NOTES ON THE ACCOUNTS
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. PRINCIPAL ACTIVITIES FEX7%

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

. SIGNIFICANT ACCOUNTING POLICIES FE&: X
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Statement of Compliance

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

The HKICPA has issued certain new and revised HKFRSs that are first effective or
available for early adoption for the current accounting period of the Group and the
Bank. The adoption of these new and revised HKFRSs did not result in significant
changes to the Group’s and the Bank'’s accounting policies applied in these accounts
for the years presented.

Basis of Preparation of the Accounts

The accounts for the year ended 31st December, 2006 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.
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Notes on the Accounts (continued)

HRIEM L ()

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 48.

(c) Basis of Consolidation

()

Subsidiaries and minority interests

The consolidated accounts include the accounts of the Bank and all its subsidiaries
made up to 31st December each year. Subsidiaries are entities controlled by the
Group. Control exists when the Group has the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. In assessing
control, potential voting rights that presently are exercisable are taken into account.

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

Minority interests represent the portion of the net assets of subsidiaries attributable
to interests that are not owned by the Bank, whether directly or indirectly through
subsidiaries, and in respect of which the Group has not agreed any additional
terms with the holders of these interests which would result in the Group as a
whole having a contractual obligation in respect of those interests that meet the
definition of a financial liability. 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
interests 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, its investments in subsidiaries are 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).
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Notes on the Accounts (continued)

RRIEN A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

2. SIGNIFICANT ACCOUNTING POLICIES (continued) E*EE5TEUE @)
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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 is the carrying amount of the investment under equity method
together with the Group’s 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 unrealised 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)).

(d) Translation of Foreign Currencies

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

Non-monetary assets and liabilities that are measured in terms of historical cost in a
foreign currency are translated into Hong Kong dollars 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 less losses from trading securities
or financial instruments designated at fair value through profit or loss. All other
exchange differences relating to monetary items are presented as gains less losses
from dealing in foreign currencies in the profit and loss account.

The results of foreign operations are translated into Hong Kong dollars at the exchange
rates approximating the foreign exchange rates ruling at the dates of the transactions.
Balance sheet items, including goodwill arising on consolidation of foreign operations
acquired on or after 1st January, 2005, are translated into Hong Kong dollars at the
foreign exchange rates ruling at the balance sheet date. The resulting exchange
differences are recognised directly in a separate component of equity. Goodwill arising
on consolidation of a foreign operation acquired before 1st January, 2005 is translated
at the foreign exchange rate that applied at the date of acquisition of the foreign
operation.

On disposal of a foreign enterprise, the cumulative amount of the exchange differences
which relate to that foreign enterprise is included in the calculation of the profit or
loss on disposal.
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(e) Revenue Recognition (e) AR

Provided it is probable that 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 on an accruals basis 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 in the present value of impaired loans due to
the passage of time is reported as interest income.

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 is incurred and is accounted for as interest income.

Origination or commitment fees received/paid 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 a straight-line basis over the commitment
period.

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

FESHER@®

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.

(f) Financial Instruments

@)

(ii)
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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 of the financial asset or issue of the 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 purchase
or sale of financial assets is recognised using trade date accounting. From this
date, any gains and losses arising from changes in fair value of the financial
assets or financial liabilities at fair value through profit or loss are recorded.

Categorisation
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 excludes 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.
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Notes on the Accounts (continued)
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Financial instruments are designated at fair value through profit or loss upon
initial recognition when:

— the assets or liabilities are managed, evaluated and reported internally on a
fair value basis;

— the designation eliminates or significantly reduces an accounting mismatch
which would otherwise arise;

— theasset or liability contains an embedded derivative that significantly modifies
the cash flows that would otherwise be required under the contract; or

— the separation of the embedded derivatives from the financial instrument is
prohibited.

Financial assets and financial 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 as
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 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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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
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Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity which 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 losses, 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 securities 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 losses, 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, gains or losses on disposal
include the difference between the net sale proceeds and the carrying value, and
the accumulated fair value adjustments which are released from the investment
revaluation reserve.

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 there is no publicly available latest traded price nor a quoted market price on a
recognised stock exchange or a price from a broker/dealer for non-exchange-
traded financial instruments, 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.
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(iv)

(v)
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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.

Derecognition

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.

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

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

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 set off 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 (i) above.

(g9) Hedging

@)

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 derivative financial
instrument in relation to the hedged risk is recognised directly in equity.

(iv)

v)

(vi
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Notes on the Accounts (continued)

RRIEN A ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FESHER@®

(ii)

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.

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.

The Group currently does not use hedging accounting.

(h) Properties

@)

(ii)
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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, 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, 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 HKAS 16 “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 income
statement. Rental income from investment property is accounted for as described
in Note 2(e).
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Notes on the Accounts (continued)

HRIEM L ()

(iii)

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

(i) Amortisation and Depreciation

(0]

@)

(ii)

Bank premises

Freehold land is not amortised. Leasehold land held for own use under an
operating lease, the fair value of which cannot be measured separately from the
fair value of a building situated thereon at the inception of the lease, is accounted
for as being held under a finance lease. Leasehold land is amortised on a straight
line basis over the remaining term of the lease. Buildings are depreciated on a
straight line basis at rates calculated to write off the cost or valuation of each
building over its estimated useful life of 50 years or the remaining lease period of
the land on which it is situated, whichever is the shorter.

Investment properties are not depreciated.

Other fixed assets

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

Goodwill

Goodwill represents the excess of the cost of a business combination or an investment
in an associate over the Group’s interest in the net fair value of the acquiree’s identifiable
assets, liabilities and contingent liabilities.

Goodwill is stated at cost less any accumulated impairment losses. Goodwiill is allocated
to cash-generating units and is tested annually for impairment (Note 2(k)). In respect
of associates, the carrying amount of goodwill is included in the carrying amount of
the interest in the associates.
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Notes on the Accounts (continued)

RRIEN A ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued) EE&FTEX @
Any excess of the Group’s interest in the net fair value of acquiree’s identifiable assets, ERFEAMSIRERE QAR - EAKEEN
liabilities and contingent liabilities over the cost of a business combination or an WEENRIHRIEE AERIBEENR
investment in an associate is recognised immediately in the profit and loss account. FRERRKAE - BHOSEEEERER

R o

On disposal of a cash generating unit, or an associate during the year, any attributable EFEAHEE —ReEESEMIME DT
amount of purchased goodwiill is included in the calculation of the profit and loss on AEHERMNKH AR EEEARENS
disposal. o

(k) Impairment of Assets (k) BEERERLX
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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 (i.e. the effective
interest rate computed at initial recognition of these assets.) 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.

The group first assesses whether objective evidence 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 own 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.
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Notes on the Accounts (continued)

RRIEN A ()

(ii)

(iii

=

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. A
reversal of impairment losses is limited to the loans and receivables’ carrying
amount that would have been determined had no impairment loss been
recognised in prior years.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.

Held-to-maturity investments

Impairment on held-to-maturity investments is considered at both an individual
and collective level. The individual impairment allowance is measured as the
difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at asset’s original effective interest rate, where the
effect of discounting is material.

All significant assets found not to be individually impaired are then collectively
assessed for any impairment that has been incurred but not yet identified. Assets
that are not individually significant are then collectively assessed for impairment
by grouping together financial assets with similar risk characteristics.

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.

Available-for-sale financial assets

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.

(i)

(iii)
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Notes on the Accounts (continued)

RRIEN A ()

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FESHER@®

(iv)
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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 equity securities and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset, where
the effect of discounting is material.

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

— goodwill; and
— intangible assets

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).
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Notes on the Accounts (continued)

RRIEN A ()

(v)

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 goodwill 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 recognized.

Interim financial reporting and impairment

Under the Rules Governing the Listing of Securities on the Stock Exchange of
Hong Kong Limited, the Group is required to prepare an interim financial report
in compliance with HKAS34, Interim financial reporting, in respect of the first six
months of the year. At the end of the interim period, the Group applies the same
impairment testing, recognition, and reversal criteria as it would at the end of
the year. (Note 2(k)(i) to (iv))

Impairment losses recognised in an interim period in respect of goodwill and
available-for-sale equity securities carried at cost are not reversed in a subsequent
period. This is the case even if no loss, or a smaller loss, would have been
recognised had the impairment been assessed only at the end of the year to
which the interim period relates.

(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.

@)

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).
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Notes on the Accounts (continued)
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SIGNIFICANT ACCOUNTING POLICIES (continued)

FESHER@®

(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.

(m) Repossession of Assets

(n)
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In the recovery of impaired loans and advances, the Group may take possession 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 their carrying amount
will be recovered through a sale transaction rather than through continuing use and
the assets are available for sale in their present condition. Related loans and advances
are then written off.

Repossessed assets are recorded at the lower of the amount of the related loans and
advances and fair value less costs to sell at the date of exchange. They are 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.
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Notes on the Accounts (continued)

HRIEM L ()
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(iii) Deferred tax assets and liabilities arise from deductible and taxable temporary (i) BEFBEERBESEARNTERTEDN

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.

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.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) E*EE5TEUE @)
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(iv) 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 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:

— in the 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.

(o) Insurance Reserves and Provisions for Outstanding Claims

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

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

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

These reserves and provisions are classified as other accounts and provisions.
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Notes on the Accounts (continued)
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(p) Provisions and Contingent liabilities (p) EERIARERE

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

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

(q) Employee Benefits

(i) Salaries, bonuses and leave benefits

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

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.

(i) Performance-related bonus plan

Liabilities for performance-related bonus plan, which are due wholly within twelve
months after the balance sheet date, are recognised when the Group has a
present legal or constructive obligation as a result of services rendered by
employees and a reliable estimate of the obligation can be made.

Retirement benefits

(iii

=

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.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FESHER@®

(iv)

116  The Bank of East Asia, Limited Annual Report 2006

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 the terms and conditions upon which the options were
granted. Where the employees have to meet vesting conditions before becoming
unconditionally entitled 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 amount recognised in capital reserve is retained 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)

(iv)
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Notes on the Accounts (continued)
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(r)

(s)

(t)

Related Parties

For the purposes of these accounts, a party is considered to be related to the Group
if:

(i) The party has the ability, directly or indirectly through one or more intermediaries,
to control the Group or exercise significant influence over the Group in making
financial and operating policy decisions, or has joint control over the Group;

(i) The Group and the party are subject to common control;
(iii

(iv

=

The party is an associate of the Group;

=

The party is a member of key management personnel of the Group, or a close
family member of such an individual, or is an entity under the control, joint
control or significant influence of such individuals;

(v) The party is a close family member of a party referred to in (i) or is an entity under
the control, joint control or significant influence of such individuals; or

(vi)

The party is a post-employment benefit plan which is for the benefit of employees
of the Group or of any entity that is a related party of the Group.

Close family members of an individual are those family members who may be
expected to influence, or be influenced by, that individual in their dealings with
the entity.

Segment Reporting

A segment is a distinguishable component of the Group that is engaged either in
providing services (business segment), or in providing services within a particular
economic environment (geographical segment), which is subject to risks and rewards
that are different from those of other segments.

The Group has chosen business segment information as the primary reporting format
and geographical segment information as the secondary reporting format.

Segment revenue, expenses, results, assets and liabilities include items directly
attributable to a segment and those that can be allocated on a reasonable basis to
that segment. Segment revenue, expenses, assets and liabilities are determined before
intra-group balances and intra-group transactions are eliminated as part of the
consolidation process, except to the extent that such intra-group balances and
transactions are between Group enterprises within a single segment. The allocation
of revenue reflects the benefits of capital and other funding resources allocated to
the business or geographical segments by way of internal capital allocation and fund
transfer mechanisms. Inter-segment pricing is based on similar terms as those available
to other external parties.

Segment capital expenditure is the total cost incurred during the year to acquire
segment assets (both tangible and intangible) that are expected to be used for more
than one year.

Cash and Cash Equivalents

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

2006 2005

HK$'000 B¥F 7  HK$'000 HH# T

Listed securities @S 120,160 103,979
Others Hith 12,745,433 7,702,555
Total interest income per profit and loss account F S 858 (W1 IRSIR) 12,865,593 7,806,534

Included above is interest income accrued on impaired financial assets of
HK$16,357,000 (2005: HK$45,648,000) which includes interest income on effect of
discounting of HK$9,248,000 (2005: HK$4,753,000) (Note 24(b)) for the year ended
31st December, 2006.

UEBERESHEENETF BB
16,357,0007T (20054 : 7&#&45,648,0007T)
Hh e E2006%12 A31 B IHFEEEFURE
Bk 2 | B ISR A% 9,248,0007T (2005
F : 7%4,753,0007T) (Fi3E24(0)) °

4. INTEREST EXPENSE RS2 X% H

2006 2005
HK$'000 B Ft  HK$'000 BE T

Customer deposits, deposits of banks and
other financial institutions and certificates
of deposit issued which are stated

EPEH  RITRAMSRIKE
WEFREBEITERENN S H

at amortised cost (CABE SHAX A3 7,871,506 4,035,540
Interest expense on subordinated notes carried

at amortised cost BEZEROF ST CAEHRATIRR) 126,681 -
Other borrowings HAbfa R 1,771 10,736
Total interest expense per profit and loss account FB X 478 (1B BR5I ) 7,999,958 4,046,276

5. FEE AND COMMISSION INCOME MRBERAEWA

RA TIRBHREE RAEKA
2006 2005

Fee and commission income arises from the following services:

HK$'000 ¥ HK$'000 BT
Corporate services 1R 597,837 477,421
Loans, overdrafts and guarantees R BRRER 300,575 295,346
Credit cards (RS 307,475 236,030
Other retail banking services Hity T ERITIRSG 140,683 134,710
Trade finance EomE 110,713 102,458
Securities and asset management EARREEER 262,245 192,285
Others Hith 179,355 159,750
Total fee and commission income RSB RS KMALRE 1,898,883 1,598,000
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6. NET TRADING PROFITS X 5% 558

2006 2005
HKS$'000 8% Tt HK$'000 BT

Profit on dealing in foreign currencies SNEEEw A 146,222 293,842
Profit on trading securities RHBEEF R 479,545 106,207
(Loss)/profit on other dealing activities HinEEEE (5518) /@A (51,643) 22,122
Interest income on trading assets RHABEENNBBRA

— listed — ki 1,612 1,224

— unlisted —¥Em 32,998 25,226
Interest income on interest rate swaps T2 S MR SHA 656,971 505,690
Interest expense on interest rate swaps FXFHE LT S X H (696,067) (389,255)
Dividend income from listed trading securities R FREEFOREMA 16,522 10,968
Total net trading profits ER 5N AR 586,160 576,024

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

2006 2005
HK$'000 B¥Ft  HK$'000 BT

Net gains FRF 110,322 126,480
Interest income FBBA

- listed — kT 125,423 168,763

- unlisted —3ET 365,947 241,623
Interest expense A EZH (353,719) (579,757)

Dividend income from listed securities EmEFREMA | }Of 345
248,177 (42,546)

8. OTHER OPERATING INCOME Hf#Z& 1k A
2006 2005

HK$'000 B¥Ft  HK$'000 BE T

Dividend income from available-for-sale
financial assets

AHHESREERSKA

- listed —tm 12,856 8,382

- unlisted —3ET 14,645 25,771
Rental from safe deposit boxes RizFERSUA 86,293 85,269
Net revenue from insurance activities (T ON 51,809 88,759
Rental income on properties WERSIA 53,553 43,194
Others Hith 34,446 39,323
Total other operating income S PN 253,602 290,698
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9. OPERATING EXPENSES K& % H

2006 2005
HK$'000 8% HKS$'000 BH¥F T
Contributions to defined contribution plan* h-ClREUNT e 127,460 107,372
Equity-settled share-based payment expenses AR sz 22,067 29,796
Salaries and other staff costs FekHEMETRAK 1,713,721 1,461,300
Total staff costs BIMALE 1,863,248 1,598,468
Premises and equipment expenses excluding
depreciation TRENENYEREREZ S
- Rental of premises —¥ERE 206,425 164,558
- Maintenance, repairs and others —RE - BIEREM 275,489 243,649
Total premises and equipment expenses excluding
depreciation TEENENYERRES HEE 481,914 408,207
Depreciation on fixed assets (Note 30) EEEEE (H:E30) 299,074 258,563
Amortisation of intangible assets (Note 29(b)) ER AR (HE29(0) 2,231 -
Other operating expenses Hib &2
— Communications, stationery and printing — @ XA RER 183,916 175,134
— Legal and professional fees —EEREXRBGER 122,125 112,116
— Advertising expenses —EBEEA 158,011 124,962
- Business promotions and business travel — R RAIRE 59,165 48,726
- Card related expenses —BHAERRXH 47,949 57,352
— Stamp duty, overseas and PRC** business taxes, —ENFERR  BHNRPEARKAE
and value added taxes EER - REED 100,142 52,882
— Insurance expenses — R & 13,342 13,469
- Bank charges —RITRE 3,633 3,937
— Administration expenses of secretarial business —WEEBNTHRER 14,367 12,330
- Membership fees —28%8H 5,286 5,299
- Bank licence —RITERE 4,974 3,082
- Audit fee —ZEmMMe 5,160 5,198
- Donations —BX 15,915 8,436
— Others Hth 84,908 99,886
Total other operating expenses Hinfe X HaE 818,893 722,809
Total operating expenses*** RS MR+ 3,465,360 2,988,047

*  Forfeited contributions totalling HK$6,454,000 (2005: HK$5,751,000) were utilised to reduce
the Group’s contribution during the year. There were no forfeited contributions available for

reducing future contributions at the year end (2005: Nil).

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

* FRRULZ (I HEMG,454,0005T (2005 -
BH#55,751,0007T) B # B ER L E R -
FRGE A2 5 00 AT (RT3 UK T K FE L2 AR50 AT R
TERIR A Z (5 20054 : 4E) -

*xx EFRNEES HEE e REREYEE
RS EAFEEST I - 2REREHT1,949,0007T

*** Included in operating expenses are direct operating expenses of HK$11,949,000 (2005:
HK$10,381,000) in respect of investment properties which generated rental income during
the year.

(20054 : &#10,381,0007T) °
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10.IMPAIRMENT LOSSES ON LOANS AND ADVANCES EFE{EIE %

2006 2005
HK$'000 B¥ Tt HK$'000 BB T
Net charge for impairment losses on
loans and advances BERREBALLFE
Individual impairment loss EVIVERIEEEPS
- new provisions (Note 21 and 24(b)) — FEE (M k21 % 24(b)) 372,819 530,594
- releases — [ (82,177) (141,834)
— recoveries (Note 21 and 24(b)) — g (321 % 24(b)) (84,837) (176,140)
205,805 212,620
Collective Impairment loss BERMEBRX
— new provisions — 38,043 (71,135)
Net charge to profit and loss account RIBRIRS HFH 243,848 141,485

11.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS HERHHESRERE 2 FHEF

2006 2005
HK$'000 B¥ Tt HK$'000 BB T
Net revaluation gain transferred from reserves hEFEERNERANER
(Note 37(h)) (H¥3E37(h) 41,766 —
Profit arising in current year REFEENH 8,232 6,983
49,998 6,983
12.INCOME TAX Fr8%i
(a) Taxation in the consolidated profit and loss account represents: (a) #mABFIRAFIER
2006 2005
HK$'000 B¥ Tt  HK$'000 BT
Current tax - provision for Hong Kong Profits Tax REBUIE - BBAEHEE
Tax for the year (Note 32(a)) AREEFE (HIFE32(a) 508,542 366,845
Over-provision in respect of prior years AEERERT (21,687) (107,005)
486,855 259,840
Current tax — overseas RERTRIE — A
Tax for the year REEHE 241,627 130,138
Over-provision in respect of prior years EFERERE (12,336) (19,103)
229,291 111,035
Deferred tax (Note 32(b)) ERERE (ME32(b)
Origination and reversal of temporary differences TRt EREE RER 33,229 35,872
Movements in the value of investment properties REVEEEZED 25,201 20,115
58,430 55,987
774,576 426,862

The provision for Hong Kong Profits Tax is calculated at 17.5% (2005: 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
countries.

Fi®&17.5% (20054 : 17.5%) 5t &  HIHINDTT
KM B A BB R IME A ATERRAIRIT
BRFHE -
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12.INCOME TAX (continued) FTE%i @

(b) Reconciliation between tax expense and accounting profit at applicable tax  (b) BEBIEX HEEHERIRE BB RTEOB
rates 15z $ iR
2006 2005
HK$'000 B¥F 7  HK$'000 HE# T

Profit before tax B A58 A1 ) 4,260,194 3,212,843

Notional tax on profit before tax,

calculated at the rates applicable to profits ERERFERZKERFGEHHESE

in the tax jurisdictions concerned BIANEN A BETIR 782,512 566,717
Tax effect of non-deductible expenses AR R IE 2 115,371 96,965
Tax effect of non-taxable revenue BEARBBRANRESZ (82,690) (126,902)
Tax effect of tax losses not recognised RERNFHENHIEYE 24,332 25,973
Recognition of deferred tax assets

on prior year tax losses AERERRAETHEEE (7.283) (5,660)
Over provision in prior years EEEREERT (34,023) (126,108)
Tax benefits derived from leasing partnerships REABHENTIE = (23,393) (4,847)
Others Hit (250) 724
Actual tax expense ERHIAL H 774,576 426,862

13.PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP 7] 558 A & B iR R Fl

The consolidated profit attributable to equity holders of the Group includes a profit ASEBREERRGES ®HBEE S ARITER
of HK$3,014,390,000 (2005: HK$2,613,939,000) which has been dealt with in the TH A )35 KIS 3,014,390,0007T (20054 : 74
accounts of the Bank. #2,613,939,0007T) °
Reconciliation of the above amount to the Bank’s profit for the year RITFE RN E 52 HiR

2006 2005

HK$'000 B Ft  HK$'000 BE T

Amount of consolidated profit attributable to

equity holders dealt with in the Bank's Bt ARITHIBREZ

financial statements AHBNEBRREGS R 2,892,617 2,515,551
Final dividends from subsidiaries and associates RECFENBAR KR

attributable to the profits of the previous BN BRI RERE

financial year, approved and paid during the year WHEFENZAERRE 121,773 98,388
Bank’s profit for the year BATFENEA 3,014,390 2,613,939
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14.DIVIDENDS J&E

(a) Dividends attributable to the year

(a) EBAFERE
2006 2005

HK$'000 ¥t HK$'000 BT
Interim dividend declared and paid of BEIRK&X111,538,750,041[%
HK$0.43 per share on 1,538,750,041 shares FRABB0.43THFHRE
(2005: HK$0.33 per share on (2005% : 1,503,416,1198%
1,503,416,119 shares) (Note 37(i)) BRRE0.337T) (HI3E37() 661,663 496,127
Final dividend paid in respect of the previous
financial year on shares issued under
the share option schemes subsequent ERELEE BB RBITIRRER
to the balance sheet date and before B HATRIBR IR BB ATRID
the close of the Register of Members #) EFEERER0.93 T RIS
of the Bank, of HK$0.93 (2005: HK$0.80) (20054 : Eix##0.807T) 6,342 1,702
Final dividend proposed after the balance FERE RREIRNRERS
sheet date of HK$1.03 per share on 1,550,142,050/R &A% #51.037C
1,550,142,050 shares (2005: HK$0.93 (20054 : 1,510,229,871/%
per share on 1,510,229,871 shares) BREK0.937T) 1,596,646 1,404,514
2,264,651 1,902,343

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

the year

FEHEEAROBIRCRIBR B RN EE AR
RAME-

(b) REERERZINBLFERE

2006 2005
HK$'000 B Ft  HK$'000 BT

Final dividend in respect of the previous
financial year, approved and paid during
the year, of HK$0.93 per share on

1,510,229,871 shares (2005: HK$0.80 per share

on 1,491,998,551 shares)

REE R $41,510,229,8718%
FRABB0.9ITH LFERARE
(20054 : 1,491,998,551%
FR%E#0.807T)

1,404,514 1,193,599
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15.EARNINGS PER SHARE SR ZEF

(a) Basic earnings per share (a) BREAZRF
The calculation of basic earnings per share is based on earnings of HK$3,434,511,000 BREARR N TR EE3,434,511,0007T
(2005: HK$2,748,725,000) and on the weighted average of 1,533,741,133 (2005: (2005 : #¥52,748,725,0007T) KB E#HITL R
1,502,313,852) ordinary shares outstanding during the year, calculated as follows: &7 & hne 39 201,533,741,133% (20054 :
1,502,313,852[%) 5 & -
Weighted average number of ordinary shares AR B TS 8K
2006 2005
Number of Shares Number of Shares
RBEE RAEE
Issued ordinary shares at 1st January RIA1EHEETEBRR 1,502,313,852 1,491,998,551
Effect of share options exercised and shares issued BITRRRERARR BN E
in lieu of dividends (Note 36) (Ht5E36) 31,427,281 10,315,301

Weighted average number of ordinary shares

at 31st December 12831 B L BARG ) IETHE 1,533,741,133 1,502,313,852
(b) Diluted earnings per share (b) BREFEF
The calculation of diluted earnings per share is based on earnings of BRESE R A TR RENEE3,434,511,0007T
HK$3,434,511,000 (2005: HK$2,748,725,000) and on 1,543,706,739 (2005: (20054 : ##£2,748,725,0007T) MEtFTE A
1,506,328,927) ordinary shares, being the weighted average number of ordinary BEHEPENTBRIEN AR EHHTER
shares outstanding during the year, adjusted for the effects of all dilutive potential 1) e 9 %01,543,706,7390% (20054 :
shares. 1,506,328,927/%) T & °
Weighted average number of ordinary shares (diluted) AR B A TS 2 ()
2006 2005
Number of Shares Number of Shares
RIDEE g ]
Weighted average number of ordinary shares
at 31st December 12831 B L BRGEMETHE 1,533,741,133 1,502,313,852
Effect of deemed issue of ordinary shares under
the Bank’s share option scheme for nil BRRIRABIET EIBITERFER
consideration HEBERN e 9,965,606 4,015,075
Weighted average number of ordinary shares R12 A31 B LB IFETHE
(diluted) at 31st December &%) 1,543,706,739 1,506,328,927
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16.DIRECTORS’ REMUNERATION E=f&

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong RIBEFB(RAUEODFE 161 IRRELMESHE
Companies Ordinance is as follows: Ul
Salaries,
allowances and Retirement
Directors’ benefits in Discretionary Share scheme 2006
fees kind bonuses options contributions Total
kA1 '] &k
e RENUE BT ARE AR et
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BRI BETT BB BETT BB
Chairman and
Chief Executive IRFOTUAS
Dr. The Hon. Sir David
LI Kwok-po FHERT 210 7,560 13,804 4,774 697 27,045
Executive Directors TES
Mr. Joseph PANG Yuk-wing  ZE&%4E 100 3241 3,549 2,387 299 9,576
Mr. CHAN Kay-cheung [ 100 3,240 3,549 2,387 299 9,575
Non-executive Directors *anES
Dr. Ll Fook-wo FREAEL 110 - - - - 110
Dr. The Hon. Simon
LI Fook-sean FREEL 35 - - - - 35
Mr. Aubrey LI Kwok-sing FHERE 120 - - - - 120
Dr. Wiliam MONG Man-wai ~ RE[E#L 100 - - - - 100
Tan Sri Dr. KHOO Kay-peng ~ BHIEMEFEL 100 - - - - 100
Mr. Richard LI Tzar-kai FEREE 100 - - - - 100
Mr. Eric LI Fook-chuen FR2EE 115 - - - - 115
Mr. Stephen
Charles LI Kwok-sze FE R4 67 - - - - 67
Independent Non-
executive Directors BUFHTES
Mr. WONG Chung-hin ERELE 110 - - - - 110
Dr. LEE Shau-kee RERT 110 - - - - 110
Dr. Allan WONG Chi-yun EFMEL 140 - - - - 140
Mr. Winston LO Yau-lai ERERE 130 - - - - 130
Mr. Thomas KWOK
Ping-kwong IS 120 - - - - 120
Mr. TAN Man-kou BRCGERE 110 - - - - 110
Mr. Kenneth LO Chin-ming ~ S&3BEA% A 110 - - - - 110
1,987 14,041 20,902 9,548 1,295 47,173
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16.DIRECTORS’ REMUNERATION (continued) =SE< @)

Salaries,
allowances and Retirement
Directors’ benefits in Discretionary Share scheme 2005
fees kind bonuses options contributions Total
e 2 N
e REME BigiEa e RIS e
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BB BETT BETT BB BETT
Chairman and
Chief Executive IRRTBAR
Dr. The Hon. Sir David
LI Kwok-po FHERT 210 7,216 14,632 M 666 23,665
Executive Directors ITES
Mr. Joseph PANG Yuk-wing ~ ZE&EAE 100 3,092 3,763 850 285 8,090
Mr. CHAN Kay-cheung RESEE 100 3,092 3,763 850 285 8,090
Non-executive Directors *aES
Dr. LI Fook-wo FRMET 110 - - - - 110
Dr. The Hon. Simon
LI Fook-sean FRERT 130 - - - - 130
Mr. Aubrey LI Kwok-sing FHELE 120 - - - - 120
Dr. Wiliam MONG Man-wai ~ RE[E#L 100 - - - - 100
Tan Sri Dr. KHOO Kay-peng ~ BHIEMERFEL 100 - - - - 100
Mr. Richard LI Tzar-kai FEEEE 100 - - - - 100
Independent
Non-executive Directors ~ BUFHTES
Mr. WONG Chung-hin BIRERLE 110 - - - - 110
Dr. LEE Shau-kee TRERT 110 - - - - 110
Dr. Allan WONG Chi-yun ETMELT 140 — - — - 140
Mr. Winston LO Yau-lai ERERE 130 - - - - 130
Mr. Thomas KWOK
Ping-kwong BWIRE 120 - - - - 120
Mr. TAN Man-kou BRCGEEE 110 = = = = 110
Mr. Kenneth LO Chin-ming ~ $R&REA%EAE 73 - - - - 73
1,863 13,400 22,158 2,641 1,236 41,298
Included in the above remuneration, share options were granted to Executive Directors BN S B IEITE B RIBEARRITEE SRR
under the Bank’s Staff Share Option Schemes. The details of these benefits in kind FTEER TRRE - ARLSEY RGNS
are disclosed under the paragraph “Information on Share Options” in the Report of HREZGREEN [RREER] REREM
the Directors and Note 35. 35/ °
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17.FIVE TOP-PAID EMPLOYEES S5EEFMESWNES

2006 2005
HKS$'000 B¥TFx  HK$'000 BT
Salaries and other emoluments e REMME 17,842 16,776
Performance-related bonuses RIRETEAL 24,653 25,859
Share options SRR 11,935 4,871
Pension contributions BRSHRK 1,645 1,547
56,075 49,053

The remuneration of the five top-paid employees is within the following bands: SEFHESHNEENCEEENT
2006 2005
Number of Number of
Employees Employees
EEAH EEAH

HK$ 5

4,500,001 - 5,000,000 - 1
5,000,001 - 5,500,000 2 1
8,000,001 - 8,500,000 - 2
9,500,001 - 10,000,000 2 -
23,500,001 - 24,000,000 - 1
27,000,001 - 27,500,000 1 -

Included in the emoluments of the five top-paid employees were the emoluments of
3 (2005: 3) Directors. Their respective directors’ emoluments have been included in
Note 16 above.

18.SEGMENT REPORTING % Zp¥R4

5&F B = A (R B AP 21311 (20054 : 3fi7)
EE o MFIHBIE 2ER L6 -

(a

~

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 financial services includes branch operations, personal Internet banking,
consumer finance, property loans, credit card business and private banking to personal
customers.

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

Investment banking business includes treasury operations, securities broking and
dealing, and 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 and property-related
business.

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

(a)

AEBEREEBRIBRE D RS TBER -
F A 2675 0 BRI ) & 7S S I TR P A 755 1 ) A
B BULRAIEB S BEMREARS
iz

EBDE
REBKLEATEEEBDE

BAASBRBEESTEE  AAEFRBR
TR HEUER  RIBER - ERARES
FARHE T EARFORARITRS

ERTEBBELEEERREER  EE
BE - BEER  PEEER  BHRER
B ERRS BRI ATESEBREEE
FHREIRITIRS ©

RERTEBREMEEE BRELLKE
T RRHBLESEERY
EERBEFEATNNERY - B85
MRT - REEFEEREERS -
HEBBRRITRE - REBEBREAMESR
ZEES
APBENEBEETEBREPRERE - 17
i AREMAREARESE TR EES D A
E

LAY LEE S
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18.SEGMENT REPORTING (continued) 73 ZPR & @)
(a) Business segments (continued) (a) DI (@)
2006
Personal
Financial ~ Corporate  Investment  Corporate Inter-segment
Services Banking Banking Services Others  Unallocated elimination Consolidated
BA 2882z
SRIRH SRR RERT LERE 0] EiE ] REEH Ge4E
HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS'000 HKS$'000 HKS$'000
AETT BETT AETT BETR AETT AETT BETT AETT
The Group £8
Net interest income FHBMA 2,259,845 1,823,940 768,121 459 14,959 (1,689) - 4,865,635
Other operating income from external -~ BESMVEFH
Customers EpEERA 550,399 463,822 966,880 598,820 101,052 17,704 - 2,698,677
Inter-segment income AHBEZRHRA - - - - - 149,168 (149,168) -
QOperating income BERA 2,810,244 2,281,762 1,735,001 599,279 116,011 165,183 (149,168) 7,564,312
Operating expenses BEZH (1,542,398) (844,678) (338,201) (359,794) (159,783 ) (220,506) - (3,465360)
Inter-segment expenses ABEZRS (121,253) (15,584 ) (5,832) - (1,006) (5,493) 149,168 -
Operating profit before impairment
[osses FMBRERXEERT 1,146,593 1,421,500 1,390,968 239,485 (44,778) (60,816) - 4,098,952
Impairment losses on loans and
advances ERRERL (31,052) (212,784) 1,588 (1,789) 189 - - (243,848)
Impairment losses on bank premises  {TiEFIERR - - - - - 27,681 - 27,681
Impairment losses on available-for- ALESHERE  HE
sale financial assets, held-to-maturity ~ ZIEEAREELE
investments and associates AERX - 24,560 12972 - - - - 31,532
Impairment losses on goodwill BERERL - - - - (23,698) - - (23,698)
Operating profit after impairment losses & MBHEE B4 2 SLEF 1,115,541 1,239,276 1,405,528 237,696 (68,287) (33,135) - 3,896,619
Profit on sale of fixed assets, HERTEE  AELE
avalable-for-sale financial assets, SREAE  FEIBRE
held-to-maturity investments and RHBRA/BERA
subsidiaries/associates il - - 49,981 - 1493 (8,250) - 43,224
Valuation gains on investment properties Ef##&NEE7 - - - - 131,171 - - 131,111
Share of profis less losses of associates  [E/GH 4 AT FER 1,822 31,061 98,744 - 51,964 (1,017) - 182,574
Profit before tasation BT 10117363 1200337 1554253 237,696 12947 (42,402) - 426019
Income tax FfGH (209,755) (233,070) (273,735) (44,693) (13,323) - - (774,576)
Profit after taxation e &R 907,608 1,037,267 1,280,518 193,003 109,624 (42,402) - 3,485,618
Attributable to: SRR -
Equity holders of the Group £ERR 907,608 1,037,267 1,280,515 140,469 111,054 (42,402) - 3,434,511
Minority interests DERERR - - 3 52,534 (1,430) - - 51,107
Profit after taxation Ll 907,608 1,037,267 1,280,518 193,003 109,624 (42,402) - 3,485,618
Depreciation for the year FEANE (112,438) (57,630) (22,259) (14,019) (7.297) (85,431) - (299,074)
Segment assets HHEE 54,999,355 113,727,008 109,300,351 898,940 4,982,267 1,134,481 - 285,042,402
Investments in associates NGl 42,885 513,925 168,044 - 351,049 835 - 1,076,738
Unallocated assets RABEE - - - - - 8,083,177 - 8,083,177
Total assets EERE 55,042,240 114,240,933 109,468,395 898,940 5,333,316 9,218,493 - 294202317
Segment liabilities PHEE 143,750,674 65775116 41,133,198 85,386 2,168,122 - - 252,912,496
Unallocated liabilities FBAER - - - - - 5,490,777 - 5,490,777
Loan capital [EEER - - - - - 8,154,315 - 8,154,315
Total abiltes B 13750674 65775116 41,133,198 8538 216812 13,645,092 - 266,557,588
Capital expenditure incurred during
the year ERRERRR 76,343 167,049 151,904 84,430 5,326 136,785 - 621,837
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2005 Restated Z3f
Personal
Financial Corporate Investment Corporate Inter-segment
Services Banking Banking Services Others  Unallocated ~ elimination  Consolidated
EA AHEZ
SRR BERET AR =3 £t 8 RHEH GRigE

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT AT BT AT AT AT AETL BT

The Group £8
Net interest income FHBHMA 1,550,588 1,457,495 748,633 173 4519 (1,150) - 3,760,258
Other operating income from external  FEREPHE

customers BERA 472,893 204,770 923121 479,230 90,975 21,291 - 2,192,280
Inter-segment income AHEZRHMA - - - - - 125,431 (125431) =
QOperating income HEHA 2,023,481 1,662,265 1,671,754 479,403 95,494 145,572 (125431) 5,952,538
Operating expenses Py (1,380,683 ) (668,203 ) (298,419) (282,637) (150,645 ) (207,460) - (2,988,047)
Inter-segment expenses ABE2RH (106,823 (12,969 ) (5193) - (446) - 125431 -
Operating profit before impairment losses A 5E 8% 22 £3iF 535,975 981,093 1,368,142 196,766 (55,597 ) (61,888) = 2,964,491
Impairment losses on loans and advances &3tAEEX 24,478 (168,519 3,021 (5,449) 4,984 - - (141,485)
Impairment losses on bank premises  TiEREEX - - - - - (210,140) - (210,140)
Impairment losses on available-for- MREESREE K2

sale financial assets, held-to-maturity IR & REEAF

investments and associates BERX = (7.358) (33,230) = (194) 389 - (40,393)
Operating profit after impairment losses  BHIBBIERR (A 2 @4 K7 560,453 805,216 1,337,933 191,317 (50,807 ) (271,639) = 2,572,473
Profit on sale of fixed assets, available- ~ HEEFEE - AHE

for-sale financial assets, held-to- SREE  FEIBRE

maturity investments and RHBRR/BERT

subsidiaries/associates vl - - 6,354 - 591 365,473 - 372,418
Valuation gains on investment properties Ef5&ENE AT = - - - 23421 - - 23421
Share of profits less losses of associates (BB 4 AFLEFIFEE 769 33,588 3,125 - (5259) 1,508 = 33,731
Profit before taxation BBAn&R 561,222 838,804 1,347,412 191,317 178,746 95,342 - 3212843
Income tax g8 (77,519) (111,411) (185,983 ) (26,465 ) (25,484 ) - - (426,862 )
Profit after taxation RE&ER 483,703 727393 1,161,429 164,852 153,262 95,342 - 2,785,981
Attributable to: EEN

Equity holders of the Group £BRE 483,703 727,393 1,161,429 126,866 153,992 95,342 - 2,748 725

Minority interests DERERR - - - 37,986 (730) - - 37,256
Profit after taxation v 483,703 727393 1,161,429 164,852 153,262 95,342 - 2,785,981
Depreciation for the year FERNE (92,343) (47,388) (19,953) (20,029) (4,297) (74,553 ) - (258,563 )
Segment assets ABEE 52593807 89583033 83,765,287 743,249 3,216,695 710,657 - 230,612,728
Investments in associates NG 38,313 346,355 75,266 - 306,794 1,852 - 768,580
Unallocated assets FOBEE - - - - - 7418174 - 7418174
Total assets BEGE 52,632,120 89,929,388 83,840,553 743,249 3,523,489 8,130,683 - 238,799,482
Segment liabilities AHaE 117,038,288 58,864,730 20,425,447 53,831 1,686,814 - - 198,069,110
Unallocated liabilities FPEEE - - - = = 7,777,064 = 7,777,064
Loan capital REER - - - - - 8,548,780 = 8,548,780
Total liabilities BELE 117,038288  58864,730  20,425447 53831 1,686,814 16,325,844 - 214394954
Capital expenditure incurred during

the year EENERRR 1019 119187 161,709 63,846 12681 195388 - I8
The Group revised its internal transfer pricing process during the year. The comparative FENEEEFTENIKAEL L - 53R
figures of segment reporting have been restated to reflect the new methodology. ENLBBFEEER - URBFHAES

o
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18.SEGMENT REPORTING (continued) 2 B3R & (@)

(b) Geographical Segments (b) HEDIP
The information concerning geographical analysis has been classified by the location RIS B ER R RBNE A RN EEEK
of the principal operations of the subsidiaries, or in the case of the Bank itself, of the FRiEsh 2 - SRt ARERITM S @ BliRBEREE
location of the branches of the Bank responsible for reporting the results or booking BAHEEANRZ ATTHE TLAZISD o
the assets.
2006
People’s
Republic of Other Asian Inter-segment
Hong Kong China Countries Others elimination Consolidated
hE 2B
) AR£HE At EHER it RHEH GelE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT
The Group 58
Operating income F=TON 5,755,931 1,289,963 363,274 621,172 (466,028) 7,564,312
Profit before taxation BBANER 3,069,261 721,226 237,587 232,120 - 4,260,194
Total assets EEER 236,848,380 64,224,867 20,502,975 23,972,200 (51,346,105) 294,202,317
Total liabilities REE% 209,971,501 63,287,825 19,620,135 20,252,609 (46,574,482) 266,557,588
Contingent liabilities and
commitments RRBERAE 41,683,215 9,775,953 6,509,521 4,256,031 - 62,224,720
Capital expenditure during
the year ERNERHR 311,143 180,747 31,605 98,342 - 621,837
2005
People’s
Republic of Other Asian Inter-segment
Hong Kong China Countries Others elimination Consolidated
thi AR
Bk ARLHE EtTMER Efts pOLikic TRl
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BETT BB AR BRI BB
The Group 58
Operating income F=TON 4,497,027 784,880 289,355 568,760 (187,484 ) 5952,538
Profit before taxation BRBATRR 2,367,321 3,777 182,446 291,299 = 3,212,843
Total assets BERSE 201,212,351 40,930,346 17,116,798 31,207,227 (51,667,240) 238,799,482
Total liabilities REE% 177,558,418 40,645,670 16,493,743 27,949,790 (48,252,667) 214,394,954
Contingent liabilities and
commitments RRBERAE 35,229,638 5,421,444 4,427,118 4,126,700 - 49,205,500
Capital expenditure during
the year ERNERHR 584,846 40,764 5,690 23,443 = 054,743

130 The Bank of East Asia, Limited Annual Report 2006




Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

19.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
RERERTNHMASHBBNES

The Group%El The Bank$R T
2006 2005 2006 2005
HKS$'000 B¥TF 7t  HK$'000 BEF7T HKS$'000 B# T  HK$'000 BT T

Cash in hand He 605,104 549,715 584,536 532,653
Balances with central banks TR RBITHHETT 2,133,118 379,905 2,049,110 337,643

Balances with banks and other
financial institutions ERITHEMSRKENET 5,579,524 3,595,967 5,438,467 3,506,119
8,317,746 4,525,587 8,072,113 4,376,415

20.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
ERITR A A S BB

The Group&E The BankR 1T
2006 2005 2006 2005
HKS$'000 B¥TF 7t  HK$'000 BEF7T HKS$'000 % T  HK$'000 BT T

Placements with banks and TERITRRA S REE
authorised institutions EoPEZ= 4 65,753,545 43,560,999 64,995,721 43,266,358
Placements with other
financial institutions TEEM S BEENTR 1,110,500 1,786,256 1,110,500 1,786,256
66,864,045 45,347,255 66,106,221 45,052,614
Maturing 2| HER
- within one month —-1@AR 49,407,915 40,638,370 48,858,054 40,409,405
— between one month and
one year —1EAZ1ER 17,456,130 4,708,885 17,248,167 4,643,209
66,864,045 45,347,255 66,106,221 45,052,614
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21.TRADE BILLS B S5 =i

The Group&E
2006 2005
HKS$'000 B®F T HK$'000 BT T

The Bank#R1T

2006 2005

HK$'000 B®F T HK$'000 B F T

Gross trade bills E5RBER 620,463 612,630 620,463 612,630
Less: Impairment allowances B OREER
— collectively assessed — BB - 43) - (43)
620,463 612,587 620,463 612,587
Movement of impairment allowances for 2006 20065 R ELEE K Z B
The Group%El The Bank$R T
Individual Collective Individual Collective
{& 51 B &l 31 =2
HK$'000 E¥F v HK$'000 B¥Fx HKS'000 B¥ T HKS000 BT T
At 1st January M1A1R - 43 - 43
New provisions charged to
profit and loss account FRABRROHER
(Note 10) (Ft£10) - (45) - (45)
Provisions released back to
profit and loss account BEIBRENER (1,094) - (1,094) -
Recoveries (Note 10) Y=g (Fifz10) 1,094 - 1,094 -
Exchange adjustments X A% - 2 -
At 31st December M12A318 - - - -
Movement of impairment allowances for 2005 2005F REEENEE)
The Group&£E The BankiR1T
Individual Collective Individual Collective
&5 e &5 e
HK$'000 B¥FIC  HK$'000 BT HK$'000 AEFIr HK$'000 BT
At 1st January ®1A18 - 499 - 499
New provisions charged to
profit and loss account FRABRROHER
(Note 10) (Rit£10) = (446) = (446)
Provisions released back to
profit and loss account BEIBRENER 1) = 1) -
Recoveries (Note 10) Y=g (Fifz10) 21 - 21 -
Exchange adjustments 3T - (10) = (10)
At 31st December ®12A318 - 43 - 43
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22.TRADING ASSETS X ZHAREE

The Group%El The Bank$R T
2006 2005 2006 2005
HKS$'000 B¥TF 7t  HK$'000 BEF7T HKS$'000 B# T  HK$'000 BT T

Treasury bills (including BEES
Exchange Fund Bills) (BENEESRIR) 497,915 1,494,650 497,915 1,494,650
Debt securities B &S 161,153 165,683 161,153 165,683
Equity securities FRAD % 1,350,059 601,139 1,321,766 584,941
Investment funds REES 265,990 245,682 265,990 245,682
Trading securities R FEES 2,275,117 2,507,154 2,246,824 2,490,956
Positive fair values of derivatives PTHETAMEATE
(Note 41(b)) (FizE41(0) 662,417 738,425 653,059 736,650
2,937,534 3,245,579 2,899,883 3,227,606
Issued by: BITHNR
Central governments and
central banks R BT JERAT 497,915 1,494,650 497,915 1,494,650
Public sector entities N 161,153 165,684 161,153 165,684
Banks and other financial
institutions FOREMSRIELE 700,158 435,494 698,366 433,970
Corporate entities rEER 901,673 411,326 875,172 396,652
Other entities HitE 8 14,218 - 14,218 -
2,275,117 2,507,154 2,246,824 2,490,956
Analysed by place of listing: R ETHE AT
Listed in Hong Kong ERELT 1,177,448 494,508 1,149,155 478,310
Listed outside Hong Kong EEENIMNEE 201,555 144,233 201,555 144,233
1,379,003 638,741 1,350,710 622,543
Unlisted FEm 896,114 1,868,413 896,114 1,868,413
2,275,117 2,507,154 2,246,824 2,490,956
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23.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EERBRERURRAFEENEREE

The Group&E The Bank#g 7
2006 2005 2006 2005
HKS$'000 B¥ Tt HK$'000 BEF7T HKS$'000 % T  HK$'000 BT T

Certificates of deposit held BENESE 95,685 94,290 95,685 94,290
Debt securities B ES 8,546,958 10,053,081 8,517,854 10,023,643
Equity securities R 17 7 5 836 10,336 836 -
8,643,479 10,157,707 8,614,375 10,117,933
Issued by: BITHIR
Central governments and
central banks R TR L ERAT 39,123 46,409 39,123 46,409
Public sector entities NEWE 134,845 172,022 134,845 172,022
Banks and other financial
institutions FOREMERILE 1,149,969 1,264,079 1,129,002 1,242,911
Corporate entities TEER 7,319,542 8,668,041 7,311,405 8,656,591
Other entities HinEeE - 7,156 - -
8,643,479 10,157,707 8,614,375 10,117,933
Analysed by place of listing: R ETE AT :
Listed in Hong Kong ERELT 1,364,389 1,773,428 1,364,389 1,763,152
Listed outside Hong Kong EFBAIMNEE L 1,408,981 1,931,168 1,383,725 1,905,442
2,773,370 3,704,596 2,748,114 3,668,594
Unlisted FEM 5,870,109 6,453,111 5,866,261 6,449,339
8,643,479 10,157,707 8,614,375 10,117,933
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24. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EFE&H Kk HAMiRIE

(a) Advances to customers and other accounts (a) BEFEMKHEMERE

The Group& @ The Bank#g 1T
2006 2005 2006 2005
HK$'000 &% T HK$'000 A# T 7T HK$'000 B¥ T HK$'000 BT
(i) Advances to customers ZPER 166,178,102 138,743,747 160,163,418 133,316,623
Less: Impairment allowances A REREE
~ Individual — 15 (254,014) (295,575) (160,096) (204,122)
- Collective — e (443,874) (478,995) (431,676) (471,854)
165,480,214 137,969,177 159,571,646 132,640,647
(i) Other accounts H it BRI
Advances to banks and
other financial institutions RITREMSBEEER 2,454,109 2,424,120 2,454,109 2,424,120
Notes and bonds &% 344,076 387,934 339,720 383,435
Certificates of deposit held FEERE 38,890 38,775 38,890 38,775
Accrued interest FERTRIS 1,172,578 985,567 1,112,116 938,165
Other accounts H it BRI 5,641,146 3,069,729 4,178,266 2,855,923
9,650,799 6,906,125 8,123,101 6,640,418
Less: Impairment allowances A REREE
- Individual — &gl (26,118) (28,570) - -
- Collective —BE (8,229) (9,943) - -
9,616,452 6,867,612 8,123,101 6,640,418
175,096,666 144,836,789 167,694,747 139,281,065
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24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) = FE &K HMIRIE @)

(b) Impairment allowances against advances and other accounts for 2006 (b) 2006F &Kk HAMARE 2B
The Group&E
Advances to customers Other Accounts Total
RFEX HibfRE &g
Individual Collective Individual Collective Individual Collective
{5 2 A5 2R 85 2R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BRI BRI BETT BRI
At 1st January MA1R 295,575 478,995 28,570 9,943 324,145 488,938
New provisions charged to
profit and loss account RABRRRIER
(Note 10) (P3£10) 366,669 39,926 6,150 (1,838) 372,819 38,088
Net provisions released back ~ #EI#85ERE)
to profit and loss account R (153,220) - (3,452) - (156,672) -
Amounts written off KR (337,840) (80,059) (5,580) - (343,420) (80,059)
Recoveries (Note 10) U EEAGE() 83,539 - 204 - 83,743 -
Additions through acquisition ~ BAHEAR
of subsidiaries HEE - - 92 - 92 -
Effect of discounting T EOHHR
(Note 3) (BzE3) (9.248) - - - (9,248) -
Exchange adjustments ERAE 8,539 5,012 134 124 8,673 5,136
At 31st December MM2A318 254,014 443,874 26,118 8,229 280,132 452,103
The Banks{T
Advances to customers Other Accounts Total
EFEX HitfRE L
Individual Collective Individual Collective Individual Collective
{5 2 A5 2R 85 2R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BRI BET T BETT BRI
At 1st January MA1R 204,122 471,854 - - 204,122 471,854
New provisions charged to RABRE
profit and loss account AT 361,822 34,818 - - 361,822 34,818
Net provisions released back ~ BEIE%ME
to profit and loss account NERFR (151,384) - - - (151,384) -
Amounts written off H#HR (336,735) (80,058) - - (336,735) (80,058)
Recoveries LiEES 82,809 - - - 82,809 -
Effect of discounting s EnHE (9,100) - - - (9,100) -
Exchange adjustments ERAE 8,562 5,062 - - 8,562 5,062
At 31st December MM2A318 160,096 431,676 - - 160,096 431,676
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(b) Impairment allowances against advances and other accounts for 2005 (b) 2005 E R Kk HAARE 2 REER
The Group£El
Advances to customers Other Accounts Total
ZFEH iR k)
Individual Collective Individual Collective Individual Collective
3] e 3] 4] il e
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
AR BETT BETT AR BETT AR
At 1st January R1A1R 289,632 603,798 32,011 13,294 321,643 617,092
New provisions charged to
profit and loss account RABRREIER
(Note 10) (FirE10) 520,369 (68,687) 10,225 (2,002) 530,594 (70,689)
Net provisions released back ~ #EI#85%
to profit and loss account NERFE (307,155) - (6,045) - (313,200) -
Amounts written off KR (370,884) (54,540) (7,672) - (378,556) (54,540)
Recoveries (Note 10) DEEIGR) 176,052 1M 67 - 176,119 m
Effect of discounting FzrERnE
(Note 3) (GiE=) (4,753) - - - (4,753) -
Other movements &g 32 4 - (1,298) 32 (1,294)
Exchange adjustments 5 A% (7,718) (1,691) (16) (51) (7,734) (1,742)
At 31st December ®12A318 295,575 478,995 28,570 9,943 324,145 488,938
The Banki/7
Advances to customers Other Accounts Total
EFEH KR a5
Individual Collective Individual Collective Individual Collective
3] e 3] e il e
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BT BT BETT BT BETT
At 1st January MA1R 192,644 595,623 - 1,298 192,644 596,921
New provisions charged to TABRK
profit and loss account HEERS 517,005 (67,587) - - 517,005 (67,587)
Net provisions released back ~ BEIE%ME
to profit and loss account HERTFE (299,605) - - - (299,605) =
Amounts written off kit (368,727) (54,540) - - (368,727) (54,540)
Recoveries (B 175,257 m - - 175,257 m
Effect of discounting T EOHHR (4,702) - - - (4,702) -
Other movements £t gE 32 4 - (1,298) 32 (1,294)
Exchange adjustments EiAE (7,782) (1,757) - - (7,782) (1,757)
At 31st December 128318 204,122 471,854 - - 204,122 471,854
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24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) = FE &K HMIRIE @)

(c) Advances to customers - by industry sectors (0 BREFER-RITX¥08
The analysis of gross advances to customers by industry sector is based on the EFEREBENTEDBRREESRERER
categories and definitions used by the Hong Kong Monetary Authority. FRERAEERIMES -
2006 2005

HK$'000 %% ¥ HK$'000/8% 7T

The Group £
Loans for use in Hong Kong EEBERNER
Industrial, commercial and financial ITrasm
— Property development —MEER 6,422,770 5,870,869
— Property investment —MERE 20,464,978 19,316,009
- Financial concerns —eEbE 1,865,472 1,867,677
— Stockbrokers —REEL 258,562 204,725
— Wholesale and retail trade —HBETEX 1,322,504 1,399,776
- Manufacturing —BUE% 1,884,745 1,744,187
- Transport and transport equipment — B EEHRE 4,118,384 4,132,657
- Others —Hftb 7,031,257 6,294,634
- Sub-total —/NEE 43,368,672 40,830,534
Individuals A
— Loans for the purchase of flats in the Home -BEIEERARE] -
Ownership Scheme, Private Sector Participation [FAA22EEs & &
Scheme and Tenants Purchase Scheme [fEEEHER B EFHER 1,117,688 1,320,946
— Loans for the purchase of other residential
properties —BEEMTENENER 36,956,206 37,188,222
— Credit card advances —f=RRER 2,409,027 1,769,653
- Others —Hfh 4,728,035 3,571,901
- Sub-total — /gt 45,210,956 43,850,722
Total loans for use in Hong Kong EEBERNE T EE 88,579,628 84,681,256
Trade finance EomE 3,464,619 3,753,789
Loans for use outside Hong Kong EEBAIMEBRER 74,133,855 50,308,702
Total advances to customers BEFEHMeE 166,178,102 138,743,747
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(d) Impaired advances to customers (d) REEFEMR
The Group&E The Bank#g 7
2006 2005 2006 2005
HK$'000 % F 7 HK$'000 A#F7T HK$'000 B%F 7 HKS'000 EHFIT

Gross impaired advances to RERFERESR 1,294,188 1,434,979 1,128,258 1,265,629
customers
Individual impairment allowances (&R EREE 254,014 295,575 160,096 204,122

Gross impaired loans and advances
as a % of total loans and advances REREFEREBIEEF

to customers ERBE AN 0.78% 1.03% 0.70% 0.95%
Impaired loans and advances are individually assessed loans with objective evidence BB E TR E R IR F EUR EE R A E R T
of impairment on an individual basis. HEOER
There were no impaired advances to banks and other financial institutions as at 31st 72006512 A31H %2005 128310 + A%
December, 2006 and 31st December, 2005, nor were there any individual impairment EETRTREM SR EFIEP IR E
allowances made for them on these two dates. B TERZSERIRBERREES

(e) Advances to customers - Net investment in finance leases () RFER-—REHENFIRER
Advances to customers include net investment in equipment leased under finance BEFESNBEARERER AL HEE - R
leases. The total minimum lease payments receivable under finance leases and their BrREHERENKIEREMNHERE  RER
present values at the year end are as follows: [ELUNNE

The Group and The Bank&BIR 31T

2006 2005
Present Interest Present Interest
value of the income Total value of the income Total
minimum relating minimum minimum relating minimum
lease to future lease |ease to future lease
payments periods payments payments periods payments
REHE THERR BEAE RERE TARRR RERE
ARHE FISHA a8 fFBE HMEKA i
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BRI BRI AR BETT AR
Amounts receivable: JEUERSR :
Within one year (e 981,767 222,438 1,204,205 909,490 212,620 1,122,110
After one year but within
five years 1EINEESFR 1,281,289 494,641 1,775,930 1,242,323 500,010 1,742,333
After five years SENA 1,920,007 848,158 2,768,165 1,918,878 810,971 2,729,849
4,183,063 1,565,237 5,748,300 4,070,691 1,523,601 5,594,292
Less: Individual impairment
allowances W BRI (3.867) (9,222)
Net investment in finance leases BIEM SAFEEHRE 4,179,196 4,061,469
The net investment in finance leases is carried on the balance sheet as a receivable. RERENFIEBREIERRESTAEESR
No accrual is made for the interest income relating to future periods. &% B E R A RAEHF S UA -
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25.AVAILABLE-FOR-SALE FINANCIAL ASSETS TAI#{HESREE

The Group&E The Bank#g 7
2006 2005 2006 2005
HK$'000 ¥ Tt HK$'000 BT HKS'000 B¥F T HKS'000 BTt
Treasury bills (including Exchange BEES
Fund Bills) (BENEESRIR) 4,221,416 3,083,677 4,190,581 3,083,678
Certificates of deposit held BENESE 943,306 1,114,810 934,346 1,105,961
Debt securities EES 3,274,524 2,956,664 2,711,545 2,490,953
Equity securities Rin & % 3,398,552 1,028,231 2,231,997 916,186
Investment funds REES 164,399 215,739 33,066 107,224
12,002,197 8,399,121 10,101,535 7,704,002
Issued by: BATHE
Central governments and
central banks R TR RRTT 4,344,171 4,407,841 4,280,311 4,368,175
Public sector entities NERE 220,749 472,573 163,881 419,220
Banks and other financial
institutions FOREMSRIEE 5,058,286 1,911,991 3,944,250 1,821,839
Corporate entities TR 2,214,163 1,390,960 1,680,027 987,544
Other entities HinER 164,828 215,756 33,066 107,224
12,002,197 8,399,121 10,101,535 7,704,002
Analysed by place of listing: B ETE A1 :
Listed in Hong Kong BB L 2,771,512 379,450 1,556,460 209,461
Listed outside Hong Kong ERBAMER 1,949,661 1,592,390 1,462,927 1,196,938
4,721,173 1,971,840 3,019,387 1,406,399
Unlisted FEm 7,281,024 6,427,281 7,082,148 6,297,603
12,002,197 8,399,121 10,101,535 7,704,002
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26.HELD-TO-MATURITY INVESTMENTS ¥ ZZ|HIIRE

The Group&E The Bank#g {7
2006 2005 2006 2005
HK$'000 % HK$'000 A#EF7T HK$'000 B%F T HKS'000 EHFIT
Treasury bills (including EEEH
Exchange Fund Bills) (BREINEESER) 84,044 45,193 38,069 37,474
Certificates of deposit held BENERE 1,614,028 1,324,571 867,558 910,014
Debt securities EER 8,551,287 11,678,082 7,429,249 10,377,968
10,249,359 13,047,846 8,334,876 11,325,456
Less: Impairment allowances A REEE
— individually assessed — &Rk - (30,887 - (30,887
10,249,359 13,016,959 8,334,876 11,294,569
Issued by: BITHAR -
Central governments and
central banks R REBFRIA RERST 5,417,161 7,728,378 5,351,748 7,716,808
Public sector entities NEWE 746,137 742,993 625,158 515,465
Banks and other financial
institutions FOREMSREE 2,881,767 3,329,907 1,587,625 2,274,617
Corporate entities TrERER 1,204,294 1,215,681 770,345 787,679
10,249,359 13,016,959 8,334,876 11,294,569
Analysed by place of listing: B ETE AT
Listed in Hong Kong EEE LT 80,663 55,487 52,819 27,516
Listed outside Hong Kong ERBIMNYE ET 1,773,409 1,957,404 1,312,375 1,530,512
1,854,072 2,012,891 1,365,194 1,558,028
Unlisted JEET 8,395,287 11,004,068 6,969,682 9,736,541
10,249,359 13,016,959 8,334,876 11,294,569
Market value: i :
Listed securities LiES 1,847,348 2,003,701 1,365,449 1,551,806
Unlisted securities JELETES 8,269,760 10,828,860 6,830,620 9,542,096
10,117,108 12,832,561 8,196,069 11,093,902

mEfEaFaRAR 2006 E35% 141



Notes on the Accounts (continued)

RRIEN A ()

27.INVESTMENTS IN SUBSIDIARIES MiB A RKRE

Unlisted shares, at cost ik (RE)
Less: impairment allowances B OREERE

The BanksR 47
2006 2005
HKS$000 8% Fx  HK$'000 BT
2,962,553 2,291,079
(169,850) (169,850)
2,792,703 2,121,229

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.

Details of these companies are as follows:—

ATHERBEAAEENEE  BEXAR
BEARFENMBAR - thEFRNEEBR

1/'\ ®

HEHRBARNFBIT

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ER1T AEME
AR BB R it B ERTRARRKRE FribfEs FribfEs EBME
Bank of East Asia (Trustees) Hong Kong HK$7#%150,000,000;t  100% Trustee
Limited 6 {EFEARTS
RIpRT (550 BIR AR
BEA Pacific Asia Limited Hong Kong US$13,000,000% T 100% Investment holding
6 AR
BEA Pacific Holding Bermuda HK$75%1,248,000,0007t  100% Investment holding
Company Limited BRE &R
BEA Pacific Vanuatu US$100,000% 7T 100% Holding of a single
(Vanuatu) Limited RS E outstanding deposit
B —RIBEIER
Blue Cross (Asia-Pacific) Hong Kong HK$/#%300,000,0007t  100% Insurance
Insurance Limited BB RER
E+F (X)) RBERAF
East Asia Asset Management Hong Kong HK$;%% 10,000,000 100% Asset management
Company Limited BB BEER
ROBETEARAR
East Asia Corporate BVI US$250,0003 7T 75.6% Registered agent and
Services (BVI) Limited REBELES trustee services
MR RIFFERT
East Asia Electronic Data PRC US$3,000,00037T 100% Servicing
Processing (Guangzhou) REARKEME AR

Limited (Note 1)
REBT AR BE (BM)
BRAT (B
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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 KM
DR BB EER % S it B ERTRARKRE Frih Rz PRk ERHE
East Asia Financial Services BVI US$23,296,0003% 7T 100% Investment holding
(BVI) Ltd. RERUFS REER
East Asia Futures Limited Hong Kong HK$7%%7,000,0007T 100% Futures and options
RuHERRAT B trading
HERBEEER
* East Asia Holding US.A. US$5%T 100% Bank holding company
Company, Inc. E3e1 RITHEAR A F)
East Asia Indonesian Seychelles US$100,000% 7T 100% Investment holding
Holdings Limited EEH REER
East Asia Investment Hong Kong HK$7%%100,000,0007t  100% Securities trading
Holdings Limited BB BHEE
REREERAR DA
East Asia Investments BVI HK$/%&%#186,038,725;t 100% Investment holding
Holdings (BVI) Ltd. HBELHS B
East Asia Properties Holding Hong Kong HK$7%%10,00070 100% Investment holding
Company Limited 0 REER
RIEYMEZERERAT
* East Asia Properties (US), Inc. US.A. US$5%T 100% Property holding
e MERH
East Asia Property Agency Hong Kong HK$7%%1,000,0007T 100% Property agency
(China) Company Limited B MERE
RaW#*RE (hE) BRAR
East Asia Property Agency Hong Kong HK$7%%1,000,0007T 100% Property agency
Company Limited B MERE
HEMEREERAR
East Asia Secretaries (BVI) BVI HK$7&#300,000,0007T 75.6% Investment holding
Limited RBRLES REER
East Asia Securities Company ~ Hong Kong HK$7#%25,000,0007T 100% Securities broking
Limited B EFEHE
REBHFERAT
East Asia Strategic Holdings BVI US$50,000,000% 7T 100% Investment holding
Limited RBRLES REER
Flowery World Corporation BVI UsS$1&T 75.6% Holding company
REBRELES ZER AT
Leader One Limited BVI US$1%7T 100% Investment holding
REBRELES REER
Manilink Company Limited BVI US$90%T 51.1% Investment holding
RBRLES REER
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27.INVESTMENTS IN SUBSIDIARIES (continued) [ B A RR&E @)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARIRAT FEE
AREH L% 3 it B ERTRARRKRE Frib iR Frit s EBHE
Secretaries Limited Hong Kong HK$ &’ 27T 75.6% Business, corporate and
WERERBAERAT B investor services
B - R RREERY
The Bank of East Asia (BVI) BVI US$1,000,000% T 100% Banking services
Limited EBELES R1TARTS
RERIT(RBRELEHS)
BRRA]
The Bank of East Asia Canada C$Hn%38,000,0007T 100% Banking services
(Canada) mex RITARTS
MERRIERTT
*The Bank of East Asia U.S.A. US$4,500% 7T 100% Banking
(U.S.A) N.A. ESE R1T
* BRI IRIT
Tricor Consultancy (Beijing) PRC US$850,000% T 75.6% Business consultancy
Limited (Note 1) REARAFE T E
RpEEZEACER) BERAT
(Ht5E1)
Tricor Holdings Limited BVI US$7,001% 7T 75.6% Investment holding
REERHS REER
Tricor Holdings Pte. Ltd. Singapore S$HTINEHE 27T 75.6% Investment holding
N REER
Tricor Investor Services Limited Hong Kong HK$&#27T 75.6% Investor services
BERFELERAR BE K& E RS
Tricor Services Limited Hong Kong HK$E#27T 75.6% Business, corporate and
EEEERBERDA B investor services
R - e RIRE E RS
Tricor Singapore Pte. Ltd. Singapore SEETINEHE 1T 75.6% Business management
IS and consultancy
services, and
employment agency
RIS E IR KK ARG
& et
Vitaway (Mauritius) Limited Mauritius US$1%7T 75.6% Regional treasurer
EBRE 3h[& 7] E
Notes: B
1. Represents a wholly foreign owned enterprise. 1. EHERE-
2. BVIdenotes the British Virgin Islands and PRC denotes the People’s Republic of China.
*  Companies not audited by KPMG. The accounts of the subsidiaries not audited by * HEEE G RN ERATERAI A A] o IE
KPMG reflect total net assets and total income constituting approximately 2.0% and BB R 2RI F 5 AT TE R A8 2 AR
0.5% respectively of the related consolidated totals. B2 BEARE R WA S BN ERE S

HBRERI2.0% J0.5% ©
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Notes on the Accounts (continued)

RRIEN A ()

included under advances to customers.

Share of associates’ taxation for the year amounted to HK$43,570,000 (2005:

HK$11,726,000)

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:

28.INVESTMENTS IN ASSOCIATES & A RIRE
The Group&E The Bank#g 7

2006 2005 2006 2005
HK$'000 A% HK$'000 B¥TF7r HK$'000 B¥ T HK$'000 B¥ T
Unlisted shares, at cost I Emikin (R1E) - - 358,851 266,983
Share of net assets EIEFEE 1,076,731 793,132 - -
Goodwill wE 69 70 - -
1,076,800 793,202 358,851 266,983

Less: impairment allowances A OREER (62) (24,622) (118,961) (147,380)
1,076,738 768,580 239,890 119,603

Loans to associates amounting to HK$121,155,000 (2005: HK$99,545,000) are Hib & N RIE R EEE#121,155,0007T (20054 -

75#699,545,0007T) E BIEEREPER ©

FENEGE A RBIEAB43,570,0007T
(20054 : ##11,726,0007T)

ATHERBEAAEENEEREAEFTEA
TENBERR  ERHEATIBIELTL
al e

Place of % of ordinary shares Z &k
incorporation held by Nature of
Name of company and operation The Bank The Group Business
AEEH E B R S 3t B AERAT L 2R A PTG R E k=
DaimlerChrysler Financial Hong Kong 20% Financing, leasing and
Services China Limited BB insurance services
HEI R EAR AR M HERRERS
DaimlerChrysler Financial Republic of Korea 20% Financial services
Services Korea Limited 4] M5 BRTS
East Asia GE Commercial Hong Kong 50% Factoring
Finance Limited B BEIR
RaeBAEmMARAR
ICEA Finance Holdings Limited BVI 25% Investment holding
ITEREEMZERERAR REERHS REER
Platinum Holdings Company Cayman Islands 30% Investment holding
Limited FEeHS REER
PT. Bank Resona Perdania Indonesia 30% Banking and related
e financial services
R17 XA RS BUARTS
Sunfire Enterprises Limited BVI 20% Property development
HEMPEBRARF] RBRLES MEER
TCL Finance Co., Ltd. PRC 20% Financial services and
TCLEE B ER AR REARAFE cash management
SRR RRSERE
Trans-Ocean Insurance Company,  Hong Kong 48.7% Insurance
Limited BB R
EARBABERAR

Notes: BVI denotes the British Virgin Islands and PRC denotes the People’s Republic of China.
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Notes on the Accounts (continued)

RRIEN A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

28.INVESTMENTS IN ASSOCIATES (continued) & A TRE @)

Summary financial information on associates B N R ERREE
Assets Liabilities Equity Revenues Profit
BE 8 RRER KA by
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT
2006
100 per cent BAZ—R 15,438,203 12,179,373 3,258,830 1,354,722 621,178
Group’s effective interest A& BB MR 4,190,955 3,114,224 1,076,731 359,415 182,574
2005
100 per cent BAZ—A 6,597,033 4,472,987 2,124,046 539,968 130,213
Group’s effective interest KEBREYER 1,937,902 1,144,770 793,132 123,175 33,731
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Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

29.GOODWILL AND INTANGIBLE ASSETS BERELEE

Goodwill and intangible assets includes goodwill arising on business combinations RERETEERRERERSHEENEER
and acquired intangible assets. Acquired intangible assets comprise core deposits BARTEAE -BABFPEEBREZOER
which are amortised over their estimated economic useful life of ten years. MR E (A B R R ER 1 OF B8 o
The Group £8 The Bank #17
2006 2005 2006 2005

HK$'000 &% Fx  HK$'000 E%Fr HK$'000 E¥Fx  HK$'000 BT

Goodwill G 2,592,330 2,494,950 1,460,292 1,460,292
Acquired intangible assets BARFEE 12,986 - - -
2,605,316 2,494,950 1,460,292 1,460,292
(a) Goodwill (a) B2
The Group £8 The Bank #17
2006 2005 2006 2005

HK$'000 &% Fx  HK$'000 E%Fr HK$'000 E¥Fx  HK$'000 B4 T

At 1st January M1A1R 2,494,950 2,448,156 1,460,292 1,460,292
Additions through acquisition BB AR

of subsidiaries HIEE 95,251 51,593 - -
Impairment loss ERX (23,698) > - =
Exchange adjustments X A% 25,827 (4,799) - -
At 31st December M12A318 2,592,330 2,494,950 1,460,292 1,460,292
Impairment tests for cash-generating units containing goodwill BEEHERNIEASEESM Y REES
Goodwill is allocated to the Group’s cash-generating units (CGU) identified according NEBREBHSBOREETFIHRINESE
to business segment as follows: EBEAIIT

2006 2005

HK$'000 &% T 7t HK$'000 A%+t

Personal Financial Services EA & RLBRTS 849,637 849,637
Corporate Banking RERTT 453,007 453,007
Investment Banking KERIT 157,648 157,648
Corporate Services 1 E R 962,867 904,200
Others Hth 169,171 130,458
2,592,330 2,494,950
The recoverable amount of the CGU is determined based on value-in-use calculations. B A EE AR ES EEREE B EESt
These calculations use cash flow projections based on financial budgets approved by o HE N ERRE B R EHSESTEE
management covering a five-year period. Cash flows beyond the five-year period are SIS ST o FBESEREMIE S TR Ty
extrapolated using the estimated rates stated below. The growth rate does not exceed (EEFFIRVEHEET - M ERTAIBIBZIRS 5
the long-term average growth rate for the business in which the CGU operates. BRI ETEER -
The pre-tax discount rate used for value-in-use calculations is 11.74% (2005: 11.37%) AR EEREENERATITINXRA11.74%
and the long-term growth rate is 5% (2005: 5%). (2005 : 11.37%) R RIS R X 55% (2005 :
5%) °
Management determined the budgeted net profit based on past performance and SR BREBERIETIERRELRETEE
its expectation for market development. The weighted average growth rates used F o HNAET Y918 R 2R BT 2 R4S W TE R — 3
are consistent with the forecasts included in industry reports. ) o
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FRIE W A ()
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29.GOODWILL AND INTANGIBLE ASSETS (continued) BIE2RELEE @

(b

~

The impairment loss recognised during the year relates solely to the Group’s investment
management and advisory services carried out by a subsidiary. As the carrying value
of this cash-generating unit has been reduced to its recoverable amount, any adverse
change in the assumptions noted above would cause the current carrying value to be
in excess of the recoverable amount.

Intangible assets (other than goodwill)

Intangible assets include acquired core deposits. Intangible assets are stated at cost
less accumulated amortisation and impairment loss (Note2(k)(iv)).

Amortisation of intangible assets with finite useful lives is charged to the profit and
loss account on a diminishing basis over the assets’ estimated useful lives. The following
intangible assets with finite useful lives are amortised from the date they are available
to use and their estimated useful lives are as follows:—

(b)

FEAERRERIZEEZHBRRME
BOIREEERAARE - AR ERNRSEE
BUERESEREE - EFA LM
BRR BB A g 5| BT IREE S N E
A EEEE

BV EE @ERN

BVAERERBARLER - MIPEERKA
RER REHTE ROREEBKRIIRR CHEE2(k)v)

BRE R BB ST B ERE SR AR
ENBRRAEE - KT ARE R AN E
AR ER R RRMFIA TG A

Acquired core deposits 10 years BB AR DIF R 106
Both the period and method of amortisation are reviewed annually. TR HHR REH X -
The Group £8 The Bank #17
2006 2005 2006 2005
HK$'000 % Fx HK$'000 #HETFm HKS'000 B¥Fx  HK$'000 #HTor
Cost B
At 1st January ®1A18 - - - -
Additions through acquisition OGN
of subsidiaries HIEE 15,219 - - -
At 31st December ®12A318 15,219 - - -
Accumulated amortisation and ST BERRE
impairment losses BE
At 1st January ®1A18 - - - -
Amortisation charge for FIE A
the year (Note 9) (PH5%9) (2,231) - - -
Exchange adjustments BE 5 8% () - - -
At 31st December ®12A318 (2,233) - - -
Carrying amount ®12A318
at 31st December BEE 12,986 - - -
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FRIE W A ()
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30.FIXED ASSETS BEE&E

2006
The Group £E
Furniture,
Investment Fixtures and
Properties  Bank Premises Equipment Sub-total Total
i
RENE ik RERRE it L]
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BET T BB BB BB
Cost or valuation A A
At 1st January, 2006 R2006F1A18 950,586 4,304,481 1,999,250 6,303,731 7,254,317
Additions £E - 133,493 377,874 511,367 511,367
Additions through acquisition BYEENILE - - 6,071 6,071 6,071
Revaluation surplus BthEH 137,777 - - - 137,777
Revaluation of bank premises
transferred to investment Tt EFREA
properties REME - 35,054 - 35,054 35,054
Transfer from bank premisesto  HfTHEARE
investment properties % 231,068 (231,068) - (231,068) -
Disposals HE (39,400) (13,977) (139,610) (153,587) (192,987)
Exchange adjustments EXAE 8,510 2,586 11,512 14,098 22,608
At 31st December, 2006 20065 12A31H 1,288,541 4,230,569 2,255,097 6,485,666 7,774,207
Accumulated depreciation ZHITER
and amortisation He
At 1st January, 2006 R2006F1A18 - 671,201 1,227,217 1,898,418 1,898,418
Additions through acquisition HEREE - - 3,698 3,698 3,698
Charge for the year FERX
(Note 9) (FizE9) - 78,709 220,365 299,074 299,074
Revaluation of bank premises
transferred to investment TEREARE
properties b/ - (34,390) - (34,390) (34,390)
Impairment loss AEEX - (27,681) - (27,681) (27,681)
Written back on disposals SRR - (5.403) (119,345) (124,748) (124,748)
Exchange adjustments EXAE - 1,132 9,099 10,231 10,231
At 31st December, 2006 20065124311 - 683,568 1,341,034 2,024,602 2,024,602
Net book value at FEHE
31st December, 2006 20065 12A31H 1,288,541 3,547,001 914,063 4,461,064 5,749,605
The gross amounts of LREENER
the above assets are stated: FIRGAT
At cost R - 3,389,480 2,255,097 5,644,577 5,644,577
At Directors' valuation RESfE
-1989 —1989%F - 841,089 - 841,089 841,089
At professional valuation REXE
- 2006 —2006%F 1,288,541 - - - 1,288,541
1,288,541 4,230,569 2,255,097 6,485,666 1,774,207
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Notes on the Accounts (continued)

RRIEN A ()

30.FIXED ASSETS (continued) [EE & E @)
2006
The Bank 17
Furniture,
Investment Fixtures and
Properties  Bank Premises Equipment Sub-total Total
3
RENE Cip:s RERRE Mt @5
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT
Cost or valuation BAKIHE
At 1st January, 2006 200651 A1H 979,680 4,061,867 1,735,978 5,797,845 6,777,525
Additions E2E - 133,032 302,152 435,184 435,184
Revaluation surplus BthEH 134,707 - - - 134,707
Revaluation of bank premises TEREARE
transferred to investment mE
properties - 35,054 - 35,054 35,054
Transfer from bank premises RITHEARE
to investment properties ES 241,768 (241,768) - (241,768) -
Disposals HE (39,400) (13,976) (110,903) (124,879) (164,279)
Exchange adjustments EXAE - 2,245 9,935 12,180 12,180
At 31st December, 2006 20065 12A31H 1,316,755 3,976,454 1,937,162 5,913,616 7,230,371
Accumulated depreciation ZEHER
and amortisation He
At 1st January, 2006 200651411 - 593,225 1,062,702 1,655,927 1,655,927
Charge for the year FEAZH - 73,686 180,333 254,019 254,019
Revaluation of bank premises T EREEA
transferred to investment RENE
properties - (34,390) - (34,390) (34,390)
Impairment loss RERX - (27,681) - (27,681) (27,681)
Written back on disposals SR e - (5,402) (96,580) (101,982) (101,982)
Exchange adjustments EXAE - 1,035 8,328 9,363 9,363
At 31st December, 2006 20065 12A31H - 600,473 1,154,783 1,755,256 1,755,256
Net book value at REFE
31st December, 2006 R2006%12A31H 1,316,755 3,375,981 782,379 4,158,360 5,475,115
The gross amounts of EENRE
the above assets are stated: FIRGAT
At cost BRAR - 3,135,365 1,937,162 5,072,527 5,072,527
At Directors’ valuation HESA
-1989 — 19894 - 841,089 - 841,089 841,089
At professional valuation REERE
- 2006 —2006%F 1,316,755 - - - 1,316,755
1,316,755 3,976,454 1,937,162 5,913,616 7,230,371
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RRIEN A ()

2005
The Group £ 2
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Sub-total Total
i -
REME 3k P E Nt i
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BETT BT BT
Cost or valuation A E
At 1st January, 2005 R2005F1A18 802,934 4,907,305 1,836,895 6,744,200 7,547,134
Additions £E = 192,514 410,636 603,150 603,150
Additions through acquisition HEREE - - 4,164 4,164 4,164
Revaluation surplus ShA% 234,221 - - - 234,221
Revaluation of bank premises
transferred to investment EEREA
properties REME - 5,001 - 5,001 5,001
Transfer from bank premisesto  HfTHEARE
investment properties mE 227,971 (227,971) - (227,971) -
Disposals HE (311,482) (570,756) (242,487) (813,243) (1,124,725)
Exchange adjustments EXAE (3,058) (1,612) (9,958) (11,570) (14,628)
At 31st December, 2005 20056124318 950,586 4,304,481 1,999,250 6,303,731 7,254,317
Accumulated depreciation ZHITER
and amortisation B
At 1st January, 2005 R2005F1A18 = 580,588 1,268,796 1,849,384 1,849,384
Additions through acquisition HEREE - - 2,237 2,237 2,237
Charge for the year (Note 9) FEAZH (E9) - 68,158 190,405 258,563 258,563
Revaluation of bank premises
transferred to investment T EREARE
properties ES - (7,428) - (7,428) (7,428)
Write back of impairment loss AR K B - 210,140 - 210,140 210,140
Written back on disposals SRR = (179,871) (226,597) (406,468) (406,468)
Exchange adjustments A% - (386) (7,624) (8,010) (8,010)
At 31st December, 2005 R2005F12A318 - 671,201 1,227,217 1,898,418 1,898,418
Net book value at FEHE
31st December, 2005 #2005 12A31H 950,586 3,633,280 772,033 4,405,313 5,355,899
The gross amounts of EENRE
the above assets are stated: FIRGAT
At cost R = 3,438,023 1,999,250 5,437,273 5,437,273
At Directors’ valuation RERME
-1989 — 19894 - 866,458 - 866,458 866,458
At professional valuation REXE
- 2005 —2005F 950,586 - - - 950,586
950,586 4,304,481 1,999,250 6,303,731 7,254,317
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30.FIXED ASSETS (continued) EIEEE @)
2005
The Bank 77
Furniture,
Investment Fixtures and
Properties Bank Premises Equipment Sub-total Total
&
REME 3k P E Nt bk
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BT BT BT BETT
Cost or valuation BAKIHE
At 1st January, 2005 200551818 644,216 4,447,190 1,605,234 6,052,424 6,696,640
Additions 2E - 192,514 358,630 551,144 551,144
Revaluation surplus BthEH 226,276 - - - 226,276
Revaluation of bank premises
transferred to investment TILEREARE
properties b/ - 7,107 - 7,107 7,107
Transfer from bank premises RITHEARE
to investment properties b/ 309,670 (309,670) - (309,670) -
Disposals HE (200,482) (273,942) (220,561) (494,503) (694,985)
Exchange adjustments A% - (1,332) (7,325) (8,657) (8,657)
At 31st December, 2005 20054 12A31H 979,680 4,061,867 1,735,978 5,797,845 6,777,525
Accumulated depreciation ZEHER
and amortisation S
At 1st January, 2005 R2005F1A1H - 356,291 1,132,483 1,488,774 1,488,774
Charge for the year FEAZH - 63,214 145,235 208,449 208,449
Revaluation of bank premises
transferred to investment TUEREARE
properties ES - (7,428) - (7,428) (7,428)
Write back of impairment loss BEBXERE - 210,140 - 210,140 210,140
Written back on disposals SR e - (28,703) (208,911) (237,614) (237,614)
Exchange adjustments A% - (289) (6,105) (6,394) (6,394)
At 31st December, 2005 #2005 12A31H - 593,225 1,062,702 1,655,927 1,655,927
Net book value at REFE
31st December, 2005 R2005%12A31H 979,680 3,468,642 673,276 4,141,918 5,121,598
The gross amounts of EENRE
the above assets are stated: FIRGAT
At cost BHA = 3,195,409 1,735,978 4,931,387 4,931,387
At Directors’ valuation RERME
-1989 — 19894 - 866,458 - 866,458 866,458
At professional valuation REERE
- 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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The net book value of bank premises and investment properties comprises: T RIRE M ENREFE B

The Group £
2006 2005
Investment Investment
Properties Bank Premises Properties Bank Premises
REME fTik REM% 7H
HK$'000 &% ¥ HK$'000 A% T HK$'000 E¥Fir HK$'000 BT
Freeholds KAERE
Held outside Hong Kong ERBAIME 108,686 163,688 82,006 97,454
Leaseholds HiEH
Held in Hong Kong BB
On long lease (over 50 years) REFEL) (S0FM L) 879,700 1,455,520 499,500 1,694,121
On medium-term lease
(10 - 50 years) FHERAE 40 (10Z504F) 289,600 1,402,823 271,700 1,408,949
Held outside Hong Kong EEBUIMNEER
On long lease (over 50 years) REIMAEA) (S0F LA L) - 176,954 57,501 128,419
On medium-term lease
(10 - 50 years) wERER 4 (10 50%) 10,555 348,016 39,879 304,337
1,288,541 3,547,001 950,586 3,633,280
The Bank 217
2006 2005
Investment Investment
Properties Bank Premises Properties Bank Premises
REME fTik REM% 7H
HK$'000 &% ¥ HK$'000 A% T HK$'000 E¥Fir HK$'000 BT
Freeholds KAERE
Held outside Hong Kong EBBAIMNEE - 79,895 - 13,131
Leaseholds HiEH
Held in Hong Kong BB
On long lease (over 50 years) REFEL) (S0FM L) 879,700 1,455,520 499,500 1,694,121
On medium-term lease
(10 - 50 years) R HEAAE 40 (10E50F) 426,500 1,315,596 382,800 1,330,485
Held outside Hong Kong EEBUIMNEER
On long lease (over 50 years) REFEL) (S0FM L) - 176,954 57,501 128,419
On medium-term lease
(10 - 50 years) FHERAE 40 (10Z504F) 10,555 348,016 39,879 302,486
1,316,755 3,375,981 979,680 3,468,642

BREAEE RIRTTUAKARZEAITEARR - 17
WRBREER S B AA%2,531,195,0007T
(20054 : 5%1,949,626,0007T) RE#
2,376,387,0007T (20054 : 7#%1,749,947,000
TT) °

720065124310 - BBREVENGEERE
#1,169,300,0007T ° %5 W2 BB (S ERD —
BRI EMEERT HEBAREAEME
eg T AR BGEMENAERERGIR
HRE o HEEUARMBEEAER I
T A2006F 12 A31H ZARIEA -

The carrying amount of bank premises of the Group and the Bank would have been
HK$2,531,195,000 (2005: HK$1,949,626,000) and HK$2,376,387,000 (2005:
HK$1,749,947,000) respectively had they been stated at cost less accumulated
depreciation.

Investment properties in Hong Kong were valued at HK$1,169,300,000 as at 31st
December, 2006 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,
2006 and it was performed on an open market value basis.
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30.FIXED ASSETS (continued) ElIEEE @)

The Group leases out investment properties under operating leases. The leases typically SEUKEHERABLREYHE - HEFH
run for an initial period from 1 to 10 years, with an option to renew the leases after BEBRIFE10F - DIH &R BEELEEAM
that date at which time all terms are renegotiated. None of the leases includes FAZZ - IARNY T eEEES -
contingent rentals.
Rental income receivable from investment properties held for use under operating REA - NEEHERABENIREMEZ E
leases amounted to HK$53,553,000 in 2006 (2005: HK$43,194,000). There was no WA ¢ &A% 53,553,0007T (20054 « B
contingent rental recognised during the year 2006 (2005: Nil). 43,194,0007T) ° 2006 FE ANARE ERA
% (20054 : ) o
The total future minimum lease payments of bank premises and investment properties ARATRGH A S T SRR T THE IR E W%
held for use under non-cancellable operating leases are receivable as follows: BARRREEKEE R FHEENT
The Group %8 The Bank $R1T
2006 2005 2006 2005

HK$'000 &% F 5z HK$'000 &#F7r HK$'000 ¥ T HK$'000 BH#FT

Within one year 1R 55,549 38,414 54,143 35,825

After one year but within 1FEE
five years 5FER 59,021 53,036 50,605 44,461
After five years 5 AR 1,081 3,775 - 928
115,651 95,225 104,748 81,214

31.AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES i B2 B X &R KM B A RFIE

During the year, the Bank entered into transactions with certain subsidiaries in the REFER - NMTEETHBARAESNE
ordinary course of its banking business. Details of the amounts due from and due to B 5 o MEBRRIRAKZRME R BRIEFF
subsidiaries are as follows: U
(a) Amounts Due from Subsidiaries (a) MIBARRK
The Bank 217
2006 2005
HK$'000 &% T HK$'000 ¥ T
Financial institutions SR 8,938 244,132
Others Hith 1,925,557 1,484,685
1,934,495 1,728,817
(b) Amounts Due to Subsidiaries (b) XKEARRIE
The Bank 1T
2006 2005

HK$'000 &% T 7T HK$'000 B#F 7T

Financial institutions SRS 228,040 4,364,094
Others Hit 1,447,603 5,488,283
1,675,643 9,852,377
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32.INCOME TAX IN THE BALANCE SHEET EEE&EXRANFRER

(a) Current Taxation in the Balance Sheet Represents: (a) EEEBRAMNAKEBIES :

The Group £ The Bank 17
2006 2005 2006 2005
HK$'000 &% Tt HK$'000 % T HK$'000 ;8% F 5 HK$'000 % T T

Provision for Hong Kong Profits REEEBMNEHER

Tax for the year (Note 12(a)) (HHE12(a) 508,542 366,845 443,087 312,167
Provisional Profits Tax paid BRE&FEH (299,011) (243,916) (254,605) (193,677)
209,531 122,929 188,482 118,490
Balance of Profits Tax provision EFEREH
relating to prior years diare o 17,478 76,939 5,000 75,730
Overseas taxation BINRIE 107,088 61,827 102,341 54,363
334,097 261,695 295,823 248,583
(b) Deferred Tax Assets and Liabilities Recognised (b) EEBIEEER B BERR
The components of deferred tax (assets)/liabilities recognised in the consolidated BRNGEEERBRPIETHE (BE) 8
balance sheet and the movements during the year are as follows: BEOEKBD RFRNZZEEIT
The Group %@
Depreciation
allowances Impairment  Revaluation
in excess of Leasing losses on  of available-
related  partnership  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation transactions of properties assets  securities losses Others Total
RRARNE SREEN AHHE
BEHERE : HEEBE ABEERXZ S BER% E5EH B ity 28

HKS$'000 HK$'000 HKS'000 HKS'000 HK$'000 HKS'000 HKS'000 HKS'000
AR BMTn  BETR ARTn  BETn A%t ARTn BRTR

At 1st January, 2006 200651518 276,111 211,553 174,514 (49,124) - (25,512) 1,474 589,016
Write off against investment REMER - (206,875) - - - - - (206,875)
Charged/(credited) to consolidated A BRERMSE/

profit and loss account (Note 12(a)) () (Ff3E12(a) 1,112 (1,481) 25,201 31,512 - 4470 (2,384) 58,430
Credited to reserves N

(Note 37(c) and (h)) (Bf3£37(¢) and (h) - - 11,195 - 109,777 - - 120,972
Additions through acquisition of BARELAN

subsidiary KE 54 - - - - - - 54
Exchange and other adjustments ~ EX REEE 54 - - (201) - (2.461) (40) (2,648)
At 31st December, 2006 R2006F12A318 277,331 3,197 210,910 (17,813) 109,777 (23,503) (950) 558,949
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Notes on the Accounts (continued)

RRIEN A ()

32.INCOME TAX IN THE BALANCE SHEET (continued) EESBERANFEH @
The Group £8
Depreciation
allowances Impairment  Revaluation
in excess of Leasing losseson o available-
related  partnership  Revaluation financial forsale Tax
Deferred tax arising from: depreciation transactions  of properties assets securities [osses Others Total
HEEENE SREEMN A E
EREFERE - BRESHE AMEERS nEEf BHERK FHEMR it £t e
HK$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HK$'000
AETT BRI ARSI AETT BRI AETT BRI AETT
At 1st January, 2005 R2005%1A18 315,211 382,210 192,217 (78394) - (73277) 1,653 739,620
Write off against investment HEMEE - (167,276) - - - - - (167,276)
Charged/(credited) to consolidated  4F&tRERAMEH/
profit and loss account (Note 12(a)) () (BfE12(a) (38,999) (3381) 20,115 29,109 - 44,510 4,633 55,987
Charged to reserves (Note 37(c)) it 3 (HE37() - - (37,818) - - - - (37,818)
Exchange and other adjustments X kiR (101) - - 161 - 3,255 (4,812) (1,497)
At 31st December, 2005 #2005 128318 276,111 211,553 174,514 (49,124) = (25,512) 1474 589,016
The Bank $17
Depreciation
allowances Impairment  Revaluation
in excess of Leasing losses on  of available-
related  partnership  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation transactions of properties assets  securities losses Others Total
RRERNEN SHEEN TithE
EERERE TERHE ABEERS NREMR AER% REEMR B -0 3]
HK$'000 HK$'000 HK$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HK$'000
BeTn  EMTn  A¥Tn AMTn BNt B¥Tn B¥Tn B%Tn
At 1st January, 2006 200651718 275,004 211,553 174,514 (46,814) - (22,923) 5,326 596,660
Write off against investment REMHR - (206,875) - - - - - (206,875)
Charged/(credited) to consolidated ~ 4FA1ERME A/
profit and loss account (Note 12(a)) (&) (F#12(a) (39) (1,481) 25,201 35,178 - 2,733 2,21 63,863
Credited to reserves FARHR
(Note 37 (c) and (h)) (H3£37(c) and (h) - - 11,195 - 109,841 - - 121,036
Exchange and other adjustments ERREMAE - - - (221) - (2,462) 3) (2,686)
At 31st December, 2006 20065128318 274,965 3,197 210,910 (11,857) 109,841 (22,652) 7,5% 571,998
The Bank 47
Depreciation
allowances Impairment  Revaluation
in excess of Leasing losseson  of available-
related  partnership  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation transactions  of properties assets securities [osses Others Total
BBERNED SREED AIfEHE
BREFERA - FESHE AMEERS MEER RERR & | Ef R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Bt AMTr BBt BETn  BNTr  ABTh BETn BETx
At 1st January, 2005 R2005%1A 18 302,667 382,210 192,217 (76,431) = (67,921) 5770 738512
Write off against investment REMHR - (167,276 - - - - - (167,276
Charged/(credited) to consolidated ~ 4FA1ERME A/
profit and loss account (Note 12(a)) ~ (BA) (K& 12(a) (27,663) (3381) 20,115 29,427 - 41,743 4,633 64,874
Charged to reserves (Note 37(c)) FREmEE (EE37(0) - - (37,818) - - - = (37,818)
Exchange and other adjustments X R = - - 190 - 3,255 (5,077) (1,632)
At 31st December, 2005 20056 12A318 275,004 211,553 174,514 (46,814) = (22,923) 5326 596,660
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Notes on the Accounts (continued)

RRIEN A ()

The Group %8 The Bank $R1T
2006 2005 2006 2005

HK$'000 % Tt HK$'000 E¥Tr HKS'000 BT HK$'000 BT

Net deferred tax assets recognised RREEBBRNEL

on the balance sheet WEEEFE (39,169) (38,469) (22,905) (30,233)
Net deferred tax liabilities recognised  HERBREE & ERAEL
on the balance sheet HEBEFHR 598,118 627,485 594,903 626,893
558,949 589,016 571,998 596,660
(c) Deferred Tax Assets Not Recognised () REDELEHREE
The Group has not recognised deferred tax assets in respect of cumulative tax losses AR AIRER AR B BAN A AT B R ER
of HK$221,940,000 (2005: HK$121,853,000) as it is not probable that future taxable Blm AT B SR - AEBEWRER RS
profits against which the losses can be utilized will be available in the relevant tax FiIEE518/5%221,940,0007T (20054 : K
jurisdiction and entity. Under the current tax legislation, the expiry dates of the tax 121,853,0007T) AELEFIEE E © RIBIRFT
losses were as follows: B0 - ZEBEEENIIBANT
2006 2005

HKS$'000 B# Tt HK$'000 BT

Expiring within 5 years RAFAEH 22,705 30,398
Expiring more than 5 years HFRDIH 3,781 4,001
No expiry date ERHA 195,454 87,454

221,940 121,853

33.0THER LIABILITIES Hft& &

The Group £ The Bank 17
2006 2005 2006 2005
HK$'000 8% T HK$'000 A% T HK$S'000E%FT HK$'000 A%

(a) Trading Liabilities @ RHAZEE

Exchange fund bills sold PNEESERETR 199,800 1,194,545 199,800 1,194,545
Exchange fund notes sold INERSBEFTR 33,459 35,336 33,459 35,336
Short positions in securities EHNER 8,060 - 8,060 -
241,319 1,229,881 241,319 1,229,881
Negative fair value of derivatives PTETANBATERE 701,276 707,118 693,056 705,188
942,595 1,936,999 934,375 1,935,069

(b) Other Accounts and Provisions (b) EiRERER
Accrued interest payable JEET RS, 854,862 722,175 784,977 543,145
Other accounts HhARIR 7,191,792 6,186,085 3,661,087 4,192,304
8,046,654 6,908,260 4,446,064 4,735,449
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Notes on the Accounts (continued)

RRIEN A ()

34.LOAN CAPITAL fEEEAR
The Group £8 The Bank #17
2006 2005 2006 2005
HK$'000 SB¥ Tt HK$'000 A% T HK$'000 B&Fx  HK$'000 BETT
US$550 million 7.5% subordinated 550,000,000 7T
notes, measured at fair value FET5%H
through profit or loss BRERE - 4,273,921 - -
US$550 million 5.625% subordinated 550,000,00057C
notes, measured at fair value F85.625%H)
through profit or loss BEEE 4,288,824 4,274,859 4,288,824 4,274,859
US$500 million floating rate
subordinated notes, measured 500,000,0003 70
at amortised cost FENEERR 3,865,491 - 3,865,491 -
8,154,315 8,548,780 8,154,315 4,274,859
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Loan capital of face value of HK$4,277,873,000 (US$550,000,000) and carrying
amount of HK$4,288,824,000 represents 5.625% subordinated notes qualifying as
tier 2 capital which were issued on 13th December, 2005 by the Bank. The notes are
listed on The Stock Exchange of Hong Kong Limited and will mature on 13th
December, 2015.

On 16th February, 2006, the Bank redeemed the 7.5% subordinated notes with face
value of HK$4,277,873,000 (US$550,000,000) which was issued on 30th January,
2001 by East Asia Financial Holding (BVI) Limited, a single purpose wholly-owned
finance subsidiary of the Bank.

On 27th June, 2006, the Bank issued floating rate subordinated notes qualifying as
tier 2 capital with face value of HK$3,888,975,000 (US$500,000,000). The carrying
amount of the notes as at 31st December, 2006 was HK$3,865,491,000. The notes
will mature on 28th June, 2011.

=E(E#H#4,277,873,0007T (550,000,000
7)) R BRT(E B %4,288,824,000TTHEEE
AN —IEHRARIT2005F 12 A 13 31TE L
5.625% * WETE A MERNEERE - 22
BREBMAERSAMERAR LM - WHR
2015412 813 HEH] -

7200652 A16H « RITERARITIHE B
2B E 75K B A F)East Asia Financial Holding
(BVI) Limited 7200141 A30H T E7.5%
E{E#&%4,277,873,0007T (550,000,00037T)
WEEER -

R2006F6A278 « RITBITIEB-RER
TE{E5%3,888,975,0007T (500,000,000 7T)
K)FBRERE - ZEEZEN2006F12 831
B HBRETI(E A5 H53,865,491,0007T © A EE
E#5M2011496 A28HEIH -




Notes on the Accounts (continued)

RRIEN A ()

35.EQUITY SETTLED SHARE-BASED TRANSACTIONS R#EX{I3X5H

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

AITFTRARES R BIRATTESE R
HELRERETEEZ EARE
ERITHAE - ARBARITAAD - REHEATT

F BREHITE

EHRARTHNFEIAFREERTRAES
B IE o e RIS AT HER A B -

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.

(a (a) RRRERFE

~

Particulars of share options

Exercise Price

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

HK$B T
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
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 33.05

(b) The number and weighted average exercises prices of share options are as  (b) BTFERBRENEE RINEFIHTHEBNOT :

follows:
2006 2005
Weighted Weighted
average average
exercise Number exercise Number
price of options price of options
EEF AT
THE RREHE 1@ RIREHE
HKS$B% T 000F HK$EH T 000F
Outstanding at the beginning of
the year FUsER 21.12 40,910 19.38 30,075
Exercised during the year FERTHE 20.94 (19,845) 15.70 (4,498)
Granted during the year FEAET 33.05 3,250 22.95 16,410
Lapsed during the year FERRM 23.00 (255) 22.95 (1,077)
Outstanding at the end of the year ~ FE# 22.86 24,060 21.12 40,910
Exercisable at the end of the year FEAHITE 21.27 20,810 19.95 24,920

FEARTITERREE A O INETEIRE RS
#32.407T (20054F : #E#23.047T) °

720065124318 -+ mARITERIRIENITHEE
S #14.90 T 28 %33.057T (20054 : B
14 90TTEBWE23.2370) - REIBAKNFRZ
I EUA2.765F (20054 : 3.314F) °

The weighted average share price at the date of exercise for shares options exercised
during the year was HK$32.40 (2005: HK$23.04).

The options outstanding at 31st December, 2006 had an exercise price from HK$14.90
to HK$33.05 (2005: from HK$14.90 to HK$23.23) and a weighted average remaining
contractual life of 2.76 years (2005: 3.31 years).
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Notes on the Accounts (continued)

RRIEN A ()

35.EQUITY SETTLED SHARE-BASED TRANSACTIONS (continued) IREX AR Z @
(c) Fair value of share options and assumptions () RBENAFEERRE

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.

SRS AR B A ) A B ERE TR
RO NTEEAE - BRTREEZ G ATE
ER=RAAMETEEN - REENEOFH
A AZIEN -
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2006 2005
Fair value at measurement date RitEEMATFEE HK$6.38 HK$1.57
Share price R1E HK$33.05 HK$22.95
Exercise price 1I1E(8 HK$33.05 HK$22.95
Expected volatility (expressed as weighted
average volatility used in the modelling HEtRE CA= B T EEAR
under trinomial lattice model) FRAB 0 IR TR ) 23.27% 11.31%
Option life g i 5 years 5 years
Expected dividends fETAR 2 7.35% 6.69%
Risk-free interest rate (based on Exchange
Fund Notes) ERERNE (RBIMNEEERE) 4.63% 3.15%

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 based on 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.

EDRIBRIRIB(E 2RI (AR MR
BENES) - BAERARMANANLER
AR R o (IR BB S -
EHHABROEDTREALEATRED
fiit o
RICROET BN ARG o R A
ASTERNET BEEBREOATHEE « LHD
S LLEE SR




Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

36.SHARE CAPITAL &7

2006 2005
No. of shares Nominal value No. of shares Nominal value
RG#E [ B8 HE
000 ¥ HK$'000 &% ¥ 000 ¥ HK$'000 &% Fx
Authorised: EERA
Ordinary shares of HK$2.50 each TR ERES2.50T 2,600,000 6,500,000 2,600,000 6,500,000
Issued and fully paid: BEITRARRA :
At 1st January MA1R 1,510,229 3,775,575 1,491,998 3,729,996
Shares issued under Staff Share RIEE S ARG E)

Option Schemes BITHARG 19,845 49,612 4,498 11,245
Shares issued in lieu of dividends PARRR S BT RORR 20,068 50,168 13,733 34,334
At 31st December M12A31H 1,550,142 3,875,355 1,510,229 3,775,575

Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options to RIEEERRETE - SERNESFEREAR
purchase ordinary shares in the Bank were granted to eligible employees. The option RITHY L MARAR(D o TE20024F LARTHRER AR A5
price of the Schemes adopted before 2002 was 95% of the average closing price of 2l - RRE RIS TRIRIES B 2 Al EE3
the existing shares of the Bank on The Stock Exchange of Hong Kong Limited for the BARITIRAB R KT T EBHI95%TE ©
five business days immediately preceding the date of offer of such options. For the 2002F AR ETE] - AT T B ELARRARR D
Schemes adopted in and after 2002, the exercise price equals the fair value of the RETENATEEER - BB EIEGH
underlying shares at the date of grant. The options granted under the Schemes will RRERT AR T B NE 1 AFEFAFH
be exercisable between the first and the fifth anniversaries of the date of grant. T -
(a) Shares Issued under Staff Share Option Scheme (a) RIBEREEZRESEIBITHRG

During the year, options were exercised to subscribe for 19,845,000 ordinary shares FERN BITERREARBBAITEBER
in the Bank at a consideration of HK$415,523,000 of which HK$49,612,000 was 19,845,0000% 2 (B /78%415,523,0007T * &
credited to share capital and the balance of HK$365,911,000 was credited to the FE%49,612,000 T FAMRA - SREUEHS
share premium account (Note 37). HK$40,217,000 has been transferred from the 365,911,000 AR 5@ 8 (i 5E37) o ARHERHT
capital reserve to the share premium account in accordance with policy set out in FH2(q)(iv) s ERERFHEERABYK
Note 2(q)(iv). 40,217,0007C A RRADRER ©

(b) Terms of Unexpired and Unexercised Share Options at Balance Sheet Date (b) MAEE B BRI RITHENZEREZRK

2006 2005

Date of options granted Option price No. of shares No. of shares
RRERTEH REE IR 8E Rt 2B
19/4/2001 HK$%#16.967T - 2,015,000
18/4/2002 HK$75%15.807T 1,855,000 2,285,000
02/5/2003 HK$ 5% 14.907T 2,895,000 6,270,000
22/4/2004 HK$5#23.237C 5,750,000 14,350,000
03/5/2005 HK$75%22.957T 10,310,000 15,990,000
03/5/2006 HK$7%5#33.057T 3,250,000 =
24,060,000 40,910,000
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Notes on the Accounts (continued)

RRIEN A ()

37.RESERVES {5

2006
The Group The Bank
&= $R1T
HKS$'000 % T 7t HK$'000 B¥% T 7t
(@) Share Premium (undistributable) @) Mf&EE (PANKE)
At 1st January M1A18 656,429 656,429
Net premium on shares issued under
Staff Share Option Schemes EERREE TEITHRG HEEE 365,911 365,911
Transfer of the fair value of options from BEBERRRNRREATER
capital reserve — share options issued —BEITRRE 40,217 40,217
Shares issued in lieu of dividends PARR BB TRORD (50,168) (50,168)
Capital fee EXRER (251) (251)
As 31st December M12A31H 1,012,138 1,012,138
(b) General Reserve () —MEHE
At 1st January MA1R 12,643,214 12,425,169
Transfer from retained profits BeRBmET 12,590 -
Realised surplus on disposals transferred BREEREENEERIENEN
from revaluation reserve S et 1,353 1,353
Shares issued in lieu of dividends PARR BB TRORD 599,825 599,825
At 31st December R12A318 13,256,982 13,026,347
(c) Revaluation Reserve on Bank Premises (0 1THEBHEE
(undistributable) (PAIRE)
At 1st January M1A18 778,933 781,039
Recognition of net deferred tax liabilities EEBIA R RHEER
(Note 32(b)) (HIE32(b) (11,195) (11,195)
Revaluation surplus on bank premises transferred TR B M FTE £ 6
to investment properties S Rpet7s 69,444 69,444
Realised surplus on disposals transferred to BA—REFENEERHENEN
general reserve BhHAHK (1,353) (1,353)
At 31st December R12A318 835,829 837,935
(d) Statutory Reserves (undistributable) (d) EERB(TAIRE)
At 1st January and 31st December R1A1BKR12A318 (14) -
(e) Capital Reserve (undistributable) () BB (TRDRE)
At 1st January and 31st December MA1BKR12A318 86,436 -
(f)  Exchange Revaluation Reserve (undistributable) () EXBMHEE TR
At 1st January MA1R 78,568 46,658
Exchange adjustments BE K AAEE 105,725 79,043
At 31st December M12A318 184,293 125,701
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Notes on the Accounts (continued)

RRIEN A ()

2006

The Group The Bank

&8 $BAT

HKS$'000 &84T 5t HKS$'000 &% Tt

(g) Capital Reserve - Staff Share Options issued () BARRFEE—(EERRESEIET
(undistributable) (PARE)

At 1st January MA1R 69,806 69,806
Transfer of the fair value of options to share premium RREATEERARNDRE (40,217) (40,217)
Forfeited options transferred to retained profits KMEE X HNRREBAB TR (400) (400)
Addition #Ein 22,067 22,067
At 31st December M12A318 51,256 51,256

(h) Investment Revaluation Reserve (undistributable) (h) JEEMHEE(TTRE)

At 1st January MA1R 358,729 345,273
Changes in fair value of securities EHRRTEENE 653,701 440,584
Reversal upon disposal R ERER (41,766) (33,716)
Recognition of deferred tax liabilities (Note 32(b)) EIERTE A ERER (HE32() (109,777) (109,841)
Exchange adjustments bE i AR 301 (346)
At 31st December MW2A318 861,188 641,954
(i) Retained Profits (i) BFat
At 1st January ®W1A18 5,749,689 4,348,064
Net profit for the year FERRF 3,434,511 3,018,617
Transfer to general reserve BA—REHE (12,590) -
Transfer in respect of forfeited options BB K BGRIRE r 400 400
Dividends (Note 14) B8 (i 14)
— Interim dividend —HERR S (661,663) (661,663)
— Final dividend in respect of previous year - FFEEREBRE (1,410,856) (1,410,856)
At 31st December M2A318 7,099,491 5,294,562
() Total Reserves () fhfsEE 23,387,599 20,989,893
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FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

37.RESERVES (continued) f#f& @)

2005
The Group The Bank
%8 R1T
HK$'000 &% T 7t HK$'000 7% F 7
(@) Share Premium (undistributable) @) Mf&EE (PANKE)
At 1st January M™MA1E 631,188 631,188
Net premium on shares issued under
Staff Share Option Schemes EERREE TEITHRG HEEE 59,393 59,393
Transfer of the fair value of options from BEEXNRRORREATEE
capital reserve — share options issued —BEITRRE 240 240
Shares issued in lieu of dividends VARRH S B TR (34,334) (34,334)
Capital fee ERER (58) (58)
As 31st December M12A318 656,429 656,429
(b) General Reserve () —HBEE
At 1st January M™MA1E 12,045,266 11,883,314
Transfer from retained profits BeRmET 6,095 -
Realised surplus on disposals transferred BEEMHENEERLENEN
from revaluation reserve S Rpet7s 278,819 228,821
Shares issued in lieu of dividends PARR AR BB TRRID 313,034 313,034
At 31st December MW2A318 12,643,214 12,425,169
(c) Revaluation Reserve on Bank Premises (0 fTHEkERE (RARE)
(undistributable)
At 1st January M1A18 1,007,505 957,507
Release of net deferred tax liabilities (Note 32(b)) EERTE A EF R (HE3200) 37,818 37,818
Revaluation surplus on bank premises TTHEERE Y ERE R
transferred to investment properties EhEH 12,429 14,535
Realised surplus on disposals transferred to BA—REFRNEERLENEN
general reserve BhHAHK (278,819) (228,821)
At 31st December M12A318 778,933 781,039
(d) Statutory Reserves (undistributable) (d) EERB(TAIRE)
At 1st January MA1R 1,410 -
Transfer to realised reserve BADERHE (1,424) =
At 31st December ®12A318 (14) -
(e) Capital Reserve (undistributable) () BB (TRDRE)
At 1st January and 31st December M A1BRI12A318 86,436 -
(f)  Exchange Revaluation Reserve (undistributable) () EXBMHEE TR
At 1st January MA1R 49,813 44,801
Exchange adjustments BE K AREE 28,755 1,857
At 31st December M12A318 78,568 46,658
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Notes on the Accounts (continued)

RRIEN A ()

2005
The Group The Bank
£E AT
HK$'000 7% T 7t HK$'000 &% F 7
(g) Capital Reserve - Staff Share Options issued () BARRFEE—(EERRESEIET
(undistributable) (PARE)
At 1st January M™MA1E 41,749 41,749
Transfer of the fair value of options to
share premium ABERNFEBERARDSE (240) (240)
Forfeited options transferred to retained profits KUEE X HERREBA BT R (1,499) (1,499)
Addition 2 29,796 29,796
At 31st December M12A31H 69,806 69,806

(h) Investment Revaluation Reserve (undistributable) (h) JEEMHEE(PTRE)

At 1st January M A1R - -
Changes in fair value of securities ERATEENED 359,477 345,285
Exchange adjustments S (748) (12)
At 31st December M12A318 358,729 345,273
(i) Retained Profits (i) BFat

At 1st January MA1R 4,695,564 3,422,443
Net profit for the year FERRF 2,748,725 2,615,550
Transfer to general reserve BA—MREEE (6,095) -
Transfer to profit and loss account on

disposal of associates HEBENRREABER 1,424 -
Transfer in respect of forfeited options BB K BGRIRE r 1,499 1,499
Dividends (Note 14) RS, (Bt 14)

— Interim dividend —hERE (496,127) (496,127)

— Final dividend in respect of previous year - FFEEREBRE (1,195,301) (1,195,301)
At 31st December MW2A318 5,749,689 4,348,064

() Total Reserves () REeE 20,421,790 18,672,438

The application of the share premium account is governed by Section 48B of the RID&ERR B HER - EB(ARIERIE48B
Hong Kong Companies Ordinance. ERFTEE o
General reserve was set up from the transfer of retained earnings, the realised —RFEFHEOEK - BERBERNER  HEY
revaluation surplus on disposal of properties and the value of shares issued in lieu of ERHNEBEREHBHRRARKEEITHRG
dividend. WEE -
Revaluation reserve on bank premises and exchange revaluation reserve have been Tk - WEMFEEMFEERER EffFHEHENE
set up and are dealt with in accordance with the accounting policies adopted for the AR EIE - RIBIRITIE - REYEE NG
revaluation of bank premises and foreign currency translation. MEMRARNEEER -
Statutory reserves are set up to supplement the paid-up capital until the sum of paid- FEERERREIRERRAEZERRAR
up capital and the statutory reserves are equal to the registered capital for certain VATE R R AR RR B AL B 2 N B O s AR AN A
associates. [& -
Capital reserve represents the capitalization of subsidiaries’ reserves. BRFEEBIENBARRFENERET -
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37.RESERVES (continued) f#f& @)

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

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

A regulatory reserve is maintained to satisfy the provisions of the Hong Kong Banking
Ordinance for prudential supervision purposes by earmarking amounts in respect of
losses which the Bank will or may incur on loans and advances in addition to
impairment losses recognised. Movements in the reserve are earmarked directly
through retained earnings and in consultation with the Hong Kong Monetary
Authority. As at 31st December, 2006, HK$606,000,000 (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.

At 31st December, 2006, the aggregate amount of reserves available for distribution
to equity holders of the Bank was HK$18,320,909,000 (2005: HK$16,773,233,000).
After the balance sheet date the directors proposed a final dividend of HK$1.03 per
ordinary share (2005: HK$0.93 per share), amounting to HK$1,596,646,000 (2005:
HK$1,404,514,000). The dividend has not been recognised as a liability at the balance
sheet date.

38.MINORITY INTERESTS A B ERER

BAREE - BITRREREREE MG RN
FE2(q)v) P AR ST B AT BUR R R TR
TR B 2 B hEH RTTRER BB AT
BfE -

REASGRFBREREME 20K A B
ERAHEEESEEE AR IEHRR
FATEERESFENETHEE -

BHEABBERTIKINEEREEENMHE -
RITRAMERETEFBACHERRMERRK
WA ERRERASHE - KHEABESRE
BR% RENEICEEEEEEMNAE
TE ° 720064512 8318 » Biraflh it
BRI AR T AN E BIRR R A1 606,000,00075
(20054 : %%391,000,0007T)  BIREEATA
BABESREERS -

72006512 4318 + AlRE FAITIRER MR
#a%8 575%18,320,909,0007T (20054 : ##E
16,773,233,0007T) ° fEAAE BB ESHIRAH
BEREAIEE1.037T (20054 : #B#0.93
JT) © 4AERIEBE1,596,646,0007T (20054 : 7B
#1,404,514,0007T) ° RAEH I R ERZB
BhAaE-

2006 2005

HK$'000 i#% ¥t HK$'000 ¥+

At 1 January M1A18 207,163 165,655
- acquisition of subsidiaries —BARBAR 2,561 975

— (increase)/decrease in shareholding — iR (g R (29,268) 3,409

- share of revaluation surplus of —EEAHEEEREEL

available-for-sale financial assets BHE% 149,196 -
- exchange adjustments —INEFRE 1,016 (132)
Profit for the year FERRF 51,107 37,256
At 31 December M12A318 381,775 207,163
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39.FINANCIAL RISK MANAGEMENT

R E

(a

~

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 covering 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 and counterparty risks from trading activities.

The Board of Directors has delegated authority to the Credit Committee to oversee
management of the Group’s credit risk, independent of the business units. The Credit
Committee reports to the Board of Directors via the Risk Management Committee,
which deals with all risk management related issues of the Group.

The Credit Committee is responsible for all credit risk related issues of 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.

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, 20-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.

(a)
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39.FINANCIAL RISK MANAGEMENT (continued)

IR EE @

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

@)

(ii)

(iii

(iv

(v)
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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 to ensure that the level of review
and approval is proper and will depend on the size of the facility and risk grading
of the credit.

The Group undertakes on-going 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 impaired loans and potential impaired loans are being monitored
on a regular basis.

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 and 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.

Credit risk for treasury transactions

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

Credit-related commitment

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.

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.

AEEF T EREBEEERRETEERR
B -

@)

(i)

(iii)

(iv)

(v)
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(b) Market risk management (b) TiEREKER

Market risk arises from 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 to earnings and equity 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, foreign exchange rate and equity 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 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 given level of confidence.

Structural foreign currency positions, which arise mainly from 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.
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39.FINANCIAL RISK MANAGEMENT (continued) B T&EB B @)

The following table indicates the concentration of currency risk at the balance TRETNFEEBEBRRSEPHIER :
sheet date:
The Group £H
2006 2005
Other Other
Foreign Foreign
usb currencies Total usb currencies Total
EYH Hb s s e HoME fee]
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT
Assets BE
Cash and balances with Re RIEHRT
banks and other financial AR
institutions WENET 1,637,240 5,312,077 6,949,317 1,393,234 2,542,041 3,935,275
Placements with banks and ERTREMER
others financial institutions HENTR 25,836,121 16,830,116 42,666,237 15,597,931 15,560,624 31,158,555
Trade bills E5%% 569,059 29,835 598,894 544,671 38,489 583,160
Trading assets RHBREAE 549,298 23,243 572,541 655,968 52,329 708,297
Financial assets designated RERBBER
at fair value through NRBATEE
profit or loss MERIA 6,478,579 363,766 6,842,345 7,213,078 482,023 7,695,101
Advances to customers and
other accounts EXREARE 30,939,797 39,449,526 70,389,323 27,842,618 20,911,673 43,754,291
Available-for-sale financial
assets AHHESREAE 2,093,595 1,824,624 3,918,219 2,261,946 1,299,916 3,561,862
Held-to-maturity investments ~ #Z5|Ei% 4 8,032,353 786,697 8,819,050 10,539,293 854,589 11,393,882
Investment in associates BENRRE 299,061 99,761 398,822 230,086 - 230,086
Fixed assets EEBE 145,519 185,432 330,951 140,208 137,507 271,715
Goodwill and intangible assets 8 REFEE 205,443 301,405 506,848 130,007 254,479 384,486
Deferred tax assets ERREAE 14,747 23,277 38,024 13,130 24,196 37,326
Spot assets HEEE 76,800,812 65,229,759 142,030,571 66,562,170 42,157,866 108,720,036
Liabilities =l
Deposits and balances of RITREM
banks and other financial SRED
institutions FRkiEH (2,516,000)  (27,026,486)  (29,542,486) (1,457,589)  (11,882,661)  (13,340,250)
Deposits from customers LY SEE (58,328,752)  (35,645,267)  (93,974,019)  (50,232,124)  (31,269,238)  (81,501,362)
Trading liabilities RSERAE (341,909) (24,305) (366,214) (369,905) (50,241) (420,146)
Certificates of deposit issued B E{TFHGE (1,246,096) (751,747) (1,997,843) (940,558) (1,200,077) (2,140,635)
Current taxation AEHE (22,275) (85,562) (107,837) (8,852) (47,892) (56,744)
Deferred tax liabilities ELREAE - (65) (65) = (583) (583)
Other accounts and provisions — E A #RIE Rk %Ef& (2,067,863) 164,225 (1,903,638) (773,183) (657,973)  (1,431,156)
Loan capital EEEAR (8,154,315) - (8,154,315) (8,548,780) - (8,548,780)
Spot liabilities REEE (72,677,210)  (63,369,207) (136,046,417)  (62,330,991)  (45,108,665) (107,439,656)
Forward purchases RHEA 20,344,824 5,781,102 26,125,926 35,405,365 9,675,954 45,081,319
Forward sales RHEL (23,720,263) (5,455,516)  (29,175,779)  (37,794,571) (5,105,132)  (42,899,703)
Net option position HERFR (8,787) 33,038 24,251 (167,403) 39,989 (127,414)
Net long non-structural
position FEBERBTE 739,376 2,219,176 2,958,552 1,674,570 1,660,012 3,334,582
Net structural position BENERFE 1,779,312 2,003,470 3,782,782 1,603,598 1,932,795 3,536,393

170  The Bank of East Asia, Limited Annual Report 2006




Notes on the Accounts (continued)

RRIEN A ()

The Bank BT
2006 2005
Other Other
Foreign Foreign
usb currencies Total usb currencies Total
EYH Hb s fo L e HoNE Fet:
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BETR BETR AETT BT BT
Assets BE
Cash and balances with Re RIEHRT
banks and other financial MEER
institutions WENET 1,498,074 5,229,089 6,727,163 1,316,186 2,520,905 3,837,091

Placements with banks and EHRITRAM
others financial institutions SRIEBRER 25,087,102 16,821,311 41,908,413 15,314,757 15,549,156 30,863,913

Trade bills E5%% 569,059 29,835 598,894 544,671 38,489 583,160
Trading assets RHBREAE 539,942 23,242 563,184 654,192 52,329 706,521
Financial assets designated RERBBER

at fair value through NRBATEE

profit or loss MERMIA 6,449,475 363,766 6,813,241 7,183,639 481,963 7,665,602
Advances to customers and

other accounts EXREARE 25,440,563 36,890,428 62,330,991 22,459,630 18,514,570 40,974,200
Available-for-sale financial

assets AHHESREAE 1,556,585 1,820,864 3,377,449 1,826,865 1,294,973 3,121,838
Amounts due from subsidiaries {82 xR 399,687 445,083 844,770 705,017 323,954 1,028,971
Held-to-maturity investments ~ #ZEZ|EiEE 7,179,749 665,506 7,845,255 9,742,240 693,176 10,435,416
Investment in subsidiaries MERRMEE

and associates ARAHRE 1,377,658 208,666 1,586,324 1,206,184 208,666 1,414,850
Fixed assets EEBE 7,329 74,130 81,459 8,519 49,186 57,705
Goodwill and intangible assets HEREVAE - - - = = =
Deferred tax assets EEREEAE 3,713 19,192 22,905 9,392 20,841 30,233
Spot assets HEEE 70,108,936 62,591,112 132,700,048 60,971,292 39,748,208 100,719,500
Liabilities af
Deposits and balances of RITREM

banks and other financial SRKED

institutions FRkiEH (2,388,519)  (26,936,406)  (29,324,925) (1,417,651)  (11,742,321)  (13,159,972)
Deposits from customers EPEHR (50,927,325)  (33,658,685)  (84,586,010)  (34,193,746)  (26,898,227) (61,091,973)
Trading liabilities RHERAE (333,703) (24,305) (358,008) (367,975) (50,241) (418,216)
Certificates of deposit issued B 177 5E (1,246,096) (751,747) (1,997,843) (940,558) (1,200,077) (2,140,635)
Amount due to subsidiaries REBARRIE (924,774) (227,190) (1,151,964) (8,030,973) (1,417,586) (9,448,559)
Current taxation AEHE (12,667) (86,924) (99,591) (4,579) (44,700) (49,279)
Deferred tax liabilities EEREEE - - - - - -
Other accounts and provisions  E 1858 R EfE (1,886,061) 249,046 (1,637,015) (550,522) (607,396) (1,157,918)
Loan capital BEEAR (8,154,315) - (8,154,315) (4,274,859) - (4,274,859)
Spot liabilities BEEBE (65,873,460)  (61,436,211) (127,309,671)  (49,780,863)  (41,960,548)  (91,741,411)
Forward purchases RHEA 20,219,638 5,769,959 25,989,597 35,169,837 9,651,861 44,821,698
Forward sales RHEN (23,709,253) (5,330,330)  (29,039,583) (37,771,315) (4,869,603)  (42,640,918)
Net option position HERFE (8,787) 33,038 24,251 (167,403) 39,989 (127,414)
Net long non-structural B R

position BYE 737,074 1,627,568 2,364,642 8,421,548 2,609,907 11,031,455
Net structural position BENERTE 1,779,312 2,003,470 3,782,782 1,603,598 1,932,795 3,536,393
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39.FINANCIAL RISK MANAGEMENT (continued)
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The net option position is calculated using the model user approach, which has
been approved by the HKMA. The net structural position includes the Bank's
overseas branches, banking subsidiaries and other subsidiaries substantially
involved in foreign exchange trading and include structural assets or liabilities as
follows:

— investments in property and equipment, net of depreciation charges;

capital and statutory reserves of overseas branches;

investments in overseas subsidiaries and related companies; and

HERFERBARBRANGE - LA
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RITHOEINDTT - RITMB AR REME
A2 EINEEE 2 B R A REE T
MEBTEESERE
ERRITE S HA M E R RERE
BINDITHV AR A TE /it
BINHBARRERARNRE &

- loan capital - fBEEX
(i) Interest rate risk (i) =@ R

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 relates 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
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the year ended 31st December for monetary financial instruments: BMITAZBUNEERE
The Group £ The Bank #17
2006 2005 2006 2005
% BAE % BAX % BAE % BHE
Assets BE
Cash and short-term funds and 4 RAERTHE S RKIED
placements with banks and #iF - RERITREMS R
other financial institutions HENTER 0-8.50 0-6.99 0-8.50 0-6.99
Trade bills, advances to
customers and advances to
banks and other financial BHRE  RRERARRIIR
institutions Hin S BlENER 1.02-45.00 1.01-17.89 1.02-18.59 1.01-17.89
Securities (Note) E5 (PfEr) 1.00-7.55 1.80-8.14 1.00-7.55 1.80-8.14
Liabilities =1
Deposits and balances of banks  $#17 kAt & BB
and other financial institutions ~ FR &4 0-7.24 0.02-6.49 0-7.24 0.02-6.49
Deposits from customers EPES 0-15.00 0-10.19 0-15.00 0-10.19
Certificates of deposit issued
and loan capital BRTEREREEAR 1.43-6.31 2.69-7.59 1.43-6.31 2.69-7.59
Note:  Securities include certificates of deposit held, trading assets, financial assets Mid : BHBERAERE  RHEE - BE

designated at fair value through profit or loss, securities measured as loans and
receivables, available-for-sale financial assets and held-to-maturity investments.

HBBBRENRRAFEENERE
E - MERREYIRHTENES - 7]
HHESREERFERIRE -




Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

TRETRGEEAGEAER A BN
TRMEZRT A (KEHEAREREE) o

The following table indicates the expected next repricing dates (or maturity dates
whichever are earlier) for the interest bearing assets and liabilities at the balance

sheet date.
The Group 58
2006
Over Over
3 months 3 months 1year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3EALL 1EUE
HFUT B B5F 5L FHR ot
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT
Assets BE
Cash and balances with
banks and other financial & RIERTREH
institutions SRMENET 6,848,009 - - - 1,469,737 8,317,746
Placements with banks and EROIREM SR
other financial institutions HENFR 64,315,952 2,548,093 - - - 66,864,045
Trade bills BHEE 519,097 38,795 - - 62,571 620,463
Trading assets RHREEE 507,272 132,754 2,267 28,945 2,266,296 2,937,534
Financial assets designated at B ARiBEE
fair value through profit MR A TFEE
or loss SRITA 324,615 721,641 7,458,909 115,786 22,528 8,643,479
Advances to customers BFER 112,017,825 26,276,107 19,601,784 5,158,092 2,426,406 165,480,214
Other accounts HthfRIE 1,822,209 1,091,033 126,218 - 6,576,992 9,616,452
Available-for-sale financial
assets AHHESREE 4,397,360 1,521,793 1,911,622 638,242 3,533,180 12,002,197
Held-to-maturity investments ~ #ZEZ|EEE 1,137,134 931,836 6,920,478 1,259,667 244 10,249,359
Non-interest bearing assets FHREE - - - - 9,470,828 9,470,828
Total Assets BEAS 191,889,473 33,262,052 36,021,278 7,200,732 25,828,782 294,202,317
Liabilities af&
Deposits and balances of
banks and other financial ~ R{TREMEREE
institutions NER RS 15,074,659 14,328,509 1,503,779 946,399 105,836 31,959,182
Deposits from customers BPER 185,194,140 12,341,018 4,167,681 386,586 7,434,795 209,524,220
Trading liabilities XHREEE 207,472 1,756 33,842 99 699,426 942,595
Certificates of deposit issued ~— BE{TFRE 3,033,404 357,975 3,607,028 - - 6,998,407
Loan capital BEEAR - 3,865,491 - 4,288,824 - 8,154,315
Non-interest bearing liabilities 3% & & & - - - - 8,978,869 8,978,869
Total liabilities BESE 203,509,675 30,894,749 9,312,330 5,621,908 17,218,926 266,557,588
Interest rate sensitivity gap MEGREEE (11,620,202) 2,367,303 26,708,948 1,578,824
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Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

39.FINANCIAL RISK MANAGEMENT (continued) B T&EB B @)

(b) THEBER (&)

(b) Market risk management (continued) N
(i) AR ()

(i) Interest rate risk (continued)

£8
The Group
2005
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3fEALE 14500 E
ST Z1F Z5F SERE FER ek
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT
Assets BE

Cash and balances with
banks and other financial & RIERITHEM

institutions SRKENET 3,535,135 - - - 990,452 4,525,587
Placements with banks and ERITRAM

other financial institutions SREERNTR 45,157,647 178,306 - - 11,302 45,347,255
Trade bills E5Z% 506,124 46,551 - - 59,912 612,587
Trading assets RHBEREAE 1,532,252 128,082 - - 1,585,245 3,245,579
Financial assets designated at & RiBiBEE

fair value through profit MRS ATEE

or loss MERIA 5,483,318 2,077,374 2,307,561 276,618 12,836 10,157,707
Advances to customers EFREX 98,476,617 16,248,467 16,403,574 5,171,849 1,668,670 137,969,177
Other accounts HAARE 1,512,723 1,199,401 81,418 - 4,074,070 6,867,612
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 ~ #ZEZ|EiEE 1,655,381 3,341,529 6,444,223 1,483,086 92,740 13,016,959
Non-interest bearing assets FHREE - - - - 8,657,898 8,657,898
Total Assets AERS 162,186,424 23,919,472 26,535,439 7,781,622 18,376,525 238,799,482
Liabilities =l

Deposits and balances of
banks and other financial ~ R{TREMEREE

institutions O e 8,147,166 5,601,056 28,306 - 8,891 13,785,419
Deposits from customers BFRH 156,004,202 8,220,726 3,720,830 827,409 7,121,758 175,894,925
Trading liabilities RH5BEAaE 1,195,342 397 33,846 296 707,118 1,936,999
Certificates of deposit issued ~— B&{TE 1,497,709 1,999,760 2,933,922 - - 6,431,391
Loan capital EEEAR 4,265,305 = = 4,274,859 8,616 8,548,780
Non-interest bearing liabilities 3% & & & - - - - 7,797,440 7,797,440
Total liabilities BESSE 171,109,724 15,821,939 6,716,904 5,102,564 15,643,823 214,394,954
Interest rate sensitivity gap MEGREEE (8,923,300) 8,097,533 19,818,535 2,679,058
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Notes on the Accounts (continued)

RRIEN A ()

The Bank R1T
2006
Over Over
3 months 3 months 1year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3EALL 1EUE
HFUT B B55F 5L FHR ot
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BB BB BB BB BB
Assets BE
Cash and balances with
banks and other financial & RIERTREH
institutions PRBENET 6,757,117 - - - 1,314,996 8,072,113
Placements with banks and TERITREM
other financial institutions SRBBENTR 63,688,406 2,417,815 - - - 66,106,221
Trade bills EHER 519,097 38,795 - - 62,571 620,463
Trading assets RHBBAE 497,914 132,754 2,267 28,945 2,238,003 2,899,883
Financial assets designated at B ARiBEE
fair value through profit NRBMATERE
or loss HEmIA 320,767 721,641 7,433,653 115,786 22,528 8,614,375
Advances to customers BFER 109,151,089 25,600,695 17,674,698 4,775,372 2,369,792 159,571,646
Other accounts HthfRIE 1,768,900 1,090,567 126,218 - 5,137,416 8,123,101
Available-for-sale financial
assets AHHESRARE 4,351,760 1,286,826 1,774,579 419,307 2,269,063 10,101,535
Held-to-maturity investments ~ #ZE5|EEE 995,342 532,770 6,061,364 745,156 244 8,334,876
Non-interest bearing assets FHREE - - - - 11,925,400 11,925,400
Total Assets BEAS 188,050,392 31,821,863 33,072,779 6,084,566 25,340,013 284,369,613
Liabilities af&
Deposits and balances of
banks and other financial ~ R{TREMEREE
institutions BFR R 14,857,098 14,328,509 1,503,779 946,399 105,836 31,741,621
Deposits from customers BPER 180,823,605 10,109,318 3,964,247 386,586 7,179,458 202,463,214
Trading liabilities XHREEE 199,799 1,334 33,842 99 699,301 934,375
Certificates of deposit issued ~ BE{T2F5E 3,033,404 357,975 3,607,028 2,200,000 - 9,198,407
Loan capital BEEAR - 3,865,491 - 4,288,824 - 8,154,315
Non-interest bearing liabilities 3% & & & - - - - 7,012,433 7,012,433
Total liabilities BESE 198,913,906 28,662,627 9,108,896 7,821,908 14,997,028 259,504,365
Interest rate sensitivity gap MEGREEE (10,863,514) 3,159,236 23,963,883 (1,737,342)
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Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

39.FINANCIAL RISK MANAGEMENT (continued) B T&EB B @)

The Bank ]
2005
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3fEALE 1500 E
HAT 215 E5F SENRE R Fe
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BRI BRI BRI BETT AR
Assets BE

Cash and balances with
banks and other financial & RIERITHEM

institutions SRBENET 3,516,377 - - - 860,038 4,376,415
Placements with banks and ERITREM

other financial institutions SRBBNTR 44,874,308 178,306 - - - 45,052,614
Trade bills EEESH 506,124 46,551 - - 59,912 612,587
Trading assets RHBREAE 1,532,252 128,082 - - 1,567,272 3,227,606
Financial assets designated at & RiBiBEE

fair value through profit RS ATFEE

or loss MERIA 5,479,544 2,077,374 2,307,561 250,954 2,500 10,117,933
Advances to customers EFREX 97,184,002 15,396,675 15,230,557 3,224,637 1,604,776 132,640,647
Other accounts HiiRIE 1,508,845 1,198,780 81,418 - 3,851,375 6,640,418
Available-for-sale financial

assets AHHESREAE 4,263,585 556,593 1,127,172 728,008 1,028,644 7,704,002
Held-to-maturity investments ~ Z5|Ei% & 1,552,913 2,958,127 5,819,630 884,387 79,512 11,294,569
Non-interest bearing assets FHREE - - - - 10,581,772 10,581,772
Total Assets BESE 160,417,950 22,540,488 24,566,338 5,087,986 19,635,801 232,248,563
Liabilities =l

Deposits and balances of
banks and other financial STk EMEEEE

institutions OIS e 8,000,827 5,589,423 = - 8,891 13,605,141
Deposits from customers BFRH 148,521,827 6,185,342 3,516,083 827,409 6,840,127 165,890,788
Trading liabilities RoRRERE 1,195,342 397 33,846 296 705,188 1,935,069
Certificates of deposit issued BT 75 1,497,709 1,999,760 2,933,922 2,200,000 - 8,631,391
Loan capital EEEX - - - 4,274,859 - 4,274,859
Non-interest bearing liabilities &8 &fE - - - - 15,463,302 15,463,302
Total liabilities BESSE 159,221,705 13,774,922 6,483,851 7,302,564 23,017,508 209,800,550
Interest rate sensitivity gap HEGREEEE 1,196,245 8,765,566 18,082,487 (2,214,578)
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Notes on the Accounts (continued)

FRIE W A ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

(c) Liquidity risk management () RBELEBER

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.

RBECRBRERER THRERAKERSITR
MREURLR B BAE  YEBRBER
S - B EERRASEEAENRES
HERRE R B P AR E R - AREERR
HRREERER  AREFAEENRDES
Lk ARERERMBEENES -

AeHMAEAEABERZSGNELET @ A
REAKENRBESRN - BESMA R
FAEERMERGHRIARARDES - K&
SARMAERTISNRENRBE SR -

AREBBERTRARDEE @ PINEEHR
ReNMEHESNEFYE  ERRDHESE
B MEREEKEEREEARBEATAEN
MEEN - AEBBHTROBAEE - 2R
HERIERREE S - AR B EEBBET
REFEAWABESHR - AEBEH AR
BEeARSVETEDAHA -
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Notes on the Accounts (continued)

RRIEN A ()

1 78 The Bank of East Asia, Limited

Annual Report 2006

39.FINANCIAL RISK MANAGEMENT (continued) H1# EBE EE @)
(c) Liquidity risk management (continued) (0 RBELRABERE @)
Analysis of assets and liabilities by remaining maturity: BERABHFIGRIRIT :
The Group £H
2006
lyearor  5yearsor
less but less but
Repayable 3 months over over over Undated
on demand or less 3 months 1 year 5years  oroverdue Total
3f8A EANL 1ERE EEHAH
AR ERR EDWN 215 Z5% SEE Edak ot
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BET T BET T BT BT BT BET T BET T
Assets BE
Cash and balances with banks B RAEF(THL M
and other financial institutions & EEENLES 8,317,746 - - - - - 8317,746
Placements with banks and other 7E3R/7 R E A
financial institutions SRBENTR - 64,315,952 1,717,526 830,567 - - 66,864,045
Trade bills EUES 31,258 439,366 104,631 - - 45,208 620,463
Trading assets RPRBEE 387 516,124 134,770 13,043 31,485 2,241,725 2,937,534
Financial assets designated at ~ #EE RiEBRRARE
fair value through profitorloss ~ AFEENERTA - 197,519 375,619 7,928,462 141,043 836 8,643,479
Advances to customers and
other accounts RPENREMER 4,099,733 30,736,093  23,224513 54,944,952 52,686,001 9,405,374 175,096,666
Available-for-sale financial assets A/t HELREE - 4,371,077 1,370,320 2,096,336 608,292 3,556,172 12,002,197
Held-to-maturity investments REREHRE - 848,234 842,936 7,268,993 1,260,134 29,062 10,249,359
Undated assets EARAHEE - - - - - 9,470,828 9,470,828
Total assets BEEE 12,449,124 101,424,365 27,770,315 73,082,353 54,726,955 24,749,205 294,202,317
Liabilities BfE
Deposits and balances of banks STk & EEeE
and other financial institutions ~ A)7F /R 4564 4,512,307 11,312,398 14,202,290 821,476 1,039,047 71,664 31,959,182
Deposits from customers BPER 59,423,997 134,799,884 10,812,037 4,463,928 - 24,374 209,524,220
-Demand deposits and current  —EHEFRK
accounts HRER 15,130,231 - - - - - 15,130,231
- Savings deposit —HEER 43,644,321 - - - - - 43,644,321
- Time, call and notice deposits ~ —E & RBATFR 649,445 134,799,884 10,812,037 4,463,928 - 24,374 150,749,668
Trading liabilities RPREEE 386 216,675 9,033 63,430 3,004 650,067 942,595
Certificates of deposit issued BETEHNE - 3,033,404 964,439 3,000,564 - - 6,998,407
Current taxation REHE - - 334,097 - - - 334,097
Loan capital REER - - - 3,865,491 4,288,824 - 8,154,315
Undated liabilities EIRAHEE - - - - - 8,644,772 8,644,772
Total liabilities BEESE 63,936,690 149,362,361 26,321,896 12,214,889 5,330,875 9,390,877 266,557,588
Net liability gap FREEE (51,487,566) (47,937,996) 1,448,419 60,867,464 49,396,080




Notes on the Accounts (continued)

RRIEN A ()

The Group =@
2005
1 year or 5 years or
less but less but
Repayable 3 months over over over Undated
on demand or less 3 months 1 year Syears  oroverdue Total
Eilil AR E £ E EHRE
EIEFE FLAT 2% Z5% SELAE Ejak Fka

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
AETL BETL BETL BETL BETT BETT BB

Assets BE
Cash and balances with banks & RAERTHLY

and other financial institutions ~ &EIERETE 4,525,587 - - - - - 4,525,587
Placements with banks and other 7E3R/7 R E A

finandial institutions SREBENTR - 43,654,951 1,692,304 - - - 45347255
Trade bills EGESH 6,766 552,530 53,291 - - - 612,587
Trading assets RARREE - 1,494,650 - 128,082 37,602 1,585,245 3,245,579
Financial assets designated at ~ #EE RiEBRRARE

fair value through profitor loss ~ AFEENEBIA - 316,897 1,790,375 7,723,154 316,945 10,336 10,157,707
Advances to customers and

other accounts RRERREMEE 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 A/t HELREE - 3,349,857 922,242 2,035,688 838,085 1,253,249 8,399,121
Held-to-maturity investments RERHRE - 1,367,038 3,303,891 6,827,973 1,488,166 29,891 13,016,959
Undated assets mIRRSEE - - - - - 8,657,898 8,657,898
Total assets BEEE 8,942,678 70,907,289 26,665,085 63,724,735 50,718,806 17,840,889 238,799,482
Liabilities BfE
Deposits and balances of banks ST R & RS

and other financial institutions ~ A)7F /R 4564 1,368,095 6,787,961 5,258,857 274,411 96,095 - 13,785,419
Deposits from customers BPER 47,711,252 115,613,139 8,065,248 4,505,286 - - 175,894,925
-Demand deposits and current  —EHFHRK

accounts HRER 10,864,801 - - - - - 10,864,801

- Savings deposit —HEER 35,497,574 - - - - - 35497574
- Time, call and notice deposits ~ —E & RBAITF 1,348,877 115,613,139 8,005,248 4,505,286 - - 129,532,550
Trading liabilities XHRRARE 1,229,881 - - - - 707,118 1,936,999
Certificates of deposit issued BETEHNE - 1,497,709 1,999,760 2,933,922 - - 6431391
Current taxation KA - - 261,695 - - - 261,695
Loan capital 160N = = = = 8,548,780 - 8,548,780
Undated liabilities EIRRSERE - - - - - 7,535,745 7,535,745
Total liabilities B 50,309,228 123,898,809 15,585,560 7,713,619 8,644,875 8,242,863 214,394,954
Net liability gap FREED (41,366,550) (52,991,520) 11,079,525 56,011,116 42,073,931
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Notes on the Accounts (continued)

HRIEM L ()
IRRNEE  sap SEFgan  EEF oapNuE  oap SEFgan SRR aapsEs

39.FINANCIAL RISK MANAGEMENT (continued) B T&EB B @)

(c) Liquidity risk management (continued) (0 RBELRABERE @)
The Bank $R1T
2006
1 year or 5 years or
less but less but
Repayable 3 months over over over Undated
on demand or less 3 months 1 year Syears  oroverdue Total
3f8A 3ANL 1EE BEHAH
U3 o FUT B B5F SEE Edakd #E

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BETL BETL BETL BRI BRI

Assets B
Cash and balances with banks ~ R& RAERTAL

and other financial institutions £ EMENLES 8,072,113 - - - - - 8072113
Placements with banks and ERITRER

other finandial institutions SRBENER - 63,688,406 1,587,248 830,567 - - 66,106,221
Trade bills EGES 31,258 439,366 104,631 - - 45,208 620,463
Trading assets RERBEE 387 515,976 134,770 6,188 29,130 2,213,432 2,899,883
Financial assets designated at ~ #EE RiEBRRARE

fair value through profitorloss ~ AFEEMNEHIA - 193,671 375619 7,928,462 115,787 836 8,614,375
Advances to customers and

other accounts RRERREMEE 3477395 29,832,312 22,958,197 54,024,867 49,586,381 7,815,595 167,694,747
Available-for-sale financial assets A/t HESEERE - 4,351,760 1,134,652 1,937,533 419,307 2,258,283 10,101,535
Held-to-maturity investments FRIHRE - 714,541 436,236 6,409,880 745,156 29,063 8,334,876
Undated assets EIRASEE - - - - - 11,925,400 11,925,400
Total assets BELE 11,581,153 99,736,032 26,731,353 71,137,497 50,895,761 24,287,817 284,369,613
Liabilities BfE
Deposits and balances of banks {7kt S Bl

and other financial institutions NEA R 4,512,307 11,203,262 14,176,739 738,602 1,039,047 71,664 31,741,621
Deposits from customers BPER 57,386,698 132,211,103 8,580,336 4,260,703 - 24,374 202,463,214
-Demand deposits and current  —EHEFHRR

accounts HRER 13,485,262 - - - - - 13,485,262

- Savings deposit —REFN 43,251,991 - - - - - 43,251,991
- Time, call and notice deposits ~ —E & RBATF 649,445 132,211,103 8,580,336 4,260,703 - 24,374 145,725,961
Trading liabilities REEBEE 386 216,501 9,033 58,112 276 650,067 934,375
Certificates of deposit issued BRTENE - 3,033,404 964,439 5,200,564 - - 9,198,407
Current taxation REHE - - 295,823 - - - 295,823
Loan capital EEER - - - 3,865,491 4,288,824 - 8,154,315
Undated liabilities ETHAMERE - - - - - 6,716,610 6,716,610
Total liabilities LS 61,899,391 146,664,270 24,026,370 14,123,472 5,328,147 7,462,715 259,504,365
Net liability gap FREER (50,318,238) (46,928,238) 2,704,983 57,014,025 45,567,614
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Notes on the Accounts (continued)

RRIEN A ()

The Bank BT
2005
1 year or 5 years or
less but less but
Repayable 3 months over over over Undated
on demand or less 3 months 1 year Syears  oroverdue Total
3f@A 3fAAL 15 E mTRAH
FPR &SR BT kS =55 SEE Egal E
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BRI BETT BETT BETT BT BETT
Assets BE
Cash and balances with banks & RAERTHLY
and other financial institutions ~ &EIERETE 4,376,415 - - - - - 4,376,415
Placements with banks and ERITRER
other finandial institutions SREBENTR - 43,360,310 1,692,304 - - - 45,052,614
Trade bills RS 6,766 552,530 53,291 - - - 612,587
Trading assets RPRBEE - 1,494,650 - 128,082 37,602 1,567,272 3,227,606
Financial assets designated at ~ #EE RiEBRRARE
fair value through profitor loss ~ AFEENEBIA - 316,897 1,790,376 7,719,380 291,280 - 10,117,933
Advances to customers and
other accounts RPENREMER 3,840,650 19,790,332 17815579 44,535,160 47,308,434 5,990,910 139,281,065
Available-for-sale financial assets ~ AJfHESBEE - 3,323,604 788,390 1,840,590 728,008 1,023,410 7,704,002
Held-to-maturity investments FEHHRE - 1,256,851 2,921,263 6,206,930 901,806 7,719 11,294,569
Undated assets EIRAHEE - - - - - 10,581,772 10,581,772
Total assets BESE 8,223,831 70,095,174 25,061,203 60,430,142 49,267,130 19,171,083 232,248,563
Liabilities BfE
Deposits and balances of banks ~ $17RE 4 RitkE 4
and other financial institutions ~ FH k&% 1,368,095 6,647,622 5,258,857 234,472 96,095 - 13,605,141
Deposits from customers BPER 45,796,982 109,472,691 6,277,232 4,343,883 - - 165,890,788
-Demand deposits and current  —EHFHRK
accounts HRER 10,339,818 - - - - - 10,339,818
- Savings deposit —HEER 34,491,458 - - - - - 34,491,458
- Time, call and notice deposits ~ —E & RBAITF 965,706 109,472,691 6,277,232 4,343,883 - - 121,059,512
Trading liabilities RPREEE 1,229,881 - - - - 705,188 1,935,069
Certificates of deposit issued BRIERE - 1,497,709 1,999,760 2,933,922 2,200,000 - 8,631,391
Current taxation REHE - - 248,583 - - - 248,583
Loan capital 160N - - - - 4274859 - 4274859
Undated liabilities EIRRSERE = = - - - 15214719 15214719
Total liabilities B 48,394,958 117,618,022 13,784,432 7,512,277 6,570,954 15,919,907 209,800,550
Net liability gap FREED (40,171127) (47,522,848) 11,276,771 52,917,865 42,696,176

BN A AT RER IR H ST P FRA]
BEAEBIMAATIRIRER - AIEIH A A FERFARIR
RERAMEETEH -

As the trading portfolios may be sold before maturity or deposits from customers
may mature without being withdrawn, the contractual maturity dates do not represent
expected dates of future cash flows.
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Notes on the Accounts (continued)

RRIEN A ()

39.FINANCIAL RISK MANAGEMENT (continued)

IR EE @

(d) Strategic risk management

(e)

The objective of strategic risk management is to monitor the risk to earnings or
capital arising from bad business decisions or from an improper implementation of
good business decisions.

The Board of Directors reviews and approves policy for the management of the strategic
risk. The Board has delegated the responsibility for ongoing strategic 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.

Operational risk, legal risk and reputation risk management

Operational risk is the risk arising from the potential loss due to inadequate or failed
internal processes, people and systems or from external events.

Legal risk is the risk arising from the potential that unenforceable contracts, lawsuits
or adverse judgements may disrupt or otherwise negatively affect the operations or
financial condition of the Bank Group.

Reputation risk is the risk arising from the potential that negative publicity regarding
the Bank Group’s business practices, whether true or not, will cause a decline in the
customer base or lead to costly litigation or revenue reductions.

The objective of managing the aforesaid risks is to identify, assess and monitor these
risks and, in particular, to comply with the relevant 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

(d)

(e)

SR i IR

RIS R EIRN B A REERTREERTE
I TEERRFHEREMSIRBFIREAR
TTEHEE ©

ERgNELRBIERRERIEK - RE
BRAEABEEZESARKEEERRN
Rk BEABERZESKAREREEZS S
MEESER -

SERR  FERRNEERRER
BERR  ZEREABEERE  AF-
HERZ TRERM - FIMERREM AI5E3]
BAIRK -

FRER - RIEAKERAHAREWHNT -
—RRERF - ITMBHEBELT - AIREEE
HEEFERIBARRZ A

BERR BERAARHAKERERFE
MG TEAEERT  BRRARBEEAR
SEZ TR - JEKE B ZFAEBRUHBIE
%o

FHRBRERZ BH - ERESR - FHE e
BERR - MEERNTAREE RN 2 ER -

Exe /SRR NELEHERE X
REERAMRARERZSERABREEL
SRk - CEREMEREEZSSKARE

Committee reports to the Board of Directors via the Risk Management Committee. BZEGMEESER -
40.FAIR VALUES OF FINANCIAL INSTRUMENTS €@ I AN AFEE
(a) Estimation of fair values (a) AFEEMRT
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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.

AFEEGBERESE TANSEMBRAT
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Notes on the Accounts (continued)

RRIEN A ()

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;

(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.

AEESRERRXELERFNGERBES
BMTAMRELR  REZREEEERER
BELLR - DA — P EE I FR ML
B PFRAPRIBERR - U EXIAE
BMAREMASEL S ESRTANRRS
1~ BRERE - EEHERIR SR - RIS RIER
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HERBRE - BRI REH L AR NSRS
AFEREELBEXE - AEET—EREHE
BYMSANBEEELE  EREERS
R FEERER - EREBR - ANEEY
TSR T AN HENBRLELFE
o

AEBERA T AENEZ/RE - LETLH
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40.FAIR VALUES OF FINANCIAL INSTRUMENTS (continued) €@ TEMNAFEE @

(b) Fair value (b) AFEE
All financial instruments are stated at fair value or carried at amounts not materially KR 268 A RS ERIEIR AN - FRE SR
different from their fair values as at 31st December 2006 and 2005, except for TAHRUATFEESEER2006512A31H
held-to-maturity investments as set out in Note 26. F2005F R BRI A FEBEMAENSEAR -

41.0FF-BALANCE SHEET EXPOSURES EEES&ERUINIMNIEER

(a) Contingent Liabilities and Commitments (a) RABBRAEE
The following is a summary of the contractual amounts of each significant class of AT REBELAE B RAEEZERINE OB
contingent liabilities and commitments: HHE
The Group The Bank
&M ®17
2006 2005 2006 2005

HK$'000 B¥Tt  HK$'000 E#E T HKS'000 B¥Tx HK$'000 BT

Direct credit substitutes EEEERER 5,214,804 4,839,458 5,199,789 4,813,652
Transaction-related
contingencies B SRR AIAR 740,121 805,458 740,121 805,458
Trade-related contingencies B8 5B AIAR 1,835,733 1,908,453 1,782,712 1,836,780
Other commitments with H g
an original maturity of:
under 1 year or which are [REBBE DR 153
unconditionally cancellable AR ARIEEUH 39,747,438 32,104,801 38,892,216 31,498,363
1 year or over REBAE1FSRA L 14,686,624 9,547,330 14,567,457 9,471,136
62,224,720 49,205,500 61,182,295 48,425,389
Contingent liabilities and commitments are credit-related instruments which include SARBBEREERAEEAEANIA - BEA
acceptances, letters of credit, guarantees and commitments to extend credit. The NRBEENALER  FAE  BREME
contractual amounts represent the amounts at risk should the contract be fully drawn IR - ERBEREE SR TRIEMAE
upon and the client default. Since a significant portion of guarantees and commitments PEARATAERRIERE - ANERERSE
is expected to expire without being drawn upon, the total of the contract amounts RAFAMREH R H BEE S AL IRIATE
do not represent expected future cash flows. B AHRBETTIRERGTRRBERE -
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Notes on the Accounts (continued)

RRIEN A ()

(b) Derivatives (b) FT£TAR
Derivatives refer to financial contracts whose value depends on the value of one or PTHETERER RS HEERNEENIEHE
more underlying assets or indices. BEEEBENTBHEH -
The following is a summary of the notional amounts of each significant type of AT AEEMRITHSRITAE T A ZERK
derivative for the Group and the Bank: EBRBERE
The Group
£
2006 2005
Trading  Non-trading Total Trading Non-trading Total
L] k25 k] 25 *R5 Fk
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BB BB BT BB BB
Exchange rate contracts ERAH
Forwards and futures BERRHRAE 4,954,231 14,384 4,968,615 6,100,557 47,516 6,148,073
Swaps BHR5 8,101,973 1,847,039 9,949,012 10,208,343 4,731,415 14,939,758
Options purchased BARRE 1,780,330 - 1,780,330 1,919,939 - 1,919,939
Options written it 1,568,681 - 1,568,681 1,846,209 - 1,846,209
Interest rate contracts HEEH
Forwards and futures BERHRAE - - - 175,000 - 175,000
Swaps BHR5 388,192 20,750,718 21,138,910 443,092 30,398,820 30,841,912
Options purchased [N - 116,669 116,669 - 116,326 116,326
Equity contracts RHERD
Options purchased BARRE 766,431 33,108 799,539 171,154 - 171,154
Options written it 1,743,595 33,108 1,776,703 113,816 - 113,816

19,303,433 22,795,026 42,098,459 20,978,110 35,294,077 56,272,187

The Bank
817
2006 2005
Trading  Non-trading Total Trading Non-trading Total
x5 k25 it X5 #25 faer
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BT BT
Exchange rate contracts EX&H
Forwards and futures BRRHRAE 4,955,396 - 4,955,396 6,103,659 - 6,103,659
Swaps BHR5 8,101,974 1,725,095 9,827,069 10,208,343 4,519,308 14,727,651
Options purchased [N 1,780,330 - 1,780,330 1,919,939 - 1,919,939
Options written it 1,568,681 - 1,568,681 1,846,208 - 1,846,208
Interest rate contracts HEEH
Forwards and futures BHEXHRAE - - - 175,000 - 175,000
Swaps BER S 388,191 19,557,436 19,945,627 443,092 30,049,841 30,492,933
Equity contracts RiA& 4
Options purchased [N 766,431 33,108 799,539 171,154 - 171,154
Options written it 2,024,395 33,108 2,057,503 113,816 - 113,816

19,585,398 21,348,747 40,934,145 20,981,211 34,569,149 55,550,360
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EEREERIINIEE @
7 T AR BAEERRITEINE - FIR R

41.0FF-BALANCE SHEET EXPOSURES (continued)

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

EMSETHE  E2H  RRRIRERSMmE
& BETANERSRIEEAERDRTK
MR HE - B TRKRAEARZBREEGE

At EE G BERAINRBNEERAREER
BRINEEERINT - (S L BER Y R AT ARIR R

of bilateral netting arrangements.

LHHRE

The Group The Bank
£E ®1T
2006 2005 2006 2005
HK$'000 % F 7t HK$'000 BT HK$'000 B¥F i HKS'000 BB FIT
Replacement costs BEKA
Exchange rate contracts EXEH 106,586 110,839 105,907 110,839
Interest rate contracts FIE&H 545,055 621,426 536,376 619,651
Options purchased N il
— exchange rate contracts —EXE4 2,223 5,180 2,223 5,180
— equity contracts —RHEH 8,553 980 8,553 980
662,417 738,425 653,059 736,650
Credit risk weighted amounts EERMB IS
Contingent liabilities and
commitments AR ERALE 12,018,280 9,271,093 11,995,146 9,234,078
Exchange rate contracts ERAK 92,695 97,542 91,964 96,516
Interest rate contracts FIREL 219,415 343,102 219,868 342,088
Equity contracts RIAEH 25,852 6,990 25,852 6,990
12,356,242 9,718,727 12,332,830 9,679,672
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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.
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Notes on the Accounts (continued)

RRIEN A ()

The following table provides an analysis of the notional amounts of derivatives of the TEROMEFEEBREBRIEI IR HE L
Group by relevant maturity grouping based on the remaining periods to settlement FlerEE R ABITAE T AN B REGE -
at the balance sheet date.
The Group£
Notional amounts with remaining life of
B K
2006 2005
1year Over1year Over Tyear  Over 1 year Over
orless  to5years 5 years Total or less to 5 years 5 years Total
180 155 E
1EGUT B5% SENE a8 15T E5F SENE e

HK$'000 HK$'000 HK$'000 HK$'000 HK§'000 HK$'000 HK$'000 HK$000
ABTT RBTR ABTT R8T AT BRI AT BRI

Interest rate derivatives FlEfTAETE 2,929,898 17,025,629 1,300,052 21,255,579 17,364,789 12,423,936 1344513 31,133,238
Currency derivatives EMATETE 17,824,374 442,264 - 18,266,638 24,473,610 380,369 - 243853979
Other derivatives EMFTETE 2,295,442 - 280,800 2,576,242 284,970 - - 284,970

23,049,714 17,467,893 1,580,852  42,098459  42,123369 12,804,305 1344513 56,272,187

The Banksg 1T
Notional amounts with remaining life of
HRERNEERE
2006 2005
Tyear Over1year Over Tyear  Over T year Over
orless  to5years 5 years Total orless — to5years 5 years Total
180 155 E

1EIUT B5% SENE aE  1FUT E5% SERE R

HKS$'000 HK$'000 HKS'000 HKS'000 HK$'000 HK$'000 HK$'000 HK$'000
BT R8T BT R8T AT BRI AT BRI

Interest rate derivatives HEFTAETE 2,813,229 15890195 1,242,203 19945627 17403564 11997406 1,266,963 30,667,933
Currency derivatives EBTAETA 17,689,212 442,264 - 18131476 24,217,088 380,369 - 24597457
Other derivatives EfpfTETA 2,576,242 - 280,800 2,857,042 284,970 - - 284,970

23,078,683 16332459 1,523,003 40,934,145 41905622 12377775 1266963  55550,360

(c) Capital Commitments () BAEIE
Capital commitments outstanding at 31st December and not provided for in the 12 A31 BARERBIL RIERBERIREEET
accounts were as follows: BAFFENT
The Group The Bank
£E ®1T
2006 2005 2006 2005

HK$'000 % Tt HK$'000 E¥Tr HKS'000 BT HK$'000 B TiT

Expenditure authorised and

contracted for BREX Y EEL 669,184 323,706 656,957 269,301

Expenditure authorised but not
contracted for BREX HERELD 100,777 300,863 97,513 101,459
769,961 624,569 754,470 370,760
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41.0FF-BALANCE SHEET EXPOSURES (continued) ZEESZERUINIER @

(d) Operating Lease Commitments (d) REHERE
At 31st December, 2006, the total future minimum lease payments under non- 72006128318 - ENAIREHLETHE
cancellable operating leases are payable as follows: A RRREENEEFIRAFENT
The Group The Bank
£E #17
2006 2005 2006 2005

HKS$'000 B¥TF 7t  HK$'000 BEF7T HKS$'000 % T  HK$'000 BT T

Properties ES
Within one year 1ELARA 202,937 144,206 155,647 110,655
After one year but within five years  1FZ5F R 358,357 245,362 269,345 177,422
After five years SE A% 131,643 99,268 80,277 61,348
692,937 488,836 505,269 349,425
Equipment B
Within one year 1ELR 4,117 3,475 1,593 1,602
After one year but within five years ~ 1FZ5F R/ 7,765 7,194 2,672 3,290
After five years 5E LR - 5 - -
11,882 11,014 4,265 4,892
The Group and the Bank lease certain properties and equipment under operating SERBITACEEEHABAT LY EMR
leases. The leases run for an initial period of one to twenty five years, with an option & - HEFHH1FE255 - JHREABED
to renew the lease when all terms are renegotiated. Lease payments are usually BEAMGERAESZ HENREEREEGFA
adjusted annually to reflect market rentals. None of the leases includes contingent BUARMTERS - FIAEATTNBERER
rentals. )
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Notes on the Accounts (continued)
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42.NOTES ON CONSOLIDATED CASH FLOW STATEMENT #SZ&BHE&RERMTE

(a) Purchase of Subsidiaries

(a) WEBHIE 2R

2006 2005
HK$'000 %% ¥ HK$'000 E# ¥t

Net assets acquired
Cash and balances with banks and
other financial institutions

Advances and other accounts less provisions

Fixed assets

Deposit and balance of banks
Deposits of customers
Current taxation

Other accounts and provisions
Deferred tax liabilities
Minority interests

Goodwill arising on consolidation
Intangible assets acquired

Total purchase price
Less: cash and cash equivalents acquired

Cash flow on acquisition net of cash acquired

EBANFRE

EHRER ERRAMRE
EEEE
ReRERTHER
BPEN

AHBIR

HiIRE N
BEBEALR

DERCR S

RERARELNHE
BARAE

MREXNNBAR

B BANRERERREEE

WM B A AR SRR

131,557 3,054
587,204 8,657
2,373 1,927
(778) =
(496,161) =
(3,970) =
(121,716) (47,321)
(54) =
(2,561) (975)
95,894 (34,658)
95,251 51,593
12,986 =
204,131 16,935
(131,557) (3,054)
72,574 13,881

RTRTERAT 2006F:% 189



Notes on the Accounts (continued)
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42.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (continued)

GEBEERERMT @

(b) Cash and Cash Equivalents

(b) REeRERRELER

(i) Components of cash and cash equivalents in the consolidated cash flow statement () EEHEEReR=ERNALRERRELER
HAEREB S
2006 2005
HK$'000 ;&% Tt HK$'000 #%F T
Cash and balances with banks and B RERITHEMSRIEEN
other financial institutions (Note 20) #&17 (H20) 8,317,746 4,525,587
Placements with banks and other financial
institutions with original maturity JRANEAR A3318E A LARTEIRTT
within three months R E & BEERTFR 63,811,412 43,161,632
Treasury bills with original maturity JRAERRR 318 A LAY
within three months B EES 4,579,791 4,557,967
Certificates of deposit held with original RAEAR A3ME A AN Z
maturity within three months FHRNFRE - 38,776
76,708,949 52,283,962
(i) Recondiliation with the consolidated balance sheet (i) PERABEABRNYR
2006 2005
HK$'000 &% T HK$'000 % T
Cash and balances with banks and R & RIERIT KA S BEED
other financial institutions (Note 19) 17 (HE19) 8,317,746 4,525,587
Placements with banks and other ERITREM S REES
financial institutions (Note 20) 5k (FiF20) 66,864,045 45,347,255
Treasury bills and certificates of deposit held BlEESR R ETRE
— trading assets (Note 22) —RHRBEE (22) 497,915 1,494,650
— designated at fair value through —EERBERN R
profit or loss (Note 23) NFEE (fFF23) 95,685 94,290
— advances and other accounts (Note 24) — B REAMIRIE (HE24) 38,890 38,775
- available-for-sale (Note 25) — At & (FfEE25) 5,164,722 4,198,487
- held-to-maturity (Note 26) —RHZEEIH (HEE26) 1,698,072 1,369,764
7,495,284 7,195,966
Amounts shown in the consolidated e EEEBRLUENSE
balance sheet 82,677,075 57,068,808
Less: amounts with an original maturity of
beyond three months R RAHIRA3E A A B (5,968,126) (4,784,846)
Cash and cash equivalents in the consolidated ~ ##HABREHERANES
cash flow statement RERBREIER 76,708,949 52,283,962
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43.ASSETS PLEDGED AS SECURITY F{EiEIFRNEE

The following balances with banks have been pledged as collateral for securities

borrowings and margin deposits of derivatives.

ATHIRITASEER TERBEREERITE
TAFRESZERR -

The Group The Bank
£5 AT
2006 2005 2006 2005
HK$'000 % T HK$'000 &# T 7T HK$'000 B¥ T HK$'000 BT
Cash collateral for borrowed
securities REEHEENRERR 142,041 - 142,041 -
Collateral deposit for REMTATAEEN
derivatives dealing ERZS 43,995 38,048 43,995 38,048
186,036 38,048 186,036 38,048

These transactions are conducted under terms that are usual and customary standard

lending and securities borrowing and lending activities.

44.LOANS TO OFFICERS 1THIAEER

I ER 5 2 R RE R R EREERRE
HEEZ T -

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:

RIREECR ARG 516 1BIR(4B) R(AC) TR
E - ATITBAB 2 EREBEAMIT

2006 2005
HK$'000 &% Fx  HK$'000 B¥FiT
Aggregate amount of relevant loans outstanding
at 31st December BEETN12A31 BRI EREH
By the Bank ARITEH 1,366,206 956,321
By subsidiaries mMEARIE L - =
1,366,206 956,321
The maximum aggregate amount of
relevant loans outstanding during the year FEABBERZ R REE
By the Bank HIRTTEL 1,738,078 1,706,677
By subsidiaries it EARIET - -
1,738,078 1,706,677

There was no interest due but unpaid nor any impairment allowance made against

these loans at 31st December, 2006 and 31st December, 2005.

R2006512 A31 8 K%2005412A31H » )RE
BEREMNFE - ARBEHEZEERERESE
& e
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45.MATERIAL RELATED PARTY TRANSACTIONS BB ATHEAR S

The Group maintains certain retirement benefit schemes for its staff as per Note
2(q)(iii). In the year 2006, the total amount of contributions the Group made to the
schemes was HK$78,663,000 (2005: HK$69,567,000).

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 (2005: one)
associate amounting to HK$6,500,000 at 31st December, 2006 (2005:
HK$9,200,000), all interest rates in connection with the deposits taken and credit
facilities extended are under terms and conditions normally applicable to customers
of comparable standing.

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

AEEAEBSREFLRKNREE - HE
M EE2(q)iEEE - 72006F R - AEEYE
LE S+ B AR A B 78,663,0007T (2005
£ : #¥69,567,0007T) ©

AEBEEERATETZERS  BEAL

B REELALAIEHHRRASKAEERY
EBHHAF - BERSBIEESELEALHER
kAMFIREEE - BRATEF—M (2005
F o —E)BEARNREREETIN - R
2006412 A31 Am&E#: A%5%6,500,0007
(2005%F : #%9,200,0007T) * Britb 29k - BiE
GRREENHFE  9ERE—RRASEHK
T2 BPHEEMEREBRTE

H2006%F + A& B MR A T ATREUR Y (4 F
AR FE - XFE2006F 128318 -« BBAL
BRI IR BB A L0 FE - A S R
ATEER IR R A TR E BB
Ul

Key management personnel Subsidiaries Associates

FEEEAR B S A ) BE DR
2006 2005 2006 2005 2006 2005
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BB BB BB BT BRI
Interest income FBBA 166,850 90,039 33,679 28,405 11,097 6,096
Interest expense FEXH 109,314 55,986 200,133 526,256 39 22
Amount due from A LE R 4,270,266 3,094,326 1,834,495 1,728,817 225,482 169,014
Amount due to R A T RFUE 3,052,075 2,809,500 1,701,643 9,852,377 9,434 2,570
Maximum amounts due from B ATHERR RN 6,769,561 4,121,724 3,012,575 2,248,714 463,356 311,682
Maximum amounts due to REBATHERSIE 7,780,820 4,624,824 9,848,368 10,244,212 33,304 =
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On 17th May, 2006, the Bank formed a company, Manilink Company Limited
(“Manilink”) with some Directors of the Bank and certain independent third parties.

Manilink is owned as to: 51.11% by the Bank; 16.67% by William MONG Man-wai
and his associates; 3.33% by Stephen Charles LI Kwok-sze and his associates; 1.11%
by Simon LI Fook-sean (retired on 7th April, 2006) and the remaining 27.78% interest
in Manilink is held by independent third parties.

2006558170 - RTHREFARTEE LB
VE=ZFEKIL—RA - B R/RManilink
Company Limited ([Manilink]) °

Manilink VB ER © AT1H51.11%  TRE
REBBALTIFG667%  FEAREAEEAL
153.33% : =&= (BER2006F4 A7 HEKR) &
1.11% RABIE=FFHFEManilink& T
27.78% M) ©
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46.EQUITY COMPENSATION PLANS {0 #i#EstEl

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 RMAER R B RAITES SR
BRERBBRETEEZE[ES - BERITE
ERITRAE - ARBARITAD o REHENTT
FEHRAETHNE1VAFRBERT HAIES
BFLE - RERREGABRREL A -

(a) Particulars of Share Options (a) RRIEFHE
Exercise Price
Date of Grant Vesting Period Exercise Period Per Share
BFEH AR 1T BRITEE
HK$ 7%
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
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 33.05
(b) Movement of Share Options (b) REREZZE
2006 Number of Share Options
AREHE
Outstanding Outstanding
Date of Grant at 1/1/2006 Granted Exercised Lapsed at 31/12/2006
720065 720064
1A1H 12A31H
BF¥EH e RATFE 2RF 2171t 2A¥ 18 RATBE
19/4/2001 2,015,000 - 2,015,000 - -
18/4/2002 2,285,000 - 430,000 - 1,855,000
02/5/2003 6,270,000 - 3,375,000 - 2,895,000
22/4/2004 14,350,000 - 8,550,000 50,000 5,750,000
03/5/2005 15,990,000 - 5,475,000 205,000 10,310,000
03/5/2006 - 3,250,000 - - 3,250,000
Total 4278 40,910,000 3,250,000 19,845,000 255,000 24,060,000
2005 Number of Share Options
RMEER

Outstanding Outstanding
Date of Grant at 1/1/2005 Granted Exercised Lapsed at 31/12/2005
20054 720055
1H1H 12H318
RTEH RIARTTHEE ERT 217 BEX R ARTTIE
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 #2878 30,075,000 16,410,000 4,498,000 1,077,000 40,910,000
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46.EQUITY COMPENSATION PLANS (continued) MR ESTE @)

(c) No share options were cancelled during the years ended 31st December, 2006 and ~ (c) # %2006 2005412 A31 B4 E RN A A R
2005. PERR LS o

(d) Details of Share Options Exercised (d) BITERREFE

Number of Share Options

RREHE
Exercise Period Date of Grant
TEHE BFEH 2006 2005
January 1H 20/4/2000 - 181,000
19/4/2001 25,000 20,000
18/4/2002 - -
02/5/2003 250,000 330,000
22/4/2004 30,000 -
February 2 A 20/4/2000 - 136,000
19/4/2001 165,000 50,000
18/4/2002 55,000 =
02/5/2003 800,000 150,000
22/4/2004 1,020,000 -
March 3 A 20/4/2000 - 538,000
19/4/2001 940,000 40,000
18/4/2002 110,000 295,000
02/5/2003 1,065,000 480,000
22/4/2004 2,820,000 -
April 4 H 20/4/2000 - 576,000
19/4/2001 885,000 -
18/4/2002 25,000 -
02/5/2003 265,000 70,000
22/4/2004 1,370,000 -
May 5H 20/4/2000 - 22,000
19/4/2001 - -
18/4/2002 95,000 20,000
02/5/2003 240,000 75,000
22/4/2004 985,000 -
03/5/2005 2,285,000 -
June 6 A 19/4/2001 - =
18/4/2002 - -
02/5/2003 25,000 150,000
22/4/2004 65,000 -
03/5/2005 205,000 -
July 7H 19/4/2001 - -
18/4/2002 - -
02/5/2003 35,000 125,000
22/4/2004 145,000 -
03/5/2005 280,000 -
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Number of Share Options

RBEHE
Exercise Period Date of Grant
TEHRE Eesdl=k:] 2006 2005
August 8 H 19/4/2001 - 60,000
18/4/2002 - 35,000
02/5/2003 145,000 205,000
22/4/2004 280,000 65,000
03/5/2005 850,000 -
September 9 5 19/4/2001 - -
18/4/2002 - 60,000
02/5/2003 235,000 100,000
22/4/2004 250,000 =
03/5/2005 280,000 -
October 10H 19/4/2001 - =
18/4/2002 - 60,000
02/5/2003 55,000 200,000
22/4/2004 610,000 -
03/5/2005 490,000 -
November 114 19/4/2001 - -
18/4/2002 120,000 -
02/5/2003 200,000 145,000
22/4/2004 520,000 -
03/5/2005 545,000 -
December 12 H 19/4/2001 - -
18/4/2002 25,000 40,000
02/5/2003 60,000 270,000
22/4/2004 455,000 -
03/5/2005 540,000 -
19,845,000 4,498,000

47.NON-ADJUSTING POST BALANCE SHEET EVENTS B EREBENEEABRAEASH

After the balance sheet date the directors proposed a final dividend. Further details EINEEABRABBREARSERE - FED
are disclosed in Note 14(a). TEMTFE14(1EREER ©

48.COMPARATIVE FIGURES L& H=F

The comparative figures of segment reporting have been restated to conform with DERENLBRHFEMER - URKELFE
current year'’s presentation. HEHRA -
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49.ACCOUNTING ESTIMATES AND JUDGEMENTS =3H{hat & ¥t

(a)
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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 accounts 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.

Key Sources of Estimation Uncertainty

Notes 29, 35 and 40 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.

(a)

ERBEAEENIRIRR - EEEBAFLET
SRLERBNRE - HRELEREESE
MKREER B EREAFEOBIMERE
R TRAFRE TE@H RS FEARARIE
CEATENMEFNERE - ANEEE L%
BRE - AL (R B B O BRI AE
EAVE - RANSREMGENR - 548%
EREATRNRE  AREMRENENES
BHRTR - AEERR - AEEEEHEER
E A ERBEZER - ARENHHER
BRE R F i RARAR & BB BUIRR A SRAE ©

EEECHERZSENNENAREEES
FTBCR RAERTAVHIE  REBAEE - U RIE
BER RAERTHIRER ©
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(b) Critical Accounting Judgements in Applying The Group’s Accounting Policies  (b) AEERAS T BRENERESHHE

Certain critical accounting judgements in applying the Group’s accounting policies AEBFEARTERNE TR HED

are described below: T

(i) Held-to-maturity investments () FHEIEHRE
The Group classifies non-derivative financial assets with fixed or determinable ARE B R A B S T R e FEAIE
payments and fixed maturity and where the Group has a positive intention and EEIHH - ARAEEAFEIRENFE
ability to hold to maturity as held-to-maturity investments. In making this ZHHBENITESREE - FHEREE
judgement, the Group evaluates its intention and ability to hold such investments HIRE - EIEH A AR - AEEGT
till maturity. ARG REAFERENFELETRES

FE#A -

If the Group fails to hold these investments to maturity other than for certain AAREEREFBUEREEIHE (FE
specific circumstances, the Group will have to reclassify the entire portfolio of THRABERERI - AEEGEEERFF
held-to-maturity investments as available-for-sale, as such class is deemed to FHHMBENREES - BHINEAHEE -
have been tainted. ERBREEREEHIRA/TT
This would result in held-to-maturity investments being measured at fair value FEt - RS SEARANET S BT REE B HI1R
instead of at amortised cost. BRBADTEESE -

(i) Investment property (i) "EWE
The Group has temporary sub-let a vacant premise but has decided not to treat REFEEREA-HEEZEYE  BHAEK
this property as an investment property because it is not the Group’s intention to SEWEL B RARB LAY EEE AR
hold this property in the long-term for capital appreciation or rental income. BHERES WA - HRE T ILIEY
Accordingly, this property is still treated as an item of building held for own use. EIERE Y - MekEF2FIEE R

E

50.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS AND 50.2 7 #Z220065E12831H L EE
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE A R{E 8 R AEEVIERT ~ FTiE

YEAR ENDED 31ST DECEMBER, 2006 ERFREBARURELENTE
Up to the date of issue of these accounts, the HKICPA has issued a number of UL ERIER M B HIRT - BB GRS DM
amendments, new standard and interpretations and the Hong Kong Monetary T 2B - ITENFRE  MEELRE
Authority has recommended additional disclosures, which are not yet effective for BRIMEEE THRINBEE - BUEEaT - #
the accounting year ended 31st December, 2006 and which have not been adopted BE - AR RN R BN EIE2006512 7
in these accounts. 31HIEFERARER - FUL IR ERN IS
ARIA ©
The Group is in the process of making an assessment of what the impact of these REEEET B SR - FRE - 2B
amendments, new standards, new interpretations and additional disclosures is FINERTCEERAPEENTE - 2SFE
expected to be in the period of initial application. So far it has concluded that the R AR ZFER] - RE - FREAEIN
adoption of them is unlikely to have a significant impact on the Bank's results of BREHRITHLERERMBIRAREERT
operations and financial position. Z-
In addition, the following developments may result in new or amended disclosures in RSN - AN E9BE R AT RE S| B BRIR R R 2%
the accounts: SUASIERTEVIRER ©

Effective for accounting periods
beginning on or after

HEsH HBR A BB K

HKFRS 7, Financial instruments: disclosures (BEMBRELEADETR M T A « #5E] 1 January 2007
200741418

Amendment to HKAS 1, Presentation of EERICEA ST EAD B R [MBHRE 2 25 - 1 January 2007
financial statements: capital disclosures B 2007F1 818
Banking (Disclosure) Rules R1T (KB RE 1 January 2007
200741418

HEHEFAERAT 2006 €3 197






