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L BERHRSPREREIBEEE

Heng Seng Bank celelerates its 70th anniversary in 2003. Over the years,
it has oeen bullding partnerships for sueeess and high standards of exeallence te help

stakeholders realise thelr asplirations.

A saries of phetographs in this annual repert = of siblings, Incuding twin

& couplle and business asseciates - expresses the multl-faested aspects of @@m@mhﬁ@@
and Erings heme that geed partnerships are bullt from & commen bond.

They convey how Hang Seng is reaching out to peeple of all ages, determined to
Exeeed, Excel as thelr ‘ever-growling bank’ to ereate mutue! value.




Cerperats Profie
Hang Seng Bank, whese name in Chinese means
‘ever-growing’, is the second-largest [fsted bank in the Hong
Kong Special Administrative Region by merket

cepitalisation (HK$158.7 billlon at 31 Decemiver 2%22)0

The Bank, whose business fecus is Hong Kong ana
mainland Ching, s committed to achieving superior returns

s

for shareholders under its Menaging for Velue strategy.

It provides premium finencel services supported
by advenced techneology and strives to be the benking
[@ artner of @h@ﬂ@@a o

EH}@@@ S@@@ ,gs @ :g@rﬁm@ﬁpaﬂ M@mb@tﬁ @wf ﬁh@ HEB @FOUD
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2002 2001 Change
RERE For the year HKSM HK$M %
HBREEERCEERT Operating profit before provisions 11,255 11,503 -2.2
R Operating profit 10,684 11,079 -3.6
BB A& A Profit before tax 11,242 11,514 2.4
A% R 15 2 % 7 Attributable profit 9,961 10,114 -1.5
BRI Per share HKS HKS$ %
BRRET Earnings per share 5.21 5.29 -1.5
SRS Dividends per share 5.40% 4.90 10.2
RELZB At year-end HKSM HKSM %
BRE® Shareholders' funds 43,564 45,071 -33
BEE Total assets 474,602 474,787 -
oS Ratios % %
2ELE For the year
FHEHREEERE Return on average shareholders’ funds 22.9 23.0
ORI A &= Cost:income ratio 25.4 26.3
THRBESLE Average liquidity ratio 44.4 456
REFLE At year-end
BE Ry > Total capital ratio* 14.2 15.3
E—RE R E Tier 1 capital ratio* 11.9 12.3

rEERRIT RS EREE A S #including special interim dividend of HK$0.50 per share.

*ERLECRBERGEEERZEE *The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority
BEFHMABEEES G RITGEE. quideline under the Supervisory Policy Manual.




LEMBHEE

Five-year Financial Summary

1998 1999 2000 2001 2002
2EHFHE For the year HK$BN HK$BN HK$BN HKSBN HK$BN
EEEF Operating profit 8.2 96 11.3 111 10.7
B AR F) Profit before tax 8.0 9.8 1.7 115 19.2
BRRESZER Attributable profit 6.8 8.3 10.0 10.1 10.0
RELZR At year-end HK$BN HK$BN HK$BN HK$BN HK$BN
BEES Shareholders’ funds 49 4 A4 4 459 459 43.6
B AR A Issued and paid up capital 9.6 96 96 9.6 9.6
BmEE Total assets 4227 4421 500.8 474.8 474.6
St Per share HKS HKS HKS HKS HKS
BRAEF Earnings per share 3.55 4.35 5.24 5.29 5.21
SRS Dividends per share 3.42 8.20% 4.80 4.90 5.40"
o2 Ratios % % % % %
BRIigTFERRESEHE Post-tax return on average 13.2 17.1 227 230 22.9

shareholders’ funds
R THEEERGE Post-tax return on average 1.7 1.9 2.1 2.1 2.1
total assets
BARLR Capital ratios
- B = — Total ratio* 21.3 17.3 15.3 15.3 14.2
— W= —Tier 1 ratio* 17.5 13.3 11.9 12.3 11.9
B A ETUR A B 2 Costiincome ratio 26.7 25.3 24.4 26.3 25.4

HER_FE_FRIPBREEREE #incduding special interim dividend of HK$0.50 per share for 2002 (1999:HK$4.10 per share).

RA(CAANE BRERET—A)-

*EXLRERETECHBERRBZEE  *The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority
guideline under the Supervisory Policy Manual.

BEFRABREESGRTEEE:

4 BEENRRES SREMRERS
Results Total Assets and Per Share Earnings and
Shareholders’ Funds Dividends
BETET BEET T
HK$BN HK$BN In Percentage HK$
12 600 25 10
10 500 / 20 8
8 400 1 ( \
j ! 15 6
5 300 ]
X
: 10 4
4 200 ‘ \ ; \
1 K i
2 100 , SERREN > ?
L LA A A A
i
98 99 00 01 02 88 99 00 Q7 98 99 00 01 02
J BREEZHF O BEE [ FHRER
Attributable Profit Total Assets Earnings per share
— xR O wzmasz — BB

Shareholders” Funds Dividends per share

— BREFHRREEEBRE
Post-tax Return on Average
Shareholders’ Funds

Operating Profit
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EEER 1933-2002

1933

1952

1960

1965

1967

1969

1972

1981

BAERFAPEBRIMER AN DRAET M.
EEHGUMNEE-B2=a AT

EEERALABRAR IHRBRRITES-

BEBARAFRAF
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BEFDZATE—M) -

BEREEEBRHECFHNEETETRBRS-

EHEEEERE ZERCEBERRAARRELR
MESHNEBERF-

BEEFERSGM LT -RHEBRRBI_+E
BRETEEER _TN\ET VWEASREERA
— A EHERAS %o

RSESREARERRRD TN EEE-

1985 MANFEZRERE BHEABLRIE-

1995 REMEZEMARS T

1996 HUFERARBMOEFZ-

1997 HEDBEELRNELEE DERIDT

2000 MEBHEDBASLLRITRE.

2002 LHEDTAMEAL -EBEENTHE RPYERTHRE
HEEER URIIELEREAREERITRE.
EM- EERFNGTHGEARBER REERENE
RITARTE -
REBEHAEE LRITRE-
RAESEASLEETRE.
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Chairman’s Statement

Hang Seng Bank’s results for 2002 have demonstrated
resilience in a year marked by continuing deflation in Hong
Kong and an economy canstrained by sluggish
consumption. Attributable profit fell by 1.5% to HK$9,961

million, compared with 2001.

Reflecting the encouraging developments in wealth
management services and our strict cost discipline, other
operating income grew by 8.5% and operating
expenses dropped by 6.6%. These positive effects were

outweighed by a 7.3% dacrease in net interest income.

Qur return on average shareholders’ funds was 22.9%,

compared with 23.0% a year earlier.

In view of the Bank’s strong balance sheet and sound
business fundamentals, the Directors have declared

a second interim dividend of HK$2.80 per share, payable
on 27 March 2003,

On the very special occasion of the Bank’s 70th anniversary
in 2003, the Directors have declared a special interim

dividend of HK$0.50 per share or HK$956 million in total.

This will take the total distribution for 2002 to HK$5.40
per share, compared with HK$4.90 per share for 2001.
Excluding the special dividend, the total dividend payment

for the year represents 94% of the attributable profit for 2002.

Partnering for Success
Our goal is to be the partner of choice. We offer high
standards of excellence in everything we do to help our

stakeholders succeed, which in turn drives our growth.

44

We serve more than one-third of Hong Kong’s population
and are expanding in mainland China. As we celebrate our
70th anniversary as the ‘ever-growing’ bank, we undertake
to increase value in every way we can for stakeholders,

on whose strong support we rely.

We shall continue to enhance shareholder value;

provide superior financial services that meet customer needs
in wealth creation and asset protection; help staff achieve
excellence, and share our gains with the communities

wWe serve.

Our corporate tagline Hang Seng Bank. Exceed. Excel.
signifies the stringent standards we have set ourselves in

our efforts to help stakeholders realise their aspirations.

Managing for Value
Our adoption of the Managing for Value strategy in January
1999 has sharpened our focus on value-creating businesses

that provide attractive returns to shareholders.

From the start of 1999 until the end of 2002, the Bank
achieved a total return of 55.9% for shareholders, which
was substantially more than the average return of 3.6%
recorded by Hang Seng Index constituents. In absolute

terms, total shareholder value increased by HK$74.1 billion.

Economic profit — the difference between post-tax profit
and the cost of invested capital - was HK$5.3 billion in
2002. For consistency, a benchmark cost of capital of
15.0% was applied, which was higher than the Bank’s

actual cost of capital in the low interest rate environment.







We are expanding in mainland China to better

serve customers and pave the way for our future growth.




Chairman’s Statement continued

The Year Ahead

The outlook for the economy in 2003 is clouded by

the international political situation. Nonetheless, Hong Kong
will remain export-led, looking to the United States and
mainland China for its growth impetus. Domestic demand
will remain subdued, with continuing deflation, high

unemployment and weak asset prices.

The banking sector will continue to face the challenges of

intense competition, weak loan demand and narrowing margins.

In order to be the preferred banking partner, Hang Seng
will continue to deepen customer relationships and launch
innovative products and services. We shall maintain

our focus on wealth management services and small and

medium-sized enterprises to increase non-interest income.

e-Banking services will be further expanded to increase
customer convenience, following the successful launch in
2002 of Business e-Banking in Hong Kong and Personal
e-Banking services in mainland China. We shall also step up
our operations in the Mainland to meet the demands of

our customers.

Acknowledgements
Our staff work as a team and make the real difference in our

service delivery. We thank them for a year of excellent effort.

In the sluggish economic environment, we announced our
fourth salary freeze in five years for 2003. The Board of
Directors is grateful for staff understanding of the need to

maintain business competitiveness.

The number of staff subscribing to the HSBC Holdings
Savings-Related Share Option Plan was 4,105 at the
year-end. The number of staff awarded options under the

HSBC Holdings Group Share Option Plan had risen to 2,566.

[ wish to express my sincere appreciation to my fellow
Directors for their wise counsel. Dr H C Lee, who joined the
Board in 1986 and chaired the Audit Committee from 1992
to 2000, resigned as a director in April 2002. We wish him
well and thank him for his valuable contributions.

Mr Peter Lee Ting Chang, JP, joined the Board in August

2002 and we extend our warm welcome to him.

We thank our many stakeholders for their solid support and
for sharing the Bank’s firm confidence in its future, Through
the years, Hang Seng has come to stand for financial
soundness, trustworthiness, value creation and service
excellence. We shall redouble our efforts to strengthen
these attributes and go on delivering value to all our

partners.

e
David Eldon

Chairman

Hong Kong, 3 March 2003
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We reach out to customers at an early age to develop

ifetime.

/

strong relationships that last a




Major Milestones 1933-2002

1933

1952

1960

1965

1867

1969

1972

1981

Hang Seng Ngan Ho commences business as a small
money-changing shop at 70 Wing Lok Street,
Sheung Wan. In its first year of operation, it records

a net profit of HK$10,389.

Hang Seng is incorporated as a private limited

company and embarks on commercial banking.

Hang Seng becomes a public company.

The Hongkong and Shanghai Banking Corporation
acquires a 51% interest in Hang Seng (subsequently

increased 1o 62.14%).

Hang Seng pioneers seven-year residential mortgages

in Hong Kong.

The Hang Seng Index is launched as a public service.
The Index has been internationally-recognised

as Hong Kong’s main stock market indicator.

Hang Seng is listed on the Hong Kong Stock
Exchange. The initial public offering was
oversubscribed by nearly 29 times, totalling
HK$2 .8 billion and equivalent to nearly

half the government’s revenue in 1971.

Hang Seng is granted a franchise to operate branches

in Mass Transit Railway stations.

1985

1995

1996

1997

The Bank establishes its presence in mainland China

when it opens a representative office in Shenzhen.

Hang Seng opens its first branch in maintand China,

in Guangzhou.

The Bank launches a more modern corporate identity.

Hang Seng receives approval to open a branch

in Shanghai shortly after the territory’s reunification

with China.

2000 Personal e-Banking services are launched in
Hong Kong.

2002 The Shanghai branch launches renminbi services for
foreign passport holders; citizens of the Hong Kong
SAR, Macau SAR and Taiwan; and foreign-invested
enterprises.
The Guangzhou, Shanghai and Shenzhen branches
begin foreign currency services for mainland Chinese
Citizens and corporations.
Business e-Banking services are launched in
Hong Kong.
Personal e-Banking services are launched in
maintand China.

g HERBE+F

g Hang Seng celebrates its

Ej 70th anniversary on 3 March 2003.
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Chief Executive’s Report

The year 2002 proved to be very demanding. Hang Seng’s
prudent management and relationship building strategies
enabled the Bank to meet new challenges and deliver high
quality services. We endeavoured to become the provider

of choice for financial services.

We were able to expand non-interest income and reduce
costs. Our ratio of other operating income to total operating
income rose by 3.1 percentage points to 28.4%, compared
with 2001. The cost:income ratio fell by 0.9 percentage
point to 25.4%, among the lowest in the banking world,

as a result of strict expense discipline.

We further expanded our comprehensive range of one-stop
solutions. We concentratzd on the high growth businesses
of wealth management and SME (small and medium-sized

enterprises) services.

Strong Partnerships
The Bank has grown and prospered with Hong Kong
in the past 70 years. We owe our enduring success to our

solid partnerships with customers.

We seek to develop strong, lasting customer relationships
based on mutual value creation. In particular, we are
delivering service excellence and greater value to customers

through segmentation.
Our personal integrated accounts enhance the customer

experience, offer privileges to enrich their lifestyle and

provide customised solutions catering for their life stages.
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With in-depth knowledge of customer needs, we are
able to meet their financial aspirations, especially in wealth

management.

We added Stamina Banking and BIA Junior to the family of
lifestyle banking integrated accounts in 2002.

During the year, Prestige Banking Centres for affluent
customers were increased by 26 to 59. ezlLink
Financial Services was introduced for commuters between

Hong Kong and the Mainland.

Our private banking service reached out to more high
net worth customers and offered a wider range of financial

products to meet individual wealth management needs.

Our corporate and institutional banking division is
teaming up with treasury and markets to meet the more

sophisticated needs of large corporate customers.

Our commercial banking business serves the needs of

large, medium and small businesses. We set up the Business
Banking Division to strengthen relationships with

SME customers. We have 11 Business Banking Centres

throughout the territory.

Financial Highlights

Operating profit before provisions fell by 2.2% to
HK$11,255 million, compared with 2001. Profit before tax
amounted to HK$11,242 million, a reduction of 2.4%.




Whether our business customers are just starting out or
are already well-established, we understand their requirements

and help enhance their financial managerent.
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Net interest income decreased by 7.3% to HK$10,805
million, mainly attributable to the fall in contribution from
net free funds. A compression of 10 basis points in net
interest margin to 2.46% was the net effect of a rise of

8 basis points in net interest spread and a reduction of 18

basis points in the contribution from net free funds.

Net interest spread was 2,36%, gaining from improved
spreads on the holding of investment securities, growth in
lower cost savings deposits and wider spread earned on time
deposits. These were partly offset by a further deciine in the
average vyield on the mortgage portfolio. The contribution
from net free funds fell to 0.10%, which accounted for a

reduction of about HK$850 million in net interest income.

Other operating income rose by 8.5% to HK$4,282 million.
Net fees and commissions grew by 8.2% to HK$2,605
million, mainly attributable to the increase of 89.2%

to HK$700 million in fees from the distribution and

management of retail investment funds.

Income from wealth management services, comprising
income from investment and insurance, grew strongly by
32.6% to HK$1,608 million, indicating increased product
cross-selling to customers. It represented 37.6% of total

other operating income.

Operating expenses fell by 6.6%, reflecting the Bank’s strict
cost discipline. Staff costs decreased by 9.2%, mainly due to

non-recurrence of the special top-up contribution to the

staff retirement benefit scheme made in 2001. The total
staff number fell by 209 to 7,279, and by 769 from its
height in 1997.

The net charge for bad and doubtful debts amounted
to HK$571 million, an increase of 34.7% compared with

the previous year.

New and additional specific provisions rose by 8.5% to
HK$1,231 million. A reduction in specific charges for
corporate accounts and residential mortgages was offset by
the rise in specific charges for card advances and personal
loans due to the rise in bankruptcies. Releases and recoveries
were reduced by 53.6% to HK$330 million, mainly from

taxi loans and corporate accounts.

There was a release of HK$330 million from general
provisions. This reflected a reduction in our estimate of the
latent loan losses which had occurred at the balance sheet
date. The estimate was based on the historical experience
of the rate at which such losses occur and are identified, the
structure of our loan portfolio and the prevailing economic

and credit conditions.

The ratio of total provisions as a percentage of gross
advances to customers fell to 1.28% at 31 December 2002,
compared with 1.55% a year earlier. Specific provisions
decreased by 0.12 percentage point to 0.79%.

General provisions fell by 0.15 percentage point to 0.49%.




Gross non-performing advances (after deduction of interest

in suspense) fell by 1.5% to HK$6,081 million. The ratio of
gross non-performing advances to gross advances to
customers was maintained at 2.7%, the same level as at
the end of 2001. Specific provisions plus collateral that is
conservatively valued amounted to almost 100% of

non-performing advances.

We continued to maintain strong liquidity. The average
liquidity ratio in 2002 was 44.4%, compared with 45.6%
in 2001,

The total capital ratio at 31 December 2002 was 14.2%
and the tier one capital ratio was 11.9%. This compares

with 15.3% and 12.3% respectively a year earlier.

Loans and Deposits
Hang Seng increased its market share of total deposits and

loans for use in Hong Kong in 2002.

Customer deposits were maintained at HK$413.7 billion,
which was only marginally lower than the HK$414.3 billion
at the end of 2001. Funds continued to shift from time
deposits to savings deposits under the persistently low

interest rate environment.

Advances to customers (after deduction of interest in
suspense and provisions) recorded modest growth of 1.0%
to HK$224.6 billion, as loan demand remained subdued

in the uncertain economic environment.

Lending to the industrial, commercial and financial sectors
grew by 4.6%, mainly recorded in lending to property
investment companies and working capital financing of

large corporations.

A decrease of 10.8% was recorded in advances under the
suspended Government Home Ownership Scheme (GHOS)
and other government sponsored home purchasing
schemes. Excluding such advances, total lending to
individuals rose by 1.7%. Residential mortgages and credit
card advances recorded moderate growth amidst intense

market competition.

As a result of the continued reduction in the pricing of new
mortgages and the re-pricing of existing loans, the average
yield on the residential mortgage portfolio, excluding GHOS
mortgages and staff loans, fell from 84 basis points below
BLR in 2001 to 149 basis points below BLR in 2002. This was .

before accounting for the effect of cash incentive payments.

Trade finance rose by 3.4%, benefiting from the improvement

in Hong Kong's external trade.
Total advances to Mainland-related entities grew by 2.3%

to HK$9.8 billion and accounted for 4.3% of total advances

at the year-end.
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Lines of Business

Personal financial services ramained the major profit contributor,
providing 49.4% of the profit before tax. Commercial
banking contributed 9.9% of pre-tax profit, corporate and
institutional banking 8.3% and treasury 17.7%. Other
businesses, which mainly cover the management of
shareholders’ funds and investments in premises, investment
properties and long-term equities, provided 14.7% of

pre-tax profit.

Personal financial services recorded growth of 6.6% in profit
before tax. Despite the prolonged decline in the average
mortgage yield and the contraction in the GHOS mortgage
portfolio, net interest income only recorded a marginal fall
of 1.7%, benefiting from the continued shift of customer

deposits to lower cost savings accounts.

Other operating income rose by 16.8%, mainly in wealth

management services.

Sales of retail investment funds, including the popular
Hang Seng Investment Series, increased by 46.7% from the
previous year. The Investment Series comprised a total of
60 retail funds at the year-end, including 42 capital
guaranteed funds — the largest set of capital guaranteed

funds in number in Hong Kong.
Total funds under management, including investment

funds and private banking funds, grew by HK$15.2 billion,
or 60.1%, to HK$40.6 billion at the year-end.
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Commercial banking recorded satisfactory loan growth of
13.1%, mainly in trade finance and other lending to the
manufacturing sector. However, net interest income suffered
from the compression in lending and deposit margins, and

profit before tax decreased by 6.9%.

The operating result was also affected by a reduction in
Mandatory Provident Fund services income due to higher

commissions received from new customers in the previous year.

Corporate and institutional banking reported 2 decline of
4.9% in profit before tax. The operating result was affected

by the compression in lending margins.

Treasury recorded growth of 2.9% in profit before tax.

Net interest income rose by 3.8% as more funds were
redeployed from interbank placing to the capital market for
yield enhancement. The fixed rate debt securities portfolio

continued to benefit in a low interest rate environment.

Other Business Operations

There were several milestone developments in mainland
China, where Hang Seng operates branches in Guangzhou,
Shanghai, Shenzhen and Fuzhou and representative offices

in Beijing and Xiamen.

Our Shanghai branch launched renminbi services for
foreign passport holders; citizens of the Hong Kong SAR,

Macau SAR and Taiwan; and foreign-invested enterprises.




Our one-stop financial solutions help customers protect and

grow their assets while they enjoy the finer things in life.




As the banking partner of choice, we provide ‘any time,

any place’ e-Banking services to bring new opportunities and

maximum convenjence to customers.
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The Guangzhou, Shanghai and Shenzhen branches began
foreign currency services for mainland Chinese citizens and
corporations, and opened Prestige Banking Centres during

the year.

Personal e-Banking services were launched for customers of
our four Mainland branches and should make our presence

felt more strongly.

Hang Seng Securities Limited opened a representative office
in Shanghai and Hang Seng Investment Management
Limited obtained approval to open a representative office in

Shenzhen,

In Taiwan, we opened our first representative office in Taipei.

e-Banking services have become an important part of
our integrated multi-channel delivery network, helping us to

increase product sales.

During 2002, Business e-Banking services were launched to
help commercial customers and SMEs manage their
company finances more efficiently and minimise costs

through savings on transactional charges.

At the year-end, the number of customers registered for
Personal e-Banking services had grown to more than
250,000, an increase of 42.6% from a year earlier. The
number of internet transactions had risen to over 14% of
total transactions and online share trading to about

55% of total securities transactions.

As our internet banking services become more popular,

our branches are focusing on more personalised services and
customer relationship deepening. Counter transactions fell
t0 15.7% of total transactions in 2002, compared with

17.2% in 2001,

We currently operate 157 branches and automated banking

centres in Hong Kong.

Building Team Spirit
We promote teamwork in our working environment, nurture

the service culture and encourage innovation.

Staff are committed to manage for value, share best
practices and take responsibility together for the Bank's
performance. Their joint efforts saw attributable profit rise
to a record HK$1.37 million per employee in 2002,
compared with HK$1.35 million in 2001 and HK3$0.79
million in 1992.

We invest in the staff and care for their well-being and
personal development. Training helps staff meet regulatory
requirements and business demands, and to achieve their

individual potential.

Our staff put forward about 855 ideas to improve services
and capture business opportunities in 2002. Cost savings
and revenue generation from the implementation of ideas in
2002 reached HK$12.8 million, taking the total since 1992

to HK$127 million on an annual recurring basis.
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Future Prospects

2003 will be another challenging year. Hang Seng will
continue to exercise great vigilance in its business in

an environment of intense competition, weak loan demand

and narrowing margins.

The Bank will build on its large customer franchise, financial
strength and efficient operations, at the same time offering

customers added value and premium service.

We shall continue to focus on customer segmentation
and introduce more lifestyle banking services to become the

preferred financial partner of customers,

In our higher margin, value-creating businesses of wealth
management and SME services, we intend to increase
non-interest income, product cross-selling and market share
wherever we can through relationship building and

widening our product range.

In Hong Kong, there is increasing awareness of the need
for lifetime wealth management. We are growing both the
affluent and mass affluent customer segments in this

business, which offers vast potential.

SMEs are the cornerstone of Hong Kong businesses and we

shall expand our customer base in this sector.

Our e-Banking services will be further enhanced for service

differentiation, both in Hoag Kong and mainland China.
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The Mainland remains a long term strategic investment.
We are expanding our network with more branches and
sub-branches in major cities and through internet banking
services. We are preparing for the opening of our Nanjing
Branch. A sub-branch in Puxi, Shanghali, is expected to

commence business later this year.

We have also applied for our Guangzhou and Shenzhen

branches to offer renminbi services.

In other developments, we are looking into the Mainland
credit card market. In addition, our insurance, securities and
investment businesses are positioning themselves in the

Mainland.

In the challenging operating environment, Hang Seng is
committed to sustaining superior performance. We are

a financially sound bank with a strong customer focus, good
business base and steady record of profits. We shall make
the most of our many strengths to maximise profitability and

to be the bank of choice.

Vincent H C Cheng
Vice-Chairman and Chief Executive

Hong Kong, 3 March 2003
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Major Awards and Ratings

For Hang Seng Bank
Named the Best Local Bank in Hong Kong by FinanceAsia

magazine.

Named the Best Domestic Commercial Bank and
ranked third for best corporate governance in Hong Kong

by The Asset magazine.
Voted the Best Retail Bank by Capital magazine.

Received the Best Investor Relations by a Hong Kong
Company award at the Investor Relations Magazine

Asia Awards.

Ranked first for best operational efficiency and second
for best treatment of minority shareholders in Hong Kong

by Asiamoney magazine.

Ranked third for strongest commitment to enhancing

shareholder value in Hong Kong by FinanceAsia.

Ranked third for financial soundess in Hong Kong in the
REVIEW 200 poll.

Long-term local currency deposit rating of Aa3, short-term
foreign currency deposit rating of Prime 1 and long-term
foreign currency deposit rating of A3 from Moody's
Investors Service. Bank Financial Strength Rating of B — the

highest rating among Moody's rated Hong Kong banks.

o

[}

Api credit rating from Standard & Poor’s — the highest
rating based on public information for banks in Hong Kong -

was affirmed.

Individual rating of A/B from Fitch ~ the highest for banks

in Asia — was affirmed.

Won the Public Sector Award for the ‘Hang Seng Bank -
Help the Police Fight Youth Crime Competition’ in the
PRWeek Awards.

Won a Gold Quill Award for role in the establishment of the

Hang Seng Table Tennis Academy.
Won the ‘Yahoo! Prime Users Most Emotive Brand Award’

and 'Award for the Brand Yahoo! Users Trust the Most'.

For Hang Seng Life Limited
Assigned A+ insurer financial strength and counterparty

credit ratings by Standard & Poor’s.

For Hang Seng Insurance Company Limited

o Assigned A+ insurer financial strength and counterparty

credit ratings by Standard & Poor's.
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Financial Review

FINANCIAL PERFORMANCE

Profit and {oss account

Summary of financial performance (HK$M) 2002 2001
Operating profit before provisions 11,255 11,503
Profit on ordinary activities befora tax 11,242 11,514
Profit attributable to shareholders 9,961 10,114
Earnings per share (HK$) 5.21 5.29

Hang Seng Bank Limited (the Bank) and its subsidiary and
associated companies (Hang Seng) reported a profit
attributable to shareholders of HK$9,961 million for 2002,
a decrease of 1.5 per cent compared with 2001. Earnings

per share of HK$5.21 were 1.5 per cent lower than in 2001.

Operating profit before provisions fell by HK$248 million,
or 2.2 per cent, to HK$11,255 million. The positive effects of

Operating Profit Analysis Total Operating Income

HK$M HK$BN

11,500 20

15

11,000
10

10,500
5

10,000

[ 2001 Operating Profit 11,079 [ total Operating Income
Changes due to: L1 Other Operating Income
D Net Interest Income (855) —= Net Interest Income

D Other Operating Income 335
D Operating Expenses 272

1 provisions for Bad and

Doubtful Debts (147)

2002 Operating Profit 10,684
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an 8.5 per cent increase in other operating income and a 6.6
per cent reduction in operating expenses were outweighed
by a 7.3 per cent reduction in net interest income,

mainly attributable to the decline in contribution from net
free funds. Operating profit decreased by 3.6 per cent

to HK$10,684 million, after accounting for a 34.7 per cent
increase in the net charge for bad and doubtful debts.
Profit before tax amounted to HK$11,242 million, which
was HK$272 million, or 2.4 per cent, lower than 2001,
despite the increase in profits on disposal of long-term
investments and the inclusion of the Bank’s share of

the value of the long-term assurance business of Hang Seng

Life Limited.

Economic profit

In implementing its Managing for Value strategy, Hang Seng
has adopted since 1999 economic profit as a value-based
performance measurement. This is to align the aobjectives of
Hang Seng’s management to that of its shareholders.
Management uses economic profit to decide of the allocation
of resources among businesses to achieve the best return for
shareholders. Economic profit is calculated from profit after tax,
adjusted for non-cash items, and takes into account the cost

of capital invested by Hang Seng’s shareholders.

In 2002, Hang Seng’s economic profit decreased by
HK$219 million, or 3.9 per cent, the combined effect of
a reduction in the return on invested capital and an
increase in average invested capital. For consistency, the
benchmark cost of capital of 15.0 per cent was applied.

This is, in Hang Seng management’s view, above its true




cost of capital taking into account the current interest

rate level and Hang Seng’s business risk profile. The trend

of economic profits in this analysis shows that Hang Seng

continues to create value for its shareholders.

Economic profit (HK$M) 2002 % 2001 %
Average invested capital 31,698 31,061

Return on invested capital* 10,083 31.8 10,222 328
Cost of capital (4,747) (15.0) (4,667) (15.0)
Economic profit 5,336 16.8 5,555 17.9
Return on invested capital represents profit after tax adjusted for

non-cash itemns.

Funds under management

Funds under management (HK$M) 2002 2001
At 1 January 25,366 13,998
Additions 35,590 23,112
Withdrawals (18,165) (9,496)
Value change (2,218) (2,236)
Exchange and other 35 (12)
At 31 December 40,608 25,366
Funds under management of HK$40,608 million

were HK$15,242 million, or 60.1 per cent, higher than

at 31 December 2001, due to expansion of our asset
management and private banking businesses.

Net interest income

Net interest income (HK$M) 2002 2001
Interest income 14,960 24,509
Interest expense (4,155) (12,849)
Net interest income 10,805 11,660
Average interest-earning assets 439,736 454,937
Gross interest yield (% p.a.) 3.40 5.39
Net interest spread (% p.a.) 2.36 2.28
Net interest margin (% p.a.) 2.46 2.56

Net interest income decreased by HK$855 million, or 7.3
per cent, mainly attributable to the fall in contribution from
net free funds due to lower market interest rates. There was
a reduction in average interest-earning assets of HK$15.2
billion, or 3.3 per cent, plus a compression in net interest
margin of 10 basis points to 2.46 per cent, the net effect of
a rise of 8 basis points in net interest spread and a reduction

of 18 basis points in the contribution from net free funds.

Net interest spread improved by 8 basis points to 2.36 per
cent, which benefited by 11 basis points from improved
spreads on the holding of investment securities and gained
5 and 4 basis points respectively from the growth in lower
cost savings deposits and a wider spread earned on time
deposits. These were partly offset by a further decline in the
average yield on the mortgage portfolio (including those
under the Government Home Ownership Scheme), which
reduced net interest spread by 12 basis points. The
contribution from net free funds fell by 18 basis points to
0.10 per cent, which accounted for a reduction of about

HK$850 million in net interest income.

As a result of the continued reduction in the pricing of new
mortgages and the re-pricing of existing loans, the average
yield on the residential mortgage portfolio, excluding
Government Home Ownership Scheme mortgages and staff
loans, fell from 84 basis points below the best lending rate
(BLR) in 2001 to 149 basis points below BLR in 2002.

This was before accounting for the effect of cash incentive

payments.
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Compared with the first half of 2002, net interest income

in the second half of 2002 fell by HK$101 million, or 1.9 per
cent, with a 6 basis point fall in net interest margin to 2.43
per cent. Net interest spread decreased by 5 basis points to
2.33 per cent, mainly due to the further decline in the
average yield on the mortgage portfolio. The contribution from

net free funds was 1 basis point lower at 0.10 per cent.

Other operating income

Other operating income rose by HK$335 million, or 8.5 per cent,
and contributed 28.4 per cent of total operating income,
compared with 25.3 per cent in 2001. Net fees and
commissions increased by HK$197 million, or 8.2 per cent,

mainly attributable to the increase of HK$330 million, or

89.2 per cent, in fees from the distribution and management
of retail investment funds. Insurance fees and commissions
fell by HK$81 million, or 19.1 per cent, mainly affected by a
reduction in commissions from Mandatory Provident Fund
(MPF) services due to higher commissions received from new
customers in the previous year. Commissions from credit
facilities and card services also decreased by 11.5 per cent

and 5.5 per cent respectively.

Dealing profits grew by HK$90 million, or 17.0 per cent,
with improvements in foreign exchange income and
securities and other trading results. Insurance underwriting
profit increased by HK$107 million, or 47.3 per cent, mainly
due to consolidation of the underwriting profit of Hang

Seng Life Limited which became a subsidiary of the Bank in

Other Operating Income for 2002

In Percentage

_‘ Net Fees and Commissions
Receivable

D Net Dealing Profits
E‘ Other
D Insurance Underwriting

D Rental income from
Investment Properties

L Dividend Income
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Operating Expenses for 2002

In Percentage

LI staff Costs
D Premises and Equipment
] other Operating Expenses

D Depreciation




November 2002. Other income fell by HK$45 million, or

10.1 per cent, mainly due to lower loan redemption fees.

Income from wealth management services, comprising
income from investment (securities broking and related
services, investment funds distribution and management,
margin trading and private banking) and insurance
(underwriting and distribution of life and non-life insurance
products and MPF services), grew strongly by 32.6 per cent
to HK$ 1,608 miilion, indicating increased product
cross-selling to customers. It represented 37.6 per cent of

total other operating income.

Cperating expenses

Operating expenses fell by HK$272 million, or 6.6 per cent,
to HK$3,832 million. Staff costs decreased by HK$209
million, or 9.2 per cent, mainly due to the non-recurrence of
a special top-up contribution for the staff retirement benefit
scheme made in 2001. Depreciation charges dropped by
HK$34 million, or 8.8 per cent, reflecting a lower level of
capital expenditure. Premises and equipment expenses
decreased by HK$55 million, or 6.3 per cent, attributable to
a reduction in IT expenditure after the spending in previous
years on the development of e-banking initiatives. Other
operating expenses increased by HK$26 million, or 4.5 per
cent, mainly in marketing expenditure for the promotion of

personal financial services products.

The cost:income ratio fell by 0.9 percentage point to 25.4

per cent, compared with 26.3 per cent for 2001,

Headcount measured in full time equivalents was 7,279 at

31 December 2002 (7,488 at 31 December 2001).

Provisions for bad and doubtful debts

Net charge to profit and loss account (HK$M) 2002 2001
Net charge/(release) for bad and doubtful debts
Specific 901 424
General (330) -
Total 571 424
Average gross advances to customers 225,725 224,088
Net charge/(release) for bad and doubtfui debts as a

percentage of average gross advances to customers
Specific 0.4% 0.2%
General (0.1%) -
Total 0.3% 0.2%

The net charge for bad and doubtful debts amounted to
HK$571 million, an increase of HK$147 million, or 34.7 per
cent, compared with the previous year. New and additional
specific provisions rose by HK$96 million, or 8.5 per cent, to
HK$1,231 million, with a reduction in specific charges

for corporate accounts and residential mortgages more than
offset by a rise in specific charges for card advances and
personal loans due to the rise in personal bankruptcies.
Releases and recoveries reduced by HK$381 million, or

53.6 per cent, to HK$330 million, mainly in taxi loans and
corporate accounts. There was a release of general
provisions of HK$330 million, reflecting a reduction in Hang
Seng’s estimate of the latent loan losses, which had
occurred at the balance sheet date but which had not yet
been reflected through the establishment of specific
provisions. The estimate of these latent losses reflects Hang
Seng’s historical experience of the rate at which such losses
occur and are identified, the structure of Hang Seng’s loan
portfolio and the economic and credit conditions prevailing

at the balance sheet date.
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Advances to customers and provisions (HK$M) 2002 2001
Gross advances to customers* 227,475 225,926
Specific provisions (1,805) (2,052)
General provisions (1,108) (1,438)
Advances to customers** 224,562 222,436
Gross non-performing advances* 6,081 6,174
Non-performing advance* as & percentage of

gross advances to customers” 2.7% 2.7%
Provisions as a percentage of gross advances

to customers*
Specific provisions 0.79% 0.91%
General provisions 0.49% 0.64%
Total provisions 1.28% 1.55%
Specific provisions as a percentage of gross
non-performing advances* 29.7% 332%

* After deduction of interest in suspense.

** After deduction of interest in suspense and provisions.

Provisions as a Percentage of
Gross Advances to Customers

Net Charge for Bad and
Doubtful Debts
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Gross non-performing advances (after deduction of

interest in suspense) fell by HK$93 million, or 1.5 per cent,
to HK$6,081 million, compared with the end of 2001.

The ratio of gross non-performing advances to gross
advances to customers was maintained at 2.7 per cent, the

same level as at the end of 2001.

Profit on tangible fixed assets and

long-term investments

Profit on disposal of tangible fixed assets and long-term
investments rose by HK$68 million, or 17.3 per cent, to
HK$461 million, reflecting increased profits on the disposal
of locally-listed equities partly offset by lower profits on the

disposal of debt securities.

Property revaluation

Hang Seng’s premises and investment properties were
revalued by Chesterton Petty Limited, an independent
professional valuer, at 30 September 2002 who confirmed
that there had been no material change in valuations

at 31 December 2002. The valuations were carried out by
qualified valuers who are members of the Hong Kong
Institute of Surveyors. The basis of the valuation of premises
was open market value for existing use. The basis of the
valuation for investment properties was open market value.
The property revaluation has resulted in a fall in Hang Seng’s
revaluation reserves of HK$692 million as at 31 December
2002 and a charge to the profit and loss account of HK$36
million in respect of properties where the valuation has

fallen below the depreciated historical cost.




Balance sheet Assets deployment

Total assets At 31 December (HKSM) 2002 % 2001 %

. . ‘ hort- 4 N 234
Total assets of HK$474.6 billion were in line with Cash and short-term funds 77784 16 1099

Placings with banks maturing

31 December 2001. Customer deposits were almost flat after one month 30,919 6.5 43666 9.2
with a continued shift of time deposits to savings under Certificates of deposit 30,120 64 23203 49
. . . Investment iti 0,367 169 45429 96

the persistently low interest rate environment. Advances to rvestment securities 8 >
) ) ‘ Advances to customers 224,562 47.3 222436 468

customers grew by 1.0 per cent during 2002, mainly in

Other assets* 30,850 6.5 28,954 6.1
residential mortgages, corporate lending and trade advances ... assets 474,602  100.0 474,787 100.0

while mortgages under the Government Home OwnerShlp * Amounts due from immediate holding company and fellow subsidiary

Scheme fell. Investment in debt securities also rose, with companies are included under other assets.

funds re-deployed from lower yielding interbank placements. Investment securities

The advances to deposits ratio rose to 54.3 per cent at Securities held for dealing purposes decreased by HK$1.0

31 December 2002 from 53.7 per cent at 31 December 2001, puion o 44.7 per cent, to HK$1.2 billion, while investment

the effect of a modest growth in customer advances in held-to-maturity debt securities increased by HK$37.2

against stable customer deposits. billion, or 94.1 per cent, to HK$76.9 billion with funds
Total Assets, Customer Deposits Advances to Deposits Ratio Assets Deployment for 2002 Assets Deployment for 2001
and Advances to Customers
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Financial Review continued

re-deployed from interbank placings to enhance net interest
yield. Over 95 per cent of the held-to-maturity debt securities will
mature within five years. The fair value of the held-to-maturity
debt securities at 31 December 2002 amounted to HK$78.0
billion, with an unrealised gain of HK$1.2 billion compared with

an unrealised gain of HK$0.5 billion at 31 December 2001.

Equity investments decreased by HK$1.3 billion, or 36.7
per cent, to HK$2.3 billion.

Advances to customers

Advances to customers (after deduction of interest in
suspense and provisions) recorded a modest growth of
HK$2,126 million, or 1.0 per cent, to HK$224.6 billion

at 31 December 2002, as loan demand remained subdued

under the uncertain economic environment.

Hang Seng gained market share of total loans and loans for

use in Hong Kong in 2002.

Customer Deposits for 2002 Customer Deposits for 2001

In Percentage In Percentage
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Other Debt Securities in Issue

66

Customer deposits

Customer deposits accounts were maintained at HK$397.7
billion at 31 December 2002, with a marginal growth of
HK$1.9 billion, or 0.5 per cent, over the previous year-end
and no material change in currency mix. Funds continued to
shift from time deposits to savings accounts under the
persistently low interest rate environment. In 2002, Hang

Seng gained market share of total deposits in Hong Kong.

Certificates of deposit and other debt securities in issue
fell by HK$2.6 billion to HK$16.0 billion with a lower level of

new issues made during the year.

Shareholders’ funds

At 31 December (HK$M) 2002 2001
Share capital 9,559 9,558
Retained profits 19,242 19,618
Premises and investment properties
revaluation reserves 7,324 8,119
Long-term equity investment revaluation reserve 1,031 2,323
Capital redemption reserve 99 99
37,255 39,718
Proposed dividends 6,309 5,353
Shareholders’ funds 43,564 45,071
Return on average shareholders’ funds (% p.a.) 22.9 23.0

Shareholders’ funds (excluding proposed dividends) fell

by HK$2,463 million, or 6.2 per cent, to HK$37,255 million
at 31 December 2002. Retained profits were reduced by
HK$376 million, the net effect of the proposed special
interim dividend of HK$956 million and the current year
profit after appropriation of HK$593 million. Premises and
investment properties revaluation reserves fell by HK$795
million as a result of the further decline in the property
market. The disposal and decrease in the fair value of
long-term equities led to a reduction of HK$ 1,292 million

in the long-term equity investment revaluation reserve.




The return on average shareholders’ funds was

22.9 per cent, in line with the 23.0 per cent return in 2001.

CAPITAL MANAGEMENT

Capital resources management

There was no purchase, sale or redemption of the Bank’s listed

securities by the Bank or any of its subsidiaries during the year.

Analysis of capital base and risk-weighted assets (HK$M) 2002 2001
Capital base
Tier 1 capital
Share capital 9,559 9,559
Retained profits 18,795 18,342
Capital redemption reserve 99 99
Total 28,453 29,000
Tier 2 capital
Premises and investment properties revaluation reserves 5,153 5,708
Long-term equity investment revaluation reserve 705 1.418
General loan provisions 1,108 1,437
Total 6,966 8,563
Unconsolidated invesiments and other deductions (1,376) (1,331)
Total capital base after deductions 34,043 36,232
Risk-weighted assets
On-balance sheet 222,758 221,565
Off-balance sheet 16,262 14,726
Total risk-weighted assets 239,020 236,291
TJotal risk-weighted assets adjusted for market risk 239,426 236,588
Capital adequacy ratios
After adjusting for market risk
Tier 1= 11.9% 12.3%
Total* 14.2% 15.3%
Before adjusting for market risk
Tier 1 11.9% 12.3%
Total 14.2% 15.3%

* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority guideline under the Supervisory Policy Manual.
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The capital base fell by HK$2,189 million, or 6.0 per cent,
due to the proposed special interim dividend to be paid out
of retained profit and the fall in premises and investment
properties revaluation reserves and long-term equity
investment revaluation reserve. Total risk-weighted assets
adjusted for market risk rose by HK$2,838 million, or

1.2 per cent, to HK3239.4 billion. The total capital ratio
and tier 1 ratio reduced by 1.1 percentage points and

0.4 percentage point respectively.

RISK MANAGEMENT

Risk management is an integral part of Hang Seng’s
business management. The most important types of risks
to which Hang Seng is exposed to are credit risk, liquidity
risk, market risk and operational risk. Market risk includes
foreign exchange, interest rate and equity price risks.
Hang Seng’s risk management policy is designed to identify
and analyse risks, to set appropriate risk limits and

to monitor these risks and limits continually by means of
reliable and up-to-date management information systems.
Hang Seng’s risk management policies and major control
limits are approved by the Board of Directors and they

are monitored and reviewed regularly by the Executive

Committee and Audit Committee.

Credit risk

Credit risk is the risk that a customer or counterparty will
be unable or unwilling to meet a commitment that it

has entered into with Hang Seng. It arises principally from
lending, trade finance, treasury and leasing activities.

Hang Seng has standards, policies and procedures in place

to control and monitor all such risks.

o

[e]

Q

o

Credit Risk Management (CRM) is mandated to provide

centralised management of credit risk. CRM is headed by
the Chief Credit Officer who reports to the Chief Executive
and functionally reports to the HSBC Group Credit and
Risk. Hang Seng conforms with the HSBC Group standards
in establishing its credit policies. The responsibilities of

CRM are as follows:

formulation of credit policies which are embodied in the

Credit Risk Manual as approved by the Board of Directors;

establishment and maintenance of the Large Credit
Exposure Policy setting controls on exposures to customers

and customer groups and on other risk concentrations;

issue of Lending Guidelines to provide business units with
clear guidance on Hang Seng’s attitude towards and
appetite for lending to different market sectors, industries,
and products etc. They are regularly updated and provided

to all credit and marketing executives;

independent review and objective assessment of risk.

CRM undertakes an independent assessment of ali
commercial non-bank credit facilities over designated limits
originated by business units, prior to the facilities

being offered to the customer. Renewals and reviews of
commercial non-bank facilities over designated levels are

also subject to such independent review and assessment;

control of exposures to banks and financial institutions. As
full authority has been devolved to HSBC Group Credit and
Risk to approve Hang Seng’s credit and settlement risk limits
to counterparties in the financial and government sectors,

Hang Seng CRM co-ordinates with the dedicated unit within




o
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Group Credit and Risk which controls and manages

these exposures on a global basis using centralised systems

and automated processes;,

control of cross-border exposures. Similar to the control of
exposures to banks and financial institutions, CRM
co-ordinates with the dedicated unit within Group Credit
and Risk to control country and cross-border risk using
centralized systems, through the imposition of country
limits with sub-limits by maturity and type of business.
Country limits are determined taking into account
economic and political factors together with local business
knowledge. Transactions with countries deemed to

be higher risk are considered on a case-by-case basis;

control of exposure to certain industries including
shipping and aviation industries, and close monitoring of
exposures to other industries or products such as telecoms,
commercial and residential real estate. Controls and
restrictions on new business or the capping of exposure

may be introduced where necessary;

maintenance of facility grading process. Hang Seng adopts
HSBC's grading structure which contains seven grades,

the first three of which are applied to differing levels of
satisfactory risk. Of the four unsatisfactory grades, grades
6 and 7 are non-performing loans. In the case of banks,
the grading structure involves 10 tiers, six of which cover
satisfactory risk. 1t is the responsibility of the final

approver to approve the facility grade. Facility grades are
subject to frequent review and amendments, where

necessary, are required to be undertaken promptly;

]

o

o

reporting to management on aspects of the loan portfolio.

Reports are submitted to the Credit Committee,

Executive Committee, Audit Committee, the Board of

Directors and Group Credit and Risk covering:

- risk concentrations and exposures to industry sectors

- large customer group exposure

- large non-performing accounts and provisions

- specific segments of the portfolio such as residential
mortgages, commercial real estate, telecoms, credit cards,
as well as ad hoc reviews as necessary

- country limits and cross-border exposures;

management and direction of credit-related systems
initiatives in the development of standard credit-related

systems to ensure cost efficiency;

provision of advice and guidance to business units on

various credit-related issues.

Liquidity risk

Liquidity management is essential to ensure the Bank has
the ability to meet its obligations as they fall due. It is Hang
Seng’s policy to maintain a strong liquidity position

by properly managing the liquidity structure of its assets,
liabilities and commitments so that cash flows are
appropriately balanced and all funding obligations are

comfortably met.

Hang Seng is required to comply with the regulatory
liquidity requirement, mainly to maintain the liquidity ratio
in accordance with the Fourth Schedule of the Hong Kong

Banking Ordinance. Hang Seng’s average liquidity ratio in
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2002 stood at 44.4 per cent (45.6 per cent in 2001) which
well exceeded the minimum reguirement of 25%.

In addition, Hang Seng also comply with the HSBC Group's
liguidity requirements, which impose stricter criteria

for the holding of liquid assets, as prescribed by the HSBC

Group Executive Committee.

Hang Seng has established policies and procedures to
monitor and control its liquidity position on a daily basis by
adopting a cash flow management approach. Hang Seng
always maintains a stock of high quality liquid assets to
ensure the availability of sufficient cash flow to meet

its financial commitments, including customer deposits on
maturity and undrawn facilities, over a specified future
period. The liquidity management process is monitored by the
Asset and Liability Managament Committee and is reported

to the Executive Committee and the Board of Directors.

As a major source of funding, Hang Seng maintains a
diversified and stable customer deposit base, both

by maturity and market segment. Hang Seng is active in the
local money and capital markets to manage the maturity
profile of assets and liabilities and to secure the availability

of interbank and wholesale deposits at market rates.

Market risk

Market risk is the risk that movements in interest rates,
foreign exchange rates or equity and commodity prices will
result in profits or losses to Hang Seng. Market risk arises on
financial instruments which are valued at current market

prices (mark-to-market basis) and those valued at cost plus any
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accrued interest (accrual basis). Hang Seng’s market risk arises

from customer-related business and from position taking.

Market risk is managed within risk limits approved by

the Board of Directors. Risk limits are set by product and risk
type with market liquidity being a principal factor in
determining the level of limits set. Limits are set using a
combination of risk measurement techniques,

including position limits, sensitivity limits, as well as value

at risk (VAR) limits at a portfolio level.

Hang Seng adopts the risk management policies and risk
measurement techniques developed by the HSBC Group.
The daily risk monitoring process measures actual risk
exposures against approved limits and triggers specific action
to ensure the overall market risk is managed within an

acceptable level.

VAR is a technigue which estimates the potential losses that
could occur on risk positions taken due to movements in
market rates and prices over a specified time horizon and to
a given level of confidence. The model used by Hang Seng
calculates VAR on a variance/covariance basis, using
historical movements in market rates and prices, a 99 per
cent confidence level and a 10-day holding period, and
generally takes account of correlations between different

markets and rates. The movement in market prices is

calculated by reference to market data for the last two years.,
Aggregation of VAR from different risk types is based upon

the assumption of independence between risk types.



Hang Seng has obtained approval from the Hong Kong
Monetary Authority (HKMA) for the use of its VAR model to
calculate market risk for capital adequacy reporting.

The HKMA is also satisfied with Hang Seng’s market risk

management process.

Hang Seng’s VAR for all interest rate risk and foreign

exchange risk positions and on individual risk portfolios

during the years 2002 and 2001 are shown in the table.

VAR (HKSM) VAR (HK$M)
Minimum Maximum Average Minimum Maximum Average
At 31 December  during during for the At 31 December during during  for the
2002 the year the year year 2001  theyear the year year
VAR for all interest rate risk VAR for all interest rate risk
and foreign exchange risk 234 194 520 326 and foreign exchange risk 352 119 562 248
VAR for foreign exchange risk VAR for foreign exchange risk
(trading) 3 3 5 4 (trading) 4 3 8 5
VAR for interest rate risk VAR for interest rate risk
- trading 1 - 9 2 - trading 3 i 18 4
- accrual 233 192 515 325 - accrual 353 117 565 247

Value At Risk for 2002
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The average daily revenue earned from market risk-related
treasury activities in 2002, including accrual book net
interest income and funding related to dealing positions,
was HK$7 million (HK$7 million for 2001). The standard
deviation of these daily revenues was HK$3 million

(HK$3 million for 2001). An analysis of the frequency
distribution of daily revenues shows that out of 247 trading
days in 2002, losses were recorded on only one day, with a
loss of HK$19 million. The most frequent result was a daily
revenue of between HK$4 million and HK$8 million, with 212

occurrences. The highest daily revenue was HK$33 million.

Foreign exchange exposure

Hang Seng’s foreign exchange exposures mainly arise from
foreign exchange dealing by Treasury and currency
exposures originated by its banking business. The latter are
transferred to Treasury where they are centrally managed

within the foreign exchange position limits approved by the

Board of Directors. The average one-day foreign exchange
profit for 2002 was HK$2 million (HK$1 million for 2001).
Structural positions include or comprise investments in fixed
assets and premises, capital and statutory reserves of

overseas branches and investments in overseas subsidiaries.

At 31 December 2002, the US dollar was the only currency
in which Hang Seng had a non-structural foreign
currency position which exceeded 10 per cent of the total

net position in all foreign currencies.

Total foreign currency positions (HK$M)

2002
Other foreign Total foreign
usb currencies currencies
Spot assets 173,129 93,023 266,152
Spot liabilities (156,175) (92,093) (248,268)
Forward purchases 35,222 11,284 46,506
Forward sales (39,974) (12,101) (52,075)
Net options positions - - -
Net long non-structural
position 12,202 113 12,315
Net structural position 792 149 941

Daily Distribution of Market Risk Revenues for 2002
Number of Days
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Daily Distribution of Market Risk Revenues for 2001
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Interest rate exposure

Interest rate risk arises in both the treasury dealing portfolio
and accruals books, which are managed by Treasury under
limits approved by the Board of Directors. The average daily

revenue earned from treasury-related interest rate activities

for 2002 was HK$5 million (HK$5 million for 2001).

Interest rate sensitivity analysis (HK$M)

Structural interest rate risk arises primarily from

the deployment of non-interest bearing liabilities, such as

shareholders’ funds and some current accounts, as well as

fixed rate loans and liabilities other than those generated by

the treasury business. Structural interest rate risk is monitored

by Hang Seng’s Asset and Liability Management Committee.

2002
More than More than Non-
3 months 6 months More interest
Up to and up to and up to than 12 earning/
3 months 6 months 12 months months bearing Total
Assets
Cash and short-term funds 73,149 461 858 - 3,316 77,784
Placings with banks maturing after one month 27,996 969 1,954 - - 30,918
Certificates of deposit 19,315 660 1,058 9,087 - 30,120
Investment securities 39,182 1,799 4,018 33,053 2,315 80,367
Advances to customers 197,350 9,934 8,012 5,098 4,168 224,562
Other assets* 5,206 38 835 S92 23,779 30,850
Total assets 362,198 13,861 16,735 48,230 33,578 474,602
Liabilities
Current, savings and other deposit accounts 383,063 4,729 6,628 3,653 15,620 413,693
Deposits from banks 514 2 - - 556 1,072
Other liabilities* 1,898 808 685 875 11,563 15,829
Minority interests - - - - 444 444
Shareholders’ funds - - - - 43,564 43,564
Total liabilities 385,475 5,539 7,313 4,528 71,747 474,602
Off-balance sheet items 3,970 4,936 61 (8,967) - -
Net gap position (19,307) 13,258 9,483 34,735 (38,169) -
Cumulative gap position (19,307) (6,049) 3,434 38,169 - -

* Amounts due from/to immediate holding company and fellow subsidiary companies are included under other assets and other liabilities.
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Interest rate sensitivity analysis is useful in managing the
interest rate risk of the accrual portfolio. The table on page
73 discloses the mismatching of the dates on which interest
receivable on assets and payable on liabilities are next reset
to market rates on a contractual basis, or, if earlier, the
dates on which the instruments mature. Actual reset dates
may differ from contractual dates owing to prepayments and
the exercise of options. In addition, contractual terms may
not be representative of the behaviour of assets and
liabilities. For these reasons, Hang Seng takes into account
behavioural characteristics in the management of its interest
rate risk, rather than on the contractual basis set out in the

table on page 73.

A positive interest rate sensitivity gap exists where more
assets than liabilities re-price in a given period. Although
a positive gap position tends to benefit net interest income
in a rising interest rate environment, the actual effect

will depend on a number of factors, including the extent to
which repayments are made earlier or later than the
contracted date and variations in interest rates within
re-pricing periods and among currencies. Similarly,

a negative interest rate sensitivity gap exists where more
liabilities than assets re-price during a given period. In this
case, a negative gap position tends to benefit net interest
income in a declining interest rate environment, but again
the actual effect will depend on the same factors as for

positive interest rate gaps.
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Equities exposure
Hang Seng’s equities exposure in 2002 is mainly in
long-term equity investments which are set out in note19

of the financial statements.

Derivatives

Positions of derivative contracts outstanding (HK$SM)

2002
Contract amount Mark-to-market values
Dealing Non-dealing Positive  Negative
Foreign exchange contracts
Spot and forward 73,607 - 418 263
Currency swaps 1,380 517 31 31
Currency options 22,207 - 36 35
Interest rate contracts
Interest rate swaps 31,685 32,758 1,222 1,416
Futures and forward rate
agreements 57 - - 1
Interest rate options 1,000 6,912 8 11
Equity contracts
Equity futures 3 - - -
Equity options 174 - 1 i
Analysis of mark-to-market values
Trading contracts 1,164 946
Non-trading contracts 552 812

Derivatives are financial contracts whose value and
characteristics are derived from underlying assets,

exchange and interest rates, and indices. They mainly include
futures, forwards, swaps and options in foreign exchange,
interest rate, equity and equity indices and commodities.
Derivative positions arise from transactions with customers
as well as Hang Seng's own dealing and asset and liability
management activities. These positions are managed

carefully to ensure that they are within acceptable risk levels.




Derivative instruments are subject to both market risk and
credit risk. Market risk from derivative positions is controlled
individually and in combination with on-balance sheet market
risk positions within Hang Seng’s market risk limits regime
as described on page 70. The credit risk relating to a
derivative contract is principally the replacement cost of the
contract when it has a positive mark-to-market value and
the estimated potential future change in value over the
residual maturity of the contract. The nominal value of the
contracts does not represent the amount of Hang Seng’s
exposure to credit risk. All activities relating to derivatives
are subject to the same credit approval and monitoring

procedures used for other credit transactions.

The table on page 74 provides an analysis of derivatives by
product at 31 December 2002, showing those contracts
undertaken for dealing and non-dealing purposes. Hang
Seng's derivative positions are mainly in foreign exchange
and interest rate contracts. Option contracts are mainly
undertaken for option-linked investment/deposit products
provided to customers and the related hedges. Mark-to-
market values of derivatives designated for dealing purpose
are included in "Other assets” for positive amounts and

“QOther liabilities” for negative amounts.

Operational risk
Operational risk is the risk of economic loss arising through
fraud, unauthorised activities, error, omission, inefficiency,

systems failure or from external events. The risk of losses

caused by human error and fraud is mitigated under a well-
established internal control environment in which processes
are documented, authorisation is independent and

where transactions are reconciled and monitored. Details are
described in the “Corporate Governance and Other
Information” on pages 86 and 87. Adequate insurance cover
is taken to minimise losses in business operation and

on the holding of fixed assets. To reduce the impact of and
interruptions to business activities caused by system failure
or natural disaster, back-up systems and contingency
business resumption plans are in place for all business and
critical back-office functions. Back-up computer systems and
business resumption back-up sites are maintained. Detailed
contingency recovery procedures are clearly documented,
with periodic drills conducted to ensure the procedures are

current and correct.
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Biographical Details of

Directors and Senior Management

DIRECTORS

The Honourabie LEE Quo-Weij GBM, JP

Honorary Chairman

Age 84, Joined the Bank in 1946. Appointed a Director in
December 1959 and elected Vice-Chairman in January 1976.
Executive Chairman from 1983 until February 1996.
Non-executive Chairman from March 1996 to December
1997. Honorary Chairman since 1 January 1998.

A non-executive Director of The Hongkong and Shanghai
Banking Corporation Limited from 1978 to 1984, Consultant
to the Board of The Hongkong and Shanghai Banking
Corporation Limited from 1984 to 1992 and Adviser to the
Board of HSBC Holdings plc from 1991 to 1997. Honorary
Chairman of Hang Seng School of Commerce. A Director of
Miramar Hotel and Investment Company Limited, New
World Development Comipany Limited, Shaw Brothers (Hong
Kong) Limited and Shanghai Industrial Holdings Limited. Life
Member of the Council of The Chinese University of Hong
Kong. Recipient of the Businessman of the Year award in the
Hong Kong Business Awards 1994, sponsored by DHL and
the South China Morning Post. Awarded the Grand Bauhinia
Medal by the Hong Kong Special Administrative Region

Government in July 1997,

Wir David Gordon ELDON ip

Chairman

Age 57. Appointed a Director of the Bank in June 1996 and
non-executive Chairman on 1 January 1998, Chairman of
The Hongkong and Shanghai Banking Corporation Limited.
A Director of HSBC Holdings plc, MTR Corporation Limited
and Swire Pacific Limited. Steward of The Hong Kong Jockey
Club. Chairman of the Executive Committee of the

Community Chest. Vice Chairman of the General Committee
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The Honourable LEE Quo-Wei Mr David ELDON
GBM, JP P
Honorary Chairman Chairman

of the Hong Kong General Chamber of Commerce and a

member of the Hong Kong Trade Development Council.

Mr Vincent Hoi Chuen CHENG OBE, Jp

Vice-Chairman and Chief Executive

Age 54. Appointed a Director of the Bank in October 1994
and became a Managing Director in April 1895. Appointed
Vice-Chairman and Acting Chief Executive in March 1998.
Vice-Chairman and Chief Executive since August 1998.
Chairman of Hang Seng Life Limited, Hang Seng School of
Commerce and the Board of Trustees of the Lord Wilson
Heritage Trust. A Director of The Hongkong and Shanghai
Banking Corporation Limited, Great Eagle Holdings Limited
and Kowloon-Canton Railway Corporation. Chairman of
the Process Review Panel for the Securities and Futures
Commission and the Standing Committee on Directorate
Salaries and Conditions of Service of the Hong Kong Special
Administrative Region Government (HKSAR). President

of the Hong Kong Institute of Bankers. Vice-Chairman of
Business and Professionals federation of Hong Kong.

A Committee Member of the Chinese General Chamber of
Commerce. A member of the Standing Committee of the
Beijing Municipal Committee of the Chinese People’s
Political Consultative Conference, the Advisory Committee
of the HKSAR Government Land Fund, the Independent
Commission on Remuneration for Members of the Executive
Council and the Legislature of the HKSAR and the Board

of the Community Chest of Hong Kong. Visiting professor of
Zhejiang University of China and Shenzhen University of
China since September 2000 and April 2001 respectively.
Honorary professor of Southwestern University of Finance &

Economics of China since October 2000.




Mr Vincent H C CHENG
OBE, JP
Vice-Chairman and Chief Executive

*Mir CHAN Che Chak John GBs, Jp United College of The Chinese University of Hong Kong.
Age 59. Managing Director of The Kowloon Motor Bus A Council Member of The Chinese University of Hong Kong.
Company (1933) Limited. A Director of The Kowloon Motor A Board Member of Hang Seng School of Commerce.

Bus Holdings Limited, Guangdong investment Limited and A Committee Member of Tang Shiu Kin and Ho Tim
Hong Kong Exchanges and Clearing Limited. A Director and Charitable Fund. Permanent President of Ho’s Clansmen
Chairman of RoadShow Holdings Limited. Former member Association Limited. Honorary President of Pun U District
of the Hong Kong Civil Service from 1964 to 1978 and from Association of Hong Kong and Honorary Permanent
1980 to 1993. Key posts held in Government included President of The Chinese Gold & Silver Exchange Society.

Private Secretary to the Governor, Deputy Secretary (General
*ivir Jenkin HUI

Duties), Director of Information Services, Deputy Chief

Age 59. Director and Chief Executive of Pointpiper
Secretary, Secretary for Trade and Industry and Secretary for ,

Investment Limited. A Director of Central Development
Education and Manpower. Deputy Chairman of The Hong

Limited, Jardine Matheson Holdings Limited, Jardine
Kong Jockey Club. Chairman of the Board of Trustees of the

Strategic Holdings Limited and Hongkong Land Holdings
Sir Edward Youde Memorial Fund. Chairman of the Council

Limited. Appointed a Director of the Bank in August 1994.
of the Hong Kong University of Science and Technology.

A Board Member of the Community Chest. Awarded the *WMir Peter LEE Ting Chang Jp

Gold Bauhinia Star by the Hong Kong Special Administrative  Age 49. Chairman and Managing Director of Hysan

Region Government in July 1999. Appointed a Director Development Company Limited. A non-executive Director of
of the Bank in August 1995. Cathay Pacific Airways Limited, SCMP Group Limited,

Maersk Hong Kong Limited, and a Director of a number of
*Dr CHENG Yu Tung DPMS, DBA(Hon), LLD(Hen), DSSc(Hon)
other companies. Vice President of the Real Estate
Age 77. Chairman of New World Development Company ,
Developers Association of Hong Kong. Appointed a Director

Limited. Managing Director of Chow Tai Fook Jewellery
of the Bank in August 2002.

Company Limited and a Director of Shun Tak Holdings
Limited. Appointed a Director of the Bank in March 1985. *Dr the Hon LI Ka Cheung Eric FHKSA, OBE, JP

Age 49. Senior partner of Li, Tang, Chen & Co.,
Dr HO Tim Chev Leg d’Hon, JP, DSSc(Hon), DBA(Hon), LLD(Hon)

Certified Public Accountants. Member of The Tenth National
Age 94. Joined the Bank in 1933. Appointed a Director and )

Committee of Chinese People’s Political Consultative
General Manager in December 1952. A Vice-Chairman

Conference. Member of the Legislative Council of the Hong
from 1967 to 1979. Honorary Chairman of Miramar Hotel

Kong Special Administrative Region (“LegCo”). Chairman
and Investment Company Limited. A Director of New World

of LegCo’s Public Accounts Committee. Director of The
Development Company Limited and King Fook Holdings ]

Kowloon Motor Bus Holdings Limited, SmarTone
Limited. Permanent Member of the Board of Trustees of
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Telecommunications Holdings Limited, Wong’s International
(Holdings) Limited, CATIC International Holdings Limited,
SIC Medical Science and Technology (Group) Limited, China
Vanke Co, Ltd and Business and Professionals Federation of
Hong Kong. President of Hong Kong Society of Accountants
in 1994. Member of Horg Kong Monetary Authority’s
Deposit-taking Companies Advisory Committee and Inland
Revenue Department’s User’'s Committee. Appointed a

Director of the Bank in February 2000.

Dr LO Hong Sui Vincent GBS, JP

Age 54. Chairman and Chief Executive of Shui On Group.
Director of Great Eagle Holdings Limited, a non-executive
Director of New World China Land Limited and an
independent non-executive Director of China Telecom
Corporation Ltd. Member of The Tenth National Committee
of Chinese People’s Political Consultative Conference. Vice
Chairman of All-China Federation of Industry & Commerce.
President of the Business and Professionals Federation of
Hong Kong. President of Shanghai-Hong Kong Council for
the Promotion and Development of Yangtze. Adviser to
Chinese Society of Macroeconomics. Member of HK US
Business Council — HK Section. Council member of the China
Qverseas Friendship Association. Court Member of the Hong
Kong University of Science and Technology. Advisory Board
of the Thailand Business Council. Director of The Real Estate
Developers Association of Hong Kong. Adviser to the Peking
University China Center for Economic Research. Awarded
the Gold Bauhinia Star by the Hong Kong Special
Administrative Region Government in July 1998,

Recipient of the Businessman of the Year award in the Hong

Kong Business Awards 2001, sponsored by DHL and the
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South China Morning Post. Awarded Director of the Year in
the category of Listed Company Executive Directors by

The Hong Kong Institute of Directors in 2002. Appointed a
Director of the Bank in February 1899,

Mr LUK Koon Hoo Roger BSocSc, MBA, FHKIB, MIMgt, JP

Age 51. Joined the Bank in 1975. Appointed Director and
Deputy Chief Executive in October 1994. Managing Director
and Deputy Chief Executive since April 1996. A Director of
Business and Professionals Federation of Hong Kong, AXA
General Insurance Hong Kong Limited and Wharf New T&T
Limited. Vice President of the Hong Kong Institute of
Bankers. Deputy Chairman of the Advisory Committee on
Human Resources Development in the Financial Services
Sector. A member of the Broadcasting Authority and the
Advisory Committee on New Broad-base taxes. A Council
Member and Treasurer of The Chinese University of Hong
Kong. A Board Member of Hang Seng School of Commerce.
A member of the Board of Trustees of The Queen Mary

Hospital Charitable Trust.

Mr MOK Wai Kin FCcA, AHKSA, ACIS, ACIB

Age 54. joined the Bank in 1966. Served in various positions
including retail banking, trade finance and internal audit.
Head of Auvdit Division from 1988 to July 1994. Appainted
Head of Retail Banking Division since August 1994. Appointed
Senior Assistant General Manager in January 1995, Deputy
General Manager in July 1995 and General Manager in
January 1996. Appointed a Director and General Manager of
the Bank in August 1999. Appointed a Managing Director
and General Manager of the Bank since April 2000.
Responsible for retail banking, private banking, investment

services and insurance business of the Bank. Member of




Hong Kang Monetary Authority’s Deposit-taking Companies

Advisory Committee. Vice-Chairman of the Board of Li Po
Chun United World College (Hong Kong), Limited and a

Board Membper of Hang Seng School of Commerce.

iMr OR Ching Fai Raymond

Age 53. General Manager of The Hongkong and Shanghai
Banking Corporation Limited since February 2000.
Chairman of HSBC Insurance (Asia-Pacific) Holdings Limited.
A Director of Cathay Pacific Airways Limited, Esprit Holdings
Limited, Hong Kong Interbank Clearing Limited and
Hutchison Whampoa Limited. Chairman of The Hong Kong
Association of Banks and a Council Member of the Hong
Kong Trade Development Council. Appointed a Director of

the Bank in February 2000.

vir Simon Christopher PENNEY

Age 54. Chief Financial Officer of The Hongkong

and Shanghai Banking Corporation Limited since 1995.
Appointed a Director of the Bank in January 1999.

*Dr SIN Wai Kin David DSSc(Hon)
Age 73. Chairman of Myer Jewelry Manufacturer Limited.
Vice-Chairman of Miramar Hotel and Investment Company

Limited. Executive Director of New World Development

Company Limited. A Director of King Fook Holdings Limited.

Appointed a Director of the Bank in November 1991,

*Mir Richard Yat Sun TANG Mm8a., BBS, JP
Age 50. Chairman and Managing Director of Richcom
Company Limited. A Vice Chairman of King Fook Holdings
Limited. A Director of Miramar Hote! and Investment
Company Limited and Hong Kong Commercial Broadcasting

Company Limited. Chairman of the Correctional Services

Children’s Education Trust Committee of the Correctional
Services Department, a member of the Executive Committee
of the Board of Management of the Chinese Permanent
Cemeteries, an Adjudicator of the Registration of Persons
Tribunatl, a member of the Hong Kong Special Administrative
Region Passports Appeal Board, a member of the Barristers
Disciplinary Tribunal Panel and a member of Customs &
Excise Service Children's Education Trust Fund Investment
Advisory Board. Awarded “Justice of the Peace” in 1997.
Awarded the Bronze Bauhinia Star by the Hong Kong Special
Administrative Region Government in July 2000.

Appointed a Director of the Bank in August 1995.

*independent non-executive Directors

Mr D G Eldon is a Director of HSBC Holdings pic and The Hongkong and
Shanghai Banking Corporation Limited. Mr Vincent H C Cheng is & Director
of The Hongkong and Shanghai Banking Corporation Limited. Mr Raymond
C F Oris General Manager of The Hongkong and Shanghai Banking
Corporation Limited. Mr S C Penney is a Director of HS8C Asia Holdings BY
and the Chief Financial Officer of The Hongkong and Shanghai Banking
Corporation Limited. Each of HSBC Holdings plc, HSBC Asia Holdings BV and
The Hongkong and Shanghai Banking Corporation Limited has an interest

in the share capital of the Bank as disclosed under the provisions of Part Il of
the Securities (Disclosure of Interests) Ordinance.

SENIOR MANAGEMENT

Mr Vincent Hoi Chuen CHENG o8E, Jp
Vice-Chairman and Chief Executive

{Biographical details are set out on page 76)

Mr LUK Koon Hoo Roger BSocSc, MBA, FHKIB, MIMgt, JP
Managing Director and Deputy Chief Executive

(Biographical details are set out on page 78)

Mr MOK Wai Kin FCCA, AHKSA, ACIS, ACIB
Managing Director and General Manager

(Biographical details are set out on page 78)




Report of the Directors

The Directors have pleasure in presenting their report
together with the audited accounts for the year ended

31 December 2002.

Principal activities
The Bank and its subsidiary and associated companies
are engaged in the provision of banking and related financial

Services.

Profits

The consolidated profit of the Bank and its subsidiary and
associated companies for the year is set out on page 93
together with particulars of dividends which have been paid

or declared.

Major customers
The Directors believe that the five largest customers of the
Bank accounted for less than 30% of the total of interest

income and other operating income of the Bank in the year.

Subsidiaries
Particulars of the Bank’s principal subsidiaries at

31 December 2002 are set out on page 135.
Share capital

No change in either the authorised or issued share capital

took place during the year.
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Donations
Charitable donations made by the Bank and its subsidiaries

during the year amounted to HK$9 million.

Directors

The Directors of the Bank who were in office at the end of
the year were The Honourable Lee Quo-Wei, Mr D G Eldon,
Mr Vincent H C Cheng, Mr John C C Chan, Dr Y T Cheng,
Dr Ho Tim, Mr Jenkin Hui, Mr Peter T C Lee, Dr the Hon Eric
K C Li, Dr Vincent H S Lo, Mr Roger K H Luk, Mr W K Mok,
Mr Raymond C F Or, Mr S C Penney, Dr David W K Sin and
Mr Richard Y S Tang.

Dr H C Lee resigned from the Board with effect from

23 April 2002.

Mr Peter T C Lee was appointed a Director of the Bank
with effect from 3 August 2002. He retires under the
provisions of the Bank's Articles of Association and, being

eligible, offers himself for re-election.

The Directors retiring by rotation in accordance with the
Bank’s Articles of Association are Dr Y T Cheng and
Mr Richard Y S Tang, who, being eligible, offer themselves

for re-election.




No Director proposed for re-election at the forthcoming
Annual General Meeting has a service contract with the
Bank which is not determinable by the Bank within one year
without payment of compensation (other than statutory

compensation).

No contract of significance, to which the Bank or any of its
holding companies or any of its subsidiaries or fellow
subsidiaries was a party and in which a Director of the Bank
had a material interest, subsisted at the end of the year or at

any time during the year.

Board Committees
The Board has set up two committees, namely the Executive

Committee and the Audit Committee.

Executive Committee

The Executive Committee meets regularly and operates as

a general management committee under the direct authority
of the Board. The members of the Executive Committee
include Mr Vincent H C Cheng (Chairman), Mr Raymond

C F Or, Mr Roger K H Luk and Mr W K Mok (Directors).

Audit Committee

The Audit Committee meets regularly with the senior
financial, internal audit and compliance management and
the external auditors to consider the Bank's financial

reporting, the nature and scope of audit reviews and the

effectiveness of the systems of internal control and
compliance. The members of the Audit Committee are
Dr the Hon Eric K C Li (Chairman), Mr Richard Y S Tang
and Mr S C Penney, all of whom are non-executive

Directors of the Bank.

Code of Best Practice and Supervisory Palicy

Manual on Corporate Governance of

Locally Incorporated Authorised Institutions

The Bank has complied throughout the year with the Code
of Best Practice adopted by the Bank, which includes all the
guidelines set out in Appendix 14 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (“the Listing Rules™), and has followed the
module on "Corporate Governance of Locally Incorporated
Authorised Institutions” under the Supervisory Policy
Manual issued by the Hong Kong Monetary Authority in
September 2001. Information about the Bank's Corporate

Governance is given on pages 86 to 88.
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Report of the Directors continued

Directors” interests disclosed in accordance with the Listing Rules were as set
At the end of the financial year, the interests of the Directors  out below.
in securities of the Bank and its associated corparations
Personal Family Corporate Total
Interests Interests Interests Interests
Number of Ordinary Shares of
HK$5 each in the Bank
The Honourable Lee Quo-Wei 1,091,516 1,124,783 350,990 2,725,441
Mr D G Eldon 300 - - 300
Mr john C C Chan - - - 1,000
Dr Ho Tim 3,480,252 - - 3,480,252
Mr Roger K H Luk 1,983 2,500 - 4,483
Mr W K Mok 1,625 - - 1,625
Number of Crdinary Shares of
US$0.50 each in HSBC Holdings pic
The Honourable Lee Quo-Wei 1,704,306 1,286,224 75,3201 4,762,836
Mr D G Eldon - 13,679 - 13,679
Mr Vincent H C Cheng 24,658 49,620 - 74,278
Mr John C C Chan 14,283 - - 17,283
Dr Ho Tim 102,687 - - 102,687
Mr Jenkin Hui 9,037 24,342 1,001,269 1,034,648
Dr the Hon Eric K C Li - 18,132 79,622% 97,754
Mr Roger K H Luk 51,711 2,400 - 54,111
Mr Raymond C F Or 60,719 30,939 - 91,658
Mr 'S C Penney 92,469 - - 92,469

Notes:

(1) The Honourable and Mrs Lee Quo-Wej together were entitled to control
no less than one-third of the voting power at general meetings of a
private company which beneficially held all of those shares referred to
above as his corporate interests.

(2) 1,633,660 shares in HSBC Holdings plc were held by a charitable
foundation which is exempt from tax under section 88 of the Infand
Revenue Ordinance and of which The Honourable and Mrs Lee Quo-Wei
were members of the Board of Trustees. 158,152 shares in the Bank
and 63,326 shares in HSBC Holdings pic were held by two trusts of which

Mrs Lee was one of the two trustees. Neither The Honourable

Lee Quo-Wei nor Mrs Lee was a beneficiary of the shareholdings

mentioned in this note.
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(3} 1,000 shares in the Bank and 3,000 shares in HSBC Holdings pic were
held by a trust of which Mr and Mrs John C C Chan were beneficiaries.

(4) Mr Jenkin Hui was entitled to control no less than one-third of the voting
power at general meetings of a private company which beneficially held
all of those shares referred to above as his corporate interests.

(5) Dr the Hon Eric K C Li was entitled to control no less than one-third of the
voting power at general meetings of a private company which beneficially
held all of those shares referred to above as his corporate interests.




At the end of the financial year, The Honourable Lee Quo-Wei

had a family interest in HK$2,500,000 Subordinated

Collared Floating Rate Notes 2003 issued by The Hongkong

and Shanghai Banking Corporation Limited.

At the end of the financial year, the undermentioned

Directors held options to acquire the number of ordinary

shares of US$0.50 each in HSBC Holdings plc set against

their respective names. These options were granted for nil

consideration by HSBC Holdings pic.

Options Options Exercise

held at exercised price per
31 December during share in Date Exercisable Exercisable
2002 the year pence granted from until
Mr D G Eldon 36,000 - 217.27 7 Mar 1995 7 Mar 1998 7 Mar 2005
40,500 - 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
Mr Vincent H C Cheng 1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
Mr Roger K H Luk 1,248 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,679 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
Mr W K Mok 3,126 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
Mr Raymond C F Or 21,000 - 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
Mr S C Penney - 18,000 217.27 7 Mar 1995 7 Mar 1998 7 Mar 2005
- 21,0001 333.34 1Apr1996 1 Apr1999 1 Apr2006
- 22,500 501.60 24 Mar 1997 24 Mar 2000 24 Mar 2007
- 20,2507 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
1,875 - 539.80 1 Apr1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 317 Jan 2006

Notes:
(1) At the date of exercise,

17 December 2002, the market value per share was 708p.
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Report of the Directors continued

At the end of the financial year, there were conditional
awards of shares under the HSBC Holdings plc Restricted
Share Plan made in favour of the undermentioned

Directors for the number of ordinary shares of US3$0.50 each

in HSBC Holdings plc set against their respective names:

Mr D G Eldon 221,883
Mr Vincent H C Cheng 114,129
Mr Roger K H Luk 48,639
Mr W K Mok 45,005
Mr Raymond C F Or 81,553
Mr S C Penney 46,575

Save as disclosed in the preceding paragraphs, at no time
during the year was the Bank or any of its holding
companies or its subsidiaries or fellow subsidiaries a party to
any arrangement to enable the Directors of the Bank to
acquire benefits by means of the acquisition of shares in or

debentures of the Bank or any other body corporate.

No right to subscribe for equity or debt securities of the
Bank has been granted by the Bank to, nor have any such
rights been exercised by, any person during the year ended

31 December 2002.

Directors’ interests in competing businesses

Pursuant to Rule 8.10 of the Listing Rules, at the end of the
year, the following Directors had declared interests in the
following entities which compete or are likely to compete,

either directly or indirectly, with the businesses of the Bank:

The Honourable Lee Quo-Wei is a Director of New World

Finance Co. Ltd., which conducts money lending business.

Mr D G Eldon is a Director of HSBC Holdings plc, the

ultimate holding company of the Bank, and certain of its

subsidiaries, including The Hongkong and Shanghai
Banking Corporation Limited, the immediate holding

company of the Bank.

Mr Vincent H C Cheng is a Director of The Hongkong and
Shanghai Banking Corporation Limited and HSBC
Insurance (Asia-Pacific) Holdings Limited, a subsidiary of The

Hongkong and Shanghai Banking Corporation Limited.

Mr Roger K H Luk is a Director of AXA General Insurance Hong

Kong Limited, which conducts general insurance business.

Mr W K Mok is a Director of HSBC Asset Management
Hong Keong Limited and HSBC Investment Funds Hong Kong
Limited, subsidiaries of The Hongkong and Shanghai

Banking Corporation Limited.

Mr Raymond C F Or is a Director of HSBC Insurance
(Asia-Pacific) Holdings Limited, a subsidiary of
The Hongkong and Shanghai Banking Corporation Limited.

Mr S C Penney is a Director of HSBC Asia Holdings BV, the
immediate holding company of The Hongkong and Shanghai

Banking Corporation Limited, and certain of its subsidiaries.

HSBC Holdings plc, through its subsidiaries and associated
undertakings, is engaged in providing a comprehensive

range of banking, insurance and related financial services.

The entities in which the Directors have declared interests are
managed by separate Boards of Directors and management,

which are accountable to their respective shareholders.

The Board of the Bank includes seven independent
non-executive Directors whose views carry significant weight

in the Board's decisions. The Audit Committee of the Bank,




which consists of three non-executive Directors, meets

regularly to assist the Board of Directors in reviewing the
financial performance, internal control and compliance
systems of the Bank and its subsidiaries. The Bank is,
therefore, capable of carrying on its businesses
independently of, and at arm’s length from, the businesses

in which Directors have declared interests.

Independent non-executive directors’ fees

Each of the independent non-executive Directors of the Bank
received a Director’s fee of HK$80,000 for the year ended

31 December 2002.

Substantial interests in share capital

The register maintained by the Bank pursuant to the
Securities {(Disclosure of Interests) Ordinance recorded that,
as at 31 December 2002, the following corporations had
interests {as defined in that Ordinance) in the Bank set

opposite their respective names;

Number of Ordinary Shares
of HK$5 each in the Bank

Name of Corporation (Percentage of total)

The Hongkong and Shanghai
Banking Corporation Limited

HSBC Asia Holdings BV
HSBC Asia Holdings (UK)
HSBC Holdings 8V

HSBC Finance (Netherlands)
HSBC Holdings pic

1,199,197,555 (62.72%)
1,199,197,555 (62.72%)
1,199,187,555 (62.72%)
1,199,197,555 (62.72%)
1,198,197,555 (62.72%)
1,226,032,243 (64.13%)

The Hongkong and Shanghai Banking Corporation Limited is
a wholly-owned subsidiary of HSBC Asia Holdings BV, which
is a wholly-owned subsidiary of HSBC Asia Holdings (UK),

which in turn is a wholly-owned subsidiary of HSBC Holdings
BV. HSBC Holdings BV is a wholly-owned subsidiary of HSBC

Finance (Netherlands), which in turn is wholly-owned by

HSBC Holdings plc. Accordingly, The Hongkong and
Shanghai Banking Corporation Limited’s interests are
recorded as the interests of HSBC Asia Holdings BV, HSBC
Asia Holdings {UK), HSBC Holdings B8V, HSBC Finance
{Netherlands) and HSBC Holdings plc.

The Directors regard HSBC Holdings plc to be the beneficial
owner of 1,188,057,371 ordinary shares in the Bank (62.14%).

Purchase, sale or redemption of the Bank's

listed securities

During the year, there was no purchase, sale or redemption
by the Bank, or any of its subsidiaries, of the Bank’s listed

securities.

Supervisory Policy Manual on Financial Disclosure by
Locally incorporated Authorised Institutions

The accounts of the Bank for the year ended 31 December
2002 fully comply with the module on “Financial Disclosure
by Locally Incorporated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong Kong
Monetary Authority in November 2002.

Auditors

KPMG retire and, being eligible, offer themselves for
re-appointment. A resolution for the re-appointment of
KPMG as auditors of the Bank is to be proposed at

the forthcoming Annual General Meeting.

On behalf of the Board

David Eldon
Chairman

Hong Kong, 3 March 2003




Corporate Governance and Other Information

Ceorporate Governance

The Bank is committed tc high standards of corporate
governance and has followed the module on “Corporate
Governance of Locally Incorporated Authorised Institutions”
under the Supervisory Policy Manual issued by the Hong
Kong Monetary Authority in September 2001. It has also
complied throughout the year with the Code of Best Practice
adopted by the Bank, which includes all the guidelines

set out in Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited

("the Listing Rules").

Board of Directors

The Board consists of 16 directors with a variety of different
experience, whose brief biographical particulars are set

out on pages 76 to 79. Among them, three are executive
directors, while the remaining 13 are non-executive
directors. Of the 13 non-executive directors, seven are

independent non-executive directors.

The Board of Directors is committed to the Bank's objectives
of consistently increasing shareholder value and providing
superior services. [t sets strategies and monitors the
executive management. It meets regularly, normally eight

times a year.

The Board has set up two committees, namely, the Executive
Committee and the Audit Committee. The Executive
Committee meets between Board meetings each month and
the Audit Committee which is chaired by an independent
non-executive Director meets regularly, normally four times a
year. Details of these two committees are set out in the

Report of the Directors on page 81.
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Internal Control
The Directors are responsible for internal control in the Bank

and its subsidiaries and for reviewing its effectiveness.

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

effective checks and balances.

Procedures have been designed for safequarding assets
against unauthorised use or disposition; for maintaining
proper accounting records; and for the reliability of financial
information used within the business or for publication.
Such procedures can only provide reasonable and not

absolute assurance against material errors, losses or fraud.

Systems and procedures are in place in the Bank to identify,
contro!l and report on the major types of risks including
credit, market, capital, liquidity and operational. These risks
are monitored by the Credit Commiittee, Asset and Liability
Management Committee and the Executive Committee.
Details of standards and procedures for management of
individual types of risks are set out in the Financial Review

section on pages 60 to 75.

In addition, procedures (ranging from the money laundering
deterrence programme to health and safety rules) are
established to avoid reputational risks which can arise from
ethical, social or environmental issues, or as a consequence

of operational risk events.




An annual operating plan is reviewed and approved by the

Board. Reports on business performance compared with the
plan are submitted to the Executive Committee and the
Board of Directors for regular monitoring. A strategic plan is

prepared every three to five years.

Internal audit plays an important role in the Bank’s internal
control framework. It monitors the effectiveness of internal
control procedures and compliance with policies and
standards across all business and operational units. it also
advises management on operational efficiency and other
risk management issues. The work of the internal audit
function is focused on areas of greatest risk to the Bank as
determined by a risk assessment approach. The head of
internal audit of the Bank reports to the Chairman and the

Audit Committee.

A review of the effectiveness of the Bank’s internal
control system covering all controls including financial,
operational and compliance and risk management is

conducted annually.

Employee Remuneration
The Board of Directors strives to ensure that the
remuneration is fair and attractive to potential employees,

whilst motivating and retaining existing high-calibre staff.

The remuneration packages are structured to take due
account of levels and composition of pay and the market
positioning locally and in the territories outside Hong Kong

in which the Bank operates.

To motivate staff to attain the best performance, the Bank
adopts a performance-based remuneration system.
Salaries are reviewed annually in the context of individual
and business performance, market practice, internal

relativities and competitive market conditions.

In appropriate circumstances, performance-related variable
pay is provided as an incentive to staff. The level of the
performance-related payment will depend on the
performance of the Bank against the annual operating plan
and the individual concerned. Subject to the attainment of
predetermined targets, awards are made to staff under the
relevant HSBC Group share plans as long-term incentives.
In addition, eligible employees may subscribe to the HSBC

Holdings savings-related share option plan.

Employee Involvement/Staff Development

Effective communication channels are established to enable
two-way information exchange between the Bank and its
staff. Management-related matters such as the Bank’s
business direction, strategies and performance are
communicated to staff through various means including
internal business seminars, in-house magazines, morning
broadcasts, management communication sessions and
training programmes. Staff are welcome to give feedback on
issues of concern. They are further encouraged to bring

up their ideas via participating in work improvement
programmes, Cross-team projects and suggestion schemes.
All these help to align the interests of the Bank with its

staff in achieving the Bank's business growth.




Corporate Governance and Other Information continued

Staff development programmes are provided. These
programmes not only help staff members fulfil their personal
career needs or their continuing professional training
requirements for the regulated businesses/activities but also
upgrade their performance to meet the Bank’s future

challenges.

Code of Conduct

To ensure that the Bank operates with professional
competence and to a high level of ethical standards, the
Bank has incorporated a Code of Conduct in the Staff
Handbook which all staff members are required to follow
strictly. The Code which is in line with the relevant
regulatory guidelines and other best industry practices, sets
out ethical standards and values staff are required to adhere
to and covers various legal, regulatory and ethical issues
which include topics on prevention of bribery, staff dealing

in securities, personal benefits and outside employment.

Staff members are reminded from time to time of the
requirements of the Code which is reviewed and updated

periodically.

Health and Safety

The Bank recognises the need for effective management of
health and safety in order to provide a safe working
environment. The Bank’s objectives are to identify health,
safety and fire risks in advance, assess the attendant

risks and effect any necessary measures to remove, reduce or
control material risks of fires and of accidents or injuries to

employees and visitors,

Health and safety standards, policies, rules and procedures

have been set up and are implemented by the Bank's Fire
and Safety Officer. Dedicated commitment by all levels of
staff is fostered through various means, such as periodic
training courses and emergency drills, for the compliance of
both the statutory requirements and internal policies, rules

and procedures on health and safety standards.

Communication with Shareholders

The Bank attaches great importance to communications
with shareholders and a number of means is used

to promote greater understanding and dialogue with
investment audiences. The Bank's annual and interim
results announcements are webcast live. The Annual and
Interim Reports contain comprehensive information on
business strategies and developments. The Annual General
Meeting is an opportunity for communicating with
shareholders and Board members are available to answer
guestions on the business. Designated senior executives
maintain regular dialogue with institutional investors and
analysts to keep them abreast of the Bank's development.
The website www. hangseng.com offers an investor relations
section and timely access to the Bank's press releases and

other business information.




We share our success with the community as a socially

responsible corporation... The Hang Seng Table Tennis Academy

benefits over 15,000 participants yearly.
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Corporate Social Responsibility

Hang Seng Bank believes in the importance of being a good
corporate citizen, sharing its success with the communities it

serves and operating in an environmentally responsible manner.

Community Activities

The Bank engages in a wide range of philanthropic and
sponsorship activities. Its focus on education, community
services and sports development highlights its commitment to

support the disadvantaged and help shape a better future.

Since 1995, the Bank has allocated over 430 scholarships,
amounting to more than HK$27 million, for local, mainland
China and overseas studies. With the award to six Hong
Kong and Mainland students in 2002, the total number of
Hang Seng Scholars benefiting from the Bank’s Overseas

Scholarship Scheme stands at 28.

For the fifth consecutive time, the Bank sponsored

the 'Hang Seng Bank — Help the Police Fight Youth Crime
Competition” in 2002, A record 112,224 entries

were received, the highest participation in a single crime
prevention competition organised by the Police. The
campaign won the Public Sector Award in the Asia-Pacific-
wide PRWeek Awards 2002.

The Hang Seng Table Tennis Academy has benefited more
than 28,000 participants since its establishment in 2001.
The Bank’s sponsorship of the Academy will take its total
sponsorship for the promotion of table tennis since 1991 to
over HK$16 million. The Bank won a Gold Quill Award

for its role in the establishment of the Academy from the

International Association of Business Communicators.

The Bank's charitable donations since 1993 exceed HK$102
million, including about HK$14 million for the Community
Chest. Customers have donated about HK$500,000 to

charities through the Hang Seng e-Donation Service since its

December 2001 launch.
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Employee volunteer programmes are a key component of
the Bank’s community activities. The Bank also encourages

executives to serve on charities and public bodies.

As a service to investment audiences, HSI Services Limited,
a wholly owned subsidiary, enhanced its comprehensive
index services by launching the Hang Seng Freefloat Index
Series in 2002.

Environmental Management
The Bank seeks to minimise the environmental impacts of
its business and develop a range of management practices

aimed at promoting sustainable development.

in January 2003, the Board of Directors approved an
environmental policy, building on the Bank’s long-established
practices. An Environmental Management Committee was
set up to oversee the implementation of the policy and the

enhancement of the Bank's environmental efforts.

The Bank is setting targets to improve its environmental
performance. They include reducing greenhouse gas emissions
by 5% over the next five years (2003 — 2007) and its annual
consumption of paper. It also intends to step up efforts to
minimise waste generation and increase recycling.

Staff awareness of environmental protection is being

actively promoted.

The Bank has been making charitable donations in lieu of
sending Christmas cards since 1996. Its comprehensive
e-Card series for the public is popular and about 135,000
e-Cards have been sent by customers since their launch in
December 2007. The Bank will continue to explore

opportunities to save resources through electronic means.

The Bank has planted a total of 30,000 trees in the Shek O
Country Park and Tai Po under the government’s Corporate

Afforestation Scheme since 1999.
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Consolidated Profit and Loss Account

EZBF-F+ZAZ+-RAEFEHEE  for the year ended 31 December 2002 Kt 3t
(WEBZEEEILYIR) (Expressed in millions of Hong Kong dollars) note 2002 2001
FILB A Interest income 5(a) 14,960 24,509
kS Interest expense 5(b) (4,155) {12,849)
FERBWA Net interest income 10,805 11,660
Hip g A Other operating income 5(c) 4,282 3,947
BEWA Operating income 15,087 15,607
EETH Operating expenses 5(d) (3.832) {4,104)
HREESA 2B ERF Operating profit before provisions 11,255 11,503
FEREE Provisions for bad and doubtful debts 5(e) (571) (424)
EERH Operating profit 30(a) 10,684 11,079
BRETEERRENE Profit on tangible fixed assets and
-l long-term investments 6 461 393
BHYMESRE Net deficit on property revaluation 22(3)&(d) (36) (14)
AR d N - Share of profits of associated companies 133 56
BREIA — MR ERER Profit on ordinary activities before tax 11,242 11,514
—RERET KB Tax on profit on ordinary activities 7(a) (1,266) {1,400)
BRBIR—MREBRR Profit on ordinary activities after tax 9,976 10,114
TE R EER Minority interests (15) -
TITREE/SZBHF Profit attributable to shareholders 8 9,961 10,114
R—A—RZREEF Retained profits at 1 January
o MEBBTFHIEIR o as previously reported 19,618 18,7321
o BEHNRE AR o arising on change in accounting policies (119) -
o BB G HEIITR o as restated 29 9,499 18,732
BETUEERBEZNE Transfer of depreciation to premises
revaluation reserve 29 24 100
ERITURIREDER Realisation on disposal of premises and
ERzERE investment properties 29 S 42
BRERE Exchange adjustments 29 3 (2)
xS Dividends 9829
o REFDIERRE o dividends paid in respect of the current year (4,015) {4,015)
o BIRMEE o proposed dividends (6,309) (5,353)
RT-ZA=+—H2ZHEBHER  Retained profits at 31 December 29 19,242 19,618
HK$ HK$
BREF Earnings per share 10 5.21 5.29
FRERE Dividends per share 9(a) 5.40 4.90

ENTNBEEE-BEXATARZME

TEBEER —80 -

The notes on pages 98 to 169 form part of these accounts.
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FeEERER

Consolidated Balance Sheet

—FE-F+-A=+-8 at 31 December 2002 ool
(ABEBEERLIIR) (Expressed in millions of Hong Kong doliars) note 2002 2001
BE Assets
ETREREHEES Cash and short-term funds 11 77,784 111,099
—EAUNLZEBERRAE Placings with banks maturing after one month 12 30,919 43,666
FHE Certificates of deposit 13 30,120 23,203
HIEEERBEZEF Securities held for dealing purposes 14 1,198 2,167
ERERH Advances to customers 15 224,562 222,436
BERERAAEASER Amounts due from immediate holding company
MEBREIRE and fellow subsidiary companies 17 7471 8,297
REIRE Long-term investments 19 79,169 43,262
BELTIRE Investments in associated companies 21 672 774
BERETEE Tangible fixed assets 22 10,439 11,323
HitEE Other assets 23 12,268 8,560
474,602 474,787
=R Liabilities
IR BEREMER Current, savings and other deposit accounts 25 413,693 414,328
RAEEFER Deposits from banks 26 1,072 2,622
EBEBRATRRAE R Amounts due to immediate holding company
[R=FNGIFEE and fellow subsidiary companies 17 1,615 1,051
A Other liabilities 27 14,214 11,715
430,594 429,716
BEF IR Capital Resources
LERRER Minority interests 444 -
N Share capital 28 9,559
A Reserves 29 27,636
BIERE Proposed dividends 9 6,309
BRE® Shareholders’ funds 43,564 45,071
44,008 45,071
474,602 474,787
XBER EFR David Eldon Chairman
BiSR SIEEEF/TEEE  Vincent H C Cheng Vice-Chairman and Chief Executive
ER¥E EF Eric K C Li Director
EEE #Z K W Ma Secretary

EATNEEE-BATARZHE

TRRREZ 8 »
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The notes on pages 98 to 169 form part of these accounts.




EESER

Balance Sheet

—ER-&+ZA=+-8 at 31 December 2002 fizE

(MABEEERMYIR) {Expressed in millions of Hong Kong dollars) note 2002 2001

EE Assets

ErBehEfEe Cash and short-term funds 11 42,814 47,229

—EANEZEBFMAEZE  Placings with banks maturing after one month 12 22,877 29,465

TFRE Certificates of deposit 13 29,672 22,613

BIEEBRGZES Securities held for dealing purposes 14 1,113 2,167

EFER Advances to customers 15 158,085 146,101

BEEERoRI kAR Amounts due from immediate holding

MEBATRRK company and fellow subsidiary companies 17 3,806 3,827

MR R Amounts due from subsidiary companies 18 125,509 159,245

REKRE Long-term investments 19 51,875 24,990

MBLRRE Investrments in subsidiary companies 20 2,027 1,866

BENRIEE Investments in associated companies 21 - 88

BRETEAE Tangible fixed assets 22 7,891 8,566

EmEE Other assets 23 7.501 7,468
453,170 453,625

=L Liabilities

HR - EEREMFR Current, savings and other deposit accounts 25 404,279 404,034

R%EEFR Deposits from banks 26 702 2,622

HEERAGREEE Amounts due to immediate holding company

L= INCIRED 4 and fellow subsidiary companies 17 1,588 1,032

B RRFK Amounts due to subsidiary companies 381 318

HiBE Other liabilities 27 11,760 12,230
418,710 420,236

AXER Capital Resources

AR Share capital 28 9,559 9,559

A Reserves 29 18,592 18,477

B S Proposed dividends 9 6,309 5,353

BRES Shareholders’ funds 34,480 33,389
453,170 453,625

IBR L David Eldon Chairman

BEBR SIEERFTHAE Vincent H C Cheng Vice-Chairman and Chief Executive

TR EZ Eric K C Li Director

EGg e K W Ma Secretary

ENTNREF-—BENTNRZHE

TLBEREZ 80 -

The notes on pages 98 to 169 form part of these accounts.
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GERREHEER

Consolidated Statement of Changes in Equity

“EE-Ft+ZA=+-8 at 31 December 2002 ot
(AEREFBTAISR) (Expressed in millions of Hong Kong dollars) note 2002 2001
R—A—BZIRRES#EH  Shareholders’ funds at 1 January
c RBIBTEFTESTR o as previously reported 45,071 45,937
o E RN E 2 HE: o change in accounting policies: 29
- AEMRBRFEAE - net transiticnal liabilities on defined —i
BEFHE benefit schemes (189) -
- RBRBEBESGE - value on long-term assurance business 206 -
-RIEAEREES - provision for accumulated paid leave (136) -
(119) -
o IRIFATEEHHRIIR o as restated 44,952 45,937
BETH 2 RERBE Unrealised deficit on revaluation of premises 29 (409) (209)
ERREMEIREBERME  Unrealised deficit on revaluation
of investment properties 29
o RITNHB LT o Bank and subsidiary companies (270) 211
o B E o associated company {13) e
REREREEHHEE Long-term equity investment revaluation reserve 29
o RERVZEDHRE o unrealised deficit on revaluation (869) (850)
o EHERBRELEME o realisation on disposal (423) (279)
B iEE
BREHE Exchange adjustments 29 3 (2)
TERREGNERZFER  Netlosses recognised in shareholders’ funds for the year (1,981) (1,612)
RERFERERF Profit attributable to shareholders for the year 9,961 10,114
ZIRRE Dividends paid (9,368) (9,368)
R+ A=Z+—H2 Shareholders’ funds
BRE#HES at 31 December 43,564 45,071

ENHN\BEE-BN+ARZHE
DEFRRZ 815 -
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The notes on pages 98 to 169 form part of these accounts.




SERTREBEER

Consolidated Cash Flow Statement

ECRE-FT-ASH-F2F#H for the year ended 31 December 2002 Bt
(UEEEBILIIT) (Expressed in millions of Hong Kong dollars) note 2002 2001
REELETH2EERA/ Net cash inflow/{outflow) from

(Fid) BE operating activities 30(a) 3,504 (2,853)
REREZHZHAERD Cash flows from investing activities
EzEME RG] cHE Net cash outflow from investment in

SR an associated company (35) (40)
BEARSRKRE Purchase of long-term investments (96,052) (43,180)
HESNEERBIREMRS Proceeds from sale or redemption of

long-term investments 61,213 38,903

BABVETEE Purchase of tangible fixed assets (195) (193)
HEERETEEMS Proceeds from sale of tangible fixed assets 14 104
SBREQAIRIIRE Dividends received from an associated company 38 41
BREREMBZWA Interest received from long-term investments 1,908 2,258
ERAREURZRE Dividend received from long-term investments 88 93
BREEHZEEMLFEE  Net cash outflow from investing activities (33,011) (2,014)
REBEFH2BSHRO Cash flows from financing activities
BERE Dividends paid (3,368) (9,368)|
DPERFEIFAES Contribution from minority shareholders 25 -
H@aS gy rBRe L FE Net cash outflow from financing activities (9,343) (,368)
REREAREHBAZAD Decrease in cash and cash equivalents (38,850) (14,235)
R—B-AzRERER Cash and cash equivalents

BewEE at 1 January 141,103 157,511
WEHRREE 2R Effect of foreign exchange rate changes 3,284 (2,173)
RtTZA=+-BzHR%& Cash and cash equivalents

REFREEE at 31 December 30(b) 105,537 141,103

EATNREF-BATARZMR
DERBRZ 80 -

The notes on pages 98 to 169 form part of these accounts.
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E-RE_E4+-A=+-HEFHEE
(B3R5 AN BB BB TAIIR)

Notes on the Accounts

Year ended 31 December 2002
(Figures expressed in millions of Hong Kong dollars unless otherwise indicated)

1. RHEER

() ZERIEDRREREHMORRHZE
SEBEHREERE YHAERLRE:
BRIRERRREMZRE-AREEZZEE
TEELREEBREL Y EERRFMAE
MIAmEMRTREBRENBER B R
HETEMARZMERCA LTHRIAER
HHBEBRE-

(Z) DR aFRABEEERT (BEIRT])
RENBHEBENR (BRIEBEET—
AZ+—-BLEREZRE-HEAREDERN
BELRz2ERREE DEBRERRE L
BB RERT - R=Z+-BA EAZEKRR
BR-RBARAZHEAZRSERGS
SEFR TR

(B) ZEEDRARERTEOIGH HE
TRAZFRITH AR EDRANZRBN TS
(TR (E)Z 8RR EIRUERLTE
BFIRe

BE BUTEEFRRY EHRRRESE
B R

1. Basis of preparation

{a) These accounts have been prepared in accordance with all applicable Statements of Standard
Accounting Practice and Interpretations issued by the Hong Kong Society of Accountants,
accounting principles generally accepted in Hong Kong and the requirements of the Hong
Kong Companies Ordinance. In addition, these accounts comply fully with the module on
“Financial Disclosure by Locally Incorporated Authorised Institutions” under the Supervisory
Policy Manual issued by the Hong Kong Monetary Authority. These accounts also comply
with the applicable disclosure provisions of the Rules Governing the Listing of Securities on

The Stock Exchange of Hong Kong Limited.

(b) The consclidated accounts comprise the accounts of Hang Seng Bank Limited (”“the Bank ")
and all its subsidiary and associated companies {“the Group”) made up to 31 December. The
consolidated accounts include the attributable share of the results and reserves of associated
companies based on accounts made up to dat;es not earlier than six months prior to 31

December. All significant intra-group transactions have been eliminated on consolidation.

{c) The accounts have been prepared under the historical cost convention, as modified by the
revaluation of certain securities and premises and investment properties as set out in the

accounting policies in notes4(e) and 4(f) respectively.

{d) The accounting policies used in the preparation of these accounts are consistent with
those used in the previous year except for those set out in note2 “"Change in accounting

policies”.

2. B BEZER

() BEEHZEHBE

AE RENSEMA B ZBRENRATR
BEERBEMERE 2 HRRBERAZH-
HoFTE-E-[-HE REFBEBNEE
ZRABMEEDRELEGHEB LS
=TI IRERH ] MEE FBR TN
T4 (E)BASIR.
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2. Change in accounting policies

(a) Accounting for employee benefits

In prior years, retirement benefit costs of defined benefit schemes are charged to profit and
loss account based on contributions made in accordance with the recommendation of qualified
actuaries. With effect from 1 January 2002, retirement benefit costs of defined benefit schemes
are determined in accordance with the Hong Kong Statement of Standard Accounting Practice

34 ( HKSSAP 34) "Employee benefits”, details of which are set out in note4(j) below.




2. BHBEZED &
(F) EEENZBHEE 5

EF ARAFREYBTAEFEFER-
HIEF-_F-A-HE REEAEETMN
EAREEERZ ZBEFRY LE5EF S
FHRAAR-UNHREEESHERELUE
=tEF 2 BRLET RIS (32) 5%

EREHBRZESTEEER BHELT
Sz RiBE.

REMBEAMIBZAHUEE/ AB NER
BE-—EE_F—A-BRizRETHER
RBRAERMINRE MBEFFEEE
ZATEE DEANSEREZ AAER K
FHEEREBFEAEY—BNAThEE
T ERRIEEREF-A-AZ[RBHEN
LR AERBRAZIEMEE]IRIEM
BEIBETMELEERE SR BEMHE
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[REBRI AL BE—~ECTET.

—B-ERZERE
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2. Change in accounting policies continued

(a) Accounting for employee benefits continued

In prior years, no accrual was made in respect of accumulating paid leave entitlernent. With
effect from 1 January 2002, the eguivalent salary cost of accumulated paid leave entitlement
of staff members at the balance sheet date, which can be carried forward into future periods

is recognised as a liability in accordance with HKSSAP 34 as set out in noted(j) below.

The above change in accounting policy has been applied retrospectively resulting in the

following prior year adjustments.

The transitional assets/liabilities in respect of defined benefit schemes as of 1 January 2002,
calculated by estimating the amount of future benefit that the employees have earned in
return for their services in the prior periods, discounted to present value, and deducting the
fair value of the scheme assets, have been recognised through a prior year adjustment. An
amount of HK$189 million, being the net amount of transitional assets and liabilities, has
been debited to “Retained profits” brought forward at 1 January 2002. Accordingly,
adjustments for the transitional assets and liabilities of HK$53 million and HK$242 million
have been made to "Other assets” and "Other liabilities” respectively. As a result of the new
accounting policy, the Group’s profit for the year has been increased by HK$12 million and

the “Retained profits” as at the year-end have been decreased by HK$170 million.

At 31 December 2002, the accumulated paid leave entitlement of all staff members amounted
to HK$139 miflion. The amount of HK$136 million which was accumulated prior to 1 January
2002 was debited 1o “Retained profits” as a prior year adjustment while the amount of HK$3
million accumulated during the year 2002 was charged as “Staff costs” in the current year

profit and loss account.

(b) Accounting for long-term assurance business
With effect from 1 January 2002, the Group decided to recognise its share of the value of the
long-term assurance business of Hang Seng Life Limited ("HSLL") in accordance with the

accounting policy as set out in note4(l) below.
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2. B BRZED &

(Z) RAIRBREBZEHBRE &
EEABRDRITRELRBER (EX)ER
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Notes on the Accounts continued

2. Change in accounting policies continued

{b) Accounting for long-term assurance business continued

HSLL is a company held by the Bank and HSBC Insurance (Asia-Pacific) Holdings Limited in
equal shareholding. HSLL became a subsidiary of the Bank in November 2002 as a result of a

change in its articles of assaciation on the composition of its board of directors.

The change in accounting policy on value of long-term assurance business has been applied
retrospectively and a prior year adjustment has been made. The accounting treatment described
below also reflected the Group's change in accounting treatment of the results of HSLL from
equity accounting of an associated company to consolidation of a subsidiary company with

effect from November 2002.

The amount of the value of long-term assurance business attributable to the periods prior to
1 January 2002 was HK$411 million and the Bank has recognised its 50 per cent share of
HK$206 million through “Retained profits” brought forward at 1 January 2002 and “Investment
in associated companies” in the balance sheet. The increase in the value of HSLL's long-term
assurance business for the period from 1 January 2002 to 31 October 2002 amounted to
HK$169 millien. The Bank has also accounted for its 50 per cent share of HK$85 million
through “Share of profits of associated companies”. The value of long-term assurance business
decreased by HK$6 million for the period from 1 November 2002 to 31 December 2002 and
this amount has been charged against "Insurance underwriting” under “Other operating
income”. The balance of value of long-term assurance business net of taxation stood at
HK$548 million at 31 December 2002, comprising the amounts of HK$274 million and HK$274
million included in “Retained profits” and “Minority interests” in the balance sheet respectively

at that date.

(c) The comparative figures for the previous year's profit and loss account and balance sheet

have not been restated due to impracticality in recomputing such figures.




3. EKMEH
RERFERSRITERARI SBRE

3. Nature of business

The Group is engaged primarily in the provision of banking and related financial services.

4. TEGHER

(F) WA ZHEE
LERBIAREIN KL (R) A8 WA
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B EEErmENRBEFEIRHE RN
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A BEEFHNARE  ERMENEER
MERE WIREEREEHER:

4. Principal accounting policies
{a) Income recognition
Interest income is recognised in the profit and loss account as it accrues, except in the case of

doubtful debts (noted(c)).

Fee and commission incame is accounted for in the period when receivable, 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, it is recognised on an appropriate basis over the relevant

period.

(b) Goodwil!

Goodwill or discount arises on the acquisition of subsidiary and associated companies when
the cost of acquisition differs from the fair value of the Group’s share of separable net assets
acquired. For acquisitions made on or after 1 January 1998, goodwill is included in the
balance sheet in “Other assets” and discount on acguisition is included in “Other liabilities”
and they are amortised over their estimated lives on a straight line basis. For acquisitions prior
to 1 January 1998, goodwill was charged against “Reserves” and discount on acquisition was

credited to “Reserves” in the year of acquisition.

On disposal of the subsidiary or associated companies, any goodwill or discount on acguisition
previously taken directly to reserves or not yet amortised in the profit and loss account is
included in the Group's share of net assets of the company in the calculation of the profit or

loss on disposal of the company.

(c) Advances and doubtful debts

(i) Loans are designated as doubtful as soon as management has doubts as to the ultimate
recoverability of principal or interest or when contractual payments of principal or interest are
90 days overdue. When a loan is considered doubtful, interest will be suspended and a specific

provision raised if required.
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Notes on the Accounts continued

4, Principal accounting policies continued

(c) Advances and doubtful debts continued

However, the suspension of interest may exceptionally be deferred for up to 12 months past

due in the following situations;

o where cash collateral is held covering the total of principal and interest due and the right of
set-off is in place; or

o where the value of net realisable tangible collateral is considered more than sufficient to
cover the full repayment of all principal and interest due and credit approval has been given

to the rolling-up or capitalisation of interest payments.

[tis the Group's policy to make provisions for bad and doubtful debts promptly where required
and on a prudent and consistent basis. There are two basic types of provisions, specific and

general, each of which is considered in terms of the charge and the amount outstanding.

(ii) Specific provisions
Specific provisions represent the quantification of actual and expected losses from identified

accounts and are deducted from toans and advances in the balance sheet.

Other than where provisions on small balance homogenous loans are assessed on a portfolio

basis, the amount of specific provision raised is assessed case by case. The amount of specific

provision raised is the Group's conservative estimate of the amount needed to reduce the

carrying value of the asset to the expected ultimate net realisable value, and in reaching a

decision consideration is given, among other things, to the following factors:

o the financial standing of the customer, including a realistic assessment of the likelihood of
repayment of the loan within an acceptable period and the extent of the Group’s other
commitments 1o the same customer;

o the realisable value of any collateral for the loan;

o the costs associated with obtaining repayment and realisation of the collateral; and

o if loans are not in local currency, the ability of the borrower to cbtain the relevant foreign

currency.

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

evaluated on this basis is credit card and certain unsecured personal advances.
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4, Principal accounting policies continued
(c) Advances and doubtful debts continued

(iii) General provisions

General provisions augment specific provisions and provide cover for loans which are impaired
at the balance sheet date but which will not be identified as such until some time in the
future. The Group maintains a general provision which is determined taking into account the
structure and risk characteristics of the Group’s loan portfolio and the expected loss of the
individual components of the loan portfolic based primarily on the historical loss experience.
Historic levels of latent risk are regularly reviewed to determine that the level of general
provisioning continues to be appropriate. General provisions are deducted from loans and

advances to customers in the balance sheet.

(iv) Loans on which interest is being suspended

Interest suspended on doubtful debts is netted in the balance sheet against "Advances to
customers” and accrued interest receivable in “Prepayments and accrued income”. On receipt
of cash (other than from the realisation of collateral}, suspended interest is recovered and
taken to the profit and loss account. A specific provision of the same amount as the interest
receipt is then raised against the principal balance. Amounts received from the realisation of
collateral are applied to the repayment of outstanding indebtedness, with any surplus used to

recover any specific provisions and then suspended interest,

(v) Non-accrual loans
Where the probability of receiving interest payments is remote, interest is no longer accrued.
Where the loan has no reasonable prospect of recovery, the loan and related suspended

interests are written off.

Loans are not reclassified as accruing until interest and principal payments are up-to-date and

future payments are reasonably assured.

(vi) Assets acquired in exchange for advances

Assets a&quired in exchange for advances in order to achieve an orderly realisation continue
to be reported as advances. The asset acquired is recorded at the carrying value of the advance
disposed of at the date of the exchange, and provisions are made based on any subsequent

deterioration in its value.

103




RIENE #

4 XREHBE £

(A) BARRE &

(CIREZEE

EERRERERT TEETTEBREREF
REERASEXDMNEEFZEE-RE
LT 4 () (2) 2 25 ZERER
ERRAREFRRBREZERFEARE
BREF RUCDHRZEEE BHERS
HEZRWEHEE #REE UBBHER
AREHRERTHG -2 WEIKRR 2 BRD
REEIEFPER] LR ARIR-

(T) AR

SR EERARERFERBZTEE
RBEBBTL BT RENNBLARZE
BARESFETHERRERE

BB ERREFER Y FHERRE
CEBEREERERREAERRE ME
EZREHEAIRBER BRA-EMBER
BRI ABRREAR-

(£) RE

(- RFEEEABRRRBREZES
EENEEARERNE N SHERARZE
BESHIAIHERR 2 EBES ] TIRET
ABERBERAZIER] QIR EFRERE
MESIRT) [GREIRTEHRE]-BE
B BEBEFRERTHRREEEDIR
(HieZ4 (g2))-

VEESITEERAZARESES LEE
REELREEDETIHE FBENES
ENEE- SNBSS ERAR
2 RN ERBRRTER GRS

e

104

Notes on the Accounts continued

4, Principal accounting policies continued

{c) Advances and doubtful debts continued

(vii) Repossessed assets

In the recovery of non-performing advances, the Group may take repossession of the collateral
assets through court proceedings or voluntary delivery of possession by the borrowers. In
accordance with the Group’s accounting policy set out in noted(c)(ii) above, specific provisions
for non-performing advances are maintained after taking into account the net realisable value
of the related collateral which are revalued periodically. Upon repossession of the collateral
assets, the advances are adjusted to the net realisable value of the repossessed assets, usually
resulting in a partial write-off of the advances against specific provisions. Advances with
repossessed collateral assets will continue to be accounted for as ”Advances to customers”

and classified as non-performing.

(d) Translation of foreign currencies
Assets and liabilities denominated in foreign currencies are translated into Hong Kong dollars
at the rates of exchange ruling at the year-end. The results of overseas branches and subsidiary

companies are translated into Hong Kong dollars at the average rates of exchange for the year.

Exchange differences arising from the retranslation of opening foreign currency net investments
and exchange differences arising from retransiation of the result for the year from the average
rate to the exchange rate ruling at the year-end are accounted for in “Retained profits”.

Other exchange differences are recognised in the profit and loss account.

(e) Investments

(i) Securities held for dealing purposes and long-term investments

Debt securities in respect of which the Group has the expressed intention and ability to
hold until maturity are classified as “Held-to-maturity securities” and are included in the
balance sheet in the categories of “Treasury bills” (included in “Cash and short-term
funds”), “Certificates of depasit” or “Long-term investments” as appropriate. Held-to-
maturity debt securities are included in the balance sheet at cost less provision for any

impairment (noted(g)).

Where dated debt securities have been purchased at a premium or discount, those premiums
and discounts are amortised through the profit and loss account over the period from the
date of purchase to the date of maturity. If the maturity is at the borrower’s aption within a

range of specified years, the maturity date which gives the more conservative result is adopted.
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4. Principal accounting policies continued

(e) Investments continued

These securities are included in the balance sheet at cost adjusted for the amortisation of
premiums and discounts arising on acquisition. The amortisation of premiums and discounts

is included in “interest income”.

Any profit or loss arising on held-to-maturity securities on disposal prior to maturity or on
transfer to securities held for dealing purposes is included in the profit and loss account as it

arises and is included in "Profit on tangible fixed assets and long-term investments”.

Equity shares intended to be held on a continuing basis are classified as "Long-term
investments” and are included in the balance sheet at fair value. Gains and losses arising
from changes in fair value are accounted for as movements in the “Long-term equity investment
revaluation reserve”. When an investment is disposed of or the investment is determined to
be impaired, the cumulative profit or loss, including any amounts previously recognised in the
long-term equity investment revaluation reserve, is included in the profit and loss account for

the year in "Profit on tangible fixed assets and long-term investments”.

Other securities are classified as held for dealing purposes and included in the balance sheet
at fair value in the categories of “Treasury bills” (included in “Cash and short-term funds”),
" Certificates of deposit”, or "Securities held for dealing purposes” as appropriate. Changes
in fair value of such assets are recognised in the profit and loss account as “Dealing profits”

as they arise.

Where securities are sold subject to a commitment to repurchase them at a predetermined
price, they remain in the balance sheet and a liability is recorded in respect of the consideration
received. Conversely, securities purchased under analogous commitments to resell are not
recognised in the balance sheet and the consideration paid is recorded in “Cash and short-
term funds"” where the counterparty is a bank or in "Advances to customers” where the

counterparty is a non-bank customer.
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Notes on the Accounts continued

4. Principal accounting policies continved

(e) Investments continued

(i) Investments in subsidiary companies

investments in subsidiary companies are stated at cost less pravision for any impairment

(noted(g)) as determined by the Directors in the Bank’s balance sheet.

(iii) Investments in associated companies

Investments in associated companies are stated at the Group's attributable share of the net
assets of the associated companies using the equity method of accounting in the Group’s
consolidated balance sheet and are stated at cost less provision for any impairment

(note4(g)) as determined by the Directors in the Bank’s balance sheet.

(f) Tangible fixed assets

(i) Premises are stated at valuation less depreciation calculated to write off the assets over
their estimated useful lives as follows:

o freehold land is not depreciated;

° leasehold land is depreciated over the unexpired terms of the leases; and

e buildings and improvements thereto are depreciated at the greater of 2% per annum on

the straight line basis or over the unexpired terms of the leases.

(ii) Premises are revalued by professionally qualified valuers with sufficient regularity to ensure
that the net carrying amount does not differ materially from the fair value. Surpluses arising
on revaluation are credited firstly to the profit and loss account to the extent of any deficits
arising on revaluation previously charged to the profit and loss account in respect of the same
premises, and are thereafter taken to the “Premises revaluation reserve”. Deficits arising on
revaluation are firstly set off against any previous revaluation surpluses included in the “Premises
revaluation reserve” in respect of the same premises, and are thereafter taken to the profit

and loss account.

(iii) Investment properties are stated in the balance sheet at their open market values which
are assessed by professionally qualified valuers. Surpluses arising on revaluation on a portfolio
basis are credited to the "Investment properties revaluation reserve”. Deficits arising on
revaluation on a portfolio basis are firstly set off against any previous revaluation surpluses

and thereafter taken to the profit and loss account.
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4. Principal accounting policies continved
(f) Tangible fixed assets continued
Investment properties held on leases with 20 years or less to expiry are stated at valuation less

depreciation calculated to write off the assets over the remaining terms of their leases.

(iv) Equipment, comprising furniture, plant and other equipment, is stated at cost less
depreciation calculated on the straight line basis to write off the assets over their estimated

useful lives, which are generally between 3 and 10 years.

(v) On disposal of premises, investment properties and equipment, the profit or loss is calculated
as the difference between the net sales proceeds and the net carrying amount. Surpluses
relating to premises disposed of included in the “Premises revaluation reserve” are transferred
as movements in reserves to “Retained profits”. Surpluses or deficits relating to investment
properties disposed of included in the “Investment properties revaluation reserve” are

transferred as movements in reserves to “Retained profits”.

(g) Impairment

At each balance sheet date, the Group reviews the carrying amounts of its assets (other than
premises and investment properties carried at revalued amounts and investment securities
carried at fair value and customer advances stated net of provisions) to determine whether
there is any indication that those assets, mainly including held-to-maturity securities,
investments in subsidiary and associated companies, are impaired. If the recoverable amount
of an asset is estimated to be less than its carrying amount, the carrying amount of the asset
is reduced to its recoverable amount. The recoverable amounts of assets subject to impairment
assessment is determined, in case of held-to-maturity securities, by reference to quoted market
price and, in case of investments in subsidiary and associated companies, based on valuation
of the Directors on an appropriate valuation basis such as net asset value or net present value

of future cash flow.

Impairment losses are recognised in the profit and loss account immediately. A reversal of
impairment losses is limited to the asset’s carrying amount that would have been determined
had no impairment loss been recognised for the asset in prior years. Reversals of impairment

losses are credited to the profit and loss account in the year in which the reversals are recognised.
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Notes on the Accounts continued

4. Principal accounting policies continued

(h) Deferred taxation

Deferred taxation is provided using the liability method in respect of the taxation effect arising
from all material timing differences which are expected with reasonable probability to crystallise

in the foreseeable future.

Future deferred tax benefits are not recognised unless their realisation is assured with reasonable

certainty.

(i) Finance and operating leases

Leases under which substantially all the risks and benefits of ownership are transferred to the
lessees are classified as finance leases. Where the Group is a lessor under finance leases, an
amount representing the net investment in the lease is included in the balance sheet as
“Advances to customers”. Finance income implicit in the lease payment is recognised as
“Interest income” over the period of the leases in proportion to the funds invested. Hire
purchase contracts having the characteristics of finance leases are accounted for in the same

manner as finance leases.

Other leases are classified as operating leases. Where the Group is a lessor under operating
leases, the leased assets are included in “Tangible fixed assets”, and where applicable, are
depreciated in accordance with the Group's depreciation policy as set out in note4(f) above.
Rentals receivable under operating leases are recognised as “Other operating income” in
equal instalments over the accounting periods covered by the lease term. Contingent rentals
receivable are recognised as income in the accounting period in which they relate to. Payments
made under operating leases are charged to the profit and loss account as “Premises &
equipment expenses” in equal instalments aver the accounting periods covered by the lease
term. Contingent rentals payable are written off as an expense of the accounting period in

which they are incurred.

(j) Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave passage and the cost to the Group of
non-monetary benefits are accrued in the year in which the associated services are rendered
by the employees. Provision is made in respect of paid leave entitlement accumulated during
the year, which can be carried forward into future periods for compensated absence or payment

in lieu if the employee leaves employment.
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4, Principal accounting policies continued

(j) Employee benefits continued

(ii) The Group provides retirement benefits for staff members and operates defined benefit
and defined contribution schemes and participates in mandatory provident fund schemes in

accordance with the relevant laws and regulations.

The retirement benefit costs of defined benefit schemes charged to profit and loss account
are determined by calculating the current service cost, interest cost and expected return on
scheme assets in accordance with a set of actuarial assumptions and taking into account the

amount of net actuarial losses required to be recognised.

The Group’s net obligation in respect of defined benefit schemes is calculated separately for
each scheme by estimating the amount of future benefit that employees have earned in
return for their service in the current and prior years; that benefit is discounted to determine
the present value, and the fair value of any scheme assets is deducted. The discount rate is
the yield at the balance sheet date on high quality corporate bonds that have maturity dates
approximating the terms of the Group’s obligation. The calculation is performed by a qualified

actuary using the Projected Unit Credit Method.

In calculating the Group’s obligation in respect of a scheme, to the extent that any cumulative
unrecognised actuarial gain or loss exceeds 10 per cent of the greater of the present value of
the defined benefit obligation and the fair value of plan assets, that portion is recognised in
the profit and loss account over the expected average remaining working lives of the employees

participating in the scheme. Otherwise, the actuarial gain or loss is not recognised.

Where the calculation of the Group’s net obligation results in a negative amount, the asset
recognised is limited to the net total of any cumulative unrecognised net actuarial losses and
past service costs and the present value of any future refunds from the scheme or reductions

in future contributions to the scheme.

The retirement benefit costs of defined contribution schemes and mandatory provident fund
schemes are the contributions made in accordance with the relative scheme rules and are
charged to the profit and loss account of the year. Contributions to the schemes vest

immediately.

109




SRIEMIE &

4 FESHBE &
(B) BEEFHD 7
E)EEE2HEYEERE Y RHBME
FREERERERAB RN -EHERY
RREZIE UEERTANE EFEERL
AR 2 RREDEATEETSRE
AZZTHERL USRETERARE.
MARBIRG ZEHE ~EBRIREER
BROWEBEHEN BB ZRERIAEZER]
b:3:H

(7) BEROHN2EHIA
EERERNZRRIAGBIEIA B
Sz RESIH L AHER2 AR FIE B

RREH BEENE FELRETSLE
IZBR B wHRBERA-LABEE
ETREENRAFEEE

NWETEZEEFEARTERSENAEE
HFEEBMABME.

—

-) EEXRS
BRgZ RS 8ERERE
ETZRBRAELHER-.

EEFEEM

b

RIEEEZRSUNELR AHEZBME

BEFRERARIZEERERBE
Zﬁﬁf%&zi&ﬁ{ HEERLEEREIARSE
ERZIEEEHN BERBERMIZEER
SRARERT2RBYLRETSER T E.
MAERERBZTERIZRBIBREZE
B URALESEE - RBETRZHE
AEBERRARGE.

Notes on the Accounts continued

4. Principal accounting policies continued

(j) Employee benefits continued

(iii) The Group participates in the share compensation plan operated by the HSBC Group for
acquisition of HSBC Holdings plc shares. For the share option plan where such options are
granted at fair value, no compensation costs are recognised. For the savings-related share
option plan where options are granted at a discount of not more than 20 per cent to fair
value, no compensation cost is recognised for such awards. For the restricted share award
plan, the Group’s share of cost for acquisition of shares for the conditional award under such

plan is charged to "Staff costs” as incurred.

(k) Off-balance sheet financial instruments

Off-balance sheet financial instruments, commonly referred to as derivatives, are contracts
with the characteristics and value of which are derived from those of the underlying assets,
interest and exchange rates or indices. They include futures, forwards, swap and options
transactions in the foreign exchange, interest rate and equity markets. Netting is applied

where a legal right of set-off exists.

The accounting for these instruments is dependent upon whether the transactions are

undertaken for dealing or non-dealing purposes.

(i) Dealing transactions
Transactions for dealing purposes include those undertaken for proprietary purposes and

to service customers’ needs, as well as any related hedges.

Transactions undertaken for dealing purposes are marked-to-market and the net present value
of any gain or loss arising is recognised in the profit and loss account as “Dealing profits”,
after appropriate deferrals for unearned credit margin and future servicing costs. Off-balance
sheet dealing transactions are valued by reference to an independent liquid price where this
is available. For those transactions where there are no readily quoted prices, market values
are determined by reference to independently sourced rates, using valuation models.

Adjustments are made for illiquid positions where appropriate.
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4, Principal accounting policies continued

(k) Off-balance sheet financial instruments continued

Assets, including gains, resulting from off-balance sheet exchange rate, interest rate and
equities contracts which are marked-to-market are included in “Other assets”. Liabilities,

including losses, resulting from such contracts, are included in “Other liabilities".

(ii) Non-dealing transactions

Non-dealing transactions are derivatives which are held for hedging purposes as part of the
Group's risk management strategy against assets, liabilities, positions or cash flows measured
on an accruals basis. Non-dealing transactions include qualifying hedges and positions that

synthetically alter the characteristics of specified financial instruments.

Non-dealing transactions are accounted for on an equivalent basis to the underlying assets,
liabilities or net positions. Any profit or loss arising is recognised on the same basis as that

arising from the related assets, liabilities or positions.

To qualify as a hedge, a derivative must effectively reduce the price or interest rate risk of the
asset, liability or anticipated transaction to which it is linked and be designated as a hedge at
inception of the derivative contract. Accordingly, changes in the market value of the derivative
must be highly correlated with changes in the market value of the underlying hedged item at
inception of the hedge and over the life of the hedged contract. If these criteria are met, the
derivative is accounted for on the same basis as the underlying hedged item. Derivatives used

for hedging purposes include swaps, forwards and futures.

Interest rate derivatives are also used to alter synthetically the interest rate characteristics of
financial instruments. In order to qualify for synthetic alteration, a derivative instrument must
be linked to specific individual or pools of similar assets or liabilities by the notional principal
and interest rate risks of the associated instruments, and must achieve a result that is consistent
with defined risk management objectives. Interest rate derivatives for synthetic alteration are
accounted for on an accruals basis with the relative income and expense accounted for as

“Interest income” and “Interest expense” respectively.
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Notes on the Accounts continued

4. Principal accounting policies continued

(k) Off-balance sheet financial instruments continued

Any gain or loss on termination of non-dealing derivatives is deferred and amortised to the
profit and loss account over the original life of the terminated contract. Where the underlying
asset, liability or position is sold or terminated, the non-dealing derivative is immediately

marked-to-market through the profit and loss account.

Derivatives that do not qualify as hedges or synthetic alterations at inception are marked-to-

market through the profit and loss account, with gains and losses included in " Dealing profits”.

(I) Long-term assurance business

The value placed on the Group’s interest in long-term assurance business includes a prudent
valuation of the discounted future earnings expected 10 emerge from business currently in
force, taking into account factors such as recent experience and general economic conditions,
together with the surplus retained in the long-term assurance funds. These are determined
annually in consultation with independent actuaries. Changes in the Group's value of long-
term assurance business are reported in the profit and loss account either as ”Share of profit
of associated companies” or “Other operating income” depending on the Group's interest in
the entity operating the long-term assurance business. Long-term assurance assets and liabilities
attributable to policyholders are recognised in the Group’s accounts in “Qther assets” and

"Other liabilities" respectively.

(m) Related parties

For the purposes of these accounts, parties are considered to be related to the Group if the
Group has the ability, directly or indirectly, to control the party or exercise significant influence
over the party in making financial and operating decisions, or vice versa, or where the Group
and the party are subject to common control or comman significant influence. Related parties

may be individuals or other entities.

(n) Segmental analysis
Segmental information is presented in respect of business and geographical segments. Business
segment information, which is more relevant to the Group in making operating and financial

decisions, is chosen as the primary reporting format.




5. 8%5H 5. Operating profit

AEEEERTEHETHNREE: The operating profit for the year is stated after taking account of:
(F) MEUA (a) Interest income
2002 2001
EWEHMBBA Interest income on listed investments 706 582
ELTEHFHMBBA Interest income on unlisted investments 2,217 2,731
HeaF 8 WA Other interest income 12,037 21,196
' 14,960 24,509
(Z) HEXH (b) Interest expense
2002 2001
IFEEIMZEBITESIFEEE Interest expense on debt securities in issue maturing
after five years 43 35
HpR 2z H Other interest expense 4,112 12,814
4,155 12,849
(%) RftEEHA (c) Other operating income
2002 2001
BB WA Dividend income
o LTSRS o listed investments 82 86
o JEFTEHIRE o unlisted investments 17 7
99 93
BEERAES Fees and commissions
ERELEREERSE o securities/stockbroking 244 220
s TEREES o retail investment funds 700 370
o ki o insurance 343 424
o PR o account services : 255 280
< ER ° remittance 128 123
o AR ° cards 598 633
o ZEER o credit facilities 270 305
e AR/ HOEE ° import/export 217 214
o Efth o other 147 127
REBRESWA Fees and commissions receivable 2,902 2,696
BREBEREEXH Fees and commissions payable (297) (288)
2,605 2,408
BEEHM Dealing profits
o JME o foreign exchange 604 531
e BHEREMEEEY o securities and other trading activities 16 m
620 530
RBERRER Insurance underwriting 333 226
BRAHEZASEA Rental income from investment properties 225 245
Hitb Other 400 445

4,282 3,847
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Notes on the Accounts continued

5. Operating profit continued

(T)EXEZH (d} Operating expenses
2002 2001
AEER Staff costs
cHEREMASER o salaries and other costs 1,867 1,834
o ERIBFFTEIZ o retirement benefit costs:
- DIESEME B (WiF35(2) - defined contribution schemes (note35(b)) 18 14
- REMREFFE (F835(F)(=) —defined benefit schemes (note35(a)(iii)) 174 420
2,059 2,268
WEWHIE22 (F) Depreciation (note22(a)) 352 386
EHELSEER Premises and equipment
o & X o rental expenses 171 164
o Bfh ° other 641 703
812 867
Hiig e & MA Other operating expenses 609 583
3,832 4,104
(K) REBIRER (e) Provisions for bad and doubtful debts
£ Group $R1T Bank
2002 2001 2002 2001
REFREBFEXR/(BET) Net charge/(release) for bad and
doubtful debts
EFPER (Wi15(8)) Advances to customers (note?5(c))
THREE Specific provisions
o ¥R ° new provisions 1,231 1,135 975 742
o &Ml o releases (285) {597) (207) (337
o W [E B M EEE o recoveries (45) (114) (25) (1071)
901 424 743 304
—RREE General provisions (330) - (171) 18
TIIBRERFE Net charge to profit and loss account 571 424 572 322
(B)XFTENBEHFHALZEE (f) The emoluments of the five highest paid individuals
(—) BN 25 (i) The aggregate emoluments
2002 2001
FEREDURE Salaries, allowances and benefits in kind 25 24
RRARETBIMEZER Pension contributions
BERIFEL Discretionary bonus
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5. ERBR F
(B)XTERREFHAANL2HE &

(D) AUBEHEHAT 2R BEE TS
B

5. Operating profit continued

(f) The emoluments of the five highest paid individuals continved

(ii) The numbers of the five highest paid individuals whose emoluments fell within the
following bands were:

2002 2001
A" AE
Number of Number of
individuals individuals

AT HK$
3,500,001 - 4,000,000 3,500,001 - 4,000,000 1 1
4,000,001 - 4,500,000 4,000,001 - 4,500,000 1 -
4,500,001 - 5,000,000 4,500,001 - 5,000,000 - 2
5,000,001 - 5,500,000 5,000,001 - 5,500,000 1 -
5,500,001 - 6,000,000 5,500,001 - 6,000,000 1 1
7,500,001 - 8,000,000 7,500,001 - 8,000,000 1 -
8,000,001 - 8,500,000 8,000,001 - 8,500,000 - 1
5 5

RUBBHHATHOEZNEE (CEE—
F=f) BEEE L EFHEE AR T
(B) AR

() EBHE
BEERLAGNE16HFE FTESH
REEMT:

Included in the emoluments of the five highest paid individuals were the emoluments of three

(2001: three) Directors. Their respective directors’ emoluments have been included in (g) below.

{g) Directors’ emoluments

The aggregate emoluments of the Directors of the Bank calculated in accordance with section
161 of the Hong Kong Companies Ordinance were:

2002 2001

BExHe Fees 1 1

FEREMUE Salaries, allowances and benefits in kind 16 16
BRASHEFREZER Pension and pension contributions

HERITEA Discretionary bonus - 1

21 22

TR BREREREROFZERG
BROHE TR TESORNEE RS
REFEREE 2 [RREHE ] PHE-.

The above emoluments also included the estimated value of restricted shares vested to a
Director under the HSBC Holdings plc Restricted Share Plan. The details of this award are

disclosed under the paragraph share option scheme in the directors’ report.
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5. BERR 4
(R)BEBHE &
BT A TIEBRZARNT:

Notes on the Accounts continued

5. Operating profit continued
(g) Directors’ emoluments continued
The numbers of Directors whose emoluments fell within the following bands were:

2002 2001
EBEAE EZAH
Number of Number of
Directors  Directors

BT

0 - 1,000,000
1,000,001 - 1,500,000
4,000,001 - 4,500,000
4,500,001 - 5,000,000
5,000,001 - 5,500,000
5,500,001 - 6,000,000
7,500,001 - 8,000,000
8,000,001 - 8,500,000

(F)RENERREE NGB (2T~
EREBNEEL) ATAERABER(ZF

E-F EWAEHER) DERLZER-

HK$
0-1,000,000 17 17
1,000,001 - 1,500,000 1 1
4,000,001 - 4,500,000 1 -
4,500,001 - 5,000,000 - 1
5,000,001 - 5,500,000 1 -
5,500,001 - 6,000,000 - 1
7,500,001 - 8,000,000 i -
8,000,001 - 8,500,000 - 1
21 21

(h) Auditors’ remuneration amounted to HK$8 million (2001: HK$8 million), of which HK$6&
million (2001: HK$6 million) related to the Bank.

6. AREERERRPREZEN

6. Profit on tangible fixed assets and long-term investments

2002 2001
HERERFREZ R Profit on disposal of long-term equity investments
cBRER—A—RERHERAZESE o realisation of amounts previously recognised
in revaluation reserves at 1 January 528 365
o REEFZEE o |oss arising in current year (105) (86)
423 279
CEREERESESZBTHES Profit less loss on disposal of held-to-maturity debt securities 45 120

HEEVETAEZBFRER
RHREREERE
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Profit less loss on disposal of tangible fixed assets
Provision for impairment of long-term investments




7. BE
(SRR RERANZHEARNT:

7. Taxation

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

2002 2001
ERNBIER Provision for Hong Kong profits tax 1,228 1,407
BRI 2BIE Taxation outside Hong Kong 6 6
EIERIE (Mat24) Deferred taxation (note24) 12 (21)

1,246 1,392
B E QT2 HE Share of associated companies’ taxation 20 8
REBRIEALT Total charge for taxation 1,266 1,400

BENGHEBDUBE_SRF_5+_7
SR 2 FEHERRENRESZ
TAREHE(UREE TR -FFER
B -RERFITBREUNZMHBAR RS
ATRERALRFEBEZEERTREAR
BER.

(Z) AERERTTEBEE] (23 &
TEMEBE] (FE27) 2 HBEERMT:

The provision for Hong Kong profits tax was made at 16% (the same rate as for 2001) based

on an estimate of the assessable profits for the year ended 31 December 2002. Similarly,

taxation provisions for subsidiary companies and branches outside the Hong Kong SAR were

made at the appropriate rates of taxation prevailing in the countries in which they operate.

{b) Taxation in the halance sheets which is included in “Other assets” (note 23) or “Other

liabilities” (note 27) represents:

%@ Group $R7T Bank
2002 2001 2002 2001
[EwEEIRT e including in "Other assets” :
e 2 AERE Current taxation recoverable 3 1 - -
BB (MiF23 F24) Deferred taxation (notes23 & 24) 21 34 21 34
24 35 21 34
[EfaE] REeE: Including in “Other liabilities” :
ERFGRER (F:527) Provision for Hong Kong profits tax
(note 27) 229 481 180 450
BRASDZBIRER (WiH27) Provision for taxation outside
Hong Kong (note27) 20 19 17 17
RIERIE (H15t24127) Deferred taxation (notes24 & 27) 104 - - -
353 500 197 467
17




BR B BT 5T 47 Notes on the Accounts continued

8. FITRRER/ZER 8. Profit attributable to shareholders

TITRREEZHFPHAEEENT/EN Of the profit attributable to shareholders, HK$8,885 million (2001: HK$8,459 million) has
FTHEERL (ZEE-F 8%/ \+mEDT been dealt with in the accounts of the Bank.

NEBT) BERRITZBRIEREE-.

FERRITEMELRSBEHERES: Reconciliation of the above amount to the Bank’'s profit for the year:
2002 2001
FITREEEZEFERIBITRHEANLE Amount of consolidated profit attributable to shareholders
dealt with in the Bank's accounts 8,885 8,459
MERRREAEREZZRERBER Interim dividends from subsidiary companies attributable
FERE to retained profits approved and paid during the year 2,413 1,521
REFEZBITEA (K729 The Bank's profit for the year (note29) 11,298 9,980
9. 5RKRE 9. Dividends per share
(F)ZFEERZRE (a) Dividends attributable to the year
2002 2001
FREE ivEs
pershare B¥EERT  pershare BEEET
HKS$ HKS$ million HK$  HK$ million
E—RFH First interim 2.10 4,015 2.10 4,015
EZRPH Second interim 2.80 5,353 2.80 5,353
HFalPH Special interim 0.50 956 - -
5.40 10,324 4,90 9,368
(Z)EFHARRFEFRNREZRE: (b) Dividends attributable to the previous year, approved and paid during the year :
2002 2001
EFHERRERRZZEZRTFHERRA Second interim dividend in respect of the previous year,
FRAEE-_TNA approved and paid during the year, of HK$2.80 per share
(ZEZ2-5:BRE¥ -_TNAE) (2001: HK$2.80 per share) 5,353 5,353
10. BREF 10. Earnings per share

EFRBMDEBRFEBATNENT—E  The calculation of earnings per share was based on earnings of HK$9,961 million (HK$10,114
EX(CEE—F25A88 -5 BT miltion in 2001) and on the weighted average number of ordinary shares in issue of 1,911,842,736
MBS REBTERRMETHEZ TN shares (unchanged from 2001).

B—F—ENTEE-FLE=+AR(E=

ZE-FHURTEES) HE-




M. EFREREHES

11. Cash and short-term funds

£ @ Group $877 Bank
2002 2001 2002 2001
EFRERTHREERE(MESBEE Cash in hand and balances with banks
and other financial institutions 3,518 3,729 3,481 3,726
BER—EANIBzEHEHRE Money at call and placings with banks
’ maturing within one month 67,170 101,283 34,821 40,006
=t Treasury bills 7,096 6,077 4,512 3,497

BHomFENmT:

77,784 111,099

42,814 47,229

Treasury bills are analysed as follows:

BEEERR Held for dealing purposes
o XFEE o at fair value 2,152 2,57 2,152 2,571
BEER Held to maturity
o BEHAK A ° at amortised cost 4,944 3,506 2,360 926
o DEEE o at fair value 4,944 3,511 2,360 930
BEFZIEHAFGEE: Remaining maturity of treasury bills:
o =AM o within three months 5,777 3,385 3,534 2,100
o =AU LE—=F o one year of less but over three months 1,319 2,692 978 1,397

7,096 6,077 4,512 3,497
12. ~BRULZEHEHREE 12. Placings with banks maturing after one month

£ 8 Group #R77 Bank

2002 2001 2002 2001
EEH B R AR Remaining maturity:
o —fHANLE=EA o three menths or less but

over one month 27,996 29,835 21,247 20,689

o ZAAULEE—F o one year or less but over three months 2,923 13,831 930 8,776

30,919 43,666

22,877 29,465
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13. BERGE

Notes on the Accounts continued

13. Certificates of deposit

£ Group #R1T Bank
2002 2001 2002 2001

EIHBNSREE:
o ZAAMEZEENR B

o ZEAUNEE—F
o —FLLERF
o BEE

BIEERRSR
- ATEE

BEDE
< BHRR
 ATEE

BRENRIERENHEMDE 2 B
RAERRE=BEONFT_BET(Z8T—F:
BERENTNEEL HEZEMRE
NEBR(ZEE-F:BBREEBT) X
HEARERRZEREREZANZE
NABHEEEEEEZEGIE URAE
HESRAS ZYHHRERLERE-

Remaining maturity:
o three months or less but not
repayable on demand 1,772 2,395 1,604 1,955
° one year or less but over three months 7.312 6,096 7.035 5,946
o five years or less but over one year 21,036 14,705 21,033 14,705
o over five years - 7 - 7
30,120 23,203 29,672 22,613

Held for dealing purposes
e at fair value

Held to maturity
o at amortised cost 29,955 23,158 29,512 22,568
o at fair value 30,254 23,244 29,811 22,653

Certificates of deposit intended to be held to maturity with an amortised cost of HK$342
million {2001: HK$588 million) were disposed of prior to maturity. The related profit recognised
amounted to HK$6 million (2001: HK$6 million). Such disposals, representing 0.8% of total
held to maturity certificates of deposit were approved by the Asset and Liability Management

Committee and were generally made to modify the maturity and risk profile of portfolios.

14, REEIIRBZ RS

14. Securities held for dealing purposes

£ & Group 817 Bank
2002 2001 2002 2001
REEE At fair value
BEBES Debt securities
B oHEERT Issued by public bodies
o FRET R RIR o central governments and central banks 1,105 1,843 1,105 1,843
o Hth D HEEIE o gther public sector entities 49 135 8 135
1,154 1,878 1,113 1,978
HEMKEES Issued by other bodies
o MEREMES RIS o banks and other financial institutions 44 72 - 72
o hE o corporate entities - 117 - 117
44 189 - 189
HKHEEBERBCESEE Total securities held for dealing purposes 1,198 2,167 1,113 2,167
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14. BERTIRRZES &

14. Securities held for dealing purposes continued

%8 Group #R17 Bank
2002 2001 2002 2001
HBE Debt securities
EEELD Listed in Hong Kong 977 1,794 977 1,794
EEAIMDE £ Listed outside Hong Kong 16 - - -
993 1,794 977 1,794
LT Unlisted 205 373 136 373
1,198 2,167 1,113 2,167
ZIHARSSE: Remaining maturity:
o Z{@ B WIBIEENE RIE o three months or less but not repayable on
demand 97 662 76 662
o ZHANULE—F o one year ar less but over three months 90 320 30 920
o —FULERF o five years or less but over one year 890 516 886 516
o AEE o over five years 121 69 121 69
1,198 2,167 1,113 2,167

BERERRZABESERNBEHERE
AN BEENEREESRERRBELY
EERRFMATH A ZMRIEERE
FBEAR] ER-UEFR TARFEEES
HEREEHA-

LB EEERRCERRESR LT REES

RERR MZZEFESNNEERER
ZAMEEAR-

The analysis of debt securities held for dealing purposes by remaining period to maturity is

disclosed in order to comply with the module on”Financial Disclosure by Locally Incorporated

Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary

Authority. The disclosure does not imply that the securities will be held to maturity.

Debt securities held for dealing purposes exclude treasury bills and certificates of deposit

which are included under the respective headings in the balance sheet.

15. EFEBR 15. Advances to customers
(B)EFEH (a) Advances to customers
&3 Group 217 Bank
2002 2001 2002 2001
BREREE (F3151) Gross advances to customers
(notel5(i)) 227,475 225,926 160,277 148,625
BHREE (WF15(R)R(T) Specific provisions (notes!5(c) & (d)) (1,805)  (2,052)  (1,409) (1,570
—EE (BE15(R)) General provisions (note15(c)) (1,108) (1,438) (783) (954)
224,562 222,436 158,085 146,101
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BRIBMIEE &7

15.5FER &

Notes on the Accounts continued

15. Advances to customers continued

(F)EFEN & (a) Advances to customers continued
%8 Group #R77 Bank
2002 2001 2002 2001
ZEIHBFBEE Remaining maturity:
o BIEREE o repayable on demand 11,983 12,062 11,922 12,014
o Z{ERAEIEANEREE o three months or less but not repayable
on demand 18,128 13,213 16,188 11,215
o ZHAMUEE-&F o one year or less but over three months 21,243 24,815 16,714 19,781
o —FLFERE o five years or less but over one year 84,466 82,065 62,056 56,968
o AFLAE o over five years 84,273 86,789 47,726 43,646
c CBmEA—EALM L o overdue for more than one month 1,301 808 872 503
o RIZE o non-performing advances 6,081 6,174 4,799 4,498
EFERBE Gross advances to customers 227,475 225,926 160,277 148,625
REHREE (BF15(7) Provisions for bad and doubtful debts
(note15(c)) (2,913) (3,490) (2,192) (2,524)
224,562 222,436 158,085 146,101
EFERANEEE: Included in advances to customers are:
c BEEE o trade bills 2,180 1,882 2,180 1,882
o RIMARELR o provisions for bad and doubtful debts (78) (61) (78) (61)
2,102 1,821 2,102 1,821

LPRBRAELRBEESREEREL Y
EERRFRAIFERRTREREYB
BN Bk RS HES R EZEE TR
EFRATRERBEE EE BRRBZE
ETEROSOBOEC BT RER-BHARE
BB NERERAPR PR NERE
EBRROAMR AF2EINACEH I
ERBARSBCRBzEFER I HTH
HE15(2) 2REESHERR 2RSSR
IRERTERNERHRIG BEERD
FEFEBE 2 RIRAE TR -

(C)BEEHEFERLE

The above maturity classifications have been prepared in accordance with the maturity

classifications contained in the module on "Financial Disclosure by Locally incorporated

Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary

Autharity. In accordance with the module, in the case of an advance which is repayable by

different payments or instalments, only that portion of the advance which is actuaily overdue

is reported as overdue. Any part of the advance which is not yet due is reported according to

its residual maturity unless the repayment of the advance is in doubt, in which case the whole

amount is reported as overdue. This classification of overdue advances to customers for maturity

profile purposes is different from the analysis disclosed in note 15(f) for which the Hong Kong

Monetary Authority’s module states that if part of an advance is overdue, the whole amount

of the advance should be disclosed as overdue.

(b) Total provisions against gross advances to customers

£ 8 Group #&77 Bank
2002 2001 2002 2001
% % % %
Specific provisions 0.7% 0.91 0.88 1.06
General provisions 0.49 0.64 0.49 0.64
Total provisions 1.28 1.55 1.37 1.70




15. 8FER &

15. Advances to customers continued

(R)BEFENRERER (c) Provisions against advances to customers
£ E Group
BRFLE
IR —f8 A%t Suspended
-3 Jog -3 2002 Specific  General Total interest
“EE-F-A-HEH At 1 January 2002 2,052 1,438 3,490 509
FRME Amounts written off (1,193) - (1,193) (182)
WEEFCHEBEZER Recoveries of advances
written off in previous years 45 - 45 -
FEEETRERE New provisions charge to profit and
(B13E5(1%)) foss account (note5(e)) 1,231 - 1,231 -
BEERECEE Provisions release to profit and loss
(H13£5(%)) account (note5fe)) (330) (330) {660) -
FERBERHE Interest suspended during the year - - - 150
U BB R F 8 Suspended interest recovered - - - (73)
ZETETZRAZ+—RES (B215(F) At 31 December 2002 (notel5(a) 1,805 1,108 2,913 404
17 Bank
BRFE
(e33 —f A% Suspended
Specific General Total interest
—ZER-F-A-BEH At 1 January 2002 1,570 954 2,524 400
FRMB Amounts written off (929) - (929) (120)
BEIZFEHMBRZER Recoveries of advances
written off in previous years 25 - 25 -
FIEEESREREE New provisions charge to profit and loss
(B 3E5(18) account (notes(e)) 975 - 975 -
BOBRREZEE Provisions release to profit and loss
(H15E5(1%) account (note5(e)) (232) (171) (403) -
FERBERFE Interest suspended during the year - - - 107
1 8] 5 % F) 2, Suspended interest recovered - - - (61)
—EE_F+-B=+—B&% (BF15(F)) At 31 December 2002 (note15(a)) 1,409 783 2,192 326
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ERTEMI 5 4 Notes on the Accounts continued

i5. EFER &

15. Advances to customers continued

(R EFERREFREE & (c} Provisions against advances to customers continued
% & Group
FBRF B
R — A&t Suspended

BT —F 2007 Specific  General Total interest
—“EE-E-F—H&% At 1 January 2001 3,017 1,438 4,455 801
E AR Amounts written off (1,503) -~ (1,503) (534)
W B 2 #br 2 B Recoveries of advances

written off in previous years 114 - 114 -
FIBEET RUERE (MHE5(0) New provisions charge to profit and

loss account (note5(e)) 1,135 - 1,135 -
BOUB R 2 B (B15E5(0) Provisions release to profit and loss

account (note5(e)) (711) - (711) -
FRERME Interest suspended during the year - - - 301
I [B] 88 R F B, Suspended interest recovered - - - (59)
SRR+ B4R (HE15(F) At 31 December 2001 (notel5(a)) 2,052 1,438 3,490 509

#R1T Bank
FRF B
5 —% A%t Suspended
Specific General Total interest

—EE-F-A-B&E#H At 1 January 2001 2,246 936 3,182 575
F R Amounts written off (1,081) - (1,081) (356)
BEEEEHRZ2ER Recoveries of advances

written off in previous years 101 - 101 -
FrgEA T BB (MF50%) New provisions charge to profit and

loss account (note5(e)) 742 18 760 -
BEBHER 2R (WH5(L)) Provisions release to profit and loss

account {note5(e)) (438) - (438) -
FRBRFL Interest suspended during the year - - - 207
Y BIgE R F B Suspended interest recovered - - - (26)
ZET-F+ZA=+-BEs (FF15(7) At 31 December 2001 (note?5(a)) 1,570 954 2,524 400

HREAMNSBERR [EPER] (HFE15(F)
B[N Rt es ) (f5E23) RB T 2B
MBREAMNGR S8
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Suspended interest comprises both suspended interest netted against “Advances to customers”

(note15(a)) and suspended interest netted against accrued interest receivable in “ Prepayments

and accrued income” (note23).




15. BEFER &
(T)EFBEH2RERRER
MECHEBRRENCELRFANEZER
ERREREFINT:

15. Advances to customers continued

(d) Non-performing advances to customers and provisions

Non-performing advances to customers on which interest has been placed in suspense or on
which interest accrual has ceased are as follows:

£ Group #R17 Bank
2002 2001 2002 2001
REFEE Gross non-perfarming advances
on which interest
o FISEIEBRERE ° has been placed in suspense 5,767 6,084 4,480 4,401
o BEELREFERE o accrual has ceased 429 251 429 248
6,186 6,335 4,909 4,649
BRIE Suspended interest (115) (161} (110) (151)
REB* (H1315(2)) Gross non-performing advances*
(note15(f) 6,081 6,174 4,799 4,498
SR EE (HEF15(F) Specific provisions (note75(a)) (1,805) (2,052)  (1,409) (1,570)
RIEBIRFE Net non-performing advances 4,276 4,122 3,390 2,928
BRERHRER X Specific provisions as a percentage
of gross non-performing advances* 22.7% 33.2% 29.4% 34.9%
AERHERFERLE Gross non-performing advances*
as a percentage of gross advances
to customers 2.7% 2.7% 3.0% 3.0%

*EHIBRBER BT

EFERRBFENERLE2TEERER
MEZER MEWBERBRHBRFIIRFE
RERRE - RERTEEANAER=ER
BEREAREZRBEERZEFPER-RETH
RIGRN AEFSHMNEBHZEARLR
EEZER BESRBREE - ARERE
BERERSDER LARRKZARNDE
NZ B HERR-

* Stated after deduction of interest in suspense.

Non-performing advances to customers are those advances where full repayment of principal
or interest is considered unlikely and are so classified as soon as such a situation becomes
apparent. Non-performing advances may include advances that are not yet overdue for more
than three months but are considered doubtful. Except in certain limited circumstances, all
advances on which principal or interest is overdue for more than three months are classified
as non-performing. Specific provisions in respect of non-performing advances are made in

accordance with the accounting policy set out in noted(c)(ii) above.
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15. BFER &
() KEzEE

BEREEARz RERFE (ENRBRAE

MFHER) REERERREZEBENT:

Notes on the Accounts continued

15. Advances to customers continued

{e) Repossessed assets

Net non-performing advances (after deduction of interest in suspense and specific provisions)
with repossessed assets and the valuation of the refated repossessed assets are as follows :

£E& Group 17 Bank
2002 2001 2002 200t
RERRIFEE Net non-performing advances 638 853 235 260
WEZEREE Repossessed collateral assets 638 853 235 260
(B)EBHZzEFER (f) Overdue advances to customers

EAHZEAULZEFERRAHAEF
BERzhENT:

The amounts of advances to customers which are overdue for more than three months and
their expression as a percentage of gross advances to customers are as follows:

—BBC-f 2002 £E Group 87T Bank
% %
BEFEF ZAEXKFECAE: Gross advances to customers* which
have been overdue with respect to
either principal or interest for periods of:
o =—EBRAMLEEREA o six months or less but over three months 934 0.4 428 0.3
o AR LEE—F ° one year or less but over six months 1,097 0.5 742 0.4
o —FLE ° gver one year 2,734 1.2 2,238 1.4
4,765 2.1 3,408 2.1
BB EFER (ML) Overdue advances to customers (as above) 4,765 2.1 3,408 2.1
HFEERHRECBHATERPER Less: overdue advances on which
interest is still being accrued {1,131) (0.5) (685) (0.4)
M= EARNM TR ARBR BREEE Add: advances overdue for periods of
BREBIZEFER three months or less, or which are
not yet overdue, and on which
interest has been placed in suspense
c MIAEERESER o included in rescheduled advances 1,814 0.8 1,618 1.0
o Hits o other 633 0.3 458 0.3
FER (H3215(7)) Gross non-performing advances (note?5(d)) 6,081 2.7 4,799 3.0
*EHRBERFEIR- * Stated after deduction of interest in suspense.
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5. 5FER &

15. Advances to customers continued

(C)ERB2EFER & (f) Overdue advances to customers continued
—FE-F 2001 £ Group #7717 Bank
O/O OA)
BEFEF 2 E&HMECAM: Gross advances to customers* which
have been overdue with respect to
either principal or interest for periods of:
o Z@AANLENREA ° six months or less but over three months 1,338 0.6 825 0.6
o NARULE—F ° one year or less but over six months 894 0.4 496 0.3
o —F Lk ° over one year 3,203 1.4 2,557 1.7
5,435 2.4 3,878 2.6
ERBMzEFERIE) Overdue advances to customers (as above) 5,435 2.4 3,878 2.6
BRBMIERGREZBHEFER Less: overdue advances on which
interest is still being accrued (622) (0.3) (302) 0.2)
M AB=EAKATHREE BREEE Add: advances overdue for periods of
BRERsZEPER three months or less, or which are
not yet overdue, and on which
interest has been placed in suspense
CHIAEERFER o included in rescheduled advances 484 0.2 175 0.1
o Efth ¢ other 877 0.4 747 0.5
REZJR (MaE15(T)) Gross non-performing advances (note?5(d)) 6,174 2.7 4,498 3.0
*CHRBERFIESTe * Stated after deduction of interest in suspense.

FREINHE RN FEAFEHFEER
H UNF&AAEER FIFaHRE-F
HAHERZ AR BEF—REFBE @
RELBREER QIPIERHRE-EE
BZER EERERAREEREN BE
RARBRETER REREREERALES
HeUERE M ERISERA L RS
R o e@EEE-

Advances with a specific repayment date are classified as overdue when the principal or interest

is overdue and remains unpaid at the year-end. Advances repayable by regular instalments are

treated as overdue when an instalment payment is overdue and remains unpaid at the year-

end. Advances repayable on demand are classified as overdue either when a demand for

repayment has been served on the borrower but repayment has not been made in accordance

with the demand notice, or when the advances have remained continuously outside the

approved limit advised to the borrower for more than the overdue period in question.
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(F)EBZEFAX
EBEFERREHERPEF2IE
AT

Notes on the Accounts continued

15. Advances to customers continued
{g) Rescheduled advances to customers
The amount of rescheduled advances and its expression as a percentage of gross advances to

customers* are as follows:

£& Group #8717 Bank
% %
—Eg8CE 2002 1,831 0.8 1,636 1.0
—EE—F 2001 512 0.2 203 0.1

* B ERFAEIR-

ERZEFPERDARFYREHEMELD
MBER MELHTEZEEEREZ
3%

AL BEERFERYTBEERERTE
- DEBZEANLZEFER Z5E
BN LTS (E) BR-

=

(F)EFERZHETETH
EFERZHERDBNEREFAEZRE
B REREB REERMAE-E—RE
T'%%ﬂZ%{%AFﬁEi&EEE’\*E%@?'E‘J
ERaBz#RAZHELR - BHE-22 -
FHZAZ+-B RIZBEFPERREBZ
AEFREAPERERA D ZATHES B
BEMEER (B-FF-F+-_A=+—H
1BED
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* Stated after deduction of interest in suspense.

Rescheduled advances are those advances which have been restructured or renegotiated
because of the deterioration in the financial position of the borrower, leading to an inability

to meet the original repayment schedule.

Rescheduled advances to customers are stated net of any advances that have subsequently
become overdue for over three months and are included in overdue advances to customers

set out in note15(f) above.

(h)Segmental analysis of advances to customers by geographical area

Advances to customers by geographical area are classified according to the location of the
counterparties after taking into account the transfer of risk. In general, risk transfer applies
when an advance is guaranteed by a party in an area which is different from that of the
counterparty. At 31 December 2002, over 90 per cent of the Group’s and the Bank's advances
to customers and the related non-performing advances and overdue advances were classified

under the area of Hong Kong (unchanged from positions at 31 December 2001).




15. EF &R &
(F)EFERZITESE

RREEERERBRIITENEREE LR

BEFER (CHBEBRAE) HFEHMT:

15. Advances to customers continued

(i) Gross advances to customers by industry sector

The analysis of gross advances to customers (after deduction of interest in suspense) by industry

sector based on categories and definitions used by the Hong Kong Monetary Authority is as

follows:
£ Group §R1T Bank
2002 2001 2002 2001
EERFERAZER Gross advances to customers for use
in Hong Kong
I BERemE industrial, commercial and financial sectors
o MERR o property development 19,300 20,237 18,647 19,583
o MEIRE o property investment 31,507 29,403 27,736 24,931
o RRMEEH o financial concerns 2,071 1,991 2,051 1,914
o RERL o stockbrokers 219 115 219 115
o HBRTEE o wholesale and retail trade 3,941 3,737 3,870 3,666
o BlEE o manufacturing 2,037 1,683 1,994 1,620
o EHIEHGE o transport and transport equipment 9,238 9,687 2,982 3,337
o Ei o other 19,521 17,109 18,343 16,055
87,834 83,962 75,842 71,221
BA Individuals
cBEIEEREENE) o advances for the purchase of flats ]
[FLABEBEEHEIR under the Government Home
[AEEEERHE 2 EXREBER Ownership Scheme, Private Sector
Participation Scheme and
Tenants Purchase Scheme 35,050 39,295 1,273 1,450
cHEEMIEMEIRBER o advances for the purchase of other
residential properties 78,518 77,537 57,955 52,023
o FRRER o credit card advances 5,578 5,262 5,578 5,262
o Hif > other 6,251 6,050 5.670 5,320
125,397 128,144 70,476 64,055
EEAERAZBRER Total gross advances for use in
Hong Kong 213,231 212,106 146,318 135,276
E Trade finance 9,751 9,434 9,751 9,434
EEEUMERAZER Gross advances for use outside
Hong Kong 4,493 4,386 4,208 3,815
BEBRMAE (W215(F) Gross advances to customers
(note15(a)) 227,475 225,926 160,277 148,625

(R) BEHAZREFH
EPERERABRGEARENEE HES
DATEFZRBRAZE-EHBESORAE
BREZ4+F PREAKEERBERE
RECRBE-BEANEFRZ KEREAE
SREREREENNT:

(j) Net investments in finance leases

Advances to customers include net investments in equipment leased to customers under hire

purchase contracts having the characteristics of finance leases. The hire purchase contracts

usually run for an initial period of 5 to 20 years, with an option for acguiring the leased asset

at nominal value. The total minimum lease payments receivable and their present value at the

year end are as follows:
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Notes on the Accounts continued

15. Advances to customers continued

(B)REHGZREFHE & (j) Net investments in finance leases continued
£5 Group
FEEK U ER RIEEK
BERE FekA  EewE
Present value Interest Total
of minimum income minimum lease
lease payments  relating to payments
b 3 S 3 2002 receivable future periods  receivable
ERIEE Amounts receivable:
o —FHUT o within one year 743 209 952
o —FULERF o after one year but within five years 2,192 631 2,823
o AFMAE o after five years 3,715 748 4,463
6,650 1,588 8,238
FERERE Provisions for bad and doubtful debts (25)
BREAOZHEES Net investments in hire purchase contracts 6,625
—EE-F 2007
FEWOES - Amounts receivable:
o —HET ° within one year 709 264 973
o —EEERF o after one year but within five years 2,269 730 2,999
c A% £ o after five years 3,712 835 4,547
6,690 1,829 8,519
REREE Provisions for bad and doubtful debts (56)
BBEAHZIREEE Net investments in hire purchase contracts 6,634

REERBITESHEIES (ZFF-—F:18)-

There were no finance leases maintained by the Bank at the balance sheet date (2001 Nil).

16. % | RERBRAT
RELBYEETRERERIERAT)
(—2E-—F:®)-

16. Amounts due from / to ultimate holding company

There were no amounts due from or due to ultimate holding company at the balance sheet

date (2001: Nil).

17. 8/ REDERAF

RESHEMLAT
BHEREREBERQRRAZRRBAS
0T

17. Amounts due from / to immediate holding company

and fellow subsidiary companies

Details of the balances due from and due to immediate helding company and fellow subsidiary

companies are as follows:

&8 Group
2002 2001 2002

#8717 Bank

2001

HTER
EERSRERAERE S REE

THFREZEERE S MRIRE:
o —HAR

o AR LE=ER

o ZAAULEE-F

o —ENULERE
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Amounts due from:

Cash in hand and balances with banks
and other financial institutions

Placings with banks with remaining maturity:

e within one month

o three months or less but over one month

o one year or less but over three months

o five years or less but over one year




17. 7/ REOER 28K
BREMEAR &

17. Amounts due from / to immediate holding company

and fellow subsidiary companies continued

£E Group #1TBank
2002 2001 2002 2001
FREZE S E RIS Certificates of deposit with remaining
maturity:
o =18 A M{EFEENEEI H o three months or less but not repayable
on demand 217 352 211 352
o AU LEE—F ° one year or less but over three months 1,030 772 1,023 772
o —FULERE o five years or less but over one year 1,056 1,991 1,056 1,991
2,303 3,115 2,290 3,115
Bt BEZ B MBI Other assets with remaining maturity:
o =fBAR o three months or less 252 258 242 227
o ZHEAULE—F o one year or less but over three months 1 24 7 16
o —ELFERE o five years or less but over one year 1 11 1 11
274 293 260 254
7,471 8,297 3,806 3,827
#ERIEE Amounts due to:
BEPEX Customer accounts
o ENEF{EE o repayable on demand - - - -
o EREFRABNY o with agreed maturity dates or periods
USHTEREHE: of notice, by remaining maturity:
- ZEANEEERNSESR ~ three months or less but
not repayable on demand 274 275 274 275
- ZEARLEE—F - one year or less but over three manths 4 163 4 163
278 438 278 438
BEEFR Deposits from banks
o AEFEE o repayable on demand 97 36 97 36
o EMEFSB B o with agreed maturity dates or periods
IS TEREBE: of notice, by remaining maturity:
-ZEAREEERNBERE - three months or less but .
not repayable on demand 973 414 973 401
-Z@ANREE—% ~ one year or less but over three months - 13 - 13
1,070 463 1,070 450
HitBEZNEEFaHE: Other liabilities with remaining maturity:
c =ERA o three months or less 267 119 240 113
o ZEANLEE—F o one year or less but over three months - 31 - 31
267 150 240 144
1,615 1,051 1,588 1,032
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EETEMTRE 4 Notes on the Accounts continued

18. MY & IR FK 18. Amounts due from subsidiary companies
iGN e S ue Details of the amounts due from subsidiary companies are as follows:
2002 2001
EEFHRRAEZHER RSB Placings with financial institutions with remaining maturity:
o —BAA o within one month 59,250 85,806
o —EANLEE=@EA o three months or less but over one month 58,880 69,100
o ZHAMEE~E o one year or less but over three months 400 125
118,530 155,031
BTRBRECMNBARER Loans to subsidiary companies with no repayment term 2,364 2,791
EMEEZINEAFSIMNAZTEAR Other assets with remaining maturity of three months or less 4,615 1,423
125,509 159,245
i9. RERA 19. Long-term investments
(R) RARE (a) Long-term investments
£3 Group $R7T Bank
2002 2001 2002 2001
REBREBES Held-to-maturity debt securities
BREATNREEERE at amortised cost less provisions for
impairment 76,854 39,605 51,873 24,987
BERELATEE Equity investments at fair value 2,315 3,657 2 3

79,169 43,262 51,875 24,890

(Z) REREZEETE (b) Carrying value of long-term investments
£ Group #R7T Bank
2002 2001 2002 2001
BEGREBES Held-to-maturity debt securities
BB EET Issued by public bodies
o PRI KR RIRTT o central governments and central banks | 10,664 3,324 7,727 1,662
o Efv A HEIE o other public sector entities 9,219 6,510 6,922 3,975
19,883 9,834 14,649 5,637
B EA SRS Issued by other bodies
o RIEREMSEEE o banks and other financial institutions 40,011 15,234 27,370 10,819
o E o corporate entities 16,960 14,537 9,854 8,531
56,971 29,771 37,224 19,350
76,854 39,605 51,873 24,987
BREHRE Equity investments
BRIETET Issued by corporate entities 2,315 3,657 2 3

79,169 43,262 51,875 24,990
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19. Long-term investments continued

(Z) REREZREMEHE & (b) Carrying value of long-term investments continued
£® Group #17 Bank
2002 2001 2002 2001
FEHRERES Held-to-maturity debt securities
EEBEE™m Listed in Hong Kong 2,340 314 2,340 311
EREAMERE T Listed outside Hong Kong 19,551 8,762 467 -
21,891 10,073 2,807 311
JEEF Unlisted 54,963 29,532 49,066 24,676
76,854 39,605 51,873 24,987
BREA Equity investments
EEELD Listed in Hong Kong 1,603 2,848 - -
EEBUIMEE ET Listed outside Hong Kong 70 95 - -
1,673 2,943 - -
FLE™ Unlisted 642 714 2 3
2,315 3,657 2 3

HEERZ@EEESUKEAEINR HEHR
REAGREEARIEEB BERTEL
BE-BRREUNTEERMBRAEIIR.

79,169 43,262 51,875 24,390

Held-to-maturity debt securities are stated at cost, adjusted for the amortisation of premiums
and accretion of discounts over the period from the date of purchase to the date of redemption.

Equity investments are stated at fair value, less provision for impairment.

(A REHRZOBER$2AFHE (¢) Fair value of held-to-maturity debt securities
£ 8 Group $R77 Bank
2002 2001 2002 2001
HERR 2 BEES Held-to-maturity debt securities
D EEIEET Issued by public bodies
o PR R REET o central governments and central banks 10,924 3,401 7,913 1,708
o HinHiEE o other public sector entities 9,645 6,741 7.316 4,173
20,569 10,142 15,229 5,881
AHEBBERT issued by other bodies
c RIXEREMESRIEE o banks and other financial institutions 40,213 15,265 27,521 10,834
o PE o corporate entities 17,241 14,663 10,062 8,622

57,454 29,928 37,583 19,456
78,023 40,070 52,812 25,337
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19. REBRE &
(R RBEHRZABEZZ2AFEAEE

Notes on the Accounts continued

19. Long-term investments continued

(c) Fair value of held-to-maturity debt securities continued

£H Group #5847 Bank
2002 2001 2002 2001
BERRZEBES Held-to-maturity debt securities

EER LT Listed in Hong Kong 2,403 315 2,402 315
EREUMNEE LT Listed outside Hong Kong 19,777 9,856 470 -
22,180 10,171 2,872 315

JEET Unlisted 55,843 29,899 49,940 25,022
78,023 40,070 52,812 25,337

(T)RERBRZOBEFBIAFELHT
B EER  ERERZRIEE S (B8
HREOEAOERRZRBRER) #HmT:

(d) Maturity analysis of held-to-maturity debt securities
The maturity profile of the above held-to-maturity debt securities categorised by the remaining

period from the balance sheet date to the contractual maturity date is as follows:

£ Group 817 Bank
2002 2001 2002 2001
ZHH PR EH: Remaining maturity:

o = A A{BIERNE|F o three months or less but not repayable
on demand 14,875 7,892 7,731 4,623
o ZfARUNLEE—F o one year or less but over three months 8,211 6,087 6,727 3,959
o —EPFERE o five years or less but over one year 50,807 22,930 35,954 14,099
o BEP k e gver five years 2,261 2,696 2,261 2,306
76,854 39,605 51,873 24,987

REZHR EREFRANIBRNLE
ZEERRAEEENT _E-FT-E&HT(Z
FE-F:BYOT _BTNEED HEL
ENREE=THNEELT (ZTF—F 8%
—E-TZEBR) ZELEERESRR
ZEBERBEAE O ZH—(ZFE—
FEHZORZ) IEHAEREEHRE
SeHE AEREAMES I HARAR
HiEe
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Debt securities intended to be held-to-maturity with an amortised cost of HK$4,211 million

(2001: HK$4,208 million) were disposed of prior to maturity. The related profit recognised

amounted to HK$34 million (2001: HK$112 million). Such disposals, representing 3.1% of

total held-to-maturity debt securities (2001: 5.3%), were approved by the Asset and Liability

Management Committee, and were generally made to modify the maturity and risk profile of

portfolios.




20. EORAARE
AOTEEMBLERT:

ASET ]

Name of company

20. Investments in subsidiary companies

The principal subsidiary companies of the Bank are:

e
Place of
Incorporation

B33

Principal Activities

EERTEEBREE
{ssued
Equity Capital

BEGHERAR
Hang Seng Finance Limited

BEFRERARA
Hang Seng Credit Limited

EEET (ERE) BRAF
Hang Seng Bank (Bahamas) Limited

BANK(ERE) BRAE

Hang Seng Finance (Bahamas) Limited
BERTEEERRF

Hang Seng Bank (Trustee) Limited

BE(RBA)BRAF
Hang Seng (Nominee) Limited

BEARRBERLOR
Hang Seng Life Limited

EERBERAF

Hang Seng Insurance Company Limited
EBEEEER (LA BRAR

Hang Seng Asset Management Pte Ltd
BEREEEBRAT

Hang Seng Investment Management Limited
BEEEREERARF

Haseba Investment Company Limited

BEEEERLT

Hang Seng Securities Limited

BEERBBAF
Yan Nin Development Company Limited
EEEBERAR

HS! Services Limited

BEMEERERDE

Hang Seng Real Estate Management Limited
ERERARNHARTZZAMBAR (REE
ABRBERLAAFTHEESZATR
EREHEEZHEAN) EHBLEHE
FUTEERE HEERBEERATIBHES
FEpmlz T BEEERATMEERR-

Hong Kong

B
Hong Kong

BnE
Bahamas

BrE
Bahamas
e
Hong Kong
BB
Hong Kong
iR
Hong Kong
R
Hong Kong
R
Singapore
FiE
Hong Kong
i
Hong Kong
P
Hong Kong
B
Hong Kong
EE
Hong Kong

EB
Hong Kong

EE L NS0 6
Deposit-taking and lending
BRERRMR
Deposit-taking and lending
RITEH

Banking

% RUIRTS

Finance

SIS

Trustee service

2 AR

Nominee service
RURESRABRRE
Retirement benefits and life assurance
RBES

General insurance
A2EE

Fund management
EeER

Fund management

RAE

Investment holding
FBHELRL

Stockbroking

RE

Investment holding
HEERRBBARTES
Compilation and dissemination of
the Hang Seng share index

hEER

Property management

BT
HK$1,000,000,000
ET
HK$200,000,000

=

US$1,000,000
e
US$5,000

BT
HK$3,000,000
BT
HK$100,000
BT
HK$220,000,000
BT
HK$84,184,570
FET
$G$2,000,000
BT
HK$10,000,000
BT
HK$6,000

BT
HK$26,000,000
BT
HK$100,000
B
HK$10,000

BT
HK$10,000

All the above companies are wholly-owned subsidiary companies except for Hang Seng Life

Limited in which the Bank holds 50% of its shareholding and controls the composition of its

board of directors. All subsidiary companies are held directly by the Bank except for HSI Services

Limited. The principal places of operation are the same as the places of incorporation.
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21. BEAFRE

Notes on the Accounts continued

21. investments in associated companies

£ 8 Group $RYT Bank
2002 2001 2002 2001
I ETRE (A E) Unlisted shares, at cost - - - 88
BISFEE Share of net assets 672 774 - -
EFPHMENTZHEABE BEZ/NABEEL  Loans to associated companies amounting to HK$208 million (2001: HK$208 million) are

(—2B—E:BE_ET\EET) REHR
(FEERIAR (i215) -

included under "Advances to customers” (note?5).

The principal associated company is:

EEERA
P

Group's interest
in equity capital

TEER
Principal activitiy

EEITRE

Issued equity capital

TEBERANT
SRE
SER Place of
Name of company incorporation
B
Barrowgate Limited Hong Kong

EEABRBARATRA—EEAT &R
EUARBRAZEERES EEABRR
ERARNA-ST-F+—ARMALTZ
HEAF.

Barrowgate Limited Z R ABRIT—2EHE
REFFE MBS R B ERNEEE-

MERE

Property investment 24.64%

BT

HK$10,000

Hang Seng Life Limited which was an associated company has become a subsidiary of the

Bank in November 2002 as the resuit of a change in its Articles of Association on the

composition of its board of directors.

The interest in Barrowgate Limited is owned by a subsidiary company of the Bank. The associated

company operates in Hong Kong.

2. EREREE
(F) BREBEEZE

22, Tangible fixed assets
(a) Tangible fixed assets

%8 Group
BEME
778k Investment B &%

—g8c-H 2002 Premises properties Equipment Total
AREE: Cost or valuation:
—EE-F-F-BiH At 1 January 2002 7,400 3,442 2,463 13,305
FREE Additions - - 185 195
FALE Disposals (1) (10) (71) (82)
HREFTUH RIENE Elimination of accumulated

depreciation on revalued premises (154) - - (154)
EEE Deficit on revaluation
o XEMTURIREMEBIHEE (H729) o charged to premises and investment

properties revaluation reserves (note29) (409) (270) - (679)
o TMIBRER o charged to profit and loss account (36) - - (36)
BEER Transfers (117) 117 - -
“EE-F+ A+ HE®R At 31 December 2002 6,683 3,279 2,587 12,549
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22 AREEEE &
(F) FREELEE R

22. Tangible fixed assets continued
(a) Tangible fixed assets continued

£8 Group
REDE
fTht  Investment i &%
—g8-F 2002 Premises  properties Equipment Total
2REAE: Accumulated depreciation:
—ER-E-F-R4&H At 1 January 2002 - - (1,982) (1,982)
ERER (s (T)) Charge for the year (note 5(d)) (154) - (198) (352)
HEEED Written back on disposal - - 70 70
RBRERTHZ 2ENE Elimination of accumulated
depreciation on revalued premises 154 - - 154
ZERIET A=+ —B&H At 31 December 2002 - - (2,110)  (2,110)
ZEEETR=T-REREEE Net book value at 31 December 2002 6,683 3,279 477 10,439
—EE-FE+ZAZT-BHREEE Net book value at 31 December 2001 7,400 3,442 481 11,323
87T Bank
BEME
T8k Investment 18 B
Premises properties Equipment Total
A IEE: Cost or valuation:
—EE-5-F-B4&H At 1 January 2002 5,916 2,171 2,443 10,530
FREE Additions - - 194 194
FRHEE Disposals - (8) (72) (80)
WBREGRTUZ ZERE Elimination of accumulated
depreciation on revalued premises (126) - - (126)
ERRE Deficit on revaluation
o WETHL RIBEMEEMBERE (H3129) o charged to premises and investment
properties revaluation reserves (note29) (362) (175) - (537)
o FEUBHER o charged to profit and loss account - - - -
giR Transfers (37) 37 - -
ZEE-F+-A=T-B##% At 31 December 2002 5,391 2,025 2,565 9,981
2BhE: Accumulated depreciation:
—EE-E-F—B&# At 1 January 2002 - - (1,964) (1,964)
FRIR Charge for the year (126) - (196) (322)
LE%ER Written back on disposal - - 70 70
RBRERTILZBRITE Elimination of accumulated
depreciation on revalued premises 126 - - 126
ZEEZFTZA=ZT—B&H At 31 December 2002 - - (2,090) (2,090}
CEE-F+-A=-+—HEEEE Net book value at 31 December 2002 5,391 2,025 475 7.891
ZERE-F+AZT-HEEEE Net book value at 31 December 2001 5,916 2,171 479 8,566
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R.EREEEE £
(ZITHRREMEZERFERRE:

Notes on the Accounts continued

22. Tangible fixed assets continued
(b) The net book value of premises and investment properties comprises:

%8 Group 877 Bank
2002 2001 2002 2001
T EEYE Leaseholds
EREN Held in Hong Kong
o REBRLY (FBFEBR+F) o long leases (over 50 years unexpired) 3,426 3,749 2,270 2,482
o PHIHYN (FIBFHETEAT5) o medium leases (10 to 50 years unexpired) 6,465 7,026 5,075 5,538
BRI Held outside Hong Kong
o REFHA (RRFHBRETF) o long leases {over 50 years unexpired) 4 4 4 4
o RHEMA) (RBRFEETER+F) o medium leases (10 to 50 years unexpired) 67 63 67 63
9,962 10,842 7,416 8,087
HpmiE Of which
1THE Premises 5,683 7,400 5,391 5,916
WEME Investment properties 3,279 3,442 2,025 2,171

(RR_BF2-_FNA=ZTH FEEZTH
FREDEBEATEXERZBIAER
TEEREFTERABTUER LBEZ
FEE-EF_FTA=+—RAZEET
EEAZHME -ZREEDHBESHNENS
e RER EEMTE - EE 2 LEDER
THEHFEZ AHTEEERRREADE
ZRRATSEE

2,962 10,842 7,416 8,087

(c) The Group's premises and investment properties were revalued at 30 September 2002 by
Chesterton Petty Limited, an independent professional valuer, who also confirmed that there
had been no material change in valuations at 31 December 2002. The valuations were carried
out by qualified valuers who are members of the Hong Kong Institute of Surveyors. The basis
of valuation for premises was open market value for existing use. The basis of valuation for

investment properties was open market value.

(T)TURREYREGHE (d) Deficit on revaluation of premises and investment properties
£E Group 8277 Bank
2002 2001 2002 2001
TERMEEGHEE Charged to property revaluation reserves
o fTH S EREE (B1:729) o premises revaluation reserve (note29) (409) (209) (362) (181)
o BB SRS (MH29) o investment properties revaluation
reserve (note29) (270) (211) (175) (113)
o BINEE &N EWE ZRIE (f15£29) o share of revaluation deficit of
an associated company (note29) (13) (61) - -
(692) (481) (537) (294)
R EEEE Charged to profit and loss account
o 173k ° premises (36) (14) - 7

(£) BB B ERM 2 2ETU A SE -
MR A RIS E A RTIE HEEE
BEIT

(e) The net book value of all premises which have been stated in the balance sheet at valuation

would have been as follows had they been stated at cost less accumulated depreciation:

£8 Group $R1T Bank
2002 2001 2002 2001
+-A=+—-BEREEE Net book value at 31 December 2,773 2,872 1,667 1,718

138




22. ARBEEERE &
(B)EEBEERZIEEMENBEERE -
SHEEREH—BART BHRIHA
EERRBENENRRRAENAN -2
AEvEsEREHE.

BERER T _F2RKAESKUABRE
B - FTREBL(ZFT—E 8% _E
MTAESBT) AFERLBEXEHESIA
(ZFF~-58)-

=

(B)ASHZ T THHEEERERTHIRE
HRz BRERESRTENT:

22. Tangible fixed assets continued

(f) The Group leases out investment properties under operating leases. The leases typically

run for an initial period of 2 years, and may contain an option to renew the lease after that

date at which time all terms are renegotiated. None of the leases includes contingent rentals.

Rental income receivable from operating leases amounted to HK$225 million in 2002 (2001:

HK$245 million). There was no contingent rental recognised during the year (20071 Nil).

(g) The Group's total future minimum lease payments receivable under non-cancellable

operating leases are as follows:

£H Group iR77 Bank
2002 2001 2002 2001
—FELT Less than one year 197 176 126 114
—FHUELERE Five years or less but over one year 134 84 99 67
331 260 225 181
23. Hth g & 23. Other assets
%3 Group 21T Bank
2002 2001 2002 2001
BEWETECAERBRUMFE -ERER  Unrealised gains on off-balance sheet interest
HSETAGHOZRBEERER rate, exchange rate and other derivative
contracts which are marked to market 981 570 981 570
BIERIIE (1557 (2) R24) Deferred taxation (notes7(b) & 24) 21 34 21 34
FEEEREER [tems in the course of collection
from other banks 2,886 2,881 2,886 2,881
BT RE RS Prepayments and accrued income 2,143 2,294 1,450 1,457
REREHEARGZETRREE Long-term assurance assets
attributable to policy holders 2,897 - - -
HEMiRIA Other accounts 3,340 2,781 2,163 2,526
12,268 8,560 7.501 7,468
Z 588 FsH - Remaining maturity:
o =fAAMX o three months or fess 6,929 6,467 6,156 5,889
s ZEARLEE-F o one year or less but over three months 637 1,048 401 719
o—FLULERE o five years or less but over one year 968 913 924 845
o HELE o over five years 3,693 98 8 8
12,227 8,526 7,489 7,461
o B H] o overdue
~-ZEARULERER ~ six months or less but over three months 5 1 1
-RNEAULEE-F ~ one year or less but over six months 3 1
- —ERE - over one year 27 22 8 5
41 34 12 7
12,268 8,560 7,501 7,468

PEBHEr EHEELXERBEERIR
BTl | AT 2R HAME-

The overdue amount represents mainly overdue interest receivable included under

“Prepayments and accrued income”.
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24, BIEBIF
[EMBE] (B2 BT ZELREEE
PIALT:

Notes on the Accounts continued

24, Deferred taxation
Deferred taxation asset which is included in “Other assets” {(note23) are as follows:

%8 Group #1717 Bank
2002 2001 2002 2001

EERERE:
—FE—B##%
(2B /PR (Fa7 ()

ERIESEER
A=+—R#&s% (Wa37(2))
%

=5
+
2

BERIEMEE] (WF23)ET
o RIRFEFIET MR

BEHEEE:
—R—B#E#
ReERE W7 (F))
FERAGRBEBTE

tTZRA=+—RE% (WE/2)%27)

T REANERFRRREZEHEEAREE
HREREES - RREEERBAZSEE
BrER EERATUBRZARTELR
EABERSE

REGOTERABREBESZERNELHE
A&

Deferred taxation asset:
At 1 January
(Charged)/credited to profit and
loss account (note7(a))
Transfer from deferred taxation liability
At 31 December (note7(b))

Included in “Other assets” (note23) representing:
o retirement benefit schemes contributions

Deferred taxation liability:
At 1 January -
Credited to profit and loss account (note?(a) 4))
Tax charge arising on value of long-term

assurance business for previous year 105

At 31 December (notes/7(b) & 27) 104 - - -

No provisions are made for deferred taxation on revaluation surpluses on premises, investment
properties and long-term investments. The Directors are of the opinion that no material taxation
liability is likely to arise in the foreseeahle future in the light of management’s intentions for

these assets since acquisition.

There is no significant deferred taxation liability not provided for,

25 AR-HORAMER

25. Current, savings and other depasit accounts

£ & Group #8717 Bank

2002 2001 2002 2001
BETER Customer account
o FFRER ° current accounts 36,242 31,471 36,242 31,471
o BETFR ° savings accounts 154,476 141,608 154,476 141,608
o BN A M AF R o time and other deposits 206,973 222,685 197,559 212,391
BHERE Certificates of deposit in issue 15,916 18,564 15,916 18,564
B HEMEBES Other debt securities in issue 86 - 86 -
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B AR BERAMER F
BEGR ELERERBIAMELEES
RS TEREIHET:

25. Current, savings and other deposit accounts continued

The analysis of remaining maturity of customer accounts, certificates of deposit issued and

other debt securities issued is as follows:

£E Group 17 Bank
2002 2001 2002 2001
BEREXR Customer accounts
A BB 4R ER Repayable on demand 210,351 186,557 209,914 186,414
EREEREERE With agreed maturity dates or periods of
AT E: notice, by remaining maturity:
o =R MBEBAKIER o three months or less but not
repayable on demand 180,380 198,405 171,608 188,619
o ZBANLE—F ° one year or less but over three months 6,701 10,664 6,496 10,299
o —FLEEREF o five years or less but over one year 259 138 259 138
397,691 395,764 388,277 385,470
BHERE Certificates of deposit in issue
ZEHE RSN Remaining maturity:
o =@ A MBEBRRFIRI o three months or less but not
repayable on demand 2,887 3,888 2,887 3,888
o ZARULEE—F ° one year or less but over three months 9,635 6,667 9,635 6,667
o —FL L FERF o five years or less but over one year 3,189 7,644 3,189 7,644
o BFME o over five years 205 365 205 365
15,916 18,564 15,916 18,564
B EMmEGE Other debt securities in issue
ZE 3| H B R Remaining maturity:
o =fAF MBEERRRR o three months or less but not
repayable on demand 48 - 48 -
o ZRAENLEE—F ° one year or less but over three months 38 - 38 -
86 - 86 -
413,693 414,328 404,279 404,034
26. AEER 26. Deposits from banks
&M Group #R1T Bank
2002 2001 2002 2001
EES{EE Repayable on demand 555 2,406 555 2,406
EREERBENEAS With agreed maturity dates or periods of
B TERRGE: notice, by remaining maturity:
o ZEARBEENKEE ° three months or less but not
repayable on demand 515 198 145 198
c Z@ANEE~F ° one year or less but over three months 2 18 2 18
1,072 2,622 702 2,622,
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Notes on the Accounts continued

27. Other liabilities

%& Group

2002

2001

55
2002

7 Bank
2001

EBES
o BRESH
o H Al HHHEES

BERBERMSMEMENEL
ME ERREMITETA

Short positions in securities:
Treasury bills
Debt securities
o government securities
o other public sector securities

Unrealised losses on off-balance sheet
interest rate, exchange rate and

SNz AREREER other derivative contracts which are
marked to market 832 520 832 520
RERFRIE (Bsz7 (Z)) Current taxation (note7(b)) 249 500 197 467
EIEFRIE (AY5E7 (2) R24) Deferred taxation (notes7(b) & 24) 104 - - -
FEEERTRE Items in the course of transmission to
other banks 4,629 3,617 4,629 3,617
JERT IR IEUR A Accruals and deferred income 1,668 1,522 1,577 1,389
BERIIEE Provisions for other liabilities and charges 313 268 33 28
BERBFEAERZERRRAG Long-term liabilities attrioutable to
policy holders 2,897 - - -
EfB(E Other liabilities 606 640 1,576 1,561
14,214 11,715 11,760 12,230
ZE L HI A RIGREA: Remaining maturity:
o ZEAA o three months or less 9,780 10,715 10,716 11,961
o ZAAMEE—F o one year or less but over three months 831 822 605 222
o —FEULEERE o five years or less but over one year 434 88 325 47
o AFL o over five years 3,209 90 114 -
14,214 11,715 11,760 12,230
28. B 28. Share capital
AR Authorised:
BTZAMBAREE —E—+ETE(ZFE  The authorised share capital of the Bank is HK$11,000 million (2001: HK$11,000 million)
—EBE—5—TEXIL AR+ &R divided into 2,200 million shares (2001: 2,200 million shares) of HK$5 each.
(ZZ2Z2—F:T+ZER) ERBEATE-
2002 2001
Bl Issued and fully paid:
TAE-—F-BAATEE_FTLE=+ R 1,911,842,736 shares (2001: 1,911,842,736 shares)
(ZEE—F:TAE-—T-ENTEE= of HK$5 each 9,559 9,559

FTLRE=TRE) -SREYARE-

REFER FTEEERLITZRG (ZF
B—FE)-
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During the year, the Bank made no repurchase of its own shares (2001: Nil).



29, Reserves

BENE
%3 $RfT  Associated
—B%CE 2002 Group Bank companies
RBHF Retained profits 19,242 12,729 88
THRIEEDESHHEE Premises and investment properties
revaluation reserves 7,324 5,764 584
Eﬁﬁﬁxmﬁéi AR Long-term equity investment revaluation reserve 1,031 - -
EREEEE Capital redemption reserve 99 99 -
27,696 18,592 672
RE & F Retained profits
—TRE-R-RA%R At 1 January 2002
o WEBEGHERIR o as previously reported 19,618 11,982 105
o BHERREIHE: o change in accounting policies:
- REFREFE B - net transitional liabilities on defined
SEEB benefit schemes (189) (189) -
- RERREBZEE - value on long-term assurance business 206 - 206
- REESBEEE - provision for accumulated paid leave (136) (136) -
(119) (325) 206
o REBHEITHEIIR o as restated 19,499 11,657 311
BERE Exchange adjustments 3 3 -
REERZEF Profit attributable to shareholders 9,961 11,298 113
AR S Dividends (10,324)  (10,324) (38)
WERTITUHEEER Transfer of depreciation to premises
revaluation reserve 94 86 -
BEDTHEmERZ EFIEE Realisation on disposal of premises 9 9 -
Hit Other movement - - (298)
SEP-FtoA=t-888 At 31 December 2002 19,242 12,729 88
T RBRANMESHREE Premises and investment properties
revaluation reserves
THEREEE Premises revaluation reserve
cTTE-FE—F—-BEH o at 1 January 2002 4,789 4,267 -
o BiEEE (W22 (F)E(T)) o deficit on revaluation (notes22(a)&(d)) (409) (362) -
c HRERFBRZTE o transfer of depreciation from retained profits (94) (86) -
o BUARAMEELRE o transfers to investment properties
revaluation reserve (86) (29) -
o IEE_F+-RA=+—B&EH o at 31 December 2002 4,200 3,790 -
BEMEEEHEER Investment properties revaluation reserve
o ZRRZE—-A-HEH oat 1 January 2002 3,330 2,129 597
EbRE M2 (F)E(T)) o deficit on revaluation (notes22(s)&(d)) (270} (175) -
o BIEH R AR MEZRIE o share of revaluation deficit of
(Me22(T)) an associated company (note22(d)) (13} - (13)
o BITH B REERR o transfers from premises revaluation reserve 86 29 -
cAEHERAYENHERZEEEE o realisation on disposal of
investment properties (9) (9) -
o ZBE_E+-A=+—BEY o at 31 December 2002 3,124 1,974 584
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Notes on the Accounts continued

29. @48 &7 29. Reserves continued
/N
e $R17  Associated
—BE=F 2002 Group Bank companies
T REEMEERHEESS Total premises and investment properties
revaluation reserves 7,324 5,764 584
REREREEMHEE Long-term equity investment revaluation reserve
—EE-E-R-A&% At 1 January 2002 2,323 - -
BEHRIE Deficit on revaluation (869) - -
HELRBRERAMER 2 ERIEE Realisation on disposal of
long-term equity investments (423) - -
ZEE-F+ZA=+—-HE At 31 December 2002 1,031 - -
BETERIFEE Capital redemption reserve
ZEEZF-A-BRtZA=+-—-8# At 1 January and 31 December 2002 99 99 -
—EER_F+ A=+ BRELS Total reserves at 31 December 2002 27,696 18,592 672
N
£ $R1T  Associated
—EE—F 2007 Group Bank companies
RE i F Retained profits 19,618 11,982 105
TURREMEERHES Premises and investment properties
revaluation reserves 8,119 6,396 597
REREREEGER Long-term equity investment revaluation reserve 2,323 - -
EREEREE Capital redemption reserve 99 99 -
30,159 18,477 702
RE A Retained profits
—EE-E5-A—-H& At 1 January 2001 18,732 11,272 98
RERE Exchange adjustments (2) (2) -
BRRFEIF R Profit attributable to shareholders 10,114 3,980 48
SN Dividends (9,368) (9,368) 41
WERFTULEEHEE Transfer of depreciation to premises
revaluation reserve 100 96 -
BELTHUMER EEEE Realisation on disposal of premises 42 4 -
ZEE-FT°A=+B#H At 31 December 2001 19,618 11,982 105
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29. Reserves continved

N T

=] 17 Associated
—ZR—F 2001 Group Bank companies
TTH R EMEERGEE Premises and investment properties
revaluation reserves
T E (AR Premises revaluation reserve
c ZET—F—-fF—8#& e at 1 January 2001 5,242 4,677 -
HRE (F322(7)) < deficit on revaluation (note22(d)) (209) (181) -
o MIRBHFERZIFTE < transfer of depreciation from retained profits (100) (96) -
c BAREAMEERHE o transfers to investment properties
revaluation reserve (144) (133) -
c ZEF—F+ZR=+—0&H o at 31 December 2001 4,789 4,267 -
WEMEELEE Investment properties revaluation reserve
c ZEFE—F—A—BEH o at 1 January 2001 3,500 2,113 658
EHRE (BF722(T) o deficit on revaluation (note22(d)) 211) (113) -
o BIAME NAIMEZRE o share of revaluation deficit of
(Bte£22 (7)) an associated company (note22(d)} 61) - (61)
o RTTH B EEERR o transfers from premises revaluation reserve 144 133 -
c REHBAMEMRR  EIRIEE o realisation on disposal of
investment properties (42) (4) -
o “EE-F+-A=+—B&H s at 31 December 2001 3,330 2,129 597
TURIEEDEEGEBE Total premises and investment properties
revaluation reserves 8,119 6,396 597
REOREREENEE Long-term equity investment revaluation reserve
—ERE-F—-F-BER At 1 January 2001 3,452 - -
EERE Deficit on revaluation (850) - -
RAELROBREREAMBAZEHILE Realisation on disposal of
long-term equity investments (279) - -
ZEE—FTZA=+—-8&% At 31 December 2001 2,323 - -
BAEOEAE Capital redemption reserve
ZEF5-RA-BRTZA=ZT—H&% At 1 January and 31 December 2001 99 99 -
—EE-E+ZA=T-BHEEH Total reserves at 31 December 2001 30,159 18,477 702

TEMHE] R EF-RREBI YRR

FME BT R

AITRUERTEBZMBLA BREEE
PR EEERARREELRRILEM
AEEH TR TRRZRB B BB A

The "Revaluation reserves” and the "Capital redemption reserve” do not represent realised

profits and are not available for distribution.

The Bank and its banking subsidiary companies operate under regulatory jurisdictions which

require the maintenance of minimum capital adequacy ratios and which could therefore

potentially restrict the amount of retained profits which can be distributed to shareholders.
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Notes on the Accounts continued

30. Reconciliation for cash flow statement

(F)EXBREREEREE (a) Reconciliation of operating profit to net cash flow from operating activities
ZEBEROAHERR
2002 2001

BEER Operating profit 10,684 11,079
SFEMBUA Net interest income (10,805)  (11,660)
BB A Dividend income (99) (93)
RERER Provisions for bad and doubtful debts 571 424
e Depreciation 352 386
RBREZEH Amortisation of long-term investments (96) (301)
WU EE 2 ERHEFE Advances written off net of recoveries (1,148) (1,389)
7| S A Interest received 13,068 24,128
Fexd interest paid (4,450)  (14,3971)
HEGESR BT 2B EER Operating profit before changes in working capital 8,077 8,183
ReRkEHES 2 # Change in cash and short-term funds (762) 9,358
=ERNULEE Change in placings with banks

THERREZEY repayable after three months 10,908 8,818
EREzE Change in certificates of deposit (7,022) (6,715)
BEEERBBHF 28 Change in securities held for dealing purposes* 269 2,332
EPERZED Change in advances to customers (1,549) (3.953)
EEEBLORRFRSRANEBLE Change in amounts due from immediate holding

R EE)> company and fellow subsidiary companies* 1,281 820
BEMEEC#8~ Change in other assets* (3.737) 911
EPERZEE Change in customer deposit accounts 1,927  (19,111)
BREREECEY Change in debt securities in issue (2,562) 3,834
ERFRZEE Change in deposits from banks (1,550} {1,180)
EEERORRASERERT Change in amounts due to immediate holding

X o company and feliow subsidiary companies 564 (948)
HiBEz 28~ Change in other liabilities* 2,941 (5,723)
WEAEZEREMFERSER Elimination of exchange differences

and other non-cash items (5,239) 928

RELETHELEZHRE Cash generated from operating activities 4,246 (2,448)
B8R Taxation paid (742) (407}
REBETH 2BHRESRA/ (RE) Net cash inflow/(outflow) from operating activities 3,504 (2,853)

 BRRENERCORE S FEE
AR BAGHERRZ EEASRBER
REI THEA:
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* The reconciliation for cash flow statement included the following after adopting full

consolidation of Hang Seng Life Limited which became a subsidiary of the Bank in November

2002.




30. REREWER &7
(F)EEBAHEREEXTE
ZEBEERAHER &

30. Reconciliation for cash flow statement continued
(a) Reconciliation of operating profit to net cash flow

from operating activities continued

2002
o HIEEBERBRZES ° securities held for dealing purposes 95
c HBERDER e amounts due from immediate holding company
FEEMBASIZRR and fellow subsidiary companies i3
o HfhEE o other assets 3,487
o HibBfE o other liabilities 2,826
(Z)B&RERBEZBEELBIN (b) Analysis of the balances of cash and cash equivalent
2002 2001
EFReRFHAXREMEREE Cash in hand and balances with banks and
other financial institutions 3,676 3,789
RHAR—EARNIBzEHRFRRAZ Maney at call and placings with banks
maturing within cne month 70,562 104,990
E¥% Treasury bills 2,531 2,274
—E-EARNIBAzERFHREE Placings with banks repayable between one
to three months 28,720 29,897
FRE Certificates of deposit 48 153
105,537 141,103
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ERTAM T & Notes on the Accounts continued

3. AEBER-RBRTEIA 31. Contingent liabilities, commitments and derivatives
(F)BANEH FEZHEEH (a) Contract amount, credit equivalent amount and risk-weighted amount
REBNESHE
& Group
EEZ [
HEeH MEEEE
EHeHE Credit Risk-
Contract  equivalent weighted
—BERCE 2002 amount amount amount
HEES: Contingent liabilities;
#R Guarantees 13,864 13,717 4,321
PR Commitments:
EHREREHESHERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
FPPRZEXNEREF EEER Undrawn formal standby facilities, credit lines
EfmEAE: and other commitments to lend:
o —FT o under one year 65,110 - -
o —ERIE o one year and over 21,565 10,783 9,840
Efb Other 41 41 41
93,698 12,224 11,275
EEEH: Exchange rate contracts:
MEBREBEINER S Spot and forward foreign exchange 73,607 894 251
HiEEEH Other exchange rate contracts 24,104 261 55
97,711 1,155 306
MES4: interest rate contracts:
M= Interest rate swaps 64,443 1,454 357
HEMmFEEH Other interest rate contracts 7,969 8 2
72,412 1,462 359
EMfTETESN Other derivative contracts 177 6 1
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31. RERB BERITETIR F

31. Contingent liabilities, commitments and derivatives continved

(F)BNEHE EZHELH (a) Contract amount, credit equivalent amount and risk-weighted amount continued
REBMESE 7
77 Bank
EEZ e
EE2E  nEeE
ok Credit Risk-
Contract  equivalent weighted
—BECF 2002 amount amount amount
XEED Contingent liabilities:
ER Guarantees 14,264 14,118 4,722
EIE: Commitments:
EREREHELHERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
FBEZEXNEREN ZEER Undrawn formal standby facitities, credit lines
H iR and other commitments to lend:
o —FPF o under one year 65,067 - -
o —EREE © one year and over 21,565 10,783 9,840
93,614 12,183 11,234
EXSH: Exchange rate contracts:
BB RIEHINER 5 Spot and forward foreign exchange 76,662 925 266
EfBEEREL Other exchange rate contracts 24,104 261 55
100,766 1,186 321
FEGH: Interest rate contracts:
F=ioHg Interest rate swaps 60,422 1,433 353
HEtFEEH Other interest rate contracts 7,076 8 2
67,498 1,441 355
HHTETASH Other derivative contracts 177 6 1
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BETEMIGE 7 Notes on the Accounts continued

M. RERK-ABRITEIR & 31. Contingent liabilities, commitments and derivatives continued
(F)RHEH H2HELH (a) Contract amount, credit equivalent amount and risk-weighted amount continued
REBNELHE &

£ Group

EEZ [k

HESE ELE

=l k] Credit Risk-

Contract  equivalent weighted

2001 amount amount amount

Contingent liabilities:

Guarantees
EPE Commitments:
EREREHESMERSD Documentary credits and short-term
trade-related transactions 5,768 1,154 1,151
REAZEXERERN EEER Undrawn formal standby facilities, credit lines '
HEHM R and other commitments to lend:
o —EPT o under one year 64,317 - -
o —FERIE ° one year and over 19,367 9,683 9,257
B4t Other 47 47 47
; 89,499 10,884 10,455
‘ EREH: Exchange rate contracts:
BERESRIMNER S Spot and forward foreign exchange 98,143 1,066 249
HAERED Other exchange rate contracts 7,917 102 21
| 106,060 1,168 270
FlEe4: Interest rate contracts:
F =58 Interest rate swaps 44,446 1,035 240
HMFEEH Other interest rate contracts 6,842 - -
51,288 1,035 240
EMIETEAN Other derivative contracts - - -
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3. RERB ABURITEIR &
(F)EHE2E CHZHESH
RERNESH &

31. Contingent liabilities, commitments and derivatives continued

(a) Contract amount, credit equivalent amount and risk-weighted amount continued

817 Bank

EHEZ el
HESHE mES
EHEE Credit Risk-
Contract  equivalent weighted
—EE-F 2001 amount amount amount
HEER: Contingent fiabilities:
7R Guarantees 12,374 12,278 4,332
=g Commitments:
EREREHESEERS Documentary credits and short-term
trade-related transactions 5,768 1,154 1,151
ABACEREREN EEER Undrawn formal standby facilities, credit fines
H b BUOREE - and other commitments to lend:
e —FELT ° under one year 63,910 - -
o —ERNLE ° one year and over 19,367 9,684 9,257
89,045 10,838 10,408
ERGH): Exchange rate contracts:
HBRERRANERS Spot and forward foreign exchange 101,481 1,099 266
EfEESH Other exchange rate contracts 7,817 102 21
109,398 1,201 287
MEaL: Interest rate contracts:
Pl Interest rate swaps 43,152 1,026 239
HupMEaH Other interest rate contracts 5,076 - -
48,228 1,026 239

Other derivative contracts
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3. REEH RERITETIR &
(F)EREB FEZHEELH

REgnESE &
FRIMBEERBERUIIR B ZERANE
HEEZHESSRERERIVESE-FHER
BEHEeE DREREABRNESEY
Bt EEBNIREEERITEEIMNER=2
EARRLEEMEE URTEHSBEZFE
REBREEME-mBREESREE A
SMERERTEANZ -8 NEEX F
EREMITETASH BEARINEREST
EBEHZE T

FEEBRRAEREREERHLTA B
EREL FRE EREREBUEEZEAE.
ERBBER LEREFEHEERZA
SAER HEEHERSE SAEHERPZ
ERSE FRNAEEK- HEEERE
BRzER-ARAEERMATLERER
FEHA RENSV BBV THRERRER
>

e
|

o

BRI EBIAREINE FIER
BEMMETzHEE B 2HRE

o

BER
BmEZ

.
2

i
%
W o

HWETAEZANEHEREEE ARRIE
ZREZPE BT TREREREE WETA
ZEERSeRNEETRRITREIMNRE
—ZEAE ARRTEERKALREY
SHEBREEZENEERARRE AL
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Notes on the Accounts continued

31. Contingent liabilities, commitments and derivatives continued
(a) Contract amount, credit equivalent amount and risk-weighted amount continued

The tables above give the nominal contract, credit equivalent and risk-weighted amounts of
off-balance sheet transactions. The credit equivalent amounts are calculated for the purposes
of deriving the risk-weighted amounts. These are assessed in accordance with the Third Schedule
of the Hong Kong Banking Ordinance on capital adequacy and depend on the status of the
counterparty and the maturity characteristics. The risk weights used range from 0 per cent to
100 per cent for contingent liabilities and commitments, and from 0 per cent to 50 per cent

for exchange rate, interest rate and other derivative contracts.

Contingent liabifities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The risk involved
is essentially the same as the credit risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same credit origination, portfolio maintenance
and collateral requirements as for customers applying for loans. As the facilities may expire
without being drawn upon, the total of the contract amounts is not representative of future

liquidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and option

transactions undertaken in the foreign exchange, interest rate and equity markets.

The contract amounts of these instruments indicate the volume of transactions outstanding at
the balance sheet date and do not represent amounts at risk. The credit equivalent amount of
these instruments is measured as the sum of positive mark-to-market values and the potential
future credit exposure in accordance with the Third Schedule of the Hong Kong Banking

Qrdinance.
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31. Contingent liabilities, commitments and derivatives continued

(Z)ETRE (b) Replacement cost
£8 Group §R7T Bank
2002 2001 2002 2001
EREH Exchange rate contracts 485 310 485 310
MESH Interest rate contracts 1,231 859 1,228 856
HMTETAGH Other derivative contracts 1 - 1 -
1,717 1,169 1,714 1,166

RUZEENARRFTBERTEESRERAL
HEZAO(REFEERBZAN) EE @
RESHAEBFIALRFERE 2T

(F) LRERAMFIBEREEEREZN
ETEagEMT:

The replacement cost of contracts represents the mark-to-market assets con all contracts
(including non-dealing contracts) with a positive value and which have not been subject to

any bilateral netting arrangement.

(c) Included in the above tables are the following amounts of derivative contracts which were

made for dealing purposes.

£ 8 Group #R77 Bank
2002 2001 2002 2001
EEEH: Exchange rate contracts:
ANBARIREINER S Spot and forward foreign exchange 73,607 98,143 76,662 101,481
HitERAH Other exchange rate contracts 23,587 7,580 23,587 7,580
97,194 105,723 100,249 109,061
M=EEH: Interest rate contracts:
=8 5 Interest rate swaps 31,685 30,505 31,685 30,505
HiFMEEH Other interest rate contracts 1,057 - 1,057 -

HBER NEREMITETAGHATEH
RERE HAERRITHELSEEARTE
B-REGNNERETSILHRELHE
FTREBERORKFEZRAMBARTIL.

B LSRN RITEREEG P IAE
BEMKERIERREEE-

32,742 30,505 32,742 30,505

Other derivative contracts 177 - 177 -

The remaining exchange rate, interest rate and other derivative contracts were made for non-
dealing purposes, i.e. to hedge risk, or to synthetically alter the risk characteristics of assets
and liabilities. The transactions are either conducted directly in the market or indirectly through

Group counterparties or fellow subsidiary companies.

In addition to the above, the Bank enters into guarantees and letters of support on behalf of

other Group entities in the normal course of business.
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BRIEME & Notes on the Accounts continued

2. RAEEERAZEE 32. Assets pledged as security for liabilities

ECBECET AT AEBZE At 31 December 2002, liabilities of the Group amounting to HK$3,224 million (2001:
BRBEE =+ _FB_THEET(ZEE— HK$4,605 million) and of the Bank amounting to HK$2,854 million (2001: HK$4,605 million)
FEENTAEEREE ) RETZEE  were secured by the deposit of assets, including assets deposited with central depositaries to
AR T\ EITHEET (ZET—F: facilitate settlement operations and those subject to sale and repurchase arrangements. The
BEEO+XEERR )E LEE (B8 amounts of assets pledged by the Group to secure these liabilities were HK$90,094 million
FRPREERFRUFEEHEEZEER  (2001: HK$53,695 million) and by the Bank were HK$67,544 million (2001: HK$42,255 million)

EERODERECEE) FER-AEBAE respectively and mainly comprised items included in “Cash and short-term funds” and "Long-
RUSBENERZEESEABENLEE  term investments”.

ENTHEEL (CEE—F BBREE=T

ANENFREER) RITARBEERELT

AENTRERL (ZEE - B8mMa=

ToERATERER) EFERIIN(EESR

SREHESIRTRPOKRE INZEE AR

33. B3 ARE 33. Capital commitments
£E Group #R77 Bank
2002 2001 2002 2001
ERERERITANZHEX Expenditure authorised and contracted for 105 141 99 115
BIEERETEHZAX Expenditure authorised but not contracted for - - - -
105 141 99 115
34. MHFEW 34. Lease commitments

FRBNGEHESHEEZETWERSE  The Group leases certain properties and equipment under operating leases. The leases typically
B RERECEREE—RA—ERF & run for an initial period of ane to five years and may include an option to renew the lease
FEHOEINESFEUNET SN 2ERER]  when all terms are renegotiated. None of these leases includes contingent rentals.
RY-ZERNVEREREML-

TR RBE BERANREREASIEE  The total future minimum lease payments payable under non-cancellable operating leases are
BT as follows:

£5 Group 1T Bank
2002 2001 2002 2001
—FEUT Within one year 165 163 164 163
—FELUEERF Between one and five years 195 289 194 289
360 452 358 452

154




35. REERKER
(F) RERBERHD
AEERE-EARTABENNE -&E
EHOABARTREMNZEFHE
(THSBDBS)) BEAEEES ZN\TESB-
ENRmAESRABELERITREENE
(THSBPS)) RIEBEBRITHARKERLES
(THSBNTBS]) BEBRITREFIEEF B
ER-ANNETBA—BRTEIHKE M
BERTREHBREERITHERKER
ESR-—ANAETZAZ+-HETE
RHAEE-

FRGBATEE B EES AT HEEN
BB RERATE RAESALXEECZEAE
PRS- AEERECERBEN I BFE
EREFEHER- ST —ABERER_FE
—F+Z A=+ BT HEFEMHBRR
EYARRRE (BF) BRARNZHEERS (R
BEENSEEILERSR)INA PUC &
(Projected Unit Credit Method) fE{E- it ER
EMHEEFABNEEREERBENER
CEBRERFRSEERNERZEAR
BT -

(D) BRREAERBERZEHENT:

35. Employee retirement benefits

(a) Defined benefit schemes

The Group operates three defined benefit schemes, the Hang Seng Bank Limited Defined
Benefit Scheme (“HSBDBS") which is the principal scheme which covers about 80% of the
Group's employees and two other schemes, the Hang Seng Bank Limited Pension Scheme
("HSBPS™) and the Hang Seng Bank Limited Non-contributory Terminal Benefits Scheme
("HSBNTBS”). HSBDBS was closed since 1 April 1999 and HSBPS and HSBNTBS were closed
since 31 December 1986.

These schemes are funded defined benefit schemes and are administered by trustees with
assets held separately from those of the Group. The Group makes contributions to these
schemes in accordance with the qualified actuary’s recommendation based on annual actuarial
valuations. The latest annual actuarial valuations at 31 December 2002 was performed by
E Chiu, fellow of the Society of Actuaries of the United States of America, of HSBC Life
(International) Ltd, a fellow subsidiary company of the Bank, using the Projected Unit Credit
Method. The amounts recognised in the balance sheet at year-end and pension costs recognised
in the profit and loss account for the year in respect of these defined benefit schemes are set

out below.

(i) The amounts recognised in the balance sheets are as follows:

S ERIRTT Group and Bank

BAERIT BERTT
RERME BT AR
EREE BEHIH EREE
—g2-F 2002 HSBDBS HSBPS  HSBNTBS
BRBESZEFAEYRE Present value of funded obligations 2,931 185 5
STEIESCEELTER Fair value of scheme assets (2,867) 210) (32)
RERZERESSE Net unrecognised actuarial losses (79) (4) (1)
REERERANBACEERE Net asset recognised in the balance sheet (15) (29) (28)
HEESAEHENABILE Obligations covered by plan assets (%) 98 114 640

EERTRERN BN YAECBELS
BABAART2 EBREATEARES
~E-FEER

The scheme assets of HSBDBS included ordinary shares issued by HSBC Holdings plc with a

fair value of HK$112 million.
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35 EEBMER &

(F) RERBEHHD 7

(D) REEEBENELY EEFERE
0T

Notes on the Accounts continued

35. Employee retirement benefits continued

(a) Defined benefit schemes continued

(ii) Movements in the net assets recognised in the balance sheets are as follows:

S8 % 47T Group and Bank

EAERIT fBERTT

REFZE BAERT BOERK

ERAE  REHE @RBR
—B2=fF 2002 HSBDBS HSBPS ~ HSBNTBS
—A—B&EH (RTFEEHET]A At 1 January (transitional liability/(asset)

EWRZABAEE/(EE) recognised in "Retained profits”) 242 27) (26)
ERAERK Contributions paid (435) - -
REREERABRZELL Net expense recognised in the profit

and loss account 178 (2) (2)
R+ AZ+—RZEEZFE Net asset at 31 December (15) (29) (28)

(E)RGEERBEERNERIFEMT:

(iii) Net expense recognised in the consolidated profit and loss account is as follows:

£ Group

fBERT fBERT
REFZE fBERTT ZAERK
BFEtE REE BitES
—BR-F 2002 HSBDBS HSBPS  HSBNTBS
EHRBMAA Current service cost 192 1 -
FER A Interest cost 199 12 -
FBHREDR Expected return on scheme assets (213) (15) (2)
REEZEI BT Net expense for the year (note5(d)) 178 ) (2)
EBRRELR Actual return on scheme assets (231) 9 -

(M) AR - BE-F2BREEREBR (L
MEFHBFIT) W

(iv) The Principal actuarial assumptions used as at 31 December 2002 (expressed as weighted

averages) are as follows:

£ #2717 Group and Bank

BARIT BAERIT

FEF BERT HAERK

BRI E & EEE

—28°F 2002 HSBDBS HSBPS ~ HSBNTBS
% % %

IR E Discount rate 5.5 5.5 5.5
BHEREERE Expected rate of return on scheme assets 6.0 4,5 2.0
BEHESRIEE Expected rate of salary increases 4,5 4.5 4.5
TBHREREE Expected rate of pension increases - 3.0 -
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35. BRENREN &
(Z) ARIZ BRI
—AAAFRA-BRAEINBIERMZ
MZPEERANEBESERTELNE

BRABAGE- N SEARE - EEM
AHEEMHE SR AELERTHEHE
(CANRETZA=+—BETERHK
a) ~TE$1%I3§E{E’&ETH"“E%$§+§U&TE$
RIT(ERB)ERARAESENIE-A
RAREZARTZRENTERERHE
BErg(sEe]) YEREERHEAE
TIEGIREER WEBIMBAESEN
BiuE-

35. Employee retirement benefits continued

(b) Defined contribution schemes

The principal defined contribution scheme for Group employees joining on or after 1 April
1998 is the HSBC Group Hong Kong Local Staff Defined Contribution Scheme. The Group
also operates three other defined contribution schemes, the Hang Seng Bank Provident Fund
Scheme which was closed since 31 December 1986, the Hang Seng Insurance Company Limited
Employees’ Provident Fund and the Hang Seng Bank (Bahamas) Limited Defined Contribution
Scheme for employees of the respective subsidiaries. The Bank and relevant Group entities
also participated in mandatory provident fund schemes ("MPF schemes”) registered under
the Hong Kang Mandatary Provident Fund Ordinance, which are also defined contribution

schemes.

RRABESEME (BIEBRESHE) & Contributions made in accordance with the relevant scheme rules to these defined contribution

ZHFEREREBERIHNT: schemes (including MPF schemes) are charged to the profit and loss account as below:
2002 2001

FRZEHES(T)) Charge for the year (note5(d)) 18 14

36. BHF R ZHE

FEESE-AHELEERENRBEL
EEBRAFTRMN 2 ROREME S5 5 H6E
ERARBRMENE TRAR/ SEELER

BT R AR BN S8l (BB 2 RRUE
BERETEERENTIIRMAT-

(F) BEEEERETY
NER-BRTHEESEZEIHEALR.
BERGRERD RIUBEROBERER
SERAFRZANEARTERRE RBE
ARDEESTEIREAZ - T B

ZRRRELEERR - E_RE_FER
FE-FFRECHBEMRTEZRE-

36. Stock-based compensation

The Group participated in three share compensation plans operated by the HSBC Group
for acquiring of HSBC Holdings plc shares. They are the Saving-Related Share Option Plan,
Executive / Group Share Option Plan and Restricted Share Plan. Analysis of the movementin

the number of share options and exercise price of these plans is set out below.

(a) Savings-Related Share Option Plan

The Savings-Related Share Option Plan invite eligible employees to enter into savings contracts
to save Hong Kong dollar equivalent of up to £250 per month, with the option to use the
savings to acquire shares. The options are exercisable within six months following either the
third or the fifth anniversary of the commencement of the savings contract depending on
conditions set at grant. The exercise price is at a 20 per cent discount to the market value at
the date of grant. No compensation cost is recognised and no options vested at the year-end
of 2002 and 2001,
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BRIEMTRE &

36. BEAHH 7

Notes on the Accounts continued

36. Stock-based compensation continued

(F) BEEARREND & (a) Savings-Related Share Option Plan continued
(-)EERENRRERS EHIT: (i) Movements in the number of share options held by employees are as follows:
2002 2001
BE 4
Number  Number
(‘000) ('000)
»—R—H At 1 January 7.977 6,364
AEFFRH Granted in the year 519 2,237
REFTHE Exercised in the year (13) (10)
BARFEERE Less: Lapsed in the year (629) (614)
»t+=-—A=+—8” At 31 December 7.854 7,977

(D) FREERDLZBERESNDT:

(ii) Details of share options granted during the year, all of which were granted for nil

consideration :

2002 2001

TRE igeid B#

TEEHE Exercise period Exercise pricc  Number  Number
£ ('000) ('000)

2003F8H81BE2004F1831H 1 Aug 2003 to 31 Jan 2004 522 3 -
2004F8 B 1BE2005E18318 1 Aug 2004 to 31 Jan 2005 5.40 1 -
20048 B1B=2005%F1831R 1 Aug 2004 to 31 Jan 2005 6.75 i 1,917
2005F 8B 18 E2006%1831H 1 Aug 2005 to 31 Jan 2006 6.03 3 -
2005F8A 1B E2006F1831H 1 Aug 2005 to 31 Jan 2006 6.32 438 -
200688 18Z2007E18318 1 Aug 2006 to 31 Jan 2007 6.75 - 320
20078 1B Z2008F1 8311 1 Aug 2007 to 31 Jan 2008 6.32 73 -
519 2,237
(YREERZRRE (iii) Terms of share options at balance sheet date

2002 2001

1TE(E Ba A8t

T{EEE Exercise period Exercise price Number  Number
f {'000) ('000)

2003F8A1HE2004F1 8318 1 Aug 2003 to 31 Jan 2004 5.22 3 -
200458R1H=200541831H 1 Aug 2004 to 31 Jan 2005 5.40 3,502 3,731
200458 A1HE2005% 18318 1 Aug 2004 to 31 Jan 2005 6.75 1,571 1,730
20056 8A18Z=20066F1A31H 1 Aug 2005 to 31 Jan 2006 6.03 2,033 2,225
2005F8H1BE2006%F1H31H 1 Aug 2005 to 31 Jan 2006 6.32 410 -
20068 1HE2007F 143318 1 Aug 2006 to 31 Jan 2007 6.75 266 291
2007¥8A18E2008F 18318 1 Aug 2007 to 31 Jan 2008 6.32 69 -
7.854 7,977
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36 BREACEBH 7
(F) BEELRZREND &
() FRTTEE 2 RERMEE T :

36. Stock-based compensation continued

(a) Savings-Related Share Option Plan continued

(iv) Details of share options exercised during the year:

RESHE 2002 2001

f7##{&  Proceeds RE ks

gl Exercise period Exercise price  received Number  Number
2 (£'000) ('000) ('000)

20011818 E2001F12A831H 1 Jan 2001 to 31 Dec 2001 5.40 38 - 7
6.03 13 - 2

6.75 3 - 1

20021 1B E2002F12A318 1 Jan 2002 to 31 Dec 2002 5.40 68 13 -
13 10

(Z)TEAS / FEEEZRENY
THABBEZREFE GREEN AN
FR_REERERL) REBELRRIETE
(RBER S -FUERY) SEHR
ARFEEER-BLIRPEZREBAR
LEZHE REEZHRTEEE—RTE
BRREZE+ERITE TRIETEEEIR
REHEKFE-

(- EERANRBRERH I ZHNET:

(b) Executive / Group Share Option Plan

Executive Share Option Plan (for options granted in 1999 and 2000) and Group Share Option

Plan (for options granted in 2001 or after 2001) were issued by the H5BC Holdings plc and

awarded to high performing employees of the Group on a discretionary basis. Options are

granted at market value and are normally exercisable between the third and tenth anniversaries

of the date of grant, subject to vesting conditions. Exercise of the options, is subject to the

attainment of a corporate performance condition.

(i) Movements in the number of share options held by employees are as follows:

2002 2001

BRE Bz

Number Number
('000) ('000)

n—A—8 At 1 January 4,661 3,607
EFERRE Granted in the year 1,100 1,214
BEETE Exercised in the year (656) m
B AEREER Less: Lapsed in the year (86) (159)
B+ZA=+-—8 At 31 December 5.019 4,661
BRI AZ+—HEEBHRGEZRRE Options vested at 31 December 1,695 -
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36 EEHAHM &
(Z)TBAE / EEEEZREN G &
(D) FRBEREZRBESINT:

Notes on the Accounts continued

36. Stock-based compensation continued
(b) Executive / Group Share Option Plan continued

(ii) Details of share options granted during the year, all of which were granted for nil

consideration:

2002 2001
TIfEE R IRE
FT{E A Exercise period Exercise price  Number  Number
£ ('000) ('000)
2004548238 E2011%4H2218 23 Apr 2004 to 22 Apr 2011 8.71 - 1,211
20048 H30HE201158F29H 30 Aug 2004 to 29 Aug 2011 8.23 - 3
20055878 E2012E5A86H 7 May 2005 to 6 May 2012 8.41 1,100 -
1,100 1214
(DY REBERAZRIRE (iii) Terms of share options at balance sheet date
2002 2001
1T%E BRE &
TEEE Exercise period Exercise price  Number  Number
£ ('000) ('000)
2002F3A29HE2009%3F 281 29 Mar 2002 to 28 Mar 2009 6.38 1,695 2,373
200344 A3BE2010%4 /28 3 Apr 2003 to 2 Apr 2010 7.46 1,082 1,106
20044 4238 E2011FE4 A 221 23 Apr 2004 to 22 Apr 2011 8.71 1,158 1,179
200448430 =201148F298 30 Aug 2004 to 29 Aug 2011 8.23 3 3
20055478 22012€5868 7 May 2005 to 6 May 2012 8.41 1,081 -
5,019 4,661
(M) FRTEZRREFNET: (iv) Details of share options exercised during the year:
REESH 2002 2001
17EE  Proceeds B ELE
TR B Exercise period Exercise price  received Number  Number
f (£'000) ('000) ('000)
200151 A18E2001512 5318 1 Jan 2001 to 31 Dec 2001 7.46 4 - 1
20021 A1B=E2002%12A318 1 Jan 2002 to 31 Dec 2002 6.38 4,182 656 -
656 1
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36. BEFAZHBM &

(@) BERABRGHT

BRHUEOHES-AARNEFREETEEY
ES

36. Stock-based compensation continued
(c) Restricted Share Plan

Conditional awards under the Restricted Share Plan have been in operation since 1996. Vesting

RERHEBH TEREBEEINELEEL criteria is based on attaining the HSBC Group targets. The amount charged to profit and loss
ER-AEEENEESHEROUERLEEM  account represent the Group's share of cost for acquisition of shares for conditional awards
B EIEERAZHE. under this scheme.
2002 2001
B A &
Number Number
('000) (*000)
m—A—H At 1 January 203 140
FEAREM Additions during the year 99 74
L RFEEEY Less: Released in the year (26) (1
B WEFEEE Less: Lapsed in the year - -
BTz A=+-— At 31 December 276 203
2002 2001
TRERFEEE Amounts charged to profit and loss account 4 3

BRMBROGHTRILGETRG EDHTE
AZBRGZMETHEABRLE-NEE
(ZBE-F CEIRER) -N_FFZ
TZAZT-RESERBRAFERG 2K
MEARBNLER (CEE-F NBERX
R o

RIFZ-_FT A+ - BRURNED
ZNMETHHETEHABA_BRZRF
(ZB8—%F _Ht2%)-

The weighted average purchase price for shares purchased for conditional awards under the
Restricted Share Plan is £7.74 (2001: £7.55). The closing price of the HSBC Holdings plc
share at 31 December 2002 was £6.87 (2001: £8.06).

The weighted average remaining vesting period as at 31 December 2002 was 2.63 years
(2001: 2.72 years).
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37. BEERE

EREEEERETERER RITFRAR
EHREFEERE BE AR BREENA
B SEEER LAREE LMBEZ EH
SHBHANIE-BENNREBEZZHT
R Gt kEREEREEmEE-
FERIERAFEHAEERRGHFNE
2B BIEREREERAZAERLE S
BRITHSMEEH T EE ARBEEH
BERRTHERBB2ETHERR B
EXIRBEEHRARESREBEERE
BBODZTRU L ZAEABREINMT:

Notes on the Accounts continued

37. Cross border claims

Cross border claims include receivables and loans and advances, balances due from banks and
holdings of certificates of deposit, bills, promissory notes, commercial paper and other
negotiable debt instruments and also include accrued interest and overdue interest on these
assets. Claims are classified according to the location of the counterparties after taking into
account the transfer of risk. For a claim guaranteed by a party situated in a country different
from the counterparty, risk will be transferred to the country of the guarantor. For a claim on
the branch of a bank or other financial institution, the risk will be transferred to the country
where its head office is situated. Claims on individual countries or areas, after risk transfer,

amounting to 10 per cent or more of the aggregate cross border claims are shown as follows:

FESSEE )
e L
Banks & NERE
Other Public
Financial Sector =) &%
—EBECF 2002 Institutions Entities Other Total
TEEEEEANTEAR Asia Pacific excluding Hong Kong
o M o Australia 19,259 2,819 2,265 24,343
o Hih o Other 24,228 841 3,175 28,244
43,487 3,660 5,440 52,587
Eil The Americas
o MEX o Canada 11,105 7.699 440 19,244
o HAfh o Other 6,136 4,557 7,199 17,892
17,241 12,256 7,639 37,136
Fid Western Europe
o EE o Germany 21,349 ‘ 1,312 548 23,209
o HE o United Kingdom 22,623 - 4,051 26,674
o Hith ° Other 47,654 2,557 2,810 53,021
81,626 3,869 7,409 102,904
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37. EEGRE &

37. Cross border claims continued

EE3 £

BRUBIE

Banks & NS

Other Public

Financial Sector Hitp =0
—_EE-F 2001 Institutions Entities Other Total
TEREREANTEARE Asia Pacific excluding Hong Kong
o BN ° Australia 17,850 1,260 1,691 20,801
o Eith e QOther 33,442 2,283 2,707 38,432

51,292 3,543 4,398 59,233
=M The Americas
° MNEX o Canada 15,982 3,752 349 20,083
o K ° Other 6,737 1,343 7,538 15,618

22,719 5,085 7,887 35,701
HE Western Europe
o BE o Germany 25,136 954 2| 26,002
o Fif e United Kingdom 20,465 - 1,903 22,368}
o Efh o Other 54,393 1,617 2,298 58,308[

99,994 2,571 4,203 106,768
38. RESW 38. Segmental analysis
(F)2£BHEE (a) By business segment

RESTTZRARD RRMBEBERR
wEEE FRANEELTENE S HBEED
BARZEFRREMASMBRRZER-KEK
DEAAREBIEBE CERRAR DB
ERERGE-REEBEREREENE.
RTEHEZES RN EMERIETZ
BEBEARSEBENZBEB I HA-

BEZIEEBDARTRBH-BARTER
AEATR (BELARTERP) RHRTR
BBREER EER RBREATREER
REVER (BERRRIRE) BERITER
BEREPIHMRIEFRREHESZDE
BE-IBERERBERERERAULER
BERZPRERB - EXRMERBAIRERE
REATBEYURRTAE2EE BER
DASURRITEBFRELZEMERTS
BRIBR - HOEKTIRERERRRE
S THRE PERERERHESERE-

For the purpose of segmental analysis, the allocation of revenue reflects the benefits of capital
and other funding resources allocated to the business or geographical segments by way of
internal capital allocation and funds transfer pricing mechanisms. Cost allocation is based on
the direct cost incurred by the respective segments and apportionment of management
overheads. Rental charges at market rate for usage of premises are reflected as inter-segment
income for the "Other” segment and inter-segment expenses for the respective business

segments.

The Group comprises five business segments. Personal financial services provides banking
services (including deposits, credit cards, mortgages and other retail lending) and wealth
management products (including insurance and investment) to personal customers. Commercial
banking manages middle market and smaller corporate relationships and provides trade-related
financial services. Corporate and institutional banking handles the relationships with large
corporate and institutional customers. Treasury engages in interbank and capital market
activities and proprietary trading. Treasury also manages the funding and liquidity positions
of the Bank and other market risk positions arising from banking activities. Other mainly
represents shareholders’ funds management and investments in premises, investment properties

and long-term equities.
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BEIEN 5

Notes on the Accounts continued

38. RETW & 38. Segmental analysis continued
(F)ZEBES &7 (a) By business segment continued
—B8F 2002
IAk
EART [EES EREE BEDB
ES #17 0 R
Personal ¥ Corporate & BE Hi Inter-
Financial Commercial Institutional 25 Bi5 segment &&t
Services Banking Banking Treasury Other Elimination Total
WARXH
Income and expenses
FREBA
Net interest income 6,583 1,023 640 1,731 828 - 10,805
BEEA
Cperating income 2,422 881 253 350 376 - 4,282
BEBUMA
Inter-segment income - - - - 408 (408) -
BERRA
Total operating income 8,005 1,904 893 2,081 1,612 (408) 15,087
BEL
Operating expenses * (2,450) (803) (111) (132) (336) - (3.832)
EEBE Y
Inter-segment expenses (327) (67) (8) (6) - 408 -
IREESRZERET|
Operating profit before provisions 5,228 1,034 774 1,943 1,276 - 11,255
Provisions for bad and doubtful debts (785) 48 166 - - - (571)
BREH
Operating profit 5,443 1,082 940 1,943 1,276 - 10,684
ERETRAERESREZETR
Prefits on tangible fixed assets and
long-term investments 21 28 - 45 367 - 461
BEMEFRE
Net deficit on revaluation of property - - - - (36) - (36)
EREE AR 2B
Share of profits of associated companies 88 - - - 45 - 133
BB — M R
Profit on ordinary activities before tax 5,552 1,110 940 1,988 1,652 - 11,242
EFRNTOREEEERS
Operating profit excluding inter-segment
transactions 5,770 1,149 948 1,949 868 - 10,684
* IR
* Including depreciation (125) (22) (3) (2) (200) - (352)
HEE
Total assets 137,762 25,937 64,783 222,879 23,241 - 474,602
#wed
Total liabilities 317,076 70,538 11,746 8,360 22,874 - 430,594
HELARE
Investments in associated companies - - - - 672 - 672
FRELFEX
Capital expenditure incurred during
the year 120 21 4 2 48 - 195
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38. RESN &

38. Segmental analysis continued

() EBEP &7 (a) By business segment continued
—EE-F 2001
IEk
[AASRST [EE3 SRIBE BEB
% 17 2% Lo g
Personal Bz Corporate & 0E Htt Inter-
Financial Commercial Institutional 5 43 segment B
Services Banking Banking Treasury Other Elimination Total
BARXH
Income and expenses
FEFBRA
Net interest income 6,700 1,108 732 1,667 1,453 - 11,660
BRUA
Operating income 2,073 907 288 278 401 - 3,947
BEBIA
inter-segment income - - - - 415 (415) -
BEERA
Total operating income 8,773 2,015 1,020 1,945 2,269 (415) 15,607
= Sk
Operating expenses * (2,691) (825) (104) (119) (365) - (4,104)
BEERTH
Inter-segment expenses (324) (75) 9) (7 - 415 -
HREESAZ EERF
Operating profit before provisions 5,758 1,115 907 1,818 1,904 - 11,503
REGEE
Provisions for bad and doubtful debts (573) 38 81 - 30 - (424)
B
Operating profit 5,185 1,153 988 1,819 1,934 - 11,079
EREEEERRBRE ZHF
Profits on tangible fixed assets and
long-term investments 17 39 - 113 224 - 393
ERMEEHE
Net deficit on revaluation of property - - - - (14) - (14)
FEAREEE 1R 2B
Share of profits of associated companies 7 - - - 49 - 56
B3 A — R R A
Profit on ordinary activities before tax 5,209 1,192 988 1,932 2,193 - 11,514
EREFTOREERXE
Operating profit excluding inter-segment
transactions 5,509 1,228 997 1,826 1,519 - 11,073
*BETE
* Including depreciation (136) (33) (3) 2) (212) - (386)
BEE
Total assets 136,233 22,692 63,108 226,656 26,098 - 474,787
#RfH .
Total liabilities 308,404 69,101 16,412 10,022 25,777 - 429,716
BENFTRE
Investments in associated companies 89 - - - 685 - 774
FREXEX
Capital expenditure incurred during
the year 114 20 1 3 55 - 193
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38. BB &

(C)HBEGDE
WEREHSBEDEMBARCEIEE RIS
SRRITREEREAZELIRZETH
FITFREHLEIS -

Notes on the Accounts continued

38. Segmental analysis continued

(b} By geographical region

Geographical segments are classified by the location of the principa! opeartions of the subsidiary

companies or, in the case of the Bank itself, by the location of the branches responsible for

reporting the results or advancing the funds.

2002
% %
BmEERA Total operating income
(BHIBRFEX L) (net of interest expense)
e Hong Kong 13,293 88 14,227 91
EM Americas 1,721 11 1,307 8
HAt Other 73 1 73 1
15,087 100 15,607 100
BB —RERERN Profit on ordinary activities before tax
EH Hong Kong 9,474 84 10,097 88
=M Americas 1,699 15 1,261 11
Hi Other 69 1 156 1
11,242 100 11,514 100
FREFME Capital expenditure incurred during
the year
B Hong Kong 187 96 190 98
=M Americas i 1 1 1
Hit Other 7 3 2 1
195 100 193 100
HEE Tota!l assets
EE Hong Kong 394,113 83 370,489 78
EM Americas 72,359 15 98,145 21
Hif Other 8.130 2 6,153 1
474,602 100 474,787 100
#EE Total liabilities
B Hong Kong 415,857 97 415,739 97
=M Americas 8,444 2 10,068 2
Hiw Other 5,293 1 3,909 1
430,594 100 428,716 100
RNEEBREAE Contingent liabilities and commitments
BE Hong Keng 106,470 98 100,704 99
EIM Americas - - - -
EAh Other 1,092 1 597 1
107,562 100 101,301 100
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39. TRABER
BEFELAENE161BERE STITHA
BHERRBRLHNT:

39. Loans to officers

Particulars of loans to officers of the Bank disclosed pursuant to section 161B of the Hong

Kong Companies Ordinance:

®+ZRA=+—8 FEREWER
BHERZB&R ZEREEER

Aggregate amount
of relevant loans
outstanding

at 31 December

Maximum aggregate
amount of relevant
loans outstanding
during the year

2002 2007 2002 2001

8y the Bank 47 67 88 83

40. EXREL R
BREEEREERBHZ (MTBRRER
RREAXIESIZRE AEER+=R=T
—AZBRABTERAREFRRLENT:

40. Capital adequacy ratios
The Group’s capital adequacy ratios adjusted for market risk at 31 December, calculated in
accordance with the guideline “Maintenance of Adequate Capital Against Market Risk" issued

by the Hong Kong Monetary Authority, are as follows:

2002 2001
BEEEEARLE Adjusted total capital ratio 14.2% 15.3%
BREEE-REARLE Adjusted tier 1 capital ratio 11.9% 12.3%

BETERITREGOIMR=ZZEIHE AL
ERt-AZ+-BzBEFRRLES:

The Group’s capital adequacy ratios at 31 December, calculated in accordance with the Third

Schedule of the Hong Kong Banking Ordinance, are as follows:

2002 2001
BERLE Total capital ratio 14.2% 15.3%
E-RERLE Tier 1 capital ratio 11.9% 12.3%

4. ZBEREE
BESERITEGAMNRO EHE £
Bz2FIHRBESLES:

41, Liquidity ratio
The Group's average liquidity ratio for the year, calculated in accordance with the Fourth

Schedule of the Hong Kong Banking Ordinance, is as follows:

2002 2001

ATREGERTEBZTENBLA

The Bank and its major banking subsidiaries 44.4% 45.6%
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82. RBEATZEARS
(F)ENEZRARRESEMEOAT
ATRECF AEERERZIRTEREE

BELRERERORARFAGRANBARET

EBRS ETEREREER REARRE

ERERUIIZRG-UEEDHRERZH

SERET LN RETREEREREL

EE2ECHBEBIERRRARE T Z2ETE

AREBEAEBERAFACZETEAHEER
BIYEEARESEEREE SRAREEK
DERHERB U AEBTEES—{E
BERABAGEG=RIANBLEELT
RRAREBEAN RBTE—RASEMBEAT
REFERBELEeER

AEERBUERSGMELZRRXRES
BREZGEREGREAERERMUIZES
BmeEEmT:

Notes on the Accounts continued

42. Material reiated-party transactions

{a} Immediate holding company and fellow subsidiary companies

In 2002, the Group entered into transactions with its immediate holding company and fellow
subsidiary companies in the ordinary course of its interbank activities including the acceptance
and placement of interbank deposits, correspondent banking transactions and off-balance
sheet transactions. The activities were priced at the relevant market rates at the time of the
transactions. The Group participated, in its ordinary course of business, certain structured

finance deals arranged by its immediate holding company.

The Group used the information technology and certain processing services of and shared an
automated teller machine network with its immediate holding company on a cost recovery
basis. The Group also maintained a staff retirement benefit scheme for which a fellow subsidiary
company acts as insurer and administrator and acted as agent for the marketing of Mandatory

Provident Fund products for a fellow subsidiary company.

The aggregate amount of income and expenses arising from these transactions during the
year, and the balances of amounts due to and from relevant related parties and the total

contract sum of off-balance sheet transactions at the end of the year are as follows:

EFWEHE Income and expenses for the year
£ 8 Group
2002 2001
BB A Interest income 263 443
M EX Interest expense 15 51
HE WA Other operating income 78 169
BRI Operating expenses 570 847

RT=-A=+—80%&%

HEEEERARIRRSENBLASHBEAE
BERED ZEHSRNE17F/ REBE
BoRRFASRMBRG-MEREERE
RUNEABZANEHE FEZEEEERA
BESBZ BRENAT:

Balances at 31 December

Details of balances due from and due to the immediate holding company and fellow subsidiary
companies are set out in note17 “Amounts due from/to immediate holding company and
fellow subsidiary companies” . Details of contract amount, credit equivalent amount and risk-
weighted amount of off-balance sheet transactions with immediate holding company and
fellow subsidiary companies are set out below:

£8 Group

EEZ it

BESE IEDE
EHEE Credit Risk-
Contract equivalent weighted
amount amount amount

FEREESL: Interest rate and exchange rate contracts:
—BB-F 2002 25,558 443 89
—EE-F 2001 21,580 317 63
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AEEHSRT-HELT—BREREER

TERECET_AZTBIZEBRAREC
BNBER (=2 BYE_EENF
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EBRETEEERL) -
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R-BRFE BARESRERARLEE

THEERS (E_FT—F4ER) -

(T) ZEFEAE

ROFRTHE AOTRERRARZEIETR
AEREEHEATYRBERR S (B_FT
—EER) -

42. Material related-party transactions continued

(b) Associated companies

The Group maintains an interest-free shareholders’ loan to an associated company. The balance
at 31 December 2002 was HK$208 million (2001: HK$208 million). The Bank acted as agent
for the marketing of life insurance products for an associated company. Total agency

commissions received during the year amounted to HK$255 million ( 2001: HK$257 million).

(c) Ultimate holding company
in 2002, no transaction was conducted with the Bank’s ultimate holding company (unchanged
from 2001).

(d) Key management personnel

In 2002, no material transaction was conducted with key management personnel of the Bank

and its holding companies and parties related to them (unchanged from 2001).

43, EBREF
ARERAEEEHERENETRAR RS R
BEER] (C2T-FE5) HAReRE
HEHRZERHBRINTFREHEE-RS
REHEZEENR REGBRLRBEFEE
%%Ei%ﬁ"*ﬁ UHeREEZRAR.

43. Comparative figures

The presentation and classification of items in the consolidated cash flow statement have
been changed due to the adoption of the requirements of Hong Kong Statement of Standard
Accounting Practice 15 (revised 2001)"Cash flow statements”. As a result, cash flow items
from taxation, returns on investments and servicing of finance have been classified into
operating, investing and financing activities respectively. Comparative figures have been

reclassified to conform with the current year’s presentation.

44, BEREBRAT
HERTZREEROFANPERIMZE
LERBERAG

44, Ultimate holding company.
The ultimate holding company of the Bank is HSBC Holdings plc, which is incorporated in
England.

45. REBB
ARBER - EE-FZA-OKESER
B RRAEER

45. Approval of accounts

The accounts were approved and authorised for issue by the Board of Directors on 3 March
2003.
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Report of the Auditors

Auditors’ Report to the Shareholders of Hang Seng Bank Limited
(incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 93 to 169 which have been prepared in accordance

with accounting principles generally accepted in Hong Kong.

Respective responsibilities of Directors and Auditors

The Hong Kong Companies Ordinance requires the Directors to prepare accounts which give a
true and fair view. In preparing accounts which give a true and fair view, it is fundamental that
appropriate accounting policies are selected and applied consistently, that judgements and
estimates are made which are prudent and reasonable and that the reasons for any significant

departure from applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, on those accounts

and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the
Hong Kong Society of Accountants. An audit includes examination, on a test basis, of evidence
refevant to the amounts and disclosures in the accounts. It also includes an assessment of the
significant estimates and judgements made by the Directors in the preparation of the accounts,
and of whether the accounting policies are appropriate to the circumstances of the Bank and of

the Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
assurance as to whether the accounts are free from material misstatement. In forming our opinion,
we also evaluated the overall adequacy of the presentation of information in the accounts. We

believe that our audit provides a reasonable basis for our opinion.

Opinion
In our opinion, the accounts give a true and fair view of the state of affairs of the Bank and of
the Group as at 31 December 2002 and of the Group’s profit and cash flows for the year then

- ended and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMIG
Certified Public Accountants

Hong Kong, 3 March 2003
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RRENDI T Analysis of Shareholders

(e EREEEERATZRG
Shareholders Shares of HK$5 each

HRBEHL Re@EE) HEEESL

#AE Percentage of Number in  Percentage of

ZEEF+-A=+—8 At 31 December 2002 Number total milliens total

FERE Number of Shares Held

1-500 1-500 5,812 30.78 1.4
501 - 2,000 501 - 2,000 6,173 32.70 7.4
2,001 - 5,000 2,001 - 5,000 3,280 17.37 11.0
5,001 - 20,000 5,001 - 20,000 2,704 14.32 27.6
20,001 - 50,000 20,001 - 50,000 592 3.14 18.4
50,001 - 100,000 50,001 - 100,000 162 0.86 11.6
100,001 - 200,000 100,001 - 200,000 80 0.42 11.6
#2838 200,000 Over 200,000 77 0.41 1,822.8
100.00 1,911.8

wED Geographical Distribution

i Hong Kong 18,458 97.77 1,908.9 99 85
SRAE Malaysia 95 0.50 0.7 0.04
N Singapore 56 0.30 0.7 0.04
P Macau 43 0.23 02 0.01
MEXR Canada 65 0.34 0.3 0.01
HE United Kingdom 54 0.29 0.1 0.01
=E United States of America 48 0.25 0.4 0.02
BN Australia 40 0.21 8.3 0.01
EfihE Others 21 0.11 0.2 0.01

18,880 100.00 1,911.8 100.00

172




BEBERBRERAF
Beautiful Fountain Investment Company Limited
SEREFRAA
BELEERAT
F#REERRQF
ERFERDE
EEEEEE (LA BRAA
BERT (BRE) ERLQE
BERTEEETRAT
BAFTER(ERE) ERAF
BESEAR AT
BAFRERAT
BEFR(ERS) ERAF
EEEABERLA
BEAAMBRBEERDA
BEFBERAT

B (BRE)ERAT
BEMEERBRAF
BEBREERAF
EBERBERDA

EBERR (ERE) ER QA
BEREEERRLQA
EERERBBERAE
BEASRRERAF

B4 (REA)BRLQF]
BENMEEEFRAE
EERREERFRAE
EEELFERATF
BIEFAB R A F
BAEBEREEFRAE
BEREERATE

Haseba Properties Holdings (USA) Inc.
Haseba Real Estate (USA) Inc.
Hayden Lake Limited
SREEBRAF
BEREERLR
BEREERAE

Imenson Limited
RRIREFRAT
KEREHERRT

Silver Jubilee Limited
ODEREER LT
REBRERLA

Subsidiaries

Bankers Alliance insurance Company Limited
Beautiful Fountain Investment Company Limited
Cheer Free Investments Limited

Fulcher Enterprises Company Limited

Full Wealth Investment Limited

Hang Che Lee Company, Limited

Hang Seng Asset Management Pte Ltd
Hang Seng Bank (Bahamas) Limited

Hang Seng Bank (Trustee) Limited

Hang Seng Bank Trustee (Bahamas) Limited
Hang Seng Bullion Company Limited

Hang Seng Credit Limited

Hang Seng Credit (Bahamas) Limited

Hang Seng Credit Card Limited

Hang Seng Data Services Limited

Hang Seng Finance Limited

Hang Seng Finance (Bahamas) Limited
Hang Seng Financial Information Limited
Hang Seng Futures Limited

Hang Seng Insurance Company Limited
Hang Seng Insurance (Bahamas) Limited
Hang Seng Investment Management Limited
Hang Seng Investment Services Limited
Hang Seng Life Limited

Hang Seng (Nominee) Limited

Hang Seng Real Estate Management Limited
Hang Seng Security Management Limited
Hang Seng Securities Limited

Hang Shun Lee Company, Limited

Haseba International Management Limited
Haseba Investment Company Limited
Haseba Properties Holdings (USA) Inc.
Haseba Real Estate (USA) Inc.

Hayden Lake Limited

High Time Investments Limited
HSIInternational Limited

HSI Services Limited

Imenson Limited

Mightyway Investments Limited

Perpetual Publicity Limited

Silver Jubilee Limited

Wide Cheer Investment Limited

Yan Nin Development Company Limited
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BAELE Registrars

BAETREFELERAA Computershare Hong Kong Investor Services Limited
ERETEERER-N\=% Rooms 1901-5, Hopewell Centre, 19th Floor,
ERMALTNE-NE—ERE 183 Queen’s Road East, Wanchai, Hong Kong
EHAERFTER Depositary
The Bank of New York (JB#98R17) The Bank of New York
American Depositary Receipts American Depositary Receipts
101 Barclay Street, 22W 101 Barclay Street, 22W
New York NY 10286, USA New York NY 10286, USA
4L http:/iwww.adrbny.com Website; http://www.adrbny.com
(ZERHEAREEE) © 1-888-269-2377 (Toll free): 1-888-269-2377
BER CALENDAR
“EBE_E2FEE 2002 Full Year Results
RZZZT=F=A=ALHK announced on 3 March 2003
—EEEEH 2002 Annual Report
E’\_Eé:fﬁ A —I—*@B? RRE posted to shareholders in late March 2003
RRBEFEE Annual General Meeting
H%ﬁé:ﬁi;ﬁiﬁpﬂﬂ Z+ZBEF to be held on 22 April 2003
Ig%—ﬂi%_"’qﬁﬁ&ﬁﬁmﬁﬁﬁﬁ g 2002 Second Interim and Special Interim Dividends*
R-ESE=F=ZA=Z82MH announced on 3 March 2003
BRIBEFE=ZF-A+EAEE to be paid on 27 March 2003

E=FREEE 2003 Half Year Results
?’JE’\ ZE=FNA ’9] ﬁ’ﬁ to be announced around early August 2003
ZEE-FhBRE 2003 interim Report
BN ZFEZ=FNA T’U?ﬁ‘—? Hx? to be posted to shareholders around late August 2003
“ERC=FE-RBERE 2003 First interim Dividend
HRZEZEZE )N\ ANL to be announced around early August 2003
HR_ZE=FENAYIRE to be paid around early September 2003

FERITER-ZFERZEZATAA(BHZIRZA-TH (ESMA) EREHERG  *The Register of Shareholders of the Bank will be closed on Wednesday,
BEBLFE BEREEE-_NTHERERESFHRE BHBEXIHER 19 March 2003 and Thursday, 20 March 2003, during which no transfer of
ERRE CAR_ER=FAFNR(EHZ) THrABHL G RESEE shares can be registered. To qualify for the second interim dividend and the
FEEABR - NZFEMPLT Bt —Z2—t—A"EXTREELE special interim dividend, all transfers, accompanied by the relevant share
BEPABFBEERAA WEBFPFRE-E_ P HRERESIFHRE £ certificates, must be lodged with the Bank's Registrars, Computershare Hong
ZEEZFSRA- R (BN REF _ER=FA-—FH(EHN)EE Kong Investor Services Limited, Shops 1712-1716, 17th Floor, Hopewell Centre,
REERABLZRE 183 Queen’s Road East, Wanchai, Hong Kong, for registration not later than

4:00 pm on Tuesday, 18 March 2003. The second interim dividend and the
special interim dividend will be payable on Thursday, 27 March 2003 to
shareholders on the Register of Shareholders of the Bank on Thursday, 20 March
2003.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action you should take,
you should consult your stockbroker or other registered dealer in securities, a bank
manager, solicitor, professional accountant or other professional adviser.

If you have sold all your shares in Hang Seng Bank Limited, you should at once hand this
circular to the purchaser or to the bank, stockbroker or other agent through whom the

sale was effected for transmission to the purchaser.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly
disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon

the whole or any part of the contents of this circular.
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HANG SENG BARK
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PROPOSALS RELATING TO GENERAL MANDATES ;

TO ISSUE SHARES AND TO REPURCHASE SHARES

AND
AMENDWMENT OF ARTICLES OF ASSOCIATION
AND

NOTICE OF ANNUAL GENERAL MEETING

Hang Seng Bank Limited

(Incorporated in Hong Kong with limited liability)

The notice convening an Annual General Meeting of Hang Seng Bank Limited (the
“Bank”) to be held on Tuesday, 22 April 2003 at 3:30 pm, at which, among others, the
proposals relating to general mandates to issue shares and repurchase shares of the Bank
and amendments to be made to the Articles of Association of the Bank will be considered,

is set out on pages 6 to 12 of this circular.

The action to be taken by shareholders is set out on page 3 of this circular. Whether or not
you propose to attend the Annual General Meeting you are requested to complete and
return the form of proxy as instructed as soon as possible and in any event not less than

48 hours before the time appointed for holding the Annual General Meeting.

18 March 2003

Member HSBC Group
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18 March 2003
To the Shareholders
Dear Sir or Madam

PROPOSALS RELATING TO GENERAL MANDATES
TO ISSUE SHARES AND TO REPURCHASE SHARES
AND
AMENDMENT OF ARTICLES OF ASSOCIATION
AND
NOTICE OF ANNUAL GENERAL MEETING

INTRODUCTION

The purpose of this circular is to seek your approval of proposals to grant general
mandates to issue shares and to repurchase shares and to amend the Articles of
Association of the Bank and to provide you with information in connection with such
proposals. Your approval will be sought at the Annual General Meeting of the Bank to be
held on 22 April 2003.

GENERAL MANDATES TO ISSUE SHARES AND TO REPURCHASE SHARES

At the Annual General Meeting of the Bank held on 23 April 2002, ordinary resolutions
were passed giving general mandates to the Directors (i) to repurchase shares of the Bank
on The Stock Exchange of Hong Kong Limited (the "Stock Exchange”) of up to 10 per cent
of the aggregate nominal amount of the issued share capital of the Bank as at 23 April
2002; and (ii) to allot, issue and otherwise deal with additional shares up to a limit equal




to (a) 10 per cent of the aggregate nominal amount of the shares of the Bank in issue as
at 23 April 2002, plus (b) (authorised by a separate ordinary resolution as required by the
Rules Governing the Listing of Securities on the Stock Exchange (the “Listing Rules”)) the
nominal amount of any shares repurchased by the Bank pursuant to the mandate referred
to in (i) above. No shares have been repurchased and no shares have been allotted, issued
or otherwise dealt with pursuant to these mandates.

Under the terms of the Companies Ordinance (Cap 32) (the “Companies Ordinance”) and
the Listing Rules, these general mandates will lapse upon the conclusion of the
forthcoming Annual General Meeting of the Bank to be held on 22 April 2003, unless
renewed at that meeting. To keep in line with current corporate practice, resolutions will
be proposed to renew these mandates and the explanatory statement giving certain
information regarding the repurchase resolution as required under the Listing Rules is set
out in the appendix to this circular.

AMENDMENT OF ARTICLES OF ASSOCIATION

According to new legislation which came into force, and the relevant amendments to the
Listing Rules which became effective, in early 2002, the Bank (in accordance with the
applicable laws of Hong Kong, its Articles of Association and the Listing Rules) may offer
its shareholders (i) the choice to receive a summary financial report (the “Summary
Financial Report”) in place of the Annual Report and Accounts; (ii) the choice to choose
not to receive a printed copy of the Summary Financial Report or the Annual Report and
Accounts as well as notices and other documents and to receive such documents by means
of electronic communication or to rely on the versions of these documents that will be
published on the computer network or website of the Bank; and (iii) the choice of
receiving documents in either the English or Chinese language only or in both the English
and Chinese languages.

In order to achieve such flexibility, the Directors wish to seek the approval of shareholders
at the forthcoming Annual General Meeting of the proposed amendments to the Articles
of Association of the Bank which will enable the Bank, to the extent permitted by the
Listing Rules, the laws of Hong Kong and the Articles of Association of the Bank, to offer
shareholders the choices referred to in the paragraph above when it becomes desirable to
do so. If the proposed amendments are approved by its shareholders, the Bank will assess
the appropriateness of offering the relevant choices to its shareholders from time to time
and will proceed with offering such choices when it is in the interests of the Bank and its
shareholders to do so, such as where there can be significant cost-saving. It should be
noted that even if shareholders vote in favour of the special resolution approving the
proposed amendments and the Bank does proceed with offering these choices to its
shareholders, they will still be able to choose to receive printed copies of the Annual
Report and Accounts, notices and other documents issued by the Bank.

In addition, it is proposed that certain technical amendments be made to the notice
provisions of the Articles of Association of the Bank.

The full text of the proposed amendments to the Articles of Association of the Bank are
set out in the notice of the Annual General Meeting of the Bank set out on pages 6 to 12
of this circular.



ACTION TO BE TAKEN

A notice of the Annual General Meeting of the Bank for 2003 is set out on pages 6 to 12
of this circular. At the Annual General Meeting, ordinary resolutions, among others, will
be proposed to:

(a) grant the Directors a general mandate to allot, issue and deal with additional shares
up to an aggregate nominal amount not exceeding 10 per cent of the aggregate
nominal amount of the issued share capital of the Bank as at the date of the
resolution;

(b) grant the Directors a general mandate to repurchase on the Stock Exchange shares
representing up to 10 per cent of the aggregate nominal amount of the issued share
capital of the Bank as at the date of the resolution (the “Repurchase Mandate”); and

(c) increase the nominal amount of shares which the Directors may issue under the
general mandate referred to in paragraph (a) above, by the aggregate nominal
amount of shares so repurchased (up to a maximum of 10 per cent of the aggregate
nominal amount of the issued share capital of the Bank as at the date of the
resolution).

In addition, a special resofution will be proposed to amend the Articles of Association of
the Bank for the purposes as stated in the paragraph headed “Amendment of Articles of
Association” above.

Enclosed with the Annual Report and Accounts for the year ended 31 December 2002 is
a form of proxy for use at the Annual General Meeting. Whether or not you intend to
attend the Annual General Meeting, you are requested to complete the form of proxy and
return it to the Company Secretary Department, Hang Seng Bank Limited, at 83 Des Voeux
Road Central, Hong Kong so as to be received not less than 48 hours before the time
appointed for holding of the Annual General Meeting. The return of a form of proxy will
not preclude a shareholder from attending and voting in person.

RECOMMENDATION

The Directors believe that the proposed general mandate to issue shares of the Bank and
the Repurchase Mandate and the proposed amendments to the Articles of Association of
the Bank are in the best interests of the Bank as well as its shareholders. Accordingly, the
Directors recommend that all shareholders vote in favour of the resolutions to be
proposed at the Annual General Meeting.

Yours faithfully
@ig_;——%v

David Eldon
Chairman



APPENDIX . EXPLANATORY STATEMENT

The Appendix serves as an explanatory statement, as required by the Listing Rules, and
also a memcrandum of the terms of a proposed purchase, as required by section
49BA(3)(b) of the Companies Ordinance, to provide information to you with regard to the
Repurchase Mandate.

1.

SHARE CAPITAL

As at 13 iMiarch 2003 (the latest practicable date prior to the printing of this circular),
the issued share capital of the Bank comprised 1,911,842,736 shares of HK$5 each
(the “Shares”). Subject to the passing of the necessary ordinary resofution and on the
basis that no further Shares are issued or repurchased prior to the Annual General
Meeting, exercise in full of the Repurchase Mandate could accordingly result in up to
191,184,273 Shares being repurchased by the Bank during the course of the period
prior to the next annual general meeting to be held in 2004.

REASONS FOR REPURCHASES

The Directors believe that it is in the best interests of the Bank and its shareholders
to have a general authority from shareholders to enable the Directors to repurchase
Shares in the market. Such repurchases may, depending on market conditions and
funding arrangements at the time, lead to an enhancement of the net asset value of
the Bank and/or net assets per Share and/or its earnings per Share and will only be
made when the Directors believe that such repurchases will benefit the Bank and its
shareholders.

FUNDING OF REPURCHASES

Repurchases of Shares will be funded entirely from the Bank’s available cash flow or
working capital facilities, and will, in any event, be made out of funds legally
available for the purchase in accordance with the Memorandum and Articles of
Association of the Bank and the applicable laws of Hong Kong.

The Directors do not propose to exercise the Repurchase Mandate to such an extent
as would, in the circumstances, have a material adverse effect on the working capital
requirements of the Bank or the gearing levels which in the opinion of the Directors
are from time to time appropriate for the Bank. However, there might be a material
adverse effect on the working capital requirements or gearing levels of the Bank (as
compared with the position disclosed in the audited accounts contained in the
Annual Report for the year ended 31 December 2002) in the event that the
Repurchase Mandate is exercised in full at any time.

GENERAL

None of the Directors or, to the best of their knowledge having made all reasonable
enquiries, any of their associates, have any present intention to sell any Shares to the
Bank if the Repurchase Mandate is approved by shareholders.

The Directors have undertaken to the Stock Exchange that, so far as the same may be
applicable, they will only exercise the Repurchase Mandate in accordance with the
Listing Rules and the applicable laws of Hong Kong.



APPENDIX

EXPLANATORY STATEMENT

The Directors are not aware of any consequences which could arise under the Hong
Kong Code on Takeovers and Mergers (the “Takeover Code”) as a consequence of any
repurchases pursuant to the Repurchase Mandate. As at 13 March 2003 (the latest
practicable date prior to the printing of this circular), The Hongkong and Shanghai
Banking Corporation Limited beneficially owned Shares representing 62.14 per cent
of the issued share capital of the Bank. If the Directors were to exercise the
Repurchase Mandate in full, such Shares would represent approximately 69.05 per
cent of the issued share capital of the Bank. Such an increase would not give rise to
an obligation to make a mandatory offer under Rule 26 of the Takeover Code.

. No purchase has been made by the Bank of its Shares in the six months prior to the
date of this circular (whether on the Stock Exchange or otherwise).

The Hongkeng and Shanghai Banking Corporation Limited, the immediate holding
company of the Bank, has undertaken not to sell any Shares to the Bank under the
Repurchase Mandate if the Repurchase Mandate is approved by shareholders and
exercised by the Directors. Save as aforesaid, no connected person (as defined in the
Listing Rules) has notified the Bank that he or she has a present intention to sell
Shares to the Bank, or has undertaken not to seli any Shares to the Bank, if the
Repurchase Mandate is approved by shareholders.

SHARE PRICES

The highest and lowest prices at which the Shares have traded on the Stock Exchange
during each of the previous twelve months were as-follows:

Highest Lowest

HK$ HK$

March 2002 91.75 85.00
April 2002 89.25 82.50
May 2002 93.75 86.00
June 2002 88.25 81.50
July 2002 87.00 81.50
August 2002 89.50 83.00
September 2002 85.75 80.75
October 2002 86.75 80.75
November 2002 87.50 83.75
December 2002 86.75 82.75
January 2003 86.25 82.50
February 2003 85.25 82.00




NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting of the Shareholders of the Bank
will be held at the Penthouse of Hang Seng Bank Headguarters, 83 Des Voeux Road
Central, Level 24, Hong Kong on Tuesday, 22 April 2003 at 3:30 pm to transact the
following ordinary business:

(1) to receive and consider the Statement of Accounts and the Reports of the Directors
and of the Auditors for the year ended 31 December 2002;

(2) to elect Directors;
(3) to reappoint the Auditors and to authorise the Directors to fix their remuneration;

and, by way of special business, to consider and, if thought fit, pass the following
Resolutions:

AS ORDINARY RESOLUTIONS
(4) THAT

(a) subject to paragraph (b) below, the exercise by the Directors of the Company
during the Relevant Period of all the powers of the Company to purchase shares
of the Company be and is hereby generally and unconditionally approved;

(b) the aggregate nominal amount of shares which may be purchased on The Stock
Exchange of Hong Kong Limited or any other stock exchange recognised for this
purpose by the Securities and Futures Commission of Hong Kong and The Stock
Exchange of Hong Kong Limited under the Hong Kong Code on Share
Repurchases pursuant to the approval in paragraph (a) above shall not exceed 10
per cent of the aggregate nominal amount of the share capital of the Company

in issue at the date of passing this Resolution, and the said approval shall be
limited accordingly;

() for the purpose of this Resolution “Relevant Period” means the period from the
passing of this Resolution until whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii) the expiration of the period within which the next Annual General Meeting
of the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the authority given under this Resoiution by
ordinary resolution of the shareholders in general meeting;

(5) THAT

(a) subject to paragraph (c) below, pursuant to Section 57B of the Companies
Ordinance, the exercise by the Directors of the Company during the Relevant
Period of all the powers of the Company to allot, issue and deal with additional

— 6 —




NOTICE OF ANNUAL GENERAL MEETING

(<)

(d)

shares in the capital of the Company and to make or grant offers, agreements
and options which might require the exercise of such power be and is hereby
generally and unconditionally approved;

the approval in paragraph (a) shall authorise the Directors of the Company
during the Relevant Period to make or grant offers, agreements and options
which might require the exercise of such power after the end of the Relevant
Period;

the aggregate nominal amount of share capital allotted or agreed conditionally
or unconditionally to be allotted (whether pursuant to an option or otherwise)
by the Directors of the Company pursuant to the approval in paragraph (a),
otherwise than pursuant to (i) a Rights Issue, (ii) the exercise of rights of
subscription or conversion under the terms of any warrants issued by the
Company or any securities which are convertible into shares of the Company, (iii)
any option scheme or similar arrangement for the time being adopted for the
grant or issue to officers and/or employees of the Company and/or any of its
subsidiaries of shares or rights to acquire shares of the Company or (iv) any scrip
dividend or similar arrangement providing for the allotment of shares in lieu of
the whole or part of a dividend on shares of the Company in accordance with the
Articles of Association of the Company, shall not exceed the aggregate of: (aa)
10 per cent of the aggregate nominal amount of the share capital of the
Company in issue at the date of passing this Resolution and (bb) (if the Directors
are so authorised by a separate ordinary resolution of the shareholders of the
Company) the nominal amount of share capital of the Company repurchased by
the Company subsequent to the passing of this Resolution (up to a maximum
equivalent to 10 per cent of the aggregate nominal amount of the share capital
of the Company in issue at the date of passing this Resolution), and the said
approval shall be limited accordingly; and

for the purposes of this Resolution:

"Relevant Period” means the period from the passing of this Resolution until
whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii) the expiration of the period within which the next Annual General Meeting
of the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the approval given by this Resolution by
ordinary resolution of the shareholders in general meeting; and

“Rights tssue” means an offer of shares open for a period fixed by the Directors
of the Company to holders of shares of the Company or any class thereof on the
register on a fixed record date in proportion to their then holdings of such
shares or class thereof (subject to such exclusion or other arrangements as the
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Directors of the Company may deem necessary or expedient in relation to
fractional entitlements or having regard to any restrictions or obligations under
the laws of, or the requirements of any recognised regulatory body or any stock
exchange in, any territory outside Hong Kong);

(6) THAT the Directors of the Company be and are hereby authorised to exercise the
powers of the Company referred to in paragraph (a) of the resolution set out as
Resolution 5 in the notice of the meeting of which this resolution forms a part in
respect of the share capital of the Company referred to in sub-paragraph (bb) of
paragraph {c) of such resoiution;

AS SPECIAL RESOLUTION

(7) THAT the Articles of Association of the Company be and they are hereby amended in
the following manner:

(a)

(b)

(©)

(d)

By inserting the following new definition for “Electronic Communication” after
the existing definition for "Newspaper” in Article 2:

“Electronic communication A communication sent by electronic
transmission in any form through any
medium.”

By deleting the following paragraph in Article 2:

“Writing shali include printing and lithography and any other mode or modes of
representing or reproducing words in a visible form.”

and substituting therefor the following:

“Writing or printing shall include writing, printing, lithography, photography,
typewriting, photocopies, telecopier messages and every other mode of
representing words or figures in a visible form (including an electronic
communication).”

By inserting the following additional paragraph at the end of Article 2:

“References to a document being executed include references to it being
executed under hand or under seal or by electronic signature or by any other
method and references to a notice or document include a notice or document
recorded or stored in any digital, electronic, electrical, magnetic or other
retrievable form or medium and information in visible form whether having
physical substance or not.”

By deleting Article 143 in its entirety and substituting therefor the following
new Articles 143, 143A and 1438:

“143. The Directors shall from time to time in accordance with the Statutes,
cause to be prepared and to be laid before the Company in Annual General
Meeting such profit and loss accounts, balance sheets, group accounts (if any)
and reports as are prescribed by the Statutes. Copies of all such documents and
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(e)

any other documents required by law to be annexed thereto {(collectively the
“Relevant Financial Documents”) shall not less than twenty-one days before the
date of the meeting before which they are to be laid be sent to all the members
and to the Auditors as required by and subject to the provisions of the Statutes.

143A. To the extent permitted by and subject to due compliance with the
Statutes and other applicable laws, rules and regulations, and to obtaining all
necessary consents, if any, required thereunder, the requirements in Article 143
shall be deemed satisfied in relation to any member if the Company send to the
member, instead of a copy of the Relevant Financial Documents, a summary
financial report derived from the Relevant Financial Documents which shall be
in the form and containing the information required by applicable laws, rules
and regulations, provided that any person who is otherwise entitled to the
Relevant Financial Documents may, if he so requires and in accordance with the
Statutes and other applicable laws, rules and regulations, by notice in writing
served on the Company, demand that the Company send to him, in addition to
a summary financial report, a complete printed copy of the Relevant Financial
Documents.

143B. The requirement to send to a member the Relevant Financial Documents
as referred to in Article 143 or a summary financial report in accordance with
Article 143A shall be deemed satisfied where, in accordance with the Statutes
and other applicable laws, rules and regulations, the Company publishes copies
of the Relevant Financial Documents and, if applicable, a summary financial
report complying with Article 143A, on the Company’s computer network or its
website or in any other permitted manner (including by sending any form of
electronic communication), and that member has agreed or is deemed to have
agreed to treat the publication or receipt of such documents in such manner as
discharging the Company’s obligation to send to him a copy of the Relevant
Financial Documents or summary financial report.”

By deleting Article 145 in its entirety and substituting therefor the following:

“145. Any notice or other document to be given or issued by the Company to a
member, whether or not under the Statutes, other applicable laws, rules and
regulations or these Articles, shall be given in writing or by cable, telex or
facsimile transmission message, any form of electronic communication or
transmission or in any other form of permitted means of communication and any
such notice and document may be served or delivered by the Company on or to
any member (i) personally or (ii) by sending it through the post in a prepaid
letter, envelope or wrapper addressed to such member at his registered address
as appearing in the register of members, whether in or outside Hong Kong, or
by delivering it or leaving it at such registered address as aforesaid or (iii) as the
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(9)

(h)

case may be, by transmitting it to any such address or transmitting it to any telex
or facsimile transmission number or electronic number or address or website
supplied by that member to the Company for the giving of notice or document
to that member or (iv) (in the case of a notice) by advertisement in an English
language daily newspaper and a Chinese language daily newspaper circulating
in Hong Kong or (v) subject to due compliance with the Statutes and other
applicable laws, rules and regulations, by publishing it on the Company’s
computer network or its website, giving access to such network or website to the
member and giving to the member a notice stating that the notice or other
document is available there (a "notice of availability”) or (vi) in any other
permitted manner from time to time.”

By deleting Article 146 in its entirety and substituting therefor the following:

“146. All notices and documents to be given to the members shall, with respect
to any share to which persons are jointly entitled, be given to whichever of such
persons is named first in the register of members, and any notice so given shall
be sufficient notice to the holders of such share.”

By deleting Article 148 in its entirety and substituting therefor the following
new Articles 148 and 148A:

“148. A notice or other document may be given by or on behalf of the Company
to the person entitled to a share in consequence of the death, mental disorder
or bankruptcy of a member in such manner as provided in Article 145 in which
the same might have been given if the death, mental disorder or bankruptcy had
not occurred.

148A. Any notice or other document delivered or sent to any member in such
manner as provided in Article 145 in pursuance of these presents shall,
notwithstanding that such member be then deceased, suffering from mental
disorder or bankrupt and whether or not the Company has notice of his death,
mental disorder or bankruptcy, be deemed to have been duly served in respect
of any registered shares whether held solely or jointly with other persons by
such member until some other person is registered in his stead as the holder or
joint holder thereof, and such service shall for all purposes of these presents be
deemed a sufficient service of such notice or document on his personal
representatives and all persons (if any) jointly interested with him in any such
shares.”

By deleting Article 150 in its entirety and substituting therefor the following:
”150. Any notice or other document given or issued by the Company:

(i) if served by post, shall be deemed to have been served at the expiration of
forty-eight hours after the envelope or wrapper containing the same is
posted and in proving such service it shall be sufficient to prove that the
envelope or wrapper containing the notice or other document was properly
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prepaid, addressed and posted (in the case of an address outside Hong
Kong by air-mail postage prepaid where air-mail posting from Hong Kong
to such place is available) and a certificate in writing signed by the
Secretary or other person appointed by the Board that the envelope or
wrapper containing the notice or other document was so addressed and put
into the post shall be conclusive evidence thereof;

(ii)y if sent by electronic communication, shall be deemed to be given on the day
on which it is transmitted from the server of the Company or its agent. A
notice or document placed on the Company’s computer network or website
is deemed given by the Company to a member on the day on which a notice
of availability is deemed served on the member;

(iii} if served or delivered in any other manner contemplated by these Articles
other than by advertisement in newspapers in accordance with Article 145,
shall be deemed to have been served or delivered at the time of personal
service or delivery or, as the case may be, at the time of the relevant
despatch or transmission; and in proving such service or delivery a
certificate in writing signed by the Secretary or other person appointed by
the Board as to the fact and time of such service, delivery, despatch or
transmission shall be conclusive evidence thereof;

(iv) if served by advertisement in newspapers in accordance with Article 145,
shall be deemed to have been served on the day on which the notice is first
published; and

(v) may be given to a member either in the English language or the Chinese
language only or in both the English language and Chinese language,
subject to due compliance with the Statutes and other applicable laws,

rules and regulations.”

By Order of the Board

K W Ma
Secretary

Hong Kong, 3 March 2003

— 11 —
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Notes:

A shareholder entitled to attend and vote at the Meeting is entitled to appoint one or more
proxies to attend and (on a poll) vote instead of the shareholder; a proxy need not also be a
shareholder of the Bank.

The Directors of the Company have declared a second interim dividend of HK$2.80 per share
and a special interim dividend of HK$0.5 per share to mark the Bank’s 70th Anniversary. The
Register of Shareholders of the Bank will be closed on Wednesday, 19 March 2003 and
Thursday, 20 March 2003, during which no transfer of shares can be registered. To qualify for
the second interim dividend and the special interim dividend, all transfers, accompanied by the
relevant share certificates, must be lodged with the Bank’s Registrars, Computershare Hong
Kong Investor Services Limited, Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s
Road East, Wanchai, Hong Kong, for registration not later than 4:00 pm on Tuesday, 18 March
2003. The second interim dividend and the special interim dividend will be payable on
Thursday, 27 March 2003 to shareholders on the Register of Shareholders of the Bank on
Thursday, 20 March 2003.
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