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For the year ended 31st December, 2003
(Expressed in thousands of Hong Kong dollars)

1.

PRINCIPAL ACTIVITIES
The Bank and its subsidiaries are engaged in commercial banking and related financial

services.

PRINCIPAL ACCOUNTING POLICIES

(a)

(b)

(c)

Statement of compliance

The accounts have been prepared in accordance with all applicable Statements
of Standard Accounting Practice (“SSAP") and Interpretations issued by the Hong
Kong Society of Accountants ("HKSA"), accounting principles generally accepted
in Hong Kong and the requirements of the Hong Kong Companies Ordinance.
These accounts also comply with the applicable disclosure provisions of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
and the module on "Financial Disclosure by Locally Incorporated Authorised
Institutions” under the Supervisory Policy Manual issued by the Hong Kong
Monetary Authority. A summary of the significant accounting policies adopted
by the Group is set out below.

Basis of preparation of the accounts

The measurement basis used in the preparation of the accounts is historical cost
modified by the revaluation of certain properties and the marking to market of
certain investment in securities and off-balance sheet financial instruments as
explained in the accounting policies set out below.

Investments in subsidiaries and controlled enterprises

A subsidiary, in accordance with the Hong Kong Companies Ordinance, is a
company in which the Group, directly or indirectly, holds more than half of the
issued share capital, or controls more than half of the voting power, or controls
the composition of the Board of Directors. Subsidiaries are considered to be
controlled if the Bank has the power, directly or indirectly, to govern the financial
and operating policies, so as to obtain benefits from their activities.

An investment in a controlled subsidiary is consolidated into the consolidated
accounts, unless it is acquired and held exclusively with a view to subsequent
disposal in the near future or operates under severe long-term restrictions which
significantly impair its ability to transfer funds to the Group, in which case, it is
stated in the consolidated balance sheet at fair value with changes in fair value
recognised in the investment revaluation reserve as they arise. The results of
subsidiaries acquired during the year are included in the consolidated profit and

loss account from the date of their acquisition.
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2. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(c)

(d)

Investments in subsidiaries and controlled enterprises (continued)

Intra-group balances and transactions, and any unrealised profits arising from
intra-group transactions, are eliminated in full in preparing the consolidated
accounts. Unrealised losses resulting from intra-group transactions are eliminated
in the same way as unrealised gains, but only to the extent that there is no

evidence of impairment.

In the Bank's balance sheet, an investment in a subsidiary is stated at cost less
any impairment losses (note 2(0)), unless it is acquired and held exclusively with
a view to subsequent disposal in the near future or operates under severe long-
term restrictions which significantly impair its ability to transfer funds to the
Bank, in which case, it is stated at fair value with changes in fair value recognised

in the investment revaluation reserve as they arise.

Associated companies
An associated company is an entity in which the Group or Bank has significant
influence, over its management, including participation in the financial and
operating policy decisions.

An investment in an associated company is accounted for in the consolidated
accounts under the equity method and is initially recorded at cost and adjusted
thereafter for the post acquisition change in the Group's share of the associated
company's net assets, unless it is acquired and held exclusively with a view to
subsequent disposal in the near future or operates under severe long-term
restrictions that significantly impair its ability to transfer funds to the Bank, in
which case it is stated at fair value with changes in fair value recognised in the
investment revaluation reserve as they arise. The consolidated profit and loss
account reflects the Group's share of the post-acquisition results of the associated
companies for the year, including any amortisation of positive or negative goodwill
charged or credited during the year in accordance with note 2(e).

Unrealised profits and losses resulting from transactions between the Group and
its associated companies are eliminated to the extent of the Group's interest in
the associated company, except where unrealised losses provide evidence of an
impairment of the asset transferred, in which case they are recognised immediately
in the profit and loss account.
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2. PRINCIPAL ACCOUNTING POLICIES [CONTINUED)
(d) Associated companies (continued)

(e)

()

In the Bank's balance sheet, its investments in associated companies are stated
at cost less impairment losses (note 2(0)), unless it is acquired and held exclusively
with a view to subsequent disposal in the near future or operates under severe
long-term restrictions that significantly impair its ability to transfer funds to the
Bank, in which case, it is stated at fair value with changes in fair value recognised
in the investment revaluation reserve as they arise.

Goodwill

Positive goodwill arising on consolidation represents the excess of the cost of
the acquisition over the Group's share of the fair value of the identifiable assets
and liabilities acquired. Positive goodwill is amortised to the consolidated profit
and loss account on a straight-line basis over not more than 20 years. In respect
of controlled subsidiaries, positive goodwill is stated in the consolidated balance
sheet at cost less any accumulated amortisation and any impairment losses (note
2(0)). In respect of acquisition of associated companies, the cost of positive
goodwill less any accumulated amortisation and any impairment losses (note
2(0)) is included in the carrying amount of the investments in associated
companies.

On disposal of a controlled subsidiary or an associated company during the year,
any attributable amount of purchased goodwill not previously amortised through
the consolidated profit and loss account is included in the calculation of the
profit or loss on disposal.

Advances and doubtful debts

(i) Advances to customers are measured at the cash consideration at the time
of drawdown and are stated in the balance sheet after deducting provisions
for estimated losses subsequently.

(i) Amounts have been set aside as general provisions for doubtful debts, and
in addition, specific provisions are made for non-performing loans following
guidelines established by the Directors. When there is no longer any realistic
prospect of recovery, the outstanding debt is written off.
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2. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(f)

(9)

(h)

Advances and doubtful debts (continued)

(i) All loans which are over 90 days past due, and which are not fully
collateralised, are automatically classified as non-performing. Interest
accrued on non-performing loans is not taken as income but credited to a
suspense account, which is netted in the balance sheet against the
appropriate balance sheet headings.

(iv) Repossessed assets continue to be treated as securities for loans and
advances. Provision has been made on the shortfall between the carrying
amount of the loans and advances and the expected net sales proceeds
from realisation of the repossessed assets.

Interest and fees

Interest income and expense are accrued on a time-apportioned basis on the
principal outstanding and at the rate applicable except in the case of interest on
non-performing loans (note 2(f)(iii)). Interest income from dated debt securities
intended to be held to maturity is recognised as it accrues, as adjusted by the
amortisation of the premium or discount on acquisition, so as to achieve a constant
rate of return over the period from the date of purchase to the date of maturity.
Fee income and expense are recognised when earned or incurred, except where
the fee is charged to cover the costs of a continuing service to, or risk borne for,
the customer, or is interest in nature. In these cases, the fee is recognised on an
appropriate basis over the relevant period.

Dividend income from unlisted investments is recognised when the shareholder's
right to receive payment is established. Dividend income from listed investments
is recognised when the share price of the investment goes ex-dividend.

Income tax

Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the profit and loss account except to the extent that
they relate to items recognised directly in reserves, in which case they are
recognised in reserves.

Current tax is the expected tax payable on the taxable income for the year, using
tax rates enacted or substantively enacted at the balance sheet date, and any
adjustment to tax payable in respect of previous years.
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2. PRINCIPAL ACCOUNTING POLICIES [CONTINUED)
(h) Income tax (continued)

(i)

Deferred tax assets and liabilities arise from deductible and taxable temporary
differences between the carrying amounts of assets and liabilities for financial
reporting purpose and the tax bases respectively. Deferred tax assets also arise
from unused tax losses and unused tax credits.

Deferred tax liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are recognised to the extent that it is probable
that taxable profits will be available, against which deductible temporary
differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply in the year
when the liability is settled or the asset is realised. Deferred tax assets and liabilities
are not discounted. The carrying amount of deferred tax assets/liabilities is
reviewed at each balance sheet date and is reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to allow the related
tax benefit to be utilised.

Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred tax
liabilities if, and only if, the Bank or the Group has the legally enforceable right
to set off current tax assets against current tax liabilities. The principle of offsetting
usually applies to income tax levied by the same tax authority on the same

taxable entity.

Translation of foreign currencies

Foreign currency transactions during the year are translated into Hong Kong
dollars at the exchange rates ruling at the transaction dates. Monetary assets
and liabilities denominated in foreign currencies are translated into Hong Kong
dollars at the exchange rates ruling at the balance sheet date. Exchange gains
and losses are dealt with in the profit and loss account.

The accounts of overseas branches and subsidiaries are translated into Hong
Kong dollars at the average exchange rates for the year; balance sheet items are
translated into Hong Kong dollars at the rates of exchanges ruling at the balance
sheet date. The resulting exchange differences are dealt with as movements in

reserves.
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2. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(j) Tangible fixed assets and depreciation

(i)

(iii)

(iv)

In preparing these accounts, advantage has been taken of the transitional
provisions set out in paragraph 80 of SSAP 17 "Property, Plant and
Equipment” issued by the HKSA, with the effect that bank premises have
not been revalued to fair value at the balance sheet date.

Equipment, comprising furniture, plant and other equipment, is stated at
cost less depreciation calculated on a straight-line basis to write off the
assets over their estimated useful lives, which are generally between 3 to
10 years.

No amortisation is provided on freehold land. Leasehold land is amortised
in equal annual instalments over the remaining term of the lease. Buildings
are amortised by equal instalments over the estimated useful lives which in

no case exceed 50 years.

Investment properties are stated in the balance sheet at their open market
values which are assessed annually by professional qualified valuers. Any
surplus or deficit arising on revaluation is treated first as a movement in
the investment property revaluation reserve and, to the extent that
accumulated deficits exceed surpluses, subsequently as a charge to the profit
and loss account.

(k) Investments in securities

0]

Dated debt securities that the Group and/or the Bank have the ability and
intention to hold to maturity are classified as held-to-maturity securities.
Held-to-maturity securities are stated in the balance sheet at amortised

cost less any provisions for diminution in value.

The carrying amounts of held-to-maturity securities are reviewed as at the
balance sheet date in order to assess the credit risk and whether the carrying
amounts are expected to be recovered. Provisions are made when carrying
amounts are not expected to be recovered and are recognised as an expense
in the profit and loss account.
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2. PRINCIPAL ACCOUNTING POLICIES [CONTINUED)
(k) Investments in securities (continued)

(i) Trading securities are stated in the balance sheet at fair value. Changes in
fair value are recognised in the profit and loss account as they arise.

(i) Non-trading securities are stated in the balance sheet at fair value. Changes
in the fair value are recognised in the investment revaluation reserve until
the security is sold, collected, or otherwise disposed of, or until there is
objective evidence that the security is impaired, at which time the relevant
cumulative gain or loss is transferred from the investment revaluation reserve
to the profit and loss account.

(iv) Transfers from the investment revaluation reserve to the profit and loss
account as a result of impairments are reversed when the circumstances
and events that led to the impairment cease to exist and there is persuasive
evidence that the new circumstances and events will persist for the
foreseeable future.

(v) Profits or losses on disposal of investments in securities are accounted for
in the profit and loss account as they arise. In the case of non-trading
securities, the profit or loss includes any amount previously held in the
investment revaluation reserve in respect of that security.

(1) Finance and operating leases

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

Other leases are classified as operating leases. Where the Group is a lessor under
operating leases, the leased assets are included in "Tangible fixed assets". Rentals
receivable under operating leases are recognised as "Other operating income" in
equal instaliments over the accounting period covered by the lease term.
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2. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(m) Off-balance sheet financial instruments

(n)

Off-balance sheet financial instruments arise from forward, swap and option
transactions undertaken in the foreign exchange, interest rate and equity markets.
The method of accounting for these instruments is dependent upon whether the
transactions are undertaken for dealing purposes, to hedge risk, or as part of the
management of asset and liability portfolios.

Derivatives carried in dealing portfolios are marked-to-market, and gains and
losses are included in dealing profits or losses.

Derivatives used in balance sheet management to hedge open positions for specific
assets or liabilities, are accounted for on an accruals basis, consistent with the
underlying cash assets and liabilities held in these portfolios.

To qualify as a hedge, a derivative must be effective in reducing the price or
interest rate risk of the asset or liability to which it is linked and be designated as
a hedge at the inception of the derivative contract.

Interest rate swap transactions undertaken as part of the management of asset
and liability portfolios are separately identified and interest income or expense
arising therefrom is netted off against the related interest income or expense on
the on-balance sheet items which these transactions are hedging.

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

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the
Bank or Group has a legal or constructive obligation arising as a result of a past
event, it is probable that an outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be made. Where the time value
of money is material, provisions are stated at the present value of the expenditure
expected to settle the obligation.
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2. PRINCIPAL ACCOUNTING POLICIES [CONTINUED)
(n) Provisions and contingent liabilities (continued)

Where it is not probable that an outflow of economic benefits will be required,
or the amount cannot be estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of economic benefits is
remote. Possible obligations, whose existence will only be confirmed by the
occurrence or non-occurrence of one or more future events, are also disclosed as
contingent liabilities unless the probability of outflow of economic benefits is
remote.

(o) Impairment of assets

At each balance sheet date, if internal and external sources of information indicate
that any property (other than investment properties), plant and equipment,
investments (other than those accounted for as “trading securities” under Note
2(k)(i1)) or goodwill is impaired, the asset's recoverable amount is estimated, and
an impairment loss is recognised in the profit and loss account whenever the
carrying amount of an asset exceeds its recoverable amount.

The recoverable amount of an asset is the greater of its net selling price and
value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects
current market assessments of time value of money and the risks specific to the
asset. Where an asset does not generate cash inflows largely independent of
those from other assets, the recoverable amount is determined for the smallest
group of assets that generates cash inflows independently (i.e. a cash-generating
unit.)

In respect of assets other than goodwill, an impairment loss is reversed if there
has been a change in the estimates used to determine the recoverable amount.
An impairment loss in respect of goodwill is reversed only if the loss was caused
by a specific external event of an exceptional nature that is not expected to
recur, and the increase in recoverable amount relates clearly to the reversal of
the effect of that specific event.

A reversal of impairment losses is limited to the asset's carrying amount that
would have been determined had no impairment loss been recognised in prior
years. Reversals of impairment losses are credited to the profit and loss account
in the year in which the reversals are recognised.
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2. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(v)

(q)

(r)

Related parties

Parties are considered to be related to the Group if the Group has the ability,
directly or indirectly, to control the party or exercise significant influence over
the party in making financial and operating decisions, or vice versa, or where the
Group and the party are subject to common control or common significant
influence. Related parties may be individuals or entities.

Segment reporting

A segment is a distinguishable component of the Group that is engaged either in
providing products or services (business segment), or in providing products or
services within a particular economic environment (geographical segment), which
is subject to risks and rewards that are different from those of other segments.

The Group has chosen business segment information as the primary reporting
format and geographical segment information as the secondary reporting format.

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

Segment capital expenditure is the total cost incurred during the year to acquire
segment assets (both tangible and intangible) that are expected to be used for
more than one year.

Cash equivalents

Cash and cash equivalents comprise cash and balances with banks and other
financial institutions, and short-term, highly liquid inter-bank placements and
investments that are readily convertible into known amounts of cash and which
are subject to an insignificant risk of changes in value, having been within three
months of maturity at acquisition. Balances of banks and other financial
institutions that are repayable on demand and form an integral part of the Group's
cash management are also included as a component of cash and cash equivalents
for the purpose of the cash flow statement.
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2. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(s) Employee benefits
() Salaries, annual bonuses, paid annual leave and the cost to the Group of
non-monetary benefits are accrued in the year in which the associated
services are rendered by employees of the Group.

(i) Contributions to Mandatory Provident Funds as required under the Hong
Kong Mandatory Provident Funds Scheme Ordinance are recognised as an
expense in the profit and loss account when incurred.

(iii) When the Group grants employees options to acquire shares of the Bank,
the considerations received are recognised as other accounts and provisions
at the date of grant. When the options are exercised, shareholders' fund is
increased by the amount of the proceeds and consideration received.

(t) Subordinated notes issued
Subordinated notes issued are included in the balance sheet at the value of the

net proceeds received upon issue.

Interest on subordinated notes issued is charged to profit and loss account at
the coupon rate adjusted for the amortisation of any premium or discount arising
on issue so as to achieve a constant rate of charge over the period from the date
of issue to the date of redemption.

When notes issued are repurchased or settled before maturity, any difference
between the amount repaid and the carrying amount is recognised immediately
in the profit and loss account.

3. ADOPTION OF REVISED SSAP

With effect from 1 January 2003, the Group adopted the SSAP 12 (revised) “Income
Taxes". In prior years, the accounting standard required that deferred tax liabilities
were provided using the liability method in respect of the taxation effect arising from
all material timing differences between the accounting and tax treatment of income
and expenditure, which were expected with reasonably probability to crystallise in
the foreseeable future. Deferred tax assets were not recognised unless their realisation
was assured beyond reasonable doubt.
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3. ADOPTION OF REVISED SSAP (CONTINUED)

Under the new accounting policy, profits tax for the period comprises current and
deferred tax. Deferred tax assets and liabilities arise from deductible and taxable
temporary differences between the carrying amount of assets and liabilities for financial
reporting purposes and the tax bases. Deferred tax assets also arise from unused tax
credits. All deferred tax liabilities and all deferred tax assets are recognised, to the
extent that it is probable that future taxable profits will be available against which
the asset can be utilised, except on the initial recognition of assets or liabilities that
affect neither accounting nor taxable profit.

The changes have been applied retrospectively, resulting in prior period adjustments
with the opening balance of shareholders' funds as at 1st January 2002 and 1st
January 2003 decreasing by HK$7,642,000 and HK$18,562,000 respectively. The
comparative figure in respect of deferred taxation charged to profit and loss account
for the year 2002 has been restated by an additional charge of HK$11,276,000.

OPERATING PROFIT

(a) Interest Income
The amount included interest income on debt securities of HK$342,712,000 (2002:
HK$237,334,000).

(b) Other operating income

2003 2002
Fees and commissions

Credit commission and fees 65,062 70,536
Credit card related fees 56,479 59,647
Trade related fees 62,261 55,927
Stockbroking fees 52,178 25,699
Other fees and commission income 142,946 102,898
Less : fees and commission paid (27,700) (21,663)
351,226 293,044
Gains arising from dealing in foreign currencies 85,831 60,554

Losses on securities and other dealing
activities (3,552) (5,904)
Dividend income from unlisted investments 2,798 3,777
Dividend income from listed investments 544 314
Others 16,646 13,628
453,493 365,413
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4. OPERATING PROFIT (CONTINUED)

(c) Operating expenses

2003 2002
Staff costs

Salaries and other staff costs 416,538 364,248
Retirement benefit costs (Note 35) 32,625 30,432
449,163 394,680

Premises and equipment expenses, excluding
depreciation 68,435 62,540
Depreciation (Note 31(a)) 67,420 50,118
Auditors’ remuneration 2,451 2,157
Amortisation of goodwill (Note 22) 12,661 581
Others 112,031 85,426
712,161 595,502

5. (a) Losses on revaluation of investment properties and disposal of
tangible fixed assets
The amount included an unrealised loss on revaluation of investment properties
of HK$4,024,000 (unrealised loss in 2002: HK$14,400,000).

(b) Profits on disposal of held-to-maturity and non-trading securities

2003 2002

Profit on disposal of held-to-maturity securities 5,860 31,922
Profit on transfer of held-to-maturity securities 17,822 -
Profit on disposal of non-trading securities 10,358 19,395
34,040 51,317
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6. TAXATION
(a) Taxation in the consolidated profit and loss account represents:

Current tax- Provision for Hong Kong profits tax

Tax for the year

Overprovision in respect of prior year

Current tax- Overseas
Tax for the year
Under/(over)-provision in respect of
prior year

Deferred taxation
Origination and reversal of temporary
differences
Effect of increase in tax rate on deferred

tax balances at 1 January

Share of associates' taxation
Current tax
Deferred taxation

which the relevant units of the Group operate.

2003 2002
(E])
(restated)
141,237 88,872
(8,432) (17,170)
132,805 71,702
32,746 30,401
149 (559)
32,895 29,842
(4,912) 11,276
(2,753) -
(7,665) 11,276
363 -
(10,795) -
(10,432) -
147,603 112,820

The provision for Hong Kong profits tax is calculated at 17.5% (2002: 16%) of the
estimated assessable profits for the year ended 31st December 2003. Overseas taxation
is provided at the appropriate current rates of taxation ruling in the countries in
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TAXATION (CONTINUED)

(b) Reconciliation between tax expenses and accounting profit at

applicable tax rates:

2003 2002
(BH)
(restated)
% %
Profit before tax 1,012,251 100 781,396 100
Notional tax on profit
before tax, calculated
at the rates applicable
to profits in the
countries concerned 231,505 22.86 140,473 17.98
Tax effect of non-
deductible expenses 7,299 0.72 7,275 0.93
Tax effect of non-taxable
revenue (80,165) (7.92) (17,199) (2.20)
Effect on opening
deferred tax balances
resulting from an
increase in tax rate
during the year (2,753) (0.27) - -
Over-provision in
prior years (8,283) (0.81) (17,729) (2.27)
147,603 14.58 112,820 14.44

(c) Tax recoverable and provision in the balance sheets are as follows:

XFRITEE KFIRIT
The Group The Bank
2003 2002 2003 2002
(EH) (EH)
(restated) (restated)
Included in "Advances to
customers and other
accounts less provisions":
Current tax recoverable 11,604 6,997 - 2,341
Deferred tax assets 17,868 11,598 3,202 -
29,472 18,595 3,202 2,341
Included in "Other
accounts and provisions":
Current tax payable
(Note 24) 70,442 30,066 27,552 3,161
Deferred tax liabilities
(Note 24) 49,024 30,160 36,959 28,996
119,466 60,226 64,511 32,157

All current tax recoverable and payable are expected to be settled within 1 year.
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TAXATION (CONTINUED)
(d) Deferred tax assets and liabilities recognised

The components of deferred tax (assets)/liabilities recognised in the consolidated

balance sheet and the movements during the year are as follows:

At st January, 2003
- as previously reported
- prior period adjustments

- as restated

Through acquisition of subsidiaries

Charged|(credited) to consolidated
profit and loss account

Charged(credited) to reserves

At 31st December, 2003

At 1st January, 2003
- as previously reported
- prior period adjustments

- as restated

Charged|(credited) to consolidated
profit and loss account
Charged|(credited) to reserves

At 31st December, 2003

XFHTEE
The Group 2003
it EfikE  REE
EBIED RIEEE —RER
FERHE Hg&%  Genenl
Depreciation  EfE/% Revaluation  provision
allowancesin Revaluation of forbad and
excess of related of non-trading  doubtful  FAEEE h
depreciation  properties  securities debts  Tax losses Total
N142 47927 - (47329) (3178) 18,562
21,142 41,921 - (47329)  (3178) 18,562
(1250) 35343 - (07m) - 1332
(1.115) - - (6598) 48 (7,665)
- 4195 2,742 - - 6,937
18,771 87,465 2,742 (74698)  (3130) 31,156
KFHIT
The Bank 2003
i
RBEEHN
nEEHE BffE  RER
Depreciation REEE —RER
allowances Bi#ES General
inexcess  EfEYE  Reveluation provision
ofrelated  Revaluation of non-trading  for bad and At
depreciation  of properties securities  doubtful debts Total
18,760 47,909 - (37.673) 28,996
18,760 47,909 - (37,673) 28,996
811 - - (2114) (1303)
- 4174 1,890 - 6,064
19571 52,083 1.890 (39.787) 33,757
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TAXATION (CONTINUED)

(d) Deferred tax assets and liabilities recognised (continued)

XFRITEE
The Group 2002
(B%)
(restated)
i Efffe  RER
BRREN EERE —REB
FERHE A% General
Depreciation  E{E7% Revaluation  provision
allowancesin Revaluation of forbad and
excess of related of non-trading  doubtful FiEEE At
depreciation  properties  securities debts  Tax losses Total
At st January, 2002
- as previously reported - - - - - -
- prior period adjustments 19962 48,283 - [7m3) (28%0) 7642
- as restated 19,962 48,283 - 1) (2890) 7,642
Charged|(credited) to consolidated
profit and loss account 1,180 - - 10,384 (268) 11276
Charged|(credited) to reserves - (356) - - - (356)
At 31t December, 2002 214 47927 - ([47329)  (3178) 18562
XFRT
The Bank 2002
(BH)
(restated)
e ]
EBEN EfhhE
TESHE EERR REK
Depreciation # AR
allowancesin -~ EE?F  Revaluation of General provision
excess of related  Revaluation of ~ non-trading  for bad and GEl
depreciation properties securities  doubtful debts Total
At 1st January, 2002
- as previously reported - - - - -
- prior period adjustments 17,891 48200 - (49,715) 16,376
- a5 restated 17,891 48,200 - (49715) 16376
Charged|(credited) to consolidated
profit and loss account 869 - - 12,042 12911
Charged(credited) to reserves - (291) - - (291)
At 31st December, 2002 18,760 47909 - (37,673) 28,996
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7. PROFIT ATTRIBUTABLE TO THE SHAREHOLDERS

The profit attributable to the shareholders includes an amount of HK$866,964,000
(2002 (restated): HK$542,567,000) which has been dealt with in the accounts of the
Bank.

8. DIVIDENDS

(a)

(b)

Dividends attributable to the year

Interim dividend declared and paid of
HK$0.37 (2002: HK$0.37) per share
on 293,690,500 (2002: 293,458,500)
shares

Underprovision of final and special dividends
in respect of the previous year

Final dividend proposed after the
balance sheet date of HK$1.08
(2002: HK$0.79) per share
on 293,780,500
(2002: 293,458,500) shares

Special dividend proposed after the
balance sheet date of Nil
(2002: HK$0.66) per share on
293,780,500 (2002: 293,458,500) shares

2003 2002
108,665 108,580
148 25
317,283 231,832
- 193,683
426,096 534,120

The final and special dividends proposed after the balance sheet date have not

been recognised as a liability at the balance sheet date.

Dividends attributable to the previous year, approved and paid

during the year

Final dividend in respect of the previous year,

approved and paid during the year, of HK$0.79

(2002: HK$0.85) per share on 293,560,500
(2002: 293,458,500) shares

Special dividend in respect of the previous year,
approved and paid during the year, of HK$0.66

(2002: Nil) per share on 293,560,500
(2002: 293,458,500) shares

2003 2002
231,913 249,439
193,750 -
425,663 249,439
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DIRECTORS' EMOLUMENTS

Directors' emoluments disclosed pursuant to section 161 of the Hong Kong Companies

Ordinance are as follows:

2003 2002

Executives' fees 582 573
Non-executives' fees 700 700
Salaries and other emoluments 10,202 10,201
Pension contributions 975 975
Performance bonuses 6,700 1,545
19,159 13,994

In addition to the above remunerations, Executive Directors were granted share options

under the Bank's Share Option Scheme. The details of these benefits in kind are disclosed

under “"Share Option Information” in the Report of the Directors.

The emoluments of the directors are within the following bands:

2002
EEAH
Number of

Directors
7
2

2003

BEEAH

Number of

Directors

HK$ 0 - HK$1,000,000 7
HK$2,000,001 - HK$2,500,000 1
HK$2,500,001 - HK$3,000,000 -
HK$3,500,001 - HK$4,000,000 1
HK$4,000,001 - HK$4,500,000 1
HK$6,000,001 - HK$6,500,000 -
HK$8,000,001 - HK$8,500,000 1
11
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10.EXECUTIVES' EMOLUMENTS

11

The five highest paid individuals included three (2002: four) directors, details of whose
emoluments are set out in Note 9 above. The emoluments of the remaining two
individuals (2002: one) are as follows:

2003 2002
Salaries and other emoluments 2,768 1,568
Pension contributions 330 180
Performance bonuses 1,450 200
4,548 1,948

The emoluments of the executive are within the following band:
2003 2002
THAB THAEB
ANEL AEL
Number of Number of
Executives Executives
HK$ 1,500,001~ HK$ 2,000,000 - 1
HK$ 2,000,001- HK$ 2,500,000 2 -
2 1

.EARNINGS PER SHARE

The calculation of basic earnings per share is based on profit attributable to the
shareholders of HK$863,876,000 (2002(restated): HK$669,471,000) and on the
weighted average number of 293,606,538 (2002: 293,452,007) ordinary shares in
issue during the year.

The calculation of diluted earnings per share is based on profit attributable to the
shareholders of HK$863,876,000 (2002 (restated): HK$669,471,000) and on the
weighted average number of 293,772,317 (2002: 293,524,778) ordinary shares in
issue during the year after adjustment for the effects of all dilutive potential ordinary
shares of 165,779 (2002: 72,771).

The calculation of cash earnings per share is based on profit attributable to the
shareholders of HK$876,537,000 (2002(restated): HK$670,052,000) adjusted for
goodwill amortised of HK$12,661,000 (2002 : HK$581,000) and on the weighted
average number of 293,606,538 (2002: 293,452,007) ordinary shares in issue during
the year. This supplementary information is considered a useful additional indication
of performance.
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12.CASH AND SHORT-TERM FUNDS

KFRITEE
The Group
2003 2002
Cash and balances with
banks and other
financial institutions 1,042,276 581,832
Money at call and
short notice 16,271,062 11,205,586
Treasury bills (Note 26) 1,089,467 575,634

KFRIT
The Bank
2003

554,149

2002

327,106

16,041,091 11,155,260

399,999

399,174

18,402,805 12,363,052

16,995,239 11,881,540

All treasury bills are held-to-maturity, issued by central governments and central

banks and are unlisted.

13.TRADE BILLS LESS PROVISIONS

KFRITEE KFIRIT
The Group The Bank
2003 2002 2003 2002
Trade bills 598,051 320,697 287,158 254,777
Specific provisions for bad
and doubtful debts (Note 17)  (177) (907) (177) (907)
General provisions for
bad and doubtful debts
(Note 17) (1,979) (2,493) (1,119) (1,175)
595,895 317,297 285,862 252,695

14.CERTIFICATES OF DEPOSIT HELD

All the certificates of deposit held are held-to-maturity and are unlisted.
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15.TRADING SECURITIES

Debt securities (Note 26)
Listed outside Hong Kong
Unlisted

Equity securities listed in
Hong Kong

Trading securities analysed by counterparty are as follows:

Issued by:
Central government and
central banks
Banks and other
financial institutions
Corporate entities

16.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS LESS

PROVISIONS

(a) Advances to customers and other accounts

Advances to customers (Note 26)
Advances to banks and other
financial institutions (Note 26)
Specific provisions for bad and
doubtful debts (Note 17)
General provisions for bad and
doubtful debts (Note 17)

Accrued interest and other accounts

KFRITEE KFIRIT

The Group The Bank
2003 2002 2003 2002
- 124,609 - 124,609
536,536 127,988 536,536 127,988
536,536 252,597 536,536 252,597
9,528 6,826 - -
546,064 259,423 536,536 252,597

XFHRITEHE KXFHRT

The Group The Bank
2003 2002 2003 2002
536,536 - 536,536 -
2,980 204,791 - 202,597
6,548 54,632 - 50,000
546,064 259,423 536,536 252,597

XFHRITEHE KXFHRT

The Group The Bank
2003 2002 2003 2002

(%)
(restated)

46,611,685 34,417,300 25,700,453 26,853,587
142,371 174,828 142,371 174,828
(276,682) (277,032) (145,208) (230,073)
(465,940) (348,572) (218,342) (236,431)
1,096,993 514,898 512,005 293,575
47,108,427 34,481,422 25,991,279 26,855,486
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PROVISIONS (CONTINUED)
(b) Non-performing loans

16.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS LESS

The advances net of suspended interest, on which interest is being placed in

suspense or on which interest accrual has ceased, the amount of suspended

interest and specific provisions made after taking into account the value of

collateral in respect of such advances are as follows:

Gross non-performing advances to customers

Gross non-performing advances as a percentage

of total advances to customers

Amount of collateral held
Specific provisions
Suspended interest

KFRITEE
The Group

2003 2002
1,387,664 922,785
2.98% 2.68%
1,071,767 600,359
273,930 275,977
538,908 476,054

There were no advances to banks and other financial institutions on which interest

is being placed in suspense or on which interest accrual has ceased on 31st
December, 2003 and 31st December, 2002.

(c) Included in advances to customers are net investments in finance

leases:

The total minimum lease payments receivable under finance leases and their

present values are as follows:

KEHEE
The Group
2003 2002
HEHE BEAR HERE HERR
NREE MEMA SEEE MFRE MEMA SEEE
Present  Interest SFEE  Present  Interest  [FUAE
value of the ~ income Total value of the  income Total
minimum relatingto  minimum  minimum ~ relatingto ~ minimum
lease future lease lease future lease
payments  periods payments payments  periods  payments
Amount receivable:
Within 1 year 1,237,864 140,662 1378526 1134123 151828 1,285951
After 1 year but within 5 years 1,319,077 124181 1443258 1287387 133595 1,420,982
After 5 years 366,504 54233 420737 384181 62170 446,351
2923445 319,076 3242521 2805691 347593 3,153284
Provisions for bad and doubtful debts (2,022) (2987)
Net investment in finance leases 2921423 2,802,704

69



BRTE AT
Notes to the Accounts

16.

70

EFZARRAMBRC HARER
(#)
() EFERABRBEER @ (W)

R-ZEE-_F+-A=1+—H
R-EZ=F+-f=+-8"
BT EREHEENE -

R 10 R 2 O

—RA—B#&R
STl =Nkl

iRige
(@l

XBBEREFEE

K mEFC MRz &K

FRELFH A

F R B

iz
+t-RB=+—H&#®

BETIER2E
BHRE (MaE1)
RPEF (M 16(a))

PROVISIONS (CONTINUED)
(c) Included in advances to customers are net investments in finance

leases: (continued)

16.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS LESS

The Bank had no finance lease receivable as at 31st December, 2003 and 31st

December, 2002.

At 1st January

Addition through acquisition

of the subsidiaries
New provisions
Releases

Net charge to profit and

loss account
Recoveries of advances

written off in previous

years
Interest suspended
during the year
Amounts written off
Exchange adjustment

At 31st December

Representing:

Trade bills (Note 13)

Advances to customers
(Note 16(a))

17.PROVISIONS FOR BAD AND DOUBTFUL DEBTS

KFRITERE

The Group 2003
BEME
537N —# A% Suspended
Specific General Total Interest
277,939 351,065 629,004 476,156
128,501 121,457 249,958 2,036
350,998 14,559 365,557 -
(21,104) (19,166) (40,270) -
329,894 (4.607) 325,287 -
37,675 - 37,675 (17,031)
- - - 149,856
(497,150) - (497,150) (72,109)
- 4 4 -
276,859 467,919 744,778 538,908
177 1,979 2,156 -
276,682 465,940 742,622 538,908
276,859 467,919 744,778 538,908




17. REEER (F)

—RA—R#&#H
HiE
(=]

XBEERFE

K mEFEC MRz &K

FRNELTHE

F R
TZA=t—H#&#%

BETIIERESE
EHER (M)
=P & (5 16()

—A—B#&R
IR R
(@l

XBBEHREFE

WmEFE MR 2 55

FRETFH A

F 7 B
+-R=+—H&#
BETHIBE £F

g5 5% (M)
ZPER (ML 16()

17.PROVISIONS FOR

At 1st January
New provisions
Releases

Net charge to profit
and loss account

Recoveries of advances
written off in previous
years

Interest suspended during
the year

Amounts written off

At 31st December

Representing:

Trade bills (Note 13)

Advances to customers
(Note 16(a))

At 1st January
New provisions
Releases

Net charge to profit and
loss account

Recoveries of advances
written off in previous
years

Interest suspended during
the year

Amounts written off

At 31st December

Representing:

Trade bills (Note 13)

Advances to customers
(Note 16(a))

BAD AND DOUBTFUL DEBTS (CONTINUED)

KFHRAT
The Bank 2003

EEIE)

Rk — &% Suspended
Specific General Total Interest
230,980 237,606 468,586 398,424
285,451 - 285,451 -
(12,175) (18,145) (30,320) -
273,276 (18,145) 255,131 -
33,014 - 33,014 (8,003)
- - - 130,214
(391,885) - (391,885) (64,849)
145,385 219,461 364,846 455,786
177 1,119 1,296 -
145,208 218,342 363,550 455,786
145,385 219,461 364,846 455,786

KFRITEE
The Group 2002

=)

537 —# A% Suspended
Specific General Total Interest
270,831 361,124 631,955 470,639
493,837 - 493,837 -
(15,772) (10,059) (25,831) -
478,065 (10,059) 468,006 -
26,317 - 26,317 (46,859)

- - - 168,576
(497,274) - (497,274) (116,200)
277,939 351,065 629,004 476,156
907 2,493 3,400 102
277,032 348,572 625,604 476,054
277,939 351,065 629,004 476,156
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17. REEE () 17.PROVISIONS FOR BAD AND DOUBTFUL DEBTS (CONTINUED)
KF AT
The Bank 2002
e\
Kk —% A% Suspended
Specific General Total Interest

— B —B#% At 1st January 228,207 261,028 489,235 391,888
IR New provisions 422,007 - 422,007 -
[o] £ Releases (15,585) (23,422) (39,007) -
THEETHE Net charge to profit and

loss account 406,422 (23,422) 383,000 -
WEAFEMBZER Recoveries of advances

written off in previous

years 21,795 - 21,795 (32,.912)
FREZME Interest suspended during

the year - - - 146,595
F R Amounts written off (425,444) - (425,444) (107,147)
+t-RA=T—H&H® At 31st December 230,980 237,606 468,586 398,424
BETHEREH Representing:
B 5EE (H313) Trade bills (Note 13) 907 1,175 2,082 102
ZEEZ (M7 16() Advances to customers

(Note 16(a)) 230,073 236,431 466,504 398,322

230,980 237,606 468,586 398,424
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18.HELD-TO-MATURITY AND

NON-TRADING SECURITIES

KFRITEE KFRIT
The Group The Bank
2003 2002 2003 2002
Held-to-maturity securities
(Note 26):
Held-to-maturity debt
securities
Listed
- in Hong Kong 128,641 2,155 128,641 -
- outside Hong Kong 823,487 1,026,774 666,811 1,026,774
952,128 1,028,929 795,452 1,026,774
Unlisted 15,136,908 6,023,781 10,899,259 5,621,467
16,089,036 7,052,710 11,694,711 6,648,241
Less : specific provision
on unlisted debt
securities (22,500) (11,600) - -
16,066,536 7,041,110 11,694,711 6,648,241
Non-trading securities
(Note 26):
Non-trading debt securities
Listed (at market value)
- in Hong Kong 9,495 - - -
- outside Hong Kong 990,572 - 934,885 -
Unlisted 401,935 - 336074 -
1,402,002 - 1,270,959 -
Non-trading equity securities
Listed in Hong Kong
(at market value) 11,116 1,031 10,760 573
Unlisted 102,610 30,446 67,315 127,761
113,726 31,477 78,075 128,334
1,515,728 31,477 1,349,034 128,334
17,582,264 7,072,587 13,043,745 6,776,575
XZRITEE KFHRIT
The Group The Bank
2003 2002 2003 2002
Market value of listed
held-to-maturity debt
securities 982,845 1,057,261 826,323 1,055,106
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18. BEEIHHHESFRIEBERER 18.HELD-TO-MATURITY AND NON-TRADING SECURITIES (CONTINUED)
BE% (M)
EAER EEBEIZHEEER During the year, held-to-maturity securities with an amortised cost of HK$236,999,000
BRRBEZEIMAZHFELCHEHER (2002: Nil) were transferred to non-trading securities at a profit HK$17,822,000 (2002:
K 7R & 78 #5236,999,0000C (Z 2 E — Nil) being recognised in the profit and loss account at the date of transfer in accordance
FoE) RRETEBHERFE 2457 with SSAP 24 "Accounting for Investment in Securities".

[REEAFNETRIE]  REKH
ﬁ*ﬁm?ﬁlﬁmwszzooofu(:%%‘@:
FE)RNERFTERP -

BRIA EEFISN - EHECHBEERAK Except the above reclassification, held-to-maturity securities with an amortised cost
A AE#2638190000 (ZEE-F ¢ of HK$263,819,000 (2002: HK$773,877,000) were disposed of at a profit HK$5,860,000
#1773,877,0007T) M35 H £ 5| 5 (2002: HK$31,922,000) being recognised in the profit and loss account. Management,
Az&Esk SEEEEENE approved by the Asset and Liability Management Committee, sold these held-to-
#5,860,0007L (ZETZF : B maturity securities to modify the maturity and risk profile of the investment portfolios.

31,922,00070) Wik B Z it B R o
CEBEEBEZBSRARNE
EZEHAE %ZﬁE’M@ﬂ&

BEEMBRREEARE?
FEZIBMARFFIEEERREZ Held-to-maturity and non-trading securities analysed by counterparty are as follows:
EHERFGHFHIMWT -
KFRITEE KZHRIT
The Group The Bank
2003 2002 2003 2002
BT - Issued by:
BOREREMEREE Banks and other financial
institutions 12,001,476 3,964,316 8,184,252 3,904,629
% Corporate entities 4,054,895 2,600,800 3,477,587 2,364,487
N T Public sector 1,525,893 507,471 1,381,906 507,459
17,582,264 7,072,587 13,043,745 6,776,575
T—rﬁ A MRS RFHE Held-to-maturity treasury bills and certificates of deposit are disclosed separately in
SRR BEREEBER - REN the balance sheets, note 12 and note 14 to the accounts.

%12&&1%514?9 o
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19. REARKRSE 19.INVESTMENTS IN SUBSIDIARIES

2003 2002
FEmRARGD (RE) Unlisted shares, at cost 4,063,410 360,657
TERBARRINT - The following list contains only the particulars of principal subsidiaries:
(a) BZERITEERE (a) Held directly by the Bank
R AR 3 BETEBREE ERLL: 5o FHaE
NS Place of incorporation Nominal value of Percentage Principal
Name of company and operation issued ordinary shares held activities
HIE—FITERAA BB RITRB
Chekiang First Bank Limited Hong Kong HK$2,500,000,000 100% Banking
BREKFRIBRAR 4 e
Banco Weng Hang, S.A. Macau MOP120,000,000 100% Banking
XFHRT (HE) FRAR MEEE |ITFB
Wing Hang Bank (Cayman) Limited Cayman Islands US$15,000,000 100% Banking
XFHBREBRATE BE BXERRERER
Wing Hang Finance Company Limited Hong Kong HK$80,000,000 100% Deposit Taking and
Hire Purchase
XFHRUERRER DA &% e
Wing Hang Zurich Insurance Company Limited Hong Kong HK$45,000,000 65% Insurance
BE BAMRERE
Cyber Wing Hang Limited Hong Kong HK$30,000,000 100% Information Technology
Investment
X ERRBEERAF BE WAER
Wing Hang Credit Limited Hong Kong HK$20,000,000 100% Consumer Lending
XFBEBRRF BE EHEE
Wing Hang Shares Brokerage Company Limited Hong Kong HK$10,000,000 100% Securities Dealing
KXFRITEFERAF BE 5tk
Wing Hang Bank (Trustee) Limited Hong Kong HK$3,000,000 100% Trustee Services
XFREERERAF BE R
Wing Hang Insurance Brokers Limited Hong Kong HK$100,000 100% Insurance Broker
KFREREERAR &5 RipHE
Wing Hang Insurance Agency Limited Hong Kong HK$50,000 100% Insurance Agency
KFRIT (REA) BRAR BE RERH
Wing Hang Bank (Nominees) Limited Hong Kong HK$10,000 100% Nominee Services
EMERARATF BE NERE
Cheuk Woo Enterprises Company Limited Hong Kong HK$10,000 100% Property Investment
RERAFES BREZBETA
Wing Hang Financial Holdings (BVI) Limited British Virgin Islands Us$10 100% Issuer of Subordinated
Notes

75



BRTE AT
Notes to the Accounts

19. RBLRKRE (#) 19.INVESTMENTS IN SUBSIDIARIES (CONTINUED)

() HERTEERE (b) Held indirectly by the Bank
T R AR S 3 BEETERREE ERLL: 5o F5aE
S Place of incorporation Nominal value of Percentage Principal
Name of company and operation issued ordinary shares held activities
FIE—RT(ERE)BERAA ERE RITRBASRRY
Chekiang First Bank (Luxembourg) S.A. Luxembourg US$10,000,000 100% Banking and Related
Financial Services
H— BN ERAT EEREM NERE
C. F. Overseas, Inc. Delaware, US.A. US$4,500,000 100% Property Investment
H—EBRRRA BE NERE
Honfirst Land Limited Hong Kong HK$27,000,000 100% Property Investment
A BERRA B5 SRR
C. F. Finance Company Limited Hong Kong HK$25,000,000 100% Financial Services
HEREFRAA BB HERS
Honfirst Investment Limited Hong Kong HK$13,000,000 100% Futures Trading
HIE-EHFERRA BE EF5EE
Chekiang First Securities Company Limited Hong Kong HK$6,000,000 100% Securities Dealing
HEMEREERAA B MERE
Honfirst Property Agency Limited Hong Kong HK$5,000,000 100% Property Agency
HLE—RIT(EF) ARAA BE ERER%
Chekiang First Bank (Trustee) Limited Hong Kong HK$3,000,000 100% Trustee Services
HIE-HRIT(REA)BERAA BE RIBARY
Chekiang First Bank (Nominees) Limited Hong Kong HK$10,000 100% Nominee Services
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20 BEATHRE 20.INVESTMENTS IN ASSOCIATED COMPANIES

KFRITEE KFHRIT
The Group The Bank
2003 2002 2003 2002

ELEMRA (RE) Unlisted shares, at cost - - 55,000 55,000

EIEFEE Share of net assets 73,384 25,924 - -

ETHE DA Loans to associated

companies 70,130 31,000 31,000 31,000
143,514 56,924 86,000 86,000

GEBETHEAR 2 RBEEK Loans to associated companies are unsecured, interest-free and repayable in 2008,

8,130,000 (Z T 4 : ) EETF except for the loans to associated companies of HK$8,130,000 for the Group (2002:

BHEN ERETHEDNTZR HK$Nil) which are with no fixed repayment terms.

BYEER  2ERER-_ZTN

FEE -

BEARRIMAT The following list contains the particulars of associated companies:

AL AR s B

Place of BETLBREE AR
NSEA incorporation Nominal value of ~ Percentage BER B
Name of company and operation issued ordinary shares held  Voting power Principal activities
RERAR LA ik toz=r RABMEFERSE
Bank Consortium Holding Limited Hong Kong HK$150,000,000 27% 2 out of 7% Provision of Services
for Retirement
Schemes
EREASRBRAER AT BE =Hz—* RBRER
Hong Kong Life Insurance Limited Hong Kong HK$210,000,000 33% 1 out of 3* Insurance
FHREERA BB AnZ—* BEESHAR

Joint Electronic Teller Services Limited Hong Kong HK$10,023,800 20% (a) 1 out of 5* ATM Network

B (B%) BRATF BH NRZ—* A ERITIRES

Net Alliance Company Limited Hong Kong HK$10,000,000 15% (b) 1 out of 6* Internet Banking

Services

REAERA BiE =pz—" REERRRS

Card Alliance Company Limited Hong Kong HK$3,000,000 33% 1 out of 3* Card Transaction

Processing

* FEEREESELZREHA - *  Representing the number of votes on the board of directors attributable to the Group.

ff i - Notes:

(a) AEERRBEZERLAEGF (a) The Group's share of net asset in Joint Electronic Teller Services Limited is based on the
REMREREBZULH &2 AT Group's share of dividend received from this associated company during this year.
YmEREFF -

(b)) FEEFFEZHEE (BE)FRA (b) Although the Group holds less than 20% of the issued ordinary shares of Net Alliance
ARENEBERELIRESZZ Company Limited, this company is classified as associated company under SSAP 10 as the
T ERESHEHENETR Group is considered to have significant influence on the financial and operating policy
FEETHAMBREEUF L - decisions of this company.

BEAZET - EM& AGHE B
AEBZHENA
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2. BREEEE 21.TANGIBLE FIXED ASSETS
KFRITEE
The Group
RITITIE "EME
Bank  Investment i A
Premises Properties  Equipment Total
KA (4 E Cost or valuation
“ET=F-A—HEH® At 1st January, 2003 1,114,414 150,000 421,250 1,685,664
R i B8 B /8 /A &) 1 5 Addition through
acquisition of
subsidiaries 267,481 88,719 333,833 690,033
NE Additions 5,036 - 42,338 47,374
& Disposals (12,501) - (21,727) (34,228)
B Transfers 8,976 (8,976) - -
MERE Exchange adjustment 22 66 12 100
EHEE Deficit on revaluation - (4,024) - (4,024)
T+ A=T—H#&H At 31st December, 2003 1,383,428 225,785 775,706 2,384,919
ENEEZRASGHEINAT : The analysis of cost or valuation of the above assets is as follows:
B 7R At cost 989,826 88,785 775,706 1,854,317
e At valuation
—ET=F 2003 - 137,000 - 137,000
—WNEF 1990 357,888 - - 357,888
—NE 1989 9,347 - - 9,347
—N\EE 1984 26,367 - - 26,367

1,383,428 225,785 775,706 2,384,919

nEZR Accumulated depreciation
“ET=F-A—HAE#® At 1st January, 2003 100,315 - 276,598 376,913
R i 8 B 8 2 m) T 6 A Addition through acquisition
of subsidiaries - - 232,929 232,929
NE IR Charge for the year 15,292 270 51,858 67,420
& b Written back on disposals (1,411) - (20,555) (21,966)
HEHE Exchange adjustment - - 6 6
—EE-F+-RB=+—RB&#H At 31st December, 2003 114,196 270 540,836 655,302
RmEFE Net book value
—EE=-F+-A=1+—H at 31st December, 2003 1,269,232 225,515 234,870 1,729,617
“EE-F+-A=+—H at 31st December, 2002 1,014,099 150,000 144,652 1,308,751
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21.TANGIBLE FIXED ASSETS (CONTINUED)

Bank premises were stated at cost or directors' valuation.

Investment properties except additions through the acquisition of subsidiaries were

revalued by an independent firm of surveyors, FPDSavills who have among their staff,

Fellows of the Hong Kong Institute of Surveyors, on an open market value basis as at

20th December, 2003.

The cost of investment properties acquired through the acquisition of subsidiaries

was revalued by an independent firm of surveyors, DTZ Debenham Tie Leung Limited,

on an open market value basis as at the date of acquisition at 30th September 2003.

KT HRIT
The Bank
HRATITHE "EME
Bank Investment B =
Premises Properties  Equipment Total
Cost or valuation
At 1st January, 2003 872,601 83,000 345,802 1,301,403
Additions 5,030 - 28,485 33,515
Disposals (12,501) - (14,348) (26,849)
Transfers 8,976 (8,976) - -
Deficit on revaluation - (2,024) - (2,024)
At 31st December, 2003 874,106 72,000 359,939 1,306,045
The analysis of cost or valuation of the above assets is as follows:
At cost 515,368 - 359,939 875,307
At valuation
2003 - 72,000 - 72,000
1990 357,888 - - 357,888
1989 850 - - 850
874,106 72,000 359,939 1,306,045
Accumulated depreciation
At 1st January, 2003 72,715 - 219,601 292,316
Charge for the year 9,721 - 33,488 43,209
Written back on disposals (1.411) - (13,099) (14,510)
At 31st December, 2003 81,025 - 239,990 321,015
Net book value
at 31st December, 2003 793,081 72,000 119,949 985,030
at 31st December, 2002 799,886 83,000 126,201 1,009,087
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21.TANGIBLE FIXED ASSETS (CONTINUED)

The net book value of bank premises and investment properties comprises:

XFHRITEE KZHRIT
The Group The Bank
2003 2002 2003 2002
FREEHOLD
- Held outside Hong Kong 88,194 50,670 - -
LEASEHOLD
- Held in Hong Kong
Long leases (over 50 years
unexpired) 797,871 622,126 494,736 509,152
Medium-term leases
(10 to 50 years
unexpired) 542,931 429,200 354,285 362,217
- Held outside Hong Kong
Long leases (over 50 years
unexpired) 2,107 2,145 2,106 2,145
Medium-term leases
(10 to 50 years
unexpired) 40,540 53,334 13,954 9,372
Short leases (less than
10 years unexpired) 23,104 6,624 - -
1,494,747 1,164,099 865,081 882,886
22.GOODWILL
XFHRITEE
The Group
2003 2002
Cost
At 1st January 5,816 5816
Addition through acquisition of subsidiaries 966,340 -
At 31st December 972,156 5816
Accumulated amortisation
At 1st January 4,362 3,781
Amortisation for the year (Note 4(c) & 30) 12,661 581
At 31st December 17,023 4,362
Net book value as at 31st December 955,133 1,454
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23.DEPOSITS FROM CUSTOMERS

Demand deposits and current

accounts
Saving deposits
Time, Call and notice
deposits

24.0THER LIABILITIES

Short positions in
Treasury bills

Amount payable for purchase

of debt securities

Current taxation (Note 6(c))
Deferred taxation (Note 6(c))

Other payable and
interest payable

25.LOAN CAPITAL

XFRITEE KFRIT

The Group The Bank
2003 2002 2003 2002
5919,773 2,849,844 3,933,289 2,595,127
15,136,597 7,058,601 8,870,074 5,146,809
51,082,052 35393,922 24,214,803 25,514,127
72,138,422 45,302,367 37,018,166 33,256,063

XFRITEE KFRIT

The Group The Bank
(EHR) (%)
(restated) (restated)
2003 2002 2003 2002
499,320 - 499,320 -
349,326 194,433 271,698 194,433
70,442 30,066 27,552 3,161
49,024 30,160 36,959 28,996
1,063,513 404,149 287,592 190,825
2,031,625 658,808 1,123,121 417,415

Loan capital with face value of HK$2,522,910,000 (US$325,000,000) represents 5.25%
subordinated notes qualifying as tier 2 capital which were issued during the year

2003 by Wing Hang Financial Holding (BVI) Limited, a single purpose wholly owned

finance subsidiary of the Bank. The Bank unconditionally and irrevocably guarantees

all amounts payable under the notes which are listed on the Singapore Exchange
Trading Limited. The notes will mature on 10th October, 2013.
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26.MATURITY PROFILE

KFRITEE
The Group 2003
“BRNE  —FAE
-k LSk
1 year 5 years
IBER =ERINT or less orless  RENE
Repayable ~ 3months  butover  butover After ERE g
on demand orless 3 months 1 year 5 years Undated Total
Assets
— Treasury bills (Note 12) - 1,079,837 9,630 - - - 1,089,467
— Placements with banks and other
financial institutions maturing
between 1and 12 months - 1,394,909 148,072 - - - 1,542,981
— Certificates of deposit held - - 100,000 29972 - - 129972
— Trading debt securities (Note 15) - - - 536536 - - 536536
— Advances to customers
(Note 16(a)) 2442599 6416411 5921143 13,854,313 17,658,140 319,079 46,611,685
— Advances to banks and other
financial institutions
(Note 16(a)) 32 - 31,631 110,708 - - 142,371
— Held-to-maturity and non-trading
debt securities (Note 18) - 1,580,929 396,754 9,125,700 6,387,655 - 17,491,038
2,442,631 10472,086 6,607,230 23,657,229 24,045795 319,079 67,544,050
Liabilities
— Deposits and balances of banks
and other financial institutions 114,983 244,222 38814 9,384 - - 407,403
— Deposits from customers 22,023,464 46,678,890 2,616,965 819,050 53 - 72,138,422
— Certificates of deposit issued - 549,089 1773456 2,608,594 - - 4931139
— Loan capital - - - - 2522910 - 2522910
22,138,447 47472201 4429235 3437028 2,522,963 - 79,999,874
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26.MATURITY PROFILE (CONTINUED)

KFHT
The Bank 2003
SERNE EE
-k BNk
1year 5 years
g ZERANT or less orless  RENE
Repayable ~ 3months  butover  butover After &R ]
on demand orless 3 months 1 year 5 years Undated Total
Assets
— Treasury bills (Note 12) - 399,999 - - - - 399,999
— Placements with banks and other
financial institutions maturing
between 1and 12 months - 1,305,180 121,883 - - - 1,427,063
— Certificates of deposit held - - 100,000 - - - 100,000
— Trading debt securities (Note 15) - - - 536536 - - 536536
— Advances to customers
(Note 16(a)) 1.276,446 3,370,709 2,527,570 7,309,072 11,031,827 184,829 25,700,453
— Advances to banks and other
financial institutions
(Note 16(a)) 32 - 31,631 110,708 - - 142,371
— Held-to-maturity and non-trading
debt securities (Note 18) - 1,530,891 329,547 6,383,980 4,721,252 - 12,965,670
1276478 6,606,779 3,110,631 14,340,296 15,753,079 184,829 41,272,092
Liabilities
— Deposits and balances of banks and
other financial institutions 29276 244222 38814 9,384 - - 321,696
— Deposits from customers 12,808,348 22,976352 1,034502 198911 53 - 37,018,166
— Certificates of deposit issued - 549,089 1,842,703 2,508,594 - - 4,900,386
12,837,624 23,769,663 2,916,019 2,716,889 53 - 42,240,248
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26.MATURITY PROFILE (CONTINUED)

KFHTEE
The Group 2002
SERNE EE
-k BNk
1 year 5 years
PER —ERANT or less orless  BESE
Repayable ~ 3months  butover  butover After ERE g
on demand orless 3 months 1 year 5 years Undated Total
Assets
— Treasury bills (Note 12) - 546,689 28,945 - - - 575,634
— Placements with banks and other
financial institutions maturing
between 1and 12 months - 763,566 88,945 - - - 852,511
— Certificates of deposit held - - 299,960 106,410 - - 406,370
— Trading debt securities (Note 15) - - - 250597 - - 25597
— Advances to customers
(Note 16(a)) 2,103,314 3495785 4053970 11,032526 13,566,067 165,638 34,417,300
— Advances to banks and other
financial institutions
(Note 16(a)) 51 - 31,778 142,999 - - 174,828
— Held-to-maturity and non-trading
debt securities (Note 18) - 215,442 780,107 5017,897 1,039,264 - 7052710
2,103,365 5021482 5283705 16552429  14,605331 165,638 43,731,950
Liabilities
— Deposits and balances of banks and
other financial institutions 120,906 236,810 7,799 56,545 - - 422,060
— Deposits from customers 9916400 33371414 1483931 530,622 - - 45302367
— Certificates of deposit issued - 1,130,543 873,828 2373461 - - 4377832
10,037,306 34,738,767  2,365558 2,960,628 - - 50,102,259
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26.MATURITY PROFILE (CONTINUED)

KFRT
The Bank 2002
SEANE ENE
E-F ik
1year 5 years
ez ZERINT or less orless  RENE
Repayable ~ 3months  butover  but over After biE L x
on demand orless 3 months 1 year 5 years Undated Total
Assets
— Treasury bills (Note 12) - 399,174 - - - - 399,174
— Placements with banks and other
financial institutions maturing
between 1 and 12 months - 685,712 83,445 - - - 769,157
— Certificates of deposit held - - 299,960 100,000 - - 399,960
— Trading debt securities (Note 15) - - - 252597 - - 252597
— Advances to customers
(Note 16(a)) 1932409 2718010 2548406 8085745 11526315 42,702 26,853,587
— Advances to banks and other
financial institutions
(Note 16(a)) 51 - 31,778 142,999 - - 174,828
— Held-to-maturity and non-trading
debt securities (Note 18) - 88,988 709929 4813885 1035439 - 6648241
1932460 3,891,884 3673518 13395226 12,561,754 42,702 35497544
Liabilities
— Deposits and balances of banks and
other financial institutions 108,871 236,810 7799 56,545 - - 410,025
— Deposits from customers 7746526 24341311 1,029,904 138,322 - - 33,256,063
— Certificates of deposit issued - 1,130,543 917,328 2,442,730 - - 4,490,601
7855397 25708664 1955031 2,637,597 - - 38,156,689
27.SHARE CAPITAL
2003 2002
Authorised:
450,000,000 (2002: 450,000,000) ordinary shares
of HK$1 each 450,000 450,000
Issued and fully paid:
At 1st January 293,459 293,429
Shares issued under share option scheme 322 30
293,780,500 (2002: 293,458,500) ordinary shares
of HK$1 each 293,781 293,459

During the year, options were exercised to subscribe for 322,000 ordinary shares in
the Bank at a consideration of HK$6,975,000 of which HK$322,000 was credited to
share capital and the balance of HK$6,653,000 was credited to the share premium

account.
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28. &R 28.RESERVES

AFBEE
The Group 2003
Bt REWE
BliRE  EftRE RE RAEE
Bank Investment  EfFF(E BE 2295
BraEE  ETEE  -BEE  premises  property Investment  Capital Unappro-

Share  Capital ~ General revaluation revaluation revaluation redemption priated ait
premium  reserve  reserve  reserve  reserve reserve  reserve profits Total
“EE-FE-F-HE# At 1st January, 2003
-FERE - as previously reported 330,677 215909 2,100,201 321,000 - (35) 769 3,094,321 6,062,842
-AEREHE AR - prior year adjustment
in respect of
deferred taxation - - - (47927) - - - 29365 (18,562)
-ER - as restated 330,677 215909 2,100,201 273,073 - (35) 769 3,123,686 6,044,280
BhERE Exchange adjustments - - (1122) - 53 - - - (1,069)
BERRETERT IR Shares issued under
share option scheme 6,653 - - - - - - - 6,653
FEEA/ (B Transfer tof(from) reserves - - (8,000) - - - - 8,000 -
BHREERE 2 EREET Gain on revaluation after
deferred tax charge - - - - - 17,883 - - 17,883

IR ERRECEERE Deferred tax charged

to bank premises

revaluation reserve - - - (4156) - - - - (4156)
IREMEERBHEEEHNE Deferred tax charged

to investment property

revaluation reserve - - - - (39) - - - (39)
ERRE Dividends paid - - - - - - - (534,328) (534,328)
FEREF Profit for the year - - - - - - - 863876 863,876
ZEE-F+ZAC-T-REHR At 31st December, 2003 337,330 215909 2,091,079 268917 14 17,848 769 3,461,234 6,393,100
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28. Bhf@ (#) 28.RESERVES (CONTINUED)

AFHE
The Bank 2003
Bt
Efffik RE  HARE
Bank  E[EE B 2B9R
BrEEE  BEE  premises  Investment Capital  Unappro-

Share General revaluation  revaluation  redemption priated it
premium reserve reserve reserve reserve profits Total
“ET-FE-F-HE# At 1t January, 2003
-fERE - as previously reported 330,677 1,802,374 321,000 (1,828) 769 2,377,513 4,830,505
-AEREEHE AR - prior year adjustment in respect
of deferred taxation - - (47,909) - - 18913 (28,996)
-ER - as restated 330,677 1,802,374 273,091 (1,828) 769 2,396,426 4,801,509
BhERE Exchange adjustments - @ - - - - @)
RERRBAERT2HR Shares issued under share
option scheme 6,653 - - - - - 6,653
BARELEHEZEGERN Gain on revaluation after
deferred tax charge - - - 13227 - - 13,227
YHROITHEGRER Deferred tax charged to bank
ZERRE premise revaluation reserve - - (4174) - - - (4174)
Bk E Dividends paid - - - - - (534328) (534328)
EREF (H57) Profit for the year (Note 7) - - - - - 866964 866964
“EECE+-AST-HEH At 31st December, 2003 337,330 1,802,370 268,917 11,399 769 2,729,062 5,149,847
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28.RESERVES (CONTINUED)

At 1st January, 2002

- as previously reported

- prior year adjustment
in respect of
deferred taxation

- as restated

Exchange adjustments

Shares issued under share

option scheme

Realised loss on disposal of

non-trading securities
Gain on revaluation
Deferred tax credited
to bank premises
revaluation reserve
Dividends paid
Profit for the year
- as previously reported
- prior year adjustment
in respect of
deferred taxation

- as restated

At 31st December, 2002

KFHAEER
The Group 2002
(E%)
(restated)
gt
4 #E  RoED
Bank  Eff W BRER
REEEE  E4BE  HEE  premises Investment  Capital  Unappro-

Share Capital ~ General revaluation revaluation redemption priated ait
premium reserve reserve reserve reserve reserve profits Total
329999 215909 2,100,178 321,000 (866) 769 2771593 5,738,582

- - - (48,283) - - 40,641 (7,642)

329999 215909 2,100,178 272,717 (866) 769 2812234 5730,940
- - yi| - - - - 23

678 - - - - - - 678

- - - - 176 - - 176
- - - - 655 - - 655
- - - 356 - - - 356
- - - - - - (358019) (358019)
- - - - - - 680747 680,747
- - - - - - (11276)  (11,276)
- - - - - - 669471 669471
330677 215909 2100201 273,073 (35) 769 3,123,686 6,044,280
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28.RESERVES (CONTINUED)

KFRIT
The Bank 2002
(&%)
(restated)
gt
EfikR RE  BAEE
Bank  EftEE Bh  BBRR
REEEE  —HEE  premises Investment  Capital  Unappro-
Share General revaluation  revaluation  redemption priated ait
premium reserve reserve reserve reserve profits Total
At 1st January, 2002
- as previously reported 329999 1,802,374 321,000 (1,574) 769 2,180,054 4,632,622
- prior year adjustment in
respect of deferred
taxaation - - (48,200) - - 31,824 (16,376)
- as restated 329999 1802374 272,800 (1,574) 769 2211878 4,616,246
Shares issued under share
option scheme 678 - - - - - 678
Realised loss on disposal of
non-trading securities - - - 175 - - 175
Losses on revaluation - - - (429) - - (429)
Deferred tax credited to bank
premises revaluation reserve - - 291 - - - 291
Dividends paid - - - - - (358,019)  (358,019)
Profit for the year
- as previously reported - - - - - 555478 555478
- prior year adjustment in respect
of deferred taxation - - - - - (12911)  (12911)
- as restated (Note 7) - - - - - 542567 542567
At 31t December, 2002 330677 1,802,374 273,091 (1,828) 769 2396426 4,801,509

The Group's unappropriated profits as at 31st December, 2003 included the
accumulated losses of HK$18,018,000 (2002: HK$29,076,000) of the associated

companies.

The application of the share premium account and the capital redemption reserve is

governed by Section 48B and 49H of the Hong Kong Companies Ordinance.
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28.RESERVES (CONTINUED)

The general reserve was set up from the transfer of retained earnings and exchange
differences arising from translation of the accounts of overseas branches and
subsidiaries (note 2(i)). The capital reserve comprises retained earnings capitalised on
the issue of bonus shares by subsidiaries in previous years and a legal reserve established
by Banco Weng Hang, S.A. in accordance with regulations in Macau. Revaluation
reserves have been set up and are dealt with in accordance with the accounting
policies adopted for the revaluation of premises and non-trading securities (notes 2(j)
and (k)).

Capital reserve, bank premises revaluation reserve, investment property revaluation
reserve, investment revaluation reserve and capital redemption reserve do not represent
realised profits and are not available for distribution.

The Bank and its financial subsidiaries operate under regulatory jurisdictions which
require the maintenance of minimum capital adequacy ratios and which could therefore
potentially restrict the amount of retained profits which can be distributed to
shareholders.

29.0FF-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:

XZHRITEE KFHRIT
The Group The Bank
2003 2002 2003 2002

Direct credit substitutes 699,117 847,709 352,971 640,852
Transaction-related

contingencies 56,645 42,760 226,042 357,906
Trade-related

contingencies 1,644,315 981,949 804,132 868,767
Other commitments :

With an original

maturity of under

1 year or which are

unconditionally

cancellable 8,008,954 6,050,289 5,437,002 6,140,897

With an original

maturity of

1 year and over 1,273,762 542,950 276,944 436,534
Forward forward

deposits placed 979,948 30,779 979,948 30,779
Total (Note 31(b)) 12,662,741 8,496,436 8,077,039 8,475,735
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29.0FF-BALANCE SHEET EXPOSURES (CONTINUED)
(b) Derivatives
Derivatives refer to financial contracts whose value depends on the value of one
or more underlying assets or indices.

The following table is a summary of the notional amounts of each significant
type of derivatives.

XFRITERE KFHRIT
The Group The Bank
2003 2002 2003 2002

Exchange rate contracts
Forwards - trading 4,034,010 7,290915 4,016,465 7,712,734
Forwards - hedging 2,878,948 2,991,030 2,899,551 2,991,030
Option purchased

- trading 508,321 196,641 299,455 196,641
Option written
- trading 450,158 196,641 241,292 196,641

Total exchange rate
contracts 7,871,437 10,675,227 7,456,763 11,097,046

Interest rate contracts
Swaps - trading 1,787,676 1,052,910 1,787,676 1,052,910
Swaps - hedging 24,558,017 10,275,673 24,263,916 10,450,673

Total interest rate
contracts 26,345,693 11,328,583 26,051,592 11,503,583

Equity contracts
Option purchased

- trading 70,042 - - -
Option written

- trading 70,042 - - -

Equity contracts 140,084 - - _

34,357,214 22,003,810 33,508,355 22,600,629

The trading transactions include positions arising from the execution of trade
orders from customers or transactions taken to hedge these positions.
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29.0FF-BALANCE SHEET EXPOSURES [CONTINUED)
(b) Derivatives (continued)

The replacement costs and credit risk weighted amounts of the above off-balance
sheet exposures are as follows. These amounts do not take into account the
effects of bilateral netting arrangements.

KFRITEE
The Group
2003 2002
FERMR FERMR
ESE ESHE
EEKA  Creditrisk  ZERA  Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
Contingent liabilities

and commitments N/A 1,713,039 N/A 1,069,415
Exchange rate contracts 55,236 37,360 32,780 45,634
Interest rate contracts 193,612 64,667 113,276 26,229
Equity contracts - 2,101 - -
248,848 1,817,167 146,056 1,141,278

KF AT

The Bank

2003 2002
FERMR FERMR
ESE ESHE
EEKA  Creditrisk  ZEKA  Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
Contingent liabilities

and commitments N/A 808,698 N/A 1,121,103
Exchange rate contracts 42,133 24,759 32,383 43,939
Interest rate contracts 188,989 63,332 113,276 26,404
231,122 896,789 145,659 1,191,446

The tables above give the contractual or notional amounts, replacement cost
and credit risk weighted amounts of off-balance sheet transactions. These are
assessed in accordance with the Hong Kong Monetary Authority's guidelines
which implement the Basle agreement on capital adequacy and depend on the
status of the counterparty and the maturity characteristics.
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29.0FF-BALANCE SHEET EXPOSURES [CONTINUED)
(b) Derivatives (continued)

(c)

The risk weights used range from 0% to 100% for contingent liabilities and
commitments, and from 0% to 50% for exchange rate and interest rate contracts.
Replacement cost represents the cost of replacing all contracts which have a
positive value when marked to market. The credit risk weighted amount refers to
the amount as computed in accordance with the Third Schedule to the Hong
Kong Banking Ordinance.

Contingent liabilities and commitments are credit-related instruments which
include acceptances, letters of credit, guarantees and commitments to extend
credit. The contractual amounts represent the amounts at risk should the contract
be fully drawn upon and the client default. Since a significant portion of
guarantees and commitments is expected to expire without being drawn upon,
the total of the contractual amounts is not representative of future liquidity
requirements.

Off-balance sheet financial instruments arise from forward, swap and option
transactions undertaken by the Group and the Bank in the foreign exchange,
interest rate and equity markets.

The notional amounts of these instruments indicate the volume of transactions

outstanding at the balance sheet date; they do not represent amounts at risk.

Capital commitments
Capital commitments for acquisition of property and equipment outstanding at
31st December not provided for in the accounts were as follows:

KFRITEE KF AT
The Group The Bank
2003 2002 2003 2002
Expenditure authorised
and contracted for 6,433 19,963 5,091 6,801
Expenditure authorised
but not contracted for 294 - - -
6,727 19,963 5,091 6,801
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30.NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT

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

(b)

operating activities

Operating profit

Depreciation

Amortisation of goodwill (Note 22)

Profits tax paid

Decrease/(increase) in treasury bills with
original maturity of three months or more

Decrease in placements with banks and other
financial institutions with original maturity
of three months or more

Increase in trade bills less provision

Decrease in certificates of deposit held

Increase in trading securities

(Increase)/decrease in advances to customers
and other accounts less provision

Decrease in deposits and balances of banks and
other financial institutions

Increase/(decrease) in deposits from customers

Increase in certificates of deposit issued

Increase in other accounts and provision

Net cash inflow from operating activities

Reconciliation with the consolidated balance sheet

Cash and short term fund
Placements with banks maturing between one
and twelve months

Certificate of deposit held

Amount shown in the consolidated
balance sheet
Less: amount with an original maturity of

three months or more

Cash and cash equivalents in the consolidated
cash flow statement

2003 2002
994,018 774,123
67,420 50,118
12,661 581
(177.563) (76,993)
318,786 (29,618)
386,726 1,070,918
(86,584) (32,024)
306,367 46,444
(286,641) (252,881)
(18,108) 1,157,043

(1,007,101) (28,978)

5,800,079 (395,396)
453,307 1,891,413
1,009,398 225,570
7,772,765 4,400,320

2003 2002

18,402,805 12,363,052
1,542,981 852,511

129,972 406,370
20,075,758 13,621,933
(1,213,687)  (1,573,808)
18,862,071 12,048,125




3. GERGRERME (W)

30.NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)

() BENELE (c) Acquisition of a subsidiary

“TE=FNAZFH K&
B U BT T — R 1T R B1000%
Bx  BeREAREE
3,706,616,0007T °

On 30th September, 2003, the Group acquired a 100% interest in Chekiang First

Bank Group for HK$3,706,616,000, satisfied in cash.

2003
ReRkBHES Cash and short term fund 11,300,741
EHERRTAZERE M Placements with banks and other financial institutions
BEFE(-ETZEAA maturing between one and twelve months 459,834
24
S5 EBRE KR ER Trade bills less provision 192,014
FRE Certificates of deposit held 29,969
BEPZERREMEED RG Advances to customers and other accounts less provision 12,599,089
B
BEZIMAZEAFRIERIEE Held-to-maturity and non-trading securities 247,377
ERBES
BENRKE Investments in associated companies 76,326
BRETEE Tangible fixed assets 457,104
FOREREGSREE LT Deposits and balances of banks and other financial
& institutions (1.121,070)
BEPZ2ER Deposits from customers (21,035,976)
BBITZ2HERE Certificates of deposit issued (100,000)
HibBRIB R Other accounts and provisions (365,132)
ERNEERAGEF Net identified assets and liabilities 2,740,276
RAEECERE Positive goodwill arising on consolidation 966,340
BERKBAE Total purchase price paid 3,706,616
B WBHBRACRERE Less : cash and cash equivalents of the subsidiaries
EEA acquired (11,010,160)

KEMBARZASRAFE

3. BREE
() RERE

TERTEBBEESER
FEBFRIE BEEZRRT
ANERER -

PERTEBERIBEEN

Net cash inflow in respect of the purchase of subsidiaries

31.SEGMENT REPORTING
(a) Business segments

7,303,544

Retail banking activities include acceptance of deposits, residential mortgages,

hire purchase and consumer loans.

Corporate banking activities include advance of commercial and industrial loans,

EOMERBBRITER trade financing and institutional banking.
HEXBOENEE - BHFRE Treasury activities include foreign exchange services, management of investment
BRRHEE - securities and trading activities.

HeXBermfRER kR
BERS RRIKEMBIRT -

ADBENEBREIERER
RES THRE  WERE
REMKREAEIETHER
BABRNEBED

Other business activities include insurance business, stockbroking activities and

services for retirement schemes.

Unallocated items mainly comprise the shareholders' funds, investments in
premises and property investment and other activities which cannot be reasonably

allocated to specific business segments.
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31.SEGMENT REPORTING (CONTINUED)

(a) Business segments (continued)

X558
The Group
2003
3.3
TEEG BREA 63 5
E3 5% Inter-
Retall  Comorate  BPEEHE  EMER  FHEER segment At
banking banking Treasury Other ~ Unallocated ~ elimination Total
Net interest income 1,020,252 324,764 175,344 2,180 55433 - 1577973
Other operating income 219,490 71333 60,598 64712 31,360 - 453,493
Inter-segment income - - - - 41,351 (41,351) -
Operating income 1,239,742 402,097 235942 66,892 128,144 (41351) 2,031,466
Operating expenses (453,814) (92,866) (39.924) (32515) (93,042) - (112,161)
Inter-segment expenses (37499) (1,609) (556) (1,687) - 41,351 -
Operating profit before provisions 748,429 307,622 195,462 32,690 35102 - 1,319,305
Charge for bad and doubtful debts ~ (193471)  (131,757) - (59) - - (325,287)
Operating profit 554,958 175,865 195462 32,631 35102 - 994,018
Losses on revaluation of investment
properties and disposal of
tangible fixed assets (936) (14) (70) - (4513) - (5533)
Profits (losses) on disposal of
held-to-maturity and
non-trading securities (1,228) - 35178 90 - - 34,040
Provisions made for
held-to-maturity securities - - (10900) - - - (10900)
Profit on ordinary activities 552,794 175,851 219,670 321 30,589 - 1,011,625
Share of net profits in
associated companies - - - 335 291 - 626
Profits before taxation 552,794 175,851 219,670 33,056 30880 - 1012251
Depreciation (Note 4(c) 32,114 4,759 3424 1503 25,620 - 67420
Amortisation of goodwill (Note 4(c) 3,361 2,604 2,570 1,116 3,010 - 12,661
Segment assets 33497555 19,862,171 17,997,869 259,141 16,976,422 - 88,593,158
Investments in associated
companies - - - 123,538 19,976 - 143,514
Total assets 33497555 19,862,171 17,997,869 382679 16,996,398 - 88,736,672
Total liabilities 72,596,397 902,779 812,740 89,053 5,107,620 - 79,508,589
Capital expenditure 903,076 621,450 74329 89 104,803 - 1,703,747
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31.SEGMENT REPORTING (CONTINUED)
(a) Business segments (continued)

KFB5E
The Group
2002
(%)
(restated)
BEK
FERGT  PEEA 63 %
E E Inter-
Retal  Comporate  BTEXH  HEE RHEEE segment At
banking banking Treasury Other ~ Unallocated ~elimination Total
Net interest income 959,689 329321 120,410 1484 61314 - 1472218
Other operating income 197,138 71,510 36,287 34,809 25,669 - 365413
Inter-segment income - - - - 39,137 (39.137) -
Operating income 1,156,827 400,831 156,697 36,293 126,120 (39137) 1837631
Operating expenses (433,650) (13.37) (17.166) (26,013) (45436) - (595,502 )
Inter-segment expenses (34437) (1679) (392) (2629) - 39,137 -
Operating profit before provisions 688,740 325915 139,139 7,651 80,684 - 1242129
Charge for bad and doubtful debts ~ (300,100)  (167,906) - - - - (468,006)
Operating profit 388,640 158,009 139,139 7,651 80,684 - 774123
Losses on revaluation of investment
properties and disposal of tangible
fixed assets (499) (22) - (67) (14581) - (15,169)
Profits/(losses) on disposal of
held-to-maturity and non-trading
securities (2494) - 53879 (68) - - 51317
Provisions made for held-to-maturity
securities - - (21028) - - - (21,028)
Profit on ordinary activities 385,647 157987 171990 7516 66,103 - 789,243
Share of net losses in associated
companies - - - (7847) - - (7847)
Profit before taxation 385,647 157,987 171990 (331) 66,103 - 781396
Depreciation (Note 4(c)) K777 928 479 1,100 2183 - 50,118
Amortisation of goodwill (Note 4(c)) - - - 581 - - 581
Segment assets 25117874 15086573 8,138,657 23988 8,695,775 - 57062867
Investments in associated
companies - - - 56,924 - - 56,924
Total assets 25117874 15,086,573 8,138,657 80912 8,695,775 - 51119791
Total liabilities 45,707 476 274300 147,800 8,100 4,623,391 - 50,761,067
Capital expenditure 40221 70 1499 534 62,284 - 105,248
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3. DEHRE (#) 31.SEGMENT REPORTING (CONTINUED)

b)) EZSHE (b) Geographical segments
BEABEMDEMBARE The information concerning geographical segments has been classified by the
EEEMEME S  HEEBE location of the principal operations of the subsidiaries, or in the case of the Bank
EREELEEE AR AR itself, of the location of the branch responsible for reporting the results or booking
IR1TFEM T E » the assets.
KFRITEE
The Group
2003
B BRI
W B3
Less :inter-
B RP Hit segment A
Hong Kong Macau Other elimination Total
—EE=F+-A=+—H As at 31st December, 2003
FEEL N Total operating income 2,126,056 254,405 58,715 (407,710) 2,031,466
B B3 Al 7 Profit before taxation 1,179,116 154,549 14,952 (336,366) 1,012,251
BEE Total assets 97,893,393 9,317,866 10,649,054  (29,123,640) 88,736,673
waf Total liabilities 86,226,863 8,691,491 10565659 (25975424) 79,508,589
AR E RS AR IE (B 5E29() Contingent liabilities and
commitments (Note 29(a)) 12,241,808 725,483 35,135 (339,685) 12,662,741
BEATH Capital expenditure 1,642,799 13,818 47,130 - 1,703,747
XFRITEE
The Group
2002
(ER)
(restated)
. BE
W B3
Less :inter-
B il =) segment A
Hong Kong Macau Other elimination Total
—EE-F4+-A=1+—H As at 31st December, 2002
BEERA Total operating income 1,677,875 237,101 70,475 (147.820) 1,837,631
B % A g A Profit before taxation 695942 142,810 30,023 (87,379) 781,396
BEE Total assets 56,367,325 8,484,892 6951234  (14,683,660) 57,119,791
BAE Total liabilities 50,524,742 7,853,455 6,693,000 (14310,130) 50,761,067
SR E T A SE (M 3E29(a) Contingent liabilities and
commitments (Note 29(a)) 8,425,820 690,084 107,102 (726,570) 8,496,436
BAL W Capital expenditure 85,282 19,282 684 - 105,248
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32.LOANS TO OFFICERS

Particulars of loans to officers disclosed pursuant to section 161B(4B) of the Hong
Kong Companies Ordinance are as follows:

2003 2002
Aggregate amount of relevant loans
outstanding at 31st December 261 913
The maximum aggregate amount of
relevant loans outstanding during the year 913 1,388

33.PLEDGE OF ASSETS

The amount of HK$7,763,000 (2002: Nil) included in “Placements with banks and
other financial institutions maturing between one and twelve months" represents a
time deposit pledged as collateral with the State of California in compliance with the
statutory requirements of the State of California.

34.RELATED PARTY TRANSACTIONS

(@) During the year, transactions with The Bank of New York Company Inc. (“BNY"),
a substantial shareholder of the Bank, or its subsidiaries were entered into by
the Group in the ordinary course of business and on normal commercial terms.
The income and expense for the year and on-balance sheet and off-balance
sheet outstandings at the year end are:

() Income and expense

2003 2002
Interest income 548 1,068
Interest expense 368 949
(i) On-balance sheet outstanding at 31st December
2003 2002
Cash and short-term funds 33,717 22,208
Deposits and balances of banks and other
financial institutions 17,809 50,856
(i) Off-balance sheet outstanding at 31st December
2003 2002
Exchange rate contracts
Contract amount 464,787 102,020
Replacement Cost - 602
Credit risk weighted amount 930 324
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34.RELATED PARTY TRANSACTIONS (CONTINUED)

(iv) On 27th August, 1999 and 19th September, 2002, the Bank entered into
two Delegation Agreements with BNY pursuant to which the Bank agreed
to provide various back-up support services to BNY in connection with a
securitisation transaction undertaken by BNY.

In 2003, the Bank received from BNY a total service fee of HK$198,000
(2002: HK$397,000) and will continue to receive further service fees on an
annual basis during the term of two Delegation Agreements.

(b) On 30th June, 1995, Wing Hang Zurich Insurance Company Limited (“WHZ

Insurance”), a 65 percent owned subsidiary of the Bank, entered into a
Management Agreement with Swiss Insurance Management (Hong Kong) Limited
("Swiss Insurance”), a wholly own subsidiary of Zurich Insurance Limited (*Zurich
Insurance”) pursuant to which Swiss Insurance has been appointed as manager
of WHZ Insurance in connection with the conduct by WHZ Insurance of its
insurance business. Zurich Insurance is a substantial shareholder of WHZ Insurance
holding 35 percent of WHZ Insurance's issued share capital. Under the
Management Agreement, WHZ Insurance paid to Swiss Insurance an amount of
HK$3,524,000 (2002: HK$1,559,000), being the contractual management fees
based on gross premium. On 30th January, 2003, the Management Agreement
was extended for two years and will end on 31st December, 2004 but can be
terminated by either party with six months' notice. The revised management fee
will be based on a fixed fee plus a certain percentage of gross written premiums
received.
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35.STAFF BENEFITS
(a) Retirement schemes

2003 2002
Retirement benefit costs (Note 4(c)) 32,625 30,432

The Group operates both a Mandatory Provident Fund Exemption ORSO Scheme
(the "ORSO Scheme") which is registered under the Occupational Retirement
Schemes Ordinance and two Manadatory Provident Fund Schemes (the "MPF
Schemes") established under the Manadatory Provident Fund Ordinance to cover
all qualifying employees in Hong Kong. In addition, a defined contribution scheme
was established on 3rd January, 2001 to cover all qualifying employees in Macau
at various funding rates, in accordance with the local practice and requirements.
The costs of these new schemes are charged to the profit and loss account for
the year and the assets of these schemes are held separately from the Group.
Any forfeiture amount under the MPF Scheme is refunded to the Group when
the member leaves employment prior to the employer's voluntary contributions
being vested fully.

The Group operated a defined benefit scheme for qualifying employees of Chekiang
First Bank Limited and its subsidiaries in Hong Kong, under which the employees
who were members of the plan were entitled to retirement benefits based on
their salary as at 5th December, 2002 on attainment of retirement age. The
defined benefit scheme was terminated on 5th December, 2002, with
arrangements made for the Group to discharge all of its obligations and liabilities
under the scheme. No contribution was made in the years of 2002 and 2003 to
the defined benefit scheme as the scheme was fully funded. Any forfeiture amount
is refunded to the Group when the member leaves employment prior to vesting
fully of the employer's voluntary contributions.
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Date of options granted
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10/03/2001
15/03/2002
14/01/2003
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35.STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits

Pursuant to the approved Share Option Scheme, the directors are authorised, at
their discretion, to invite certain executives, to take up options to purchase
ordinary shares in the Bank as incentive to them. Prior to 1st September, 2001,
the option price was 80% of the average last dealt price on The Stock Exchange
of Hong Kong Limited (“SEHK") on the five business days immediately preceding
the date of offer of such options. After 1st September, 2001, the option price
should be at least the higher of the closing price of the shares on the SEHK on
the date of the grant, which must be a trading day, and the average closing price
of the shares on the SEHK for the five business days immediately preceding the
date of grant.

() Movements in share options

2003 2002

uEE frirg

Number of Number of

shares shares

At 1st January 772,000 512,000
Issued 290,000 290,000
Exercised (322,000) (30,000)
At 31st December 740,000 772,000

(i) Terms of unexpired and unexercised share options at balance sheet date

REE
Option price

HK$14.83
HK$23.60
HK$26.30
HK$25.80
HK$26.50

“EE=F+-A=+-H —EE-_F+-A=1+—H
31st December 2003 31st December 2002
KB E R EE

Number of shares

260,000
190,000
160,000
130,000

740,000

Number of shares

102,000
380,000
290,000

772,000

The options granted under the Scheme will be exercisable between the first

and the tenth anniversaries of the date of grant.
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Exercise period

15/03/2003- 14/03/2012
14/01/2004- 13/01/2013
14/03/2004- 13/03/2013

(v RERTTENRBREL
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Exercise date

20/03/2002
09/04/2003
31/07/2003
18/08/2003
18/08/2003
25/08/2003
05/09/2003
24/09/2003
07/11/2003
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35.STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits (continued)

(i) Details of share options granted during the year, all of which were granted

with HK$1.00 consideration.

2003

REE B2 B
Option price Number of shares
HK$26.30 -
HK$25.80 160,000
HK$26.50 130,000
290,000

(iv) Details of share options exercised during the year

RIARTTEERI— R
ZBRmETERmE

Weighted average closing

REE price per share at preceding Frig A
Option price day before exercise date  Proceeds received
HK$23.60 HK$27.00 HK$708,000
HK$14.83 HK$27.20 HK$1,512,660
HK$23.60 HK$31.30 HK$708,000
HK$23.60 HK$33.20 HK$708,000
HK$26.30 HK$33.20 HK$1,052,000
HK$23.60 HK$34.30 HK$708,000
HK$26.30 HK$37.30 HK$1,052,000
HK$23.60 HK$38.00 HK$708,000
HK$26.30 HK$48.80 HK$526,000

36.COMPARATIVE FIGURES

2002
Btn A

Number of shares

290,000

290,000

2003 2002
BHEE BHEE
Number Number
of shares of shares
- 30,000
102,000 -
30,000 -
30,000 -
40,000 -
30,000 -
40,000 -
30,000 -
20,000 -
322,000 30,000

Certain comparative figures have been adjusted as a result of change in accounting

policy for certain items, details of which are set out in note 3.

37.APPROVAL OF ACCOUNTS

The accounts were approved and authorised for issue by the Board of Directors on

11th March, 2004.
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