2008 s

INTERIM REPORT

<‘5/:/2 Anmversary ) ’,
Z /‘M]f#%& % ABERFAR R A
R A& [a] B WING LUNG BANK LIMITED

( B&1318%E Stock code: 96)



H %5
CONTENTS

S5 S S5 [ml R
T L AL B R

GaBleiER
I A B R R R
i TE BT EORL
i E R

Financial Results and Operation Review
Independent Auditor’s Report

Consolidated Income Statement
Consolidated Balance Sheet

Consolidated Statement of Changes in Equity
Consolidated Cash Flow Statement

Notes to the Interim Financial Statements
Supplementary Financial Information

Supplementary Information

10

11

12

13

109

122



p Y e )

FINANCIAL RESULTS AND OPERATION REVIEW
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The Directors are pleased to present the Group’s Interim Report and financial
statement for the six months ended 30 June 2008. The consolidated income
statement, consolidated cash flow statement and consolidated statement of
changes in equity of the Group for the six months ended 30 June 2008, and
the consolidated balance sheet as at 30 June 2008 of the Group, all of which
are audited, along with selected explanatory notes, supplementary financial
information and supplementary information are set out on pages 9 to 124 of this
report. The comparative figures in respect of the Group’s consolidated income
statement, the consolidated statement of changes in equity and the consolidated
cash flow statement, and the related explanatory notes, for the six month period
ended 30 June 2007 were not audited.

Adversely affected by the deteriorating external economies, Hong Kong’s
economic growth slackened as evidenced by the slowdown in property market
and falls in the stock market, however high inflationary conditions continued,
causing domestic consumption to contract in the first half of 2008.

The growing US sub-prime crisis has led to a significant slow down in the US
economy, which, in turn, has affected the global markets particularly those with
heavy reliance on exports to the US. Given the weakened US Dollar, continual
macro economic controls in Mainland China and appreciation of the Renminbi,
Hong Kong’s business environment will remain difficult, and banking sector is
likely to face more difficult challenges in the second half of the year.

Financial Review

Comparing the Group’s operating results for the first half of 2008 with the
corresponding period of 2007:

Profit after taxation amounted to HK$350,230,000, representing a decrease of
59.1%, mainly attributable to the mark-to-market loss on collateralised debt
obligations and impairment allowance on the investment in structured investment
vehicles totalling HK$513,729,000.

Net interest income was HK$677,177,000, down 7.4% versus the comparable
period last year. Due to severe competition, interest rate spreads narrowed with
net interest margin dropping 26 basis points below the same period last year.

Insurance operating income increased by 5.9% to HK$218,632,000, however,
due to increased claims reserve, insurance operations registered a net loss.
During the period under review, mark-to-market loss on collateralised debt
obligations was HK$228,634,000; whereas the sale of available-for-sale
securities registered a profit of HK$252,915,000. Net fees and commission
income and other operating income increased by 4.6% to HK$287,702,000.

Total operating income decreased by 7.9% to HK$1,230,797,000. Operating
expenses increased by 26% to HK$440,818,000, mainly due to higher staffing
costs and advertising and promotion expenses related to the Bank’s 75th
Anniversary.
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The first half 2008 cost-to-income ratio at 35.8% was 9.6% higher than last year.
Operating profit before impairment allowances on loans and advances decreased
by 19.9% to HK$789,979,000. During the period, charge for impairment
allowances on loans and advances was HK$6,240,000 and impairment allowance
on structured investment vehicles was HK$285,095,000.

Operating profit decreased by 75.6% to HK$195,769,000.

Total customer deposits, including structured deposits, amounted to
HK$68,917,250,000, up 3.2% from mid 2007 but down 3.1% compared with
year-end 2007.

Advances to customers went up by 5.8% from the level a year ago to
HK$43,823,778,000, or up 4.5% as compared with that at year-end 2007.
Impairment allowances amounted to HK$143,756,000, of which 76.2% was
collective impairment allowances, representing 0.25% of the total advances to
customers. The loan-to-deposit ratio was 60.5%, compared with 58.2% same
time last year. At year-end 2007 the loan-to-deposit ratio was 56.1%.

The return on average total assets was 0.74%, while that of mid-year 2007 was
1.96%. The return on average shareholders’ funds was 5.76%, compared with
14.8% at interim last year.

At 30 June 2008, the consolidated capital adequacy ratio was 15.7%, and the
average liquidity ratio for the first half of 2008 was 49.4%.

Operation Review
Deposits

Total deposits, including structured deposits, decreased by 3.1% as compared
with that at last year-end. Under a lower deposit interest rate environment yet
with growing inflationary pressure, customers channelled their investment
funds to higher-yielding investment products or to the property market, causing
the Bank’s deposit base to contract. However, the deposits on higher-yielding
foreign currencies and Renminbi rose.

The softer US Dollar has prompted some depositors to shift their funds to
other higher-yielding foreign currency deposits, which together rose 22.6% as
compared with that at year-end 2007.

Benefiting from the continuous appreciation of the Renminbi, the Bank’s
Renminbi deposits surged by 120% as compared with that at 2007 year-end.

As at 30 June 2008, certificates of deposit totalling HK$3,239,411,000 were
issued, down 1.6% as compared with that at last year-end. An overwhelming
majority of such issues are floating rate. For those fixed rate structured
certificates of deposit, the interest rate risk involved is hedged by relevant
derivatives.



Ly o0

FINANCIAL RESULTS AND OPERATION REVIEW

N
ARSI R AR R EO R - B9 4.5% o

EREAREM TR E RIS A
ARG RN IR > ASAT RN H R B E T
SriiFm LR T R S

SR EEEEE BLAFRELENE
6.7% > SR [H L LA I HL e 1 10.5% o

7K I B 5 A PR ) S 1 AL B e A B S
ERER BB — e B AR
ARSI I T B - TS 22N TR

M&E

HL AR E ) LR - B SR 32.7% 5
AN B B S BT AR IRk 2 IR
Bk o AN SR B B AR B o

Fh 5 1 T U W+ 7 7 22 L JOD A
B0 SN - 7ok H Ok - B AEF R AR A
B F A T A -

A

TR \AR 2 A B SRS i 25 O AR [
PN 19.1% o

AT BN BR R T 5 52 5% B U A% Jal gk AR
B B A P R 4 > B AR i R £ 2R B
RETE > 8 RO W D S 4 Y R M [
BT

AP EE 2R T B S 5K | (Wealth Builder)
RATR B > 1% 5 R IR 75 2 o B HwT
SEHCE B AR ST T o ARIE BT AR
gﬂggkﬂﬁﬁﬂﬁr% o W FE IR E £
i o

LIV e 4 (3 T 20 DR A 119 i S 2 4 A
o K ) B R R Al
i B TAR LA 5108 % B R DU —
HARTHE

FRF

i R BN A R 3% R AR L 4R
FEIN0.5% » i M I 2 BURUR -

Advances to customers

Total loans and advances to customers grew by 4.5% as compared with that at
year-end 2007.

The turnover in the property market showed signs of slowing down in the first
half of 2008, and the outlook for the property market for the near term remains
uncertain. The Bank raised its mortgage lending rates in late June to keep abreast
with market conditions.

Corporate loans performed steadily and recorded an increase of 6.7% as
compared with 2007 year-end, while syndicated loans achieved a 10.5% growth
in the same period.

In the first half of 2008, the growth of the Bank’s hire-purchase and leasing
subsidiary, Wing Lung Finance Limited, was affected by an increase in
impairment loss on machinery financing and narrowed interest margin at large.

Treasury

Aggregate treasury income gained 32.7% over the level a year ago. Income from
foreign exchange trading increased and income generated from money exchange
business decreased. Foreign exchange options trading remained active.

Widened exchange rates fluctuation has encouraged customers’ participation in
foreign exchange options trading. It is likely that this business area would have
even better performance in the second half of 2008.

Wealth management

Income from wealth management operation shrank by 19.1% when compared
with mid-year 2007.

Given the widening US sub-prime mortgage and credit crisis, investors became
more pessimistic about the investment environment. In line with the substantial
fall in the local stock indices and trading volume, the profit generated from
wealth management business also registered a decline.

A brand new wealth management product — “Wealth Builder” focusing on
retirement planning was launched in the second quarter of the year. It is a
made-to-measure product which can be tailored for individual customer’s needs
and personal goals. It is hoped that this new service can help attract more new
customers.

In view of the present market atmosphere, more products on principal guaranteed
funds and lower risk products will be delivered by the Wealth Management
Centre. Massive promotional activities will be launched to attract potential
customers and to drive sales volume.

Credit card

At 30 June 2008, the total number of credit cards issued rose by 0.5% as
compared with that at year-end 2007 while total credit card receivables
contracted.
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The Credit Card Centre will step up its efforts in promoting Corporate
MasterCard to corporate clients, aiming at expanding customer base and income.
It will intensify collaboration with other operations in cross-selling other banking
products to cultivate more income sources.

Securities broking

As compared with the corresponding period last year, commissions earned from
securities business recorded a decrease of 10.9%, while interest income from
securities margin lending slipped by 19.1%. Futures commission income also
recorded a decrease.

The Securities Department will continue to expand its securities services and
launch preferential offers to new securities accounts, aiming at drawing in
potential customers as well as retaining the existing ones. Additional securities
service centres have been set up in Lam Tin Sceneway Plaza Branch, Sham Shui
Po Branch, Causeway Bay Branch, Hung Hom Branch and Tuen Mun Branch to
better serve our customers.

Insurance

Wing Lung Insurance Company Limited recorded a 6.9% increase in gross
premium compared to that of the corresponding period last year. As the claims
for employees’ compensation insurance and motor vehicle insurance continued
to rise in the first half of 2008, the Bank has conservatively increased the claims
reserve for these insurance classes, which contributed to a loss in the insurance
business.

The Insurance Department recorded a decline in agency business and
commission income; while net commission income from life insurance products
increased as compared with the corresponding period last year.

Besides adopting a more flexible pricing strategy to cope with keen competition
and to maintain market share, our insurance operation will adopt a prudent
approach in targeting higher quality business in order to sustain a balanced
growth.

Branch

The Bank operates 35 local branches in total. In addition, the Bank operates
Shenzhen Branch, Shanghai Branch and Nanshan Sub-Branch in China, Los
Angeles Branch in the US and Cayman Islands Branch. All the branches
achieved steady growth.

Benefiting from the launch of Renminbi loan business and a wider interest
margin, Shenzhen Branch recorded a remarkable profit growth as compared with
the corresponding period last year. The Branch will be accepted to the China
National Advanced Payment System (CNAPS) towards the second half of the
year; and this will enable the Branch to provide, besides foreign currencies,
Renminbi deposit service to foreigners and selected PRC locals, hence further
improving the loan-to-deposit ratio of the Branch. In order to expand the scope of
Renminbi business, application to the relevant authorities will also be made for
bills acceptance business and derivative products licence.
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Shanghai Branch, which commenced operation a few months ago, runs
satisfactorily with development of various types of loan business in the Yangtze
River Delta.

To cope with the business development needs of the Mainland branches and
to enhance service quality, actions will be taken to recruit more experienced
front-line staff, to strengthen staff training and development and the computer
systems.

Los Angeles Branch has devoted much effort in enlarging its customer base and
recorded a satisfactory loan growth.

Investment in information technology

In the first half of 2008, the Information Technology Department continued
to enhance the capacity and stability of various computer systems, including
Securities Trading System, Teller Platform System, Telebanking System etc.,
with completion targeted within the year.

Human resources

At the end of June 2008, the Bank’s total workforce amounted to 1,682, including
1,613 locally, 57 in China and 12 overseas.

In order to upgrade the skills, knowledge and overall competitiveness of its staff
for further development, the Bank’s Human Resource Department has been
actively organising seminars and training sessions related to banking practice,
product knowledge, sales techniques and market information updates. Training
sponsorships are also allotted to encourage staff in achieving further professional
qualifications or pursuing higher education so as to build up a stronger talent
pool.

Sale and Purchase Agreements Between Major Shareholders
of Wing Lung Bank Ltd and China Merchants Bank Co., Ltd.

On 30 May 2008, Wu Jieh Yee Company Limited, Wu Yee Sun Company
Limited and Yee Hong Company Limited, companies controlled by the Wu
Family of the Bank, entered into sale and purchase agreements with China
Merchants Bank Co., Ltd. to sell their combined 53.12% stake in the Bank.
The transaction is still under the process of approval by the relevant regulatory
authorities.

By Order of the Board
Maria Wan-sin FUNG
Secretary

Hong Kong, 27 August 2008
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TO THE BOARD OF DIRECTORS OF WING LUNG BANK LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated interim financial statements of Wing Lung
Bank Limited (the “Bank™) and its subsidiaries (together, the “Group”) set out
on pages 9 to 108, which comprise the consolidated balance sheet as at 30 June
2008, and the consolidated income statement, the consolidated statement of
changes in equity and the consolidated cash flow statement for the six month
period then ended, and a summary of significant accounting policies and other
explanatory notes.

Directors’ responsibility for the interim financial statements

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

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated interim financial
statements based on our audit, and to report our opinion solely to you, as a body,
and for no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.

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

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

We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our audit opinion.
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TO THE BOARD OF DIRECTORS OF WING LUNG BANK LIMITED
(Incorporated in Hong Kong with limited liability)

(continued)
Opinion

In our opinion, the consolidated interim financial statements give a true and fair
view of the state of affairs of the Group as at 30 June 2008 and of its profit and
cash flows for the six month period then ended in accordance with Hong Kong
Financial Reporting Standards.

Other matters

The comparative figures in respect of the Group’s consolidated income
statement, the consolidated statement of changes in equity and the consolidated
cash flow statement, and the related explanatory notes, for the six month period
ended 30 June 2007 were not audited.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 27 August 2008
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Interest income
Interest expense

Net interest income

Fees and commission income
Fees and commission expense

Net fees and commission income

Insurance operating income

Net trading (loss)/gain

Net gain on disposal of available-for-sale
securities

Other operating income

Operating income

Operating expenses

Impairment charge for credit losses

Charge for insurance claims

Net loss on disposal of other properties
and equipment

Operating profit before gain on
certain investments

Fair value adjustments on investment properties

Share of net (losses)/profits of
jointly controlled entities
Share of net profits of associates

Profit before taxation

Income tax

Profit attributable to shareholders
Interim dividend

Earnings per share

— Basic
— Diluted

The notes on pages 13 to 108 form part of these interim financial statements.

HE
Note

10
11

13

14

15
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Six months ended 30 June

2008 2007
2E% KREBEZ
Audited Unaudited
HK$°000 HK$°000
1,735,904 2,157,171
(1,058,727) (1,425,582)
677,177 731,589
226,502 223,485
(34,186) (29,478)
192,316 194,007
218,632 206,546
(205,629) 103,849
252,915 19,310
95,386 81,060
1,230,797 1,336,361
(440,818) (349,929)
(291,335) (11,563)
(302,538) (173,819)
(337) (347)
195,769 800,703
186,676 162,880
(37,800) 24,017
1,895 1,270
346,540 988,870
3,690 (133,429)
350,230 855,441
116,095 208,971
HKS$ HKS
1.51 3.68
1.51 3.68
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CONSOLIDATED BALANCE SHEET

S AFEANH =AH As at 30 June 2008
30/6/2008 31/12/2007
BE% BE%
HiE Audited Audited
Note HK$’000 HK$’000
BE Assets
A4 R E % Cash and short-term funds 16 23,296,611 26,384,235
Placements with and loans and
[F) 2E 75 A7 TR S B advances to banks 17 3,274,954 3,602,908
FHERE g2 s Trading securities 18 8,052,648 2,218,841
itk TR Derivative financial instruments 19 44,643 35,813
DA BB R Financial assets designated at
HiEE S RlEE fair value through profit or loss 20 2,740,329 2,934,803
AT 2 R Available-for-sale securities 21 2,002,042 3,240,308
FER WS 55 Held-to-maturity securities 22 6,793,812 6,883,979
B HA IR IA Advances and other accounts 23 45,980,741 44,531,182
FL[R] £ ) B B ME 25 Interests in jointly controlled entities 25 179,748 224,018
RGN Interests in associates 26 6,136 6,184
PEYE Investment properties 27 2,406,600 2,254,600
FHE kg 2S Interests in leasehold land 28 239,259 241,345
HoAh iy 3 K s Other properties and equipment 29 492,425 424,420
AT [ A I Tax recoverable 85,278 58,704
% ST AT Deferred tax assets 34 29,085 6,799
MR E Total assets 95,624,311 93,048,139
afE Liabilities
[F] A7 Deposits and balances from banks 1,180,635 1,157,049
TSR T 2 A fk Trading liabilities 30 6,255,425 351,210
fiitE s TR Derivative financial instruments 19 585,269 601,692
PAATAEE 6 Financial liabilities designated at
TR 4 T A 1 fair value through profit or loss 31 1,806,190 2,159,028
BFAEH Deposits from customers 32 68,572,286 70,481,358
BT AT Certificates of deposit issued 1,778,185 1,773,194
LI Current taxation 43,628 40,547
8 S AT Deferred tax liabilities 34 457,347 470,958
oAt R IE R T Other accounts and accruals 33 3,099,664 3,533,000
HMEE Total liabilities 83,778,629 80,568,036
S Equity
Je A Share capital 35 1,160,951 1,160,951
fitifhi Reserves 36 10,684,731 11,319,152
WE 45 AEE Total equity 11,845,682 12,480,103
Rt X B AR R Total equity and liabilities 95,624,311 93,048,139

Em #HEE
A mEfEE
A T B
TR e

WS+ = E S HEAE
SERR I L TP T R 2 —

iy -
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Michael Po-ko WU Chairman

Patrick Po-kong WU  Vice-Chairman

Philip Po-him WU Director and Chief Executive
Che-shum CHUNG  Director and General Manager

The notes on pages 13 to 108 form part of these interim financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

HE I FBENENHA = HIEATA

For the six months ended 30 June 2008

A —H— B 2 Rt

HHE 2P B R R AR
233 () /M -

A7 7 2 Bt
T it 38 2 AR
BIEBUR 2 B8
A
— Tk 82
2T
BB 24 ) 2
W 6T 22 G

B RE 2R P B
fERR 2 T (SZH) /U

RHEATHRHEFSFF
BAWER

R S B SRR
B R

BP9 im 7
BN EmEZiF () /A
i35\

AN H =+ H 2 it S5

WS+ = E S HEAE
SERR I L TP T R 2 —

iy -

Total equity as at 1 January

Net (expense)/income
recognised directly in equity:

Surplus on revaluation of bank premises
Changes in fair value of available-for-sale securities
Effect of deferred taxation on
— revaluation of bank premises
— fair value adjustments on
available-for-sale securities

Share of associates’ reserves

Share of jointly controlled entities’ reserves

Net (expense)/income for the period
recognised directly in equity

Transfer to income statement on disposal
of available-for-sale securities

Transfer to income statement on impairment
of available-for-sale securities

Net profit for the period

Total net (expense)/income recognised for the period

Dividend

Total equity as at 30 June

The notes on pages 13 to 108 form part of these interim financial statements.

BERA=+TAHLERER

Six months ended 30 June

2008 2007
2E% KRBEZ
Audited Unaudited
HK$°000 HK$’000
12,480,103 11,381,785
780 -
(645,849) 131,607
296 -

13,107 (4,249)

82 (42)
(231) -
(631,815) 127,316

(252,915) (19,310)
248,364 -
350,230 855,441
(286,136) 963,447

(348,285) (603,694)
11,845,682 11,741,538
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CONSOLIDATED CASH FLOW STATEMENT

#E ZFFENGEANH = A H AT

For the six months ended 30 June 2008

EXEFHZRE (RH)/RNE

SR MAHL
SATHESMBLIA

BERHZHEE (R /RNEHE
REEH
g AT P 2 R R T
TT%@ Eyﬁuﬁ#
Sl P 2 Bk R

B vl

SCH St ] 2 i R A
Wi A 2 BB

RS e T AR i
g7 Do 2 2 R 7
Ptz A

WEREYHE

S A H A3 A

LA S S B BT 2 R

REFHZHETN/(FH)FE

MEEE
EJ {)‘Eﬂxlb\
MERH RS FHR

ReR%ERAREHEEZ
# R /g m

R—A—HRERZERAREEE
SN HE R B 2 R

RAAZTRRERERFEEE

HRE T =HEE -AEFNHZ

AL A ML I I B R 2 —

-
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HE
Note

Cash (used in)/generated from operations 40(a)

Hong Kong profits tax paid
Overseas tax paid

Net cash (used in)/generated from
operating activities

Investing activities

Purchase of available-for-sale securities
and held-to-maturity securities

Loans repaid from jointly controlled entities
Interest in associates

Dividends received from jointly controlled entities
and an associate

Proceeds from sale and redemption of
available-for-sale securities and
held-to-maturity securities

Payment for additions of investment properties

Payment for purchase of other properties
and equipment

Proceeds from disposal of other properties
and equipment

Net cash generated from/(used in)
investing activities

Financing activities
Dividend paid

Net cash used in financing activities

Net (decrease)/increase in cash and
cash equivalents

Cash and cash equivalents at 1 January

Effects of foreign exchange rate changes

Cash and cash equivalents at 30 June 40(b)

The notes on pages 13 to 108 form part of these interim financial statements.

BEXAZ+HLAER

Six months ended 30 June

2008 2007
2EZ REEXZ
Audited Unaudited
HK$’000 HK$’000
(2,651,118) 1,273,255
(36,254) (42,468)
(6,043) (3,896)
(2,693,415) 1,226,891
(7,643,207) (4,897,854)
2,109 -
- (691)
6,155 5,105
8,346,816 4,504,631
(10,866) -
(47,974) (28,025)
7 532
653,040 (416,302)
(348,285) (603,694)
(348,285) (603,694)
(2,388,660) 206,895
26,397,095 23,442,574
(159) (259)
24,008,276 23,649,210
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NOTES TO THE INTERIM FINANCIAL STATEMENTS
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1.1

Summary of significant accounting policies
Basis of preparation

The consolidated interim financial statements have been prepared in
accordance with Hong Kong Financial Reporting Standards (“HKFRSs”,
a collective term which includes all applicable individual Hong Kong
Financial Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and Interpretations) issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”), accounting principles generally
accepted in Hong Kong. These consolidated interim financial statements
also comply with the applicable disclosure provisions of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited.

The consolidated interim financial statements have been prepared under
the historical cost convention, as modified by the revaluation of available-
for-sale financial assets, financial assets and financial liabilities held for
trading, financial assets and financial liabilities (including derivative
financial instruments) designated at fair value through profit or loss and
investment properties.

The preparation of interim financial statements in conformity with
HKFRSs requires the use of certain critical accounting estimates. It also
requires management to exercise its judgments in the process of applying
the Group’s accounting policies. The areas involving a higher degree of
judgment or complexity, or areas where assumptions and estimates are
significant to the consolidated interim financial statements are disclosed in
note 3.

The HKICPA has issued a number of new/revised HKFRSs, which are
effective for accounting periods beginning on or after 1 January 2008.
The Group has assessed the impact of these new/revised HKFRSs and
concluded that they are not relevant to the Group’s operations.

Up to the date of issue of these interim financial statements, the HKICPA
has also issued certain new/revised HKFRSs which are not yet effective for
accounting period beginning on 1 January 2008 and have not been early
adopted by the Group. The Group is in the process of making an assessment
of what the impact of these new/revised HKFRSs is expected to be in the
period of initial application. So far it has concluded that the adoption of
the following new/revised HKFRSs which are relevant to the Group’s
operations is unlikely to have a significant impact on the Group’s result of
operations and financial position:

—  HK(IFRIC) Interpretation 13: Customer Loyalty Programmes, which
is effective for annual periods beginning on or after 1 July 2008

—  HKAS 1 (Revised): Presentation of Financial Statements, which is
effective for annual periods beginning on or after 1 January 2009
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1.1

1.2

1.3

Summary of significant accounting policies (continued)
Basis of preparation (continued)

—  HKFRS 8: Operating Segments, which is effective for annual periods
beginning on or after 1 January 2009

— HKAS 27 (Revised): Consolidated and Separate Financial
Statements, which is effective for annual periods beginning on or after
1 July 2009

However, HKAS 1 (Revised) and HKFRS 8 may result in new or amended
disclosures in the financial statements.

Consolidation

The consolidated interim financial statements include the interim financial
statements of the Bank and all of its subsidiaries made up to 30 June.

Subsidiaries are those entities in which the Bank, directly or indirectly,
controls the composition of the Board of Directors, controls more than half
of the voting power or holds more than half of the issued share capital.

Subsidiaries are consolidated into the interim financial statements from the
date on which control is transferred to the Group. They are de-consolidated
from the date that control ceases.

Inter-company transactions, balances and unrealised gains on transactions
between group companies are eliminated in full in preparing the
consolidated interim financial statements. Unrealised losses are also
eliminated unless the transaction provides evidence of an impairment of the
asset transferred. Accounting policies of subsidiaries have been changed
where necessary to ensure consistency with the policies adopted by the
Group.

Jointly controlled entities

A jointly controlled entity is an entity which operates under a contractual
arrangement whereby the Group and other parties undertake an economic
activity which is subject to joint control and none of the participating parties
has unilateral control over the economic activity.

The consolidated income statement includes the Group’s share of the
results of jointly controlled entities for the period and the consolidated
balance sheet includes the Group’s share of the net assets of the jointly
controlled entities.
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1.5

Summary of significant accounting policies (continued)

Associates

An associate is an entity over which the Group has significant influence but
not control, generally accompanying a shareholding of between 20% and
50% of the voting rights.

The consolidated income statement includes the Group’s share of the
results of associates for the period and the consolidated balance sheet
includes the Group’s share of the net assets of the associates.

Income recognition

(@)

(b)

(c)

Interest income and expense

Interest income and expense for all financial instruments are
recognised in the income statement using the effective interest
method.

The effective interest method is a method of calculating the amortised
cost of a financial asset or a financial liability and of allocating the
interest income or interest expense over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial
instrument or, when appropriate, a shorter period to the net carrying
amount of the financial asset or financial liability. When calculating
the effective interest rate, the Group estimates cash flows considering
all contractual terms of the financial instrument (for example,
prepayment options) but does not consider future credit losses. The
calculation includes all fees and points paid or received between
parties to the contract that are an integral part of the effective interest
rate, transaction costs and all other premiums or discounts.

Once a financial asset has been written down as a result of an
impairment loss, interest income is recognised using the rate of
interest used to discount the future cash flows for the purpose of
measuring the impairment loss.

Fee and commission income

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

Dividend income
Dividend income from unlisted investments is recognised when
the shareholder’s right to receive payment is established. Dividend

income from listed investments is recognised when the share price of
the investment is quoted ex-dividend.
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1.6

Summary of significant accounting policies (continued)

Financial assets

The Group classifies its financial assets under the following categories:
loans and receivables, trading securities, financial assets designated at fair
value through profit or loss, held-to-maturity securities, and available-for-
sale securities. The classification depends on the purpose for which the
financial assets were acquired. Management determines the classification
of its financial assets at initial recognition.

(a)

(b)

(©)

Loans and receivables

Loans and receivables, including cash and short term funds,
placement with and loans and advances to banks, trade bills and
loans and advances to customers, are non-derivative financial assets
with fixed or determinable payments that are not quoted in an active
market. They arise when the Group provides money, goods or services
directly to a debtor with no intention of trading the receivable.

Loans and receivables are carried at amortised cost using the effective
interest method less impairment losses.

Trading securities

A financial asset is classified as trading if it is acquired principally
for the purpose of selling in the short term. Derivatives are also
categorised as held for trading unless they are designated as hedges.

Trading securities are stated at fair value. Changes in fair value are
recognised as “Net gain/loss from trading securities” in the income
statement as they arise.

Financial assets designated at fair value through profit or loss

Financial assets designated at fair value through profit or loss are not
those financial assets acquired principally for the purpose of selling in
the short term but designated by management as such at inception if
they meet the following criteria:

—  The designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes referred
to as “an accounting mismatch”) that would otherwise arise
from measuring the financial assets or recognising the gains and
losses on them on different bases;

— A group of financial assets is managed and its performance is
evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy, and this is the basis on
which information about these assets is provided internally to
the management; or
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1  Summary of significant accounting policies (continued)

1.6 Financial assets (continued)

(©)

(@)

(e)

Financial assets designated at fair value through profit or loss
(continued)

— It relates to those financial instruments embedded with
derivatives which significantly modify the cash flows that would
otherwise be required under the contract.

These financial assets are recognised initially at fair value and
transaction costs taken directly to the income statement. Changes
in fair value are recognised as “Net gain/loss arising from financial
instruments designated at fair value through profit or loss” in the
income statement in the period in which they arise.

Held-to-maturity securities

Held-to-maturity securities are non-derivative financial assets with
fixed or determinable payments and fixed maturities that the Group’s
management has the positive intention and ability to hold to maturity.
If the Group were to sell other than an insignificant amount of held-to-
maturity assets, the entire category would be tainted and reclassified
as available-for-sale.

Held-to-maturity securities are carried at amortised cost using the
effective interest method less impairment losses.

Available-for-sale securities

Available-for-sale securities are non-derivatives that are either
designated in this category or not classified in any of the other
categories. Available-for-sale securities are those intended to be
held for an indefinite period of time, which may be sold in response
to needs for liquidity or changes in interest rates, exchange rates or
equity prices.

Available-for-sale securities are stated at fair value. Unrealised gains
and losses arising from changes in the fair value are recognised
directly in the investment revaluation reserve until the financial asset
is derecognised or impaired at which time the cumulative gain or
loss previously recognised in the investment revaluation reserve is
recognised in the income statement.

Purchases and sales of trading securities, financial assets designated at
fair value through profit or loss, held-to-maturity and available-for-sale
securities are recognised on trade-date — the date on which the Group
commits to purchase or sell the asset. Loans are recognised when cash is
advanced to the borrowers.
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1  Summary of significant accounting policies (continued)
1.7 Impairment of financial assets

(a) Financial assets carried at amortised cost

The Group assesses at each balance sheet date whether there is
objective evidence that a financial asset or a group of financial assets
is impaired. A financial asset or a group of financial assets is impaired
and impairment losses are incurred if, and only if, there is objective
evidence of impairment as a result of one or more events that occurred
after the initial recognition of the asset (a “loss event”) and that loss
event (or events) has an impact on the estimated future cash flows
of the financial asset or group of financial assets that can be reliably
estimated. Objective evidence that a financial asset or group of assets
is impaired includes observable data that comes to the attention of the
Group about the following loss events:

(i) significant financial difficulty of the issuer or obligor;

(i) a breach of contract, such as a default or delinquency in interest
or principal payments;

(iii) the Group granting to the borrower, for economic or legal
reasons relating to the borrower’s financial difficulty, a
concession that the lender would not otherwise consider;

(iv) it becoming probable that the borrower will enter into
bankruptcy or other financial reorganisation;

(v) the disappearance of an active market for that financial asset
because of financial difficulties; or

(vi) observable data indicating that there is a measurable decrease
in the estimated future cash flows from a group of financial
assets since the initial recognition of those assets, although the
decrease cannot yet be identified with the individual financial
assets in the group, including:

—  adverse changes in the payment status of borrowers in the
group; or

—  national or local economic conditions that correlate with
defaults on the assets in the group.
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Summary of significant accounting policies (continued)

1.7 Impairment of financial assets (continued)

(a) Financial assets carried at amortised cost (continued)

The Group first assesses whether objective evidence of impairment
exists individually for financial assets that are individually significant,
and individually or collectively for financial assets that are not
individually significant. If the Group determines that no objective
evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes that asset in a group of
financial assets with similar credit characteristics and collectively
assesses them for impairment. Assets that are individually assessed
for impairment and for which an impairment loss is or continues to be
recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss on financial
assets carried at amortised cost has been incurred, the amount of the
loss is measured as the difference between the asset’s carrying amount
and the present value of estimated future cash flows (excluding
future credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate. The carrying amount
of the asset is reduced through the use of an allowance account and
the amount of the loss is recognised in the income statement. If
the financial asset has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective interest rate
determined under the contract. As a practical expedient, the Group
may measure impairment on the basis of an instrument’s fair value
using an observable market price.

The calculation of the present value of the estimated future cash
flows of a collateralised financial asset reflects the cash flows that
may result from foreclosure less costs for obtaining and selling the
collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial
assets are grouped on the basis of similar credit risk characteristics.
Those characteristics relevant to the estimation of future cash flows
for groups of such assets by being indicative of the debtor’s ability to
pay all amounts due according to the contractual terms of the assets
are considered.

Future cash flows in a group of financial assets that are collectively
evaluated for impairment are estimated on the basis of the contractual
cash flows of the assets in the group and historical loss experience
for assets with credit risk characteristics similar to those in the
group. Historical loss experience is adjusted on the basis of current
observable data on economic and credit environment to reflect the
effects of current conditions that did not affect the period on which
the historical loss experience is based and to remove the effects of
conditions in the historical period that do not exist currently.
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1  Summary of significant accounting policies (continued)

1.7 Impairment of financial assets (continued)

(a)

(b)

Financial assets carried at amortised cost (continued)

Estimates of changes in future cash flows for groups of assets
should reflect and be directionally consistent with changes in related
observable data from period to period (for example, change in
unemployment rates, property prices, payment status, or other factors
indicative of changes in the probability of losses in the group and their
magnitude). The methodology and assumptions used for estimating
future cash flows are reviewed regularly by the Group to reduce any
differences between loss estimates and actual loss experience.

When a loan is uncollectible, it is written off against the related
allowances for loan impairment. Such loans are written off after all
the necessary procedures have been completed and the amount of
the loss has been determined. Subsequent recoveries of amounts
previously written off decrease the amount of the allowances for loan
impairment in the income statement.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the previously recognised
impairment loss is reversed by adjusting the allowance account. The
amount of the reversal is recognised in the income statement.

Financial assets carried at fair value

The Group assesses at each balance sheet date whether there is
objective evidence that a financial asset or a group of financial assets
is impaired. In the case of equity investments classified as available-
for-sale, a significant or prolonged decline in the fair value of the
security below its cost is considered in determining whether the
assets are impaired. If any such evidence exists for available-for-
sale financial assets, the cumulative loss measured as the difference
between the acquisition cost and the current fair value, less any
impairment loss on that financial asset previously recognised in
the income statement is removed from the investment revaluation
reserve and recognised in the income statement. Impairment losses
recognised in the income statement on equity instruments are not
reversed through the income statement. If, in a subsequent period,
the fair value of a debt instrument classified as available-for-sale
increases and the increase can be objectively related to an event
occurring after the impairment loss was recognised in the income
statement, the impairment loss is reversed through the income
statement.
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1.8

Summary of significant accounting policies (continued)

Financial liabilities

The Group classifies its financial liabilities under the following categories:
trading liabilities, financial liabilities designated at fair value through profit
or loss, deposits, certificates of deposit issued and other liabilities. All
financial liabilities are classified at inception and recognised initially at fair
value.

()

(b)

(©)

Trading liabilities

A financial liability is classified as held for trading if it is incurred
principally for the purpose of repurchasing in the short term. It is
carried at fair value and any gains and losses arising from changes in
fair value are recognised in the income statement.

Financial liabilities designated at fair value through profit or loss

A financial liability is designated as fair value through profit or loss
if it is so designated at inception. Financial liabilities so designated
include certain certificates of deposit issued and certain deposits
received from customers that are embedded with derivatives. A
financial liability is typically so designated if it meets the following
criteria:

—  The designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes referred
to as “an accounting mismatch”) that would otherwise arise
from measuring the financial liabilities or recognising the gains
and losses on them on different bases;

— A group of financial liabilities is managed and its performance
is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and
this is the basis on which information about these liabilities is
provided internally to the management; or

— It relates to those financial instruments embedded with
derivatives which significantly modify the cash flows that
would otherwise be required under the contract.

Financial liabilities designated at fair value through profit or loss are
carried at fair value and any gains and losses arising from changes
in fair value are recognised as “Net gain/loss arising from financial
instruments designated at fair value through profit or loss” in the
income statement.

Deposits, certificates of deposit issued and other liabilities

Deposits and certificates of deposit issued, other than those classified
as trading liabilities or designated at fair value through profit or
loss, together with other financial liabilities are carried at amortised
cost. Any difference between proceeds net of transaction costs and
the redemption value is recognised in the income statement over the
period of the other financial liabilities using the effective interest
method.
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1.9

Summary of significant accounting policies (continued)
Derivative financial instruments and hedge accounting

Derivatives are initially recognised at fair value on the date on which a
derivative contract is entered into and are subsequently re-measured at their
fair value. Certain derivatives embedded in other financial instruments are
treated as separate derivatives when their economic characteristics and risks
are not closely related to those of the host contract and the host contract is
not carried at fair value through profit or loss. All derivatives are carried
as assets when fair value is positive and as liabilities when fair value is
negative. Subsequent changes in fair value are recognised depending on the
purpose of the derivatives.

The method of recognising the resulting fair value gain or loss depends
on whether the derivative is designated as a hedging instrument, and if
so, the nature of the item being hedged. The Group designates certain
derivatives as either: (1) hedges of the fair value of recognised assets or
liabilities or firm commitments (fair value hedge); or, (2) hedges of highly
probable future cash flows attributable to a recognised asset or liability, or
a forecasted transaction (cash flow hedge). Hedge accounting is used for
derivatives designated in this way provided certain criteria are met.

The Group documents, at the inception of the transaction, the relationship
between hedging instruments and hedged items, as well as its risk
management objective and strategy for undertaking various hedge
transactions. The Group also documents its assessment, both at hedge
inception and on an ongoing basis, of whether the derivatives that are used
in hedging transactions are highly effective in offsetting changes in fair
values or cash flows of hedged items.

(a) Fair value hedge

Changes in the fair value of derivatives that are designated and qualify
as fair value hedges are recorded in the income statement, together
with any changes in the fair value of the hedged assets or liabilities
that are attributable to the hedged risk.

If the hedge no longer meets the criteria for hedge accounting, the
adjustment to the carrying amount of a hedged item for which the
effective interest method is used is amortised to the income statement
over the period to maturity. The adjustment to the carrying amount
of a hedged equity security remains in retained earnings until the
disposal of the equity security.
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1.9

1.10

Summary of significant accounting policies (continued)

Derivative financial instruments and hedge accounting (continued)

(b) Cash flow hedge

The effective portion of changes in the fair value of derivatives that are
designated and qualify as cash flow hedges are recognised in equity.
The gain and loss relating to the ineffective portion is recognised
immediately in the income statement.

Amounts accumulated in equity are recycled to the income statement
in the periods in which the hedged item will affect profit or loss.

When a hedging instrument expires or is sold, or when a hedge no
longer meets the criteria for hedge accounting, any cumulative gain or
loss existing in equity at that time remains in equity and is recognised
when the forecast transaction is ultimately recognised in the income
statement. When a forecast transaction is no longer expected to occur,
the cumulative gain or loss that was reported in equity is immediately
transferred to the income statement.

Derivative financial instruments held for trading and those that do not
qualify for hedge accounting will be accounted for with changes in fair
value reported through the income statement.

Derivative transactions are offset and the net amount is reported in the
balance sheet when there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or
realise the asset and settle the liability simultaneously.

Valuation of securities and derivatives

The fair value of financial instruments is based on their quoted market
prices at the balance sheet date without any deduction for estimated future
selling costs. Financial assets are priced at current bid prices while financial
liabilities are priced at current asking prices. For unlisted securities and
where the market for a financial instrument is not active, the Group
estimates fair value by using valuation techniques. These include the use
of recent arm’s length transactions, reference to other instruments that are
substantially the same, discounted cash flow analysis, and option pricing
models refined to reflect the issuer’s specific circumstances.
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1.11

1.12

Summary of significant accounting policies (continued)
Investment properties

Property that is held for long-term rental yields or for capital appreciation or
both, and that is not occupied by the companies in the consolidated Group,
is classified as investment property. Investment property comprises land
held under operating leases and buildings held under finance leases. Land
held under operating leases is classified and accounted for as investment
property when the rest of the definition of investment property is met. The
operating lease is accounted for as if it were a finance lease.

Investment property is measured initially at its cost, including related
transaction costs. After initial recognition, investment property is carried at
fair value. Any gain or loss arising from a change in fair value or from the
retirement or disposal of an investment property is recognised in the income
statement.

When a property is transferred to investment property following a change
in its use, any difference arising at the date of transfer between the carrying
amount of the property immediately prior to the transfer and its fair value
is recognised in the bank premises revaluation reserve in accordance
with HKAS 16 “Property, plant and equipment”. However, a revaluation
increase is recognised as income only to the extent that it reverses a
revaluation decrease of the same asset previously recognised as an
expense. Decreases are first set off against increases on previous valuations
of the same asset and thereafter are debited to the income statement.
Upon disposal of the property, the relevant portion of the bank premises
revaluation reserve is released and transferred from the bank premises
revaluation reserve to retained earnings.

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

Other properties and equipment
(a) Premises

Premises represent those properties held for own use and are stated at
cost less accumulated depreciation and impairment losses. Where the
land and building elements of the leasehold properties held for own
use can be allocated reliably at the inception of the lease, the land
element is accounted for as operating lease. As such, any leasehold
land premiums for acquiring the land leases, or other lease payments,
are charged to the income statement on a straight line basis over the
period of the lease or where there is impairment, the impairment is
charged to the income statement. Any buildings which are situated on
such land leases continue to be presented as part of premises. Where
the land and building elements of the leasehold properties cannot be
allocated reliably at the inception of the lease, the land and building
elements will continue to be treated as finance lease and classified as
premises.
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1.12

1.13

1.14

Summary of significant accounting policies (continued)
Other properties and equipment (continued)
(a) Premises (continued)

Depreciation of premises is calculated on a straight line basis to write
off the assets over their estimated useful lives as follows:

—  Leasehold land is depreciated over the unexpired terms of the
leases.

—  Building and improvements thereto are depreciated over the
remaining estimated useful life.

(b) Furniture and equipment

Furniture and equipment is stated at cost less depreciation and
impairment losses. Depreciation is calculated on a reducing balance
basis to write off the assets over their estimated useful lives, at annual
rates ranging from 20% to 30%.

The asset’s residual values and useful lives are reviewed, and adjusted if
appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable
amount if the asset’s carrying amount is greater than its estimated
recoverable amount.

Impairment of other assets

Assets that have an indefinite useful life are not subject to amortisation,
but are tested annually for impairment and are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying
amount may not be recoverable. Assets that are subject to amortisation are
reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment
loss is recognised for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and value in use.

Repossessed assets
Repossessed collateral assets are reported as “Other accounts” under
“Advances and other accounts” and the relevant loans are derecognised.

The repossessed collateral assets are measured at the lower of the carrying
amount and net realisable value.
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1.15

1.16

Summary of significant accounting policies (continued)
Foreign currency translation

Items included in the interim financial statements of each of the Group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (the “functional currency”). The
consolidated interim financial statements are presented in Hong Kong
dollars, which is the Bank’s functional and presentation currency.

Foreign currency transactions are translated into the functional currency
using the exchange rates prevailing at the dates of the transactions. Foreign
exchange gains and losses resulting from the settlement of such transactions
and from the translation at period end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in the
income statement.

Translation differences on non-monetary items such as equities held for
trading are recognised in the income statement as part of the fair value gain
or loss. Translation differences on non-monetary items such as equities
classified as available-for-sale securities are included in equity.

Deferred taxation

Deferred taxation is provided in full, using the liability method, on
temporary differences arising between the tax bases of assets and liabilities
and their carrying amounts in the consolidated interim financial statements.
However, the deferred taxation is not accounted for if it arises from initial
recognition of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting
nor taxable profit or loss. Deferred taxation is determined using tax rates
that have been enacted or substantially enacted by the balance sheet date
and are expected to apply when the related deferred tax asset is realised or
the deferred tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable that future
taxable profit will be available against which the temporary differences can
be utilised.

Deferred taxation is provided on temporary differences arising on
investments in subsidiaries, associates and jointly controlled entities,
except where the timing of the reversal of the temporary difference can be
controlled and it is probable that the temporary difference will not reverse
in the foreseeable future.

Income tax payable on profits, based on the applicable tax law in each
jurisdiction, is recognised as an expense in the period in which profits
arise. The tax effects of income tax losses available for carry forward are
recognised as an asset when it is probable that future taxable profits will be
available against which these losses can be utilised.

Deferred taxation related to fair value re-measurement of available-for-sale
securities and cash flow hedges, which are charged or credited directly to
equity, is also credited or charged directly to equity and is subsequently
recognised in the income statement together with the deferred gain or loss.
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1  Summary of significant accounting policies (continued)

1.17 Insurance contracts

The Group issues contracts that transfer insurance risk. Insurance contracts
are those contracts that transfer significant insurance risk. As a general
guideline, the Group defines significant insurance risk as the possibility of
having to pay benefits on the occurrence of an insured event that are at least
10% more than the benefits payable if the insured event did not occur.

(a)

(b)

Recognition and measurement

The Group issues various classes of insurance contract including
accident and health, motor vehicle, ships, goods in transit, property
damage, employees’ compensation, general liability and pecuniary
loss. Risks under these insurance policies usually cover one year
duration.

For all these contracts, premiums are recognised as revenue (earned
premiums) proportionally over the period of coverage. The portion of
premium received on in-force contracts that relates to unexpired risks
at the balance sheet date is reported as the unearned premium liability.
Premiums are shown before deduction of commission and are net of
duties levied on premiums.

Claims and loss adjustment expenses are charged to income as
incurred. They include direct and indirect claims settlement costs
and arise from events that have occurred up to the balance sheet date
even if they have not yet been reported to the Group. Liabilities for
unpaid claims are separately analysed by class of business. They are
estimated using the input of assessments for individual cases reported
to the Group and statistical techniques for the claims incurred but not
reported.

Liability adequacy test

At each balance sheet date, liability adequacy tests are performed to
ensure the adequacy of the contract liabilities net of related deferred
acquisition costs assets. In performing these tests, current best
estimates of future contractual cash flows and claims handling and
administration expenses, as well as investment income from the assets
backing such liabilities, are used. Any deficiency is immediately
charged to the income statement and by subsequently establishing
a provision for losses arising from liability adequacy tests (the
unexpired risk provision).
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Summary of significant accounting policies (continued)

1.17 Insurance contracts (continued)

(¢) Reinsurance contracts held

Contracts entered into by the Group with reinsurers under which the
Group is compensated for losses on one or more contracts issued by
the Group and that meet the classification requirements for insurance
contracts are classified as reinsurance contracts held. Insurance
contracts entered into by the Group under which the contract holder
is another insurer (inwards reinsurance) are included with insurance
contracts.

The benefits to which the Group is entitled under its reinsurance
contracts held are recognised as reinsurance assets. These assets
consist of short-term balances due from reinsurers, as well longer term
receivables that are dependent on the expected claims and benefits
arising under the related reinsured insurance contracts. Amounts
recoverable from or due to reinsurers are measured consistently with
the amounts associated with the reinsured insurance contracts and in
accordance with the terms of each reinsurance contract. Reinsurance
liabilities are primarily premiums payable for reinsurance contracts
and are recognised as an expense when due.

The Group assesses its reinsurance assets for impairment on an
annual basis. If there is objective evidence that the reinsurance asset
is impaired, the Group reduces the carrying amount of the reinsurance
asset to its recoverable amount and recognises that impairment loss in
the income statement.

1.18 Provisions

Provisions for restructuring costs and legal claims are recognised when
the Group has a present legal or constructive obligation as a result of past
events, it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, and a reliable estimate of
the amount of the obligation can be made. Provisions are not recognised for
future operating losses.

Where there are a number of similar obligations, the likelihood that an
outflow will be required in settlement is determined by considering the
class of obligation as a whole. A provision is recognised even if the
likelihood of an outflow with respect to any one item included in the same
class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to
be required to settle the obligation using a pre-tax rate that reflects current
market assessments of the time value of money and the risks specific to
the obligation. The increase in the provision due to the passage of time is
recognised as interest expense.
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1.19
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Summary of significant accounting policies (continued)
Financial guarantee contracts

Financial guarantee contracts are contracts that require the issuer to make
specified payments to reimburse the holder for a loss it incurs because a
specified debtor fails to make payments when due, in accordance with the
terms of a debt instrument.

The fair value of the guarantee (being the guarantee fees received) is
initially recognised as deferred income in the interim financial statements
on the date that the guarantee was given. Subsequent to initial recognition,
the Group’s liabilities under such guarantees are measured at the higher
of the amount determined in accordance with note 1.18 and the amount
initially recognised less cumulative amortisation recognised. Any changes
in the liability relating to financial guarantees are recognised in the income
statement.

Employee benefits

Employee benefits include short-term leave entitlements and long-term
staff retirement benefits as follows:

(a) Employee leave entitlements

Employee entitlements to annual leave and long service leave are
recognised when they accrue to employees. An accrual is made for the
estimated liability for annual leave and long-service leave as a result
of services rendered by employees up to the balance sheet date.

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

(b) Retirement benefits

The Group operates five staff retirement schemes. The assets of
these schemes are all held separately from those of the Group in
independently administered funds.

The Group’s contributions to schemes with defined contribution
arrangements and the mandatory provident fund (“MPF”) schemes are
expensed as incurred.

Annual contributions to the retirement benefit schemes with defined
benefit arrangements are determined based on periodic valuations
of the assets and liabilities of such schemes by qualified actuaries
using the projected unit credit method. Under this method, the cost
of providing retirement benefits is charged to the income statement
so as to spread the regular cost over the service lives of employees
in accordance with the advice of qualified actuaries. The defined
benefit obligation is measured as the present value of the estimated
future cash outflows using interest rates of government securities
which have terms to maturity approximating the terms of the related
liabilities.

Actuarial gains and losses arising from experience adjustments and
changes in actuarial assumptions in excess of the 10% of the greater
of these schemes’ assets and the defined benefit obligations are
recognised in the income statement over the average expected future
working lifetime of the members of the schemes.
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1.22

1.23

Summary of significant accounting policies (continued)
Operating leases

Leases where substantially all of the risks and rewards of ownership of the
asset remain with the lessor are accounted for as operating leases. Rentals
applicable to such operating leases (net of any incentives received from the
lessor) are charged to the income statement on a straight line basis over the
lease term. The Group’s interests in leasehold land except those qualified to
be classified as premises and investment properties are also accounted for
as operating lease.

Where the Group is a lessor under operating leases, assets leased out mainly
included properties and equipment and are depreciated in accordance
with the Group’s depreciation policies except where the asset is classified
as investment properties. Rental income (net of any incentives given to
lessees) is recognised on a straight line basis over the lease term.

Hire purchase contracts and finance leases

The amounts due from customers in respect of hire purchase contracts
and finance leases are included in “Advances and other accounts” at net
investment which represents the total rentals receivable under hire purchase
contracts and finance leases less unearned finance income. Finance
income implicit in the rental receivable is credited to the income statement
over the lease period or hire period so as to produce an approximately
constant periodic rate of return on the net investment outstanding for each
accounting period.

Segment reporting

A segment is a distinguishable component of the Group that is engaged
either in providing products or services (business segment) or in
providing products or services within a particular economic environment
(geographical segment), which is subject to risks and rewards that are
different from those of other segments. In accordance with the Group’s
internal financial reporting, business segment is chosen as the primary
reporting format.

Segment revenue, expenses, results, assets and liabilities include items
directly attributable to a segment as well as those that can be allocated
on a reasonable basis to that segment. Segment revenue, expenses, assets
and liabilities are determined before intra-group balances and intra-group
transactions are eliminated as part of the consolidation process, except
to the extent that such intra-group balances and transactions are between
Group entities within a single segment. Inter-segment pricing is based on
similar terms as those available to other external parties.

Segment capital expenditure is the total cost incurred during the period to
acquire segment assets (both tangible and intangible) that are expected to be
used for more than one financial year.
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Summary of significant accounting policies (continued)

1.24 Cash and cash equivalents

2.1

For the purposes of the cash flow statement, cash and cash equivalents
comprise balances with less than three months’ maturity from the date
of acquisition including cash, balances with banks, treasury bills and
certificates of deposit.

Financial risk management

The Group’s activities expose it to a variety of financial risks and those
activities involve analysis, evaluation, acceptance and management of
some degree of risk or combination of risks. The Group recognises that
taking risk is core to its financial business. The Group’s aim is therefore
to achieve an appropriate balance between risk and return and minimise
potential adverse effects on the Group’s financial performance.

The Group has established policies and procedures for the identification,
measurement, control and monitoring of the inherent risk of the operations.
The most important risks are credit risk, market risk and liquidity risk.
Market risk includes currency risk, interest rate risk and other price
risks. The adequacy and effectiveness of risk management policies and
procedures are regularly reviewed by the Executive Committee of the
Board of Directors (the “Executive Committee”). The Internal Audit
Department also performs regular audits to ensure compliance with policies
and procedures.

Credit risk

The Group takes on exposure to credit risk, which is the risk that a
counterparty will cause a financial loss for the Group by failing to discharge
an obligation. Credit exposures arise principally from loans and advances,
debt securities, derivative financial instruments, treasury bills, and other
on-balance sheet exposures to counterparties in the Group’s asset portfolio.
There is also credit risk in off-balance sheet financial arrangements such as
loan commitments. Significant changes in the economy, or in the health of
a particular industry segment that represents a concentration in the Group’s
portfolio, could result in losses that are different from those provided for at
the balance sheet date.

The Group has established credit policies that govern credit extension
criteria, credit approval, review and monitoring processes, the internal
credit rating system and impairment assessment processes. The Group’s
credit risk management and control are centralised in a credit management
department which reports to the Executive Committee regularly.
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(b)

Financial risk management (continued)
Credit risk (continued)

Credit risk measurement

(1) Loans and advances

In assessing credit risk of loans and advances to customers and to
banks and other counterparties, effective systems are adopted for
measurement and monitoring of the credit risk as part of the credit
assessment process. The Group’s credit grading system, which in
general, takes into account the underlying credit-worthiness of the
counterparties, including the financial strengths of the guarantors
(as the case may be), collateral pledged and the risk of specific
transactions, allows differentiation and management of credit risk for
asset portfolios of respective business units.

(i) Debt securities and treasury bills

For debt securities, external ratings from recognised external credit
assessment institution are used for assessing and managing credit
risk exposures. The investments in these securities allow the Group
to achieve an appropriate level of returns commensurate with the
risks and to maintain a readily available source to meet the funding
requirement at the same time.

Risk limit control and mitigation policies

The Group manages and controls concentration of credit risk wherever they
are identified, in particular, to individual counterparties and groups, and to
industries and countries.

To avoid concentration risk, credit exposures to individual customers,
counterparties and industry sectors are carefully managed and monitored
by the use of limits. All credit risk limits are approved by the Executive
Committee. The Executive Committee is also responsible for the review
and approval of the largest credit exposures and portfolio management
of risk concentrations. Approval authorities are delegated to the Group’s
Credit Committee and other lending officers. Actual credit exposures,
including on- and off-balance sheet exposures, limits and asset quality are
regularly monitored and controlled by the Credit Management Department
by keeping a central liability record for each group of related counterparties
and subject to checks by the internal audit function.

The exposure to any one borrower including banks is further restricted by
sub-limits covering on- and off-balance sheet exposures, and daily delivery
risk limits in relation to trading items such as forward foreign exchange
contracts. Actual exposures against limits are monitored daily.
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2.1

(b)

Financial risk management (continued)

Credit risk (continued)

Risk limit control and mitigation policies (continued)

Some specific control and risk mitigation measures are outlined below:

(i)

(if)

Collateral

The Group seeks to obtain collateral to mitigate credit risk to an
acceptable level. All credit decisions, whether or not secured by
collateral, are based on counterparties’ repayment capacity. The
Group implements guidelines on the acceptability of specific classes
of collateral or credit risk mitigation. The principal types of collateral
in credit risk mitigation include:

—  Mortgages over residential properties and other properties;

—  Charges over business assets such as cash deposits, premises,
machineries, inventory and accounts receivables; and

—  Charges over financial instruments such as equities and debt
securities.

The Group has established policies to govern the determination of
eligibility of assets taken as collateral for credit risk mitigation.
In order for an asset to be considered as effective risk mitigation,
the market value of the asset should be readily determinable or
can be reasonably established. The asset is marketable and there
exists a readily available secondary market for disposal of the asset.
In addition, the Group is able to secure control over the asset if
necessary. The collateral is revalued periodically ranging from daily
to annually, depending on the type of collateral. As for those past
due exposure, the main types of collateral held are cash deposits and
properties.

Master netting agreements

The Group further restricts its exposure to credit losses by entering
into master netting arrangements with counterparties with which
it undertakes a significant volume of transactions. Master netting
arrangements do not generally result in an offset of balance sheet
assets and liabilities, as transactions are usually settled on a gross
basis. However, the credit risk associated with favourable contracts is
reduced by a master netting arrangement to the extent that if an event
of default occurs, all amounts with the counterparty are terminated
and settled on a net basis.
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2.1

(b)

Financial risk management (continued)

Credit risk (continued)

Risk limit control and mitigation policies (continued)

(iif)

(iv)

Derivatives

The principal derivatives used by the Group are interest and foreign
exchange rate related contracts, which are primarily over-the-
counter derivatives. Most of the Group’s derivative positions have
been entered to meet customer demand and to hedge these and other
trading positions. The Executive Committee places trading limits on
the level of exposure that can be taken in relation to both overnight
and intra-day market positions. With the exception of specific
hedging arrangements, foreign exchange and interest rate exposures
associated with these derivatives are normally offset by entering into
counterbalancing positions, thereby controlling the variability in the
net cash amounts required to liquidate market positions. Given the
purpose for entering into such derivative transaction, collateral or
other security is not usually obtained for credit risk exposures on these
instruments, except where the Group requires margin deposits from
counterparties.

Credit related commitments

The Group has issued credit related commitments including
guarantees and letters of credit. The primary purpose of these
instruments is to ensure that funds are available to a customer as
required. These instruments represent irrevocable assurances that the
Group will make payments in the event that a customer cannot meet
its obligations to third parties. These instruments carry similar level of
the same credit risk as loans.

Commitments to extend credit represent unused portions of authorised
facility limits in the form of loans, guarantees or letters of credit. With
respect to credit risk on commitments to extend credit, the Group is
potentially exposed to loss in an amount equal to the total unused
commitments. However, the likely amount of loss is less than the
total unused commitments, as most commitments to extend credit are
contingent upon customers maintaining specific credit standards. The
Group monitors the term to maturity of credit commitments because
longer-term commitments generally have a greater degree of credit
risk than shorter-term commitments.

Impairment allowance policies

The Group undertakes ongoing credit analysis and monitoring of its credit
portfolios, and requires the review of individual financial assets that are
above preset thresholds at least annually or more regularly when individual
circumstances require. Impairment allowances are recognised for losses
that have been incurred at the balance sheet date based on objective
evidence of impairment as described in note 1.7. The Group’s internal
credit rating system assists management to determine whether objective
evidence of impairment exists.
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(e)

Financial risk management (continued)
Credit risk (continued)
Impairment allowance policies (continued)

Impairment allowances on individually assessed accounts are determined
by an evaluation of the incurred loss at balance sheet date on a case-by-
case basis, and are applied to all individually significant accounts. The
assessment normally encompasses commitment of collateral held and the
anticipated cash flows for that individual account adjusted at the relevant
discount rates.

Collectively assessed impairment allowances are provided for (i) portfolios
of homogenous assets that are individually below preset thresholds; and (ii)
losses that have been incurred but have not yet been individually identified,
using available data on historical loss experience, and economic conditions,
statistical analysis and supplemented by experienced judgment.

Maximum exposure to credit risk before collateral held or other credit
enhancements

30/6/2008 31/12/2007

2&1Z 2&FZ

Audited Audited

HK$°000 HK$’000

Short term funds 22,785,818 25,749,291

Placements with and loans and

advances to banks 3,274,954 3,602,908

Trading securities 8,052,648 2,218,841

Derivative financial instruments 44,643 35,813
Financial assets designated at fair

value through profit or loss 2,740,329 2,934,803

Financial investments 8,795,854 10,124,287

Advances and other accounts 45,980,741 44,531,182

Loan to jointly controlled entities 70,155 72,264

Credit commitments 18,382,691 23,003,679

110,127,833 112,273,068

Gross loans and advances to customers

(1)  Gross loans and advances to customers by credit quality

30/6/2008 31/12/2007

2&1Z 2&F%Z

Audited Audited

HK$°000 HKS$’000

Neither past due nor impaired 42,290,273 40,259,648
Past due but not impaired 1,451,619 1,564,645
Impaired 81,886 110,227
43,823,778 41,934,520
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2.1

()

Financial risk management (continued)
Credit risk (continued)
Gross loans and advances to customers (continued)

(i)  Gross loans and advances to customers that are neither past due nor impaired

Hit
Others
WEIRA
Real estate it A At
mortgage  Corporate  Individual Total

HK$’000 HK$’000 HK$’000 HK$’000

At 30 June 2008

(Audited)
Grade 1 16,150,763 23,595,124 2,367,313 42,113,200
Grade 2 57,662 49,833 9,195 116,690
Grade 3 7,952 50,871 1,560 60,383

16,216,377 23,695,828 2,378,068 42,290,273

Hit
Others
WEIRA
Real estate it A Ch)
mortgage  Corporate  Individual Total

HK$’000 HK$’000 HK$’000 HK$’000

At 31 December 2007

(Audited)

Grade 1 15,511,134 22,164,615 2,364,305 40,040,054
Grade 2 53,531 98,301 14,525 166,357
Grade 3 6,452 46,195 590 53,37

15,571,117 22,309,111 2,379,420 40,259,648

The following definitions have been adopted for the purpose of the above
analysis:

Grade 1 “satisfactory” represents loans for which borrowers are currently
meeting commitments and for which full repayment of interest and principal
is not in doubt.

Grade 2 “special monitoring” represents loans with which borrowers are
experiencing difficulties and which may threaten the Group’s position.

Grade 3 “sub-standard” represents loans in which borrowers are displaying
a definable weakness that is likely to jeopardise repayment; or collection in
full is improbable without realisation of available collateral.
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()

Financial risk management (continued)
Credit risk (continued)
Gross loans and advances to customers (continued)

(iii) Gross loans and advances to customers which were past due but not

impaired
Hitr
Others
LES %
Real estate ¥ BA &t
mortgage  Corporate  Individual Total
HK$’000 HK$°000 HK$°000 HK$’000
At 30 June 2008
(Audited)
Three months or less 993,145 313,198 91,010 1,397,353
Six months or less but
over three months 2,141 8,475 2,094 12,710
Over six months - 41,489 67 41,556
995,286 363,162 93,171 1,451,619
Hitr
Others
I ESH L
Real estate % ‘A a&t
mortgage  Corporate  Individual Total
HK$’000 HK$’000 HK$’000 HK$°000
At 31 December 2007
(Audited)
Three months or less 1,110,984 294,524 68,6603 1,474,171
Six months or less but
over three months 2,849 26,346 106 29,301
Over six months 2,658 58,455 60 61,173

1,116,491 379,325 68,829 1,564,645
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2.1

()

Financial risk management (continued)

Credit risk (continued)

Gross loans and advances to customers (continued)

(iv) Gross loans and advances to customers individually impaired

The gross amount of impaired loans, which represents those individual
advances where there is objective evidence of impairment resulting from
loss events occurring after the initial recognition of the advances and where
these loss events have an impact on the estimated future cash flows of the
advances, is analysed as follows:

Hith
Others
LI ES %
Real estate S BA &t
mortgage  Corporate  Individual Total
HK$’000 HK$°000 HK$°000 HK$’000
Impaired loans
At 30 June 2008
(Audited) 32,641 35,651 13,594 81,886
At 31 December 2007
(Audited) 49,178 36,899 24,150 110,227
30/6/2008 31/12/2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
Impaired loans 81,886 110,227
Percentage of total advances
to customers 0.19% 0.26%
Individual impairment allowances
made in respect of such advances 34,185 48,166
Total value of collateral taken into
account in respect of the assessment
of individual impairment allowances 42,730 52,439

At 30 June 2008, there were no impaired loans in respect of advances to
banks (31 December 2007: Nil).

The above individual impairment allowances were made after taking into
account the value of collateral in respect of such advances.
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(e)

®

Financial risk management (continued)
Credit risk (continued)

Gross loans and advances to customers (continued)

(v) Renegotiated loans that would otherwise be past due or impaired

30/6/2008 31/12/2007
BEZ BEZ
Audited Audited
HKS$’000 HK$’000
Renegotiated loans that would
otherwise be past due
or impaired 17,038 9,936
Gross balance with banks by credit quality
30/6/2008 31/12/2007
BEZ EE%
Audited Audited
HK$°000 HK$’000
Gross balance with banks
— Neither past due nor
impaired (Grade 1) 26,060,772 29,352,199

Grade 1 “satisfactory” represents loans for which borrowers are currently
meeting commitments and for which full repayment of interest and

principal is not in doubt.
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2 SRERKREE (&) 2 Financial risk management (continued)

2.1 EEER(E) 2.1 Credit risk (continued)

() WEEZE (2) Repossessed assets
HA N /A TR A SR B[] B 4 OR o IR i During the period/year, the Group obtained assets by taking possession of
W collateral held as security, as follows:

BEZZTT/)\& BE_FTTLHE
~A=+HLE +ZA=+—HL

~EA ZHEE
Six months ended Year ended
30 June 2008 31 December 2007
2&FiZ 2 &%
Audited Audited
HK$°000 HK$’000
et/ ES Residential properties 1,349 23,645
Commercial and industrial
ENHLYE S properties - 3,337
HoAt Others 247 188
1,596 27,170
%% AR H =1 H ;21—‘% Cid At 30 June 2008, repossessed assets of the Group amounted to
Wi ] 5 7 s s 1,040,000 8 ( — & % HK$1,040,000 (31 December 2007: HK$10,807,000).
tHE+ZA=+—H : #¥ 10,807,000
Jo) °
Wi 12l 49y =€ & 7E w47 E’J i DT S Repossessed properties are sold as soon as practicable with the proceeds
B PSRRI DA RS 45 K o used to reduce the outstanding indebtedness.
(h) EFHHESE (h) Debt securities
() EH S KRB ES 2 G RER (i) Debt securities and treasury bills by credit quality
30/6/2008 31/12/2007
2&FiZ 2 &%
Audited Audited
HK$’000 HK$’000
TEHS o8 25 8 e Debt securities and treasury bills
— % ) R A U (L — Neither past due nor impaired 18,525,162 13,299,368
—EH — Impaired 11,418 311,515
18,536,580 13,610,883
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2  Financial risk management (continued)

2.1 Credit risk (continued)

(h) Debt securities (continued)

(i) Debt securities and treasury bills that are neither past due nor impaired

The tables below present an analysis of debt securities and treasury bills
by rating agency designation based on the external credit assessment
institutions’ ratings that the Group has used in relation to credit risk

exposures:

At 30 June 2008
(Audited)

AA-to AAA

A-to A+

BBB- to BBB+

Lower than BBB-

Unrated

of which issued by:

— central governments
and central banks

— other public
sector entities

— banks and other
financial institutions

— corporate entities

of which classified by:

— trading securities

— financial assets
designated at fair
value through
profit or loss

— available-for-sale
securities

— held-to-maturity
securities

B & 55 BHES

Treasury Debt a5t
bills securities Total
HK$°000 HK$’000 HK$’000
6,959,537 3,957,661 10,917,198
- 4,035,632 4,035,632

- 2,003,374 2,003,374

- 80,499 80,499

- 1,488,459 1,488,459
6,959,537 11,565,625 18,525,162
6,959,537 758,993 7,718,530
- 444,437 444,437

- 6,285,862 6,285,862

- 4,076,333 4,076,333
6,959,537 11,565,625 18,525,162
6,959,537 927,076 7,886,613
- 2,740,329 2,740,329

- 1,108,738 1,108,738

- 6,789,482 6,789,482
6,959,537 11,565,625 18,525,162

41



R R B AR R

NOTES TO THE INTERIM FINANCIAL STATEMENTS

2 EREREIRE (&)
2.1 EEER (&)
(h) EHHEE(E)

(i) 7 4 B R ol (H 2 5 75 75
5 M8 5 (455)

R-ZEFtLF+ZA=+—H
(B&E%)

AA-F AAA

A-F A+

BBB- £ BBB+

)i~ BBB-

HBT NS
— PR B SRR T
— HAt N E A

— AT B A < A A
— {3

Hormh
—FHERE MR R F

— U PEER AR IR
SR E
— Al i 2 @R

— R RIS

42

2.1

(h)

Financial risk management (continued)

Credit risk (continued)

Debt securities (continued)

(i) Debt securities and treasury bills that are neither past due nor impaired

(continued)

At 31 December 2007
(Audited)

AA-to AAA

A-to A+

BBB- to BBB+

Lower than BBB-

Unrated

of which issued by:

— central governments
and central banks

— other public
sector entities

— banks and other
financial institutions

— corporate entities

of which classified by:

— trading securities

— financial assets
designated at fair
value through
profit or loss

— available-for-sale
securities

— held-to-maturity
securities

55 EHRS

Treasury Debt ast
bills securities Total
HK$°000 HK$°000 HK$’000
1,216,881 3,490,949 4,707,830
- 4,372,069 4,372,069

- 2,498,915 2,498,915

- 78,238 78,238

- 1,642,316 1,642,316
1,216,881 12,082,487 13,299,368
1,216,881 554,381 1,771,262
- 502,637 502,637

- 6,744,310 6,744,310

- 4,281,159 4,281,159
1,216,881 12,082,487 13,299,368
1,216,881 813,823 2,030,704
- 2,934,803 2,934,803

- 1,490,959 1,490,959

- 6,842,902 6,842,902
1,216,881 12,082,487 13,299,368
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Financial risk management (continued)

Credit risk (continued)

Geographical concentrations of assets, liabilities and off-balance sheet items

At 30 June 2008
(Audited)

Hong Kong

United States of America
People’s Republic of China
Cayman Islands

Inter-segment elimination

At 31 December 2007
(Audited)

Hong Kong

United States of America
People’s Republic of China
Cayman Islands

Inter-segment elimination

HEE mak FERIE
Total Total Credit
assets liabilities commitments

HK$000 HK$’000 HKS$’000
94,042,105 83,070,208 18,076,797
1,404,911 1,123,870 273,140
2,181,862 1,614,957 32,754
495,698 469,859 -
(2,500,265) (2,500,265) -
95,624,311 83,778,629 18,382,691

HEE mak EERIE
Total Total Credit
assets liabilities commitments

HK$000 HK$’000 HKS$’000
91,964,190 80,102,466 22,657,156
1,596,555 1,323,041 293,055
2,051,429 1,720,531 53,468
775,985 750,317 -
(3,340,020) (3,328,319) -
93,048,139 80,568,036 23,003,679

The above analysis is prepared based on the country/region in which the Group’s
operations are located. The Group operates predominantly in Hong Kong.
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2.1

@

2.2

(2)

Financial risk management (continued)
Credit risk (continued)

Geographical concentrations of assets, liabilities and off-balance sheet items
(continued)

Geographical sector risk concentrations within the customer loan portfolio are as
follows:

30/6/2008 30/6/2008  31/12/2007  31/12/2007

2E% 531 [5F:3 BEX

Audited Audited Audited Audited

HKS$’000 % HK$’000 %

Hong Kong 41,426,553 945 39,801,055 94.9
United States of America 1,306,322 3.0 1,086,923 2.6
People’s Republic of China 1,090,903 2.5 1,046,542 2.5
43,823,778 100.0 41,934,520 100.0

Market risk

The Group takes on exposure to market risk, which is the risk that the fair value
or future cash flows of a financial instrument will fluctuate because of changes
in market prices. Market risks arise from open positions in interest rate, currency
and equity products, all of which are exposed to general and specific market
movements and changes in the level of volatility of market rates or prices such as
interest rates, foreign exchange rates and equity prices. The Group’s market risk
primarily arises from its positions in foreign exchange, securities and derivatives
in its trading and banking books.

Market risk measurement

The Group’s market risk exposures in different activities are managed by way
of limits established by the Executive Committee. Exposures are measured
and monitored on the basis of contractual or notional amount and outstanding
balances. Limits are set by portfolio, product and risk type, using a combination
of risk measurement techniques, including position limits, sensitivity limits, as
well as stop loss limits. All market risk trading positions are subject to daily
mark-to-market valuation, monitored and managed by the Treasury Department.
Independent monitoring, checking and trade confirmation are undertaken by
a department independent of the Treasury Department. Regular checking and
reviews are also conducted by the Group’s internal audit function to ensure
compliance with risk limits. All exceptions are reviewed and approved by the
appropriate level of management and the Executive Committee. Actual positions
are monitored by the Risk Management Committee.
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2.2

(@)

(b)

Financial risk management (continued)

Market risk (continued)

Market risk measurement (continued)

The Group also applies a wide range of stress testing to assess the
financial impact of more extreme events on the market risk exposure
of the Group. The results of the stress testing are reviewed by the Risk
Management Committee.

Market risk sensitivity analysis

(i)

(ii)

Currency risk

The Group’s currency risk positions mainly arise from foreign
exchange dealing, commercial banking operations and structural
foreign currency exposures.

At 30 June 2008, if USD had weakened within the pegged range
of 0.64% against HKD with all other variables held constant,
the Group’s profit after taxation for the period would have been
HK$7,902,000 (31 December 2007: HK$8,943,000) lower. The
lower foreign currency exchange rate sensitivity at 30 June 2008
compared with those at 31 December 2007 was attributable to a
reduction in USD denominated forward contracts.

Interest rate risk

The Group’s interest rate risk mainly arises from the timing
differences in the repricing of interest bearing assets, liabilities
and off-balance sheet positions.

Any changes in interest rates would affect the value of those
financial assets and liabilities carried at fair value. The Group
enters into interest rate swaps to mitigate the interest rate risk
associated with the fixed-rate financial assets and financial
liabilities. At 30 June 2008, if interest rates at that date had been
100 basis points lower with all other variables held constant,
the Group’s profit after taxation for the period would have been
HK$14,655,000 (31 December 2007: HK$26,772,000) higher,
mainly as a result of revaluation of trading securities and financial
assets designated at fair value through profit or loss. The Group’s
surplus in investment revaluation reserve would have been
HK$10,612,000 (31 December 2007: HK$4,515,000) higher due
to the revaluation of those available-for-sale securities.
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2.2

(b)

Financial risk management (continued)
Market risk (continued)
Market risk sensitivity analysis (continued)

(iii) Equity risk

The Group’s equity risk position mainly arises from the holdings
of certain equity securities and option-linked financial assets with
underlying equity securities listed in Hong Kong. Majority of this
position is held for long term investment purpose.

At 30 June 2008, if Hang Seng Index at that date had been 10% lower
with all other variables held constant and all the equity instruments
move according to the historical correlation with the index, the Group’s
profit after taxation for the period would have been HK$19,152,000
(31 December 2007: HK$16,403,000) lower, and the Group’s surplus
in investment revaluation reserve would have been HK$59,089,000
(31 December 2007: HK$128,179,000) lower. The higher equity risk
sensitivity for trading securities and financial assets designated as fair
value through profit or loss at 30 June 2008 compared with those at 31
December 2007 was attributable to an increase in holding of investments
while the lower equity risk sensitivity for available-for-sale securities
at 30 June 2008 compared with those at 31 December 2007 was
attributable to a decrease in equity prices and a reduction in holding of
equity.
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2 Financial risk management (continued)
2.2 Market risk (continued)
(b) Market risk sensitivity analysis (continued)
(iv) Daily distribution of market risk revenue
The average daily revenue for the six months ended 30 June 2008 earned
from market risk-related activities by the Bank and certain subsidiaries,
including trading-related net interest income and other revenue was

HKS$514,000 (2007 unaudited: HK$723,000). The standard deviation of
this daily revenue was HK$4,206,000 (2007 unaudited: HK$1,522,000).

BE_OONFXRA=ZFTALXNBAZTERABEASASHER
DAILY DISTRIBUTION OF MARKET RISK REVENUE FOR THE SIX MONTHS ENDED 30 JUNE 2008
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Financial risk management (continued)
Market risk (continued)
Currency risk

The Group takes on exposure to effects of fluctuations in the prevailing
foreign currency exchange rates on its financial position and cash flows.
The Group’s exposures mainly comprise foreign exchange dealing by the
Treasury Department and currency exposures originated by its commercial
banking businesses.

The Executive Committee sets limits on the level of exposure by currency
and in total for both overnight and intra-day positions. All exposures
are centrally managed by the Treasury Department and independently
monitored by a separate department on a daily basis.

Foreign currency exposures arising from customer transactions, including
currency options embedded in certain customer deposits, are normally
offset against other customer transactions or transactions with the market.
Foreign currency funding used to fund Hong Kong dollar assets is hedged
using currency swaps or forward exchange contracts to mitigate the foreign
exchange risk.

The tables on the following pages summarise the Group’s exposure to
foreign currency exchange rate risk at 30 June 2008 and 31 December
2007. Included in the tables are the Group’s assets and liabilities at carrying
amounts, categorised by currency. The off-balance sheet gap represents the
net notional amounts of foreign currency derivative financial instruments,
which are principally used to reduce the Group’s exposure to currency
movements.
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2.2

(©)

Financial risk management (continued)

Market risk (continued)
Currency risk (continued)

Concentration of assets, liabilities and off-balance sheet items

At 30 June 2008
(Audited)

Assets
Cash and short-term funds
Placements with and loans
and advances to banks
Trading securities
Derivative financial instruments
Financial assets designated at fair
value through profit or loss
Available-for-sale securities
Held-to-maturity securities
Advances and other accounts
(including tax recoverable
and deferred tax assets)
Interests in jointly controlled
entities
Interests in associates
Investment properties
Interests in leasehold land
Other properties and equipment

Total assets

Liabilities
Deposits and balances from banks
Trading liabilities
Derivative financial instruments
Financial liabilities designated
at fair value through
profit or loss
Deposits from customers
Certificates of deposit issued
Other accounts and accruals
(including current taxation
and deferred tax liabilities)

Total liabilities
Net on-balance sheet position

Off-balance sheet

net notional position

Credit commitments

BT En BT v Hits A
HKS US$ AS NZ$§ Others Total
HKS$’000 HKS$’000 HKS$’000 HKS$000 HKS$000 HKS$’000
1,711,731 7,436,885 4,372,139 3,489,440 6,286,416 23,296,611
644,447 2,423,285 173,112 - 10 3274954
7,188,077 67,107 106,489 - 90,975 8,052,648
35,615 3,507 m 999 3,745 44,643
1,210,217 1,429,684 16,749 - 83,679 2,740,329
755,872 1,098,198 75,263 71,587 1,122 2,002,042
1,821,347 1,326,094 2,257,702 1,106,044 282,625 6,793,812
41,740,927 2,904,321 889,907 14,431 545,518 46,095,104
179,748 - - - - 179,748
6,136 - - - - 6,136
2,406,600 - - - - 2,406,600
239,259 - - - - 239,259
449,287 34,190 - - 8,948 492,425
58,989,263 16,723,271 7,892,138 4,682,501 7,337,138 95,624,311
228,467 519,297 32,997 9,724 390,150 1,180,635
6,255,425 - - - - 6,255,425
139,218 442,917 681 948 1,505 585,269
1,806,190 - - - - 1,806,190
35,592,349 13,881,735 7,765,337 4,593,290 6,739,575 68,572,286
1,489,678 288,507 - - - 1,778,185
3,227,487 136,767 61,852 25,147 149,386 3,600,639
48,738,814 15,269,223 7,860,867 4,629,109 7,280,616 83,778,629
10,250,449 1,454,048 31,271 53,392 56,522 11,845,682
(48,532) 24,558 16,239 26,866 (19,205) (74)
17,605,980 553,414 92 - 223,205 18,382,691
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Financial risk management (continued)

Market risk (continued)

Currency risk (continued)

Concentration of assets, liabilities and off-balance sheet items (continued)

B e Ax i Hip &t
HKS US$ AS NZ$ Others Total
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$000
At 31 December 2007
(Audited)
Assets
Cash and short-term funds 4,194,606 8,473,852 5,569,053 2,797,204 5,349,520 26,384,235
Placements with and loans
and advances to banks 915,761 2,497,230 157,881 - 32,036 3,602,908
Trading securities 1,907,999 67,738 102,950 - 140,154 2,218,841
Derivative financial instruments 29,572 3,392 1 134 2,714 35,813
Financial assets designated at fair
value through profit or loss 1,378,182 1,459,599 18,533 - 78,489 2,934,803
Available-for-sale securities 1,371,380 1,554,568 68,058 90,631 155,071 3,240,308
Held-to-maturity securities 4,557,640 1,750,240 412,199 - 163,900 6,883,979
Advances and other accounts
(including tax recoverable
and deferred tax assets) 40,697,059 2,666,161 806,625 13,489 413,351 44,596,685
Interests in jointly controlled
entities 224,018 - - - - 224018
Interests in associates 6,184 - - - - 6,184
Investment properties 2,254,600 - - - - 2,254,600
Interests in leasehold land 241,345 - - - - 241,345
Other properties and equipment 387,010 34,994 - - 2,416 424420
Total assets 58,165,356 18,507,774 7,135,900 2,901,458 6,337,651 93,048,139
Liabilities
Deposits and balances from banks 381,194 413,452 26,087 750 335,566 1,157,049
Trading liabilities 351,210 - - - - 351,210
Derivative financial instruments 362,983 237,896 80 134 599 601,692
Financial liabilities designated
at fair value through
profit or loss 2,007,116 151,912 - - - 2,159,028
Deposits from customers 38,768,232 16,139,940 6,971,382 2,870,280 5,731,524 70,481,358
Certificates of deposit issued 1,679,592 93,602 - - - 1,773,194
Other accounts and accruals
(including current taxation
and deferred tax liabilities) 3,645,280 142,322 36,040 16,072 204,791 4,044,505
Total liabilities 47,195,607 17,179,124 7,033,589 2,887,236 6,272,480 80,568,036
Net on-balance sheet position 10,969,749 1,328,650 102,311 14,222 65,171 12,480,103
Off-balance sheet
net notional position (365,834) 365,122 (40,260) 24,068 15911 (993)
Credit commitments 21,693,183 1,097,231 - - 213,265 23,003,679
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2.2

(@)

Financial risk management (continued)
Market risk (continued)
Interest rate risk

The Group is exposed to the effects of fluctuations in the prevailing levels
of market interest rates in respect of its fair value and cash flow interest
rate risks. Fair value interest rate risk is the risk that the value of a financial
instrument will fluctuate because of changes in market interest rates. Cash
flow interest rate risk is the risk that the future cash flows of a financial
instrument will fluctuate because of changes in market interest rates.

Interest margin may increase as a result of such changes but may reduce or
create losses in the event that unexpected movements arise. The Group has
established policies and systems to monitor its interest-sensitive positions
and net repricing gap to ensure that they are all properly managed under
the limits approved by the Executive Committee. Actual positions are
compared with the approved limits and monitored by the Risk Management
Committee on a monthly basis.

While the primary objective of interest rate risk management is to limit
potential adverse effects of interest rate movements on net interest income,
interest rate positions may be taken for yield enhancement within the risk
limits.

The tables on the following pages summarise the Group’s exposure
to interest rate risks. Included in the tables are the Group’s assets and
liabilities at carrying amounts, categorised by the earlier of contractual
repricing or maturity dates.
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2.2 Market risk (continued)

(d) Interest rate risk (continued)

2 Financial risk management (continued)

Interest sensitivity of assets and liabilities — repricing analysis

At 30 June 2008
(Audited)

Assets
Cash and short-term funds
Placements with and loans
and advances to banks
Trading securities
Derivative financial instruments
Financial assets designated
at fair value through
profit or loss
Available-for-sale securities
Held-to-maturity securities
Advances and other accounts
(including tax recoverable
and deferred tax assets)
Interests in jointly controlled
entities
Interests in associates
Investment properties
Interests in leasehold land
Other properties and equipment
Total assets
Liabilities
Deposits and balances from banks
Trading liabilities
Derivative financial instruments
Financial liabilities designated
at fair value through
profit or loss
Deposits from customers
Certificates of deposit issued
Other accounts and accruals
(including current taxation
and deferred tax liabilities)

Total liabilities

Total interest sensitivity gap
(unadjusted)

Effect of interest rate derivatives

Total interest sensitivity gap
(adjusted)

—f8 A
—f&A MEE Z@EAM —FME THE
BT ZER Lz-%£ ZRE RENME Non-
Upto 13 312 15 Over interest A&t
1 month months months years Syears  bearing Total
HK$000 HK$°000 HK$000 HKS$’000 HK$000 HK$°000 HKS$000
22,309,491 - - - - 987,120 23,296,611
325,600 2,486,140 463,214 - 3274954
2,431,805 4,042,978 910,771 488,947 12,112 166,035 8,052,648
- - - - - 44,643 44,643
45,423 74,670 862,036 1,746,543 11,657 - 2,740,329
364,670 690,016 38,951 - 15,101 893,304 2,002,042
3,487,715 2,058,428 978,871 239,486 29,312 6,793,812
32,401,465 9,959,774 828,879 404,232 154,753 2,346,001 46,095,104
23,840 39,714 - - - 116,194 179,748
- - - - - 6,136 6,136
- - - - - 2,406,600 2,406,600
- - - - - 239259 239,259
- - - - - 492425 492,425
61,390,009 19,351,720 4,082,722 2,879,208 222,935 7,697,717 95,624,311
876,302 125,194 56,850 - - 122,289 1,180,635
2,518,984 3,736,441 - - - - 6,255,425
- - - - - 585269 585,269
230,674 100,246 765,719 709,551 - - 1,806,190
48,145,255 15,049,695 1,934,537 62,116 - 3,380,683 68,572,286
498,420 1,279,765 - - - 1,778,185
- - - - - 3,600,639 3,600,639
52,269,635 20,291,341 2,757,106 771,667 - 7,688,880 83,778,629
9,120,374 (939,621) 1,325,616 2,107,541 222,935
1,575,319 (717,148) 47,807  (802,569) -
10,695,693  (1,656,769) 1,373,423 1,304,972 222,935
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2.2

(@)

Financial risk management (continued)

Market risk (continued)

Interest rate risk (continued)

Interest sensitivity of assets and liabilities — repricing analysis (continued)

At 31 December 2007
(Audited)

Assets
Cash and short-term funds
Placements with and loans
and advances to banks
Trading securities
Derivative financial instruments
Financial assets designated
at fair value through
profit or loss
Available-for-sale securities
Held-to-maturity securities
Advances and other accounts
(including tax recoverable
and deferred tax assets)
Interests in jointly controlled
entities
Interests in associates
Investment properties
Interests in leasehold land
Other properties and equipment
Total assets
Liabilities
Deposits and balances from banks
Trading liabilities
Derivative financial instruments
Financial liabilities designated
at fair value through
profit or loss
Deposits from customers
Certificates of deposit issued
Other accounts and accruals
(including current taxation
and deferred tax liabilities)

Total liabilities

Total interest sensitivity gap
(unadjusted)

Effect of interest rate derivatives

Total interest sensitivity gap
(adjusted)

—f8 A
—f&A MEE Z@EAM —HME THE
BT ZER Lz-%£ 2R REME Non-
Upto 13 312 15 Over interest A&t
1 month months months years Syears  bearing Total
HK$°000 HK$°000 HK$000 HKS$’000 HK$000 HK$°000 HKS$000
25,024,442 - - - - 1,359,793 26,384,235
326,867 2,698,195 577,846 - - - 3,602,908
139,898 771,390 727,565 376,273 15578 188,137 2,218,841
- - - - - 35813 35813
21,675 91,446 422,775 2,385,747 13,160 2,934,803
488,602 882,684 346,807 - 43214 1478911 3,240,308
2,791,227 2488771 1,133,156 448,105 22,720 - 6883979
35857252 4,167,765 1,414,639 337,248 138967 2,680,814 44,596,685
- 41,857 23,840 - - 158321 224018
- - - - - 6,184 6,184
- - - - - 2,254,600 2,254,600
- - - - - 241345 241345
- - - - - 44420 424420
64,650,053 11,142,108 4,646,628 3,547,373 233,639 8,828,338 93,048,139
777,952 15,882 76,887 - - 286328 1,157,049
251,025 100,185 - - - - 351,210
- - - - - 601,692 601,692
345882 751429 100,509 961,208 - - 2,159,028
55,658,009  8444,181 3,132,131 75,671 - 3,171,366 70,481,358
93,602 1,679,592 - - - 1,773,194
- - - - - 4,044,505 4,044,505
57,126,470 10,991,269 3,309,527 1,036,879 - 8,103,391 80,568,036
7,523,583 150,839 1,337,101 2,510,494 233,639
1,574,546 (433,578)  (263,809)  (763,704) -
9,098,129 (282,739) 1,073,292 1,746,790 233,639
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2 EEERER(E) 2 Financial risk management (continued)

2.2 TiGER (48) 2.2 Market risk (continued)

d) F=EER (&) (d) Interest rate risk (continued)
T R & e T A The table below summarises the effective interest rate by major currencies of monetary
i ( T LS B 58 A financial instruments not carried at fair value through profit or loss:

HaRA) LR
W B B PR A R

BT E AT Feib Hitr &5t
HKS$ US$ AS NZ$ Others Total
% % % % % %
RZFEFN\ERA=+H At 30 June 2008
(BE#®) (Audited)
BE Assets
P& I E 2 Cash and short-term funds 1.95 2.77 7.38 8.45 3.17 4.53
Placements with and loans
H %ﬁ%ﬁﬁfﬁwﬁ%ﬁ and advances to banks 3.30 327 7.30 - 3.43 3.49
b 2 R Available-for-sale securities 0.44 1.55 8.09 9.45 - 1.58
15? e Held-to-maturity securities 2.83 3.75 7.69 8.77 4.13 5.64
TS Advances to customers 2.95 4.65 7.98 - 6.95 3.18
&tk Liabilities
Deposits and balances from
HELES banks 0.64 2.35 6.78 537 3.01 2.38
BFHR Deposits from customers 0.96 2.03 6.98 7.91 2.83 2.51
AT A% Certificates of deposit issued 2.16 3.09 - - - 2.31
RZEZLE+ZA=+—H At 31 December 2007
(BE#%) (Audited)
BE Assets
BEFEE REES Cash and short-term funds 3.30 4.97 6.78 8.79 430 5.36
Placements with and loans
H %ﬁ%ﬁﬁﬁk&éﬁ and advances to banks 420 5.20 7.30 - 322 5.02
ik 2 B Available-for-sale securities 0.55 3.93 7.64 7.99 3.56 2.81
ﬁﬁﬂ%ﬁm% Held-to-maturity securities 4.13 545 7.30 - 432 4.67
KPE Advances to customers 4.55 6.68 7.36 - 7.95 4.72
af& Liabilities
Deposits and balances from
[FELES banks 0.27 3.49 6.51 8.20 2.59 224
BFR Deposits from customers 2.37 423 6.35 8.04 3.90 3.54
AT A Certificates of deposit issued 3.81 534 - - - 3.89
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2.3

(a)

(b)

Financial risk management (continued)
Liquidity risk

Liquidity risk is the risk that the Group is unable to meet its payment
obligations associated with its financial liabilities when they fall due and
to replace funds when they are withdrawn. The consequence may be the
failure to meet obligations to repay depositors and fulfill commitments to
lend. The Group is exposed to daily calls on its available cash resources
from overnight deposits, current accounts, matured deposits, loan draw-
downs and guarantees, and from margin and other calls on cash-settled
derivatives.

Liquidity risk management process

The Group has established policies and systems to monitor and control
its liquidity position on a daily basis. The Treasury Department manages
the Group’s day-to-day funding by monitoring future cash flow to ensure
that requirements can be met. This includes replenishment of funds as
they mature or are borrowed by customers. The Group maintains an active
presence in money markets to enable this to happen and a portfolio of
high quality liquid assets that can easily be liquidated to meet emergency
funding needs. The Group also monitors the off-balance sheet cash
flow activities, such as loan commitments, contingent liabilities under
guarantees and standby facilities received, as part of its liquidity risk
management process. Sources of liquidity are regularly reviewed by the
Treasury Department to maintain diversification in currency, geography,
provider, product and term.

Limits for liquidity ratio, loan-to-deposit ratio and maturity mismatch
amount have been set to ensure that the Group is able to meet its funding
requirements. All limits are approved by the Executive Committee. Actual
positions are compared with the approved limits and monitored by the Asset
and Liability Management Committee. Stress scenario analysis for normal
business conditions, an institution-specific crisis and a general market
crisis are also conducted on a regular basis to assess the liquidity risk of
the Group. The liquidity management process is regularly reported to the
Executive Committee and the Board of Directors.

Maturity analysis

The tables on the following pages analyse the Group’s assets and liabilities
into relevant maturity groupings based on the remaining period at balance
sheet date to the contractual maturity date. The analysis in respect of
insurance liabilities is based on the estimated timing of net cash outflows
resulting from recognised insurance liabilities at balance sheet date.
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(b) Maturity analysis (continued)

—f&A =R -
—f&R MNEZE MEZE MNEZE if
R EE BT =R = if KL ki34
Repayable Up to 13 312 15 Over A &t
on demand 1 month months months years 5 years Undated Total
HK$000  HK$’000  HKS$’000  HKS$000  HKS$000  HKS000  HK$000  HKS$°000
At 30 June 2008
(Audited)
Assets
Cash and short-term funds 2,204,200 21,092,411 - - - - - 23296,611
Placements with and loans
and advances to banks - - 2,430,434 433,133 411,387 - - 3274954
Trading securities - 2431805 3,936,489 910,771 595,435 12,113 166,035 8,052,648
Derivative financial instruments - 16,094 9,952 4,343 14,254 - - 44,643
Financial assets designated
at fair value through
profit or loss - - 1,002 726,660 1,968,232 44,435 - 2,740,329
Available-for-sale securities - 78,110 77,920 248,103 611,172 100,521 886,216 2,002,042
Held-to-maturity securities - 3234136 789,996 1,202,868 1,420,743 146,069 - 6793812
Advances and other accounts
(including tax recoverable
and deferred tax assets) 1,691,875  1,642417 1,626,081 5713497 20,470,555 14,350,446 600,233 46,095,104
Interests in jointly controlled
entities - 31 3 5,267 63,554 - 110,893 179,748
Interests in associates - - - - - - 6,136 6,136
Investment properties - - - - - - 2,406,600 2,406,600
Interests in leasehold land - - - - - - 239,259 239,259
Other properties and equipment - - - - - - 492,425 492,425
Total assets 3,896,075 28,495,004 8,871,877 9,244,642 25555332 14,653,584 4,907,797 95,624,311
Liabilities
Deposits and balances from banks 124,300 874,291 56,974 125,070 - - - 1,180,635
Trading liabilities - 2518984 3,736,441 - - - - 6255425
Derivative financial instruments - 18,202 10,081 51,104 505,882 - - 585,269
Financial liabilities designated
at fair value through
profit or loss - - 100,247 651,429 1,054,514 - - 1,806,190
Deposits from customers 20,923,580 30,602,358 15,049,695 1,934,537 62,116 - - 68,572,286
Certificates of deposit issued - 93,585 399,986 804,870 479,744 - - 1,778,185
Other accounts and accruals
(including current taxation
and deferred tax liabilities) 463,869 885,326 184,643 561,826 703,628 457,347 344,000 3,600,639
Total liabilities 21,511,749 34,992,746 19,538,067 4,128,836 2,805,884 457347 344,000 83,778,629
Net liquidity gap (17,615,674)  (6,497,742) (10,666,190) 5,115,806 22,749,448 14,196,237 4,563,797 11,845,682
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2.3

(b)

At 31 December 2007
(Audited)

Assets
Cash and short-term funds
Placements with and loans
and advances to banks
Trading securities
Derivative financial instruments
Financial assets designated
at fair value through
profit or loss
Available-for-sale securities
Held-to-maturity securities
Advances and other accounts
(including tax recoverable
and deferred tax assets)
Interests in jointly controlled
entities
Interests in associates
Investment properties
Interests in leasehold land

Other properties and equipment
Total assets

Liabilities

Deposits and balances from banks

Trading liabilities
Derivative financial instruments
Financial liabilities designated
at fair value through
profit or loss
Deposits from customers
Certificates of deposit issued
Other accounts and accruals
(including current taxation
and deferred tax liabilities)

Total liabilities

Net liquidity gap

Liquidity risk (continued)

Maturity analysis (continued)

Financial risk management (continued)

—fEA ZEA 3
—EA HEE HEZE MEE if

HREE BT =fEA - if KL b5
Repayable Up to 13 312 15 Over A A&
on demand 1 month months months years 5 years Undated Total
HK$000  HKS000  HKS$’000  HK$’000  HK$000  HK$°000  HK$000  HK$000
1,584,485 24,799,750 - - - - - 26384235
- - 2642478 548,959 411471 - - 3,602,908
- 139,899 618,414 777,591 479,222 15,578 188,137 2218841
- 14,798 6,455 1,301 13,259 - - 35813
- - 4415 215573 2,668,642 46,173 - 2934803
- 90,631 - 415,965 1,105,106 149,695 1478911 3,240,308
- 2467461 1216525 1,365,505 1,686,504 147,984 - 6883979
1479580 2,292,494 2351917  5427,110 17,815,627 14,688,961 540996 44,596,685
- - - 5,267 65,697 - 153,054 224,018
- - - - - - 6,184 6,184
- - - - - - 2254600 2,254,600
- - - - - - 241,345 241,345
- - - - - - 424420 424420
3,064,005 29,805,033 6,840,204 8757271 24245528 15048391 5,287,647 93,048,139
287,508 716,772 15,882 76,887 - - - LI157,049
- 251,025 100,185 - - - - 351,210
- 13,511 6,707 38,615 542,859 - - 601,092
- - 220,013 734,765 1,204,250 - - 2,159,028
21,397,045 37432331 8444181 3,132,131 75,670 - - 70481358
- - - 1,388,432 384,762 - - 1773194
553318 1,439,180 182,371 534,548 571218 470,958 286912 4,044,505
22237871 39912819 8969339 5905378 2,784,759 470,958 286,912 80,568,036
(19,173,806) (10,107,786) ~ (2,129,135) ~ 2,851,893 21,460,769 14,577,433 5,000,735 12,480,103
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2.3

(b)

(O]

Financial risk management (continued)
Liquidity risk (continued)
Maturity analysis (continued)

The matching and controlled mismatching of the maturities and interest
rates of assets and liabilities is fundamental to the management of the
Group. It is unusual for banks to be completely matched, as transacted
business is often of uncertain term and of different types. An unmatched
position potentially enhances profitability, but also increases the risk of
losses.

The maturities of assets and liabilities and the ability to replace, at an
acceptable cost, interest-bearing liabilities as they mature are important
factors in assessing the liquidity of the Group and its exposure to changes in
interest rates and currency risks.

Liquidity requirements to support calls under guarantees and standby letters
of credit are considerably less than the amount of the commitment because
the Group does not generally expect the third party to draw funds under
the agreement. The total outstanding contractual amount of commitments
to extend credit does not necessarily represent future cash requirements, as
many of these commitments will expire or terminate without being funded.

Undiscounted cash flows by contractual maturities

The tables on the following pages analyse the cash flow payable by the
Group in respect of non-derivative financial liabilities and derivative
financial instruments by remaining contractual maturities, and by estimated
timing of net cash outflow for insurance liabilities at the balance sheet date.
The amounts disclosed in the tables are the contractual undiscounted cash
flows, whereas the Group manages the inherent liquidity risk based on
expected undiscounted cash flows.
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2.3 Liquidity risk (continued)

Financial risk management (continued)

(¢) Undiscounted cash flows by contractual maturities (continued)

—f8R =fiA -
—f&R MEE MEE MEE if
RIS BT =f@R —f if Bk ki sadl
Repayable Upto 1-3 312 15 Over B &t
on demand 1 month months months years 5 years Undated Total
HK$°000  HKS$000  HK$000  HKS$’000  HK$000  HK$°000  HK$000  HKS$000
At 30 June 2008
(Audited)
Non-derivative cash flow liabilities
Deposits from customers 20,925,860 30,711,163 15,185,788 1,996,688 66,892 - - 68,886,391
Deposits and balances from banks 124,300 875,105 57913 127,811 - - - 1,185,129
Trading liabilities - 2,520,000 3,744,000 - - - - 6,264,000
Financial liabilities designated
at fair value through
profit or loss - 1,285 113,811 692,443 1,070,503 - - 1,878,042
Certificates of deposit issued - 97,001 406,872 821,554 489,297 - - 1814724
Other liabilities 461,589 808,251 113,542 530,676 702,205 457,347 344,000 3,417,610
Derivative cash flow
Derivative financial instruments - 1,366,528 311,008 26,077 27,494 - - 1,731,107
21,511,749 36,379,333 19,932,934 4195249 2,356,391 457347 344,000 85,177,003
At 31 December 2007
(Audited)
Non-derivative cash flow liabilities
Deposits from customers 21,400,943 37,606,503 8,548,223 3,229,716 81,735 - - 70,867,120
Deposits and balances from banks 287,508 777,638 16,118 79,240 - - - 1,160,504
Trading liabilities - 274,725 100,609 - - - - 375,334
Financial liabilities designated
at fair value through
profit or loss - 3,501 238,169 791295 1,233450 - - 2266415
Certificates of deposit issued - 1,250 15,985 1,428,170 398,171 - - 1,843,576
Other liabilities 550459 1,328,354 121,949 508,275 575,670 470,958 286912 3,842,577
Derivative cash flow
Derivative financial instruments - 1,701,543 596,579 28,206 22,566 - - 2,3488%
22238910 41,693,514 9,637,632 6,064902 2,311,592 470,958 286912 82,704,420
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Financial risk management (continued)

Liquidity risk (continued)

Off-balance sheet items

At 30 June 2008
(Audited)

Loan commitments
Guarantees, acceptances and
other financial facilities
— Acceptances
— Guarantees and standby
letters of credit
— Documentary and
commercial letters of credit
Operating lease commitments
Capital commitments

Total

At 31 December 2007
(Audited)

Loan commitments
Guarantees, acceptances and
other financial facilities
— Acceptances
— Guarantees and standby
letters of credit
— Documentary and
commercial letters of credit
Credit default swap
Operating lease commitments
Capital commitments

Total

—FHUT —FE
Not later ZHE a5t
than 1 year 1-5 years Total
HK$°000 HK$’000 HK$°000
17,601,595 - 17,601,595
105,481 - 105,481
490,634 - 490,634
184,981 - 184,981
21,771 18,130 39,901
254,422 - 254,422
18,658,884 18,130 18,677,014
21,844,563 - 21,844,563
144,496 - 144,496
432,063 - 432,063
265,532 - 265,532
317,025 - 317,025
23,649 24,199 47,848
33,840 80 33,920
23,061,168 24,279 23,085,447
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2.4

Financial risk management (continued)
Fair value of financial assets and liabilities

The fair value of financial instruments traded in an active market (such as
publicly traded derivatives, and trading and available-for-sale securities) is
based on quoted market prices at the balance sheet date. The quoted market
price used for financial assets held by the Group is the current bid price; the
appropriate quoted market price for financial liabilities is the current ask
price.

The fair value of financial instruments that are not traded in an active
market (for example, over-the-counter derivatives) is determined by using
valuation techniques. The Group uses a variety of methods and makes
assumptions that are based on market conditions existing at each balance
sheet date. Other techniques, such as estimated discounted cash flows, are
used to determine fair value for the remaining financial instruments. The
fair value of interest-rate swaps is calculated as the present value of the
estimated future cash flows. The fair value of forward foreign exchange
contracts is determined using forward exchange market rates at the balance
sheet date.

The fair values of financial assets and liabilities not presented at fair value
in the Group’s balance sheet are estimated as follows:

(a) Balances, placement with and loans and advances to banks

The fair value of floating rate placements and overnight deposits
is their carrying amounts. The estimated fair value of fixed interest
bearing deposits, which is normally less than one year, is based on
discounted cash flows using prevailing money-market interest rates
for debts with similar credit risk and remaining maturity. Therefore
the fair value is approximately equal to its carrying value.

(b) Advances and other accounts

Advances and other accounts are net of allowances for impairment.
All except a very insignificant portion of loans and advances to
customers bear interest at a floating rate. The Group has assessed the
fair value of advances to customers and trade bills, after taking into
account the relevant market interest rates and noted that the total fair
value is not materially different from the total carrying value.

(c) Deposits and balances from banks and customers

The estimated fair value of deposits and balances with no stated
maturity, which include non-interest bearing deposits, is the amount
repayable on demand. The fair value of those balances having an
interest at a floating rate is their carrying value.

The estimated fair value of fixed interest-bearing deposits from banks
and deposits from customers without quoted market price is based on
discounted cash flows using interest rates for new debts with similar
remaining maturity. As they are normally less than one year, their fair
values are approximately equal to their carrying values.
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2 Financial risk management (continued)
2.4 Fair value of financial assets and liabilities (continued)
(d) Certificates of deposit issued

The fair value of certificates of deposit issued is based on quoted
market prices. For those where quoted market prices are not available,
a discounted cash flow model is used based on a current yield curve
appropriate for the remaining term to maturity. The Group has
assessed the fair value of certificates of deposit after taking into
account the relevant yield curve and noted that the total fair value is
not materially different from the total carrying value.

(e) Other accounts and accruals

The estimated fair value of other accounts and accruals, which are
normally non-interest bearing balances, is their carrying value.

Except for the above balance sheet items, the following table summarises
the carrying amounts and fair values of other financial assets and liabilities
not presented on the Group’s balance sheet at their fair value.

BREE PEEE

Carrying value Fair value
30/6/2008 31/12/2007 30/6/2008 31/12/2007
BE% 2E% BE% BEZ
Audited Audited Audited Audited
HK$’000 HK$’000 HK$°000 HK$’000
6,793,812 6,883,979 6,786,524 6,893,695

Fair value for held-to-maturity securities is based on market prices or
broker/dealer price quotations. Where this information is not available, fair
value has been estimated using quoted market prices for securities with
similar credit, maturity and yield characteristics.
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2

Financial risk management (continued)

2.5 Capital management

The Group’s objectives when managing capital are as follows:

—  To comply with the capital requirements under the Banking (Capital)
Rules of the Hong Kong Banking Ordinance;

—  To safeguard the Group’s ability to continue as a going concern so
that it can continue to provide returns for shareholders and benefits
for other stakeholders;

—  To support the Group’s stability and growth; and

—  To maintain a strong capital base to support the development of its
business.

The Hong Kong Banking Ordinance requires each bank or banking group
to maintain a ratio of total regulatory capital to the risk-weighted assets
(the capital adequacy ratio) at or above the minimum of 8%. Subsidiaries
of the Group are also subject to statutory capital requirements from other
regulatory authorities, such as Securities and Futures Commission and
Office of the Commissioner of Insurance.

The risk-weighted assets are measured by means of a hierarchy of risk
weights as defined in the Banking (Capital) Rules according to the nature of
and reflecting an estimate of credit, market and other risks associated with
each asset and counterparty, taking into account any eligible collateral or
guarantees. A similar treatment is adopted for off-balance sheet exposures,
with some adjustments to reflect the more contingent nature of the potential
losses.

Capital adequacy and the use of capital are monitored daily by the Group’s
management. The Group applies an internal trigger capital adequacy ratio
which is well above the minimum statutory requirement as an indicator
for managing the capital adequacy. In addition, the Group will assess the
impact on its capital adequacy ratio when there are new products, new
investments or any significant transactions.
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Critical accounting estimates and judgments in applying
accounting policy

The Group makes estimates and assumptions that affect the reported
amounts of assets and liabilities within the next financial period. Estimates
and judgments are continually evaluated and are based on historical
experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.

(@)

(b)

(©)

Impairment allowances on loans and advances

The Group reviews its loan portfolio to assess impairment at least
on a quarterly basis. In determining whether an impairment loss
should be recorded in the income statement, the Group makes
judgments as to whether there is any observable data indicating that
there is a measurable decrease in the estimated future cash flows
from a portfolio of loans before the decrease can be identified with
an individual loan in that portfolio. This evidence may include
observable data indicating that there has been an adverse change
in the payment status of borrowers in a group, or national or local
economic conditions that correlate with defaults on assets in the
group. Management uses estimates based on historical loss experience
for assets with credit risk characteristics and objective evidence
of impairment similar to those in the portfolio when scheduling
its future cash flows. The methodology and assumptions used for
estimating the amount and timing of future cash flows are reviewed
regularly to reduce any differences between loss estimates and actual
loss experience. Changes in the assumptions used would affect the
reported impairment allowances on loans and advances.

Fair value of financial instruments

The fair values of financial instruments that are not quoted in active
markets are determined by using valuation techniques. Where
valuation techniques (for example, models) are used to determine
fair values, they are validated and periodically reviewed by qualified
personnel independent of the department that created them to ensure
that outputs reflect actual data and comparative market prices. To the
extent practical, models use only observable data, however areas such
as credit risk (both own and counterparty), volatilities and correlations
require management to make estimates. Changes in assumptions
about these factors would affect the reported fair value of financial
instruments.

Impairment of available-for-sale securities and held-to-maturity
securities

The Group follows the guidance of HKAS 39 to determine when
available-for-sale securities and held-to-maturity securities are
impaired. This determination requires judgment. In making this
judgment, the Group evaluates among other factors, the duration and
extent to which the fair value of an investment has declined; and the
credit quality of and near-term business outlook for the investee or
issuer, including factors such as industry and sector performance,
changes in technology and operational and financing cash flows.



3 IEEFHEERAIE ()

d) #HEEHFS

(e)

A 4 [ A A O RI5R 39
GG o AT I E R E TR
R AT [ 72 R4 JF A 2 < il T
FEY IR S s BB R IR o LT
R (NS | e (e
%A B o ARG REAG AR A
2R Z P WA R R Mg
I3 o BRAEFFIRIG DL T (40 i 5 R
71 S T 43 < RN AN B R A %
B o HIASE B AN R % F BEE
RS R B IH oy 2 5 )
BOEH L AT R S o
PRI > 5% 55 43 o (B (BT
B AT I -

BREMERATEEZMR

BUEW S 2 P EAE ARG 5
SEOSE Al R R %2 2% B 7T (840 2 e T
filist o B PR Z AL TS R T
BOEANETT I > IS Z TR
B EH o A A FH 8 KA
RAH TN > 0B B S
B HERE AR > B DL 2R T 1t
Z 5 R T LLEAAL © flish
T BT8R 1) 2 1 ARG L 4
Pl Bl & # R - BRI
M2 R~ 22 B - B E
E% v LB g P 2 T 5 (8]

BEAN - A (ERT IR & LIARBA T35 £
R [ 2 HEARA T 355 B P 22 o
HAES % Wk aZ 5 SEM B
B - Wi B 220 - M - 52
Sy (TR T ~ 78 A ) DR i) S A 55

AEART P A A (B B Al s A i el
%i BRHBREYENATHE

3  Critical accounting estimates and judgments in applying
accounting policy (continued)

(d) Held-to-maturity securities

(e)

The Group follows the guidance of HKAS 39 on classifying non-
derivative financial assets with fixed or determinable payments
and fixed maturity as held-to-maturity. This classification requires
significant judgment. In making this judgment, the Group evaluates
its intention and ability to hold such investments to maturity. If the
Group fails to keep these investments to maturity other than for the
specific circumstances — for example, selling an insignificant amount
close to maturity — it will be required to reclassify the entire class as
available-for-sale. The investments would therefore be measured at
fair value not amortised cost.

Estimate of fair value of investment properties

The fair values of investment properties are estimated based on the
valuation made by an independent professional valuer on an open
market basis. The fair values are assessed based on the capitalisation
of the net income for the properties using Investment Method of
Valuation. The contractual rental income and the expected future
market rental income after allowing for outgoings and maintenance
requirements are capitalised at observed market yields. The principal
assumptions underlying the estimation of market value are those
related to: the receipt of contractual rentals; expected future market
rentals; void periods; maintenance requirements; and observed market
yields.

In addition, the valuations are also assessed by reference to
comparable market transactions as reported in the relevant market at
similar locations. Appropriate adjustments have been made on the
values of the subject properties for relevant factors, such as location
difference, building age, time of transaction, shop frontage and
pedestrian flow, etc.

Changes in the assumptions used in the valuation would affect the fair
value of investment properties.
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3  Critical accounting estimates and judgments in applying
accounting policy (continued)

®

Ultimate liability arising from claims made under insurance
contracts

The estimation of the ultimate liability arising from claims made
under insurance contracts is one of the Group’s critical accounting
estimates. Estimates and judgments are continually evaluated
and based on historical experience and other factors, including
expectations of loss events that have been incurred but not reported
(“IBNR”) to the Group as of the balance sheet date. The estimation
of IBNR claims is generally subject to a greater degree of uncertainty
than the estimation of the cost of settling claims already notified to the
Group, where information about the claim events are available. IBNR
claims may not be apparent to the insured until many years after the
event that gives rise to the claim has happened.

Estimation of the ultimate cost of certain liability claims can be a
complex process. There are several sources of uncertainty that need
to be considered in the estimating of the liability that the Group will
ultimately pay for such claims. In particular, the claims arising from
the employees’ compensation and other liability policies can be
longer in tail and difficult to estimate. The Group has appointed an
independent actuary to estimate the claim liabilities using established
actuarial methodologies. The methodologies are statistical in nature
and can be affected by various factors. The more significant factors
that can affect the reliability of the liability estimation include
jurisprudence that can broaden the intent and scope coverage of the
protections offered in the insurance contracts issued by the Group, the
extent to which actual claim results differ from historical experience
and the time lag between the occurrence of the event and the report of
such claim to the Group.
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Interest income

BERA=+HLEREAR

Six months ended 30 June

2008 2007

2 &% REEZ

Audited Unaudited

HK$’000 HK$’000

Cash and balances with banks 695,331 733,458
Investments in securities

— listed 49,841 80,117

—unlisted 169,798 215,235

Advances to customers 773,404 1,090,012

Others 47,530 38,349

1,735,904 2,157,171

Included in interest income are interest income from financial assets that
are not at fair value through profit or loss of HK$1,618,925,000 (2007:
HKS$2,022,062,000) and unwinding of discount on impaired loans of

HK$1,002,000 (2007: HK$3,450,000).

Interest expense

BEARA=+TAHLERER

Six months ended 30 June

2008 2007

BEZ REEZ

Audited Unaudited

HK$’000 HK$’000

Banks/deposits from customers 950,622 1,279,704
Certificates of deposit issued 62,198 114,478
Others 45,907 31,400
1,058,727 1,425,582

Included in interest expense is interest expense on financial liabilities
that are not at fair value through profit or loss of HK$988,338,000 (2007:

HKS$1,347,630,000).
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6 Net fees and commission income

Fees and commission income

Securities brokerage and
investment services

Credit cards
Credit related fees and commission
Trade finance
Other retail banking services
Other fee income

Fees and commission expenses
Credit cards
Other fee expenses

Net fees and commission income

Of which:

Net fees and commission income,
other than amounts included in
determining the effective interest
rate, arising from financial assets
or financial liabilities that are not
held for trading nor designated at
fair value through profit or loss
— fees and commission income
— fees and commission expenses

Net fees and commission income

on trust and other fiduciary activities

where the Group holds or invests
on behalf of its customers

— fees and commission income

— fees and commission expenses

BEAA=+HLERER

Six months ended 30 June

2008 2007
2 &% KBEZ
Audited Unaudited
HK$’000 HK$’000
131,335 136,087
35,035 32,571
27,559 22,982
6,619 7,349
10,321 9,963
15,633 14,533
226,502 223,485
(19,461) (15,687)
(14,725) (13,791)
(34,186) (29,478)
192,316 194,007
51,833 51,273
(15,484) (12,322)
5,412 3,886
(51) (2)
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Insurance operating income and charge for insurance claims

Insurance operating income

Gross
Gross insurance premium written
Change in unearned premium provision

Premium revenue arising from
insurance contracts issued

Reinsurance
Reinsurance premium outward
Change in unearned premium provision

Premium revenue ceded to reinsurers
arising from insurance contracts issued

Net earned premium income
Commission income

Other income

Commission expenses

Charge for insurance claims (note)
Gross
Gross claims paid
Change in reported claims, IBNR
and other insurance provision

Reinsurance
Claims recovered from reinsurers
Change in reported claims, IBNR
and other insurance provision

Total claims incurred

Net insurance operating (expense)/income

BEAA=+HLERER

Six months ended 30 June

2008 2007
2 &% KBEZ
Audited Unaudited
HKS$’000 HKS$°000
386,469 361,636
(54,345) (31,092)
332,124 330,544
(63,085) (58,794)
8,326 (6,802)
(54,759) (65,596)
277,365 264,948
5,443 3,059
605 589
(64,781) (62,050)
218,632 206,546
(193,767) (158,061)
(163,181) (36,044)
(356,948) (194,105)
12,161 4,648
42,249 15,638
54,410 20,286
(302,538) (173,819)
(83,906) 32,727

Note: Charge for insurance claims represents net claims incurred on the Group’s
insurance business and the related claims settlement expenses.
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Net trading (loss)/gain

Net (loss)/gain from trading securities

Net loss arising from financial
instruments designated at fair
value through profit or loss

Net gain arising from derivative
financial instruments

Net gain from foreign exchange trading

Other operating income

Dividend income

— Listed equity securities

— Unlisted equity securities

Rental income from investment
properties less direct outgoings of
HK$16,444,000 (2007:
HK$16,114,000)

Net rental income on safe deposit boxes

Others

BEARA=THLERER

Six months ended 30 June

2008 2007
2 &% KRBEZ
Audited Unaudited
HK$’000 HKS$°000
(39,414) 22,339
(302,298) (58,433)
62,521 84,498
73,562 55,445
(205,629) 103,849

BEANA=ZT+THLEARER

Six months ended 30 June

2008 2007

2 &% KBEZ
Audited Unaudited
HK$’000 HK$’000
25,343 14,951
2,824 2,340
46,202 42,748
12,203 11,773
8,814 9,248
95,386 81,060
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Operating expenses

BEARA=+THLERER

Six months ended 30 June

2008 2007
E2&EZ RREZ
Audited Unaudited
HKS$’000 HKS$°000
Staff costs
— Salaries and other costs 250,851 207,858
— Retirement benefit costs 4,359 2,411
Premises and equipment expenses,
excluding depreciation
— Rental of premises 12,587 5,466
— Others 17,870 15,291
Depreciation 26,094 25,339
Amortisation of land lease premium 2,086 2,086
Advertising and business promotion 29,080 14,779
Electronic data processing 20,299 20,994
Postage and communications 13,816 11,721
Printing and stationery 6,385 5,401
Auditors’ remuneration 7,277 1,607
Water and electricity 5,363 4,990
Legal and professional fee 11,195 3,813
Insurance 4,774 4,580
Securities related expenses 4,684 4,226
Others 24,098 19,367
440,818 349,929

Impairment charge for credit losses

BEANA=T+HLEARER

Six months ended 30 June

2008 2007
2&FZ REEEZ
Audited Unaudited
HK$°000 HKS$°000
Impairment losses on
— loans and advances 6,240 11,563
— available-for-sale securities 248,364 -
— held-to-maturity securities 36,731 -
291,335 11,563
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BRRERE

(@)

Impairment losses on loans and advances

BERA=+TAHLERER

Six months ended 30 June

2008 2007
2 E#% REEZ
Audited Unaudited
HKS$°000 HKS$’000
(BRI Individually assessed
— Pk —new allowances 15,780 23,274
— 1] — releases (8,927) (2,614)
— i [=] — recoveries (1,843) (2,518)
5,010 18,142
AR A RN Collectively assessed
— G/ () — new allowances/(releases) 1,230 (6,579)
SO 65 R TR AR Net charge to the income statement 6,240 11,563
(b) FIEHEZBERERE (b) Impairment losses on available-for-sale securities
BEZAA=1+HLEAEA
Six months ended 30 June
2008 2007
2 &E1Z KBEZ
Audited Unaudited
HK$’000 HKS$°000
A FA Individually assessed
— —new allowances 248,364 -
(c) HZEEHBHREESE (¢) Impairment losses on held-to-maturity securities
BZAA=+HLAHEA
Six months ended 30 June
2008 2007
2 &% KRBEZ
Audited Unaudited
HK$’000 HK$’000
R EEAS Individually assessed
— M —new allowances 36,731 -
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12 Staff retirement schemes

The Group operates four staff retirement schemes for the staff of the Bank
and an MPF scheme for the staff of a subsidiary of the Bank. The four
staff retirement schemes comprise a principal scheme (the “Scheme”)
which includes a defined benefit (“DB”) section and a defined contribution
(“DC”) section, a defined benefit pension scheme, a defined contribution
scheme for overseas employees and an MPF scheme. All new staff
members who join the Bank are offered a one-off choice between the DC
section of the Scheme and the MPF scheme.

Under the DC section of the Scheme, the Group is required to contribute
10% of the monthly salary of the members who opted for the DC
arrangement. The Group’s contributions to the DC section of this Scheme
may be reduced by contributions forfeited by those employees who
leave the Scheme prior to vesting fully in the contributions. Forfeited
contributions totalling HK$1,084,000 (2007 unaudited: HK$1,821,000)
were utilised during the period. The unutilised forfeited contributions at the
period end amounted to HK$217,000 (31 December 2007: HK$485,000)
which are available to reduce future contributions. No contributions were
payable at the period end (31 December 2007: Nil).

The Group’s contributions to the MPF schemes are based on 5% of the
monthly relevant income of each employee up to a maximum monthly
relevant income of HK$20,000 in accordance with the Hong Kong
Mandatory Provident Fund Schemes Ordinance.

The contributions to schemes with defined contribution arrangements and
the MPF schemes during the period amounted to HK$9,518,000 (2007
unaudited: HK$7,141,000) in aggregate.

For the DB section of the Scheme and the defined benefit pension scheme
(collectively referred to as the “Plan”), the contributions are determined
based on periodic valuations by qualified actuaries of the assets and
liabilities of the Plan. The Plan provides benefits based on members’ final
salary. The costs are solely funded by the Group.

The latest actuarial valuation of the Plan was performed in accordance
with HKAS 19 issued by the Hong Kong Institute of Certified Public
Accountants as at 30 June 2008 by Watson Wyatt Hong Kong Limited,
a professional actuarial firm. The present value of the defined benefit
obligation and current service cost of the Plan are calculated based on the
projected unit credit method. At the valuation date, the Plan had a funding
level of 144% (31 December 2007: 159%).
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12 Staff retirement schemes (continued)

The amounts recognised in the balance sheet as at 30 June 2008 and 31
December 2007 are analysed as follows:

30/6/2008 31/12/2007
E&FiZ 2 &%
Audited Audited
HKS$’000 HKS$’000
Fair value of Plan assets 560,229 583,807
Present value of the funded defined
benefit obligation (387,861) (367,859)
Unrecognised actuarial losses/(gains) 36,053 (12,686)
Net asset recognised in the
balance sheet 208,421 203,262

The amounts recognised in the income statement are as follows:

BEAA=+HLEREAR

Six months ended 30 June

2008 2007

EEZ RBEZ

Audited Unaudited

HKS$’000 HKS$°000
Current service cost (8,608) (7,577)
Interest cost (6,320) (5,789)

Expected return on Plan assets 20,231 18,168
Net actuarial losses recognised (144) (72)

Net income for the period included
in retirement benefit costs 5,159 4,730

The actual loss on Plan assets for the six months ended 30 June 2008 was
HK$18,970,000 (2007 unaudited: a return of HK$28,652,000).

The movements in the defined benefit obligation during the period/year are

as follows:
2008 2007
2&EZ BEZ
Audited Audited
HKS$’000 HK$°000
Present value of obligation
at the beginning of period/year 367,859 312,993
Current service cost 8,608 15,154
Interest cost 6,320 11,578
Actual benefits paid (4,608) (7,889)
Actuarial losses 9,682 36,023
Actual obligation at the end
of period/year 387,861 367,859
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Staff retirement schemes (continued)

The movements in the fair value of the Plan assets during the period/year
are as follows:

2008 2007
2 &% 2 &%
Audited Audited
HKS$’000 HKS$°000
Fair value of Plan assets
at the beginning of period/year 583,807 523,329
Expected return on Plan assets 20,231 36,335
Actual benefits paid (4,608) (7,889)
Actuarial (losses)/gains (39,201) 32,032
Fair value of Plan assets at the end
of period/year 560,229 583,807

The major categories of the Plan assets are as follows:

30/6/2008 31/12/2007
2E% 2E% 2 &% 2 &%
Audited Audited Audited Audited
HK$°000 % HK$’000 %
Equities 319,582 57.0 320,309 54.9
Bonds 95,140 17.0 105,490 18.0
Cash 145,507 26.0 158,008 27.1
Total 560,229 100.0 583,807 100.0

The amount of the Plan assets included ordinary shares issued by the
Bank with a market value of HK$42,711,000 (31 December 2007:
HK$26,695,000) and deposits with the Bank of HK$127,908,000 (31
December 2007: HK$143,075,000).

The principal actuarial assumptions adopted in the valuation are as follows:

30/6/2008 31/12/2007
EEZ E&%Z
Audited Audited
% %
Discount rate
— Retirement benefit scheme 35 3.5
— Pension scheme 3.2 3.0
Long-term average return on Plan assets 7.0 7.0
Long-term average rate of salary increase
for the DB section of the Scheme 6.0 6.0
Pension increase rate for the defined
benefit pension scheme 3.0 3.0

There was no curtailment or settlement impact for the six months ended 30
June 2008 (2007 unaudited: Nil).
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13 Income tax

(a) Taxation (credited)/charged in the consolidated income statement

represents:

BEAA=TAHLERER

Six months ended 30 June

2008 2007

2 &% KBEZ
Audited Unaudited
HK$’000 HK$’000

Current taxation:

— Hong Kong profits tax 11,891 124,802
— Attributable share of estimated
Hong Kong profits tax losses
arising from investments in
partnerships - (27,194)
11,891 97,608
— Investments in partnerships
written off - 3,402
11,891 101,010
— Overseas taxation 6,913 4,255
Deferred taxation:
— Relating to the origination and
reversal of temporary differences (22,494) 28,164
(3,690) 133,429

Hong Kong profits tax has been provided at the rate of 16.5% (2007:
17.5%) on the estimated assessable profit for the period. In 2008, the
government enacted a change in the profits tax rate from 17.5% to 16.5%
for the fiscal year 2008/2009. Taxation on overseas profits has been
calculated on the estimated assessable profit for the period at the rates of
taxation prevailing in the countries in which the Group operates.
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13 Income tax (continued)

(b) The taxation on the Group’s profit before taxation differs from the

theoretical amount that would arise using the taxation rate of Hong Kong as

follows:

Profit before taxation

Calculated at a taxation rate of
16.5% (2007: 17.5%)

Tax effect of expenses not deductible
for taxation purposes

Tax effect of income not subject
to taxation

Effect on opening deferred tax
balances resulting from the
change in tax rate in 2008

Effect of different taxation rates
in other tax jurisdictions

Over provision of taxation in respect
of prior years

Terminal return on investments
in partnerships

Attributable share of estimated
Hong Kong profits tax losses
arising from investments in
partnerships

Investments in partnerships written off

Others

Income tax

BERA=+HLEREAR

Six months ended 30 June

2008 2007
2 E:#% KBEZ
Audited Unaudited
HK$’000 HKS$’000
346,540 988,870
57,179 173,052
10,476 4,175
(51,220) (25,026)
(25,073) -
3,699 1,194
(274) -
- 307
- (27,194)
- 3,402
1,523 3,519
(3,690) 133,429
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Dividends

BERA=+HLERER

Six months ended 30 June

2008 2007
BEZ REEZ
Audited Unaudited
HKS$’000 HK$’000
2007 Final dividend, paid, of
HK$1.50 (2006: HK$2.60)
per ordinary share 348,285 603,694
2008 Interim dividend, declared
on 10 July 2008, of HK$0.50
(2007: HK$0.90) per ordinary share 116,095 208,971

At a meeting held on 10 July 2008, the directors declared an interim
dividend of HK$0.50 per ordinary share. This interim dividend is not
reflected as a dividend payable in these interim financial statements, but
will be reflected as an appropriation of retained earnings for the year ending
31 December 2008.

Earnings per share

The calculation of basic earnings per share is based on the Group’s
profit attributable to the shareholders of HK$350,230,000 (2007:
HK$855,441,000) and the weighted average number of 232,190,115 (2007:
232,190,115) ordinary shares in issue during the period. There were no
dilutive potential shares in existence during the periods ended 30 June 2008
and 2007.

Cash and short-term funds

30/6/2008 31/12/2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
Cash and balances with banks 2,255,615 1,589,339
Money at call and short notice 21,040,996 24,794,896
23,296,611 26,384,235

Placements with and loans and advances to banks
30/6/2008 31/12/2007
2 &% 2 &%
Audited Audited
HK$’000 HK$°000
Placements with banks 2,863,567 3,191,437
Gross loans and advances to banks 411,387 411,471
3,274,954 3,602,908
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30/6/2008 31/12/2007
E&FiZ 2 &%
Audited Audited
HK$°000 HK$°000
PR At fair value:
B 75 Debt securities
—Fis bl — Listed in Hong Kong 720,915 508,038
—JF kb — Unlisted 7,165,698 1,522,666
7,886,613 2,030,704
JRCHE 76 75 Equity securities
—Fis bl — Listed in Hong Kong 162,242 186,032
— s B — Listed outside Hong Kong 1,326 1,225
163,568 187,257
JRCRERR Equity investment fund
— & bl — Listed in Hong Kong 2,467 880
8,052,648 2,218,841
30/6/2008 31/12/2007
E&FiZ 2 &%
Audited Audited
HK$°000 HK$°000
BRI 1 Included within debt securities are:
Certificates of deposit held with
Frfi 2 A GE i NI R - remaining maturity of:
—=fHAL L2 —3-12 months - 50,026
Treasury bills (including Exchange
B B (F4 A1 L 4 223 ) Fund Bills) 6,959,537 1,216,881
H A fEHS 3 75 Other debt securities 927,076 763,797
7,886,613 2,030,704
FERE MGz &S > LT AL Trading securities are analysed by issuer as follows:
30/6/2008 31/12/2007
E&Z 28
Audited Audited
HK$°000 HK$°000
RS BUR K P YL gR AT Central governments and central banks 7,679,702 1,724,416
NERHE Public sector entities 22,813 29,620
SRAT AN HoAh 4 A Banks and other financial institutions 157,329 262,828
e 3 Corporate entities 192,804 201,977
8,052,648 2,218,841
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TEEm IR 19 Derivative financial instruments
A S TEE R AR AR LR R The following is a summary of the notional or contractual amounts,
HETFHEER 22X EH S fair values and credit risk weighted amounts of each significant type of
B~ AR A BB e e derivatives, without taking into account the effects of bilateral netting
arrangements:
i ATEE i AFRE
A Fair values i Fair values
Notional/ - Notional/ -
contractual &aE &f& contractual -4 &fE
amount Assets  Liabilities amount Assets  Liabilities
30/6/2008  30/6/2008  30/6/2008 31/12/2007 31/12/2007 31/12/2007
[5E:127 [5E:37 B2&#% EEH EEH% EEH
Audited  Audited  Audited  Audited  Audited  Audited
HK$’000 HKS$’000 HKS$’000 HK$000 HK$000 HKS’000
BEREEREZ
I8 Derivatives held for trading
AN Exchange rate contracts
ERH Forward contracts 126,347 698 1,262 616419 2,257 1,581
Cross currency interest
L pESE rate swaps 194,970 513 - - - -
T i e Options written 929,772 - 3941 519,387 - 2,965
T AT Options purchased 924,223 4,061 - 600,038 3,281 -
2,175,312 5272 5,203 1,735,844 5,538 4,546
GES2y ] Interest rate contracts
SR Interest rate swaps 384,481 2,005 3986 326,057 74 1,981
FRHE£ 4 Equity contracts
it AR Options written 558,534 - 23,151 490,325 - 15,920
YN Options purchased 522,944 21,117 - 455468 15,933 -
1,081,478 21,117 23,151 945,793 15,933 15,920
EEMETRS Credit derivative contracts 935,856 - 370833 936,048 - 138,714

BEUNTEERA

Derivatives managed in
conjunction with the
financial instruments

BERZEMIA designated at fair value
ZHTEIR through profit or loss
iy Interest rate contracts
ESEEG Interest rate swaps 3,724,685 16,249 182,096 4,064,999 14268 440,531
8,301,812 44,643 585,269 8,008,741 35,813 601,692
H Eﬁf VER Y N9 i%u B4k The trading transactions are mainly positions arising from the execution of
WA R &R LA - trade orders from customers or transactions taken to hedge these positions.
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Derivative financial instruments (continued)

30/6/2008 31/12/2007
2&1Z 2&FZ
Audited Audited
HK$°000 HK$’000

Credit risk weighted amount
Exchange rate contracts 15,640 13,398
Interest rate contracts 14,745 11,220
Equity contracts 52,494 43,231
Credit derivatives contracts 93,586 117,006
176,465 184,855

The contractual amounts of these instruments indicate the volume of
transactions outstanding as at the balance sheet date and they do not
represent amounts at risks. The derivative instruments become favourable
(assets) or unfavourable (liabilities) as a result of fluctuations in market
interest rates, foreign exchange rates or equity prices relative to their terms.
The aggregate fair values of derivative financial assets and liabilities can

fluctuate significantly from time to time.

Financial assets designated at fair value through profit or loss

30/6/2008 31/12/2007
BEZ BEZ
Audited Audited
HKS$’000 HKS$°000
At fair value:
Debt securities
— Listed in Hong Kong 1,307,085 1,463,063
— Listed outside Hong Kong 419,531 420,436
— Unlisted 1,013,713 1,051,304
2,740,329 2,934,803

Financial assets designated at fair value through profit or loss are analysed

by issuer as follows:

30/6/2008 31/12/2007

E&FiZ 2 &%

Audited Audited

HKS$’000 HKS$’000

Public sector entities 325,769 329,769
Banks and other financial institutions 501,581 488,441
Corporate entities 1,912,979 2,116,593
2,740,329 2,934,803
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Available-for-sale securities

At fair value:

Debt securities
— Listed in Hong Kong
— Listed outside Hong Kong
— Unlisted

Equity securities
— Listed in Hong Kong
— Unlisted

Equity investment fund
— Listed in Hong Kong
— Unlisted

Fair value of listed securities

Included within debt securities are:
Certificates of deposit held with
remaining maturity of:
— 3-12 months
— 1-5 years

Other debt securities

30/6/2008 31/12/2007
2EZ 28%Z
Audited Audited
HK$°000 HK$’000
78,185 78,548
282,821 518,123
754,820 1,164,726
1,115,826 1,761,397
569,387 1,151,052
43,634 51,032
613,021 1,202,084
25,277 28,371
247,918 248,456
273,195 276,827
2,002,042 3,240,308
955,670 1,776,094
99,969 29,991
- 100,069
99,969 130,060
1,015,857 1,631,337
1,115,826 1,761,397
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Available-for-sale securities (continued)

Available-for-sale securities are analysed by issuer as follows:

Public sector entities
Banks and other financial institutions
Corporate entities

30/6/2008 31/12/2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
78,110 121,491
644,896 928,457
1,279,036 2,190,360
2,002,042 3,240,308

The movement in available-for-sale securities is summarised as follows:

At the beginning of period/year
Exchange difference

Additions

Changes in fair value

Disposals (sale and redemption)
Amortisation

At the end of period/year

Held-to-maturity securities

Listed debt securities, at amortised cost:

— Listed in Hong Kong
— Listed outside Hong Kong

Unlisted debt securities,
at amortised cost

Less: Impairment allowances

Fair value of listed debt securities

2008 2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
3,240,308 3,698,471
16,883 41,810
198,487 1,709,681
(645,849) 226,000
(808,099) (2,437,409)
312 1,755
2,002,042 3,240,308
30/6/2008 31/12/2007
2 E:#% 2E%
Audited Audited
HK$’000 HKS$°000
183,756 182,723
597,538 461,122
781,294 643,845
6,086,176 6,277,061
6,867,470 6,920,906
(73,658) (36,927)
6,793,812 6,883,979
702,864 607,125
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22 BEIEEE(E) 22 Held-to-maturity securities (continued)
30/6/2008 31/12/2007
E&FiZ 2 &%
Audited Audited
HK$°000 HK$°000
fET R S 1 Included within debt securities are:
Certificates of deposit held with
PR 2 AEGERIREIMA remaining maturity of:
—— AT —Up to 1 month 56,151 56,163
HAbfE B Other debt securities 6,737,661 6,827,816
6,793,812 6,883,979
R & 2R 75 > HEE T A A - Held-to-maturity securities are analysed by issuer as follows:
30/6/2008 31/12/2007
2&EZ 2&%Z
Audited Audited
HK$°000 HK$°000
R BUR K SR T Central governments and central banks 38,828 46,846
Nt 1 B Public sector entities 32,966 39,319
SRAT AN A 4 R A Banks and other financial institutions 5,267,419 5,359,410
3 Corporate entities 1,454,599 1,438,404
6,793,812 6,883,979
R B R B AT R The movement in held-to-maturity securities is summarised as follows:
2008 2007
E&FiZ 2 &%
Audited Audited
HK$°000 HK$°000
AR / AFA) At the beginning of period/year 6,883,979 4,353,813
T R 558 )y Exchange difference 38,670 72,927
WA Additions 7,389,167 13,712,012
ii={ ] Redemption (7,538,717) (11,313,682)
5 ‘ Amortisation 57,444 95,836
I E Impairment allowances (36,731) (36,927)
AR /R At the end of period/year 6,793,812 6,883,979
7 2 B 3 8 75 2 Ve (B A IR IE 2 IR The reconciliation of the allowance account for impairment on
Ey/ I held-to-maturity securities is as follows:
2008 2007
E&EZ 28X
Audited Audited
HK$°000 HK$°000
AR/ AEH) At the beginning of period/year 36,927 -
T E A Impairment allowances 36,731 36,927
TAHAR /4ER At the end of period/year 73,658 36,927
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23 EXRRHEHMERIE 23 Advances and other accounts

(a) EXRREMERIE (a) Advances and other accounts
30/6/2008 31/12/2007
2&FZ 2EFZ
Audited Audited
HKS$’000 HKS$°000
HE K Advances to customers 43,823,778 41,934,520
TRAEYER (F1FE24) Impairment allowances (note 24)
— G — Collectively assessed (109,571) (108,194)
— i FEA — Individually assessed (34,185) (48,166)
43,680,022 41,778,160
e Trade bills 130,296 176,370
WAEMER (F1FE24) Impairment allowances (note 24)
— KA R — Collectively assessed (152) (242)
130,144 176,128
JEFHFILE Accrued interest 225,934 314,904
TAEMERG (FEFE24) Impairment allowances (note 24)
— R AL — Individually assessed (1,301) (3,676)
224,633 311,228
HABHEIE Other accounts
— FES R — Insurance premium receivable 185,226 160,690
— Recoverable from reinsurers
— AR AT (GERE33) (note 33) 179,139 128,564
— MES IR — Accounts receivable 245,431 278,806
— HAth — Others 1,336,416 1,698,778
1,946,212 2,266,838
WA (R 24) Impairment allowances (note 24)
— R A, — Individually assessed (270) (1,172)
1,945,942 2,265,666
45,980,741 44,531,182
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(a)

(b)

Advances and other accounts (continued)

Advances and other accounts (continued)

Accrued interest is analysed by types of financial assets as follows:

30/6/2008 31/12/2007

2&FZ 2EZ

Audited Audited

HK$°000 HK$’000

Short-term funds 53,426 92,992

Placements with and loans and

advances to banks 21,868 24,257

Trading securities 5,899 5,499

Derivative financial instruments 14,721 16,808
Financial assets designated at fair

value through profit or loss 13,312 14,220

Available-for-sale securities 6,672 19,088

Held-to-maturity securities 13,767 13,684

Advances to customers 96,269 128,356

225,934 314,904

Finance leases and hire purchase contracts

Advances to customers include investment in finance lease receivables and

hire purchase contracts, analysed as follows:

30/6/2008 31/12/2007
2&FZ 2EFZ
Audited Audited
HK$°000 HK$’000
Gross investment, receivable
— Within one year 260,104 257,572
— After one year but within five years 223,856 200,254
— After five years 15,651 17,530
499,611 475,356
Unearned finance income (35,547) (32,890)
Net investment 464,064 442,466
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Advances and other accounts (continued)

(b) Finance leases and hire purchase contracts (continued)

24

The net investment in finance lease receivables and hire purchase contracts is analysed

as follows:
30/6/2008 31/12/2007
E2&EZ BEZ
Audited Audited
HKS$’000 HKS$°000
Within one year 238,023 236,159
After one year but within five years 210,390 188,777
After five years 15,651 17,530
464,064 442,466

No unguaranteed residual values were included in the gross investment in finance lease

receivables and hire purchase contracts above (31 December 2007: Nil).

The allowance for uncollectible finance lease receivables and hire purchase
contracts included in the impairment allowances for impaired assets amounted to

HK$50,542,000 (31 December 2007: HK$42,653,000).

Impairment allowances on loans and advances

2008 (Audited)
EEIERE AR
Individual Collective &5t
assessment assessment Total
HK$°000 HK$’000 HKS$°000
At 1 January 53,014 108,436 161,450
Exchange adjustments - 57 57
Amounts written off (23,109) - (23,109)
Recoveries of advances
written off in previous
years (note 11(a)) 1,843 - 1,843
Charged to income statement
(note 11(a)) 5,010 1,230 6,240
Unwind of discount on
allowance (1,002) - (1,002)
At 30 June 35,756 109,723 145,479
Deducted from:
Trade bills (note 23) - 152 152
Advances to customers
(note 23) 34,185 109,571 143,756
Accrued interest and other
accounts (note 23) 1,571 - 1,571
35,756 109,723 145,479
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24 Impairment allowances on loans and advances (continued)

25

2007 (Audited)

At 1 January

Exchange adjustments

Amounts written off

Recoveries of advances written
off in previous years

Charged to income statement

Unwind of discount on
allowance

At 31 December

Deducted from:

Trade bills (note 23)

Advances to customers
(note 23)

Accrued interest and other
accounts (note 23)

Interests in jointly controlled entities

Share of net assets

Loans to jointly controlled entities

[EhEERET IRERTE

Individual Collective A&t
assessment assessment Total
HK$°000 HK$’000 HK$’000
62,030 106,634 168,664

- 49 49
(45,803) - (45,803)
4217 - 4217
38,676 1,753 40,429
(6,106) - (6,106)
53,014 108,436 161,450

- 242 242

48,166 108,194 156,360
4,848 - 4,848
53,014 108,436 161,450
30/6/2008 31/12/2007

2 E;#% 2E%

Audited Audited

HK$’000 HKS$’000

109,593 151,754

70,155 72,264

179,748 224,018
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Bank Consortium
Holding Limited

Joint Electronic
Teller Services
Limited

Hong Kong Life
Insurance Limited

BC Reinsurance
Limited

i-Tech Solutions
Limited
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25 Interests in jointly controlled entities (continued)

The following is a list of the principal jointly controlled entities at 30 June

2008:
Place of BEERE
incorporation Ownership
and operation interest
Hong Kong 13.33%
Hong Kong (iEFR)

(note)

Hong Kong 16.67%
Hong Kong 21.00%
Hong Kong 50.00%

BEE
ZHES
Proportion of
voting power

14.29%

(FER)
(note)

16.67%

21.00%

50.00%

FTEXY

S AN
ZAEHE ~ AT
e ARAE MRS

RA B S
e A s

NN

FEIRBR TS

CRp iy A

Principal activities

Provision of trustee,
administration and
custodian services
for retirement
schemes

Provision of ATM
network services

Life insurance
business

Reinsurance
business

Electronic document
processing

Note: The Group is one of the five founding members which together have
a controlling interest in the company. The Group holds 20% of the
‘A’ ordinary shares issued by the company to its founding members,

and is entitled to 2.88% of dividends declared.

26 Interests in associates

Share

of net assets

30/6/2008
EE%
Audited
HK$°000

6,136

31/12/2007
EEX
Audited
HK$°000

6,184
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Place of
MR incorporation

&8 Name BB and operation
HERT  Professional  HHs
B Liability
HIRAH Underwriting
Services
Limited
INZOREE Equity ik
RIABR  Underwriters
NE] Limited
BEWE
T EAR] /A4
i
TR v 4
LA E R A

AR /R (R ZEAGESIIR)

P BB W) S ol A ETR — 2T\
FEARH=1H - DIEALSCE %M
GEWABEAAL > 7Lk (nE
F) > SEAR B 1735 5 5 BORHE LU fe
SE o J2 UCHL A K8 i 8 57 B W] AR
R U R AT AT > HAR B A&
T i iy - SRR A () SE Y
v i B KU A A S (AR B

AEBMUKEHERLHEREY
% FHEFYEE AR RIE - B2
ZEENFESNA=ZTHIEASHTHA >
FFEARL & N 2 B T4 B 5 623,000
T CE LR REHEN - ) -

Hong Kong

Hong Kong

Interests in associates (continued)

The particulars of the Group’s interests in associates are as follows:

Particulars Interest

Principal #HEZE#E  ofissued BE#EHF  held
EEEH  activities  {TRRMFEE  shares held B indirectly
REEAIE Insurance LTI Unlisted ordinary  27%  27%

agency IR shares of HKS1

H—io each

PREEAE  Insurance  JF Bz Unlisted ordinary — 40%  40%

agency MR shares of HKS1

f—t each
Investment properties
2008 2007
E&Z 2&%Z
Audited Audited
HKS$’000 HKS$°000
At the beginning of period/year 2,254,600 1,966,160
Additions 10,866 -
Reclassifications, net (45,542) (16,824)
Fair value gains on revaluation 186,676 305,264
At the end of period/year
(professional valuation) 2,406,600 2,254,600

All investment properties were revalued as at 30 June 2008 by capitalising
the net rental income using the Investment Method of Valuation or as
appropriate, by making reference to comparable market transactions using
the Comparison Method. The valuations were carried out by an independent
firm of surveyors, A.G. Wilkinson & Associates, who have among
their staff Fellows of the Hong Kong Institute of Surveyors with recent
experience in the location and category of property being valued.

The Group leases out investment properties under operating leases. The
leases typically run for an initial period of up to 4 years. Contingent rentals
included in leases for the six months ended 30 June 2008 amounted to
HK$623,000 (2007 unaudited: Nil).
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Investment properties (continued)

At 30 June 2008 and 31 December 2007, the total future minimum lease
payments receivable under non-cancellable operating leases are as follows:

Land and buildings
— Within one year
— After one year but within
five years
— After five years

Interests in leasehold land

At the beginning of period/year
Amortisation of prepaid land
lease premium

At the end of period/year

30/6/2008 31/12/2007
2 8% 2 &%
Audited Audited
HK$’000 HK$’000
112,392 102,601
148,718 151,352
- 3,399
261,110 257,352
2008 2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
241,345 245,516
(2,086) (4,171)
239,259 241,345
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2008 (Audited)

Cost or valuation

At 1 January
Exchange adjustments
Additions

Disposals
Reclassifications, net
Surplus on revaluation

29 Other properties and equipment

Less: elimination of accumulated

depreciation on revaluation

At 30 June

Accumulated depreciation

At 1 January

Exchange adjustments
Charge for the period
Written back on disposal
Elimination on revaluation

At 30 June

Net book value

At 30 June

2007 (Audited)

Cost or valuation

At 1 January
Exchange adjustments
Additions

Disposals
Reclassifications, net

At 31 December

Accumulated depreciation

At 1 January

Exchange adjustments
Charge for the year
Written back on disposal

At 31 December

Net book value

At 31 December

R R 5%

FEZE  Furniture and A&t
Premises equipment Total
HK$’000 HKS$’000 HK$°000

398,774 540,993 939,767
@] 287 280
- 47,974 47,974

- (5,231) (5,231)
45,542 - 45,542
780 - 780

(284) - (284)
444,805 584,023 1,028,828
108,007 407,340 515,347
- 133 133
3,545 22,549 26,094

- (4,887) (4,887)

(284) - (284)
111,268 425,135 536,403
333,537 158,888 492,425

B R E

EE Furniture and ast
Premises equipment Total
HK$’000 HK$°000 HK$’000

381,852 516,490 898,342
98 266 364
- 56,150 56,150
- (31,913) (31,913)
16,824 - 16,824
398,774 540,993 939,767
93,904 392,044 485,948
1 99 100
14,102 45,092 59,194
- (29,895) (29,895)
108,007 407,340 515,347
290,767 133,653 424,420
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Other properties and equipment (continued)

The analysis of cost or valuation of the above assets is as follows:

At 30 June 2008
(Audited)
RV
EZE  Furniture and aF
Premises equipment Total
HK$’000 HK$°000 HK$°000
At cost 154,689 584,023 738,712
Reclassification from investment
properties stated at
professional valuation
— 1995 50,560 - 50,560
— 1998 64,726 - 64,726
—2001 12,164 - 12,164
—2002 12,600 - 12,600
—2003 11,540 - 11,540
—2005 46,592 - 46,592
—2006 27,910 - 27,910
—2007 16,824 - 16,824
—2008 47,200 - 47,200
444,805 584,023 1,028,828
At 31 December 2007
(Audited)
VS
FEZE  Furniture and A&t
Premises equipment Total
HKS$’000 HKS$’000 HKS$°000
At cost 154,696 540,993 695,689
Reclassification from investment
properties stated at
professional valuation
— 1995 50,560 - 50,560
— 1998 64,726 - 64,726
—2001 13,326 - 13,326
—2002 12,600 - 12,600
—2003 11,540 - 11,540
—2005 46,592 - 46,592
—2006 27,910 - 27,910
—2007 16,824 - 16,824
398,774 540,993 939,767
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Trading liabilities

Short positions in Exchange
Fund Bills and Notes,
at fair value:
— Listed
— Unlisted

30/6/2008 31/12/2007
EEZ E&%
Audited Audited
HKS$’000 HKS$’000
- 251,626
6,255,425 99,584
6,255,425 351,210

Financial liabilities designated at fair value through profit or loss

Certificates of deposit issued
Structured deposits (note 32)

30/6/2008 31/12/2007
B2 &% 2 &%
Audited Audited
HK$’000 HKS$’000
1,461,226 1,520,519
344,964 638,509
1,806,190 2,159,028

The carrying amount of financial liabilities designated at fair value through
profit or loss as at 30 June 2008 is higher than the amount that the Group
would be contractually required to pay at maturity to the holders by
HK$6,750,000 (31 December 2007: HK$7,947,000).

Deposits from customers

Deposits from customers
— As stated in the balance sheet
— Structured deposits reported as
financial liabilities designated
at fair value through profit or
loss (note 31)

Analysed by:
— Demand deposits and current
accounts
— Savings deposits
— Time, call and notice deposits

30/6/2008 31/12/2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
68,572,286 70,481,358
344,964 638,509
68,917,250 71,119,867
3,551,971 3,651,083
17,018,231 17,368,435
48,347,048 50,100,349
68,917,250 71,119,867
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33 Other accounts and accruals

30/6/2008 31/12/2007
E&FiZ 2 &%
Audited Audited
HKS$’000 HKS$’000
Interest payable 183,029 201,929
Insurance liabilities 1,543,049 1,309,570
Account payable 292,536 551,514
Others 1,081,050 1,469,987
3,099,664 3,533,000
Insurance liabilities are analysed as follows:
30/6/2008 31/12/2007
EEZ [=F: 37
Audited Audited
HKS$’000 HKS$’000
Gross
Claims reported and loss
adjustment expenses 597,564 596,620
Claims incurred but not reported 484,403 326,113
Unearned premiums 329,345 275,000
Other reserve 1,541 1,541
Provision for unexpired risk 31,334 27,387
Others 98,862 82,909
Total insurance liabilities, gross 1,543,049 1,309,570
Recoverable from reinsurers
Claims reported and loss
adjustment expenses 64,042 61,758
Claims incurred but not reported 82,315 42,350
Unearned premiums 32,782 24,456
Total reinsurers’ share of insurance
liabilities (note 23) 179,139 128,564
Net
Claims reported and loss
adjustment expenses 533,522 534,862
Claims incurred but not reported 402,088 283,763
Unearned premiums 296,563 250,544
Other reserve 1,541 1,541
Provision for unexpired risk 31,334 27,387
Others 98,862 82,909
Total insurance liabilities, net 1,363,910 1,181,006

The gross claims reported, the loss adjustment expenses liabilities and the
liability for claims incurred but not reported are net of expected recoveries
from salvage and subrogation. The amounts for salvage and subrogation at
31 December 2007 and 30 June 2008 are not separately disclosed as they
are not material.
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B Deposits from customers
BT AT Certificates of deposit issued
34 EEMIE 34 Deferred taxation
CAEE A ERNTER

ZRIEBIAEE /(B f8)
Z AR KAEN Z

96

ST
“EEN\E(BEH) 2008 (Audited)
R—=H—H At 1 January
(Charged)/credited to
Treicds % (FBR) /0HR the income statement
Credited to reserves
FEfbfTE R GERE36) (note 36)
MAR=FH At30 June
_55tE(BEHR) 2007 (Audited)
R—H—H At 1 January
(Charged)/credited to
TEle % (00 /iR the income statement
Charged to reserves
FERAEFIRR GERE36) (note 36)
B+ZH=1—H At 31 December

Other accounts and accruals (continued)

Interest payable is analysed by types of financial liabilities as follows:

30/6/2008 31/12/2007
2 &% 2 &%
Audited Audited
HK$’000 HK$’000
1,148 867
10,354 10,836
3,165 5,974
157,807 171,016
10,555 13,236
183,029 201,929

The components of deferred tax assets/(liabilities) recognised in the balance sheet and the
movements during the period/year are as follows:

i
HEEE
i BIR Impairment
BEHME WEEMH  B\ARH  allowances
Accelerated Revaluation Retirement on loans
tax on benefit and Hitr &t
depreciation  properties  obligation  advances Others Total
HK$000 HKS$’000 HK$000  HK$000 HKS$000  HKS$000
(10,087)  (421,694) (35,571) 18,777 (15,584)  (464,159)
(1,515) (7,130) 1,181 (1,028) 30,986 22,494
- 296 - - 13,107 13,403
(11,602)  (428,528) (34,390) 17,749 28,509 (428,262)
£
HEEE
& Rfk Tmpairment
RIEFE WEER  BEARH  allowances
Accelerated Revaluation Retirement on loans
tax on benefit and Hitr CE
depreciation  properties  obligation  advances Others Total
HK$000  HKS$000  HKS$000 HK$000  HK$000  HKS’000
(10,011)  (368,273) (33,916) 19,215 (8,355)  (401,340)
(76) (53,421) (1,655) (438) 1,197 (54,393)
- - - - (8,426) (8,426)
(10,087)  (421,694) (35,571) 18,777 (15,584)  (464,159)
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Deferred taxation (continued)

30/6/2008 31/12/2007
E&FiZ 2 &%
Audited Audited
HKS$’000 HKS$’000
Net deferred tax assets recognised
in the balance sheet 29,085 6,799
Net deferred tax liabilities recognised
in the balance sheet (457,347) (470,958)
(428,262) (464,159)

Deferred tax assets are recognised for tax losses carried forward to the
extent that realisation of the deferred tax benefit through future profits is
probable. At 30 June 2008, the Group had no unrecognised tax losses (31
December 2007: Nil) to be carried forward to set off against future taxable
profits. All the deferred tax assets and liabilities are to be recovered or

settled after more than 12 months.

Share capital

30/6/2008 31/12/2007
2&Z 2EF
Audited Audited
HK$°000 HK$’000
Authorised:
300,000,000 (2007: 300,000,000)
ordinary shares of HK$5 each 1,500,000 1,500,000
Issued and fully paid:
232,190,115 (2007: 232,190,115)
ordinary shares of HK$5 each 1,160,951 1,160,951
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36 Reserves

2008 (Audited)
Efh
EERKE Efh
Bank XEMHE
BEARE premises Investment TEHE RBEH
Capital revaluation revaluation = General Retained &5t
reserve reserve reserve reserve  earnings Total
HK$°000 HK$000 HKS$’000 HKS$000 HK$000 HKS’000
At 1 January 57,500 35,069 972,543 1,003,730 9,250,310 11,319,152
Available-for-sale securities
— Changes in fair value - - (645,849) - - (645,849)
— Transfer to income
statement on disposal - - (252915) - - (252915)
— Transfer to income
statement on impairment - - 248,364 - - 248,364
Surplus on revaluation - 780 - - - 780
Share of associates’ reserves - - 82 - - 82
Share of jointly controlled
entities’ reserves - - (231) - - (231)
Effect of deferred taxation
on fair value
adjustments (note 34) - 296 13,107 - - 13,403
Profit for the period - - - - 350,230 350,230
2007 Final dividend paid - - - - (348,285) (348,285)
At 30 June 57,500 36,145 335,101 1,003,730 9,252,255 10,684,731
2007 (Audited)
Eff
EERE Eff
Bank &
BARMHE premises Investment TEFE RBEF
Capital revaluation revaluation = General Retained L
reserve reserve reserve reserve  earnings Total
HKS$’°000 HK$000 HKS$’000 HKS$000 HK$000 HKS’000
At 1 January 57,500 35,069 433,074 1,003,730 8,691,461 10,220,834
Available-for-sale securities
— Changes in fair value - - 226,000 - - 226,000
— Transfer to income
statement on disposal - - (104,130) - - (104,130)
— Transfer to income
statement on impairment - - 426,092 - - 426,092
Share of associates’ reserves - - (67) - - (67)
Effect of deferred taxation
on fair value
adjustments (note 34) - - (8,4206) - - (8,426)
Profit for the year - - - - 1,371,514 1371514
2006 Final dividend paid - - - - (603,694) (603,694)
2007 Interim dividend paid - - - - (208,971) (208,971)
At 31 December 57,500 35,069 972,543 1,003,730 9,250,310 11,319,152
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Reserves (continued)

(a) The Group’s capital reserve was set up in relation to the capitalisation
by certain subsidiaries of their retained earnings for the issue of new
shares to the Bank.

(b) Bank premises revaluation reserve has been set up and is dealt with in
accordance with the accounting policies set out in note 1.11.

(c) Investment revaluation reserve comprises the cumulative net change
in the fair value of available-for-sale securities until the securities are
derecognised or impaired and is dealt with in accordance with the
accounting policies set out in notes 1.6 and 1.7.

(d) General reserve comprises previous years’ transfers from retained
earnings.

(e) At 30 June 2008, included in retained earnings is an amount of
HK$385,900,000 (31 December 2007: HK$509,086,000) which was
earmarked as regulatory reserve. The regulatory reserve is maintained
to satisfy the provisions of the Hong Kong Banking Ordinance for
prudential supervision purposes. Movements in the reserve are made
directly through retained earnings and in consultation with the Hong
Kong Monetary Authority.

(f)  The directors declared an interim dividend of HK$116,095,000 (2007:
final dividend of HK$348,285,000) after the period end which will be
deducted as an appropriation of retained earnings for the year ending
31 December 2008 (note 14).

Segment reporting
Business segments

The Group operates predominantly in commercial banking which
comprises retail and corporate banking, treasury, insurance, brokerage
and other activities. Retail and corporate banking includes retail banking,
commercial lending and trade finance. Treasury activities include foreign
exchange, money market and capital market activities. Insurance activities
include insurance underwriting, insurance agency and other related
businesses. Brokerage activities include securities and futures brokerage
services. Other activities mainly comprise investment properties holding.

Unallocated items mainly comprise expenses, assets and liabilities of the
central management unit and other shared services, taxation and any items
which cannot be reasonably allocated to specific business segments.
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Segment reporting (continued)

Business segments (continued)

Six months ended
30 June 2008
(Audited)

Interest income from
— external customers
— other segments
Interest expense to
— external customers
— other segments

Net interest income

Net fees and commission income/
(expense) from external customers

Insurance operating income
from external customers

Other operating (expenses to)/income
from external customers

Operating income

Operating expenses

Impairment charge for credit losses
Charge for insurance claims

Net loss on disposal of other properties

and equipment

Operating profit/(loss) before gain on
certain investments

Fair value adjustments on
investment properties

Share of net (losses)/profits of jointly
controlled entities and associates

Profit/(loss) before taxation

Capital expenditure
Depreciation and amortisation charge

At 30 June 2008
(Audited)

Segment assets

Interests in jointly controlled entities
Interests in associates

Unallocated assets

Total assets

Segment liabilities
Unallocated liabilities

Total liabilities

2ER
BRRIT

Retail and K )

corporate B i3 & Hiy % 1£

banking Treasury Insurance Brokerage  Others Unallocated  Group

HK$’000 HKS$°000 HKS000 HK$'000 HK$°000 HKS$°000 HKS000

846,317 859,094 20,415 10,074 4 - 1,735,904

885,624 351,399 4,202 1,497 269 - 1,242,991

(934,976)  (123,751) - - - - (1,058,727

(351,683)  (886,642) - (4,666) - - (1,242,991)

445282 200,100 24,617 6,905 273 - 677177

64,937 (2,754) - 112,516 17,617 - 192,316

- - 218,632 - - - 218,632

(205,370) 63,829  (26,265) 258,918 51,560 - 142,672

304,849 261,175 216984 378,339 69,450 - 1,230,797

(241,184)  (15,238)  (23,047)  (31,665)  (37,061)  (92,623) (440,818)

(6,237)  (285,095) 3) - - - (291,33))

- - (302,538 - - - (302,538)

- - - - 23) (314) (337

57,428 (39,158) (108,604) 346,674 32,366 (92,937) 195,769

- - - - 186,676 - 186,676

- - (40,226) - 4,321 - (35905

57,428  (39,158) (148,830) 346,674 223,363  (92,937) 346,540

29,821 638 809 1,440 20,105 6,027 58,840

15,402 1,091 474 1473 5,087 4,653 28,180

49,078,626 40,187,536 1,810,968 1,030,860 3,026,659 - 95,134,649

63,588 - 78501 - 37,659 - 179,748

- - 6,136 - - - 6,136

- - - - - 303,778 303,778

49,142,214 40,187,536 1,895,605 1,030,860 3,064,318 303,778 95,624,311

69,351,910 10,573,564 1,558,951 455836 1,369,012 - 83,309,273

- - - - - 469,356 469,356

69,351,910 10,573,564 1,558,951 455,836 1,369,012 469,356 83,778,629




37 DEVERE (&) 37 Segment reporting (continued)
(a) L¥¥584 (&) (a) Business segments (continued)
TER
RERT
Retail and *nE )
corporate B i3 & Hiy % 1£
banking Treasury Insurance Brokerage  Others Unallocated  Group
HK$000 HK$000 HK$000 HKS$000 HK$000 HKS$000 HKS$000
HEZZELEAR=1H Six months ended
LEAER 30 June 2007
(RBEH) (Unaudited)
FERAEA Interest income from
%Mﬁ — external customers L170,713 930,803 34,543 21,106 6 - 2157171
BiRIE 7 — other segments 1,009,647 569,413 8,736 7918 602 — 1,686,316
Gl «l.niﬁ%% Interest expense to
—HREF — external customers (1,235913)  (189,669) - - - - (1425,582)
e — other segments (567,040) (1,101,958) - (17,118) - — (1,686316)
LI Net interest income 467207 208,589 43279 11,906 608 - 731,589
WAEY Fﬁ%ﬁ 2% Net fees and commission income/
JRaEA (i) (expense) from external customers 62975 (3,145) - 115298 18879 ~ 194,007
BHIMEF 2 Insurance operating income
fRBEESERA from external customers - — 206,546 - - 206,546
HEMEF 2 Other operating income
HhEERA from external customers 20074 52,766 33,760 4978 91,641 — 204219
BERA Operating income 551256 258210 283,585 132,182 111,128 - 1,336,361
'R Operating expenses (191,755)  (12414)  (18371)  (25340)  (25,703)  (76,346) (349,929)
{5 SR 2 B Impairment charge for credit losses (11,563) - - - - - (11,563)
gkt i Charge for insurance claims - - (173,819) - - - (173,819)
B HAR 3 B A Net loss on disposal of other properties
Z e and equipment 2 - - - (345) (347)
HALBC R A 2 5 Operating profit/(loss) before gain on
i A/ (ktR) certain investments 347,936 245796 91395 106,842 85425 (76,691) 800,703
‘ Fair value adjustments on
BgE N TR investment properties - - - 162,380 - 162,880
JEA L] 1 B Share of net profits of jointly
W el 2 i controlled entities and associates - - 19,315 5972 - 25,287
BRBERTR A/ (B51E) Profit/(loss) before taxation 347,936 245796 110710 106,842 254277 (76,691) 988,870
BRI Capital expenditure 14,445 2,09 522 493 1,964 8507 28,025
I R Depreciation and amortisation charge 15279 884 715 1,562 3,808 5087 27425
ﬁ’:‘:%%‘tfﬁ'lﬁ =+—H  At31 December 2007
(E&#H) (Audited)
B EE Segment assets 47823485 38095622 1,688,015 1,691,687 3,261,880 - 92,560,689
L[] P B Interests in jointly controlled entities 65,697 - 123971 34,350 - 224018
Hw EYNTILE Interests in associates - - 6,184 - - - 6,184
KB G Unallocated assets - - - - 257248 257248
B Total assets 47,889,182 38,095,622 1818170 1,691,687 3,296,230 257,248 93,048,139
S EE Segment liabilities 71,829,807 5118413 1355777 668,569 1,120,386 - 80,092,952
ENy s AL Unallocated liabilities - - - ~ 475,084 475,084
Hafk Total liabilities 71,829,807 5118413 1355777 668,569 1,120,386 475,084 80,568,036
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Segment reporting (continued)

(b) Geographical area

38

The Group operates predominantly in Hong Kong. Less than 10% of
the Group’s income, profit, assets, liabilities, contingent liabilities or
commitments are attributable to the Group’s operations outside Hong
Kong.

Contingent liabilities and commitments
The following is a summary of the contractual amounts of each significant

class of contingent liabilities and commitments, and the aggregate credit
risk weighted amounts:

30/6/2008 31/12/2007
2&1Z 2 &%
Audited Audited
HKS$’000 HKS$°000
Contractual amount
Direct credit substitutes 369,303 681,723
Transaction-related contingencies 121,331 67,365
Trade-related contingencies 290,462 410,028
Other commitments which are
unconditionally cancellable 11,660,550 13,786,201
Other commitments with an original
maturity of one year or less 1,109,180 2,268,990
Other commitments with an original
maturity of over one year 4,831,865 5,789,372
18,382,691 23,003,679
Credit risk weighted amount 2,798,366 4,082,220
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(b)

Capital and lease commitments

Capital commitments outstanding at 30 June 2008 and 31 December 2007
not provided for in the interim financial statements are as follows:

30/6/2008 31/12/2007

2 E#% 2E%

Audited Audited

HK$°000 HK$’000

Contracted but not provided for 254,422 32,856
Authorised but not contracted for - 1,064

Included in the contracted but not provided for of HK$254,422,000 is a
total consideration of RMB200 million (equivalent to HK$227.6 million)
in respect of the acquisition of 4.99% of the enlarged share capital of
Yantai City Commercial Bank (“YCCB”) in Mainland China pursuant to an
agreement signed between YCCB and the Bank on 31 January 2008. The
share subscription and the terms of the agreement are subject to the relevant
regulatory approval.

The Group leases certain properties under operating leases. The leases
typically run for an initial period of 1 to 6 years. None of the leases include
contingent rentals.

At 30 June 2008 and 31 December 2007, the total future minimum lease
payments payable under non-cancellable operating leases are as follows:

30/6/2008 31/12/2007
BEZ BEZ
Audited Audited
HK$°000 HK$°000
Land and buildings

— Within one year 21,771 23,649

— After one year but within
five years 18,130 24,199
39,901 47,848
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(a)

Notes to consolidated cash flow statement

Reconciliation of profit before taxation to cash (used in)/generated from

operations

Profit before taxation
Adjustments for:
Share of net losses/(profits) of jointly
controlled entities
Share of net profits of associates
Net gain on disposal of
available-for-sale securities
Net loss on disposal of other
properties and equipment
Fair value adjustments on investment
properties
Impairment charge for credit losses
Depreciation
Amortisation of land lease premium
Amortisaton of premium on
available-for-sale securities and
held-to-maturity securities

Operating profit before changes in
working capital

(Increase)/decrease in operating assets:
Money at call and short notice
Placements with and loans and

advances to banks maturing
beyond three months
Trading securities
Financial assets designated
at fair value through profit or loss
Advances and other accounts

Increase/(decrease) in operating liabilities:

Net derivative financial liabilities
Deposits and balances from banks
maturing beyond three months
Deposits from customers
Certificates of deposit issued
Financial liabilities designated
at fair value through profit or loss
Trading liabilities
Other accounts and accruals

Cash (used in)/generated from
operations

BEAA=TAHLERER

Six months ended 30 June

2008 2007
2 &% KRBEZ
Audited Unaudited
HK$’000 HK$’000
346,540 988,870
37,800 (24,017)
(1,895) (1,270)
(252,915) (19,310)
337 347
(186,676) (162,880)
291,335 11,563
26,094 25,339
2,086 2,086
(57,756) (39,9106)
204,950 780,812
866,665 253,759
419,709 290,449
(217,366) (578,951)
194,474 502,189
(1,455,799) (2,769,666)
(25,253) (62,329)
52,358 (890)
(1,909,072) 3,380,903
4,991 (29,427)
(352,838) (240,944)
(601) (193,209)
(433,336) (59,441)
(2,651,118) 1,273,255
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(b)

Notes to consolidated cash flow statement (continued)

Analysis of the balance of cash and cash equivalents

30/6/2008 30/6/2007
2&FZ REEZ
Audited Unaudited
HKS$’000 HKS$°000
Cash and balances with banks 2,255,615 1,417,934
Money at call and short notice 21,040,996 23,611,320
Placements with and loans and
advances to banks with original
maturity within three months 2,195,171 897,207
Treasury bills with original
maturity within three months 5,765,899 967,078
Certificates of deposit held
with original maturity
within three months 56,151 -
Short positions in Exchange
Fund Bills and Notes (6,255,425) (1,398,143)
Deposits and balances from
banks with original maturity
within three months (1,050,131) (1,846,186)
24,008,276 23,649,210

Assets pledged as security

At 30 June 2008, a certificate of deposit of US$7,200,000 (equivalent
to HK$56,151,000; 31 December 2007: US$7,200,000 equivalent to
HK$56,163,000) included in held-to-maturity securities was pledged to the
Office of the Comptroller of Currency of the United States of America as a
statutory deposit for the Bank’s branch in Los Angeles.

At 30 June 2008, Hong Kong Exchange Fund Bills and Notes totalling
HK$6,056,315,000 (31 December 2007: HK$363,089,000) which are included
in “Trading securities” were pledged to secure the Bank’s short positions in
Exchange Fund Bills and Notes under sale and repurchase agreements entered
into by the Bank in the normal course of its business.
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Material related party transactions

During the period, the Group entered into certain banking transactions with related
parties in the normal course of business, which include loans, deposits, insurance and
other financial related transactions. These related parties are key management personnel
of the Bank, close members of their families and companies controlled or significantly
influenced by the Group or by them. In addition to the transactions and balances disclosed
elsewhere in the interim financial statements, other material related party transactions
entered into by the Group are as follows:

Aggregate amounts outstanding
at 30 June 2008
(Audited)

—Loans

— Deposits

Income for the six months
ended 30 June 2008 received
from related parties (Audited)

— Interest income

— Other operating income

— Net insurance operating
income

Expenses for the six months
ended 30 June 2008 paid
to related parties (Audited)

— Interest expenses

— Operating expenses

— Net insurance operating
expenses

4R IE HuER
EHER THAE BAL
Jointly Key Other
controlled %/} 5 management related &t
entities ~ Associates  personnel parties Total
HK$000  HKS$000 HK$’000 HK$000  HK$°000
(7t a)
(note a)
70,155 - 6,549 5,531 82,235
620,250 465 406,728 2,308,250 3,335,693
1,147 - 123 1 1,381
2,813 290 - 674 3,711
2,232 - - - 2,232
6,192 290 123 785 7,390
6,626 10 5,292 22,989 34,917
2,118 - - 3,810 5,928
- 14,888 - - 14,888
8,744 14,898 5,292 26,799 55,733
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[ IE HteHE
EhER fTHAR EAL
Jointly Key Other
controlled  Ef&/}F) management related at
entities ~ Associates  personnel parties Total
HKS$’000 HK$°000  HK$000 HK$000  HKS$’000
S e o | Aggregate amounts outstanding
ST —HEREE at 31 December 2007
(E%#) (Audited)
(7o)
! (note a)
— K ~ Loans 72,264 - 7,527 6,936 86,727
—fFk ~ Deposits 609,718 2,094 279,143 1,757,236 2,648,191
BWEZFELENH
=+ AIEAEA Income for the six months ended
WO B 30 June 2007 received from
ZHA related parties
(REER) (Unaudited)
— LA — Interest income - - 265 4,714 4,979
— BB — Other operating income 3,039 176 - 540 3,755
3,039 176 265 5,254 8,734
BWEZETRLEAH
=+ AIEAEA Expenses for the six months
AP AR ended 30 June 2007 paid to
ZEM related parties
(REHERZ) (Unaudited)
— IS — Interest expenses 11,902 51 5,723 32,970 50,646
—E¥EH — Operating expenses 1,054 - - 3,450 4,504
- — Net insurance operating
—PRBEE ST expenses 1,326 14,273 - - 15,599
14280 14324 573 36420 70,749
FETHA SR Key management personnel remuneration
AN FEITEHAR - Remuneration for key management personnel of the Group including amounts paid to the
CLAEAAT H S N o BT Bank’s directors is as follows:
L/l

I B FL A 1 A

BIRATA

BEARA=THLEREAR

Six months ended 30 June

2008 2007

2 E#% KEEIZ

Audited Unaudited

HK$°000 HK$’000

Salaries and other short-term benefits 23,558 23,086
Retirement benefits 751 1,514
24,309 24,600
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Material related party transactions (continued)

(a) The loans to jointly controlled entities include an amount of
HK$6,601,000 (31 December 2007: HK$6,567,000) which is
unsecured and interest free. The remaining balance is secured and
interest-bearing at normal commercial terms.

(b) No impairment allowances have been recognised in respect of loans
p 2 P
granted to related parties (31 December 2007: Nil).

List of subsidiaries for financial reporting consolidation

Hongnet Limited *

Sea Wing Investments Limited

Wing Lung Agency Limited

Wing Lung Bank (Nominees) Limited *
Wing Lung Bank (Trustee) Limited *

Wing Lung Credit Limited

Wing Lung Finance Limited

Wing Lung Futures Limited *

Wing Lung Information Technology (Shenzhen) Limited #*
Wing Lung Insurance Brokers Limited
Wing Lung Insurance Company Limited *
Wing Lung Property Management Limited *
Wing Lung Securities Limited *

Wingspan Incorporated

#  Companies excluded in the computation of the consolidated capital

ratios at 30 June 2008 and 31 December 2007 for regulatory reporting
purposes

*  Newly established in February 2008

Comparative figures

Certain comparative figures have been reclassified to conform with the
current period’s presentation.

Approval of interim financial statements

The interim financial statements were approved and authorised for issue by
the Board of Directors on 27 August 2008.
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Capital adequacy ratio and capital base

30/6/2008

Capital ratios
— Capital adequacy ratio 15.7%
— Core capital ratio 13.4%

31/12/2007

14.7%
12.3%

The capital base after deductions used in the calculation of the above capital ratios as at

30 June 2008 and 31 December 2007 is analysed as follows:

30/6/2008 31/12/2007
HK$°000 HK$°000
Core capital:
Paid up ordinary share capital 1,160,951 1,160,951
Reserves 5,954,563 5,722,608
Profit and loss account 434,152 177,665
Less: Deferred tax assets (13,019) (6,799)
Core capital 7,536,647 7,054,425
Less: Deductions from core capital (221,429) (352,541)
Total core capital after deductions 7,315,218 6,701,884
Supplementary capital:
Reserves attributable to fair value gains on
revaluation of holdings of land and buildings 824,416 824,416
Reserves attributable to fair value gains on
revaluation of holdings of available-for-sale
equities and debt securities 44,983 45,291
Unrealised fair value gains arising from holdings
of equities and debt securities designated
at fair value through profit or loss 80,292 198,408
Regulatory reserve for general banking risks 385,900 509,086
Collective impairment allowances 109,723 108,437
Supplementary capital 1,445,314 1,685,638
Less: Deductions from supplementary capital (221,430) (352,541)
Total supplementary capital after deductions 1,223,884 1,333,097
Total capital base after deductions 8,539,102 8,034,981
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Capital adequacy ratio and capital base (continued)

The capital ratios at 30 June 2008 and 31 December 2007 were calculated
in accordance with the Banking (Capital) Rules issued by the Hong
Kong Monetary Authority (“HKMA”) under section 98A of the Hong
Kong Banking Ordinance, which became effective on 1 January 2007. In
accordance with the Banking (Capital) Rules, the Group has adopted the
“standardised approach” for the calculation of the risk-weighted assets
for credit risk and market risk, and the “basic indicator approach” for the
calculation of operational risk.

The basis of consolidation for calculation of the capital ratios at 30 June
2008 and 31 December 2007 follows the basis of consolidation for financial
reporting but excludes certain subsidiaries as set out in note 43 of these
interim financial statements. The investment costs of these subsidiaries are
therefore deducted from capital.

Liquidity ratio
BEAA=+THLAEA
Six months ended 30 June
2008 2007
Liquidity ratio 49.4% 46.4%

The liquidity ratio is calculated as the simple average of each calendar
month’s average consolidated liquidity ratio for the period calculated for
the Bank and a subsidiary as specified by the HKMA during the period
in accordance with the Fourth Schedule of the Hong Kong Banking
Ordinance.
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Currency concentrations

The US dollar net position constitutes 10% or more of the total net position in all foreign

currencies and is reported in Hong Kong dollar equivalent as follows:

30/6/2008 31/12/2007

HK$°000 HK$’000
Spot assets 16,448,095 18,439.911
Spot liabilities (15,269,223) (17,179,125)
Forward purchases 2,656,725 2,334,698
Forward sales (2,397,161) (2,080,305)
Net option position (16,400) (3,279)
Net long position 1,422,036 1,511,900

The net option position is calculated based on the model user approach set out in the

prudential return “Foreign Currency Position” issued by the HKMA.

The RMB and US dollar net structural positions constitute 10% or more of the total
net structural position in all foreign currencies and are reported in Hong Kong dollar

equivalent as follows:

30/6/2008 31/12/2007
HK$°000 HK$’000

Net structural position
US dollar 275,176 67,864
RMB 113,800 106,890
388,976 174,754
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Segmental information

Gross advances to customers by industry sectors

30/6/2008
W@
EFEX
ZETIL
% of gross
advances
covered by
HK$’000  collateral
Loans for use in Hong Kong
Industrial, commercial and financial
Property development 3,754,985 24.3
Property investment 12,741,664 93.3
Financial concerns 275,313 100.0
Stockbrokers - -
Wholesale and retail trade 719,623 96.3
Manufacturing 541,766 69.5
Transport and transport
equipment 1,894,227 19.5
Recreational activities 18,546 100.0
Information technology 2,216 68.7
Others 3,594,179 56.9
Individuals
Loans for the purchase of
flats in the Home
Ownership Scheme,
Private Sector Participation
Scheme and Tenants
Purchase Scheme 1,848,692 100.0
Loans for the purchase of
other residential properties 9,829,082 99.9
Credit card advances 457,732 -
Others 1,469,997 89.0
Trade finance 774,236 67.0
37,922,258 79.3
Loans for use outside Hong Kong 5,901,520 36.3
43,823,778 73.5

31/12/2007
R
EFEX
ZBEtt
% of gross
advances
covered by
HK$’000  collateral
3,190,372 359
12,003,588 91.7
285,407 99.7
361 100.0
622,891 96.8
523,713 73.6
1,690,921 15.5
19,770 100.0
2,941 69.9
2,847,782 63.7
1,952,277 100.0
10,070,949 99.8
660,328 -
1,356,995 90.9
725,104 62.1
35,953,399 81.2
5,981,121 38.2
41,934,520 75.1
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(a)

Segmental information (continued)

Gross advances to customers by industry sectors (continued)

The gross amount of impaired loans and impairment allowances for those industry
sectors which constitute not less than 10% of gross advances to customers is analysed as

follows:

At 30 June 2008

Loans for use in Hong Kong
Industrial, commercial and financial
Property investment
Individuals
Loans for the purchase of other
residential properties
Loans for use outside Hong Kong

At 31 December 2007

Loans for use in Hong Kong
Industrial, commercial and financial
Property investment
Individuals
Loans for the purchase of other
residential properties
Loans for use outside Hong Kong

&1 5l SE

B HE B EE

ERESEH  Individual  Collective
Impaired impairment impairment
loans allowance allowance
HK$°000 HK$’000 HK$’000
6,031 4,028 15,545
5,787 1,041 11,991
15,341 14,250 27,003
27,159 19,319 54,539
7,697 5,043 21,131
11,860 2,061 17,719
15,319 13,005 25,520
34,876 20,109 64,370
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TEER () 4  Segmental information (continued)

REBSBEZEZEFER (b) Geographical analysis of gross advances to customers, overdue advances, impaired

BHREN  CREERR
HIEERE

AT &l sl 2 % 5 &
KA A R AR IE AL 5

loans and impairment allowances

The following geographical analysis of gross advances to customers, overdue advances,
impaired loans and impairment allowances is based on the location of the counterparty,
after taking into account the transfer of risk in respect of such advances where

T2 P e b > appropriate.
O 78 18 A BBk 2 R
Parilss o
18 B3R 1 2 65
Individual 58
et impairment allowance HWEEE
Gross AYET CHEEX AYET CREEX Collective
advances Overdue Impaired Overdue Impaired  impairment
to customers advances loans advances loans allowance
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
“EF/\ERB=+H At 30 June 2008
Hits Hong Kong 39,981,345 96,828 81,886 26,283 34,185 103,373
Hith Others 3,842,433 - - - - 6,198
43,823,778 96,828 81,886 26,283 34,185 109,571
ZEELE+ZA=+—H At31 December 2007
His Hong Kong 38,165,714 152,810 110,227 39,346 48,166 101,661
Hopte Others 3,768,806 - - - - 6,533
41,934,520 152,810 110,227 39,346 48,166 108,194
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Segmental information (continued)

Cross-border claims

The Group analyses cross-border claims by exposures to foreign counterparties on which
the ultimate risk lies, and is derived according to the location of the counterparties after
taking into account any transfer of risk. The transfer of risk from one country to another
is recognised if the claims against a counterparty are guaranteed by another party in a
different country or if the claims are on an overseas branch of a bank whose head office is
located in a different country. Those areas which contribute 10% or more of the aggregate
cross-border claims are as follows:

At 30 June 2008

Asia Pacific excluding
Hong Kong

North and South America

Europe

At 31 December 2007

Asia Pacific excluding
Hong Kong

North and South America

Europe

R1T
Banks
HKS$°000

15,467,827
646,271
13,883,534

13,515,818
1,946,704
18,259,143

NEWIE

Public
sector
entities
HK$’000

69,351
79,845

61,793
123,674

Hit
Others
HKS$°000

3,510,022
2,182,875
445,105

3,872,264
1,847,298
690,328

&t
Total
HKS$°000

19,047,200
2,908,991
14,328,639

17,449,875
3,917,676
18,949,471
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BRREHERE 5  Overdue and rescheduled assets

HEPAER (a) Overdue advances

ARAEE 2 B A The Group’s overdue advances to customers are analysed as follows:

Fran s

30/6/2008 31/12/2007
BEF BEF

BARRE BERRE
ZED ZEDI

% of total
advances to

% of total
advances to

HKS$’000 customers HK$’000 customers
Gross amount of advances which
B > Haat have been overdue for:
— Six months or less,
— =AM EZENEA but over three months 22,998 0.05 37,311 0.09
— One year or less, but over
—NMEAL L E—F six months 33,749 0.08 34,873 0.08
——IE — Over one year 40,081 0.09 80,626 0.19
96,828 0.22 152,810 0.36
Az m AR Secured overdue advances 70,238 111,960
SR 2 i Rk Unsecured overdue advances 26,590 40,850
96,828 152,810
Market value of collateral held
A 2w BTy against the secured overdue
AR A advances 84,850 130,789
Individual impairment
LB B (B A allowances made 26,283 39,346
(\:225/ \iﬁ‘f\ H‘; +E| ’ At 30 June 2008, there were no advances to banks which were overdue for over three
IF] 3 80 3K A Sl 20 4 0 — {R months (31 December 2007: Nil).
AUE(CFZEEF A
=t—H ) o
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(b)

(©)

Overdue and rescheduled assets (continued)

Other overdue assets

The Group’s other overdue assets are analysed as follows:

Gross amount of other assets

which have been overdue for:

— Six months or less, but
over three months

— One year or less, but over
six months

— Over one year

Rescheduled advances

30/6/2008 31/12/2007
FERTFI R FEE IR
Accrued [GEES Accrued
interest Trade bills interest
HK$’000 HK$°000 HK$’000
241 3,541 4,511
192 — 745
4,560 8,507 4,871
4,993 12,048 10,127

The Group’s rescheduled advances (net of those which have been overdue for over three
months and reported in item (a) above) are as follows:

Rescheduled advances to
customers

30/6/2008

% of total
advances to
customers

31/12/2007

EEF EEF
gt B
ZESH ZES

% of total
advances to

HK$’000 customers

0.08 38,351 0.09

At 30 June 2008, there were no rescheduled advances to banks (31 December 2007: Nil).
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Non-bank Mainland exposures

The analysis of non-bank Mainland exposures is based on the categories of non-
bank counterparties and the type of direct exposures defined by the HKMA under the
Banking (Disclosure) Rules with reference to the HKMA return for non-bank Mainland
exposures, these include exposures extended by the Bank and its overseas branches only.

At 30 June 2008

Mainland entities

Companies and individuals
outside Mainland where
the credit is granted for
use in Mainland

Other counterparties where
the exposure is considered
by the Bank to be non-bank
Mainland exposure

Total

At 31 December 2007

Mainland entities

Companies and individuals
outside Mainland where
the credit is granted for
use in Mainland

Other counterparties where
the exposure is considered
by the Bank to be non-bank
Mainland exposure

Total

BEAAZ HEAER 18 Bl iH 1
MRZERE Mz EARE £
On-balance  Off-balance Individual
sheet sheet #EK%E  impairment
exposure exposure Total allowance
HK$°000 HK$°000 HK$°000 HK$°000
4,064,332 288,490 4,352,822 -
1,829,306 468,709 2,298,015 6,895
31,208 - 31,208 -
5,924,846 757,199 6,082,045 6,895
BEER® ZEERE 185Uk &
MAZERE Mz ERE £
On-balance  Off-balance Individual
sheet sheet #EK%E  impairment
exposure exposure Total allowance
HK$°000 HK$°000 HK$°000 HK$°000
3,533,882 887,603 4,421,485 -
1,983,753 663,777 2,647,530 7,564
48,979 712 49,691 -
5,566,014 1,552,092 7,118,706 7,564
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Additional disclosure on structured investments
Structured Investment Vehicles (“SIV”)

The nominal value of the Group’s SIV portfolio was HK$722.5 million
as at 30 June 2008, all of which are sponsored by banks. The Group has
been conservative in provisioning amidst deterioration in the asset-backed
securities market. Out of the total portfolio of SIV investments, 4 have
been fully provided for. During the financial year ended 31 December
2007, the Group took accumulated impairment losses of HK$463.0 million
against its STV investments and has taken an additional HK$285.1 million
of impairment losses in the six months ended 30 June 2008. An amount of
HK$58.0 million was written off in the first half of 2008. At 30 June 2008,
total accumulated impairment allowance stood at 95.5% of the Group’s
gross SIV investments with the net exposure amounting to HK$26.7
million.

Collateralised Debt Obligations (“CDO”)

The nominal value of the Group’s CDO portfolio was HK$857.9 million as
at 30 June 2008. A summary of the Group’s CDO investments is as follows:

REFE\E

Z2%)\& HECFI\E AAZTHEME
LHEERTS ARETS EnERELEY
DA BERLEY RABRZER

ol 52 2iER Amount net

Mark-to-market Accumulated  of accumulated

(“MT™”) MTM losses MTM losses

#54H EE losses during upto asat
Number of  Nominal amount 1H 2008 30/6/2008 30/6/2008 BEE
securities HKS'M HKS'M HKS'M HKS'M Coverage
1 2339 378 515 1764 24.6%
2 312.0 1034 1423 169.7 45.6%
2 312.0 875 160.0 152.0 51.3%
5 857.9 287 359.8 498.1 41.9%
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Additional disclosure on structured investments (continued)
Collateralised Debt Obligations (“CDO”) (continued)

As at 30 June 2008, the Group’s CDO portfolio comprised 5 securities,
all of which were mezzanine tranches with investment grade ratings.
None of the Group’s CDO investments have underlying assets that
include mortgage-backed securities (including U.S. sub-prime residential
mortgages) and the average maturity of the portfolio stood at approximately
3 years and 1 month. As at 30 June 2008, there were no defaults witnessed
in any of the underlying reference entities of the Group’s CDO investments.

The credit market conditions were highly challenging in the second half of
2007 and have further deteriorated in the first six months of 2008. This saw
a tightening of the CDO market, particularly in the U.S. and the distressed
conditions were reflected in the valuation of the Group’s CDO investments.
The Group continues to adopt a conservative approach towards accounting
for its CDO investments that takes into account a range of factors affecting
valuation including current market conditions, credit quality, maturity and
other information. As a result, the Group took a HK$131.1 million MTM
loss against its CDO portfolio for the financial year ended 31 December
2007 and has followed this with an additional HK$228.7 million loss
recognised during the first six months of 2008. As at 30 June 2008, the net
exposure of its CDO portfolio stood at HK$498.1 million, representing a
coverage of 41.9%. The carrying amount of the Group’s CDO investments
represents an approximately 0.5% of the Group’s total assets.
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Operational risk management

Operational risk is the risk of loss resulting from inadequate or failed
internal processes, people or systems, or from external events.

The Group has established operational risk management framework to
identify, measure, monitor and control operational risk. The Operational
Risk Management Policy, approved by the Executive Committee, defines
responsibilities of various committees, business units and supporting
departments and encompasses various tools including control self-
assessment, risk event management and key risk indicator to facilitate
measurement and assessment of operational risk. The Group also relies on
internal control mechanisms within the business lines, supplemented by the
internal audit function to manage and control operational risk.

The internal control system of the Group comprises a well-established
organisational structure and comprehensive policies and standards. The
Board’s expectations regarding duty, responsibility and integrity are
clearly spelled out in formal policy statements. The lines of authority and
responsibilities of each business and operational unit have been clearly
defined to ensure adequate checks and balances. Procedures including
risk assessments, segregation of duties, use of limit, training and regular
verification and reconciliation of transactions and accounts are used in the
internal control mechanism.

Risk assessment will be conducted on the outsourcing services, new
products and new system implementation. Business continuity plans are in
place to mitigate the impact and interruptions to business activities caused
by system failure or natural disaster. Adequate insurance is made to cover a
reasonable extent of operational risk.

The Risk Management Committee is responsible for regular review of the
operational risk profile and the Group’s internal audit function plays an
important role in the Group’s operational risk framework. It provides an
objective assurance to the Board that a sound internal control system is
maintained and operated in compliance with the established processes and
standards through regular and comprehensive audits on all business and
operational functions.
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Interim Dividend

The Directors declared an interim dividend of HK$0.50 per ordinary share on 10
July 2008. The interim dividend was paid on 24 July 2008 to shareholders who
were on the register of shareholders of the Bank as at 18 July 2008.

Directors’ Interests in Shares

At 30 June 2008, the interests of the directors and chief executive in the shares of
the Bank as recorded in the register maintained under section 352 of Part XV of
the Hong Kong Securities and Futures Ordinance or as notified to the Bank were
as follows:

@R RE
BRiE%ALT
Number of ordinary shares of
HKSS each
HE#TR
RZzBED
BA#EE R = HitiE s Percentage
Personal Family Other e of issued
interests interests interests Total share capital
L Michael Po-ko WU 263,740 84,166 - 347,906 0.15
hA Patrick Po-kong WU 387,704 9,990 - 397,694 0.17
hA B Albert Po-cheung WU - - - - -
h st Philip Po-him WU 241,115 - - 241,115 0.10
(FTECAAE) (Chief Executive)
thA4 4 Ivan Po-young WU - - - - -
HET R Che-shum CHUNG 3,373 - - 3,373 0.00
2T Norman Nai-pang LEUNG - - - - -
wRift s Lincoln Hung-leung SOO - - - - -
fh Anthony Shang-fung WU 30,474 - - 30,474 0.01
b Shung-kwong TSANG 4,665 9,126 - 13,791 0.01
B Bernard Charnwut CHAN - - - - -
TR0 Kenneth Ngai-keung MA - - - - -
(R 2 AT ) (Alternate to Ivan Po-young WU)
fhi & Alice Shang-sze WU - - - - -
(25 B 2 fRATE ) (Alternate to Albert Po-cheung WU)

bt AR AR R o AT IR E
(B I3 B B Ak 91 ) 55 = T — A e 2 B e
L I e = AN AV E ey e & i 22019 e =

07 S0 AT ] S o 2 AR AT IR 2
F > AT 2 AT GRS HEA) -

122

All the interests stated above represent long positions. No short positions were
recorded in the register maintained under section 352 of the Hong Kong Securities
and Futures Ordinance as at 30 June 2008.

None of the directors have been granted, or have exercised, any rights to subscribe
for shares of the Bank.
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Apart from the foregoing, none of the directors of the Bank or any of their
spouses or children under eighteen years of age has interests or short positions in
the shares, underlying shares or debentures of the Bank, or any of its subsidiaries
or other associated corporations, as recorded in the register required to be
kept under section 352 of the Hong Kong Securities and Futures Ordinance or
as otherwise notified to the Bank pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”) as set out in
Appendix 10 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”).

At no time during the period was the Bank or any of its subsidiaries a party
to any arrangement to enable the directors of the Bank to acquire benefits by
means of the acquisition of shares in or debentures of the Bank or any other body
corporate.

Substantial Shareholders’ Interests in Shares

At 30 June 2008, the register of substantial shareholders maintained under
section 336 of the Hong Kong Securities and Futures Ordinance showed that the
Bank had been notified of the following substantial shareholders’ interests, being
5% or more of the Bank’s issued share capital:

ErsE @R
BREBART HEHITR
Number of ordinary BWZEDL
shares of HKS$5 each Percentage
RAER RAR of issued

Long position Short position share capital

ARG ERAT I A BRA 7 China Merchants Bank Co., Ltd. 123,336,170 - 53.12
MEEARATR Wu Jieh Yee Company Limited 65,524,929 65,524,929 28.22
HEBABRA Wu Yee Sun Company Limited 57,811,241 57,811,241 24.90
HRREA R Yee Hong Company Limited 25,571,406 25,571,406 11.01
IR E A BRA Wings Investment Company Limited 21,926,910@ - 9.44
T A 264 FRA ) Hopes Enterprises Limited 11,638,204 - 5.01
o Notes:

(1) e e 3R A PR 7 R A 2 il
PR 2 L BRAT R R B BB AR AE 1A

(2)  BEBCELAE K R SEAT BR 2 A5 A 1
P FBHE 2 J2 I A S AT [R 22 =) T 5 e A
FEIA o

(1) This includes the shares held by Yee Hong Company Limited in which Wu
Yee Sun Company Limited holds a controlling interest.

(2) This includes the shares held by Hopes Enterprises Limited in which Wings
Investment Company Limited holds a controlling interest.
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Purchase, Sale or Redemption of Shares

The Bank has not redeemed any of its shares during the six months ended 30 June
2008. Neither the Bank nor any of its subsidiaries has purchased or sold any of
the Bank’s shares during the period.

Compliance with Disclosure Requirements

In preparing the interim results for the six months ended 30 June 2008, the Bank
has fully complied with the requirements set out in the Banking (Disclosure)
Rules issued by the Hong Kong Monetary Authority.

Corporate Governance

The Bank is committed to maintaining high standards of corporate governance.
Throughout the six months to 30 June 2008, the Bank has complied with
all applicable code provisions set out in the Code on Corporate Governance
Practices contained in Appendix 14 of the Listing Rules.

Securities Transactions by Directors

The Bank has adopted a code for securities transactions by directors (the “Code
of Conduct”) on terms no less exacting than the required standard of the Model
Code as set out in Appendix 10 of the Listing Rules.

Following specific enquiry made with all directors, the Bank has confirmed that
during the six months ended 30 June 2008 each of the directors complied with the
required standard set out in the Model Code and the Code of Conduct regarding
securities transactions by the directors.

Audit and Review of the Interim Report

This interim report has been audited by the Bank’s independent auditor,
PricewaterhouseCoopers, and reviewed by the Bank’s Audit Committee.

Board of Directors

As at 27 August 2008, the executive directors of the Bank are Dr Michael Po-ko
WU (Chairman), Dr Patrick Po-kong WU (Vice-Chairman), Dr Philip Po-him
WU (Chief Executive) and Mr Che-shum CHUNG, the non-executive directors
are Mr Albert Po-cheung WU, Mr Ivan Po-young WU and Mr Anthony
Shang-fung WU and the independent non-executive directors are Dr Norman
Nai-pang LEUNG, Mr Lincoln Hung-leung SOO, Mr Shung-kwong TSANG and
The Hon Bernard Charnwut CHAN. Mr Kenneth Ngai-keung MA is the alternate
director to Mr Ivan Po-young WU and Miss Alice Shang-sze WU is the alternate
director to Mr Albert Po-cheung WU.
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