NOTES ON THE ACCOUNTS
AR I8 Bt &

. PRINCIPAL ACTIVITIES FEX

The Bank and its subsidiaries (the “Group”) are engaged in the provision of banking
and related financial services, and business, corporate and investor services.
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2. SIGNIFICANT ACCOUNTING POLICIES FZE &t B%K

(a) Statement of Compliance (a) HEESIBHA
These accounts have been prepared in accordance with all applicable Hong Kong RERETRBEA AR EMAEEAN
Financial Reporting Standards (“HKFRSs"), which collective term includes all applicable <<a.5;%w%$&%$au>> (B &R E BEERER R
individual Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards (EEUBHRELDD - (BERTER) KRR
("HKASs"), and Interpretations issued by the Hong Kong Institute of Certified Public R WS (EBRAREER) REB(RTA]
Accountants (“HKICPA"), accounting principles generally accepted in Hong Kong O ZHRE © WA - AERBEREHEBE SR
and the requirements of the Hong Kong Companies Ordinance. In addition, these B BN ACEEE BER FM [T
accounts comply fully with the guideline on “Financial Disclosure by Locally HERBEMEER S| - RERBIFEGE
Incorporated Authorized Institutions” under the Supervisory Policy Manual issued by BIERIABERAAES EmH RN AREEHR
the Hong Kong Monetary Authority. These accounts also comply with the applicable BHRTE AEBEMNNEEFTHECRES 0
disclosure provisions of the Rules Governing the Listing of Securities on The Stock e
Exchange of Hong Kong Limited. A summary of the significant accounting policies
adopted by the Group is set out below.
The HKICPA has issued a number of new and revised HKFRSs that are effective or BB TR ASRMEBRIIE REETHES
available for early adoption in accounting periods beginning on or after 1st January, MRS A - WR200541 A 18 (AR
2005. Information on the changes in accounting policies resulting from initial FEAN) AR SRR IE?'X%’%EZS—?
application of these new and revised HKFRSs for the current and prior accounting RGBT BB IR E LR 5| Bigs
periods reflected in these accounts is provided in Note 3. BURE &M ARMERNEREFSTHNER

DI - EFERHES
(b) Basis of Preparation of the Accounts (b) BRIBRBEAE

98 The Bank of East Asia, Limited Annual Report 2005

The accounts for the year ended 31st December, 2005 comprise the Group and the
Group’s interest in associates.

The measurement basis used in the preparation of the accounts is historical cost
except that the following assets and liabilities are stated at their fair value as explained
in the accounting policies set out below:

— financial instruments classified as trading, designated at fair value through profit
or loss and available-for-sale (Note 2(f)(i)); and

— investment properties (Note 2(h)(ii))

The preparation of accounts in conformity with HKFRSs requires management to
make judgements, estimates and assumptions that affect the application of policies
and reported amounts of assets and liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgements about carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised
if the revision affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRSs that have
significant effect on the accounts and estimates with a significant risk of material
adjustment in the next year are set out in Note 49.
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Notes on the Accounts (continued)

RIER F (&)

(c) Basis of Consolidation

U]

(ii)

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.

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 at the balance sheet date represent the interests of outside
shareholders in the operating results and net assets of subsidiaries. They are
presented in the consolidated balance sheet and consolidated summary statement
of changes in equity within equity, separately from equity attributable to equity
holders of the Group. Minority interest in the results of the Group are presented
on the face of the consolidated profit and loss account as an allocation of the net
profit for the year between minority interests and equity holders of the Group.

In the Bank’s balance sheet, an investment in a subsidiary is stated at cost less
any impairment losses (Note 2(k)).

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.

The consolidated profit and loss account reflects the Group’s share of the post-
acquisition, post-tax results of the associates for the year, including any impairment
loss on goodwill relating to the investment in associates recognised for the year
in accordance with Notes 2(j) and 2(k).

When the Group’s share of losses exceeds its interest in the associates, the Group’s
interest is reduced to nil and recognition of further losses is discontinued except
to the extent that the Group has incurred legal or constructive obligations or
made payments on behalf of the associate. For these purposes, the Group's interest
in the associate accounted for under equity method is the carrying amount of
the investment under equity method together with the Group’s other long-term
interests that in substance form part of the Group’s net investment in the associate.

Unrealised profits and losses resulting from transactions between the Group and
its associates are eliminated to the extent of the Group's interest in the associates,
except when unrealized losses provide evidence of an impairment of the asset
transferred, in which case they are recognised immediately in profit or loss.

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)).
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Notes on the Accounts (continued)

BRI F (&)

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

FESEHER®@®

(d) Translation of Foreign Currencies

(e)

1 OO The Bank of East Asia, Limited Annual Report 2005

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.

Non-monetary assets and liabilities that are measured in terms of historical cost in a
foreign currency are translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities denominated in foreign
currencies that are stated at fair value are translated using the foreign exchange rates
ruling at the dates the fair value was determined.

Exchange differences relating to investments at fair value through profit or loss and
derivative financial instruments are included in gains and losses on investments and
net gain/(loss) on derivatives, respectively. All other exchange differences relating to
monetary items are presented separately 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.

Revenue Recognition

Provided it is probable that the economic benefits will flow to the Group and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in
the profit and loss account as follows.

Interest income for all interest-bearing financial instruments, except those classified
as held for trading or designated at fair value through profit or loss, are recognised as
interest income in the profit and loss account using the effective interest method.

The effective interest method is a method of calculating the amortised cost of a
financial asset and of allocating the interest income over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash payments
or receipts through the expected life of the financial instrument or, when appropriate,
a shorter period to the net carrying amount of the financial asset. When calculating
the effective interest rate, the Group estimates cash flows considering all contractual
terms of the financial instrument but does not consider future credit losses. The
calculation includes all fees and points paid or received between parties to the contract
that are an integral part of the effective interest rate, transaction costs and all other
premiums or discounts.

For impaired loans, the accrual of interest income based on the original terms of the
loan is discontinued, but any increase of the present value of impaired loans due to
the passage of time is reported as interest income.
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Notes on the Accounts (continued)

RIER F (&)

()

Net income from financial instruments designated at fair value through profit or loss
and net trading income comprises all gains and losses from changes in fair value (net
of accrued coupon) of such financial assets and financial liabilities, together with
interest income and expense and dividend income attributable to those financial
instruments.

Fee and commission income is recognised in the profit and loss account when the
corresponding service is provided, except where the fee is charged to cover the costs
of a continuing service to, or risk borne for, the customer, or is interest in nature. In
these cases, the fee is recognised as income in the accounting period in which the
costs or risk incurred or accounted for as interest income.

Origination or commitment fees received by the Group which result in the creation
or acquisition of a financial asset are deferred and recognised as an adjustment to
the effective interest rate. If the commitment expires without the Group making a
loan, the fee is recognised as revenue on expiry.

Finance income implicit in finance leases is recognised as interest income over the
period of the lease so as to produce an approximately constant periodic rate of return
of the outstanding net investment in the leases for each accounting period.

Rental income received under operating leases is recognised as other operating income
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 granted are recognised in the profit
and loss account as an integral part of the aggregate net lease payments receivables.
Contingent rentals receivable are recognised as income in the accounting period in
which they are earned.

Dividend income from unlisted investments is recognised when the shareholder’s
right to receive payment is established. Dividend income from listed investments is
recognised when the share price of the investment is quoted ex-dividend.

Financial Instruments

(i) Initial recognition
The Group classifies its financial instruments into different categories at inception,
depending on the purpose for which the assets were acquired or the liabilities
were incurred. The categories are: fair value through profit or loss, loans and
receivables, held-to-maturity investments, available-for-sale financial assets and
other financial liabilities.

Financial instruments are measured initially at fair value, which normally will be
equal to the transaction price, plus, in case of a financial asset or financial liability
not held at fair value through profit or loss, transaction costs that are directly
attributable to the acquisition or issue of the financial asset or financial liability.
Transaction costs on financial assets and financial liabilities at fair value through
profit or loss are expensed immediately.

The Group recognises financial assets and financial liabilities on the date it becomes
a party to the contractual provisions of the instrument. A regular way of purchase
or sale of financial assets is recognised using trade day accounting. From this
date, any gains and losses arising from changes in fair value of the financial
assets or financial liabilities are recorded.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) EZEEFBE @

(i) Categorisation i)y o8

1 OZ The Bank of East Asia, Limited Annual Report 2005

Fair value through profit or loss

This category comprises financial assets and financial liabilities held for trading,
and those designated at fair value through profit or loss upon initial recognition,
but exclude those investments in equity instruments that do not have a quoted
market price and whose fair value cannot be reliably measured.

Trading financial instruments are financial assets or financial liabilities which are
acquired or incurred principally for the purpose of trading, or are part of a portfolio
of identified financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit taking. Non
hedging derivatives are accounted for as trading instruments.

Financial instruments designated at fair value through profit or loss primarily
consist of securities with embedded derivatives where the characteristics and
risks of the embedded derivatives are not closely related to the host contracts
and subordinated notes.

Financial assets and liabilities under this category are carried at fair value. Changes
in the fair value are included in the profit and loss account in the period in which
they arise. Upon disposal or repurchase, the difference between the net sale
proceeds or the net payment and the carrying value is included in the profit and
loss account.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than (a) those that the
Group intends to sell immediately or in the near term, which will be classified as
held for trading; (b) those that the Group, upon initial recognition, designates at
fair value through profit or loss or as available-for-sale; or (c) those where the
Group may not recover substantially all of its initial investment, other than because
of credit deterioration, which will be classified as available for sale. Loans and
receivables mainly comprise, placements with banks and other financial
institutions, trade bills and loans and advances to customers.

Securities classified as loans and receivables typically comprise of securities issued
by the same customers with whom the Group has a lending relationship in its
wholesale banking business. Investment decisions for credit substitute securities
are subject to the same credit approval processes as loans, and the Group bears
the same customer risk as it does for loans extended to those customers.
Additionally the yield and maturity terms are generally directly negotiated by the
Group with the issuer. These securities include commercial paper, short term
debentures and preference shares issued by the borrower.

Loans and receivables and securities classified as loans and receivables are carried
at amortised cost using the effective interest method, less impairment losses, if
any (Note 2(k)).
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Notes on the Accounts (continued)

RIER F (&)

(iii

=

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity where the Group has the positive
intention and ability to hold to maturity, other than (a) those that the Group,
upon initial recognition, designates as at fair value through profit or loss or available
for sale; and (b) those that meet the definition of loans and receivables.

Held-to-maturity investments are carried at amortised cost using the effective
interest method less impairment loss, if any (Note 2(k)).

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are
designated at available-for-sale or are not classified in any of the other three
categories above. They include financial assets intended to be held for an indefinite
period of time, but which may be sold in response to needs for liquidity or changes
in the market environment.

Available-for-sale financial assets are carried at fair value except for investments
in equity instruments that do not have a quoted market price in an active market
and whose fair value cannot be reliably measured are carried at cost less
impairment loss, if any (Note 2(k)). Unrealised gains and losses arising from changes
in the fair value are recognised directly in the investment revaluation reserve,
except for foreign exchange gains and losses on monetary items such as debt
securities which are recognised in the profit and loss account.

When the available-for-sale financial assets are sold, the difference between the
net sale proceeds and the carrying value, and the accumulated fair value
adjustments in the equity are treated as gains and losses on disposal.

Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair value
through profit or loss, are measured at amortised cost using the effective interest
method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market prices at
the balance sheet date without any deduction for estimated future selling costs.

If a quoted market price is not available on a recognised stock exchange or from
a broker/dealer for non-exchange-traded financial instruments or publicly available
latest traded price, or if the market for it is not active, the fair value of the
instrument is estimated using valuation techniques that provide a reliable estimate
of prices which could be obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows
are based on management’s best estimates and the discount rate used is a market
rate at the balance sheet date applicable for an instrument with similar terms
and conditions. Where other pricing models are used, inputs are based on market
data at the balance sheet date.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FESEHER®@®

(iv) Derecognition

(vi

=

The Group derecognises a financial asset when the contractual rights to receive
the cash flows from the financial asset expire, or where the financial asset together
with substantially all the risks and rewards of ownership, have been transferred.

The Group uses the weighted average method to determine realized gains and
losses to be recognised in the profit and loss account on derecognition.

A financial liability is derecognised when the obligation specified in the contract
is discharged, cancelled or expires.

Offsetting

Financial assets and financial liabilities are offset and the net amount is reported
in the balance sheet only where there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or realise
the asset and settle the liability simultaneously.

Embedded derivatives

An embedded derivatives is a component of a hybrid (combined) instrument
that includes both the derivative and a host contract with the effect that some of
the cash flows of the combined instrument vary in a way similar to a stand-alone
derivative. The embedded derivatives are separated from the host contract and
accounted for as a derivative when (a) the economic characteristics and risks of
the embedded derivative are not closely related to the host contract; and (b) the
hybrid (combined) instrument is not measured at fair value with changes in fair
value recognised in the profit and loss account.

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.

(g) Hedging

@

(ii)
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Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the variability
in cash flows of a recognised asset or liability, or a highly probable forecast
transaction and the hedge is effective, the gain or loss on the derivate financial
instrument in relation to the hedged risk is recognised directly in equity.

Fair value hedge

A fair value hedge seeks to offset risks of changes in the fair value of an existing
asset or liability that will give rise to a gain or loss being recognised in the profit
and loss account or reserves.

The hedging instrument is measured at fair value, with fair value changes
recognised in the profit and loss account. The carrying amount of the hedged
item is adjusted by the amount of the changes in fair value of hedging instrument
attributable to the risk being hedged. This adjustment is recognised in the profit
and loss account to offset the effect of the gain or loss on the hedging instrument.
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Notes on the Accounts (continued)
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(h) Properties

U]

(ii)

(iii

=

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 80A of HKAS16 “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. Investment properties are valued annually by external independent valuation
companies, having an appropriate recognised professional qualification and recent
experience in the location and category of property being valued. 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. 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 profit and
loss account. Rental income from investment property is accounted for as described
in Note 2(e).

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(h)(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
subsequent accounting purposes.

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 net sales proceeds and the carrying amount of the
asset and is recognised in the profit and loss account upon disposal. Any surplus
that is included in the bank premises revaluation reserve of the related bank
premises disposed is transferred to the general reserve.

(h) ¥1%
(i)

(ii)

(iii)
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) £ Z &5 HE @
(i) Amortisation and Depreciation (i) #EERFTE
(i) Bank premises (i) #RITITHE
Freehold land is not amortised. Leasehold land held for own use under an KAZERE Z LI THSE - REREHE
operating lease, the fair value of which cannot be measured separately from the WEE T - MEATEEITaEHMEM
fair value of a building situated thereon at the inception of the lease, is accounted EVRREFEZZEYH AT EESH
for as being held under a finance lease. Leasehold land is amortised on a straight AR BEREREHEEAR - HET M
line basis over the remaining term of the lease. Buildings are depreciated on a ABAREIR T EFIGRT R - ZEWH
straight line basis at rates calculated to write off the cost or valuation of each PRZNS (B A B AR AR L TRE T2 FRF AR50
building over its estimated useful life of 50 years or the remaining lease period of ol H RESE 4 3 R R AH E B & AR AR R
the land on which it is situated, whichever is the shorter. HRETEHE o
Investment properties are not depreciated. REMERDTINE -
(i) Other fixed assets (i) HiEEEE
Other fixed assets are stated in the balance sheet at cost less accumulated HtEEEERRENRBAMENEE
depreciation, which is calculated on a straight line basis to write off the assets BERIIR - WEEENKERABRE
over their estimated useful lives from 4 to 20 years. RIBRAFE20F T ERTEHE A F R
(i) Goodwill () m
Goodwill represents the excess of the cost of a business combination or an investment BRI S R ER S A R A A BB
in an associate over the Group’s interest in the net fair value of the acquiree’s identifiable SEEGHEBEENAIHIEE AERIE
assets, liabilities and contingent liabilities. BENRTFE -
Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated RIBER AR REDRER KT - EIBH S
to cash-generating units and is tested annually for impairment (Note 2(k)). In respect RIS EEEN - WEBFEREAR (2
of an associate, the carrying amount of goodwill is included in the carrying amount (k) - HEEERFNE - HENREEE2ER
of the interest in the associate. Bt R AR 2 BREER -
Any excess of the Group’s interest in the net fair value of acquiree’s identifiable assets, EREAMSIREME NRN - EAKEEN
liabilities and contingent liabilities over the cost of a business combination or an WREEOR SR EE - AERSEEENR
investment in an associate is recognised immediately in the profit and loss account. FEESRKAE - BHASFEZAERRR
R o
On disposal of a cash-generating unit, or an associate during the year, any attributable EEENHEE - ReEESUIIERT
amount of purchased goodwill is included in the calculation of the profit and loss on HE SRR AR5 %E%)\Péﬁ%ﬁ’]i
disposal. o
(k) Impairment of Assets (k) EEREER%

1 06 The Bank of East Asia, Limited Annual Report 2005

At each balance sheet date, the carrying amount of the Group’s assets are reviewed
to determine whether there is objective evidence of impairment. If internal and external
sources of information indicate such evidence exists, the carrying amount is reduced
to the estimated recoverable amount and an impairment loss is recognised in the
profit and loss account.

(i) Loans and receivables

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the asset’s original effective interest rate. Receivables
with a short duration are not discounted if the effect of discounting is immaterial.

The total allowance for impairment losses consists of two components: individual
impairment allowances, and collective impairment allowances.
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Notes on the Accounts (continued)

RIER F (&)

(ii)

The group first assesses whether objective evident of impairment exists individually
for financial assets that are individually significant, and individually or collectively
for financial assets that are not individually significant. If the Group determines
that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial
assets with similar credit risk characteristics and collectively assesses them for
impairment. Assets that are individually assessed for impairment and for which
an impairment loss is or continues to be recognised are not included in a collective
assessment of impairment.

The individual impairment allowance is based upon management’s best estimate
of the present value of the cash flows which are expected to be received discounted
at the original effective interest rate. In estimating these cash flows, management
makes judgements about the borrower’s financial situation and the net realizable
value of any underlying collateral or guarantees in favour of the Group. Each
impaired asset is assessed on its merits.

In assessing the need for collective loan loss allowances, management considers
factors such as credit quality, portfolio size, concentrations, and economic factors.
In order to estimate the required allowance, the Group makes assumptions both
to define the way the Group models inherent losses and to determine the required
input parameters, based on historical experience and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on how
well the Group can estimate future cash flows for individually assessed impairment
allowances and the model assumptions and parameters used in determining
collective impairment allowances. While this necessarily involves judgment, the
group believes that the impairment allowances on loans and advances to
customers are reasonable and supportable.

All loans and receivables are reviewed and analysed periodically. Any subsequent
changes to the amounts and timing of the expected future cash flows compared
to the prior estimates that can be linked objectively to an event occurring after
the write-down, will result in a change in the impairment allowances on loans
and receivables and will be charged or credited to the profit and loss account.

Where there is no reasonable prospect of recovery, the loan is written off.

Held-to-maturity investments

For held-to-maturity investments, the impairment loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the financial asset’s original effective interest rate.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the profit and loss
account. 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.

(i)
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Notes on the Accounts (continued)

BRI F (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FESEHER®@®

(iii) Available-for-sale financial assets

(iv

=

1 08 The Bank of East Asia, Limited Annual Report 2005

When there is objective evidence that an available-for-sale financial asset is
impaired, the cumulative loss that had been recognised directly in equity is removed
from equity and is recognised in the profit and loss account. The amount of the
cumulative loss that is recognised in the profit and loss account is the difference
between the acquisition cost (net of any principal repayment and amortisation)
and current fair value, less any impairment loss on that asset previously recognised
in the profit and loss account.

For unquoted available-for-sale equity securities that are carried at cost, the
impairment loss is measured as the difference between the carrying amount of
the financial asset and the present value of estimated future cash flows discounted
at the current market rate of return for a similar financial asset.

Impairment losses recognised in the profit and loss account in respect of available-
for-sale equity securities are not reversed through profit and loss account. Any
subsequent increase in the fair value of such assets is recognised directly in equity.

Impairment losses in respect of available-for-sale debt securities are reversed if
the subsequent increase in fair value can be objectively related to an event
occurring after the impairment loss was recognised. Reversals of impairment
losses in such circumstances are recognised in the profit and loss account.

Other assets

Internal and external sources of information are reviewed at each balance sheet
date to identify indications that the following assets may be impaired or, except
in the case of goodwill, an impairment loss previously recognised no longer exists
or may have decreased:

— property and equipment (other than properties carried at revalued amounts);

— investments in subsidiaries and associates; and
- goodwill

If any such indication exists, the asset’s recoverable amount is estimated. In
addition, for goodwill, the recoverable amount is estimated annually whether or
not there is any indication of impairment.

Calculation of 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).

(iii)

(iv)
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Notes on the Accounts (continued)

AR M at (48 )

Recognition of impairment losses

An impairment loss is recognised in the profit and loss account whenever the
carrying amount of an asset, or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment losses recognised in respect of cash-
generating units are allocated first to reduce the carrying amount of any goodwill
allocated to the cash-generating unit (or group of units) and then, to reduce the
carrying amount of the other assets in the unit (or group of units) on a pro rata
basis, except that the carrying value of an asset will not be reduced below its
individual fair value less costs to sell, or value in use, if determinable.

Reversals of impairment losses

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 goodwiill is not reversed.

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.

(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(i). 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.
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2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

FESEHER®@®

(m) Repossession of Assets

(n)

1 1 O The Bank of East Asia, Limited Annual Report 2005

In the recovery of impaired loans and advances, the Group may take repossession of
the collateral assets through court proceedings or voluntary delivery of possession by
the borrowers. In accordance with the Group’s accounting policy set out in Note 2(k),
impairment allowances for impaired loans and advances are maintained after taking
into account the net realizable value of the collateral assets, usually resulting in a
partial write-off of the loans and advances against impairment allowances. Repossessed
assets are reported under other assets if it is highly probable that its carrying amount
will be recovered through a sale transaction rather than through continuing use and
the asset is available for sale in its present condition. Related loans and advances are
then written off.

Repossessed assets are recognised at the lower of their carrying amount of the related
loans and advances and fair value less costs to sell. It is not depreciated or amortised.

Impairment losses on initial classification and on subsequent remeasurement are
recognised in the profit and loss account.

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.

(iii

=

Deferred tax assets and liabilities arise from deductible and taxable temporary
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. Future taxable
profits that may support the recognition of deferred tax assets arising from
deductible temporary differences include those that will arise from the reversal
of existing taxable temporary difference, provided those differences relate to the
same taxation authority and the same taxable entity, and are expected to reverse
either in the same period as the expected reversal of the deductible temporary
difference or in periods into which a tax loss arising from the deferred tax asset
can be carried back or forward. The same criteria are adopted when determining
whether existing deductible temporary differences support the recognition of
deferred tax assets arising from unused tax losses and credits, that is, those
differences are taken into account if they relate to the same taxation authority
and the same taxable entity, and are expected to reverse in a period, or periods,
in which the tax loss or credit can be utilised.

(m) BEIEE

(n)

EREIREERE - ARESREEERFH
fERABRZ L AR EERREE - RIF
AL MBA SR - SHERERER
REEBEBRERREE L TRRFE -
BRI BEEREEFEAMBEIER - 11K
BRIt REBEEEEM M EREEREE
RZEEAERRTHE  AJREEERER
B ESIR - B REREEA M -

Wi B e B KM PR E (S 2 TR 1
ERAE 2 BIEERR - WEAEDANE
S -

EHD B R R BT 25 BMBEIRRNIE
ZRARHER

Frie®t

() AEEMEHEEANRREHREEEM
BENED o [RZA B BERRESAA
BREVEURSN - ANETIR RIRE IR A E AN
BENEB T ABRRA

(i) NEBIARFEHERRTMAREEAE
MR E B A MAI T R E A TR R
NBIE - W EBEAEFENENTIEN
{EfATFHEE

RERIBEE R BE~2RATER S EH
EERABEARAEZFANEZEMD 5
EENAMBRERTNERHEER o f
ERIBAE hBRBEREANTEREER
& o

BT KEFREBPIIMERID - FIEELED
BE B RARIRATEE ERBUR A TFIAK 3
EEIERIR A D THER o RRABRM
M R SRS i AT 2 R 2 R 5| BUR
EHEAEZHER  BRRFEIERNE
REZRNEM - BZEZREBRE—
R R R E 8 - ARTRFTER
PRZ AT 2 BT 1 2 SR o) ol P Lk R
PR P FR xR RE e TR B AR T AR AT ALK
BB TF o HAFIRLERE R A B3R A 4
BB E R D S5 AR EAROBHAEK
HREENTURERIRE ERR @ BIINR
REBRR—EHEEARERTEE - AR
TEEHFE S AR 0 B 5% B R R 4 R 5 A
HBOF  SAZEER -

(iii)




Notes on the Accounts (continued)
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(iv

=

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.

(iv)
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Notes on the Accounts (continued)

BRI F (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) £ Z &5 HE @

(0) Insurance Reserves and Provisions for Outstanding Claims (0) REEESRASRELER
Insurance reserves, except those attributable to long term business, represent the NERERAZEBED @ REESIEEEAUKER
proportion of retained premiums written in the year relating to the period of risk BEERBHRESED - MBBRNERESER
from 1st January in the following year to the subsequent date of expiry of policies THEE1R1BERESNHERIL - ZREBRSE
which is carried forward as a provision for unearned premiums and calculated on a RIERREURBEEFBLIREHE o
daily basis.
The insurance reserve of long term business is ascertained by actuarial valuation. REEBORBRE S RIZIEEME -
Full provision is made for the estimated cost of claims notified but not settled at the REBESEAE R RBBAERERNARE
balance sheet date and for the estimated cost of claims incurred but not reported by BEERERNRE - R T DRARK
that date, after deducting the amounts due from reinsurers. Provision has also been YE T FRR KM - IS ERELEEBER
made for the estimated cost of servicing claims notified but not settled at the balance MEREROREREBEEBRERZETS
sheet date and to meet expenses on claims incurred but not reported at the balance BT BRIEL TR %R o
sheet date.
These reserves and provisions are classified as other accounts and provisions. I EE S REFEFINE BRI R2AERE o

(p) Provisions and Contingent Liabilities (p) EERIARERE
Provisions are recognised for liabilities of uncertain timing or amount when the Bank ERENRARBENEE - BFERBE
or the Group has a legal or constructive obligation arising as a result of a past event, FIRBHOEESHEE TS M AT HAB R 2 LAE
and it is probable that an outflow of economic benefits will be required to settle the BE - WeeH L ER SR fbaT - LB ERERS
obligation and a reliable estimate can be made. Where the time value of money is £ - EEROKEEBREARN - EHESHEA
material, provisions are stated at the present value of the expenditures expected to RIGHEERS 2 ZHHREDE
settle the obligation.
Where it is not probable that an outflow of economic benefits will be required, or the TR ATBE TS BT A ARz - TR S FEME
amount cannot be estimated reliably, the obligation is disclosed as a contingent AISEMET - RIERTH AU S RN - AILIES
liability, unless the probability of outflow of economic benefits is remote. Possible ESRIEWIALBERE - MEERBHFE
obligations, whose existence will only be confirmed by the occurrence or non- BRI EERE —ERLEARARE G R
occurrence of one or more future events, are also disclosed as contingent liabilities TE - RIEFF BRI RO E RGN - ILEE
unless the probability of outflow of economic benefits is remote. BB MRIERA B BFRE -

(g) Employee Benefits (a) EEEF
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(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.

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 legal or constructive obligation as a result of services rendered by
employees and a reliable estimate of the obligation can be made.
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Notes on the Accounts (continued)

RIER F (&)

(iii) Retirement benefits

(iv

=

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 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 contributions 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 contributions forfeited by those employees who leave the scheme
prior to vesting fully in the contributions.

Share based payments

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. At the date of offer or the date of grant, no employee
benefit cost or obligation is recognised.

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. When the options are
exercised, equity is increased by the amount of the proceeds received. The fair
value of share options granted to employees is recognised as an expense in the
profit and loss account with a corresponding increase in a capital reserve within
equity. The fair value is measured at the grant date using the trinomial model,
taking into account terms and conditions upon which the options were granted.
Where the employees have to meet vesting conditions before becoming
unconditionally entitles to those share options, the total estimated fair value of
the share options is spread over the vesting period, taking into account the
probability that the options will vest.

During the vesting period, the number of share options that is expected to vest is
reviewed. Any adjustment to the cumulative fair value recognised in prior years
is charged or credited to the profit and loss account for the year of the review
unless the original expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of share options
that vest (with a corresponding adjustment to capital reserve) except where
forfeiture is only due to not achieving vesting conditions that relate to the market
price of the Bank’s shares.

The equity amount is recognised in capital reserve until either the option is
exercised (when it is transferred to share premium) or the option expires (when it
is released directly to retained profits).

(iii)

(iv)
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Notes on the Accounts (continued)

AR M at (48 )

2. SIGNIFICANT ACCOUNTING POLICIES (continued) £ Z &5 HE @

(r) Related Parties () BAEEAL
For the purposes of these accounts, parties are considered to be related to the group EAREIARRIANR - BAREEREN A TEEAS
if the Group has the ability, directly or indirectly, to control the party or exercise B A ) B SRR G 2 A T BI IS A
significant influence over the party in making financial and operating decisions, or AR HABEEATEN  MRITWR %
vice versa, or where the Group and the party are subject to common control or REERZA TR LREFRERRERF
common significant influence. Related parties may be individuals (being members of %7}? o BB AT FIARMEA BIEEEERE A
key management personnel, significant shareholders and/or their close family - BRI KSR REK B) S H
members) or other entities and include entities which are under the significant influence f@fg‘ B ARXAEERMALTEATENE
of related parties of the Group where those parties are individuals, and post- B Mz A TBEA - RIBHER TS
employment benefit plans which are for the benefit of employees of the Group or of E{= B AIBEI 12 AR B 5T B o 3 Lk B AN 2 I BR S
any entity that is a related party of the Group. WEEE -

(s) Segment Reporting () DEMHE
A segment is a distinguishable component of the Group that is engaged either in —DRAEE R HRNAERKR D - MAYEER
providing services (business segment), or in providing services within a particular HARF AT R R EEREH RN E 3B (B
economic environment (geographical segment), which is subject to risks and rewards BHE) - REXE —LEM R R RS (R
that are different from those of other segments. PDER) o
The Group has chosen business segment information as the primary reporting format REBRAEB D BR/EARELA - MR
and geographical segment information as the secondary reporting format. DERHREREF o
Segment revenue, expenses, results, assets and liabilities include items directly DERA - TH - EE - BENBEEENTE
attributable to a segment and those that can be allocated on a reasonable basis to BEEREN — D B RATA A AR B D BT %
that segment. Segment revenue, expenses, assets and liabilities are determined before DEEIER - RBAEREECERNE—SH2
intra-group balances and intra-group transactions are eliminated as part of the FOEBARBERRZZIN » 2EBBRA ~ X
consolidation process, except to the extent that such intra-group balances and 1 BEREBEREEEBARNESR  MEE
transactions are between Group enterprises within a single segment. The allocation AR S ECERBGAREH - WASER
of revenue reflects the benefits of capital and other funding resources allocated to BRARERE RN DL R B MG SE AN R H
the business or geographical segments by way of internal capital allocation and fund 8 2 HRNF R D AL T EB R HED © %
transfer mechanisms. Inter-segment pricing is based on similar terms as those available TS 2 % F I8 E B Blds TN A AV IRFAE
to other external parties. & °
Segment capital expenditure is the total cost incurred during the year to acquire 2 EERF SRR R EEE 1 F1
segment assets (both tangible and intangible) that are expected to be used for more DEBE EEVERA o
than one year.

(t) Cash and Cash Equivalents t) RERZERRLSEH
For the purposes of the cash flow statement, cash and cash equivalents comprise MRENRERERMS * REMFERREIER
balances with less than three months’ maturity from the date of acquisition including BIEABARRINIEAZBHBENGER - B
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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.
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Notes on the Accounts (continued)

RIER F (&)

3.

CHANGES IN ACCOUNTING POLICY EifBESF

(a)

The HKICPA has issued a number of new and revised HKFRSs that are effective for
accounting periods beginning on or after 1st January, 2005.

The accounting policies of the Group after the adoption of these new and revised
HKFRSs have been summarised in Note 2. The following sets out information on the
significant changes in accounting policies for the current and prior accounting periods
reflected in these accounts.

The Group has not applied any new standard or interpretation that is not yet effective
for the current accounting period (see Note 50).

Restatement of prior periods and opening balances

The following tables disclose the adjustments that have been made in accordance
with the transitional provisions of the respective HKFRSs to each of the line items in
the consolidated profit and loss account and balance sheet and the Bank’s balance
sheet and other significant related disclosure items as previously reported for the
year ended 31st December, 2004. The effects of the changes in accounting policies
on the balances at 1st January, 2004 and 2005 are disclosed in Note 38.

(a)
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Notes on the Accounts (continued)

HRIEH AT (&)

3. CHANGES IN ACCOUNTING POLICY (continued)

- -

S BEREE @

(i) Effect on the consolidated accounts
Consolidated Profit and Loss Account the year ended 31st December, 2004

)y HEmAREZVE
HE2004F12 A31 B L FE 27 A 182858k

Effect of new policy (increase/(decrease) in profit for the year)
MeHBR 2 EE (GREm/ (7))

2004 HK(SIC)
Previously HKFRS 2 Interpretation 21 HKAS 1&30 2004
Reported (Note 3(c)) (Note 3(d)) (Note 3(g)) Sub-total As restated
(EaHRREEN (EB&E) (Fk gl
225 REENR FIRRENR
MATER (3300 (3E3(d) (R3(0) 5t R
HK$'000 &% F 7 HK$'000 A% F7 HK$'000 & F7 HK$'000 A% F7 HK$'000 & T HK$'000 &% T
Interest income HEHA 5,682,080 - - (13,585) (13,585) 5,668,495
Interest expense XA (2,054,505 - - - - 2,054,505)
Net interest income FHEMA 3,621,575 - - (13,585) (13,585) 3,613,990
Fee and commission income REERAEKA 1,506,604 - - - - 1,506,604
Fee and commission expense REERBEX L (298,363) - - - - (298,363)
Net trading profits XA RHIFE 360,371 - - 13,585 13,585 373,956
Other operating income 010N 299,678 - - - - 299,678
Operating income LN 5,495,865 - - - - 5,495,865
Operating expenses EETH (2.720431) (41,749) - - (41,749) (2,762,180)
Operating profit before impaiment ABHEER/
allowances/provisions EEEEET 2,775,434 (41,749) - - (@1,749) 2,733,685
Net charge for bad and doubtful debts ~ ERRRERH (272,807) - - - - (272,807)
Provision for held-to-maturity debt REISRRES
securities, investment securities REZHANEE
and associates NfEES AR (18,582) - - - - (18,582)
Write back of impairment loss
on bank premises KTitiEnE 18538 - - - - 18,538
2,502,583 (1,749) - - (41,749) 2,460,834
Net profit on sale of investment HEREZAN
securities and associates BELNT J 13,758 - - (13,758) (13,758) -
Net profit on sale of investment securities ~ HiE&&ZH 2 FEF - - - 13,763 13,763 13,763
Net loss on sale of subsidiaries/ HEHEDR/
associates N2 EER - - - () () ()
Net profit on disposal of fixed assets HEREAE L Fa 15,239 - - - - 15,239
Revaluation surplus on investment properties EftREMERR 2794 - - - - 2794
Share of profits less losses of associates ~ EEEEERT MRS 64,376 - - 4619 4619 68,995
Profit for the year before taxation EERRRATRT 2,823,897 (41,749) - 4,619 (37,130) 2,786,767
Income tax Fiih (375,330) - (34342) (4619) (38,961) (414,291)
Profit for the year after taxation ERARHEER 2,448 567 (#1,749) (34312) - (76,091) 2372476
Minority interests SERRER (24,767) - - 24,767 24,767 -
Profit attributable to shareholders R ER 2,423,800 (41,749) (34342) 2,767 (51,324) 2,312,476
Attributable to: AEER
Equity holders of the Group REERR 2,423,800 (41,749) (34342) - (76,091) 2,347,709
Minority interests JHRRES - - - 24,767 24,767 24,767
Profit after taxation RER &R 2,423,800 (41,749) (34342) 2767 (51,324) 2372476
HKS 7% HKS A% HKS 7% HKS A% HKS % HKS &%
Earnings per share BREH
Basic ER 1.64 (0.03) (0.02) - (0.05) 1.59
Diluted & 1.63 (0.03) (0.02) - (0.05) 1.58
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Notes on the Accounts (continued)

HRIEH AT (&)

- - | - - |
[ o | |} il |

Consolidated Balance Sheet as at 31st December, 2004 2004512 A31 B2 R EERABE

Effect of new policy (increase/(decrease) in net assets)
HeHURL TR (REFEEI (5)))

2004 HK(SIC)
Previously HKFRS 2 Interpretation 21 HKAS 1&30 2004
Reported (Note 3(c) (Note 3(d) (Note 3(g)) Sub-total As restated
(EEEREEND (BBErEn) (Bl
2% REENR FIRRENR
AR (3300 (HiE3(a) (H&3(9) ) R
HK$'000 A& T HK$'000 BTt HK$'000 A& T HK$'000 BT 7t HK$'000 A& T HK$'000 % T 7
ASSETS EE
Cash and balances with banks and RERERAREM
other financial institutions SREENER 39,877,738 - - (36,222,145 (36,222,145) 3,655,593
Placements with banks and other ERRA b eH
financial institutions BENER 9,832,258 - - 32,251,148 32,251,148 42,083,406
Trade bills 2538 1,400,138 - - - - 1,400,138
Certificates of deposit held FANEE 2,446,947 - - (2,446,947 (2,446,947 -
Trading assets RHPGEE - - - 2,083,425 2,283,425 2,283,425
Other investments in securities EhEFRE 8,563,367 - - 3,257,254 3,257,254 11,820,621
Advances to customers and other accounts  REERREMSE 122,949,653 - - (348223) (348223) 122,601,430
Investment securities kEES 236,373 - - (236373) (236373) -
Held-to-maturity investments FEIERE 16,096,084 - - 1,461,861 1,461,361 17,557,945
Investments in associates BENARE 725,963 - - - - 725,963
Fixed assets BE4E 5,697,750 - - - - 5,697,750
Goodwill #E 2,448,156 - - - - 2,448,156
Deferred tax assets BERERE 95,119 - - - - 95,119
Total Assets BELER 210,369,546 - - - - 210,369,546
EQUITY AND LIABILITIES REEERER
Deposits and balances of banks and other T REMERIEE
financial institutions HEARER 9,571,657 - - - - 9,571,657
Deposits from customers EPER 163,737,665 - - - - 163,737,665
Trading liabilities RHERAE = - - 1,191,858 1,191,858 1,191,858
Certificates of deposit issued BEfFRE 4,178,623 - - - - 4,178,623
Current taxation A 179,369 - - - - 179,369
Deferred tax liabilities EEHERE 694,924 - 34382 - 34,342 729,266
Other accounts and provisions ERERER 5,843,048 - - (1,191,858 (1,191,858 4,651,190
Loan capital [HEER 4271124 - - - - 4271124
Total Liabilties BREER 188,476,410 - 34,342 - 34,342 188,510,752
Share capital fa 3,729,9% - - - - 3,729,996
Capital reserve - staff share BAR-EETER
options issued il = 4,749 - - 41,749 41,749
Other reserves EfbG 13,821,618 - - - - 13,821,618
Retained profits AE g 4,175,867 (41,749) (34342) - (76,091) 4,099,776
Total equity attributable to equity holders ~ SERNEERE
of the Group EREE 21,727,481 - (34342) - (34342) 21,693,139
Minority interests DERRER 165,655 - - - - 165,655
Total Equity hREREE 21,893,136 - (34342) - (34342) 21,858,794
Total Equity and Liabilities hREERARLE 210,369,546 - - - - 210,369,546
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Notes on the Accounts (continued)

AR M at (48 )

3. CHANGES IN ACCOUNTING POLICY (continued) E5tBUREE @

(i) Effect on Bank’s balance sheet (iy WEEABRZTE
Balance Sheet as at 31st December, 2004 R2004F 12 A31HMEERER

Effect of new policy (increase/(decrease) in net assets)
eHRR Y8 BEFEEN(RD)

2004 HK(SIC)
Previously HKFRS 2 Interpretation 21 HKAS 1& 30 2004
Reported (Note 3(c) (Note 3(d) (Note 3(g)) Sub-total As restated
(BRuBAEE (BRgiEl) (B e Es)
225 REENT FIERE0F
AR (EE3(0) (PhzE3(0) (HE3(g) U5 55
HK$'000 A& T HK$'000 A& F7 HK$'000 A& T HK$'000 A& F7 HK$'000 & T HK$'000 A& T
ASSETS &E
Cash and balances with banks and other ~ B&RESTRE
financial institutions SRBENER 39,492,547 - - (36,032,091) (36,032,091) 3,460,456
Placements with banks and other financial ~ 87 {28
institutions RO 9,824,502 - - 32,068,851 32,068,851 41,893,353
Trade bills LU | 1,399,484 - - - - 1,399,484
Certificates of deposit held FRNENE 2,066,028 - - (2,066,028) (2,066,028) -
Trading assets RHBRAE = - - 2,268,324 2,268,324 2268324
Advances to customers and other accounts  REERREMER 118,461,234 - - (348223) (348223) 118,113,011
Amounts due from subsidiaries HEAIR 2,055,864 - - - - 2,055,864
Other investments in securities HEsRa 7,769,381 - - 3,223,836 3,003,836 10993217
Investment securities R&ES 191,845 - - (191,845) (191,845) -
Held-to-maturity investments FEIER 15,317,160 - - 1,077,176 1,077,176 16,394,336
Investments in subsidiaries HEARRE 1,838,237 - - - - 1,838,237
Investments in associates BERTRE 143,643 - - - - 143,643
Fixed assets i3 5,207,366 - - - - 5,207,866
Goodwill it 1,460,292 - - - - 1,460,292
Deferred tax assets EiEhEEE 84,942 - - - - 84,942
Total Assets BELER 205,313,025 - - - - 205,313,025
EQUITY AND LIABILITIES REERRAE
Deposits and balances of banks and other ~ FIREfEREE
financial insttutions Bt b 9,476,018 - - - - 9476018
Deposits from customers EFRER 153,908,317 - - - - 153,908,317
Trading liabiities RHFRAR = - - 1,191,858 1,191,858 1,191,858
Certificates of deposit issued BEfRRE 6,378,623 - - - - 6,378,623
Amounts due to subsidiaries RHEARE 10,362,683 - - - - 10,362,683
Current taxation AR 152,030 - - - - 152,030
Deferred tax liabilties EEhRaRE 683,765 - 34,342 - 3438 718,107
Other accounts and provisions ERERER 4,162,674 - - (1,191,858 (1,191,858 2,970.816
Total Liabilties BREER 185,124,110 - 34,342 - 34,342 185,158,452
Share capital i 3,729,996 - - - - 3,729,99
Capital reserve - staff share BRGE-BE17EE
options issued A - 41,749 - - 41,749 41,749
Other reserves EfhiE 13,516,810 - - - - 13,516,810
Retained profits el 2,942,109 (41,749) (34342) - (76,091) 2,866,018
Total equity attributable to equity holders — SERHRHE
of the Bank EnE 20,188,915 - (34342) - (34342) 20,154,573
Total Equity and Liabilities BREERAELS 205,313,025 - - - - 205,313,025
(b) Estimated effect of changes in accounting policies on the current period (b) EFtERSEHAFENGTZE
The following tables provide estimates of the extent to which each of the line items EERAMEGFHER T - U RO RE AR
in the consolidated profit and loss account and consolidated balance sheet and other BERTBERIEARF LA EBZE2005F12 8
significant related disclosure items for the year ended 31st December, 2005 is higher 3NMHIEFENGEERRGEEEAES
or lower than it would have been had the previous policies still been applied in the UREMBAEARERE RS A BEE
year, where it is practicable to make such estimates. MR DB R 258 o
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Notes on the Accounts (continued)
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| | | ¢ | | | !
(i) Effect on the consolidated accounts () YERAREZZE
Estimated effect on the Consolidated Profit and Loss Account for the year ended ”T%ZIEOQ/SEQHN AIHFEzEa18%
31st December, 2005 BRIV

Effect of new policy (increase/(decrease) in profit for the year)
HEHRR2TE ERRAEN/ (BD)

HK(SIC)
HKFRS 2 HKFRS 3 Interpretation 21 HKAS 1&30 HKAS 32 & 39
Note 3(c) Note 3(f) Note 3(d) Note 3(q) Note 3(e) Total
(EREBREEN)  (FRUBHREERD) (BEestER) (BREEd) (BEeER)
2% 3% REING FIERENE ENERENE
a3 HizE3(f) HizE3(d) Ki33(g) Hiit3(e) ]
HK$'000 2% F7%  HKS'000 #%Tx  HKS'000 #%F 7 HK$'0005%F%  HKS'000 #%Tx  HK$'000 #%F 7
Interest income HEMA - - - - (459,320) (459,320)
Interest expense XA - - - - 389,255 389,255
Net interest income FHEMA - - - - (70,065) (70,065)
Fee and commission income RBERELUA - - - - (1735) (1,735)
Fee and commission expense HHER AL - - - - - -
Net trading profits ReEHFE - - - - (200,837) (200,837)
Net result from finandial instruments RERRBER
designated at fair value through HRBATER
profit or loss ﬁmﬂéﬁﬁ%ﬁ - - - - 100,127 100,127
Other operating income 010N - - - - - -
Operating income LN - - - - (172,510) (172,510)
Operating expenses et (29,796) 146,551 - - - 116,755
Operating profit before impairment losses &k EEEZ
byl (29.79) 146,551 - - (172,510) (55,755)
Impairment losses on loans and advances ~ &ZiH{EREX - - - - 261,278 261,278
Impairment losses on held-to-maturity EzERS
investments RER% - - - - - -
Impairment losses on avallable-forsale A HESBEE
financial assets HERL - - - _ _ -
Impairment losses on associates BENTRERL - - - - - -
(Charge)Write back of impairment loss  $43{7LE
on bank premises (Bx)/E% - - - - - -
(29.79) 146,551 - - 88,768 205,523
Net (loss)profit on sale of held-tomaturty  HiE5Z3SEESF
investments (E:8) /&) - - - - 62 62
Net profit on sale of avallable-for-sale LETHLESH
financial assets BEZIEH - - - _ _ _
Net profit/loss) on sale of subsidiariess ~ HEREAF / W‘/‘
associates L FaH/ (Bt - - - - - -
Net profit on sale of fived assets Ed%i’é%izl*%hﬁw - - - - - -
Valuation gains on investment properties  EfEEENER# - - - - - -
Share of profits less losses on assodiates (s EAaI GRS - - - (11,726) - (11,726)
Profit for the year before taxation AR (29,7%) 146,551 - (11,726) 88,830 193,859
Income tax FiH - - (20,115) 11,726 (9,242) (17,631)
Profit for the year after taxation ERARHREER (29,79) 146,551 (20,115) - 79,588 176,228
Attributable to: TEER
Equity holders of the Group ASERR (29,7%) 146,551 (20,115) - 79,588 176,228
Minority interests e - - - - - -
Profit after taxation B &R (29,79 ) 146,551 (20,115) - 79,588 176,228
HKS %% HKS 7% HKS %% HKS 7% HKS 7% HKS %%
Earnings per share BREH
Basic 5 (0.02) 0.10 (0.01) - 0.05 0.12
Diluted B4 (0.02) 0.10 (0.01) - 0.05 0.12
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Notes on the Accounts (continued)

HRIEH AT (&)

3. CHANGES IN ACCOUNTING POLICY (continued)

S BEREE @

Estimated effect on Consolidated Balance Sheet as at 31st December, 2005

$102005F 12 A31 B EERBER 2

1 5y
nh‘-‘é%

Effect of new policy (increase/(decrease) i total assets, total liabilities and total equity)

TERHEZ YR (EE  ARRRRERAEEN/ (5D))

HK(SIC)
HKFRS 2 HKFRS3  Interpretation 21 HKAS 32 & 39
Note 3(c) Note 3(f) Note 3(d) Note 3(e) Total
(BRUERE (BRABRS (BBeEmER (BhETER
) 2% ) 3% REENG %R 5398
HEE3(0) EE]] HizE3(d) Hizt3(e) a5
HKS$'000 % T 7t HK$'000 %Fx  HKS'0008%Fxw  HKS'000 E%Fx HK$'000 &% T 7t
ASSETS EE
Cash and balances with banks and other R RESORER
financial institutions SRERNER - - - - -
Placements with banks and other ERTREMER
financial institutions WENER - - - - -
Trade bills B55E - - - - -
Trading assets RIRREE - - - 41,162 41,162
Financial assets designated at fair value EERBERNRSR
through profit or loss ATEENHERIA - - - (80,827) (80,827)
Advances to customers and other accounts REEHREMER - - - 306,208 306,208
Available-for-sale financial assets IEHESRER - - - - -
Held-to-maturity investments REIHRE - - - 62 62
Investments in associates TEUNTH - - - - -
Fixed assets EEdE - - - - -
Goodwill e - 146,551 - - 146,551
Deferred tax assets EERESE - - - _ _
Total Assets EEER - 146,551 - 266,605 413,156
EQUITY AND LIABILITIES REEEREE
Deposits and balances of banks and other FIREMEREE
financial institutions HERRER - - - - -
Deposits from customers EPER - - - - -
Trading liabilites RERREE - - - - -
Certificates of deposit issued BRI - - - (31,215) (31,215)
Current taxation A - - - (3,021) (3,021)
Deferred tax liabilities ERHEAR - - 54,457 12,263 66,720
Other accounts and provisions EHEERER - - - - -
Loan capital [FEER - - - (149,739) (149,739)
Total Liabilities RfaazE - - 54,451 (171,712) (117,255)
Share capital A - - - - -
Share premium RiVEE 240 - - - 240
Capital reserve - staff share options issued EAGE-BETREARE 71305 - - - 71,305
Investment revaluation reserve RESHERE - - - 358,729 358,729
Other reserves At - - - - -
Retained profits BEaR (71,545) 146,551 (54,457) 79,588 100,137
Total equity attributable to equity holders FENEERR
of the Group BaiE - 146,551 (54,457) 438,317 530,411
Minority interests DERRES - - - _ _
Total Equity RRESEE - 146,551 (54,457) 438,317 530,411
Total Equity and Liabilties el - 146,551 - 266,605 413,156

1 20 The Bank of East Asia, Limited Annual Report 2005




Notes on the Accounts (continued)

RIER F (&)

Estimated effect on net income recognised directly in consolidated equity for the
year ended 31st December, 2005

HWEZ2005412 A31 B ILFEREGARER
s HERERAFIRA 2 fhat 2 -

Effect of new policy
(increase/(decrease) in equity)
HKAS39 (Note 3(e))
HETBRZHE
(RERAERE I, (RD))

(EAS TR 53955 (FizE3(e))
HK$'000 &% Tt

Attributable to equity holders of the Group BN B R R

358,729

Estimated effect on amounts recognised as capital transactions with owners of
the Group for the year ended 31st December, 2005:

HZE20059 12 A31 B L FEERES B RE
IRAR B2 Gt 2 S

Effect of new policy

(increase/(decrease) in equity)

HKFRS2 (Note 3(c))
HEHBEZE

(BN, (RL2))

(BB B R ELRER) 25 (FHFE3(c)

HK$'000 &%+t

Attributable to equity holders of the Group HENEER R ER

29,796
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Notes on the Accounts (continued)

HRIEH AT (&)

3. CHANGES IN ACCOUNTING POLICY (continued)

S BEREE @

(i) Effect on Bank’s balance sheet

Estimated effect on the balance sheet as at 31st December, 2005

(il ROTBEABRRZTE
200561231 HEERBBRZFE

Effect of new policy (increase/(decrease) in total assets, total liabilities and total equity)

FEHE Y8 (RE  AERRREREEEN/ (5D)

HK(SIC)
HKFRS 2 HKFRS 3 Interpretation 21 HKAS 32 & 39
Note 3(c) Note 3(f) Note 3(d) Note 3(e) Total
(BREBRS (BRABRS (FhREEa) (BhETER
RS2k )38 RBENE ENRREIR
KizE3(0) HE3() HizE3(d) Hiz3(e) a7
HKS$'000 5% T 7t HK$'000 A& T 7 HK$'000 A& T 7 HKS$'000 8% T 7t HK$'000 A& T 7
ASSETS EE
Cash and balances with banks and other R RESORER
financial institutions SRERNER - - - - -
Placements with banks and other financial ERTREMER
institutions WENER - - - - -
Trade bills B55E - - - - -
Trading assets RIREEE - - - 41,162 41,162
Financial assets designated at fair value T RBERI RS
through profit or loss ATEENHERIA - - - (80,377) (80377)
Advances to customers and other accounts REEHREMER - - - 292,613 292,613
Amounts due from subsidiaries HERRRE - - - - -
Other investments in securities EfEARE - - - - -
Available-for-sale financial assets MHLELREE - - - - -
Held-to-maturity investments REIHRE - - - - -
Investments in subsidiaries HEAFRE - - - _ _
Investments in associates VNG - - - - -
Fixed assets EEdE - - - - -
Goodwill g - 96,662 - - 96,662
Deferred tax assets EERESE - - - _ _
Total Assets EEuE - 96,662 - 253,398 350,060
EQUITY AND LIABILITIES RREZRER
Deposits and balances of banks and other RAREM S BEE
financial institutions R RER - - - - -
Deposits from customers BPHH - - - - -
Trading liabilties RERRER - - - - -
Certificates of deposit issued BTN - - - (31,215) (31,215)
Amount due to subsidiaries RHBARZE - - - - -
Current taxation REiHE - - - (3,146) (3,146)
Deferred tax liabilities ERHEAR - - 54,457 14,687 69,144
Other accounts and provisions EHEERER - - - - -
Loan capital [FEER - - - (149,739) (149,739)
Total Liabilities aEEE - - 54,457 (169,413) (114,956)
Share capital R& - - - - -
Share premium BAEE 240 - - - 20
Capital reserve - staff share options issued BRGE-BETREAMNE 71,305 - - - 71305
Investment revaluation reserve REBMERE - - - 345,273 345,273
Other reserves EftGE - - - - -
Retained profits BEa (71,545) 96,662 (54,457) 71,538 48,198
Total equity attributable to equity holders GERRARE
of the Bank EnlE - 96,662 (54,457) 422,811 465,016
Total Equity and Liabilities BRERRAEEE - 96,662 - 253,398 350,060
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Notes on the Accounts (continued)

RIER F (&)

Estimated effect on net income recognised directly in Bank’s equity for the year $HZ20055 12 A31 B IEFERIRITIR 2
ended 31st December, 2005: HEERNFRAZ G2

Effect of new policy
(increase/(decrease) in equity)
HKAS39 (Note 3(e))

HETBRZHE
(R RAEZIE N/ (F2))
(EBETTER) 395 (a3 (e)
HK$'000 &% Tt
Attributable to equity holders of the Bank BB RTTIR R R 345,273
Estimated effect on amounts recognised as capital transactions with owners of #HZE2005512 431 B L FERERERITAR R
the Bank for the year ended 31st December, 2005: TRAR G 2 At B SR -

Effect of new policy

(increase/(decrease) in equity)

HKFRS2 (Note 3(c))
HEHBEZE

(R ERAEZZIE N/ CRLD))

(BB R EER)FE25 (FHFE3 (o)

HK$'000 &%+t

Attributable to equity holders of the Bank BB RITIR R R 29,796
(c) Staff share option scheme () EERKETE
In prior years, no amounts were recognised when employees (which term includes EREF  RAEACHEERES (BIEEF) Bk
directors) were granted share options over shares in the Bank. If the employees chose BANRITRBER R - (EBRIBTER
to exercise the options, the nominal amount of share capital and share premium R4 - 2RI EEFARERRM & ERER
were credited only to the extent of the option’s exercise price receivable. SHEIARNABRETEENEKEEE -
With effect from 1st January, 2005, in order to comply with HKFRS 2 “Share-based 200541 A1 B » IRBBCKE B sm S 2R
Payment”, the Group recognises the fair value of such share options as an expense in FE25% RS T] - AEBESRREN R TE
the profit and loss account. A corresponding increase is recognised in a capital reserve ERERRARER AL - MAERRERAH
within equity. B EEENR RGN o
Where the employees are required to meet vesting conditions before they become RiE B ATE BB AN G REAZ A LR
entitled to the options, the Group recognises the fair value of the options granted - AEBERRRES BN ERELATE
over the vesting period. B
If an employee chooses to exercise options, the related capital reserve is transferred B R BB ETERRE - BENERFEEER
to share capital and share premium, together with the exercise price. If the options TEEEBARARN KRGO HERIR o NRREXR
lapse unexercised the related capital reserve is transferred directly to retained earnings. BMMABATEE - HEANE X FEHEEEEARF
A o
The new accounting policy has been applied retrospectively with comparatives restated IR BER R R PIERE - BRARBIRR(E
in accordance with HKFRS 2, except that the Group has taken advantage of the TR TSRS 2EAI) S5 257 S 53R AIBIE 1 AR
transitional provisions set out in paragraph 53 of HKFRS 2 under which the new R TR A ER AR R B0 T R B mt B IR SD -
recognition and measurement policies have not been applied to the following grants ERIRCEEI B E LA E257N ERERL
of options: BRECF -
(i) all options granted to employees on or before 7th November, 2002; and () FTBEE2002F11 A7HUARIE IR TEE
BRRHE - R
(i) all options granted to employees after 7th November, 2002 but which had vested (i) PTAEE2002611 A7EREIRTEENR
before 1st January, 2005. BRAEE 200541 A1 B M KEFB o
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Notes on the Accounts (continued)

BRI F (&)

3. CHANGES IN ACCOUNTING POLICY (continued) E5tBUREE @

No adjustments to the opening balances as at 1st January, 2004 are required as no
options existed at that time which were unvested at 1st January, 2005.

The amount charged to the profit and loss account as a result of the change of policy
increased staff costs for HK$29,796,000 (2004: HK$41,749,000), with the
corresponding amounts credited to the capital reserve.

Details of the Staff Share Option Schemes can be found in Note 36.

(d) Investment properties

In prior years the Group was required to apply the tax rate that would be applicable
to the sale of investment properties to determine whether any amounts of deferred
tax should be recognised on the revaluation of investment properties. As there would
have been no tax payable on the disposal of the Group’s investment properties, no
deferred tax was provided in prior years.

As from 1st January, 2005, in accordance with HK(SIC) Interpretation 21 “Income
Taxes — Recovery of Revalued Non-depreciable Assets”, the Group recognises deferred
tax on movements in the value of investment properties using tax rates that are
applicable to the properties’ use, if the Group has no intention to sell them and the
properties would have been depreciable had the Group not adopted the fair value
model.

HK(SIC) Interpretation 21 has been adopted retrospectively by reducing the opening
balance of retained earnings as of 1st January, 2005 by HK$34,342,000 (1st January,
2004: Nil) and increasing deferred tax liabilities by the same amount.

(e) Financial instruments
(i) Financial instruments (Note 2(f))

In prior years, the accounting policies for certain financial instruments were as
follows:

- securities which were intended to be held on a continuing basis, and which
were held for an identified long-term purpose were classified as investment
securities and stated at cost less provisions for diminution in value;

— other investments in securities were securities which were not classified as
held-to-maturity debt securities nor as investment securities, and were stated
at fair value with changes in fair value recognised in the profit and loss account;
and

— derivative financial instruments entered into by management to hedge risks
arising from an underlying asset, liability (or a net position) or a committed
future transaction were recognised on equivalent basis to the position or
transaction being hedged.

From 1st January, 2005, the Group has adopted HKAS 32 “Financial Instruments:
Disclosure and Presentation” and HKAS 39 “Financial Instruments: Recognition
and Measurement” and classified financial instruments under the following
categories: fair value through profit or loss, loans and receivables, held-to-maturity
investments, available-for-sale financial assets and other financial liabilities as set
out in Note 2(f).
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Notes on the Accounts (continued)

RIER F (&)

(i) Derivatives and hedge accounting (Notes 2(f) and (g))

(iii

=

In prior years, the accounting for derivatives was dependent upon whether the
transactions were undertaken for trading purposes or as part of the management
of asset and liability portfolios.

Derivatives used for trading purposes

Transactions undertaken for trading purposes were marked to market and the
net present value of the gain and loss arising was recognised in the profit and
loss account as dealing gains and losses, after appropriate deferrals for the
unearned credit margin and future servicing costs.

The fair value of derivatives that were not exchange-traded was estimated at the
amount that the Group would receive or pay to terminate the contract at the
balance sheet date taking into account current market conditions and the current
creditworthiness of the counterparties.

Derivatives used for asset and liability management purposes

Derivatives used for this purpose were accounted for as hedge and were valued
on an equivalent basis to the underlying assets, liabilities or net positions which
they were hedging. Any profit and loss was recognised on the same basis as that
arising from the related assets, liabilities or net positions.

Any gain or loss on termination of hedging derivatives was deferred and amortised
to the profit and loss account over the original life of the terminated contract.
Where the underlying asset, liability or position was sold or terminated, the
hedging derivative was immediately marked to market through the profit and
loss account.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to derivatives and hedge accounting
to those set out in Note 2 (f) and (g) respectively.

Impairment of financial assets
Loans and receivables

In prior years, provisions were made against specific loans and advances as and
when the Credit Committee had doubts about the ultimate recoverability of
principal and interest in full.

Specific provisions represented the quantification of actual and expected losses
from identified accounts.

Other than where provisions on smaller balance homogeneous advances were
assessed on a portfolio basis, the amount of specific provision raised was assessed
on a case by case basis. Specific provisions were made against the carrying amount
of advances that were identified as being in doubt based on regular reviews of
outstanding balances to reduce these advances, net of any collateral, to their
recoverable amounts.

Where specific provisions were raised on a portfolio basis, the level of provisioning
took into account management’s assessment of the portfolio’s structure, past
and expected credit losses, business and economic conditions, and any other
relevant factors.

(i)

(iii)

PTETAREIHAR ZE% (2 M FE2(f)
E(g))
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B —E5 o
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) FIRER B REAR RN S EERA
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AR GHFNEREAEE
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Notes on the Accounts (continued)

AR M at (48 )

3. CHANGES IN ACCOUNTING POLICY (continued)

S BEREE @

(iv

=

General provisions augmented specific provisions and provided cover for loans
which were impaired at the balance sheet date but which would not be identified
as such until some time in future. The Group maintained a general provision
which was 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 primarily on the historical loss experience.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to impairment on loans and advances
to customers as set out in Note 2(k).

Other financial assets

In prior years, financial assets other than loans and advances, were reviewed on
each balance sheet date to determine whether there was any indication of
impairment.

If the recoverable amount of the asset was estimated to be less than its carrying
amount, the carrying amount of the asset was reduced to its recoverable amount
and the impairment loss was recognised in the profit and loss account.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to impairment of investments in
debt and equity securities, and impairment of other financial assets as set out in
Note 2(k).

Interest recognition on impaired loans

In prior years, loans were not reclassified as accruing until interest and principal
payments were up-to-date and future payments were reasonably assured. Where
the probability of receiving interest payments was remote, interest was no longer
accrued. Where the loan had no reasonable prospect of recovery, the loan and
related suspended interest were written off.

With effect from 1st January, 2005, in order to comply with HKAS 39, the Group
has changed its accounting policies relating to interest income recognition as set
out in Note 2(e).

Description of transitional provisions and effect of adjustments

The change in accounting policies of the above items were adopted by way of
opening balance adjustments to certain reserves and redesignation of financial
instruments as at 1st January, 2005. As a result of these opening balance
adjustments, the retained profits of the Group as at 1st January, 2005 has been
increased by HK$595,788,000. Comparative amounts have not been restated as
this is prohibited by the transitional arrangements in HKAS 39.

The adjustments for each accounts line of the Group and the Bank affected for the
years ended 31st December 2005 and 2004 are set out in Note 3(a) and (b).
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Notes on the Accounts (continued)

RIER F (&)

(f) Amortisation of goodwill (f) Py

In prior periods, positive goodwill which arose on or after 1st January, 2001 was
amortised on a straight line basis over its useful life and was subject to impairment
testing when there were indications of impairment.

With effect from 1st January, 2005, in accordance with HKFRS 3 “Business
Combinations” and HKAS 36 “Impairment of Assets”, the Group no longer amortises
positive goodwill. Such goodwill is tested annually for impairment, including in the
year of its initial recognition, as well as when there are indications of impairment.
Impairment losses are recognised when the carrying amount of the cash generating
unit to which the goodwill has been allocated exceeds its recoverable amount.

Also with effect from 1st January, 2005 and in accordance with HKFRS 3, if the fair
value of the net assets acquired in a business combination exceeds the consideration
paid (i.e. an amount arises which would have been known as negative goodwill
under the previous accounting policy), the excess is recognised immediately in the
profit and loss account as it arises.

The new policy in respect of positive goodwill has been applied prospectively in
accordance with the transitional arrangements under HKFRS 3. The adjustments for
each accounts line of the Group and of the Bank affected for the year ended 31st
December, 2005 are set out in Note 3(b).

(g) Changes in presentation

(i) Presentation of profit and loss account and balance sheets

In prior years, there were no specific accounting standards governing the
presentation of the accounts of banks. Management, having regard to the overall
clarity and the disclosure requirements of the Hong Kong Monetary Authority,
exercised its judgement in deciding on the relative prominence given to each
item presented on the face of the profit and loss account and balance sheets. As
a result, certificates of deposit held were separately presented on the face of the
balance sheets. Treasury bills (including Exchange Fund Bills) and money at call
and short notice (representing placements with banks and other financial
institutions maturing within one month) were included in cash and short-term
funds with treasury bills being presented separately as held-to-maturity and other
investment in securities according to the previous SSAP 24. Other assets were
included in advances to customers and other accounts less provisions.

With effect from 1st January, 2005, in order to comply with HKAS 30 “Disclosures
in Financial Statements of Banks and Similar Financial Institutions” and to take
into account the measurement basis that has been applied, the Group has changed
its presentation of certain items on the face of the profit and loss account and
balance sheets. Treasury bills (including Exchange Fund Bills) and certificates of
deposit held are included in the four categories of financial instruments under
HKAS 39. Placements with banks and other financial institutions maturing within
one month are included in placements with banks and other financial institutions.
These changes in presentation have been applied retrospectively with comparatives
reclassified as shown in Note 3(a).

(9)
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Notes on the Accounts (continued)

BRI F (&)

3. CHANGES IN ACCOUNTING POLICY (continued) E5tBUREE @

With effect form 1st January, 2005, in order to comply with HKAS 30 and to
assist in an understanding of the performance of trading in financial instruments,
the Group has grouped income and expenses arising from trading in financial
instruments together in the profit and loss account. Interest income, interest
expense and dividend income arising from trading assets and trading liabilities
are reclassified from “Interest income”, “Interest expense” and “Other operating
income” respectively to “Net trading profits”. Similar income and expenses arising
from financial instruments designated at fair value through profit or loss are
reclassified from the relevant captions to “Net result from financial instruments
designated at fair value through profit or loss"”.

(i) Presentation of shares of associates’ taxation

In prior years, the Group's share of taxation of associates accounted for using the
equity method was included as part of the Group’s income tax in the consolidated
profit and loss account. With effect from 1st January, 2005, in accordance with
the implementation guidance in HKAS 1 “Presentation of Financial Statements”,
the Group has changed the presentation and includes the share of taxation of
associates accounted for using the equity method in the respective shares of
profit or loss reported in the consolidated profit and loss account before arriving
at the Group’s profit before tax. These changes in presentation have been applied
retrospectively with comparatives restated as shown in Note 3(a).

(iii

=

Minority interests

In prior years, minority interests at the balance sheet date were presented in the
consolidated balance sheet separately from liabilities and as deduction from net
assets. Minority interests in the results of the Group for the year were also
separately presented in the profit and loss account as a deduction before arriving
at the profit attributable to shareholders.

With effect from 1st January, 2005, in order to comply with HKAS 1 and HKAS
27 "Consolidated and Separate Financial Statements”, minority interests are
presented in the consolidated balance sheet within equity, separately from the
equity attributable to the equity holders of the Group, and minority interests in
the results of the Group for the period are presented on the face of the
consolidated profit and loss account as an allocation of the total profit for the
period between the minority interests and the equity holders of the Group.

The presentation of minority interests in the consolidated balance sheet, profit
and loss account and summary statement of changes in equity for the comparative
period has been restated accordingly.

(h) Definition of related parties

As a result of the adoption of HKAS 24 “Related Party Disclosures”, the definition of
related parties are disclosed in Note 2(r) has been expanded to clarify that related
parties include entities that are under the significant influence of a related party that
is an individual (i.e. key management personnel, significant shareholders and/or their
close family members) and post-employment benefit plans which are for the benefit
of employees of the Group or of any entity that is a related party of the Group. The
clarification of the definition of related parties has not resulted in any material changes
to the previously reported disclosures of related party transactions nor has it had any
material effect on the disclosure made in the current year, as compared to those that
would have been reported had SSAP 20 still been in effect.
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Notes on the Accounts (continued)

RIER F (&)

4. INTEREST INCOME F|E A
2005 2004
Restated &
HK$'000 &% Tt HK$'000 BT
Listed securities EmEH 103,979 108,081
Others Hith 7,702,555 5,560,414
Total interest income per profit and loss account F S A 25 (AR RS ITR) 7,806,534 5,668,495
Interest income on trading assets (Note 7) RSABEENFTISRAEE (HiE7) 26,450 13,585
Interest income on interest rate swaps (Note 7) F R EA KRF BUA (FTaE7) 505,690 -
Interest income on financial assets designated EERBABEURMATER
at fair value through profit or loss (Note 8) SRBENFISHA (i) 410,386 -
Total interest income on all financial assets FiEemEENNSRALE 8,749,060 5,682,080
Included above is interest income accrued on impaired financial assets of NEBERESREENRFTHEBE
HK$45,648,000 which includes interest income on unwinding of discount on loan 45,648,0007T © A BIFEEZE2005F12H31H
impairment losses of HK$4,753,000 (Note 25(b)) for the year ended 31st December, I FEEFREE X2 F B4 N E B
2005. 4,753,0007T (Fif7E25(b))
5. INTEREST EXPENSE F|E X H
2005 2004
HK$'000 &% T HK$'000 A% T
Customer deposits, deposits of banks and other BEPER  fIREMSH
financial institutions and certificates of deposit ENTFARBBETERE
issued which are stated at amortised cost EF B3 (AR SRR AT R) 4,035,540 1,714,979
Interest expense on Subordinated Notes BEZBENFEZH
held at amortised cost (AR SHPX 2511 8R) - 325,627
Other borrowings Hnfam 10,736 13,899
Total interest expense per profit and loss account FBF H4E%E (B ERSIR) 4,046,276 2,054,505
Interest expense on interest rate swaps (Note 7) FZEF AR S (EE7) 389,255 -
Interest expense on financial liabilities designated BERBRBEARMATEE
at fair value through profit or loss (Note 8) SRABOFIS S (i58) 579,757 -
Total interest expense on all financial liabilities FE€RE ENME X HERE 5,015,288 2,054,505
6. FEE AND COMMISSION INCOME MRIEERFASWA
Fee and commission income arises from the following services: JEE A REHIRGEE RES WA :
2005 2004
HK$’'000 &% Tt HK$'000 BT
Corporate services 1R RS 477,421 391,262
Loans, overdrafts and guarantees B B RER 295,346 358,838
Credit cards ERF 236,030 204,668
Other retail banking services Bt TERITIRS 134,710 111,614
Trade finance ZH5mME 102,458 116,965
Securities and asset management BRREEER 192,285 192,974
Others HAh 159,750 130,283
Total fee and commission income RSB XA KALETE 1,598,000 1,506,604
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Notes on the Accounts (continued)

AR M at (48 )

7. NET TRADING PROFITS X5 RFEE

2005 2004

Restated &3

HK$'000 &% T HK$'000 %+t

Profit on dealing in foreign currencies INEE B 7 293,842 160,636

Profit on trading securities RHPBEEF A 106,207 152,050

Profit on other dealing activities Hih BB EEm A 22,122 47,685
Interest income on trading assets (Note 4) R PRBEENBWA (Fzta)

— listed — 1,224 387

— unlisted —J LW 25,226 13,198

Interest income on interest rate swaps (Note 4) pESE RPN N () 505,690 -

Interest expense on interest rate swaps (Note 5) FEIZ A KR FI B (B aE5) (389,255) -

Dividend income from listed trading securities TR GRBFFREMA 10,968 -

Total net trading profits B Zm e 576,024 373,956

EERBERSEURMAFEESHMITANERR

. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS

2005 2004
HK$'000 &% Tt HK$'000 B#F it
Net gains FEEF 126,480 -
Interest income (Note 4) IV ON(ET))
~ listed — kW 168,763 -
- unlisted —3EEm 241,623 -
Interest expense (Note 5) 83 (FiE5) (579,757) -
Dividend income from listed securities EmEHEREKA 345 -
(42,546) -
. OTHER OPERATING INCOME Hfh#&& g A
2005 2004
HK$'000 &% Tt HK$'000 B#F it
Dividend income from available-for-sale financial assets "I {£H & &R EERBUMA
— listed —km 8,382 -
- unlisted —3EEm 25,771 -
Dividend income from other investments in securities ~ E & AR E R EUA
~ listed — kW - 28,333
— unlisted —JEm - 14,627
Rental from safe deposit boxes RFEESWA 85,269 85,346
Net revenue from insurance activities RS FUA 88,759 87,656
Rental income on properties WEBSWA 43,194 45,998
Others Hit 39,323 37,718
Total other operating income G A ONE ] 290,698 299,678
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Notes on the Accounts (continued)

AR M at (48 )

10.OPERATING EXPENSES &#& % H

2005 2004
Restated Zf
HK$'000 &% Tt HK$'000 A% T

Contributions to defined contribution plan* ERRHRATES T 107,372 103,478
Equity-settled share-based payment expenses sz 3 i 29,796 41,749
Salaries and other staff costs e REMETHAR 1,461,300 1,329,711
Total staff costs S THAERE 1,598,468 1,474,938

Premises and equipment expenses

excluding depreciation TOFERENYERREL L
- Rental of premises —-MEEe 164,558 142,542
- Maintenance, repairs and others —RE - EREM 243,649 205,168
Total premises and equipment expenses TEERENMER
excluding depreciation R MR 408,207 347,710
Depreciation on fixed assets (Note 31) BEE & ENE (HFE31) 258,563 243,961
Amortisation of goodwill Bl ] - 143,875
Other operating expenses Hfnge s
— Communications, stationery and printing — @i XA RER 175,134 159,047
— Legal and professional fees —FEREERBER 112,116 89,127
— Advertising expenses —-ELEER 124,962 87,820
— Business promotions and business travel — R R AR 48,726 50,119
- Card related expenses —EHGERRIH 57,352 41,104
— Stamp duty, overseas and PRC** —ENTER » BN E AR FAE
business taxes, and value added taxes BER - RIEER 52,882 21,440
— Insurance expenses —RIRE 13,469 14,035
— Debt securities issue expenses —BIIEKESFER 14,824 7,800
- Bank charges —RITKE 3,937 7,296
— Administration expenses of secretarial business —MEXBNITRER 12,330 7,159
- Membership fees -28EH 5,299 5,126
— Bank licence —iRITHERRE 3,082 4,655
- Audit fee — BRI S 5,198 4,123
- Donations —BR 8,436 2,043
— Others —HAth 85,062 50,802
Total other operating expenses Hitnge e Haas 722,809 551,696
Total operating expenses*** B AR 2,988,047 2,762,180
*  Forfeited contributions totalling HK$5,751,000 (2004: HK$3,810,000) were utilised to reduce * FERRILZ A HENS, 751,0007T (2004 -
the Group'’s contribution during the year. There were no forfeited contributions available for JE#53,810,0007T) B #B1ER L EBATHE -
reducing future contributions at the year end (2004: Nil). L J2 B S A (E (] $8R M i AR JEFE 2 (K AT

BRI NG AK Z #E5K (2004 : ) -
** PRC denotes the People’s Republic of China.

*** Included in operating expenses are direct operating expenses of HK$10,381,000 (2004: ok FEERNLEET HOFEEe NmnREYEE
HK$13,374,000) in respect of investment properties which generated rental income during BESIERE &S - 2B EH10,381,000T
the year. (20044 : }5113,374,0007T) °
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Notes on the Accounts (continued)

BRI F (&)

11.IMPAIRMENT LOSSES ON LOANS AND ADVANCES/NET CHARGE FOR BAD AND DOUBTFUL DEBTS

EXRRERK TRERRIESH

2005 2004
HK$°000 /&% T 7t HK$'000 &%+

Net charge for impairment losses and allowances/
bad and doubtful debts on loans and advances

Individual impairment loss
- new provisions (Note 22 and 25(b))
- releases
— recoveries (Note 22 and 25(b))

Collective Impairment loss (Note 22 and 25(b))

— new provisions
—releases

Specific provisions
- new provisions (Note 22 and 25(b))
- releases
— recoveries (Note 22 and 25(b))

General provisions (Note 22 and 25(b))
— New provisions
- releases

Net charge to profit and loss account

EHRERERER SRR

REEEMHEY
(EIVEREEEES
— R (22 %25(b)
—[E15
—g[el (FfEE22 % 25(b))

EERERK (322 225(b)
— ¥
— [

HIRER
— 3 (P aE22 125(b))
—[E15
— Bl (Pt E22 R2.25(b))

— MR (HE22 )225(b)
— ¥
—[E15

REREXHFE

530,594 =
(141,834) =
(176,140) =
212,620 =

143,297 =
(214,432) =

(71,135) =

- 410,536
- (37,072)
- (170,452)
- 203,012
- 162,182
- (92,387)
- 69,795
141,485 272,807

12.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS

HETHEHESMEE 25T

132

2005 2004
HK$'000 &%t HK$'000 B#¥F 7T

Profit arising in current year

AREEEEN G

6,983 =
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Notes on the Accounts (continued)

RIER F (&)

13.INCOME TAX Fri&%

(a) Taxation in the consolidated profit and loss account represents: (a) #AIBIIRAFIER !
2005 2004
Restated E3}
HK$'000 &% Tt HK$'000 & T
Current tax — provision for Hong Kong Profits Tax REARIE — BBAEBEE
Tax for the year (Note 33(a)) AEERE (333() 366,845 297,723
Over-provision in respect of prior years EFEEEERT (107,005) (351)
259,840 297,372
Current tax — overseas RERTRIE — g
Tax for the year AEFERIE 130,138 52,279
Over-provision in respect of prior years FFERERT (19,103) (23,094)
111,035 29,185
Deferred tax (Note 33(b)) EERIA (FEE33(b)
Origination and reversal of temporary differences Tt RES RER 35,872 53,392
Movements in the value of investment properties REVEEELEE 20,115 34,342
55,987 87,734
426,862 414,291

The provision for Hong Kong Profits Tax is calculated at 17.5% (2004: 17.5%) of the
estimated assessable profits for the year. Taxation for overseas branches and
subsidiaries is charged at the appropriate current rates of taxation ruling in the relevant

SR EH R AR E ST ERROERE
TR 17.5% (20044 : 17.5%) 51 & - JFH NI B
A BB FINE L EEFTER RN TR R

s

countries. i
(b) Reconciliation between tax expense and accounting profit at applicable tax  (b) ZFEB{EX: KBS HEFRE AR EFEOH
rates B2 HR
2005 2004
Restated &3
HK$'000 &% T HK$'000 A%
Profit before tax BRI 3,212,843 2,786,767
Notional tax on profit before tax, calculated
at the rates applicable to profits in the tax RRIERABRKERAIEE
jurisdictions concerned HEAERBANEMN N EETIE 566,717 458,137
Tax effect of non-deductible expenses AR X R BR 2 96,965 64,760
Tax effect of non-taxable revenue BERBRANTIEZE (126,902) (89,356)
Tax effect of tax losses not recognised RERNBHBNTIETZ 25,973 11,384
Recognition of deferred tax assets
on prior year tax losses AFERIBRRARETHIAEE (5,660) (24,797)
Over provision in prior years EFERERE (126,108) (23,445)
Tax benefits derived from leasing partnerships RAGERENTIEF R (4,847) (38,633)
Others HAth 724 56,241
Actual tax expense ERBIES 426,862 414,291
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BRI F (&)

14.PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP

& B RREG R

The consolidated profit attributable to equity holders of the Group includes a profit
of HK$2,613,939,000 (2004 (restated): HK$1,994,734,000) which has been dealt

with in the accounts of the Bank.

Reconciliation of the above amount to the Bank’s profit for the year

ERBEERRELAENEEE A ANTIRE
R FE#2,613,939,0007T (20044 (B
¥R) : ##1,994,734,0007T) °

RITFE AR Elt & 382 Bk

2005 2004
Restated Ef
HK$'000 &% Tt HK$'000 B#F T
Amount of consolidated profit attributable to BEt ARTTH B3Rz 2
equity holders dealt with in the JEs B S EER
Bank's financial statements Foxeyl 2,515,551 1,855,210
Final dividends from subsidiaries and associates REAFEMBR A REEAT
attributable to the profits of the previous BA 2 RERE - WEFER
financial year, approved and paid during the year T Rk 98,388 139524
Bank's profit for the year RITEE AR 2,613,939 1,994,734
15.DIVIDENDS RRE
(a) Dividends attributable to the year (a) EBAFERE
2005 2004
HK$'000 &% Tt HK$'000 B#F T
Interim dividend declared and paid of BEIR&X%111,503,416,119 &R
HK$0.33 per share on 1,503,416,119 shares 7 #50.337T89 % HARR S, (2004%F :
(2004: HK$0.28 per share on 1,480,480,902 % & %7 %0.287T)
1,480,480,902 shares) (Note 38(i)) (HfEE38() 496,127 414,535
Final dividend paid in respect of the previous S EEE RERIBT
financial year on shares issued under IR R EUE B AR
the share option schemes subsequent RIRET BB TR
to the balance sheet date and before FFEESRE%0.807T
the close of the Register of Members HAREARR S (20045 :
of the Bank, of HK$0.80 (2004: HK$0.62) FRB¥0.627T) 1,702 885
Final dividend proposed after the balance S BRBRNARERS
sheet date of HK$0.93 per share on 1,510,229,87 1 i &A% %0.937C
1,510,229,871 shares (2004: HK$0.80 (20044F : 1,491,998,551f%
per share on 1,491,998,551 shares) FA#0.807T) ° 1,404,514 1,193,599
1,902,343 1,609,019

The final dividend proposed after the balance sheet date has not been recognised as

a liability at the balance sheet date.

(b) Dividends attributable to the previous financial year, approved and paid during

FEEE RROBIRCR ARBEI RN &5 A
RAIE -

(b) REERERINBLEFERS

the year
2005 2004
HK$'000 &% T HK$'000 B+t
Final dividend in respect of the previous REERERE11,491,998,5518%
financial year, approved and paid during FRE0.807TH)
the year, of HK$0.80 per share on FEERBRE
1,491,998,551 shares (2004: HK$0.62 per share (20044 :1,467,453,525/%
on 1,467,453,525 shares) TR AE#0.627T) 1,193,599 909,821
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Notes on the Accounts (continued)

RIER F (&)

16.EARNINGS PER SHARE #RZEF

(a) Basic earnings per share

The calculation of basic earnings per share is based on earnings of HK$2,748,725,000
(2004 (restated): HK$2,347,709,000) and on the weighted average of 1,502,313,852
(2004: 1,479,171,460) ordinary shares outstanding during the year, calculated as

(a)

BRERER

FREARRF TR R 2,748,725,0007T
(20044 (ER) : #%2,347,709,0007T) & B 3%
TTEBARD IR F198R1,502,313,852/%

follows: (20044 : 1,479,171,4608%) 518 °
Weighted average number of ordinary shares AR BRI 8K
2005 2004
Number of Shares Number of Shares
RPEE (&0
Issued ordinary shares at 1st January B A1 BB ETLER 1,491,998,551 1,467,453,525
Effect of share options exercised and
shares issued in lieu of dividends (Note 37) BATERRERARR SHZE 10,315,301 11,717,935
Weighted average number of ordinary shares
at 31st December M12A31 B EBARG E) IE T2 1,502,313,852 1,479,171,460
(b) Diluted earnings per share (b) BREHEF

The calculation of diluted earnings per share is based on earnings of
HK$2,748,725,000 (2004 (restated): HK$2,347,709,000) and on 1,506,328,927
(2004: 1,486,243,795) ordinary shares, being the weighted average number of
ordinary shares outstanding during the year, adjusted for the effects of all dilutive

potential shares.

Weighted average number of ordinary shares (diluted)

BREE AR YRR R FE52,748,725,0007T
(20044 (E3R) : 78%2,347,709,0007T) KFLFT
EABBEREYEN T BRIELAEELEN
TBA (D M AN 15 801,506,328,927/% (2004
£ 1 1,486,243,7950%) 5t E ©

HIRAR D B0 INHE T8 (#5)

2005 2004
Number of Shares Number of Shares
R4 8B W& B
Weighted average number of ordinary shares
at 31st December M12A31 B ERARGE T H 2 1,502,313,852 1,479,171,460
Effect of deemed issue of ordinary shares
under the Bank's share option scheme BRI BB TERE
for nil consideration BROEERD 2 FE 4,015,075 7,072,335
Weighted average number of ordinary shares W12 A31 B EBRGHE
(diluted) at 31st December IETISE (#E) 1,506,328,927 1,486,243,795

RLRTAERAT 2005 €% 135




Notes on the Accounts (continued)

HRIEH AT (&)

17.DIRECTORS’ REMUNERATION EEf&

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong

BREEEC(RREIDFE161ERERTERIE

Companies Ordinance is as follows: U
Salaries, Retirement
allowances and Discretionary scheme 2005
Directors’ fees  benefits in kind bonuses Share option contributions Total
e 28
ik REMUE MEEL ARE RO ERR Lo
HK$'000 % T  HKS'000 B%Fx  HK$'000 B%Fx  HKS'000#%Fxm  HKS'000 B¥Fx  HKS'000 A%Ti
Chairman and
Chief Executive TERITBER
Dr. The Hon. Sir David
LI Kwok-po ZEEST 210 7,216 14,632 941 666 23,665
Executive Directors HiTES
Mr. Joseph PANG Yuk-wing YRR 100 3,092 3,763 850 285 8,090
Mr. CHAN Kay-cheung RIS RE 100 3,092 3,763 850 285 8,090
Non-executive Directors FunEs
Dr. LI Fook-wo TRAEL 110 - - - - 110
Dr. The Hon. Simon
LI Fook-sean FRERT 130 - - - - 130
Mr. Aubrey LI Kwok-sing X5l 120 - - - - 120
Dr. William MONG Man-wai ~ SX[EfEL 100 - - - - 100
Tan SriDr. KHOO Kay-peng  AHTESEREL 100 - - - - 100
Mr. Richard LI Tzar-kai FERELE 100 - - - - 100
Independent
Non-executive Directors ~ BUFHTES
Mr. WONG Chung-hin BEREE 110 - - - - 110
Dr. LEE Shau-kee ThEEL 110 - - - - 10
Dr. Allan WONG Chi-yun BTMEL 140 - - - - 140
Mr. Winston LO Yau-lai ERfgrt 130 - - - - 130
Mr. Thomas KWOK
Ping-kwong IRIEE 120 - - - - 120
Mr. TAN Man-kou BR3CGEEE 110 - - - - 110
Mr. Kenneth LO Chin-ming ~ BR&REA%AE 73 - - - - 73
1,863 13,400 22,158 2,641 1,236 41,298
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Salaries, Retirement 2004

allowances and Discretionary scheme Total

Directors' fees benefits in kind bonuses Share option contributions (restated)
e 2 et

e REME iz AE RIRGTEIER (B%)

HK$'000 A% T HK$'000 %+  HK$'000 #%F  HKY'000 %Fr  HKS'000E%F  HK$'000 BT

Chairman and

Chief Executive TERITHES
Dr. The Hon. Sir David

LI Kwok-po ZEERT 200 7,000 15,079 1,531 646 24,456
Executive Directors HiTES
Mr. Joseph PANG Yuk-wing ~ ZE&%4E 100 3,000 3,877 1,607 277 8,861
Mr. CHAN Kay-cheung RIS E 100 3,000 3,877 1,393 277 8,647

Non-executive Directors FuTES

Dr. LI Fook-wo EXEY il u 100 - - - - 100
Dr. The Hon. Simon

LI Fook-sean PREAT 110 - - - - 110
Mr. Aubrey LI Kwok-sing FHERE 110 - - - - 110
Dr. William MONG Man-wai ~ S&[EfL 100 - - - - 100
Tan Sri Dr. KHOO Kay-peng  AHTESEREL 100 - - - - 100
Mr. Richard LI Tzar-kai FEEEE 100 - - - - 100
Independent

Non-executive Directors ~ BUFHTES
Mr. WONG Chung-hin BRBRLE 110 - - - - 110
Dr. LEE Shau-kee TRERLT 100 - - - - 100
Dr. Allan WONG Chi-yun BETMET 130 - - - - 130
Mr. Winston LO Yau-lai BRBRAE 130 - - - - 130
Mr. Thomas KWOK

Ping-kwong PRIEE 120 - - - - 120
Mr. TAN Man-kou RoCkEE 9 - - - - 9

1,619 13,000 22,833 4,531 1,200 43,183

Included in the above remuneration, share options were granted to Executive Directors e BERTESRIERRITHESRK
under the Bank’s Staff Share Option Schemes. The details of these benefits in kind FHEIER TREE - BRLSEMRENFE
are disclosed under the paragraph “Information on Share Options” in the Report of HNEFEREEN [RREER ] KEREM T
the Directors and Note 36. 36/ ©
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Notes on the Accounts (continued)
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18.FIVE TOP-PAID EMPLOYEES S5EZHFMESWES

19.SEGMENT REPORTING

2005 2004
HK$'000 &% T HK$'000 %%+t
Salaries and other emoluments Fre kEMie 16,776 16,275
Performance-related bonuses R ERIEA 25,859 26,596
Share option SRR 4,871 8,876
Pension contribution RASHZR 1,547 1,502
49,053 53,249
The remuneration of the five top-paid employees is within the following bands: SEFRmMESNSEEENT
2005 2004
Number of Number of
Employees Employees
BEEAH EEAH
HK$ %8
4,500,001 - 5,000,000 1
5,000,001 - 5,500,000 1 -
5,500,001 - 6,000,000 - 2
8,000,001 - 8,500,000 2 -
8,500,001 - 9,000,000 - 2
23,500,001 - 24,000,000 1 -
24,000,001 - 24,500,000 - 1
Included in the emoluments of the five top-paid employees were the emoluments of 5% iR = 18 B 245341 (20044 : 3fL)

3 (2004: 3) Directors. Their respective directors’ emoluments have been included in
Note 17 above.

7P E

=% - fINHME 2FER LlMiE17 -

(a)
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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)
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Notes on the Accounts (continued)

RIER F (&)

| | | | | |
2005
Personal ~ Corporate Investment  Corporate Inter-segment
Banking Banking Banking Services Others Unallocated elimination Consolidated
AREL
BARST PERT RERIT DERH £t 28 REEH GAlE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETR BETT BETR E8TR EBTR E8TR EBTR
The Group &8
Net interest income EZIELON 1,619,382 | 1,969,027 165,149 173 7671 (1,150) - | 3,760,258
Other operating income RENRERH
from external customers 8N 430,755 204,770 923,121 479,230 133,113 21,291 - 2,192,280
Inter-segment income AHEIRFRA - - - - - 125,431 (125,431) -
Total operating income meagE 2,050,137 | 2173797 | 1,088,270 479,403 140,790 145,572 (125431) | 5,952,538
Operating expenses BExH (1337,155) |  (668,203) | (298419) | (282,637) | (194,173) | (207,460) - | (2,988,047)
Inter-segment expenses PRELRS (105,237) (12,968) (5,193) - (2,033) - 125,431 -
Operating profit before ABRHERK
impairment losses P -y 607,745 | 1,492,626 784,658 196,766 (55,416) (61,888) - | 2,964,491
Impairment losses on loans
and advances ERER 24,460 (168,519) 3,021 (5,449) 5,002 - - (141,485)
Impairment loss on bank premises  S3{TERERS - - - - - (210,140) - (210,140)
Impairment losses on
available-for-sale financial assets, ~ AIEHESEE -
held-to-maturity investments BRIABREAR
and associates BEATRBER - (7,358) (33.230) - (194) 389 - (40,393)
632,205 1,316,749 754,449 191,317 (50,608) | (271,639) - | 25712413
Profit on sale of fixed assets, HERTEE  ARHE
available-for-sale financial assets, ~ £RAE - #2316
held-to-maturity investments RERMBAR/
and subsidiaries/associates BEARZRER - - 6,354 - 591 365,473 - 372,418
Revaluation surplus on
investment properties RENZMERREA - - - - 234,221 - - 24221
Share of profits less losses of =N
associates HER 769 33,588 3,125 - (5.259) 1,508 - 33,731
Profit before taxation BRBtATA 632,974 1,350,337 763,928 191,317 178,945 95,342 - | 3212843
Income tax FrfEHt (87.464) |  (182,185) |  (105,264) (26,465) (25,484) - - (426,862)
Profit after taxation Cyitve) 545,510 1,168,152 658,664 164,852 153,461 95,342 - 2,785,981
Attributable to: SRR
Equity holders of the Group REBRR 545510 | 1,168,152 658,664 126,866 154,191 95,342 - | 2,748,725
Minority interests SEhFER - - - 37,986 (730) - - 37,256
Profit after taxation i) 545,510 1,168,152 658,664 164,852 153,461 95,342 - | 2,785,981
Depreciation for the year FERNE (89,521) (47,388) (19,953) (20,029) (7.119) (74,553) - (258,563)
Segment assets PHEE 52,593,807 | 89,583,033 | 83,765,287 743249 | 2,237,015 710,657 - 229,633,048
Investments in associates BERTRE 38313 346,355 75,266 - 306,794 1,852 - 768,580
Unallocated assets ANBEE - - - - - | 8397854 - | 8397854
Total assets BELE 52,632,120 | 89,929,388 | 83,840,553 743249 | 2,543,809 | 9,110,363 - 238,799,482
Segment liabilities AH&E 117,038,288 | 58,864,730 | 20,425,447 53,831 1,686,814 - - 1198,069,110
Unallocated liabilities AAEEE - - - - - | 1,777,064 - | 7,777,064
Loan capital EEER - - - - - | 8548780 - | 8548780
Total liabilities AELE 117,038,288 | 58,864,730 | 20,425,447 53,831 1,686,814 | 16,325,844 - 214,394,954
Capital expenditure incurred
during the year EERERRR 101,932 119,187 161,709 63,846 12,681 195,388 - 654,743
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Notes on the Accounts (continued)
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19.SEGMENT REPORTING (continued) 23" EZBR & (@)

(a) Business Segments (continued) (a) D (&)
2004 Restated £
Personal Corporate Investment Corporate Inter-segment
Banking Banking Banking Services Others  Unallocated ~ elimination ~ Consolidated
AL
BASM DERT RESMT 2B Et AR RAEH GRER

HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT AT BETT BETT AT BETT AT BETT

The Group EL]
Net interest income FHISHA 1,787,802 1,321,426 484,410 (2959) 23,201 110 - 3613990
Other operating income RENREPH)

from external customers EfmEA 463,579 285,081 520,786 387,894 204,070 20,465 - 1,881,875
Inter-segment income AHBZRHMA - - - - - 104,651 (104,651) =
Total operating income LN 2,251,381 1,606,507 1,005,19 384,935 227,211 125,226 (104,651) 5,495,865
Operating expenses mesi (1,232,130)  (636,103)  (267,060)  (247913)  (157377)  (221,597) - (2762,180)
Inter-segment expenses ABELZS (92,223) 8.271) (3847) - (310) - 104,651 -
Operating profit before provisions KB EE# L2 57| 927,028 962,133 734,289 137,022 69,584 (96,371) - 2733685
Charge for bad and doubtful debts SR RRES (84,263)  (205,935) (168) (9,033) 26,592 - - (272,807)
Write back on impairment

[oss on bank premises BAMLABRLDE = = = - - 18,538 - 18,538
Provision on held-to-maturity debt ~ #ZZ|#ERES -

securities, investment securities REESREERT

and associates HEREHRE - (15,768 ) 6,067 - - (8,881) - (18,582)

842,765 740,430 740,188 127,989 96,176 (86,714) - 2460834

Profit on sale of fixed assets HEARAERRERS

and investment securities Pyl - (5) 13,763 - - 15,239 - 28,997
Revaluation surplus on

investment properties RENEMERRR - - - - 227,941 - - 227,941
Share of profits less losses of FlGHE ARIER

associates BER 1,424 13,955 30,271 - 23,590 (245) - 68,995
Profit/{loss) before taxation BtanRRl/ (858 844,189 754,380 784,222 127,989 347,707 (71,720) - 2,786,767
Income tax AR (125157)  (109.994)  (111,983) (19,016) (48,141) - - (414291)
Profit/{loss) after taxation Bt/ (58 719,032 644,386 672,239 108,973 299,566 (71,720) - 2372476
Attributable to: SRR :

Equity holders of the Group REERR 719,032 644,386 672,239 84,206 299,566 (71,720) - 2,347,709

Minority interests SehEER - - - 24,767 - - - 24,767
Profit/{loss) after taxation Bt/ (58 719,032 644,386 672,239 108,973 299,566 (71,720) - 2372476
Depreciation for the year EFNTE (98,968) (53,995) (20,018) (7,405) (7,184) (56,391) - (243,961)
Amortisation of goodwill AERH (30,538) (31,701) (40,040) (39,626) (1,970) - - (143,875)
Segment assets NEEE 43448340 71,741,124 77,018,778 1,645,556 1,507,253 704,842 - 201,005,893
Investments in associates BEATIE 36,601 290,495 77399 - 319,574 1,894 - 725,963
Unallocated assets AAEEE - - - - - 8577690 - 8,577,690
Total assets EEaE 43484941 72,031,619 77,096,177 1,645,556 1826827 9,284,426 - 210,369,546
Segment liabilities S8k 106,071,387 57,671,069 14,045,540 52,344 1,129,967 - - 178,970,307
Unallocated liabilities ADEERE = = = = - 5269321 - 5269321
Loan Capital [FEER - - - - - 41124 - 41124
Total liabilities RfEsE 106,071,387 57,671,069 14,045,540 52,344 1129967 9,540,445 - 188,510,752
Write back of impairment EEAEELFA

loss credited to equity P - - - - - 12,839 - 12,839
Capital expenditure incurred

during the year FENERRR 53613 74,810 88,472 228,523 28,576 1,432,127 - 1,906,181
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Notes on the Accounts (continued)
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(b) @D
iR D BEMRRIBENBARNEEEY
PR - M ARITM S @ AREEREE

(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

BRBEEANRZ DTTHE T IAZIS o

the assets.
2005
People’s
Republic of Other Asian Inter-segment
Hong Kong China Countries Others elimination Consolidated
R REARLANE AfpEHER it ABEZRHEH GefE
HK$'000 #%F7  HK$'000 %Fx  HKS'000 B%Fxw  HKS'000 B%Fx  HKS'000 B¥Fx  HKS'000 %+
The Group £8
Total operating income El Nt 4,497,027 784,880 289,355 568,760 (187,484) 5,952,538
Profit before taxation BRBATRR 2,367,321 3N, 182,446 291,299 - 3,212,843
Total assets BERS 201,212,351 40,930,346 17,116,798 31,207,227 (51,667,240) 238,799,482
Total liabilities B2 177,558,418 40,645,670 16,493,743 27,949,790 (48,252,667) 214,394,954
Contingent liabilities
and commitments SRR AL 35,229,638 5,421,444 4,427,718 4,126,700 - 49,205,500
Capital expenditure
during the year ERNERFR 584,846 40,764 5,690 23,443 - 654,743
2004 Restated £3f
People’s
Republic of Other Asian Inter-segment
Hong Kong China Countries Others elimination Consolidated
&E PEARAAE EfEMER it HEER5EH a8
HK$'000 %t HK$'000 B%Fr  HKS'000 %TF  HKY'000 B%Fr  HK$'000E%Fr  HK$'000 A%Fr
The Group &8
Total operating income El Nt 4,504,742 528,168 209,545 523,386 (269,976) 5,495,865
Profit before taxation BHATER 2,361,690 179,046 76,111 169,920 - 2,786,767
Total assets EEER 178,475,184 28,172,241 17,442,983 31,149,607 (44,870,469) 210,369,546
Total liabilities B2 157,287,819 28,117,952 17,267,817 28,092,475 (42,255,311) 188,510,752
Contingent liabilities
and commitments AREERASE 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 2872 - 1,906,181
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Notes on the Accounts (continued)
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20.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
RERERTNHASREBNER

The Group &8 The Bank 17
2005 2004 2005 2004
Restated E# Restated &
HK$'000 B%Fx HK$'000 B#%Fr HK$'000 B¥Fx HK$'000 E#F

Cash in hand Be 549,715 543,976 532,653 526,479
Balances with central banks TERREBITHRETE 379,905 338,046 337,643 298,331

Balances with banks and other ERITNEM S RE
financial institutions ofyed 3,595,967 2,773,571 3,506,119 2,635,646
4,525,587 3,655,593 4,376,415 3,460,456

21.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS 7#EHR{ITREMSRBEENTER

The Group £8 The Bank 17
2005 2004 2005 2004
Restated E# Restated &
HKS$'000 8%+t  HK$'000 BTt HK$'000 E¥Fxr HK$'000 BEFT

Placements with banks and ERITRA 2/
authorised institutions BERNFR 43,560,999 40,917,291 43,266,358 40,727,238
Placements with other
financial institutions EEMS BEENTR 1,786,256 1,166,115 1,786,256 1,166,115
45,347,255 42,083,406 45,052,614 41,893,353
Maturing ZI R
- within one month —1{AAA 40,638,370 32,251,148 40,409,405 32,068,851
— between one month
and one year —-1ARZ1FR 4,708,885 9,832,258 4,643,209 9,824,502
45,347,255 42,083,406 45,052,614 41,893,353
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Notes on the Accounts (continued)

RIER F (&)

22.TRADE BILLS B S5 =i

The Group £E The Bank 817
2005 2004 2005 2004
HK$'000 &%Fx  HK$'000 B%TFr HK$'000 E%TFx  HK$'000 BT
Gross trade bills D ES Cat 612,630 1,401,233 612,630 1,400,579
Impairment allowances REER
— collectively assessed — Ry (43) = (43) -
General provision for bad
and doubtful debts —RERRAEEE - ( 1L0975)7 - 9,9951) -
612,587 1,400,138 612,587 1,399,484
Movement of impairment loss allowances for 2005 2005F BB B R EFHIE ED
The Group £E The Bank 17
Individual Collective Individual Collective
183! o 15 2
HK$000 B%Fx HK$'000 BT HKS$'000 E¥Fx  HK$'000 BT

At 1st January M1A1E
— As previously reported — WRIER
- Adjustments arising from change ~ —E&stE% S
in accounting policies EERRE
- As restated —BER
New provisions charged to RABGIRIHER
profit and loss account (Note 11) (PF=E11)
Provisions released back to BEERIRER
profit and loss account (Note 11) (FzE11)
Amounts written off MisHEE
Recoveries (Note 11) Yo (FifzE11)
Exchange adjustments B 50 R
At 31st December ®12A318

- 1,095 - 1,095
- (596) - (596)

Z 499 - 499

- 67 - 67

@1 (513) @1 (513)

21 - 21 -

- (10) - (10)

- 43 - 43
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BRI F (&)

22.TRADE BILLS (continued) B 5 Z# @)

Movement of provisions for bad and doubtful debts for 2004 20045 520 I R R A= )
The Group £8 The Bank #17
Specific General Specific General
% —f% B —f%
HK$'000 8%Fx  HK$'000 B%TFr HK$'000 B%Tx  HK$'000 BT
At 1st January M1A1E - 1,283 - 1,283
New provisions charged to RABGIRIHER
profit and loss account (Note 11) (Bt=E11) 679 1,528 679 1,528
Provisions released back to BEBRIRNER
profit and loss account (Note 11) (PzE11) (125) (1,738) (125) (1,738)
Amounts written off HisHE (679) - (679) -
Recoveries (Note 11) ez (B a11) 125 - 125 -
Exchange adjustments B 5 A% - 22 - 22
At 31st December ®12A318 - 1,095 - 1,095

1 44 The Bank of East Asia, Limited Annual Report 2005




Notes on the Accounts (continued)
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23.TRADING ASSETS R 5 AREE
The Group £E The Bank 817
2005 2004 2005 2004
Restated & Restated #3
HK$'000 &%Fx HK$'000 B#%Fr HK$'000 B¥Fx HK$'000 E#Fr
Treasury bills (including EEER (AFENE
Exchange Fund Bills) HEFR) 1,494,650 1,199,803 1,494,650 1,199,803
Debt securities BB ESR 165,683 195,029 165,683 195,029
Equity shares 50 601,139 299,684 584,941 284,583
Trust funds EtES 245,682 240,686 245,682 240,686
Trading securities RHRBES 2,507,154 1,935,202 2,490,956 1,920,101
Positive fair values of PTHETAMIEATE
derivatives (Note 42(b)) (PtzE42 (b)) 738,425 348,223 736,650 348,223
3,245,579 2,283,425 3,227,606 2,268,324
Issued by: BT
Central governments and
central banks R A A R T 1,494,650 1,206,153 1,494,650 1,206,153
Public sector entities N 165,684 188,678 165,684 188,678
Banks and other financial
institutions BOREMSRIEE 435,494 266,088 433,970 264,529
Corporate entities % 411,326 274,283 396,652 260,741
2,507,154 1,935,202 2,490,956 1,920,101
By place of listing: R ETHE :
Listed in Hong Kong ERE LN 494,508 265,755 478,310 250,905
Listed outside Hong Kong EFBAIMEE i 144,233 86,281 144,233 86,030
638,741 352,036 622,543 336,935
Unlisted JFEM 1,868,413 1,583,166 1,868,413 1,583,166
2,507,154 1,935,202 2,490,956 1,920,101
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24.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS

EERBEBRBURRATEENEHEE

The Group £E The Bank 17
2005 2004 2005 2004
HK$'000 8%Fx  HK$'000 B%TFr  HK$'000 B%Tx  HK$'000 BT
Certificates of deposit held HENERE 94,290 - 94,290 -
Debt securities BB 10,053,081 - 10,023,643 -
Equity shares &1n 10,336 - - -
10,157,707 - 10,117,933 -
Issued by: BATHE
Central governments and
central banks R AIA RIRTT 46,409 - 46,409 -
Public sector entities DNERE 172,022 - 172,022 -
Banks and other financial
institutions BITREMSRERE 1,264,079 - 1,242,911 -
Corporate entities TEEHR 8,668,041 - 8,656,591 -
Other entities HinER 7,156 - - -
10,157,707 = 10,117,933 =
By place of listing: R ETHE :
Listed in Hong Kong EEE LT 1,773,428 - 1,763,152 -
Listed outside Hong Kong ERBAIMEE i 1,931,168 - 1,905,442 -
3,704,596 - 3,668,594 -
Unlisted LM 6,453,111 - 6,449,339 -
10,157,707 - 10,117,933 -

Following the adoption of HKAS 39 in 2005, certain financial assets and financial
liabilities were re-designated as financial assets/liabilities through profit or loss on 1st
January, 2005. There was no such re-designation in 2004 as retrospective application

of HKAS 39 is not permitted.

The carrying amount of financial assets designated at fair value through profit or loss
as at 1st January 2005 was HK$8,625,856,000 and these assets were classified as

follows at 31st December, 2004:

FH2005F B EF MR A ST EANFE395 + I
20051 A18 r ETEREERSRARBKSE
HIEEABBEZURBATLEENESHE
E/AE - BiNEBSHER)FE395RE e
WER - UL REE2004FHEE ©

M2005F1 A18 - IEEABiEEm ARMRAF
BEENSEEE 2 RAEAES,625,856,000
» BA2004%12 A31 BZSEEMND I

- &l

HK$'000 &%+t

Classified as
Held-to-maturity debt securities
Other investments in securities
Investment securities

Carrying amount at 31st December, 2004

DR
FEZHERES
HiEFKE

BB

72004412 A31 8 2 BREE

3,770,278
4,784,168

8,625,856

1 46 The Bank of East Asia, Limited Annual Report 2005




Notes on the Accounts (continued)
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EFEHREMIRE

(a) Advances to Customers and Other Accounts

(a) BFEXREMIARE

The Group £E
2005 2004
Restated &4}
HK$'000 % Fx HK$'000 BEFT

The Bank #17
2005 2004
Restated E#7
HK$'000 B¥Fx  HK$'000 BEFT

(i) Advances to customers BFER 138,743,747 117,258,753 133,316,623 112,769,755
Less: Impairment allowances B OREEE
- Individual — @5l (295,575) - (204,122) -
- Collective —Ee (478,995) - (471,854) -
Less: Provisions for bad and A BERRE
doubtful debts Al
- Specific —¥5%% - (310,309) - (217,143)
- General ——&% - (1,320,850) - (1,273,183)
137,969,177 115,627,594 132,640,647 111,279,429
(i) Other accounts HAbRIE
Advances to banks and other ~ R{TREfM &R
financial institutions HEER 2,424,120 2,114,655 2,424,120 2,114,655
Notes and bonds &H 387,934 - 383,435 -
Certificates of deposits FE 38,775 - 38,775 -
Accrued interest EETFIS 985,567 1,054,632 938,165 1,019,140
Less: Suspended interest o BRFE - (319,779) - (319,520)
Other accounts Hith iR 3,069,729 4,175,485 2,855,923 4,023,450
6,906,125 7,024,993 6,640,418 6,837,725
Less: Impairment allowances B OREEE
- Individual — (&7 (28,570) - - -
- Collective —Ee (9,943) - - -
Less: Provisions for bad and o BERRE
doubtful debts |
- Specific —¥5%% - (32,011) - -
- General ——&% - (19,146) - (4,143)
6,867,612 6,973,836 6,640,418 6,833,582
144,836,789 122,601,430 139,281,065 118,113,011
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued)

EFER N HMIRE @)

(b) Impairment allowances against Advances and Other Accounts for 2005

(b) 2005FE R EAhERIE ZR{EERE

The Group £8
Advances to customers Other Accounts Total
EFER HifRE Pt
Individual Collective Individual Collective Individual Collective
@RI BE @RI BE &3l 2R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BB BB BRI BB BB
At st January M1A1E
— As previously reported as —MAIERA
provision for bad and R
doubtful debts A% 310,309 1,320,850 32,011 19,146 342,320 1,339,996
- Adjustments arising from —REFHHR
change in accounting BREE
policies LR (20,677) (717,052) - (5,852) (20,677) (722,904)
- As restated -BEERK 289,632 603,798 32,011 13,294 321,643 617,092
New provisions charged to LABRER
profit and loss account HORTER
(Note 11) (P&E11) 520,369 138,201 10,225 5,029 530,594 143,230
Net provisions released back BEBERER
to profit and loss account HEEFE
(Note 11) (fzE11) (307,155) (206,888) (6,045) (7,031) (313,200) (213,919)
Amounts written off HisHsE (370,884) (54,540) (7,672) - (378,556) (54,540)
Recoveries (Note 11) LEEAGRARD) 176,052 1M 67 - 176,119 1M1
Unwind of discount on SRR ERLH
loan impairment losses FringEE
(Note 4 & Note 11) (GEZSLEIR) (4,753) - - - (4,753) -
Other movements Hin &g 32 4 - (1,298) 32 (1,294)
Exchange adjustments HEH EE (7,718) (1,691) (16) (51) (7,734) (1,742)
At 31st December ®W12A318 295,575 478,995 28,570 9,943 324,145 488,938
The Bank 17
Advances to customers Other Accounts Total
EFER HifRE L
Individual Collective Individual Collective Individual Collective
{83! BE 183! BE 185 2R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT
At 1st January MA1R
- As previously reported as —MATERA
provision for bad and BERR
doubtful debts RERER 217,143 1,273,183 - 4,143 217,143 1,277,326
— Adjustments arising from —EEHECR
change in accounting 2EEL
policies ZHE (24,499) (677,560) - (2,845) (24,499) (680,405)
- As restated -BER 192,644 595,623 - 1,298 192,644 596,921
New provisions charged to EABRER
profit and loss account RO 517,005 136,570 - - 517,005 136,570
Net provisions released back BEEHERN
to profit and loss account EETE (299,605) (204,157) - - (299,605) (204,157)
Amounts written off HisHEE (368,727) (54,540) - - (368,727) (54,540)
Recoveries Y58 175,257 111 - - 175,257 m
Unwind of discount on ERRERLH
loan impairment losses FringE (4,702) - - - (4,702) -
Other movements Hin &g 32 4 - (1,298) 32 (1,294)
Exchange adjustments HEH EE (7,782) (1,757) - - (7,782) (1,757)
At 31st December ®W12A318 204,122 471,854 - - 204,122 471,854
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Notes on the Accounts (continued)

AR M at (48 )

(b) Provisions against Advances and Other Accounts for 2004 (b) 2004F EFR R EAhIRIEAER
The Group £E
Advances to customers Other Accounts Total
RFER HnfRIE FaEs]
Specific General Specific General Specific General
R —% S8 —% Bk —#&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BT BT BT BT
At 1st January ®A18 346,397 1,249,829 34,003 9,721 380,400 1,259,550
New provisions charged to LABRRH
profit and loss account kR
(Note 11) (zE11) 404,057 143,867 5,800 16,787 409,857 160,654
Net provisions released BEEHERN
back to profit and loss EfEFE
account (Note 11) (BzE11) (202,763) (83,296) (4,636) (7,353) (207,399) (90,649)
Amounts written off HisHEg (414,872) (387) (5,710) (87) (420,582) (474)
Recoveries (Note 11) Weel g (B EE11) 169,835 210 492 - 170,327 210
Additions through acquisiton  EUWEHIBAF
of subsidiaries HEE - - 2,062 - 2,062 -
Other movements Hf %) 1,417 3,503 - - 1,417 3,503
Exchange adjustments EXAE 6,238 7,124 - 78 6,238 7,202
At 315t December RW12A318 310,309 1,320,850 32,011 19,146 342,320 1,339,996
The Bank 17
Advances to customers Other Accounts Total
BEER HithfRIE Fe]
Specific General Specific General Specific General
R —% R —% Bk —#&
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BT BT BT BT
At 1st January R1A18 238,978 1,208,327 - 1,303 238,978 1,209,630
New provisions charged to AR
profit and loss account T 398,141 138,037 203 3,333 398,344 141,370
Net provisions released back BERRRN
to profit and loss account ERFE (176,858) (82,132) - (442) (176,858) (82,574)
Amounts written off e (408,922) (388) (203) (51) (409,125) (439)
Recoveries LrEk: 158,542 210 - - 158,542 210
Other movements Hfn &%) 1,417 3,503 - - 1,417 3,503
Exchange adjustments HEH EE 5,845 5,626 - - 5,845 5,626
At 31st December W12A31H 217,143 1,273,183 - 4,143 217,143 1,277,326
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Notes on the Accounts (continued)

BRI F (&)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) HFEERKRHAEEE @)

(c) Advances to customers — by industry sectors (0 BREER-RITX08
The analysis of gross advances to customers by industry sector is based on the BEFEREBENTED RREREECRERER
categories and definitions used by the Hong Kong Monetary Authority. FrER AV RIFIE S -
2005 2004

HK$°000 &% T 7 HK$'000 B¥ T 7T

The Group £3
Loans for use in Hong Kong Industrial, ERBERANER
commercial and financial Traes
— Property development —MEER 5,870,869 4,398,093
— Property investment —MERE 19,316,009 14,536,729
— Financial concerns —ERhE 1,867,677 1,507,153
— Stockbrokers — LA 204,725 277,903
— Wholesale and retail trade —BEETEX 1,399,776 1,569,771
- Manufacturing —BlEx 1,744,187 1,822,971
- Transport and transport equipment — B EEH R 4,132,657 4,507,233
- Others —HAtb 6,294,634 6,032,368
— Sub-total — gt 40,830,534 34,652,221
Individuals A
— Loans for the purchase of flats in the
Home Ownership Scheme, Private Sector -BEIEEFEE E]
Participation Scheme and Tenants [AZEEETE K
Purchase Scheme [1%& BE R 2 EFHER 1,320,946 1,522,173
- Loans for the purchase of other residential
properties — BEEMEEMENER 37,188,222 34,928,247
— Credit card advances — ERRER 1,769,653 1,649,200
- Others — Hftp 3,571,901 3,230,750
- Sub-total — /NGT 43,850,722 41,330,370
Total loans for use in Hong Kong ERBFERNEREE 84,681,256 75,982,591
Trade finance BHRE 3,753,789 4,092,162
Loans for use outside Hong Kong ERBIMERBER 50,308,702 37,184,000
Total advances to customers EPERAR 138,743,747 117,258,753
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Notes on the Accounts (continued)

AR M at (48 )

(d) Impaired/Non-performing advances to customers (d) HE TETEFPEN
The Group £8 The Bank #17
2005 2004 2005 2004
Restated &

HK$'000 %Fx HK$'000 BTt HKS'000 E¥Fx HK$'000 BTt

Gross impaired advances

to customers* MERFEREE* 1,434,979 - 1,265,629 -
Individual impairment allowances (BRI E 2 295,575 - 204,122 -
Gross non-performing advances

to customers TEAEFPEREE - 1,549,032 - 1,360,524

Specific provisions R - 299,790 - 206,624

Suspended interest ** FRRF) Boxx - 380,129 - 379,871

As percentage of total

advances to customers EEFEREEZANL 1.03% 1.32% 0.95% 1.21%

* Included in gross impaired advances to customers is HK$167,350,000 (2004: * RBERFEREET  EERYERRE
HK$183,600,000) in relation to loans to property development projects. Excluding these HER#%167,350,00070 (20044 : B
items, gross impaired advances to customers would be 0.91% (2004: 1.35%) of total advances 183,600,0007T) ° BANETHEILIER - BERF
to customers. ERERIE R EREREZ L% 30.91% (2004

4 :1.35%) °

** Inclusive of interest capitalised > EIEE BN EHFIS

Impaired loans and advances are individually assessed loans with objective evidence BB B TR 8 R R B EUR B R R m /A (& 5T

of impairment on an individual basis. fREVER

Non-performing advances to customers were advances on which interest was being TEITEREERN SBABRAERIELESF

placed in suspense or on which interest accrual has ceased. IE2EFISHERK °

There were no impaired advances to banks and other financial institutions as at 31st 2005128318 » ZEBE FRITREMS

December, 2005 nor advances on which interest was being placed in suspense or on B FIRR I EREE R - RKN20044512

which interest accrual had ceased as at 31st December, 2004, nor were there any A31BAKEE TR R EAD S B EN TR

individual impairment allowances/specific provisions made for them on these two o WERSBAF SRR ER B kBT IE R

dates. FEEER - IMER A S E IR ERREZE

R -
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Notes on the Accounts (continued)

BRI F (&)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) HFEERKRHAEEE @)

(e) Advances to Customers — Net investment in Finance Leases () RFER — MEHENFRERE
Advances to customers include net investment in equipment leased under finance REERBEURERER AL NEE - R
leases. The total minimum lease payments receivable under finance leases and their BrIEHE RN RIERSMNHERE  RER
present values at the year end are as follows: BIAF -

The Group and The Bank £ER 17

2005 2004
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 ease payments

SERRNHAE MEARNEKA SERAKARAE SEEEMEERE BERSRA  SERENTERE
HK$'000 %77 HKS'000 #%F7  HKS'000 #%F7  HKS000#%FL  HKS'000 AMF  HK$'000 T

Amounts receivable: FEUERS :
Within one year 1EMA 909,490 212,620 1,122,110 815,401 111,436 926,837
After one year but

within five years 1ELMEZSER 1,242,323 500,010 1,742,333 1,262,417 217,594 1,480,011
After five years SELME 1,918,878 810,971 2,729,849 1,813,039 276,970 2,090,009

4,070,691 1,523,601 5,594,292 3,890,857 606,000 4,496,857
Impairment allowance (9,222) -
Less: Provisions for bad W BRR
and doubtful debts RiEER - (3,846)

Net investment in finance BEAREN

leases FRER 4,061,469 3,887,011
The net investment in finance leases is carried on the balance sheet as a receivable. BEM SR FREBERIEERRTAEER
No accrual is made for the interest income relating to future periods. BEX - B ERARARAEANFEWA -

1 52 The Bank of East Asia, Limited Annual Report 2005




Notes on the Accounts (continued)

RIER F (&)

26. AVAILABLE-FOR-SALE FINANCIAL ASSETS A HHESRMEE
The Group 58 The Bank 17
2005 2004 2005 2004
HK$'000 8%t HK$'000 E%TFr HK$'000 E%Fx  HK$'000 BT
Treasury bills (including EEER (AFENE
Exchange Fund Bills) HEFR) 3,083,677 - 3,083,678 -
Certificates of deposit held FHEFERE 1,114,810 - 1,105,961 -
Debt securities EBES 2,956,664 - 2,490,953 -
Equity shares & 1n 1,028,231 - 916,186 -
Trust Fund (Hiz:5a 215,739 - 107,224 -
8,399,121 - 7,704,002 -
Issued by: BT
Central governments and
central banks R TR RIRTT 4,407,841 - 4,368,175 -
Public sector entities N 472,573 - 419,220 -
Banks and other financial
institutions RITREM S RIKE 1,911,991 - 1,821,839 -
Corporate entities TrXER 1,390,960 - 987,544 -
Other entities HinE 8 215,756 - 107,224 -
8,399,121 - 7,704,002 -
By place of listing: R ETE
Listed in Hong Kong EEEET 379,450 - 209,461 -
Listed outside Hong Kong EBENIMEE i 1,592,390 - 1,196,938 -
1,971,840 - 1,406,399 -
Unlisted FEm 6,427,281 - 6,297,603 -
8,399,121 - 7,704,002 -

Following the adoption of HKAS 39 in 2005, financial assets with carrying amount of
$3,920,162,000 at 1st January, 2005 were re-designated as available for sale. There
was no such re-designation in 2004 as retrospective application of HKAS 39 is not
permitted. These assets were classified as follows as at 31st December, 2004:

FH2005F AR MCE A ST EANFE395 + I
200541 A18 » BREI4A{E#3,920,162,000
THERMEERETNPBATREESHE
E o AR(EE SRR E395R 2 1B R
A+ F IR EE2004FHEE © 20044612
A31BZEEENS BT

HK$'000 &+t

Classified as
Investment securities

Other investments in securities

Carrying amount at 31st December, 2004

DR

BEES

HMESE

200412 A31 8 ZBREE

145,398
3,774,764

3,920,162

RLRTAERAT 2005 €% 153




Notes on the Accounts (continued)

AR M at (48 )

27. HELD-TO-MATURITY INVESTMENTS ¥ ZZHKRE
The Group 58 The Bank 17
2005 2004 2005 2004
HKS$'000 8%+t  HK$'000 BTt HKS$'000 E¥Fxr HK$'000 BEFT
Treasury bills (including BEER (AFENE
Exchange Fund Bills) HEFR) 45,193 43,093 37,474 35,337
Certificates of deposit held FHEFERE 1,324,571 1,418,768 910,014 1,041,839
Debt securities BB ESR 11,678,082 16,102,687 10,377,968 15,323,763
13,047,846 17,564,548 11,325,456 16,400,939
Less: Impairment allowance A OREREE
— individually assessed —{ERFHE (30,887) (6,603) (30,887) (6,603)
13,016,959 17,557,945 11,294,569 16,394,336
Issued by: BATHE
Central governments and
central banks R A A R T 7,728,378 7,886,871 7,716,808 7,875,256
Public sector entities DNEHE 720,820 1,196,216 515,465 964,550
Banks and other financial
institutions BIREMERIEE 3,329,907 3,599,937 2,274,617 2,827,170
Corporate entities TEEHR 1,215,681 4,874,921 787,679 4,727,360
Other entities Hih & 22,173 - - -
13,016,959 17,557,945 11,294,569 16,394,336
By place of listing: R ETHE
Listed in Hong Kong ERE LN 55,487 518,281 27,516 497,682
Listed outside Hong Kong TERS AMEE 1,957,404 2,919,372 1,530,512 2,734,412
2,012,891 3,437,653 1,558,028 3,232,094
Unlisted JFEM 11,004,068 14,120,292 9,736,541 13,162,242
13,016,959 17,557,945 11,294,569 16,394,336
Market value: T :
Listed securities EmESH 2,003,701 3,450,682 1,551,806 3,238,673
Unlisted securities I EmES 10,828,860 14,108,199 9,542,096 13,126,522
12,832,561 17,558,881 11,093,902 16,365,195

AEECRE AL EREAEFEREI -

Debt security intended to be held to maturity by the Group with an amortised cost of
$4,700,000 (2004: Nil) were disposed of prior to maturity. The related loss recognised
amounted to $630,000 (2004 Nil). Such disposal amounted to approximately 0.04%
of total held-to-maturity investments (2004: Nil), was approved by the Asset and
Liability Management Committee, and was generally made in response to evidence
of a significant deterioration in the issuer’s creditworthiness.

WA R RAARNEEZFBESE
4,700,0007T (20044 : &) - HRAEREIE RS
#630,0007T (20044F : %) o WHELERFE
IR B 4AFE0.04% - WREERABEEESR
BEif  MLELREAREERBARET
BENEEISECEAEE -
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Notes on the Accounts (continued)

RIER F (&)

28. INVESTMENTS IN SUBSIDIARIES MiEB A TRE

The Bank 17

2005 2004

HK$'000 &% Tt HK$'000 A% T

Unlisted shares, at cost LRk (RE) 2,291,079 2,008,087
Less: impairment loss B ORERER (169,850) (169,850)
2,121,229 1,838,237

The following list contains only the particulars of subsidiaries which principally affected

the results, assets or liabilities of the Group. The class of shares held is ordinary.

All of these are controlled subsidiaries as defined under Note 2(c)(i) and have been
consolidated into the Group accounts.

Details of these companies are as follows:—

ATHERBEAAEENEE  AEXAE
BERPENMBRR - hEROEEBR

,T/'\ ®

P A RIE LA FE2()() P i s R A SR 4%
HEOMBRARREBREAKSENGARE
A o

ERBARNFBIT

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERAT AEME
ARER AR & S i R ERTRARRKRA Pt Pt 3 k]
Bank of East Asia (Trustees) Hong Kong HK$## 150,000,000t  100% Trustee
Limited B EFERRTS
REpiRT (550 AR A
BEA Pacific Asia Limited Hong Kong US$13,000,000%7T 100% Investment holding
B &R
BEA Pacific (Vanuatu) Vanuatu US$100,00037t 100% Holding of a single
Limited REFE outstanding deposit
FE —ARIBEFER
Blue Cross (Asia-Pacific) Hong Kong HK$##300,000,0007t  100% Insurance
Insurance Limited BE RER
E+F (EX) RBRBB AR
East Asia Asset Management ~ Hong Kong HK$7#%10,000,0007T 100% Asset management
Company Limited B BEER
REAEEERRAT
East Asia Corporate BVI US$250,000% T 75.6% Registered agent and
Services (BVI) Limited REELRS trustee services
IR RASFEARTS
East Asia Electronic Data PRC US$3,000,0005% 7T 100% Servicing
Processing (Guangzhou) HEARARME BR#5
Limited (Note 1)
REEFERERE (BM)
BRAA] (FFE)
East Asia Facility Hong Kong HK$7%10,0007T 100% Facility management
Management Limited B Bk

RERBEEERAT
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BRI F (&)

28. INVESTMENTS IN SUBSIDIARIES (continued)  Fft@ 2 R E @)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERT AEEH
ARER L & S i R EBRTRARRKRA Pt Pt EHE
East Asia Financial BVI US$1=7T 100% Issuer of subordinated
Holding (BVI) Limited EBRUHE notes
BREZEETA
East Asia Financial BVI US$23,296,000% 7T 100% Investment holding
Services (BVI) Ltd. EBRUHE AR
East Asia Futures Limited Hong Kong HK$7#%7,000,0007T 100% Futures and options
REMERRAF & trading
HERBEEER
East Asia Holding US.A. US$5%=7T 100% Bank holding company
Company, Inc. e RITIZERR A A]
East Asia Indonesian Seychelles US$100,000% T 100% Investment holding
Holdings Limited EER &R
East Asia Investment Hong Kong HK$74%100,000,0007t.  100% Securities trading
Holdings Limited B BHEE
REREERER AT
East Asia Investments BVI HK$7%5%186,038,725;t  100% Investment holding
Holdings (BVI) Ltd. EBRUHE REER
East Asia Properties Hong Kong HK$74%10,0007T 100% Investment holding
Holding Company Limited B AR
RIEYEZERERAT
East Asia Properties Hong Kong HK$7#%43,010,0007T 100% Property holding
Investment Company B MERE
Limited
REYFREBRAT
East Asia Properties (US), Inc. US.A. US$5%7T 100% Property holding
e MERE
East Asia Property Agency Hong Kong HK$7#%1,000,0007T 100% Property agency
Company Limited B MERE
RuMEREER QA
East Asia Property Holdings BVI STGE 9% 100% Property holding
(Jersey) Limited (Note 2) REBEZHES MERE
(f5E2)
East Asia Secretaries BVI HK$7#%300,000,0007T 75.6% Investment holding
(BVI) Limited EBRUHS AR
East Asia Securities Hong Kong HK$7#%£25,000,0007T 100% Securities broking
Company Limited B BHFEE
REEFARAT
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Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
AERAT AR
DR EHE b B2 B 5 3t B ERTRARKRE Pt Frih Rz FBME
East Asia Strategic BVI US$50,000,000% 7T 100% Investment holding
Holdings Limited EBRUHS REER
Golden Wings BVI US$10,000% 7T 100% Property investment
International Ltd. EBRUHS MEIZE
Leader One Limited BVI US$1%7T 100% Investment holding
KBRZES REER
Secretaries Limited Hong Kong HK$#E#27T 75.6% Business, corporate and
MEBERBER DA B investor services
B - BERREERDS
Strath Corporate Hong Kong HK$##E27T 75.6% Business and corporate
Services Limited B services
7% R (B AR
Tengis Limited Hong Kong HK$##207T 75.6% Business, corporate and
BRSHRAR B investor services
B - BERREERDG
The Bank of East Asia BVI US$1,000,000% 7T 100% Banking services
(BVI) Limited KBRLES SRITARTS
RIpIRTT (RBEREZRES)
BRAF]
The Bank of East Asia Canada C$n#38,000,0007T 100% Banking services
(Canada) mex RITIRTS
BRI EIRTT
The Bank of East Asia U.S.A. US$4,500% 7T 100% Banking
(U.S.A)) N.A. Ee1 $R1T
EBRERST
Tricor Holdings Limited BVI US$7,001%7% 75.6% Investment holding
KBRLES REER
Tricor Services Limited Hong Kong HK$& 27T 75.6% Business, corporate
BEEXEBEARAR B and investor services
B - BERREERDS
Tricor Holdings Pte. Ltd. Singapore S$ETINELEE2 7T 75.6% Investment holding
(formerly Tricor Singapore AN REER
Pte. Ltd.)
Notes: B EE
1. Represents a wholly foreign owned enterprise. 1. EHINEDRE-
2. This company has re-domiciled from Jersey to BVI on 8th July, 2005. 2. 7200547 H8H ' WARIBEIEASEMELE
BRLES -

3. BVIdenotes the British Virgin Islands and PRC denotes the People’s Republic of China.
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29. INVESTMENTS IN ASSOCIATES Ef& QA FRE
The Group &8 The Bank 17

2005 2004 2005 2004

HKS$'000 8%+t  HK$'000 BTt HKS$'000 E¥Fxr HK$'000 BEFT

Unlisted shares, at cost I Emk (R1E) - - 266,983 333,018
Share of net assets BT EE 793,132 769,677 - -
Goodwill LS 70 70 - -
793,202 769,747 266,983 333,018
Less: impairment loss A ORERK (24,622) (43,784) (147,380) (189,375)
768,580 725,963 119,603 143,643

Loans to associates amounting to HK$99,545,000 (2004: HK$221,029,000) are
included under advances to customers.

Share of associates’ taxation for the year amounted to HK$11,726,000 (2004: write-

back of HK$4,619,000)

The following list contains only the particulars of associates, all of which are unlisted
corporate entities, which principally affected the results or assets of the Group:

B N R E A #99,545,0007T (20044 :
221,029,0007T) E BIEERFER °
FENELREARHIEAB11,726,00070
(20044 : [E147#154,619,0007T)
NTHERBEHASENEEKEETEAN
HENBE AR - WEREARBIELTA
ET o

Place of % of ordinary shares
incorporation held by
Name of company and operation The Bank The Group Nature of business
HER
AERAT AEME
AR EE E B 3 bt B FRih Rz PRz E k=
DaimlerChrysler Financial Services ~ Hong Kong 20% Financing and leasing
China Limited (formerly & services
DaimlerChrysler Services 08 KB BRTS
China Limited)
eI R EAR AR
DaimlerChrysler Financial Services ~ Republic of Korea 20% Financial services
Korea Limited (formerly R B RR T
DaimlerChrysler Services
Korea Limited)
East Asia GE Commercial Finance Hong Kong 50% Factoring
Limited B 23]
RaBAEmMARAR
ICEA Finance Holdings Limited BVI 25% Investment holding
ITEREEmMERERAR REBERHS REER
Platinum Holdings Company Cayman Islands 30% Investment holding

Limited
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RIER F (&)

Place of % of ordinary shares
incorporation held by
Name of company and operation The Bank The Group Nature of business
HER
AERAT AEME
AR BB E B 2 bt B FRih Rz PRz E kA=
PT. Bank Resona Perdania Indonesia 30% Banking & related
ENfe financial services
RITRB B RIRTS
Sunfire Enterprises Limited BVI 20% Property development
REPRERQT] KBRLES MRER
Trans-Ocean Insurance Company,  Hong Kong 48.7% Insurance
Limited B RB&
EARBRERAT
Trilease International Limited Hong Kong 20% Leasing
(Note 1) B HE
SR EREARAR FHE1)
Notes: Pk -
1. This company has commenced members’ voluntary liquidation on 25th January, 2005. 1. ZARIBR2005F1 25 A ETRREBFEE
Ao
2. BVl denotes the British Virgin Islands.
Summary financial information on associates BE R R BERRE
Assets £  Liabilities 8%  Equity ®%#%  Revenues A Profit 7|
HK$'000 E%Fx HK$'000 B%Fx HK$'000 B%Fx HKS'000 B%Fx HKS'000 B%Fr
2005
100 per cent BAZ—R 6,597,033 4,472,987 2,124,046 539,968 130,213
Group’s effective interest AEEN MR 1,937,902 1,144,770 793,132 123,175 33,731
2004
100 per cent BAZ—A 8,338,968 6,355,067 1,938,901 575,647 192,459
Group’s effective interest AEENBEMER 2,485,918 1,716,241 769,677 161,349 68,995
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30. GOODWILL &

The Group £H The Bank 217
HK$'000 &% F 7t HK$'000 &% T 5t
Cost B
At 1st January, 2005 200551818 3,064,305 1,933,238
Opening balance adjustment to eliminate
accumulated amortisation RS AR LU S R AT 8 (616,149) (472,946)
Additions through acquisition of subsidiaries G =N [ ob 51,593 -
Exchange adjustments PE H AR EE (4,799) -
At 31st December, 2005 72005 12A318 2,494,950 1,460,292
Accumulated amortisation and impairment losses I RRERR
At 1st January, 2005 720051818 616,149 472,946
Eliminated against cost at 1st January, 2005 200561 A1 BRI (616,149) (472,946)
At 31st December, 2005 2005612 A31H - -
Carrying amount at 31st December, 2005 72005612 A31 BEREE 2,494,950 1,460,292
Cost B%N
At 1st January, 2004 20041 18 2,815,591 1,933,238
Additions through acquisition of subsidiaries G =N [ ob 244,763 -
Exchange adjustments PE H AR EE 3,951 -
At 31st December, 2004 72004F12A318 3,064,305 1,933,238
Accumulated amortisation and impairment losses I RRERR
At 1st January, 2004 20041 18 472,183 376,284
Amortisation for the year FENEH 143,875 96,662
Exchange adjustments B 5 % 91 =
At 31st December, 2004 72004 12A318 616,149 472,946
Carrying amount at 31st December, 2004 7200412 A31 BEREE 2,448,156 1,460,292

In 2004, positive goodwill not already recognised directly in reserves was amortised
on a straight-line basis over 20 years. The amortisation of positive goodwill for the
year ended 31st December, 2004 was included in “Operating expenses (Note 10)” in
the consolidated profit and loss account.

As explained further in Note 3(f), with effect from 1st January, 2005 the Group no
longer amortises goodwill. In accordance with the transitional provisions set out in
HKFRS 3, the accumulated amortisation of goodwill as at 1st January, 2005 has been
eliminated against the cost of goodwill as at that date.
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Notes on the Accounts (continued)

RIER F (&)

Impairment tests for cash-generating units containing goodwill BEFENRSEESENZRERR
Goodwill is allocated to the Group’s cash-generating units (CGU) identified according REBREB D BHMEE T AIHRINE &£
to business segment as follows: EBEMAT :

2005 2004

HK$°000 &% T 7t HK$'000 A%+t

Personal Banking AR T 849,637 849,637
Corporate Banking 1R EEIRAT 453,007 453,007
Investment Banking RERTT 157,648 157,648
Corporate Services 1R 904,200 857,178
Others Hith 130,458 130,686
2,494,950 2,448,156
The recoverable amount of the CGU is determined based on value-in-use calculations. R EEEM AR KE AR EE B EE
These calculations use cash flow projections based on financial budgets approved by B o SEAERREREE RENSEIMISTEE
management covering a five-year period. Cash flows beyond the five-year period are IR &R AT o BESF PRMER SR TEa
extrapolated using the estimate rates stated below. The growth rate does not exceed RETFISEAEHEET - RETABBZASEE
the long-term average growth rate for the business in which the CGU operates. B EEBHRPFHEREK -
The discount rate used for value-in-use calculations is 9.83% and the long-term FARETEEREENITHNXR9.83% K REE
growth rate is 5%. RERS% °
Management determined the budgeted gross margin based on past performance ERERBEBEREATSERUNVAEEEE
and its expectation for market development. The weighted average growth rates F= o iR FIIE R EEITEREN TR E—
used are consistent with the forecasts included in industry reports. BH) o

RLRTAERAT 2005 €% 101




Notes on the Accounts (continued)

AR M at (48 )

31.FIXED ASSETS EE&E

2005
The Group £E
Furniture,
Investment Fixtures and
Properties  Bank Premises Equipment Sub-total Total
RENF it B BERRE et L]
HK$'000 &%T 7 HK$'000 ¥ Tt HK$'000 E%Tx HK$'000 E%TT HKS'000 E%TT
Cost or valuation B E
At 1st January, 2005 R2005%61 818 802,934 4,907,305 1,836,895 6,744,200 7,547,134
Additions #E - 192,514 410,636 603,150 603,150
Additions through acquisition BEEEE - - 4,164 4,164 4,164
Revaluation surplus ELRY S 234,221 - - - 234,221
Revaluation of bank premises
transferred to investment TrEREA
properties REME - 5,001 - 5,001 5,001
Transfer from bank premises BITHEA
to investment properties WA 227,971 (227,971) - (227,971) -
Disposals HE (311,482) (570,756) (242,487) (813,243) (1,124,725)
Exchange adjustments HEH A% (3,058) (1,612) (9,958) (11,570) (14,628)
At 31st December, 2005 #20056128318 950,586 4,304,481 1,999,250 6,303,731 7,254,317
Accumulated depreciation and
amortisation ZETE RS
At 1st January, 2005 R2005%61 818 - 580,588 1,268,796 1,849,384 1,849,384
Additions through acquisition mEEEE - - 2,237 2,237 2,237
Charge for the year (Note 10) FERZH (HFE10) - 68,158 190,405 258,563 258,563
Revaluation of bank
premises transferred to T EHEA
investment properties WA - (7,428) - (7,428) (7,428)
Impairment loss EHIzE =S - 210,140 - 210,140 210,140
Written back on disposals BRI - (179,871) (226,597) (406,468) (406,468)
Exchange adjustments R A - (386) (7,624) (8,010) (8,010)
At 31st December, 2005 #2005%12831H - 671,201 1,227,217 1,898,418 1,898,418
Net book value at IREFE
31st December, 2005 #2005 12831H 950,586 3,633,280 772,033 4,405,313 5,355,899
The gross amounts of the LREENEE
above assets are stated: SRR :
At cost R - 3,438,023 1,999,250 5,437,273 5,437,273
At Directors' valuation RESfE
- 1989 —1989% - 866,458 - 866,458 866,458
At professional valuation REXRE
- 2005 —2005%F 950,586 - - - 950,586
950,586 4,304,481 1,999,250 6,303,731 7,254,317
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Notes on the Accounts (continued)

AR M at (48 )

2005
The Bank 17
Furniture,
Investment Fixtures and
Properties  Bank Premises Equipment Sub-total Total
RENE i B EBRRE Nt am
HK$'000 &%F 5 HKS$'000 B%Tx HK$'000 % Tt HKS'000 E%TT HKS'000 B4
Cost or valuation A E
At 1st January, 2005 #2005F1 7818 644,216 4,447,190 1,605,234 6,052,424 6,696,640
Additions #E - 192,514 358,630 551,144 551,144
Revaluation surplus Bt RH% 226,276 - - - 226,276
Revaluation of bank premises
transferred to investment LEFEA
properties REMXE - 7,107 - 7,107 7,107
Transfer from bank premises BTHEA
to investment properties REME 309,670 (309,670) - (309,670) -
Disposals HE (200,482) (273,942) (220,561) (494,503) (694,985)
Exchange adjustments R A% - (1,332) (7,325) (8,657) (8,657)
At 31st December, 2005 #2005128318 979,680 4,061,867 1,735,978 5,797,845 6,777,525
Accumulated depreciation and
amortisation et EREH
At 1st January, 2005 #2005F1 418 - 356,291 1,132,483 1,488,774 1,488,774
Charge for the year FEAXM - 63,214 145,235 208,449 208,449
Revaluation of bank
premises transferred to T EHEA
investment properties WA - (7,428) - (7,428) (7,428)
Impairment loss EHIzE =S - 210,140 - 210,140 210,140
Written back on disposals BRI - (28,703) (208,911) (237,614) (237,614)
Exchange adjustments R A% - (289) (6,105) (6,394) (6,394)
At 31st December, 2005 #2005128318 - 593,225 1,062,702 1,655,927 1,655,927
Net book value at REFAE
31st December, 2005 20054128318 979,680 3,468,642 673,276 4,141,918 5,121,598
The gross amounts of the LR EENEE
above assets are stated: FIRAT -
At cost R - 3,195,409 1,735,978 4,931,387 4,931,387
At Directors' valuation RESfE
-1989 —1989%F - 866,458 - 866,458 866,458
At professional valuation REXRE
- 2005 —2005%F 979,680 - - - 979,680
979,680 4,061,867 1,735,978 5,797,845 6,777,525
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Notes on the Accounts (continued)

HRIEH AT (&)

b | - | - |
| | | | |
31.FIXED ASSETS (continued) EEEE @)
2004
The Group £8
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Sub-total Total
REMXE A RERRE di o
HK$'000 #%Fr  HK$'000 #%Fr HK$'000 BT HK$'000 B%Fr HK$000 AT
Cost or valuation B E
At 1st January, 2004 1200451818 571,179 3,560,092 1,673,511 5,233,603 5,804,782
Additions #E 33 1,431,082 230,304 1,661,386 1,661,419
Additions through acquisition mEEREE - - 2,568 2,568 2,568
Revaluation surplus ELRY S 227,941 - - - 227,941
Revaluation of bank premises
transferred to investment TrEREA
properties REME - 13,788 - 13,788 13,788
Transfer from bank premises BITHEA
to investment properties WA 41,382 (44,369) - (44,369) (2,987)
Disposals HE (39,019) (55,857) (78,341) (134,198) (173,217)
Exchange adjustments R A% 1,418 2,569 8,853 11,422 12,840
At 31st December, 2004 #2004 12A31R 802,934 4,907,305 1,836,895 6,744,200 7,547,134
Accumulated depreciation and
amortisation ZETE RS
At 1st January, 2004 1200451818 - 569,177 1,135,154 1,704,331 1,704,331
Additions through acquisition mEEEE - - 2,000 2,000 2,000
Charge for the year (Note 10) FEAXH (FtE10) - 51,707 192,254 243,961 243,961
Transfer to investment properties  BAZEME - (2,987) - (2,987) (2,987)
Write back of impairment loss REBKRE R - (31,377) - (31,377) (31,377)
Written back on disposals T E R el - (5,784) (67,489) (73,273) (73,273)
Exchange adjustments R A - (148) 6,877 6,729 6,729
At 31st December, 2004 120045128318 = 580,588 1,268,796 1,849,384 1,849,384
Net book value at IREFE
31st December, 2004 #20045 128311 802,934 4,326,717 568,099 4,894,816 5,697,750
The gross amounts of the AR RRE
above assets are stated: SRR :
At cost R = 3,666,085 1,836,895 5,502,980 5,502,980
At Directors’ valuation RESfE
- 1989 —1989% = 1,079,644 = 1,079,644 1,079,644
- 1991 —19914% = 161,576 = 161,576 161,576
At professional valuation REERE
- 2004 —2004F 802,934 = = = 802,934
802,934 4,907,305 1,836,895 6,744,200 7,547,134
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Notes on the Accounts (continued)

HRIEH AT (&)

- | - - - -
| | | | | |
2004
The Bank 17
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Sub-total Total
REME it A EERSRE et Fe
HK$'000 #%Fr  HK$'000 & Fr  HK$'000 B%Fr HK$'000 B%Fr HK$000 A%Fr
Cost or valuation A E
At 1st January, 2004 R200451 418 434,643 3,088,013 1,471,446 4,559,459 4,994,102
Additions #E = 1,431,081 192,613 1,623,694 1,623,694
Revaluation surplus Eff A 207,093 - - - 207,093
Revaluation of bank premises
transferred to investment TrEREA
properties gV ES - 13,788 - 13,788 13,788
Transfer from bank premises BITHEA
to investment properties B 41,382 (44,369) - (44,369) (2,987)
Disposals HE (39,019) (43,378) (65,019) (108,397) (147,416)
Exchange adjustments R A% 17 2,055 6,194 8,249 8,366
At 31st December, 2004 #20045128318 644,216 4,447,190 1,605,234 6,052,424 6,696,640
Accumulated depreciation and
amortisation ZEHTE R
At 1st January, 2004 R200451 818 = 330,083 1,022,889 1,352,972 1,352,972
Charge for the year FEAX M - 45,653 159,510 205,163 205,163
Transfer to investment properties  BAZEME - (2,987) - (2,987) (2,987)
Write back of impairment loss REBRE R - (12,839) - (12,839) (12,839)
Written back on disposals T E R el - (4,044) (54,700) (58,744) (58,744)
Exchange adjustments R A% - 425 4,784 5,209 5,209
At 31st December, 2004 120045128318 = 356,291 1,132,483 1,488,774 1,488,774
Net book value at IREFE
31st December, 2004 #20045128318 644,216 4,090,899 472,751 4,563,650 5,207,866
The gross amounts of the iEENRE
above assets are stated: SRR :
At cost RN = 3,367,546 1,605,234 4,972,780 4,972,780
At Directors' valuation RESfE
- 1989 —1989% = 1,079,644 = 1,079,644 1,079,644
At professional valuation REERE
- 2004 —2004%F 644,216 = = = 644,216
644,216 4,447,190 1,605,234 6,052,424 6,696,640
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Notes on the Accounts (continued)

BRI F (&)

31.FIXED ASSETS (continued) BEEEE @)

The net book value of bank premises and investment properties comprises: 1THE RAZE VR RREDFE B 1E:

The Group £H
2005 2004
Investment Investment
Properties Bank Premises Properties Bank Premises
RENE ik REME Ge!ls
HK$'000 &% Tt HKS$'000 B%Fxr HK$'000 B¥Fr HK$'000 E#Fr
Freeholds KASHE
Held outside Hong Kong ERBAIMIE 82,006 97,454 47,719 101,346
Leaseholds HiEt
Held in Hong Kong EEE
On long lease REED
(over 50 years) (50 L) 499,500 1,694,121 645,649 3,528,248
On medium-term lease FEIFRA
(10 - 50 years) (10Z50%) 271,700 1,408,949 20,000 238,349
On short lease JSERER)
(below 10 years) (10EAT) - - = 94
Held outside Hong Kong EEBLAIMER
On long lease REEL
(over 50 years) (50 L) 57,501 128,419 49,950 136,279
On medium-term lease FEIFRA
(10 - 50 years) (10250%F) 39,879 304,337 39,616 322,401
950,586 3,633,280 802,934 4,326,717
The Bank #17
2005 2004
Investment Investment
Properties Bank Premises Properties Bank Premises
RENE ik REME Ge!ls
HK$'000 &%Fx  HKS$'000 &% T HK$'000 BT  HK$'000 BT
Freeholds KASHE
Held outside Hong Kong ERBAIME - 13,131 = 13,731
Leaseholds HiEt
Held in Hong Kong EEE
On long lease REED
(over 50 years) (50 L) 499,500 1,694,121 534,649 3,381,870
On medium-term lease FEIFRA
(10 - 50 years) (10Z250%) 382,800 1,330,485 20,000 238,349
On short lease JSERER)
(below 10 years) (10EAT) - - = 94
Held outside Hong Kong EEBLAMER
On long lease REEL
(over 50 years) (50 L) 57,501 128,419 49,950 136,279
On medium-term lease FEIFRA
(10 - 50 years) (10250%F) 39,879 302,486 39,617 320,576
979,680 3,468,642 644,216 4,090,899
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Notes on the Accounts (continued)

AR M at (48 )

The carrying amount of bank premises of the Group and the Bank would have been
HK$1,949,626,000 (2004: HK$2,498,458,000) and HK$1,749,947,000 (2004:
HK$1,947,984,000) respectively had they been stated at cost less accumulated
depreciation.

Investment properties in Hong Kong were valued at HK$771,200,000 as at 21st
December, 2005 by an independent valuer, DTZ Debenham Tie Leung Limited,
Chartered Surveyors who have among their staff Fellows of the Hong Kong Institute
of Surveyors with recent experience in the location and category of property being
valued. The valuation has been incorporated in the accounts as at 31st December,
2005 and it was performed on an open market value basis.

After the centralization of back offices to Millennium City 5 in 2005, certain bank
premises were vacant and an impairment loss of HK$188,840,000 was recognised in
the profit and loss account.

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$43,194,000 in 2005 (2004: HK$45,998,000). There was no
contingent rental recognised during the year 2005 (2004: 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:

AR E RIRTT AR AR BRI EARR - 17
HERIBREE R 5 B A7 #1,949,626,0007T
(20044 : B%2,498,458,0007T) K iE#
1,749,947,0007T (20044F : 7&#51,947,984,000
L) °

20056124218 + HEREMENHERS
#771,200,0007T ° 5% E WS B B (HER—4F
FPREMEERT HEEARBAEMES
B+ &R A GEYEN T RER AT
B - [HERNAHMBEEAEN  WEA
A2005412 A31H ZBRIER °

BEZ 12 B EPIN 2005 B AR 2 WA - &
TFERITITHE R T 22 B W0 78 E 18 5 AR A FERR AL
BB %k A75%188,840,0007T °

SENRERERABLERENE - HEFH
BERIFE10F - BIEEK A BELOEE MR
REZRE - IERNLTBEXEEE -

RER - LEERERAEEMNIREMEZE
Wi & A8 %43,194,0007T (20044 : jB#
45,998,0007T) ° 2005FFEAREHERSKAE
& Q0044 : &) -

AT AT RH AR S R E MR ITIE IR E Y
AR R IR RN E KA T

The Group £E The Bank 17
2005 2004 2005 2004
HK$000 B%Fx HK$'000 BT HK$'000 E¥Fxr  HK$'000 BT
Within one year 1F AR 38,414 38,755 35,825 22,318
After one year but within five years  1FEZE5ER 53,036 49,786 44,461 28,927
After five years SELAR 3,775 7,360 928 2,043
95,225 95,901 81,214 53,288
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Notes on the Accounts (continued)

BRI F (&)

32.AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES /B2 5] X X & K [ B 2 Bl 5k 18

During the year, the Bank entered into transactions with certain subsidiaries in the REER > RNRTERETHBEARNBERHNE
ordinary course of its banking business. Details of the amounts due from and due to BR5 o MEBRRRFERHE A BREFS
subsidiaries are as follows: m

(a) Amounts Due from Subsidiaries (a) FHEBATRFK

The Bank #47
2005 2004
HK$'000 &% Tt HK$'000 &% Tt

Financial institutions S B 244,132 421,722
Others Hity 1,484,685 1,634,142
1,728,817 2,055,864
(b) Amounts Due to Subsidiaries (b) RHIERBIFKIE
The Bank #47
2005 2004

HK$°000 &% T 7 HK$'000 &% ¥+t

Financial institutions S EhE 4,364,094 5,002,439
Others Hitb 5,488,283 5,360,244
9,852,377 10,362,683

33.INCOME TAX IN THE BALANCE SHEET ZEESE&XRAWNFEH

(a) Current Taxation in the Balance Sheet Represents: (a) BEEBBRANAKPHIES :
The Group £8 The Bank 17
2005 2004 2005 2004
HKS$'000 8%+t  HK$'000 BTt HK$'000 E¥Fxr  HK$'000 BEFT

Provision for Hong Kong Profits REEEBNEH

Tax for the year (Note 13(a)) %4 (Fi7E13(a) 366,845 297,723 312,167 245,028
Provisional Profits Tax paid BT EHFIEH (243,916) (237,837) (193,677) (201,359)
122,929 59,886 118,490 43,669
Balance of Profits Tax provision WAEEFIEH
relating to prior years LG 76,939 88,674 75,730 88,222
Overseas taxation IR 61,827 30,809 54,363 20,139
261,695 179,369 248,583 152,030
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Notes on the Accounts (continued)

RIER F (&)

(b) Deferred Tax Assets and Liabilities Recognised

The components of deferred tax (assets)/liabilities recognised in the consolidated

(b) EEFIREER S EHER
balance sheet and the movements during the year are as follows: =

RRFEEERBERTELSE (BE) A
BERAKED RFRZEBHT -

The Group £H
Depreciation
allowances Impairment
in excess of Leasing losses on
related  partnership  Revaluation financial
Deferred tax arising from: depreciation transactions of properties assets  Tax losses Others Total
ERERNTE SREEN
BERERA: BRERHE ABHEERS MREf HEBX Big Hit b
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BETT BETT BETT BETT EBTR BB
At 1st January, 2005 200561418
~ As previously reported —WAIER 280,869 382,210 192,217 (184,504) (72,640) 1,653 599,805
— Prior period adjustments in —BH(EEEERD
respect of HK(SIC) REENFH
Interpretation 21 A SRR
(Note 38(i)) (BitE38(0) 34,342 - - - - - 34,342
- As restated, before &%
opening balance (T RS
adjustments FEE) 315211 382,210 192,217 (184,504) (72,640) 1,653 634,147
- Opening balance —BH(EEE
adjustments in respect R E39%:
of HKAS 39 IR - - - 106,110 (637) - 105,473
- As restated 31521 382,210 192,217 (78,394) (73,277) 1,653 739,620
Write off against investment - (167,276) - - - - (167,276)
Charged/(credited) to Fos ]
consolidated profit and loss s/ (FEA)
account (Note 13(a)) (Bff5E13() (18,884) (3,381) - 29,109 44,510 4,633 55,987
Credited to reserves FAREN
(Note 38(c)) (FitE38(0) - - (37,818) - - - (37,818)
Exchange and other
adjustments 5 REAAE (101) - - 161 3,255 (4,812) (1,497)
At 31st December, 2005 200546124318 296,226 211,553 154,399 (49,124) (25,512) 1,474 589,016
The Group £
Depreciation
allowances Impairment
in excess of Leasing osses on
related  partnership  Revaluation financial
Deferred tax arising from: depreciation  transactions  of properties assets Tax losses Others Total
BREENE SREEN
ERERERA: HMTERHE ABEERS EEf RHER ik Hih et
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BT BT BT BT BETT
At 1st January, 2004 200441518 281,859 555,523 190,343 (171,480) (67,324) 1,787 790,708
Write off against investment REHE - (243,308) - - - - (243,308)
Charged/(credited) to FABERRA
consolidated profit and loss #as/ (FA)
account (Note 13(a)) (restated) ~ (Fif&£13(a) (BH) 33,235 69,995 - (12,957) (6,347) 3,808 87,734
Charged to reserves (Note 38(c)) ~ Ffamuiish (7£38(0) - - 1,874 - - - 1,874
Additions through acquisition ~ EWEHBAR)
of subsidiary HEE 17 - - - - - 17
Exchange and other adjustments I3 i {35 - - - (67) 1,031 (3,942) (2,978)
At 31st December, 2004 12004612 A318
(restated) (E®) 315,211 382,210 192,217 (184,504) (72,640) 1,653 634,147
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Notes on the Accounts (continued)

BRI F (&)

33.INCOME TAX IN THE BALANCE SHEET (continued) EEBEXRANAER @

(b) Deferred Tax Assets and Liabilities Recognised (continued) (b) EERIEEERABEDR (&)
The Bank $#17
Depreciation
allowances Impairment
in excess of Leasing losses on
related  partnership  Revaluation financial
Deferred tax arising from: depreciation  transactions of properties assets  Tax losses Others Total
HBARE SREEN
EERERA: WRERHE ABHEERS WRER AEE% B Hitr By

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BEFT BRI BETT BETT BETT BETT BT

At 1st January, 2005 F2200551 A1H
- As previously reported — MRIER 268,325 382,210 192,217 (182,415) (67,284) 5770 598,823
— Prior period adjustments in —EREEEER)
respect of HK(SIC) REEHE
Interpretation 21 AIERAE
(Note 38(i)) (BitE38(0) 34,342 - - - - - 34,342
- As restated, before &%
opening balance (P RS
adjustments EBE) 302,667 382,210 192,217 (182,415) (67,284) 5,770 633,165
~ Opening balance —-FR(EEE:
adjustments in respect A 395
of HKAS 39 M I AR - - - 105,984 (637) - 105,347
- As restated -85 302,667 382,210 192,217 (76,431) (67,921) 5,770 738,512
Write off against investment REMHE - (167,276) - - - - (167,276)
Charged/(credited) to profit BaEAE/
and loss account (BN (7,548) (3,381) - 29,427 41,743 4,633 64,874
Credited to reserves FAREN
(Note 38 (c)) (Rir£38(0)) - - (37,818) - - - (37,818)
Exchange and other adjustments [ RE (A% - - - 190 3,255 (5,077) (1,632)
At 31st December, 2005 200546124318 295,119 211,553 154,399 (46,814) (22,923) 5,326 596,660
The Bank #47
Depreciation
allowances Impairment
in excess of Leasing osses on
related  partnership  Revaluation financial
Deferred tax arising from: depreciation  transactions  of properties assets Tax losses Others Total
BRERTE SREEN
ERERERA: HMTERHE ABEERS EEf AER ik Hity et
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BETT BETT BETT BRI BRI
At 1st January, 2004 2004517818 264,138 555,523 190,343 (171,314) (55,135) 3,367 786,922
Write off against investment REMEE - (243,308) - - - = (243,308)
Charged/(credited) to profit A BRRAHE
and loss account (restated) (FA) (E8) 38,529 69,995 - (11,035) (6,468) 2,403 93,424
Charged to reserves (Note 38(c) & mitisE (i7£38(0) - - 1,874 - - - 1,874
Exchange and other adjustments 3 {35 - - - (66) (5,681) - (5,747)
At 31st December, 2004 1200412 A318
(restated) (E®) 302,667 382,210 192,217 (182,415) (67,284) 5,770 633,165

1 70 The Bank of East Asia, Limited Annual Report 2005




Notes on the Accounts (continued)

RIER F (&)

The Group £E The Bank 17
2005 2004 2005 2004
Restated &} Restated E#7
HK$'000 % Fxr HK$'000 BTt HK$'000 B¥Fxr HK$'000 BEFT

Net deferred tax assets recognised RNEEABRIOELT

on the balance sheet HREEFE (38,469) (95,119) (30,233) (84,942)
Net deferred tax liabilities recognised  #RMNEE & ERM
on the balance sheet BIEHRARER 627,485 729,266 626,893 718,107
589,016 634,147 596,660 633,165
(c) Deferred Tax Assets Not Recognised (o) RERELBEE
The Group has not recognised deferred tax assets in respect of cumulative tax losses FPA AT REAR OR8N BT IS 1 R A FERR
of HK$121,853,000 (2004: HK$104,441,000) as it is not probable that future taxable s AT A BEE - AREN KRR R
profits against which the losses can be utilized will be available in the relevant tax FiIEE5 185 121,853,0007T (20044 : #ks
jurisdiction and entity. Under the current tax legislation, the expiry dates of the tax 104,441,0007T) FHEFERIA A E » RIZREH
losses were as follows: B0 - ZEBEBENZIHANT
2005 2004

HK$°000 &% T 7t HK$'000 &% T 7T

Expiring within 5 years RAEFREIH 30,398 25,894
Expiring more than 5 years RFEEE 4,001 5,509
No expiry date EEIH R 87,454 73,038

121,853 104,441
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BRI F (&)

34. OTHER LIABILITIES H&®E

The Group £E The Bank 17
2005 2004 2005 2004
HKS$'000 8%+t HK$'000 BEFr HKS$'000 E¥Fxr  HK$'000 BEFT
() Trading Liabilities RHABAE
Exchange fund bills sold NERSERTR 1,194,545 899,906 1,194,545 899,906
Exchange fund notes sold INERSBEFTR 35,336 36,724 35,336 36,724
1,229,881 936,630 1,229,881 936,630
Negative fair value of
derivatives TETAMBATERA 707,118 255,228 705,188 255,228
1,936,999 1,191,858 1,935,069 1,191,858
(b) Other Accounts and Provisions — EftifEE R £
Accrued interest payable ZATREAFIS 722,175 477,401 543,145 302,064
Other accounts HAfRE 6,186,085 4,173,789 4,192,304 2,668,752
6,908,260 4,651,190 4,735,449 2,970,816
35. LOAN CAPITAL MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS
BRERURMATEENEEER
The Group £E The Bank 17
2005 2004 2005 2004
HKS$'000 &%+t HK$'000 BTt HKS$'000 E¥Fxr  HK$'000 BEFT
US$550 million 7.5% 550,000,000 TF &
subordinated notes 7.5%K1AEE 4,273,921 4271124 - =
US$550 million 5.625% 550,000,000 T4 8
subordinated notes 5.625% MR ER IR 4,274,859 - 4,274,859 -
8,548,780 4,271,124 4,274,859 -
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Loan capital of face value of HK$4,265,305,000 (US$550,000,000) and carrying
amount of HK$4,273,921,000 (US$551,111,000) 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.

On 13th December, 2005, the Bank issued 5.625% subordinated notes qualifying as
tier 2 capital with face value of HK$4,265,305,000 (US$550,000,000) at 99.725%.
The carrying amount of the notes as at 31st December, 2005 was HK$4,274,859,000
(US$551,232,000). The notes are listed on The Stock Exchange of Hong Kong Limited
and will mature on 13th December, 2015.

=E(E##4,265,305,0007T (550,000,000
) REmESER4,273,921,0007T
(551,111,000 7T) IEEEZ - —RIEAZREIT
HE B2 ANBESAR] + East Asia Financial
Holding (BVI) Limited * 720014 1 4308 %17
EB75% - WELE A= MERNBESE - K
SRITEGTE R T EHRB L EERERER
S EMNERNERER - LEZBEHERN
20112 1B EIH -

72005612 138  ZARITIAERK99.725%%
THEEE#4,265,305,0007T (550,000,0005
JL) 4 B.5.625% * ST E AR ENNREE
E-BREMEAEKL,274,859,0007T
(551,232,0003E7T) ° ZRIBEREBHAR ST
ARAR LR - WHR2015612 513825 -




Notes on the Accounts (continued)

RIER F (&)

36. EQUITY SETTLED SHARE-BASED TRANSACTIONS MR#EX{IX5H

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
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.

AT R ER R B RATTESE AR
BRERBETREZEAES
ERITHAER - ARBBATTRG o BEENTT
EHRRE T BB RFRRERTBNES
BFLE - B RRREIGATFHESL A B -

P BREHITE

(a) Particulars of share options (a) RRAEFFIE
Exercise Price
Date of Grant Vesting Period Exercise Period Per Share
BITEHM AR 1T1EH BRITEE
HKS$ &% T
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
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 — 03/5/2010 22.95
(b) The number and weighted average exercises prices of share options are as (b)) BITERBENE B RIEFHITEBNT :
follows:
2005 2004
Weighted average Number Weighted average Number
exercise Price of options exercise Price of options
ETTREE RREHE EFETEE RIRESE
HK$ &% 000 F HKS %t 000 +
Outstanding at the beginning
of the year X 19.38 30,075 15.42 26,484
Exercised during the year FERTTE 15.70 (4,498) 15.30 (11,264)
Granted during the year FEAKT 22.95 16,410 23.23 15,495
Lapsed during the year FENKM 22.95 (1,077) 20.76 (640)
Outstanding at the end of the year ~ FK& % 21.12 40,910 19.38 30,075
Exercisable at the end of the year FEARTE 19.95 24,920 15.52 15,030

FEARITERBREE B IETHRE RS
#23.047T (20044 : #%22.937T) °

#2005 124318 + mARTTERIIENITEE
B 14.90 T 28 %23.237T (20044 : /8
#12.097CE8#523.2370) © REIBRENFHZ
TN EA3.314 (20044 : 3.454F) °

The weighted average share price at the date of exercise for shares options exercised
during the year was HK$23.04 (2004: HK$22.93).

The options outstanding at 31st December, 2005 had an exercise price from HK$14.90
to HK$23.23 (2004: from HK$12.09 to HK$23.23) and a weighted average remaining
contractual life of 3.31 years (2004: 3.45 years).
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Notes on the Accounts (continued)

BRI F (&)

36. EQUITY SETTLED SHARE-BASED TRANSACTIONS (continued) REXZFRH @

(c) Fair value of share options and assumptions () RBRENAFEERRE

The fair value of services received in return for share options granted are measured
by reference to the fair value of share options granted. The estimate of the fair value
of the share option granted is measured based on a trinomial lattice model. The
contractual life of the option is used as an input into this model.

1S ARF AR ER R B A B AR TR
RHATFEETE - BRTIRBREZGEFTAFE
ER=AAMETEEN - BEENSNFH
A AZIER -
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2005 2004

Fair value at measurement date Ret2 BN AT EE HK$1.57 HK$3.70
Share price A& B HK$22.95 HK$22.80
Exercise price 1B HK$22.95 HK$23.23
Expected volatility (expressed as weighted TERhRIE CA=IE Bt E B

average volatility used in the modelling AR R It

under trinomial lattice model) TR E) 11.31% 24.47%
Option life R HEFH 5 years 5 years
Expected dividends fhEHIRE 6.69% 6.26%
Risk-free interest rate (based on A B A =R (IRIRSINE

Exchange Fund Notes) E2ER) 3.15% 3.13%

The expected volatility is based on the historic volatility (calculated based on the
weighted average remaining life of the share options), adjusted for any expected
changes to future volatility due to publicly available information. Expected dividends
are based on historical dividends. Changes in the subjective input assumptions could
materially affect the fair value estimate.

Share options were granted under a service condition. This condition has not been
taken into account in the grant date fair value measurement of the services received.
There were no market conditions associated with the share option grants.

HE R R IRIRIBE 2 KR (AR
BEE) - BRERARFANENLER
FORIEEET R « (ST IRSBAENRS -
EBHABROEDTREAYEATREN
féist -

RIS RN T AT AR « SARFFLA M
ASHERET BRI AT EE - LR
BIEHRETRBELH -




Notes on the Accounts (continued)
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37. SHARE CAPITAL &7
2005 2004
No. of shares Nominal value No. of shares Nominal value
RBEE HE R EE |fE
000 ¥ HK$'000 &% ¥ 000 ¥ HK$'000 #¥F7T
Authorised: EERA
Ordinary shares of HK$2.50 each ERRERE2.507T 2,600,000 6,500,000 2,600,000 6,500,000
Issued and fully paid: BETRARRA :
At 1st January M A1H 1,491,998 3,729,996 1,467,453 3,668,634
Shares issued under Staff Share
Option Schemes R 1E(E 8 AR BB TR G 4,498 11,245 11,264 28,159
Shares issued in lieu of dividends PARRA S ZATRIRD 13,733 34,334 13,281 33,203
At 31st December MW12A318 1,510,229 3,775,575 1,491,998 3,729,996

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.

REEERKE - AERNEEBERER
RITHEBARARD  FE20024F LARTRER AT
2| - REEEREG TARES B ZAISEEE
BATTRAERMN MU MENIS %t E o M
2002 AR ERANEIET 8 - T T B SRR
RETF AN AFEEER - RIFIUEEIEED
RIRRER] X T Bt RS 1 B 255 F 5
BITTME -

(a) Shares Issued under Staff Share Option Scheme (a) RIBESARETEIBITHRG
During the year, options were exercised to subscribe for 4,498,000 ordinary shares in FEARN BETERAREARBRTEAER
the Bank at a consideration of HK$70,638,000 of which HK$11,245,000 was credited 4,498,0008% 2 X B A&%5%70,638,0007T + HH
to share capital and the balance of HK$59,393,000 was credited to the share premium 11,245,000 TR ARA - SREEEE
account (Note 38). HK$240,000 has been transferred from the capital reserve to the 59,393,0007CF AR (D & (Hi5E38) © RARHT
share premium account in accordance with policy set out in Note 2(qg)(iv). FF2(q)iv)FTEL - B R E AR EE RS 240,000
TARMDEER o
(b) Terms of Unexpired and Unexercised Share Options at Balance Sheet Date (b) REEBERBRMRITENRRE 2K
2005 2004
Number of Number of
Date of options granted Option price shares shares
RBRERT B REE RiOBE fRing=
20/4/2000 HK$E%16.46 - 1,480,000
19/4/2001 HK$%5%16.96 2,015,000 2,185,000
18/4/2002 HK$%%15.80 2,285,000 2,795,000
02/5/2003 HK$%&%14.90 6,270,000 8,570,000
22/4/2004 HK$#&%23.23 14,350,000 15,045,000
03/5/2005 HK$#&%22.95 15,990,000 -
40,910,000 30,075,000
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b | | - |
| | | | |
38.RESERVES  f#f&
2005
The Group £H The Bank #47  Associates Bi& A7
HK$'000 &% Tt HK$'000 &% T 7t HK$'000 &% Tt
(@) Share Premium (undistributable) (@ BROBEARE)
At 1st January M1A1R 631,188 631,188 -
Net premium on shares issued under Staff BB R EI TR/
Share Option Schemes BRVREFE 59,393 59,393 -
Transfer the fair value of option BB ERREN R
from capital reserve AYEE
— share option issued —BRTRRE 240 240 -
Shares issued in lieu of dividends PARRR B TR AR (34,334) (34,334) -
Capital fee BABA (58) (58) -
At 31st December ®12A318 656,429 656,429 -
(b) General Reserve (b) —MfEE
At 1st January K1A18 12,045,266 11,883,314 54,070
Transfer from retained profits BB B 6,095 - 6,095
Realised surplus on disposals RESMHEENEER
transferred from revaluation reserve HENFENER[RAH 278,819 228,821 -
Shares issued in lieu of dividends PARR B BTG 313,034 313,034 -
At 31st December M12A318 12,643,214 12,425,169 60,165
(0) Revaluation Reserve on Bank (0 1TitEfEE
Premises (undistributable) (RENEE)
At 1st January M1A1R 1,007,505 957,507 -
Release of net deferred RIERER EFRER
tax liabilities (Note 33(b)) (PfE 33(b)) 37,818 37,818 -
Revaluation surplus on bank BATHEERENSE
premises transferred to PEEMEHAR
investment properties 12,429 14,535 -
Realised surplus on disposals BA—REENEERL
transferred to general reserve EMENEBRLH (278,819) (228,821) -
At 31st December ®12A318 778,933 781,039 -
(d) Statutory Reserves (undistributable) (d) EERE (PAIRE)
At 1st January M1A18 1,410 - 1,410
Transfer to realised reserve BABELHE (1,424) - (1,424)
At 31st December ®12A318 (14) - (14)
(e) Capital Reserve (undistributable) (e) BAMFE(PAIKE)
At 1st January and 31st December MA1BR12A31H 86,436 - -
(f) Exchange Revaluation Reserve (undistributable) — (f) EXEfEE (TAKE)
At 1st January W1A18 49,813 44,801 (16,586)
Exchange adjustments BE 5 82 28,755 1,857 14,977
At 31st December ®12A318 78,568 46,658 (1,609)
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b | | - - -
| | | | |
2005
The Group &8 The Bank #17 Associates B& 1\ &
HK$'000 #% T 7t HK$'000 &% F HK$'000 #% T 7t
(g) Capital Reserve - Staff Share Options Issued (9) BARE—ESRMRE
(undistributable) BB T (TANEE)
At 1st January M1A18
~ As previously reported —InATESR - - -
— Prior period adjustments in —BRGERNBRE
respect of HKFRS 2 SERI 258
GIEGEEES 41,749 41,749 -
- As restated —&5%] 41,749 41,749 -
Transfer the fair value of option to RREATFEERA
share premium AR (B (240) (240) -
Forfeited options expended off KRMEE X SHRAR
to retained profits BENBEEN (1,499) (1,499) -
Addition bl 29,796 29,796 -
At 31st December M12A318 69,806 69,806 -
(h) Investment Revaluation Reserve (undistributable) (h) #&H#E (FaR)
At 1st January M1A18 - - -
Changes in fair value of securities BHRNTEENZE 359,477 345,285 1,174
Exchange adjustments EH A% (748) (12) -
At 31st December M12A318 358,729 345,273 1,174
() Retained Profits (i) BEPaf
At 1st January MA1R
— As previously reported — MRTRESR 4,175,867 2,942,109 396,256
— Prior period adjustments in respect of:— —RIEARA R :
— HKFRS 2 —(BEMBIREER)
F2% (41,749) (41,749) -
— HK(SIC) Interpretation 21 —(FEgrER)
BEEHR (34,342) (34,342) -
— As restated, before opening —ER (TR
balance adjustments FEEARE) 4,099,776 2,866,018 -
— Opening balance adjustments in —BREEEER)
respect of HKAS 39 F395REERY
FEARE 595,788 556,425 -
— As restated -5 4,695,564 3,422,443 396,256
Net profit for the year FEAET 2,748,725 2,615,550 33,731
Transfer to general reserve BA—RG#E (6,095) - (6,095)
Transfer to profit and loss account on HEBE DA%
disposal of associates BABER 1,424 - 18,642
Forfeited options expended off KBIBE R 1,499 1,499 -
Dividends (Note 15) AR 2. (FffzE15)
— Interim dividend —HHRE (496,127) (496,127) -
— Final dividend in respect of previous year — FEERERES (1,195,301) (1,195,301) -
At 31st December 12 A31 5,749,689 4,348,064 442,534
() Total Reserves () FiEeE 20,421,790 18,672,438 502,250
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| | | | |
38.RESERVES (continued) i @)
2004
The Group &2 The Bank 847 Associates Hf= A 7]
HK$'000 B%F 7t HK$'000 7% ¥ HK$'000 B%F 7t
(@) Share Premium (undistributable) (@) BMaERIRSE)
At 1st January K1A18 520,305 520,305 -
Net premium on shares issued B SRR EI T #T
under Staff Share Option Schemes HRMEEFE 144,230 144,230 -
Shares issued in lieu of dividends PARR B BTG (33,203) (33,203) -
Capital fee BARER (144) (144) -
At 31st December MM12H31R 631,188 631,188 -
(b) General Reserve (b) —RFEE
At 1st January W1A18 11,747,096 11,587,520 51,694
Transfer from retained profits BBB R 2,376 - 2,376
Shares issued in lieu of dividends PARR B ETHMRG 295,794 295,794 -
At 31st December ®12A318 12,045,266 11,883,314 54,070
(0) Revaluation Reserve on Bank Premises (0 1TitEfEE
(undistributable) (T ATRE)
At 1st January M1A18 982,752 932,754 -
Recognition of net deferred tax RIERIEE R
liabilities (Note 33(b)) HeaR (Pt 33(b) (1,874) (1,874) -
Revaluation surplus on bank premises FATHEERE
transferred to investment properties MEPEENER 13,788 13,788 -
Impairment loss written back BRI 12,839 12,839 -
At 31st December ®12A318 1,007,505 957,507 =
(d) Statutory Reserves (undistributable) (d) JEERE (PAIRE)
At 1st January M1A18 5,532 - 5,532
Transfer to realised reserve BEACERMHE (4,122) - (4,122)
At 31st December ®12A318 1,410 - 1,410
(e) Capital Reserve (undistributable) (e) BARFE(PAIKE)
At 1st January and 31st December M1A1BR12A318 86,436 - -
(f)  Exchange Revaluation Reserve (undistributable)  (f) EXBMEEE (TR
At 1st January W1A18 24,939 19,902 (4,453)
Exchange adjustments BE 5 82 24,874 24,899 (12,133)
At 31st December ®12A318 49,813 44,801 (16,586)
(9) Capital reserve - Staff () BARE-#17
Share Options Issued (undistributable) & SRR HE (P AT RE)
At 1st January M1A18 - - -
Equity settled share-based
transactions (restated) RS 1t (E3R) 41,749 41,749 -
At 31st December (as restated) W12A318 (2%) 41,749 41,749 -
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2004
The Group £ The Bank 847 Associates Bt& A F]
HK$'000 A% T HK$'000 BET T HK$'000 A% T
(h) Investment Revaluation Reserve (h RESMEHE
(undistributable) (TATRE)
At 1st January and 31st December M1 A1BR12A318 - - -
(i) Retained Profits (i) BE=7
At 1st January ®1A18 3,075,562 2,150,574 314,422
Net profit for the year FEAET
- As previously reported —fNATER 2,423,800 2,116,776 68,995
— Adjustments arising from —REHEREE
change in accounting policies EERNRHRE (76,091) (76,091) -
— As restated —ER 2,347,709 2,040,685 68,995
Transfer to general reserve BA—R#E (2,376) - (2,376)
Transfer to profit and loss account HEREAR1E
on disposal of associates BABHR 4,122 - 15,215
Dividends (Note 15) AR 2. (FffzE15)
— Interim dividend —HHRE (414,535) (414,535) =
— Final dividend in respect of previous year —EFERBRE (910,706) (910,706) -
At 31st December ®12A318 4,099,776 2,866,018 396,256
() Total Reserves () fEEERE 17,963,143 16,424,577 435,150

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.

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.

Capital reserve represents the capitalisation of subsidiaries’ reserves.

Capital reserve — staff option issued comprises the fair value of the actual or estimated
number of unexercised share options granted to employees of the Bank recoginsed
in accordance with the accounting policy adopted for share based payment in Note
2(q)(iv).

Investment revaluation reserve comprises the cumulative net change in the fair value
of available-for-sale securities held at the balance sheet date and is dealt with in
accordance with the accounting policies in Notes 2(f) and (k).

The Group complies with Hong Kong Monetary Authority’s requirement to maintain
minimum impairment allowances in excess of those required under Hong Kong
Accounting Standards. As at 31st December, 2005, HK$391,000,000 was included
in the retained profits in this respect which was distributable to equity holders of the
Group subject to consultation with the Hong Kong Monetary Authority.

BRADERR B AER - REBC(ARIEHIEE48B

RATETE

—RFEENER  BERTEMNER  HEY
ERHNEBEREMBARRARKSETHORG
MEME -

7ik - REMEEHFHEEREL SR ENA
BRI - RIRBITHE - REWEE[FINE
WEATRANE TR -

AERBERBEXFERERAEEZEREAR
VA TE () A RR R S LB A8 Y B Y e M AR AN AR
[@ o

EAFBENBRRREENER R -

BERRE-BTARERIERBE KOG RN E
2(a)(iv) T RO BR A S N B R T ER R R T AT
BB 2 BERRIEFTRETEREERE AT
BfE-

RAEGFREEEREAREIME2OMKAED
SRBREENEEAAHEEESNRTA
FEEZEFHE -

REEBRAEESRERRZ B RKULIE AR
BCEAGFTER) MREREZER - K2005F
12A318 + BEafFeEaE it REE RS
F AR E PR E#391,000,0007T @ BIRZEERTA
BABECREERS -
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38.RESERVES (continued)

e @

At 31st December, 2005, the aggregate amount of reserves available for distribution
to equity holders of the Bank was HK$16,773,233,000 (2004 restated:
HK$14,749,332,000). After the balance sheet date the directors proposed a final
dividend of HK$0.93 per ordinary share (2004: HK$0.80 per share), amounting to
HK$1,404,514,000 (2004: HK$1,193,599,000). The dividend has not been recognised
as a liability at the balance sheet date.

2005612 A318  AJRE F AT R A E
%8 A781516,773,233,0007T (2004F 23R : 76
#14,749,332,0007T) ° FEAEE BB ESHEIRK
HA B S AR S 60,93 7T (20044F « 8%0.80
TT) © HEEEIEBIE1,404,514,0007T (20044 : i
#1,193,599,0007T) ° R&EHE B AR HERZA
BEREE-

39.MINORITY INTERESTS 2 ERFRER

2005 2004

HK$'000 ;&% Tt HK$'000 E¥Fir

At 1 January B1A18 165,655 24,418

— acquisition of subsidiaries —BAMRB AR 975 -

— decrease/(increase) in shareholding —RD/ (En) s 3,409 (2,092)

— contribution from minority shareholders — DBIRER AR - 118,562

— exchange adjustments —HNEFHEE (132) -
Profit for the year —FEREA 37,256 24,767

At 31 December —112A318 207,163 165,655

40.FINANCIAL RISK MANAGEMENT &I BEMERE

(a

~
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This section presents information on the Group’s financial risk management.

The Group has in place a credit risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate, to
allocate capital against those risks. The risk management policies including credit
risk, market risk, interest rate risk, liquidity risk, operational risk, legal risk, reputation
risk; and strategic risk of the Group are reviewed regularly by the Management and
related recognised 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.

Credit Risk Management

Credit risk arises from the possibility that a customer or counterparty in a transaction
may default. Such risk may arise from counterparty risks from loan and advances,
issuer risks from the securities business, counterparty risks from trading activities and
country risks.

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 reports to the Board of Directors via the Risk Management Committee,
which deals with all credit risk management related issues of the Group.

The Credit Committee is responsible for all credit risk related issues for the Group.
The Group identifies and manages credit risk through target market definitions,
formulation of credit policies, credit approval process and monitoring of asset quality.

(a)
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Notes on the Accounts (continued)

RIER F (&)

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.

The Group has established policies and procedures to identify, measure, monitor and
control credit risk. In this connection, 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. They are reviewed and
enhanced on an on-going basis to cater for the market change, statutory requirement
and best practice risk management processes.

The Group's credit risk management for the major types of credit risk is depicted as
follows: —

(i) Corporate credit risk

The Group has laid down policies and procedures to evaluate the potential credit
risk of a particular counterparty or transaction and to approve the transaction.
For corporate customers, the Group has a detailed risk grading system that is
applied to each counterparty. To monitor concentration risk, the Group has pre-
set limits for exposures to individual industries and for borrowers and groups of
borrowers. The Group also has a review process that ensures the proper level of
review and approval depending on the size of the facility and risk grading of the
credit.

The Group undertakes ongoing credit analysis and monitoring at several levels.
The policies are designed to promote early detection of counterparty, industry or
product exposures that require special monitoring. The overall portfolio risk as
well as individual problem loans and potential problem loans are being monitored
on a regular basis.

(i) Retail credit risk

The Group’s retail credit policy and approval process are designed for the fact
that there are high volumes of relatively homogeneous, small value transactions
in each retail loan category. The formulation of credit policies is primarily based
on the demographic factors and the loss experience of the loan portfolios. The
Group monitors its own and industry experience to determine and periodically
revise product terms and desired customer profiles.

(iii

=

Credit risk for treasury transactions

The credit risk of the Group’s treasury transactions is managed the same way as
the Group manages its corporate lending risk. The Group applies risk grading
system to its counterparties and sets individual counterparty limits.

Credit-related commitment

=

(iv
The risks involved in credit-related commitments and contingencies are essentially
the same as the credit risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same credit application, portfolio
maintenance and collateral requirements as for customers applying for loans.
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40.FINANCIAL RISK MANAGEMENT (continued) BB B EE @

(a) Credit Risk Management (continued) (a) FERBER (&
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(v) Concentrations of credit risk

Concentration of credit risk exists when changes in geographic, economic or
industry factors similarly affect groups of counterparties whose aggregate credit
exposure is material in relation to the Group’s total exposures. The Group’s portfolio
of financial instruments is diversified along geographic, industry and product
sectors.

The Group has been monitoring its concentration risk by adopting appropriate
risk control measures, such as setting limits on exposures to different industries
and loan portfolios.

(b) Market risk management

Market risk arises on all market risk sensitive financial instruments, including debt
securities, foreign exchange contracts, equity and derivative instruments, as well as
from balance sheet or structural positions. The objective of market risk management
is to avoid excessive exposure of earnings and equity to loss and to reduce the Group’s
exposure to the volatility inherent in financial instruments.

The Board of Directors reviews and approves policies for the management of the
market risks. The Board has delegated the responsibility for ongoing general market
risk management to the Asset and Liability Management Committee. The Asset and
Liability Management Committee reports to the Board of Directors via the Risk
Management Committee.

The Asset and Liability Management Committee deals with all market risk and liquidity
risk related issues of the Group. It is also responsible for deciding the future business
strategy with respect to interest rates trend review.

The use of derivatives for proprietary trading and their sale to customers as risk
management products is an integral part of the Group’s business activities. These
instruments are also used to manage the Group’s own exposures to market risk as
part of its asset and liability management process. The principal derivatives instruments
used by the Group are interest and foreign exchange rate related contracts, which
are over-the-counter derivatives or exchange traded derivatives. Most of the Group’s
derivatives positions have been entered into to meet customer demand and to manage
the risk of these and other trading positions.

The Group sets various positions and sensitivity limit structures. Additionally, the
Group applies a sensitivity analysis and scenario analysis, both on individual portfolios
and on the Group's consolidated positions to assess the potential impact on the
Group’s earnings as a result of extreme movements in market prices.

(i) Currency risk

The Group's foreign currency positions arise from foreign exchange dealing,
commercial banking operations and structural foreign currency exposures. All
foreign currency positions are managed within limits approved by the Board.

The Group uses Value-at-risk (VaR) to quantify the market risk exposure of the
trading activities. VaR is a technique that estimates the potential losses that could
occur on risk positions as a result of movements in market rates and prices over
a specified time horizon and at a give level of confidence.
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Notes on the Accounts (continued)

AR M at (48 )

Structural foreign currency positions, which arise mainly on foreign currency
investments in the Group’s branches, subsidiaries and associated companies, 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 fluctuations.
The Group seeks to match closely its foreign currency denominated assets with
corresponding liabilities in the same currencies.

The following table indicates the concentration of currency risk at the balance

REBRDHTT - KB A BFE L 2 RHS
EiE - HEMAEMNEERERRERA
i ARG EERRBER - i1t
SHNBRENTEAN - BRREAEEN
RERREXRBDNTZE - AEREENE
PASNEEHE R B ERIAR —E¥HEN S
& REFEREKRTF

TRETNFEERERRREFORBR

sheet date:
The Group &8
2005 2004
Other Other
foreign foreign
HKD USD  currencies Total HKD Ush currencies Total
it in Hibe a5 ik e HtoN &g
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
BETT BETT BETT BETT BETT BETT BETT BETT
Assets 3
Cash and halances with banks Be RERTA
and other financial institutions EfeRBENET 590,312 1393234 2,542,041 4,525,587 797,788 1,055,546 1,802,259 3,655,593
Placements with banks ERTREMER
and others financial institutions KENTH 14,188,700  15597,931  15560,624 45,347,255 16,281,630 10,549,551 15252225 42,083,406
Trade bills B52E 29,427 544,671 38,489 612,587 35,348 1,337,973 26,817 1,400,138
Trading assets RERRAE 2,537,282 655,968 52,329 3,245,579 1,988,657 243,527 51,241 2,283 425
Financial assets designated KRERBARE
at fair value through DRBEATERE
profit or loss HERTA 2,462,606 7,213,078 482,023 10,157,707 - - - -
Advances to customers
and other accounts ERREMEE 94,653,094 27,197,807 22,985,888 144,836,789 84758725 21,684,133 16,158,572 122,601,430
Available-for-sale financial assets A HESBEAE 4837259 2,261,946 1299916 8,399,121 - - - -
Other investments in securities EfEARE - - - - 5677884 4528203 1614534 11,820,621
Held-to-maturity investments EERLIY 1,623,077 10,539,293 854,589 13,016,959 2324453 13,215,802 2,017,690 17,557,945
Investment in associates BENARE 538,494 230,086 - 768,580 534,121 191,842 - 725,963
Fixed assets EREE 5,078,184 140,208 137,507 5,355,899 5,451,459 143,021 103,270 5,697,750
Goodwill EE 2,110,464 130,007 254,479 2,494,950 2,110,464 116,663 221,029 2,448,156
Deferred tax assets BEBEEAE 1,143 13,130 24,196 38,469 14,851 38,619 41,649 95,119
128,650,042  65917,359 44,232,081 238,799,482 119975380 53,104,880 37,289,286 210,369,546
Liabilties BE
Deposits and balances of banks TR Et£E
and other financial institutions BEOFRRER 445,169 1,457,589 11,882,661 13,785,419 388,187 1,674,153 7,509,317 9,571,657
Deposits from customers REGH 94,717,155 48,509,159 32,668,611 175894925 88015201 45174342 30,548,122 163,737,665
Trading liabilities R5ARAE 1,516,853 369,905 50,241 1,936,999 1,140,089 939 50,780 1,191,858
Certificates of deposit issued BETEHE 4,290,756 940,558 1,200,077 6431391 2,464,784 913,545 800,294 4,178,623
Current taxation BB 204,951 8,852 47,892 261,695 150,700 13,750 14,919 179,369
Deferred tax liabilities BEHEAE 626,902 - 583 627,485 729,204 - 62 729,266
Qther accounts and provisions HRERER 5,477,104 773,183 657,973 6908260 2,970,327 949,085 731,778 4,651,190
Loan capital BEER - 8,548,780 - 8548780 - 4211124 - 4
Total liabilities aEEE 107,278,890 60,608,026 46,508,038 214,394,954 95858492 52,996,988 39,655,272 188,510,752
Off balance sheet positions BERBRIMIMIRE
Credit commitments and
contingent liabilities EERERIBERE 32,411,760 9,121,178 7,672,562  49,205500 29,673,820 7,650,130 6,962,181 44,286,131
Derivatives fTETE 13,417,969 32,892,553 9,961,665 56,272,187 6,608,687 18,314,585 8,670,200 33,643,472
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40.FINANCIAL RISK MANAGEMENT (continued) BB B EE @

(b) Market risk management (continued) (b) TBEREE (&)
(i) Currency risk (continued) () EERR(E)
The Bank 17
2005 2004
Other Other
foreign foreign
HKD usp currencies Total HKD UsD currencies Total
it ES Ao a8 ik e Hipshg a%

HKS'000 HKS'000 HKS'000 HKS'000 HK$'000 HKS'000 HK$'000 HK$'000
kA BT kA BT BETT AETT BETT BETT

Assets BE
Cash and balances with banks Re RERA

and other financial institutions EteBERNER 539,324 1,316,186 2,520,905 4,376,415 768,630 910,926 1,780,900 3,460,456
Placements with banks and TR SR

others financial institutions BENER 14,188,701 15314757 15549156 45052614 16281630 10367124 15244599 41893353
Trade bills 2528 29421 544,671 38,489 612,587 35,348 1,337,319 26,817 1,399,484
Trading assets RERGEE 2,521,085 654,192 52,329 3,227,606 1,973,556 243527 51,241 2,268 324
Financial assets designated K ABARRL

at fair value through RBATEE

profit or loss $BIA 2,452,331 7,183,639 481,963 10,117,933 - - - -
Advances to customers and

other accounts EXRAMEE 94854722 23384563 21,041,780 139,281,065 84977843 18547659 14587509 118,113,011
Available-for-sale financial assets ALESRAE 4,582,164 1,826,865 1,294,973 7,104,002 - - - -
Amounts due from subsidiaries HBARRH 699,846 705,017 323,954 1,728,817 855,953 782,497 Hn7414 2,055,864
Other investments in securities HhEFRS - - - - 5,570,268 3,812,575 1610374 10993217
Held-to-maturity investments HEBE 859,153 9,742,240 693,176 11,294,569 1926485 12,607,943 1859908 16,394,336
Investment in subsidaries and HBAEA

assoclates UNG 825,982 1,206,184 208,666 2,240,832 723,022 1,050,192 208,666 1,981,830
Fived assets BraE 5,063,893 8,519 49,186 5,121,598 5,143,061 10437 54,368 5,207,866
Goodwill HE 1,460,292 - - 1,460,292 1,460,292 - - 1,460,292
Deferred tax assets EitREE - 9392 20,841 30,233 13,950 32,984 38,008 84,942

18076920 61896225  A2275418 238563 119730038 49703183 35879804 205313025

Liabilties B
Deposits and balances of banks RIREM SRR

and other financial institutions ks 445,169 147,651 11,782,321 13,605,141 388,187 1,610,794 T471,037 9,476,018
Deposits from customers LN 94,717,155 41430265 29,743,368 165,890,788 88,015,201 38386825 27,506,291 153,908,317
Trading liabilities REBREE 1,516,853 367,975 50,241 1,935,069 1,140,089 989 50,780 1,191,858
Certificates of deposit issued BEIFRE 6,490,756 940,558 1,200,077 8,631,391 4,664,784 913,545 800,294 6,378,623
Amounts due to subsidiaries REBARZE 403,818 8,030,973 1,417,586 9,852,371 322,080 8,410,225 1630378 10,362,683
Current taxation THHE 199,304 4579 44,700 248,583 134,015 11,806 6,209 152,030
Deferred tax liabilities EiHREE 626,893 - - 626,893 718,107 - - 718,107
Other accounts and provisions ABakER 3,577,531 550,522 607,396 4,735,449 1,574,052 730,101 666,663 2,970,816
Loan capital [EEER - 4274859 - 4274859 - - - -
Total liabilities BELE 107977479 57,017,382 44805689 209,800,550 96,956,515 50,064,285 38,137,652 185158452
Off balance sheet positions BEABRMIMINE
Credit commitments and

contingent liabilities FEAERSERE 32,457,160 8,688,838 7219391 48425389 29719519 7,125,661 6,036,445 43,481,625
Derivatives TR 13414029 32,174,666 9,961,665 55,550,360 6,732,820 18,097,161 8670200 33,500,181
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(i) FEmR
A B R AR A R AR R
BED - FIERRAEE X BAATIER
45 - NERREEZMBBAE - B
B RABIED T SRR - RS
BEHAEE  ETOEREESRER
BBERE TR B RME R - FIREMR
ELHER  DRBEGEESIZOR
B - FRAIRER N T B OEH RS
MEMATETE -

TREGENEBZE12A31 B IEFEREES
BMTAZBRAEEE :

(i) Interest rate risk

The Group's interest rate positions arise from treasury and commercial banking
activities. Interest rate risk arises in both trading portfolios and non-trading
portfolios. Interest rate risk primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and commitments. It also related to
positions from non-interest bearing liabilities including shareholders’ funds and
current accounts, as well as from certain fixed rate loans and liabilities. Interest
rate risk is daily managed by the Treasury Department within the limit approved
by the Board of Directors. The instruments used to manage interest rate risk
include interest rate swaps and other derivatives.

The following table summarises the range of effective average interest rates for
the year ended 31st December for monetary financial instruments:

The Group &8 The Bank 1T
2005 2004 2005 2004
% % % %
AR ERES BOE ERRS
Assets BE
Cash and short-term R RIERITAE
funds and placements SRIEEN ST -
with banks and other RAERITRHEA
financial institutions S REIENTTR 0-6.99 0-6.18 0-6.99 0-6.18
Trade bills, advances to BS5EE  EFER
customers and advances  RIRTTRHAth
to banks and other S REERER
financial institutions 1.01-17.89 0.76-17.40 1.01-17.89 0.76-17.40
Securities (Note) F# (fiaE) 1.80-8.14 0.16-4.08 1.80-8.14 0.16-4.08
Liabilities aE
Deposits and balances RITRE b & RIS
of banks and other EOREE /95 E:A3
financial institutions 0.02-6.49 0.11-5.53 0.02-6.49 0.11-5.53
Deposits from customers — BFEFR 0-10.19 0-5.95 0-10.19 0-5.95
Certificates of deposit BETFERER
issued and loan capital BEER 2.69-7.59 0.61-7.50 2.69-7.59 0.61-3.10
Note:  Securities include: fiaE . BHELE

2005:  Certificates of deposit held, trading assets, financial assets designated at
fair value through profit or loss, securities measured as loans and

2005% : JEFHE - RDE
E - e AmiBRs

receivables, available-for-sale financial assets and held-to-maturity ARBAFEENS

investments MEE  NERRE
R ET B A& 5
AHHESREER

2004:  Certificates of deposit held, trading assets, other investments in securities
and held-to-maturity investments

BRI E
2004%F : FHEGFHRE  RHE

E - HBEHRER

BRI E
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40.FINANCIAL RISK MANAGEMENT (continued) H#E B EE @

(b) Market risk management (continued) (b) TZEBER (&)
(ii) Interest rate risk (continued) (i) W= (&)
The following table indicates the expected next repricing dates (or maturity dates TRETREE AT SEEREBENER
whichever are earlier) for the interest bearing assets and liabilities at the balance TRFERERTA REHEREREE) -
sheet date.
The Group &8 2005
Over Over
3 months 3 months 1 year to Over Non-interest
or less to 1 year 5 years 5 years bearing Total
3MEALE 150 LE
3EAFUT BE 33 SELLE FHE “E

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BETT BETT BETT BETT BT

Assets BE
Cash and balances
with banks and RE RIERT
other financial MEM S BEE
institutions HEF 3,535,135 - - - 990,452 | 4,525,587

Placements with banks
and other financial ERTREM

institutions SRENFT 45,157,647 178,306 - - 11,302 | 45,347,255
Trade bills EUES 506,124 46,551 - - 59,912 612,587
Trading assets RHPREE 1,532,252 128,082 - - 1,585,245 3,245,579
Financial assets

designated at RERBBER

fair value through URBATEE

profit or loss HEMIA 5,483,318 2,077,374 2,307,561 276,618 12,836 | 10,157,707
Advances to customers EEER 98,672,350 | 16,262,288 | 16,442,580 5,171,849 2,194,680 |138,743,747
Other accounts HiwiRIE 1,512,723 | 1,199,401 81,418 - 57,287 | 2,850,829

Advances to banks

and other financial RITREAM,
institutions SRBEER 1,187,270 1,097,964 81,418 - 57,468 2,424,120

Notes and bonds &% 286,678 101,437 - - (181) 387,934

Certificates of deposit A& 38,775 - - - - 38,775
Available-for-sale

financial assets AHHESREAE 4,327,227 699,762 1,298,663 850,069 1,223,400 8,399,121
Held-to-maturity

investments BEHERE 1,655,381 3,341,529 6,444,223 1,483,086 92,740 | 13,016,959
Non-interest bearing

assets FEEEE - - - - 111,900,111 | 11,900,111
Total Assets BES 162,382,157 | 23,933,293 | 26,574,445 7,781,622 | 18,127,965 (238,799,482
Liabilities =0

Deposits and balances fﬁﬁ&ﬁﬂﬂ
of banks and other SRED

financial institutions 20T 8,147,166 5,601,056 28,306 - 8,891 | 13,785,419
Deposits from customers — ZFEF5 156,004,202 | 8,220,726 | 3,720,830 827,409 | 7,121,758 |175,894,925
Trading liabilities RHBEEE 1,195,342 397 33,846 296 707,118 | 1,936,999
Certificates of deposit

issued BEAERE 1,497,709 1,999,760 | 2,933,922 - - | 6,431,391
Loan capital EEAX 4,265,305 - - | 4,274,859 8,616 | 8,548,780
Non-interest bearing

liabilities FHLAE - - - - 7,797,440 7,797,440
Total liabilities BEEHE 171,109,724 | 15,821,939 | 6,716,904 | 5,102,564 | 15,643,823 (214,394,954
Asset-liability gap BE-BEEE (8,727,567) | 8,111,354 | 19,857,541 2,679,058
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The Group &8 2004
Over Over
3 months 3 months 1 year to Over  Non-interest
or less to 1 year 5 years 5 years bearing Total
3fEAMUE 1EAEE
3{ARSAT kS 56 SERE El ) bt

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

Assets B
Cash and balances

with banks and R RERTT

other financial MEM S BEE

institutions igfrYea 2,615,758 - - - 1,039,835 3,655,593
Placements with

banks and other EHRITRAM

financial institutions SRMENTR 41,855,344 228,062 - - - 42,083,406
Trade bills EUES 965,173 327,021 6,400 - 101,544 1,400,138
Trading assets RHPREE 1,245,773 147,446 1,613 - 888,593 2,283,425
Advances to customers  BFEF 84,331,783 12,111,012 14,601,577 3,636,726 2,577,655 117,258,753
Advances to banks

and other financial RITREAM,

institutions SRIEBEN 1,584,246 487,739 363 - 42,307 2,114,655
Other investments

in securities HinBHRE 7,009,204 1,368,728 2,663,125 17,009 762,555 11,820,621
Held-to-maturity

investments BEEHEEE 1,951,352 1,726,461 11,877,562 1,986,453 16,117 17,557,945
Non-interest bearing

assets FEEEE - - - - 12,195,010 12,195,010
Total Assets BES 141,558,633 16,396,469 29,150,640 5,640,188 17,623,616 210,369,546
Liabilities &
Deposits and balances {7 REMER

of banks and other KENER

financial institutions e 6,256,906 3,269,267 40,037 - 5447 9,571,657
Deposits from customers — ZFEF5 143,169,739 7,788,683 3,615,869 364,994 8,798,380 163,737,665
Trading liabilities RE5BEAE 799,942 99,965 36,616 107 255,228 1,191,858
Certificates of

deposit issued BETERE 323,334 2,000,000 1,845,491 9,798 - 4,178,623
Loan capital EEAX 4,271,124 - - - - 4271124
Non-interest bearing

liabilities FHEAE - = - - 5,559,825 5,559,825
Total liabilities afEe 154,821,045 13,157,915 5,538,013 374,899 14,618,880 188,510,752
Asset-liability gap BE-AEER (13,262,412) 3,238,554 23,612,627 5,265,289
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AR M at (48 )

40.FINANCIAL RISK MANAGEMENT (continued) BB B EE @

(b) Market risk management (continued)
(i) Interest rate risk (continued)

The Bank 17 2005
Over Over
3months 3 months 1 year to Over Non-interest
or less to 1 year 5 years 5 years bearing Total
AL 1FUEE
3EAIMUT 215 54 LE: FHR #E

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BETT BETT BETT BETT BT

Assets BE
Cash and balances

with banks and Re RERTT

other financial TME S EEE

institutions oy 3,516,377 - - - 860,038 | 4,376,415
Placements with

banks and other TEHRITREAM

financial institutions SRMENER 44,874,308 178,306 - - - | 45,052,614
Trade bills U ESH 506,124 46,551 - - 59,912 612,587
Trading assets RERBEE 1,532,252 128,082 - - | 1,567,272 | 3,227,606
Financial assets

designated at RERBBER

fair value through URMATERE

profit or loss HERTA 5,479,544 2,077,374 2,307,561 250,954 2,500 | 10,117,933
Advances to customers BFER 97,379,735 | 15,410,497 | 15,269,563 3,231,485 2,025,343 133,316,623
Other accounts HiwiRIE 1,508,845 1,198,780 81,418 - 57,287 2,846,330

Advances to banks

and other financial RIOIREMER
institutions HEER 1,187,270 1,097,964 81,418 - 57,468 2,424,120

Notes and bonds E5 282,800 100,816 - - (181) 383,435

Certificates of deposits ~ FHaE 38,775 - - - - 38,775
Available-for-sale

financial assets AHtHESRARE 4,263,585 556,593 1,127,172 728,008 1,028,644 7,704,002
Held-to-maturity

investments BEHERE 1,552,913 2,958,127 5,819,630 884,387 79,512 | 11,294,569
Non-interest bearing

assets FEEEE - - - - | 13,699,884 | 13,699,884
Total Assets BESE 160,613,683 | 22,554,310 | 24,605,344 5,094,834 | 19,380,392 |232,248,563
Liabilities afE
Deposits and balances

of banks and RIIREMER

other financial KENFR

institutions R#teh 8,006,827 5,589,423 - - 8,891 | 13,605,141
Deposits from customers — ZFEF5 148,521,827 | 6,185,342 | 3,516,083 827,409 | 6,840,127 |165,890,788
Trading liabilities RHBHARE 1,195,342 397 33,846 296 705,188 1,935,069
Certificates of deposit

issued BEIERE 1,497,709 1,999,760 2,933,922 2,200,000 - 8,631,391
Loan capital HEER - - - | 4,274,859 - | 4,274,859
Non-interest bearing

liabilities FEEAE - - - - | 15,463,302 | 15,463,302
Total liabilities AfERSE 159,221,705 | 13,774,922 6,483,851 7,302,564 | 23,017,508 209,800,550
Asset-liability gap BE-BfEEE 1,391,978 | 8,779,388 | 18,121,493 | (2,207,730)
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Notes on the Accounts (continued)

AR M at (48 )

The Bank 17 2004
Over Over
3 months 3 months 1 year to Over  Non-interest
or less to 1 year 5 years 5 years bearing Total
3fEAME 1EAEZE
3EAZAT 214 3 SEME FER B

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETL BETL BETT BETT BETT BT

Assets B
Cash and balances with ¥4 RFER{T
banks and other MEM SRS
financial institutions HEE 2,518,329 - - - 942,127 3,460,456

Placements with banks
and other financial TERTREM

institutions SRENFT 41,665,291 228,062 - - - 41,893,353
Trade bills BHERE 964,519 327,021 6,400 - 101,544 1,399,484
Trading assets REBEAE 1,245,773 147,446 1,613 - 873,492 2,268,324
Advances to customers  BFEER 83,230,302 11,549,362 13,567,503 2,122,424 2,300,164 112,769,755
Advances to banks

and other financial RIIREMER

institutions BEE 1,584,246 487,739 363 - 42,307 2,114,655
Other investments

in securities HiBHRE 6,623,370 1,275,213 2,450,801 - 643,833 10,993,217
Held-to-maturity

investments REIEBEE 1,889,235 1,634,378 11,319,914 1,542,449 8,360 16,394,336
Non-interest bearing

assets FHREE = - - - 14,019,445 14,019,445
Total Assets BEGH 139,721,065 15,649,221 27,346,594 3,664,873 18,931,272 205,313,025
Liabilities B
Deposits and balances of TR E &R

banks and other BENER

financial institutions Riten 6,216,852 3,253,719 - - 5,447 9,476,018
Deposits from customers ~ EFF 135,544,536 6,623,224 2,833,601 364,994 8,541,962 153,908,317
Trading liabilities RoHMEEE 799,942 99,965 36,616 107 255,228 1,191,858
Certificates of deposit

issued BRTFRE 323,334 2,000,000 1,845,491 2,209,798 - 6,378,623
Non-interest bearing

liabilities FEEEME = = = - 14,203,636 14,203,636
Total liabilities BESSE 142,884,664 11,976,908 4,715,708 2,574,899 23,006,273 185,158,452
Asset-liability gap BE-BEEE (3,163,599) 3,672,313 22,630,886 1,089,974
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BRI F (&)

40.FINANCIAL RISK MANAGEMENT (continued) BB B EE @

(c) Liquidity risk management (0 RBELRARER

1 90 The Bank of East Asia, Limited Annual Report 2005

The purpose of liquidity management is to ensure sufficient cash flows to meet all
financial commitment and to capitalize on opportunities for business expansion. This
includes the Group’s ability to meet deposit withdrawals either on demand or at
contractual maturity, to repay borrowings as they mature, to comply with the statutory
liquidity ratio, and to make new loans and investments as opportunities arise.

Liquidity is managed on a daily basis by the Treasury Department under the direction
of the Asset and Liability Management Committee. The Treasury Department is
responsible for ensuring that the Group has adequate liquidity for all operations, and
monitoring local and international markets for the adequacy of funding and liquidity.

The Group manages liquidity risk by holding sufficient liquid assets (e.g. cash and
short term funds and securities) of appropriate quality to ensure that short term
funding requirements are covered within prudent limits. Adequate standby facilities
are maintained to provide strategic liquidity to meet unexpected and material cash
outflows in the ordinary course of business. The Group regularly stress tests its liquidity
position.
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Notes on the Accounts (continued)

AR M at (48 )

Analysis of assets and liabilities by remaining maturity:

BERBENORIBBRON :

The Group &8 2005
1yearor  5yearsor
less but less but Undated
Repayable 3 months over over Over or
on demand orless 3 months 1year 5 years overdue Total
3EANRE 1E0LE EZHAH
EER  3EAIUT 33 5% 5L Bk Pt
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BB BB BB BB BB BB
Assets BE
Cash and balances Re RERTA
with banks and Hitv & R
other financial institutions KT 4,525,587 - - - - - | 4,525,587
Placements with banks
and other financial TERITREM
institutions SRMENTR - | 43,654,951 1,692,304 - - - | 45,347,255
Trade bills 525 6,766 552,530 53,291 - - - 612,587
Trading assets REBEAE - | 1,494,650 - 128,082 37,602 1,585,245 3,245,579
Financial assets designated RERBBER
at fair value through NRBATFEE
profit or loss MeRmIA - 316,897 1,790,375 7,723,154 316,945 10,336 | 10,157,707
Advances to customers
and other accounts ERREMIRE 4,410,325 | 20,171,366 | 18,902,982 | 47,009,838 | 48,038,008 6,304,270 (144,836,789
Available-for-sale
financial assets AHHESRERE - | 3,349,857 922,242 2,035,688 838,085 1,253,249 8,399,121
Held-to-maturity investments ~ #Z 3|84 - | 1,367,038 | 3,303,891 | 6,827,973 | 1,488,166 29,891 | 13,016,959
Undated assets EHAEHEE - - - - - | 8657,898 | 8,657,898
Total assets BEAH 8,942,678 | 70,907,289 | 26,665,085 | 63,724,735 | 50,718,806 | 17,840,889 |238,799,482
Liabilities B
Deposits and balances
of banks and other ROREMEREE
financial institutions BT R R 1,368,095 | 6,787,961 | 5,258,857 274,411 96,095 - | 13,785,419
Deposits from customers BEER 47,711,252 (115,613,139 | 8,065,248 | 4,505,286 - - 175,894,925
~ Demand deposits and —EHESRR
current accounts ERER 10,864,801 - - - - - | 10,864,801
- Savings deposit —FEFR 35,497,574 - - - - - | 35,497,574
- Time, call and notice
deposits ~EHRBAER 1,348,877 |115,613,139 8,065,248 | 4,505,286 - - 129,532,550
Trading liabilities RERBERE 1,229,881 - - - - 707,118 | 1,936,999
Certificates of depositissued B &{T1F5E - | 1,497,709 | 1,999,760 | 2,933,922 - - | 6431391
Current taxation RHEFIE - - 261,695 - - - 261,695
Loan capital HEEX - - - - | 8,548,780 - | 8,548,780
Undated liabilities SRR HAE - - - - - | 7535745 | 7,535,745
Total liabilities afEER 50,309,228 |123,898,809 | 15,585,560 7,713,619 8,644,875 8,242,863 214,394,954
Net liability gap FAEEE (41,366,550) |(52,991,520) | 11,079,525 | 56,011,116 | 42,073,931

REEaFAERAT 2005 &8 191



Notes on the Accounts (continued)

AR M at (48 )

40.FINANCIAL RISK MANAGEMENT (continued) BB B EE @

(c) Liquidity risk management (continued) (0 RBESRBRER (@)
The Group £ 2004
1 year or 5 years or

less but less but Undated

Repayable 3 months over over Over or
on demand or less 3 months 1 year 5 years overdue Total

3MEALAE 1FELAEZ EARES
EIEFER  3fAASUAT kS 56 SERE Bt bk

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

Assets B
Cash and balances B RERTA

with banks and Hith @ piiEe

other financial institutions 75 3,655,593 - - - - - 3,655,593
Placements with banks

and other financial TEHRITREAM

institutions SREENTR - 39,489,907 2,593,499 - - - 42,083,406
Trade bills EUES 16,213 1,062,771 314,450 6,399 - 305 1,400,138
Trading assets RHERAE - 1,199,803 4,737 144,290 46,002 888,593 2,283,425
Advances to customers

and other accounts ERREMIRE 4,908,812 15,252,110 15,100,095 41,979,258 37,942,721 7,418,434 122,601,430
Other investments in

securities HiEHRE - 3,262,956 2,062,753 4,552,885 1,150,377 791,650 11,820,621
Held-to-maturity investments ~ #Z & - 1,202,104 1,179,776 13,165,614 2,010,451 - 17,557,945
Undated assets EXRAHEE - - - - - 8,966,988 8,966,988
Total assets AERS 8,580,618 61,469,651 21,255,310 59,848,446 41,149,551 18,065,970 210,369,546
Liabilities afs

Deposits and balances of
banks and other financial ROTREMERME

institutions NER RS 454,443 5,676,399 3,400,778 40,037 - - 9,571,657
Deposits from customers BEER 62,612,821 91,293,158 5912264 3,919,422 - - 163,737,665
- Demand deposits and —RHERR
current accounts ERER 11,919,118 - - - - - 11,919,118
- Savings deposit —HEFR 48,729,729 - - - - - 48,729,729
—Time, call and
notice deposits ~EHRBAER 1,963,974 91,293,158 5,912,264 3,919,422 - - 103,088,818
Trading liabilities XHAEAR 936,630 - - - - 255,228 1,191,858
Certificates of deposit
issued BETERE = 323,334 2,000,000 1,855,289 - - 4,178,623
Current taxation KREBE - - 179,369 - - - 179,369
Loan capital EEAX - - - - 42724 - 4271124
Undated liabilities EIRRHARE = - - - - 5380456 5,380,456
Total liabilities afEeE 64,003,894 97,292,891 11,492,411 5,814,748 4,271,124 5,635,684 188,510,752
Net liability gap FABEER (55,423,276) (35,823,240) 9,762,899 54,033,698 36,878,427
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Notes on the Accounts (continued)

AR M at (48 )

The Bank 217 2005
1yearor  5yearsor
less but less but Undated
Repayable 3 months over over Over or
on demand orless 3 months 1 year 5 years overdue Total
3EANUL 150LZE EZHAE
BB 3EARIUT 215 5% 5N E Bk e
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BB BB BB BB BB BB
Assets BE
Cash and balances Re RERTA
with banks and Hith 2 mighae)
other financial institutions e 4,376,415 - - - - - | 4,376,415
Placements with banks
and other financial ERITRELM
institutions SRBBAOEN - | 43,360,310 | 1,692,304 - - - | 45,052,614
Trade bills 525 6,766 552,530 53,291 - - - 612,587
Trading assets RHMEEE - | 1,494,650 - 128,082 37,602 | 1,567,272 | 3,227,606
Financial assets designated EERRRER
at fair value through NRBATFEE
profit or loss MEmMIA - 316,897 1,790,376 7,719,380 291,280 - 110,117,933
Advances to customers
and other accounts ERREMIRE 3,840,650 | 19,790,332 | 17,815,579 | 44,535,160 | 47,308,434 5,990,910 139,281,065
Available-for-sale
financial assets AT ESREE - | 3,323,604 788,390 1,840,590 728,008 1,023,410 7,704,002
Held-to-maturity investments ~ #Z5|EEE - 1,256,851 2,921,263 6,206,930 901,806 7,719 | 11,294,569
Undated assets EIRRNEE - - - - - | 10,581,772 | 10,581,772
Total assets BEAH 8,223,831 | 70,095,174 | 25,061,203 | 60,430,142 | 49,267,130 | 19,171,083 |232,248,563
Liabilities B
Deposits and balances of
banks and other financial STk EMERIEE
institutions AR RER 1,368,095 6,647,622 5,258,857 234,472 96,095 - | 13,605,141
Deposits from customers BERFH 45,796,982 (109,472,691 | 6,277,232 | 4,343,883 - - |165,890,788
- Demand deposits and —EHESR
current accounts ERERR 10,339,818 - - - - - 110,339,818
~ Savings deposit —FEEN 34,491,458 34,491,458
- Time, call and
notice deposits —EH BT 965,706 109,472,691 | 6,277,232 | 4,343,883 - - 121,059,512
Trading liabilities RE5BEAE 1,229,881 - - - - 705,188 1,935,069
Certificates of deposit
issued BENERE - 1,497,709 1,999,760 2,933,922 2,200,000 - | 8,631,391
Current taxation AHEFHIE - - 248,583 - - - 248,583
Loan capital HEEX - - - - | 4,274,859 - | 4,274,859
Undated liabilities SRR HAE - - - - - | 15,214,719 | 15,214,719
Total liabilities afEER 48,394,958 (117,618,022 | 13,784,432 1,512,277 6,570,954 | 15,919,907 209,800,550
Net liability gap FAEZEE (40,171,127) | (47,522,848) | 11,276,771 | 52,917,865 | 42,696,176
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40.FINANCIAL RISK MANAGEMENT (continued) BB B EE @

(c) Liquidity risk management (continued) (0 RBESRBRER (@)
The Bank 8817 2004
1 year or 5 years or

less but less but Undated

Repayable 3 months over over Over or
on demand or less 3 months 1 year 5 years overdue Total

3MEALAE 1FELAEZ EARES
EIEFER  3fAASUAT kS 56 SERE Bt bk

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

Assets B
Cash and balances B RERTA

with banks and Hith @ piiEe

other financial institutions 75 3,460,456 - - - - - 3,460,456
Placements with banks

and other financial TEHRITREAM

institutions SREENTR - 39,299,855 2,593,498 - - - 41,893,353
Trade bills EUES 16,213 1,062,117 314,450 6,399 - 305 1,399,484
Trading assets RHERAE - 1,199,803 4,737 144,289 46,002 873,493 2,268,324
Advances to customers

and other accounts ERREAIRIE 4482714 14,990,067 14,163,735 41,137,461 36,163,986 7,175,048 118,113,011
Other investments in securities  HtEHEE - 3,192,726 1,978,786 4,300,667 884,298 636,740 10,993,217
Held-to-maturity investments ~ #ZEHHEE - 1,132,232 1,087,693 12,607,966 1,566,445 - 16,394,336
Undated assets EXHRREE - - - - - 10,790,844 10,790,844
Total assets BESEE 7,959,383 60,876,800 20,142,899 58,196,782 38,660,731 19,476,430 205,313,025
Liabilities afs

Deposits and balances of
banks and other financial ~ S#{TREMERIEE

institutions HER RS 454,443 5,636,345 3,385,230 = - - 9,476,018
Deposits from customers BEER 60,898,992 84,774,611 5,042,358 3,192,356 - - 153,908,317
~ Demand deposits and —EERR
current accounts ERERP 11,438,652 - - - - - 11,438,652
- Savings deposit —HEFR 47,922,672 - - - - - 47,922,672
- Time, call and
notice deposits —EHRBATER 1,537,668 84,774,611 5,042,358 3,192,356 - - 94,546,993
Trading liabilities XHAEAR 936,630 - - - - 255,228 1,191,858
Certificates of deposit
issued BEAERE = 323,334 2,000,000 1,855,289 2,200,000 - 6,378,623
Current taxation KEBE - - 152,030 - - - 152,030
Undated liabilities EXRAHAR = = = = - 14,051,606 14,051,606
Total liabilities BEAT 62,290,065 90,734,290 10,579,618 5,047,645 2,200,000 14,306,834 185,158,452
Net liability gap FRBEE (54,330,682) (29,857,490) 9,563,281 53,149,137 36,460,731
As the trading portfolios may be sold before maturity or deposits from customers BN ZHEA AT R EIH AT H & S B A7 AT
may mature without being withdrawn, the contractual maturity dates do not represent BEFERIHARTAREN - S AIFIHI B WK AR
expected dates of future cash flows. RE MG EE -
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Notes on the Accounts (continued)

RIER F (&)

40.FINANCIAL RISK MANAGEMENT (continued)

iSRS EE @)

(d) Operational risk, legal risk, reputation risk, and strategic risk management

41.

Operational risk, legal risk, reputation risk and strategic risk arise from the Group'’s
daily operation and fiduciary activities. The primary focus is to identify, assess and
monitor these risks and to fulfill regulatory requirements.

The Board of Directors reviews and approves policies for these risks, and it has
delegated the responsibility for ongoing risk management to the Operational and
Other Risks Management Committee. The Operational and Other Risks Management
Committee reports to the Board of Directors via the Risk Management Committee.

FAIR VALUES OF FINANCIAL INSTRUMENTS

(d)

T ENDFEER

EERE - ERER - FERRNRBIERR
[=§:

BERR EERR - SBREBRARE R
REASENBEREEEMZEANLD - EFE
#Al - FHEMERLER R R AT A EERE

B/t SRR MELEHEREK X
BEERAMRARERZSSAEFEE RN
Rk - EERAEMRREEZSSEARE
BRZESRERFER -

(a

~

Estimation of fair values

Fair value estimates are generally subjective in nature, and are made as of a specific
point in time based on the characteristics of the financial instruments and relevant
market information. Where available, the most suitable measure for fair value is the
quoted market price. In the absence of organised secondary markets for most financial
instruments, and in particular for loans, deposits and unlisted derivatives, direct market
prices are not available. The fair value of such instruments was therefore calculated
on the basis of well-established valuation techniques using current market parameters.
In particular, the fair value is a theoretical value applicable at a given reporting date,
and hence can only be used as an indicator of value realisable in a future sale.

The Group compares valuations derived from models with quoted prices of similar
financial instruments, and with actual values when realised, in order to further validate
and calibrate the models. These techniques involve uncertainties and are significantly
affected by the assumptions used and judgments made regarding risk characteristics
of various financial instruments, discount rates, estimates of future cash flows, future
expected loss experiences and other factors. Changes in assumptions could significantly
affect these estimates and the resulting fair values. Derived fair value estimates cannot
necessarily be substantiated by comparison to independent markets and, in many
cases, could not be realized in an immediate sale of the instruments.

The following methods and significant assumptions have been applied in determining
the fair values of financial instruments:

(i) the fair value of demand deposits and savings accounts with no specific maturity
is assumed to be the amount payable on demand at the balance sheet date;

(i) the fair value of variable rate financial instruments is assumed to approximate
their carrying amounts and, in the case of loans and unquoted debt securities,
does not, therefore, reflect changes in their credit quality, as the impact of credit
risk is recognised separately by deducting the amount of the impairment
allowances from both the carrying amount and fair value;

(a)
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(ii)
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Notes on the Accounts (continued)

BRI F (&)

41.FAIR VALUES OF FINANCIAL INSTRUMENTS (continued) ®&tTENAFEE@

(a) Estimation of fair values (continued)

(iii) the fair value of fixed rate loans and mortgages carried at amortized cost is
estimated by comparing market interest rates when the loans were granted with
current market rates offered on similar loans. Changes in the credit quality of
loans within the portfolio are not taken into account in determining gross fair
values, as the impact of credit risk is recognised separately by deducting the
amount of the impairment loss and allowances from both the carrying amount
and fair value.

(iv) the fair value of unquoted equity investments is estimated, if possible, using
applicable price/earnings ratios for similar listed companies adjusted to reflect
the specific circumstances of the issuers.

(v) the fair value of unlisted open-ended investment funds are estimated using the
net asset value per share as reported by the managers of such funds.

(vi) the fair value of forward exchange contracts and interest rate swaps is estimated
either using broker quotes or by discounting future cash flows. Future cash flows
are estimated based on management’s best estimate of the amount it would
receive or pay to terminate the contract at the balance sheet date taking into
account current market conditions and the current creditworthiness of the
counterparties. The discount rate used is a market rate for a similar instrument at
the balance sheet date. The fair value of an option contract is determined by
applying the Black-Scholes option valuation model. Inputs are based on market
related data at the balance sheet date.

(b) Fair value

All financial instruments are stated at fair value or carried at amounts not materially
different from their fair values as at 31st December 2005 and 2004, except for held-
to-maturity investments as set out in Note 27.
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Notes on the Accounts (continued)

AR M at (48 )

42.0OFF-BALANCE SHEET EXPOSURES X¥ESEXRIINNIEE

(a) Contingent Liabilities and Commitments (a) RABBRERE
The following is a summary of the contractual amounts of each significant class of AT BBIRS N B ERAEAEEZHERINE OB
contingent liabilities and commitments: BHE
The Group £E The Bank 817
2005 2004 2005 2004
HK$000 B%Fx HK$'000 BT HKS$'000 E¥Fx HK$'000 BT
Direct credit substitutes HEGERER 4,839,458 5,375,979 4,813,652 5,345,427
Transaction-related contingencies HR5HBNSAEE 805,458 486,028 805,458 486,028
Trade-related contingencies HESEMNENER 1,908,453 2,501,087 1,836,780 2,450,532
Other commitments with
an original maturity of: HAhEdE -
under 1 year or which [REIEA DR 145
are unconditionally cancellable AT ARG EUH 32,104,801 27,786,426 31,498,363 27,162,592
1 year or over JREEIBE 15U | 9,547,330 8,136,611 9,471,136 8,037,046
Others Efty - = - =
49,205,500 44,286,131 48,425,389 43,481,625
Contingent liabilities and commitments are credit-related instruments which include SRBEREERSEFEESHENTA  BEA
acceptances, letters of credit, guarantees and commitments to extend credit. The NRHEENARLRE « FAZ - BREMEA
contractual amounts represent the amounts at risk should the contract be fully drawn NIE - BHEEREEANEEERIER
upon and the client default. Since a significant portion of guarantees and commitments FREABFTAERKRAEEE - HNBHERE
is expected to expire without being drawn upon, the total of the contract amounts R RIE R R B 5 8RR & 7 R AR ER BT 8
do not represent expected future cash flows. B SRRBETTRRMEARTRASTE -
(b) Derivatives (b) $TETH
Derivatives refer to financial contracts whose value depends on the value of one or PTHETARIER— RS HEERNEENIEHE
more underlying assets or indices. BEEEENTBEH
The following is a summary of the notional amounts of each significant type of AT REBRRITOSRTET AT ERHFIN
derivative for the Group and the Bank: BEBERE -
The Group £
2005 2004
Trading Non-trading Total Trading Non-trading Total
25 ESY] a8 25 #R5 &5
HK$'000 #%F7  HK$'000 B%Fx  HKS'000 B%Frw  HK$'000 B%Fr  HKS'000 B¥TFr  HK$'000 BT
Exchange rate contracts ExE4
Forwards and futures RER SRS 6,100,557 47,516 6,148,073 6,024,580 125,128 6,149,708
Swaps RS 10,208,343 4,731,415 14,939,758 2,295,831 4,575,930 6,871,761
Options purchased BEASRE 1,919,939 - 1,919,939 1,724,476 - 1,724,476
Options written hit B 1,846,209 - 1,846,209 1,635,863 - 1,635,863
Interest rate contracts Mxat
Forwards and futures RER SRS 175,000 - 175,000 235,000 - 235,000
Swaps BERS 443,092 30,398,820 30,841,912 856,308 15,236,381 16,092,689
Options purchased BAME - 116,326 116,326 - - -
Equity contracts DL
Forward and futures BHRSREE - - - 49,851 - 49,851
Options purchased BAME 171,154 - 171,154 442,062 - 442,062
Options written it 113,816 - 113,816 442,062 - 442,062
20,978,110 35,294,077 56,272,187 13,706,033 19,937,439 33,643,472
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AR M at (48 )

42.OFF-BALANCE SHEET EXPOSURES (continued) BESBEXRUNMER @

(b) Derivatives (continued)

(b) FTETEA (@)

The Bank #77
2005 2004
Trading Non-trading Total Trading Non-trading Total
25 ¥x5 Ft 25 #RX5 as
HK$'000 %7  HK$'000 B%Fx  HK$'000 %Tx  HK$'0003%Fr  HK$'000 B%Fr  HK$'000 AHT
Exchange rate contracts Exa4)
Forwards and futures BERHREE 6,103,659 - 6,103,659 6,038,207 - 6,038,207
Swaps BERS 10,208,343 4,519,308 14,727,651 2,295,830 4,505,270 6,801,100
Options purchased EASRE 1,919,939 - 1,919,939 1,724,476 - 1,724,476
Options written it 1,846,208 - 1,846,208 1,635,863 - 1,635,863
Interest rate contracts GESSHY
Forwards and futures BERHREE 175,000 - 175,000 235,000 - 235,000
Swaps BERS 443,092 30,049,841 30,492,933 856,308 15,275,252 16,131,560
Equity contracts DL
Forwards and futures BHRHREE - - - 49,851 - 49,851
Options purchased BEASE 171,154 - 171,154 442,062 - 442,062
QOptions written Shit g 113,816 - 113,816 442,062 - 442,062
20,981,211 34,569,149 55,550,360 13,719,659 19,780,522 33,500,181

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 B RBASEMERITHEINE - FIR KA
Eig#ETHE  EY  RH RS ZME
& BETANERSRIEEAERIIRTK
R HE - B TRKRAAREREEE

A EEB BERUINABNEEKRAREER
R INREERRAA T ;B BRI AR A RIS F R
LHNTE

The Group £E The Bank 17

2005

2004 2005 2004

HK$'000 %+t HKS$'000 ¥ Tt HKS'000 E¥%Fx HK$'000 BT

Replacement costs BERAK
Exchange rate contracts EXEH 110,839 341,582 110,839 340,773
Interest rate contracts QES=ED) 621,426 917,485 619,651 917,485
Options purchased AR
— exchange rate contracts —EXEH 5,180 2,294 5,180 2,294
— equity contracts —BRHEL 980 2,952 980 2,952
738,425 1,264,313 736,650 1,263,504
Credit risk weighted amounts
Contingent liabilities and EE BRI
commitments RAR ERANE 9,271,093 8,822,965 9,234,078 8,790,759
Exchange rate contracts EXEH) 97,542 173,643 96,516 172,731
Interest rate contracts QES=ED) 343,102 204,136 342,088 204,136
Equity contracts RAEHL 6,990 21,538 6,990 21,538
9,718,727 9,222,282 9,679,672 9,189,164
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Notes on the Accounts (continued)

AR M at (48 )

(b) Derivatives (continued) (b) PTETIE (&)

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.

The following table provides an analysis of the notional amounts of derivatives of the
Group by relevant maturity grouping based on the remaining periods to settlement
at the balance sheet date.

TRINLEERBRUINZ ZHE L EEE
B BEERAREERBRINERE - EBKA
RRAXTEEERRINESRE - ZFHERIK
BRESCHEERETHNREATKNEER
Whag R IR H b SR 1T A A AR A B HA S M 2R e
1EEI M EL Y - AR BRAVEFANER
INER0%ZE100% * MER - BRDRFIEEL
BIFH0%Z50%

EERARIEEBRARTSEENEZER
MBEEENSHORAE  TREAEHZESH
MEEHMEERR o FERRINEREEERGR
TIRBID MR =FTE A ZRER -

TRAOWAEBE BAEE - RIBEBEIHHR
BRZNREENRAMITETRANEER
o

The Group £
Notional amounts with remaining life of HE RN 2E8E
2005 2004
Tyear  Over1year Tyear  Over 1 year
orless  to5years Over5years Total o less to5years  Over 5 years Total
1EIUT  1FNLEESE SERE &8 1EPHT  1ENEESE SERE &%
HK$'000 HKS'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EBTR E8TR BT E8TR BRI BBTTL BRI BBTTL
Interest rate derivatives MEHETR 17,364,789 | 12423936 | 1344513 | 31133238 2,690,288 13,006,514 630,887 16,327,689
Currency derivatives EHTETA 24,473,610 380,369 - | 24853979 11546537 4835271 - 16,381,808
Other derivatives HfhfTETA 284,970 - - 284,970 933,975 - - 933,975
42,123,369 | 12,804,305 | 1344513 | 56,272,187 15170800 17,841,785 630,887 33643472
The Bank 17
Notional amounts with remaining life of H&HRH 24 E
2005 2004
1year Over1year Tyear  Over 1 year
orless  to5years Over5years Total o less to5years  Over 5 years Total
1EIUT  1FNLEESE SERE &8 1EPHT  1ENEESE SERE &%
HK$'000 HKS'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EBTR E8TR BT E8TR BETT BBTTL BETT BBTTL
Interest rate derivatives MEFTETR 17,403,564 | 11,997,406 | 1,266,963 | 30,667,933 2,729,159 13,006,514 630,887 16,366,560
Currency derivatives E%ETE 24,217,088 380,369 - | 24597457 11364375 4835271 - 16,199,646
Other derivatives HfhfTETA 284,970 - - 284,970 933,975 - - 933,975
41,905,622 | 12,377,775 | 1,266,963 | 55550,360 15027509 17,841,785 630,887 33,500,181
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42.OFF-BALANCE SHEET EXPOSURES (continued) BESBEXRUNMER @

(c) Capital Commitments () BAEE
Capital commitments outstanding at 31st December and not provided for in the M2 A31 B ARENEL RERRIBRIREEER
accounts were as follows: BAREENT
The Group £8 The Bank 17
2005 2004 2005 2004

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

Expenditure authorised

and contracted for BREXHIEED 323,706 336,316 269,301 324,190
Expenditure authorised
but not contracted for BREX M ERELD 300,863 276,331 101,459 260,931
624,569 612,647 370,760 585,121
(d) Operating Lease Commitments (d) HEREAE
At 31st December, 2005, the total future minimum lease payments under non- 2005612 A318 - FERAIREHRG ST E
cancellable operating leases are payable as follows: A RRREEMNEEFIEEELT ¢
The Group £8 The Bank 17
2005 2004 2005 2004

HK$'000 B%Fx  HK$'000 BHE T HKS'000 E¥Fx HK$'000 #HFit

Properties UE
Within one year TFHAR 144,206 97,782 110,655 107,524
After one year but
within five years 1 Z5FRK 245,362 121,955 177,422 127,592
After five years SELAE 99,268 41,368 61,348 53,984
488,836 261,105 349,425 289,100
Equipment B
Within one year 1E AR 3,475 1,776 1,602 788
After one year but
within five years 1FE5FR 7,19 2,645 3,290 1,396
After five years SELATR 345 4 - 4
11,014 4,425 4,892 2,188
The Group and the Bank lease certain properties and equipment under operating SERRITUSSHE R ATBARE LY ZNER
leases. The leases run for an initial period of one to twenty five years, with an option 1% - MEFHH1F225F - JHREBED
to renew the lease when all terms are renegotiated. Lease payments are usually BEMERESZ - HENREBERETEA
adjusted annually to reflect market rentals. None of the leases includes contingent BURMTEERS - IAEQOL N ERER
rentals. G O
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Notes on the Accounts (continued)

RIER F (&)

(e) BERIBEFURIE
BEBEATRELSRIBER S OFEHRE

(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 B BIERIBEFBEENRESER o FiE
agreements. The reserve funds are available to the purchasers to cover any losses or eRAEREBREERBREERSENERR
cash flow shortfalls that result from both credit risk and basis risk with respect to the MERBEMEZE(MERIREREZ ZER
loans sold and to protect the purchasers in the event that they have to appoint a RERBEZASTZREHEMA o
substitute servicer.

ZERBERARTEERIRPTREER
AT AEEERR - IRBEEREETA
BWBSURENBEE R BRI MBEE ATRE
REARE  PRARE  BENRFERESFE -

The Group and The Bank
SEERRT
2005 2004
HK$'000 &% Tt HK$'000 BT

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.

Held-to-maturity debt securities REIHEBES - 23,473
Accrued interest and other accounts REtF 8 R ARIE 17,841 74,663
17,841 98,136

43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT 4SREBE&RERMT

(a) Purchase of Subsidiaries (a) WEEMBAR

2005 2004
HK$'000 &% Tt HK$'000 BT
Net assets acquired BEANFEE
Cash and balances with banks and
other financial institutions RekEHEe 3,054 791
Advances and other accounts less provisions BkRER 2 ERREMRR 8,657 118,664
Fixed assets EEEE 1,927 568
Other accounts and provisions H (i BRTE R 2 (47,321) (17,751)
Deferred tax EERIE - (117)
Minority interests DY R (975) -
(34,658) 102,155
Goodwill arising on consolidation IRIBRARELNEE 51,593 220,035
Total purchase price AR X HEEAE 16,935 322,190
Less: cash and cash equivalents acquired W BANR e RERBREEE (3,054) (791)
Cash flow on acquisition net of cash acquired WEEH B A RIR @ HFRE 13,881 321,399
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Notes on the Accounts (continued)

BRI F (&)

43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (continued)

GEBEERERMT @

(b) Cash and Cash Equivalents

(i)  Components of cash and cash equivalents in the consolidated cash flow statement

(b) RERZFREER
() ERARSRBRNRLREANLER

HIAR X EB
2005 2004
HK$'000 &% Tt HK$'000 &%+t
Cash and balances with banks and B RIERITREAD
other financial institutions (Note 20) S RE ST (320 4,525,587 3,655,593
Placements with banks and other JRAERRR 318 A LAR
financial institutions with original FEIRIT R A S B E
maturity within three months 07EE 43,161,632 33,390,951
Treasury bills with original maturity JRZANEARR 43318 A LA
within three months HBlE &% 4,557,967 3,484,728
Certificates of deposit held with JRZANEARR 43318 A LA
original maturity within three months 2B RE 38,776 673,063
52,283,962 41,204,335

(i) Reconciliation with the consolidated balance sheet

(i) BHEEEEEABRNLRE

2005 2004
Restated Z3f
HK$'000 &% Tt HK$'000 &%+t
Cash and balances with banks and Re RERITREM
other financial institutions (Note 20) S RIENET (20 4,525,587 3,655,593
Placements with banks and other ERITREMS RIS
financial institutions (Note 21) MER (fEE21) 45,347,255 42,083,406
Treasury bills and certificates of deposit held BlEER KA TNE
— trading assets (Note 23) —RFBABEE (H723) 1,494,650 1,199,803
— designated at fair value through —EERBERN R
profit or loss (Note 24) RFEE (f24) 94,290 -
— advances and other accounts (Note 25) — B R EAMARIE (FiFE25) 38,775 =
— other non-trading —Hi R 5% - 3,756,279
— available-for-sale (Note 26) — A E (H5E26) 4,198,487 -
— held-to-maturity (Note 27) — 235 (H27) 1,369,764 1,461,861
7,195,966 6,417,943
Amounts shown in the consolidated TR BERER
balance sheet HENSTE 57,068,808 52,156,942
Less: amounts with an original R RAHR 318 A
maturity of beyond three months VA ERZER (4,784,846) (10,952,607)

Cash and cash equivalents in the
consolidated cash flow statement

EGRBSRERANERSE
FERBEIAR

52,283,962 41,204,335
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Notes on the Accounts (continued)

RIER F (&)

44.LOANS TO OFFICERS {THABER

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:

RIBE B (R AIERD) 55161B5(4B) R (4C) 5K
T ATITBRABZEREERMAOT

2005 2004
HK$°000 &% T 7t HK$'000 &% Tt

Aggregate amount of relevant BEEFN12A3186
loans outstanding at 31st December KRR
By the Bank HERTTE 956,321 1,185,747
By subsidiaries mE R RS - -
956,321 1,185,747
The maximum aggregate amount
of relevant loans outstanding FEABHERZ
during the year RefERER
By the Bank RRITE L 1,706,677 1,884,055
By subsidiaries LY e - -
1,706,677 1,884,055

There was no interest due but unpaid nor any impairment allowance made against
these loans at 31st December, 2005.

45.MATERIAL RELATED PARTY TRANSACTIONS RIE,ATHEARS

2005612 A318  BBEBHARERNFS © I8
REUZEE TR HRER -

The Group maintains certain retirement benefit schemes for its staff as per Note 2(q)
(iii). In the year 2005, the total amount of contributions the Group made to the
schemes was HK$69,567,000 (2004: HK$66,581,000).

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 is interest free shareholder’s advance extended to one (2004: two)
associate amounting to HK$9,200,000 at 31st December, 2005 (2004:
HK$10,740,000), 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.

AEEAEB B IRHEFLRNREE - WE
RHEE2(0)i IR E = M2005FR - AEELE
LE B M R AR BUA B 69,567,000 (2004
F : B%66,581,0007T) °

NEEHREFEMATETZERS © BEALT
BIEHARR] TBTHABREERFE
RZEEATFRGINARSREAEEATE
AT - BERGEEETELEATFRR
RIOPHREEE - BRATTE T —H(Q004F: =
)& AR R ERERERIN © HR2005412
F31B##E#A8%9,200,0007T (20044 : i
#10,740,0007T) * BRELDASD - FREGERREE
AR - HRRE—RRESERKFEZESE
ERIERRIRE °
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BRI F (&)

45.MATERIAL RELATED PARTY TRANSACTIONS (continued) BB ALTHEARR S @)

The interest received from and interest paid to the Group’s related parties for the H20054F » ZRS B RARE A L PTUCER B ST 5
year, outstanding balances of amounts due from and due to at the year end and fbPIEIFIE - RAE200545 12 A31 H EARE A /)
maximum outstanding balance of amount due from and due to them during the RARBR A LTERIE - REFE AR
year are aggregated as follows: TEm R AR R A TR &S RIAR AL
s @
Key management
personnel Subsidiaries Associates
TEEEAR WEAR BELR
2005 2004 2005 2004 2005 2004

HKS'000 B%Fx  HKS'000 % HK$'000 #¥Fx  HK$'000 %+  HKS'000 B%Fx  HKS'000 % T

Interest income MEHA 90,039 72,115 28,405 36,753 6,096 4,206

Interest expense ME X 55,986 9,110 526,256 233,997 2 6

Amounts due from BEALHRT 3,094,326 2,280,834 1,728,817 2,055,864 169,014 229,386

Amounts due to REEANTHIFIE 2,809,550 1,449,645 9,852,377 10,362,683 2,570 1,657

Maximum amounts due from ~ BEALHSEERH 4,121,724 3,954,596 2,248,714 2,319,249 311,682 303,211
REEALH

Maximum amounts due to BRnA 4,624,824 1,723,471 10,244,212 10,398,807 - -

46.EQUITY COMPENSATION PLANS R @&t

The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank RITHERAEE E R BIRANTTES S AR
may at its discretion grant to any employees, including Executive Directors and Chief BFEERRETER 2 EAES - BRENTE
Executive, of the Group options to subscribe for shares of the Bank. The options may ERITBHEE - ARBATTIRND o RIRIERITT
be exercised during the period beginning on the first anniversary of the Date of FEHRARTENE 1 AFRRERTENES
Grant and ending on the fifth anniversary of the Date of Grant. All options were B IE o PR RIREABERERAED -

granted for nil consideration.

(a) Particulars of Share Options (a) RREEZEE

Exercise Price

Date of Grant Vesting Period Exercise Period Per Share
BTFEH AR 1765 BRITEE
HK$ &%

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
03/5/2005 03/5/2005 — 02/5/2006 03/5/2006 — 03/5/2010 22.95
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Notes on the Accounts (continued)

AR M at (48 )

(b) Movement of Share Options (b) FREZ2H
2005 Number of Share Options
RREHE
Outstanding Outstanding
Date of Grant at 1/1/2005 Granted Exercised Lapsed at 31/12/2005
#2005F1H1H8 2005512 A31A8
Sk i) R AT 2RF [EXg:d BAM i RATFE
20/4/2000 1,480,000 - 1,453,000 27,000 -
19/4/2001 2,185,000 - 170,000 - 2,015,000
18/4/2002 2,795,000 - 510,000 - 2,285,000
02/5/2003 8,570,000 - 2,300,000 - 6,270,000
22/4/2004 15,045,000 - 65,000 630,000 14,350,000
03/5/2005 - 16,410,000 - 420,000 15,990,000
Total %8 30,075,000 16,410,000 4,498,000 1,077,000 40,910,000
2004 Number of Share Options
R A

Outstanding Outstanding
Date of Grant at 1/1/2004 Granted Exercised Lapsed at 31/12/2004
120041818 20044128318
RTHH HARTTE BERT Bt BAM AT
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 4278 26,484,000 15,495,000 11,264,000 640,000 30,075,000

(c) No share options were cancelled during the years ended 31st December, 2005 and ~ (c) #Z2005%20044 12 A31BFERILARERK
2004. PR LS o
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BRIEM L ()

46.EQUITY COMPENSATION PLANS (continued) B3 #{E 5+ & @@

(d) Details of Share Options Exercised (d) BATERREFES
Number of Share Options
RREHE
Exercise Period Date of Grant
1T{EHA R EoSil=h ] 2005 2004
January 1A 21/4/1999 - 13,000
20/4/2000 181,000 298,000
19/4/2001 20,000 20,000
18/4/2002 - 55,000
02/5/2003 330,000 -
February 2 A 21/4/1999 - 87,000
20/4/2000 136,000 379,000
19/4/2001 50,000 110,000
18/4/2002 - 70,000
02/5/2003 150,000 -
March 38 21/4/1999 - 155,000
20/4/2000 538,000 321,000
19/4/2001 40,000 80,000
18/4/2002 295,000 120,000
02/5/2003 480,000 -
April 48 21/4/1999 - 193,000
20/4/2000 576,000 151,000
19/4/2001 - 190,000
18/4/2002 - 20,000
02/5/2003 70,000 -
May 54 21/4/1999 - 288,000
20/4/2000 22,000 50,000
19/4/2001 - 30,000
18/4/2002 20,000 40,000
02/5/2003 75,000 1,655,000
June 6 A 20/4/2000 - 73,000
19/4/2001 - 155,000
18/4/2002 - 65,000
02/5/2003 150,000 795,000
July 78 20/4/2000 - 39,000
18/4/2002 - 20,000
02/5/2003 125,000 445,000
August 8 5 20/4/2000 - 92,000
19/4/2001 60,000 100,000
18/4/2002 35,000 40,000
02/5/2003 205,000 330,000
22/4/2004 65,000 -
September 94 20/4/2000 - 49,000
18/4/2002 60,000 35,000
02/5/2003 100,000 275,000
October 108 20/4/2000 - 85,000
19/4/2001 - 15,000
18/4/2002 60,000 20,000
02/5/2003 200,000 360,000
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Notes on the Accounts (continued)
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Number of Share Options

RBREHE
Exercise Period Date of Grant
TS~ ®FHH 2005 2004
November 114 20/4/2000 - 236,000
19/4/2001 - 90,000
18/4/2002 - 75,000
02/5/2003 145,000 1,315,000
December 12 A 20/4/2000 - 445,000
19/4/2001 - 460,000
18/4/2002 40,000 95,000
02/5/2003 270,000 1,230,000
4,498,000 11,264,000

47.NON-ADJUSTING POST BALANCE SHEET EVENTS BERABNEESBERBESH

After the balance sheet date the directors proposed a final dividend. Further details
are disclosed in Note 15(a).

48.COMPARATIVE FIGURES LLEE=F

EXNAERBERARBRRIKE - FEE
FERTEES(@)FIRE -

Certain comparative figures have been adjusted or reclassified as a result of the changes
in accounting polices. Further details are disclosed in Note 3.

49.ACCOUNTING ESTIMATES AND JUDGEMENTS &3Hhst % HI 8

BN EFTHREE - A THLRETEE AL
NN o FHBEEMRFERE -

The preparation of accounts requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of these accounts and the reported amounts of
revenues and expenses for the years presented. Changes in assumptions may have a
significant impact on the accounts in the periods where the assumptions are changed.
The application of assumptions and estimates means that any selection of different
assumptions would cause the Group'’s reporting to differ. The Group believes that
the assumptions that have been made are appropriate and that the financial statements
therefore present the financial position and results fairly, in all material respects.

Management discussed with the Audit Committee the development, selection and
disclosure of the Group’s significant accounting policies and estimates and the
application of these policies and estimates.

EREAEENIRIAR - EEENAFLET
SRLERBNAE - HRELEREESHE
MEREBERBBEFRBEFENOEAMERE -
R TFAERE T @RS FEARA R
CREATENGFERE  AREEE LS
RIE (BRI Re 1R A s iR RIEE £
BEAYE - RANSREMGTER - 548%
EEATRNRE AEEMRENEHES
BRTR - AEERA - AREEEHEER
E - AERBEZER - ARENPHER
BREA F i RRAS & BB BUIR AN ZEAR
EEECDEHERZEERNENAREERS
FTBCE RAERTAVEIE SRR - AR E
BER R AEFTRORER
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Notes on the Accounts (continued)
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49.ACCOUNTING ESTIMATES AND JUDGEMENTS &3t st & HI 8

(a) Key Sources of Estimation Uncertainty

Notes 30, 36 and 41 contain information about the assumptions and their risk factors
relating to goodwill impairment, fair value of share options granted and fair values of
financial instruments. Other key sources of estimation uncertainty are as follows:

(i) Impairment losses

Loans and advances

Loan portfolios are reviewed periodically to assess whether impairment losses
exist. The Group makes judgement as to whether there is any objective evidence
that a loan portfolio is impaired, i.e. whether there is a decrease in estimated
future cash flows. Objective evidence for impairment includes observable data
that the payment status of borrowers in a group has adversely changed. It may
also include observable data that correlate with defaults on the assets in the
Group. If management has determined, based on their judgement, that objective
evidence for impairment exists, expected future cash flows are estimated based
on historical loss experience for assets with similar credit risk characteristics.
Historical loss experience is adjusted on the basis of the current observable data.
Management reviews the methodology and assumptions used in estimating future
cash flows regularly to reduce any difference between loss estimates and actual
loss experience.

Available-for-sale equity investments

The Group determines that available-for-sale equity investments are impaired
when there has been a significant or prolonged decline in the fair value below its
cost. The determination of when a decline in fair value below its cost is not
recoverable within a reasonable time period is judgmental by nature, so profit
and loss could be affected by differences in this judgement.

(b) Critical Accounting Judgements in Applying The Group’s Accounting Policies

Certain critical accounting judgements in applying the Group’s accounting policies
are described below:

(i) Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention and
ability to hold to maturity as held-to-maturity investments. In making this
judgement, the Group evaluates its intention and ability to hold such investments
till maturity.

If the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.
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Notes on the Accounts (continued)

HRIEH L ()

(i) Investment property

The Group has temporary sub-let a vacant premises but has decided not to
treat this property as an investment property because it is not the Group’s
intention to hold this property in the long-term for capital appreciation or rental
income. Accordingly, this property is still treated as an item of building held for
own use.
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50.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED BUT

NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2005

EEBE2005F12A31B L FEA D FEERERNETT - HIBRERFRRATRELNTE

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments, new standards and interpretations which are not yet effective for the
year ended 31st December, 2005 and which have not been adopted in these
accounts.

In addition, the Hong Kong Companies (Amendment) Ordinance 2005 came into
effect on 1st December, 2005 and would be first applicable to the Group’s accounts
for the period beginning 1st January, 2006.

The Group is in the process of making an assessment of what the impact of these
amendments, new standards and new interpretations is expected to be in the period
of initial application. So far it has concluded that:

HKFRS 7, “Financial instruments: disclosures”, requires more detailed qualitative
and quantitative disclosure primarily on fair value information and risk
management, thus it would only affect the level of details in the disclosure of
the financial information, and would not have financial impact nor result in a
change in the Group’s accounting policies. HKFRS 7 will be effective for
accounting periods beginning 1st January, 2007.

The amendments to HKAS 1, HKAS 27 and HKFRS 3 made as a result of the
Hong Kong Companies (Amendment) Ordinance 2005 are not applicable to
any of the Group's operations and that the adoption of the remainder is unlikely
to have a significant impact on the Group’s result of operations and financial
position.
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