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CORPORATE PROFILE

& 17 @ 5t

our pISSION B PP EE

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

customers, our shareholders and our colleagues.
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Incorporated in 1918, The Bank of East Asia ("BEA") is dedicated to helping
its customers grow and prosper through the provision of quality banking and
financial services. BEA is Hong Kong’s largest independent local bank, with
more than 130 branches and SupremeGold Centres throughout the city and
total consolidated assets of HK$415.3 billion (US$53.58 billion) as of 31st
December, 2008. Listed on the Stock Exchange of Hong Kong, the Bank is one
of the constituent stocks of the Hang Seng Index.

With more than 60 outlets in China, BEA also operates one of the most
extensive networks of any foreign bank on the mainland. Overseas, the Bank
maintains a strong presence in the United States, Canada, the United Kingdom,
the British Virgin Islands, and Southeast Asia, with more than 240 outlets and
over 10,800 employees worldwide.

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

The BEA Group’s subsidiaries further enhance BEA's total offering, ensuring
the delivery of customised, total solutions that meet the increasingly diverse
and sophisticated needs of a burgeoning customer base. BEA's wholly-owned
subsidiaries, BEA Life Limited and Blue Cross (Asia-Pacific) Insurance Limited,
serve as the Bank’s life insurance and general insurance arms respectively
and provide a comprehensive range of insurance solutions for individual and
corporate customers. A leading professional provider of integrated business,
corporate, and investor services in Asia, Tricor Group helps clients build their
businesses by offering outsourced expertise in business support functions.

As we celebrate 90 years of service, we at BEA look forward to strengthening
and deepening our relationships with our customers in Hong Kong, China, and
all the communities we serve around the world.
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MAJOR MILESTONES OF THE PAST 90 YEARS

NWEEERREE

1918  The Bank of East Asia, Limited is incorporated in
Hong Kong.
RGRITAER A REEEEMAL -

1919 Head Office is established at 2 Queen’s Road
Central, Hong Kong.
RITRBEBE2RKEFR 258K -

1920  BEA's first branch in Mainland China is opened in
Shanghai.
£ EBRZERAM DT o

1930  (circa) BEA shares begin to be traded in the Hong
Kong share market.
RERITROR 1930 FRFABEETARENS
BE -

1952 Singapore Branch is opened.
FREEFT NI 51T

1969 BEA becomes the first Chinese bank in Hong
Kong to introduce advanced technology to its
operations by installing a state-of-the-art online
computer system.
RIIERRRAENBEERRS  KABER
RIE LB LR RIm B E R IRIT -

1975  The first Hong Kong dollar credit card, the East

Asia BankAmericard, is launched with the Bank
of America.
HERRTHAMLEREEEAFR — RERE
At

1982

BEA becomes a founding partner of JETCO,
a company formed to introduce a network
of ATMs in Hong Kong, Macau, Shenzhen,
and Zhuhai.

HERIRTAIEEIN [HRB] £FE B R
INRERGFR B BNIE S AL -

1984

BEAs first branch in the US is opened in New York.
ERBIREREE ST -

1985

Wholly-owned securities company, Tung Shing
Securities Company Limited (renamed East Asia
Securities Company Limited in 1998) is formed.
IR EMERES AR — REFFERAR (R
1998 F 5B RREBHFARAT) °

1989

BEA is one of the six founders of Hong Kong
Securities Clearing Company Limited.
RITKREBRRGEEERAA6BKAIKE
> —

1990

London Branch is opened in the UK.

RERBDITFE -

1992

The Bank of East Asia (Canada), a subsidiary of

BEA, is established in Toronto, Canada.

EZMERIMBIRTT — MEARERIT ©
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Major Milestones of the Past 90 Years (continued)
WFEERRERE (&)

1999

BEA acquires full ownership of Blue Cross (Asia-
Pacific) Insurance Limited.

FRTWBETF (X)) RBRBEBR AR 2GR
BEA becomes the first bank in Hong Kong to
launch comprehensive, multi-channel electronic
banking (Cyberbanking) and online stock trading
service (Cybertrading).
EEBROTAPEAHEEREZRENEZEEF
BITRT (EF@BIRITIRE) @ ERZEEER
% (B FRBREEERS) -

2001

United Chinese Bank formally merges with BEA
(acquired in 1995).

ATTELAR BEE A ERTT (M 1995 SRk ) IEN A 6 -

2002

BEA completes merger with First Pacific Bank
Limited (acquired in 2001).

ATEE —KFIRTT (72001 FUYHE) Tk & Bt
Grand National Bank (acquired in 2001) is
renamed The Bank of East Asia (U.S.A.) N.A.

FREAERTT (R 2001 FUYEE) EAERREE
REBERTT ©

2003
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Share registration, corporate secretarial, and
business support services are consolidated under
Tricor Group, a majority-owned subsidiary of the
BEA Group (over 70%).

HSEHER - REIWE REEZIR RGO EBLR
EREEEEZE RERITEBREETER
R EEBIRT70% s

2005

BEA opens state-of-the-art operations centre in BEA
Tower, Millennium City 5, Kwun Tung, Kowloon.
FITHRAREEIR A 2 IR R 8RITH O AR
FTHEREER D ©

BEA and The University of Hong Kong establish
the Blue Care Medical Centre.

HEBABEFRIEREREDL

2006

The BEA Group completes its acquisition
of National American Bancorp, the holding
company of National American Bank.

5 0 R T8 M 5EAk Uk BB National American Bank 15
%72 B National American Bancorp °

2007

The Bank of East Asia (China) Limited, a wholly-
owned banking subsidiary of BEA, becomes one
of the first locally incorporated foreign banks
in China.

AR 2EMERT — RDERT (F
Bl) BIRAFR - B EHERMFAERINEEA
8RIT o

2008

BEA Life Limited, a wholly-owned subsidiary of

BEA, officially commences business.
2EMBLAT — REASERABIERREE -
BEA China becomes the first foreign bank to

launch RMB debit cards and credit cards on

the mainland.

Rip (RE) RABREAETARBREL IR
ERRASNEIRTT




FINANCIAL HIGHLIGHTS

M¥EBE

2008 2007
HK$ Million HK$ Million Change %)
BEAER BEEET % B9 E
Profitability ZFI&EH
Total operating income
AN LS 6,457 8,814 -26.7
Profit attributable to equity holders of the Group
Al R BN R B AR B 39 4,144 -99.1
Balance Sheet Strength EE& &R
Advances to customers
BEPEMK 230,339 218,184 +5.6
Total consolidated assets
e EEMRR 415,254 393,979 +5.4
Total deposits
EF Ik 329,293 296,351 +11.1
Total equity
PR AR 32,485 30,446 +6.7
Earnings and Dividends Per Share B2 FI &2
Basic earnings
EARERN| HK$0.02 HK$2.65 -99.2
Dividends
i85\ HK$0.25 HK$1.66 -84.9
Key Ratios T ELL &
Loan to deposit ratio
BRI = 69.9% 73.6%
Impaired loan ratio
BEE R 0.7% 0.6%
Average liquidity ratio
FERBE LK 38.4% 43.5%
Capital adequacy ratio
s 13.8% 12.6%
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FIVE-YEAR FINANCIAL SUMMARY

TOTALEQUITY MREFERAEE

HK$ Million
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35,000
32,485
30,000 30,446
27,645
25,000 24,405
21,859*
20,000
15,000
10,000
5,000
2004 2005 2006 2007 2008
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SFMBFEUE

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP
ARBRASEERR G

] B A R [ AR SR A

Earni h
it HK$1.59* HK$1.83 HK$2.24 HK$2.65 HK$0.02

Dividends per share
SRR 2 HK$1.08 HK$1.26 HK$1.46 HK$1.66

HK$ Million
BEEET
4,144
4,000
3,500 3,435
3000 2,749
2,500 2,348*
2,000
1,500
1,000
500
39
2004 2005 2006 2007 2008
FIVE-YEAR COMPARISON 5 £F Eb &
2004 2005 2006 2007 2008
HK$ Million HK$ Million HK$ Million HK$ Million HKS$ Million
BEEET BEEET BEBETT BEEET BEHET
Total equity .
By B 2SR R 21,859 24,405 27,645 30,446
Customer deposits
=EFH 163,738 175,895 209,524 284,186
Debt inst tsi d
DR mEEE 4,179 6,431 6,999 12,165 “
Advances to customers
=EE 117,259 138,744 166,178 218,184
Total consolidated assets
YNy 210,370 238,799 294,202 393,979
Loan to deposit ratio
Profit attributable to
equity holders of the Group 2,348* 2,749 3,435 4,144

* Restated due to changes in accounting policies.

*FAERHEEEMER -
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CHAIRMAN'S STATEMENT

The financial tsunami that swept over the global economy
in September 2008 has left a bleak economic landscape
in its wake. This has led to a sudden and sharp plunge in
new business for local and regional companies and the
unprecedented scale of the decline is destined to have a
significant impact well into 2009. The economic outlook
for the second half of the year very much depends on the
ability of the United States to recover from the deepening
housing market crisis and credit squeeze. Until the United
States is able to engineer a recovery, all eyes will be on
China as a pillar of economic stability.

During the coming year, BEA will continue to leverage
its strong position on the Mainland to provide new
growth opportunities and to cushion the Bank from the
impact of the recession in the United States. The Bank
is uniquely placed to execute this strategy, having taken
steps to further enhance its franchise on the Mainland
during 2008. Significantly, The Bank of East Asia (China)
Limited launched both RMB debit cards and RMB credit
cards during the past year, becoming the first foreign

bank operating on the Mainland to do so. The Bank also
further expanded and strengthened its branch network,
and will maintain an aggressive branch expansion strategy
during 2009. In addition, the Bank will adhere to an
ambitious timetable for the roll out of new products and
services for Mainland customers, expanding its product
range in the areas of local and foreign currency business,
trade finance, personal cyber-banking, SupremeGold and
private banking, and corporate wealth management.

In Hong Kong, BEA will place more emphasis on
traditional banking business and products, including
corporate banking, small-and-medium-size enterprise
business, and consumer finance. Management
will continue to manage the asset and liability mix
proactively, in order to boost interest income and
diversify revenue streams. In addition, the Bank will
further leverage cross-selling opportunities with Group
companies, Tricor Group, Blue Cross (Asia-Pacific)
Insurance Limited and BEA Life, in order to raise fee-
based income. BEA will also continue to identify and
explore new acquisitions and strategic alliances.

Dr. The Hon. Sir David LI Kwok-po
Chairman & Chief Executive
FEFHITIEARS,

FEEST
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Chairman’s Statement (continued)

In overseas markets, BEA will maintain its focus on
its niche market position with overseas Chinese
communities, taking advantage of links to the resilient
Mainland economy to promote new business despite
the weak economic environment in North America
and Britain.

Enhanced operating efficiency will be a key driver of
success in 2009. The Bank will fast track new initiatives
to improve operating processes and to control costs.
BEA will further enhance its risk assessment capability,
and strengthen both the management framework
and corporate governance to ensure that the Bank is
well-positioned to emerge from the current economic
conditions stronger and better able to take advantage of
new opportunities.

| was greatly saddened by the passing of Mr. Tan Man-
kou, Independent Non-executive Director, on 14th
August, 2008. To fill the vacancy left by Mr. Tan, the
Board of Directors appointed Mr. Valiant Cheung Kin-
piu as an Independent Non-executive Director effective
from 15th December, 2008. With Mr. Cheung’s wealth
of experience, | am confident that his contribution to the
Board will lead to the further success of the BEA Group.

Mr. Joseph Pang Yuk-wing, Executive Director & Deputy
Chief Executive of the Bank, will retire and resign as a
Director of the Bank upon the conclusion of the Annual

General Meeting to be held on Thursday, 16th April,
2009. Mr. Pang has spent his entire working career with
the Bank. He joined BEA in 1973 and was appointed an
Executive Director and Deputy Chief Executive in 1995.
He has served the Bank loyally for over 35 years, playing
a significant role in its growth. On behalf of the Board, |
would like to express our heartfelt gratitude to Mr. Pang
for his invaluable contribution to BEA over the past 35
years, and | wish him great happiness, good health and
success for the future.

In this our 90th year, we celebrate nine decades of
partnership with the people of Hong Kong. Throughout
our history, we have worked together with the local
community to help individuals realise their dreams; to help
families prosper; and to help businesses grow. | take this
opportunity to express our sincere thanks to our valued
customers, friends and business associates for their loyal
patronage and support through the years. With their
support together with the wisdom and experience of our
Board and the professionalism of our colleagues, we look
forward to even greater success in the decades to come.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 17th February, 2009
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EXECUTIVE DIRECTORS’ REPORT

FINANCIAL REVIEW

Financial Performance

Global financial markets suffered an unprecedented
upheaval in the last quarter of 2008, damaging business
confidence throughout the world. The BEA Group faced
the challenge with decisive action, disposing of or writing
down to zero value its entire collateralised debt obligation
("CDO") portfolio. As a result of this action, the BEA
Group enters 2009 with a strong balance sheet and no
further downside exposure to the CDO market.

After accounting for the HK$3.5 billion one-off write
down of the CDO portfolio, the BEA Group recorded a
profit after tax of HK$104 million for the year ended 31st
December, 2008.

Despite the adverse market conditions, BEA Group
sustained its core business growth during 2008. The Bank
Group recorded a rise in net interest income of HK$816
million, or 13.7%, to HK$6,793 million, principally due to
the performance of banking operations on the Mainland.
However, the Bank Group’s non-interest income
decreased by HK$3,173 million, or 111.9%, mainly due
to the loss on CDOs and a decrease in net trading profits.
As a result, total operating income decreased by 26.7%
to HK$6,457 million.

Operating expenses increased by 23.2% compared
to 2007, to HK$5,779 million, due to the continuing
expansion of the Group’s activities. Operating profit
before impairment losses was HK$678 million, a decrease
of HK$3,445 million, or 83.6%, as compared with 2007.

In light of the increase in credit risk in global credit
markets, the Bank Group has taken appropriate steps
to control impairment losses on loans and advances.
Impairment losses increased by HK$342 million, or
157.8%, when compared with last year. Impairment
losses on notes issued by structured investment vehicles
("SIVs") and other available-for-sale financial assets
totalled HK$396 million, leading to an increase in total
impairment losses of HK$553 million, a rise of 140.2%.

The net profit on disposal of available-for-sale financial
assets decreased to HK$197 million. Net profit on sale
of subsidiaries or associates also fell, as during 2007 the
Group recorded an exceptional gain on the sale of a

49% interest in a wholly-owned subsidiary for a profit of
HK$406 million.

Due to the impact of the financial crisis, the Bank Group
recorded a valuation loss on investment properties of
HK$168 million in 2008, after recognising a HK$293
million valuation gain in 2007. The Bank Group recorded
a net profit on disposal of fixed assets of HK$178 million
for the year 2008, mainly due to the disposal of the
former branch building in Singapore.

After accounting for income taxes, profit after taxation
was HK$104 million, a decrease of 97.5% compared
to the HK$4,221 million recorded the previous year.
Profit attributable to equity holders of the Group was
HK$39 million, representing a decrease of 99.1%. Basic
earnings per share were HK$0.02. Return on average
assets and return on average equity were 0.01% and
0.12%, respectively.

Final Dividend and Bonus Issue of Shares

At the forthcoming Annual General Meeting, to be held
on Thursday, 16th April, 2009, the Directors will propose a
final dividend of HK$0.02 per share, which, together with
the interim dividend of HK$0.23 per share that was paid in
September 2008, will constitute a total dividend of HK$0.25
per share for the full year (2007: HK$1.66 per share).

In celebration of the Bank’'s 90th Anniversary, the
Directors will also propose a bonus issue of shares to
the shareholders of the Bank, on the basis of one new
ordinary share of HK$2.50 each for every ten ordinary
shares held.

Financial Position

Total consolidated assets of the BEA Group were
HK$415,254 million at the end of 2008, an increase
of 5.4% from HK$393,979 million at the end of 2007.
Advances to customers increased to HK$230,339 million,
a rise of 5.6%. Total equity increased to HK$32,485
million, a rise of 6.7%.

Demand deposits and current accounts increased by a
combined HK$6,342 million to HK$36,332 million. The
amount in savings accounts decreased to HK$45,781
million, a drop of HK$3,435 million. The value of time
deposits at year-end 2008 stood at HK$241,689 million,
an increase of HK$36,709 million, when compared with
the balance at the end of 2007. Customer deposits rose
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Executive Directors’ Report (continued)

by 13.9% to HK$323,802 million, while total deposits
increased by 11.1% to HK$329,293 million. Certificates
of deposit and subordinated debt issued stood at
HK$16,527 million.

During 2008, BEA issued HKD fixed rate certificates of
deposit with a face value of HK$1,450 million, HKD
floating rate certificates of deposit with a face value of
HK$450 million, USD fixed rate certificates of deposit

deposit amounting to HK$9,954 million equivalent upon
maturity, and repurchased its own certificates of deposit
amounting to HK$6 million equivalent. The Bank also
issued and redeemed a number of short term TWD fixed
rate certificates of deposit.

After taking into account all debt instruments issued, the
loan-to-deposit ratio was 69.9% at the end of 2008, 3.7%
lower than the 73.6% reported at the end of 2007.

with a face value of US$65 million and USD floating
rate certificates of deposit with a face value of US$115
million. The Bank redeemed a quantity of certificates of

At the end of December 2008, the face value of the
outstanding debt portfolio was HK$5,699 million, with
the carrying amount equal to HK$5,491 million.

Maturity Profile of Debts Issued
As at 31st December, 2008
(All expressed in millions of dollars)

Total Year of Maturity
Currency Face Value 2009 2010 2011 2013 2014 2015
Floating Rate Certificates of Deposit
Issued in 2006 HKD 500 500
Issued in 2008 HKD 450 350 100
Issued in 2008 usb 80 50 30
Fixed Rate Certificates of Deposit
Issued in 2006 HKD 500 500
[ssued in 2008 HKD 1,150 650 500
Issued in 2008 usb 65 50 15
Issued in 2008 TWD 1,800 1,800
Zero Coupon Certificates of Deposit
Issued in 2006 usb 50 50
Issued in 2007 usb 150 50 50 50
Total Debts issued in HKD equivalent 5,699 2,812 987 736 388 388 388
Maturity Profile of Loan Capital
As at 31st December, 2008
(All expressed in millions of dollars)
Total Year of Maturity
Currency Face Value 2015 2017 Perpetual
Issued in 2005 Note 1 usD 550 550
Issued in 2007 Note 2 usD 600 600
Issued in 2007 Note 3 GBP 300 300
Total Loan Capital issued in
HKD equivalent 12,277 4,263 4,650 3,364

Notes

1. Callable on 14th December, 2010

2. Callable on 22nd June, 2012

3. Callable on 21st March, 2012 and on each interest payment date thereafter
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Risk Management

The Bank has established comprehensive risk
management procedures in line with the requirements
set out by the Hong Kong Monetary Authority to identify,
measure, monitor and control the various types of risk
the Bank faces, including credit risk, market risk, liquidity
risk and operational risk, and where appropriate, to
allocate capital against those risks. All risk management
policies have been approved by the Board of Directors,
and risk management mechanisms have been established
at different levels throughout the Group. This is
supplemented by active management involvement,
effective internal controls and comprehensive audits in
the best interest of the Group.

The risk management mechanisms are built around
a centralised framework and incorporate specialised
risk management committees, namely: Credit
Committee; Asset & Liability Management Committee;
and Operational Risk Management Committee.
These mechanisms capture the different risk-related
management activities on a Group basis, including
formulation of policies, setting up of procedures and
control limits, on-going monitoring for observance, etc.,
before the same are reported via the Risk Management
Committee to the Board of Directors so as to ensure
compliance with the various bank policies, and legal and
regulatory requirements in Hong Kong, the Mainland of
China and overseas. The Chief Risk Officer ensures that
appropriate measures are in place to enhance the overall
risk management capability of the Bank Group.

OPERATIONS REVIEW

Bank Run Incident

The Bank responded quickly and forcefully to the
bank run incident in September, successfully restoring
confidence within 36 hours of the start of the run. The
Bank Management first became aware of the spread
of malicious and unfounded rumours questioning the

stability of the Bank in the afternoon of 23rd September,
2008. In the first incident of its kind in Hong Kong, the
rumours were initially spread via electronic text messaging
and were widely disseminated in a short period of time.

The Bank immediately reported the matter to the
Hong Kong Monetary Authority ("HKMA") and the
police. With the full support of the Hong Kong Special
Administrative Region Government, the HKMA, various
authorities, loyal customers, the media and shareholders,
and the exceptional effort of the Bank’s dedicated
employees, the run was very quickly contained.

Confidence was speedily restored, and any impact on the
Bank’s deposit base was short-lived. At the end of 2008,
deposits held by the Bank exceeded the total immediately
prior to the bank run incident.

The Bank published announcements to thank all parties
for their support. In addition, the Management paid
courtesy calls to clients and to the branches to extend the
Bank’s gratitude to loyal customers and dedicated staff.

Management has reviewed the incident to draw lessons
that will further refine and strengthen the Bank’s
emergency response planning regime.

Recognition

During the past year, the Bank once again received
numerous awards from its partners and independent
organisations for its achievements, including:

e “2008 SME's Best Partner” by The Hong Kong
Chamber of Small and Medium Business Limited;

e the award for “2007 Highest Growth Rate in
Commercial Products Cardholder Spending in Hong
Kong — MasterCard”;

e second runner-up for “2007 Highest Growth Rate in
Number of Open Cards in Hong Kong — MasterCard”
from MasterCard Worldwide;
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MasterCard Worldwide in 2008.
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e second runner-up in the category “2007 Highest Cyberbanking
Number of Merchant Terminals — China Unionpay” by

i - The Cyberbanking website was revamped in July 2008
China Unionpay;

to introduce a more intuitive and comprehensive user
interface. As part of the Bank's commitment to service,
the Cyberbanking website will be further enhanced as
new services are offered.

e Bronze Prize in the category “2007 Largest Merchant
Sales Volume Growth — Visa” by VISA International; and

e Champion in the Top 3 HK Merchant Sales Volume
Award and Top 3 HK Merchant Sales Volume Acquiring
Bank Award in the “ Visa Explorer Award Program”.

The number of Cyberbanking customers continued to
increase during the year. By the end of 2008, the Bank
had more than 434,000 registered Cyberbanking users,
representing a growth of 11% compared with the
corresponding period last year. The average daily usage
volume exceeded 278,000 transactions.

BEA subsidiaries, including The Bank of East Asia (China)
Limited (“BEA China”), were also recognised for their
achievements. Details of such recognitions are set out in

the respective sections below. _
The Corporate Cyberbanking customer base also grew

in 2008. By the end of 2008, over 21,600 corporate
customers had registered with BEA's Corporate
Cyberbanking, a year-on-year increase of 5%.

Personal Banking
Branch Distribution

During 2008, Metro City Plaza Branch was expanded to
provide a more spacious and pleasant environment to
serve customers. Shamshuipo Branch and Castle Peak
Road Branch were merged and relocated to a more
prominent site, and a new SupremeGold Centre opened
at the new branch location. In addition, SupremeGold

Consumer Loans

Consumer Finance Department

The consumer loan segment was very active during
2008, and the Bank launched numerous marketing
campaigns both on its own and in partnership with

centres were opened at Tai Wai Branch and Chuk Yuen
Estate Branch, bringing the number of SupremeGold
centres in Hong Kong to 48. At the end of January 2009,
BEA also operated a total of 90 branches in Hong Kong.

reputable corporations and professional firms. The
Instalment Loan and Revolving Loan programme,
incorporating a “Lucky Draw for Full Interest Rebate”,
was particularly well received.

Castle Peak Branch was
relocated to a more prominent
site while a new SupremeGold
Centre was opened in Chuk
Yuen Estate Branch in 2008.
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The Bank’s Instalment Loan and
Revolving Loan programme
was well received.
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Credit Gain Finance

Credit Gain Finance (“CGF") registered substantial growth
in both its loan portfolio and its customer base. A series
of marketing and advertising campaigns was launched via
multi-media channels to enhance consumer awareness
of the CGF brand. In addition, CGF pioneered a new
product initiative — Descending Interest Rate Programme —
which drew an encouraging response from the market.

In view of the intense competition in the loan market,
CGF will continue to focus on innovative products and
marketing campaigns in order to expand its market share.

Credit Cards

The past year saw strong growth in BEA's credit card
business. Sales and receivables both rose, as the
aggregate card base grew to more than 1.1 million by the
end of 2008.

A new card design was launched in May to reinforce the
vibrant and dynamic image of the BEA credit card, and
promote pride in carrying and using the BEA card.

Promotional activities were carried out throughout the
year, with a focus on dining and entertainment in order
to build habitual card usage. BEA partnered with UA
Cinema Circuit Ltd to bring the BEA brand name to the
BEA IMAX Theatre, while the re-launch of the FLY & DINE
CLUB for the Platinum card segment further enhanced
the appeal of the Bank’s premiere card for the high-end
credit card market.

The Bank has had particular success in attracting a
younger client base, in particular the university student

A new card design was launched to
reinforce BEA Credit Card’s vibrant
and dynamic image. [

REBIRITEARHEL 2 H-RE R -
REHDE DTN ~ TREEDAER °

sector. These customers have the potential to become
lifetime elite customers of the Bank.

In the year ahead, BEA will focus on increasing card usage
and receivables based on the existing portfolio, enhancing
customer service and the cardholder experience, and
developing prudent risk management and expense
control measures.

Property Loans

Following the onset of the global financial tsunami, the
number and value of property transactions plunged by
over 20% in the last quarter of 2008. BEA continued
to adopt an aggressive but prudent approach to acquire
quality mortgage loan business.

Throughout the year, BEA collaborated with various
property developers to provide end-user financing
solutions to buyers of new flats.

Corporate Banking
Corporate Lending

The local corporate loan market experienced a significant
slowdown during 2008, particularly in the second half
of the year. Liquidity tightened even as loan demand
slackened due to growing caution by local property
investors and developers, and curtailed demand by
Mainland enterprises due to weakening domestic demand.
Despite these adverse conditions, BEA recorded moderate
growth in loan volume and an upward adjustment in
overall pricing to reflect the increasing risk premium.




BITEFHEE (&

FEMF
BEMBRERET-RIIMEHRENESHE - ERZ
ERERARENNEE  AHEFEAMEPERY
BARER - REMBETSEEINER ERAMEE
2 mEREST ABE -

EXmBHFHA  RAEVBSEEZTINAFNERM
SRR - IRFTTIRIE o

fE 3T

AITERREBRFANERRT - B RER 2008 FKi#
B1108%  HENBEREFBUREBXBRSE LT -

RERITEMRRRS AERBEH RER - SELENR
o BERERNER - BARRERFRANEESN

RITRFANTENRITHEEE) - ZEEURBMREEEE
ERPEBFERAITERRNEE - K777 8 UA Cinema
Circuit Ltd. A1E * AR ZERITRAETE 4 BEA IMAX BT © 5
N AITEFHERRERITASRFLY & DINE CLUB © 57
RAYEmERRTISHRS 7T -

ATERNFAHRFEEEEMS  SFARIRRELR
FPRmDIEN  ZREFPEABENKRARTRAES -

BEA partnered with UA Cinema Circuit Ltd. to bring the BEA brand name
to the BEA IMAX Theatre.
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BEA continued to maintain an active presence in the
syndicated loan market in 2008, both as coordinating
arranger and as a participant. Given the uncertain financial
environment, BEA has focused on improving its yield return
and expanding its client base in a prudent manner by
focusing on high quality local and Mainland enterprises.
The upcoming infrastructure projects sponsored by the
Hong Kong Special Administrative Region and Central
governments will generate new opportunities.

Commercial loan business recorded moderate growth
despite a sudden downturn in the economy in the second
half of the year, as local businesses suffered from reduced
orders and lower cash flow amid the economic slowdown
in the major export markets of North America and Europe.

BEA has long supported local small and medium sized
enterprises (“SME"”) and is an active participant in
government loan guarantee schemes. BEA was among
the first banks to join the enhanced SME Loan Guarantee
Scheme in November 2008, and the Special Loan
Guarantee Scheme in December 2008.

BEA recorded double digit-growth in its equipment loan
portfolio during 2008, due to increased marketing efforts
and the acquisition of a loan portfolio from the market.
However, from the latter part of 2008, manufacturers have
become hesitant to expand their production capacity and
have deferred expansion plans. Loan demand for machinery
leasing therefore slowed toward the end of the year.

Bank of East Asia (Trustees) Limited
Mandatory Provident Fund

In order to provide more flexibility to scheme members to
manage their Mandatory Provident Fund (MPF) accounts
effectively, BEA launched a new service, Cyberbanking
(MPF), in February 2008. Cyberbanking (MPF) is a
convenient and secure way for scheme members to
access their BEA MPF accounts via the Internet. With this
new service, scheme members may review their account
balance, contribution and withdrawal history, current
investments and obtain fund information.

In order to further strengthen the competitiveness of its
MPF business in the marketplace, BEA reduced the fees
associated with its Hong Kong Growth Fund under the
Master Trust Scheme in June 2008.

Trust Services

In addition to the provision of MPF services, Bank of
East Asia (Trustees) Limited also offers a wide range of
professional trustee services to personal and institutional
customers, covering wills, family trusts, investment funds,
unit trusts, charities and public funds. In 2008, Hamon
Ireland Limited appointed the company as the Hong Kong
Representative for the Hamon Asian Funds. During the
year, the company recorded a 15% rise in revenue from
the private trust business.

BEA participated in the World
SME Expo 2008 organised

by the Hong Kong Trade &
Development Council.
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To keep MPF customers well informed, BEA began
issuing the BEA MPF newsletter.
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The Bank continued to enhance the market
competitiveness of its MPF services by launching
Cyberbanking (MPF) service and reducing fees.
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Wealth Management
Structured Products

Structured product demand and sales remained
reasonably strong in the first few months of 2008, and
the Bank offered a wide range of products linked to
equities, currencies and commodities. However, as global
markets declined and volatilities rose, investors turned
cautious and significantly reduced their risk appetite.
Responding to the market environment, the Bank
adjusted its strategy to limit the distribution of third party
retail products and to focus on more conservative and
simple product offerings.

The default of Lehman Brothers’ “Minibonds” series,
resulting from the collapse of Lehman Brothers in
September, was a major blow to investors’ confidence
and has resulted in a significant fall in demand for retail
investment products in Hong Kong. While the Bank
was not a major distributor of “Minibonds”, the Bank
responded proactively in order to assist affected investors.

In September 2008, the Bank reported the discovery of
unauthorised manipulation of the equity derivatives trading
system by a trader. The Bank considered that this was an
isolated incident. The incident was immediately reported
to the relevant authorities and the Bank engaged KPMG to
conduct a thorough review of internal control procedures.
Following receipt of the final report, the Bank formed a
working group to review KPMG’s findings and take any
necessary follow-up action, and restructured the trading
operation to further strengthen controls. Going forward,
the Bank will continue to develop and offer structured
products to customers, geared to market demand.

Three BEA-branded mutual funds were
launched, the BEA Global Resources Fund,
BEA Asian Bond and Currency Fund, and
BEA Hong Kong Dollar (HK$) Bond Fund.

FARLIERTBRITRENEELS -
B [RERTFTERES] - [REBME
HFRERES | M REBTEFES] -

Investment Fund Services

Addressing the need for greater asset diversification,
BEA launched three self-branded mutual funds in 2008,
namely BEA Global Resources Fund, BEA Hong Kong
Dollar Bond Fund and BEA Asian Bond and Currency
Fund. The first is equities-based, and is targeted at more
adventurous investors. The latter two funds are fixed-
income products that cater for conservative investors
looking for capital preservation. All three funds were well
received by clients.

The Bank introduced an upgraded retail financial planning
system during the year, providing clients with a wide
range of useful information on their investments. BEA
customers are now able to track the returns of their
individual investments without the need to keep track
each transaction detail. In addition, the Bank ran
promotional campaigns throughout the year to encourage
diversification and promote prudent investment habits.

BEA Union Investment Management Limited (“BEA
Union Investment”)

BEA Union Investment continued to expand its business
by developing new mutual funds and investment solutions
for retail and Mandatory Provident Fund (MPF) investors.
It also focused on acquiring new mandates from top tier
Asian institutional investors and business partners. Despite
the challenging environment, a positive aggregated net
fund inflow was recorded during the year.
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BEA Union Investment expanded its
business by developing new mutual
funds and investment solutions for
retail and MPF investors.
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Since the formation of the joint venture last year, BEA
Union Investment has succeeded in integrating the
complementary strengths of BEA and Union Asset
Management Holding AG. The “best of breeds”
investment teams located in Hong Kong and Frankfurt
enhanced the performance of BEA mutual funds and
MPF products, as well as the investment portfolios of
institutional clients.

Despite its short history, BEA Union Investment has quickly
been recognised as a market leader, and received a total
of four industry awards in 2008:

e “Best of the Best Performance Award in ASEAN Region
(3 years)” and the “Best MPF Manager (5 years) —
Merit Award” by Asia Asset Management;

e “Best QDI Wealth Management Product” and “Best
Foreign Currency Wealth Management Product” for
BEA's Jijinbao Series — BEA Hong Kong Growth Fund by
China’s 21st Century Business Herald.

Insurance Business

BEA Life Limited ("BEA Life”), a wholly owned subsidiary
of the Bank, commenced business in January 2008. It
focuses on life insurance business and uses the Bank as its
main distribution platform. It features an extensive range
of life insurance products and services, including whole
life, endowment, annuity, retirement and term plans.
Underwritten by BEA Life, the Bank launched its first

Despite its short history, BEA
Union Investment has already
won four industry awards.
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self-branded investment-linked insurance plan, “Capital
Link Insurance”, in February. Life insurance sales were
satisfactory in 2008, recording significant growth in terms
of the New Business Index.

Blue Cross, the Bank's general insurance arm, also
registered healthy growth in premium income. In
addition, it has successfully launched new channels
for many of its products, including the internet and
telemarketing.

In recognition of its service excellence, Blue Cross received
the following awards in 2008:

e “Capital Weekly Service Award 2008 — Medical
Insurance” and the “Quality Life Award 2008 — Quality
Insurance Service”;

e “The Most Popular Travel Insurance Company” (for
the 4th consecutive year), from Weekend Weekly
Magazine; and

e “Caring Company 2008/09", from the Hong Kong
Council of Social Service.

As part of its on-going effort to promote the well-
being of the less fortunate within the community, Blue
Cross also supported a series of charitable activities in
conjunction with the Hong Kong Physically Handicapped
and Able-Bodied Association.

Underwritten by BEA Life, the Bank
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Blue Cross won the “Capital Weekly Service Award —
2008 — Medical Insurance” and the “Quality Life
Award 2008 - Quality Insurance Service”.
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Private Banking

The past year has seen an unprecedented level of global
deleveraging, causing losses in nearly every asset class.
The Bank’s Private Banking business slowed in the second
half of the year, as both experienced and novice investors
retreated, fearing the worst is yet to come.

Despite the sluggish environment, BEA Private Banking
expanded its client base by over 30% during the
past year. With enhanced capabilities, the Bank will
continue to innovate and expand its services to high-
net-worth customers.

Investment Banking and Services

East Asia Securities Company Limited — Securities
Cybertrading

East Asia Securities is committed to using proven
technology to improve and expand its brokerage service
network. When compared with the corresponding period
last year, the company registered a rise of 11% in the
number of Cybertrading accounts. As of 31st December,
2008, more than 82% of the company’s securities clients
had subscribed to Cybertrading.

The volume of transactions executed via the Cybertrading
platform, expressed as a percentage of total turnover,
reached 63% of the number of trades and 20% of the
gross transaction value during the period under review.

With the dramatic increase in the trading volume
conducted through Cybertrading, East Asia Securities
further upgraded its Automated Phone Service capacity in
the second quarter of 2008.

East Asia Futures Limited — Futures Cybertrading

For the year 2008, despite the weak local market
sentiment, East Asia Futures, the wholly-owned
futures and option broking arm of the Bank, recorded
a 10.6% rise in trading volume, as compared with
the corresponding period last year. The volume of
transactions executed via the Futures Cybertrading
System, expressed as a percentage of total turnover,
accounted for some 69% of the number of trades and
59% of the transaction value. As of 31st December,
2008, more than 73% of the company’s clients had
subscribed to the Futures Cybertrading Service.

East Asia Futures completed a software and hardware
upgrade in the third and fourth quarters of 2008,
respectively. Both the function and performance of the
electronic trading system has been greatly enhanced.

With a view to enlarging its client base and boosting the
usage of its electronic trading platform, East Asia Futures
will launch various promotional campaigns in 2009.

East Asia Securities Limited registered
an 11% increase in the number of
Cybertrading accounts and upgraded
its automated phone service.
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China Operations

BEA's locally incorporated subsidiary bank on the
Mainland, BEA China, celebrated its first full year of
operations in 2008. It continues to maintain a leading
position as one of the largest locally incorporated foreign
banks on the Mainland.

With 69 outlets, BEA and BEA China currently operate
one of the most extensive networks of any foreign bank
on the Mainland. BEA China added a total of 19 new
outlets in 2008, including the conversion of BEA Tianjin
Representative Office to a full branch, the establishment
of 2 new branches in Urumgi and Hefei, as well as the
opening of 16 new sub-branches. BEA China is the first
locally incorporated foreign bank to set up branches in
Urumgi and Hefei.

In order to provide added convenience for customers,
BEA China introduced a new banking concept — 24-hour
self-service banking centres — during 2008. The first
two centres were opened in Shanghai, enabling BEA
China customers to carry out a wide range of banking
transactions at any time.

The expansion of BEA China’s service coverage was also
greatly aided with the addition of 155 new Automatic
Teller Machines (ATMs), bringing the total from 95 at the
end of 2007 to 250 at the end of 2008.

In May 2008, BEA China became the first foreign bank
to launch Renminbi debit cards on the Mainland and, in
December 2008, partnered with Nanjing Hong Kong and
China Gas Company Limited to launch BEA China’s first

co-branded debit card. BEA China’s pioneering position
was further affirmed in December 2008 with the launch
of the first Renminbi credit card by a locally incorporated
foreign bank. BEA China customers can use their debit and
credit cards at China UnionPay-affiliated outlets to settle
transactions, as well as at all China UnionPay-affiliated
ATMs to withdraw cash, both in China and overseas.

BEA China’s Personal Cyberbanking Service was upgraded
in October 2008 to provide customers with a higher level
of security, enhanced functions and greater convenience.

In addition, BEA China launched a private banking service
in April 2008, with the opening of private banking centres
in Beijing, Shanghai, Guangzhou and Shenzhen.

The pioneering spirit and achievements of BEA China in
2008 have been recognised through a number of awards,
including:

e “Retail Financial Service Brand”, in the 2008 China
Business News Financial Brand Ranking;

e "“Best Foreign Retail Bank”, in the 2008 Asian Banks
Competitive Rankings held during the 21st Century
Annual Finance Summit of Asia; and

e “2008 Best Internet Banking among Foreign Banks in
China”, awarded by China Internet Weekly.

Despite the impact of the financial crisis on the global
economy, BEA China has maintained its steady growth in
2008. BEA China will continue to leverage BEA's banking
expertise to maintain its leading position on the Mainland.

BEA China opened branches in Urumgi, Xinjiang (left) and Hefei, Anhui (right).
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BEA expanded its presence in Macau by opening a sub-
branch in Taipa in March 2008, and setting up four ATMs
in the second half of 2008. At present, BEA has four
outlets and 10 ATMs in Macau.

The Bank also maintains two branches in Taipei and
Kaohsiung of Taiwan. With the support of our extensive
branch network in Hong Kong, Macau and Mainland
China, BEA’s Taiwan branches are able to provide
customers with a comprehensive range of banking
services, in particular, cross-strait banking services to meet
the growing banking needs arising from closer business
ties between Taiwan and the Mainland.

Overseas Operations

In 2008, The Bank of East Asia (U.S.A) N.A. (“BEA-USA")
opened three new branches in California, in San Gabriel,
Los Angeles County; South San Francisco; and San
Francisco Chinatown. The branch in the City of Industry
was relocated to Hacienda Heights in June 2008. All
of the new branches are in premier locations, providing
individuals and businesses alike with more convenient
access to the Bank'’s full range of banking services.

As part of its strategic plan, BEA-USA will open a new
branch in Oakland in the San Francisco Bay Area, and
merge its branch in the San Francisco Financial District
into the San Francisco Chinatown Branch in January
2009. By the end of the first quarter of 2009, BEA will
have 16 offices in the United States, covering New York
and California.

The Bank’s subsidiary in Canada, The Bank of East Asia
(Canada), achieved a 10% growth in loan assets during
the year.

In the United Kingdom, the two branches in London
and Birmingham continued to perform well. The Bank
launched a new product — Mini Cash Saving Account —
in March 2008. A new Debit Card service is expected
to be launched in the second half of 2009. The Bank is
also conducting a feasibility study on the launch of local
Internet banking services.

BEA Singapore Branch completed the disposal of its
building at 137 Market Street. Construction work for the
new BEA Singapore Branch Building at 60 Robinson Road
is on schedule. The new building is expected to be ready
for occupancy by the third quarter of 2009.

BEA Labuan Branch operates in Malaysia under an
offshore banking licence. The Branch focuses on
wholesale banking. It achieved a 5% growth in loan
assets during the year.

With the establishment of Tricor Malaysia in December
2008, BEA's Representative Office in Kuala Lumpur will
take an active role in cross referrals of business between
Tricor Malaysia and Affin Bank Berhad, the Bank’s affiliate
in which BEA has a 20.5% shareholding through an
investment in Affin Holdings Berhad.

Corporate Services

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

BEA-USA opened three new outlets including South San Francisco Branch (left)
and Hacienda Heights Branch (right).
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Tricor's business was not immune to the economic
downturn in 2008. The depressed IPO activity in the
capital markets in Hong Kong has had an adverse impact
on Tricor’s revenue from IPO and share registration
services. The demand for Tricor’s accounting, payroll
outsourcing, corporate compliance and secretarial
services, which remained strong during the first six
months of 2008, started to feel the pinch of the
economic downturn in the second half of the year.
There was a decline in Tricor’s business servicing inward
investment into Hong Kong and Greater China. There was
also pressure on fees from clients suffering as a result of
the global economic malaise. Despite the above, Tricor’s
gross revenue for 2008 reached a new high, making
an important contribution to the BEA Group's fee and
commission income earnings. However, Tricor's net profit
margin declined slightly during the year.

The first quarter of 2008 saw the establishment of a Tricor
office in the United Kingdom, as well as the completion
of the acquisition of a major corporate services group in
Malaysia, making Tricor Malaysia the leading corporate
services practice in the country. During the second half
of 2008, Tricor acquired the corporate services practice
of Ernst & Young in Brunei, and also took up a minority
interest in a professional service firm in Jakarta. The
overseas operation, with its growing number of offices,
made an important contribution to Tricor’s total revenue
during the year. Tricor now operates in 20 cities and
employs over 1,400 professional and support staff,
compared with a staff complement of 1,150 at the
beginning of the year.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 17th February, 2009

2009 is likely to be a difficult year for Tricor. To maintain
its profitability, Tricor will continue to expand its global
network, enlarge its scope of services and look for new
business opportunities.

Human Resources

Bank of East Asia Group employees at the end of
December 2008:

Hong Kong 5,383
Other Greater China 4,321
Overseas 1,159
Total 10,863

The Bank views its staff members as its most valuable
asset. The Bank reviews its human resource policies and
compensation benefits on a regular basis to, on the one
hand, retain and motivate talented individuals, and, on
the other, monitor and control staff costs to enhance the
performance of the Bank.

The Bank continuously reviews its training programmes,
providing a wide range of opportunities for skills
upgrading and personal advancement. During the latter
half of 2008, special training courses were offered to staff
members to assist them to cope effectively with the rapid
changes brought about by the financial turmoil.

Joseph PANG Yuk-wing

Executive Director
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DIRECTORS

Dr. The Hon. Sir David LI Kwok-po

GBM, GBS, OBE, MA Cantab. (Economics & Law), Hon.
DSc. (Imperial), Hon. DBA (Napier), Hon. D.Hum.Litt.
(Trinity, USA), Hon. DSocSc (Lingnan), Hon. LLD (Hong
Kong), Hon. LLD (Warwick), Hon. LLD (Cantab), FCA,
FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITR FCIArb, JP
Officier de 'Ordre de la Couronne, Grand Officer of the
Order of the Star of Italian Solidarity, The Order of the
Rising Sun, Gold Rays with Neck Ribbon, Officier de la
Légion d’Honneur

Chairman & Chief Executive and Member of the
Nomination Committee

Sir David, aged 69, joined the Bank in 1969. He was
appointed a Director in 1977, Chief Executive in 1981,
Deputy Chairman in 1995 and Chairman in 1997. Sir
David is the chairman or a director of various members of
the Bank Group, and he is also the chairman or a member
of various committees appointed by the Board.

Sir David is a Member of the Legislative Council of
Hong Kong. He is a Member of the Banking Advisory
Committee and a Member of the Council of the Treasury
Markets Association. Sir David is the Pro-Chancellor of
The University of Hong Kong, an Honorary Adviser of the
Business and Economics Association of HKUSU and an
Advisory Committee Member of the Chinese University of
Hong Kong S.H. Ho College.
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Sir David is the Chairman of The Chinese Banks’
Association, Limited and the Hong Kong Management

Association. He is the Honorary Advisor of The
International Chamber of Commerce — Hong Kong,
China and the First Honorary Chairman of the Hong
Kong Chamber of Commerce in China. He is also the
Honorary Chairman of the Chamber of Hong Kong Listed
Companies. Sir David is Vice President of the Council
of the Hong Kong Institute of Bankers, Chairman of the
St. Joseph’s College Foundation Limited and Chairman
of the Advisory Council to the Australian International
School. He is also an Emeritus Trustee of the Cambridge
Foundation and a Trustee of the Cambridge Overseas
Trust. Sir David is Chairman of the Advisory Board of
The Salvation Army, Hong Kong and Macau Command,
Chairman of the Executive Committee of St. James’
Settlement and he also serves on the Hong Kong Red
Cross Advisory Board. He is a Council Member of the
Employers’ Federation of Hong Kong, a Director of the
David Li Kwok-po Charitable Foundation Limited, a
Founder Member and an Executive Committee Member
of the Heung Yee Kuk Foundation Limited.

Sir David is a Director of China Overseas Land &
Investment Limited, COSCO Pacific Limited, Criteria
CaixaCorp, S.A., Guangdong Investment Limited, The
Hong Kong and China Gas Company Limited, The
Hongkong and Shanghai Hotels, Limited, Hong Kong
Interbank Clearing Limited, The Hong Kong Mortgage
Corporation Limited, PCCW Limited, San Miguel
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Brewery Hong Kong Limited, SCMP Group Limited,
Vitasoy International Holdings Limited, AFFIN Holdings
Berhad and IMG Worldwide Inc. He was a director of
AviChina Industry & Technology Company Limited, China
Merchants China Direct Investments Limited and Dow
Jones & Company, Inc.

Sir David is a member of the Board of Trustees of the Asia
Society International Council and Asia Business Council,
a member of Deutsche Bank Asia Pacific Advisory Board,
and member of the Asian Youth Orchestra Board. He
serves on the international advisory boards of Carlos
P. Romulo Foundation for Peace and Development,
Federal Reserve Bank of New York International Advisory
Committee, Hospital for Special Surgery and Scripps
International Network. Sir David is the Chairman of
INSEAD East Asia National Council, the Non-executive
Chairman for Edelman Asia-Pacific and a Senior Adviser
of Metrobank.

Sir David is the brother of Professor Arthur LI Kwok-
cheung, the nephew of Mr. Eric Li Fook-chuen, and the
cousin of Mr. Aubrey Li Kwok-sing and Mr. Stephen
Charles Li Kwok-sze.

Mr. WONG Chung-hin

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

Mr. Wong, aged 75, is a solicitor. He was appointed a
Director in 1977. Mr. Wong is the Consultant of P.C.
Woo & Co. He is also a Director of Hongkong Electric
Holdings Limited and Hutchison Whampoa Limited.

Mr. Wong is the uncle of Dr. Allan Wong Chi-yun.

Dr. LEE Shau-kee

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

Dr. Lee, aged 80, was appointed a Director in 1987. He is
the Chairman and Managing Director of Henderson Land
Development Company Limited and Henderson Investment
Limited. Dr. Lee is also the Chairman of The Hong Kong

and China Gas Company Limited and Miramar Hotel and
Investment Company, Limited. He is the Vice Chairman of
Sun Hung Kai Properties Limited and a Director of Hong
Kong Ferry (Holdings) Company Limited.

Dr. Allan WONG Chi-yun

GBS, MBE, BSc, MSEE, Hon. DTech, JP

Independent Non-executive Director, Chairman of
the Remuneration Committee, Member of the Audit
Committee and the Nomination Committee

Dr. Wong, aged 58, was appointed a Director in 1995.
He is the Chairman and Group Chief Executive Officer
of VTech Holdings Limited. Dr. Wong is an independent
non-executive director of China-Hongkong Photo
Products Holdings Ltd. and Li & Fung Ltd.

Dr. Wong holds a Bachelor of Science degree in electrical
engineering from the University of Hong Kong, a Master
of Science degree in electrical and computer engineering
from the University of Wisconsin and an honorary
degree of Doctor of Technology from the Hong Kong
Polytechnic University.

Dr. Wong is the nephew of Mr. Wong Chung-hin.

Mr. Aubrey LI Kwok-sing

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

Mr. Li, aged 59, was appointed a Director in 1995. He
is Chairman of MCL Partners Limited. Mr. Li possesses
extensive experience in the fields of investment banking,
merchant banking and capital markets. He is also
a Director of Cafe de Coral Holdings Limited, China
Everbright International Limited, CNPC (Hong Kong)
Limited, Kowloon Development Co. Ltd and Pokfulam
Development Company Limited. He is the Chairman
of Atlantis Asian Recovery Fund plc. He was a director
of ABC Communications (Holdings) Limited and Value
Partners China Greenchip Fund Limited.

Mr. Li is the nephew of Mr. Eric Li Fook-chuen, and the cousin
of Dr. The Hon. Sir David Li Kwok-po, Professor Arthur Li
Kwok-cheung and Mr. Stephen Charles Li Kwok-sze.
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Professor Arthur LI Kwok-cheung

GBS, MA, MD, M.B.B.Chir (Cantab), DSc (Hon), DLitt
(Hon), Hon DSc(Med), LLD (Hon), Hon Doc (Soka), FRCS
(Eng & Edin), FRACS, Hon FACS, Hon FRCS (Glasg & 1),
Hon FRSM, Hon FPCS, Hon FCSHK, Hon FRCP (Lond), JP
Non-executive Director

Professor Li, aged 63, was a Director of the Bank
(1995-2002) and was re-appointed a Director in January
2008. He is a director of AFFIN Holdings Berhad. He is
also a member of the National Committee of the Chinese
People’s Political Consultative Conference.

Professor Li was the Secretary for Education and
Manpower of the Government of HKSAR and a
Member of the Executive Council (2002-June 2007).
Before these appointments, he was the Vice Chancellor
of the Chinese University of Hong Kong (1996-2002)
and was the Chairman of Department of Surgery
and the Dean of Faculty of Medicine of the Chinese
University of Hong Kong.

Professor Li had held many important positions in various
social service organisations, medical associations, and
educational bodies, including the Education Commission,
Committee on Science and Technology, the Hospital
Authority, the Hong Kong Medical Council, the University
Grants Committee, the College of Surgeons of Hong
Kong, and the United Christian Medical Services Board.
He was a member of the Board of Directors of the
Hong Kong Science and Technology Parks Corporation
and the Hong Kong Applied Science and Technology
Research Institute, and Vice President of the Association
of University Presidents of China. He was a Hong Kong
Affairs Adviser to China.

Professor Li is the brother of Dr. The Hon. Sir David Li
Kwok-po, the nephew of Mr. Eric Li Fook-chuen, and
the cousin of Mr. Aubrey Li Kwok-sing and Mr. Stephen
Charles Li Kwok-sze.

Mr. Joseph PANG Yuk-wing

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

Mr. Pang, aged 59, joined the Bank in 1973. He was
appointed Alternate Chief Executive in 1991 and was
promoted to General Manager in 1992. He was further

promoted to Deputy Chief Executive and was appointed
a Director in 1995. He assists the Chief Executive in the
overall management and control of the Group. Mr. Pang
is also a director of various members of the Bank Group,
and the chairman or a member of various committees
appointed by the Board.

Mr. Pang is the Vice President of the Hong Kong Institute
of Bankers. He is a panel member of the Securities and
Futures Appeals Tribunal, a Lay Observer of Independent
Police Complaints Council Observers Scheme and a
Trustee of the Retirement Schemes of The University of
Hong Kong.

Dr. William MONG Man-wai

GBS, Hon. DBA, Hon. LLD, Hon. DSSc, Hon. DEng, The
Order of the Sacred Treasure, Gold Rays with Rosette
Non-executive Director

Dr. Mong, aged 81, was appointed a Director in 1995.
He is the Chairman and Senior Managing Director of
Shun Hing Group. Dr. Mong is the Honorary Chairman
of Hong Kong Electrical Appliances Manufacturers
Association. He is the Honorary Chairman of the Board
of Trustee of Nanjing University, the Honorary Trustee of
the Court of Tsinghua University, a Director of the Centre
for Advanced Study Foundation of Tsinghua University, an
Honorary Trustee of the Court of Peking University, and an
Honorary Member of its Education Fund. Dr. Mong is an
Honorary Member of the Board of Trustees of Shanghai
Jiao Tong University, a Member of the Board of Directors
of Jinan University in Guangdong, an Honorary Member
of the Court of the Hong Kong University of Science and
Technology and an Honorary Member of the Court of the
Hong Kong Baptist University.

Mr. Winston LO Yau-lai

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

Mr. Lo, aged 67, was appointed a Director in 2000. He is
the Executive Chairman of Vitasoy International Holdings
Limited. Mr. Lo is Member of the National Committee
of the Chinese People’s Political Consultative Conference
and a Member to the Court of the Hong Kong University
of Science and Technology. He is also the Vice President
of the Council of Outward Bound Trust of Hong Kong.
Mr. Lo is a Director of Ping Ping Investment Company Ltd.
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Tan Sri Dr. KHOO Kay-peng

PSM, DPMJ, KMN, JP Hon. DLitt, Hon. LLD
Non-executive Director

Tan Sri Dr. Khoo, aged 70, was appointed a Director in
2001. Dr. Khoo is the Chairman and Chief Executive
of The MUI Group, a Malaysia-based corporation with
diversified business operations in the Asia Pacific, the
United States of America (“USA"”) and the United
Kingdom (“UK"). He is the Chairman and Chief Executive
of Malayan United Industries Berhad and MUI Properties
Berhad in Malaysia. Dr. Khoo is also the Chairman of
Laura Ashley Holdings plc and Corus Hotels Limited in UK,
and Morning Star Resources Limited in Hong Kong. Heis
also a director of SCMP Group Limited in Hong Kong and
Pan Malaysian Industries Berhad in Malaysia.

Dr. Khoo is a trustee of the Regent University, Virginia,
USA, and a board member of Northwest University,
Seattle, USA. He also serves as a Council Member of
the Malaysian-British Business Council, the Malaysia-
China Business Council and the Asia Business Council.
Previously, Dr. Khoo had served as the Chairman of
the Malaysian Tourist Development Corporation (a
Government Agency), the Vice Chairman of Malayan
Banking Berhad (Maybank) and a trustee of the National
Welfare Foundation, Malaysia.

Mr. Thomas KWOK Ping-kwong

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

Mr. Kwok, aged 57, was appointed a Director in
2001. Mr. Kwok is the Vice Chairman and Managing
Director of Sun Hung Kai Properties Limited, Chairman
of Route 3 (CPS) Company Limited, Joint Chairman
of IFC Development Limited and an Executive Director
of SUNeVision Holdings Ltd. He is the Chairman of
the Board of Directors of the Faculty of Business and
Economics of The University of Hong Kong and Executive
Vice President of The Real Estate Developers Association
of Hong Kong. He also serves as a government
appointed Member of the Exchange Fund Advisory

Committee, Construction Industry Council, the Council
for Sustainable Development and the Commission on
Strategic Development. He is an Honorary Citizen of
Guangzhou and Member to the Standing Committee of
the Ninth Shanghai Municipal Committee of the Chinese
People’s Political Consultative Conference.

Mr. Kwok holds a Master’s degree in Business
Administration from The London Business School,
University of London and a Bachelor’s degree in Civil
Engineering from Imperial College, University of London.

In the past, he served as a Member of the Economic and
Employment Council, the Business Advisory Group, the
Land & Building Advisory Committee, the Registered
Contractors’ Disciplinary Board, the General Chamber
of Commerce Industrial Affairs Committee and Business
Facilitation Advisory Committee. He was also Chairman
of the Property Management Committee of the Building
Contractors’ Association and a Council Member of the
Hong Kong Construction Association.

He previously served as a Board member of the
Community Chest of Hong Kong and as a member of the
Social Welfare Policies & Services Committee, and on the
Council of The Open University of Hong Kong.

Mr. Richard LI Tzar-kai

Non-executive Director

Mr. Li, aged 42, was appointed a Director in 2001.
Mr. Li is the Chairman of PCCW Limited, one of Asia’s
leading companies in Information and Communications
Technologies (ICT). He is also the Chairman and Chief
Executive of the Pacific Century Group, the Chairman
of Pacific Century Premium Developments Limited and
Singapore-based Pacific Century Regional Developments
Limited. He is a representative of Hong Kong, China to
the Asia Pacific Economic Co-operation (APEC) Business
Advisory Council, a member of the Center for Strategic
and International Studies’ International Councillors’
Group in Washington, D.C. and a member of the Global
Information Infrastructure Commission.




EFREEEEAENEAEL (&)

A BRI E L
PSM * DPMJ + KMN * JP * Hon. DLitt * Hon. LLD
F#iTEE

FHETE AR+ - R 7088 * 2001 FELZERAITE
F o BELAMUEBENERTIERITRER - MUEE
E—HEBLZTCUASRATAREMNPEEE - XB5E
NEEAKE - EBRER - 4752 5 K7k Malayan United
Industries Berhad & MUI Properties Berhad 2 2 5 £ & H 1T
B - MELMeRBEENERNE AL FTHAR (Laura
Ashley) + B Corus Hotels Limited X BB EREB AR A
BZEESER MIIREESCMPEEER AR RER
7835 Pan Malaysian Industries Berhad 2 Z % °

METEEALTETEAREZERA UERERF
HEALASZNEE  TREEABKEES  5HAEK
HEEE I Asia Business Council IZ 8 - i+ 2T HEX
PR RS B (—HBUREE) 2% - SRERT
(Maybank) ZBIZEEEXFERERATHERENES 212
A

SRRIIEE
SBS * MSc (Bus Adm) * BSc (Eng) * FCPA - JP
BUINTEE BERZESZERFTINZEEZLA

S IRESTEL 2001 FEZITARTTES - L
ERAMBENMEZREERAFE EFERESLLIE -
=R (BHAEE) BRARESRE * IFC Development
Limited B E B RN BEHEBBRARNITES - 2

BERBKENTHEREREFSIREMNBEHERR
FEE Ak YRBRZEMINEESHAZEEER
B BEXHINE THEZRZEENBNEBER
ZEEZE - BRERBMNTRETREBNLETFEAR
BUahm e LETLZEBERKESR -

BREFAREMAKXBTHEER L BN RMBBKRET
BER T ARTIRRE LB

MEELERRELZBCLZE 2@&AADAEAKE - £
WRESREAZESG IMEAERERESZEG B
BREBETIXEBRLBCZENTELHHENZEER
B -t BRRERENEEERBGIFERTERE
BEHSF -

MITEHERELARSESE AR SBABEREREZE
BERAMEBREREGZRE -

FTEREE
FHITEE

FhA - IRFA257 2000 FEZERRITEE - T
ARAEABMARAREE (RARA/EMEALENETR
FMBARERARZ—)  BFIREEIERITRAR - &2
MAOTHEZERERARERF - LR INK AR EMERE
BRARER - b2 AREESIFEMHELRHANEES
PEFEENRER  XEERRRELERARTHOBERE
BEKE - UMRBEMERZEEHKE -

mTmEaTERAR 2008E® 45



46  The Bank of East Asia, Limited Annual Report 2008

Biographical Details of Directors and Senior Management (continued)

Mr. Kenneth LO Chin-ming

MA, BA
Independent Non-Executive Director and Member of the
Audit Committee

Mr. Lo, aged 66, was appointed a Director in 2005.
Mr. Lo is the Chairman and Chief Executive Officer of the
Industrial Bank of Taiwan, the Chairman of IBT Venture
Co. and the Honourable Chairman of the Chailease
Group. He is also a Director of Boston Life Science
Venture Corp., a Director of Taiwan Cement Corp. and
a Director of Gainwell Securities Co., Ltd. (Hong Kong).
He has been with the banking and finance industry for
over 40 years and had abundant experience in securities,
trust, leasing, commercial banking, investment banking
and venture capital. He was the President of Chinatrust
Commercial Bank, the President of Chailease Group, the
Vice Chairman of China Trust Bank (USA), the Managing
Director of International Bank of Taipei, and a Director of
Hua Nan Commercial Bank.

In addition to his highly recognized professional
accomplishments, Mr. Lo is also active in public service.
He is the Vice Chairman of the Chinese National
Association of Industry and Commerce, the Director
of the ROC Bankers Association, a member of Asia
Executive Board of the Sloan School of Business at the
Massachusetts Institute of Technology, and a member of
the National Palace Museum Advisory Committee and
Taipei Fine Arts Museum Advisory Committee. He was
the President of Asian Leasing Association, the Charter
Chairman of Taipei Presidents’ Organization, and the
Supervisor of the ROC Bankers Association.

Mr. Lo holds a B.A. in Economics from National Taiwan
University and an M.A. in Finance from the University
of Alabama.

Mr. Eric LI Fook-chuen

BSCEE, MscEE, MBA, FIM
Non-Executive Director, Chairman of the Nomination
Committee and Member of the Remuneration Committee

Mr. Li, aged 79, was appointed a Director in 2006.
Mr. Li is a non-executive director of BEA Life Limited
and Blue Cross (Asia-Pacific) Insurance Limited, both
are wholly-owned subsidiaries of the Bank. Mr. Li is

currently the Chairman and Chief Executive Officer of
the Kowloon Dairy Limited. He is a director of Joyce
Boutigue Holdings Limited.

Mr. Li holds a Bachelor of Science Degree in Electrical
Engineering from the University of Arkansas, U.S.A.,
a Master of Science Degree in Electrical Engineering
from the University of Michigan, U.S.A., and a Master
Degree in Business Administration from the University of
California, U.S.A. He is also a Fellow of the Chartered
Management Institute.

Mr. Li is the uncle of Dr. The Hon. Sir David Li Kwok-
po, Mr. Aubrey Li Kwok-sing, Professor Arthur Li Kwok-
cheung and Mr. Stephen Charles Li Kwok-sze.

Mr. Stephen Charles LI Kwok-sze

BSc (Hons.), ACA
Non-executive Director

Mr. Li, aged 49, was appointed a Director in 2006. He is
a member of the Institute of Chartered Accountants in
England and Wales. Mr. Li holds a Bachelor of Science
(Hons.) Degree in Mathematics from King's College,
University of London, U.K. He currently holds directorships
in several funds managed by INTL Consilium, LLC. He
has extensive experience in investment banking, having
held senior capital markets positions with international
investment banks in London and Hong Kong.

Mr. Li is the nephew of Mr. Eric Li Fook-chuen, and the
cousin of Dr. The Hon. Sir David Li Kwok-po, Mr. Aubrey
Li Kwok-sing and Professor Arthur Li Kwok-cheung.

Mr. William DOO Wai-hoi

BSc, MSc, G.G., JP
Independent Non-executive Director and Member of the
Audit Committee

Mr. Doo, aged 64, was appointed a Director in January
2008. He is currently the vice-chairman of New World
China Land Limited, the deputy chairman of NWS
Holdings Limited and Taifook Securities Group Limited.
He is an executive director of Lifestyle International
Holdings Limited, a director of New World Hotels
(Holdings) Limited and Fung Seng Diamond Company
Limited. He was an executive director of New World
Mobile Holdings Ltd.
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Mr. Doo is Member to the Standing Committee of
the Eleventh Shanghai Municipal Committee of the
Chinese People’s Political Consultative Conference and
Convenor of the Hong Kong and Macau Members. He
is a Governor of the Canadian Chamber of Commerce in
Hong Kong and the Honorary Consul of the Kingdom of
Morocco in Hong Kong.

Mr. Doo holds a Degree of Bachelor of Science from
the University of Toronto, Canada and a Master Degree
in Science from the University of California, U.S.A. He
also holds a Diploma of Graduate Gemologist from the
Gemologist Institute of America.

Mr. KUOK Khoon-ean

Independent Non-executive Director and Member of the
Audit Committee

Mr. Kuok, aged 53, was appointed a Director in January
2008. He is currently the chairman and executive director
of Shangri-La Asia Limited, a non-executive director of
SCMP Group Limited, a director of Kerry Group Limited
and Kerry Holdings Limited. Mr. Kuok is also a director
of Wilmar International Limited listed in Singapore and a
director of The Post Publishing Public Company Limited
listed in Thailand.

Mr. Kuok is a trustee of Singapore Management
University. Mr. Kuok is a graduate in Economics from the
Nottingham University, U.K.

Mr. Valiant CHEUNG Kin-piu

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

Mr. Cheung, aged 63, was a partner at KPMG, a leading
international accounting firm in Hong Kong, until his
retirement in 2001. He has extensive experience in
assurance and corporate finance work, particularly in
trading and manufacturing corporations in Hong Kong and
the PRC. Mr. Cheung is a fellow member of the Institute
of Chartered Accountants in England and Wales and the
Hong Kong Institute of Certified Public Accountants.

Mr. Cheung is an independent non-executive director of
Pacific Century Premium Developments Limited and Dah
Chong Hong Holdings Limited. He was an independent
non-executive director of Dream International Limited and
Wing Shan International Limited.

Mr. Cheung is currently an independent non-executive
director, the chairman of the audit committee and
the chairman of the Connected Transactions Control
Committee of The Bank of East Asia (China) Limited, a
wholly-owned subsidiary of the Bank.

SENIOR MANAGEMENT

Mr. Samson LI Kai-cheong

FCCA, CPA, FCIS, FCS, HKSI
General Manager & Head of Investment Banking Division

Mr. Li, aged 48, joined the Bank in 1987 as Chief Internal
Auditor. He was promoted to Assistant General Manager
in 1992 and Deputy General Manager in 1995. Mr. Li
has been a General Manager of the Bank since 1997. He
is currently the Head of the Investment Banking Division
of the Bank. He is also a director of various members of
the bank Group and a member of various committees
appointed by the Board. He is an Independent Non-
executive Director and the Chairman of Audit Committee
of China Merchants China Direct Investment Limited.

Mr. Daniel WAN Yim-keung

BBA, MBA, FCCA, FCPA, ACA, CPM (HK)

General Manager & Head of Strategic Planning &
Control Division, Group Chief Financial Officer and Chief
Compliance Officer

Mr. Wan, aged 50, joined the Bank in 1989 as Chief
Internal Auditor. He was promoted to Assistant General
Manager in 1992 and Deputy General Manager in 1995.
He was appointed Group Chief Financial Officer in 1995.
Mr. Wan has been a General Manager of the Bank since
1997. He is currently the Head of Strategic Planning
& Control Division of the Bank. He is also a director of
various members of the Bank Group and a member of
various committees appointed by the Board.
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CORPORATE INFORMATION

LFEH

BOARD OF DIRECTORS BExg

Executive Directors HITEE

Dr. The Hon. Sir David LI Kwok-po TEHEE
(Chairman & Chief Executive) (FEFITEAREE)

Mr. Joseph PANG Yuk-wing EERREE
(Executive Director & Deputy Chief Executive) (BITEFFZEITTEAEE,)

Non-executive Directors FHITEE

Mr. Aubrey LI Kwok-sing ZEExE

Professor Arthur LI Kwok-cheung TEEHR

Dr. William MONG Man-wai SRE#SL

Tan Sri Dr. KHOO Kay-peng FHHT B R4 IR 8

Mr. Richard LI Tzar-kai TEREE

Mr. Eric LI Fook-chuen ZRERE

Mr. Stephen Charles LI Kwok-sze ZE %

Independent Non-executive Directors BUFBITEE

Mr. WONG Chung-hin EEERE

Dr. LEE Shau-kee FIEE LT

Dr. Allan WONG Chi-yun EFfMEL

Mr. Winston LO Yau-lai BEREEE

Mr. Thomas KWOK Ping-kwong SRk

Mr. Kenneth LO Chin-ming EREREAEE

Mr. William DOO Wai-hoi MBS L

Mr. KUOK Khoon-ean SPAERE

Mr. Valiant CHEUNG Kin-piu REERE

GENERAL MANAGERS bl

Mr. Samson LI Kai-cheong FCCA, CPA, FCIS, FCS, HKSI B RE

Investment Banking Division RERI T

Mr. Daniel WAN Yim-keung BBA, MBA, FCCA, FCPA, ACA, CPM (HK) FIEBEE

Strategic Planning & Control Division KEIRFIEE

Mr. TONG Hon-shing BSc, ACIB, AHKIB, FCIS, FCS =R

Personal Banking Division BN RTTEE

Mr. Adrian David LI Man-kiu MA (Cantab), MBA, LPC ZR\/ALE

Corporate Banking Division IDERITE

Mr. Brian David LI Man-bun MA (Cantab), MBA, ACA FREEE

Wealth Management Division HEERE

Mr. CHAN Shuen-yuk BA BB ELLE

Operations Support Division EETEE

COMPANY SECRETARY AEWE

Ms. Molly HO Kam-lan FCIS, FCS (O kg

AUDITORS AT

KPMG EEHER BB

Certified Public Accountants R GEED
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LIST OF BRANCHES
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List of Branches (continued)
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List of Branches (continued)

CHINA BRANCH NETWORK HElZ T84

Telephone &3
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The Bank of East Asia (China) Limited

e Beijing Branch

e Beijing Yabaolu Sub-Branch

* Beijing Wangjing Sub-Branch

e Beijing Zhongguancun Sub-Branch

¢ Shanghai Branch

e Shanghai Puxi Sub-Branch

* Shanghai Gubei Sub-Branch

e Shanghai Xintiandi Sub-Branch

e Shanghai Xujiahui Sub-Branch

* Shanghai Jing’an Sub-Branch

» Shanghai Changning Sub-Branch

* Shanghai Dongfang Road Sub-Branch

¢ Shanghai Lianyang Sub-Branch

e Dalian Branch

e Dalian Huafu Sub-Branch

e Dalian ETDZ Sub-Branch

e Dalian Xing Hai Bay Sub-Branch

e Xi'an Branch

e Xi'an Beidajie Sub-Branch

e Xi'an Xidajie Sub-Branch

e Xi'an Hi-Tech District Sub-Branch

e Xi'an Economic and Technological
Development Zone Sub-Branch

e Xiamen Branch

e Xiamen Jiahe Sub-Branch

e Xiamen Hexiang Sub-Branch

e Xiamen Xiada Sub-Branch

e Xiamen Liangian Sub-Branch

* Guangzhou Branch

¢ Guangzhou Huanshilu Sub-Branch

* Guangzhou Panyu Sub-Branch

* Guangzhou Huadu Sub-Branch

* Guangzhou Haizhu Sub-Branch

¢ Guangzhou Development District Sub-Branch

* Guangzhou Bin Jiang Dong Sub-Branch

e Shenzhen Branch

e Shenzhen Luohu Sub-Branch

¢ Shenzhen Nanshan Sub-Branch

¢ Shenzhen BaoAn Sub-Branch

* Shenzhen Longgang Sub-Branch

e Shenzhen Longhua Sub-Branch

¢ Shenzhen Huagiangbei Sub-Branch

¢ Shenzhen Futian Sub-Branch

e Zhuhai Branch

e Zhuhai Jida Sub-Branch

e Zhuhai Ningxi Sub-Branch

e Zhuhai Xin Xiangzhou Sub-Branch

e Chengdu Branch

e Chengdu Jincheng Sub-Branch

e Chengdu Yulin Sub-Branch

* Chongging Branch

* Chongging Shapingba Sub-Branch

* Chongqing Jiangbei Sub-Branch

RGIRTT (PE) ARAA

o ERmDTT

o ERMERE T
o ERERZIT
o L RPRAN AT
o LB

o BEHRPETT
o BigHAETT
o BEMTRIAT
o EBRRESIT
o BIBRFRT
o BBREXT
o FERITBXIT
o LAEBFAT
o REDTT

o REBEIZIT
o NEREEXTT
o NEEBESAT
c BRDTT

o LA R 24T
o L PIAH AT
o MR BHESAT

o PIREERMFRETT

e EFDTT

o BEFIEEANTT
o EPIRFE T
o EFIERTT
o BEFTERITT
o BMATT

o EMRMEE 27T
o BMEEZIT
o BEINTERR AT
o BNEIRZTT
o EMRAEEIT
o BINETR AT
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o FYIZEHSAT
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o FIYIFERIL 27T
o RYIEAETT
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e BENTT

o EEMIBXAT
o EEFTILXAT

(86 21) 3866 3866
(86 10) 6554 3110
(86 10) 8563 6566
(86 10) 8472 0036
(86 10) 6268 2151
(86 21) 3883 4567
(86 21) 6329 7338
(86 21) 6208 0333
(86 21) 5382 0333
(86 21) 6469 0333
(86 21) 6258 0333
(86 21) 5241 8333
(86 21) 5873 8333
(86 21) 3392 7333
(86 411) 8280 8222
(86 411) 8370 8333
(86 411) 3920 3920
(86 411) 3960 3960
(86 29) 8765 1188
(86 29) 8720 1608
(86 29) 8725 6969
(86 29) 8833 9955
(86 29) 8655 1188

(86 592) 585 0512
(86 592) 507 8383
(86 592) 296 6565
(86 592) 257 5353
(86 592) 598 7171
(86 20) 8755 1138
(86 20) 8386 0338
(86 20) 8482 8100
(86 20) 3680 8800
(86 20) 8910 5380
(86 20) 6225 7100
(86 20) 8932 2330
(86 755) 8203 2313
(86 755) 8228 0182
(86 755) 8621 1882
(86 755) 2966 3133
(86 755) 8481 5111
(86 755) 2811 3000
(86 755) 8376 3299
(86 755) 2533 4488
(86 756) 889 6883
(86 756) 321 0928
(86 756) 231 9522
(86 756) 260 1600
(86 28) 8620 2020
(86 28) 8626 5050
(86 28) 8513 2000
(86 23) 6388 6388
(86 23) 6530 0288
(86 23) 6771 0788
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» Chonggqing Jiefangbei Sub-Branch

* Hangzhou Branch

* Hangzhou Wenhuilu Sub-Branch

* Qingdao Branch

* Qingdao Xiang Gang Zhong Road Sub-Branch

* Shenyang Branch

* Shenyang Wu'ai Sub-Branch

e Wuhan Branch
e Nanjing Branch
e Tianjin Branch
e Urumgi Branch
 Hefei Branch
Shanghai Branch

Fuzhou Representative Office
Suzhou Representative Office
Dongguan Representative Office

Macau Branch

Macau Horta e Costa Sub-Branch
Macau Praia Grande Sub-Branch

Macau Taipa Sub-Branch
Taipei Branch
Kaohsiung Branch

OVERSEAS BRANCH NETWORK &2 1T #84&

o BRI SAT

o M S1T

o MUMNXEERE 27T

s FEBNTT

e BEREEBPIT

o BEATT

o BB IE AT

o BUEDTT

° FRDTT

e REDTT

o SEARBESTT

o AIEDTT
a7
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MR
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RS TR TT
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Pk AF 21T
=EIEe)
SHEDTT

(86 23) 6310 7929
(86 571) 8981 2288
(86 571) 8835 1131
(86 532) 8197 8888
(86 532) 6688 7388
(86 24) 3128 0300
(86 24) 3129 0300
(86 27) 8226 1668
(86 25) 8689 9988
(86 22) 2836 2288
(86 991) 236 4888
(86 551) 566 3888
(86 21) 3883 4567
(86 591) 8780 9306
(86 512) 6763 0128
(86 769) 2280 8186
(853) 2833 5511
(853) 2821 0858
(853) 2837 0661
(853) 2883 0166
(886 2) 2545 5638
(886 7) 225 1357

Telephone &5

Birmingham Branch
Labuan Branch
London Branch

Los Angeles Branch
New York Branch

New York Wholesale Branch

Singapore Branch

The Bank of East Asia (BVI) Limited
The Bank of East Asia (Canada)
* Richmond Hill Main Branch

* Markham Branch
e Mississauga Branch

* Richmond Branch, Vancouver

* Scarborough Branch

e Vancouver City Branch
The Bank of East Asia (U.S.A.) N.A.
* Canal Street Main Branch

e Alhambra Branch
* Brooklyn Branch
¢ Clement Branch
e Flushing Branch

* Hacienda Heights Branch

e Noriega Branch
e Oakland Branch

* San Francisco Chinatown Branch

* San Gabriel Branch

* South San Francisco Branch

e Temple City Branch
» Torrance Branch

Kuala Lumpur Representative Office
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o i ntT
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(44 121) 326 3030
(60 87) 451 145
(44 20) 7734 3434
(1 626) 656 8318
(1 212) 238 8200
(1212) 238 8200
(65) 6224 1334
(1 284) 495 5588
(1905) 882 8182
(1905) 882 8182
(1905) 940 2218
(1 905) 890 2388
(1 604) 278 9668
(1416) 298 6883
(1 604) 709 9668
(1212) 238 8208
(1-212) 238 8208
(1-626) 300 8888
(1-718) 210 0508
(1-415) 668 8877
(1-347) 905 9772
(1-626) 965 3938
(1-415) 665 8877
(1-510) 208 2140
(1-415) 352 6900
(1-626) 656 0880
(1-650) 872 9700
(1-626) 656 3888
(1-310) 802 7388
(60 3) 2161 6210
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CORPORATE GOVERNANCE REPORT

Being the largest independent local bank in Hong Kong, the Bank is committed to maintaining the highest corporate governance
standards. The Board considers such commitment essential in balancing the interests of shareholders, customers and employees;
and in upholding accountability and transparency.

The Bank has complied with all the Code Provisions set out in Appendix 14 Code on Corporate Governance Practices (the “Code")
of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) throughout
the accounting year ended 31st December, 2008, except for a deviation from Code Provision A.2.1 of the Code, and non-
compliance with Rules 3.10(2) and 3.21 of the Listing Rules during the period from 15th August, 2008 to 14th December, 2008.
Details are explained under “Board Composition” in section A below.

The Bank has also complied with the module on “Corporate Governance of Locally Incorporated Authorized Institutions” under
the Supervisory Policy Manual issued by the Hong Kong Monetary Authority.

A. DIRECTORS

The Board

The Bank is headed by an effective Board which assumes responsibility for leadership and control of the Bank and is collectively
responsible for promoting the success of the Bank by directing and supervising the Bank’s affairs.

Board meetings are held at least 6 times a year at approximately bi-monthly intervals. In addition, special Board meetings are
held when necessary. Such Board meetings involve the active participation, either in person or through other electronic means of
communication, of a majority of Directors.

Directors are consulted on matters to be included in the agenda for regular Board meetings.

Dates of regular Board meetings are scheduled in the prior year to provide sufficient notice to give all Directors an opportunity to
attend. For special Board meetings, reasonable notice is given.

Directors have access to the advice and services of the Company Secretary to ensure that Board procedures and all applicable
rules and regulations are followed.

Minutes of the meetings of the Board, the Audit Committee, the Remuneration Committee and the Nomination Committee are
kept by the Company Secretary. Minutes of the meetings of other Board Committees (as listed under Board Committees under
section D) are kept by the appointed secretary of each Committee. Minutes are open for inspection at any reasonable time on
reasonable notice by any Director.

Minutes of the meetings of the Board and Board Committees record in sufficient detail the matters considered by the Board
and the Committees, decisions reached, including any concerns raised by Directors or dissenting views expressed. Draft and
final versions of minutes of the meetings are sent to Directors for their comment and record respectively, in the case of Board
meetings, normally within a week whilst in the case of the Audit Committee, the Remuneration Committee and the Nomination
Committee, within a reasonable period, after the meetings are held.

The Bank has established a Policy on Obtaining Independent Professional Advice by Directors to enable the Directors, upon
reasonable request, to seek independent professional advice in appropriate circumstances, at the Bank’s expense to assist the
relevant Director or Directors to discharge his/their duties to the Bank Group.

If a Director has a conflict of interest in a matter to be considered by the Board which the Board has determined to be material,
the matter shall not be dealt with by way of circulation or by a Committee (except for an appropriate Board Committee set up for
that purpose pursuant to a resolution passed in a Board meeting) but a Board meeting shall be held. Independent Non-executive
Directors who, and whose associates, have no material interest in the transaction shall be present at such Board meeting.

The Bank has in place Directors & Officers Liability and Company Reimbursement Insurance to protect the Directors and officers
of the Bank and its subsidiaries against claims made against them jointly and severally for any wrongful act committed or alleged
to have been committed in their capacity as directors or officers of the Bank.
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Corporate Governance Report (continued)

Directors’ attendance records

Attendance records of the Directors at Board Meetings (BM), Audit Committee Meetings (ACM), Remuneration Committee
Meeting (RCM), Nomination Committee Meeting (NCM) and Annual General Meeting (AGM) held in 2008 are as follows:

Number of meetings attended/held
during the Directors’ terms of office in 2008
BM ACM RCM NCM AGM
Executive Directors:
David LI Kwok-po
(Chairman & Chief Executive) 8/8 N/A N/A 11 11
Joseph PANG Yuk-wing
(Deputy Chief Executive) 8/8 N/A N/A N/A 11
Non-executive Directors:
LI Fook-wo 2/2 N/A N/A N/A 17l
(retired on 17th April, 2008)
Aubrey LI Kwok-sing 8/8 N/A 1Al 1Al 1Al
Arthur LI Kwok-cheung 5/8 N/A N/A N/A 0/1
(appointed on 10th January, 2008)
William MONG Man-wai 5/8 N/A N/A N/A on
KHOO Kay-peng 6/8 N/A N/A N/A 17l
Richard LI Tzar-kai 6/8 N/A N/A N/A 0/1
Eric LI Fook-chuen 8/8 N/A 1Al 1Al 1Al
Stephen Charles LI Kwok-sze 7/8 N/A N/A N/A 11
Independent Non-executive Directors:
WONG Chung-hin 6/8 2/3 N/A N/A 1Al
LEE Shau-kee 4/8 N/A N/A 1Al 0/1
Allan WONG Chi-yun 7/8 3/3 11 11 11
Winston LO Yau-lai 8/8 3/3 01 N/A 11
Thomas KWOK Ping-kwong 6/8 2/3 0/1 N/A 0/1
TAN Man-kou 2/5 1/2 N/A N/A 0/1
(passed on 14th August, 2008)
Kenneth LO Chin-ming 6/8 1/3 N/A N/A 01
William DOO Wai-hoi 6/8 2/3 N/A N/A 11
(appointed on 10th January, 2008)
KUOK Khoon-ean 4/8 3/3 N/A N/A 11
(appointed on 10th January, 2008)
Valiant CHEUNG Kin-piu N/A N1 N/A N/A N/A
(appointed on 15th December, 2008)
Average attendance rate 78% 75% 60% 100% 63%

Chairman and Chief Executive Officer

Code Provision A.2.1 stipulates that the roles of chairman and chief executive officer should be separate and should not be
performed by the same individual.

Dr. The Hon. Sir David LI Kwok-po is the Chairman & Chief Executive of the Bank. The Board considers that this structure will
not impair the balance of power and authority between the Board and the Management of the Bank. The balance of power and
authority is ensured by the operations of the Board, which comprises experienced and high calibre individuals and meets regularly
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Corporate Governance Report (continued)

every two months to discuss issues affecting operations of the Bank. There is a strong independent element in the composition
of the Board. Out of the 18 Board members, 9 are Independent Non-executive Directors. The Board believes that the current
structure is conducive to strong and consistent leadership, enabling the Bank to make and implement decisions promptly and
efficiently. The Board believes that Sir David’s appointment to the posts of Chairman and Chief Executive is beneficial to the
business prospects and management of the Bank.

The Chairman ensures that all Directors are properly briefed on issues arising at Board meetings.
The Chairman is responsible for ensuring that Directors receive adequate, complete and reliable information, in a timely manner.
Board composition

The current Board is composed of 2 Executive Directors, 7 Non-executive Directors and 9 Independent Non-executive Directors.
It has a balance of skills and experience appropriate for the requirements of the business of the Bank. Changes to its composition
can be managed without undue disruption. There is a strong independent element on the Board, which can effectively exercise
independent judgement.

Rule 3.10(2) stipulates that at least one of the independent non-executive directors on the board must have appropriate
professional qualifications or accounting or related financial management expertise. Rule 3.21 stipulates that at least one of the
members of the audit committee must be an independent non-executive director with appropriate professional qualifications or
accounting or related financial management expertise as required under Rule 3.10(2). The late Mr. Tan Man-kou, Independent
Non-executive Director and member of the Audit Committee, satisfied the requirements of Rules 3.10(2) and 3.21. Following
the passing of Mr. Tan Man-kou on 14th August, 2008, the Bank appointed Mr. Valiant Cheung Kin-piu who satisfies the
requirements of Rules 3.10(2) and 3.21 as an Independent Non-executive Director and Member of the Audit Committee on 15th
December, 2008 to ensure full compliance with Rules 3.10(2) and 3.21 of the Listing Rules.

The composition of the Board is shown on page 50 under the subject Corporate Information. All Directors are expressly
identified by categories of Executive Directors, Non-executive Directors and Independent Non-executive Directors in all corporate
communications that disclose the names of Directors of the Bank.

Biographies which include relationships among members of the Board are shown on page 38 under the subject Biographical
Details of Directors and Senior Management.

Appointments and re-election of Directors- Nomination Committee

The Bank has set up a procedure for the appointment of new Directors to the Board and has plans in place for the succession for
appointments to the Board.

Pursuant to the Articles of Association of the Bank, all Directors are appointed for a term of not more than approximately
three years and newly appointed Directors will be subject to re-election by shareholders at the first general meeting after their
appointments.

The Bank has established a Nomination Committee with specific written Terms of Reference which deal clearly with its authority
and duties. The Terms of Reference of the Nomination Committee have included the specific duties set out in paragraphs A.4.5 (a)
to (d) of the Code, with appropriate modifications where necessary.

The Nomination Committee is responsible for recommending to the Board all new appointments and re-election of Directors
and Division Heads of the Bank, and for the review of management succession plan for Executive Directors and Division Heads
of the Bank.

A majority of the members of the Nomination Committee are Non-executive Directors.  This Committee is chaired by Eric LI
Fook-chuen. The other members are David LI Kwok-po, LEE Shau-kee, Allan WONG Chi-yun and Aubrey LI Kwok-sing.

Attendance of individual members at the Nomination Committee meeting in 2008 is recorded on page 58.
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Corporate Governance Report (continued)

A proposal for the appointment of a new Director will be considered and reviewed by the Nomination Committee. Candidates
to be selected and recommended are experienced, high calibre individuals. All candidates must be able to meet the standards
set out in the Listing Rules. In addition, they must be assessed by the Hong Kong Monetary Authority and able to meet
the standards of the Authority for being a director of an authorised institution. A candidate who is to be appointed as an
Independent Non-executive Director should also meet the independence criteria set out in Rule 3.13 of the Listing Rules.

The Nomination Committee considered and reviewed the following proposals or issues and, where appropriate, made
recommendation to the Board:

e Assessment of the independence of Independent Non-executive Directors;

e Annual review on Terms of Reference of the Nomination Committee;

e Size, structure and composition of the Board;

e Management Succession Policy;

e Management Succession Plan;

e Appointment of Valiant Cheung Kin-piu as Independent Non-executive Director;

e Re-election of WONG Chung-hin, LEE Shau-kee, William MONG Man-wai, Kenneth LO Chin-ming, Eric LI Fook-chuen and Valiant
CHEUNG Kin-piu as Directors of the Bank to be proposed for shareholders’ approval at the 2009 Annual General Meeting.

The Nomination Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

The Nomination Committee is provided with sufficient resources to discharge its duties.
Responsibilities of Directors

Every Director is required to keep abreast of his responsibilities as a Director of the Bank and of the conduct, business activities
and development of the Bank.

Every newly appointed Director of the Bank shall receive an Information Package from the Company Secretary on the first
occasion of his appointment. This Information Package is a comprehensive, formal and tailored induction on the responsibilities
and on-going obligations to be observed by a director. In addition, the Package includes materials on the operations and
business of the Bank. The Executive Directors, Senior Management and the Company Secretary will subsequently conduct such
briefing as is necessary, to ensure that the Directors have a proper understanding of the operations and business of the Bank and
that they are aware of their responsibilities under the laws and applicable regulations.

The functions of Non-executive Directors, as per the Terms of Reference of the Board of Directors, have included the functions
specified in Code Provision A.5.2 (a) to (d) of the Code.

Every Director is aware that he should give sufficient time and attention to the affairs of the Bank.

The Bank has established its own code of securities transactions to be observed by Directors and Chief Executive, i.e. Policy on
Insider Trading - Directors and Chief Executive (“Bank’s Policy”) on terms no less exacting than the required standard set out in
Appendix 10 — Model Code for Securities Transactions by Directors of Listed Issuers (“Model Code”) of the Listing Rules.

The Bank has also established a Policy on Insider Trading — Group Personnel to be observed by the employees of the Bank or
directors or employees of the Bank's subsidiaries, in respect of their dealings in the securities of the Bank.

Specific enquiries have been made on all Directors of the Bank including a retired Director and those who have become Directors
during the year. All Directors confirmed that they had complied with the required standard set out in the Model Code and the
Bank’s Policy at all the applicable times during the year ended 31st December, 2008.

62 The Bank of East Asia, Limited Annual Report 2008




REFEENEZRCHRARBEERNER - BRELERBNREASSRAASELRMATBOAL - MAREALANA(L
MR FEMIRAE - jtoh - T ERBRSRERBNZ  UNEEAHRTRBEESNRE - MREASEZEIRBIIN
TEE - AN E (ETRAD %313 6MFIREL AR -

REZEGCH TIMEZRHFERIFLEE Mg - I (REEEAT) AESSREES

o RPEAITEIIFRITERNBUIM

o MRBZBENRBERERTEER

o EFEMAZ BENAES:

o EIREBHEEER

o EFHEHTLY:

o HRLREEBERBIFITES

o H2009BREAFEELAERREZIEETERFEH FHE  IRE - BRHA  FTRE2LFEE/LTES -
REZEGNREBESHNATOREL L BEEAE  UREFSERTHENOES -

REZEGERERRERNBEITERE -

BREEATKBREE/RTESNRE  ARATHNEENR - EBEHRER

BEFRINEZDECEAEIZERBARANERE —NERNEN - HKENENHS—HE2HE - EXARBAEMIXMNESEE L
BREAM - I ZEHTREATHOEEREBER - HR  ATEE  SETEABRARMEGAESRMAMENME - UiE
REBEFURTOEEREBOREENER  URMNBAFEERRERANRE THRE -

FFITEENME (ERIINEZTSNRERER) S TR A5.2(a) Z (d) FEHRBEE -
GREEIMTEEN LR AR RAEPARIRRITHER o

AITEETAIZ—ER(ETRA) M0 [ EMETABEZETES X SNRETR ] ([RESTR ) PR ERERRESE RIT
BEHBSZDUE - AR ZHR — BEERITEAAE ([RITHRE]D -

RIMEE L —DARRZGHE — FEALTUEAITRE - SATHBRARNESHER - BRAEEEANTES

FITRAMBESR (BEFARKN -2 EEREZENES) AREH  RECHERREE2008F 12 A3 BLEFERZAEER
HIR - A ST AR ST R R AT THUR o P B SR AR ZE -

HTRATERAT 2008EH 03




Corporate Governance Report (continued)

Supply of and access to information

Directors are provided in a timely manner with appropriate information that enables them to make an informed decision and to
discharge their duties and responsibilities as Directors of the Bank.

In respect of regular Board meetings, and as far as practicable in all other cases, an agenda and accompanying Board papers
are sent in full to all Directors in a timely manner and at least 3 days before the intended date of a Board meeting or a Board
Committee meeting.

Management are aware that they have an obligation to supply the Board and its Committees with adequate information in a
timely manner to enable it to make informed decisions. The information supplied must be complete and reliable. The Board and
each Director have separate and independent access to the Bank’s Senior Management.

All Directors are entitled to have access to Board papers, minutes and related materials.

B. REMUNERATION OF DIRECTORS AND DIVISION HEADS
The level and make-up of remuneration and disclosure - Remuneration Committee

The Bank has established a Remuneration Committee with specific written Terms of Reference which deal clearly with its
authority and duties. The Terms of Reference of the Remuneration Committee have included the specific duties set out in Code
Provision B.1.3 (a) to (f) of the Code, with appropriate modifications where necessary.

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

A majority of the members of the Remuneration Committee are Independent Non-executive Directors. This Committee is chaired
by Allan WONG Chi-yun. The other members are Aubrey LI Kwok-sing, Winston LO Yau-lai, Thomas KWOK Ping-kwong and Eric
LI Fook-chuen.

Attendance of individual members at the Remuneration Committee meeting in 2008 is recorded on page 58.

The Remuneration Committee considered and reviewed the following proposals or issues and, where appropriate, made
recommendation to the Board:

e Annual salary review for 2008;
e Remuneration for Senior Executives 2008;

e Offer and grant of share options under the Bank’s Staff Share Option Scheme to eligible employees including the Executive
Directors;

e 2008 & 2009 Staff Costs Budgets;

e Departmental Bonus Scheme;

e Senior Executive Bonus Plan for 2008;

e Annual review on Terms of Reference of the Remuneration Committee;
e Annual review on Remuneration Policy.

The Remuneration Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.
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Corporate Governance Report (continued)

The Remuneration Committee is provided with sufficient resources, including the advice of professional firms, to discharge its
duties, if necessary.

The scales of Director’s fees, and fees for membership of the Audit Committee, Nomination Committee and Remuneration
Committee are outlined below:

Amount per annum

Board of Directors:

Chairman HK$300,000

Other Directors HK$200,000
Audit Committee:

Chairman HK$100,000

Other members HK$60,000
Nomination Committee:

Chairman HK$50,000

Other members HK$30,000
Remuneration Committee:

Chairman HK$50,000

Other members HK$30,000

Information relating to the remuneration of each Director for 2008 is set out in Note 16 on the accounts.

C. ACCOUNTABILITY AND AUDIT
Financial reporting

It is the responsibility of the Board to present a balanced, clear and comprehensible assessment of the Bank’s performance,
position and prospects.

Management shall provide such explanation and information to the Board to enable the Board to make an informed assessment
of the financial and other information presented before the Board for approval.

The Directors are responsible for keeping proper accounting records and preparing accounts of each financial period, which
give a true and fair view of the state of affairs of the Group and of the results and cash flow for that period. In preparing the
accounts for the year ended 31st December, 2008, the Directors have:

e consistently applied appropriate accounting policies;
e made judgements and estimates that are prudent and reasonable;
e prepared the accounts on the going concern basis.

The Bank has announced its annual and interim results within two months after the end of the relevant periods, which is earlier
than the limits of four months and three months as required by Rule 13.49(1) and (6) of the Listing Rules respectively.

A statement by the auditors about their reporting responsibilities is included in the Independent Auditor's Report on page 112.

The Board will present a balanced, clear and understandable assessment of annual and interim reports, other price-sensitive
announcements and other financial disclosures required under the Listing Rules, and reports to regulators as well as information
required to be disclosed pursuant to statutory requirements.
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Corporate Governance Report (continued)

Internal controls

It is the responsibility of the Board to ensure that the Bank maintains sound and effective internal controls to safeguard the
shareholders’ investment and the Bank’s assets.

The internal control system of the Bank comprises a well-established organisational structure and comprehensive policies
and standards. Areas of responsibilities of each business and operational unit are clearly defined to ensure effective checks
and balances.

The key procedures that the Board established to provide effective internal controls are as follows:
e Adistinct organisation structure exists with defined lines of authority and control responsibilities.

e A comprehensive management accounting system is in place to provide financial and operational performance indicators to
the management and the relevant financial information for reporting and disclosure purpose.

e Policies and procedures are designed for safeguarding assets against unauthorised use or disposition; for maintaining proper
accounting records; and for ensuring the reliability of financial information used within the business or for publication. The
procedures provide reasonable but not absolute assurance against material errors, losses or fraud.

e Systems and procedures are also in place to identify, measure, manage and control risks including reputation, strategic,
legal, credit, market, liquidity, interest rate and operational risks. Exposure to these risks is monitored by Risk Management
Committee, together with Credit Committee, Asset and Liability Management Committee and Operational Risk Management
Committee. In addition, procedures are designed to ensure compliance with applicable laws, rules and regulations.

e Audit Committee reviews reports (including management letter) submitted by external auditors to the Group’s management
in connection with the annual audit and internal audit reports submitted by the Group Chief Auditor.

e A Policy on Handling and Dissemination of Price-Sensitive Information is established, setting out the guiding principles,
procedures and internal controls for the handling and dissemination of price-sensitive information in a timely manner in such
a way that it does not place any person in a privileged dealing position and allows time for the market to price the shares of
the Bank to reflect the latest available information.

The Board, through the Audit Committee, assesses the effectiveness of the Group’s internal control system which covers
all material controls, including financial, operational and compliance controls as well as risk management functions, on an
annual basis. Pursuant to a risk-based approach, the Group’s Internal Audit Department conducts independent reviews of risks
associated with and controls over various operations and activities. Significant findings on internal controls are reported to
the Audit Committee twice each year. During the year 2008, no major issues occurred but areas for improvement have been
identified and appropriate measures taken. The Audit Committee reports its work to the Board on a semi-annual basis.

Case on Equity Derivatives Portfolio Manipulation

As announced by the Bank on 18th September, 2008, during the course of a regular independent control review performed
by the Bank, it was revealed that one of the employees in the Bank’s equity derivatives desk had manipulated the valuation of
certain equity derivatives held by the Bank without authorisation and in violation of the prescribed operation procedures of
the Bank. The Bank immediately reported its findings to the Hong Kong Monetary Authority (“HKMA") and the police. It is
suspected that such unauthorised manipulation was made to conceal losses incurred as a result of certain equity derivatives
trades executed by the trader. The effect of the unauthorised manipulation was to reduce the profit before tax for the year by a
total amount of HK$131 million. No further adverse financial impact is anticipated in the future.
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Corporate Governance Report (continued)

The Bank considered that this was an isolated incident involving possible fraudulent conduct of one of its employees. The Bank
has a sound and comprehensive internal review and control system which is regularly reviewed both internally and by external
professional advisers for improvement. In view of this incident, the Bank engaged KPMG to conduct a special review on its
internal control system and procedures and advise on any existing deficiency, as well as ways to strengthen its internal control
measures in relation to equity derivatives trading. Following receipt of the final report, the Bank formed a working group to
review KPMG's findings and take any necessary follow-up action. Upon completion, the Bank reported the steps taken to further
strengthen the Bank’s internal control systems to the HKMA.

Audit Committee

It is the responsibility of the Board to establish formal and transparent systems to consider the way in which it will apply the
financial reporting and internal control principles and maintain an appropriate working relationship with the Bank'’s auditors.

The Bank has established an Audit Committee with specific written Terms of Reference which deal with its authority and duties.
The Terms of Reference of the Audit Committee include the duties set out in Code Provision C.3.3 (a) to (n) of the Code, with
appropriate modifications where necessary.

As laid down in the Terms of Reference, the Audit Committee is responsible for reviewing financial controls, internal control and
risk management systems, annual report and accounts, and half-year interim report.

All the members of the Audit Committee are Independent Non-executive Directors. This Committee is chaired by Winston LO
Yau-lai. The other members are WONG Chung-hin, Allan WONG Chi-yun, Thomas KWOK Ping-kwong, Kenneth LO Chin-ming,
William DOO Wai-hoi (appointed on 10th January, 2008), KUOK Khoon-ean (appointed on 10th January, 2008) and Valiant
CHEUNG Kin-piu (appointed on 15th December, 2008). The composition of the Audit Committee fell short of the requirement
of Rule 3.21 of the Listing Rules during the period between 15th August, 2008 and 14th December, 2008. Please refer to the
paragraph under “Board Composition” in Section A for details.

Attendance of individual members at Audit Committee meetings in 2008 is recorded on page 58.

The following is a summary of the work performed by the Audit Committee during the year:

e Met with the external auditors to discuss the general scope of their audit work;

e Reviewed external auditor’s management letter and management’s response;

e Reviewed and approved the appointment of external auditors for providing non-audit services to the Group;
e Reviewed and recommended to the Board for approval of the audit fee proposal for the Group for 2008;

e Recommended to the Board that the shareholders be asked to re-appoint KPMG as the Bank’s Group external auditors for 2008;
e Reviewed the Group Internal Audit Policy;

e Reviewed and approved internal audit plan for 2009;

e Reviewed the internal audit reports covering the evaluation of internal controls;

¢ Noted Internal Control Report prepared by external consultants;

e Reviewed the Auditor’s Report regarding the internal control systems for the year 2007 prepared under the
Banking Ordinance;

e Reviewed the audited accounts and final results announcement for the year 2007;
e Reviewed the Interim Report and the interim results announcement for the six months ended 30th June, 2008; and

e Reviewed the Terms of Reference of the Audit Committee.
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Corporate Governance Report (continued)

All matters raised by the Audit Committee have been addressed by Management. The work and findings of the Audit
Committee have been reported to the Board. During the year, no issues brought to the attention of the Board were of sufficient
importance to require disclosure in the Annual Report.

The Board agrees with the Audit Committee’s proposal for the re-appointment of KPMG as the Bank’s Group external auditor
for 2009. The recommendation will be presented for the approval of shareholders at the Annual General Meeting to be held on
16th April, 2009.

Full minutes of the Audit Committee meetings are kept by the Company Secretary. Draft and final versions of minutes of the
Audit Committee meetings will be sent to all members of the Audit Committee for their comment and record respectively, in
both cases within a reasonable period after the meeting.

The Bank’s Audit Committee does not have a member who is an existing partner or has within one year immediately prior to the
date of his appointment been a partner with the Bank’s existing auditing firm.

The Bank has established the Policy on Appointment of External Auditor in Providing Non-Audit Services, setting out
the principles by which an external auditor may be appointed to provide non-audit services, with a view to ensuring the
independence of the external auditor.

During 2008, the fees paid or payable to KPMG, the Bank’s external auditor, and its associates for providing non-audit services
amounted to HK$8.4 million, which included the following items:

e Ad hoc projects (including service for conducting due diligence exercise and independent review on controls and procedures
for derivative trading activities): HK$4.1 million;

e Taxation services: HK$0.8 million;
e Services made at the request of regulators: HK$0.5 million;
e Other services: HK$3.0 million.

The fee paid or payable to KPMG for providing audit service of the group is HK$8 million. In addition, the fee paid or payable to
KPMG in relation to local audit of other entities is HK$3 million.

The Audit Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the authority
delegated to it by the Board.

The Audit Committee is provided with sufficient resources, including the advice of external auditors and Internal Audit
Department, to discharge its duties.

D. DELEGATION BY THE BOARD
Management functions

The Board is responsible for formulating overall strategy, monitoring and controlling the performance of the Group.
Management of the Group’s business is the responsibility of the Management.

When the Board delegates aspects of its management and administration functions to Management, it has given clear directions
as to the powers of Management, in particular, with respect to the circumstances where Management shall report back and
obtain prior approval from the Board before making decisions or entering into any commitments on behalf of the Bank.

72 The Bank of East Asia, Limited Annual Report 2008




ERZBEMBELNFEREREEEERE - EXZ BN TEEALENZRCAEZENRS - £FN  CRIXEZEMFTEEN
RIE - HBZUTRUBEFRAKE -

EXZgREERE e e BBER RS FHAMARKLE 2000 FEINSZEANH R - HEREKE 200944 A 16 AR{THKIRE
FRELRETRERLE -

i3

K

ERZEENTESALEARNAWERT - REERRLENYREEREREBRESHRABHARALRERTEE G2
KB MRHKEREESR ?émﬁad’EaEﬁZZﬁH

ATERZBGUEEAK B RATREMTRESBARNERER N —F AL EZRBENITTHERA -

FITR AT EEIMNER BEIEHIF R BRFIE - TR AN BEN R A IFEBRBHRA - UERINSZ AT B LI -

2008 FANHAZN FAITHIMNEZBED — EH/EASFHEBN — REBERARRICIHRBRBNERREL 408 - £
FEATEIR

o JEEEMIAR (BERBESLMITERZEDNEERIRFETEIRS) - BE408T
o MR - B¥E80&ETT

o BEEEERPIENRES  BH¥ESOET

o HftfR7 : B¥30087T -

REEERHERERBNEINRAIN TEERGHEEBANERREK 0BT - I HABHMEBNEEXRE TR
AN TEBR G EHHNERRBE 30087

ERZEENBEBESHNATOREEL #EEACREERERTHNES -

BERZEGRRRARER  BEMNEREMMERNNER - UEITERE -
EEERINER

EEIEE

EXCEEHFIRERE  ERMESEENRE  MEREEEBRRERENEE -

D

BEEERHEEERTHRNENTENENERTEEER  CRENEEENES L TEWMNIES - FRIREMRERTERER
MEEGER  ARERRATELERRE R ARG ERSETSHASTEEIE -

B

HTRATEMRAT 2008EH /3




Corporate Governance Report (continued)

The Bank has established a Schedule of Matters Reserved for the Board for Decision to formalise the functions reserved for the
Board and for those delegated to Management. The Board reviews those arrangements on a periodic basis to ensure that they
remain appropriate to the needs of the Bank.

Matters reserved for decision by the Board include:

Appointment of directors and senior executives;

Business plans of the Bank;

Proposal for selection of external auditors;

Financial statements and budgets;

Substantial investments in assets other than those arising in the ordinary course of banking businesses;

Proposals for opening overseas branches or establishment or acquisition of China and overseas subsidiaries or associates;
Formation of policies and codes as required by regulators;

Formation of board committees.

Board Committees

Where Board Committees are established to deal with matters, the Board shall prescribe sufficiently clear terms of reference to
enable such Committees to discharge their functions properly.

Apart from the Audit Committee (particulars are disclosed under section C), Remuneration Committee (particulars are
disclosed under section B) and the Nomination Committee (particulars are disclosed under section A), the Board has also
established the following 10 specialised committees which comprise Directors and where appropriate, other senior executives
from relevant areas:

1.

2.
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Sealing Committee, which is responsible for directing the usage and custody of the Bank’s common seal;

Executive Committee, which is responsible for reviewing all major functions and critical issues relating to the businesses and
operations of the Group;

Policy Committee, which is responsible for discussing and formulating various strategies and policies for managing businesses
and operations of the Group;

Risk Management Committee, which is responsible for dealing with risk management related issues of the Group;
Credit Committee, which is responsible for dealing with all credit risk related issues of the Group;

Operational Risk Management Committee, which is responsible for dealing with all issues related to operational, legal and
reputation risks of the Group;

Asset and Liability Management Committee, which is responsible for dealing with all issues related to market, interest rate,
liquidity, strategic risks and capital management of the Group;

Crisis Management Committee, which is responsible for developing and reviewing the Group’s strategy for managing
crisis scenarios and taking charge of crisis situations which jeopardise or have the potential to jeopardise the Group in its
reputation, liquidity/financial position and business continuity;
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Corporate Governance Report (continued)

9. Investment Committee, which is responsible for making investment decisions for the proprietary positions of the Bank, East
Asia Investment Holdings Limited, and both BEA and UCB Employees Provident Funds in respect of global listed equities,
convertible bonds/instruments, private equities and other equity-related investment instruments;

10. Steering Committee for the Basel Project, which is responsible for dealing with all issues related to the implementation of the
New Basel Capital Accord for the Group.

The Terms of Reference of the Audit Committee, the Remuneration Committee and the Nomination Committee require such
Committees to report back to the Board on their decisions or recommendations. Material matters will be reported to the Board
by the other Board committees according to their respective Terms of Reference.

E. COMMUNICATION WITH SHAREHOLDERS
Annual General Meetings

The Board endeavours to maintain an on-going dialogue with shareholders and in particular, to use annual general meetings or
other general meetings to communicate with shareholders directly.

At the 2008 Annual General Meeting:
(i) A separate resolution was proposed by the Chairman in respect of each separate issue, including the re-election of Directors.

(i) The Chairman of the Board, the chairmen of the Audit, Remuneration and Nomination Committees attended to answer
questions of shareholders.

(iii) The Chairman demanded a poll on all resolutions. The procedures for demanding a poll by the shareholders were
incorporated in the Annual General Meeting circular. KPMG, the Bank’s external auditor, was engaged as scrutineer to
ensure the votes were properly counted.

For the 2009 Annual General Meeting which will be held on 16th April, 2009, please refer to the 2009 Annual General Meeting
Circular which will be despatched to the shareholders on or around 13th March, 2009 for further details.

Shareholders’ rights and investor relations

The Articles of Association of the Bank contain the rights of shareholders to demand a poll and the procedures for a poll voting
on resolutions at shareholders’ meetings. The poll results will be posted on the websites of the Stock Exchange and the Bank on
the same day following the shareholders’ meeting.

It is the policy of the Bank to maintain an open and regular dialogue with institutional and individual shareholders, fund
managers, analysts and the media through an effective corporate communication system which provides transparent, regular and
timely public disclosures on the Group’s latest developments and strategies through different means. Apart from annual general
meetings as mentioned above, other communication channels include:

e the Group’'s website at http://www.hkbea.com where the Bank’s announcements, shareholders corporate
communications, business developments and operations, financial information, corporate governance practices and
other information are posted;

e annual and interim reports, and press releases;
e press conferences after the announcement of interim and final results for media and analysts;
e meetings with analysts; and

e roadshows.
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CORPORATE SOCIAL RESPONSIBILITY REPORT

As the largest independent local bank in Hong Kong, we
at BEA pride ourselves on our deep and longstanding
commitment to the communities that we serve. In this
Report, we highlight many of the innovative corporate
social responsibility programmes undertaken by the
BEA Group in the areas of staff benefit, staff training,
education, community assistance, disaster relief and
environmental protection. Through these efforts, we aim
to make a positive contribution to the betterment of the
people that we serve and the community at large.

THE BANK OF EAST ASIA

Employees

With a workforce of over 10,800, we view people as our
most important asset. We strive to offer an optimum
work-life balance to promote physical and mental health,
and encourage staff members to pursue interests beyond
the workplace. Further, we constantly bench-mark staff
compensation against the market, in order to ensure that
our employees are fairly rewarded for their service.

Code of Conduct

In order to ensure that our services meet the highest
ethical standards, we have established a Code of Conduct
that guides all staff members in their work. As part of
the Bank’s corporate governance, the Code of Conduct is
reviewed regularly and uploaded to the Bank’s Intranet.
All staff members are expected to read, understand and
comply with the Code of Conduct.

Family-friendly Employment and Benefit Policy

All staff, apart from certain members with specific job
responsibilities, work a five-day week. Hospitalisation and
outpatient medical benefits are a standard benefit, while
emergency financial relief and personal assistance are
available to those in need. All staff are also entitled to
marriage leave and compassionate leave.

We are committed to maintaining an accident-free
workplace, and proactively implement occupational
safety and health (OSH) initiatives to root out workplace
hazards. OSH-related training programmes are offered
regularly to drive safety and health awareness among
employees in the BEA Group, covering areas such as fire
safety, use of display screen equipment, manual handling
operations and first aid.

In addition, we monitor the safety performance of
all contractors that we employ for work such as
branch and office fitting out and retrofit. We conduct
unannounced safety inspections and issue reports with
recommendations to the contractors to ensure that proper
safety measures are implemented. To minimise and
control risks, contractors with poor safety performance
records are warned or even terminated.

Occupational safety and health is a key factor in all
aspects of business planning and operations to achieve
progressive improvement in performance.

We also care for the dietary health of our employees. We
run popular staff canteens at our main office premises,
providing a healthy lunch free of charge. The canteens
also serve breakfast and provide catering services at low
cost to our staff.

Staff Relations

Strong internal communication is vital to the Bank.
Information relating to the Bank’s business direction,
strategies, policies and employment matters is regularly
communicated to staff members via Intranet and
meetings. For exceptional events that affect the Bank,
we take the initiative to anticipate concerns and express
management’s appreciation for service beyond the call
of duty. For example, a special edition of the in-house
staff newsletter was distributed following the bank run
incident in October 2008. The newsletter highlighted
the exceptional stories gathered from our staff members
after the incident, and recorded the many encouraging
messages received from our customers.

Beginning in November 2008, the newsletter is also
available on the Bank’s Intranet in order to further
enhance staff communication.

To provide timely assistance to staff members facing both
work and general stress-related pressures, the Employee
Assistance Programme provides hotline services, e-mail
consultation, counselling services, clinical psychology
services, management consultation, critical incident stress
management and wellness programmes. Furthermore, we
provide support to staff members in the event of illness
through our Hospitalisation Visit Programme.
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Corporate Social Responsibility Report (continued)

Health Care Programmes, such as health seminars, fat
burning training class, line dance class, Yeung's Tai Chi
class and belly dance class, are offered in-house for staff
members who wish to maintain and improve their fitness.
Air fresheners and sterilizers are installed in the canteens
to maintain high standards of hygiene. Vaccinations
against Influenza are provided prior to the start of the flu
season to all who wish them, and a response strategy has
been developed in preparation for any local outbreak of
avian flu.

A staff library offers a wide range of professional and
personal reading matter to promote emotional health, a
positive attitude toward life and good family relationships.
Reference books, audio CDs and cassette tapes are also
available for loan to staff members and their families.

The Bank encourages life-long learning and offers
sponsorship for job-related external courses and
seminars. A user-friendly training platform has been
developed to update and enhance the professional and
managerial competence of staff on an on-going basis.
Courses are designed to cater for the different needs of
staff members at all levels. An e-learning platform has
been introduced to provide e-learning courses and self-
learning materials, in subjects such as business English,

Health care programmes such as health seminars
are offered to staff members.
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Staff members have access to
a wide range of professional
and personal reading matter

in the staff library.
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computer skills, occupational health and safety and
prevention of money laundering. Further, a Learning
Resources Centre is available for staff who wish to
upgrade their skills and to acquire new knowledge at
their own pace, time and place.

Staff Sports and Recreational Club

Recreational activities are organised regularly, and have
included such events as country life at leisure, BBQ
Fantastic Nights, hiking, boat trips, vegetarian tours,
movie shows, China tours and cookery classes. A
gymnasium is available on the premises of our main
back-office facility, to encourage staff members to join in
activities to improve their physical fitness. A multifunction
room is open to staff at lunch time with TV, newspapers
and magazines, and a table-tennis facility. At other times,
the multifunction room can be used for health and fitness
courses and interest classes.

The Bank has established three corporate sports teams to
participate in competitive sports with other teams. These
activities encourage staff members to maintain a healthy
lifestyle, enhance team spirit, build better personal
relationships and network with the community. In
addition, they help project a positive image of the Bank.

Recreational activities
are organised regularly,
including boat trips and

hiking excursions. =
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Corporate Social Responsibility Report (continued)

Others

A rooftop garden with pool and specially designed
landscaped area is provided for staff members to relax
after a busy day. Staff members may practise Tai Chi,
improve their putting on a small golf green or organise a
barbeque in the garden.

Our effort to enhance the quality of life at work for all
employees was recognised in the Asian CSR Awards
2007. We received an Award of Excellence in the Best
Workplace Practices category for our submission “BEA
Tower Office Centralisation Project — Caring Design and
Implementation.”

Community

The Bank is committed to supporting the communities in
which we operate.

The Bank of East Asia Education Foundation was
established in 1969 to promote access to higher
education.  Currently, the Foundation finances over 20
scholarships to local universities and institutes each year.

We are an active supporter of local tertiary institutions.
For example, we made a donation to the Hong Kong
University of Science and Technology to support academic
development and research, and a donation to the Chinese
University of Hong Kong to support the Heart Education
and Research Training Centre. As in previous years, the
Bank has also supported various projects organised by
the Hong Kong Management Association (“HKMA"),
including the Annual Conference, the HKMA Best
Annual Reports Awards and the HKMA/TVB Awards for

e Rank ol Eawr kuky Doromem B
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BEA made a donation to the Hong Kong
University of Science and Technology in support
of academic development and research.

BEEERRARETRMER IR -

82 The Bank of East Asia, Limited Annual Report 2008

LLL UL e

Marketing Excellence. In addition, we have sponsored the
Virya Foundation, which supports disadvantaged students
from the Mainland for study at university.

In recognition of our efforts, the Bank was named a
“Caring Company” by The Hong Kong Council of Social
Service in 2008 for the fifth consecutive year.

We are a long-standing supporter of the Community Chest
of Hong Kong, and have received the President’s Award
for many consecutive years. Employees are encouraged
to participate in blood donations and activities such as the
Corporate and Employee Contribution Programme, Sports
Corporate Challenge, Walk for Millions, Dress Special Day
and Laisee for the Chest.

The Bank has also supported community projects
organised by various charitable and social organisations.
These include The Boys’ and Girls’ Clubs Association
of Hong Kong’s Children Storytelling Competition; the
Society for the Promotion of Hospice Care’s Hike for
Hospice; Fu Hong Society’s 5th FHS Charity Walkathon;
Haven of Hope Christian Service’s 2008 Haven of Hope
Fundraising Golf Tournament; the Hong Kong Federation
of Trade Unions’ golf tournament; St. James's Settlement’s
St. James’ Cup Charity Golf Tournament 2008; Po Leung
Kuk’s charity bowling competition and “Tree Planting Day
for Charity”; Heifer International Hong Kong’s “Race to
Feed”; plus WWF Hong Kong’s “Big Bird Race 2008".
Furthermore, we have made donations to the Hong
Kong Cancer Fund and the Hong Kong Breast Cancer
Foundation to help increase public awareness of cancer
and to support cancer patients and their families.

A long-standing supporter of The
Community Chest of Hong Kong, BEA
received the President’s Award in 2008.
FMIZER—EXRHEERTS B
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The Bank was named a “Caring
Company” by The Hong Kong
Council of Social Service in 2008 for
the fifth consecutive year.
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The Bank has supported community projects and
events such as The Boys’ and Girls" Clubs Association
of Hong Kong’s Children Storytelling Competition, Po

Leung Kuk's charity bowling competition, and Heifer
International Hong Kong'’s “Race to Feed”.
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Employees are encouraged to participate in
events organised by The Community Chest
of Hong Kong such as “Walk for Millions”.
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The Bank has sponsored art and cultural activities by
supporting the Association Culturelle France — Hong Kong
Ltd.s Le French May; the Hong Kong Arts Centre’s Hong
Kong Artist Exhibition Gala; and the 2008 and 2009 Hong
Kong Arts Festival's finale performance.

The Bank has also developed a special Online Donation
Service for charitable organisations in Hong Kong. This
new service helps facilitate the collection of charitable
donations online, allowing charitable organisations to
execute a more effective, broad-based appeal campaign.

In addition to sponsorships, the Bank also encourages
and facilitates participation in community programmes
by staff members. Activities that our employees joined
in 2008 included Green Power's “Bank Cup of the 15th
Green Power Hike”, and The Salvation Army’s “The Hong
Kong & Macau O! Day 2008".

To encourage sharing by the wider community, we regularly
include leaflets promoting charitable organisations with
bank statements sent to our customers.

Each year, we provide summer internships, work
attachment and company visit opportunities for secondary
and university students. This gives participants a better
understanding of the banking and finance industry,
related work environment and career prospects.

We provide sponsorship support to various professional
bodies (e.g. Hong Kong Institute of Bankers, Hong
Kong Management Association, etc.) to further their
professional objectives and industry standards in Hong
Kong. Many of our senior staff members serve as
committee and working group members in various
professional and government bodies to provide advice
and suggestions.

BEA has developed
a special Online
Donation Service
for charitable
organisations in
Hong Kong.

RIBIRITRAMRE

CSR Initiatives in Celebration of BEA's 90th
Anniversary

To commemorate the Bank’s 90th Anniversary in January
2009, we established The Bank of East Asia Charitable
Foundation. This charity is dedicated to providing financial
assistance to support the advancement of education and
the relief of poverty in our community. In addition, we
donated HK$300 on behalf of each of the over 4,000
guests that attended our 90th Anniversary celebration
to The Community Chest of Hong Kong and the Hong
Kong Committee for UNICEF, as a demonstration of our
continued commitment to the Hong Kong community.

Relief Initiative for Sichuan Earthquake

In May, the BEA Group launched a matching donation
programme for the victims of the Sichuan Earthquake,
matching all contributions made by our employees. As
a result, the BEA Group made a corporate donation
of RMB3 million to the Red Cross Society of China
Headquarters and Red Cross’ Sichuan Office.

To help the survivors of the Sichuan earthquake rebuild
their lives, the Bank participated in the “3-3 Basketball
Fundraising Tournament for Sichuan Earthquake”
organised by The Salvation Army and Hong Kong
Committee for UNICEF earlier this year.

Environment

The Bank is committed to conducting business in an
environmentally responsible manner. We endeavour
to identify potential impacts and energy conservation
opportunities in order to incorporate green elements in all
areas of our operations.

Staff members joined various community

programmes in 2008 including Green Power’s
“Bank Cup of the 15th Green Power Hike”
and The Salvation Army’s “The Hong Kong &
Macau O! Day 2008".
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To commemorate its 90th Anniversary in January 2009, BEA
made donations to The Community Chest of Hong Kong and
the Hong Kong Committee for UNICEF.
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In May 2008, the BEA Group made a donation of RMB3
million to the Red Cross Society of China Headquarters and
Red Cross’ Sichuan Office.
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Participation in Environmental Protection Initiatives

The Bank actively co-operates with other organisations
in order to promote green initiatives. For example, we
joined the Climate Change Business Forum (CCBF) as
a Gold Member in January 2008. CCBF, which is an
initiative of the Business Environment Council, provides
a unique platform for Hong Kong business leaders to
discuss the impact of climate change and the policies
and regulations required to promote more responsible
and sustainable development. We actively participate in
meetings of the Executive Committee and Best Practice
Committee, and are implementing policies to reduce
greenhouse gas emissions.

We entered our environmentally friendly “Room Booking
System” in the Hong Kong Earth Champion Quest, and
received recognition as an “Outstanding Earth Champion
in Hong Kong”.

Reduce the Generation of Greenhouse Gas Emissions

As part of our effort to reduce our carbon footprint,
the Bank has set up video conferencing systems at our
main office premises and encourages the use of video
conferencing facilities for meetings and conferences
wherever possible. Staff traffic between main office
premises and overseas business trips are thereby reduced,
cutting transport emissions.

With a view to enhancing user comfort and increasing
operational efficiency, the Bank implemented the Lift
Modernisation Project at Head Office Building earlier
this year. Upon completion, the lift carrying capacity
will be increased by 15% while users’ average waiting
time is expected to be shortened by 11%. In addition,
by replacing the old DC motors with new AC motors,
electrical transformers are no longer required, thereby

reducing electricity demand and generating less heat. It is
estimated that the power consumption will be reduced by
50,000 KWH per annum.

We are currently replacing the Bank’s fleet of vans with
Euro IV models, to contribute to an improvement in
roadside air quality.

Energy Conservation Initiatives

We continuously implement green lighting programmes
for branches and office premises.

During the past year, we have reviewed the standard
lighting installations at branch premises and updated the
material specification for new projects. We stipulate the
adoption of environmentally friendly materials wherever
possible. For example:

- Use LED exit signs instead of fluorescent tube designs;

- Use 70W Metal Halide lamps in place of 200W
Halogen lamps for outdoor floodlighting. Metal
Halide lamps not only have a higher output and
6-times longer average life span, they also generate
considerably less heat;

- Upgrade traditional 50W Halogen lamps with more
energy-efficient types;

- Deploy Super 80 fluorescent tubes in all projected
signage. In comparison with traditional fluorescent
tubes, Super 80 fluorescent tubes have 30% higher
brightness and a 6-times longer average life span.
Most importantly, the mercury content is 80% lower
than ordinary tubes.

BEA joined the Climate Change
Business Forum as a Gold Member
in 2008.
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The Bank was named “Outstanding
Earth Champion in Hong Kong” in
recognition of its environmentally
friendly room booking system.
ARG S M [ @R RIETRR] Z 5
BRTREE [ RF L] -

To reduce its carbon footprint, BEA has set
up video conferencing facilities in its main
office for meetings and conferences.
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Comprehensive energy conservation measures are also
implemented at our main office premises. These include:

- Upgrade the software and operation programme
for the Building Management System (BMS) of Head
Office Building so as to control various building service
systems more efficiently;

- Shorten the operating time of lighting and air-
conditioning supply;

- Optimise the controls of building systems for main office
premises to improve the generating performance;

- Minimise energy dissipation by installation of sensors,
motion detectors or timers to regulate supply.

Waste Management

We are committed to reducing waste generation in our
daily operations. We have adopted practices to use
paper in a more environmentally friendly manner, such
as encouraging double-sided printing and disseminating
information by electronic means as far as possible.

Source separation is practised to facilitate the recovery
and reuse of materials and the recycling of non-reusable
materials. This helps to reduce the quantity of waste
disposed at landfills. We select cleaning contractors
with a good environmental performance track record,
and require them to separate recyclable materials at our
main office premises. Programmes to recycle fluorescent
lamps, plastic bottles, aluminium cans, toner cartridges,
etc are currently in place.

The Bank collects approximately 468 tonnes of waste
paper each year for recycling.

Environmentally Responsible Initiatives

The Bank has taken steps to reduce wastage in our
customer communications and to encourage our
customers and employees to do their part in protecting
the environment. These include:

- Encouraging customers to reduce paper usage
by adopting e-channels for applications, etc. We
also encourage customers to conduct transactions
online and make use of our auto-dialling system for
telemarketing activities.

- Reducing paper usage for records and messages
through e-statement services. Our holiday e-greetings
cards also help customers and business partners save
on printing and postage costs.

- Adopting electronic channels for marketing and
customer notification purposes. Channels such as
email and SMS are replacing the more traditional
method of mailing communications.

- Replacing printed leaflets for BEA Credit Card welcome
packs with CD ROMs.

- Encouraging cardholders to redeem Bonus Points and
enrol in promotional programmes through our voice-
response hotline.

- Providing an email address for employment candidates
to submit their applications.

- Instituting a Bank-wide exercise to rationalise the
printing of computer reports. As a result of the exercise
completed in April 2008, report reduction targets were
identified that will result in a saving of 8 million report
pages per annum.

Shareholders have been offered a choice to receive
corporate communications including Interim Reports,
Annual Reports and circulars by electronic means. To
date, 9% of Shareholders have elected to receive
corporate communications by electronic means.

Comprehensive energy conservation
measures were implemented including the
upgrade of the software and operation
programme for the Building Management
System of the Head Office Building.
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To reduce wastage, BEA replaced printed BEA Credit Card
welcome packs with CD ROMs.
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BEA CHINA

Employees
Staff Benefit

In addition to employer contributions to staff social
insurance and housing funds in line with regulatory
requirements, BEA China has launched a supplementary
staff benefit scheme to enhance employees’ medical
insurance protection.

Training

Staff members who demonstrate outstanding
performance are nominated to take part in Executive
Training Programmes in Hong Kong, in order to enrich
their business related knowledge and management skills.

Community
Encourage sports development

BEA China, the main sponsor of the Chinese National
Fencing Team and strategic partner of the Chinese
Fencing Association, is committed to helping the Chinese
National Fencing Association develop the country’s
fencing talent and achieve optimal results.

BEA China awarded RMB350,000 to Mr. Zhong Man, the
winner of the gold medal in the men’s individual sabre
competition at the 2008 Beijing Olympic Games.

Education

Starting from November 2008, BEA China has held a
series of financial seminars and internship programmes at

ARE3SETT -
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BEA China serves as the main sponsor
of the Chinese National Fencing Team
and a strategic partner of the Chinese

universities in Beijing, Shanghai, Xi'an and Zhuhai. The
“Financial Training Programme for University Students”
provides one week of financial training and three weeks
of on-the-job training at BEA China outlets. The best
performers will be given the opportunity, together with
the staff of BEA China, to promote financial knowledge in
rural areas.

BEA China has funded the establishment of a “Hope
School” in Urumgi of Xinjiang Uygur Autonomous
Region. The "Hope School” provides opportunities for
children from underprivileged backgrounds to continue
their studies.

Public Welfare Activities

BEA China donated RMB80,000 to the Women &
Children’s Poverty Relief Foundation of the Shenzhen
Charity Federation in July 2008.

During the period of June to October 2008, BEA China
Beijing Branch held a series of “Conservation — Health —
Caring” activities.

Relief Initiatives for Snowstorm and Sichuan
Earthquake

BEA China donated RMB1 million to the Red Cross Society
of China Headquarters for disaster relief, responding to
the massive dislocation caused by the severe snowstorms
in January and February, 2008.

Following the devastating earthquake in Sichuan Province
in May 2008, BEA and BEA China jointly made an RMB3
million donation to support the relief efforts for the
earthquake victims.

Olympic gold medallist, Mr. Zhong Man,
was awarded RMB350,000.

BES RS IR ERAITAR
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BEA China donated RMB1 million
to the Red Cross Society of China
Headquarters for disaster relief
following the severe snowstorms
on the mainland in January &
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BEA China funded the establishment of a “Hope
School” in Urumgji, Xinjiang.
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Environment
Green Financing Forum

BEA China and one of China’s leading business
newspapers, the 21st Century Business Herald, jointly
held the “Green Credit Project Competition” and
selected the top 10 environmental-friendly credit
projects of 2008. The awardees were announced during
the “Green Financing Forum” held in Beijing on 30th
November, 2008.

Shopping Bags

BEA China distributed more than 100,000 environmentally
friendly shopping bags at supermarkets in 16 cities
nationwide from April to July 2008.

We will continue to make the greatest effort to adopt
policies that protect the environment, in order to maintain
a clean living environment for future generations.

Tricor Teams in Action

[Tricorian ] °

Tricorial

iror Newsletter
Tha Trc PRk

TRICOR GROUP

Employees
Staff Relations

Information in respect of Tricor Group is regularly relayed
to staff members through Intranet and meetings. Tricor
Group also publishes an in-house periodical, “Tricorian”,
which is distributed to both Hong Kong and overseas
staff members.

Tricor Sports and Recreation Committee

The Committee regularly organises for staff members
sports and recreational activities such as badminton,
bowling and snooker competitions, hiking, karaoke
contests and baking classes. During the year, Tricor
staff members took part in the Green Power Hike, the
Community Chest Sports Corporate Challenge, the WWF
Walk for Nature at Mai Po and the UNICEF Charity Run.

Community
Internships for Students

Tricor Group provides summer and winter internships
for college and university students, giving them a better
understanding of the corporate services practice and the
business environment.

Tricor Annual Seminar

In November 2008, Tricor Group conducted a seminar on
Corporate Social Responsibility and Corporate Governance
& Regulatory Updates, which was attended by some 700
executives from both private and public companies as
well as from non-governmental organisations.

Tricor Group publishes an in-house periodical,
“Tricorian”, which is distributed to staff members
in Hong Kong and overseas.
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The Tricor Sports and

Recreation Committee regularly
organises activities for staff
members including bowling and
snooker competitions.
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Tricor Group held a seminar on Corporate Social Responsibility and
Corporate Governance & Regulatory Updates in November 2008.
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BLUE CROSS (ASIA-PACIFIC)
INSURANCE LIMITED

Employees
Staff Benefit

As a caring employer, we provide comprehensive
hospitalisation, outpatient medical and dental benefits
to all staff. Our employees are entitled to marriage leave,
compassionate leave, maternity and paternity leave.

We believe employees are the most valuable assets in
a company, and that frequent communication is vital
to promote a harmonious working environment. We
have established several channels for employees to
communicate directly with Senior Management. We hold
monthly staff breakfast meetings with the Managing
Director and half-yearly staff communication meetings.
We also publish a bi-monthly E-newsletter.

Training

Blue Cross is committed to providing professional
training and development. We sponsor staff members
who attend job-related courses and seminars offered
by professional training institutions, including courses
leading to professional industry qualifications, such as
Life Office Management Association, The Chartered
Insurance Institute, International Claim Association, and
The Australian and New Zealand Institute of Insurance
and Finance. Furthermore, to encourage team spirit
across the company, tailor-made training programmes,
such as team-building workshops, are organised from
time to time.

Blue Cross sponsored the “Medecins Sans

Frontieres Day Campaign” in July 2008.
E+71R 200867 AEE) [EEIREER ] -

Community
Charity

In addition to being a market leader in the business that
we serve, Blue Cross is also a good corporate citizen
and strives to set an example as a socially responsible
organisation.

In July 2008, Blue Cross was among the sponsoring
companies for the “Medecins Sans Frontieres (“MSF")
Day Campaign”, appealing to the community to donate
one day’s income to the MSF. We matched every dollar
donated by staff and business partners and, with their
enthusiastic support we donated HK$50,000 to the MSF
campaign.

In addition, we have collaborated with the Hong Kong
Physically Handicapped and Able-Bodied Association
on a series of charitable activities, such as Mid-Autumn
Festival, Christmas celebration, “Love and Caring with No
Boundary” drawing competition, and home visits to the
handicapped, all with the aim of promoting awareness of
“cooperation with the disabled”.

In recognition of our dedication to community
involvement, The Hong Kong Council of Social Service
awarded Blue Cross the “Caring Company 2008/09”
accreditation in December 2008.
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Blue Cross has collaborated with the Hong Kong

Physically Handicapped and Able-Bodied Association
on a series of charitable activities including the “Love
and Caring with No Boundary” drawing competition.
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REPORT OF THE DIRECTORS

The Directors have pleasure in presenting their annual report
together with the audited accounts for the year ended 31st
December, 2008.

PRINCIPAL PLACE OF BUSINESS

The Bank of East Asia, Limited (the “Bank”) is a licensed
bank incorporated and domiciled in Hong Kong and has its
registered office and principal place of business at 10 Des
Voeux Road Central, Hong Kong.

PRINCIPAL ACTIVITIES

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

ACCOUNTS

The profit attributable to equity holders of the Group for
the year ended 31st December, 2008 and the state of the
Bank’s and the Group’s affairs as at that date are set out in
the accounts on pages 114 to 235.

TRANSFER TO RESERVES

Profit attributable to equity holders of the Group, before
dividends, of HK$39 million (2007: HK$4,144 million) has
been transferred to reserves. Other movements in reserves
are set out in Note 37 on the accounts.

An interim dividend of HK$0.23 per share (2007: HK$0.48
per share) was paid on 17th September, 2008. The Directors
now recommend the payment of a final dividend of HK$0.02
per share (2007: HK$1.18 per share) in respect of the
financial year ended 31st December, 2008.

MAJOR CUSTOMERS

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

DONATIONS

Donations made by the Group during the year for charitable
and community purposes amounted to approximately
HK$9 million (2007: HK$8 million).

FIXED ASSETS

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

SHARE CAPITAL

During the year, a sum of HK$38,600,727.50 standing to
the credit of the share premium account was capitalised
and applied in paying up in full at par 15,440,291 shares of
HK$2.50 each that were allotted and issued to shareholders
who had elected to receive new shares in lieu of the 2007
final dividend and the 2008 interim dividend.

During the year, 4,910,000 shares of HK$2.50 each
were issued for cash of HK$100,286,650.00 on the
exercise of options granted under the approved Staff
Share Option Schemes.

DEALINGS IN LISTED SECURITIES OF THE BANK

There was no purchase, sale or redemption by the Bank, or
any of its subsidiaries, of listed securities of the Bank during
the year ended 31st December, 2008.

DIRECTORS
The present Directors of the Bank are shown on page 50.

During the year, LI Fook-wo (Non-executive Director) retired
as a Director from the Bank upon conclusion of the 2008
Annual General Meeting on 17th April, 2008. TAN Man-kou
(Independent Non-executive Director) passed away on 14th
August, 2008.

In accordance with the Articles of Association, any Director
elected by the Bank by ordinary resolution shall be elected for
a term of not more than approximately three years expiring
at the conclusion of the annual general meeting of the Bank
held in the third year following the year of his appointment
and on expiration of his term he shall be deemed a retiring
Director and eligible for re-appointment. Accordingly,
WONG Chung-hin, LEE Shau-kee, William MONG Man-wai,
Kenneth LO Chin-ming and Eric LI Fook-chuen will retire,
and, being eligible, offer themselves for re-election at the
Annual General Meeting to be held on 16th April, 2009
("2009 AGM").
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Report of the Directors (continued)

Valiant CHEUNG Kin-piu was appointed an Independent
Non-executive Director on 15th December, 2008 to fill the
vacancy left by TAN Man-kou. Mr. Cheung will offer himself
for re-election at the 2009 AGM.

Details of the Directors to be re-elected at the 2009 AGM are
set out in the circular to the shareholders sent together with
this Annual Report.

No Director proposed for re-election at the 2009 AGM
has an unexpired service contract that is not determinable
by the Bank or any of its subsidiaries within one year
without payment of compensation, other than normal
statutory obligations.

David LI Kwok-po is employed as the Chief Executive of the
Bank. His existing five-year term service contract will expire in
March 2009. The Board of Directors has approved that the
service contract will be extended for three years from April
2009 to March 2012.

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

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

At no time during the year was the Bank or any of its
subsidiaries a party to any arrangement to enable the
Directors or Chief Executive of the Bank or their spouses or
children under 18 years of age to acquire benefits by means
of the acquisition of shares in or debentures of the Bank or
any other body corporate with the exception of the Staff
Share Option Schemes, details of which are set out in the
following section under the heading “Information on Share
Options”, and Notes 2(qg)(iv) and 35 on the accounts.

The Bank has received independence confirmation from
the Independent Non-executive Directors, namely: WONG
Chung-hin, LEE Shau-kee, Allan WONG Chi-yun, Winston
LO Yau-lai, Thomas KWOK Ping-kwong, Kenneth LO Chin-
ming, William DOO Wai-hoi, KUOK Khoon-ean and Valiant
CHEUNG Kin-piu and considers them to be independent.

The Chairman received HK$300,000 and each of the other
Directors, including the Independent Non-executive Directors,
received HK$200,000, as director’s fees for the year ended
31st December, 2008.

The fees to the Directors who retired or were appointed
during the year 2008 were paid in accordance with their
length of service.

CORPORATE GOVERNANCE

Being the largest independent local bank in Hong Kong,
the Bank is committed to maintaining the highest corporate
governance standards. Information on the corporate
governance practices adopted by the Bank is set out in the
Corporate Governance Report.
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Report of the Directors (continued)

DIRECTORS’ AND CHIEF EXECUTIVE'S INTERESTS

As at 31st December, 2008, the interests and short positions of the Directors and Chief Executive of the Bank in the shares,
underlying shares and debentures of the Bank and its associated corporations as recorded in the Register required to be kept
under section 352 of the Securities and Futures Ordinance (the “SFO") were as follows:

l. Long positions in shares of the Bank:

% of issued

Name Capacity and nature No. of shares Total  share capital
David LI Kwok-po Beneficial owner 40,119,561
Interest of spouse 1,339,240 41,458,801" 2.48
WONG Chung-hin Beneficial owner 46,810
Interest of spouse 344,131 390,9412 0.02
LEE Shau-kee Beneficial owner 1,901,985
Interest of corporation 1,000,000 2,901,985 0.17
Allan WONG Chi-yun Beneficial owner 300,000
Interest of spouse 124
Founder of discretionary trust 11,250,012 11,550,136 0.69
Aubrey LI Kwok-sing Beneficial owner 23,391
Interest of spouse 16,727
Beneficiary of discretionary trust 30,655,378 30,695,496° 1.83
Arthur LI Kwok-cheung Beneficial owner 8,631,949
Founder of discretionary trust 11,934,515 20,566,464° 1.23
Joseph PANG Yuk-wing Beneficial owner 1,500,000 1,500,000 0.09
William MONG Man-wai Beneficial owner 1,836,701
Interest of spouse 30,000
Interest of corporation 5,492,661 7,359,362’ 0.44
Winston LO Yau-lai - - Nil Nil
KHOO Kay-peng Interest of corporation 1,042,617 1,042,6178 0.06
Thomas KWOK Ping-kwong - - Nil Nil
Richard LI Tzar-kai - - Nil Nil
Kenneth LO Chin-ming - - Nil Nil
Eric LI Fook-chuen Beneficial owner 3,833,317
Founder and beneficiary
of discretionary trust 19,160,672
Interest of corporation 7,809,376 30,803,365° 1.84
Stephen Charles LI Kwok-sze Beneficial owner 10,273,332
Interest of children 469,925
Beneficiary of discretionary trusts 1,962,523 12,705,780 0.76
William DOO Wai-hoi - - Nil Nil
KUOK Khoon-ean - - Nil Nil
Valiant CHEUNG Kin-piu - - Nil Nil
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Report of the Directors (continued)

Notes:

1 David LI Kwok-po was the beneficial owner of 40,119,561 shares and he was deemed to be interested in 1,339,240 shares through the
interests of his spouse, Penny POON Kam-chui.

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

3 LEE Shau-kee was the beneficial owner of 1,901,985 shares.

LEE Shau-kee was deemed to be interested in 1,000,000 shares held through Superfun Enterprises Limited (“Superfun”). Superfun was
wholly owned by The Hong Kong and China Gas Company Limited which was 39.06% held by Henderson Land Development Company
Limited (“Henderson Land”).

Henderson Land was 53.01% held by Henderson Development Limited (“Henderson Development”). Hopkins (Cayman) Limited
(“Hopkins”) as trustee of a unit trust (the “Unit Trust”) owned all the issued ordinary shares of Henderson Development. Rimmer (Cayman)
Limited (“Rimmer”) and Riddick (Cayman) Limited (“Riddick”), as trustees of respective discretionary trusts, held units in the Unit Trust.
The entire issued share capital of Hopkins, Rimmer and Riddick were owned by LEE Shau-kee.

4 Allan WONG Chi-yun was the beneficial owner of 300,000 shares and he was deemed to be interested in 124 shares through the
interests of his spouse, Margaret KWOK Chi-wai. He was also deemed to be interested in 11,250,012 shares held by a discretionary
trust, The Wong Chung Man 1984 Trust, of which Allan WONG Chi-yun was a founder.

5 Aubrey LI Kwok-sing was the beneficial owner of 23,391 shares and he was deemed to be interested in 16,727 shares through the
interests of his spouse, Elizabeth WOO. The remaining 30,655,378 shares were held by The Fook Wo Trust, a discretionary trust in which
Aubrey LI Kwok-sing was one of the discretionary beneficiaries.

6  Arthur LI Kwok-cheung was the beneficial owner of 8,631,949 shares. Arthur LI Kwok-cheung made a voluntary disclosure of 11,934,515
shares held by a discretionary trust of which he is the founder but has no influence on how the trustee exercises his discretion.

7 William MONG Man-wai was the beneficial owner of 1,836,701 shares and he was deemed to be interested in 30,000 shares through
the interests of his spouse, WONG Pui-fan. Of the remaining 5,492,661 shares, (i) 4,752,798 shares were held through Shun Hing
Electronic Trading Co. Ltd., (i) 668,323 shares were held through Shun Hing Technology Co. Ltd., and (iii) 71,540 shares were held
through Shun Hing Advertising Co. Ltd.  Such corporations are accustomed to act in accordance with the directions or instructions of
William MONG Man-wai who is the Chairman of these corporations.

8 KHOO Kay-peng was deemed to be interested in 1,042,617 shares which were held through Bonham Industries Limited, a company in
which he held 99.9% of the issued capital.

9 Eric LI Fook-chuen was the beneficial owner of 3,833,317 shares, and 19,160,672 shares were held by New Jerico (PTC) Limited in
the capacity of trustee of The Jerico Unit Trust. Eric LI Fook-chuen is the sole director of New Jerico (PTC) Limited. All the units in The
Jerico Unit Trust are held by The New Elico Trust, of which Eric LI Fook-chuen is the founder and a discretionary beneficiary. Eric LI Fook-
chuen was also deemed to be interested in 7,809,376 shares held by The Kowloon Dairy Limited of which he is the Chairman and Chief
Executive Officer.

10 Stephen Charles LI Kwok-sze was the beneficial owner of 10,273,332 shares, and he was deemed to be interested in 469,925 shares
through the interests of his children under the age of 18. Of the remaining 1,962,523 shares, (i) 1,800,000 shares were held by a
discretionary trust, Settlement of Dr. Simon F. S. Li, of which Stephen Charles LI Kwok-sze, his spouse and his children under the age
of 18 were beneficiaries and (ii) 162,523 shares were held by a discretionary trust, Longevity Trust, of which his children under the age
of 18 were beneficiaries.

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

Shares options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank were
granted to David LI Kwok-po and Joseph PANG Yuk-wing pursuant to the approved Staff Share Option Schemes. Information
in relation to these shares options during the year ended 31st December, 2008 was shown in the following section under the
heading “Information on Share Options”.

Save as disclosed above, no other interest or short position in the shares, underlying shares or debentures of the Bank or any of
its associated corporations was recorded in the Register.
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Report of the Directors (continued)

INFORMATION ON SHARE OPTIONS

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

(1) Movement of share options during the year ended 31st December, 2008:

Number of Share Options

Date of Outstanding Outstanding

Name Grant? at 1/1/2008 Granted Exercised Lapsed at 31/12/2008
David LI Kwok-po 02/5/2003 1,000,000 - 1,000,000¢ - Nil
22/4/2004 1,000,000 - - - 1,000,000

03/5/2005 1,000,000 - - - 1,000,000

03/5/2006 1,000,000 - - - 1,000,000

10/5/2007 1,000,000 - - - 1,000,000

05/5/2008 - 2,000,000° - - 2,000,000

Joseph PANG Yuk-wing 02/5/2003 500,000 - 500,000¢ - Nil
22/4/2004 500,000 - - - 500,000

03/5/2005 500,000 - - - 500,000

03/5/2006 500,000 - - - 500,000

10/5/2007 500,000 - - - 500,000

05/5/2008 - 1,000,000° - - 1,000,000

Aggregate of other 02/5/2003 205,000 - 205,000¢ - Nil
Employees* 22/4/2004 1,915,000 - 580,000¢ 70,000 1,265,000
03/5/2005 5,230,000 - 625,000¢ - 4,605,000

03/5/2006 1,200,000 - - - 1,200,000

10/5/2007 1,250,000 - - - 1,250,000

05/5/2008 - 2,500,000° - - 2,500,000

Other Participant** 02/5/2003 500,000 - 500,000¢ - Nil
22/4/2004 500,000 - 500,000¢ - Nil

03/5/2005 500,000 - 500,000¢ - Nil

03/5/2006 500,000 - 500,000¢ - Nil

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

** QOther Participant refers to the former Executive Director who retired and resigned as a Director of the Bank with effect from 1st May, 2007.
The options granted to him prior to his retirement and resignation were exercised in full during the year.
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Report of the Directors (continued)

Notes:

a  Particulars of share options:

Date of Grant

Vesting Period

Exercise Period

Exercise Price
Per Share
HK$

02/5/2003
22/4/2004
03/5/2005
03/5/2006
10/5/2007
05/5/2008

02/5/2003 - 01/5/2004
22/4/2004 - 21/4/2005
03/5/2005 - 02/5/2006
03/5/2006 — 02/5/2007
10/5/2007 - 09/5/2008
05/5/2008 — 04/5/2009

02/5/2004 - 02/5/2008
22/4/2005 - 22/4/2009
03/5/2006 - 03/5/2010
03/5/2007 - 03/5/2011
10/5/2008 - 10/5/2012
05/5/2009 - 05/5/2013

14.90
23.23
22.95
33.05
47.13
44.10

b (i) The closing price of the shares of the Bank immediately before 5th May, 2008 on which the options were granted was HK$44.35.

(i) Fair value of share options granted during the year ended 31st December, 2008 and the assumptions are set out in Note 35 on the

accounts.

¢ Annual weighted average (“AWA") closing price of the shares of the Bank immediately before the date on which the Options were
exercised during the year ended 31st December, 2008:

Exercise Price

No. of Options Per Share AWA Closing Price
Date of Grant Exercised HK$ HK$
02/5/2003 2,205,000 14.90 42.32
22/4/2004 1,080,000 23.23 41.52
03/5/2005 1,125,,000 22.95 40.95
03/5/2006 500,000 33.05 41.30

(2) No share options were cancelled during the year ended 31st December, 2008.

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

Save as disclosed above, as at 31st December, 2008, none of the Directors or Chief Executive of the Bank or their spouses or
children under 18 years of age were granted or exercised any right to subscribe for any equity or debt securities of the Bank or

any of its associated corporations.
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a FRARHERES

FRITIEE
bSid=0-] BRE Sdl BB (or)
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
10/5/2007 10/5/2007 - 09/5/2008 10/5/2008 - 10/5/2012 47.13
05/5/2008 05/5/2008 - 04/5/2009 05/5/2009 - 05/5/2013 44.10

b () AITRGIFZEE2008F 5 H 5 AIZHRRES B2 BIA)K & 25 44.35 T ©
(i) TE#ELZE 2008 4F 12 A 31 HIEFE A 6952 AR B 6T 1 F B B R B0 # R AR BT £ 35 ©

¢ HEHZE2008F 12 A31 HIEFRARTTIRHEZ LB BT8R IETTIE H A1 BRI 2 F It FH T E

BRITIEE DEEFIGUTTE
BFHH TT1ERAR 2 B JB¥ (r) JE# (T)
02/5/2003 2,205,000 14.90 42.32
22/4/2004 1,080,000 23.23 41.52
03/5/2005 1,125,000 22.95 40.95
03/5/2006 500,000 33.05 41.30

(2) EZE20084F 12 A 31 B ILFE R ERIAERES o

(3) ARRBIEN SR BERE M RIAM I 2(0)(v) °
Bk LR BERSN - 7220084 12 A 31 A » ATV E FSRITHARE M PIRIBLE L 18 5RA T F LB BER RITE A RNIAREATT
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REMTERARE 2008 F ],

107



Report of the Directors (continued)

INFORMATION ON SHARE OPTION SCHEME

The following is a summary of the Staff Share Option Scheme 2007 that was adopted on 12th April, 2007 (the “2007 Scheme")
disclosed in accordance with the Listing Rules:

1. Purpose of the Scheme:

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

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

2. Participants of the Scheme:

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

3. Total number of shares available for issue under the Scheme and % of issued share capital at 31st December, 2008:

The total number of shares available for issue under the Scheme is 77,653,352 shares representing 4.64% of the issued
share capital at 31st December, 2008.

4. Maximum entitlement of each participant under the Scheme:

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

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

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

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

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

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

N/A

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

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

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

() the nominal value of the Bank’s shares.

9. The remaining life of the Scheme:

The Scheme Period will end on 11th April, 2012.
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Report of the Directors (continued)

INTERESTS OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

As at 31st December, 2008, the interests and short positions of Substantial Shareholders and Other Persons of the Bank in the shares
and underlying shares of the Bank as recorded in the Register required to be kept under section 336 of the SFO were as follows:

Long and short positions in shares of the Bank:

Name Capacity and nature No. of shares % on issued share capital
Negocio de Finanzas e Inversiones |, S.L.U. Beneficial owner 151,063,572'(L) 9.03
Criteria CaixaCorp, S.A. Interest of corporation 151,063,572'(L) 9.03
Caja de Ahorros y Pensiones de Barcelona Interest of corporation 151,063,572'(L) 9.03
UBS AG Beneficial owner, 98,395,670%(L) 5.88

person having a security 37,572,052%(S) 2.25

interest in shares and interest
of corporation

1 Caja de Ahorros y Pensiones de Barcelona was holding a 79.45% interest in Criteria CaixaCorp, S.A. which was the sole shareholder of
Negocio de Finanzas e Inversiones I, S.L.U. Caja de Ahorros y Pensiones de Barcelona and Criteria CaixaCorp, S.A. were deemed to be
interested in the 151,063,572 shares held by Negocio de Finanzas e Inversiones I, S.L.U. The shareholding of 151,063,572 was equivalent to
approximately 9.04% of the issued share capital of the Bank at the time of reporting but 9.03% as at 31st December, 2008.

The Bank was notified that the shareholdings of the above three corporations were increased to 164,928,972 shares (equivalent to
approximately 9.86% of the issued share capital of the Bank) as at 31st December, 2008. Such increases in shareholdings were not required
to be disclosed under Part XV of the SFO.

2 Of these interests, long position of 543,555 shares and short position of 938,200 shares were physically settled derivatives listed or traded
on a Stock Exchange or traded on a Futures Exchange. Short position of 11,803,400 shares were cash settled derivatives listed or traded on a
Stock Exchange or traded on a Futures Exchange and long position of 12,244 shares were physically settled unlisted derivatives.

(L) = Long Position
(S) = Short Position

Save as disclosed above, no other interest or short position in the shares or underlying shares of the Bank were recorded in the Register.

PUBLIC FLOAT

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

COMPLIANCE

The Bank is required to comply with the Banking (Disclosure) Rules effective from 1st January, 2007, which have superseded the
supervisory policy manual on financial disclosure issued by the Hong Kong Monetary Authority (HKMA). The Banking (Disclosure)
Rules set out the minimum standards for public disclosure which authorised institutions must make in respect of the income
statement, state of affairs and capital adequacy. The financial statements for the financial year ended 31st December, 2008
comply fully with the applicable disclosure provisions of the Banking (Disclosure) Rules.

AUDITORS

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

On behalf of the Board

David LI Kwok-po
Chairman & Chief Executive

Hong Kong, 17th February, 2009
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INDEPENDENT AUDITOR'S REPORT

KkPMG!

TO THE SHAREHOLDERS OF THE BANK OF EAST ASIA, LIMITED
(incorporated in Hong Kong with limited liability)

We have audited the consolidated accounts of The Bank of East Asia, Limited (“the Bank”) set out on pages 114 to 235, which comprise
the consolidated and the Bank balance sheets as at 31st December, 2008, and the consolidated profit and loss account, the consolidated
statement of changes in equity and the consolidated cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE ACCOUNTS

The Directors of the Bank are responsible for the preparation and the true and fair presentation of these accounts in accordance with
Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the Hong Kong
Companies Ordinance. This responsibility includes designing, implementing and maintaining internal control relevant to the preparation
and the true and fair presentation of the accounts that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

AUDITOR’S RESPONSIBILITY

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

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance as to whether the accounts are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the accounts. The procedures
selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the accounts, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and true and
fair presentation of the accounts in order to design audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of accounting estimates made by the Directors, as well as evaluating the overall
presentation of the accounts.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

OPINION

In our opinion, the consolidated accounts give a true and fair view of the state of affairs of the Bank and of the Group as at 31st
December, 2008 and of the Group’s profit and cash flows for the year then ended in accordance with Hong Kong Financial Reporting
Standards and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

Hong Kong, 17th February, 2009
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

FEREEk

For the year ended 31st December, 2008 E{Z2008F 12831H It FE

2008 2007
Notes iz HKS Mn B¥EET HKS Mn BB EET
Interest income M EUA 3 17,465 18,309
Interest expense FEZ 4 (10,672) ______ | (12,332)_
Net interest income RS 6,793 _ _ _______ 2,977 _
Fee and commission income FR#%E KA S A 5 2,618 2,608
Fee and commission expense RSB RAS L (473) @71)
Net fee and commission R & RAeFE 2,145 2,137
Net trading (losses)/profits R5(E8),/afFE 6 (1,292) 1.417
Net result from financial instruments designated BERABBEEARMRAT
at fair value through profit or loss EEEMIANFERE 7 (1,612) (1,154)
Other operating income Hfth A A 8 L ___ 423 _ _ ________ 437 _
Non-interest (expense)/income FEFE () A o ___B36) 2,837 _
Operating income ESLON 6,457 8,814
Operating expenses ET N . G779 _____ (4,691)
Operating profit before impairment losses ABRRERLZ &SN 678 _ __ ____ 4,123 _
Impairment losses on loans and advances EZUREEX 10 (558) (216)
Impairment losses on held-to-maturity investments BRI EREERLX 26 (44) (42)
Impairment losses on available-for-sale financial assets At & & G E ER{EER L (352) (228)
Impairment losses on associates B ARIRERL - (41)
Write back of impairment losses on bank premises {THERIE 18 5k [ B¢ o 6 132 _
Impairment losses mEEX (948) ________ (393)
Operating (loss)/profit after impairment losses BIRRERK G2 EZ (FE)wf (270) 3,728
Net profit on sale of held-to-maturity investments HERZIERE 2 F5EF 25 -
Net profit on sale of available-for-sale financial assets ~ HERIEHESRE E 2 /5@ 11 197 667
Net profit on disposal of loans and receivable & B R R IR IR 2 S A 1 -
Net (loss)/profit on sale of subsidiaries/associates HEMBAT HERTE2
F(E518) /5 7 (8) 406
Net profit/(loss) on sale of fixed assets HEBTEEZF R/ (EE) 178 (1)
Valuation (losses)/gains on investment properties EHRBYME(ER),/ B 30 (168) 293
Share of profits less losses on associates FE(EE & 1 Rl RS 1R .53 ________92_
Profit for the year before taxation FENBRTATRF 8 5,185
Income tax St 12 ______9% _________(9%4)
Profit for the year after taxation FE AR )5 7 104 4,221
Attributable to: AIEER
Equity holders of the Group REBMR 39 4,144
Minority interests DHIR RS 38 e __ 65 _____T771_
Profit after taxation BT 185 Al 104 4,221
Appropriations: B
Dividends attributable to the year EBAFERS
Interim paid BEX IR HRE 384 753
Final paid in respect of previous year BEXB LEFERBARE 98 3
Final proposed FORA AR S 33 1,858
Earnings per share AR 2T HKS &% HKS &
Basic AR 15 0.02 2.65
Diluted 1t 15 0.02 2.63

The notes on pages 120 to 235 form part of
these accounts.
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CONSOLIDATED BALANCE SHEET
HEEERRE

As at 31st December, 2008 20084 12531H

2008 2007
Notes ffz# HKS$ Mn B¥EE T HKS Mn B¥EHE T

ASSETS
Cash and balances with banks and other

BE
RE RARITMEM SR

financial institutions BT 19 28,105 17,853
Placements with banks and other financial institutions ~ fE8R1T & E b & BB R FX 20 96,574 94,704
Trade bills B5Z=E 21 1,164 812
Trading assets RHABEE 22 3,437 4,847
Financial assets designated at fair value through EERBRBREIARBRAT

profit or loss EENEREE 23 4,130 8,658
Advances to customers and other accounts REER R EMERE 24 243,725 231,740
Available-for-sale financial assets AHEEsHEE 25 18,560 12,217
Held-to-maturity investments BRI HIRE 26 5,006 10,761
Investments in associates BENFAIRE 28 2,486 2,793
Fixed assets BEEEE 30 9,146 6,856

— Investment properties —REYE 1,839 1,726

— Other property and equipment —HENRE 7,307 5,130
Goodwill and intangible assets EENEFEE 29 2,734 2,668
Deferred tax assets EETIHEE 26 187 70
Total Assets BERSE 415,254 393,979
EQUITY AND LIABILITIES RREZREE
Deposits and balances of banks and other SR1T R EH M & R Y

financial institutions TE R AE R 27,045 39,060
Deposits from customers BEPFER 323,802 284,186
Trading liabilities RE5AZAR 33(a) 2,846 2,372
Certificates of deposit issued BRITENE 5,491 12,165

— At fair value through profit or loss —BERBEENRBATEE 3,777 7,660

- At amortised cost — B SRR 1,714 4,505
Current taxation NERFRIE 32(a) 333 229
Deferred tax liabilities EREFIRAE 32(b) 77 872
Other accounts and provisions Hith BRTE [p 4 33(b) 12,139 10,997
Loan capital EEER 34 11,036 13,652

— At fair value through profit or loss —BREENRBATEE 6,395 8,983

— At amortised cost — B SRR 4,641 4,669
Total Liabilities afEes ______382769 _____ 363533
Share capital %N 36 4,183 3,936
Reserves e 37 27,963 26,163 _
Total equity attributable to equity holders of the Group  52/BH 285 B jR 525 4058 32,146 30,099
Minority interests DY S 8 339 347
Total Equity Mg . 32485 ___ 30,446
Total Equity and Liabilities MRS I B (R AR 415,254 393,979

Approved and authorised for issue by the Board of EF&1X2009%2 817 B R XA -
Directors on 17th February, 2009.

Chairman and Chief FE
Executive David LI Kwok-po FITHABE, ZE"E
Directors WONG Chung-hin BE HERE
Allan WONG Chi-yun EFMR
Winston LO Yau-lai BRE

The notes on pages 120 to 235 form part of §120%2358 2 M BARRIE 2 —&5 °
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BALANCE SHEET
HERR=E

As at 31st December, 2008 20084 12531H

2008 2007
Notesfifs#  HKS Mn B#EEr  HK$ Mn BB ST
ASSETS EE
Cash and balances with banks and other He RERTNEMBESH 19 4,852 3,133
financial institutions B &ETE
Placements with banks and other financial institutions ~ 7E8817 M Efth & BB A TF X 20 92,735 83,123
Trade bills E5ER 21 521 470
Trading assets RHABEE 22 2,914 4,621
Financial assets designated at fair value through EERBRBREIRBRAT
profit or loss EENEREE 23 4,114 8,641
Advances to customers and other accounts REER R EMERE 24 138,640 141,692
Amounts due from subsidiaries IEPNEIVEN 31(a) 16,398 17,964
Available-for-sale financial assets AtHESREE 25 10,985 10,608
Held-to-maturity investments REIEEE 26 3,318 8,773
Investments in subsidiaries HBARRE 27 11,673 10,604
Investments in associates BN AIRE 28 1,984 1,965
Fixed assets BEEEE 30 5,587 5,407
— Investment properties —REYE 1,819 1,829
— Other property and equipment —HiENRE 3,768 3,578
Goodwill and intangible assets EENEFEE 29 1,460 1,460
Deferred tax assets EETIHEE 32(b) 3% 12
Total Assets BERSE 295,219 298,473
EQUITY AND LIABILITIES RREZREE
Deposits and balances of banks and other SR1T R EH M & AR Y
financial institutions TRk ists 1,093 2,581
Deposits from customers BEER 240,029 232,588
Trading liabilities RH5HABAR 33(a) 2,549 2,175
Certificates of deposit issued BRITENE 7,691 14,365
— At fair value through profit or loss —ERBEENRBATEE 3,777 7,660
- At amortised cost —BESHA R 3,914 6,705
Amounts due to subsidiaries UGG ¢ 31(b) 1,994 1,634
Current taxation AREAFL T 32(@a) 60 81
Deferred tax liabilities EEFHIEEE 32(b) 63 754
Other accounts and provisions HbBRTE R 33(b) 3,479 4,462
Loan capital EEEAR 34 11,036 13,652
~ At fair value through profit or loss —BBBRARRATEE 6,395 8,983
— At amortised cost — B R R 4,641 4,669
Total Liabilities BEEE 267,994 272,292
Share capital (&N 36 4,183 3,936
Reserves 4 3 23042 22,245
Total equity attributable to equity holders of the Bank BB RERE®E 27,225 26,181
Total Equity and Liabilities MRk R B RAARE 295,219 298,473

Approved and authorised for issue by the Board of &£ &7200942 817 B K ZHEEM o
Directors on 17th February, 2009.

Chairman and Chief £
Executive David LI Kwok-po FITBARE, ZE"E
Directors WONG Chung-hin E=3 =HER
Allan WONG Chi-yun i
Winston LO Yau-lai ErE

The notes on pages 120 to 235 form part of §120%2358 2 MEBAKRIE 2 —35 °

these accounts.
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CONSOLIDATED SUMMARY STATEMENT OF CHANGES IN EQUITY
ReEREDR

For the year ended 31st December, 2008 ELZ2008F 12831H It FE

2008 2007
Notes fffs7  HKS Mn B¥EET HKS Mn 8BS
Total equity as at 1st January MR BRRCRERBE _______ 30446 __ ______ 27,644
Net (loss)/income recognised directly in equity HERDRIRERSF(EE), WA
Release/(recognition) of net deferred tax liabilities on  EFER: 8 & &% 58[E %/ (HE7R)
— Revaluation reserve on bank premises — (T Efh A 37(c) 3 ®6)
— Investment revaluation reserve on — A ESREE
available-for-sale financial assets RASHHE 37(h) 98 16
Revaluation surplus on bank premises TTHEEYER B W) 5 P EE A Y
transferred to investment properties Bh AR 37() 10 36
Capital reserve on share-based VAR RETEER S EE 1Y)
transactions N 37(g) 66 28
Reversal upon disposal of available-for-sale AEHESHEER
financial assets SR 37(h) (115) 27
Changes in fair value of available-for—sale AR ESHEEL
financial assets REEEEE 37(h) (830) (421)
Exchange and other adjustments [E 5 R H = 37(c), 37(f), 37(h) _ _ ___ _ __ a7 __ 480 _
S -} ) B 160 _
Net profit for the year EE R A
Attributable to: AEER
Equity holders of the Group AREERRR 37()) 39 4,144
Minority interests DHIRR 38 e _____8__________T7_
_________ 04 ____ 4221 _
Total recognised income and expenses for the year FEANBERMAMZ L (K2
(of which HK$65 million (2007: HK$77 million) FRER 5 7 1565,000,0007T
is attributable to minority interests) (2007% : #%77,000,0000L))  ________ asn_________ 4,381 _
Dividends declared or approved during the year FERNBEMIIZEIRER S 760 (2340) (2,352)
Movements in shareholders’ equity arising from HEAEBERRETEARS
capital transactions with equity holders PiTEE A BB R A
of the Group: 23 :
Shares issued under Staff Share BIEE BRI EI% T
Option Schemes MR 36, 37(a) 100 155
Shares issued in lieu of dividends AR B B1THARD 37(b) 597 730
Subscription for new shares BITEIR 36,37 ________ 3942 _______ -
________ 4639 __ _______ 83 _
Movements in minority interests LR RERES
Sale of interests in businesses to minority HERFER TOH
interests investors RERITEE 38 - 50
Purchase of interests in businesses from RDHRFIZEEREA
minority interests investors L0 38 (64) (15)
Final dividend in respect of previous year B EFEARERE 38 (7) =
Reversal upon disposal of available-for-sale REERHTE
financial assets SREEREM 38 - (149)
Exchange and other adjustments [E 5 R E A A% 38 @___________ 2_
_________ @3 ________(M2)
Balance as at 31st December R12A331 B & 32,485 30,446

The notes on pages 120 to 235 form part of
these accounts.
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CONSOLIDATED CASH FLOW STATEMENT
meRaRE

For the year ended 31st December, 2008 ELZ2008F 12831H It FE

2008 2007
Notes fffs7  HK$ Mn B¥ BB HKS Mn % EET
OPERATING ACTIVITIES REXKTH
Profit for the year before taxation FEANBRTATRF 8 5,185
Adjustments for: B
Charge for impairment losses on loans and advances ~ E U {EE L 85 10 558
Charge for impairment allowances on BRIHIEE - At ESR
held-to-maturity investments, available-for-sale ééﬂﬁéﬁ*’&?ﬂ’]ﬂ@
financial assets and associates B> 8 396
Share of profits less losses of associates Fgfﬁ s N Bl E (53)
Net profit on sale of held-to-maturity investments HERE R E F5RT (25) -
Net profit on sale of available-for-sale financial assets ﬁ’%—mﬁﬁ% > AL B (197) (667)
Net loss/(profit) on sale of subsidiaries, HEWNBA 5?%’“7&
associates and equities H%ﬁ%‘%ﬁ/ ) 8 (406)
Net (profit)/loss on sale of fixed assets HEBTEEZFOEH),/EE (178)
Interest expense on loan capital, certificates of E?”‘Tﬂ EEAR  FHEK
deposit and bonds issued BEHFIES 1,014 1,115
Depreciation on fixed assets B AEsE 9,30 437
Write back of impairment loss on bank premises HIEREE e m B (6) (132)
Dividend income from available-for-sale
financial assets AfHESHEEREKA (50)
Amortisation of intangible assets B EESE 9 3
Amortisation of premium/discount on certificates of BB TEREREEELRD
deposit and loan capital issued S fB /AT 78
Revaluation (gains)/losses on certificates of deposit and  E{HE 21T/ E R E 31T
loan capital issued EEEA(BR),/EiE (2,624) 84
Net (profit)/loss on sale of other financial assets HEEMS mﬂﬁézx?(mﬂ)/%?@ (3) 2
Valuation losses/(gains) on investment properties BHREMEEE/(BF) 168 (293)
Equity-settled share-based payment expenses VAR AETEZ SR & A 66 28
OPERATING (LOSS)/PROFIT BEFORE CHANGES IN BEESREAIN
WORKING CAPITAL L (FR),B5F (400) 5,682
(Increase)/decrease in operating assets: REREE) R
Cash and balances with banks with JRAEAR 2318 A K MRS &
original maturity beyond three months H R TERET (4,397) (3,117)
Placements with banks and other financial institutions  [RZEAFR A31E A LAJ:E‘]?ETT&
with original maturity beyond three months Hih & BsiETR (18,823) (4,256)
Trade bills E525 (352) (191)
Trading assets RHABEE 1,410 (2,008)
Financial assets designated at fair value through EEABBERURBRATEER
profit or loss E’Jé%ﬂﬁﬁ 4,528 (14)
Advances to customers EPEN (12,366) (52,158)
Advances to banks and other financial institutions %Eﬁ&,ﬁ\ﬁﬂé BHEER 1,158 (3,220)
Held-to-maturity debt securities BEIHESES 5,863 (279)
Available-for-sale financial assets Fﬁﬁi\mﬂﬁﬁ (6,000) (4,794)
Other accounts and accrued interest EI\{@EEIE&EEH%IJ,% (1,323) (799)
Increase/(decrease) in operating liabilities: LB EE ()5
Deposits and balances of banks and %Eﬁ&ﬁﬂﬁ% @ﬂ%%ﬂ’ﬂ_m&
other financial institutions rEER (12,015) 7,101
Deposits from customers BN 39,616 74,662
Trading liabilities RHAEEE 474 1,430
Other accounts and provisions H{th BRTE R 2=t 1,273 2,712
Exchange adjustments B i SR 362 376
NET CASH (OUTFLOW)/INFLOW FROM OPERATIONS K& EE1H & (RH) / RAEE (992) 21,127
Income tax paid BT
Hong Kong profits tax paid BRBBHIEH (143) (394)
Overseas profits tax paid BEREINFIEH (383) (306)
NET CASH FLOWS (USED IN)/GENERATED FROM (BR),/FEREXKEH 2
OPERATING ACTIVITIES ne®® L _____ (518 _______ 20,427 _
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CONSOLIDATED CASH FLOW STATEMENT (continued)

HEREREHR (&)

For the year ended 31st December, 2008 ELZ2008F 12831H It FE

2008 2007
Notes fffs7 HKS Mn B#¥EE T HK$ Mn 8 EET
INVESTING ACTIVITIES REEE
Dividends received from associates LR A AR S 163 103
Dividends received from available-for-sale WERA] AR 1D
equity securities FHRE 50 63
Purchase of equity securities BARNES (444) (832)
Proceeds from sale of equity securities HERD BHATERUE 512 1,455
Purchase of Intangible assets BARFEE (6) =
Purchase of fixed assets BABTEE 30 (2,557) (924)
Purchase of investment properties HEREYE (291) =
Proceeds from disposal of fixed assets HEBTEEMSHE 213 13
Purchase/increase in shareholding in associates BEA S NNE & D RS (18) (1,735)
Proceeds from disposal of associates HEBE QRSB 51 1
Purchase of subsidiaries BAHE AR 42(a) (21) (38)
Proceeds from sale of interests in a subsidiary HE—BIBARERTERE 42(0b) - 455
Purchase of interests in business from ROHRRIZEE
minority interest investors L YNSES 55 (64) (15)
NET CASH USED IN INVESTING ACTIVITIES ARBRERS RS FE (2,412) (1,454)
FINANCING ACTIVITIES BMEEH
Ordinary dividends paid ZEBRRE (1,750) (1,622)
Issue of ordinary share capital BATE R 36,37(a) 100 155
Issue of loan capital BEITEEENR - 9,255
Subscription for new shares BITEHIR 3,942 -
Issue of certificates of deposit BITERE 4,656 9,655
Redemption of certificates of deposit issued BRE BT RE (11,434) (4,620)
Redemption of loan capital BREEER - (3,907)
Interest paid on loan capital TREEERFR (708) (656)
Interest paid on certificates of deposit issued T RBEAFERENE (488) (224)
NET CASH (USED IN)/GENERATING FROM (AR REREEE
FINANCING ACTIVITIES BEFE (5,682) 8,036
NET (DECREASE)/INCREASE IN CASH AND REeRZEFHELER
CASH EQUIVALENTS FOR), 188 (9.612) 27,009
CASH AND CASH EQUIVALENTS MB1BZEERER
AT 1ST JANUARY BEER 42(c) 103,718 76,709
CASH AND CASH EQUIVALENTS R12B31BZ2RERER
AT 31ST DECEMBER HEER 42(c) 94,106 103,718
Cash flows from operating activities included: RELEXBEBNRERERE
Interest received FEUA 17,514 17,570
Interest paid MBS H 10,305 11,601
Dividend received B BUA 93 101

The notes on pages 120 to 235 form part of
these accounts.
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NOTES ON THE ACCOUNTS

i IR P
W pap SEFgas TEE oapeuE  oan SEFgan  TEF aapWEE  aan

i

. PRINCIPAL ACTIVITIES FEXi

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 FEE&HE

AIREMBRR([AREDNEEEBS
RERTERBENSRRS - UEER - &
ERIREERT -

(a

(b
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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. 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, 2008 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)(ii)); 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.

(a)

(b)
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Notes on the Accounts (continued)

BRIE R AT (4

(@]

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

Details of judgements made by management in the application of HKFRSs that
have significant effect on the accounts and estimates with a significant risk of
material adjustment in the next year are set out in Note 47.

Basis of Consolidation

@)

(ii)

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.

(o)
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

122 The Bank of East Asia, Limited Annual Report 2008

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

When the Group’s share of losses exceeds its interest in the associates,
the Group’s interest is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or
constructive obligations or made payments on behalf of the associate. For
these purposes, the Group’s interest in the associate is the carrying amount
of the investment under the 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. 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.
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Notes on the Accounts (continued)
BRIEM AT (&)

(e)

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.

Revenue Recognition

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, is 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 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.
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

()
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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
receivable. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.

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

Financial Instruments

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

Financial instruments are measured initially at fair value, which normally will
be equal to the transaction price plus, in case of a financial asset or financial
liability not held at fair value through profit or loss, transaction costs that are
directly attributable to the acquisition 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.
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Notes on the Accounts (continued)
BRIEHZE (4E)

(i) Categorisation @iy 2

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.

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;

— the asset 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
not 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.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)
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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)).

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 as 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, which
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.
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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.

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

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(9) Hedging

U]

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.

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 hedge accounting.

(h) Properties

U]
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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.
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Notes on the Accounts (continued)
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(i) Investment properties are properties which are held either to earn rental

(iii

=

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).

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)().

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.

(ii)

(iii)
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Amortisation and Depreciation

(i) 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.

(i) 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. Goodwill 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.

Any excess of the Group's interest in the net fair value of acquiree’s identifiable
assets, liabilities and contingent liabilities over the cost of a business combination
or an investment in an associate is recognised immediately in the profit and loss
account.

On disposal of a cash generating unit, or an associate during the year, any
attributable amount of purchased goodwill is included in the calculation of the
profit and loss on disposal.

Impairment of Assets

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.
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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 realisable 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.

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.

(i)

EFRMERIRARERS - BIRIEE
EREERGEFRARRSTIZEERA
ZABRFNR (BRI ERREEEZ
BRRE)FERBE - N —F 255t
B MRAMERERNFETA T

MEBXEREEREMDS
BEE  RERREERE -

18511580

AEEE L ERBERER RIS @5
FERERNEASREE © RERIHE
BEENFENERSREE - 54K
I8 1 i AR ML 5 4R X T AR 1A (B B BT
HEREE  BREARST - AEEK
FHARRSENEREERSE - RMF
BEERERE o FEBIBENF ENEE
MRER R AR ERR - HRERRD
BEENERREERA

B RIB A 2 R AR IR B 12 B S A= b =T
% A B ] 2 3R 2 IR R R AR K A R &
TERBE - EERERE - EHEE
BHEERANFBORR R AE TAEE
EVIE IR R 2 AT 3R FE o W/ART
BERREEENAILEE -

ERMEME M ERERSERE - E
EEREENEXZBEFEER 46
B EEET - REERZE - AR
FEEEER - ARERBABEZLR
TR 2 LR B REBRRAEFEER
KR HEPTTR 2 AR -

BENERE  ARTARBELET
{8 B 4 B e R A 5 5 S S F A9 R 2R
I R 7 H B B8R (B 2 8 B AT AR
R RREA R BB - & AR T HET M
E o ARBREERBREGZSEM
AR

Fv A B30 e AR SRR E B (R AR T R
e EBIRHR - EREGFRKRRES
s H BB K B R B 5 A b 5T Y A P
B2 M R T Eh R R A
MEMARE  MEBURERKSER
NBREE  ZEEEHKFARS
R o BERKR zEERARRBRRZER
MR SR F R R B R IR IR
KERREIE -

i B EEIR A E Ym B -
HYFE IR B B 8

AR AR

RERTERART 2008 F ],

131



Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(i) Held-to-maturity investments

(iii
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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.

Al 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.

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.
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Notes on the Accounts (continued)
BRIEHZE (4E)

(iv) Other assets (iv) Hth&EE

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

EHER - AR A RE I ER R
AHBIATEERB B REBKS - B
PN AEEHERZRERREEN
RIFHEL AL R

— PERRBUAEGHEIIRNYE

amounts); BRAN) ¢
— investments in subsidiaries and associates; — MBRBEATIRE
- goodwill; and - EER
— intangible assets - EREE

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).

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 recognised.
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(v) 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.

@

(ii)

(iii
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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).

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).

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.

(v)
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Notes on the Accounts (continued)
BRIEM AT (&)

(m) Repossession of Assets

(n)

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 realisable 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.

(iii

=

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

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising
from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary differences, 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.
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Notes on the Accounts (continued)

IR a2 (&)

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

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

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

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

Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred
tax liabilities if 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.
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Notes on the Accounts (continued)
BRIEM AT (&)

(o)

(p)

(@)

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 for long term business is ascertained by actuarial valuation.

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

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

Provisions and Contingent Liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the
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.

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.
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Notes on the Accounts (continued)

HRIE B &t (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBE @)

(ii) Retirement benefits

(iv
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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 (“MPFEOS") or the Mandatory Provident Fund
Scheme (“MPFS”). Both are defined contribution schemes. The employer’s
monthly contributions to both schemes are at a maximum of 10% of each
employee’s monthly salary.

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

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

Share based payments
The option exercise price is equal to the higher of:

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

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

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

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.

(iii)

(iv)
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Notes on the Accounts (continued)

BRIER (&

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)

(r) Related Parties

For the purposes of these accounts, a party is considered to be related to the
Group if:
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(i) The party has the ability, directly or indirectly through one or more () ZALTHREENEEXEEER—ExE
intermediaries, to control the Group or exercise significant influence over the B AFES] ‘JZT%"‘%EK%%EZK%
Group in making financial and operating policy decisions, or has joint control B BT R AR R - SRR GIARE
over the Group; =

(i) The Group and the party are subject to common control;
(iii) The party is an associate of the Group;

(iv) The party is a member of key management personnel of the Group, or a close

(ii)

(iii)

(iv)
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family member of such an individual, or is an entity under the control, joint IBEAERREKE - X2 ERE
control or significant influence of such individuals; AALTHES - SRR HIREAZED
e

(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.
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Notes on the Accounts (continued)

HRIE B &t (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBE @)

(s)

()
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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)
BRIEHE (4E)

3. INTEREST INCOME F|E U A
2008 2007
HKS Mn B8 EHERT  HKS Mn BB ET
Listed securities classified as held-to-maturity DREARET AT E
or available-for-sale ) ETE S 261 154
Trading assets RHABEE
— listed —km 2 4
— unlisted —3JE LT 8 35
Interest rate swaps FRIEHAEL 917 770
Financial assets designated at fair value EERABREZARMATER
through profit or loss SHMEE
— listed —tm 128 152
— unlisted —JE LT 310 426
Loans, deposits with banks and financial EIREmBRES U R AT EE
institutions, trade bills, and other unlisted FIBRMER » FEERITREAD
securities that are not at fair value SHBENER  E5FE -
through profit or loss REAMIE ETTER 15,839 16,768
Total interest income N ONE 17,465 18,309
Included above is interest income accrued on impaired financial assets of HK$73 LA EBEEZE2008F 12 A31 HIEFERES
million (2007: HK$29 million) which includes interest income on effect of & 2 /O FE 5T B 45 ¥ 73,000,000 7T (2007
discounting of HK$12 million (2007: HK$8 million) (Note 24(b)) for the year ended £ : 75%29,000,0007T) - AR BEFHEIT
31st December, 2008. &K F| B U A 5 12,000,000 7T (2007
F : 75%8,000,0007T) (Ff7E24(b)) °
4. INTEREST EXPENSE F|E X H
2008 2007
HKS Mn B EHERT  HKS Mn B EET
Customer deposits, deposits of banks and TR SE K AR 51 BR Y
other financial institutions and certificates BEEH  RIR
of deposit issued which are stated Hth & BB 17K
at amortised cost REBIERE 8,696 10,433
Subordinated notes carried at amortised cost TR BR MR ERE 184 265
Interest rate swaps FRBHA 4 1,062 918
Financial instruments designated at EEABRBERNIRBRATEE
fair value through profit or loss SRTA 725 712
Other borrowings H AR 5 4
Total interest expense F ez bz 10,672 12,332
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Notes on the Accounts (continued)

IR a2 (&)

5. FEE AND COMMISSION INCOME [R#EERHEWA

Fee and commission income arises from the following services:

TRE THIRS AR & RASHEA

2008 2007

HKS Mn B8 HET  HKS Mn B EET

Corporate services 12 R 818 753

Credit cards (E1RN 462 400

Loans, overdrafts and guarantees B3 B RIER 382 386

Securities and brokerage EH R 255 443

Other retail banking services HZERTRS 187 191

Trade finance EHRA 160 113

Trust and other fiduciary activities EREREMARIBER 102 84
Others 2 22 238

Total fee and commission income PR 7% & A& WA 258 2,618 2,608

6. NET TRADING (LOSSES)/PROFITS XX 5 (f&18), i FF4

2008 2007

HKS Mn B8 HET  HKS Mn B EE T

Profit on dealing in foreign currencies SN B B 2T 316 173

(Loss)/profit on trading securities R HRGEE(ER),/ ST (618) 852

(Loss)/profit on other dealing activities HiuBEE RS (ER), (57 (1,033) 354
Dividend income from listed trading securities RHA% FTESFRRERA a3 38

Total net trading (losses)/profits FR5(E1B), HFesE (1,292) 1,417

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

2008 2007
HKS Mn 88 EET  HKSMn BEEET

Revaluation and disposal loss on Collateralised

Debt Obligations SR HEREHERERER (3,549) (1,085)
Revaluation gain/(loss) on debt issued SEEETERRA(FE) 2,624 (84)
Net profit/(loss) on sale of other financial assets  HE&EE i35 E A@BIEEARBAFEE

designated at fair value through profit or loss SREENTEN/(BE) 3 )
Revaluation (loss)/gain on other financial assets BEEMIETARBERUARMATLEE

designated at fair value through profit or loss SREEN(BR),/ 2R (e 17
Total net result from financial instruments BERABREEARMATER

designated at fair value through profit or loss PRI T HA)FRRERE (1,612) (1,154)

8. OTHER OPERATING INCOME Efh & &g A
2008 2007
HKS Mn B8 HET  HKS Mn B EE T
Dividend income from available-for-sale AHHESHEE

financial assets EEON

— listed —Ekm 20 42

— unlisted —JEtm 30 21
Rental from safe deposit boxes RigFES WA 87 88
Net revenue from insurance activities NTESELIUN 929 139
Rental income on properties MERSWA 90 72
Others Hfth TS
Total other operating income RN 423 437
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Notes on the Accounts (continued)
BRIEHZE (4E)

9. OPERATING EXPENSES #&Z& HH

2008 2007
HKS Mn B EET  HKS Mn B EERT

Contributions to defined contribution plan* ERERAESHER
Equity-settled share-based payment expenses AR BERELNHER

Salaries and other staff costs e REMB TR

Total staff costs BT AEE

Premises and equipment expenses excluding
depreciation TEFTENYERREX H
— Rental of premises ek

— Maintenance, repairs and others —RE - BIEREM
Total premises and equipment expenses
excluding depreciation

PRI ENMERRE L AE

Bl & T & (w30)

Depreciation on fixed assets (Note 30)

Amortisation of intangible assets (Note 29(b)) E A E#E(MEE29(0))

Other operating expenses E s T )

— Stamp duty, overseas and —ENFERL - BINR
PRC** business taxes, FEE AR IR
and value added taxes BED - RIBED

— Advertising expenses -EEER

— Communications, stationery and printing — A XA RER

— Legal and professional fees —EERBERBGER

— Business promotions and business travel — R R R

— Card related expenses —BHERRXE

— Insurance expenses — (R &

— Donations —BR

- Audit fee —ZER B

— Administration expenses of corporate services — — {2 BRISHIITEE

— Membership fees —-28EH

- Bank charges —RITE

— Bank licence —RITHERE

— Others —Hfth

Total other operating expenses H gz i
Total operating expenses*** R HAREE

225 164
66 28
2,689 2,276
2,980 2,468
378 288
445 343
823 631
437 326

3 2

373 217
287 270
274 233
193 165
97 82

72 60

43 33

9 8

8 7

7 21

7 6

7 5

4 5

155 152
1,536 1,264
5,779 4,691

*  Forfeited contributions totalling HK$10 million (2007: HK$7 million) 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 (2007: Nil).

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

*** Included in operating expenses are direct operating expenses of HK$19 million (2007:
HK$21 million) in respect of investment properties which generated rental income during

the year.

* FERDR I RS 10,000,000 7T (2007

4 : 5¥7,000,0007T) B # A ER DA EE
HIHEER o B 45 B I 4 AE {] 4508 Ui ifn mT FR 4
BURASR Z R (20074 « &) -

r EEALEXHBEAEASRENRE

MEERSIENEEZH  SBR/EY
19,000,000 7T ( 2007 & : 7 # 21,000,000
JT) °
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Notes on the Accounts (continued)

IR a2 (&)

10.IMPAIRMENT LOSSES ON LOANS AND ADVANCES EIpEEL%

2008 2007
HKS Mn B8 EET HKS Mn B EERT

Net charge for impairment losses on loans
and advances
Individual impairment loss

ERRERRSUHFR

(ERIVEHISEEER

— new provisions (Note 24(b)) — ¥ (MT5E24(0)) 596 346
— releases (Note 24(b)) — Bl (HtE24(b)) (81) (88)
— recoveries (Note 24(b)) — Bl (FiE24(b)) (4  (107)
375 151
Collective impairment loss g VoL S
— new provisions (Note 24(b)) — B (FEE24(b)) 183 68
~ releases (Note 24(b)) — B (=240 - I 3)
Net charge to profit and loss account RIBRIEY F 58 558 216
11.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS
HETHEESREE ZF R
2008 2007
HKS Mn B8 EET  HKS Mn BB EET
Net revaluation gain/(loss) transferred from mFEERNELERN/ (EE)
reserves (Note 37(h)) F8 (ME37(h) 115 7)
Profit arising in current year FREREER G 82 694
197 667
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Notes on the Accounts (continued)
BRIEHZE (4E)

12.INCOME TAX FriS8#t

(a) Taxation in the consolidated profit and loss account represents: (a) #REBZRIRATIERE

2008 2007
HKS Mn B¥EERX HKS Mn BB BEET

Current tax — provision for Hong Kong Profits Tax ~ ZRH3%: 18 — &8 M S5 8

Tax for the year (Note 32(a)) AREERIE(KFE323)) 64 265
Write back of over-provision in respect of
prior years wFERERRAnEX - (7).
64 258
Current tax — overseas AN HATHIE — 54
Tax for the year RNEEFIE 601 347
Write back of over-provision in respect of
prior years wFEAEsRANEK G (16)
566 331
Deferred tax (Note 32(b)) ERER IR (P E32(0))
Origination and reversal of temporary
differences TR =R MEE RER (712) 318
Movements in the value of investment
properties BEMEEENEE) (14) 57
(726) 375
(96) 964
In February 2008, the Government of the Hong Kong Special Administrative Region M200852 A » & KB 1T R B AR 5
announced a decrease in the Profits Tax rate from 17.5% to 16.5% applicable HEZE2008F 12 A31 B IEFERERARAK
to the Group’s operations in Hong Kong as from the year ended 31st December, SEEBENMEHHEXHE175% THAZE
2008. This decrease is taken into account in the preparation of the Group's and 16.5% ° & fm BN 5 B R 172008 5 & H) R
the Bank’s 2008 accounts. Accordingly, the provision for Hong Kong Profits Tax BREFAZB R ZTH - Bt - 2008FE
for 2008 is calculated at 16.5% (2007: 17.5%) of the estimated assessable profits BBFS TR TR AT E T B RFUR TR
for the year and the opening balance of deferred tax has been re-estimated 15 16.5% (20074 : 17.5% )1 HE - MiELE
accordingly. TRIBH AR AR INE A EERbET ©
Taxation for overseas branches and subsidiaries is charged at the appropriate BN 1T R KB A R BRI R LA & AT TE
current rates of taxation ruling in the relevant countries. BRRITRHEAHE -
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Notes on the Accounts (continued)

IR a2 (&)

12.INCOME TAX (continued) FT18Ht (m)
(b) Reconciliation between tax (credit)/expense and accounting profit at  (b) BIHGESR) /X HERETHER B A L

applicable tax rates: FBIR MR
2008 2007
HKS Mn B¥EET  HKS Mn B EET
Profit before tax BRET AT A 8 5,185
Notional tax on profit before tax, calculated RIEAEERER 2 FEH
at the rates applicable to profits in the tax TR B AR A F T E /Y
jurisdictions concerned HETN 149 1,032
Tax effect of non-deductible expenses AR IR 2 389 228
Tax effect of non-taxable revenue BAERGBRARTIE 2 (607) (240)
Tax effect of tax losses not recognised REANFIEN T BT L 32 12
Recognition of deferred tax assets on
prior year tax losses AFTBRER AR IEELE (14) (8)
Effect on opening deferred tax balances resulting — FEZANE[Z SR & SRR 18
from a decrease in tax rate during the year EREBRA T E (22) -
Write back of over-provision in respect
of prior years AFERERTIM DR (35) (23)
Tax benefits derived from leasing partnerships REABHENTIBEFS (6) (27)
Others HAth 18 (10)
Actual tax (credit)/expense EEHBEHESR) I H (96) 964

13.(LOSS)/PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP
ARBRASERR(EE) %R

The consolidated (loss)/profit attributable to equity holders of the Group includes
a (loss)/profit of (HK$882) million (2007: HK$3,004 million) which has been dealt
with in the accounts of the Bank.

ARBRARBERRGS (BE) A

BEEFARTEREAN(BE) FF

(7 ¥ 882,000,000 7T ) (2007 F : & ¥

3,004,000,0007¢) °

Reconciliation of the above amount to the Bank's (loss)/profit for the year TTFEERNER),SaE e HiR
2008 2007

HKS Mn B8 EET HKSMn BB EET

Amount of consolidated (loss)/profit attributable
to equity holders dealt with in the Bank's
financial statements

Final dividends from subsidiaries and associates
attributable to the profits of the previous
financial year, approved and paid during

B AT HRE 2 I RER
AEBREERE (BB),/ 5 (924) 2,876

REAFEMBRRNEBERR
EMZ RS - TEFER

the year T R B . 128
Bank's (loss)/profit for the year AMIEER(BIE),SEF (882) 3,004
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Notes on the Accounts (continued)

FRIE B &t (&)

14.DIVIDENDS &

(a) Dividends attributable to the year

(a) EEBAFERE

2008 2007
HKS Mn B¥EET  HKS Mn B EET
Interim dividend declared and paid of BEEIR&Z(1,670,869,4190%
HK$0.23 per share on 1,670,869,419 shares FRAE0.23TH R RS
(2007: HK$0.48 per share on 1,568,758,481 (20074 : 1,568,758,481%
shares) (Note 37(i)) FRE0.487T) (M E37() 384 753
Final dividend paid in respect of the previous
financial year on shares issued under
the share option schemes subsequent YHELEE BB EATTREER
to the balance sheet date and before # 1 A AR B RET BIB 1 TAR D
the close of the Register of Members # EFEEERBE 18R
of the Bank, of HK$1.18 (2007: HK$1.03) iR 8. (20074 : BREE1.037T) 98 3
Final dividend proposed after the balance EFEERERIRMARIIRE
sheet date of HK$0.02 per share on 1,673,417,496 /% B A% 75%0.027T
1,673,417,496 shares (2007: HK$1.18 (20074 : 1,574,367,2050%
per share on 1,574,367,205 shares) BREE1.187T) 33 1,858
515 2,614

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

a liability at the balance sheet date.

(b

~

during the year

Dividends attributable to the previous financial year, approved and paid

RS B R MR R HIA B IR A& B
RRAME -

(b) REERERZNBLFERE

Final dividend in respect of the previous
financial year, approved and paid during
the year, of HK$1.18 per share on
1,574,367,205 shares (2007: HK$1.03
per share on 1,550,142,050 shares)

REE M 41,574,367,2050%
FREE1 18T EFE RS
(20074 : 1,550,142,0500% &A%
7#1.037T)

2008 2007
HKS Mn 88 EHET HKSMn BEEET
1,858 1,596
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Notes on the Accounts (continued)

IR a2 (&)

15.EARNINGS PER SHARE =ERRZF|

(a) Basic earnings per share (a) BRERZER
The calculation of basic earnings per share is based on earnings of HK$39 million B B E N 2 ) T 2 BR 25 ) 75 5 39,000,000 7T
(2007: HK$4,144 million) and on the weighted average of 1,666,446,266 (2007: (20074 : 7#%4,144,000,00070) R E#ITE
1,565,141,199) ordinary shares outstanding during the year, calculated as follows: RS 1) hN#E 9 201,666,446,2660% (2007

4 1 1,565,141,1990%) 54 -

Weighted average number of ordinary shares LA B N1 21
2008 2007
Number of Shares Number of Shares
RABEE IRAEE
Issued ordinary shares at 1st January R1ATBMEETEBR 1,574,367,205 1,550,142,050
Effect of share options exercised and shares EATIERRAE K AR
issued in lieu of dividends BITHIR R 2 92,079,061 14,999,149
Weighted average number of ordinary shares K12 A31BEERM A
at 31st December INFEF9E 1,666,446,266 1,565,141,199
(b) Diluted earnings per share (b) BREBEF
The calculation of diluted earnings per share is based on earnings of HK$39 million TR E & A T2 BR % F7% 139,000,000 7T
(2007: HK$4,144 million) and on 1,669,663,642 (2007: 1,574,625,151) ordinary (20074 : #¥54,144,000,0007T) R #EFTAE E
shares, being the weighted average number of ordinary shares outstanding during BETHEIZENTBRIFEARSHMNT
the year, adjusted for the effects of all dilutive potential shares. AR B INHE ¥ 201,669,663,642 % (2007

4 :1,574,625,1510%) 54 -

Weighted average number of ordinary shares (diluted) A ) nAE I 8 (BEE)
2008 2007
Number of Shares Number of Shares
R EE G
Weighted average number of ordinary shares MN12A31BELERGO R
at 31st December AT 1,666,446,266 1,565,141,199
Effect of deemed issue of ordinary shares BREARRIRRE BB AT
under the Bank's share option scheme BENFHERR L ERN
for nil consideration a7 3,217,376 9,483,952

Weighted average number of ordinary shares M12A31BELERGO R
(diluted) at 31st December MEFEHE(EE) 1,669,663,642 1,574,625,151
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Notes on the Accounts (continued)

FRIE B &t (&)

16.DIRECTORS’ REMUNERATION E=Ef$

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong BB B(A THERYE 1611685 E A E =
Companies Ordinance is as follows: FIAT -
Salaries,
allowances Retirement
Directors’ and benefits Discretionary Share scheme 2008
fees in kind bonuses options  contributions Total
5e 20 RIK
BE  REYKE BiETRA RRRE STEIER g
HK$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn

BEEET EWEAx  EWEER  AWEExR  AWEER  B¥EER

Chairman and

Chief Executive FERTHAR
Dr. The Hon. Sir David

LI Kwok-po THERT 0.3 8.3 - 24.1 0.8 335
Executive Directors HITES
Mr. Joseph PANG Yuk-wing YEREE 0.2 3.6 - 12,0 03 16.1
Non-executive Directors FHTES
Dr. LI Fook-wo FiEfEt - - - - - _
Mr. Aubrey LI Kwok-sing FEERE 0.3 - - - - 03
Dr. William MONG Man-wai SREHELT 0.2 - - - - 0.2
Tan Sri Dr. KHOO Kay-peng T 2 &R+ 0.2 - - - - 02
Mr. Richard LI Tzar-kai B4 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen Re%EE: 0.3 - - - - 0.3
Mr. Stephen Charles LI Kwok-sze  ZEIft5E4 0.2 - - - - 0.2
Prof. Arthur LI Kwok-cheung ZEERAE 0.2 - - - - 0.2
Mr. William Doo Wai-hoi MEEEE 0.3 - - - - 0.3
Mr. Kuok Khoon-ean B EEE 0.3 - - - - 0.3

Independent Non-executive

Directors BYFHTES
Mr. WONG Chung-hin HRBLE 0.3 - - - - 03
Dr. LEE Shau-kee Tk EEL 0.2 - - - - 0.2
Dr. Allan WONG Chi-yun BFREL 0.3 - - - - 0.3
Mr. Winston LO Yau-lai BRERE 0.3 - - - - 03
Mr. Thomas KWOK Ping-kwong BRI E4E 0.3 - - - - 0.3
Mr. TAN Man-kou PR kA 0.2 - - - _ 0.2
Mr. Kenneth LO Chin-ming SRIRA A 0.3 - - - - 0.3
Mr. Valiant CHEUNG Kin-piu REZEE - - - - - -
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Notes on the Accounts (continued)

IR a2 (&)

16.DIRECTORS’ REMUNERATION (continued) EZZE#M$ (@)

Salaries,
allowances Retirement
Directors’ ~ and benefits  Discretionary Share scheme 2007
fees in kind bonuses options  contributions Total
e o =28 i\
e  REWkES i RIRHE TR 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEEL  BKAER  ANABR  A%BnEx  E¥EERT BEAEER

Chairman and

Chief Executive IEERTHAR
Dr. The Hon. Sir David

LI Kwok-po FHEBL 03 79 15.4 9.6 0.7 339
Executive Directors HITES
Mr. Joseph PANG Yuk-wing AR Yt 0.2 3.4 3.9 4.8 03 12.6
Mr. CHAN Kay-cheung BREE %4 0.1 1.2 1.3 1.0 0.1 37
Non-executive Directors FHTEE
Dr. LI Fook-wo TRAE LT 0.2 - - - _ 0.2
Mr. Aubrey LI Kwok-sing FEERAE 0.2 - = = - 02
Dr. William MONG Man-wai SRE®BL 0.2 = - - - 0.2
Tan Sri Dr. KHOO Kay-peng P B ER 4TS £ 0.2 = - - - 0.2
Mr. Richard LI Tzar-kai B 0.2 = - - - 0.2
Mr. Eric LI Fook-chuen RERE 0.3 - _ _ _ 03
Mr. Stephen Charles LI Kwok-sze  ZEIfTE 4 0.2 = - - - 02

Independent Non-executive

Directors BYFHTES
Mr. WONG Chung-hin =EBREE 03 - - - - 03
Dr. LEE Shau-kee FRERL 02 - - - - 02
Dr. Allan WONG Chi-yun EFfREL 03 - - - - 03
Mr. Winston LO Yau-lai BRERE 0.3 - - - _ 03
Mr. Thomas KWOK Ping-kwong PWIEE 03 - - - - 03
Mr. TAN Man-kou BRXREE 03 - - - - 03
Mr. Kenneth LO Chin-ming ERSRERL A 03 - - - - 03
4.1 12.5 20.6 15.4 1.1 53.7
Included in the above remuneration were share options granted to Executive FiE e B ERTESRIEAITHIES AR
Directors under the Bank’s Staff Share Option Schemes. The details of these FTEIER TRIRE - BRALSEY RGN
benefits in kind are disclosed under the paragraph “Information on Share Options” BFRREZGRESH[RREER | RRE
in the Report of the Directors and Note 35. PfEE35A ©
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Notes on the Accounts (continued)

FRIE B &t (&)

17.FIVE TOP-PAID EMPLOYEES S5&¥MESHES

2008 2007
HKS Mn B EET  HKS Mn B EERT

Salaries and other emoluments HeREMBE 21 19
Performance-related bonuses IR REEA 3 25
Share options RRRE 52 21
Pension contributions BREHN 2 2
78 67

The remuneration of the five top-paid employees is within the following bands: SEFMRENESNSEGELNT
2008 2007
Number of Number of
Employees Employees
BEAH EEAZ

HK$ &%

6,000,001 - 6,500,000

7,000,001 - 7,500,000 - 2
8,500,001 - 9,000,000 2 -
10,500,001 - 11,000,000 1 -
12,500,001 - 13,000,000 - 1
16,000,001 - 16,500,000 1 -
33,500,001 - 34,000,000 1 1
Included in the emoluments of the five top-paid employees were the emoluments SEF M= E S 215212 (20074F :2f7)
of 2 (2007: 2) Directors. Their respective directors’ emoluments have been included EE o MIHEFHE RER L6

in Note 16 above.
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Notes on the Accounts (continued)

IR a2 (&)

18.SEGMENT REPORTING % EpsR

(a)

152  The Bank of East Asia, Limited Annual Report 2008

Segment information is presented in respect of the Group’s business or
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 include 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)

AEBREEBHR A D A RED #E
Ko AREB D BRY & AEE NI B E
KHEESRZ R - BULRA I EB D BE R
EAHETR -

EBDE
REBREUTEEXEB D

BAASRRBEBEATEE  EAEFHHE
|RIT OHBIEER - BBER - EARER
FARHE T EAR P R ARITR -

CERITEBRBELEEERRBER &
ERE  mEER- m%ﬁyx BHEBE
K ERERE  BREIERAESEBREEE

FHIRIRTT

BRERTEBEBEMEEE  EFFLLERE
B RREHBELEESEERY

CERBEEARARERY - RRELES
ZIRY - RBEFEEERIEFERS o

HEB RFRTRR - KB
BRARET

T M B A

%’ﬁ?éﬁﬂ’ﬂ%i%lﬁﬁfg’ﬂ%qﬂ%m ]
i AREAMREES TR ﬁﬂ%ﬁiiﬁ%“*
HYZETS




Notes on the Accounts (continued)

FRIE B &t (&)

2008
Personal
Financial ~ Corporate Investment  Corporate Inter-segment
Services Banking Banking Services Others Unallocated  elimination Consolidated
fAA AHEZ
SRR LERT RERT ERE Hety K28 REEH GEHBE
HKS Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn
BYEEr A¥EEn  AMEEr E¥EEn  BMEEn  BMEEn  BYEER  A%EER
The Group £8
Net interest income/(expense) ERBMA/ (L) 1,686 5,046 (122) 2 181 - - 6,793
Other operating income/(expense) from JEESMRE P HIE
external customers &EWA /(L) 808 (156) (2,009) 815 146 60 - (336)
Inter-segment income AEEZRAMA - - - - - 213 (213) -
Operating income "EPA 2,494 4,890 (2,131) 817 327 213 (213) 6,457
Operating expenses mEsi (2,238) (2136) 431) (502) (276) (196) - (5,779)
Inter-segment expenses AHELRSZMN (165) (24) (12) - (2) (10) 213 -
Operating profit/(loss) before ABEERKZ
impairment losses T/ (B1R) 91 2,730 (2,574) 315 49 67 - 678
(Charge for)Write back of impairment
losses on loans and advances BRRERL () /B (128) (822) - (10) 2 - - (558)
Write back of impairment losses on
bank premises HERERKEE - - - - - 6 - 6
Impairment losses on available-for-sale A HESREE »
financial assets, held-to-maturity BERISREREE
investments and associates NAIZRERX - - (263) - (133) - - (396)
Operating (loss)/profit after impairment 2 HI&H{ERR %2
losses B (E8)/RH (37) 2,308 (2.837) 305 (82) 7B - (270)
Profit/(Loss) on sale of fixed assets, HERTEE e
avalable-for-sale financial assets, ERAE REIH
held-to-maturity investments and REARNBAR/HE
subsidiaries/assaciates NRZER/ (BE) 1 ) 230 - 9) 179 - 393
Valuation losses on investment properties E{ZRANEEE - - - - (168) - - (168)
Share of profits less losses of associates  [E(EE S RlE RIS E 5) 167 17 - (127) 1 - 53
(Loss)/Profit before taxation KA (E8) /851 (41) 2,467 (2,590) 305 (386) 253 - 8
Depreciation for the year EERTE (169) (116) 37) (17) (10) (88) - (437)
Segment assets PHBE 54,254 178,015 155,371 3,400 5,506 - - 396,546
Investments in associates BANARE Y] 2,126 113 - 204 1 - 2,486
Unallocated assets ABEE - - - - - 16,222 - 16,222
Total assets BELEE 54,296 180,141 155,484 3,400 5710 16,223 - 415,254
Segment liabilities NUBE 173,515 153,810 36,146 119 3254 - - 366,844
Unallocated liabilities AOBAE - - - - - 4,889 - 4,889
Loan capital EEER - - - - - 11,036 - 11,036
Total liabilities AR 173,515 153,810 36,146 119 3,254 15,925 - 382,769
Capital expenditure incurred
during the year ERNEARR 105 366 397 n 8 1,667 - 2,615
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Notes on the Accounts (continued)

IR a2 (&)

18.SEGMENT REPORTING (continued) 9 ZPIRE (@)

(a) Business segments (continued) (a) XHBHE(E)
2007
Personal
Financial Corporate  Investment Corporate Inter-segment
Services Banking Banking Services Others  Unallocated  elimination ~ Consolidated
BA PR

SRRE BT RERT ERE Hiy FHE RGHEH e
HKS Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET A¥EEr ABEEr  A%EEr  A¥EEr  BMEEn  B%ESn  A%EER

The Group %8
Net interest income/(expense) EREMA/ () 1,996 2,970 980 1 31 (1) - 5,977
Other operating income from RENRERH

external customers HAEEWA 1,056 446 308 759 239 29 - 2,837
Inter-segment income DEEZZHWA == = _ = = = - 18 (%) -
Operating income FEWA 3,052 3416 1,288 760 270 186 (158) 8,814
Operating expenses RS (1,898) (1,327) (570) (441) (222) (233) - (4,691)
Inter-segment expenses PHBRHZM () ) @) = | @ 6) 18 -
Operating profit/(loss) before FABRERLZ

impairment losses mEEH/ (Bi8) 1,028 2,072 il 319 4 (53) - 4123
(Charge for)/Write back of impairment

losses on loans and advances BARERA(ZH) /R 43) (172) - () 4 - - (216)
Write back of impairment losses on

bank premises HbRER LB - - = = = 132 - 132
Impairment losses on available-for-sale  FIEHESREE -

financial assets, held-to-maturity BEIBREREE

investments and associates DEIREEX = = (311) = = = - (311)

Operating profit after impairment losses B I R4 14

S 985 1,900 400 314 50 79 - 3,728

Profit/(loss) on sale of fixed assets, HERTEE  AitHE

available-for-sale financial assets, CRAE  HEHH

held-to-maturity investments and NNV

subsidiaries/assaciates NAZER/ (BiB) - - 1,073 - - 1) = 1,072
Valuation gains on investment properties 11t & &7 - - - - 293 - = 293
Share of profits less losses of associates ~ FE(5ES S\ lE FIFEE 3 U = 3 = = 2
Profit before taxation BRATRA 988 1,934 1,525 314 346 78 - 5,185
Depreciation for the year FERITE (128) (74) (26) (14) 8) (76) - (326)
Segment assets PHEE 56,901 159,796 151,171 1,106 8,218 1,014 - 378,206
Investments in associates NG 55 2,261 133 = 343 1 = 2,793
Unallocated assets AEEE = = = = = - a0 - 12980
Total assets BEESE 56,956 162,057 151,304 1,106 8,561 13,995 - 393,979
Segment liabilities HHEE 171,181 114,690 55,647 126 2,671 - - 344321
Unallocated liabilities ANEEE - - - - - 5,560 - 5,560
Loan capital BEEX = = = = = - Mgk - 13652
Total liabilties BEAE 171,181 114,690 55,647 126 2,677 19,212 - 363,533
Capital expenditure incurred

during the year FERERES 48 400 226 56 17 445 - 1,192
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Notes on the Accounts (continued)
BRIEHZE (4E)

(b) HEDE
RED B ENEREMNBARNEER
BAREE - AMATME @ IREERS
REIBEEANRZ DITHE T AR o

(b) Geographical Segments
The information concerning geographical analysis has been classified by the
location of the principal operations of the subsidiaries, or in the case of the Bank
itself, by the location of the branches of the Bank responsible for reporting the
results or booking the assets.

2008
People’s Other Inter-
Republic of Asian segment
Hong Kong China Countries Others  elimination Consolidated
HE Hit 2EEZ
&R  ARANE 0 [EES Hity REEH FEAE
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥EAET O EWEERR  A%EER B¥EER  EMBEER  E¥EER
The Group £8
Operating income BERA 2,962 3,447 525 492 (969) 6,457
Profit/(loss) before taxation BHAET/ (BE) (1,876) 1,484 381 19 - 8
Total assets BELS 284,089 141,012 18,735 28,946 (57,528) 415,254
Total liabilities BEEE 255,882 129,123 15,778 24,372 (42,386) 382,769
Contingent liabilities
and commitments HRE BN 53,162 15,944 3,818 3,244 - 76,168
Capital expenditure
during the year FENEARR a7 2,028 70 40 - 2,615
2007
People’s Other Inter-
Republic of Asian segment
Hong Kong China Countries Others glimination  Consolidated
hi Hits PR
BE  ARHAREA THER Hity RXHHEH FREE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥RET BNesr  A¥EEr  A%EER  BBAER  B¥ARER
The Group £H
Operating income LA 5,938 2,391 446 578 (539) 8,814
Profit before taxation AR AR A 3,568 1,227 229 161 - 5,185
Total assets BERH 288,115 111,711 19,472 29,968 (55,287) 393,979
Total liabilities aELH 261,012 101,516 16,609 26,037 (41,641) 363,533
Contingent liabilities
and commitments FARBBRARE 52,063 14,431 7,045 5,197 - 78,736
Capital expenditure
during the year FEREARY 250 617 238 87 - 1,192
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Notes on the Accounts (continued)

IR a2 (&)

19.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 42(c))
RERERTNE S BBEBHNE T (FHEE42(c)

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn B¥EET HKSMnBEEETL HKSMnB¥EET HKSMn BEEET

Cash in hand He 1,083 824 698 632
Balances with central banks FERRIBTHER 17,911 10,605 167 129

Balances with banks and TERATME
other financial institutions SRMEN ST 9,111 6,424 3,987 2,372
28,105 17,853 4,852 3,133

20.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
ERITRAMESBMEBNER

The Group £ The Bank 817
2008 2007 2008 2007
HKS Mn BBEET HKSMnBEEEL HKSMnB¥EERL  HKSMn BEEET

Placements with banks and TESRTT R & B
authorised institutions RFER 96,458 92,930 92,735 82,967
Placements with other
financial institutions FEEMEBEENTER 116 1,774 - 156
96,574 94,704 92,735 83,123
Maturing | ERERR
- within one month —-1EAR 46,714 65,361 43,009 56,569
— between one month and one year ~ —11EAZ1ER 49,860 29,343 49,726 26,554
96,574 94,704 92,735 83,123
21.TRADE BILLS B Z =i
The Group £E The Bank 17
2008 2007 2008 2007

HKS Mn 88 EET HKSMnBEEET HKSMnBEEET HKSMnAEEET

Gross trade bills BH5EBEE 1,164 812 521 470

156 The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)

FRIE B &t (&)

22.TRADING ASSETS R 5 HAREE

The Group £ The Bank 817
2008 2007 2008 2007
HKS Mn BB EET HKSMnBEEET HKS Mn B¥EERL  HKSMn BEEET

Treasury bills (including HEEH
Exchange Fund Bills) (BIEINEESER) 400 1,195 400 1,195
Debt securities ERES 126 18 126 18
Equity securities fRinE& 989 1,808 949 1,744
Investment funds REES 188 274 188 274
Trading securities RHBBES 1,703 3,295 1,663 3,231
Positive fair values of derivatives THETEMEATE
(Note 41(b)) (HizE 41(0)) 1,734 1,552 1,251 1,390
3,437 4,847 2,914 4,621
Issued by: BT
Central governments and
central banks R RIRTT 400 1,195 400 1,195
Public sector entities DNEHE 13 19 13 19
Banks and other financial
institutions ROTRE S RIKE 443 546 433 533
Corporate entities TrEER 840 1,524 810 1,473
Other entities HiEeE 7 11 7 11
1,703 3,295 1,663 3,231
Analysed by place of listing: REmiEA :
Listed in Hong Kong EEB LM 825 1,627 785 1,563
Listed outside Hong Kong ERBAINYE Ei 294 211 294 211
1,119 1,838 1,079 1,774
Unlisted FEH 584 1,457 584 1,457
1,703 3,295 1,663 3,231
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Notes on the Accounts (continued)

IR a2 (&)

23.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EERBRESRURRAFEENEHEE

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn B¥EERT HKSMn BB EET HKSMn B EERT HSMnEEEET

Certificates of deposit held BENEDE - 50 - 50
Debt securities EEA 4,130 8,608 4,114 8,591
4,130 8,658 4,114 8,641
Issued by: BT
Public sector entities N 142 184 142 184
Banks and other financial
institutions RITREM S RIHE 1,642 1,09 1,634 1,087
Corporate entities TEEE 2,346 7,378 2,338 7,370
4,130 8,658 4114 8,641
Analysed by place of listing: R EmiRA
Listed in Hong Kong EBEB LM 1,325 1,755 1,325 1,755
Listed outside Hong Kong HEERBIMEE £ 1,178 79 1,161 779
2,503 2,551 2,486 2,534
Unlisted ¥Em 1,627 6,107 1,628 6,107
4,130 8,658 4114 8,641
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Notes on the Accounts (continued)
BRIEHZE (4E)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EFE&XR K EHMAERE

(@) Advances to customers and other accounts (a) EFERRHMERE
The Group £8 The Bank #17
2008 2007 2008 2007

HKS Mn 88 EET HKSMn A% EET HKSMnBEEET HKSMnAEEET

(i) Advances to customers EFER 230,339 218,184 131,123 134,858
Less: Impairment allowances B OREER
~ Individual —{&gI (523) (264) (438) (79)
- Collective —BE (521) (433) (392) (332)
229,295 217,487 130,293 134,447
(iiy  Other accounts HibiRIE
Advances to banks and
other financial institutions* RITREM S RBEE R 850 2,008 205 209
Notes and bonds B 129 262 125 258
Certificates of deposit held FENERE 39 39 39 39
Accrued interest FEETAIE 1,863 1,912 1,119 1,414
Bankers acceptances RITRLER 2,989 1,426 272 309
Other accounts HiARTE 8,592 8,637 6,587 5,016
14,462 14,284 8,347 7,245
Less: Impairment allowances  : REER
— Individual —{&ER! (23) (25) - =
— Collective -BE (9) (6) - -
14,430 14,253 8,347 7,245
243,725 231,740 138,640 141,692
*  The above advances to banks and other financial institutions include:- * DRI REMSBEEEREE
Receivables from reverse repurchase agreements under which the Group obtains securities R D8 8 < MRS - IRIEZ i A 5
on terms which permit it to re-pledge or resell securities to others in the absence of BRI &SRS RMKIGREREENZERT
default. At 31st December, 2008, the fair value of financial assets accepted as collateral AIBEKAREEFSF T HMAL - R20085F
that the Group is permitted to sell or re-pledge under such terms is HK$155 million (2007: 128318 @ RIBZIGEHAEE A H S BE
HK$1,275 million). W RAEE 2 A FEE AA#155,000,000

7t(20074F : #%1,275,000,0007T) ©
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Notes on the Accounts (continued)
FRIE B it (4E)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(b) Impairment allowances against advances and other accounts for 2008 (b) 2008F & F R HAbARIE 2 B{E%EMR
The Group%
Advances to customers Other Accounts Total
EFEX HitfRE %
Individual Collective Individual Collective Individual Collective
] e &3l 2R 18Rl e
HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn HK$ Mn

BREAErT EREREx  EREER  EWEER  AWEER  BWEER

At 1st January R1A1R 264 433 25 6 289 439
New provisions charged to BRIRAE S
profit and loss account G
(Note 10) (Ffi=£10) 583 183 13 - 596 183
Net provisions released back to BEEERN
profit and loss account EETE
(Note 10) (FizE10) (204) - (5) - (209) -
Amounts written off bt (245) (96) (10) - (255) (96)
Recoveries (Note 10) Yr el (BizE10) 140 - - - 140 -
Additions through acquisition EAMRBARN
of subsidiaries b - - - 3 - 3
Effect of discounting HEITNEE
(Note 3) GiE=) (12) - - - (12) -
Exchange adjustments 0 5 % (3) 1 - - (3) 1
At 31st December M12A31H 523 521 23 9 546 530
The Bank$R 1T
Advances to customers Other Accounts Total
EFEX HitdRE ot
Individual Collective Individual Collective Individual Collective
i it ] &R 2R &5l 2
HKS$ Mn HKS$ Mn HKS Mn HKS Mn HKS Mn HKS$ Mn

BREEx BMEEx AWEAx  A¥EEx  B¥%EEx  EWAEER

At 1st January ®1A1R 79 332 - - 79 332
New provisions charged to B RAX e

profit and loss account % 460 149 6 - 466 149
Net provisions released back to BEEERN

profit and loss account pidrepnek (153) - - - (153) -
Amounts written off Gk (50) (87) (6) - (56) (87)
Recoveries Yrlelz8 115 - - - 115 -
Effect of discounting STENNRE (10) - - - (10) -
Exchange adjustments R 3) @) - - 3) @)
At 31st December R12A318 438 392 - - 438 392
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Notes on the Accounts (continued)

FRIE B &t (&)

(b) Impairment allowances against advances and other accounts for 2007 (b) 2007F &R HEALRRIE 2 BEER
The Group&£ &
Advances to customers Other Accounts Total
BFER HiiRIE et
Individual Collective Individual Collective Individual Collective
&R i &5l 2 e B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEEL  B%EER  A%AER  A%EEr  E¥EET  BBEER

At 1st January R1A18 254 444 26 8 280 452
New provisions charged to BRIRAS S
profit and loss account HEE
(Note 10) (FfiEE10) 336 68 10 - 346 68
Net provisions released back to AEBRRA
profit and loss account EEFE
(Note 10) (FizE10) (183) - 4) (3) (187) @)
Amounts written off b6k (246) (87) (8) - (254) (87)
Recoveries (Note 10) b EkECGEI) 107 - - - 107 -
Additions through acquisition BAKE R R
of subsidiaries ®E - - - 1 - 1
Effect of discounting HENYE
(Note 3) (FizE3) ®) - - - 8) =
Exchange adjustments 0 5F 4 8 1 - 5 8
At 31st December R12A31H 264 433 25 6 289 439
The Bank$R47
Advances to customers Other Accounts Total
BFER HAhARIE FaE
Individual Collective Individual Collective Individual Collective
1R 2 &1 2 (e 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEEL  EKEER  ANABR  A%BEx  E¥BERT BEEER

At 1st January ®1A1R 160 432 - - 160 432
New provisions charged to BRARAS S

profit and loss account e 251 102 - - 251 102
Net provisions released back to AEBRIRA

profit and loss account KT (153) = = = (153) =
Amounts written off b6k (241) (84) = = (241) (84)
Recoveries ek 80 - - - 80 -
Transfer to The Bank of B ARDRIT

East Asia (China) Limited (FE)BERAF (17) (122) - - (17) (122)
Effect of discounting SERRNFE (5) - - - (5) -
Exchange adjustments [ 5 9% 4 4 - - 4
At 31st December R12A318 79 332 - - 79 332
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Notes on the Accounts (continued)

IR a2 (&)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(c) Advances to customers — by industry sectors () BEFEXR-RTX2E
The analysis of gross advances to customers and the percentage of secured ROESBNEFPERERREGERERD
advances by industry sector is based on the categories and definitions used by the AN ERREBCREEBAEKANER
Hong Kong Monetary Authority. FEZ o
2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
BEREHH ‘ HEREHH
EXAH Bat S A7t
HKS Mn BB EE T % BA%E HK$ Mn BEEETT % BHX%
The Group £8
Loans for use in Hong Kong EEEFERNER
Industrial, commercial and financial ITEEHE
— Property development —MEER 8,855 61.25 9,080 66.41
- Property investment —ERE 27,431 86.88 26,023 87.04
- Financial concerns — SRt 2,542 69.94 1,932 76.71
— Stockbrokers —RELLR 550 99.75 659 99.60
— Wholesale and retail trade —HEETER 2,405 64.60 1,469 50.12
- Manufacturing —BUng 2,055 52.54 1,934 4835
— Transport and transport
equipment — BRI E R 3,642 74.80 4,345 70.36
— Recreational activities —JREEE) 285 91.1 285 90.81
- Information technology — &R 4 49.13 5 38.89
- Others —Hff 9,954 71.52 9,673 72.40
- Sub-total —/Net 57,723 76.78 55,405 77.27
Individuals A
— Loans for the purchase of
flats in the Home Ownership -EBE(EEREEHE
Scheme, Private Sector [AAZREEREIR
Participation Scheme and [HEEEHERE]
Tenants Purchase Scheme BFEHER 1,318 100.00 1,041 100.00
- Loans for the purchase of
other residential properties ~BEEMEENENER 24,297 99.74 36,245 99.68
— Credit card advances —EARER 2,997 0.00 2,619 0.00
- Others —Hit 6,553 74.35 5,450 70.57
— Sub-total — /it 35,165 86.52 45,355 90.43
Total loans for use in Hong Kong EERAERNER @GR 92,888 80.47 100,760 83.20
Trade finance ZoRE 2,905 59.03 3714 57.09
Loans for use outside Hong Kong* HEEBIAIME R & 134,546 76.56 113,710 72.67
Total advances to customers EFEREH 230,339 71.91 218,184 71.27
*  Loans for use outside Hong Kong includes the following loans for use in the PRC. * EEBMMERNEREEATETEAR
HANE A EK
2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
E}E#E’inﬂﬁ ‘ HEREHH
EXAT Bz A7t
HKSMn BB EE T % Eﬁ$ HK$Mn BB E ST % BH%
Property development MR 14,351 78.64 11,399 72.07
Property investment MERE 24,215 87.95 22,049 92.58
Wholesale and retail trade HERTER 19,021 88.93 11,276 84.46
Manufacturing LR 9,547 63.58 7,418 47.35
Others Hi 31,906 69.99 27,173 59.45
99,040 78.66 79,315 72.90
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Notes on the Accounts (continued)

BRIER (4

2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
ﬁﬁ#ﬁw‘ﬂ } BEAERN
EXeE ENEE Aot
HKS Mn B¥EE T % Eﬁ$ HKS Mn BEE ST % BHX
The Bank
Loans for use in Hong Kong E?,ﬁﬁﬁﬁ HER
Industrial, commercial and financial IEcr
- Property development —MEER 8,844 61.32 8,967 67.25
~ Property investment —WERE 27,345 86.84 25,939 87.00
- Financial concerns —-SRbE 2,542 69.95 1,931 76.73
~ Stockbrokers —RELL 550 99.75 659 99.60
— Wholesale and retail trade —BEETERX 2,353 63.82 1,457 49.72
— Manufacturing —SUE% 2,055 52.54 1,935 4835
- Transport and transport
equipment —BREEERE 3,642 74.80 4,345 70.36
~ Recreational activities —IREEE) 285 91.11 285 90.81
~ Information technology — BB 4 49.13 5 38.89
- Others —H 9,830 71.16 9,454 71.76
- Sub-total — N5 57,450 76.69 54,977 77.30
Individuals A
- Loans for the purchase of
flats in the Home Ownership -BEIREREREHE]
Scheme, Private Sector [LAZEBERE:EIR
Participation Scheme and [AEERERE
Tenants Purchase Scheme BFMER 1,318 100.00 1,041 100.00
~ Loans for the purchase of
other residential properties —-BEHEMETENENER 24,273 99.75 36,220 99.68
- Credit card advances —-EARER 2,997 0.00 2,619 0.00
- Others —Hfth 6,147 74.92 5,318 71.35
- Sub-total —/Net 34,735 86.76 45,198 90.58
Total loans for use in Hong Kong EEAERNER AR 92,185 80.49 100,175 83.29
Trade finance ZomE 2,684 58.87 3,353 54.92
Loans for use outside Hong Kong* TERBLNIMERREF* 36,254 57.35 31,330 58.35
Total advances to customers EEEF®E 131,123 73.65 134,858 76.79
*  Loans for use outside Hong Kong includes the following loans for use in the PRC. * EEBMEBHERBEUTEFEAR
HEMBEFEREERK -
2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
ﬁﬁ#ﬁﬂﬂ'] HHERERD
ERam EaE Epd
HKS Mn % EE T % Eﬁ% HK$ Mn BEHETT % B %
Property development MR 2,310 0.00 1,381 9.95
Property investment MERE 951 98.95 824 96.36
Wholesale and retail trade HERTEZ 12 99.97 - 0.00
Manufacturing B EES 1,878 74.86 672 13.92
Others Hith 2,733 8.17 1,870 0.00
7,884 32.75 4,747 21.59
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Notes on the Accounts (continued)
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24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(c) Advances to customers — by industry sectors (continued) () BFER-—RITEIEE)
Individually impaired loans, as well as relevant information, in respect of industry NTRAESBAEEFERBEEED 2+
sectors which constitute 10% or more of total advances to customers are as A EREFH - BERRENER - @5
follows: REBREEHNT
The Group £E The Bank 17
2008 2007 2008 2007
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER BEEET BEEER BEEET
(i) Property development () PEZE
a.  Individually impaired loans a. CEBRENER 207 305 m 181
b.  Individual impairment
allowance b. {ERIREERE 8 90 2 -
¢ Collective impairment
allowance « BEREEE 36 35 20 23
d.  Provision charged to d. RERIRZH
profit and loss HEE
— individual impairment loss S IHIEEES 2 - 2 -
- collective impairment loss —REEREEL 12 12 7 8
e Written off e. Wi 84 - - -
(i) Property investment (i) MERE
a.  Individually impaired loans a. CEBRENHER 145 23 6 13
b.  Individual impairment
allowance b. {ERIREERE 29 - - -
¢.  Collective impairment
allowance « BEREEE 9% 89 62 59
d.  Provision charged to d. RERIRZH
profit and loss HEE
~ individual impairment loss i GVERER ES 29 - - -
- collective impairment loss —HEHERL 24 27 16 20
e Written off e s - = - =
(iii) Loans for purchase of (i) BEEMEENENER
residential properties
a.  Individually impaired loans a. BERIREMER 117 189 108 166
b.  Individual impairment
allowance b. ERIREER 2 6 2 6
¢ Collective impairment
allowance « BEREEE 30 25 21 18
d. Provision charged to profitand ~ d.  RIEZEX
loss HER
- individual impairment loss — BRI EEL 5 7 5 7
— collective impairment loss - BRRHERE 6 3 3 -
e.  Written off e. Mgy 3 6 3 6
(iv) Wholesale and retail trade (v) HEETEF
a. Individually impaired loans a. BERIREMER 22 112 181 9%6
b.  Individual impairment
allowance b. ERIBEEE 129 24 120 24
¢ Collective impairment
allowance « BEREEE 48 27 24 14
d. Provision charged to profitand ~ d.  AEZIEZ
loss R
- individual impairment loss — BRI EEL 133 39 116 37
— collective impairment loss - BEHERE 21 11 12 3
e.  Written off e. Mgy 4 8 4 6
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Notes on the Accounts (continued)
BRIEHZE (4E)

(d) EFER-ZEEHSE
BEPERABRERIEANSE - 2RE
RSEFHMEL  YEARBERREREA
= —KME  BREERNERESTIER
SEFRAEMMBERN — TR - RxlERE
RBITHREKIRITHBINDIT - MARIRTT
B AR =R BE N0 IFRRIN 2 5 S FHOFTAED »
RERRSH —(ARREEIE—ERR -

(d) Advances to customers — by geographical areas
The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general, such
transfer of risk takes place if the claims are guaranteed by a party in a country
which is different from that of the counterparty or if the claims are on an overseas
branch of a bank whose head office is located in another country.

The Group £8
2008
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BHI3MEA
EFEX BEW HEEF EBIRE EREE
“m EFER EX £ £
HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn
AYEET AEEET BEEET BERET BERET
Hong Kong Bt 112,038 207 642 267 278
People’s Republic of China HE ARAAE 85,741 242 454 78 115
Other Asian Countries HbTMBIR 10,798 159 246 168 103
Others =) 212 5 244 0 25
Total FEkE 230,339 633 1,586 523 521
% of total advances to EEEETEEN
customers ANt 0.69%
Market value of security
held against impaired REE R
advances to customers HRmmE 3,769
The Group £
2007
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BEE3(E A
REER VA LAY RER ERRE BERE
o EFER &0 P %A
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEBET BERET BERET BEEET
Hong Kong 0 123,539 296 622 148 265
People’s Republic of China HEAREANE 62,518 114 334 87 84
Other Asian Countries HibmMER 10,340 57 90 28 60
Others Hits 28 o 9% o 24
Total FEES] 218,184 468 1,242 264 433
% of total advances to ERFERGRER
customers BAL 0.57%
Market value of security
held against impaired HEER
advances to customers HRmmE 3,647
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Notes on the Accounts (continued)

IR a2 (&)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(d) Advances to customers — by geographical areas (continued)

(d) EFER-REHDEE#E)

The Bank 47
2008
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
RE3MEA
EFER M E# HEEF {EBIR{E BEAE
fam EFEX &7 £ £
HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn
BYRET BERET BERET BERET BERET
Hong Kong 0 93,211 169 556 232 248
People’s Republic of China HEARHAE 14,271 95 280 36 26
Other Asian Countries HbTMBIR 9,856 159 246 168 102
Others it o _w13mwes “ 192 2 16
Total A 131,123 437 1,274 438 392
% of total advances to EEFETEEN
customers ANt 0.97%
Market value of security
held against impaired HEER
advances to customers KHERME 2,168
The Bank 81T
2007
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
@E3(EA
REER Wl RERP {ERIRE BERE
o BEER - £ %fE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET BERET BERET BEEET BEARET
Hong Kong a5 104,082 206 442 50 237
People’s Republic of China FE AR AME 8,521 2 189 1 23
Other Asian Countries EHaMExR 9,511 56 89 28 60
Others Hity Y 2L = v = ______ 12
Total kel 134,858 264 897 79 332
% of total advances to ERFPEREER
customers ANt 0.67%
Market value of security
held against impaired AEER
advances to customers HERME 2,282
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Notes on the Accounts (continued)
BRIEHZE (4E)

Impaired loans and advances are individually assessed loans with objective evidence BB B TR M BI H 3R % B (B 8 4R T ZE (8 B
of impairment on an individual basis. The above information by countries or FAENER - A FERERKEHSENHE
geographical areas is derived according to the location of the counterparties after # o RIBER 5 EF eI B B R ER
taking into account any transfer of risk. B E & o
There were no impaired advances to banks and other financial institutions as at 72008412 A31H k2007412 A31H - iR
31st December, 2008 and 31st December, 2007, nor were there any individual TREM S REENERRTEREERK
impairment allowances made for them on these two dates. TMER ZEE IR B AR IREEMS -

(e) Advances to customers — Net investment in finance leases () BEFEXN—MEHENFRERE
Advances to customers include net investment in equipment leased under finance BEFERBEAREHERNE L HRME -
leases. The total minimum lease payments receivable under finance leases and their REMEESERNZEHRENREE &
present values at the year end are as follows: HREWT -

The Group and The Bank £E R 1T

2008 2007
Present Interest Present Interest
value of income Total value of income Total
the minimum relating minimum  the minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments

RIEAE HERR REEE RIEHE HRBIARA REHE
ARRE FSWA DEEE FHHRE MBHA s
HK$ Mn HKS Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEET E%EAx  EWEEx  AREEn B¥asn  AKEER

Amounts receivable: FEIRRAA -
Within one year 1EAR 1,280 152 1,432 1,087 202 1,289
After one year but

within five years 1E LB Z5ER 1,512 206 1,718 1,434 401 1,835
After five years SEDAE 1,468 246 1,714 1,900 632 2,532

4,260 604 4,864 4,421 1,235 5,656
Less: Individual impairment
allowances  : ERIREER (21) (4)

Net investment in

finance leases BERENFIRER 4,239 4,417
The net investment in finance leases is carried on the balance sheet as a receivable. MERENFREFHRIEERUBRTARE
No accrual is made for the interest income relating to future periods. BEXR  EXER RIS HEA
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IR a2 (&)

25.AVAILABLE-FOR-SALE FINANCIAL ASSETS TmItHESREE

The Group £ The Bank 817
2008 2007 2008 2007
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEERL AEREL BEEERL AEHET
Treasury bills (including BEES
Exchange Fund Bills) (BIEINEESER) 10,391 2,869 4,558 2,838
Certificates of deposit held BENGERE 762 807 508 766
Debt securities ERER 6,398 6,797 5,210 5,682
Equity securities R EH 899 1,602 611 1,248
Investment funds REES 110 142 98 74
18,560 12,217 10,985 10,608
Issued by: BATHES
Central governments and
central banks R RBT A R ER 1T 10,419 2,914 4,558 2,858
Public sector entities NERE 231 2,337 126 2,297
Banks and other financial
institutions RITREAM S Rt 5,773 4,076 4,759 3616
Corporate entities ¥R 2,027 2,586 1,444 1,601
Other entities HinEfe 110 304 98 236
18,560 12,217 10,985 10,608
Analysed by place of listing: B EmiRA
Listed in Hong Kong EBEB LM 397 1,025 197 760
Listed outside Hong Kong EBBAINGE £ 9,329 2,548 2,619 1,619
9,726 3,573 2,816 2,379
Unlisted JEET 8,834 8,644 8,169 8,229
18,560 12,217 10,985 10,608
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Notes on the Accounts (continued)
BRIEHZE (4E)

26.HELD-TO-MATURITY INVESTMENTS & ZZ|HIRE

The Group £ The Bank 817
2008 2007 2008 2007
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL AEEET BEEEL BEAEET
Treasury bills (including Exchange BEEE
Fund Bills) (RIENEELEZR) 180 67 180 67
Certificates of deposit held FENERE 1,717 1,625 1,056 702
Debt securities EsEs 326 9Im 2189 8,046
5113 10,803 3,425 8,815
Less: Impairment allowances W OREER . wopn @4 (@07 (42)
_______ 3006 | ___ 10701 ____338 873 _
Issued by: BITHEE
Central governments and
central banks AR RFIT 243 5,411 239 5,407
Public sector entities NEHE 318 664 231 544
Banks and other financial
institutions PITREM S RIS 3,344 3,507 2,117 2,051
Corporate entities txEE 100 1179 B m -
5,006 10,761 3,318 8,773
Analysed by place of listing: REmEA :
Listed in Hong Kong EBB LM 287 194 268 174
Listed outside Hong Kong ERESMEEET 1863 2129 1477 16%
2,150 2,323 1,745 1,870
Unlisted #ts 285% 8438 1573 6,903
5,006 10,761 3,318 8,773
Market value: TiE:
Listed securities EoEE 2,028 2,330 1,640 1,882
Unlisted securities FrmEx 2870 8463 159 6914
4,898 10,793 3,209 8,796
Movement of impairment allowances B &
The Group £E The Bank 17
2008 2007 2008 2007
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEER BEBET BEEER BERET
At 1st January MA1R 42 - a2 -
Charge for the year FENZH 44 4 a4 4
Exchange and other adjustments 0 3, R L fth 32 ... -
At 31st December ®12A318 107 4 107 4

RERITHERAA
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Notes on the Accounts (continued)
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27.INVESTMENTS IN SUBSIDIARIES B A R&RE

The Bank 17
2008 2007
HKS Mn 88 EHERT  HKSMn B EET

Unlisted shares, at cost
Less: impairment allowances

MR (RE)
B OREZER

11,906 10,774
(233) (170)
11,673 10,604

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.

NTHERBEAREENEE BEXA
BEEAFENNEBAR - HERNHBER
Bedn o

Details of these companies are as follows:— IEERRINFBAT
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERAT AEH
AR BB EMREELEE ERTRAZRE Frib R FribfEm EBHE
Bank of East Asia (Trustees) Hong Kong HK$%%150,000,0007T 100% Trustee
Limited 8 EREARTS
RERITUSFE)BRAF
BEA Life Limited Hong Kong HK$/%#5500,000,0007T 100% Life insurance
ROAFRBERAA B AE
BEA Pacific Asia Limited Hong Kong US$13,000,000% 7T 100% Investment holding
BB AR
BEA Pacific Holding Bermuda HK$75%510,0007T 100% Investment holding
Company Limited BRE AR
Blue Cross (Asia—Pacific) Hong Kong HK$%#750,000,0007T 100% Insurance
Insurance Limited BB R
ETF(BR)REBERAR
BEA Union Investment Hong Kong HK$7%%510,000,0007T 51% Asset management
Management Limited B BEEE
R LR BB AR AR
Carribean Corporate Barbados BDSEEEE % H7$2,0007T 60.49%  Corporate secretarial
Services Ltd. EEZi and accounting services
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Notes on the Accounts (continued)
BRIEHZE (4E)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERAT TEE
AR ERE EMREELEYE ERTRAZRE FritfEss FritfEm  EBME
Credit Gain Finance Hong Kong HK$ 817 100% Money lenders
Company Limited BB BERA
BEMBAERAT
East Asia Financial BVI US$24,096,0003 T 100% Investment holding
Services (BVI) Ltd. HBRLHS B
East Asia Futures Limited ~ Hong Kong HK$/%#7,000,0007T 100% Futures and
REMERRAF B options trading
HERBEEER
*East Asia Holding US.A. US$5% 7t 100% Bank holding company
Company, Inc. e RITIEAR A A
East Asia Indonesian Seychelles US$100,0003< 7T 100% Investment holding
Holdings Limited EER AR
East Asia Investments BVI HK$/%%186,038,7257T 100% Investment holding
Holdings (BVI) Ltd. RBELAS TE R
*East Asia Properties U.S.A. US$53&TT 100% Property holding
(US), Inc. ESE MERH
East Asia Secretaries BVI HK$/%#%300,000,0007T 75.6% Investment holding
(BVI) Limited EBETES RE AR
East Asia Securities Hong Kong HK$##25,000,0007T 100% Securities broking
Company Limited B BHEE
REBHARAF
East Asia Strategic BVI US$50,000,000% T 100% Investment holding
Holdings Limited RERIHE AR
Flowery World Corporation BVI US$13E7T 75.6% Holding company
KBRS ZERAF]
PFA Malaysia Sdn. Bhd. Malaysia RM 5 #5750,0007T 60.49%  Secretarial, finance &
Bk accounting services,

RERITHERAA

and human resource
consulting services
wE -~ sk
SRR - R
AFEREAIRS

2008 F ]}
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27.INVESTMENTS IN SUBSIDIARIES (continued) i B 2 B%& (&)

Place of
incorporation
and operation

Issued and
paid-up capital

% Held by
The Bank  The Group Nature of business

FRAT FEE

Name of company

AT EBE HMREEME BRTRBERE Frit e FritfEm  EBME

The Bank of East Asia Canada C$/n#58,000,0007T 100% Banking services
(Canada) mEx RITARTS

MEARREIRTT

The Bank of East Asia PRC RMB¥ A £ #8,000,000,0007T 100% Banking and related

(China) Limited (Note 1) A1 A R F1E financial services
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RGRIT(REDARAF R1T AR RART
(BftEE1)
*The Bank of East Asia U.S.A. US$4,500% 7T 100% Banking
(US.A) N.A. e 1T
*EBI R R ERTT
Tricor Consultancy (Beijing) PRC US$1,850,0003 7T 75.6% Business consultancy
Limited (Note 1) FREE A REFE in China
Rap 2 =R A (AER) FlREEE S
AR AR (FFFET)
Tricor Holdings Limited BVI US$7,001%7T 75.6% Investment holding
KBRS REZER
Tricor Investor Services Hong Kong HK$& #2757 75.6% Investor services
Limited B K& E RS
BEESFELARAR
Tricor Services Limited Hong Kong HK$ & #2577 75.6% Business, corporate and
PEEXRBERAA B investor services
g~ BER
REE RS
Tricor Singapore Pte. Ltd.  Singapore S$ET AN 5 100,0007T 75.6% Business management
s and consultancy
services, and
employment agency
P B IR N s RS
MR AR
Vitaway (Mauritius) Limited Mauritius US$13E7T 75.6% Regional treasurer
EEEA @ 7]




Notes on the Accounts (continued)

FRIE B &t (&)

Notes:

1. Represents a wholly foreign owned enterprise.

1. EREHEEIARE-

2. BVl denotes 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 &
KPMG reflect total net assets and total income constituting approximately 1.6% and

522.0% respectively of the related consolidated totals.

28.INVESTMENTS IN ASSOCIATES HE¢& QA EIRE

FEHE B &5 HF I TR R A A A ©
FEHE 5B T HDFE TS TR X AT 2
AIRRIRC BEARBE RN AR B8
BIAR A AR 1.6% /2522.0% °

The Group £8 The Bank 17
2008 2007 2008 2007
HKS Mn B8 EET HKS Mn BB EET HKS Mn B¥EET HKSMn BEEER
Listed shares, at cost Eiken (R1E) - - 1,743 1,725
Unlisted shares, at cost JEETRD (RE) - - 271 333
Share of net assets EEFEE 2,260 2,607 - -
Goodwill EES 226 227 - -
2,486 2,834 2,014 2,058
Less: impairment allowances W OREEE - (41) (30) (93)
2,486 2,793 1,984 1,965
Loans to associates amounting to HK$76 million (2007: HK$102 million) are BN B B 2 L8 %76,000,0007T(20074F :

included under advances to customers.

Share of associates’ taxation for the year amounted to HK$59 million (2007:

HK$22 million)

The following list contains only the particulars of associates which principally

affected the results or assets of the Group:

75#102,000,0007T) E BIEER P ER ©

FEANEER L A R FIE A7 59,000,000
J£(20074 : #%#22,000,0007T)

NTHERBESAEENREREESSE

FENBERR -

Place of % of ordinary shares %3& &
incorporation held by Nature of

Name of company and operation The Bank The Group business

IR FE % i S it B RATATIE RS AEE G RER E3 2k

Listed £

Affin Holdings Berhad Malaysia 20.507% Investment holding
SR PEE REZER

RERTERART 2008 F ],
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28.INVESTMENTS IN ASSOCIATES (continued) Eé% A RII%E (#)

Place of % of ordinary shares Z &Kk
incorporation held by Nature of
Name of company and operation The Bank The Group business
AREB R BATAEE  AEE S RNE
Unlisted 3k b
ICEA Finance Holdings Limited BVI 25% Investment holding
ITHRTLRERERAR KBRS REER
Mercedes-Benz Financial Services ~ Hong Kong 20% Financing, leasing and
Hong Kong Limited BB insurance services
BEEET — AR BREEEER QA B - HE RIRERARTS
Mercedes-Benz Financial Services Republic of Korea 20% Financial services
Korea Limited 85 © RS
Platinum Holdings Company Cayman Islands 29.99% Investment holding
Limited R8s REZER
PT. Bank Resona Perdania Indonesia 30% Banking and related
ENfE financial services
R1T R B RRTS
Sunfire Enterprises Limited BVI 20% Property development
REPEFRAIAF KBRS MEER
TCL Finance Co., Ltd. PRC 20% Financial services and
TCLEEMBSER AR FREE A R AR cash management
SRR MR 2B
Trans-Ocean Insurance Company,  Hong Kong 48.7% Insurance
Limited B RE

EFRRBERAT
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Notes on the Accounts (continued)
BRIEHZE (4E)

Summary financial information on associates BN RMHEERHEE
Assets Liabilities Equity Revenues Profit
BE =1 R KA A
HKS$ Mn HKS Mn HK$ Mn HK$ Mn HKS Mn
BYEEET BEEET BEEET BYEEET BEEET
2008
100 per cent BAZ—H 95,485 83,118 12,367 3,584 516
Group's effective interest NEBHABEZ 19,756 17,496 2,260 767 53
2007
100 per cent BAZ—H 105,537 92,273 13,264 1,098 354
Group's effective interest NEBNERER 22,248 19,641 2,607 295 92

29.GOODWILL AND INTANGIBLE ASSETS HEREFSE

Goodwill and intangible assets include goodwill arising on business combinations HEKEFEEDEREBEHEENEE
and acquired intangible assets. Acquired intangible assets comprise core deposits REABLEE -BABFKEERREZLE
which are amortised over their estimated economic useful life of ten years. R WIRH R EHS B A A1 0 B 8H o
The Group £E The Bank 817
2008 2007 2008 2007

HKS Mn BMEERT HKSMnBBEET HKSMn BEEBT HKS M BRAEER

Goodwill maE 2,705 2,656 1,460 1,460
Acquired intangible assets BABVEE 29 12 - -
2,734 2,668 1,460 1,460
(a) Goodwill (a) B2
The Group £ The Bank 17
2008 2007 2008 2007

HKS Mn BMEERT HKSMn BBEET HKSMn BEEBT HKS M BRAEER

At 1st January ®1A1H 2,656 2,592 1,460 1,460
Additions through acquisition of

subsidiaries BB ARREE 52 40 - -
Exchange adjustments R 3) 24 - =
At 31st December ®12A318 2,705 2,656 1,460 1,460

HTETERAR 2008%® 175




Notes on the Accounts (continued)

IR a2 (&)

29.GOODWILL AND INTANGIBLE ASSETS (continued)

BEREFEE @

(a) Goodwill (continued)

Impairment tests for cash-generating units containing goodwill

(a) AR

BERENRESAESM 2 RER

Goodwill is allocated to the Group’s cash-generating units (CGU) identified

AEBZEB O BAEHETAHINERS

according to business segment as follows: HEBMIT
2008 2007
HKS Mn B EERT HKSMn B¥EET
Personal Financial Services EAAL R IRE 849 849
Corporate Banking DERTT 453 453
Investment Banking BEBIT 158 158
Corporate Services R E RS 1,067 1,027
Others HAh 178 169
2,705 2,656

R EEFEMARKRE SRR EEREE
FHE o FTETARREREEERENSF I
BHEEMNR SR - BESFRRNRESR
BT R fhFT R R AEHERT o IR RETAEE
ZREEEBUMEERBNRMTHER

The recoverable amount of the CGU is determined based on value-in-use
calculations. These calculations use cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows
beyond the five-year period are extrapolated using the estimated rates stated
below. The growth rate does not exceed the long-term average growth rate
for the business in which the CGU operates.

AR EFEREENRRATMNEA
8.28% (2007:10.88% ) R R HiIE R XK A 4%
(2007:5%) ©

The pre-tax discount rate used for value-in-use calculations is 8.28% (2007:
10.88%) and the long-term growth rate is 4% (2007: 5%).

EREERBABERBAMSERNEEEE
mA o M E R R EITRERENTEN R
_ﬁ(g’\] 3

Management determined the budgeted net profit based on past performance
and its expectation for market development. The weighted average growth
rates used are consistent with the forecasts included in industry reports.
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Notes on the Accounts (continued)

FRIE B &t (&)

(b) EFEE(FEERI)
BVEERRBARLER - BERAER
BRI R AT AT B ROBE 1R K 5 AR (F &
2(k)(iv)) ©

(b) 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)).

BIRTE R A BT & ERE AT AN
ERVEN B RAEE o AT ERENBH
VT B B R A R R B AR R DA T RO fh AT AT

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:— FRER#ES -
Acquired core deposits 10 years BARZLIFRB105F

Naming rights over the shorter of the lease period of building or land

Both the period and method of amortisation are reviewed annually.

BERREEY S T AR EH

BFEARERR R#EHITA -

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn ¥ EERT HKSMn % EET HKSMnB%EET HSMnEEEET
Cost A
At 1st January ®1A1H 16 15 - -
Additions ®E 6 - - -
Formation of a new subsidiary B — B AR - 1 - -
Exchange and other adjustments 0 K 5% % - - IS
At 31st December M12A318 38 16 - -
Accumulated amortisation and
impairment losses ZEtEERAERR
At 1st January MA1R (4) 2) - -
Amortisation charge for the year
(Note 9) FENREMT) (3) @) - -
Exchange adjustments ErisE ( 2_) __________ - -
At 31st December MR8 @ @ - IS
Carrying amount at 31st December A2 A31BEEE 29 12 - =
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Notes on the Accounts (continued)
FRIE B it (4E)

30.FIXED ASSETS EE&E

2008
The Group &8
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
Bt £18
RENE Cipd Rt Nt Eok ]
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn
BERET BERET BYERET BERET BERET
Cost or valuation RS E
At 1st January, 2008 #2008F1 A1H 1,726 4,609 2,711 7,320 9,046
Additions ®E - 1,659 898 2,557 2,557
Additions through acquisition KRR EE 303 - 15 15 318
Revaluation losses BEER (168) - - - (168)
Revaluation of bank premises
transferred to investment THEREA
properties REME - 9 - 9 9
Transfer from bank premises BITHEARE
to investment properties ME 9 9) - 9) -
Disposals HE (13) (34) (126) (160) (173)
Exchange adjustments ExAE () 5 9 68 | 50
At 315t December, 2008 20087128318 ___ 189 | 6203 3507 | 9800 | 11,639
Accumulated depreciation
and amortisation REHTE REH
At 1st January, 2008 20081 A1H - 617 1,573 2,190 2,190
Additions through acquisition BRI E - - " 1 1
Charge for the year FENZH
(Note 9) (GiE2) - 81 356 437 437
Revaluation of bank premises
transferred to investment THEEREA
properties REYE - (1) - (1) (1)
Write back of impairment loss S {EIR 5K [o] B - (6) - (6) (6)
Written back on disposals o B [ B¢ - (25) (113) (138) (138)
Exchange adjustments ExEE - L T o | - -
At 31st December, 2008 M2008%12A316 - | ___65 1818 | i 2493 | 2,493
Net book value at BREFE
31st December, 2008 R2008F12A31H 1,839 5,618 1,689 7,307 9,146
The gross amounts of it EREE
the above assets are stated: FIRMAT
At cost TN - 5,466 3,507 8,973 8,973
At Directors' valuation RESHE
- 1989 ~19894F - 827 - 827 827
At professional valuation REERE
-2008 -2008¢ 1839 | - - = - 1,839
1,839 6,293 3,507 9,800 11,639
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Notes on the Accounts (continued)
FRIE K it (4E)

2008
The Bank 1T

Furniture,

Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total

B £
RENE Cip:d Rt Nt aE
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn

BEEAT BEEAT BEEET EREAT BEEAT

Cost or valuation KA HE

At 1st January, 2008 #2008E1 A1H 1,829 3,192 1,858 5,050 6,879
Additions b - 2 487 489 489
Revaluation losses BftEE (87) - - - (87)
Revaluation of bank premises

transferred to investment T EEEA

properties REME - 52 - 52 52
Transfer from bank premises BT EE AIRE

to investment properties JE 89 (89) - (89) -
Disposals HeE (12) (20) (79) (99) (111)
Exchange adjustments EREE - ... @ (00 | @) | (22)
At 31st December, 2008 #2008F12A31H 1,819 3,135 2,246 5,381 7,200

Accumulated depreciation

and amortisation ZEHTEREH
At 1st January, 2008 A2008F1 418 - 304 1,168 1,472 1,472
Charge for the year FENLH - 43 218 261 261
Revaluation of bank premises
transferred to investment TIEEHEA
properties REME - (5) - (5) (5)
Write back of impairment loss BB K e - (6) - (6) (6)
Written back on disposals HH = B [o] - (12) (77) (89) (89)
Exchange adjustments ExEE R R U (1) [ (0 | (0)
At 31st December, 2008 M2008%12A316 - _32_3 _______ 1_,2_9(_) _______ 1 ,_613 _______ 1,6_1§ i
Net book value at REFE
31st December, 2008 R2008F12A31H 1,819 2,812 956 3,768 5,587
The gross amounts of FEENEE
the above assets are stated: FIREOE -
At cost DN - 2,308 2,246 4,554 4,554
At Directors' valuation REZHE
- 1989 -1989%F - 827 - 827 827
At professional valuation REEGE
-2008 -2008%F 1,819 - - - 1,819
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IR a2 (&)

180

30.FIXED ASSETS (continued) EEEZE (@)
2007
The Group £
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
Btk - #8
REMSE (hpla &L NG B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEEET BERET BERET BEBEET ABEHET
Cost or valuation PR A E
At 1st January, 2007 720071 A1H 1,288 4,231 2,255 6,486 7,774
Additions #E - 442 432 924 924
Additions through acquisition RUEREE - - 1 1 1
Revaluation surplus EERE 293 - - - 293
Revaluation of bank premises
transferred to investment TIEEHEA
properties REME - 21 = 21 21
Transfer from bank premises
to investment properties HITHEAR A 143 (143) = (143) -
Disposals & - (13) (48) (61) (61)
Exchange adjustments EREE 2 no 21 2 | %
At 315t December, 2007 R2007E128318 ___ 176 | 4609 211 | 7320 | 9,046 _
Accumulated depreciation
and amortisation ZETIE REH
At 1st January, 2007 20071 A1H = 684 1,341 2,025 2,025
Additions through acquisition R E - - 1 1 1
Charge for the year (Note 9) EREAYE
(CGiE2) - 68 258 326 326
Revaluation of bank premises
transferred to investment TIEEHEA
properties REME = (15) = (15) (15)
Write back of impairment loss EBREE - (132) - (132) (132)
Written back on disposals HH £ fE [o] ¢ - (7) (40) (47) (47)
Exchange adjustments ExEE = L. 9 B3 2 | 32
At 31st December, 2007 m2007F12A18 o 1573 | 2190 | 2,190
Net book value at REFE
31st December, 2007 #2007F12A31H 1,726 3,992 1,138 5,130 6,856
The gross amounts of FiEENESE
the above assets are stated: FIREAT
At cost BACR - 3,775 2,711 6,486 6,486
At Directors' valuation REZHE
- 1989 -1989%F - 834 - 834 834
At professional valuation RREEGE
-2007 -2007¢ 726 |- = = i D 2
1,726 4,609 2,711 7,320 9,046

The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)

FRIE B &t (&)

2007
The Bank 81T
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
i (e
REME THE B et o
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEAEET BEEET BEEET BEEET
Cost or valuation A E
At 1st January, 2007 20071418 1,317 3,976 1,937 5913 7,230
Additions #E - 228 206 434 434
Revaluation surplus EEREH 326 - - - 326
Revaluation loss on
bank premises THERER = 3) = 3) 3)
Revaluation of bank premises
transferred to investment THEREA
properties REME - 21 - 21 21
Transfer to The Bank of B ARGIRIT
East Asia (China) Ltd. (FE)ERAA (11) (835) (259) (1,094) (1,105)
Transfer from bank premises BATHIEEA
to investment properties REME 197 (197) - (197) -
Disposals HE = - (30) (30) (30)
Exchange adjustments ExwE = |L_____ = 2 L 6 | 6
At 315t December, 2007 20078128318 189 | 3192 1858 | 500 | 6879
Accumulated depreciation
and amortisation REtE RS
At 1st January, 2007 R2007F1 818 = 600 1,155 1,755 1,755
Charge for the year FENZH - 50 184 234 234
Revaluation of bank premises
transferred to investment THEREA
properties REME = (15) = (15) (15)
Transfer to The Bank of 2 AR RT
East Asia (China) Ltd. (HE)BRAT - (200) (147) (347) (347)
Write back of impairment loss BB B - (132) - (132) (132)
Written back on disposals o B [ ¢ - - (26) (26) (26)
Exchange adjustments ExEE = L. T 2 | 3 |3
At 31st December, 2007 20075128318 o 1168 | 1472 | 1472
Net book value at REFE
31st December, 2007 #2007F12A31H 1,829 2,888 690 3,578 5,407
The gross amounts of FEENERE
the above assets are stated: FIIREAT
At cost B = 2,358 1,858 4,216 4,216
At Directors' valuation REZFHE
- 1989 -1989%F = 834 - 834 834
At professional valuation REERE
-2007 -2007%¢ 189 | = == - | 1829
1,829 3,192 1,858 5,050 6,879
RTRTERAA 2008FH 181




Notes on the Accounts (continued)

IR a2 (&)

30.FIXED ASSETS (continued)

BEEEE @)

The net book value of bank premises and investment properties comprises:

T KRB YRR EFE B

The Group £8
2008 2007
Investment Investment
Properties Bank Premises Properties Bank Premises
REME it RENE 7it
HKS Mn ¥ EET HKS Mn BEEET HKSMn B%EET HKS Mn BEEET
Freeholds KAKE
Held outside Hong Kong EEBMME 78 1,748 114 408
Leaseholds Giiki=p:)
Held in Hong Kong EEA
On long lease (over 50 years) REBA(0FLAL) 1,449 1477 1,247 1,477
On medium-term lease
(10 - 50 years) F L (10250F) 303 1,354 352 1,387
Held outside Hong Kong EERAIMNEE
On long lease (over 50 years) REFAL(S0FLAE) - 193 = 175
On medium-term lease
(10~ 50 years) RERH(I0R50F) 9 86 13 545
1,839 5,618 1,726 3,992
The Bank 47
2008 2007
Investment Investment
Properties Bank Premises Properties Bank Premises
REN=E it REME 7it
HKS Mn B®EET HKS Mn BEEER HKS Mn B¥EET HKS Mn BB EET
Freeholds KAERE
Held outside Hong Kong BB AIMNEE - 150 - 153
Leaseholds M
Held in Hong Kong &S
On long lease (over 50 years) REBA(50FLAL) 1,365 1,391 1,315 1,421
On medium-term lease
(10~ 50 years) A (10250F) 454 1,267 514 1,302
Held outside Hong Kong ERBAIMEE
On long lease (over 50 years) RERRL(50E LA 1) - 3 - 11
On medium-term lease
(10 - 50 years) REBO0ES0F) e N = 1
1,819 2,812 1,829 2,888

R3] AR & B K AN 17 BA Bk AR & 5 3
EAR TUMEEERD B BB
#4,624,000,0007C(2007 F: /5 #&
2,937,000,0007T) & 7% 1,929,000,000
JL(2007 4 :76%51,955,000,0007T)

WA Y% RIZE (G EREE - 72008
F12A318 ' EEREMENGELES
#1,543,000,0007C ° ZEWHE MBI (G
BRf - SRS ES — K FRmME - H
EEARBSAIEMEee L EFETHA
HEMENATERER A RS -
BERAAFEMSEEAER  WEFA
2008512 A31 B ZBRIERA °

The carrying amount of the bank premises of the Group and the Bank would have
been HK$4,624 million (2007: HK$2,937 million) and HK$1,929 million (2007:
HK$1,955 million) respectively had they been stated at cost less accumulated
depreciation.

Investment properties were valued by independent valuers. Investment properties
in Hong Kong were valued at HK$ 1,543 million as at 31st December, 2008 by an
independent valuer, Savills Valuation and Professional Services Limited, Chartered
Surveyors, who has 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,
2008 and it was performed on an open market value basis.
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Notes on the Accounts (continued)
BRIEHZE (4E)

The Group leases out investment properties under operating leases. The leases AEBNUCERER AR LIZREDE -
typically run for an initial period from 1 to 10 years, with an option to renew the HEFHAEHIFEI0F - ZIER%A
leases after that date at which time all terms are renegotiated. None of the leases BEABEMIERAESZ - TEHELIT
includes contingent rentals. TEiERARES -

Rental income receivable from investment properties held for use under operating RER - UAKEHEFABLNIEEY
leases amounted to HK$90 million in 2008 (2007: HK$72 million). There was no ¥ 2 e € A8 %90,000,0007T(2007
contingent rental recognised during the year 2008 (2007: Nil). 4 75%72,000,0007T) ° 2008 F FER

FEERH AL 007F : )

The total future minimum lease payments of bank premises and investment DA AT S EE R A 1T I R %
properties held for use under non—cancellable operating leases are receivable as B W) KRR R U & TR AR FE a0
follows: T
The Group %8 The Bank 17
2008 2007 2008 2007

HKS Mn BB EERT HKSMn BEEET HKSMn BEEET HKSMnBRAEER

Within one year 1R 74 62 69 56
After one year but within five years TELMEESER 62 71 47 36
136 133 116 92

31.AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES [t [B A 7 X 2 % X M B A\ 7 2k 1E

During the year, the Bank entered into transactions with certain subsidiaries in the REERN - ATHRETHBARBESE
ordinary course of its banking business. Details of the amounts due from and due MEBRS - BRARRARRHEA
to subsidiaries are as follows: AIFIEFSIAT ¢
(a) Amounts Due from Subsidiaries (a) MIBARRK
The Bank 817
2008 2007

HKS Mn 88 EHET HKSMn BEEET

Financial institutions SRS 15,454 16,316
Others Hity 944 1,648
16,398 17,964
(b) Amounts Due to Subsidiaries (b) KEKIEEATFRIE
The Bank 17
2008 2007

HKS Mn B¥EERT HKSMn B8 EET

Financial institutions RIS 47 53
Others Hith 1,947 1,581
1,994 1,634
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IR a2 (&)

32.INCOME TAX IN THE BALANCE SHEET EE&S@BRAMNFEH

(a) Current Taxation in the Balance Sheet Represents:

(a) BEEEERANFHBES:

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn#%EET HKS Mn BB EET HKS MnB%EEL HKS Mn BEEET

Provision for Hong Kong Profits Tax
for the year (Note 12(a))
Provisional Profits Tax paid

Balance of Profits Tax provision
relating to prior years
Overseas taxation

AEERBFGHER
(FfzE12a) 64 265 - 153
eNEEASE 0 Gy (18) - (134)
13 76 - 19
PAEEERER
EEER (1) 15 (14) 10
= 7 14 52
333 229 60 81

(b) Deferred Tax Assets and Liabilities Recognised
The components of deferred tax (assets)/liabilities recognised in the consolidated
balance sheet and the movements during the year are as follows:

(b) EEBIREER BERER
RN GA EERBRTRENAEE), &
BRI ED D R R 2 BB T

The Group £8
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets  securities losses Others Total
EREENE SHEEN AftHE
BESERE : WRESHE NEERE  HERX REEMR it Het aE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
B¥EERT BWEEn BMEER E¥EER EWEEn  ABEEn  EREER
At 1st January, 2008 12008E1A18 321 274 58 9% (59) 114 802
Charged/(credited) to profit and loss BRERATH/
account (Note 12(a)) A Bzt 12@) 26 (14) (114) - (601) (23) (726)
Credited to reserves (Notes 37(c) FAB R O 37(0)
and () R () - @) - (98) - - (101)
Additions through acqisition BAMEE 14 - - - (2) - 12
Exchange and other adjustments EHREMER - - 7 - 1 (105) (97)
At 31st December, 2008 720085124318 361 257 (49) @) (661) (14) (110)
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Notes on the Accounts (continued)
BRIEHZE (4E)

The Group £l
Depreciation
allowances Impairment  Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities |osses Others Total
BBRBNE THEEN  WHHE
BEHERS : WITERBE  WEER  RBEBX  EREf it Eft 25

HK$ Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$/\Mn HK$ Mn
AERET AMEEr AKEET  A%EET  B%EEn  B¥EEnT  B%EERn

At 1st January, 2007 M200751A18 277 211 (18) 110 (23) 2 559
Write off against investment REMHE - - - - - (121) (121)
Charged/(credited) to profit and loss BREATH/
account (Note 12(a)) () (3 12(2) 45 57 76 - (35) 232 375
Charged to reserves (Notes 37(c) FBRS S (T 370
and (n)) R (h) - 6 - (16) - - (10)
Exchange and other adjustments R R EMAE (1) - - - (1) 1 (1)
At 31st December, 2007 12007128318 321 274 58 9% (59) 114 802
The Bank 17
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets  securities losses Others Total
BRERNE SREEN AREE
BERERA : WIFERBE  MEER  RER%X  BHEM s At ]

HKS Mn HK$ Mn HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn
BYEELT BYEErT BY¥EEr  B¥EEn  B%EER  B%EER  A%EER

At 1st January, 2008 12008E1A18 313 274 (43) 9% (9) 13 742
Charged/(credited) to profit and BREATH/
loss account (BA) 34 (14) (1) - (519) (11) (511)
Credited to reserves (Notes 37(c) FAGER 370
and (n)) R (h) - @) - (99) - - (102)
Exchange and other adjustments EXREMBE - - - - - (104) (104)
At 31st December, 2008 1A2008F12A31H 347 257 (44) (5) (528) (2) 25
The Bank 3§47
Depreciation
allowances Impairment  Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities losses Others Total
BBEANE SRAER AL E
REBIERE - HiESHE NEEE REBX BBl it At &5

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn
AY¥EET A¥%EEn  A%EEn  #A%EEn  BEEER  BNEER  BEEER

At 1st January, 2007 #2007E1A18 275 211 (12) 110 (23) 1 572
Write off against investment REMHT = = = = = (121) (121)
Charged to profit and

loss account BaRR% 38 57 3 - 10 23 331
Charged to reserves (Notes 37(c) [RERS M 37(0)

and (h)) % () = 6 = (16) = = (10)
Transfer to The Bank of BARTRT(HE)

East Asia (China) Ltd. BRAT - - (34) - 4 - (30)
At 31st December, 2007 12007128318 313 274 @3) 9% ) 13 74
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32.INCOME TAX IN THE BALANCE SHEET (continued) ZEESEXRAWER @)

(b) Deferred Tax Assets and Liabilities Recognised (continued) (b) EEFIBEEREERRA(E)
The Group £E The Bank 17
2008 2007 2008 2007

HKS MnEMEET HKSMn BBEETL HKSMnE¥EET HKSMnERAER

Net deferred tax assets recognised RNEERERA
on the balance sheet ERREEEFE (187) (70) (38) (12)
Net deferred tax liabilities recognised RREERRBERA
on the balance sheet EEHBRRTE 77 872 63 754
(110) 802 25 742
(c) Deferred Tax Assets Not Recognised () ARERIELERIEEE
The Group has not recognised deferred tax assets in respect of cumulative tax HRATRERHOR B BANE BB S R E
losses of HK$737 million (2007: HK$674 million) as it is not probable that future B R ERT R A URH A B EIE - AEEN
taxable profits against which the losses can be utilized will be available in the KRAER R FIE75%5737,000,0007T (20074 :
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry 75 #£674,000,0007T ) RIELETRIBEE © RIF
dates of the tax losses were as follows: RFHBERD - ZEHENZ AT
2008 2007
HKS Mn B HERX HKSMnB¥EET
Expiring within 5 years RAFAEH 57 95
Expiring more than 5 years T F&E 7 8
No expiry date #EB|HA R 673 571
737 674
33.0THER LIABILITIES Hf& &
The Group £ The Bank 817
2008 2007 2008 2007

HKS MnEMEERT HKSMn BBEETL HKSMnEREBT HKSMnBRAER

(@) Trading Liabilities RHBBEE

Exchange fund bills sold HNERGERTR 330 1,098 330 1,098
Exchange fund notes sold NNERSEHZR - 33 - 33
330 1,131 330 1,131
Negative fair value of derivatives ~ #74 T A& AT EE 2,516 1,241 2,219 1,044
2,846 2,372 2,549 2,175

(b) Other Accounts and Provisions ~ EAERTE R E4E
Accrued interest payable FEATRERFI S 1,953 1,586 1,035 1,186
Bankers acceptances PITRAESR 2,989 1,426 272 309
Other accounts HBR1E 7,197 7,985 2,172 2,967
12,139 10,997 3,479 4,462
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Notes on the Accounts (continued)
BRIEHZE (4E)

34.LOAN CAPITAL {£&&Z

The Group £8
2008

The Bank 1T

2007 2008 2007

HKS MnEMBEERT HKSMnBBEEL HKSMnE¥EBT HKSMnBRAER

USD550 million 5.625% subordinated — %3%iB1825 AR A FE(E
notes, measured at fair value 51|85 #7550,000,000% T

through profit or loss F85.625%M K EZE 3,644 4,383 3,644 4,383
GBP300 million 6.125% step-up REBBENRMATEE

perpetual subordinated notes, 5118%#9300,000,000% £

measured at fair value through 6.125% & 215 A A

profit or loss RER 2,751 4,600 2,751 4,600
USD600 million floating rate step-up &k 44RL A1 BR Y

subordinated notes, measured at 600,000,000E 0% 2

amortised cost FRBEEE 4,641 4,669 4,641 4,669

11,036 13,652 11,036 13,652

Loan capital of face value of HK$4,263 million (USD550 million) and carrying
amount of HK$3,644 million 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 Hong Kong Stock Exchange and will mature on 13th December,
2015.

Loan capital of face value of HK$3,364 million (GBP300 million) and carrying
amount of HK$2,751 million represents 6.125% step-up perpetual subordinated
notes qualifying as tier 2 capital which were issued on 20th March, 2007 by the
Bank. The notes are listed on the Singapore Stock Exchange.

The carrying amount of financial liabilities designated at fair value through profit or
loss as at 31st December, 2008 was HK$ 1,232 million (2007: HK$16 million) lower
than the contractual amount at maturity for the Group and the Bank respectively.
The difference in the accumulated amount of the changes in fair value attributable
to changes in credit risk were HK$1,858 million (2007: HK$325 million) for the
Group and the Bank respectively. The charge for the year ended 31st December,
2008 was HK$2,183 million (2007: HK$334 million) for the Group and the Bank
respectively.

Loan capital of face value of HK$4,650 million (USD600 million) and carrying
amount of HK$4,641 million represents floating rate step-up subordinated notes
qualifying as tier 2 capital which were issued on 21st June, 2007 by the Bank. The
notes are listed on the Singapore Stock Exchange and will mature on 22nd June,
2017. The fair value as of 31st December, 2008 was HK$3,953 million (USD510
million). There was no material difference between the carrying amount and the
fair value as of 31st December, 2007.

Z=1H {575 %4,263,000,0007T (550,000,000
7 ) K BRI {E 7 #5 3,644,000,000 T K (£ B &
R RIEHANTTA2005F12 A 138 %ITER
5.625% * WP ER-—BRERKBETZIE - %
ZERBBR ST LT - WHER2015612 8
13025 -

Z=HE{E % 3,364,000,0007T (300,000,000 %
) RERE{E A %2,751,000,000 Tt fE EE
AN RIERATTR200743 8208 BTES
6.125% ' Wil E A —MEANETHA D
B ERIE - ZBERBERIINER ST E
M °

2008412 A318 » AEBREANITIZE
BEZSARBRAFEEIGENESHAER
AHEHAMSELREAES B T BB
1,232,000,000 7T (2007 4F : #% 16,000,000
JL) c ERFAFEEESNESET - AR
BRASERATTZEERRESNEE
% Bl 7 % 1,858,000,000 7T ( 2007 £ : %
#325,000,0007T ) ° £ & £ 20084 12 A 31
BIEFEAEERATREAND BIZHENE
#E /5 75 15 2,183,000,000 7T (2007 & : B
334,000,0007T) °

=H (A %4,650,000,0007T (600,000,000
7C) & BRI BB #54,641,000,000 T E EE
K EIEBATTR2007F6 218377 0 I
TER-HEANTESEHEESER - %E
EEERFMERZ A L™ - WHER2017F
62285 - K2008F12 A31 BN AF(E
{& %7 % 3,953,000,000 7T ( 510,000,000 3
JC) ° 1R20074F 12 A31 B EREEE A F(E
BEBEABEAER -
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35.EQUITY SETTLED SHARE-BASED TRANSACTIONS LR EEBIETFRHIRS

RITFIRMNEERBA B RATESTER
BB LR T AEE 2 EFES - 85
MITEE RITHAE - URBATRG - R
RRAEEIFTRERAR AR T BE 1 AF R ER
FTEMESAFLL - RARBBREGATHER
B -

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.

(a) Particulars of share options (a) RREFE

Exercise Price

Date of Grant Vesting Period Exercise Period Per Share
BITHH B 1T BRITEE
HKS$7E ¥ T

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
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 47.13
05/8/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013 44.10

(b) The number and weighted average exercise prices of share options are as (b)) BTERKRENEE R NEFIITEEN

follows: T
2008 2007
Weighted Weighted
average average
exercise Number exercise Number
price of options price of options
¥ IETH
T8 RREHE 18 RRESE
HKS$B¥ T Mn HK$BE T Mn
Outstanding at the beginning of
the year FE 27.21 19 22.86 24
Exercised during the year FEATE 20.42 (5) 2058 )
Granted during the year FERKT 44.10 6 47.13 3
Lapsed during the year FENKM 23.23 - - -
Outstanding at the end of the year FRES 33.59 20 27.21 19
Exercisable at the end of the year FERAEITEE 29.55 14 23.90 16

FEARITERREE AN INEFEERES
75#33.7270(20074F : E¥546.167T) ©

The weighted average share price at the date of exercise for shares options
exercised during the year was HK$33.72 (2007: HK$46.16).

72008512 A318 + mARTTERRIERTTHE
BRBME22.95 T E B 47,137t (2007 5 -
HE14. 90T EBMELA7137L) - REIBEH
FH 2 MAEFHEE2.445 (2007 4F © 2.35
F) o

The options outstanding at 31st December, 2008 had an exercise price from
HK$22.95 to HK$47.13 (2007: from HK$14.90 to HK$47.13) and a weighted
average remaining contractual life of 2.44 years (2007: 2.35 years).
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Notes on the Accounts (continued)
BRIEHZE (4E)

(c) Fair value of share options and assumptions (o) RRENATFEERRR

The fair value of services received in return for share options granted is 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.

ERRB AR A FEEZE TR
BRIENATFEENE - RTRREZMEED
FEEZ=ZRANETERRK - REENE
HWFERAEGAZEEERN -

2008 2007

Fair value at measurement date RetE AR ATEE HK$38%15.27 ¢ HK$#511.137T
Share price & (B HK$E#44.10 T HK$/#5#47.007C
Exercise price 1B HK$E%44.10 T HK$ 58471370
Expected volatility (expressed as weighted

average volatility used in the modelling FEFHKIE (A= BB E EER

under trinomial lattice model) R R INAE R 18 ) 48.88% 30.92%
Option life RN ER 5 yearsfE 5 yearsE
Expected dividends fHEH IR E 4.64% 4.82%
Risk-free interest rate (based on Exchange EERF R (IRIE

Fund Notes) INERESZIE) 2.48% 4.10%

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.

RO IR RAREEE R IR (AR AR HE £ pntE
MAFHE)  BHERRRAMBNEANY
ZRPORIER hETED - EERBRBERN
S - THRBMARRNEHAILEATEN
FEEMGE -

BRI IR T AN & RIS R - ZARTS 5RIT

T ARAAFERETAESRBOAFE
B - BT RIEETSERILHEAE
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FRIE B it (4E)

36.SHARE CAPITAL g7

2008 2007
No. of shares Nominal value No. of shares Nominal value
RAPEE [Ef=1 RIS E HfE
million BE HKS Mn B¥EET milion B  HK$ Mn 5% EET
Authorised: EERA
Ordinary shares of HK$2.50 each LR SAEE2 5070 2,600 6,500 2,600 6,500
Issued and fully paid: EETRECRA
At 1st January ®1A1R 1,574 3,936 1,550 3,875
Shares issued under Staff Share BEREERRTE
Option Schemes BITHRA 5 12 7 19
Subscription for new shares BATHRR 79 197 - -
Shares issued in lieu of dividends PABRA B 21 TRORR (D 15 38 17 ry)
At 31st December R12A31H8 1,673 4,183 1,574 3,936
Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options RIFEZEN R B R &IN5 8] BB
to purchase ordinary shares in the Bank were granted to eligible employees. The R T A BEE ARBATTHN T BN
option price of the Schemes equals the fair value of the underlying shares at the RBETEERBRRONET BN AFE
date of grant. The options granted under the Schemes will be exercisable between EER - RIBFABIFER T ORBREATRE T
the first and the fifth anniversaries of the date of grant. ERNF1AFEE T RNEFFEHEAT
15
(a) Shares Issued under Staff Share Option Scheme (a) RIBESRRETRIBTHRED
During the year, options were exercised to subscribe for 4,910,000 ordinary shares FER  BETERREARBAITEERK
in the Bank at a consideration of HK$100 million of which HK$12 million was 4,910,000 7 £X.{& 737 # 100,000,0007T -
credited to share capital and the balance of HK$88 million was credited to the H A #512,000,0007T1F ABRA @ REUS IS
share premium account (Note 37). HK$9 million has been transferred from the 88,000,000 75 77 A B {7 )i /& (HMf 5£37) - 1R
capital reserve to the share premium account in accordance with policy set out in BHEE2QWATE - ERERRFEERBE
Note 2(q)(iv). 9,000,0007CERR DR E A °

(b) Terms of Unexpired and Unexercised Share Options at Balance Sheet Date (b) MAREE R i AREM R AT E AR AR Z IR

2008 2007

Date of options granted Option price No. of shares No. of shares
ARERT HH RIEE RPEE IR EE
02/5/2003 HK$5814.9070 - 2,205,000
22/4/2004 HK$/#23.237C 2,765,000 3,915,000
03/5/2005 HK$##22 957T 6,105,000 7,230,000
03/5/2006 HK$75#33.057T 2,700,000 3,200,000
10/5/2007 HK$7#47.137C 2,750,000 2,750,000
05/5/2008 HK$/A 8441070 5,500,000 -
19,820,000 19,300,000

190 The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)

FRIE B &t (&)

37.RESERVES {&#f&

2008
The Group The Bank
&5 1T
HK$ Mn HK$ Mn
BYEEER BYEEET
(a) Share premium (undistributable) @) MBDEECTIIRE)
At 1st January M A1H 1,118 1,118
Net premium on shares issued under RIEEES
Staff Share Option Schemes B A (B FRE 88 88
Transfer of the fair value of options from BEBEAGE(BRITRARE)N
capital reserve — share options issued RIRE 2 NTEE 9 9
Shares issued in lieu of dividends AR B EITHAR D (38) (38)
Subscription for new shares g 3745 3,745
As 31st December M12A31H 4,922 4,922
(b) General reserve (b) —MfEE
At 1st January ®1A18 14,004 13,757
Transfer from retained profits BEBFRM 18 -
Shares issued in lieu of dividends LARRMC B EATRIRR 1D 597 597
Realised surplus on disposals transferred BEYEBhREENEESR
from property revaluation reserve HEME R s 15
At 31st December R12A31H 14,634 14,369
(c) Revaluation reserve on bank premises (0 1THSEAEE
(undistributable) (TFAEEE)
At 1st January ®1A1H 866 854
Recognition of net deferred tax liabilities ERELEHBAEFH
(Note 32(b)) (B &E 32(b)) 3 3
Revaluation surplus on bank premises TH BRI EYMEMEEDN
transferred to investment properties BhAR 10 57
Realised surplus on disposals transferred BEERHNEMEBHREA
to general reserve —MR R (15) (15)
Exchange adjustments ExaEE o -
At 31st December M12A318 863 899
(d) Statutory reserves (undistributable) (d) EEFECTARE)
At 1st January R1A1R - -
Transfer from retained profits #egsany 1216 - |
At 31st December M12H318 1,216 -
(e) Capital reserve (undistributable) () EXRFHBCIIIRE)
At 1st January and 31st December R1A1BR12A318 86 -
(f) Exchange revaluation reserve (H EREHHE
(undistributable) (PAEEE)
At 1st January M A1H 672 80
Exchange adjustments ExdieEE 3 (32)
At 31st December M12A31H8 1,006 48
mE®RTERAE 20085H 191




Notes on the Accounts (continued)

IR a2 (&)

37.RESERVES (continued) {5 (@)
2008
The Group The Bank
£ $RIT
HK$ Mn HK$ Mn
BYEEERT BYEEET
(g) Capital reserve — staff share options issued (9) BARHB-ERITEERRE
(undistributable) (FARE)
At 1st January M A1AR 68 68
Transfer of the fair value of options to
share premium RIELNTFEERARDEE 9 (9
Additions b=l 66 66
At 31st December M12H318 125 125
(h) Investment revaluation reserve (h) BEEMRHE
(undistributable) (PAEE)
At 1st January M1A1H 475 422
Changes in fair value of securities EHNATEEZE) (830) (472)
Reversal upon disposal (Note 11) P E ke e (FfE11) (115) (114)
Recognition of deferred tax liabilities RIELEHIBEEE
(Note 32(b)) (Fi7E32(b)) 98 99
Impairment loss VEREE=ES 153 20
Exchange adjustments ExeEe o -
At 31st December M12H318 (228) (45)
(i) Retained Profits () B
At 1st January ®1A1H 8,874 5,946
Net profit/(loss) for the year FEREF(BE) 39 (882)
Transfer to general reserve BA—Rf#EE (18) -
Transfer to statutory reserve BAETERE (1,216) -
Dividends (Note 14) BB (i E14)
— Interim dividend —FRHRE (384) (384)
— Final dividend in respect of previous year - EFERMRE . (9se)  (1,956)
At 31st December ®12A31H8 5,339 2,724
() Total Reserves () FEeE 27,963 23,042
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Notes on the Accounts (continued)
BRIEHZE (4E)

2007
The Group The Bank
£ RIT
HK$ Mn HK$ Mn
BERET AERET
(a) Share premium (undistributable) @ MRRE(TAKE)
At 1st January M A1H 1,012 1,012
Net premium on shares issued under RIEE B RRFTEI TR
Staff Share Option Schemes DR (EFEE 136 136
Transfer of the fair value of options from B EBEAGE(BRITRARE)R
capital reserve — share options issued RikiE RTEE 12 12
Shares issued in lieu of dividends MR e&amss (42) (42)
As 31st December M12A31H 1,118 1,118
(b) General reserve () —MfEE
At 1st January M1A1H 13,257 13,027
Transfer from retained profits BEBBFRH 17 -
Shares issued in lieu of dividends MR e&amss; s 730
At 31st December M2A318 14,004 13,757
(c) Revaluation reserve on bank premises (© 1THELRFEE
(undistributable) (PAEE)
At 1st January W A1H 836 838
Recognition of net deferred tax liabilities HERIRIEN A 8 BFER
(Note 32(b)) (FffEE 32(b)) 6) (®6)
Revaluation surplus on bank premises THEB R EMEMELN
transferred to investment properties ESRYEN S 36 36
Transfer to The Bank of East Asia (China) Ltd. BARGROT(FE)ARRZE - (14)
At 31st December M12A31H 866 854
(d) Statutory reserves (undistributable) (d) EERETAIRE)
At 1st January and 31st December M1A1HKR12A31H - -
(e) Capital reserve (undistributable) () BAEH(TAIRE)
At 1st January and 31st December M1A1ER12A31H 86 -
(f) Exchange revaluation reserve () EXEMREHE
(undistributable) (PARE)
At 1st January M1A1H 184 125
Exchange adjustments EexeEx 488 (45)
At 31st December M12H318 672 80
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Notes on the Accounts (continued)

IR a2 (&)

37.RESERVES (continued) {5 (@)
2007
The Group The Bank
£E |RIT
HK$ Mn HK$ Mn
BEEET BERET
(g) Capital reserve — staff share options issued (9) BAREB-ERITEERRE
(undistributable) (FARE)
At 1st January N AR 52 52
Transfer of the fair value of options to
share premium RIELNTFEERARDEE (12) (12)
Additions =) 828
At 31st December M12H318 68 68
(h) Investment revaluation reserve (h) BEEMRHE
(undistributable) (PAEE)
At 1st January M1A1H 861 642
Changes in fair value of securities EHNATEEZE) (421) (323)
Reversal upon disposal (Note 11) P E e e (FfE11) 27 99
Recognition of deferred tax liabilities BRELCHEBEAE
(Note 32(b)) (Fi7E32(b)) 16 16
Exchange adjustments ExdeEz @ (12).
At 31st December M12A31H 475 422
(i) Retained profits () BEHEF
At 1st January ®1A18 7,099 5,294
Net profit for the year FENHH 4,144 3,004
Transfer to general reserve BA—EEE (17) =
Dividends (Note 14) B2 (KizE14)
— Interim dividend — R HARR S (753) (753)
— Final dividend in respect of
previous year — FEEREBRE (599  (1,599)
At 31st December M12A31H 8,874 5,946
() Total Reserves () fEHEEzE 26,163 22,245

The application of the share premium account is governed by Section 48B of the
Hong Kong Companies Ordinance.

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

Revaluation reserve on bank premises and exchange revaluation reserve have been

set up and are dealt with in accordance with the accounting policies adopted for
the revaluation of bank premises and foreign currency translation.
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Notes on the Accounts (continued)
BRIEHZE (4E)

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

Capital reserve represents the capitalization of subsidiaries’ reserves.

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 recoginsed 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 and
investments 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, 2008, HK$1,996 million
(2007: HK$2,100 million) 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, 2008, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$17,093 million (2007:
HK$19,703 million). After the balance sheet date the directors proposed a final
dividend of HK$0.02 per ordinary share (2007: HK$1.18 per share), amounting to
HK$33 million (2007: HK$1,858 million). The dividend has not been recognised as
a liability at the balance sheet date.

EERBRBEIHBEREAEE BRRAK
Ko S TE i A 0 AR R B — R P B 1 ) o 3 Tk
ERBIEEMRAIER o

ERfHEENBARRENEMEHET -

ERHE(ERTRERERERE) BREREDR
A B RE2(a)v) FTEUARR 1D R BB (E S A9
M EFBRERR TATER 2 BIRSE5T
RTERBAEZE WA TFEE -

REEMRFAEERFSAIHEERSEER
SRR R AFEEESFE - F
BRI B 2 ETICR E R R M RE2() (k)

ARFAEB(RITEADEHEEEENR
E - AITREMRERETESBAEERR
BEEIXNAEERREBEEBLASE - £FH
EECRMEER®E  HBENEHEEER
BIEaFANEE - R2008F12A318 &
GaAPeERALEEBAIRE T ASH
fi% 375 ¥ 1,996,000,000 7T (2007 F : ¥
2,100,000,0007T) ' BIRERIZABAB B L
BMEER °

7200812 A318 » ADKE FATTIRE HIH
145 4258 /578 % 17,093,000,000 7T (2007 £ :
75119,703,000,0007T) ° FEAE BB E S H#E
K ARH B AR BAR S #50.027T (2007 4F « 7
¥1.1870) © #AEEESY 33,000,00075(2007
£ : 74 1,858,000,0007T) ° RAEHE A Ik
ERZREARRE -

38.MINORITY INTERESTS A &R R
2008 2007
HKS Mn B HERT HKSMnB¥EET
At 1st January M A1H 347 382
— sale of interests in businesses to —HEmEERT
minority interests investors PHRREEE - 50
— purchase of interests in businesses from —RPERFRZREEREA
minority interests investors EEL ot da (64) (15)
— reversal upon disposal of —RHEEHRHE
available-for-sale financial assets SREEREM - (149)
— final dividend in respect of previous year —B FFERHRE (7) -
- exchange adjustments —EHAE (2) 2
Profit for the year FEE A 65 77
At 31st December MW12A318 339 347
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Notes on the Accounts (continued)
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39.FINANCIAL RISK MANAGEMENT

St 75 R B o TR

(a
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~

This section presents information on the Group’s management of principal risks.

The Group has in place a risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate,
to set strategy and allocate capital against those risks. The risk management
policies covering credit risk, market risk, operational risk, liquidity risk, interest
rate risk and foreign exchange risk of the Group are reviewed regularly by the
Management and specialized risk management committees, and recommendations
are made by the Risk Management Committee, which comprises the Group's
Chairman and Chief Executive, Executive Director and Deputy Chief Executive,
General Manager and Head of Investment Banking Division, General Manager and
Head of Strategic Planning & Control Division who is also Group Chief Financial
Officer and Chief Compliance Officer, Head of Operations Support Division
and Chief Risk Officer, for the approval of the Board of Directors. There is an
independent centralized risk management unit responsible for monitoring the
activities relating to these principal risks. 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.
Credit risk control limits are set at different levels and dimensions. The Board of
Directors approves the core control limits and delegates the Credit Committee
to approve the detailed control limits. Risk, return and market situations are
considered in the limits setting. Active limit monitoring process is undertaken.

The Credit Committee is responsible for all credit risk related issues of the Group.
The Group identifies and manages credit risk through defining target market
segment, 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.

(a)

FEAHRAEREEEHBRRERNE
* o
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BRER - REEOERT HEE AN
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VB 45 R B A SR S R Bk I SE A B IR I

K HMEEBMBRNERZ S S TR
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Notes on the Accounts (continued)
BRIEM AT (&)

The Group has established policies, procedures and rating systems 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, internal rating structure, credit recovery and
provisioning policy. They are reviewed and enhanced on an on-going basis to cater
for the market change, statutory requirement and best practice risk management
processes. The independent centralized risk management unit of the Group is
responsible for monitoring activities relating to credit risk.

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

(i) Corporate and bank 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 and bank customers, the Group has different
internal rating systems that are applied to each counterparty. For exposure
classified as Specialized Lending in particular, supervisory slotting criteria are
used. To monitor concentration risk, the Group has preset 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 rating 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 monitored on a regular basis.

(ii) 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 design of internal rating system
and formulation of credit policies are primarily based on the demographic
factors and the loss experience of the loan portfolios. The Group monitors
its own and industry experience to determine and periodically revise product
terms and desired customer profiles.

(iii

=

Credit 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 an
internal rating system to its counterparties and sets individual counterparty
limits.
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AEER TSR EFRERARETEER
e
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Notes on the Accounts (continued)
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39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& b B 2 ()

(iv) Credit-related commitment (iv)
The risks involved in credit-related commitments and contingencies are
essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are, subject to the same credit application,
portfolio maintenance and collateral requirements as for customers applying
for loans.

(v) Concentrations of credit risk (v)
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 monitors its concentration risk by adopting appropriate risk control
measures, such as setting limits on exposures to different industries and loan
portfolios.

=

(vi) Maximum exposure (vi)
The maximum exposure to credit risk at the balance sheet date without
taking into consideration of any collateral held or other credit enhancements
is represented by the carrying amount of each financial assets in the balance
sheet after deducting any impairment allowance. A summary of the maximum

exposure is as follows:

The Group £E
2008 2007
HKS MnB¥EERT HKS Mn BRBET

HIEEHENEGE
REBEMMNAEMLE FEORE -
AE FEEBEHERTEPHNERERR
R - Bt - AR S BATAEFH
FERRMBEINERRE  HaRF
FAERER

FEEETHER
EREESTFNRBERR 24 FEEZ
i - KESTERRNTE  MRF
EEnEREERRAEHAEENE
BERAEZEHEE - AKENHBT
ADHEBETRLE - TEMER °

AEE - ERAEE SRR -
Bl N RTTEMERAS EERE -
NERERSR AR -

R

WEEE B IR EEFER R EME
ERTTNEsEERR - BiEE—1RE
BB EMREEFENEREEEEER
BERNEEE - R=SEREZNT

The Bank 1T
2008 2007
HKS MnB¥EET HKSMn BEEER

Cash and balances with banks, B RAEHT « RREBTM

central banks and Hit & miiE

other financial institutions H&EF 27,022 17,029
Placements with banks, FERAT « RRRITA

central banks and Hith & piiE

other financial institutions NER 96,574 94,704
Trade bills EUES 1,164 812
Trading assets RHRBEE 2,260 2,765
Financial assets designated RERBBERN

at fair value through RBAFEEL

profit or loss SREE 4,130 8,658
Loans and advances to customers FFEE 230,339 218,184
Available-for-sale financial assets A HELREE 17,551 10,473
Held-to-maturity investments REIHEE 5,006 10,761
Other assets HivEE 11,478 12,312
Financial guarantees and other

credit related contingent BBEREMERE

liabilities BHNHAEE 10,088 10,965
Loan commitments and other EREAEREMECE

credit related commitments EBREE 66,080 67,771

471,692 454,434

4,154 2,501
92,735 83,123
521 470
1,777 2,603
4,114 8,641
131,123 134,858
10,276 9,286
3,318 8,773
1,376 6,209
9,138 10,891
53,283 52,858
317,815 320,213
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Notes on the Accounts (continued)
BRIEHZE (4E)

(vii) Credit quality of loans and advances 3
Loans and advances to banks are only made to banks with good credit BITERRBETEEGEER ZR
standing. At 31st December, 2008 and 2007, no loans and advances to bank 7T ° PA20084F 52007412318 © #93%
are impaired. The credit quality of loans and advances to customers can be BERERTER FEFERNEEER
analysed as follows: DT

The Group &8
2008 2007
HKS MnB®EET HKS Mn B EET

The Bank 817
2008 2007
HKS Mnig# BB HKS Mn BEEETT

Gross loans and advances to

customers RPENETE
- neither past due nor impaired ~ — & H KR(E 228,479 216,485 129,683 133,852
— past due but not impaired - ERHBAERE 274 457 166 109
— impaired —BRE 1,586 1,242 1,274 897
230,339 218,184 131,123 134,858
Of which: Hr
The Group £E The Bank 817
2008 2007 2008 2007
HKS Mnig#EET HKIMn BEEET HKS MnE#EET HKSMn BEEETT
Gross loans and advances to
customers that are neither 8 E KR EH)
past due nor impaired REEDEE
— Pass —at 226,550 214,476 128,219 132,488
— Special mention ~HE@T 1,929 2,009 1,464 1,364
228,479 216,485 129,683 133,852

AEEREBRERTEESRHERER

The Group classifies the loans and advances in accordance with the loan
classification system required to be adopted for reporting to the HKMA.

DEERAHEZEFERNERS
AT :

The ageing analysis of loans and advances to customers that are past due but

not impaired is as follows:

The Group £E
2008 2007
HKS MniB¥8EET HKS Mn BEEET

The Bank 4T
2008 2007
HKS MnE¥EET HKSMnBEAET

Gross loans and advances to FRHER
customers that are past due BRER
but not impaired BEEFEE
— Overdue 3 months or less —BEBEAUT 274 409 166 109
— 6 months or less
but over 3 months —3{AA M L Z6fEA - 16 - -
— 1 year or less but
over 6 months —6EANLEZE1E - 32 - -
274 457 166 109
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39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& B & 12 ()

(vii) Credit quality of loans and advances (continued) (vii)
Loans and advances that would be past due or impaired had the terms not
been renegotiated amounted to HK$239 million as at 31st December, 2008
(2007: HK$283 million).

(viii) Credit quality of financial assets other than loans and advances (viii)
Credit risk of treasury transactions is managed in the same way as the Group
manages its corporate lending risk and risk gradings are applied to the
counterparties with individual counterparty limits set.

At the balance sheet date, the credit quality of investment in debt securities
analysed by designation of external credit assessment institution, Moody's
Investor Services, or equivalent, is as follow:

The Group &8
2008 2007
HKS MnB¥EET HKS Mn B EET

BRNEEEE(E)

M2008F 12 A318 » BRI K ERTIE
Al Em SR EBERN S8
/7% % 239,000,000 7T (2007 & : K
283,000,0007T) °

FERCRMEENEEER
EoRFGNEERBRERTE  BASK
EEREMCREENTEA—BRARR
FRBERARRE RS FRENHTF -

REER - ZRINBEEFRRE - 2
MR E IR - AR S RAFT R -
FiisE 2 EHEHRENEEERZAM
L

The Bank 17
2008 2007
HK$ MnB¥EET HKSMn BB EET

Aaa Aaa 1,790 9,983 1,608 9,869
Aal to Aa3 Aal £ Aa3 5,706 4,524 4,604 3,355
Al to A3 Al £ A3 2,706 1,919 2,029 1,413
Lower than A3 A3 AT 1,121 5,319 851 4911

11,323 21,745 9,092 19,548
Unrated ETR 2,440 2,747 2,440 2,747
Total ok 13,763 24,492 11,532 22,295

(ix) Collateral and other credit enhancements (i) ARG REAMERRE

The Group holds collateral against loans and advances to customers in the
forms of mortgages over property, other registered securities over assets,
cash deposits and guarantees. Collateral generally is not held over loans
and advances to banks, except when securities are held as part of reverse
repurchase and securities borrowing activity. Collaterals held as security for
financial assets other than loans and advances is determined by the nature of
the instrument.

Debt securities, treasury and other eligible bills are generally unsecured with
the exception of asset-based securities and similar instruments, which are
secured by pools of financial assets. The Group entered into the ISDA Master
Agreement which contractually binds both parties to apply close-out netting
arrangement across outstanding derivatives.
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Notes on the Accounts (continued)
BRIEM AT (&)

ERGRERS AR SRS E KR
R EMEREANGH AT EERE

The lower of gross loan amount and the estimate of the fair value of collateral
and other credit enhancements held against financial assets is as follows:

ZEEEMT :
The Group 8 The Bank 17
2008 2007 2008 2007

HKS M8 EET HKSMn BB EET HKS MnB¥EET HKS Mn B%EETT

Fair value of collateral and

other credit enhancements BEERRSREEY
held against financial HHm R AR
assets that are: RAMAFEERT :

— neither past due nor impaired ~ — B E R A(E 178,200 167,370 95,567 102,777
— past due but not impaired -RaMErERE 20 30 “ 86
178,410 167,730 95,714 102,863

(b) Market risk management (b) MERERER

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 reduce the Group’s exposure to the volatility inherent in
financial instruments.

The Board of Directors reviews and approves policies for the management of
market risks. The Board has delegated the responsibility for ongoing 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 rate, foreign exchange and equity
related contracts, in the form of both over-the-counter derivatives and 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.

In this connection, the key types of risk to manage are:

(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.

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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Notes on the Accounts (continued)

HRIE B &t (&)

39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& b B 2 ()

(b) Market risk management (continued) (b) TIEEMERE(E)
(i) Currency risk (continued) (i) BEERE)
The following table indicates the concentration of currency risk at the balance TERERREEAEEARER S
sheet date: R
The Group e
2008 2007
Other foreign Other foreign

()] CNY  currencies Total UsD CNY  currencies Total

EF AR%  Hfhi x ] e ARE  Hfpyhs |
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn

E¥EET RWEET RMBEn  AMEER  EWEER  ENEET  AMEET  BEAER

Assets EE
Cash and balances with banks and other BERERTNE

finandial institutions SHBENER 2,425 23215 1,263 26,903 1331 11,133 870 13,334
Placements with banks and other financial AT REMARIEE

institutions HER 28,670 1,252 18,795 a8 36,794 2179 19,554 58,527
Trade bills E5Z 1,078 - n 1,150 564 198 31 793
Trading assets REBEAE 652 438 160 1,250 9 - 192 984
Financial assets designated at fair value AEARAERARBAT

through profit or loss [EfEMERIA 2,158 - 631 2,789 6,278 - 316 6,504
Advances to customers and other accounts  EFREMER 4,40 75,119 17419 134980 38,066 61919 18,670 118,65
Available-for-sale financial assets MtHESRHEE 3,261 6,184 3,504 13,039 2421 118 2,588 5133
Held-to-maturity investments R 1,94 - 1,864 3,805 7,786 - 1,540 9326
Investment n assodiates BERmRE pL)] - - 92 37 - - 37
Fixed assets BTEE M1 3,083 267 3,561 188 53 303 544
Goodwill and intangible assets AEREVEE 21 20 386 647 249 1 31 581
Deferred tax assets Bhgge 0 o - 8§ 9 S - 67
Spot assets BEEE 83,532 109,311 44,459 237,302 94,859 75,601 44,405 214,865
Liabilities 8
Deposits and balances of banks and other BT REMSRIEE

finandial institutions HERRER (1,456) (25,020) (297) (26,773) (142) (35,965) 2.174) (33,881)
Deposits from customers ERf (59678)  (73464)  (41,000)  (174142)  (69467)  (33681)  (37.959)  (141,107)
Trading liabiliies REBEEE (1,595) (148) (199) (1,942) (317) = (141) 458)
Certificates of deposit issued BEIERE (2452) - (426) (2878) (1497) = (553) (2,050)
Current taxation RERE (27) (192) (31) (250) (14) (68) (53) (135)
Deferred ta liabilities EiHEEAE () - - () ) - - )
Other accounts and provisions EhERRER (2176) (4,524) (966) (7,666) (1,49) (669) (1,640) (3803)
Loan capita AR ___eass) - @) _(nes6)  BU2) — o _4e) _(13652)
Spot liabilities REEE | __ (_75L67_3)_ _ _(1Q3,§4§)_ _ _(426_70_) B _(2_24_,621)_ B _(§2,_SBZ )_ _ _(79,3_83_) o _(47_,@01 B _(290@99 )_
Forward purchases REEA 51,244 18872 11843 81,959 36,089 3399 15231 54719
Forward sales EHEL (55,976) (18,781) (8,713) (83,470) (45,224) (4418) (11,369) (61,011)
Net option position HiEeTa R - 0w (o) - n 1
Net long non-structural position FEENRETE 3130 6,054 1915 11,09 3127 4199 1,169 8495
Net sructural postion LRleEE 21719 6,602 90 971 1,792 477 891 7454

202 The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)

IR a2 (&)

The Bank $RAT
2008 2007
Other foreign Other foreign
uso CNY  currencies Total UsD CNY  currencies Total
ES AR%  Hfpg L] N ARE  Hfpyhe &3
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HK$ Mn HK$ Mn HKS Mn
AMEEn AMEET  A¥EER  BMEAR  AMEEn  AEEEn  B¥EER  AEEEn
Assets BE
Cash and balances with banks and other B4 RAERTAES
financial institutions SRERENET 1,107 1313 962 3402 557 1375 680 2612
Placements with banks and other finandal ~ EFTREM L RER
insttutions #E 26,730 - 18,795 45525 29405 - 19,28 48633
Trade bills 252 454 - 55 509 425 - 26 451
Trading assets RORBEE 611 1 159 m 718 - 4 822
Financial assets designated at fair value REARBERRE
through proft or loss ATRENSRIA 214 - 631 27N 6,262 = 316 6,578
Advances to customers and other accounts SRR EMER 20,184 18 14,602 34,804 17532 7 14810 32,349
Available-for-sale finandial assets HHESHER 2178 08 351 6,117 1,305 118 2,487 3910
Amounts due from subsidiaries HBARRE 12,663 549 - 13212 206 - 634 840
Held-to-maturity investments HEHHEE 1,098 - 1,738 2836 6,823 - 1,384 8207
Investment in subsidiaries and associates HBARABEAANRE 1,786 - 361 2,147 1233 - 209 1442
Fixed assets EEdE 9 - 203 M 7 - 189 19
Deferred tax assets B0 3 - 5 % 6 - 6 n
Spot assets BEEE 68,994 2,369 41,022 112,385 64,539 1,500 40,013 106,052
Liabilities gk
Deposits and balances of banks and other ~ FIREMAREENER
finandial institutions Ritsh (620) - (202) (822) (647) - (1,755) (2402)
Deposits from customers ERf (48260)  (2488)  (39107)  (89855)  (52751)  (1477)  (3633)  (90551)
Trading liabiliies REHRER (1464) - (181) (1,645) (207) - (53) (260)
Certificates of deposit issued BEARNE (2452) - (426) (2.878) (1497) - (553) (2,050)
Amounts due to subsidiaries RRBARZE (552) - (198) (750) (1,111) - @) (1.13)
Current tasation AHHE (29) - (45) (74) (5) - (47) (52)
Other accounts and provisions H B R e (821) (6) (829) (1,656) (927) 2) (745) (1,674)
Loan capial BEER C__eass) - @mt) () 002) = _l4e0o) __(13852)
Spot bt REARE O (643)  (A%)  (B739)  (108716)  (66197)  (1479)  (4078)  (111754)
Forward purchases FHEA 44,169 15 11,820 56,004 33,069 26 14,800 48,085
Forward sales REEN (49,326) (19) (8,184) (57,529) (43,248) (371) (10,749) (54,368
Net option position HiEesE R - W m oy - n n
Net long/(short) non-structural position FERER/(R)BFE 1,357 (129) 915 2183 (11,847) (134) 8 1,973)
Netstructural position ERLEATE 217 6,602 ) 97 1792 4 81 7454

RE|TERDA

20083 203



Notes on the Accounts (continued)

HRIE B &t (&)

39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& b B 2 ()

(b) Market risk management (continued)

(b) TiSEEEE ()

204  The Bank of East Asia, Limited Annual Report 2008

(i) Interest rate risk

The Group's interest rate positions arise from treasury and commercial banking
activities. Interest rate risk arises in both trading portfolios and non-trading
portfolios. Interest rate risk primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and commitments. It also 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 managed daily by the Treasury Department within the limits
approved by the Board of Directors. The instruments used to manage interest
rate risk include interest rate swaps and other derivatives.

(iii

=

Equity risk

The Group's equity positions arise from equity investment and dynamic
hedging of equity options in connection with the Bank’s linked deposit
business. Equity risk is managed daily by the Investment Department within the
limits approved by the Board of Directors.

Market risk control limits have been set at varying levels according to the practical
requirements of different units. The Board of Directors approves the core control
limits and has delegated the power to set detailed control limits to the Asset
and Liability Management Committee. Risk, return and market conditions are
considered when setting limits. Active limit monitoring is carried out.

In this connection, the Asset and Liability Management Committee monitors the
related market risk arising from risk-taking activities of the Group, to ensure that
overall and individual market risks are within the Group's risk tolerance level.
Risk exposures are monitored on a frequent basis to ensure that they are within
established control limits.

The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"). VaR is a statistical estimate that measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged over a certain horizon
time period.

The Group estimates VaR for the Group’s trading portfolio by the Parametric
Approach, where the VaR is derived from the underlying variances and covariances
of the constituents of a portfolio. This methodology uses historical movements in
market rates and prices, a 99% confidence level, a one-day holding period, a one-
year historical observation period with higher weights being assigned to more
recent observations, and takes into account correlations between different markets
and rates.

Structural foreign exchange positions arising from net investments in branches and
subsidiaries are not included in the VaR for the foreign exchange trading position.
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Notes on the Accounts (continued)
BRIEHE (4E)

The book value of listed shares, as well as the book value of private equity funds
and unlisted equities (excluding credit-related unlisted securities) (collectively
the “Unlisted Securities”), are subject to limits and these are monitored by the
management of the Group. The Unlisted Securities and listed non-trading equities
are not included in the VaR for the equity trading position, and are managed
through delegated limits. The limits are subject to regular review by the Board.

B EmBRMON - AR ES KIE LMD
(TRELEERMZIELTES) (Gl 3F
ErES D hEREEERREES - I
ETESRIERD ETRGRRIBS ERE
EERINEEERSROFFRNEREE
N - BEERATIIRAZRE

Value-at-risk statistics Bl @R
2008

At 31st December Maximum Minimum Mean

R12A318 =] & ¥4

HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn

BYERER BEEER BEEER BERER

VaR for total trading activities R PR ER IR 70 139 39 73
VaR for foreign exchange

trading positions* INER SHE R E K B+ 12 21 1 5

VaR for interest rate trading positions  FIE % 55 & KRR 2 1 2 - 1

VaR for equity trading positions R X S5EERREEE 57 123 38 69

2007

At 31st December Maximum Minimum Mean

112A318 1] =4y Sz

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BERET BEBET BERET BEEET

VaR for total trading activities R PR ER IR 62 98 22 54
VaR for foreign exchange

trading positions* HNER BB RBREEE 1 9 1 1

VaR for interest rate trading positions — F% %2 515 & #)/E K 2138 1 1 - -

VaR for equity trading positions R X S5EEHRREE 61 95 21 53

(9]

* Included all foreign exchange positions but excluded structured foreign exchange
positions.

Operational 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.

The objective of operational risk management is to identify, assess and monitor
operational risk and, in particular, to comply with the relevant regulatory
requirements.

The Group has implemented a centralized risk management framework since
January 2006. The Board of Directors reviews and approves the policies for
operational risk management, and it has delegated the responsibility for ongoing
operational risk management to the Operational Risk Management Committee.
The Operational Risk Management Committee regularly reports status of
operational risk management to the Board of Directors via the Risk Management
Committee. The independent centralized risk management unit of the Group is
responsible for monitoring activities relating to operational risk.

(o)
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Notes on the Accounts (continued)

FRIE B &t (&)

39.FINANCIAL RISK MANAGEMENT (continued)

B RREE @

(c) Operational risk management (continued)

(d

206 The Bank of East Asia, Limited Annual Report 2008

-~

Operational risk management tools adopted include operational risk incidents
reporting, control self-assessment, key risk indicators, operation manuals, insurance
policies, business continuity planning, etc.

Furthermore, the independent centralized risk management unit of the Group has
also performed self-assessment on the Group’s compliance with the requirements
of HKMA Supervisory Policy Manual on Operational Risk Management, with
satisfactory result which has been reviewed independently by the Internal Audit
Department.

Liquidity risk management

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.

The management of the Bank's liquidity risk is governed by the Liquidity Risk
Management Policy, endorsed by the Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s liquidity risk
management, set the strategy and policy for managing liquidity risk and the means
for ensuring that such strategy and policy are implemented. Liquidity risk is daily
managed by the Treasury Department within the limits approved by the Board
of Directors. The independent centralized risk management unit of the Group is
responsible for monitoring the activities of the Treasury Department in compliance
with the Liquidity Risk Management Manual and Policy. The Internal Audit
Department performs periodic review to make sure the liquidity risk management
functions are effectively carried out.

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 conducts stress testing regularly to analyze liquidity risk and has
formulated a contingency plan that sets out a strategy for dealing with a liquidity
problem and the procedures for making up cash flow deficits in emergency
situations.

In addition to observing the statutory liquidity ratio, the Bank also monitors the
loan to deposit ratio and maturity mismatch between assets and liabilities to
control the Bank's liquidity risk.
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Notes on the Accounts (continued)
BRIEHZE (4E)

Analysis of assets and liabilities by remaining maturity:

BERABENORBERIN :

The Group =E
2008
1yearor  5yearsor
less but less but
Repayable 3 months over over Over Undated
on demand orless 3 months 1year Syears  oroverdue Total
EAMLE  1EDEE EAHAM
WEER  3EATMUT 215 5& SENE Gl ag
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEEr BEEEn BEEEnR  A¥EEn  AYEEn  AMEEr  BMEER
Assets BE
Cash and balances with banks and B RESRTHEM
other financial institutions SREBNEE 19,099 67 - - - 8,939 28,105
Placements with banks and ERTREM SR
other financial institutions BENER - 82,624 13,950 - - - 96,574
Trade bills EUES 18 991 139 - - 16 1,164
Trading assets RGFLEE - 400 2 81 43 2911 3431
Financial assets designated at fair value EEARRRENRE - 140 448 3,104 438 - 4,130
through profit or loss ATEENERIA
Advances to customers and other accounts  REEFREMEE 4431 43,750 42,249 86,169 55,285 11,841 243,725
Available-for-sale financial assets EEELREE - 5,441 5,651 5,510 949 1,009 18,560
Held-to-maturity investments BRIBRE - 980 1,546 2,160 320 - 5,006
Undated assets EFHAREE - - - - - 14,553 14,553
Total assets BERHE 23,548 134,393 63,985 97,024 57,035 39,269 415,254
Liabilities af
Deposits and balances of banks and RITREM S REED
other financial institutions TR 871 18,150 7,644 362 10 8 27,045
Deposits from customers BEREH 86,109 192,093 35,341 9,237 1,022 - 323,802
- Demand deposits and current accounts —EHES RARER 36,332 - - - - - 36,332
- Savings deposit —HEFN 45,781 - - - - - 45,781
~Time, call and notice deposits —EHRBAFR 3,99 192,093 35,341 9,37 1,022 - 241,689
Trading liabilities RoREEE - 130 200 - - 2,516 2,846
Certificates of deposit issued BETRENE - 1,94 881 2,028 641 - 5,491
Current taxation AHHE - - 333 - - - 333
Loan capital EEER - - - 11,036 - - 11,036
Undated liabilities EIARBEE - - - - - 12,216 12,216
Total liabilities BlEGEE 86,980 212,314 44,399 22,663 1,673 14,740 382,769
Net gap FEE (63,432) (77,921) 19,586 74,361 55,362

RERITHERAA
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Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

(d) Liquidity risk management (continued) (d) RBESRREIE(H)
The Group £
2007
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  or overdue Total
MWANLE  1ENULE EIHEY
MRS 3EARNAT 215 5F SEME Bt &%

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET AMEEr AKEET  B%EEr  S%EEn  B¥EEn  B%EERn

Assets BE
Cash and balances with banks and BERERTHEL

other financial institutions SRMENLT 13,583 63 - - - 4,207 17,853
Placements with banks and ERTRA SR

other financial institutions HENTER - 90,574 4,130 - - - 94,704
Trade bills e 58 624 91 - - 39 812
Trading assets REREAE - 798 397 - 18 3,634 4,847
Financial assets designated at fair value EEABBRENRY

through profit or loss AFEENSHIE = 155 523 7,980 = = 8,658
Advances to customers and other accounts  EEERREHEE 421 36,340 34,529 83,440 61,708 11,012 231,740
Available-for-sale financial assets At ESREE - 1,922 4,681 2,899 971 1,744 12,217
Held-to-maturity investments BRIHTRE - 970 6,096 2,607 1,088 - 10,761
Undated assets EERBHEE = - - - - 12,387 12,387
Total assets BELE 17,852 131,946 50,447 96,926 63,785 33,023 393,979
Liabilities =15
Deposits and balances of banks and BIREMERHIEN

other financial institutions FRkits 3,722 17,592 17,685 50 10 1 39,060
Deposits from customers BPEH 81,228 178,156 17,107 7,659 36 - 284,186

- Demand deposits and current accounts  —EEIERRARER 29,990 - - - - - 29,990

— Savings deposit —HEER 49216 - = - - = 49216

- Time, call and notice deposits —EHRBAER 2,022 178,156 17,107 7,659 36 - 204,980
Trading liabilities RoREEE - 1,098 - 33 - 1,241 2372
Certificates of deposit issted BETENE - 288 9,663 1,326 888 - 12,165
Current taxation AREE = = 229 - - _ 229
Loan capital BEER = = - 9,269 4,383 - 13,652
Undated liabilities EHHBHEE = = = = = 11,869 11,869
Total liabilities BfELE 84,950 197,134 44,684 18,337 5317 13,111 363,533
Net gap FER (67,098) (65,188) 5,763 78,589 58,468
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Notes on the Accounts (continued)
BRIEHZE (4E)

The Bank $RAT
2008
1yearor  5yearsor
less but less but
Repayable 3 months over over Over Undated
on demand orless 3 months 1year Syears  oroverdue Total
3EAMLE  1EDLEE EAHAM
WEER  3EATMUT E 5% SEHE Gl ag
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEEr BEEEn BEEExR  A¥EEn  AYEEn  AMEEn  BMEER
Assets -3
Cash and balances with banks and B RESTNEM
other financial institutions CRBENER 4,189 - - - - 663 4,852
Placements with banks and ERTREM SR
other financial institutions BENER - 78,787 13,948 - - - 92,735
Trade bills OS] 14 356 135 - - 16 521
Trading assets RGALEE - 400 2 81 43 2,388 2914
Financial assets designated at fair value I HRBER RS
through profit or loss ATEENERIA - 140 448 3,088 438 - 4114
Advances to customers and other accounts  BEEFREMEE 4,319 27,088 16,085 51,694 31,570 7,884 138,640
Available-for-sale financial assets EEELREE - 1,136 3,947 5,067 126 709 10,985
Held-to-maturity investments BRIBRE - 462 1,092 1,653 ik - 3318
Undated assets EFHAREE - - - - - 37,140 37,140
Total assets BELR 8,522 108,369 35,657 61,583 32,288 48,800 295,219
Liabilities af
Deposits and balances of banks and RITREM S REED
other financial institutions Rk 329 749 7 - - 8 1,093
Deposits from customers BEREH 54,219 166,314 18,439 1,057 - - 240,029
- Demand deposits and current accounts — RS RARER 10,272 - - - - - 10,272
- Savings deposit —HEEN 43,262 - - - - - 43,262
- Time, call and notice deposits —EERRAER 685 166314 18,439 1,057 - - 186,495
Trading liabilities RoREEE - 130 200 - - 2,219 2,549
Certificates of deposit issued BETREHNE - 1,94 881 2,028 2,841 - 7,691
Current taxation AHRE - - 60 - - - 60
Loan capital EEER - - - 11,036 - - 11,036
Undated liabilities EIHRSARE - - - - - 5,536 5,536
Total liabilities BlEGEE 54,548 169,134 19,587 14121 2,841 7,763 267,994
Net gap FEB (46,026) (60,765) 16,070 47,462 29,447
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Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

(d) Liquidity risk management (continued) (d) RBESRBREEGE)
The Bank $R4T
2007
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  or overdue Total
MWANLE  1ENULE EIHEY
MRS 3EARNAT 215 5F SEME Biak &%

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET AMEEr AKEET  B%EEr  S%EEn  B¥EEn  B%EERn

Assets BE
Cash and balances with banks and B RERITHEM

other financial institutions SRIMENLET 2,721 - - - - 412 3,133
Placements with banks and ERTRA SR

other financial institutions HENTER - 80,493 2,630 - - - 83,123
Trade bill EUES 34 312 85 - - 39 470
Trading assets REREAE - 798 397 - 18 3,408 4,621
Financial assets designated at fair value EEABBRENRY

through profit or loss AFEENSHIE = 154 523 7,964 = = 8,641
Advances to customers and other accounts  BEEF R EERE 3,862 23,246 12,886 52,567 42,388 6,743 141,692
Available-for-sale financial assets At ESREE - 1,903 4393 2,745 244 1,323 10,608
Held-to-maturity investments BRIHTRE - 735 5,554 1,821 663 - 8,773
Undated assets EIRAMEE = - - - - 37,412 37,412
Total assets BERS 6,617 107,641 26,468 65,097 43,313 49,337 298,473
Liabilities B8
Deposits and balances of banks and BIREMERHIEN

other financial institutions TRt 369 1,923 287 - - 2 2,581
Deposits from customers BPEH 56,358 164,306 9,445 2,479 - - 232,588

- Demand deposits and current accounts  —EEIERRARER 10,144 - - = - - 10,144

— Savings deposit —HEER 46,189 - = - - = 46,189

- Time, call and notice deposits —EHRBAER 25 164,306 9,445 2,479 - - 176,255
Trading liabilities RoREEE - 1,099 - 33 - 1,043 2,175
Certificates of deposit issted BETENE - 289 9,662 1,326 3,088 - 14,365
Current taxation AREE = = 81 - - _ 31
Loan capital BEER = - - 9,270 4,382 - 13,652
Undated liabilities EARAMEE = = = = = 6,850 6,850
Total liabilities BERE 56,727 167,617 19,475 13,108 7470 7,895 272,292
Net gap FEE (50,110) (59,976) 6,993 51,989 35,843
As the trading and available-for-sale portfolios may be sold before maturity or HRER S RATMEHE RS TR E
deposits from customers may mature without being withdrawn, the contractual HAR & sl % P 17 K AT AR 1R I EA AT AR 4R B
maturity dates do not represent expected dates of future cash flows. ERIHBWIERRRRR SR 5 HE

H o
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Notes on the Accounts (continued)

FRIE B &t (&)

The following tables provide an analysis of the residual contractual maturities of

non-derivatives financial liabilities of the Group at the balance sheet date:

ZRIBA IR :

TREMNEEREENFITELSHEE

The Group £H
2008
Between
Less than three Between
Carrying  Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months oneyear  fiveyears five years Undated
BeRi 3f8A 3EANL 1E0E
KEE a5 BIRER ELNN 215 B5E SENE BHBEH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  EMEEn  EMEEn  EMEEn  BMEEn  BMEER  BMEER  B¥EER
Deposits and balances of banks and RIRELRIEED
other financial institutions ERRER 27,045 21,314 8N 18,293 7,803 389 10 8
Deposits from customers REER 323,802 326,711 86,289 193,188 36,028 9,964 1,02 -
—Demand deposits and current accounts  — & Bz R RER 36,332 36,332 36,332 - - - - -
- Savings deposit —HERR 45,781 45,781 45,781 - - - - -
- Time, call and notice deposits - EHRBRER 241,689 244,598 4,176 193,188 36,028 9,964 1,242 -
Trading liabilties R5RREE 2,846 2,846 - 130 200 - - 2,516
Certificates of deposit issued BRTERE 5,491 5,625 - 1,99 911 2,077 641 -
Current taxation REHE 333 333 - - 333 - - -
Loan capital EEER 11,036 12,621 - 130 22 12,069 - -
Interest rate swaps HEEHAL 1,792 1,792 - 297 522 835 138 -
Other liabilities EEfE U ) [ T v ) | - - - - =126
Total i 384,561 389,518 87,160 214,034 46,219 25,334 2,031 14,740
2007
Between
Less than three Between
Carrying Gross cash Repayable three  months and one and More than
Amount outflow  on demand months one year five years five years Undated
B 3{EA 3EAME 1 E
REE a5 BIEFER ETAN 215 256 SERE EdHEE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  AMEST  ABEST  BMEET  BKEEnT  B¥RER  BMEER  AMEER
Deposits and balances of banks and FAREMSRERED
other finandial institutions R 39,060 39,649 3,741 17,784 18,063 49 10 2
Deposits from customers REREH 284,186 286,298 81232 179,299 17,674 8,054 39 -
—Demand deposits and current accounts  —E IR R TREE 29,990 29,990 29,990 = = = = =
- Savings deposit -BEER 49216 49216 49216 - - - - -
~Time, call and notice deposits -ERRBAER 204,980 207,09 2,026 179299 17,674 8,054 39 -
Trading liabilties RIREEE 2312 2371 - 1,099 2 35 - 1,241
Certificates of deposit issued BETERE 12,165 12,635 - 365 9,995 1387 888 -
Current taxation KEHE 229 229 - - 229 - - -
Loan capital EHER 13,652 16,861 - 210 584 11,684 4383 -
Interest rate swaps lES R 2247 2247 n 151 366 1,449 209 -
Other labiltes (- L I - - - - - 189
Total ik 365,780 372,165 85,045 198,908 46,913 22,658 5529 13,112

RERITHERAA

20083 211



Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued)

BERARERE @)

(d) Liquidity risk management (continued)

(d) FBESRMER @)

The Bank $RAT
2008
Between
Less than three Between
Carrying  Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months one year five years five years Undated
Befi 3f8A AL 180
REE a5 HEER HUT B1E B5E SERE  EIHRE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  EMEER  EMEEn  EMEEn  BMAEn  BMEER  EMEER  R¥EER
Deposits and balances of banks and FITRAMERIEESD
other finanil institutions FAR&ER 1,003 1,004 39 750 7 - - 8
Deposits from customers REEH 240,029 241,201 54,219 167,044 18,744 1,19 - -
—Demand deposits and current accounts  — & & R RER 10272 10,272 10272 - - - - -
~ Savings deposit ~RERR 43,262 43,262 43,262 - - - - -
- Time, call and notice deposits ~EHRBAGR 186,495 187,667 685 167,044 18,744 1,19 - -
Trading liabilities RoAREE 2,549 2,549 - 130 200 - - 2,219
Certifcates of deposit issued BRTERE 7,691 1825 - 199% 911 2077 2,841 -
Current taxation AEFE 60 60 - - 60 - - -
Loan capital EEER 11,036 12,621 - 130 22 12,069 - -
Interest rate swaps MEEHAL 1,285 1,285 - 26 373 616 70 -
Other labilties (-1 5836 565 - 0B 68 58 553
Total g 269,279 272,330 54,548 170,286 20,740 16,024 2,969 1,763
2007
Between
Less than three Between
Carrying Gross cash Repayable three  months and one and More than
Amount outflow  on demand months one year five years five years Undated
B 3fiA 3EAME 10 £
G a5 BIEER ETAN 215 5% SEME  EHHAS
HKS Mn HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  AMEER  ABEEST  BMESnT  BEEEn  BMEER  BMEER  AMEER
Deposits and balances of banks and FITRAMERIEESD
other finanial institutions RS 2,581 2,597 369 1937 289 - - 2
Deposits from customers EFE 232,588 233975 56,358 165,342 9,773 2,502 - -
—Demand deposits and current accounts  — & & R RER 10,144 10,144 10,144 = = = = =
— Savings deposit —HERR 46,189 46,189 46,189 = = = = =
- Time, call and notice deposits ~EHRBAGR 176,255 177,642 25 165,342 9,773 2,502 - -
Trading liabilties RoAREE 2175 2179 - 1,099 2 35 - 1,043
Certificates of deposit issued BETRHE 14,365 14,835 - 365 9,995 1388 3,087 -
Current taxation AEFE 81 81 - - 81 - - -
Loan capital EEER 13,652 16,861 - 210 584 11,684 4383 -
Interest rate swaps MEEHAL 2,47 2,247 73 150 365 1,449 210 =
Other labilties (-1 680 68% L 4 - T
Total g 274,539 279,631 56,802 169,107 21,089 17,058 7,680 7,895
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Notes on the Accounts (continued)

BRIE R AT (4

(e) Interest rate risk management (e) FIEEMBERE

The management of the Bank'’s interest rate risk is governed by the Interest Rate
Risk Management Policy endorsed by Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s interest rate risk
management, set the strategy and policy for managing interest rate risk and the
means for ensuring that such strategy and policy are implemented. Interest rate
risk is daily managed by the Treasury Department within the limits approved by
the Board of Directors. The independent centralized risk management unit of
the Group is responsible for monitoring the activities of the Treasury Department

Zﬁﬁﬂﬁlﬁﬂ P EEREAREEEZESRA
TREFEZENNZRERERERREE -
ﬁéﬁ% BZEQRERERE  ARE
KRTHMEREBERE - WHIFT RN R
Rk O 5K B ERLIER SR A I AR $A1T 45 A R S LR
RHFENE - AXEBMEC SR RESS
HEHRBBELETER - AEBZBIT
REREREN  AREEESHNEDR
BB R E B IR F M RER - MEbfE

in compliance with the Interest Rate Risk Management Manual and Policy. The L EELRA - BRFIEEAREIRINAE
Internal Audit Department performs periodic review to make sure the interest rate ﬁu*ﬁxﬁliﬂﬁ 8

risk management functions are effectively carried out.

The Bank manages the interest rate risk on the banking book primarily by focusing RTERRITEHRMAXRARNEETEE

on the repricing mismatches. Gap analysis provides a static view of the maturity
and repricing characteristics of the Bank’s balance sheet positions. Repricing gap
limits are set to control the Bank's interest rate risk.

Stress tests on the Bank’s various types of interest rate risk are conducted regularly.
The Asset and Liability Management Committee monitors the results of stress tests
and decides remedial action if required.

Sensitivity analysis on earnings and economic value to interest rate changes is
assessed through a hypothetical interest rate shock of 200 basis points across the
yield curve on both sides of the balance sheet and performed on monthly basis.
Sensitivity limits are set to control the Bank’s interest rate risk exposure under both
earnings and economic value perspectives. The results are reported to the Asset
and Liability Management Committee and the Board of Directors on a regular
basis.

Sensitivity analysis on interest rate risk
The Bank uses sensitivity analysis to measure the potential effect of changes in
interest rates on our net interest income and economic value change:

PREFT SRR - ZES 7fﬁ73§e$fﬂﬂi
BEAEEREEAENIMERAEBER
FrBE - RATRBER SR EEREAZEFIA
TRz

Zﬁﬁai‘fxéﬂﬁﬂlﬁmﬁﬂiﬁﬁ@ﬂ B -
BEERABERZBSERBHAFNER
I £ 75 B 1 E AR G

BFAE BB EE TR EFHOHRE DN
FEREARREAE8 BN EFZLIR200
MENFEFHRRGEE - RITRBABHRE
FREE - LARRGIANTTE B KA EEEM S E
W ERBESE -  AREREHRAEEAR
ERZEEREECER -

Il =% [\ B R AT
ATTHR P BRRRE AT 2R 8 2 7 R B By % 7
BRARKEBESS A EELNTE

2008 2007
HKD %7t D ESH CNY AR HKD 87T USD 7t CNY AR
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEERT BERET EBEET EERET BERET BERET
Impact on eamings over the next fif7 % 38200 5%
12 months if interest rates HRR12{EAH
rise by 200 basis points BflZ2 64 (26) 185 57 (112) 36
Impact on economic value if
interest rates rise by 200 Mﬂ;ﬂzoomggﬁ
basis points HEEBENTE (98) (203) 113 (180) (273) (56)
This sensitivity analysis, which is based on a static interest rate risk profile of assets ZBRESTERAREREE B R - THKE

and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

(i) there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

(i) no loan prepayment is assumed as the majority of loans is on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

ﬁé&ﬁﬁﬂ’]ﬁﬁﬁ?ﬁ KERERMEL - B
DT TIBIRIA T RERAETT -

(i) WG RFERLFETEE
(ily #AEWHEELAMES

(i) RBLEREPEEBER - BAHHER
BRZEER &

vy RFEREEEINHENFRRNBABE
& o
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Notes on the Accounts (continued)

IR a2 (&)
W pap SEFgas TEE oapeuE  oan SEFgan  TEF aapWEE  aan

39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

() FIERBREE (M)
Fl% | TEBATEFIERAREBEE
BB R B B RS 5 AT 5 BT R
T -

(e) Interest rate risk management (continued)
Actual changes in the Bank’s net interest income and the economic value resulting
from the increases in interest rates may differ from the results of this sensitivity
analysis.

The following table indicates the expected next repricing dates (or maturity dates TRETREEBTEEERABENTETT

whichever are earlier) for the interest bearing assets and liabilities at the balance

RFEEFTH (KB HBRERESE)

sheet date:
The Group £E
2008
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1year to 5 years 5 years bearing Total
3f8A AL 1L
HFUT 215 Z56 SENE EHR fam
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERER BEEET BREEET BERET BERET BERET
Assets BE
Cash and balances with banksand B4 RERITAEM
other financial institutions SRIBENLET 25,610 - - - 2,495 28,105
Placements with banks and other ERTREME RlE
financial institutions lEZ 82,624 13,950 - - - 96,574
Trade bills E5Z7 977 137 - - 50 1,164
Trading assets RHBRBE 406 2 81 37 2,911 3,437
Financial assets designated at EEARBRREARE
fair value through profit or loss ATEENERIA 1,110 595 1,987 438 - 4,130
Advances to customers BFEX 152,460 40,417 27,439 6,556 2,423 229,295
Other accounts HibgRIAE 551 661 - - 13,218 14,430
Available-for-sale financial assets AtHESREE 8,125 5,508 2,965 953 1,009 18,560
Held-to-maturity investments AR HRE 2,029 1,513 1,197 267 - 5,006
Non-interest bearing assets FEEEE - - - - 14,553 14,553
Total Assets BERE 273,892 62,783 33,669 8,251 36,659 415,254
Liabilities BfE
Deposits and balances of banksand 47 R E {4 RIS
other financial institutions NEFRES 18,091 8,671 260 10 13 27,045
Deposits from customers BPER 270,892 38,309 4,354 33 10,214 323,802
Trading liabilities RoMEaE 130 200 - - 2,516 2,846
Certificates of deposit issued BRITEARE 2,503 654 1,014 1,320 - 5,491
Loan capital EEER 4,601 - 6,395 - - 11,036
Non-interest bearing liabilities FHEaE - - - - 12,549 12,549
Total liabilities BERE 296,257 47,834 12,023 1,363 25,292 382,769
Interest rate sensitivity gap FIRGREER (22,365) 14,949 21,646 6,888
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Notes on the Accounts (continued)

FRIE B &t (&)

The Group 55
2007
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3{EAE 1A E
HUAT Z1F E5F SEME HFEE BE
HKS Mn HKS$ Mn HKS Mn HKS Mn HK$ Mn HKS Mn
B¥REr  BBEER  AEET  AKAER  B¥EER BEEET
Assets BE
Cash and balances with banksand B4 RAERTHE
other financial institutions TREBNGEE 12,679 - - - 5,174 17,853
Placements with banks and other ERTREMEREE
financial institutions BN 90,578 4,126 - - - 94,704
Trade bills B55E 687 53 - - 72 812
Trading assets RHRBEE 815 397 - - 3,635 4,847
Financial assets designated at fair value #5:E /AiiB iR b AR
through profit or loss ATEENEHIE 5353 446 2,845 - 14 8,658
Advances to customers RFER 140,055 42,212 26,094 6,920 2,206 217,487
Other accounts HiBRE 1,269 1,352 39 - 11,593 14,253
Available-for-sale financial assets AEHESHEE 7,109 1,842 807 743 1,716 12,217
Held-to-maturity investments BRI E 2,122 6,064 1,569 1,006 - 10,761
Non-interest bearing assets FEREE = = = - 12,387 12,387
Total Assets BEEH 260,667 56,492 31,354 8,669 36,797 393,979
Liabilities B
Deposits and balances of banksand {7 RE S RE
other financial institutions AR 19,327 14,414 49 10 5,260 39,060
Deposits from customers ZPER 249,053 22,275 3,439 378 9,041 284,186
Trading liabilities RPREEE 1,099 = 33 - 1,240 2372
Certificates of deposit issued BETERE 3,918 6,533 504 1,210 - 12,165
Loan capital BEER 4,669 - 4,600 4,383 - 13,652
Non-interest bearing liabilities FEEBE - - - - 12,098 12,098
Total liabilities BfEgE 278,066 43,222 8,625 5,981 27,639 363,533
Interest rate sensitivity gap FIRGREZE (17,399) 13,270 22,729 2,688
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Notes on the Accounts (continued)

IR a2 (&)
W pap SEFgas TEE oapeuE  oan SEFgan  TEF aapWEE  aan

39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

(e) Interest rate risk management (continued) (e) FIEEBERE(E)

The Bank $RAT
2008
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R MEALE 1R E
HUT 15 E5% SEHE FEE ekl
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BEHET BEEET EREET EEEEL BEHEL
Assets BE
Cash and balances with banks and B RIERITMEAM,
other financial institutions SRBENET 3,619 - - - 1,233 4,852
Placements with banks and other ERTREMEREE
financial institutions R 78,781 13,948 - - - 92,735
Trade bills 2525 342 129 - - 50 521
Trading assets RHMGEE 406 2 81 37 2,388 2,914
Financial assets designated at fair value 55 ARiBIEH R
through profit or loss ATEENERIA 1,110 595 197 438 - 4,114
Advances to customers BFER 89,323 9,292 24,308 4,996 2,374 130,293
Other accounts HibEE 340 188 - - 7,819 8,347
Available-for-sale financial assets AEHESHAE 3,821 3,803 2,522 126 713 10,985
Held-to-maturity investments REIMEE 1,512 1,058 690 58 - 3,318
Non-interest bearing assets L BE - - - - 37,140 37,140
Total Assets BEESE 179,260 29,015 29,572 5,655 51,717 295,219
Liabilities BfE
Deposits and balances of banksand /7R E S REE
other financial institutions B R 1,072 8 - - 13 1,093
Deposits from customers BPER 211,740 18,398 1,057 - 8,834 240,029
Trading liabilities RSRREE 130 200 - - 2,219 2,549
Certificates of deposit issued BRET2ERE 2,503 654 1,014 3,520 - 7,691
Loan capital EEER 4,641 - 6,395 - - 11,036
Non-interest bearing liabilities FERAE - - - - 5,596 5,596
Total liabilities BEEE 220,086 19,260 8,466 3,520 16,662 267,994
Interest rate sensitivity gap HEGREEE (40,826) 9,755 21,106 2,135

216 The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)

FRIE B &t (&)

The Bank 1T
2007
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3{EAE 1A E
HUAT Z1F E5F SEME HFEE BE
HKS Mn HKS$ Mn HKS Mn HKS Mn HK$ Mn HKS Mn
BEREr  B¥EER  A¥EERT  AKREn  B¥EER B¥EER
Assets BE
Cash and balances with banks and Re RERTME
other financial institutions SRBBNLET 2,087 - - - 1,046 3,133
Placements with banks and other ERTRE e RS
financial institutions HtER 80,493 2,630 - - - 83,123
Trade bills 2528 375 47 - - 48 470
Trading assets RSRBEE 815 397 - - 3,409 4,621
Financial assets designated at fair value 55 i@ 8 b S
through profit or loss ATEENERIA 5353 446 2,828 - 14 8,641
Advances to customers TEER 96,635 8,200 22,316 5,154 2,142 134,447
Other accounts HiBEE 463 238 39 - 6,505 7,245
Available-for-sale financial assets AHHESREE 7,006 1,553 653 69 1,327 10,608
Held-to-maturity investments BEIERE 1,886 5,523 783 581 - 8,773
Non-interest bearing assets FERAE - - - - 37,412 37,412
Total Assets BEEH 195,113 19,034 26,619 5,804 51,903 298,473
Liabilities B
Deposits and balances of banksand TR EME RIS
other financial institutions TR 2,284 287 - - 10 2,581
Deposits from customers BFER 213,128 9,476 2,101 378 7,505 232,588
Trading liabilities RERREE 1,099 - 33 - 1,043 2,175
Certificates of deposit issued BRI ERE 3,918 6,533 504 3,410 - 14,365
Loan capital BEER 4,669 - 4,600 4,383 - 13,652
Non-interest bearing liabilities FEEBE - - - - 6,931 6,931
Total liabilities BfEgE 225,098 16,296 7,238 8,171 15,489 272,292
Interest rate sensitivity gap FRGRE =R (29,985) 2,738 19,381 (2,367)
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Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued)

BERARERE @)

(e) Interest rate risk management (continued)

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

(e)

AR EREE (E)
TREBAREE12A31HILFEREE SR
TAZBHAREE :

The Group £ The Bank 817
2008 2007 2008 2007
% % % %
Assets BE
Cash and short-term funds and Re RERTNE & BEEDN
placements with banks and & RERTREM
other financial institutions SREENET 0-10.28 0-10.00 0-10.28 0.10-8.60
Trade bills, advances to customers
and advances to banks and other BHER - RFERRFT
financial institutions REMSRERNER 0.50-36.10 0-37.62 0.60-18.33 0.88-18.36
Securities (Note) EH (M) 0.04-8.23 1.00-7.75 0.04-8.23 1.00-7.75
Liabilities b=
Deposits and balances of banksand 8277 R 1t & RiiiE e
other financial institutions TR RS 0.02-13.21 0.01-8.48 0.02-13.21 0.01-7.90
Deposits from customers BPER 0-9.00 0-13.33 0-9.00 0-8.75
Certificates of deposit issued and
loan capital BETFREREEER 0.92-10.14 2.25-10.48 0.92-10.14 2.25-10.48
Note:  Securities include certificates of deposit held, trading assets, financial assets WiE: BHEEESFEERE RHEE - EBE
designated at fair value through profit or loss, securities measured as loans and RBBEHARBRATEENERE
receivables, available-for-sale financial assets and held-to-maturity investments. E UERRERERGTENES - 7]
HHESHEERFERIERE -
(f) Strategic risk management () REMERBRER
The objective of strategic risk management is to monitor the risk to earnings or REHERBREENENREERTRAFER
capital arising from bad business decisions or from an improper implementation of TE S E M E i R 47 R T 1 ol Bl & Fl sk
good business decisions. BARFEOHRE o
The Board of Directors reviews and approves policy for the management of the EFERATMFHURMUERRERBE - &
strategic risk. The Board has delegated the responsibility for ongoing strategic risk R EEEAGEREECaaREEIRR
management to the Asset and Liability Management Committee. The Asset and BitEER - EEEEEEZESCERER
Liability Management Committee reports to the Board of Directors via the Risk FESMESSER-
Management Committee.
(9) Legal risk and reputation risk management () ZEEBMEERKREE
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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 Group.

Reputation risk is the risk arising from the potential that negative publicity
regarding the 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 Risk
Management Committee. The Operational Risk Management Committee reports
to the Board of Directors via the Risk Management Committee.
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Notes on the Accounts (continued)
BRIEM AT (&)

(h) Capital management (h) EREE

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group to
maintain a prescribed ratio of total capital to total risk-weighted assets. The Group
calculates requirements for market risk in its trading portfolios based upon the
Group’s VAR models and uses its internal gradings as the basis for risk weightings
for credit risk. Banking operations are categorised as either trading book or
banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.

In addition to meeting the regulatory requirements, the Group’s primary objectives
when managing capital are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by Asset and Liability Management Committee and is reviewed regularly by the
Board of Directors.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratio and there have been no material changes in the
Group's policy on the management of capital during the year, except for a change
in the calculation methodology in the capital adequacy ratios.

The capital adequacy ratios as at 31st December, 2008 and 31st December, 2007
are computed on the consolidated basis of the Bank and certain of its subsidiaries
as specified by the HKMA for its regulatory purposes, and are in accordance with
the Banking (Capital) Rules of the Hong Kong Banking Ordinance which became
effective on 1st January, 2007.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2008 and 31st December, 2007 and the Group is well above the
minimum required ratio set by the HKMA.
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Notes on the Accounts (continued)

IR a2 (&)

40.FAIR VALUES OF FINANCIAL INSTRUMENTS @I EMNAFXEE

(a) Estimation of fair values (a) AV EEMET

220 The Bank of East Asia, Limited Annual Report 2008

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-establised
valuation techniques using current market parameters. In particular, the fair value is a
theoretical value applicable at a given reporting date, and hence can only be used as an
indicator of value realisable in a future sale.

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

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

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

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

(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.
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Notes on the Accounts (continued)
BRIEHZE (4E)

(iv)

(vi)

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.

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.

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

(b) Fair value
All financial instruments are stated at fair value or carried at amounts not materially different
from their fair values as at 31st December, 2008 and 2007, except for held-to-maturity
investments as set out in Note 26.

41.0FF-BALANCE SHEET EXPOSURES

BERBRUINER

(iv)

(vi)
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BE o

(a) Contingent Liabilities and Commitments
The following is a summary of the contractual amounts of each significant class of

(a)

HREBERARE

AT REERABBRAEEIEEFINEGL

contingent liabilities and commitments: BURRE -
The Group £E The Bank 817
2008 2007 2008 2007
HKS Mn B8 HERT HKSMn B¥EEr HKS Mn B EERT HKS Mn BEBETT
Direct credit substitutes HECEARE S 7,272 8,496 6,888 9,151
Transaction-related contingencies B 5 E MBS AER 1,771 976 1,529 707
Trade-related contingencies RE SAMNARER 1,045 1,493 721 1,033
Commitments that are unconditionally A ZE {&{+ERE /8
cancellable without prior notice SR BAHALE 41,692 49,117 38,683 37,442
Other commitments H A
- upto 1 year —1EHAT 5,651 4,510 3,049 2,062
—over 1 year 15 E R 7 £ 7 4144 11,551 13354
76,168 78,736 62,421 63,749

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The
contractual amounts represent the amounts at risk should the contract be fully drawn
upon and the client default. Since a significant portion of guarantees and commitments is
expected to expire without being drawn upon, the total of the contract amounts does not
represent expected future cash flows.

IRBEMAEEREEAANTA - 815
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MEEFENEAERRNEE - RN
HIERE AN KRN RS D BESERL
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Notes on the Accounts (continued)
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41.0FF-BALANCE SHEET EXPOSURES (continued)

(b) Derivatives
Derivatives refer to financial contracts whose value depends on the value of one or more
underlying assets or indices.

EEESBERUIINER @

(b) $7ETE
PTATRRE —ERSEANEERISH
EEETEEOHBELY -

The following is a summary of the notional amounts of each significant type of derivative LTAEERRTHERITETAFZHT

222

for the Group and the Bank: MWERBERE :
The Group
58
2008 2007
Trading  Non-trading Total Trading ~ Non-trading Total
% kX5 “m 25 kX5 kA
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEET BERET BYRET BEEET BEREL BEREL
Exchange rate contracts EEEA
Forwards and futures EHRHREE 23,860 - 23,860 14,816 by) 14,838
Swaps FEHZ 5 1,633 12,863 14,496 15,141 8,456 23,597
Options purchased Nl 919 151 1,070 3,717 - 3,717
Options written i AR 1,075 151 1,226 3,527 - 3,527
Interest rate contracts FIE&H
Forwards and futures BB FREE 25 - 25 185 - 185
Swaps HHR 5 - 44,699 44,699 1,261 26,894 28,155
Equity contracts Rina#
Swaps HHRS - - - - 2,864 2,864
Options purchased BB 82 1,638 1,720 1,332 6,031 7,363
Options written Turt it 47 1039 1466 3545 = 3,545
28,021 60,541 88,562 43,524 44,267 87,791
The Bank
817
2008 2007
Trading  Non-trading Total Trading Non-trading Total
x5 kX5 k] 5 *RX5 ot
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BERET BRRER BERET BEREL BEREL
Exchange rate contracts EEE4
Forwards and futures BB REE 10,842 - 10,842 12,707 - 12,707
Swaps HHRS 1311 12,253 13,564 15,141 9,840 24,981
Options purchased [=YNil 971 151 1,122 3,717 = 3,717
Options written afusp:it 1,075 151 1,226 3,527 - 3,527
Interest rate contracts FIEEH
Forwards and futures EHRHREE 25 - 25 185 - 185
Swaps EHZ 5 - 42,684 42,684 1,261 24,893 26,154
Equity contracts BRAEH
Swaps BHR5 - - - - 4,093 4,093
Options purchased PNl 82 2,307 2,389 1,331 6,031 7,362
Options written it 2 1039 1466 3545 - 3,545
14,733 58,585 73,318 41,414 44,857 86,271
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Notes on the Accounts (continued)
BRIEHZE (4E)

Derivatives arise from futures, forward, swap and option transactions undertaken by the MTETAEAAEERARITEINE - FIEK
Group and the Bank in the foreign exchange, interest rate and equity markets. The notional REMSGHETHE &8  mHRHERS
amounts of these instruments indicate the volume of transactions outstanding at the MEE - ELTANERSBIETCAEERD
balance sheet date; they do not represent amounts at risk. ATERHIRHE - BETRKRAZRZRBRE
B o
The fair value and credit risk weighted amounts of the aforesaid off-balance sheet exposures A EEBBRMINERH AT EEREE
are as follows. These amounts do not take into account the effects of bilateral netting R INES RN T o &SI ARG A SR
arrangements. TFERRHERE o
The Group £E The Bank 17
2008 2007 2008 2007

HKS Mn BMEERT HKSMn BBEET HKSMn B¥EBT HKS M BRAEET

Fair value (Note 22) ATEE (Mf3F2)
Exchange rate contracts EXRE4 488 235 262 172
Interest rate contracts HEEH 1,012 804 755 705
Options purchased BAHIE
~ exchange rate contracts —EEEH 3 - 3 -
— equity contracts -Kfrey 23t 513 3 513
1,734 1,552 1,251 1,390
The Group £ The Bank 817
2008 2007 2008 2007
HKS Mn B8 EERL HKS Mn BEEET HKSMn BEEERL HKSMn BEEET
Credit risk weighted amounts* EERRIESE*
Contingent liabilities and
commitments SR B A e 20,642 18,725 14,002 12,305
Exchange rate contracts ERAL 391 130 340 131
Interest rate contracts HEEK 225 196 32 197
Equity contracts RIAEH 181 75 248 99
Debt security & other commodity B R 22 -3’ e
21,461 19,126 14,949 12,732
*  The Bank adopted the Foundation Internal Ratings Based (“IRB”) approach according * REBGRITEER)RA) - RITHRAERRA
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st BEPRT AR ST B ST E 2008612 A31H
December, 2008. ZEERBZRBIESTE -
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Notes on the Accounts (continued)

IR a2 (&)

41.0FF-BALANCE SHEET EXPOSURES (continued) ZEE&BEBRUINMNEE @)

(b) Derivatives (continued) (b) $TEIAE)
The tables above give the contractual or notional amounts, fair value and credit risk ERINEEEABRIMINRZHNE LK EE
weighted amounts of off-balance sheet transactions. The fair value is calculated for the S RFEEREERRMNESSE - RF
purposes of deriving the credit risk weighted amounts. These are assessed in accordance EERARAECERRMESRE - %58
with the Banking (Capital) Rules. Fair value represents the cost of replacing all contracts HERIZBURTEEAN) BANETE - 2F
which have a positive value when marked to market. BEREEEMARMSBETEEERN

BIEBERE LR

Fair value is a close approximation of the credit risk for these contracts as at the balance ATEEREAEBZSANNBEER
sheet date. The credit risk weighted amount refers to the amount as computed in I o EERBRINESEIBIRBURITE(E
accordance with the Banking (Capital) Rules. R)RADE o
The following table provides an analysis of the notional amounts of derivatives of the Group TRAOMELE A AEBERER AR EE
by relevant maturity grouping based on the remaining periods to settlement at the balance 2R EERRABITETANRECHE -
sheet date.
The Group £E
Notional amounts with remaining life of
FRBRNERER
2008 2007
1year Over 1year Over Tyears  Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1L 150 E

1EFUT 5% SENE 28 1FIT 5% SEUNE a8
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
AREAr A%OER ANEER RNEEn EMEET ENEET EY¥EET AWEER

Interest rate derivatives METETA 26,641 14,193 3,890 44,724 10,651 13,047 4,642 28,340
Currency derivatives EROTETE 35,145 5,507 - 40,652 40,69 4,980 - 45,679
Other derivatives AftfT4HETA 2,514 8 664 3,186 10,737 2,450 585 13,772

64,300 19,708 4,554 88,562 62,087 20477 5227 87,791

The Bank $i47
Notional amounts with remaining life of
NHHERNEREE
2008 2007
1year Over 1year Over Tyears  Over 1year Over
orless  to5years 5 years Total orless  to5years 5 years Total
150 1L E

1EFHUT Z5F SENE @am  1EGUT 5 SELAE B
HK$ Mn HKS Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn
BEEET BEEET BYEET RYEER AMEEn A%EEn AEEr AkEEn

Interest rate derivatives MEFTETA 26,341 12,384 3,984 42,709 11,021 11,222 4,096 26,339
Currency derivatives EBITETA 21,247 5,507 - 26,754 40,286 4,646 = 44,932
Other derivatives HfTHETA 3,183 8 664 3,855 11,137 3278 585 15,000

50,771 17,899 4,648 73,318 62,444 19,146 4,681 86,271
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Notes on the Accounts (continued)
BRIEHZE (4E)

(c) Capital Commitments (o) ERFENE
Capital commitments outstanding at 31st December and not provided for in the accounts 12 A31 B AR ERMB IR ARIE IR B2
were as follows: BB AREBENT
The Group £8 The Bank 17
2008 2007 2008 2007

HKS Mn 8 EET HKS Mn B8 EEL HKS Mn B EET HKSMn BEEER

Expenditure authorised and

contracted for BRAT HITEEY 1,611 1,880 608 647
Expenditure authorised but not
contracted for EREXHERER 107 131 98 89
1,718 2,01 706 736
(d) Operating Lease Commitments (d) EEHEERE
At 31st December, 2008, the total future minimum lease payments under non-cancellable 20085128318 - E AT HEEN K EHE
operating leases are payable as follows: A RRRIEENAEFIEEELT ¢
The Group £E The Bank 817
2008 2007 2008 2007

HKS Mn B®EET HKS Mn B EET HKS Mn B¥EERT HKS Mn BB EET

Properties E
Within one year 1E AR 338 272 135 119
After one year but within five years 1EE5FR 684 619 117 125
After five years SFE 358 307 - 1
1,380 1,198 252 245
The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn BB EET HKS Mn B EET HKS Mn B¥EERT HKS Mn BB EET
Equipment B
Within one year E:0 7 5 2 2
After one year but within five years 15558 R 10 9 2 2
After five years SELE - - - -
17 14 4 4
The Group and the Bank lease certain properties and equipment under operating leases. The REBRATAEEHEHAHA L LY ZE
leases run for an initial period of one to twenty five years, with an option to renew the lease Mt - HEFHR1FE25 © FIHBRA
when all terms are renegotiated. Lease payments are usually adjusted annually to reflect BENBEMETIASZ - HENRESES
market rentals. None of the leases includes contingent rentals. BEFRAEARMTEES - IBEHELOLD

BHEXAEE -
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Notes on the Accounts (continued)

IR a2 (&)

42.NOTES ON CONSOLIDATED CASH FLOW STATEMENT #HAR&ERERME
(a) WEBMHEBLAR

(a) Purchase of Subsidiaries

2008 2007
HK$ Mn B EET HKS Mn ¥ EET
Net assets acquired BBANFEE
Cash and balances with banks Be RERTNEL MBS REkE
and other financial institutions peyed 12 2
Advances and other accounts BENREEZERR
less provisions H fth BR I8 10 5
Fixed assets BEEE 4 -
Goodwill S 25 =
Other accounts and provisions Hpml®s @4 3)
6 4
Goodwill arising on consolidation BRIEMARELNRE . 36
Total purchase price R @ X B AE 33 40
Less: cash and cash equivalents acquired w AR kERREEE a2 2)
Cash flow on acquisition net of cash acquired B EHEWERBANR SR 21 38
(b) Disposal of Subsidiary (b) HEMBAR
2008 2007
HK$ Mn B8 EET HKSMn ¥ EET
Advances and other accounts less provisions BHREEERREMRE - 53
Taxation T8 - 3)
Other accounts and provisions Hegpme®e - (1)
- 49
Add: gain on disposal powERY - I 406
Cash flow on disposal of subsidiary HERBARNE SR - 455
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Notes on the Accounts (continued)

FRIE B &t (&)

(c) Cash and Cash Equivalents

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

statement

(0 RERZERRELER

() EFcHSRERARSRERRSE

B AR D

2008

2007

HKS Mn B¥EERX  HKS MnS¥EET

Cash and balances with banks and

R MAERITAMEAD & RS

other financial institutions T 20,042 14,187
Placements with banks and other JRZRHRBR A 31 A LA
financial institutions with original TERTT R H M & Bhits
maturity within three months HTERR 70,442 87,395
Treasury bills with original maturity JRZEAR A31E A AR
within three months M EEH 3,251 1,919
Certificates of deposit held with original RAHR A3ME A AR Z
maturity within three months A NERE 371 217
94,106 103,718
(i) Reconciliation with the consolidated balance sheet (il HEEFEEEBBERNYER
2008 2007

HKS Mn BB EET  HKS MnB%EST

Cash and balances with banks and

other financial institutions (Note 19)

Placements with banks and other
financial institutions (Note 20)
Treasury bills and certificates of
deposit held
— trading assets (Note 22)
— designated at fair value through
profit or loss (Note 23)
— advances and other accounts
(Note 24)
— available-for-sale (Note 25)
— held-to-maturity (Note 26)

Amounts shown in the consolidated
balance sheet

Less: amounts with an original maturity

of beyond three months
cash balance with central bank

subject to regulatory restriction

Cash and cash equivalents in the
consolidated cash flow statement

B RIERITRE S RS
AT (Md7E19)

TESRIT R A & RIS
HITFR(Kd7E20)

BlE &S RSB TTRE

—RZBREE(KF22)

— T RBEREARR AT EE
(Mi3E23)

—BERREMEE(E24)
— Al & (B 3E25)
— R ZEFIH(F5E26)

EHREEERBBERNENSHE
B RAHRR3E A AL
ot
ABRHIE T RIBITH
REBF

EGaRenBRANAS R
ERRSIER

28,105 17,853
96,574 94,704
400 1,195

- 50

39 39
11,153 3,676
1,897 1,692
13,489 6,652
138,168 119,209
(35,999) (11,825)
(8,063) (3,666)
94,106 103,718

RERITHERAA
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Notes on the Accounts (continued)

IR a2 (&)

43.ASSETS PLEDGED AS SECURITY H{EE#HRHNEE

The following balances with banks have been pledged as collateral for securities ATHRITESRCER TERESFBERIT
borrowings and margin deposits of derivatives. S TAFREZES 2BRE -
The Group £E The Bank 17
2008 2007 2008 2007

HKS Mn M EERT HKSMn BB EET HKSMn B¥EBT HKS M BREET

Cash collateral for BEEFEENTS
borrowed securities R 7 - 7 -
Collateral deposit for BESTET EBER
derivatives dealing g im 5 Mm 5
919 55 919 55
These transactions are conducted under terms that are usual and customary to WMERPZIERRIE—RRBEZEERR
standard lending and securities borrowing and lending activities. EBEREERDHET
44.LOANS TO OFFICERS {THX A BE 3%
The aggregate of loans to officers of the Bank disclosed pursuant to Section RBETECA BER])EE161B5R4B) R (4C) T
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: TE  RTITRAB 2 EREERAMWT
2008 2007

HKS Mn B¥EERT  HKS Mn s EET

Aggregate amount of relevant loans

outstanding at 31st December HEEFN 12831 BRE R EsE
By the Bank RERITIEH 4,169 1,432
By subsidiaries mg ey 173 625
5,242 2,057
The maximum aggregate amount of
relevant loans outstanding during the year FERNBBERZ R R A%
By the Bank HRIRITIE 4,573 1,864
By subsidiaries mHEARELE 1492 625
6,065 2,489
There was no interest due but unpaid nor any impairment allowance made against 72008412 A31H k2007412 A31H &
these loans at 31st December, 2008 and 31st December, 2007. BREARENFE - IAREHZEERIER

B2 ©
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Notes on the Accounts (continued)
BRIEHZE (4E)

45.MATERIAL RELATED PARTY TRANSACTIONS EE(ATHEARRS

The Group maintains certain retirement benefit schemes for its staff as per Note
2(q)(iii). In 2008, the total amount of contributions the Group made to the
schemes was HK$107 million (2007: HK$93 million).

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
(2007: one) associate amounting to HK$7 million at 31st December, 2008 (2007:
HK$7 million), 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:

AEEAHB S RER LRKRETS -
B KT EE2(q)ii) K 58 ° 2008 F A © ANEE
135 LAt B e TR 8 &R B 107,000,00070
(20074 : 7##93,000,0007T) °

AEEREBMATETSERS  BLA
TEEREAR TBTRABHEETER
BERKE « RZELEALIEHINARSAR
BAVENNAT - BERHREERE
A TFERRAMIREEE - RATET
—EQo07F: —H)KEARNEERREE
AN HR20084F 12 A31 B &R BB
7,000,0007T (2007 4 : #%7,000,0007T) *
Rtz - FIEERRIEENTE - HIRE
H—REFERAKTE 2 EFBEENGERER

E oo

20084 + A& [ 1E B A £ AT UCENER S f+F
T FIE0F S - KAE20084F 12 A31H - BB
ALTHIRAEXR @A LTHTE  REFE
AN B A T & m R AR R B TR RER
IR @A -

Key management personnel Subsidiaries Associates

TEEEAR HEA R BE AT
2008 2007 2008 2007 2008 2007
HKS Mn HK$ Mn HKS$ Mn HK$ Mn HKS Mn HK$ Mn
BEEEL A%REnr BYEEBx E¥REn  B%EER  BKEER
Interest income FEHA 264 155 1,079 833 8 9
Interest expense FEXH 88 134 148 204 - -
Amounts due from B AL RR 8,209 10,448 16,398 17,964 124 213
Amounts due to R R A THY TR 3,696 3,961 1,994 1,634 7 10
Maximum amounts due from BHMA TR AR 12,429 11,361 22,072 23,699 446 422
Maximum amounts due to REMA TR ZE 8,527 8,593 2,850 1,894 34 62
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Notes on the Accounts (continued)

IR a2 (&)

46.EQUITY COMPENSATION PLANS M3 #{E 2

The Bank has adopted Staff Share Option Schemes whereby the Board of the RITFERANEERRAERANITEEGA
Bank may at its discretion grant to any employees, including Executive Directors BB HRRETFTAEEZEMES - B
and Chief Executive, of the Group options to subscribe for shares of the Bank. The HMITEF RITHAR - ARBARITRG - R
options may be exercised during the period beginning on the first anniversary of RAERITEAR AR T BNE 1 BAFRREER
the Date of Grant and ending on the fifth anniversary of the Date of Grant. All FTHBESAFIE - FARRESAEHER
options were granted for nil consideration. HEH o
(a) Particulars of Share Options (a) RBAEFE
Exercise Price
Date of Grant Vesting Period Exercise Period Per Share
BFHH B 1T BRITEE
HK$ B
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
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 47.13
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013 44.10
(b) Movement of Share Options (b) RREZEE
2008 Number of Share Options 2 REE B
Outstanding Outstanding
Date of Grant at 1/1/2008 Granted Exercised Lapsed at31/12/2008
720084 720084
1818 12A31H
BFHH 2 RATBE 28T 217 EF30¢ i AR AT 6L
02/5/2003 2,205,000 - 2,205,000 - Nil
22/4/2004 3,915,000 - 1,080,000 70,000 2,765,000
03/5/2005 7,230,000 - 1,125,000 - 6,105,000
03/5/2006 3,200,000 - 500,000 - 2,700,000
10/5/2007 2,750,000 - - 2,750,000
05/5/2008 - 5,500,000 - - 5,500,000
Total 48%a 19,300,000 5,500,000 4,910,000 70,000 19,820,000
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Notes on the Accounts (continued)
BRIEHZE (4E)

2007 Number of Share Options RAEHEZ B
Outstanding Outstanding
Date of Grant at 1/1/2007 Granted Exercised Lapsed  at 31/12/2007
20074 720074
1H1H 12H31H
KT EH HARATE BERT B17fE BRRK HARTTE
18/4/2002 1,855,000 = 1,855,000 = NIL
02/5/2003 2,895,000 = 690,000 - 2,205,000
22/4/2004 5,750,000 - 1,835,000 - 3,915,000
03/5/2005 10,310,000 - 3,080,000 - 7,230,000
03/5/2006 3,250,000 - 50,000 - 3,200,000
10/5/2007 - 2,750,000 - - 2,750,000
Total 42%8 24,060,000 2,750,000 7,510,000 - 19,300,000

(c) No share options were cancelled during the years ended 31st December, 2008 and  (c) #%2008%20075 12831 BEE NI ARER

2007. At Tt 8 ©
(d) Details of Share Options Exercised (d) BITFERREFE
Number of Share Options
RIRERE
Exercise Period Date of Grant
TEHE =t 2008 2007
January 1 H 18/4/2002 - 20,000
02/5/2003 1,005,000 55,000
22/4/2004 130,000 390,000
03/5/2005 75,000 420,000
February 2 A 18/4/2002 - 55,000
02/5/2003 20,000 55,000
22/4/2004 20,000 155,000
03/5/2005 25,000 320,000
March 3 B 18/4/2002 - 930,000
02/5/2003 1,060,000 125,000
22/4/2004 665,000 180,000
03/5/2005 715,000 180,000
03/5/2006 500,000 -
April 4 A 18/4/2002 - 850,000
02/5/2003 30,000 10,000
22/4/2004 165,000 75,000
03/5/2005 110,000 290,000
May 5 A 02/5/2003 90,000 210,000
22/4/2004 20,000 155,000
03/5/2005 75,000 390,000
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Notes on the Accounts (continued)

FRIE B &t (&)

46.EQUITY COMPENSATION PLANS (continued) B3 E T2 ()

(d) Details of Share Options Exercised (continued)

(d) BATERRER ()

Number of Share Options

RRES B

Exercise Period Date of Grant
1T = 2008 2007
June 6 A 02/5/2003 - 150,000
22/4/2004 25,000 65,000
03/5/2005 25,000 655,000
July 7 8 22/4/2004 5,000 75,000
03/5/2005 55,000 145,000
August 8 B 02/5/2003 - 30,000
22/4/2004 30,000 120,000
03/5/2005 45,000 105,000
September 9 A 22/4/2004 20,000 30,000
03/5/2005 - 115,000
October 104 22/4/2004 - 180,000
03/5/2005 - 100,000
November 11 A 02/5/2003 - 15,000
22/4/2004 - 310,000
03/5/2005 - 160,000
03/5/2006 - 50,000
December 12 A 02/5/2003 - 40,000
22/4/2004 - 100,000
03/5/2005 - 200,000
4,910,000 7,510,000

47.ACCOUNTING ESTIMATES AND JUDGEMENTS & &H{h st ¥ 8
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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.

ERAAEENIRAR - BEEMARRSE
TRZERENEH - BAEREEREE
ZEBMIREERRBERBEAZENMG
MERE - RS IRAERE THREFEAR
ARZ M2 @BEFENMFTERE o 17K
SEEFUZERR - ERALEEHA RS
HENREEEEAZE - RALETRE
BRRMEAERAEE 2 RESHEATR -
EREEZRATE  ARERREELE
BZRBE  MASBEOMBERRIGERFiH
[RREL A ARNEAS

EEECEERZEGHIMNAREER
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Notes on the Accounts (continued)
BRIEHE (4E)

(a) 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 financial assets and held-to-maturity investments

The Group determines that available-for-sale financial assets and held-to-
maturity 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.

(i) Valuation of financial instruments

The Group's accounting policy for valuation of financial instruments is included
in Note 2. The fair value of the financial instruments is mainly based on the
quoted market price on a recognised stock exchange or a price quoted from
a broker/dealer for non-exchanged traded financial instruments. The fair value
of collateralised debt obligations is based on bid prices quoted by reputable
brokers and has been carefully assessed for reasonableness by management.
The fair value of SIV is based on their net asset values as provided by the SIV's
managers.

(a) HETEERZNEZRR
Mf5E29 « 35F40E M B RATERE - BERT
RIENAFEENSRTANAFEENR
ERERBEZ - Gt T BERENEME
ZHRRWT -

() JMEEE

AEEEFERRHETAR © AR
BERAREHFE - AKEFBRHEHRS
BEMEBRERAIAEAERECEL
A - BMEEHRIEIRA PR o
BEEEERERAERAGANTEER
ERERE EMNFTIREHRYE - @
FZEEHBAEENTETEEREM
BEH - B2 ERIRE AR ERE
MEBERFE  BRRESTEZS
BENFERRFERE ZEENNE
BRER - AR RR SR - A
ERRERENBANAIBREER RE
BEL AR - EEE NG EHina A
HETHRIRETRAV AR - #ER
DEFHEREERIBRNESR -

AR ELHEERFZIHIRE
EAHHESREERFBEIHREN
AFEEPAEKFEERERAE &K
SEAHEZSEEERREDRE - X
SEHABAFEEEAKANSES
T — B & R A 71 AT e [0 4 88 fRR 5% 1
g Bt =R HBRRAMY
4 .

(iy E£RTEMMGE
AEEH SR T AGENS T ERYI
B2 - SRMTANAFEEESIRE
RAIZ R G TISHRE @ IFIFEER
SHEXSNERMIATS @ ARER
02/ RPEMRE - EBHEBEFHA
FEEHEERTNSLKREAERE
WRE RREHEBEE/ DO EEEE
1 o BERIRE T A AT EERER
ARETEZEBAMBERZIANE
EFE -
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Notes on the Accounts (continued)

FRIE B &t (&)

SEEET R HE @
(b) AEMREEEHIENE S

47.ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)

(b) Critical accounting judgements in applying the Group’s accounting policies

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

@i

(ii)

Held-to-maturity investments

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

AEEEASTBRNE TEE S AN
:

BEEHIRE

£ E 2 A BT A HEE S B S A
B

7?

0]

B ARAKEEEES R
REZZHMBANFETESREE
NERFHEEHIRE - EEHBRHE

?§l+}4w

N

investments till maturity. B ARB g EAE BTG58 REE
NFBEZFREZEHB -

If the Group fails to hold these investments to maturity other than for certain TEETERELTRIN - BEAREERRE

specific circumstances, the Group will have to reclassify the entire portfolio of BEZSREZIHA AEEGKE

held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

Recognition of deferred tax assets

The group recognises deferred tax assets only to the extent that it is probable
that future taxable profits will be available against which the asset can be
utilised. Estimates and judgements are applied in determining the amount of
future taxable profits and the probability that such future taxable profits are
available in the foreseeable future to support recognition of the deferred tax
assets. The group uses all readily available information, including estimates

A FE2HAMKRERE 08
RAUHDE - ERARNBEREBER
Vel

E bt - FRABESHR A GT 2 ) AT #5 2 2 B
BRESHALNFEBETE -

(ii) ﬁﬁﬁlﬁfééziﬁi

iﬁ)‘élﬁ;ﬁﬁﬁ’]\ /RT $%@Z‘ﬁ&%u
ERIEEE © 58 E AR R ERTUEFI #
SRENEATREER - AT RABER
R 7278 SR R PR AR ot i ) BT 75 S s e
RREERBEE - AEBERAMAE

based on reasonable and supportable assumptions and projections of revenue EHNER  BERBEERAXFEZR
and operating costs, in determining future taxable profits. Changes in these R FNE A e 2 AR B il Et - w*ﬁ
estimates could significantly affect the timing of deferred tax asset recognition RIRFEARB R A o WL F AT EE)

and the amount of asset recognised.

48.COMPARATIVE FIGURES L& E=F

HIRIEIR A ERER E’J%Fﬁ&éﬁ?ﬁﬁw
HEEEEATE -

The comparative figures have been restated to conform with current year’s
presentation.

49.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS
AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE
FOR THE YEAR ENDED 31ST DECEMBER, 2008

LREFEEER  UHEARFENE2HT
e

EHZE2008F12831HLLEE
BIE DB R EMEIERT ~
EENREBAEEAN TSR

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments, new standard and interpretations which are not yet effective for the
accounting year ended 31st December, 2008 and which have not been adopted in
these accounts.
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Notes on the Accounts (continued)

FRIE R &t (&)

The Group is in the process of making an assessment of what the impact of these AEBIEEEREZSER  HiRE  H2E
amendments, new standards, new interpretations and additional disclosures is MEBHINEBEEEERARATREEENTE -
expected to be in the period of initial application. So far it has concluded that the SIS ERAERNZZER « FIEE -
adoption of them is unlikely to have a significant impact on the Bank's results of MR EMREINE R RITH R E RA BN
operations and financial position. CERN-Z &

In addition, the following developments may result in new or amended disclosures BEAN - AT B B R AT RE 5| SRR TE R (EH 2
in the accounts: FTSUERTEVRER

Effective for accounting periods
beginning on or after

e AR AR B AR

HK(IFRIC) 13 — Customer loyalty programmes 1st July 2008
a5 (BRI REERBREES)RBE IR BLAR] 2008%7H1H
HKFRS 2 — Share-based payment (Revised) 1st January 2009
KIS KEBMERELERNDE 25— ARG AERAIZ | 20091 A 1H
HKFRS 8 — Operating segments 1st January 2009
(BRI BMEERNFEH—LENE] 20091 H1H
Amendment to HKAS 1, Presentation of

financial statements: capital disclosures 1st January 2009
KIETKEARTTERDE R A B RER 2 25, : EAREE] 20091 H1H
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FEEERRREMBEEH

(1) CAPITAL ADEQUACY RATIO AND CAPITAL BASE EXZ R ERREXRER
(a) EXZRILE

(a) Capital Adequacy Ratio
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2008 2007
% B E % B DK
Capital adequacy ratio as at
31st December MN12A31BERT B L 13.8 12.6
Core capital adequacy ratio as at
31st December M12 A31 BRI L E AT B LR 9.1 7.4

Capital ratios at 31st December, 2008 and 31st December, 2007 were compiled
in accordance with the Banking (Capital) Rules (“the Capital Rules”) issued by the
Hong Kong Monetary Authority under Section 98A of the Hong Kong Banking
Ordinance for the implementation of the “Basel II” capital accord, which became
effective on 1st January, 2007. In accordance with the Capital Rules, the Bank
has adopted the foundation internal ratings-based approach for the calculation of
the risk-weighted assets for credit risk and the internal models approach for the
calculation of market risk and standardised approach for operational risk.

The basis of consolidation for calculation of capital ratios under the Capital Rules
follows the basis of consolidation for financial reporting with the exclusion of
subsidiaries which are “regulated financial entities” (e.g. insurance and securities
companies) as defined by the Capital Rules. Accordingly, the investment costs of
these unconsolidated regulated financial entities are deducted from the capital
base.

72008412 A31H }&2007412 8318 2 &
AR - DHIRBES S BEERBEMACEE
TECER)VFRADTERFADEE - f[ &
AR B TR IR B SR T IR 01 ) 25 98 A5 FE
BT EEZRERBEMSIE - WH2007F
1ATRER - IRIBE[ERRA ] - ATEER
M ER A TREETEE I SHEEERR
ZEBMEEE - [ APEXTEEIFTE™
SRR RRENE L FTEEERR -

RIERRA T ERAERL R ZERTY
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Unaudited Supplementary Financial Information (continued)

REEZHT I BEEX (&)

(b) Group Capital Base after Deductions

(b) EEMRRNEALR

2008 2007
HK$ Mn B EET HKS Mn BB EET

Core capital BB

Paid up ordinary share capital S S OR b

Share premium A&t 18

Reserves &

Profit or loss account B=iR

Deduct: Goodwill R

Net deferred tax assets FRIER IR A B
Other intangible assets Hih @\ AR
Less: Core capital items deductions B ROEARNIRIER
Total core capital AN - PN
Eligible supplementary capital AIETE R INE A

Reserves attributable to fair value EiRAFEEGFE LM
gains on revaluation of holdings of RS EE
land and building BRI

Revaluation reserves for fair value EiE AT EEMTE A H
gains on revaluation of holdings of HE R D RER B S
available-for-sale equities and mEEAFH
debt securities BhHE

Unrealised fair value gains arising from R A FEEEZFERGD &
holdings of equities and debt securities WIS TE RBBERIA R
designated at fair value through NEBEZEBES
profit or loss mEENRERRF

Regulatory reserve for general —MRERITE R R A
banking risks EERE

Collectively assessed impairment
allowances BT hR E L

Surplus provisions BFIAEE

Perpetual subordinated debt EIHAMRERE

Term subordinated debt AHRERE

Less: Supplementary capital items

deductions A M IEARRIEIER
Total supplementary capital MIanE A 42 %8
Total capital base BRI AR

4,183 3,936
4,922 1,118
18,308 16,884
(71) 873
(1,624) (1,616)
(119) =
29) __an.
25,570 21,184
(2,749) ~ (_2_7f1%)_
22,821 18,442
801 788
- 128
- 2
156 247
42 51
1,024 694
3,356 4,661
8,899 8,952
14,278 15,523
(2,749) ~ (_2_7f1%)_
11,529 12,781
34,350 31,223

Deductions from total capital base include investments in subsidiaries of which
their risk weighted assets have not been consolidated into the total risk weighted
assets of the Group, which mainly conduct banking related businesses.

EAZMEEIAAR - QEEBHERNE
RORABEBOKBADRE - THER
AHEE AR AE AR E BRI A B
PFEEE ©
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Unaudited Supplementary Financial Information (continued)

REEZHT R BEEX (&)

(2) LIQUIDITY RATIO #iBi&E&th®R
2008 2007
% B E %BHE
Average liquidity ratio for the year FERNFHRBDESLE 38.4 435

FENTHRDARLERE AT
WETH - LA HRRBBELREER
TERIERE MRS A EERE BRI
B %4 o

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

(3) CROSS-BORDER CLAIMS =[El &

The information on cross-border claims discloses exposures to foreign
counterparties on which the ultimate risk lies, and is derived according to the
location of the counterparties after taking into account any transfer of risk. In
general, such transfer of risk takes place if the claims are guaranteed by a party
in a country which is different from that of the counterparty or if the claims are
on an overseas branch of a bank whose head office is located in another country.
Only regions constituting 10% or more of the aggregate cross-border claims are

BREREHREHEINRZHTFRRER
REBREFEL  YEBEREBREBRESE -
—RME  AAEFNERESEIERZY
FREMMNBERE— T &R - AREROE
THRERRITHEIN DT - MRRITHAR
MEEWIFRN R ZE FROREN - FERE

Rem—EARREEE S EER - X

disclosed. —Hb[E B R R G R AT 10% 3K k-
20 ) R R BE R T AR ER o
2008
Banks and Public
other financial sector
institutions entities Others Total
SRITRHM
SRBE NERE Hitr @5
HK$ Mn RS EET HKS Mn B EET HKS Mn B EET HKS Mn B¥EER
The Group £8
People’s Republic of China HEAREAE 31,237 2,867 49,999 84,103
Asian countries, excluding HibmMER
People’s Republic of China (PEFEREARLNE) 17,388 1,703 11,797 30,888
North America =M 11,688 10 10,028 21,726
Western Europe FER 70,048 - 2,383 72,431
2007
Banks and Public
other financial sector
institutions entities QOthers Total
PITREM
SRKE NEKE Hit Fot]
HKS Mn BB EET HKS Mn B EEL HKSMn BEEERL HKSMn BBEET
The Group £E
People’s Republic of China FEARLNE 27,967 3,720 35,375 67,062
Asian countries, excluding Hp MR
People’s Republic of China (TEEREARLNE) 14,535 1,471 11,478 27,484
North America SIEQ 7,101 5,303 8,947 21,351
Western Europe [if]Z 67,436 - 4,784 72,270
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Unaudited Supplementary Financial Information (continued)

ES

BERHAZNBEEN (F)

(4) NON-BANK MAINLAND EXPOSURES EBIAFHRITEXFERR

The total direct non-bank Mainland exposures and the individual impairment

BAFERITIRE P B AR 2w R AR

allowances are as follows: BEFBNT :
2008
On-balance Off-balance Individual
sheet Sheet impairment
Type of counterparties exposure exposure Total allowance
BEAE% BEEER
REHFHER NRHER BSMER ] ERIREER
HKS Mn B8 EEx HKS Mn B¥EET HKS Mn B¥EET HKS Mn B¥EER
Mainland entities BNEE 92,563 14,764 107,327 60
Companies and individuals outside EERARER
Mainland where the credit is MiERAA AR
granted for use in Mainland [N 13,804 2,192 15,996 37
Other counterparties the exposures H R SHFmE
to whom are considered to be R R E AEIA
non-bank Mainland exposures ERTERFER 4,266 43 4,309 -
Total e 110,633 16,999 127,632 97
2007
On-balance Off-balance Individual
sheet Sheet impairment
Type of counterparties exposure exposure Total allowance
BEAER BEARR
RHHFHER PRLaED A MO o TERIR B
HK$ Mn BB EET HKS Mn BB EETL HKS Mn BBEET HKS Mn BB EET
Mainland entities NEE 76,128 15,247 91,375 184
Companies and individuals outside EERARER
Mainland where the credit is (RGN
granted for use in Mainland [N 11,848 2,785 14,633 1
Other counterparties the exposures HE R SHFmE
to whom are considered to be R R E AEIA
non-bank Mainland exposures FRTERFER 1,729 27 1,756 -
Total ek 89,705 18,059 107,764 185

RERITHERAA
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Unaudited Supplementary Financial Information (continued)

REEZHT R BEEX (&)

(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS @ - KEMHARWEEE

(a) Overdue and Rescheduled Advances (a) BHIRASTHER

240
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2008 2007
% of total % of total
advances to advances to
customers customers
EEF BEP
BXaE B
HKS Mn 8% EE R wESL HKS Mn BBEET B
The Group £F
Advances to customers
overdue for BERFER
-6 months or less
but over 3 months -3EANLER6EA 233 0.1 151 0.1
-1 year or less
but over 6 months -6AARLEE1F 229 0.1 168 0.1
- Over 1 year —1EMNE m 0.1 149 0.0
633 0.3 468 0.2
Rescheduled advances to
customers BERATFER 239 0.1 283 0.1
Total overdue and BHRREEERP
rescheduled advances B 872 0.4 751 0.3
Secured overdue advances BERRHER 261 0.1 261 0.1
Unsecured overdue advances ERFRHER 372 0.2 207 0.1
Market value of security held
against secured overdue BEFBHER
advances KHERME 1,542 1,553
Individual impairment allowance BEREANU L
made on loans overdue for EFHER
more than 3 months A% 231 136

Loans and advances with a specific repayment date are classified as overdue
when the principal or interest is overdue and remains unpaid at the year-end.
Loans repayable by regular instalments are treated as overdue when an instalment
payment is overdue and remains unpaid at year-end. Loans repayable on demand
are classified as overdue either when a demand for repayment has been served on
the borrower but repayment has not been made in accordance with the demand
notice, and/or when the loans have remained continuously outside the approved
limit advised to the borrower for more than the overdue period in question.

EASHMNEEBHMREFENAEE F
FEERAHNEREOBLSBHER - F
o B R EFRIDABER - LEEDH
EENERIREAMER - HEIRETCE
HMEEHR TERABAREANEEE - B
BEENEREFRY - R/RZEREFHER
HE MR ERAREENRE - LS
BB RA TR R R B f L & 5oa i B
RE K




Unaudited Supplementary Financial Information (continued)

A

BERHAZNBEEN (F)

An asset considered as an eligible collateral should generally satisfy the following:

(@) The market value of the asset is readily determinable or can be reasonably
established and verified;

(b) The asset is marketable and there exists a readily available secondary market
for disposing of the asset;

(c) The Bank’s right to repossess the asset is legally enforceable and without
impediment; and

(d) The Bank is able to secure control over the asset if necessary.

The two main types of “Eligible Collateral” are as follows:

(i) “Eligible Financial Collateral” mainly comprises cash deposits and shares.

(i) "Eligible Physical Collateral” mainly comprises land and buildings, vehicles and
equipment.

When the Bank's clients face financial difficulties and fail to settle their loans,

depending on different situations, the Bank usually takes the following actions to

recover the debt:

(@) Debt Rescheduling/Restructuring

(b) Enforcement of security

(c) Legal Action

(d) Recovery via Debt Collector

There were no advances to banks and other financial institutions which were

overdue for over 3 months as at 31st December, 2008 and 31st December, 2007,

nor were there any rescheduled advances to banks and other financial institutions
on these two dates.
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(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (continued) HIHf - REARKEEE @)

(b) Other Overdue and Rescheduled Assets (b) EftBEIRECEHERE
2008 2007
Accrued Other Accrued Other
interest assets*® interest assets*®
[ Hgillsy HitpEE* FESHRIS. HitgE
HKS Mn 8% EET HKS Mn #%FEx  HKS Mn #8%FEx  HKS Mn #%EER
The Group 3L ]
Other assets overdue for Hi@iaE
— 6 months or less but -3EANUE
over 3 months Z6fEA - 3 = =
— 1 year or less but over 6 months - 6fE A ER14E 1 - 1
- Qver 1 year e - - 4
1 3 2 4
Rescheduled assets wegeE - - - =
Total other overdue and Hitg R
rescheduled assets MEREAESS 1 3 2 4
& Other assets refer to trade bills and receivables. & R B EREE 5 RIEWHE
(c) Repossessed Assets () WEEE
2008 2007
HK$ Mn BEEET HKS Mn B8 EET
The Group =5
Repossessed land and buildings * W 1E] - Hb K7 FE SR 4 57 19
Repossessed vehicles and equipment weeskse T 1
Total repossessed assets el & EE 4R RE 58 20
The amount represents the estimated market value of the repossessed assets as at ELBEEN12A31BKREEEMNMGFT
31st December. 8o
*  The balance included HK$37 million (2007: HK$15 million) relating to properties that * BEREIZARIEANE37,000,0007T (20075 : &
were contracted for sale but not yet completed. #15,000,0007T) B #Z#9H EAGIIARKIEIY)
% o
(6) PRINCIPAL RISKS AND CAPITAL ADEQUACY FERMEREXATEE
(a) Summary of Approach to Assess Capital Adequacy (a) FHMEEERZTREMNS EHE
Different approaches are adopted for assessing capital adequacy as follows: FHEB AT R EFRAA T REIE ¢
Risk Areas Approach for Assessing Capital Adequacy
R\ B € FAEERTEENTE
Credit Risk Foundation Internal Ratings-Based (“IRB") Approach
EERER AT R B
Market Risk Internal Models Approach
i E kR AEBRA G EE
Operational Risk Standardised Approach
EER R B EE
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Principal Risks
This section presents information on the Group’s management of principal risks.

The Group has in place a risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate,
to set strategy and allocate capital against those risks. The risk management
policies covering credit risk, market risk, operational risk, liquidity risk, interest
rate risk and foreign exchange risk of the Group are reviewed regularly by the
Management and specialised risk management committees, and recommendations
are made by the Risk Management Committee, which comprises the Group's
Chairman and Chief Executive, Executive Director and Deputy Chief Executive,
General Manager and Head of Investment Banking Division, General Manager and
Head of Strategic Planning & Control Division who is also Group Chief Financial
Officer and Chief Compliance Officer, Head of Operations Support Division
and Chief Risk Officer, for the approval of the Board of Directors. There is an
independent centralised risk management unit responsible for monitoring the
activities relating to these principal risks. 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.
Credit risk control limits are set at different levels and dimensions. The Board of
Directors approves the core control limits and delegates the Credit Committee
to approve the detailed control limits. Risk, return and market situations are
considered in the limits setting. Active limit monitoring process is undertaken.

The Credit Committee is responsible for all credit risk related issues of the Group.
The Group identifies and manages credit risk through defining target market
segment, 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.
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Principal Risks (continued)

The Group has established policies, procedures and rating systems 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, internal rating structure, credit recovery and
provisioning policy. They are reviewed and enhanced on an on-going basis to cater
for the market change, statutory requirement and best practice risk management
processes. The independent centralised risk management unit of the Group is
responsible for monitoring activities relating to credit risk.

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

(i) Corporate and bank 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 and bank customers, the Group has different
internal rating systems that are applied to each counterparty. For exposure
classified as Specialised Lending in particular, supervisory slotting criteria are
used. To monitor concentration risk, the Group has preset 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 rating 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.

(i) Retail credit risk

The Group's retail credit policy and approval process are designed for the
fact that there are high volumes of relatively homogeneous and small value
transactions in each retail loan category. The design of internal rating system
and formulation of credit policies are 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.

(b) FEZEEKE(E)
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(iii) Credit 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 an
internal rating system to its counterparties and sets individual counterparty
limits.

(iii)

MERSHIEERR
AEERBEEEERBRNEETE -
EREAKENERZFNEERR 81
SIAAERRSRIER 58 F RRE
ERIZ 58 FrRRRE -

(iv) Credit-related commitment (iv) BEfEEHREEEE
The risks involved in credit-related commitments and contingencies are HEEAMNAENSAEFTENRR
essentially the same as the credit risk involved in extending loan facilities to AE FRRHERTEPRMNEERR
customers. These transactions are, subject to the same credit application, R - Bt ERARSLEREEFH
portfolio maintenance and collateral requirements as for customers applying BEREMEZEINGEERS - AaR
for loans. FRHERESK -

(v) Concentrations of credit risk (v) EESTHRER
Concentration of credit risk exists when changes in geographic, economic FEESHHRBENRZSHFEEXE
or industry factors similarly affect groups of counterparties whose aggregate Wik - RBRITERRNTZE  mzE
credit exposure is material in relation to the Group's total exposures. The ERfEREERRAESASENE
Group's portfolio of financial instruments is diversified along geographic, RERAEZEHEER - ARENTBT
industry and product sectors. BENHBEETRME - (TEMER °
The Group monitors its concentration risk by adopting appropriate risk control AEE—HRABEEORBRZEGEK -
measures, such as setting limits on exposures to different industries and loan DIt A RITEMERA S EERE
portfolios. NEREERTHER

(vi) Capital requirement for credit risk by exposure class (vi) FEBREERBIOEERBEARER

The following table indicates the capital requirement for credit risk on
each class of exposure at 31st December, 2008 and 31st December, 2007
respectively:

TR RIFERN20084 12 431H }.2007
F12A31 H SERRBAERAINEER
BEARERER :

Capital Capital
Exposure class requirement requirement
R RRAEEE ERER BARER
2008 2007
HKS Mn 8% HET HKS Mn B EET
Bank #R1T 2,313 2,320
Corporate % 10,559 10,029
Residential mortgage FE&HE 661 760
Qualifying revolving retail AERERTE 428 467
Other retail EMZE 416 252
Equity booked on banking book under  $R778E T HIARAE
Simple Risk-weight Method —LARG B R p i AR B 155 104
Equity booked on banking book under  $R778E T HIAZAE
Internal Models Method ~AREER T BEA E 103 274
Securitisation el - 499
Others* HoAth =g * 3,474 3,209

* Including cash items, other IRB exposures and insignificant credit portfolios in which
the Bank adopted Standardised Approach for assessing capital adequacy.

* EREHLEEA  AMEHEEREIR
BT RS - RATTIRAEE
BLT G EA TR FHHFBIZRAE

RERITHERAA
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Principal Risks (continued)

Market risk management

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 reduce the Group’s exposure to the volatility inherent in
financial instruments.

The Board of Directors reviews and approves policies for the management of
market risks. The Board has delegated the responsibility for ongoing 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 rate, foreign exchange and equity
related contracts, in the form of both over-the-counter derivatives and 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.

In this connection, the key types of risk to manage are:

(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.

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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(i) Interest rate risk

The Group's interest rate positions arise from treasury and commercial banking
activities. Interest rate risk arises in both trading portfolios and non-trading
portfolios. Interest rate risk primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and commitments. It also 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 managed daily by the Treasury Department within the limits
approved by the Board of Directors. The instruments used to manage interest
rate risk include interest rate swaps and other derivatives.

(iii

=

Equity risk

The Group's equity positions arise from equity investment and dynamic
hedging of equity options in connection with the Bank’s linked deposit
business. Equity risk is managed daily by the Investment Department within the
limits approved by the Board of Directors.

Market risk control limits have been set at varying levels according to the practical
requirements of different units. The Board of Directors approves the core control
limits and has delegated the power to set detailed control limits to the Asset
and Liability Management Committee. Risk, return and market conditions are
considered when setting limits. Active limit monitoring is carried out.

In this connection, the Asset and Liability Management Committee monitors the
related market risk arising from risk—taking activities of the Group, to ensure that
overall and individual market risks are within the Group's risk tolerance level.
Risk exposures are monitored on a frequent basis to ensure that they are within
established control limits.

The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"). VaR is a statistical estimate that measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged over a certain horizon
time period.

The Group estimates VaR for the Group's trading portfolio by the Parametric
Approach, where the VaR is derived from the underlying variances and covariances
of the constituents of a portfolio. This methodology uses historical movements in
market rates and prices, a 99% confidence level, a one-day holding period, a one-
year historical observation period with higher weights being assigned to more
recent observations, and takes into account correlations between different markets
and rates.

Structural foreign exchange positions arising from net investments in branches and
subsidiaries are not included in the VaR for the foreign exchange trading position.
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The book value of listed shares, as well as the book value of private equity funds
and unlisted equities (excluding credit-related unlisted securities) (collectively
the “Unlisted Securities”), are subject to limits and these are monitored by the
management of the Group. The Unlisted Securities and listed non-trading equities
are not included in the VaR for the equity trading position, and are managed
through delegated limits. The limits are subject to regular review by the Board.

Total market risk capital charge under the advanced approach adopted by the
Group is divided into two parts, market risk capital charge for specific risk and
market risk capital charge for general market risk. Under capital charge for general
market risk, the Group uses the internal models approach for the VaR calculation,
by applying full 10-day price movement. Under capital charge for specific risk, the
Group uses the Standardised (market risk) Approach for the calculation.

The following table indicates the capital charge for market risk:

B EmBMN - AN EE KIE LMD
(TRELEFEEFMZIELTES) (Gl 5k
ErES G RAREEIEERRBERES -
FETESRIER D ETROZRBFER
BEERITEBEERZIROFTRNAR S
BA - ER QAT PRTZRE -

REEER AT A EAENT SRR
EAXHERD BMERD : HERRIT
BREBREAS R —RTISRRRT SRR
BEAXH - REERBABRAGTEEL - #
REBMIORERESAERRE - FE—
RIS ERNTIERBRERSH - AEBEK
ARE(THEAR) st E A EEERRNT
BRRERTH -

TRETMSEBIERER

Market risk Market risk
capital charge capital charge
TIERBRERER  HHEREARER
As at As at
31st December, 31st December,
2008 2007
HK$ Mn B EET HKS Mn BB EET
Internal Models Approach ANEBE R ETEE
— General Market Risk — — RS 648 596
Standardised Approach RS EE
— Specific Market Risk Debt Charge —BEMSERERERK 2 -
— Specific Market Risk Equity Charge — B EMSR R, Z5k 92 186
— Vega Risk o EL 2 25
Total Rk 744 807
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According to the Banking (Capital) Rules, the Group adopts back testing to assess
the predictive power of the VaR estimation. Back testing consists of a periodic
comparison of the daily VaR measures with the subsequent daily actual and
hypothetical trading outcomes. Back testing is a statistical technique developed
to gauge the quality and accuracy of risk measurement model. 4 exceptions are
found during 2008 (4 exceptions during 2007), 99% confidence level and 250-day
observation period.

BIBRCIRIT(BZR) AR BI) - A S B E A B 38
AT ERRE SR THTEERE o B3
AR EEHESERREEEENESEE
BRRERR S ERETEHL - BARE—
BRNEGERBEEEANE RELEREDN
RET AT ° 2008 IR T 4)XFIIME S (2007
FARBIIMER) + 99% M E {5 7/KF &250H
IR o
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Back testing exceptions SRS BISME ST
22nd January, 5th September,  16th September, 8th October,
2008 2008 2008 2008
2008%1A22H 200859450 20089516H 200810 A8H
Year 2008 £ HKS Mn g EET  HKS Mn 8%EEx HKS Mn g EET  HKS Mn 88EER
Loss of total trading activities TS EEHER 86 104* 47 85
VaR for total trading activities
of corresponding date B EANERE 78 Iy} 45 68
*  The large exception on 5th September, 2008 was due to one of the employees in * 2008494 5H 2 HISN3GH2008F 9 H K 7T
manipulation on the valuation of certain equity derivatives held by the Bank which was 5% — S ESIRIFARTATR & TIRALT4T
uncovered in September 2008. Announcement had been made by the Bank thereafter BAgBIE - K{TEKEEE LTTIROIGUEF
according to the Listing Rules. CaN i
4th January, 28th February, 5th March, 27th July,
2007 2007 2007 2007
200741848 200742281 200743358 200747 /278
Year 2007 & HKS Mnig#EEr  HKS Mns%EET  HKSMnig#EEr  HKS Mn BBEET
Loss of total trading activities T HEHHER 34 35 48 49
VaR for total trading activities
of corresponding date B E AMERE 22 31 38 36
In addition, stress testing on market risk is performed for the Group as a UEAh - 255 B A AR T 35 B B 7RI B DA
supplement to the daily VaR assessment. The Group applies sensitivity analysis HE RS EN T o AKRBEEERES
and scenario analysis, on individual portfolios and/or on the Group's consolidated R/ SRR BRERH R ETERES T RIE
positions, to assess the potential impact of extreme movements in market prices SO - eHA T 5 B8R KB R EN AR &
on the Group'’s earnings. ERAATREENTE -
Value-at-risk statistics B BB 7
At 31st December Maximum Minimum Mean
W12A318 B &I ¥4
Year 2008 F HKS Mn % E&x HKS Mn g% 587 HKS Mng8EEx HKS Mn S%EET
VaR for total trading RZEEHIER
activities YEmEE 70 139 39 73
VaR for foreign exchange SNER ZH5 R H)
trading positions* BRI 12 21 1 5
VaR for interest rate FIEZSEAL
trading positions R 1 2 - 1
VaR for equity trading ROZ SR
positions BB EE 57 123 38 69

mTmEFERART 2008%® 249
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(6) PRINCIPAL RISKS AND CAPITAL ADEQUACY (continued) FERMREXZEE @)

Value-at-risk statistics (continued) Bl 2(5R AT ()
At 31st December Maximum Minimum Mean
®12A318 53 HIE 19
Year 2007 & HKS Mnig#EEr  HKS Mn s%EEL  HKSMnig#EET  HKS Mn B%EET
VaR for total trading RS EEHER
activities R 62 98 22 54
VaR for foreign exchange INEZGHER
trading positions* ElE el 1 9 1 !
VaR for interest rate FEZ SR
trading positions ARz 1 1 - -
VaR for equity trading RORSHEN
positions il ¢ 61 95 21 53
* Included all foreign exchange positions but excluded structured foreign exchange * BRI EIMNMEREET B EILEINE R
positions. e
The average daily loss for trading activities in 2008 was HK$1.64 million (average 20085 @ X ZEBNERTFTHRERE
daily profit of HK$4.19 million in 2007). The standard deviation of the daily #1,640,000 7T (2007 F &9 & B FH WA B
revenues was HK$29.96 million (standard deviation of HK$24.58 million for 2007). 75 154,190,0007T) - & B IR A MIZEE B
The frequency distribution of daily revenue is shown below: 29,960,000 7 (2007 4F 7% 7% % 24,580,000

7T) e U TN AEHBARBEESMHIER :

DAILY DISTRIBUTION OF TRADING ACTIVITIES
RELATED REVENUES - Year 2008 vs Year 2007
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Operational 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.

The objective of operational risk management is to identify, assess and monitor
operational risk and, in particular, to comply with the relevant regulatory
requirements.

The Group has implemented a centralised risk management framework since
January 2006. The Board of Directors reviews and approves the policies for
operational risk management, and it has delegated the responsibility for ongoing
operational risk management to the Operational Risk Management Committee.
The Operational Risk Management Committee regularly reports status of
operational risk management to the Board of Directors via the Risk Management
Committee. The independent centralised risk management unit of the Group is
responsible for monitoring activities relating to operational risk.

Operational risk management tools adopted include operational risk incidents
reporting, control self-assessment, key risk indicators, operation manuals, insurance
policies, business continuity planning, etc.

Furthermore, the independent centralised risk management unit of the Group has
also performed self-assessment on the Group’s compliance with the requirements
of HKMA Supervisory Policy Manual on Operational Risk Management, with
satisfactory result which has been reviewed independently by the Internal Audit
Department.

Capital Charge for Operational Risk
As at 31st December 2008, capital charge for operational risk amounted to
HK$1,134 million (2007: HK$1,107 million).

Liquidity risk management

The purpose of liquidity management is to ensure sufficient cash flows to meet all
financial commitment and to capitalise 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.
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The management of the Bank'’s liquidity risk is governed by the Liquidity Risk
Management Policy, endorsed by the Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s liquidity risk
management, set the strategy and policy for managing liquidity risk and the means
for ensuring that such strategy and policy are implemented. Liquidity risk is daily
managed by the Treasury Department within the limits approved by the Board
of Directors. The independent centralised risk management unit of the Group is
responsible for monitoring the activities of the Treasury Department in compliance
with the Liquidity Risk Management Manual and Policy. The Internal Audit
Department performs periodic review to make sure the liquidity risk management
functions are effectively carried out.

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 conducts stress testing regularly to analyse liquidity risk and has
formulated a contingency plan that sets out a strategy for dealing with a liquidity
problem and the procedures for making up cash flow deficits in emergency
situations.

In addition to observing the statutory liquidity ratio, the Bank also monitors the
loan to deposit ratio and maturity mismatch between assets and liabilities to
control the Bank's liquidity risk.

Interest rate risk management

The management of the Bank’s interest rate risk is governed by the Interest Rate
Risk Management Policy endorsed by Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s interest rate risk
management, set the strategy and policy for managing interest rate risk and the
means for ensuring that such strategy and policy are implemented. Interest rate
risk is daily managed by the Treasury Department within the limits approved by
the Board of Directors. The independent centralised risk management unit of
the Group is responsible for monitoring the activities of the Treasury Department
in compliance with the Interest Rate Risk Management Manual and Policy. The
Internal Audit Department performs periodic review to make sure the interest rate
risk management functions are effectively carried out.

The Bank manages the interest rate risk on the banking book primarily by focusing
on the repricing mismatches. Gap analysis provides a static view of the maturity
and repricing characteristics of the Bank’s balance sheet positions. Repricing gap
limits are set to control the Bank’s interest rate risk.
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Stress tests on the Bank's various types of interest rate risk are conducted regularly.
The Asset and Liability Management Committee monitors the results of stress tests
and decides remedial action if required.

Sensitivity analysis on earnings and economic value to interest rate changes is
assessed through a hypothetical interest rate shock of 200 basis points across the

RTEESEFRE R T HRETEDBR -
BEEBEEEZETELRNARNER
WTET B E MRS

ERAGEE AT E BB GURE AT
BBE B R AR R BN R iR 200

yield curve on both sides of the balance sheet and performed on monthly basis. AR R EFRREH - RITREHRE
Sensitivity limits are set to control the Bank's interest rate risk exposure under both R - AEFIATH RN REEEEM S E

earnings and economic value perspectives. The results are reported to the Asset
and Liability Management Committee and the Board of Directors on a regular
basis.

Sensitivity analysis on interest rate risk
The Bank uses sensitivity analysis to measure the potential effect of changes in
interest rates on our net interest income and economic value change:
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BEEET BEEER BEEET BEEET BERET BEEET
Impact on earnings over the next i _F38200(EE:
12 months if interest rates HRK12MEAK
rise by 200 basis points BRF2 64 (26) 185 57 (112) 36
Impact on economic value if
interest rates rise by 200 H%‘JW:?HZOO I%EE
basis points HITEEENTE (98) (203) 113 (180) (273) (56)

This sensitivity analysis, which is based on a static interest rate risk profile of assets
and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

(i) thereis a parallel shift in the yield curve and in interest rates;

(i) there are no other changes to the portfolio;
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(i) HAIWEEAEE) ;

(iii) no loan prepayment is assumed as the majority of loans is on a floating rate (i) RBREIRFEEER  ARIBMHER
basis and BRZEEFR - &

(iv) deposits without fixed maturity dates are assumed to be repriced on the next (v REBEREETEHHEBNEARZABE
day. =

Actual changes in the Bank’s net interest income and the economic value resulting
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from the increases in interest rates may differ from the results of this sensitivity M ER S8 EZ BRE S TE AR BB P
analysis. TR e
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Capital management

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group to
maintain a prescribed ratio of total capital to total risk-weighted assets. The Group
calculates requirements for market risk in its trading portfolios based upon the
Group's VAR models and uses its internal gradings as the basis for risk weightings
for credit risk. Banking operations are categorised as either trading book or
banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.

In addition to meeting the regulatory requirements, the Group'’s primary objectives
when managing capital are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by the Asset and Liability Management Committee and is reviewed regularly by the
Board of Directors.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratio and there have been no material changes in the
Group's policy on the management of capital during the year.

The capital adequacy ratios as at 31st December, 2008 and 31st December, 2007
are computed on the consolidated basis of the Bank and certain of its subsidiaries
as specified by the HKMA for its regulatory purposes, and are in accordance with
the Banking (Capital) Rules of the Hong Kong Banking Ordinance which became
effective on 1st January, 2007.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2008 and 31st December, 2007 and the Group is well above the
minimum required ratio set by the HKMA.
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This section presents information on the Group’s risk management for credit
exposures under IRB approach.

Foundation IRB approach is adopted for capital adequacy assessment for credit risk
where internal rating systems are applied against different types of counterparties
in the risk management process.

Structure of Internal Ratings Systems

The internal ratings system serves as the foundation for the Bank’s risk
management and capital adequacy assessment. In general, the system adopts a
20-tier rating structure.

For Corporate, Bank and Retail exposures, internal measure of credit risks are based
on assessment of the borrower and transaction characteristics of each exposure.
Therefore the Bank has a two-dimensional rating structure, one dimension being
the borrower grade, and the other being facility grade.

The borrower grade reflects risk of borrower default. The borrower’s Probability
of Default over a one-year horizon is linked up to the 20-tier structure, with the
last 3 tiers down the structure being default grades. The facility grade incorporates
transaction specific factors e.g. collateral, guarantee, etc. These factors are directly
linked up to the transaction’s Expected Loss, which is in turn transformed into a
20-tier structure.

On the other hand, the Bank utilizes the Supervisory Slotting Criteria Approach
in rating Specialised Lending exposures. Under this approach, a single-dimension
rating considering both the borrower and transaction characteristics will be assigned
to the credit exposure, with the same 20-tier risk structure.

For Corporate and Bank exposures, borrower grades generated from the internal
rating systems are benchmarked to external credit ratings.

Use of Internal Ratings

The Bank has used information generated from internal rating systems in
various areas including but not limited to credit approval, credit monitoring,
loan classification, pricing, formulating business strategies and capital adequacy
assessment.

Control Mechanisms for Rating Systems

In order to ensure that the rating systems are robust, the Bank has a control
mechanism and relevant policies in place to validate the accuracy and consistency
of the systems, which are used for the estimation of all relevant risk components
for risk management and capital adequacy calculation.
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The validation process covers 2 major aspects: review of internal rating models
(i.e. quantitative assessment) and review of internal control and compliance (i.e.
qualitative assessment). For the purpose of independency and accountability,
staff members who are responsible for carrying out the validation process should
be independent of those staff members who are responsible for designing
and developing the rating systems. The Credit Committee oversees the whole
validation process and reviews/approves the validation results and deliverables of
the validating team on an annual basis.

Internal Rating Process

The Bank’s internal rating process begins with the business units. These units apply
different models for rating different types of credit exposures. During the process
of rating assignment, overriding of the rating generated by the models is possible
if it is considered that material information has not been taken into account by
the models. The ground and respective proofs for overrides should be properly
documented.

The rated credits, whether or not overrides are necessary, are then reviewed and
approved by an individual party other than the one responsible for the assignment
of the rating. This ensures accuracy and precision of the ratings, and that ratings
are prudent and comply with the credit policies of the Bank. Based on the policies
of the Bank, ratings of credit exposures will be reviewed at least annually.

Types of exposures
— Corporate exposure includes exposures to corporate small-and-medium
enterprises, other corporate, specialised lending.

— Bank exposure includes exposures to banks, regulated security firms and public
sector entities.

— Retail exposure includes residential mortgage, qualifying revolving retail
exposure and other retail exposure.

Variables, Methods and Data for Estimation and Validation of Internal
Ratings

Probability of Default (PD)

For corporate exposures, PD is estimated based on both financial and business
variables. Financial variables are financial ratios which link up to the profitability,
liquidity and capital structure of the borrower, whereas for business variables,
risk factors are assessed through management quality, industry risk and company
standing. The two assessments are combined based on a scorecard methodology
to produce the PD which is estimated through the Bank’s default data.

For Retail exposures, borrowers with homogenous nature and transaction
characteristics are segmented into pools in each of which an estimated PD is
assigned.
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For Bank exposures, the estimation of PD takes into account the market value
of asset of the borrower, asset volatility and the borrowers’ liabilities. The model
measures and compares values of the borrower’s assets and liabilities and converts
the measurement to PD.

Loss-Given-Default (LGD)
For corporate and bank exposures, the Bank applies the supervisory LGD estimate
provided by the Hong Kong Monetary Authority (“HKMA").

For retail exposures, the LGD estimate is based on historical realised loss and total
historical default amount within a defined period.

Exposure-at-Default (EAD)

EAD is calculated as sum of on-balance sheet amount and credit equivalent
amount of off-balance sheet items. Credit equivalent amount is the exposure
amount of off-balance sheet items multiplied by the respective credit conversion
factors according to the Capital Rules. For certain revolving retail exposures, the
credit conversion factor is estimated with reference to the historical realised further
drawdown rate prior to defaults.

The exposure amount disclosed in the following of this report relating to IRB
exposure refers to EAD.

Assumptions Employed in Derivation of Variables

The assumptions behind the estimation of PD are: (1) Risk factors selected for
estimation are valid and significant. (2) The weight assigned to each risk factor is
reasonable and appropriate for the estimation in the context of the Bank's credit
portfolio. (3) The estimation model/methodology is valid and appropriate for the
Bank's credit portfolio and risk environment. (4) For retail exposures, default rate
from year to year does not exhibit significant fluctuations so that historical data
(default rate) could be applied as PD estimate.

The underlying assumption of LGD estimate is that the loss and recovery pattern
of the credit portfolio from year to year does not exhibit significant fluctuations so
that historical realised LGD could be applied as LGD estimate. It is also assumed
that realised LGD differs significantly across the credit portfolios.

For certain revolving retail exposures, the EAD is estimated based on the assumption
that the historical further drawdown rate from year to year does not differ
significantly so that historical data could be used for estimation of current EAD of
the revolving retail exposures.
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Variables, Methods and Data for Estimation and Validation of Internal
Ratings (continued)

Methods of Validation

In order to ensure that the above assumptions for estimation are valid and the
Bank’s internal rating system is reliable and suitable for the Bank’s credit portfolio,
regular validation is indispensable.

The validation of the rating models is divided into 1) review of rating systems
(quantitative assessment); 2) review of use of ratings (qualitative assessment).

The review of rating systems is carried out through a series of statistical tests. The
purpose of the review is to assess the predictive power and robustness of model
and the presence of under/over estimation.

The review of use of ratings focuses on the process of rating assignment, review
and approval.

Policies for Establishing Provisions

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

The total allowance for impairment losses consists of two components: individual
impairment allowances, and collective impairment allowances.

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 realisable
value of any underlying collateral or guarantees in favour of the Group. Each
impaired asset is assessed on its merits.

In assessing the need for collective loan loss allowances, management considers
factors such as credit quality, portfolio size, concentrations, and economic factors.
In order to estimate the required allowance, the Group makes assumptions both
to define the way the Group models inherent losses and to determine the required
input parameters, based on historical experience and current economic conditions.
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BB BUR R B e T AR B A R iR R 2
AEREE - WANEERREEENELE
BfE -

ERHER R B RR AR AR - T2
BERNAZBREEEER HaRE =
E&H  REERE - BRMAFTHENE
B ARBERBBE 2 ERMBER KBS
TMEBRRARREER KR HERFZBA
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(h

=

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.

The Bank takes into consideration the provision made in its capital maintenance
decisions as in accordance with section 220 of the Capital Rules. The Bank
compares the total expected loss (“EL”) amount and the total eligible provisions,
and if total EL amount exceeds total eligible provisions, the Bank deducts the
difference from the core capital and supplementary capital. On the other hand,
if total EL amount is less than the eligible provisions, the Bank includes the
differences in its supplementary capital up to a maximum of 0.6% of the Bank’s
risk weighted amount for credit risk calculated using IRB Approach.

Exposure subject to Supervisory Estimates

The following table indicates the exposure classes and the respective exposure
amounts that are subject to supervisory estimates as at 31st December, 2008 and
31st December 2007 respectively:

(h)

BENERE - ARFARERES T HE
PR ERAT R ZHFORRRDR R
BT B R EE AR TR AR RRER R
B - AR T HE T - AREREER
BRERI/EMEHN -

Fir B B RN FE UK AR SRR TE B (R AR ST R D AT ©
EERERE - EAEGAFREREROSR
REGFELHGFMEMEE  MaxEEE
AR B EM R B AN EERE - (W
BRBERBRERITIFLRE  ZBEEH
HF AR o BERX 2B O RRRER
% B BRI Y AR TR E SRR B R R B
BARMEREE -

HBREEREE KO - RIER KA E
WM S B A o

BIRE AR RIZE22015 - ANTIE(EL B RAKERE
BARRER @ EAMELNEES - &
ThHBEHIERGERSERERSBE -
MIBHAIB R BB BA B EHGSHT A
T8 A0 E R KK INE AR =8 80 -
R - WEPERKREERS AR EESHE
K - AT ESEA ANTHMEARR - |k
B AANIBTRELESNE RN ERABANTE
E R )RR I EEER)0.6% ©

FRNEE AT R RRAR

TR 2 BIFRN 20084 12 A 31 H %2007 F
12 A31 B RRANEE MR AR a5
KB RR AR -

Exposure Amount Exposure Amount

Exposure Class R AR B ERRAEEE [RBR ARSI R

2008 2007

HK$ Mn HK$ Mn

BY¥EET BB ET

Bank BRIT 97,062 95,977

Corporate 1% 186,711 166,758
Equity booked on banking book TERTTIR T LARS B R

under Simple Risk-weight Method WEE AR E 2K 458 306

RERITHERAA
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(7) CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB”) APPROACH (continued)
REBABFREESE LA ENEERR @

(i) Risk Assessment for IRB Exposure Classes (i) REBFTAREER RSB R TS
The following tables indicate the exposure amount, exposure weighted average T& 5 BIFE 20084 12 A 31 H k2007 F
risk weight and exposure weighted average PD under bank exposure and 12 A31 B EBIERAERITERAE R B %
corporate exposure across borrower grade and the exposure amount under retail R AE TR AESEE - TR AE
exposures across facility grade as at 31st December, 2008 and 31st December, D B R hE B K R B A N 15 B AR
2007 respectively: o AREBEBEETERBAET & RR
AR
For Bank Exposure MIRTTRERAET =
2008
Exposure Weighted Exposure Weighted
Borrower Grade Exposure Amount Average Risk Weight Average PD
ERAZER EREAERE  FURBAENERREER E A IR E R AR
HK$ Mn
AYEET
1 407 14.41% 0.03%
2 39,474 19.17% 0.05%
3 21,671 24.79% 0.07%
4 17,278 31.97% 0.11%
5 7,174 38.03% 0.15%
6 4,819 43.76% 0.20%
7 3,144 48.64% 0.25%
8 1,395 57.65% 0.34%
9 501 73.10% 0.56%
10 273 85.34% 0.81%
11 907 105.42% 1.49%
14 16 143.93% 4.42%
16 2 193.43% 10.05%
18 - 562.50% 100.00%
2007
Exposure Weighted Exposure Weighted
Borrower Grade Exposure Amount Average Risk Weight Average PD
ERAFR [\ B A R 5B A IR E S i E [\ PR AR I 38 B A K
HK$ Mn
BERET
1 337 14.40% 0.03%
2 42,045 19.17% 0.05%
3 19,249 25.18% 0.08%
4 17,189 32.74% 0.12%
5 3,469 38.38% 0.16%
6 6,706 44.24% 0.20%
7 3,106 49.15% 0.25%
8 1,711 57.67% 0.34%
9 594 73.38% 0.56%
10 648 85.65% 0.82%
11 924 105.35% 1.49%
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For Corporate Exposure b ERRAER =
2008
Exposure Weighted Exposure Weighted
Borrower Grade Exposure Amount Average Risk Weight Average PD
ERAZER EREAEHRE  PURBRAENERREER E A IR ER AR
HK$ Mn
BYEET
4 4,067 27.79% 0.11%
5 2,778 32.33% 0.15%
6 8,817 40.43% 0.20%
7 8,220 34.57% 0.25%
8 10,342 43.82% 0.34%
9 26,617 58.05% 0.56%
10 32,985 66.16% 0.81%
11 4,656 64.76% 1.49%
12 603 80.52% 2.08%
13 2,011 85.96% 2.88%
14 4,766 27.72% 4.42%
15 747 122.85% 6.84%
16 1,036 140.64% 10.05%
17 9204 138.79% 17.98%
18 334 497.57% 100.00%
19 376 335.69% 100.00%
20 2 484.23% 100.00%
2007
Exposure Weighted Exposure Weighted
Borrower Grade Exposure Amount Average Risk Weight Average PD
ERAZER [ B AR R 5 B A pniE E S i [R\ B A INAE ISR R AR
HK$ Mn
BEEST
4 5,039 29.00% 0.12%
5 3,419 34.82% 0.16%
6 6,840 41.64% 0.20%
7 4,785 42.69% 0.25%
8 12,544 48.67 % 0.34%
9 22,860 59.56% 0.56%
10 24,196 66.49% 0.82%
11 2,925 70.90% 1.49%
12 1,951 75.24% 2.09%
13 2,762 88.83% 3.00%
14 2,160 107.98% 4.49%
15 936 99.28% 6.28%
16 632 111.98% 9.37%
17 2,944 166.56% 21.85%
18 238 433.04% 100.00%
19 139 247.30% 100.00%
20 2 440.49% 100.00%
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(7) CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB”) APPROACH (continued)
REBABFREESE LA ENEERR @

(i) Risk Assessment for IRB Exposure Classes (continued) (i)  REBFTAREZE E R AR A B A0 R b 574 (1)
For Residential Mortgage HAEERBH =
Facility Grade Exposure Amount
RBER R AR
2008 2007
HK$ Mn HK$ Mn
BY¥EET BB ET
3 2,622 20,078
4 18,247 8,302
5 13,246 9,677
6 2,025 7,700
7 3,273 850
8 77 =
9 - 979
10 - 351
11 2,141 2,162
12 24 =
17 157 234
19 - 11
For Qualifying Revolving Retail Exposures HEBRERTERREENS
Facility Grade Exposure Amount
RUBZER R RIE
2008 2007
HKS$ Mn HK$ Mn
BEEET BEEET
4 - 542
5 7,587 4,205
6 2,724 3,957
7 5,434 2,526
8 1,420 2,802
9 572 920
10 3,534 3,383
11 171 169
12 51 20
13 62 85
14 165 182
15 49 =
16 121 101
17 101 234
19 51 1
20 2 39
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BERHAZNBEEN (F)

For Other Retail Exposures

Facility Grade

MEMTERBAEN S

Exposure Amount

BMBEER R BRI R
2008 2007
HK$ Mn HK$ Mn
BEEER BEEET
1 - 8
3 74 79
4 2 2,250
5 3,364 177
6 1 1,592
7 1,217 2,454
8 23 17
9 2,193 684
10 340 55
11 1,347 245
12 203 33
13 77 =
14 2 359
16 - 53
17 109 203
19 42 45
20 28 4

()

Comparison of Rating Estimates Against Actual Outcome

Comparison is made on the 1-year rating estimates for the Group’s performing
credit portfolios at 31st December, 2007 against the actual outcome for the same
portfolios during the financial period ended 31st December, 2008.

Comparison of Actual Loss and Estimated Loss

The following tables indicate the actual loss during the financial year ended 31st
December, 2008 and 31st December, 2007 which are compared against the
estimated loss at 31st December, 2007 and 31st December 2006 of the respective
portfolio. Actual loss refers to impairment loss allowance and charge-off charged
to the Group’s profit and loss account during the financial year ended 31st
December, 2008 and 31st December, 2007. The difference between the actual
loss for the financial year ended 31st December, 2007 and 31st December, 2008
is immaterial when compared with the Group’s loan portfolio in the respective
period.

() HEFRMETEERHT

LA 200712 A31 AAKBEEBITHREEAE
W — SR Gt EEE = 2008 12 31 H LEFF
B RERAA S M ER B FIELR o

LEERERR B A B FHEA
TRBEREZE2008412 A31H K%2007412
A31B LM BFEENERIEX - WEARELN
A EEZE2007912 A31H K% 2006412 A
31 BAEEHERLLE - B IEKIEEZ2008
#12H318 %2007612 A31 B LB BUFEER
BB K Rt AR S BB R AMER -
HZE2007%12 A31 8 RE Z2008412 A 31
HHERIEX  HERAEENERAEE
AR REE - WEEEANH R

RERITHERAA
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(7) CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB”) APPROACH (continued)
REBABFREESE LA ENEERR @

(j) Comparison of Rating Estimates Against Actual Outcome (continued)
2008

() RGBT ()

Actual loss for the year ended Estimated 1-year loss at

31st December, 2008

31st December, 2007

HZ2008F12A31H 1t 20074128310 A

Exposure Class EBEEEER ZEBFEENEREX e —F18K

HK$ Mn HK$ Mn

BYEBT BEBET

Bank #R1T - 50

Corporate i 328 499

Residential Mortgage FE&H 1 95

Qualifying Revolving Retail BEREREE 57 165

Other Retail HEMZE 24 75

Total k) 410 884
2007

Actual loss for the year ended Estimated 1-year loss at

31st December, 2007 31st December, 2006

B Z=2007F12A31H1E 2006F12A31BA

Exposure Class [ B AR AR R Z T BEENERIER fhatH — 8%k

HK$ Mn HK$ Mn

B EET BB

Bank #RIT - 40

Corporate 1 203 571

Residential Mortgage FE&E 7 123

Qualifying Revolving Retail SBEREIREE 4 10

Other Retail HEMZE 69 209

Total Fake) 283 953
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BERHAZNBEEN (F)

Comparison of Actual Default against Estimated Probability of Default

The following tables indicate the actual percentage of default during the financial
year ended 31st December,2008 and 31st December, 2007, which is compared
against the estimated 1-year probability of default (PD) at 31st December, 2007
and 31st December, 2006 of the respective portfolio.

2008

Actual percentage of
default for the year ended
31st December, 2008

HRERES HEFHEESKAE
TRBEREZE2008412 A31H %2007412
ABLEMBREENEREET S - W
HEEREA H BIR2007412 A31H 20065
12A318K Fat—FEERARRLLE o

Estimated 1-year
probability of default at
31st December, 2007

B £2008F12HA31H 1L HR2007F12A31BR

Exposure Class B R AIELE R ZHBREENERESRSL et —FERIAE

Bank AT 0.19% 0.15%

Corporate 1 1.66% 3.27%

Residential Mortgage TERE 0.19% 1.07%

Qualifying Revolving Retail BERERTE 0.47% 0.69%

Other Retalil HiTE 1.19% 2.68%
2007

Actual percentage of Estimated 1-year

default for the year ended probability of default at

31st December, 2007 31st December, 2006

HZE2007F12A31H1E M2006F12 A31BA

Exposure Class [ B AR R ZHBEENERETEADL et —FEFRAEK

Bank $R1T 0.00% 0.21%

Corporate T 1.35% 3.06%

Residential Mortgage FEi%B 0.33% 1.10%

Qualifying Revolving Retail BEREREE 0.52% 0.66%

Other Retail HEihTE 1.22% 3.35%

(8) CREDIT RISK UNDER STANDARDISED APPROACH

BEFEETWEERR

(a)

This section presents information on the Group’s risk management for credit
exposure in which the Bank adopted Standardised Approach for capital adequacy
assessment.

Ratings from External Credit Assessment Institutions (ECAI)

Credit ratings from Moody’s Investors Service and Standard & Poor’s are used for
all classes of credit exposures under Standardised Approach. The Bank follows
the process prescribed in Part 4 of the Capital Rules to map the ratings to the
exposures booked in the Bank’s banking book.

(a)

AE2IAREBRERIREFE LA HE
AT REHEERBEENRRERER o

SMEBEE R AR IR AR
BB A RS REEEROEEFTRANE
EFEE TR AEERBALE - RTRIE
BEARBRANBARRENIES - TR EATT
SRTRRENZI A0 A HE

RERITHERAA
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(8) CREDIT RISK UNDER STANDARDISED APPROACH (continued)

(b) Risk Assessment for Exposure Classes under Standardised Approach
The following tables indicate the exposure amount and risk weighted amount for
each class of exposure with and without ECAI ratings as at 31st December, 2008
and 31st December, 2007 respectively:

BEAEELITHNEERR @

(b) BRAEGHEA T B R B 6 B RT
TRERDRIM20084 12 A31H K%20074
12431 B ROR AL moM b EERHE#E
R SRR R AR ER T MR A S

2008 Ko JE B DA BEE -
Total exposure after Risk weight amount after
Credit Risk Mitigation Credit Risk Mitigation
ERAREEERRERE ERREEERBIERE
HE R FREAE R IIRESIEE
Total exposure Rated Unrated Rated Unrated
Exposure type REEEER REREAE TR TR R IR
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREET BREET ERHET EREET BREET
Sovereign TR 33,169 33,165 4 4,730 -
Public Sector Entities NEHE 420 420 - 84 -
Bank $RAT 19,169 29 19,138 15 6,534
Corporate 1 10,621 - 7,396 - 7,396
Regulatory Retail EETE 157 - 154 - 116
Residential Mortgage EEZE 2,824 - 2,663 - 2,567
Other Exposures that REERE EA
are not Past Due Bl 5,423 - 4,169 - 4,169
Past Due B 287 - 287 - 324
Off Balance Sheet BEABERIM
Exposure Bl 4,314 - 2,894 - 2,835
Counterparty Exposure RpHFEREE m - 23 - 208
Total BEE 77,159 33,614 36,944 4,829 24,149
2007
Total exposure after Risk weight amount after
Credit Risk Mitigation Credit Risk Mitigation
ERREEERBREEE FRREEERBRIEEE
RIRRAIEREE R ISR
Total exposure Rated Unrated Rated Unrated
Exposure type [ BR A AR B AR TRk BITAR TR TR
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BERET BEEET BEEET
Sovereign Ex3 19,873 19,873 - 2,281 -
Public Sector Entities NERE 560 560 - 32 -
Bank ReT 19,253 516 18,734 258 5,951
Securities Firm Bogataki 25 - 25 - 13
Corporate a3 8,923 - 6,743 - 6,743
Regulatory Retail EETE 366 - 293 - 220
Residential Mortgage FERB 2,373 - 2,285 - 2,285
Other Exposures that SR HARY EoAh
are not Past Due B A 6,389 - 3,950 - 3,950
Past Due #HA 174 - 174 - 238
Off Balance Sheet BEABRING
Exposure R AIE 5,597 187 3,655 38 3,501
Counterparty Exposure RGUFRBEE 849 - S 849 = 825
Total FEk-x) 64,382 21,136 36,708 2,609 23,726
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(9) CREDIT RISK MITIGATION

BERHAZNBEEN (F)

RAKAS B AR iE e

(a)

Process of Managing and Recognising Credit Risk Mitigation

The Bank has established policies on managing and recognising credit risk
mitigation, which is approved by Credit Committee, for all types of credit exposure
under both IRB approach and standardised approach including counterparty credit
risk-related exposure which arises from OTC derivative transactions. The Bank
applies prudent assessments of eligibility and quality of collaterals. A list of credit
risk mitigations which is deemed appropriate by the Bank is in place. The Bank also
applies safe custodian of collaterals, regular re-valuation and close monitoring.
Marketable securities are marked-to-market on a daily basis whilst valuations on
properties are reviewed periodically.

For regulatory capital calculation, only recognised collaterals and guarantee as laid
down under the Capital Rules are considered as recognised credit risk mitigations
and the Bank adheres to the criteria as stipulated in the Capital Rule when assessing
the eligibility.

Recognised collaterals include both financial and physical collaterals. Financial
collaterals include cash deposit, gold, shares and debt securities and mutual fund/
undertakings for collective investments in transferable securities, whilst physical
collaterals include commercial real estate, residential real estate, vehicles and
equipments. The exposure amount after mitigation is determined by applying
the standard supervisory haircut laid down in the Capital Rules as an adjustment
discount to the current collateral value.

Recognised guarantors are any sovereign entities, public sector entities, banks and
regulated securities firms with a lower risk weight than the borrower, or companies
that are internally rated with a rating equivalent to external rating of A- or better.

On-balance and off-balance sheet recognised netting is not adopted by the Bank.
No recognised guarantees and credit derivative contracts are applied as credit risk
mitigation for capital adequacy calculation at balance sheet date.

(a) BEKRIAEREEERRIERNEF

AITE FIEE B KRB EREEERBRIEHERN
B - MBRTEEEZRSHE  @ARN
A REEFEEREEAEETRERE
ERBARE  BEERSIMIETARSS|
MR ZHFERRREROREBARE - N
TEEFHEARESAERIEERNS
K - ATEEE —RIRTRBEEHRIE
EERBRIEE - AMTMZEREERD  E
BEEBHHERMEEEENER - HEES
BRVEMEFHE - MENGEREHE
% o

A EEEEAMS - REEAHRITT TH
R @ R IER T 7 AR AR A RIEE
BRI - ATEMERIEEERREE
ERAERE  @ETEARAREMNE
Al

RABAREBECRREYE M - SEE
RARBRRSER B R REBES
REBRAES ' SRREARITHERBHH X
% MENERARSEHELE X
E - BHKEE o RIERREAERAER
BIABARRAIGT TR EE HIRE AL
BTERmEENARRMET

RAERADEMIRER  REBM R
TERREEEFBHR - ARREBEBRMERA
RIE - AR AP RIS SRS EBRT
RA-FIA EFRAAT] ©

ATV EFNEEBBERAREERBERI
RAFREETE - REtER - ATAER
RARAEREEETET AR RERRBIERS
EREEE - AAtEEATRE

RERITHERAA
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(9) CREDIT RISK MITIGATION (continued) K= ERERIEHE (&)

(b) Total Exposures Covered by Recognised Collateral under IRB Approach

(b) ABBEFAREETTE AT AR K RIREN

R\ BRI EE
Exposure amount covered
Exposure Class R BRI R B ERENRBRIESHE

2008 2007
HK$ Mn HK$ Mn
BEEET BHEEET
Bank #RIT 147 188
Corporate % 40,028 30,622
Retail =& 48,676 55,461
Total 4axE 88,851 86,271

72008412 A31H K% 20074128318
BT R B R B AR R 258 2 BRI EBEE AR
EEFEEATRREAELEN23.83% &
23.90% °

The total exposures indicated above represent 23.83% of the total exposure
amount under IRB Approach as at 31st December, 2008 and 23.90% as at 31st
December, 2007.

(c) Total Exposures Covered by Recognised Collateral under Standardised  (c) ZEFE AT LR TIK R E K R bR AIE
Approach Bz

Exposure amount covered

Exposure Class R BRAEEER ERENRBRESHE
2008 2007
HK$ Mn HK$ Mn
BEEHET BEEET
Bank iR17 2 3
Corporate E 3,225 2,180
Regulatory retail BEEETE 3 73
Residential mortgage FE&EB 161 87
Other exposures which are not past due 380 HA A E b B B AR 1,254 2,439
Past Due #HR - 31
Counterparty REEF 537 -
Off Balance Sheet BERAEKXINER 1,420 1,755
Total e 6,602 6,568

72008412 A31H &2007412A318 © L
MET R R A RE S AMERESTEET
R AYE A FER8.56% 52 10.20% °

The Total exposures indicated above represent 8.56% of the total exposure
amount under Standardised Approach as at 31st December, 2008 and 10.20% as
at 31st December, 2007.
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_EEFgan TEF oapeuE  aap SEFgan  TEF oapuul  aan S

(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE EEXX 5 ¥ F = & F kA8 R 1Y R B Ak i

The Bank has adopted Current Exposure Method to determine the exposure RATRABRITRR AL L - UEFERITHR
amount for counterparty credit risk which arises from OTC derivative transactions RRZGEFHRBIMIETAERZRGSIBNRS
in banking book and trading book. HFEEERBORBAESHE o

At 31st December, 2008, there are no repo-style transactions nor credit derivative 7200812 A31H » AT EEIER AR
contracts in the Bank. No recognised credit derivative contracts is held as credit SR EETETASR ° K2008412 A31
protection for counterparty credit risk-related exposures while credit protection B AIHEARAIERARELSERZFHFE
adopted by the Bank for counterparty credit risk-related exposures at 31st ERBAERNRBREENEERE - EHE
December, 2008 includes commercial real estates, financial cash and financial RAERDEERENE  eRESERR
non-cash. Credit equivalent amount after credit protection under IRB approach MemFReBERR  BYFIBERAE
amounts to HK$1,690 million (2007: N/A) while the credit equivalent amount after ENMETEAR - AETREEHEET
credit protection under Standardised approach amounts to HK$238 million (2007: TEEERERENEESESERBE
N/A). 1,690,000,000 7T (2007 €F: T ) + e

BEGEEITIZEERERENEESE
HUAE R 575 238,000,0007T (20074 : i@

A) -
(a) Counterparty Credit Risk-Related Exposures under IRB Approach (a) ABTREEFEETERZUFEERK
TEEA Y R BRI
The following table indicates the information of counterparty credit risk-related 2008412 A31H %2007412H318 * T
exposures under IRB approach by exposure class as at 31st December, 2008 and RO RIBE TR R RBR AR R E 5 5 A EB
31st December, 2007 respectively: FEARELEST B TR 58 F 2 5 R AE
MR AENEH
2008
Credit equivalent Risk weighted
Current exposure amount amount
Exposure class R AEER BT R AR FESESE R INEEEE
HK$ Mn EB¥EHET HKSMnEBEHET HKSMnEYEERT
Corporate 1 106 212 79
Bank #RIT 687 4559 451
Total Rk 793 1,771 530
2007
Credit equivalent Risk weighted
Current exposure amount amount
Exposure class [R B A HERR R WRITR R A EEEEHE [BB NS RR
HK$ Mn B EEI  HKSMn BB EET  HKS Mn B¥EEET
Corporate 1 198 251 141
Bank #RIT 389 R L 260
Total R 587 1,282 401
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(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (continued) E23 5 ¥ FEE R EARMNERAE @)

(b) Counterparty Credit Risk-related exposures under Standardised Approach (b) BEAFEATHISHFEERBRAERNR
S
The following table indicates the information of counterparty credit risk-related 72008412 A31H k2007412 A31H * T
exposures under Standardised Approach as at 31st December, 2008 and 31st RORBTREEFEEZTEIZHFEER
December, 2007 respectively: BABRAR RS AENER
2008
Current exposure Credit equivalent amount Risk weighted amount
BRITR AR FEZESE E R nES R
HK$ Mn B¥EHE T HKS Mn B¥EHE T HKS Mn B¥EHE T
598 775 208
2007
Current exposure Credit equivalent amount Risk weighted amount
BT B A EESESHE [\ B e & 58
HK$ Mn BB EE T HKS$ Mn B EE T HKS$ Mn &#5E & 7T
303 849 825

(11) ASSET SECURITISATION ¥EEF %1t

During the year, the Bank only acts as an investor in all securitisation exposures. FA - ANMTEMBERHCERIRRAEEE
Ratings from Moody's Investors Service and Standard & Poor’s are adopted in RIREE o FHEBH LR R R A R A
assessing securitisation exposures. Since the securitisation exposures held by the BHRE RS RFELBOTR o ARAKIT
Bank are all rated by recognised ECAI designated by the Capital Rule, Ratings- 18 5 50 1A B R B A PR 1 48 8 AN R Al 45
based Approach is used to calculate the risk-weighted amount for the exposures. TERRAIINBEETHEERE TR - WEAT
The Bank closely monitors the risk arising from these exposures. WAL EOE UG E AR AR INE S

o AMTBEBEREBHRBAERELSNR

B -
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Al securitisation exposures are rated and those with investment grades are under A CIRR R R AR EFR - BREFNR
senior positions backed by granular pools. The following table indicates the total MBFCERIRBARESHERASNE T
principal amount and the respective risk weighted amount of all securitisation HEZRHOERIFRE o TRETNK20084F12
exposure as at 31st December, 2008 and 31st December 2007: A318 k2007912 A31 B FTA EHLEERIR

AN A S EERAENRRIESE

Principal Amount Risk Weighted Amount
b2 RimESE

2008 2007 2008 2007
Risk weight mBEE HKS Mn % EEx  HKSMn 5% EET HKS MnigkEgn  HKSMnB%EET
20% - 235 - 47
50% - 2,599 - 1,299
60% 10 - 6 -
75% - 525 - 394
100% - 335 - 335
250% - 287 - "7
425% - 728 - 3,093
Total k) 10 4,709 6 5,885
Capital requirement of securitisation exposure under IRB approach at 31st 72008412 A31H %2007 12 A31H -
December, 2008 was HK$0.5 million and HK$499 million at 31st December, A ER AT AR B R EUA T 58 7 L E B R R
2007. The deductible items from core and supplementary capital under asset FEE B B 7R B 5k &7 500,000 7T K B K
securitisation at 31st December, 2008 amounted to HK$0.05 million and HK$238 499,000,0007T ° 720084 12 A31H %2007
million at 31st December, 2007. F12A318 - BEEZFH LT EZO KM N

B AR 9 IR B &7 #50,0007T K 7B B
238,000,0007T °

HTETERART 2008E® 271




Unaudited Supplementary Financial Information (continued)

REEZHT R BEEX (&)

(12)EQUITY EXPOSURES BOOKED IN BANKING BOOK $R{TER T fY IR R /o B 7 42

The Bank deducts those equity holdings taken for relationship and strategic reasons BATH E BRI i 4 A MO PRAE AR
from the core & supplementary capital and includes those equity holdings taken O R INE RN - REgEEMIE R
for other reasons in the risk-weighted assets for capital adequacy ratio purpose. BRAENRESFEERBINEESEN  LAAE

FHHERFERLLE -

The Bank applies the same accounting techniques and valuation methodologies as RTEEMAHEESREE » BIEHRT

detailed in the Bank’s notes on accounts for all available-for-sale financial assets, BTG AIER  HHEBEF3R

including equity exposures booked in banking book. There are no significant AT BEBEM SRR @G R G

changes during the annual reporting period. R AHEESFAEFAFREHATES K
R o

For the year ended
31st December, 2008

HZ2008F12A318 1L
2B EE
The Group The Bank
£H: $RAT
HKS$ Mn B¥EE T HKS Mn B EE T
Cumulative realised gains or (losses) REHEMERFERIES
arising from sales and liquidations of REEH Wk (E5E)
equity exposure 185 186
Total unrealised gains or (losses) ERFBAER  BRBLERR
recognised in the Bank’s reserves but ABRK AR BT Was sk (B518 ) /48T
not through the profit and loss account (703) (467)
Unrealised gains included in or (losses RETEE AT R = T e 3EAEHT
deducted from) the Bank's supplementary BRANNEMABTIRKZH SN
capital for capital adequacy ratio (HER BT ANE AN R HR A R B 2R R 18
purpose HEFE) 159 159
For the year ended
31st December, 2007
EZE2007412A318 1
ZHREE
The Group The Bank
&H #RIT
HK$ Mn 78# 5 E 7T HKS Mn BB E T
Cumulative realised gains or (losses) REHEMERFERER
arising from sales and liquidations of RFEFR WS (EE)
equity exposure 665 662

Total unrealised gains or (losses) recognised — EREBATER - B8 KB E AR

in the Bank's reserves but not through AR F IR WSS (E18) 45T

the profit and loss account (386) (220)
Unrealised gains included in or (losses ARt EEARTE B R M e FEEN N

deducted from) the Bank’s supplementary BARANERABIRWKEH S FEDS

capital for capital adequacy ratio (HE %I AN E 2N R H1R B R B 2R R 18

purpose &) 2 2
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SHAREHOLDER INFORMATION

FINANCIAL CALENDAR BB
Full year results announced 17th February, 2009 N EES 200942 A17H

18th March, 2009
20th March, 2009
to 23rd March, 2009
23rd March, 2009
(on or about)

23rd March, 2009
15th April, 2009

to 16th April, 2009

Ex-all date for final dividend and bonus issue
Closure of register of members
- final dividend and bonus issue
Record date for final dividend and bonus issue
Despatch of Listing Document and Form of
Election (scrip dividend scheme)
Closure of register of members
- Annual General Meeting

REARCE AT AR % B H1

200943 A 18H

RS RS

200943 A20H

BERE ARKSEED

- REAIR B RATAR Z£2009F3 A23H
REARR B RATRR e 8% B HY 200943 A23H
FE EMXHR (#914) 200943 A 23 H

e BT

200944 A 15H

Annual General Meeting 16th April, 2009 -BRAFES Z£2009F4 A 16H

Despatch of final dividend warrants and (on or about) BRAFEES 200964 A 16 H

share certificates (scrip dividend and bonus issue)  17th April, 2009 FERPREBERBRE UABRKERARR) (HK)20096F4817H
FINAL DIVIDEND AND BONUS ISSUE OF SHARES REIPR B 2 R EXAT BR

The Board recommended the payment of a final dividend of HK$0.02
per share for 2008 and a bonus issue of one for every 10 shares held to
shareholders. Subject to shareholders’ approval, the final dividend will
be payable in cash with a scrip option under the Scrip Dividend Scheme
and the bonus shares will be issued to the shareholders whose names
appear on the Register of Members as at Monday, 23rd March, 2009. The
Scrip Dividend Scheme and Bonus Issue are conditional upon the Listing
Committee of The Stock Exchange of Hong Kong Limited granting the
listing of and permission to deal in the New Shares and the Bonus Shares.

The Listing Document containing details of the Scrip Dividend Scheme and
the Bonus Issue and the Form of Election for the Scrip Dividend Scheme
will be sent to shareholders on or about Monday, 23rd March, 2009.
Shareholders who elect for the scrip dividend in lieu of cash dividend, in
whole or in part, shall return the Form of Election to the Bank’s Registrars
on or before 4:00 p.m. Wednesday, 8th April, 2009.

The dividend warrants and the share certificates for the scrip dividend
and the share certificates for the Bonus Issue will be despatched to
shareholders on or about Friday, 17th April, 2009.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Bank will be closed from Friday, 20th
March, 2009 to Monday, 23rd March, 2009, both days inclusive, for the
purpose of determining shareholders who qualify for the final dividend
and the Bonus Issue. In order to qualify for the final dividend and the
Bonus Issue, all transfer documents should be lodged for registration with
the Bank'’s Registrars by 4:00 p.m. Thursday, 19th March, 2009.

The Register of Members of the Bank will also be closed from Wednesday,
15th April, 2009 to Thursday, 16th April, 2009, both days inclusive, for the
purpose of determining shareholders who are entitled to attend and vote
at the 2009 Annual General Meeting. In order to qualify for attending and
voting at the 2009 Annual General Meeting, all transfer documents should be
lodged with the Bank’s Registrars by 4:00 p.m. Tuesday, 14th April, 2009.

SHARE LISTING

The Stock Exchange of Hong Kong Limited

SHARE REGISTRARS
Tricor Standard Limited
Telephone: (852) 2980 1768
Facsimile: (852) 2861 1465

ADR DEPOSITARY BANK
The Bank of New York Mellon
Telephone: 1 201 680 6825

Toll free: 1-888-BNY-ADRS

E-mail: shrrelations@bnymellon.com

REGISTERED OFFICE

10 Des Voeux Road Central, Hong Kong
Telephone: (852) 3608 3608

Facsimile: (852) 3608 6000

Website: www.hkbea.com

E-mail: info@hkbea.com

EEYEHIRE 2008 FEARBR B FIAE 2 1L RIZT 10 Rix—RAR K
ZERIREBALAR o FIRESER - RERBIFUR SRS (RUARK BT
BIREMILARR A B8 IE) RIRFEA TR 2009F 3 A23 HEH—BELE
R AMZ AR o LA S E RRBARBFESHAERZER
AR ETMEZEESHEFTRRAR ETREBEHAER -

AR ST 8 R AR _ LS RIARR Bat 8l 28R
BAGKIR 20094F 3 A 23 AR B —F TR - IRRE ERUER B FPFTAR S,
BHWERBOFH - UKBRSIE - BHR2009F4A8HEH=T
FARRIRIBR ISR ENTRND B LR °

B BB R AR ERARE - LARATARAREE - #8495 2009F 4 A 17 HEH
AEF TR ©

BFEAH

AITHR2009F 3 A20 HEHAZE2009F3 A23HEH— (BEER
MR) EEMERERFER  WAETEERZA RIS RARREZ
i o (A= R _LlREAIR B RATAR - B 200943 A 19 H 2B T~ F
ARFATHG B P U RIERTTIRID B FLEE ©

RITIRER 2009464 B 15 HEH=22009F4 A 16 HEHMN (BiFEE
BRX) EERERZBEFPER  UWREAEREFE 2009BRAFTEE
WRE ERERRZ F o AAHFERE2009RREAFEFE LIRE - &
720094 4 A 14 B 2EEA=TF 4 BTGB P U X E AR T TAR (D B 5C B ©

D £

ERBMERHAERAR

RGELE
EEEERR AR

E 5 (852) 2980 1768

{55 (852) 2861 1465
XEBEERSTERT
The Bank of New York Mellon

EiE: 1201 680 6825
EEHEAREELE: 1-888-BNY-ADRS
B : shrrelations@bnymellon.com

TR
BAEEEP 105

E 55 (852) 3608 3608
55 : (852) 3608 6000
#93%k : www.hkbea.com
FH : info@hkbea.com

This Document in both English and Chinese is now available in printed form and on the website of the Bank at http://www.hkbea.com.

Shareholders are encouraged to rely on the website version to help reduce the quantity of printed copies of Corporate Communications and hence the
impact on the environment. In this connection, Shareholders are requested to send a notice in writing to the Bank’s Registrars, Tricor Standard Limited, at
26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong or by fax to (852) 2861 1465.

UWEX B R SRR - LA R SR A7 T4, (484E 2 htto.//www. hkbea.com) BIAE & FHRA °
B IEZ BRI A ERAEEIREBENZE A THEEREME BN LETHRAE - HIRFIELILERE - BIABEBHATTRG BLE 2 EIZES
RAR] - it BEEZEAER 28w BIEF ) 2618 « (ZE15/3(852) 2861 1465 °



& BEARTRIT

Head Office #1T | 10 Des Voeux Road Central
Hong Kong
EHEEHER105E

Telephone &3 | (852) 3608 3608
Facsimile {EE | (852) 3608 6000
Website @it | www.hkbea.com
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