.9
Total assets
AEMRR 210,370 198,476 +6.0
Customer deposits and debt instruments issued
BPERREBITEBES 167,916 160,948 +4.3
Total capital resources
= ZNGEE 26,164 24,387 +7.3
Earnings and Dividend Per Share SRZEFIERKE
Basic earnings
EREF HK$1.64 HK$1.32 +24.2
Cash earnings
RE BT HK$1.74 HK$1.42 +22.5
Dividends
xS HK$1.08 HK$0.85 +27.1
Key Ratios £ELt=E
Loan to deposit ratio
EXHEFRE 69.8% 63.9%
Cost to income ratio
BXASSET A LE 2R 49.5% 46.8%
Average liquidity ratio
FHREE S L 44.4% 44.8%
Capital adequacy ratio
BEARF R 16.2% 17.2%
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FIVE-YEAR FINANCIAL SUMMARY
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HK Million PROFIT ATTRIBUTABLE TO SHAREHOLDERS % 5 FE {535 F

BEEET
By 2,424
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2000 2001 2002 2003
FIVE-YEAR COMPARISON 5 £ Lb &
2000 2001 2002 2003 2004
HK$ Million HK$ Million HK$ Million HK$ Million HK$ Million
B EBT i EEL B EBT e BEEET
Total capital resources
. 20,088 22,538 23,107 24,387 26,164
BRGALE
(Gl el e 6 R 138,747 140,817 141,662 155,421 163,738
BERPIFM
Debt instruments issued
_ - 10,496 8,902 10,277 5,527
BRITERES
fElEEs e customers 103,994 108,175 108,409 102,909 117,259
BEFPEM
Total assets
N 179,168 181,765 185,414 198,476
BEAE
Loan to deposit ratio
70% 72% 71% 64%
ERHEREEE
Profit attributable to shareholders
- 1,887 1,600 1,270 1,922
PR R PEA s R
Earnings per share HK$1.34 HK$1.12 HK$0.88 HK$1.32 HK$1.64
EREF
Dividend per share
HK$0.65 HK$0.54 HK$0.56 HK$0.85 HK$1.08
BREE
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Since 1918, we at BEA have combined a commitment
to traditional values and a spirit of innovation in the
service of the people of Hong Kong and Greater China.
Over the years, we have expanded to serve Chinese
communities worldwide. But one thing has not
changed: Our determination to provide the highest

standard of banking services to all our customers.
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CHAIRMAN'S STATEMENT

| am pleased to inform shareholders that Mr. Tan Man-
kou was appointed an Independent Non-executive Director and
a member of the Audit Committee of The Bank of East Asia
(“BEA" or the “Bank”) on 1st December, 2004. Mr. Tan
concurrently serves as a consultant to Deloitte Touche Tohmatsu.
| am confident that the valuable contribution of Mr. Tan will
lead to the further success of BEA.

In 2004, BEA Group achieved a profit attributable to
shareholders of HK$2,424 million, representing an increase of
HK$502 million, or 26.1%, over that of HK$1,922 million for
2003. Basic earnings per share were HK$1.64. Return on average
assets and return on average equity were 1.2% and 11.9%,
respectively.

As at 31st December, 2004, total consolidated assets were
HK$210,370 million, an increase of HK$11,894 million over
the position at the end of 2003. Advances to customers were
HK$117,259 million, representing 55.7% of total consolidated
assets. Customer deposits were HK$ 163,738 million, while debt
instruments issued stood at HK$4,179 million. The loan-to-
deposit ratio was 69.8%, compared with 63.9% at the end of
2003. Total capital resources increased by 7.3% to HK$26,164
million.

At the Annual General Meeting to be held on Friday, 8th April,
2005, the Directors will propose a final dividend of HK$0.80
per share, which, together with the interim dividend of
HK$0.28 per share paid in September 2004, will constitute a
total dividend of HK$1.08 per share for the full year. This
represents an increase of 27.1% over the total dividend of
HK$0.85 per share for the year 2003. Shareholders whose
names are on the Register of Members at the close of business
on Wednesday, 16th March, 2005 will be entitled to the
proposed final dividend. The final dividend will be paid in cash,
with an option to receive new, fully paid shares in lieu of cash.
This scrip dividend scheme is conditional upon the passing of
the relevant resolution at the Annual General Meeting, and the
Listing Committee of The Stock Exchange of Hong Kong Limited
granting the listing of and permission to deal in the new shares.
The dividend warrants and the share certificates for the scrip
dividend will be sent to shareholders by ordinary mail on or
about Saturday, 9th April, 2005. Details of the scrip dividend
and the election form will be sent to shareholders on or about
Wednesday, 16th March, 2005.
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Chairman’s Statement (continued)

The year 2004 continued to be a challenging year for the Hong
Kong banking industry, as banks grappled with high liquidity in
the banking system and soft loan demand. Nevertheless, the
overall asset quality of retail banks improved in 2004, as the
property market gradually recovered and the bad debt overhang
cleared in tandem with improving economic conditions. As a
result, there is a general feeling of cautious optimism as we
enter 2005. Banks in Hong Kong will continue to seek new
revenue sources in view of the keen competition. In addition,
due to the forthcoming implementation of new Basel Capital
Accord requirements, banks will continue to devote more
resources to their overall risk management framework and
approaches.

BEA continued to grow and expand in 2004. The Bank's proven
growth strategy enabled it to enhance its franchise and
strengthen its competitive position in the market, despite the
weak loan demand. The Bank will continue to explore new
market opportunities and develop alternate income sources. A
range of innovative products has been developed to serve
customers needs. In particular, aggressive expansion of the
Bank’s wealth management business through the SupremeGold
brand will be maintained. In addition, the Bank will further
leverage its leading position in business, corporate and investor
services through Tricor Holdings Limited, and similar
opportunities in insurance business through Blue Cross (Asia-
Pacific) Insurance Limited. Furthermore, the Bank will continue
to seek potential acquisition and alliance opportunities.

The Bank will further enhance operating efficiencies. The Bank
has conducted a number of initiatives to date, including branch
rationalisation, shifting of certain back-office operations to
Mainland China and the much anticipated office centralisation
project. This project, which will consolidate Hong Kong back
office operations at “Millennium City 5” in Kwun Tong, has
been progressing smoothly. The office tower was ready for
occupation in the fourth quarter of 2004, and the Bank intends
to complete relocation of its support operations to the tower
within the first half of 2005.

The China market remains a key focus of the Bank’s strategy.
Following further expansion of its branch and office network
on the Mainland in 2004, the Bank is well equipped to capture
the opportunities arising from the liberalisation of the banking
sector and continued growth of Renminbi business.

With the Bank’s well-developed market presence and good
business prospects in China, the growing contribution to profits
from corporate services and insurance businesses, as well as
on-going efforts to improve operating efficiencies, BEA will
continue to build for the future and strengthen its franchise in
Hong Kong, the Mainland and international markets.

David LI Kwok-po

Chairman and Chief Executive

Hong Kong, 3rd February, 2005
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Passion for

Customer

Service
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We at BEA place great value on our customer
relationships. We understand the importance of
knowing our customers and their needs. Throughout
our history, we have stood by our customers, assisting

them to achieve their goals.
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EXECUTIVE DIRECTORS’ REPORT

FINANCIAL REVIEW

Financial Performance

The HOﬂg KOﬂg €ConNOoMY continued to improve
in 2004.

The property market became much more active during the year,
and property prices increased at a moderate and healthy pace.
The rise in property prices greatly reduced the number of home
owners in negative equity, and this contributed to a general
pick-up in consumer confidence. Coupled with the influx of
Mainland tourists, the demand for consumer goods in Hong
Kong increased. The long deflationary period came to an end
in mid-year, while the unemployment rate eased.

Despite the improving economy, competition within the banking
industry remained fierce. In this challenging operating
environment, the BEA Group achieved a profit attributable to
shareholders of HK$2,424 million for the year ended 31st
December, 2004, a growth of 26.1% as compared with 2003.
Total operating income increased by 1.8% to HK$5,496 million.
A decrease in the net charge for bad and doubtful debts resulted
in an increase in operating profit after provisions of 5.5% to
HK$2,503 million.

Net interest income increased by HK$32 million, or 0.9%, from
HK$3,596 million, largely due to careful management of assets
and liabilities. Non-interest income increased by HK$68 million,
or 3.8%, when compared with 2003, mainly due to the
diversification of fee based income sources and improvement
in the securities market. As a result, total operating income
increased by HK$100 million, or 1.8%, from HK$5,396 million
in 2003 to HK$5,496 million in 2004.

Total operating expenses increased by 7.7% over the
corresponding figure in 2003 to HK$2,720 million. The increase
was mainly due to increases in staff costs and advertising and
promotion expenses. Thus, the cost-to-income ratio increased
from 46.8% in 2003 to 49.5% in 2004.

Operating profit before provisions was HK$2,775 million for
the year ended 31st December, 2004, a decrease of HK$96
million, or 3.3%, over the HK$2,871 million attained in 2003.

The combined effect of the economic upturn and the
precautionary measures undertaken by the Group to minimise
potential losses on loans and advances contributed to an
improvement in asset quality. The charge for bad and doubtful
debts decreased by HK$226 million, or 45.3%, compared to
2003, to HK$273 million. Non-performing loans ratio dropped
t0 1.2%, from 2.5% at the end of the prior year.

As a result of the decrease in the net charge for bad and doubtful
debt, operating profit after provisions recorded an increase of
5.5% to HK$2,503 million.

The considerable rise in property prices in 2004 allowed BEA to
record a revaluation surplus for investment properties of HK$228
million and a write-back of impairment losses on bank premises
of HK$19 million.

Share of profits less losses from associates decreased by HK$49
million to HK$64 million.

Minority interests increased by HK$6 million to HK$25 million.
After taking into account taxation and minority interests, profit
attributable to shareholders was HK$2,424 million, an 26.1%
increase over the HK$1,922 million recorded in the previous
year.

Financial Position

Total consolidated assets of the BEA Group were HK$210,370
million at the end of 2004, representing a rise of 6.0% from
HK$198,476 million at the end of 2003. Advances to customers
increased by 13.9% to HK$117,259 million.

Total deposits increased by 4.3% to HK$167,916 million, while
customer deposits rose by HK$8,317 million, or 5.4%, to
HK$163,738 million. Demand deposits and current accounts
grew by a combined HK$2,306 million, or 24.0%, to
HK$11,919 million at year-end 2004, as compared with
HK$9,613 million at the previous year-end. Savings accounts
increased by HK$11,176 million to HK$48,730 million. Time
deposits at year-end 2004 stood at HK$103,089 million, a
decrease of HK$5,165 million, or 4.8%, when compared with
the balance at year-end 2003.
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Executive Directors’ Report (continued)

During the year, BEA issued floating rate certificates of deposit After taking into account all debt instruments issued, the loan-
with a face value of HK$1,500 million, and fixed rate certificates to-deposit ratio was 69.8%, being 5.9% higher than the
of deposits with a face value totalling HK$500 million and 63.9% reported at the end of 2003.

TW$2,585 million. The Bank redeemed certificates of deposit
amounting to HK$3,161 million and TW$1,265 million upon
maturity, repurchased a quantity of its own certificates of deposit
amounting to HK$256 million equivalent, and called back retail
callable certificates of deposit totalling HK$392 million.

As at 31st December, 2004, the shareholders’ fund stood at
HK$21,727 million, an increase of HK$1,625 million, or 8.1%,
when compared with HK$20,102 million at the end of 2003.

At the end of December 2004, the face value of the outstanding
debt portfolio was HK$4,288 million, with the carrying amount
equal to HK$4,179 million.

Maturity Profile of Debts Issued
As at 31st December, 2004

(All expressed in millions of dollars)

Total Year of Maturity
Currency Face Value 2005 2006 2007 2008
Floating Rate Certificates of Deposit
Issued in 2004 HKD 1,500 1,500
Fixed Rate Certificates of Deposit
Issued in 2004 TWD 1,320 1,320
Issued in 2004 HKD 500 500
Discounted Certificates of Deposit
Issued in 2002 HKD 341 341
Issued in 2002 usb 88 88
Issued in 2003 AUD 51 51
Issued in 2003 NzD 45 45
Step Up Certificates of Deposit
Issued in 2003 usb 49 49
Total Debts issued in HKD equivalent 4,288 2,323 903 681 381
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Executive Directors’ Report (continued)

Risk Management

BEA has established comprehensive risk management
procedures that enable it to identify, measure, monitor and
control the various types of risk it faces, and, where appropriate,
to allocate capital against those risks. All risk management
policies have been approved by the Board of Directors. Risk
management mechanisms have been established at different
levels throughout the Group. This is supplemented by active
management involvement, effective internal controls and
comprehensive audits in the best interests of BEA.

OPERATIONS REVIEW

Improvement to Operations
Office Centralisation

Fit-out of the Bank's new office space in “Millennium City 5" in
Kwun Tong was completed in early 2005. With the relocation
of most departments to the new premises by mid 2005, the
Bank will be able to introduce operational improvement
initiatives to tap the full benefits of the centralised operation
centre.

Core Banking System

In early 2004, the Project Definition and Planning phase of the
core banking system project was completed. Development work
commenced shortly thereafter, and the first phase, which
covered Customer Information File and System Architecture,
was completed in December 2004. This phase was rolled out in
January 2005. Meanwhile, the functional and technical design
work for the second and the third phases, which cover Deposits
and Loans Business, respectively, are under way. These are
expected to be finalised in the first quarter of 2005.

Information Technology

In the second half of 2004, the Bank launched the new Treasury
and Trade Finance systems, to improve efficiency in the treasury
and trade finance operations.

Personal Banking
Cyberbanking

During the year, BEA consolidated the Bank’s online banking
services and became the first bank in Hong Kong to provide a
totally telecom-independent mobile phone and Personal Digital
Assistant (“PDA") banking service.

In May 2004, the Bank won The Asian Banker's “Excellence in
Retail Financial Services Award 2003" in the “Product/Service
Excellence in Retail Financial Services” category for
Cyberbanking’s CyberWealth Internet wealth management
service. BEA has also received Hongkong Post’s “Distinguished
Partnership Award”, in recognition of the Bank’s dedication to
promoting e-Business and e-Cert to the community at large.

The Cyberbanking Renminbi Card was launched in August 2004.
Customers may use the card to withdraw Renminbi cash at
over 50,000 ATMs and make payments at more than 400,000
merchant outlets displaying “China UnionPay” logo within
China.

Corporate Cyberbanking recorded steady growth in customer
numbers in 2004. By the end of 2004, over 13,600 corporate
customers had registered with BEA's Corporate Cyberbanking,
representing a 46% increase as compared to the end of 2003.

With the relocation of most departments to the new
BEA Tower Millennium City 5 in Kwun Tong, the Bank
will be able to introduce enhanced operational
initiatives.
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The Cyberbanking Renminbi Card
provides customers with superior
spending and financial convenience.
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In August 2004, BEA became the
first bank in Hong Kong to
provide telecom independent
mobile phone and PDA banking
services to customers.
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Branch Distribution

BEA made further progress on the Branch Rationalisation
Programme during the year. A total of five new branches were
opened, 12 branches closed and merged with nearby branches
and three branches relocated to more prominent sites. At the
end of January 2005, the total number of branches in Hong
Kong stood at 92.

Meanwhile, the Bank opened an additional nine SupremeGold
Centres during 2004, and a further Centre in the first month of
2005, bringing the total number to 23 by the end of January
2005. The Bank plans to open five more SupremeGold Centres
in 2005.

Management continues to enhance the Bank’s image through
the Branch Renewal Programme. The bright and spacious design
standard introduces a comfortable environment that allows sales
staff to serve customers more effectively. The new image has
been well received by the public and more branches will be
renovated in the years to come.

The Bank endeavours to meet the banking needs of its diversified
clientele through a wide spectrum of financial and investment
services. In February 2004, BEA launched Personal Renminbi
Services for Hong Kong residents.

In June 2004, BEA became the first bank in Hong Kong, and
the sole agent of Global Refund Holdings in Hong Kong, to
provide a Value Added Tax (“VAT") cash refund service. This
offers travellers and Hong Kong residents a convenient means
to receive VAT refunds on items purchased overseas.

BEA held a grand opening ceremony at its new
United Centre SupremeGold Centre. The Bank
plans to increase the number of SupremeGold
Centres to 28 in 2005.
RERT/EMOF— R OBEERE ROET
B S FAEE R o AR 7T 5T 150 20054 7 1 =2 28 B
LRI B =28

WealthPlus, a sophisticated wealth management tool, was
implemented in branches in October 2004. WealthPlus supports
branch staff with a powerful interactive on-line system, helping
them to perform investment and financial analysis and to identify
bank products that match customers’ investment strategies.

A series of Kid Master open days were organised at selected
branches to promote Education Insurance. On-site promotions
at schools and companies were also held to market insurance
products. In addition, two Travel Insurance Summer Promotions
and a New Year Promotion were conducted to stimulate the
sales of general insurance. To further strengthen the relationship
between BEA and customers and to explore more business
opportunities, the Bank offered various insurance privileges to
SupremeGold, Employee Benefit Scheme for Corporate
Customers, and Exclusive Privilege Scheme customers.

Property Loans

Improved economic fundamentals provided a favourable
environment for a rebound in the property market in 2004.
Despite the revival, competition for mortgage business remains
intense.

In response to the stern competition, BEA developed a variety
of loan products to better meet the needs of customers. For
instance, in anticipation of a rise in interest rates, BEA pioneered
in teaming up with The Hong Kong Mortgage Corporation
Limited to launch the “90% Fixed Rate Mortgage Scheme” in
January 2004.
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To encourage children to develop good savings habits
at an early age, BEA has developed the Kid Master
children’s plan, which offers a host of banking and
educational benefits.
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In August 2004, BEA joined the Urban Renewal Authority in
the “Building Rehabilitation Trial Scheme™”.

BEA has also actively participated in a number of major primary
market projects, providing a comprehensive mortgage loan
service.

Consumer Loans

Capitalising on the revival of the economy in 2004, BEA launched
a series of loan programmes with innovative product features.
These included personalised interest rate based on a customer’s
credit standing; payment holidays; and attractive tax loan
packages. These received an encouraging market response, and
successfully attracted numerous new customers to the Bank.

Credit Cards

During the past year, particular emphasis was put on
strengthening the Bank’s credit card business. New co-branded
card programmes, namely St. James Settlement MasterCard and
Henderson Club Credit Card, were introduced in 2004.
Moreover, BEA was among the pioneers in the Renminbi Credit
Card business, targeting frequent Hong Kong travellers to China.
Launched with the cooperation of China UnionPay, the Bank is
optimistic about both the acquiring business and Renminbi card
issuance.

As a brand-building strategy, cardholder privileges were
expanded to encourage card usage. At the same time, cross-
selling opportunities were enhanced to enlarge the customer
base. BEA commenced merchant acquiring service with JCB
International Company Limited in December 2004 to further
extend business coverage.

BA+E SR
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Careful risk management proved effective in managing the credit
card charge-off ratio. Looking ahead, continual improvement
in loan quality is expected, laying the base for aggressive business
development.

Blue Cross Insurance

Blue Cross continued to develop general insurance and life
insurance businesses through its well-established distribution
network. Blue Cross offered a wide array of products, ranging
from life, medical, and hospitalisation to general insurance
coverage, via over 100 BEA branches and SupremeGold Centres.
Other distribution channels included insurance agents, brokers,
allied partners, and both the BEA and Blue Cross on-line
websites.

In 2004, Blue Cross’s gross premium income grew by 15%. Life
insurance business increased by 65%, while general insurance
and travel insurance premium income rose by 5%.

In September 2004, the Company launched a new series of
medical insurance plans, Super Series, offering specific
healthcare and preventive care services for individual medical
customers.

Another initiative, Super Care, was developed to make it easier
to access personal claims records and information on the medical
provider network. Super Care is accessible by both group and
individual members over the Internet.

The Henderson Club Credit
Card was launched in
partnership with Henderson
Land Development Company
Limited, enabling BEA to

The BEA Renminbi Credit Card offers

added financial convenience to consumers
who frequently travel to the Mainland.
RRBTARBEARAEEERAME
BEERERIBIEERA

broaden its customer base.
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Blue Cross has developed its new “Super Care” portal
to provide medical customers with 24-hour access to
information and services.
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Corporate Banking
Corporate Lending

BEA has always maintained a strong position in the local
syndication and corporate lending market, by actively arranging
and underwriting syndicated and/or club deals for quality
corporate customers.

During the year, BEA upheld its strong presence in the syndicated
loan market by co-arranging numerous deals, including a
HK$5,500 million facility to Sun Hung Kai Properties, a
HK$10,000 million facility to Henderson Land Development
Company Limited/Henderson Investment Limited as well as a
US$360 million facility to Huawei Technologies Company Limited.

In the future, BEA will continue to improve its bottom line by
providing high quality tailor-made products to customers in
Hong Kong and the Asia-Pacific region. In particular, the Bank
will seek to expand its exposure to well-managed medium-sized
companies by arranging corporate loans and/or syndicated
facilities to meet their specific funding needs.

As China continues to dismantle trade barriers in line with the
WTO Accession Agreement timetable, overseas investors are
expected to further step up their activity. This Bank intends to
place particular attention on niche markets and the launch of
new products, in order to enhance returns.

The strong recovery of the economy during the year helped to
improve the equity position of many SMEs. The Bank stepped
up the marketing of specialised financial packages to SMEs, in
line with the changing business environment. For example, the
“Corporate Tax Loan” package offered greater flexibility on the
loan amount, as well as other offers.

The Corporate Tax Loan Programme offers
corporate customers highly competitive and
flexible terms to suit their diverse cash flow
needs.

[CEBRBERGTE DECETFPZEES
ARENER

Asset Based Finance

The loan balance in the asset based lending portfolio recorded
overall growth of 21% in 2004. The growth came mainly from
the segments machinery loans and private car and commercial
vehicle loans. The machinery loan portfolio grew a strong 150%,
as a result of increased marketing efforts and the acquisition of
the loan portfolio of Trilease International Limited, an associated
company of BEA. The private car and commercial vehicle loan
portfolio saw an encouraging 22 % rise.

The taxi and public light bus lending market remains highly
competitive, amid sharp increases in refinancing activity and
renewed appreciation in the value of taxi and public light bus
licences. BEA continued to maintain a strong presence in the
market, while adopting a more prudent lending and pricing
approach.

Securities Lending

Benefiting from an aggressive posture in the active Initial Public
Offering (“IPO") market in 2004, BEA raised its market share in
Receiving Bank services, successfully completing eight Receiving
Bank projects. The Bank has also participated actively in stagging
loan business for subscription of new shares at IPO, successfully
expanding its portfolio. Establishing a stronger foothold in this
business is a priority of this bank.

Bank of East Asia (Trustees) Limited

Mandatory Provident Fund

Bank of East Asia (Trustees) Limited is one of two approved
trustees under the Mandatory Provident Fund (“MPF") Schemes
Ordinance licensed to offer both the Master Trust Scheme and

& BEART®S
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BEA increased its market share in Receiving Bank
services, successfully completing eight Receiving
Bank projects in 2004.
RERTERERITRG S ERA T HHHE R
20045 T (ESERTAR LT I8 B MR RTT-

REMITHEMRAT 2004 F ;|

25



26 The Bank of East Asia, Limited Annual Report 2004

Executive Directors’ Report (continued)

Industry Scheme in Hong Kong. BEA expanded its MPF
membership and assets in 2004 by 13% and 35% respectively,
despite a relatively mature market. With the employment of a
dedicated team of professional investment managers, all
constituent funds of BEA MPF schemes recorded above-market
investment returns in 2004.

Trust Service

In addition to MPF services, Bank of East Asia (Trustees) Limited
also offers a wide range of trustee services, including acting as
executor or trustee of wills, trustee of family trusts, investment
funds, unit trusts, charities and public funds. In 2004, two sub-
funds of BEA Capital Growth Fund, which is under the
trusteeship of the Company, namely BEA Global Bond Fund
and BEA Hong Kong Growth Fund, were successfully launched
in March and December, respectively.

Business Development

As part of an ongoing effort to foster stronger customer
relationships, BEA organised its annual forum in June under
the theme: “BEA Forum 2004: Helping You Stay Ahead"”. Five
distinguished business leaders were invited to share their
personal insights and real-life experience with forum
participants.

In October 2004, the Bank organised a seminar on the topic:
“A Comprehensive Approach to E-Commerce Business”.
Representatives from Hong Kong Internet Registration
Corporation Ltd., Hong Kong Productivity Council, VISA
International, and a market leader in e-commerce spoke on the
key concerns when building up an online business.

© BEARDRIT

Wealth Management

Established with the mission of providing customers with
superior financial planning services in an ever-changing
investment environment, the new Wealth Management Division
commenced operation in July 2004. The Division made an
immediate impact by streamlining and diversifying the Bank’s
offerings in structured deposit based investment products and
in unit trusts. These measures contributed to an above 70%
increase in investment product related commission income in
2004, compared to the previous year.

The Wealth Management Division caters in particular for clients
who are searching for secure investments that offer better
rewards than bank deposits within the current low-interest rate
environment. As such, BEA was among the front runners in
developing principal guaranteed structured deposits. These
feature strong upside potential with low risk, as they are linked
to a variety of asset classes and security instruments. The Division
also pioneered several multi-manager retail unit trusts, and an
absolute return focused hedge fund of funds.

Structured Products

Continuing from the success of Currency and Equity Linked
Deposit products, the Bank further promoted three distinct
series of non-principal protected Basket Equity Linked Deposits
to cater for different investors’ needs, namely the Fixed Coupon
Series, the Target Coupon Potential Bonus Series and the
Potential Booster Coupon Series. These were all well-received
and broadened the product offerings of the Bank. Furthermore,
a total of seven principal protected linked deposits were
launched in 2004 and generated an aggregate subscription

~ BEA Forum R I8 2004

Distinguished business leaders shared their
insight and experience with forum participants at
“BEA Forum 2004 — Helping You Stay Ahead”.
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BEA successfully launched a series of Currency and
Equity Linked Deposit products. The series has
broadened the product offering of the Bank and was
well received.
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amount that was 4.8 times that in 2003. Overall, the income
derived from dealing in linked deposits grew by 1.5 times in
2004.

Asset Management

Joining hands with one of the world’s premier asset consultant
companies, the Russell Investment Group, BEA was proud to
introduce the BEA Signature Portfolio Funds in November 2004.
These feature a multi-manager institutional investment
approach, spreading risk and offering a sound investment
strategy for those seeking to accumulate wealth over the long
term. Market response to the Funds has been encouraging,
with over HK$800 million raised during the initial launch period.
This not only demonstrated the capability of BEA in conveying
sophisticated investment ideas to retail customers, but also
reflected the innovative spirit of the Bank. Responding to the
needs of the market, the Bank intends to continue to offer a
greater range of funds for different risk appetites, as well as to
capitalise on asset management business opportunities within
China.

Asset under management of MPF and unit trust businesses grew
by 35% and 89% respectively during 2004. These increases
led to a more than 35% rise in profits at the Bank’s investment
management subsidiary, East Asia Asset Management
Company, Limited.

Bancassurance

To strengthen the life insurance business, BEA life insurance
products were re-branded in the first quarter of 2004. The new
brand, “BEA Life Insurance Series”, has successfully captured
the attention of both customers and the general public alike.

$ BEAmDIET

BEAruNDs’
-

BEA Signature Portfolio Funds

The Bank also extended the spectrum of insurance products
offered, to good response. Happy Target Savings Insurance and
Valuable Saving Insurance provide wealth accumulation options.
Elder Plus Insurance offers extra care for senior customers.

Together with the launch of new products, various on-site and
off-site marketing programmes were carried out. These not only
helped customers build their assets, but also contributed to a
significant rise in Bancassurance business in 2004. In particular,
life insurance business grew by 65%.

Investment Banking and Services

East Asia Securities Company Limited
— Securities Cybertrading

For the year 2004, East Asia Securities benefited from improving
local market sentiment and growing investor confidence.

The Company continues to raise its standard of service, in order
to meet and exceed the growing sophistication of its customers
and the marketplace. The Company registered a 26% rise in
the number of Cybertrading accounts during the year. As of
31st December, 2004, more than 43% of the Company’s
securities clients had subscribed to the Internet Trading Service.

East Asia Securities has instituted various incentive schemes to
encourage clients to execute trades via its user-friendly electronic
trading platform. The schemes have generated strong positive
response from clients. Currently, the volume of transactions
executed via the Cybertrading System, expressed as a percentage
of total turnover, accounts for some 49% of trades and 36%
of transaction value.

Newly launched products in 2004 included BEA
Signature Portfolio Funds, which was designed to
deliver superior, longer-term returns through
expert multi-manager fund management.
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BEA successfully launched its new brand, “BEA Life
Insurance Series”, thereby expanding its range of
insurance products.
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With a view to further enhancing the Cybertrading Service, East
Asia Securities introduced the “Snapshot” real-time Internet
stock price quote service in August 2004. The snapshot price
guote system offers a similar level of service as the existing
“streaming” real-time stock price quote service, but at a much
lower cost. East Asia Securities plans to expand its online
electronic trading channels to include PDA and to further
enhance its Interactive Voice Recognition Trading System in the
first half of 2005.

Corporate Services

The BEA Group, through Group member Tricor Holdings Limited
(“Tricor™), is a leading provider of business, corporate and
investor services in Hong Kong and South East Asia. These
services include accounting, company formation, corporate
compliance and company secretarial, executive search and
selection, initial public offerings and share registration, payroll
outsourcing and fund and trust administration.

Tricor's performance for the year has shown significant progress,
mainly as a result of continual business expansion, successful
cost control measures and the synergies obtained from
successful integration of the units that had been acquired from
third parties over the past few years.

The Company’s new businesses — Tricor Executive Resources
Limited (the former Executive Search and Selection practice of
PricewaterhouseCoopers, Hong Kong) and East Asia Corporate
Services (BVI) Limited in the British Virgin Islands, both of which
Tricor acquired in late 2003 — have also performed well during
the year.

In September 2004, Tricor opened its second China office in
Shanghai in response to the growing demand for corporate
services on the Mainland. Furthermore, in October 2004, Tricor
acquired the company secretarial, client accounting, payroll
outsourcing and share registration businesses of
PricewaterhouseCoopers in Singapore, in line with Tricor’s
ambition to become the leading regional player. The acquisition
will help Tricor to propel its businesses into South East Asia.

As market leader in business, corporate and investor services,
Tricor will continue to look for business opportunities in Hong
Kong, China and other countries within the region.

China Operations

BEA Chengdu Branch and Shenzhen Luohu Sub-branch
commenced business in the second half of 2004. At present,
BEA has a total of 18 outlets in China, providing a wide range
of quality banking services to its growing customer base. Further
expansion is planned for 2005, with the opening of Hangzhou
Branch and Suzhou Representative Office.

BEA Xi'an Branch and Xiamen Branch were granted a Renminbi
business licence in December 2004 and January 2005
respectively, joining BEA branches in Shanghai, Shenzhen,
Dalian, Guangzhou and Zhuhai to provide Renminbi banking
services. In addition, BEA has submitted an application for
Renminbi business licence for its Beijing branch. It is expected
that related approval will soon be granted.

Through its subsidiary, Tricor Group, the BEA Group is
well on its way to becoming the leading regional
player in the corporate service business.
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Additional branches in China received licences to
conduct Renminbi business with local companies,
further strengthening the Bank’s Renminbi banking
services on the Mainland.
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In December 2004, BEA obtained approval from the China
Banking Regulatory Commission to market derivative products
in China. To maintain its leading position in China, BEA will
introduce a series of innovative personal banking and investment
products to the market in 2005.

BEA's branches in China, Macau and Taiwan achieved combined
growth of 50% in the loan portfolio and 43% in net profit in
2004.

Overseas Operations

In 2004, BEA continued to expand and enhance the quality of
its overseas banking services. A new Information Technology
Platform was launched for U.S. operations in June to improve
operational efficiency. In July, the West Coast Regional Office
was relocated to a new building in Alhambra, California.

To strengthen BEA's presence in the U.S., The Bank of East Asia
(USA) NA is now preparing to open new branches in Brooklyn,
New York and Torrance, California.

In April, The Bank of East Asia (Canada) launched Cyberbanking
Service for customers in Canada. The Bank is also preparing to
open a new branch in Vancouver, British Columbia.

In 2004, BEA overseas business units saw net profits increase
by 21%, while the loan portfolio grew by 20%. The overseas
business units will continue to work toward improving
profitability and providing quality niche banking services to Asian
customers in their locations.

David LI Kwok-po
Chairman and Chief Executive

Hong Kong, 3rd February, 2005

Joseph PANG Yuk-wing
Executive Director

Human Resources

The Bank of East Asia Group employees at the end of December
2004:

Hong Kong 4,301
Other Greater China 1,074
Overseas 396
Total 5,771

The Bank treasures its human capital, and a series of initiatives
were implemented during the year to promote professional
competence, commitment and effectiveness within the
workforce.

As part of this strategy, the Bank revitalised its training
programmes in 2004, and identified core subjects for all staff.
The Bank also expanded its employee care and recreation
programmes, to enhance staff morale and team building.

After a multi-year salary freeze necessitated by the deflationary
environment in Hong Kong, a salary increment was awarded to
top performers in April 2004, followed by a market catch up
exercise for selected positions in August. A new Senior Executive
Bonus Plan was also implemented in 2004.

CHAN Kay-cheung
Executive Director
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Dr. The Hon. David LI Kwok-po

GBS, Officier de la Légion d’Honneur, OBE, MA, Hon.
LLD (Cantab), Hon. DSocSc, FCA, FCPA, FCPA (Aust.), FCIB,
FHKIB, FBCS, CITP, FCIArb, JP, Chairman and Chief Executive
and Member of the Nomination Committee

Dr. Li, aged 65, is the Chairman of The Chinese Banks'
Association, Limited and the Hong Kong Management
Association. He is a Member of the Banking Advisory
Committee, the Exchange Fund Advisory Committee and
the Land Fund Advisory Committee, a Director of Mandatory
Provident Fund Schemes Authority and a Board Member of
Trustees of the Better Hong Kong Foundation. Dr. Li is a
Member of the Legislative Council of Hong Kong. He is the
Pro-Chancellor of the University of Hong Kong. He is the
Chairman of the Advisory Board of The Salvation Army, Hong
Kong and Macau Command and also serves on Hong Kong
Red Cross Advisory Board. Dr. Li is the Chairman of The
International Chamber of Commerce — Hong Kong, China
and the Vice President of the Council of the Hong Kong
Institute of Bankers.

Dr. Li joined the Bank in 1969. He was appointed a Director
in 1977, Chief Executive in 1981, Deputy Chairman in 1995
and Chairman in 1997.

Dr. Li is a Director of AviChina Industry & Technology
Company Limited, China Merchants China Direct
Investments Limited, China Overseas Land & Investment
Limited, COSCO Pacific Limited, Dow Jones & Company,
Inc., Guangdong Investment Limited, Henderson Cyber
Limited, The Hong Kong and China Gas Company Limited,
The Hongkong and Shanghai Hotels, Limited, Hong Kong
Interbank Clearing Limited, The Hong Kong Mortgage
Corporation Limited, PCCW Limited, San Miguel Brewery
Hong Kong Limited, SCMP Group Limited, Sime Darby
Berhad and Vitasoy International Holdings Limited.

Dr. Liis the First Honorary Chairman of Hong Kong Chamber
of Commerce in China, a Board of Trustee of Asia Society
International Council and Asian Business Council. He serves
on the advisory board of Capital magazine and the
international advisory boards of Carlos P. Romulo Foundation
for Peace and Development, Daimler-Chrysler AG, Federal
Reserve Bank of New York’s International Advisory
Committee, Komatsu, Lafarge, Scripps International Network
and Sirocco Aerospace International SAE. Dr. Li is the Non-
executive Chairman for Edelman Asia-Pacific, a Senior
Adviser of Metrobank, a Senior Member of The Conference
Board, Inc. and a Member of the Advisory Council to the
Australian International School Board. He is an Emeritus
Trustee of the Cambridge Foundation and a Trustee of the
Cambridge Overseas Trust.
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Dr. LI Fook-wo

CBE, BS, MCS, Hon. LLD, Hon. DSSc, FCIB, FHKIB, JP,
Non-executive Director and Member of the Nomination
Committee

Dr. Li, aged 88, is a former member of the Executive and
Legislative Councils. He joined the Bank in 1940. He was
appointed a Director in 1958 and was the Chief Manager
from 1972 to 1976. He was appointed Chairman from
1984 to 1997. Dr. Li is the father of Mr. Aubrey LI Kwok-
sing.

Mr. WONG Chung-hin

CBE, JP, Independent Non-executive Director and Member
of the Audit Committee

Mr. Wong, aged 71, is a solicitor. He was appointed a
Director in 1977. Mr. Wong is the Consultant of PC. Woo
& Co. He is also a Director of Hongkong Electric Holdings
Limited and Hutchison Whampoa Limited.

Dr. LEE Shau-kee

Hon. DBA, Hon. DSSc, Hon. LLD, Independent
Non-executive Director and Member of the Nomination
Committee

Dr. Lee, aged 76, was appointed a Director in 1987. He is
the Chairman and Managing Director of Henderson Land
Development Company Limited and Henderson Investment
Limited. Dr. Lee is also the Chairman of Henderson Cyber
Limited, The Hong Kong and China Gas Company Limited
and Miramar Hotel and Investment Company, Limited. He
is the Vice Chairman of Sun Hung Kai Properties Limited
and a Director of Henderson China Holdings Limited and
Hong Kong Ferry (Holdings) Company Limited.

Dr. The Hon. Simon LI Fook-sean

GBM, Hon. LLD, FUC (Lond.), Hon. Fellow (CUHK),
LLB (Lond.), Non-executive Director, Chairman of the
Nomination Committee and Member of the Remuneration
Committee

Dr. Li, aged 82, was appointed a Director in 1987. He is a
former Vice President of the Court of Appeal.

Dr. Allan WONG Chi-yun

SBS, MBE, BSc, MSEE, Hon. DTech, JR Independent
Non-executive Director, Chairman of the Remuneration
Committee, Member of the Audit Committee and the
Nomination Committee

Dr. Wong, aged 54, was appointed a Director in 1995. He
is the Chairman and Group Chief Executive Officer of VTech
Holdings Limited. Dr. Wong holds a Bachelor of Science
degree in electrical engineering from the University of Hong
Kong, a Master of Science degree in electrical and computer
engineering from the University of Wisconsin and an
honorary degree of Doctor of Technology from the Hong
Kong Polytechnic University. Dr. Wong is the Chairman of
the Hong Kong Applied Science and Technology Research
Institute and a member of the Council of Advisors on
Innovation and Technology. He is also an independent non-
executive director of China-Hongkong Photo Products
Holdings Ltd. and Li & Fung Ltd.

Mr. Aubrey LI Kwok-sing

BSc, MBA, Non-executive Director, Member of the
Nomination Committee and the Remuneration Committee

Mr. Li, aged 54, was appointed a Director in 1995. He is a
Director of Management Capital Limited. Mr. Li possesses
extensive experience in the fields of investment banking,
merchant banking and capital markets. He is also a Director
of ABC Communications (Holdings) Limited, Cafe de Coral
Holdings Limited, China Everbright International Limited,
CNPC (Hong Kong) Limited, Kowloon Development Co.
Ltd., Pokfulam Development Company Limited and Value
Partners China Greenchip Fund Limited. He is the Chairman
of Atlantis Asian Recovery Fund plc. Mr. Li is the son of
Dr. LI Fook-wo.
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Mr. Joseph PANG Yuk-wing

BSSc, MBA, Hon. DSocSc, Hon. Fellow (CUHK), ACIB, FHKIB,
JP, Executive Director and Deputy Chief Executive

Mr. Pang, aged 55, joined the Bank in 1973. He was
appointed Alternate Chief Executive in 1991 and was
promoted to General Manager in 1992. He was further
promoted to Deputy Chief Executive and was appointed a
Director in 1995. He assists the Chief Executive in the overall
management and control of the Group.

Mr. Pang is the Chairman of the Banking and Finance
Industry Training Board of the Vocational Training Council
and Vice President of the Hong Kong Institute of Bankers.
He is also the Chairman of the Correctional Services
Children’s Education Trust Investment Advisory Board. He
is a Member of the Board of Hong Kong Applied Science
and Technology Research Institute Co., Ltd., the Leveraged
Foreign Exchange Arbitration Panel, the Investor Education
Advisory Committee and the Process Review Panel for the
Securities and Futures Commission. He is a Lay Observer
of Independent Police Complaints Council Observers
Scheme and a Trustee of the Retirement Schemes of The
University of Hong Kong.

Dr. William MONG Man-wai
Hon. DBA, Hon. LLD, Hon. DSSc, Non-executive Director

Dr. Mong, aged 77, was appointed a Director in 1995. He
is the Chairman and Senior Managing Director of Shun
Hing Group. Dr. Mong is a Member of the One Country
Two Systems Research Institute Advisory Committee. He is
the Honorary Chairman of Hong Kong Electrical Appliances
Manufacturers Association. Dr. Mong is the Honorary
Chairman of the Board of Trustees of Nanjing University, a
Consultant of the Tsinghua University Education
Foundation, a Director of the Centre for Advanced Study
Foundation of Tsinghua University, the Honorary Member
of the Education Fund of Peking University, the Board of

Trustees of Shanghai Jiao Tong University and a Member
of the Board of Directors of Jinan University in Guangdong.
He is also a Member of the Court of Hong Kong University
of Science and Technology and Hong Kong Polytechnic
University.

Mr. CHAN Kay-cheung
FHKIB, Executive Director and Deputy Chief Executive

Mr. Chan, aged 58, joined the Bank in 1965. He was the
Company Secretary from 1987 to 1995 and was promoted
to General Manager in 1992. Mr. Chan was appointed a
Director in 1996 and was promoted to Deputy Chief
Executive in 1997. He assists the Chief Executive in the
overall management and control of the Group. Mr. Chan
possesses extensive knowledge and experience in the
banking industry. He is a Director of China Electronics
Corporation Holdings Company Limited, Chu Kong
Shipping Development Company Limited and Four Seas
Food Investment Holdings Limited. He is also a Member of
the MPF Industry Schemes Committee.

Mr. Winston LO Yau-lai

SBS, BSc, MSc, Independent Non-executive Director,
Chairman of the Audit Committee and Member of the
Remuneration Committee

Mr. Lo, aged 63, was appointed a Director in 2000. He is
the Executive Chairman of Vitasoy International Holdings
Limited. Mr. Lo is a Member of the National Committee of
the Chinese People’s Political Consultative Conference and
a Member to the Court of the Hong Kong University of
Science and Technology. He is also the Vice President of
the Council of Outward Bound Trust of Hong Kong and a
Council Member of the Cornell University. Mr. Lo is a
Director of The East Asiatic Company Ltd. A/S and Ping
Ping Investment Company Ltd.
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Tan Sri Dr. KHOO Kay-peng
PSM, DPM, KMIN, JP. Hon. DLitt, Hon. LLD, Non-executive Director

Tan Sri Dr. Khoo, aged 66, was appointed a Director in 2001.
He is the Chairman and Chief Executive of The MUI Group,
which is a business corporation with diversified operations
in the Asia Pacific, the United States of America (“USA")
and the United Kingdom (“UK"). He is also the Chairman
of Laura Ashley Holdings plc, UK, Corus Hotels plc, UK,
Morning Star Resources Limited and a director of SCMP
Group Limited, Hong Kong. He is a trustee of the Regent
University, Virginia, USA and a board member of Northwest
University, Seattle, USA. Tan Sri Dr. Khoo also serves as a
Council Member of the Malaysian-British Business Council
and the Malaysia-China Business Council. Previously, Tan
Sri Dr. Khoo had served as the Chairman of the Malaysian
Tourist Development Corporation (a Government Agency),
the Vice Chairman of Malayan Banking Berhad (Maybank)
and a trustee of the National Welfare Foundation.

Mr. Thomas KWOK Ping-kwong

MSc (Bus Adm), BSc (Eng), FCPA, JR Independent
Non-executive Director, Member of the Audit Committee
and the Remuneration Committee

Mr. Kwok, aged 53, was appointed a Director in 2001. Mr.
Kwok is the Vice Chairman and Managing Director of Sun
Hung Kai Properties Limited, Chairman of Route 3 (CPS)
Company Limited, Joint Chairman of IFC Development
Limited and an Executive Director of SUNeVision Holdings
Limited. He is Chairman of the Board of Directors of the
Faculty of Business and Economics of the University of Hong
Kong and Executive Vice President of The Real Estate
Developers Association of Hong Kong. He also serves as a
government appointed Member of the Exchange Fund
Advisory Committee, the Economic and Employment
Councdil, the Provisional Construction Industry Co-ordination
Board and the Council for Sustainable Development. He is
an Honorary Citizen of Guangzhou and a Standing
Committee Member of the Ninth Chinese People’s Political
Consultative Conference Shanghai Committee. Mr. Kwok
holds a Master’s degree in Business Administration from The
London Business School, University of London and a
Bachelor’s degree in Civil Engineering from Imperial College,
University of London.

Mr. Richard LI Tzar-kai

Non-executive Director

Mr. Li, aged 38, was appointed a Director in 2001. Mr. Li is
the Chairman of PCCW Limited, one of Asia’s leading
information technology and telecommunications companies.
He is also the Chairman and Chief Executive of the Pacific
Century Group, the Chairman of Pacific Century Premium
Developments Limited and Singapore-based Pacific Century
Regional Developments Limited. He is a governor of the
World Economic Forum for Information Technologies and
Telecommunications and a member of the Center for
Strategic and International Studies’ International Councillors’
Group in Washington, D.C. Mr. Li is also a member of the
Global Information Infrastructure Commission and an advisor
to the United Nations Information and Communication
Technologies Task Force.

Mr. TAN Man-kou

FCPA, FCA, Independent Non-executive Director and
Member of the Audit Committee

Mr. Tan, aged 68, was appointed a Director in 2004. Mr.
Tan currently serves as a consultant to Deloitte Touche
Tohmatsu. He is a fellow of both the Hong Kong Institute of
Certified Public Accountants and the Institute of Chartered
Accountants in England and Wales. Mr. Tan, who has over
30 years of public accounting experience, was until 2002 a
partner with Deloitte Touche Tohmatsu. As partner, he was
responsible for leading Deloitte’s professional services in the
areas of audit, tax, corporate finance, insolvency and listings.
He had client responsibilities in China, Hong Kong, Europe
and the United States.

Mr. Tan is a member of the Chinese People’s Political
Consultative Conference. He was also a member of the
Selection Committee of the Hong Kong Special
Administrative Region. Mr. Tan is active in public service,
and has been a member, an honorary treasurer, and a
chairman of the Hong Kong Housing Society over the course
of more than 20 years. He also served as a member of the
Airport Consultative Committee.

Mr. Tan is an Independent Non-executive Director of Harbour
Centre Development Limited.
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List of Branches (continued)
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List of Branches (continued)

CHINA BRANCH NETWORK H B 21T #84&
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REPORT OF THE DIRECTORS

The Directors have pleasure in presenting their annual report
together with the audited accounts for the year ended 31st
December, 2004.

PRINCIPAL ACTIVITIES

The Bank and its subsidiaries (the “Group”) are engaged in the
provision of banking and related financial services, and business,
corporate and investor services.

PROFIT

The consolidated profit of the Group for the year ended 31st
December, 2004, together with particulars of the appropriations
that have been made therefrom or that are recommended, and
the state of the Bank’s and the Group’s affairs as at that date
are set out in the accounts on pages 70 to 138.

MAJOR CUSTOMERS

The Directors believe that the five largest customers of the Group
accounted for less than 30% of the total of interest income
and other operating income of the Group for the year.

DONATIONS

Donations made by the Group during the year for charitable
and community purposes amounted to approximately
HK$2,043,000 (2003: HK$3,881,000).

FIXED ASSETS

Details of the movements in fixed assets are set out in Note 26
on the accounts.

SHARE CAPITAL

During the year, a sum of HK$33,203,000 standing to the credit
of the share premium account was capitalised and applied in
paying up in full at par 13,281,026 shares of HK$2.50 each
that were allotted and issued to shareholders who had elected
to receive new shares in lieu of the 2003 final dividend and the
2004 interim dividend.

During the year, 11,264,000 shares of HK$2.50 each were
issued for cash of HK$172,389,000 on the exercise of options
granted under the approved Staff Share Option Schemes.

DEALINGS IN LISTED SECURITIES OF THE BANK

There was no purchase, sale or redemption by the Bank, or any
of its subsidiaries, of listed securities of the Bank during the
year ended 31st December, 2004.

DIRECTORS

The present Directors of the Bank are shown on page 42.

TAN Man-kou was appointed an Independent Non-executive
Director of the Bank on 1st December, 2004. He, being eligible,
offers himself for re-election at the Annual General Meeting to
be held on Friday, 8th April, 2005 (“2005 AGM").

In accordance with the Articles of Association of the Bank, all
Directors, including Non-executive Directors, are subject to
retirement by rotation and re-election at the annual general
meeting. Accordingly, LI Fook-wo, Joseph PANG Yuk-wing,
Thomas KWOK Ping-kwong and Richard LI Tzar-kai will retire
and, being eligible, offer themselves for re-election at the 2005
AGM.

No Director proposed for re-election at the 2005 AGM has an
unexpired service contract that is not determinable by the Bank
or any of its subsidiaries within one year without payment of
compensation, other than normal statutory obligations.

No contracts of significance to which the Bank or any of its
subsidiaries was a party and in which a Director of the Bank
had a material interest subsisted at the end of the year or at
any time during the year.

None of the Directors of the Bank is interested in any business
apart from the Bank’s business that competes or is likely to
compete, either directly or indirectly, with the Bank’s business.

At no time during the year was the Bank or any of its subsidiaries
a party to any arrangement to enable the Directors or Chief
Executive of the Bank or their spouses or children under 18
years of age to acquire benefits by means of the acquisition of
shares in or debentures of the Bank or any other body corporate
with the exception of the Staff Share Option Schemes, details
of which are set out in the following section under the heading
“Information on Share Options”, and Notes 2(p)(iv) and 37 on
the accounts.
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Report of the Directors (continued)

The Bank has received independence confirmation from the
Independent Non-executive Directors, namely: WONG Chung-
hin, LEE Shau-kee, Allan WONG Chi-yun, Winston LO Yau-lai,
Thomas KWOK Ping-kwong and TAN Man-kou, and considers
them to be independent.

The Chairman received HK$200,000 and each of the other
Directors, including the Independent Non-executive Directors,
received HK$100,000, as directors’ fees for the year ended 31st
December, 2004.

The fee to the Director who was appointed during the year was
paid in accordance with his length of service.

AUDIT COMMITTEE

The composition of the Audit Committee is shown on page 42.
TAN Man-kou was appointed as a member of the Audit
Committee on 1st December, 2004. All the members are
Independent Non-executive Directors.

The Audit Committee is responsible for reviewing the financial
controls, internal control and risk management systems, annual
report and accounts, and half-year report. All issues raised have
been addressed by management. The work and findings of the
Committee have been reported to the Board. During the year,
no issues brought to the attention of management and the
Board were of sufficient importance to require disclosure in the
Annual Report.

The Audit Committee met three times during 2004. Winston
LO Yau-lai and Allan WONG Chi-yun attended all three meetings;
WONG Chung-hin and Thomas KWOK Ping-kwong attended
two meetings each; TAN Man-kou attended one meeting (the
only meeting held following his appointment to the Audit
Committee).

The Chairman received HK$20,000 and each of the other
members of the Audit Committee received HK$10,000 as
remuneration for the year ended 31st December, 2004.

NOMINATION COMMITTEE

The Nomination Committee is chaired by Simon LI Fook-sean.
The other members are David LI Kwok-po, LI Fook-wo, LEE Shau-
kee, Allan WONG Chi-yun and Aubrey LI Kwok-sing.

The Nomination Committee is responsible for recommending
to the Board all new appointments of Directors, senior
management and key personnel of the Bank, and for review of
management succession planning for senior management and
key personnel of the Bank.

No remuneration was paid to the Chairman or members of the
Nomination Committee for the year ended 31st December,
2004.

REMUNERATION COMMITTEE

The Remuneration Committee is chaired by Allan WONG Chi-
yun. The other members are Simon LI Fook-sean, Aubrey LI
Kwok-sing, Winston LO Yau-lai and Thomas KWOK Ping-kwong.

The Remuneration Committee is responsible for making
recommendations to the Board regarding the Bank'’s
remuneration policy, and for the formulation and review of the
specific remuneration packages of all Executive Directors and
senior management of the Bank.

The Chairman received HK$20,000 and each of the other
members of the Remuneration Committee received HK$10,000
as remuneration for the year ended 31st December, 2004.

OTHER COMMITTEES

There are ten other specialised committees formed under the
Board, namely: Sealing Committee, Executive Committee, Risk
Management Committee, Credit Committee, Asset and Liability
Management Committee, Operational and Other Risks
Management Committee, Investment Committee, Policy
Committee, Crisis Management Committee and Steering
Committee for the Basel Project. The roles, functions and
composition of these committees are disclosed in Part (6) of
Unaudited Supplementary Financial Information.
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Report of the Directors (continued)

DIRECTORS’ AND CHIEF EXECUTIVE'S INTERESTS

As at 31st December, 2004, interests and short positions of the Directors and Chief Executive in the shares, underlying shares and
debentures of the Bank or any of its associated corporations (within the meaning of Part XV of the Securities and Futures Ordinance
(the “SFO")) disclosed in accordance with the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong

Limited (the “Listing Rules”) were as follows:

I. Long positions in shares of the Bank

% of issued

Name Capacity and nature No. of shares Total  share capital
David LI Kwok-po Beneficial owner 19,742,844

Interest of spouse 647,600 20,390,444" 1.37
LI Fook-wo Beneficial owner 1,235,804

Founder of discretionary trust 30,955,378 32,191,1822 2.16
WONG Chung-hin Beneficial owner 46,810

Interest of spouse 344,131 390,9413 0.03
LEE Shau-kee Beneficial owner 647,985

Interest of corporation 1,000,000 1,647,985% 0.1
Simon LI Fook-sean Beneficial owner 894,000

Interest of spouse 3,152,800

Founder of discretionary trust 43,405,385 47,452,185° 3.18
Allan WONG Chi-yun Interest of spouse 124

Founder of discretionary trust 10,482,901 10,483,025° 0.70
Aubrey LI Kwok-sing Beneficial owner 23,391

Interest of spouse 34,154

Beneficiary of discretionary trust 30,955,378 31,012,923 2.08
Joseph PANG Yuk-wing Beneficial owner 349,718 349,718 0.02
William MONG Man-wai Beneficial owner 807,693

Interest of corporation 5,242,661 6,050,354 0.41
CHAN Kay-cheung Beneficial owner 348,800 348,800 0.02
Winston LO Yau-lai Trustee of trust 258,390 258,390° 0.02
KHOO Kay-peng Interest of corporation 1,000,000 1,000,000° 0.07
Thomas KWOK Ping-kwong - - Nil Nil
Richard LI Tzar-kai - - Nil Nil
TAN Man-kou - - Nil Nil
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Report of the Directors (continued)

Notes:

1 David LI Kwok-po was the beneficial owner of 19,742,844 shares and he was deemed to be interested in 647,600 shares through
the interests of his spouse, Penny POON Kam-chui.

2 LI Fook-wo was the beneficial owner of 1,235,804 shares. The remaining 30,955,378 shares were held by The Fook Wo Trust, of
which LI Fook-wo was the founder, but he had no influence on how the trustee exercised his discretion. The disclosure of these
30,955,378 shares was made on a voluntary basis. Aubrey LI Kwok-sing was also interested in this same block of 30,955,378 shares
as one of the discretionary beneficiaries of the trust (please refer to note 7 below).

3 WONG Chung-hin was the beneficial owner of 46,810 shares and he was deemed to be interested in 344,131 shares through the
interests of his spouse, LAM Mei-lin.

4 LEE Shau-kee was the beneficial owner of 647,985 shares.

2

LEE Shau-kee was deemed to be interested in 1,000,000 shares held through Superfun Enterprises Limited (“Superfun”). Superfun
was wholly owned by The Hong Kong and China Gas Company Limited, which was 36.91% held by Henderson Investment Limited,
which in turn was 73.48% held by Kingslee S.A., a wholly-owned subsidiary of Henderson Land Development Company Limited
("Henderson Land”).

2

Henderson Land was 61.87% held by Henderson Development Limited (“Henderson Development”). Hopkins (Cayman) Limited
(“Hopkins”) as trustee of a unit trust (the “Unit Trust”) owned all the issued ordinary shares of Henderson Development. Rimmer
(Cayman) Limited (“Rimmer”) and Riddick (Cayman) Limited (“Riddick”), as trustees of respective discretionary trusts, held units in
the Unit Trust. The entire issued share capital of Hopkins, Rimmer and Riddick were owned by LEE Shau-kee.

5 Simon LI Fook-sean was the beneficial owner of 894,000 shares and he was deemed to be interested in 3,152,800 shares through
the interests of his spouse, YANG Yen-ying. The remaining 43,405,385 shares were held by two discretionary trusts, Settlement of
Dr. Simon FS. Li and The Longevity Trust, of which Simon LI Fook-sean was the founder, but he had no influence on how the trustee
exercised his discretion. The disclosure of these 43,405,385 shares was made on a voluntary basis.

6 Allan WONG Chi-yun was deemed to be interested in 124 shares through the interests of his spouse, Margaret KWOK Chi-wai. He
was also deemed to be interested in 10,482,901 shares held by a discretionary trust, The Wong Chung Man 1984 Trust, of which
Allan WONG Chi-yun was a founder.

7 Aubrey LI Kwok-sing was the beneficial owner of 23,391 shares and he was deemed to be interested in 34, 154 shares through the
interests of his spouse, Elizabeth WOO. The remaining 30,955,378 shares were held by The Fook Wo Trust, a discretionary trust in
which Aubrey LI Kwok-sing was one of the discretionary beneficiaries. LI Fook-wo had also made disclosure in respect of the same
block of 30,955,378 shares as founder of the discretionary trust (please refer to note 2 above).

8  William MONG Man-wai was the beneficial owner of 807,693 shares. Of the remaining 5,242,661 shares, (i) 4,502,798 shares
were held through Shun Hing Electronic Trading Co. Ltd., (i) 668,323 shares were held through Shun Hing Technology Co. Ltd., and
(iii) 71,540 shares were held through Shun Hing Advertising Co. Ltd. Such corporations are accustomed to act in accordance with
the directions or instructions of William MONG Man-wai, who is the Chairman of these corporations.

9  Winston LO Yau-lai was deemed to be interested in 258,390 shares that were held by K.S. Lo Foundation of which he was a trustee.

10 KHOO Kay-peng was deemed to be interested in 1,000,000 shares that were held through Bonham Industries Limited, a company
beneficially owned by him.
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Report of the Directors (continued)

Il. Long positions in (in respect of equity derivatives) underlying shares of the Bank

Share options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank were granted
to David LI Kwok-po, Joseph PANG Yuk-wing and CHAN Kay-cheung pursuant to the approved Staff Share Option Schemes.
Information in relation to these share options during the year ended 31st December, 2004 is shown in the following section
under the heading “Information on Share Options”.

lll. Interests in debentures of the associated corporation of the Bank

Name Issuer Capacity and nature Amount of debentures Total
Simon LI Fook-sean  East Asia Financial Beneficial owner US$1,000,000
Holding (BVI) Limited Founder of discretionary trust US$1,000,000 US$2,000,000

Note: Simon LI Fook-sean was the beneficial owner of the debentures of East Asia Financial Holding (BVI) Limited (“EAFH (BVI)”) in the
amount of US$1,000,000 and he was deemed to be interested in the debentures of EAFH (BVI) in the amount of US$ 1,000,000
held by a discretionary trust, Settlement of Dr. Simon FS. Li, of which Simon LI Fook-sean was the founder, but he had no
influence on how the trustee exercised his discretion. The disclosure of the US$1,000,000 debentures held by the discretionary
trust was made on a voluntary basis.

Save as disclosed above, as at 31st December, 2004, under Part XV of the SFO, none of the Directors or the Chief Executive of the
Bank had, nor were they taken to or deemed to have, any interests or short positions in the shares, underlying shares or debentures
of the Bank or any of its associated corporations (within the meaning of Part XV of the SFO) or any interests that are required to be
entered into the register kept by the Bank pursuant to section 352 of the SFO or any interests that are required to be notified to the
Bank and The Stock Exchange of Hong Kong Limited pursuant to the Model Code for Securities Transactions by Directors of Listed
Issuers in the Listing Rules.
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Report of the Directors (continued)

INFORMATION ON SHARE OPTIONS

Information in relation to share options disclosed in accordance with the Listing Rules was as follows:

(1) Movement of share options during the year ended 31st December, 2004:

Number of Share Options

Date of Outstanding Outstanding

Name Grant? At 1/1/2004 Granted Exercised Lapsed at 31/12/2004
David LI Kwok-po 21/4/1999 145,000 - 145,000°¢ - Nil
20/4/2000 145,000 - - - 145,000

19/4/2001 850,000 - - - 850,000

18/4/2002 850,000 - - - 850,000

02/5/2003 1,000,000 - - - 1,000,000

22/4/2004 - 1,000,000° - - 1,000,000

Joseph PANG Yuk-wing 21/4/1999 130,000 - 130,000¢ - Nil
20/4/2000 130,000 - - - 130,000

19/4/2001 400,000 - - - 400,000

18/4/2002 400,000 - - - 400,000

02/5/2003 500,000 - - - 500,000

22/4/2004 - 500,000° - - 500,000

CHAN Kay-cheung 21/4/1999 130,000 - 130,000¢ - Nil
20/4/2000 130,000 - - - 130,000

19/4/2001 400,000 - - - 400,000

18/4/2002 400,000 - - - 400,000

02/5/2003 500,000 - - - 500,000

22/4/2004 - 500,000° - - 500,000

Aggregate of other 21/4/1999 331,000 - 331,000¢ - Nil
Employees* 20/4/2000 3,293,000 - 2,218,000¢ - 1,075,000
19/4/2001 1,785,000 - 1,250,000¢ - 535,000

18/4/2002 1,800,000 - 655,000¢ - 1,145,000

02/5/2003 13,165,000 - 6,405,000¢ 190,000 6,570,000

22/4/2004 - 13,495,000° - 450,000 13,045,000

*  Employees working under employment contracts that were regarded as “Continuous Contracts” for the purpose of the Hong Kong
Employment Ordinance.

60 The Bank of East Asia, Limited Annual Report 2004




RIECEMRADATIRE G RO ER AT

(1) BZE2004F12A31 8 IEFARRAENES)

RIREEE

71/1/20048 7431/12/2004H
I =E-iy i RATE B 1718 i RITE
21/4/1999 145,000 - 145,000¢ i
20/4/2000 145,000 - — 145,000
19/4/2001 850,000 — — 850,000
18/4/2002 850,000 — — 850,000
02/5/2003 1,000,000 - — — 1,000,000
22/4/2004 — 1,000,000° — — 1,000,000
21/4/1999 130,000 - 130,000°¢ i
20/4/2000 130,000 - — 130,000
19/4/2001 400,000 — — 400,000
18/4/2002 400,000 — — 400,000
02/5/2003 500,000 — — 500,000
22/4/2004 — 500,000° — 500,000
21/4/1999 130,000 - 130,000¢ i
20/4/2000 130,000 - — 130,000
19/4/2001 400,000 - — 400,000
18/4/2002 400,000 — — 400,000
02/5/2003 500,000 — — 500,000
22/4/2004 — 500,000° — 500,000
21/4/1999 331,000 - 331,000¢ i
20/4/2000 3,293,000 - 2,218,000¢ 1,075,000
19/4/2001 1,785,000 - 1,250,000¢ 535,000
18/4/2002 1,800,000 — 655,000¢ 1,145,000
02/5/2003 13,165,000 — 6,405,000¢ 6,570,000
22/4/2004 — 13,495,000° — 13,045,000

BEBEBIFOD AR DEES K TIERES

REHRFERAT 20045E% 61



Report of the Directors (continued)

(2) No share options were cancelled during the year ended 31st December, 2004.

(3) The accounting policy adopted for share options is set out in Note (2(p)(iv)) on the accounts.

Notes:

a Particulars of share options:

Exercise Price

Per Share
Date of Grant Vesting Period Exercise Period HK$
21/4/1999 21/4/1999 — 20/4/2000 21/4/2000 - 21/4/2004 12.09
20/4/2000 20/4/2000 - 19/4/2001 20/4/2001 — 20/4/2005 16.46
19/4/2001 19/4/2001 — 18/4/2002 19/4/2002 — 19/4/2006 16.96
18/4/2002 18/4/2002 — 17/4/2003 18/4/2003 — 18/4/2007 15.80
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 - 02/5/2008 14.90
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 - 22/4/2009 23.23

b (i) The closing price of the shares of the Bank immediately before 22nd April, 2004 on which the options were granted was HK$23.20.
(i) Value of share options granted during the year ended 31st December, 2004:

The Directors consider that it is not appropriate to disclose the value of options granted during the year ended 31st December,
2004, since any valuation of the options would be subject to a number of assumptions that would be subjective and uncertain. The
Directors believe that the evaluation of options based upon speculative assumptions would not be meaningful and would be
misleading to shareholders.

¢ Annual weighted average (“AWA") closing price of the shares of the Bank immediately before the date on which the Options were
exercised during the year ended 31st December, 2004:

Exercise Price

No. of Options Per Share AWA Closing Price
Date of Grant Exercised HK$ HK$
21/4/1999 736,000 12.09 24.18
20/4/2000 2,218,000 16.46 23.45
19/4/2001 1,250,000 16.96 23.82
18/4/2002 655,000 15.80 23.90
02/5/2003 6,405,000 14.90 22.33

Save as disclosed above, as at 31st December, 2004, none of the Directors or Chief Executive of the Bank or their spouses or
children under 18 years of age were granted or exercised any right to subscribe for any equity or debt securities of the Bank or any
of its associated corporations.
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Report of the Directors (continued)

INFORMATION ON SHARE OPTION SCHEME

The following is a summary of the Staff Share Option Scheme 2002 that was adopted on 26th March, 2002 (the “Scheme”)
disclosed in accordance with the Listing Rules:

1 Purpose of the Scheme:

(@) The Scheme is a share incentive scheme and is established to recognise and acknowledge the contributions that eligible
persons had made or may make to the Group.

(b) The Scheme will provide the eligible persons with an opportunity to have a personal stake in the Bank with the view to
motivating the eligible persons to optimise their performance and efficiency for the benefit of the Group.

2 Participants of the Scheme:

The Board may at its discretion grant options to any employees including Executive Directors and Chief Executive of the Group.

3 Total number of shares available for issue under the Scheme and % of issued share capital at 31st December, 2004:

The number of shares available for issue under the Scheme is 71,696,959 shares representing 4.81% of the issued share capital
at 31st December, 2004.

4 Maximum entitlement of each participant under the Scheme:

No options may be granted to any eligible persons, which if exercised in full would result in the total number of shares issued
and to be issued upon exercise of the share options already granted or to be granted to such eligible person under the Scheme
or any other schemes of the Bank (including exercised, cancelled and outstanding share options) in the 12-month period up to
and including the date of such new grant exceeding 1% of the issued share capital as at the date of such new grant. Any grant
of further options above this limit shall be subject to certain requirements as stipulated in the rules of the Scheme.

5 The period within which the shares must be taken up under an option:

Beginning on the first anniversary of the Date of Grant of such options and ending on the fifth anniversary thereof.

6 The minimum period for which an option must be held before it can be exercised:

From the Date of Grant of such options up to the day immediately before the first anniversary thereof.

7 The amount payable on application or acceptance of the option and the period within which payments or calls must
or may be made or loans for such purposes must be paid:

N/A

8 The basis of determining the exercise price:
The exercise price is determined by the Directors and being not less than the highest of:

(@) the closing price of the Bank’s shares in the Stock Exchange’s daily quotations sheet on the date of grant of the relevant
options;

(b) an amount equivalent to the average closing price of the Bank’s shares as stated in the Stock Exchange’s daily quotation
sheets for the 5 business days immediately preceding the date of grant of the relevant options; and

(c) the nominal value of the Bank's shares.

9 The remaining life of the Scheme:
The Scheme Period will end on 25th March, 2007.
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Report of the Directors (continued)

INTEREST OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

Save as disclosed below, as at 31st December, 2004, the Directors were not aware of any person (other than a Director or Chief
Executive of the Bank or his respective associate(s)) who had an interest or short position in the shares or underlying shares of the
Bank that would fall to be disclosed to the Bank under Division 2 and 3 of Part XV of the SFO.

Long positions in shares of the Bank:

Name Capacity and nature No. of shares % on issued share capital

East Asia International Trustees Limited Trustee 113,301,397* 7.59

*  Fast Asia International Trustees Limited was deemed to be interested in these 113,301,397 shares held by various trusts of which this
company was the trustee.

PUBLIC FLOAT

As at the date of this Report, the Bank has maintained the prescribed public float under the Listing Rules, based on the information
that is publicly available to the Bank and within the knowledge of the Directors.

COMPLIANCE

(1) In preparing the accounts for 2004, the Bank has fully complied with the guideline set out in the Supervisory Policy Manual
“Financial Disclosure by Locally Incorporated Authorized Institutions” issued by the Hong Kong Monetary Authority.

(2) The Bank has complied with the Code of Best Practice as set out in Appendix 14 of the Listing Rules throughout the year ended
31st December, 2004.

(3) During the year, the Bank established its own code of securities transactions by Directors and Chief Executive (“Own Code”) on
terms no less exacting than the required standard set out in Appendix 10 — Model Code for Securities Transactions by Directors
of Listed Issuers (“Model Code"), of the Listing Rules.

Having made specific enquiry of all Directors of the Bank, during the period ended 31st December, 2004 from adoption of the
Own Code, Directors of the Bank have complied with the required standard set out in the Model Code and in the Own Code,
which is incorporated in the Bank’s Policy on Insider Trading — Directors and Chief Executive.

AUDITORS

A resolution for the re-appointment of KPMG as auditors of the Bank is to be proposed at the forthcoming Annual General
Meeting.

On behalf of the Board
David LI Kwok-po
Chairman and Chief Executive

Hong Kong, 3rd February, 2005
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REPORT OF THE AUDITORS

- - - - - -

| | 1 | B | Y

KPMG!

TO THE SHAREHOLDERS OF THE BANK OF EAST ASIA, LIMITED

(incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 70 to 138 which have been prepared in accordance with accounting principles generally
accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Hong Kong Companies Ordinance requires the Directors to prepare accounts which give a true and fair view. In preparing
accounts which give a true and fair view it is fundamental that appropriate accounting policies are selected and applied consistently,
that judgements and estimates are made which are prudent and reasonable and that the reasons for any significant departure from
applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, on those accounts and to report our opinion solely to
you, as a body, in accordance with section 141 of the Hong Kong Companies Ordinance, and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Institute of Certified Public
Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the accounts.
It also includes an assessment of the significant estimates and judgements made by the Directors in the preparation of the accounts,
and of whether the accounting policies are appropriate to the Bank’s and the Group's circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance as to whether the accounts are free from material misstatement.
In forming our opinion we also evaluated the overall adequacy of the presentation of information in the accounts. We believe that
our audit provides a reasonable basis for our opinion.

OPINION

In our opinion, the accounts give a true and fair view of the state of affairs of the Bank and of the Group as at 31st December, 2004
and of the Group’s profit and cash flows for the year then ended and have been properly prepared in accordance with the Hong
Kong Companies Ordinance.

KPMG
Certified Public Accountants

Hong Kong, 3rd February, 2005
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

FEEDR

For the year ended 31st December, 2004 &% 20044 12 A 31 HIFF/E

-y [
2004 2003
Notes fifsF ~ HK$'000 E¥F  HK$'000 BT
Interest income FEWA 4 5,682,080 5,763,729
Interest expense FEZH 5 (2,054,505) (2,167,649)
Net interest income EMBMA 3,627,575 3,596,080
Fee and commission income MR & RASIA 6 1,506,604 1,266,294
Fee and commission expense RIEERASTH (298,363) (210,818)
Net trading profits RS HER 7 360,371 473,079
Other operating income HA s A 8 299,678 271,612
Operating income HETON 5,495,865 5,396,247
Operating expenses e 9 (2,720,431) (2,525,540)
Operating profit before provisions R LER RO &5 7 2,775,434 2,870,707
Charge for bad and doubtful debts EIRRRES 10 (272,807) (498,670)
Operating profit after provisions [RENIGR = Pyl 2,502,627 2,372,037
Net profit/(loss) on disposal of fixed assets HEBTEEEZFnf, (BE) 15,239 (11,195)
Revaluation surplus on investment properties SMIREMERR 26 227,941 12,816
Write back/(charge) of impairment loss on RITITIDRE
bank premises B (BX) 26,32(c) 18,538 (113,782)
Net loss on disposal of held-to-maturity HERZIBERES
debt securities FEE - (12,048)
Net profit/(loss) on disposal of investment HERE FH & QA
securities and associates FimAl, (E58) 13,758 (1,992)
(Provision)/write back on held-to-maturity REIHERES REARS
debt securities, investment securities MEE A RN EES
and associates (F98) /1 (18,582) 15,874
Share of profits less losses of associates FEfRES & A RLEFREE 11 64,376 112,598
Profit for the year before taxation FEAREATNEF 2,823,897 2,374,308
Income tax {5 12 (375,330) (433,401)
Profit for the year after taxation FEANRFE R 2,448,567 1,940,907
Minority interests DB RS (24,767) (19,193)
Profit attributable to shareholders PR SR A 5 ] 13 2,423,800 1,921,714
Appropriations: B
Dividends attributable to the year EEAFERS 14
Interim paid BXHEBRE 414,535 334,057
Final paid in respect of previous year EXNBEFERBABRS 885 11
Final proposed BRARHIR S 1,193,599 909,821
HKS$ &% HKS 75
Earnings per share FREM
Basic BN 15(a) 1.64 1.32
Diluted -5 15(b) 1.63 1.32

The notes on pages 76 to 138 form part of these

accounts.
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CONSOLIDATED BALANCE SHEET

HEEBEREXR

As at 31st December, 2004 2004412 31 H

-y - | - |
| = | | | = | |
2004 2003
Notes fif&# ~ HK$'000 B¥Fx  HK$'000 BB FT
ASSETS gE
Cash and short-term funds ReRkEHEae 19 39,877,738 36,033,510
Placements with banks and other financial TEIRIT R E At & RO
institutions maturing between one and 12128 A AZIEH
twelve months £ 28 9,832,258 21,075,521
Trade bills less provisions BHREENEFIZE 1,400,138 623,273
Certificates of deposit held BAENFIE 20(3),28 2,446,947 3,016,556
Other investments in securities HipEAHIE 20(b) 8,563,367 10,151,335
Advances and other accounts less provisions EHNREENER R EMRE 21,22 122,949,653 108,379,794
Held-to-maturity debt securities FEIMEBES 20(c),28 16,096,084 11,709,225
Investment securities REES 20(d) 236,373 243,097
Investments in associates BN EIRE 24 725,963 736,484
Goodwill S 25 2,448,156 2,343,408
Deferred tax assets EIERIBRE 29(b) 95,119 79,217
Fixed assets EEEE 26 5,697,750 4,084,698
Total Assets BEHE 210,369,546 198,476,118
LIABILITIES =0
Deposits and balances of banks and PATREA S BHEER)
other financial institutions TRk 28 9,571,657 7,516,565
Deposits from customers HFEER 28 163,737,665 155,420,612
Certificates of deposit issued BT RE 28 4,178,623 5,527,339
Current taxation AETIA 29(a) 179,369 144,644
Other accounts and provisions E A ARIE R 5,843,048 4,616,361
Deferred tax liabilities RLERBRE 29(b) 694,924 863,928
Total Liabilities BEEE 184,205,286 174,089,449
CAPITAL RESOURCES &5
Loan capital fEEER 30 4,271,124 4,260,751
Share capital (%N 31 3,729,996 3,668,634
Reserves & 32 17,997,485 16,432,866
Shareholders’ Funds REREAR 21,727,481 20,101,500
Minority interests DB RS 165,655 24,418
Total Capital Resources BB 26,164,260 24,386,669
Total Capital Resources and Liabilities EAXREREE 210,369,546 198,476,118

Approved and authorised for issue by the Board
of Directors on 3rd February, 2005.

Chairman and
Chief Executive
Directors

David LI Kwok-po
LI Fook-wo
WONG Chung-hin
LEE Shau-kee

The notes on pages 76 to 138 form part of these
accounts.
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BALANCE SHEET
EEBRER

As at 31st December, 2004 2004412 A31H

- - - - - -

| | 1 | B | Y

2004 2003
Notes fifz#  HKS$'000 B¥ Tt  HK$'000 E¥ETF T

ASSETS BE
Cash and short-term funds ReRkEfie 19 39,492,547 35,507,437
Placements with banks and other financial TR R E At RO

institutions maturing between one and 12128 AR EERE

twelve months F&® 28 9,824,502 21,001,725
Trade bills less provisions ENBREENESEE 1,399,484 623,040
Certificates of deposit held RAENERE 20(a),28 2,066,028 2,559,319
Other investments in securities HiEHEE 20(b) 7,769,381 9,487,976
Advances and other accounts less provisions BEHREENETRREMARE 21,22 118,461,234 105,783,734
Amounts due from subsidiaries HBA BRI 27(a) 2,055,864 1,371,701
Held-to-maturity debt securities HEIHERES 20(c), 28 15,317,160 11,090,880
Investment securities KEEF 20(d) 191,845 198,782
Investments in subsidiaries MBARRE 23 1,838,237 1,811,125
Investments in associates B A RIRE 24 143,643 182,640
Goodwill S 25 1,460,292 1,556,954
Deferred tax assets EIERIBRE 29(b) 84,942 65,725
Fixed assets ETEEE 26 5,207,866 3,596,807
Total Assets BEMBT 205,313,025 194,837,845
LIABILITIES =i
Deposits and balances of banks and PATREA S BHEER)

other financial institutions TRk 28 9,476,018 7,428,846
Deposits from customers HFEER 28 153,908,317 145,952,847
Certificates of deposit issued BT RE 28 6,378,623 7,727,339
Amounts due to subsidiaries Ui =NGIE 27(b) 10,362,683 10,696,720
Current taxation AHETIR 29(a) 152,030 122,675
Other accounts and provisions H A ARIE R 4,162,674 3,221,405
Deferred tax liabilities EERBEAE 29(b) 683,765 846,650
Total Liabilities glREHE 185,124,110 175,996,482
CAPITAL RESOURCES BEX
Share capital & 31 3,729,996 3,668,634
Reserves & 32 16,458,919 15,172,729
Total Capital Resources BB 20,188,915 18,841,363
Total Capital Resources and Liabilities BAKEERE 205,313,025 194,837,845

Approved and authorised for issue by the Board ~ EZE@1200542 A3 B 1% KRB
of Directors on 3rd February, 2005.

Chairman and FEF
Chief Executive  David LI Kwok-po TRAEE,  FTHRE
Directors LI Fook-wo EE ZEM
WONG Chung-hin =HEE
LEE Shau-kee ZE

The notes on pages 76 to 138 form part of these ~ £76Z138H Z it BARE 2 — 5 o
accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
GEEmBYR

For the year ended 31st December, 2004 &% 20044 12 A 31 H1LF &

B TR _F e _ T _F R

2004 2003
Notes fifsz  HK$'000 B¥Fx  HK$'000 B¥TT

Balance as at 1st January W BB - 18786519
— As previously reported — ARTRE R 20,101,500
— Adjustments arising from change in —EEFBRETEEN
accounting policies HE 3, 32(c), 32(q) 9,756
- As restated — 5 20,111,256
Recognition of net deferred tax liabilities in RELEHEE R FHE
revaluation reserve on bank premises RIBTTITHE EHRHEER 32(c) (1,874) (15,302)
Revaluation surplus on bank premises transferred RITITH R EMEFTE S
to investment properties ME(H AR 32(c) 13,788 =
Write back/(charge) of impairment loss on FATITIDRE
bank premises B, (BX) 32(c) 12,839 (122,013)
Exchange adjustments M 5 R e 24874 42,844
Net gains/(losses) not recognised in the T RRARERN
profit and loss account A (E51E) . 49627 (94,471)
Net profit for the year FEERF R 32(9) 2423800 1921714
Dividends declared or approved during the year FEANEEMIZAERERE 32(g) - (1325241) (840,289)
Movements in shareholders’ funds arising from BRRETERRGEEN
capital transactions with shareholders: MRA&E) -
Shares issued under Staff Share RIEE S RIRG 21517
Option Schemes i) 31,32(a) 172,389 217,003
Shares issued in lieu of dividends PARRA B THIRR (D 32(b) 295,794 111,161
Capital fee EARBH 2@ (49 (137)
468,039 328,027
Balance as at 31st December M12A31H &8 21,727,481 20,101,500

The notes on pages 76 to 138 form part of these  2576E 138 B Z i B AKREZ —&5 °
accounts.
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CONSOLIDATED CASH FLOW STATEMENT
%",'T' = EE ﬁ JiL E %‘

For the year ended 31st December, 2004 &% 20044 12 A 31 HIFF/E

= = F = A = _F

2004 2003
Notes fifz£  HK$'000 B¥TFx  HK$'000 BT
OPERATING ACTIVITIES REEBEH
Profit for the year before taxation FEARBANE R 2,823,897 2,374,308
Adjustments for non-cash items: FRSEE A
Charge for bad and doubtful debts *@E&%@E%ﬁ 10 272,807 498,670
Provision/(write back) on held-to-maturity ZIMEBES  RER
debt securities, investment securities ﬂIH PR NEINEES
and associates B () 18,582 (15,874)
Share of profits less losses of associates FE(RHEE D Tiﬁ?’i%‘lﬂi@%ﬁ (64,376) (112,598)
Net (profit)/loss on disposal of held-to-maturity HERZIMEBES
debt securities, investment securities and HEBHAGE AT
associates % CRF) /B8 (13,758) 14,040
Net (profit)/loss on disposal of fixed assets HEBTEEEZE (BH) /BB (15,239) 11,195
Interest expense on certificates of deposit and BETERERESR
bonds issued FSX M 232,224 396,750
Depreciation on fixed assets EEBENE 9,26 243,961 228,842
Amortisation of goodwill PEEE 9,25 143,875 140,087
(Write back)/charge of impairment loss on FATITIDRE
bank premises (EE: V=S (18,538) 113,782
Dividend income from equity securities MR BEHAREUA 8 (42,960) (26,271)
Amortisation of premium/discount on certificates BENTEZBEREEERN
of deposit and loan capital issued (B N 81,614 84,782
Revaluation surplus on investment properties HHEREMERR 26 (227,941) (12,816)
OPERATING PROFIT BEFORE CHANGES IN
WORKING CAPITAL EE SR HANKERT 3,434,148 3,694,897
(Increase)/decrease in operating assets: JRAR RS (48) /A
Placements with banks and other financial JRAHARR 4318 A LA £ A9
institutions with original maturity beyond RITRE M B
three months PE== 14,063,140 (12,354,207)
Trade bills ECES (777,231) 48,434
Certificates of deposit held with original JRAEAR 73318 A LA L8R AR
maturity beyond three months FE 506,051 (135,799)
Other investments in securities HipFHIE 1,641,359 3,141,065
Advances to customers BEPER (14,593,453) 4,870,312
Advances to banks and other financial institutions RITREAM S BB ER (550,674) (475,419)
Treasury bills with original maturity beyond [RAHARR A318 A LA EAY
three months IJ@*%‘% 713,250 (1,091,022)
Held-to-maturity debt securities and ZIEEBE SR
investment securities ?Xﬁu» (4,384,814) (8,629,332)
Other accounts and accrued interest H A BRI K fEATHI 8 407,031 (1,459,241)
Deferred tax assets R IAEE (15,902) (2,188)
Increase/(decrease) in operating liabilities: mEaEL/ OR)%E :
Deposits and balances of banks and other RITRE M S BIEIEN
financial institutions TRk 2,055,092 1,761,728
Deposits from customers BEPER 8,317,053 13,758,723
Other accounts and provisions E A ARIE R 1,340,329 844,638
Deferred tax liabilities FELERBRE (227,405) (163,423)
Exchange adjustments M 5 B 93,403 58,442
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Consolidated Cash Flow Statement (continued)

HERTmEXR (BF)

For the year ended 31st December, 2004 &% 20044 12 A 31 H1LF &

B TR _F e _ T _F R

2004 2003
Notes fifi  HK$'000 B¥Fx  HK$'000 B TIT

NET CASH INFLOW FROM OPERATIONS

Hong Kong profits tax paid
Overseas profits tax paid

NET CASH FLOWS GENERATED FROM
OPERATING ACTIVITIES

INVESTING ACTIVITIES
Dividends received from associates
Dividends received from equity securities
Purchase of equity securities
Proceeds from sale of equity securities
Purchase of fixed assets
Proceeds from disposal of fixed assets
Increase in shareholding of an associate
Proceeds from disposal of associates
Purchase of subsidiaries
Increase in shareholding of a subsidiary

NET CASH USED IN INVESTING ACTIVITIES

FINANCING ACTIVITIES
Ordinary dividends paid
Issue of ordinary share capital
Capital fee paid on increase in issued share capital
Issue of certificates of deposit
Redemption of certificates of deposit
Redemption of convertible bonds
Interest paid on loan capital
Interest paid on certificates of deposit
Interest paid on bonds issued

NET CASH USED IN FINANCING ACTIVITIES

NET INCREASE/(DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT 1ST JANUARY

CASH AND CASH EQUIVALENTS
AT 31ST DECEMBER

Cash flows from operating activities included:
Interest received
Interest paid

The notes on pages 76 to 138 form part of these
accounts.

RETHRSHENTE 12,021,377 3,867,608
BEREBFEH (243,233) (45,154)
eEMEEE (56,794) | (45,176)

FEEEEL TR
BETE o mga3se 3777278

REEE
I ER B A IR B 17,660 17,669
WTER R 17 78 A% B, 8 42,960 26,271
BARDES (144,269) (85,692)
HERGESEHE 115,709 95,173
BABEEEE 26 (1,661,419) (223,673)
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30— Fejg & A Rl aR (8,400) =
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BAHB2A R 34(a) (321,399) (300,509)
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BEEE
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NOTES ON THE ACCOUNTS
AR 18 PFft 5f

1.

PRINCIPAL ACTIVITIES FEXHK

The Bank and its subsidiaries (the “Group”) are engaged in the provision of banking
and related financial services, and business, corporate and investor services.

SIGNIFICANT ACCOUNTING POLICIES FES:EER

ARITREMBA RN EEDHNEREB AR
HIRITRAMO SRR - ARER - BER
REER ©

—
(1]
~
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Statement of Compliance

These accounts have been prepared in accordance with all applicable Hong Kong
Financial Reporting Standards (which includes all applicable Statements of Standard
Accounting Practice (“SSAP”) and Interpretations) issued by the Hong Kong Institute
of Certified Public Accountants, accounting principles generally accepted in Hong
Kong and the requirements of the Hong Kong Companies Ordinance. In addition,
these accounts comply fully with the guideline on “Financial Disclosure by Locally
Incorporated Authorized Institutions” under the Supervisory Policy Manual issued by
the Hong Kong Monetary Authority. These accounts also comply with the applicable
disclosure provisions of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited. A summary of the significant accounting policies
adopted by the Group is set out below.

Basis of Preparation of the Accounts

The accounts are prepared on a basis consistent with the accounting policies and
methods adopted in the previous year except for the changes in accounting policies
mentioned in Note 3.

The measurement basis used in the preparation of the accounts is historical cost
modified by the revaluation of certain premises and investment properties, and the
marking to market of certain investments in securities and off-balance sheet financial
instruments as explained in the accounting policies set out below.

Basis of Consolidation

(i) Subsidiaries
The consolidated accounts include the accounts of the Bank and all its subsidiaries
made up to 31st December each year. A subsidiary, in accordance with the Hong
Kong Companies Ordinance, is a company in which the Group, directly or
indirectly, holds more than half of the issued share capital, or controls more than
half of the voting power, or controls the composition of the Board of Directors.
In the Bank’s balance sheet, an investment in a subsidiary is stated at cost less
any impairment losses (Note 2(k)).

All material intercompany transactions and balances are eliminated on
consolidation. The results of subsidiaries acquired or disposed of during the year
are included in the consolidated profit and loss account from or to the date of
their acquisition or disposal, as appropriate.

Minority interests represent the interests of outside shareholders in the operating
results and net assets of subsidiaries.

(a)

(b)

()
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Notes on the Accounts (continued)

(i) Associates

An associate is a company in which the Group or the Bank has significant influence,
but not control or joint control, over its management, including participation in
the financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated accounts
under the equity method and is initially recorded at cost and adjusted thereafter
for the post-acquisition change in the Group’s share of the associate’s net assets,
goodwill arising on acquisition of the associate less subsequent amortization
and any impairment loss (Note 2(k)).

The consolidated profit and loss account reflects the Group’s share of the post-
acquisition results of the associates for the year, less any amortisation of goodwill
and impairment loss charged during the year in accordance with Notes 2(j) and
2(k). When the Group’s share of losses exceeds the carrying amount of the
associate, the carrying amount is reduced to nil and recognition of further losses
is discontinued except to the extent that the Group has incurred obligations in
respect of the associate.

The Bank accounts for the results of associates to the extent of dividends received.
Investments in associates are stated at cost less any impairment losses (Note 2(k)).

(d) Translation of Foreign Currencies

Transactions in foreign currencies are translated into Hong Kong dollars at the rates
of exchange ruling at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated into Hong Kong dollars at the rates
of exchange ruling at the balance sheet date. The exchange differences are dealt
with in the profit and loss account.

The balance sheets of overseas branches, subsidiaries and associates are translated
into Hong Kong dollars at the rates of exchange ruling at the balance sheet date,
whereas the profit and loss accounts are translated at the average rate for the period.
The difference between the profit and loss account translated at an average rate and
at the closing rate is recorded as a movement in reserves. Exchange differences arising
from retranslation of opening net assets at the rates of exchange ruling at the balance
sheet date are accounted for in the reserves.

On disposal of a foreign enterprise, the cumulative amount of the exchange differences
which relate to that foreign enterprise is included in the calculation of the profit or
loss on disposal.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) EEEFBUIR @

(e) Revenue Recognition (e) WARERE
Interest income and expense are recognised in the profit and loss account on a time- B REREFI S SN (B EE2(R)Gii) + FI S WA ELE
apportioned basis on the principal outstanding and at the rate applicable, except in HRBEAR S AR RERTIE - KRS #E
the case of interest on doubtful debts (Note 2(f)iii)). EREREIRREA ©
Fee and commission income is recognised in the profit and loss account when the BR75 B MR € WATER AR TS IR (LA -7 - (B
corresponding service is provided, except where the fee is charged to cover the costs AR B = RIBAFE R T P RE—THRBH
of a continuing service to, or risk borne for, the customer, or is interest in nature. In PRl ECR [ELfe T MOER Bk B FR IE E A A SRIRR
these cases, the fee is recognised as income in the accounting period in which the Gh o FEELIERT - RISBIEM AR ESHET
costs or risk incurred or accounted for as interest income. R Y& 5t EARERR AR VR B A -
Finance income implicit in finance leases is recognised as interest income over the MEHERSVHRAREEFHERRTE
period of the lease so as to produce an approximately constant periodic rate of return KA - LS BEEFEHERSNFEER
of the outstanding net investment in the leases for each accounting period. B EIRAZAER ©
Rental income receivable under operating leases is recognised as other operating RIFEE ARKMMNEEGSNHEEEERR
income in equal instalments over the accounting periods covered by the lease term, MamE= - R E 2 EUGE 2z 5
except where an alternative basis is more representative of the pattern of benefits to FRENGTF HASED RER R H g
be derived from the leased asset. Lease incentives granted are recognised in the A o & E AT REHENE A ER
profit and loss account as an integral part of the aggregate net lease payments R RER R EFUGR AR BB EB S © B
receivables. Contingent rentals receivable are recognised as income in the accounting BHEEUAZBAEENZHRIERA -
period in which they are earned.
Dividend income from unlisted investments is recognised when the shareholder’s FE LR E AR B A TE IR SR UK ERE 1 e 7
right to receive payment is established. Dividend income from listed investments is TUAMER o EHHRERSRARIEZRE N
recognised when the share price of the investment goes ex-dividend. BN SR HHERR o

(f) Advances and Doubtful Debts () BERRAER
(i) Advances iy B
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Advances to customers, banks and other financial institutions are measured at
the cash consideration at the time of acquisition and are stated in the balance
sheet after deducting provisions for estimated losses in subsequent periods. Cash
rebates granted in relation to residential mortgage loans are capitalised and
amortised to the profit and loss account over the early prepayment penalty period.

(i) Provision for bad and doubtful debts

Provisions are made against specific doubtful debts as and when they are
considered necessary by the Credit Committee with authority delegated by the
Board of Directors and in addition an amount has been set aside as a general
provision for advances. When there is no longer any realistic prospect of recovery,
the outstanding debt is written off.

General provision provides cover for loans which are impaired at the balance
sheet date but which will not be identified as such until some time in the future.
The Group maintains a general provision which is determined taking into account
the structure and risk characteristics of the Group’s loan portfolio and the expected
loss of the individual components of the loan portfolio based on the historical
loss experience. Historic levels of latent risk are regularly reviewed to determine
that the level of general provisioning continues to be appropriate. Together with
specific provisions, general provisions are deducted from advances to customers
in the balance sheet.
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Notes on the Accounts (continued)

=1

(i) Advances on which interest is being suspended

(iv

=

Interest on doubtful loans and advances is credited to a suspense account which
is netted in the balance sheet against the relevant balances.

Repossession of assets

Assets acquired by repossession of collateral for realisation continue to be treated
as securities for loans and advances. In this regard, provision has been made on
the shortfall between the carrying amount of the loans and advances and the
expected net sales proceeds from realisation of the repossessed assets.

(g) Properties

U]

(ii)

Bank premises are stated in the balance sheet at cost or at Directors’ valuation,
by reference to an independent professional valuation, less accumulated
depreciation and accumulated impairment loss (Note 2(k)).

When a deficit arises on revaluation, it will be charged to the profit and loss
account, if and to the extent that it exceeds the amount held in the bank premises
revaluation reserve in respect of that same asset immediately prior to the
revaluation; and when a surplus arises on revaluation, it will be credited to the
profit and loss account, if and to the extent that a deficit on revaluation in respect
of that same asset had previously been charged to the profit and loss account.

In preparing these accounts, advantage has been taken of the transitional
provisions set out in paragraph 80 of SSAP 17 “Property, Plant and Equipment”
issued by the Hong Kong Institute of Certified Public Accountants, with the effect
that bank premises have not been revalued to fair value at the balance sheet
date.

Investment properties are properties which are held either to earn rental income
or for capital appreciation or for both. Investment properties are stated at fair
value.

External independent valuation companies, having an appropriate recognised
professional qualification and recent experience in the location and category of
property being valued, value the portfolio annually. The fair values are based on
market values, being the estimated amount for which a property could be
exchanged on the date of valuation between a willing buyer and a willing seller
in an arm’s length transaction after proper marketing wherein the parties had
each acted knowledgeably, prudently and without compulsion.

Investment properties are valued on an open market basis using the direct
comparison method assuming sale with the benefit of immediate vacant
possession and by reference to comparable market transactions or, where
appropriate by investment method by taking into account the rental earning
capacity and possible early termination of rental agreement of the properties.
The valuations are based on the assumption that the properties are sold on the
open market without the benefit of deferred term contracts, leasebacks, joint
venture, management agreements or any similar arrangements which could affect
the values of the properties. No allowance has been made in the valuations for
any charges, mortgages or amounts owing on the properties nor any expenses
or taxation which may be incurred in effecting a sale.

Any gain or loss arising from a change in fair value is recognised in the income
statement. Rental income from investment property is accounted for as described
in Note 2(e).

(iii)

(iv)

(9) =
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(ii)
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Notes on the Accounts (continued)
BRIEN i (&)

-y | |
[ < = [
2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEETBEK @

(iii

=

When a bank property is transferred to investment property following a change
in its use, any differences arising at the date of transfer between the carrying
amount of the bank property immediately prior to transfer and its fair value is
recognised as a revaluation of bank premises as described in Note 2(g)(i).

If an investment property becomes owner-occupied, it is reclassified as bank
premises and its fair value at the date of reclassification becomes its cost for
accounting purposes of subsequent recording.

A property interest under an operating lease is classified and accounted for as an
investment property when the Group holds it to earn rentals or for capital
appreciation or both. Any such property interest under an operating lease classified
as an investment property is carried at fair value. Lease payments are accounted
for as described in Note 2(1).

Profit or loss on disposal of bank premises and investment properties is determined
as the difference between the sales proceeds and the carrying amount of the
asset and is recognised in the profit and loss account upon disposal. Surplus that
is included in the bank premises revaluation reserve of the related bank premises
disposed are transferred to the general reserve.

(h) Amortisation and Depreciation

(0]

(ii)

80 The Bank of East Asia, Limited Annual Report 2004

Bank premises

Freehold land is not amortised. Leasehold land is amortised on a straight line
basis over the remaining term of the lease. Buildings are depreciated on a straight
line basis at rates calculated to write off the cost or valuation of each building
over its estimated useful life of 50 years or the remaining lease period of the land
on which it is situated, whichever is the shorter.

Investment properties are not depreciated.

Other fixed assets

Other fixed assets are stated in the balance sheet at cost less accumulated
depreciation, which is calculated on a straight line basis to write off the assets
over their estimated useful lives from 4 to 20 years.

(i)
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Notes on the Accounts (continued)

Investments in Securities

Investments in debt and equity securities, except those held either solely for the
purpose of recovering advances or as investments in subsidiaries or associates, are
accounted for as follows:

Investments in securities are classified as held-to-maturity debt securities, investment
securities and other investments in securities, and are recognised as assets from the
date on which the Group is bound by the contract which gives rise to them.

Transfer of a security between categories of investments is accounted for at fair
value. The profit or loss arising from transfers between categories of investments is
accounted for as if the investment had been sold and repurchased at the date of
transfer.

The profit or loss on disposal is accounted for in the period in which the disposal
occurs as the difference between the sales proceeds and the carrying amount of the
investments.

(i) Held-to-maturity debt securities

Held-to-maturity debt securities are investments in dated debt securities which
the Group has the expressed intention and ability to hold to maturity, and are
stated at amortised cost less any provisions in their value which reflects their
credit risk.

Provisions are made and recognised immediately as an expense when carrying
amounts are not expected to be fully recovered, but are written back to income
when the circumstances and events that led to the write-downs or write-offs
cease to exist and there is persuasive evidence that the new circumstances and
events will persist for the foreseeable future. The amount written back is limited
to the amount of the write-downs or write-offs.

(i) Investment securities

Investment securities are securities which are intended to be held on a continuing
basis, and which are held for an identified long-term purpose documented at
the time of acquisition or change of purpose and are clearly identifiable for the
documented purpose.

Investment securities are included in the balance sheet at cost less any provisions
for diminution in value. Such provision is determined for each investment
individually. Provisions are recognised as an expense immediately and are written
back to income when the circumstances and events that led to the write-downs
or write-offs cease to exist and there is persuasive evidence that the new
circumstances and events will persist for the foreseeable future. The amount
written back is limited to the amount of the write-downs or write-offs.

Other investments in securities

(iii

=

Other investments in securities are those securities which are not classified as
held-to-maturity debt securities nor as investment securities, and are stated at
fair value at the balance sheet date. Unrealised holding gains or losses arising on
revaluation of securities to fair value are dealt with in the profit and loss account.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) EEEFBUIR @

(j) Goodwill (OBGEE S
The excess of the purchase consideration in relation to the acquisition of subsidiaries LG NG NG ol R PR S e
and associates over the Group's share of fair value ascribed to their net tangible BEMANAEVEEN N TERD BKEE
assets and identifiable intangible assets represents the goodwill arising on acquisition. ERER -
In respect of subsidiaries, goodwill is capitalised and amortised on a straight line MMBABME - AEREIE T E20F KT
basis over its estimated useful life not exceeding 20 years, and is stated in the A AFEBHEE ENMEMREE - IR R
consolidated balance sheet at cost less accumulated amortisation and any impairment ST RORERK (TE2(k) Wira BERER
losses (Note 2(k)). The amortisation of goodwill is recognised in the consolidated PIER - EEMEHENGA BRRERAKE X
profit and loss account as an operating expense. e
Where an indication of impairment exists, the carrying amount of goodwill is assessed ERREFER - AEMRMHREENERE
and written down immediately to its recoverable amount. The impairment of goodwill BEEAREHE - mERER GRS BRRYIE
is recognised in the consolidated profit and loss account as an operating expense. T -
On disposal of a subsidiary or an associate, any unamortised purchased goodwiill is HEMESHE QAR - HEBENEER
included in the calculation of the profit or loss on disposal. FEARTHIFENBEARS -
In respect of associates, goodwill is capitalised and amortised on a straight line basis MEERAME - AEREETE20F KT
over its estimated useful life not exceeding 20 years. The cost of goodwill less any A A HEHE B MR - R AR R 5t
accumulated amortisation and any impairment losses (Note 2(k)) is included in the B RO BB R (R EE2(k) B AER B & A Bl E
carrying amount of the investments in associates. HBRE(E ©

(k) Impairment of Assets (k) EERBERSX
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At each balance sheet date, if internal and external sources of information indicate
that any property (other than investment properties), equipment, investments
(including those “Investments in subsidiaries and associates” (Note 2(c)) but other
than those accounted for as “Other investments in securities” under Note 2(i) or
goodwill is impaired, the asset’s recoverable amount is estimated, and an impairment
loss is recognised in the profit and loss account whenever the carrying amount of an
asset exceeds its recoverable amount.

The recoverable amount of an asset is the greater of its net selling price and value in
use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments
of time value of money and the risks specific to the asset. Where an asset does not
generate cash inflows largely independent of those from other assets, the recoverable
amount is determined for the smallest group of assets that generates cash inflows
independently (i.e. a cash-generating unit).

In respect of assets other than goodwill, an impairment loss is reversed if there has
been a favourable change in the estimates used to determine the recoverable amount.
An impairment loss in respect of goodwill is reversed only if the loss was caused by a
specific external event of an exceptional nature that is not expected to recur, and the
increase in recoverable amount relates clearly to the reversal of the effect of that
specific event.

A reversal of impairment losses is limited to the asset’s carrying amount that would
have been determined had no impairment loss been recognised in prior years. Reversals
of impairment losses are credited to the profit and loss account in the year in which
the reversals are recognised.

WE A REINERIRRA RN EE A A EA
WE(RRENSE) - & - KE (BERBAR
REE R RIETFE2() BT B REME2() 2 &
EFRERHELERE - HAMGTZE
EZAREIEE  REZEENRAERBA
W B SRR R B RN B RRIR A ©

AEEEEHEFERERE-—ETZERS
E o ERMEERER - gRA-RERTST
BB R E RARE 2 E E R B A
FHEREFAARRRESRETERREEE -
EREEREANOMBLIN LM EEELEDR
g HAREEEDORR A B E SR
eRENKNEEMAS (-—EARSEESR

fir) o

PRI BN BREEAE - ANFE FSREETE AT AR B K
BB EEFMNE(L - RIRERLSHE
Ol - FERRERAR ERBHZELN—&
R E AR R S ERRE T BB EZER
TAEHEE  RAKRESRAE ISR RE
ZFrRIE M2 BB HERE o
REBRKRBLORABREZEENREE - A0
ZEREBRNUREEFRER - BUEIERKRE
B W HRER Y S E Rt AB2RARA ©




Notes on the Accounts (continued)

(I) Leased Assets

Leases of assets under which the lessee assumes substantially all the risks and benefits
of ownership are classified as finance leases. Leases of assets under which the lessor
has not transferred all the risks and benefits of ownership are classified as operating
leases.

(i) Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
balance sheet as advances to customers at the amounts of net investment which
represent the total rentals receivable under finance leases less unearned income.
Revenue arising from finance leases is recognised in accordance with the Group’s
revenue recognition policies, as set out in Note 2(e).

(i) Assets held for use in operating leases

Where the Group leases out assets under operating leases, the leased assets are
included in the balance sheet according to their nature and, where applicable,
are depreciated in accordance with the Group’s depreciation policies, as set out
in Note 2(h). Impairment losses are accounted for in accordance with the
accounting policy as set out in Note 2(k). Revenue arising from operating leases
is recognised in accordance with the Group’s revenue recognition policies, as set
out in Note 2(e).

(iii

=

Operating lease charges

Where the Group has the use of assets under operating leases, payments made
under the leases are charged to the profit and loss account in equal instalments
over the accounting periods covered by the lease term, except where an alternative
basis is more representative of the pattern of benefits to be derived from the
leased asset. Lease incentives received are recognised in the profit and loss account
as an integral part of the aggregate net lease payments made. Contingent rentals
are charged to the profit and loss account in the accounting period in which they
are incurred.

(m) Income Tax

(i) Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the profit and loss account except to the extent that
they relate to items recognised directly in equity, in which case they are recognised
in equity.

(i) Current tax is the expected tax payable on the taxable income for the year, using
tax rates enacted or substantively enacted at the balance sheet date, and any
adjustment to tax payable in respect of previous years.
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Notes on the Accounts (continued)

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FESHBER @

(iii) Deferred tax assets and liabilities arise from deductible and taxable temporary

(iv

=
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differences respectively, being the differences between the carrying amounts of
assets and liabilities for financial reporting purposes and their tax bases. Deferred
tax assets also arise from unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred
tax assets to the extent that it is probable that future taxable profits will be
available against which the asset can be utilised, are recognised.

The limited exceptions to recognition of deferred tax assets and liabilities are
those temporary differences arising from goodwill not deductible for tax purposes,
the initial recognition of assets or liabilities that affect neither accounting nor
taxable profit (provided they are not part of a business combination), and
temporary differences relating to investments in subsidiaries to the extent that,
in the case of taxable differences, the Group controls the timing of the reversal
and it is probable that the differences will not reverse in the foreseeable future,
or in the case of deductible differences, unless it is probable that they will reverse
in the future.

The amount of deferred tax recognised is measured based on the expected manner
of realisation or settlement of the carrying amount of the assets and liabilities,
using tax rates enacted or substantively enacted at the balance sheet date.
Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance sheet
date and is reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow the related tax benefit to be utilised. Any
such reduction is reversed to the extent that it becomes probable that sufficient
taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are recognised
when the liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred tax
liabilities if, and only if, the Bank or the Group has the legally enforceable right to
set off current tax assets against current tax liabilities and the following additional
conditions are met:

— inthe case of current tax assets and liabilities, the Bank or the Group intends
either to settle on a net basis, or to realise the asset and settle the liability
simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to income taxes
levied by the same taxation authority on either:

— the same taxable entity; or

- different taxable entities, which in each future period in which significant
amounts of deferred tax liabilities or assets are expected to be settled or
recovered, intend to realise the current tax assets and settle the current
tax liabilities on a net basis or realise and settle simultaneously.
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Notes on the Accounts (continued)
AN i ()

(n) Insurance Reserves and Provisions for Outstanding Claims

~

Insurance reserves, except those attributable to long term business, represent the
proportion of retained premiums written in the year relating to the period of risk
from 1st January in the following year to the subsequent date of expiry of policies
which is carried forward as a provision for unearned premiums and calculated on a
daily basis.

The insurance reserve of long term business is ascertained by actuarial valuation.

Full provision is made for the estimated cost of claims notified but not settled at the
balance sheet date and for the estimated cost of claims incurred but not reported by
that date, after deducting the amounts due from reinsurers. Provision has also been
made for the estimated cost of servicing claims notified but not settled at the balance
sheet date and to meet expenses on claims incurred but not reported at the balance
sheet date.

These reserves and provisions are classified as other accounts and provisions.

Provisions and Contingent Liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Bank
or the Group has a legal or constructive obligation arising as a result of a past event,
and it is probable that an outflow of economic benefits will be required to settle the
obligation and a reliable estimate can be made.

Where it is not probable that an outflow of economic benefits will be required, or the
amount cannot be estimated reliably, the obligation is disclosed as a contingent
liability, unless the probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the occurrence or non-
occurrence of one or more future events, are also disclosed as contingent liabilities
unless the probability of outflow of economic benefits is remote.

(p) Employee Benefits

(i) Salaries, bonuses and leave benefits

Employee entitlements to salaries, annual bonuses, paid annual leave, leave
passage and the cost to the Group of non-monetary benefits are recognised
when they accrue to employees. An accrual is made for the estimated liability for
annual leave as a result of services rendered by employees up to the balance
sheet date.

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.
(i) Performance-related bonus plan
Liabilities for performance-related bonus plan, which are due wholly within twelve
months after the balance sheet date, are recognised when the Group has a
present constructive obligation as a result of services rendered by employees and
a reliable estimate of the obligation can be made.

(n)

(o)

(p)
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEETBEK @

(iii) Retirement benefits

Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident Fund
Exempted ORSO Scheme (“MPFEQS”) or the Mandatory Provident Fund Scheme
("MPFS"). Both are defined contribution schemes. The employer’s monthly
contribution to both schemes are at a maximum of 10% of each employee’s
monthly salary.

The pension schemes covering all the Group’s PRC and overseas employees are
defined contribution schemes at various funding rates, and are in accordance
with the local practices and regulations.

The cost of all these schemes is charged to the profit and loss account for the
period concerned and the assets of all these schemes are held separately from
those of the Group. Under the MPFEQS, the employer’s contribution is not reduced
by contribution forfeited by those employees who leave the scheme prior to
vesting fully in the contributions. Under the MPFS, the employer’s contribution is
reduced by contribution forfeited by those employees who leave the scheme
prior to vesting fully in the contributions.

(iv) Share options

Share options are granted to employees to acquire shares of the Bank. For option
schemes adopted before 2002, the option price was 95% of the average closing
price of the existing shares of the Bank for the last five business days immediately
preceding the date of offer. For option schemes adopted in and after 2002, the
option exercise price equals the fair value of the underlying shares at the date of
grant. At the date of offer or the date of grant, no employee benefit cost or
obligation is recognised. When the options are exercised, equity is increased by
the amount of the proceeds received.

(iii) ARARARF
REBSHE BRI B TIREVRINER) -
TR B TR ERRES M NBERG
Blkea It ATE S BIRVREZ o LEMER
FREEEREKE - BEHWIEE
WEAHRR  LRESMEERAFH
10% °

AEERAEBEAKEINE THRAERK
FHEE RIS - KRR E B IE
KAREMSIE

LA B KA ST B AR A
#=RA © FTA LB Bl A E AL E
MWEESHEE - BFESHERERRE
FTElF - BENERTSERELESRER
TEZHREEEKABEFAEMA AT
Ao MRt RAESFTEIAE - BEAM
FAlgEFELESNATEZHEEMHER
RIBERATEIMIR D ©
(iv) RR&HE

(B B3R AR LARE B ARFTAR (7 © £2002
FUARTERME 8] - RRERBEGT
RAREE B 2 A5 {EE 5 B A THE ARG
TG T{ER95%FTE © 20024 RIA%
WERAE TS - BRAEITEEERARMRMN R
BETFENRAFEEER - 2EEBRENS
HSEBRG T BSE T BEHER - ER
PRAEMATIERS + PRANE FTURERIB M50

(g) Off-balance Sheet Financial Instruments () EEEEBERUIINEHTE

Off-balance sheet financial instruments, commonly referred to as derivatives, arise
from futures, forward, swap and option transactions undertaken by the Group and
the Bank in the foreign exchange, interest rate and equity markets. Netting is applied
where a legal right of set-off exists, which would survive the insolvency of all parties.
Mark-to-market assets and liabilities are presented gross, and are included in
“Advances and other accounts less provisions” and “Other accounts and provisions”
respectively. The method of accounting for these instruments is dependent upon
whether the transactions are undertaken for dealing purposes, to hedge risk, or as
part of the management of asset and liability portfolios.

(i) Derivatives used for dealing purposes

Transactions undertaken for dealing purposes are marked to market and the net
present value of the gain or loss arising is recognised in the profit and loss account
as dealing profits or losses. Unrealised gains on transactions are included in
“Advances and other accounts” in the balance sheet. Unrealised losses on
transactions are included in “Other accounts and provisions”.
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Notes on the Accounts (continued)

(AZ )

(ii) Derivatives used for asset and liability management purposes (i) PTETAEEEEEERRAR
Transactions designated as hedges are valued on an equivalent basis to the assets, AR S RAEERHEE - BF
liabilities or net positions which they are hedging. Any profit or loss is recognised SFER R RELAE R 2 BEEGHE o (EfiEs
on the same basis as that arising from the related assets, liabilities or positions. HUBBEE - BESFEFEMSIRE

AR R ELAERER o
To qualify as a hedge, a derivative must be effective in reducing the price or ERAEETRG - ZOTETEMRES
interest rate risk of the asset or liability to which it is linked and be designated as AIBILRS A B RO E SR B B E S
a hedge at inception of the derivative contract. BENEREF R -
Interest rate swap transactions undertaken as part of the management of asset F#ETEESBESNERETEMALA
and liability portfolios are separately identified and interest income or expense MEFHAR ZE BB AR - BUES
arising therefrom is netted off against the related interest income or expense on BRI B U A B 32 AR BR B 2 S ) B B
the on-balance sheet items which these transactions are hedging. BfER LA WBEBR S WA KT
Any gain or loss arising on the termination of a qualifying hedging derivative is EEUE — &SRRt E TAMESE
deferred and amortised to earnings over the original life of the terminated contract. #F sk BRI B EA A8 R 2R B AR IR
Where the underlying asset, liability or position is sold or terminated, the qualifying ERES AR - EMENEE - BESH
derivative is immediately marked-to-market through the profit and loss account. BEHEHEVE - ZEMOTET A BB
TERERRARE -
(r) Segment Reporting () 2EFHE

A segment is a distinguishable component of the Group that is engaged either in iB?%EI—H#E%E’JZﬁEX*E AR ER

providing services (business segment), or in providing services within a particular HARF AT R R E R R A BN E 3B (B

economic environment (geographical segment), which is subject to risks and rewards BHE) - ZJZE%EH?—%&/HimEkﬁ%HW% (/=

that are different from those of other segments. DEL) ©

The Group has chosen business segment information as the primary reporting format REBRAEBDBA/EARELR - MR

and geographical segment information as the secondary reporting format. DER/REBREF o

Segment revenue, expenses, results, assets and liabilities include items directly DEBA - X - ¥4E - EENBEBERE

attributable to a segment and those that can be allocated on a reasonable basis to BB BN — 0 B RATA AT AR B D BE T %

that segment. Segment revenue, expenses, assets and liabilities are determined before DEPEVIAR o RBEEREBCEARNE—DEZ

intra-group balances and intra-group transactions are eliminated as part of the FOEBABERRZ I FEBRA ~ X

consolidation process, except to the extent that such intra-group balances and 1 BEREBEREEEBAINELR  mMEE

transactions are between Group enterprises within a single segment. The allocation AEBR 5B LIERIBGA R - WADERER

of revenue reflects the benefits of capital and other funding resources allocated to BRARIERE AR L 2 B & SRR 8 B AN e E

the business or geographical segments by way of internal capital allocation and fund MBS IRNFED BT EB MRS < %

transfer mechanisms. Inter-segment pricing is based on similar terms as those available 2 BB EIETE B LA TINRA THRTAE

to other external parties. A °

Segment capital expenditure is the total cost incurred during the year to acquire DEE AR =R IEREE LA A EIR B F 1

segment assets (both tangible and intangible) that are expected to be used for more DEBE VB ©

than one year.

(s) Related Parties (s) BEEEAL
For the purposes of these accounts, parties are considered to be related to the Group TEMRBIZABRIANS - BLRE B RARE A L RIS
if the Group has the ability, directly or indirectly, to control the party or exercise 5| B 5 ok fal B 12 2 A B B TS R A R
significant influence over the party in making financial and operating decisions, or K RAIBEEATZE N - MRIAZE SR
vice versa, or where the Group and the party are subject to common control or SE R AT K EEG SR EATE
common significant influence. Related parties may be individuals or other entities. AT - BEEEA L RIAREAS AT -

RmRITAEMRRDT 2004 F ]|




Notes on the Accounts (continued)
BRIEM &+ (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEETBEK @

(t) Cash and Cash Equivalents t) REeERERBELIEHR

. CHANGE IN ACCOUNTING POLICY

For the purposes of the cash flow statement, cash and cash equivalents comprise
balances with less than three months' maturity from the date of acquisition including
cash, balances with banks and other financial institutions, treasury bills, other eligible
bills and certificates of deposit that are readily convertible into known amounts of
cash and which are subject to an insignificant risk of changes in value.

B HEREE

IREEERERME  RekFRREEAR
BEREARREIRIEAZISANGER - 81
SREIR R 7 BB (E MRS T R TR AR
£ RITREMSREEALR  REES  H
EERBERIFRE -

The Bank has adopted HKAS 40 “Investment Property” issued by the Hong Kong
Institute of Certified Public Accountants (“HKAS40") in the consolidated accounts
retroactively from 1st January, 2004 in accounting for its investment properties.

In prior years, investment properties were stated in the balance sheet at open market
value, less any accumulated depreciation. Buildings with either the remaining useful
life or the remaining lease period of the land on which they are situated being 20
years or less were depreciated on a straight line basis at rates calculated to write off
the cost or valuation of the building over the shorter of the remaining estimated
useful life of the building or the remaining lease period of the land. Surpluses and
deficits arising on revaluation of investment properties were recognised on a portfolio
basis. The net surplus was credited to the investment property revaluation reserve.
The net deficit was first set off against any investment property revaluation reserve
and any resulting debit balance was thereafter charged to the profit and loss account.
Where a deficit had previously been charged to the profit and loss account and a
revaluation surplus subsequently arose, this surplus was credited to the profit and
loss account to the extent of the deficit previously charged.

In order to comply with HKAS40, the Group has adopted new accounting policies for
investment properties as set out in Note 2(g)(ii) and 2(h)(i). As a result of the adoption
of these accounting policies, the Group’s profit for the year has been increased by
HK$174,797,000 and the net assets of the Group at the year end have been increased
by HK$97,054,000.

The effect of adopting the new accounting policies was adjusted to the opening
balance of 1st January, 2004 in accordance with the transitional provisions of HKAS40.
As a result, the comparative information has not been restated.

BWFR2004F1 A1HR - AIBITHARE IRIBIR
(BB ETERDEA0RE EEME] (BEED
BEHERIFEA05)) M ERGTE R EME -

EEF  REVERARTERRSNERE
ERERAII - BREMOFIKERFRK
HEEsE RIS EEHR20F AT » HAAR
HEMENERRIZE B FGRERHRIE
FIAHEHMETNEREMRAENE - A5
EREMEMEENRRNERIRIREAAHE
R o FRMOCAREMES (AR - FEIEL
TRAEMEEHREANR - TRZBNERS
BRASEHE - ENEBRRENERERRBE
EMELRN B © FTABSRZBETERIA
EBRIERIRE B -

RS (BB EHERSF405)NESR - AEE
B RN — B B RE2(0) (i) K 2(h) () B BB %
BYFERFNEETEUR - BERALEETBUR - A
EBF RN 174,797,000 © AEE
B F R AYFE EE B hn# %5 97,054,0007T ©

BIE(E B G TR F4055) FIBE MK -
BETBERFTT R E - 4£E 752004551 A1 EI
BRI B Fa MERRERE - At - WES
RELEET ©

. INTEREST INCOME RIS WA
2004 2003
HK$'000 &% F HK$'000 B#F it
Interest income on listed investments EEHHFSMEA 181,621 200,547
Interest income on unlisted investments FELETREHFAF BA 501,120 331,082
Other interest income HFSWA 4,999,339 5,232,100
Total interest income FEW AR5 5,682,080 5,763,729
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Notes on the Accounts (continued)

BRIAR T (&)

5. INTEREST EXPENSE RIE X iH

B TR _F e _ T _F R

2004 2003
HK$'000 #&%T 5t HK$'000 &% F 70
Interest expense on customer deposits, BRfES - #17%
deposits of banks and other financial Hitn & BB TR R
institutions and certificates of deposit issued BEITERENFIS I 1,714,979 1,827,231
Interest expense on Subordinated Notes BEZENFSXH 325,627 325,460
Interest expense on other borrowings Hinfa Tl S 13,899 14,958
Total interest expense TS s 2,054,505 2,167,649
6. FEE AND COMMISSION INCOME fREEBRAESKA
Fee and commission income arises from the following services: TRE THIRES e AR B RS WA -
2004 2003
HKS$'000 &% Tt HK$'000 E%TF T
Corporate services BERG 391,262 359,370
Loans, overdrafts and guarantees B BYRER 358,838 240,330
Credit cards ERR 204,668 188,164
Other retail banking services H i TERITRSG 111,614 129,911
Trade finance ZHmE 116,965 101,375
Securities and asset management BENBEERE 192,974 135,816
Others Hith 130,283 111,328
Total fee and commission income BB RAEKALRE 1,506,604 1,266,294
7. NET TRADING PROFITS X 5 iaFIF%E
2004 2003
HKS$'000 &%t HK$'000 BT
Profit on dealing in foreign currencies HNEE B B A 160,636 135,623
Profit on other investments in securities HiBEHEERF 152,050 307,944
Profit on other dealing activities Hith BB EE T 47,685 29,512
Total net trading profits FR B 360,371 473,079
8. OTHER OPERATING INCOME  Hfth&&& g A
2004 2003
HKS$'000 &%t HK$'000 A%
Dividend income from listed equities FiESFREMBA 28,333 16,930
Dividend income from unlisted equities FEEMEFREEA 14,627 9,341
Rental from safe deposit boxes REgFETHSHA 85,346 84,279
Net revenue from insurance activities RERZEBFUA 87,656 83,559
Rental income on properties WMEBSWA 45,998 44,586
Others Hith 37,718 32,917
Total other operating income Hith e W A 58 299,678 271,612
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Notes on the Accounts (continued)
BRIEM &+ (&)

9. OPERATING EXPENSES #&&#& % i

2004 2003
HK$'000 &% ¥t HK$'000 ¥+

Contributions to defined contribution plan* ERERRAESER 103,478 94,191
Salaries and other staff costs FEeRHEMETHAA 1,329,711 1,251,150
Total staff costs BIMALE 1,433,189 1,345,341
Premises and equipment expenses excluding TEERENDER
depreciation R H
— Rental of premises —MEHe 142,542 132,703
- Maintenance, repairs and others —RE - BEREM 205,168 186,639
Total premises and equipment expenses
excluding depreciation TEERENYERRES HEE 347,710 319,342
Depreciation on fixed assets (Note 26) ElE &= E (Hak26) 243,961 228,842
Amortisation of goodwill (Note 25) B E L (fE25) 143,875 140,087
Other operating expenses Hibe &2
— Communications, stationery and printing — @i - XA REDR 159,047 143,858
— Legal and professional fees —FEREEREER 89,127 78,421
— Advertising expenses —-BLER 87,820 64,306
— Business promotions and business travel — RIS E R IS R 50,119 43,292
— Card related expenses —AlERRXH 41,104 31,112
— Stamp duty, overseas and PRC** business taxes, —ENTERL » BINRARE AR FAE
and value added taxes BER - RIEER 21,440 24,858
— Insurance expenses —RBE 14,035 5,550
- Debt securities issue expenses —BIEBESER 7,800 10,598
- Bank charges —RITE 7,296 5,844
— Administration expenses of secretarial business —~NEXBENOTRER 7,159 7,237
— Membership fees -g88H 5,126 4,943
- Bank licence —RITHERE 4,655 4,770
- Audit fee —ZEEE S 4,123 3,803
— Donations — B 2,043 3,881
— Others —Hfh 50,802 59,455
Total other operating expenses H b0 2 H4esE 551,696 491,928
Total operating expenses*** R MR+ 2,720,431 2,525,540
*  Forfeited contributions totalling HK$3,810,000 (2003: HK$2,619,000) were utilised to reduce * ORI AR ES,810,000 7T (2003 6 ¢
the Group'’s contribution during the year. There were no forfeited contributions available for B #2,619,0007T) B # FAER L LB A H#K -
reducing future contributions at the year end (2003: Nil). FOE A I A AT 5O R YL TR JE AR 2 AKX AT AR E

JBHEASHZ 4K (20035 - 4&) °

** PRC denotes the People’s Republic of China.

*** Included in operating expenses are direct operating expenses of HK$13,374,000 (2003: ok FERNSESHOEAFHS KaREYE
HK$13,365,000) in respect of investment properties which generated rental income during EHIEESIRERARE ] - 288 7/813,374,0007T
the year. (2003 : &#13,365,000 JT) °
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Notes on the Accounts (continued)

BRIAR T (&)

B TR _F e _ T _F R

10. CHARGE FOR BAD AND DOUBTFUL DEBTS ZEERR RERH
2004 2003
HK$'000 &% Tt HK$'000 &% Tt
Net charge for bad and doubtful debts BIR R REREHS TR
Specific provisions RN
— new provisions (Note 21(b)) — s (i EE21(0) 410,536 878,346
— releases — 5 (37,072) (118,863)
— recoveries (Note 21(b)) —Ym] (B E21(b)) | (J 79,95}) 77777 (18%,773?1) -
203,012 570,750
General provisions (Note 21(b)) — AR (HE21(b)
— new provisions —¥EE 162,182 65,265
— releases — 5 | 7(972,5877) 77777 (132,%45) -
Net charge to profit and loss account RIERRX TR 272,807 498,670

11. SHARE OF PROFITS LESS LOSSES OF ASSOCIATES

EAGEE A Ria N RE R

Share of profits less losses of associates included HK$318,000 (2003: HK$348,000)

amortisation of goodwill.

12. INCOME TAX Frig%i

FEASH & R RS ARES 18 R IE B 2 B
318,0007T(20034F : 5% 348,0007T) °

(a) Taxation in the Consolidated Profit and Loss Account Represents: (a) FEBHBRARIERE !
2004 2003
HKS$'000 &%t HK$'000 E%TF T
Current tax — provision for Hong Kong profits tax RERIE - BEFEHEE
Tax for the year (Note 29(a)) AEFEHE (1E29() 297,723 62,839
(Over)/under - provision in respect of prior years DA E R GBR) /TR (351) 197
297,372 63,036
Current tax — overseas REABIE — 4N
Tax for the year REFERE 52,279 50,668
Over-provision in respect of prior years EEERBRR (23,094) (3,193)
29,185 47,475
Deferred tax (Note 29(b)) IBERIE (Fi17E29(b))
Origination and reversal of temporary differences TRt RES RER 53,392 293,790
Effect of increase in tax rate on deferred tax B &I INEHRE R I
balances at 1st January M A1 B2 & 8 - 7,897
53,392 301,687
Share of associates’ taxation FEREE A RIBIE (4,619) 21,203
375,330 433,401

The provision for Hong Kong profits tax is calculated at 17.5% of the estimated
assessable profits for the year. Taxation for overseas subsidiaries is charged at the

appropriate current rates of taxation ruling in the relevant countries.

BERNEHERBR AN ERFT RS TE
BiE17.5%=1E < BINIB R R ITHZE
R PTEBRKARITHEH
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Notes on the Accounts (continued)

EEN i (&)
BT e T L. T _F§F o

12. INCOME TAX (continued)  FT1E%8{ @

(b) Reconciliation between Tax Expense and Accounting Profit at Applicable Tax (b) FEBEX HESHERNFLEER ZME 2 HIR

Rates
2004 2003
HKS$'000 &% Tt HK$'000 ¥ T
Profit before tax BB A& A 2,823,897 2,374,308
Notional tax on profit before tax, RRIEARARFKERNEHX
calculated at the rates applicable to profits TERB AR
in the tax jurisdictions concerned BEHIE 465,443 426,197
Tax effect of non-deductible expenses TR HR B2 57,454 88,207
Tax effect of non-taxable revenue BRRARBANTIATE (89,356) (65,989)
Tax effect of tax losses not recognised RERNBHRNHIATE 11,384 9,246
Recognition of deferred tax assets on AFBIBRERRIEL
prior year tax losses BIEEE (24,797) (7,509)
Effect on opening deferred tax balances resulting RAERFERSHE
from an increase in tax rate during the year HIRERIER AR 2 - 7,897
Over provision in prior years NEFERERT (23,445) (2,996)
Tax benefits derived from leasing partnerships REABEENTIENS (38,633) (42,918)
Others Hith 21,899 63
379,949 412,198
Share of associates’ taxation FEIGEE A RIBIE (4,619) 21,203
Actual tax expense ERBUIAR H 375,330 433,401
13. PROFIT ATTRIBUTABLE TO SHAREHOLDERS A% 3R & {h )5 7
The consolidated profit attributable to shareholders includes a profit of BERELESSHNBEEFARITRER
HK$2,070,825,000 (2003: HK$1,750,006,000) which has been dealt with in the B B #2,070,825,0007T(20034F - K
accounts of the Bank. 1,750,006,0007T) ©
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Notes on the Accounts (continued)

EEH 2 ()
B TR _F e _ T _F R

14. DIVIDENDS &2

(a) Dividends Attributable to the Year (a) EBAFEERE

2004 2003
HK$'000 ¥ ¥t HK$'000 A%+t

Interim dividend declared and paid of BBk R& % 11,480,480,902%

HK$0.28 per share on 1,480,480,902 shares GRRB0.28 TR ER S

(2003: HK$0.23 per share (20034 : 1,452,420,4400%

on 1,452,420,440 shares) (Note 32(i)) FGRRE0.237T) (FIEE32(3) 414,535 334,057
Final dividend paid in respect of the previous EREEE BB RRITIRR

financial year on shares issued under the BB B AR R AR 2

share option schemes subsequent BIROE LEE

to the balance sheet date and before the close BRRE0.627TH)

of the Register of Members of the Bank, RERRE

of HK$0.62 (2003: HK$0.35) (2003 : GRRE0.357T) 885 11
Final dividend proposed after TEREE BERRD

the balance sheet date of HK$0.80 per share HRHARRS1,491,998,551 %

on 1,491,998,551 shares FRRE0.807T

(2003: HK$0.62 per share on (2003 : 1,467,453,5250%

1,467,453,525 shares) BRRAE#0.627T) 1,193,599 909,821

1,609,019 1,243,889

The final dividend proposed after the balance sheet date has not been recognised as EAEE B2 BRI BB AR A E B
a liability at the balance sheet date. REEE -

(b) Dividends Attributable to the Previous Financial Year, Approved and Paid (b) REEZEREZNE ELFERE
During the Year
2004 2003
HK$'000 &% F HK$'000 & T

Final dividend in respect of the previous financial year, W& B K% 11,467,453,5250%

approved and paid during the year, BREK.627TH) FFERPRE
of HK$0.62 per share on 1,467,453,525 shares (20034 : 1,446,345,070f%
(2003: HK$0.35 per share on 1,446,345,070 shares) & &7%5#0.357T) 909,821 506,221
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15. EARNINGS PER SHARE #&RRZEFI
(a) Basic Earnings Per Share (a) BREARZER

The calculation of basic earnings per share is based on earnings of HK$2,423,800,000
(2003: HK$1,921,714,000) and on the weighted average of 1,479,171,460 (2003:
1,453,702,043) ordinary shares outstanding during the year.

G

Diluted Earnings Per Share

The calculation of diluted earnings per share is based on earnings of
HK$2,423,800,000 (2003: HK$1,922,793,000) and on 1,486,243,795 (2003:
1,459,024,994) ordinary shares, being the weighted average number of ordinary
shares outstanding during the year, adjusted for the effects of all dilutive potential

(b)

FRREAZEF TH IR R 5 6 2,423,800,0007T
(20034F : jB%1,921,714,0007T) K B 31T R
RAD Y ANMESF 9 801,479,171,4608% (20034 :
1,453,702,043/%)51 & -

SREHEER

SR E R R TR R E FI 7S 2,423,800,0007T
(20034F : 75%1,922,793,0007T) & 5L FT B At
BESEY 20T RREL ARGHOL AR
P EINHE 5 801,486,243,7950% (20034 :

shares. 1,459,024,994/R)5T & °
(c) Reconciliations () ¥R
2004 2003
Number of shares Number of shares
BB EE €]
Weighted average number of ordinary shares R{EHEBREARRTE
used in calculating basic earnings per share LA IR 2 1,479,171,460 1,453,702,043
Deemed issue of ordinary shares for WERTEHER
no consideration BTN EBR 7,072,335 5,322,951
Weighted average number of ordinary shares RIEHEGREERAE
used in calculating diluted earnings per share TRRD INFETF IS 1,486,243,795 1,459,024,994

16. DIRECTORS’ REMUNERATION E=M&

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong
Companies Ordinance is as follows:

REEBR AP E161 ERE AT EEMS
o

2004 2003
HK$'000 ¥ ¥t HK$'000 B#¥F 7T

Fees e

Salaries and other emoluments FeREMME
Performance-related bonuses REERENIEAL
Pension contributions BRSHERK

1,619 1,349
17,530 13,000
22,834 12,622

1,200 1,200
43,183 28,171

Included in the directors’ remuneration were fees of HK$599,000 (2003: HK$494,000)
paid to the Independent Non-executive Directors during the year.

Included in the above remuneration, share options were granted to Executive Directors
under the Bank’s Staff Share Option Schemes. The details of these benefits in kind
are disclosed under the paragraph “Information on Share Options” in the Report of
the Directors and Note 37.
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The remuneration of the Directors is within the following bands: ExMeneEEEMT
2004 2003
Number of Directors Number of Directors
EEAY BEEAH
HKS B

0 - 1,000,000 12 13

4,500,001 - 5,000,000 -
8,500,001 - 9,000,000 2 -
17,000,001 - 17,500,000 - 1
24,000,001 - 24,500,000 1 -

17. FIVE TOP-PAID EMPLOYEES S5&HHMREESHNES

The remuneration of the five top-paid employees, including Executive Directors, BIE(BEABER GRS EHRADEIRE © 5
disclosed pursuant to the Listing Rules of The Stock Exchange of Hong Kong Limited M ER=HIEERBENTESOFTM AN
is as follows: m

2004 2003

HKS$'000 &% ¥t HK$'000 &% Tt

Salaries and other emoluments e REMmBE 16,275 16,275
Performance-related bonuses FIREEIEAL 26,596 15,222
Share option Rk 8,876 3,381
Pension contributions RIKS R 1,502 1,502
53,249 36,380
The remuneration of the five top-paid employees is within the following bands: SEFHESHNESENCEHEEMNT
2004 2003
Number of Number of
Employees Employees
EEAH BE A
HK$ & #
4,000,001 - 4,500,000 - 1
4,500,001 - 5,000,000 - 2
5,000,001 - 5,500,000 - 1
5,500,001 - 6,000,000 2 -
8,500,001 - 9,000,000 2 -
16,500,001 - 17,000,000 - 1
24,000,001 - 24,500,000 1 -
Included in the emoluments of the five top-paid employees were the emoluments of 5% F &= a0 E 8 B4E31L(20034F : 31)E
3 (2003: 3) Directors. Their respective directors’ emoluments have been included in = o MR FE 21ER LittkizE1e

Note 16 above.
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18. SEGMENT REPORTING

7R E

~
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Segment information is presented in respect of the Group’s business and geographical
segments. Business segment information is chosen as the primary reporting format
because this is more relevant to the Group’s internal financial reporting.

Business Segments
The Group comprises the following main business segments:

Personal banking business includes branch operations, personal internet banking,
consumer finance, property loans and credit card business.

Corporate banking business includes corporate lending and loan syndication, asset
based lending, commercial lending, community lending, securities lending, trust
services, mandatory provident fund business and corporate internet banking.

Investment banking business includes treasury operations, securities broking and
dealing, provision of internet security trading services.

Corporate services include company secretarial services, share registration and business
services, and offshore corporate and trust services.

Other businesses include bancassurance, insurance business, property-related business
and wealth management business.

Unallocated items mainly comprise the central management unit, bank premises,
and any items which cannot be reasonably allocated to specific business segments.

(a)

REEREER IR A D B R e A F -
F A 2675 20 BRI ) & 7N 5 I A P B 755 4 ) A B

B - BULRA R EB S BER RERRE
B o

B P

REFKEATEEZXB DAL -
BASRITEBBIED ABAEF R R
1ThR% - HE &ET HZ?%EW\EHE)EH‘E%
7 o

EERITEBBECEBERREER - BE
ME  BWEER > PIECEER  BHEK

B3 ERERT - RHlERTREEB REEE
THRRIRITIRTS ©

?ﬁﬁfﬂﬁ%ﬁ% BREMEENE BRELLRE
RS EESFEER o

EERBEFEATNWERY - &5
WRH - REEEEREERY -
EMEBEERITRR  RERER - SHES
X RIS EERER -

ADENERRE T ZEREFRERE « )17
ik - AREMAREARESE TR EXBE DA
EVETSIRE) ©
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2004
Personal ~ Corporate Investment  Corporate Inter-segment
Banking Banking Banking Services Others Unallocated elimination Consolidated
pix: A

BARST  &RXBF  REBT  LEER At AE REEE  GRAE
HKS'000  HKS'000  HKS'000  HK$'000  HKS'000  HKS'000  HKS'000  HKS'000
EMTn  ERTn  ERTx ERTx BRTn BRTn BRTR EMTR

The Group £8
Net interest income EZIELON 1738465 = 1,336,813 579,621 (50) 24,248 (51,522) - | 3,621,575
Other operating income from RESNREPHEL

external customers WA 436,784 268,027 496,950 387,894 193,442 85,193 - 1,868,290
Inter-segment income AHEIRARA - - - - - 108,778 (108,778) -
Total operating income TRpAEE 2,175,249 1,604,840 1,076,571 387,844 217,690 142,449 (108,778) | 5,495,865
Operating profit/{loss) before ABERNES

provisions i/ (B8 1,013,239 1,025,569 836,336 139,944 64,084 (303,738) - 2775434
Inter-segment transactions PRELRS 91,956 8,172 3,745 - 306 (104,179) - -
(Charge for)write back of bad ERRRE

and doubtful debts (i) /& (84,842)  (206,148) (389) (9,033) 1,528 26,077 - (272,807)
Contribution from operations BEFE 1,020,353 827,593 839,692 130,911 65,918 (381,840) - 2,502,627
Revaluation surplus on investment

properties BERENZRR - - - - - 227,941 - 227,941
Write back on impairment loss RiTTibAE

on bank premises BREE - - - - - 18,538 - 18,538
Share of profits less losses of JEfERE AFIER

associates HER (1,723) 18,624 19,255 - 28,481 (261) - 64,376
Other income and expenses* Bt AR - (15,773) 19,830 - - 6,358 - 10415
Profit/(loss) before taxation Bangs/ (58 1,018,630 830,444 878,771 130,911 94,399 (129,264) - 2823807
Income tax &R - - - - - (375,330) - (375,330)
Minority interests SEhRER - - - (24,767) - - - (24,767)
Profit/loss) attributable to TR/

shareholders (B4#8) 1,018,630 830,444 878,777 106,144 94,399 (504,594) - 2423800
Profit/loss) attributable to TR R/

shareholders is after charging: (BRI :
Depreciation for the year ERRHE (91,616) (48,490) (17,205) (7,405) (6,909) (72,336) - (243,961)
Amortisation of goodwill HEEE (30538) (31,701)  (40,040)  (39,626) (1,970) - - (143875)
Segment assets PHEE 48448340 | 71,741,124 | 77,018,778 1,645,556 1,507,253 704,842 - 201,065,893
Investments in associates BERTRE 36,601 290,495 71399 - 319,574 1,804 - 725,963
Unallocated assets ANEEE - - - - - 8577,690 - | 857769
Total assets BElRE 48,484,941 | 72,031,619 = 77,096,177 1,645,556 = 1,826,827 = 9,284,426 - 210,369,546
Segment liabilities PHERE 106,071,387 | 57,671,069 = 14,045,540 52,344 1,129,967 - - 178,970,307
Unallocated liabilities AOEEE - - - - - 5234979 - | 5234979
Total liabilities BfEEE 106,071,387 | 57,671,069 = 14,045,540 52344 1,129,967 5,234,979 - 184,205,286
Write back of impairment loss BERERRFA

credited to equity RRER - - - - - 12,839 - 12,839
Capital expenditure incurred

during the year EENERFR 53,613 74,870 88,472 228,523 28576 | 1432127 - | 1,906,181
*  Other income and expenses included net profit or loss on disposal of fixed assets, held-to- * HMWARXHBEHERTEEE  FE5|H

maturity debt securities, investment securities and associates, provision or write back on BERES  REBHFNB SR RINEG - kEF
held-to-maturity debt securities, investment securities and associates. ERMETES - RBEHFIEE D FHO R

sk o
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18. SEGMENT REPORTING (continued) 70 2PR4E @)

(a) Business Segments (continued)

(a) EHED AR &)

2003
Personal  Corporate  Investment  Corporate Inter-segment
Banking Banking Banking Services Others  Unallocated  elimination ~ Consolidated
AL
EABT 0587 RABG  OERE it AR RGEE  GRER
HKS000  HKS000  HKSO00  HKSO00  HKS000  HKS000  HKSO00  HKS000
AEfr  AkTr  A¥Tn A%t BTr  BETn  BETr #ETR
The Group £@
Net interest income FHSHA 1,932,393 1,170,885 526,811 24 34,481 (68,514) - 359,080
Other operating income from RENREPEEL
external customers mEBA 393,717 254,897 566,319 358,375 147,970 78,389 - 1,800,167
Inter-segment income AHBZRHMA - - - - - 136,566 (136,566 =
Total operating income mepAEs 2,326,110 1,425,782 1,093,630 358,399 182,451 146,441 (136,566) 5,396,247
Operating profit/(loss) before ARERNEE
provisions /(B8 1,286,224 880,649 858,429 112,477 36,722 (303,794) - 2870707
Inter-segment transactions ABELZH 112,3% 11,256 6,779 - - (130,429) - -
Charge for bad and doubtful debts SR RRES (343519)  (112,574) (16,138) (9,995) (15,944 ) (500) - (498,670)
Contribution from operations el 1,055,099 779,331 849,070 102,482 20,778 (434,723) - 2372037
Revaluation surplus on investment
properties ERENERR - - - - - 12,816 - 12,816
Impairment loss on bank premises  STTLRERR - - - - - (113,782) - (113,782)
Share of profits less losses of EEBENAET
associates BER (3.994) 26,007 1314 = 97,932 (8,661) - 112,593
Other income and expenses* AR - 3,250 (16,252) - 5,941 (2,300) - (9,361)
Profit/(loss) before taxation BiaRTl/ (58 1,051,105 808,588 834,132 102,482 124,651 (546,650 - 2374308
Income tax FiisHt - - - - - (433,401) = (433,401)
Minority interests SYRRER = = = (18,992) (150) (51) - (19,193)
Profit/(oss) attributable to RRERER]/
shareholders (B8 1,051,105 808,588 834,132 83,490 124,501 (980,102) - 19714
Profit/(oss) attributable to RRERER]/
shareholders is after charging: (BR) B :
Depreciation for the year FEARE (84,255) (40938) (16,340) (6,468) (7,593) (73,248) - (228,842)
Amortisation of goodil B (31425)  (@5214)  (@5638)  (36870) (940) = - (140087)
Segment assets PEEE 48,173,407 56,294,715 82,861,682 1,169,400 1,103,878 90,214 - 189,693,29
Investments in associates BENRRE 31,926 342,601 53,840 - 304,705 3412 - 736,484
Unallocated assets AEEE - - - - - 8046338 - 8046338
Total assets LS 48205333 56,637,316 82,915,522 1,169,400 1408583 8,139,964 - 198476,118
Segment liabilities S8k 110,392,305 45,031,831 13,440,069 62,760 731,779 - - 169,664,744
Unallocated liabilities APEEE = = = = - 4424705 - 4424705
Total liabilities REER 110,392,305 45,031,831 13,440,069 62,760 731,779 4,424,705 - 174,089,449
Impairment loss charged REBRRER
to equity [3a5E ] = = = = - (122013) - (122013)
Capital expenditure incurred
during the year FENERRR 44,118 53,071 79,940 328,010 5329 15,732 - 526,200

*  Other income and expenses included net profit or loss on disposal of fixed assets, held-to-
maturity debt securities, investment securities and associates, provision or write back on
held-to-maturity debt securities, investment securities and associates.
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(b) Geographical Segments

The information concerning geographical analysis has been classified by the location
of the principal operations of the subsidiaries, or in the case of the Bank itself, of the
location of the branches of the Bank responsible for reporting the results or booking

(b) HEDH

iR D BN RBENBARNEEEY
FRPEHLE: - BARITAE - MIRARRESE
BRI EEANRZ DITHE T ABID ©

the assets.
2004
People’s Other Asian Inter-segment
Hong Kong  Republic of China Countries Others elimination Consolidated
A HEARLANE AftENER At ABEZRSEH RaBE
HKS'000B% T HK$'000B¥ T  HKS'000BM T HKS'000BMTr HKS000EMTr HKS000B%T
The Group 58
Total operating income LEwNBE 4,504,742 528,168 209,545 523,386 (269,976) 5,495,865
Profit before taxation BRA AT A 2,395,821 177,884 80,288 169,904 - 2,823,897
Total assets BEDS 178,475,184 28,172,241 17,442,983 31,149,607 (44,870,469) 210,369,546
Total liabilties Elers 157,253,477 28,117,952 17,267,817 23,821,351 (42,255,311) 184,205,286
Contingent liabilities and
commitments FRABRAR 33,548,424 3,508,652 4,199,197 3,029,858 - 44,286,131
Capital expenditure
during the year FENERRR 1,551,254 107,152 224,903 28712 - 1,906,181
2003
People’s Other Asian Inter-segment
Hong Kong  Republic of China Countries Others elimination Consolidated
FE  AEARLNE A B HER it AEEzRFEH FRBR
HKS'000BH T HKS'000BMFL  HKS'000BHTIL  HKS000BHTFIL HKS000BBTT  HKS'000EBT T
The Group 58
Total operating income gepALE 4,582,445 439,362 180,084 485,688 (291,332) 5,396,247
Profit before taxation Iy 2,028,663 157,833 74,525 113,287 - 2,374,308
Total assets AEET 171,220,488 19,224,326 14,070,718 29,237,812 (35,277,226) 198,476,118
Total liabilities it 151,169,264 19,173,706 13,876,847 22,078,299 (32,208,667) 174,089,449
Contingent liabilities and
commitments BENIEWESS 28,437,677 2,239,141 2,280,989 1,738,291 - 34,696,098
Capital expenditure
during the year FRNARRR 456,695 47,843 843 20,819 - 526,200
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19. CASH AND SHORT-TERM FUNDS R&REHES

The Group &8 The Bank 17
2004 2003 2004 2003
HKS$'000 B¥TFx  HK$'000 BEF7r HKS$'000 ¥ Fx HK$'000 BEFT

Cash and balances with banks Re RIEFITH
and other financial institutions HEiemlENET 3,655,593 2,695,618 3,460,456 2,560,012
Money at call and short notice BAREETER 32,251,148 29,843,667 32,068,851 29,625,898
Treasury bills (Note 28) Bl &S (Fi+E28) 3,970,997 3,494,225 3,963,240 3,321,527
39,877,738 36,033,510 39,492,547 35,507,437
An analysis of treasury bills
held is as follows: BEREEHFAMIT :
- Unlisted, held-to-maturity, —F LmRHEIES
at amortised cost (GRENEE: SiE) 43,093 233,593 35,336 60,895
— Unlisted, other investments —F EmEMEFRE
in securities, at fair value (AFE) 3,927,904 3,260,632 3,927,904 3,260,632
3,970,997 3,494,225 3,963,240 3,321,527
All treasury bills are issued by central governments and central banks. A BB (& 5515 i R R U B R R R T B AT ©
20. INVESTMENTS IN SECURITIES FEHRE&E
(a) Certificates of Deposit Held - Unlisted (Note 28) (a) FEMERE - L (FizF28)
The Group &8 The Bank 17
2004 2003 2004 2003

HK$'000 B¥F T HK$'000 BEF7T HKS$'000 B¥ T  HK$'000 BT T

Non-trading, at fair value EXZR%E (ATE) 1,028,179 1,418,361 1,024,189 1,418,361
Held-to-maturity, at amortised cost ~ #Z 2|4 (RERZH5E) 1,418,768 1,598,195 1,041,839 1,140,958
2,446,947 3,016,556 2,066,028 2,559,319
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(b) Other Investments in Securities (b) HEAbHFHHRE
The Group &8 The Bank $217
2004 2003 2004 2003
HK$'000 E%F it  HK$'000 BE T HK$'000 B¥Fx HK$'000 BT

Listed i)
~in Hong Kong —EBB LM
equity securities RS 410,594 455,821 353,588 432,351
debt securities EEH 752,502 - 752,502 =
- outside Hong Kong — ERBUIMEE
equity securities 10 7 % 186,195 286,491 146,638 271,897
debt securities B EH 2,947,608 4,016,859 2,566,292 3,641,903
4,296,899 4,759,171 3,819,020 4,346,151
Unlisted JFEm
— equity securities - BipEH 315,881 48,392 304,663 38,090
— debt securities — EES 3,950,587 5,343,772 3,645,698 5,103,735
4,266,468 5,392,164 3,950,361 5,141,825
8,563,367 10,151,335 7,769,381 9,487,976
Equity securities RS 912,670 790,704 804,889 742,338
Debt securities (Note 28) ER5EH (F1:128) 7,650,697 9,360,631 6,964,492 8,745,638
8,563,367 10,151,335 7,769,381 9,487,976
Market value of listed securities FHEATE
— equity securities —RihESH 596,789 742,312 500,226 704,248
— debt securities —ERES 3,700,110 4,016,859 3,318,794 3,641,903
4,296,899 4,759,171 3,819,020 4,346,151
Issued by: BATHE
- Central governments and
central banks —HRB AR RRT 286,836 741,084 246,592 387,022
— Public sector entities —REHE 704,100 1,929,256 704,100 1,929,096
- Banks and other
financial institutions —SRITREM SRR 3,291,265 3,705,219 2,941,048 3,453,149
— Corporate entities —% 4,217,514 3,717,394 3,834,047 3,681,191
— Others —Hft 63,652 58,382 43,594 37,518
8,563,367 10,151,335 7,769,381 9,487,976
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20. INVESTMENTS IN SECURITIES (continued) & RE @)

(c) Held-to-maturity Debt Securities (Note 28) () BZEHNEREES (fzE28)
The Group &8 The Bank 217
2004 2003 2004 2003
HK$'000 B%F T HK$'000 ¥ TF7T HK$'000 B% T HK$'000 BT
Listed i}
—in Hong Kong - &EEBLM 518,281 162,957 497,682 131,865
- outside Hong Kong — ERBUIMEE 2,919,372 2,179,303 2,734,412 2,046,496
3,437,653 2,342,260 3,232,094 2,178,361
Unlisted JEET 12,658,431 9,366,965 12,085,066 8,912,519
16,096,084 11,709,225 15,317,160 11,090,880
Market value of listed securities EmEHTE 3,450,682 2,346,884 3,238,673 2,176,637
Issued by: BATHE
— Central governments and
central banks — R R ERIT 7,843,778 7,618,960 7,839,919 7,618,960
— Public sector entities —RERE 1,196,216 124,021 964,550 -
- Banks and other
financial institutions — R REMSRIEE 2,181,169 1,685,284 1,785,331 1,297,143
- Corporate entities —{% 4,874,921 2,280,960 4,727,360 2,174,777
16,096,084 11,709,225 15,317,160 11,090,880
(d) Investment Securities (d) BREZES
The Group &8 The Bank 17
2004 2003 2004 2003
HK$'000 &% HK$'000 A# T 7T HK$'000 B¥F T HK$'000 BT
Listed i}
- in Hong Kong —ERBLT
equity securities 1S - 50 - -
— outside Hong Kong — ERBUINE F
debt securities BEBESR 71,410 68,457 71,410 68,457
71,410 68,507 71,410 68,457
Unlisted JLm
— equity securities — BRDES 142,285 151,935 102,255 112,322
— debt securities - EBES 22,678 22,655 18,180 18,003
164,963 174,590 120,435 130,325
236,373 243,097 191,845 198,782
Equity securities fn S 142,285 151,985 102,255 112,322
Debt securities (Note 28) &5 7 (Ff7128) 94,088 91,112 89,590 86,460
236,373 243,097 191,845 198,782
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The Group &8 The Bank $27
2004 2003 2004 2003
HK$'000 B¥ Tt HK$'000 BEF7T HKS$'000 B%¥ T  HK$'000 BT T

Market value of listed securities tHESTE
- equity securities - RihESH - 50 - -
— debt securities - EBES 81,943 68,717 81,943 68,717
81,943 68,767 81,943 68,717
Issued by: BATHE
- Corporate entities —% 154,414 161,341 128,673 135,787
- Central governments and
central banks — R REFRIA RERIT 14,577 - - -
- Banks and other
financial institutions —FITREMERE 3,910 - - -
- Others —Hfh 63,472 81,756 63,172 62,995
236,373 243,097 191,845 198,782

21. ADVANCES AND OTHER ACCOUNTS LESS PROVISIONS CEiHIREEZERR HitbERE

(a) Advances to Customers and Other Accounts (a) BEPERKHMMIRE
The Group 8 The Bank 17
2004 2003 2004 2003
HK$'000 &% HK$'000 A® T 7T HK$'000 B¥F T HK$'000 BT

Advances to customers (Note 28) ZPEN (Ffim28) 117,258,753 102,908,836 112,769,755 99,684,758
Advances to banks and other RITREMSREE
financial institutions (Note 28) B (fi5E28) 2,114,655 1,563,981 2,114,655 1,563,981
Accrued interest JEETHIE 1,054,632 1,137,979 1,019,140 1,111,846
Less: Suspended interest o BRFE (319,779) (439,982) (319,520) (439,431)
Other accounts H BRI 4,523,708 4,380,696 4,371,673 4,842,953
Construction in progress TR - 468,235 - 468,235
124,631,969 110,019,745 119,955,703 107,232,342

Less: Provisions for bad and

doubtful debts A BRRREEE
- Specific — B 342,320 380,400 217,143 238,978
- General - % 1,339,996 1,259,551 1,277,326 1,209,630

122,949,653 108,379,794 118,461,234 105,783,734

mnRTARAR 2008w 103




Notes on the Accounts (continued)

BRIEN & ()

21. ADVANCES AND OTHER ACCOUNTS LESS PROVISIONS (continued)

EHRER cER R HMHRER @

(b) Provisions Against Advances and Other Accounts for 2004 (b) 2004F &K HAbARIE R 2
The Group &£E
Advances to customers and Suspended
other accounts Trade bills and others Total interest
EFENRAMEE E5RBRAM k] BRFR
Specific General Specific General Specific General
H —& 373 —& £33 —&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BB ik BB BB BT
At 1st January M1A1R 380,400 1,259,551 - 1,282 380,400 1,260,833 508,390
New provisions charged to
profit and loss account EABRRNITER
(Note 10) (FfizE10) 409,857 160,654 679 1,528 410,536 162,182 -
Provisions released back to
profit and loss account BEERROER
(Note 10) (FfizE10) (207,399) (90,649) (125) (1,738) (207,524) (92,387) -
Amounts written off b (420,582) (474) (679) - (421,261) (474) | (203,974)
Recoveries (Note 10) Ye[EI%E (PiEE10) 170,327 210 125 - 170,452 210 -
Interest suspended
during the year FRBRHE - - - - - - 152,864
Suspended interest recovered  BRF SIRE - - - - - - (79,374)
Additions through acquisition A WEMEA A
of subsidiaries HEE 2,062 - - - 2,062 - -
Other movements Hn &%) 1417 3,503 - - 1,417 3,503 -
Exchange adjustments kS 6,238 7,201 - 23 6,238 7,224 1,723
At 31st December ®12A318 342,320 1,339,996 - 1,095 342,320 1,341,091 380,129
The Bank $17
Advances to customers and Suspended
other accounts Trade bills and others Total interest
EFENRAMEE E5RBRAM k] BRFR
Specific General Specific General Specific General
H —& 373 —& 373 —&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BT ik BT BB BB BT
At 1st January M1A1R 238,978 1,209,630 230,665 1,283 469,643 1,210,913 508,338
New provisions charged to
profit and loss account EABRRNIER 398,344 141,370 123,679 1,527 522,023 142,897 -
Provisions released back to
profit and loss account BOBRRNER (176,858) (82,574) (22,319) (1,738)  (199,177) (84,312) -
Amounts written off s (409,125) (439) (679) - (409,804) (439)  (203,253)
Recoveries fiEk: 158,542 210 125 - 158,667 210 -
Interest suspended
during the year FRBRAE - - - - - - 151,988
Suspended interest recovered R F|SUKE - - - - - - (78,900)
Other movements Hih 25 1,417 3,503 - - 1,417 3,503 -
Exchange adjustments BN 5,845 5,626 - 23 5,845 5,649 1,698
At 31st December M12A318 217,143 1,277,326 331,471 1,095 548,614 1,278,421 379,871
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Notes on the Accounts (continued)
BRIEM &+ (&)

- W _' B - W " |
Provisions Against Advances and Other Accounts for 2003 2003F E MR b ARIEHIER
The Group £E
Advances to customers and Suspended
other accounts Trade bills and others Total interest
BRPERRAMEE BHRBEREM Fe BRAE
Specific General Specific General Specific General
R —#& R —#& PR —#&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BRI BB BB BB BRI
At 1st January MA1R 426,713 1,333,257 = 1,268 426,713 1,334,525 559,576
New provisions charged to
profit and loss account EABRRNITER
(Note 10) (FizE10) 878,092 63,830 254 1,435 878,346 65,265 -
Provisions released back to
profit and loss account BEERROER
(Note 10) (FizE10) (307,382) (135,917) (214) (1,428) (307,596) (137,345) -
Amounts written off HisazE (824,582) (10,294) (254) = (824,836) (10,294) (171,621)
Recoveries (Note 10) Yee%E (BfizE10) 188,519 4,038 214 = 188,733 4,038 -
Interest suspended
during the year FRBRAE = - - - - - 201,591
Suspended interest recovered R F| SILE = - - - - - (81,381)
Additions through acquisition  &UEEHE AR
of subsidiaries HEE - 36 - - - 36 -
Other movements Hin e 15,836 (2,979) - - 15,836 (2,979) -
Exchange adjustments BE 5 A% 3,204 7,580 - 7 3,204 7,587 725
At 31st December ®12A318 380,400 1,259,551 = 1,282 380,400 1,260,833 508,890
The Bank 17
Advances to customers and Suspended
other accounts Trade bills and others Total interest
BRPERRAMEE BHRBEREM Fe BRAE
Specific General Specific General Specific General
R —#& R —#& PR —#&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BRI BB BB BB BRI
At 1st January MA1R 279,672 1,222,872 230,665 1,267 510,337 1,224,139 558,167
Additions through merger BERTRERRD
with EAC and EAF MBAGELE 20,228 80,296 = = 20,228 80,296 1,175
New provisions charged to EABRER
profit and loss account HORTER 832,605 52,442 254 1,436 832,859 53,878 -
Provisions released back to BEERE
profit and loss account RI%ER (291,047)  (132,996) (214) (1,427)  (291,261)  (134,423) =
Amounts written off HisasE (796,555) (9,662) (254) = (796,809) (9,662) (171,579)
Recoveries {EES 182,723 1,533 214 = 182,937 1,533 -
Interest suspended
during the year FRBRHE = - - - - - 200,959
Suspended interest recovered R F| S IR = - - - - - (81,110)
Other movements Hin e 9,837 (8,625) - - 9,837 (8,625) -
Exchange adjustments HEH EE 1,515 3,770 - 7 1,515 3,777 726
At 31st December ®12A318 238,978 1,209,630 230,665 1,283 469,643 1,210,913 508,338
Suspended interest related only to advances to customers and other accounts. BRFSRERFERREMARESGR -
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Notes on the Accounts (continued)
BRIEM &+ (&)
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21. ADVANCES AND OTHER ACCOUNTS LESS PROVISIONS (continued) O 3HIFR% M2 E 7R EMBRE @)

(c) Non-performing Advances to Customers () TERITEFEX
Non-performing advances to customers are advances on which interest is being placed TE1TEFEREER SBANSHRER 3
in suspense or on which interest accrual has ceased. BRI 2T SHER
The Group &8 The Bank $217
2004 2003 2004 2003

HK$'000 ¥  HK$'000 A TF7T HKS'000 E¥FT HK$'000 BE T

Gross non-performing advances

to customers TEOIBFENESR 1,365,432 2,526,389 1,360,524 2,510,946
As percentage of total advances

to customers EEFEREERAL 1.16% 2.45% 1.21% 2.52%
Specific provisions RERER 206,624 219,528 206,624 219,528
Suspended interest* BRF S * 380,129 508,890 379,871 508,338
*  Inclusive of interest capitalised * BEBERMEAIFIE
There were no advances to banks and other financial institutions on which interest is 72004412 A31H %2003 128310 + A%
being placed in suspense or on which interest accrual has ceased as at 31st December, B S TRT R E M REBAFTORS - WEF
2004 and 31st December, 2003, nor were there any specific provisions made for BRBAFEBRERNEFIEZAFENE
them on these two dates. K IMERL & S B SIR R RS -

22. ADVANCES TO CUSTOMERS - NET INVESTMENT IN FINANCE LEASES EFEX-®mEHENFRER

Advances to customers include net investment in equipment leased under finance BRFENBEARERERAHLHRERE - 1R
leases. The total minimum lease payments receivable under finance leases and their BREHERKNRERSENTEE  RER
present values at the year end are as follows: BIAE -

The Group and The Bank £B R 17

2004 2003
Present value of Interest Present value of Interest
the minimum  income relating  Total minimum the minimum income relating  Total minimum
lease payments  to future periods lease payments lease payments to future periods lease payments

BREREANFEE HEARASKA BEREAFLE SEEENFEE EARFSMA SERENFEE
HKS'000B% T  HK$'000B¥ T HKS'000EMTRL HKS'000EMTT  HKS'000EETT  HKY'000%EH T

Amounts receivable: FERERR -
Within one year 1R 815,401 111,436 926,837 550,741 117,715 668,456
After one year but

within five years 1ENBRZSER 1,262,417 217,59 1,480,011 1,034,853 297,777 1,332,630
After five years SELA% 1,813,039 276,970 2,090,009 1,750,661 388,457 2,139,118

3,890,857 606,000 4,496,857 3,336,255 803,949 4,140,204
Less: Provisions for bad and 3, : BBk R
doubtful debts REEE (3,846) (7,453)

Net investment in finance RAHEN

leases FRER 3,887,011 3,328,802
The net investment in finance leases is carried on the balance sheet as a receivable. BMERENFREBEREEUIRTAEER
No accrual is made for the interest income relating to future periods. BR - BIERAARFABFNFEWA -
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Notes on the Accounts (continued)
BRIEM &+ (&)
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23. INVESTMENTS IN SUBSIDIARIES [fiEB A T1RE

The Bank 17
2004 2003
HK$'000 &% T HK$'000 &% Tt

Unlisted shares, at cost Ems (RE) 2,008,087 1,980,975
Less: impairment loss B ORERER (169,850) (169,850)
1,838,237 1,811,125
Acquisition of subsidiaries: =N
On 9th March, 2004 the Group acquired the remaining 30% interest in Asia Strategic N2004F3 A9 H  AKFEURER
Capital Limited for a cash consideration of US$3,475,500. 83,475,500 8 AAsia Strategic Capital
Limited 2~ 2 30% % #&
The Group formed Tricor Singapore Pte. Ltd., a 75.6% subsidiary, to acquire the 200410 A1 H - NEEFAK Y —[EH%
secretarial, share registration and bookkeeping businesses of PricewaterhouseCoopers 575.6% 1z B & A Bl—Tricor Singapore Pte.
in Singapore on 1st October, 2004 for a cash consideration of $$68,000,000. Ltd. + SAURSREFT N #68,000,000 7T AZE
ERUKE RN R TR ME « B35
B MR T
The following list contains only the particulars of subsidiaries which principally affected NTHERBEHARBENEE  SEXAE
the results, assets or liabilities of the Group. The class of shares held is ordinary unless BERTZENMBE AR ° BRIESBINGHE - 1bF
otherwise stated. &0 8 AL ©
Details of these companies are as follows: UL EME A RRFHEINT:
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERAT KM
IR R B B 3 it B ERTRARKE FRiih Rz Fiih Rz E k=
Bank of East Asia (Trustees) Hong Kong HK$7#%150,000,000t  100% Trustee
Limited BB {EFERRTE
RIIRTT (E5E) AR DA
BEA Pacific Asia Limited Hong Kong US$13,000,000% 7T 100% Investment holding
BB REER
BEA Pacific (Vanuatu) Vanuatu US$100,000% 7T 100% Holding of a single
Limited FETE outstanding deposit
FE —ARIRRER
Blue Cross (Asia-Pacific) Hong Kong HK$7%%189,000,000t  100% Insurance
Insurance Limited B R
E+F @R REERAR
East Asia Asset Management Hong Kong HK$7&%:10,000,0007T 100% Asset management
Company Limited B BEERE
RuBEEERRAR
East Asia Corporate Services BVI US$250,000% 7T 75.6% Registered agent and
(BVI) Limited REBERHS trustee services
AR R A= FEARTS
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Notes on the Accounts (continued)

BRIEN & ()

23. INVESTMENTS IN SUBSIDIARIES (continued) Ffi B A TRE @

Place of
incorporation Issued and % Held by
Name of company and operation  paid-up capital The Bank  The Group Nature of business
ARERAT KM

DR EBE E B2 B S it B ERTRARKRE FRrib Rz Frib Rz FBME

East Asia Electronic Data PRC US$2,700,00037t 100% Servicing
Processing (Guangzhou) REARFEFE AR
Limited (Note 1)

RaBETFERERE (BM)
BRAR FFE

East Asia Facility Management  Hong Kong HK$75%:10,0007T 100% Facility management
Limited B REE I

REREEEARAA

East Asia Financial Holding BVI US$1%T 100% Issuer of
(BVI) Limited REBERHS subordinated notes

REZRBEETA

East Asia Financial Services BVI US$23,296,000% 7T 100% Investment holding
(BVI) Ltd. KBRS REER

East Asia Futures Limited Hong Kong HK$7&#7,000,0007T 100% Options and

RuHERRAR BB futures trading

HRENBEER

East Asia Holding Company, US.A. US$5%7T 100% Bank holding company
Inc. ES RITHEAR A A

East Asia Indonesian Seychelles US$100,000% T 100% Investment holding
Holdings Limited (Note 2) EEH REER

East Asia Investment Hong Kong HK$7%%100,000,0007t  100% Securities trading
Holdings Limited B BHFEE

REREZERAR DA

East Asia Investments BVI HK$7%%186,038,725;t 100% Investment holding
Holdings (BVI) Ltd. KBRLEFS REER

East Asia Properties Holding Hong Kong HK$75%510,0007T 100% Investment holding
Company Limited B REER

REMEZERAR DA

East Asia Properties Hong Kong HK$75%10,0007T 100% Property holding
Investment Company B MERE
Limited

REMEREAR DA

East Asia Properties (US), US.A. US$537T 100% Property holding
Inc. EH LIESSYE]

East Asia Property Agency Hong Kong HK$7#51,000,0007T 100% Property agency
Company Limited B MERE

FEMEKRERRAA

East Asia Property Holdings Jersey STGE 985 100% Property holding
(Jersey) Limited EAS MERH
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Notes on the Accounts (continued)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
AER1T TEE
AT ER T I S 3 B ERITRBERE Frib Rz Frib gz L
East Asia Secretaries (BVI) BVI HK$7&#300,000,0007T 75.6% Investment holding
Limited EBRUHE BEER
East Asia Securities Company  Hong Kong HK$7##25,000,0007T 100% Securities broking
Limited B BHEEE
REEHARAA
East Asia Strategic Holdings BVI US$50,000,000% T 100% Investment holding
Limited RBRIHS REER
Golden Wings International BVI US$10,000% 7 100% Property investment
Ltd. RBRIHS MERE
Leader One Limited BVI US$13=t 100% Investment holding
RBRIHS REER
Secretaries Limited Hong Kong HK$E %27t 75.6% Business, corporate
WEBMERBERAT B and investor services
A% - ERKEERS
Strath Corporate Services Hong Kong HK$ &2t 75.6% Business and corporate
Limited B services
TS R B ZE AR TS
Tengis Limited Hong Kong HK$78#207T 75.6% Business, corporate
BERFAR AR BB and investor services
A% - ERKEERS
The Bank of East Asia (BVI) BVI US$1,000,000%7t 100% Banking services
Limited REELHES R1TARTS
FIRTT (RBEXES)
BRAT]
The Bank of East Asia Canada C$n%38,000,0007T 100% Banking services
(Canada) mex RITIRTS
INEARRIERIT
The Bank of East Asia U.S.A. US$4,000,000%7t 100% Banking
(U.S.A.) N.A. £S5 $R1T
EBIR I ERTT
Tricor Holdings Limited BVI US$7,001%7% 75.6% Investment holding
EBRUHS BEER
Tricor Services Limited Hong Kong HK$8#% 27T 75.6% Business, corporate
FEFEXEBERAT B and investor services
B - DERIEEERS
Tricor Singapore Pte. Ltd. Singapore S$FT I EE2 T 75.6% Investment holding
EoimilIbE REER
Notes: Bt -

1. Represents a wholly foreign owned enterprise.

2. This company has re-domiciled from Mauritius to Seychelles on 30th December, 2004 and
the issued and paid up capital was increased from US$2 to US$100,000.

3. BVIdenotes the British Virgin Islands and PRC denotes the People's Republic of China.

1. S ERE-

2. R2004%12 A30A ' It ARIE A EEXREEMZE
EER  EEFTRYERAH2 ETE M
100,000 »
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Notes on the Accounts (continued)
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24. INVESTMENTS IN ASSOCIATES Hf&E N RIIRE

The Group &8 The Bank 17
2004 2003 2004 2003
HK$'000 B¥ T  HK$'000 A¥TFr HKS'000 BT HK$'000 B FiT

Unlisted shares, at cost JEETR (R1E) - - 333,018 375,013
Share of net assets EEFEE 752,897 760,267 - =
Goodwill unamortised AT E 70 388 - -
752,967 760,655 333,018 375,013
Less: impairment loss VR HI=EEPS (27,004) (24,171) (189,375) (192,373)
725,963 736,484 143,643 182,640
Loans to associates amounting to HK$221,029,000 (2003: HK$213,837,000) are Bt N B E B #221,029,0007T(20034:
included under advances to customers. 213,837,00070)E BIEEREPER °
The following list contains only the particulars of associates, all of which are unlisted NTHRERBEERKENEEHNEETEXR
corporate entities, which principally affected the results or assets of the Group: TENBENT  LFHREAREEIE LT
ET °
Place of % of ordinary shares
incorporation held by
Name of company and operation The Bank The Group Nature of business
HER
ARERAT KM

AR EE R B 3 it B FRih Rz Fiih RS E k=
Cementhai SCT Hong Kong 20% Trading

(Hong Kong) Limited B 25
MRS (FH) BEHBR AR
DaimlerChrysler Services Hong Kong 20% Financing and

China Limited B leasing services
FEE S EAR A A THE R BIRTS
DaimlerChrysler Services Republic of Korea 20% Financial services

Korea Limited (e AR
East Asia GE Commercial Hong Kong 50% Factoring

Finance Limited (formerly B )

East Asia Heller Limited)
REBAERARIDF

(AT E AR A R A F])
ICEA Finance Holdings BVI 25% Investment holding

Limited REBERHS REER

TRARGERIERERAF
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Notes on the Accounts (continued)

BRIEN & ()

1. This company has commenced members’ voluntary liquidation on 25th January, 2005.

2. BVIdenotes the British Virgin Islands.

| | | |
- = | B - = | e
Place of % of ordinary shares
incorporation held by
Name of company and operation The Bank The Group Nature of business
HER
AERAT REME
PR R B B 3 it B FRih Rz Fiih Rz E k=
Platinum Holdings Company Cayman Islands 30% Investment holding
Limited FEeHS REER
PT. Bank Resona Perdania Indonesia 24.9% Banking & related
ENfe financial services
1T RA S B ARTS
Sunfire Enterprises Limited BVI 20% Property development
BHEPERRARA] RBEIES MEERE
Trans-Ocean Insurance Hong Kong 48.7% Insurance
Company, Limited BB Rz
EARBARAT
Trilease International Limited
(Note 1) Hong Kong 20% Leasing
SmEEREREERAR (1) B HE
Notes: et

1. IHARIER2005%1 A25 A B4 8 & B)Ehs -

25. GOODWILL &
The Group £8 The Bank 17
HKS$'000 &%t HK$'000 &% Tt
Cost B
At 1st January, 2004 7200451818 2,815,591 1,933,238
Additions through acquisition of subsidiaries G =N i ob 244,763 -
Exchange adjustments BE K AR EE 3,951 -
At 31st December, 2004 20046124318 3,064,305 1,933,238
Accumulated amortisation and
impairment losses Rt REREK
At 1st January, 2004 #2004F1 818 472,183 376,284
Amortisation for the year (Note 9) FZ N H(FTE) 143,875 96,662
Exchange adjustments BE K AR EE 91 -
At 31st December, 2004 72004612 A31H 616,149 472,946
Carrying amount at 31st December, 2004 200412 A31 BEREAE 2,448,156 1,460,292
Carrying amount at 31st December, 2003 M2003%12 A31BEREE 2,343,408 1,556,954
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Notes on the Accounts (continued)

BRIEN & ()
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E = N =2 = L N
26. FIXED ASSETS [EE&E
The Group £H
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Total
BH
REWME ik RERRE Fot
HK$000 #%Fx HKS$'000 &% T HKS$'000 E%Fx HK$'000 B%Fx
Cost or valuation BAfEE
At 1st January, 2004 200451 A1H
— As previously reported — A ER 268,279 3,941,229 1,673,511 5,883,019
— Adjustments arising from
change in accounting —FEHRKEEREE
policies HRE
- Set off with accumulated
depreciation — RFHTERE (11,440) - - (11,440)
— Revaluation of assets
transferred to investment —BESHEEARE
properties mE - 15,753 - 15,753
— Transfer from bank premises —RBBTHBARE
to investment properties VES 314,340 (396,890) - (82,550)
— As restated —&5%] 571,179 3,560,092 1,673,511 5,804,782
Additions ®E 33 1,431,082 230,304 1,661,419
Additions through acquisition MBI E - - 2,568 2,568
Revaluation surplus SfhA% 227,941 - - 227,941
Revaluation of bank premises
transferred to investment
properties THEREARENE - 13,788 - 13,788
Transfer from bank premises to
investment properties THE AR E Y% 41,382 (44,369) - (2,987)
Disposals & (39,019) (55,857) (78,341) (173,217)
Exchange adjustments bE S AR 1,418 2,569 8,853 12,840
At 31st December, 2004 20045128318 802,934 4,907,305 1,836,895 7,547,134
Accumulated depreciation
and amortisation ZEHTE R
At 1st January, 2004 200451 A1H
— As previously reported — A ER 11,440 651,727 1,135,154 1,798,321
— Adjustments arising from
change in accounting —AEHRKEREE
policies ORRES
— Set off against cost — KA 8 (11,440) - - (11,440)
— Transfer to investment
properties —BARENE - (82,550) - (82,550)
— As restated —B3 - 569,177 1,135,154 1,704,331
Additions through acquisition MR E - - 2,000 2,000
Charge for the year (Note 9) FEAZH (F9) - 51,707 192,254 243,961
Transfer to investment properties BARENF - (2,987) - (2,987)
Write back of impairment loss oIzt PN EE - (31,377) - (31.377)
Written back on disposals B ] 3 - (5,784) (67,489) (73,273)
Exchange adjustments X AR - (148) 6,877 6,729
At 31st December, 2004 4200412318 - 580,588 1,268,796 1,849,384
Net book value at REFE
31st December, 2004 72004512 A31H 802,934 4,326,717 568,099 5,697,750
Net book value at REFE
31st December, 2003 #A200312A318 256,839 3,289,502 538,357 4,084,698
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Notes on the Accounts (continued)

BRIEN & ()
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Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Total
BH
RENME ik RERRE kel
HK$'000 &%t HK$'000 ¥ T HK$'000 E% T HK$000 B%Fx
The gross amounts of the
above assets are stated: FMEEMBRESRIT ;
At cost HADEN - 3,666,085 1,836,895 5,502,980
At Directors' valuation RESME
- 1989 —19894F - 1,079,644 - 1,079,644
—1991 —19914F - 161,576 - 161,576
At professional valuation REXME
-2004 —2004F 802,934 - - 802,934
802,934 4,907,305 1,836,895 7,547,134
The Bank $#47
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Total
BH
RENME frik RERRE kel
HK$'000 £%T%  HK$'000 B%FL  HK$'000 BT  HKS'000 B%T %
Cost or valuation BAfEE
At 1st January, 2004 20041818
— As previously reported — MAIER 143,690 3,403,526 1,471,446 5,018,662
— Adjustments arising from
change in accounting —Re RS EEE
policies GOERES
- Set off with accumulated
depreciation — RFHTEIRE (1,188) - - (1,188)
— Revaluation of assets
transferred to investment
properties —BEEMEARENE - 44,323 - 44,323
— Transfer from bank premises
to investment properties —THEAREE 292,141 (359,836) - (67,695)
— As restated —E# 434,643 3,088,013 1,471,446 4,994,102
Additions 2E - 1,431,081 192,613 1,623,694
Revaluation surplus EfrS 207,093 - - 207,093
Revaluation of bank premises
transferred to investment
properties T EREAREYE - 13,788 - 13,788
Transfer from bank premises to
investment properties THEALEE 41,382 (44,369) - (2,987)
Disposals HE (39,019) (43,378) (65,019) (147,416)
Exchange adjustments B 5 R 117 2,055 6,194 8,366
At 31st December, 2004 20045124318 644,216 4,447,190 1,605,234 6,696,640
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Notes on the Accounts (continued)
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26. FIXED ASSETS (continued) EEEE @)
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Total
BH
REME it EERRE ot
HK$000 &% T HKS$'000 &% T HKS$'000 E%Fx HK$'000 B%Fx
Accumulated depreciation
and amortisation SRt E R
At 1st January, 2004 200451 A1H
— As previously reported — AR 1,188 397,778 1,022,889 1,421,855
- Adjustments arising from
change in accounting —REBREEES
policies HRE
— Set off against cost — AR SH (1,188) - - (1,188)
— Transfer to investment
properties —EARBNE - (67,695) - (67,695)
- As restated —E# - 330,083 1,022,889 1,352,972
Charge for the year FEAXH - 45,653 159,510 205,163
Transfer to investment properties BAREYF - (2,987) - (2,987)
Write back of impairment loss VAR N EEE - (12,839) - (12,839)
Written back on disposals B ] 3 - (4,044) (54,700) (58,744)
Exchange adjustments BE X FAE - 425 4,784 5,209
At 31st December, 2004 720045124318 - 356,291 1,132,483 1,488,774
Net book value at BREHE
31st December, 2004 20045124318 644,216 4,090,899 472,751 5,207,866
Net book value at REFE
31st December, 2003 #2003F12A31H 142,502 3,005,748 448,557 3,596,807
The gross amounts of the
above assets are stated: FREERRESRIAT
At cost REKA - 3,367,546 1,605,234 4,972,780
At Directors' valuation RERME
- 1989 —19894F - 1,079,644 - 1,079,644
At professional valuation REXME
-2004 —20045 644,216 - - 644,216
644,216 4,447,190 1,605,234 6,696,640
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The net book value of bank premises and investment properties comprises:

T RIR B FEIREFE RS

The Group &8
2004 2003
Investment Investment
Properties Bank Premises Properties Bank Premises
REWME itk REM% 7k
HK$'000 &% ¥ HK$'000 A% T HK$'000 E¥Fir HK$'000 BT
Freeholds KAEERE
Held outside Hong Kong EEB MR 47,719 101,346 26,789 164,903
Leaseholds HfE
Held in Hong Kong EEE
On long lease
(over 50 years) REEA (S0FLA L) 645,649 3,528,248 195,850 2,341,220
On medium-term lease
(10 - 50 years) FERRE A (10E504) 20,000 238,349 34,200 311,736
On short lease
(below 10 years) A (10F 4 F) - 94 - 189
Held outside Hong Kong EBRBAIMNE
On long lease
(over 50 years) REIFA) (50F A L) 49,950 136,279 - 178,367
On medium-term lease
(10 - 50 years) FERTRA) (10250%F) 39,616 322,401 - 293,087
802,934 4,326,717 256,839 3,289,502
The Bank #17
2004 2003
Investment Investment
Properties Bank Premises Properties Bank Premises
REMF it REM* 73k
HK$'000 &% ¥ HK$'000 A% T HK$'000 E¥Fir HK$'000 BT
Freeholds KAEERE
Held outside Hong Kong EEB MR - 13,731 4,702 12,918
Leaseholds HfE
Held in Hong Kong EEE
On long lease
(over 50 years) REIAL (S0F LA ) 534,649 3,381,870 103,600 2,211,183
On medium-term lease
(10 - 50 years) FERRE A (10E504) 20,000 238,349 34,200 311,736
On short lease
(below 10 years) A (10F A F) - 94 - 189
Held outside Hong Kong ERBAIMNE
On long lease
(over 50 years) REIMA) (50F A L) 49,950 136,279 - 178,367
On medium-term lease
(10 - 50 years) FERTRA) (10250%F) 39,617 320,576 - 291,355
644,216 4,090,899 142,502 3,005,748
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26. FIXED ASSETS (continued) EEEE @)

The carrying amount of bank premises of the Group and the Bank would have been
HK$2,498,458,000 (2003: HK$2,659,416,000) and HK$1,947,984,000 (2003:
HK$1,964,292,000) respectively had they been stated at cost less accumulated
depreciation.

Investment properties in Hong Kong were valued at HK$665,649,000 as at 20th
December, 2004 by an independent valuer, DTZ Debenham Tie Leung Limited,
Chartered Surveyors who have among their staff Fellows of the Hong Kong Institute
of Surveyors and the valuation has been incorporated in the accounts as at 31st
December, 2004. The valuation was performed on an open market value basis.

The Group leases out investment properties under operating leases. The leases typically
run for an initial period from 1 to 10 years, with an option to renew the leases after
that date at which time all terms are renegotiated. None of the leases includes
contingent rentals.

Rental income receivable from investment properties held for use under operating
leases amounted to HK$45,998,000 in 2004 (2003: HK$44,586,000). There was no
contingent rental recognised during the year 2004 (2003: Nil).

The total future minimum lease payments of bank premises and investment properties
held for use under non-cancellable operating leases are receivable as follows:

PNER ] R SRAT AP AR 2T T EABR © 1THERD
FREER 2 Bl BiE#2,498,458,0007T (2003
4 2 ,659,416,0007T) KA 1,947,984,000
7T (20034 : ##1,964,292,0007T)

2004512 4208 + BEHIREMERBG
ER —FrEr R SRMEERT - HEE AR
S22 TER - (HEAB665,649,000
JC BRHEEMAA2004F12 8318 2RE
A o HERAFME#ET

SENRERERABLERENE - HEFH
BERIFE10F - FIEEK A BEOEE MR
REZR - MERNALTBEXEES -

RER - &R ER AL REMENER
& A 45,998,0007T (20034 : B
44,586,0007T) ° #2004FE ARG BIEHEM
% (20034 : f#) °

AT RE A S H B REH AR TIE RIREY
FENARRRE BB SN KRBT

The Group 8 The Bank 17

2004 2003 2004 2003

HK$000 #%Fx HKS$'000 #¥Fx HK$'000 E¥Fmr  HK$'000 BT

Within one year 1F AR 38,755 40,844 22,318 23,123
After one year but

within five years 1EAEESEN 49,786 61,573 28,927 32,381

After five years SF LA 7,360 8,328 2,043 2,043

95,901 110,745 53,288 57,547
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27. AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES KB A TXZRRXKHIEATRE

During the year, the Bank entered into transactions with certain subsidiaries in the RER - ANRITEFLHB AR EFNES
ordinary course of its banking business. Details of the amounts due from and due to 25 o FMBABRKRRHE R RIFIEFF40
subsidiaries are as follows: T

(a) Amounts Due from Subsidiaries (@) MIEBARRFK

The Bank 17
2004 2003
HK$'000 ;8% Ft  HK$'000 B¥ Tt

Financial institutions SRS 421,722 502
Others EHfth 1,634,142 1,371,199
2,055,864 1,371,701
(b) Amounts Due to Subsidiaries (b) XHIEARKIE
The Bank 17
2004 2003

HKS$'000 ;&% Fxt HK$'000 BHFiT

Financial institutions RIS 5,002,439 5,077,157
Others EHAfth 5,360,244 5,619,563
10,362,683 10,696,720
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28. MATURITY PROFILE HAPR 2 #7
Maturity Profile for 2004 2004 EHIRR 24
The Group &£E
1yearor  5yearsor
Repayable 3 months less but over less but After
on demand orless 3 months over 1 year 5 years Undated Total
3BANL
MRER  3EAIUT 21 1FNLERSHF S5E0E EIEHAH L]
HK$'000 HK$'000 HK$'000 HK$°000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT BETT
Assets BE
— Treasury bills (Note 19) —BEEH (Ffi19) - | 3,784,702 186,295 - - - | 3,970,997
— Placements with banks and - 7ESRTREM
other financial institutions SREENTFT - | 7238759 @ 2,593,499 - - - | 9,832,258
- Certificates of deposit held ~ —#E®FHE
(Note 20(a)) (Fi7E20(a) - 1,038,530 258,799 988,323 161,295 - | 2,446,947
— Advances to customers -BFER
(Note 21(a)) (P&E21(2)) 4,964,737 15,193,618 @ 15,172,290 @ 42,237,184 = 38,372,449 1,318,475 117,258,753
- Advances to banks and other —#FTREA
financial institutions SREEE
(Note 21(a)) (B7E21(a)) - 229,948 98,845 218,144 2,519 1,565,199 2,114,655
- Debt securities included in: ~ —fEHEFEIE
~ Held-to-maturity debt — R E 5| ERET
securities (Note 20(c)) F# (F120(0) - 175,500 1,179,776 = 12,891,652 1,849,156 - 16,096,084
— Investment securities ~REES
(Note 20(d)) (PEE20(d) - - 71,410 - 4,000 18,678 94,088
— Other investments in —EtBEHERE
securities (Note 20(b)) (PEE20(b) - 666,131 1,550,987 3,982,813 1,192,379 258,387 7,650,697
4,964,737 | 28,327,188 | 21,111,901 60,318,116 41,581,798 = 3,160,739 159,464,479
Liabilities Bf&
- Deposits and balances of
banks and other financial ~ —$#/7 R E 4 R
institutions NERREH 454,443 5,676,399 3,400,778 40,037 - - 9,571,657
- Deposits from customers — RPN 62,612,821 |« 91,293,158 = 5,912,264 = 3,919,422 - - 163,737,665
~ Demand deposits and —EHETR
current accounts ERERR 11,919,118 - - - - - 11,919,118
- Savings deposits —REFR 48,729,729 - - - - - | 48,729,729
—Time, call and
notice deposits —E B RBATER 1,963,974 | 91,293,158 5,912,264 3,919,422 - - 103,088,818
- Certificates of deposit issued  —E #4727 75 - 323,334 2,000,000 | 1,855,289 - - | 4,178,623
63,067,264 = 97,292,891 @ 11,313,042 5,814,748 - - 177,487,945
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The Bank $#17
1yearor  5yearsor
Repayable 3 months less but over less but
on demand orless 3 months over1year After5 years Undated Total
MEAML
MEER  3EAIUT 21 1FULERSE S5ENE  EHHAH L]
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT BETT
Assets BE
~ Treasury bills (Note 19) —BEEH (Ffi19) - | 3,776,946 186,294 - - - | 3,963,240
— Placements with banks and -7 REM
other financial institutions SRMENTR - | 7,231,004 = 2,593,498 - - - | 9,824,502
- Certificates of deposit held ~ —#HE®FHE
(Note 20(a)) (F#E20(a)) - 1,038,530 258,799 768,699 - - 2,066,028
- Advances to customers ~ZFER
(Note 21(a)) (fizE21(a) 4,533,902 | 14,928,978 @ 14,225,632 @ 41,386,873 @ 36,574,400 1,119,970 112,769,755
- Advances to banks and other —#ETREA
finandial institutions SRREER
(Note 21(a)) (PEE21(a)) - 229,948 98,845 218,144 2,519 1,565,199 2,114,655
- Debt securities included in:  —fEBEFEIE
- Held-to-maturity debt —F E 5| EER
securities (Note 20(c)) 4 (F120(0) - 113,384 1,087,693 = 12,549,638 1,566,445 - 15,317,160
~ Investment securities —REES
(Note 20(d)) (fizE20(d)) - - 71,410 - 4,000 14,180 89,590
— Other investments in —EtBEHERE
securities (Note 20(b)) (PEE20(b) - 595,901 1,467,020 3,734,585 926,300 240,686 6,964,492
4,533,902 27,914,691 @ 19,989,191 @ 58,657,939 @ 39,073,664 2,940,035 153,109,422
Liabilities B
- Deposits and balances of
banks and other financial ~ —$#/7 R E £ R
institutions NERRER 454,443 5,636,345 3,385,230 - - - 9,476,018
- Deposits from customers -EFEHR 60,898,992 | 84,774,611 = 5,042,358 = 3,192,356 - - /153,908,317
~ Demand deposits and —EHETR
current accounts EREP 11,438,652 - - - - - 11,438,652
~ Savings deposits —FEEN 47,922,672 - - - - - | 47,922,672
—Time, call and
notice deposits — B RBATR 1,537,668 @ 84,774,611 5,042,358 3,192,356 - - 94,546,993
- Certificates of deposit issued ~ —B %472 173 - 323,334 = 2,000,000 = 1,855,289 | 2,200,000 - | 6,378,623
61,353,435 ' 90,734,290 @ 10,427,588 5,047,645 2,200,000 - 169,762,958
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28. MATURITY PROFILE (continued)  HAFR 547 @)

Maturity Profile for 2003 2003 EHIR 24
The Group 52
1 year or 5 years or
Repayable 3 months  less but over less but
on demand or less 3months  over 1year After5 years Undated Total
3EAME
BB 3fEASAT EFE 1FHLEESF SERE  EEHEH bt

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BB BB BB BT BT

Assets BE
—Treasury bills (Note 19) —BEEH (Ffi19) - 2,394,706 1,099,519 - - - 3,494,225
— Placements with banks and - 7ESRTREM
other financial institutions SREENTR - 15265942 = 5,809,579 - - - 21,075,521
- Certificates of depositheld ~— —HE®FHE
(Note 20(a)) (F#E20(a)) - 1,049,763 1,082,553 753,563 130,677 - 3,016,556
— Advances to customers -BFER
(Note 21(a) (PEE21(2)) 4,774,844 12,736,626 = 11,907,410 = 35,639,296 @ 35,828,711 2,021,949 102,908,836
- Advances to banks and other —#FTREA
financial institutions SREEE
(Note 21(a)) (PEE21(a)) - 44,741 25,304 211,741 30,632 1,251,563 1,563,981
- Debt securities included in: ~ —fEBEFEIE
~ Held-to-maturity debt — R E 5| ERET
securities (Note 20(c)) F (i#£20(0) - 251,229 845,891 9,922,112 689,993 - 11,709,225
— Investment securities ~REES
(Note 20(d)) (PEE20(d) - - - 68,457 4,000 18,655 91,112
— Other investments in —EtEHRE
securities (Note 20(b)) (PEE20(b) - 178,103 1,061,797 6,716,523 1,386,942 17,266 9,360,631
4,774,844 31,921,110 @ 21,832,053 53,311,692 = 38,070,955 3,309,433 153,220,087
Liabilities Bf&

- Deposits and balances of
banks and other financial ~ —$F{TREMSEEE

institutions HFR R 1,202,565 4,741,645 1,509,087 63,268 - - 7,516,565

- Deposits from customers —BPER 49,140,816 99,140,663 6,406,997 732,136 - - 155,420,612
- Demand deposits and —EHETR

current accounts ERERR 9,612,966 - - - - - 9,612,966

- Savings deposits —FEEA 37,552,766 629 - - - - 37,553,395

—Time, call and

notice deposits —E B RB AT 1,975,084 99,140,034 6,406,997 732,136 - - 108,254,251

- Certificates of deposit issued  —E #4727 75 - - 3,161,000 2,366,339 - - 5,527,339

50,343,381 103,882,308 11,077,084 = 3,161,743 - - 168,464,516
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The Bank $17
1 year or 5 years or
Repayable 3 months  less but over less but
on demand or less 3months  over 1year After 5 years Undated Total
3fAAME
EIEFETR  3fAASUAT EFE FHLEESF SERE  EEHEE bt

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BT BT BT BB BT

Assets A
— Treasury bills (Note 19) —BEEH (Ffi19) - 2,222,008 1,099,519 - - - 3,321,527
— Placements with banks and -7 REM
other financial institutions SRIEBRTER - 15,192,146 = 5,809,579 - - - 21,001,725
- Certificates of deposit held ~— —HE®FHE
(Note 20(a)) (F#E20(a)) - 1,010,948 851,846 696,525 - - 2,559,319
- Advances to customers ~ZFER
(Note 21(a) (PiEE21(a)) 4,411,817 11,685,647 11,232,709 = 35,005,105 @ 35,550,892 1,798,588 99,684,758
- Advances to banks and other —#ETREA
finandial institutions SRREER
(Note 21(a)) (PEE21(a)) - 44,741 25,304 211,741 30,632 1,251,563 1,563,981
- Debt securities included in: ~ —fEBEFBIE
- Held-to-maturity debt —F E 5| EER
securities (Note 20(c)) F (#20(0) - 157,474 624,867 9,780,313 528,226 - 11,090,880
— Investment securities ~REFES
(Note 20(d)) (PifEE20(d)) - - - 68,457 4,000 14,003 86,460
— Other investments in —EEFRE
securities (Note 20(b)) (PEE20(b) - 178,103 1,011,409 6,398,237 1,157,889 - 8,745,638
4,411,817 30,491,067 20,655,233 52,160,378 = 37,271,639 3,064,154 148,054,288
Liabilities B

- Deposits and balances of
banks and other financial ~ — 81T RE S FhitkiE

institutions TR 1,202,296 4,727,439 1,499,111 - - - 7,428,846

- Deposits from customers Il 47,353,784 92,916,805 = 5,007,607 674,651 - - 145,952,847
~ Demand deposits and —EHETR

current accounts EREER 8,773,169 - - - - - 8,773,169

~ Savings deposits —REER 37,032,940 629 - - - - 37,033,569

—Time, call and

notice deposits —E B RBATER 1,547,675 92,916,176 5,007,607 674,651 - - 100,146,109

- Certificates of deposit issued  —B #1727 5E - - 3,161,000 2,366,339 2,200,000 - 7,727,339

48,556,080 97,644,244 9,667,718 3,040,990 2,200,000 - 161,109,032
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29. INCOME TAX IN THE BALANCE SHEET X¥E&SBXRANMAEHR

(@) Current Taxation in the Balance Sheet Represents: (a) EEBEBERANAKEFIES !
The Group &8 The Bank 17
2004 2003 2004 2003
HK$'000 E%TFx  HK$'000 BTt HK$'000 BT  HK$'000 BT

Provision for Hong Kong profits tax —~ AFEREFIGHEE

for the year (Note 12(a)) (BtEE12(a)) 297,723 62,839 245,028 26,923
Provisional profits tax paid BRI EZAEH (237,837) (25,382) (201,359) (3,786)
59,886 37,457 43,669 23,137
Balance of profits tax provision
relating to prior years DAEFERIGT RS 88,674 57,009 88,222 54,150
Overseas taxation FINGIE 30,809 50,178 20,139 45,388
179,369 144,644 152,030 122,675
(b) Deferred Tax Assets and Liabilities Recognised (b) EERIBEER B BERER
The components of deferred tax (assets)/liabilities recognised in the consolidated ERNGEEERBRPELEHE (BE) /8
balance sheet and the movements during the year are as follows: BEEKE D RFERNZEEIT :
The Group @
Depreciation
allowances
in excess of Leasing  Revaluation Unrealised
related partnership of gains on FX Tax
depreciation transactions  properties  Provisions  contracts losses Others Total
BREBIE HERHE
Deferred tax arising from: EERERA HiESEE ABEERS MEEf Ef EREA B -0 ]
HK$'000 HK$'000 HKS$'000 HKS'000 HKS$'000 HKS'000 HKS$'000 HK$'000
EBTR L EBTR EBTR L EBTR L EBTR
At 1st January, 2004 H2004E1A18
- As previously reported ~WAIER 281,859 555,523 184,346 (171,480) - (67,324) 1,781 784,111
- Adjustments arising from change
in accounting policies -FEHBREREEN
(Note 32(c) % (F132(0) - - 5997 - - - - 5,997
- As restated -} 281,859 555,523 190,343 (171,480) - (67,324) 1,781 790,708
Write off against investment RENHE - | (243308) - - - - - (243,308)
Charged/(credited) to consolidated
profit and loss account hERENIE/ (BN
(Note 12(a)) (AE12) (1,107) 69,995 - (12,957) - (6,347) 3,808 53,392
Charged to reserves (Note 32(c)) [htaisE (33200 - - 1,874 - - - - 1,874
Additions through acquisition
of subsidliary BEMEAANEE M - - - - - - 17
Exchange and other adjustments X R - - - (67) - 1,031 (3,942) (2,978)
At 315t December, 2004 20044128318 280,869 382,210 192,217 (184,504) - (72,640) 1,653 599,805
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The Group &3
Depreciation
allowances
in excess of Leasing  Revaluation Unrealised
related  partnership of gains on FX Tax
depreciation  transactions  properties Provisions contracts [osses Others Total
ARABNE SNERDK
Deferred tax arising from: EXHERA - BERHE ABEERS MEER B ERRH fi# Ef ]

HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
BRI BRI BRI BT BRI BRI BT BRI

At 1st January, 2003 R2003F1A1R 256,709 436,636 169,044 (164,620) 23972 (92,386) 3974 633,329
Write off against investment RENES - (166,823 ) - - - - = (166,823)
Charged/(credited) to consolidated ~ ABZBRNE/ (FA)
profit and loss account (Note 12(a)  (F312(a)) 24,933 285,710 = (6,693) (23972) 23,846 (2,187) 301,687
Charged to reserves (Note 32(c)) ikt 8 (P 3532(0) - - 15,302 - - - - 15,302
Exchange and other adjustments X RE B 167 - - (167) - 1,216 - 1,216
At 31st December, 2003 20035 12A318 281,859 555,523 184,346 (171,480) - (67,324) 1,187 784,711
The Bank 1T
Depreciation
allowances
in excess of Leasing  Revaluation Unrealised
related  partnership of gains on FX Tax
depreciation transactions  properties  Provisions  contracts losses Others Total
RARBNE HESHR
Deferred tax arising from: ELHERA HiESEE ABEERS NEER Ef BREN B Hitr )

HKS$'000 HK$000 HKS'000 HKS'000 HK$000 HKS'000 HK$000 HKS'000
AT BT AT RBTR RETT AT RBTR AT

At st January, 2004 200417818

- As previously reported ~IRER 264,138 555,523 184,346 (171,314) - (55,135) 3,367 780,925

- Adjustments arising from

change in accounting -FEHBRETEEN
policies (Note 32 (c)) A% (FE32 (o) - - 5,997 - - - - 5,997

- As restated ] 264,138 555,523 190,343 (171,314) - (55,135) 3,367 786,922
Write off against investment RENES - (243,308) - - - - - (243,308)
Charged/(credited) to consolidated

profit and loss account GABRENNE/ BN 4,187 69,995 - (11,035) - (6,468) 2,403 59,082
Charged to reserves (Note 32 (c) ~ Gitafiia (F1&E32.(0) - - 1,874 - - - - 1,874
Exchange and other adjustments ~ EXREfEE - - - (66) - (5.681) - (5,747)
At 31st December, 2004 12004%12A318 268,325 382,210 192,217 (182,415) - (67,284) 5770 598,823
At 1st January, 2003 #2003E1A18 226,091 436,636 169,044 (151,676) 24,253 (74,382) 3,974 633,940
Additions through acquisition

of subsidiaries EREREARMEE 12,364 - - (12,848) - - - (484)
Write off against investment RENES - (166,823 ) - - - - = (166,823)
Charged/(credited) to consolidated

profit and loss account GAERENNE/ (TN 25,683 285,710 - (6,790) (24.253) 19,224 (607) 298967
Charged to reserves (Note 32 (c) ~ Gitiiiia (F1&E32.(0) - - 15,302 - - - - 15,302
Exchange and other adjustments ~ EXREMER - - - - - 3 - 23
At 31st December, 2003 120035124318 264,138 555,523 184,346 (171,314) - (55,135) 3,367 780,925
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29. INCOME TAX IN THE BALANCE SHEET (continued) BESEBEXRAMEIEH @

(b) EEHRIBREEREE

The Group &8 The Bank $217
2004 2003 2004 2003
HKS$'000 B¥TFx  HK$'000 BEF7r HKS$'000 ¥ Fx HK$'000 BEFT

(b) Deferred Tax Assets and Liabilities Recognised (continued) 22 (48)

Net deferred tax assets BRARNEERERN
recognised on the balance sheet EEHEEETE (95,119) (79,217) (84,942) (65,725)
Net deferred tax liabilities BRNEEBBERN
recognised on the balance sheet EEHBEAETE 694,924 863,928 683,765 846,650
599,805 784,711 598,823 780,925

(c) Deferred Tax Assets Not Recognised (c) RERELBERE

The Group has not recognised deferred tax assets in respect of tax losses of
HK$104,441,000 (2003: HK$68,978,000). Under the current tax legislation, the expiry
dates of the tax losses were as follows:

£ E WA ERF BB 104,441,0007T(20034:
75 #68,978,0007T) BiEIEFI B A E o RIFIRAEF
PBIEH) - ZERIEBENEHANT:

2004 2003

HK$'000 &% ¥t  HK$'000 BT

Expiring within 5 years REFAE|EH 25,894 15,520
Expiring more than 5 years REFRE|H 5,509 -
No expiry date E: 33l 73,038 53,458
104,441 68,978

30.

LOAN CAPITAL fE&&RK
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Loan capital of face value of HK$4,275,755,000 (US$550,000,000) and carrying
amount of HK$4,271,124,000 (US$549,404,000) represents 7.5% subordinated notes
qualifying as tier 2 capital which were issued on 30th January, 2001 by East Asia
Financial Holding (BVI) Limited, a single purpose wholly owned finance subsidiary of
the Bank. The Bank unconditionally and irrevocably guarantees all amounts payable
under the notes which are listed on the Luxembourg Stock Exchange. The notes will
mature on 1st February, 2011.

SEE{EB#4,275,755,0007T (550,000,00057T)
KERE{EB#4,271,124,0007T (549,404,0003
TLHEEER - ZIERAETE—AN2ER
EBEf#5A T » East Asia Financial Holding (BVI)
Limited * 2001451 308317 « £87.5% *
WiTE R RERNEBEZRE - NRITEGM
R TBEHREECEERERSAT LA
ZRMERER - WERRIEEN2011F281
BEH -




Notes on the Accounts (continued)
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31. SHARE CAPITAL
2004 2003
No. of shares Nominal value No. of shares Nominal value
BRAEE [ERE & E [EE]
000 T HK$'000 &% Tt 000 F HK$'000 #¥Fr
Authorised: EERA
Ordinary shares of ERRER
HK$2.50 each 75#2.507T 2,600,000 6,500,000 2,600,000 6,500,000
Issued and fully paid: BREITRARRA :
At 1st January MA1R 1,467,453 3,668,634 1,446,345 3,615,863
Shares issued under Staff 1BiEME 8 RRETEl
Share Option Schemes EITRIRRD 11,264 28,159 14,204 35,510
Shares issued in lieu of
dividends AR B BATHAR 13,281 33,203 6,904 17,261
At 31st December M12A31H 1,491,998 3,729,996 1,467,453 3,668,634

Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options to
purchase ordinary shares in the Bank were granted to eligible employees. The option
price of the Schemes adopted before 2002 was 95% of the average closing price of
the existing shares of the Bank on The Stock Exchange of Hong Kong Limited for the
five business days immediately preceding the date of offer of such options. For the
Schemes adopted in and after 2002, the exercise price equals the fair value of the
underlying shares at the date of grant. The options granted under the Schemes will
be exercisable between the first and the fifth anniversaries of the date of grant. At
31st December, 2004, the outstanding options were:

Date of options granted

REHER T HE

20/4/2000
19/4/2001
18/4/2002
02/5/2003
22/4/2004

Option price
REEE

HK$##16.467T
HK$##16.967T
HK$##15.807T
HK$#E#14.907T
HK$#E#23.237T

RIKEE RIS - SERHIES BREREAN
SRITEY L BARAR(D © FE20024F LA BTHER A A 5T
2 RBRELBREA TRIERE B ZAIsEE %
BATTHRARMDOFHR T EN5%TE o M
20024F RABHEMRIETE] - ARETTE B ERAE
BRMHIRZ T ENATEERR ° BRIt E
BRI R T BB E 1 AEESES
EEEARITTE © R2004412 A31 B HARTTER
R -

Number of shares

Ring&

1,480,000
2,185,000
2,795,000
8,570,000
15,045,000
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32. RESERVES f#1%

2004
The Group £8 The Bank 817  Associates Bf& A7
HK$'000 E%T 7t HK$'000 &% T 7t HK$'000 E%T
(@) Share Premium (undistributable) (@) BM&ERRSE)
At 1st January ®1A18 520,305 520,305 -
Net premium on shares issued under Staff EERRA B TETH
Share Option Schemes BRVREFE 144,230 144,230 -
Shares issued in lieu of dividends PARRR B TR D (33,203) (33,203) -
Capital fee BAER (144) (144) -
As 31st December M12A31H 631,188 631,188 -
(b) General Reserve (b) —mRf#fE
At 1st January ®1A18 11,747,096 11,587,520 51,694
Transfer from retained profits BB B EaA 2,376 - 2,376
Shares issued in lieu of dividends PR B ETHRR D 295,794 295,794 -
At 31st December ®12A318 12,045,266 11,883,314 54,070
(c) Revaluation Reserve on Bank Premises (0 1THERGHE
(undistributable) (RARE)
At 1st January ®1A1R
— As previously reported — IRTRER 942,794 892,796 -
— Adjustment arising from -AEHREEREE
change in accounting policies ) 45,955 45,955 -
— Recognition of net deferred tax liabilities —BREERBAEFE
(Note 29 (b)) (Bit7E29 (b)) (5,997) (5,997) -
— As restated —5f 982,752 932,754 -
Recognition of net deferred tax liabilities RELHEB EFE
(Note 29 (b)) (Ff5E29 (b)) (1,874) (1,874) -
Revaluation surplus on bank premises FATHEERENSE
transferred to investment properties FEENE R 13,788 13,788 -
Impairment loss written back BEBREIRE 12,839 12,839 -
At 31st December M12A31H 1,007,505 957,507 -
(d) Statutory Reserves (undistributable) (d) JEERE (PAIRE)
At 1st January ®1A1H 5,532 - 5,532
Transfer to realised reserve EACERMHE (4,122) - (4,122)
At 31st December M12A318 1,410 - 1,410
(e) Capital Reserve (undistributable) (e) BEAfGHE (PAIKE)
At 1st January and 31st December M1A1BR12A318 86,436 - -
(f) Exchange Revaluation Reserve (undistributable) () X EfEfFE (RAKE)
At 1st January ®1A1R 24,939 19,902 (4,453)
Exchange adjustments b 5 A% 24,874 24,899 (12,133)
At 31st December M12A318 49,813 44,801 (16,586)
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Notes on the Accounts (continued)
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2004
The Group £8 The Bank #877  Associates & A 7
HK$'000 E%T HK$'000 &% T 7t HK$'000 E%T 7t
(9) Retained Profits (9 BE&A
At 1st January M1 A1R
— As previously reported — IRTRESR 3,105,764 2,152,206 314,422
— Adjustments arising from change —FEHRKEREE
in accounting policies HIFRE (30,202) (1,632) -

— As restated —E# 3,075,562 2,150,574 314,422
Net profit for the year FEAET 2,423,800 2,116,776 68,995
Transfer to general reserve BA—RHE (2,376) - (2,376)
Transfer to profit and loss account

on disposal of associates HERE D RREABRR 4,122 - 15,215
Dividends (Note 14) AR (BitzE14)

— Interim dividend — RS (414,535) (414,535) -

~ Final dividend in respect of previous year — LRGBS (910,706) (910,706) -
At 31st December MW12A318 4,175,867 2,942,109 396,256

(h) Total Reserves (h) GkEER 17,997,485 16,458,919 435,150
2003
The Group &8 The Bank 8847 Associates B /A 7]
HK$'000 BEF T HK$'000 B# T HK$'000 BEF T
(a) Share Premium (undistributable) (@) BROEE (PAIKE)
At 1st January ®1A18 356,210 356,210 -
Net premium on shares issued under B SRR EI TR/

Staff Share Option Schemes BRADGR(EFE 181,493 181,493 -
Shares issued in lieu of dividends PARREC EBATHORR D (17,261) (17,261) -
Capital fee BAEH (137) (137) =
As 31st December ®12A318 520,305 520,305 -

(b) General Reserve (b) —RFHE
At 1st January ®1A18 11,623,411 10,909,359 39,170
Transfer from retained profits BEB RN 12,524 - 12,524
Shares issued in lieu of dividends PARRR B TR D 111,161 111,161 =
Additions through merger RERBRERRE

with EAC & EAF BSEOHIEE = 567,000 -
At 31st December MW12A318 11,747,096 11,587,520 51,694

(c) Revaluation Reserve on Bank Premises (0 1THERGHE

(undistributable) (RARE)

At 1st January ®1A18 1,080,109 920,937 -
Recognition of net deferred tax RIEILEHIAE BFE

liabilities (Note 29(b)) (FiE29(b) (15,302) (15,302) -
Impairment loss VAL RN (122,013) (12,839) -
At 31st December ®12A318 942,794 892,796 -

(d) Statutory Reserves (undistributable) (d) JEERE (PAIRE)
At 1st January and 31st December MIA1BR12A31H 5,532 - 5,532
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32. RESERVES (continued) f##8 @)
2003
The Group &2 The Bank 8847 Associates = A7)
HK$'000 5Tt HK$'000 7% ¥ HK$'000 5Tt
(e) Capital Reserve (undistributable) (e) EAfHE(FAIRE)
At 1st January and 31st December M A1BRI12A31H 86,436 - -
(f) Exchange Revaluation Reserve (undistributable) () & X E R (RARE)
At 1st January ®1A18 (17,905) 11,555 (12,271)
Exchange adjustments BE 54 82 42,844 8,347 7,818
At 31st December ®12A318 24,939 19,902 (4,453)
(9) Retained Profits (9 BE&A
At 1st January ®1A18 2,036,863 1,226,270 235,551
Additions through merger with EAC and EAF RERGRERREABENNEE - 16,219 -
Net profit for the year (Note 13) FEREN (F1:13) 1,921,714 1,750,006 91,395
Transfer to general reserve BA—RHE (12,524) - (12,524)
Dividends (Note 14) R 2. (FfzE14)
— Interim dividend —HERE (334,057) (334,057) =
— Final dividend in respect of previous year —FEERERE (506,232) (506,232) -
At 31st December ®12A318 3,105,764 2,152,206 314,422
(h) Total Reserves (h) GfEeR 16,432,866 15,172,729 367,195
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The application of the share premium account is governed by Section 48B of the
Hong Kong Companies Ordinance.

General reserve was set up from the transfer of retained earnings, the realised
revaluation surplus on disposal of properties and the value of shares issued in lieu of
dividend.

Revaluation reserve on bank premises and exchange revaluation reserve have been
set up and are dealt with in accordance with the accounting policies adopted for the
revaluation of bank premises and foreign currency translation.

Capital reserve represents the capitalisation of subsidiaries’ reserves.

Statutory reserves are set up to supplement the paid-up capital until the sum of paid-
up capital and the statutory reserves are equal to the registered capital for certain
associates.

Total distributable reserves of the Bank amounted to HK$14,825,423,000 (2003:
HK$13,739,726,000).

BBk B AER - XEBCARIRMD 488

TERPTE R

—REFFHOER - BIEBTRNER HEY
EEMEBREGBRIABRK B ETHRND
MEE -

i - REMESHFEHRE L B RHENE
PR BREE - RIRBITHE - B EE[MING
FEMRBE SR
EARBENBARRENENET -
AERBRBEXFERERAEZEREAR
VA TE (R MY A8 RR L LE B AR N B RO SE AR AN AR
[@ o

NERAT DR E B R 485 A 7585 14,825,423,000
7T (20034F : ##13,739,726,0007T) °
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33. OFF-BALANCE SHEET EXPOSURES X E&EXRUININIER

(a) Contingent Liabilities and Commitments (a) HABBRAE
The following is a summary of the contractual amounts of each significant class of AT RBHEYARE B RAEEZERINE LR
contingent liabilities and commitments: o
The Group 58 The Bank 17
2004 2003 2004 2003

HK$'000 ¥ ¥t  HK$'000 % T HKS'000 E¥Fx HK$'000 EHFT

Direct credit substitutes HEEEERER 5,375,979 4,381,620 5,345,427 4,350,990
Transaction-related contingencies HRSEBHNAER 486,028 496,632 486,028 496,632
Trade-related contingencies BESBEMNINER 2,501,087 2,596,662 2,450,532 2,549,609
Other commitments with

an original maturity of: HAhEdE -
under 1 year or which are REBBRDR1FL

unconditionally cancellable AR 27,786,426 20,395,121 27,162,592 20,174,252
1 year or over FREIBAE1FRIA L 8,136,611 6,775,946 8,037,046 6,778,653
Others HAh - 50,117 - 50,117

44,286,131 34,696,098 43,481,625 34,400,253

Contingent liabilities and commitments are credit-related instruments which include FREERAREREERFHANTA - 21EH
acceptances, letters of credit, guarantees and commitments to extend credit. The RERHEENALRE - FHE - BREME
contractual amounts represent the amounts at risk should the contract be fully drawn RIE - SRBREREE SR TRIRMRE
upon and the client default. Since a significant portion of guarantees and commitments PENRFTAERRAERE - ANERERSE
is expected to expire without being drawn upon, the total of the contract amounts is A A FRIE B R B0 ) BRRE & 1R R4S HR R AT E
not representative of future liquidity requirements. B ARRBET TIREARRRE TR -

REmEAFAERAR 2004€E5E 129
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33. OFF-BALANCE SHEET EXPOSURES (continued) BEESEXRUIIMNIER @

(b) Derivatives (b) $TETE
Derivatives refer to financial contracts whose value depends on the value of one or PTETAERA —HZHEEAEENEEE
more underlying assets or indices. BEEEBENTBEH
The following is a summary of the notional amounts of each significant type of T RAEERIRITHEFETETAF ZERIH
derivative for the Group and the Bank: FEEEE
The Group £
2004 2003
Trading ¥ Hedging % Total 4% Trading £% Hedging %% Total 2%
HK$'000 #%F7  HK$'000 A%Fx  HKS'000 B%Fx  HK$'000 B%Fr  HK$'000 B¥Fr  HK$'000 E%Fr
Exchange rate contracts EEAM
Forwards and futures R RS 6,024,580 125,128 6,149,708 5,051,405 142,583 5,193,988
Swaps BHRS 2,295,831 4,575,930 6,871,761 18,817,961 5,781,087 24,599,048
Options purchased B 1,724,476 - 1,724,476 2,828,762 = 2,828,762
Options written hit B 1,635,863 - 1,635,863 2,112,886 - 2,712,886
Interest rate contracts HME&H)
Forwards and futures ERHRHE 235,000 - 235,000 325,000 - 325,000
Swaps B3 856,308 15,236,381 16,092,689 728989 12,487,682 13,216,671
Equity contracts PR
Forwards and futures BHRSREE 49,851 - 49,851 - - -
Options purchased BEARE 442,062 - 442,062 420,319 - 420,319
Options written hit B 442,062 - 442,062 420,319 - 420,319
13,706,033 19,937,439 33,643,472 31,305,641 18,411,352 49,716,993
The Bank 87
2004 2003
Trading E& Hedging ¥ Total &% Trading B8 Hedging %% Total 4%
HK$'000 #%F7  HK$'000 A%Fx  HKS'000 B%Fx  HK$'000 B%Fr  HK$'000 B¥Fr  HK$'000 E%Fr
Exchange rate contracts Exa4)
Forwards and futures B REE 6,038,207 - 6,038,207 5,052,181 - 5,052,181
Swaps BERS 2,295,830 4,505,270 6,801,100 18,817,961 5,781,087 24,599,048
Options purchased BEARE 1,724,476 - 1,724,476 2,828,762 - 2,828,762
Options written hit B 1,635,863 - 1,635,863 2,112,886 - 2,712,886
Interest rate contracts HMEEH
Forwards and futures BHRSREE 235,000 - 235,000 325,000 - 325,000
Swaps BERS 856,308 15,275,252 16,131,560 728,989 12,604,127 13,333,116
Equity contracts &k
Forwards and futures BHRSREE 49,851 - 49,851 - - -
Options purchased B 442,062 - 442,062 420,319 = 420,319
Options written SHitl i 442,062 - 442,062 420,319 - 420,319

13,719,659 19,780,522 33,500,181 31,306,417 18,385,214 49,691,631
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Derivatives arise from futures, forward, swap and option transactions undertaken by
the Group and the Bank in the foreign exchange, interest rate and equity markets.
The notional amounts of these instruments indicate the volume of transactions
outstanding at the balance sheet date; they do not represent amounts at risk.

The replacement costs and credit risk weighted amounts of the aforesaid off-balance
sheet exposures are as follows. These amounts do not take into account the effects
of bilateral netting arrangements.

PTET ARBANEERIRITEINE - FIR R
EMSETHE  E2H  RHRIERSMmE
& BETANERSRIEEAERIIARTK
R ZE @ BIETRRAEARZBREEGE
At EE B BERANRBHEBEKRAREER
R INREERRRIA T © B BRI AR A IS F R
LHNTE

The Group £H The Bank #17
2004 2003 2004 2003
HK$'000 HK$'000 HK$'000 HK$'000
BETT BT BT T AT
Replacement costs BERAK
Exchange rate contracts EXSH) 341,582 583,085 340,773 582,538
Interest rate contracts FIEEH 917,485 865,565 917,485 865,565
Options purchased fE \HRiE
- exchange rate contracts —EXAH 2,294 5,896 2,294 5,896
— equity contracts —BBEH 2,952 3,730 2,952 3,730
1,264,313 1,458,276 1,263,504 1,457,729
Credit risk weighted amounts EERR IR
Contingent liabilities and
commitments SRR BERAE 8,822,965 8,087,367 8,790,759 8,061,762
Exchange rate contracts EXAH 173,643 259,825 172,731 258,976
Interest rate contracts FIEEH 204,136 192,086 204,136 192,163
Equity contracts B &4 21,538 19,519 21,538 19,519
9,222,282 8,558,797 9,189,164 8,532,420

The tables above give the contractual or notional amounts, replacement cost and
credit risk weighted amounts of off-balance sheet transactions. The replacement
cost is calculated for the purposes of deriving the credit risk weighted amounts.
These are assessed in accordance with the Hong Kong Monetary Authority’s guidelines
which implement the Basle agreement on capital adequacy and depend on the status
of the counterparty and the maturity characteristics. The risk weights used range
from 0% to 100% for contingent liabilities and commitments, and from 0% to 50%
for exchange rate, equity and interest rate contracts. Replacement cost represents
the cost of replacing all contracts which have a positive value when marked to market.
Replacement cost is a close approximation of the credit risk for these contracts as at
the balance sheet date. The credit risk weighted amount refers to the amount as
computed in accordance with the Third Schedule to the Hong Kong Banking
Ordinance.

ERINEEEABRUIN SGHELRBEE
- BEERAREERBIESE - SFKA
RRARTEEERRINESRE - ZFHERIK
BRESCHEERETHREATKNEER
Thhadk R R At SR 1T B 5 A0 AN B A R A BB E O
1EEI M EL A - KA A BRAFEFANERR
INEFR0%E100% * MIER - BDRFIEEL
BlEH0% £50% - EEKARIEEEMAIRM
HEEFEEZERNEEENA LKA - e
ERAERZEAONETEERR - FERR
I SRR R IR IR CERITIE B BT R = 5T E M &
%*E °
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33. OFF-BALANCE SHEET EXPOSURES (continued) BEESEXRUIIMNIER @

(c) Capital Commitments

Capital commitments outstanding at 31st December and not provided for in the
accounts were as follows:

(o) BEAERE

K12 A31 B REMMELAREREFIREERN
BARFYET

The Group £8 The Bank 1T
2004 2003 2004 2003
HK$'000 HK$'000 HK$’'000 HK$'000
BT ol BT T ol
Expenditure authorised

and contracted for* BT H I B AL 336,316 1,122,082 324,190 1,104,710

Expenditure authorised but
not contracted for BREXLEREL 276,331 377,555 260,931 377,555
612,647 1,499,637 585,121 1,482,265

*  The amounts as at 31st December, 2003 included the commitments amounting to
HK$873,470,000 in relation to the Bank’s acquisition of a portion of Millennium City 5, a
new building being erected in Kwun Tong. The building was completed in 2004 and the
amount was capitalised in Fixed Assets — Bank Premises.

e

Operating Lease Commitments

At 31st December, 2004, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

* R20034F12A31H » Afth ERAIEEITRIRITHE
A— BRI BRI IEFE R ) 23 A [BIAD 2
SHI|EEAEEEE - £48/3516873,470,0007T °
FZABER2004F2R - ZBHERENE - I
SUtEIEE & 2 —RT7THE] ~

(d) BEHE AR

2004 12A318 @ £ HEENLLTHE
A RRREEMNAEREEELT

The Group £H The Bank 17

2004 2003 2004 2003
HK$'000 HK$'000 HK$'000 HK$'000
BETT BB BRI BB

Properties E
Within one year 1E AR 97,782 93,134 107,524 125,069
After one year but within five years 16 Z5FR 121,955 119,665 127,592 129,329
After five years SELAE 41,368 27,580 53,984 52,641
261,105 240,379 289,100 307,039

Equipment B
Within one year 1FE AR 1,776 1,857 788 1,017
After one year but within five years 16 Z5R 2,645 2,069 1,396 569
After five years SEDAR 4 - 4 -
4,425 3,926 2,188 1,586

The Group and the Bank lease certain properties and equipment under operating
leases. The leases typically run for an initial period of one to twenty five years, with
an option to renew the lease when all terms are renegotiated. Lease payments are
usually adjusted annually to reflect market rentals. None of the leases includes
contingent rentals.
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(e) Obligations Under Mortgage Loans Sold

Included in the captions set out below are balances which are established as reserve
funds for mortgage loan purchasers pursuant to the terms of mortgage sale
agreements. The reserve funds are available to the purchasers to cover any losses or
cash flow shortfalls that result from both credit risk and basis risk with respect to the
loans sold and to protect the purchasers in the event that they have to appoint a
substitute servicer.

These reserve funds are either set up in the name of the Bank and are charged in
favour of the purchaser as security for the Bank’s obligations to the purchaser or, in
the name of the loan purchaser who retains absolute ownership, title, right and
interest in the reserve funds, pursuant to the terms of the mortgage sale agreements.

(e) EERIBEFAIE

BEBEATRERSRIBER S OGFEXHE

R BIERIBESRBE BN RFEDER o
ERAEREBEEREEENRSIENERR
FEERMEZEARALRSRBZEHR
REBEEASTRREHBENA -

ZERBERANTEERILRATREER
AT EEEERR - IRBEEREETA
IR EABEELEKLMBEEAIRE
REHARE  PRARE B RERHSFE -

The Group and The Bank

SEEREBIT

2004 2003

HK$’000 &% T HK$°000 /&% T 7

Held-to-maturity debt securities REIHERE 23,473 30,494

Accrued interest and other accounts FEMRFI B R E At AR TH 74,663 73,136

98,136 103,630

34. NOTES ON CONSOLIDATED CASH FLOW STATEMENT #HFE&R&RERMET
(a) Purchase of Subsidiaries (a) WEEMEB AR
2004 2003
HK$’000 &% T HK$°000 /&% T 7
Net assets acquired BENTFEE

Cash and short term funds ReREHES 791 -

Advances and other accounts less provisions BHRER ERREMRE 118,664 -

Fixed assets EE&E 568 =

Other accounts and provisions H A BRIA R (17,751) =

Deferred tax EERIE (117) =

102,155 -

Goodwill arising on consolidation RIBRARELNEE 220,035 300,509

Total purchase price BEEE 322,190 300,509
Less: cash and cash equivalents acquired B BANRERERREEA oy -

Cash flow on acquisition net of cash acquired IR € THE MR SR 321,399 300,509

Increase in Shareholding of a Subsidiary

The Group increased its shareholding in a subsidiary for a cash consideration of
HK$26,820,000 (2003: HK$39,139,000) in 2004. The net asset value and goodwill
attributable to the increase in shareholding was HK$2,092,000 (2003:
HK$37,121,000) and HK$24,728,000 (2003: HK$2,018,000) respectively.

(b)

12 hn— BRI B A Bl MR =

H20044F + AREE AR SR EH%26,820,000
7T (20034F : j5#39,139,0007T) # Hl—FEHI B
NENZ s o G INFTE AN EEFERS
E5 5 AE#2,092,0007T (20034 : Bk
37,121,0007T) %2754 24,728,0007T (20034 :
7#5#2,018,0007T) °
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34. NOTES ON CONSOLIDATED CASH FLOW STATEMENT (continued) #ZZmEBE&REBRKT @

(c) Cash and Cash Equivalents (0 B4REZRBELER

(i) Components of cash and cash equivalents in the consolidated cash flow statement () GEEABRLREAANBLRERESER
B4R K EB
2004 2003
HK$’000 &% T % HK$'000 7% F 70
Cash and balances with banks and Re RERITNE M S RIELE
other financial institutions ipFepca 3,655,593 2,695,618
Money at call and short notice ARG B 28,681,207 21,264,261
Placements with banks and
other financial institutions with [RANEARR A3 18 A A RTERTT R
original maturity within three months Hi S RgENTR 4,709,744 6,899,332
Treasury bills with original maturity
within three months RAEAR A3 A A AR B E &S 3,484,728 2,294,706
Certificates of deposit held with original RAHIRA3MEA AR ZFHER
maturity within three months FRE 673,063 736,621
41,204,335 33,890,538
(i) Reconciliation with the consolidated balance sheet (i) BILAEEBBERNYER
2004 2003
HK$'000 &% F HK$'000 B#F it
Cash and short term funds ReREHES 39,877,738 36,033,510
Placements with banks and other financial
institutions maturing between one and TERITRE M AE
twelve months ZE1218 A R EHrTFR 9,832,258 21,075,521
Certificates of deposit held BENERE 2,446,947 3,016,556
Amount shown in the consolidated
balance sheet EGABEERBERERNEH 52,156,943 60,125,587
Less: amount with an original maturity of
beyond three months R RN HAIR A31E A L L H e (10,952,608) (26,235,049)
Cash and cash equivalents in the consolidated ~ #HZABREHEXRANEE R
cash flow statement ZRBALER 41,204,335 33,890,538

35. LOANS TO OFFICERS {THIAEERK

RIBE B (R AIER) 55161BE(4B) R (4C) 7R
TE - ATITRAB Z EFEEAMRMT ¢

The aggregate of loans to officers of the Bank disclosed pursuant to Section 161B
(4B) and (4C) of the Hong Kong Companies Ordinance is as follows:

2004 2003
HK$'000 i#% ¥t HK$'000 B+
Aggregate amount of relevant loans outstanding
at 31st December HBEFR12A31 BRER B
By the Bank HRRITEH 1,185,747 671,501
By subsidiaries mAtE A RE - -
1,185,747 671,501

The maximum aggregate amount of
relevant loans outstanding during the year FENBRER 2 &R ER
By the Bank HIRITIEH 1,884,055 1,044,475
By subsidiaries mHTE A RE - -

2004512 A318  REBHARERFIES « I8
REUZEERERRER o

There was no interest due but unpaid nor any specific provision made against these
loans at 31st December, 2004.
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36. MATERIAL RELATED PARTY TRANSACTIONS

FEBASNEARS

The Group maintains certain retirement benefit schemes for its staff as per Note 2(p)(iii).
In the year 2004, the total amount of contributions the Group made to the schemes
was HK$66,581,000 (2003: HK$65,854,000).

The Group enters into a number of transactions with the Group’s related parties,
including its associates, and key management personnel and their close family
members and companies controlled or significantly influenced by them. The
transactions include accepting deposits from and extending credit facilities to them.
Except that there are interest free shareholder’s advance extended to two (2003:
one) associates respectively amounting to HK$10,740,000 at 31st December, 2004
(2003: HK$10,700,000), all interest rates in connection with the deposits taken and
credit facilities extended are under terms and conditions normally applicable to
customers of comparable standing.

The interest received from and interest paid to the Group’s related parties for the
year, and the outstanding balances of amounts due from and due to them at the
year end are aggregated as follows:

REEAEB B IRHFLRNMREE - B
AMTFE2(p) i) H & ° R2004F R - ANEE Y E
Lot B K TR 4B BUA B 1566,581,0007T (2003
£ : B%65,854,0007T) °

AEEEEBEHATETSERS « S AL
BEBREQR  TETHRABEREEREE -
RZEEATREGHINARSREAEEATE
NHRF] - BERZFEEEZELATERR
REMREEEE - RAXTHRIET =M
(20034 : —@)BE QAR SRR - H
72004412 A31 A #8454 A5%510,740,000
7T (20034F : /&#510,700,0007T) * BRILLASS »
BERREENFIR  9RBHE—RFASE
FRKFEZBEPEEOERRIRE ©

RER - REBE YRR A T ATREER S 4 T

FIFE » REEER - FEALTHRARR
RARE A LEVTIRBR AN T

2004 2003

% to Group total % to Group total

HHEEAY S E A

ZERE ZENE

Interest income FBBA 13 1.3

Interest expense FEE M 0.4 0.9

Amount due from related parties (Note a) YN N ) 1.7 2.4

Amount due to related parties (Note b) R @ A\ B RIE (P atb) 0.9 1.1

Loan commitments (Note c) B RESE (o) 2.5 2.6
Notes: (a) Based on total assets excluding cash and short-term funds, placements with banks Kt : (@) RERELBETTAREREHE

and other financial institutions maturing between one and twelve months, investments
in associates and fixed assets.

(b) Based on deposits from customers and debt instruments issued.

(c) Based on total loan commitments.

& ERTTREME B ER 1 E12185
RAEIEEI 7 B ERARIREREEE
Eo

(b) WREEPFEAREZTZ ERES -
() WREEFFEH -
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BRIEM &+ (&)

37. EQUITY COMPENSATION PLANS MR fE T2

The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank
may at its discretion grant to any employees, including Executive Directors and Chief
Executive, of the Group options to subscribe for shares of the Bank. The options may

ATATRAHE S R B RATTES AR
BRERBEETREZEEES - BEATE
ERITRAEE - ARBARITIRG  RERENTT
BHRRE T BB AFRRERTEOES

be exercised during the period beginning on the first anniversary of the Date of
Grant and ending on the fifth anniversary of the Date of Grant. All options were

granted for nil consideration.

—~
<))
~

Particulars of Share Options

RS

BFLE - ARG AERERL A -

Exercise Price

Date of Grant Vesting Period Exercise Period Per Share
RFEH AR TS BRITEE

HKS$E ¥ T
21/4/1999 21/4/1999 — 20/4/2000 21/4/2000 — 21/4/2004 12.09
20/4/2000 20/4/2000 — 19/4/2001 20/4/2001 — 20/4/2005 16.46
19/4/2001 19/4/2001 — 18/4/2002 19/4/2002 - 19/4/2006 16.96
18/4/2002 18/4/2002 — 17/4/2003 18/4/2003 - 18/4/2007 15.80
02/5/2003 02/5/2003 — 01/5/2004 02/5/2004 — 02/5/2008 14.90
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 - 22/4/2009 23.23

(b) Movement of Share Options

AREZ B

2004 Number of Share Options
RREHE
Outstanding Outstanding
Date of Grant at 1/1/2004 Granted Exercised Lapsed at 31/12/2004
2004518108 20045128318
BFEH 8 RATBE BT BT BAX e RATHE
21/4/1999 736,000 - 736,000 - -
20/4/2000 3,698,000 - 2,218,000 - 1,480,000
19/4/2001 3,435,000 - 1,250,000 - 2,185,000
18/4/2002 3,450,000 - 655,000 - 2,795,000
02/5/2003 15,165,000 - 6,405,000 190,000 8,570,000
22/4/2004 - 15,495,000 - 450,000 15,045,000
Total #8%8 26,484,000 15,495,000 11,264,000 640,000 30,075,000
2003 Number of Share Options
RS A

Outstanding Outstanding
Date of Grant at 1/1/2003 Granted Exercised Lapsed at 31/12/2003
200351 A1H F2003412A31H
RTHH W ARTTHE ERT B3t BARM HARTTE
20/4/1998 5,361,200 - - 5,361,200 -
21/4/1999 4,510,000 - 3,764,000 10,000 736,000
20/4/2000 11,128,000 - 6,990,000 440,000 3,698,000
19/4/2001 5,360,000 - 1,665,000 260,000 3,435,000
18/4/2002 5,505,000 - 1,785,000 270,000 3,450,000
02/5/2003 - 15,525,000 - 360,000 15,165,000
Total #8%8 31,864,200 15,525,000 14,204,000 6,701,200 26,484,000

(c) No share options were cancelled during the years ended 31st December, 2004 and

2003.
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Notes on the Accounts (continued)

(d) Details of Share Options Exercised (d) BITERREFES
Number of Share Options
RREHE
Exercise Period Date of Grant 2004 2003
TERE E-Sil=h
January 1A 21/4/1999 13,000 -
20/4/2000 298,000 -
19/4/2001 20,000 -
18/4/2002 55,000 -
February 2 A 21/4/1999 87,000 32,000
20/4/2000 379,000 -
19/4/2001 110,000 -
18/4/2002 70,000 -
March 34 21/4/1999 155,000 12,000
20/4/2000 321,000 -
19/4/2001 80,000 -
18/4/2002 120,000 -
April 47 21/4/1999 193,000 35,000
20/4/2000 151,000 -
19/4/2001 190,000 -
18/4/2002 20,000 -
May 5H 21/4/1999 288,000 218,000
20/4/2000 50,000 -
19/4/2001 30,000 -
18/4/2002 40,000 -
02/5/2003 1,655,000 -
June 6 A4 21/4/1999 - 781,000
20/4/2000 73,000 -
19/4/2001 155,000 -
18/4/2002 65,000 -
02/5/2003 795,000 -
July 7R 21/4/1999 - 371,000
20/4/2000 39,000 -
18/4/2002 20,000 -
02/5/2003 445,000 -
August 8 A 21/4/1999 - 250,000
20/4/2000 92,000 -
19/4/2001 100,000 -
18/4/2002 40,000 275,000
02/5/2003 330,000 -
September 95 21/4/1999 - 1,089,000
20/4/2000 49,000 976,000
18/4/2002 35,000 630,000
02/5/2003 275,000 -
October 104 21/4/1999 - 557,000
20/4/2000 85,000 2,767,000
19/4/2001 15,000 360,000
18/4/2002 20,000 500,000
02/5/2003 360,000 -
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37. EQUITY COMPENSATION PLANS (continued) BR{3 % {EsTEl @

- -

(d) Details of Share Options Exercised (continued)

(d) BATERREFE @)

Number of Share Options

RBREHE

Exercise Period Date of Grant 2004 2003
1TEHA RS E-Sid=h: ]

November 118 21/4/1999 - 349,000

20/4/2000 236,000 2,458,000

19/4/2001 90,000 735,000

18/4/2002 75,000 -

02/5/2003 1,315,000 -

December 124 21/4/1999 - 70,000

20/4/2000 445,000 789,000

19/4/2001 460,000 570,000

18/4/2002 95,000 380,000

02/5/2003 1,230,000 -

11,264,000 14,204,000

38. RECENTLY ISSUED ACCOUNTING STANDARDS EHifE#H =8|

The Hong Kong Institute of Certified Public Accountants has issued a number of new
and revised Hong Kong Financial Reporting Standards and Hong Kong Accounting
Standards (“new HKFRSs") which are effective for accounting periods beginning on
or after 1st January, 2005.

The Group has not early adopted these new HKFRSs in the accounts for the year
ended 31st December, 2004 apart from HKAS 40 “Investment Property” as disclosed
in Note 3 of the accounts. The Group has already commenced an assessment of the
impact of the other new HKFRSs but is not yet in a position to state whether these
new HKFRSs would have a significant impact on its results of operations and financial
position.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AEEZRWEMBEH

B TR _F e _ T _F R

(1) CAPITAL ADEQUACY RATIO AND CAPITAL BASE

EXRELREEAREMR

(a) Capital Adequacy Ratio

(@) BEAZRLE

~

2004 2003
% BAE % BRE
Unadjusted capital adequacy ratio as at
31st December W12 A31 B REARE AR R & 16.2 17.2
Adjusted capital adequacy ratio as at
31st December R12A31 AR ERT R X 16.1 17.1

The unadjusted capital adequacy ratio is computed on the consolidated basis which
comprises the positions of the Bank and its subsidiaries as required by the Hong
Kong Monetary Authority for its regulatory purposes, and is in accordance with the
Third Schedule to the Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio which takes into account market risks as at the
balance sheet date is computed in accordance with the Guideline “Maintenance of
Adequate Capital Against Market Risks” issued by the Hong Kong Monetary Authority
and on the same consolidated basis as for the unadjusted capital adequacy ratio.

Group Capital Base after Deductions

AMEABREARFTRILE ZFTE - RIBEBEEES
BMEERFERERERRNEaEERER
GRITRIGODMIRS - SMAEERE T ARITR
HIBRE]

HEBREATRLLERNE - RREFESR
ERBELNEII(EmEARERSTEE
) - EAEAERNTSRAR - FIRENEGRE
EE BRI RS AT R LE R PR IRHOAE (R

o

(b) EEIIRENERER

2004 2003
HK$'000 &% ¥t HK$'000 E#F 7T

Core capital RILVER
Paid up ordinary share capital BR B BARARA
Share premium Bt s B
Reserves M
Minority interests DB R
Deduct: Goodwill B R
Total core capital (AN NG
Eligible supplementary capital ARt EEIFT A AR
Reserves on revaluation of land and i+ iR BEE
interests in land (at 70%) f#1E (A70%:18)
General provisions for doubtful debts —RREERS
Term subordinated debt B HREER
Total eligible supplementary capital AIETE I INE A 4ERE
Total capital base before deductions MRAT B AL 4ER
Deductions from total capital base EAREREFEHIIEAR
Total capital base after deductions A& B AL ER

3,729,996 3,668,634
631,188 520,305
14,997,378 14,059,945
165,655 24,418
(2,448,156) (2,343,408)
17,076,061 15,929,894
822,725 659,956
1,336,044 1,266,365
4,271,124 4,260,751
6,429,893 6,187,072
23,505,954 22,116,966
(969,261) (1,049,318)
22,536,693 21,067,648
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(2) LIQUIDITY RATIO HENE &L Z
2004 2003
% B % % BDE
Average liquidity ratio for the year FEATARDES LXK 444 44.8

The average liquidity ratio for the year is the simple average of each calendar month'’s
average liquidity ratio, which is computed on the consolidated basis as required by
the Hong Kong Monetary Authority for its regulatory purposes, and is in accordance
with the Fourth Schedule to the Hong Kong Banking Ordinance.

(3) SEGMENTAL INFORMATION £ &%

FENTFHRBDE L ERE AT XA
B¥9g - HAEERBEEESRERBAE
RERERBIESEERE B ERITEELD
(f¥=4) °

(a) Advances to Customers
(i) By industry sectors

The analysis of gross advances to customers (net of suspended interest) by industry
sector is based on the categories and definitions used by the Hong Kong Monetary

(a)

BEEEFREBORBRB RN E)NTTED
RERSREERMRBHERIMER

Authority.
2004 2003
HKS$'000 HK$'000
BT BETT
The Group £
Loans for use in Hong Kong ERBREANER
Industrial, commercial and financial TR
— Property development —MEER 4,398,093 4,969,798
— Property investment —MERE 14,536,729 11,883,891
- Financial concerns — SR 1,507,153 2,045,115
— Stockbrokers —RE&E 277,903 322,112
- Wholesale and retail trade —HBERTEX 1,569,771 1,790,164
- Manufacturing —BLEEE 1,822,971 1,250,396
— Transport and transport equipment —EREEHRE 4,507,233 4,564,759
- Others —Hftb 6,032,368 4,500,757
- Sub-total —/N5F 34,652,221 31,326,992
Individuals fEA
— Loans for the purchase of flats in —BEIEER AR
the Home Ownership Scheme, [FLAZEEETE K
Private Sector Participation Scheme [EEEEEE]
and Tenants Purchase Scheme BFHER 1,522,173 1,848,337
— Loans for the purchase of —-BEAMEEDE
other residential properties WER 34,928,247 34,595,575
— Credit card advances —f=RARER 1,649,200 1,432,687
- Others —Hftb 3,230,750 2,950,460
- Sub-total —/N5F 41,330,370 40,827,059
Total loans for use in Hong Kong EEBFERNERESE 75,982,591 72,154,051
Trade finance BHRE 4,092,162 3,314,514
Loans for use outside Hong Kong EREBLMERNER 37,184,000 27,440,271
Total advances to customers REERAE 117,258,753 102,908,836
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(i) By geographical areas (i) ERIFHE
The information concerning the breakdown of the gross amount of advances to EFEREERARIBIENSH - R
customers by countries or geographical areas is derived according to the location BRSEFH AL - WEBRERRR
of the counterparties after taking into account any transfer of risk. In general, EE - — K= - AEERNERESLT
such transfer of risk takes place if the claims are guaranteed by a party in a ERGHFAEMHBEIRN —FHER - 5
country which is different from that of the counterparty or if the claims are on an ZEENBITHRERERITOEINDGAT
overseas branch of a bank whose head office is located in another country. MZIRIT RN BRI IEZR R FHHFH

FifEst - ERERERAH —ERREEE
7 — BB -

Advances overdue for
Total advances to customers Non-performing loans over three months
RFERAE TRTER BHBEANLNESER
2004 2003 2004 2003 2004 2003
HK$'000 #%Fx  HK$'000 BT  HKS'000 B%Frw  HK$'000 B%Fr  HKS'000B%Fx  HK$'000 T
The Group 4]
Hong Kong B 88,598,608 81,092,324 765,035 1,587,928 575,894 872,215
People’s Republic of China ~ FZEARKAE 10,911,094 5,588,249 317,005 747,602 71,426 470,946
Other Asian countries HinZEIR 6,354,111 5,150,091 107,771 108,408 103,688 83,713
Others Het 11,394,940 11,078,172 175,621 82,451 83,377 71,799
Total ek 117,258,753 102,908,836 1,365,432 2,526,389 840,385 1,498,673
(b) Cross-border Claims (b) FEEIERE
The information on cross-border claims discloses exposures to foreign counterparties BRI EREEHRE BN ZH F R ER R
on which the ultimate risk lies, and is derived according to the location of the RRREFTEH - WEBREBREREE - —K
counterparties after taking into account any transfer of risk. In general, such transfer M= - BREEROERESILIERSHFHME
of risk takes place if the claims are guaranteed by a party in a country which is R BRI —AER - IZERNETERE
different from that of the counterparty or if the claims are on an overseas branch of FIRITHIBINDTT - T ZIRITHVAR I RENT IF
a bank whose head office is located in another country. Only regions constituting RN ZEFHPTIEN - EIRERER AR —(E

10% or more of the aggregate cross-border claims are disclosed.

BEREZI S —EER - EX—RAERE
IERBRAEFRRI10%3A L it E R R R R

FLARREE o
2004
Banks and
other financial Public
institutions sector entities Others Total
RITRELERME DNEWE Hity BE
HK$000 #%Fx HK$'000 &% T HKS$'000 E%Fx HK$'000 B%Fx
The Group %E

People’s Republic of China FEE ARAME 9,413,577 1,458,707 7,962,500 18,834,784

Asian countries, excluding HE B MEIR
People’s Republic of China (PRAETEARLNE) 10,764,517 1,413,490 7,519,486 19,697,493
North America =M 5,129,033 7,886,401 5,182,553 18,197,987
Western Europe PR 26,577,806 255 2,016,679 28,594,740
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Unaudited Supplementary Financial Information (continued)

AEECHTHBEEN (B)
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(3) SEGMENTAL INFORMATION (continued) 73 ZBE&E ¥} c@)
(b) Cross-border Claims (continued) (b) PSEIERE (&)
2003
Banks and
other financial Public
institutions sector entities Others Total
POTREM S REE NEHE HAh peka)
HK$'000 B#Fr  HK$'000BEFr HK$'000 BEF HK$'000 BEFT
The Group EE]
People’s Republic of China I AREME 5,942,870 1,117,031 4,763,759 11,823,660
Asian countries, excluding HiZMER
People’s Republic of China (TRfERE AREFE) 13,068,878 1,156,111 6,184,322 20,409,311
North America B 5,526,584 8,245,582 4,920,474 18,692,640
Western Europe TaER 33,240,941 - 1,088,757 34,329,698
(4) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS #Hifff - KEARKEEE
(a) Overdue and Rescheduled Advances (a) BHARKEHER
2004 2003
% of total % of total
advances to advances to
customers customers
EEFERAE WERPERER
HK$'000 &% T 7t WEDL  HK$'000 BETFT R0
The Group &E
Advances to customers overdue for  EHIESEF
- 6 months or less but —3EAUER
over 3 months 618 A 242,893 0.2 276,799 0.3
— 1 year or less but over 6 months  —6{EAMN EZE14F 194,645 0.2 339,092 0.3
— Over 1 year —1FU%E 402,847 03 882,782 0.9
840,385 0.7 1,498,673 15
Rescheduled advances to customers EERRFER 472,335 0.4 1,123,114 1.1
Total overdue and rescheduled BHREEARF
advances B 1,312,720 1.1 2,621,787 2.6
Secured overdue advances BEAAEER 660,700 0.6 1,323,712 1.3
Unsecured overdue advances ER AR ER 179,685 0.1 174,961 0.2
Market value of security held BEFAHER
against secured overdue advances  E#BGmTE 1,122,161 1,736,962

There were no advances to banks and other financial institutions which were overdue
for over 3 months as at 31st December, 2004 and 31st December, 2003, nor were
there any rescheduled advances to banks and other financial institutions on these

two dates.
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Unaudited Supplementary Financial Information (continued)

AEEGCHTHBEEN (&)
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(b) Reconciliation (b) ¥ERE

2004 2003
HK$'000 ¥ ¥t HK$'000 A%+t

Overdue advances (Note 1) AEER (M) 840,385 1,498,673
Rescheduled advances (Note 2) HEFEEN () 472,335 1,123,114
Total overdue and rescheduled advances B RESHETEE 1,312,720 2,621,787
Less: Overdue advances on which interest is
still being accrued B BEENRAFEER (157,696) (150,286)
Less: Rescheduled advances on which interest is
still being accrued B R EAENRFFISER (63,283) (173,813)
Add: Non-performing loans which are
not overdue or rescheduled n: AETEREEafskcEA 273,691 228,701
Total non-performing loans TEITEREE 1,365,432 2,526,389
Notes: B E:
(1) Advances which are overdue for more than three months. (1) BEAEKENEHA3ME AL EOMER
(2) Rescheduled advances which have been overdue for more than three months under the (2) BEBETEFEREAHBAIEANKCEEE
revised repayment terms are included under overdue advances and not rescheduled advances. o BIABBRERGEE I TERACELEE
e
(c) Other Overdue and Rescheduled Assets () HitvBHiRkEEHEE
2004 2003
Accrued Other Accrued Other
interest assets* interest assets*
AT HitEE* 2EHE Hih&E*
HK$'000 %t HKS'000 B¥Tx HK$'000 8T HK$'000 BETT
The Group &E
Other assets overdue for Hin@iEE
-6 months or less but
over 3 months —3EAEZE6MEA 1,653 305 1,699 2,592
— 1 year or less but over 6 months  —6fEALA EE 15 1,065 614 1,442 1,096
- Over 1 year —1FE 407 19,462 904 13,406
3,125 20,381 4,045 17,094
Rescheduled assets REREE - - - 827
Total other overdue and Himix
rescheduled assets KEREERRE 3,125 20,381 4,045 17,921
*  Other assets refer to trade bills and receivables. * AEEEIEEZERKERKE
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(4) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (continued) EIHl + KEAR WKREEE @)

(d) Repossessed Assets (d) KWEIEE
2004 2003
HK$’000 #% T HK$'000 7% F 70

The Group &5
Repossessed properties* Eky E 107,745 176,265
Repossessed vehicles and machines UMEDRTENE 340 671
Total repossessed assets Yol & E4a e 108,085 176,936
The amount represents the estimated market value of the repossessed assets as at UL ESEEEN 12 A31 BIREIEERN A TE
31st December.
*  The balance included HK$26,293,000 (2003: HK$47,656,000) relating to properties that * eI AREE 26,293,000 (2003 4F : B

were contracted for sale but not yet completed. 47,656,0007T) B #4941 EEABTA K I HI Y% °

(5) CURRENCY CONCENTRATIONS E&¥ &k

The net positions or net structural positions in foreign currencies are disclosed when WfERISNE B B R RE S AR A B R RGP
each currency constitutes 10% or more of the respective total net position or total FAEINEFHRREREBIEFHAREN
net structural position in all foreign currencies. 10%3RKSA E » fEZATUAHEER
2004
HKSMillion B¥EET

usb CAD GBP CNY Others Total

EI i R ARE Hit o
The Group £8
Spot assets REBE 49,928 4375 4,210 7,581 21,586 87,740
Spot liabilities REAE (52,103) (4,458) (6,690) (7,364) (22,592) (93,207)
Forward purchases EHEA 18,257 484 2,127 - 5,802 27,210
Forward sales EHEN (15.863) (289) (370) - (4,812) (21,334)
Net options position HREeFE 16 (1) (1) - 3 17
Net long/(short) position &/ (B &% 235 11 (64) 217 (13) 486

2003
HKSMillion A¥ & E7T

usb CAD GBP CNY Others Total

e i £S5 N HAh ek
The Group £8
Spot assets REBE 50,041 4337 4374 2,544 14,498 75,19
Spot liabilities REAE (45,079) (5,088) (7,305) (2,508) (21,627) (81,607)
Forward purchases REEA 23,881 1,674 2,110 - 14,465 42,130
Forward sales EHEN (27,768) (780) (a7) - (7.318) (36,037)
Net options position HERFE 9) 2 3) = (6) (16)
Net long/(short) position 5/ (8838 1,066 145 (995) 36 12 264
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2004
HKS$Million % E&x
usbD CAD* CNY Others Total
ESH nzc* AR Hith Fit ]
Net structural position R TR 1,452 245 564 394 2,655
2003
HK$Million & BET
usD CAD CNY Others Total
xT nc AR Hity pt
Net structural position ERMEREFE 1,423 228 - 376 2,027

*  The currency constitutes less than 10% of the total net structural position in all foreign
currencies and is presented for comparative purpose only.

The net option position for 2004 is calculated using the model user approach, which
has been approved by HKMA. The net structural position represents the net asset
value of the Group’s foreign currency investment in overseas operations and their
related funding.

(6) CORPORATE GOVERNANCE {¥E%
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The Group recognises the benefits of sound corporate governance practice to its
shareholders. It has made reference to the Hong Kong Monetary Authority’s statutory
guidelines set out in the Supervisory Policy Manual “Corporate Governance of Locally
Incorporated Authorized Institutions”. There are thirteen specialised committees
formed under the Board of Directors. The roles, functions and composition of these
key committees are as follows:

Audit Committee (Please refer to Report of the Directors on page 52).
Nomination Committee (Please refer to Report of the Directors on page 52).
Remuneration Committee (Please refer to Report of the Directors on page 52).

Sealing Committee is responsible for directing the usage and custody of the Bank'’s
common seal. It comprises all Executive Directors and Non-executive Directors of the
Bank, as appointed from time to time.

Executive Committee is responsible for reviewing all major functions and critical
issues relating to the businesses and operations of the Group. It comprises the Chief
Executive, the Deputy Chief Executives, all Division Heads, the Head of Credit & Special
Asset Department and the Head of Legal Affairs Department.

Risk Management Committee is responsible for dealing with all risk management
related issues of the Group. It comprises the Chief Executive, the Deputy Chief
Executives, the Head of Investment Banking Division, the Head of Strategic Planning
& Control Division, the Head of Operations Support Division, the Head of Credit &
Special Asset Department and the Head of Risk Management Department.
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Credit Committee is responsible for carrying out lending related activities and in
particular, to monitor the lending portfolio for managing the overall credit risk of the
Group. It comprises the Chief Executive, the Deputy Chief Executives, the Head of
Investment Banking Division, the Head of Strategic Planning & Control Division, the
Head of Operations Support Division and the Head of Credit & Special Asset
Department.

Asset and Liability Management Committee is responsible for overseeing the
management of liquidity risk, interest rate risk, market risk and country risk of the
Group. It comprises the Deputy Chief Executives, the Head of Investment Banking
Division, the Head of Strategic Planning & Control Division, the Head of Personal
Banking Division, the Head of Corporate Banking Division, the Head of China Division,
the Head of International Division, the Head of Wealth Management Division, the
Head of Branch Distribution Department, the Head of Credit & Special Asset
Department, the Head of Treasury Department and the Head of Risk Management
Department.

Operational and Other Risks Management Committee is responsible for dealing
with all issues related to the management of operational, legal, reputation and strategic
risks of the Group. It comprises the Deputy Chief Executive, all Division Heads, the
Head of Credit & Special Asset Department, the Head of Legal Affairs Department,
the Head of Marketing & Communications Department and the Head of Organisation
and Productivity Department.

Investment Committee is responsible for formulating investment strategies and
making daily investment decisions on the overall investment portfolio of the Group.
It comprises the Deputy Chief Executives, the Head of Investment Banking Division
and the Head of Strategic Planning & Control Division.

Policy Committee is responsible for discussing and formulating various strategies
and policies for managing businesses and operations of the Group. It comprises the
Chief Executive, the Deputy Chief Executives, the Head of Investment Banking Division
and the Head of Strategic Planning & Control Division.

Crisis Management Committee is responsible for developing and reviewing the
Group's strategy for managing crisis scenarios and taking charge of crisis situations
which jeopardise or have the potential to jeopardise the Group in its reputation,
liquidity/financial position and business continuity. It comprises the Chief Executive,
the Deputy Chief Executives, all Division Heads and the Head of Organisation &
Productivity Department.

Steering Committee for the Basel Project is responsible for dealing with all issues
related to the implementation of the New Basel Capital Accord for the Group. It
comprises the Chief Executive, the Deputy Chief Executives, the Head of Investment
Banking Division, the Head of Strategic Planning & Control Division, the Head of
Operations Support Division and the Head of Credit & Special Asset Department.

The terms of reference of the Committees together with all the Policies within the
corporate governance regime are subject to an annual review in order to cope with
the latest development in the banking industry as well as other changes in the
regulatory requirements.
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(7) RISK MANAGEMENT [ f&EE

Risk management is an essential element of banking. The Group has in place a
comprehensive risk management system to identify, measure, monitor and control
the various types of risk which the Group faces and, where appropriate, to allocate
capital against those risks. The risk management policies of the Group are reviewed
regularly by the Management and related specialised committees, and
recommendations are made by the Risk Management Committee for the approval of
the Board of Directors. The internal auditors also perform regular audits on business
units to check compliance with policies and procedures. The Group has also established
an Investment Committee to plan the Group's investment strategies and to monitor
the performance and compliance of investment activities.

Credit Risk Management

Credit risk arises from the possibility that a customer or counterparty in a transaction
may default. Such risk may arise from both lending and treasury activities. The Board
of Directors has delegated authority to the Credit Committee to oversee management
of the Group’s credit risk, independent of the business units. The Credit Committee
will report to the Board of Directors via the Risk Management Committee, which
deals with all risk management related issues of the Bank Group.

The Credit Committee is to deal with all credit risk related issues for the Bank Group,
including formulation of credit policies, credit approval and monitoring of asset quality.

In evaluating the credit risk associated with an individual customer or counterparty,
financial strength and repayment ability are always the primary considerations. Credit
risk may be mitigated by obtaining collateral from the customer or counterparty.
Concentration risk is monitored by adopting appropriate risk control measures, such
as setting limits on large exposures.

In this connection, comprehensive guidelines for management of credit risk have
been laid down in the Group’s Credit Manual. These guidelines stipulate delegated
lending authorities, credit extension criteria, credit monitoring process, 10-grade loan
classification system, credit recovery and provisioning policy.

The Group's Credit Manual is regularly reviewed by the Credit Committee to ensure
the adequacy of credit risk management policies and systems.
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(7) RISK MANAGEMENT (continued)  JELBEEE (@)

(b) Liquidity Risk and Market Risk Management

The Asset and Liability Management Committee is authorised by the Board of Directors
to manage the assets and liabilities of the Bank Group. The function of the Asset and
Liability Management Committee is to oversee the Group's operations relating to
interest rate risk, liquidity risk and market risk.

(1) Liquidity Risk Management
Liquidity risk is the risk that the Group cannot meet its current obligations. To
manage liquidity risk, the Group has established the liquidity risk management
policy, which is approved by the Board of Directors. The Group measures the
liquidity of the Group through the statutory liquidity ratio, the loan-to-deposit
ratio and the maturity mismatch portfolio.

The Asset and Liability Management Committee closely monitors the liquidity of
the Group on a daily basis to ensure that the liquidity structure of the Group'’s
assets, liabilities and commitments can meet its funding needs, and that the
Group remains in compliance with the statutory liquidity ratio. The Group’s average
liquidity ratio was 44.4% for 2004, which was well above the statutory minimum
ratio of 25%.

Adequate standby facilities are maintained to provide strategic liquidity to meet
unexpected, material cash outflows in the ordinary course of business.

(2) Market Risk Management

Market risk is the risk arising from the net effect of changes in market rates and
prices on the Group’s assets, liabilities and commitments, thus causing profits or
losses. Interest rates, foreign exchange rates, equity and commodity prices, among
others, are monitored for market risk.

The Group’s market risk originates from its trading-book holdings of foreign
exchange, debt securities, equities and derivatives, which are valued at current
market prices (mark-to-market basis); from its investment and banking activities
in financial assets and liabilities, which are valued at cost plus any accrued interest
(accrual basis); and from its holdings of securities classified as other investments,
which are measured at fair value in the balance sheet.

The Group has established a market risk management policy that incorporates
guidelines, procedures and control measures to monitor its market risk exposures.

The Group’s derivative instruments trading activities mainly arise from the
execution of trade orders from customers and positions taken in order to hedge
other elements of the trading books.

1 48 The Bank of East Asia, Limited Annual Report 2004
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Unaudited Supplementary Financial Information (continued)

Financial derivatives are instruments that derive their value from the performance
of underlying assets, interest or currency exchange rates, or indices. The Group
principally uses financial derivative instruments as investment alternatives or to
manage foreign exchange, interest rate or equity risk, and is a limited end-user
of such instruments. Guidelines on participating in derivatives activities are included
in the Group's market risk management policy. The Group’s major trading activities
in derivative instruments involve exchange-traded HIBOR Futures contracts and
over-the-counter transacted currency options. Other over-the-counter transacted
foreign exchange forwards, interest rate swaps and option contracts are mainly
employed to hedge the interest rate risk and option risk of the banking book.

The Group’s various market risk exposures are measured and monitored on the
basis of principal (or notional) amount, outstanding position, stop-loss and options
limits, and are controlled within established limits reviewed and approved by the
Asset and Liability Management Committee where applicable for each business
unit, business type and in aggregate. Independent middle and back offices monitor
the risk exposure of trading activities against approved limits on a daily basis. The
Group's market risk exposures are reviewed by the Asset and Liability Management
Committee and reported to the Board of Directors on a regular basis. Exceptions
to limits are reported when they occur.

The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"). VaR is a statistical estimate that measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged over a certain horizon
time period. The Group’s VaR is calculated using historical movements in market
rates and prices, a 99% confidence level and a one-day holding period, and
takes into account correlations between different markets and rates.

Prior to 2002, VaR was calculated to a 95% confidence level. From the beginning
of 2002, VaR is calculated at a 99% confidence level. This change has been
made to facilitate consistency with the regulatory guidance in confidence level
to measure market risk.
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(b) Liquidity Risk and Market Risk Management (continued) (b) REBELRTHRAMEIE (&)

(2) Market Risk Management (continued) () THEERER @)
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The VaR for the Group’s market risk-related treasury trading portfolio as at 31st
December, 2004 was HK$2.15 million (2003: HK$2.68 million). The average
daily revenue earned from the Group’s market risk-related treasury trading activities
in 2004 was HK$0.68 million (2003: HK$0.54 million). The standard deviation of
these daily revenues was HK1.54 million (2003: HK$1.24 million).

DAILY DISTRIBUTION OF MARKET RISK-RELATED TREASURY
TRADING REVENUES - Year 2004 vs Year 2003
HETHERREENERZHNRASH S E — 2004F 22003 F
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An analysis of daily distribution of the Group’s market risk-related treasury trading
revenues for 2004 (comparing with 2003) is provided above. This shows that 40
out of 249 days (2003: 14 out of 248 days) are in loss positions. The most frequent
results were daily revenue of between HK$0.5 million and HK$0.75 million and
between HK$0.75 million and HK$1 million, each with 41 occurrences (2003:
HK$0.50 million to HK$0.75 million with 84 occurrences). The maximum daily
loss was HK$19.41 million (2003: HK$12.29 million) and the next maximum
daily loss was HK$1.58 million (2003: HK$4.44 million). The highest daily revenue
was HK$4.75 million (2003: HK$9.52 million).

M Year 2004 (5)
Year 2003 (£)
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Foreign exchange exposure

The Group’s foreign exchange risk exposure arises from foreign exchange
dealing, commercial banking operations and structural foreign currency
positions. All foreign exchange positions are managed by the Treasury units
of the Group within limits approved by the Asset and Liability Management
Committee.

The VaR related to foreign exchange dealing positions at 31st December,
2004 was HK$0.91 million (2003: HK$0.72 million). The average daily foreign
exchange dealing profit for 2004 was HK$0.66 million (2003: HK$0.54
million).

Foreign exchange positions which arise mainly from foreign currency
investments in the Group’s branches, subsidiaries and associates are excluded
from VaR measurements, as related gains or losses are taken to reserves.
Such foreign currency positions are managed with the principal objective of
ensuring that the Group’s reserves are protected from exchange rate
fluctuation.

Interest rate exposure

The Group's interest rate exposure arises from treasury and commercial
banking activities where interest rate risk is inherent in both trading and
non-trading portfolios. All trading positions are managed by the Treasury
units of the Group within limits approved by the Asset and Liability
Management Committee. For the non-trading portfolio, interest rate risk
primarily arises from the timing differences in the repricing of interest-bearing
assets, liabilities and commitments and the maturities of certain fixed rate
assets and liabilities. The interest rate risk of the non-trading portfolio is also
monitored by the Group’s Asset and Liability Management Committee.

The VaR related to interest rate exposure due to debt securities and derivatives
trading positions, excluding foreign exchange forwards and options, at 31st
December, 2004 was HK$1.76 million (2003: HK$2.11 million). The average
daily profit due to these activities for 2004 was HK$0.02 million (2003:
HK$0.002 million).

Equities exposure

The Group’s equities exposure comprises trading equities and long-term
equities investments. The Group’s Investment Committee regularly reviews
and monitors the equities dealing activities. The VaR on equities trading
positions at 31st December, 2004 was HK$4.86 million (2003: HK$6.71
million).
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(7) RISK MANAGEMENT (continued) BB B @)
(c) Operational Risk Management (c) EERRER
Operational Risk is the risk of loss resulting from inadequate or failed internal processes, EERRBRIERNBEFTTEHER - AR
people and systems or from external events. The Board of Directors has designated AR - RETHFE S ANRE N 5| EE 2 &
the Operational and Other Risks Management Committee to oversee the management o BEEFERELERAMEREREZES R
of operational risk of the Bank Group. EEEEARTEENEBERBRER o
The Group has adopted a risk-based operational risk management approach so as to REERA —ENRRRANLERRERT
focus on areas that are more vulnerable to operational risk. The Group has a % WESTERERRSHHEE - KEEH
comprehensive Operational Risk Management Policy in place. Every year, the Group FE—ETENEERREIRIR « 1o A&
conducts regular exercises to align its operational risk management framework with BEFHRIT— RO - BEEENEE
the industrial practice. This includes annual operational risk self-assessment, review [EBR B IR I A B S UK — B o L E R
of operating authorities, stress-testing and review of operation procedures. FERTZLERR - B S EFHER - K
TRIE ARG BIREERF ©
The Group has also developed its Business Continuity Plan to provide a set of REETHET —EBRSFTHEETR 5] E
procedures for contingency operations and business recovery. Besides, the Bank VERR P ABRBEREG DS EERE - I
maintains sufficient insurance coverage to minimise potential losses for the Group in REVRIRIE IE R &8 - IbSN - RENBEER
respect of operational risk. MREE - DORER & ER RS BHEEEE -
(d) Capital Management (d) EAERE
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The Group’s policy is to maintain a strong capital base to support the development of
the Group’s business and to meet the statutory capital adequacy ratio. Both the
Group’s adjusted capital adequacy ratio incorporating market risk of 16.1% and the
unadjusted ratio of 16.2% as at 31st December, 2004 were well above the statutory
minimum ratio.

Capital is allocated to the various activities of the Group depending on the risk taken
on by each business division. Where the subsidiaries or branches are directly regulated
by the appropriate regulators, they are required to maintain a minimum capital
according to rules of those regulatory authorities.
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