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FINANCIAL RESULTS AND OPERATION REVIEW
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The Directors are pleased to present the Group’s Interim Report and condensed
accounts for the six months ended 30 June 2006. The consolidated profit and
loss account, consolidated cash flow statement and consolidated statement of
changes in equity of the Group for the six months ended 30 June 2006, and the
consolidated balance sheet as at 30 June 2006 of the Group, all of which are
unaudited and condensed, along with selected explanatory notes, supplementary
financial information and supplementary information are set out on pages 7 to
52 of this report.

Economic rally continued in the first half of 2006, bolstering domestic
consumption, foreign trade, employment rate and per capita income. The stock
market was active, while the property market was consolidating following the
recent phase of price upward movement.

In spite of the anticipation that the local economy will remain strong, instability
in the Middle East, soaring oil prices, unclear US dollar interest rate trend and
worldwide trade imbalance all pose negative impact on the economy. Meanwhile,
competition in the banking sector intensifies as reflected in price competition
and extension of service hours. Such changes of operating environment will
present greater challenges to the banking sector.

Comparing the Bank’s operating results for the first half of 2006 with the
corresponding period of 2005:

Profit after taxation amounted to HK$880,027,000, representing an increase of
65.9%, mainly attributable to surging net interest income and non-interest
income, among which securities brokerage business achieved outstanding
performance. Revaluation on investment properties also recorded a surplus.

Net interest income was HK$675,351,000, up 24.7% as compared with that in
the same period last year, reflecting improved interest spreads between loans
and deposits and increased earnings from free funds, as interest rates continued
to rise. Net interest margin improved by 25 basis points compared with the
corresponding period last year.

Insurance business resumed growth with operating income rising by
5.9% to HK$191,878,000. Other non-interest income went up by 27.2%
to HK$258,318,000, mainly contributed by remarkable income growth in
securities brokerage business.

Total operating income surged by 21.6% to HK$1,125,547,000. Operating
expenses increased by 9.3% to HK$309,750,000, mainly due to rising
human resources and information technology related expenses.

The cost-to-income ratio dropped by 3.1% to 27.5%, compared with the first
half of 2005. Operating profit before impairment allowances on loans and
advances increased by 26.9% to HK$815,797,000. Impairment allowances on
loans and advances of HK$58,940,000 were made. Charge for insurance
claims went up by 6.3% to HK$145,452,000 in line with higher insurance
operating income.

Operating profit surged by 20.2% to HK$611,405,000.
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Revaluation on investment properties recorded a surplus of HK$418,003,000
as compared with that of 2005 year-end, reflecting the rise in property prices
during the period under review as well as the valuation of Bank Centre in
Mongkok after the making over of its first three floors into a shopping arcade.

Total customer deposits amounted to HK$57,786,301,000, up 8.6% and 6.4%
when compared with that of the same period and year-end in 2005 respectively.

Advances to customers went up by 10.7% from the level a year ago to

HK$38,666,333,000, up 4.9% as compared with that at 2005 year-end.

Impairment allowances amounted to HK$214,470,000, of which 60.8% was

collective impairment allowances, representing 0.34% of the total advances to
customers. The loan-to-deposit ratio was 61.1%, remaining at the same level
as last mid-year. At 2005 year-end the loan-to-deposit ratio was 62.6%.

The return on average total assets was 2.27%, higher than 1.49% for the same
period in 2005. The return on average shareholders’ funds was 16.94%, above
the 11.01% recorded in the same period last year.

At 30 June 2006, the consolidated capital adequacy ratio was 16.9%, and the
average liquidity ratio for the first half of 2006 was 45%.

Deposits

Total deposit grew by 6.4% as compared with that at last year-end. The gradual
rises in both US and Hong Kong dollar interest rates tempted more depositors
to seek higher returns by channelling their funds from other investment products
to fixed deposit accounts.

The Deposit Protection Scheme to be launched in Hong Kong in September
2006 will help strengthen the average retail depositors’ confidence by providing
them with a safety net feature.

As at 30 June 20086, certificates of deposit issued totaled HK$5,150,520,000,
up 20.4% as compared with that at last year-end. An overwhelming majority
are floating rate certificates of deposit. For those fixed rate structured certificates
of deposit, the interest rate risk involved is hedged by relevant derivatives.

The Bank’s renminbi deposits recorded an increase of 5.1% as compared with
that at 2005 year-end thanks to the continuous appreciation of renminbi. The
Central Government is considering relaxing the range of renminbi businesses
for banks in Hong Kong, including trade settlement in renminbi and issuance
of renminbi denominated bonds. This will likely widen the circulation of
renminbi in Hong Kong.

Advances to customers

Total loans and advances to customers grew by 4.9% as compared with that at
2005 year-end.
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Property transactions slowed down after a series of rate increases, and this
coupled with excessive early repayments, resulted in a contraction of residential
mortgage lending in the first half of 2006. The Bank will launch more loan

products to specially cater for customers’ needs in the second half of the year.

Corporate loans performed satisfactorily and recorded an increase of 23.3%
as compared with 2005 year-end, while syndicated loan financing achieved a
12.9% growth over last year-end level.

Total advances through the Bank’s hire-purchase and leasing subsidiary, Wing
Lung Finance Limited, grew in the first half of 2006. However, rising funding
costs and higher provisions for impairment allowances exerted pressure on its
operating profit.

Treasury

Combined income from foreign exchange and money exchange business gained
by 5.9% from the level a year ago.

The US Federal Funds rates, after a series of upward adjustments, are expected
to level out and move closer to those of other currencies. As a result, market
volatility narrowed, affecting the Bank’s foreign exchange trading volume and
income. Given the recent interest rate rises in Japanese Yen, Euro, British
Pound and Australian Dollar, more active foreign exchange activities are
expected in the second half of 2006, which should boost trading volume and
income. As to money exchange business, there was considerable growth.

As interest rates are climbing globally, the Bank will continue to maintain its
active role in the capital market. The Bank will keep a close eye on market
development and interest rate trend to formulate appropriate strategies for
profit growth.

Wealth management
Wealth management income remained at last mid-year level.

The US Federal Funds rates gradually moved up to a relatively high level.
Consequently, investors have taken a more prudent view towards interest rate
structured products, and some chose to place their funds in interest-earning
deposits, thus affecting the demand for wealth management products.

Wealth management business entered a period of consolidation after several
years of rapid growth. The Wealth Management Centre will actively identify

a wider choice of appealing investment products. It will strengthen product
sales force and product analysis, and launch promotion campaigns to enlarge
the customer base and bolster sales volume.



EAF

FHRREBBREAAE  #FRBEREFEY
3% > i i R 2 R K -

B RO G RBOE S EIHRAHE T 2 HE #E
LIS > SEFEHEAE RIS EE
R P EER D A o B AR A5 A A A
HHEST > WINFIE R AEAE A -

ZOORFE LFFABEF LKL EFER
1 BT 93.1% A AT R 5 3 8 I & ik 1
85.7%¢ 1T H £ EcHE HiE U P GBI
el #s > SEHE > B E FEA R -

RIS T PG IR RE R T > [F
HefRSERERETURS  SEEAH
LRGEE - WREFEE S - WG HE
Al B AR AR B S5 > DU I T3 R A f Y
WK -

R
R B =5 75 8 A 1 RO 0 5 AF (A U K 4.8%e

KERBARAFRNAREFAEE £
REMTREEMENEREI REERE
RIEEHA M -

PR FRAY E SR BRI S 39 2 Tk > £ &
ZEN TG E T Rk R B AZRE
REBGRE - JHIKZ A RE REE T 2
HTHREEASRBEGOHE -

TN TR P AR AR BOR DURE 35 5+
(7] R B2 < AR S I ) - DU R B 5 5 e -
11T 45 78 I -

Credit card

At 30 June 2006, the total number of credit cards issued rose by 3% as
compared with that at 2005 year-end, while total credit card receivables
retrenched.

The Credit Card Centre will deploy more resources and launch various
promotional activities to enlarge the card base, with a particular focus
on platinum and corporate cards. It is expected that a larger card base will
help generate higher interest income as well as non-interest income through
cross-selling with other banking products.

Securities broking

In the first half of 2006, trading volume of the local stock market moved up by
93.1% from the level a year ago. The Bank’s securities commission income
recorded an upsurge of 85.7%. The fixed fee IPO loan package introduced last
year-end was well-received and proved effective in enlarging the customer
base.

Pursuant to the securities computer system capacity upgrade starting in the
second half of the year, the Bank is vigorously enhancing various type of
service channels by enlarging the capacity of online trading system, setting up
new securities service centres and increasing the number of telephone lines for
securities trading and stock price quotation.

Insurance

Aggregate net insurance operating income grew by 4.8% over the corresponding
period last year.

Underwriting business of Wing Lung Insurance Company Limited advanced in
the first half of 2006, mainly attributable to the growth in employees’
compensation as well as accident and health classes. This increase in portfolio
naturally brought about a larger amount of claims.

The Insurance Department recorded a contraction in agency business and
commission income due to stiff bidding competition. Sale of life insurance
products also retreated owing to rising deposit interest rates that affected the
appeal of savings related life products.

The Bank will adopt a more flexible pricing strategy in the face of keen
competition, while adhering to its prudent operating philosophy for
sustainable development.
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Branch

The Bank operates 33 local branches, one branch and a sub-branch in Shenzhen,
and a branch in Los Angeles in the US and in Cayman Islands. They all
performed solidly in both business and returns.

The Mainland Business Department has applied to the China Banking Regulatory
Commission for operating renminbi business in Shenzhen Branch and for
upgrading its Shanghai Representative Office to a full branch.

Los Angeles Branch has been running on track since its relocation to Alhambra.
The branch, now situated right in the Chinese community, is stepping up its
marketing efforts for business growth.

I nvestment in information technology

In the first half of 2006, emphasis was placed on the development of
new systems in compliance with the requirements of the New Capital Accord
(Basel 1) and to strengthen management of various risks.

The Information Technology Department will upgrade a number of application
systems for business development during the year.

Given the smooth operation of the software development centre in Shenzhen,
the Information Technology Department will continue to cooperate with IBM
for system capability enhancement.

Human resources

At the end of June 2006, total workforce amounted to 1,404.

In order to upgrade the skills, knowledge and overall competitiveness of its
staff, the Bank’s Human Resource Department has been actively organising
seminars and training sessions related to bank operations, product knowledge,
information technology, sales techniques and specialised topics. The Bank
also encourages and sponsors staff members to attend various training
programmes so that they can obtain the required professional qualifications.
Exchange visits with overseas correspondents take place regularly to share and
mutually update business and operational experience which should be useful
for future development. Furthermore, the Department endeavours to ensure
staff members’ understanding and observance of relevant laws, codes, guidelines
and regulations.

By Order of the Board
Maria Wan-sin FUNG

Secretary

Hong Kong, 16 August 2006
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Interest income
Interest expense

Net interest income
Insurance operating income
Other operating income

Operating income
Operating expenses

Operating profit before impairment allowances
(Charge for)/write back of impairment
allowances on |loans and advances

Charge for insurance claims

Operating profit

Net loss on disposal of fixed assets
Revaluation surplus on investment properties

Revaluation deficit on premises

Net gain on disposal of available-for-sale securities

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

Profit before taxation
Taxation

Profit attributable to shareholders

Interim dividend

Earnings per share

iHE
Note

w N

BEANAB=TRHLAER

Six months ended 30 June

2006 2005
HK$'000 HK$'000
1,919,790 1,154,345

(1,244,439) (612,651)

675,351 541,694
191,878 181,143
258,318 203,090
1,125,547 925,927
(309,750) (283,313)
815,797 642,614
(58,940) 3,056
(145,452) (136,851)
611,405 508,819
(695) (115)
418,003 119,847
- (79)
5,873 106
1,034,586 628,578
9,580 2,745
1,621 (366)
1,045,787 630,957
(165,760) (100,552)
880,027 530,405
185,752 132,348

HK$ HK$
3.79 2.28
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Assets

Cash and short-term funds

Placements with banks and other
financial institutions maturing
between one and twelve months

Trade bills
Certificates of deposit held
Trading securities

Derivative financial instruments
Financial assets at fair value through

profit or loss

Available-for-sale securities

Held-to-maturity securities

Advances and other accounts
Interests in jointly controlled entities

Interests in associates
Fixed assets
Interests in leasehold land

Total assets

Liabilities

Deposits and balances of banks and
other financial institutions

Trading liabilities

Derivative financial instruments
Financial liabilities at fair value through

profit or loss
Deposits from customers

Certificates of deposit issued
Other accounts and accruals

Total liabilities

Capital resources

Share capital
Reserves

Shareholders’ funds

Total liabilities and capital resources

HE 30/6/2006 31/12/2005
Note HK$'000 HK$'000
9 20,656,627 19,721,668
4,125,347 2,103,014
156,021 162,165

10 865,491 898,357
11 459,115 512,932
12 19,570 56,699
13 3,282,877 3,897,675
14 3,307,387 3,767,780
15 4,372,467 3,306,937
16 40,302,625 38,155,415
113,327 105,578

4,164 3,540

17 2,263,240 1,780,290
247,602 249,688
80,175,860 74,721,738
2,350,781 2,337,618

18 1,024,513 967,891
12 227,301 155,556
3,268,100 2,360,894

19 57,786,301 54,306,040
1,882,420 1,917,053

20 2,996,955 2,540,219
69,536,371 64,585,271

22 1,160,951 1,160,951
23 9,478,538 8,975,516
10,639,489 10,136,467
80,175,860 74,721,738
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HBEZOOANENHAH=FHIELAMEA For the six months ended 30 June 2006

BESBA=1tBH1tEAR
Six months ended 30 June

e 2006 2005
Note HK$'000 HK$'000
A—H—HZERE%E Total equity as at 1 January 10,136,467 9,609,525
Bt EEZEG Surplus on revaluation of bank premises 23 40,459 -
Change in fair value of available-for-sale
] it B 3 R 2 AN S E g securities 23 84,049 24,898
B FE Fr T8 o Change in deferred taxation
- BEZEG — revaluation of bank premises 23 (7,080) -
— T HEEES B — revaluation of available-for-sale securities 23 (2,094) 1,291
JE AL Bt 2% N B o Share of associates’ reserve 23 218 -
Net gains not recognised in the profit and loss
FNERSETEDR 2T account 115,552 26,189
e B FE A 25 71 Profit attributable to shareholders 23 880,027 530,405
Reserves transferred to the profit and loss
H S ] Ik R O R R R account upon disposal of available-for-sale
RIBRER securities 23 2,008 (238)
BB Dividends 23 (494,565) (459,737)
ANH=FTHZ R EE Total equity as at 30 June 10,639,489 9,706,144
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT

HBEZOOANENHA=FHIELAMEA For the six months ended 30 June 2006

BEANA=THLAER

Six months ended 30 June

iE 2006 2005
Note HK$'000 HK$'000
BRRAEREBZRERA/ Net cash inflow/(outflow) from operating
(GR35 activities before taxation 28(a) 2,185,307  (3,369,920)
XA A A Hong Kong profits tax paid (42,940) (37,828)
XA g MR A Overseas tax paid (4,375) (4,063)
BEIFHZHRERA/(RE) Net cash inflow/(outflow) from operating
FEH activities 2,137,992  (3,411,811)
BREXH Investing activities
AL E 2B or MF T Purchase of available-for-sale securities
iiEcE and held-to-maturity securities (9,074,516)  (5,415,861)
Interests in jointly controlled entities and
e [F] #2161 B A e e A TR A associates - (1,000)
O S [ B e R A E Dividends received from jointly controlled
IR E entities and associates 3,046 2,316
Proceeds from sale and redemption of
oS e BT AR 2 R R available-for-sale securities and
i 2 B 138 7R AT 18 L RO held-to-maturity securities 8,639,471 6,177,938
A B E & A Payment for purchase of fixed assets (49,065) (9,828)
o [ R T 1S 2 SR Proceeds from disposal of fixed assets 60 2
REZBZHE(RE)AEA Net cash (outflow)/inflow from investing
FEH activities (481,004) 753,567
MEXEH Financing activities
IRk S Dividends paid (494,565) (459,737)
F W E SR A ) 2 Effects of foreign exchange rate changes (48) 4
RERERBEELBFH ZEM/ Increase/(decrease) in cash and cash
(HD) equivalents 1,162,375  (3,117,977)
W—B—HR£E%RIKELER Cash and cash equivalentat 1 January 17,537,920 18,260,195
RAB=1H#ELR%RELIER Cash and cash equivalents at 30 June 28(b) 18,700,295 15,142,218

10
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These unaudited consolidated condensed interim accounts are prepared in
accordance with Hong Kong Accounting Standard (“HKAS") 34 “Interim
Financial Reporting” issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”) and should be read in conjunction with the 2005
annual financial statements.

The accounting policies and methods of computation used in the preparation
of these condensed interim accounts are consistent with those adopted in
the preparation of the Group’s annual statutory accounts for the year ended
31 December 2005.

The HKICPA has issued a number of new standards (including HKASs and
Hong Kong Financial Reporting Standards (“HKFRSs")), amendments to

standards and interpretations, which are effective for accounting periods
beginning on or after 1 January 2006. The Group has adopted the following
standards which are relevant to its operations:

Amendment to HKAS 39: The Fair Value Option

Amendments to HKAS 39 & HKFRS 4: Financial Guarantee Contracts

The adoption of the above standards did not result in substantial changes
to the Group’s accounting policies.

There are a number of new standards, amendments to standards and
interpretations which have been issued but are not yet effective for accounting
period beginning on 1 January 2006 and have not been early adopted by
the Group. The Group has already commenced an assessment of the impact
of these new standards but is not yet in a position to state whether these
new standards would have a significant impact on its results of operations
and financial position.

Interest income
BESA=tHWEAR
Six months ended 30 June

2006 2005
HK$'000 HK$'000
Interest income on financial assets
that are not at fair value through
profit or loss 1,790,130 1,037,349
Interest income on trading securities 32,891 12,833
Interest income on financial assets at
fair value through profit or loss 62,159 63,095
Interest income on interest rate swaps 34,610 41,068
1,919,790 1,154,345
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Interest expense

Interest expense on financial liabilities
that are not at fair value through
profit or loss

Interest expense on trading liabilities

Interest expense on financial liabilities
at fair value through profit or loss

Interest expense on interest rate swaps

Other operating income

Fees and commission income

Less: fees and commission expense

Net fees and commission income

Net gain/(loss) from trading securities

Net gain/(loss) arising from financial
instruments at fair value through
profit or loss

Net (loss)/gain arising from derivative products

Net gain from foreign exchange trading

Others

BENA=ZTHLAEAR
Six months ended 30 June

2006 2005
HK$'000 HK$'000
1,159,394 558,986

10,932 5,786
52,516 17,503
21,597 30,376
1,244,439 612,651

BENA=ZTHLAEAR
Six months ended 30 June

2006 2005
HK$'000  HK$'000

163,411 120,407
(28,962)  (23,176)
134,449 97,231
19,209 (7,787)
100,946 (50,932)
(88,081) 53,797
51,071 48,229
40,724 62,552
258,318 203,090
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5 Operating expenses

BENB=1tHLAEAR
Six months ended 30 June

2006 2005
HK$'000 HK$'000

Staff costs
— Salaries and other costs 173,378 162,082
— Retirement benefit costs 3,268 700
Depreciation (note 17) 23,870 24,171
Operating lease charges on leasehold land 2,086 2,086
Others 107,148 94,274
309,750 283,313

Taxation

BENB=1tHLAEAR
Six months ended 30 June

2006 2005
HK$'000 HK$'000
Current taxation:
— Hong Kong profits tax 99,008 78,679
— Overseas taxation 4,019 4,136
Deferred taxation:
— Relating to the origination and
reversal of temporary differences 62,733 17,737
165,760 100,552

Hong Kong profits tax has been calculated at the rate of 17.5% (2005:
17.5%) on the estimated assessable profit for the period. 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.

Included in the share of net profits of jointly controlled entities and
associates in the condensed consolidated profit and loss account are the
Group’s share of taxation of jointly controlled entities and associates for the
period of HK$1,357,000 (2005: HK$577,000) and HK$256,000 (2005:
Nil) respectively. The comparative figures have been reclassified to conform
with current period’s presentation.

13



7 B o 101 i H A R
NOTES TO CONDENSED INTERIM ACCOUNTS

(£ g 7 Dividends
BHEANA=1THWLENER
Six months ended 30 June
2006 2005
HK$'000 HK$'000

BIRZOOAFRBIKE » FkiE¥H T

— A= ZO0OWNEBIRA IR B BE 2005 Final dividend, paid, of HK$2.13

P s W — 5T LA D (2004: HK$1.98) per share 494,565 459,737
RZOOSRENATAHBEIRZOONKE 2006 Interim dividend, declared on

RIS BREEAA(COOAFIR 16 August 2006, of HK$0.80

FREER A5 (2005: HK$0.57) per share 185,752 132,348
RZOOARENA+AAHBEfTZ2E®H L » At a meeting held on 16 August 2006, the directors declared an interim
EHGEIRTEIR SRR\ A o HIE dividend of HK$0.80 per share. This interim dividend is not reflected as
A B A AR IR B R AR E A IR B a dividend payable in these accounts, but will be reflected as an appropriation
WERBEE_OOSNE+_H=+—HIt of retained earnings for the year ending 31 December 2006.

A BB AE O B B A1 20 I -

(N BREF 8 Earnings per share
B 1% B R T5 AR 48 B P 7S 42 3 B ORE AL 15 R The calculation of earnings per share is based on the Group’s profit
wEABATE_ELTIT(ZOO0OLER attributable to shareholders of HK$880,027,000 (2005: HK$530,405,000)
BB OE=TZEN+ELTIC) RAE % and 232,190,115 (2005: 232,190,115) shares in issue during the period.

T —f=FT -0 —-th&8ZE-8—+
AR (ZOORFER_/=T_H—tILH#
E-g—tHREHE -

(WMELFR2EEHES 9 Cash and short-term funds
30/6/2006 31/12/2005

HK$'000 HK$'000

Cash and balances with banks and
GRS Ty e EES other financial institutions 1,042,357 1,146,488

b HA T iR 2 Money at call and short notice 17,892,934 17,069,629

Treasury bills (including Exchange
BRI JEE 2% (f0 36 A0 e EL S 2 88 ) Fund Bills) 1,721,336 1,505,551

20,656,627 19,721,668

HAEZREESSHOT : An analysis of treasury bills held is as follows:

30/6/2006  31/12/2005
HK$'000 HK$'000

FELEHTHFEEARES AV EHE Unlisted trading securities, at fair value 1,721,336 1,505,551

14
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10 Certificates of deposit held

30/6/2006  31/12/2005
HK$'000 HK$'000
Held-to-maturity securities, at amortised cost:
— Unlisted 334,132 399,741
Trading securities, at fair value:
— Unlisted 65,519 65,472
Financial assets at fair value through
profit or loss, at fair value:
— Unlisted 850 -
Available-for-sale securities, at fair value:
— Listed in Hong Kong 38,055 6,985
— Listed outside Hong Kong 40,528 40,577
— Unlisted 386,407 385,582
464,990 433,144
865,491 898,357
11 Trading securities
30/6/2006  31/12/2005
HK$'000 HK$'000
At fair value:
Debt securities
— Listed in Hong Kong 221,794 237,626
— Unlisted 98,983 142,679
320,777 380,305
Equity securities
— Listed in Hong Kong 137,503 131,792
— Listed outside Hong Kong 831 830
138,334 132,622
Equity investment fund
— Listed in Hong Kong 4 5
459,115 512,932
Trading securities are analysed by issuer as follows:
30/6/2006  31/12/2005
HK$'000 HK$'000
Central governments and central banks 272,272 289,159
Public sector entities 19,453 61,527
Banks and other financial institutions 75,182 69,028
Corporate entities 92,208 93,218
459,115 512,932

15
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12 Derivative financial instruments

The following is a summary of the notional or contractual amounts, fair values, credit
risk weighted amounts and replacement costs of each significant type of derivatives,
without taking into account the effects of bilateral netting arrangements:

BILESHEREERA
30/6/2006 31/12/2005
%%/ AEEE &/ DNTEEE
EHER Fair values =R okA ] Fair values
Notional/ Notional/
contractual BE &f& contractual BE BfE
amount Assets Liabilities amount Assets Liabilities
HK$'000 HK$000 HK$000 HK$000 HKF000 HK$000
S 5 Y Exchange rate contracts
- Z2HEH — Forward contracts 224,226 988 1,243 574,315 2,363 677
— B — Currency swaps 465,916 - 712 232,473 128 -
— it i A A — Options written 403,485 - 1,399 426,492 - 3,165
— W A TR — Options purchased 455,376 1,482 - 511,939 2,804 -
1,549,003 2,470 3,354 1,745,219 5,295 3,842
FIEEH Interest rate contracts
— FREHH — Interest rate swaps 6,258,301 14,295 220,4345,757,322 49,405 141,191
e A Equity contracts
— it i A A — Options written 328,466 - 3,311 435,224 - 2,232
— I A A — Options purchased 242,101 2,805 — 352,228 1,999 -
570,567 2,805 3,311 787,452 1,999 2,232
EEWMETH
aH Credit derivative contracts 543,711 - 202 232,653 - 8,291

MBAERCGHBOR > DL
B & RRBERT & B & f
BT R M B BRE  SHE
REER AR ZMETA -
HWEEHEXHEERATEF
HEBESHHMNZFRERM
RENE#THES -

8,921,582 19,570 227,3018,522,646 56,699 155,556

In accordance with the Group’s accounting policies, all these contracts do not meet the
criteria for hedge accounting and are designated as trading derivatives. These trading
transactions include positions arising from the execution of trade orders from customers
or transactions taken to hedge these positions.
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12 Derivative financial instruments (continued)

30/6/2006  31/12/2005

HK$'000 HK$'000

Credit risk weighted amount
Exchange rate contracts 5,231 7,060
Interest rate contracts 5,535 18,659
Equity contracts 8,086 11,27
18,852 37,046

Replacement cost

Exchange rate contracts 2,470 5,295
Interest rate contracts 14,295 49,405
Equity contracts 2,805 1,999
19,570 56,699

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.

The credit risk weighted amounts are the amounts which have been calculated
in accordance with the Third Schedule of the Hong Kong Banking Ordinance
and guidelines issued by the Hong Kong Monetary Authority. The amounts
calculated are dependent upon the status of the counterparty and the
maturity characteristics of each type of contract.

Replacement cost is the cost of replacing all contracts which have a positive
value when marked to market (should the counterparty default on its

obligations) and is obtained by marking to market contracts with a positive

value. Replacement cost is a close approximation of the credit risk for

these contracts at the balance sheet date.
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13 Financial assets at fair value through profit or loss

At fair value:
Debt securities
— Listed in Hong Kong
— Listed outside Hong Kong

— Unlisted

Financial assets at fair value through profit or loss are analysed by issuer as follows:

Public sector entities
Banks and other financial institutions

Corporate entities

30/6/2006  31/12/2005
HK$'000 HK$'000
1,043,073 1,274,161
1,262,787 1,199,328
977,017 1,424,186
3,282,877 3,897,675

30/6/2006  31/12/2005
HK$'000 HK$'000
329,205 339,506
912,989 940,814
2,040,683 2,617,355
3,282,877 3,897,675
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14 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

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

Central governments and central banks

Public sector entities

Banks and other financial institutions

Corporate entities

30/6/2006  31/12/2005
HK$'000 HK$'000

100,150 251,810
1,132,880 1,254,362
1,542,766 1,884,368
2,775,796 3,390,540
411,988 277,684
8,314 6,882
420,302 284,566
26,945 24,711
84,344 67,963
111,289 92,674
3,307,387 3,767,780
1,671,963 1,808,567

30/6/2006  31/12/2005

HK$'000 HK$'000

564,732 867,129
440,802 673,499
1,214,800 1,346,572
1,087,053 880,580
3,307,387 3,767,780
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15 Held-to-maturity securities

Listed debt securities, at amortised cost:

— Listed in Hong Kong

— Listed outside Hong Kong

Unlisted debt securities, at amortised cost

Fair value of listed debt securities

Central governments and central banks
Public sector entities
Banks and other financial institutions

Corporate entities

30/6/2006  31/12/2005
HK$'000 HK$'000
128,057 124,547
378,761 524,734
506,818 649,281
3,865,649 2,657,656
4,372,467 3,306,937
490,228 632,588

Held-to-maturity securities are analysed by issuer as follows:

30/6/2006  31/12/2005
HK$'000 HK$'000
96,997 88,979
232,705 355,556
2,898,362 1,914,416
1,144,403 947,986
4,372,467 3,306,937




(+R)EMRHEMERER

B EBRREMERER

HREX
K 1L YE
- A

— fi& 51

JEEFIR

ok L HE f
— i 1

H A B 2

ok 1L HE f
— i 1

16 Advances and other accounts

(a) Advances and other accounts

Advances to customers
Impairment allowances

— Collective
— Individual

Advances to banks and other financial
institutions

Accrued interest

Impairment allowances
— Individual

Other accounts

Impairment allowances
— Individual

Deferred tax assets

30/6/2006  31/12/2005
HK$000  HK$'000
38,666,333 36,855,547

(130,364)  (115,444)
(84,106) (71,597)
38,451,863 36,668,506
93,393 152,789
327,392 269,374
(9,480) (7,855)
317,912 261,519
1,435,410 1,069,769
(823) (581)
1,434,587 1,069,188
4,870 3,413
40,302,625 38,155,415
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16 Advances and other accounts (continued)

(@) Advances and other accounts (continued)

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

Short-term funds

Placements with banks and other financial
institutions maturing between one and
twelve months

Certificates of deposit held

Trading securities

Derivative financial instruments

Financial assets at fair value through profit
or loss

Available-for-sale securities
Held-to-maturity securities
Advances to customers

Advances to banks and other financial
institutions

30/6/2006  31/12/2005
HK$'000 HK$'000

55,641 42,502
32,552 10,975
4,718 4,358
2,431 2,488
40,959 27,637
24,248 26,812
25,019 22,073
8,440 11,457
132,940 120,875
444 197
327,392 269,374




(+tR)EMEHEMERE(E)

2 EREER

EMEETREEZEMENERRE
RAMRS - W#EEEFHAFHELF
W E C FBR R > MEELFHY
BEHHERK A SR EENEE
HoanT -

E{E &K

hEFEFREz G2 I

B bl B #8  8 K A YE

AZOOREAH=+THER_-OOHR
FHZA=+—H  FAXEXPIAE
EREEK -

el 1 53 K R 2 B R B R K
A AL A -

16 Advances and other accounts (continued)
(b) Impaired loans

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:

EFE®
Advances to customers
30/6/2006  31/12/2005
HK$'000  HK$'000

Impaired loans 247,165 247,248

Percentage of total advances to customers 0.64% 0.67%

Individual impairment allowances made in
respect of such advances 84,106 71,597

At 30 June 2006 and 31 December 2005, there were no impaired loans in
respect of advances to banks and other financial institutions.

The above individual impairment allowances were made after taking into
account the value of collateral in respect of such advances.
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17 Fixed assets

Net book value at
1 January 2006

Additions

Disposals
Reclassifications, net
Surplus on revaluation
Depreciation (note 5)

Exchange difference
adjustment

Net book value at
30 June 2006

RENE BRRERE

EZE Investment Furniture & CHi
Premises  properties  equipment Total
HK$'000 HK$'000 HK$'000 HK$'000
267,445 1,401,640 111,205 1,780,290

9,704 24,085 15,276 49,065
- - (755) (755)
(26,498) 26,498 - -
40,459 418,003 - 458,462
(6,121) - (17,749) (23,870)
32 - 16 48
285,021 1,870,226 107,993 2,263,240

The investment properties are stated at valuation made by an independent professional
valuer as at 30 June 2006 on an open market value basis. The valuation was carried
out by A.G. Wilkinson & Associates, a professional property valuation firm in

Hong Kong.

18 Trading liabilities

Short positions in Exchange Fund Bills and Notes,

at fair value:

— Listed

— Unlisted

30/6/2006 31/12/2005
HK$000 HK$'000
1,079 1,085
1,023,434 966,806
1,024,513 967,891
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20

Deposits from customers

Demand deposits and current accounts

Saving deposits

Time, call and notice deposits

Other accounts and accruals

Deferred tax liabilities

Others

30/6/2006 31/12/2005
HK$'000 HK$'000
2,555,277 2,662,438
12,377,941 11,300,560
42,853,083 40,343,042
57,786,301 54,306,040
30/6/2006 31/12/2005
HK$'000 HK$'000
365,051 291,687
2,631,904 2,248,532
2,996,955 2,540,219

Included in others as at 30 June 2006 are interest payable of HK$202,158,000
(31 December 2005: HK$165,631,000), which are analysed by types of financial

liabilities as follows:

Deposits and balances of banks and other
financial institutions

Derivative financial instruments

Financial liabilities at fair value through
profit or loss

Deposits from customers

Certificates of deposit issued

30/6/2006 31/12/2005
HK$'000 HK$'000

11,227 15,624
39,770 32,239
22,386 13,113
120,374 97,117
8,401 7,538
202,158 165,631
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21 Maturity profile

The tables below 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.

—@R ={&R
—1{&A HEE RE —fFURE
BNEF{E 2 BT =@ER ZE—% EFRHE AENE 8IS
Repayable Up to 1-3 3-12 15 Over St 4t
on demand 1 month months ~ months years 5years Undated Total
HK$'000 HK$'000 HK$'000 HK$000 HK$000 HK$000 HK$000 HK$000
At 30 June 2006
Assets
Cash and short-term
funds 1,014,238 17,960,537 1,338,720 343,132 - - - 20,656,627
Placements with banks
and other financial
institutions maturing
between one and
twelve months - - 3,524,635 600,712 - - - 4,125,347
Trade bills 19,100 75,068 52,344 2,049 - - 7,460 156,021
Certificates of deposit held - 850 146,465 216,519 454,143 47,514 - 865,491
Trading securities - 949 501 84,839 184,580 49,908 138,338 459,115
Derivative financial
instruments - 3,090 1,558 627 14,295 - - 19,570
Financial assets at fair value
through profit or loss - - - 463,630 2,712,473 106,774 - 3,282,877
Available-for-sale securities - 232,582 332,150 592,424 1,575,609 43,031 531,591 3,307,387
Held-to-maturity securities - 1,195,634 869,651 602,848 1,638,977 65,357 - 4,372,467
Advances and other
accounts 1,409,129 1,220,930 1,476,296 6,718,081 13,827,489 14,993,253 657,447 40,302,625
Interests in jointly
controlled entities - - - - - - 113,327 113,327
Interests in associates - - - - - - 4,164 4,164
Fixed assets - - - - - - 2,263,240 2,263,240
Interests in leasehold land - - - - - - 247,602 247,602
Total assets 2,442,467 20,689,640 7,742,320 9,624,861 20,407,566 15,305,837 3,963,169 80,175,860
Liabilities
Deposits and balances
of banks and other
financial institutions 148,646 1,196,401 1,005,734 - - - - 2,350,781
Trading liabilities - 930,311 93,123 - 1,079 - - 1,024,513
Derivative financial
instruments - 4,411 2,222 15,959 197,169 7,540 - 227,301
Financial liabilities at
fair value through
profit or loss - 549,936 1,414,319 754,476 549,369 - - 3,268,100
Deposits from customers 15,191,681 29,807,634 10,973,180 1,691,327 122,479 - - 57,786,301
Certificates of deposit
issued - - - 299,913 1,582,507 - - 1,882,420
Other accounts and accruals 370,417 724,539 180,376 482,913 546,734 365,051 326,925 2,996,955
Total liabilities 15,710,744 33,213,232 13,668,954 3,244,588 2,999,337 372,591 326,925 69,536,371

Net liquidity gap (13,268,277)

(12,523,592)

(5,926,634) 6,380,273 17,408,229 14,933,246 3,636,244 10,639,489
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21 Maturity profile (continued)

—@A =@EA
—f&R WEE RE —FME
BN RF{E 2 HUT =@R E—f ERHE RENE 8BS
Repayable Up to 1-3 3-12 1-5 Over S} a5t
on demand 1 month months  months years 5years Undated Total
HK$'000 HK$'000 HK$000 HK$000 HK$000 HK$000 HK$000 HK$'000

At 31 December 2005
Assets
Cash and short-term

funds 1,111,671 17,447,126 1,108,615 54,256 - - - 19,721,668
Placements with banks

and other financial

institutions maturing

between one and

twelve months - - 2,046,032 56,982 - - - 2,103,014
Trade bills 11,952 66,312 57,397 4,263 - - 22,241 162,165
Certificates of deposit held - - 155,837 106,815 588,143 47,562 - 898,357
Trading securities - - 140,873 62,992 125,774 50,666 132,627 512,932
Derivative financial

instruments - 3,869 2,923 502 48,221 1,184 - 56,699
Financial assets at fair value

through profit or loss - 851 92,987 309,906 3,289,609 204,322 - 3,897,675
Available-for-sale securities - - 190,541 1,852,687 1,304,349 42,963 377,240 3,767,780
Held-to-maturity securities - 712,010 439,425 800,651 1,282,137 72,714 - 3,306,937
Advances and other

accounts 1,447,898 912,289 1,228,026 5,526,467 13,609,255 14,881,131 550,349 38,155,415
Interests in jointly

controlled entities - - - - - - 105,578 105,578
Interests in associates - - - - - - 3,540 3,540
Fixed assets - - - - - - 1,780,290 1,780,290
Interests in leasehold land - - - - - - 249,688 249,688
Total assets 2,571,521 19,142,457 5,462,656 8,775,521 20,247,488 15,300,542 3,221,553 74,721,738
Liabilities
Deposits and balances

of banks and other

financial institutions 266,319 1,993,748 77,551 - - - - 2,337,618
Trading liabilities - 887,215 79,591 - 1,085 - - 967,891
Derivative financial

instruments - 2,585 3,224 15,229 127,750 6,768 - 155,556
Financial liabilities at

fair value through

profit or loss - 313,488 825,138 753,567 468,701 - - 2,360,894
Deposits from customers 14,131,537 29,499,888 9,106,301 1,504,690 63,624 - — 54,306,040
Certificates of deposit

issued - - 149,993 149,927 1,617,133 - - 1,917,053
Other accounts and accruals 327,271 588,765 176,828 357,161 508,398 291,687 290,109 2,540,219
Total liabilities 14,725,127 33,285,689 10,418,626 2,780,574 2,786,691 298,455 290,109 64,585,271

Net liquidity gap

(12,153,606) (14,143,232) (4,955,970) 5,994,947 17,460,797 15,002,087 2,931,444 10,136,467
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22 Share capital

Authorised:

300,000,000 shares (2005: 300,000,000 shares)

of HK$5 each

Issued and fully paid:

232,190,115 shares (2005: 232,190,115 shares)

of HK$5 each

23 Reserves

30/6/2006  31/12/2005
HK$'000 HK$'000

1,500,000 1,500,000

1,160,951 1,160,951

R
EERE R
Bank IREREH
BARGEM  premises Investment LiEfEME RE AR
Capital revaluation revaluation General  Retained A&t
reserve reserve reserve reserve  earnings Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

At 1 January 2006 57,500 1,341 146,956 1,003,730 7,765,989 8,975,516
Change in fair value

of available-for-sale

securities - - 84,049 - - 84,049
Disposal of

available-for-sale

securities - - 2,008 - - 2,008
Surplus on revaluation - 40,459 - - - 40,459
Change in deferred

taxation - (7,080) (2,094) - - (9,174)
Share of associates’

reserve - - 218 - - 218
Profit for the period - - - - 880,027 880,027
2005 Final dividend

paid - - - — (494,565) (494,565)
At 30 June 2006 57,500 34,720 231,137 1,003,730 8,151,451 9,478,538
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23 Reserves (continued)

X
EERE ELG
Bank B
BARGEM  premises Investment LR FEUF
Capital revaluation revaluation General  Retained aEt
reserve reserve reserve reserve  earnings Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

At 1 January 2005 57,500 - 138,085 1,003,730 7,249,259 8,448,574
Change in fair value of

available-for-sale

securities - - 23,121 - - 23,121
Disposal of

available-for-sale

securities - - (15,623) - - (15,623)
Surplus on revaluation - 1,625 - - - 1,625
Change in deferred

taxation - (284) 1,373 - - 1,089
Profit for the year - - - - 1,108,815 1,108,815
2004 Final dividend

paid - - - —  (459,737) (459,737)
2005 Interim dividend

paid - - - - (132,348) (132,348)

At 31 December 2005 57,500 1,341 146,956 1,003,730 7,765,989 8,975,516

(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) The general reserve is comprised of the previous years’ transfers from retained
earnings and inner reserve.

(c) As at 30 June 2006, HK$256,299,000 (31 December 2005: HK$253,112,000) was
earmarked as the regulatory reserve from the retained earnings. 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.

(d) The directors declared an interim dividend of HK$185,752,000 (2005: final dividend
of HK$494,565,000) after the period end which will be deducted as an appropriation
of retained earnings for the year ending 31 December 2006 (note 7).
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24 Segment reporting

(a) Class of business

business.

and capital market activities.

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

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.

TER
EERT
Retail and X0 H
corporate B 63 Hith % FEE
banking  Treasury Insurance Others Unallocated Group
HK$'000 HK$000 HK$000 HK$000 HK$000 HK$000
Six months ended
30 June 2006
Interest income from
— exkernal customers 1,134,028 751,694 26,462 7,606 - 1,919,790
— other segments 837,106 504,322 10,134 5,896 - 1,357,458
Interest expense to
— exernal customers (1,042,966)  (201,473) - - - (1,244,439)
— other segments (512,588)  (834,437) - (10,433) - (1,357,458)
Net interest income 415,580 220,106 36,596 3,069 - 675,351
Insurance operating income
from external customers - - 191,878 - - 191,878
Other operating income
from external customers 78,468 37,752 (4,288) 146,386 - 258,318
Operating income 494,048 257,858 224,186 149,455 — 1,125,547
Operating expenses (180,950) (10,893) (15,653) (44,210) (58,044)  (309,750)
Operating profit/(loss) before
impairment allowances 313,098 246,965 208,533 105,245 (58,044) 815,797
Charge for impairment
allowances (58,940) - - - - (58,940)
Charge for insurance claims - - (145,452) - - (145,452)
Operating profit/(loss) 254,158 246,965 63,081 105,245 (58,044) 611,405
Gain/(loss) on fixed assets
and investments 1,313 - 4,560 (16) (679) 5,178
Revaluation surplus on
investment properties - - - 418,003 - 418,003
Share of net profits of
jointly controlled entities
and associates — — 8201 3,000 - 11,201
Profit/(loss) before taxation 255,471 246,965 75,842 526,232 (58,723) 1,045,787
Depreciation charge 13,601 749 786 4,544 4,190 23,870
Capital expenditure 17,885 1,110 308 26,929 2,833 49,065
At 30 June 2006
Segment assets 42,887,315 32,579,546 1,692,619 963,554 2,052,826 80,175,860
Segment liabilities 58,185,081 8,534,970 1,339,211 1,030,926 446,183 69,536,371
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24 Segment reporting (continued)

(a) Class of business (continued)

Six months ended
30 June 2005

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

Net interest income
Insurance operating income
from external customers

Other operating income
from external customers

Operating income
Operating expenses

Operating profit/(loss) before
impairment allowances

Write back of impairment
allowances

Charge for insurance claims

Operating profit/(loss)

(Loss)/gain on fixed assets
and investments

Revaluation surplus on
investment properties

Revaluation deficit on
premises

Share of net profits of
jointly controlled entities
and associates

Profit/(loss) before taxation

Depreciation charge
Capital expenditure

At 31 December 2005

Segment assets

TER
EERT
Retail and AOE
corporate & RIg Hi % rEE
banking  Treasury Insurance Others Unallocated Group
HK$'000 HK$000 HK$000 HK$000 HK$'000 HK$'000
614,692 502,508 20,709 16,436 - 1,154,345
520,417 253,052 3,010 1,510 - 777,989
(520,459) (92,192) - - - (612,651)
(256,169)  (519,205) - (2,615) - (777,989)
358,481 144,163 23,719 15,331 - 541,694
- - 181,143 - - 181,143
87,788 6,021 (10,962) 120,243 - 203,090
446,269 150,184 193,900 135,574 - 925,927
(172,620) (10,828) (12,460) (33,907) (53,498)  (283,313)
273,649 139,356 181,440 101,667 (53,498) 642,614
3,039 - 17 - - 3,056
- - (136,851) - - (136,851)
276,688 139,356 44,606 101,667 (53,498) 508,819
4) 4 100 - (109) 9)
- - - 119,847 - 119,847
_ - — (79) - (79)
- - 1,148 1,231 - 2,379
276,684 139,360 45,854 222,666 (53,607) 630,957
15,901 612 574 4,251 2,833 24,171
7,536 54 351 1,192 695 9,828
40,370,845 30,229,282 1,697,819 871,565 1,552,227 74,721,738
54,665,204 7,436,462 1,213,182 940,482 329,941 64,585,271

Segment liabilities

(b) Geographical area

The Group operates predominantly in Hong Kong. Less than 10% of the
Group’s income, profit, assets, liabilities, contingent liabilities or
commitments is attributable to the Group’s overseas operations.
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25 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:

30/6/2006 31/12/2005
HK$'000 HK$'000
Contractual amount

Direct credit substitutes 609,812 668,973
Transaction-related contingencies 31,028 33,324
Trade-related contingencies 457,048 443,470
Other commitments with an original

maturity of

— under one year or which are

unconditionally cancellable 8,876,168 8,754,398
— one year and over 4,911,369 3,972,191

14,885,425 13,872,356

Credit risk weighted amount 3,512,869 3,126,488

26 Capital and lease commitments

(a) Capital commitments
30/6/2006  31/12/2005
HK$'000 HK$'000

Contracted but not provided for 35,754 24,353

(b) Lease commitments
At 30 June 2006 and 31 December 2005, the Group had the following future
aggregate minimum lease payments under non-cancellable operating leases:
30/6/2006  31/12/2005

HK$'000 HK$'000

Land and buildings

— Not later than one year 9,542 10,069

— Later than one year and not later
than five years 9,521 13,947
19,063 24,016
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27 Other operating lease arrangements

At 30 June 2006 and 31 December 2005, the Group had contracted with tenants

for the following future minimum lease receivables:

30/6/2006  31/12/2005
HK$'000 HK$'000
Land and buildings
— Not later than one year 56,509 51,696
— Later than one year and not later
than five years 59,150 23,724
115,659 75,420

activities before taxation

28 Notes to condensed consolidated cash flow statement

(a) Reconciliation of operating profit to net cash inflow/(outflow) from operating

B#ENB=THLAEAR
Six months ended 30 June

2006 2005
HK$'000 HK$'000
Operating profit 611,405 508,819
Charge for/(write back of) impairment
allowances on loans and advances 58,940 (3,056)
Depreciation 23,870 24,171
Operating lease charges on leasehold land 2,086 2,086
Amortisation of discount/premium on
available-for sale securities and
held-to-maturity securities (48,340) (21,544)
Change in money at call and short notice (453,515)  (150,220)
Change in treasury bills maturing beyond
three months (387,708) 250,471
Change in placements with banks and other
financial institutions maturing beyond
three months (897,829) 244,526
Change in trade bills (9,728) (54,895)
Change in certificates of deposit held maturing
beyond three months 124,381 501,197
Change in trading securities 54,464 4,909
Change in derivative financial instruments 108,874 (39,652)
Change in financial assets at fair value
through profit or loss 584,292 (947,576)
Change in advances and other accounts (2,188,821) (3,757,650)
Change in deposits and balances of
banks and other financial institutions
maturing beyond three months (77,551) 77,723
Change in trading liabilities @) (51,447)
Change in financial liabilities at fair value
through profit or loss 907,206 506,554
Change in deposits from customers 3,480,261 (4,822)
Change in certificates of deposit issued (34,633) (287,121)
Change in other liabilities 327,660 (172,393)
Net cash inflow/(outflow) from operating
activities before taxation 2,185,307 (3,369,920)
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28 Notes to condensed consolidated cash flow statement (continued)

(b) Analysis of the balances of cash and cash equivalents

30/6/2006 30/6/2005
HK$'000 HK$'000
Cash and balances with banks and other
financial institutions 1,042,357 1,053,692

Money at call and short notice
Treasury bills with original maturity within

17,361,868 13,247,287

three months 1,179,678 1,012,365
Placements with banks and other financial

institutions with original maturity

within three months 2,343,293 2,086,434
Certificates of deposit held with original

maturity within three months 147,315 55,960

Deposits and balances of banks and other
financial institutions with original maturity
within three months

Short positions in Exchange Fund Bills
and Notes

(2,350,781) (1,850,995)

(1,023,435)  (462,525)

18,700,295 15,142,218

29 Assets pledged as security

(a) At 30 June 2006, a certificate of deposit of US$7,200,000 (equivalent

to HK$55,925,000; 31 December 2005: US$7,200,000, equivalent to
HK$55,837,000) has been 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.

(b) At 30 June 2006, Hong Kong Exchange Fund Bills and Notes totalling

HK$1,026,059,000 (31 December 2005: HK$969,050,000) which are mainly
included in “Cash and short-term funds” (note 9), have been 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 (note 18).
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30 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 them. In addition to the
transactions and balances disclosed elsewhere in the accounts, all other material
related party transactions entered into by the Group are as follows:

LR GFEFIT

AZOOARENH

R R Y

- B

- £
BE_OONRFEAH
=FHEAMEA Rk
UG B A £ 2 A
- FIEWA

- HAhE A

BE_OOAREAH
=T HIEABARNE
HPHREALZER
- MEH

B

— R

A FTE HittEH
EHIESE TBAE BAL
Jointly Key Other
controlled  E#/AF management elated a5t
entities  Associates personnel parties Total
HK$'000 HK$'000 HK$'000 HK$000 HK$'000
Aggregate amounts
outstanding at
30 June 2006
(FERH)
(note a)
— Loans 32,300 - 10,779 213,307 256,386
— Deposits 511,332 2,867 263,511 1,130,348 1,908,058
Income for the six months
ended 30 June 2006
received from related
parties
— Interest income - - 313 5,921 6,234
— Other operating income 1,647 155 - 540 2,342
1,647 155 313 6,461 8,576
Expenses for the six months
ended 30 June 2006
paid to related parties
— Interest expenses 11,153 92 4,701 21,951 37,897
— Operating expenses 1,003 - - 3,450 4,453
— Net insurance operating
expenses 2,984 11,973 - - 14,957
15,140 12,065 4,701 25,401 57,307
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30 Related party transactions (continued)

#HE IE HittBER
mHIER THAR BAL
Jointly Key Other
controlled  Et& /A F management elated a5t
entities  Associates personnel parties Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Aggregate amounts
outstanding at
31 December 2005
(FEEHD)
(note a)
— Loans 32,300 - 11,262 202,432 245,994
— Deposits 598,517 25,889 236,643 1,016,381 1,877,430
Income for the six months
ended 30 June 2005 received
from related parties
— Interest income - - 105 3,788 3,893
— Other operating income 1,473 155 - 553 2,181
1,473 155 105 4,341 6,074
Expenses for the six months
ended 30 June 2005 paid
to related parties
— Interest expenses 4,764 9 2,432 9,550 16,755
— Operating expenses 547 - - 2,910 3,457
— Net insurance operating
expenses 2,034 9,108 - - 11,142
7,345 9,117 2,432 12,460 31,354

Key management compensation

Salaries and other short-term benefits

Retirement benefits

(b) No impairment allowances have been recognised in respect of loans granted to related

parties (31 December 2005: Nil).

BESA=1+BHiLEAR
Six months ended 30 June

2006 2005
HK$'000  HK$'000
19,206 18,115
1,335 1,179
20,541 19,294

C BRTLEEHES L ZIE  (a) The loans to jointly controlled entities are interest free.
A -



il 7o 11 15 & FY
SUPPLEMENTARY FINANCIAL INFORMATION

The following information is unaudited and disclosed as part of the accompanying
information to this condensed interim accounts.

DUR 22 ffi 2 Bk R A R H 2
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(m)EARAEZERAHELLILE 1 Capital adequacy and liquidity ratios

BATE R IR
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30/6/2006  31/12/2005
Capital adequacy ratio 16.9% 17.6%
Adjusted capital adequacy ratio 16.9% 17.6%

#ENB=tHLAEAR
Six months ended 30 June
2006 2005

Liquidity ratio 45.0% 47.8%

The capital adequacy ratio represents the consolidated ratio of the Bank and certain
subsidiaries, as specified by the Hong Kong Monetary Authority as at 30 June 2006
and 31 December 2005 computed in accordance with the Third Schedule of the
Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated ratio of the Bank
and certain subsidiaries, as specified by the Hong Kong Monetary Authority as at
30 June 2006 and 31 December 2005 computed in accordance with the guideline
of “Maintenance of Adequate Capital Against Market Risks” issued by the Hong
Kong Monetary Authority taking into account both credit risk and market risk.

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 Hong Kong Monetary Authority during the period in

accordance with the Fourth Schedule of the Hong Kong Banking Ordinance.
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2 Components of capital base after deductions

The capital base after deductions used in the calculation of the above capital
adequacy ratio as at 30 June 2006 and 31 December 2005 and reported to the Hong

Kong Monetary Authority is analysed as follows:

Core capital:
Paid up ordinary share capital
Reserves

Supplementary capital:
Reserves on revaluation of land
and interests in land
Collective impairment allowances
and regulatory reserve
Reserves on revaluation of holding of
securities not held for trading purposes

Gross value of supplementary capital
Eligible value of supplementary capital
Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

30/6/2006  31/12/2005
HK$000  HK$000
1,160,951 1,160,951
5015522 5743584
7,076,473 6,904,535
824,416 824,416
387,138 363,089
26,616 16,869
1,238,170 1,204,374
1,238,170 1,204,374
8,314,643 8,108,909
(397,981)  (397,963)
7,916,662 7,710,946

The components of capital base after deductions include those of the Bank and
certain subsidiaries, as specified by the Hong Kong Monetary Authority, and are
determined in accordance with the Third Schedule of the Hong Kong Banking

Ordinance.
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3 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:

L LR EERIHOT

30/6/2006  31/12/2005

HK$'000 HK$'000
HEEE Spot assets 20,023,033 17,359,236
HEAHE Spot liabilities (17,718,196) (16,249,387)
SEHE A Forward purchases 77,343 620,695
EE T Forward sales (450,089) (60,941)
HA ME 13 %A Net option position 5,004 8,887
E %34 Net long position 1,937,095 1,678,490
FERE M B Net structural position 67,576 67,469

MHEREFHZRBERTBSME
MR ERE R
PEABE S TGEE -

The net option position is calculated based on the model user approach set out in
the prudential return “Foreign Currency Position” issued by the Hong Kong

Monetary Authority.

(m)aEEH 4 Segmental information
B RITEQEZXEFREH (a) Gross advances to customers by industry sectors
30/6/2006  31/12/2005
HK$'000 HK$'000
EFEBHFEHZEX Loans for use in Hong Kong
TRE5 Industrial, commercial and financial
Y ST R Property development 4,046,045 3,209,419
YIERE Property investment 9,901,618 8,889,515
S Financial concerns 523,826 435,494
Jhe S A A Stockbrokers 1,650 2,257
MR rEEE Wholesale and retail trade 370,013 413,768
BB Manufacturing 460,035 469,464
S WA By E W % Transport and transport equipment 1,362,270 1,304,236
H Others 4,068,057 3,441,451
EPN Individuals
WE EEZEHEZ#H, Loans for the purchase of flats in the
TFOAZEERE Home Ownership Scheme, Private
THEEHEHE MT Sector Participation Scheme and
CEE Tenants Purchase Scheme 2,131,657 2,272,313
Loans for the purchase of other
BEHEMTEYWENEDR residential properties 10,276,403 10,639,364
EFEHEEZ Credit card advances 333,680 573,860
H Others 1,396,238 1,409,457
& o & Trade finance 666,519 570,760
35,538,011 33,631,358
EEELIMERZE & Loans for use outside Hong Kong 3,128,322 3,224,189
38,666,333 36,855,547
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4 Segmendl information (continued)

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

impaired loans

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

Gross advances to customers
Hong Kong

Other areas

Overdue advances

Hong Kong

Impaired loans

Hong Kong

30/6/2006  31/12/2005
HK$'000 HK$'000
37,207,629 35,321,082
1,458,704 1,534,465
38,666,333 36,855,547
210,887 184,723
247,165 247,248
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4 Segmendl information (continued)

(c) Cross-border claims

The Group analyses cross-border claims by exposures of 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:

30 June 2006

Asia Pacific excluding
Hong Kong

North and South America

Europe

31 December 2005

Asia Pacific excluding
Hong Kong

North and South America

Europe

BITREM

SRIHEE
Banks and A& i&iE
other Public

financial sector Hith A&t
institutions entities Others Total

HK$'000 HK$000 HK$'000 HK$'000

10,989,667 53,827 1,550,426 12,593,920

1,266,906 1,110,071 1,683,341 4,060,318

13,451,853 — 477,341 13,929,194

6,383,983 52,369 1,910,649 8,347,001

2,163,512 1,609,305 1,649,587 5,422,404

14,316,823 — 395,481 14,712,304
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5 Overdue and rescheduled assets
(a) Overdue advances

The Group’s overdue advances to customers are analysed as follows:

30/6/2006 31/12/2005
HEFEN EEFEN
BEZEM gzt
% of total % of total
advances to advances to
HK$'000 customers HK$'000 customers
Gross amount of advances
which have been overdue for:
Six months or less, but over
three months 100,005 0.26 79,959 0.21
One year or less, but over
six months 52,744 0.14 35,830 0.10
Over one year 58,138 0.15 68,934 0.19
210,887 0.55 184,723 0.50
Secured overdue advances 147,572 127,878
Unsecured overdue advances 63,315 56,845
210,887 184,723
Market value of collateral
held against the secured
overdue advances 271,076 175,155
Individual impairment
allowances made 56,426 58,412

At 30 June 2006 and 31 December 2005, there were no advances to banks and other

financial institutions which were overdue for over three months.



(R)EHEREEHEE(E) 5 Overdue and rescheduled assets (continued)

2 HhGHEE (b) Other overdue assets
AEEH s HMBHEEST The Group’s other overdue assets are analysed as follows:
mE
30/6/2006 31/12/2005
BEREBR [EEHAE HEEBR  EHAR
Trade  Accrued Trade  Accrued
bills interest bills interest

HK$000 HK$000 HK$000 HK$'000

Gross amount of other assets

HiErEEsE s which have been overdue for:
Six months or less, but over
ZMALUEENSEA three months 8,069 2,091 6,855 1,301
One year or less, but over
SEBLL EE—F six months 8,028 2,543 520 2,458
—E Over one year 235 12,194 - 9,952

16,332 16,828 7,375 13,711

R BRELE (c) Rescheduled advances
AREEREMHESH (SR The Group’s rescheduled advances (net of those which have been overdue for over
HAEEE =8 B YA Bk () IE R three months and reported in item (a) above) are as follows:
FIBR 2 EFHO AT -
30/6/2006 31/12/2005
HEFER EEFER
REZEMT #EzE o
% of total % of total
advances to advances to

HK$'000  customers HK$'000  customers

Rescheduled advances to

REMHEFEER customers 107,568 0.28 125,244 0.34
A_OOARESNHA=ZF+HERZ0 At 30 June 2006 and 31 December 2005, there were no rescheduled advances to banks
ORE+—_H=1+—H H%EE& and other financial institutions.

Kl A A A B

T WEEE (d) Repossessed assets
30/6/2006 31/12/2005
HK$'000 HK$'000
W |1 T Market value of repossessed assets 17,894 7,550
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Financial risk management

The Group has established policies and procedures for the identification,
measurement, control and monitoring of credit, liquidity, foreign exchange,
interest rate and market 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.

(a) Strategy in using financial instruments

By their nature, the Group’s activities are principally related to the use of
financial instruments which include debt, equity and other securities and
certain off balance sheet derivatives. Derivatives are contracts whose value is
derived from one or more underlying financial instruments or indices defined
in the contract. They mainly include forwards, futures, swaps and options in
foreign exchange, interest rate and equity contracts.

The Group accepts deposits from customers at both fixed and floating rates,
and for various periods, and seeks to earn interest margins by investing these
funds in high-quality assets. The Group seeks to increase these margins by
consolidating short-term funds and lending for longer periods at high rates,
while maintaining sufficient liquidity to meet all claims that might fall due.

The Group also seeks to earn interest margins through lending to commercial
and retail borrowers with a range of credit standings. Such exposures involve
not just on-balance sheet loans and advances, but also guarantees and other
commitments such as letters of credit, and other performance bonds.

The Group trades in financial instruments where it takes positions in traded and
over-the-counter instruments, including derivatives, to take advantage of short-
term market movements in equities and debt securities and in currencies and
interest rates. 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.
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- EERE (b) Credit risk
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The Group takes on exposure to credit risk, which is the risk that a counterparty
will be unable to pay amounts in full when due. It arises from the lending, trade
finance, treasury, derivatives and other activities undertaken by the Group.
Impairment allowances are made for losses that have been incurred at the
balance sheet date. Significant changes in the economy, or in the health of a
particular industry segment, could result in losses that are different from those
provided for at the balance sheet date. Management therefore carefully manages
its exposure to credit risk.

The Group’s credit policy defines credit extension criteria, the credit approval,
review and monitoring processes, and the system of loan classification and
provision.

The Group manages all types of credit risk on a prudent basis by evaluating the
creditworthiness of different types of counterparties based on an assessment of
business, financial, market and industry sector and collateral information
applicable to the types of credit extended. To mitigate the risk, the Group
obtains collateral where appropriate. All credit decisions, whether or not
secured by collateral, are based on counterparties’ repayment capacity.

When a new product development opportunity is identified, a committee
comprising the senior management and the business managers concerned is
organised to review the product risk assessment and implementation plan,
which are also subject to internal audit checking. All new products are required
to be approved by the Executive Committee.

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, limits and asset quality are regularly
monitored and controlled by management and subject to checks by the internal
audit function.
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6 Financial risk management (continued)

(b) Credit risk (continued)

The exposure to any one borrower including banks and other financial institutions
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.

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. The Group’s overall exposure to credit risk on derivative
instruments subject to master netting arrangements can change substantially
within a short period, as it is affected by each transaction subject to the
arrangement.

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 events that a
customer cannot meet its obligations to third parties. These instruments carry

the same credit risk as loans.

Commitments to extend credit represent unused portions of authorisations to
extend credit 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.



GOEMEABEE(E)

A HERE

A S [ i A 38 o2 i % TR 7 1 F R T 35 R
LA (BIA0 SR~ BE R R i S i 2
B BB REE RERKELLZ
B - AEE SRR B E M
REkRFEIENRZESFRTETH -
A EREEZ R EZ T GEE

HHEREERGE S HR SR
A S [ 17 AN (5 3 B o i 1 v R
JABE 5 DL R st BUE ~ RIEGE RS BR X
IEERPRER S B MR - AT FH
et ftE  EEREERAETS
BBAERCRHRAE - WILER iR
T 38 22 54 %) F 5 — B JF 5 5 o e o 9 3L
FIEAT - T A S 81 2 R R A0 TR o S s o
T kA - DU OR A28 B E < BB
IREGETTR S - FrA IR E . TH H HH
R 2 BRI FE e W B S A B L
BERERAREEZEGRE

AT RETBHENEARREE_OOR
FAAZTHIEABAR - €55k
H BR T B A R B P A (RS B
HE AR 25O S A A ) By
WET =BT (ZOOLFERBRAO+E
ZE=T0) - REFHPHRACEER
R —H—-+=ENTIT(ZO0nL%#
RE¥ - +HEELTIT)

6 Financial risk management (continued)
(c) Market risk

The Group takes on exposure to market risk, which is the risk of loss in
assets, liabilities and commitments arising from the net effect of changes
in market rates and prices, such as interest rates, currency and equity
products. The Group’s market risk primarily arises from its positions in
foreign exchange, securities and derivatives in its trading book. All these
positions are exposed to general and specific market movements.

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 amounts,
outstanding balances and 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 separate 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.

The average daily revenue for the six months ended 30 June 2006 earned
from market risk-related activities by the Bank and certain subsidiaries,
including trading-related net interest income and other revenue was
HK$730,000 (2005: HK$503,000). The standard deviation of this daily
revenue was HK$1,134,000 (2005: HK$1,249,000).

HE_OORFAAZ+HLEREAZHBRAKBRKWAEBE S HIER
DAILY DISTRIBUTION OF MARKET RISK REVENUE FOR THE SIX MONTHS ENDED 30 JUNE 2006
35
30
£
g2
o
FRD
E1s
z
& 10
m
5
0
<50 50 45 40 35 30 25 20 15 10 05 00 05 10 15 20 25 30 35 45 50 50
AMEZtE HKS Million S BWA Daily Revenue
BZEZZ_OOREAA=Z+HLERNEAZHHZEABRKVAZTSE S HIER
DAILY DISTRIBUTION OF MARKET RISK REVENUE FOR THE SIX MONTHS ENDED 30 JUNE 2005
35
30
§ 25
220 i i
2
E15 H H H 5
z
& 10 4 H H H H
m
s i 1 111
0 r T T T T T T T T T T T T T T T T T T T T T 1
<50 50 45 40 35 30 25 20 15 10 05 00 05 10 15 20 25 30 35 40 45 50 50
AwE&Tat HKS Million #BKA Daily Revenue

a7



il 7o B 5 & F

SUPPLEMENTARY FINANCIAL INFORMATION

GOEMEABEE(E)

T

48

BHERE

BATH SNSRI B &2 B AREN
WA IR LRI G 0 & - AN SR 2 S HE T By
FEUEM BN E R H SR
THRBECERTRER -

HHEERGLUERREERBER  HER
BRATH 2R B IR - B35 e & H 9 i
W e R B R A L INE RS B IR
ShEH o Wl S - BMRIIEE -

FH % 5 A8 B TS A o A M J e (R % i ¢
EHREEF RN ERDIME)  —kE
BLEC % PR S s 5 2 s B - DU
BB L H A L HME B &5 & 5% A 1 8E
ST W A 4 RO B A R B -

I & m B

BTG AR A B & 2 B AR AP
8 ML 1) i e e B0 <6 970 S M R B~ P
B B PV Jal e /5 5 < b T B (B R BB 3
17 85 M =R el A i e B S L e - < A
RIS 8 &R T E 2 B S0 R
555 1) =5 S 488 i 6 B RO L B -

FRA A R E) > SR REE N > EFF]
LB AT AT BB o SIS T AE
D ESIEEGE  AGEE CEE A BOR Rl
DEREE S 2R B AR NEER
REFAEH > DR AR B EREGHEE
ZIRELAEZEEH - BRFAEHGH
AR EREFLEREHAREEZES

[

I 398

i A ) Ja B B 2 T O TE TR BRI R
FREHFHNERAZEERFZE K
FTAE JE BB FR AR P 0 5 RIS A i DU A

6

(d)

(e)

Financial risk management (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.

Interest rate risk

The Group takes on exposure to the effects of fluctuations in the prevailing
levels of market interest rates on both 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.



6 Financial risk management (continued)

(MEMEREER(E)

B nEssRE (f) Liquidity risk

TRENE & A 5 $8 AR L B R e DL B A%
TR GEEFMET RKMHBHENE S
Bz B - 7 S E 5 K A 8 AR B
SEIR  DUEMRBRREER ~ EHHRE -
FAFER - BRI - BREENTK
DRrFkBRESREMASHETETH
oK

ALETE FBOR R R S HEE
AR AR CTREE - HERAEBEHRE

JE AT P VIR - AN e I 5 R AL
(=R & > MINAREZ VFIRE&E
SHEREGREERBEERNESIZZ
Thoe

AEEEHERBESILE EREEER
H A B EAMR B 2 BR%E - DU (R AR SE B g
NEMEESTE K - MTAEREIHE L ®E
HEYZUE o B R K E R ERE T
RS AIHEEAREEZEGIT -

AEEMEFEEKEW SRR EEE
DURERS A ] FEET KRB EFE K - FE
R R A EEFRRENE S BRI -

Liquidity risk is the risk to earnings or capital due to failure of the Group

to meet its funding requirements or to execute a transaction at a reasonable
price. The Group is exposed to daily calls on its available cash resources
from overnight deposits, current accounts, maturity deposits, loan draw-
downs and guarantees, and from margin and other calls on cash-settled
derivatives.

The Group has established policies and systems to monitor the liquidity of
its assets, liabilities and commitments and to ensure that the Group maintains
an assured capacity to meet all obligations as they fall due. As disclosed
in note 1 of the supplementary financial information of the accounts, the
Group's average liquidity ratio for the period was well above the statutory
minimum of 25%.

Limits for liquidity ratio, loan-to-deposit ratio and other maturity positions
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.

A prudent level of realisable liquid assets is also maintained by the Group

to meet unexpected and material cash requirements. Stress testing on the
Group’s liquidity position is regularly performed.
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Interim Dividend

The Directors are pleased to declare an interim dividend of HK$0.80 per share
to be paid on or after 27 September 2006 to shareholders registered on 27
September 2006.

Closure of Register of Members

The Register of Members will be closed from 20 September 2006 to 27
September 2006, both days inclusive, during which period no transfer of shares
will be registered. In order to qualify for the above dividend, all transfers,
accompanied by the relevant share certificates, must be lodged with the Bank’s
Registrars, Computershare Hong Kong Investor Services Limited (46th Floor,
Hopewell Centre, 183 Queen’s Road East, Hong Kong) for registration not
later than 4 p.m. on Tuesday, 19 September 2006.

Substantial Shareholders

At 30 June 2006, the register of substantial shareholders maintained under
section 336 of Part XV 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:

HEETT
4y =L 0
Percentage
Fi ¥ B 81 of issued
Number of shares share capital
HZEERAT Wu Jieh Yee Company Limited 65,524,929 28.22
HERBRERAT Wu Yee Sun Company Limited 57,811,241 24.90
HEERAT Yee Hong Company Limited 25,571,406 11.01
KEGEEERAH Wings Investment Company Limited 21,926,920 9.44
EEEEAGREAT Hopes Enterprises Limited 11,638,204 5.01
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Notes:

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

@ This includes the shares held by Hopes Enterprises Limited in which Wings
Investment Company Limited holds a controlling interest.

All the interests stated above represent long positions. No short positions were
recorded in the register maintained under section 336 of the Hong Kong
Securities and Futures Ordinance as at 30 June 2006.



EEZkRAESR

BATERTEB(EFRIPERIDE=T "
Mtz BELMaTicsk  SBEATHERERER
TTBU? BRI RZOOARNFEAH=FTHK
ERAEARTZIRAESOT

Directors’ Interests in Shares

At 30 June 2006, the interests of the directors and chief executive in the shares
of the Bank as recorded in the register maintained under section 352 of the
Hong Kong Securities and Futures Ordinance or as notified to the Bank were

as follows:

FiRE
Number of shares
HERTT
R zE Rt
BAESE FRE#Es:  Higs Percentage
Personal Family Other g of issued
interests interests interests Total share capital
HEE Michael Po-ko WU 194,184 84,166 - 278,350 0.12
kAl Patrick Po-kong WU 387,704 9,990 - 397,694 0.17
L% g Albert Po-cheung WU - - - - -
L35 3 Philip Po-him WU 241,115 - - 241,115 0.10
(frEesas) (Chief Executive)
HE 5 Ivan Po-young WU - - - - -
b Che-shum CHUNG 3,373 - - 3,373 0.00
il Siu-chan NG - - - - -
‘m]yﬂ)]% Norman Nai-pang LEUNG - - - - -
#E Lincoln Hung-leung SOO - - - - -
0 e Anthony Shang-fung WU 30,474 - - 30,474 0.01
£l Shung-kwong TSANG 4,665 9,126 - 13,791 0.01
E s Kenneth Ngai-keung MA - - - - -

(EEHE2RITESE) (Alternate to lvan Po-young WU)

{H i R Alice Shang-sze WU

(I E2RITESE) (Alternate to Albert Po-cheung WU)
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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 2006.

None of the directors have been granted, or have exercised, any rights to
subscribe for shares of the Bank.

At no time during the period was the Bank or its subsidiaries a party to any
arrangement to enable the directors and chief executive of the Bank to hold any
interests or short positions in the shares in, or debentures of, the Bank or its
associated corporations.

Purchase, Sale or Redemption of Shares
The Bank has not redeemed any of its shares during the six months ended 30

June 2006. Neither the Bank nor any of its subsidiaries has purchased or sold
any of the Bank’s shares during the period.
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Compliance with Disclosure Requirements

In preparing the interim results for the six months ended 30 June 2006, the
Bank has fully complied with the requirements set out in the guideline entitled
“Interim Financial Disclosure by Locally Incorporated Authorised Institutions”
issued by the Monetary Authority.

Corporate Governance

The Bank is committed to maintaining high standards of corporate governance.
Throughout the six months to 30 June 2006, the Bank has complied with all
applicable code provisions set out in the Code on Corporate Governance
Practices contained in Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”).

Code for 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 for Securities Transactions by Directors of Listed Issuers (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 2006 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.

Review of Interim Report
This interim report has been reviewed by the Bank’s Audit Committee.
Board of Directors

As at 16 August 2006, 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 Ilvan Po-young WU
and Mr Anthony Shang-fung WU and the independent non-executive directors
are Dr Siu-chan NG, Dr Norman Nai-pang LEUNG, Mr Lincoln Hung-leung
SOO and Mr Shung-kwong TSANG. Mr Kenneth Ngai-keung MA is the
alternate director to Mr lvan Po-young WU and Miss Alice Shang-sze WU is
the alternate director to Mr Albert Po-cheung WU.
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