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32 Segment reporting (continued)

(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.

33 Off balance sheet exposures

(a) 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:

�� ��
The Group The Bank

2004 2003 2004 2003
HK$’000 HK$’000 HK$’000 HK$’000

Contractual amount
Direct credit substitutes 690,857 216,949 585,310 203,962
Transaction-related

contingencies 16,097 19,887 16,097 19,887
Trade-related contingencies 444,175 348,123 444,175 348,123
Other commitments with an

original maturity of
– Under one year or which

are unconditionally
cancellable 6,610,161 6,208,972 6,677,311 6,292,843

– One year and over 3,589,888 3,224,186 3,589,888 3,224,186

11,351,178 10,018,117 11,312,781 10,089,001

Credit risk weighted amount 2,702,638 1,860,642 2,305,479 1,856,313
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33 Off balance sheet exposures (continued)

(b) Derivatives

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

�� ��
The Group The Bank
2004 2003 2004 2003

HK$’000 HK$’000 HK$’000 HK$’000
Contractual amount
Exchange rate contracts

Forward contracts
– Hedging 387,678 344,694 387,678 344,694
– Trading 113,218 135,729 113,218 135,729
Options written
– Trading 744,433 880,227 744,433 880,227
Options purchased
– Trading 776,920 950,064 807,503 957,680

2,022,249 2,310,714 2,052,832 2,318,330

Interest rate contracts
Futures contracts
– Trading – 1,005,000 – 1,005,000
Interest rate swaps
– Trading 110,210 38,815 110,210 38,815
– Hedging 3,695,648 2,054,641 3,695,648 2,054,641

3,805,858 3,098,456 3,805,858 3,098,456

Equity contracts
Options written
– Trading 551,620 473,386 551,620 473,386
Options purchased
– Trading 413,477 459,348 551,624 473,393

965,097 932,734 1,103,244 946,779

6,793,204 6,341,904 6,961,934 6,363,565

The trading transactions include positions arising from the execution of trade orders
from customers or transactions taken to hedge those positions.
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33 Off balance sheet exposures (continued)

(b) Derivatives (continued)
�� ��

The Group The Bank
2004 2003 2004 2003

HK$’000 HK$’000 HK$’000 HK$’000

Credit risk weighted amount
– Exchange rate contracts 5,236 8,326 5,350 8,364
– Interest rate contracts 34,056 15,255 34,056 15,255
– Equity contracts 15,876 14,539 18,741 14,905

55,168 38,120 58,147 38,524

Replacement cost
– Exchange rate contracts 1,027 5,485 1,027 5,485
– Interest rate contracts 90,594 27,902 90,594 27,902
– Equity contracts 3,643 1,395 4,385 1,405

95,264 34,782 96,006 34,792

The contractual amounts of these instruments indicate the volume of transactions
outstanding as at the balance sheet date and do not represent amounts at risk.

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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34 Capital and lease commitments

(a) Capital commitments
�� !�"

The Group and the Bank
2004 2003

HK$’000 HK$’000

Contracted but not provided for 5,140 14,203
Authorised but not contracted for 5,435 918

10,575 15,121

(b) Lease commitments

At 31 December, the Group and the Bank had the following future aggregate minimum
lease payments under non-cancellable operating leases:

�� !�"
The Group and the Bank

2004 2003
HK$’000 HK$’000

Land and buildings
– Not later than one year 8,458 8,263
– Later than one year and not later than five years 18,537 21,256

26,995 29,519

35 Other operating lease arrangements

At 31 December, the Group and the Bank had contracted with tenants for the following
future minimum lease receivables:

�� !�"
The Group and the Bank

2004 2003
HK$’000 HK$’000

Land and buildings
– Not later than one year 68,352 76,604
– Later than one year and not later than five years 37,514 56,301

105,866 132,905
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36 Notes to consolidated cash flow statement

(a) Reconciliation of operating profit to net cash inflow from operating activities
before taxation

2004 2003
HK$’000 HK$’000

Operating profit 1,198,986 1,019,044
(Write back of)/charge for bad and doubtful debts (113,890) 67,122
Depreciation 52,494 57,534
Amortisation of discount/premium on non-trading

securities and held-to-maturity securities 52,418 22,983
Income from non-trading securities and

held-to-maturity securities (428,351) (366,526)
Interest and dividends received on non-trading

securities and held-to-maturity securities 320,984 255,161
Change in money at call and short notice 606,413 315,800
Change in treasury bills maturing beyond three months 401,971 (98,362)
Change in placements with banks and other financial

institutions maturing beyond three months 274,115 769,574
Change in trade bills (30,720) 4,396
Change in certificates of deposit held maturing beyond

three months 171,662 316,910
Change in trading securities (57,507) 469,815
Change in advances and other accounts (2,131,327) 111,332
Change in deposits and balances of banks and other

financial institutions maturing beyond three months (273,182) 273,182
Change in deposits from customers 1,800,084 2,741,890
Change in certificates of deposit issued 511,555 612,985
Change in other liabilities (1,130,016) 2,267,237

Net cash inflow from operating activities
before taxation 1,225,689 8,840,077

(b) Analysis of the balances of cash and cash equivalents
2004 2003

HK$’000 HK$’000
Cash and balances with banks and other

financial institutions 1,048,321 1,124,478
Money at call and short notice 13,409,363 14,876,393
Placements with banks and other financial

institutions with original maturity within
three months 4,995,104 2,608,991

Treasury bills with original maturity within
three months 881,394 623,916

Certificates of deposit held with original
maturity within three months 394,587 266,631

Short positions in Exchange Fund Bills and Notes (217,497) (222,987)
Deposits and balances of banks and other

financial institutions with original maturity
within three months (2,251,077) (863,967)

18,260,195 18,413,455
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37 Assets pledged as security

(a) A certificate of deposit of US$7,200,000 (equivalent to HK$55,974,000;
2003: US$7,200,000, equivalent to HK$55,894,000) 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) As at 31 December 2004, Hong Kong Exchange Fund Bills and Notes
totalling HK$272,290,000 (2003: HK$1,034,954,000) which are mainly
included in “Cash and short-term funds” (note 13) 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 26).

38 Loans to officers

Loans made by the Bank to officers and disclosed pursuant to section
161B(4B) of the Hong Kong Companies Ordinance are as follows:

�� !"�#$
�� ! �� !"#$

Balance outstanding Maximum balance
at 31 December during the year

2004 2003 2004 2003
HK$’000 HK$’000 HK$’000 HK$’000

Aggregate amount
outstanding in respect
of principal and interest 5,750 6,841 7,503 8,779
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39 Related party transactions

During the year, the Bank granted loans to and received deposits from
related parties in the normal course of its business.  These related
parties are key management personnel of the Bank, close members of
their families and companies controlled or significantly influenced by
them.  The aggregate outstanding balance of the loans granted to and
the deposits received from related parties as at 31 December, and the
interest income and interest expense for the year on those loans
granted and deposits received are as follows:

2004 2003
HK$’000 HK$’000

Aggregate amounts outstanding
at the year end

–  Loans 238,994 219,328

–  Deposits 1,681,248 1,986,308

Interest income for the year on
loans to related parties 6,971 7,158

Interest expense for the year on
deposits from related parties 18,415 28,611

40 Recently issued accounting standards

The Hong Kong Institute of Certified Public Accountants has issued a
number of new and revised Hong Kong Financial Reporting Standards
and Hong Kong Accounting Standards (“new HKFRSs”) which are
effective for accounting periods beginning on or after 1 January 2005.

The Group has not early adopted these new HKFRSs in the financial
statements for the year ended 31 December 2004.  The Group has
already commenced an assessment of the impact of these new HKFRSs
but is not yet in a position to state whether these new HKFRSs would
have a significant impact on its results of operations and financial
position.

41 Approval of accounts

The accounts were approved by the board of directors on 23 February 2005.


