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FINANCIAL HIGHLIGHTS (UNAUDITED)
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Profit Attributable to Shareholders
JBe R HE A% i 1
HK$ million Fi # ¥ 7&

For the 6 months ended
(HK$ Million) 30 June 2006 30 June 2005
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Profit attributable to shareholders

& 3R 1 A 125 114
Interim dividend (per share)

R EARR B (%) 6.00 cents 6.00 cents
Return on average equity

35 AR 7K ] R % 6.83% 6.32%
Return on average assets

158 E B ) R 0.49% 0.50% Gross Advances to Customers
EIRN & L

As at As at HKS billion 1 fi ¥ 7&

30 June 2006 30 June 2005
—BEXRE C—TTAHF
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Total assets
BEE
Advances to customers

less impairment
BERPETRRE
Customer deposits and

medium term funding
BEFERRTHER 34,940 35,412 :
Shareholders’ funds S::E‘:j:::l;::: Funding
REES 3,735 3,664 P oLy
Unadjusted capital adequacy ratio HKS billion 1 # 52
REARERT R X 19.85% 15.71%
Liquidity ratio

(average for the month)
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The Hong Kong economy sustained strength in the first
quarter of 2006, with real GDP growing by a stronger-
than-expected 8.2%. This followed an already robust
7.5% growth in the preceding quarter. GDP growth
decelerated slightly in the second quarter, and may
continue to slow for the rest of the year, but full year
GDP may still produce a 6 — 7% increase, which is well
above trend for Hong Kong. The economy expanded on a
broad front in the first half of the year, driven by robust
external trade, a distinct pickup in consumer spending,
as well as a continued surge in investment in machinery
and equipment. Importantly, domestic demand is currently
playing an increasingly important role in the current
economic upturn. Externally, exports continued to grow
in the first half, rising 8.5%, thanks to surging regional
trade, with China again the key growth driver. Exports of
services were also robust, up 8.9% in the first quarter,
with both offshore trade and inbound tourism, which
record levels, growing distinctly further.

On the domestic front, private consumption picked up to
a 4.5% growth in the first quarter, on the back of
improving employment incomes, but also boosted in
part by stronger household balance sheets, along with a
rising stock market and a reviving property market.
Consumer sentiment remained upbeat, even though
interest rates rose - with the Hong Kong Dollar Prime
rate rising in March and money market rates increasing
broadly in line with USD rates. Overall investment
expenditure maintained strong growth momentum, up
8.5% in the first quarter. Labor market conditions
continue to improve, with the unemployment rate
currently at a 4.5-year low of 5.0%. Inflation remained
benign at 1.8% in the first half of the year. The
successive rises in private housing rentals over the past
two years have begun to impact to a greater extent.
However, easing import prices have mitigated inflationary
pressures somewhat.
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Locally, consumption looks set to remain robust, along
with better job prospects and rising incomes. Investment
in plant and equipment seems likely to increase further
in line with rising corporate profits and also to cater for
the growth in business. But construction is likely to
remain weak in the near term, thereby capping the
upside of overall investment. Although the global
economy has been strong recently, there are signs of a
slowdown in key markets, while the external environment
is still clouded by various downside risks such as: the
recent rise in oil prices; the impact of past increases in
US interest rates; global trade imbalances; and lately,
the tightening measures in the Mainland. Some of these
risks in fact have intensified recently. How these risks
play out will be critical to Hong Kong’'s trade and
economic performance for the rest of the year.

Building on the business expansion in 2005, Fubon
Bank (Hong Kong) Limited (“Fubon Bank”) made a
breakthrough in core performance for the first half of the
year 2006 with operating profit before provisions and
gains increasing by more than 60% to HK$212 million
from HK$132 million for the corresponding period of
2005. Against a backdrop of intense market competition,
Fubon Bank was able to capitalize on market growth
opportunities. This led to an increase of total assets by
3% to HK$51.4 billion as at 30 June 2006 as compared
to the 2005 year-end figure of HK$49.8 billion. There
was also an overall yield improvement of 1.25% with an
increase in the mix of higher yielding assets such as
advances to customers and a reduction in surplus funds
placed in cash and short term funds.
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Net interest income increased HK$54 million or 20% to
HK$319 million in the first half of 2006, mainly due to
the widening of prime-HIBOR spreads. Effective net
interest margin improved from 1.19% from the first half
of 2005 to 1.29% for 2006. Other operating income
reached HK$208 million for the first six months in
2006, representing a 37% increase compared to the
same period of last year. Particularly worth mentioning
was the strong growth in recurring sales of Financial
Markets products throughout all segments, a 98%
increase over the first half of 2005. The buoyant equity
market drove a 61% increase in brokerage income.
Fubon Bank also leveraged on its Fubon Financial’s
strength in expanding its insurance and unit trust
businesses, resulting in a soaring growth of more than
100% in commission income. Consequently, non-interest
income to operating income ratio improved from 36.3%
as of 30 June 2005 to 39.4% as of 30 June 2006.

Operating expenses rose moderately to HK$315 million
from HK$284 million compared with the same period in
2005. The increase was attributable primarily to higher
compensation and other staff expenses resulting from
the hiring of new staff for supporting business growth.
The number of full-time equivalent employees grew by
135 to 831. Nevertheless, the cost to income ratio
dropped from 68.2% to 59.8%, due to the robust growth
of both net interest income and fee income.

The Group recorded a total charge of HK$79 million for
impaired loans and advances as compared with a
reversal of provisions of HK$3 million in the first half of
last year. There was a gain on disposal of available-for-
sale securities of HK$20 million against a disposal loss
of HK$8 million which incurred during the same period
in 2005. In view of the abovementioned factors, net
profit for the first half of 2006 amounted to HK$125
million, representing an increase of 10% compared with
the corresponding period of 2005.
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The loan portfolio reached HK$24 billion, an increase of
11% from December 2005 with solid growth across
most of the loan types. Strong growth was seen in
project and syndicated loans, short term advances and
hire purchase loans, the respective loan volume increased
by 61%, 21% and 12% respectively.

To diversify its funding sources, the Bank successfully
completed the issuance of USD 200 million lower tier Il
subordinated debts and USD 150 million senior floating
rate notes in April 2006 through its Euro Medium Term
Note Program. This has further strengthened the Bank’s
capital base and liability structure, and reduced the
Bank’s reliance on rate sensitive funding. As a result,
customer deposits dropped by 6% as budgeted for the
first half of 2006.

Taiwan related business continued to grow during the
first half of the year. With a full team of experienced
professionals providing corporate banking services to
Taiwanese customers in Hong Kong and the mainland,
the Taiwan Team'’s corporate loans portfolio increased by
70% and its deposits portfolio grew 67% as compared
to the 2005 year-end balances. Furthermore, the
number of wealth management accounts increased by
44% with assets under management expanding by 36%.
In addition, since the launch of a full-scale SME Division
in 2005, the Division’s performance has already won
wide recognition from the industry as evidenced by the
winning of the 2006 SME’s Best Partner Award — Best
Trade and Equipment Finance Bank Award organised by
The Hong Kong Chamber of Small to Medium Business
Limited.

Fubon Bank E #B#R1T | Interim Report R EIZRE | 2006

EREABR _ZEERFE+ -8 FF11%
E_ANTEAIT - K ERERY
BERBERE EYIEE REEER
SHERLRAERESERYNEER  Z
EERNERED I AB61% - 21%%
12% °

RAOBEBESRR - NRTR_BTREF
P9 A HE W [BR T HIR IR 8] - pRTh 3
T_EETREZEER—FBATEXRT
TR o BLEE— IR T ARTLZ
BEAERRERERE - WEEARTY
FMEGRES Z K - Bt - —FTR
FLEX¥FREPERNAEE - TH6% °

AEELHF - QEBEBERFESRS
R - BREAHEEESLEHRNESARN
BAEK  ABEBBRAMNEERS
RECERITRE  BE_TTRFFRK
NEFHEL - A EBBRNCEEREE
BETT0%  FRAEERET% 5
B EEERF A L IN44% 0 FTetE
MNEEEATI% - Z—FHE B=F
SRHER/NPNEERE2EZABEIEAR -
ZEPPI 2 RIBBRERBECRA » At
HESHESP/ACERSHEN—
ST RF[RPPESRERER -—RE
TERRERERITAE]FAEE -



The Directors have pleasure in presenting the unaudited
interim consolidated financial report of Fubon Bank
(Hong Kong) Limited (‘the Bank’) and its subsidiaries
(collectively ‘the Group’) for the six months ended 30
June 2006.

The unaudited interim financial report on pages 17 to
65 together with the unaudited supplementary financial
information on pages 66 to 90 comply, in all material
respects, with the Supervisory Policy Manual “Interim
Financial Disclosure by Locally Incorporated Authorised
Institutions” issued by the Hong Kong Monetary Authority
(“HKMA”).

The Bank is committed to high standards of corporate
governance and has followed the module on “Corporate
Governance of Locally Incorporated Authorised
Institutions” under the Supervisory Policy Manual (CG-1)
issued by the HKMA in September 2001. The Bank has
also taken steps to ensure compliance with the Code on
Corporate Governance Practices (the “Code”) in Appendix
14 of the Rules Governing the Listing of Securities
issued by The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”) which have been stated in the
Corporate Governance Report included in the Group’s
2005 annual report.
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There were three exceptions mentioned in the Corporate
Governance Report and the Bank has taken the
following steps thereafter to address these exceptions:

1)

The Articles of Association (“Articles”) of the Bank
provide that the Managing Director is excluded from
retirement by rotation. In compliance with the Code
provision that every Director should be subject to
retirement by rotation, the Bank thereafter proposed
to its shareholders at the 2006 Annual General
Meeting to amend the Articles accordingly. The
proposed amendment was passed at the Annual
General Meeting on 28 April 2006.

The Code provision requires that Directors must
comply with the obligations set out in the Model
Code for Securities Transactions by Directors of
Listed Issuers (“Model Code”) in Appendix 10 of
the Listing Rules. Upon appointment, a Director
was not aware that his spouse had, before his
appointment, purchased 100,000 issued shares of
the Bank in March 2004 and therefore failed to
make the required notification to the Bank under
the Model Code in respect of said issued shares.
The Director only became aware of his spouse’s
ownership of the shares in January 2006 and he
then notified the Bank accordingly.

After the Director’s spouse disposed of the 100,000
issued shares of the Bank in the market, the
Bank’s public float of 25% of its issued share
capital was restored on 2 March 2006.
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3)

The Code provides that a majority of the members
of the Remuneration Committee should be
Independent Non-Executive Directors. The
Remuneration Committee of the Bank during 2005
did not comply with the Code as it comprised a
total of four members, two Non-Executive Directors
and two Independent Non-Executive Directors.

In compliance with the Code, the Board approved
the appointment of the remaining Independent Non-
Executive Director to the Remuneration Committee
in January 2006.

Save the abovementioned exceptions, the Bank has
applied the principles and complied with the Code
provisions throughout the period ended 30 June 2006
and to the fullest extent of the recommended best
practices of the Code.
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The Directors and Chief Executive of the Bank who held
office at 30 June 2006 had the following interests in the
shares of its ultimate holding company, Fubon Financial
Holding Co., Ltd. (“Fubon”), at that date as recorded in
the register of Directors’ and Chief Executive’s interests
and short positions required to be kept under section
352 of the Securities and Futures Ordinance:

75/\777/\¢/\H +HEFEZARRTT
EERITHARIREE S RBAERAE
352{\*%?%3’]?%&17& %&E’ﬂé/\
FoRkRERME - A HEKKRERA
ERERIZERIRNDER A T(fa?ﬁj)ﬂx
MERET :

Ordinary shares in Fubon of NT$1 each

EASRAE-THaBEBRG

Name Personal Family
#E fAA EY3
Ming-Chung (Daniel) Tsai EBEH 229,536,304 29,963,166
MingHsing (Richard) Tsai A7 & 208,947,280 26,716,879
JinYi Lee Ex 600,000 @ -
Jesse Ding TTE 2,031,531 =
Victor Kung BR1T 680,571 383
Chang Ming-Yuen, Michael ~ 3RFF#E 76,000 @ =
Fan Sheung Yam, Horace 8 41 150,000 @ -
Notes:

(1) 1,782,797,232 shares were held through corporations in
which Mr. Ming-Chung (Daniel) Tsai, Mr Ming-Hsing (Richard)
Tsai and other Tsai family members have beneficial
interests.

(2) The shares were acquired pursuant to Fubon’s treasury
shares programme which invited the Directors and certain
senior management of the Group to acquire Fubon’s
shares at a discounted price.
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- 150,000 0.00

B 5

(1) 1,782,797,232 B in B Z EVEEIFH -
MERABRLE - ZAMEEREMERK
Rk B EiUEE T B X B -

(2) ZERMHRFERBEBEFR T EIPTR
B A ERFAREEERETRR
EREEKEBATRERBERDRS



Apart from the foregoing, none of the Directors and
Chief Executive of the Bank or any of their spouses or
children under eighteen years of age has interests or
short positions in the shares, underlying shares or
debentures of the Bank, any of its holding company,
subsidiaries or fellow subsidiaries, as recorded in the
register required to be kept or as otherwise notified to
the Bank pursuant to the Model Code.

The Bank has adopted the Model Code set out in
Appendix 10 of the Listing Rules as its own code of
conduct regarding securities transactions by the Directors.
The Bank has made specific enquiries of all Directors
regarding any non-compliance with the Model Code
during the period, and received confirmations from all
Directors that, with the exception of the matter referred
to in the non-compliance with the Code mentioned
above, they have fully complied with the required
standards set out in the Model Code.

As at 30 June 2006, the register of substantial
shareholders showed that the Bank had been notified of
the following interests, being 5% or more of the Bank’s
issued capital.

BT REBREN B
N

Fubon Financial Holding Co., Ltd.
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The Directors in office during the six months ended 30
June 2006 and at the date of this report were:

Executive Directors
Jin-Yi Lee
(Managing Director and Chief Executive Officer)
Chang Ming-Yuen, Michael
(appointed on 28 April 2006)
James Yip
(appointed on 1 July 2006)
Fan Sheung Yam, Horace
(resigned on 1 July 2006)

Non-Executive Directors
Ming-Hsing (Richard) Tsai (Chairman)
Ming-Chung (Daniel) Tsai (Vice Chairman)
Victor Kung
Jesse Ding
Wing-Fai Ng

(resigned on 28 April 2006)

Independent Non-Executive Directors
Robert James Kenrick

Moses Tsang

Hung Shih

The Bank has not redeemed any of its listed shares
during the six months ended 30 June 2006. Neither the
Bank nor any of its subsidiaries has purchased or sold
any of the Bank’s shares during the period.
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(incorporated in Hong Kong with limited liability)

We have been instructed by the Bank to review the
interim financial report set out on pages 17 to 65.

The Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited require the
preparation of an interim financial report to be in
compliance with the relevant provisions thereof and
Hong Kong Accounting Standard 34, Interim Financial
Reporting issued by the Hong Kong Institute of Certified
Public Accountants. The interim financial report is the
responsibility of, and has been approved by, the
Directors.

It is our responsibility to form an independent conclusion,
based on our review, on the interim financial report and
to report our conclusion solely to you, as a body, in
accordance with our agreed terms of engagement, and
for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the
contents of this report.

(REBEMARIZNER DA

FEER ERTETEHFELTEGS
BE#zh R BWmE -

BRMERHMARARESR EmRA
BE LT AR Z BB E RS
ARBEMRUNZEBIEKARETES
SN RSB 2 BE G HERIE345E [
B BHE -  ESART R BRE
B UEFEHZ-

B E ERRIERFIEE T4

L B S IR L B AR - WM
BAIE T Fin e M BB IR - R
BEEERE c RUILBIN  BRPIMBRES
PRI RIEE A  HPIM T RATHE

ENAR  HEMEBALET SR
EREME o
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We conducted our review in accordance with Statement
of Auditing Standards 700 “Engagements to review
interim financial reports” issued by the Hong Kong
Institute of Certified Public Accountants. A review
consists principally of making enquiries of the Group’s
management and applying analytical procedures to the
interim financial report and based thereon, assessing
whether the accounting policies and presentation have
been consistently applied unless otherwise disclosed. A
review excludes audit procedures such as tests of
controls and verification of assets, liabilities and
transactions. It is substantially less in scope than an
audit and therefore provides a lower level of assurance
than an audit. Accordingly we do not express an audit
opinion on the interim financial report.

On the basis of our review which does not constitute an
audit, we are not aware of any material modifications
that should be made to the interim financial report for
the six months ended 30 June 2006.

KPMG
Certified Public Accountants

Hong Kong, 8 August 2006
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CONSOLIDATED INCOME STATEMENT (UNAUDITED)
A A W R OR B3 %)

For the six months ended 30 June 2006 &( %

For the six months ended

30 June 2006

30 June 2005

82z H=E
—EEXRE —TTRF
~HAE=1H NA=+H
Z N8R Z7~8A
Note HK$’000 HK$’'000
B 3% FER FAET
(restated)
(E7)
Interest income A 2 WA 4 1,179,433 624,885
Interest expense FE X 4 (860,071) (359,620)
Net interest income B U A 319,362 265,265
Other operating income H &8 WA 5 207,837 151,172
Operating income ZEIA 527,199 416,437
Operating expenses EEYH 6 (315,031) (284,188)
Operating profit before gains W 25 X 5 (B g5 18 A
and impairment losses 15 F 212,168 132,249
Gains/(losses) from disposals i & A {f i & & 5
of available-for-sale securities ~ Z Wz, (E1E) 7 19,878 (7,638)
(Charge)/write back of XEERZRBE
impairment losses on ‘gz ()
advances to customers and [0 & # 5
provisions 8 (79,339) 3,001
(Charge)/reversal of impairment &4 & 1R & 5
losses on investments and RS EE
assets acquired under lending L EE1E 2
agreements (HBR) /= # (105) 5,319
Profit before taxation R 75 A1 Ve A 152,602 132,931
Taxation 7RE] 9 (27,202) (19,109)
Profit attributable to shareholders A% 5 J& 1 i 7] 125,400 113,822
Interim dividend of 6.00 REE A BER
Hong Kong cents per share RS2
proposed after the balance FHREER
sheet date 6.0078 1l
(2005: 6.00 Hong Kong cents) —ETRF
6.00/& 1) (70,330) (70,330)
Earnings per share A& 2 7
(Hong Kong cents) (&) 10 10.70 9.71

The notes on pages 22 to 65 form part of this

unaudited interim financial report.

BNFE2EZE5EZRAMTRA

RIEEZP BB REZ —BH ©
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EXTRACTS FROM CONSOLIDATED BALANCE SHEET (UNAUDITED)

A EEA f?igil‘ﬂ%% (R %8 2 #)

As at 30 June 2006

TENFEFNA=+AH

Note
B 2
ASSETS BE
Cash and short term funds RekEHES 12
Placements with banks —Z=+=@A%
maturing between one B2 $R1T
and twelve months GE7.&:N
Trading securities RERXRSHA®BRZFS 13

Other financial instruments BEAFEEEMAA
designated as at fair value BHamikz HAth

through profit or loss SHMITEA 14
Derivative financial instruments $74 & gt T & 15
Advances to customers EFPEFRBE

less impairment 16
Accrued interest and FEETF B &

other accounts HbR B 17,24
Available-for-sale securities Al B 5B 5 18
Investment in associated i & N Al Tx &

company 19
Fixed assets EEE 20

Fubon Bank E #BR1T | Interim Report FEIZRE | 2006

As at As at

30 June 31 December
2006 2005
—EEXRE —ETREF
ANA=+HA +=ZA=+—H
HK$’000 HK$'000
TERT FAT
5,658,234 10,157,048
1,833,739 1,573,939
454,226 395,081
624,605 646,707
426,799 330,364
23,776,150 21,375,566
865,412 643,764
16,584,461 13,523,761
6,026 6,470
1,139,123 1,150,838
51,368,775 49,803,538




EXTRACTS FROM CONSOLIDATED BALANCE SHEET (UNAUDITED)
MAEREABRRBE (REFK)

As at 30 June 2006

A=1H

As at As at
30 June 31 December
2006 2005
—EBETXRE —ZTTRF
~NA=+H +t=—BA=+—H
Note HK$’000 HK$’000
B 5 FET FAT
LIABILITIES 8E&
Deposits and balances RITRZE R E A
of banks and other EMEEZER
financial institutions &7 909,647 1,195,791
Deposits from customers BEPfER 21 30,491,998 32,543,110
Certificates of deposit issued 21717 K& 3,283,038 3,805,341
Derivative financial instruments $74 & &t T & 15 353,442 355,114
Trading liabilities RHEEZAE 22 1,559,503 1,125,534
Other financial liabilities EhomaE
and accounts payable K FE 5RIB 23,24 8,337,205 7,029,732
Floating rate notes issued BBTZEER 25 1,165,080 0
Subordinated notes issued BETREEE 26 1,533,385 0
47,633,298 46,054,622
CAPITAL RESOURCES B ARRIR
Share capital & A 1,172,160 1,172,160
Share premium f& 15 % B 749,778 749,778
Reserves =] 27 1,813,539 1,826,978
Shareholders’ funds JRRES 3,735,477 3,748,916
51,368,775 49,803,538

Approved and anthorised for issue by the Board of RZZTZEXF/N\A/\HHESGHER
Directors on 8 August 2006 R -

The notes on pages 22 to 65 form part of this HNEooE T E65E 2 ER W AR
unaudited interim financial report. RCEZPEBPTERE Y — 5 o
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (UNAUDITED)

JBe A 5 EZMAW¢%V*£%W

A — g

For the six months ended 30 June 2006 #Z =T ENFXA=+H

Note

=3
Shareholders’ equity R—A—BRERAE
at 1 January

As previously reported 7¥< B ¥R &

Adjustment arising from SRR EE)
changes in accounting Z T
policies

As restated 2E75!

Realisation of revaluation AHEHERESEZ
deficit/(surplus) of Efb &L
available-for-sale securities (Bh) # Eﬁ 27

Net change in fair value Al EEFFATE
of available-for-sale securities & 1E & &) 27

Deferred taxation in respect A {ft i & &
of available-for-sale securities 2 i %E 7 8 27

Net losses not recognised RIEW = TR AFER
in the income statement ZEBBFE

Net profit for the period B 5 & A

Dividend paid during the period 2 A f% &k 3

Shareholders’ equity TN

The notes on pages 22 to 65 form part of this
unaudited interim financial report.
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For the six months ended
30 June 2006 30 June 2005

BZE HE
—EEAE  -TTRF
~NA=1H NA=+H

Z 38 A 2 7~ @& A
HK$’000 HK$’000
FE& T FET
3,748,916 3,702,772
()} 49,462
3,748,916 3,752,234
18,722 (8,523)
(30,723) (79,926)
2,100 15,520
(9,901) (72,929)
125,400 113,822
(128,938) (128,938)
3,735,477 3,664,189

ﬁ#%ﬂﬁé%%EZ%EW%%$
RIEEZP BB REZ —BH



CONDENSED CONSOLIDATED CASH FLOW STATEMENT (UNAUDITED)

mOB e RME R %1‘?

For the six months ended 30 June 2006 # % —

= &= R
TLNEFEN) - H IE -

For the six months ended

30 June 2006

30 June 2005

BZE HE
—EEREF —ETRF
~NA=T1H NA=+H
Z N8B 28R
HK$’000 HK$’'000
FERT FET
Net cash (outflow)/inflow EEEH2HSE
from operating activities R /RN FEEE (6,379,683) 4,809,372
Net cash generated from REEBEEZ
investing activities e IFHE (19,965) (28,951)
Net cash generated METBEEL GER)
from/(used in) 2B & FE
financing activities 2,534,279 (128,938)
(Decrease)/increase in cash  H& MERIFLHER
and cash equivalents 2GR ) /180 (3,865,369) 4,651,483
Cash and cash equivalents R—A—HZzHE
at 1 January kZERBESEAR 10,106,918 9,186,328
Cash and cash equivalents RANA=Z+tHZEER
at 30 June ZRREIEA 6,241,549 13,837,811
Analysis of cash and REPERRE
cash equivalents EHHZS M
Cash on hand and at banks R & MR 1T 2 4 &% 380,121 515,349
Money at call and short notice #8 A & 52 Hi 17 7k 4,602,366 11,055,336
Treasury bills with original REREER A=A
maturity within three months 2 B8 &8 %5 895,321 1,878,583
Placements with banks —EZ+-@EARFH
maturing between one #RIT[R K
and twelve months, which (BESZHRE
mature within three months = & A 5| £7)
from acquisition date 363,741 388,543
6,241,549 13,837,811

21

BN E22EEE65E 2 REHEAR
RIEEZPHTBEREZ —F D °

The notes on pages 22 to 65 form part of this
unaudited interim financial report.
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFF B b ) B B kA B G

1. ACTIVITIES AND CORPORATE AFFILIATION

The Bank, through its branches and subsidiaries,
provides a range of banking, financial and related
services.

The Directors consider the Group’s ultimate holding
company at 30 June 2006 to be Fubon Financial Holding
Co., Ltd. (“Fubon”) which is incorporated in the Republic
of China and operates as a financial conglomerate.

2. BASIS OF PREPARATION

This interim financial report has been prepared in
accordance with the applicable disclosure provisions of
the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited and in compliance
with Hong Kong Accounting Standard (“HKAS”) 34,
Interim financial reporting, issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”). It
was authorised for issuance on 8 August 2006.

The interim financial report has been prepared in
accordance with the same accounting policies adopted
in the 2005 annual financial statements, except for the
accounting policy changes and the adoption of new
accounting policies that are expected to be reflected in
the 2006 annual financial statements. Details of these
changes are set out in note 3.

The preparation of an interim financial report in
conformity with HKAS 34 requires management to make
judgements, estimates and assumptions that affect the
application of accounting policies to and reported
amounts of assets and liabilities, income and expenses
on a year to date basis. Actual results may differ from
these estimates.
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

2. BASIS OF PREPARATION (continued)

This interim financial report contains condensed
consolidated financial statements and selected
explanatory notes. The notes include an explanation of
events and transactions that are significant to an
understanding of the changes in financial position and
performance of the Group since the 2005 annual
financial statements. The condensed consolidated interim
financial statements and notes thereon do not include
all of the information required for a full set of financial
statements prepared in accordance with the Hong Kong
Financial Reporting Standards.

The interim financial report is unaudited, but has been
reviewed by KPMG in accordance with Statement of
Auditing Standards 700, “Engagements to review interim
financial reports”, issued by the HKICPA. KPMG’s
independent review report to the Board of Directors is
included on page 15.

The financial information relating to the financial year
ended 31 December 2005 that is included in the interim
financial report as being previously reported information
does not constitute the Bank’s statutory financial
statements for that financial year but is derived from
those financial statements. Statutory financial statements
for the year ended 31 December 2005 are available
from the Bank’s registered office. The auditors have
expressed an unqualified opinion on those financial
statements in their report dated 1 March 2006.

ek 2 G I 4 (4)
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFF B b ) B B kA B G

3. CHANGES IN ACCOUNTING POLICIES AND
NEW ACCOUNTING POLICIES ADOPTED

The HKICPA has issued a number of amendments of the
Hong Kong Financial Reporting Standards (“HKFRSs”,
which term collectively includes Hong Kong Accounting
Standards “HKASs” and Interpretations) that are effective
or available for early adoption for accounting periods
beginning on or after 1 January 2006. The Board of
Directors has determined the accounting policies
expected to be adopted in the preparation of the
Group’s annual financial statements for the year ending
31 December 2006, on the basis of HKFRSs currently in
issue.

The HKFRSs that will be effective or are available for
voluntary early adoption in the annual financial statements
for the year ending 31 December 2006 may be affected
by the issue of additional interpretation(s) or other
changes announced by the HKICPA subsequent to the
date of issuance of this interim report. Therefore the
policies that will be applied in the Group’s financial
statements for that period cannot be determined with
certainty at the date of issuance of this interim financial
report.

The changes in the Group’s accounting policies resulting
from the adoption of new HKFRSs are attributable to the
adoption of the amendments to HKAS 39, “Financial
instruments: Recognition and measurement”,
amendments to HKAS 19, “Employee benefits - Actuarial
Gains and Losses, Group Plans and Disclosures” and
various amendments to HKAS 1 “Presentation of
financial statements” and HKAS 27 “Consolidated and
separate financial statements” as a result of the
amendments of the Hong Kong Companies (Amendment)
Ordinance 2005. The adoption of these amendments
has no material effect on this interim financial report.
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

3. CHANGES IN ACCOUNTING POLICIES AND
NEW ACCOUNTING POLICIES ADOPTED

(continued)

In addition, the Group has adopted fair value hedge
accounting to account for the subordinated notes issued
(the hedged item) and the interest rate swap (the
hedging instrument) entered into during this accounting
period to hedge the designated interest rate risk arising
from the subordinated notes. The Group has not applied
hedge accounting to the financial instruments held or
issued in previous year.

Hedge accounting

Hedge accounting recognises the offsetting effects on
profit or loss of changes in the fair values of the hedging
instruments and the hedged items. The Group assesses
and documents whether the financial instruments that
are used in hedging transactions are highly effective in
offsetting changes in fair values of hedged items
attributable to the hedged risks both at the hedge
inception and on an ongoing basis. The Group
discontinues prospectively hedge accounting when (a)
the hedging instrument expires or is sold, terminated or
exercised; (b) the hedge no longer meets the criteria for
hedge accounting; or (c) the Group revokes the designation.

A fair value hedge seeks to offset risks of changes in
the fair value of the recognised assets and liabilities
that will give rise to a gain or loss being recognised in
the income statement.

The hedging instruments are measured at fair value,
with fair value changes recognised in the income
statement. The carrying amounts of the hedged items
are adjusted by the amount of the changes in fair value
of the hedging instrument attributable to the risk being
hedged. These adjustments are recognised in the
income statement to offset the effect of gain or loss in
the hedging instruments.

Tt BOR S B S 5% 0587 & W BOR
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFF B b ) B B kA B G

3.  CHANGES IN ACCOUNTING POLICIES AND
NEW ACCOUNTING POLICIES ADOPTED

(continued)

Hedge accounting  (continued)

In order to qualify for hedge accounting, the Group
carries out prospective effectiveness testing to
demonstrate that it expects the hedge to be highly
effective at the inception of the hedge and throughout
its life. Actual effectiveness (retrospective effectiveness)
is also demonstrated on an ongoing basis.

The documentation of each hedging relationship sets
out how the effectiveness of the hedge is assessed. For
fair value hedge relationship, the Group utilises the
cumulative dollar offset method as effectiveness testing
methodology. For prospective effectiveness, the hedging
instruments must be expected to be highly effective in
achieving offsetting changes in fair value attributable to
the hedged risk during the period for which the hedge is
designated. For actual effectiveness, the changes in fair
value must offset each other in the range of 80 per cent
to 125 percent for the hedge to be deemed effective.

The adoption of fair value hedge accounting has
resulted in a revaluation gain of HK$20,055,000 from
the subordinated notes attributable to the designated
interest rate risk being offset against the revaluation
loss from the interest rate swap of HK$19,853,000
recognised in the income statement as required under
HKAS 39.

In addition, an amount of HK$20,055,000 was adjusted
to the carrying amount of the subordinated notes as of
30 June 2006 as a result of the fair value hedge
accounting.
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

4. INTEREST INCOME AND EXPENSE B W A J 3%

Six months ended
30 June 2006 30 June 2005

BZE HE
—EEARE —ETREF
~HA=1H NA=+H
Z 7~ 1@ A Z 7~ E A
HK$’000 HK$’000
FET FAT
(a) Interest income FE WA
Listed investments Em&E 52,297 35,457
Other EA 1,082,491 568,772
Interest income on financial assets 3E#Z A F(B{EZ] &
that are not at fair value through ~ # A B ER Z € &t
profit or loss BEZFEHA 1,134,788 604,229
Interest income on trading RGEETEEZ
assets F 2 WA
— listed investments —FWEE 44 1,247
— unlisted investments —FLEMERE 28,361 8,413
Interest income on financial assets 1% A (EEF]EH A
designated at fair value BRaRErsemEE
through profit or loss 2ZHE WA 16,240 10,996
1,179,433 624,885
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

4. INTEREST INCOME AND EXPENSE (continued)

(b) Interest expense

Deposits from customers,
banks and other financial
institutions and certificates
of deposit issued

Other financial liabilities

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

Interest expense on trading
liabilities

FEXH

P BORER
A S REEL
FRREEGH
HE

AtheBAm

FRAFEEIERA
Bz emAEL
&8

RHEEBTARL
B3
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B WA K 37 4

Six months ended

30 June 2006 30 June 2005
Bz 0z
—RRAE e
AA=tH ~A=TH
2AER 27EA
HK$’000 HK$’000
FH THR
674,983 299,410
133,535 44,409
808,518 343,819
51,553 15,801
860,071 359,620




NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

5. OTHER OPERATING INCOME

Fees and commission income
Less: Fees and commission expense

Net fees and commission income

Dividend income from listed
available-for-sale securities

Dividend income from unlisted
available-for-sale securities

Gains less losses from dealing in
foreign currencies

Gains less losses from dealing in
trading securities

Gains less losses from other dealing
activities

Gains less losses from short selling
activities

Gains less losses from other financial
liabilities

Revaluation loss on other financial
instruments designated
at fair value through profit or loss

Revaluation gain on derivative financial
instruments

Revaluation gain on hedged items
attributable to the hedged risk

Revaluation loss on hedging instrument

Rental income

Others

ERRMEIWA
B BRARAEX M

ERRASWARR

LA EES
ZREWA
FLMAHHERES
ZBEWA

S 2 55 W 20 B

FHER 5 & < # 75
2R e R
ABEERHZ
YR E R
BER S WEHR
BR
Efte AR
Was R E R
BRAFEEEAA
Rk EMeR
TAZEREHE
fEEBTIAL
ERYE
iR A RIEESH
Bk EfhiEE
HHTEZEMHER
HE WA
it
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HoAth 2 g A
Six months ended

30 June 2006 30 June 2005

BZ BHE

= L bt £ S

AB=tH ~NAB=1H

Z~EA Z~EAR

Note HK$'000 HK$'000
M TER TET
(restated)

(E7)

109,572 69,358
(20,305) (10,246)

89,267 59,112

2,534 50

8,992 6,565

15,225 10,667
(2,003) (10,447)

87,358 28,927

896 9,887

23(a) (4,752) 36,669
(22,102) (2,877)

21,796 2,218

20,055 0

(19,853) 0

679 1,929

9,745 8,472

207,837 151,172
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

6. OPERATING EXPENSES s

Six months ended

30 June 2006

30 June 2005

B2z H=E
—EEXREF —ZETREF
~AE=1H NA=+H
ZAEA Z~8A
HK$’000 HK$’000
FET FAT
Salaries and other staff costs e kEMmEBRKAE 168,833 129,268
Premises and other fixed assets & i & & H {th & & & &
Rental of premises FEHEMRE 12,940 13,161
Depreciation e 32,327 31,778
Others HAth 7,742 7,383
Auditors’ remuneration % SR BN & 770 641
Other operating expenses Hith &8 5
Business promotion XEEHERE 16,796 28,972
Legal and professional fees FEBEMER 10,965 9,961
Communication BA 10,918 9,874
Electronic data processing and BETEAREER
computer systems ENEES 32,669 31,187
Others H A 21,071 21,963
315,031 284,188
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

7. GAINS/(LOSSES) FROM DISPOSAL OF

AVAILABLE-FOR-SALE SECURITIES #)

Realisation of revaluation
(deficit)/surplus previously
recognised in revaluation
reserve (Note 27)

Net gain/(loss) arising in
current period

8. (CHARGE)/ WRITE BACK OF IMPAIRMENT
LOSSES ON ADVANCES TO CUSTOMERS AND

PROVISIONS

Impairment losses (charged)/
released on advances to
customers (Note 16(a))

— Additions
— Releases

Provision for loss from obligation
under standby credit facility
(Note 23)

H B B R 2R 2 WA Ol

Six months ended

30 June 2006

30 June 2005

BZ= Bz
—BEARE =TTl
AA=+H ~A=+H
28R Z N8 A
HK$’000 HK$'000
FHET FHEL
BENE[EHRGBAER
2 Efh (BAD /B8
B3 (M E27)
(18,722) 8,523
HAFEkE (B1ER)
38,600 (16,161)
19,878 (7,638)

18 [l Je 48

HERERZBMEEBERZ (UK

Six months ended

30 June 2006

30 June 2005

5= HE
—EBEERE —TTRF
ANHA=1+H ~NA=1+H
ZAfEA Z~8A
HK$’000 HK$’000
FET FAT
B (k) #BE 2
BEPERREEE
(Kt 5 16(a))
— 0 (81,714) (33,461)
— e 18,030 36,462
EREEEE
EEEE
(Hf 3£ 23) (15,655) 0
(79,339) 3,001
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

9. INCOME TAX IN THE CONSOLIDATED

INCOME STATEMENT

Current tax — Hong Kong
Profits Tax
Tax for the period
— Under-provision in
respect of prior years

Deferred tax
— Origination and reversal of
temporary differences
(Note 24(b))

Total income tax expense

B HABEOE — B A FIE R
1
BABE
—BEEE
EBT R

EEFHIE
—TEREEEEA
K 7 B
(B 5 24(b))

P15 B S Hi 48 58
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fk 7 WA 2% A I BT A5 L

Six months ended

30 June 2006

30 June 2005

BnE nE
—g¥AF  -TTAF
AB=+H  <A=TH

ZxEA Z <A
HK$’000 HK$’'000
TR TR
32,343 17,589
154 0
32,497 17,589
(5,295) 1520
27,202 19,109




NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

9. INCOME TAX IN THE CONSOLIDATED
INCOME STATEMENT (continued)

Reconciliation between tax expense and accounting
profit at applicable tax rates

A B W AR R N R BT S B (40)

BB HEERERT R H 2 @5t
M ] 2 1 R

Six months ended
30 June 2006 30 June 2005

B2z H=E
—EERE —TTRF
~NA=TH NA=1H
Z 18 A 2758 A
HK$’000 HK$’000
FET FH T
Profit before taxation R F5 Al s A 152,602 132,931
Notional tax on profit before B B ADm A 2 fh 5T
taxation, calculated at the TRIE  UEEERZ
applicable rates in Hong Kong ERBEFTE 26,705 23,263
Tax effect of non-taxable revenue  ZEEREF B A 2
HIEZE (2,659) (5,235)
Tax effect of non-deductible IR EZ
expenses RIETE 3,002 1,081
Under-provision in prior years BAREFEEEBETE 154 0
Actual tax expense BEHELH 27,202 19,109

The provision for Hong Kong Profits Tax for 2006 is
calculated at 17.5% (2005: 17.5%) of the estimated
assessable profits for the six months ended 30 June
2006.

BEBE_ETNFHERBEEIBRERE
T RFEXNA=ZTRHIENERZ G
FERRBOHNIZLT 5% TR (CETRE ¢
17.5%) 5t & -
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFF B b ) B B kA B G

10. EARNINGS PER SHARE

Earnings per share is calculated on profit attributable to
shareholders of HK$125,400,000 (2005:
HK$113,822,000) and on 1,172,160,000 (2005:
1,172,160,000) ordinary shares in issue during the
period. There are no convertible loan capital, options or
warrants outstanding which would cause a dilution
effect on earnings per share.

11. SEGMENT REPORTING

Segment information is presented in respect of the
Group’s business and geographical segments. Business
segment information is chosen as the primary reporting
format because substantially all of the Group’s business
is attributable to a single geographical segment, Hong
Kong.

The Bank and its subsidiaries are principally engaged in
the provision of banking and related financial services.

Retail Banking mainly comprises the Consumer Banking
and the Retail Distribution Network businesses.
Consumer Banking comprises credit card merchant
acquiring, provision of credit card advances, insurance
and unit trust businesses. Retail Distribution Network
business mainly comprises private banking, deposit
account services, residential mortgage and other
consumer lending.

Wholesale Banking comprises the Small and Medium
Enterprise businesses and the Corporate Banking
Business. Small and Medium Enterprise businesses
include both personal and corporate equipment financing,
commercial lending to small and medium enterprises,
automobile and other consumer leasing contracts and
lending activities. Corporate Banking business covers
trade financing, syndicated loans and other corporate
lending.
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B B 2 7

B AR TR H A R R FE (& F
125,400,000 T (=T A F
113,822,000/ 7T) KA BN E 31T @
f% {7 1,172,160,0000% (= T Z F 4 :
1,172,160,000/%) 5T & o BT A] 5
Mz BREZR - B Al H IR RAREE A
REHERABNEBRES FE -

oy JE R

DEEMTIBEAEBNOEL R RIS
BRE - AR ARE 2 2ERB AR
SHETEE-—REA - ZHHEER

RRITEEMB AR Z EBEBRRT
REREBZHMBERS -

TERTERTIEQETEHBRITE
BREEDHBEEY - TEHERT
(B REERAREPRE EAREE
BR#% - R R EAIETEERY - TEDH
WREBEEBELARITES - 75
FORY  EERBEREMHEBEE -
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

11. SEGMENT REPORTING (continued)

Financial Markets mainly provides securities brokerage,
foreign exchange services and centralized cash
management for deposit taking and lending, management
of trading securities, execution of management’s
investment strategies in money market investment
instruments and the overall funding of the Group.

Real Estate is responsible for the management and
orderly realization of the Group’s repossessed properties
and properties acquired under lending agreements.

Unallocated items mainly comprise the central
management unit, management of investments in
securities, premises and property management and
other activities which cannot be reasonably allocated to
specific business segments.

(a) Operating Income EEWA
Retail Banking TERT
Wholesale Banking 2 RIT
Financial Markets SRS
Real Estate MEERE

Unallocated* ROFIAR *

4y JEE R ()

SRMMSEBTERREEFEFEER  INE
RERERGFRAMEENTRASERE
BEXZEHER  REBEBIREEK
EEEMSETIREE R ARNEFNEE
BeEHE -

MEEBEBREEERHEAEE
B ERRIEERBHETSODE -

H R ORHIER T2 BEPRER
B BHREREEE  BHWERMEE
1B R B AR BE & i 5 BE R AR TE TS EY

DA o

Six months ended
30 June 2006 30 June 2005

Bz HE
ZEERF —ETRF
~NA=TH ~A=1+H

Z 8 A Z 7~ & A
HK$’000 HK$’000
FTET FHET
(restated)

(E751)

221,886 248,467
157,897 115,113
154,350 46,334
(1,534) (1,404)
(5,400) 7,927
527,199 416,437
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFF B b ) B B kA B G

11. SEGMENT REPORTING (continued)

(b) Profit before taxation B %t A% R
Retail Banking TERTT
Wholesale Banking HZEIRTT
Financial Markets SRS
Real Estate lIES -

Unallocated* ROFEIEE *

* Unallocated items mainly comprise interest income derived
from shareholders’ funds not used by the business
segments, staff housing loans and the related interest
income and funding costs, staff deposits and the related
interest expenses and the head office premises, furniture,
fixtures and equipment and the related depreciation.

Geographical segments

The geographical segmental analysis is based on the
locations of the principal operations of the subsidiaries or
on the location of the branches of the Bank responsible
for reporting the results or booking the assets, the
location of customers and the location of assets. For the
period ended 30 June 2006 and 2005, all of the Group’s
operating income and profit before taxation were generated
by assets booked by the principal operations of the
branches and subsidiaries of the Bank located in Hong
Kong. More than 90% of assets were either located in
Hong Kong or were extended to companies and individuals
domiciled in Hong Kong. The balance of the assets were
extended to companies and individuals domiciled outside
Hong Kong, mainly in China.
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Sy JEE R ()

Six months ended
30 June 2006 30 June 2005

BZE HZE
—EEXRE —EETRE
XA=+H AA=+8

28R Z 78 A
HK$'000 HK$'000
FET FAT
37,249 89,244
19,121 57,362
121,302 4,131
(2,589) 12,918
(22,481) (30,724)
152,602 132,931

*  ROPEBEBTIEGRARSEBAER
ZBRRESRELEZMBWA - BT
BEXREAMNBBARESRS - 8
THERMAEBMEE - ERAHRER
MEER - B RERRENERZ

WE -
[Ff 58 43 I

BESBZERSTRRERBARZ
TEREBMENE  HIRBERERES
IBEEARZARITDTME - FF
NEREEMETUREE -HREE=T
ERER-ETRENA=THEHA
REBZ B EERARBRBANE M
RN ERHARITB AR KL DT
ANRZEBEMESL ° RIRITEZHNI0%H
BERUNEBRBIELUBEBSELN
REAREARE - MEBNEEZ B
IR EE AN AR B RE) A R R (E
ABP -



NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

12 CASHAND SHORTTERM FUNDS B e KA 4
As at
30 June 31 December
2006 2005
—EEXRE —ZTTRF
~HA=1+H +=-—BF=+—H
HK$’000 HK$’000
FET FHET
Cash in hand Be 93,328 77,657
Balances with the Hong Kong oA
Monetary Authority EERES 9,677 0
Balances with banks and RITRAEREA
other financial institutions RS 2 B 277,116 264,564
Money at call and short notice* AR EE R 5,278,113 9,814,827
5,658,234 10,157,048

BARESHETIEEE AR RE— @
REBZFR -

& Money at call and short notice represents deposits of up e
to a maximum of one month maturity from the balance

sheet date.
13. TRADING SECURITIES REXGHBZ®HH
As at
30 June 31 December
2006 2005
—EEREF —ETHF
~NHA=1+H +=-—BF=+—H
HK$’000 HK$’000
FTHERT FH T
Trading seurities at BFEXRGHERSFZ
fair value AF¥EE
Debt securities B 5 2
— Listed in Hong Kong —REALT 4,180 3,482
— Unlisted —3JEEm™ 41,771 23,234
Treasury bills (including Exchange B (BENMNEES
Fund Bills) — Unlisted =) —3JkEtm 408,275 368,365
Total wE 454,226 395,081
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR KA B B R M AR

13.  TRADING SECURITIES

The trading securities are issued by:

Central governments and
central banks

Public sector entities

Banks and other financial
institutions

Corporate entities

14. OTHER FINANCIALINSTRUMENTS
DESIGNATED ASAT FAIR VALUE THROUGH

PROHTORLOSS

Debt securities at fair value

— Listed in Hong Kong
— Unlisted

Total

(continued)

FIERX GBI (&)
FIERSGHAEFESFBAATHBEET
As at

30 June 31 December

2006 2005

—EEXRE —ETRF

ANB=+H +=—A=+—8H

HK$’000 HK$'000

FTEx FH&T
FRRBAT R R RTT

411,729 371,507

N T 15,163 23,234
RITREM S BERE

26,608 0

% 726 340

454,226 395,081

% 0% 1 fELAR AT 4 A A\ 1R 25 iR

Z Hofh 4 ik T H
As at
30 June 31 December
2006 2005
—EBEXRE —ZTTRF
ANA=+AH +=-A=+—8
HK$’000 HK$’000
FHE T FAT
EATEETEZ
BEEES
—-REB LT 473,261 77,189
—3EET 151,344 569,518
wE 624,605 646,707
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

14. OTHER FINANCIALINSTRUMENTS
DESIGNATED ASAT FAIR VALUE THROUGH
PROFIT OR LOSS (continued)

The other financial instruments designated as at fair

value through profit or loss are issued by:

Central governments and AR BT B A R ERAT
central banks

Public sector entities NEHE

Corporate entities 2

15. DERIVATIVEFINANCIALINSTRUMENTS

In accordance with HKAS 39, the Group recognises the
aggregate fair values of derivative financial instruments
on its balance sheet. The aggregate fair values of
favourable derivative financial instruments, including
embedded derivatives, are recognised as derivative
financial assets whereas the aggregate fair values of
unfavourable derivative financial instruments are
recognised as derivative financial liabilities. The derivative
financial instruments can become favourable assets or
liabilities as a result of fluctuations in market rates
relative to their terms. Changes in the fair value of these
derivatives are recognised in the income statement.

F2 3 1 8 5T 15 49 A 5 25 iR
ZH & T H @)

BAFEEAAEMANERRZEER

TEmATHERT:
As at
30 June 31 December
2006 2005
—EEXRF —TTRF
AA=+H +=A=+—8H
HK$’000 HK$'000
FTER FAT
73,466 77,189
473,261 488,075
77,878 81,443
624,605 646,707
1A 4l TR

RIBBFB G EREI9 - AEERE
BEABRRTEIANESRTAZAR
FEEBETESBTA  BFERA
ATETAZBEATEEEEI/IE
SRMEE MEETESBMIAZEAR
FEEEHERR/ITESHEAE - BED
TRBEZTECRMTABELVE
TESRTAARAEREEXAR -
ZEMTET AR FEENESHEN K
RAPHER o
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

15. DERIVATIVE FINANCIAL INSTRUMENTS MiA4em TR @)

(continued)

(a) Fair values and notional amounts of derivative financial ~ (a) Af4:4xfh T H 2 A FEME R4 £S

instruments %A
Fair values
ALEE
Notional Assets Liabilities
30 June 2006 amount
—EEXRFEXRA=TH EReH BE =i

HK$’000  HK$’000  HK$'000
TR TR TR

i) Foreign exchange derivatives i) INEFTAETER

— Forward exchange contracts - RHEXEH 3,519,866 99,274 (6,253)
— Swaps —EHEN 4,016,234 17,453 (16,784)
— Options purchased — B A 6,297,125 29,006 0

— Options written —Jh B 6,319,438 (] (29,360)

20,152,663 145,733 (52,397)

ii)  Equity derivatives i)y REMTEIR
— Options purchased —BE A 134,795 749 0
— Options written — b L e 134,795 0 (749)
269,590 749 (749)
iiiy  Commodity derivatives iy EMITELR
— Options purchased —BE A 54,370 2,472 0
— Options written — b L e 54,370 0 (2,472)
108,740 2,472 (2,472)
iv)  Interest rate derivatives v) FMEHFETAR
~ Interest rate swaps —FEBEHEL 11,661,515 275,774  (295,901)
— Forward rate agreements L eSS E 2,000,000 104 (69)
— Interest rate options purchased —-BAR K 395,350 1,967 0
- Interest rate options written — i 7l = HR A 200,000 0 (1,854)

14,256,865 277,845 (297,824)

Total recognised derivative assets/ 8 2 DR £
(liabilities) held BE/ (B 8% 426,799  (353,442)
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

15. DERIVATIVE INANCIAL INSTRUMENTS fid4m T

(continued)

(a) Fair values and notional amounts of derivative financial () At TH2 A FEMER %S

instruments (continued) i (4)
Fair values
REEE
Notional Assets Liabilities
31 December 2005 amount
—TThE+=-A=+—H LEeHE BE =

HK$'000 ~ HK$'000  HK$'000
THIT THEIT THEIT

i) Foreign exchange derivatives ) SNEFTETAR
- Forward exchange contracts - RHEXEH 1,832,083 70,741 (69,960)
— Swaps —EHEH 2,105,394 1,069 (4,325)
— Options purchased —FE AR 1,517,021 17,454 0
— Options written — b e 1,515,243 0 (17,454)
6,969,741 89,264 (91,739)
ii)  Equity derivatives i) RETEIE
— Options purchased — A B 149,103 1,414 0
— Options written — b L e 149,103 0 (1,414)
298,206 1,414 (1,414)
i)  Interest rate derivatives iy FIEFTETE
— Interest rate swaps —FEEHE LD 7,214,414 237,401  (260,455)
- Interest rate options purchased —BAF K 397,900 2,285 0
- Interest rate options written — i 7l R ER A 200,000 0 (1,506)

7,812,314 239,686 (261,961)

Total recognised derivative assets/ #7482 B BRITE
(liabilities) held BE/ (A BE 330,364  (355,114)
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR KA B B R M AR

15. DERIVATIVE FINANCIALINSTRUMENTS

(continued)

In accordance with HKAS 39, the aggregative fair value of
favourable and unfavourable derivative financial instruments
have been recognized as derivative financial assets and
liabilities respectively, as disclosed in note (a). The following is
a summary of the contractual amounts, credit risk-weighted
amounts and replacement costs of these derivative financial
instruments outstanding as of 31 December 2005 and 30
June 2006.

Exchange rate contracts EXEH

— Forward exchange contracts - RHEEXREH

- Swaps —BHHEH

- Options purchased —BAHE

— Options written — i i H
Equity option contracts REBES L

- Options purchased —BAHE

- Options written — i i H
Commodity option contracts BmiESL

- Options purchased —BAHE

- Options written — i i H
Interest rate contracts FEEH

- Interest rate swaps —FIREBHELD

— Forward rate agreements — RN X

- Interest rate options purchased — BB A = H g

— Interest rate options written — A X H
Total BE
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MiA4em TR @)

REBEFE G ENEIN - JEERF=E
TESBMIAZ AT EBEERD M
@ BEEDRIERSEAEEZITESR
BERAE UTAR_ZETAF =
A=+—BE-ZEZXRFAA=1THI
SHATREZITESRMIAZANSHE
EERBRNESCHEREBERAZHE -

30 June 2006
—EZXFEXA=1H
Credit risk
Contractual weighted Replacement
amounts amounts costs
FERE

2028 NMESE EERX
HK$’000 HK$’000 HK$’000
FER AR THR

3,519,866 9,545 99,274
3,815,901 8,700 17,453
6,297,125 48,437 29,007
6,319,438 N/A N/A
19,952,330 66,682 145,734
134,795 1,414 749
134,795 N/A N/A
269,590 1,414 749
54,370 1,799 2,472
54,370 N/A N/A
108,740 1,799 2,472
10,640,436 41,864 131,149
2,000,000 21 104
200,000 571 1,854
200,000 N/A N/A
13,040,436 42,456 133,107

33,371,096 112,351 282,062




NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

15. DERIVATIVE INANCIAL INSTRUMENTS i 4w T A (

(continued)

31 December 2005
—TZRFE+ZA=1T—H

Credit risk
Contractual weighted Replacement
amounts amounts costs

EERBR
ANEE  MEDE  BEERAL
HK$'000 ~ HK$'000  HK$'000
THIT THIT THEIT

Exchange rate contracts EXAH
— Forward exchange contracts —RHBEXREH 1,832,083 4,022 70,741
- Swaps —-EHEH 1,686,468 1,890 1,052
— Options purchased —fEE g 1,517,021 9,219 17,454
- Options written — b i g 1,515,243 N/A N/A
6,550,815 15,131 89,247

Equity option contracts REmBES L

— Options purchased —BEARE 149,103 559 1,414
- Options written —Jh i g 149,103 N/A N/A
298,206 559 1,414

Interest rate contracts F=ERE4
— Interest rate swaps —BHAEEH 5,154,846 32,488 119,736
— Interest rate options purchased — BRI & 200,000 501 1,506
— Interest rate options written — T I R HR 200,000 N/A N/A
5,554,846 32,989 121,242
Total aE 12,403,867 48,679 211,903
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFF B b ) B B kA B G

15. DERIVATIVEFINANCIALINSTRUMENTS

(continued)

Derivatives arise from forward, swap and option
transactions undertaken by the Group in the foreign
exchange, interest rate, commodity and equity markets.
The contractual amounts of these instruments disclosed
in this note indicate the volume of transactions
outstanding as at 31 December 2005 and 30 June
2006; they do not represent amounts at risk.

The replacement costs and credit risk-weighted amounts
of the off-balance sheet exposures disclosed in part (b)
of this note do not take into account the effects of
bilateral netting arrangements. They were assessed in
accordance with the HKMA's guidelines which implement
the Basle agreement on capital adequacy. Replacement
cost represented 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 on capital adequacy and
depends on the status of the counterparty and the
maturity characteristics. The credit risk-weights used
range from 0% to 100% for contingent liabilities and
commitments, and from 0% to 50% for exchange rate,
interest rate, commodity and equity option contracts.
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR KA B R M RE

16. ADVANCESTO CUSTOMERSLESS

IMPAIRMENT

Gross advances to customers

Impairment allowances

— Collective impairment
allowance

— Individual impairment
allowance

(a) Movement in impairment allowances on advances to

customers

At 1 January 2006

Impairment allowances charged to
income statement

Amounts written off

Recoveries of advances written off in
previous years

At 30 June 2006

& PR O AE
As at
30 June 2006 31 December 2005
= Sk —RRREF
~NA=1H +=-—A=+—H
HK$’000 HK$’000
FE T F& T
BEEERBATE 23,998,482 21,544,382
VEREREE]
—RERERE
(99,239) (76,115)
— & B Rk 1B 4
(123,093) (92,701)
23,776,150 21,375,566

() %5 SLaR AR 1 5 )

Six months ended 30 June 2006
BE_ZEAEXNA=THLEAMEAR

Individual Collective

impairment impairment

allowance allowance

18 Bl E &1 REAERE

HK$'000 HK$’000

TER TER

RZZZERF-HA—H 92,701 76,115
WERER R MR

40,560 23,124

HEeE (20,529) 0

ABEFEEHE
Rz ke 10,361 0
RZZERESA=ZTH 123,093 99,239
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

16. ADVANCESTOCUSTOMERSLESS & PR3 ORAE )
IMPAIRMENT  (continued)

(b) Advances to customers analysed by industry sector (b) WATENFME P HRK
The following economic sector analysis is based on ATREBETESNNIBESERE
the categories and definitions used by the HKMA: AMERRER :
As at
30 June 2006 31 December 2005
—EEXRE —EETRE
ANB=1+H +=—A=+—8
HK$’000 HK$’000
FET FET
Gross advances for use in ERBEANER
Hong Kong “E
Industrial, commercial ITH4Sa
and financial
— Property development —MEERE 29,074 28,135
— Property investment —MEKRE 3,868,418 3,963,801
— Financial concerns — R 427,367 313,227
— Stockbrokers —RELL 131,692 159,616
— Wholesale and retail trade —HBERTEX 149,772 101,064
— Manufacturing — Bl 3,710,867 4,174,292
— Transport and transport —BHREHRE
equipment 795,030 684,127
— Others —EHAph 2,539,098 2,047,464
Individuals & A
— Loans for the purchase of -BEIEEEHE
flats in the Home e RIFAZE
Ownership Scheme and EEEEEF
Private Sector HE &
Participation Scheme 3,341 1,461
— Loans for the purchase of —-BEHMEE
other residential YIEHE R
properties 7,221,588 7,503,104
— Credit card advances —EAFREXR 474,918 478,553
— Others —HAh 1,017,612 952,404
20,368,777 20,407,248
Trade finance HEo5mE 821,338 614,629
Gross advances for use EBBAINME A
outside Hong Kong ME R4z 2,808,367 522,505
Gross advances to customers & F B Z A58 23,998,482 21,544,382
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR K8 b ) B B A

16. ADVANCESTO CUSTOMERS LESS
IMPAIRMENT  (continued)

& PR3 RAE ()

(c) Impaired advances to customers (c) %P R
The impaired advances together with the aggregate MEBERERRZEEREHE L
amount of individual impairment allowances in BERREREELT :
respect of such advances are as follows:
As at
30 June 2006 31 December 2005
“EERE —ETHAF
AA=1H F=H=F=FE
HK$’000 1% HK$’'000 1%
TERT Btk FTiET BAk
Gross impaired advances REERER 259,037 1.08 213,133 0.99
Individual impairment HHEEREL
allowances made against ZERR A
impaired loans B (123,093) (92,701)
135,944 120,432

i.  As a percentage of gross advances to customers. i

REFEREEZBD

17.  ACCRUED INTEREST AND OTHER
ACCOUNTS

Included in accrued interest and other accounts are
trade bills net of allowances of HK$56,020,000 (2005:

HK$36,691,000).

FE st A B R oAt i H

FEETFIE R H A0 8R B R 81 E MR BHE
2 ¥229£56,020,0008 T (—EE R
4 : 36,691,0005 7T) °
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR KL b ) B B A R

18. AVAILABLE-FOR-SALE SECURITIES

Listed debt securities at fairvalue M EKES -~ Z A FEE
- Listed in Hong Kong —-REBLEM
- Listed outside Hong Kong — BB £
Unlisted debt securities at fairvalue 3F FHEHES - R AT EE
— Treasury bills (including —-BE#
Exchange Fund Bills) (BEINEESER)
- Certificates of deposit —-7F ?Xaﬁf
- Debt securities — BB E
Equity shares at fair value BE-ZATERE
— Listed in Hong Kong —REBLET
— Unlisted — Lk
Total available-for-sale securities AR ERSLE
The available-for-sale securities are issued by:
Central governments and R TR R A SRR T
central banks
Public sector entities NEHIE
Banks and other financial RITREMEBEE
institutions
Corporate entities %
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R R e
As at
30 June 2006 31 December 2005
= A —22RF
AB=+AH +-RB=+—H
HK$’000 HK$'000
TExT FHAT
2,416,372 1,541,072
635,222 1,688,178
3,051,594 3,229,250
7,564,330 6,924,752
310,322 373,175
5,549,658 2,898,895
13,424,310 10,196,822
16,475,904 13,426,072
33,055 88,098
75,502 9,591
108,557 97,689
16,584,461 13,523,761
A EFES AN T RERET
As at
30 June 2006 31 December 2005
—EEAF —ZTHE
AHEB=1H +=-R=+—"H
HK$’000 HK$'000
TERT THT
11,095,934 9,720,465
397,702 313,065
3,581,921 2,013,700
1,508,904 1,476,531
16,584,461 13,523,761




NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR KA B R M RE

19. INVESTMENT IN ASSOCIATED COMPANY

Unlisted shares, at cost

Advances

Less: Impairment loss on
unlisted shares

Provision for advances

to an associated
company

LML -
=F A
o FEETWRRMD Z
WIEE R
) — ] B & 2 )
BNz BB

BRAE

The Bank owns 40% (2005: 40%) of the issued share
capital of IBA Finance Corporation, which is incorporated
in the Philippines. The principal activity of the associated
company is the provision of financing and leasing
services in the Philippines. The Bank has not equity
accounted for the investment in the associated company
in view of the immaterial amount involved.

W o Bl
As at

30 June 2006 31 December 2005
—EEXRF —TTRF
ANA=+H +=—A=+—H
HK$’000 HK$’000
FE T FET

5,761 5,761

8,187 8,778
(5,761) (5,761)
(2,161) (2,308)

6,026 6,470

NIRTHEB EFEE T MK L ZIBA
Finance Corporation 40% (= ZZ f & :
40%) BEETRAE - ZBE QR ZEE
¥BRNIFEERBIREN B REERT -
HRREBITTEXN @ IAKEWER
R iR EERZBE AR 2%
& o
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

20. FIXEDASSETS

Cost or valuation
At 1 January 2006
Additions
Disposals

At 30 June 2006

Accumulated depreciation
At 1 January 2006

Charge for the period
Released on disposal

At 30 June 2006
Net book value

At 30 June 2006

At 31 December 2005

RAERMEE
R-ZZEANF—H—H
RNE

&

R-FEAFAA=TA

RitiE
R=ZETRF—HA—H
HRE

HEZHR

R-FEAFAA=TA

iR [E F B
RZBBERFRA=TH

R-_ZTRF+-_A=+—H 1,018,029

21.  DEPOSITSFROM CUSTOMERS

Demand deposits and
current accounts

Savings deposits

Call deposits

Time deposits

E R IR

BT
BT
TR
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IE] A

Furniture,

fixtures and

equipment
Premises &AM Total
mE KERRE am
HK$’000 HK$’000 HK$’000
FAT FHAET FHET
1,132,743 415,418 1,548,161
0 20,632 20,632

0 (2,748) (2,748)
1,132,743 433,302 1,566,045
114,714 282,609 397,323
6,423 25,904 32,327
0 (2,728) (2,728)
121,137 305,785 426,922
1,011,606 127,517 1,139,123
132,809 1,150,838
% FAEsk
As at

30 June 2006 31 December 2005
—EEXRE —TTREF
AA=t+H +=A=+—8H
HK$’000 HK$'000
THET FET
4,074,044 3,646,745
694,893 674,688
1,731,754 1,767,760
23,991,307 26,453,917
30,491,998 32,543,110




NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR K8 b ) B B A

22.  TRADING LIABILITIES

Short positions in Exchange INEESZE BEHEZ

Fund Bills/Notes S}
Accounts payable under 1B 4% Bl B8 155 2%
repurchase agreement JE 5 3IE

23.  OTHER FINANCIAL LIABILITIES AND

ACCOUNTSPAYABLES
Other financial liabilities (Note a) Hth e g B E (Hita)
Provision for loss from obligation HEREERERR

under standby credit facility (Note b) B (K itp)
Accounts payable and other liabilities EREZRREMEE

Notes:

(a) Other financial liabilities represent funds obtained from
financial institutions in respect of government bills and
notes sold but not yet purchased. They were included in
other accounts and liabilities in the 2005 annual report.

(b)  The provision represents the estimated amount of the loss
attributable to the Group’s obligation arising under a
standby facility extended. A corresponding amount has
been charged to the consolidated income statement
accordingly during the period ended 30 June 2006.

R 5 RIEZ A K

As at
30 June 2006 31 December 2005
= —TTHF
AA=+H +=A=+—8H
HK$’000 HK$'000
THET FE T
400,470 359,289
1,159,033 766,245
1,559,503 1,125,534

At 46 780 £ 4% S B A R Ak

As at
30 June 2006 31 December 2005
—EERE —TTRF
~A=tH +=-—R=+—"H
HK$’000 HK$'000
TERT FAT
7,583,550 6,604,025
15,655 0
738,000 425,707
8,337,205 7,029,732

B 5

(a) HttmaEEpEEEHERBOZK
FERREFNSRBBESZES -
Hth @A EAA T TRFEFREM
REREBER -

(b) ZABEEAEERE -ARRERERD
BERELEZAEFRIEZEGEER - B
ISR EEERE _TTRFENA
=1 R HREZ R R R R R o
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

24. INCOMETAXIN THE BALANCE SHEET

(a) Current tax payable included in “Other financial

liabilities and accounts payable” in the consolidated

balance sheet represents:

Provision for Hong Kong Profits
Tax for the period

Provisional Hong Kong Profits
Tax paid

Balance of Hong Kong Profits
Tax provision relating to
prior years

Provision for Hong Kong
Profits Tax

Representing;:
Hong Kong Profits
Tax recoverable*
Provision for Hong Kong
Profits Tax*

KHZ HENEH
A
ENEHEE
S B

EBTEE
EREFEH
B

&5 18 B
%

Rk
AlEz et
NS B+
FRENEH
5+

* The amounts of taxation recoverable and payable are
expected to be settled within one year and are included in
the “Accrued interest and other accounts® and “other
financial liabilities and accounts payable” respectively.
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A RN Z BB

() "HAGR A B R AR (A S il £

A T B A sk L) 2 A 3 R A A I

As at

30 June 2006 31 December 2005
—BEXF —EERF
~NA=+H +=-—A=+—H
HK$’000 HK$'000
TET FAT
30,495 32,798
(10,232) (30,697)
20,263 2,101
2,807 552
23,070 2,653

(1) (774)
23,071 3,427
23,070 2,653

*  AE R EMBIESEET RN —FANE

& o WERB DA TR E RE
AR B R [H At & Bl & & R e A5 BRSR

A o



NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR KA B R M RE

24.  INCOMETAXIN THE BALANCE SHEET & EA AR N AER @)
(continued)

(b) Deferred tax assets and liabilities recognised (b) OO 58 0% A2 0 T o I £ MR
Deferred tax assets and liabilities are included in BEFMBEERABEBED AFTALE
“Accrued interest and other accounts” and “Other BEBERIEHEREME HJ
financial liabilities and accounts payable” FIEMmemEEREMNFRE] -
respectively in the consolidated balance sheet. The RE QEEE%WTJEMZLLRIE
components of deferred tax assets/(liabilities) BE/ (BRE) 2 SHERBMH REA
recognised in the consolidated balance sheet and ZEHAT :

the movements during the period are as follows:

Depreciation
allowances
inexcess Defined Revaluation of
of related benefit  Collective Individual Cash available-
depreciation scheme  impaiment  impaiment rehate forsale
it] assets  allowance  allowance  adjustment securities  Revaluation
EBIFEN  RERA ge B BEEE  Talosses  THEE  ofpemises Other Total

fEHE HHRE  REAR RERR  «3%  HEER  B%E(  4RE4 2 g
HKSO00  HKSOOO  HKSO00  HKSO00  HKSOO0  HKSO00  HKSO00  HKSO0D  HKSOOD  HKSO0O
fEn TR TEm TR TAn TRn  TEr TEn TER fER

At1 January 2005 RZFFRE-A-0  (WW01) (8%9) 2550 0 0 0 94 (1193) 0 54

Deferred tax adjustments ELHEEE
due to change n REEHHR
accounting policies S

charged o equty Rl 0 0 (6976) 2002  (6059) 0 0 0 53 (10490)
AtdJanuary2005  RZEERF
(estated) -F-B(E7) (M1A70)  (2899) 18564 2002 (B0%9) 0 W (8) M3 (29)

(Charged)/credted ~ FANERZ
to consolidated (&) /

income Statement EE 2800 0 (b244) (2002) 278t 0 0 21 (182)  (4,726)
Cedtedtoresenes  EEER
(Note 27) (Hrztan) 0 0 0 0 0 0 9,647 0 0 9,647
A3t December 2005 R-FTRETA
=t-8 8371) (28%9) 13320 0 (3218) 0 10571 (1,032) 361 2,672
At 1 January 2006 “ZERE-A-H (8371) (2899) 13320 0 (3,278) 0 12051 (7,032) 361 2,612
(Charged)/credted ~ FAYNERZ

to consolidated (k) /E%

income Statement 13 0 4,048 0 1,256 0 0 60 (82) 529
Cedtedtoresernes  EEEE

(Note 27) (Hitar) 0 0 0 0 0 0 2100 0 0 2100
At30 June 2006 CESRERASTE (83%8)  (2899) 17368 0 (202) 0 1267 (6912) 219 10,067
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR KA B B R M AR

24.  INCOMETAXIN THE BALANCE SHEET EEAER N R @)

(continued)

(c) Deferred tax assets and liabilities not recognised (c) AR W8 = ¥ 4E B V8 % 2 M B M
The Group has no material unrecognised deferred AEBR-ZTE /\i/\ﬂ +BX
tax asset or liability as at 30 June 2006 (2005: ﬁij@kﬁ& RIERIEEERE
HK$ Nil). B(ZZZRF : TH) °

As at
30 June 2006 31 December 2005
—EEXREF —TTRFE
ANA=+H +=—A=+—H
HK$’000 HK$’000
THER FAT
Net deferred tax asset recognised RirAEEBEX
on the consolidated A RE SR 2 IR XE B IE
balance sheet BEFHE 10,069 2,687
Net deferred tax liability NFEEEBBRNA
recoghised on the consolidated BRZIELERIE
balance sheet BEFE (2) (15)

10,067 2,672
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

25. FLOATINGRATENOTESISSUED

The floating rate notes of face values and carrying
amounts of HK$1,165 million (USD 150 million) were
issued by the Bank on 4 April 2006 bearing interest at
the rate of three-month USD LIBOR plus 0.22% per
annum, payable quarterly. The maturity date for the
notes is 6 April 2009.

26.  SUBORDINATED NOTESISSUED

The subordinated notes of face value of HK$1,553
million (USD 200 million) and carrying amount of
HK$1,533 million qualifying as tier two capital were
issued by the Bank on 25 April 2006. The subordinated
notes bear interests at 6.125% per annum for the
period from the issuance date to 26 April 2011, payable
semi-annually. The subordinated notes carry a one-time
call option exerciseable by the Bank on 26 April 2011. If
the call option is not exercised, the interest rate for the
subordinated notes will be reset at the United States
treasury rate plus 1.93875% for the period from 27 April
2011 to the final maturity date on 26 April 2016,
payable semi-annually.

The carrying amount of the subordinated notes included
an adjustment of HK$20 million due to application of
fair value hedge accounting.

C#ITE LS B

APTR_EENFHNANBETER
BEREESBEAT BATAEEST
(—BRTEELD) Z2IEEE  %ZEE
BrEERABRBBITRAEH =EAE
THREFZEIN0.22% * IREFE B —
R ZEZRINPEHA-_TTNEN
A7<H -

RNERITR T ANFEMNA-_+RHAET
EEE+EEAT=-"G8%8T (ZE=x
T EEASETRABE=T=88T
HERERERZREZR - 25%
EZERETARRE-_T——FMNA
Z 7N B I HARRF B %6.125%5T 8. -
RBEENE—K - ZEREZEKES
—RMEERIRERE - JEANBITRZZ
——EP A = F+NBITE o HZAERED
BEERETE ZSEREZEZFX
BH-_E——FNA-++BEBREERK
BHE =T —"FMA =+~ A LLEM
Ei AEBEBEEESFEMNL.93875%
WHFIBEFNE— K -

LR ERE 2 EESEDF ARRA
AFEEHSPGIEMEL 2 HBE =T
BETT o
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR KA B B R M AR

27. RESERVES

At 1 January 2005
As previously reported
Adjustments due to changes
in accounting policies

As restated
Profit after tax for the year
Realisation of revaluation surplus
of available-for-sale securities
Net change in fair value of
available-for-sale securities
Deferred taxation (Note 24(b))
Dividend paid in respect of
the previous financial year
Interim dividend paid
Establishment of regulatory reserve

At 31 December 2005

At 1 January 2006
Profit after tax for the period
Realisation of revaluation surplus
of available-for-sale securities
Net change in fair value of
available-for-sale securities
Deferred taxation (Note 24(b))
Dividend paid in respect of the
previous financial year
Increase in regulatory reserve

At 30 June 2006

kil
Investment
Capital revaluation
redemption  Regulatory reserve Retained
reserve reserve BE  eamings Total
EXERRE iERE ENRE  REEF ag
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
THL T T T THEL
—Z% ﬂi A—-H
&%ﬁﬁ 372,000 0 (4,350) 1,413,184 1,780,834
Rt nx2E

EECZRE 0 0 0 49,462 49,462
B2 372,000 0 (4,350) 1,462,646 1,830,296
ERRBEER 0 0 0 241441 241441
MHEEERZ

ERBHER 0 0 (4,234) 0 (4,234)
) 1# ﬁ m%f?

ATEERE 0 0 (50,904) 0 (50,904)
EERE (B 24(b) 0 0 9,647 0 9,647
BExfzE-FK

EFERE 0 0 0 (128938) (128,938)
BRAFERE 0 0 0  (70330) (70,330)
RAETE Gt 0 107,722 0 (107,722) 0

—ETRE

+ “A=t-H 372000 107,722 (49,841) 1,397,097 1,826,978
RZEE 5-F—-H 372,000 107,722  (49,841) 1,397,097 1,826,978
HRBRR %R 0 0 0 125400 125400
e m%z

EffRHET 0 0 18,722 0 18,722
‘Mﬁ HEZES

ATEEZE 0 0 (30,723 0 (30,723)
mﬁlﬁ (BisE24(b) 0 0 2,100 0 2,100
EBBREHRER

Bt zRE 0 0 0 (128938) (128,938)
EE R 0 12,270 0 (12,270 0

—ZTRE

N ﬂ =+A 372,000 119,992  (59,742) 1,381,289 1,813,539
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % T 0 B B A B R

27. RESERVES

(a)

(continued)

The capital redemption reserve arose from the
redemption of the Bank’s “A” and “B”
preference shares in 1991 and 1992 out of its
retained earnings. The capital redemption
reserve is undistributable under the Hong
Kong Companies Ordinance section 79 C(2)
but may be applied by the Bank in paying up
its unissued shares to be allotted to its
members as fully paid bonus shares.

Subsequent to the balance sheet date, the
Directors have proposed an interim dividend of
6 Hong Kong cents per share (2005: 6 Hong
Kong cents per share) amounting to
HK$70,329,600 (2005: HK$70,329,600). This
dividend has not been recognised as a liability
at the balance sheet date.

Regulatory reserve

The regulatory reserve is an appropriation from
retained earnings and is maintained for the
purpose of paragraph 9 of the Seventh
Schedule to the Hong Kong Banking Ordinance
for prudential supervision purposes. Transfers
to and from the regulatory reserve are made
directly through retained earnings and not the
income statement and in consultation with the
HKMA.
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it (40

(a)

(b)

ERERFEERE-—NAN—FR—
NN = F BARRIT ZRE BB
FEEH A R [B/BARMES < 1B
BEB(REHEBD FE79C2)E + &
REREEDTAI DK - B BN
IRITR A BEETFHEBRRE 2K
BTGB 2 RAEBHRAMK -

REERR  EREZFBIRNTH
B EhkeE il - & #£70,329,600

BIL(CETRF - BReBIL - A
70,329,600 7T) ° 2 E B
RARBEEREREAE -

EE

EERERREBENZ DK - Ty
RBEEEBOREERITES
DI REFEIRMRIL < EE R
ZEREHHERNRBEN DB
B MIERWER AR - A
CERREHBRAE -
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR KE A% B B M

28.  ANALYSIS OF ASSETS AND LIABILITIES BY & R T AR AR R B R 2 2
REMAINING MATURITY

The following maturity profile is based on the remaining ~ FZIHRAARI I EREE B EA K5
period at the balance sheet date to the contractual  Z|Hi B 2 FI&AHAR -
maturity date:

As at 30 June 2006
ZZENERAZTH

Over Over

3 months 1year
Repayable ~ 3months  tolyear to5years Over5  Undated or
ondemand  orless  =f8A 3 years  overdue
Total I8  =fA WE WE IE ERE
a3 g% gNT  E-F  ZIf NE  ga8
HKS'000  HKS'000  HKS'000  HK$'000  HKS'000  HK$'000  HK$'000
Tén TErn TéExn TExn  TéEn TErn  TéEn

ASSETS {3
Cash and short term funds RERRHES 5,658,234 380,421 5,278,113 0 0 0 0
Placements with banks maturing —ET-{AR3E2
between one and twelve months FORERR 1,833,739 0 1,833,739 0 0 0 0
Trading Securities HERARRZER 454,206 0 327378 118657 5956 2,235 0
Other financial instruments BATEETERA
designated as at far value BB R
through profit or loss $HIE 624,605 0 0 0 401430 223475 0
Derivative financial instruments fifeMIE 426,799 0 0 0 0 0 426799
Advances to customers less impairment EREFAE 23,776,150 880,861 4,695,688 3,062,057 7,685,354 7,406,785 45,405
Available-orsale securities AtHERS 16,584,461 0 2491407 11898308 1573756 482,370 138,620
Other assets AtEE 603,801 0 539042 5508 9,723 0 0
Undated assets BRHEE 1,406,760 0 0 0 0 0 1,406,760
51,368,775 1,260,982 15165367 15134058 9,676,219 8114565 2,017,584
LIABILITIES 8%
Deposits and balances of banks EOEEENET]
and other financial insttutions BEZEIRES 909,647 114,994 739,653 55,000 0 0 0
Deposits from customers RPEH 30,491,998 6,500,691 22127519 765632 966114 132,042 0
Certificates of deposit issued BEAENE 3,283,038 0 1126438 1,078550 1,078,050 0 0
Derivative financial instruments fESBIA 353,442 0 0 0 0 0 353442
Trading liabilties RHEELEE 1,559,503 0 1548915 0 176 282 0
Other financial liabiltes and EfSRARER
accounts payable EfiE 8,073,438 0 7431326 345379 296,733 0 0
Floating rate notes issued BENEERE 1,165,080 0 0 0 1265080 0 0
Subordinated notes issued BEAKEE 1,533,385 0 0 0 0 1,533,385 0
Undated liabilties EEHaE 263,767 0 0 0 0 0 263,767
47633298 6,615,685 32973851 2244561 3513743 10668249 617,209
Net liquidity gap THELHRAEE 5,354,703 17,808,484 (12,889,497) (6,162,476) (6,446,316)
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

29. MATERIAL RELATED PARTIES TRANSACTIONS

During the period, the Group entered into a number of
transactions with its ultimate holding company and
related parties, including Taipeifubon Commercial Bank.
These transactions were entered into in the ordinary
course of the Group’s banking business and included,
inter alia, lending, placement of interbank deposits,
participation in loan syndicates, correspondent banking
transactions and foreign exchange transactions. The
contracts were priced based on relevant market rates at
the time of each transaction, and were under the same
terms as those available to other counterparties and
customers of the Group. In the opinion of the Directors
these transactions were conducted on normal commercial
terms.

Information relating to income and expenses from
related party transactions during the period and balances
outstanding as at the balance sheet date is set out
below:

KB A TR 5

REAREE D B EE KR ZER AR R
MEET BRI EHSEMRRITET
R o LR 5 TR AEE 2 IRITE
(HPEHEEE  BMRTREFR
/,\fEIE - RIBRTRH RINER
2) 2 —RIZFHET - BREHRZA
?&%Z&?%Z*ﬁ@%ﬂiﬁ%ﬁfﬁ% AR
BN R [B [R5k} & P P R] S22 AR IRHER R

MalS c EERA » LR H TR —K
R IRFETT ©

FRAPNEEE TR SMEE 2R R
REE A EAREERBZEHBRIIMT

Six months ended
30 June 2006 30 June 2005

(@) Income/expenses (@) WA ZH
Interest income DIPSR PN
Interest expense FEZH

(b) Commission and
service charges

Fellow subsidiaries

(b) BERREE

[ 22 Fff |8 2 &)

HZE H=E
—EEXRE —ETRF
~NA=+AH NA=1H
Z 38 A 2 7~ @ A
HK$’000 HK$’000
F& T FHT
263 1,789

420 21,951

3,417 928
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

29. MATERIAL RELATED PARTIES TRANSACTIONS

(continued)

The amount represents aggregate customer referral and
support service fees paid to Taipeifubon Commercial
Bank, Fubon Securities Co., Ltd. and Fubon Life
Assurance Co., Ltd. by the Group’s entities during 2006
pursuant to the amended business co-operation
agreements dated 20 March 2006. These transactions
constitute continuing connected transactions of the
Group under Rule 14A.14 of the Listing Rules.

(c)

Placement of deposits

Fellow subsidiaries
Placements with banks

maturing between one

and twelve months
Accrued interest and
other accounts

Due from other related
parties

Total receivables

PR

6] Z Fff B8 2 &)
R—ZE+Z@AZ
HZ |RITHGR

(b)

Rt S R E A
# B

R Ui A o 2
=il

JRE Ui B X 48 3R
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KB #4505 &2 5 (4

FZHRBEDREERBER — T RFAR
BR-_ZTREF=A-+HIZZ&E
RIEBEER®E - MaltEBEERT
BROERAR  BERGaEFRNER
REAREBABREBERNDER QR
ZENEPRIRBEREE - ZalFh
BB LR AR 14A 1AG R FTIR X
ZHRHBERERS -

As at
30 June 31 December
2006 2005
—BEAF —ZTAF
ANA=+H +=ZA=+—8H
HK$’000 HK$'000
FE T FAT
116,508 0
181 2
116,689 2
116,689 2




NOTEYHDTHEU'AUDHEDINTHHNHHNANCUHJHPORT

R K%

29. MATERIAL RELATED PARTIES TRANSACTIONS

(continued)

(d) Acceptance of deposits

Ultimate holding company

Deposits and balances
of banks and other

financial institutions

Other related parties
Deposits and balances
of banks and other
financial institutions
Other liabilities

Due to other related
parties

Total payables

(e)

Exchange rate contracts
(notional principal)

Fellow subsidiary

Hh U S s e R R

BEARMEE TR G (41)

As at
30 June 31 December
2006 2005
—EEARE —ETRF
~NA=+H +t=—BA=+—H
HK$’000 HK$'000
FERT FH&T
(d) BT
RARFER A A]
WRITREME R
BEZERR
R 3,812 3,722
HfEST
RITREMES R
2 FR
&= 35,721 0
HEmBaE 366 71,527
ENEMEAESS
36,087 71,527
FER IR B 39,899 75,249
As at
30 June 31 December
2006 2005
—EEXREF —TTRF
AA=+H +ZA=+—H
HK$’000 HK$’000
FET FET
(e) EXEH
(BEASE)
Al Z K1 &8 - Al 46,603 33,347

Fubon Bank E #BR1T | Interim Report REIZRE | 2006



62

NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR K % 9 B B A B R

29. MATERIAL RELATED PARTIES TRANSACTIONS

(continued)

®)

Key management personnel

(i)

As of 30 June 2006, the Bank has
invested HK$7.8 million in the preference
shares of a company and has also
committed to subscribe HK$7.8 million in
the preference shares in each of the
coming three years. One of the Directors
of the Bank and his related parties held
21.1% of the ordinary shares of the
company and he is therefore considered
to be able to exert significant influence
over the entities involved. The terms of
the offer are same as those offered to
other independent investors.

As of 30 June 2006, the Bank has
invested HK$4.6 million in an unlisted
fund and has also committed to invest
HK$26.5 million within the next five
years. One of the Directors of the Bank is
also the director of the fund’'s asset
manager and he is therefore considered
to be able to exert significant influence
over the entities involved. The offer price
for the units acquired is same as those
offered to other investors.
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() EHEHAHR

(i)

R_ZTERENA=+H K
$8173% & 7,800,000/ JT 7 —
FRal 2Bk - WHEERK
K= F 5 F R 7,800,000/
TLBAR - KRTT—REBER
HEBEALTRBZARLBE
AR 2 21.1% @ BUAR A& AT ¥
ZERBERITFEATE - B
N2 G ERE MBI EE
FTiR 2 2 1EFAER -

R=ZZBERFRA=+H " ' &
#8178 & 4,600,000/ JT A —
HIEETES  WHEHERREK
FFRE 26,500,000 7T © A
BIT—REFNAZESZE
EEBAZES  HHRAR
HZERERITEEATE -
P A2 BB EEEEMIE
BEMERZMNERER -



NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR KA B R M RE

30. CONTINGENT LIABILITIES AND
COMMITMENTS

(a)

Credit related commitments and contingencies

Credit related commitments and contingencies
include acceptances, letters of credit,

SR B SR I

(a)

SLAE BEA B Z AR O S AR I H

HBEERBZAERKNARBHE
RARRHEEZALRE - FHE
IH e ﬁﬁix”ﬁ&Zﬂ i3

guarantees and commitments to extend credit. BREBFMAMNRK
The risk involved is essentially the same as AR FHERRFREERZEER

the credit risk involved in extending loan
facilities to customers. The contractual amounts
represent the amounts at risk should the
contract be fully drawn upon and the credit
default. As the facilities may expire without

AR - ROBBEIEE A OB
R EPEORMARERR 2
25 - AN SHAERATREER
REREGRIE B - A RRRIL T
RREARKBERE -

63

being drawn upon, the contract amounts do
not represent expected future cash flows.

As at As at
30 June 2006 31 December 2005
“EERERA=TH “ZTRF+-F=1—H
Credit risk Credit risk
Contractual weighted Contractual weighted
amounts amounts amounts amounts
FERR EERER
BRNEE ik BHEE mEgsE
HK$’000 HK$’000 HK$'000 HK$'000
TER TRL TAT TAT
Direct credit substitutes ERGEERER 286,111 286,111 470,557 470,557
Transaction-related contingencies B 5EB A NER 124,909 62,455 109,724 54,862
Trade-related contingencies AESEB2AARER 514,985 102,997 332,256 66,451
Undrawn loan facilities RREDZERER
— with an original maturity of —RATEI R
under 1 year or which are R—F5%
unconditionally cancellable BRI EE 9,792,143 0 9,135,831 0
— with an original maturity of - uT IHBRA
1 year or over —FHE 784,521 392,261 587,635 293,818
Forward forward deposits placed RHBEORR 1,913,709 382,742 1,155,067 231,013
13,416,378 1,226,566 11,791,070 1,116,701
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT
AR KA B B R M AR

30.

CONTINGENT LIABILITIES AND
COMMITMENTS (continued)

The total future minimum lease payments under
non-cancellable operating leases are payable as
follows:

—— %A
——ZhFH

— Within one year
— Between one and five years

Capital commitments outstanding at 30 June 2006
not provided for in the unaudited interim financial
report were as follows:

EEIR=E)

Contracted for
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R A E KR ()

(b) NABUHZEBEE T 2 RKKERE

NBESBELNT -

As at
30 June 31 December
2006 2005
—EEZXREF —TTRFE
ANA=+HA +=—B=+—H
HK$’000 HK$'000
FE T FAT
17,826 18,777
9,407 5,489
27,233 24,266

() R-ZEXRFRA=TBERRARE
ERTHMBERENRBREZRLE

BAREENT :

As at
30 June 31 December
2006 2005
—EEZXREF —TTRFE
ANA=+HA +=—B=+—H
HK$’000 HK$'000
FE T FAT
127,285 51,071




NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

AR FEFE B b ) B B kA B G

31. COMPARATIVE FIGURES

In order to conform with the current period presentation,
an amount of HK$36,669,000 representing the gains
less losses from other financial liabilities for the period
ended 30 June 2005 included in the non-operating gains
has been reclassified to other operating income on the
face of the income statement and also in notes 5 and
11. In addition, gains less losses from dealing in trading
securities and from other dealing activities have been
reclassified to conform with the attributable trading
activities in note 5. Revaluation loss on financial
instruments shown in note 5 has also been separated
into revaluation gain on derivative financial instruments
and revaluation loss on other financial instruments
designated at fair value through profit or loss.

B i

AEERITHMEZZSN  REEZ
ZERFNA=ZTHIEHE - Hi &R
BEZWERERZRIES - —HIA
FELEWAIRE T %%(36,669,000/% T
BN R RS R 1118 T EH 5 A
REMEERA - LI BEFHERS
Rz 785 R E MR 55 B 2 Y zm 6 &
BNEEHNHRE - UFEBRITHEST
T2 EERB DM - JIRMEETZ
ERMIAEMERTESRITESRT
Az &t sm R nFEEITENAR
HEZEMERMITAZEMER -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AR KA B R R

(A) CAPITAL ADEQUACY AND LIQUIDITY
RATIOS

Unadjusted capital adequacy R EI K /£ &K K48
ratio at period/year end FHAEE AT R R
Adjusted capital adequacy KRB E AR R R

ratio incorporating market risk (2 & 35 /& &)
NABTFERBES X

Average liquidity ratio for June

BENA=THIEARER
FHRPER L E

Average liquidity ratio for the
six months ended 30 June

The unadjusted capital adequacy ratio is computed on a
consolidated basis as required by the HKMA for its
regulatory purposes, and is in accordance with the Third
Schedule of the Hong Kong Banking Ordinance. The
adjusted capital adequacy ratio incorporating market
risk is computed on the same consolidated basis, and
is in accordance with the Guideline “Maintenance of
Adequate Capital Against Market Risks” issued by the
HKMA.

The average liquidity ratio for the year is computed as
the simple average of each calendar month’s average
ratio, as reported in Part | (2) of the “Return of Liquidity
Position of an Authorised Institution” (MA(BS)1E)
calculated in accordance with the Fourth Schedule of
the Hong Kong Banking Ordinance.
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R T R B bR

2006 2005
—EBAE —TTRF
% %

EEES EEES
19.85 14.96
19.70 14.94
41.84 44.60
42.91 45.92

AEHBREAZRLEEZREESERF]
EZIRAEER(ERBRITEEIDH R

=M&tE - RRTHRESERELH
mizERER TR ARl - AR

MEERAEKEAERERATRLE -

FRAFERBESLLERASEE A F
B EMEEFLHEMmMAE - SEEAR
T ETRBCE B IRITEBKOD KX
MHMEEEWE [RAEERSES
AL B R 2% | (MA(BS)1E) 8 1(2) 30 b FR 2}
HETHR -



UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(B) The components of the total capital base after £ [ &K 75 & H X H # &K | (MABS)3)5 |
deductions as reported under Part | of the banking — #F 7 BB 3R 4 & AN EL 1 42 58 FE FRL 12 HO 78
return “Capital Adequacy Return” (MA(BS)3) M Z0n @ IRIBE(HEBRITERIDMER =
calculated in accordance with the Third Schedule of B3R EFTE - a0k :
the Hong Kong Banking Ordinance are as follows:

As at
30 June 31 December
2006 2005
—EBEXRE —ETRF
~NA=+H +t=—B=+—H
HK$’000 HK$’'000
FET FAT
Core capital AN TN
Paid up ordinary 2R R AR
share capital AR A 1,172,160 1,172,160
Reserves (including i (BERBEM)
retained earnings) 1,609,416 1,550,802
Share premium f& 19 % (B 749,778 749,778
Eligible supplementary capital A 5T & /Y BT hn & AR
Reserves on revaluation of b R R A
land and interests in land BEEGGE 36,868 36,868
Reserves on revaluation of HERFIER ZABEFH
holdings of securities not held BEEMEE
for trading purposes (81,844) (72,476)
Collective impairment HMEERZ
allowance for impaired loans e RERE 99,239 76,115
Term subordinated notes BHEEZE 1,533,385 0
Regulatory reserve ETE B 119,992 107,722
Total capital base before HUR BB B AR E R
deductions ®wH 5,238,994 3,620,969
Deductions from total BEREWBEER
capital base HIER (95,854) (65,036)
Total capital base MR EHER
after deductions Hift 1 %s 5,143,140 3,555,933
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR KE A% 7B R R

(C) OVERDUE ADVANCES TO CUSTOMERS 6 % PRk
As at As at
30 June 2006 31 December 2005
ZEENE “TThE
/\H_+E "'7)5]_""75
% of total % of total
advances advances
HK$'000 HEHRZ HK$'000 BERZ
TER ER FET BAL
Gross advances to customers b T ]
which have been overdue Z@B}ﬁ@}ﬁ
with respect to either BR(x¢
principal or interest ZW'J g)
for periods of: B
- 6 months or less but -~MERAFUT
over 3 months E=EANUE 22,601 0.09% 38,953 0.18%
—1 year or less but -—EFHUTE
over 6 months AMEBME 45,187 0.19% 17,514 0.08%
— Over 1 year -BB—F 101,396 0.42% 105,754 0.49%
169,184 0.70% 162,221 0.75%
Overdue advances to BHREERT
customers which are
- secured -HHEA 84,079 77,392
- unsecured - BEA 85,105 84,829
169,184 162,221
Amount of collateral held against S S5 E
the overdue advances LERREE 80,662 71,070
Amount of expected recoveries 5181 I & 2R 7B £
from companies in MERAR
liquidation in respect ez EE
of the overdue advances 11,138 11,299
Individually assessed impairment ?}E?@ HEB=EAR
allowance in respect of BRffEZ
advances overdue for more I%W@’%ﬁ
than three months g3 86,377 85,400
Overdue assets of the Group comprise advances to MRZ-TTZRFAA=ZFTHAR-_ZTTHF
customers only as at 30 June 2006 and 31 December TZ=A=+— $%IZI€E@§EM
2005. BRETEPZER -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AR KW AR R

(D) RESCHEDULED ADVANCES TO CUSTOMERS

R AR 2 % P K

As at As at
30 June 2006 31 December 2005
—EEXRF —ZTTREF
~B=1+H +=ZA=+—H
% of total % of total
advances advances
HK$'000 {HERAE HK$'000 fHERAHE
THERT ZESL FHT ZBADk
Rescheduled advances & T & 7
to customers ZEFPER 23,939 0.10% 108,227 0.50%
(E) FOREIGN EXCHANGE EXPOSURES A I R B
The net positions or net structural positions in foreigh  FRAHNHE > 2B Fam 41 A B IF58
currencies are disclosed as follows: ZHWEMT
As at
30 June 2006
R=BExERA=1H
New
us Zealand  Australian Chinese
Equivalent in HK$Million B EATEE Dollars Euros Dollars Dollars  Renminbi Others Total
EYH B #n Br  AR% Hit a8
Spot assets REEE 12,614 599 1,041 882 143 1310 16,589
Spot liabilities HEAE (13,046) (821) (948)  (1,243) (142)  (1,259) (17,459)
Forward purchases EHEA 5,279 1,651 15 444 146 660 8,195
Forward sales BEEM (4,292) (1,429) (108) (83) (49) (707) (6,668)
Net option position BEETE 23 (5) 0 0 0 7 11
Net long/(short) position &/ (8) &% & 578 (5) 0 0 98 3) 668
New
us Zealand  Australian Chinese
Dollars Euros Dollars Dollars  Renminbi Others Total
EYH B &r Ar  ARE 2t ok
Net structural position & & 1E 2 B 5% 31 0 0 0 0 0 3
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AR KA B R R

(E) FOREIGN EXCHANGE EXPOSURES (continued) A FE R B (4)
As at
31 December 2005
ZEZRETZA=T-H
New
Us Zealand  Australian Chinese
Equivalent in HK$'Million B & ETE(E Dollars Euros Dollars Dollars  Renminbi Others Total
e BT i BT ARE ity B
Spot assets REEE 10,194 668 903 1,536 151 1170 14,622
Spot liabilities REAR (9,535) (551) (805)  (1,299) (149)  (1,210) (13,5549)
Forward purchases EHEA 2,146 345 21 30 45 562 3,149
Forward sales RHED (2,138) (463) (108) @11) (45) (546)  (3,571)
Net option position 5 4 4) 1 0 0 0 1
Net long/(short) position &/ (8) &34 671 (5) 12 4) 2 (24) 652
New
Us Zealand  Australian Chinese
Dollars Euros Dollars Dollars ~ Renminbi Others Total
e BT @ BT ARE i B
Net structural position & &1 A BFE 31 0 0 0 0 0 31
(F) CROSS-BORDER CLAIMS 5 555 5

The information on cross-border claims discloses
exposures to foreign counterparties on which the
ultimate risk lies, and is derived according to the
location of the counterparties after taking into account
any transfer of risk. In general, such transfer of risk
takes place if the claims are guaranteed by a party in a
country which is different from that of the counterparty
or if the claims are on an overseas branch of a bank
whose head office is located in another country. Only
regions constituting 10% or more of the aggregate

cross-border claims are disclosed.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(F) CROSS-BORDER CLAIMS (continued) R ()

As at
30 June 2006
“EEXRERA=TH
Banks and
other financial
institutions Public sector

BITR entities Others Total
Figures in HK$Million BEAT Hin & mg e NEHE Hitr “m

Asia Pacific excluding SMNAFFE
Hong Kong (TBEEE) 3,579 4 708 4,291
North America LM 647 1,166 79 1,892
Caribbean mENLL 0 0 2,567 2,567
of which British Virgin Island ~ RBRZ &S 0 0 1,917 1,917
Western Europe Fisf g 5,955 0 901 6,856

As at
31 December 2005
—ZZHRF+-A=+—H
Banks and
other financial
institutions Public sector

RITR entities Others Total
Figures in HK$Million HEET Hir o migs NEWE Hity ek

Asia Pacific excluding SN AT E
Hong Kong (TREEB) 1,991 5 529 2,525
North America EEM 1,184 1,169 57 2,410
Western Europe e 9,963 156 664 10,783
of which France % 1,850 0 0 1,850
of which Germany (e 2,797 0 0 2,797

(G) REPOSSESSED ASSETS AND ASSETS e Il & et B B Ak bk ek P AR
ACQUIRED UNDER LENDING AGREEMENTS /&

The total repossessed assets and assets acquired &HZ_ZTZNFAA=+H A£EEZ
under lending agreements of the Group as at 30 June WEIEERREERBZEMSEELE
2006 amounted to HK$65,590,000 (2005: %A65,590,0008 T (=FZF HF :
HK$71,880,000). 71,880,000 7T) °
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AR KA B R R

(H) INVESTMENTS IN SUBSIDIARIES

All principal subsidiaries are directly owned by the Bank.
Details of principal subsidiaries at 30 June 2006 are as

Fof Jag 2 ] e

2MEEMBATIIRARNRITEEES
RZZEZRFEARA=ZTEEZEMBAA

follows: ZEMWT
Issued and fully
paid-up ordinary % of
share capital ownership Net profit
B%fT  interestheld for the period Principal
k&R B8z  HAFEN  activities
EERA REEAL  FTrsoo IEEK
Incorporated and operating in Hong Kong REBAMBE LR EE
Fubon Credit (Hong Kong) EREE (FE) HK$65,000,000 100%  HK$52,526  Leasing and other
Limited ERAR 65,000,000/ 7T 52,526/ 7T finance
BEREMEE
Fubon (Hong Kong) Trustee ER(EE) BT HK$5,000,000 100% HK$83  Trustee services
Limited BRAR 5,000,000 7T 83BTL  EHEMRE
FB Securities (Hong Kong) ERER (BH) HK$8,000,000 100%  HK$20,064  Securities broking
Limited BB AT 8,000,000% 7T 2006487  EHLL
FB Fund Management ERESEE (B HK$8,000,000 100% HK$498  Fund management
(Hong Kong) Limited ARAE 8,000,000 7T 498  AGEE
Fubon Nominees (Hong Kong) HK$200 100% HK$6 Nominees services
Limited 2008 7T eEr  REARE
Incorporated and operating in Vanuatu REBESMALREE
Fubon Bank Vanuatu Limited US$4,000,000 100% Us$107 Finance
4,000,000% 7T 107%T  B%
All of these controlled subsidiaries have been U ERARAIEWEAR @ WEFEMA
consolidated into the Group’s financial statements. All  ANEBEZEHRA - b= A (FH) L8
the subsidiaries are private companies except for Fubon R AR ARAR AR ZEHE QALY

(Hong Kong) Trustee Limited, which is a public company.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

D

CORPORATE GOVERNANCE

The Group is committed to high standards of corporate
governance, and has complied throughout the period
with the module on “Corporate governance of locally

incorporated authorised institutions”

under the

Supervisory Policy Manual issued by the HKMA.

)

KEY SPECIALISED COMMITTEES

The Board of Directors has established a number of
governing committees including the Executive Credit
Committee, Management Committee, Asset and Liability
Committee, Audit Committee, and Remuneration
Committee. Compositions and functions of these
committees are set out below:

@

(ii)

Executive Credit Committee

On 11 August 2005, the Executive Credit Committee
was established comprising the Chairman, Vice
Chairman and two Executive Directors. This
committee serves as the Credit Committee of the
Board of Directors to review and approve credit
proposals within limits assigned by the Board.

Management Committee

The Management Committee comprises the Bank’s
Chief Executive, Executive Directors, chief financial
officer, head of legal and compliance department
and senior managers as appointed by the Chief
Executive. The Committee is the key decision
making body for the Bank and is responsible mainly
for formulation of the Bank’s business strategies in
all major business units. The Committee also
coordinates among business units during the
implementation process, monitors the
implementation of the approved business strategies
and reviews the achievement of business targets
and objectives.

e SR e]

AEEFNBETRKFLEERR AR
HIRE T E RRMNEE BT M
HEh S AEMR A #ENERE

Al e

() ATERZEG

HITEEZREENINR_FTAF
NA+—B KEBEIE Bx
FERMUHAITES - KREEER
ExgrzEEZES  AEFMAR
MEEESEERBAANEER

E
() HHEHG

EREEEMARITHITHAE
MITES  UHRE  ZERaR
BEERRATRARZENSRE
BABMK - ZZBETIARITH
BEEREH - TEAFEEARR
T E RPN EFEREE - &
SR EENETEBREE B
BRPITE ERZECHZOR
B - ARimEERER B IREE K
ZRE e
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

R

9]

R T B R

KEY SPECIALISED COMMITTEES (continued)

(iii) Asset and Liability Committee

(iv)

The Asset and Liability Committee comprises the
Bank’s Chief Executive, Executive Director, chief
financial officer, head of treasury, and senior
managers as appointed by the Chief Executive. The
Committee meets on a weekly basis with the
internal auditor and chief compliance officer
attending the meeting as observers to ensure
overall compliance with the governing policies. The
Committee’s main responsibilities include regular
review of the Bank’s operations relating to interest
rate risk and liquidity risk and in particular the
Bank’s ability to meet its funding obligations, and
its compliance with statutory liquidity and capital
adequacy requirements. The Committee regularly
reviews and endorses, for the Board’s approval, the
Bank’s policies governing asset and liability
management, investment, and other risk
management issues. It also formulates both long
term strategy for the sources and uses of funds
and short term directives to address prevailing
conditions and monitors the implementation of
these strategies and directives. In addition, the
Asset and Liability Committee assesses the risk
and profitability of new products proposed by
business units and approves new products.

Audit Committee

The Audit Committee comprises three members,
one Non-Executive Director and two Independent
Non-Executive Directors. The Audit Committee is
chaired by Mr Robert Kenrick, an Independent Non-
Executive Director who has appropriate accounting
professional qualifications. It meets at least four
times a year and additionally when deemed
necessary.

Fubon Bank Z#84R1T | Interim Report ik | 2006

(i) BEMXAMEEE

BERABRZBEHAARITHITR
BE - RTER  WBEE - AE
ITE  ARTRERZENSRE
BABHEK - ZEENTEHET
—REH - NERBEMRARER
RERBEEDIESHFERE -
NHEREENFAERARK - ZB®
MEERE B E R RNRTY
KR ERRREE & RBRHIETR -
B BT AR ERTT R B RS Y BE 1 A
RETEERDECREATRR
KEE - ZESEHEHRMEA
RITEREERAREE KRER
HipREBREREENRE - URE
EZgE - ZEENHIEERRE
SERANKERE  BNERMLR
R H AR ERZEFRRRET
STEVHETT SN - BEERAFBERE
B INATE A B R AP IR T E
mEEk R BAES - AHEB
HEfh °

(iv) BHREHE

ERREEH - AIFNTEZERM
BEIERITEEL = REAK
ERRECHBERAEECEMER
BB IFRITER BT -
EREESTFELRTHRGH
BEARERARTHEINGS -



UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(J) KEY SPECIALISED COMMITTEES (continued) FEHEHEZET 8)

(iv) Audit Committee (continued) (iv) BEZBG (&)
The Audit Committee ensures adequate supervision BEZEEBERREARITZU R
of the Bank’s financial reporting processes, reviews WMIBNETEANEE « &
the internal audit programme and reports, ensures BEREARRE  BARATSRER
co-ordination between the internal and external ZEEN 2 2 6 1E R BT E ST RS
auditors, and monitors the compliance with internal R - AR R AN SR AT IR
policies, statutory regulations and recommendations ZHEBERZENR

made by the external auditors.

In particular, the Audit Committee reviews the EZLEESHFHEZARRIT 2T
Bank’s financial reporting process and the systems WMERBEFRANIBETERS - H
of internal control, including reviews of the internal ERRDEE ST A g SN =B
audit functions and the risk management process. BRzEZ - N ABEREZES
In addition, the reviews undertaken by Audit HARNHEZBETET 2 BZEE
Committee on the internal audit function include HNEEIZ TR © B M ZNEE
reviews of the internal audit program, the internal ZHE - AAAERERNEER
audit reports issued, the major findings from any 78 N 18 B8 2B PT 4 AT 2% 35 F) RE P BR AR
investigation and remedial actions taken by the ZRMATE 2 B -

relevant departments in response to the findings.

The Audit Committee also reviews the appointment EREZEENHERAZEMEE
of the external auditors and discusses with them EITER  WHEERBITZEER
the nature and scope of the audits. In addition, any FEEITAI o N - AREERT
issues arising from their audits together with the MmES 2 HENAREBAARRTA
follow up actions taken by the Bank to address fRRZ M PRI Z T B JF R 2
these issues are also examined by the Audit BEEQETEZ BREES
Committee. The Audit Committee also reviews the PR FEM RS ETEN
interim and annual financial statements before TREESSWERIE - ENE
recommending them to the Board for approval. It EESMEFRAAF 2 ARITERA
also reviews the Bank’s statement on internal A EPESIE R Gt 2 BB R $ H TR
control systems in the annual report prior to the B o

endorsement by the Board.
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R R

0))
(v)

(K)

il 5 M B R

KEY SPECIALISED COMMITTEES (continued)
Remuneration Committee

The Remuneration Committee comprises the Board’s
Non-Executive Chairman, Non-Executive Vice
Chairman and three Independent Non-Executive
Directors. The Committee meets as required to
review and approve the remuneration packages for
senior executives which include the Chief Executive
Officer, Executive Directors, and Executive Vice
Presidents. Executive Directors do not play a part in
decisions on their own remuneration.

MANAGEMENT OF RISKS

The Group has established policies and procedures for
the control and monitoring of credit risk, liquidity, capital
and market risk. The risk management policy is
formulated by the Board, which also monitors risk and
regularly reviews the effectiveness of the Group’s risk
management policies. The internal auditors also perform
regular audits to ensure compliance with the policies
and procedures.

@

Credit risk management

This category includes credit and counterparty risks
from loans and advances, issuer risks from the
securities business, counterparty risks from trading
activities and country risks. Credit risk arises from
the potential that a borrower or counterparty will
fail to perform under an obligation. It arises from
the lending, trading, treasury, derivatives and other
activities. The Group identifies and manages credit
risk through its (a) target market definitions, (b)
credit approval process, (c) post-disbursement
monitoring and (d) remedial management
procedures. These policies and procedures are
documented in the Group’s credit policy which
defines the credit extension criteria, the credit
approval authorities delegated from the Board, the
credit monitoring processes, the loan grading
system and provisioning policy.
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AR K BT B R

(K) MANAGEMENT OF RISKS (continued)

@

Credit risk management (continued)

The Board of Directors delegates credit approval to
the following in descending order of authority; the
Executive Credit Committee, the Chief Executive
Officer and the Credit Committee.

The Credit Committee carries out the Bank’s credit
risk management functions. It meets twice a week
and is responsible for approving, advising and
recommending to the Chief Executive the approval
of credit exposures in accordance with the credit
authority limits. The Credit Committee reviews and
implements measures on credit risk management
and controls and plays a key role in credit
monitoring. It reviews loans extended by lending
officers and provides guidelines to all lending
officers to assist them in monitoring the credit risk
of the loan portfolio.

The credit departments, Enterprise Credit Risk
Management Unit and Consumer Finance Risk
Management Unit, receive their authority and
delegated responsibilities from the Credit Committee
to provide centralised management of credit risk.
They are responsible for:

independent evaluation of credit applications,
which covers facility details, credit grade
determination, risk review and analysis and

financial spreads;

control of cross-border exposures, as well as
those to banks and financial institutions;

portfolio management of risk concentrations;

maintenance of the loan grading system; and

Fubon Bank Z#B84R1T | Interim Report ik | 2006

JE\ K 4 B ()

@

5 £ B A B (48)

EEBRRELT ATERRELE
B HTEEZRS  TRERK

FEZRE -

EEZEBSREARITZEERR
EETIE - ZREEBEMRITM
RE#  BERBEERERERL
EERBHMZEERM - LMITK
BERHEANERES - EEZ
BeNEMlEREERAREER
226 EEREESESDE
EZERVAE - ZEREEeRMEN
THEMBEZENR  TREEEE
TEREIES - BB FEEER
HeziEERRE -

-

oKk
=

M- cEEERRBREERR
& [ B R AR A R
SETSREERRERE -
BB E

i

v iy
oM
o 0

oip I TiF

.

it
—

N

\
/

s BUBZEEHR BEEE
15 - EEAFET - BT
ERBESW

o BB RIRTT RO RS
IR B4

. EREANEAR  NRSER
Bl

s EHMEFFNAERS R

7



78

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(K) MANAGEMENT OF RISKS (continued)

@

(a)

Credit risk management (continued)

reporting to the Risk Management Committee
regularly on aspects of the loan portfolio. This
includes information on large credit exposures,
industry exposures, country exposures and
levels of bad debt provisioning.

In addition, the Group has also established
guidelines to ensure that each new product is
designed and reviewed by a product committee with
respect to the risks involved, including credit risk.
All relevant departments are required to put in
place the appropriate processes, systems and
controls before the product is approved by the New
Product Committee.

Specific policies and measures to address different
kinds of credit related activities are set out below:

Corporate lending

Corporate lending is generally concentrated among
middle market borrowers. In addition to the
compliance with the Group’s underwriting standards,
credit risk is managed by conducting a thorough
credit evaluation and obtaining proper approval for
the proposed credit transactions. Subject to the
size of the facility and the risk grading of the
borrower, different extents of credit evaluation and
levels of credit approval are required to ensure the
proper credit risk management measures are
exercised. Credit approval also takes into account
facility structure, tenor, the repayment ability of the
prospective borrower and available security.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(K) MANAGEMENT OF RISKS (continued)

(a)

(b)

Corporate lending (continued)

The Group has established limits for exposures to
individual industries and for borrowers and groups
of borrowers, regardless of whether the credit
exposure is in the form of loans or non-funded
exposures. The Group also undertakes ongoing
credit analysis and monitoring at several levels.
The policies and procedures also take into account
the requirements under the Hong Kong Banking
Ordinance and the guidelines issued by the HKMA
with respect to large exposures and provisioning
requirements.

The credit risk management procedures are designed
to promote early detection of counterparty, industry
or product exposures that require special monitoring.
The Enterprise Credit Risk Management Unit
monitors overall portfolio risk as well as individual
problem loans and potential problem loans on a
regular basis. Relevant management reports are
submitted to the Chief Executive Officer as well as
the Internal Control Department for their reviews.

Retail credit risk

The Group’s retail credit policy and approval process
are designed to address high volumes of relatively
homogeneous, small value lending transactions in
each retail loan category. Because of the nature of
retail banking, the credit policies are based primarily
on statistical analyses of risks with respect to
different products and types of customers. The
Consumer Finance Risk Management Unit is
responsible for conducting regular monitoring of the
retail credit risks. They are also responsible for
determination and revision of product terms and
desired customer profiles on a regular basis. In
addition, they also review the existing policies on
underwriting, loan classification, provisioning, and
write off on a regular basis.
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(K) MANAGEMENT OF RISKS (continued)

(c)

(d)

(e)

Credit risk for treasury transactions

The credit risk of the Group’s treasury transactions
is managed the same way as the Group manages
its corporate lending risk. The Group sets individual
limits to its counterparties based on its risk
assessment.

Unlike on-balance sheet instruments, where the
credit risk is generally represented by the principal
value, the credit risk for derivatives is the positive
replacement cost together with an estimate for the
potential future change in its market value. The
credit risk exposure on derivatives is disclosed in
note 15(b) of this interim financial report.

Credit-related commitments

The risks involved in credit-related commitments
and contingencies are essentially the same as the
credit risk involved in extending loan facilities to
customers. These transactions are, therefore,
subject to the same credit application, portfolio
maintenance and collateral requirements as for
customers applying for loans.

Concentration of credit risk

Concentration of credit risk exists when changes in
geographic, economic or industry factors similarly
affect groups of counterparties whose aggregate
credit exposure is material in relation to the
Group’s total exposures. The Group’s portfolio of
financial instruments is diversified along industry
and product sectors.
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(K) MANAGEMENT OF RISKS (continued)

(ii)

Capital management

The Group’s policy is to maintain a strong capital
base to support the development of the Group’s
operations prudently, with the aim of diversifying its
business activities, including the future expansion
of the branch network, increasing the customer
base, introducing new financial products and meeting
the statutory capital adequacy ratio. As disclosed
in note (A) above, both the Group’s adjusted capital
adequacy ratio incorporating market risk of 19.70%
and the unadjusted ratio of 19.85% as at 30 June
2006 was well above the statutory minimum ratio.
The Bank also issued subordinated notes of
USD 200 million during this period to further
expand the capital base to support future business
expansion.

Capital is allocated to the various activities of the
Bank depending on the risk taken by each business
division. Where the subsidiaries are directly regulated
by other regulators, they are required to maintain
minimum capital according to the regulators’ rules.
Certain financial subsidiaries, as specified by the
HKMA, are subject to the HKMA’s capital
requirements for its regulatory purposes.

Capital adequacy ratios and components of capital
base are disclosed in note (A) and note (B).
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(K) MANAGEMENT OF RISKS (continued) JE B 4 B (42)

(iii) 3 B ¥ < o B

(iii) Liquidity management

The purpose of liquidity management is to ensure
sufficient cash flows to meet all financial
commitments and to capitalize on opportunities for
business expansion. This includes the Group’s
ability to meet deposit withdrawals either on
demand or at contractual maturity, to repay
borrowings as they mature, to comply with the
statutory liquidity ratio, and to make new loans and
investments as opportunities arise.

Liquidity is managed on a daily basis by the
treasury department under the direction of the
Asset and Liability Committee. The treasury
department is responsible for ensuring that the
Group has adequate liquidity for all operations,
ensuring that the funding mix is appropriate so as
to avoid maturity mismatches and to prevent price
and reinvestment rate risk in case of a maturity
gap, and monitoring relevant markets for the
adequacy of funding and liquidity.

The Group manages liquidity risk by holding sufficient
liquid assets (e.g. cash and short term funds and
securities) of appropriate quality to ensure that
short term funding requirements are covered within
prudent limits. In order to lengthen the duration of
the funding, the Bank periodically issues certificates
of deposit with maturities of not more than 5 years.
In addition, the Group also issued floating rate
notes and subordinated notes during this period
which have further lengthened the duration and
improved the liquidity position. Adequate standby
facilities are also maintained to provide strategic
liquidity to meet unexpected and material cash
outflows in the ordinary course of business. The
Group regularly performs stress tests on its
liquidity position.
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(K) MANAGEMENT OF RISKS (continued)

(iii) Liquidity management (continued)

As disclosed in note (A) above, both the Group’s
consolidated liquidity ratio of 41.84% for June
2006 and the average liquidity ratio of 42.91% for
the six months period ended June 2006 were well
above the statutory minimum ratio of 25%.

Market risk management

Market risk arises on all market risk sensitive
financial instruments, including securities, foreign
exchange contracts, equity and derivative
instruments, as well as from balance sheet or
structural positions. The objective of market risk
management is to avoid excessive exposure of
earnings and equity to loss and to reduce the
Group’s exposure to the volatility inherent in
financial instruments.

The Bank transacts in the money market, foreign
exchange market, equity market and capital market
giving rise to market risk exposures. Positions are
taken as a result of the execution of customers’
orders, market making activities, and positions
taken in order to hedge the Bank’s open position.
The Bank does not engage in significant proprietary
trading of foreign exchange, but merely executes
customer orders.
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(K) MANAGEMENT OF RISKS (continued) JE\ K 45 B ()

(iv) i 35 I b 4 PR (%)

(iv) Market risk management (continued)

Financial instruments traded include debt, equity
and other securities and certain derivatives.
Derivatives are contracts whose value is derived
from one or more underlying financial instruments
or indices defined in the contract. They include
swaps, forward rate agreements, futures, options
and combinations of these instruments. Derivatives
are used to manage the Bank’s own exposures to
market risk as part of its asset and liability
management process. The principal derivatives
instruments used by the Bank are interest, equity
and foreign exchange rate related contracts, which
are primarily over-the-counter derivatives. Most of
the Bank’s derivative positions have been entered
into to meet customer demand and to hedge these
and other trading positions.

The Board reviews and approves the policies for the
management of market risks and dealing authorities
and limits. The Board has delegated the
responsibility for ongoing general market risk
management to the Asset and Liability Committee.
This committee articulates the interest rate view of
the Bank and decides on future business strategy
with respect to interest rates. It also reviews and
sets funding policy and ensures adherence to risk
management objectives. The risk management
policies to address currency risk and interest rate
risk are set out in the following relevant sections.
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(K) MANAGEMENT OF RISKS (continued)

(iv) Market risk management (continued)

(a)

The Group has also established clear market risk
policies, including limits, reporting lines and control
procedures, which are reviewed regularly and
approved by the Board. Market risk is managed
within various limits approved by the Board. These
limits are determined for each financial instrument
and include limits on product volume, gross and net
positions, position concentrations, mark to market
limits, stop loss limits and risk position limits.

Currency risk

The Group’s foreign currency positions arise from
foreign exchange dealing, commercial banking
operations and structural foreign currency exposures.
All foreign currency positions are managed by the
treasury department within limits approved by the
Board. Structural foreign currency positions arise
mainly on foreign currency investments in the
Group’s subsidiaries and an associated company.
The Group seeks to match closely its foreign
currency denominated assets with corresponding
liabilities in the same currencies.
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(K) MANAGEMENT OF RISKS (continued)

(iv) Market risk management (continued)

(b)

Interest rate risk

The Group’s interest rate positions mainly arise
from treasury and commercial banking activities.
Interest rate risk arises in both trading portfolios
and available-for-sale portfolios. Interest rate risk
primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and
commitments. It also related to positions from non-
interest bearing liabilities including shareholders’
funds and current accounts, as well as from certain
fixed rate loans and liabilities. Interest rate risk is
managed by the treasury department within limits
approved by the Board, including interest rate gap
limits. The Group also uses interest rate swaps and
other derivatives to manage interest rate risk.

Structural interest rate risk arises primarily from
the deployment of non-interest bearing liabilities,
including shareholders’ funds and current accounts,
as well as from certain fixed rate loans and
liabilities. Structural interest rate risk is monitored
by the Asset and Liability Committee.
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(K) MANAGEMENT OF RISKS (continued) JE B A B (4)

iv) T3 B B (48)

(iv) Market risk management (continued)

(c) EREEIA

(c) Risk management tools

One of the tools used by the Group to monitor and
limit market risk exposure is Value-at-risk (VAR).
VAR is a technique that estimates the potential
losses that could occur on risk positions as a
result of movements in market rates and prices
over a specified time horizon and to a given level of
confidence. The calculation uses the variance-
covariance model as the means to estimate the
statistical confidence level.

The Group augments its VAR limits with other
positions and sensitivity limit structures. Additionally,
the Group applies a wide range of sensitivity
analysis, both on individual portfolios and on the
Group’s consolidated positions to assess the
potential impact on the Group’s earnings as a
result of extreme movements in market prices.

The Group estimates the VaR of its investment
portfolios with a confidence level of 95% and 99%.
In addition, stress testing is performed on the
portfolios and on a consolidated basis to assess
the potential income statement impact as a result
of extreme movements in market prices. The 95%
and 99% VaR for the Bank’s investment portfolio,
including Hong Kong Exchange Fund bills, at 30
June 2006 were HK$6,189,581 (2005:
HK$5,920,180) and HK$8,754,039 (2005:
HK$8,373,022) respectively. The average VaR at
95% and 99% confidence levels for the first six
months of 2006 were HK$4,051,465 (2005:
HK$9,317,122) and HK$5,730,360 (2005:
HK$13,177,379) respectively.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(K) MANAGEMENT OF RISKS (continued) JE\ K 45 B ()

(iv) i 35 I b 4 PR (%)

(iv) Market risk management (continued)

(d) ™5 ERERE

(d) Market risk exposure

The Group adopts a prudent approach to managing
its trading portfolios, and reduces any excessive
market risk by executing offsetting transactions or
hedging contracts with other market counterparties.
Market risk ensues once the Group takes positions
in markets such as foreign exchange, interest
rates, securities, commodities and equities. Such
positions are driven by execution of customer
orders, proprietary trading and hedging.

The Group’s maximum market risk exposures are
set by the Board. Exposures are monitored and
reported to the Asset and Liability Committee and
the Risk Management Committee regularly. The
average daily revenue generated from the treasury’s
trading activities for the period was HK$86,641
(2005: HK$87,405) and the standard deviation
was HK$144,549 (2005: HK$128,233). An analysis
of the Group’s trading revenue is shown below:
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
AR K BT B R

(K) MANAGEMENT OF RISKS (continued) JeRL B 45 B (4%)
(iv) Market risk management (continued) (iv) T 5 R B A B ()
(d) Market risk exposure (continued) (d) WIEEBREE (&)
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Daily Distribution of Trading Revenue for the period ended June 2006
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AR KA B R R

(K) MANAGEMENT OF RISKS (continued)

(iv) Market risk management (continued)
(d) Market risk exposure (continued)

This shows a maximum daily loss of HK$370,458
(2005: HK$385,948) with 27 days (2005: 29 days)
out of 136 days (2005: 144 days) showing losses.
The most frequent result was a daily revenue falling
between HK$80,000 to HK$90,000 (2005:
HK$20,000 to HK$30,000) with 7 occurences
(2005: 9 occurences). The highest daily revenue
was HK$589,426 (2005: HK$428,000).
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