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March 6, 2007 R U R

BY REGISTERED AIRMAIL CA T

Securities and Exchange Commission, BE

Division of Corporate Finance, - f‘51"'.‘\.VAIL,«QBLE C
Judiciary Plaza, Ory
450 Fifth Street,

AR
e o R
e et A, i SUPPL

Rule 12g3-2(b) Exemption File No. 82-3443

Pursuant to Rule 12g3-2(b){(1)(iii) under the United States Securities Exchange Act of 1934, as
amended (the “Exchange Act’), and on behalf of The Bank of East Asia, Limited (the
“Company”), enclosed for your attention are the documents described in the Annex hereto.

These documents supplement the information previously provided with respect to the
Company's request for exemption under Rule 12g93-2(b).

This information is being furnished with the understanding that such information and documents
will not be deemed “filed” with the Securities & Exchange Commission (the “SEC") or otherwise
subject to the liabilities of Section 18 of the Exchange Act, and that neither this letter nor the
furnishing of such documents and information shall constitute an admission for any purpose
that this Company is subject to the Exchange Act.

Please do not hesitate to contact the undersigned at (852) 3608 5068 in Hong Kong if you have
any questions.

Thank you for your attention to this matter.

Yours faithfully,

For and on behalf of PRQCESSED

THE/ ANK OF EAST ASIA, LIMITED
gw / N MAR2 1AW
/ b THOMSON

\ CIAL
Molly Ho Kam-lan FINAN

Company Secretary

MH/TT/im/646
Encls. p

The Bank of East Asia, Limited RIGR{TARLT é ﬂ
10 Des Voeux Road Central, Hong Kong 5 RiGE0T 10 3%
Telephone %i4& (852) 3608 3608 Facsimile {111 {852) 3608 6000 Telex H|i% HX 73017

www.hkbea.com




File No. 82-3443

Annex to Letter to the SEC
dated of March 6, 2007
The Bank of East Asia, Limited

The documents below are being furnished to the SEC to supplement information provided since
November 20, 2006 with respect to the Company’s request for exemption under Rule 12g3-2(b).

Description of Document

1.

Document
Date

Source of Requirement :

Document
Date

Source of Requirement :

Document

Date

Source of Requirement :

Document
Date

Source of Requirement :

Document

Date

Source of Requirement :

Document

Date

Source of Requirement :

Document
Date

Source of Requirement :

: Form SC1 Return of Allotments
: November 30, 2006

Hong Kong Companies Ordinance

: Form SC1 Return of Allotments
: December 29, 2006

Hong Kong Companies Ordinance

. Notification of Board meeting declaring the final results and final

dividend for the year ended December 31, 2006

. January 8, 2007

The Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited ("HKSE Listing Rules")

. Form SC1 Return of Allotments
. January 31, 2007

Hong Kong Companies Ordinance

. Press Announcement in respect of Announcement of 2006 Final

Results

. February 8, 2007

HKSE Listing Rules

. Press Announcement in respect of Publication of Audited Financial

Statements and Auditors’ Report for the year ended 31%' December,
20086

. February 21, 2007

HKSE Listing Rules

- Form SC1 Return of Allotments
. February 28, 2007

Hong Kong Companies Ordinance



(3£ Note 7)

— Return or Allotments

AT HER (TG ASOME) - =1y o= = SC1
Companies Registry (Companies Ordinance s.45(1)) .+ + ../ Form
HEHI Important Notes AR DT R A
o MRFF2H (AREH) - S

HWREEBEGBKIE- S AT &S Company Number
® Please read the accompanying notes before completing this form: -~ 1 -

Please print in black ink. 255

1 /22 H 4% Company Name

The Bank of East Asia, Limited HEEEGRITHIEAH]

2 SRR OH HBE K H 88 Date or Period during which Shares were Allotted

H From ETo
01 | 11 | 2006 30 11 | 2006
H DD B MM £ YYYY H 0D H MM £ YYYY

3 DR GOBCH HE ZUEE Totals of this Allotment

REEM A
Currency Amount
(Zf Note 8) EBREBNAEE
Total Nominal Amount Paid and Payable HK$ 3,525,00000
ESRESENBRELE [BS5A(a) + 5B(a)H) ‘
Total Premium Amount Paid and Payable [Sections S5A(a) + 5B(a)] HK$ 26,333,350.00
4 REAERIAREEE DS  RUNDEEK %ﬁ%‘ﬁﬁl Eg |
BEREBAXRAEEFLERHE) wreney Amount
Cumulative Total of Paid-up Share Capital of the HK$ |3.872.717.625.00
Company since Incorporation (Including this ’ ' ’ )
Allotment but Excluding Premium)
(FEENote 3) Ha 3r A W% £ Presentor's Reference HRBE AWM For Official Use

4% WName: Secretarial Department

Ko ik Address: 20/F., The Bank of East Asia Building,
10 Des Voeux Road Central, Hong Kong

BEE Tel 3608 5066 HH Fax: 36086173
W EH 4k E-mail Address: bea_sec@hkbea.com

242 Reference: (IM)

FHBEHEARY 2/2004 {{£8T) (2004 4E 2 )
Specification No. 2/2004 {Revision) (Feb. 2004)




[ R AR T T

5 RG4S E K EERE Details of this Allotment
A Bl& 843 EC R {7 Shares Allotted for Cash

255

Mo FHECEFREBNZE | FRNEHE [S4:- 9831

v bl 1230 4= & R E{E (R R®E) k] By 18 (B AR
Class of Number | Nominal Value Amount Paid and Premiumon | Tofal Premium Paid

Shares of Shares |of Each Share| Payable on Each Share Each Share and Payable

Allotted {Including Premium)
B@f | EEd @
Paid Payable

Ordinary -145,000- HK$2.50 HK$15.80 Nil HK$13.30 |HK$1,928,500.00
Ordinary -200,000- HK$2.50 HK$14.90 Nil HK$12.40 HK$2,480,000.00
Qrdinary -520,000- HK$2.50 HK$23.23 Nil HK$20.73 HK$10,779,600.00
Ordinary -545,000- HK$2.50 HK$22.95 Nil HK$20.45 [HK$11,145,250.00

GNote9) B. IERES T4 EE{T Shares Allotted otherwise than in Cash
FREREEH
oy R Ry EEENEE FRVEBHE |HHREFCHERER
B 453 B 51 BB &R T M (BERMA) T B B ARE
Class of Number Nominal Value Amount Treated as Premium on Total Premium
Shares of Shares | of Each Share Paid and Payable on Each Share Treated as Paid
Allotted Each Share and Payable
{Including Premium)
B&f | e (@)
Paid Payable
\\
(& Note 10) S Bt (B)EHE 2 9 R H

Consideration for which the Shares in (B) have been Allotted

N/A

FEEARRIST 2/2004 (55]) (2004 £ 2 A)
Specification No. 2/2004 (Revision) (Feb. 2004)

#H _HF Page2




AT T - 255
6 ¥MoEBDENEER Details of Allottee(s)
2RBBRHSENEE
No. of Shares Allotted by Class
B /458 ik (4
Name Address 5] Class BE Class
Ordinary
See the attached list -1,410,000-
EFBOSENEEK
Total Shares Allotted by Class{ -1,410,000-

# 2 Signed :

#% % Name . Molly HO Kam-lan

#-Direster, Tk & Secretary

T E T E A  Delete whichever does not apply

HaSA R Rt 2/2004 (f£2T) (2004 £F 2 )
pecification No. 2/2004 {Revision) (Feb, 2004)

B # Date .

30/11/2006

gHDD / HBMM [ FEYYYY

# = H Page3




. - J Return or Aliotments

il (ATIEBUE 45(1)8) T SC1
Companies Registry (Companies Ordinance,s. 45(1')):f ‘t‘ ’ ‘E :"} FOrm
ETEHEE Important Notes S A
o REMIMBH (RERAM) - Do 100G
HHBRABKFIEN - T 4» B #2 % Company Number
® Please read the accompanying notes before completing this form.™ -, R
Please print in black ink. 255
1 A E 4% Company Name
The Bank of East Asia, Limited RXiEgRiTHEIEAH
ENote7)2 4 ECRR {309 H 2 & 455K H Hi Date or Period during which Shares were Allotted
B From FTo
01 12 | 2006 29 12 | 2006
H DD B MM £ YYYY H DD B MM £ YYYY
3 E 4B B #2458 Totals of this Allotment
HE R ek
Currency Amount
(3£ Note 8) EREERNAES
Total Nominal Amount Paid and Payable HK$ 2,637,50000
ESRERNBHEHAE [H5A(a) + 5B(a)X]
Total Premium Amount Paid and Payable [Sections 5A{a) + 5B(a)} HK$ 21 ,21 9 , 150.00
4 REAHRIGEEEHES RPN EAKX R R4 A H
HEEELERSEEFRLERE) Currency Amount
Cumulative 'I_'otal of Paid-up _Share Capit_al of tlje HK$ |3.875.,355,125.00
Company since Incorporation (Including this
Allotment but Excluding Premium)
(ENote 3) 22 A W H B Presentor’s Reference S| A H For Official Use

¥ 4 Name: Secretarial Department

ik Address: 20/F., The Bank of East Asia Building,

Hit Tel 3608 5066 M E Fax 36086173
B H ik E-mail Address: bea_sec@hkbea.com
18 5 Reference: (IM)

{HAAEEY 2/2004 ($537) (2004 5E 2 A)
Specification No. 2/2004 (Revision) (Feb. 2004)

10 Des Voeux Road Central, Hong Kong




8 LI A N

299

5 EAREGDSENEY Details of this Allotment

A. B & 8945 BE iR 12 Shares Allotted for Cash
MorEs FROEREBEYEE FRYBE E# kB
e vrg Bt &8 A RWHEE (BEEaHE) =X # kg el
Class of Number | Nominal Value Amount Paid and Premium on | Tofal Premium Paid
Shares of Shares |of Each Share| Payable on Each Share Each Share and Payable
Allotted {Including Premiurm)
B | mEH (@)
Paid Payable
Ordinary -60,000- HK$2.50 HK$14.90 Nil HK$12.40 [HK$744,000.00
Ordinary -455,000- HK$2.50 HK$23.23 Nil HK$20.73 |HKS$9,432,150.00
Ordinary -540,000- HK$2.50 HK$22.95 Nil HK$20.45 |HK$11,043,000.00
_\—H—"““"—-——-—-——x
_._________________‘_‘__\
-\-—_"——‘—‘—-_
ENoteo) B. FEH ST 9B {T Shares Allotted otherwise than in Cash
FRERIECR
MR EY EESHE FRNGBE (BERFEERERK
B 153 3 B BB E AR E (BfE®BE) g BEE A
Class of Number Nominal Value Amount Treated as Premium on Total Premium
Shares of Shares |of Each Share Paid and Payable on Each Share Treated as Paid
Allotted Each Share and Payable
{Including Premium)
B i3 ¢R) (@)
Paid Payable
\I\
(5 Note 10) 43 Ko b3t (BY IR & 42 B9 AU H
Consideration for which the Shares in (8) have heen Allotted
N/A
2 _H Page?

$HOAIEEY 2/2004 ($#587) (2004 4F 2 H)
Specification No. 2/2004 (Revision) (Feb. 2004)




WAl e TR - 255
6 o E B4R EEE Details of Allottee(s)
EENEROSENBE
No. of Shares Allotied by Class
B4/ 48 pi h:
Name Address B Class Ml Class
Ordinary
See the attached list -1,055,000-
N
[
SEEMG ST RN
Total Shares Allotted by Class [ -1,055,000-
% B Signed : Qé%éa‘_‘
%4 Name . CHAN Kay-cheung H #1 Date . 29 /1272006

T ¥ Director / ti-#i—Soscretary *
‘s TEEE Delote whichever does not apply

$HERMESY 2/2004 (#50T) (2004 £E 2 F)
pecification No. 2/2004 {Revision) (Feb. 2004)

BEDD / HMM 7 FYvvy

H=H Page 3




% DLMARICEXTT

Our Ref. SHR/07/02

8" January, 2007 -

By Fax 2248 6902 & By Hand

Head of Listing-Division,

The Stock Exchange of Hong Kong Limited,
11/F, One International Finance Centre,

1, Harbour View Street, Central,

Hong Kong.

Attn: Mr. Johnr Lau
Assistant Vice President

Dear Sirs,

Please be informed that a Directors’ meeting of this Bank will be held at 11 00 a.m. on
Thursday, 8" February, 2007 for the" purpose of announcing the final results and
deciaring a fina! dividend for the year ended 31° December 2006.

Yours faithfully,
For and on behalf of .
THE BANK OF EAST ASIA, LIMITED

y

Molly Ho Kam-lan

- Company Secretary

N

GF 188 {06/2005)

MH/TT/634

The Bank of East Asia, Limited RERITHRAE

10 Des Voeux Road Central, Hong Kong ZEFREBEDP 108

Telephone Z3E (852) 3608 3608 Facsimile {3 (852)-3608 6000 Telex RE HX 73017
www.hkbea.com




(3 Note 7) 2

(£ Note 8)

| Sl Return or Aliotments
o F BE fit B (RFIEBIEE 45(11K) K& SC1

Companies Registry {Companies Ordinance s. 45(1)) Form

HEEIE Important Notes

¢ HEuiMSM (ARFAZ) -
HHREBKIIED -

® Please read the accompanying notes before completing this form.

Please print in black ink.

1 /A5 %4 Company Name

2 T R 5t Company Number

255

The Bank of East Asia, Limited REEERTTHEIREAF

4> Bo % 17 69 H HH 3% 44 5% H #i Date or Period during which Shares were Allotted

H From ETo

02 01 | 2007

31 01 | 2007

H DD H MM £ YYYY

H DD B MM % YYYY

3 B R4 ECBY B =48 Totals of this Allotment

Company since Incorporation (Including this

Allotment but Excluding Premium)

B&EA Eof

Currency Amount
B ERY AT E
Total Nominal Amount Paid and Payable HK$ 12,212,500.00
E#REHGEHEAE (B5A(a)+ 5B(a)iF)
Total Premium Amount Paid and Payable [Sections 5A{a) + 5B(a}] HK$ 1 7,621 ,700.00

4 RFEHRIBREEEHEH  BERNEEBZ K& R X B

MEREFRAEEFCERE) curency Amoynt
Cumulative Total of Paid-up Share Capital of the HKS$ 3,877,567,625.00

(it Note 3) 23 A #9% %l Presentor’s Reference

¥4 Name: Secretarial Department

# ik Address: 20/F., The Bank of East Asia Building,
10 Des Voeux Road Central, Hong Kong

BE Tel 3608 5066 A Fax: 36086173
B E M E-mail Address: bea_sec@hkbea.com
et Reference: (IM)

1RAAHT 2/2004 ({25T) (2004 £ 2 H)
Specification No. 2/2004 (Revision) (Feb. 2004)

HE B AWM For Official Use




I Wil

5 ZEIRB{D49S B 1S Details of this Allotment
A B & 84 B g {4 Shares Allotted for Cash

(3 Note 9)

{2+ Note 10)

ZJ9

BOER FHRC B R EERE FEYNERE EEREX
e 6y B Rz #E &R0 Tl (BEBH) =] 3% (| AT
Class of Number | Nominal Value Amount Paid and Premium on | Total Premium Paid
Shares of Shares |of Each Share| Payable on Each Share Each Share and Payable
Allotted {Including Premium}
B | mEe @)
Paid Payable
Ordinary -20,000- HK$2.50 HK$15.80 Nil HK$13.30 |HK$266,000.00
Ordinary -55,000- HK$2.50 HK$14.90 Nil HK$12.40 |HK$682,000.00
Ordinary -380,000- HK$2.50 HK$23.23 Nil HK$20.73 |HK$8,084,700.00
Crdinary -420,000- HK$2.50 HK$22.95 Nil HK$20.45 |HK$8,589,000.00
FER & T 1945 5 {2 Shares Allotted otherwise than in Cash
FREREFER
MR -4 3o HROEH (REFSHEER
BEaE | ROME | SENEHE (BB H) | By & B A
Class of Number Nominal Value Amount Treated as Premium on Total Premium
Shares of Shares |of Each Share Paid and Payable on Each Share Treated as Paid
Allotted ' Each Share and Payable
" {Including Premium)
B | B @)
Paid Payable
\\\
\\
B EAM(BYREHEIRE
Consideration for which the Shares in (B) have been Allotted
N/A
#H _H Page2

FHERKESY 2/2004 (#£5T) (2004 S£ 2 A)
Specification No. 2/2004 (Revision} {(Feb. 2004)




£09

6 X4 BB {7 F B EE 1Y Details of Allottee(s)
EE B RGN EE
No. of Shares Allotted by Class
LY ik
Name Address BE] Class BH Class
Ordinary
-885,000-

See the attached list

& B B 12 53 Bl B AR I
Total Shares Allotted by Class| -885,000-

% % Signed : ZM,W
/

#4% Name .  Molly HO Kam-lan B $#§ Date : 31/701/2007
FF-H-Directer,/fi & Secretary * HDD / HMM [/ ZEYYYY
*E T B/ Delete whichever does not apply
5 =H Page3

$HE Y 272004 (130T} (2004 5 2 A)
pecification No. 2/2004 (Revision) (Feb. 2004}




S INCLUITI O AlTJVLITICTID

oW R (DEGEGIERASME) L RIE SC1
Companies Registry (Companies Ordinance s:'45(_1 WL Form
HEBIE Important Notes i A
o MEWIWSM CREFAM) - b

HHARGRKTE - .. .- &K% Company Number
® Please read the accompanying notes before completing this form. - - ..~

Please print in black ink. 255

1 A F#4f Company Name

The Bank of East Asia, Limited HRESEEfTEFRELTI

ENote7)2 4 EC Bz {3 B9 H B 5K 84 5K H B Date or Period during which Shares were Allotted

B From = To
02 02 | 2007 27 02 | 2007
g DD B MM FYYYY H DD H MM &£ YYYY

3 AR B 4> B HY B 228 Totals of this Allotment

= R N
Currency Amount
(7% Note 8) E# K E&N AT HE
Total Nomina!l Amount Paid and Payable HK$ 1 ,462,500.00
ERFEEBROBRAE [BS5A(a) + 5B(a)H)
Total Premium Amount Paid and Payable [Sections S5A(a} + 5B(a)) H K$ 11 , 1 70,65000
4 NEERIIREEE BEST  EHRNEBER %ﬁﬂﬁ? HE
RE(EREARSEETCHERE) S Amount
Cumulative Total of Paid-up Share Capital of the HK$ 1|3,879.030.125.00
Company since Incorporation (Including this ’ ’ ’ )
Allotment but Excluding Premium)
(EENote 3) {2 37 A BB E Presentor's Reference FHoM AN For Official Use

¥ 4 Name: Secretarial Department

ik Address: 20/F., The Bank of East Asia Building,
10 Des Voeux Road Central, Hong Kong

MEE Tel: 36085066 I Fax 36086173

BE MU E-mail Address: bea_sec@hkbea.com
I Reference: (IM)

THER %Y 2/2004 ((£5T) (2004 &£ 2 H)
k‘» Specification No. 2/2004 (Revision) (Feb. 2004)
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5 KX 4B RS Details of this Allotment
A BH& T 8956 B4 Shares Allotted for Cash

AR FECBEEHNKE | FENVER E#EEH
23wy SRl Ko E | SRYEE (BEREA) ot} By G B AR
Class of Number Nominal Value Amount Paid and Premium on | Total Premium Paid
Shares of Shares | of Each Share| Payable on Each Share Each Share and Payable

Allotted {Including Premium)
B | R&A (@
Paid Payable
Ordinary -55,000- HK$2.50 HK$15.80 Nil HK$13.30 [HK$731,500.00
Crdinary -55,000- HK$2.50 HK$14.90 Nil HK$12.40 |HK$682,000.00
Ordinary -155,000- HK$2.50 HK$23.23 Nil HK$20.73 [HK$3,213,150.00
Ordinary -320,000- HK$2.50 HK$22.95 Nil HK$20.45 |HK$6,544,000.00

ENoted) B. FEHESH TS EIK {4 Shares Allotted otherwise than in Cash

FEREBECH
B ECe B SRS FRNBE |[ERECHBRES
R 1 B30 iy E | SENEE (BIERHE) HH R EAESE
Class of Number Noeminal Value Amount Treated as Premium on Total Premium
Shares of Shares |of Each Share Paid and Payable on Each Share Treated as Paid
Allotted Each Share and Payable
{Including Premium)
BEf | Be ()
Paid Payable
\\

(3£ Note 10) B B (BYE R R E

Consideration for which the Shares in (B} have been Allotted

N/A

" H Page2

{HBARYY 2/2004 (#357) (2004 £ 2 B)
Specification No. 2/2004 (Revision) (Feb. 2004)



IO e e ¥ 255
6 oD EBE{E Details of Allottee(s)
SR EEAENEE
No. of Shares Allotted by Class
BH/ L8 My ik
Name Address ¥ Class B Class
Ordinary
See the attached list -585,000-
EEB RN AR
Total Shares Allotted by Class| -585,000-
% F Signed : / W
#% Name ;  Molly HO Kam-lan H # Date ; 28 /02 / 2007
Fa-Director /f & Secretary * HDD / AMM [ EYYYY
*eamk TS Delete whichever does not apply
B=TH Page 3

fRER BN /2004 (1531) (2004 52 )
pecification No. 2/2004 (Revision) (Feb. 2004)




Bé&

SOCUTHCHINA MORNING POST FRIDAY, FFARUARY &

2007

| gessamoma ¢ "

AL the tatthenmming Anaust Genersl Merting, to be'halg om Thurstay,” 11h April, 2007, the
Dirkc103 will propate 4 finsl gindand of HXIT.0Y pet thara, which, 100athar wilh the wterim
dividend of HK3D.43 per share p411 In Sap1embar 2006, will constiiute 3 total dividand of
HES) 46 per SRa1 (0f 1t Pull year. This rapresenis an increase of 13.5% over the 1ot dividend
of HKE1,26 par thace for 1he yesr 2005 Sharehaldecs whase neames are on (ke Ragisier of
Members ol the close of business an Fdsy, TEUh March, 007 will bi ¢ntitied 10 the pIopeIed
tinsl dradend The finat Bvdund will By pad o Cash, with en option 16 recaive nrw, fully pakd
shates In hew of cash This scrip divdent stheme i condiuonal UpoN the C#3Ing of Lhe releveny
resalution st the Annual General Merlng, ahd tha Lisling Commitiee of The Jock Exchange af
HoNG Kong Limited granting approvel 10 1he 5D of and pEMHILSON 10 See in the new Shares.
Outashs of the sciip Ohndénd §nd the 4l8ction form will be sent 10 sharehoidars on o1 sbout
Friday, 151h March, 2007, The dinciend warrants and Lhe shird ceniificetes lor the 3cnp diidend
welll B# LENT 10 tharghoiders by ardinary mail o O 4oy Frgay, 131h Apnl, 3007,

In 200K, the obal
wath the 411ong growih of

Gng &nviroTment in Hong Kong continued 10 imErove Lasn dumand incredsed
Local seonanry And the Lirengihenu

g liquidity in tha banking syitem ga¢
ol d heatthy in 2006, 41 1ha weor
Sustdin the growth momentum, .

The Bank is wel poaitioned to take advantage of Qrowmdh wl’cﬂuh{hﬂ In 1007, The Bank m slerl
1, parikularly w the Uaited
Slates Neverlheiess, 40an d¢mand and bushnell OPRGIUNI1Es 0a 2Ipected 1o NCTease over Thy
a5 a resat ol uw yecemt hberaisation af 1he rules govarniag the opsration ot
iBreign Danks 1n Manlang Chn,

In 2005, BEA CORtInued 10 grow and deyeiop new buyness ke Looking 10 Yhe haure, the 8
will continue 1a dwerwly by scirvaly developing it weanh me 5

bankng end 1truciured producty, and Glhet POWNTAL businessed 1 Med CATOMEr” nedds. BEa
will oninue 10 leverage the mad el lading poution of HA0rE CONPOrae sacvices and share
regislration Dulifeis 10 devekiD Neve DUTINEI PP (uniliey. The mu will sha actvely promats
Blue Crom maurance products #nd mantain dé efecuve Cros-y wuhipivas. In addition to
Gurtang organi growth, the Bank will CONLIALE 10 Klenlity potentisl npponum.os tor acamtiont
and strategic atiances

BEAY busingss in Mginland (mn (ﬂn!mutﬂ 15 graw I nifiantly in 7006. SEA oblaned &

prelmanary appréval froos the £hung an or the ofa

o< alty 1NCOpOraNEa bane on the Mlmlnl\d !mhhw"m ot & lochl wn»awg Davas the way for

at retad Aearunbi bankng services t0 Mdvidudl Chlrase (UZEAS S 1A Manland. i onded

to take full advaniege Of this newe businets coporiunity, BEA Wil conLnue 1o sxpand its branch
Ftwort and develon nrw Deoducts and services i Ching,

Outamte 1O Kong. 3nd Chins, BEA will Continua o devon 1s unkiue niche within the svarsess
£hinese communities = the Uned States. Canads, Unitkd Kingdom snd South Eait Asia
BEA Nas made good rogrets in enhancing s cPerating sifkuencies in irtent years. This prcen
and duong 200T the Bank will SNy apportunriet 107 furthed sifitiendy

nd

ponrery n IALAUANG work DraCHCEL bast 0N 1bd e Basel & Capital Accon? pystems. and i3
el prapated 1of the implemnentation of Baset U in 2007, §EA will continue 10 imeest 10 Heamiine
aysiems, strangrhen corporate governance #0d 4nhance BTk mansgerment, with The aith Of Turther
rarsing fhe Quikty-11dndsrd of 15 services.

David L) Kwwak . N
Chawman amd C’»ﬂl Erm R G
Hong Kang, BT Fetiiutry, 2007
execunve mnscrons- REPORT

f . N
abuse wCaROMIC, Gitwih in 2606, lepding Lo 4 chesed W thi number of
Bhd 3 dultingd iInCreEse Ptivaté CONiuMplan #npenditure
i3 tavourable economic enviraneienl, the BEA" Graup achieved s profit siter tan of
nosd 3151 Decambdr, 2006, 3 growth of 231 % sy compared

Hong Kong eniayed
persons ehokyed

Dyt CONTiMuAd COMPRLitE DrELIUre On Yok BHCING. The BARK Groups net inieel income
increased by HK3 1105 mullion, or 79.4%, fo HK§4 866 mullon Non-imerest ingime incrtssed by
HESS06 milimn, o 73,1%, whveis COMpared with 2005, mamly thed 10+ dwrease In rat fes and
commusson income and 1he net feuh om financial snstroments 1w 2t faw value Thiough
proft or lpss. A » resudl, Tols) Opeiatng MCOMe ingraased by 77. 3% 10 HE17, 564 mdiian.
Operating expenses incresind by 16.0% over 7005 1o WK1D,4ES muition, dye Lo codlinuing
rapanuon of the G A actruties. A3 1esult ol the sigrificant Increats i O AlInG wnCOMa,
ek COST 10 iNCOME FTI0 Falk lrom 50.2% 0 2003 to 45 8™ in 2006.

Operating prolit befors i ivnt kKrises WAL HE 54,099 wullicin, a5 increnss of MY, 195 mitisn,
or 38 3%, a3 compared wath 2005

Impastrnt losses om kaams 458 SOrences NTeaiad by HX4101 mihon, of 72,30, when compantc
with 2004, partly due 1o & Gecorais in Imoarment losaes wrile hach d.
et Yots e beark reraiiat ¢ WS ZE milhon due 18 mghes
property values in 2008, In 2005, a0 Impairmant loss of HK3IZ10 million w4l eLogniZed on

bank premises. Ad 4 wsull TO1Bl W paitment kibind Gecrtased by HK 130 mihen, or

s purtormed eitrematy will 0 2008 50 the share of prafis lews losses of ssofistes

by S 148 miftuon 10 HE § 18 mallipn

Aflgr taking g sccount incard tixds. proii atter Lisation w3 HIED, AB6 miison, #n merease
T4 nuer ine HKAZ,786 milion recorded the previous pear Srofit allnbutabM 0 #30y

Potiars ol Group was HK$1.435 mullion. an imertys of 24.9%.

Flnancial Paritian

Taral consolidated xsets of tha 8fa c.nw, were ME$294,202 mi

, ting & e of 27 2% from HEKR2

Increased by 19.8% to HKT 186,178 m.nm

Tothl degotils ivcreased By 15.8% to HK3216.523 milllon, whils custamer depotits rois by
19.1% to HK$209.524 milion. Demand Gepasis and curment sccounts incraased by s combined
AK14. 265 million 1 HK$15.130 millon. Savings accounts incrassed by HKEB, 14T millon 1o
HK341,648 milhion, Time depotits al yas: 0
HKEZ1,717 mullion, or 10.4%. when cOmDared wilh the Balancy at yesrand 2003

In Februsf 2004, the Group 5 subare

n at the wnd o) 2006,
9% milllcn al the sn of 2005, Advafcrd 1o cunigmen

ioan to US$530 million. The
Gro\m Iilu.d 4 new subordinated foan of USI300 Mmilllan in June 2008. As
ZU capital 1tood at HEL:

nn
mnm. or 13.3%. whan tamparsd with (nd balance a1 the end al 2005

Curing 2006, BEA iued HED flosting rate uml.um of deposlt with a tace viue of HKIT.500
million, KKD fixed fte teriilicatet of deposy) lut bt HKT500 miflan and LTD tag

pout dmounting 1o MK 344 million sguivaient. Th
fedeermed & numbes Of hGR (4 TWO fxed fate ceruticairs o

© ANer taking in1o sccount all dybt s hsued, the n Io vl T8, 7'& at the
wnd of 2006, being 0.6% higher than the 76.1% raported & 1ihe end of 2008,
At the and of Dacember 2006, the m. setue ot ehe nuuunamg debt portloho way m(n 108
mitlian, with the carrying amount v K16 958 million
Maturiy Fratiie af oxbn ruvd
As ut 313t Decemnber, N
(AN wxpressed In iiars of dallarg) . [ .

* .

Yeue of Maturity
T Ewon_ T
Flaating - . .
Cartiiiates of Deposlt . R
maued 1n 2005 HED 1,500 1,300
Istwed in 7006 HKD 2,500 7,040 500
[ .- ’
Corvilcetns ot eposly
005 ¥0 500 B ] P
imued in 2006« 1 MRD 500 : 500
Iased 10 7006 .. TWD 3,150 3150
Iero
Cartificaves of Sararh
hsued i usp 50 - ‘50
Dhscounted L
Costificates of Dupesit i ' i
Isund in 2002 WD 23 o . . .
” stup Up .
Certiticaves of n.p.- .
Ixsued in 200) [C1: at ) a
_Total Dubts asued in
- HKD squeval ﬂ 108 2,339} !.311 1,000 349
| x Monagamient, - - - v .

BEA hay nik et enpbie 1 10 weritity, mesur,
hdnitoe rmd EOALIOl (e varoud (yRes of 1k 1t faces, and, whare .ppmpmu re allecate :.pml
s9amst chore fsks AU ek managament pulkies have beer s0provwd by the Snard o
havy been it throughout the amp
o by active cive internal controly end
tomprehensive audisdn the best interests of the Group. ° .
The Grous has eatablished an enlecprseswide rish Sttuctyce and set up & Lealtsied rish
managemeni depaniman 1o handle snd MONITO! S8 Mag0d by, ORI rik, ATk ET A,
- Uguidily Hek and OpEraTional Fisk. The Group has aiso appeinied & Cheel Rok Otficer 1o
This function. 50 a3 1o further enhance the ove
Operations Raview
Improwyosent oo Opecatiens
Aefocating Back-Office Opwvationy to the Mainiend
The Bank s bachoHice SEATSLNG Cenice i Guanarhoy, sncorporated under th nime of Ear Axa
Electronic Date Proxassing {GUARGINGU} Limited, has been funrig ymoothly Wilh the busbeis
grawth of the Baok, plans ate Dewng Gereldped (0 £xpand the C#ire i the $0thCOmng yi
Information
New Actounting System
The Bank @ implementing  Aew computer sysiem for genaral ledger aperations The 3yt was
uncer 131 41 the wnd of 2006, snd il De rmasdy tor rall put in fhe st ot 2007,
Core Banking Spiem -
1 Decembser 2006, the perond phase 0f Une COrE WAALING Syatem kpledntilion proyect, Chvering
Geoarit and Papiwint moduiet, had reached tne fasl 1Uge af LHITNG. Uikt Traning hag
cammenced, A rollout COMMANG group has be o manage sl rolioyt Laske and the
IR 1 1argeted for rolloul i 2007, WIth e Lsunch of the 14000 phase Of (he prosdt, the
Bank 13 inCIEanNgly SOM 10 térve Cotomens monr sHicuatly B0 U 1S FISOMITES mare effactively

* prosucts to cater for the incraamng market demand for such products.

Thh AAALGTRAL CAALAIITY 81 1 B30k Groug -

g [X]

‘Bpncatsurdner
Ouring 1048,
incwa. Tha Jank continumt 1o mext (e mutket damdnd by IuNNNG wATiGus Rew products.
Produrts unched du year included " 3-vear Accumatator Savings Insw
rsuiances sad ~Eaucanon Shvings inpurance”, which are underwei
acific} Inurance Limited, 8 member of the Bank Gioup. A total ol thiee Ubnches ol the
ACCUmulplol Savngs Imucance® offering Wt Munched 41 3 reaull of Overaneming
résponse fram cuttlomars

Cuaiomed !lhﬂlenlhlp Mynggemant Lyttein .

BEA ImpieMmentsd & new érhail Maitdiing pyitem o 2008 This is Clavely inleglated wilk The

ating Cutiamm Relstonship Managermant piatleim. Tha Adw Jystam provides o fast and cost-
ik 1o cammunicate swith ity cusromer in & personalised manner. il

thereby delvaving

tgetad intormation on m ani 3 rvicer b0 cuslament and mw\p e twccess rate of markating

campanns.

Perianst Banking

To e the growth of the Banks +-channel insurance butineis, & rod-nqnod Bancassurance web

mine tontinyed duiing INe prar, wilh the opening of one new
branch, Lhe sapaniiah o1 Gnd hun:n and 1he rekoc lout branchas 1o moce promingn| the 3¢, o1 find oul Mo SDOUt th Banks entire
il A1 the #nd Of Janoary 7007, the total number of BEA branches i Heng KGNg 31004 &1 &8

To further enhance BEAY weslih servicel, Bind Canires were opaned
Quring the yau. tringing The 18t number of SuprameGold Centrel 10 35 by Lhe and of January
007, The Bank Blams to apen snothar lous SupremeGald Centres during 3007,

Faligrwing thy Tiriiene on Renmunbl Suliness
ettt & Renmiabt ConeM LCCounts 2t Indhsdi
a4 NOw able 13 MaLe payment for cOMUME spEnding in Guangdong Frovince By petion
chegua drewn on thir BE& BCcoun], IubeCt 19 1 Sady sggregets kil of AmbAQ,000 per sccoun

ancasgurance 1ange The
an insurance loyalty club. 10 pramale (epeat butinest.

Bre Cross (Asla-#aciinc) INTursnce Limited

Biue Crots expecenced gros Al nes of Butiness, wilh gendral indursoce phemium INCamme
recording an ncrease of 1% yrar oo pear,

nk sho lunched

Bluse Crovy iniroduced § new pramivm vt indurance plan in 2006, Tr
eahand#d berefils. To counler the impact of ¢ing b
2djuitad prong 3tstegy tor Midicll Inzurance This halped the company man
Busines portfofio and contibuted 1a & steady grawth 0 businexs.

IN &N #wald PIDGIIMME WOl OTgaRised by Hang Kong Brend Developmant Council and the
Chinese Manulativiers’ AOCHTIon bt Hohg KON 10 Qive recognition 16 dulslending Drand
names witablished by Hong Kong Soepa

rly i the yasr, BEA taunched & new | #iSate Frus. otlenng

Pubfi Dffering [“&(FO") Lttt wbs enhdnced,

nLy Elecironic ini

Cyberbanking
Duting the past

Cresting & mote #ffiient channel 1of Applymg for new sharws vis thie 101#10wt, The upgtide was srpannes, Blus Cross was warded the “HK Fop Service Srand
very Lmaly, Daing smplamanied before 1he maor IP0s munched duning the yesr. Cyberbankings  Awardi = Emefging Sernce Brand” I 2005, Blue Cross alsc wan Lne "Canng Company”
phaca Banking mabm wit #40 upgraced : PHOGNILOA And 104 TrD CONMCULIVE yrars = The Most Poaulst Travel imyrance Company™ awards.

Private Banking

Tha Bank re-lsunched BEa Private Banking n the Iourth quarler of 2005, and tha umil had its
fust full year of operation in 2006 The Bank was entoutaged by Ihe doccesshul wlarl of 153
pevate banting busness BEA Prvate panking eapanas Ine §ank cuslomes piatile and provides

The nimbe of Cybarbanking Cuslamers comimurd 16 lachedie Qbring (he year. By the and of
2006, the Bank had over 141 000 rephieed Cyberbsnking uiarh. The sverage deily usage volume
reconced 180,000 1ranpactions

[3 Cpttrbariking 3o recasdud sesdy growih, By the end of 1006, Over 18,900 COMPOTate
Custamers hed regurernd with BLAS € arporale Cybeibansing, an incresse of | 3% rear on pear.
tbe plopmy arket remained shoggrn, and
101 naw moetgage buinesa |

& wery JgATiCanL Part Of the £MTHE Yeralth managemen) busnes:

In 2006, the Duoysnl markels rowarded investors handimely While maniining & paive new,
. the unit wil facus on assistng Brivte banking clients to athiere > more baldnced Mvediment
oli and returns n 2007
Iniastmans Ranking and Secvicer
East Asib Securilies Company Limmed s Cybertrading

Srcur
€231 Asia Securities continued ta benefit from atrang Iocal markal santiment and wvettor
confidence.

holl of positive sanomwe 1und'mnn1

|n|n¢.l-.¢ dutng the yrae

A smp n & number o1 ways The Bans & MiEtw Broduct with the
Hong Esng Mirigage Coiporaton £ HEME *3. launchsng the Morigage Insurance Programme lor
ViMage Kouses This Srought vhage houtay under the MA(IGAGH Inturance F1ogremme for the
fievt tirma

Mo customars are Leming 10 BT Asia SECutitngs eHCHanC Iading syitems. The number of
Cybertrading accounts grew by 313% during (he year. By the and af Dacember, more 1han 57%
of the companmy's Mcuntie chants had fubdfribed 15 the Cybartrading lervice. Cutlently, the
wahsme of irsnsactions gxeculed via the Cyberiragng system, enpressed a5 & percantags af 101
TuInovH #COURtS for 0me 3% al the number of rades and 32% o The Broas renkaction
value. -

East Asa Securars swccessfuly Launched the #1PO Sarvice and enhanced ms Mablie Phone Trading
Survice dusing the rasr Mew sarvices inchude » real-ime $10Ck QUOTE Mrvice vig mobile Dhones.

The p10poreh of new mongage lans priced o the bean al The Hong Kong MeDank otfered
Tabn S TAROR) bncra st Pl anlly i J008, LA UTOGed § Number a1 HBOA besd mortyage

The Bank a%a sctivily COGHIMALED with rdriOU) PIO) duvalopers
morigage plans for [um-cbunll This hejpad 10 sulain SE&L smarkat she
contraciion in the vojme of property Traskactens thioughout the econd halt of 2068,

Consinmer caans”
Carsumer Fingnce Department
The BARK EcPBNOED 11 CONMLUMEY HMIA burkifasd during tha year,
and prOQramITat Larpeted a1 3pecHi markel segments. .
Tt Save par30nl O8N CENTMS wers Let up during 2006 10 ankance the Banky kan product
duivary channel, At the Lame Lime, marketing af the SankS personal instalment loan products
wat tepped up. At * e, new loans e orens To¢ this portiche grew by 28%, 44 cochpanrd
rth the previols et .
Iﬂ'wls-;v-nu were alo mads to u-.l BankL wléCHONK dikvly lnum‘ tor parsanal loans. BEA
HPOL SKKOUNT MOKIATS Can o Bpply 101 the loams viz any Mt Hong Kong. 1 wel a5
w-ugh Cyberbanking internet, mabile ghona or POA chanoslt.
Crndit G Fiance
-cmw Gan Fiance Company lumned( Cradat Gain Finance”) hat baen 141 ua 43 2 wholl
Idury of BEA, rional loany lor the He
noq-u 42 under the Money i onders Gidinancs end hexging & mon
Gain FiNEncE COMMANCRD businetl i mid Kowrmber 008 with four branches in Wancha,
Monghok, Kuryn Tong and Tuen Mun

19 view al the drAMALIC Cnessd in market Lurnavar and (hE SUbSEOUARY NCOEEss IN rating
Lwohume conaucted through the Cyberirading system, Easl Azia Secunbes increated d 1rAGNG
chpscity by three sddsional Thicith Ratex n 13 Open Gateway (rom The Stack Exchange
of Hang Kang in Decemuer 2008, East A Secarries has plam o (urther uigrade 1L 0ahng
trading system and wapand ita VRS Trackng Syltem capacty i the hust quarter of 2007, in order
to cope wilh Lhe expected contmued grawth in the rumber of Crbectsdding accounty and
trading vohime
£a3t Asia Futuntd Lamtad - Futures Cpbertrading
Eust Asis FULUITs, the wholly-owned fulunes #ihd Ofliom Drokig armi O U Bank, Sbo benafited
tfrom inprowed 10cal mackel Jentiment. in RAMCUAT, UG Wy Denvatire products rose 1rongly.
The itraduction of Futures Cybertrading 310 plaved 2 role in 2TWang new Cpstomen
Tre dumber o1 Fulwies {ybe!triding socounts graw by SB% duning the yeas, and, 43 of 351
De:lmh« , mare than 62 % of 1ne s Pad 3ubicribed 10 the 3enace. €

emiage

introducing new jors products

he volama af ransactions executed wia he Futuees Cybertrading system, sapreised 31 4 DG
nf Plal L ndvar, acCownils Tor some 8% of 1he numbay of rades and $0% of tramaciion vahle

Ean Aus Fulures plava 10 furthar increase the spewd of oeder placement pnd introduce a Ttop
loss function in 200

Chine Operations

In 3006, BEA arpanced i 9PCrATON 10 GiNGAed. with LM OpEMNG Of & Raw branch in tha dty,
in addition, (he Bank wrpsnded ity operations in many ansing cenles with the opemng af mne
rew swb-branches. Thase inchuded: Daliat Hualu; Guanginou Panyu snd Mustu; Shenthen Backn;
: #nd Maceu Homa o Coste. Al
. 12 branches, 14 tub-branche
presenialive otices. The Bank aiso Wk 2 brancher m Tatan nd 2 1 Macau.

wat Launched ring the BaS1 phir 19 eAcouragr reguly card

s cradin cands Jor averpday speading. Bre
aneis campaigna poanioned Lhe B4 ¢ Bremeu vaiue produtl, and smeh.
Sevelopment of » iong-1erm benkmg r-c.u.mnm weith cargnolders.

A nctable mINSIONe was schiaved dueing the pas| yt#. with BES exganding its cacd butivess in
° Macky, BEA now handiel <Quiting butingts for with, Manterdard, China Unonpay. and ICH.
Thit ha3 enhanced the SnEY COMEeTilwe POLNON, <A e DUSIATI DEDOFIUN(IES i Macauy

10 Awgtor 2t & bime @f high Gowdh, while el FOmOIng the Bank the ebiliiy te suppare
Ting HONG KOMY FRLAN chanty whg wosh |9 axpand Lhew busmess 10 Mecau

1 srutlsl BEBFTval from the Chine anking Regulstory Cammition -CRRE 1 16
Gpen a full bisnch in SRenyang Preparations are aaprcivd 10 by compluie-w the first nuarter of
2007. Further #3panuon 13 planned for 2007, iNCluding But Aot KMIEG 10 LPQrading th axisting
represantatrve ofices 1mua ol buancres and +itabbshang meont sul-brarchas on Lhe Mamiand and
in Macau.

ty  BEA cantinues 10 be a market leader o 1he Mainland. BEA was ore af 1he fst foraign banks
statuy by the CEAC: the first o obiain a loveign exchange quots 1w conducl QDN
f

Thit Bank launched bw Alw Gid praduct durng the PEIL year 1he Hong X8ng Unmw
Allirkin dinctli1on VISA Card and the “REA Frras: mmy Seriess*. 8[A o launched
the exchitive “FyROine CRB® L0 rainlorce and extend T “Fly and Dine* platlon ol it Patinum
Cara

"t tha prar shend, BEA 1 planning ta atfer new products blsed On aduanced chip pche
KmBrove boIh seciry and ComviTmncs, 4nd Eramate card layaty

g qui
hugingu, and one ol the frst JecrROlled B0 Brovide Revminbd (“RmB =) xed capont
locs) mgigants (minimurm dapoait af Amb) ARlERl. . . .

thninge

Pustharmore, BEA OLENNED 4 po pomusl from the CHAC for the eptsbintment el

foxaMy lncorporared bank o he iy The Aank 01 Lait At (China) Limied ("BEA-
< ). The sablishmant of BEAL s wil #nable the Bank to nifer & fuk range <1 Rt
sarvicas 10 iocal . in addition 1o all eaking business JCtroTies,

BEA Greaimt China nan-Hang Xong loan pertloha grew by §3% dunng tha year, whi
prafit g by 83% . BEA It confident that The buslagss results in this marke) will contifu
show atrong growih, a1 Full libersiisation of the Danking seciar g the Mainlang becomes
: K 14,200 milon for Shangri-ls Asia Limiwd: ™Y
HK$2.600 rullion for China Overbeds Land & nm:mn: Umited; and HK14,162.5 milion fo1  pverses:
Ocaan Park Corporation.

On the commuroal butineds side, foan dlmlﬂd in Hong' Kong wai itatly, dewplie 1he trend for
tustomers with Butiness o the Maialand I logk for tnirrowing epporlunities on the Mainland.
Ladn quahiy improvad Goqd grawth wax fecorded ih #QuiBTAl financing, alpng Wik The
growth in manutsctuiing bulnest 4 new unsacured by 53 Joan aroduct, thi' “Business Reddy
Cash= scheme, wil lBunched with favourable macket resporse’ The Droducs has furthar
Prangtherd BLAS Dretance in the amall 10 midium 20 BuBReEst 040 market regment

o 15

Carparete fanking

Corporete Banking Deogon
Lained sn dChve Drasence in the syndicaterl loan markel In 2006 by underweting and

syndicated loan desh Included HKF 13,350 million

Opersiions

BEA continued The Implementation of its international s3pantion yiraiegy during the yedl n
Msy. BEA completed it tquisiion of Nahonal American Bancarp, San ruu.scu Caliiarnis
"N ea k {“NAB")
cammercial Denk in San Francisca with three Jull-serice brenchas serving 1
orea. As part OF Ihe Cquitition, NAB merged with the BEA Group’s tublidisry, The Bank of East
ALS (V5.8 N A (*BEA-USA-) BEA-USA Aow SDE(RIES in New York, Greater Loz Angetes and
N0, B new BEA:LISA web site and Inlernet Banking were luncheed on T5th Mayitibar

G reater San Francisco

L BEA recorded sauilaiary groweth in ity vahicly finance business and remained o u" player in the
taxi Wnding Indugtey,

Ut Kubld LumBur Marketing Cifece Sf Latuan Branch and Kuala Lumpu Reoresentative
Office were rekocated to MNI Twin Towers. In Decamber, the Singapare Branch al BEA signed an
agreement for Lhe Puichase of ¢ commercial building 41 S0 AoBinson Aosd and e sale af @
exiatng building, with the tansaction targeted for completon by 7008, These Initlatives will
provide addiions! offxce tpace for the Banks wxpantion plans in Singapore snd Sautheast Al

BEA'S 0w

e In 2008, tamoared lo seven in 2005, One

Thicteen 1RO Receving Sank projects were compl
« of Inete projects, the Indusurla) and Commerciat Bank of China Limrtad IPO, broke the world

ord a3 the largest 11 1 date. whiks oxher projacts received substantial o"rluhxnnnom
" BEAS systems purformed well under thers damanding ceacitions

43 buainess unis recarded growth of 23%, in e laen gortio
prepay 1. Chets Business units schigwed an ncredse of 3% 11 Oprat
wndnd 313t D«emrtm, 2008

BEA otfen
bithen in

d » toldl ol 47 (FC s Ihrouqh it rwtai r_hanncl! extending a
agqing loana

nal of HES171.8

Carporate Tecviess
Tha BEA Group. IMoUGh Groua member Tricor Hoklings Linited (- Trear X . 4 leading prévidar
of uusmm. corporate and invegtor Secvicet in the region. These services include sccounting,
o ¥ formalion, comorate compliance and campany secretarial, axerutrve seatch #nd Swleclion,
it sl afte Qs (~1PG") ang 3l regmtration. Bayroll outiourcing amd fund and tiust
_ stminutration

mk af Faat Asla (Pusteesi Liiied -
“Mandatory Provignt fune 8- - . - .
T ore e comitltueat funds undat ta Master Truat Schome in December 2006,
nlmly 1he BEA (MPF) Greater Ching Growdh Fund and BEA [MPF) Janan Growih Fund, nrwumﬂ
more choicrs 1o MFF icheme mambe

BEA a1 rankud the yrcond besi MPF paforim 1u!'lnt year_ended 10th Septamper, 2006
Becording Lo the MFF inaar comptied by Merer Muman Artouics Canaulting, In addilion, (he
gartarmance n[ - af the BEA MPF contUlueh [ynds wara il canked among the ten 5% iw

calegorien. accarding (o the Hong KONG MirtstMent Funds ALOCAUGN survey for
ernded 190 Detarmber, 2006 .

Tricor recordad strong rowth in profit tor the peac asull of £ontinugd Euiness eapanson.
1t3 ten revenue, which txceeded HKISOO miflon thil yedr, made an Important contribution 1o
BEA Group's fex #nd Commission incare, TTcar's invistar services practice has banetited from
- the buoy, a

|M yo.

Trutt Suivices
Bank Ol £att As (Trustees) Limited was sppointed §1 truttee t the TaoHa Foundaian in June
2006, which 18 & (rust fund stablishedd 181 Ghariiabiv purpOLte. Although E3ta te DUty wat sbolished
tFetrudry 7008, the company 3TI? achitved mote than 40% growth In revenus from 1u privete
rust Dusinesd.

Hong Kanp. The Hang Xang atfice has sl30 ¢xparisnced slronp demand far it sccounting and
Pyl qulseurcing services and iz company sasreissial and corporate camplishce work HOm
both private snd public entities. In 40aition, the Oveneas oHices have operated. watl sag macs a
meaningful conltibution 10 Trcors total revenue. |

. . In Januery 2006, Tricoe consaligated 115 Hang Kong ofhees into 2 single location a1 Three Pacitc
Waslth Management . Face on HONg KON Island. Janyary 1008 4140 fave Ing wiekome addition of Kuals Lumpur end
Structueed Aroducts - Faning oHices to Trcurs regranal aperation, underlining Tricors leaging poution in the businrs
BEA wapanind il 2luctured product Butivets Bgniscantly during the paiL year & towad of 110 Further, Tricot aCauir+y the businers servces practcen of Eonst & Young in Bujing. Guangrhou,
PHOHUCLE Wt IBUNCNED 1N (KT Kanp an0.0n e Manlang, (hiee times The number launched in ' Shanghar and Shanzhen, ts ¢ apudly in the Maniand

2005 Wany matured wsily, providnig ativacive tRlurns 10 iffvestars 1o o gmaeys .00 avteonal a7 ucoert il and proides s i 10 G A
region 163 wrvar chartered
ard Liseyecs who are leading g arers, <arp and mcestor
- Sereicus Butuvens.

TR Guavent zuiy murkel 1a Hang Kong oot only boarted invertmans senimens bul auc
auppan of & 1ecard number of wnotic equity linked deposils Once availabls only te
higty net T ecarh it the Ban voccusstoty tprchrd tor Cabuile Range ACtrel Seres 30
the Docounted. Shares Actymuolation el 16 3 tull Customer base

in the inceg

Huinah Resdarces
The Baok aho 100k 1he INBVE 10 Introgucy prncpal proleled equily knked invebtment pioducts  TNE 820k of £33t A34 Group emptiyees #t the #nd of Decembar 2006
an e Memnland and # lotal of rae such Riodutls wert launched durlng the rear. BEA u 4
IOnet 1y thil MrteL Leking the Iead| o bOLh sducate Inves1on and esLadlith 5 JHrong presence
The Bank w One of the i3t farelgn banka to ctan & QOII {Quakied Domestc wnsttutional
Iave1101) lienie, 41Kawing It 10 +# DvaTieas RVESTRENLE (0 10l Invas1ors, Twa tranches of
Qualiferd PROGUCLE wete Tutd by the wnd of 2008 .

Outing Lha past g he Bank aho upgtaded it onling eqully tinked deposd services for

Hong

Grner Greseer Chuna N H '

Total

The Rank mims 10 provide & and career for all its I tecent
Cybarbanking sustomarn ' yRars, i has I6TrOdUTed & nevs Qrading sEructurt I0 DEChmATk job PNLIONS, enhancrd paronnel
SEAY eading BOMIION 1n NrUCTURD DrOdwCts way recogilsed by Thw Asien Banker in its Cxcelience  POTII®s #nd Benchmarked 113 Stafl Danelits oHenng againit the market: An enhitced Lrining
1A Retad Finasgial Sernces Swirds 20086, vt mmng in the Bust Depanit-Linked Froducs DAOGrAMMTE, iavided both in-house and pulsourced, Jiws #1 £MPowsriag Ll 1o peitorm
can #ifeCUvaly in theit jobs under an ! Contmuing
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OEALINGS (N LISTED SECURITIES OF THE BANK *
There w23 no purchase. sale or redemption by the Bank, of any of i3 submidiarves, 1 fisted
secuntres of Lhe Bink duning Lhe poor tnded 315t December, 2006 N

cutody David U Kwok-po Josenh PANG Yuk-wing CHAN Kay-cheung
v Chanmen & Cham!f Erecutive Execuinrt Diteciof Eseculmt Derector
Amh m'nagtd by the Bank 3 invetimant subudary, EAAM contngped 10 grow steddiy o 2006,
dve Hong Kong. B0 Fyruary, 2007
"’ ine Croue Mandatory Srondent fund (WPF) snd dricretionsey management bulintis OINOED . L\ the yare of they asmauncement (b Executive Directons of the Bank sre' O M Hon Sur
Tom and a3%, uring the peciod. Mel tee and commnwan income 0 20 F 1 » e it
Df"-' By 217 300 net prolas riersved oy Yo 0 (Chaiman snd Cteel Eseculivel Me 3800 PANG Yul-wig (Deputy Chre
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Bank #ne' D0 LF Fogk.wo: Mr U Kowok-sing, Or. Willam MGNG san-wai, Tan Sri Br
KHOO Fap-peag. Mr. Richard t1 Trérksi, M £5¢ (1 Fook-chuen and Mr. Stephen Chades ()
Krvgh-1re. and Ingependent Non-ereculive Direcion are; Mr WONG Chung-hn. Df. LFF Shau.
hew, D6, AR WONG Chicpun, Mr Winston L0 Yaw-iai, M. ixmas KWOK Fing-keong. ML TN
M4 ou 400 M7, Kenneth LO Chin-ming
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10 Opeialiont of AAM mate merged wth Itk aLer Company. Aala TOaTefiC Inneitmant
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SOl 2330t mansgesred] 1Ty of e BaAL, tar of thg
. of ruta, Cotporate, Mshtutional and high ret worth crttomer.

a0k fil4 imurance butingys geaw by 130%, #1 massured by the Niw Susness

page was preiniered during the year. Customers tan purchise travel inurance inatantty theough ™
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" Tax rebates
offered for

, eqmpment
part imports

Beijing outlines coverage of new policy
that benefits machinery manufacturers

Eric Mg

The central government will offer
1ax rebates ta ImpoHers of parts for
machinery and equiprnent produe-
ton In more than = dozen Indus-
sries which will use the rebates 1o
su part domestle innovatlon and

bolater tndustry

pawet-generation, ultra-high volt-
age pawer disuributlon, petcochem-
Jeal productinon, and hot and cold-
Tolled Integrated steel producton. »

Othen includa advanced equip-
men Ln the coal-based chemlcal

tallway,
pmlacﬂnn earth- rnavl.n; »uv\ng,

The State Ad.mln.\nnﬂnn of Tax-
atlan sald it would team up with the
ecanomk policy planner,

civil avistion industries.

Drevelopment and Reform Com-
miagian. the Mintswy of Commerce
and China Cusloms (o draw up spe-
¢ific rebate policies for the sectors. |

Equlfmtm mukers uzing im-
ported key components and raw
materialy that cannot be produced

mastically will be sntitlied 10 a re-
fund on the Impart wrff and value
added tax after the taxes are collect-
ad. scconding 10 tha SAT.

‘The refund will be wmed Ioto
equity in the equipment makers 10
be used for new product develop-

LN
For wholly

used o

Le# Yuk-ke and Carol Chan

Fufeng Group, which ralsed
HK4$832 milllon In an nitial public
offering, surged 37 22 per cent In iy
Usting debul yesterday, reflecting
thveatora” saong appetite rmmain-
land leaders in

FRIOAY, FERBRUARY 9,

2007

The cotpany has msde the best
dabur galne and recorded the most
retail atdets among the four inigal
public offerings this year. 1t ay be
eclipagd by Hulyuan, China's larg-
€31 pura julce producer, given the
strang lﬂpanu from Investors.

nol&gwdum
ina Hutyunn Juice Group,

whose share offeritig has atiracied
vwhglmlng Tesponse from cetail
[ from the

demand.
Shares in Pufm5 a com-based
products maker, closed at HK33.06,

The sock hit a high of HX33.11, pnm
4ff the 40 per cent galn the market
had forecast for Iis st wading day.

“Fufeny petformed well,” Cash

Five brok ges palled by the
. South China Morning Past ~ Brlgm
Srmart Secutities, Chins Everb
Securl|tles, :Prudemhl_arokerage.
Philiip Securities and Sun Hung Kal
fal - recetved margin orders
ycsterday worth & comblned
m'.;mz billian, 1epresenting =t

Umes the offer size for re-
raft m\mm
“Glvest the hatter Tesponse
and jty betier L

1, i will beat Fuleng In terma
Bf debut gainy and oversibicrip-
tlon level.” Bright Smart genera)

1or Patrck Yiu said.
values China's market leader -l 1
higher premium.”

Pufeng, the maluland's largest
producer of the food additive glu-
tamlc acld, priced Its shares a1 the
top end afier recetving subscription

- aotders 839 times more than the

Netson Chan said. “Huly-
uan should galn si lesst 40 per cent
on ita debut and be maore [R:ﬂ 700
tmes oversubicribed.”

Tha m‘ronn wWas 30 strong that .
many brokesages would stop ac-
cepling maicgin orders earlier than
the scheduled Feliruary 12, China
Bverbright director Stephen Sosald.

H Is offering 406" milion

numbes of ghared ket wside for retall
investors. naw shares, with 10 per cent set

ABN Amro Rothechfld and Gold-  aside for Investors, a; HK$4.80
An ofﬂcl-’l. ‘u ';ln':m" Powe: ‘bond wete tha bookrunners. w0 HE$8 each, . .
would beneflt from tha policy cov- = - -
ering nuckear with 1,000
megawsit capacity and gas-fired -
power generators. where & eubstan- T T A e T o i, oo s 2 ke A k. P et et et e s St Py, FE R "o st g 400 Ao 1 Al b o it

tial impon-d compuonent is re-

Quired. .
"China did not need 1o tmpon
compaonents for coal-firad equip-
ment or even for advanced 1 000
MW plants. he .
I a separata clnum. the tax-
atlon adminisitstion said the re-
acutca tax for enking coal - used in
steel productlon — was ulnd m

iatered capital
owned

mient and lnnovation by the com-  elght yuan 8 tonne on Febraary 1.
pani B e pot prmide previous tan mes
ate-ownod equip- China Coad Brv the nadon’s
ment makers, |he lelund will be  second.-largest :ﬂlYpmduflr by
' e . pud 1_5|usyu-n pe:
For t tonne of
the company’s ll.sung
.ulhorhed entlty i) o the  last yeui. b [ d.ld 101 provide the tax
rates by coal

equs

usma companies will Lisus new
shares 13 fulfil the purpose of ham-
ing the refund into equity.

The circular did not say whether
the taxes would be refunded en-
trely ar partistly, nor did it ghve a
timetnble fac ltnplementing the
policy. Such details will be wn-
nounced In the Anure, -

Sectors coverwd () the ta fch(

Indlude’ latge lunty-thvolved in » coldng col v

Goldman unit seeks
to buy out meat firm

Carol Chan
Goldrnan Sscha” private equity fisd

4 offering to pay 3.63 billicn yuan o
buy our publlcty owned chares in

China Ccul pro-iuced 1.6 milllon
tonnes of coking coal i the first half
1ast year. The minersl sccounted for
10.9 per cent of Its towal sales value

Listed rival China Shenhua

PTEy's spokesman said the com-
pany did not produce coking coal as
Its coking roal minés were owried
by its parent. Analysts aaid Yanzhou
Coal Ml.n.ln! l]m did nov prndu:e

pefoent stake Ln & Bzted firn must
a genersl affes tor the rest of -

m
Shuanghul's minority share-
holders wete unlikely 1o sell chelr

m:lt

Aren Henan Shy
& Devetopipent, as Lt has failed 1o
secure s walvet afier manths of

ng.

Rotary Voriey, 51 per cent ownied
by Goldman and 49 per cent by
e 1y Tor oacheot 378
offering 18 or each of 201.
miu.l'::\ash mu! A shares that It
does nat already gwn, ic uy' ina
flling with the

ock Ex-

ahares b Rowwry offered a
deep ol 42 per cent to He-
nan Shuanghul's last

trading price
o[31.17yunncmM|y3I. tast yeur, Mz
Ren

Alan. as tha stock market had
doubled over e paat few miol
no shareholders would accept such
an “lnsincere” offer, he said .
Rotary's off<t represented the
wrighted average tmding price of
shares over the last 30

c
“The ofter ta mlnumy share-
hnldm L just & "gestitbe’ that atma
up the ading resamp-
o Shuanghul aftes an eight-
month surpendon.”, Orient Securi-
ties analyst Ren Mefjlang cald.
- Rotary las year paid 2.57 bilion
yuan for & 60.72 per cett stake in
Shuanghui. -

It won approval kkam the Minis-
try of Commerce in December to
buy the state-owned shares in
Shuanghui.

But [ sl hes to réceive a waiver
from the Chins Securities R«

uwding days, the meat firm sakd
But dve’fhxl: Jumped sbout 70
per cent within s week after the ac-
quistion plan was ennounced.
Rn:u)’: holdhigs are all non-
ke thares, which meana Lo will
need o compensate minority
dm'eho!deu 10 make ther brad-

Hnm-y sud it intended to main-
win Shuanghui's Usting status and-
would undertake non- nld:hle
share reform.

Last year, Hong Kang-lmed n:d.
chip conglomerate Citle Pacific also
uﬂg[ed a deep dl!cuunl to buy out.

Li

tory G . g it d Daye Special Steel
buying 'he rest u( me |hntu afeer the CSRC mumed dﬂwn Lts ap-
Undel For s walved BN

rules, mubuymnlmamlhu\-ao

eral affer.
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Shangri-La seals contract
to manage Toronto hotel

Ownise Tanng

Shangti:La Asla. e reglon's largest

luxury haiel and resort operstar,
has slgned » contract w manage &
220-room hatel to be built in Taron-
10, ita second project In Canada.
The Living Shangrl-La at Undver-
sity Avenue and Adelalde Street
wauld have » ¢pw and occupy the
first 17 floars of & 85-storey residen.
ual-cum- hn[el tower, the group
sald yesterda:
The tawu. a Joint development
of Vancouver's upmarket residen-

dal developer Westbank and Pe-

. Meanwhile, rival Muandarin Ort-
ental International #aid 1t would
aperate three new hoteb - Ln Paris, |
Taiwan and Guangzheu -~ by 2010
undcr separalé THenAgeEment con-

Th: Guangzhou project has the
most gueal seeins at 34¢ plus 70
serviced fluts and Is part of Swire
Propertics' 450,000 square metre
retail, commercial and hotel cor.
plex development, Tai Koo Hul. -

Thie Talpel hotel, 10 be built an
Drun Hua North Road in the central
financlal ¢lstrlct, will have 300
rooma and ba haused In s Gye-acre.

1. d 'k

terson Group, | d
C3$430 miftion lHKSl a3 bll!it!n)
Canstruction
The hotel plans to :toeh!iul!n|
- guest i 2011, three years after it
haotel In Vancouver opens.

The 150-room Paris hatel will be

In a 19303 wn deco bullding an Bue
Sl.l.rn Ilum:rc. The will be
k pendln' dry i
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@; BEARIERT

The Bank of East Asia, lelted

‘Incorporatedd in Hong Kong with fimited kab.'.'rty in 1918
(Stock Code: 23)

PUBLICATION OF AUDITED FINANCIAL STATEMENTS ANI5 AUDITORS’ REPORT FOR THE YEAR ENDED 31ST DECEMBER, 2006

The Bank of East Asia, Limited {the "Bank”) is considering a propo;ed financing thruugh \he issue of
Pounds Sterlm? -denominated perpetual subordinated debt {the “Issue”). In connection with the Issue, a
preliminary offering cir¢ular to be dated on or about 22nd February, 2007 {the “Praliminary Offering
Clrcutar®) has been prepared for distribution to selecied professional investors. The Preliminary Cifering

" Circular will include the Bank's audited financial statements for the year ended 315t December, 2006
{the “Financiai Statements”) and the auditors’ report in ¢onnection therewith (the "Auditors’ Repart”).
As the financial Statements and the Auditors’ Report have not previously been fumnished 10 the Bank's
shareholders, the Bank s&ts out below the-Financial Statements and the Auditors’ Report for the
Information of ity shareholders, The Financia! Staternents aag the Auditors” Report will be included in
the Bank's Annual Repart 1o be despatched to its shareholders on or about 12th March, 2007,

INDEPENDENT AUDITOR'S REPORT -

TO THE SHAR!HI‘JLDERS OF THE BANK QOF EAST ASIA, LIMITED .
fincorparated in Hang Kong with limited fubility) -

‘We have audited the consoiidated accounts of The Bank of East Asia, Limited ("the Bank "} et out on,
pages t to 19, which comprise tha consolidated ang the Bank balance sheets as at 31 Dacember 2008,
and the consolidated profit and loss account, the consplidated statement of changes in equity and the
consolidated cash {iow tlatement far the year then ended, and 2 summary of significant accounting
palicies and other explanaiory notes.’

Directors' rasponsibllity for the accounts

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

priate acc

Auditor's responslbtlity

Our respoasibility 1s to £XPIEIS an cpinion on these accounts based on cur audit. This mpurt is made
solely to r‘ou as a body, in accardance with section 141 of the Mong Keng Companies Ordinance, and
far no other purpcse. We do not assume responsidility towards or accept liability lo any other person
for the contents of this report,

We conducted our audit in accordance with Hong Kordq Standards on Auditing issued by the Hong Kong
institute of Certified Public Accountants. Those standands require that we comply with ethical requirements
and plan and periorm the audit to Obtain reasonable 253urance as 1o whether the accounts are free
{rom material misstatement,

An audit invelves perfarming procedures to oblain audit evidence about the amounts and disclosures in
the accounts. The procedures selected depend on the audlion's judgement, including the aszessment of
the risks of material misstatement of the accounts, whaether due 1o fraud or error. In making those risk
assessments, the auditar constders internal control relevant to the entity's preparation and true and fair
presentation of the accounts in arder to deslgn audin procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the eflectiveness of the entity's internal gontrol. An
audit also includes evaluating the appropriateness of accnumln? policies used and tha reascnableness
of accounting estimates made by the Directors, as well as evaiuating the cverall presentation of the
ACCOUNTS,

We believe that the audit evidence we have obtained i ls sy n:lent and appwprlate 1o pravide # basis for’
our audit oplr\lon

OPINION

(n our opinion, the Consolidated accounts give a true and fair view of the state af atfairs af the dank
and of the Group a3 at 31 Gecember 2006 and of the Group's pralit and cash flows for the yeas then
ended in accordance with Hong Kang Financial Reporting Standards and have been propesly prepared in
accordance with the Hong Kong Companies Ordinance,

KPMG
Certified Public Accountants
Bth Flgor, Prince's Building -
10 Chater Aoad .
Central, Hong Kong - .

" Wang Kong. Bth Fehruary, 2007

CONSOLIDATED PROFIT AND LOSS ACCOUNT
For the year ended 3 151'December, 2006

2006 10085
Notes HK3"000 HXE'000
Interest income |' ’ . 3 12,865,593 7.806,534
interest expense . 4 {7,999.,958) (4,046,276}
Net interest incorny 4,865,635 3,760,158
fee and commission Income . 5 1.898.683 1.598, UDU
~Fee and commission expense AL )

Net fee and commission R 1,610,738 1,368, |D4
Net tradh n? profits [] 586,160 576,024
Net result from financiaf instruments designated at )

fair value through' profit or loss 7 248,177 (42,546)
Other operating income 8 253,607 280,698
Non-interest income 2,698,677 2,192,180
Operating income . 7,564,312 5,952,538
Operating expentes -] {3,465,360) (2,988.047)
Operating prolit befors impairment losses - 4,098.957 " 2,964,491
Impairment lostes on 184ns and advances . 10 (243,848) {141,485)
Write back of/{Charge lor) impalrment losses

on held-1¢-matunty Investments and

available-tor-sale tinancial assats 12,972 {33.555)
‘Write back of{Charge for) Impairment losses

.on associatet 24,560 {6,838}

. Impalrment josses on goodwill 28(a) (23.698) -

Weite back of{Charge for) Impalrment losses

an bank premises 30 27.681 {210,140}
impairment lastes N {202,323) (39‘2,0]8)

BEST AVAILABLE COPY

2008 2005
Notes HKS'00C HK$'0G0
Qperating profit after impairment Josses 3,896,619 2,572,473
Net loss on tale of held-10-maturity investments [£X2] 630}
Net profit on sale of avallable-for-sale financial assets LR 49,938 6,983
Met profit on sale of subsidiariessassociates 1,516 624
Net {lossVproli on sale of fixed assets {B,273) 365,441
Valuation gains on investment areperties ki 137,777 234,221
Share of profils less losses on associates 182,574 33,71
.Frofil for the year before taxation 4,260,194 £ 3,212,843
income tax 12 (714,576) {426,862}
Profit for the year after taxation 3,485,618 2.785%.98)
Attributable to:
£quily holders of the Group LE} 343451 2,748,725
Mincrity interests - 38 £1.107 37,256
Prafit after taxation 3,485,618 2,785,981
r——— TS SEER——
Appropriations:
Dividends attributable to the year 14
Interim paid 661 663 496,127
Final paid in respect of previous year 1,702
Final proposed 1 596 645 1,404,514
HKE HKS
Earnings per share
Basic 15 2.24 1.83
Dituted 15 2.22 1.82
CONSOLIDATED BALANCE SHEET
As 3t 315t December, 2006
2006 2005
Notes HKS'000 HKS 000
ASSETS
Cash and balances with banks and
other finangial institutipns i9 8,317,746 4,525,587
Placements with banks and other
financial institutions 20 66,864,045 4%,347.255
Trade bills 21 620,451 612,587
Trading assets 22 2,937,534 3,245,579
Financial assets designated at fair vatue
through profit or lois 22 B.643,479 10,157,707
Advances to customers and other accounts 24 175,096,666 144 B36, 789
Available-for-tale Tinanclal assets 25 12,002,197 8,399,121 -
Held-to-maturity investments 25 10,249,359 13,016,959
Investments in associates 28 1,076,738 764,580
Flxed assets 30 5,749,605 5,355,899
= Gine roperty 1nd exuiomed [ od5sst]
* = Other property and equipment 4,461,064
Goodwill and intangible assets 29 605,376 LA54, 550
Deferred tax assels 3208 35,169 38,469
Total Assets 294,202.317 238,799,482
EGUITY AND LIABILITIES
Deposits and balances al banks and .
ather financial institutions 301L), 38ic) 31.959.182 13,785,419
Deposits fram customery 390), 35%(c) 209,524,220 115,894,925 -
Trading liapHities 33(& 942,595 1,936,999
Certificates of deposit Issued 6,998,407 5,431,391
- At fair value through profit or lass R:EENR:) D B
- At amortised cost 5,054,456
Current taxation 32¢a) 3.0 g
Deferred 1ax labilitles 3205 598,118
(Other accounts and pravisions A3(b} 8,046,654
Loan capltal 34 8,154,3)
- AL fair value through profit or s
- At amortised {ost
Total Liabilites<
Share capita ek 36 3,875,355 1,775,575
Reserves L3 3 - -37 23,387,599 20,421,730
)
Tota! equit’ able to equity holders ; 3
of the C 27,262,954 24,197,365
Minarity it 28 381,775 207,163
Total £qul 27,644,729 24,404,528
Fotal Equity | 254,202,317 234,799,482




The Standard Thwsday, Fetvuary, 22, 2007

NOTICES B19

§ BEAMTNR
BALANCE SHEET
As at 31st December, 2606
) 2006 2005
Notes HKS$0go HK3000
ASSETS .
Cash and balances with banks and .
other financial institutions 19° 8,072,113 4,376,415
Placements with banks and other
financial institutions 20 65,106,221 45,052,614
Trade bills 21 £20,463 612,587
Trading assets P2 2.89%,883 3,227,606
Financial assets designated 2t fair value '
through profit or loss . 23 8,614,375 10,137,933
Advances to customars and other accounts 24 167,694,747 139,281,085
Amaunts due from subsidiaries 31{a) 1,934,495 1.728817
Available-fer-sale financial assets 25 10,101,535 7,704,002
Held-ta-maturity investments 26 3.334,876 11,294,569
{nvestments in subsidiaries 27 2,792,703 2,121,229
Investments in associates 28 239,890 119,603
Fixed assets ~ 30 5475115 5, 121 398
- investment properties L3416, bad
- Other progerty and equipment 4,158,360 4 141 918
Goodwill and intangible assets 29 1,460,279 1,460,29
Deferred tax assets 32(b) 22,905 30,233
Total Assets 284,359,613 232,248,563
© EQWITY AND LIABILITIES
Deposits and balances of banks and - - .
other financlal institutions 35(b), 35(c) 31,741,621 13,605,141
Depasits from customers 39(h), 38(c) 202,463,214 165,890,788
Trading liabilities EELEN 934,375 1,935,069
Certificates of deposit issued - 198,407 £,631,351
- At fair value through profit or Joss : 43,8 0478
' — Al amortised cost 5,583,739
Amgunts due to subsidiaries 31(b) G852,
Current taxation 32{a) 248,583
Deferred tax liabilities 32th} 626,803
Other actounts and provisions 33(b} 4,735,449
Loan capitat 34 4,274,858
— At fair value through proflt o Ioss 4,855
- At amertited cost
© Total Llabilities 208,804,
Share capital 36 3,875,355 3,775,575
Reserves 37 20,%8%,853 18,672,428
Total equity atrributable 1o equity holders of the Bank 24,865,248 22,448,013

CONSOLIDATED CASH FLdW STATEMENY
For the year ended 21st.Decamber: 2006

Notes

OPERATING ACTIVITIES
Profit for the year before taxation

Adjustments for: '
Charge for impairment losses on lcans and advances 10
(Write back ofl/charge for impairment allowances. .
on 'held-to-maturity investments, availzble-for-sale
financial assets and associates
Share of profits less losses of associates
et loss on sale of held-to-maturity investments
Net profit on sale of available-for sale financial
assets, subsidiaries and associates
Net loss.'(proht) on sale of fixed assets
- Interest expenses en joan capial, cemh(ates of
deposit and bands issoed
Depreciation on fixed assets
Amortisation af intangible assets - 9
Impaliment losses on goodwilt
(Write back ofl/Charge for |rnpa|rmenl Iosses
on bank premises .
Dividend income from avanlahle‘for sale
financial assets
Revaluation gain on certificates of deposit
and ioan capital issued
Valuation gains on investment propemes
Transter to capital reserve for siaff share cptions

a0

OPERATING PROFIT BEFORE CHANGES N
WORKING CAPITAL
(increase)decreasa in upemlng assets:
Placements with banks and other financial
institutions with original maturity beyund
three months
“Trade bills
Certificates of deposn held with original maturity
beyond three months
Other investrents in securmas -
Trading assets
Financlal assets deslgnalad at fair value. through
profit or loss
Advances to customers |
Advances to banks and other financial msmu\nuns
Treasury bills with original maturity beyond
three months
'Held-to-maturity debt securities and
investment securities -

Total Equity and Liabilities 294,369.613
=

CONSOLIDATED SUMMAKY STATEMENT OF CHANGES 1N EQUITY
For the year ended 31st December, 2006

232,248,563
e

. 2005 1005
. Notes HK$'000 HKS' 000
Total equity at st January *24,404,528 22.454,582
Net income recognised directly’in equity .
{Recognitionkreleasa of nat deferred tax liabilities in R
— Ravaluation reserve on bank premises 37(c) (11,19%) 37,818
- Investment revaluation reserve on -
available-for-sale financial assets 37y (109,777) -
Revaluation surplus on bank premises . .
transferred to investment properties - 37(c) . 69,444 12,429
Capilal teserve on share-based transactiens 32(g) " 22,067 29,796
Reversal upon disposal of available-for-sale
tinancial assets 37th) (41.755) -
Changes in fair value of avallable-for-sale .
financiai assets <t 37th) 53,701 359,477
Exchange and other adjustments 37{f), 37{h). 38 107,042 27,875
689,516 467,395
Net profit far the year '
Attributable to:
Equity holders of the Group EXiol 3,434,513 2,748,725
Minority interests 38 51,107 37,256
3485618 ' 2,785.981
Total tecognised income and expensas for the year *
(of which HK$S1,107,000 (2005: HK$37,256, OGO) y N
is attributable to minority interests) 4,175,134 3,253,376
Dividerids declared or approvad during the year 370 . (2,072,519} {1.691,428)
Mavements in sharehoklers’ equity arising from
capital transactions with equity helders -
of the Group: .
Shares issued under 5taff Share Gptlon Schemes 36, 37(a) 415,523, 70,638
_ Shares issued in lieu of dividends 37(8) - 599,825 313,034
Capital fee 37(a) (251) {58)
1,015,007 383614
Movements ip minority interests .
Acquisition of subsidiaries | 38 a75
(increase)/decrease in shareholding 38 3,409
Share of revaluation surplus of av:ﬂable-icr—sale
financial assets EL) -
-4,384

Baiance as at 315t December

24,404.528
e ——

ilable-for-sale fmanclaI assets
Intangible assets
Othar accounts and accrued interest
Deferred tax assets

Increase/{decrease) in cperating llabiilties: ~
Deposits and balances of banks and
other financial institutions
Deposits. from custamers
Trading liabilities
Other accounts and pm\usicns
Deferred tax liabiities -
Exchange adjustments

NET CASH INFLOW FROM OPERATIONS
Income tax paid

Hong Keng profits tax paid
« Overseas profits tax paid

MET CASH FLOWS GENERATED FAOM
OPERATING ACTIVITIES

INVESTING ACTIVITIES

ends received from associates .
Dm ends raceived from avaulable-for-saLe

equity securities

Purthase of equity securities
Proceeds from sale of equlty securities

- Purchase of fixed assets
froceeds from disposal of fixed assets
Purchase of associates |
Ingrease in shareholding in an associate
Proceeds from disposal of associates
Purchase of subsidiaries
Decrease in sharahp{ding in a subsidiary

‘30

#2(a)

MNET CASH (USED IN)/GENMERATED FROM
INVESTING ACTIVITIES .
EINANCING ACTIVITIES
Crdinary dividends paid
Jssus of ordinaty shale capltaF
Issue of laan capial
Redemption of loan capital
Capital fee paid on increase in issuad share capital
Iesue of cerlificates of depasit
Redernption of umlh:ates af deposit issued
[nterest paid on loan capital
Interesi paid on certificates of deposit issued

36, 37{a)

376

NET CASH (USED IN]fGENERA'I'ED FROM
FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT 15T JANUARY & 42{(b)

. CASH AND CASH EQUIVALENTS

AT 315T DECEMBER 42(6)
Cash flaws from operating activities included:

Interest received

Interest paid

Dlvidend received

P2
2006 2005
HK$'000 | HKS'060
4,260,194 3,212,843
243,848 141,485
(37,532) 40,393
{182,574) (33,731)
17 a3t
(51,514) (7.607)
8,273 {365,441)
707,185 655,018
299,074 258,563
2,231 -
23,698 -
(27,681} 210,140
T@rso)tt T (34,153)
16.771 {1B0,954)
(137,777} {234,221)
22,067 19,796
5,118,779 ) 3,692,761
(867,011} 6,506,833
(7.833) 788,603
- 1,773,884
- . 8,715900
(688,690) {1,750.929)
1,514,228 (10,157,707)
{27,424 381) {20,985,660)
(29,98%) {141,144
- 486,269
2,749,309 (898,529)
(256,245) (1,149,432}
(15.217) -
(2,505,012} £30.214
{700} “48,993
18.172.986 4,213,762
33,133,134 12,157,260
(994,404) 1,936,959
1,132,006 709,983
(206,175} (216,268}
{30,781} (25.019)
26,797,998 6,344,792
(459,723) -(208,534)
(204,171) (B4,248)
28,134,104 6,052,010
21,897 19,149
27,501 34,153
(1,655,473) {207,815)
40,925 87,23
(51 1,367) (603,150)
59.966 1,083,698
(56,479) -
- (23.714)

5,
{13,881}
4000

(2,083,725} 384,758
(1,472,654) {1.378,394)
415,523 70,
. 3878825 4,264,728
5263,690) . [
(58)
7.798.252 8,560,806
)198009) (6,328,514 -
{399.797) (324,833}
{301,3551) (225,514}
(1,625,392) 4,642,859
24,424,987 11,079.627
52,283,962 41,204,335
75,708,949 52,283,962
13,861,533 8818125
.971.057 1634,300
44227 45,466
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NQTES ON THE ACCOUNTS

1. PRINCIPAL ACTIVITIES
The Bank and its subsidiaries {the "Group™) are engaged in the provision of banking and related

financial services. and business, corporate and investar services. .
2. SIGNIFICANT ACCOUNTING POLICIES -

Statemant of Compliance R
These a¢counts have been prepared in accordance with all applicable Hong Keng Financial
Apporting Standards {"HKFRSs™). which collective term includes all applicable individuat
Hong Kong Financial Reporting Standards; Hong Kong Accounting Standards (*HKASs"),
and Interpretations issued by the Hong Kong institute of Certified Public Accountants
(~HKICPA*), accounting principles generally accepted in-Hong Kong and the requirements
af the Hang Kong Companies Ordinance. In addition, these accounts comply fully with the
quideline on “Financial Disclosure by Locally Incorporated Authorized Institutions™ under
the Supervisory Policy Manual fssued by the Hopg Kong Monetary Authority. These accounts
also comply with the applicable disclosure provisions of the Rules Governing the Listing of
Securlties an The Stock Exchange of Hong Kong Limited. A summary of the significant
accounting policies adopted by the Group is set out below. .
The HKICPA has issued certain new and revised HKFRSs that are first effective or available
for early adoption for the current accounting period of the Group and the Bank, The
adoption of these new and revised HKFRSs did not result in significant' changes to the
Group's and the Bank’s accounting policies applied in these accounts for'the years presanted.
Basis of Praparation of the Accounts .
The accounts for the year ended F1st Decamber, 2006 comptise the Group and the Group's
fnterest in associates. .-
The measurernent basis used in the preparation of the accounts is historical cost except that
the following assets and liabilities are stated at their fair value as explained in the accounting
policies set out below:
- financial instruments classified as trading, designated at fair value through profit or
loss and available-for-sale (Note 2{f)i}): and
- investment properties {Note 2(h){ii)} .
The preparation of accounts in confermity with HKFRSs raquiras managament to make
judgements, estimates and assumptions that affect the application of policies and repoited ,
amounts of assets and liabilities, income angd expenses. The estimates and associated

assumnptions are based on historical experlence and varioys other factors that are believed |

10 be reasanable under the circumstances, the resuits of which form the basis of making

the jud%gmems about carrylng values of assats and liabilities that are not readily apparent

from other sources, Actuat results may differ from these estimates.,

The astimates and underlying assumptions are reviewed on an gngoing basis, Revisions to

accounting estimates are recognised in the period in which the estimate is revised if the

reviston affects only that period, or In the period of the revision and future perlods if the

revision affects both current and future periods. .

Details of j 1ts made by manag: in the application of HKFRSS that have significant

effect on the accounts and estimates with a significant risk of material adjustment in the

next year are set out In Nate 48, !

Basis of Consolidation

{i) Subsidiarias and minarity interests N N
The consolidated accounts include the accounts of the Bank 2nd all its subsidiaries
made up 10 315t December each year. Subsidiaries are entities controlled by the
Group. Control exists when the Group has the power tg govern the financial and
operating policies of an entity s¢ a% to obtain berefits from its activities. In assessing
control, potential vating rights that presently are exercisable are taken intc account.
All'material intercompany transactions and balances are sliminated on consolidation.
The rasults of subsidiaries acquired or disposed of during the year are included in the
consolidated prafit and loss account from or to the date of their acquisition or disposal,

as appropriate. .

Minority interests represent the portion of the net assets of subsidlaries attributable

1o interests that are not owned by the Bank, whether directly or indirectly through
subsidiaries, and In respect of which the Group has not agreed any additional terms
with the holders of these interests which would result in the Group 3s a whole having
a contractual obligation in'respect of those intarests that maet the definition of a
financial liability, They are presented in the consolidated balance sheet and consolidated
summary statement of changes In equity within equity, separately from equity
attributable ta equity holders of the Group. Minority interests in the results of the
Group are presented on the face of the conscolidated profit and loss account as an
allocation of the net profit for the year between minority interests and equity holders
-of the Group. .
In the Bank's balance sheet, its investments in subsidiaries are stated at cost less any
impairment losses {Ncte 2(k)). .
i) - Assoclates : .
An associate is a company in which the Group or the 8ank has significant influence,
but net contral ar jeint contrel, over its management, including participation in the
financlal and operating policy decisions.
An investment in an associate is accounted for in the consolidated -accounts under
the equity method and is initially recorded at cost and adjusted thereafter for the
pest-acquisition change in the Group's share of the asspclate’s net assets.
Tha consolidated profit and loss account reflects the Group's share of the post-
acquisition, post-tax rasults of the assoclates for the year, including any impairment
tass on goodwlil relating to the investment In associates recegnised for the year in
accordance with Notes Z{j} and 2(k). :
When the Group's share of losses exceeds [15 interest in the assoclates, the Growp's
interest is reduced to nil and recognition of further losses is discontinued except 1o
the extent that the Group has incCurred iegal or constructive obligations or made
payments on behalf of the associate, For these purposes, the Group's interest in the
associate is the carrying amount of the investment under equity method together
with the Group's long-term interests that in substance form part of the Group's net
investment in the asscciate. )
Unrealised profits and losses resulting from transactions between the Group and its
asscciates are eliminated 1o the extent of the Group's Interest in the assaciates,
excapt when unrealised lostes provide evidence of an’impairment of the asset
transferred, in which case they are recognised immediately in profit or loss. .
The Bank accounts for the results of associates to the extent of dividends received,
Investments in associales are staied at cost less any impairment losses (Note 2{x)).” ~
Translation of Foreign Currencies - .
Transactiens in inreia‘n currencies are translated into Hong Knng dollars at the rates of
exchange ruling at the transaction dates. Monetary assets and lisbilities denominated in
foreigh currencies are translated into Hong Kong dollars at the rates of exchange ruling at the
balance sheet date, The exchange differences are deait with In the profit and loss account.
Naon-monetary assets.and liabilities that are measured in terms of historical cost in a foreign
cursency are translated inte Heng Kong dollars using the foreign exchan?e rates ruling at
the transaction dates. Non-manetary assets and liabilities denominated in foreign currencies
that are stated at fair value are translated using the foreign exchange rates ruling at the
dates the fair vaive was deternilned. . .
Exchange differences relating to investments at fair value through profit or loss and derivative
financial Instruments are included in gains less losses from trading securities or financial
instruments designated_at fair value through profit or loss. All other exchange differences
relating to monetary items are presented as gains less lossas from dealing in foreign currencies
in the profit and loss account, - . - -
The results of foreign operations are translated into Hong Kong dollars at the exchange

.rates approximating the foreign exchange rates ruling at the dates of the transactions.

Balance sheet items, including goodwill arising an consolidation of foreign operations acquired
on or after 15t January, 2005, are translated into Hong Kong dollars.at the foreign exchange
rates ruling at the balance sheet date. The resulrin? exchange differences are recognised
directly in a separate component of equity. Gooadwill arising on consalidation of a foreign
operation acquired before 1st January, 2005 is translated at the foreign exchange rate that
appiied at the date of acquisition of the foreign operation. .

. P.3

On disposal af a foreign enterprise, the cumulative amount of the exchange differences
which relate ta that foreign enterprise is included in the cakulation of the prefit er loss on
disposal. .
Revanue Recognition .
Provided it is probable that econemic benefits will flow to the Group and the revenue and
¢ests, If applicable, can be measured reliably, revenue is recognised in the profit and loss
account as follows. -

Interest income for all interest-bearing financial Instrurments, except those classified as held
for trading or desiFnated at fair value through prefit or Ioss, are recognised as interest
income in the profit and loss account on an accruals basis using the etfective interest
method. . - .

The effactive interest method is a method of calculating the amortised cost of a financial
asset and of allocating the interest income over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash payments or receipts through
the expected life of the financial lnstrument or, when appropriate, a shorter period to the
net carrying amount of the financial asset. When calculating the effective interest rate, the
Group #stimates cash flows considering all contractual terms af the financial instrument but
does not consider tuture credit losses. The calculation includes all fees and points pald or
received berween parties 10 the contract that are an integral part of the effective interest .
rate, wransaction costs and all other premiums or discounts,

For impaired loans, the accrual of interest income based on the criginal terms of the loan is
discontinued, but any increase.in the present value of impaired loans due to the passage of
time i reported as interest income.

Met income from financial instruments designated at fair value through profit or loss and
net trading income comprises alf gains and lesses from changes in fair value {net of accrued
coupen) of such financial assets and financial liabilities, tu?elher with interest incomea and
expense and dividend income attributable to those financial instruments.

Fee and commission inceme is recognised in the profit and foss account when the
correspending service is provided, except where the fee is charged o cover the costs of a
continuing service o, or risk borne for, the customer, or s interest in nature. In these cases,
the fee is recognised as income in the accounting pediod in which the costs or risk is
incurred and is accounted for as interest income, .

Origination or cornmitment fees recejved/paid by the Group which result in the creatian ar
1ion of a financial asset are deferred and recognised as an adjustment to the effective
interest rate. If the commitment exaires without the Group making a lean, the fee ix
recognised as revenue on a straight-line basis over the commitment period.

Finance income implicit in finance leases is recognised as interest income over the period of
ihe Jease so a3 to produce an approximately constant periodic rate of return of the

- putstanding net investment in the leases for each accounting period.

Rental income received under aperating leases is recogrised as other operating income in
equal instalments aver the periods covered by the lease term, except where an alternative
basts is more representative of. the pattern of benefits to be derived frem the leased asset.
Lease incentives granted are recagnised in the profit and loss account as an integral part of
the aggregate het lease payments receivables. Contingent rentals receivable are recognised
a3 income in the accounting period in which they are earned,
Dividend income from unlisted investments is recognised when the shareholder’s right to,
receive payment is established, Dividerd income from listed investments is recognised when
the share price of the investmeant is quoted ex-dividend.
Financlal Instruments
(] Initial recognition
The Group classifies its financial instruments into different categories at inception,
depending on the purpose for which the assets were acquired or the liahiiities were
incurred. The categories are: fair value through profit or loss, loans and receivables,
held-to-maturity investrnents, available-for-sale financial. assets and other financial
liabilities. R : .
Financial instruments are measured initiatly at fair value, which normally will be equal
to the transaction price plus, in case of a financial asset or financial liability not heid
at fair value through profit or Ioss, transaction costs that are directly attributable 1o
the acquisition of the financial asset or issue of the financial liability. Transaction
costs on financial assets and finaacial liabilities at fair value threugh profit or loss are

expented Immediately. _
The Group recognises financiai assets and financia! liabilities on the date it becomes a
party 10 the contractual provisions o.f the instrument. A regular way purchase or tale
of financial assets is recognised using trade date accounting, From this date, any
gains and losses arising from changes in fair value of the financial assets or financlal
liabilities at fair value through profit or loss are recorded.

fi)  Categorisation .
Fair value through profit or loss
This category comprises financial assets and finapcial liabilities held for trading, and
those designated at fair value through prefit or loss upon initfal recognition, but
excludes those investments in equity tnstiuments that do not have a quoted market
price and whose fair value cannot.be reliably measured.
Trading financial instryments are financial assets or financial liabilities_which are
acquired or incurred principally for the purpose of trading, or are part of a portfolio
of identified financial instruments that are managed together and for which there is
evidence of a‘recent actual pattern of short-term profit taking. Non-hedging derivatives.
are accounted for as trading instruments. .
Financial instruments are designated at fair value through profit er loss upon initial
recognition when: .
- the assets or liabilities are managed, evaluated and reported internally an a fair

value basis;, - .

- the designation eliminates or significantly reduces an accounting mismatch which
would atherwise arise; .

- the asset or liability contains an embedded derivative that significantly modifies
the cash flows that would otherwise be required under the contract; or
- the separation of the embedded derivatives frem the financial instrument is
prohibjted, .
Financial assets and financial llabitities under this category are carried at fair value.
Changes in the falr value are included in the profit and loss account in the period in
which they arise. Upon disposal or repurchase, the differance between the net sale
proceeds ar the net payment and the carrying value is included in the profit and loss
account, . N .
Loans and receivables
{Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than {a) those that the
Group intends to sell immediately or in the near term, which will be classified as held
for trading: (b} those that the Group, upon initial recognition, designates as at fair
value through profit or loss or as available-for-sale; or (¢} those where the Group may
not recover substantially all of it initial investment, other than because of credit
deterioration, which will be classified as available-for-sale. Loans and receivables malnly
comprise placements with banks and other financial institutions, trade bills and loans
and advances 1o customers.
Securities classified as loans and receivables typically comprise securities issued by the
= same customers with whom the Group has a lending relationship in its wholesale
banking business. Investment decisions for credit substitute securities are subject to
the same ¢redit approval precesses as loans, and the Group bears the same customer
risk as it does for 1oans extended to those customers. Additicnally the yield and
maturity terms ace generally directly negotiated by the Group with the issuer. These
securities include commercial paper, short term debentures and preference shares
tssued by the barrower. .
Leans and receivables and securities classified as loans and receivables are carried at
amortised cost using the effective interest methed, less impairment losses, il any
{Note 2{k)}.
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Held-1o-maturlty investments .

Held-to-maturity investmants are non-derivative linangial assets with fixed or
determinable payments and fixed maturity which the Group has the positive Intention
and ability to hold to maturity, other than {(a) those that the Group, upon initial
recogniticn, designates as at fair value through profit er loss of available far sale; and
(b) those that meet the dafinition of loans and receivables.

Held-to-maturily investments are carried at amortised cost using the effectlve interest

method less impairment losses, H any (Hote 20D

Available-for-sale financial assets

Avallable-for-sale financial assets are nan-derivative financial assets that are designated
at available-for-sale or are not classitied in any af the other thres ulegon‘:s above.
They include financial assets intended to be hetd for an indefinite periol of time, but
which may be sold in response 10 needs for liquidity or changes In the markel
snvironment. .

Available-for-sale financial assets are carried at fair value except (o investments-in
equity securities that do not have & quoted market price in an active market and
whase fair value cannot be reliably measured are carried at cost less impairment
lasses, if any (Nate 2(ki), Unrealised gains and losses atising 1rom changes in the faic
value are recagnised directly in the investment revaluation reserve, except for farelgn

exchange gains and losses on monetary items such as debt securities which are,

recagnised in the proflt and lass account.

When the available-for-sate financial sssets are sold, gains or losses on disposal include
the difference between the net sale proceeds and the carrying value, and the
accumulated Talr value adjustments which are released from the investment revalualion
reserve, . . !

Other finarcial liabilities .

Financial | ies, other than trading liabilities and those designated at fair value
through profit or loss, are measured at amortised cost using the effective interest
method, -

Fair value measurament principles

The fair value of financial instruments is based an their quoted market prices at the
balance sheet date without any deduction for estimated future selling costs.

If there is nd publicly available latest traged price nor a guoted markel price on a
recognised stock exchange or 2 price from a broker/dealer for non-exchange-traded
financial instruments, of i the market for It is not active, the lair value of the
instrument is estimated using valuation techniques that provide a rellable estimate of
prices which could be obtained in actual market transactions,

where discounted cash flow techniques are used, estimated future cash flows are
based on management's best estimates and the discount rate used |s & market rate at
the balance sheet cate applicable for an instrument with simllar 1erms and condltlons.
whera other pricing models are used, inputs are hated on market dsta at the balance
sheet date.

Derecognition . .

The Group derecognises & financlal asset when the cont[actual rights 1o receive the
cash flows from the financial asset expire, or where the {inancial asset logether with
substantially alt the risks and rewards of pwnership, have been transferced.

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

The Graup uses the weighted average method to determine realised gains and losses
1o be recognised in the profit and loss account on derecognition, .

Ciffsetting ) i
Financial assets and financial liabilities are offset and the net amount is reparted in

_ the balance sheet only where there is a iegally enfarceabls right to sal aff the

recagnised amounts and there is an intention to settle on a net basis, or realise the
assei and settle tha liahility simultanecusly,

Embedded derivatives

An embedded derlvatives is 8 companent of & hybrid (combined) instrument that
includes Both the derivativa and a hast contract with the effect that some of the tash
flows of the combined instrument vary in a way similar to 2 stand-alone defivative.
The smbedded decivatives are separated from the host contract and accounted for 23
2 derivative when {a) the economic characteristics and rlski of tha wmbedded derivative
aré not closaly related to the hoest contract. and (b} the hybrid (combined) instrument
is not meaured at fair value with changes in fair value recognised in the profit and
Ipss account, . .

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

tng

g

Cash How hedges . -
_\Where a derivativa financial Instumnaent is designated as a hcd?t of the variavility in
" cash flows of a recognised asset or liability, or 3 highly probabl

e {orecast transaction
and the hedge is etfective, the gain or loss on the derivative financial instrument in
relation 1o the hedged risk is recognised directly in equity.

Fair value hedge .

A fair value hedge seeks to offset risks of changes in the tair value of an existing
astet o liability that will give rise ta & gain or loss being recagniged in the prefit and
loss account. ’ . ;

The hedging instrument Is measured a1 fair value, with fair value changes recognised
in the profll and loss account. The (lrryin? amount of the hedged [tem It adjusted bz
the ampunt of the changes in fair value of hedging instrument attributable 10 the risl
being hedged. This adjusiment is 1ecognised in the profit and loss account ta offset
she effect of the gain o+ 1ot on the hedging instrument. .

_. The Group currently does nol use hesging accounting.
{h) Propw
ti}

rties -

Bank premises ase stated in the balance sheet at cost or at Directors’ valuation, by
reterence 1o an independent professional valuation, less accumulated depreciation
and accumulated impairment loss {Note 2(k}).

When a deficit arises on fevaluation, it will be charged to the profit and loss account,
1o the extent that i1 axceeds the amaount held in the bank premises revaluation
reserve in respect of that same asset immadiatety pilor to the revalvation; and when a
surplus arises on revalyation, it will be credited 10 1he profit and loss account, to the
extent that a deficit on revaluation in respect of that same atset had previously been
charged to the profit and loss account, R

In preparing these accounts, advantage has been taken of the transitional grovisions
sat out in paragraph 804 of HKAS 16 “Property, Plant and Equipment” Issued by the
Hang Kong Insutute of Certified Public Accountants, with the effect that bank pramises
have not been revalued to fair value at the balance sheet date, ’

Investment propertles are praperties which are held either 10 earn rental income or
far capital appreciation or for bath. Investment properties are stated at fair value.
Investment properties are valued anaually by extetnal Independent valuatipn companies,
having an appropriate recopnised professional quatification and re¢ent experience in
the location and calegory af property being valued. The ialr values are based on
market values, belng the estimated amount for which a property coutd be exchanged
on the date of valuation between a willing buyer and a willing seller in an Frm’s
Ilength transaction after proper marketing wherein the parties had each acted
knowledgeatly, prudently and witheut compulsion. No allowance has been made in
the valuations fer any chaiges, mortgages or amounts owing on the properties nor
any expenses or 1axation which may be incuried in effecting a sale.

Any gain or Joss arising from a change in fair value Is recognised in the income

::alerger;\. Hental incoma from investment property is a<counted for 23 described in
ote 2(e). .

[}

[t3]

L)

When a bank property is transferred to investment praperty {ollowing a change in its
use, any differences ansing at the date of transfer between the carrying amount of

the bank property immediately prior to transter and its 1air value is recognised as-a
revaluation of bank premises as described in Note 2(h)i}.

If an investment property becomes owner-occupiad, it is reclassified as bank premises
and its 1air value at the date of reclassification becomes its cost for subsequent
accounting puUreoses.

A property interest under an cperating lease it classified and accounted for as an
investment property when the Group hol ds it 1o earn rentals or for capital appreciation
or both. Any such property interest under an ¢p g lease classified as an i t
property is carried at fair value. Lease payments are accounted for as destribed in
Note 2(I), .

@iy Profit or tass on disposal of bank premises and invesiment properties is determined as
the diffsrence between the net sales proceeds ang the carrying amount of the assel
and i3 recagnised in the profit and loss agcount upan disposal. Any surplus that is
included in the bank premises revaluation reserve of the related bank premises disposed
is vansferred to the general reserve.

Amortisation and Depreciation

[} Fank premises .

Freehcld land is not amortised. Leasehcld land held for pwn use under an operating
Jease, the fair,value of which cannot be measured separately from the fair value ot a
bullding situated thereon at the inception of the lease, is accounted for as being held
under & finance lease. Leasehold jand 13 amortisad on 2 straight line basis over the
remaining term of the leasa. Buildings sre depreciated on a straight line basis at rates
calculated to write off the cost or valuation of each building over its estimated usetul
life of 50 years or the remaining fease period of the land on which it is situated,
whichaver s the shorter. - .

Investment properties are not cdepreciated.

(i) Other fized assefs
Other fixed assets are siated in the balance sheet at cost less accumulated depreciation,
which i3 calculated on a straight line basis to write off the assets over their estimated
useful lives from 4 16 20 years.
Goodwill
Gocdwill represents the excess of the coit of a business combination or an investment In an
astociate over the Group's interest in the net faic value af the acquiree’s identifiable assats,
liabilities and contingent liabilities. | g

Goodwill is stated at cost less any acgumulated Impairment losses. Goodwill is alocated to
caih generating units and Is tested annually for impalrment {Note 2(k)). n respect of
sssociates, the carrying amount of goodwill s included in the carrying amount of the
interest in the associates. . |

Any excess of the Group’s interest in Lhe net 1alr valug of acguiree's |dentifiabie assets,
Jiabllities and contingent liabilities over the cost of a business combination or an investment
in an assodi is recognised immediately in the profit and loss account.

On disposal of & cash generating unit, or an asscciate during the year, any aftributable

amount of purchased goodwill is included in.the ealculation of the profit and loss on’
disposal. .

impairmant of Assets .

At gach balance sheet date, the carrying amount of the Group's assets are reviewad 10
determins whether there is objective evidence of impairment. 1f internat and external Lpurces
of information indicate such svidence exists, the carrying amount is reduced to the estimated
recoverable amount and an impairment loss is recognised in the prefit and loss account.

() Loans snd receivables

The impalrment losses of loans and receivables are measured as the difference betwaeen -

the asset’s carrying amount and the present value of estimated future cash flows
discountad at the asset’s al effactive interast fate (i.e. the effective Interest rate
computed at initial recognition of these assets,) Receivables with a short duration are
not discaunted if the effect of discaunting is immaterial.

The total ailowance for impairment losses consists of twp components: individual
Impalrment p!lowances,_and collectlve impalrment allowances.

The group first assesses whather objective evidence of impairment exists individually
for financial assets that are individuaily significant,.and in idually or collectively for
financial assets that are not individually significant. (f the Group determines that no
sbjective evidence of impairment exists for an individually assessed financial asset,
whether significant or not, it includes tha assel in 3 group of financial assets with
similar cr isk characteristics and collectively assesses them for impairment. Assets
thal are individually assessed for impairment and for which an impalrment loss is or
continues to be recogrised are not included in a colleclive assessment of impairment.

The Iindividual impairment allowance it based upon management's best silimate of
the present value of the cash flows which sse expected 1o be received discounted a1
the ariginal effective interest rate. In astimating these cash flows, management makes
judgaments aboul the borrower's financial situation and the net realizable vaiue of
any underlying collateral or guarantees in favour of the Group. Each impakred aiet is
assesyed on its own merits, .

In assessing the need for collective loan-loss allowances, management considers factors
such as credit quality. portiolio size, concentrations, and economic factors. In order
to estimate the required allowance, the Group makes assumpiions both to define the
way the Group maodels inherent losses and ta determine the required input parametérs,
pased on historical experience and curreni economic condltions. .

The accuracy of the impairment 2llowances the Group makes depends on how well
the Group can estimate future cash fiows for individually assessed impairment
allowances and the model assumpticns and parameters used in deterrnining collective
impairment allowances. While this necessacily involves judgment, the Group believes
that the impairment allowances on loant, and sdvances to CUSTOMETS are reasonable
and supporiable.

All loans and receivables ate reviewed and analysed periadica"g. Any subsequent
changes to the amounts and timing of the expected future cash flows campared 1o
the prior estimates that can be linked objectively to an event occurting alter the
write-down, will result in a change in the impairment allowances on loans and
receivables and wil be charged or cledited to the profit and loss acgount. A reversal
af impairment losses is limited to the loans and receivables’ carrying amount that
would have been determined had no impairment loss been recognised in prior years.

Where thers is no reasonable prospect of recovery, the loan and the related intecest
receivables are written off. . B

(i) * Held-to-maturity investments .
lmrairment on held-to-maturity investments is considered at both an indlvidual and
collective level. The ingividual impairmaent allowance is rmeasured as the difference
between the asset’s carrying ameunt and the present value of estimated future cash
{lows, discounted at assel’s criginal effective interest rate, where the effect of
disgounting is material. .

a3l significant assets found not to be individually impaired are then coliectively assessed
for any impairment that bas been incurred but not yet identified. Assets that ate no1
individually significant are then collectively assessed for impairment by grouping
together financial assets with similar risk characteristics.

If in & subseguent period the amount of .an impairment loss decreases and the decrease
¢an be linked cbjectively 10 an event o<curring after the impairment lots was
recognised, the impairment loss Is reversed through the profit and loss account. A
reversal of impairment losses is Himited to the asset’s carrying amount that would
have been determined had no impairmant loss been recagnised in prier years. .
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i} Available-for-sale financial assets - . .

When there is objective evidence that an available-for-sale financial asset is impaired,
the cumulative foss that had been recognised directly in equity it removed from equity
and is recogrised in the prafitand Joss account, The amount of the cumulative joss
that is recognised in the profil and loss account is the diffesence between the
acguisition cost (net &f any principal repayment and amortisation) and current fair
value, less any impairment loss on that asset previously recognised in the prafit and
fos3 aczount. .

For unquoted available-for-sale equity securities that are carried a1 cost, the impairment
loss is measured as the differenceé between the carrylng amount af the.equity securities
and the present value of estimated future cash flows discounted at the current market
rate of return for a similar financial asset, where the effect of discounting is material.

Impairment losses recognised in the prefit and loss account in respact of available-for-
sale equity securities are not reversed through prafit and loss account. Any subsequent
Inceease in the fair value of such assets is recognised directly In equity. -

Impalrment losses in respect of available-for-sale debt sacurities are reversed if the
subsequent increase in fair value can be objectively related 10 an event occurring after
the impairment loss was recognised. Reversals of impafrment Josses In.such
circurnstances are recognised in the profit and loss sccount. . - )

fiv)  Other assers . .
internal and external sources of information are reviewed at each balance sheet date
to identify indications that the following assets may be impaired or, except in the
case of goadwill, an impairment Joss previously recognised ne longes exists or may
have decreased: Co . - T

- property and equipment {ather than propariles carried at revalued amounts);
- investments in gub‘s-idiirles and associates
- goodwill; and - :

"= intangible assets

Uf ary such indication exists. the asset's recoverable amount it estimated. In addition,
for goodwill, the recoveradle amount is estimated annually whether ar nat there is
#ny indication of impairment, . ‘ R

Calculation of recoverable amaunt )

The recoverable amaunt of an assel is the greater al its net selfing price and value in
use. It assessing value in use, the estimated fulute cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments
af time value of money and the sisks specific 1o the asset, Where an:asset does not
generate cash inflows iargely independent of those from other assets, the recoverable
amaunt it determined for the smallest group of .assets that generates cash inflaws

vtly (2.8 h-g ating umit).

Recognitian of impairment losses

’ . An impairment Joss is recognised in the profit and loss account whenever the carrying
amount of an asset, or the tash-generating unit to which it belongs, exceeds its

recoverable amount, Impairment Iosses recognised in respect of cash-generating units |

are allocated first to reduce the carrying amount of any goodwill aliocated to the
cash-generating unit {or group of unltsy and than, to reduce the carrying emount of
the other assets in the unft (or group of units) on a pro rata basis, excapt that the
carrying value of an asset will not be reduced below its individual 1air value less costs
1o sell, or value in.use, if determinable, . . .

Reversals of impalrment losses . ! °

In respect of assats other than goodwill, an impairment loss {s revers«d if there has
been a favourable change in the estimates used to determine the recoveratie amount.
An impairment I¢s5 in respect of goodwill is not reversed. L '

A revarsal of impairment losses is limited 1o the a3tet’s carryimg amgunt’ that wouid
have been determined had na impairment loss begn recognised in prior years”

Reversals of impairment kasses are credited (o the profit and loss accouint in the ‘year
In which the reversals are recognized. - . B L

) interim financial reporting and impairment .
Under the Rules Governing the-Listing of Securities on the Stock Exchange of Hong
Kong Limited, the Group is required to preparg an interim financial report in compliance
with HXAS534, Interim financial reparting, in respect af the first six months af the
year, At she end of the interim period, the Group appliss the same impairment
usu‘n%_ recognition, ang reversal criteria a5 it would at the end af the year.
(Note 2{kXi) to (V) . - . . -, '

nt losses recognised in an interim periad In respect of gaodwill and availabfe-

quity securities carriad at cost are not reversed in a subsaquent period. This

case even if no loss, or a smaller loss, would have been recognised had the

im’;nirmgnl been assessed only at'the end of the year 10 which the interim period
refates, . ' Ty

Laazed Assats 5 B

Leases of assets under which the lessee assumes substantially all the risks and benefits of

- pwnership are classified as finance leases. Leases of assets under which the lessor has not

transferred all the risks and Genelits of ownership are classi

i) Assets heid under finance leases - .
The amounts due from lessees in respect of finance {eases are recordad in the balance
sheet as advances to customers at the amounts of et investment which represent the
total rentals receivable under fingnce leases less unearned income. Revenue arising
fram finance leases is recognised in_accordance with the Group’s revenue recognition
policies. as set out in Note 2(e}. : . . ) L0

(i} Assels heid for use in operating faases )
Where the Group leasss out assets under. operating leases, the ieased asiets are
tncluded in the balance sheet according to theit nature and, where applicable, are
. depreciated in accordance with the Group's dapreciation policies, a3 set out in Note 2().
tmpairment losses are accounted for in accordance with the sccounting policy as set
out ih Note 2(k). Revenue arising from operating leases is recognised in accordance
with the Group’s revenue recognition policies, 23 set put in l_doll 2e).

d as operating Ieases,

era the Group has the use of assets under operating leases, paymaents made under
the Ieases are charged to the profit and lass account in equal instalments over the
sccounting pesiods covered by the lease term, except where an alternative basis is
more sepresentative of the pattern of benefits to be derived from 1he leazed asset.
Lease incentives réceived are recognised in the profit and toss account a3 an integral
part-of the sggregate net fease payments made. Contingent rentals are charged 1o
the prafit and‘ oss account in tha accounting pericd in which they are incurred. -

Repotsassion of Assets . .

In the recovery of impaired {gans-and advances, the Group may take possesiion af the
collateral assets through court precesgings ar voluntary delivery of possession by the
borrowers. In accardance with the Group's accounting pelicy set out in.Note 2{k), impairment
allowances for impaired loans and advances are malntalned after taking imto sccount the
net realizable value of the collateral assets, usually resulting in a partial write-olf of the
loans and advances agdinst impairment allowances. Repossessed assatls are reporied under
othaer assets it it is highly probable that their carrying amount will be recovered through a
sale transaction rather than through continuing use and the assets are avaifable for sale in
their present canditlon. Related loans and advances are then written off.

Aepossessed assets are recorded at the lower of the amount of the related loans and
agvances al:ld fair value less costs 1o sell at the date of exchange. They. ars not depreciated
or amartised, . : . .

Impairment Iosses o initial classification and on subsequent remeasurement ace recognised

. i the profit and loss account.

rs
Incarne Tax U
{i) Income tax for the year comprises current tax and movements in deferred 1a: assets
and liabilities. Cursent tax and movements in deferred tax assets and liabilities are
recogrised in the predit and loss account except to the extent that_ they.relatl 0
itams recognised directly in equity, in which case they are recognised in equity.

(it Current tax i the expected tax payable on the taxable income for the year, using tax
rates enacted or substantivety enacted a1 the balance sheet date, and any adjustment
o tax payabie in respect of previous years, .

" Deferrec tax astets and liabilities arise from deductible and taxable temporary
differences respeciively, belng the ditferences betwegn the carrying amounts of assets
ang lrabilities for financial reporting purposes and their tax bases. Ceferred tas assets
also arise from unused tax iosses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and al deferred tax
assets to the extent that i1 is probable that future taxable profits will be available
against whigh the asset can be ulilised, are Tecognised. Future taxable protits that
.may suppor 1ha recognition of deferred tax assets arising from deductible temporary
differences incluge those that wilt arise from thae reversal of existing taxable temporary
ditference, provided those differences relaie to the same taxation autherity and the
same taxable entity, and are expected to reverse eilher in the same pericd as the
expecied reversal of the deductible temporary difference or in periods into which a
tax loss arising from the deferred tax asset can be carsed back or forward. The same
criteria are adspted when determining whether existing deductible termposary
diffarences suafort the recognition of deferred 1ax assets arising {rom vnusec tax
tosses and credits, that is, those differences are taken into atcoum if they reiate to
{he same laxation suthority and 1he same taxable entity. and are expected to reverse
in a period, or periods, in which the tax loss or credit can be utilised.

The limited sxceptions to recagnition of deferred tax assets and liabilities are those
ternporary oiflerences arising from goodwill not deductible for tax puiposes, the
initial recognition-of astets or liablities that affect neither accounting nor taxable
peolit {pravided they are not part of a business combination), and temporary differences
relating 1o {Avestments in subsidiaries to the extent that, in the caie of taxable
ditferences,-dhe Geoup Controls the timing of the reversat and it is probable thal the
differences will not reverse in'the foreseeabte future, or in the case of deductible
differences, uniess it is probabla that they will reverse in the future.

The amaunt of deferred tax recognised Is measured based on the expected manner of
realisation or setttement of the carrying amount of the assets and lia S, using tas
rates enaciled of substantively enacted at the batance sheet date. Deferred tax assets
and liabilities bra not discounted, .

*The carrying amount of a deferred tax asset is teviewed at each balance sheet date
and is reduced to the extent that R i3 no longer probable that sufficant taxable profit
will be available 1o allow the related tax benefit 1o be utilised. Any such reduction is
reversed to the extent that it becomes probable that sufficient taxable profit will be

avallable. .
* Additionat income taxes that arise from the distribution of dividends are recognised
when the llability, to pay the relaled dividends Is recognised. =~ - -

{iv) Current tax balances angd deferred tax balances, and moverments therein, are presented
" separately from each other and are nat offset. Current tax assets are oftset against
current tax labilities, and deferred tax assets against deferred tax liabilities if the
Bank o7 the Group has the lagally enforceable tight to set off current tax assets
against current 1ax labilities and the toflowing additipnal cenditions ara mat;

- in the case,of current tax atsets and liabilities, the Bank or the Group intends
eithar to sattle on a net basis, or 1o realise the asset und settle the liabifity
simultantously: or .

- in the case af delerred 1ax assets and liaGilities, if they relate to income taxes
1evied by the same tazation authority on either:
- thae same taxable entity; or
- diffgrent taxable entities, which in each future period in which significant
- -amounts of deferred tax lisbilities or assets are expected to be settled or
. ecovered, intend to realise the current tax assets and settle the current
- tax liabilities on a net basis or realise and setile simultanecusly.
lnsurance Rasarvas and Provislons for Oatstanding Clalms
Insurance reserves, excepl those attributable to long term business, represent the proportion
of retained premiums written in the year relating to the period of risk from 1st January tn
the following year % the subsequent date of expiry of policies which i5-carried forward as a
pravision lor ungarned premiums and calculated on a daily basis.
The insurance reserve of long term business is ascertained Dy actuarial valuation.
Full provision is made for 1the estimated cost of clalms notlfied but not settled at the
balance sheet date and for the estimated cost of claims incurred but not reported by that
date, after deducti ? the amounts due from reinsurers. Provision has aise been made for
the estimated cost'of servicing ¢laims notifled but not settled at the halance sheet date and
to meet expenses an ¢laims incurred but not reported at the balance sheet date.
These reserves and provisions are classifled as other accounts and provisicns.
Provisions and Contingant Habliities B
Provistons are cecogndsed for liabilites of uncertain timing or amount when the Group or
the Bank has a legal or constructive obligation arising as & result of a past even1, ang it is
probable that an eutflow of economic benefits will be required ta settle the obligation and’
a rellable estimate can be made, Where the time value of maoney is material, provisions are
stated at the present value of the expenditutes expected to settle the obligation, .
Where it is not probable that an autflow of econcmic benefits will be required, or the
amount cannot De estimated reliably, the abligation is disclosed 33 # contingent fiability,
unless the probability of outllow of economic benefits is remote. Possible ohligations,
whose existence wilt only be canfirmed by the accurrence or non-occurrence of cne or more
future events, are atse disclosed a3 contingent liabilities unless the probability of outllow of
economic benafits is femote. , R . .
Emplayse Banetits . ot -
&, farfes, bonuses and feave benefis 3
.- Employes entitements to salaries, annual banuses, paid annuat leave, ledve passage
* . and the cost to the Group of non-monstary benefits are recognised when they accrue
. tg employees. An accrual is made for the estimated liability for arnual leave as a
" result of services rendered by employees up 1o the balance theet date.
Employee eniitiements to sick leave and-maternity leave are recognised when the
absences occur, .
i) Performance-related bonus plan -
* Liabllities for performance-related bonus plan, which aré due wholly within twefve
months after the balance sheet date, are recognised when the Group has a present
. . Ie?al of constructive obligation as a result of services rendesed by employees and 2
" reliable estimate of the obligation can.be made. B
{i)  Retirement berefity . .

Retirement benefits are provided to eligible staf! of the Group. Hang Kong employets

joy retirement benefits under either the Mandatory Provident Fund Exempted ORS0

Scheme (“MPFEDOS”) or the Mandatory Provident Fund Scheme (“MPFS™), Both are

defined contribution schemas. The employer's manthly contribution to bath schemes

are at 4 maximum of 10% of each employee's monthly salary.

The pension schemes covering all the Group's PRC and overseas employees are defined

contribution schemes at various funding rales, and are in accordance with lecal

practices and regulations, . -

The cast of all these schemes is charged to the profit and loss account for the pericd

concerned and the assets of all these schemes are held separately fram thosa af the

. Graup. Under the MPFEQS, the nmplor(r's contribution is not reduced by contribytions
forfeited by those emplioyees who leave the scheme prior to vesting fully in the
ibutions, Under the MPFS, the employer's contribution is reduced by contributions

d by those employess who leave the scheme prior to vesting fully in the

UV |
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{iv)  Share based paymenis

Share oplions are granted to employees ta acquira shares of the Bank. For op!lnn

schemes adopted belore 2002, the cpilon price was 95% of the average dosing price

of thi ?Qurﬁ of the Bank lor tha last five business days immediately piecedng
the e af oifer. At 1he date of atfer or the date of grant, no employee banefit cosl.
ar obligation is tecognised,

For option schemes adopted in and after 2002, the option exescise price equals the

fair valye of the undeching shazes at the date of granl. When the gptions are exercised,

equity iz ingreased by the amount of the proceeds received. The fair value of share
options granted to employees is ruoqniseu 23 #n expense in the profit and loss
account with a corresponding increase in a al reserve within equity. The fair
value I3 maasured the grant date using the trinomlal model, taking Into account

\he terms and conditions upon which the cptions waere granted. Where the employses

have to meet vesiing canditions before becoming uncondntionally entitled to those

shars tptions, tha total extimated lair value of tha share options is_spread over the
vesting pesied, taking Into account the probabliity that the options will vest.

During the vesting period, the number of shara optlons that is expeclad t5 vest Is

reviewed. Any adjustmant 1o the cumutative falr value recognised in mlm YRATS i

charged or cradited 16 the profit and loss account 10r the yeai of the review unless

the original expentas qualify for ucaqmllon a3 an asset, with a carrasponding
adjustment to the capita! reserve, On vesting date, the amount recognised Js an

expense is adjusted 10 reflect the actwual number of share apticns that vest {with a

coriesponding adjustiment to <apital reserve) except where forfeituze is only due 1o

not achieving vesung conditions that relate 1o the market price of the Bank's shares.

The amount m:o?mud In capital reserve is setained untll ¢ither the option is exercised

{when It is transferred to share premium} ar !hl option aipires (when it Is relessed -

direcily to retained profits) .

Reiated Partiay

For the purposas of thesa accounts, a parly is considered to ba related 1o the Group #:

{i}  The party has the ability, directly ¢r Indirectly through one o mare intermadiaries, to
control the Group or axercise significant influence over the Group in making financial
and operating policy decisions, pr has joint control pver the Group.

{)  The Group and the party sre subject to common contral:

{ii} The party Is an assotlate of the Group; .

(iv]  The party is a member of key management parsonnal of the Group, or 2 clode lamity
member of such an individual, os ¢ an entity under the control, join1 control or
significant influence of such ndividuals;

v} The party is » close famity member of a party rrhmd t0 in (D) or is an entily under

the control, joint controd or significant influence of such individuals; or

The party is a post-employment benefit plan which is tor the benelit of rmplweﬂ al

the Group of of any antity that is a related party of the Group,

Close {amily membars of an Individual a those farnily members who may bu axpacied 10

Jullngs with the tnmy

{vi)

Ssgmant Reporting

A segment is & distinguishable companent of th- Group 1hat is en aged mh-r in providing
services {business segment), o1 in providing services within a particular economic enviroament
-1 raphrcal 3#QMant), which i3 subject to fisks and rewards thal are different from 1hose
of othes segments.

The Group ha3 chasen businass segment information n the primary reportmg fomm and
geographical segment information as the secondary reperting format,

Segment revenue, expanies, results, assets and liabilities include items directly atiributable
te & segment and thoir ocated ON 4 tedsonable batis to that segment.
Segrant revenus, expenses, assets and liabilitles are determined before intra-group balances
and intra-group iransactions are eliminated a5 part of the cansolldation process, #xcept ta
1he extent that such intra-group balances and transactions are beiween GIoup enterprises
within & single segment. The allocation of revenus reflects the benefits of capital and other
tunding resauices alloCsted to the business or geographical segments way af intarnal
capital aliocation and fund t7ansfer mechanisms. Intec-segment pricing is based on similar
terms a3 those availabte to other external parties,

Segment capital #xpenditure is the tatal cost incurred during the year to acquire segment
assets {both tanglble and Intanglble) that arc expccud to be used for more than ane year.
Cash and Cash Equl 13

For the purposes ol 1he cash flow sl-(emem langes
with less than three months” mawrity from \h date of acquisition including cash, balsnces
with banks snd other financlal institutions. treasury Bllis, ather eligible bills and certilicates
of depesit that are readity convertible into known amounts of cath and whlch are subject to
an insignificant risk of changes in vatue,

and cash lqulvalunl; comprise

2006

2005
. . HK$ 000 HK$000
Listed securities . 120,160 ' 103,979
Others 12,745,432 7,702,555

Total interest ingome per profit and loss account

12,865,553 7,806,534
i~ A —

included above is interest income sccrued on impaired financial assets of HK$16,357,000 [2005;
HK345,548,000) which includes Interest income on effect of discounting of WX 19,248,000 (2005:

. HK$4,7532,000) {Not« 24{b}) for the year ended 31st December, 2006,
INTEREST EXPENSE N

1008 2005
3 . HKE" 000 HEF 000
Customer deposity, deposits of banks and other financial
institutions and certificates of depmu. issued which
are stated at amortised 7.871,506 4,035,540
Interest expense on subordmated notes carried at amortised cost 126,681 -
Other borrowings . 1,771 10,736
Total interest expense por profit and toss account T 999.058 4046276
FEE AND COMMISSION INCOME
Fea and commission incoma arises from the following services:
1008 200%F
HKS'000 HEE0D0
Corporate services . 597,837 477,421
Loans, overdrafts and guarantees 300,575 205,346
Credin cards 307,475 236,030
Cther retall banking services 140,683 134,70
Trade finance 119,713 102,458
Securities and asset mlmgrmenl 262,245 192,288
Ghers . 179,355 159,750
Total fee and commistian incomae . - 1,898,883 9,598,000
NET TRADING PROFITS
1008 2003
- MK$'000 HKE'CPO
Profit on dealing in foreign currencles 146,222 293,842
Profit on frading securities 479,545 106,207
(LossWprolit on ather cealing activities {$1,647) 22.122
Intarast income on trading assets
~ listed 1,612 1,234
= unlisted . . 32,998 15,226
Interes) income on interest rate swaps E56.971 . 505 690
Interes1 gxpense on intecest rate swaps (696,067) (389 255)
Dividend income trom listed trading securities 16,522 0.968
. 586,160 $75‘024

Total nat trading prafity

(43

NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH PROFIT

Net gain

2006 2005
HK$'000 HE$°000
. 110322 126,480
lnll #5% income (
sted . 125.423 168.763
Z unisted : 365.947 241,623

nterest expense
Divigend income from listed secutities

OTHER OPERATING INCOME

Total aperating expantes=

(353,719} {57975
204 345

148,177 (42,546)
ey ETr——

. 2006 2005
- HK$'000 HK$'000

Dividend income from available-tor-sale financial asnets . )

- listed 12,856 8,382

-~ wnlisted 14,645 25N
Rental trom sate deposit boxes 86.293 85,269
Net revenue from insusance activities 51,809 88,759
Rental in<ome an properties 53.553 43,194°

thers . . - 34,445 39.323
Total other operating income 253.602 290,698

- OPERATING EXPENSES
. 2006 005
HE$'000 HES 000
Contributiony 1o dafined contribution plan® 127,460 107,372
Equily-setlled Shars-bated paymant expenses 22,067 29,796
. Salarkes and other staif costs 1,713,721 1,451,300

Total statf costs 1,863,248 1,598,468
Premises and #quipment expenses excluding depreciation

~ Rental of pramises 106,425 154,558

- Maintenance; ropalrs and others 275,489 243,649
Total p and 3 excluding depreciation 481,914 408,207
Qepreciation on fixed asats {Note 30 299,074 258,561
Amortisation ¢! intangible assets (Note 29d)) 2.2 -
Other operating expenses ’

- Communications, & nery and pri 183.916 175.134
al and professional fees 122,125 12,116
vertising expenses 158,01% 324,962,

- Busingss promovuons and business travel $9.165 48,226

~ Card related sxpenses 47,949 57,352

- Stamp dyly, averseas and PRC* * business taxes,
and value added taxes 100,142 52,B&Z

= insurance expenses N . 13,342 13,469

- Bank charges 3,633 3,837

= Administratlon expenses of secretarial business 14,367 12,330

- Membership fees : . 5,186 5,299

- Bank licence . 4,974 3,082

- Audit lee . . 5,160 - 5,598

- Donations ) 15,915 8,436

- Others } 84,508 99,886

Total other Dperating eipenses 818,893 712.809

3,465,360 2.988.047
- T e—Ce—r—
Farfeited contribulions tatalling HKI6. €54, 000 (7005 HX15,751,0007 were utilised 1o reduce the Group's
contribution during the ynr Thece were no forfmvd cantrbuliond availabie for reduting future contributony
a5 ihe pear end (2005 N
PAC denores iha Meopie's nmbﬂc of China,
inchucled in operaling sxpenses ace direct OperaTing expenses of HXE 1, 949 000 rzoos X110, 381,000) In
respect of investment propeities which genecated rental iNCoMe during the yesr.

IMPMRMEN'I’ LOSSES ON LOANS AND ADVANCES

. 1006 ' 1005
HES 000 HKS 000
HNet (harge fnr Impaitment losies on loans And aavancu
Individual impairmant loss
= new provisions (Nore 21 and 24(b)} 372,819 " 530,594
- - releases . (B2L77) (141,834)
~ recoveries (Note 21 and 24(b)) - 3 ' (84,837) {176,140)
) 205,805 212,620
Collective Impalrmant loss - L
- new pravisions 38,043 {71,135}
Net charge to prafit and loss account 243,848 141,485
X =
NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS .
. . EL 1005
HKS 000 MK$'000
Nel revaluation gain transferrad lrem rnsuvﬂ (Note 37(h)) 41,766 -
Profit ansing in cutrent year . 8,232 6,983
. 49.998 6,983
INCOM! TAX )
(a} Taxation In tha consolidated profit and Iou ACLOLNT Mepraients:
20056 008
' HK$°000 HRE 000
Current tax — provision lor Hong Kong Profits Tax
Tax for the year (Note 32{a)) 508,542 . 366,845
Qfo'DfWISIup in respect of prior years . ’ (21,687} {197,005)
. 486,855 259,840
+ CUITeNt Lax = Gversess - - N
Tax {or the year ) 241,627 ' 130,138
Qver-provision in respect of prior yeary {12,336} , (19,103}
. . . . .o 229,291 111.03%
Deferred 1ax (Note 320} ‘
Origination and reversal of temporary differences 3320 35,872
Mavements In the value of investment properties 25,201 22115
58,430 . 55,987
774,576

426,862
SeCry—

] s
The provision for Hong Kong Profits Tan is caleulated at 17.5% (2005: 17.5%) of the
estimated assessable profits for the yesr, Taxation for overseas branches and subsidiatles is
charged a1 1the appropriate current rates of taxation ruling in the relevant countries.
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b) Reconclliation batween tax axpense and 1 g profit at lcable tax rates Salarlax, Ketirement
i L. 2 . 200 2005 . Diectors’  allowances and  Disoretlonery Share - S 2008
—wKT000 HKS 000 fees broafits nkind  bomenses optians contributions Tetad
Profit before tax - 4,260.194 3,212,843 . i Lo I ) Hx§ 000 R0 HICS'009 HXS000
Notional tas on profit before tax, calculated at the rates . Chyirman and (el Exatitivs . .
applicable to profits in the tax jurisdictions <oncerned 782.512 866,717 Dr. The Hon. Sir Davd U Kwek-pe o 1216 1461 bl 66 21,685
Tax effect of non-deductible expenses 135,37 . 96,565 Executive Dinscton X
Tax effect of non-taxahle revenue (82,690} {126,902) Wt: Josenh PANG fuk-wing 0o 108 1163 850 188 809
Tax effect of tax losses not recognised 24,332 25,573 . CHAN Kay-cheung o] 1092 3163 [31] H 800
Recognltion of deferred tax assets on prior year tax lusses {7,283} 15,660} Non-axacutive Dirycton
Over provision in prior years (34,023) {125, 'IOB) Dr. Ul Fok-wo 110 - - - - 1o
Tax benefits cerived from leasing paunershlps (23,393} {4,847) Simon | Fook 130 - - . - 130
De. The Hon. £
Others {250) 24 e Aurer U Ewok-ng 10 - - . B 120
Actual 1ax expense 774,576 426,862 Dy Wiian MONG kan-wai W0 - - - - :g
13, PROFIT ATTRIIUTASLE TO EQUITY HOLDERS OF THE GROUP 00 carpeng - - N : : e
The ¢onsolidated profit attributable to equity holders of the Group includes a profit of i
HK$3,014,390,000 {2005: HK$2,613,939,000) which has been dealt with in the accounts of the Independaat Nor-s1ecuthve Dicectors
Pank. e WONG Chung-hin 11 . - - "o
far the year : Dr. |EE Shau-bee 10 - - - - 1D
Reconciliation of the above amount to the Banks profit far the ye 2006 2008 o, Alan WONG Chiopun 190 : - N N ut
R 000 e M, Winston L0 Yaulai 130 . - - - 13
. k W, Thomas KWOK hing-kweag 120 - . - s
Amaunt of consolidated profit attributable to equity holders . W, TAN Wan-kou 110 - - . - 1
é dela’.\‘l vg‘hdln 'lhe Ban: 1d(|nanclal‘;latem$nls butabl 2.891.617 2,515,551 W, Lenneth 10 Chis-ming n - - . - n
inal dividends from tubsldiaries and assoctates attributable 10 .
the profits of the previous financial year, approved and T S . S 1 e R R}
paid during the year 121,773 98,388 Included in the above remuneration, share options were granted o Executive Directars under the
Bank’s profit for the year T 3.0+4.390 7,513,939 Bank's Staﬂ_ Share Option Schemes. The details of these benefits in kind are disclosed under the
i4. DIVIDENDS . . paragraph "Information on Share Optlons in the Report of the Directors and Note 35,
(8} Dividends attributable to the ynr 17.  FIVE TOP ""D EMPLOYEES
2006 2005 . 2006 2005
‘ . HK3°000 HES'000 ) . HES 000 HK3°000
Interim dividend declared and pald of HK$0,43 per share Salaries and other emaluments 17,842 16,776
n 1,538,750,041 shares (2005: HK$0:33 per share an o . Performance-related bonuses 24,653 25.859
1,503,4 16,119 shares) (Note 37()) 661,663 496,127 Share aptions 11,935 4,871
Final dvidand paid in respect of the previous financial year Pension ¢ontributions ) 1,645 1,547
an shares issued under the share eption schemas . . . 56.075 25053
subsequent to the balance sheet date and before . . . e —mwme——rn
l!;e c“;“go; (l;e Regm;;’oa!o?ﬂembers af the Bank, 6,342 . 102 The remuneration of the five top-paid employees is wulhm the following bands.
af HK§0.93 (2005: HKIO. 34 1 006 1005
Final dividend proposed after the balance sheet date of -
HK$+.03 par share on 1,55G, 142,050 shares . Number of Nombrer of
(2005: HK$0.93 per share on 1,510,229.871 shares) 1,596.646 1,404,514 Employees Emplayees
2.264,651 1,902,343 HK N
F—F' e 4 500 001 - 5,000,000 - 1
The final dividend proposed after the balance sheet date has not'been recognised as a 5.000,001 - 5,500,000. 2 1
.liability at the balance sheet date B.600,001 - &.500.000 - 7
(b) Dividends sttributable to the prcv!ous financial yaar, approved and paid durlng the 9,500,001 - 10,000,000 ' 2 -
year 23,500,001 - 24,000,00C - 1
2008 2008 27,000.001 - 27.500.000 : 1
. . HK'S ‘000 HES 000 Inciuded in the emoluments of the five top-psd -mpluy-es were the emoluments of 3 (2063 3)
Final dividend in respect of the previous financial year, R Directors. Their respective directors’ emoluments have been included in Note 16 above.
B e on 11 50 S s, 2004 Hik0.80 18, SEGMENT REPORTING
p:: :h::. °2 1'491'995 <59 sh::::} 1.404.514 1,193,599 Segment information is presented in respect af the Grnups business and geogranhncal segments.
p ® o N - . o . Business segment information is chosen as the primary reporting {ormat because this is mose
15. (EA"“".NGIS PER SINA“ h . . . relevant 1o the Group's internal flnancul reportang
asic aarnings par share
The calculation of basic earnings per share I3 based on earnings of HK$3,434,511,000 L I;#:lg:;:ps:gm:nu the following main segments:

(2005; HK$2,748.725.000) and on the weighted average of 1,533,741,132 (2005:

1,502,313 352} ordinary shares outstanding during the year, ca}culiled as follows: Persanal financial services incfudes branch operatiens, personal internel banking, consumer

finance, praperty loans, credit card business and private banking to personal custemers.

welgh f it A .
elghted average numher of erdinacy shares 2008 . 7008 Corparate banking business includes carporate landing and loan syndication, asset based
. lending, ¢commercial lending, enterprise landing, securities lending, trust services, mandatory
Nt;f:b!' of Nm::ber of provident fund business and corporate Internet banking:
- ares ares I tment banking busi includes t tions, ties braki d dealing,
(ssued ordinary shares ar 1st January ) 1,502,311,852 1,491,998,551 ;:.vésprr::i:ion.:f ‘:r‘\'liz!r:‘e!v:r;:f:zl":; ‘!Ir;;m;l;:ru:!:.“u fons, secuniies hraking and deaing
”";‘I‘ie"u' ;;‘g;iggr‘"g;'iw';g‘;;)“ and shares issued I1a17.280 - 10315301 Corparate services include company secretarial services, share registration and business

services, and olfshore corporate and trust services.
Qther buginesses inglyde bancassurance, insurance business and property-related businegss,

Weighted average number of ordinary shares

: at 31t December . ABZERCINEE 1302313 852 Unallocatad. items mainfy comprise the central management unit, bank premises, and any
(b)  Diluted warnings par share iterns which cannot be reasonably allocated to specific businexs segments.
The calculation of diluted earnings per share i is based an earnings of HK$2,434,511,000 . ooy
. (2005: HK$2,748 725,000} and on 1,543,705,739 (2005: 1,506,328,927) ordinary shares, -
e\ng the we:ghled average number of ordinary shares uutslandlng during the year, adjusted Parsonsl .
- for the effects of all dilutive potential shares. . m‘: - Comente ":;"h""‘ Comparsty ot F— m-l:h.'m"-ﬂ Com .
Weighted average number of ordinary shares (diluted) )
2006 2005 Wiy ey i s wroe Wi 3] o
The Groug
. . Number of Mumber of Wt st e T LA mun o ns i - LA
y Shares Shares Qe apacitmg merar bom eteenal
Weighted average number of oedinary shared ot 50 wm L) W 121882 17204 . 1T 4
. "it 3Is'ld0ecember ; 1,533,741,133 $,502,313,852  eearpeemt scomr - - - - - g, (14,158 ) -
Effect of deemed issue of ordinary shares under the Bank's iy TARIG L0 SIS0 Wi Tt I [ T
shate oplion scherne for nil consideration 9,945,606 4,015,075 ::::; ) T o} [L2E ) asual umse) - ALY
Weighted Nerage cumber of ordinary shares (diluted) : crepuesd rpmi e [iM) _oau; z ) sl 2L oy
at 315t Decenber 1,543,706,739  1,506.328.927  Operaing pechn belore mparment ks 1,148,313 1427500 1.0 T Wi [ATH 0952
16. DIRECTORS' REMUNERATION ot wipreteai L L B m -~ s
Directors’ remunaration disclosed pursuant 16 Section IGI of the Hong Kong Companies Ordinance i, ks oh i for £l
is as foliows; Basbtunl asasts, heid- ity
Salurhes, . Avtiramant wvesimens ded pvoristrs - HH R - - - - wsn
" ablowances and  Discretlonary share schama 006 impament kst on yoodwil - - - - wm} - - Q15
fous benefits nkind  bomuses options tontribations Tatsl Opreotung (rclit e nparmend lames LIRS [F3.FE] v 2T [0 ] 10
HFW0 AP0 ROTH  NGUW | RGI RO e :
Chalrmaan and Chief Execitivg - . . . [urtrepliniebiuintmiie .
Oc, The Hoa S Dpwid U Kwokpo* © kL 1.560 1) (R} o T8 - bdaan - - LE - %) ai - &)1
Exncative Directors - Vit A 68 VRSN JOPITINL = - - - - nan - - nm
. Wi kasegh PANG Tubwing WO 3341 3549 2,307 e ] 57 Shen of it ew e of oty 181 I I - L] e - LS
' R Mr. CHAN Eiy-cheung o] 1240 3543 2381 29 0575 ol belowr ticn 1K) 12 "usun s RIMT WL - 24,19
) Nom-executive Dirscton . . : - I e . 0554 ) 3047 UNAs) . RE) [ - - masn)
Or. U Fook-wo o - - - - 1D pott ithr izskon : %750 1057267 128054 19300] e WLMZ ) - 145418
Or. The Hon. Smon U Fook-sean 5 - - . - % - - ETEEENE BT ISR B IR ETEETY  ME—"
bt dbrey LI e e - - - p jgp Mok . ]
Dl:‘ wr‘:‘%ﬂw*ﬁ : g N N N B lg Lyl ot e Gy wim Al un.sn: lgm ll“l:m , L
W, Kchard U “.u' k) 166 - : - - ;g efd st Lozt . e AL [EEoST] 308 =] [}
. Eric Li Fook<hwen -1 - - - .- 1S Depreoaton for e pear (11243 ) [ [ {1018y [ [
S, Steobes Charles L) Kwck-ure . 8 ' - - - - 4 epmel et MMETS NS e Eerst [ 1] ANLE 1441
Indeprodent Kon-srecstivs Dirsclar: . \emtests » sy - am - s ] - AT
e, WONG Chong hin e - - - - yp Vo - : - - -
Pr. LEE Sa-ker 114 - - - - 1o bllem S SMIIN )a3en IR T P YT
Dr. Alan WORG Chi- 142 - - - - HO " Segmend Nabiltes WRERN ST T LI
M Winston L0 Yau- 130 - - . - 130 Unekooied libdies J'm._ IS,H._ ')‘. Iu“. L“'.
Hi. Thomas KWOK hng-kwong 120 - - - - 120 tsmcptld - - . -
M5 TAN R kow 110 - - B N 1o ) e e e —
- 10 thinming . I N N - - i ot habikaes ) WINEEN SN AL [ LI
[P Caohtal exprocitun incumed g

1,587 14,041 20,907 9.5 ° 1.7%5 47,173 e L H7.08 151304 M 3%
e s Em—  erer—
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@ BEARTRA ra
S Stz . . 21, TRADE BiLLS
ey The Group The Sank
Pngacal Cacpurie \ovesimnt Comorzte s a _I Anqmas - . . 2008 ZOSIS 20?5 1005
o o P e e ey =T s HEI 000 HKE'000 HK$'000 HXE000
The bowup . : . Gross trade bills 620,463 612,630 620,463 612,630
:.-—- - JECL] em aun m un nis) - A Less: Impairment allowances .
L -] L] - ii - -

— ma msm oam oam we B o e collectively asseised LEH 2
hanan : . . M L ; 520,463 612.587 £20.463 612,587
g e WEn Dem s o) o gean

L% | 4! LI £ - 1 1 11

e wgnent rpms e e . i) S e - vof ent for 2006,
Corrsiey ot briun st kms m »Lm 10 ™I U TR U] i L] The Group The Bank "
\npmmn ot an b af mhemcrs Han neLsT un H (e . . fhoan ) y Tectl
framme st el " i 1 Ll . P— : P Individual < . C ve
‘pammrnl ey 2 ek e HXS 000 HXS'000 HK$'000 HK$000

e Inomial uvsln. hoid-ior-munly

i ) Emceln . .58 4 nin) o (L1 L - sy AR 151 January - 43 - 43

o s - _ W Naw provisions charged 1o

Fspiaprorto gt wa I mi 1o et .o profit and loss account

Tora fnancial mk. hekbie- ' . . Note 10) - (45) - {48} -

o . Frovisions released back to . . '

provsees——y - - o . mg: wan - }m;: profit and loss account (1.094) - {1.034) -
Valnglas g mm mortmend propeiey - - - - . - Recoveries {(Note 10} -° 1,094 - 1,094 .-
Thare of ol s s of asacols L) 158 L13% - Atk 150 . IR Exchange adjustments - ? - 2
Tl el o W L LKL mn s L4 <A .
I .41} Q1,41 4Ll LS} QL8 | - - ) At 3151 December L - - - - H
Pt sy wasan uLM) k] [RIIY::) 06 13926} LA - L - of impai . cas for 2005 .
Alvkatable -

Touty ke ol e S am mm L9 v L1 I V7] - ml}m Tha Group Tha Sank

ety sarey : - o n Al : : 14 Individual_ ©_ Collactive Individual Collective
e, s CIL)] boidi] L%LEY RLLS i 341 - LT . K1 000 K8 000 3000 MR E000
bapmciaccn kr e . 1 l, mm1) o} w9} s ) - 31

wn - u‘s?{:?' mn{? nxUe - Hya 1NN THUS 3 N TTTH) ) AL 141 Janyary - 429 - 499
Itiiment I imccatrs uin Y LY - XhTH L - i New provisiont charged to M
Uradocded b - - - - L - - 4NN - L profit and loss account
(Nore 10) - (446) - (446)
o s I WM G Nl 140401 L1 PR ¢, 7 Srovizions released back 10
Topasnl labtey LT VO BTV E: T T TH) sun il - Immue profit and foss account (21} - Q@n -
\unaincaied lmbiller - - . - - 1N - LI Recoveries (Note 1) Pl - B 21 -
- gl - - . - + L -+ A5 Exchange adjusiments - (10} - T {1}
e — JEED IO D BN RN o D * At 3131 December - 4 - a3
< Lt experie wownd g
T L 1R 1L )34 1141 ;%) - 40 33, TRADING ASSETS -
T T S EE——— TS E— TVE—
The Group revised N3 internat transfer pricing process during the year, The comparative | The Group The Bank '
figures of segrent reporting have been restated to rafiect the new mathodology. 1006 2005 2006 2005 .
(b} Guographical Segmants ) ” ) HKS'000 HKS'000 - HKS'000 HK$'000
The infarmation concerning geographical anatysis has been classified hr the location of the
principal operatlons of the subsidlaries, of in the case of the Bark itself, of \he location ot Treasury bills (including
the branches of the Bank respensible for reporting the results or bocking the assets. Exchange Fund Bills) 497,915 1,494,650 - 457.91% 1,494,650
. 04 - Debt securities 161,153 165.683 161,153 165.683
N Equity securities 1,350,05% 601,139 . 1,321,766 524,941
Foepiey investment funds 265,990 245,682 265.990 245,682 -
Ripulic o Ot Aslem . Ivinr sogment
L L] -, Chimy Loty ' Dthers ohae st Comcldrtnd Trading securities 2.275.117 2,507, 154 2,246,824 2,490,556
] ) ] ) ) ] Positive fair vatues of
The gy - dertvatives {Note £1{b)) 662,417~ 738,425 653,059 736,650
Onmm? none 25583t 120,53 ) aLm wsan ’ 2,937,534 - 3,245,579 1,899,883 3,227,606
rofil belore Luvation 3060260 RN nse - oI - . . ]
ol skt B DMK WINE SR BSRNe 5),M610) \ssuad by; ' . '
éﬂi.l&h‘u ” MINAN BInas 14,600,138 .252,609 (LA R Cantral governments and .
oeegent biue central banks 497,915 1,494,650 457,915 1,494,650 !
ity RELLA L psutyl (Lo R - Public sector entitles 161,183 165.684 161,153 165,684 - -
Caolt repentare gy B Banks and other finaacial
bkl nL , mu nen n - - institutions - 700,158 435,494 638,366 433,970 -
205 . Corpacate entities ) 901,673 411,326 . 875,172 . 396,652
Other entities 14,218 - 14,218 - v
Mpee ol Other Asian whrwpaent
ey ong v o e | o P— ) 2.275.117 2.507.154 2.245.824 2.490.956 R
f 5000 I T AP Hftol o B Anatysed by place of listing:
™ . Listed in Hong Kong 1,177,448 494,508 1,149,155 418,310 ,
Mg;f_ L R s W T P TOr Lisied outside Hong Kong 201,555 144,233 . 201,555 144,233
Frofa belocr Wzstion 136102 mm W26 21,799 - AN MY .
Teal ety RINZIE WA LIS DX SISLe) 1l i , 1,379,003 618,741 1.350.710 612,543
Totd Wbl VISSEA WGSEN AT DMEMY ARISUET)  2u3MEN Unlisted . 896,114 1,868,413 BI6.174 1.868.413-
Comngent bi'es Jad X . -
e - RINER AT uwnm L% - 020550 2,275,117 2,507,154 2,246.624 2,490,956
i e———— .
Captal npendton demy . .
B © SHME a0 LE% L) - 4143 23, FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR 1OS$
1%, CASH AND SALANCES WITH BANKS AND DTRER FIRANCIAL INSTITUTIONS Tha Group ’ The Bank
The Group ° The Bank 2006 1003 2006 1005
. 3006 2003 2008 2005 HKS'000  HKS'000 HK$°000 HK§'000
o HKS'000 R HK3'000 HK$"000 Certificates of deposit held ~ * 95,685 94,290 95.685 94.290
Cash in hand 803,104 549,715 584,536 532,653 Debt securities « 8,546,958 . 10,053,081 8,517,854 10.023,643
Balancet with central banks 2,133,118 379,905 . 2,049,110 337,643 Eguity securities 836 10,336 836 -
Balances with banks and other . : .
financlal institutions 5,579,524 3,595,867 5,438,467 3,506,119 8.643.479 10.157.707 B.514.375 10,117,933
e — S———
8,317,746 4.525.587 2.072.113 4,376.415 Issued by:
20.  PLACEMENTS WiTH BANKS AND OTHER FINANCIAL INSTITUTIONS . Central governments and
The & The Rank . central panks 39,121 46,408 39,123 46,409
# Grovp- ® Ban © Public sector entities 134,845 172.022 134,845 172,022
1008 2008 3 2008 2005 Banks and other financlal - -
> - - - Instilutions 1,149,969 . 1,284,079 1,129,002 1,242,911
HKE000 HK$'000 HK3'000 HKS 000 Corporaté antities . 1.3319,542 8,662,041 7.3111.40% 8.656.531
Placemants with banks and - Othet eatities = 7,156 - -
authorised Institutlons 65,753,545 43,560,999 64,9957 A3.266,358 - .
\ Placernents with other ! 8,643,479 10,157,707 8.614.375 10,117,933
H financial insthutions 1,110,500 1,786,256 - 1,110,500 1,786,256 .
H Anatysed by place of disung; T . i
1 SENGL0MS 537353 GEIOBTN  _S0SLOM - Lsted n Hong Kong 1364389 Ima s i26s
\ Maturing ; " Listed vutside Hong Kang 1,408,981 1,931,168 1,383,725 1,905,442
H = within one month 49,407,913 40,638,370 48,858,054 40,409,405 3
— betwiren ohe MONRth an - . 271331 3,704,596 1,748,114 3,668,594
' one year . 17,456,130 4,708,885 17,240,167 4,543,209 Unlisted 5,870,109 5,453,114 5.866,261 6,449,339

66,864,045 45,347,255 66,106,221 | 45,052,614 . 8.643.479 10,157,707 0,614,375 19,1 17.93‘3
S—— : —r———
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$ BEARMDEN
ADVANCES TO CUSTOMENS AND OTHER ACCOUNTS

Advnncu to customars and othar accounts -

Advances 1o customers
L#ss! Impairment
alfowances
~ Individual
- Collective

Other atcounts

Advances to banks ang
other financial
institutlons

Notes and bonds

Certificates of deposit’
s g

Accrued interest
Other accounts

Less: tmpairment
allowances

ndividual

v = Collective

Tho Group Tha Bank
2006 2005 1006 2008
HK$-000 HKS 000 HK$'000 HKI 000
166,178,102 138,743,747 160,163,418 133,316,623
(254.014) {293,575) (160,096} (204.122).
(443,874) {478,595) (431,676) {471.854)
165,480,214 137,969,177 150,571,646 132,640,647
2,454,109 2,424,120 2,455,109 2,424,120
344,676 387,934 339,720 383,435
. as,B%0 38,775 . 38,850 38,775
1,4%2.578 . 085567 1,512,116 . 938,165
5641146 3,069,729 4,178,265 2,855,923
'9,650,799 6,906,125 . 8,123.101 6,640,418
(26.118) {28.570) - -
(8,229) {9.943) - = . -
9,616,452 6,867,612 LREERT 6,640,418
175,006,666 144,836,789  167.6%4.747 139,281,065

Impairment allowances against advances and other accounts for 2006

The Grawp
e L L Othar hitownts Tl
didal - Colactin [ ] Colotive - il [
X Hxfoop [ T B T T ] o0
AL 13 Sangary - LS a3 n 954 T 113,
Hew pravinos charged 8 prolit - : ’

w0d loss account Phote 10 356,669 3.9 6150 ) ma HoH
Wt plovies e bick 1o

prolil 30d st 4TOUAL 1153,20) - 0452) - oasen) -
Mousts written ell Q31340) (0.05% } (5,580} o= {uam) 00581
Msperies prore 100 1Sy - ) : - (IR0 -
Adition, thiough w00

- .- -n - L] -
EMrcL ol drscomating ote [P ] - - - ) .
Exrhaoge afustarcy [ 5012 1 b2 [GH $1%
1315 Decaber LI WL 25,110 [BF:) M 151,101
WNCNCy vhegeses ekt - S L
ha Bask
Mdvances to wslomens Othar Accounts Tetal
ndividal Colertive ndividusl Callsstive tndividal - Colinctive
HEE00 - HEF 000 ] HE§000 [T ]
A ) ey - man e . - - ). 2R
New prowtices tharged 16

ot a4 kot acouet E3Y ] i) - - wn W
et prowsions seeased back ' -

% proi ind b acreont %1304) - - - 53,34) -
Amcsats wekien off s3] [ ] - - 036,738} #0.050)
] L - - - . -
Efect of dcounting 10,100) - - - 8,100} -

Mrtmeals [ 5062 - - A58 5,081
At 31t Detembey 150,085 421,678 - - e 4167
i e
palrment akl #3 against advances and othar accounts for 2005
Adcanies W Cuiiomety [ Totdl

indirideal Coflactive - Individwadl Collctive Idividaal Collective

T 00 HXfoop X o00 [ [
& 132 ey T %03, o 1325 1,643 oM

Hew proviions (anged to profi . o - .

W o accoun {hote 19) 520,968 1689871 0208 2ouz) 530554 (s
Ml provisions released back 10

90ii and lons accopnt (30,1583 e {B045). - 13200} - -
Aoty wiiten ol Qroam) 50} {2672) - G255 Basa}
Kecoveries (Noee 13 | 160 n- [} - 176,199 "
znen o dscoanimg Pore 1} w5y - - L= wrs)y -

Otihes mowoenty n S .. 1] n {1,841
Gxchinge adpstbents o.M - (N} 116) 511 (2] [
" A1 Decwber 295,575 71,955 257 1341 4,165 ann
) The fast
Advances t cuntemen Othar Mcounts Totsl
ndividal Collxctive Inividen Collective Indhvideal Collactin
" HEboon HE3000 HXS'000 [ Hehooe HEY000
A 15 ey " iseu Wi - T um wLem s
Hew proviaars. cargd b . .

proft and ks aTouen 511005 wsm - - 511,005 (32 1]
Het proweices. reeaes bact ko . E E

poodt mnd I acrwml 099,605 ) - - - re 10 -
Aoy wettan off Ga 1) 543481 - - oaL (SR T

[E¥] 1] - - 15257 n
Effect of dscountng [4.702) - - - ) -
Other ovements R [l - 11288} I {1294)
Exchange psiments - LA 151 - .- 238 1,257)
A4 310 Deceoer 12 LI - . 0,102 T

25.

e
{c} Advances 1o customars - by Industry sectorg
The apalysis of gross advances to cusiomers by. industry sector is based on the calego:leg
and definitions used by the Hong Kang Monetary Authority.
. ’ 2006 2005
‘ HES 000 HKS'GO0
The Group
Loant !cr use in Hong Kong
Industrlal, commercial and financial
- Praperty development 6,422,170 5,870,869
= Property Investment 20,454,978 1%,316,009
b ~ Financial concerns 1,865,472 1,867 677
= Stockbrakers 258,562 104,725
-~ Wholesaie and retai irade 1,322,504 1,399,776
~ Manufacturing 1,884 745 1,744,187
- Transpart and transport lqulpment 4,118,384 4,132,657
-~ Others 7,031,257 6,294,634
~ Sub-totat 43,368,672 40,830,534
tndividuals
- Loans for the purchase of flais in the Home
Ownership Scheme, Private Sector Participation
Scheme and Tenants Purchass Scheme 1,117,688 1,320,946
~ Loans for the purchase of-other nesndenml properties 36,856,206 37188222
= Credit card advances 2,409,027 1,769 653
- Others 4,728,035 3,571,904
- Sub-total 45,210,956 43,850,722
Total loans for use in Hong Kong 28,579,628 84,681,256
Trade finance 3,464,618 3,753,789
Loans for use outside Hong Kong 74,133,855 -50,308,702
Total advances 1o customers 166,178,102 138,743,747
i
{d} _ Impaired mdvances to customers
s The Group - The Bank
. 2006 2005 2006 2008
HKS'000 HKE 000 HK3 000 HES 000
Gross impalred advances 3,194,188 1,434,979 1,128,258 1,265,629
10 customers . .
Individual impairment
altowances 254,014 295,575 160,056 204,122
Gross impaired joans and
advances as 2 % of
total loans and * y .
tvances 1o customers 0.78% 1.03% 0.70% 095%
Impaired loans and advances are individually assessed loans with objective evidence of
impairment on an individual basis,
There were no lmpaired advances to banks and other financial Institutions as at 31st
Oecember, 2006 and 315t December, 2005, nor were there any individval impairment
altowances made for them on these two dates.
[0} d AL s — Nt In fi laases

Advmm 10 Customaers include net investmeni in equipment feased under finance leases.
The total minimum lease payments raceivable under linance leases and their present values
at the year end are as follows:

Tha Growg and The haok
W0k 3003
- Present It PFratunt Intareit
- walue of the come Towl vaioe of e Incomy Tetd
nicimen nlatey LT T nlating e
feoe 1 Frtoti L letse LE leas
paymasts priods s paymarty poriods PRt
HE0 Lty 55 L) Heoor oo
ASONEES recanibie.
Witkin ane paxr 31,760 143 1,104,205 pHUH e
Alzer coe ytix bal withit .
Tt yeary 128118 A.641 LI93% 500,010 172,133
Al fove yoars - 1,920.007 04,158 2,764,185 nan 110,349
4183063 1,%5,237 548,300 3,511,601 558,197
b ——— R

r—r
The nel inveitment in finance leases is Catried on the balance shest as a re(enuhle No
accsyal i made for the interest income relating to future periods.

AVAILABLE-FOR-SALE FINANCIAL ASSETS

A . The Group The Bank
2004 1005 2006 2005
HK3'000 HK$ 000 HKE 000 HK3°000
Treasury bills (including
Exchange Fund Bills} 4,271,418 3,083,677 4,190,581 3.083,678
Certificates of deposnl held 443,306 },114,810 934,346 1,105,961
Debt securities 3,274,524 2,956,664 2,711,545 2,430,953
Equity securities 3,358,552 1,028,231 2,231,997 916,186
Investmant funds 164,399 215,739 33,066 107,214
12,002,197 B8.399,121 10,101,535 7,704,002
. err—
ssued by:
Central governments and .
central banks 4,344,171 4,407,841 4,280,311 4,368,175
Public sector entities 220,749 472,573 163,881 418,220
Banks and other financial
institutions 5,058,286 1,911,991 3,944,250 1,821,839
Corporate-entities 2,214,163 1,390,960 1,680,027 © 987,544
Othet entitles - 164,828 215,756 33,066 107.274
| 12,002,197 8,399,121 10,101,535 71,704,002
- E———
Analysed by place of listing:
Listed in Honp Kong 2,771,512 379,450 1,556,460 209,461
Listed outside Hong Kong 1,949,661 1,592,350 1,462,927 1,196,938
- 4,721,173 1,971,840 3,019,387 1.406,399
Ur\!lstgd 7.281,024 5,427,181 7.082.148 6,297,603
12,002,187 . 8,399,111 10,101,535 7.704,002
e ———— .
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26. .HELD-TO-MATUKITY INVESTMENTS ' - 0. INVESTMENTS IN ASSOCIATES - -
B The Group Tha Bank The Group The Bank
006 - 2005 2006 2005 .. 2006 2003 00¢ 2003
‘ HK$ 000 HK3 000 HES'000 HKS000 - Untsted shares, 3t cost HK$'000 HK$000 ”"; 5%0:51 ”“;':60‘9’83
. i . h ted shares, at cost - C- : =
Tregsury bills (including - lis . : =5
Exchanga Fund Bils 84,044 45,193 . 38,069 37,474 3hare of net assets 787 793132 - -
Certificates of deposit held 1,614,028 4,324,571 867,558 - 910,014 g : i
Debt securities 8,551;287 11,678,082 7,420,248 10,377,968, . ‘ 1,076,800 793,202 358,851 166,983
. ) 10.245.359 12,047 846 .8.330.876 11,325,456 | Less irlnpmrment allowances (62) (24,612) (118,961} (147,380}
Less: Impairment allowances T — —— 1,076.738 768,580 230.830 119,603
~ individually d . - {30,887 - {30,887} L::ns to associates amounting to HK§121,155,000 (2005: HK399,545.000) are included under
. advances to customeds,
4
‘0'249-'22 j3.016933. LEELRY) 1.29 '5—6-9- Share of associates’ taxation for the year amounted to HK$43,570.000 (200%: HK$1,726,000) -
Jssued by: The Tollowing list contains only the particulars of associates, all &f which are unlisted corporate -
C!cnel::; %v:;:smmu and 5,417,161 7,728,378 5,351,748 7.716.808 entities, which principaily affected the resulis or assets of the Group: .
Public sector entities 746,137 742,993 ‘625,158 515,465 L. Paceof % of ordinury shares ,
Banks 2nd other financlal : N . Incorporatlion ™ ol “r" o
institutions 2,881,767 3,329,507 . 1,587,625 2,274,617 ama of comparny snd oparatlon # Bank - Tha Group  Busineas
Corporate entitles . 1,204,254 1,215,681 770,345 787,679 DﬂslmlerhrE::er Financial Hang Kong : 0% Financing, leasing and
. g ervices China Limited . insurance services
. 10.249.359 13016959 8.33_4& ‘1;29"£ oa;TI:rChr}-sler Financial Republic of Korea 20% Financlal services
. . Analysed by place of listing: rvices Kovea Limited
‘ . Listed In Hong Kong 80,663, 55,487 52.819 21,516 East Asia GE Commenrcial Hong Kon 50% Facsiin
. Listed outside Hong Kong 1,773,409 1,957,404 1,912,375 1,530,512 Fivance Limied 9 Kong acioing
) 1,854,072 2,012,801 1,365,194 ., 1,558,028 ICEA Finance Holdings Limited W 5% vtnm‘mlm holding
Unlisted 8.395.287 11,004,068 6,969,682 9,736,541 Platinum Hotdings ompany Cayman lstands 30% Investment holding .
' 10,249,359 13,016,959 8,334,876 11,294,563 Limited .
Market value i EEEEITEY  SER— ——ACEEE #1. Bank Resona Perdania Indonesia 30% h'nk'mg and related .
. i ) e . : hnanclal services
Listed securities 1,847,248 | 2,003,701 1,365,449 1,551,806 " . -
’ . Unlisted securlties 8,269.760 10,828,860 6,830,620 9,542,096 ::"';'P E"‘"l(’"m :\mhed Bvi . 20% Plop!rly.de\ulnpmer:
. L Finance Ca., Ltd. PRC 20% Finantial services and |
] 10,117,108 12,832,561 - 8,196,069 11,093,902 " cash management
27. INVESTMENTS IN SUBSICHARIES . Trans-Ocean Insurance Hong Kong 48.7% Insurance
v . The Rank Company, Limited . .
2006 200% Notes: Bvi denotes the British Virgin Islands and PRC denotes the Prople’s Republic of Chins.
- s i -
i N "Hk$'000 HK§-000 Y Tioancial Infarmat °'..0:':-:.:““J‘L‘I.u‘hllltin Equity - l-unu.n Profit
: unlisted shares, at cost 2,962,553 2,291,079 auy i
Less: impairment allowances - {169.850) (169,850} HES 000 HK$'000 HKE'D00  HK$'000 HK$000
B 0086 .
‘ . 20 2123223 100 per <ent 15,438,203 12,179,373 3,258,830 1354722 621178 !
The follawing list contains only the particulars of subsidiarles which princlpally affectzd the results, Group's etfective interest® 4,190,855 3,134,224 . 1076731 ° 359,415 182,574 -
assets g1 Habilities of the Group, The class of shares held is ordinary. . - - 2005 . . g F—_
Details of these campaniss are as follows: - . . 100 per cent $.597.033 4,472,987 2,124,046 530,968 130.213
. Pace of . . 4 . Group's eifective interest 1,937,902 - 1,144.770 793.132 123,175 33,731
) mswnd a0l T, » ry 1 i o ey
g — . peratie dop Cuphs roup  Maturs of boslbess 29. GOODWILL AND INTANGIBLE ASSETS . .
n-t;m w-d N w.u-n e N " . Goodwill and intangible ssets includes goodwill arising on business combinations snd acguited -
Asa Orystees) Limied  Hong Kong HKE130.000,000 100% . e intangible assets. Acguired intangible assets comprise core deposits which are amartised over.
BEA Facths Asia Limited Wong Kong \r3313,008,000 100% Irvvastment hokding theif kstimated economic wieful life of ten years. ' .
BEA Paailic Holding Company Limiled  Brrvtnsdh HXE1,248.000,000 100% Invesionend holditr) : . ; Tha Group The Bank
BEA, Pacific (Varusiu) Limiind Vanuaty U84 100,000 ‘lml mwbl:\:l:nwﬂ?‘pﬁll 2006 2005 1008 2005
Bhar Cross {Asa-Pacillc) Hong kong HESIDD, 008,000 ioon Inturance HX§ 000 HKS'000 HX$:000 HK$'000 )
Trranc Umies Goodwill 2,592,330 2,454,930 1,460,292 1,460,292
ugm Aulu:;:uvlm Hong Long 12,000,000 100% Asarl handpement Acguired intangible assets 12,986 - - . -
ompany :
East Asia Conporaty " 153250,000 FreTS Registered agent nd ‘ 2,605,316 2.494,950 . 1.460,292 1,460,292
Servicrs (0] Limited . ustee servoet (s} Goodwill - . ;
mmmmnmmmjm mc 17533,000.000 100% Serndiig - . The Group The Bank
{Granngzhou) Laniiad P |, . . . : . . .
Ea31 Asia Financidl Services VO Lid. I U5123,296,900 - 100% \rvetzment holdsg . i 2008 20?5 2008 20?5 . '
Kt Acia Futures Liiied © wongiahg | HESLO00000 100% Fotures and optioas . HES'000 - HK3 000 HK3 000 HKS 000 '
. e At 15t fanuary 2,494,950 2,448,156 1,460,292 1,460,292
. * Eari Asia Holding Company, Inc. USA i1 100% Bk holding campany . Additio .st‘thrm;gh - - . .
) Fast Ava Indonesian Hokdings Umited  Seychelles UI5HO0.000- T 106% * tavastmaint holding - acquisition o
East Asia Mrvestment Holdings Limiied  tong Kong HEH100,000.008 r'm* Secuitn wadng ) Im;ui?l‘ri\'?:\rlklsoss -, (gg‘ggé) B '5'93 : - E
byl [y Y ireesiicet hoking Exchange adjustment 35,827 (4,799) .- -
ot Asia Properbes kg Worpkeg  HENILDOC 100% mesiment hoideg A13151 December © 2592330 ' __"2.404.950 7,460,202 *_ 1,460.292 .
Company Limsad - 1pa tests for cash-g ting units containing gondwilt B . -
Gast Asa Froperees {U5), . usA. vEgs " 10a% . Property hokding Goodwil) is allocated to the Group's cash-genarating units (CGU) identified according to -
h{‘é;::l Company Linned Hong Korg . 0% opeiy sgency business segment as follows: ) z . 3 i |
£ Asis Proparty Agency Hong Kong HES1.689,000 100% . Property sptecy - . : 1006 2008
Company Liouled HK$'000 HK$'000 '
East Aia Sugretarkes (NI} Lisied L] HK3 309,009,000 T56%  inunent hadng . Personal Financial Services 849,637 842,637
Earl Aok Securities Company Limitrd  hong Kong RISZ5.000.000 1 100% Securlthes braking ICcmwmu !;nkﬂm 42;.22; 7?3'2%
" h nvestment Banking 157, o
st Asa Slrategic ) mied A Us850,009,000 e N ptstmant + Corporaie Services 962,867 904,200
:::'Wo\:.w Corporation m z::'l " 5% Hakding company Cthers 169171 130,458
Limited 1 rvesument holding . e . .
Maniink Company Limied ™" L] 5% . * rveriment hoking - 7 ) C alS3T330 2484250
Secretane. Lmibed ong Koy 113+ 75468 o, comporate and ~  The recoversble amount of the CGU is determined based on value-in-use cakulations. These
. . sericey mlcul_alluns‘_usl cash figw pfn]!_{.'ll?ﬂ! ba;td on Iln-rvigial buugeu_azprmd by mar\lgqrn_ent
The bunk of East Asia VD Uwwied V1 11,000,000 1008 [Yr— covering a five-year period. Cash {lows beyond the five-year period are extrapolated wsing -
N - B N - the estimated rates stated below. The growih rate does not excesd 1he long-term average
. The Bank of £151 Adia Canacts) Canas 138,000,000 - 100% - Banking serdcrt growth rate for the business in which the CGU operates. .
The fask of East Asit USAITNA. - W34 I iadiand 1068 - Bankng The pra-tax discount rate used for value-in-use caloulations is 11.74% (2003: 11.37%) and
Tricot cwmww . PRC V55850000 . 750% Busiors comuiancy 1he long-tarm growth rate is 5% (2005: 3%). .
. ' T Management determined the budgeted net proflt based an pasi performance and its
“rivor Holdings Umlted [ - Usin00 756%  bvesiment holding axpectation for market development. The welghted average growth rates used are consistent
Tricar Holdings Me. Ld. Siogapore | ShE 4% Investinent nolding with 1he forecasts included in incustry reports. - -
* Tricos kvestor Services Lineted Hahg Fong HES2 T56% T wemnor serdces The impairmant loss recognised during the year relates solely to the Group’s investment
' Tricor Services Limited Hong Kong L13 4] . T56%  Dusinen, rpoeats nd management and advisery services carrled out by a subsidiary. As the carrying value of this
\ ivestar Jerices cash-genarating unit has been reduced to Its recoverable amount, any sdvarse change in
Ticor Singapore Phe. L1 Singapore 1 N 56% tiness managemen - 1he assumptions noted above would cause the Current carrying value 10 be in excess of the
. - and cpasncy recoverable amount, — .
f “uardces, {t)  Intangible assats (other than goodwill) ) .
. . wm Intangible assets incluce acquired ¢ore deposits. Intan ible assets are slaled at cost Tess
Vitaway (Mduritivn] Limied e nn BA% Megional tremiurw . accumulated amartisation and Impairment Joss (Note Z(IS(iv)). .
Nores: Amortisation of intangible assets with finite useful lives is charged to the profit and loss
1. Rupresants & wholly 1oraign cwned snieiprise. . account on a diminishing basis aver the assets’ estimated vseful livés. The lollowing Intangible
2. B denotes the British Virgin (stands and PRC denotes he Peopla's Republic of China assels with finite useful lives are amortised from the date they are available to use and their
© Companitt nol avdited by KPMG. The accounts of the subsidiscles not audited by KPMG retiect . estimated useful ives are as followsi~ '
totsl net atsers and rotal income constituling approximately 2.0% and 0.5% respectively of the Acquired core deposits. . 10 years
+ reated consolidatad toiats. ' Both the period and method of amartisation are reviewed annually.
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Tiu 'Group The Bank h 2?505
; 7506 7005 2006 2005 : - i"’""
urniture,
HKS'000 HKS'G00 HKE'000 HES 000 ) Fixturas
Cost Invesiment . . Bank and
At tst January - - - - - Proparties  Pramises Equipment Sub-total Total
A"-‘f;;f.;‘:“;hn' ough HX$'000  HKS000  HKS'DOO  HKEO00  HKS'GOC
subsidiaries 15,219 - - - Cost or valuation : .
. At 1st Japuary, 2005 BOZ.934  4.907.305 1,835,895 6,744,200 7,547,134
At 313t December 15,219 - - = Additions - 192,514 410,636 603,150 603,150
Additions through
Accumules smertiaion ooy - S ase ast e
At )5t January - _ - - Revaluation surplus 234221 - - - 234,221
Amaortisation charge for ) Revaluation of b:nk " ]
the year {Note §) {2,231) - - - premises transferred to
Exchange adjustments (2) = _ _ investment properties - 5.001 - 5,001 5,001
e ac) - Transfer from bank premises .- '
Al 315t December {2.233) — - - to investment properties 227,97 {227,971) - 227.971) -
Disposals (311,432) {570,756} (242,487) (B13,243) (1,124,725)
Ca(:w;“q‘asnoum“ 12.926 txchange adjustments {3.058) (1,612} (9,958) (11.570) (14,628)
at 3151 December . - - -
30, FIXED ASSETS —_— At 315t December, 2005 950.586 4.304 281 1,999,250 6,303,731 7,254,317
’ 2006 Accumulated depreciation .
The Group and amgriisation .
Farnit At 1st January, 2005 . - -580.,588 1,268,796 1,849,384 1,849,384
:Irr: urs, Additions through -
Investmant  Bank P acquisition - - 2,237 2,237 2,237
:"'" ":l'" . '“I £ I'“- ¢ Substotal Totat Cha(Fe for lhe year (Note ) - 68,158 190,405 258,563 258,563
ropartes remisas quipman ub-tola oLal Reval atlon at
HXE 000 HKSO00 HKE 000 HEIQ00 HK$ 000 premlses lransferreyl to
Cost of valuation ) lpveslm:nl'nropelrtles - (7.428) - {7,428) (7,428}
At 15t January, 2006 950,586 4,304,48) 1,999,250 6,303,731 7,254,317 Witte back of impairment - 210140 - 210140 210,140
o hrough - 133,493 377874 513367 511367 Written back on disposals .= (179,87%)  (226.597)  (406.468)  (406.465)
lcll:;l?ir;iiliof:oug . _ 6.071 6.07) 6.071 Exchange adjustments - {386) (7.624) (8,010) (8.010)
- :uva:uatfon sn{!zlusk 137,777 - - - 13?:7?7 At 315t December, 2005 - 671,201 1,227,217 1,898,418 1,898,418
gvaluation of ban!
premises iransferred - . Net book value at
10 \NvesStMent prapenles - 35,054 = 35,054 35,054 315t Decamber, 2005 950.586 1,633,280 772,033 4,405,313 5,355,899
Transfer from bank premises y .
i invesiment properties 231068 (231.068) - (233.068) - The gross amourts of @ wated: -
Dispasals (39.400)  (13.977)  (139.610)  (153.587) {192.987) A1 cost ' - 3438023 1.999.250 5.437.273 5.437.273
Exchange adjustments 8,510 2,586 11,512 14,098 22,608 At Directors’ valul(aon
At 315t December, 2006 1,288,541 4,230,569 2,155,097 6485666 7,774,207 — 3988 - 866,458 - 866,458 865,458
i At prolessnunal valuatlon
Accumulated depreciation 950,586 - - - 950,586
' and amortlsation . .
At 15t January, 2006 - 671,200 3.227.217 1,893,418 1,808,418 990,586 4304487 1,999,230 6303731  TIsaaT
Additions through . 2005 -
acguisition - - 3.598 3,698 3,698 The Bank
Charge for the year (Nate 9} - 18,709 120,365  299.074 293074 = ten
Revaluation of bank . . Furnlture,
premises ransferred ) Flxtures
1o investment properties - (34,390) - (34,390} (34.390) Investment #ank and
wlﬁ‘!tirm;l;l I:Oss g , - (i;sg;} e 34;) (S:gg;g (l‘%} ggég Proparties Pramises Equlpmant Sub-total Total
ritten back on disposals - X . . L . p . g p
Exchange adjustments - V132 3.093 10,231 10,231 HKFG00  HKE'000  HKE'000  HKE000  HK$'050
Cost or vatuation
At 315t December, 2006 - 683,568 1,341,034 2,024,602 2,024,602 At 15t Januaty, 2005 644,216 4,447,190 1,605,234 6,052,424 6,596,640
Net book value at Additions - 192,514 358,630 551,144 551,144
315t December, 2006 1.288.541 3.547.001 914063 4,461,064, 5,749,605 Revaluation surplus 126,276 - - - - 236276
E— . of bank
The gross amounts of the - premises transferred to
,| above misats are stated: N invesiment properties - 7.107 - 7,107 7107
Al cost - 3,389,480 2,255,097 5,644,577 5,644,577 Tranzfer from bank pramises
At Directors’ valuation N to investment properties 309,670 (309,670} - (309,670} -
- 1989 - 841,089 - “841,089 841,08% Disposals {200,483)  {272,942) {220,561) {454,503) (694,985)
At professional vatuation X Exchange adjusiments - 1,332) {7.325) 18,6571 (B,E57)
= 2006 1,288,541 - - - . 541
- 1.288 5 AL 315t December, 2005 979,660 4,061,867 1735978 5,797,845 6,777.525
1,288,541 4,230, ,255.097 485, -
- 253 2 2 Sabifee L7142 Accumulated depreciation
2006 and amortisation '
' Tha Bank At st January, 2005 - 356.291 1,132,483 1,488,774 1.488.774
Furniture Charge for 1he year - - 63,214 145,235 208,449 208.44%
Fintares Revaiuation of b:nkcd
Investment Bank and premises transferred 1o
. investmenrt properties - (7,428} - {7.428) (7.,428)
Proparties  Premi Eq Sub ) Total write back of impairment
HK$'000 HK$'000 HK$ 000 HEE Q00 HK$ 000 lass . - 210,140 - 210,140 210,14¢
Cost ar valuation . Written back on disposals - {28,703} (208,911) (237,614} {237,614}
A1 15t January, 2006 979.680  4.061.867 1.735.978 5,797,845 6,777,525 Exchange adjustments = (289) {6,105 (6,39 {6,394}
.;:I:!;!lzv:ism surpls 134707 133,032 302.152 435,184 gz.;g; At 315t December, 2005 - $93.225  1.061,701 1,655827  1.655.927
Revaluaticn of bank ) ! Net bock value at
premises transferred ta . . ~31s1 December, 2005 979.680 3468542 £73.276 4,141,918 5,121,598
investment properties - 35,054 - 35.054 35.054 -
Taans:er from bank premises . . Th:hgr:;::':s‘;zg ::e sta!ed .
tq investment properties 241,768 (241,768) - {241,768) - K )
Disporals {39.400)  {13.976) (110,903} (124.879)  (164,279) ALOst e valuat - 3195409 1,735,978 4931387 4,931,387
Exchange adjustments - 2.245 9,935 12,180 12,180 b O™ valuation
— 1989 - B6E,458 - 866,458 BE6,458
At 3131 Decenber, 2006 (1,316,755 3,076,454 1,937,162 5%13,616 7.230,37 At professional valuation L. :
Accumulated dznretlltiun - 2005 ’ 979.68¢ - - Ll 979'630_
and amartisation . ) 979,680 4,061,867 1,735,078 5,797,845 6,777,525
At 18t ) , 201 - - + i 3 1, 8 - .
ch.,?. :::‘:'?; 5":35 = Sg;'éé: 1 ?gg;g 1 ggigf; 1 g;i:gi; ‘{he net book value of hank premlses ‘and Investment properties comprises:
Revaluation of bank . . The Group
premises transferred 10 . .
investment properties - (34.390) - (34,390} (34,390} . 006 2005
tmpairment loss - {27,681} - {27,681} (27,681} Investmant Bank investment Bank
\ENrI;'un bac;rcr: disn::uls - tf.;gé) (QS.;SE) {101,982}  (101,982) Propertiss Premisas Propsrtias Pramises
xchange adjustments -
98 adjusime : : 9.363 3,363 HK$7000 HES 0G0 HE3 000 HKS 060
At 315t December, 2006 - 600,473 1,154,783 1,755,256 1,755,256 Freeholds ’ . :
Ne#1 baok value at . X . Held outside Hong Kong 108,686 163,688 82,006 97.454
3151 December, 2005 1,316,755 3.375.981 782.379 4,158,360  5.475.115 Leasehalds
Held in Hong Kang
‘Jhebgrcss imgunts of t:: On Iongllease {over 50 years)  £79,700 1,455,520 499,500 1,694,121
above assets are stat On medium-term lease
AL cost - 3,13536% - 193716} 5,072,527 5.072,527 (10 - 50 years) 289,600 5,402,823 271,700 1,408,949
At Directars” valuation Held outside Hong Kong )
At-p1oi - 1 vatvati - B41,089 - 843,089 B41,089 gn Iong_!nse {m.-glr 60 years} - 176,954 57,501 128,419
rofessional valuation n medium-term lease
- 2008 1.316.755 - - - L316.755 (10 - 50 years) 10,555 348.008 39,879 304,337
1,316,755 3,976,454 1,937.162 £.913.616 7.73037° ) 1,288,341 3,547,001 950,586 3,633,280
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The Bank
. 2006 B 2005
lavestmant Bank Investmant Bank
Propertiss Pramistes Propartins Preamisas
HK$'000 HK$'000 HK$ 000 HKS'000
Freeholds . ’ .
Helg ¢utside Hong Kong - 79,895 -, AEREL]
Leaseholds
Held In Hong Kong
On long iease (over 50 years) ~ 873,700 1,455,520 499,500 1,694,121
On rmedium-term lease .
(10 - 50 years) 426,500 1,315,596 382,800 - 1,330,485
Held outside Hong Kong
Qn iong lease (ovar 50 years} - 176,954 57.501 128,419
On medium-term lease y
{10 - 50 years) 10,555 348.016 39,879 307,486
1,316,755 3,375,981 979,680 3,468,642

The carrying amount of bank premises of 1he Group and the Bank would have been’
#K$2,531,195,000 (2005: HK$1.949,626,000) and HK32,376.387,000 {2005: HK$1,749,947,000)
respectively had they been stated af cost less accumutaed depreciation. .

Invesiment properties in Hong Kong were valued at HK$1,169,300,00¢ as at 31st December,
2006 by an independent valuer, DTZ Debenham Tie Laung Limited, Chartered Surveyors who have
among their stal! Fellows of the Hong Kong Institute of Surveyars with recent experience in the
location and category of property being valued. The valuation has been Incerporated in the
accounts as at 3151 December, 2006 and 1t was performed on an open market value basis.

The Group leases out Invastment properties under :u:oemt‘m?| leases, The leases typically run for an
initial period from 1 10 1D years, with an option 1o renew the leases after that date at which time
all terms are renegotiated. None of the jeases includes cantingent rentals.

Rental income fecelvable from investment properties held for use under operating leases amounted
to HK$532.553,000 in 2006 (2005: HK343,194,000). There was no contingent rental recognised
during the year 2006 (2005: Niil. - '

The total future minimum lease payments of bank premises and investment properties held for
yse under non-cancellable operating Ieases are receivable as follows: - '

The Group Tha Bank
2006 005 2006 2005
HK$ 000 HK3'000 HKS 000 HKE"000
Within ane year 55,549 38.414 54,143 35,825
After one year but within
flve years 58,021 53,035 50,605 44,461
After five years 1,081 3,775 .- 928
115.651 95,225 104,743 81,214

AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES
Dufing the year, the Bank entered Into Aransactions with certain subsidisries in the ordinary

course of its banking husiness. Detalls of the amounts due from and due 1o subsidiaries are’as
follows:
{n) Amounts Dua from Subsidiaries
_ The 8ank
2006 2005
HE$000 HK$°000
Financial institutions 84,938 244,132
Othars ) 1,925,357 1,484,685
- . 1,534,455 1,728,817
(b} Amounts Due to Subsidiaries
A The Bank
- 2006 2003
HES'000 HKE 000
Financial inttltutions 228.040 4,364,094
Others 1,447,603 5,488,283

1.675.643 9 B52.377
Y  Te———

INCOME TAX IN THE SALANCE SHEET

{a) Current Taxatlon in the Balance Shest Reprazents:
- The Group Tha Bank
2006 2005 1006 1005
. HKS'000 HE$'000 HK$200 HKE'Q0D
Provision for Hong Kong .
Profits -
Tax for the
-(Note 12(a)) 508,542 366,845 443,087 312,167
Provisional Prafits . )
Tax paid- {299,011) (243,516) +{254,605) {193.677)
109,531 122,91% 168,482 116,490
Balance of Profits Tax .
provision relating to .
prior years 17,478 76.9319 5,000 75,739
Overseas taxalion 107,088 §1.827 102,341 54,363
. B 334,097 261,695 795,823 148.5823
— =] —
(b} Daferred Tax Assets and Liabllitles Recognised

The components of deferred tax (assets)liabilittes gni: od in the cor

lidatad balance
sheet and the movenents during the year are 33 follows: "
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The Group The Bank '
1006 2005 2008 2005
HKS'000 HK§000 HKE'000 HK§ 000
Net deferred tax assets :
recognised on the
balance sheet (39,169) {38,463) (22,905) (30,233}
Net delerred tax labillties
recognised on the
balance sheet 598,118 627,485 594,503 626,893
' 558,949 589,016 571,938 ‘596,660

Daferrad Tax Assets Not Recognised : .

Tha, Group has not recognised delerred tax assets in fespect of cumulative tax ‘osses of

HK$221,940,000 (2005: HK$121.853.000) as it is not probable that future taxable profits
. against which the lesses can be utillzed will be available in the relevant tax jurisdiction and

entity. Under the current tax legislallon. the expiry dates of the tax losses were as follows,

' 2006 200%
. ’ HK3"000 HK$'000
£xpiring within 5 years 25705 30,398
Expiring more than 5 years 3741 4,001
No expiry date 195,454 87,454
221,940 - 121,853
DOTHER LIABILITIES
The Group Tha Bank
2008 2005 1006 2005
HK3000 HK3 000 HEK$ 000 HKS'000
(a) Trading tiabilities
€xchange fund bills sold 19%.800 1,194,545 199,800 1,194,545
£xchange fund notes sold 33,459 35,338 33,459 35,336
‘Short positions in securities 8,060 - 8.060 . -
241,313 . 1.229.881 241,319 3,229,881
Negative fair value of .
erivatives 701,276 707,118 693,056 705,188
942,595 -1,936.999 934,375 1,935,069
TrE—— S
{b) Other Accounts and )
Provisigns . . .
Accrued interest payable 854,862 (722175 784,977 543,145
Other accounts 7,181,792 6,186,085 3,661,087 4,192,304
B.046,654 6,908,260 4.446.064 4,735,449
—
LOAN CAPITAL . .-
The Graup The Bank
2006 2005 2006 200%
. HK$000 HKE'000 HKE'000 HKI'000
U53$550 million 7.5% .
subordinated notes, '
measured at fair value o i . .
through profit or loss - 4,173,929 - -
Us3550 million 5.625% . )
subordinated nates, - . .
measured at fair value . )
through profit or loss 4,288,824 4,274,859 4,288,824 4,274,859
V55500 million floating rae .
subordinated notes, i
meatured at amortised cost 3,865,491 - 3,865,491 -
2.154,315 8,548,780 8,154,215 . - 4,274,859
P

Loan capital of face value of HK34,277,873,000 {US$550,000,000) and cartying amount of
HK54.2858,824.000 represents 5.625% subardinated nates qualifying as tier 2 capital which were
issued on 13th Cecember. 2005 by the Bank. The notes are listed on The $tock Exchange of Hong
Kong Limited and will mature on 13th December, 2015.
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On 16th February, 2006, the Bank r d the 7.5% subord: d notes with face value of 37, RESERVES
HK$4,177,873,000 (US§550,000,000) which was issued on 30th january, 2001 by East Asia. ' ) . 2006
Financial Holding (BVT) Limited, a single purpase wholly-owned finance suhsidlar).« of the Bank. ' The Group The Bank
©n 271h June, 2006, the Bank issued floating rate subardinated notes qualitying a3 tler 2 capital HKS000 K5 000
with face value of HK$3,888,975,000 {US3500.000,000), The carrying amaount of the notes as at
315t Decernber, 2006 was HK$3,865,491,000. The notes wifl mature on 28th June, 2011, (a) Share Premium (undistributable} 656,429 656,429
35. " EQUITY SETTLED SHARE-BASED TRANSACTIONS - ° . o At ¥st January - -

. The Bank has adopted 5tal Share Cption Schemes wherely the Board of the Bank may at its NESI ""1";"""'“ %" :.""""s’ L”“‘d under 365,911 365.911
discretion grant to any employees; including Executive Direciors ang Chief Executive, of the “' ‘ar:‘ F."’" 1‘ "}"“ . . g
Group options to subscribe for shares of the Bank. The options may be exercised during the Transfer e the fair "; ue of aptions. ";"’“ 40.217 20.217
period beginning on the first anniversary of the Date of Grant and ending on the (ifth anniversary rapita res;r.v:r- s ""d“’?d"w? tssue (50,168) {50,168}
of the Data of Grant. All optiens were granted for nil consideration. E ?:;ﬁ:l'::‘:' in lieu of divicends 1251} {281}
{a} Particulars of share 6ptians ) . Ay 3151 D b IR TERET .
’ Exarclie Price 5 315t Decernber 012, 012,

Date of Grant Vesting Perlod Exarcise Parlod Far Share (b} General Reserve i -
. ot HKS At st January - 12,543,214 12,425,169
197472001 19/4/2001 - 10//2007  19/4/2002 - 19/4/2006 16,95 e o o transferred 12.590 -
18/4/2002 18/4/2007 - 17/4/2003  18/4/2003 - 18/472007 580 o revatastion reserve 1,353 1,353
02/5/2003 - 02/572003 - 01/5/2004  02/5/2004 ~ 02/5/2008 14.90 S e i eu of didends 599825 539815
22/472004 22/4/2008 - 214442005 | 22/4/2005 - 22/4/2009 23.23 ares (U @ . -
Q¥/5/2005 a3/5/7005 ~ 02/5/2006 . D3/5/2006 — 03/52010 22.95 At 3151 December 13,256.982 13.026,347
03/5/2006 - Q35,2006 - 02/5/2007 03/5/2007 - 03752011 33.05 Revaluation B & Premi —
(b) The numbar and weighted average exercises prices of share options are a3 follows: © e(v:nuxslmgm:;e‘ge on Bark Premises
. 2006 2008 At 15t January.. 778,931 781,039
Recogmition of net deferred tax liabilities :
Welghted Weighted (Note 32(b}) (11,185) £11.195)
average o average o Revaluation surplus on bank premises transferred
. to investment properiies 69,444 69,444
price of options price of options Realised surplus on disposals transferred o .
- HES ooo HKS oo general reserve {1,353) (1,353}
Outstanding at the . .
hning of the year 2112 40,910 19.38 30,075 At 3151 December —n328_BIL3S
Ellrcts:dddurinq the year. 23.9-; (19,845) 15.70 (4,498)" {d) Statutory Reserves (undistributable).
ranted during the year 33.0 . 3,250 22.95 16,410 . At 132 January and 315t December {14) -
Lapsed during the year 23.00 (255) 12.95% 1.077) (e} Capital Reserve {undistributatle) .
Ou\f:nhndinu at the snd 486 S . ! At §51 January and 315t Cecember 86,436 =
o _" € year 5 24,060 21z 20310 {ft Exchange Revaluation Reserve {undisiributable) ses "
Exercisable at the end - - At 15t January : 78, 46,658
of the year 21.27 zo.slo‘_ 15.95 24,920 Exchange adjustments 105,725 75,043
The weighted average share price at the date of sxercise for shares options exercised during . A
1De yeor was HK$33 40 (1005: HK$23.04), e A 1] t 315t December ) . IEJE 125.701
The cptiens outstanding at 315t December, 2006 had #n exercise price from HK$14.90 to (gt c.(a‘,,,‘:‘li,':ﬁs:u'::nie?u" Share Options issued
. :4’!(13’3.20?5(2005: |trorns K;I;._BO tu)nxszs.zs) and 8 weighted average remaining contractual m ‘1‘“ January £0,806 69,806
ife of 2.76 years (2005: 3.31 years). ) ' . Transfer of the fair value of opti i ) )
. . ptions to share premium {40,217} (40,217)
(¢} Palr valus of share options and assumptions - . Forfeited pptions transierred to retained profits (404} (400)
The fair value of services received in return for share options granted are measured by - Addition 22,067 22,067
relerence to the fair value of share options granted. The astimate af the falr value of the
share aption granted is measured based on a trinomial lattice model. The contractual life of At 3tst D“"“h"’ 51,256 51,256
the option is used a5 an input into this modet, ’ (h) Investment Revaluation Reserve {undistributable)
. 2006 2005 At 15t January 158,729 345,273
Fai va‘lue at measurement date HK$6.38 HKE1.57 Changels in falrd:ralua ?' securities 653'”‘) MD'SM)
- B Reversal upon disposal {4t 766 (33,716
. e ' - ::;;;gg :::ﬁ;g . Recognition of deferred tax liabilities (Note 32(b)) {102,777} (109,841}
M Expectad volatility (expressed as weighted average volsillity i N ’ Exchange adjustments N 308 48
o used :r: 1he modelling under irinomial lattice model} 23.27% 11.31% At 315t December 861,188 641,954
ption lite 5 years 5 years ? . .
. Expected dividends : 7.35% 5.59% @ Retained profits 240 .
Risk-{ree interest rate {bated on Exchangs Fund Notes} 4.63% 315% N‘M ;tr;:irl“;:?lhe ear ;‘4;4??? ggtgg?,
X The expengs‘vgmiljny is based on the historic velatility (calculated based on the weighted Transfer 10 genersl feserve ’ (11:590] ' Tl
. average remaining lite of the share _cp\Ions). adjusted for any expected changes to future Transfer in respect of forfeilec options 400 400
.volanllity based on publicly avaitable information. Expected dividends are based on historical . Rividends (Note 14} L "
- ..dividends. Changes in the subjective input assumptions could materlalty affect the fair value | - Interim dwidend . (661,663) (661,663)
} estimate. . . - Final dividend in respect of previous year (1,410,856} (4,410,856)
Shate options were granted under a service condition, This condition has nct been taken
Into #ccount in the grant date fair value measuremnent of the services received. Thare were At 3131 Decomber 2.032.45) 3,294,562
ne market conditions associated with the share option grants. ' {) Total Reserves 23,387,599 20,989,893
36, SHAKE CAPITAL : . ’
; E - 2005
. - 2006 2008
. No. of Nominsl . No. of Nominal The Srovp The ?mk :
shares valus shares valus . : HK§'000 HK$°000
000 HES 000 D00 FK3000 {a) Share Premium {undistributadle) = - :
) At 15t January 631,188 631,188
A"é’[‘;rrl‘:!r;i?sharﬂ o . . Net plfm’ﬂium on shares Issuett under
- . - - N Staff Share Option Schemes 59,393 59.393
-HK$2.50 each 2,600,000, 6,500,000 2.600.000 6,500,000 Transfer of the air ;:Iur of oplions from
Issued aad fully paid: T Capital reserve - share options issued . 240 240
H Shares issued in lieu of dividends {34,334} (34,334}
, At st January 1.510.229 3,775,575 1,491,998 3,719,396 - “
Shlrefs ssued under : . . Capital fee {58) 158>
Stafl Share As 3 . 6564,
~ ' Optlon Schemes 19,845 L 49,612 4,498 11.245 s 31t December ] cELE
Shares issued in leu . (E) General Reserve .
. ol dividends 20,068 50,168 13,733 34,334 ° ;t 15; Ja'"uarv \ained prof '2-042%52 11,883,314
- 0 - ransfer from retain rafits N -
At 3131 Decamber - 1,550,142 3,875,355 1,510,229 . 3.775,575 Realised surplus on dl‘s:osa!s transferred
- e e — trom revaluation reserve 278,819 228,821
Pursyant to the approved St1afl Share Option Schemes {the "Schemes~). cptions to purchase i in li ivi ' !
ordinary shasres in the Bank ware Frant'd 1o eligible amployees. The option pzce of lh-psmzmes Shares issued in lieu of dividends 313,034 213,034
. adopted before 2002 was 95% of the average closing price of the existing shares of the Bank on Al 315t December 12,643.2t4 12,425,169
The Stock Exchange of Hang Kong Limited Tor tha five busiaess days immediately preceding the . . e
date of offer of such optians. For the Schemes adopted in and after 2002, the exerclse price (c) Revaluation Reserve on Bank Premises . . .
wGudls \ha faik value of the underlying shares at the date of grant. The oplions granted under the - {undistributable) -
Schemes will be exercisable batween the first and the fifth anniversarigs of the date of grant. :;;:::‘o"'“:z diferced tax habilities (Nofe 32050 .Lug;'g?g 9;;;?;
ne > g x liabilities (Nore | .
(a) Shares Issusd under Staff Share Option Schame Revaluation surplus on bank premises :
Curing the year, options were #xercised to subscribe for 19,845,000 ardinary shares in the transferred ta invastmenl properties 12,429 14,535
Gank at a consideration of HK3415,523.000 of which HK$49,612,000 was credited to share: Realised surplus on disposals transferred o .
:':piuls;}nc:'ae bala;:oano:. HKblsss_Bl'lf.Don \7-; cradited to the share premium account general reserve - {278,819) {228,821}
Dle 3 40,217 a3 been transferred from the capital teserve to the share premium
sccount in accordance with pelicy set out In Note 2(gXiv). i At 31st December 718933 Ja1.039
(b)  Tarms of Unaxpired and Unexercised Shars Options at Balance Shaet Dats {d) Statutory Reserves (undistributable}
. S L A o :
n. -
Date of options grantad Option price HNo. of shares  No. of sharss A”;_I e ’“; feserve 0.424)
19/4/2001 - HE$16.96 : - 2,015,000 1t Decamber ) ! =
18/4/2002 HK$15 BO 1,855,000 2,285,000 (#) Capital Reserve {undistributable) R
02/5/2003 HK$§ 14 90 2,895,00¢ 5,270,000 At 1st January and 315t December 86,436 -
22442004 HK$§23.23 5,750,000 14,350,000 Y istri
03/5/2005 HK$27.95 12'310,000 15'390.000 () Exchange Revaluation Reserve (undx;lnbuublej
03/5/2006 HK$31.05 3'250.000 taky ‘Al 15t lanuary . 49,813 44,801
. . ! d d = Exchange adjustments 28,755 1.857
24.060.000 _40.910.000 At 315t December 78,568 . 46,658
———
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© wilh or may incur on loans and advances in

3. -

g BEARTER
2005
The Group The Bank
. HKE'000 HK$'000
{g) Capital Reserve - Staff Share Options issued
{undistributatle)
At 15t January 41,7439 41,749
Transfer of the fair value of options to
share premium - (240) (240)
Forleited optians transferred to retained profits (1,498} (1.499)
Addition 29,796 29,796
At 31st Decerber £9,806 69,806
(m) investment Revaluation Reserve (undistributable) * R
At 15t January . - -
Changes in fair vajue of securities 359,477 345,285
Exchange adjustments {748) {12)
+A1-31st December . 258,719 -345.273
{i) Retained Profits . . .
At 15t lanuary 4,695,564 . 3,422,443
Net profit {or the year 2,748,725 ' 2,615,550
Transiar to general reseive (6.09%) " -
Transfer Lo profil and Joss account on . -
disposal of assaclates 1,424 -
Transfer in respect of forfeited oplions 1,499 1,499
Dividends {Nafe 14} .
« Interim dividend {496,127) (496,127)
- Final dividend in tespect of previcus year (1,195,301) (1,19%5,301)
AL 315t December . . 5,749,683 4,348,064 -
N L ———
() Totsl Reserves - ‘ 20,421,790 18,672,438

. The appéicaticn of mo'mm premium account I; governed by Section 488 ol.thn Heng Kong

Companies Ordinanc

General reserve was $41 up from the wansfer of gs. the realised r waluatiol

i ned surplus,
on disposal of properties and the valua of shares issued in lieu of divide:

" Revalualicn reserve on bank premises and exchangé revaluation raserve have been iet up and are

dealt with in accordance with the accounting policies adopted for the revaluation of bank premises
and foreign currency transiation. " L . . '

Statutery reserves are set up 1o supplement the paid-up capital until the sum of paid-up capital
and the statutory reserves are equal to the registered capital for certain associates, -

Capitsl reserve Iepresents the capitalization of subsidiasies’ resarves. ‘ [
Capital reserve - staff share options issued comp/ises the tair value al the actual or estimated
number of unexercised share options granted to employees of the Bank recognised in a¢cordance
with the accounting policy adopied for share based payment in Note 2(gXiv).

Investment revalustion reserve comprises the cumulative net change in the fair value of available-

_for-sale securities held until the securlties are dergeognised and is dealt with in accordance with -

the accownting policles in Notes 2(f) and (k} . .
A regul y resecva (3 mai d to satisty the provisions of the Hong Kong Banking Ordinance
for prudential supsrvision purposes by marklng amounts in respact of losses which the Bank
ien 1o impai losses recognised. Movements
in the reserve are rarmarkad directly through ratained earnings and in ¢oasultation with the Hon
Kong Monetary Autharily. As at 315t December, 2006, HK$606,000,000 {2005; HK$391,000.000
wat Inctuded in the retained psofits in this respect which wa stributable 1o equity ho'ders of
the Group subject 1o consultatian with the Hong Kong Monatary Authority.
At 315t Decernber, 2006, the aggregate amount of reserves avaliable for distribution to equity
holders of the Bank was HK$18,320,909.000 (2005: HK§16,773,233.000). After the balance
shaes date the ctors proposed a final divigend ot HK§1,03 per ordinary share (2005: HK30.93
ger shase}, amounting to HK$1,5%6,645,000 (2005: HK31,404,514,000), The dividenc has not
een recognited as a flabifity a1 the batance sheet date. .
MINORITY INTERESTS .

2006 - 2008

. HK$'000 HK$'000

At 1 fapuary . . 207,163 165,655
= acquisition of subsidlaries 2,561 975
- {Increaseldecrease In sharehclding . (29,268} 3,409

- thare of revaluation surplus of avallable-for-sale
financial. ass#ts 149,196 -
. = gxchange adjustments 1.016 {132)
Profit for the year  ~ 51107 37.256
At 31 December 381.77% 207,163

FINANCIAL RISK MANAGEMENY -
This section presents inlgrma!ion an the Group's financial sk management.

«Tha Group has In piace & credit risk management system to identity, measure, monitor and control
tha various types of rlsk that the Group faces and, wherg appropriate, to allocate capital against
those risks. The lsk managament policies covering credit risk, market risk, interest rate risk, Hquidity

risk, operational risk, legal risk, reputation risk and strategle risk of the Group are reviewsed regulariy

by the Management and related recognised committees, and recommendations are made by 1he

Risk Management Committee for the approval of the Board of Directors, The internal auditors also

pertorm regutas audits on Business units 1o check compliance with policies and procedures.

{a) Credit Risk Management . .
Credit risk arises from the possibility that & customar or countarparty in a transaction may
default. Such risk may arise from countérparty risks from lcan and advances, ISsuer risks
trom the securities business and counterparty risks from trading activities, b
The Board of Directors has celegated authority to the Credit Commities to overses
management of the Group's credit risk, independent of the bizsiness units. The Credit
Committee reports 1o the Board of Directors via the Risk Management Cammittes, which
deals with all risk managament refated issues of the Graup. .

The Credit Commlittes is responsible for all creit risk related issues of the Group, The

Group identifies and manages credit risk through target market definitions, formulation af

cradit policies, credit approval process and monitoring of aset quality.

in evaluating the eredit risk associated with an Indivicual customer or caunterparty, financlal

strength and repayment abl slwiays the primary considerations. Credit risk may be

mitigated by obtaining caliateral from the customer of Countarparty.

The Group has established policies and procedures to identify, measure, manil;

credlt risk, In this connection, guideling for managemant of credit risk have b

in the Group's Credit Manual. These guidelines stipulate delegated lending authovities, credit
axtension criterda, cradit monitoring procass, 20-grade loan casification system. credit recovery
and piovisioning policy. They are reviewed and enhanced an an on-going basis to cater for
the market change, stalutcry requirement and-best practice risk management processes. '

The Group's credit risk managament far the major types of credit risk Is depicted as foliows: —
(i  Corporate credit risk . . . .

The Group has laid down policies and procedures 10 evaluate the potentlal credit risk
of a particular counterparty o transaction and 10 approve the transacilon, For corporate
customers. the Group has a detailed risk.grading system that is applied to each
counterparty. To manitor concentration-risk, the Group has pre-set fimits for exposures
to individual industries and far borrowers and groups of borrowers. The Group also
has & review process to ensure that the level of review and approval Is proper and witl
depend an the size of the facitity and risk grading &f the credit.

The Group undertakes on-going credit anaiysis and monitoring at sevaral levels. The
policies are designed to promote early detectlon of counterparty, industry or product
exposures that require speclal monitoring, The overail portiolio risk as well a3 individual
impairec loans and potential impalred loans arg being monitored on a regular basis.

(b}

" - Used ta manage the Group's own exposures to market risk as part of {15 asset and liability

£ii)  Rerail credit risk

. sheet ar structural positions. The objective of markel risk management i3 to avoid excessive
. exposure to-earnings and equity and to reduce-the Group’s expasure 1o the volatility inherent

- with respect to interest Tates trend raview. .
‘' The use af derlvativas for proprietary trading and thelr sale to custamers as risk management

.into 10 meet customer demand and 1o manags the risk of these and other trading positions,

P.14

The Group's retail ¢credil policy-and approval process are deslgned for the fact that
“.there are high volumes.of relatively homogensous and small value transactions in

rach retail loan category. The formulation of ‘credit policies is primarily based on the
demographic factors an?mc ioss exparience of the loan portfolios. The Graup monitors
its pwn and Industry experlence 1o determine and periodically revise praduct terms
and desired customer profites, :

(i) Credit risk for treasury transacticns .
The credit-risk of the Group’s treasury transactions is managed in the same way a3 the
Group manages its corporate lending risk. The Group applies a risk grading system to
i3 counterparties and sats Individual counterparty imits. .

(iv)  Credit-related. commitment .

- The rlsks invalved in cred|
same as the credit risk lavolved in extending loan facilities to custamers. These

. transactions are, thersfore, subject to the same credit application, porticlio'maintenance

and cotlateral requirements as for customers spplying for leans. .

(v} Cencentrations of credil risk -
Concen on of credit Tisk exists when changes in geographic, economic or industry
tactors similatly affect gmups of counterparties whose aggregate credit exposuie Is
material In relation to the Group's total exposures. The Group's portfolio of financial
Instruments is diversified along geographic, industry and product sectors.
The Group has been monitoring its concentration risk by adopting appropriate risk
control measwres, such as setting limits on exposures 1o different ingustries.and loan
portfolios. . . -

Markat risk managsmaen BN . . .

Market fisk arises from all market risk sensitive tinancial Instruments, including debt secufities,

foreign exchange .contiacts, equity and derivative instruments, as well as {rom balance

in financial instruments,

The Board-of Ditectors reviews and approves policies for the management- of the market -
risks. The Board has delegated the responsibiity tor ongoing general market risk management
to the Atsel and Liability Mansgemant Committee. The Asset and Liakility Managemant
Commitiee reports 0 the Board of Directors via the Risk Management Committee.

The asser and Lisbility Masnagement Comrhittes deals with all market risi and liquidity risk
retated ssues of the Group, it is alse [espunslble for deciging the future business strategy

products Is an integral part of the Group’s business activities. These |nstruments are alsa

management process. The principal derivatives Instruments used by the Group are interest,
foreign exchange rate and equity related contracts, which are over.the-caunter gerivatives
or exchange iraded decivativas. Most o the Groups derivatives positions have been enteted

The Group sefs various positions aad sensitivity limit structures. Additlonally, the Group
applies sersitivity analysis and s¢anario analysls, bath en individual portfalios and on the
Groups consclldated positions to assess the potential impact on the Group's earnings as a
result of extrema movements in market prices, . . R
W Currancy 1isk . )
The Group's foreign currency positions arise from foreign eachange dealing, commercial
banking operations and structural foreign curtency exposures, Al foreign currency
positions are managed within fimits approved by the Board. .
The Group uses Value-at-risk (VaR) to quantlfy the market Tisk exposure of the trading
activitles. VaR is a technlgue that estimates the potential losses that could occur on
risk pesitlons as a result of movements in market rates and prices over 3 specilied
tlme harlzon and at a given level of confidence. Lo
Struttural foreign currency pesitlons, which arise mainly from foreign curreacy
investments in ihe Group's branches, subsidiaries -and associated companies, ame
excluded fram VaR measurements as related Gains or iosses are taken to reserves,
Such foreign currency positions are managed with the principal oblective of ensuring
that the Group’s reserves are protected from exchange rate fluctuations. The Group
seeks to match closely its foreign currency denominated asswts with carrespoading
liabilities in the same currencies.
The following table indicates the concentration of currency risk a1 the balance shest

date: . o
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tated commitments and contingencies are essentially the -
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The net option position is calculated using the madel user approach, whith has been
approved by tha HKMA, The net structural pasition includes the Bank's overseas
branches, banking subsidiarles and other subsidisries substantially invelved in foreign
exchange trading and Include structural assets or llabilities as follows: .

- investments in property and equipment, net of depreciation charges;
- capital and statutoey reserves of Gverseas branches;

- investments in overseas subsidianies and related companies; and

- loan capital -

Interest rate risk . ..

The Group's interest rate positions arise from treasury and commercial banking activities.
Interest rate risk arizes in both trading portfolios and non-trading portfolios. Interest
rate risk primarlly results from the timing differences in the repricing of interest-
bearing assets. liabilities and commitments. It also relates 1o positions from non-
interesl bearing liabilities including shareholders’ fupds and. current accounts, as well
as Irom certain fixed rate icans and liabilities. Interest rate risk is daity managed by
the Treasury Department within the limit approved by the Board of Directors. The
Idnst;’un'_\ents used to manage interest rate risk include interest rate swaps and other

erivatives.

The following tabla summarises the range of eflective average Interest rates for the
year ended 315t December for monetary financial instruments:

The Group The Bank
2006 2005 1006 2005
% % % *
Assats
Cash and short-term funds and
placements with banks ang
other financlal institutions 0-8.50 0-6.99 0-8.50 0-6.99

Trade bills, advances o
customers and advances to
banks and other financial

Institutions 1,02-45,00 1.01-17.89 1,02-18.59 1.01.17.89 °
Securities {Note} 1.00-2.55  1.80-8.14 1.00-7.55 1.80-8.14
Ulabilities . .

Deposits and balances of banks

and othes financial institutions 0-7.14  0.02.6.4% 0.2.24 0.02-6.49
Deposits from customers - 0-15.00 9-10.19 2-15.00 0-%0.19
Certificates of deposit issued

and loan capital 1.43-6.31  2.69-7,5% 1.43-631 2.69-7.59

Nate: Securitisy inclode curtiticatas of depnsit held, trading assets, Knanclat assety desipnated at
fair valuw through praiil or loss, securities mea: ans and receivables, avaslable-for-
sale financial assats and held-to-maturity investmeals. .

he following tably indicates the expected naxi repricing dates (or maturily dates
whichever are eatlier} for the interest bearing sssets and. lisbilities at the balance
sheet cate. -
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Asset and Liabiily Management Committee. The Treasury Depariment Is responsible for Advances 10 cuiomass and . .
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Strategic risk m.ﬂagnmcnt R

The cbiecilve of sirategic risk management is o momlor the risk 1a earnings or capita!
arising from bad business decisions or irom an improper |mp|ementauon oi gcod business
decisions.

-The Board of Directors reviews and approves policy for thé management of the strategic

risk. The Board has delegaled the responsibility for ongoing sirategic fisk management 1o
the Asset and Liability Manlglment Commitiee. The Asset and Liability Management
Committea reports 1o the Board of Directors via the Risk Management Committee.

Oparational risk, legal risk and reputation risk management
Operational risk 1 the risk arlsing from.the potential less due 1o Inadequzle or failed
Internal processes, people and systems or Irurn external events. .

Legal risk i3 the risk arising from the potential that unenforceatle cantracts, lawsuits o

. adverse |ud?rmerm may disrugl or otherwise.regatively aﬂm the operations or financial

condizion of the Bank Group,

Reputation risk is the risk arising from the pc!entia\ that negative publicity regarding the
Bank Grouwp's business practices, whether true or not, will cause a decl\nz in the customer
base or lead to costly litigation or revenue reductions,

The nblecﬂve of managing the aforesald risks is to tdentify, assess and monitor these rlsks
and, m panticular, to comply with the relevant regulatory requirements.

The Board of Rirectors reviews and approves palicies for these risks, and It ha; delegated
the responsibility for angaing cisk management o the Dperational and Other Risks
Management Committee. The Cperaticnal and Other Risks Management Commitiee reparts
to the Board of Directors via the Risk Management Committee.

40.  Falr valuas of Financial Instrumants

Estimation of falr values

Fair value ettimates are generdlly sublective in nature, and are made as of a specific point in
time based on the characteristics of the financial instruments and relevant market information,
Where available, the mast svitabie measure for tair value is the quoted macket price. In the
absence of organised secondary markets for mest financial instruments, and in particular
for loans, deposits and unlisted derivatives, direct market prices are not available. The fair
value of such instruments was therefore calculated on the basis of well-¢stablished valuation
techniques using current market parameters. In particular, the fair value is a theoretical
value applicable at 3 given reporting date, and hence can only be used a5 an indicatar of
value realisable in a future sale,

The Group compales valuations derived from medels with quoted prices of sllmlar tinancial
instruments, and with actual values when realised, in order to further validate and calibrate
the models. These techniques involve uncertainties and are significantly aflected by the

-assump!luns useu and judgments made regarding risk characteristics of variaus financial

nstr rates, of future cash flows, luture axpacted loss experiences
and other laciors. Changes in assumptions could significantly affect these estimates and the
resulting lalr values. Derived fair value estimates cannot necessarily be substantiated by
tomparison to independent markets and, in many cases, coukd not be realized In an immediate
sale ot the instruments,

The tollowing methods and significant assumptions have bun applu-d In determining the
{air values of financial instruments:

(0] the fair valye of demand deposits and savings accounts with no pecific maturity i3
atsumad to be the amaount payable on demand at the balance sheet date;

(i) the fair value of variable rate financial instruments is astumed to approximate their
carrying amounts and, in the case of loans and unquoted deblt securities, does not,
therefore, reflect chanFls I thelr credit quality, as the impact of credit ¢isk Is recognised
separately by deducting the amuunt of the impairmant allowances from beih the
carrying amount and fair value;

i} the fair value of flxed rate loans and mongages carried a1 amortized cost Is estimated
by comparing market interest rates when the loans were granted with current market
rates offered on similar loans. Chanqes in the credit guality of joans within the
pertfclio are not taken Into account in detarmining gross fair values, as the impact of
credit risk is recognised separately by deducting the amount of the lmpllrmenl loss
and allowances from both the carrying amount and fair value,

(iw)  the fair value of unquoted lqulty investments'is esllmaltd it possible, using applicable
pricafearnings ratios far similar listed companies adjusted m reflect lhe specific
ciréumstances of the issvers,

) ke faiu valye of unlisted open‘ended investment iunds are estimated using the net
asset value per share as reported by the managers of such funds,

“{vi}  the fair value of forward exchange contracts and Interest rate swaps is estimated

either using broker quoles or by discounting futuce cash flows. Fusure cash flows are
estimated based on management’s best estimate of the amount it would receive of
pay 1o terminate the contract at the baiance shiel date taking inlo dccount current
market conditions and the current creditworthiness of the counterparties. The discount

. rate ysed is 8 marke{ rate for a similar instrument at the balance shest date. The fair
value of an apuon contract is determined by applying the Black-Scholes oplion vatuation
model. Inputs are based on market relat data al the balance sheet date.

Fair valus )
All financial instruments are stated at 1au value or carried at amounts not materially differens

“from their falr values as a1 315t Dedember 2006 and 2005, except for heid-ta-maturity

investments 3s set ouf in Note 26.

4%, ?;F ~BALANCE SHEET EXPOSURES
R

Contlngml Labllitias and Commltmlnu '
The following is 4 summary of the contractual amounts of nch significam “class of contingent
liabifities and commitments: . ..

Tho Graup - The Bnnlz
2008 2005 T 2008 - 2005
HK$'000  HK$QUC  HKS000 | HK$O0QU

Direct credlt subsstitutes 5,214,804 4839.458 5,199,789 4,813,652
Transactlion-relaled r.onlll\gﬂl\dl'a Tas 805,453 740,121 205,458
Trade-related contingencies - 1,835,733 1,908,453 1,782,712 1,B36,780
Other commitments with
an original maturity of:
under 1 year or which are
unconditionally cancellable
1 year or aver

39,747,438 32,104,801 38,892,216 31.498.363

62,224,720 49,205,500 511182,195- 48,425,389
———

Contingent liabilities and Commitments are credit-related instruments which inciude
atceptances, letters of credit. guarsntees and commiiments to extend credi:. The contractual
amounts represent the amounts at risk should the contract be fully drawn upon and the
client default, Since a significant portion of guarantees and commiiments i$ expecied to
expire without being drawn upon, the totat of the contract amounts do not represent
expected future cash flows, .

Derivatives
Deri {11 reier te financial :unlri(ls whose value depends on the value o'l one or more
underlying assets or |ndlCtS

14,586,634 8,547,330 14,567,457 9,471,136 *

PAT

The following is a summarty of The national amounts of each significant lype af derivative
for the Group and the Bank:

T Tha Group
. - | 100 05
oo Tdsy - Woatrading Totad Trading Mas-tzading Totat
. - 3000 Lt ] i Hrf 000 KR Ly
Eathange rite conixts . ) .
Forwards. and lutures 4954201 14384 4,966,615 6,100,557 41518 §.148073
Swaps R AR f ] 1,447,009 9,345,012 10,308,343 LREIR]H 14979750
Opbors purthised 1,780,300 - 1780330 - 1519933 - 1919539
Optiom wrthen (R - 1,580,681 1,446,209 - 1M1
Itermst site convack .
Forewds sod ke . ¢ - - - 175,000 - 15,000
X - AL H 07150,518 pIRE K] i H BN a5
Optons - 116460 6668 - 116,326 116,3%
Eguity contracty . .
Oplions purchased 166,431 33008 193,539 sl - N5
. Dptions wiitien RRRLIEH 1,105 1,776,703 1384 - [ELE]
’ . 13,000,433 2,195.006 42098455 0l B2 ExhAL
The kusi
Troding o rading Tetal Tading on-trading Total
Hson K300 . e 600 YO0 . T 3008
Iochange e contracs . . ’
Forwards and Iviunes - LA - 4,955.0% 6,103,659 - 6,103 659
Swagy 510150 1,125,095 9821 068 10,200, 41 451930 19,121 451
- Ogiry prchised 1.780,30 - 110X JRILL);] - 19135819
Optors wikten 1568681 - 1,564,641 15620 - 16208
Wizt fite ot - E
Forveieds wd futures - - - 128,000 - 175.000
Swagh w9y 19,557,436 19,545,627 “im2 30,043 841 1049199
Fauily contracts - . .
Optiom purchased * Bh4n 30 199533 s - 17,854
Ophiv wnlten 2006355 310 2,051,503 13,016 - LG

AN NMEMT . angMMS MY MSEOMI S5SN80
entaay =iy | e

Derivatives arise from futures, forward, swap and option transactions undertaken by the
Group and the Bank in the osreign exchange, interest rate and equity markets. The netional
amounis of these instruments indicate the volume of transactions putstanding a1 the balance
sheet date; they do nat represent amounts al risk.

The sepiacernent Costs and credit risk weighted amounts of the aforesaid ufl-balancg sheet
exposures ase as follows. These amounts do not rake into account the effects of bilateral
netting arrangements.
The Group The Bank
2006 200% 2006 2008

HKE 000 HK$ 000 HK$'000 HKL'000

Replacemant costs

Exchange rate contracts 106,585 110,839 105,907 110,829
Interest rate contracts 545,055 621,426 536,376 618,651
Options purchased -

- exchange rale Contracts . 2,223 5,180 2,221 5,180
. = equily contracts 8.553 980 8,553 930

662.417 738.425 653,059 736.650

Credit risk waighted amounts
Contingent liabilities and

commitmeants 12,018,280 9,271,093 11,995,146 4,734,078

Exchange rate con'uac:s 92,695 97,542 31,9564 86,515
Interest rate coniracts 219415 343307 219,368 342,088
£auity. tontracts . 25,852 5.990 25.852 6,930

12.356.242 0,718,727 12,332,530 9.679.672
T —— T W e

The tables abave give the contractual or notional amounts, replacement cest and credit risk
weighted amounts of off-balance sheet tzansactions. The replaumtnl cost is calculated for-
the purposes ol deriving the ¢redit risk weighted amounts. These are assessed in accordance
with the Hong Kong Monetary Authority’s guidelines which implament the Basie agreement
on capital adequacy and depend on the Status of the counterparty and the matugity
charactenistics. The nisk we 5El’ﬂs used range from 0% tc 100% for contingent liabilities and
commitments, and from 0% (o 0% for exchange rate, #quity and Interest rate contracts.
Replacement cost represents the cost of replacing alf contracts which have 3 positive value
when marked to market,

Replacement cost is a close aparoximation of the credit risk far these contracts as al the
balance sheet date. The credit risk weighted amount refers to the amount as camputed in

- agcordance with the Third Schedule to the Hong Kong Banking Ordinance..

The fallowing table provides an analysis of the notional amounts of derivatives of the Group
by relevant matumy grouping based on the remaining periods to settlement at the balance
sheet date.

- T brogy
Beionsl anpuss wih remsining Ky of
W06 ]
| yowr Ovec 1 oo Ovr f et | e Over
o s o S pun T Totd o lagy &3 by Syan Retal
100 5] 0o ) w3000 CE3 el wi%0
L e .
bt T ST IR BN NTE (LAl JATLIERR (R}
Cong drwiess RN [ RV 1T ] T4 R 0o
Other deeaeers LI - ] 15 N - [ ]
L T ) | IS0 M - LW Rl LIS WL
—— TSI WIS s rewe e TEISD e
The hask
Watioaul aounns whih renaleiny Bt of
™ - )
I . Oridpe v [ Over 1 yumr [
- ™ f o S - el . = 5y $vm St
[ T T Wit | ) 1] ) ]
i) . .
ety Ly naen T NS S e (POt SI TR
Comnydiriaden AN LIS PR AN I T er W - NS
Ot e N - 1800 1806 E - - WA

1107868 33145 1508 - i 41,505 622 123717 Liesy V“.sw.’l
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g BEANDRT - LaL
() Capltal Commitiments . . . : 43.  ASSETS PLEDGED AS SECURITY .
Capital commitments outstanding 3 313t December and not provided far in the accounts The foflowing balances with banks have been pledged as collateral for sequrities borrowings and
weie a3 follows: ) margin deposits of derivatives.
) nk
The Grsvp The 32 The Gveup The Bank
A6 - 5 004 2005 1008 200%
p P : IS 00
- HES'000  HKE'000  HKS'000 0 HK$-000 THKS AKS 000 HKS 000
Expenditure suthorised and . . L . . - -
contracted for 669,184 323,706  @36,957 269,301 Cash cotlateral for borrowed - . .
Expenditure authorised but not i oo - . . securities - 147,041 - 142,041 -
contragted for g 100,777 300,863 97.513% 101458 - Collaterat depasit for ’
: 769551 . 624569 754470 _ 370,760 _ derivatives dealing 43,995 38,048 43,995 | 38,048
td} Opersting Leste Cammitmants ' 126,036 " 368.048 186,036 38,048

At 31st Decembar, 2006, the total future minimym lease paymenis under non-cancelable
operating jeasas are payabie as fallows: ..

. ’ The Graup  © - The Bank
2006 - 2003 1006 1008

These transactions are conducted under terms that are ysual and customary standard lending and
securifias boirowing and lending activities. R

. 44, LDANS TO OPNCERS' . - .
HKS'GOD  HK$'DOO  HKS'B00  HKE'000 The apgregate of luans to officers of the #ank disclosed pursuant to Section 1618(4B} and (4C) of

Properties P - . . the Hong Keng Campanies Ordinance is as follows:

Within one year: 202,937 144,206 155.647 110,655 L ' ' ) o . .

After one year bul within five years 358,357 245,362 L 269,345 177,422 . . 004 1085 o

Adrer five years 131,643 59,263 80,277 61,348 - . HK3°000 HX3 000

g 692,937 488,836 505269 _ 349.425 . : -
- Aggrey amouni of relevant loans ouistanding :

Equipment : at 315t December . . . .

Within one year 4,417 3,475 S 1.602 - - . ' .

_After one year but within five years 7.765 7,194 2,672 © 3,290 - By the #ank . . 1,366,206 556,321

After flve years - N - T 345 - - #y subsidiaries . B ) - . -
o 11,882 . 11.014 4,265 4,092 - ’

. 1,366,206 955.321

The Group and the Bank lease certain properties and equipment under operating leases,
B o The leases fun 1o an initdal petlod of ona to twenty five y#ars, with an Opuon to renew the
lease when all terms are renegotiated. Lease ts are usually adj d annually to
reflect market rentals. None of the leases includes contingent rentals. L .
., 41, MNOTES ON CONSOLIDATED CASH FLOW STATEMENT e : . By the Bank B . ) 1,738,078 I.TD§,677.
{a) Purchase of Subshdiaries . . B ' . By subsidjaries . o . . LT - .

The mazimum aggregate amount of izlevant Joans'
outstanding during the year :

s S aoee 2005, ] o S oL T - . ;
. S o WEoon . AkEwo0 - Coe : ] e 1,738,078 1,706,677 -
N.é::;e:“;:::h:i; with 'In ks and . T ' o . ‘ Th-eru was no interast due but unpaid nor any impairment alkowance made against these loans 81
b anks & L : 3%st:Decerber, 2006 and 315t December, 2005. .
other financial lostitutions . - 131,557 - 3,054 - A . .-
Advances and ather accounts hess provisions . 587,704 BEST | . .- MATERIAL RELATED PARTY TRANSACTIONS " .
;"“ '“"; balnce of Banks . : .‘123;;)' . 1527 * The Group maittaing eertain retirement benefit schemes for'its stafl a1 per Note 2(a)ii. In the
eposit gnd balance of banis L T - " year 2006, the Total amount of contributlons the Group made 10 the sthemes was HK$ 78,663,000 -
Deposits ?r customers S {496,161} - " (2005 HE169,567,008) - o i B
Current taxation . .. S0 e . 90) - - R ) ) i T
Other accounts and provisions . . . 121,716} (47.321) The Group anters into a number of transsctions with 1ha Group's ralated parties, including its
Delerrad tax liabilities - : .- {54) 7" associates, and key management personnel and their close family members and companies
Minority interests . L (2560 97%) controlled or slgnificantly influénced by them, The transactions Include adcepting deposits from’
- s - 95,894 {34,658) and extending credit tacilities 1o them. Except that there is interest free shareholder’s advance.
. . Goodwill arising on consolidation 95,251 51,593 extended to pne (2005: one) assaclate amounting to HK$6,500.000 at kR E13 l:!ecemh!r, 2006
* Imangible axsets acquired . " 12,956 - (2005(:‘ zxsg_,mg,'ooo),_ all ‘m(eres!drates in :onneclionl w‘lg: the deposits uk'en and credil facilitles
. . . extended are under terms and conditions normally applicable 10 customass of com| rable standing. .
Total purchase price . - 204,131 16,935 - g " Ty appl pa nd
Less: cash and cash equivalents acquired - (131,557} ° (3,054} The interest recsived from and interest paid ta the Group’s related parties for the year, outstanding

| Cash flow on acquisition et of cash a:quired. - T yze74 0 13,881 . balances ol amounts due from and due to at the year end, and maximum outstanging balance of *
. A . . amounts dus from and due to them during the year are aggregated a5 follaws: - '
{b} Cash snd Cash Equivalents ) . . . . ' .

)  Camponents of cash and cash equival nts in the co dated cash flow t Key managemant parssans! ' i i . Assothtes
T ' - . ‘o0 2005 . Lo . 1h0% 008 - 72008 06 o0k 05 .
. B ’ HKS'000 - 1 HES'000 . © hebood HKEOOO . . KKSTOG- HES'000 HREO00 . HXTO0
Cash and batances with banks and toa . - o e e :
other financial institutions (Note 70} . N - - 8,317,746 4,525,587 bdeslinome | 166,050 .01 33619 . A8 1,09 0%
Placements with banks and ather financial ; . Inerest expenie L e S5 00,133 516.256 39 u
imstitutions with riginal maturity . - . Amount dus from 4200366 © 1094326 L39S C NJ20817 o 22SARI- 1E3OM
within three months © o 638K1,412 43,161,632 L cAmountdueto IO LMASH L6 SARAT - 94 2570°
Troasury bills with ofiginal maturity . . v C . . Mazimym ameunts due lom 6,76356% . A1 4 301255 - R2ANs o 463,356 Jten
f within three mantht . N T 4,579,711 ' 4,557,867 + O vagimym amounts dug 1z 2,780,020 4624024 9,548,368 10,244,212 13,304 S .
Certificates of deposit held with original R R : . - . - - .
e,',:‘“fmv wnhi:pth-m::,:rm“ A - 48776+  On 17th May, 2006, the Bank formed a company. Manilink Company Limited:(*Maniink ) with

.. . same Directors of the Bank and certain independent third parties.
. . - . B . . 76,708,949 52,283,962 - N ta -

GF * Reconcitlation with the consolidated bafance sheet_ Manilink is owned a3 107151.11% by the Bank; 16.67% by Willlam MONG Mah-wai and his

7 1008 2008 associates; 3,33% by Stephen Charles LI Kwok.sze and his associates; 1.11% by Siman 1l Fobk-
B - . sean {retired on 7th April, 2006) and the rem ng 27.78% interest In Manilink Is held by
. . HK$'000 . HKE00Q' -, independent third parties. ~ ‘ T - - .
Cash.and balances with banks and . R . L : : ' )
other financlal institutlons (Note 18) .~ . . ‘8,317,748 a525587 | EQUITY COMPENSATION PLANS . L
Placements with banks and other S o . Trxe Ba_nk has adepted Stalf Share Optlon S¢hemes whereby the Board of the Bank may at ]t
i financlal institutions (Vore 20) . . . 66,864,045 45,347,255 discretion grant to any employees, including Executive Directors and Chiel Executive, of the

Group optlans to subscribe for shares of the Bank. The options may be exercised during the

Treasury bills and certificates of deposit held-

— trading assets (Nate 22) FETATES T.494.650 period beginning on the first anniversary of the Date of Grant and ending on the fifth anniversary
~ designated at fair value through h e . of the Date n_f Grant. AR pptions were granted for nil consideration. ) .-
profit or loss (Nore 23) . 95,685 94,290 . y . R .
- advances and other accounts (Nore 24) ' 38.8%0 38,775 (=) Particulars of Bhare Optioas . . Exarcica Price
- available-for-sale (Note 25) 5,164,722 4,198,487 . ' . .
- held-t0-maturity (Note 26 1.698.,072 1,169,764 . DewafGrane  Vasting Parlad Ewarclea Potiod . Par Share
] o . 7,455,164 7,195 966 : T . HRS
Amounts shown In the consolldated balance sheet " B2,677,075 57.068,808 194472001 19/4/2001 - 18/4/2002 19/4/2002 ~ 19472006 16.96
Less: ameunls with an original maturity of ) 18442002 " TRA42007 - 1TMV2003 1B/A/T003 - $8/4/72007  ° 15.30
beyond three months . {5,968,125) (4,784,846) . 02/5/2003 - 02/5/2003 - 01752004 . 024572004 - 02/5/2008 14.90° .
R Cash and cath . in the c gt R 22472004 . 22042004 - 217472005 2242005 = 21412009 ) 23.21 !
cash flow stat ment 708,940 52,283,962 T 0IS2005 05005 - 02/5/2006 Q34572006 -_DS.'S(ZOIIJ - 22.95
- . Hate B i 1718 S OVS2006 . OWSQ006 - 021572007 034572007 - D35 31.08
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{b} Movement of Share Optlons . 48. COMPARATIVE FIGURES
. The comparative figures of segment reporlmg have been restated to conform with current years
2006 ‘ R . Humbar of $kare Options !
Outstanding Outstanding . .
Date of Gram A V112008 Granted Exurtisad Lapsad at3179272006 49- ACCOUNTING ESTIMATES AND JUDGEMENTS
* Tha preparation of accounts requires management to make estimates and assumptions that affect
19/472001 2,015,000 . - 2,015,000 - - the reported amounts of assets and liabllities and disclosures of contingent assets and habilllies at
s 184472002 2,285,600 - 430,000 Co- 1,855,000 1ha date of {hese accounts and the reported amounts of revenues and expenses for the years
02752003 . . 6,210,000 R - 3,375,000 - 1,895,000 psesented. Changes in assumptions may bave a significant impact on the accounts in the periods
220412004 14,350,000 - 8,550,000 * 50,000 €.750,000 where the assumptions are changed. The application of assumptions and estimates means that
037572005 B 15,990,000 - 5,475,000 205,000 T 30,310,000 any selection of different assumptions would cause the Group's reporting to differ. The Group -
03752008 - 3,250,000 - - 3,156,000 believes that the assumptions that have besn made are appropriate and that the accounts !herefole
present the financial position and resuits fairly, in all material respects, ‘
Tolat 40,910,000 3,250,000 19,845,000 255,000 14,060,000 . )
: M t discussed with the Audit Commitiee the development, selection and disclosure of
2005 Humber of Share Optlons : the Group's signiicant accounting poficies and estimates and the application of these poilcies and
. Cutstanding Outstanding estimates.
Date af Grant at 11142005 Granted Exarclied Lapsed at 31105 (s}  Key Sources of Estimation Uncertainty
204472000 1,480,000 . 1,453,000 77.000 _ Notes 29, 35 and 40 contain information about the assumptions and their rlsk factars
19/4/2001 ) 2:185:000 N '”uzmo Ay 2.015.000 rglatlr\_g to goodwill impairment, fair value 91 shlare optlon_s granted and fair values of
18442007 2,785,000 . $10:000 . 2,285,000 financial instruments. Other ey sources of estimation uncertainty are. as follows:
0352003 8,570,000 - 2,300,000 - 7 6270600 ; .
22472004 15,045,600 - 65.000 530000 14.350,000 @ Impairment josses
GX52005 - 16410000 420000 15,990,000 Losns and sdvances
. —— . bt Loan portfolios are reviewed periodically 10 assess wheéther impairment losses exist,
Total ' 30,075,000 16.410.000 14,498,000 1077 000 10,910,000 The Gl.ou[: make§ judqement as to whether there is any cbjectlve evidence (hal‘a loan
- portfolio is impaired, i.e. whether there is a decrease in estimated future cash ' flows.
(c} Mo share options were cancelled during the years ended 315t December, 2006 and 2005, Objective evidence for Impairment includes observable data that the payment status
: af borrowers in a group has adversely changed. It may also include observable data
{d} Dutalis of Share Optlons Exercised . ) that correlate with defaults on the assets in the Group. If management has determined,
Number of Share Options based on their judgemant. that objective #vidence for impalrment exists, expected
Exarclse Parlod Date of Grant 2006 2005 f,.llufl cash flgws are eslima.!ed blased on his!uricaﬁ_lou experience for assers with
similar credit risk characteristics, Historical loss experience 15 adjusted on the basis of
ianuary 2044/2000 _ 181,000 i the current observable data. Management reviews the methadalogy and assumptions
197472001 . . 25,600 20,000 . used in estimating future cash flows regularly to reduce any difference between loss
18/4/2002 - - estimaies and actual loss experience,
02/5/2003 N 250,000 330,000
. 22/472004 30,000 - Avallable-for-sale equity investments i )
B February 20442000 _ 136,000 The Graup determines 1hat available-for-sale equity investments are impaired when
187472001 165.000 . 50:000 * there h‘n §!zn a significent or prulon?ed'decline in lAhe {arr ?ralue below its (nst.l Tl?e
18742002 55,000 - determination of when a decline In fair value below its cost is not recoverable within .
02/5/2003 800,000 150,000 a reasonable time period i3 judgmental by nature, so profit and loss could be affected
22/4/2004 . 1,026,000 ‘ - -by differences in this judgement.
March Ioazona : 910000 . sig.ggg {b}  Critical Accounting Judgemants in Applylng Tha Group's Accounting Palicies.
187472002 110,000 29%.000 Certain critical sccounting judgements in appkying the Graup's accouating policies are
02/52003 1,065,000 480,000 described below: .
Aéml ié‘;:ggg; . 2,820,000 . 576 00; ) Herg‘-ro-maru,riry investments
- - b The Group classifies non-derivative financial assets with fixed or determinable payments
15/4/2001 885,000 . - and fixed maturity and where the Group has a positive intention and ability to hold to
;g‘}:gggi zggggg 20 00; maturity as held-10-maturity investments, In making this judgement, the Group
) 22/4/2004 1.370.000 . Y evaluates its intention and ability 10 held such investments till maturity.
May 20/4/2000 - 22,000 If the Group fails to hold these tnvestments 1o matusity othet than for Certain spacific
19/4/2001 - - CirCumstances, the Group will have to reciassily the entire partfolio of held-to-maturity
187442002 E * 95,000 20,000 . . investments as available-for-sale, as such ¢lass is deerned to have been tainted,
. 02/5/2003 240,000 75,000 -
21/4/2004 985.000 - N This would result in held-to-maturity Investments I:-lng meaiuud at fair value instead
03/5/2005 . . 2,285,000 - of at amortised cost.
June . 19472001 : ° - -
- : - 18472002 : . - - - H)  invesiment property .
. Q2/5/2003 ) 25,000 150,000 B .The Group has temporary sub-let a vacant premise but has decided not to treat this
22/4/2004 . 65,000 3 - . property as an investment property because it is not the Group’s intention to hakd this
03/5/2005 205,000 - - property in the long-term for capital appreciation or rental income. Accordingly, this
Huly ! 15/4/2001 ' - .- property is still treated as an item of building held {or own use.
' 18/4/2002 - - X .
02/5/2003 ) 35.000 125,000 50. PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
227412004 - 145,000 - BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 315T DECEMBER, 2006
03/5/2005 280,000 - - Up 1o the date of issue of these accounts, the HKICPA has issued a number of amendments, new
August 1917000 . - 60,000 standard and interpretations and the Hong Kong Monetary Authority has recommended additional
184472002 . ) - 35,000 disclosures. which are not yet etfective tor the accounting year ended 313t Decernber, 2006 and
02/5/2003 . - 145,000 205,000 which have not been adopted in thesa accounts.
22/472004 280,000 65,000
. \Q3/5/2005 £50,000 - The Group is In the precess of making an assessmen: of what the impact of these amendments,
September 19/4,2001 - R - new standards, new interpretations and additional disclosures is expecied 1o be in the period of
. 18/472002 . " - £0,000 initial application, 50 far it has concluded that the adoption of them s unhikely to have a significant
02/8/3003 . ’ 235,000 | 160,000 impact on the Bank's results of operations and financlal position,
22/472004 ) 250,000 ! - . )
© D3/5/2005 280,000 . - In addition. tha fcllowing developments may result in naw or amended disclosures in the accaunts:
Octaber . 19/4/2001 . . - : :
18/4/2002 . - 60,000 Effectiva for accounting periods
Q1572063 . 55,000 100.000 baginning on or aftar
;;’,;;gg; . :;g'ggg B HKFRS 7,'Financial instruments: disclosures 1 January 2007
Novembar - 10742001 ' o _ Amandment to HKAS 1, Presentation of 1 lanuary 2007
187472002 . .. 120,000 - financial statements: capitat d\sclasures )
- pr5/2003 . 200,000 145,000 Banking (Disclosure) Rules - L 1 January 2007
22/4/2004 520,000 -
03/5/2005 545.000 - Davld U Kwokope ) . :
December R . 1942001 ) — _ airman and Chief Executive . ) .
' 18/4/2002 25,000 20,000 :
02/5/2003  60.000 .- 270,060 Hong KDHQ,‘lel February, 2007
224472004 . 455,000 ~  As at the date of this announcement, the Executive Directars of the Bank are: Dr. The Hon. Sir David L}
03/5/2005 540.000 - Kwok-po (Chairman and Chief Executive), Mr. Joseph PANG Yuk-wing (Ceputy Chief Executive) and
19,545,000 . 4,498,000 Mr. CHAN Kay-cheung (Deputy Chief Executive); Non-executive Directors of the Bank are: Dr. LI Fook-wo;
. Mr, Aubrey LI Kwak-3ing. Dr. William MONG Man-wai, Tan Sri Dr. KHOQ Kay-peng, Mr. Richard U
47. NON-ADJUSTING POST BALANCE SHEET EVENTS Tzarkal, Mz Eric U Fook-chuen and Mr. Stephen Charles Ll Kwok-sze; and independent Non-execulive
After the balance sheet date the directors proposed a iinal d:wdend Further details are d|s(1°sgd Directors are: Mr. WONG Chung-hin, Dr. LEE Shau-kee. Dr._Allan WONG Chisyun, Mr. Winston LO
in Ngte 1a(a}. . f Yau-iai, Mr. Thomas KWOK Ping-kwong. Mr. TAN Man-kou and Mr. Kenreth LO Chin-ming.
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