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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 3 to 140, 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
Felax

For the year ended 31st December, 2011  EZ2011E 128531 HIFFE
2011 2010
Notes fizt HKS Mn B8 EE T HKS Mn BB EE T
Interest income FBHA 4 20,868 13,626
Interest expense FEXH 5 (11,605) (6,083)
Net interest income B 9,263 7,543
Fee and commission income AR5 & KA WA 6 4,105 3,649
Fee and commission expense RIS E RABEZH (763) (707)
Net fee and commission income MRS & kA& F5E 3,342 2,942
Net trading loss RS AEE 7 (117) (146)
Net result from financial instruments B RiRiBIE R AR
designated at fair value through AT EEEMTAN
profit or loss FRI 8 (354) 263
Net hedging loss Eapia) Spi=bes-cl 9 (5) (5)
Other operating income Hib & & A 10 586 529
Non-interest income FEFBUA 3,452 3,583
Operating income LRI A 12,715 11,126
Operating expenses EER 11 (7,992) (6,904)
Operating profit before impairment losses ¥R (B 18 5k 2 48455 A 4,723 4,222
Impairment losses on loans and advances &3k K v 0R (E 8 5 12 (75) (285)
Impairment losses on held-to-maturity REIEREREERX
investments 28 (11) -
Impairment losses on available-for-sale At H & & B &R EE %k
financial assets (49) (24)
Write back of impairment losses on B N RURUE 1R 5K [ 5
associates - 1
Write back of impairment losses on TTHER BB 2K B4
bank premises 32 - 2
Impairment losses DERIEIEES (135) (306)
Operating profit after impairment losses 2 HIBRFI{EIER 18 2 KL% 4,588 3,916
Net profit on sale of available-for-sale HERHEESMEEY
financial assets A 13 59 234
Net profit on sale of loans and receivables H!& & 2k K fE UL BR1E 2 35 Kl 3 1
Net profit on sale of subsidiaries/associates KB A 7, B N El 2
A 122 238
Net profit/(loss) on sale of fixed assets HERTEEEZ FmH,
(&518) 140 (6)
Valuation gains on investment properties E(HI%EWEZF| 32 404 426
Share of profits less losses of associates &L N Bl @ FRUE 1B 435 341
Profit for the year before taxation E R AR 5,751 5,150
Income tax ﬁfr S 14 (1,300) (847)
Profit for the year after taxation FE AR T 4,451 4,303
Attributable to: AIRER:
Owners of the parent AREBEMRE 4,358 4,224
Non-controlling interests FEIEAR R R 40 93 79
Profit after taxation B 1558 7 4,451 4,303
Earnings per share FRER HK$ B % HK$
Basic AR 17 1.96 1.92
Diluted b 17 1.96 1.92

The notes on pages 11 to 140 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.

FENEV40EZMEBAKREBZ — 55 -

BEAE

FEARMEN FARITRRES ZFBEFRR

feaE16 -
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FEEZERER

For the year ended 31st December, 2011 & Z2011F 12531 1L FE

2011
Notes A1 HK$ Mn B¥EER

2010
HKS Mn BB B ST

Net Profit Fe Al 4,451 4,303
Other comprehensive income for FNE b2 EWES (ERT R
the year (after taxation and DIEAEIR)
reclassification adjustments):
Premises: 74k -
— unrealised surplus on revaluation of - EfHTTHEFIEAER
premises REIR A% 39¢) 16 40
— deferred taxes - RIEFIE 39c) 3 )
— exchange differences -ERERE 39(c) (€] 3
Available-for-sale investment revaluation — A] ft H &G &M B (L {H
reserve:
— fair value changes recognised (from)/ - (¥8) AR
to equity R AT EEE 39(h) (326) 91
— fair value changes reclassified from/ B 1=P4C - INL 610
(to) income statement: NEEEE
— on impairment and amortisation — A R 39h) 55 24
— on disposal -te 39h) 5 (200)
— deferred taxes — BRI IE 39(h) 35 57
Share of changes in equity of associates  FE{E#& A FliEzs )& &) 390) 7 36
Exchange differences on other reserves  EAbREEATELNEL 258 390 82 50
Exchange differences on translation of:  FE#7 & 2 A4 #FE H, 248 :
— accounts of overseas branches, - BINDTT - B AR R
subsidiaries and associates Bt A RIRIRRIE 39(f) 452 769
Other comprehensive income H b 2w 326 868
Total comprehensive income 2 ER B 4777 5171
Total comprehensive income PHWREHEAEER
attributable to:
Owners of the parent AREBEME 4,684 5,092
Non-controlling interests E R fod 40 93 79
4,777 5,171

The notes on pages 11 to 140 form part of these accounts. FENEV40E 2 MEBARRE L —#5 ©
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
HEMBERAR

As at 31st December, 2011 20114%12H531H
2011 2010
Notes fffi# HK$ Mn B¥EE R HKS Mn BB EE T
ASSETS BE
Cash and balances with banks and Be MERITMEME FL
other financial institutions W AT 21 71,761 48,293
Placements with banks and EIRTT R EH A S B ER
other financial institutions TR 22 62,057 58,197
Trade bills E5ER 23 36,823 18,548
Trading assets RHPEEE 24 5,600 5,845
Financial assets designated at fair TEEEZ%@%@TEE%M&HQ&
value through profit or loss AN EENEREE 25 16,663 16,192
Advances to customers and REERREAMERE
other accounts 26 347,950 320,040
Available-for-sale financial assets A ESEE 27 44,910 40,779
Held-to-maturity investments BEEHEE 28 4,587 5,714
Investments in associates & NRIRE 30 3,820 3,573
Fixed assets BTEE 2 12,639 12,414
— Investment properties -REWE 2,940 2,574
— Other property and equipment - Bt Rk 9,699 9,840
Goodwill and intangible assets AMEREREE 31 4,215 4,188
Deferred tax assets FEEFIBEE 34() 377 410
Total Assets BELE 611,402 534,193
EQUITY AND LIABILITIES Hx%f‘*&’% f&
Deposits and balances of banks and &Efﬂ%mﬂ*%%ﬂﬁrm
other financial institutions 4 15,923 9,994
Deposits from customers E)E'T?%’x 467,354 419,833
Trading liabilities RHAEaE 35() 4,548 3,101
Certificates of deposit issued BBITERE 11,483 5,586
— At fair value through profit or loss - RABRUARR AT EE 5272 2,754
— At amortised cost -~ SER AN 6,211 2,832
Current taxation RERBEIE 34(a) 473 618
Debt securities issued (at amortised cost) B Z1T{EIE B 5 (SR AN) 6,393 4,950
Deferred tax liabilities EEFIBARE 34(b) 461 214
Other accounts and provisions H{th BR 1A K E 35(b) 35,982 28,561
Loan capital EEER 36 16,741 12,693
— At fair value through profit or loss - BBBRRURR AT EE 3,178 3,548
— At amortised cost - BESHRAR 13,563 9,145
Total Liabilities BERE 559,358 485,550
Share capital %N 38 5,190 5,105
Reserves i 39 42,426 39,138
Total equity attributable to owners of )N T R
the parent 47,616 44,243
Non-controlling interests FEIER = 40 4,028 4,400
Total Equity AR kR e zE 52,044 48,643
Total Equity and Liabilities IR = & B RERE 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 11 to 140 form part of these accounts.

BEEN201292 A 14 B0k R IRER M -

FEFTEAEE ZEE

3 BEFM
EHEA
ERE

FNE140BZHTBARE S, — 55 ©
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STATEMENT OF FINANCIAL POSITION
Bt %5 #K R =

As at 31st December, 2011  2011412531H
2011 2010
Restated &R
Notes A+ HK$ Mn ¥ EER HK$ Mn BB EE T
ASSETS BE
Cash and balances with banks and Re RERTNHA
other financial institutions SREENES 21 22,570 17,808
Placements with banks and ERTRAME REEN
other financial institutions Pz 22 33,370 39,974
Trade bills B5ZR 23 35,876 17,491
Trading assets RORBRE 24 4,159 4,19
Financial assets designated at fair value EE BB R
through profit or loss ATEENERHEE 25 16,453 16,192
Advances to customers and other accounts EPERNEMIRA 26 203,593 191,063
Amounts due from subsidiaries MBRRRK 33 11,498 17,469
Available-for-sale financial assets AL ESHEE 27 28,629 21,162
Held-to-maturity investments REIHRE 28 2,880 3,766
Investments in subsidiaries HBARRE 29 13,754 13,719
Investments in associates BEDRIRE 30 2,466 2,390
Fixed assets ElEEE 2 6,878 6,691
- Investment properties -REME 2,433 2,173
— Other property and equipment o ENET 4,445 4,518
Goodwill and intangible assets BEREVEE 31 1,460 1,460
Deferred tax assets EERBEE 34(b) 153 208
Total Assets BEME 383,739 353,589
EQUITY AND LIABILITIES REERREE
Deposits and balances of banks and PITREM S RIHIER
other financial institutions TRk 10,064 3,233
Deposits from customers EEGER 290,445 276,706
Trading liabilities RHRBEE 35() 3,827 2,432
Certificates of deposit issued BRIIEHE 13,683 7,786
- At fair value through profit or loss - BRBEARBMATER 5272 2,754
— At amortised cost - BHRA 8,411 5,032
Amounts due to subsidiaries RIBARIFE 33 2,416 2,722
Current taxation AHFE 34(a) 297 441
Debt securities issued (at amortised cost) BRITERES (BHERA) 241 241
Deferred tax liabilities EEHEARE 34(b) 454 210
Other accounts and provisions HihREREE 35(b) 6,221 8,343
Loan capital BEEX 3% 20,766 17,006
— At fair value through profit or loss - BRBEARMATER 7,203 7,861
— At amortised cost - BHRA 13,563 9,145
Total Liabilities et 348,414 319,120
Share capital f 38 5,190 5,105
Reserves E4c] 39 30,135 29,364
Total equity attributable to owners of the Bank GERA TR EREE 35,325 34,469
Total Equity and Liabilities BRRERLBELESE 383,739 353,589

Approved and authorised for issue by the Board of Directors on 14th February, 2012.
Chairman and Chief Executive David LI Kwok-po
Allan WONG Chi-yun
WONG Chung-hin
Winston LO Yau-lai

Directors

The notes on pages 11 to 140 form part of these accounts.

BEEN20129F2 B 14 R RIRER M -

FERITEARE
EE

FEHHE
YR
IR
BRE

FNE140E 2 MFEAREZ — &5 °




The Bank of East Asia, Limited RIzsR{TAER AT 07

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
ReERERR

For the year ended 31st December, 2011 B Z2011F12H31HILFE

Capital
Teserve - 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
EAGR-

BEEE EXER REER  (HER
ke BiEE ke B i e AMRR BEE  AGBR  SREH R HERER  EREE
HKSMn — HKSMn HKS Mn HKS Mn HK§Mn  HKSMn  HKSMn HKSMn HKSMn HKSMn HKSMn o HKSMn HKS Mn
BEAET RMBERL EWBET RWEET A¥EET A%RET BMBEn ANBER R¥EET A¥EET A¥AER RMBER EWEER

At 1st January, 2011 2201151518

~ As previously - WEERE
reported 5,105 9331 165 1,938 258 1,023 86 15,453 2,043 8,841 44,243 4400 18,643
-Redassfication - RGBSR
from general AEERR
resenve to pil
share premium - 2181 - - - - - (2,181) - - - - -
- As restated -Ef 5,105 1512 165 1,938 258 1,023 86 13212 2,043 8,841 44,243 4,400 18,643
Changesinequity ~ ExEH
Profit for the year ﬁﬂgﬂ\],ﬁﬂ - - - - - - - - - 4358 4358 93 4451
Other comprehensive £ 12 Fk%E
income - - - 452 (231) 16 - - 89 - 326 - 326

Total comprehensive 2 EWEEE
income - = = 45 (231) 16 - - 89 4358 4,684 93 41

Shares issued in lieu  JARR EZTHIRG

of dividend 7 416 - - - - - i - - 934 - 934
Shares issued under iSRRI

Staf Share EfHRM

Option Schemes 8 85 - - - - - - - - 93 - 93

Equity sttled DR AR

share-based fExfiz3s

fransaction - - 20 - - - - - - - 20 - 20
Transfer a5 - ) (45) - - Y] - 31 70 n) - - -
Dividends declared ~ EEABEf3;

orapproved during  HERERE

the year - - - - - - - - - (2.3%8) (2.3%8) (61) 2419
Purchase of interests in F3Ei3 kg

businesses from non-  HEZEA

controling interests %75

nvestors - - - - - - - - - - - 2 )

Exchange adjustments [E 3% - - - - - - - - - - - 6) Q)

At31st December, 2011128318
2011 5190 12,037 140 2390 21 1,032 86 13,744 2,202 10,768 47616 4428 52,044
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)
meEkm2BX(E)

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

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 Teserve reserve reserves profits Total interests equity
BAGE-
BETEE  ENER  REAER  fER
BA ROEE g 4% & fE  BAERE  RER AR 2Ee 48 FERER  EafE
HKSMn  HKSMn  HKSMn HKSMn  HKSMn HKSMn HKSMn  HKSMn HKSMn o HKSMn HKSMn HKSMn o HKSMn
PHEET AYEET A¥AET AWAEEn AMEET BMEET BMRET BMEER AMEET A%RET A¥AET AWEER AMEET
Attt January, 2010 201061818
- As previously - WAEE
reported 4,623 4526 170 1,169 286 982 86 14,866 1,518 7,151 35,377 4358 39,735
-Redassficaton - -G EER
from general PEERH
reserve to e
share premium - 1930 - - - - - (1,930) - - - - -
- As restated -Ef 4,623 6,45 170 1,169 286 982 86 12,936 1,518 7,151 35,377 4358 39,735
Changesinequiy  EXZH
Profitfortheyear  £E AR = = = = = = = = = 44 4204 79 4303
Other comprehensive £ 2E4%
income - - - 769 (28) 4 - - 86 - 868 - 868
Total comprehensive 2 FMEEE
income - - - 769 (28 4 - - 86 4224 5092 79 5171
Shares issved in e~ HURA BB TRAR(
of dividend
- As previously - piRE
reported 4 @ - - - - - 557 - - 557 - 557
-Reclassification - - FREHEHR
from general HEERDH
resee to HE
share premium - 251 - - - - - (251) - - - - -
- As restated -Ef 4 204 = = = = = 306 = = 557 - 557
Subscription of PEHR
new shares 418 4,69 - - - - - - - - 5113 - 5113
Shares issued under  1RIEEE ;1A
Staff Share Eb
Option Schemes 17 130 - - - - - - - - 147 - 147
Equity settled WRIVRER(ER
share-based X5
transaction - - 29 - - - - - - - 29 - 29
Transfer &5 - 7 (34) - - - - 30 439 (462) = = =
Dividends declared ~ FEREEM
orapproved during  BERERS
the year - - - - - - = = = (2,0m2) (2,0m2) (56) (2,128)
Sdeofinterests  HEBFERT
inbusnessesto  FEARBER AR
non-controlling
interests investors - - - - - - - - - - - 4 4
Exchange adjustments (£ ;3% = = = = = = = = = = = 15 15
At31st December, 20106128318
2010 (asrestated)  (B%) 5,105 11,512 165 1,938 258 1,023 86 13212 2,083 8,841 44243 4400 48643

The notes on pages 11 to 140 form part of these accounts.
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CONSOLIDATED CASH FLOW STATEMENT
FEHERER

For the year ended 31st December, 2011 B Z2011F 12531 HILFE

2011 2010
Restated 2%
Notes A+ HK$ Mn B¥EE R HKS Mn BB EE T
OPERATING ACTIVITIES REEBES
Profit for the year before taxation 12 ABRT R g A 5751 5150
Adjustments for: TEE -
Charge for impairment losses on ERMRBFREERKR T
loans and advances 12 75 285
Charge for impairment allowances on BRI E - AR e
held-to-maturity investments, SRBEETE S AR
available-for-sale financial assets and RIEZEE 8
associates 60 23
Share of profits less losses of associates ~ FEAGEES A B FFUE 1 (435) (341)
Net profit on sale of available-for-sale HERHEESRERE
financial assets bEpingl (59) (234)
Net profit on sale of subsidiaries and HE M A R R HE & A A
associates o ) (122) (238)
Net (profit)/loss on sale of fixed assets HEREEEZFCRF),/
E1E (140) 6
Interest expense on loan capital and BERTEEELRK
certificates of deposit BFREMNEZ T 978 679
Depreciation on fixed assets BEEEENE 11,32 636 581
Write back of impairment loss on FTHE B R B 5
bank premises - @)
Dividend income from available-for-sale  A[{tH &4 @ EER SUA
financial assets (89) (66)
Amortisation of intangible assets B EE#E 11 33 34
Amortisation of premium/discount on E%‘é‘ﬁ??ﬂ(aﬁf&fﬁlﬂ B
certificates of deposit and (B A
loan capital issued 60 68
Revaluation losses on certificates of EREBTERAER
deposit and loan capital issued EETEEEREE m 6
Valuation gains on investment properties 2 {f#& & 1) 2 2 7| 2 (404) (426)
Equity-settled share-based payment LARRD AEEER (N & A
expenses 20 29
OPERATING PROFIT BEFORE CHANGES #EE & ®B)aIEERA
IN WORKING CAPITAL 7,075 5,554
(Increase)/decrease in operating assets: BB (IE) A
Cash and balances with banks with JRZANEABR A 318 A LA E&Y
original maturity beyond three months IR REAMIRITIFREY
e (10,076) (8,176)
Placements with banks and JRZASEAR A31E A LALE’J
other financial institutions with RIT R E A& RIS
original maturity beyond three months PE2Y (28,624) 21,616
Trade bills e (18,285) (16,701)
Trading assets RH5BGEE 245 (191)
Financial assets designated at TEE?%%%%@TEE&LX&BQ&
fair value through profit or loss NHEENEREE (471) (5,800)
Advances to customers BFER (24,992) (52,025)
Advances to banks and HRITREM S BB E R
other financial institutions 1,127 (642)
Held-to-maturity debt securities BEIBEKES 1,276 1,467
Available-for-sale financial assets AHEESREE 259 (7.112)
Other accounts and accrued interest HbBRIE M E R B (4,364) (7,809)
Increase/(decrease) in operating liabilities: A& & (&% ()58 :
Deposits and balances of banks and $R1T R ELAth & RAMIE A TF 3R
other financial institutions R 5,929 (1,671)
Deposits from customers BEER 47,521 79,030
Trading liabilities RPAEEE 1,447 1,655
Other accounts and provisions HABRTE K 7,296 10,150
Exchange adjustments PE 57, a2 619 685
NET CASH (OUTFLOW)/INFLOW FROM #&#& /Egﬁﬁﬁ(/mtﬂ )/
OPERATIONS A (14,018) 20,030
Income tax paid BERFEH
Hong Kong profits tax paid B EENEE (69) (39)
Overseas profits tax paid EEINFE R (817) (524)
NET CASH (USED IN)/GENERATED FROM (ﬁﬁ“)/ﬁ BAREXRTE 2
OPERATING ACTIVITIES (14,904) 19,467
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CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)

GERTRER(E)

For the year ended 31st December, 2011 & Z2011F 12531 1L FE
2011 2010
Restated 2%
Notes Az HKS Mn B8 EE T HKS Mn BB EE T
INVESTING ACTIVITIES BRETEH
Dividends received from associates W HR Bt 8 A BIAR B 17 78
Dividends received from WeER AT S AR 3B AR B
available-for-sale equity securities 89 66
Purchase of equity securities B AR (D B (606) (937)
Proceeds from sale of equity securities SRR 1D BAFTIS RIE 988 433
Purchase of fixed assets BABEEE 32 (577) (873)
Purchase of investment properties AR E Y ®) (16)
Proceeds from disposal of fixed assets LEETEEEMSHE 519 56
Disposal/(purchase) of shareholding in HE(BBA)BS QTR
associates 116 (513)
Purchase of subsidiaries BANBE AR 44(a) (75) (54)
Proceeds from sale of interest in & —FEHE A R
a subsidiary FriS30E 44(b) - 521
Sale of interests in business to &SR E R T IEER
non-controlling interests investors BRI EE - 4
Purchase of interests in business from MIEEAE IR B E A
non-controlling interests investors BEER 2 =
NET CASH GENERATED FROM/ BB/ (AR RETE 2
,,,,,, (USED IN) INVESTING ACTIVITIES ~ R®Re®®E 55 (123
FINANCING ACTIVITIES BMEED
Ordinary dividends paid XA ERRAR S (1,157) (1,241)
Distribution to Hybrid Tier 1 issue KETRE—HREARTIER
holders BEA (328) (330)
Issue of ordinary share capital BT E AR 38 93 147
Subscription for new shares R - 5113
Issue of certificates of deposit BITERE 19,380 4111
Issue of debt securities BITERES 6,148 an
Issue of loan capital BITEEER 3,867 4,615
Redemption of certificates of EEIRE S VES
deposit issued (13,608) (1,409)
Redemption of debt securities issued &R 2 EITESE S (4,929) -
Redemption of loan capital BRI BITIEEER (449) (4,290)
Interest paid on loan capital SHEEBARF B (572) (435)
Interest paid on certificates of SNBETEREFE
deposit issued (129) (88)
Interest paid on debt securities issued SR BBITEREFFE (162) =
NET CASH GENERATED FROM RERMEETBH RS EHE
FINANCING ACTIVITIES 8,154 6,604
NET (DECREASE)/INCREASE IN CASH HE&RZRRLERFOR),
AND CASH EQUIVALENTS B (6,185) 24,836
CASH AND CASH EQUIVALENTS AT MMB1BZRERERRE
1ST JANUARY HE 44(c) 85,366 60,530
CASH AND CASH EQUIVALENTS AT R12A31BZRERERES
31ST DECEMBER 5H 44(c) 79,181 85,366
Cash flows from operating activities REKEEB DR S
included: MEEE :
Interest received FBUWA 19,938 12,733
Interest paid FEZH 9,718 5,162
Dividend received [ESEON 129 97

The notes on pages 11 to 140 form part of these accounts. ENEV40B 2 MFBARRIE, —#5 ©
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NOTES ON THE ACCOUNTS

1. PRINCIPAL ACTIVITIES FE#E

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

2. SIGNIFICANT ACCOUNTING POLICIES FE&3HE

(a) 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.

(b) 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.

W& IR B &
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RHMERRRES EMRADERANRER
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

(@

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.

(9]
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(ii)

The Bank of East Asia, Limited RIEsR{TAR AT 13

NOTES ON THE ACCOUNTS (CONTINUED)

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.

(ii)

AR IR B 5 (48)
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

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.
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NOTES ON THE ACCOUNTS (CONTINUED)

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.

AR IR B 5 (48)

2. SIGNIFICANT ACCOUNTING POLICIES (coNTINUED) EE= 5K )
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

(f) Financial Instruments

U]

(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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NOTES ON THE ACCOUNTS (CONTINUED)

2. SIGNIFICANT ACCOUNTING POLICIES (coNTINUED) EE= 5K )

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 () 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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(iii

(iv

=

=

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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(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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(ii)

(iii

=

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

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

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

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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2. SIGNIFICANT ACCOUNTING POLICIES (coNTINUED) EE= 5K )

(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.

(i) 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.

U]

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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2. SIGNIFICANT ACCOUNTING POLICIES (coNTINUED) EE= 5K )

(i

=

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.
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(iv

=

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.
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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.

U]

(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).

AR IR B 5 (48)

BER S Z 810

KRB EREE - MEMKREER
el A hETEEB ML - AR
BERASHED - HENRBEBRTA
[ -

RMEBRRENRABREZEENRE
B BZERERRIERETFRE

e

(B4 2 1 R M0 S £ AR
A -

R S R KRB
RECEEBMERZMAERAA LHR
Ay AEBEREBGTERDE345E
[ B ERE REAMFEEMEAN
hEIM B E - R HER - ARER
RERFRNBER - 7R - R#ED
FAE (P EE2(00) E (V)

HEE - AHEERNESREREN
% 47 38 7 P #E SR X o A A ] MR (B 18
KB TRERRYEED - gLERD
ZRERERZTHMHARZFR
R MZRERRE TS HAE - I8
RZEBRER) ERER TN AIHE
Bl o Fit - e E R D ESE R
BEESFHRTHR  RHNEME
TEARE N - BN SR EE MR
s T IEK EE R NRER

() HEEE
AT ARIE AR AER R
FMHEEBEAT ARAME - HBALK
WREAROFARRRBBINEEBES
RIEEHEE -

(i)

(if)

NEREHERANEE
EARTABELEAR  ZREHEEM
HHEENREFHE  REESEHE
AN - EHBRAKRIERP
B - RERAEENRASREARTT
BV AR R M 2(e) PrEATE -

FAEREHENEE
EARBNSEEESABHEE » %
EERBHELZREEMBMRREA -
KA s 2() P (An@ A & ) AR SR E A 37
EgEERGEIE - BERAKRRE
BB PTEGTE - REKEE
B WA RIRIBEATTE YA TR B
H2(e)MEAE -



26 The Bank of East Asia, Limited RE3$R1THR AT

NOTES ON THE ACCOUNTS (CONTINUED)
BRIEMIEE (48)

(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.

(iii

=

Deferred tax assets and liabilities arise from deductible and taxable temporary
differences respectively, being the differences between the carrying amounts
of assets and liabilities for financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax losses and unused tax credits.
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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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(iv) Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred
tax liabilities if the Bank or the Group has the legally enforceable right to set
off current tax assets against current tax liabilities and the following additional
conditions are met:

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

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

— the same taxable entity; or

— different taxable entities, which in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or realise and settle
simultaneously.

(o) Insurance Reserves and Provisions for Outstanding Claims

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

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

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

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

(p) Provisions and Contingent Liabilities

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

() 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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For the purposes of these accounts, a party is considered to be related to the FEMRBYRNARIARS - BEZR SRS B A L2 48 -
Group if:
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(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 5 BE 2 &5

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.
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4. INTEREST INCOME F Sz A

2011 2010
HK$ Mn BEEHET HKSMn BEEET

Listed securities classified as held-to-maturity DEAFEEISR T HEER

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

— listed -Em 27 22

— unlisted -3kEm 73 66
Interest rate swaps =t & 3,327 1,382
Financial assets designated at fair value EEARBIERARBRATFEE

through profit or loss CREE

— listed - kW 473 431

— unlisted -3EEm 229 197
Loans, deposits with banks and financial BB B AR A FEETER

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

securities that are not at fair value through iR ESRE - REMIELE

profit or loss T A% 5 16,351 11,147
Total interest income O 20,868 13,626
Included above is interest income accrued on impaired financial assets of HK$62 A EBREEZE201MF12A3MBEFERES
million (2010: HK$74 million) which includes interest income on unwinding of BLE E BT 28 %62,000,0007T (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. R R 2 Hrin ey B A& #17,000,000

JC(20104F : %%521,000,0007T) (Fi3E26(b)) °
5. INTEREST EXPENSE FE X H

2011 2010
HK$ Mn BEEHET HKSMn BEEET

Customer deposits, deposits of banks and
other financial institutions and certificates R SER AT BR B PR - 8R1T

of deposit issued which are stated at REM S BEEN TR REET

amortised cost TFaE 5,744 3,074
Debt securities issued BEITERES 209 140
Subordinated notes carried at amortised cost HRE R AT BR A 18 (B 2% 373 174
Interest rate swaps RS A 4,920 2,185
Financial instruments designated at fair value e ABRIBRURBMATEE

through profit or loss SRTA 341 500
Other borrowings HAbER 18 10

Total interest expense B H4a%E 11,605 6,083
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RRTE B 5E (78

6. FEE AND COMMISSION INCOME BREBERMESUWA

Fee and commission income arises from the following services: TRE THIRBHRGE RAEUA -
2011 2010
HKS Mn BEEET HK$ Mn BEEET
Corporate services ERS 979 856
Credit cards =Bk 793 674
Loans, overdrafts and guarantees B B RER 502 463
Trade finance BmE 409 252
Securities and brokerage BH R 385 456
Derivatives transactions PTHETAZER 292 289
Other retail banking services BT ERITRG 273 237
Trust and other fiduciary activities EREREMRIBETR 122 100
Others Hih 350 322
Total fee and commission income AR5 & A& WA ESE 4,105 3,649
of which: Hep:
Net fee income, other than amounts included ~ H3EEHER B IEE A
in determining the effective interest rate, AiBBEE AR AT EE
arising from financial assets or financial PR SR EESAERT
liabilities that are not held for trading nor EAZFRIEBRA
designated at fair value through profit (TRIERETEEX
or loss Pz e58) 3,066 2,808
Fee income RIS EBUA 3,818 3,370
Fee expenses fRIsE X (752) (562)
. NET TRADING LOSS X5 E#EFE
2011 2010
HK$ Mn BB EERT HKSMnBEEET
Profit on dealing in foreign currencies ﬁl\’ﬁgf@fgiﬁ?f‘l 326 311
(Loss)/Profit on trading securities Bi#ESH(E18),wf (290) 133
Net loss on derivatives 1>T$I,E<>¥J§5?,Ei (193) (620)
Loss on other dealing activities HEEEZHEIR - (1
Dividend income from listed trading securities %X 5 A% FhE AR B WA 40 31
Total net trading loss FRFE18485 (117) (146)
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8. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH
PROFIT ORLOSS lEEABRBEZUNMAFTEEER T AMNEREA

2011 2010
HK$ Mn BEEHERT HKSMn BEEET

Revaluation loss on debts issued BHEBITEBEE (158) (140)
Net loss on sale of other financial assets & H IS AE iR B e AR IR
designated at fair value through profit or loss A (EBES R EENTEE (103) (35)
(Loss)/Profit on redemption of subordinated
notes issued EORESE(ER) BF (4) 8
Revaluation (loss)/gain on other financial assets & {hEH A IEFE AiBiBIE % DA K R
designated at fair value through profit AN EESREEDN
or loss (E58) /&7 (94) 430
Dividend income from financial assets
designated at fair value through profit EEABRBEURMATEE
or loss SRIEERRBMA 5 -
Total net result from financial instruments
designated at fair value through profit T ABBIERIARBATFEER
or loss SR T AR)FRTAE (354) 263
9. NET HEDGING LOSS ¥+ EE R
2011 2010
HK$ Mn B EERT HKS Mn B¥EBET
Fair value hedges N EEE

— Net (loss)/gain on hedged items attributable  — A] 37 R HhIA B 2 $H A,

to the hedged risk BEERF (E51B), /&R (553) 134
- AfES R T ARFERET,
— Net gain/(loss) on hedging instruments (E548) 548 (139)
(5) (5)
10.OTHER OPERATING INCOME H & & Ux A
2011 2010
HKS$ Mn B¥EEBT HKS Mn B BEET

Dividend income from available-for-sale

AEHESREERSKA

financial assets

— listed - k™ 36 35

— unlisted -3EEm 53 31
Rental from safe deposit boxes RERFEFASUA 80 78
Net revenue from insurance activities RERZETSFUA 199 221
Rental income on properties MERS KA 129 92
Others Hit 89 72
Total other operating income E A A LB 586 529
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AR IR B 5 (48)

11.OPERATING EXPENSES #&#& % H

2011 2010
HKS$ Mn SB¥EEBT HKS Mn B BEET
Contributions to defined contribution plan* TEREHRATES R 318 248
Equity-settled share-based payment expenses  LARR{D AEEEZ (N B A 21 29
Salaries and other staff costs e MEME TAA 4,045 3,338
Total staff costs BIRRARE 4,384 3,615
Premises and equipment expenses excluding
depreciation TRETENDERLELH
— Rental of premises -YERS 549 492
— Maintenance, repairs and others - RE - BB RHEM 549 488
Total premises and equipment expenses TEETENYEREHZH
excluding depreciation Fak) 1,098 980
Depreciation on fixed assets (Note 32) BEEENE(HiE32) 636 581
Amortisation of intangible assets (Note 31(b)) @R EE#ESH(A13231(b)) 33 34
Other operating expenses Hhg g
— Stamp duty, overseas and PRC** business - ENFERR - BN EE AR SR
taxes, and value added taxes Bl R - MISER 491 346
— Communications, stationery and printing — 3@ - XA KENR 299 286
— Advertising expenses -EEE 252 311
— Legal and professional fees - ERRBERBGE 251 219
— Business promotions and business travel — BTG E RIS IR G 158 148
— Card related expenses -BRAGARZH 69 113
— Insurance expenses - REBE 35 43
— Audit fee 3 Gk 15 11
— Administration expenses of corporate
services - BERBHITHE 14
— Membership fees -2=E8%8 12 10
— Bank charges - RITWE 1
— Donations -8 8 8
— Bank licence - RITHRE 4 4
— Others - Eftb 222 179
Total other operating expenses Htbgegz hiesm 1,841 1,694
Total operating expenses*** KT R x 7,992 6,904
*  Forfeited contributions totalling HK$18 million (2010: HK$9 million) were utilised to * FERRUL T A HE #18,000,0007T (2010

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.

4F : jE#9,000,0007T) B # A ER LA EH
BYEESL o FF AL S (E ] 3% R T AT AR FE R

B HK (20105 : ) ©

o FERANEESHEREEEE R RE
WEERSIENEESH  2HRBEK

19,000,0007T(20104F : 7&#20,000,0007T) °
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BRIEMIEE (&)
12.IMPAIRMENT LOSSES ON LOANS AND ADVANCES BEX R E8FBEE %
2011 2010

HK$ Mn BEEHET HKSMn BEEET

Net charge for impairment losses on loans and

advances BERREBFREIR R
Individual impairment loss EGIVEREEEES
— new provisions — FTEE 247 463
— releases — Bl (125) (206)
— recoveries el (74) (57
438 206
Collective impairment loss BEREEX
— new provisions (Note 26(b)) - FEE (M Et26(b) 27 79
Net charge to income statement e TR 2 5 F 8 75 285

13.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS HERHHELSHEE
ZFEA

2011 2010
HKS$ Mn B8 BB HKS Mn BHEBET

Net revaluation (loss)/gain transferred from H#EEENEGHRTEESFE

reserves (Note 39(h)) (H15£39(h)) (5) 200
Profit arising in current year FENEERET 64 34

59 234
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AR T8 fff & (48 )

14.INCOME TAX FrE#i

(a) Taxation in the consolidated income statement represents:

(a) FEWBERAMBIRLE

2011 2010
HKS$ Mn B EET HKS Mn BHEBEET

Current tax — Hong Kong (Note 34(a)) KNEARIE-BB (H15134(a))
Tax for the year REFEHIE 250 359
(Write back of over-provision)/ (BEBRNER), TFE
Under-provision in respect of prior years BETR (122) 57
128 416
Current tax — outside Hong Kong IR EARRTE-F B LASI
Tax for the year REZHIE 744 589
Under-provision/(Write back of TEEREBTIR(BERE
over-provision) in respect of prior years K E#) 111 (32)
855 557
Deferred tax (Note 34(b)) IRIERIIA (H7E34(b))
Origination and reversal of temporary
differences TR EZRNESRED 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.

EBNISHB TR AF B R RO PR T =
16.5% (20104 : 16.5%)5t&

BT RIMBRRHRTRELEMERR
BITHEHE -
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14.INCOME TAX (CONTINUED) FR{8%%4)

AR IR Fff 5 (48)

(b) Reconciliation between tax expense and accounting profit at (b) Fi18 X HEE =R FIRE BB =5t
applicable tax rates: HERIEMNEER ¢
2011 2010
HK$ Mn BEEET HK$ Mn BEBEET
Profit before tax R B Ao ) 5,751 5,150
Notional tax on profit before tax, calculated
at the rates applicable to profits in the tax RIEREBR B A 2 FISBR RR
jurisdictions concerned BB AT R E BB EBIK 1,168 939
Tax effect of non-deductible expenses AR H TR 2 317 304
Tax effect of non-taxable revenue BERBURA BT TEZ 2 (305) (377)
Tax effect of tax losses not recognised KRR IO ITEE 15 9
Recognition of deferred tax assets on prior
year tax losses TFERBERAECERIEEE (4) (12)
(Write back of over-provision)/Under-provision  (B#5:@FIE @5 /1 F Z B4
in respect of prior years R (11) 25
Others EAh 120 (41)
Actual tax expense ERBIES H 1,300 847

15.PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT A& BRAEE KRR EF

The consolidated profit attributable to owners of the parent includes a profit of
HK$1,881 million (2010 (restated): HK$1,939 million) which has been dealt with in

the accounts of the Bank.

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

ARBAREERRESEFBIEEFHAR
1THR 1B WA IS 5 1,881,000,0007T (2010
F(&EH) : #5%1,939,000,0007T) °

AITEE AR E il S 82 Bk

2011 2010
HKS Mn B BB HKS Mn B¥EET
Amount of consolidated profit attributable
to equity holders dealt with in the Bank’s BRI ARITRRIEZ AI G ENANE E
accounts IR AR AR T 1,881 1,939
Final dividends from subsidiaries and associates
attributable to the profits of the previous RETEFEH B R 7 REBE D EHS
financial year and general reserves, approved e —Re < REARR S - W AE
and paid during the year FE A RIRE 93 14
Bank's profit for the year RITEZ N 7l 1,974 1,953
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BRIEMIEE (8)

16.DIVIDENDS &2

(a) Dividends attributable to the year

(a) EEAFERE

2011
HKS$ Mn B EET

2010
HK$ Mn /E# B &7

Interim dividend declared and paid of HK$0.43
per share on 2,059 million shares (2010:
HK$0.38 per share on 2,034 million shares)

EE Mk kMRS T
2,059,000,0008% FEE#0.43
7C(20104F : 2,034,000,0008%

(Note 39(j)) BREE0.387T) (H1:139()) 885 772
Final dividend paid in respect of the previous

financial year on shares issued under the Eﬁﬁﬁ%%}ﬁ?ﬁ&ﬁﬁﬂ&%‘%

share option schemes subsequent to the B P E T E L BRIRER

balance sheet date and before the close of SRR B L FE R

the Register of Members of the Bank, of 7 150.56 TR AR BAAR B

HK$0.56 per share (2010: HK$0.48 per share) (20104 : FR%E#0.487T) 1 2
Final dividend proposed after the balance sheet ##7 %5 B H14 R 2% R HARY =,

date of HK$0.56 per share on 2,042 million 2,042,000,000/ EA% B 1

shares 0.567T - 1,144
Second interim dividend in lieu of the final REREREZERFHRE

dividend of HK$0.51 per share on 2,076 ¥2,076,000,0000% &% 75 ¥

million shares 0.517TC 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

REEIHMRBERERERPOBREZE =R
THRE RS EAE R T ARERRE

& o

(b) REERERX B LFERE

2011
HK$ Mn B EHET

2010
HK$ Mn B EE T

Final dividend in respect of the previous REFZERSZAFT

financial year, approved and paid during the 2,042,000,000f% & i A 1

year, of HK$0.56 per share on 2,042 million 0.567TH)_EFEARHAMR 2

shares (2010: HK$0.48 per share on 2,016 (20104 : 2,016,000,000/

million shares) S AB%0.487T) 1,144 968

(c) Distribution to holders of Hybrid Tier 1 capital instruments (0 KEFRE—REATIAFEA
2011 2010

HKS Mn B¥EBIT HKS Mn B ERT

Interest payable on the Hybrid Tier 1 capital
instruments, the details of which are
disclosed in Note 36 and Note 39(j)

)_E1<Jl%/ttcl _g&;ﬁzﬁiﬂ
FAEARRE  FEEE
MT;JI36&MT:JI39 WT&ER

328 330
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17.EARNINGS PER SHARE &R ZF|

(a) Basic earnings per share (a) BREARER
The calculation of basic earnings per share is based on earnings of HK$4,030 BWEABINDIRBDOERXTES —
million (2010: HK$3,894 million) after the distribution of HK$328 million (2010: ®AEXRTITEAFE AB KK 328000000 5T
HK$330million) to Hybrid Tier 1 issue holders and on the weighted average of (2010 4 : # ¥ 330,000,000 7T ) & 2 %
2,059 million (2010: 2,024 million) ordinary shares outstanding during the year, F 5 ¥ 4,030,000,000 7T ( 2010 £ : & #&
calculated as follows: 3,894,000,0007T) R FEANE BEITEBRG

# hn 4 F 5 £ 2,059,000,000 A% ( 2010 4 :
2,024,000,0008% ) * sTEZ F7AMOT ¢

Weighted average number of ordinary shares AR B IR IS8
2011 2010
Number of Shares Number of Shares
RHEE iahE 2G|
million B& million & &
Issued ordinary shares at 1st January MR/ EEITERR 2,042 1,849

Effect of share options exercised and shares BT RAE MR B 31T

issued in lieu of dividends MRE R 17 175

Weighted average number of ordinary shares 712 831 B @0 60 hnE

at 31st December F9 8L 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 B ERMNIEBERETRES —
million (2010: HK$3,894 million) after the distribution of HK$328 million (2010: MAENT B A A 328,000,000 T
HK$330 million) to Hybrid Tier 1 issue holders and on 2,060 million (2010: 2,026 (2010 % : 7 % 330,000,000 7T ) % 2 %
million) ordinary shares, being the weighted average number of ordinary shares F| % % 4,030,000,000 7T ( 2010 & : & #&
outstanding during the year, adjusted for the effects of all dilutive potential shares. 3,894,000,0007T ) & LA B B 8 £ 4 5

FEMNTBREHFAESLALERNH
hn 4 S 15 #1 2,060,000,000 A% (2010 4F :
2,026,000,0000%) 5+ & °

Weighted average number of ordinary shares (diluted) TR M IE T2 (EE)
2011 2010
Number of Shares Number of Shares
R B E ey ¢!
million B & million B&

Weighted average number of ordinary shares 712 831 H 3@ % (5 ¥ hnie

at 31st December EEHE 2,059 2,024
Effect of deemed issue of ordinary shares under

the Bank's share option schemes for BRRIRR IR ERT BB TE T

nil consideration BERNT AR FE 1 2

Weighted average number of ordinary shares 712 8318 @& & H0#E
(diluted) at 31st December T (EE) 2,060 2,026
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18.DIRECTORS’ REMUNERATION EEM<E

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong BIREBCR TUEGIDE 16 11ERTE A E R
Companies Ordinance is as follows: ST
Salaries,
allowances Retirement
Directors’ and benefits Discretionary Share scheme 2011
fees in kind bonuses options contributions Total
e RM
ik RENRE iR RBE RAGHRIMR g
HKS Mn HKS$ Mn HKS$ Mn HK$ Mn HKS$ Mn HKS Mn

BEEAET BWEAR  EREER  EWEER  AWEER  BWEER

Chairman and Chief Executive FERTHESR

Dr. the Hon. Sir David LI Kwok-po  ZHEE+ 0.4 9.0 15.0 7.0 0.8 32.2
Non-executive Directors FHTES

Prof. Arthur LI Kwok-cheung FEEHR 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing FEERE 0.3 - - - - 0.3
Tan Sri Dr. KHOO Kay-peng TR ERE T 0.2 - - - - 02
Mr. Richard LI Tzar-Kai TERLE 0.2 - - - - 02
Mr. Eric LI Fook-chuen ey e 0.3 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZE {54 0.2 - - - - 0.2
Dr. Isidro FAINE CASAS BRERT 03 - - - - 03

Independent Non-executive

Directors BUFHTES
Dr. Allan WONG Chi-yun =HFMEL 0.4 - - - - 0.4
Mr. WONG Chung-hin =EBEEL 0.3 - - - - 0.3
Dr. LEE Shau-kee kEEL 0.3 - - - - 03
Mr. Winston LO Yau-lai BRELE 0.4 - - - - 0.4
Dr. Thomas KWOK Ping-kwong ~ S/@/IiE+ 0.3 - - - - 0.3
Mr. Kenneth LO Chin-ming ERERAAL A 0.3 - - - - 0.3
Mr. William DOO Wai-hoi HElERE 03 - - - - 03
Mr. KUOK Khoon-ean FIELE 0.3 - - - - 03
Mr. Valiant CHEUNG Kin-piu REZES 0.5 - - - - 05

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 2l
e KEDKES MisTEar RIRHE RGBT e
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET B¥EEn  RAWEERn  AREST  A%EET  B%EER

Chairman and Chief Executive  EERTHAL

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

Prof. Arthur LI Kwok-cheung FEEHR 0.2 = = = . 0.2
Mr. Aubrey LI Kwok-sing FEELAE 03 = = - - 03
Dr. William MONG Man-wai SREBT 0.1 = = - - 0.1
Tan Sri Dr. KHOO Kay-peng FEr B R IRIEL 0.2 - - _ _ 0.2
Mr. Richard LI Tzar-kai FEREE 0.2 = = - - 0.2
Mr. Eric LI Fook-chuen ZRe%HE 0.3 - 7 _ _ 03
Mr. Stephen Charles LI Kwok-sze  ZE %4 0.2 - 7 _ _ 0.2
Dr. Isidro FAINE CASAS EEERT 03 = = - - 03

Independent Non-executive

Directors BYkHTES
Dr. Allan WONG Chi-yun BEFMET 04 - - - - 04
Mr. WONG Chung-hin =EBEY 03 - - _ _ 03
Dr. LEE Shau-kee FREBL 03 - - - - 03
Mr. Winston LO Yau-lai BRIERE 04 - = - = 04
Dr. Thomas KWOK Ping-kwong ~ S0/®/IiE+ 03 = = = = 0.3
Mr. Kenneth LO Chin-ming ERERAAS A 03 - - - - 03
Mr. William DOO Wai-hoi HERERE 03 - - - - 03
Mr. KUOK Khoon-ean PIELE 03 = = - - 03
Mr. Valiant CHEUNG Kin-piu REELE 04 - - - - 04
5.4 8.6 11.1 9.2 0.7 35.0
Included in the above remuneration were share options granted to Executive P e BRERTESRERITNESRK
Directors under the Bank’s Staff Share Option Schemes. The details of these FHEIER TRAGE - BRALZEEMRENH
benefits in kind are disclosed under the paragraph “Information on Share Options” BENEFEREZHAREER | LR

in the Report of the Directors and Note 37. FEE37A) ©
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19.FIVE TOP-PAID EMPLOYEES 5&EFEMESNES

2011 2010

HK$ Mn HK$ Mn

BEEHET BEBET

Salaries and other emoluments e hEMME 23 21
Performance-related bonuses FIRAEENTEAL 28 20
Share options R iE 16 21
Pension contributions RIRE R 2 2
69 64

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

SEHHREHEESNSEEEMNT

2011 2010
Number of Number of
employees employees
EEAH EEAH

HK$ &M
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 2 3# %

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.

SEFHE=mAEE R RIEM(2010F 1 147)
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20.SEGMENT REPORTING (conTINUED) 3 2B3R4E (#)

(a) 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.
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201
Hong Kong banking operations
BERAER
Total Inter-
Personal Corporate  Treasury ~ Wealth  Financial China  Overseas Corporate | reportable segment
banking ~ banking  markets management Institutions operations operations  services | segments | Others elimination Total
TEHR A
BARST 0BT HEDE  HEER  SREE TEEE ERER  OERE | Ai4E At R5EH ]
HKSMn ~ HKSMn  HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn | HKSMn | HKSMn  HKSMn  HKSMn
RBEET AMAET AMAER AWAER AWAET AWAER AYEAn BNEEn RMAER AMAER BMEEn B¥EEn
Net interest incomel(expense)  2FIEMA /(s it) 1,762 2,024 (787) 79 m 4921 833 3 9,146 17 - 9,263
Non-interest incomellexpense) ~ SEFIEMA /() 603 49 (704) 276 1 82 303 981 2 1,057 Gr)  34%2
Operating incomellexpense)  ABZUA /(328 2365 243 (1491) 555 m 5 1% 94 | 11868 | 1174 @ 1271
Operating expenses mEs (1321) (165) (119) (153) (1) (3.2%9) (587) (664) | (6319) | (2,000 W (199)
Operating profitloss) before  RABHEEKLZ
impairment losses st/ (58) 1004 28 (1610 40 i 2445 549 00 5,549 (826) -4
Impaiment losses on loans and 3 REAZREMEE
advances and other accounts  E)FEEA T H (63) 34 4 15 - (161) 113 U] (65) (10) - (75
Impairment losses on available-  TJ#tHESBEER
forsale finandial assets and ~~ #ZFHRE L
associates HERX - - - - - - 1) - (1) (49 - (60)
Operating profitloss) after ~ BHRAEEX%Z
impaiment losses meH/(58) %1 232 (1,606) 47 m 2,284 651 313 5473 (885) - 4,588
ProfitLoss) onsale of fixed ~ HEETEE A
assets, available-for-sale HELREE  ER
financial assets, loansand ~ AENEERNE
receivable and subsiciaries’  2\F/BEATZ
associates aHl/ (BE) 1 - 39 - - 12 3 @ 153 49 - 202
Profiton sale of associates  {HEBE R 2R - - - - - - 15 - 15 107 - 1
Valuation gains on investment
properties EERENERT - - - - - 4 4 - 52 352 - 404
Share of profitsless losses of ~ FE/RES A FERIE
associates B8 - - - - - - - - - 435 - 435
ProfitLoss) before taxation AT/ (B5iE) 982 2302 (1,567) o7 1M 2,444 673 311 5,693 58 - 5,751
Depreciation for the year FRHE (68) (1) (5) 4] (1) (325) (26) (19) (447) (189) - (636)
Segment assets AHEE 47797 124066 113204 19133 12345 278152 58,935 2881 | 656513 | 2295 (71885 607,582
Investments in associates BenaRE - - - - - - - - - 3,820 - 3820
Total assets BEfR 47,797 124066 113204 19133 12345 278152 58,935 2881 | 656513 | 26774 (71885 611,402
Total liabilties REGE 245,027 1026 44395 17,199 - 256450 50,175 762 | 615034 | 104%  (66172) 559,358
Capital expenditure incurred
during the year FENEARY 66 8 8 6 1 313 2 89 493 142 - 635
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AR IR B 5 (48)

2010 Restated &3
Hong Kong banking operations
BARTER
Total Inter-
Personal ~ Comporate  Treasury ~ Wealth  Financial China  Overseas  Corporate | reportable segment
banking  banking  markets management Institutions  operations operations  senvices | segments Others ~ elimination Total
ER AL
EART GESfT HATE HEER  SREE REER  EBRE  CERK | HP4E Aty 5 %
HKSMn HKSMn  HKSMn HKSMn  HKSMn  HKSMn  HKSMn  HKSMn | HKSMn | HKSMn  HKSMn  HKSMn
BEEET AERET A¥AEn A¥AEnT AWAEn A¥AST A¥ASn AYESn [BNAEn AWAEn AMEST A¥EsT
Net interest incomel(expense)  #F|EMA/ (3it) 2011 1,129 276 192 Vi 3,462 716 2 7815 272) - 7,543
Non-interest incomel(expense) ~ 3EFIEMA /(% 14) 529 270 19 259 9 535 3 864 27 1,116 (250 3583
Operating income TN 2,540 1399 295 451 36 3997 948 866 10,532 844 (250) 11,126
Operating expenses St (1.343) (138) (108) (125) 8) (2,566) (508) (566) (5,362) (1,792) 250 (6,904)
Operating profitiloss) before ~ RABREERZ
impairment losses BT/ (5i8) 1,197 1,261 187 326 28 1431 440 300 5170 (948) - 4222
Impairment losses on loans and &3R5 R Ef
advances and other accounts  BEVBRIEBIBA T (25) (53) = 6) - (12) (184) @ (284) 0] = (285)
Impairment losses on available-  JHHESBEER
for-sale financial assets and ~~ HZFH|HHRE 2
associates HEEX - - - - - - - - - ®3) - 23)
Write back of impairment losses
on bank premises RERXEE - - - - - - - - - 2 - 2
Operating profitlloss) after B HIBRERKEZ
impairment losses fmgaf/ (58) 1,17 1,208 187 320 8 1409 2% 2% | 4886 (970) - 39%
ProfitlLoss) onsale of fired ~ HEEFARE « Atk
assets, avallable-for-sale HESHEE  BX
financial assets, loansand ~ AEWEERKE
receivable and subsidiaries/  AF/BEATZ
associates i/ (BE) (5) 1) 145 = = 8 1 9 157 310 = 467
Valuation gains on investment
properties EfRENREN = - - - - 2 2 - 4 0 - 46
Share of profitsless losses of ~ FE(RES2 A AIETIA
associates BB - - - - - - - - - 34 - 34
Profit before taxation IS RAETER 1,167 1207 3 320 28 1429 259 305 5,047 103 - 5,150
Depreciation for the year FRE 67) (1) @ ] = (269) (30) (17 (389) (192) = (581)
Segment assets P8R 50433 107211 125,742 13,168 5493 220419 45975 2,765 | 571,206 22,060 (62,848) 530,620
Investments in associates BENTRE - - - - - - - - - 3573 - 3573
Total assets EERE 50433 107211 125,742 13,168 5493 220419 45,975 2,765 | 571,206 25,835 (62,848) 534,193
Total liabilities afas 243,264 4,761 30,315 15,827 - 01609 37427 726 | 533929 9255 (57,634) 485,550
Capital expenditure incurred
during the year FRMEAHE 68 2 6 4 2 553 29 29 693 254 = 947
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(b) Geographical segments

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

results or booking the assets.

(b) HEEDH

BHESBZEANERREMNBARNEIER
BAREME  IMAITME -
EEIBEENRZ DITHE T AR -

Az BERE

2011
People’s Inter-
Republicof  Other Asian segment
Hong Kong China Countries Others  elimination Consolidated
HE Hits AHEZ
A& ARHLNE SRR Hity REEH REAH
HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn
BMEET BWERR  A%EER  B¥EER  EMBEER  E¥EER
The Group £HE
Operating income TEWA 6,699 5,822 745 1,014 (1,565) 12,715
Profit before taxation BREL AR R 1,919 2,540 733 559 - 5,751
Total assets BEGE 356,479 278,624 33,283 37,161 (94,145) 611,402
Total liabilities aELE 318,237 256,498 28,665 29,256 (73,298) 559,358
Contingent liabilities and
commitments SR E B IRIE 56,617 84,176 4,554 3,134 - 148,481
Capital expenditure
during the year FENERHX 253 313 69 - - 635
2010
People’s Inter-
Republicof ~ Other Asian segment
Hong Kong China Countries Others elimination  Consolidated
hE Hty Db
BE  ARHANA TMER Hth RSEH mAtEsE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET ENEST  A¥BEEr  A%EERT  BBAER  B¥AER
The Group 3L ]
Operating income AN 6,573 4,054 577 906 (984) 11,126
Profit before taxation BRBL A A 2,891 1,506 581 172 - 5,150
Total assets BERE 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 FERNERRX 352 553 14 28 - 947
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21.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 44(c))
RERERTNE S BEBHOE T (FHEE44(0))

The Group &8 The Bank 817
2011 2010 2011 2010

HKS Mn BEEET HKS Mn BB EEL HKSMn B¥EERT HKS Mn BEEET

Cash in hand He 1,828 1,213 1,237 699
Balances with central banks TR RRITHET 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))
FER1T R Hfth & BHEAE I 7 3K (B EE44(0)

The Group £ The Bank 17
2011 2010 2011 2010
HKS Mn BB EERT HKS Mn B¥EET HKS Mn BEEERT HKS Mn B EET

Placements with banks and authorised

institutions ERITRAA 2 BEENTR 60,830 57,955 32,570 39,810
Placements with other financial
institutions EEMSREENTR 1,227 242 800 164
62,057 58,197 33,370 39,974
Maturing FI R ERRR
— within one month -1EAR 18,440 49,548 13,603 37,232
— between one month and one year - 1fH A Z1ER 43,617 8,649 19,767 2,742
62,057 58,197 33,370 39,974

23.TRADE BILLS B 5 =i

The Group &8 The Bank 1T
2011 2010 2011 2010
Restated =R
HKS Mn B¥EET HKS Mn BB EEL HKS Mn B EBT HKS Mn BEEET
Gross trade bills BHRBER 36,835 18,548 35,880 17,491
Less: individual impairment allowance  ; : {ERIRE%ER (12) = (@) =

36,823 18,548 35,876 17,491
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Movement of individual impairment allowances for 2011

The Group £8
2011 2010
HKS Mn B¥EET HKS Mn BEEET

201 EFERIREREFHE S

The Bank 7

2011

2010

HK$ Mn B¥EERT HKS Mn BEEET

At st January MA1R - = - =
New provisions charged to ez M 8540
income statement Mk 12 - 4 -
Net provisions released back to BEERD
income statement EEFE V)] - @ =
Recoveries LhEk 2 = 2 -
At 31st December ®12A318 12 - 4 -
24. TRADING ASSETS X5 B EE
The Group £ The Bank 81T
2011 2010 2011 2010

HKS Mn B¥EET HKS Mn BEEET

HKS Mn B¥EET HKS Mn BEEETL

Debt securities (Note 44(c)) BB EF(H244(c) 1,317 2,411 715 1,295
Equity securities D8 5 1,051 1,502 1,051 1,502
Investment funds REES 17 194 17 193
Trading securities RHRBESR 2,385 4,107 1,783 2,990
Positive fair values of derivatives T RMEATE
(Note 43(b)) (Hiit 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 A1 f4817 551 59 1 289
Public sector entities NEWE 10 22 10 10
Banks and other financial institutions ~ $R17 it Eth & B IR 374 1,066 374 855
Corporate entities hEER 1,433 2,229 1,371 1,643
Other entities Hin g 17 194 17 193
2,385 4,107 1,783 2,990
Analysed by place of listing: B EminRaH
Listed in Hong Kong EEELT 854 1,484 854 1,484
Listed outside Hong Kong TERBAIMNERE FTh 717 1,071 717 1,071
1,571 2,555 1,571 2,555
Unlisted JEETH 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
EEREBRRURRATEENEREE

The Group &8 The Bank 817
2011 2010 2011 2010

HKS Mn BEEET HKS Mn BEEEL HKSMn B¥EERT HKSMn BEEETL

Debt securities (Note 44(c)) BIEEF(Wt44(c) 16,330 15,989 16,330 15,989
Fquity securities RIDEH 329 203 123 203
Investment funds BEES 4 = - =
16,663 16,192 16,453 16,192
Issued by: FITHURE -
Central governments and central banks ~ # R E A fL45 17 452 531 452 531
Public sector entities N - 175 - 175
Banks and other financial institutions ~ $R17 Je E-fth & B & 8,036 8,032 8,020 8,032
Corporate entities hEER 8,171 7,454 7,981 7,454
Other entities HitEge 4 - - _
16,663 16,192 16,453 16,192
Analysed by place of listing: R ETTHE DT :
Listed in Hong Kong EEELT 3,689 3,695 3,618 3,695
Listed outside Hong Kong EARBNIMNER EH 7,572 7,171 7,438 7171
11,261 10,866 11,056 10,866
Unlisted JEETH 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 BEF&& R EMARIE

(a) Advances to customers and other accounts (a) EFER K EfbARIE
The Group £ The Bank 17
2011 2010 2011 2010
HKS Mn % EET HKS Mn A% EEL HKS Mn B¥EET HKS Mn AEEET

(i) Advances to customers EFER 321,890 297,044 197,923 185,213
Less: Impairment allowances BB
- Individual il (205) (282) (130) (226)
- Collective - B (763) (819 (535) (654)
320,922 295,943 197,258 184,333
(i) Other accounts HipBRIE
Advances to banks and other
finandial institutions * BITRE S RREER 193 1,320 192 844
Less: Impairment allowances
~ Individual o REER- R (3) = ®3) -
190 1,320 189 844
Certificates of deposit held
(Note 44(c)) FRNERE (Hit44() 39 39 39 39
Accrued interest FEETFI S 3,136 2,206 1,790 1,294
Bankers acceptances RITARESR 18,381 14,583 219 253
Other accounts HibfR1E 5,374 5,990 4,101 4,303
26,930 22,818 6,149 5,889
Less: Impairment allowances BB
- Individual il (88) (38) (3) 3)
— 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: * W EIRITREM S HEIEE S 6

BRERB S BUIRT - BRIBEZBEAS
Er SR FREKERELEENCBERT
ABEAREERES THMAL - R20115F
12A318 - REBZEREAEEATHESNH
ERNEMEEZ A FEEBRE(20105F ¢
) 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).
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26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTINUED) B EE R K HA18R1E @)

(b) 2011 FEF R HbBRTE 2B {EXEMR

(b) Impairment allowances against advances and other accounts for

2011
The Group £8
Advances to customers Advances to banks Other accounts Total
EFER BAEX SRR ag
Individual ~ Collective  Individual ~ Collective  Individual ~ Collective  Individual ~ Collective
Rl 2R Al B Rl 2R Al B
HKS Mn HKS Mn HKSMn  HKS Mn HKS Mn HKS Mn HKSMn  HKSMn
AYEER BMEER BMEEn RMEEn AMEER BMEER  B¥AER  BMEER
At 15t January RATR 282 819 - - 38 3 320 822
New provisions charged to income statement VRS e m 2% 3 - 61 1 235 pl]
Net provisions released back to income statement ~ EEhEZHEREEE (172) - - - 8 - (180) -
Amounts written off e (131) (87 - - 0 - (134) 87
Recoveries (e n - - - - _ n _
Effect of discounting (Note 4) SERNREE ) (17) - - - - - (1 -
Exchange adjustments A% - 5 - - - - - 5
At 31t December 28318 205 763 3 - 88 4 296 767
The Bank &7
Advances to customers Advances to banks Other accounts Total
BFER BAEX SRR b
Individual ~ Collective  Individual ~ Collective  Individual ~ Collective  Individual ~ Collective
Rl 2R Al R Rl 2R Al R
HKS Mn HKS Mn HKSMn ~ HKS Mn HKS Mn HKS Mn HKSMn  HKS Mn
AUEEn BMEET BMEER  BMEEn  RYEEn  AMEER  BYARER  BMEER
At 15t January MATR 26 654 - - 3 - 29 654
New provisions charged to income statement WERRESEHER 78 - 3 - - - 81 -
Net provisions released back to income statement ~ EEEFHEREEE (129) (39) - - - - (129) (39)
Amounts written off HE (%) (19) - - - - (95) (19)
Recoveries (e 60 - - - - - 60 -
Effect of discounting FEfNE2 ©) - - - - - ) -
Exchange adjustments ERAE (1) (1) - - - - (1) (1)
At 315t December 1124318 130 535 3 - 3 - 136 535




54 The Bank of East Asia, Limited I $R1THR AT

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

(b) Impairment allowances against advances and other accounts for

(b) 20105F &R K HALRIE 2 BIEERE

2010
The Group £l
Advances to customers Other accounts Total
BFER Hin iR k]
Individual Collective Individual Collective Individual Collective
el B &5 BE 1@z B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREET A¥EET  A%EET  B¥AEn  BREEr  B¥EER
At 1st January ®1A1H 534 811 31 9 565 820
New provisions charged to
income statement W RN R HER 451 86 12 (7) 463 79
Net provisions released back to
income statement B aEROEB TR (235) = (1) = (236) =
Amounts written off it (507) (84) (6) - (513) (84)
Recoveries [l 58 51 _ _ _ 51 B
Effect of discounting HERNNYE
(Note 4) (Hiit4) 21) = = = (21) =
Exchange adjustments [ 9 6 2 1 11 7
At 31st December ®12A318 282 819 38 3 320 822
The Bank 217
Advances to customers Other accounts Total
ZFEHR Hith8RIA Fiae
Individual Collective Individual Collective Individual Collective
(el 2 (03l BE 17! 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEEET BEEET BERET AEBET AEBEET AEEET
At 1st January R1A1H 499 678 3 - 502 678
New provisions charged to WEER A EREE
income statement 378 49 - - 378 49
Net provisions released back to B[R R A EHF4E
income statement (207) - - - (207) -
Amounts written off MisHsE (481) (80) = = (481) (80)
Recoveries Gk 46 - _ _ 46 _
Effect of discounting SERNR 2 (20) - = = (20) =
Exchange adjustments 0 5 A% " 7 - - " 7
At 31st December R®12A31H 226 654 3 - 229 654
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26. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTINUED) B EE R K HA1BR1E @)

(c) Advances to customers — by industry sectors (c) EFER-IRIT¥£SHE
The analysis of gross advances to customers and the percentage of secured RITEDBNTF ERETRA ERERH
advances by industry sector is based on the categories and definitions used by the Ao RRBESSCREEBHEANER
Hong Kong Monetary Authority. MESE o
2011 2010
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH HERERD
ERaE B EasE At
HKS$ Mn % HK$ Mn %
BREEER BOX AEBET ERES
The Group %8
Loans for use in Hong Kong EEEFRNER
Industrial, commercial and financial TEsRE
— Property development - MERR 10,946 69.03 10,245 60.04
— Property investment -MERA 41,747 89.63 40,697 92.44
- Financial concerns -emhE 9,430 78.35 6,169 75.47
— Stockbrokers - REER 422 85.95 453 84.53
— Wholesale and retail trade - B ETER 7,790 33.58 4,710 40.62
- Manufacturing oy e 5,392 42.40 4,876 50.28
— Transport and transport equipment - B EE &R E 4,642 76.38 4,461 77.56
~ Recreational activities - REEES m 26.60 88 16.47
~ Information technology - EABHR 589 60.57 566 57.15
- Others -Hft 5,758 44.02 4,885 55.71
- Sub-total v\ 86,988 73.73 77,150 71.37
Individuals A
— Loans for the purchase of flats in
the Home Ownership Scheme, -BEIEEEHEHZ] -
Private Sector Participation [AAZEER:E R
Scheme and Tenants Purchase [REBHEEEF
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 - ERFRER 3,649 0.00 3,087 0.00
- Others -Hft 14,457 70.71 13,570 73.38
- Sub-total — /Nt 46,731 83.11 48,398 86.15
Total loans for use in Hong Kong EEBFERNERER 133,719 77.01 125,548 80.76
Trade finance Zo5mE 9,707 51.23 9,554 46.03
Loans for use outside Hong Kong* TR BLNIME B EF* 178,464 71.37 161,942 72.16
Total advances to customers REEZERR 321,890 73.10 297,044 74.95
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EEBLIMEAE KO TEFEAR
RAFEFHE o
2011 2010
% of secured % of secured
Gross advances advances Gross advances advances
BERASRH HEAERN
Exnem BO BB BOlt
HKS$ Mn % HK$ Mn %
BERET BDX BERET BA%
Property development MEER 26,038 50.83 24,732 52.19
Property investment MERE 23,123 92.69 22,722 89.55
Wholesale and retail trade HERTEE 24,619 81.17 17,835 88.23
Manufacturing EOEES 11,352 61.57 9,731 51.77
Others Hith 52,711 68.02 47,628 73.16

137,843 70.73 122,648 72.46
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AR IR B 5 (48)

2011 2010

% of secured % of secured

Gross advances advances Gross advances advances

EEAERN BHEAERN

ERaE B HR4E Batt

HKS Mn % HK$ Mn %

BEEER RS BEEET BOXR
The Bank ®17

Loans for use in Hong Kong TERRFERNER
Industrial, commercial and financial THe#

— Property development - MEER 10,933 69.11 10,235 60.10

— Property investment -MERA 41,640 89.61 40,572 92.42

— Financial concerns -embE 9,429 78.35 6,168 75.48

— Stockbrokers - RREL 422 85.95 452 84.53

- Wholesale and retail trade -HBETER 7,701 32.82 4,652 39.88

- Manufacturing L 5,341 41.85 4,831 49.82

—Transport and transport equipment - 188 RiE % R 4,642 76.38 4,461 77.56

— Recreational activities — IR B 272 26.60 88 16.47

- Information technology - BRI 586 60.35 563 56.87

- Others - Htt 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 [EEBHE E] -
Private Sector Participation [LAZREETE] &
Scheme and Tenants Purchase [AEEHEE] EF
Scheme WEXR 1379 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 - ERFER 3,649 0.0 3,087 0.00

- Others - Eft 13,134 70.53 12,396 73.06

- Sub-total - /st 45,352 83.40 47171 86.37

Total loans for use in Hong Kong ERBERNER AR 131,645 76.94 123,405 80.65

Trade finance L 5352 39.07 7,798 3822

Loans for use outside Hong Kong* EBEBIMEREER 60,926 53.96 54,010 53.59

Total advances to customers REEZER 197,923 68.84 185,213 70.98
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EEBUIMEAR B EIEU TEFREAR

RAEEFHE
2011 2010

% of secured % of secured

Gross advances advances Gross advances advances

BEAERH ; HHEAERN

EXBE Ao BB Aot

HK$ Mn % HK$ Mn %

BERER BRX BEEET ERES

Property development MERE 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 9531

Manufacturing EOEES 2,889 51.72 1,893 52.64

Others Hif 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 EE R K HA1BR1E @)

Individually impaired loans, as well as relevant information, in respect of industry NTRTESBEYHEFPEREEA D 2T
sectors which constitute 10% or more of total advances to customers are as SAEMEFF - BENRENER « AR
follows: MEEERT -
The Group £ The Bank 81T
2011 2010 2011 2010
HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn
BREET BERET EREET BERET
(i) Property development ) MERE
a.  Individually impaired loans a. BEARENER 274 528 264 487
b. Indiidual impairment allowance  b.  {ARIFEERE 39 58 29 48
¢ Collective impairment allowance ¢, BEFEER 61 64 38 48
Provision charged to income d. ARERZHEN
statement £
— individual impairment loss - ERREERX 1" 169 10 169
— collective impairment loss - BERERX 16 2 7 16
e. Written off e. M 7 14 5 112
(i) Property investment (i) YEHE
a. Individually impaired loans a. BEBRENER 388 441 181 209
b. Individual impairment allowance b {ERIHEERE 35 67 2 24
¢, Collective impairment allowance ¢, BEFEEEE 226 266 156 192
Provision charged to income d. RARERLHEN
statement b3}
— individual impairment loss - ERIREEL 29 87 21 2
- collective impairment loss - BERERX 87 82 74 62
e Written off . 18 27 12 7

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

properties =5
a. Individually impaired loans a. BEFIRENER 238 102 232 94
b.  Individual impairment allowance b. ERIFELERE - = - =
¢ Collective impairment allowance ¢ EEERE%ERE 56 46 37 41
d. Provision charged to income d. ARERTHEN
statement £
— individual impairment loss - ERIAERL 1 3 1 1
— collective impairment loss - BRREERX 20 24 7 19
e. Written off e sy 1 3 1 1
(iv)  Wholesale and retail trade (v) HEETEE
a. Individually impaired loans a. BEARENER 170 17 78 94
b. Individual impairment allowance b, (ARIFEERE 73 43 8 43
¢ Collective impairment allowance ¢, BEFEER 89 76 54 58
d. Provision charged to income d. ARERZHEN
statement £
— individual impairment loss - ERRERX 63 35 26 35
— collective impairment loss - BERERX 30 2 12 18

e.  Written off e HisH 30 % 29 9%
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AR TR fff &F (48

(d) Advances to customers — by geographical areas
The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general, such
transfer of risk takes place if the claims are guaranteed by a party in a country
which is different from that of the counterparty or if the claims are on an overseas
branch of a bank whose head office is located in another country.

Advances

overdue

Total advances for over
to customers  three months
BE3MEA UL

EFENEAE EFEX
HK$ Mn HK$ Mn

EREET EREET

d) EFER-BEHDS
BEFPFERBRRERIEANSE - 2RE
XU FHMEL  YEBARBBERRE
o —RME  BRERNERESYIR
Y FRAEMNBERN —FER - RZE®E
BEITHRERRITHIEINDIT » TAZIRTT
BB ERILIFRN T HE FORELR - &
RERIAH—ERRERI S —ERR -

The Group 8
2011
Impaired Individual Collective
advances to impairment impairment
customers allowance allowance

HEEFEY  ERREERE  BREAEER
HK$ Mn HK$ Mn HKS Mn
REREET EREET BREET

Hong Kong % 149,309 179 558 66 254
People’s Republic of China HEE AR AFE 136,366 21 216 24 204
Other Asian Countries Hth AR 15,625 20 33 24 131
Others Hith 20,590 31 668 91 174
Total it 321,890 251 1,475 205 763
% of total advances to customers EEFPETEBENEDL 0.46%
Market value of security held against
impaired advances to customers  JHEEFIEARTE 3,267
The Group &8
2010
Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers three months customers allowance allowance
B3 (E AN FaY
REEREE EFER  HEEFER  [ERAEERE  BEAEEE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET EEEET

BEEET EEEET BEEET

Hong Kong Ak 145,109 183 337 77 284
People’s Republic of China HEE AR AME 118,898 53 222 27 145
Other Asian Countries HitmMER 12,061 55 101 62 149
Others Hith 20,976 105 932 116 241
Total k) 297,044 396 1,592 282 819
% of total advances to customers HEFERBENESLL 0.54%
Market value of security held against

impaired advances to customers  JHEEFIEAERTE 3,223
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AR IR B 5 (48)

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

(d) Advances to customers — by geographical areas (continued)

(d) EFER- ZEHD B

The Bank 817
2011
Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers  three months customers allowance allowance
BE3EA LR
EFENBE EFEX HERFER HERREEE REAEER
HK$ Mn HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn
BEBER BEEER BEEER BYEET BEEET
Hong Kong N 133,412 158 526 56 226
People’s Republic of China hEE A REME 34,724 5 129 1 48
Other Asian Countries HipBNER 14,432 20 32 24 129
Others Hith 15,355 14 447 49 132
Total k) 197,923 197 1,134 130 535
% of total advances to customers BEPETHENTOIL 0.57%
Market value of security held against
impaired advances to customers  F{EEFERRTE 2,694
The Bank $R17
2010
Advances
overdue Impaired Individual Collective
Total advances for over advances to impairment impairment
to customers three months customers allowance allowance
BE3E A LA L8
REENER EPER  REEFER  ([ENREER  BREAERE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET BEEET BEEET
Hong Kong B 128,124 161 303 66 264
People’s Republic of China A AREME 30,691 10 173 27 63
Other Asian Countries Hth MR 10,786 55 101 62 148
Others Hity 15,612 90 691 Al 179
Total B 185,213 316 1,268 226 654
% of total advances to customers EEPEFEENEDL 0.68%
Market value of security held against
impaired advances to customers  JR{EE FERRTE 2,733
Impaired loans and advances are individually assessed loans with objective evidence BEERRBRE @R TSR ERZ R

of impairment on an individual basis. The above information by countries or
geographical areas is derived according to the location of the counterparties after
taking into account any transfer of risk.

AERIFHEMER

N ERBERERED R

AR TREXZHTFOMELTEER

HERBEE -
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(e) Advances to customers — net investment in finance leases (e) EFEX-EHENFRER
Advances to customers include net investment in equipment leased under finance XEEROEAREHERABHOHRE -
leases. The total minimum lease payments receivable under finance leases and their BEREHERWNZERENZEE &
present values at the year end are as follows: HIBMEWT :

The Group and The Bank B K $R1T

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 BEHE HIEHE ER N EHE
RBEE FEWA e L NFBRE FIEHA fisaezE
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEET A%EEr BY¥EEx BKEERT  A¥EEr  BEEER

Amounts receivable: JEURBR K
Within one year 1A 1,157 155 1,312 1,045 137 1,182
After one year but within
five years TELMEESER 1,506 206 1,712 1,391 201 1,592
After five years SELE 2,023 262 2,285 2,096 272 2,368
4,686 623 5,309 4,532 610 5,142
Less: Individual impairment
allowances BRI EER (1 ©)
Net investment in finance leases ~ BiATEH)EREE 4,685 4,526
The net investment in finance leases is carried on the statement of financial AT S N RIS B A e FE R RS A B S
position as a receivable. No accrual is made for the interest income relating to MR - B EES R ARRE AR B 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
AYEER BERET BEEER AEBET
Treasury bills (including Exchange BEES(BEMNEELER)

Fund Bills) (Note 44(c)) (Hizt44(c) 14,106 6,744 14,095 6,704
Certificates of deposit held (Note 44(c) B ETEREE (Ht44(c) 3,120 2,152 1,931 1,345
Debt securities (Note 44(c)) BBEF (M 244() 25,671 29,271 11,641 11,911
Equity securities MR35 5 1,910 2,290 878 982
Investment funds RERS 103 322 84 220

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

Central governments and central banks  F R BFF AR d5847 17,751 11,882 15,184 8,244

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

Banks and other financial institutions ~ $817 R Efh 4 Rt 14,202 14,861 8,419 9,872

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

Other entities HipEE 140 294 84 220

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

Analysed by place of listing: B TR AT
Listed in Hong Kong EEELTH 1,761 2,249 1,114 1,565
Listed outside Hong Kong TEEBUIMNIR £ 6,284 6,545 3,705 4,136
8,045 8,79 4,819 5,701
Unlisted LM 36,865 31,985 23,810 15,461
44,910 40,779 28,629 21,162




62 The Bank of East Asia, Limited RE3$R1THR AT
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RRTE B 5E (48

28.HELD-TO-MATURITY INVESTMENTS (NOTE 44(c)) ZHZZHIIRE (MisEd4())

The Group £ The Bank 17
2011 2010 2011 2010
HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn
BEEER BEEET BEEET BEEEL
Treasury bills BEEH
(including Exchange Fund Bills) (PEINEESEE) 445 64 445 64
Certificates of deposit held FRNENE 1,165 1,288 1,107 1,106
Debt securities B 2,988 4,362 1,339 2,596
4,598 5714 2,891 3,766
Less: Impairment allowances w REER (11) = (1) =
4,587 5,714 2,880 3,766
Issued by: BT
Central governments and central banks  # R EFFAIFR 4817 1,372 1,506 1,368 1,506
Public sector entities NEWRE 428 455 169 172
Banks and other financial institutions ~ $§17 R H 4 Rkt 2,335 2,897 1,243 1,737
Corporate entities rEER 452 856 100 351
4,587 5,714 2,880 3,766
Analysed by place of listing: BRI
Listed in Hong Kong ERELT 289 948 216 824
Listed outside Hong Kong EEBIMNERE L 2,192 2,548 1,522 1,861
2,481 3,496 1,738 2,685
Unlisted JFEm 2,106 2,218 1,142 1,081
4,587 5714 2,880 3,766
Fair value: AYEE:
Listed securities FHES 2,549 3,614 1,778 2,750
Unlisted securities FEmES 2,109 2,237 1,144 1,086
4,658 5,851 2,922 3,836
Movement of impairment allowances REEENE S
The Group £8 The Bank 17
2011 2010 2011 2010
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BERET BEBET BEREL
At 1st January M AR - 38 - 38
Charge for the year FERZH 1 - 1 -
Write-off Higs - (38) - (38)

At 31st December R12A318 1 - 1 =
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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).

29.INVESTMENTS IN SUBSIDIARIES KiB A RIRE

AR IR B 5 (48)

28.HELD-TO-MATURITY INVESTMENTS (NOTE 44(c)) (conTiNnueD) 3 ZE BIHRIRE (MiEE44(0))

B EMHEEEMERE
20091 A1H  BREECRTHHAEE
ZAHHESMEERARIHBANERT
BE N o BIRULETME - EEEATEMMAEE
HWEMMENHEEIHE - Bt - B
BHESETHEERENEN D BEARIZED
B REFHOEBMEHNDENSEABE
676,000,0007T °

FEALEREAFEEEZDMELNARE
REBEREEHRENER -

R IH B E 1B 5 R 112,200,000 7T
(20104 : 7##18,500,0007T) °

ERIEEMHERENREHSERBNE
B ISER B A SR = AR A IR S B M R
HIERERADE - FERNEHENSERS
#6,300,0007T(20104F : ##500,0007T) °

The Bank 81T

2011 2010

HKS$ Mn HK$ Mn

BEEET BB

Unlisted shares, at cost FEETRGD (RE) 13,987 13,952
Less: Impairment allowances B OREEE (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.

NTHERBEHAKRENEE BEXR
BEEAFENMBRAR - HERNHBELR

Bedn o
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2 a S\ S S o
Details of these companies are as follows: BEF AR HOFFAT
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
ATER AL S it B ERTRBRRE ARITAILERE AEREfGEE EBNUE
Ample Delight Limited Hong Kong HK$ % #450,000,0007T 100% Investment holding
AR AR AR B TEER
Bank of East Asia (Trustees) Hong Kong HK$/8 % 150,000,0007T 100% Trustee
Limited & EFEARTS
RERITUEE)BRAT
BEA Life Limited Hong Kong HK$/%%500,000,0007T 100% Life insurance
RERAFRBARAR BB AFE
BEA Union Investment Hong Kong HK$/&#374,580,0007T 51% Asset management
Management Limited B BEERE
REHMEREEEERAR
BEA Wealth Management Services Taiwan, Republic of ~ NTD#7& #£273,200,0007T 100% Wealth management
(Taiwan) Limited China services
REEFRHERAA A - RERE M EERRE
Blue Cross (Asia—Pacific) Hong Kong HK$/%%750,000,0007T 100% Insurance
Insurance Limited A IREg
ETF(ER)RBERAR
Central Town Limited Hong Kong HK$HB#E27T 100% Property investment
EREXFRATF HE MERE
Century Able Limited Hong Kong HK$/8%929,752,8497T 100% Investment holding
fEBARAR BE REER
Corona Light Limited BVI HK$##929,752,8497T 100% Investment holding
EEEREHE REEIR
Credit Gain Finance Company Hong Kong HK$7& 17T 100% Money lenders
Limited & BEA
FEMBAERAT
Crystal Gleaming Limited BVI HK$%5#929,752,8497T 100% Investment holding
EEERHE REEIR
EA China Finance Limited BVI US$6,970,0003< 7T 100% Inactive
BEEEHE JEERR
East Asia Electronic Data PRC US$3,000,0003 7T 100% Servicing
Processing (Guangzhou) PEARKRE BR7% 1%
Limited
RRETFEREE(EM)
AIRAR
East Asia Futures Limited Hong Kong HK$#%#£25,000,0007T 100% Futures and options
REMEARRAR] BB trading
HENBEEER
*East Asia Holding Company, Inc. ~ U.S.A. US$53ETT 100% Bank holding company
=B RITIER A F)
East Asia Indonesian Holdings Seychelles US$100,000% 7T 100% Investment holding
Limited EEM REER
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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
AREH EEAR R & 2 4t B ERTRERKRE RBTAERER AEBEFGEE EBHE
East Asia Investments Holdings BVI HK$7%5#5186,038,7257T 100% Investment holding
(BVI) Ltd. RBELHS REER
East Asia Secretaries (BVI) Limited BVI HK$7%5%300,000,0007TC 75.61% Investment holding
EBELRS BAER
East Asia Securities Company Hong Kong HK$#25,000,0007T 100% Securities broking
Limited BB BHEE
REBHFBRAA
East Asia Strategic Holdings BVI US$50,000,0003 7T 100% Investment holding
Limited REEIEHS REER
Innovate Holdings Limited BVI US$13E7t(Ordinary i) 100% Special purpose
RERLHS US$500,000,0003 7T (with vehicle company
a liquidation preference of HEBMRETA
US$1,000 per share fi &
BA%1,000%€ T2 EREL
)
Keen Sight Development Limited ~ BVI US$26,200,0003 7T 100% Investment holding
EEERHS REER
Powerhouse Worldwide Limited BVI US$26,200,0003= 7T 100% Investment holding
REEIEHS REER
Skyray Holdings Limited BVI HK$7%&#450,000,0007TC 100% Investment holding
EBEIHS REER
Speedfull Limited BVI HK$;##450,000,0007T 100% Investment holding
EEEREHS REER
The Bank of East Asia (China) PRC CNY AE%8,000,000,0007T 100% Banking and related
Limited (Note 1) AR AR HEFNE financial services
RERIT(RBEBRAR (A1) RITREBEN SR
BB
*The Bank of East Asia (U.S.A) N.A. US.A. US$4,5003 7T 100% Banking 81T
*E B R BIRTT e
Tricor Consultancy (Beijing) PRC US$1,850,0003 7T 75.61% Business consultancy in
Limited (Note 1) I ARHAME China
RESERAULRBRRF BEAEEEH
(Hfat1)
Tricor Holdings Limited BVI US$7,00137T 75.61% Investment holding
EEEREHS REER
Tricor Holdings Pte. Ltd. Singapore S$HT AN ¥E5,000,0027T 75.61% Investment holding
AN REER
Tricor Investor Services Limited Hong Kong HK$7&#527T 75.61% Investor services
FEEELFELARAR 5 REERD
Tricor Services Limited Hong Kong HK$7&#527T 75.61% Business, corporate and
EEEEEBERAR B investor services
i 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 FE % & 5 4t B ERTRAZRSE KRBTGS AEEFGER EBEME
Tricor Services (BVI) Limited BVI US$250,000% 7T 75.61% Registered agent and
EEERHE trustee services
FEMMCIEE RS REARTS
Tricor Services (Malaysia) Sdn. Bhd. Malaysia RME#55,672,484 7T 68.05% Investment holding
LN REERR
Tung Shing Holdings Company BVI US$20,000,0003% 7T 100% Investment holding
Limited REBERHS REER
RAERAR AT
Notes: it -

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 & A RIRE

1. E2EREANELE

* FHEFR R BT FEEERA LA A] o I
EEH BN EEIEEAIE R AIREZ
EEAGE RIWA AR S BN 16554 & AR RRAY
1.2% X 1.9% °

The Group &8 The Bank 17
2011 2010 2011 2010
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEER BEEET
Listed shares, at cost ki (R E) - = 2,040 2,040
Unlisted shares, at cost FERRG(RE) - - 426 364
Share of net assets [EihFEE 3,569 3,322 - =
Goodwill HE 251 251 - -
3,820 3,573 2,466 2,404
Less: Impairment allowances w OREER - = - (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 BB 233,000,0007T (20104 -
75%44,000,000) B BIEEERITREME R
HIENER(2010F : BEER) °

FE NE(L B & A B T8 A% 148,000,000
JC(2010%F : ##109,000,0007T) °

RTBEBZHERARARERELMRE
75 % 2,040,000,000 7T © (2010 F : # ¥
2,040,000,0007T) - R&EHEB - REEFT
BUESRERMBREAEZAFEE
A 7 # 2,652,000,000 7T ( 2010 4F : 7 #&
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 NTHREABEAASENRENEERE
affected the results or assets of the Group: FENEE AT

% of ordinary shares

held by
EiER
Place of incorporation
Name of company and operation The Bank The Group  Nature of business
NCIEE A E—E S BITALER SEPMGER FBEME
Listed L1
AFFIN Holdings Berhad Malaysia 23.52% Investment holding
FSoRPETE REZR
Unlisted 3k £
Dolford Property Holdings Limited BVI 30% Investment holding
KBRS REZER
Founder BEA Trust Company Limited PRC 19.99% Trust and other financial
FERDEFEARAA FREE AR AEANE] businesses
EREREM SR EE
Industrial and Commercial Bank Canada 20% Banking services
of China (Canada) mex RITARTE
HETERITNER)ERAF]
Platinum Holdings Company Limited Cayman Islands 29.99% Investment holding
FEHES REZER
PT. Bank Resona Perdania Indonesia 30%  Banking and related
ENfe financial services
RITREESRR
TCL Finance Co., Ltd. PRC 20% Financial services and cash
TCL BB ERAR] A RLME management
SRR KR 2B
Notes: BVI denotes the British Virgin Islands and PRC denotes the People’s Republic of China.
Summary financial information on associates HENRMBERRE
Assets Liabilities Equity Revenue Profit
BE afE RERRERE KA Pyl

HK$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEELT BY¥EEx BYEExT BY¥EEn BERER

2011
100 per cent BHZ—8 143,878 126,984 16,894 4,482 1,765
Group's effective interest NEB KB B 33,621 30,052 3,569 1,074 435
2010
100 per cent BAZ—H 133,531 117,319 16,212 4,453 1,475

Group's effective interest RNE B R B B 31,267 27,945 3,322 1,062 341
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

31.GOODWILL AND INTANGIBLE ASSETS BE2 N BT EE

Goodwill and intangible assets include goodwill arising on business combinations HELEVAERRRXGEHELNEDE
and acquired intangible assets. Acquired intangible assets include core deposits REABTEE BABVEESREZLE
which are amortised over their estimated economic useful life of ten years, and MR AR - WRHE G EE R 105 #
naming rights. B o
The Group 58 The Bank $317
2011 2010 2011 2010
HKS$ Mn HK$ Mn HKS Mn HK$ Mn
BEEET BEEET B¥EET 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) &
The Group £8 The Bank 17
2011 2010 2011 2010
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BERET BEBET BEREL
At 1st January ®1A1R 2,822 2,738 1,460 1,460
Additions through acquisition of IR B AR
subsidiaries ®E 68 47 - -
Exchange adjustments i A% (8) 37 - =
At 31st December ®12A318 2,882 2,822 1,460 1,460
Impairment tests for cash-generating units containing goodwill BEBENRSEEEN ZRER
Goodwill is allocated to the Group's cash-generating units (CGU) identified AEBREBDBHEEETAIHNINES
according to business segments as follows: EEBRNT:
2011 2010
HK$ Mn HK$ Mn
BYEET BEEET
Personal banking EASRTT 849 849
Corporate banking DEIRTIT 453 453
Treasury markets B &5 158 158
Corporate services ERS 1,210 1,183
Others Hit 212 179
2,882 2,822
The recoverable amount of the CGU is determined based on value-in-use ReEEENH KBS FEAIRESREE
calculations. These calculations use cash flow projections based on financial TE o EFERREEEERENSFIG
budgets approved by management covering a five-year period. Cash flows beyond FBESRSRIEME o BRSFHRENEHR SR
the five-year period are extrapolated using the estimated rates stated below. The BT B 5 R R - IR ETAIBIE
growth rate does not exceed the long-term average growth rate for the business in ZRSEEEMMKEEBNRBTAER

which the CGU operates. o
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NOTES ON THE ACCOUNTS (CONTINUED)

AR IR Fff 5 (48)

31.GOODWILL AND INTANGIBLE ASSETS (conTinueD) BB R B EEm)

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 £

2011

AR EFEREBEENRBATITINEA10%-
12.28% (2010 : 17.14% ) h RH#E R R A
2%-10%(2010 : 3%-10%) °

ERERBBERARBATSREIAEE
BEFRF - FIERANINETEERESR
AR B -

(b) B EE (BERI)

BEREERRBEARLER - BHEAERK
AR B R 5T 6 KO B 18 K B BR (B E2(K)
(iv) °

BRI A ER A ERH A AR
SR - U TERENBHNERE
= AT A B R A S RO (AT A AR A 8
BAZOIEHA10E
BREEREY R M E SR ENRER

FEAR R REHEITX

The Bank $17

2010 2011 2010

HK$ Mn B EET HKS Mn ¥ EEL HKS Mn B EET HKS Mn BEEETT

Cost AR
At 1st January M1A1R 1,433 1,418 - -
Additions through acquisition of IRUER I B A R

subsidiaries wE - 14 - _
Exchange and other adjustments B 5 AR - 1 - -
At 31st December ®12A31H 1,433 1,433 - -
Accumulated amortisation REH#E
At 1st January ®1A1H (67) 1) - -
Amortisation charge for the year FENEH

(Note 11) (HisE11) (33) (34) - -
Additions through acquisition of KRR B RE

subsidiaries HE - (12) - -
At 315t December 12 A318 (100) (67) - -
Carrying amount at 31st December R12A31BERAE 1,333 1,366 - -
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BRIEF & ()
32.FIXED ASSETS EIE&E
2011
The Group £
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B £
RENE fTit R#&fE e ot
HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn
BEEET BERER BEBET BEEER BEBET
Cost or valuation ARk
At 1st January, 2011 #2011 18 2,574 9,031 4,160 13,191 15,765
Additions ®E - 61 506 567 567
Additions through acquisition BB IEE - - 3 3 3
Revaluation surplus EXRT 404 - - - 404
Revaluation of bank premises THEREARE
transferred to investment properties  ¥1% - 14 - 14 14
Transfer from bank premises to
investment properties miTHE AR EE 25 (25) - (25) -
Redevelopment cost ES=7%N 8 10 - 10 18
Disposals HeE (94) (306) (161) (467) (561)
Exchange adjustments L 23 206 55 261 284
At 31st December, 2011 R2011F128318 2,940 8,991 4,563 13,554 16,494
Accumulated depreciation and
amortisation ZEtEREH
At 1st January, 2011 R20114E1 818 - 877 2,474 3,351 3,351
Additions through acquisition BB E - - 2 2 2
Charge for the year (Note 11) ERENZH 1) - 164 472 636 636
Revaluation of bank premises T ERBARE
transferred to investment properties  ¥1% - (2) - 2) (2)
Write back on disposals o] ¢ - (45) (137) (182) (182)
Exchange adjustments 0 5 % - 18 32 50 50
At 31st December, 2011 #2011E12A31H - 1,012 2,843 3,855 3,855
Net book value at REFE
31st December, 2011 R2011E12A318 2,940 7,979 1,720 9,699 12,639
The gross amounts of the above assets -3t & & A940%85I| 7R
are stated: e
At cost A - 8,178 4,563 12,74 12,741
At Directors' valuation REZLE
- 1989 - 19894 - 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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AR TR fff & (4

32.FIXED ASSETS (coNTINUED) [ETE & E ()

2011

The Bank 1T

Furniture,

Investment Bank fixtures and
properties premises equipment Sub-total Total

B £
REME fTik e it g
HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn

BEEET EREET BEEET BREET BEEET

Cost or valuation BASKEE

At 1st January, 2011 R2011F1A18 2,173 4,081 2,430 6,511 8,684
Additions ®E - - 219 219 219
Revaluation surplus BhAHK 338 - - - 338
Revaluation of bank premises T ERBARE

transferred to investment properties  ¥1% - 9 - 9 9
Transfer from bank premises to

investment properties RITHE AR EE 13 (13) - (13) -
Redevelopment cost BRKA 3 10 - 10 13
Disposals HE (94) ® (72) (80) (174)
Exchange adjustments HEH R - (8) (0] (9) (9)
At 31st December, 2011 #2011%12A31H 2,433 4,071 2,576 6,647 9,080

Accumulated depreciation and

amortisation ZEtEREH
At 1st January, 2011 R2011E1 718 - 398 1,595 1,993 1,993
Charge for the year EEATH - 49 221 270 270
Revaluation of bank premises T EEEARE

transferred to investment properties  #1% - (2) - 2) 2)
Write back on disposals HE R B - (1) (57) (58) (58)
Exchange adjustments EXRE - - U] (1) (M
At 31st December, 2011 R20114E12A318 - 444 1,758 2,202 2,202

Net book value at REFER

31st December, 2011 20114F12 4314 2,433 3,627 818 4,445 6,878

The gross amounts of the above assets it AR EEFI R

are stated: N
At cost B - 3,258 2,576 5,834 5,834
At Directors' valuation REELE

- 1989 - 19894 - 813 - 813 813
At professional valuation REELE

-2011 -2011% 2,433 - - - 2,433

2,433 4,071 2,576 6,647 9,080
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BRIE P AL ()
2010
The Group £
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
il £
REMZ 74t PET] N s
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEAET BEEET BEEET BEEET BEEET
Cost or valuation Ak
At 1st January, 2010 201061 A18 2,095 8,572 3,673 12,245 14,340
Additions BE 14 313 559 872 886
Additions through acquisition EUEREE - - 37 37 37
Revaluation surplus BhA%K 426 - - - 426
Revaluation of bank premises THEREARE
transferred to investment properties ~ ¥)% - 36 - 36 36
Transfer from bank premises to
investment properties RITHEAREME 26 (26) = (26) -
Redevelopment cost BEMAK 2 1 = 1 3
Disposals HE - (83) (154) (237) (237)
Exchange adjustments X RE 11 218 45 263 274
At 31st December, 2010 #®2010F12A31R 2,574 9,031 4,160 13,191 15,765
Accumulated depreciation and
amortisation ZEHTE REH
At 1st January, 2010 201061 A18 = 775 2,098 2,873 2,873
Additions through acquisition RUEEREE - - 33 33 33
Charge for the year (Note 11) FENZEMZ) - 132 449 581 581
Revaluation of bank premises THEREARE
transferred to investment properties ~ ¥)% - @) - @) (4)
Wirite back on impairment loss REBEEH = 2) = (2) @)
Write back on disposals RO A = 37) (131) (168) (168)
Exchange adjustments B RE - 13 25 38 38
At 31st December, 2010 20106128318 = 877 2,474 3,351 3,351
Net book value at REFE
31st December, 2010 #2010412A31H 2,574 8,154 1,686 9,840 12,414
The gross amounts of the above assets -3t & & AI40%E5II7R
are stated: LUNNE
At cost BTN = 8216 4,160 12,376 12,376
At Directors' valuation HEELE
-1989 - 19894 = 815 = 815 815
At professional valuation HEELE
-2010 - 20104 2,574 - - - 2,574
2,574 9,031 4,160 13,191 15,765
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AR TR B 5E (78

32.FIXED ASSETS (conTinueD) BEEE E (#)

2010

The Bank 817

Furniture,

Investment Bank fixtures and
properties premises equipment Sub-total Total

il &
REME ik PE N s
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

EEEET BEEET BEAEL EEEET BEEET

Cost or valuation BASEE
At 1st January, 2010 7201051418 1,798 3,949 2,255 6,204 8,002
Additions #E - 76 224 300 300
Revaluation surplus BhAH% 416 - - - 416
Revaluation of bank premises T BHREARE
transferred to investment properties  ¥1% - 16 - 16 16
Transfer from investment properties to
bank premises RIEEMEE AITIE (42) 42 = 4 =
Redevelopment cost BERA 1 2 = 2 3
Disposals & - (61) (53) (114) (114)
Exchange adjustments EXRE - 57 4 61 61
At 31st December, 2010 #2010 12A31H 2,173 4,081 2,430 6,511 8,684
Accumulated depreciation and ZEHER
amortisation B
At 1st January, 2010 72010F1 818 = 382 1,400 1,782 1,782
Charge for the year FEATH - 50 238 288 288
Revaluation of bank premises THEREARE
transferred to investment properties ~ #)% - 3) - 3) 3)
Write back on impairment loss EBK R = v) = @) )
Write back on disposals B R - (29) (45) (74) (74)
Exchange adjustments [E 3 A - - 2 2 2
At 31st December, 2010 #2010F12A31H = 398 1,595 1,993 1,993
Net book value at REFE
31st December, 2010 72010512318 2,173 3,683 835 4,518 6,691

The gross amounts of the above assets it AEMEEFIR

are stated: NN
At cost BRAR = 3,266 2,430 5,696 5,696
At Directors' valuation REFHE

- 1989 - 1989%F = 815 - 815 815
At professional valuation BEE(LE

-2010 -2010F 2,173 - - - 2,173

2,173 4,081 2,430 6,511 8,684
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AR IR B 5 (48)

The net book value of bank premises and investment properties comprises:

TU R EMEAREFERLRE -

The Group 58
2011 2010
Investment Investment
properties Bank premises properties Bank premises
REME it REM= 73t
HKS Mn B¥EET HKSMn BEEERT HKSMn B¥EET HKSMn BEEET
Freeholds KAKNE
Held outside Hong Kong ERBNIMEE 97 4,074 9% 4,125
Leaseholds Gict oy
Held in Hong Kong &R
On long lease (over 50 years) REEA(50FIA L) 2,127 1,646 1,877 1,653
On medium-term lease HEEA
(10 - 50 years) (10250 ) 313 1,335 271 1,371
Held outside Hong Kong EREBRINEE
0On long lease (over 50 years) REAEL (5060 L) - 62 - 178
On medium-term lease R
(10 - 50 years) (10Z50%) 403 862 332 827
2,940 7,979 2,574 8,154
The Bank 17
2011 2010
Investment Investment
properties Bank premises properties Bank premises
REM= Cip:s REM= Tt
HKS Mn B EERT HKSMn BEEER HKSMn BBEET HKSMn BBEET
Freeholds KAKNE
Held outside Hong Kong BB INE - 781 = 804
Leaseholds Ta e
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 RERL
(10-50 years) (10Z50%) 556 1,225 495 1,259
Held outside Hong Kong EEBIMEE
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.

RBREEANEE R AT AR R ITEAR -
1THE R BR 1B 1% 9 5l /7% % 6,723,000,000
7t (2010 € : & ¥ 7,245,000,000 7T ) K&
7 # 2,472,000,000 Jt ( 2010 F

B

2,533,000,0007T) °

REYMERZRBE L HEMGE - R2011F
12A318  EBEREMENEERAE
2,440,000,0007T © % E ¥ % BB (G ER-
A EMmE—KTRES  HESAEH
AEMEgeetEFEYHAGBEYENE
FIARIEREEE - (RERNARMIBEER

BEMR  WEBFFA2011FE12A831HZEH

A
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32.FIXED ASSETS (coNTINUED) [ETE & E ()

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

AR IR Fff 5 (48)

SENRLHEEVAELRENE - HEF
PEERIER105F  HHARYBENER
MIEHASH - IAENITEESEEE -

RER - EERSEFARAENRENES
FEU A € A7 85 129,000,0007T (20104 « 7
#92,000,0007T) ° 2011 F F E A KA R
HBEFE (20104 : ) -

AT S M EFHANTIERIREY
KRR RRERBAE N REENT

follows:
The Group £ The Bank 1T

2011 2010 2011 2010
HKS Mn B®EERT HKSMn BEEET HKSMn B®EERT HKSMn BEBET
Within one year 1ERR 128 108 63 73
After one year but within five years 1EAEZSFER 123 142 33 60
After five years S - 1 - -
251 251 96 133

33. AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES /& A TX R XM BN KIE

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  ATEETHBARAERNE
BR5  MEARRKRRMERRFEF
FIIEAT

The Bank 81T
2011 2010
Restated &R

HKS Mn BETET HK$ Mn BEEE T

Amounts due from subsidiaries SpEENEIDGA
Amounts due to subsidiaries NI ¢

11,498 17,469
2,416 2,722

9,082 14,747
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BRIEMIaE (48)
The Bank 17
2011 2010
Restated E ¥R
HKS Mn BEEHE HK$ Mn BEEET
Assets: BEE
Cash and balances with banks and & RIRITH
other financial institutions Eib & BB ST 545 1,850
Placements with banks and ERITR
other financial institutions Hith & BB ER 1,582 1,982
Trading assets REREEE 248 93
Other assets Hith&zE 10,292 15,026
12,667 18,951
Liabilities: afE
Deposits and balances of banks and RITRE A S RUEIED
other financial institutions TRk 824 1,083
Deposits from customers BEGER 2,312 2,776
Trading liabilities RHABaRE 162 183
Other liabilities HibafE 287 162
3,585 4,204
9,082 14,747

34.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION
BBAR TR AR FER

(a) Current taxation in the statement of financial position represents: (a) EEEBERANKPRIES !
The Group £8 The Bank $17

2011 2010 2011 2010
HK$ Mn B¥EERT  HKSMn AEEET HKSMn BEEER HKSMnBEEET

Provision for Hong Kong profits 7<% & &8 RIS

tax for the year (Note 14(a)) B (HTE14(a) 250 359 189 279
Impact of leasing partnerships & & EH) £ (189) = (189) -
61 359 - 279
Provisional profits tax paid BB TSR (58) (55) - -
3 304 - 279

Balance of profits tax provision  LAfE 4 & FI{S R
relating to prior years o 202 109 156 71
Outside Hong Kong taxation — J&4MNHI1E 268 205 141 91

473 618 297 441
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AR TR fff & (4

34.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (CONTINUED)
BRI ERAWER @

(b) IEER IR E E & B &R
RRGAMBRRETEEHIA(EE),/
BENEREI RFRNZEBMT :

(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
HRERNE SHEEN e
BERERA: HirERHE NEEfR BER% BHEEM BB Hith -
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BREER BWEEn EMEER  AWEER  BREER  BWEER  E¥EER
At Tst January, 2011 R201151 718 322 145 (131) (19) (147) (366) (196)
Charged to income statement SRR
(Note 14(3)) (Hit14(3) 44 6 34 - 123 110 317
Credited to reserves BAGER
(Notes 39(c) and (h)) (B3390 %) - B - (35) - - (38)
Additions through acquisition of & UEEHT B A RIE)
subsidiaries BE - - - - - - -
Exchange and other adjustments B X R H 1% - 2 3 @) (1) - 1
At 31st December, 2011 W20115128318 366 150 (94) (57) (25) (256) 84
The Group &8l
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
BREHIE THAEMN AfhE
EEHERE: BT ERHE EST RERX BHEf g Hith et
HKS Mn HKS Mn HKS Mn HKS$ Mn HK$ Mn HK$ Mn HKS Mn
ABREL  A¥EER  B%EET  A¥ARET  ABRER  B¥EER  A%AEER
At Tst January, 2010 ®201061A18
- As restated -B8%H 300 142 23 39 (216) (302) (14)
Charged/(credited) to income WaEEAZ#E/ (BN
statement (Note 74(a)) (Hi143) 21 = (158) = 69 (58) (126)
Charged/(credited) to reserves Y/ (BN REER
(Notes 39(c) and (h)) (B39 k() = 2 = (57) = = (55)
Additions through acquisition of ~ EWEH B A
subsidiaries HE M - - - 3) - @)
Exchange and other adjustments [ % & £ 3% 2 1 4 (1) 3 (6) 3
At 31t December, 2010 R2010612A31H 32 145 (131) (19) (147) (366) (19)
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BRIE P AL ()
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
BEERNE SREED e
EEHERA: HirERHE NEEf BER% BEEM BB At ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BREER BWEER EMEER  AWEER  AREER  BWEER  E¥EER
At st January, 2011 W201ME1A18 314 9 (177 43 (61) (208) 2
Charged to income statement SR ATH 40 - 49 - 48 215 352
Credited to reserves FAGER
(Notes 39 (c) and (b)) (B339 (0 R () - (1) - (54) - - (55)
Exchange and other adjustments  [E % i E 8% - - (1) (1) - 4 2
At 31t December, 2011 ®2011%124318 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 CRBEN A E
EERBRE: HiTERbE EE AER% BHE(R fitg Efty &%
HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET AREET  BWeER  BWAET  ANRET  AkRER  B¥AEER
At st January, 2010 "2010171A
- As restated -E# 289 89 (126) 44 (110) (21) (35
Charged/(credited) to income KEFAZE/ (BA)
statement 25 - (50) - 46 17 38
Charged/(credited) to reserves (Notesst 8/ (T \) &7
39(c)and (h)) (03 39() % (n)) - 2 - (1) = - 1
Exchange and other adjustments  [E % Jz E 8% = = (1) - 3 @) )
At 31st December, 2010 20106128318 314 91 (177) 43 (61) (208) 2
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AR TR fff & (4

34.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (CONTINUED)

B MR TR AN EH @
(b) Deferred tax assets and liabilities recognised (continued)

The Group £
2011

(b) IEEFHE E R B ERR (8)

2010

HKS Mn B EERT HKS Mn BEEET

The Bank 817
2011 2010
HKS Mn B¥EET HKSMn BEEETL

BRRIBRRROEL

Net deferred tax assets recognised on

the statement of financial position HIBEESE (377) (410) (153) (208)

Net deferred tax liabilities recognised on HEZR BTSN R FIEIT
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:

() RIEBIELREEE
MR AR B EANE MRS RARE

BE A FERR B0 ) DA # B B UES 18 -

REET

KR HER 2 51 Fi 1878 % 842,000,000 7T (2010
£ 5#712,000,0007T) BELEHRIBEE °
RIBREHISIEG  ZSERENIHENT -

2011 2010
HK$ Mn B HET HKSMnBEEET
Expiring within 5 years RAFARH 30 23
Expiring more than 5 years AF&EIE] 101 83
No expiry date EE|EIH 711 606
842 712
35.0THER LIABILITIES Hft& &
The Group 58 The Bank $17

2011 2010 2011 2010
HK$ Mn BEEET  HKSMn ABEEET HKSMn BEEET HKSMn BEEET

(a) Trading liabilities (a) XHARAE
Shares sold BHEs 10 1 10 1

Negative fair value of PTETAR

derivatives BATEE
(Note 43(b)) (Btit43(b)) 4,538 3,100 3,817 2,431
4,548 3,101 3,827 2,432
(b) Other accounts and provisions (b) E i BRIE & &4

Accrued interest payable FEETFEA T B 3,897 2,010 1,716 1,083
Acceptance draft payable FEfHE R RE 18,381 14,583 219 4,051
Other accounts H{hBRIE 13,704 11,968 4,286 3,209
35,982 28,561 6,221 8,343
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36.LOAN CAPITAL EEEXK

The Group £ The Bank 17
2011 2010 2011 2010
HKS Mn B¥EET HKSMn BEEET HKS Mn BEEET HKS Mn BEEET

GBP262 million (2010: GBP300 #7383 @ 18 25 A /e
million) 6.125% step-up NEEEYIRD
perpetual subordinated notes, 262,000,000

HEE (20105 ¢

300,000,000 4%)

6.125% &5 R

measured at fair value
through profit or loss

FRIZERE 3,178 3,548 3,178 3,548
USD600 million floating rate  $&z#t 45 AN51 BE 49
step-up subordinated notes, 600,000,000 7T
measured at amortised cost FETREEEE 4,659 4,660 4,659 4,660
USD500 million Hybrid Tier 1 500,000,000 7084
—REARTA - - 4,025 4,313
USD600 million subordinated 1% $45% 251 BR Y
notes, measured at amortised 600,000,000 7514
cost BEZ4 5,031 4,485 5,031 4,485
USD400 million subordinated 1% $4% 251 BR Y
notes (under the Euro Medium 400,000,000 7T.14
Term Note Programme), EEERRBUNER
measured at amortised cost FREAZE IR E) 3,100 - 3,100 -
USD100million subordinated & 55 AL ARG BR 9
notes (under the Euro Medium 100,000,000 7T14
Term Note Programme), EE®RRBUNER
measured at amortised cost FREAZE R 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
345 ) (2010 F : & ¥ 3,609,000,000
7¢ (300,000,000 H & ) ) R BRE B B ¥
3,178,000,000THIEEE AR « RIEAARITR
200793 A20H#1TH£6.125% * WFTEA
“HREANEIMALSHBEREE - ZRR
RETIER ST BT o 720114 - ARITEEA
K f& R E{E37,737,0005 88 o

R2011F12A318 ° AEEIREBIEZRMN
REATFEBEIENEREEZREAEL
A #E H A K€ 8| L F B % 15,000,000 7T
(2010F : LWENFHANSE BB
61,000,0007T) + 281742 38 i 48 75 LA I Bk
AFEBEIIENRAECREBELEOET
HiH #4588 _E F+ 7% %5 156,000,000t (2010
£ B #365,000,0007T) © £ EHAFEE
SHPNEER  TEBRAEERATZE
BERRE K EES 5 A% 853,000,000
7L (20104 : 7 # 651,000,000 7T ) & /& #&
1,521,000,0007T (20104 : 7% 966,000,000
JL) c EEE2011F12A31 B L FEARER
RARITH) & B & 58 5 B &7 % 202,000,000
7t (2010 4 : 7 %5 33,000,000 7T ) K i #
555,000,000 7T (2010 : & # 277,000,000
TT) °
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36.LOAN CAPITAL (conTINUED) fEE & 7N )

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).

AR IR B 5 (48)

= [ B 78 ¥ 4,660,000,000 7T ( 600,000,000
%0) RREE % 4,659,000,000 A EE
BAR - RIEEARITR200746 8218 %17
Wi EA—REANTETREBETIER - %
ZERFMER B E™M - LHER2017F
6 A22BEIH - R2011E12A831BEHNAF
& 18 /57 # 4,611,000,000 7T ( 594,000,000
%7t ) (2010 F : 7 ¥ 4,560,000,000 &
(587,000,00037%)) °

BAE—REARTABGESHEANTETH
& 78 % 3,883,000,000 7T ( 500,000,000 %=
7T) K SR E {E 7 % 4,025,000,000 7T 2 # 1%
BER(ER])) RART—2EWBEQA
Innovate Holdings Limited FT 2% 17 BR Ml (& /&
# 3,883,000,0007T (500,000,0003 7T ) 3E &
FEEERD ([Innovate@5E M5 1) » 3178
HA2009F 11 A5H - ZEBZEEME A
FB85% ' Wi 2059F 11 ASHEIH -
Innovate & 5t A% 17 2 18 78 3 1 % 8. A 48 21| 8
B % o % Z 1 Rinnovate @ % ik 1D R A HT
MERZ B EMRAEMBEEERARS ° B
A—RERTACHITARTRALEN
—BERN - EIREERET ZEROWEER
Innovatef® eI 17 i D A D EIR RIS ©

= [ B 78 ¥ 4,660,000,000 7T ( 600,000,000
%7t) &R EE S ¥ 5,031,000,000 7T A9 f&
BEEAX - BIEBANITR2010F7 8168317
(450,000,000%%70) %A 201057 A23 B %
77(150,000,000% 7T ) F £.6.125% * W T E
RIMEANBERE - ZEBERIINE R
SHr L™ - WHER2020F7 A16 A F|H - 7
2011 - ARAATFEEH R EHAMmEE
15 B9 4 U R B0 19 )% 88 B 75 5 3,000,000 7T
(20104 :/8%55,000,0007T) °

SE{E#3,107,000,0007T (400,000,0003
7T ) R AR E (& 7% 3,100,000,000 LK fE B &
AN RIEAAITR201MFE11 148 TEE
6.375% -+ WRTE BMINERE & ERIK (R
BUMAZ A AP EASR IR ST BI81T) o 2SRRI
WR S LT - WHEH20226F5 A48 FIE] -
RERA R FEEE R THET 8IS H) 00
SR EB1 R A5 2,000,0007T

= [ & 7% ¥ 777,000,000 7T ( 100,000,000 3
7T ) R R T {875 % 773,000,000 T W {E B &
AN RIERATTR201MF1MA48%8T - I
SPE A INE RK)F BB EER(RBUNE R,
RERIRETE) c ZEBRIINIKZ S AT E
™ WHER2022F5 A48 FH - R20114F
12A31 B A FEEAAS17,000,0007T
(105,000,00037T) °
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37.EQUITY SETTLED SHARE-BASED TRANSACTIONS UK AERIEXIHNR 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

AOTFTRMANEERRTERANITESR ST
MiEEERRETFAEEZEAES - 218
HITEERITHRAES - ARBATTE B
5 o BRERTEIMARASEREI - RIEE
8RR 812002 K 2007 FT iR FHO R HER 1T
FHRARTANF1VATHEERTANSE
SEAFIE  MIREE SRR 22011 FTIR T
MRRENTERRARBERKERER
BESEFLE - A RBRE AT ERER
T o

RS
(iy RIEESRRTEI2002%2007FT%F
B R RRAE -

Exercise price per share

BFEH 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 MR BRI 82011 BT T O R
1

Date of grant Tranche Vesting period Exercise period Exercise price per share
BFEH ik B 175 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)

SATERRENE B R NEFI1T

are as follows: FEENT :
2011 2010
Weighted Weighted
average Number average Number
exercise price of options exercise price of options
IR HTEE RREHE NETHITERE RAEEE
HKS$ B¥ T Mn B8 HKS BT Mn B &
Outstanding at the beginning
of the year FEEER 31.81 21 29.55 22
Exercised during the year FEERNTTE 27.53 (3) 21.12 (7)
Granted during the year FERNKT 32.00 6 28.49 6
Lapsed during the year ESEIAEIN 41.01 (2) 38.27 -
Outstanding at the end
of the year FRERR 31.83 22 31.81 21
Exercisable at the end
of the year FRATFITE 31.76 16 33.16 15
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37.EQUITY SETTLED SHARE-BASED TRANSACTIONS (conTinueD) BARR 13 BEBEZ IR 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) BITERRENEE R INEF T

(9]

FEMT : @
FREARTTERREE AN NETERER
FE#30.6170(20104F : #B#30.19) °

2011812 A318 » MARTTERRIERNTITE
BRBE21.25 T #%42.847T (20104 -
HB#E21.25 T 2B 42.84) © REIBAENE
A7 INAEFHE052.834E (20104F : 2.824F) ©

REEN A FEERER
ISR AR BB R EN A FEERE TR
Rk AT @GR - BT R (A
FEER=AXBECEER - RRENS
HERRZTEREXNBALH -

2011

2010

Fair value at measurement date
— Tranche 1

— Tranche 2

— Tranche 3

Share price

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)

] |5
oy
P
jun}
&
S
H
]
¥

|

ok Dk Dk
43
D

4
S
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BB
1TEE

FEFDRIE A=A B E B
LB AR B 4 1 )
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=
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g
oy
52
¢

ERE A E(REINEESFR)

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.

HKS$#EH 5.127T
HK$#E¥ 5.347T
HK$#E¥ 5.487T
HK$#E#31.60T
HK$#E#32.00T

21.78%

6 yearstF
7 yearstF
8 yearstE

2.98%

1.66%

HK$BEE 2.717¢
HK$B%528.257¢C
HK$E#528.497T

15.07%
5 years4F

3.64%

1.49%

TAETR B RAR R IBIE 2 R 8 (VAR Y A
RAFHAE) - BRRAQIRNBNENT
ERFRBOIRT S - RS RBAER
BB - TEBABRKNEDHURLEATED
FEERG -

RBRENR T AT ARG o ZRB 5T
WARBAHERR T AEFSRBH A FE
B BT RBRBETSERL EEEE
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38.SHARE CAPITAL g7

2011 2010
No. of shares Nominal value No. of shares Nominal value
RAEE AR BGEE HfE
million & million & &
Authorised: EERA
Ordinary shares of HK$2.50 each EARERER250T 4,000  HKS$3#%10,000,000,0007 4000 HK$%10,000,000,00070
Substitute preference shares of BRELK
US$1,000 each F%1,0005% 7T 0.5 US$500,000,000% 7t 0.5 US$500,000,000% 5
HKS Mn BB BB HKS Mn BEEE T
Issued and fully paid: BETRARRA
At 1st January »A1H 2,042 5,105 1,849 4,623
Shares issued under Staff Share Option BIEEES AR BT
Schemes ol 3 8 7 17
Subscription for new shares BITHAX - - 167 418
Shares issued in lieu of dividends MRREETHRG 31 77 19 47
At 31st December W12A31H 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

BB R E SR ([58]) - R
IR T AKRIEE URE AT I ABRR
7 o RIRBEITEERBARGRETAENR
FEEER - BREFEENRAISERE
4N - 1R AEETE12002 %2 2007 B 1% F MR HE)
TEHRARTENE I ATHGERTAN
FES5AFIE  MIBKRETB12011 TR T )RR
ERITEHRAREE MR EREHNES
BFILE -

RIBEESRRETEIZRITHRG
FEAN BAFERAREURBARITEBR
3,000,000 f& 2 X f& & 7 % 93,000,000 7T, *
H A #8,000,000 T F AR - SAEE
85,000,000 7T 77 A B& 19 3% {8 (M 5E39) © 1R
BHE2QVFTE - BHERREES RS
24,000,000 R DR EA °

~

(b) RS B 15 AR H M RATERNRRE

date AT
2011 2010
Date of options granted Option price No. of shares No. of shares
RRERTHH REE ROEE MR
03/5/2006 HK$#E%30.047T - 2,420,000
10/5/2007 HK$E#542.847T 2,035,000 2,585,000
05/5/2008 HK$£%40.097T 4,070,000 5,170,000
05/5/2009 HK$&%21.257T 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$/&%32.007C 1,980,000 =
05/5/2011 (T3) HK$7&%32.007TC 1,990,000 =
21,520,000 20,605,000
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39.RESERVES f#1E

2011
The Group £H The Bank 8817
HKS Mn B BB HKS Mn B EET
(a) Share premium (@) B HE
At 1st January M1ATR
— As previously reported — WNRTHRE 9,331 9,331
— Reclassification from general reserve - H—REEETDBEZERMD
to share premium i 2,181 2,181
— As restated - &5 11,512 11,512
Net premium on shares issued under RIEE B RRET BB TG
Staff Share Option Schemes i (EF R 85 85
Transfer of the fair value of options from  # B & A (B 31 TR ) &Y
capital reserve — share options issued R N EEAE 24 24
Shares issued in lieu of dividends ARG BB THYAR 1D 416 416
As 31st December ®12A318 12,037 12,037
(b) General reserve (b) —MfEE
At 1st January M1A1H
— As previously reported - fOATERE 15,453 15,109
— Reclassification from general reserve -B—REEEFHEE
to share premium &1 518 (2,181) (2,181)
— As restated - B3R 13,272 12,928
Transfer from retained profits BERERN 24 -
Shares issued in lieu of dividends ARG B AT AR D a4 a4
Realised surplus on disposals transferred BEVXEAFENEERLE
from property revaluation reserve LS 7 7
At 31st December ®12H31H 13,744 13,376
(c) Revaluation reserve on bank premises  (c) TTHFE LA
At 1st January M1 A1H 1,023 965
Recognition of deferred tax liabilities ERIELERIBAE
(Note 34(b)) (Ht7£34(b)) 3 1
Revaluation surplus on bank premises T RIS B EFTE LR
transferred to investment properties EHAR 16 12
Realised surplus on disposals transferred EERLEMERBEBA
to general reserve — MR (7) (7)
Exchange adjustments ME R (3) -
At 31st December M12A31H 1,032 971
(d) Statutory reserves (d) YETE R
At 1st January M1 A1H 1,990 7
Transfer from retained profits BERER 70 (5)
Exchange adjustments FEH A 82 -
At 31st December M12A31H 2,142 2
(e) Capital reserve (e) BAHE
At 1st January and 31st December M1A1ER12A31H 86 -
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2011
The Group £ The Bank $R1T
HKS Mn B EET HKS$ Mn B¥EET
(f) Exchange revaluation reserve (f [EREMHFEE
At 1st January ®1A18 1,938 96
Exchange adjustments ME 3 B 452 (74)
At 31st December ®12A31H 2,390 22
(9) Capital reserve — staff share options (9) BEARfEE- BBITIEERRE
issued
At 1st January R1A1TH 165 165
Transfer of the fair value of options
to share premium RRENFEERARDRE (24) (24)
Forfeited options transfer to retained
profits B R AR A BB 17 A (21) (21)
Additions =pill 20 20
At 31st December MW12A31H 140 140
(h) Investment revaluation reserve (h) EEHFE
At 1st January R1A1H 258 141
Changes in fair value of securities BHEHRFEEZS (326) (123)
Reversal upon disposal (Note 13) R E R (H7713) 5 (5)
Recognition of deferred tax liabilities ERIELERIBAE
(Note 34(b)) (Hf7#34(b)) 35 54
Impairment loss and amortisation PEREEEEINE: it 55 -
At 31st December MW12A31H 27 67
(i) Other reserves (i) HihEE
At 1st January MR1A18 53 -
Share of changes in equity of associates JEAR B & D R RE RS ) E) 7 -
At 31st December M12A31H8 60 -
() Retained profits () BFaF
At 1st January M1A18 8,841 3,550
Net profit for the year FEREF 4,358 1,974
Transfer to general reserve BA—MR S (24) -
Transfer to statutory reserve BAE TR (70) 5
Forfeited options transfer to retained
profits [EESVEEE 1T UNCEYES 21 21
Dividends (Note 16) B (HT:E16)
— Interim dividend - REIRRE (885) (885)
— Final dividend in respect of
previous year - LFERERE (1,145) (1,145)
— Hybrid Tier 1 USD 500M - RA —#& 500,000,000
e (328) -
At 31st December M®12H318 10,768 3,520
(k) Total reserves ) fEfEAAEE 42,426 30,135
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39.RESERVES (conTINUED) f#1E (&)

2010
The Group &£ E The Bank #8717
HKS Mn B EEIIT  HKS Mn B¥EET

(a) BiDsfE

(@) Share premium

At 1st January M1ATH
— As previously reported - MRTRE 4,526 4,526
— Reclassification from general reserve - REEETER
to share premium &0 =8 1,930 1,930
— As restated - B8R 6,456 6,456
Net premium on shares issued under BIEE B RIRET S TR AR D
Staff Share Option Schemes B FEE 130 130
Transfer of the fair value of options from BB EARGFHE(BETRIE) S
capital reserve — share options issued RRE 2 AT EE 27 27
Shares issued in lieu of dividends PARS R B 21T AR (9
— As previously reported - MARTERE (47) (47)
— Reclassification from general reserve - REBEFTHOESR
to share premium 1D s 8 251 251
— As restated - & 204 204
Subscription of new shares REE A% 4,695 4,695
As 31st December ®12H31H 11,512 11,512
(b) General reserve (b) —RefiE
At 1st January ®1A18
— As previously reported - WA 14,866 14,552
— Reclassification from general reserve - REHEEFIEE
to share premium B& A7V B (1,930) (1,930)
— As restated -ER 12,936 12,622
Transfer from retained profits =Ry el 30 -
Shares issued in lieu of dividends ARG B A THI AR D
— As previously reported — WNRTHRE 557 557
— Reclassification from general reserve - REEEN R
to share premium & 518 (251) (251)
— As restated - B3R 306 306
At 31st December M12A31H 13,272 12,928
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BRIEF & (48)
2010
The Group % E The Bank 877
HK$ Mn BB EET HKS Mn B BEET
(c) Revaluation reserve on bank premises  (c) fTHEEfh{EEE
At 1st January M1A1TH
— As previously reported - QNATEREE 928 895
— Adjustment arising from changes - S BUREE 5| B
in accounting policies EEES 54 54
— As restated -8 982 949
Recognition of deferred tax liabilities RIEETIA R &
(Note 34(b)) (Hz 34(b)) @) @)
Revaluation surplus on bank premises TTHEEEVEIR B Y S PTEE A Y
transferred to investment properties BHER 40 18
Exchange adjustments BE AR 3 =
At 31st December M®12H31H 1,023 965
(d) Statutory reserves (d) JEERE
At 1st January ®1A18 1,501 7
Transfer from retained profits tad=RE vl 439 -
Exchange adjustments ME 3 A B 50 -
At 31st December ®12A31H8 1,990 7
(e) Capital reserve (e) BAEME
At 1st January and 31st December M A1TERI12A31H 86 —
(f) Exchange revaluation reserve (f) EHREHFEE
At 1st January ®W1A18 1,169 55
Exchange adjustments BEE 54, A= 769 41
At 31st December M®12H31H 1,938 96
(9) Capital reserve — staff share options (9) BAfEE - BBITIRBRIE
issued
At 1st January ®1A18 170 170
Transfer of the fair value of options
to share premium RRIENFEERARDRE 27) (27)
Forfeited options transfer to retained
profits B RIS A BB 17 A (7) @)
Additions & 29 29
At 31st December ®12A318 165 165
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NOTES ON THE ACCOUNTS (CONTINUED)

BRIEFIEE (8E)
2010
The Group %E The Bank #8747

HK$ Mn B EET HKS Mn BEEHET

(h) Investment revaluation reserve

) WEBMHFHE

At 1st January MMA1R 286 178
Changes in fair value of securities BEHENATEBEED 91 89
Reversal upon disposal (Note 73) PSR E (475713) (200) (127)
Recognition of deferred tax liabilities HRELERIBRE

(Note 34(b)) (Bz£34(b)) 57 1
Impairment loss and amortisation VERIEEE ENE: i 24 -
At 31st December M12A31H 258 141

Other reserves

(i) HAoFEE

At 1st January M1ATR 17 =
Share of changes in equity of associates FE(REE A RIS EE) 36 =
At 31st December ®12A31H 53 =
() Retained profits () BFaH
At 1st January M1ATH
— As previously reported — WNRTHRE 6,993 3,186
— Adjustment arising from changes - AEFBoREZ 5| 3
in accounting policies kS 158 146
— As restated -8R 7,151 3,332
Net profit for the year FE AR F| 4,224 1,953
Transfer to general reserve BA—REE (30) -
Transfer to statutory reserve BAEERE (439) -
Forfeited options transfer to retained
profits NS EOE e IEYNYES 7 7
Dividends (Note 16) B (H5t16)
— Interim dividend - HEARR S (772) (772)
— Final dividend in respect of
previous year - FEERERE (970) (970)
— Hybrid Tier 1 USD 500M - B&—##&7500,000,000
ET (330) -
At 31st December M12A31H 8,841 3,550
(k) Total reserves ) B 39,138 29,364
The application of the share premium account is governed by Section 48B of the R EBRENERREZEB(RATIENE

Hong Kong Companies Ordinance.

48BEPTIRE ©

General reserve was set up from the transfer of retained earnings, the realized —REFEHNEY - BEREETEN  HE
revaluation surplus on disposal of properties and the value of shares issued in lieu MERNEEZEREHBHRRUARKEEITH
of dividend. R EME
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (48

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

Tt RELSHFENEIREERRES
EFTHE RSN T E PR RO &R TR -

AERBEREIHERBRAEZERERA
REAEREBNAER-RDTT - —KHBEA
AN THE A R AR E AR AAER

ERRHEENBRRARBENEMEET -

ARG (ERTRERERE) BRERECDK
AN B RE2(a)v) FTEUARR D R BB RS A9
M BRRERR TATRE 2 ERK A
RTERBAEBE WA FEE -

REEHRFEREEFAIHHEZTFEER
SRR ARG ATEEESFE B
REER IR A E AT R B A IR 2(D (k)

A GRS (I R A 2 A B
HRREETI REOED -

AREEB(BRITHRADEBEEEENR
E o ATRERERBTEFBBSHRR
BERANAEEFREBAERE - LKA
ERcMEERE  HENEDHEEESL
BIEEFABE - M20114F12A318 © B
FRAPeEELERBERIRE T AKE
fi% 52 7% % 4,065,000,000 7T (2010 4 = &%
2,306,000,0007T) ' BIRERIEBHAET AR
BERS o

M2011F12A318 » AIRE TARTTARER A
54858 5751 11,427,000,0007T (20104 (&
$R) : j#13,355,000,0007T) ° FEAEE B %
EFEMRERE R EHREEGREBERE
#0.5170(2010%F : BKAH S FAIE0.56
JU) v #REBIEE®51,059,000,0007T (20104 ¢
75 1,144,000,0007T) - RE&EHE B RER
ZREREME -

2011 2010

HKS$ Mn BEEHET HKS Mn BEEHET

At 1st January M1A1H 4,400 4,358
— sale of interests in businesses to - HEmEERT

non-controlling interests investors R EE 2 4

— final dividend in respect of previous year - B L FERERE (61) (56)

- exchange adjustments - B AR (6) 15

Profit for the year FENEF 93 79

At 31st December Mm12A318 4,428 4,400
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41.FINANCIAL RISK MANAGEMENT B 75 /& b & 38

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.

(a) 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.

AR IR B 5 (48)

AEfn Ei AR KBS B EREENER -

AEEERY —ExENRARERGIE - A
HAl - B8 BEREREHAKEMATNE
BRER  YREENERTHEE AN EE
ZERR o AEBERBITAZNEERR N
FERR  mHERKR  RBESERNEE
RERFIHIENEEERBER - HREEEM
EHRBERZES TSR YHREBRERER
BeRNER RRKEFTSHZ - ZEEB
EHARBEIRERITHA - 2EER - &8
THRAEMEBRERAAEERK - REBR
F-EBuMFTREAREZEM(RRER
B FEREETZABRABNEE - AE
BN S H R RIPIE HEITIER - DARE
R%FEBER RIS FF S AL -

(a) FERBRERE

FERBRRREFPRRZH FRERETHA
I AREAKBEFRTHRSHEFRAR -
BFEBNBRITEHRRIRZEHNZ 54
FRkg -

IF

REFAKENEERRER  EFECK
REEZESHTUHEE  MEERARERE
TyBSINFA R EP - EEZERLRR
ERZEERNEFCER RREEZES
EREEASEMEERAREEABNE
B FERBREGRERENEERME
B EESRUROENRE  UREEE
ZESEMABITHRE EEREKES
BRR - ERETSER - LARMAERR
MEERR -

FEZBEAAREMAEARERFERR
BENER - ARBERAINERFEERRA
7E - BERERBREMSEOR - SIEFER
RMEEEMUEF  UNEEEERYE -

AEBEEFERERFF IR S E FHAEA
FERRE - BATRELPARZHFHOR
AaREEERR - AN ERE )
RERENTRAEBN T EZEAR -
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NOTES ON THE ACCOUNTS (CONTINUED)
BRIEMIAE (48)

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:

U]

(iii

=

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.

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 lending risk. The Group applies an
internal rating system to its counterparties and sets individual counterparty
limits.

REBEEHIFTZHEBRIIERF - Uk &
B BEREHASEMARNEERR
FLTmE - ARBEERERERBREEESF
FIRNEERBERFMA - HEEERRK
- RERE - FERERF  AMFRR
B EREBREBHBERT TRE - AEE
SEBNMNEZEES  UREaTHE
& ARZEERREEFREARERRE
FeoARBEzRREERE THEERRE
B AERRAEREAREENED -

AEER TS EEECHAREITENA
EIE ;

() ERRITEERR

AEBBHIFTZHEBRRRER  aTHE

BEXZHFARZINEEEERR -
NFRERZEBARZEE - REER
RITFEPME » AEEEHIEBERANAT
BERGEFONMIARRS - BEDHR
ERLHERANEEREMUEENR
BAESE - REREEETNEERR -
K‘ilﬂﬁflﬂ‘JﬁiﬁT\ﬁE’J%?ﬂ)\%ﬂ
ERABERRERAEZRER - NEE
ﬁE#E@ET%iﬁ'ﬁ{%&EE,\TJ\E’]%E
BREEFNR - REFETEE R
FZHL -

AEEFEETZERRNEES M
B ERABRRNEEERHRTER
SRR SETF - TERKEMDER
HAE o XS EAMEERRIERRE
ERREEREER - 9T TALE
(i TEEERR

AEENTEEERENESLEFZR
EERTEERTHERBEAUN/NE
RHMHER o R AR FRFRLHM
BIETEERRR  AEEMNTEZEA
ZEEANABEZNEBEREAR
EHBEX - ARBEEAFMITERR
NEEMEMETERGRMBEREES
#aa -

HEZ G EERR
AEERBEEEERBRNERT X -
EEAEENERZGHEERR - B
SIRARFRRGRER HHF RRE
ERRZEFHRRRE -

(iii
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(a) Credit risk management (continued)

(iv)

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.

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.

Maximum exposure

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 £

2011

B SRR B 1R m)

BRIEMIEE ()

(a) GERREE @)

(iv)

(vi

2010

HK$ Mn B¥EET HKS Mn B%EET

) BEERBO AR
HEREMNAEMEAETENRR -
AEFEEHERTEFRHOEERR
HHR - Bt - ARG BETREFH

FEREBMEZEINERESRE  HaR
FAMBHRESR o

FEEETHER
FEEETHRBIERZZHFEERD
g EESITERZNTE  mzE

EEnEEEERRAEHASENE
BERAEZHEE - AKRENEEA
ENBBETRME - fTEMER -

AEE-ERAEE O RRIZEHEE -
DI A RITERMNEREESEERE -
NEREESTHRAR -

REAR

REEE BRI R EERHER R EME
BERANSSEERR  AEES—RE
ﬁﬁ?&ﬁﬁfﬁi@ﬁﬂ’]f%ﬁ’éé&ﬁﬂkﬂﬁ
MRIIRMEE - keRBHENT

The Bank $17
2011 2010
Restated E#f

HKS Mn BB BB HKS Mn BHEET

Cash and balances with banks,

central banks and other RBe RIERIT - PRFTAN

financial institutions HivemlEneEs 69,933 47,080 21,333 17,109
Placements with banks, central

banks and other financial TR - RRBITH

institutions HibSBBENTR 62,057 58,197 33,370 39,974
Trade bills EUES 36,823 18,548 35,876 17,491
Trading assets RHRGEE 4,532 4,149 3,091 2,501
Financial assets designated at fair ~ #57€ &A@ B B2 A b

value through profit or loss NFEENEREE 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 ESREE 42,897 38,167 27,667 19,960
Held-to-maturity investments BEIHRE 4,587 5,714 2,880 3,766
Other assets HinEE 25,979 23,166 5,538 5,891
Financial guarantees and

other credit related MBERIEMEEERH

contingent liabilities Sk AREE 13,936 12,131 9,017 7,829
Loan commitments and other EFEEREMEEERH

credit related commitments HEIE 134,545 105,747 59,489 62,590

732,541 624,831 411,849 377,433
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BRIEF & (48)
(vii) Credit quality of loans and advances (vi) ERRBANEEER
Loans and advances to banks are only made to banks with good credit BITEREBRARARETFEEEEER
standing. At 31st December, 2011 and 2010, no loans and advances to bank ZRAT o PR2011F R20106F12A318 -
are impaired. The credit quality of loans and advances to customers can be HRERERITERRER - EFER
analysed as follows: RBROEEERANET :
The Group £8 The Bank 17
2011 2010 2011 2010
HKS Mn BBEERT HKS Mn BEEET HKS Mn B¥EER HKS Mn B EET
Gross loans and advances to BFEHRZHR
customers ]
— neither past due nor impaired - & KB 320,254 295,383 196,675 183,877
— past due but not impaired - BRABERERE 161 69 14 68
~ impaired -ERE 1,475 1,592 1,134 1,268
321,890 297,044 197,923 185,213
Of which: Hep:
The Group £8 The Bank 817
2011 2010 2011 2010

HKS Mn BB EERT HKS Mn B%EET HKS Mn B¥EET HKS Mn BREST

Gross loans and advances to
customers that are neither EARRRENEFER

past due nor impaired RBesE
- pass -A% 318,499 293,456 195,622 182,251
~ special mention -FE2ET 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 AEERBEAEERTEESRERER
classification system required to be adopted for reporting to the Hong Kong MERDBRFADRER -
Monetary Authority.
The ageing analysis of loans and advances to customers that are past due but BRBEREREZEFERKBRD
not impaired is as follows: FEOMOT
The Group &8 The Bank 81T
2011 2010 2011 2010

HKS Mn BB EET HKS Mn B EEL HKSMn B¥EET HKS Mn BEEET

Gross loans and advances to BRHERERED

customers that are past due EFERR

but not impaired BEE

— overdue 3 months or less - BHEBEANT 161 69 114 68
Loans and advances that would be past due or impaired had the terms not M20114F12A318 RN K ERT RN
been renegotiated amounted to HK$392 million as at 31st December, 2011 M S R REERRERN S
(2010: HK$443 million). #8 A 51392,000,0007T (20104 « H#

443,000,0007T) °
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41.FINANCIAL RISK MANAGEMENT (conTINUED) B/ 76 [ B B 228 (am)

(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

AR IR B 5 (48)

(a) EERBRERE @)
Vi) EER KBRS MEENEEER

2010

HKS Mn B®EERT HKS Mn BEEET

EeRGNEERRERTTE - BAKE
EERHEMCREENTE-BRARRK
AEERAR R ENEFRENETF -

REER - ZRINDEE TR - 2
BRERY - SERSRAOFTAREE
FisE 2 BBREFRENEEERSN
L

The Bank $17
2011 2010
HK$ Mn BB EET HKSMn BEEET

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 Al £ A3 11,165 10,664 9,864 9,180
Lower than A3 A3 AR 5,454 4,761 3,577 2,776

53,873 42,221 43,640 37,373
Unrated T 11,297 20,099 3,991 3,676
Total fak 65,170 62,320 47,631 41,049

(ix) Collateral and other credit enhancements (ix) I 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.

REBEFAUANERBLA - HthEL
HREE  ReTRRER - UREE
FARBFWERR - REERERAED
BRESEETDNRMRI - RITE
K—RIFBRIENRD - HEREFER
TREENERD  RRRTAZEE
RFE

BU—ETFeREEFRTNEERE
EHRBRTAN  EHES  EFR
Hib R R — KRB RERN - RE
EZRTISDAMES X - AIREARS
HEPUFREE LB — BB AR KRBT
ZITER S
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A T ff & (

D)

m=

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%EERT HKS Mn BBEET

BEREBERS AR SRS E KR
mEEMERRANGBHRAFEERE
ZBIEENT ¢

The Bank 17
2011 2010
HK$ Mn B8 EET HKS Mn BEEET

RAEEREREE 2 EME
REMERRIMATERD

Fair value of collateral and other
credit enhancements held against

financial assets that are: T
- neither past due nor impaired - E#H LR(E 233,040 221,122 134,323 130,213
— past due but not impaired - BRBRERERE 157 60 1m 59
233,197 221,182 134,434 130,272
(b) Market risk management (b) MG AR EE

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.

miERRIREMEHMERRSERNIMET
B BREEBES  SMNESKH - RHOMITE
TR URMBERRRFLEBIERR - 15
REBREESERIASBRGE TAREDN
SR B T R o

EFgRNNBRTSRRNEIEEER
K WEREAERBERZECRARE
ET-ROTERRERE EERBEERZR
BEEKRARERZEQNESSER -

EEABERZESAARENER —YH
misRARNRBESRREBNER - TR
BRBEABEET 2 AR ELMEERKER
g

BEITETARGRMEFHEITET AR
RIERRERERASAEEEF —RERE
%o WETATAAERAEEMRAZHT
BRER  FRAAREEERBEEENBOIE
FFo REBRRBNTETATERTE
SNEMBRNIERER A - BIASINIHINRH
MOTETR - AEBERFONTETARA
BROERPHER  URBUENEMZ S
TBR MEITE T o

FELHE - FEEENTZEBRERNT

(i BEERR
AEBEMIMNERBRENERER - B
RITEBMEBIEINERR - PIEIMNE
FRORHEEESMIENREN
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AR IR B 5 (48)

41.FINANCIAL RISK MANAGEMENT (conTINUED) B 7% B B B 22 ()

(b) Market risk management (continued)

(b) HIZEMREEE (@)

(i) Currency risk (continued) (iy B¥RRE)
The following table indicates the concentration of currency risk at the balance TRETREEREBRARERHIER :
sheet date:
The Group £8
2011
HKS Mn B EER
Other foreign
usb RMB currencies Total
EYH AR% Hpsh “m
Spot assets REBE 104,573 258,210 49,159 411,942
Spot liabilities BEEE (100,147) (224,582) (59,225) (383,954)
Forward purchases EHEA 101,184 70,840 16,861 188,885
Forward sales REEN (100,235) (98,790) (5,539) (204,564)
Net options position* Ly 31 - (25) 6
Net long non-structural position ~ JE&E MR & T 5,406 5,678 1,231 12,315
2010 Restated E3§
HK$ Mn BB EET
Other foreign
usb RMB currencies Total
e AR E oM o
Spot assets REAE 94,806 192,680 50,424 337,910
Spot liabilities REBE (84,212) (172,452) (53,480) (310,144)
Forward purchases EHEA 148,090 94,932 12,559 255,581
Forward sales EHEN (156,605) (108,056) (8,196) (272,857)
Net options position* iR 154 - (10) 144
Net long non-structural position ~ JEAEE 1 R & F5E 2,233 7,104 1,297 10,634
2011
HKS Mn B8 EET
Other foreign
usb RMB currencies Total
EYH N Hithoptk “m
Net structural position REBIERAFE 2,573 8,631 734 11,938
2010
HK$ Mn BB EET
Other foreign
usb RMB currencies Total
e AR E o o
Net structural position NS T 2,467 6,855 727 10,049
*  The net option position is calculated in the basis of the delta-weighted position of * BRE R IR AT E ARSI EE

option contracts.

ENEFEREMTE -
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The Bank $R1T
2011
HKS Mn B¥EE T
Other foreign
usb RMB currencies Total
EVH AR Hetspk ot
Spot assets REEE 77,097 51,587 47,527 176,211
Spot liabilities HEARE (78,008) (23,838) (58,447) (160,293)
Forward purchases REEA 69,359 38,208 16,251 123,818
Forward sales EHEN (68,652) (65.796) (5.274) (139,722)
Net options position* R T 31 - (25) 6
Net long/(short) non-structural ~ FE&ETBIER /(52 %48
position (173) 161 32 20
2010 Restated E3§
HKS Mn BB EET
Other foreign
usb RMB currencies Total
e ARE Ht g ot
Spot assets HEEE 72,725 29,488 48,785 150,998
Spot liabilities BEEE (63,988) (17,902) (52,345) (134,235)
Forward purchases BHEA 127,075 21,397 11,815 160,287
Forward sales EHEN (136,323) (34,207) (7,743) (178,273)
Net options position* R 154 = (10) 144
Net long/(short) non-structural ~ JE&EBIER /(52) 854
position (357) (1,224) 502 (1,079)
2011
HKS Mn B¥ BB
Other foreign
usb RMB currencies Total
EH AR Hetsptk ot
Net structural position HERUEREFE 2,573 8,631 734 11,938
2010
HKS Mn BB EET
Other foreign
usb RMB currencies Total
e AR Hh ok g
Net structural position HEEREEFE 2,467 6,855 727 10,049
*  The net option position is calculated in the basis of the delta-weighted position of * HREEFHEIREATEHRENZERE

option contracts. B E RERE -
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(b) Market risk management (continued)

(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.

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.

AR IR B 5 (48)
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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.

B EmmBm - AR EE KIE LMD
(TRELEEAM2IELTES) el 3k
EhES DR EBRERERREES - I
EmREFRIERH EHRGBRES ERER
BRI TERERXSBRMNFROERREE
N - BEELAT IR ZRE

Value-at-risk statistics ARBEST
2011

At 31st December Maximum Minimum Mean

MW12A31H BE =i ¥4

HKS Mn HKS Mn HKS Mn HKS Mn

BEEEL BEBERT BEBET BEBET

VaR for total trading activities RS EHNER S EEE 40 75 28 46
VaR for foreign exchange trading

positions* INER SR R R 2 13 13 1 4

VaR for interest rate trading positions ~ FI|& X 58 KK 25 2 8 2 4

VaR for equity trading positions AR SR M EREE 31 70 25 a4

2010

At 31st December Maximum Minimum Mean

R12A31H 5T (& 13

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET EHEET EHERT BEEET

VaR for total trading activities LB RN ER LS 37 52 33 42
VaR for foreign exchange trading

positions* INER DR RIRREEE 4 8 2 4

VaR for interest rate trading positions &% 2 I EKREEE 7 9 2 4

VaR for equity trading positions BORFEEHRBEE 30 45 24 35

(c

~

* 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.

* GREINEFREETEREBLINENE

() gEmMmER
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[E\B
HERREEN B IRERHE - i REE
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(c) Operational risk management (continued)

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.

(d) Liquidity risk management

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

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.

AR IR B 5 (48)
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Analysis of assets and liabilities by remaining maturity: BERBENFIMRIR ST :

The Group £H
2011
3 months 1 year 5 years
or less orless orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ fmonth  1month 3 months 1 year 5years oroverdue Total
MfARRE  3fERNE  1EME EXHRH
PeER  1EAR 3R B 5% SENE ol A
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EWEET AWEER AWREER AWEEn EWEEn EWEEn ENEEn  EMEER
Asses 3
Cash and balances with banks and other ReRESTNEMSRER
financil institutions Hiak 4039 10 s 125 - - 30991 71,761
Placements with banks and other
finandial institutions EEORADERBENEN 1,027 17413 14,569 29,048 - - - 62,057
Trade bills EES 55 5459 1471 19,833 - - 5 36,823
Trading assets REMGEE - - - 51 683 62 4283 5,600
Financial assets designated at fair value REABBRENRY
through profit or loss AYERNEREAE - - 648 826 12,119 21737 333 16,663
Advances to customers and other accounts RRERREMER 5,466 33,888 35,816 76,810 117,738 1B30Mm 5160 347,950
Available-for-sale financial assets MHHESRHEAR 107 3382 7,990 7,950 20,149 3319 2013 44,910
Held-to-maturity investments EEL - 1,088 339 1,307 1,622 31 - 4,587
Undated assets EIRAMEE - - - - - - 21,051 21,051
Total assets BELE 47,001 61,440 70876 136471 152311 79,421 638% 611402
Liabiliies 6
Deposits and balances of banks and other FIREEREENER
financial institutions R&# m 4,688 1,425 8,485 a3 - 191 15,923
Deposits from customers LS 135783 137568 101,956 76,692 15,375 - - 467354
~Demand deposits and current accounts - EERARERER 56,896 - - - - - - 56,396
- Savings deposit - BERA 71452 - - - - - - 77452
~Time, call and notice deposits - EBRBAEN 1435 137548 10195 76,692 15,375 - - 333,006
Trading liabities RERERE - - - - - - 4,548 4,548
Certficates of deposit issued BEfRHE - 1,110 1,658 5,386 3329 - - 11,483
Current taxation AHHE - - - 73 R - - m
Debt securites ssued BRERES - - - W 6,152 - - 6,393
Loan capital EEER - - 3,178 4,659 - 8,904 - 16,741
Other liabilities AthefE 1,926 4775 7,036 9,820 312 1 12,573 36,443
Total liabilities AELE 138,420 148121 115,253 105,756 25,591 8,905 17312 559,358
Net gap FEE (91373)  (86,681)  (443717) 30715 126720 70,516
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d) RBESRMREIE(#)

(d) Liquidity risk management (continued)

The Group E3E]
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
MHARE  3EANE 155 E EHES
SRR 1EAR E3fiA 2E Z5% SERLE ol s
HKS Mn HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  AWEST R¥AEET A%EEr AYEER  ANEEn  BMEER  BBEER
Pssets 43
Cash and balances with banks and other ReRESAHADERIEE
financial insttutions gf=t3 28,108 70 63 | - - 20,012 48293
Placements with banks and other
financialinstitutions ERARAMEREREOEN 121 4947 2,161 6,438 = = . 58,197
Trade bills EESH 554 4723 11,752 1513 = - 6 18,548
Trading assets RoRBEE - - 12 9%7 1,204 248 3434 5,845
Finandial assets designated at fair value EERRRERARYE
through profit or loss ATRENSHAE - - 135 1,049 11,676 3129 203 16,192
Advances to customers and other accounts EFERREMER 4922 30,209 24,198 65844 117,380 73,008 4479 320,040
Available-for-sale financial assets HESHER 120 1,734 5333 8547 19,385 3,048 261 40,179
Held-to-maturity investments BEIELE 2 868 203 1456 2388 mn - 5714
Undated assets EIRAREE = = - - - - 20,585 20,585
Total assets BELE 33,852 87,031 43857 85,884 152,033 80,205 51,331 534,193
Liabilties a8
Deposits and balances of banks and other ROREMEREENEN
finandil nstitutions e 1,013 2941 1429 3992 5% - 3 999
Deposits from customers RFBH 142,673 126,658 7219 64,052 14,251 - - 419,833
~ Demand deposits and current accounts - EERARERER 59,699 - - = = - - 59,699
- Savings deposit -HERR 82,366 - - - - = = 82,366
~Time, calland notice deposits - EEREAER 608 126,658 72,199 64,052 14,251 - - 288
Trading liabities REARERE - - - - - = 3101 3,101
Certficates of deposit issued BEENE = - 53 874 1,776 2401 = 5,586
Current taxation KB = - - 618 _ - _ 618
Debt securities isued BEERES - - - 4709 24 - = 4950
Loan capital BEER - - - - 8,208 4,485 - 12,693
Other liabilities AthBE 1,674 2823 4,168 9,522 358 - 10,230 28775
Total liabilities BELE 145,360 132422 78,331 83,767 25430 6,886 13354 485,550
Net gap FEE (111,508) (45,391) (34.474) 2117 126,603 73319
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The Bank BT
2011
3 months 1 year 5 years
or less orless orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ fmonth  1month 3 months 1 year 5years oroverdue Total
MfARRE  3fERNE  1EME EXHRH
PeER  1EAR 3R B 5% SENE ol A
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EWEET AWEER AWREER AWEEn EWEEn EWEEn ENEEn  EMEER
Asses 3
Cash and balances with banks and other ReRESTNEMSRER
finandil institutions Hiak 20,758 1m - - - - 1,640 2510
Placements with banks and other
finandial institutions ERORADERBENEN 1,027 12,576 9,79 9977 - - - 3370
Trade bills UL 55 9,006 10,506 16,304 - - 5 35,876
Trading assets REMGEE - - - 3 62 62 3,444 4,159
Financial assets designated at fair value REABBRENRY
through profit or loss AYEBNEREAE - - 648 826 12,119 21737 13 16453
Advances to customers and other accounts RRERREMER 4,747 25,888 18,890 33,869 71,368 3718 5,053 203,593
Available-for-sale financial assets MHHESRHER 107 3,345 7121 6,069 9,321 1,104 962 28,629
Held-to-maturity investments HEHEBRE - 917 219 1,164 580 - - 2,880
Undated assets EIRRMEE - - - - - - 36,209 36,209
Total assets BELE 26,69 51,904 41,174 68,240 94,010 47,681 4743 383739
Liabiliies 6
Deposits and balances of banks and other FIREEREENER
financial insttutions Riteh 696 4,150 1,201 3,826 - - 191 10,064
Deposits from customers LS 89884 109,183 64,900 2,736 1,42 - - 290445
~Demand deposits and current accounts - EERARERER 15,844 - - - - - - 15,344
- Savings deposit -BERA 13317 - - - - - - 73317
~Time, call and notice deposits - EBRBAEN 109,183 64,900 24,736 1,742 - - 084
Trading liabities RERERE - - - - - - 3827 3827
Certficates of deposit issued BEfTRHE - 1,110 1,658 5,386 3329 2,200 - 13,683
Current taxation AHHE - - - 297 - - - 297
Debt securites issued BEERES - - - W - - - pIy
Loan capital EEER - - 3,178 4,659 - 12,929 - 20,766
Other liabilities AtgE 8 1,012 308 136 2 - 7,545 9,091
Total liabilities AELE 90,588 115,515 71,245 39,281 5,093 15129 11,563 348,414
Net gap FER (63,894) (63,611) (23411) 28,959 88,917 32,552
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(d) Liquidity risk management (continued) d) RBESRMREIE(#)

The Bank RTT
2010 Restated £3%
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
MHAME  3EANE 155 E EHES
SRR 1EAR E3fiA 2% Z5% SERLE ol s
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  AWEST R¥AEET A%EEr AYEER  ANEEr  BMEER  BBEER
Pssets 43
Cash and balances with banks and other financial 54 RER(TRIEMA Bl
institutions igfeed 16,583 - - - - - 1,225 17,808
Placements with banks and other
financialinstitutions ERARAMEREREOEN 121 37,11 675 2,067 = = . 39974
Trade bills EESH 175 1,103 2539 13,669 = - 5 17,491
Trading assets RoRBEE - - - 291 756 248 2901 41%
Finandial assets designated at fair value EERRRERARYE
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 29309 7321 43,185 3800 191,063
Avaiable-for-sale financial assets IRIESHEE 120 1244 4018 5,076 8711 791 1202 21,162
Held-to-maturity investments BEIELE 2 793 153 1373 1420 - - 3,766
Undated assets EIRAREE = = - - - - 41937 41937
Total assets BELE 21,009 64,450 20,886 52,834 95,784 47,353 51273 353,589
Liabilties aff
Deposits and balances of banks and ROREMEREENEN
other financial institutions Rk 927 1382 901 - - - 3 3233
Deposits from customers REER 95,570 106,057 50,570 23390 1,119 - - 276,706
~ Demand deposits and current accounts - EERARERER 16,79 - - = = - - 16,9
- Savings deposit -HERR 78,595 - - - - = = 78,595
~Time, calland notice deposits - EEREAER 179 106057 50570 23,39 1,119 - - 181315
Trading liabities REARERE - - - - - = 243 243
Certficates of deposit issued BEENE = 535 874 1,776 2401 2,200 = 7786
Current taxation KB = - - a1 _ - _ i
Debt securities isued BETERES - - - - 24 - = y
Loan capital BEER - - - - 8,208 8,798 - 17,006
Other liabilities AthBE = 736 105 3851 3 - 6,580 11,275
Total liabilities BELE 96,497 108,710 52450 29458 11,9712 10,998 9,035 319,120
Net gap FEE (75,488) (44,260) (31,564) 23376 83,812 36,355

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.

HIMER 5 R A & Mg mAE AT aERN E]
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TEREFNEEBEBENRENNZERE
BENEARSRIEESOXINESE 2 AR

The following tables provide an analysis of the undiscounted cashflow projection
of the financial liabilities of the Group at the balance sheet date based on the

dates of their contractual payment obligations: #r
The Group RHE
2011
Between
Less than three  Between
Carrying ~ Gross cash  Repayable three monthsand ~ oneand  More than
amount outflow  on demand months  oneyear  fiveyears  fiveyears  Undated
bR apiih A 3EANL 180
REE aE  ORER gUT g B5E SENE EHEWAS
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
AUEEL BYEET BYEEn A%EEn  AMEER  BYRER  BMEER  BMEER
Deposits and balances of banks and other BIREREERNER
financial institutions Riteh 15,923 15,957 m 6,133 8,49 426 - 191
Deposits from customers RER 467,354 470,311 135,853 240,178 77,864 16,416 - -
~ Demand deposits and current accounts - EBRARERER 56,896 56,934 56,934 - - - - -
— Savings deposit -HERH 71452 71453 71453 - - - - -
~Time, call and notice deposits - EBRBAEN 333006 335,924 1466 240,178 71,864 16,416 - -
Trading liabities REREAE 4,548 4,508 - - - - - 4,548
Certificates of deposit issued EEIRNE 11,483 1183 - 2812 5453 3478 - -
Current taxation RERE n mn - - 3 - - -
Debt securites issued BEARRES 6,393 6,861 - 5 398 6,438 - -
Loan capita fBEaL 16,741 8435 - 3031 5,392 345 11,160 -
Interest rate swaps FEEHAL 4817 4817 - nm 789 2673 93 -
Other liabiltes EfRE 36,443 36,483 1,926 11,811 9,820 N 1 12573
Total &% 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
Reii @A 3EAME 180 E
KEE ag  IEER FUAT EIE Z5% SENE  EHAAH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AEEET AWAET A%EEr ABEET A¥pEn  A¥AER  A¥RET  BMEER
Deposits and balances of banks and other RREMERERNEN
financial institutions Riteh 9,994 10,057 1,013 431 4,037 607 - 23
Deposits from customers RER 419,833 421914 142,715 199,143 64,699 15,357 - -
~ Demand deposits and current accounts - EBRARERER 59,699 59,737 59,731 = = = = =
~ Savings deposit -HERR 82,366 82,367 82,367 = = = = =
~Time, call and notice deposits - EBRBAERN 77768 279810 611 199,143 64,699 15,357 - -
Trading liablties R5EEE 3,101 3,101 = = = = = 3,101
Certficates of deposit issued BEIERE 5,586 5,676 = 538 903 1,834 2401 =
Current taxation RERE 618 618 = = 618 = = =
Debt securites issued BENERES 4950 5,086 - 68 4776 1 = =
Loan capita fEEL 1268 16052 - 26 bi 9,595 5914 =
Interest rate swaps FEEHAL 6,101 6,101 - 55 1,006 3023 1,520 =
Other liabilities EtaE 28,775 28,775 1,674 6,991 9,522 358 - 10,230
Total &% 491,651 497,380 145,402 211,931 85,842 31,016 9,835 1335
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41.FINANCIAL RISK MANAGEMENT (conTINUED) B/ 76 [ B B 228 (am)

(d) Liquidity risk management (continued) (d) RBESEREE @)
The Bank RIT
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
RERd 3EA 3EANL 1E5LE

RAEE aE  HEER EDEN BE B5E SENE  EEWAS
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AMEEn BMEER BMEEn A%EEn  AMEEn  BYEER  BYEER  BMEER

Deposits and balances of banks and other ROREMEREENEN
financial institutions Rits 10,064 10,075 696 5,359 3829 - - 191
Deposits from customers LS 290445 290,985 89885 174379 24,951 1,770 - -
- Demand deposits and current accounts - REEHRARER 15,844 15,845 15,845 - - - - -
- Savings deposit -BER 13317 13317 13317 - - - - -
~Time, call and notice deposits - EERBRER 01284 201,823 m 174,379 24,951 1,770 - -
Trading liablities RORBERE 3827 3827 - - - - - 3821
Certficates of deposit issued BEARAE 13,683 13,943 - 2812 5453 3478 2,200 -
Current taxation REHA 297 297 - - 297 - - -
Debt securites issued BETREES W yIi] - 1 wm - - -
Loan capital fFEER 20,766 27,460 - 3431 5392 345 15,185 -
Interest rate swaps GlEsLic 4,368 4368 - 305 627 2514 0 -
Other liabilities AthefE 9,091 9,110 8 1,381 137 39 - 7,545
Total &8 352,782 360,308 90,589 187,668 40,928 11,253 18,307 11,563

2010
Between
Less than three Between
Camying  Grosscash  Repayable three  months and oneand  More than
amount outflow  on demand months oneyear  fiveyears  fiveyears Undated
Reini 3EA  3EAME 15 E

HHE gE  HEER AT Ek E5E SENE EARH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AERET A¥EEn AYesr AYeEn  AYeEn #MRsn  AYEEn  AYEER

Deposits and balances of banks and other ROREEREENEN
financial institutions Rits 3233 3233 927 2283 - - - 3
Deposits from customers RERR 276,706 277,066 95,570 156,781 23,565 1,150 - -
- Demand deposits and current accounts - REEHRARER 16,79 16,7% 16,79 - = - -
- Savings deposit - BERH 78595 78595 78595 - - = = -
~Time, call and notice deposits - EEREAER 181315 181,675 179 156,781 23565 1,150 = =
Trading liabities RORBEE 2432 2432 - - - - = 243
Certficates of deposit issued BEARNE 7,786 7876 - 1412 1,805 2459 2,200 -
Current taxation TEHA Iy Iy - - 4 - - -
Debt securites issued BETREES 241 145 - 1 2 1 = -
Loan capital fFEER 17,006 23338 - 26 611 10917 11,548 =
Interest rate swaps plEeeicr 4965 4,965 - 30 624 2,550 1,489 =
Other liabilties EthBE 11,275 11,329 = 844 3858 47 - 6,580

Total 2% 324,085 330,925 96,497 161,885 30,906 17,365 15,237 9,035
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D)

M=

(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:

(e) A=A ER

AT ERREEZRAREEZS SR
WEEEGRENFREREIEHRE
BERAFERZEGREZESRE &
KRTHMNERBER - WHETEENER
2 0 SR LIRS LA R REOR SR 1T B B B S BB
ROER - FIXRBRAESTSETHRE
EFERRNRELEETER - AEEZRA
REREETNWAEABEETHEN ARSE
AemBRNESERERNRREREEF
R - MEBREE A S E s - ##
R R B IR BEAS AR BT ©

o

o mf 2

L
En

AITERRITEMAMZRBNEETERE
FRER BRI - ZEESMTAEATTR
FRAERREEARNIBBEARBER
FrBh o AITRAEER B REBRBIMEHIA
FTHYR R R o

RITEHZEN TR R EHETENR -
BEABERZESERBENAFNER
I 75 B A A E AU B

BN BEEEYF=ZEHNGREDT T
FEiBEARRAEA BN KRREHARTIR200
EEHNNEFERMGEE - RTREFRE
IREE - ARBIATH RSB EER T E
AR ERAE - BRERTEMAEERR
ERREGREFIER-

TR B E 5T
TR B 5 AT R B R F R S B EFF
BRARGERERDALELOTE

2011 2010
HKD usb RMB HKD usb RMB
BT ES ARH BT e ARE
HKS Mn HKS Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYAET  BMEER  BYEEx  AWaEn  B¥EsEn B¥EER
Impact on earnings over the next %= £ 79200 /HE 2
12 months if interest rates rise HRK12EAK
by 200 basis points Bz 2 116 (12) 346 272 (172) 331
Impact on economic value if interest 475 382008
rates rise by 200 basis points HICEEBRNYE (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:

(i) 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 is on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

ZHBELMERANARERB A - JIKE
EERBENFEFERERENMEN - B
D TIRBIA T RFETT

() WERR RN EHRFITHRE
HAITEE B ;

(ii)

(i) RRLEREFEBER  RAFHERK
BRZEER R

BRREEEHNHARNEFRRZAFE
B o

o

(iv)
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41.FINANCIAL RISK MANAGEMENT (conTinuep) BF 75 BB B ()
(e) Interest rate risk management (continued) (e) RIEREIREIE (#0)

Actual changes in the Bank’s net interest income and the economic value resulting = FAmMERARITFNERAREBEEE
from the increases in interest rates may differ from the results of this sensitivity WEREHEZFREDTHERAEERA
analysis. EE

The following table indicates the expected next repricing dates (or maturity dates TRETREEATREAERBBENEFTT

whichever are earlier) for the interest bearing assets and liabilities at the balance

RFEEFTH (B EBREREE)

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 1FRE
HUT E3 a3 E55F SEHE FFE aa
HKS Mn HKS Mn HKS Mn HK$ Mn HKS$ Mn HKS Mn
EREET BREET BYEEET ERERT EREET EREET
Assets BE
Cash and balances with banks and 384 RAERITAEM
other financial institutions SREBRNER 66,976 125 8 - 4,652 71,761
Placements with banks and other ST R Ef SR
finandial institutions RER 33,654 27,276 1,127 - - 62,057
Trade bills EULS 20,859 15,822 - - 142 36,823
Trading assets RORBEE - 572 684 61 4,283 5,600
Financial assets designated at fair £ EABBEZEURB
value through profit or loss ATRENEREE 1,208 826 11,559 2,737 333 16,663
Advances to customers REET 274,410 36,060 9,108 1,286 58 320,922
Other accounts HihiRE 3n 197 12 5 26,442 27,028
Available-for-sale financial assets At ESREE 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 FHEEE - - - - 21,051 21,051
Total assets BERE 416,851 88,948 39,377 7,281 58,945 611,402
Liabilities afa
Deposits and balances of banks and  §#47 2 E- 1 & BY £
other finandial institutions TRk 14,147 880 43 - 853 15,923
Deposits from customers TEER 368,135 74,389 11,123 - 13,707 467,354
Trading liabilities THRBEE - - - - 4,548 4,548
Certificates of deposit issued BEIERE 6,242 4,195 1,046 - - 11,483
Debt securities issued BETEBES 241 - 6,152 - - 6,393
Loan capital EEER 7,837 - - 8,904 - 16,741
Non-interest bearing liabilities FEEEE - - - - 36,916 36,916
Total liabilities BESSE 396,602 79,464 18,364 8,904 56,024 559,358
Interest rate sensitivity gap MEGgREEE 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 3EAMUE 1E £
AT E1F E5F SELE HEE ok
HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HK$ Mn
BERET BERET BERET BERET BEEET BERET
Assets BE
Cash and balances with banksand 54 RAER/THEM,
other finandial institutions CRBRENET 44,547 40 - - 3,706 48,293
Placements with banks and other ~ EFT R Efo SRR
financial institutions oy 51,709 6,488 - - - 58,197
Trade bills EUES 16,411 1,530 - - 607 18,548
Trading assets RHRGREE 12 947 1,204 248 3,434 5,845
Financial assets designated at fair 5 F ARBIERARY
value through profit or loss ATEBREBEE 1,144 620 11,09 3,129 203 16,192
Advances to customers TEEX 243,887 41,301 6,677 1,400 2,678 295,943
Other accounts HiBETE 1,719 120 - 2 22,256 24,097
Available-for-sale financial assets ARLELREE 13,642 6,971 14,583 2,971 2,612 40,779
Held-to-maturity investments BRIERE 1,729 1,381 1,832 172 = 5,714
Non-interest bearing assets FEEAE - - - - 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 ~ $#17 R 2 & BL D
other finanial institutions FRRER 8,734 1,222 10 - 28 9,994
Deposits from customers BPER 330,410 69,189 6,143 - 14,091 419,833
Trading liabilities RHRRER - - - - 3,101 3,101
Certificates of deposit issued BETEHE 2,230 1,420 1,936 - - 5,586
Debt securities issued BRIEBES 241 4,709 - - - 4,950
Loan capital BEER 4,660 - 3,548 4,485 - 12,693
Non-interest bearing liabilities FEERR - - - - 29,393 29,393
Total liabilities BEEE 346,275 76,540 11,637 4,485 46,613 485,550
Interest rate sensitivity gap FIEHREZD 28,525 (17,142) 23,755 4,037




The Bank of East Asia, Limited SZ54R{TARAT 111

NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff & (4

41.FINANCIAL RISK MANAGEMENT (conTINUED) B/ 76 [ B B 228 (am)

(e) Interest rate risk management (continued) (e) RIEREIREIE (#0)

The Bank $R1T
2011
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
3f8A 3EANL 1FRE
HUT 215 B5% SEHE FER X
HKS Mn HKS Mn HKS Mn HK$ Mn HKS$ Mn HKS Mn
EREET BREET BYEEET ERERT EREET EREET
Assets BE
Cash and balances with banks and 314 RER{TME M,
other financial institutions FRIBENET 19,655 - - - 2,915 22,570
Placements with banks and other  7ESRTT R E b & BUHTE
financial institutions ope=: 26,368 7,002 - - - 33,370
Trade bills EULS 15,934 19,918 - - 24 35,876
Trading assets RHRBEE - 31 622 62 3,444 4,159
Financial assets designated at fair £ EABBEZENRB
value through profit or loss ATRENEREE 1,208 826 11,559 2,737 123 16,453
Advances to customers EEER 181,822 10,425 4,445 460 106 197,258
Other accounts HidRA 165 196 - - 5,974 6,335
Available-for-sale financial assets At ESREE 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 FEEEE - - - - 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 ~ $#47 [z E- & BY £
other finandial institutions TRk 8,947 264 - - 853 10,064
Deposits from customers EEER 250,659 24,736 1,742 - 13,308 290,445
Trading liabilities RHRBARE - - - - 3,827 3,827
Certificates of deposit issued BEAERE 6,242 4,195 1,046 2,200 - 13,683
Debt securities issued BRTELES 241 - - - - 241
Loan capital EEER 7,837 - - 12,929 - 20,766
Non-interest bearing liabilities FEEEE - - - - 9,388 9,388
Total liabilities BEEE 273,926 29,195 2,788 15,129 27,376 348,414
Interest rate sensitivity gap FIRGREZR (9,988) 15,240 18,846 (11,124)




112 The Bank of East Asia, Limited RE3$R1THR AT

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

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 3MEAMNE 1EME
AT E S Z5F SELE FER g
HKS$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEET BEEET BERET BEAET BEEET BEEET
Assets BiE
Cash and balances with banksand B4 RAEHTAEAM,
other financial institutions TREBNETE 15,663 - - - 2,145 17,808
Placements with banks and other ~ EET R Efo SRR
financial institutions oy 37,907 2,067 - - - 39,974
Trade bills BHEE 10,288 7,007 - - 196 17,491
Trading assets RHRGREE 1 290 756 248 2,901 4196
Financial assets designated at fair 5 F ARBIERARE
value through profit or loss ATEBNEBEE 1,144 620 11,09 3,129 203 16,192
Advances to customers TEER 168,249 8,477 4,431 502 2,674 184,333
Other accounts HihiRE 916 105 - - 5,709 6,730
Available-for-sale financial assets ARLELREE 11,838 3,500 3,909 713 1,202 21,162
Held-to-maturity investments BRIEERE 1,604 1,298 864 = = 3,766
Non-interest bearing assets FEEAE - - - - 41,937 41,937
Total assets BERE 247,610 23,364 21,056 4,592 56,967 353,589
Liabilities BfE
Deposits and balances of banks and ~ $#47 [ -t & RO FE Y
other financial institutions TR 3,205 - - - 28 3,233
Deposits from customers BPER 239,202 23,390 1,119 - 12,995 276,706
Trading liabilities RHRRER - - - - 2,432 2432
Certificates of deposit issued BREITEHNE 2,230 1,420 1,936 2,200 - 7,786
Debt securities issued BRETERES 241 - - - - 241
Loan capital BEER 4,660 - 3,548 8,793 - 17,006
Non-interest bearing liabilities FEEER - - - - 11,716 11,716
Total liabilities BEEE 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)




The Bank of East Asia, Limited BI5R{TERLAT 113

NOTES ON THE ACCOUNTS (CONTINUED)
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(e) Interest rate risk management (continued)

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

(e)

AR 78 Bff = (

&)

2= E f B 1 ()
TREARARE12A310 L EEREESH
TAZ BMFIREE

The Group £ The Bank 17
2011 2010 2011 2010
% % % %
Assets BE
Cash and short-term funds and RBe RERTNEM S RlE
placements with banks and other MET - RERTRAM
financial institutions TREBNER 0-5.72 0-7.65 0.01-5.43 0-5.45
Trade bills, advances to customers and
advances to banks and other BHRE  BRPERRET
financial institutions PEYukaz 2 LI bN 0.31-53.39 0.46-52.03 0.31-21.49 0.46-18.00
Securities (Note) BH (32 0.10-7.75 0.04-7.75 0.10-7.75 0.04-7.75
Liabilities af8
Deposits and balances of banksand 17X E & RIEERNER
other financial institutions RiEH 0.01-7.41 0.01-6.50 0.01-7.41 0.01-4.65
Deposits from customers ERER 0-8.11 0-12.04 0-6.25 0-5.30
Certificates of deposit issued and
loan capital BRETERERBEER 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 WiiF . BFOAREREGEAE  XZEE - EE
designated at fair value through profit or loss, securities measured as loans and RBBEm KRB FIEENZHE
receivables, available-for-sale financial assets and held-to-maturity investments. E -~ UEHKREKRE ST EFES -« AT
BRI ESHEERFZIIHRE -
(f) Strategic risk management (f) RS ESEE

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.

(g9) 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.

(9)

KEMEAREENENREERTRBER
ERTE B I R4 78 FORE M 5| A K
BEARTEMRR -

BRI NELRBERREERE &
ERREEABEEZEQAAREEER
BIUERR - EEABEEZESKRAKRER
ZEEMEFER-

ERERNEERRER

ERRR - RENGOREIRNT - —K
AR AFEAMBET AR EAE
E&y B BEERABIRR

FERBRREARHARE —RRERER
BRI TRAMBERORE - LEFHE -
TEEEET  AARFEARYAKEDN
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ZEPER TR - HEBHRARD
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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.
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ERBERR - LERREEZESLRAR
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FAIR VALUES OF FINANCIAL INSTRUMENTS €@ T AN A FEEE

(a) 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.

(@) AATFEEIIERNERTA

AFEEGBFRRESH T RN IEMEE
TIZERNE R ERREL - Bit—K2
TEE - REBUTIIND BT EAERF
BE :

FE - 2ER-—TRAEERM SIS

B2 - REBEFATERNBAZ B HERK -
RURFIEENTE - BFEATHR : 348
ETRAZEMSMSNTISRE : siEE
TAAEIFREMSMSNTIHERE : kHM
HEEX  MREHEEXFANBAS
2 TEEIHEEATSEREMSOEIE -

3 - REEREFITERFINGAR
2 BERN - BURBIGENTR - K
ERAMBAZ2HRIFTERNEE - 1
ZEFUERNBEIUHREELEAY
2o RULABIGENTA - hBEEERT
SREHEEERTANTSRE  EETH
EFEHFTBRZBARERLARE - URBRTR
SEBMTAZRMZER -

RERBMSEENSREAEREREE =
REMESREXAXHE FRENETHLF
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HEZERNPEGERN - BREERN
ZBRRBASEBIEERRAE - BER
R REER  IMERBE  EHER B
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BRERBTANER  MZEBUTHRASER
EAFRG TARTISALRENER o

AEEGERRZEANGEEES - UEE
—RUERBEESHTANATEE  Him
EFERUEEMSER KBRAEEERS
HE R Atz MR R R - ATERRER
REXNBASE  BEAUKMS LN ED
BEERENES EXZMEENITETA
MEERIBINRHITET RMA R 5 H
e EMABRTEERREANBAS
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ROEMEEAFEBENTRERR - 25
RSUBEEMSERRAAZE  RFER
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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
method:

ERBEMNEMTIA AEESERART
HEARRMENGERAKBMEK - BHE
FABATRARERNEE2HIRERT
SHREEET - MO ARTISER SR R
B SEABRMGmEE - ZEEFA

EMIFABRE 2B ASBOGEERR - F
EEEERARZRHERHE REE - 68
EEERTANQFEE  MBREEENG
BERA - RAEZERTAREERRR
REER  RERXRZHF HRONERER
AR - UREBEANMERE » —K
BHREEEENH B
REBEEHFAERFEERL T EEES -
I # B 45 B S R B FR T RE X B S A
REBAR HASRMTAMERMA(R
Bl o BERZENREFEEMEL o ERRK
RAMEBRRAMARBERRAORA REL
BT e

TRERBMGEEDE - OMEMTAZAF
BfE:

201
The Group &8 The Bank 17
Level One  Level Two  Level Three Total  LlevelOne  Level Two Level Three Total
F14 28 38 e F18 28 38 ag
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
REEL E¥AET BMEER RMEEn A%EEn AMEER B¥RER  BMEER
Assets BE
Trading assets SHAREE 2,363 2,886 351 5,600 1,761 2,260 138 4,159
Financial assets designated at fair value REABBERARYE
through proit r los ATEENLREE 10,784 5819 -6 10578 5875 - 16483
Avalable-for-sale financial assets MRIESHEE 35,860 8,374 676 44,910 21,265 6,796 568 28,629
49,007 17,139 1,027 67,173 33,604 14,931 706 49,41
Liabilities B
Trading liabilities RFPREE 18 4197 333 4,548 18 3,489 320 3827
Financial liabilities designated at fair value REABBRENRY
through profit or loss ATEBNERAR 3178 5212 - 8450 1,203 5212 - 12475
3,196 9,469 33 12,998 7221 8,761 320 16,302
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) £ T AW A FEE @)

(a) LAFEEFERENEHIE @)

(a) Financial instruments carried at fair value (continued)

2010
The Group £ The Bank 5347
levelOne  LevelTwo  Level Three Total  LevelOne  LevelTwo  Level Three Total
18 EE 38 a8 E16R ER 38 E
HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn HK$ Mn HK$ Mn HKS Mn
AEEET A%pEn  ANAEnT AMEET  MEREn  AEEEn  AMEER  AEEEn
Assets EE
Trading assets THAREE 4147 1,404 294 5,845 3,030 962 204 4196
Financial assets designated at fair value BT ARBERRE
through profit or loss ATRENERAE 11,406 4786 - 16,192 11,406 4786 - 16,192
Available-for-sale financial assets NHEESREE 35,632 4528 619 40,779 17,211 334 544 21,162
51,185 10,718 913 62,816 31,713 9,089 748 41,550
Liabilities gk
Trading liabities R5RzAk 3 280 278 3101 3 2173 256 2432
Financial liablities designated at fair value EEERRERNRG
through profit or loss ATEENERAR 3548 2754 > 6,302 7861 2754 = 10,615
3,551 5574 278 9,403 7864 4927 256 13,047

FR - REBF1RRB2ED R EEERF
BEZERTA MEZMIL\EANES -

During the year there were no significant transfers of financial instruments
between Level 1 and Level 2 of the fair value hierarchy.

() ERAEEMFABRIBALENS
BMITAMKE
EHRTEAEZMIENERAAZY
MIE EQAFEEZZSHOT :

(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
RHBREE -
fTETRZ AfEE
EAYER SREE Eot ]
HKS$ Mn HKS Mn HKS Mn
BEEER BEEER BYEER
Assets &E
At 1st January, 2011 R2011E1A18 294 619 913
Purchases BA - 94 94
Settlements ®E (104) (117) (221)
Changes in fair value recognised in
the income statement AT EEEHERNGEE 161 - 161
Changes in fair value recognised in AFEEZPEINEM
the other comprehensive income 2EME - 80 80
At 31st December, 2011 R2011%12831H 351 676 1,027
Total gains or losses for the year included in REERHEZEEMD A
available-for-sale fair value reserve of FEAEMEEKE A
the other comprehensive income for assets HERNTEAERE 2 RER
held at the balance sheet date EiREE - 80 80
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REEBHFZEEMERTA
net trading income FEERRRRZ R FBNEFE 161 - 161
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Trading assets -
Positive fair value

The Bank $#17

Available-for-sale

of derivatives financial assets Total
REBEEE -
fTEIRZ AHHE
EAYEE SREE ot
HKS$ Mn HK$ Mn HKS Mn
BEBERL BEBERT BYEEER
Assets EE
At 1st January, 2011 R201ME1A1R 204 544 748
Purchases BA - a4 a4
Settlements #e (57) (106) (163)
Changes in fair value recognised in
the income statement ATLEEEDERAEE 9 - 9
Changes in fair value recognised in ATHEEZSERNED
the other comprehensive income 2E%E - 86 86
At 31st December, 2011 R2011412831H 138 568 706
Total gains or losses for the year included in REERBEZEEMEAA
available-for-sale fair value reserve of ERENEMPERE 2
the other comprehensive income for assets HERATEERE Wak
held at the balance sheet date BREE - 86 86
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REEBRBZEEMEEA
net trading income FEAKRRZ X HRNFE 9 - 9
The Group £
Trading assets -
Positive fair value Available-for-sale
of derivatives financial assets Total
ROPBAE -
fTETAZ AfRHE
EAYER PREE pot]
HK$ Mn HK$ Mn HK$ Mn
AEBET AEBRET AEEET
Assets B&
At 1st January, 2010 ®2010F1A1H 101 393 494
Purchases BA - 191 191
Settlements ®E (47) (1) (48)
Changes in fair value recognised in
the income statement ATEBEZDERNERR 240 = 240
Changes in fair value recognised in ATHEEZSERNED
the other comprehensive income 2E%E = 36 36
At 31st December, 2010 2010512 A31H 294 619 913
Total gains or losses for the year included in REEBRAZBEMERA
available-for-sale fair value reserve of FENEMPEKE 2 1H#
the other comprehensive income for assets HEQAFEBERE RGN
held at the balance sheet date BiREE = 36 36
Total gains or losses for the year included in
the income statement for assets held at
the balance sheet date recorded in REEBRAZBEMERA
net trading income FEAKRRZXHRNFE 240 = 240
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) R T B A FEE @)

(a) Financial instruments carried at fair value (continued) (a) L AFEEFERENSHTE @)
(1) Valuation of financial instruments with significant unobservable inputs (1) ERAEEMFABRELHAZENER
(continued) TAMEEE)
The Bank $R17

Trading assets -
Positive fair value Available-for-sale

of derivatives financial assets Total
RHPEBE -
FTETRZ AHRHE
FATERA SRAE e
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET
Assets BE
At 1st January, 2010 R2010F 1818 21 341 362
Purchases A - 168 168
Settlements #E (2) (1) @)
Changes in fair value recognised in
the income statement AT EEZSRRN KGR 185 - 185
Changes in fair value recognised in ATEEZSERN A
the other comprehensive income 2EME - 36 36
At 31st December, 2010 #®2010612A31H 204 544 748
Total gains or losses for the year included in REERRFEZEEMDA
available-for-sale fair value reserve of FENEMRERE 2 I
the other comprehensive income for assets HERTBERE 2GR
held at the balance sheet date Bl = 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 FERARRR L X HRNFE 185 = 185
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BRIEM & (4&)
The Group 58 The Bank 81T
Trading liabilities—  Trading liabilities -
Negative fair value  Negative fair value
of derivatives of derivatives
RERBAE- REPBEEE -
TEIAZANTEE TEIAZEATYEE
HKS Mn B BET HK$Mn B¥EER
Liabilities afE
At 1st January, 2011 M2011F1 A1 278 256
Settlements ot (123) (118)
Changes in fair value recognised NTEEZHER
in the income statement iNIEEES 178 182
At 31st December, 2011 20114128318 333 320
Total gains or losses for the year
included in the income statement for REERREZBE
liabilities held at the balance sheet date mMEst AEER
recorded in net trading income R 2 X WA FH 178 182
The Group &4 The Bank #R47
Trading liabilities — Trading liabilities —
Negative fair value Negative fair value
of derivatives of derivatives
RHMBTEE- RHBBEE-
TETACZERATEE THETAZEATER
HKS Mn B EEIL  HKS Mn BB BEET
Liabilities =L
At 1st January, 2010 F201061 818 92 90
Settlements e (45) (44)
Changes in fair value recognised NTEEEZDER
in the income statement RiEE 231 210
At 31st December, 2010 2010128318 278 256
Total gains or losses for the year
included in the income statement for REEBREZEE
liabilities held at the balance sheet date MEAFER
recorded in net trading income Wk 2 X5 WA FE 231 210
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) R T B A FEE @)

(a) Financial instruments carried at fair value (continued)
(2) Effects of changes in significant unobservable assumptions to reasonably
possible alternative assumptions

(a) L AFEEFERENSHTE @)
Q BEEMFAIERIBREHEAE
AT BEBRRAEL WYY

2011
Effect recorded in profit or loss Effect recorded directly in equity

BEECERNEE L2 HE EERERARAER 28
Favourable (Unfavourable) Favourable (Unfavourable)
=E (FF) Z=il ()
HKS Mn B¥EET HKS Mn B EERT HKSMn B%EET HKS Mn B%EET
Trading assets RGBBEE 29 (29 - -
Available-for-sale financial assets ARNESREE - - 56 (56)
29 (29) 56 (56)
Trading liabilities RHBHARE 28 (28) - -

2010
Effect recorded in profit or loss Effect recorded directly in equity

BEEGHNMER bR BEGHNRE R LR
Favourable (Unfavourable) Favourable (Unfavourable)
A (7)) =X (°F)
HKS Mn BB EET HKS Mn BEEET HKSMn BEEET HKSMn BEBET
Trading assets RHBREE 25 (25) = =
Available-for-sale financial assets At ESREE - - 52 (52)
25 (25) 52 (52)
Trading liabilities RHAEEE 23 (23) = -

The fair values of financial instruments are in certain circumstances, measured
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:

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

(i) The fair value of variable rate financial instruments is assumed to 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.

EETHERT  FEeRMIANATE
EFfEANGERN  HEHNRRIL
ERBERAR AN AIBREMSER
S181% - IIERRBE M AR TI5E
% EREREAFEBZHHE - B
AERAEABATZREBREMEED
IE - B10%MEENILITES -

(b) AAFEEUINFIRNERTALD
FEE
FEBRA T EMEERRBE - UEEN
THSBMTANATEE -

() TRIGEHMRAERFHNFEER, N
AFEE - DREANGEE A AHZER
M S o

(i) FELMIANATEE NRE/H
HIREERE - S TARERMIE
EHEBES AR EENERERR
EREREEMR T EED R ELERE
ERBGHRA DB T AER - AEL
FEETERRAEEZENARE -
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BRIEMIEE (8)

(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.

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.

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:

(iv)

(vi)

GRIIEP
RARRZ &

128

£=E

Fair value

APEE

) SABESERAANBRBYTE B B R FIRIB E
WRAFEE  DELSEFIZEEE:
PSR AL EY B BT 5 FI R S By - LATH
BRIER LR F ARG - AREROE
EREYERERIENATEESS
BEERSBBRET 25 T IAER
EAEATFEEAER  BEFEAS
BHERNEERENREH TG TUE

oS

FELETERRERENAFEERETEIE
RTRAERMBREITINER - HEE
BRENFEE  IRRBEEHZRE
BETEAFTHE -

HETHRRRELE N AT EER
i REREEEERAERNSREE
AR, -

ERLMBERRAFEE BU2
ZHERERBHDFXHF AL ER
ZAIBSABERMERE - ARAER
WA 2ERTZEMEE - TAARE
FEBHELRRABRBERNEER -
HEREMBERZBER T MERERE
H AR A R B RAEHH LR - W
ETRARAENEBENUEERT
BfE-

" ZNER B R SR AT LARK ANl 6K AR
Et T ARRMEME - HEN20114F
318 K2010FERAZ AT EEEE -

2010
Carrying amount

SRR

o —

HKS Mn BEEET

Fair value

AFEE

HKS Mn BEEET

4,658

6,515

The Group
2011
Carrying amount
REE
HKS Mn B¥EET HKS Mn B¥EETR

Financial assets SREE
Held-to-maturity investments IR E 4,587

Financial liabilities FREE
Debt securities issued BETEBES 6,393
Subordinated liabilities %kEaB 13,563

13,559

5714 5,851
4,950 5,048
9,145 9,045
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42.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) R T AW A FEE @)

(b) Fair values of financial instruments carried at other than fair value
(continued)

(b) LA EEUMNBRNSHIERD
FEE @)

The Bank BT
2011 2010
Carrying amount Fair value Carrying amount Fair value
REE AVEE HREE AFEE
HKS Mn B#EET HKS Mn BEEET HKS Mn BB EET HKS Mn BHBEET
Financial assets SRAE
Held-to-maturity investments BEIEHRE 2,880 2,922 3,766 3,836
Financial liabilities SHBE
Debt securities issued BETREES 241 241 241 241
Subordinated liabilities ®EERE 13,563 13,559 9,145 9,045

43.OFF-BALANCE SHEET EXPOSURES EE& &E&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:

(a) FREBERARE
SEAABARARIBEINA WS HE
BT

The Group 58
2011 2010
HKS Mn R EET HKS Mn BB EET

The Bank $17
2011 2010
HKS Mn A% EET HKS Mn BB EET

Direct credit substitutes EEEEREM 10,456 8,915 6,464 5,687
Transaction-related contingencies B S EENIAER 1,159 1,309 880 826
Trade-related contingencies HESBEMNIAER 2,321 1,907 1,673 1,316
Commitments that are unconditionally — RT&(HEUE M BES @4

cancellable without prior notice HEIE 41,114 37,453 40,246 37,521
Other commitments with an original

maturity HivEEMREIEA

~up to 1 year - 1EFUAT 76,774 48,604 4,299 6,775

—over 1 year - 150 E 16,657 19,690 14,944 18,294

148,481 117,878 68,506 70,419

Credit risk weighted amounts EERBINESLS 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.

FRBERAEZREEAEANTAR - 815
RUREEENALRR  EAE  BERE
FENKIE - AHESEESHERONTRER
BRBEFROFPIAERRAEHE - BNR
HEREMNANRBNKEBSEEEELRL
RMATEY - AHNSET TRRBFARRR

=B
ﬁmui °
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(b) $TETA
TTETARIEM AN S B EEAERIEH
EEEERENTHFAL -

(b) Derivatives
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 EERBITHNEETETIETSHEINGSE

derivative for the Group and the Bank: SEMEWLT
The Group £@
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
REBRE
MR BRAF
REHH EEERIE
x5 gtk BAEE 2t | FRFEE g
HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn
BEEBT | B%EERT AWEERT  BWEEx | A¥EERR | B%EER
Exchange rate contracts EEEH
Forwards and futures ERRHRBE 87,776 - - - - 87,776
Swaps BHR S 75,636 - - 94,850 94,850 170,486
Options purchased B A E 1,707 - - 50,120 50,120 51,827
Options written it B 2,383 - - 49,974 49,974 52,357
Interest rate contracts HEEH
Forwards and futures BB SRS - - - 1,689 1,689 1,689
Swaps BHR 5 53,225 11,354 15,995 66,128 93,477 146,702
Equity contracts B &4
Swaps BHR 5 - - - 7,089 7,089 7,089
Options purchased AL 168 - - 2,558 2,558 2,726
Options written i B 275 - - 1,894 1,894 2,169
Others Hit - - - 2,091 2,091 2,091
221,170 11,354 15,995 276,393 303,742 524,912




The Bank of East Asia, Limited EI5R{TERLAT 125

NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

43. OFF-BALANCE SHEET EXPOSURES (conTinuep) & ZE B &R A /MRS ()
(b) Derivatives (continued) (b) FTET B @)
The Group %

2010 Restated £
Managed in

conjunction
with financial

instruments

designated

Qualifying at fair value
for hedge through Non-trading
Trading accounting  profit or loss Others Total Total
RRRER

PARBAF

fia%h EESRTIA
25 I BAER Hty | FR588E e

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥RET | A¥EEr A¥EERT  A%EER | BN¥AsT | ANBEER

Exchange rate contracts RS
Forwards and futures BRRHREE 53,582 - - - - 53,582
Swaps i 17,636 - - 83,318 83,318 100,954
Options purchased A 1,325 - - 29,643 29,643 30,968
Options written i A 1,793 - - 29,826 29,826 31,619
Interest rate contracts FIREH
Forwards and futures BRRHREE = - - 1,678 1,678 1,678
Swaps i) 21,894 8,242 17,385 37,195 62,822 84,716
Equity contracts RRGAEH
Swaps L) - - - 6,044 6,044 6,044
Options purchased AR 11 - - 2,431 2,431 2,542
Options written i 106 = = 1,766 1,766 1,872
Others Hit - - - 513 513 513

96,447 8,242 17,385 192,414 218,041 314,488
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BRIE ML (&)
The Bank BT
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
RERRS
MRBRAF
REEH EEERMIE
X5 gt B EE Ht | #kRFZAE BE
HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn HKS$ Mn
B¥EET < AMEEx EMEER  A%EER | EWEER  EMEER
Exchange rate contracts ERAL
Forwards and futures BORHREE 73,543 - - - - 73,543
Swaps BHR S 28,324 - - 94,092 94,092 122,416
Options purchased A 1,707 - - 50,120 50,120 51,827
Options written et 2,383 - - 49,974 49,974 52,357
Interest rate contracts GESSEY
Forwards and futures BHZ SRR - - - 1,689 1,689 1,689
Swaps R 5 3,602 11,354 15,995 63,291 90,640 94,242
Equity contracts ROEH
Swaps %5 - - - 6,796 6,796 6,796
Options purchased FBAIE 168 - - 2,558 2,558 2,726
Options written agut:itd 275 - - 2,558 2,558 2,833
Others Hit - - - 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 (conTinuep) & ZE B &R A /MRS ()

(b) Derivatives (continued) (b) FTET B @)
The Bank ]RIT
2010 Restated Ef
Managed in
conjunction
with financial
instruments
designated
Qualifying at fair value
for hedge through Non-trading
Trading accounting  profit or loss Others Total Total
RRRER
PARBAT
et BEZRIA
25 EE BEAER it FRHEE e
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥RET | A¥EEr A¥EERT  A%EER | BN¥AsT | ANBEER
Exchange rate contracts RS
Forwards and futures BRRHREE 46,127 - - - - 46,127
Swaps i 17,636 - - 54,146 54,146 71,782
Options purchased A 1,325 - - 29,643 29,643 30,968
Options written afart:iil: 1,793 - - 29,826 29,826 31,619
Interest rate contracts FIREH
Forwards and futures BRRHREE = - - 1,678 1,678 1,678
Swaps BHRS = 8,242 17,385 37,385 63,012 63,012
Equity contracts RRGAEH
Swaps i) - - - 6,142 6,142 6,142
Options purchased A 111 = - 2,431 2,431 2,542
Options written o 106 = = 2,431 2,431 2,537
Others Hit - - - 435 435 435

67,098 8,242 17,385 164,117 189,744 256,842
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AR T8 fff & (48 )

Derivatives arise from futures, forward, swap and option transactions undertaken PTHTEEAAEERAITEINE « TR R
by the Group and the Bank in the foreign exchange, interest rate and equity IETIHHETHE B8 EHREERS
markets. The notional amounts of these instruments indicate the volume of MES4 - ELETANERSBEELEERD
transactions outstanding at the balance sheet date; they do not represent amounts RERORZE  BITRERAEZERD
at risk. BHE o
The fair value and credit risk weighted amounts of the aforesaid off-balance sheet At EEBBERAINERNATFEEREE
exposures are as follows. These amounts do not take into account the effects of ERRNESELT  ELSBEWARTALES
bilateral netting arrangements. FRETHNTE
The Group
£8
2011 2010 Restated E#R
Assets Liabilities Assets Liabilities
& & BE BfE
HKS Mn A% EERT HKS Mn B¥EET HKS Mn BB EET HKS Mn B EET
Fair value (Notes 24 and 35) A BEHZ24%35)
Exchange rate contracts EXEH 1,440 1,397 879 712
Interest rate contracts FIEEL 1,403 2,829 703 2,280
Equity contracts Ripa# 337 292 154 104
Others Hit 35 20 2 4
3,215 4,538 1,738 3,100
The Bank
17
2011 2010 Restated E#5
Assets Liabilities Assets Liabilities
&E af BE &
HKS Mn BB EERT HKS Mn BBEET HKSMnBEBET HKSMnBEBET
Fair value (Notes 24 and 35) NV EEH7245%35)
Exchange rate contracts EXLH 984 1,076 545 466
Interest rate contracts FEEH 1,185 2,433 535 1,877
Equity contracts BRiAEH 179 288 124 883
Others Hity 28 20 2 -
2,376 3,817 1,206 2,431
The Group The Bank
£ 817
2011 2010 2011 2010
Restated Zf Restated 4R
HKS Mn B¥EET HKS Mn B EEL HKS Mn B EET HKSMn BEEET
Credit risk weighted amounts * FERBIESSE *
Exchange rate contracts EEEL 3,148 2,144 2,834 1,916
Interest rate contracts FIEEH 1,378 678 1,189 551
Equity contracts RiAEH 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(ELX)BAD KT HRH £
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st R EETTAR B G B L T ER2011F 125

December, 2011. 31AZEERBRZ RBRINEESSE
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AR IR Fff 5 (48)

43. OFF-BALANCE SHEET EXPOSURES (conTiNuED) B E B &R AN E B ()

(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)

PTHET A
ERIHEBEERBRAINZBNEHNLEE
28 AFEEREERBRNESE - 2F
EBELARGFEEERRNESE - 252
BRRRCRITE(BER)RRDETE - 2F
EBERIEEEME R SEEEZHEN
BLEERNEHORA

AFEEREAEAZEANNBIEER
B o FERBRINESELBRRBARITE(E
A)RADEHE -

TRANMEFEE A AEBEREIHHMREE
ZRIBHEERREAITETANEESE -

The Group £8
Notional amounts with remaining life of
HRHRNEEEE
2011 2010 Restated E5
1year  Over1year Over Tyear  Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1EGUT 1ENLESE SENE faE  1EIUT 1ENERSE SENE et

HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn HKSMn HKSMn
BY¥EEn BMEEn BMEEn BMEEn  AYEEn  AYEER  AYEEn  RMEER
Interest rate erivatives e 90,748 42,601 15082 148391 29,144 41589 15,661 86,394
Currency derivatives EENETA 274,940 83,951 7 38968 210211 6,783 19 2713
Other derivatives EtifT4TE 6312 7,625 138 14,075 7,004 375 211 10,971
00 134177 15257 51434 246359 52,128 16001 314488
The Bank $7
Notional amounts with remaining life of
e ERNZELE
2011 2010 Restated £

1year  Over 1 year Over Tyear  Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1EGUT 1ENLEESE  SEME BE  EAT 1ENEEE SENE ks
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS$ Mn HKS Mn HKS Mn
AMAERL AMAER AMAER  AMEER  A¥EEn  ANEEr AFEEn AMEEn
Interest rate derivatives FEfATA 56,070 24,827 15,034 95,031 23829 25205 15,655 64,689
Currency derivatives EEHATA 213529 83,136 - 29665 174039 6,457 - 1804%
Other derivatives AffiATA 6,275 7906 255 14,436 6927 4320 410 11,657

275,874 115,869 15,289

407,032 204,79 35,982 16,065 256,842
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AR IR B 5 (48)

(c) Capital commitments

Capital commitments outstanding at 31st December and not provided for in the

accounts were as follows:

() EAXREE
12831 BARERMEIS RERBHIREER
B REBENT
The Group £8 The Bank 17
2011 2010 2011 2010

HKS Mn B®EERT HKS Mn B¥EET HKS Mn B¥EET HKS Mn BREET

Expenditure authorised and

contracted for BRAEZEUEED 17 179 17 136

Expenditure authorised but not
contracted for BAAES 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) BEHERE
R2011F12A8318 - ETATHEALER
A RRREEMAAEFEEEDT

The Group 58 The Bank 817
2011 2010 2011 2010
HKS Mn B¥EET HKS Mn A EEL HKS Mn BEEER HKS Mn Bl BET
Properties ES
Within one year 1A 472 428 174 153
After one year but within five years 1EE5FR 986 764 150 156
After five years SELME 300 374 - =
1,758 1,566 324 309
The Group £ The Bank 817
2011 2010 2011 2010
HKS Mn BB EET HKS Mn BHEEST HKS Mn B¥EER HKSMn BHEET
Equipment B
Within one year 1A 6 20 2 2
After one year but within five years 1FESER 1 18 2 3
17 38 4 5

The Group and the Bank lease certain properties and equipment under operating

REBRATUEZHERABAETYE

leases. The leases run for an initial period of one to twenty five years, with an Mk - MEFHA1FE25% - FHAKA

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.

E%ffﬂﬁﬁmﬂ%ﬂ’ Z#% o HENRESTE
BEFREARRTERS - MEEHLT
@%E}iﬁ%ﬁ@ o



The Bank of East Asia, Limited SZ5sR{TERAT 131

NOTES ON THE ACCOUNTS (CONTINUED)
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44.NOTES ON CONSOLIDATED CASH FLOW STATEMENT &R &R R

(a) Purchase of subsidiaries

(a) WEEKIB AR

2011 2010
HK$ Mn BEEHET HK$ Mn BEEHET
Net assets acquired EEANFEE

Cash and balances with banks and & RIFRITRE A & BhikiE
other financial institutions Epeyed 15 310
Advances and other accounts less provisions B BR 2 2 B R E A ARIE 18 473
Fixed assets EEEE 1 2
Deferred tax assets RERIRE E - 3
Current taxation AREARRIR (2) )
Other accounts and provisions HAbBRIB R 2= (10) (471)
22 315
Goodwill arising on consolidation RIBfARAREENHE 68 47
Intangible assets acquired BAREAE - 2
Total purchase price R HEAE 90 364
Less: Cash and cash equivalents acquired B BANIRS RERESER (15) (310)
Cash flow on acquisition net of cash acquired £ % 84 Uk FrEE A VIR &7 75 54

(b) Disposal of subsidiary (b) HEMB QTR

2011 2010

HK$ Mn B EETT HKS Mn BBEET

Net assets disposed of

Cash and balances with banks and
other financial institutions

Placements with banks and other financial

BHEFEE
R RAERITIEAD S BILE
T - 68

institutions TEIRTT RE M & RS 173X - 296
Advances and other accounts less provisions EINBREE 2 B R E A ARTE - 2,410
Held-to-maturity investments BRI E - 240
Fixed assets ExEE - 7
Deferred tax assets REFRIEE E - 8
Deposits and balances of banks and

other financial institutions HRITREM S RSB R RS - (221)
Deposits from customers BPER - (1,725)
Trading liabilities RSABAE - 9)
Current taxation sl - (1M
Other accounts and provisions HAbARIA R 2 - (722)

- 351
Add: Gain on disposal m: BERF - 238
Less: Cash and cash equivalents disposed B HERERERREER - (68)
Cash flow on disposal of subsidiary HENBRRIMNIRER - 521
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=t

(c) Cash and cash equivalents
(i)

Components of cash and cash equivalents in the consolidated cash flow

(0 BERERREIAR

)

EReRERERANRERERRES

statement 18 B 8K 5
2011 2010
HKS Mn B¥EET HKS Mn B¥EET
Cash and balances with banks and & RERITMEA S B
other financial institutions I EETF 43,041 29,649
Placements with banks and other financial
institutions with original maturity within JRZNHABR A 318 A LARTEIRTT &
three months HAh & BT R 25,338 50,102
Treasury bills with original maturity within
three months JRAEAR 318 A AR B E &5 9,791 4,539
Certificates of deposit held with original RAHBR A3 A AR Z3FE
maturity within three months MTFRE 911 841
Debt securities with original maturity within
three months JRZANHAPR A3 18 A LA AR BT 7% 5 100 235
79,181 85,366
(ii) Reconciliation with the consolidated statement of financial position (i) BEERAMBRRAROE R
2011 2010
HKS Mn SB¥EEBT HKS Mn B¥BEET
Cash and balances with banks and e RIERTT REM S BhigiE
other financial institutions (Note 21) MN&EF(HaE21) 71,761 48,293
Placements with banks and other financial FERTT R E M & B IE 73R
institutions (Note 22) (HfzE22) 62,057 58,197
Treasury bills, certificates of deposit held BEES - HEFRER
and debt securities BB S
— trading assets (Note 24) -RHPBEENTZ24) 1,317 2,411
— designated at fair value through - IBEABIBEE AR
profit or loss (Note 25) RNFEEAZ25) 16,330 15,989
— advances and other accounts (Note 26(a)) - ER R EMERIE (A E26(a) 39 39
— available-for-sale (Note 27) - AR E R E27) 42,897 38,167
— held-to-maturity (Note 28) - FERIE(HF28) 4,598 5,714
65,181 62,320
Amounts shown in the consolidated statement
of financial position EREMBRAREIRE SR 198,999 168,810
Less: Amounts with an original maturity of A RAREARR A3ME A A £
beyond three months ek (91,098) (64,800)
Cash balance with central bank subject to ZIRER BT R RERIT
regulatory restriction WA EETF (28,720) (18,644)
Cash and cash equivalents in the consolidated ~ fE/ZAIRERERANIRES KR
cash flow statement ZRREIER 79,181 85,366
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45. ASSETS PLEDGED AS SECURITY FA{EIRH RN EE

The following assets have been pledged as collateral for own liabilities at the ~ R&EHB - U TEELERERAF BB ERR
balance sheet date:

The Group £ The Bank 17
2011 2010 2011 2010
Restated Restated
L £
HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn
BERER BERET BEEER BERET
Secured liabilities BERER 3,631 813 3,621 677
Assets pledged: EREE
Advances to customers and other
accounts BEERRAMIRE 2,976 1,810 1,631 39
Financial assets designated at RERBBER
fair value through profit or loss NRBATEENSHEAE 2,474 227 2,474 227
Available-for-sale financial assets AELESREE 138 40 127 -
Held-to-maturity investments BEF|HIRE 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 WA TEVRITHAHE BIEEFEERITET AR

borrowings and margin deposits of derivatives. e B e
The Group £ The Bank $1T
2011 2010 2011 2010
HKS$ Mn HK$ Mn HKS Mn HK$ Mn
BYERET BEBEL BEEET BEEET
Cash collateral for borrowed securities  F{EEAHEERNE S HER 39 16 39 16
Margin accounts for open futuresand ~ FI{ERIM B E Fir A4

forward contracts NHFEER 1,464 727 1,431 682
1,503 743 1,470 698

These transactions are conducted under terms that are usual and customary to  WERX 5 2 GEFEE R R B EREERLES
standard lending and securities borrowing and lending activities. BER ST

o
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46.LOANS TO OFFICERS 1THRAEEH

The aggregate of loans to officers of the Bank disclosed pursuant to Section — #ZIREEC R EEGI) 5 161B 15 (4B) K (4C) AR
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: E  ANTITHRAB ZERBREAMET

2011 2010
HKS$ Mn B EET HKS Mn BHEBEET

Aggregate amount of relevant loans HEEFR12A318H
outstanding at 31st December R 4AEE
By the Bank RERTTEH 3,427 4,809
By subsidiaries B A AfE 851 1,334
4,278 6,143
The maximum aggregate amount of relevant FEREBER &S
loans outstanding during the year R
By the Bank RIRITEH 6,365 7,131
By subsidiaries S NGI s 1,230 1,509
7,595 8,640

There was no interest due but unpaid nor any impairment allowance made against ~ 72011412 831H&%2010F12A31H 2 A@
these loans at 31st December, 2011 and 31st December, 2010. HREMFE - TREHZEETIERELER -

47.MATERIAL RELATED PARTY TRANSACTIONS BEE.A THE AR B

(a) Key management personnel remuneration (a) ZEEEAEHMH
Remuneration for key management personnel of the Group, including amounts AEBZTEERABEH - B REEMTE
paid to the Bank’s directors as disclosed in Note 18 and certain of the highest paid 18R T & X FANTTE B RAEMI SR 1970 AT
employees as disclosed in Note 19, is as follows: BEINTFATETRSHMESHSEN
T
2011 2010

HKS Mn BEEHET HKSMn BEEET

Short-term employee benefits G ENEEER 95 82
Post-employment benefits B BRREF 5 4
Equity compensation benefits A I ER T 37 50

137 136

(b) The Group maintains certain retirement benefit schemes for its staff as per Note  (b) 2@ A H 5 B R EE TRMARE ] - X

2(qg)(iii). In 2011, the total amount of contributions the Group made to the ERAHTEE2(q)i) B 58 - 2011 ER - ANEE
schemes was HK$131 million (2010: HK$106 million). Wiz St E R A AB%131,000,0007T

(20104 : #%106,000,0007T) °

The Group enters into a number of transactions with the Group’s related parties, AEBEHAEBERATETZERS ZFA
including its associates, and key management personnel and their close family TEREHENR]  REETHRASEAEBRR
members and companies controlled or significantly influenced by them. The BB REXZEALHEHRARBERTE
transactions include accepting deposits from and extending credit facilities to NERTF] - ZERGBRREEXZZEALEFR
them. All interest rates in connection with the deposits taken and credit facilities RRtMREEE - IEFERREENH
extended are under terms and conditions normally applicable to customers of = IGRRIA T —RIBE KT P OGRK

comparable standing.
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E IE MT A-I ( lua

47.MATERIAL RELATED PARTY TRANSACTIONS (conTinueD) BB A THEARR 5 )

(b) (continued) (b) (&)

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

M20114F - REE YRR A T AT RENER X 1
F I F S - RFE20114612 8318 - BEEE
/\is’m?x&ﬁﬁﬂ“/\im%lﬁ CREFEE

year are aggregated as follows: NEABATRRRRARXEBEATHSTEK
IEIE@?%ZZDT :
Key management personnel Subsidiaries Associates
FTEREEAR L) P BeEnm
2011 2010 2011 2010 2011 2010
Restated
R
HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn
BYRET BEEEL BYEEET BEREL BERET BEEET
Interest income FIBWA 117 130 253 272 19 3
Interest expense FEXH 86 34 157 161 - -
Amounts due from 1) NS00 7518 8,601 11,498 17,469 585 1,141
Amounts due to R AT HFOR 8,475 8,871 2,416 2,722 203 4
Maximum amounts due from  B3E A THI&B R 12,298 14,229 18,802 25,572 1,018 1,625
Maximum amounts due to REBATHRETE 14,858 39,999 3,013 2,838 203 15
Committed facilities to AT 2,535 2,631 835 1,442 10 424
48.EQUITY COMPENSATION PLANS R {3 ##{E 5t 2
The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank KITFERANEE R ERRITERGA

may at its discretion grant to any employees of the Group, including Executive
Directors and Chief Executive, options to subscribe for ordinary shares of the Bank.
All options were granted for nil consideration.

(a) Particulars of share options (a) &

BERHRRETALEZ EARE - BF

HOTEFRITEME - ARBEAITE BRI

1% - FrERRES L E B AR -
DIRREFE

Exercise price

Date of grant Vesting period Exercise period per share
BFBEH BXH TEEH 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.

* ACEE2009F 4 AT TR 103K ALK ©
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BRIE ML (&)
(b) Movement of share options during the period (b) BAAFRIRHE =~ 52 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
®n i
2011F1A1H 2011%12A31H
BFAH B2 ARE i RATHE BEF BT BN 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 #2585 20,605,000 5,950,000 3,385,000 1,650,000 21,520,000

2010 Number of share options R H

Outstanding at Outstanding at
Date of grant 1/1/2010 Granted Exercised Lapsed 31/12/2010
20101 H1H 201012 A31H
BT A8 HARITIE BET BT B HARITIE
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 #2758 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. * AEE2009F 4 FrETTHI 103K 14TAR <

(c) No share options were cancelled during the years ended 31st December, 2011 and ~ (C) #Z2011412 A31H £2010412 A31 84
2010. BRI ARE BIRIEH LS
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48.EQUITY COMPENSATION PLANS (conTinueD) BR 13 fi{E =t &)

(d) Details of share options exercised

AR IR B 5 (48)

(d) BEfTRERRERE

Number of share options

RREHE

Exercise period Date of grant 2011 2010
TEERR RFHEH

January 15 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 65 05/5/2009 100,000 -

August 8 H 05/5/2009 - 2,020,000

September 95 05/5/2009 - 10,000

October 104 03/5/2006 - 110,000

05/5/2009 - 50,000

November 11/ 05/5/2009 80,000 40,000

3,385,000 6,967,000

After the balance sheet date the directors declared a second interim dividend.
Further details are disclosed in Note 16(a).

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.

49. NON-ADJUSTING POST BALANCE SHEET EVENTS BEHRRNEEEBRBEAEMH

EENBERARBRESE _RTPHRE - 7
BEEEM T 16@ERE -

50. ACCOUNTING ESTIMATES AND JUDGEMENTS =&t st 5 &

EREAEENRIEAR  ERELSAFELS
TRZERENEH - HRERAEREE
ZEBENRREER B BEREEZBOME
FERE - RASTRAERE THREFEAK
ARX Mz @BBEZENMEFMNEE - AR
SEFTUZERR - EAEEHARSKE
HENRBEELEEATE - RALETRE
BRMGEAERAERD 2 RESHATR -
EREEERGIHE  AEERREFELE
BEZERER - MAKENMBERERGER Fi
RERE B BARR NS -

ERECHENZESRN AR AEEER
BRTERRERTGIE  REBEMEE - AR
ZEBERAEE R
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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:

U]

(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.

(a) AT TEBEREZMNEERE
Mi3E31 ~ 37MR A B AFERE EET
BRENAFEENSBRTANAFEENR
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NOTES ON THE ACCOUNTS (CONTINUED)

AR IR B 5 (48)

50. ACCOUNTING ESTIMATES AND JUDGEMENTS (conTiNueD) B 5T 15T & H e

(b) Critical accounting judgements in applying the Group’s accounting

51.

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 LtEEZF

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.
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR fff &F (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 EERERWET - IEENRBAELENTERE

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.

HEEWSREZ2EMHGAE  BEGHAAE
B T 2B RAEHEL  BREE
T FETERIRNE E 2011412 A31 B L@ 5H4E
EMARER - Btk EARILERE - 7]
BRI BB 2 ASFTRFTERIAT -

Effective for accounting periods
beginning on or after

HERHRARAREE

Amendments to HKFRS 7, Financial instruments:
Disclosures — Transfers of financial assets

KIETKBEBMBREEADE7TR M T ARE - oL ESR]
Amendments to HKAS 1, Presentation of financial statements

— Presentation of items of other comprehensive income
KEEFKBERSTENDFE IR emTAZHR - H2EKEER 2 2%
HKFRS 9, Financial instruments
(ERNBHREEIDFESHFRMITA]
HKFRS 10, Consolidated financial statements
(CERBMBRELEADE 1057 476 M BFEHREK ]
HKFRS 11, Joint arrangements
(BB BREERDE 1157 LRE ]
HKFRS 12, Disclosure of interests in other entities
(EBMBREEDFE 129 K BB ER 2 KE
HKFRS 13, Fair value measurement
(BB BREEADFE13REE A TEE]
HKAS 27, Separate financial statements (2071)
(BEBEGTERDE 275 B B %% (2011)]
HKAS 28, Investments in associates and joint ventures
(BEGTTEADFE 28R HE AR REERAIRE |
Revised HKAS 19, Employee benefits
KIETKEE G EADFE 195 EE BT

1st July, 2011
20114 7A1H

1st July, 2012
2012F7 A1 H
1st January, 2015
20151 41H
1st January, 2013
201351 A1H
1st January, 2013
201351 A1H
1st January, 2013
20131 H1H
1st January, 2013
20131 A18
1st January, 2013
20131 A1H
1st January, 2013
2013F1A18
1st January, 2013
20131 41H

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.

AEEEEFEZFETHEERAAATE
EENTE - BR(BEAYBRELERDFEINR
[ERTAIKSIBAERESBERAESH
TABAREARENEERMBRREH
B ZEOBERISERMZEETHA

KENFERMBARTATEERERNTE -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FEERRREMBEREH

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").

(a) Capital adequacy ratio

VAT PR BR 9 B K R B A BRIE A 5 & B M 38 R
BREBRZRRZ 8D -

RHAMATBERRRBCRITEBE)RADR
BRACREERZENGREEEL -

(1)CAPITAL ADEQUACY RATIO AND CAPITAL BASE EAXAZ Bk R EAREMR

(a) EAFRELER

2011 2010

% H D% %BEHE

Capital adequacy ratio as at 31st December R12A31BREARFT R R 13.7 13.2
Core capital adequacy ratio as at 31st December 712831z 0L E AT B & 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.

M2011F12A31B R2010F 1283182 &
AFETLE - DIREBEASRERBAEM
BICIRTTE (BA) BB ERMRBIDETH -
UL & A AL TR IR B BCERIT IR ) 85 98A
HRREERTEERENBEMmMHIE - R
20074F1 AV E AR » RIE[EARRA ] - K17
BEBEUN R AT REESTEEFTEE
BRBRBMMEEE « [MNHBPEAFEE]
STE TSR KRS EE G EEERR -

REEEERGZFEEREEST AR AR
EERETHRY - BRERFEEERSEZ
MBARTZE S SRE R BREFTE(RTT
B 98(Q2) IR E MRV BAATIE - T8
RERFEERENGAERZIMBRRR
EREME - EERBRENESZRRRA
B HZERR ARG RAERAIHE
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A | REBCRITIRDD & B E 2 1R €0
o ATRZEAFTNEEDUEROLER
KAR[ B AR BN |5 3FAA At 2 Fid hn & AR
kR e
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERMAMBEN (H)

(b) Group capital base after deductions (b) EEINFENERERE
2011 2010
Restated E#f
HKS Mn BEEET HKSMn BEEET

Core capital BLER
Paid up ordinary share capital 2 R A% Ry B AR AR AR 5,190 5,105
Share premium &0 5 (8 12,037 11,512
Reserves i 17,847 17,629
Profit or loss account BHEE 2,169 1,380
Non-controlling interests SRR R 3,555 3,557
Deduct: Goodwill o R (1,658) (1,658)
Net deferred tax assets SFEETREAE (377) (399)
Other intangible assets Hin\mEE (26) (27)
38,737 37,099
Less: Core capital items deductions B A E AR ARIE B (3,319) (3,593)
Total core capital BB R 4EER 35,418 33,506

AIETEHIMT INE A
R AFEEEHFE MK

SRS E 4 BN R 970 970
REATFEEEGHHERIHEE

revaluation of holdings of available-for-sale 1D REREFMEL BT

equities and debt securities EihEE 32 65
Unrealised fair value gains arising from holdings Rz AFEBESGHIEERKETA

of equities and debt securities designated at BBBEARMATEEZ
A&t B (75 8 2 1 2E AR 9

Eligible supplementary capital

Reserves attributable to fair value gains on
revaluation of holdings of land and building

Revaluation reserves for fair value gains on

fair value through profit

or loss REREF 2 197
Regulatory reserve for general banking risks —AERITERBEVEE R 163 54
Collectively assessed impairment allowances BRI ARELER 93 129
Surplus provisions BRI 1,849 921
Perpetual subordinated debt R H A W& EETE 3,163 3,606
Term subordinated debt Bk EEE 13,146 9,280

19,418 15,222
Less: Supplementary capital items deductions B M INE AR IE R (3.319) (3,593)

____Total supplementary capital | MIDAAME 16099 . 11,629
Total capital base BAREH A 51,517 45,135

EARERATENHIEAR - BT ENEEI
RITEEMEBNHNBARIRE - MERR
IREE E W REARKE R IR ELE

RERATHE -

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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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

(2)LIQUIDITY RATIO FEIE£LE=R

AEBRHAVBZERN(E)

2011 2010
%HBEDE % H D=
Average liquidity ratio for the year FEERNELREE S X 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 HEE &

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 R FHL RN
BEFHH  HAERREEESREER
FIERERE MENGA BERBBRITIE
BI(BIR4) -

BEERENRBEHEINZZHTFRARER
REBHME  YEBAKEBRBREE -
—RimE  ARERNERESLIERZY
FHREMHBERO—IER - XEENE
THRERRITNEINDTT  MARITHAE
MERILIFRNZ HE FOFIEN - RBRE
BRAA—ARRERE S AR - X
—iEAEBREGRRABENE D2 T
£ ZRaREBRERERTIAKE

2011
Banks and
other financial Public
institutions sector entities Others Total
BITREMERMEE DNERE Hitr k]
HKS Mn B%EET HKS Mn B EET HKS Mn B¥EET HKS Mn B%EET
The Group £F

People's Republic of China EYN Pl 38,220 2,122 69,168 109,510

Asian countries, excluding People’s HEiDMER (T eEhE
Republic of China AREFE) 18,329 5,056 19,734 43,119
North America JEEM 7,009 269 3,219 10,497
Western Europe piil =y 10,477 - 1,253 11,730

2010
Banks and
other financial Public
institutions sector entities Others Total
RITR AN S R N 1 Hth o
HKS Mn BB EET HKS Mn BB BET HKS Mn B EET HKS Mn B EET
The Group £E

People’s Republic of China hEARLAE 17,270 2,153 56,083 75,506

Asian countries, excluding People’s H MR (TR iEhE
Republic of China AREFE) 23,537 3,047 16,128 42,712
North America JeEM 8,035 210 11,273 19,518
Western Europe [z 29,620 - 4,802 34,422
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERMAMBEN (H)

(4)NON-BANK MAINLAND EXPOSURES AitiESRITEEF RS

The total direct non-bank Mainland exposures and the individual impairment M IFIRTTIR R P B 5 b AR S EL R Bl
allowances are as follows: EEHAT
2011
Individual
On-balance Off-balance impairment
sheet exposure sheet exposure Total allowance
BEAER BEERER
Type of counterparties REHFHER P DRz g ERIHEER

HKS Mn B EET HKSMn B¥EERT HKSMn ¥ EET HKSMn % EER

Mainland entities M E R 164,801 66,182 230,983 87
Companies and individuals outside the

Mainland where the credit is granted {5 & 2B R A M E )

for use in the Mainland AR REARFEEN 28,295 2,742 31,037 1
Other counterparties the exposures to ~ E X ZEHFMEREB

whom are considered to be non-bank ¥R E AR IERITIE

Mainland exposures EPER 15,865 1,643 17,508 -
Total ] 208,961 70,567 279,528 88
2010
Individual
On-balance Off-balance impairment
sheet exposure sheet exposure Total allowance
BEARR BERER
Type of counterparties RFEFHER| BAREIER PASMOE B FEt ERREEE

HK$ Mn BB EETL HKS Mn BB EEL HKS Mn BEEET HKSMn BEEET

Mainland entities A ER 136,500 41,863 178,363 31
Companies and individuals outside the

Mainland where the credit is granted =& 2B A&

for use in the Mainland REREAREEI 36,223 2,631 38,854 5
Other counterparties the exposures to ~ Ef1 X FEFMERR

whom are considered to be non-bank KR TE ARHIERTTE

Mainland exposures BPERE 12,660 102 12,762 =

Total Rk 185,383 44,596 229,979 36
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERMTMBEER (&)

(5)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS #iff « REARKEEE

(a) Overdue and rescheduled advances (a) AR LEHER
2011 2010
% of total % of total
advances to advances to
customers customers
EEFERAE EEFENGE
HKS Mn B EET WEAL HKSMn BEEET EofEpaysd
The Group £E
Advances to customers overdue for ~ BHIREEZ
— 6 months or less but over 3 months - 3{& AL - Z61E A 92 0.0 9 0.0
1 year or less but over 6 months -6AANLERE1E 60 0.0 139 0.0
~ Over 1 year -15E 99 0.1 159 0.1
251 0.1 396 0.1
Rescheduled advances to customers BEREFER 392 0.1 443 0.2
Total overdue and rescheduled AR REERTFER
advances k) 643 0.2 839 03
Secured overdue advances BEBAHER 152 0.1 220 0.1
Unsecured overdue advances IR G EER 99 0.1 176 0.1

Market value of security held against B ERHETIEER
secured overdue advances el 439 561

Individual impairment allowance
made on loans overdue for more than #1EA3(E A A - EFH

3 months (ERBEER 84 148
Loans and advances with a specific repayment date are classified as overdue EXSHMNECARREFENKEE &
when the principal or interest is overdue and remains unpaid at the year-end. FHEERAHNERRBAE D BABHE
Loans repayable by regular instalments are treated as overdue when an instalment Ko BNHBRREFRENABER - UE
payment is overdue and remains unpaid at year-end. Loans repayable on demand EDHEENERIMEEBIER - HEE
are classified as overdue either when a demand for repayment has been served on ERBANEE R TERABNRENTE
the borrower but repayment has not been made in accordance with the demand B REENEREFELH  RREE
notice, and/or when the loans have remained continuously outside the approved RERBEBREC NS ERAMCERORE
limit advised to the borrower for more than the overdue period in question. MR B RS R FMEOERBEORELLE

FRHIRRS R E K o
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERHAMBEN(EH)

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.

AR RIERBNEEAN A TGN
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERMTMBEER (&)

(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (conTinuep) I ~ &BEAHARINEIEE »)

(b) Other overdue and rescheduled assets (b) HbAIH R KEHEE
2011 2010
Accrued interest Other assets* Accrued interest Other assets*
FEFRIR HigE* e HE HitEE*
HKS Mn B EET HKS Mn B¥EET HKSMn BEEEL HKS Mn BEEETL
The Group £E
Other assets overdue for Hiv@HEE
-6 months or less but over 3 months - 3{8 AL - Z6/E A - 8 = =
1 year or less but over 6 months -6EANEZ 15 - - - -
— Over 1 year - 150 E - - - 5
- 8 - 5
Rescheduled assets LEEEE - 4 - -
Total other overdue and rescheduled
assets Hival R SR EERE - 12 = 5
*  Other assets refer to trade bills and receivables. * AMEECIEE R RERIE -
(c) Repossessed assets (o) KEEE
2011 2010

HK$ Mn B EET HKSMn BERET

The Group £5

Repossessed land and buildings* Ui B 4 3th B2 SR 1 * 22 8

Repossessed vehicles and equipment Uy 81755 K 5% - -

Total repossessed assets W e B E 22 8

The amount represents the estimated market value of the repossessed assets as at ESBEEN12A3TBKREIEENMGT

31st December. B

*  The balance included HK$4 million (2010: HK$2 million) relating to properties that were * EHREIEAEEEIE4,000,0007T (2010 - &
contracted for sale but not yet completed. #2,000,0007T) B 2 #) 4] & 1B 11K 549 H)

2o

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY FERBRELATEE

(a) Summary of approach to assess capital adequacy (a) FHMEEAL T EENT EME
Different approaches are adopted for assessing capital adequacy as follows: HEEAR R ERAUAT RS E ¢
Risk areas Approach for assessing capital adequacy
B B g5 E FEERTRRNG A
Credit Risk Foundation Internal Ratings-Based (“IRB”) Approach
EERR B AR AR &

Market Risk Internal Models Approach
5k REER G EE
Operational Risk Standardised Approach

BERR RS EDR
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

xR

(b)

KECEAZMBER ()

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.
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(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)

(iii)

(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.
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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:

Capital requirement
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(vi) & E B IERE a5 B R b X ZE K
TRDBIFEERMR2011F12A318 %2010
F12AABERARAEENNEER
MEARERIER :

Capital requirement

Exposure class BB AIEE R 2011 2010
HKS Mn B EET HKS Mn B¥EET
Bank R1T 3,914 3,398
Corporate E 17,265 15,890
Residential mortgage FEi&E 707 828
Qualifying revolving retail ABIRERTE 554 491
Other retail HpZE 555 427
Equity booked on banking book under RITHR TR
Simple Risk-weight Method A ERB A E 197 242
Equity booked on banking book under RITER TR HE
Internal Models Method —AR BB G E AR E 177 129
Others* Hfth* 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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(b) Principal risks (continued) (b) TEEFE (@)

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.

(if) 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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(b) Principal risks (continued)
Market risk management (continued)

The following table indicates the capital charge for market risk:

(b) EZ =Rz ()

TSR ERE (&)
TRETMSERABNERER

Market risk Market risk
capital charge capital charge
THEBELAER THEARERER
As at As at
31st December, 31st December,
2011 2010
7A2011F128318 72010124318
HK$ Mn B EERT HKS Mn B EET

Internal Models Approach NN G EE
— General Market Risk - —mIEER 583 362

Standardised Approach BESEE

— Specific Market Risk Debt Charge - FEmSREREFEX 26 22
— Specific Market Risk Equity Charge - e RGN EK 93 119
- Vega Risk o E - 1
Total 4agE 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

BIRCRTT(BAR) R A + ANEEERA EHA
AT ERRE G ETHOIRALEREE - B
AR eECHEeERREEEENTRE
BB S ERETHLE - BBRAHE—
BANGERRBEREANE REERTH
FratHdr o 2011 F 3R T SRPIFMER (2010
FEVRBIIMER) + 9% M B Z7KF K250 H

I RR e BIoMES

12th July, 2011 5th August, 2011  22nd September, 2011

2011%259A 01%E5823H 011%75 128 2011%885A 011595220

Year 2011 & HKSMn BEEEL  HKSMnB%EET  HKSMnB%EBT  HKSMnBMEER  HKSMn B%EER

Loss of total trading activities X EDHEE 3 32 37 45 67
VaR for total trading activities at REZRNERE

corresponding date 3 28 35 4 50

25th May, 2010

20105H25H

Year 2010 4 HK$ Mn BB E T

Loss of total trading activities R SEBREIE 50

VaR for total trading activities at corresponding date HHEE B EMRE 44

In addition, stress testing on market risk is performed for the Group as a
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 R BB AT
At 31st December Maximum Minimum Mean
R12A31H BB RIE ¥
Year 2011 & HKS Mn B¥EET HKS Mn BSEET HKS Mn B%EERT HKS Mn B EET
VaR for total trading activities LB RN EREEELEE 40 75 28 46
VaR for foreign exchange trading
positions* SNER F¥ R KRR + 13 13 1 4
VaR for interest rate trading positions ~ FIE % F# 2 HEKREEE 2 8 2 4
VaR for equity trading positions AR SR M EREEE 31 70 25 41
At 31st December Maximum Minimum Mean
12 A31H Be RIE 19
Year 2010 % HKS Mn BBEET  HKSMn B%EBT  HKSMnA¥ESET  HKSMn BEEST
VaR for total trading activities R HERYNEBR R LS 37 52 33 4
VaR for foreign exchange trading
positions* INER BB RRREE * 4 8 2 4
VaR for interest rate trading positions ~ FZ % S A MEREE 7 9 2 4
VaR for equity trading positions ROZ FF R AR 30 45 24 35
* Including all foreign exchange positions but excluding structured foreign exchange * BEAEIMNEFEIET BEAEIINERE -

positions.

The average daily profit for all trading activities (including foreign exchange,
interest rate and equity trading activities) in 2011 was HK$0.58 million (average
daily profit of HK$1.94 million in 2010). The standard deviation of the daily profit/
loss was HK$20.16 million (standard deviation of HK$15.74 million for 2010). The
frequency distribution of daily profit/loss is shown below:
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Daily Profit/Loss (HK$million)

R201ME - AR EB(REEE - H
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75 11,940,0007T) © & B F B E
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15,740,00070) LA N AEBEF, BB
RAMIER

DAILY DISTRIBUTION OF TRADING ACTIVITIES RELATED PROFIT/LOSS
—Year 2011 vs Year 2010
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(b) Principal risks (continued) (b) EZ =R F2 )

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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(b) Principal risks (continued)

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
interest rates on our net interest income and economic value change:

AEBRHAVBZERN(E)

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinued) EEREMRERT ZE 4)

(b) EZE =R ()

FI=EREE(E)
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2011 2010
HKD# T USDET RMBARY HKD#TT USDET  RMBARK
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET B¥EER  B%EER  A¥asn BEEEr  A%EER
Impact on earnings over the next 2R £ F200E =
12 months if interest rates rise HER12EAH
by 200 basis points BRI E 116 (12) 346 272 (172) 331
Impact on economic value if interest i F| & +H200(EEE
rates rise by 200 basis points HICBERENTE (156) 195 126 (66) (637) (230)
This sensitivity analysis, which is based on a static interest rate risk profile of assets ZHBREIMERRRRERB N - KR

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;

(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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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

RIBARFREEFELTENEERR

This section presents information on the Group's risk management for credit exposures
under IRB approach.

Foundation IRB approach is adopted for capital adequacy assessment for credit risk
where internal rating systems are applied against different types of counterparties in
the risk management process.

(a) 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.

(b) 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.

(c) 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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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.

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.

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) 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.

AEBRHAVBZERN(E)

(7)CREDIT RISK UNDER INTERNAL RATINGS- BASED (“IRB") APPROACH (CONTINUED)
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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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(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)
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(g) 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.

(h) 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:
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Exposure amount Exposure amount

[ B AR B R R rordi et

Exposure class E R EEER 2011 2010

HK$ Mn B¥EET HKS Mn B¥EET

Bank RAT 85,750 87,378

Corporate e 349,519 292,871
Equity booked on banking book FEERITRR T DAL B8 b

under Simple Risk-weight Method BB E 2 IR 580 714

)

Risk assessment for IRB exposure classes

The following tables indicate the exposure amount, exposure weighted average
risk weight and exposure weighted average PD under bank exposure and
corporate exposure across borrower grade and the exposure amount under retail
exposures across facility grade as at 31st December, 2011 and 31st December,
2010 respectively:

For bank exposure

(i) @Ffﬁﬂiﬁﬁéﬁﬁ-@@ﬁ%;ﬁﬁua’ﬂ@m
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12 A31 B EBIERAERITRBAE RS E
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2011

Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
ERAZER B B B FHRBAENERBESE RBRENETHESINRE

HKS$ Mn
BEEET

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%




164 The Bank of East Asia, Limited RE3$R1THR AT

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERHAMBEN(EH)

For bank exposure RBITRBRFEM S
2010
Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
ERAER [R B A SRR FHRBAEMERRESE RERAEINMETHERIAEX
HK$ Mn
BEEST
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
Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
BRAZR AREARNE  PURRARNEAREE ARERNETHERIAE
HKS$ Mn
BEEET
1 130 5.27% 0.03%
2 12,832 16.40% 0.04%
3 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%
1 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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AEBRHAEVHER (F)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

BEASTREEFEELFTENSERE @

(i) Risk assessment for IRB exposure classes (continued)

(i) PoBPRTAR B2 [ b A R 48 B B0 LB

FHE ()

For corporate exposure MOERREENS
2010

Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
ERAZR [R\ P A AR B AR FHREpAEMNERREE  EREENETISERERAR

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 METRBME

Facility grade

Exposure amount

REER [ B B
2011 2010
HKS$ Mn HK$ Mn
BEEET BEEET
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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xR

KERHETMBER(E)

For qualifying revolving retail exposures

Facility grade

REERBERTERARAENS

Exposure amount

MEER %S
2011 2010
HK$ Mn HK$ Mn
BYEET BHRET
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
11 786 101
12 1,017 83
13 32 78
14 379 144
15 334 37
16 9 77
17 - 102
18 6 -
For other retail exposures HEMTERBAENS
Facility grade Exposure amount
RUIBER BB AEHE
2011 2010
HKS$ Mn HK$ Mn
BY¥EEBT BHERET
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
20 5
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AEBRHAEVHER (F)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

BREBEARFREEFEETENEERR @

(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.

() HEEBEIRMATHEERHT
LARR2010F 12 A31 A AEEBITHEEAE
B — EF R G EEEZE2011F12 8318 1L
BRI AR N ER B FIELE

LR ERBAEEEEL

TRETREZE20119612A318K%20106F12
A31BIEMBEFEENERIEX - W ERERES
HAEEZ2010F12A318 KX 2009F 12 A
31EREFTRALER - ERIBAEEZE2011
128318 %2010512 A31 B L BREERN
BEBREBRFAREBBERROMER -
HZE2011F12A31A REZE2010F12 831
HHERIBX  HERASENERAESHE

2011

TERREIRMRAERE - WRBERNDH

Actual loss for
the year ended
31st December, 2011

Estimated
1-year loss at
31st December, 2010

BZ2011%F12A83181k 7A201012831H

Exposure class R EEER 2 BRFEENERELX RGN —F8%

HK$ Mn HK$ Mn

BEEET BEEET

Bank #RIT 10 137

Corporate 1SS 109 824

Residential mortgage FE%B - 88

Qualifying revolving retail 5B BRBEEZE 45 164

Other retail HEMZE 16 84

Total 4EE 180 1,297
2010

Actual loss for Estimated

the year ended 1-year loss at

31st December, 2010 31st December, 2009

HZE2010%F128318 1k 72009412 A31H

Exposure class [R R AR LA R 2 BRFENERIER I ETAR =S

HK$ Mn HK$ Mn

BEEET BEEET

Bank R1T - 69

Corporate 1 123 674

Residential mortgage FEZE - 81

Qualifying revolving retail BB ERTE 43 169

Other retail HEMZE 7 78

Total HEE 173 1,071
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AEERHAMBEN(EH)

Comparison of actual default against estimated probability of default HERERERERMAGTERIAE
The following tables indicate the actual percentage of default during the financial THRETEZE2011F12A31H &20106F12
year ended 31st December, 2011 and 31st December, 2010, which is compared AMAILLMBRFENEREEA L - W
against the estimated 1-year probability of default (PD) at 31st December, 2010 HEEREE D RIR2010512 5318 k20096
and 31st December, 2009 of the respective portfolio. 12A318H Eat—FRERAKLE -
2011
Actual percentage Estimated
of default for 1-year probability
the year ended of default at
31st December, 2011  31st December, 2010
B £2011%12A31H 720105128311
12 BB ER AEETI—
Exposure class BB AIE R ERESASL EERARE
Bank $R1T 0.19% 0.39%
Corporate T 0.84% 1.75%
Residential mortgage FE&B 0.07% 0.79%
Qualifying revolving retail BERERTE 0.21% 0.70%
Other retail HihTE 1.05% 2.23%
2010

Actual percentage of
default for Estimated 1-year
the year ended probability of default
31st December, 2010 at 31st December, 2009
HZE2010F12H31H 7200912 A31H

LEZ AR R EY WfhEHH—F
Exposure class JR\ R HE AR B BEREEEOL BEWNARE
Bank $R1T 0.00% 0.29%
Corporate T 0.98% 3.18%
Residential mortgage FE&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#:tE X THEERK

This section presents information on the Group's risk management for credit A2 AEEEBFEREENELTEER
exposure in which the Bank adopted Standardised Approach for capital adequacy AFEEEHEERBRRENRREEER -
assessment.

(a) Ratings from external credit assessment institutions (ECAI) (a) IMEBE BT LB TR
Credit ratings from Moody’s Investors Service and Standard & Poor’s are used for BB ERSERIEELBROEETRANE
all classes of credit exposures under Standardised Approach. The Bank follows the L EE TS AEERBFAE - R1TIRE
process prescribed in Part 4 of the Banking (Capital) Rules to map the ratings to CERIT(BAR) BRI FEABIRE R - TR

the exposures booked in the Bank’s banking book. HEAITIRITERE | VR BRAIE o
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AEERMTMBEER (&)

(8)CREDIT RISK UNDER STANDARDISED APPROACH (conTinuep) ZREFTEEZ T HWEERE @

(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:

5 S =
%L;E—n

#Hh

(b)

FOET B BRI 28 R B L B

TR TRDAIR2011412 831 H K2010F
12 A31 BB I BEHINBEE T EE

RN SERRAEER T N EBRAERE

Ko JE B hNREBIEE -
2011
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
FRREEERBIERR ERREEERBERR
MERRESE MR B S
Total exposure Rated Unrated Rated Unrated
Exposure type BREEER BREELE R &R BTR EIR
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn
BEEET B¥EET BEEET BERER BYEET
Sovereign £ 82,228 82,228 - 49 -
Public sector entities NEWRE 520 520 2 10 -
Bank $R1T 16,759 7,646 9,105 3,638 3,644
Corporate ¥ 20,626 104 16,028 70 16,028
Regulatory retail EETE 474 - 460 - 345
Residential mortgage FERE 5,743 - 5,665 - 5,642
Other exposures that are not past due K3 HA#)E {th B &E 7,874 - 4,304 - 4,304
Past due png 65 - 47 - 88
Off balance sheet exposure EEABRINEREE 7,735 223 6,210 12 6,125
Counterparty exposure RGEFRMARE 2,966 948 930 475 924
Total ek 144,990 91,669 42,751 4,254 37,100
2010
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERRIE SRR ERIRIE SRR
HR AR HO B pHE R
Total exposure Rated Unrated Rated Unrated
Exposure type BB AR FERpAERsE BT E: 530 U S TR
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
ABERET BEREL RERET BERET BERET
Sovereign THE 41,417 41,417 = 128 =
Public sector entities NEWRIE 2,338 2,338 - 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 R HE & E i B &IE 7,871 - 3,936 - 3,936
Past due pag:t 64 - 44 - 85
Off balance sheet exposure BEABRIMNERAE 6,579 - 5,079 - 4,780
Counterparty exposure RS FERAE 1,207 - 910 - 834
Total ot 107,041 43,787 55,332 153 36,653
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xR

KECEAZMBER ()

(9)CREDIT RISK MITIGATION R{EEERMIEHE

(a)

(b)

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.

Total exposures covered by recognised collateral under IRB
Approach

(a) EERAERESE

= EERIERNET
RITEHEEIERREREEERBREES
BOR - MBERTEEEZESMUE - BAR
NEB R EEA EARREAEATRERE
ERBAE  BEERSBIMIETARGR
FEETETASHSIBNZZHFERRR
AR RRAE - ATEERAGERRES
EERMKHEEZRNRE - ATEHE—F5
RITRBAENREEERREE ° K175
ZEREEMR  ERFEEFGHERELE
THER - AEZSFERHEMERE Y
ENHEREHES -

RAEEREEAMS  RE(RT(ER)R
AT TR A ER R - FREEEMETA

BRTAR SR HREEERRIER - A
TEMEREEERRERETAERE
ET(RIT(BAR)RRDIRERER o

RABARBEEBRREDERR - SRK
ARBRASEN &2 RO REBES
REBES SHRERAEREFNE
% mENERARBREERLE X
E - BWkERE o RIERREKENR R EEER
BIACIRIT(EAR)RADFT T REE EH
BIERHRITEMREENHRBRMEE

RAERATDEMEEER - AEEM - ]
TEREEEEFET  ERRESRMERA
AR - AR AR RIS EE RIMNEBET

BRA-FIA EFRHRTA]

AT ERPNEERBERAREEREBRI
AFBRAEETE c RATER - AITEER

RARAEREEEMETAGNERRBERS

EREERE  LitHERTRE

(b) A EBEF AR B 22 ST &K T AR AT 5 47

AR B Y E PR R AR R

Exposure amount covered

ERENRRAIESE

Exposure class E R EEE R 2011 2010
HKS$ Mn HK$ Mn

BEEET BEEET

Bank BT 1,217 469
Corporate i 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 £2010F12A318 » L
JLET R H) BB A IR AR R 5 RIME ) D AT AR I AE
FTEUA TR R EAEER21.86% & 21.40% ©
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(9)CREDIT RISK MITIGATION (conTinuep) JRUE S B B B 15 e )

(c) Total exposures covered by recognised collateral under

Standardised Approach

AEBRHAVBZERN(E)

() BEFEET URAERRBREN
NS

Exposure amount covered

SRENRBRRESHE

Exposure class R REAEE R 2011 2010
HK$ Mn HK$ Mn

BYEET BEBEET

Bank RIT 8 =
Corporate 1% 4,494 1,596
Regulatory retail EETE 14 2
Residential mortgage FERE 76 572
Other exposures which are not past due R 780 HR B E b [ B A R 3,570 3,935
Past due 7 HA 18 20
Counterparty REEF 1,088 297
Off balance sheet BEAGERINEE 1,302 1,500
Total #BE 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

EXZHFEERRAENERERE

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.

20114128318 K201012A318 © L
HATRE R A BB ED R IZ R EAT
B IEAAZERT7.29% % 7.40% °

AITEHF] — RN BE LTSN EER
B LB ERATHRITRIR ZET
BIBIMTET ARG REETETAGHSI
BHRZHFEERR - EEEERET

TRARZHFNRZGHFRBREERBESIR
BENRXZHFOERMARNERE - MR
EEBRAEGE B E ARRERAREERR
ARNEESESETERER -

R2011F 128318 + R1TIWECERIT (A A)
RANDE2MEQOFADENEERXZ S ° 5t
STHEEEEAME  ATHEEARAIEE
PTEIRAHNERREEERBRERE N8
ERMRELESREERIESIF445 2 ER
SR FREAEE R
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(a) Counterparty credit risk-related exposures under IRB Approach (a) AEPEPAREEANE L THEIFTHF
EE RN R AR
The following tables indicate the information of counterparty credit risk-related MR2011E12831H K2010F12A318 » T~
exposures under IRB approach by exposure class as at 31st December, 2011 and x5 BIFE R IR R BB & E 48 Bl E) 5 1 R 2B
31st December, 2010 respectively: R EESEETRR GHFEERKIEH
ERAENE RS :
2011

Credit equivalent

Credit equivalent amount after credit Risk weighted
Current exposure amount risk mitigation amount
ERRERBERE
Exposure class [EBRAEE R RiTEMAE FESESH WEESESH EEmESE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BY¥EET BYEET BYEET BEEERT
Corporate % 514 1,570 1,400 883
Bank $R1T 1,436 4,114 4,114 2,341
Total fk] 1,950 5,684 5,514 3,224
2010
Credit equivalent
Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount
& AR R ha 1%
Exposure class E AR BRITRRAE FESESHE HEEEEERE Bk Ik £ 58
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BERET BERET BERET
Corporate % 96 617 515 387
Bank #RIT 761 2,823 2,823 1,133
Total fak:] 857 3,440 3,338 1,520
The following tables indicate the information of counterparty credit risk-related M2011F12 318 %20106F12A318 * T
exposures under IRB Approach by transaction type as at 31st December, 2011 and =D RIFERIETRR AR E S 1 A T4
31st December, 2010 respectively: BEEGEEATEZSHFEERBRAAMAE
RAGER B R
2011
Credit equivalent
Credit equivalent amount after Risk weighted
Current exposure amount credit risk mitigation amount
ERARERBEER
Transaction Type RBERI BTRRARE FESESE WEESESE EEMESEE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEHER B¥EER B¥EER B¥EERT
OTC Derivative Transaction 59MTA T AR 5 1,950 5,661 5,491 3,220
Repo-style Transaction BT AR S - - - -
Credit Derivative Contract {EEHTETAAK) - 23 23 4

Total B8 1,950 5,684 5,514 3,224
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(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
B FEFEER AR E R AE @

(a) Counterparty credit risk-related exposures under IRB Approach (a) AMFAREEHELTHIZHF
(continued) ZE R M 18R 80 R PR ()

2010

Credit equivalent

Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount
& FRUE R B fE h 1%

Transaction Type )il BT ERE FESEERE MEESEERE il de]

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BERET AEEET BEEET AEEET

OTC Derivative Transaction ZMTET AR 5 857 3,440 3,338 1,520

Repo-style Transaction ~ EIEFAX 5 - - - -

Credit Derivative Contract {E& 474 TAAH - - - -

Total k) 857 3,440 3,338 1,520
The following tables indicate the exposure amount of counterparty credit risk- 201112 A31H &20105612 4318 *
related exposures covered by recognised collaterals under IRB Approach as at 31st RO BIBER AT RE LT EOA T AR K
December, 2011 and 31st December, 2010 respectively: HRRENER ZEFEERMERNRR

AR
2011

OTC Derivative Repo-style Credit Derivative

Transaction Transaction Contract

Collateral Type K R BIMTETARS EEFEXARZ GEMEIASH

HKS$ Mn HKS$ Mn HK$ Mn

BYBET BYEEET BYEET

Cash ik 169 - -

Others Hi 1 - -

Total 1R 170 - -

2010

OTC Derivative Repo-style Credit Derivative

Transaction Transaction Contract

Collateral Type @R SBIMTETAERS EEFRARS EETEIAEYD

HK$ Mn HK$ Mn HK$ Mn

B EST BB EST BEEET

Cash B 101 = -

Others Hi 1 - -

Total 4BRE 102 = =
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AEBERMAMBEN (H)

(b) Counterparty credit risk-related exposures under Standardised
Approach
The following tables indicate the information of counterparty credit risk-related
exposures under Standardised Approach by exposure class as at 31st December,
2011 and 31st December, 2010 respectively:

(b) EEFEATHRIZHFEERR
TEEE R R BRI
M2011%12H8318 K2010F12A31H * |
® 5 BIBENETRARREAEERE S miEE
FTEATHEZ S FEERE KRR R RER
EOER

2011

Credit equivalent

Credit equivalent amount after credit Risk weighted
Current exposure amount risk mitigation amount
ERRERBERE
Exposure class [EBRAEE R RiTEMAE FESESH WEESESH R IES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEHER BEEER BEEHER BEEERT
Corporate % 461 914 604 604
Bank $R1T 14 958 958 479
Retail =& 549 1,094 316 316
Total aE 1,024 2,966 1,878 1,399
2010
Credit equivalent
Credit equivalent ~ amount after credit Risk weighted
Current exposure amount risk mitigation amount
& FRE R pa 1%
Exposure class [ AR RATE A FESERR NEESESE R EES R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BERET AERET
Corporate % 374 758 639 639
Bank BT 76 124 124 48
Retalil =& 197 325 147 147
Total k) 647 1,207 910 834
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B2 5 ¥ F 1= B 2 bz A8 B8 B9 [ B A I ()

Approach (continued)

(b) Counterparty credit risk-related exposures under Standardised

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

AEBRHAEVHER (F)

(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)

(b) BEFEEZTRRZHFEERMR

HERE AV R BRI (&)

M2011512 8318 %2010%12 8318 *
KA RIBERIETRR S ERNE D HIZEFE
ETERZ S FEE R AR R R A ES
BR

Credit equivalent

Credit equivalent amount after Risk weighted
Current exposure amount credit risk mitigation amount
ERRERBEER
Transaction Type RHER BTRRARE FEZESE WEESESH REEMESE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER B¥EER BYEER BYEER
OTC Derivative Transaction 3ZMTET AR 5 1,024 2,056 968 944
Repo-style Transaction ~ EIEFAX 5 - - - -
Credit Derivative Contract EEfTHETAAH - 910 910 455
Total e 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 f H 1%
Transaction Type R 55 BT AR FESERE HEESEERE it o]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BERET BERET ABEEET
OTC Derivative Transaction Z9MTET AR 5 647 1,207 910 834
Repo-style Transaction ~ EIEFAX 5 - - - -
Credit Derivative Contract {EE T4 TEAX = = - -
Total k) 647 1,207 910 834
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xR

KERETMBER(E)

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:

R20114F12 4310 K2010F12A310 T
&0 IR RE R AT EOR T AR AT 4 G
EMERSHFEERBRBRNRRAER

#

2011
OTC Derivative Repo-style Credit Derivative
Transaction Transaction Contract
Collateral Type 4 A 2R BMTEIARS EEERRZ GEMEIASH
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BYEEER
Cash He 944 - _
Others Hitb 144 - -
Total Rk 1,088 - -
2010
OTC Derivative Repo-style Credit Derivative
Transaction Transaction Contract
Collateral Type EHR @R BIMTETAER S EEFARS FEETEIAEL
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET
Cash B 237 - -
Others Hih 60 - -
Total ksl 297 - -
(c) Credit derivative contracts which create exposures to counterparty (c) S| BXEZHFEEREBNEEST

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:

ETAEHN

RK2011412A31B %2010 128310 ©
KO RBRERTRAGRARE D NS5 BR
SHFEERBNEENETARNNER

K
2011 2010
HK$ Mn HK$ Mn
BEEET B EET
For credit portfolio RIEEEHRE
Credit default swap EREERH
Protection bought B ARE - _
Protection sold & HIRE 23 -
Total return swap 4a[0] Hrie HA
Protection bought BE A fR[=Z - _
Protection sold & HIRE - _
For intermediation activities R{ERNIES)
Credit default swap EREEREH
Protection bought BARRE 910 =
Protection sold & HRE 910 -
Total return swap 42 (0] = HA
Protection bought B AIRE - _

Protection sold

EHRE
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(11) ASSET SECURITISATION EEZ %t

As at 31st December, 2011 and 31st December, 2010 respectively, the Bank had
no asset securitisation exposure.

AEBRHAEVHZER (F)

K2011412A31B %2010 128310 * &
MBS IR R A -

(12 EQUITY EXPOSURES BOOKED IN BANKING BOOK $R1TBR T B9 IR #E [ B 7 8

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 IS E B AR S SRS 132 phy 45 78 9 AR A
ot R INE AR AHIR - KB E A0 IR dy
HENREBEERRMNEEER - UBE
SHEEARTRILE o

BRAMBFAATHEESRAE - BBRT
BT AR AR - SRR BRI
172 BB M P AR 2 BT R AT (555
2 o BRI A A F R BN E A
B o

For the year ended 31st December, 2011

BZE2011F12A31A L2 BEE
The Group The Bank
£8 BT
HK$ Mn HK$ Mn
BYRBT BYEET
Cumulative realised gains or (losses) arising from 3 & H& M IR A RIER 218
sales and liquidations of equity exposure Bk (E1E) (34) 7
Total unrealised gains or (losses) recognised in  fEREEAER - ELBEKEHEER
the Bank'’s reserves but not through the ABRRARER W assk (B518)
income statement H4aET (231) (74)
Unrealised gains included in or (losses BEEEART R LR M EEN N
deducted from) the Bank's supplementary BERAE AR ER KRS
capital for capital adequacy ratio S (R HNE AR HR Y
purpose REFRGENETE) 2 2

For the year ended 31st December, 2010

HZE2010F12 831 B IE I FEE

The Group The Bank
£E 1T
HK$ Mn HK$ Mn
BEEET BB
Cumulative realised gains or (losses) arising from & 8 H & 1 5% IR =56 JiEr 215
sales and liquidations of equity exposure BRI s (EE) 114 60
Total unrealised gains or (losses) recognised in  fEfEEAER - ERBERKEHE
the Bank'’s reserves but not through the ABRRIAR B I Wassk (B518)
income statement BI4aET 28 37
Unrealised gains included in or (losses RETEART R R M BB N
deducted from) the Bank's supplementary BARRNWERARERWZEN S5
capital for capital adequacy ratio S (R BT HN&E AR HR Y
purpose REFBENETE) 197 197
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