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CORPORATE PROFILE
& 1T i 5t

Our Mission

We at BEA strive to provide best in class financial

services, always demanding the highest standard of

1 PN
AN E 7

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.

RGBTV HRESZIENERRT - BITRSZEXNHEE
A - RIEHESRBER  HHORERFZEFE  THUEE
F-RR - BTHIFTESBRE -

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, and currently operates 87 branches, 61
SupremeGold Centres, and 6 i-Financial Centres throughout the city.

Total consolidated assets amounted to HK$611.4 billion (US$78.7
billion) as of 31st December, 2011. Listed on The Stock Exchange of
Hong Kong, the Bank is one of the constituent stocks of the Hang
Seng Index.

With more than 100 outlets on the Mainland, BEA and its wholly-
owned subsidiary, The Bank of East Asia (China) Limited, operate
one of the most extensive networks of any foreign bank in China.
Overseas, the Bank maintains an active presence in Southeast Asia,
the United Kingdom, and North America with more than 220 outlets
and over 12,000 employees worldwide.

BEA delivers comprehensive commercial and retail banking, financial,
and insurance services through its Corporate Banking, Personal
Banking, Wealth Management, Insurance & Retirement Benefits,
Treasury Markets, China, and International divisions. Products and
services include syndication loans, trade finance, deposit-taking,
foreign currency savings, remittances, mortgage loans, consumer
loans, credit cards, Cyberbanking, retail investment and wealth
management services, foreign exchange margin trading, Mandatory
Provident Fund services, and general and life insurance.

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 global provider of integrated business, corporate, and investor
services, Tricor Group helps clients build their businesses by offering
outsourced expertise in business support functions.

Going forward, BEA will continue to strengthen its customer
relationships and explore new business opportunities in Hong Kong,
Mainland China, and around the world.
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FINANCIAL HIGHLIGHTS
MEBE

Total operating income
F A NG

Profit attributable to owners of the parent
Al BB AN B AR TR A

12,715 11,126 +14.3

4,358 4,224 +3.2

Balance Sheet Strength EE& &R

Advances to customers

EFER

Total consolidated assets
IREBERE

Total deposits
TFRRiasR

Total equity
MR Rz 45

321,890 297,044 +8.4

611,402 534,193 +14.5

478,837 425,419 +12.6

52,044 48,643 +7.0

Earnings Per Share and Dividends Per Share
BERBARERRER

Basic earnings

EAREH

Dividends
S

HK$1.96 HK$1.92 +2.1

HK$0.94 HK$0.94 -

Key Ratios X ELt &

Loan to deposit ratio
EREFESRLE

Impaired loan ratio
BEE R &

Average liquidity ratio
FHRENE S L&

Capital adequacy ratio

BAFRILER

67.2% 69.8%

0.5% 0.5%

42.8% 44.9%

13.7% 13.2%
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FIVE-YEAR FINANCIAL SUMMARY
SEMBEH =

TOTAL EQUITY PREREZSEAEE

HK$ Million
BEEBIT
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FIVE-YEAR FINANCIAL SUMMARY (CONTINUED)
SEHBME (&)

PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT
RBRAKEREF

HK$ Million
BEEET

4,500 4,200* 4,224 4,358
4,000

3,500

3,000 2,604

2,500

2,000

1,500

1,000

500 i

2007 2008 2009 2010 2011

FIVE-YEAR COMPARISON 5 FLLE

Total equity . N .

R B R 25 4 E 30,616 32,669 39,735 48,643 52,044
Customer deposits

= 284,186 323,802 342,528 419,833 467,354
Certificates of deposit issued

BEITIERE ° 12,165 5,491 2,812 5,586 11,483
Advances to customers

g)vg.g%( . 218,184 230,339 247,654 297,044 321,890
Total consolidated assets

N 393,979 415,368* 434,082 534,193 611,402
Loan to deposit ratio

el 74% 70% 72% 70% 67%
Profit attributable to

owners of the parent 4,200* 11+ 2,604* 4,224 4,358

] 5 B A AR SR [ B R )

Earni hare*
ket HK$2.44* HK$0.01* HK$1.39* HK$1.92 HK$1.96

Dividend hare*
\é;ﬁﬁegéks*pers o HK$1.51 HK$0.23 HK$0.76 HK$0.94 HK$0.94

* Restated due to changes in accounting policies.

* FEEKREE ER
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STRATEGY AND FUTURE PROSPECTS

Weakness prevailed in the major global economies
in 2011, as the sovereign debt and banking crises,
geopolitical events, natural disasters and tight monetary
policy in China combined to undermine the modest
recovery that had emerged in 2009 and 2010. The
financial sector exhibited particular weakness, despite
ultra-low interest rates. Concerns over sovereign debt
and new capital rules under Basel lll led many major
international banks to curtail lending and downsize their
balance sheets by divesting non-strategic assets.

The BEA Group successfully overcame these macro
challenges in 2011, and enters 2012 in a good position.
With a clear focus on the buoyant economies of the
Greater China region, BEA's profit attributable to owners
of the parent for the year 2011 rose to a new record, up
3.2% to HK$4,358 million. Core business performance
continued to shine, with net interest income up 22.8%
and net fee and commission income up 13.6% year-on-
year. The Board of Directors has declared a second interim
dividend (in lieu of final dividend) of HK$0.51 per share
for the year ended 31st December, 2011, bringing the
dividend for the year to HK$0.94 per share.

Going forward, the BEA Group will further optimise
its allocation of resources, enhance asset and liability
management, and broaden the range of financial services
provided to customers throughout Greater China in order
to further build on the Group’s multi-year growth trend.

DIVIDENDS FOR THE LAST 5 YEARS 81X 5 F R B 42 8%

HK$ Million
BYEET

3,000
2,500
2,614
2,000
1,500

1,000

500
515

2007 2008

The BEA Group’s business on the Mainland is quickly
reaching critical mass. Having expanded its branch
network to over 100 outlets in 2011, The Bank of East
Asia (China) Limited (“BEA China”) now manages
strong regional banking networks in key markets such
as the Yangtze River Delta and Pearl River Delta, and an
extensive national banking network covering 30 cities.
At the end of 2011, The People’s Bank of China shifted
towards a more accommodative monetary stance. In
2012, BEA China will further extend its reach by opening
new branches and strengthening its award-winning
electronic banking services, and build on its past success
to further improve performance.

Having met the statutory loan-to-deposit requirements
for Mainland-incorporated foreign banks ahead of
schedule in the first half of 2011, lending at BEA China
was no longer constrained by the need to improve its
loan-to-deposit ratio. Interest income at BEA China grew
by 43% last year and, at the end of 2011, the loan-to-
deposit ratio stood at 69%, well below the statutory
limit of 75%.

/918 1,945

1,484

2009 2010 2011
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Dr. the Hon. Sir David LI Kwok-po
Chairman & Chief Executive
FEFRITEAEE,

FEHER
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Efforts by both the Mainland and Hong Kong
governments to expand the international role of Renminbi
("RMB") gained momentum in 2011, with Hong Kong
at the centre of the policy initiatives. The BEA Group is
ideally placed to take full advantage of these exciting
changes. During the past year the Bank’s overseas
branches successfully expanded their RMB trade business,
with Singapore recording a near doubling of business.
The Group will continue to develop and launch new RMB
products and services as opportunities emerge.

The Bank’'s Hong Kong business will see all-round
development in 2012. Local loan demand, particularly
from Mainland Chinese enterprises, experienced strong
growth in 2011, and the Bank took advantage of
this demand to expand its loan portfolio and increase
margin on both new loans and those coming up for
renewal. Improvements in core lending business will
remain a key focus of the Bank’s operations in 2012.
The Bank continues to be a good partner for the small
and medium size enterprise sector, and will further build
on its expertise in this area in 2012. At the same time,
the Bank will step up efforts to improve fee income,
focussing in particular on its wealth management
business, insurance products and treasury.

The Bank will also continue to enhance operational
efficiency and productivity by further streamlining branch
and back office operations in 2012. New iPhone/Android
Applications were introduced in 2011 to encourage users
to conduct transactions over the Bank’s highly secure
Internet and mobile-banking networks. This service
enjoyed strong take-up, and the Bank will further increase
both penetration and services in order to promote the full
range of BEA Group consumer products, ranging from
banking services, to securities transactions, to insurance.

Meanwhile, the Bank is expanding its efforts to attract
students and recent graduates as clients, in order to
build long-term relationships with tomorrow’s leaders
and high earners. The Bank has the largest branch
network at tertiary institutions in Hong Kong, and some
90% of student clients maintain their relationships with
BEA after graduation.

In the coming year, we expect the external operating
environment to remain challenging. In view of this, the
BEA Group will strive to develop its unique strengths,
focus on its core areas of operation, and offer greater
value to its customers through product innovation and
the provision of superior customer service.

| would like to thank our Bank’s Board of Directors
and the directors of our subsidiaries and associated
companies for their strong governance, and for their
guidance in establishing our Group’s strategic direction.
| would also like to thank the members of BEA's
management as well as our staff members for their hard
work and dedication to our business. Finally, | thank
our shareholders and customers for their long-standing
loyalty and steadfast support.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 14th February, 2012
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FINANCIAL REVIEW

For the year 2011, the Group achieved a profit
attributable to owners of the parent of HK$4,358
million, representing an increase of HK$134 million or
3.2%, compared to the HK$4,224 million earned in
2010. Basic earnings per share were HK$1.96. Return
on average equity and return on average assets were
9.5% and 0.7%, respectively.

As a result of satisfactory growth in the Bank’s loan
portfolio and trade finance business, the Group’s net
interest income increased by HK$1,720 million, or
22.8%, to HK$9,263 million. Net fee and commission
income rose by HK$400 million, or 13.6%, to HK$3,342
million. Due to an unexpected deterioration in the
global economic environment arising from the Eurozone
debt crisis, we sustained losses in trading activities and
investments designated at fair value through profit or loss
in 2011, amounting to a total of HK$471 million. As a
result, non-interest income decreased by HK$131 million,
or 3.7%.

Total operating expenses increased by 15.8% to
HK$7,992 million, as the Group continued to invest in
its future growth in China. The cost-to-income ratio was
62.9% in 2011.

Operating profit before impairment losses was HK$4,723
million, an increase of HK$501 million, or 11.8%, as
compared with 2010.

The charge for impairment losses on loans and
advances decreased by HK$210 million, or 73.7%,
to HK$75 million, reflecting improving credit quality.
Total impairment losses decreased by HK$171 million,
or 56.1%. This reflected good credit management of
the Bank.

Operating profit after impairment losses was HK$4,588
million, an increase of 17.2%.

In 2010, BEA completed the disposal of a 70% interest
in a banking subsidiary in Canada and recorded a net
profit of HK$230 million. In 2011, the profit generated
from the disposal of a further 10% interest in the same
banking subsidiary was HK$71 million.

Net profit on disposal of available-for-sale financial
assets was HK$59 million. Valuation gains on investment
properties decreased to HK$404 million (2010: HK$426
million) whereas the profit on sale of fixed assets
increased to HK$140 million (2010: a loss of HK$6
million). Due to the strong performance of associates,
the Group shared after-tax profits from associates of
HK$435 million.

After accounting for income taxes, profit after taxation
rose to HK$4,451 million, an increase of 3.4%, over
the HK$4,303 million recorded the previous year. Profit
attributable to owners of the parent rose to HK$4,358
million, an increase of 3.2%.

Total consolidated assets of the Group stood at
HK$611,402 million at the end of 2011, an increase
of 14.5% over the HK$534,193 million at the end of
2010. Gross advances to customers increased by 8.4% to
HK$321,890 million. Total equity increased to HK$52,044
million, up 7.0%.

Total deposits (including certificates of deposit issued)
grew by 12.6% to HK$478,837 million, while total
deposits from customers rose by 11.3% to HK$467,354
million. Demand deposits and current account balances
decreased by HK$2,803 million, or 4.7%, compared
to the balance at year-end 2010. Savings deposits
decreased to HK$77,452 million, a drop of 6.0%, while
time deposits increased to HK$333,006 million, an
increase of 19.9%, when compared with the year-end
position of 2010.

After taking into account all certificates of deposit issued,
the loan-to-deposit ratio was 67.2% at the end of
December 2011, 2.6 percentage points lower than the
69.8% reported at the end of 2010.
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REPORT OF THE CHIEF EXECUTIVE AND SENIOR MANAGEMENT (CONTINUED)

RECOGNITION
Ratings

Standard & Poor’s

The Bank of East Asia, Limited

Long-term Counterparty Credit A
(local and foreign currency)

Short-term Counterparty Credit A-1
(local and foreign currency)

Outlook Stable

The Bank of East Asia (China) Limited

Long-term Counterparty Credit A
(local and foreign currency)

Short-term Counterparty Credit A-1
(local and foreign currency)

Outlook Stable

Moody’s Investors Service

The Bank of East Asia, Limited

Long-term Bank Deposit A2
(local and foreign currency)

Short-term Bank Deposit Prime-1
(local and foreign currency)

Bank Financial Strength C-

Outlook Stable

The Bank received industry
recognition from MasterCard
Worldwide and VISA Inc. for card
service excellence.

RITREE WA RRG - B
BFERBEBFMABRVISA Inc. 325F ©

Awards

The Bank of East Asia

“2011 Best SME’s Partner Award” (for the fourth

consecutive year)

- The Hong Kong General Chamber of Small &
Medium Business

“The Highest Growth Rate in 2010 Number of Open
Cards in Hong Kong — Champion”, “The Highest
Growth Rate in 2010 Premium Product Cardholder
Spending in Hong Kong — Champion”, “The Highest
Growth Rate in 2010 Cardholder Spending in Hong
Kong — Champion”, and “The Highest Growth Rate in
2010 Merchant Purchase Volume in Hong Kong - 2nd
Runner Up”

- MasterCard Worldwide

“Lowest Chargeback-to-Sales Ratio Award” as part
of Visa’s 2010 Service Quality Performance Awards
Program (for the second consecutive year)

- VISA Inc.

“Hong Kong Leaders’ Choice 2011 — Excellent Brand
of Mobile Banking Award”
- Metro Finance

“Capital CEO Supreme Service Awards 2011 -
Supreme Mobile Banking Services”
- CAPITAL CEO Magazine

“Best Practice in Technology Innovation Award 2011”
- Best Practice Management Magazine
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“2011 Best SME’s Partner Award”
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“Best Practice in Technology
Innovation Award 2011"
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BEA China won numerous awards in 2011 for banking
excellence, internet banking, and customer service:

R B AR S ERITARTS - B ERITREFRE -
E2011 F@mis T &AM -

“Best Retail Bank in
Asia Award”

[EMNRETERT

i .

“2011 Best Customer
Services Award”

[2011 & EFRITE
HEREETRE]

The Bank of East Asia (China) Limited (“BEA China")

“2011 Best Customer Services Award — Banking
Institutions in Shanghai”
- Shanghai Banking Association

“Asian Banks Competitiveness Ranking — 2011 e Best
Retail Bank in Asia”
- 21st Century Business Herald

“2011 China Internet Banking Union Most Innovative
Personal Internet Banking Product Award” for BEA
China’s Cyberbanking service
- China Internet Banking Union and China Computer

Users Association

“2011 Most Respected Foreign Bank in China” in The
Most Respected Bank & Best Retail Bank Rankings in
China awards programme

- Moneyweek

“2011 Most Respected Foreign
Bank in China Award”

2011 FARBEIRS EHSINERTT

“Most Innovative
Personal Internet
Banking Product Award”

[IEERAIFE]

Other Subsidiaries

Bank of East Asia (Trustees) Limited

“The Best MPF Scheme” Award in “Prime Awards for
Banking and Finance Corporations 2011"

- metroBox Magazine

“CAPITAL Merit of MPF Achievement” Award in
“CAPITAL Merits of Achievements in Banking and
Finance 2011" (for the second consecutive year)

- CAPITAL Magazine

Blue Cross (Asia-Pacific) Insurance Limited

“The Most Favourite Travel Insurance Company Award
2011" (for the seventh consecutive year)

- Weekend Weekly Magazine

“ProChoice Award 2011 — Medical & General
Insurance” (for the third consecutive year)
- CAPITAL WEEKLY Magazine

“Quiality Life Award 2011 — Quality Insurance Service
Award”
- Liza Magazine
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BEA Trustees received “The Best MPF
Scheme"” Award (left) and “CAPITAL
Merit of MPF Achievement Award” (right)
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Credit Gain and BEA Union Investment received
awards from CAPITAL Magazine:

SRER TS I R R B Rl JE CEAERS) R AR -

“The Best Financial Credit Service”

[ EE e

¢ Credit Gain Finance Company Limited
“Best of the Best 2011 — The Best Financial Credit
Service” (for the second consecutive year)
- CAPITAL Magazine

e BEA Union Investment Management Limited
“Best of the Best for Executives 2011 — The Best Fund
Manager”
- CAPITAL Magazine

OPERATIONS REVIEW

The Hong Kong economy sustained solid growth in 2011,
despite a decline in export growth at the end of the
year stemming from the European economic slowdown.
Growth was lifted by Mainland tourist spending and
increased domestic demand underpinned by low
unemployment. Residential property prices edged higher
despite the measures introduced by the Hong Kong
Government to curb property speculation.

In Mainland China, the Central Government'’s tight
monetary policies successfully suppressed inflationary
pressure and property prices, paving the way for a
soft landing. Gross Domestic Product growth slightly
decelerated to 9.2% in 2011 from 9.6% a year earlier,
while the Consumer Price Index eased from its three-year
peak of 6.5% in July 2011 to 4.1% in December 2011.

“The Best Fund Manager”
[ S 432 |

To dampen inflationary pressure and cool down the
Mainland’s property market, the People’s Bank of
China (the “PBOC") raised the Reserve Requirement
Ratio (“RRR") six times, each time by 0.5%, and the
Renminbi (“RMB") benchmark rates three times, each
time by 0.25%, during 2011. As growth slowed toward
the end of the year, the Central Government fine-
tuned its monetary policy and reduced the RRR for the
first time in three years, cutting it by 0.5% at the end
of November 2011.

Business — Hong Kong

At 31st December, 2011, BEA's total loans to customers
and trade bills were 13.4% higher than that at the end of
2010. Customer deposits were 1.3% higher.

Corporate and Commercial Banking

Hong Kong’s corporate loan market experienced strong
overall growth in 2011. Corporate loan demand from
Hong Kong and Mainland Chinese enterprises was driven
by healthy economic conditions, the launch of major
infrastructure projects, and the relatively lower cost of
financing in Hong Kong compared to the Mainland. The
Bank’s corporate loan and trade bills portfolio grew by
about 21% during 2011. Pricing continued to improve
and the Bank’s impaired loan ratio remained at a very
low level.
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The Bank hosted an
Economic and Market
Outlook Seminar for
clients in January 2012.

HIiRITIN2012F 1 A
BRPEY [KCERTS
B2 Hig o

With its extensive networks in Hong Kong and Mainland
China, BEA is in a strong position to serve customers
with business interests in both markets, and meeting
their onshore and offshore financing needs including
cross-border trade finance, property development project
financing, and loans against Renminbi-related assets.
Business from the Hong Kong-China integrated platform
accounted for about 28% of the Bank’s corporate and
commercial loan and trade finance portfolio at the end
of 2011. Treasury product sales to corporate customers
also grew, as a result of BEA's extensive presence in the
two markets.

Blue-chip and mid-cap companies continued to seek club
deal facilities from their relationship bankers in 2011, and
BEA actively participated in providing such facilities. A
number of foreign banks sold down their syndicated loan
portfolios covering top-tier Hong Kong and Mainland
companies due to tightened liquidity. BEA took advantage
of this opportunity to acquire these loans at attractive
discounts, thus maintaining the quality of the Bank’s loan
book with an improved average yield.

During the year, the Bank made good progress in growing
its small and medium enterprise ("SME") loan business.
The Bank’s Business Ready Cash programme continued
to be popular with SMEs, recording loan portfolio growth
of 35% year on year. Active development of business
networks in the area of equipment financing, primarily
for SME customers, resulted in a 19% expansion of the
equipment-financing portfolio, year on year, and a rise in
the corresponding market share.

Retail Banking

During the year, BEA continued to improve its branch
network in Hong Kong. Two new branches were opened
in Shun Tak Centre and Tsuen Wan Fou Wah Centre.
The Bank also opened seven SupremeGold Centres and
six i-Financial Centres, and relocated four branches to
more prominent locations. As of 31st December, 2011,
BEA operated a total of 88 branches, 62 SupremeGold
Centres, and six i-Financial Centres in Hong Kong.

To capture fast-growing opportunities in the RMB
business, a thematic campaign was launched in March
2011. Based on the positioning statement, " BEEE) "
("China and Hong Kong — moving forward together”),
the campaign promoted the Bank's competitive edge,
particularly in respect of its comprehensive range of
services, solid cross-border business experience, and
extensive network in Mainland China and Hong Kong.

The Bank also stepped up its promotional efforts to
attract more RMB deposits in Hong Kong in 2011. With
the launch of specific promotional and target-oriented
campaigns, the Bank’s total RMB deposits in Hong Kong
grew by 37.6%, year on year.

BEA has devoted considerable effort to developing an
exciting credit card brand image, providing special offers
and promotions in order to encourage card spending and
usage. During 2011, these included year-round offers
at restaurants and cinemas, special promotions at well-
known restaurant chains, and exclusive priority booking
services for pop concerts. BEA also rolled out a variety



The Bank stepped up promotion
of its one-stop Renminbi service
on the marketing platform,
“China and Hong Kong — moving
forward together”.
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In March 2011, BEA launched its
new premium credit card, the BEA
SupremeGold World MasterCard.
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BEA became one of the participating banks in the Reverse Mortgage Programme introduced by The Hong Kong Mortgage Corporation.

ETRRBEFBRARMH [RERBE ] AMIRAEIRHRERBRBHORTZ— -

of spending stimulus programmes targeted at different
customer segments, such as high spenders, Asia Miles
customers, and frequent travellers to increase overall card
usage. Due to these efforts, the Bank recorded double-
digit growth in credit card receivables for 2011. The
Bank’s merchant acquiring business recorded over 20%
rise in sales volume, well above the market average. In
addition, BEA's 2011 Tax Loan programme for personal
customers contributed significantly to the growth of the
Bank’s consumer lending business, which posted strong
results for the year.

Competition in the mortgage lending business was
intense at the beginning of the year. Squeezed margins
prompted BEA to adopt a prudent approach to soliciting
new mortgage business. In view of the improving interest
spread in the market, the Bank became more active in
its mortgage lending business in the fourth quarter. In
addition, BEA was among the first banks to participate
in the Hong Kong Mortgage Corporation’s Reverse
Mortgage Programme, launched in July 2011. Under
the terms of the programme, senior citizen property
owners are entitled to mortgage their property to BEA
in exchange for monthly cash payouts to cover personal
expenses, while continuing to reside in their premises.

To reinforce its image as a leader in the mobile banking
industry, the Bank continued to enrich the content and
capability of its iPhone application in 2011 by introducing
new or enhanced features including “Stock Watch &
Fast Trade” and MPF functions. BEA also targeted young
customers by launching a new branding campaign that

included a television commercial and a series of interactive
games. As a result, BEA recorded an increase of nearly
125% in the download of BEA mobile applications for
iPhone and Android phones, and more than 75% in the
number of mobile banking users, year on year.

Insurance and MPF Services

In 2011, the Bank’s life insurance business achieved
encouraging growth in new premium income, with a
32% rise year on year. The results were sustained by
the newly launched short-term savings plans as well
as RMB-denominated products, which effectively met
customer demand for short-term savings products with
guaranteed returns.

Blue Cross (Asia-Pacific) Insurance Limited (“Blue
Cross”), the Bank's wholly-owned general insurance
arm, registered steady premium income growth in 2011.
The medical insurance business performed particularly
well, providing Blue Cross with double-digit growth
in premium income. In addition, premium income
generated through the Company’s e-platform grew
more than 50%, year on year.

Bank of East Asia (Trustees) Limited (“BEA Trustees”),
BEA's wholly-owned MPF service provider, enjoyed strong
growth in its MPF business, with more than 75,000
new members joining the BEA MPF schemes in 2011,
bringing the total number of members under the two
BEA MPF Schemes to more than 509,000. Total assets
under management as of 31st December, 2011 exceeded
HK$12.8 billion.
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BEA operates 6 i-Financial Centres in high-traffic locations in Hong Kong.
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BEA Trustees launched an MPF feature in the BEA iPhone
application in September 2011 to enable members to
check fund prices more conveniently. Members can now
check the latest fund prices and obtain MPF news and
offers through this innovative feature.

Investment Services

Equity markets performed well in the first quarter of
2011. This was followed by an unexpected period of
prolonged consolidation and extreme volatility as the
downturn in the US and Europe worsened. Anticipating
a change in investment appetite, the Bank switched
focus to income-oriented investment products with
an Asian bias. In June 2011, the Bank re-launched the
BEA Union Investment Asian Bond and Currency Fund.
In addition, a variety of structured products linked to
different underlying asset classes catering for different
risk appetites were also offered in Hong Kong and China
throughout the year.

To strengthen its position in RMB product development
and to meet the burgeoning demand for RMB-
denominated investments, the Bank introduced a number
of offshore RMB-denominated fixed income funds, such
as the BEA Union Investment Global RMB Opportunity
Fund. The fund takes advantage of the ample offshore
RMB currency liquidity and the wider spectrum of
RMB-based securities available outside the Mainland.
Furthermore, the Bank added the RMB to its list of
tradable currency pairs available to corporate customers
making currency-linked deposits.

Private Banking achieved
satisfactory results in 2011.

20114 » FLASRITEEEAAE

— Em.ay

As part of its service platform upgrade, BEA recently
extended the dealing channels for equity-linked deposits
to Cyberbanking’s Internet channel. Customers can now
make rate enquiries, re-assess investors’ risk tolerance
level before placing orders for various linked deposits via
Cyberbanking’s Internet channel.

During 2011, BEA's mutual fund business strengthened by
27.6% in turnover and 32.4% in revenue.

Private Banking and Trust & Fiduciary Services

Private Banking achieved satisfactory results in 2011, with
revenue growth on track and assets under management
rising by 12.5%, year on year.

In response to increasing uncertainty in the global
financial markets, private banking customers took a
cautious approach to investments and preferred to hold
more assets in cash equivalents, especially RMB, than
in past years. Catering to this sentiment, BEA's Private
Banking Department selected industries and stocks
with lower volatility, and securities that emphasised
yield enhancement.

BEA also noted a growing interest in foreign equity
trades. To capture this opportunity, a night desk
service for foreign equity trading was launched in
mid-2011. Extending service hours to the close of
the US market through the night desk has been well
received by customers.
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Leveraging the BEA Group’s strong high net worth
customer base in Hong Kong and Mainland China, the
Bank successfully increased its total number of private
and corporate trust clients by 14% in 2011. In addition
to serving private clients, BEA's Trust & Fiduciary Services
Team provides ongoing fund administration and trustees
services to institutional clients for their private investment
funds and authorised unit trusts in Hong Kong.

Broking Operations

Volatility in the global markets kept investors on the
sidelines during most of 2011, with the Stock Exchange
of Hong Kong recording virtually flat market turnover,
year on year. The European sovereign debt crisis and
China’s economic slowdown clouded market prospects.
Commission income derived from securities and futures
broking business declined when compared with 2010.
Interest income from stagging loans fell on the lacklustre
performance of most initial public offerings and poor
overall market sentiment.

To enhance its competitiveness, BEA upgraded its
trading systems and launched new products and services
including stock borrowing and lending at the end of
2011. New products and services in the pipeline for 2012
include trading in London gold and the provision of online
trading services for stocks and futures in major overseas
markets. Moreover, the Bank will continue to leverage
on the extensive branch network of the BEA Group,
particularly in Mainland China, Macau, and Taiwan, to
further expand its customer base.

BEA's broking service arms, East Asia Securities Company
Limited and Tung Shing Securities (Brokers) Limited, provide
comprehensive securities trading services to customers.

RITHTEAERLHBRT — REEFBR D BMRERES
(1) ERAR) REFPRUEZAERZNESFR SR

Business — Greater China ex-Hong Kong
Mainland China Operations

Despite global economic uncertainty, The Bank of East
Asia (China) Limited (“BEA China”) reported steady
growth in 2011, recording a rise in pre-provision
operating profit of 65.9%, year on year.

During the year under review, BEA China built a solid
deposit base while prudently expanding its loan portfolio.
As of the end of 2011, total advances to customers and
deposits increased by 11.7% and 23.2% year on year,
respectively. As of year-end 2011, BEA China reported
a loan-to-deposit ratio of 69.2%, thereby achieving
the required loan-to-deposit ratio of 75% set by the
China Banking Regulatory Commission (the “CBRC").
In addition, the subsidiary bank continued to maintain a
quality loan portfolio in 2011 with a low impaired loan
ratio of 0.09% as of the end of the year.

To better serve the needs of customers in major urban
centres nationwide, BEA China continued to expand its
network in 2011, opening full-service branches, in Harbin
and Changsha, and 12 sub-branches. In December 2011,
BEA China celebrated the opening of its 100th outlet
on the Mainland, a sub-branch in Zhangjiang, Shanghai.
The Shanghai Zhangjiang Sub-branch also enjoys the
distinction of being the first outlet specially designed to
serve the needs of small business, a reflection of BEA
China’s commitment to the Chinese government’s policies
for supporting the development of small enterprises.
In September 2011, BEA China opened its sixth “cross-
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Opened in September 2011, Harbin Branch became
BEA China’s 11th outlet in Northeastern China.
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BEA China established its sixth “cross-location”
sub-branch in Dongguan.
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BEA China celebrated the opening of its 100th outlet, the
Shanghai Zhangjiang Sub-branch, which has been specially
designed to support small enterprises.
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location” sub-branch, in Dongguan. Other “cross-
location” sub-branches are located in Foshan, Zhongshan,
Huizhou, Zhaoqging, and Jiangmen in Guangdong
Province. In November 2011, BEA China’s first “intra-city”
sub-branch'’ commenced business in Kunshan.

BEA China maintained its status as an operator of one of
the largest foreign banks on the Mainland. As of the end
of 2011, BEA China operated 23 branches and 80 sub-
branches in 30 cities. In addition, a booking branch in
Shanghai, a representative office in Fuzhou, and a rural
bank in Fuping County, Shaanxi Province are operated
directly by BEA.

BEA China opened two new 24-hour self-service
banking centres, in Dalian and Hangzhou, in 2011. By
the end of the year, BEA China operated 12 24-hour
self-service banking centres and over 410 ATMs in major
urban areas nationwide.

To provide state-of-the-art retail banking services for
its customers, BEA China was the first foreign bank
approved by the PBOC to issue China UnionPay Renminbi
integrated circuit cards in December 2011.

Subsequent to receiving approval from the PBOC in
December 2010 to issue RMB financial bonds worth
up to RMB5 billion in China’s interbank bond market,
BEA China issued RMB financial bonds in an aggregate
principal amount of RMB2 billion and RMB3 billion in

BEA China supports the financing of
small enterprises and helps them grow
their businesses.

REPREBMRNMITENRER
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March and November 2011, respectively. The proceeds
raised from the bond issues were used to support BEA
China’s business development and expansion plans, and
to optimise its asset and liability structure.

Macau and Taiwan Operations

BEA operates a full-service branch and four sub-branches
in Macau. In April 2011, the Macau Branch expanded
the range of products available to customers to include
unit trusts, as well as equity-linked and currency-linked
investment products. To capture business potential arising
from the relaxation of RMB cross-border trade settlement
restrictions, the Macau Branch has been working closely
with branches operated by BEA China to promote RMB
banking services to customers.

In Taiwan, BEA operates two branches, one each in Taipei
and Kaohsiung (collectively, the “Taiwan branches”) and
an Offshore Banking Unit (“OBU") in Taipei, through
which it provides a wide range of foreign currency
services to offshore customers. Services launched in
2011 included trust services for real estate projects by
the Taiwan branches and RMB services by the OBU. BEA
also offers a wide range of wealth management services
through the Taipei and Taichung branches of its wholly-
owned subsidiary, BEA Wealth Management Services
(Taiwan) Limited.

" The CBRC allows foreign banks to set up “intra-city” sub-branches in any county or city with a high concentration of external-oriented enterprises.
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BEA China provides a full range of
personal and corporate banking
services including overseas investment
services to all customers.
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Business — International

In 2011, BEA's international operations continued
to make progress on the back of the previous year’s
turnaround, posting record earnings for the year ended
31st December, 2011.

Capitalising on Singapore’s robust economy, BEA's
Singapore Branch registered another year of strong
earnings, underpinned by growth in interest and non-
interest income, loan assets, and deposits. Strengthening
its business collaboration with BEA China during the year,
the Singapore Branch also recorded strong growth in RMB
trade financing and ancillary business activities.

Serving as BEA's regional hub in Southeast Asia, the
Singapore Branch also capitalised on regional business
opportunities through its affiliation with the AFFIN
Holdings Berhad in Malaysia and PT Bank Resona Perdania
in Indonesia. In addition, BEA's investments in these two
banks continued to yield healthy growth and steady
earnings. In 2012, the Singapore Branch aims to leverage
the BEA Group’s resources and relationships to further
penetrate the local, regional, and China markets.

Customers learned how to capitalise on opportunities in the China
market during BEA's “Corporate Development Day”, which was held in
Kuala Lumpur and Singapore in June 2011.

20114F 6 A - AT RIFESEMAF KRN [BXERA | REF
BINTE R TIS AR S AR o

BEA's operations in the United Kingdom continued
to benefit from the strong demand for UK property
from Hong Kong and other Asian investors, and its
residential and commercial mortgage portfolio grew
satisfactorily. To tap the strong interest in overseas
investment by high net worth customers on the
Mainland, the Bank’s UK operations will continue to
develop closer ties with BEA China.

BEA's operations in the United States performed well
despite a persistently weak domestic economy. After-
tax profit soared as a result of improvement in both
net interest and fee incomes. The quality of the Bank’s
assets continued to improve, with the impaired loan ratio
declining further from its position at the end of 2010.

In January 2011, the Bank entered into a share sale and
purchase agreement with the Industrial and Commercial
Bank of China Limited (“ICBC"). According to the terms
of the agreement, ICBC will acquire an 80% stake in
The Bank of East Asia (U.S.A.) N.A. from BEA, pending
approval from the Federal Reserve Bank. Following
the completion of the transaction, BEA will focus on its
wholesale and corporate banking businesses through its
branches in New York and Los Angeles.



BEA's Singapore Branch
doubled its Renminbi
business turnover in 2011.
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Other Subsidiaries
Credit Gain Finance Company Limited

During the year under review, Credit Gain Finance
Company Limited (“Credit Gain”) opened new branches
in Kowloon Bay and Prince Edward, increasing its network
to a total of 20.

Despite the challenges of operating in Hong Kong'’s
mature and highly competitive personal loan market,
Credit Gain achieved double-digit growth in its total
loan portfolio, year on year. This success can largely be
attributed to the Company’s flexible business strategies,
innovative marketing campaigns, and emphasis on quality
of customer service. Looking ahead, Credit Gain will
continue to focus on enhancing the value of its products
and building its brand in the sub-prime loan market.

Tricor Holdings Limited

For a second consecutive year, Tricor Holdings Limited
("Tricor"), reported record-high revenue. Fee revenue
generated in 2011 amounted to more than HK$980
million. However, while Tricor was a key contributor to
the BEA Group's fee and commission income earnings,
increased operating and staff costs put pressure on the
Company's profit margin during the year.

Credit Gain’s innovative
@a.a870 1133 marketing campaigns helped
bni—— it achieve double-digit growth
I :___ in its total loan portfolio.
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Mindful of the global economic uncertainty, Tricor
adopted a careful approach to business development
while it continued to seek opportunities to expand its
global network. In May 2011, Tricor acquired a reputable
corporate services firm in Japan, a country that represents
a significant share of the professional services market
in Asia. In June, Tricor, together with leading share
registration service providers in the UK and Australia,
established the Global Share Alliance, a strategic alliance
that aims to facilitate the provision of share registration
and investor services across markets. In December, Tricor
and SKP Group, a prestigious professional services group
in India, set up a joint venture called SKP Tricor Corporate
Services Pvt. Ltd. to provide corporate and outsourcing
services in India, one of the fastest growing economies in
the world.

Tricor currently employs 1,550 professional and support
staff members and operates a network covering 27
cities in 15 countries and territories throughout Asia and
other parts of the world. Tricor will continue to focus on
maintaining its market leading position in the field of
integrated business, corporate, and investor services by
exploring opportunities to expand the range and reach of
its professional services.



Tricor, together with leading share registration service
providers in the UK and Australia, established the
Global Share Alliance.
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Tricor opened an office in Tokyo to capitalise on
opportunities in Japan’s sizeable professional
services market.
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BEA Union Investment Management Limited

Despite the impact of market volatility on its business,
BEA Union Investment Management Limited (“BEA Union
Investment”), a joint venture between BEA and Union
Asset Management Holding AG, succeeded in registering
a single digit rise in assets under management, year on
year. This growth was due in large part to the successful
launch of several key retail products and the cross-selling
of products to existing customers of the Bank. Demand
for RMB-asset class investments also supported BEA Union
Investment’s growth during the year. In the year ahead,
BEA Union Investment will leverage the Bank’s strengths
to expand its retail distribution channels, and work closely
with BEA to develop its MPF business in preparation for
the Employee Choice Arrangement, which is expected to
be rolled out in 2012.

During 2011, BEA Union Investment established its first
foothold in Mainland China by acquiring an 11% stake
in Golden Eagle Fund Management Limited (“Golden
Eagle”), a China fund management company set up in
Shenzhen, China in 2002. In 2012, Golden Eagle will
focus on expanding its retail distribution network as well
as setting up an institutional business in China. Through
its investment in Golden Eagle, BEA Union Investment is
well placed to further penetrate the fund management
market on the Mainland.

The Blue Care Medical
Centre provides customers
with professional medical
consultation and outpatient
treatment.

HEREERTLATPIRHE
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Blue Care Group

A joint collaboration between BEA and The University
of Hong Kong, Blue Care Group (“Blue Care"”) recorded
a rise in fee income of 22% for medical services
provided. Increased marketing activity, enhanced service
support to customers and affiliated partners, and a rise
in the number of referrals from existing customers all
contributed to this increase in growth.

Blue Care will continue to focus on diversifying its
business channels and increasing its market share
by delivering greater service value and cultivating its
relationships with its customers and service providers.

Our People

As of 31st December, 2011, the BEA Group was
supported by 12,238 employees:

Hong Kong 5,715
Greater China ex-Hong Kong 5,271
Overseas 1,252
Total 12,238

Tight labour conditions in 2011 continued to present
challenges to the Bank in terms of securing and retaining
skilled banking professionals.
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In view of its staffing needs and the competitive market
environment, the Bank utilised various recruitment
channels including print and online advertising,
recruitment days, campus talks at local universities, and
an online application platform for trainee positions. The
Bank’s staff referral programme was also refined to attract
more referrals.

To retain high calibre professionals, the Bank introduced
new staff benefits to enhance the competitiveness of
its employee benefits package. In addition, the Bank
began upgrading and implementing its new human
capital management system to enhance its human
resources management.

In compliance with the new Corporate Governance Codes
in Competence and Ethical Behaviour issued by the Hong
Kong Monetary Authority ("HKMA™) in July 2011, the
Bank reviewed its existing practices and policies in regard
to recruitment, performance management, and training
and made changes as necessary to ensure full compliance.
To minimise competence-related risk, staff members
were carefully evaluated against competency standards
to ensure they possessed correct and adequate skills to
perform their duties.

BEA also revised its Code of Conduct for employees
in response to changes specified in the new
Corporate Governance Codes, particularly in regard
to ethical behaviour and professionalism, designed to
further protect the interests of the Bank’s customers
and staff members.

The Bank runs comprehensive training programmes for staff
members including team building initiatives.

AT R B TRESERIIRE - 2EEBGIRE -
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The Bank continued to place emphasis on training and
development. A number of different programmes,
including knowledge-based and personal development
programmes, were organised for staff members at all
grade levels.

Risk Management

The Bank has established comprehensive risk
management procedures in line with the requirements
set out by the HKMA to identify, measure, monitor,
control, and report the various types of risk that the
Bank faces, including credit risk, market risk, liquidity
risk and operational risk, and, where appropriate, to
allocate capital to cover those risks.

The risk management mechanisms are built around
a centralised framework and include the Risk
Management Committee, specialised risk management
committees (namely: Credit Committee; Asset and
Liability Management Committee; and Operational Risk
Management Committee), and the Risk Management
Division. These mechanisms capture the different
risk-related management activities on a Group basis,
including the formulation of policies, risk assessment,
setting up of procedures and control limits, and
ongoing monitoring before the same are reported
via the Risk Management Committee to the Board
of Directors, to ensure compliance with the Bank’s
policies, and the legal and regulatory requirements in
Hong Kong, China, and overseas.
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were recognised by the Hong
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Management Planner Awards
2011.
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The Bank'’s risk tolerance level is approved by the Board
while its risk management policies and risk control limits
are approved by the Board or its delegated specialised
risk management committees. 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.

Certificates of Deposit and Other Debt
Securities Issued, and Loan Capital

In 2011, BEA issued HKD, USD, RMB and SGD fixed rate
certificates of deposit with a face value of HK$1,590

Maturity Profile of Certificates of Deposit Issued
As of 31st December, 2011
(All figures expressed in millions)

million, US$224 million, RMB1,158 million and SGD70
million, respectively; HKD, USD, and GBP floating rate
certificates of deposit with a face value of HK$807 million,
US$10 million and GBP30 million, respectively; HKD and
USD zero coupon certificates of deposit with a face value
of HK$525 million and US$259 million, respectively. The
Bank redeemed certificates of deposit amounting to an
equivalent of HK$13,721 million upon maturity.

At the end of December 2011, the face value of
the outstanding certificates of deposit issued was
HK$11,482 million, with a carrying amount equal to
HK$11,483 million.

Total Year of Maturity
Currency Face Value 2012 2013 2014 2015 2016
Floating Rate Certificates of Deposit
Issued in 2010 usb 60 20 40
Issued in 2011 HKD 807 627 100 80
Issued in 2011 usb 10 10
Issued in 2011 GBP 30 30
Fixed Rate Certificates of Deposit (Note)
Issued in 2010 HKD 966 535 431
Issued in 2011 HKD 1,590 587 290 100 613
Issued in 2011 usbD 224 194 10 20
Issued in 2011 RMB 1,158 1,158
Issued in 2011 SGD 70 70
Zero Coupon Certificates of Deposit
Issued in 2007 usD 140 40 50 50
Issued in 2011 HKD 525 525
Issued in 2011 usD 259 259
Total Certificates of Deposit issued in
HKD equivalent 11,482 8,160 799 756 919 848

Note:

Associated interest rate swaps have been entered for long-term Fixed Rate Certificates of Deposit

In 2011, BEA China issued RMB fixed rate debt securities with a face value of RMB5,000 million and redeemed fixed rate

debt securities amounting to RMB4,000 million upon maturity.

At the end of December 2011, the face value of the outstanding of other debt securities issued was equivalent to
HK$6,411 million, with a carrying amount equal to HK$6,393 million.
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Maturity Profile of Other Debt Securities Issued
As of 31st December, 2011
(All figures expressed in millions)

Total Year of Maturity
Currency Face Value 2012 2013

Floating Rate

Issued in 2010 GBP 20 20
Fixed Rate

Issued in 2011 RMB 5,000 5,000
Total Other Debt Securities issued in
HKD equivalent 6,411 241 6,170

In 2011, BEA issued USD loan capital with a face value of US$500 million and redeemed loan capital amounting to GBP38 million.

At the end of December 2011, the face value of the outstanding loan capital issued was equivalent to HK$16,363 million,
with a carrying amount equal to HK$16,741 million.

Maturity Profile of Loan Capital
As of 31st December, 2011
(All expressed in millions)

Total Year of Maturity
Currency Face Value 2017 2020 2022 Perpetual

Issued in 2007 Note 1 GBP 262 262
Issued in 2007 Note 2 usD 600 600
Issued in 2010 usD 600 600
Issued in 2011 Note 3 usD 500 500
Total Loan Capital issued in
HKD equivalent 16,363 4,660 4,660 3,883 3,160
Notes:

1. Callable on 21st March, 2012 and on each interest payment date thereafter
2. Callable on 22nd June, 2012
3. Callable on 4th May, 2017

David LI Kwok-po
Chairman & Chief Executive

Hong Kong, 14th February, 2012
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DIRECTORS

GBM, GBS, OBE, MA Cantab. (Economics & Law), Hon.
DSc. (Imperial), Hon. DBA (Edinburgh Napier), Hon.
D.Hum.Litt. (Trinity, USA), Hon. DSocSc (Lingnan), Hon.
LLD (Hong Kong), Hon. LLD (Warwick), Hon. LLD (Cantab),
Hon. DLitt (Macquarie), FCA, FCPA, FCPA (Aust.), FCIB,
FHKIB, FBCS, CITP FCIArb, JP Officier de L'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, Commandeur dans I’'Ordre National de
la Légion d’Honneur

Chairman & Chief Executive and Member of the
Nomination Committee

Sir David, aged 72, 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, an
Advisory Committee Member of the Chinese University
of Hong Kong S.H. Ho College, an Honorary Fellow of
the School of Accountancy, Central University of Finance
and Economics and a Companion of the Chartered
Management Institute.

{WW‘F": ?fa-""; #‘TF.;“‘#.- '

L§

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,
the First Honorary Chairman of the Hong Kong Chamber
of Commerce in China and a Senior Professional Advisor
of the Hong Kong China Chamber of Commerce. He is
also the Honorary Chairman of The Chamber of Hong
Kong Listed Companies and The Hong Kong Chi Tung
Association Limited. Sir David is Vice President of the
Council of the Hong Kong Institute of Bankers, Chairman
of the Saint Joseph’s College Foundation Limited, a
member of the Advisory Board of the Judge Business
School at the University of Cambridge and a member
of the International Advisory Council of the Cambridge
Commonwealth Trust and Cambridge Overseas Trust. He
is also an Emeritus Trustee of the Cambridge Foundation
and a Trustee Emeritus of the Institute for Advanced
Study in Princeton. 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 and Chairman
and President of The Légion d'Honneur Club Hong Kong
Chapter Association Limited.

Sir David is a Director of AFFIN Holdings Berhad (listed in
Malaysia), CaixaBank, S.A.Net (listed in Spain) (formerly
known as Criteria CaixaCorp, S.A.), China Overseas Land
& Investment Limited, COSCO Pacific Limited, Guangdong
Investment Limited, The Hong Kong and China Gas
Company Limited, The Hongkong and Shanghai Hotels,
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GBM, GBS, OBE, MA Cantab. (Economics & Law), Hon.
DSc. (Imperial), Hon. DBA (Edinburgh Napier), Hon.
D.Hum.Litt. (Trinity, USA), Hon. DSocSc (Lingnan), Hon.
LLD (Hong Kong), Hon. LLD (Warwick), Hon. LLD (Cantab),
Hon. DLitt (Macquarie), FCA, FCPA, FCPA (Aust.), FCIB,
FHKIB, FBCS, CITE FCIArb, JB Officier de L'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, Commandeur dans I’'Ordre National de
la Légion d’Honneur
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Limited, PCCW Limited, San Miguel Brewery Hong Kong
Limited, SCMP Group Limited and Vitasoy International
Holdings Limited. He is also a Director of Hong Kong
Interbank Clearing Limited and The Hong Kong Mortgage
Corporation Limited.

Sir David is a member of the Board of Trustees of the
Asia Society International Council, a member of the
Asia Business Council, a member of the Deutsche Bank
Asia Pacific Advisory Board, a member of the Munich Re
Greater China Advisory Board, and Chairman Emeritus
of the Asian Youth Orchestra Board. He serves on the
advisory boards of Carlos P. Romulo Foundation for Peace
and Development, Federal Reserve Bank of New York’s
International Advisory Committee, Hospital for Special
Surgery and Scripps International Network. Sir David is
the Chairman of the INSEAD East Asia 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, the cousin
of Mr. Aubrey Li Kwok-sing and Mr. Stephen Charles Li
Kwok-sze, and the father of Mr. Adrian David Li Man-kiu
and Mr. Brian David Li Man-bun.

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
Deputy Chairman, Non-executive Director

Professor Li, aged 66, was a Director of the Bank
(1995-2002) and was re-appointed a Director in
January 2008. He is an independent non-executive
director of Shangri-La Asia Limited and China Flooring
Holding Company Limited, a director of AFFIN Holdings
Berhad (listed in Malaysia) and a non-executive director
of BioDiem Ltd. (listed in Australia). 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, the
cousin of Mr. Aubrey Li Kwok-sing and Mr. Stephen
Charles Li Kwok-sze, and the uncle of Mr. Adrian David Li
Man-kiu and Mr. Brian David Li Man-bun.

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

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

Dr. Wong, aged 61, 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 is a member of the Commission on Strategic
Development, a member of the Greater Pearl River Delta
Business Council and a council member of the University
of Hong Kong. He is also a member of the Board of the
Airport Authority Hong Kong.

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.

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

Mr. Wong, aged 78, 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 Power Assets Holdings
Limited (formerly known as Hongkong Electric Holdings
Limited) and Hutchison Whampoa Limited.

Mr. Wong is the uncle of Dr. Allan Wong Chi-yun.
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GBM, Hon. DBA, Hon. DSSc, Hon. LLD
Independent Non-executive Director and Member of the
Nomination Committee

Dr. Lee, aged 83, 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.

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

Mr. Li, aged 62, was appointed a Director in 1995.
He is Chairman of MCL Partners Limited, a Hong
Kong based financial advisory and investment firm.
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, Kunlun
Energy Company Limited, Kowloon Development Co.
Ltd, Pokfulam Development Company Limited, Tai Ping
Carpets International Limited and AFFIN Bank Berhad.
He was the chairman of Atlantis Asian Recovery Fund plc
(listed in Ireland).

Mr. Li has an ScB in Civil Engineering from Brown
University and a Master of Business Administration from
Columbia University.

Mr. Li is the nephew of Mr. Eric Li Fook-chuen, the cousin
of Dr. the Hon. Sir David Li Kwok-po, Professor Arthur Li
Kwok-cheung and Mr. Stephen Charles Li Kwok-sze, and
the uncle of Mr. Adrian David Li Man-kiu and Mr. Brian
David Li Man-bun.

SBS, BSc, MSc

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

Mr. Lo, aged 70, was appointed a Director in 2000.
He is the Executive Chairman of Vitasoy International
Holdings Limited.

Mr. Lo graduated from the University of lllinois with a
Bachelor of Science degree in Food Science and gained
his Master of Science degree in Food Science from
Cornell University.

Mr. Lo is Member of the National Committee of the
Chinese People’s Political Consultative Conference. He is a
Director of Ping Ping Investment Company Ltd.

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

Tan Sri Dr. Khoo, aged 73, 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 (both listed in Malaysia). Dr. Khoo is also the
Chairman of Laura Ashley Holdings plc (listed in London)
and Corus Hotels Limited in UK and Pan Malaysian
Industries Berhad (listed in Malaysia). He is also a director
of SCMP Group Limited.

Dr. Khoo is a trustee of 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 Morning Star
Resources Limited, the Malaysia Tourist Development
Corporation (a Government Agency), the Vice Chairman
of Malayan Banking Berhad (Maybank) and a trustee of
the National Welfare Foundation, Malaysia.

SBS, MSc (Bus Adm), BSc (Eng), Hon DBA, Hon DEng,
FCPA (Aust.), JP

Independent Non-executive Director and Member of the
Remuneration Committee

Dr. Kwok, aged 60, was appointed a Director in 2001.
Dr. Kwok is Chairman and Managing Director of Sun
Hung Kai Properties Limited, Chairman of Route 3 (CPS)
Company Limited and Joint Chairman of IFC Development
Limited. He is a Non-Executive Director of SUNeVision
Holdings Ltd. Dr. 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. He also holds an Honorary Doctorate in
Engineering from The Hong Kong Polytechnic University
and an Honorary Doctorate in Business Administration
from The Open University of Hong Kong. He is a Fellow
of The Hong Kong Management Association and also a
Fellow of The Australia Certified Public Accountants.

Dr. Kwok is the Chairman of the Board of Directors of
the Faculty of Business and Economics, The University of
Hong Kong. He is also an Executive Vice President and a
member of the Executive Committee of The Real Estate
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Developers Association of Hong Kong. He also serves as
a government appointed Member of the Commission on
Strategic Development . In July 2007, the Government
of the Hong Kong Special Administrative Region awarded
Dr. Kwok the Silver Bauhinia Star for his distinguished
community service. He is an Honorary Citizen of
Guangzhou and a Standing Committee Member of the
Ninth Chinese People’s Political Consultative Conference
Shanghai Committee.

In the past, Dr. Kwok served as a member of the Exchange
Fund Advisory Committee, the Construction Industry
Council, the Council for Sustainable Development, Business
Facilitation Advisory Committee and as a non-official
member of the Provisional Minimum Wage Commission.
He also previously served as a board member of the
Community Chest of Hong Kong and as a council member
of the Hong Kong Construction Association.

Non-executive Director

Mr. Li, aged 45, was appointed a Director in 2001. Mr.
Li is an executive director and the Chairman of PCCW
Limited, one of Asia's leading companies in Information
and Communications Technologies (ICT). He is also the
executive chairman and an executive director of HKT
Limited and HKT Management Limited, the trustee-
manager of the HKT Trust. He is also the Chairman and
Chief Executive of the Pacific Century Group, an executive
director and the Chairman of Pacific Century Premium
Developments Limited, Chairman of Singapore-based
Pacific Century Regional Developments Limited (listed
in Singapore) and a member of the Global Information
Infrastructure Commission. Mr. Li was awarded the
Lifetime Achievement Award by the Cable & Satellite
Broadcasting Association of Asia in November 2011.

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

Mr. Lo, aged 69, was appointed a Director in 2005. Mr.
Lo is the Chairman and Chief Executive Officer of the
Industrial Bank of Taiwan and the Chairman of EverTrust
Bank (USA) and the Honorary Chairman of the Chailease
Group. He is also a Director of Boston Life Science
Venture Corp. and a Managing Director of Taiwan
Cement Corp. 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 Chairman of IBT
Venture Co., 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 Chairman of the Chinese National Association
of Industry and Commerce, Taiwan, the Managing
Director of the Bankers Association of the Republic of
China, a member of Asian Executive Board of the Sloan
School of Management at the Massachusetts Institute
of Technology, and a member of the National Palace
Museum Advisory Committee and Taipei Fine Arts
Museum Advisory Board. He was the President of Asian
Leasing Association, and the Supervisor of the Bankers
Association of the Republic of China.

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

BscEE, MscEE, MIBA, FIM
Non-executive Director, Chairman of the Nomination
Committee and Member of the Remuneration Committee

Mr. Li, aged 82, 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. Liis
currently the Chairman and Chief Executive Officer of
the Kowloon Dairy Limited. He is a director of Joyce
Boutique 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,
Professor Arthur Li Kwok-cheung, Mr. Aubrey Li Kwok-
sing and Mr. Stephen Charles Li Kwok-sze, and the
granduncle of Mr. Adrian David Li Man-kiu and Mr. Brian
David Li Man-bun.

BSc (Hons.), ACA
Non-executive Director

Mr. Li, aged 52, 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 is a director of hedge funds
based in the UK and the EU. He is also a director of AFFIN
Investment Bank Berhad. He has extensive experience in
investment banking, having held senior capital markets
positions with international investment banks in London
and Hong Kong.
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Mr. Li is the nephew of Mr. Eric Li Fook-chuen, the cousin
of Dr. the Hon. Sir David Li Kwok-po, Professor Arthur
Li Kwok-cheung and Mr. Aubrey Li Kwok-sing, and the
uncle of Mr. Adrian David Li Man-kiu and Mr. Brian David
Li Man-bun.

BSc, MSc, G.G., Chevalier de la Légion d’Honneur, JP
Independent Non-executive Director and Member of the
Audit Committee

Mr. Doo, aged 67, was appointed a Director in 2008.
He is currently the vice-chairman of New World
China Land Limited and the deputy chairman of NWS
Holdings Limited. He is an executive director of Lifestyle
International Holdings Limited, also an independent
non-executive director of Shanghai Industrial Urban
Development Group Limited (formerly known as Neo-
China Land Group (Holdings) Limited), a director of New
World Hotels (Holdings) Limited and Fung Seng Diamond
Company Limited. Mr. Doo was a deputy chairman of
Taifook Securities Group Limited (now known as Haitong
International Securities Group Limited).

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 General 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.

Independent Non-executive Director

Mr. Kuok, aged 56, was appointed a Director in 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 Shangri-La Hotel Public Company Limited and
The Post Publishing Public Company Limited (both 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.

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

Mr. Cheung, aged 66, was appointed a Director in 2008.
He 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
Vitasoy International Holdings Limited, Pacific Century
Premium Developments Limited and Dah Chong Hong
Holdings 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.

Non-executive Director and Member of the Nomination
Committee

Dr. Fainé, aged 69, was appointed a Director in June
2009. Dr. Fainé is the Chairman of the following
companies:

(i) CaixaBank, S.A.Nete (formerly known as Criteria
CaixaCorp, S.A.), is an integrated financial group
and listed on the Spanish Stock Exchange — with a
banking business, insurance activity and investments
in international banks — the leader in retail banking in
Spain

(i) Caja de Ahorros y Pensiones de Barcelona “la Caixa”Note,
the first Spanish and European savings bank and
controlling shareholder of CaixaBank, S.A.

(iii) “la Caixa"” Foundation

(iv) Criteria CaixaHolding, is a non-listed investment
company that brings together the industrial
investments and property assets of “la Caixa”
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)

Dr. Fainé currently holds chairmanships and directorships
in other listed companies as follows:

(i) First Vice Chairman of Abertis Infraestructuras, S.A.
(infrastructure manager, listed in Spain)

(i) Vice Chairman of Telefénica, S.A. (integrated operator
in the telecommunication sector, listed in Spain)

(i) Vice Chairman of Repsol YPF, S.A. (oil company, listed
in Spain)

(iv) Director of Banco BPI, S.A. (financial and multi-
specialist group focusing on the banking business,
listed in Portugal)

Dr. Fainé is Second Vice Chairman of Sociedad General
de Aguas de Barcelona, S.A. He was a Director of Grupo
Financiero Inbursa, S.A.B. de C.V. (financial and banking
group, listed in Mexico) until 2011.

Dr. Fainé is a member of the Royal Academy of Economics
and Finance and of the Royal Academy of Doctors,
Chairman of the Association of Spanish Savings Banks
(CECA), Vice-Chairman of the European Savings Bank Group
(ESBG) and Chairman of the Association of Catalan Savings
Banks. He is also Chairman of the Spanish Confederation of
Directors and Executives (CEDE) and the Spanish Chapter of
the Club of Rome. He has been a member of the Executive
Committee of the Deposit Guarantee Fund for Savings Bank
since 2007. In July 2010, he has been appointed member
of The Governing Committee of the Fund for Orderly
Bank Restructuring (FROB) and in February 2011, he was
appointed as a member of the Executive Committee of the
Business Council for Competitiveness (CEC). In December
2011, Dr. Fainé was appointed Vice Chairman of Institut de
Prospective Economique du Monde Méditerranéen (IPEMED).

Dr. Fainé began his professional banking career as
Investment Manager for Banco Atlantico in 1964, later
becoming General Manager of Banco de Asuncion in
Paraguay in 1969. On his return to Barcelona, he held
various managerial posts in financial entities: Human
Resources Director at Banca Riva y Garcia (1973), Director
and CEO of Banca Jover (1974) and General Manager of
Banco Unién (1978).

Dr. Fainé joined “la Caixa” and was appointed Deputy
Executive General Manager in 1982. He was appointed
CEO in 1999 and was further appointed Chairman of “la
Caixa" in 2007.

Note “la Caixa” is the controlling shareholder of CaixaBank,
S.A. Each of “la Caixa” and CaixaBank, S.A. is a substantial
shareholder of the Bank as defined under the Listing Rules and
within the meaning of Part XV of the Securities and Futures
Ordinance, the details of which are disclosed in the “Interest
of Substantial Shareholders and Other Persons” section of the

Among other academic and professional qualifications,
Dr. Fainé holds a PhD in Economic and Business Sciences,
an International Senior Managers Program in Business
Administration from Harvard University, and a Diploma in
Senior Business Management from the IESE Business School.

SENIOR MANAGEMENT

Mr. Adrian David LI Man-kiu

MA (Cantab), MBA, LPC, JP
Deputy Chief Executive

Mr. Li, aged 38, joined the Bank in 2000 as General
Manager & Head of Corporate Banking Division. In April
2009, he was promoted to Deputy Chief Executive for
Hong Kong Business, and in his current capacity, he is
responsible for the overall management of the Bank’s
business activities in Hong Kong, including corporate
banking, personal banking, wealth management, and
insurance and retirement benefits. He is also a director
of various members of the Bank Group and a member of
various committees appointed by the Board.

Mr. Li is currently an Independent Non-executive Director
of Sino Land Company Limited, Tsim Sha Tsui Properties
Limited, Sino Hotels (Holdings) Limited and China State
Construction International Holdings Limited. He is an
Alternate Independent Non-executive Director of San
Miguel Brewery Hong Kong Limited, and an Alternate
Director of AFFIN Holdings Berhad (listed in Malaysia).

Mr. Li is a member of the Guangdong Provincial
Committee of the Chinese People’s Political Consultative
Conference (“CPPCC") and was formerly a member
of the Ninth and Tenth Guangzhou Committees of the
CPPCC. He is also a member of the All-China Youth
Federation, Deputy Chairman of the Beijing Youth
Federation and a Counsellor of the Hong Kong United
Youth Association. Mr. Li is a Board Member of The
Community Chest of Hong Kong, Chairman of the
Vocational Training Council’s Banking and Finance
Industry Training Board, and a member of the MPF
Industry Schemes Committee of the Mandatory Provident
Fund Schemes Authority. Furthermore, Mr. Li is a member
of the Election Committee responsible for electing the
Chief Executive of the Hong Kong Special Administrative
Region. Mr. Li was formerly a Council Member of the
Vocational Training Council, a Board Member of Ocean
Park Corporation and an advisory board member of the
Hong Kong Export Credit Insurance Corporation.

Report of the Directors. Dr. the Hon. Sir David LI Kwok-po is a
director of CaixaBank, S.A. and Dr. Isidro FAINE CASAS is the
Chairman of CaixaBank, S.A. and “la Caixa”. Dr. FAINE owns
0.015% interest in CaixaBank, S.A. while he is not aware of any
of his associates owning any interest in CaixaBank, S.A. or any of
its subsidiaries.
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Mr. Li holds a Master’s Degree in Management from
Kellogg School of Management, Northwestern University,
US, and a Bachelor of Arts Degree and a Master of Arts
Degree in Law from the University of Cambridge, UK. He
is @ member of The Law Society of England and Wales,
and The Law Society of Hong Kong.

Mr. Li is the son of Dr. the Hon. Sir David Li Kwok-po, the
grandnephew of Mr. Eric Li Fook-chuen, the nephew of
Professor Arthur Li Kwok-cheung, Mr. Aubrey Li Kwok-
sing and Mr. Stephen Charles Li Kwok-sze. He is the
brother of Mr. Brian David Li Man-bun.

MA (Cantab), MBA, FCA, JP
Deputy Chief Executive

Mr. Li, aged 37, joined the Bank Group in 2002. He
was General Manager & Head of Wealth Management
Division of the Bank from July 2004 to March 2009. He
was promoted to Deputy Chief Executive for China and
International Business in April 2009. Mr. Li is primarily
responsible for the Bank’s China and international
businesses, as well as the management of BEA Union
Investment Management Limited. He is also a director
of various members of the Bank Group and a member of
various committees appointed by the Board.

Mr. Li is currently an Independent Non-executive Director
of Towngas China Company Limited and Hopewell
Highway Infrastructure Limited.

Mr. Li holds a number of public and honorary positions,
including being a Member of the National Committee of
the Chinese People’s Political Consultative Conference,
a Member of the Beijing Municipal Committee of the
Chinese People’s Political Consultative Conference, a
Part-time Member of the HKSAR Central Policy Unit, a
Member of the Hong Kong-Taiwan Business Cooperation
Committee, a Member of the Advisory Committee of
the Securities and Futures Commission of Hong Kong,
a Member of the HKSAR Small and Medium Enterprises
Committee, a Member of the HKSAR Energy Advisory
Committee, a Member of the HKSAR Standing Committee
on Judicial Salaries and Conditions of Service, a Member
of the HKSAR Financial Reporting Review Panel and a
Member of the HKSAR Traffic Accident Victims Assistance
Advisory Committee, etc.

Mr. Li is a Fellow of the Hong Kong Institute of Certified
Public Accountants and a Full Member of the Treasury
Markets Association. Mr. Li is also a Fellow of the
Institute of Chartered Accountants in England and Wales
and he holds an MBA from Stanford University as well as
MA and BA from the University of Cambridge.

Mr. Li is the son of Dr. the Hon. Sir David Li Kwok-po, the
grandnephew of Mr. Eric Li Fook-chuen, the nephew of
Professor Arthur Li Kwok-cheung, Mr. Aubrey Li Kwok-
sing and Mr. Stephen Charles Li Kwok-sze. He is the
brother of Mr. Adrian David Li Man-kiu.

FCCA, CPA, FCIS, FCS, HKSI
Deputy Chief Executive & Chief Investment Officer

Mr. Li, aged 51, joined the Bank in 1987 as Chief Internal
Auditor. He was promoted to Deputy Chief Executive &
Chief Investment Officer in April 2009. Mr. Li is primarily
responsible for the Bank’s investment activities and
treasury & broking operations including treasury markets.
He is also a director of various members of the Bank
Group and a member of various committees appointed by
the Board.

Mr. Li is currently an Independent Non-executive
Director and the Chairman of Audit Committee of China
Merchants China Direct Investments Limited.

Mr. Li is a Fellow of The Hong Kong Institute of Chartered
Secretaries, the Institute of Chartered Secretaries &
Administrators, and The Association of Chartered
Certified Accountants. In addition, he is an Associate of
the Hong Kong Institute of Certified Public Accountants,
a Member of the Hong Kong Securities Institute and a
Member of the Listing Committee of The Stock Exchange
of Hong Kong Limited. Mr. Samson Li received his
Professional Diploma in Accountancy from The Hong
Kong Polytechnic University.

BSc, ACIB, AHKIB, FCIS, FCS
Deputy Chief Executive & Chief Operating Officer

Mr. Tong, aged 52, joined the Bank in 1975. He was
promoted to Assistant General Manager in 1995 and to
General Manager in 2000. He was General Manager
& Head of Personal Banking Division from 2001 to
March 2009. He was further promoted to Deputy Chief
Executive and Chief Operating Officer in April 2009.
Mr. Tong is primarily responsible for strategic planning
and control, operations support, compliance, human
resources, and corporate communications 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. Mr. Tong is a Fellow of The Hong Kong
Institute of Chartered Secretaries and The Institute of
Chartered Secretaries & Administrators as well as an
Associate of The Hong Kong Institute of Bankers and The
Chartered Institute of Bankers. He holds a BSc from the
University of Manchester.
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CORPORATE INFORMATION
LFEH

BOARD OF DIRECTOR

Executive Director

Dr. the Hon. Sir David LI Kwok-po
(Chairman & Chief Executive)

Non-executive Directors

Professor Arthur LI Kwok-cheung
(Deputy Chairman)

Mr. Aubrey LI Kwok-sing

Tan Sri Dr. KHOO Kay-peng

Mr. Richard LI Tzar-kai

Mr. Eric LI Fook-chuen

Mr. Stephen Charles LI Kwok-sze

Dr. Isidro FAINE CASAS

Independent Non-executive Directors

Dr. Allan WONG Chi-yun
(Deputy Chairman)

Mr. WONG Chung-hin

Dr. LEE Shau-kee

Mr. Winston LO Yau-lai

Dr. Thomas KWOK Ping-kwong

Mr. Kenneth LO Chin-ming

Mr. William DOO Wai-hoi

Mr. KUOK Khoon-ean

Mr. Valiant CHEUNG Kin-piu

SENIOR MANAGEMENT

Mr. Adrian David LI Man-kiu
MA (Cantab), MBA, LPC, JP
Deputy Chief Executive

Mr. Brian David LI Man-bun
MA (Cantab), MBA, FCA, JP
Deputy Chief Executive

Mr. Samson LI Kai-cheong
FCCA, CPA, FCIS, FCS, HKSI
Deputy Chief Executive & Chief Investment Officer

Mr. TONG Hon-shing

BSc, ACIB, AHKIB, FCIS, FCS

Deputy Chief Executive & Chief Operating Officer
SENIOR ADVISORS

Mr. Joseph PANG Yuk-wing
BSSc, MBA, Hon. DSocSC, Hon. Fellow (CUHK), ACIB, FHKIB, JP

Mr. CHAN Kay-cheung
FHKIB

Mr. CHAN Tze-ching
FCCA, FCPA, AQIS, ACS

COMPANY SECRETARY

Mr. Alson LAW Chun-tak
FCCA, FCPA, FCIS, FCS

AUDITORS

KPMG
Certified Public Accountants
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CHIEF EXECUTIVE AND SENIOR MANAGEMENT
THRARREEEEAS

Mr. Samson LI Mr. Adrian David LI Dr. the Hon. Sir David LI Mr. Brian David LI Mr. TONG Hon-shing
Kai-cheong Man-kiu Kwok-po Man-bun BEEE L
FEE KL FRELE FEHERT ZRMEE
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LIST OF OUTLETS (CONTINUED)
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With more than 220 outlets worldwide, BEA operates an extensive international network covering Hong Kong and the
rest of Greater China, Southeast Asia, the United Kingdom, and North America.
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The Bank of East Asia, Limited

Mainland China FE R

Shanghai Branch
Shanghai Puxi Sub-Branch

Shanghai Gubei Sub-Branch

Annual Report 2011

The Bank of East Asia (China) Limited

Shanghai Xintiandi Sub-Branch
Shanghai Xujiahui Sub-Branch

Shanghai Jing’an Sub-Branch

Shanghai Changning Sub-Branch

Shanghai Dongfang Road Sub-Branch

Shanghai Lianyang Sub-Branch

Shanghai Honggiao Sub-Branch

Shanghai Lujiazui Sub-Branch
Shanghai New Gubei Sub-Branch
Shanghai Zhangjiang Sub-Branch

Shanghai Hongkou Sub-Branch

Beijing Branch

Beijing Yabaolu Sub-Branch
Beijing Wangjing Sub-Branch

Beijing Zhongguancun Sub-Branch

Beijing Fuhua Sub-Branch

Beijing Jinrongjie Sub-Branch

Beijing Economic-Technological

Development Area Sub-Branch

Dalian Branch
Dalian Huafu Sub-Branch
Dalian ETDZ Sub-Branch

Dalian Xing Hai Bay Sub-Branch

Dalian Wusi Square Sub-Branch

Dalian Xigang Sub-Branch

Dalian Malan Square Sub-Branch

Xi'an Branch
Xi'an Beidajie Sub-Branch
Xi'an Xidajie Sub-Branch

Xi'an Hi-Tech District Sub-Branch

Xi'an Economic and Technological

Development Zone Sub-Branch
Xi'an Changle Road Sub-Branch
Xi'an North Taihua Road Sub-Branch

Xiamen Branch

Xiamen Jiahe Sub-Branch

Xiamen Hexiang Sub-Branch

RERERIT

(FE) BRAT
EE517
EEHAEET
EEREETT
EEHRIMTIT
PERRERTT
EBEREET
BeREST
EBRFREIT
e AT
BBt
EERERE ST
BT
BRI IT
HBITAXTT
=17

I REER ST
I RERXT
RPN ZAT
IREEXIT
I REMEZIT
IR BT R 2 1T

RNEFEREEIT
KRS AT
NERNESS T
NEF ST
RNESHESZIT
AZD1T

AR ES T
AZAAEZIT
ﬁ?%ﬁ@ﬁﬁ

LI B R AT

PR REEHE L TT
PR AFEIL AT
BT
EFZmAZTT
EFRFEXZTT

Telephone E3

(86 21) 3866 3866
(86 21) 3867 5033
(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 21) 3252 8833
(86 21) 3883 4567
(86 21) 6278 0333
(86 21) 3857 3670
(86 21) 6503 0333
(86 10) 6589 1000
(86 10) 8563 6566
(86 10) 8472 0036
(86 10) 6268 2151
(86 10) 6554 3110
(86 10) 5931 5060
(86 10) 6788 6653

6411
86 411
86 411
86 411

8280 8222
8370 8333
3920 3920
3960 3960
86411) 84119888
86 411) 8250 9666
86 411) 8497 5888
86 29) 8765 1188

86 29) 8720 1608

)
86 29) 8725 6969
)
)

)
)
)
)
)
)

@
(
(
(
(
(
(
(
(
(
(86 29) 8833 9955
(86 29) 8655 1188
(86 29) 8258 9955
(86 29) 8610 2299
(86 592) 299 1999
(86 592) 507 8383
(86 592) 296 6565



Xiamen Xiada Sub-Branch

Xiamen Liangian Sub-Branch
Xiamen Wenzao Sub-Branch
Guangzhou Branch

Guangzhou Huanshilu Sub-Branch
Guangzhou Panyu Sub-Branch
Guangzhou Huadu Sub-Branch
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The

Hangzhou Wenhuilu Sub-Branch
Hangzhou Wener Road Sub-Branch
Qingdao Branch

Qingdao Xiang Gang Zhong Road Sub-Branch

Qingdao Qin Ling Road Sub-Branch
Shenyang Branch

Shenyang Wu'ai Sub-Branch
Shenyang Nanhu Technology
Development Zone Sub-Branch
Shenyang Heping Sub-Branch
Shenyang Economic and Technological
Development Zone Sub-Branch
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Wuhan Optics Valley Sub-Branch
Nanjing Branch

Nanjing East Zhongshan Road Sub-Branch
Tianjin Branch

Urumgi Branch

Urumgi Hi-tech Industries
Development Zone Sub-Branch
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Shijiazhuang Branch

Suzhou Branch

Kunshan Sub-Branch

Zhengzhou Branch

Harbin Branch

Changsha Branch

Bank of East Asia, Limited

Shanghai Branch

Fuzhou Representative Office

Shaanxi Fuping BEA Rural Bank Corporation

Macau #F§
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Singapore Branch

Labuan Branch
Kuala Lumpur Representative Office

London Branch

Birmingham Branch

The Bank of East Asia, Limited
* New York Branch
* New York Wholesale Branch

* Los Angeles Branch

The Bank of East Asia (U.S.A.) N.A.

e Canal Street Main Branch

* Alhambra Branch

* Brooklyn Branch

* Clement Branch
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» Oakland Branch
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» Temple City Branch

* Torrance Branch
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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, 2011, except
for a deviation from Code Provision A.2.1 which is
explained 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
("HKMA").

A. DIRECTORS

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 4 times a year at
approximately quarterly 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 of the Board, the Audit
Committee, the Remuneration Committee and the
Nomination Committee are sent to all Directors or
Committee members for their comment and record
respectively 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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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 2011

are as follows:

Number of meetings attended/held

during the Directors’ terms of office in 2011

BM ACM RCM NCM AGM
Executive Director:
David LI Kwok-po 4/4 N/A N/A 2/2 I7Al
(Chairman & Chief Executive)
Non-executive Directors:
Arthur LI Kwok-cheung 4/4 N/A N/A N/A 171
(Deputy Chairman)
Aubrey LI Kwok-sing 4/4 N/A 1/2 2/2 171
KHOO Kay-peng 4/4 N/A N/A N/A I7Al
Richard LI Tzar-kai 2/4 N/A N/A N/A 01
Eric LI Fook-chuen 4/4 N/A 2/2 2/2 171
Stephen Charles LI Kwok-sze 4/4 N/A N/A N/A 11
Isidro FAINE CASAS 2/4 N/A N/A 172 11
Independent Non-executive Directors:
Allan WONG Chi-yun 4/4 3/3 2/2 1/2 1Al
(Deputy Chairman)
WONG Chung-hin 3/4 3/3 N/A N/A 171
LEE Shau-kee 2/4 N/A N/A 1/2 01
Winston LO Yau-lai 4/4 3/3 2/2 N/A 171
Thomas KWOK Ping-kwong 3/4 N/A 172 N/A 0/1
Kenneth LO Chin-ming 3/4 3/3 N/A N/A 0/1
William DOO Wai-hoi 3/4 2/3 N/A N/A 0/1
KUOK Khoon-ean 2/4 11 N/A N/A 0/1
(Resigned as a member of Audit
Committee on 15th February, 2011)
Valiant CHEUNG Kin-piu 4/4 3/3 N/A N/A il
Average attendance rate 82% 95% 80% 75% 65%

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 to discuss
issues affecting operations of the Bank. There is a strong
independent element in the composition of the Board.

Out of the 17 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.
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The current Board is composed of 1 Executive Director, 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.

The composition of the Board is shown on page 54 under
the subject Corporate Information. All Directors are
expressly identified by categories of Executive Director,
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 with members
of the Board, Senior Management and substantial
shareholders (as defined in the Listing Rules) of the Bank
are shown on page 40 under the subject Biographical
Details of Directors and Senior Management.

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

Pursuant to the Articles of Association of the Bank,
Directors (including Non-executive 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 on relevant matters relating
to appointments and re-appointment of Directors, Chief
Executive, Senior Management and Division Heads of the
Bank and succession planning for Directors (in particular
the Chairman), Chief Executive, Senior Management 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, Allan WONG Chi-yun, LEE Shau-kee, Aubrey LI
Kwok-sing and Isidro FAINE CASAS.

Attendance of individual members at Nomination
Committee meetings in 2011 is recorded on page 64.

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 HKMA and able
to meet the standards of the HKMA 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 had considered and reviewed
the following proposals or issues and, where appropriate,
made recommendation to the Board:

e Size, structure and composition of the Board;

e Reviews on Terms of Reference of the Nomination
Committee;

e Annual review on Management Succession Policy;
e Annual review on Management Succession Plans;

e Extension of employment contract for the Chief
Executive;

e Assessment of the independence of Independent Non-
executive Directors in particular the independence
of WONG Chung-hin and LEE Shau-kee who have
served the Board for more than 9 years and will seek
re-election at the 2012 Annual General Meeting; and

e Re-election of WONG Chung-hin, LEE Shau-kee,
Kenneth LO Chin-ming, Eric LI Fook-chuen, Valiant
CHEUNG Kin-piu and Isidro FAINE CASAS as Directors
of the Bank to be proposed for shareholders’ approval
at the 2012 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.

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.
In-house briefings will be given by qualified professionals
at Board meetings on regulatory requirements.
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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 ongoing obligations to be
observed by a director. In addition, the Information
Package includes materials on the operations and business
of the Bank. The Executive Director, 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.

Directors have satisfactory attendance rates at both Board
meetings and Committee meetings.

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. 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, 2011.

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 so 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 SENIOR EXECUTIVES

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 (h) 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 remuneration packages of the Directors, Chief
Executive, Senior Management and Key Personnel of the
Bank Group.

The basis of determining the emoluments payable by
the Bank to its Directors and senior executives is by
reference to the level of emoluments normally paid by
comparable banks and listed companies in Hong Kong
to directors and senior executives of comparable calibre
and responsibilities so as to ensure a fair and competitive
remuneration package. The Bank will also ensure that no
Director, Chief Executive or any of their associates will be
involved in deciding his own remuneration.

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 Remuneration
Committee meeting in 2011 is recorded on page 64.

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

e the Variable Remuneration for the Chief Executive,
Senior Management & Key Personnel 2010;

® The Departmental Bonus Scheme 2010;
e Annual Salary Review 2011;

e Revision of Senior Executive Bonus Scheme;
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e Remuneration Package for Chief Executive, Senior
Management and Key Personnel 2011,

e First Offer and grant of share options under the Staff
Share Option Scheme 2011 to eligible employees
including Chief Executive, Senior Management, and
Division Heads;

¢ The employment contract for the Chief Executive;

e Annual review on Terms of Reference of the
Remuneration Committee; and

¢ 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.

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$350,000

Other Directors HK$230,000
Audit Committee:

Chairman HK$120,000

Other members HK$70,000
Nomination Committee:

Chairman HK$60,000

Other members HK$35,000
Remuneration Committee:

Chairman HK$60,000

Other members HK$35,000

Information relating to the remuneration of each Director
for 2011 is set out in Note 18 on the accounts.

In accordance with the "Guideline on a Sound
Remuneration System” (the “Guideline”) issued by
the HKMA in March 2010, BEA has reviewed and
revised its remuneration policy for employees of
the Bank Group, including its overseas branches
and subsidiaries. The remuneration policy covers
all categories of employees, including the four
described in paragraph 2.1.1 of the Guideline. BEA’s
annual review of its remuneration policy includes a

reassessment of the principles applied in determining
remuneration packages, as well as the structure and
amount of compensation ultimately awarded.

General Principles

The remuneration policy of the Bank Group promotes
effective risk management, and is designed to encourage
employee behaviour that supports the Bank Group’s
business objectives, long-term financial soundness, risk
tolerance, and risk management framework.

Remuneration Structure

Employee remuneration packages may consist of a
combination of fixed and variable remuneration. The
appropriate proportion of fixed and variable remuneration
shall vary according to an employee’s seniority, role,
responsibilities, and activities within the Bank Group,
among other things.

Fixed remuneration refers to an employee’s annual salary
(including year-end pay), while variable remuneration —
comprising cash bonus payments and/or share options —
is awarded based on the employee’s performance with a
view to better aligning incentives with risk and longer-term
value creation. Variable remuneration, which is awarded
in the form of cash bonus payments and/or share options,
is determined according to existing industry practice
and takes into account an employee’s seniority, role and
responsibilities, and the actual or potential risks that the
employee’s activities may create for the Bank Group and
the extent to which they may affect its overall performance.

Separate bonus schemes apply to risk control personnel,
whose awards are not linked to the performances of the
business units that they oversee.

Employees’ Performance Measurements and the
Award of Variable Remuneration

The Remuneration Committee determines the measures
and the corresponding target levels of the Bank Group’s
performance with reference to corporate goals and
objectives at the beginning of each financial year and
when necessary.

Score-cards comprised of a set of pre-defined and
assessable criteria are used to assess the performance
of individual employees. The criteria are determined
according to the individual’s areas of responsibility, as well
as relevant financial and non-financial factors. To help
ensure a balanced evaluation, a series of compliance and
risk management ratings are also taken into account.
The major types of risks covered are market, credit,
interest rate, liquidity and operational risks. Other risks
including legal, reputation and strategic risks are closely
monitored at bank level by various risk management
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committees and adjustment will be made to an
individual’s variable remuneration when appropriate. The
award of variable remuneration to an employee is based
on the overall performance of the Bank Group, as well as
the performance of the relevant business unit, and that
individual employee. Poor performance (either financial or
non-financial) will result in a reduction or elimination of
variable remuneration. Moreover, performance in relation
to non-financial factors, including risk and compliance,
forms a significant part of the employee performance
appraisal exercise, given that poor performance in these
areas can be indicative of significant risks to the Bank
Group. Adverse performance in non-financial factors,
where appropriate, should override outstanding financial
achievements. The overall quality of an employee’s
performance — as opposed to solely his/her financial
performance — can therefore be accurately determined
as an integral part of the assessment. This ultimately
helps mitigate risk to the Bank Group and ensures the
deployment of suitable personnel based on competence.

Total value of remuneration in 2011

Senior Executive Compensation

The Remuneration Committee annually reviews
the remuneration packages of the Chief Executive,
Senior Management, and Key Personnel. The Senior
Management consists of the four Deputy Chief Executives
while Key Personnel includes 12 division heads, the
Executive Director & Chief Executive of The Bank of East
Asia (China) Limited, and the Head of Capital Markets &
Liquidity Management Department. The Remuneration
Committee engaged an external consultant, Towers
Watson, to review its Senior Executive Bonus Plan to
ensure that it is in line with the guidelines issued by
the various regulatory authorities in Hong Kong. In
determining the remuneration packages of the Chief
Executive, Senior Management, and Key Personnel,
the Remuneration Committee also takes into account
individual performances, performances of respective
divisions and departments, and the Bank Group’s overall
business goals and objectives.

The aggregate payouts for these 19 senior executives for
2011 are shown in the table below in accordance with
the disclosure requirement 3.2.3 of the Guideline.

Non-deferred Deferred

Total value of remuneration awards for the current financial year (HKD Million) (HKD Million)
(i) Chief Executive

Fixed remuneration

e (Cash-based 9.00 0.00

Variable remuneration

e Cash-based 12.99 2.03

e Share Options 0.00 17.45
(ii) Senior Management

Fixed remuneration

e Cash-based 13.03 0.00

Variable remuneration

e Cash-based 13.04 0.00

e Share Options 0.00 22.69
(iii) Key Personnel

Fixed remuneration

e Cash-based 29.06 0.00

Variable remuneration

e (Cash-based 17.78 4.71

e Share Options 0.00 11.78

Remarks:

(i)  For indicative purpose only, the value of Share Options is calculated based on the fair value of the Bank’s shares on 13th February, 2012.

(i) No guaranteed bonuses, sign-on, or severance payments were made to the Chief Executive, Senior Management, and Key Personnel of the

Bank Group in 2011.
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Total outstanding deferred remuneration in 2011

Vested Unvested

Outstanding deferred remuneration (HKD Million) (HKD Million)
(i) Chief Executive

e Cash-based 0.00 1.30

¢ Share Options 5.42 10.63
(ii) Senior Management

¢ Share Options 7.05 13.82
(iii) Key Personnel

e Cash-based 0.00 5.27

¢ Share Options 3.66 7.18

Remark:

(i) No adjustments were made to the unvested deferred remuneration and retained remuneration for the Chief Executive, Senior Management,
and Key Personnel of the Bank Group in 2011 due to their performance or any other factors.

(i) The values of Share Options are calculated based on the fair value on the respective Grant Dates.

(iii) The vested Share Options relate to the 2009 variable remuneration award granted in 2010 and vested in 2011. The total number of Share

Options in this grant is 5,950,000 shares.

(iv) The unvested cash bonuses and Share Options relate to the 2010 variable remuneration.

Deferral Arrangements

The award of variable remuneration to the Chief
Executive, Senior Management, and Key Personnel is
subject to deferment in such a manner as determined
by the Remuneration Committee. In general, the
proportion of variable remuneration which is subject to
deferment will increase in line with the seniority, scope of
responsibilities, and other relevant factors pertinent to the
Chief Executive, Senior Management, and Key Personnel.

The award of deferred remuneration is subject to
a minimum vesting period and pre-defined vesting
conditions as determined by the Remuneration Committee
and communicated to all relevant employees. Deferred
remuneration is awarded in such a manner so as to align
employees’ incentive awards with long-term value creation
and the time horizons of risk. The future performance
(both financial and non-financial) of the Bank Group,
relevant business units, and individual employees, as well
as the creation of value for our shareholders, are taken
into consideration when determining vesting conditions.
Vesting and payment of deferred remuneration will be
made gradually over a period of three years and no faster
than on a pro-rata basis.

In circumstances where it is later established that any
performance measurement for a particular year was
based on data that is later proven to have been manifestly
misstated, or it is later established that the relevant
employee has committed fraud, malfeasance, or a
violation of internal control policies, any unvested portions
(i.e. both cash bonuses and/or share option tranches that
have yet to be vested) of deferred variable remuneration
(relating to that particular year in question) should be
forgone, either in part or in whole, as determined by
the Remuneration Committee. In certain circumstances,
claw back of vested portion of the deferred variable
remuneration of that particular year may apply.

Future Review

As a major financial institution in Hong Kong, the Bank Group
not only takes extensive measures to ensure that it complies
with all the relevant guidelines, rules, and regulations, but
also adopts positive steps to ensure that ethical, social,
and environmental aspects are taken into account when
determining remuneration policies and packages.

The Bank Group will keep abreast of the latest
development in the labour market, especially in the
financial services sector, and will review and refine its
compensation and remuneration policies whenever
necessary to enable the provision of competitive
remuneration packages to ensure the retention of talent.
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C. ACCOUNTABILITY AND AUDIT

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 as will 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, 2011, the Directors have:

e consistently applied appropriate accounting policies;

e made judgements and estimates that are prudent and
reasonable; and

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 limit of three months (for annual
results) and within the limit of two months (for interim
results) 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 116.

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

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
comprehensive policies and standards under a well-
established organisational structure. 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 A distinct 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, control and report risks including
credit, market, operational, liquidity, interest rate,
strategic, legal and reputation risks. Exposure to these
risks is monitored by Risk Management Committee,
assisted by 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.

¢ 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 2011, no major issue 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.
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It is the responsibility of the Board to establish formal
and transparent arrangements for considering how it
will apply the financial reporting and internal control
principles and for maintaining an appropriate relationship
with the Bank’s auditors.

The Bank has established an Audit Committee with
specific written Terms of Reference which deal clearly
with its authority and duties. The Terms of Reference
of the Audit Committee have included 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, the
adequacy of resources, qualifications and experience of
the accounting and financial reporting function, 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 Allan
WONG Chi-yun, WONG Chung-hin, Kenneth LO Chin-
ming, William DOO Wai-hoi and Valiant CHEUNG Kin-piu
(Note: KUOK Khoon-ean resigned as a member of Audit
Committee on 15th February, 2011).

Attendance of individual members at Audit Committee
meetings in 2011 is recorded on page 64.

The following is a summary of the work performed by the
Audit Committee during and for the year 2011:

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;

¢ Reviewed and approved the appointment of external
auditors for providing non-audit services to the Group;

e Reviewed the Auditors’ Independent Assurance
Reports in respect of the Bank’s financial disclosures
under the Banking (Disclosure) Rules for 2010 and six
months ended 30th June, 2011;

e Reviewed and recommended to the Board for
approval of the audit fee proposal for the Bank Group
for 2011;

e Recommended to the Board to re-appoint KPMG as
the Bank Group's external auditors for 2011;

e Recommended to the Board for the adoption of the
revised or amended Hong Kong Accounting Standards
and Hong Kong Financial Reporting Standards;

e Reviewed the internal audit reports covering the
evaluation of internal controls, including the adequacy
of resources, qualifications and experience of the
staff of the Bank’s accounting and financial reporting
function, and their training programmes and budget;

e Reviewed the Auditor’s Report regarding the internal
control systems for 2010 prepared under section
63(3A) of the Banking Ordinance;

e Reviewed the Interim Report and the interim results
announcement for the six months ended 30th June 2011;

e Reviewed the audited accounts and final results
announcement for 2011;

e Reviewed the Terms of Reference of the Audit
Committee;

e Reviewed the Group Internal Audit Policy;

e Reviewed the Policy on Appointment of External
Auditor for Provision of Non-Audit Services;

e Reviewed and approved Group internal audit plan for
2012;

e Approved the appointment of an independent
external service provider to perform a quality
assurance review of the Internal Audit Department of
the Bank;

e Reviewed the results of the quality assurance review
of the Internal Audit Department of the Bank; and

e Met with the Hong Kong Monetary Authority to
exchange views.

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
Management and 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 Group’s
external auditor for 2012. The recommendation will be
presented for the approval of shareholders at the Annual
General Meeting to be held on 24th April, 2012.

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 normally within a
reasonable period after the meeting.
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No former partners of the Bank's external auditors is
acting as a member of the Audit Committee before expiry
of a period of one year commencing the later of the date
of his ceasing to be a partner of the firm or to have any
financial interest in the firm.

The Bank has established the Policy on Appointment
of External Auditor for Provision of 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 2011, the fees paid or payable to KPMG, the
Bank’s external auditor, and its associates for providing
non-audit services amounted to approximately HK$5.7
million, which included the following items:

e Review and consultancy services: HK$1.9 million;

e Services made at the request of regulators: HK$0.6
million;

e Taxation services: HK$1.5 million;
¢ Ad hoc projects: HK$0.5 million; and
e Other services: HK$1.2 million.

The fee paid or payable to KPMG for providing audit
service of the Group is HK$15 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

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.

The Bank has established a Schedule of Matters
Reserved to the Board for Decision to formalise the
functions reserved for the Board and 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 to be decided by the Board include:

e Appointment of directors and senior executives;

Business plans of the Bank;
e Proposal for selection of external auditors;

¢ Job mandates of the Chief Executive and Deputy
Chief Executives;

¢ Financial statements and budgets;

e Substantial investment in or disposal of assets other
than those arising in the ordinary course of banking
businesses;

e Proposals for opening overseas branches or
establishment or acquisition of China and overseas
subsidiaries or associates;

e Formation of policies and codes as required by
regulators;

e Formation of board committees; and

e Code of conduct and other ethical policies.

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), the 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 9 specialised committees
which comprise Directors and where appropriate, other
senior executives from relevant areas:

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

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



AITNEZZESYBEMKERERERSRITRER
AABAE ARETBEZTAEZRAARMBEMNAE AL
TR BEZBRRNAITIAEA °

AITERINLZ ESNBEEENIE I L RRIFRE » FTRE
ESMNEZ BRI BRSO R A - LAREIR SN AZ BUBD
EIESLIE o

01 FRZNEFLMFFARITHINEZENN — EFHE
SHADER AT — REB A QA RHIERERENEB R B
570870 ERBENTEE -

o EENERMRY : B¥ 19087

o REEWIBERAENRY BB 60ET
o WM BE1508TT

o JEREIMIAR  BES0ET M

o HfbhRH% : A% 12087T -

AEEREZERENEX MR EBEX N TFTEER TS
ST E R AE 15008 7T °
ERZEeNBESNEEHRATNRE L FERAAE
MESSERTHAES -

ERZEQRMRAREIR - BIRINEZEED MIEZE R
BREITHRE -

D. EXERINER

EEIhEE

EECBEHFTERERE  ERREHEENKRE  ME
BEB¥EKIEEEENEMT -

EEFENAEEERITHRYENTENENBE TEHRE
B CRNEEBNES B TEWMMED - FRlIEE
AREATERERAESSER  ARERRATEL
EPRE R LA RS ERS AT EEIE -

REWRITEMRAIT | 2011 FH 81

ﬁ%%/ Ei(/1$§>

AITERINL—RE TEFERTEHFHK » KIPLRE
TESENBAEREBETEEBOBES IR - BT
EMREZELH  WEREBLHNEATHER -

RETEFTSARENEABE

o ZEEZENSMITHAER

o AKITEVETGAETE

o BUBINERBEMNES

o TTHAHENETTHHAEMNEE
o MBHmMERNEE :

s EXWMEEREFHLE  BTEEERTARRKL
PRERIRE I E ¢

o RIIEIND TR T SUREE B RFSNOKIBA AL
g 2 AR

o FIVAEEAREOHRERLTA
s KMUBFRGETHZREE R
o TIRSTRIREMITRBIEBR
EEgRTTHNZEES

FERVEZESREEH  EFRQRNBENIIRALE
ZEENHERE FARZESRE %ﬂ%ﬁﬁ%%

BEZZES (FBECATEE) FHEES FH54ES
HTIHE) MERZ8g (Ei’\%EAIETTEZEg) o EEE

NELATIEEEREG  ZFLZEENKERREES
R (EEZENERAT) EMERITENSHEITHRAR ¢

1. HIEREREEENTOEENENERAMMRE

2. TR B ARRIEESHAREB NEFNEER
MEEMEREH



82 The Bank of East Asia, Limited | Annual Report 2011

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

4. Risk Management Committee, which is responsible
for dealing with risk management related issues of the
Group;

5. Credit Committee, which is responsible for dealing
with all credit risk related issues of the Group;

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

7. 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;

8. 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; and

9. Investment Committee, which is responsible for
reviewing and formulating investment strategies as
well as making investment decisions in respect of
fixed income, equity and equity related investments
for the Bank, East Asia Investment Holdings Limited,
The Bank of East Asia, Limited Employees’ Provident
Fund and The Bank of East Asia, Limited Employees
Provident Fund (UCB).

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

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

At the 2011 Annual General Meeting held on 19th
April, 2011:

(i) A separate resolution was proposed by the Chairman
in respect of each separate issue, including the
re-election of Directors.

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

(iii) The Chairman demanded poll on all resolutions.
KPMG, the Bank’s external auditor, was engaged as
scrutineer to ensure the votes were properly counted.

The 2012 Annual General Meeting will be held on
24th April, 2012, the notice of which will be sent to
shareholders at least 20 clear business days before the
Meeting. Please refer to the 2012 Annual General
Meeting Circular which will be despatched to the
shareholders on or around 21st March, 2012 for
further details.

The Articles of Association of the Bank provide that a
resolution put to the vote of the general meeting shall
be decided on a poll. 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;

* meetings with analysts; and

e roadshows.
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CORPORATE SOCIAL RESPONSIBILITY REPORT

Students from Singapore Polytechnic
visited BEA to learn more about the
Bank's business and operations.

NI IE T ERBe iy B3 A 2R 3R 1T
BERAITR R R EE -

A strong sense of identity with the community and a
positive, enabling spirit lie at the heart of the corporate
culture of The Bank of East Asia (“BEA") Group. This
philosophy is actively promoted within our Group as well
as in our relations with our customers, business partners,
and the communities we serve through a wide range of
social and environmental programmes. In this Report, we
highlight many of the initiatives undertaken by the BEA
Group in 2011 for the benefit of our stakeholders.

THE BANK OF EAST ASIA

Employees
Healthy Working Environment and Attractive Benefits

We strive to ensure that our staff of over 12,000
enjoys a healthy and positive environment in which to
work and interact with others. Staff members receive
comprehensive hospitalisation and outpatient medical
benefits, dental benefits, as well as flexible maternity
leave and compassionate leave. To ensure that we are
in line with the best market practices, we have recently
introduced a number of new benefits including paternity
leave, birthday leave, and a gift celebrating the birth of an
employee’s child.

In recognition of its efforts to promote a healthy, smoke-
free workplace, the Bank was named a “Grand Award”
winner in the Hong Kong Smoke-free Leading Company
Awards programme in January 2012 by the Hong Kong
Council on Smoking and Health.

In November 2011, BEA staff members and their families
visited the Mai Po Nature Reserve and took part in a variety
of green activities organised by WWF-Hong Kong.
2011411 B - ATE T RERBE2ERH B ARER -
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Personal and Professional Development

BEA supports life-long learning and encourages staff
members to attain relevant professional qualifications. In
2011, we organised a total of 690 internal and external
classes and delivered more than 4,200 training hours.

Staff Relations Programmes

In the event that an employee has difficulty coping with
work or external pressures, the Bank offers counselling
and psychological consultation, advice on stress
management, and wellness programmes. To encourage
staff members to lead healthy, active lives, the Bank's
Staff Sports and Recreation Club offered more than 50
activities that involved thousands of employees and their
family members.

Recruitment and Outreach Programmes

BEA is an equal-opportunity employer. We have strict
policies in place to ensure that all job applicants are
considered fairly, and that our employees are given equal
opportunity to pursue their careers regardless of gender,
religion, or ethnic background.

We conduct recruitment talks at many universities and
secondary schools throughout the year. We also support
the Work-Integrated Education Scheme organised by The
Hong Kong Polytechnic University and the Cooperative
Education Scheme of Tung Wah College. Graduates from
our Management Trainee and Retail Management Trainee
programmes provide the Bank with a steady supply of
talented manpower.
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Graduates of BEA's
Management Trainee
Programme
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BEA received The Community Chest’s “President’s Award”
for the 12th consecutive year.
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Community Involvement

BEA upholds its duties as a responsible corporate citizen
by supporting the community and its members through
donation, sponsorship, and many other forms of support.

For the eighth consecutive year, the Bank was named
a “Caring Company” by The Hong Kong Council of
Social Service ("HKCSS"”) in recognition of its exemplary
corporate citizenship. In addition, BEA's wholly-owned
subsidiaries Blue Cross (Asia-Pacific) Insurance Limited
("Blue Cross”) and Credit Gain Finance Company Limited
("Credit Gain”) were both named a “Caring Company”,
for the third consecutive year and first year, respectively.

Education

A long-term supporter of education, BEA awards prizes
to students who excel in their studies. These include the
Top Candidate Prize, which is awarded to the highest
achievers in the Associate Examinations administered by
the Hong Kong Institute of Bankers (“HKIB"). In addition,
the Bank gives awards to staff members who achieve
excellent results in the HKIB's associateship examination
and Outstanding Financial Management Planner Award
programme. In 2011, we also sponsored the Hong Kong
Institute of Certified Public Accountants’ Qualification
Programme Case Analysis Competition, an inter-tertiary
event that involved teams from both Hong Kong and
Mainland China.

BEA was recognised as a “Caring Company” by The Hong Kong

Council of Social Service for the eighth consecutive year.
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Health

BEA continued to play an important role in many
health-related programmes and events during the year
including the development of the Hong Kong Red Cross’
planned blood donation centre in West Kowloon. We
also sponsored the New Life Psychiatric Rehabilitation
Association’s “The Same, Not The Same” Social Inclusive
Arts Exhibition, and donated bicycles to the Association
for use at the New Life Farm in Tuen Mun. In addition,
we arranged outside catering service for Bank functions
from the New Life Restaurant, a social enterprise that
employs people recovering from mental illness. The Bank
also supported the Hong Kong Cancer Fund, Hong Kong
Hereditary Breast Cancer Family Registry, and the Hospital
Authority in 2011.

Social Welfare

BEA is a long-standing supporter of The Community
Chest of Hong Kong (the “Chest”), and has received
the President’s Award every year since the 1999/2000
campaign year. In 2011, the Bank and its staff
participated in many of the Chest’'s programmes,
such as the “Corporate and Employee Contribution
Programme”, “Dress Casual Day"”, “Walk for Millions”,
and “The Community Chest Sports Corporate Challenge
2011". We also supported the “Scheme $6,000 for
the Chest” by posting a donation appeal message on
our website, printing a message on account statements
mailed to customers, and placing a donation box in our
Main Branch.
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The Group and its staff support numerous charitable causes. In 2011, these
included: (clockwise from the top) The Community Chest Sports Corporate
Challenge 2011, Oxfam Trailwalker, and the UNICEF Charity Run 2011.
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BEA and S.K.H. St. Christopher’s Home jointly
organised an outing for children in May 2011.
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In 2011, BEA was a major sponsor of the People’s
Food Bank run by St. James’ Settlement. The Bank also
supported the annual fundraising campaigns of Fu Hong
Society, Haven of Hope Christian Service, Po Leung Kuk,
Ronald McDonald House Charities Hong Kong Limited,
Sedan Chair Charities Fund, Senior Citizen Home Safety
Association, The Society for the Promotion of Hospice
Care, and Tung Wah Group of Hospitals.

BEA also arranged for staff volunteers to participate in a
series of financial education workshops under the Joint
Community Education Program organised by The Hong
Kong Association of Banks and the HKCSS for low-income
and single-parent families. Representatives of the Bank
shared their professional knowledge with participants,
discussing the concepts of savings and credit, and
stressing the importance of proper financial management.

Staff Volunteering

The Bank encourages its staff members to offer their
time and care to disadvantaged members of our
society. In 2011, we joined hands with Sheng Kung
Hui St. Christopher’s Home to organise an outing for
underprivileged children. In addition, we supported events
organised by the Families of SMA Charitable Trust, Senior
Citizen Home Safety Association, and The Salvation
Army Hong Kong and Macau Command (the “Salvation
Army”). In total, the Bank'’s staff provided more than 2,000
hours of volunteer service to the local community during
the year.

Staff members volunteered
to help run a winter
solstice gathering jointly
held by the Bank and the
Senior Citizen Home Safety
Association for elderly
citizens in December 2011.

RNIETEHWBER2MN
£ 2011612 BATTE
REZERGETARE
REMZREFE  £Z8

Environment

BEA is committed to conducting business in an
environmentally responsible manner. In 2011, we became
a Silver Member of the World Wide Fund for Nature
("WWE") and participated in WWF's “Earth Hour” in
March together with Group subsidiaries — The Bank of
East Asia (China) Limited (“BEA China”), Credit Gain, and
BEA Wealth Management Services (Taiwan) Limited.

BEA once again became an “Earth Partner” of Friends
of the Earth (HK) (“FOEHK") and participated in various
programmes organised by the FOEHK including the
“Power Smart” Energy Saving Contest. BEA's Head
Office Building in Central and BEA Tower in Kwun Tong
received the “Class of Excellence” and the “Class of
Good” distinction in the Energywi$e Label Scheme
as part of the Hong Kong Awards for Environmental
Excellence (“HKAEE") programme for the fourth and
third consecutive year, respectively.

In addition, we continued to explore ways to reduce waste
in every area of business. For the third straight year, the
Bank joined the HKAEE's “Wastewi$e Label” Scheme,
which encourages Hong Kong businesses to adopt
measures to reduce the amount of waste generated within
their establishments and through the products and services
they provide. In 2011, BEA sent nearly 393,000 kg. of paper
waste for recycling, which is equivalent to a reduction of
more than 1,800 tonnes of carbon dioxide.
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BEA sponsored and organised teams to participate in the
“Bank Cup of the 19th Green Power Hike"” in January 2012.
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The Bank and its staff
work together to reduce
energy consumption
and wastage.
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In 2011, BEA sponsored the Finale programme of the Hong Kong Arts Festival for the fourth consecutive year.
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Arts & Culture

BEA sponsored a variety of arts and cultural events in
2011, including “Le French May 2011" organised by the
Association Culturelle France — Hong Kong Limited, and
the Hong Kong Arts Festival — two of the major events on
the Hong Kong cultural calendar. The Bank has sponsored
the Arts Festival’s Finale programme since 2008.

Others Forms of Support

In addition to providing financial assistance, BEA supports
non-governmental organisations (“NGOs”) through
payment in kind. In 2011, this included the insertion of
donation appeal material from NGOs (such as the Lions
Kidney Educational Centre & Research Foundation and
Yan Chai Hospital) in the Bank’s statement mailings to
customers, and the assignment of branches to serve as
collection depots for donations to the NGOs.

Helping Smaller Businesses

In 2011, BEA participated in three loan schemes that
were primarily designed for small and medium enterprises
("SMEs"”), namely the Special Loan Guarantee Scheme
(loan facility renewal), SME Loan Guarantee Scheme, and
the SME Financing Guarantee Scheme. These schemes
helped SMEs and non-listed enterprises obtain facilities to
meet their business needs and enhance their productivity
and competitiveness.

Other Initiatives

In December 2011, following amendments to the Hong
Kong Companies Ordinance and the Bank’s Articles
of Association, BEA announced that all corporate
communications would be disseminated to Shareholders
via the Bank’'s website at www.hkbea.com (unless
otherwise instructed by Shareholders). At present,
more than 80% of our Shareholders receive corporate
communications from BEA via our website.

The Bank also continued to request non-registered
holders of BEA's ordinary shares in the Central Clearing
and Settlement System to receive the Bank's corporate
communications via the Bank’s website. This paper
conservation initiative was supported by the majority
of the non-registered holders, with less than 16% of
approximately 3,350 non-registered holders requesting
printed materials.

BEA also encouraged its customers to adopt electronic
channels when using the Bank’s services — including
Cyberbanking and Corporate Cyberbanking — and
receiving account-related information.



The Bank supports different sectors of
our society, including small and medium
enterprises.

RITRN BB SRR - Eh R
BB NS RE -

AL &

FFE RERITEH T —RIBOUELEME R - BiE
MIBEF—ER A (LB E - B Association Culturelle
France — Hong Kong Limited 88359 [JER A A | - LARES
75T - RaniR1TH 2008 F ik - B —HE BB BEMEK
BIEED ©

HthZ /575 7%

BIZHEE LB RERTHEBREHEMT
A XIFZEERTAEBERE - R RITHEEESH
BUERSFEERUETLOEARESNCEBRNE
BER BATZABEFNTAITER MR
AMEFETERNME - RALETERN DT (EREE
B EEERA YRS -

EFRBEWNER
B R/ 3

20114 - RGIRITLE T 3IME/FT/NERMZAE KT
2 2R ERIEERER S (XEARMERER)
[ NEREERENE ] AR TP/ NEREERTE ]
U/ MEREIEEMARERRE  BRNXBHER
WHRFAEAE BT o

REWRITEMRDF | 2011 F 3] 91

TREFEHRE (K)

HAt e

BEERS (R AMER) MAITHEEBZIZMANEBIET £
LAg - ARITE 2011 F12 ARRER T - LEBARITH
U www.hkbea.com Z3x AR 1T A @R PR (BRIERERE
SKURERENRIAS) o 25 B3 80% A% 3R 5 1B A 1T 48 U Uk
AR °

R - AITREZE RKER REE RFR /AT T BRARD
HIEBLHAA @ BBRRITEBMEATHAR®EN - )
BRURERENRIA o HERAARSRIE TGS K Z BRI TIRA IE
BRBEBANSTE  EH33504EBCEAEAET (£
T2 16% ESKUTE DRI o

AN - ATBBEFEMAEFRITRE - BECAEFHE
BBTREEEFRERTE - AUEFREWIEFA
A °



92 The Bank of East Asia, Limited | Annual Report 2011

CORPORATE SOCIAL RESPONSIBILITY REPORT (CONTINUED)

Four palliative care rooms were set up in 2011 as part of the “Palliative Care
in Residential Care Homes for the Elderly” programme established by The
Bank of East Asia Charitable Foundation and “la Caixa” Foundation.
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The Bank of East Asia Charitable Foundation

Education

The Bank of East Asia Charitable Foundation (“BEA
Foundation”) promotes and supports the advancement
of education in Hong Kong, particularly at the tertiary
level. In 2011, the BEA Foundation awarded scholarships
to students in recognition of their outstanding academic
achievements at the University of Hong Kong, the Chinese
University of Hong Kong, the Hong Kong Polytechnic
University, and the Hong Kong Institute of Education.

Palliative Care

Jointly established by BEA Foundation and “la Caixa”
Foundation in 2010, the “Palliative Care in Residential
Care Homes for the Elderly” programme is an
integrated care programme operated by The Salvation
Army for terminally-ill senior citizens. In January 2011,
the first two palliative care rooms were opened in the
Kam Tin Residence for Senior Citizens and the Bradbury
Home of Loving Kindness in Shatin. In May 2011, a
third room was opened in the Hoi Tai Residence for
Senior Citizens in Mongkok, and a fourth room was
completed in the Kiangsu Chekiang and Shanghai
Residents (H.K.) Association Tuen Mun Hostel for the
Elderly in December 2011.

BEA China distributed 5,000 “Firefly 60 Backpacks”
containing books and school supplies to students on
the Mainland in 2011.
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By the end of its three and a half-year pilot period in
2013, the programme will involve a multi-disciplinary
team of 600 professionals and serve up to 900 elderly
residents and their family members.

THE BANK OF EAST ASIA
(CHINA) LIMITED

Shanghai Soong Ching Ling Foundation —
BEA Charity Fund

BEA China, the Bank’s wholly-owned subsidiary on the
Mainland, supports a wide range of charitable causes
through the activities of the Shanghai Soong Ching Ling
Foundation — BEA Charity Fund (the “Fund”). The Fund
has raised over RMB18.8 million since its establishment
in 2009 by BEA China and the Shanghai Soong Ching
Ling Foundation.

Firefly Project

In 2011, the Fund continued to focus on improving
educational opportunities for children in rural areas of
China by organising a number of activities under the
Firefly Project.

Six Firefly Centres were established during the year in
schools in Sichuan, Guangdong, and Liaoning provinces
providing students with furniture, learning materials, and
computers. In addition, 5,000 “Firefly 60 Backpacks”
containing books and school supplies were distributed to
students in China.
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By the end of 2011, The Shanghai Soong Ching Ling Foundation — BEA
Charity Fund (the “Fund”) had set up 15 Firefly Centres for the benefit of
more than 14,000 under-priviledged students on the Mainland.
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BEA China’s employees planted more than 400 trees
A% in various tree planting initiatives in March 2011.
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The Fund raised more than RMB 6.7 million during its third annual “Firefly
Charity Night” dinner on 8th December, 2011.
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In 2011, staff members and business partners of BEA
China, together with members of the media spent
more than 70 hours serving as volunteer teachers in
schools in rural areas of China. In April 2011, a team of
15 volunteers organised a 3-day teaching programme
for students at Wenchuan Number 2 Primary School in
Sichuan and in June 2011, a team of five volunteers re-
visited the school.

The Fund also provided financial support to 10 teachers
of the BEA Hope School in Xinjiang and 10 teachers
of Liuji Secondary School in Jishishan County, Gansu
Province attending teacher training programmes in July
and August 2011, respectively.

BEA University Students Scholarship Programme
in China

Launched in 2010, the BEA University Students
Scholarship Programme in China provides education
grants and subsidies to outstanding students who do not
have the financial resources to pursue higher education.
Originally offered to students of Fudan University, Sun Yat-
sen University, and Shenzhen Polytechnic, the scholarships
were further extended to the students of Jinan University’s
Shenzhen Tourism College in 2011.

ZREREE) - FEAMERIE 4004R

In recognition of its dedication to society, BEA China
received the "Best Corporate Social Responsibility
Award” from CFO World in its 2011 Chinese CFO's
Most Trustworthy Bank Awards programme and the
“Multinational Enterprises Corporate Social Responsibility
— Outstanding CSR Case Awards” from China
Philanthropy Times, the China Association of Social
Workers' Working Committee on Corporate Citizenship,
and the School of Social Development and Public Policy of
Beijing Normal University.

OTHER SUBSIDIARIES

Credit Gain Finance Company Limited

During the year under review, Credit Gain was awarded
the “Heart to Heart Company Logo” by The Hong Kong
Federation of Youth Groups in recognition of its generous
support of school activities in Hong Kong.

Credit Gain also supported a number of charitable
activities throughout the year. In co-operation with the
Evangelical Lutheran Church Social Service — Hong Kong
("ELCHK"), Credit Gain employees visited disadvantaged
elderly residents of Kwai Tsing district and brought them
daily necessities. In addition, the Company organised an
ecological outing with ELCHK for underprivileged children
to the Hong Kong Wetland Park. In November 2011,
Credit Gain employees took part in a Charity Walk held
at the Shatin Racecourse organised by The Lok Sin Tong
Benevolent Society Kowloon.
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BEA China organised the “Today, You Are A Happy Angel” programme to mark the

2011 International Children’s Day on 1st June.
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Blue Cross continued to partner with Hong Kong Physically Handicapped and Able-Bodied Association in 2011.
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Blue Cross continued to partner with the Hong Kong
Physically Handicapped and Able-Bodied Association
("PHAB") in 2011. The Company sponsored the “Happy
Teens, Full of Fun” Programme, a communication platform
promoting the integration of teenagers, with and without
disabilities, into society. More than 120 teenagers
participated in this highly successful programme.

In January 2011, Blue Cross supported the “PHAB
Walk for Integration”, helping to raise funds for the
PHAB'’s integration projects. Over 50 employees and
their family members took part in this event. In March,
Blue Cross participated in “The Community Chest
Sports Corporate Challenge 2011" as a corporate team
and helped raise funds for children and youth services
supported by the Chest.

As in past years, Tricor offered summer and winter
internships to university students in 2011, providing them
with exposure to the professional practice environment
and the business world. Tricor also awarded need-based
scholarships to talented university students.

In addition, the Company sponsored staff members in
a wide range of events during the year including the
UNICEF Charity Run 2011 and “The Community Chest
Sports Corporate Challenge 2011” in Hong Kong, and
“The Edge — Bursa Malaysia Kuala Lumpur Rat Race
2011" charity run in Malaysia.

As a responsible corporate citizen, Tricor provides pro
bono services to a number of charitable bodies and
NGOs. Since 2009, Tricor Singapore has sponsored the
secretarial, administrative, and accounting requirements
of Lions Savesight Centre Singapore. In Japan, Tricor
gives accounting, tax, and payroll service support
to The Tyler Foundation, a non-profit organisation
dedicated to improving the lives of young cancer
patients and their families.
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The Directors have pleasure in presenting their annual
report together with the audited accounts for the year
ended 31st December, 2011.

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, 2011 and the state of the
Bank’s and the Group’s affairs as at that date are set out
in the accounts on pages 118 to 255.

TRANSFER TO RESERVES

Profit attributable to equity holders of the Group, before
dividends, of HK$4,358 million (2010: HK$4,224 million)
has been transferred to reserves. Other movements in
reserves are set out in Note 39 on the accounts.

An interim dividend of HK$0.43 per share (2010:
HK$0.38 per share) was paid on 19th September, 2011.
Instead of recommending a final dividend, the Directors
have declared a second interim dividend (in lieu of final
dividend) of HK$0.51 per share (2010: a final dividend of
HK$0.56 per share) in respect of the financial year ended
31st December, 2011.

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$8 million (2010: HK$8 million).

FIXED ASSETS

Details of the movements in fixed assets are set out in
Note 32 on the accounts.

SHARE CAPITAL

During the year, a sum of HK$76,759,022.50 standing
to the credit of the share premium account was
capitalised and applied in paying up in full at par
30,703,609 shares of HK$2.50 each that were allotted
and issued to shareholders who had elected to receive
new shares in lieu of the 2010 final dividend and the
2011 interim dividend.

During the year, 3,385,000 shares of HK$2.50 each
were issued for cash of HK$93,203,050 on the exercise
of options granted under the approved Staff Share
Option Schemes.

SUBORDINATED NOTES

The Bank issued 6.375% subordinated notes (under the
US$3,000 million Euro Medium Term Note Programme)
qualifying as supplementary capital with face value of
US$500 million on 4th November, 2011 (the “2022
Notes”). The 2022 Notes are listed on the Singapore
Stock Exchange and will mature on 4th May, 2022. The
net proceeds from the issue of the 2022 Notes were used
for general working capital purposes.
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DEALINGS IN LISTED SECURITIES OF
THE BANK

During the year ended 31st December, 2011, the Bank
purchased and redeemed GBP37.737 million face value
of the 6.125% step-up perpetual subordinated notes
qualifying as supplementary capital, which were issued
on 20th March, 2007 (the “Notes”). The Notes are listed
on the Singapore Stock Exchange. Save for the purchase
and redemption of the Notes, there was no purchase, sale
or redemption by the Bank or any or its subsidiaries, of
listed securities of the Bank during the year ended 31st
December, 2011.

DIRECTORS

The present Directors of the Bank are shown on page 54.

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, Kenneth LO Chin-ming, Eric LI Fook-
chuen, Valiant CHEUNG Kin-piu and Isidro FAINE CASAS
will retire, and, being eligible, offer themselves for re-
election at the Annual General Meeting to be held on
24th April, 2012 (2012 AGM").

Details of the Directors to be re-elected at the 2012
AGM are set out in the circular to the shareholders sent
together with this Annual Report.

No Director proposed for re-election at the 2012 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 three-year term service contract
commenced in April 2009 and will expire in March 2012.
The service contract has been extended for a further
term of 3 years commencing from 1st April, 2012 and
expiring on 31st March, 2015. The extension of the
term of the service contract has been endorsed by the
Nomination Committee and approved by the Board of
Directors of the Bank.

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(g)(iv) and
37 on the accounts.

The Bank has received independence confirmations
from the Independent Non-executive Directors, namely:
Allan WONG Chi-yun, WONG Chung-hin, LEE Shau-kee,
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$350,000 and each of the
other Directors, including the Independent Non-executive
Directors, received HK$230,000, as director’s fees for the
year ended 31st December, 2011.

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, 2011, 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:

I. Long positions in ordinary shares of the Bank:

% of issued

Name Capacity and nature No. of shares Total  share capital
David LI Kwok-po Beneficial owner 52,385,292
Interest of spouse 1,582,293
Interest of corporation 153,988 54,121,573 2.61
Arthur LI Kwok-cheung Beneficial owner 9,939,457
Founder of discretionary trust 13,944,683 23,884,140°2 1.15
Allan WONG Chi-yun Beneficial owner 354,443
Interest of spouse 136
Founder of discretionary trust 13,291,794 13,646,3733 0.66
WONG Chung-hin Beneficial owner 51,491
Interest of spouse 378,544 430,0354 0.02
LEE Shau-kee Beneficial owner 2,092,183
Interest of corporation 1,100,000 3,192,183° 0.16
Aubrey LI Kwok-sing Beneficial owner 25,730
Interest of spouse 19,154
Beneficiary of discretionary trust 34,223,138 34,268,022° 1.65
Winston LO Yau-lai - - Nil Nil
KHOO Kay-peng Interest of corporation 5,524,572 5,524,5727 0.27
Thomas KWOK Ping-kwong - - Nil Nil
Richard LI Tzar-kai Interest of corporation 2,646,021 2,646,0218 0.13
Kenneth LO Chin-ming - - Nil Nil
Eric LI Fook-chuen Beneficial owner 4,618,502
Founder and beneficiary
of discretionary trust 22,414,589
Interest of corporation 9,215,746 36,248,837° 1.75
Stephen Charles LI Kwok-sze Beneficial owner 11,743,781
Interest of children 537,183
Beneficiary of discretionary trusts 2,317,616 14,598,580 0.70
William DOO Wai-hoi - - Nil Nil
KUOK Khoon-ean - - Nil Nil
Valiant CHEUNG Kin-piu - - Nil Nil
Isidro FAINE CASAS - - Nil Nil
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Notes:

1

10

David LI Kwok-po was the beneficial owner of 52,385,292 shares and he was deemed to be interested in 1,582,293 shares
through the interests of his spouse, Penny POON Kam-chui. He was also deemed to be interested in 153,988 shares held by
David Li Kwok-po Charitable Foundation Limited, a charitable institution of which David LI Kwok-po is a director and the sole
member.

Arthur LI Kwok-cheung was the beneficial owner of 9,939,457 shares. Arthur LI Kwok-cheung made a voluntary
disclosure of 13,944,683 shares held by a discretionary trust of which he is the founder but has no influence on how
the trustee exercises his discretion.

Allan WONG Chi-yun was the beneficial owner of 354,443 shares and he was deemed to be interested in 136 shares through
the interests of his spouse, Margaret KWOK Chi-wai. He was also deemed to be interested in 13,291,794 shares held by a
discretionary trust, Allan Wong 2011 Trust, of which Allan WONG Chi-yun is a founder and an eligible beneficiary.

WONG Chung-hin was the beneficial owner of 51,491 shares and he was deemed to be interested in 378,544 shares through
the interests of his spouse, LAM Mei-lin.

LEE Shau-kee was the beneficial owner of 2,092,183 shares.

LEE Shau-kee was deemed to be interested in 1,100,000 shares held through Superfun Enterprises Limited (“Superfun”).
Superfun was wholly owned by The Hong Kong and China Gas Company Limited which was 39.88% held by Henderson Land
Development Company Limited (“Henderson Land”).

Henderson Land was deemed to be 61.18% 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.

Aubrey LI Kwok-sing was the beneficial owner of 25,730 shares and he was deemed to be interested in 19,154 shares through
the interests of his spouse, Elizabeth WOO. The remaining 34,223,138 shares were held by The Fook Wo Trust, a discretionary
trust in which Aubrey LI Kwok-sing is one of the discretionary beneficiaries.

KHOO Kay-peng was deemed to be interested in 5,524,572 shares out of which (i) 1,231,841 shares were held through Bonham
Industries Limited, a company in which he (and his spouse) held 100% of the issued capital; and (i) 4,292,731 shares were held
through the Malayan United Industries Berhad Group of which he is the Chairman and Chief Executive and a deemed substantial
shareholder.

Richard LI Tzar-kai was deemed to be interested in 2,646,021 shares held by certain corporations in their capacity as investment
managers, out of which (i) 2,517,421 shares were held by PineBridge Investments Asia Limited (“PBIA”), and (i) 128,600 shares
were held by PineBridge Investments LLC (“PBI LLC"). PBIA and PBI LLC are indirect subsidiaries of Chiltonlink Limited which is
100% owned by Richard LI Tzar-kai.

Eric LI Fook-chuen was the beneficial owner of 4,618,502 shares, and 22,414,589 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 9,215,746 shares held by The Kowloon Dairy Limited of
which he is the Chairman and Chief Executive Officer.

Stephen Charles LI Kwok-sze was the beneficial owner of 11,743,781 shares, and he was deemed to be interested in 537,183
shares through the interests of his children under the age of 18. Of the remaining 2,317,616 shares, (i) 2,125,600 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) 192,016 shares were held by a discretionary trust, Longevity Trust, of which his
children under the age of 18 were beneficiaries.

Shares options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank
were granted to David LI Kwok-po pursuant to the approved Staff Share Option Schemes. Information in relation
to these shares options during the year ended 31st December, 2011 was shown in the following section under the
heading “Information on Share Options”.
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lll. Interests in debentures of the Associated Corporation of the Bank:

Name Capacity and nature Amount of debentures
Allan WONG Chi-yun Interest of spouse’ RMB20,000,000
Eric LI Fook-chuen Beneficial owner? RMB10,000,000

Notes:

1 Allan WONG Chi-yun was deemed to be interested in the Renminbi bonds issued by The Bank of East Asia (China) Limited,
a wholly-owned subsidiary of the Bank, through the interests of his spouse, Margaret KWOK Chi-wai. The bonds, with an
aggregate principal amount of RMB4 billion, were issued in 2009 at an annual interest rate of 2.8%.

2 Eric LI Fook-chuen was the beneficial owner of the above interests in the Renminbi bonds issued by The Bank of East Asia (China)
Limited, a wholly-owned subsidiary of the Bank. The bonds, with an aggregate principal amount of RMB4 billion, were issued in
2009 at an annual interest rate of 2.8%.
IV. Interests in Hybrid Tier | Capital Instruments:

Allan WONG Chi-yun was the beneficial owner of the following capital instruments™et:

Issuer Type/Class of securities Amount of debentures No. of shares
The Bank of East Asia, Limited  Subordinated Notes Us$7,000,000 -
Innovate Holdings Limited Preference Shares - 7,000
The Bank of East Asia, Limited  Substitute Preference Shares (unissued) - 7,000

Note: In November 2009, the Bank issued capital instruments qualifying as hybrid tier 1 capital with a face value of US$500 million.
The capital instruments comprise 8.5% step-up subordinated notes due 2059 issued by the Bank (the “2059 Notes”) stapled
with perpetual non-cumulative step-up preference shares issued by Innovate Holdings Limited, a wholly-owned subsidiary of
the Bank (the “Innovate Preference Shares”). The 2059 Notes and the Innovate Preference Shares are listed as stapled units on
the Singapore Stock Exchange. The Substitute Preference Shares (being perpetual non-cumulative step-up preference shares
having a par value of US$1,000 each) are created, and to be issued by the Bank upon the occurrence of a Substitution Event (as
defined in the circular to shareholders of the Bank dated 11th November, 2009) as one of the terms of the issue of the 2059
Notes and the Innovate Preference Shares.

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 were recorded in the Register.
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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, 2011:

Number of Share Options

Date of Outstanding Outstanding

Name Grant  at 1/1/2011 Granted Exercised Lapsed at 31/12/2011
David LI Kwok-po 03/5/20062 1,100,000 - 1,100,000¢ - Nil
10/5/20072 1,100,000 - - - 1,100,000
05/5/2008? 2,200,000 - - - 2,200,000
05/5/2009? Nil - - - Nil
06/7/2010? 2,000,000 - - - 2,000,000
05/5/2011° - 666,000 - - 666,000
05/5/2011° - 666,000™ - - 666,000
05/5/2011° - 668,000" - - 668,000
Aggregate of other 03/5/20062 770,000 - 770,000¢ - Nil
Employees* 10/5/20072 935,000 - - - 935,000
05/5/2008? 1,870,000 - - - 1,870,000
05/5/2009? 3,980,000 - 465,000¢ - 3,515,000
06/7/2010? 3,950,000 - - - 3,950,000
05/5/2011° - 1,314,000™ - - 1,314,000
05/5/2011° - 1,314,000™ - - 1,314,000
05/5/2011° - 1,322,0007 - - 1,322,000
Other Participant** 03/5/2006? 550,000 - 550,000¢ - Nil
10/5/20072 550,000 - - 550,000 Nil
05/5/2008? 1,100,000 - - 1,100,000 Nil
05/5/2009? 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.

**  Other Participant refers to a former employee who ceased to be an employee of the Bank in 2010. The share options were granted to him
prior to his cessation as employee of the Bank.

Notes:

a  Particulars of share options granted in years 2006 to 2010:

Exercise Price Per Share

Date of Grant Vesting Period Exercise Period HK$
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 30.04
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 42.84
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013 40.09
05/5/2009 05/5/2009 - 04/5/2010 05/5/2010 — 05/5/2014 21.25
06/7/2010 06/7/2010 — 05/7/2011 06/7/2011 - 06/7/2015 28.49

b Share options granted in year 2011:

(i) Particulars:

Exercise Price Per Share

Date of Grant Vesting Period Exercise Period HK$
05/5/2011 05/5/2011 — 04/5/2012 05/5/2012 — 05/5/2017 32.00
05/5/2011 05/5/2011 — 04/5/2013 05/5/2013 — 05/5/2018 32.00
05/5/2011 05/5/2011 — 04/5/2014 05/5/2014 — 05/5/2019 32.00

(i) The closing price of the shares of the Bank on 4th May, 2011 (being the business day immediately preceding 5th May, 2011 on
which the options were granted) was HK$31.25.

(i) Fair value of share options granted during the year ended 31st December; 2011 and the assumptions are set out in Note 37 on the accounts.
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¢ The 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, 2011:

Exercise Price Per Share AWA Closing Price
Date of Grant No. of Options Exercised HK$ HK$
03/5/2006 2,420,000 30.04 32.13
05/5/2009 965,000 21.25 31.74

@)

No share options were cancelled during the year ended 31st December, 2011.

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

Save as disclosed above, as at 31st December, 2011, 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.

INFORMATION ON SHARE OPTION SCHEME

The following is a summary of the Staff Share Option Scheme 2011 that was adopted on 19th April, 2011 (the “2011
Scheme") disclosed in accordance with the Listing Rules:

1.

Purpose of the 2011 Scheme:

(@ The 2011 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 2011 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.

Participants of the 2011 Scheme:

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

Total number of shares available for issue under the 2011 Scheme and % of issued share capital at 31st
December, 2011:

The total number of shares available for issue under the 2011 Scheme is 102,251,616 ordinary shares representing
4.93% of the issued share capital at 31st December, 2011.

Maximum entitlement of each participant under the 2011 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 2011 Scheme or any other schemes (which are subject to regulation under Chapter 17 of the Listing Rules)
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 2011 Scheme.

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

Beginning on the vesting date of such options, the date on which such option is vested and becomes exercisable, and
ending on the fifth anniversary of the vesting date thereof, except as provided otherwise in the rules of the 2011 Scheme.

. 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 vesting date thereof.
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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 ordinary 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 ordinary shares as stated in the Stock Exchange’s
daily quotation sheets for the 5 business days immediately preceding the date of grant of the relevant options;

and

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

9. Vesting of Options:

Save as provided otherwise in the rules of the 2011 Scheme, an option granted under the 2011 Scheme shall be

vested and become exercisable as follows:

(@  not more than one third of the option shall be vested and become exercisable on the first anniversary of the
Date of Grant;

(b)  not more than one third of the option shall be vested and become exercisable on the second anniversary of the
Date of Grant; and

(c)  the remaining balance of the option shall be vested and become exercisable on the third anniversary of the Date
of Grant.

10. The remaining life of the 2011 Scheme:

The Scheme Period will end on 18th April, 2016.

INTERESTS OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

As at 31st December, 2011, 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 positions in ordinary shares of the Bank:

Name Capacity and nature No. of shares % of issued share capital
CaixaBank, S.A. Beneficial owner 330,024,107" 16.03
Caja de Ahorros y Pensiones de Barcelona Interest of corporation 330,024,107 16.03
Guoco Management Company Limited Beneficial owner 291,358,150%3 14.034
Guoco Group Limited Interest of corporation 291,358,150? 14.03
GuolLine Overseas Limited Interest of corporation 291,358,150 14.034
GuolLine Capital Assets Limited Interest of corporation 291,358,150 14.034
Hong Leong Company (Malaysia) Berhad Interest of corporation 291,358,150%3 14.03
HL Holdings Sdn Bhd Interest of corporation 291,358,150 14.03
QUEK Leng Chan Interest of corporation 291,358,150 14.03
Hong Leong Investment Holdings Pte. Ltd. Interest of corporation 291,358,150° 14.03
Davos Investment Holdings Private Limited Interest of corporation 291,358,150° 14.03
KWEK Leng Kee Interest of corporation 291,358,150° 14.03




RERITEMRADA | 2011 F3R | 113

EEEHESE (R)

7. REREIRREANSHEUARNRRBANROYRNEERFREERVHR
B
8. THEEMNEEEE:

TEEREFEETE  BTPRTINERSE :

@ MEHEBBEEER - ATEBRARD N RRAEHIE

(b) HEEREXRLEMEABEE R ZAISEEER - ATE BN VBT HRKROFIHRTE &
© ATEBEEMOOEE -

RRENSS

Br 2011 SHEIMR RSB RESN - #2011 5 EIR KA RBAE R R R B LR AR ITRT
@ MIER=DZ—NRBREENETENE 1 AFHREEMKARITE

() FAZER=DZ—NRBREHRET BN 2 AFRBELKAAITE &

© BMTHBBEENETBNE 3 EAFREE MK RAITTE

10.

2011 5HEI BRIV E XU -

SHEIEARMN 2016 4 B 18 BARIE »

FERRREMALHERS

R2011F12 A31 8 RE(EHRHEGG) 8 336 (FA T HFOELMARE - TBRRREMATHEEARITHRN &
HRRAR D MM RR LA TS -

RTEBRRBRNHESNTE

HE B RME BRHEE HERITREANE DR
CaixaBank, S.A. EmfEiB A 330,024,107 16.03
PRI EEEBHEERTT EER R 330,024,107 16.03
BEERARAT] BB A 291,358,150%3 14.03*
BEREBR AR EEE R 291,358,1502 14.03
Guoline Overseas Limited EE AR 291,358,1502 14.034
Guoline Capital Assets Limited EER R 291,358,1502 14.034
Hong Leong Company (Malaysia) Berhad EEE R 291,358,150%3 14.03
HL Holdings Sdn Bhd EE MR 291,358,150? 14.03
BB =B R 291,358,1502 14.03
Hong Leong Investment Holdings Pte. Ltd. EEE R 291,358,1503 14.03
Davos Investment Holdings Private Limited SEERRER 291,358,150° 14.03

KWEK Leng Kee EER R 291,358,1503 14.03




114 | The Bank of East Asia, Limited | Annual Report 2011

Notes:

1 As at 31st December, 2011, Caja de Ahorros y Pensiones de Barcelona was holding an 81.52% interest in CaixaBank, S.A. which
directly held the above 330,024,107 shares of the Bank. Caja de Ahorros y Pensiones de Barcelona was deemed to be interested
in the above 330,024,107 shares of the Bank.

The Bank has been notified that the shareholdings of the above two corporations have been increased to 352,919,902 shares
(equivalent to approximately 16.99% of the issued share capital of the Bank as at 31st December, 2011). Such increases in
shareholdings were not required to be disclosed under Part XV of the SFO.

2 The references to 291,358,150 shares of the Bank in Notes 2 and 3 relate to the same block of shares. Guoco Management
Company Limited was the beneficial owner of 291,358,150 shares. Hong Leong Company (Malaysia) Berhad was deemed to be
interested in the 291,358,150 shares held by Guoco Management Company Limited by virtue of its 100% interest in GuolLine
Capital Assets Limited which owned a 100% interest in GuoLine Overseas Limited. GuolLine Overseas Limited held a 71.52%
interest in Guoco Group Limited which in turn owned a 100% interest in Guoco Management Company Limited. Guoline
Capital Assets Limited, GuoLine Overseas Limited and Guoco Group Limited were all deemed to be interested in the 291,358,150
shares held by Guoco Management Company Limited.

Quek Leng Chan was deemed to be interested in the 291,358,150 shares held by Guoco Management Company Limited by
virtue of his 100% interest in HL Holdings Sdn Bhd (“HLH"). Hong Leong Company (Malaysia) Berhad was 48.96% owned by
Quek Leng Chan as to 2.424% under his personal name and 46.534% via HLH which was wholly-owned by him.

3 The references to 291,358,150 shares of the Bank in Notes 2 and 3 relate to the same block of shares. Hong Leong Company
(Malaysia) Berhad was 34.38% held by Hong Leong Investment Holdings Pte. Ltd. which was in turn 33.59% held by Davos
Investment Holdings Private Limited. Hong Leong Investment Holdings Pte. Ltd. and Davos Investment Holdings Private
Limited were deemed to be interested in the 291,358,150 shares held by Guoco Management Company Limited by virtue of
their interests in Hong Leong Company (Malaysia) Berhad.

KWEK Leng Kee was deemed to be interested in the 291,358,150 shares held by Guoco Management Company Limited by
virtue of his 41.92% interest in Davos Investment Holdings Private Limited.

4 Guoline Overseas Limited and GuolLine Capital Assets Limited are wholly-owned subsidiaries of Hong Leong Company (Malaysia)
Berhad and Guoco Management Company Limited is @ wholly-owned subsidiary of Guoco Group Limited. With the filing of
the substantial shareholder notices by Hong Leong Company (Malaysia) Berhad and Guoco Group Limited, Guoline Overseas
Limited, GuoLine Capital Assets Limited and Guoco Management Company Limited do not need to file their respective
substantial shareholder notices under the “wholly-owned group exemption” as provided in the SFO.

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 financial statements for the financial year ended 31st December, 2011 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, 14th February, 2012



RERITEMRADA | 2011 F3R | 115

EEEHESE (A)

st -

1 R20114F12H31H » YL FEEFERRHERTTIFHE CaixaBank, S.A. 81.52% 125 » AL #5185 B CaixaBank, S.A. FrF
B _EFI#9 330,024,107 BRARTTHR (7 B9 25

AITWEEH - k2 (B E AR E B8 ME 352,919,902 A& (15 A7TR 2011 F 12 A 31 HE Z7THRAA116.99% )  IRIE(FE
HRHEIEG)) BXVES  RE184:5 B (0 B (EH 17 -

2 M2 Rk3FT#52 291,358,150 B ATTRR 17 BRI —#LER 17 o B A E AR 28] 4291,358, 15082 BEm# B A ° F1 R Hong
Leong Company (Malaysia) Berhad 2 & # % GuoLine Capital Assets Limited + GuoLine Capital Assets Limited £ & # % GuoLine
Overseas Limited ~ Guoline Overseas Limited 55 B4 E B AR R A8 71.52% #m REVEEB AR A A2 EHEEEEE
B2 E] + Hong Leong Company (Malaysia) Berhad B Uit if] #5147 7= 5 B & & FE 5 IR 22 A1 A # 5 19 291,358,150 AR 6 75 ©
Guoline Capital Assets Limited + Guoline Overseas Limited FIBI &£ E B R A Al L A A BEEEBR AT AH
291,358, 150 iR # 7 ©

SBLS BRI HL Holdings Sdn Bhd ([HLH]) 89250 s -+ M2B SRR FIL A BIA B & KiEBR 2 EHBH HLH %5 Hong Leong
Company (Malaysia) Berhad £92.424% % 46.534% %25 (4 #£48.96% #35) » M <R E BIFEEEEEBIR A GIHE
#7291,358, 150 IRAR (7 ) 1 s o

3 K2R 3F715.2 291,358,150 % AN 77 BR 17 A [B] — #E AR 17 ° Davos Investment Holdings Private Limited #§ & Hong Leong
Investment Holdings Pte. Ltd. £733.59%#z * Hong Leong Investment Holdings Pte. Ltd. All##&Hong Leong Company (Malaysia)

Berhad £Y34.38% &z ° Davos Investment Holdings Private Limited FlHong Leong Investment Holdings Pte. Ltd. F#F# Hong
Leong Company (Malaysia) Berhad 894z 1 #42 AHE B BLE EFE B IR 2 AlATF B #9291,358,150 REG#EZ °

KWEK Leng Kee [F#%% Davos Investment Holdings Private Limited #741.92% 125 M E BB B EEE AR A AIFHEFEE 2
291,358,150 iRy #E s ©

4 Guoline Overseas Limited & Guoline Capital Assets Limited % Hong Leong Company (Malaysia) Berhad 2 EH1E 2 Al +
SEEERERA AR ABEEEBGR A AR 2 ERE R E] - B Hong Leong Company (Malaysia) Berhad K Bl E 5% BB R A A2
HEA R FIE 25 B M7 1 » GuoLine Overseas Limited ~ Guoline Capital Assets Limited J B A E 1B R 2 IR 1% (i85 R AL
1801 o [ 2 B E BN ENFX ) DENSE KRR E m BAT7E

BR _EAFTINERSN - SR E AN AT SARRR A (D RO RS SR B BN R B AL A -

ARBERE

ERARTFATEMZ AN RBEEFNE - BEAREEAMAL - AT —HERF (ETRAD ARz ARBRE -
=gl

BE 2011412 A31 AILFERACR R 2ME (BRITE (BH) KA PHERNERAT -

BB

R ERNBREFEET  SRFABEEESHGHMEBMARTREMOESR

FRERITHARR
FEE

FHB 2012928148



116 | The Bank of East Asia, Limited | Annual Report 2011

INDEPENDENT AUDITOR’S REPORT

KPMG

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

We have audited the consolidated financial statements of The Bank of East Asia, Limited (“the Bank”) and its subsidiaries (together
“the Group”) set out on pages 118 to 255, which comprise the consolidated and the Bank'’s statements of financial position as at 31st
December 2011, the consolidated income statement, the consolidated statement of comprehensive income, 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 information.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Bank are responsible for the preparation of consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the
Hong Kong Companies Ordinance and for such internal control as the directors determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial statements 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 about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement
of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation of the consolidated financial statements that give a true and fair view 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 consolidated financial statements.

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 financial statements give a true and fair view of the state of affairs of the Bank and of the Group as
at 31st December, 2011 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, 14th February, 2012
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CONSOLIDATED INCOME STATEMENT
FEkhax

For the year ended 31st December, 2011 & Z2011F 12531 1L FE
2011 2010
Notes Azt HKS Mn B8 EE T HKS Mn BB EE T
Interest income AMEYA 4 20,868 13,626
Interest expense B H 5 (11,605) (6,083)
Net interest income FHBURA 9,263 7,543
Fee and commission income MR7% & KBS WA 6 4,105 3,649
Fee and commission expense fRisE RASZ W (763) (707)
Net fee and commission income fRi5 & RAE 5 3,342 2,942
Net trading loss R ZimFEE 7 (117) (146)
Net result from financial instruments FEE RiRIBIE R A R R
designated at fair value through AFEESRITED
profit or loss FRIE 8 (354) 263
Net hedging loss i ERERE 9 (5) (5)
Other operating income HangeEg A 10 586 529
Non-interest income FEF BUA 3,452 3,583
Operating income A 12,715 11,126
Operating expenses gER 11 (7,992) (6,904)
Operating profit before impairment losses ARHIEB{EE 2K 2 48 4% F) 4723 4,222
Impairment losses on loans and advances &3k & #ZOR B 18 5k 12 (75 (285)
Impairment losses on held-to-maturity REF AR A REERL
investments 28 (11) -
Impairment losses on available-for-sale A& gVE EREIE S
financial assets (49) (24)
Write back of impairment losses on NGV =B IR
associates - 1
Write back of impairment losses on TTHER BB 2K B4
bank premises 32 - 2
Impairment losses DERIEEIEES (135) (306)
Operating profit after impairment losses 2 HIRF{EIE K18 2 L L% 4,588 3,916
Net profit on sale of available-for-sale HEAHNESRMEEY
financial assets F i A 13 59 234
Net profit on sale of loans and receivables H! & & 2k K fE U BRI 2 35 K 3 1
Net profit on sale of subsidiaries/associates H &M EB A @l HBt& A 7] 2
SE S T 122 238
Net profit/(loss) on sale of fixed assets HEETEEEZ F Rt
(E518) 140 (6)
Valuation gains on investment properties E/(HIREWEZF| 2 404 426
Share of profits less losses of associates — E{L BN Bla FRUE 1B 435 341
Profit for the year before taxation FERNBRT AR 5,751 5,150
Income tax ke 14 (1,300 (847)
Profit for the year after taxation FE AR T 4,451 4,303
Attributable to: AR
Owners of the parent AEBEMKE 4,358 4,224
Non-controlling interests FEIEAR R 40 93 79
Profit after taxation MR 1800 ) 4,451 4,303
Earnings per share SR EF HK$ B % HK$ 5 #
Basic R 7 1.96 1.92
Diluted s 17 1.96 1.92

The notes on pages 126 to 255 form part of these accounts. Details of dividends
payable to equity shareholders of the Bank attributable to the profit for the year are set

out

in Note 16.

F126E255B 2B ARE L —25 - BHE
FENEFEMN FATTREREZFBEFHN
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FEEZElER

For the year ended 31st December, 2011  EZ2011E 128531 HIFFE
2011 2010
Notes fizt HKS Mn B8 EE T HKS$ Mn BB EE T
Net Profit JF 4 Al 4,451 4,303
Other comprehensive income for TN E At 2 UEs (AEBR TR
the year (after taxation and DEFER)
reclassification adjustments):
Premises: T4k
— unrealised surplus on revaluation of - EHITHFTEER
premises REREHG 39(c) 16 40
— deferred taxes - RIEFIE 39(c) 3 )
— exchange differences -EHERE 39(c) (€)] 3
Available-for-sale investment revaluation 7] it H &% & M) B4 {#A
reserve:
— fair value changes recognised (from)/ - (#8), s ARE
to equity RN TEES 29(h) (326) 91
— fair value changes reclassified from/ -®BE (B RERL
(to) income statement: AN EESE :
— on impairment and amortisation — B R 39(h) 55 24
— on disposal - e 39h) 5 (200)
— deferred taxes — JRIEF A 39(h) 35 57
Share of changes in equity of associates  FE{GEAAS A Rl RO E E) 390) 7 36
Exchange differences on other reserves ~ HibfEERMEEMNELZE 390 82 50
Exchange differences on translation of:  R#frEE £ HIE {248
— accounts of overseas branches, - BINDTT - BRI R
subsidiaries and associates B A R RO BRIE 39() 452 769
Other comprehensive income HEfh2E R 326 868
Total comprehensive income 2 EWR B 47117 5171
Total comprehensive income E = RFE R FER
attributable to:
Owners of the parent AREBMEE 4,684 5,092
Non-controlling interests B Tl 40 93 79
4,777 5171

The notes on pages 126 to 255 form part of these accounts.

§126%2558 2 M BAKRIE 2 —&65 °
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
HEMBERAR

As at 31st December, 2011  2011412531H
2011 2010
Notes fifi# HK$ Mn B¥EE R HK$ Mn BEEET
ASSETS BE
Cash and balances with banks and BE RERITMEMES R
other financial institutions WA ETE 21 71,761 48,293
Placements with banks and ERIT R E M S mEELN
other financial institutions FR 22 62,057 58,197
Trade bills E5ER 23 36,823 18,548
Trading assets RHRMEEE 24 5,600 5,845
Financial assets designated at fair EE ARIBIEES A R
value through profit or loss NEEENEREE 25 16,663 16,192
Advances to customers and HPEERRHAMRE
other accounts 26 347,950 320,040
Available-for-sale financial assets AHHESREE 27 44,910 40,779
Held-to-maturity investments BEEIHEE 28 4,587 5,714
Investments in associates & A RIRE 30 3,820 3,573
Fixed assets BETEE » 12,639 12,414
— Investment properties -REME 2,940 2,574
— Other property and equipment - Efth ¥ R & 9,699 9,840
Goodwill and intangible assets HMEREREE 31 4,215 4,188
Deferred tax assets RETHIEE = 34(b) 377 410
Total Assets BERE 611,402 534,193
EQUITY AND LIABILITIES RS LB E
Deposits and balances of banks and HRITRE A & REIE TR
other financial institutions k=23 15,923 9,994
Deposits from customers BEEMR 467,354 419,833
Trading liabilities RHAEBE 35() 4,548 3,101
Certificates of deposit issued BBEITHERE 11,483 5,586
— At fair value through profit or loss - RABRARE AT EE 5272 2,754
— At amortised cost — B SEA AN 6,211 2,832
Current taxation AEAFR IR 34(3) 473 618
Debt securities issued (at amortised cost) B Z1T{EE B 5 (E A AN) 6,393 4,950
Deferred tax liabilities FEEFIBAGE 34() 461 214
Other accounts and provisions H{th BR T8 K XE 35(b) 35,982 28,561
Loan capital BEER 36 16,741 12,693
— At fair value through profit or loss - RRBERNREATEE 3,178 3,548
— At amortised cost - B SHAAR 13,563 9,145
Total Liabilities BERE 559,358 485,550
Share capital s 38 5,190 5,105
Reserves ] 39 42,426 39,138
Total equity attributable to owners of 5B N AN SR B IR R A AR
the parent 47,616 44,243
Non-controlling interests FEIERR A 40 4,428 4,400
Total Equity AR kR e Fa 52,044 48,643
Total Equity and Liabilities IR & B EREE 611,402 534,193

Approved and authorised for issue by the Board of Directors on 14th February, 2012.

Chairman and Chief Executive
Directors

David LI Kwok-po
Allan WONG Chi-yun

WONG Chung-hin
Winston LO Yau-lai

The notes on pages 126 to 255 form part of these accounts.

BEEN201292 A 14 R0 R IRER A -

FIERITEARE FEE
EBEF =i
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STATEMENT OF FINANCIAL POSITION
B %5 HK R =

As at 31st December, 2011 20114%12H531H

2011 2010
Restated &R
Notes ffz# HK$ Mn ¥ EE T HKS Mn BB EE T
ASSETS BE
Cash and balances with banks and Be RIERTNHEAM
other financial institutions CRRENES 21 22,570 17,808
Placements with banks and ERTRAME REEN
other financial institutions TR 22 33,370 39,974
Trade bills B5%R 23 35,876 17,491
Trading assets RHRBEE 24 4,159 4,19
Financial assets designated at fair value EE BB R
through profit or loss ATEENEHEE 25 16,453 16,192
Advances to customers and other accounts EPERRAMERE 26 203,593 191,063
Amounts due from subsidiaries MBARIRK 33 11,498 17,469
Available-for-sale financial assets AL ESREE 27 28,629 21,162
Held-to-maturity investments 23RS 28 2,880 3,766
Investments in subsidiaries HBARRE 29 13,754 13,719
Investments in associates BENAIRE 30 2,466 2,390
Fixed assets EEBE 2 6,878 6,691
- Investment properties -REWME 2,433 2,173
— Other property and equipment - ENETH 4,445 4,518
Goodwill and intangible assets BERENEE 31 1,460 1,460
Deferred tax assets EEHBEE 34(b) 153 208
Total Assets BELHE 383,739 353,589
EQUITY AND LIABILITIES REERRAE
Deposits and balances of banks and PAITREM S RIKIER
other finanial institutions RRRER 10,064 3,233
Deposits from customers TEGER 290,445 276,706
Trading liabilities RHRBEE 35(a) 3,827 2,432
Certificates of deposit issued BREIIEHE 13,683 7,786
~ At fair value through profit or loss - BRBEARBRATER 5,272 2,754
— At amortised cost - B A 8,411 5,032
Amounts due to subsidiaries R BRRIFUE 33 2,416 2,722
Current taxation AHHE 34(a) 297 441
Debt securities issued (at amortised cost) BRETEBES (BHEKE) 241 241
Deferred tax liabilities EEHERRE 34(b) 454 210
Other accounts and provisions HiBBRIE & 35(b) 6,221 8,343
Loan capital BEEX 3% 20,766 17,006
— At fair value through profit or loss - BRBRARBMATER 7,203 7,861
— At amortised cost - B 13,563 9,145
Total Liabilities =lrat 348,414 319,120
Share capital N 38 5,190 5,105
Reserves i 39 30,135 29,364
Total equity attributable to owners of the Bank GERA TR EREE 35,325 34,469
Total Equity and Liabilities BRRERLARERS 383,739 353,589
Approved and authorised for issue by the Board of Directors on 14th February, 2012. BEEGN201242 A 14 Btk RIFHERA -
Chairman and Chief Executive David LI Kwok-po FREHRITBARE ZE"E
Directors Allan WONG Chi-yun EF BEFR
WONG Chung-hin =HER
Winston LO Yau-lai ErE

The notes on pages 126 to 255 form part of these accounts. 12652558 M BARE 2 —&5 °



122 | The Bank of East Asia, Limited | Annual Report 2010

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
ReERERR

For the year ended 31st December, 2011 & Z2011F 12531 1L FE
Capital
reserve - Revaluation
staff share  Exchange Investment  reserve of Non-
Share Share  options revaluation revaluation bank Capital ~ General Other  Retained controlling Total
capital  premium issued reserve reserve  premises reserve reserve  reserves profits Total interests equity
BARE-
BRfEE  ERER REER  fHER
& RHEE ARE % i R EARE  -REE  HHEE  gmEd 8% FEREE RREE
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EMEER BMEER AWEEn BMEER AWEEr AMEER AMEER EMEER BMEER AWEEn BMBER AWEEn BMEER
At 1st January, 2011 5201151 A1
- As previously - AR
reported 5,105 9331 165 1,938 258 1,03 86 15453 2,083 8,841 44,283 4,400 48,643
-Redassfication - R EER
from general PEERH
reserve to B
share premium - 2181 - - - - - (2181) - - - - -
- As restated -E% 5,105 11512 165 1,938 258 1,083 86 132m 2,083 8,841 44,283 4,400 48,643
Changesinequity — BZEH
Profitfor theyear  ERAEFI - - - - - - - - - 4,358 4358 9% 4451
Other comprehensive £ 2 Fk%E
income - - - 452 (231) 16 - - 89 - 326 - 326
Total comprehensive 2z
income - - - 452 (231) 16 - - 89 4358 4,684 93 41m
Shares ssued inleu AR S Z{TEORAD
of dividend n 416 - - - - - M - - 934 - 934
Shares issued under  {RES AR:E
Staff Share KR
Option Schemes 8 85 - - - - - - - - 93 - 93
Equity settled W BER
share-based fExfizzs
transaction - - 20 - - - - - - - 20 - 2
Transfer gk - u (45) - - vl - 3 10 1) - - -
Dividends declared ~ ¥EATE %)
orapproved during  HEREIRE
the year - - - - - - - - - (2.358) (2.358) (61) (2419
Purchase of interests in 328
businesses from non-  FEZEA
controlling interests ~ &%
nvestors - - - - - - - - - - - 2 2
Exchange adjustments [E 3 % - - - - - - - - - - - (6) ()
At 31stDecember,  H2011412A318
2011 5190 12,037 140 2390 2 1,032 86 13,744 2,202 10,768 47,616 4428 52,044
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)
mefEm2EX(E)

For the year ended 31st December, 2010 & Z2010F 12531 HILFE

123

Capital
reserve - Revaluation
staffshare ~ Exchange  Investment  reserve of Non-
Share Share options ~ revaluation  revaluation bank Capital General Other ~ Retained controlling Total
capital  premium issued reserve reserve - premises reserve reserve TEServes profits Total interests equity
BAGRE-
BR7ER  EXERE REER  HLER
B RiHEE e 0 0 B AAER BER  AtER 20 a5 HREE  ERER
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
A¥RET A¥EEn ABRET AMAEn BMRET A¥EET AMEER A¥AST ANEST R¥EET AWAEn A%EER AWEER
At 1st January, 2010 2201061418
~ As previously - WERE
reported 4,623 4,526 170 1,169 286 982 86 14,866 1518 7,151 35317 4,358 39735
-Redassfication - —REAEER
from general AEERR
reserve to i
share premium - 1930 - - - - - (1,930) - - - - -
- As restated -Ef 4,623 6,456 170 1,169 286 982 86 12,936 1518 7,151 35317 4358 39735
Changesinequity ~ ExEH
Proftfortheyear AT - - - - - - = = B TRy V11 9 4303
Other comprehensive £ 12 EH%E
income - - - 769 (28) 4 - - 86 - 868 - 868
Total comprehensive 2 EWEEE
income = = = 769 (28) 4 = = 8 424 5,092 79 51
Shares issued in leu SRR EZTHRA
of dividend
- As previously B v
reported & 7 - - - - - 557 - - 557 - 557
-Redassfication - —TREREER
from general ARERH
resenve to #E
share premium - 251 - - - - - (251) - - - - -
- As restated -Ef 4 204 = = = o - 306 - - 557 - 557
Subscriptionof  EHR
new shares 418 4,695 - - - - - - - - 5113 - 5113
Sharesissued under i FES AREE
Staf Share EfHRMA
Option Schemes 17 130 - - - - - - - - 147 - 147
Equity settled R AER L
share-based %5
transaction - - 29 - - - - - - - 29 - 29
Transfer B - 7 (34) - - - - 30 439 (462) = = =
Dividends declared ~ FEADEf3;
orapproved during  #ZETRERE
the year - - - - - - = = = 20m) 20m) (56) (2,129
Sdleofinterests ~ HEFEERT
inbusnessesto  FERERREE
non-controlling
interests investors - - - - - - - - - - = 4 4
Exchange adjustments [E 5% ;8% = = = = = = = = = = = 15 15
At31st December, 120106124318
2010 (@srestated)  (E8) 5,105 1,512 165 1,938 258 1,023 86 13272 2,043 8,841 44243 4,400 48,643

The notes on pages 126 to 255 form part of these accounts.
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CONSOLIDATED CASH FLOW STATEMENT
FEBHERER

For the year ended 31st December, 2011  BZ20114F 12831 HILFE

2011 2010
Restated 2%
Notes s+ HKS Mn B¥EER HK$ Mn BB E ST
OPERATING ACTIVITIES REXBTEH
Profit for the year before taxation FER AR T 5751 5150
Adjustments for: FHE
Charge for impairment losses on B RBFRERKSH
loans and advances 12 75 285
Charge for impairment allowances on REHERE - Efﬁ”—ﬁtﬂ%
held-to-maturity investments, LRVEEMBLE A TR
available-for-sale financial assets and BB S 8
associates 60 23
Share of profits less losses of associates FEAL SN Bl AR Es 18 (435) (341)
Net profit on sale of available-for-sale HERHEESRMEE
financial assets bEpingl (59) (234)
Net profit on sale of subsidiaries and HEH B A A KB & AT
associates il (122) (238)
Net (profit)/loss on sale of fixed assets HEREEEEZFCHER),
E1E (140) 6
Interest expense on loan capital and BRTEEEAK
certificates of deposit FREF B 978 679
Depreciation on fixed assets BEEEETE 11,32 636 581
Write back of impairment loss on TTHER B B 2K B3
bank premises - )
Dividend income from available-for-sale At H&E & RIE ERR B UA
financial assets (89) (66)
Amortisation of intangible assets IR ERE 11 33 34
Amortisation of premium/discount on BRIEAEREEERY
certificates of deposit and w8 YT iy
loan capital issued 60 68
Revaluation losses on certificates of EREBTEAER
deposit and loan capital issued EETIEEEAREE m 6
Valuation gains on investment properties & &% & 1) 2 2 7| 2 (404) (426)
Equity-settled share-based payment LARS 1 AR e B
expenses 20 29
OPERATING PROFIT BEFORE CHANGES #E&ELE BRI &Z ER
IN WORKING CAPITAL 7,075 5,554
(Increase)/decrease in operating assets: (RSB (M) R
Cash and balances with banks with JRZAHRPR A 318 A LA £y
original maturity beyond three months IR REAIRITIFREY
feyea (10,076) (8,176)
Placements with banks and Fzﬁﬁﬂf‘ﬁf’jﬂlﬂ LALE’J
other financial institutions with 1T R H M-S BhrE
original maturity beyond three months ﬁm (28,624) 21,616
Trade bills EIER (18,285) (16,701)
Trading assets RGBABREE 245 (191)
Financial assets designated at ;»5@%3%3@%5%»&59&
fair value through profit or loss ANEEENSREE (47) (5,800)
Advances to customers EEEXR (24,992) (52,025)
Advances to banks and HRITREM S RS E K
other financial institutions 1,127 (642)
Held-to-maturity debt securities BEIHEBES 1,276 1,467
Available-for-sale financial assets AEHESRIEE 259 (7.112)
Other accounts and accrued interest E A BRIE K fE st F 2 (4,364) (7,809)
Increase/(decrease) in operating liabilities: & & & (&1 (5 )58 -
Deposits and balances of banks and $R1T R E At & RAEIE A7 3K
other financial institutions e 5,929 (1,671)
Deposits from customers BEER 47,521 79,030
Trading liabilities RHAERE 1,447 1,655
Other accounts and provisions HAhBRTE K 7,29 10,150
Exchange adjustments D 5, 3 & 619 685
NET CASH (OUTFLOW)/INFLOW FROM R&SEBERSGRY)
OPERATIONS MAEEE (14,018) 20,030
Income tax paid BB
Hong Kong profits tax paid BEREEREH (69) (39)
Overseas profits tax paid EAIEINEH (817) (524)

NET CASH (USED IN)/GENERATED FROM (FHEA)//E HEEEKETH 2
OPERATING ACTIVITIES (14,904) 19,467
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CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)

mEREeRER(E)
For the year ended 31st December, 2011  EZ2011E 128531 HIFFE
2011 2010
Restated 2%
Notes A+ HK$ Mn B¥EE R HKS Mn BB EE T
INVESTING ACTIVITIES BEEH
Dividends received from associates U HR Bt 8 A RIRR B 17 78
Dividends received from SR B] 44 S AR RE 5 R B
available-for-sale equity securities 89 66
Purchase of equity securities BARMNES (606) (937)
Proceeds from sale of equity securities SRR B AT RIE 988 433
Purchase of fixed assets BARTEEE 2 (577) (873)
Purchase of investment properties BEAREME ®) (16)
Proceeds from disposal of fixed assets & EE & EFTS R 519 56
Disposal/(purchase) of shareholding in HE (BABEARERE
associates 116 (513)
Purchase of subsidiaries BANBEAR 44(3) (75) (54)
Proceeds from sale of interest in HE—FRBARERE
a subsidiary FriSs0E 44(b) - 521
Sale of interests in business to HIE B S S T IR
non-controlling interests investors BaREE - 4
Purchase of interests in business from IS IR A HREA
non-controlling interests investors B EER 2 -
NET CASH GENERATED FROM/ BB/ (AR REZE 2
,,,,,, (USED IN) INVESTING ACTIVITIES ~ R®Re®&®E 55 (123
FINANCING ACTIVITIES BMEED
Ordinary dividends paid SR EERRE (1,157) (1,241)
Distribution to Hybrid Tier 1 issue KETRE—REATLER
holders BEA (328) (330)
Issue of ordinary share capital BAT L RARAR 38 93 147
Subscription for new shares R HT - 5113
Issue of certificates of deposit BT 19,380 4,111
Issue of debt securities BITEEES 6,148 411
Issue of loan capital BITEEAR 3,867 4,615
Redemption of certificates of fEE B BITF R
deposit issued (13,608) (1,409)
Redemption of debt securities issued fEE B BITEBES (4,929) -
Redemption of loan capital BREEITEEER (449) (4,290)
Interest paid on loan capital S AHEEBARF B (572) (435)
Interest paid on certificates of iﬁE%ﬁT?ﬁﬁf‘J/%\
deposit issued (129) (88)
Interest paid on debt securities issued SR BBEITERE SIS (162) =
NET CASH GENERATED FROM RERETHHSEHE
FINANCING ACTIVITIES 8,154 6,604
NET (DECREASE)/INCREASE IN CASH HRE&RZERLERFCR),
AND CASH EQUIVALENTS B (6,185) 24,836
CASH AND CASH EQUIVALENTS AT MMB1BZBEERERRSE
1ST JANUARY HH 44(c) 85,366 60,530
CASH AND CASH EQUIVALENTS AT R12A31AZRERZEFARS
31ST DECEMBER HH 44(c) 79,181 85,366
Cash flows from operating activities REKEEB DR S
included: MERE
Interest received FEUA 19,938 12,733
Interest paid B 9,718 5,162
Dividend received A% B U A 129 97

The notes on pages 126 to 255 form part of these accounts. £12622558 2 M BARE L —35
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NOTES ON THE ACCOUNTS
iR IR B &E

2.

(a)

(b)

. PRINCIPAL ACTIVITIES =E K

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:THE

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. Note 3 provides information on the changes in accounting policies resulting
from initial application of these developments to the extent that they are relevant
to the Group for the current and prior accounting periods reflected in these
accounts.

Basis of Preparation of the Accounts
The accounts for the year ended 31st December, 2011 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.

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.

FITREMBAR(AEEDNEEXBKARM
RITRAENSRBRE - UREE - CERIKRE
ERH -

(a) HEIECIEHA
KERETDRRELB M ASEMABER
EKEEM B REER) - HBECD BIEER]
ERECEEMBREEL) (FEEE
ADkRE  BEREANGHRURES
CRRMGEGDMARE - ARRBIFGA(EBH S
RHMERANRER EMRADEREORER
E o ARBERMBOTEGHABRBIIAT ©

TR LA A S ERMBORIIE REERTH
(BEEVBREER)  IRAFEREER
RITH R I E R AT IR PR - P
AE3PR A BRI AR R 5| BUE R BUR
HEHNER  MREERRABEEIKEES
B & REREAI R A ST HIMARIR -

(b) BRIBREUEAE
HE201F12 A3 HIEFEMRBBERSE
B R H RS QR 2 s o

BRATEERBBRRARFEEIIRN - &
RBERNRERKNERERE - BRHE
HIN TSR

- DRERSAE  BERBRBRENRBR
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NOTES ON THE ACCOUNTS (CONTINUED)

Details of judgements made by management in the application of HKFRSs that
have significant effect on the accounts and major sources of estimation uncertainty
are discussed in Note 50.

Basis of Consolidation

These consolidated accounts cover the consolidated position of the Bank and all
subsidiaries unless otherwise stated and the Group’s interest in associates. For
information required to be reported in accordance with the Banking (Disclosures)
Rules, the basis of consolidation is set out in the Notes (1) and (2) in the Unaudited
Supplementary Financial Information.

(i) Subsidiaries and Non-controlling 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.

An investment in a subsidiary is consolidated into the consolidated accounts
from the date that control commences until the date that control ceases.
Intra-group balances and transactions and any unrealised profits arising from
intra-group transactions are eliminated in full in preparing the consolidated
accounts. Unrealised losses resulting from intra-group transactions are
eliminated in the same way as unrealised gains but only to the extent that
there is no evidence of impairment.

Non-controlling interests (previously known as “minority interests”) represent
the equity in a subsidiary not attributable directly or indirectly to the company,
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 meets the
definition of a financial liability. For each business combination, the Group can
elect to measure any non-controlling interests either at fair value or at their
proportionate share of the subsidiary’s net identifiable assets.

Non-controlling interests are presented in the consolidated statement of
financial position and consolidated statement of changes in equity within
equity, separately from equity attributable to equity shareholders of the
Group. Non-controlling interests in the results of the Group are presented
on the face of the consolidated income statement and the consolidated
statement of comprehensive income as an allocation of the net profit and total
comprehensive income for the year between non-controlling interests and
equity shareholders of the Bank.

Changes in the Group’s interests in a subsidiary that do not result in a loss
of control are accounted for as equity transactions, whereby adjustments
are made to the amounts of controlling and non-controlling interests
within consolidated equity to reflect the change in relative interests, but no
adjustments are made to goodwill and no gain or loss is recognised.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinueD) EEEFHBUER )

(ii)

When the Group loses control of a subsidiary, it is accounted for as a disposal
of the entire interest in that subsidiary, with a resulting gain or loss being
recognised in profit or loss. Any interest retained in that former subsidiary
at the date when control is lost is recognised at fair vale and this amount is
regarded as the fair value on initial recognition of a financial asset (Note 2(f))
or, when appropriate, the cost on initial recognition of an investment in an
associate (Note 2(c)(ii)).

In the Bank’s statement of financial position, 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, adjusted for any
excess of the Group's share of the acquisition-date fair values of the associate’s
identifiable net assets over the cost of the investment (if any). Thereafter,
the investment is adjusted for the post acquisition change in the Group's
share of the associate’s net assets and any impairment loss relating to the
investment (Note 2(j) and 2(k)). Any acquisition-date excess over cost, the
Group's share of the post-acquisition, post-tax results of the associates and
any impairment losses for the year are recognised in the consolidated income
statement, whereas the Group's share of the post-acquisition post-tax items of
the associate’s other comprehensive income is recognised in the consolidated
statement of comprehensive income.

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.

When the Group ceases to have significant influence over an associate, it
is accounted for as a disposal of the entire interest in that associate, with a
resulting gain or loss being recognised in profit or loss. Any interest retained
in that former associate at the date when significant influence is lost is
recognised at fair value and this amount is regarded as the fair value on initial
recognition of a financial asset (Note 2(f)) or, when appropriate, the cost on
initial recognition of an investment in an associate.
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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 income statement.

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 income statement. Differences
arising on translation of available-for-sale equity instruments are recognised in
other comprehensive income and accumulated separately in equity.

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 other comprehensive
income and accumulated separately in equity in the exchange reserve. 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.

(e) Revenue Recognition

Revenue is measured at the fair value of the consideration received or receivable.
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 income statement 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 income statement on an accruals basis using the effective
interest method.

AR IR B 5 (48)

RITRRE WIS ERIGHE AR
KA o R R EIRE R PARAR B (7
RERR(HEE2(K) 58 -

(d) SNEEIRE

INER R 5 BHERFTE LB o A
BABUMENTEERAEREEANE
RRE R - EREZBEAG ARERA -

ARERATIEREAINE BB WIFEE T
BENABERRXSBNERFELEE - A
INERBENRRATEEIIRNIFEEIEE
ENBERETERATEBERNERFTH -

ERBEERARMRAFEERERITES
BIANELEZEOHBRERR S MEES
FREHETBERENRRAFEEKRE
FRE -HEtAREKHEERAGENER
ZRARKER ZINEEBRFIE TR
RFE AR B ER D ESMELENZRAR
Hitp 2 EUR AR - LERRERADF
Rat e

BINE 2 XERR S ARNERTER
B - BEREREAR - BFEN200541H
1B R A R U A N E TS T A AR A B P EE
ANEE  REERANEXRFELEY - E
AHERZRERERMEEKSENRER
YR REHERRES ZELFER - AR
200541 A1 B AR BINEFB M E AR & B
FREARR RIS NEE BMERFE -

AELESIEEMNEREEAEHER
FOFIMEEEE R RAHE L ZHE -

(e) MAFERR

WARBE RS ERERN R FEEETE - &
RASEM R A BE R T AN SR B R R AR S
(WER) BRI SRt B R - R ER AR
ABTIET ¢

BOBARAERZRIETBBEEARB
RFEES - AR ERITENFSRA
BREBARTTERRE R A AR £
FLSHLA

SH



130

The Bank of East Asia, Limited | Annual Report 2011

NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

2. SIGNIFICANT ACCOUNTING POLICIES (conTinueD) EEEFHBUER )

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

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

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

Rental income received under operating leases is recognised as other operating
income in equal instalments over the periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits to
be derived from the leased asset. Lease incentives granted are recognised in
the income statement 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.
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(f) Financial Instruments

@

(ii)

Initial recognition

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

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

The Group recognises financial assets and financial liabilities on the date it
becomes a party to the contractual provisions of the instrument. A regular way
purchase or sale of financial assets is recognised using trade date accounting.
From this date, any gains and losses arising from changes in fair value of the
financial assets or financial liabilities at fair value through profit or loss are
recorded.

Categorisation

Fair value through profit or loss

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

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

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.
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Financial assets and financial liabilities under this category are carried at fair
value. Changes in the fair value are included in the income statement 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 income statement.

Loans and receivables

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

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

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

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.
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Available-for-sale financial assets are carried at fair value. Unrealised gains
and losses arising from changes in the fair value are recognised in other
comprehensive income and accumulated separately in equity, except for
impairment losses and foreign exchange gains and losses on monetary items
such as debt securities which are recognised in the income statement.

Investments in equity securities that do not have a quoted market price in
an active market and whose fair value cannot be measured reliably, and
derivatives that are linked to and must be settled by delivery of such unquoted
equity securities are carried at cost less impairment losses, if any (Note 2(k)).

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 previously recognised
in other comprehensive income shall be reclassified from equity to the income
statement.

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 income statement on derecognition.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinueD) EEEFHBUER )

D)

m=

(v) Offsetting

(vi

=

Financial assets and financial liabilities are offset and the net amount is
reported in the statement of financial position 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 income statement.

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

(9) Hedging

@

(ii)

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 in
other comprehensive income and accumulated separately in equity in the
hedging reserve.

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 income statement.

The hedging instrument is measured at fair value, with fair value changes
recognised in the income statement. 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
income statement to offset the effect of the gain or loss on the hedging
instrument.

(h) Properties

0

Bank premises are stated in the statement of financial position 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 income
statement, 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
income statement, to the extent that a deficit on revaluation in respect of that
same asset had previously been charged to the income statement.

(v)

(vi)
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In preparing these accounts, advantage has been taken of the transitional
provisions set out in paragraph 80A of HKAS 16 “Property, Plant and
issued by the HKICPA, with the effect that bank premises have
not been revalued to fair value at the balance sheet date.

Equipment”

Investment properties are properties which are held either to earn rental
income or for capital appreciation or for both. Investment properties are
stated at fair value. Investment properties are valued annually by external
independent valuation companies, having an appropriate recognised
professional qualification and recent experience in the location and category
of property being valued. The fair values are based on market values, being
the estimated amount for which a property could be exchanged on the date
of valuation between a willing buyer and a willing seller in an arm’s length
transaction after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion. No allowance has been
made in the valuations for any charges, mortgages or amounts owing on the
properties nor any expenses or taxation which may be incurred in effecting a
sale.

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

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

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

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

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 income statement upon disposal.
Any surplus that is included in the bank premises revaluation reserve related to
the bank premises disposed is transferred to the general reserve.

(ii)

(iii)
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(i)

)

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.

(ii) Other fixed assets
Other fixed assets are stated in the statement of financial position at cost less
accumulated depreciation and impairment losses, 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

(i) the aggregate of the fair value of the consideration transferred, the amount of
any non-controlling interests in the acquiree and the fair value of the Group'’s
previously held equity interest in the acquiree; over

(i) the Group's interest in the net fair value of the acquiree’s identifiable assets
and liabilities measured as at the acquisition date.

When (ii) is greater than (i), then this excess is recognised immediately in profit or
loss as a gain on a bargain purchase.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill
arising on a business combination is allocated to each cash-generating unit, or
groups of cash generating units, that is expected to benefit from the synergies
of the combination 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 and the investment as a whole is tested for
impairment whenever there is objective evidence of impairment (Note 2(k)).

Any excess of the Group's interest in the net fair value of the 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 income
statement.

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.
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(k) 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 income statement.

@

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.
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(ii)

(iii

=

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
income statement. 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.

Loans and receivables with renegotiated terms are loans that have been
restructured due to deterioration in the borrower’s financial position and
where the Group has made concessions that it would not otherwise consider.
Renegotiated loans and receivables are subject to ongoing monitoring to
determine whether they remain impaired or past due.

Held-to-maturity investments

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

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

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the income
statement. 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 in the fair value reserve
is reclassified to the income statement. The amount of the cumulative loss that is
recognised in the income statement 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 income
statement.

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.

(ii)

(iii
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Impairment losses recognised in the income statement in respect of available-
for-sale equity securities are not reversed through the income statement. Any
subsequent increase in the fair value of such assets is recognised directly in
other comprehensive income.

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 income statement.

Other assets

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

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

— investments in subsidiaries and associates;

goodwill; and

intangible assets

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

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its fair value less costs to
sell 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 income statement 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.

(iv)
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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 income statement in the
year in which the reversals are recognised.

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 HKAS 34, 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,
available-for-sale equity securities and unquoted 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. Consequently, if
the fair value of an available-for-sale equity security increases in the remainder
of the annual period, or in any other period subsequently, the increase is
recognised in other comprehensive income and not the income statement.

(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)

Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
statement of financial position 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 statement of financial position 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).
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(iii) Operating lease charges

Where the Group has the use of assets under operating leases, payments made
under the leases are charged to the income statement 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 income
statement as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to the income statement in the accounting
period in which they are incurred.

(m) Repossession of Assets

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 income statement.

(n) 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 income statement except to the extent that
they relate to items recognized in other comprehensive income or directly
in equity, in which case the relevant amounts of tax are recognised in other
comprehensive income or directly in equity, respectively.

(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.

(i

=

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.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinueD) EEEFHBUER )

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.

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.

Where investment properties are carried at their fair value in accordance
with the accounting policy set out in Note 2(h)(ii), the amount of deferred
tax recognised is measured using the tax rates that would apply on sale of
those assets at their carrying value at the reporting date unless the property
is depreciable and is held within a business model whose objective is to
consume substantially all of the economic benefits embodied in the property
over time, rather than through sale. In all other cases, 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 reporting date. Deferred tax assets and
liabilities are not discounted.

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

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.
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AR TR B 5E (78

(iv) Current tax balances and deferred tax balances, and movements therein, are (iv) AEATRIEELRERIBER R EESH &
presented separately from each other and are not offset. Current tax assets are BEORIFIRMAGHEEEE - A7
offset against current tax liabilities, and deferred tax assets against deferred AEBREBAERNE AT IBEE
tax liabilities if the Bank or the Group has the legally enforceable right to set REBEEREE LTS REOER
off current tax assets against current tax liabilities and the following additional T THARBRRERBEEERBEE
conditions are met: i
— in the case of current tax assets and liabilities, the Bank or the Group - BMAHRBEERAEME - AT

intends either to settle on a net basis, or to realise the asset and settle the SN B 5T &S 4 F R o R R U
liability simultaneously; or EEEKERERE 3
— in the case of deferred tax assets and liabilities, if they relate to income - FENEENEEENAERR—
taxes levied by the same taxation authority on either: TS B T LA S BUR PR S B
EE
— the same taxable entity; or — RA—{AERRERS : 5k
— different taxable entities, which in each future period in which - TRMERTER  YRAE
significant amounts of deferred tax liabilities or assets are expected RIRHAME & A& S E B KR
to be settled or recovered, intend to realise the current tax assets EHMIBEEEXEE  ZEE&
and settle the current tax liabilities on a net basis or realise and settle BIAFRET AR ABARIBE
simultaneously. EREERATEEE - (A

R IR R (EE o

(o) Insurance Reserves and Provisions for Outstanding Claims (o) REBEES R RTREEE
Insurance reserves, except those attributable to long term business, represent the TERERPEBRS  RRESEFEAR
proportion of retained premiums written in the year relating to the period of risk BEEHERBNREES - A @ANRRZ
from 1st January in the following year to the subsequent date of expiry of policies BRTFE1IA1BZREINHARIL - ZR
which is carried forward as a provision for unearned premiums and calculated on a BREVIERRIREEBLIRGEFHE -
daily basis.
The insurance reserve for long term business is ascertained by actuarial valuation. REPEBORBRES BIZBHME -
Full provision is made for the estimated cost of claims notified but not settled AEECHRELAE R REBMEREN AR
at the balance sheet date and for the estimated cost of claims incurred but not EREERERNRE  EHBTHRAR
reported by that date, after deducting the amounts due from reinsurers. Provision o AR T R MER o Wo - ERIES
has also been made for the estimated cost of servicing claims notified but not HEBAERENORERD FEEERER
settled at the balance sheet date and to meet expenses on claims incurred but not REMSIBEETERIEL T RS -

reported at the balance sheet date.

These reserves and provisions are classified as other accounts and provisions. UL EE S REEHD B REMRIA R &R -

(p) Provisions and Contingent Liabilities (p) EBERIAAE
Provisions are recognised for liabilities of uncertain timing or amount when the EBBENRMASEIETE - BEAIERB
Group or the Bank has a legal or constructive obligation arising as a result of a past A BB AOE R RHETEE I 2 AR
event, and it is probable that an outflow of economic benefits will be required to mAEEE - WaEHIER S - WBE
settle the obligation and a reliable estimate can be made. Where the time value of BHARER - ELHNFHREBERY -
money is material, provisions are stated at the present value of the expenditures e RARMHEEEEI LNRETIRR -

expected to settle the obligation.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinueD) EEEFHBUER )

D)

M=

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

(q) Employee Benefits

@

(ii)

(iii

(iv

=

=

Salaries, bonuses and leave benefits

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

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

Performance-related bonus plan

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

Retirement benefits

Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident
Fund Exempted ORSO Scheme (“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 income statement 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;
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(b) an amount equivalent to the average closing price of the Bank’s shares as
stated in the Stock Exchange’s daily quotation sheets for the 5 business
days immediately preceding the date of grant of the relevant options; and

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

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 income statement with a corresponding
increase in a capital reserve within equity. The fair value is measured at the
grant date using the trinomial model, taking into account the terms and
conditions upon which the options were granted. Where the employees have
to meet vesting conditions before becoming unconditionally entitled to those
share options, the total estimated fair value of the share options is spread over
the vesting period, taking into account the probability that the options will
vest.

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

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

For the purposes of these accounts, a party is considered to be related to the TEARBURARIANS - BZR SR B BEE A 24K -
Group if:
(@) A person, or a close member of that person’s family, is related to the Group if (@) BAARZEAZFERREKE - %A

that person: AEATER TRAEAEE BRI -

(i) has control or joint control over the Group; () Al RIS
(i) has significant influence over the Group; or (iy BAEEBEAFE) : 5
(iii) is a member of the key management personnel of the Group or the (i) EAEENAEEHRANEE

Group's parent. BEBABZKE -
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinueD) EEEFHBUER )

(s)

(t)

(b) An entity is related to the Group if any of the following conditions applies:

(i) The entity and the Group are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the other entity (or an associate
or joint venture of a member of a Group of which the other entity is a
member).

(iii) Both entities are joint venture of the same third entity.

(iv) One entity is a joint venture of a third entity and the other entity is an
associate of the third entity.

(v) The entity is a post-employment benefit plan for the benefit of employees
of either the Group or an entity related to the Group.

(vi) The entity is controlled or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of
the entity).

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

Segment Reporting

Operating segments, and the amounts of each segment item reported in the
accounts, are identified from the financial information provided regularly to
the Group’s most senior executive management for the purposes of allocating
resources to, and assessing the performance of, the Group’s various lines of
business and geographical locations.

Individually material operating segments are not aggregated for financial reporting
purposes unless the segments have similar economic characteristics and are
similar in respect of the nature of products and services, the nature of production
processes, the type or class of customers, the methods used to distribute the
products or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be aggregated if they
share a majority of these criteria.

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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. CHANGES IN ACCOUNTING POLICIES &3t HE 285

The HKICPA has issued a number of amendments to HKFRSs and one new
interpretation that are first effective for the current accounting period of the Group
and the Bank. Of these, the following developments are relevant to the Group’s
accounts:

HKAS 24 (revised 2009), Related party disclosures

Improvements to HKFRSs (2010)
HK(FRIC) 19, Extinguishing financial liabilities with equity instruments
Amendments to HK(IFRIC) 14, HKAS 19 — The limit on a defined benefit asset,

minimum funding requirements and their interaction — Prepayments of a
minimum funding requirement

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

The amendments to HK(IFRIC) 14 have had no material impact on the Group’s
financial accounts as they were consistent with policies already adopted by the
Group. HK(IFRIC) 19 has not yet had a material impact on the Group’s accounts
as these changes will first be effective as and when the Group enters a relevant
transaction (for example, a debt for equity swap).

The impacts of other developments are discussed below:

HKAS 24 (revised 2009) revises the definition of a related party. As a result,
the Group has re-assessed the identification of related parties and concluded
that the revised definition does not have any material impact on the Group’s
related party disclosures in the current and previous period. HKAS 24 (revised
2009) also introduces modified disclosure requirements for government-
related entities. This does not impact the Group because the Group is not a
government-related entity.

Improvements to HKFRSs (2010) omnibus standard introduces a number of
amendments to the disclosure requirements in HKFRS 7, Financial instruments:
Disclosures. The disclosures about the Group's financial instruments in Notes
41 and 46 have been conformed to the amended disclosure requirements.
These amendments do not have any material impact on the classification,
recognition and measurements of the amounts recognised in the accounts in
the current and previous periods.

AR IR Fff 5 (48)
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4. INTEREST INCOME F|E WA

2011 2010
HKS Mn BEEEIT HKSMn BEEET

Listed securities classified as held-to-maturity DEAFZERES T HEEN

or available-for-sale EmES 388 381
Trading assets RGABEE

— listed -Em 27 22

— unlisted -3EEm 73 66
Interest rate swaps MEEBREL 3,327 1,382
Financial assets designated at fair value BE RBBIEENR AT EE

through profit or loss TREE

— listed -Em 473 431

— unlisted -3EEm 229 197
Loans, deposits with banks and financial BB ERE AR AT EETIR

institutions, trade bills, and other unlisted B « EIRITIE A & RIS

securities that are not at fair value through HiFER - ES5RE - REMIEL

profit or loss T RE 5 16,351 11,147
Total interest income B ALBEE 20,868 13,626
Included above is interest income accrued on impaired financial assets of HK$62 LA EBEEZE201MF12A31BIEFERES
million (2010: HK$74 million) which includes interest income on unwinding of L& A ) FE 5T FS08 #562,000,0007T (2010
discount on loan impairment losses of HK$17 million (2010: HK$21 million) (Note F : #%74,000,0007T) - HPBIERKER
26(b)) for the year ended 31st December, 2011. BB R K 2 FTHl 80 F B U A & #517,000,000

JC(20104F : %%£21,000,0007T) (Fi3E26(b)) °
5. INTEREST EXPENSE FIE X H

2011 2010
HKS Mn BEEHEIT HKSMn BEEET

Customer deposits, deposits of banks and
other financial institutions and certificates R SERANY BRI B P IFAR - R1T

of deposit issued which are stated at REM S MEENTR BT

amortised cost FREE 5,744 3,074
Debt securities issued BEITEEES 209 140
Subordinated notes carried at amortised cost RE SR AT BRA 1R (B 215 373 174
Interest rate swaps MERiFHE L 4,920 2,185
Financial instruments designated at fair value BEEABRBEURBMATEE

through profit or loss SRTHE 341 500
Other borrowings HAib R 18 10

Total interest expense B 4R 11,605 6,083
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6. FEE AND COMMISSION INCOME BREERMESUWA

Fee and commission income arises from the following services:

AR IR Fff 5 (48)

REA TEIRBH RS B MBS YA -

2011 2010
HK$ Mn BEEET HK$ Mn BEEET
Corporate services RS 979 856
Credit cards ER+ 793 674
Loans, overdrafts and guarantees B - B RER 502 463
Trade finance ZomE 409 252
Securities and brokerage EeEa S E T 385 456
Derivatives transactions PTET RZER 292 289
Other retail banking services E T ERITIRES 273 237
Trust and other fiduciary activities EREMEMRIBER 122 100
Others ) 350 322
Total fee and commission income AR5 & kAR A LT 4,105 3,649
of which: Hep:
Net fee income, other than amounts included — HIEFER FRERSEIETE A
in determining the effective interest rate, BBIES AR AFEE
arising from financial assets or financial PR SR EESK B EFT
liabilities that are not held for trading nor EEZEFREBRA
designated at fair value through profit (TEERETEAR
or loss MEZ¢HE) 3,066 2,808
Fee income BRAS B U 3,818 3,370
Fee expenses RSB H (752) (562)
7. NET TRADING LOSS X5 &8 FEE
2011 2010
HKS$ Mn B¥EET HKS Mn B BEET
Profit on dealing in foreign currencies GNEE B BRI 326 311
(Loss)/Profit on trading securities R RiEFES(ER)wH (290) 133
Net loss on derivatives PTETERFEE (193) (620)
Loss on other dealing activities HihBEZHEIR - (1)
Dividend income from listed trading securities 32 5 Fig i B4 MR S U A 40 31
Total net trading loss FR F B8R (117) (146)




150 ' The Bank of East Asia, Limited | Annual Report 2011

NOTES ON THE ACCOUNTS (CONTINUED)
RRTE B 5E (78

8. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH
PROFIT ORLOSS IEEARBEZUNMAFEEEM T AMNFERE

2011 2010
HKS Mn BEEHERT HKSMn BEEET

Revaluation loss on debts issued BHBEBITEBER (158) (140)
Net loss on sale of other financial assets REEAIE T AiRiBEE R

designated at fair value through profit or loss A (BESREENTEE (103) (35)
(Loss)/Profit on redemption of subordinated

notes issued EO&ESE(ER) B (4) 8
Revaluation (loss)/gain on other financial assets  E{HH A IEFE AiBiBIEE A K R

designated at fair value through profit AT EESHEEN

or loss (E518), /&7 (94) 430
Dividend income from financial assets

designated at fair value through profit EEARBIESARMATER

or loss EREEFAREKA 5 =
Total net result from financial instruments

designated at fair value through profit EEABRIBRURMATEE

or loss SRt THEAFRIRGETE (354) 263

9. NET HEDGING LOSS ¥ 4518 %4

2011 2010
HKS Mn BEFET HK$ Mn BEEET

Fair value hedges N EEE
— Net (loss)/gain on hedged items attributable — — AIE2/E R ENHHIA B 2~ $H/E
to the hedged risk BEERF (E518), /&7 (553) 134
- AfES R T ARFERT,

— Net gain/(loss) on hedging instruments (&548) 548 (139)
(5) (5)

10.0OTHER OPERATING INCOME EHfh&& U A
2011 2010

HKS Mn BEEHET HKSMn BEEET

Dividend income from available-for-sale

financial assets AEEESREEREWRA

— listed - k™ 36 35

— unlisted -JEEm 53 31
Rental from safe deposit boxes REBFAERSBA 80 78
Net revenue from insurance activities R ZEEFUA 199 221
Rental income on properties PERSIA 129 92
Others Hitb 89 72

Total other operating income E A E WA LB EE 586 529
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AR IR Fff 5 (48)

2011 2010
HKS$ Mn SB¥EEBT HKS Mn B BEET
Contributions to defined contribution plan* FRAERATB S HE 318 248
Equity-settled share-based payment expenses  LARZH AEBRIES NHER 21 29
Salaries and other staff costs e MEME TAA 4,045 3,338
Total staff costs B IR ARE 4,384 3,615
Premises and equipment expenses excluding
depreciation TRETENDERLELH
— Rental of premises - ERS 549 492
— Maintenance, repairs and others - RE - B RHEM 549 488
Total premises and equipment expenses TEETENYEREHZ T
excluding depreciation Fak) 1,098 980
Depreciation on fixed assets (Note 32) BEEEETE(KiE32) 636 581
Amortisation of intangible assets (Note 31(b)) &R Ek (H17231(b)) 33 34
Other operating expenses Hhg e
— Stamp duty, overseas and PRC** business — ENTERE - BN E AR
taxes, and value added taxes BT - RIEER 491 346
— Communications, stationery and printing — 3@ XA RENR 299 286
— Advertising expenses -EEE 252 311
— Legal and professional fees - FEREERBE 251 219
— Business promotions and business travel — HETEHERE N S RS IR 158 148
— Card related expenses -BRAGEARZE 69 113
— Insurance expenses - RBE 35 43
— Audit fee 3 Gk 15 11
— Administration expenses of corporate
services - DERBHITHE 14
— Membership fees -=8%8 12 10
— Bank charges - RITE 1
— Donations - B 8 8
— Bank licence - RITHERE 4
— Others - Hfth 222 179
Total other operating expenses Htbhasgz e 1,841 1,694
Total operating expenses*** KL ST R x 7,992 6,904

*  Forfeited contributions totalling HK$18 million (2010: HK$9 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 (2010: Nil).

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

*** Included in operating expenses are direct operating expenses of HK$19 million (2010:
HK$20 million) in respect of investment properties which generated rental income during

the year.

* FRRU T R #18,000,0007T (2010
4 : &M59,000,0007T ) B # FH1ER L 2K % H]
BB o ROGE K I # (T (] 38 8 AT AR FE AL
EAG A Z 50 (20104 - 47) -

o FRENKE T HEOZEHE K EHKRE
YMEERSIENKESTH 2 HABEK
19,000,0007T (20104 : #&#20,000,0007T) °



152 | The Bank of East Asia, Limited | Annual Report 2011

NOTES ON THE ACCOUNTS (CONTINUED)
RRTE B 5E (78

12.IMPAIRMENT LOSSES ON LOANS AND ADVANCES BX R EBFREIE X

2011 2010
HKS Mn BEEEIT HKSMn BEEET

Net charge for impairment losses on loans and
ERRBFORERR I FER

advances

Individual impairment loss EIVREEEES

- new provisions - FTEE 247 463

— releases — Bl (125) (206)

— recoveries - = (74) (51)

48 206
Collective impairment loss BEURERL

— new provisions (Note 26(b)) - SR E (Aat26(b)) 27 79

Net charge to income statement PR ES R X S 75 285

13.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS HERHHELHEE
ZFEA
2011 2010
HKS$ Mn B EET HK$ Mn B¥EaET

Net revaluation (loss)/gain transferred from HEEEENEGHRFEE SFE

reserves (Note 39(h)) (K15£39(h)) (5) 200
Profit arising in current year FENELRE 64 34

59 234
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14.INCOME TAX FrE#i

(a) Taxation in the consolidated income statement represents:

AR IR Fff 5 (48)

(a) FEWBERAKIBIRLE

2011 2010
HK$ Mn BEEHET HKS Mn BEEET
Current tax — Hong Kong (Note 34(a)) NEARRIB-B A (M3t 34(a)
Tax for the year AREEFIE 250 359
(Write back of over-provision)/ (BEBFRNEE) FFE
Under-provision in respect of prior years BET R (122) 5
128 416
Current tax — outside Hong Kong AR EARRTE-E B LASI
Tax for the year NEERIE 744 589
Under-provision/(Write back of TFEERETR (BEBF
over-provision) in respect of prior years 9 o] 48 ) 111 (32)
855 557
Deferred tax (Note 34(b)) IEIERTIE (AT 7E34(b))
Origination and reversal of temporary
differences BRMEZRNES RER 317 (126)
1,300 847

The provision for Hong Kong profits tax is calculated at 16.5% (2010: 16.5%) of
the estimated assessable profits for the year.

Taxation for overseas branches and subsidiaries is charged at the appropriate
current rates of taxation ruling in the relevant countries.

E BN ISBBFR A A R RO PR T =
16.5% (20104 : 16.5%)5t& ©

BT R B AR B RITREL L RERR
RITHEFE o
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14.INCOME TAX (CONTINUED) FF{E%%4)

(b) Reconciliation between tax expense and accounting profit at (b) 18 X H B & 5H 5 MIRE AR Rt
applicable tax rates: ERIEMEER ¢
2011 2010
HKS Mn B EE HKS Mn B¥EET
Profit before tax B AT A 5,751 5,150
Notional tax on profit before tax, calculated
at the rates applicable to profits in the tax RIFABEERER 2 SR ERIR
jurisdictions concerned M ADR AT ERHZ BT R 1,168 939
Tax effect of non-deductible expenses AR R TE R & 317 304
Tax effect of non-taxable revenue BERBRARNTIBELE (305) (377)
Tax effect of tax losses not recognised RERNTIBNH AT E 15 9
Recognition of deferred tax assets on prior
year tax losses A FHEERRHELEHIBEE (4) (12)
(Write back of over-provision)/Under-provision (B &BFIEEE) 1 EERE
in respect of prior years T~E (11) 25
Others A 120 (41)
Actual tax expense BERBEZ S 1,300 847
15.PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT AJEERZA&EE R R %R
The consolidated profit attributable to owners of the parent includes a profit of ABEBNASERRESHMEEEFAK
HK$ 1,881 million (2010 (restated): HK$ 1,939 million) which has been dealt with in 1T BRIB R AY & F) 785 5 1,881,000,0007T (2010
the accounts of the Bank. F (&) : #11,939,000,0007T) °
Reconciliation of the above amount to the Bank’s profit for the year RTEERRMNE B &R B
2011 2010

HKS$ Mn B¥EET HKS Mn B¥BEET

Amount of consolidated profit attributable
to equity holders dealt with in the Bank’s ERFARITRRIEZ A BN E R

accounts A& SR &R & m 1,881 1,588
Final dividends from subsidiaries and associates

attributable to the profits of the previous REEFEHB A 7 MBS DTS

financial year and general reserves, approved MR —REHE RS - Wi

and paid during the year FEAZERIKE 93 14

Bank's profit for the year ARITEE REF 1,974 1,953
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E IE M-J A-I ( lua
16.DIVIDENDS &
(a) Dividends attributable to the year (a) EEBEREERE
2011 2010
HKS Mn B BB HKS Mn B¥EET
Interim dividend declared and paid of HK$0.43 2 & k3 & M HIAL B T
per share on 2,059 million shares (2010: 2,059,000,000% &A% 5% 0.43
HK$0.38 per share on 2,034 million shares) JC(20104F : 2,034,000,0000%
(Note 39())) TARER0.3870) (K75£39()) 885 772
Final dividend paid in respect of the previous
financial year on shares issued under the ESEHE “HEA ?§&$ﬁ%§?ﬁ
share option schemes subsequent to the P ETE L BRIRER
balance sheet date and before the close of FHEIEE TR B L FE R
the Register of Members of the Bank, of B H50.56 TR R BAR 2
HK$0.56 per share (2010: HK$0.48 per share) (20104 : HA%#E#0.487T) 1 2
Final dividend proposed after the balance sheet £ 455 B #3143 K HARG &,
date of HK$0.56 per share on 2,042 million 2,042,000,0008% & J& 75
shares 0.567T - 1,144
Second interim dividend in lieu of the final REKRHREZFE R HRE
dividend of HK$0.51 per share on 2,076 ¥2,076,000,0000% &% 7 #
million shares 0.517T 1,059 -
1,945 1,918

The second interim dividend in lieu of the final dividend and the final dividend
proposed after the balance sheet date have not been recognised as a liability at the
balance sheet date.

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

REEAMEERERERAREZE =R
TR BN RS EEE R RERRE

& o

(b) REERERX B LFERE

2011 2010
HK$ Mn B¥EERT HKSMnBERET

Final dividend in respect of the previous REFZERSZAF
financial year, approved and paid during the 2,042,000,000f% & f& A1
year, of HK$0.56 per share on 2,042 million 0.567TH) R ARERE
shares (2010: HK$0.48 per share on 2,016 (20104 : 2,016,000,0000%
million shares) FHAB¥0.487T) 1,144 968
(c) Distribution to holders of Hybrid Tier 1 capital instruments (0 KBEFRE—MEATAFEA
2011 2010
HKS$ Mn B#¥EEBT HKS Mn B BEET
Interest payable on the Hybrid Tier 1 capital BT RE—REATA
instruments, the details of which are BHEANFE  FEEE
disclosed in Note 36 and Note 39()) WuI36&Wui39 VA FE 328 330
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17.EARNINGS PER SHARE &R Z F|

(a) Basic earnings per share
The calculation of basic earnings per share is based on earnings of HK$4,030
million (2010: HK$3,894 million) after the distribution of HK$328 million (2010:
HK$330million) to Hybrid Tier 1 issue holders and on the weighted average of
2,059 million (2010: 2,024 million) ordinary shares outstanding during the year,
calculated as follows:

Weighted average number of ordinary shares

(a) BRERZR
BREABANDEBRERE FRE —
®AEXRTIEAFHE AB 328000000 5T
(2010 4 : 7 # 330,000,000 7t ) #% 2 %
) 7 ¥ 4,030,000,000 T ( 2010 4F @ # #
3,894,000,0007T) R FEANE BT L BRG
&) 0 # F 5 82 2,059,000,000 f% (2010 £ :
2,024,000,0008%) * 5T EZHEMT ¢

E AR B I P 8L

2011 2010

Number of Shares Number of Shares

RHEE ahE 2G|

million B& million B8

Issued ordinary shares at 1st January MTATEREETERR 2,042 1,849
Effect of share options exercised and shares BT R K LA BRAR B 31T

issued in lieu of dividends MRH R 17 175

Weighted average number of ordinary shares 712 431 B &% 890
at 31st December 98 2,059 2,024
(b) Diluted earnings per share (b) EREERR

The calculation of diluted earnings per share is based on earnings of HK$4,030
million (2010: HK$3,894 million) after the distribution of HK$328 million (2010:
HK$330 million) to Hybrid Tier 1 issue holders and on 2,060 million (2010: 2,026
million) ordinary shares, being the weighted average number of ordinary shares
outstanding during the year, adjusted for the effects of all dilutive potential shares.

Weighted average number of ordinary shares (diluted)

EREBEFANDEREBEDRETRS —
®AENTITAF A AB ¥ 328,000,000 7T
(2010 & : 7 # 330,000,000 7t ) % 2 %
F 7% % 4,030,000,000 7t (2010 F : 7 ¥
3,894,000,0007T) R Bt FTA A EEEHE
RENTBRELAZESENTBRO D
N # F 5 28 2,060,000,000 % (2010 & :

2,026,000,000% )55 °

ERR O INE TS ()

2011 2010
Number of Shares Number of Shares
RHEE iahE 2 e
million B& million B8
Weighted average number of ordinary shares 712431 B &% {7 8 04
at 31st December T8 2,059 2,024
Effect of deemed issue of ordinary shares under
the Bank’s share option schemes for R IZ R FE T BB TETAT
nil consideration BERNERRG 28 1 2
Weighted average number of ordinary shares 712 3318 i 75 8 04
(diluted) at 31st December g (E5E) 2,060 2,026
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Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong

RBEEBCRRRBIDE 16 HEMRE L HEED

Companies Ordinance is as follows: ST
Salaries,
allowances Retirement
Directors’ and benefits Discretionary Share scheme 2011
fees in kind bonuses options contributions Total
e R
He REMKE BB RBE  RAGHEIER g
HKS$ Mn HKS Mn HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn
BYEET E¥EET A%EEnR  BYBEER BEEET BY¥EET
Chairman and Chief Executive ~FER{THAR
Dr. the Hon. Sir David LI Kwok-po  ZHE &+ 0.4 9.0 15.0 7.0 0.8 32.2
Non-executive Directors FHITES
Prof. Arthur LI Kwok-cheung FESHE 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing FRELE 0.3 - - - - 0.3
Tan Sri Dr. KHOO Kay-peng FHE BB AERE £ 0.2 - - - - 0.2
Mr. Richard LI Tzar-kai FEELE 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen FRERE 03 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZEI{t 454 0.2 - - - - 0.2
Dr. Isidro FAINE CASAS EEEEL 03 - - - - 03
Independent Non-executive
Directors BYkHTES
Dr. Allan WONG Chi-yun BEFMEL 0.4 - - - - 0.4
Mr. WONG Chung-hin EgEEE 0.3 - - - - 0.3
Dr. LEE Shau-kee FkEEL 0.3 - - - - 0.3
Mr. Winston LO Yau-lai BRELE 0.4 - - - _ 0.4
Dr. Thomas KWOK Ping-kwong ~ S0/E/IiE+ 0.3 - - - - 0.3
Mr. Kenneth LO Chin-ming ERIRRA LA 0.3 - - - - 0.3
Mr. William DOO Wai-hoi HEEEE 03 - - - - 03
Mr. KUOK Khoon-ean PHLBEE 03 - - - - 03
Mr. Valiant CHEUNG Kin-piu REELE 0.5 - - - - 0.5
5.2 9.0 15.0 7.0 0.8 37.0
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18.DIRECTORS’ REMUNERATION (conTiNuED) =B € (o)

Salaries,
allowances Retirement
Directors’  and benefits  Discretionary Share scheme 2010
fees in kind bonuses options  contributions Total
e 2H
we  REWE BT RIRE RGBS 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BERET ENEST  A¥BEr  A%EERT  B¥AER BRAER

Chairman and Chief Executive ~FERTHESR

Dr. the Hon. Sir David Ll Kwok-po  ZHE S+ 06 8.6 1.1 9.2 07 30.2
Non-executive Directors FHITES

Prof. Arthur LI Kwok-cheung TREHR 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing FRELSE 03 - - - - 03
Dr. William MONG Man-wai SRERT 0.1 - - - - 0.1
Tan Sri Dr. KHOO Kay-peng PR ERE L 02 - - - - 02
Mr. Richard LI Tzar-kai FRELE 02 - - - - 02
Mr. Eric LI Fook-chuen FRE%E 03 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZEf5%4 0.2 - - - - 0.2
Dr. Isidro FAINE CASAS BEEEL 03 - - - - 03

Independent Non-executive

Directors BYFHTES
Dr. Allan WONG Chi-yun HEFMET 04 - - - - 0.4
Mr. WONG Chung-hin BEBLLE 0.3 = = = = 03
Dr. LEE Shau-kee FREEL 03 - - - - 03
Mr. Winston LO Yau-lai BRERE 04 - = = = 04
Dr. Thomas KWOK Ping-kwong ~ S0/@/I1E+ 0.3 = = = = 03
Mr. Kenneth LO Chin-ming ERSBRR A4 03 = = = = 03
Mr. William DOO Wai-hoi HElExE 03 - - - - 03
Mr. KUOK Khoon-ean BHERE 03 - - - - 03
Mr. Valiant CHEUNG Kin-piu REBEEE 04 - - - - 0.4
54 8.6 1.1 9.2 0.7 35.0
Included in the above remuneration were share options granted to Executive LHilBe eERTESREATHIES AR
Directors under the Bank's Staff Share Option Schemes. The details of these FTEIER TR - BRALSEYRENGF
benefits in kind are disclosed under the paragraph “Information on Share Options” BHNESEREENRREER | RRE

in the Report of the Directors and Note 37. MEE37 1A ©
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19.FIVE TOP-PAID EMPLOYEES 5&FEMESNES

BRIEMIEE ()

2011 2010

HK$ Mn HK$ Mn

BEEHET BEEET

Salaries and other emoluments e hEMME 23 21
Performance-related bonuses FIRAEENIEAL 28 20
Share options R AE 16 21
Pension contributions RIS 2 2
69 64

The remuneration of the five top-paid employees is within the following bands:

EFHRENEENSEEERNT -

2011 2010
Number of Number of
employees employees
EEAH EE AR

HK$E #
8,500,001 — 9,000,000 - 4
9,000,001 - 9,500,000 4 -
30,000,001 - 30,500,000 - 1
32,000,001 - 32,500,000 1 -

Included in the emoluments of the five top-paid employees were the emoluments
of 1 (2010: 1) Director. Their respective directors’ emoluments have been included
in Note 18 above.

20.SEGMENT REPORTING £ Z#H &

The Group manages its businesses by divisions, which are organised by a mixture
of both business lines and geography. In a manner consistent with the way in
which information is reported internally to the Group’s most senior management
for the purposes of resource allocation and performance assessment, the Group
has presented the following eight reportable segments. No operating segments
have been aggregated to form the following reportable segments.

(a) Business segments
The Group has identified the following eight reportable segments.

Personal banking, which includes branch operations, personal internet banking,

consumer finance, property loans and credit card business in Hong Kong.

Corporate banking, which includes corporate lending and loan syndication, asset
based lending, commercial lending and securities lending in Hong Kong.

SEF &= EEE R RIE1M(2010F 1 147)
E= - I HHE 2ER D18 o

AEERDEERHER - MOKRABES
R @IBA K o £ B E A5 TR EL A 5 1E
BT AEENGEREREEAERSERE
EEE“?’T?EW?‘UEE—@IE’J o AEEHIFHIA TN
B ER DB - HED AW ARBIEEATH
A ERD IR

(a) EEDEP

AEEEHBATN\EATERS L -

BEARITREBEEEBZDITEE - AASET
MERTT HBERN  RBERREARE
% o

ﬁ%%ﬁﬁ REBBZCXBERREE
CEERE  BEERNIEFEBER
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20.

(a)

SEGMENT REPORTING (CONTINUED) 70 BB &5 ()

Business segments (continued)
Treasury markets, which include treasury operations and securities dealing in Hong
Kong.

Wealth management, which includes private banking business and related assets
in Hong Kong.

Financial institutions, which includes trade financing activities with correspondent
banks in Hong Kong.

China operations include the back office unit for China operations in Hong Kong,
all branches and subsidiaries in China, except those subsidiaries carrying out
corporate services, data processing and other back office operations and associates
operated in China.

Overseas operations include the back office unit for overseas banking operations in
Hong Kong, overseas branches and subsidiaries, except those subsidiaries carrying
out corporate services and associates operated in overseas.

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

Other businesses include insurance business, property-related business, supporting
units of Hong Kong operations, investment properties, bank premises, the net
results of associates and other subsidiaries in Hong Kong.

For the purposes of assessing segment performance and allocating resources
between segments, the Group’s senior executive management monitors the
results, assets and liabilities attributable to each reportable segment on the
following bases:

Segment assets include all tangible assets, intangible assets and financial assets
with the exception of interests in associates, deferred tax assets and other
corporate assets. Segment liabilities include deposits, financial liabilities and other
liabilities attributable to the individual segments.

Revenue and expenses are allocated to the reportable segments with reference
to interest and fee and commission income generated by those segments and
the expenses incurred by those segments or which otherwise arise from the
depreciation or amortisation of assets attributable to those segments. Segment
revenue and expenses do not include the Group’s share of revenue and expenses
arising from the activities of the Group’s associates. Other than reporting inter-
segment income, assistance provided by one segment to another, including sharing
of assets, is not measured.

In addition to receiving segment information concerning profit before taxation,
management is provided with segment information concerning revenue
(including inter segment lending), interest expense, depreciation, amortisation
and impairment losses and additions to non-current segment assets used by the
segments in their operations.

(a) EXD B

MEMSERETE IV EEER

BHEE -

HEEERERHETETEZILARITESR
MIEHEE -

ERBERELRAXANRITRETES
BMEHEY -

mm%%@%&%ﬁﬁﬁ*n%%m&%%
fr  ERENHTRMBAT - BTEEE
B LR - éﬂﬁ@&ﬁ@é%ﬁ
B2 IHBAT SRR R BT

W%%@?ﬁﬁ%fﬁﬁﬁ%ﬂ@%i&m&ﬁﬁ
iz~ BINDITRHIBAR - BETEIEEEI
KECERG 2 HBR T AR IEBIME &

o) =N

CERBEEARNWERY - BREEBLEE
EIRYS - MBEFEERIEFER o

HZERBERBEY - S EFHOER
BREBZRYEN RAEME - ﬁth - B
ERBENFRAREMETLEZMBEAF -

EFEOBRARSED HEMOERE - &
BENRRTREEBREBATEREIETR
BRE-—AEEROMZEE - BERERE

DHMEERREMBENVEE - BVEAERS
BAE(BERRZEERIN) B Lﬁlﬁﬁ
EREMEXEE - HHMABBEEEFX
BEERATRERERN D HNEBEE

AR HREEA BMELENMNERER
MEBEBA - RAEBY BB HEA
BEREMSMELZITEXEHRIET
AERDE - 2 ERALT KN EIEEE
ZHE N R EEB TEE S ERE 2 WA R
X o BOER S BEAMAN - B—oEBLR
HEWBTFE -8 BEAFTEE @ LR

HER -
BREWREBRAENO D BERS - BED
BURA(BESEEZER) - FESXH - 3

% BHEIORERAMBERTHMLEELIE
PO REENEESERNTRETEEE -
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AR IR B 5 (48)

201
Hong Kong banking operations
BERTER
Total Inter-
Personal Corporate  Treasury ~ Wealth  Financial China  Overseas Corporate | reportable segment
banking  banking  markets management Institutions operations operations  services | segments |  Others elimination Total
TER A
BARST 0B  HEDE HEEE  SREE  TEEE  ERER  OERE | oeE At R5EH ]
HKSMn  HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn | HKSMn | HKSMn  HKSMn  HKSMn
EYEET EWEAn BMEEn EMESn EMEEn BMEEn BMEEn BMEEn BYEEn BMEEn BYEER BYEER
Net interest incomel(expense)  2FIEMA /(12 1,762 2,024 (187) 279 m 4921 833 3 9,146 17 - 9,263
Non-nterest income/(expense)  FEFIEMA /(12 603 49 (704) 276 17 82 303 981 2,12 1,057 (327) 3452
Operating incomellexpense)  SF&URA /(Sit) 2,365 2,453 (1,491) 555 123 5743 1,136 984 11,868 1174 (327) 12,715
Operating expenses e (1321) (165) (119) (13) (1) (3.2%9) (587) (664) | (6319) | (2,000) w (199)
Operating profitlloss) before ~ KHBBIER%Z
impairment losses EEER /(BB 1,044 2,288 (1,610) 402 m 2,445 549 320 5,549 (826) - 413
Impairment losses on loans and - 3 RAFREMEE
advances and other accounts  E)FEBA T (63) 34 4 15 - (161) 113 U] (65) (10) - (75
Impairment losses on avalable- It HESREER
forsale financial assets and ~~ BZ3HEE
associates HEEX - - - - - - (M) - (1) (49 - (60)
Operating profitlloss) after 2 HRBERKEZ
impairment losses mEH/ (B8 91 232 (1,606) 4 " 2284 651 E]K] 5473 (885) - 4,588
ProfitLoss) onsale of fired ~ \HEEFARE « Ak
assets, avalable-for-sale HESHEE  BR
finandial assets,loansand ~ FIEMEERKE
receivable and subsidiaries’  2F/BEATZ
assodiates &/ (B8) 1 - 39 - - 1m 3 %) 153 49 - 202
Profiton sale of associates  HEBENFZEF - - - - - - 15 - 15 107 - 12
Valuation gains on investment
properties BERENERT - - - - - 4 4 - 5 352 - 404
Share of profitsless losses of ~ FE(RES2 A AIETIA
associates B8 - - - - - - - - - 435 - 435
ProfitLoss) before taxation B ERATER / (E48) 982 2302 (1,567) 47 1M 2,444 673 311 5,693 58 - 5,751
Depreciation for the year FRiTE (68) (1) (5) @ (1) (325) (26) (19 (447) (189) - (636)
Seqment assets PHEE 47797 124066 113204 19133 12345 28152 58935 2881 | 656513 | 22954 (71885 607,582
Investments in associates BEDARE - - - - - - - - - 3,820 - 3820
Total assets EERE 47,797 124066 113,204 19,133 12345 278,152 58,935 2,881 | 656,513 26,774 (71,885 611,402
Total liabilties BEEE 245,021 1,026 44,395 17,199 - 256450 50,175 762 | 615,034 1049  (66,172) 559,358
Capital expenditure incurred
during the year FENERHR 66 8 8 6 1 313 2 89 493 142 - 635
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20.SEGMENT REPORTING (CONTINUED) 3 B3R 45 (a)

2010 Restated E3
Hong Kong banking operations
BARER
Total Inter-
Personal ~ Corporate  Treasury ~ Wealth  Financial China ~ Overseas  Corporate | reportable segment
banking  banking  markets management Institutions  operations operations  semices | segments Others ~ elimination Total
ER AR
BART  0%5f7  HEWS  HEER  GREE  TERR  AREE  ORRE | S¥EE iy, RHHH &g
HKSMn  HKSMn HKSMn  HKSMn  HKSMn HKSMn  HKSMn  HKSMn | HKSMn | HKSMn  HKSMn  HKSMn
EERET AWAET AMAET A¥AET AWAET A¥ASn A¥Asn AYESn BNAEn AKAET AMESn AMEER
Net interest incomellexpense) — ZAISMA /(34 2011 1,129 276 192 Vi 3,462 716 2 7815 272) - 7543
Non-interest incomel(expense)  3ERIEMA /() 529 270 19 259 9 535 3 864 27 1,116 (250 3583
Operating income TN 2,540 1399 295 451 36 3997 943 866 10,532 844 (250) 11,126
Operating expenses mExi (138) (139) (108) (125) ) (2566 (508) (66) | (5362 | (1,79) B0 (6904)
Operating profitloss) before ~ AKABHEEX
impaiment losses Rt/ (B8 1,197 1,261 187 36 28 1431 440 300 5,170 (949) - am
Impairment losses on loans and - EF R RE
advances and other accounts  BERRERASH (25) (53) - 6) - (12) (184) @) (284) 0] = (285)
Impairment losses on avallble-  TRHESBEER
forsale financial assets and ~ HEFHRE L
associates HERE = = = = = = = = = 23) = 23)
Write back of impairment losses
on bank premises MbRER kTR - - - - - - - - - 2 - 2
Operating profitloss) after 2 IBERKE 2
impaiment losses fmegh/ (58) Mmoo 1208 187 0 B 1419 25 9% | 48% 970) - 3916
ProfitLoss) onsale of fixed ~ HEBETAE - A
assets, available-for-sale HEEREE  ER
financial assets, loans and REREERHE
recevable and subsidiaries/  AF/BEATZ
associates 57/ (58) ] (1) 145 - - 8 f 9 157 310 - 467
Valuation gains on investment
propertes BfiRENZEN = - - - - 2 2 - 4 0 - 46
Share of profitsless losses of ~ FE/REE A TFIA
associates B8 - - - - - - - - - 34 - 34
Profit before taxation BHanas 1,167 1,207 332 320 28 1429 259 305 5,047 103 - 5,150
Depreciation for the year ERHE (67) (1) ) 0] = (268) (30 (17 (389) (192) = (581)
Segment assets AEE 50433 107211 125,782 13,168 5493 220419 45,975 2,765 | 571,206 22,60 (62,848) 530,620
[nvestments in associates BENTRE - - - - - - - - - 3573 - 3573
Total assets BELR 50433 107,211 125,742 13,168 5493 220419 45,975 2,765 | 571,206 25,835 (62,848) 534,193
Totalliabilities BEEE 243,264 4,761 30,315 15,827 - 01609 37427 76 | 533929 9255 (57,634 485550
Capital expenditure incurred
during the year FENEAHR 68 2 6 4 2 553 29 29 693 254 = %7




(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.
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(b) @7 H

BHESBZANRREMNBARNIER
BRELE - IMATME -
REAREEARZDITHETIASS -

AZaERE

2011
People’s Inter-
Republicof  Other Asian segment
Hong Kong China Countries Others  elimination Consolidated
HE Hitr AHEz
&  ARHNE EMEIR Hity REEH RRAE
HKS$ Mn HKS Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn
B¥EET O EWEERR  A%EER B¥EER  EMBEER  E¥EER
The Group £
Operating income A 6,699 5,822 745 1,014 (1,565) 12,715
Profit before taxation BB AR 1,919 2,540 733 559 - 5,751
Total assets BELE 356,479 278,624 33,283 37,161 (94,145) 611,402
Total liabilities afEeE 318,237 256,498 28,665 29,256 (73,298) 559,358
Contingent liabilities and
commitments SARE B RIE 56,617 84,176 4,554 3,134 - 148,481
Capital expenditure
during the year FERNEAFRX 253 313 69 - - 635
2010
People’s Inter-
Republicof ~ Other Asian segment
Hong Kong China Countries Others elimination  Consolidated
HE Hith HEEZ
& AR#ANR BMER Ht R5HEH TAtEsE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET B¥EER  A¥EER  A%AEn  B¥eEr  A¥EER
The Group E3E ]
Operating income AN 6,573 4,054 577 906 (984) 11,126
Profit before taxation BREL AR FI 2,891 1,506 581 172 - 5,150
Total assets BELE 341,115 220,761 22,633 31,407 (81,723) 534,193
Total liabilities aEER 303,551 201,658 18,393 23,496 (61,548) 485,550
Contingent liabilities and
commitments SRR ERALE 56,882 52,544 3,875 4,577 - 117,878
Capital expenditure
during the year FENERHZ 352 553 14 28 - 947
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21.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 44(c))

RERERITMEM S BEBNET (HEE44(0))

The Group £
2011

2010

HKS Mn B EET HKS Mn BEEET

The Bank 17
2011 2010
HKS Mn B¥EET HKS Mn BEEEL

Cash in hand e 1,828 1,213 1,237 699
Balances with central banks TER RIRITRIETF 45,315 24,638 984 1,114

Balances with banks and other financial
institutions ERITHEMEBEENET 24,618 22,442 20,349 15,995
71,761 48,293 22,570 17,808

22.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 44(c))

TEERAT R Bt & B AR BV 7 X (P RE44(0))

The Group £8
2011

2010

HKS Mn B¥EET HKS Mn B EET

The Bank $17
2011 2010
HK$ Mn BEEET HKS Mn BEEET

Placements with banks and authorised

institutions ERITRAA € BEENTN 60,830 57,955 32,570 39,810
Placements with other financial
institutions EEMEBEENER 1,227 242 800 164
62,057 58,197 33,370 39,974
Maturing HHRERIR
— within one month - MEAA 18,440 49,548 13,603 37,232
— between one month and one year - 1A E1ER 43,617 8,649 19,767 2,742
62,057 58,197 33,370 39,974
23.TRADE BILLS E5EiE
The Group &8 The Bank 17
2011 2010 2011 2010
Restated E=R

HKS Mn B EET HKS Mn BEEETL

HKS Mn B¥EET HKS Mn BEEEL

Gross trade bills BHRBER 36,835 18,548 35,880 17,491
Less: individual impairment allowance & : BRI E%ER (12) = @) =
36,823 18,548 35,876 17,491




Movement of individual impairment allowances for 2011
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The Group £

2011

HKS Mn B®EERT HKS Mn B EETL

2011 F{ERBREE R E S

The Bank #17

2010 2011

2010

HK$ Mn B¥EERT HKS Mn BEEET

HK$ Mn B¥EET HKSMn BEEET

At 1st January MA1R - = - =
New provisions charged to g M 8540
income statement A 12 - 4 -
Net provisions released back to BT
income statement EEFE )] - )] =
Recoveries kS 2 = 2 -
At 31st December ®12A318 12 - 4 -
24. TRADING ASSETS X5 B EE
The Group £ The Bank 17
2011 2010 2011 2010

HK$ Mn B8 EET HKSMn BEEET

Debt securities (Note 44(c)) BBEH(Wit44(c) 1,317 2,411 715 1,295
Equity securities Ri7E % 1,051 1,502 1,051 1,502
Investment funds REES 17 194 17 193
Trading securities RHBRER 2,385 4,107 1,783 2,990
Positive fair values of derivatives TETANEATAE
(Note 43(b)) (Hit 43) 3,215 1,738 2,376 1,206
5,600 5,845 4,159 4,196
Issued by: BITHEE
Central governments and central banks ~ # R Er AN fL45 17 551 596 1 289
Public sector entities NERE 10 2 10 10
Banks and other financial institutions ~ R17 e E- At & B HE 374 1,066 374 855
Corporate entities rEER 1,433 2,229 1,371 1,643
Other entities Hiv &2 17 194 17 193
2,385 4,107 1,783 2,990
Analysed by place of listing: BEmiEA
Listed in Hong Kong EEELT 854 1,484 854 1,484
Listed outside Hong Kong EEBLIMER FH 717 1,071 717 1,071
1,571 2,555 1,571 2,555
Unlisted JFEm 814 1,552 212 435
2,385 4,107 1,783 2,990
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25.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EEREBRRURRATEENESHEE

The Group £ The Bank 81T
2011 2010 2011 2010
HK$ Mn B EET HKS Mn B%EEL HKS Mn B EET HKS Mn BB EET

Debt securities (Note 44(c)) BER(Wat44(c) 16,330 15,989 16,330 15,989
Equity securities RinEH 329 203 13 203
Investment funds RERS 4 = - =
16,663 16,192 16,453 16,192
Issued by: BITHE
Central governments and central banks  # R Er A d48 17 452 531 452 531
Public sector entities DEHRE - 175 - 175
Banks and other financial institutions 847 R ELft1 % Bk 8,036 8,032 8,020 8,032
Corporate entities hEER 8,171 7,454 7,981 7,454
Other entities HinEe 4 = - =
16,663 16,192 16,453 16,192
Analysed by place of listing: R ETtE DA
Listed in Hong Kong AEELT 3,689 3,695 3,618 3,695
Listed outside Hong Kong EEBIMEE EH 7,572 7,171 7,438 7,171
11,261 10,866 11,056 10,866
Unlisted EET 5,402 5,326 5,397 5,326

16,663 16,192 16,453 16,192
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26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS ZEF&& K EMARE

(a) Advances to customers and other accounts

(a) FFERRHABARIR

The Group £ The Bank 17
2011 2010 2011 2010
HKS Mn B EET HKS Mn BEEEL HKSMn B¥EERT HKS Mn BEEETL
(i) Advances to customers RFER 321,890 297,044 197,923 185,213
Less: Impairment allowances W OREERE
- Individual ~ {5 (205) (282) (130) (226)
- Collective - B (763) (819 (535) (654)
320,922 295,943 197,258 184,333
(i) Other accounts HAiERIE
Advances to banks and other
financial institutions * RITREM S BMREER 193 1,320 192 844
Less: Impairment allowances
~ Individual R EER- R (3) = (€)] -
190 1,320 189 844
Certificates of deposit held
(Note 44(c)) FBMERE (Mt 44(c) 39 39 39 39
Accrued interest FERTHIS, 3,136 2,206 1,790 1,294
Bankers acceptances RITAGES 18,381 14,583 219 253
Other accounts HipbRa 5,374 5,990 4,101 4,303
26,930 22,818 6,149 5,889
Less: Impairment allowances W OREEE
— Individual - &Rl (88) (38) (€] @)
- Collective - B (4) €) - =
26,838 22,777 6,146 5,886
347,950 320,040 203,593 191,063

*  The above advances to banks and other financial institutions include: * U ERITRAMEHEEE AR

BER B BEERR - RIEZBEASE
E SR FREKIERELFEENCBERLT
AR EEESFTHMAL - 201145
12A318 - BEBZEREAEETHESNE
ERNEMEE A FEBRBE(20106F
) o

Receivables from reverse repurchase agreements under which the Group obtains
securities on terms which permit it to re-pledge or resell securities to others in
the absence of default. At 31st December, 2011, the fair value of financial assets
accepted as collateral that the Group is permitted to sell or re-pledge under such
terms is Nil (2010: Nil).



168 = The Bank of East Asia, Limited | Annual Report 2011

NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTINUED) B FEE R K HA1BR1E @)

(b) 2011 FEF R HbBRTE 2B E%EMR

(b) Impairment allowances against advances and other accounts for

2011
The Group £8
Advances to customers Advances to banks Other accounts Total
EFEX BIAER SR E
Individual ~ Collective  Individual ~ Collective Individual ~ Collective Individual  Collective
BRI 2R sl R Al 2R {83l R
HKS Mn HK$ Mn HKS Mn HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn
AUEEL BYAET BMEER  BMEEn R%EEn  RMEER  BYRER  BYEER
At 1st January RA1H 282 819 - - 38 3 320 822
New provisions charged to income statement VRS HTER 1 2% 3 - 61 1 235 ]
Net provisions released back to income statement ~ BENEFHERTE (172) - - - 8 - (180) -
Amounts written off S (131) (87) - - 6] - (134) (87)
Recoveries @k 7 - - - - _ n _
Effect of discounting (Note 4) SESHNTE W) (1) - - - - - (17) -
Exchange adjustments A% - 5 - - - - - 5
At 315t December WM2A318 205 763 3 - 88 4 296 767
The Bank &7
Advances to customers Advances to banks Other accounts Total
EFEX BIAER SR ]
Individual ~ Collective Individual ~ Collective Individual ~ Collective Individual ~ Collective
Al 2R sl R Al 2R f8al R
HKS Mn HK$ Mn HKS Mn HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn
AUEEL BYAER BMEER  BMEEn R%EEn  RMEER  BYRER  BMEER
At 1t January WA1A 26 654 - - 3 - 29 654
New provisions charged to income statement W RIS HETER 78 - 3 - - - 81 -
Net provisions released back to income statement ~ BEINEFHERTE (129) (39) - - - - (129) (39)
Amounts written off B (95) (79) - - - - (%) (79)
Recoveries @k 60 - - - - _ 60 _
Effect of discounting REbipil7d (9 - - - - - (9 -
Bxchange adjustments ER AR (1) (1) - - - - () (1)
At 315t December WM2A318 130 535 3 - 3 - 136 535
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(b) Impairment allowances against advances and other accounts for

AR IR B 5 (48)

(b) 20105F EF K HALARE 2 BEERE

2010
The Group &8l
Advances to customers Other accounts Total
BEER Hn iR o]
Individual Collective Individual Collective Individual Collective
1@z B &) B (e B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREET A¥EET  A%EET  B%EEn  B%eEr  A¥EER
At 1st January ®1A1H 534 811 31 9 565 820
New provisions charged to
income statement IR NS SR HTER 451 86 12 @ 463 79
Net provisions released back to
income statement BT R EETE (235) = (1) = (236) =
Amounts written off ssE (507) (84) (6) = (513) (84)
Recoveries I [l 5E 51 - _ _ 51 _
Effect of discounting HERNNEE
(Note 4) (Hrit4) 21 = = = 21 =
Exchange adjustments B 5 A% 9 6 2 1 11 7
At 31st December ®12A318 282 819 38 3 320 822
The Bank 3217
Advances to customers Other accounts Total
BREH Hh8RIA Fiat
Individual Collective Individual Collective Individual Collective
{Ei) 2 3] B (e 2eE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEBEET AEEET BEEET BERET AEBET AEBEET
At st January ®1A1H 499 678 3 - 502 678
New provisions charged to W RN BEEE
income statement 378 49 - - 378 49
Net provisions released back to BB GERHEEFHE
income statement (207) - - - (207) -
Amounts written off 6z (481) (80) = = (481) (80)
Recoveries Gk 46 - _ _ 46 _
Effect of discounting HERNNYE (20) - - = (20) -
Exchange adjustments 0 5 A% " 7 - - 11 7
At 31st December ®12A318 226 654 3 - 229 654
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26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTINUED) B FEE R K HA1BR1E @)

(c) Advances to customers — by industry sectors (c) BEFEX-IRIT¥£0HE
The analysis of gross advances to customers and the percentage of secured RITEDENRF ERETERA R E RN
advances by industry sector is based on the categories and definitions used by the Ao RRBESSCRHEEBERNER
Hong Kong Monetary Authority. FEE °
2011 2010
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH HERERN
ER4E Bl ERaE AL
HK$ Mn % HK$ Mn %
BEEER BRX AEBEET ERES
The Group %8
Loans for use in Hong Kong EEEFERNER
Industrial, commercial and financial TEse
— Property development - MEER 10,946 69.03 10,245 60.04
— Property investment -MERA 41,747 89.63 40,697 92.44
— Financial concerns - embE 9,430 78.35 6,169 75.47
— Stockbrokers - RREL 422 85.95 453 84.53
— Wholesale and retail trade -HBETER 7,790 33.58 4,710 40.62
- Manufacturing - BlER 5,392 42.40 4,876 50.28
—Transport and transport equipment - 188 B &R & 4,642 76.38 4,461 77.56
— Recreational activities - REEEE 272 26.60 88 16.47
~ Information technology - EABHR 589 60.57 566 57.15
- Others - Hi 5,758 44.02 4,885 55.71
- Sub-total i\ 86,988 73.73 77,150 71.37
Individuals A
— Loans for the purchase of flats in
the Home Ownership Scheme, -BEIREEHEHZ] -
Private Sector Participation [AABEER:E| R
Scheme and Tenants Purchase [EEHETE T
Scheme RER 1,379 100.00 1,611 100.00
- Loans for the purchase of other
residential properties -BEEMEENENER 27,246 99.97 30,130 99.99
~ Credit card advances -ERATER 3,649 0.00 3,087 0.00
- Others - Hft 14,457 70.71 13,570 73.38
- Sub-total i\ 46,731 83.11 48,398 86.15
Total loans for use in Hong Kong EEEFERNERER 133,719 71.01 125,548 80.76
Trade finance BHmE 9,707 51.23 9,554 46.03
Loans for use outside Hong Kong* BB IMERRER 178,464 71.37 161,942 72.16
Total advances to customers REEDEE 321,890 73.10 297,044 74.95
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EBEBUIMEARE A AEU TEREAR
HRFEIEFRIE L
2011 2010
% of secured % of secured
Gross advances advances Gross advances advances
BERAERH HEREZH
EXEE Bol ERBE Aot
HKS$ Mn % HK$ Mn %
BYEER BO®E BEEET Bk
Property development MERE 26,038 50.83 24,732 52.19
Property investment MERE 23,123 92.69 22,722 89.55
Wholesale and retail trade HERTEZX 24,619 81.17 17,835 88.23
Manufacturing ghgs 11,352 61.57 9,731 51.77
Others Hih 52,71 68.02 47,628 73.16

137,843 70.73 122,648 72.46
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2011 2010
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH BEAERN
EXBE Ao B Aol
HKS$ Mn % HK$ Mn %
BYERET EPiES BEBET BAX
The Bank ®1T
Loans for use in Hong Kong ERRERNER
Industrial, commercial and financial TSR
— Property development - MERR 10,933 69.11 10,235 60.10
— Property investment -MERA 41,640 89.61 40,572 92.42
— Financial concerns -eEhE 9,429 78.35 6,168 75.48
— Stockbrokers - lRRaEL 422 85.95 452 84.53
- Wholesale and retail trade - HEETEX 7,701 32.82 4,652 39.88
- Manufacturing - BlER 5,341 41.85 4,831 49.82
— Transport and transport equipment - iB#EE#H R E 4,642 76.38 4,461 77.56
— Recreational activities - IREEE) 272 26.60 83 16.47
- Information technology - BRI 586 60.35 563 56.87
- Others - Hfp 5,327 39.48 4,212 48.63
- Sub-total -/t 86,293 73.54 76,234 77.12
Individuals A
- Loans for the purchase of flats in
the Home Ownership Scheme, -BE [EEHHE S -
Private Sector Participation [AA2REEE] Kk
Scheme and Tenants Purchase [fEBHEE BF
Scheme RER 1,379 100.00 1,611 100.00
- Loans for the purchase of other
residential properties - BEAMAEMENER 27,190 99.97 30,077 99.99
— Credit card advances -EATER 3,649 0.0 3,087 0.00
- Others - Efth 13,134 70.53 12,396 73.06
- Sub-total - gt 45,352 83.40 47171 86.37
Total loans for use in Hong Kong EEBERNER AR 131,645 76.94 123,405 80.65
Trade finance Zo5mE 5,352 39.07 7,798 38.22
Loans for use outside Hong Kong* TEARBAIME R E 60,926 53.96 54,010 53.59
Total advances to customers REER @ 197,923 68.84 185,213 70.98
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EBEBUIMEARESEIEUL TEFREAR
RAFEFHE o
2011 2010
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH HEAERN
EXBE Ao BT Aol
HKS$ Mn % HK$ Mn %
BYERET BDXE BEEET BAX
Property development MERRE 11,064 6.87 10,122 6.95
Property investment MERE 1,193 67.46 1,893 70.86
Wholesale and retail trade HERTEX 2,187 63.26 830 95.31
Manufacturing EOEES 2,889 51.72 1,893 52.64
Others Hith 3,748 15.73 3,080 8.42

21,081 23.87 17,818 2297
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26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTINUED) B FEE R K HA1BR1E @)

Individually impaired loans, as well as relevant information, in respect of industry ATHRTES B EEFPEREEA D 2T
sectors which constitute 10% or more of total advances to customers are as A EREFF - BERRENER « AR
follows: MEEERT -
The Group £8 The Bank 1T
2011 2010 2011 2010
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn
EREET BEEET BEEEL BERET
(i) Property development 0 MEER
a.  Individually impaired loans a. BEFFENER 274 528 264 487
b.  Individual impairment allowance b, EARIFEERE 39 58 29 48
¢ Collective impairment allowance ¢, BEFEEE 61 64 38 48
d. Provision charged to income d. REERSHEN
statement %f
- individual impairment loss - ERREEX 1 169 10 169
— collective impairment loss - BERERX 16 2 7 16
e. Written off e. HitA 7 14 5 112
(i) Property investment (i) YELE
a.  Individually impaired loans a. EERIRENER 388 441 181 209
b.  Individual impairment allowance b.  (ERIREEE 35 67 21 24
. Collective impairment allowance ¢ BEREEE 226 266 156 192
d. Provision charged to income d. RRERTHEN
statement i
~individual impairment loss - ERRERL 29 87 21 32
- collective impairment loss -BERERL 87 82 74 62
e.  Written off . 18 27 12 7

(iii) Loans for purchase of residential (i) BEHMEENED

properties -
a. Individually impaired loans a. EERIHENER 238 102 232 94
b.  Individual impairment allowance b, fERIREEE - - - =
¢ Collective impairment allowance ¢, EEEREERE 56 46 37 41
d. Provision charged to income d. RRERSHEN
statement £
~ individual impairment loss - BRI ER R 1 3 1 1
- collective impairment loss -BERERK 20 24 7 19
e.  Written off . 1 3 1 1
(iv)  Wholesale and retail trade (v) HBETEZF
a.  Individually impaired loans a. BEFFENER 170 17 78 94
b.  Indiidual impairment allowance b, {ERIFEERE 73 43 & 43
. Collective impairment allowance ¢ BEHEEE 89 76 54 58
d. Provision charged to income d. RRERSHEN
statement b
- individual impairment loss - [ERIRERR 63 35 26 35
— collective impairment loss - BERERX 30 b)) 12 18

e.  Written off e HisH 30 % 29 9%6
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(d) Advances to customers — by geographical areas (d) BEFER- KEFDH
The information concerning the breakdown of the gross amount of advances to EEEREBERARKEENSE - BB
customers by countries or geographical areas is derived according to the location RBUFNFRE  YEBREBRKRR
of the counterparties after taking into account any transfer of risk. In general, such E-—RiMs - BRERNEEESLIER
transfer of risk takes place if the claims are guaranteed by a party in a country SHFREMBBERE —FER - f%EE
which is different from that of the counterparty or if the claims are on an overseas HEITYH RS EEITHIEIND T+ MZET
branch of a bank whose head office is located in another country. MBI EREWIERAR I EFHER - @

RERZA/A—EARRERI S —ERR -

The Group 8
2011

Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers  three months customers allowance allowance

BE3EALNL LR
EFENBAE EFEX HAERFER ERREEE REAEER
HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn

EREET BREET EREET EREET BEEET

Hong Kong % 149,309 179 558 66 254
People’s Republic of China A AR EME 136,366 21 216 24 204
Other Asian Countries HipBNER 15,625 20 33 24 131
Others Hit 20,590 31 668 91 174
Total @ 321,890 251 1,475 205 763
% of total advances to customers FRFEFBENESLL 0.46%

Market value of security held against

impaired advances to customers  {EE FERRTE 3,267
The Group £
2010
Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers three months customers allowance allowance
E3E A LA L8
REEREE XPER  ABEEFER  ([ERREEE  BEREER
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET BEEET BEEET BEEET BEEET

Hong Kong % 145,109 183 337 77 284
People’s Republic of China A AREME 118,898 53 222 27 145
Other Asian Countries HipBNER 12,061 55 101 62 149
Others Hity 20,976 105 932 116 24
Total s 297,044 39 1,592 282 819
% of total advances to customers BEPERBENEDL 0.54%

Market value of security held against
impaired advances to customers  F{EE FERRTE 3,223




174 | The Bank of East Asia, Limited | Annual Report 2011

NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTINUED) B FEE R K HA1BR1E @)

(d) Advances to customers — by geographical areas (continued) (d) BEFER- REEH D E@m
The Bank $17
2011
Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers  three months customers allowance allowance
BEMEA LY
EFERAE EFER  HEFFEXR  ERHERXE  RREAEERE
HK$ Mn HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn
BEBERL BEAEER BEBEL BEEER BEBET
Hong Kong &% 133,412 158 526 56 226
People’s Republic of China hEAREER 34,724 5 129 1 48
Other Asian Countries Hip MR 14,432 20 32 24 129
Others Hit 15,355 14 447 49 132
Total pt 197,923 197 1,134 130 535
% of total advances to customers BEPETHENTOL 0.57%

Market value of security held against

impaired advances to customers  F{EEFERRTE 2,694
The Bank 81T
2010
Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers three months customers allowance allowance
BER3(E AU £/
REETER FFER  HEEFER  ERREERE  BREAERE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET BEEET BEEET
Hong Kong Bk 128,124 161 303 66 264
People’s Republic of China thiE \RHFE 30,691 10 173 27 63
Other Asian Countries Ht MR 10,786 55 101 62 148
Others Hit 15,612 90 691 71 179
Total fk) 185,213 316 1,268 226 654
% of total advances to customers HEFPEFEENENL 0.68%
Market value of security held against
impaired advances to customers  JEEEFHEARTIE 2,733
Impaired loans and advances are individually assessed loans with objective evidence BEE R RBFE @B LR TSR EZ R
of impairment on an individual basis. The above information by countries or BAERIFHEANER o« A LRBERKE SR
geographical areas is derived according to the location of the counterparties after MWER  RBREBEXZHFHMELYEBRR

taking into account any transfer of risk. ERREREE -
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(e) Advances to customers — net investment in finance leases (e) EFEXN-MEHENFERER
Advances to customers include net investment in equipment leased under finance REEFORAREHELABHNRE -
leases. The total minimum lease payments receivable under finance leases and their REREHERNNRERENTEE X
present values at the year end are as follows: HIYEWT -

The Group and The Bank B K 1T

2011 2010
Present Interest Present Interest
value of the income Total value of the income Total
minimum relating minimum minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments

RIEHE HERR RIEHE HEEE HRBEARR REHE
AHEE FIS A AREE NHHRE MEHA IR
HK$ Mn HKS Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEET EWERR  EWEER  ENEER BKEST  A%EER

Amounts receivable: JEURERK :
Within one year 1EHA 1,157 155 1,312 1,045 137 1,182
After one year but within
five years 1ELMEESER 1,506 206 1,712 1,391 201 1,592
After five years SEAE 2,023 262 2,285 2,096 272 2,368
4,686 623 5,309 4,532 610 5,142
Less: Individual impairment
allowances B R E%ER (1 ©)
Net investment in finance leases ~ BiATREH)EREHE 4,685 4,526
The net investment in finance leases is carried on the statement of financial BB E N RIS B E RS fEE RS AR
position as a receivable. No accrual is made for the interest income relating to R EE - (B EES R AR AT B U A o

future periods.
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27.AVAILABLE-FOR-SALE FINANCIAL ASSETS At HESREE

The Group £ The Bank 17
2011 2010 2011 2010
HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn
BERET BERET BYRET BEEEL
Treasury bills (including Exchange BEER(RENERERE)

Fund Bills) (Note 44(c)) (Brzt44(c) 14,106 6,744 14,095 6,704
Certificates of deposit held (Note 44(c)) 8 KIF 5 GE (Hit44(c) 3,120 2,152 1,931 1,345
Debt securities (Note 44(c)) BBER(H44() 25,671 29,271 11,641 11,911
Equity securities B {neE 5 1,910 2,290 878 982
Investment funds REES 103 322 84 220

44,910 40,779 28,629 21,162
Issued by: BITHE -

Central governments and central banks — # Rt A1FR 4577 17,751 11,882 15,184 8,244

Public sector entities NEWE 1,917 3,726 - 1

Banks and other financial institutions 8817 R E i1 4 Rt 14,202 14,861 8,419 9,872

Corporate entities TrEER 10,900 10,016 4,942 2,825

Other entities HipEae 140 294 84 220

44,910 40,779 28,629 21,162

Analysed by place of listing: REminRA
Listed in Hong Kong EEE LM 1,761 2,249 1,114 1,565
Listed outside Hong Kong TEEBINE E T 6,284 6,545 3,705 4,136
8,045 8,794 4,819 5,701
Unlisted FEm 36,865 31,985 23,810 15,461
44,910 40,779 28,629 21,162
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28.HELD-TO-MATURITY INVESTMENTS (NOTE 44(c)) =ZRHERE (KizEa4(0)

The Group £ The Bank 17
2011 2010 2011 2010
HKS Mn HK$ Mn HKS$ Mn HK$ Mn
BEEER BEBET BEEERT BEEET
Treasury bills HEEH
(including Exchange Fund Bills) (RENEESZE) 445 64 445 64
Certificates of deposit held HENERE 1,165 1,288 1,107 1,106
Debt securities BEBES 2,988 4,362 1,339 2,59
4,598 5714 2,891 3,766
Less: Impairment allowances A OREER (11) - (11 -
4,587 5714 2,880 3,766
Issued by: BITHIE
Central governments and central banks  FHREFFAIT 24817 1,372 1,506 1,368 1,506
Public sector entities NERE 428 455 169 172
Banks and other financial institutions 817 % Hth 4 FhliE 2,335 2,897 1,243 1,737
Corporate entities TrEER 452 856 100 351
4,587 5714 2,880 3,766
Analysed by place of listing: BEmEI
Listed in Hong Kong BB LM 289 948 216 824
Listed outside Hong Kong ERBNIMNER EH 2,192 2,548 1,522 1,861
2,481 3,49 1,738 2,685
Unlisted JEET 2,106 2,218 1,142 1,081
4,587 5714 2,880 3,766
Fair value: ATEE:
Listed securities tmES 2,549 3614 1,778 2,750
Unlisted securities FELEmES 2,109 2,237 1,144 1,086
4,658 5,851 2,922 3,836
Movement of impairment allowances REEENED
The Group £ The Bank $1T
2011 2010 2011 2010
HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn
BEAEER ABERET BEBEL BERET
At 1st January ®1A1H - 38 - 38
Charge for the year FERLH 1" - 1 -
Write-off g - (38) - (38)
At 31st December ®12A31H 1 - 1 -
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28.HELD-TO-MATURITY INVESTMENTS (NOTE 44(c)) (conTiNnueD) 1 ZE BIHRIRE (FiEE44(0))

Reclassification of Available-for-sale Financial Assets

On 1st January, 2009, the management have assessed the intention and ability
to hold to maturity the Group’s available-for-sale financial assets. Based on this
assessment, the management concluded that they have the positive intention and
ability to hold them to maturity and therefore have reclassified the portfolio from
the available-for-sale category to held-to-maturity. The amount reclassified on the
date of reclassification was HK$676 million.

There are no unrealised gains and losses arising from changes in fair value
recognised in the investment revaluation reserve during the year.

The net unamortised revaluation deficit was HK$12.2 million (2010: HK$18.5
million).

The unamortised revaluation surplus or deficit of individual investments reclassified
shall be amortised to the income statement over the respective remaining life of
investment using the effective interest method. The net unamortisation during the
year was HK$6.3 million (2010: HK$0.5 million).

B EMHEEERMERE
20091 A1H - BREEDTHHAKE
ZAEEESRMEEREEIHANERN
BE N o IBIFULETE - EEEREMMAEE
ANEMMENHEEISHA - Bt - B
BHEGETHLEREN S BEAIZED
B REFHSEBMEF S ENSEABE
676,000,0007T °

FEANVERAATFEERIMELNAE
RAEBTRESGRFENER -

R SH B 518 % 58 BB 512,200,000 7T
(20104 : %% 18,500,0007T) °

ERIE EFMHERENREHSERBNE
1B ER B A R = AR IR A ) M R
*£6,300,0007T (20104 : /#¥500,0007T) °

29.INVESTMENTS IN SUBSIDIARIES FiE A RRE

The Bank $81T
2011 2010
HK$ Mn HK$ Mn
BEHETR B BB
Unlisted shares, at cost LTS (RE) 13,987 13,952
Less: Impairment allowances R REZER (233) (233)
13,754 13,719

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.

ATHER DESARBORM - AEXA
EAEAVEONBAT - KEROBEE
Bt -
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SN S| S o
Details of these companies are as follows: BLF AT HOFFLT
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
AFRER FER R & 3 4tk B ERTRBRRE RBTHEER AEREFGEE EBHE
Ample Delight Limited Hong Kong HK$##450,000,0007T 100% Investment holding
AR AR AR 5 BB
Bank of East Asia (Trustees) Hong Kong HK$7% % 150,000,0007T 100% Trustee
Limited & Rt
RERITUEFE)BRAF
BEA Life Limited Hong Kong HK$7%%500,000,0007T 100% Life insurance
FEASRBARAR BB AE
BEA Union Investment Hong Kong HK$/##5374,580,0007T 51% Asset management
Management Limited £ BEER
REHMEREEERRAR
BEA Wealth Management Services Taiwan, Republic of ~ NTD#7&%273,200,0007C 100% Wealth management
(Taiwan) Limited China services
REEFRHARAA B RERE M EEERE
Blue Cross (Asia—Pacific) Hong Kong HK$/% % 750,000,0007T 100% Insurance
Insurance Limited 6 R
ETF(RR)RBERAA
Central Town Limited Hong Kong HK$&#27T 100% Property investment
EREEAR AT 6 MERE
Century Able Limited Hong Kong HK$/5%929,752,8497T 100% Investment holding
fERARAR BB REER
Corona Light Limited BVI HK$##929,752,8497T 100% Investment holding
EEEREE BEER
Credit Gain Finance Company Hong Kong HK$7& 17T 100% Money lenders
Limited BB MEA
FEMBERAT
Crystal Gleaming Limited BVI HK$%#£929,752,8497T 100% Investment holding
EBELHES BEER
EA China Finance Limited BVI US$6,970,0003< 7T 100% Inactive
EEERHS IEER
East Asia Electronic Data PRC US$3,000,0003 7T 100% Servicing
Processing (Guangzhou) PEARKME BR#1E
Limited
RRETEREE(EM)
ARAT
East Asia Futures Limited Hong Kong HK$7%5#25,000,0007T 100% Futures and options
REHEARADR] B trading
MELHEEE
*East Asia Holding Company, Inc.  U.S.A. US$53ETT 100% Bank holding company
eS| RITIERAF]
East Asia Indonesian Holdings Seychelles US$100,0003% 7T 100% Investment holding
Limited EER AR
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29.INVESTMENTS IN SUBSIDIARIES (conTinuep) Fft B2 RIRE @)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
ARERH R B B 2 4tk B ERTRBRRKRE REBTLER AEEFGEE EBEE
East Asia Investments Holdings BVI HK$/5%186,038,7257T 100% Investment holding
(BVI) Ltd. RBRAHS REER
East Asia Secretaries (BVI) Limited  BVI HK $7%%300,000,0007T 75.61% Investment holding
RERLHS REER
East Asia Securities Company Hong Kong HK$##25,000,0007T 100% Securities broking
Limited BE BHEE
RREHFARAT
East Asia Strategic Holdings BVI US$50,000,0003 7T 100% Investment holding
Limited RERLHES REZER
Innovate Holdings Limited BVI US$13£7t(Ordinary ¥ i@HA%) 100% Special purpose
RERLRS US$500,000,0003 7T (with vehicle company
a liquidation preference of HEBMKRETAR
US$1,000 per share &
Bi%1,000% T2 EREL
1)
Keen Sight Development Limited ~ BVI US$26,200,0003 7T 100% Investment holding
EEERHE BB
Powerhouse Worldwide Limited BVI US$26,200,0003= 7T 100% Investment holding
REEEHS REZER
Skyray Holdings Limited BVI HK$7%#450,000,0007T 100% Investment holding
REBRERHSD REER
Speedfull Limited BVI HK$/8#450,000,0007T 100% Investment holding
RBEAHS REER
The Bank of East Asia (China) PRC CNY A E#8,000,000,0007T 100% Banking and related
Limited (Note 1) AR AR ILFNE financial services
REFIT(RER)ERA R (HaET) RITREBEN SR
R
*The Bank of East Asia (U.S.A) N.A. US.A. US$4,500% 7T 100% Banking 81T
*EBI R RIT e
Tricor Consultancy (Beijing) PRC US$1,850,0003 7T 75.61% Business consultancy in
Limited (Note 1) HEARAME China
REEEEAICR)BRAF BEAEHEENH
(Hfz#1)
Tricor Holdings Limited BVI US$7,00137T 75.61% Investment holding
EEEHE BB
Tricor Holdings Pte. Ltd. Singapore S$HT AN ¥E5,000,002 7T 75.61% Investment holding
EIimIlIEY REZER
Tricor Investor Services Limited Hong Kong HK$7&#527T 75.61% Investor services
BEZRHFETLARAR 7 REERY
Tricor Services Limited Hong Kong HK$7&#527T 75.61% Business, corporate and
EEEEEBERAR B investor services
m - BER

RAERY
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Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
DRIERE SR 4t B ERTRAZRSE AREBITFTGRES AEEFGER EBEMEE
Tricor Services (BVI) Limited BVI US$250,000%7T 75.61% Registered agent and
EBEIHS trustee services

Tricor Services (Malaysia) Sdn. Bhd. Malaysia
SR PR

RME#5,672,484 7T

Tung Shing Holdings Company BVI US$20,000,00037T

Limited RERLHS
REZERARAT
Notes:

1. Represents a wholly foreign owned enterprise.
2. BVIdenotes the British Virgin Islands and PRC denotes the People’s Republic of China.
*  Companies not audited by KPMG. The accounts of the subsidiaries not audited by KPMG

reflect total net assets and total income constituting approximately 1.2% and 1.9%
respectively of the related consolidated totals.

30.INVESTMENTS IN ASSOCIATES Bf& A RIRE

AEMHREE R (= FEBR TS

68.05% Investment holding
REER

100% Investment holding

R

Wit :

1. E-REHEEIARE-

* BT H R EBSAIE R AR] o FEH
EEH G EBITERE B R AR
EEAGR R WA AR 73 FING 1G854 & AR A
1.2% K 1.9% °

The Group &8 The Bank 17
2011 2010 2011 2010
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET BEEET
Listed shares, at cost FikH(RE) - = 2,040 2,040
Unlisted shares, at cost FETROG(RE) - - 426 364
Share of net assets EhEEE 3,569 3,322 - -
Goodwill RS 251 251 - -
3,820 3,573 2,466 2,404
Less: Impairment allowances BB - = - (14)
3,820 3,573 2,466 2,390

Loans to associates amounting to HK$233 million (2010: HK$44 million) are
included under placements with banks and other financial institutions (2010:

advances to customers).

Share of associates’ taxation for the year amounted to HK$148 million (2010:

HK$109 million).

Shareholdings in associates held by the Bank include listed investments of
HK$2,040 million (2010: HK$2,040 million). As at the balance sheet date, the fair
value of these investments held by the Group, based on quoted market prices, was
HK$2,652 million (2010: HK$2,738 million).

BN B R HE15233,000,00070 (20104 -
75#44,000,000) B B IEEERIT R E M S A
HIEHER(2010F : EEER) °

FE N E(L B & A B R TE A% 15 148,000,000
JC(2010%F : ##109,000,0007T) °

RIIBBEZHERARERIELMEE
75 % 2,040,000,000 7C * (2010 F : # ¥
2,040,000,00070) - R&HE A - NEEFT
BHEREEMBBREFEZLAFEE
A 7 ¥ 2,652,000,000 7T (2010 4F : # &
2,738,000,0007T) °
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30.INVESTMENTS IN ASSOCIATES (conTinuep) B A RIIRE @)

The following list contains only the particulars of associates which principally NTHREABEEAEENRENEERE
affected the results or assets of the Group: HEBNEENE] -

% of ordinary shares

held by
ZER
Place of incorporation
Name of company and operation The Bank The Group  Nature of business
AR HBE B i S 1tk B WITALERE SEPMGER EBME
Listed £
AFFIN Holdings Berhad Malaysia 23.52% Investment holding
H2RFE T REZER
Unlisted 3k £
Dolford Property Holdings Limited BVI 30% Investment holding
REELHE REZER
Founder BEA Trust Company Limited PRC 19.99% Trust and other financial
FERDEFEARAR FREE AR AR businesses
EREREMEREE
Industrial and Commercial Bank Canada 20% Banking services
of China (Canada) mex RITARIE
HEIERITNER)ERAF]
Platinum Holdings Company Limited Cayman Islands 29.99% Investment holding
eSS REZER
PT. Bank Resona Perdania Indonesia 30%  Banking and related
Efe financial services
HRIT R A B S RARTS
TCL Finance Co., Ltd. PRC 20% Financial services and cash
TCL SEMEHRAT] R A RLME management
SRS LR 2 ERE
Notes: BVI denotes the British Virgin Islands and PRC denotes the People’s Republic of China.
Summary financial information on associates BEARMBERRE
Assets Liabilities Equity Revenue Profit
BE & R WA s

HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BETET BY¥EExT BYEER BYEER BE¥EER

2011
100 per cent BoZ—H 143,878 126,984 16,894 4,482 1,765
Group's effective interest NE B KB BUERS 33,621 30,052 3,569 1,074 435
2010
100 per cent BOoZ—H 133,531 117,319 16,212 4,453 1,475

Group's effective interest NE BB B 31,267 27,945 3,322 1,062 341
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31.GOODWILL AND INTANGIBLE ASSETS BE2 N EBTEE

Goodwill and intangible assets include goodwill arising on business combinations AEREVEEARRAXGEHELNDE
and acquired intangible assets. Acquired intangible assets include core deposits EEABTEE BABVEESEZLE
which are amortised over their estimated economic useful life of ten years, and AR mBE - WRAMFHEEERR105#
naming rights. o
The Group 58 The Bank $§17
2011 2010 2011 2010
HKS Mn HK$ Mn HKS Mn HK$ Mn
BEEET BEEET BEEET BEEET
Goodwill kS 2,882 2,822 1,460 1,460
Acquired intangible assets BABVEE 1,333 1,366 - -
4,215 4,188 1,460 1,460
(a) Goodwill (a) BE
The Group £ The Bank 47
2011 2010 2011 2010
HK$ Mn HK$ Mn HKS Mn HK$ Mn
BEEER AERET BEBEL BERET
At 1st January ®1A1R 2,822 2,738 1,460 1,460
Additions through acquisition of YR I B A A
subsidiaries b 68 47 - -
Exchange adjustments fE 7 A% (8) 37 - =
At 31st December ®12A318 2,882 2,822 1,460 1,460
Impairment tests for cash-generating units containing goodwill BERENRSEEENM 2 BENR
Goodwill is allocated to the Group's cash-generating units (CGU) identified REERERH B REEHETFIIHAINERS
according to business segments as follows: EEBAIT
2011 2010
HK$ Mn HK$ Mn
BYEET BEEET
Personal banking EASRTT 849 849
Corporate banking ERTT 453 453
Treasury markets B &5 158 158
Corporate services RS 1,210 1,183
Others Hi 212 179
2,882 2,822
The recoverable amount of the CGU is determined based on value-in-use ReEEEMOAKE S FEAREEREE
calculations. These calculations use cash flow projections based on financial FTE o A EAERREERBERANSTFUS
budgets approved by management covering a five-year period. Cash flows beyond FBESRSRIEME < BRSFHENHE SR
the five-year period are extrapolated using the estimated rates stated below. The BT B R R EHEET o IR ET AR
growth rate does not exceed the long-term average growth rate for the business in ZRSEEBUMKEEBNRATHER

which the CGU operates. % o
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31.GOODWILL AND INTANGIBLE ASSETS (conTinueD) BB R B EE @)

The pre-tax discount rate used for value-in-use calculations is 10%-12.28% (2010:
17.14%) and the long-term growth rate is 2%-10% (2010: 3%-10%).

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 internal forecasts.

(b) Intangible assets (other than goodwill)

Intangible assets include acquired core deposits. Intangible assets are stated at cost
less accumulated amortisation and impairment loss (Note 2(k)(iv)).

Amortisation of intangible assets with finite useful lives is charged to the income
statement 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:

Acquired core deposits 10 years

Naming rights over the shorter of the lease period of building or land

Both the period and method of amortisation are reviewed annually.

The Group &8
2011

ARETEFERBEENRBATITINEA10%-
12.28% (2010 : 17.14% ) R REIE E R A&
2%-10%(2010 : 3%-10%) °

ERERBBERAREATISHEIAEE
FEFE A - TR AR FIEREER
EBIERR— B

(b) B EE (FERIM)
B EEREARVOER - B EERK
AR R AT RORE 1B K5 BR (BT s 2(k)
(iv) °
BREAPNEREERLGT AT AR
s RAEE - UTHARTEIABENERE
EERATEAE A A ARIR A TR (E T AT A HR 8
BAZOFRA10F
BEEREEY R L HMEBREHTEER
FFEERTTELHAR R E -

The Bank 17
2010 2011 2010

HKS Mn BEEET HKS Mn BEEEL HKSMn B¥EERT HKS Mn BEEET

Cost A
At 1st January ®1A1R 1,433 1,418 - -
Additions through acquisition of RN B AR

subsidiaries wE - 14 - _
Exchange and other adjustments B3 AR - 1 - -
At 31st December R12A318 1,433 1,433 - -
Accumulated amortisation 2t
At st January ®1A1R (67) 21 - -
Amortisation charge for the year FEREH

(Note 11) (Fit11) (33) (34) - -
Additions through acquisition of LU EEKTB AR/

subsidiaries HE - (12) - -
At 31st December ®128318 (100) (67) - -
Carrying amount at 31st December R12A31BERAEE 1,333 1,366 - -
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2011 F ¥, 185

2011
The Group £
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B £
RENE T3k e it “m
HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn
BEEEL BEEER BEEET BEEER BEBET
Cost or valuation RASKEE
At 1st January, 2011 R2011F1A18 2,574 9,031 4,160 13,191 15,765
Additions B®E - 61 506 567 567
Additions through acquisition TINEEREE - - 3 3 3
Revaluation surplus BhAHK 404 - - - 404
Revaluation of bank premises THEREARE
transferred to investment properties ~ ¥1% - 14 - 14 14
Transfer from bank premises to
investment properties RITHE AR EE 25 (25) - (25) -
Redevelopment cost BRERA 8 10 - 10 18
Disposals HE (94) (306) (161) (467) (561)
Exchange adjustments B A% 23 206 55 261 284
At 31st December, 2011 #2011F12A31H 2,940 8,991 4,563 13,554 16,494
Accumulated depreciation and
amortisation ZEtEREH
At 1st January, 2011 ®2011%E1A18 - 877 2,474 3,351 3,351
Additions through acquisition RNEREE - - 2 2 2
Charge for the year (Note 11) FENZH 1) - 164 472 636 636
Revaluation of bank premises T ERBARE
transferred to investment properties M - 2) - 2) )
Write back on disposals £ B [o] - (45) (137) (182) (182)
Exchange adjustments 0 5 2% - 18 32 50 50
At 31st December, 2011 M2011F12A31H - 1,012 2,843 3,855 3,855
Net book value at REFE
31st December, 2011 R2011F12A318 2,940 7,979 1,720 9,699 12,639
The gross amounts of the above assets it A EEFI R
are stated: mr:
At cost A - 8,178 4,563 12,741 12,741
At Directors' valuation REELE
-1989 - 1989 - 813 - 813 813
At professional valuation REELE
-2011 - 20114 2,940 - - - 2,940
2,940 8,991 4,563 13,554 16,494
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2011

The Bank 81T

Furniture,

Investment Bank fixtures and
properties premises equipment Sub-total Total

i #148
REME g s e Nt a5
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HKS Mn

BEEET BREET BEEET BEEET EREET

Cost or valuation ARk

At 1st January, 2011 #2011 A18 2,173 4,081 2,430 6,511 8,684
Additions #E - - 219 219 219
Revaluation surplus LY 338 - - - 338
Revaluation of bank premises T EFEARE

transferred to investment properties  ¥1% - 9 - 9 9
Transfer from bank premises to

investment properties BITHEARENE 13 (13) - (13) -
Redevelopment cost ES=%N 3 10 - 10 13
Disposals & (94) (8) (72) (80) (174)
Exchange adjustments M FH R - (8) (1 (9) ()
At 31st December, 2011 R2011F12831H 2,433 4,071 2,576 6,647 9,080

Accumulated depreciation and

amortisation REHE R E
At 1st January, 2011 R201ME1818 - 398 1,595 1,993 1,993
Charge for the year FEATH - 49 221 270 270
Revaluation of bank premises THEEEARE

transferred to investment properties  ¥1% - 2) - 2) (2)
Write back on disposals &R o B - (1) (57) (58) (58)
Exchange adjustments EHRE - - 4] 1 (1
At 31st December, 2011 R20114E12A318 - 444 1,758 2,202 2,202

Net book value at REFER

31st December, 2011 20114124314 2,433 3,627 818 4,445 6,878

The gross amounts of the above assets -3t & & A48 51| 7R

are stated: my:
At cost TN - 3,258 2,576 5,834 5,834
At Directors' valuation HEZLE

- 1989 - 1989%F - 813 - 813 813
At professional valuation HEXLE

-2011 - 20114 2,433 - - - 2,433

2,433 4,071 2,576 6,647 9,080
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2010
The Group 58
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
il &
REMZ 73t e N g
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEEEL BEBET BEEET BEEET
Cost or valuation BASEE
At 1st January, 2010 #2010F1A1H 2,095 8,572 3,673 12,245 14,340
Additions E2E 14 313 559 872 886
Additions through acquisition RUEREE - - 37 37 37
Revaluation surplus BhAH% 426 - - - 426
Revaluation of bank premises T BHEEARE
transferred to investment properties 1% - 36 - 36 36
Transfer from bank premises to
investment properties AITHEAREME 26 (26) - (26) =
Redevelopment cost BERA 2 1 = 1 3
Disposals & - (83) (154) (237) (237)
Exchange adjustments EXRE 11 218 45 263 274
At 31st December, 2010 #2010 12A31H 2,574 9,031 4,160 13,191 15,765
Accumulated depreciation and
amortisation REITE RS H
At 1st January, 2010 #2010F1A1H = 775 2,098 2,873 2,873
Additions through acquisition mEEnIEE = = 33 33 33
Charge for the year (Note 11) FENSEMZ1) - 132 449 581 581
Revaluation of bank premises THEREARE
transferred to investment properties  ¥1% - (@) - @) (4)
Write back on impairment loss BB KRR = %) = %) )
Write back on disposals R [ - (37) (131) (168) (168)
Exchange adjustments B RE - 13 25 38 38
At 31st December, 2010 #2010F12A31H = 877 2,474 3,351 3,351
Net book value at REFE
31st December, 2010 #2010F12A31H 2,574 8,154 1,686 9,840 12,414
The gross amounts of the above assets it AEM BT R
are stated: NN
At cost B = 8216 4,160 12,376 12,376
At Directors' valuation REFHE
- 1989 - 1989%F = 815 - 815 815
At professional valuation BEE(LE
-2010 -2010F 2,574 - - - 2,574
2,574 9,031 4,160 13,191 15,765
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2010
The Bank 217
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
Bk~ KB
REMZ 74t PET g s
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEBET BEEET BEEET BEEET BEEET
Cost or valuation A E
At 1st January, 2010 R2010F1R18 1,798 3,949 2,255 6,204 8,002
Additions ®E = 76 224 300 300
Revaluation surplus BhA%K 416 - - - 416
Revaluation of bank premises T BEREARE
transferred to investment properties ~ ¥)% - 16 - 16 16
Transfer from investment properties to
bank premises RIEEMEEAITH (42) 4 = Y] =
Redevelopment cost SEMAR 1 2 = 2 3
Disposals HE - (61) (53) (114) (114)
Exchange adjustments X RE - 57 4 61 61
At 31st December, 2010 #®20106F12A31R 2,173 4,081 2,430 6,511 8,684
Accumulated depreciation and ZETER
amortisation B
At 1st January, 2010 R2010F 1818 = 382 1,400 1,782 1,782
Charge for the year FENTH - 50 238 288 288
Revaluation of bank premises THEREARE
transferred to investment properties  ¥1% - 3) - 3) 3)
Wirite back on impairment loss REBEEE = ) = (2) )
Write back on disposals RO A - (29) (45) (74) (74)
Exchange adjustments [E A - - 2 2 P
At 31st December, 2010 #2010 12A31H = 398 1,595 1,993 1,993
Net book value at REFE
31st December, 2010 #2010 12A31H 2,173 3,683 835 4518 6,691
The gross amounts of the above assets -3t & & H940%85II7R
are stated: NN
At cost BTN = 3,266 2,430 5,696 5,696
At Directors' valuation HEELE
- 1989 - 1989%F = 815 = 815 815
At professional valuation HEELE
-2010 - 20104 2,173 = = - 2,173
2,173 4,081 2,430 6,511 8,684
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AR IR Fff 5 (48)

T R B Y RO IREFE BT

The Group £8
2011 2010
Investment Investment
properties Bank premises properties Bank premises
REME {74k REME 73t
HKS Mn B¥EEBT HKSMn BEEET HKMn BEBEERLT HKSMn BEEET
Freeholds KAERE
Held outside Hong Kong TERENIMNEE 97 4,074 9% 4,125
Leaseholds Gict iy
Held in Hong Kong EEH
On long lease (over 50 years) REBH(0FLAL) 2,127 1,646 1,877 1,653
On medium-term lease REREA
(10 - 50 years) (10E50%) 313 1,335 271 1,371
Held outside Hong Kong TEBEBIIMNEE
On long lease (over 50 years) REBEA (506 AL) - 62 - 178
On medium-term lease FERTA
(10 - 50 years) (105509 403 862 332 827
2,940 7,979 2,574 8,154
The Bank 817
2011 2010
Investment Investment
properties Bank premises properties Bank premises
REMF Cips REME T
HKS Mn B EET HKSMn BEEER HKSMn BBEET HKSMn BBEET
Freeholds KASERE
Held outside Hong Kong EBBINE - 781 = 804
Leaseholds et
Held in Hong Kong EEE
On long lease (over 50 years) REEA(S0FMU L) 1,877 1,618 1,678 1,617
On medium-term lease FEITRA
(10-50 years) (10Z50%) 556 1,225 495 1,259
Held outside Hong Kong TERBLIMEE
On long lease (over 50 years) REFAL (S04 LA L) - 3 - 3
2,433 3,627 2,173 3,683

The carrying amount of the bank premises of the Group and the Bank would have
been HK$6,723 million (2010: HK$7,245 million) and HK$2,472 million (2010:
HK$2,533 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$2,440 million as at 31st December, 2011 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,

2011 and it was performed on an open market value basis.

BREEANEE R ARTTUR AR R ITEAR -
1TAL R BR B #% 9 Bl /7% # 6,723,000,000
7t (2010 4 : & ¥ 7,245,000,000 7T ) &

7 & 2,472,000,000 JT ( 2010 F : B #&

2,533,000,0007T) °

REMER LB GEMGE - R20115F
12A31H ' BB REVENHERBY
2,440,000,0007T © ZE Y ¥ BB (G ER-
HHAEME—KTRES  HESAEEHS
AEMEge tEFEYHAGBEYENRE
RIERB RS - HERUNARMSER

BEM . WEFA20115E12A31B 2EE

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

Rental income receivable from investment properties held for use under operating
leases amounted to HK$129 million in 2011 (2010: HK$92 million). There was no
contingent rental recognised during the year 2011 (2010: Nil).

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

SENREHEVAELEREYE - HE
HEFHIF210F  FHRKRATBENER
ERAZE - IEHENT TEREREES -

ghﬁ

RER - MEEREFARENRENEZ
FEUR A & A7 8 129,000,0007T (20104 «
#92,000,0007T) ° 2011 FF E A KA R
HBEME (20104 : ) -

AR 2 B EFRANTIERIREY
KRR REBBAE N REENT

follows:
The Group £ The Bank 17

2011 2010 2011 2010
HKS Mn B EERT  HKSMn BEEET HKSMnB¥EERT HKS Mn BBEET
Within one year 1A 128 108 63 73
After one year but within five years 1FAEZ5ER 123 142 33 60
After five years SEELATS - 1 - -
251 251 96 133

33. AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES MiB A TR MR XKHIB A TIRIE

During the year, the Bank entered into transactions with certain subsidiaries in the
ordinary course of its banking business. Details of the amounts due from and due
to subsidiaries are as follows:

REER  AMTEETHEBRARALERHE
BR5 - MEBARRKRKRME A RREF
FIET -

The Bank 81T
2011 2010

Restated B

HKS Mn BEFET HK$ Mn BEEET

Amounts due from subsidiaries {D)ESNEIDSEN
Amounts due to subsidiaries KB A RIFIE

11,498 17,469
2,416 2,722

9,082 14,747
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The Bank 1T
2011 2010
Restated E#f
HK$ Mn BB EET HKSMnB¥EEET

Assets: BEE
Cash and balances with banks and R& RARITH
other financial institutions b o Bikism s 545 1,850
Placements with banks and ERITR
other financial institutions Hith & BB R 1,582 1,982
Trading assets ROHRBEE 248 93
Other assets Hih&E 10,292 15,026
12,667 18,951
Liabilities: afs
Deposits and balances of banks and RIT R E M BigiER
other financial institutions TR RS 824 1,083
Deposits from customers BEGER 2,312 2,776
Trading liabilities RHRABAE 162 183
Other liabilities HEthaE 287 162
3,585 4,204
9,082 14,747

34.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION
BRI R AR AER

(a) Current taxation in the statement of financial position represents: (a) EEEBRANAKREPRIESR !
The Group 58 The Bank $17

2011 2010 2011 2010
HKS Mn B¥EET HKSMn BEEET HKS Mn BEEET HKSMn BEEETL

Provision for Hong Kong profits Z<4F /& &8 RIS

tax for the year (Note 14(a)) Bl (HTaF14(3)) 250 359 189 279
Impact of leasing partnerships & & EH)F 2 (189) - (189) =
61 359 - 279
Provisional profits tax paid B EHFER (58) (55) - -
3 304 - 279

Balance of profits tax provision  LA{E£E[E FIS R MR
relating to prior years Eer 202 109 156 71
Outside Hong Kong taxation — SG4MiIE 268 205 141 91

473 618 297 441
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34.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (CONTINUED)
BRI ERANER @

(b) IEETIRE E R B &R
RRGAMBRREPETHIA(AE),/
BENER B RENZEBHIT :

(b) Deferred tax assets and liabilities recognised
The components of deferred tax (assets)/liabilities recognised in the consolidated
statement of financial position and the movements during the year are as follows:

The Group £
Depreciation
allowances Impairment  Revaluation
inexcess of  Revaluation losseson  of available-
related of financial for-sale Tax
Deferred tax arising from: depreciation properties assets securities losses Others Total
BRERNE SREED e
EEFERE HirERHE NEEL BER% BEEM BE Hfth ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BREER BWEEn EMEEn  AWEER  AREER  BWEER  E¥EER
At 1st January, 2011 R2011E1A818 322 145 (131) (19) (147) (366) (196)
Charged to income statement ~ WERAE
(Note 14(a)) (Hit14() 44 6 34 - 123 110 317
Credited to reserves EARER
(Notes 39(c) and (b)) (HEt390%h)) - 6) - (35) - - (38)
Additions through acquisition of  EUEEHH B A &4
subsidiaries e - - - - - - -
Exchange and other adjustments [ % i £ % - 2 3 (3) (1) - 1
At 31t December, 2011 W2011%124318 366 150 (94) (57) (25) (256) 84
The Group £
Depreciation
allowances Impairment ~ Revaluation
inexcessof  Revaluation losseson  of available-
related of financial for-sale Tax
Deferred tax arising from: depreciation properties assets securities losses Others Total
BREBNE SREEN AfhE
EERIERE : BT ERHE MRER HER% BRE(R it Efth &%
HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HK$ Mn HK$ Mn
A¥EEL  A¥EER  B%EET  A¥RET  ABRER  B¥EER  AWEER
At Tst January, 2010 ®201061A18
- As restated -B% 300 142 23 39 (216) (302) (14)
Charged/(credited) to income BHERAZH/ (BN
statement (Note 14(a)) (Hizt14(a) 2 - (158) - 69 (58) (126)
Charged/(credited) to reserves Y/ (BENRER
(Notes 39(c) and (b)) (2390 %h) - 2 - (57) - - (55)
Additions through acquisition of  &EUEEHTB A R4
subsidiaries BE ) - - - 3) - @)
Exchange and other adjustments [ 5 i £ o 38% 2 1 4 ) 3 (6) 3
At 31t December, 2010 R2010612831H 322 145 (131) (19) (147) (366) (19)
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The Bank 81T
Depreciation
allowances Impairment  Revaluation
inexcess of  Revaluation losseson  of available-
related of financial for-sale Tax
Deferred tax arising from: depreciation properties assets securities losses Others Total
HRERNE EREEN e
BEHERA : HirERHE NEEfR BER% BEEMR BE Hith -t
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BREER BWEEn EMEEn  AWEER  AREER  BWEER  EWEER
At 1st January, 2011 R2011E1818 314 91 (177) 3 (61) (208) 2
Charged to income statement SRR 40 - 49 - 48 215 352
Credited to reserves BAGEER
(Notes 39 (¢) and (h)) (B39 Q%) - 1 - (54) - - (55)
Exchange and other adjustments [ 3 J £ fr:5 % - - (1) (1) - 4 2
At 31st December, 2011 M20114512A318 354 20 (129) (12) (13) 1 301
The Bank £7
Depreciation
allowances Impairment ~ Revaluation
inexcessof  Revaluation losseson  of available-
related of financial for-sale Tax
Deferred tax arising from: depreciation properties assets securities losses Others Total
BREENE SREER A E
BEHERS : HiTE RS MRS HERX BFE(R fitg it Lt
HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
A¥BET AREET BWEER  A¥AER  ANEET  AAEER  B¥EER
At st January, 2010 ®201061A18
- As restated -ER 289 89 (126) 44 (110) (221) (39)
Charged(credited) to income KaEzAZHE/ (BEA)
statement 25 - (50) - 46 17 38
Charged/(credited) to reserves 335/ (TE A ) BB
(Notes 39 (c) and (1) (W39 &) = 2 - (1 = = 1
Exchange and other adjustments  [E % J E 8% = = (1) - 3 @) 0)
At 31st December, 2010 120106128318 314 91 (177) 43 (61) (208) 2
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34.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (CONTINUED)

B AR R R ARV B8 )

(b) Deferred tax assets and liabilities recognised (continued)

The Group £
2011

(b) IEFEFHE E K B AR ()

The Bank 817
2010 2011 2010

HK$ Mn B¥EERT  HKSMn BB EET HKSMn B¥EET HKSMn BEEET

Net deferred tax assets recognised on

BRRUBRRKAEIL

the statement of financial position HIEEE T (377) (410) (153) (208)

Net deferred tax liabilities recognised on HEZRBTSHA N R FIRIT
the statement of financial position HBEEFE 461 214 454 210
84 (196) 301 2

(c

~

Deferred tax assets not recognised

The Group has not recognised deferred tax assets in respect of cumulative tax
losses of HK$842 million (2010: HK$712 million) as it is not probable that future
taxable profits against which the losses can be utilized will be available in the
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry

dates of the tax losses were as follows:

() RERELRIBEE
HRARERILEEANEARBHARE
R ERT S M AR A AR - ASEY
K HE R R 5T B 18 75 % 842,000,000 7T (2010
& #¥712,000,0007T) BIEEFHIBEAE °
RIBREEREIED) - ZSRIENIEBWT

2011 2010
HKS Mn B¥EEBT HKS Mn B¥EET
Expiring within 5 years RAF A 30 23
Expiring more than 5 years FFBEIE 101 83
No expiry date mEEA 711 606
842 712
35.0THER LIABILITIES Hfh&E
The Group £8 The Bank 17
2011 2010 2011 2010

HKS Mn B¥EET HKSMn BEEET HKSMn B¥EET HKSMn BEEETL

(@) Trading liabilities

@) XRZAEAE

Shares sold pz=a 10 1 10 1
Negative fair value of PTHETEM

derivatives BATEE
(Note 43(b)) (H13E43(b) 4,538 3,100 3,817 2,431
4,548 3,101 3,827 2,432

(b) Other accounts and provisions (b) E fthBRIE & ¥4

Accrued interest payable FEETFEFIE 3,897 2,010 1,716 1,083
Acceptance draft payable FEfH#E R % 18,381 14,583 219 4,051
Other accounts H{tbBRIE 13,704 11,968 4,286 3,209
35,982 28,561 6,221 8,343
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36.LOAN CAPITAL EEE XK

The Group £
2011

BRIEMIEE ()

The Bank 17

2010 2011 2010

HKS Mn BB EET HKS Mn BB E&ET HKSMn B¥EERT HKS Mn BBRET

GBP262 million (2010: GBP300 #zi@:@ 1825 A /e
million) 6.125% step-up NEEETRD
perpetual subordinated notes, 262,000,000

HEE(20105F -

300,000,000 4%)

6.125% &5 H A

measured at fair value
through profit or loss

FRHEERE 3,178 3,548 3,178 3,548
USD600 million floating rate 1% $4 % 251 BR Y
step-up subordinated notes, 600,000,000 7T
measured at amortised cost FETREEER 4,659 4,660 4,659 4,660
USD500 million Hybrid Tier 1 500,000,000E 708G
—REARTA - - 4,025 4,313
USD600 million subordinated 1% 4% 251 BR Y
notes, measured at amortised 600,000,000 7T.14
cost BEZ4E 5,031 4,485 5,031 4,485
USD400 million subordinated & 55 A AN 51 BR 9
notes (under the Euro Medium  400,000,00035 7T.14
Term Note Programme), EEEGRBONER
measured at amortised cost FREAZE IR E)) 3,100 - 3,100 -
USD100million subordinated & 55 A A5 BR 9
notes (under the Euro Medium 100,000,000 7T14
Term Note Programme), EEEGRBONER
measured at amortised cost FRERZE IR E) 773 - 773 -
16,741 12,693 20,766 17,006

Loan capital of face value of HK$3,163 million (GBP262 million) (2010: HK$3,609
million (GBP300 million)) and carrying amount of HK$3,178 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 Bank purchased and redeemed GBP 37.737 million
face value in 2011.

The carrying amount of financial liabilities designated at fair value through profit or
loss for the Group as at 31st December, 2011 was HK$15 million higher than the
contractual amount at maturity (2010: HK$61 million lower than the contractual
amount at maturity) and for the Bank was HK$156 million (2010: HK$365 million)
higher than the contractual amount at maturity. The difference in the accumulated
amount of the changes in fair value attributable to changes in credit risk for
the Group were HK$853 million (2010: HK$651 million) and for the Bank were
HK$1,521 million (2010: HK$966 million). The change for the year ended 31st
December, 2011 for the Group was HK$202 million (2010: HK$33 million) and for
the Bank was HK$555 million (2010: HK$277 million).

= [ B 78 ¥ 3,163,000,000 7T ( 262,000,000
%45 ) (2010 F : & ¥ 3,609,000,000
7t (300,000,000 % & ) ) & AR E B B &
3,178,000,000TTHEEER « BIEHARITR
200793208 #1THE6.125% * Wi EA

ZHREANEISHASHBEZE 22 E
RETINERZET LT » B20114F - AITHEA
K fERIE{E37,737,000 585 o

MR2011F12A318 - AEEZRBBEZN
REATFEBIENEREEZREMELL
& #E H A M€ 5 L FHB % 15,000,000 70
(2010F : LEXNFHAMNSE BB
61,000,0007T) + AN 1T7 4% 38 iR 18 25 LA R Bk
AT EEIIENSRAGEZREELEOE
HAA A9 4 58 81 b F+78 % 156,000,0007T (2010
£ 1 7#365,000,0007T) ° £ R A FEE
S2HNSER - TEBRAEEBRAITZE
ER BB M E 5 5 A% 853,000,000
JC (20104 : 7 # 651,000,000 7T ) M & &
1,521,000,0007T (20104 : %% 966,000,000
JL) c EEE201MF12 A3 B L FEARER
RARITH)E B & 58 5 Bl &7 % 202,000,000
7€ (2010 4F : # ¥ 33,000,000 7T ) & 78 ¥
555,000,000 7T (2010 & : & ¥ 277,000,000
TT) °
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36.

LOAN CAPITAL (coNTINUED) {EEE K @)

Loan capital of face value of HK$4,660 million (USD600 million) and carrying
amount of HK$4,659 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, 2011 was HK$4,611 million (USD594
million) (2010: HK$4,560 million (USD587 million)).

Hybrid Tier 1 capital instruments comprising step-up subordinated notes
("Notes"”) of face value HK$3,883 million (USD500 million) and carrying amount
of HK$4,025 million and HK$3,883 million (USD500 million) non-cumulative
preference shares (“Innovate Preference Shares”) were issued respectively by the
Bank and by Innovate Holdings Limited, a wholly owned subsidiary of the Bank, on
5th November, 2009. The Notes bear a fixed interest rate of 8.5% per annum and
will mature on 5th November, 2059. The Innovate Preference Shares are perpetual
securities on which no dividend is payable. The Notes and the Innovate Preference
Shares are listed, and traded together as units, on the Singapore Stock Exchange.
The Hybrid Tier 1 capital instruments are qualified as tier 1 capital of the Bank
and the Group. In the consolidated accounts, the Notes are eliminated and the
Innovate Preference Shares are classified as non-controlling interests.

Loan capital of face value of HK$4,660 million (USD600 million) and carrying
amount of HK$5,031 million represents 6.125% subordinated notes qualifying as
tier 2 capital which were issued on 16th July, 2010 (USD450 million) and on 23rd
July, 2010 (USD150 million) by the Bank. The notes are listed on the Singapore
Stock Exchange and will mature on 16th July, 2020. Hedge ineffectiveness of HK$3
million in 2011 (2010: 5 million) was recorded under fair value hedge accounting.

Loan capital of face value of HK$3,107 million (USD400 million) and carrying
amount of HK$3,100 million represents 6.375% subordinated notes (under
the Euro Medium Term Note Programme) qualifying as supplementary capital
which were issued on 4th November, 2011 by the Bank. The notes are listed
on the Singapore Stock Exchange and will mature on 4th May, 2022. Hedge
ineffectiveness of HK$2 million was recorded under the fair value hedge
accounting.

Loan capital of face value of HK$777 million (USD100 million) and carrying amount
of HK$773 million represents floating rate subordinated notes (under the Euro
Medium Term Note Programme) qualifying as supplementary capital which were
issued on 4th November, 2011 by the Bank. The notes are listed on the Singapore
Stock Exchange and will mature on 4th May, 2022. The fair value as of 31st
December, 2011 was HK$ 817 million (USD105 million).

= [ B 78 ¥ 4,660,000,000 7T ( 600,000,000
%70) REREE % 4,659,000,000 TR B E
BAR - RIERARITR200746 821 B %17
W EA_RERNTELSEEEZIE - %
ZERFNER B L™ - WHER2017F
6F22BFH] - R201ME12831BHAF
& 1& /57 # 4,611,000,000 7T ( 594,000,000
% L) (2010 F : 7 ¥ 4,560,000,000 JT
(587,000,00037%)) °

BAE—REARATAEBESAARNTEITH
{8 78 % 3,883,000,000 7T ( 500,000,000 %=
7T ) K BR T {5 7% % 4,025,000,000 7T 2 Rt 14
BER(ER])) RAEXT—2EWBEQA
Innovate Holdings Limited FT 2% 17 BR M (& /&
#3,883,000,000 7T (500,000,000 7T ) 3E 2
FEE LMD ([Innovate@5E 15 1) » 3778
H1A2009F 11 A5H - 2 EBZEEME A
FB885% * W5 20594F 11 A5HEIH -
Innovate 8 5t A% 17 = B 78 3 1+ A% 8. 19 £ 5 57
H#E% o %21 Kinnovate B &% 1 R A HT
MER G ETRAEMAEGHEARS ° R
A—RERTIACHITAATRALEEDN
—BER - EIREREYT ZROWEER
Innovatef® e i (5 A D A D B R iR ©

= [ B 78 ¥ 4,660,000,000 7T ( 600,000,000
=7t ) N8R (B8 ¥ 5,031,000,000 7T H9 &
BEAAX  RIEBANITR201057 816 B 31T
(450,000,000 70) %A 201097 A23 B
77(150,000,000% 7T ) & £.6.125% * W FFE
BMERNEBERE - ZEBERITINER
SETE™ - WHEKR202067 A16 A EIH - f£
20115 - ARAAFEEH RS IAMER
15 B0 £ 008 R 30 15 ) 58 B A5 53,000,000 7T
(20104 : ##5,000,0007T) °

SE{E#3,107,000,0007T (400,000,0003
7T) R AR (B 7% 3,100,000,000 T fE B &
R BIERAITR2011E11 A14BEHTFE
6.375% - WRTE A INEREEERIKR (R
UM AP EASR IR B1341T) o SRR N
WR S L™ - WHH202255 A48 B8] -
EEA A FEEER AT 8T H) 30
SRR FEE A5 H52,000,0007T ©

== E {A 7 # 777,000,000 7T (100,000,000 3
7T ) % B8R HE B % % 773,000,000 TR {E B &
A RIEBAITR2011F11 A48 3T - I
STE AK INE AT BB EE R GEEBINER
REAEIRETE]) - ZEBRIINKZZFT L
™ WHER2022F5 A48 FH - R20114F
12 A31BHAFEE /B ¥817,000,0007T
(105,000,00037T) °
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37.EQUITY SETTLED SHARE-BASED TRANSACTIONS UK AERIEX(FHNR S

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 ordinary shares of the Bank.
Except as provided otherwise in the rules of the relevant Schemes, share options
granted under Staff Share Option Schemes 2002 and 2007, 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 while share options granted
under the Staff Share Option Scheme 2011 may be exercised beginning on the
Vesting Date and ending on the fifth anniversary of the Vesting Date. All options
were granted for nil consideration.

(a) Particulars of share options:
(i) Share options granted under Staff Share Option Schemes 2002 and 2007:

Date of grant

Vesting period

(a)

Exercise period

RTETIRANEE RIRGTEIRATTES S
MR ERRETAEEZEARE - 218
HITEERITRAR - ARBEAIT LB
17 - BB EINRAISEREN - RiBE
B R 812002 %2007 FTHR F H RARHER 1T
FHRARTANE1VATHEERTANS
SEAFIE  MIREE SR80 TR T
HRRENTERRARBERKRERER
HESEAFLE - A RRE AT EREN
B o

BT
(i) RIEEERRTEI2002%2007FT%F
B RARAE

Exercise price per share

EFBH B 1TEH BRITHEE

HK$ ¥ T
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 30.04
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 42.84
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 — 05/5/2013 40.09
05/5/2009 05/5/2009 — 04/5/2010 05/5/2010 — 05/5/2014 21.25
06/7/2010 06/7/2010 — 05/7/2011 06/7/2011 — 06/7/2015 28.49

(i) Share options granted under Staff Share Option Scheme 2011:

(i) R¥EME BRI 82011 BT T B9 R
1

Date of grant Tranche Vesting period Exercise period Exercise price per share
BT HHE i EEpve- 1T BRITEE

HK$ B¥ T
05/5/2011 T1 05/5/2011 — 04/5/2012 05/5/2012 — 05/5/2017 32.00
05/5/2011 T2 05/5/2011 — 04/5/2013 05/5/2013 - 05/5/2018 32.00
05/5/2011 T3 05/5/2011 — 04/5/2014 05/5/2014 - 05/5/2019 32.00

(b) The number and weighted average exercise prices of share options  (b)

EATERRENEE R INEFII1T

are as follows: FEENT :
2011 2010
Weighted Weighted
average Number average Number
exercise price of options exercise price of options
IR T EE AREHE IETHTEE RAHERE
HKS 8 ¥ T Mn B8 HK$ BT Mn B &
Outstanding at the beginning
of the year FEEER 31.81 21 29.55 22
Exercised during the year FERNTTE 27.53 (3) 21.12 (7)
Granted during the year FERNKT 32.00 6 28.49 6
Lapsed during the year FEARK 41.01 () 38.27 =
Outstanding at the end
of the year FREEER 31.83 22 31.81 21
Exercisable at the end
of the year FARAITE 31.76 16 33.16 15
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37.EQUITY SETTLED SHARE-BASED TRANSACTIONS (conTiNuED) AR BEBEX NN S @)

(b) The number and weighted average exercise prices of share options

(c

~

are as follows: (continued)
The weighted average share price at the date of exercise for share options
exercised during the year was HK$30.61 (2010: HK$30.19).

The options outstanding at 31st December, 2011 had an exercise price from
HK$21.25 to HK$42.84 (2010: from HK$21.25 to HK$42.84) and a weighted
average remaining contractual life of 2.83 years (2010: 2.82 years).

Fair value of share options and assumptions

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 options granted is measured based on a trinomial lattice model.
The contractual life of the option is used as an input into this model.

(b) EITERRENHE R INEF 1T

(9]

FEWMT @)
FEARITERREE A NETERES
#30.6170(20104F : #B#30.19) °

20116 12A318 + MARTTERRIERNTTE
BHRBE21.25TE#142.847T (20105 -
HBHE21. 25 T EBE42.84) © REIBANF
B2 hEF 80452834 (20104 © 2.824F) ©

AREREN A FEERER
BISRH AR BN A FEERE TR
B AT @B & - BT RBE 2 (EH A
TREZZAXBECERER - RRE0S
NERRZTEBEXNBALHY -

2011 2010

Fair value at measurement date RETEENATEE
— Tranche 1 - ZBH1

— Tranche 2 - 52

— Tranche 3 - 53

Share price (B

Exercise price

Expected volatility (expressed as weighted
average volatility used in the modelling
under trinomial lattice model)

Option life

- Tranche 1

— Tranche 2
—Tranche 3
Expected dividends

Risk-free interest rate (based on Exchange
Fund Notes)

1TE(E

BRI B (A= B e (B
R LR AR B9 DN 19 18)

R AR

- #B51

- #52

- #53

FEETALE

EREAE(REIMNEESTR)

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.

HK$HBEE 2.717C

HK$E¥ 5.127tT
HK$#E¥ 5.347T
HK$#E¥ 5.487T
HK$#E#31.60T
HK$%E%32.00T

21.78%

6 yearstF
7 yearstE
8 years4F

2.98%

1.66%

HK$E%528.257¢C
HK$E%528.497C

15.07%
5 years4F

3.64%

1.49%

TEHRIE IR B 2 K8 (AR A0
M) BEEEARAENANY
BRIORIBOTBE D) © BHRS B
BE - TRBABRNEDAREAVER
FREHE -

RBRENE T AN A RIGIEMT o ZRFB 5
WARBAHAERR T AESRBH R FE
18 - BT RRBETSBERIL BEE
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38.SHARE CAPITAL g7

2011 2010
No. of shares Nominal value  No. of shares Nominal value
RAEE HfE %A EE
million & million & &
Authorised: EERA
Ordinary shares of HK$2.50 each LAREREL50T 4,000  HKS$3#%10,000,000,0007 4000 HK$%%10,000,000,0007
Substitute preference shares of ERELR
US$1,000 each % 1,000 0.5 US$500,000,000% ¢ 0.5 1S$500,000,0003 T
HKS Mn B4 EE R HKS Mn BEEE T
Issued and fully paid: BEIRARRA
At 1st January ®1A18 2,042 5,105 1,849 4,623
Shares issued under Staff Share Option BEEEBREIET
Schemes BRRAn 3 8 7 17
Subscription for new shares BT - - 167 418
Shares issued in lieu of dividends MBRRERITARGR 31 77 19 47
At 31st December M12A318 2,076 5,190 2,042 5,105

Pursuant to the approved Staff Share Option Schemes (the ”“Schemes”), options
to purchase ordinary shares in the Bank were granted to eligible employees. The
option price of the Schemes equals the fair value of the underlying shares at the
date of grant. Except as provided otherwise in the rules of the relevant Schemes,
the share options granted under the Schemes 2002 & 2007 will be exercisable
between the first and the fifth anniversaries of the date of grant while share
options granted under Scheme 2011 will be exercisable on the Vesting Date and
ending on the fifth anniversary of the Vesting Date.

(a) Shares issued under Staff Share Option Scheme

During the year, options were exercised to subscribe for 3 million ordinary shares in
the Bank at a consideration of HK$93 million of which HK$8 million was credited
to share capital and the balance of HK$85 million was credited to the share
premium account (Note 39). HK$24 million has been transferred from the capital
reserve to the share premium account in accordance with policy set out in Note
2(g)(iv).

(b) Terms of unexpired and unexercised share options at balance sheet

BIRE MR BRI EI([58]) - R
BIERTFTABEEURBEAITHILABRR
5 o RREITEERBFAROARETEHR
FEEMER - BRESBENRISERE
SN - 1R IEETE12002 %2 2007 B % F M R AAE )
TEHRARTANE I AFTHGERE AN
FESAFIE  MIRKRET 812011 FTIR T )RR
ERITELRARREBRREREBNSES
AFIE -

RIEEERRETEZTHWRSG
FEAN BAFERAREUARBEARITEBR
3,000,000 f& 2 X /& % 7 % 93,000,000 7T -
EH A5 #8,000,000 T AR - SREE
85,000,000 7T 17 A B 193 % 1B (M 7E39) © 1R
BHEE2QUVATE - EREAREHESEBE
24,000,000 &= E A ©

~

(b) RS B 15 R HM RATEA R RE

date IR
2011 2010
Date of options granted Option price No. of shares No. of shares
RRER T HE REE ROEE AR E
03/5/2006 HK$5%530.047T - 2,420,000
10/5/2007 HK$&#542.847T 2,035,000 2,585,000
05/5/2008 HK$7%#40.097T 4,070,000 5,170,000
05/5/2009 HK$&%21.257C 3,515,000 4,480,000
06/7/2010 HK$E#28.497T 5,950,000 5,950,000
05/5/2011 (T1) HK$/&#32.007T 1,980,000 -
05/5/2011 (T2) HK$7&%32.007T 1,980,000 =
05/5/2011 (T3) HK$E%32.007T 1,990,000 =
21,520,000 20,605,000
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39.RESERVES f#{&

2011

The Group £H The Bank $B1T

HKS$ Mn BEEHET HKS Mn B¥EHET

(a) Share premium (@) B HEE
At 1st January ®1A1H
— As previously reported — WNRTHRE 9,331 9,331
— Redlassification from general reserve - H—REEET D BEZERMN
to share premium pia| 2,181 2,181
— As restated - B 11,512 11,512
Net premium on shares issued under RIEE BRI TG
Staff Share Option Schemes BT 85 85
Transfer of the fair value of options from &8 & AN (2 31 TR HE) 89
capital reserve — share options issued Rz N EEA 24 24
Shares issued in lieu of dividends AR BB TR D 416 416
As 31st December ®12A31H 12,037 12,037
(b) General reserve (b) —RfEME
At 1st January B1A1H
— As previously reported — MRS 15,453 15,109
— Reclassification from general reserve - B REEETHESR
to share premium &1 818 (2,181) (2,181)
— As restated -E5H 13,272 12,928
Transfer from retained profits BERBERT 24 -
Shares issued in lieu of dividends LARRA BB TRIAR 15 a1 441
Realised surplus on disposals transferred BAMEEGRENEERLE
from property revaluation reserve MER 7 7
At 31st December M12A31H8 13,744 13,376
(c) Revaluation reserve on bank premises  (c) 7THFE GG
At 1st January ®1A18 1,023 965
Recognition of deferred tax liabilities HRIEERIEAE
(Note 34(b)) (H13E34(b) 3 1
Revaluation surplus on bank premises U R B EFE LR
transferred to investment properties BHAR 16 12
Realised surplus on disposals transferred EERHEVERBREA
to general reserve — R (7) (7)
Exchange adjustments kS (3) -
At 31st December ®12A318 1,032 971
(d) Statutory reserves (d) JAERE
At 1st January M1A18 1,990 7
Transfer from retained profits BERERT 70 (©)
Exchange adjustments P H A 82 -
At 31st December M12A31H8 2,142 2
(e) Capital reserve (e) BAHIE
At 1st January and 31st December M1A1AK12A31H 86 -
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2011
The Group £ The Bank $R1T
HKS Mn B BB HKS$ Mn B BEET
(f) Exchange revaluation reserve () EREMREE
At 1st January M1A1H 1,938 96
Exchange adjustments M B 452 (74)
At 31st December ®12A318 2,390 22
(9) Capital reserve — staff share options (9) BEAfEE- BBITIEERRE
issued
At 1st January ®1A18 165 165
Transfer of the fair value of options
to share premium RRENTFEERARMDRE (24) (24)
Forfeited options transfer to retained
profits BRMH R EE AR RT (21) (21)
Additions 0 20 20
At 31st December M12A31H 140 140
(h) Investment revaluation reserve (h) IEEHRFE
At 1st January R1A1H 258 141
Changes in fair value of securities BHEHRFEEZS (326) (123)
Reversal upon disposal (Note 73) P S RFEE B] (MaE713) 5 (5)
Recognition of deferred tax liabilities HERIELERIBEAE
(Note 34(b)) (Hfz#34(b)) 35 54
Impairment loss and amortisation BB R B 8 55 -
At 31st December M12A31H 27 67
(i) Other reserves () HihixE
At 1st January ®1A18 53 -
Share of changes in equity of associates FEARES & A R R B 7 -
At 31st December M12A31H 60 -
() Retained profits () BEuH
At 1st January M1A1H 8,841 3,550
Net profit for the year FERRF 4,358 1,974
Transfer to general reserve BA—MEE (24) -
Transfer to statutory reserve BAEERE (70) 5
Forfeited options transfer to retained
profits BRI R A A B T A 21 21
Dividends (Note 16) IRB.(HT:E16)
— Interim dividend - REIRRE (885) (885)
— Final dividend in respect of
previous year - EFEERARE (1,145) (1,145)
— Hybrid Tier 1 USD 500M - RA&—E7AN500,000,000
e (328) -
At 31st December ®12A318 10,768 3,520
(k) Total reserves (k) fHEfEasE 42,426 30,135
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39.RESERVES (coNnTINUED) {1 (&)

2010
The Group % &

s —

The Bank 877

HK$ Mn BEHEIL HK$ Mn BB EET

(a)

Share premium

(a) BiDfE

At 1st January M1A1H
— As previously reported - QNRTFRE 4,526 4,526
— Reclassification from general reserve - REEETEZ
to share premium &= E 1,930 1,930
— As restated - B 6,456 6,456
Net premium on shares issued under BiRE B RIRET B TR D
Staff Share Option Schemes (B FRE 130 130
Transfer of the fair value of options from BB E ARG (B ETRIE) D
capital reserve — share options issued RkE 2 A TEE 27 27
Shares issued in lieu of dividends LA B 31T AAD
— As previously reported - MARTERE (47) (47)
— Reclassification from general reserve - B REBEFTHIER
to share premium 1D % B 251 251
— As restated - &3 204 204
Subscription of new shares R 4,695 4,695
As 31st December M®12H31H 11,512 11,512
(b) General reserve — RIS
At 1st January ®1A1H
— As previously reported - WRTHRES 14,866 14,552
— Reclassification from general reserve - REEEFTHIEE
to share premium B&An Vi B (1,930) (1,930)
— As restated -E5H 12,936 12,622
Transfer from retained profits tad=RyER vl 30 -
Shares issued in lieu of dividends ARG BB TR AR D
— As previously reported — WNRTHRE 55Y 55
— Reclassification from general reserve - A—RFEEEFSEE
to share premium &1 518 (251) (251)
— As restated - B3 306 306
At 31st December "®12A31H8 13,272 12,928
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2010
The Group 5 E The Bank £R17
HK$ Mn BB BHEIIL HK$ Mn BB EET

(c) Revaluation reserve on bank premises  (c) Tt E A
At 1st January ®1A18
— As previously reported - WNRTHRE 928 895
— Adjustment arising from changes - BEstBoRE# 5| 3H
in accounting policies T 54 54
— As restated - &7 982 949
Recognition of deferred tax liabilities HRELEHRIBEE
(Note 34(b)) (W7 34()) @) @)
Revaluation surplus on bank premises TH SRR E M PTE £ &)
transferred to investment properties BEA% 40 18
Exchange adjustments PE N, SR 3 =
At 31st December M12A31H 1,023 965
(d) Statutory reserves (d) YETE R
At 1st January M1 A1H 1,501 7
Transfer from retained profits =Ry el 439 -
Exchange adjustments ME 3 B 50 -
At 31st December ®12A31H 1,990 7
(e) Capital reserve (e) BAREE
At 1st January and 31st December M A1THRI12A31H 86 —
(f) Exchange revaluation reserve (f) EXREGHFEE
At 1st January M1 A1H 1,169 55
Exchange adjustments PEE 54, 5= 769 41
At 31st December ®12H31H 1,938 96

Capital reserve — staff share options
issued

At 1st January

Transfer of the fair value of options
to share premium

Forfeited options transfer to retained
profits

Additions

BAHE - CRITRERIE

R1A18 170 170
RN EERARMDEE (27) (27)
EESSEE e YN e (7) (7)
#n 29 29

At 31st December

MW12A31H 165 165
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2010
The Group %E The Bank #8747

e — e —

HK$ Mn B8 BHET HK$ Mn BEBETT

(h) Investment revaluation reserve (h) BEEHRFE
At 1st January R1A1H 286 178
Changes in fair value of securities BENNTEBED 91 89
Reversal upon disposal (Note 73) R E RS R (A7713) (200) (127)
Recognition of deferred tax liabilities RIEETIA R &
(Note 34(b)) (Hiz£34(b)) 57 1
Impairment loss and amortisation DEREEEEINE: i 24 -
At 31st December M12A31H8 258 141
(i) Other reserves (i) HihiE
At 1st January ®1A1H 17 =
Share of changes in equity of associates FE(LH & A Rl ) & 36 =
At 31st December ®12A31H8 53 -
() Retained profits () BEaH
At 1st January ®1A1R
— As previously reported — WNRTHRE 6,993 3,186
— Adjustment arising from changes - BEstBURE & 5| 5H
in accounting policies EEES 158 146
— As restated - &R 7,151 3,332
Net profit for the year FENHEF 4,224 1,953
Transfer to general reserve BA—M S (30) -
Transfer to statutory reserve BASE TR (439) -
Forfeited options transfer to retained
profits BRI A B 5 7 7
Dividends (Note 16) B (Hrat16)
— Interim dividend - REARRE (772) (772)
— Final dividend in respect of
previous year - FEERERE (970) (970)
— Hybrid Tier 1 USD 500M - SBA —#&78500,000,000
T (330 =
At 31st December M12A31H8 8,841 3,550
(k) Total reserves (k) fHfEEsE 39,138 29,364

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 realized

revaluation surplus on disposal of properties and the value of shares issued in lieu
of dividend.

B R EER B MEARZEBCARHERINE
A8BIKFTIRE °

—RERNRY - BIEREBERF - e
W D TR EHRBRIARK S BT
B B -
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Revaluation reserve on bank premises and exchange revaluation reserve have been
set up and are dealt with in accordance with the accounting policies adopted for
the revaluation of bank premises and foreign currency translation.

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

Capital reserve represents the capitalisation 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(q)(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).

Other reserves represent share of changes in equity of associates of investment
revaluation reserve and revaluation reserve of bank premises.

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, 2011, HK$4,065 million
(2010: HK$2,306 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, 2011, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$11,427 million (2010(restated):
HK$13,355 million). After the balance sheet date the directors declared a second
interim dividend of HK$0.51 per ordinary share (2010: proposed final dividend of
HK$0.56 per share), amounting to HK$1,059 million (2010: HK$1,144 million).
The dividend has not been recognised as a liability at the balance sheet date.

40.NON-CONTROLLING INTERESTS FiZR s

BRIEMIEE ()

Tt RERSHHENELREEESRES
EFTHE RSN T E PAER RO &R TR

EERBRBEIHBEREAEE BRRAK
REAERENAER-RDTT - —KHBEA
AN THEE R AR M AR AR o

BARFHENBEARRBENENMEET -

ERFHE(ERTREEREE) BRERECDK

iﬁi*ﬁﬁﬁ B 52 2(a)(iv) AT SR UABR 1 A8 E B AE S AT
SHBRRERRTATRE 2ERREG

5&%?1%3@1&%%& BHAT{EE

REEMRHREERSAEIHEERSFEER
SRELEERNRALFEEEHFE A
RABR I MY S RTERER SRR TR 2()A0(K)

EEHeFEREBEARRRZRESH
R EMITI RS

ARFEEBE(R ”1K§|>ﬁﬁﬁ%\ﬁﬁfﬁmiﬁ
EATRERERBTEREACER
BEANAEEZRERBLCRE - L&
ERCRMERRE  HRENEDHEEERSE
BEaMAEIE - R2011F128318 - &
FRAPeEEEERBERRE T AKE
fi% 5% ¥ 4,065,000,000 7T (2010 & = 7B %
2,306,000,0007T) - BIRERIAABRNE LS
BMEERR -

MR201MF12A318 » AIRE TARTTARER A
54858 5751 11,427,000,0007T (20104 (&
$R) : #113,355,000,0007T) ° FEAEE R 1%
EREMRERE T HARSFREBRE
#0.517c(2010%F : HRAE S FAE0.56
JL) v #REAEE%1,059,000,0007T (20104 ¢

75 #1,144,000,0007T) - RE&EHE H I AR H#ER
ZRBABE-
2011 2010

HKS Mn BEEET HK$ Mn BEEE T

At 1st January M1ATR 4,400 4,358
— sale of interests in businesses to - HEmEERT

non-controlling interests investors PRI EE 2 4

— final dividend in respect of previous year - B - FEREKRE (61) (56)

- exchange adjustments - B AR (6) 15

Profit for the year FE AT 93 79

At 31st December Mm12A31H 4,428 4,400
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BRIEMIAE (48)

41.

(a)

FINANCIAL RISK MANAGEMENT B17% @ b &5

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 major risk management
policies for the various types of risk that the Bank faces including credit risk, market
risk, liquidity risk and operational risk 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, Senior Advisors, Deputy Chief Executives and the Group Chief
Risk Officer, for the approval of the Board of Directors. There is an independent
centralised risk management unit, Risk Management Division, 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 loans
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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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 Risk
Management 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. Credit Risk Management Department under Risk
Management Division 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 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.

(i

=

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.

AR IR B 5 (48)
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(a) Credit risk management (continued)

(iv)

(vi)

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.

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 credit portfolio 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.

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 statement

of financial position after deducting any impairment allowance. A summary of

the maximum exposure is as follows:

The Group 58
2011 2010

HKS Mn B®EERT HKS Mn B¥BET

(a) FERBEERE @)

HEEA WA
BREERBEMNAGEMEAE FRAAR -
AETEREERTEFHNEERR
R - Bt - AARSLBETREFH
FEREMEBEINEESRG  AaR
FFMEIRESR o

EEEHHER
FEETHERERZ ZE FEEXE

W& KELTERRNOTE  MRE
EEnEREERRAEEREENE
BRBRAEEZHEE - ARENEEA
EOBBETRME  ITERMER

AEE-ERAEE N RRZEEE -
Pl N RITEME A S EERE
IABEHEEE S rh MRS ©

REER
REEBI R EEHERREEME
ERANRSEERR - BES—HD
B E DR E A E R 2 B A EEM B
MEMEEE - ZSERBEZOT :

The Bank 17
2011 2010
Restated Z4R
HK$ Mn B¥EET HKS Mn BEEET

Cash and balances with banks,

central banks and other

Re RERT - PRE|BIN

financial institutions Eib & mgEnGET 69,933 47,080 21,333 17,109
Placements with banks, central

banks and other financial AT - ARBITH

institutions Hitb & REIEAER 62,057 58,197 33,370 39,974
Trade bills B55E 36,823 18,548 35,876 17,491
Trading assets RHRBEE 4,532 4,149 3,091 2,501
Financial assets designated at fair ~ #57€ AB BB AR B

value through profit or loss ATBENERHEE 16,330 15,989 16,330 15,989
Loans and advances to customers  EFEH 320,922 295,943 197,258 184,333
Available-for-sale financial assets At HE S RIEE 42,897 38,167 27,667 19,960
Held-to-maturity investments BRIERE 4,587 5,714 2,880 3,766
Other assets HitnEE 25,979 23,166 5,538 5,891
Financial guarantees and

other credit related BBERIEMEEESH

contingent liabilities Mz RAE 13,936 12,131 9,017 7,829
Loan commitments and other BRRERAMREEEH

credit related commitments H 134,545 105,747 59,489 62,590

732,541 624,831 411,849 377,433
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(vii) Credit quality of loans and advances Vil ERRBFHEEER
Loans and advances to banks are only made to banks with good credit RITERRBRRARRTEECEER
standing. At 31st December, 2011 and 2010, no loans and advances to bank Z8R4T o PR20116 R20106F12A318 -
are impaired. The credit quality of loans and advances to customers can be YRERBERITERRBR - BEFEX
analysed as follows: RBROEEERANET :
The Group 58 The Bank 17
201 2010 2011 2010

HK$ Mn B¥EET HKS Mn B%EEL HKS Mn B EET HKS Mn BEEET

Gross loans and advances to REEHRRBHK

customers ek
— neither past due nor impaired - A KRB 320,254 295,383 196,675 183,877
— past due but not impaired - BRHERERE 161 69 114 68
~ impaired -ERE 1,475 1,592 1,134 1,268
321,890 297,044 197,923 185,213

Of which: Hep -

The Group £ The Bank 17

2011 2010 2011 2010

HKS Mn B®EERT HKS Mn B¥EET HKS Mn B®EET HKS Mn BREET

Gross loans and advances to
customers that are neither ERLRENTFER

past due nor impaired PET et
- pass -A 318,499 293,456 195,622 182,251
- special mention -REBE 1,755 1,927 1,053 1,626
320,254 295,383 196,675 183,877
The Group classifies the loans and advances in accordance with the loan AEERBERAEERTEEERERER
classification system required to be adopted for reporting to the Hong Kong WERDERFADEER o
Monetary Authority.
The ageing analysis of loans and advances to customers that are past due but BEBEREREZEFEREBADN
not impaired is as follows: FHHFMOT
The Group &8 The Bank 81T
2011 2010 2011 2010

HKS Mn BEEET HKS Mn BEEEL HKSMn B¥EERT HKS Mn BEEET

Gross loans and advances to BRHERERED

customers that are past due EFERR

but not impaired BREE

— overdue 3 months or less - BHE3EAUT 161 69 114 68
Loans and advances that would be past due or impaired had the terms not M201M1F128318  RIWKREAT R
been renegotiated amounted to HK$392 million as at 31st December, 2011 AR RRREERRBROE
(2010: HK$443 million). 28 A A51392,000,0007T (20104 « H#

443,000,0007T) ©
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D)

m=

41.FINANCIAL RISK MANAGEMENT (conTINUED) Bt 75 [ B B 228 cam)

(a) Credit risk management (continued)
(viii) Credit quality of financial assets other than loans and advances

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 follows:

The Group &8

2011

(a) EERMRERE @)
Vi) EE R R R R MEENEEER

2010

HKS Mn B®EERT HKS Mn B¥EET

EeRGHNEERRERTTE  BALE
EMEREMCREENTEA-BRARK
FEERAREREENEFRENETF -

R&EER - ZRINDEE TR - 2
HRERY - LIRS RAO TR
FrisE 2 EHEHBRENEEEEZNM
L

The Bank 17
2011 2010
HKS Mn B¥EET HKS Mn BEBETL

Aaa Aaa 22,519 6,277 17,292 5,991
Aal to Aa3 Aal £ Aa3 14,735 20,519 12,907 19,426
ATto A3 A1 2 A3 11,165 10,664 9,864 9,180
Lower than A3 A3 AT 5,454 4,761 3,577 2,776

53,873 42,221 43,640 37,373
Unrated &8 11,297 20,099 3,991 3,676
Total pa 65,170 62,320 47,631 41,049

(ix) Collateral and other credit enhancements (ix) R E M= AR

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 participating parties to apply close-out
netting arrangement across outstanding derivatives.

REBEFANMFRRBLA - RER
HREE  BReTFRRER - AREE
AERBFNERR - FFERERAD
BRELEEEDHOEMRN - RITE
R—BRIBEERR - HEREIFER
SREEMNERR  RRETAZHES
RTE e

BA—ETFeREEFRFNEERE
EHERERTAN  EHES  EHR
HibRA R —RIBRBRERN - KE
EZFTISDANESL) - A REMAHRS
HEDUFREE L H — 2R ARNARET
ZITHER S
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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:

The Group £

2011

2010
HKS Mn B%EET HKS Mn B EET

AR IR B 5 (48)

BERGBERFA R SRS E KR
mEEMEREANGH A FEERE
ZBIEEMT ¢

The Bank 17
2011 2010
HK$ Mn B8 EET HKSMn BEEET

RAEFEREREEZERR
REMERRIMATERD

Fair value of collateral and other
credit enhancements held against

financial assets that are: T
— neither past due nor impaired - fE#1HI Rl 233,040 221,122 134,323 130,213
- past due but not impaired - FAHEREHE 157 60 11 59
233,197 221,182 134,434 130,272
(b) Market risk management (b) MiEEREE

Market risk arises from all market risk sensitive financial instruments, including debt
securities, foreign exchange contracts, equity and derivative instruments, as well as
from statement of financial position 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 the major 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 based on internal forecast.

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 value-at-risk (“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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(b) Market risk management (continued) (b) MiZEREE (@)
(i) Currency risk (continued) (i) BERERE)
The following table indicates the concentration of currency risk at the balance TRETREEIEBRABREPHIER :
sheet date:
The Group £E=
2011
HKS Mn B EET
Other foreign
usb RMB currencies Total
EY AR Hijhi ot
Spot assets REEE 104,573 258,210 49,159 411,942
Spot liabilities REEE (100,147) (224,582) (59,225) (383,954)
Forward purchases REEA 101,184 70,840 16,861 188,885
Forward sales REEL (100,235) (98,790) (5,539) (204,564)
Net options position* s e 31 - (25) 6
Net long non-structural position  JEAEE 1 R &5 5,406 5,678 1,231 12,315
2010 Restated E%f
HK$ Mn BB EET
Other foreign
usb RMB currencies Total
e AR E Mg o
Spot assets REAE 94,806 192,680 50,424 337,910
Spot liabilties BEaf (84,212) (172,452) (53,480) (310,144)
Forward purchases BHEA 148,090 94,932 12,559 255,581
Forward sales EHEN (156,605) (108,056) (8,196) (272,857)
Net options position* R 154 - (10) 144
Net long non-structural position  JEAEE 1 R &F4E 2,233 7,104 1,297 10,634
2011
HKS Mn B EER
Other foreign
usb RMB currencies Total
S AR Hitsptk am
Net structural position REtEERE 2,573 8,631 734 11,938
2010
HK$ Mn BB E ST
Other foreign
usb RMB currencies Total
e AR E Mg o
Net structural position HEEEREFE 2,467 6,855 727 10,049
*  The net option position is calculated in the basis of the delta-weighted position of * B R IIRIE T E ARSI R

option contracts. BN E RERE -
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BRI P EE (48)
The Bank $RAT
2011
HK$ Mn B¥EER
Other foreign
usb RMB currencies Total
EVH AR% Hethopek e
Spot assets REEE 77,097 51,587 47,527 176,211
Spot liabilities RERE (78,008) (23,838) (58,447) (160,293)
Forward purchases REHEA 69,359 38,208 16,251 123,818
Forward sales EHED (68,652) (65.796) (5.274) (139,722)
Net options position* iR 31 - (25) 6
Net long/(short) non-structural FEBMR/(8)&%8E
position (173) 161 32 20
2010 Restated %k
HK$ Mn BEEET
Other foreign
usb RMB currencies Total
e ARE HoNg e
Spot assets HEBE 72,725 29,488 43,785 150,998
Spot liabilities REEE (63,988) (17,902) (52,345) (134,235)
Forward purchases EHEA 127,075 21,397 11,815 160,287
Forward sales EHEN (136,323) (34,207) (7,743) (178,273)
Net options position* HigER FaEr 154 - (10) 144
Net long/(short) non-structural ~ 3E&EEIER /(8B FE
position (357) (1,224) 502 (1,079)
2011
HKS Mn B¥EEB T
Other foreign
usb RMB currencies Total
EJH AR Hitspek “m
Net structural position MR FE 2,573 8,631 734 11,938
2010
HK$ Mn BB EE T
Other foreign
usb RMB currencies Total
e AR Hth o ot
Net structural position LEHEE TSR 2,467 6,855 727 10,049
*  The net option position is calculated in the basis of the delta-weighted position of * BREFHEREAT RS EE

option contracts. EIEF R RERTE -
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(b)

Market risk management (continued)

(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 Markets Division 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 and warrants issuance 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 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.

(b) MIZEEEE (@)

(i) F = @R
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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.

AR IR B 5 (48)

B EmBRM - ABRMDEE KIEEWRN
(TREREERMZIFLMES) (BRI 3E
EmRESF DI mEEEE ERBRES - IF
EmREFRIERH LG ZRES ERER
BRI TEREXSBRNFRNEREE
N - BEESATE MR ARE

Value-at-risk statistics BARBBESAT
2011

At 31st December Maximum Minimum Mean

W12A318 B& &iE ¥4

HKS Mn HKS Mn HKS Mn HKS Mn

BREEER BEEER BEEER BERER

VaR for total trading activities R EHNER S EEEE 40 75 28 46
VaR for foreign exchange trading

positions* INER SR R RS 13 13 1 4

VaR for interest rate trading positions ~ F|& X S5 R AL S 2 8 2 4

VaR for equity trading positions RAORF R HNEBEE 31 70 25 M

2010

At 31st December Maximum Minimum Mean

®12A318 53] (& T4

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEAT BEEET BEEET BEEET

VaR for total trading activities RS EBDMERYELER 37 52 33 4
VaR for foreign exchange trading

positions* SNER BFERRRERR* 4 8 2 4

VaR for interest rate trading positions ~ F|ZZ 55 A HEKL 7 9 2 4

VaR for equity trading positions BRORZFEEHRREE 30 45 24 35

(@]

* Including all foreign exchange positions but excluding structured foreign exchange
positions.

Operational risk management
Operational risk is the risk of loss resulting from 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 major 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. Operational Risk Management Department under Risk Management
Division 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.
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41.FINANCIAL RISK MANAGEMENT (conTINUED) Bt 75 [ B B 228 cam)

(c) Operational risk management (continued) () EERRERE W)

Furthermore, Operational Risk Management Department under Risk Management
Division 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 had been reviewed
independently by Internal Audit Department.

AN - REE 2 Bl B IR T W EERR
EEBTHAEEARENEBEECEREE
B T it BE IR RIS R AE R B 3 MY AR RE HETT
BTG - WRAREREBLEMEREH
bpeN: ok

(d) Liquidity risk management (d) RBEERBEE

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.

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 managed daily by the Treasury Markets Division within the limits approved by
the Board of Directors. Asset and Liability Management Department under Risk
Management Division of the Group is responsible for monitoring the activities of
the Treasury Markets Division in compliance with the Liquidity Risk Management
Manual. The Internal Audit Department performs periodic review to make sure the
liquidity risk management functions are carried out effectively.

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.
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Analysis of assets and liabilities by remaining maturity: BERBENFIGRER ST :
The Group S
2011
3 months 1year 5 years
or less or less orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ fmonth  1month 3 months 1 year 5years oroverdue Total
1MBARLE  3fERNE 1E0E EXHAH

WRES 1fEAR B3f3R BE E5E SENE el a5
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
REEER AMEER BMEER HMEEn B¥EEn  BMEER AMEER  BYEER

Assets 3
Cash and balances with banks and other RERESNED SRME

financil nstitutions e 40392 10 I 125 - - 30991 71,761
Placements with banks and other

financialinsitutions EEARADEREENEN 1027 1743 14,569 29,048 - - - 62,057
Trade bills UL 55 5459 141 19,833 - - 5 36,823
Trading assets RARGAE - - - 51 683 62 4283 5,600
Financial assets designated at fair value REABBRENRY

through profit or loss ATEENSRAE - - 648 826 12,119 2737 333 16,663
Advances to customers and other accounts ZFERREMER 5,466 33,888 35,816 76,810 117,738 13,012 5,160 347,950
Available-for-sale financial assets At EeHEE 107 338 799 7,950 20,149 3319 2013 44,910
Held-to-maturity investments BRIMRE - 1,088 339 1,307 1,622 231 - 4,587
Undated assets EIRAREE - - - - - - 21,051 21,051
Total assets AEER 47,047 61,440 0876 136471 152311 79,421 63836 611402
Liabilities afE
Deposits and balances of banks and other RREMERERNEN

finandial institutions RE# m 4,688 1,425 8,485 0 - 191 15,923
Deposits from customers LS 13578 137568 101,956 76,692 15,375 - - 467354

~Demand deposits and current accounts - EERARERER 56,896 - - - - - - 56,896

- Savings deposit - BERH 77452 - - - - - - 77452

~Time, call and notice deposits - EERBRER 1435 137548 10195 76,692 15,375 - - 333,006
Trading liabities RERERE - - - - - - 4,508 4,548
Certificates of deposit issued BEIENE - 1,10 1,658 5386 3329 - - 11,483
Current taxation PN ehc) - - - n - - - 3
Debt securites issued BETERES - - - pIi 6,152 - - 6,393
Loan capital v - - 3178 4,659 - 8,904 - 16,741
Other liabilties A& 192 4775 703 9,820 3N 1 12573 36,483
Total liabilities BELE 138,420 148,121 115,253 105,756 25,591 8,905 17312 559,358

Net gap FEE (91373)  (86,681)  (44377) 30,715 126,720 70,516
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(d) Liquidity risk management (continued)

d) RBELRMREE (®)

The Group ESE]
2010
3 months 1 year 5 years
or less or less or less
Repayable Within but over but over but over Over Undated
on demand 1 month Tmonth 3 months 1 year Syears  oroverdue Total
MEANE  3EANE  1EBE EARE
PEER  EAR 23R s B SENE ol &%
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET AWEST BAET A%EEr AYEERT AMEEn  BMEEn  WEAESR
Assets 43
Cash and balances with banks and other B REFINEDSRE
financial institutions gf33 28,108 70 63 40 - - 20,012 48293
Placements with banks and other
financialinsitutions EROREMSRRENEN 121 4 2,161 6,488 = . = 58,197
Trade bills 8558 554 4723 11,752 1513 - - 6 18,548
Trading assets REBEEE - - 12 %7 1,04 218 3434 5,845
Financial assets designated at fair value HEARAREIRH
through profit or loss ATRENEHAE - - 135 1,049 11,676 3129 203 16,192
Advances to customers and other accounts EFERREMER 49 30,209 24,198 65844 117,380 73,008 4479 320040
Avallable-for-sale financial assets AHHECREAR 120 1,734 5333 8,547 19,385 3,048 2612 40,779
Held-to-maturity investments REHHRE 7 868 203 1,456 2388 m - 5,714
Undated assets BIRASEE = = - - - - 20,585 20,585
Total assets AElE 33,852 87,031 43,857 85,884 152,033 80,205 51331 534,193
Liabilties fff
Deposits and balances of banks and other Rt eREENER
finandial institutions R&EH 1,013 2,941 1,429 3992 5% - 23 9,99
Deposits from customers REER 142,673 126,658 72,199 64,052 14,251 - - 419,833
— Demand deposits and current accounts - EBRARARER 59,699 = = = = = = 59,699
- Savings deposit -RERT 82,366 - - - - = = 82,366
- Time, calland notice deposits - EBREEN 608 126658 72,199 64,052 14,251 - -8
Trading liabities R5BRERE - - - - - = 3,101 3,101
Certficates of deposit issued BERTENE - - 535 874 1,776 2401 = 5,586
Current taxation REHE . . _ 618 _ i _ 618
Debt securites issued BEfEEES = - - 4,109 21 - - 4,950
Loan capital AEER = - - - 8,208 4485 = 12,693
Other liabilities AfiBE 1,674 2823 4,168 9,522 358 - 10,230 28775
Total liabilities BELE 145,360 132422 78,331 83,767 25,430 6,886 13,354 485,550
Net gap FEE (111,508) (45,391) (34.474) 2117 126,603 73319




REHRITEMRALF 2011 FH 219

NOTES ON THE ACCOUNTS (CONTINUED)
AR T8 fff &F (48

The Bank $RAT
2011
3 months 1year 5 years
o less or less orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ fmonth  1month 3 months 1 year 5years oroverdue Total
1MBARLE  3fERNE 1E0E EXHAH

WRES 1fEAR B3f3R BE E5E SENE el a5
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
REEER AMEER BMEER AMEEn B¥EEn  BMEER AMEER  BYEER

Assets 3
Cash and balances with banks and other RERESNED SRME

financil nstitutions e 20,758 1m - - - - 1,640 2510
Placements with banks and other

financialinsttutions ERARADEREENEN 101 12,576 9,790 9971 - - - 3370
Trade bills UL 55 9,006 10,506 16,304 - - 5 35,876
Trading assets RARGAE - - - 3 62 62 3,444 4,159
Financial assets designated at fair value REABBRENRY

through profit or loss ATEENSRAE - - 648 826 12,119 2737 123 16,453
Advances to customers and other accounts ZRERREMER 4,747 25,888 18,890 33,869 71,368 43,778 5,053 203,593
Available-for-sale financial assets MEHESREE 107 3,345 IA/A 6,069 9,31 1,104 962 28,629
Held-to-maturity investments BRIMRE - 917 219 1,164 580 - - 2,880
Undated assets EHRAREE - - - - - - 36,209 36,209
Total assets AEER 26,694 51,904 41,174 68,240 94,010 47,681 443 383739
Liabilities afE
Deposits and balances of banks and other ROIREMSREENER

financial insttutions Rkt 696 4150 1,201 3,826 - - 191 10,064
Deposits from customers RERR 89,884 109,183 64,900 2,136 1,742 - - 290,445

~ Demand deposits and current accounts - EERARERER 15,844 - - - - - - 15,344

- Savings deposit - BER 13317 - - - - - - 73317

~Time, call and notice deposits - EERBREN 109,183 64,900 24,736 1,742 - -8
Trading liabities RERERE - - - - - - 387 3827
Certificates of deposit issued BEIENE - 1,10 1,658 5386 3329 2,200 - 13,683
Current taxation RERE - - - 297 - - - 297
Debt securites issued BETERES - - - w1 - - - 241
Loan capital EEER - - 3178 4,659 - 12,929 - 20,766
Other liabilities EthefE 8 1,012 308 136 2 - 7,545 9,091
Total liabilities BELE 90,588 115,515 71,245 39,281 5,093 15129 11,563 348,414

Net gap FEE (63,89) (63,611) (23411) 28,959 88,917 32,55
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(d) Liquidity risk management (continued)

d) RBELRMREE (®)

The Bank iRTT
2010 Restated E3
3 months 1 year 5 years
or less or less or less
Repayable Within but over but over but over Over Undated
on demand 1 month Tmonth 3 months 1 year Syears  oroverdue Total
VEANE  3EAME  1ENE EARE
PEER  EAR 23R E1f 5% SENE ol &%
HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AMEET  AWEST BBAET A%EEr  A%EER AMEERn  BMEEn  #KAESR
Assets 43
Cash and balances with banks and other financial B4 RER(THIE LS BtkiE
institutions igfezea 16,583 - - - - - 1,225 17,808
Placements with banks and other
financialinsitutions EROREMDEREENEN 121 37.1M 675 2,067 = . = 39974
Trade bills 8558 175 1,103 2539 13,669 = - 5 17,491
Trading assets REBEAE - - - 291 756 218 2901 41%
Financial assets designated at fair value HEARAREIRH
through profit or loss ATRENEHAE - - 135 1,049 11,676 3129 203 16,192
Advances to customers and other accounts EFERREMER 3983 24,199 13,366 29,309 B2 43,185 3800 191,063
Avalable-for-sale financial assets IRHESHEE 120 1,204 4018 5,076 871 791 1,202 21,162
Held-to-maturity investments REHHRE 7 793 153 1373 1420 - - 3766
Undated assets EIRAREE = = - - - - 41937 41,937
Total assets AR 21,009 64450 20,886 52,834 95,784 47353 51273 353,589
Liabilties fff
Deposits and balances of banks and ROREEREENERN
other financial institutions Riag 927 138 901 - - - 3 333
Deposits from customers REER 95,570 106,057 50,570 23390 1,119 S = 276,706
— Demand deposits and current accounts - EBRARERER 16,796 = = = = = = 16,19
- Savings deposit -RERT 78,595 - - - - - = 78,595
~Time, call and notice deposits - EBRENEN 179 106057 50,5570 23390 1,119 = - 181315
Trading liabiities R5ERERE - - - - - = 2432 243
Certficates of deposit issued BEENE - 53 874 1,776 2401 2,200 = 7786
Current taxation B = - - 41 _ - _ m
Debt securiie isued BERTERES - - - - 24 - = 241
Loan capital EEER - - - - 8,208 8,798 - 17,006
Other liabilities AfiBE = 736 105 3,851 3 - 6,580 11,275
Total liabilities BELE 96,497 108,710 52450 29458 11,972 10,998 9,035 319,120
Net gap FEE (75,488) (44,260) (31,564) 23376 83,812 36,355

RIMER 5 R AT & Aig e & A aEN E]
HART K S R P17 AT e B AT B R
BHRMAYIFRRAARESRAOET A -

As the trading and available-for-sale portfolios may be sold before maturity or
deposits from customers may mature without being withdrawn, the contractual
maturity dates do not represent expected dates of future cash flows.
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The following tables provide an analysis of the undiscounted cashflow projection TRETREEBEBENRETNIZ /A
of the financial liabilities of the Group at the balance sheet date based on the BENEAREREEAHNINER 2 BHS
dates of their contractual payment obligations: -
The Group £
2011
Between
Less than three  Between
Carrying ~ Grosscash  Repayable three  months and oneand  More than
amount outflow on demand months  oneyear  fiveyears  fiveyears  Undated
bR aihe A 3EANL 1E0L

FaE ag  ORER EDAY g B5E SENE EEWAS
HKS Mn HKSMn  HKS Mn HKS Mn HK$ Mn HKSMn  HKS Mn HKS Mn
AEEET BWEEn AMEEn AMEEn BMEEn AMEER  AWEER BMEER

Deposits and balances of banks and other RIREMSREENER
financial institutions Rt 15,923 15,957 m 6,133 8,496 426 - 191
Deposits from customers BFEH 467354 470311 135853 240,178 71,864 16,416 - -
~ Demand deposits and current accounts - EBRARERER 56,896 56,934 56,934 - - - - -
- Savings deposit -EERR 77,452 77,453 77,453 - - - - -
~Time, call and notice deposits - EBRBRER 333006 335924 1466 240,178 71,864 16,416 - -
Trading liabities REREEE 4,548 4,508 - - - - - 4,548
Certificates of deposit issued BEIENE 11,483 1,743 - 2812 5453 3478 - -
Current taxation KA 4 amn - - an - - -
Debt securites ssued BENERRS 6,393 6,861 - pL 398 6,438 - -
Loan capita EEER 16741 343 - 3,031 539 3450 11,160 -
Interest rate swaps HxEHAL 4817 4,817 - 423 789 2673 932 -
Other liabiltes EfRE 36,443 36,443 1,926 11,811 9,820 M 1 12573
Total &g 564,175 574,588 138,490 264,813 108,685 33,195 12,093 17312

2010
Between
Less than three Between
Camjing ~ Grosscash ~ Repayable three  months and oneand  More than
amount outflow  on demand months oneyear  fiveyears  five years Undated
Rei @A 3EAME €M E

HEE am  IEER FT EIE E5% SENE  EHHARS
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AEEET AWEET A%BET AKEET A¥EET AWEER  A¥RET  BMEER

Deposits and balances of banks and other ROREMERERNEN
financial institutions RE# 9,994 10,057 1013 431 4,037 607 - 3
Deposits from customers ERER 419833 41914 14715 199,143 64,699 15,357 - -
~ Demand deposits and current accounts - EBRARERER 59,699 59,737 59,737 = = = = =
~ Savings deposit -HERR 82,366 82,367 82,367 = = = = =
~Time, call and notice deposits - EERBREN 277,768 279810 611 199,143 64,699 15,357 - -
Trading lbiles R5RBEE 3,101 3,101 = = = = = 3,101
Certificates of deposit issued BEIENE 5,586 5,676 = 538 903 1834 2401 =
Current taxation KA 618 618 = = 618 = = =
Debt securities issued BENERES 4,950 5,086 - 68 4776 4 - -
Loan capital EEER 12,693 16,052 - 262 281 9,595 5914 -
Interest rate swaps HxEHAL 6,101 6,101 - 552 1,006 3023 1,520 -
Other liabiltes Aftaf 28775 28,775 1,674 6,991 952 358 = 10,230

Total 4% 491,651 497,380 145,402 211,931 85,842 31,016 9,835 13,354
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(d) Liquidity risk management (continued)

d) RBESRMREIE(®)

The Bank $R1T
2011
Between
Less than three  Between
Carrying ~ Gross cash  Repayable three  months and oneand  More than
amount outflow on demand months  oneyear  fiveyears  fiveyears  Undated
bkaajihe 3EA 3EANL 180
EE aF  HRER EPAN B % SENE  EHHRH
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EWEEn AWEEn AWEEn  RWEEx  E¥AEn  BMEER  BMEER  EMEER
Deposits and balances of banks and other Rkt eRERNER
financial institutions prec3 10,064 10,075 696 5359 3829 - - 191
Deposits from customers EPEH 20445 290,985 89885 174379 24,951 1,710 - -
- Demand deposits and current accounts - BEEHRARER 15,844 15,845 15,845 - - - - -
- Savings deposit - BERS 13317 13317 13317 - - - - -
~Time, call and notice deposits - EBRBRER 01284 201823 17430 24,951 1,770 - -
Tradingliablities RORREE 3827 3821 - - - - - 3821
Certficates of deposit issued BERHE 13,683 13,943 - 2812 5453 3478 2,200 -
Current taxation AHHE 297 297 - - 297 - - -
Debt securites ssued BETERES 1 w3 - 1 wm - - -
Loan capital fFEER 20,766 27,460 - 3431 5,392 3452 15,185 -
Interest rate swaps FlEEEAH 4368 4,368 - 305 627 2514 nm -
Other liabilities AfiBE 9,091 9,110 8 1,381 137 39 - 7,545
Total &% 352,782 360,308 90,589 187,668 40,928 11,253 18,307 11,563
2010
Between
Less than three Between
Caying ~ Grosscash  Repayable three  months and oneand  More than
amount outflow  on demand months oneyear  fiveyears five years Undated
Reii @A 3EANME 1550 E
KafE gE  HARE EPA EE 255 SENE  EERAR
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYRET AWEET AMREn AWRET B¥AET A%RET AMEER BMEER
Deposits and balances of banks and other Rt ERERNE
financial institutions prec3 3233 3233 927 2283 - - - 3
Deposits from customers LS 26706 277,066 95570 156,781 23,565 1,150 = =
- Demand deposits and current accounts - BERARERER 16,79 16,79 16,79 - - - - -
- Savings deposit -BERH 78595 78595 78595 - = = - -
~Time, call and notice deposits - EEREEN 181315 181,675 179 156,781 23565 1,150 = =
Trading liabilities RORBEE 243 24 - - - = - 243
Certficates of deposit issued BERHE 7786 7876 - 1412 1,805 2459 2,200 -
Current taxation TEHR an an - = an = = =
Debt securites ssued BETERES 241 245 - 1 2 1) - -
Loan capital fFEAR 17,006 23338 - 262 611 10917 11,548 -
Interest rate swaps GlEeLicr 4965 4,965 - 30 624 2,550 1489 -
Other liabilities AthBE 11,275 11329 - 844 3858 4 - 6,580
Total &% 324,085 330,925 96,497 161,885 30,906 17,365 15,237 9,035




NOTES ON

(e) 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 Markets Division 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 Markets
Division 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 implemented effectively.

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.

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 the stress
tests and decides remedial action if required.

Sensitivity analysis in relation to the impact of changes in interest rates on earnings
and economic value is assessed through a hypothetical interest rate shock of
200 basis points across the yield curve on both sides of the balance sheet and is
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:
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2011 2010
HKD usb RMB HKD usb RMB
B ESH AR BT e ARE
HKS Mn HKS Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn
BERET BERET BEEET BERET BERET BEEET
Impact on eamings over the next it F3200/E 5%
12 months if interest rates rise HARR12MEA4
by 200 basis points B2 116 (12) 346 272 (172) 331
Impact on economic value if interest 472 820018 %EE
rates rise by 200 basis points HITEEENYE (156) 195 126 (66) (637) (230)
This sensitivity analysis, which is based on a static interest rate risk profile of assets ZRBRESWERRRREEE K - TR

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.
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(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
whichever are earlier) for the interest bearing assets and liabilities at the balance

(e) AIEREREE (m)

A= B HERATENBWAREEER
MEREBEZGREN N BRI LB

TR -

TRETHNEEAGSAERBBENHENT
RFEEFTH (KB EBRERESE)

sheet date:
The Group &8
2011
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3EANL 10 E
HUT E1F E5%F SENE FHE ag
HKS Mn HKS Mn HK$ Mn HKS$ Mn HKS Mn HKS Mn
BREET BYEEET ERERT EREET EREET BREET
Assets BE
Cash and balances with banksand 54 RERTTE M
other financial institutions SRKERNES 66,976 125 8 - 4,652 71,761
Placements with banks and other TR Efo & B
financial institutions TR 33,654 27,276 1,127 - - 62,057
Trade bills B35 20,859 15,822 - - 142 36,823
Trading assets RORBEE - 572 684 61 4,283 5,600
Financial assets designated at fair ~ #EEABBEEURB
value through profit or loss ATEENEHEE 1,208 826 11,559 2,737 333 16,663
Advances to customers EEEH 274,410 36,060 9,108 1,286 58 320,922
Other accounts HiwiEA 3n 197 12 5 26,442 27,028
Available-for-sale financial assets HHESREE 17,465 7,243 15,257 2,961 1,984 44,910
Held-to-maturity investments BRIHRE 1,907 827 1,622 231 - 4,587
Non-interest bearing assets FEBBE - - - - 21,051 21,051
Total assets BERE 416,851 88,948 39,377 7,281 58,945 611,402
Liabilities aff
Deposits and balances of banks and 77 E o & BB Y
other financial institutions TR 14,147 880 43 - 853 15,923
Deposits from customers EEER 368,135 74,389 11,123 - 13,707 467,354
Trading liabilities RHRBER - - - - 4,548 4,548
Certificates of deposit issued BETERE 6,242 4,195 1,046 - - 11,483
Debt securities issued BETEBES 2y - 6,152 - - 6,393
Loan capital EEEX 7,837 - - 8,904 - 16,741
Non-interest bearing liabilities FEEEE - - - - 36,916 36,916
Total liabilities BfEgE 396,602 79,464 18,364 8,904 56,024 559,358
Interest rate sensitivity gap MEgREEE 20,249 9,484 21,013 (1,623)
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The Group £5
2010
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
3{8A 3EAME 1M £
FUT Z1F E5F SFLAE FEE Fk
HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HKS$ Mn
BEEET BERET BERET BERET BERET BEEET
Assets BE
Cash and balances with banksand 384 RAESR{TAME M,
other finandial institutions SRBENET 44,547 40 - - 3,706 48,293
Placements with banks and other ~ 7ESRfT R E & BLHkHE
financial institutions NE= 51,709 6,488 = = = 58,197
Trade bills BHRE 16,411 1,530 - - 607 18,548
Trading assets RHRBEE 12 947 1,204 248 3,434 5,845
Financial assets designated at fair 5 E ARBIERARBE
value through profit or loss ATEENSREAE 1,144 620 11,09 3,129 203 16,192
Advances to customers ZEER 243,887 41,301 6,677 1,400 2,678 295,943
Other accounts HihERIE 1,719 120 - 2 22,256 24,097
Available-for-sale financial assets AftHESREE 13,642 6,971 14,583 2,971 2,612 40,779
Held-to-maturity investments BRIHRE 1,729 1,381 1,832 772 = 5,714
Non-interest bearing assets FERBE = = = = 20,585 20,585
Total assets BERE 374,800 59,398 35,392 8,522 56,081 534,193
Liabilities afE
Deposits and balances of banks and #7172t & Bl
other finanial institutions FRRkER 8,734 1,222 10 - 28 9,994
Deposits from customers BPRER 330,410 69,189 6,143 - 14,091 419,833
Trading liabilities XHREER = - - - 3,101 3,101
Certificates of deposit issued ERTENE 2,230 1,420 1,936 - - 5,586
Debt securities issued BRITEBES 241 4,709 - - - 4,950
Loan capital HEER 4,660 - 3,548 4,485 - 12,693
Non-interest bearing liabilities FERAE - - - - 29,393 29,393
Total liabilities BEEE 346,275 76,540 11,637 4,485 46,613 485,550
Interest rate sensitivity gap FlEgREEE 28,525 (17,142) 23,755 4,037
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(e) Interest rate risk management (continued)

(e) AIEREREE (m)

The Bank 1T
2011
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
3f8A 3MEAL 1L E
HUT 33 B5% SENE FER aE
HKS Mn HKS Mn HK$ Mn HKS$ Mn HKS Mn HKS Mn
BERER BEEER BYERETL BEEET BERET BERER
Assets BE
Cash and balances with banks and 334 RESR/THE M,
other financial institutions TRIBENET 19,655 - - - 2,915 22,570
Placements with banks and other  7ESRTT R L & RUIETE
financial institutions ope= 26,368 7,002 - - - 33,370
Trade bills EULSH 15,934 19,918 - - 24 35,876
Trading assets RORBEE - 31 622 62 3,444 4,159
Financial assets designated at fair ~ #EEABBEZEURB
value through profit or loss ATEENEHEE 1,208 826 11,559 2,737 123 16,453
Advances to customers EFER 181,822 10,425 4,445 460 106 197,258
Other accounts HiRIA 165 196 - - 5,974 6,335
Available-for-sale financial assets AHHESREE 17,170 5,352 4,429 746 932 28,629
Held-to-maturity investments BRIHRE 1,616 685 579 - - 2,880
Non-interest bearing assets FSEEE - - - - 36,209 36,209
Total assets BERE 263,938 44,435 21,634 4,005 49,727 383,739
Liabilities =4
Deposits and balances of banks and 77 E o & BEIE Y
other finandial institutions FRRkEH 8,947 264 - - 853 10,064
Deposits from customers EEER 250,659 24,736 1,742 - 13,308 290,445
Trading liabilities RHRBER - - - - 3,827 3,827
Certificates of deposit issued BETERE 6,242 4,195 1,046 2,200 - 13,683
Debt securities issued BETERES LY - - - - 24
Loan capital EEEK 7,837 - - 12,929 - 20,766
Non-interest bearing liabilities FEEEE - - - - 9,388 9,388
Total liabilities AEEE 273,926 29,195 2,788 15,129 21,376 348,414
Interest rate sensitivity gap FIRGREZR (9,988) 15,240 18,846 (11,124)
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The Bank $RIT
2010 Restated £%
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
3{8A 3fAAME 16 E
FAT kS 54 SFLAE FER k]
HKS Mn HKS$ Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEET BEEET BEEET BERET BEAET BEEET
Assets B
Cash and balances with banksand 34 R RTREM
other financial institutions TREBNETE 15,663 - - - 2,145 17,808
Placements with banks and other ~ 7ESR{T R E S BLkHE
financial institutions NE= 37,907 2,067 = = = 39,974
Trade bills EUES: 10,288 7,007 - - 196 17,491
Trading assets RERBEE 1 290 756 248 2,901 4,196
Financial assets designated at fair 5 E ARBIERARE
value through profit or loss ATEENESREAE 1,144 620 11,09 3,129 203 16,192
Advances to customers ZEER 168,249 8,477 4,431 502 2,674 184,333
Other accounts HihERIE 916 105 - - 5,709 6,730
Available-for-sale financial assets AtHESREE 11,838 3,500 3,909 713 1,202 21,162
Held-to-maturity investments BERIBRE 1,604 1,298 864 - = 3,766
Non-interest bearing assets FERBE = = = = 41,937 41,937
Total assets BEER 247,610 23,364 21,056 4,592 56,967 353,589
Liabilities afE
Deposits and balances of banks and  §#47 [ E- 6 Bb R #
other financial institutions FHR&eR 3,205 - - - 28 3233
Deposits from customers BPRER 239,202 23390 1,119 - 12,995 276,706
Trading liabilities XHREER = - - - 2,432 2432
Certificates of deposit issued ERTENE 2,230 1,420 1,936 2,200 - 7,786
Debt securities issued BETERES 241 - - - - 241
Loan capital HEER 4,660 - 3,548 8,793 - 17,006
Non-interest bearing liabilities FERAE - - - - 11,716 11,716
Total liabilities BELE 249,538 24,810 6,603 10,998 27,171 319,120
Interest rate sensitivity gap FIRGRE =5 (1,928) (1,446) 14,453 (6,406)
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41.FINANCIAL RISK MANAGEMENT (conTINUED) Bt 75 [ B B 228 cam)

(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) AIEREREE (m)

TRBEREZE12ANBILEEREE SR
TAZEBFREGE :

(f)

(9)

The Group £ The Bank 17
2011 2010 2011 2010
% % % %
Assets EE
Cash and short-term funds and RBe RERTHEM S REE
placements with banks and other WEE  RERITRAM
financial institutions SRBBNER 0-5.72 0-7.65 0.01-5.43 0-5.45
Trade bills, advances to customers and
advances to banks and other BORE  BRERRET
financial institutions LA REENER 0.31-53.39 0.46-52.03 0.31-21.49 0.46-18.00
Securities (Note) BHWE) 0.10-7.75 0.04-7.75 0.10-7.75 0.04-7.75
Liabilities afs
Deposits and balances of banksand 847 E 14 RHIER
other financial institutions R#tes 0.01-7.41 0.01-6.50 0.01-7.41 0.01-4.65
Deposits from customers BERER 0-8.11 0-12.04 0-6.25 0-5.30
Certificates of deposit issued and
loan capital BETERERBEER 0.67-8.44 0.36-10.17 0.67-8.44 0.74-10.17
Note:  Securities include certificates of deposit held, trading assets, financial assets Wiat :  EBFOEREGAE RXZEE - HE

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

Strategic risk management

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

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

Legal risk and reputation risk management

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 that the Group’s reputation is damaged by one or more
than one reputation event, as reflected from negative publicity about the Group's
business practices, conduct or financial condition. Such negative publicity, whether
true or not, may impair public confidence in the Group, result in costly litigation, or
lead to a decline in the customer base, business or revenue.

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.
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The Board of Directors has delegated the responsibility for ongoing risk
management of these risks to the Operational Risk Management Committee. The
Operational Risk Management Committee reports to the Board of Directors via the
Risk Management Committee.

(h) Capital management

The Hong Kong Monetary Authority (“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 ratios 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, 2011 and 31st December, 2010
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, 2011 and 31st December, 2010 and the Group are well above the
minimum required ratio set by the HKMA.

AR IR Fff 5 (48)
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42.

(a)

FAIR VALUES OF FINANCIAL INSTRUMENTS €& T & A FEE

Financial instruments carried at fair value

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. The Group measures fair values using the following hierarchy
of methods:

Level 1 — Quoted market price in an active market for an identical instrument.

Level 2 — Valuation techniques based on observable input. This category includes
instruments valued using: quoted market prices in active markets for similar
instruments; quoted prices for similar instruments in markets that are considered
less than active; or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

Level 3 — Valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based
on observable data and the unobservable inputs could have a significant effect
on the instrument’s valuation. This category includes instruments that are valued
based on quoted prices for similar instruments where significant unobservable
adjustments or assumptions are required to reflect differences between the
instruments.

Fair values of financial assets and financial liabilities that are traded in active
markets are based on quoted market prices or counterparty quotations. For all
other financial instruments the Group determines fair values using valuation
techniques. Valuation techniques include net present value and discounted
cash flow models and various market widely recognised option pricing models.
Assumptions and inputs used in valuation techniques include risk-free and
benchmark interest rates, equity prices, foreign currency exchange rates, index
prices, historical or implied volatilities and correlations. The objective of valuation
techniques is to arrive at a fair value determination that reflects the price of the
financial instrument at the reporting date, that would have been determined by
market participants acting at arm'’s length.

The Group uses widely recognised valuation models for determining the fair value
of common and simpler financial instruments, like interest rate and currency swaps
that use only observable market data and require little management judgement
and estimation. Observable prices and model inputs are usually available in the
market for listed debt and equity securities, exchange traded derivatives and
simple over-the-counter (OTC) derivatives like interest rate swaps. Availability of
observable market prices and model inputs reduces the need for management
judgement and estimation and also reduces the uncertainty associated with
determination of fair values. Availability of observable market prices and inputs
varies depending on the products and markets and is prone to changes based on
specific events and general conditions in the financial markets.
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For more complex instruments, the Group uses valuation models, which usually
are developed from recognised valuation methodologies. Some or all of the
significant inputs into these models may not be observable in the market, and
are derived from market prices or rates or are estimated based on assumptions.
Valuation models that employ significant unobservable inputs require a higher
degree of management judgement and estimation in determination of fair value.
Management judgement and estimation are usually required for selection of the
appropriate valuation model to be used, determination of expected future cash
flows on the financial instrument being valued, determination of probability of
counterparty default and prepayments and selection of appropriate discount rates.

The Group has an established control framework with respect to the measurement
of fair values. This framework includes a valuation control function, namely
Financial Instruments Valuation Group (“FIVG"”) which comprises control units
independent of front office management. Procedures for price verification have
been established. Any pricing models to be used would be subject to a rigorous
validation and approval process.

The table below analyses financial instruments carried at fair value, by valuation

]
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method: BE :
2011
The Group &8 The Bank $1T
Level One  Level Two  Level Three Total  LlevelOne  Level Two  Level Three Total
18 £ 38 ] B8R £28 38 L]
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
AMEER BMEER RMEER RMEER BMEER BMEER  RMEER  B¥EER
Assets &E
Trading assets RHAREE 2,363 2,886 351 5,600 1,761 2,260 138 4,159
Financial assets esignated at fair value REABBREARY
through profit or loss ATEERNEREE 10,784 5,879 - 16,663 10578 5875 - 16453
Available-for-sale financial assets NHHESREAE 35,860 8,374 676 44,910 21,265 6,79 568 28,629
49,007 17,139 1,027 67,173 33,604 14931 706 49,41
Liabilities B
Trading liabilities RFRREE 18 4197 333 4,548 18 3,489 320 3827
Financial liabiltes desiqnated at fair value REABBRENRY
through profit or loss ATEENERAR 3178 5.212 - 8450 1,203 5212 - 12475
3,19 9,469 333 12,998 7221 8,761 320 16,302
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) @ T AW A EE @

(a) LD FEEFERNEHMIE @)

(a) Financial instruments carried at fair value (continued)

2010
The Group &8 The Bank 547
levelOne  LevelTwo  Level Three Total  LevelOne  LevelTwo  Level Three Total
B EYE 38 &5 18 EVE 3R &5
HKS Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HKS Mn HKS Mn
AEBET AKAEn AMAET A%EET  MEEET  A¥EEn  A¥AEn  AMEER
Assets iE
Trading assets THBREE 4147 1,404 294 5,845 3,030 92 204 4196
Financial assets designated at fair value R ARRERRG
through profit or loss ATRENSHAE 11,406 4786 - 16,192 11,406 4786 - 16,192
Available-for-sale financial assets MHHESREE 35,632 4528 619 40,779 17217 334 544 21,162
51,185 10,718 913 62,316 31,713 9,089 748 41,550
Liabilities af
Trading liabiities RORREE 3 2820 278 3101 3 2173 256 2432
Financialliabiltes desiqnated at fair value KRERBRARNRS
through profit or loss ATEBHERAR 3,548 2,754 = 6,302 7861 2,754 = 10,615
3,551 5574 278 9,403 7864 4927 256 13,047

FR - REF1RRB2E0 R EEE AT
BEZEBRTA  MEZML\EANES -

During the year there were no significant transfers of financial instruments
between Level 1 and Level 2 of the fair value hierarchy.

() EREEMFABRIBALENS
BT AHE
BHRT EAEZMIEANEREAZE
MIE HAFEEZZSHWT :

(1) Valuation of financial instruments with significant unobservable inputs

Movements in the recognised fair values of instruments with significant
unobservable inputs were as follows:

The Group £
Trading assets -

Positive fair value  Available-for-sale

of derivatives financial assets Total
RHAREE -
fTEIRZ AfEE
EAYEE SREE kel
HKS$ Mn HKS Mn HKS Mn
BEEER BYEER BYRET
Assets &E
At 1st January, 2011 R2011E1818 294 619 913
Purchases BA - % %
Settlements ey (104) (117) (221)
Changes in fair value recognised in
the income statement AT EEEHERAMEE 161 - 161
Changes in fair value recognised in ATEEZSEINE M
the other comprehensive income EEEn - 80 80
At 315t December, 2011 R2011%125318 351 676 1,027
Total gains or losses for the year included in REERREZEEMEA
available-for-sale fair value reserve of FEREMPEKE 2 A
the other comprehensive income for assets HEQAFEERE 2GR
held at the balance sheet date BEAE - 80 80
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REEBHBZEEMERTA
net trading income FERARRR X HRNFE 161 - 161
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Trading assets -
Positive fair value

The Bank $17

Available-for-sale

2011 F ¥, 233

of derivatives financial assets Total
RERBEE -
fTETAZ AfEE
EAYERE SRMEE Eot
HKS$ Mn HK$ Mn HK$ Mn
BEEER BEEER BEAER
Assets EE
At 1st January, 2011 R201E1A1H 204 544 748
Purchases BA - 44 44
Settlements #E (57) (106) (163)
Changes in fair value recognised in
the income statement ATLEEEDERNERE 9 - (9)
Changes in fair value recognised in N EEEZSHEINE
the other comprehensive income 2HENE - 86 86
At 31st December, 2011 R20114%12831H 138 568 706
Total gains or losses for the year included in REEBHAZEEMEETA
available-for-sale fair value reserve of FEREMEHEKE A
the other comprehensive income for assets HENTFEBRE KGN
held at the balance sheet date BRBE - 86 86
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REBRIHAZEEMERA
net trading income @V AEE 2 RHMNFE (9 - (9)
The Group £
Trading assets -
Positive fair value Available-for-sale
of derivatives financial assets Total
REGRBEE -
PTETRZ A E
EAYER SREE B
HK$ Mn HK$ Mn HK$ Mn
BERET AEBEET AEBEET
Assets BE
At 1st January, 2010 R2010%1818 101 393 494
Purchases BA - 191 191
Settlements #E (47) (1) (48)
Changes in fair value recognised in
the income statement ATEEZHEINLER 240 - 240
Changes in fair value recognised in AFEEZBEINEM
the other comprehensive income 2HENE - 36 36
At 31st December, 2010 M20105128318 294 619 913
Total gains or losses for the year included in RNEEEHEZEEMDRA
available-for-sale fair value reserve of FENEM2ERE 21 H#
the other comprehensive income for assets HEQAFEAERE 2 RER
held at the balance sheet date BREE = 36 36
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REBRIFAZEEMERA
net trading income FEERRERZZHMNFE 240 - 240
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTiNuED) € Rl T B A FEE &)
(a) UAFEETRNEMI A @)

(a) Financial instruments carried at fair value (continued)

(1) EABEMIABEEZBAZENSR
TAMEE)

(1) Valuation of financial instruments with significant unobservable inputs
(continued)

Trading assets -

The Bank $R17

Positive fair value ~ Available-for-sale
of derivatives financial assets Total
RHMGEE -
fTETARZ AfRHE
FATEE SRAE g
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET
Assets BE
At 1st January, 2010 ®2010F1A1H 21 341 362
Purchases BA - 168 168
Settlements ®E @) (1) €)
Changes in fair value recognised in
the income statement ATEBEZDERNEGR 185 - 185
Changes in fair value recognised in ATEEZSERNEM
the other comprehensive income 2EYE - 36 36
At 31st December, 2010 #2010612A31H 204 544 748
Total gains or losses for the year included in REEBRAZBEMEEA
available-for-sale fair value reserve of FENEMPERE 2 I
the other comprehensive income for assets HERTEEREZRESR
held at the balance sheet date BEAE = 36 36
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REERBEZEEMEHA
net trading income FERNREERZ R WA FE 185 - 185
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The Group £H
Trading liabilities -
Negative fair value

The Bank 81T
Trading liabilities -
Negative fair value

of derivatives of derivatives
REREEE - RERBEE -
fTETAZAATEE TEIAEZEATEE
HKS Mn B BET HKSMnB¥EER
Liabilities afE
At 1st January, 2011 M2011F1 /18 278 256
Settlements e (123) (118)
Changes in fair value recognised NI EBEEZHER
in the income statement INIESES 178 182
At 31st December, 2011 20114128318 333 320
Total gains or losses for the year
included in the income statement for REERHEZEE
liabilities held at the balance sheet date mE st AFERA
recorded in net trading income Wiz XHWNF5E 178 182
The Group &£E The Bank 877
Trading liabilities — Trading liabilities —
Negative fair value Negative fair value
of derivatives of derivatives
RHMBEE- RHBEEE-
TETACZERATEE TETAZEATER
HKS Mn BB EEIT  HKS Mn BB EET
Liabilities =1
At 1st January, 2010 720101818 92 90
Settlements Fe! (45) (44)
Changes in fair value recognised N EEEHER
in the income statement N EE 231 210
At 31st December, 2010 20105128318 278 256
Total gains or losses for the year
included in the income statement for REERREZEE
liabilities held at the balance sheet date METAFENR
recorded in net trading income R 2 X BN FE 231 210
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) €@ T AW A FEE @)

(a) Financial instruments carried at fair value (continued)

(a) UAFEETRNEMI A @)

(2) Effects of changes in significant unobservable assumptions to reasonably 2 HEEMFABELBRREDHESE
possible alternative assumptions AT SEREBEMEENTE
2011
Effect recorded in profit or loss Effect recorded directly in equity
HERENER L2 HE EERGRRREZ 28
Favourable (Unfavourable) Favourable (Unfavourable)
= (FF) =il (FF)
HKS Mn B¥EET HKS Mn B¥EERT HKS Mn B¥EET HKS Mn B¥EER
Trading assets RGBBEE 29 (29 - -
Available-for-sale financial assets AHHESREE - - 56 (56)
29 (29) 56 (56)
Trading liabilities RHRBEE 28 (28) - -
2010
Effect recorded in profit or loss Effect recorded directly in equity
BEEaHNMER LR BECHNREER LR
Favourable (Unfavourable) Favourable (Unfavourable)
i (H) B ()
HKS Mn BEEET HKS Mn B¥EET HKS Mn BB EET HKS Mn B EET
Trading assets RHRBEE 25 (25) = =
Available-for-sale financial assets AHtHESREE - - 52 (52)
25 (25) 52 (52)
Trading liabilities RHREEE 23 (23) = -
The fair values of financial instruments are in certain circumstances, measured EETELT  sFEeRIANDTE

using valuation models that incorporate assumptions that are not supported
by prices from observable current market transactions in the same instrument
and are not based on observable market data. The table above shows the
sensitivity of fair values due to parallel movement of plus or minus 10 per cent
in reasonably possible alternative assumptions.

(b) Fair values of financial instruments carried at other than fair value

The following methods and significant assumptions have been applied in

determining the fair values of financial instruments presented below:

@

(ii)

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.

The fair value of variable rate financial instruments is assumed to be
approximated by 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.

EFfEANGEER - HEE0HRRKRL
FEEBERRTANERNAIBRMSR
5181 MIERBE MR BRNTIHE
B LREREATFEEZHGZRE A
RERZAEATZSRBREMEEN
IE - B10%MEEHILITES -

(b) AR EEUIIIIRNEHTAD

FEE

REBRATITDEMERRE - KEED
THERTANAFERE :

() TRIEEHROEHRFHRMFEZRS D

(ii)

ATEE - HBEAREE R TRER
EGESR

FREMTANDFEE DREAE
HEREERE - kST AERERMIE
ErEBES - AREENERER
EREREEMATEET R ELER
SERBERT DR T AR - BER
FEETERREEEZENNRE -

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

(iv) The fair value of unquoted equity investments is estimated, if possible, using
the applicable dividend discount model, or share of net asset value in the
investment, or applying a discount to the market value of investments with a
lock-up period.

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

(vi) The fair value of financial guarantees issued is determined by reference to
fees charged in an arm’s length transaction for similar services, when such
information is obtainable, or is otherwise estimated by reference to interest
rate differentials, by comparing the actual rates charted by lenders when the
guarantee is made available with the estimated rates that lenders would have
charged, had the guarantees not been available, where reliable estimates of
such information can be made.

The carrying amount of the Group’s and the Bank’s financial instruments carried at
cost or amortised cost are not materially different from their fair values as at 31st
December, 2011 and 2010 except as follows:

BRIEMIEE ()

(i) ABSHRARARSE BERMRIBER
MRFEE DELREREFIZEEER
FrEELRALEY B BT 5 RIS By - LATH
BRIR IR A - AREBENE
EREYERERRENATEEST S
BEEBSERRIET 25 FLAER
EARAEATFEBEAER  EFESAS
BERNEERENREHTETIUE
o

(iv) EETREREN QAT EESEANERE
TR RE R BRE I ER - SRS
BREMFEE  ASRBEEHRZRE
REMENFTHE -

) FEFRRARERS AT EESS
s RERE AR E RN FRAE
SEBETEY -

(vi) EEENREERZATER  BU2
ZERERBHORITFRXS5FPHAEEER
ZAIBSABERMERE - BRANER

WA 2EF T ZEMEE - TAARE
REEHELERMERBENESX -
BB MBERZBERTMERERE
A RER A Et B R EHHELER - W
ERBARAENEBERNEEATF
fBE -

BRTBIESN - RSB R IRTT AR AN ok S K
AAENzEMTARTE - BHEMR2011F
12A318K2010FRAZ AT EEREE :

The Group ]
2011 2010
Carrying amount Fair value Carrying amount Fair value
BEEE AVEE fREE ATEE
HKS Mn B¥EET HKS Mn B¥EEERT HKS MnB%EEL HKS Mn BEEET
Financial assets SREE
Held-to-maturity investments REISBRE 4,587 4,658 5,714 5,851
Financial liabilities SREE
Debt securities issued BETEEES 6,393 6,515 4,950 5,048
Subordinated liabilities BEEE 13,563 13,559 9,145 9,045
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) @ T B A FEE @

(b) Fair values of financial instruments carried at other than fair value

(continued)

The Bank

(b) U D EEUMNMERNESRTERD
FEE @)

BT
2010
Fair value Carrying amount Fair value
AVEE REE AFEE

HKS Mn B¥EET HKS Mn B¥EERT HKSMn BEEEL HKS Mn BEEETT

Financial assets

Held-to-maturity investments

Financial liabilities
Debt securities issued
Subordinated liabilities

2011
Carrying amount
fREE
RENHRE 2,880
LREE
ERTEBES 241
®EAE 13,563

2,922 3,766 3,836
241 241 241
13,559 9,145 9,045

43.OFF-BALANCE SHEET EXPOSURES & ZE & &&R UMY E

(a) Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant class of

contingent liabilities and commitments:

The Group 58

2011

(a) AREBERARE
SELRBERAREEBRRINE WL TR
BT

The Bank 17
2010 2011 2010

HKS Mn B®EET HKS Mn B EET HKS Mn B¥EET HKS Mn BREET

Direct credit substitutes EEEEREM 10,456 8,915 6,464 5,687
Transaction-related contingencies B S EENHAER 1,159 1,309 880 826
Trade-related contingencies HEFHENHAER 2,321 1,907 1,673 1,316
Commitments that are unconditionally AT (&FEUE M BAS L@ 4

cancellable without prior notice HEIE 41,114 37,453 40,246 37,521
Other commitments with an original

maturity Hib AR A

- upto 1 year - 1EHUT 76,774 48,604 4,299 6,775

— over 1 year -1ELE 16,657 19,690 14,944 18,294

148,481 117,878 68,506 70,419

Credit risk weighted amounts EERRMESSE 49,965 40,584 15,514 18,296

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.

FRBEERAEZEEEEEANTA 815
RAREEENEALRR  ERAE  BRE
FENRE - AOESEEEEROMTRR
MR BFEOFPIAERRAEE - ANE
HEREMANREBNKBOEEEERLE
RMATEY - AHNSEITTRRIBFARKR

==
ﬁ/mi °



(b) Derivatives

REHRTERDA

2011 F ¥R 239

NOTES ON THE ACCOUNTS (CONTINUED)
AR T8 fff & (48

(b) TETE

Derivatives refer to financial contracts whose value depends on the value of one or
more underlying assets or indices.

The following is a summary of the notional amounts of each significant type of

PTHETARER -—BAXSHEEEAERER
EEEEEENTBEL -

SEMRTNBRTETAIREARNNER

derivative for the Group and the Bank: SEMBLT :
The Group &M@
2011
Managed in
conjunction
with financial
instruments
designated
Qualifying  at fair value
for hedge through Non-trading
Trading accounting  profit or loss Others Total Total
RRBER
NRMAF
HEHY EESMIA
% =697 EXEE Hity RHBE et
HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn HKS$ Mn
BYEEET BYERET BYEET BYRET BERET BYEEET
Exchange rate contracts EXEH
Forwards and futures BERRHREE 87,776 - - - - 87,776
Swaps BHRS 75,636 - - 94,850 94,850 170,486
Options purchased B 1,707 - - 50,120 50,120 51,827
Options written i ERE 2,383 - - 49,974 49,974 52,357
Interest rate contracts FIEAH
Forwards and futures BERHREE - - - 1,689 1,689 1,689
Swaps BHR 5 53,225 11,354 15,995 66,128 93,477 146,702
Equity contracts BRHEH
Swaps BT S - - - 7,089 7,089 7,089
Options purchased A 168 - - 2,558 2,558 2,726
Options written Nafunp:it 275 - - 1,894 1,894 2,169
Others Hi - - - 2,091 2,091 2,091
221,170 11,354 15,995 276,393 303,742 524,912
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43.OFF-BALANCE SHEET EXPOSURES (conTINUED) & E B &R AN EL B )

(b) Derivatives (continued) (b) TTET A @)
The Group ES3E]
2010 Restated E3f
Managed in
conjunction
with financial
instruments
designated
Qualifying at fair value
for hedge through Non-trading
Trading accounting  profit or loss Others Total Total
wERER
RBAF
fadh BEEBIA
x5 7 BAER Hit R HE5E o
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREET | A%EET  A%EET  B%EEn | A%EEx | A%RER
Exchange rate contracts EXEH
Forwards and futures BERRHREE 53,582 - - - - 53,582
Swaps BHRS 17,636 = - 83,318 83,318 100,954
Options purchased AR 1,325 - - 29,643 29,643 30,968
Options written S 1,793 - - 29,826 29,826 31,619
Interest rate contracts FIREH
Forwards and futures EHR SRR = - - 1,678 1,678 1,678
Swaps i) 21,894 8,242 17,385 37,195 62,822 84,716
Equity contracts BRGHEH
Swaps HHR 5 - - - 6,044 6,044 6,044
Options purchased BB 111 = = 2,431 2,431 2,542
Options written o 106 = = 1,766 1,766 1,872
Others Hith - - - 513 513 513
96,447 8,242 17,385 192,414 218,041 314,488
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The Bank 8RAT

2011

Managed in

conjunction

with financial

instruments

designated

Qualifying  at fair value
for hedge through Non-trading
Trading accounting  profit or loss Others Total Total
REBER
NRBRAF
HEHh EESHIA
x5 =E073 BAEE Ht | ¥RG5EE BE
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn
B¥EET  AWEEx  AMEER  B%EEx | EMEERT  AWBEER

Exchange rate contracts ERAL
Forwards and futures BB REE 73,543 - - - - 73,543
Swaps BHZ 5 28,324 - - 94,092 94,092 122,416
Options purchased BARIE 1,707 - - 50,120 50,120 51,827
Options written o R 2,383 - - 49,974 49,974 52,357
Interest rate contracts FIREH
Forwards and futures EHRHREE - - - 1,689 1,689 1,689
Swaps BH%S 3,602 11,354 15,995 63,291 90,640 94,42
Equity contracts RAEH
Swaps BH%5 - - - 6,796 6,796 6,796
Options purchased YN 168 - - 2,558 2,558 2,726
Options written hit EE 275 - - 2,558 2,558 2,833
Others i - - - 2,081 2,081 2,081

110,002 11,354 15,995 273,159 300,508 410,510
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43.OFF-BALANCE SHEET EXPOSURES (conTINUED) & E B &R AN EL B )

(b) Derivatives (continued) (b) STET A ¢@)
The Bank RIT
2010 Restated E3f
Managed in
conjunction
with financial
instruments
designated
Qualifying at fair value
for hedge through Non-trading
Trading accounting  profit or loss Others Total Total
wERER
RBAF
fadh BEEBIA
x5 7 BAER Hit R HE5E o
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥RET | A¥EET A¥BERT  A%EER | B%AET | BN¥BEET
Exchange rate contracts EXEH
Forwards and futures BERRHREE 46,127 - - - - 46,127
Swaps SRy 17,636 - - 54,146 54,146 71,782
Options purchased AR 1,325 - - 29,643 29,643 30,968
Options written S 1,793 - - 29,826 29,826 31,619
Interest rate contracts FIREH
Forwards and futures EHR SRR = - - 1,678 1,678 1,678
Swaps i) - 8,242 17,385 37,385 63,012 63,012
Equity contracts BRGHEH
Swaps i) - - - 6,142 6,142 6,142
Options purchased B A g 1M1 = = 2,431 2,431 2,542
Options written v 106 = = 2,431 2,431 2,537
Others Hith - - - 435 435 435
67,098 8,242 17,385 164,117 189,744 256,842
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Derivatives arise from futures, forward, swap and option transactions undertaken
by the Group and the Bank in the foreign exchange, interest rate and equity
markets. The notional amounts of these instruments indicate the volume of
transactions outstanding at the balance sheet date; they do not represent amounts
at risk.

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

AR IR Fff 5 (48)

MTETARARNEERARITEIMNE - FERK
BREMSETHE &8 FHRRERS
MEL - BETANZESBEELEERAD
REKORZHE - BETRERAEZ AR
T -

AL EEEBRUIMNARH AT EEREE
BB pnAE S EINT o ELS BRI ARG AEE
TFELPRIRE

The Group
1)
2011 2010 Restated E3§
Assets Liabilities Assets Liabilities
&E af BE B
HK$ Mn A% EET HKS Mn B¥EET HKS Mn BB EET HKS Mn B EET
Fair value (Notes 24 and 35) NYEEEF724835)
Exchange rate contracts EXLH 1,440 1,397 879 712
Interest rate contracts FIXGH 1,403 2,829 703 2,280
Equity contracts RIAEH 337 292 154 104
Others Hith 35 20 2 4
3,215 4,538 1,738 3,100
The Bank
17
2011 2010 Restated E3R
Assets Liabilities Assets Liabilities
EE af BE B
HKS Mn B%EET HKS Mn BYEEET HKS Mn BB EET HKS Mn B EET
Fair value (Notes 24 and 35) AFEEWH24K35)
Exchange rate contracts [ERLH 984 1,076 545 466
Interest rate contracts FIZEL 1,185 2,433 535 1,877
Equity contracts BRIAAHK 179 288 124 88
Others Hith 28 20 2 -
2,376 3,817 1,206 2,431
The Group The Bank
£5 17
2011 2010 2011 2010
Restated B Restated E#§
HKS Mn BB EET HKS Mn A% EET HKS Mn B EET HKS Mn BB EET
Credit risk weighted amounts * EERBRMESE *
Exchange rate contracts BRAH 3,148 2,144 2,834 1,916
Interest rate contracts FIZEH 1,378 678 1,189 551
Equity contracts ROEH 328 219 383 283
Others Hity 6 15 9 23
4,860 3,056 4,415 2,773
*  The Bank adopted the Foundation Internal Ratings Based (“IRB”) approach according * REB(RITE(ELR)RAD  FiTHRHE
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st B EETTR B EF EX 7T ER2011F 125

December, 2011. 31HZIEERBRZ AR INES S
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43.OFF-BALANCE SHEET EXPOSURES (conTinueD) BEEBBERUIMIES @

(b) Derivatives (continued)
The tables above give the contractual or notional amounts, fair value and credit risk
weighted amounts of off-balance sheet transactions. The fair value is calculated
for the purposes of deriving the credit risk weighted amounts. These are assessed
in accordance with the Banking (Capital) Rules. Fair value represents the cost of
replacing all contracts which have a positive value when marked to market.

Fair value is a close approximation of the credit risk for these contracts as at the
balance sheet date. The credit risk weighted amount refers to the amount as
computed in accordance with the Banking (Capital) Rules.

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

(b)

PTHETE )
ERIHBERBRIMINZZNEHNEEE
£ ATEEREERBINESE - AF
EBELARGFEEERRINESE - 252
BRRRKRITE(BER) RRADETE - 2F
EBEREEEME TS EEEZHEEN
BIEERNEHRA

ATBEREAEERSANNBIHEER,
% o (S BRI S R ISHRURITE (&
A)MADEHE -

TROMEAE A ARERIZE MR EE
ZRBEERREEITETANERRERE

The Group £8
Notional amounts with remaining life of
HBHRNZSEE
2011 2010 Restated B

1year  Over1year Over Tyear — Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1E9UT 1ENLEESE SEAL B VT 1ENLEESE SENE ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
A¥EEn RWEEr R%AER  BMEER AYEERT  AMEER  AMEER  AEAER
Interest rate derivatives MEfETA 90,748 42,601 1500 148391 29,144 41,589 15,661 86,394
Currency derivatives EEHAETA 274940 83,951 7 3898 210211 6,783 19 21713
Other derivatives EfpfitTR 6,312 7625 138 14,075 7,004 37% 211 10,971
372,000 134171 15,257 521,434 246,359 52,128 16,001 314,488

The Bank 17
Notional amounts with remaining life of
HeERNZELE
2011 2010 Restated £

1year  Over 1year Over Tyear  Over 1 year Qver
orless  to5years 5 years Total orless  to5years 5 years Total
1EPUT 1ENLESE SELLE B8 VEIT 1EMEESE SEME i
HKSMn  HKSMn  HKSMn  HKSMn HKS Mn HKS Mn HKS Mn HKS Mn
EWEEL RWEEn B¥AEn BMEER AYEER  AMRER  AMEER  AMAER
Interest rate derivatives EfTETA 56,070 827 15,034 95,931 23,89 25,205 15,655 64,689
Currency derivatives BEfTETIA 213529 83,136 - 29665 174039 6,457 - 18049
Other derivatives EfpfiETR 6,275 7,906 255 14,436 6,927 4320 410 11,657
275,874 115,869 15,289 407,032 204,795 35,982 16,065 256,842
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BRIEMIEE (&)
(c) Capital commitments (c) BAEE
Capital commitments outstanding at 31st December and not provided for in the R12A31 B REMNEBY RERET B ESE
accounts were as follows: HEARNFRENT ¢
The Group £ The Bank $1T
2011 2010 2011 2010

HKS Mn B¥EERT HKS Mn BEEET

HKS Mn ¥ EERT HKS Mn BBEET

Expenditure authorised and

contracted for EREXHTEEL 1 179 17 136

Expenditure authorised but not
contracted for BT HEREL 213 298 175 208
384 477 292 344

(d) Operating lease commitments
At 31st December, 2011, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

(d) KEHEFRE
R201MF12A318 - ETAEEALER
A RRREEMAREREEENT

The Group &8 The Bank 817
2011 2010 2011 2010
HKS Mn B EET HKS Mn B ESET HKS Mn B¥EEBR HKS Mn B BEET
Properties S
Within one year 1A 472 428 174 153
After one year but within five years 1E25FR 986 764 150 156
After five years 5EpLE 300 374 - -
1,758 1,566 324 309
The Group £ The Bank 1T
2011 2010 2011 2010
HKS Mn BB EET HKS Mn BEESET HKSMn B¥EER HKSMn BHEET
Equipment B
Within one year 1R 6 20 2 2
After one year but within five years [EEE 1" 18 2 3
17 38 4 5

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

REERAITINELIBERATBAL TS
TRk - %E&@Hqﬁﬂﬂi 254
BENEREMIERES

iiﬂ%u&%m@mio%ﬁﬁmmx
BEXEES -

FHREKA]
c HEMNKEHER
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NOTES ON THE ACCOUNTS (CONTINUED)

iR

TE B RE ()

44.NOTES ON CONSOLIDATED CASH FLOW STATEMENT Z&8 R &R ERKMT

(a)

Purchase of subsidiaries

(a) WEEKIB AR

2011
HKS$ Mn B EET

2010
HK$ Mn JE# B &7

Net assets acquired

Cash and balances with banks and

EBAFEE
B RAERTHNE M EBEE

other financial institutions Y 4ETF 15 310
Advances and other accounts less provisions EBR A 2 B R H A ARIE 18 473
Fixed assets EEEE 1 2
Deferred tax assets RIERIRE E - 3
Current taxation AREARR IR (2) ()
Other accounts and provisions H b BRIE R (10) (471)

22 315
Goodwill arising on consolidation RIBAR AR ELENEE 68 47
Intangible assets acquired BARTEAE - 2
Total purchase price NRE X HEAE 20 364
Less: Cash and cash equivalents acquired B BANRSRERRSIEE (15) (310)
Cash flow on acquisition net of cash acquired £ 3% 84 Uk Frbs AR &7 75 54

(b) Disposal of subsidiary (b) HEMB AT
2011 2010
HK$ Mn B8 EHET HKS Mn BEHET

Net assets disposed of

Cash and balances with banks and

BEHEFEE
e RERITHNE MBS

other financial institutions B 417 - 68
Placements with banks and other financial
institutions TERTT R E M & B ) 173K - 296
Advances and other accounts less provisions EHBRER 2 B R E RIS - 2,410
Held-to-maturity investments BRI E - 240
Fixed assets ExEE - 7
Deferred tax assets REFIEE B - 8
Deposits and balances of banks and HRITREAM S BB R R
other financial institutions iEeR - (221)
Deposits from customers BEER - (1,725)
Trading liabilities RSABAE - €)
Current taxation I8 - M
Other accounts and provisions E b BRIE R M - (722)
- 351
Add: Gain on disposal e HERF - 238
Less: Cash and cash equivalents disposed B HEReGRERBESER - (68)
Cash flow on disposal of subsidiary HENBRARINIRER - 521
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NOTES ON THE ACCOUNTS (CONTINUED)
AR T8 fff &F (48

(c) Cash and cash equivalents (o REeRZERERELEAR
(i) Components of cash and cash equivalents in the consolidated cash flow () EGABeRExNELEERES
statement 18 H MBS
2011 2010

HK$ Mn B EEXT HKSMnBERET

Cash and balances with banks and e RAERITAE M & BhigE
other financial institutions N EETF 43,041 29,649
Placements with banks and other financial
institutions with original maturity within JRZEARR /318 A A NFESRTT K&
three months Hth & BB 7R 25,338 50,102
Treasury bills with original maturity within
three months JRAEAR 318 A AR A B E &5 9,791 4,539
Certificates of deposit held with original RAHABR A31E A AR 2356
maturity within three months BT REE 911 841
Debt securities with original maturity within
three months JRZNHABR 318 A LA AR E 578 5 100 235
79,181 85,366
(i) Reconciliation with the consolidated statement of financial position (i) BEERAMBHRARNE R
2011 2010
HKS Mn B¥EEX HKS Mn B¥EET
Cash and balances with banks and e RIERITREMS BgE
other financial institutions (Note 21) MEF(HZE21) 71,761 48,293
Placements with banks and other financial FERIT R E M S BB BTN
institutions (Note 22) (Kfat22) 62,057 58,197
Treasury bills, certificates of deposit held BEES - HEFERER
and debt securities BEES
— trading assets (Note 24) -RHPBEENTZ24) 1,317 2,411
— designated at fair value through - IBEABIBEER AR
profit or loss (Note 25) RNEBEAZ25) 16,330 15,989
— advances and other accounts (Note 26(3)) - B R EAbBRIE (H7226(a)) 39 39
~ available-for-sale (Note 27) - A E (B a27) 42,897 38,167
— held-to-maturity (Note 28) - FERIEA(H7F28) 4,598 5714
65,181 62,320
Amounts shown in the consolidated statement
of financial position EREMBRAR LR SR 198,999 168,810
Less: Amounts with an original maturity of B RANEABR &3 18 A A E
beyond three months W& (91,098) (64,800)
Cash balance with central bank subject to ZHRE RGP RIRTT
regulatory restriction HIRE LT (28,720) (18,644)

Cash and cash equivalents in the consolidated ~ fE4ZAIREREBERANIRES KR
cash flow statement ZRELIER 79,181 85,366




248 | The Bank of East Asia, Limited = Annual Report 2011
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AR TR fff &F (48

45. ASSETS PLEDGED AS SECURITY FA{EIEIH RN EE

The following assets have been pledged as collateral for own liabilities at the ~ R&EEH - U TEELERIEASFEEERR
balance sheet date:

The Group £ The Bank 17
2011 2010 2011 2010
Restated Restated
£ B3R
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BERER BERET BERER BERET
Secured liabilities BERER 3,631 813 3,621 677
Assets pledged: HREE
Advances to customers and other
accounts EPERREMERE 2,976 1,810 1,631 39
Financial assets designated at EERBRER
fair value through profit or loss NRBATEENSREAE 2,474 227 2,474 227
Available-for-sale financial assets ARHESREE 138 40 127 -
Held-to-maturity investments BEIHIRE 1,087 448 1,087 448
6,675 2,525 5,319 714

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

borrowings and margin deposits of derivatives. e B m e
The Group £ The Bank 17
2011 2010 2011 2010
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEBET BYRET BEEEL
Cash collateral for borrowed securities  FR{EEAEEHH SEMR 39 16 39 16
Margin accounts for open futures and ~ FR{EEASZEiE Mg A 4)

forward contracts HHFEER 1,464 727 1,431 682
1,503 743 1,470 698

These transactions are conducted under terms that are usual and customary to ~ Iit%
standard lending and securities borrowing and lending activities. BERSHET -
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46.LOANS TO OFFICERS 1THRAEE R

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

AR IR B 5 (48)

RREBCR AR ) 5 161B {4 (4B) R (4C) TR
E - RITBABZEREEAMEIT

2011 2010
HKS$ Mn B8 EET HKS Mn BEBET

Aggregate amount of relevant loans HEREZR12A318H
outstanding at 31st December R
By the Bank AR 3,427 4,809
By subsidiaries B A AfE 851 1,334
4,278 6,143
The maximum aggregate amount of relevant  EENIEBEER Y 55
loans outstanding during the year ERaBEE
By the Bank RIRTTEL 6,365 7,131
By subsidiaries NG s 1,230 1,509
7,595 8,640

There was no interest due but unpaid nor any impairment allowance made against
these loans at 31st December, 2011 and 31st December, 2010.

R2011412A31HK201056 128318  RA R
HARERFIS - IAEUZEENIERELERE -

47.MATERIAL RELATED PARTY TRANSACTIONS BB A THIE AR B

(a) Key management personnel remuneration
Remuneration for key management personnel of the Group, including amounts
paid to the Bank’s directors as disclosed in Note 18 and certain of the highest paid
employees as disclosed in Note 19, is as follows:

(a) EEEEAEFH
AEBEZTBEBABHH - B RIEENE
187 FT B8 S A T AT TE = RAEMT 199 AT

BEXNFATETRSFTMEENSELN

-

2011 2010
HK$ Mn BEEEIT HKS Mn BEEET

Short-term employee benefits SE=3=EEv] 95 82
Post-employment benefits & BRIKEF 5 4
Equity compensation benefits MRt HE ERR T 37 50

137 136

(b) The Group maintains certain retirement benefit schemes for its staff as per Note
2(qg)(iii). In 2011, the total amount of contributions the Group made to the
schemes was HK$131 million (2010: HK$106 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. 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.

(b) AEmMARBEIRMEE TRNREE - A
ERME2(q)i) i - R2011FER - AEE
HZEFTE M H RS SE5131,000,0007T
(20104 : 7% 106,000,0007T) °

AEBRABBATETZERRS  ZEA
TEEBMERR  REBTRABEREAER
BB RIZEALAEGHIAEERYE
AT - ZERXZGEEEIZEALTER
EAMBIAR®KER - METRREENH
T GEIRIE T RIBE KT RGN -
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47.MATERIAL RELATED PARTY TRANSACTIONS (conTinueD) BB A THEARR 5 )

(b) (continued)

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:

(b) (&)
R20114
Bk BERNSY

AR A L&
TR 44 DQDT

ANER B e B A L FTURCER B 5% 5
- RAE2011412 8318 - B3N
ATHRE &kﬁﬁﬂw/\isﬁmﬁ REFE
SO wAiE"]EEldﬁ_?/'(

Key management personnel Subsidiaries Associates
TEEEAR KB AR BEAR
2011 2010 2011 2010 2011 2010
Restated
£
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BMEET BKEET  B¥EER BEBET BEEBT  BYEER
Interest income FIBWA 117 130 253 272 19 3
Interest expense FEXH 86 34 157 161 - -
Amounts due from ) YN 0Y 6 7,518 8,601 11,498 17,469 585 1,141
Amounts due to R A TR 8,475 8,871 2,416 2,722 203 4
Maximum amounts due from  E3E A LHOSE R 12,298 14,229 18,802 25,572 1,018 1,625
Maximum amounts due to REBATHRETA 14,858 39,999 3,013 2,838 203 15
Committed facilities to EEARET 2,535 2,631 835 1,442 10 44
48.EQUITY COMPENSATION PLANS R {7 &5t &l
The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank TR AR ERRAERNITEE G
may at its discretion grant to any employees of the Group, including Executive BEBRLRRETAEBEZEAES B
Directors and Chief Executive, options to subscribe for ordinary shares of the Bank. BITEE RITEAEH - REARITEBRR

All options were granted for nil consideration.

(a) Particulars of share options

17 o FTE RIS A B ERY B -

(a) WB\HX*EA—?‘ |‘E

Exercise price

Date of grant Vesting period Exercise period per share
¥ BEH B 1T1ER BRITEE
HKS B
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 30.04*
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 42.84*
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 — 05/5/2013 40.09*
05/5/2009 05/5/2009 - 04/5/2010 05/5/2010 — 05/5/2014 21.25
06/7/2010 06/7/2010 — 05/7/2011 06/7/2011 — 06/7/2015 28.49
05/5/2011(T1) 05/5/2011 — 04/5/2012 05/5/2012 — 05/5/2017 32.00
05/5/2011(T2) 05/5/2011 - 04/5/2013 05/5/2013 — 05/5/2018 32.00
05/5/2011(T3) 05/5/2011 — 04/5/2014 05/5/2014 — 05/5/2019 32.00

*  After adjusting for the bonus issue one for ten in April 2009.

* ACTHEE2009F 4 BT ETTHI 10X TATAR ©
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AR T8 fff &F (48

(b) Movement of share options during the period (b) BANRIRAE =~ S B

2011 Number of share options R EZ B
Option Outstanding at Outstanding at
Date of grant Tranche Price 1/1/2011 Granted Exercised Lapsed 31/12/2011
i ®n
2011F1A1H 2011%12A31H
BFAH Ha ARE i RATE BEF BT BAX i RATHE
03/5/2006 30.04* 2,420,000 - 2,420,000 - -
10/5/2007 42.84* 2,585,000 - - 550,000 2,035,000
05/5/2008 40.09* 5,170,000 - - 1,100,000 4,070,000
05/5/2009 21.25 4,480,000 - 965,000 - 3,515,000
06/7/2010 28.49 5,950,000 - - - 5,950,000
05/5/2011 ™ 32.00 - 1,980,000 - - 1,980,000
05/5/2011 T2 32.00 - 1,980,000 - - 1,980,000
05/5/2011 T3 32.00 - 1,990,000 - - 1,990,000
Total #%8 20,605,000 5,950,000 3,385,000 1,650,000 21,520,000

2010 Number of share options FRAX#EZIE

Outstanding at Outstanding at
Date of grant 1/1/2010 Granted Exercised Lapsed 31/12/2010
2010F1R1H 201012 A31H
BT AH RARITEE BET BT B RARITEE
03/5/2005 4,737,000 - 4,737,000 - -
03/5/2006 2,695,000 - 110,000 165,000 2,420,000
10/5/2007 2,750,000 - - 165,000 2,585,000
05/5/2008 5,500,000 - - 330,000 5,170,000
05/5/2009 6,600,000 - 2,120,000 - 4,480,000
06/7/2010 - 5,950,000 - - 5,950,000
Total #%8 22,282,000 5,950,000 6,967,000 660,000 20,605,000
*  After adjusting for the bonus issue one for ten in April 2009. * AFFEEE2009F4 7 FrETTAI 103X TALAR

(c) No share options were cancelled during the years ended 31st December, 2011 and  (C) #Z2011412A31H £2010412 A31 84
2010. BRI ARE BRRIE T
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AR TR fff &F (48

48.EQUITY COMPENSATION PLANS (conTiNueD) AR {7 f{E 5T 2l (@)

(d) Details of share options exercised (d) BATERIREFE
Number of share options
RIREEE

Exercise period Date of grant 2011 2010
TR BFBEH

January 14 03/5/2005 - 235,500

February 2 H 03/5/2005 - 142,500

March 3 5 03/5/2005 - 3,048,500

03/5/2006 2,255,000 -

05/5/2009 765,000 -

April 4 H 03/5/2005 - 811,000

05/5/2009 20,000 -

May 5H 03/5/2005 - 499,500

03/5/2006 165,000 -

June 6 5 05/5/2009 100,000 -

August 8 H 05/5/2009 - 2,020,000

September 9 5 05/5/2009 - 10,000

October 104 03/5/2006 - 110,000

05/5/2009 - 50,000

November 11 A 05/5/2009 80,000 40,000

3,385,000 6,967,000

49.NON-ADJUSTING POST BALANCE SHEET EVENTS B ERENEEEBRAZEH

After the balance sheet date the directors declared a second interim dividend.
Further details are disclosed in Note 16(a).

EENAERRBREFE _RPHRE - &
BEEEMT16@ERE °

50. ACCOUNTING ESTIMATES AND JUDGEMENTS =st{hat 5 ¥

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  EEEMARLS
TRZERENEH - BFEREEREE
Z2ENRREER B BERBEEZBOMET
FERE - RS TRAERE THREFEAK
ARZ M2 @EEZENMGFMERE - 1R
SEFUZERR  EAEEHARNE
HENREEEEAZE - RARETRE
BRMEFTERARB 2 REGHHRTR -
EREEZRGIE  AEERREFELE
BZBR  MARENMBEBRRIGED T
[RBRE R BAR R N2 AE

ERECHERZESRNERNAEEEE
BB RMAFTOBIE  BEMEE AR
Z SRR
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(a) Key sources of estimation uncertainty
Notes 31, 37 and 42 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:

@

(ii)

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.

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 a SIV is based on its net asset values as provided by the SIV's
manager.

AR IR B 5 (48)

(a) AT EBEREZNEERIF
MizE31 « 37MREMEAHERE BT
BRENAFEENSRTANAFEENR
BREEBRER - B TREERNEME
ZRRAT ¢

)

(ii)

VZAEEEES

B
AEEEFE RN ETES - AR
BERARBHFE - AEEREHMRE
ERMEBREBRAIAEAERECEL
A - BEEHRRB2IRAE PR - B
EREEEEERERATHNTEER
AEHEE IMNFRRERRESE - @
ZEEHBEARENTEITAEREM
RS - B2 ERIEEHERERE
MEBEBRTE EekEs TEZSE
EENEERBRFEREEZAENNE
BRER - AEFTERRRESR - M
ERAERRNBANAIBREEN RE
BELBE - EEERGE MR AL
BETHRIR S RA AR - #EMR
DIEFHAREERIBANER

R EeHEERFZIHRE

FAHHESREERBEISMKEN
A EEAESIFEBERERE - K
SEHEZEEERRECRE &
SEAHATEEENKANSHEEE
—RAERRATAKE LS RRIE
B R =R HBRRFMYE -

SRTANMGE

AEES SR T AGENS R
Rt - @MTANAFEEIER
BRAUZZZMOTISRE - RAFE
RHFERSGNERIAME - AR
BIE/ZFENRE - BEHERESFHR
FEEABERIFNELZEABRM
BE RESHERRE/NOTEEES
Mo FRIIRE TAN A FEEZRER
AIRETAZERAMRERZTANE
EFE-
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50. ACCOUNTING ESTIMATES AND JUDGEMENTS (conTinueD) B 51 5T B H B ce)

(b)

51.

Critical accounting judgements in applying the Group’s accounting
policies

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

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

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

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

(i) 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
based on reasonable and supportable assumptions and projections of revenue
and operating costs, in determining future taxable profits. Changes in these
estimates could significantly affect the timing of deferred tax asset recognition
and the amount of asset recognised.

COMPARATIVE FIGURES LbEEZF

The Bank has changed the basis of accounting for the interim scrip dividend from
bonus share approach to reinvestment approach, which is considered a more
accurate method to reflect the legal form of scrip dividends. The Share Premium
and General Reserve Accounts for the period from 1991 to 2010 are restated
accordingly to reflect the new approach.

The 2010 figures in Note 20 — Segment Reporting have been restated due to a
change in the presentation of certain assets and liabilities within supporting units
in Hong Kong, and an addition of a new reportable segment, for reporting to the
Group’s most senior executive management with effect from 2011.

The 2010 figures in Note 41(b) — Currency Concentrations have been restated to
better reflect, from a risk management point of view, the economic substance of
certain classes of trades.

For other restatements, the comparative figure has been restated to conform with
current year’s presentation.

]

(o) AEEEARHBANEERE Y

AEERASHBERNE TER S HEW

T

)

(ii)

FEIHKE

AEE R B B ok AT HEE (T R A
BEFFHA - ARAEEERENEE
RENSAEZIBNANETEERE
EoBRAREIHRE - EIFLAHW
HEE - AEEEFEAFETHEER
RENBEZEFREZIHA -

BRETHRERIN  EAKRERERS
FZEREZIHA  AEES S EMER
REZNHANKREALS  ENMHEAN
HHE - BRANBREEESS

A EZBEREEERIAB AT EN
AR EI R ESARTEERTE -

BEBIRAEEZ R

BRI BEA FERTUE M T IAHIHIE
EREEENBERT » AEE S ERE
JERGIREEE © 1R E A& RTUR KO
SENETTRLIER - ARt RHEER
R22 8 LR TR B SR A ] 5 S 5 B
RAREXERBEE - AEBEERAMAD
BHER  BEREBESERAIXFEZIR
RAMEWA K ST HRAE 5 - ABEE
RRFERTOGEF) - B FHFHHR BRI AL
HWREHIRAERANKE R EERR
MEBREATE -

HRF UK EZ ARG A - R1TE
BE ST EEW RN BIREEARRA
&% RTRBBREZEZREEENS
ELAR MR B IR B HDEER - B
1991F 2 2010F B0 im B R — A REEL
BB - WRBSFHARS X

H2011 5% - ARAEERTAKE
MWEREEEERBE TEEREMR
MEEME BRI AHNE - &
K Fig pn— @RI 3R A8 - EMIRE20 -
HEMERN2010F B FEEER -

EMTEE41(b) - E¥RRERF2010FNE T
KEER - ARBREEAEL  &FE
BERRMETRZERNCEEL -

HREMBRHEFME @ LBROHBFED
B AHEAFEN2BTA -
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AR IR B 5 (48)

52.POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2011
EBZE2011F12A318 LFERC MM ERRRERWET - IEENRBAELENTRERE

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments and five new standards which are not yet effective for the year ended
31st December, 2011 and which have not been adopted in these accounts. These
include the following which may be relevant to the group.

EEUERB2BMEH  BSASHIAEY
BT ZBETTRAENEL : BREE
FTAETERIRNE E 2011412 A31 B L& 5H4E
ERARER - At mREARILERIE © 7
BRI B G R 2 ASETRFTERIAT -

Effective for accounting periods
beginning on or after

HERT BRI REER

Amendments to HKFRS 7, Financial instruments:
Disclosures — Transfers of financial assets

BIETKEBHBREEADETR oM T ARE - eMEEER ]
Amendments to HKAS 1, Presentation of financial statements

— Presentation of items of other comprehensive income
KIS BB S EMNFE 1R ST AZRK - Htt2EKREEE 22 )
HKFRS 9, Financial instruments
(EEMBREEIDFEWH R ITA]
HKFRS 10, Consolidated financial statements
(ERBMBHREERDE 105476 M HEHRE]
HKFRS 11, Joint arrangements
(BB BREEDE 115 LRGE ]
HKFRS 12, Disclosure of interests in other entities
(BB BREEADFE 1257 Kt B 2 KE
HKFRS 13, Fair value measurement
(BB BHREEADFE 1R EE AT EE]
HKAS 27, Separate financial statements (2011)
(CEAGFTHERDE 275 B M 53R%2011)]
HKAS 28, Investments in associates and joint ventures
(BEGTTEADFE 28R BE R T REERAIKRE ]
Revised HKAS 19, Employee benefits
KIEKEEGEADE 195 EE BT

1st July, 2011
201147R1H

1st July, 2012
201257 H1H
1st January, 2015
2015417418
1st January, 2013
20131 A1H
1st January, 2013
20131 H1H
1st January, 2013
20131 H1H
1st January, 2013
2013F1A1H
1st January, 2013
20131 A1H
1st January, 2013
20131 A1H
1st January, 2013
20131 H1H

The Group is in the process of making an assessment of what the impact of these
amendments is expected to be in the period of initial application. So far it has
concluded that the adoption of them is unlikely to have a significant impact on the
Group's results of operations and financial position except for HKFRS 9, Financial
instruments, which will have an impact on the Group’s results and financial
position arising from changes in the Group’s classification and measurement of
financial instruments.

REBEAEFEZESEE B @R
EENTE -  R(BBYBRELRDFEINR
[ERTAIKSIBAEBEESBERAESH
TARARHARENEERIBRRER
B EOMBHERRERMZSETHR

SENFERMBARRTATREBRERTE -
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FEEERRREMBEREH

The following information is disclosed as part of the accompanying information to the

accounts and does not form part of the audited accounts.

The preparation of supplementary financial information is in accordance with the

Banking (Disclosure) Rules and consolidated supervision arrangement approved by the
Hong Kong Monetary Authority (“HKMA").

VAN PR BR B9 B R R B R BRIE AP A5 B R M I8
BREEZERR 8D -

BHF AT BERRRB(CRITERE)RADR
EREREERZENGEEREEER -

(1) CAPITAL ADEQUACY RATIO AND CAPITAL BASE EAXAZ ELE R R E R ER

(a) Capital adequacy ratio (a) EAFTELE=E
2011 2010
% B 2% %BADE
Capital adequacy ratio as at 31st December R12A31BMEARFT R LR 13.7 13.2
Core capital adequacy ratio as at 31st December 712 53180 E AT B LK 9.4 9.8

Capital adequacy ratios at 31st December, 2011 and 31st December, 2010 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 regulatory purposes is different from the basis of
consolidation for accounting purposes. Subsidiaries included in consolidation
for regulatory purposes are specified in a notice from the HKMA in accordance
with section 98(2) of the Banking Ordinance. Subsidiaries not included in
consolidation for regulatory purposes are securities and insurance companies
that are authorised and supervised by a regulator and are subject to supervisory
arrangements regarding the maintenance of adequate capital to support business
activities comparable to those prescribed for authorised institutions under the
Banking (Capital) Rules and the Banking Ordinance. The Bank’s shareholdings in
these subsidiaries are deducted from its core capital and supplementary capital as
determined in accordance with Part 3 of the Banking (Capital) Rules.

With respect to Note 29, the principal subsidiaries that are not included in
consolidation for regulatory purposes are:

Blue Cross (Asia-Pacific) Insurance Limited

BEA Life Limited

East Asia Futures Limited

East Asia Securities Company Limited

The Group operates subsidiaries in a number of countries and territories where

capital is governed by local rules and there may be restrictions on the transfer of
regulatory capital and funds between members of the banking group.

M2011F12A31HX2010F12A31A 2 &
AFERLLE - DHREESCBEEREM
BCRITE (BAR)RBIN(TEARRBDEH -
B[ & AR A ThAR R B ABCERTT (6151 ) 8 98A
HGREERTEERERNBEMmMHIE - LR
20075F1 AV BE AR » RIE[EARRA ] - &7
BB AR A TREESEEFERE
BRB . RBIMNEEE « [ABEAGEE ]
STETSRER MR EE Gt EEERR -

REEERGZFEEREMEST G LR
EERETHRN - BRERFEEEREZ
MBRARNREBSRERBREEB(RT
GBI FE I8 IR EMRBAAIIE - T8
FEREZERENGREERZMNBRAR
ERENEZ -SERBRENESRRRA
A HZERR AR RAERUIHE
FEPNEERY  BRBEANRIELR
A | REBCRITIRDD N € BE 2 1R ER
o AMTRZERFNBSDUERLER
KAR[ B 25BN |5 3FB7 ATt 3 2 i hn & A e
HBR e

FHIEE20M = - TREERIEEE BENE
EEBZTEMBARMT

E+F(RR)RBERAT
REABREERAIA

REHEERAT

REEHFERAF
FEBZMBARESARRMIEEEM
EEARTIZEMEROR - AJReEBEB IR

EEARERTEEAKBERNESRE T E
TR R LR o
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERMTMBEER (&)

(b) Group capital base after deductions (b) EEINRENERERE

2011 2010
Restated &%
HKS$ Mn B EHET HKSMn BEBHET
Core capital BLER
Paid up ordinary share capital 2 R AR R B AR AR AN 5,190 5,105
Share premium &5 % B 12,037 11,512
Reserves (e 17,847 17,629
Profit or loss account BB 2,169 1,380
Non-controlling interests FEPERR 3,555 3,557
Deduct: Goodwill W R (1,658) (1,658)
Net deferred tax assets R IAEE (377) (399)
Other intangible assets Hibmp & (26) (27)
38,737 37,099
Less: Core capital items deductions W AR E AR FEIE B (3.319) (3,593)
___ Totalcorecapital tvEAes 5418 33,506
Eligible supplementary capital AIETE M INE A
Reserves attributable to fair value gains on AR ATFEESEHE LR
revaluation of holdings of land and building BEYTE SRS 970 970

Revaluation reserves for fair value gains on Rz AFEBEEGHFEIHEE
revaluation of holdings of available-for-sale Bin REBEFMELERTL

equities and debt securities EHihEE 32 65
Unrealised fair value gains arising from holdings Rz A FBESGHEEKETA
of equities and debt securities designated at BBBEUARMATEEZ

fair value through profit I&tn B B 78 2 M 2 A )

or loss REBREF 2 197
Regulatory reserve for general banking risks —RRIRITERBHATE R 163 54
Collectively assessed impairment allowances BRI R E R 93 129
Surplus provisions BT 1,849 921
Perpetual subordinated debt MEDIHR B ey 1e (&S 3,163 3,606
Term subordinated debt B s EEE 13,146 9,280

19,418 15,222
Less: Supplementary capital items deductions B B AN A EYH0EIE B (3,.319) (3,593)

____Total supplementary capital ___  MmwEAewm 16099 . 11,629
Total capital base BAREH G 51,517 45,135

ERAERETFNRIEAR - B TENEHEE
RITEBHEBOMBARRE  MERR
IR EWREARKENRRINEEELE

NEREFTE -

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 non-banking related businesses.
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xR

KERHETMBER(E)

(2)LIQUIDITY RATIO FiEIEE£LE=R

2011 2010
%BEDE % HE D=
Average liquidity ratio for the year FERNEHREE SR 42.8 449

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 HEHE E#E

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
disclosed.

FERATORDESLERE A FHL RN
BEFHH - EAERRBEEESREER
FIERIERE RS BREREBERTTK
BIHIRA) -

BERERANREHEIZIHFRARESR
REBREED  YEBEREBREBREZE -
—RimE  ARERNERESLIERZY
FAREMNBRN—TER - AZERNE
THRERRITHEINDIT - MZIRITHR
MERLIFRNR R HE FEFIEN - RBRE
ERAHR—EAEREEI S —EER - EX
—HE ARG R AR A D Z T3k
£ ZRHREBRIERERETIAKE

2011
Banks and
other financial Public
institutions sector entities Others Total
BAREMEREE DEBRE Httr ot
HKS Mn A% EERT HKS Mn B¥EET HKS Mn B¥EET HKS Mn B%EET
The Group £

People’s Republic of China hEARLME 38,220 2,122 69,168 109,510

Asian countries, excluding People’s HDNER (T efEhE
Republic of China AREAE) 18,329 5,056 19,734 43,119
North America SlE! 7,009 269 3,219 10,497
Western Europe iy 10,477 - 1,253 11,730

2010
Banks and
other financial Public
institutions sector entities Others Total
RITREAM S RIS N 7 Hith o
HKS Mn BEEEL HKS Mn BEEET HKS Mn BB EET HKS Mn Bl EET
The Group £E

People’s Republic of China FEARZAE 17,270 2,153 56,083 75,506

Asian countries, excluding People’s HEEMER (T eERE
Republic of China ARHAE) 23,537 3,047 16,128 42,712
North America =M 8,035 210 11,273 19,518
Western Europe [ 29,620 - 4,802 34,422
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AEERMTMBEER (&)

(4)NON-BANK MAINLAND EXPOSURES RitiESRITEEFRE M

The total direct non-bank Mainland exposures and the individual impairment

M ERTTHEE P B AR EE K EERIR

allowances are as follows: EEBAT :
2011
Individual
On-balance Off-balance impairment
sheet exposure sheet exposure Total allowance
BEAER BEEAER
Type of counterparties REHFHER PLEL S MR wam BRIH EER
HKS Mn B¥EET HKS Mn B¥EERT HKS Mn B¥EERT HKS Mn B¥EER
Mainland entities A E R 164,801 66,182 230,983 87
Companies and individuals outside the
Mainland where the credit is granted {5 &2 B A M &)
for use in the Mainland RRREARERIN 28,295 2,742 31,037 1
Other counterparties the exposures to ~ E 2 ZHFMEEBR
whom are considered to be non-bank  #FRE ARIERITIE
Mainland exposures RPER 15,865 1,643 17,508 -
Total fak 208,961 70,567 279,528 88
2010
Individual
On-balance Off-balance impairment
sheet exposure sheet exposure Total allowance
BERER BEARR
Type of counterparties RZEFHER| PAREIER PAIMNO R et ERRE%EE
HKS Mn BB EET HKS MnBEESET HKS Mn BEESET HKS Mn BEAET
Mainland entities N ER 136,500 41,863 178,363 31
Companies and individuals outside the
Mainland where the credit is granted {5572 B A M & 5
for use in the Mainland AR REAREBRI 36,223 2,631 38,854 5
Other counterparties the exposures to ~ E1 X FEHFMEARR
whom are considered to be non-bank K RTE ARHIERTTE
Mainland exposures RFEER 12,660 102 12,762 =
Total k) 185,383 44,596 229,979 36
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AEBERMAMBEN (H)

(5)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS #Hiff - KEHR MBI EE

(a) Overdue and rescheduled advances (a) BEAR KRBHERK
2011 2010
% of total % of total
advances to advances to
customers customers
EEFEREE MEFERERE
HKS Mn B¥ BB MBS HKS Mn BB EET MBEAL
The Group £
Advances to customers overdue for  BEIRFEHR
— 6 months or less but over 3 months - 318 A A -Z6(E A 92 0.0 98 0.0
— 1 year or less but over 6 months -6 AN LEE1E 60 0.0 139 0.0
- Over 1 year - 1EHUE 99 0.1 159 0.1
251 0.1 396 0.1
Rescheduled advances to customers A EEZFEFN 392 0.1 443 0.2
Total overdue and rescheduled BEREEREFER
advances it 643 0.2 839 03
Secured overdue advances FERRHEN 152 0.1 220 0.1
Unsecured overdue advances EHRBBER 99 0.1 176 0.1
Market value of security held against AR BEETIEER
secured overdue advances mE 439 561
Individual impairment allowance
made on loans overdue for more than B EA31E A1 &4
3 months {ERIREERE 84 148
Loans and advances with a specific repayment date are classified as overdue EXRFEEBMREFRIDAEE &
when the principal or interest is overdue and remains unpaid at the year-end. FHEERAHNERRBRE L BABHNE
Loans repayable by regular instalments are treated as overdue when an instalment R BNHBRREFRNABER - UE
payment is overdue and remains unpaid at year-end. Loans repayable on demand ENHEENEFIRREARER - HHE
are classified as overdue either when a demand for repayment has been served on ERBNECHRTERABNRENEE
the borrower but repayment has not been made in accordance with the demand B REENERE RS RERE
notice, and/or when the loans have remained continuously outside the approved HERBBREC NS EBRAMBERORE -
limit advised to the borrower for more than the overdue period in question. ML B S ERAMOERBEORELLE

FBHRR R E K o
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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

() 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, 2011 and 31st December, 2010,

nor were there any rescheduled advances to banks and other financial institutions
on these two dates.

AEBRHAVBZERN(E)

AREEARIERRNEERNS TGN

() ZEEMTERNINERENRZAE
B ETE MEER

() ZEERAMENRE -_FHEANE
BZEELE

(O ATWREIEENEFRBERIKERR
BRERR &

(d) ATEBRER A HREEITERGE -
AREBERREZS A TIIME

() AREREAREIECERREFRRRK

°

S8 1>

(i) AMEVERREIZEB L NES
W REREE -

BRRBERT - &ATR P HE M BR %M

BEHERER AT REAAT LG

(@) EFRFHESERSERBR EEEM

(b) 2UIER R

(0 BREUAEITE

(d) BBKBAREY

M2011F 12 A31H %2010612A318 + iR

TREMSREEOERD - WEaH3MEA
A E SIS SEMER -
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AEBRHAVBZER(F)

(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (coNTINUED) 1A ~ £ 4 1 IR E & 2 ()

(b) Other overdue and rescheduled assets

(b) HittEHI R KEHEE

2011 2010
Accrued interest Other assets* Accrued interest Other assets*
RIS HitgE* FESTFI & HivEE*
HKS Mn B EET HKSMn B¥EET HKS Mn BEEETL HKS Mn BEEETL
The Group £
Other assets overdue for HipmigE
— 6 months or less but over 3 months - 318 A A - Z6/E A - 8 = =
— 1 year or less but over 6 months -6fEANLEE1E - - = -
— Over 1 year - 150k - - = 5
- 8 - 5
Rescheduled assets REREE - 4 - -
Total other overdue and rescheduled
assets Hib R SR EEEE - 12 = 5
*  Other assets refer to trade bills and receivables. * AMEERIEE G REKIE -
(c) Repossessed assets () KEEE
2011 2010

HKS Mn BEEET HK$ Mn BEEET

The Group 58

Repossessed land and buildings* g (B 30 J pek S 22 8
Repossessed vehicles and equipment Uy 61558 K 3% 5 - -
Total repossessed assets YR E 22 8

The amount represents the estimated market value of the repossessed assets as at
31st December.

*  The balance included HK$4 million (2010: HK$2 million) relating to properties that were
contracted for sale but not yet completed.

WESEEM2ANBREEENGH
Ao

* AEEREIIZAR(EE£4,000,0007T (20106 &
#2,000,0007T) B Z#9H & 18 DK 3 A Y
;%; °

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY FERBEELATRE

(a) Summary of approach to assess capital adequacy
Different approaches are adopted for assessing capital adequacy as follows:

(a) FHEEARTTREMITEHE
SHEBARTRERMA TR -

Risk areas Approach for assessing capital adequacy

[ B &5 FHEEARTRENG A

Credit Risk Foundation Internal Ratings-Based (“IRB”) Approach
EERR ERRETAREELTE)

Market Risk Internal Models Approach

miBE R MEB RN EE

Operational Risk Standardised Approach

LERE BRAESEA
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(b) 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 major risk management
policies for the various types of risk that the Bank faces including credit risk, market
risk, liquidity risk and operational risk 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, Senior Advisors, Deputy Chief Executives and the Group Chief
Risk Officer, for the approval of the Board of Directors. There is an independent
centralised risk management unit, Risk Management Division, 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.

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 Risk
Management 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. Credit Risk Management Department under Risk
Management Division of the Group is responsible for monitoring activities relating
to credit risk.

AEBRHAVBZERN(E)

(b) EEm@

AEH R B AAEEEZRREIZNER

AEEERY —ETENRREEHE - A
#Al - BE  ERRESAEEMARNS
BRR  YREENBERT HERERAEE
ZERR - ARBERRITAZHNZERBRN
FERR  THRRE  RBESRRNEE
R FTHIENEEEIRER - HhEEEM
EHEEZEREIRN  YHEAREEZR
EeRHEE RREEFGHX - ZEE
BRAKETFRITHAER  SRER &8
THAHMNERRREEAR - NREER
FE-EBUNTREARERE M (ARER
) FEERETZRBERMAEE - N
BRI EE B MPIE METER - UE
RZEBER RIRFF S ABAE o

FERRER
FEERBRREPHRX ZE FREMBITEA
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BHREBNBITHRRAIZZEHNRHE
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REEASENEERRER  EFEER
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TYBIYRHA XL - EEZESKRAR
ERZEGNERGER AREELZES
EEEBASEMFERAREEEBNE
B FERBRZEHRERETREXRME
o EFSEWROESRE - UREEE
ZESEMARZGIRE EERERE
BRER - B|ETIHER - L ERAERR
BERIRRE -

EFEZESRAREMAREARERSEERR
BRANER - ARBEARNNEREERRK
7% BEREBEMS - BIEEEBREMN
EEEHERF  URERAERE -

AL E TG R ERE P X 5 E F R
EERRE  BATEELPRRHEFHE
HRREEERRE - AN KE A
RERENARAEENTIEZERE -

AEEC IR ZHBE - BFRFARER
ABE - B8 ERRIERAKEMEAZH
EERR - L7 E - ARBEESBEERR
ERIESIHNNEETMA - BEERRRK
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B EREBERBEECRI THRE - AEE
FERINMREZEE  UEATHE
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K&

BV BER(E)

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinued) EEEMRERT ZE )

(b) Principal risks (continued)
Credit risk management (continued)
The Group's credit risk management for the major types of credit risk is depicted as
follows:

0

(ii)

(iif)

(iv)

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.

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.

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 and bank lending risk. The Group
applies an internal rating system to its counterparties and sets individual
counterparty limits.

Credit-related commitment

The risks involved in credit-related commitments and contingencies are
essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are subject to the same credit application,
portfolio maintenance and collateral requirements as for customers applying
for loans.

(b) EZE =R ()
CERRBRED(E)
AEBER TSR ELERRETREER
BEE

(i) BERRTEERR

(ir)

(iii)

(iv)
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(v) Concentrations of credit risk

Concentration of credit risk exists when changes in geographic, economic
or industry factors similarly affect groups of counterparties whose aggregate
credit exposure is material in relation to the Group's total exposures. The
Group's credit portfolio 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) Capital requirement for credit risk by exposure class
The following table indicates the capital requirement for credit risk on

each class of exposure at 31st December, 2011 and 31st December, 2010

respectively:
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(vi) &/E A IENE S8 15 BIR B B K ZE K
TRDBIFERMR2011F12A318 %2010
F12A31 B BERBEAEERNEER
MEARERIFR -

Capital requirement Capital requirement

Exposure class R pRAEE R 2011 2010
HKS Mn B BB HK$ Mn B¥EET
Bank $RIT 3,914 3,398
Corporate F 17,265 15,890
Residential mortgage (Eastive ] 707 828
Qualifying revolving retail SERBRTE 554 491
Other retail HZE 555 427
Equity booked on banking book under RITERT RO E
Simple Risk-weight Method —UARS B R A E 197 242
Equity booked on banking book under RITER TR
Internal Models Method —AREBRAL G EES E 177 129
Others* HAtb* 4,590 4,185

* Including cash items, other IRB exposures and insignificant credit portfolios in which
the Bank adopted Standardised Approach for assessing capital adequacy.

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 the major 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 the interest rates based on internal

forecast.
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinued) EEEMRERT ZE )

(b)

Principal risks (continued)

Market risk management (continued)

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 value-at-risk (“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.

(ii) 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 Markets Division 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 and warrants issuance 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.
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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 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.

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. For specific risk, the Group uses the
Standardised (market risk) Approach for the calculation. In 2011, the Group uses
internal models approach for Vega risk capital charge calculation.
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinued) EEEMRERT ZE )

(b) Principal risks (continued) (EEILACH
Market risk management (continued) TSERER(E)
The following table indicates the capital charge for market risk: TRETHSRARNEAREL :
Market risk Market risk
capital charge capital charge
THEEBEAER TSERERER
As at As at
31st December, 31st December,
2011 2010
720115128318  7K20106F12H31H
HKS$ Mn B EERT HK$Mn BEBEET
Internal Models Approach NG EE
— General Market Risk - — B ER 583 362
Standardised Approach IR A
— Specific Market Risk Debt Charge - EETERREEESR 26 22
— Specific Market Risk Equity Charge - BETSRRRKRN B 93 119
- Vega Risk o E - 1
Total ol 702 504

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. 5 exceptions were
found during 2011 (1 exception during 2010), 99% confidence level and 250-day

observation period.

Back testing exceptions

9th February, 2011

23rd May, 2011

BIRCRIT(EAR) AR - ANEEERA A
ATEERE G EFTHOEAERE - B
AR BECHEeRRREREENETAE
BRRERZSERETEL - BFAIHE—
BRNGERREEEANERELEREDN
Gt ° 2011 T 5K BFISMER (2010
F1RFIGMER) » 9% B 57K F K250 A
BRE o

B RR g BIoMER

12th July, 2011 5th August, 2011 22nd September, 2011

W1E2A9A W1E5FBA W1E7A128 2011%8/5A 011598228

Year 2011 & HKSMn B%EEL  HKSMnB%EEL  HKSMnB%EER  HKSMnB%EER  HKSMn B%EER

Loss of total trading activities LB EHNER 3 32 37 45 67

ViaR for total trading activities at AHERNERE

corresponding date 3 28 35 #“ 50

25th May, 2010

2010%F5H25H

Year 2010 £ HK$ Mn ¥ B ET

Loss of total trading activities R SEBREIE 50

VaR for total trading activities at corresponding date s B ERE 44
In addition, stress testing on market risk is performed for the Group as a AN - 7 S B ) AR 7 95 R B JBE 0 B S A R

supplement to the daily VaR assessment. The Group applies sensitivity analysis
and scenario analysis, on individual portfolios and/or on the Group’s consolidated
positions, to assess the potential impact of extreme movements in market prices

on the Group's earnings.
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Value-at-risk statistics [ BEE AT
At 31st December Maximum Minimum Mean
R12A318H B8 RiE ¥4
Year 2011 & HKS Mn B¥EET HKS Mn BSEET HKS Mn B¥EET HKS Mn BEEET
VaR for total trading activities RS EENRREELE 40 75 28 46
VaR for foreign exchange trading
positions* INER F¥ B KRR + 13 13 1 4
VaR for interest rate trading positions ~ F|& X S5 R ALK S 2 8 2 4
VaR for equity trading positions RAR SR KRR EE 31 70 25 41
At 31st December Maximum Minimum Mean
W12 A31H 1] R(E 49
Year 2010 HKSMn BB EET  HKSMnB%EET  HKSMnBBEST  HKSMn BBEET
VaR for total trading activities RS EENRRYELTE 37 52 33 4
VaR for foreign exchange trading
positions* INER BF5R HRREE * 4 8 2 4
VaR for interest rate trading positions  F|ERZ 552 MEKREEE 7 9 2 4
VaR for equity trading positions AR SRR EE 30 45 24 35
* Including all foreign exchange positions but excluding structured foreign exchange * BREAFIMNEFEIET BEAEIIMNERE -
positions.
The average daily profit for all trading activities (including foreign exchange, R201E - FBEXRSEH(BEEYE 7
interest rate and equity trading activities) in 2011 was HK$0.58 million (average - RORGEE)AENEEFHRAR
daily profit of HK$1.94 million in 2010). The standard deviation of the daily profit/ 75 15580,0007TC (2010 W& B FH KA A
loss was HK$20.16 million (standard deviation of HK$15.74 million for 2010). The 75 81,940,0007T) - F AMF B ENIE

frequency distribution of daily profit/loss is shown below:

Number of days

gg — Year 2011 vs Year 2010
HER 5 EEEBNET SRS RS ME — 2011582201056
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Daily Profit/Loss (HK$million)

% 2 A% 120,160,000 7T (2010 4F 4 8 i
15,740,0007T) ° LA T A% B, BB A
RIS -

DAILY DISTRIBUTION OF TRADING ACTIVITIES RELATED PROFIT/LOSS

FREF/EEEEEET)
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinued) EEEMRERT ZE )

(b)

Principal risks (continued)

Operational risk management

Operational risk is the risk of loss resulting from 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 major 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. Operational Risk Management Department under Risk Management
Division 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, Operational Risk Management Department under Risk Management
Division 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 2011, capital charge for operational risk amounted to
HK$1,576 million (2010: HK$1,274 million).

Liquidity risk management

The purpose of liquidity risk 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 is managed
daily by the Treasury Markets Division within the limits approved by the Board of
Directors. Asset and Liability Management Department under Risk Management
Division of the Group is responsible for monitoring the activities of the Treasury
Markets Division in compliance with the Liquidity Risk Management Manual. The
Internal Audit Department performs periodic reviews to make sure the liquidity risk
management functions are carried out effectively.

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 any 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 Markets Division 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 Markets
Division 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 implemented effectively.

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.

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 the stress
tests and decides remedial action if required.
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinued) EEEMRERT ZE )

(b) Principal risks (continued) (b) =TEEME (@)

Interest rate risk management (continued)

Sensitivity analysis in relation to the impact of changes in interest rates on earnings
and economic value is assessed through a hypothetical interest rate shock of
200 basis points across the yield curve on both sides of the balance sheet and is
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

= E R E IR ()
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B TyEEE ARKREE R BEr WX i
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ERRERR - ARBIATH RN REEE
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FI R
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interest rates on our net interest income and economic value change: BIMAREBEBEZE A REEENTE
2011 2010
HKD T USDET RMBARY HKD?S T USDETT  RMBARE
HKS Mn HKS Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BY%EEx BY¥EEx BReEx  A¥EEn  AfEEn
Impact on earnings over the next {2+ 3820018
12 months if interest rates rise HAK12EAM
by 200 basis points BiZE 116 (12) 346 272 (172) 331
Impact on economic value if interest 7| +38200/AZ
rates rise by 200 basis points HICEEENTE (156) 195 126 (66) (637) (230)

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:

@

there is a parallel shift in the yield curve and in interest rates;

(i) there are no other changes to the portfolio;

(iii) no loan prepayment is assumed as the majority of loans are on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

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.
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(c) 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, 2011 and 31st December, 2010
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, 2011 and 31st December, 2010 and the Group is well above the
minimum required ratio set by the HKMA.
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(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH

REBABFREEFTELTENEERR

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

(a)

(b)

(9

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 an 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 utilises 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.

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.
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(d) 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 justification 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.

(e) Types of exposures

— Corporate exposure includes exposures to corporate small-and-medium
enterprises, other corporate and specialised lending.

— Bank exposure includes exposures to banks, regulated securities firms and
public sector entities.

— Retail exposure includes residential mortgages, qualifying revolving retail
exposures and other retail exposures.

(f) 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.

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.
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(f)

BREASTREEFEELZFTENSERR @)

Variables, methods and data for estimation and validation of
internal ratings (continued)

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 Banking (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.

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.
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(9) 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.

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 income statement. 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.
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(9)

(h)

BREASTREEFEELZFTENSERR @)

Policies for establishing provisions (continued)

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, 2011 and
31st December 2010 respectively:

() SR EHS HWBE @)
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RIRE AR BISE 22015 - RITIE(EL B RAMER
BARSRER  @EEMELNEES - &
THERBHIEREERAEREGS B
BB R AERBA B RERBSRE K
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R WBHERAERAEREGSBE
K - AITREZ B ANTHMEERR - £
B AN REENE XA EAEARITE
BB R R SRR 0.6% ©
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Exposure amount Exposure amount
ERAEHE R A IEEEE
Exposure class E b EEE R 2011 2010
HK$ Mn BB EET HKS Mn B¥BET
Bank R1T 85,750 87,378
Corporate % 349,519 292,871
Equity booked on banking book FEERITER T DA RS B8 @ fe
under Simple Risk-weight Method WEE At E 2 IR iE 580 714
(i) Risk assessment for IRB exposure classes (i) gfﬁlﬁ%&gﬁgﬁkﬁﬂﬁﬁgﬂ 9 m B
A
The following tables indicate the exposure amount, exposure weighted average TR BFETN2011512 A31H %20105F
risk weight and exposure weighted average PD under bank exposure and 12 A31 B ERERAERITRRRAE R
corporate exposure across borrower grade and the exposure amount under retail BB AR T 8RR A EEE - T RBEE
exposures across facility grade as at 31st December, 2011 and 31st December, RS R ERAEINETHEEHR
2010 respectively: E - PURERRBESE RRAE T ER
YRR -
For bank exposure HMRITRARAEM S
2011
Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
BRAZH ARAREE  VORRERENERREE ARAENETHEEIAE
HK$ Mn
BYEET
1 896 14.58% 0.03%
2 11,971 19.20% 0.05%
3 4,715 24.05% 0.07%
4 4,725 33.64% 0.13%
5 15,223 37.95% 0.16%
6 4,923 44.81% 0.21%
7 4,312 51.25% 0.26%
8 14,113 58.44% 0.35%
9 13,739 70.76% 0.52%
10 1,346 84.85% 0.83%
11 4,215 102.92% 1.33%
12 1,501 117.18% 2.15%
13 3,395 129.97% 3.13%
14 544 146.23% 4.64%
15 55 168.51% 6.96%
18 76 394.16% 100.00%
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For bank exposure

2010

Borrower grade

Exposure amount

SLIRITRRAEM S

Exposure weighted
average risk weight

Exposure weighted
average PD

ERAER R AR SRR FHRBAENERGRESE  RRAEIMETSERIAE
HK$ Mn
B EET
1 2,117 14.44% 0.03%
2 8,839 18.29% 0.04%
3 8,623 22.90% 0.06%
4 21,726 29.76% 0.10%
5 11,292 38.10% 0.16%
6 3,382 44.55% 0.21%
7 5,473 50.73% 0.26%
8 9,147 57.76% 0.35%
9 3,782 70.19% 0.53%
10 4,052 86.09% 0.87%
11 6,606 103.92% 1.39%
12 2,002 117.35% 2.14%
13 76 129.70% 3.11%
14 260 146.23% 4.64%
For corporate exposure HEERBAEMNS

2011

Borrower grade

Exposure amount

Exposure weighted
average risk weight

Exposure weighted

average PD

BRAZR ERAIEEEE FHRBAEMERRESE RREENEFTIHESRIAE
HK$ Mn
BYEEER
1 130 5.27% 0.03%
2 12,832 16.40% 0.04%
B 4,219 21.88% 0.07%
4 26,717 28.68% 0.11%
5 26,596 32.67% 0.16%
6 39,141 40.57% 0.20%
7 36,053 44.72% 0.25%
8 28,525 52.23% 0.35%
9 30,238 63.04% 0.55%
10 21,167 77.54% 0.87%
11 13,478 84.92% 1.37%
12 11,425 90.25% 2.05%
13 9,967 95.73% 3.03%
14 7,019 117.94% 4.64%
15 1,785 106.15% 6.94%
16 522 159.88% 9.54%
17 316 174.22% 34.24%
18 382 335.55% 100.00%
19 184 323.30% 100.00%
20 12 191.48% 100.00%
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BEASBTREEFEEZFTENSERR @

(i) Risk assessment for IRB exposure classes (continued)

For corporate exposure

2010

Borrower grade Exposure amount

(i) RBPRTARE 2R AR R A9 R ke

P ()

S EEBRAEN =

Exposure weighted
average risk weight

Exposure weighted
average PD

ERAZR RREEERE  TUERARNERREE ERAEMETSEERAR
HK$ Mn
BERET
1 382 12.34% 0.03%
2 6,952 16.49% 0.04%
3 2,707 21.70% 0.07%
4 17,321 29.26% 0.12%
5 14,403 35.16% 0.16%
6 25,772 39.90% 0.20%
7 24,705 44.11% 0.25%
8 22,552 52.21% 0.35%
9 29,493 64.11% 0.56%
10 28,253 74.59% 0.86%
1 10,179 87.22% 1.42%
12 7,250 97.10% 2.05%
13 8,697 109.22% 2.92%
14 6,552 110.97% 4.42%
15 2,438 128.65% 6.81%
16 2,205 164.74% 9.19%
17 778 195.10% 22.97%
18 310 449.13% 100.00%
19 208 163.24% 100.00%
20 7 457.92% 100.00%
For residential mortgages RETRBME
Facility grade Exposure amount
BIBER B RIEREE
2011 2010
HKS$ Mn HK$ Mn
BEEET BEEST
1 81 118
3 30,042 19,075
4 2,651 2,143
5 19,757 26,905
6 166 1,696
7 2,286 4,640
10 2 2
11 1,505 1,544
12 67 101
13 1 =
14 24 20
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For qualifying revolving retail exposures

Facility grade

HREERBERTERRAENS

Exposure amount

BMBZR BREREE
2011 2010
HK$ Mn HK$ Mn
BYEET BERET
5 4,481 4,769
6 456 3,450
7 11,748 4,856
8 739 1,900
9 2,360 664
10 397 4,166
1M1 786 101
12 1,017 83
13 32 78
14 379 144
15 334 37
16 9 77
17 - 102
18 6 -
For other retail exposures MEMTERBAEMNS
Facility grade Exposure amount
RBER R
2011 2010
HKS$ Mn HK$ Mn
BY¥EEBT BERET
1 273 5
2 - 1
3 1,309 1,438
4 - 2
5 4,918 4,630
6 1 13
7 1,430 949
8 24 -
9 2,639 1,748
10 231 73
11 513 1,107
12 1,150 948
13 143 31
14 9 8
15 56 65
17 5
18 4

N
o
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(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)
BEADNHEREEFEETENEERR @

(j). 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, 2010 against the actual outcome for the same
portfolios during the financial period ended 31st December, 2011.

Comparison of actual loss and estimated loss

The following tables indicate the actual loss during the financial year ended 31st
December, 2011 and 31st December, 2010 which are compared against the
estimated loss at 31st December, 2010 and 31st December, 2009 of the respective
portfolio. Actual loss refers to impairment loss allowance and charge-off charged
to the Group's income statement during the financial year ended 31st December,
2011 and 31st December, 2010. The difference between the actual loss for the
financial year ended 31st December, 2011 and 31st December, 2010 is immaterial
when compared with the Group’s loan portfolio in the respective period.

2011

() LEBEPRMATHEERHT
LARA2010F 12 A31 B AEEEITHREEASE
B —FEE R A EEE = 2011128318 1L
BRI AERAES N ER B FIELE

LR BB R R EHER

TRETREZE2011512A318 &2010612
RA31BIEMBEFEENERIEX - WEERES
HAEEHZ2010F12A31H K%2009F12 A
31HMEETRALER - ERBXEBZE2011
F12H318K2010512A31 B LM BFEER
BB KR R AR E BB R R AR
HZE2011F12A318 REZE2010F12 831

BHERIEXR - HERARENEFASHE
TRRREARMM AR - SR B EARNDH

Actual loss for
the year ended
31st December, 2011

Estimated
1-year loss at
31st December, 2010

BZE2011%F12A8318 1k A2010F12H31H

Exposure class BB EIEER 2B EENERIEX WEETR —F8 K

HK$ Mn HK$ Mn

BYEEER BYEEER

Bank #RIT 10 137

Corporate f1SES 109 824

Residential mortgage FEEH - 88

Qualifying revolving retail SERRBEREE 45 164

Other retail HihZTE 16 84

Total 4878 180 1,297
2010

Actual loss for Estimated

the year ended 1-year loss at

31st December, 2010 31st December, 2009

HZE2010F128318 1k 7200912 A31H

Exposure class R ASELE R 2 BRFENERIER A ETR R ==ES

HK$ Mn HK$ Mn

BEEET BEEET

Bank $R1T = 69

Corporate 1 123 674

Residential mortgage FEEZIB - 81

Qualifying revolving retail BERBEREE 43 169

Other retail HEMZE 7 78

Total e 173 1,071
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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, 2011 and 31st December, 2010, which is compared
against the estimated 1-year probability of default (PD) at 31st December, 2010

and 31st December, 2009 of the respective portfolio.

2011

EREREREMGHEALAREK

TREBREZ2011F12831H K20104612
A31BLEMBEENERETEE AL - WA
HEEMMEA 2 RIR2010512 8318 20094

12A318 K et —FERERAKLE -

Actual percentage
of default for

the year ended

31st December, 2011
#HZE2011512A31H

Estimated

1-year probability

of default at

31st December, 2010
720105128311

IEZ IBFER RfEETE—F
Exposure class BB AEIEER BERESASL EERRE
Bank SR1T 0.19% 0.39%
Corporate 2 0.84% 1.75%
Residential mortgage FEi&B 0.07% 0.79%
Qualifying revolving retail BERERTE 0.21% 0.70%
Other retail HihZTE 1.05% 2.23%

2010

Actual percentage of

default for

the year ended

31st December, 2010
#HZ2010612H31H

Estimated 1-year
probability of default

at 31st December, 2009
72009412 A31H

LEZ A E EY WfbEHE—F
Exposure class [R B A HE R R EREEASL BENAR
Bank $R1T 0.00% 0.29%
Corporate 3 0.98% 3.18%
Residential mortgage FEi&B 0.22% 0.84%
Qualifying revolving retail BERERTE 0.23% 0.68%
Other retail HihZTE 0.79% 2.61%

(8) CREDIT RISK UNDER STANDARDISED APPROACH BE#:EEZ THEERM

This section presents information on the Group’s risk management for credit
exposure in which the Bank adopted Standardised Approach for capital adequacy
assessment.

(a) 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 Banking (Capital) Rules to map the ratings to
the exposures booked in the Bank’s banking book.

A2 A EBERERREFEEFEER
AR RENEERBAENRREIRES

(a) IMERIS ERHEHRBRIREAR
BRARY PE LB ST RARE
EHEETHEBEEABANRE « AT
CRITER)RRDFEABRENR « TR
HREATTRITARR SRR -
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(8)CREDIT RISK UNDER STANDARDISED APPROACH (conTinuep) ZEFTEEZ THEERB @

(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, 2011
and 31st December, 2010 respectively:

(b) REFTE AT B B Aig 85 89 A b

e

TRAEARDBIN2011912 8318 K%20105F
12 831 BAS B ROR A A oM Eb (= B AT (i
LR BERRAEERT A R A SR

KRB INREBIEE
2011
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERREEERBRERR ERREEERBERS
HERRESE MRS
Total exposure Rated Unrated Rated Unrated
Exposure type BRARER ERAELE BTR EIR BR EIR
HK$ Mn HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn
BEEET BERER BYEET BEEERT B¥EET
Sovereign g 82,228 82,228 - 49 -
Public sector entities N 520 520 2 10 -
Bank $RT 16,759 7,646 9,105 3,638 3,644
Corporate = 20,626 104 16,028 70 16,028
Regulatory retail EETE 474 - 460 - 345
Residential mortgage FE1%1HE 5,743 - 5,665 - 5,642
Other exposures that are not past due R H &) E @R A 7,874 - 4,304 - 4,304
Past due HH 65 - 47 - 88
Off balance sheet exposure BEABRINEREE 7,735 223 6,210 12 6,125
Counterparty exposure RS FRRREE 2,966 948 930 475 924
Total k] 144,990 91,669 42,751 4,254 37,100
2010
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERIRIE SRR ERRIE SRR
HR B E R o)l
Total exposure Rated Unrated Rated Unrated
Exposure type Ell Sl Bl B B B B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
RERET BERET BERET ABERET BEREL
Sovereign THE 41,417 41,417 = 128 =
Public sector entities NEWIE 2,338 2338 - 19 -
Bank i 24,511 32 24,479 6 6,211
Corporate ¥ 14,931 - 13,335 - 13,335
Regulatory retail EETE 221 = 219 = 165
Residential mortgage FERH 7,902 - 7,330 = 7,307
Other exposures that are not past due K& E R HEE 7,871 - 3,936 - 3,936
Past due peg:t 64 - 44 - 85
Off balance sheet exposure BEABRIMDEREE 6,579 - 5,079 - 4,780
Counterparty exposure RS FRMRAE 1,207 - 910 - 834
Total Fek 107,041 43,787 55,332 153 36,653
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(9)CREDIT RISK MITIGATION R{EEERMIEHE
(a) BERZERKEERABERNERS

(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 and credit
derivative contracts. 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, guarantees and credit
derivative contracts as laid down under the Banking (Capital) Rules are considered as
recognised credit risk mitigations and the Bank adheres to the criteria as stipulated
in the Banking (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 Banking (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.

(b) Total exposures covered by recognised collateral under IRB

Approach

AITEHIEE R R BERESEBERBIEHEH
BE - MBERTKEEZESHE - BAR
MR R E A B A MR EA EA TR ERE
ERBAE  BEERBIMIETARSR
FEETETASHSIBNRZHFERARAR
RS RRARE - RTREMGEERREE
EERREERNSRE - ATEHE—F7
FITRABEBNRIEEERBRIENE - A1T75
ZEREERR  ERFEEFGHERELE
FNER - FESFBRHETENE ¥
ENHENEHERS -

RAEEEEAMS  RE(RTER)R
AT THRATEIRR - EREEEMETR
BRFARSRITNRESEERBRIER - &
TEMEREEERRERETAERE
B TGRIT(BAR) R BB AR -

RABARBEEREEDERR - SRUE
FRERREeER 8% BROKEBES
&E%%ﬁ/%@f%xﬁﬁ’\—liﬁfmﬁﬁ’]%
B mENERARERHELE 2t
B HERRE o ORERREK MR R AER
BIACIRIT(EAR)RADFT TR REE EH
BIERHRITEAREENHRIRMEE -

RAERRADEAZRERE  REEM
fT&xEﬁﬁﬁﬁ?ﬁﬁﬁ C HE R %f%%’(
RE - SRR A AR AR B SARE R BB T

BRA-FIA EFRZERTA]

$fﬂ£ﬁ%fﬁ§§%1 S RARBEBERIN

AFEAEETE c RATER - RITEER

m\Ta‘%ﬁ&ﬁE@TEIE\A%WE%;‘W&%
ERBRERE  LitEERFTRE

(b) migﬁ$£&g~‘ FTEUAT LARE AR 4

RRE N R R EE

Exposure amount covered

ERENRRRIESE

Exposure class A EEER 2011 2010
HKS$ Mn HK$ Mn

BEEET BEEET

Bank BT 1,217 469
Corporate = 54,285 42,298
Retail T 63,862 61,139
Total 4R 119,364 103,906

The total exposures indicated above represent 21.86% of the total exposure
amount under IRB Approach as at 31st December, 2011 and 21.40% as at 31st
December, 2010.

2011412 318 K201012A318 » L
PR B R B A PE AR BB 2 RGNS AT AR E A
FTEA TR R IEETER21.86% &21.40% °
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(9)CREDIT RISK MITIGATION (conTinuep) JRUE S B B B 15 e ()

(0

Total exposures covered by recognised collateral under
Standardised Approach

(o) BEFTE AT LR KR mRER

[ PR E 4R ER

Exposure amount covered

ERENRBRRIESHE

Exposure class R REAIEE R 2011 2010
HK$ Mn HK$ Mn

BYEET BEEET

Bank 1T 8 =
Corporate ¥ 4,494 1,596
Regulatory retail EETE 14 2
Residential mortgage FE&EB 76 572
Other exposures which are not past due SR 380 5 A E At R B AR 3,570 3,935
Past due 7 HA 18 20
Counterparty REEF 1,088 297
Off balance sheet BEAERINER 1,302 1,500
Total HBE 10,570 7,922

The total exposures indicated above represent 7.29% of the total exposure amount
under Standardised Approach as at 31st December, 2011 and 7.40% as at 31st
December, 2010.

(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE

HEXZUFEE RN EREE

The Bank has in place a set of internal policies and a comprehensive framework to
effectively manage the counterparty credit risk which arises from OTC derivative
transactions and credit derivative contracts in banking book and trading book.
Under this management framework, distinct credit limits for counterparty credit
exposure for individual counterparties are determined based on the credit standing
of the counterparties while the exposure amount are measured and monitored
by the credit equivalent amount which comprises replacement cost and potential
exposure.

At 31st December, 2011, there is no repo-style transaction falling under paragraph
(c) and (d) of Section 2 (1) of the Banking (Capital) Rules in the Bank. No
recognised credit derivative contract is applied as credit risk mitigation and no valid
bilateral netting agreement as defined in HKMA Guideline No. 4.4 is taken into
account in the calculation of regulatory capital.

2011412 A318 K201012 8318 © L
AR R R A BB E D S IZ R EAT
BRI EAAZERNT7.29% K% 7.40% °

RITEHE —RINAMBER R ENERR
B NBRRERATHRITRIAR ZKT
RIBIMIETAR G RIEETETASGHS]
BHNRSHTFEERR - EEEEEET -
TRZZHFOZHEFRBRERREZR
BEARSHFHERRREE - MAERES
R A B G AR RERAREERR
HREESESRAERER -

R20114F 128318 » R1TWECERIT (A AR)
RANDE2MEQOFAENEERXZS ° 5t
AHEEEAME  AMTUEEMRAEE
PETIREGHNERREEERBER I8
BRMRBEESHEERIESIF445 2 ER
SR FEEE R -
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(a) Counterparty credit risk-related exposures under IRB Approach

The following tables indicate the information of counterparty credit risk-related

(a) AEPFARELETTEETH

REHF
FERBAARENE AR
%2011&12)%31 BR&2010612A318 * F

exposures under IRB approach by exposure class as at 31st December, 2011 and R 5 B RIR R R R A R4 B 21 5 1) R EB
31st December, 2010 respectively: EEF#&% ETEE TR S HFEERKIEH
RBRAENER B RS
2011
Credit equivalent
Credit equivalent amount after credit Risk weighted
Current exposure amount risk mitigation amount
FERRER B EER
Exposure class R BRAE R ReTEKAE FESESH HEESESH ERIES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEET BEEER BEEER BEEERT
Corporate % 514 1,570 1,400 883
Bank <0) 1,436 4,114 4,114 2,34
Total k] 1,950 5,684 5,514 3,224
2010
Credit equivalent
Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount
& FRUE R B f 1%
Exposure class AR RiTRRAdE FEEESR NEESESSE R IES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BERET BERET AERET
Corporate 1% 96 617 515 387
Bank HRAT 761 2,823 2,823 1,133
Total k) 857 3,440 3,338 1,520

The following tables indicate the information of counterparty credit risk-related
exposures under IRB Approach by transaction type as at 31st December, 2011 and
31st December, 2010 respectively:

2011

2011412 A31H &2010512A318 »
EHRBTRRTRAR SR E 5D KA TR
HEFEZTHISHFEERRMEMNR
M AEYER AR

Credit equivalent

Credit equivalent amount after Risk weighted
Current exposure amount credit risk mitigation amount

ERRERBEER
Transaction Type R 55 RITEBARE FESEESH NEEZEESR gl & ]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥EER B¥EET B¥EERT B¥EET
OTC Derivative Transaction £MTET AR 5 1,950 5,661 5,491 3,220
Repo-style Transaction ~ EEFAZ S - - - -
Credit Derivative Contract EEfTETAAH - 23 23 4
Total e 1,950 5,684 5,514 3,224
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(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
HRZHFEER AR E AL @

(a) Counterparty credit risk-related exposures under IRB Approach

(continued)

2010

(a) NI REEH EETRREY T

EE R MR A R PR (:)

Credit equivalent

Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount

& FRE R pa 1%
Transaction Type kil BT AR EESESH HEESERR R InES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
RBEEET BERET BERET BERET
OTC Derivative Transaction 359MTAT AR 5 857 3,440 3,338 1,520
Repo-style Transaction ~ [EIEEZA %5 - - - -
Credit Derivative Contract {EEATATEAX = = - -
Total fk] 857 3,440 3,338 1,520

RK2011412A31B KX20106F 128310 *
RO BIBRA R REEFEEA T AR AE
HERENRR S HFEERRIERNRE

The following tables indicate the exposure amount of counterparty credit risk-
related exposures covered by recognised collaterals under IRB Approach as at 31st
December, 2011 and 31st December, 2010 respectively:

RAELAEE -

2011
OTC Derivative Repo-style Credit Derivative
Transaction Transaction Contract
Collateral Type A R BIMTETARS EEFEARZ GEMEIASH
HK$ Mn HK$ Mn HK$ Mn
BERET BERERT BETER
Cash e 169 - -
Others HAith 1 - -
Total FEtc) 170 - -
2010
OTC Derivative Repo-style Credit Derivative
Transaction Transaction Contract
Collateral Type IR AR SBIMTETAERS EEFRARS EETEIAGY
HK$ Mn HK$ Mn HK$ Mn
B EET BEBEST SR EET
Cash e 101 = =
Others HAith 1 - -
Total #BEE 102 = =
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(b) Counterparty credit risk-related exposures under Standardised (b) ZEX(FEEZTHEXZHFSERE
Approach HERE A R BRI
The following tables indicate the information of counterparty credit risk-related MR2011E12A31H K2010%F12A318 »
exposures under Standardised Approach by exposure class as at 31st December, £ 5 BIERIE TR BB A EE R 25 rEE
2011 and 31st December, 2010 respectively: HEE T ER 5T 1= B R b 8 R &9 LR

2011

@R -

Credit equivalent

Credit equivalent amount after credit Risk weighted
Current exposure amount risk mitigation amount
FERRER B EER
Exposure class R BRAE R ReTEKAE FESESH HEESESH ERIES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER BEEERT BEEER BEEERT
Corporate % 461 914 604 604
Bank AT 14 958 958 479
Retail e 549 1,094 316 316
Total k) 1,024 2,966 1,878 1,399
2010
Credit equivalent
Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount
& FURUE R B fE p 1%
Exposure class [ B A AR B RiTRRARE FEEESE NEESESSE Qi ]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
ABERET ABERET AERET ARRET
Corporate % 374 758 639 639
Bank ReT 76 124 124 48
Retail =& 197 325 147 147
Total k) 647 1,207 910 834
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(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
HRZHFEER AR E AL @

(b) Counterparty credit risk-related exposures under Standardised

Approach (continued)

The following tables indicate the information of counterparty credit risk-related
exposures under Standardised Approach by transaction type as at 31st December,

2011 and 31st December, 2010 respectively:

2011

(b) BEFEEZTRRZHFEERR

AR 9 L B AR ()

M2011F12 8318 %2010F12A318 ' T
EORBTIETAR SRS D IEEFE
ETHZSEFEERBRAEN R AED
R}

Credit equivalent

Credit equivalent amount after Risk weighted
Current exposure amount credit risk mitigation amount
ERRERBERE
Transaction Type R5ER BTRRARE FEZESE WEESESH EEEmESE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BYHER BEHER B¥EHER BEEER
OTC Derivative Transaction 359MTAT AX 5 1,024 2,056 968 944
Repo-style Transaction ~ [EIEEFA X5 - - - -
Credit Derivative Contract EESTATAAL - 910 910 455
Total ) 1,024 2,966 1,878 1,399
2010
Credit equivalent
Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount
& ARE R i 1%
Transaction Type R 555 BATRRALE EESESH MiEESESH R IES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
RBEEET BERET BERET BERET
OTC Derivative Transaction 359MTA T AR 5 647 1,207 910 834
Repo-style Transaction ~ [EIEEA %5 - - - -
Credit Derivative Contract {EEATATEAX = = - -
Total fk] 647 1,207 910 834
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The following tables indicate the exposure amount of counterparty credit risk-
related exposures covered by recognised collaterals under Standardised Approach as
at 31st December, 2011 and 31st December, 2010 respectively:

R2011412 4318 K20106F12A31H T
&0 IR R AR AE T EOR T AR AT R4 4
ENRRSHTFEERBRAMORRAER

B
2011
OTC Derivative Repo-style Credit Derivative
Transaction Transaction Contract
Collateral Type 6 45 28 BIIMTETIARS EEFERRSZ GEMEIASH
HK$ Mn HKS$ Mn HK$ Mn
BEEHET BEEET BEEET
Cash Re 944 - _
Others HAith 144 - -
Total %R 1,088 - -
2010
OTC Derivative Repo-style Credit Derivative
Transaction Transaction Contract
Collateral Type EHR @R BIMTETAR S EEERR S FETETAAY
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET
Cash e 237 - -
Others Hi 60 - -
Total fEkE 297 - -
(c) Credit derivative contracts which create exposures to counterparty (c) Eo|BRXEZHFEEREBNEEST

credit risk

The following table indicates the notional amount of credit derivative contracts
which create exposures to counterparty credit risk as at 31st December, 2011 and
31st December, 2010 respectively:

ETAEEW

RK2011412A31B %2010 1283180 * T
N RIBRRTAE RENE D05 BR
SHFEERBNEETETAGNMNEER

BFE
2011 2010
HKS$ Mn HK$ Mn
BEEET BB
For credit portfolio RIEEEHRS
Credit default swap EREERE
Protection bought PN - -
Protection sold EHRE 23 -
Total return swap 4R[0] Hri HA
Protection bought BE A RRE - -
Protection sold EHRE - -
For intermediation activities RERNESD
Credit default swap ERERRED
Protection bought BEARRE 910 -
Protection sold EHRE 910 -
Total return swap 4R (0] Him HA
Protection bought PN - -

Protection sold

& HRE
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(11) ASSET SECURITISATION EEZ %1t

As at 31st December, 2011 and 31st December, 2010 respectively, the Bank had
no asset securitisation exposure.

M2011E12831H K2010%F12A31H » K
T B H AR AN o

(12 EQUITY EXPOSURES BOOKED IN BANKING BOOK $R1TEE T B9 IR #E /| b 7 2

The Bank deducts those equity holdings taken for relationship and strategic reasons
from the core & supplementary capital and includes those equity holdings taken
for other reasons in the risk-weighted assets for capital adequacy ratio purpose.

The Bank applies the same accounting techniques and valuation methodologies as
detailed in the Bank’s notes on accounts for all available-for-sale financial assets,
including equity exposures booked in banking book. There are no significant
changes during the annual reporting period.

AT R B AR R SRS 132 phy T 4% 7 B ARAEAE
b R M DNE A PR - Ko R E A3 i
HENREBEERRINEEER - UBIE
STEEARFTRILE -

RITREMAAHNESRMEE  BIERT
R e R R AER - HRAEFIINA
TREEMZED AR @RI RFGETT
A - BREREINEAERFRENANLEE KR
s -

For the year ended 31st December, 2011

BZE20115F12A31ALEE
The Group The Bank
£8 BT
HK$ Mn HK$ Mn
BYEEBT BEEET
Cumulative realised gains or (losses) arising from 3 & H & 71 5 28 15 A I E R 218
sales and liquidations of equity exposure B Wk (E518) (34) 7
Total unrealised gains or (losses) recognised in  fEfEBRTER - (B8 G EIER
the Bank's reserves but not through the ABRHARER Wassk (B5i8)
income statement H4aET (231) (74)
Unrealised gains included in or (losses BEEEAT R LR M EEN N
deducted from) the Bank's supplementary BRI AR EIRWZENE 5B
capital for capital adequacy ratio S (HEZ M INE AR R Y
purpose REREBENSE) 2 2
For the year ended 31st December, 2010
HZE2010612A31BILEFE
The Group The Bank
L] 1T
HK$ Mn HK$ Mn
ook =R BEEET
Cumulative realised gains or (losses) arising from & 8 & 1 5 IR 54 KR 218
sales and liquidations of equity exposure BRI Es (EE) 114 60
Total unrealised gains or (losses) recognised in ~ FEREERNIER - ERAKIBHR
the Bank'’s reserves but not through the ABRAIAR B Warsk (B518)
income statement B4aET 28 37
Unrealised gains included in or (losses RETEART R LR M BN N
deducted from) the Bank's supplementary BEARREMARER RGNS E
capital for capital adequacy ratio 3 (R hN&E AR R HIR Y
purpose REFBENSTE) 197 197
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Annual General Meeting 24th April, 2012 BRAFEE _— 20124248
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telephone number.
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Head Office #1T
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10 Des Voeux Road Central
Hong Kong
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(852) 3608 3608

(852) 3608 6000
www.hkbea.com
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