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I \ Otes to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

1. General information

Dah Sing Financial Holdings Company Limited (the “Company”) and its
subsidiaries (together the “Group”) provides banking, insurance, financial
and other related services in Hong Kong, Macau, and the People’s
Republic of China.

The Company is an investment holding company incorporated in Hong
Kong. The address of its registered office is 36th Floor, Dah Sing Financial

Centre, 108 Gloucester Road, Wanchai, Hong Kong.

These consolidated financial statements are presented in thousands of
Hong Kong dollars (HK$'000), unless otherwise stated. These
consolidated financial statements have been approved for issue by the
Board of Directors on 28 March 2007.

2.  Summary of significant accounting policies

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies have
been consistently applied to all the reporting years presented, unless

otherwise stated.

2.1 Basis of preparation

The consolidated financial statements of the Group have been prepared
in accordance with Hong Kong Financial Reporting Standards (“HKFRSs”
which is a collective term including all applicable individual Hong Kong
Financial Reporting Standards, Hong Kong Accounting Standards
("HKASs”) and Interpretations) issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”), accounting principles generally
accepted in Hong Kong and the requirements of the Hong Kong
Companies Ordinance. These financial statements also comply with the
applicable disclosure provisions of the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong Limited.

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

profit or loss.
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(Expressed in thousands of Hong Kong dollars)

2.

Summary of significant accounting policies
(Continued)

2.1 Basis of preparation (Continued)

The preparation of financial statements in conformity with HKFRSs requires

the use of certain critical accounting estimates. It also requires

management to exercise its judgement in the process of applying the

Group’s accounting policies. The areas involving a higher degree of

judgement or complexity, or areas where assumptions and estimates are

significant to the consolidated financial statements are disclosed in Note

4.

(@)

Amendments and interpretations to existing standards effective in
2006

HKAS 39 (Amendment), The Fair Value Option, is mandatory for the
Group’s accounting periods beginning on or after 1 January 20086.
This amendment restricts the circumstances under which the fair
value option in HKAS 39 can be used, as compared to the original
HKAS 39. The Group has early adopted this amendment in

accordance with the relevant transitional provisions in 2005.

HKAS 39 and HKFRS 4 (Amendment), Financial Guarantee
Contracts, are mandatory for the Group’s accounting periods
beginning on or after 1 January 2006. Any new and existing financial
guarantee contracts that were previously not accounted for under
HKFRS 4 are now required to be accounted for under HKAS 39. In
prior years, financial guarantee contracts were not accounted for
under HKFRS 4 but were disclosed as off-balance sheet contingent
liabilities under HKAS 37 “Provisions, Contingent Liabilities and
Contingent Assets”. As at 31 December 2006 and 31 December
2005, the amounts of financial liabilities related to financial guarantee
contracts required to be recognised under HKAS 39 and in

accordance with the above amendment were insignificant.

HK(IFRIC) — INT 4, Determining whether an Arrangement contains a
Lease, is mandatory for the Group’s accounting periods beginning
on or after 1 January 2006. This interpretation requires an
assessment of whether certain supply arrangements contain in
substance a lease that should be recognised by both the “lessor”
and “lessee” in accordance with HKAS 17, Leases. The Group has
reviewed its contracts in accordance with the requirements of this
interpretation. No material contracts requiring reclassification as

leases under HKAS 17 were noted.
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Summary of significant accounting policies
(Continued)

Basis of preparation (Continued)

Standards, amendments and interpretations effective in 2006 but

not relevant to the Group’s operations

The following standards, amendments and interpretations are mandatory

for accounting periods beginning on or after 1 January 2006 but either did

not result in substantial changes to the Group’s accounting policies or are

not relevant to the Group’s operations:

HKAS 19 (Amendment), Employee Benefits, which is mandatory for
accounting periods beginning on or after 1 January 2006 is not
applicable to the Group as the Group does not operate any defined

benefit pension schemes;

HKAS 21 (Amendment), Net Investment in a Foreign Operation;

HKAS 39 (Amendment), Cash Flow Hedge Accounting of Forecast

Intragroup Transactions;

HKFRS 1 (Amendment), First-time Adoption of Hong Kong Financial
Reporting Standards;

HKFRS 6 Exploration for and Evaluation of Mineral Resources;

HK(IFRIC) — INT 5, Rights to Interests arising from Decommissioning,

Restoration and Environmental Rehabilitation Funds; and

HK(IFRIC) —
Market — Waste Electrical and Electronic Equipment.

INT 6, Liabilities arising from Participating in a Specific

900¢ 1JOdSH |enuuy/ \‘
panwi sbuipjoH |eroueuly buis yeg -



S5 R B R

I \ Ootcs to the Financial Statements

H
N

Phb\EET
AR AT

(AB®E T L3 7R)

2. FEEFIEURME @)

2.1 AR ()

(A) MARERRAEEL BIRFRAIGE AL
B ERZER - BRI Rk

REFRRENERRAT I EBMESR =
NE-A—HRBZEHAFRIDRER 2L
BREEAZERT RRE

=z

=

Al -

A

o FARUBREENETH(ERMIA : B
REBGAERE1R (B (MBRRE
I (BARE) BN —_FTLF—H—H
ERERZEFFE - BRAMBEREER
FTRSIAT —LHNEHSRTAREE
KR BHEFEZRITER B ST ERFI2HR
(eRIH: HERZIDZKE - BEY
B EENE 7RG BE B G LERIZEI0
FARITEERERBBET B RR D 2B
BYREBEEGTTAERFEIR2HRZWEER - K
KEHEFEVHEREEANERLBE G
ERIER (BF]) < EEELTME - R
THFZZERENTEAERARER
BEREZHE ERBE LHRE - AR
UL 2E RIS & i AR R B 2 S SE S B IS AR
EREAZE  AREREE _TTLF
—A-BRZFERAEEVBHREEL
FTHRRBA G EF 1 (BFT])

s FHEBERYBHREREZRES) REESH
(BEMBREERNE 2R 2 HE) (BN
“EERFAA-BARIHEELFE) - B
B (BERMBRERERR ) 2EFRE
RIEEH S RBTHEETAZ X 5KE
(AnE Z AT R R E DR BT T
BAZRAVE)REEEEMHERELERIE2
HZHE AEESR _TFTLFE—A—
REEAEE (BERMBERERERES)
REES  HREIZRBL TS HAEE
—EEREFEEZMBERREEMZE

(Expressed in thousands of Hong Kong dollars)

Summary of significant accounting policies
(Continued)

Basis of preparation (Continued)

Standards, amendments and interpretations that are not yet effective
and have either not been early adopted by the Group or not relevant
to the Group

The Group has chosen not to early adopt the following standards,

amendments and interpretations to existing standards that were issued

but not yet effective for accounting periods beginning on 1 January 2006:

HKFRS 7, Financial Instruments: Disclosures and the Amendment
to HKAS 1, Presentation of Financial Statements — Capital
Disclosures, are effective for annual accounting periods beginning
on or after 1 January 2007. HKFRS 7 introduces certain new
disclosures relating to financial instruments while incorporating many
of the requirements presently in HKAS 32 Financial Instruments:
Disclosure and Presentation. HKFRS 7 will supersede HKAS 30
Disclosures in the Financial Statements of Banks and Similar
Financial Institutions, and the disclosure requirements of HKAS 32.
The Group has assessed the impact of HKFRS 7 and the
amendment to HKAS 1 and concluded that the key impact will be
more qualitative and quantitative disclosures primarily related to fair
value measurement and risk management. Accordingly, the
adoption of this standard will have no effect on the Group’s results
of operations or financial position. The Group will apply HKFRS 7
and the amendment to HKAS 1 from annual periods beginning 1
January 2007;

HK(IFRIC) — INT 8, Scope of HKFRS 2 (effective for annual periods
beginning on or after 1 May 2006). HK(IFRIC) — INT 8 requires
consideration of transactions involving the issuance of equity
instruments — where the identifiable consideration received is less
than the fair value of the equity instruments issued — to establish
whether or not they fall within the scope of HKFRS 2. The Group will
apply HK(IFRIC) — INT 8 from 1 January 2007, but it is not expected

to have any impact on the Group’s 2006 financial statements;
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2. Summary of significant accounting policies
(Continued)

2.1 Basis of preparation (Continued)

(¢)  Standards, amendments and interpretations that are not yet effective
and have either not been early adopted by the Group or not relevant
to the Group (Continued)

° HK(IFRIC) — INT 9, Reassessment of Embedded Derivatives (effective
for annual periods beginning on or after 1 June 2006). HK(IFRIC) —
INT 9 requires an entity to assess whether an embedded derivative
is required to be separated from the host contract and accounted
for as a derivative when the entity first becomes a party of the
contract. Subsequent reassessment is prohibited unless there is a
change in the terms of the contract that significantly modifies the
cash flows that otherwise would be required under the contract, in
which case reassessment is required. The Group will apply HK(IFRIC)
— INT 9 from 1 January 2007, but it is not expected to have any
impact on the Group’s 2006 financial statements; and

° HK(IFRIC) — INT 10, Interim Financial Reporting and Impairment
(effective for annual periods beginning on or after 1 November 2006).
HK(IFRIC) — INT 10 prohibits the impairment losses recognised in an
interim period on goodwill, investments in equity instruments and
investments in financial assets carried at cost to be reversed at a
subsequent balance sheet date. The Group will apply HK(IFRIC) —
INT 10 from 1 January 2007, but it is not expected to have any
impact on the Group’s 2006 financial statements.

The following interpretations were issued but not yet effective for
accounting periods beginning on 1 January 2006 and has been assessed
to be not relevant to the Group’s operations:

° HK(IFRIC) — INT 7, Applying the Restatement Approach under HKAS
29, Financial Reporting in Hyperinflationary Economies (effective
from 1 March 2006). HK(IFRIC) — INT 7 provides guidance on how
to apply the requirements of HKAS 29 in a reporting period in which
an entity identifies the existence of hyperinflation in the economy of
its functional currency, when the economy was not hyperinflationary
in the prior period. As none of the Group’s entities have a currency
of a hyperinflationary economy as its functional currency, HK(IFRIC)
— INT 7 is not relevant to the Group’s operations.
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2. Summary of significant accounting policies
(Continued)

2.2 Consolidation

The consolidated financial statements include the financial statements of

the Company and all its subsidiaries made up to 31 December.

(@)  Subsidiaries

Subsidiaries are those entities in which the Company, directly or
indirectly, controls the composition of the Board of Directors,
controls more than half the voting power or holds more than half of

the issued share capital.

Subsidiaries are fully consolidated from the date on which control is
transferred to the Group. They are de-consolidated from the date

that control ceases.

The purchase method of accounting is used to account for the
acquisition of subsidiaries by the Group. The cost of an acquisition
is measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange,
plus costs directly attributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in a
business combination are measured initially at their fair values at the
acquisition date, irrespective of the extent of any minority interest.
The excess of the cost of acquisition over the fair value of the Group’s
share of the identifiable net assets acquired is recorded as goodwill.
If the cost of acquisition is less than the fair value of the net assets
of the subsidiary acquired, the difference is recognised directly in

the income statement.

Inter-company transactions, balances and unrealised gains on
transactions between group companies are eliminated. Unrealised
losses are also eliminated unless the transaction provides evidence
of an impairment of the asset transferred. Accounting policies of
subsidiaries have been changed where necessary to ensure

consistency with the policies adopted by the Group.

In the Company’s balance sheet the investments in subsidiaries are
stated at cost less allowances for impairment. The results of
subsidiaries are accounted for by the Company on the basis of

dividend received and receivable.
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2.2

Summary of significant accounting policies
(Continued)

Consolidation (Continued)
(b)  Transactions with minority interests

The Group applies a policy of treating transactions with minority
interests as transactions with parties external to the Group.
Disposals to minority interests result in gains and losses to the Group
that are recorded in the income statement. Purchases from minority
interests could result in goodwill, being the difference between any
consideration paid and the relevant share acquired of the carrying
value of net assets of the subsidiary.

(c)  Associates

Associates are all entities over which the Group has significant
influence but not control generally accompanying a shareholding of
between 20% and 50% of the voting rights. Investments in
associates are accounted for by the equity method of accounting
and are initially recognised at cost.

The Group’s share of its associates’ post-acquisition profits or losses
is recognised in the income statement, and its share of post-
acquisition movements in reserves is recognised in reserves. The
cumulative post-acquisition movements are adjusted against the
carrying amount of the investment. WWhen the Group’s share of losses
in an associate equals or exceeds its interest in the associate,
including any other unsecured receivables, the Group does not
recognise further losses, unless it has incurred obligations or made
payments on behalf of the associate.

In the Company’s balance sheet, the investments in associates are
stated at cost less allowances for impairment. The results of
associates companies are accounted for by the Company on the
basis of dividends received and receivable.

(d)  Jointly controlled entities

A joint venture is a contractual arrangement whereby the Group and
other parties undertake an economic activity, which is subject to
joint control and none of the participating parties has unilateral
control over the economic activity.

The results and assets and liabilities of jointly controlled entities are
accounted for using equity method of accounting. The consolidated
income statement includes the Group’s share of the results of jointly
controlled entities for the year, and the consolidated balance sheet
includes the Group’s share of the net assets of the jointly controlled
entities.
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2. Summary of significant accounting policies
(Continued)

2.3 Interest income and expense

Interest income and expense are recognised in the income statement for
all instruments measured at amortised cost, available-for-sale securities
and certain financial assets/liabilities designated at fair value through profit

or loss using the effective interest method.

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

discounts.

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

purpose of measuring the impairment loss.

2.4  Fee and commission income and expense

Fees and commissions are generally recognised on an accrual basis when
the service has been provided. Loan syndication fees are recognised as
revenue when the syndication has been completed and the Group retained
no part of the loan package for itself or retained a part at the same effective
interest rate for the other participants. Wealth management, financial
planning and custody services that are continuously provided over an
extended period of time are recognised rateably over the period the service

is provided.
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2. Summary of significant accounting policies
(Continued)

2.5 Financial assets

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

(@)

Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for
trading, and those designated at fair value through profit or loss at
inception. A financial asset is classified as held for trading if it is
acquired principally for the purpose of selling in the short term or if
so designated by management. Derivatives are also categorised as

held for trading unless they are designated as hedges. Assets in
this category are measured at fair value with all holding gains and
loss recognised in the income statement.

A financial asset is typically classified as fair value through profit or
loss at inception if it meets the following criteria:

(i)

(b)

It eliminates or significantly reduces a measurement or
recognition inconsistency (sometimes referred to as “an
accounting mis-match”) that would otherwise arise from
measuring assets or recognising the gains and losses on them
on different bases;

A group of financial assets is managed and its performance is
evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and
this is the basis on which information about the assets is
provided internally to the key management personnel such as
the Board of Directors and Chief Executive Officer; or

Financial assets with embedded derivatives where the
characteristics and risks of the embedded derivatives are not

closely related to the host contracts.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
Assets in this category are carried at amortised cost less any
impairment loss.
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2. Summary of significant accounting policies
(Continued)

2.5 Financial assets (Continued)
(c)  Available-for-sale

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

equity prices.

(d)  Held-to-maturity

Held-to-maturity investments are non-derivative financial assets with
fixed or determinable payments and fixed maturities that the Group’s
management has the positive intention and ability to hold to maturity.
Assets in this category are carried at amortised cost less any

impairment loss.

Purchases and sales of financial assets are recognised on the trade date
— the date on which the Group commits to purchase or sell the asset.
Financial assets are initially recognised at fair value plus transaction costs.
Financial assets are derecognised when the rights to receive cash flows
from the financial assets have expired or have been transferred and the

Group has transferred substantially all risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value through
profit or loss are subsequently carried at fair value. Loans and receivables
and held-to-maturity investments are carried at amortised cost using the
effective interest method. Gains and losses arising from changes in the
fair value of the “financial assets at fair value through profit or loss” category
are included in the income statement in the period in which they arise.
Unrealised gains and losses arising from changes in the fair value of
available-for-sale financial assets are recognised directly in equity, until the
financial asset is derecognised or impaired at which time the cumulative
gain or loss previously recognised in equity should be recognised in the
income statement. However, interest calculated using the effective interest
method is recognised in the income statement. Dividends on available-
for-sale equity instruments are recognised in the income statement when

the Group’s right to receive payment is established.
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2. Summary of significant accounting policies
(Continued)

2.5 Financial assets (Continued)

The fair values of quoted investments are based on current bid prices. If
the market for a financial asset is not active (and for unlisted securities),
the Group establishes fair value by using valuation techniques. These
include the use of recent arm’s length transactions, reference to other
instruments that are substantially the same, discounted cash flow analysis,
and option pricing models refined to reflect the issuer’s specific

circumstances.

2.6 Impairment of financial assets
(@)  Assets carried at amortised cost

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

the attention of the Group about the following loss events:
(i) significant financial difficulty of the issuer or obligor;

(i) a breach of contract, such as a default or delinquency in

interest or principal payments;

(i) the Group granting to the borrower, for economic or legal
reasons relating to the borrower’s financial difficulty, a

concession that the lender would not otherwise consider;

(iv) it becoming probable that the borrower will enter into

bankruptcy or other financial reorganisation;

(v)  the disappearance of an active market for that financial asset

because of financial difficulties; or

H
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2.6

Summary of significant accounting policies
(Continued)

Impairment of financial assets (Continued)
(@)  Assets carried at amortised cost (Continued)

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

individual financial assets in the group, including:

- adverse changes in the payment status of borrowers in

the group; or

- national or local economic conditions that correlate with

defaults on the assets in the group.

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

impairment.

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

value using an observable market price.
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2.6

Summary of significant accounting policies
(Continued)

Impairment of financial assets (Continued)
(@)  Assets carried at amortised cost (Continued)

The calculation of the present value of the estimated future cash
flows of a collateralised financial asset reflects the cash flows that
may result from foreclosure less costs for obtaining and selling the

collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial
assets are grouped on the basis of similar credit risk characteristics
(i.e. on the basis of the Group’s grading process that considers asset
type, collateral type, overdue status and other relevant factors).
Those characteristics relevant to the estimation of future cash flows
for groups of such assets by being indicative of the debtors’ ability
to pay all amounts due according to the contractual terms of the

assets are considered.

Future cash flows in a group of financial assets that are collectively
evaluated for impairment are estimated on the basis of the
contractual cash flows of the assets in the group and historical loss
experience for assets with credit risk characteristics similar to those
in the group. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions
that did not affect the period on which the historical loss experience
is based and to remove the effects of conditions in the historical

period that do not exist currently.

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

experience.
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2.6

Summary of significant accounting policies
(Continued)

Impairment of financial assets (Continued)
(@)  Assets carried at amortised cost (Continued)

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

loan impairment in the income statement.

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

The amount of the reversal is recognised in the income statement.

(b)  Assets carried at fair value

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

through the income statement.
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2. Summary of significant accounting policies
(Continued)

2.7 Financial liabilities

Financial liabilities are classified into two categories: financial liabilities at
fair value through profit or loss and other financial liabilities. All financial

liabilities are classified at inception and recognised initially at fair value.

(@) Financial liabilities at fair value through profit or loss

This category has two sub-categories: financial liabilities held for
trading, and those designated at fair value through profit and loss at

inception.

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

value are recognised in the income statement.

A financial liability is typically classified as fair value through profit or

loss at inception if it meets the following criteria:

(i) It eliminates or significantly reduces a measurement or
recognition inconsistency (sometimes referred to as “an
accounting mis-match”) that would otherwise arise from
measuring liabilities or recognising the gains and losses on

them on different bases;

(i) A group of financial liabilities is managed and its performance
is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and
this is the basis on which information about the liabilities is
provided internally to the key management personnel such as

the Board of Directors and Chief Executive Officer; or

(i) Financial liabilities with embedded derivatives where the
characteristics and risks of the embedded derivatives are not

closely related to the host contracts.

Financial liabilities designated as at fair value through profit or loss,
including the Group’s own debt securities in issue and deposits
received from customers that are embedded with certain derivatives,
are designated as such at inception or date of transition to the new
HKFRS. Financial liabilities designated at fair value through profit or
loss are carried at fair value and any gains and losses from changes

in fair value are recognised in the income statement.
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2. Summary of significant accounting policies
(Continued)

2.7 Financial liabilities (Continued)
(b)  Other financial liabilities

Other financial liabilities are carried at amortised cost. Any difference
between proceeds net of transaction costs and the redemption value
is recognised in the income statement over the period of the other

financial liabilities using the effective interest method.

If the Group purchases its own debt, it is removed from the balance
sheet, and the difference between the carrying amount of a liability

and the consideration paid is included in net trading income.

2.8 Derivative financial instruments and hedge accounting

Derivatives are initially recognised at fair value on the date on which a
derivative contract is entered into and are subsequently re-measured at
their fair value. Fair values are obtained from quoted market prices in active
markets, including recent market transactions, and valuation techniques,
including discounted cash flow models and options pricing models, as
appropriate. All derivatives are carried as assets when fair value is positive

and as liabilities when fair value is negative.

The best evidence of the fair value of a derivative at initial recognition is the

transaction price (i.e., the fair value of the consideration given or received).

Certain derivatives embedded in other financial instruments, such as the
conversion option in a convertible bond, are treated as separate derivatives
when their economic characteristics and risks are not closely related to
those of the host contract and the host contract is not carried at fair value
through profit or loss. These embedded derivatives are measured at fair

value with changes in fair value recognised in the income statement.

The method of recognising the resulting fair value gain or loss depends on
whether the derivative is designated as a hedging instrument, and if so,
the nature of the item being hedged. The Group designates certain
derivatives as hedges of the fair value of recognised assets. Hedge
accounting is used for derivatives designated in this way provided certain

criteria are met.
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2. Summary of significant accounting policies
(Continued)

2.8 Derivative financial instruments and hedge accounting
(Continued)

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

fair values of hedged items.

(@)  Fair value hedge

Changes in the fair value of derivatives that are designated and
qualify as fair value hedges are recorded in the income statement,
together with any changes in the fair value of the hedged asset that

are attributable to the hedged risk.

If the hedge no longer meets the criteria for hedge accounting, the
adjustment to the carrying amount of a hedged item for which the
effective interest method is used is amortised to profit or loss over

the period to maturity.

(b)  Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge accounting.
Changes in the fair value of any derivative instrument that does not
qualify for hedge accounting are recognised immediately in the

income statement.

2.9 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in
the balance sheet when there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or

realise the asset and settle the liability simultaneously.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.10 Sale and repurchase agreements

The counterparty liability in respect of securities sold subject to repurchase
agreements (“repos”) is included in amounts due to other banks, deposits
from banks, or other accounts and accruals, as appropriate. Securities
purchased under agreements to resell (“reverse repos”) are recorded as
loans and advances to other banks or customers, as appropriate. The
difference between the sale and repurchase price is treated as interest
and accrued over the life of the agreement's using the effective interest
method. Securities lent to counterparties are also retained in the financial

statements.

Securities borrowed are not recognised in the financial statements, unless
these are sold to third parties, in which case the purchases and sales are
recorded with the gain or loss included in trading income. The obligation

to return them is recorded at fair value as a trading liability.

2.11 Repossessed assets

Repossessed collateral assets are reported under “Other assets” and the
relevant loans are derecognised. The repossessed collateral assets are

measured at lower of carrying amount and net realisable value.

2.12 Segment reporting

In accordance with the Group’s internal financial reporting policy, the Group
has determined that business segments be presented as the primary
reporting format and geographical segment information as the secondary

reporting format.

Business segments are distinguishable business divisions of the Group
that provide products and services to customer base or dealing with the

market that are different to those of other business segments.

Geographical segments are grouped by the location of the principal
operations of the subsidiaries or in the case of the subsidiary bank, of the
location of the branches responsible for reporting the results including

assets and liabilities.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.12 Segment reporting (Continued)

For the purpose of segment reporting, revenue derived from customers,
products and services directly identifiable with individual business or
geographical segments are reported directly under respective segment,
while revenue and funding cost arising from inter-segment funding
operation and funding resources are allocated to the business segments
by way transfer pricing mechanism with reference to market interest rates.
Transactions within segments are priced based on similar terms offered to
or transacted with external parties. Inter-segment income or expenses

are eliminated on consolidation.

All direct costs incurred by different segments are grouped under
respective segments. Indirect costs and support functions’ costs are
allocated to various business segments and products based on effort and
time spent as well as segments’ operating income depending on the nature
of costs incurred. Costs related to corporate activities that cannot be
reasonably allocated to business segments, products and support

functions are grouped under unallocated items.

2.13 Foreign currency translation
(@) Functional and presentation currency

ltems included in the financial statements of each of the Group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (‘the functional currency”).
The consolidated financial statements are presented in HK dollars,
which is the Group’s presentation currency and the functional

currency of the major part of the Group.

(b)  Transactions and balances

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-
end exchange rates of monetary assets and liabilities denominated

in foreign currencies are recognised in the income statement.

H
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2.13

Summary of significant accounting policies
(Continued)

Foreign currency translation (Continued)
(b)  Transactions and balances (Continued)

Translation differences on non-monetary items, such as investment
in equity instruments held at fair value through profit or loss, are
reported as part of the fair value gain or loss. Translation difference
on certain other non-monetary items, such as equities classified as
available-for-sale financial assets, are included in the fair value

reserve in equity.

(c)  Group companies

The results and financial position of all the group entities (none of
which has the currency of a hyperinflationary economy) that have a
functional currency different from the presentation currency are

translated into the presentation currency as follows:

(i) assets and liabilities for each balance sheet presented are

translated at the closing rate at the date of that balance sheet;

(i) income and expenses for each income statement are
translated at average exchange rates (unless this average is
not a reasonable approximation of the cumulative effect of
the rates prevailing on the transaction dates, in which case
income and expenses are translated at the dates of the

transactions); and

(i) all resulting exchange differences are recognised as a

separate component of equity.

On consolidation, exchange differences arising from the translation
of the net investment in foreign entities are taken to shareholders’
equity. When a foreign operation is sold, such exchange differences
are recognised in the income statement as part of the gain or loss

on sale.

Goodwill and fair value adjustments arising on the acquisition of a
foreign entity are treated as assets and liabilities of the foreign entity

and translated at the closing rate.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.14 Premises and other fixed assets

Leasehold properties comprising land and buildings held on which a
reliable estimate is not available on the split of the carrying value attributable
to each of the land and building elements are accounted for as finance
leases and shown at fair value, based on periodic, and at least triennial,
valuations by external independent valuers, less subsequent depreciation.
Any accumulated depreciation at the date of revaluation is eliminated
against the gross carrying amount of the asset and the net amount is
restated to the revalued amount of the asset. All other property, plant and
equipment are stated at historical cost less depreciation and impairment
losses. Historical cost includes expenditure that is directly attributable to

the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or
recognised as a separate asset, as appropriate, only when it is probable
that future economic benefits associated with the item will flow to the
Group and the cost of the item can be measured reliably. All other repairs
and maintenance are expensed in the income statement during the

financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of premises are
credited to premises revaluation reserve in shareholders’ equity. Decreases
that offset previous increases of the same asset are charged against fair
value reserves directly in equity; all other decreases are expensed in the

income statement.

Depreciation of premises and other fixed assets is calculated using the
straight-line method to allocate cost or revalued amounts to their residual

values over their estimated useful lives, as follows:

- Premises Over the remaining period of

lease

— Furniture, fittings, equipment Over the estimated useful lives

and motor vehicles generally between 5 and 10

years

The assets’ residual values and useful lives are reviewed, and adjusted if

appropriate, at each balance sheet date.

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

recoverable amount (Note 2.17).
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2. Summary of significant accounting policies
(Continued)

2.15 Investment properties

Property that is held for long-term rental yields or for capital appreciation
or both, and that is not occupied by the companies in the consolidated

Group, is classified as investment property.

Investment property comprises land held under operating lease and

buildings held under finance lease.

Land held under operating lease is classified and accounted for as
investment property when the rest of the definition of investment property

is met. The operating lease is accounted for as if it were a finance lease.

Investment property is measured initially at its cost, including related

transaction costs.

After initial recognition, investment property is carried at fair value. Fair
value is based on active market prices, adjusted, if necessary, for any
difference in the nature, location or condition of the specific asset. If this
information is not available, the Group uses alternative valuation methods
such as recent prices on less active markets or discounted cash flow
projections. These valuations are performed in accordance with the
guidance issued by the International Valuation Standards Committee.
These valuations are reviewed annually by external valuers. Investment
property that is being redeveloped for continuing use as investment
property, or for which the market has become less active, continues to be

measured at fair value.

The fair value of investment property reflects, among other things, rental
income from current leases and assumptions about rental income from

future leases in the light of current market conditions.

Subsequent expenditure is charged to the asset’s carrying amount only
when it is probable that future economic benefits associated with the item
will flow to the Group and the cost of the item can be measured reliably. All
other repairs and maintenance costs are expensed in the income

statement during the financial period in which they are incurred.

Changes in fair values are recognised in the income statement.
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2. Summary of significant accounting policies
(Continued)

2.15 Investment properties (Continued)

If an investment property becomes owner-occupied, it is reclassified as
property, plant and equipment, and its fair value at the date of

reclassification becomes its cost for accounting purposes.

If an item of premises and other fixed assets becomes an investment
property because its use has changed, any difference resulting between
the carrying amount and the fair value of this item at the date of transfer is
recognised in equity as a revaluation of premises and other fixed assets
under HKAS 16. However, if a fair value gain reverses a previous

impairment loss, the gain is recognised in the income statement.

2.16 Goodwill and intangible assets

Goodwill represents the excess of the cost of an acquisition over the
Group’s share of the net fair value of the identifiable assets and liabilities of
the acquiree as at the date of acquisition. Goodwill is carried at cost less
any accumulated impairment losses. Goodwill is tested annually for
impairment. Impairment losses on goodwill are not reversed. Gains and
losses on the disposal of an entity include the carrying amount of goodwill

relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of
impairment testing. The allocation is made to those cash-generating units
or groups of cash-generating units that are expected to benefit from the

business combination on which the goodwill arose.

Intangible assets arising from an acquisition are recognised separately
from goodwill when they are separable or arise from contractual or other
legal rights, and their value can be measured reliably. They include core
deposits, contracts and customer relationships intangibles assets, and
trade names. Intangible assets are stated at cost less amortisation based

on estimated useful lives, and/or accumulated impairment losses.
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2. Summary of significant accounting policies
(Continued)

2.17 Impairment of goodwill, intangible assets and non-financial

assets

Assets that have an indefinite useful life or are not yet available for use are
not subject to amortisation, but are tested annually for impairment. Assets
that are subject to amortisation are reviewed for impairment whenever
events or changes in circumstances indicated that the carrying amount
may not be recoverable. An impairment loss is recognised for the amount
by which the asset’s carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value less costs to
sell and value in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately identifiable
cash flows (cash-generating units). Assets other than goodwill that suffered
an impairment are reviewed for possible reversal of the impairment at each

reporting date.

2.18 Deferred income tax

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

asset is realised or the deferred income tax liability is settled.

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

differences can be utilised.

Deferred income tax is provided on temporary differences arising on
investments in subsidiaries, associates and jointly controlled entities,
except where the timing of the reversal of the temporary difference is
controlled by the Group and it is probable that the temporary difference

will not reverse in the foreseeable future.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.18 Deferred income tax (Continued)

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

be available against which these losses can be utilised.

Deferred income tax related to fair value re-measurement of available-for-
sale investments, which is charged or credited directly to equity, is also
credited or charged directly to equity and is subsequently recognised in

the income statement upon the realisation of relevant investments.

2.19 Employee benefits
(@  Pension obligations

The Group offers a mandatory provident fund scheme and a number
of defined contribution plans, the assets of which are generally held
in separate trustee-administered funds. These pension plans are
funded by payments from employees and by the relevant Group

companies.

The Group’s contributions to the mandatory provident fund schemes
and defined contribution retirement schemes are expensed as
incurred. Other than mandatory provident fund contribution, the
Group’s contributions may be reduced by contributions forfeited by

those employees who leave prior to vesting fully in the contributions.

(b)  Share-based compensation

The Group operates a cash settled, share-based compensation
plan, which requires the Group to pay the intrinsic value of the share
option to a grantee at the date of exercise. The total amount to be
expensed over the vesting period is determined by reference to the
fair value of the options granted. At each balance sheet date, the
Group will re-measure the fair value of the share options and any

change is recognised in the income statement.

(c)  Employee leave entitlements

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

date.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.19 Employee benefits (Continued)
(d)  Bonus plans

Liabilities for bonus plans due wholly within twelve months after the
balance sheet date are recognised when the Group has a present
or constructive obligation as a result of services rendered by

employees and a reliable estimate of the obligation can be made.

2.20 Provisions

Provisions for restructuring costs and legal claims are recognised when:
the Group has a present legal or constructive obligation as a result of past
events; it is more likely than not that an outflow of resources will be required
to settle the obligation; and the amount has been reliably estimated.
Restructuring provisions comprise lease termination penalties and
employee termination payments. Provisions are not recognised for future

operating losses.

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

class of obligations may be small.

2.21 Leases
(@)  Operating lease

Leases in which a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating
leases. Payments made under operating leases (net of any
incentives received from the lessor) are expensed in the income

statement on a straight-line basis over the period of the lease.

Where the Group is a lessor under operating leases, assets leased
out are included in fixed assets in the balance sheet. They are
depreciated over their expected useful lives on a basis consistent
with similar owned fixed assets. Rental income (net of any incentives
given to lessees) is recognised on a straight-line basis over the lease

term.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.21 Leases (Continued)
(b)  Finance lease

Leases of assets where the Group has substantially retained all the
risks and rewards of ownership are classified as finance leases.
Finance leases are capitalised at the lease’s commencement at the
lower of the fair value of the leased property and the present value
of the minimum lease payments. Each lease payment is allocated
between the liability and finance charges so as to achieve a constant
rate on the finance balance outstanding. The corresponding rental
obligations, net of finance charges, are included as liabilities. The
investment properties acquired under finance leases are carried at

their fair value.

Where the Group is a lessor under finance leases, the amounts due
under the leases, net of unearned finance income, are recognised
as a receivable and are included in “Advances and other accounts”.
Finance income implicit in rentals receivable is credited to the income
statement over the lease period so as to produce a constant periodic
rate of return on the net investment outstanding for each accounting

period.

2.22 Fiduciary activities

The Group commonly acts as trustees and in other fiduciary capacities
that result in the holding or placing of assets on behalf of individuals, trusts
and other institutions. These assets are excluded from the Group’s financial

statements, as they are not assets of the Group.

2.23 Share capital

Ordinary shares are classified as equity. Incremental costs directly
attributable to the issue of new shares are shown in equity as a deduction,

net of tax, from the proceeds.

2.24 Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents
comprise balances with less than three months’ maturity from the date of
acquisition, including: cash, balances with banks and other financial
institutions, treasury bills, other eligible bills and certificates of deposit and
investment securities which are readily convertible to cash and are subject

to an insignificant risk of changes in value.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.25 Financial guarantee contracts

Financial guarantee contracts are contracts that require the issuer to make
specified payments to reimburse the holder for a loss it incurs because a
specified debtor fails to make payments when due, in accordance with
the terms of a debt instrument. Such financial guarantees are given to
banks, financial institutions and other bodies on behalf of customers to
secure loans, overdrafts and other banking facilities, and to other parties
in connection with the performance of customers under obligations related
to contracts, advance payments made by other parties, tenders, retentions

and the payment of import duties.

Financial guarantees are initially recognised in the financial statements at
fair value on the date the guarantee was given. Subsequent to initial
recognition, the Group’s liabilities under such guarantees are measured at
the higher of the amount determined in accordance with HKAS 37
Provisions, Contingent Liabilities and Contingent Assets and the amount
initially recognised less cumulative amortisation recognised. Any changes
in the liability relating to financial guarantees are taken to the income

statement.

2.26 Contingent liabilities and contingent assets

A contingent liability is a possible obligation that arises from past events
and whose existence will only be confirmed by the occurrence or non-
occurrence of one or more uncertain future events not wholly within the
control of the Group. It can also be a present obligation arising from past
events that is not recognised because it is not probable that an outflow of
economic resources will be required or the amount of obligation cannot

be measured reliably.

A contingent liability is not recognised but is disclosed in the notes to the
financial statements. When a change in the probability of an outflow occurs

so that outflow is probable, it will then be recognised as a provision.

A contingent asset is a possible asset that arises from past events and
whose existence will be confirmed only by the occurrence or non-
occurrence of one or more uncertain events not wholly within the control

of the Group.

A contingent asset is not recognised but is disclosed in the notes to the
financial statements when an inflow of economic benefits is probable.

When such inflow is virtually certain, an asset is recognised.
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2. Summary of significant accounting policies
(Continued)

2.27 Insurance contracts

The Group issues contracts that contain insurance risk or both insurance
and financial risks. Contracts under which the Group retains significant
risk from another party by agreeing to compensate the beneficiary on the
occurrence of a specified uncertain future event (the insured event) are
classified as insurance contracts. Insurance contracts may also transfer

financial risk.
Insurance contracts are accounted for as follows:

(i) Premiums

Premium for long-term insurance business are recognised as
revenue when they become due. Premium for general insurance
business are accounted for in the period in which the risk
commences. Unearned premium is provided and is calculated on a
time-apportioned basis as the proportion of the business
underwritten in the accounting year relating to the period of risk
after the balance sheet date. Reinsurance premiums are accounted

for on the same basis as gross premiums.

(i) Commission expenses

Commission expenses for securing new contracts are charged to
the income statement on a basis consistent with premium revenue
recognition and are presented in the income statement under “Fee

and commission expense”.

(i) Claims and benefits

Claims for general insurance business consist of paid claims and
movement in provisions for outstanding claims with related claims
handling expenses. For long-term insurance business, claims and
benefits are accounted for on notification of claims or when benefits
become payable. Liabilities to policyholders under insurance
contracts are the amount recognised for future claims and benefits
of life insurance contracts are estimated by appointed actuary in
compliance with regulatory requirements. Reinsurance recoveries
are accounted for on the same basis as the related claims or

benefits.
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(Expressed in thousands of Hong Kong dollars)

2. Summary of significant accounting policies
(Continued)

2.27 Insurance contracts (Continued)
(iv)  Value of in-force long-term life assurance business

The value of in-force long-term life assurance business is the present
value of expected future earnings to be generated from in-force
business, using appropriate assumptions. Movements in the value
of in-force long-term life assurance business are reported as other

operating income.

3. Financial risk management
3.1 Strategy in using financial instruments

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

all claims that might fall due.

The Group also seeks to raise its interest margins through lending to
commercial and retail borrowers with a range of credit standing by charging
customers appropriate lending rates and fees, taking into consideration
credit risk and market conditions. Such exposures involve not just on-
balance sheet loans and advances as the Group also enters into
guarantees and other commitments such as letters of credit and

performance, and other bonds.

The Group also trades in financial instruments where it takes positions in
exchange-traded and over-the-counter instruments, including derivatives,
to take advantage of short-term market movements in equities and bonds
and in currency, interest rate and commodity prices. The Board places
trading limits on the level of exposure that can be taken in relation to market
positions. Apart from specific hedging arrangements, foreign exchange
and interest rate exposures are normally offset by entering into
counterbalancing positions (including transactions with customers or
market counterparties), or by the use of derivatives, thereby controlling
the variability in the net cash amounts required to liquidate market

positions.
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.1 Strategy in using financial instruments (Continued)

The Group also uses interest rate swap and other interest rate derivatives
to mitigate interest rate risk arising from changes in interest rates that will
result in decrease in the fair value of fixed rate assets or increase in the fair
value of fixed rate term liabilities. Certain of these financial instrument are
designated as fair value hedges, and the terms of hedge including hedged
item, amount, interest rates, hedge period and purpose are determined
and documented at the inception of each fair value hedge. Hedge
effectiveness is assessed at inception on a prospective basis and is
reassessed, on an ongoing basis, based on actual experience and
valuation. Fair value hedge relationships that do not meet the effectiveness
test requirement of hedge accounting are discontinued with effect from

the date of ineffectiveness of the fair value hedge.

3.2 Credit risk

The Group’s main credit risk is that borrowers or counterparties may default
on their payment obligations due to the Group. These obligations arise
from the Group’s lending and investment activities, and trading of financial

instruments (including derivatives).

The Group has a Group Credit Committee and for each business division,
a credit committee made up of certain Executive Directors and senior
credit officers and chaired by the Chief Executive. Each credit committee
has responsibility for formulating and revising credit policies and
procedures for that division within the parameters of the Group Risk Policy
and regulatory framework. Credit policies and procedures define the credit
assessment and approval criteria and guidelines, use of scoring, review
and monitoring process and the systems of loan classification and

impairment.

The Group manages all types of credit risk on a prudent basis, in
accordance with credit approval and review policies, by evaluating the
credit-worthiness of different types of customers and counterparties based
on assessment of business, financial, market and industry risks applicable
to the types of loans, collateral and counterparty dealings including dealing
in or use of derivative financial instruments. Credits are extended within
the parameters set out in the credit policies, and are approved by different
levels of management based upon established guidelines. Credit
exposures, limits and asset quality are regularly monitored and controlled
by management, credit committees and Group Risk. The Group’s internal
auditors conduct regular reviews and audits to ensure compliance with

credit policies and procedures and regulatory guidelines.
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.2 Credit risk (Continued)

The individual business’ credit policies also establish policies and
processes for the approval and review of new products and activities,
together with details of the facility grading, or credit scoring, processes

and impairment policies.

To avoid concentration of risk, large exposures to individual customers or
related groups are limited to a percentage of the capital base, and
exposures to industry sectors and countries/regions are managed within

approved limits to achieve a balanced portfolio.

In order to mitigate the credit risk and where appropriate, the Group will
obtain collateral to support the credit facility. To control credit risk exposure
to counterparty arising from derivative positions, the Group limits its
derivative dealings with approved financial institutions, and uses
established market practices on credit support and collateral settlement
to reduce credit risk exposure to derivative counterparties. Overall credit
risk limit for each financial institution counterparty, including valuation limit
for derivatives, is approved by the Group Credit Committee with reference
to the financial strength and credit rating of each counterparty. The
acceptable types of collateral and their characteristics are established

within the credit policies, as are the respective margins of finance.

Irrespective of whether collateral is taken, all credit decisions are based
upon the customer’s or counterparty’s cashflow position and ability to

repay.

(@  Derivatives

The Group maintains strict control limits on net open derivative
positions (i.e., the difference between purchase and sale contracts),
by both amount and term. At any one time, the amount subject to
credit risk is limited to the current fair value of instruments that are
favourable to the Group (i.e., assets where their fair values are
positive), which in relation to derivatives is only a small fraction of
the contract, or notional values used to express the volume of
instruments outstanding. This credit risk exposure is managed as
part of the overall lending limits with customers, together with
potential exposures from market movements. Collateral or other
security is not usually obtained for credit risk exposures on these
instruments, except where the Group requires margin deposits from

counterparties.
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(Expressed in thousands of Hong Kong dollars)

3.2

Financial risk management (Continued)
Credit risk (Continued)
(b)  Master netting arrangements

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

terminated and settled on a net basis.

(c)  Credit-related commitments

The primary purpose of these instruments is to ensure that funds
are available to a customer as required. Guarantees and standby
letters of credit — which represent irrevocable assurances that the
Group will make payments in the event that a customer cannot meet
its obligations to third parties — carry the same credit risk as loans.
Documentary and commercial letters of credit — which are written
undertakings by the Group on behalf of a customer authorising a
third party to draw drafts on the Group up to a stipulated amount
under specific terms and conditions — are normally collateralised by
the underlying shipments of goods to which they relate and therefore

carry less risk than a direct borrowing.

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

shorter-term commitments.
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3. Financial risk management (Continued)

3.2 Credit risk (Continued)

The analyses below show the exposures of the Group to credit risk.

(i) Maximum exposure to credit risk before collateral held or other

credit commitments

5
Group
—EEXE _—TTHF
2006 2005
& RERIT R E A& 5iis Cash and balances with banks and other
Y 45 84 financial institutions 7,440,296 8,908,162
TERTT R H b & BB R F 3K Placements with banks and other
financial institutions 853,327 1,169,174
HIEEE BRNES Trading securities 9,113,785 7,810,993
AAFEFEBHEE T A Financial assets at fair value through
BalemEE profit or loss 1,276,671 1,379,163
PTESRTE Derivative financial instruments 374,317 166,975
FSHEERKEEMERE Advances and other accounts 52,029,818 46,739,477
A i H & E 5 Available-for-sale securities 33,336,794 22,884,372
FEEIHIE 5 Held-to-maturity securities 458,395 647,908
HBEREREMEEXAEE Financial guarantees and other credit
related contingent liabilities 2,699,343 3,399,770
B R EAMEE A Loan commitments and other credit
related commitments 35,051,593 28,471,817
142,634,339 121,577,811




5 e 2 B 5
I \ O cs (o the Financial Statements

(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)
3. BB E\ R B () 3. Financial risk management (Continued)
3.2 (5B b (4 3.2 Credit risk (Continued)
(i)  EBERRBFAEE (i) Gross loans and advances
ERRBRRBEIREELEEZDMH Distribution of gross loans and advances by credit quality
&=
Group
—EERE —TTHHF
2006 2005
BEEERRBREE Gross loans and advances to customers
— #EEH RO E — neither past due nor impaired 49,588,085 44,507,103
— BB R E — past due but not impaired 66,070 98,985
— BRE — impaired 254,533 312,530
49,908,688 44,918,618
HIRTT R H At RS B AR5 Gross advances to banks and other
financial institutions
— i B KOR B — neither past due nor impaired 155,102 389,264
— BEERBE — past due but not impaired = =
— BIRE — impaired = =
REEAEBHERREZ The gross advances to customers and
HEER@EMEET R banks and other financial institutions
Hith & g B 514258 that were past due but not impaired
=5 E EA R Bl o 48 at the balance sheet date grouped
under the following past due aging
— =ZAANRLEZEMEA — six months or less but over three months 40,611 57,110
— NMEBMNR EE—F — one year or less but over six months 9,230 14,063
- —FNE — over one year 16,229 27,812
66,070 98,985
i~ EH R 2 @ BB E 2 Rescheduled advances that would
KEAER (TREBEE LM otherwise be past due or impaired
Z 8 EE 30 (not included as past due loans shown

above) 50,775 107,514
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.3 Market risk

Market risk is the risk of losses in assets, liabilities and off-balance sheet
positions arising from movements in market rates and prices. Generally,
the Group’s market risk is associated with its positions in foreign exchange,

debt securities, equity securities and derivatives in the trading book.

Market risk exposure for different types of transactions is managed within
risk limits and guidelines approved by the Board, Executive committee
(“EXCO”) and Treasury Risk Committee (“TRC”). Risk limits are set by
products and by different risk types. Limits comprise a combination of
notional, stop loss, sensitivity and value-at-risk (“VaR”) controls. All trading
positions are subject to daily mark-to-market valuation. Risk Management
and Control Department (“RMCD”) in Group Risk Division, as an
independent risk management and control unit, identifies, measures,
monitors and controls the risk exposures against approved limits and
initiates specific action to ensure the overall and the individual market risks
are managed within an acceptable level. Any exceptions have to be
reviewed and sanctioned by the appropriate level of management of TRC
or by EXCO.

The Group’s Internal Audit function performs regular independent review
and testing to ensure compliance with the market risk policies and

procedures by Treasury, RMCD and other relevant units.

Banco Comercial de Macau, S.A. (“BCM”), a subsidiary of the Company,
runs its treasury functions locally under its own set of limits and policies
and within the overall market risk limits set by Dah Sing Bank, Limited
(“DSB”). RMCD of DSB oversees and controls the market risk arising from
BCM’s treasury operation.

3.4 Currency risk

The Group has limited net foreign exchange exposure (except for USD) as
foreign exchange positions and foreign currency balances arising from
customer transactions are normally matched against other customer
transactions or transactions with the market. The net exposure positions,
both by individual currency and in aggregate, are managed by the Treasury

of the Group on a daily basis within established foreign exchange limits.

Long-term foreign currency funding, to the extent that this is used to fund
Hong Kong dollar assets, is normally matched using foreign exchange

forward contracts to reduce exposure to foreign exchange risk.
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3. Financial risk management (Continued)

3.4 Currency risk (Continued)

D RAEEEMES) 2 The table below summarises the Group’s assets and liabilities translated

into equivalent HK$ amounts, categorised by currency.

58 Group BT EH R Hith A&t
“ZEXE+ZA=1-H As at 31 December 2006 HKD UsD MOP Others Total
BE Assets
RERERTREMESRERE Cash and balances with banks and

Bk other financial insttutions 1,101,418 4,654,126 232611 1452141 7,440,296

ERTREMEREE
—ET_EARIHNER

Placements with banks and other
financial institutions maturing

between one and twelve months 58,350 794,977 - - 853,327
% 1% EERRNES Trading securities 5,421,475 3,451,752 - 240,558 9,113,785
ARREE SR LEIN Financial assets at fair value through
?,a e REE profit or loss 759,964 516,707 - - 1,276,671
fTESRMIA Derivative financial instruments 227,011 78,818 - 68,488 374,317
FEEFREMIRE Advances and other accounts 45,473,262 3,869,012 1,801,815 885,729 52,029,818
it ih & & %’% Available-for-sale securities 7,820,844 18,983,029 1,285,059 5,247,862 33,336,794
25 8% Held-to-maturity securities 366,290 92,105 - - 458,395
NGB Investments in associates - 57,647 - - 57,647
ﬁ HT HERRA Investments in jointly controlled entities 37,192 - - - 37,192
ﬁﬁ 2 Goodwill 950,992 - - - 950,992
BV EE Intangible assets 208,238 - - - 208,238
TERAMETEE Premises and other fixed assets 1,276,309 - 320,412 770 1,597,491
REME Investment properties 448,445 - 36,020 - 484,465
SRR Current income tax paid 14,414 - - - 14,414
EERBEE Deferred income tax assets 3,377 - - - 3,377
FEShEB BURERE Value of in-force long-term life assurance
business 785,373 - 25,405 - 810,778
BESGH Total Assets 64,952,954 32,498,173 3,701,322 7,895,548 109,047,997
g Liabilities
RIIREMSBERETH Deposits from banks and other
financial institutions 1,181,438 41,624 353 454,844 1,678,259
fTESMIA Derivative financial instruments 145,168 114,533 - 64,108 323,809
b 1’F E aﬁ AREE Trading liabilities 6,526,233 - - - 6,526,233
R 1 stEfd H% Deposits from customers designated
EM%@ LYSEE at fair value through profit or loss 2,843,405 549,643 - - 3,393,048
RPBER Deposits from customers 39,377,486 13,847,318 3,773,142 6,507,985 63,595,931
BREINERE Certificates of deposit issued 6,683,626 1,473,633 129,794 481,419 8,768,472
BRIINERES Issued debt securities - 2,299,574 - - 2,299,574
BEES Subordinated notes - 3,480,127 - - 3,480,127
Hinfk B kAR Other accounts and accruals 1,127,538 2,350,993 307,315 265,311 4,051,157
HEHEAR Current income tax liabilities 73,365 7 17,981 145 91,498
EEHEAG Deferred income tax liabilities 139,388 - 4,868 - 144,256
ARBRAENRERBAZEE Liabilities to policyholders under
insurance contracts 1,357,757 540,507 375,009 12,815 2,286,088
BEAH Total Liabilities 50,455,404 24,697,950 4608462 7,876,627 96,638,452
BERBRLERTE Net on-balance sheet positions 5,497,550 7,800,214 (907,140) 18,921 12,409,545
BEERRISRERTE Off-balance sheet net notional positions* 448,749 (40,380) - (468,382) (60,013)
RERE Credit commitments 32,295959 3,832,463 724,938 897,576 87,750,936
* BEBBERIIMNGERR FEETZANBESE * Off-balance sheet net notional positions represent the net notional amounts
INEZEER 2 INECRITE T AN BEFE - of foreign currency derivative financial instruments which are principally used

to reduce the Group’s exposure to currency movements.
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3. Financial risk management (Continued)

3.4 Currency risk (Continued)

Group

B

EY

RM%

At

AL

=R}
“EERFE+-A=1+-H As at 31 December 2005 HKD usD MOP Others Total
EE Assets
ReRERTREMSBER Cash and balances with banks and
&85 other financial institutions 1,159,389 4,673,503 177,404 2,897,866 8,908,162
ERTREME BEE Placements with banks and other
—ETZ{AAREIBNEFR financial institutions maturing
between one and twelve months 260,650 659,150 53,630 195,744 1,169,174
FIEEERANES Trading securities 5,834,576 1,846,155 19,942 110,320 7,810,993
WATEEBEZEFA Financial assets at fair value through
BafemEE profit or loss 873,839 505,324 - - 1,379,163
fTEERMTH Derivative financial instruments 83,735 80,338 343 2,059 166,975
ZEEFREMEE Advances and other accounts 40,266,989 4,165,970 1,809,016 497502 46,739,477
AN EES Available-for-sale securities 2,834,886 15,044,908 1,169,338 3,835,240 22,884,372
REIEES Held-to-maturity securities 398,872 249,036 = = 647,908
BENRRE Investments in associates - 48,139 - - 48,139
HEEHEERE Investments in jointly controlled entities 30,184 - - - 30,184
[EES Goodwil 950,992 = = - 950,992
BREE Intangible assets 203,214 - 51,154 - 254,368
TEREtETEE Premises and other fixed assets 1,085,224 - 304,216 252 1,389,692
RENS Investment properties 346,768 - 15,922 - 362,690
FERBEE Deferred income tax assets 7,692 - - - 7,692
ROSREB AERRERRE Value of in-force long-term life assurance
business 740,644 - 5,252 - 745,896
BEA Total Assets 55,077,654 27,273,023 3,606,217 7,538,983 93,495,877
8% Liabilities
RIORAtSRBETR Deposits from banks and other
financial institutions 120,262 66,056 1,269 68,161 255,748
fTEemIA Derivative financial instruments 149,110 201,368 414 150,744 501,636
HIEEERAMERE Trading liabilities 6,311,309 - - - 6,311,309
HENATEFEAAEE Deposits from customers designated
SABENEPER at fair value through profit or loss 1,368,974 535,306 = - 1,904,280
REER Deposits from customers 34220025 11,459,553 3,261,238 7,261,596 56,202,412
BEIHENE Certificates of deposit issued 6,337,857 1,226,491 148,949 - 7,713,297
BRIIMERES Issued debt securities = 2,287,095 = = 2,287,095
BEES Subordinated notes - 3,290,342 - - 3,290,342
Hinfk B kiEiR Other accounts and accruals 939,109 933,047 134,867 190,223 2,197,246
HEHEAR Current income tax liabilities 36,214 - 12,415 78 48,707
EEREAR Deferred income tax liabilities 101,394 - 2,940 - 104,334
HRBENRERBAZERE Liabilities to policyholders under
insurance contracts 831,731 521,542 298,582 11,080 1,662,935
afEas Total Liabilities 50,415,985 20,520,800 3,860,674 7,681,882 82,479,341
EEGERLERETE Net on-balance sheet positions 4,661,669 6,752,223 (254,457) (142,899) 11,016,536
BEGBERIMGRERRE" Off-balance sheet net notional positions* 965,938 (3,025,761) - 2,037,531 (22,292)
EEEE Credit commitments 26,664,833 3,289,331 989,611 927,812 31,871,587
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.5 Interest rate risk

The Group’s interest rate risk mainly arises from the funding of fixed-rate
loans and investments in fixed income securities by floating rate deposits.
When interest rates rise or fall, the interest spread and net interest income
will be affected as interest income generated by the existing fixed-rate
loans or securities will not change. In addition to changes in earnings, the
variations in market interest rates will also affect the economic values of
the Group’s assets, liabilities and off-balance sheet positions, which can,

in turn affect the net worth of the Group.

The table below summarises the Group’s exposure to interest rate risks.
Included in the table are the Group’s interest-bearing assets and liabilities
at carrying amounts, categorised by the earlier of contractual repricing or

maturity dates.
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3.

Financial risk management (Continued)

3.5 Interest rate risk (Continued)

SEANRE
=AY B-F —-EHE
AN Over ZLF RAENE it &
8 Group 3 months 3 months  Over 1 year Over Non-Interest A
—EBEXE+-A=t-H At 31 December 2006 or less to1year  to5years 5 years Bearing Total
B Assets
Re RERTREMSREE Cash and balances with banks and
e other financial institutions 6,005,683 - - - 1,434,613 7,440,296
ERTRAMERKE Placements with banks and other
—ETZ{HARIENER financial institutions maturing
between one and twelve months 303,637 549,690 - - - 853,327
KEEERRNES Trading securities 3,693,025 1,408,404 731,937 1,840,847 1,439,572 9,113,785
AT EREBEEHHA Financial assets at fair value through
BRNEREE profit or loss 1,228,468 48,203 - - - 1,276,671
TESBTE Derivative financial instruments - - - - 374,317 374,317
ZBERREMER Advances and other accounts 40,495,984 3,229,743 3601978 2900504 1,801,519 52,029,818
It EES Available-for-sale securities 9,803,280 7,848,761 4,617,095 9,575,693 1,491,965 33,336,794
ERIEES Held-to-maturity securities 177,259 94,769 178,464 7,903 = 458,395
BENARE Investments in associates - - - - 57,647 57,647
HREEHEERE Investments in jointly controlled entities - - - - 37,192 37,192
BE Goodwill - - - - 950,992 950,992
BREE Intangible assets - - - - 208,238 208,238
TEREMETEE Premises and other fixed assets - - - - 1,507,491 1,597,491
REME Investment properties - - - - 484,465 484,465
B AARE Current income tax prepaid - = = = 14,414 14,414
ERRERE Deferred income tax assets - - - - 3,377 3,377
RASREB EAREER Value of in-force long-term life
assurance business - - - - 810,778 810,778
EEAT Total Assets 61,707,336 13,179,570  9,129474 14,325,037 10,706,580 109,047,997
8% Liabilities
ROREMEREBETR Deposits from banks and other
financial institutions 1,535,314 - - - 142,945 1,678,259
fTEE@MIE Derivative financial instruments - - - - 323,809 323,809
HEEBRRNER Trading liabilities 5,756,137 571,168 198,928 - - 6,526,233
BENATEABARS Depostts from customers designated
STABRNEPER at fair value through profit or loss 2,218,168 758,560 416,320 - - 3,393,048
BPRER Deposits from customers 58,711,771 2,452,625 616,279 - 1815256 63,595,931
BETHENE Certificates of deposit issued 3,349,978 1,227,715 3,843,730 347,049 - 8768472
BEANERES Issued debt securities 1,166,692 - 1,132,882 - - 2209574
REEK Subordinated notes 2,333,385 - - 1,146,742 - 3,480,127
ERE RBR Other accounts and accruals - - - - 4,051,157 4,051,157
NEHRBER Current income tax liabilities - - - - 91,498 91,498
ERLHERR Deferred income tax liabilities - - - - 144,256 144,256
HRBAORERBAZERE Liabilties to policyholders under insurance
Contracts - - - - 2,286,088 2,286,088
afEAH Total Liabilities 75071445 5010068 6,208,139 1,493,791 8,855,009 96,638,452
FEREZRAH (RERE) Total interest sensitivity gap
(unadjusted)* (13,364,109) 8,169,502 2,921,335 12,831,246
REfTEANz T E Effect of interest rate derivatives (940,810) 5,923,757 3,873,090  (8,841,817)
FEREZES (KHE)* Total interest sensitivity gap (adjusted)* (14,304,919) 14,093,250 6,794,425 3,989,429
* AEAEFESREEENREEERBBERANEE * Unadjusted interest sensitivity gap is determined based on positions of on-

MBENFREET - KARNSREEECF
ABLRAEF B T TR R EATA T AR KM

BER -

balance sheet assets and liabilities. Adjusted interest sensitivity gap takes
into account the effect of interest rate derivative contracts entered into to
mitigate interest rate risk.
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3.

3.5 Interest rate risk (Continued)

Financial risk management (Continued)

ZHEARL
@A E-F -FEpE
AN Over ZRE  HEFNE TEE
3] Group 3months 3 months Over 1 year Over Non-Interest CH
“ZERF+ZfA=+-H At 31 December 2005 or less to1year tob5years 5 years Bearing Total
BE Assets
HeRERTREEBEE Cash and balances with banks and
&% other financial institutions 8,131,906 = - - 776,256 8,908,162
ERTREMEHEE Placements with banks and other
—ETZ{AAREIBREFR financial institutions maturing
between one and twelve months 1,041,495 127,679 - - - 1,169,174
HIEEERANES Trading securities 3,059,231 1,773,897 1,172,306 885,116 920,443 7,810,993
WATEEBEZEFA Financial assets designated
ERMeREE at fair value through profit or loss 1,150,242 228,921 - - - 1,379,163
fTEEMT A Derivative financial instruments = = - - 166,975 166,975
FHEFRREMERE Advances and other accounts 40,059,585 2,586,547 2,437,368 267,809 1,438,218 46,739,477
ARHEESR Available-for-sale securities 6,998,639 1,978,697 4,329,182 8,366,037 1,211,917 22,884,372
REIHBES Held-to-maturity securities 260,701 85,338 301,869 = = 647,908
BENRRE Investments in associates - - - - 48,139 48,139
HEEHEERE Investments in jointly controlled entities - - - - 30,184 30,184
e Goodwil - - - - 950,992 950,992
BREE Intangible assets - - - - 254,368 254,368
TEREMETEE Premises and other fixed assets - - - - 1,389,692 1,389,692
RENS Investment properties - - - - 362,690 362,690
EERBEE Deferred income tax assets - - - - 7,692 7,692
ROSREB AERRERE Value of in-force long term life
assurance business - - - - 745,896 745,896
BEA Total Assets 60,701,649 6,731,079 8,240,725 9,618,962 8,303,462 93,495,877
=L Liabilities
RITRAtSRBETR Deposits from banks and other
financial institutions 123,866 11,291 - - 120,591 255,748
fTESMT R Derivative financial instruments - - = = 501,636 501,636
HEEERZNARE Trading liabilties 4308461 1245019 757,829 - - 6,311,309
HENATEFEAAEZE Deposits from customers designated
SABRREPER at fair value through profit or loss 1,120,366 688,067 95,847 = - 1,904,280
REEH Deposits from customers 50,856,594 2,179,777 766,072 - 2399,969 56,202,412
BEIHNENE Certificates of deposit issued 3,080,639 709,232 3,923,426 - - 7,713,297
BETHNERES Issued debt securities - 1,163,265 1,123,830 - - 287,09
BEES Subordinated notes - 2,138,954 - 1,151,388 - 3,290,342
HinfR B RER Other accounts and accruals - - - - 2197246 2,197,246
HETBEaE Current income tax liabilities = = = = 48,707 48,707
BEEHEAR Deferred income tax liabilities - - - - 104,334 104,334
HRBENRERBAZER Liabilities to policyholders under
insurance contracts - - - - 1,662,935 1,662,935
afEast Total Liabilities 59,489,926 8,135,605 6,667,004 1,151,388 7,035,418 82,479,341
FEBEEEA (RERAB) Total interest sensitivity gap
(unadjusted)* 1,211,723 (1,404,526) 1,573,721 8,367,574
FRfTERNZEE Effect of interest rate derivatives 3025323 1,042934 2975220  (6,986,270)
FEBEZERT (KHE)* Total interest sensitivity gap
(adjusted)* 4,237,046 (361,592) 4,548,941 1,381,304
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3. BB E\ R B () 3. Financial risk management (Continued)
3.5 FlI = )m  (4) 3.5 Interest rate risk (Continued)
2R AN B2 B8 B 1R M (a7 &) LA AN 3l 2 1) = Assuming the financial assets and liabilities at 31 December 2006 were to
REER—EENF+_A=+—HZeMEE remain broadly unchanged in terms of balance, mix, maturity and interest
FEEEHRE  HE  HREREFTFEREAEZKR rate repricing pattern without any action by the Group to increase or reduce
B2 ERTE  BETEHIR Z 5 R BN A interest rate risk exposure, an immediate and sustained increase of 0.25%
MBS 2 — B RE 2 FFBWA KL in market interest rates across all maturities would reduce net interest
34,000,000/ 7T ° income for the following year by approximately HK$34 million.
TREMRUAATFEFEBEESHFTABRZZE The table below summarises the effective interest rate by major currencies
BERTH BRFEFEZEEES ZERHE : for monetary financial instruments not carried at fair value through profit or
loss:
B EY A5k Hite &it
&8 Group HKD usD MOP Others Total
“ZEXE+ZA=1-H At 31 December 2006 % % % % %
BE Assets
ReRERTREMERERE Cash and balances with banks and
m 48 other financial institutions 4.28% 6.08% 3.71% 6.25% 5.53%
ERTRAM SRR Placements with banks and other
ISt —E+ZAARZIHANER financial institutions maturing
NH ﬁ between one and twelve months 3.89% 5.04% 4.03% 4.43% 4.48%
“ﬁ % ERERRAMEKA Advances and other accounts 6.64% 6.35% 7.11% 2.68% 6.59%
E A& E 5 (15 Available-for-sale securities (net of
et it MEREBEN 2 HE) effect of interest rate swap contracts) 4.04% 5.79% - 4.79% 5.19%
E BEIHES Held-to-maturity securities 4.16% 3.55% - - 4.03%
il
=0 Liabilities
RITRAtSBBETR Deposits from banks and other
financial institutions 3.94% - - 2.42% 3.51%
BFER Deposits from customers 34 % 4.80% 3.15% 4.25% 3.79%
BETNERE Certificates of deposit issued 4.18% 5.52% - - 4.33%
ERTNEBES Issued debt securities - 5.66% - - 5.66%

BEES Subordinated notes = 5.71% = = 5.71%
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3. WA )E R B 3. Financial risk management (Continued)
3.5 FlI = )m  (4) 3.5 Interest rate risk (Continued)

B Er A5k Ht &it
£E Group HKD usD MOP Others Total
ZERRFtZA=+-H At 31 December 2005 % % % % %
BE Assets
ReRERTRAMEREE Cash and balances with banks and

gt other financial institutions 4.35% 4.24% 3.71% 4.63% 4.29%
ERTRAM SRR Placements with banks and other
—E+ZAARZBANER financial institutions maturing
between one and twelve months 3.38% 4.20% 4.13% 3.41% 4.00%
FHEFREMERE Advances and other accounts 6.78% 6.57% 6.88% 2.65% 6.74%
A EES (RFIEES Available-for-sale securities (net of
AN ZE) effect of interest rate swap contracts) 3.36% 4.75% - 4.73% 4.61%
REIBES Held-to-maturity securities 3.45% 5.39% - - 3.72%
=0 Liabilities
RITRAtSBBETR Deposits from banks and other
financial institutions 4.08% 4.31% = 3.89% 4.01%
LYSVEE Deposits from customers 3.61% 3.81% 2.87% 4.14% 3.68%
BETNERE Certificates of deposit issued 4.46% 4.56% - - 4.48%
ERTNEBES Issued debt securities - 4.70% - - 4.70%
REER Subordinated notes - 4.89% - - 4.89%
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.6  Liquidity risk

The Group manages its liquidity on a prudent basis to ensure that a
sufficiently high liquidity ratio relative to the statutory minimum is maintained
throughout the year. The average liquidity ratio of the banking subsidiaries
of the Group during the year was well above the 25% minimum ratio set

by the Hong Kong Banking Ordinance.

The Group’s Asset and Liability Management Committee regularly reviews
the Group’s current loan and deposit mix and changes, funding
requirements and projections, and monitors the liquidity ratio and maturity
mismatch on an ongoing basis. Appropriate limits on liquidity ratio and
maturity mismatch are set and sufficient liquid assets are held to ensure

that the Group can meet all short-term funding requirements.

The Group’s funding comprises mainly deposits of customers, certificates
of deposit and medium term notes issued. The issuance of certificates of
deposit and medium term notes helps lengthen the funding maturity and
reduce the maturity mismatch. Short-term interbank deposits are taken

on a limited basis and the Group is a net lender to the interbank market.

The table below analyses the Group’s assets and liabilities into relevant
maturity groupings based on the remaining period at balance sheet date

to the contractual maturity date.
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3. BB E\ R B () 3. Financial risk management (Continued)
3.6 B EE G () 3.6  Liquidity risk (Continued)
SEAUL
=R B-% -FHE
MEEE FUT Over ZEE  BEENE EFAAH &it
&8 Group Repayable ~ 3months 3 months Over 1 year Over
“EZXF+ZA=1-H At 31 December 2006 on demand orless tolyear to5years 5 years Undated Total
§E Assets
ReRERTREME R Cash and balances with banks and
BREH other financial institutions 5,026,436 2,413,860 - - - - 7,440,296
ERT RS RkE Placement with banks and other
—ETZ{HAREHNER financial institutions maturing
between one and twelve months - 303,637 549,690 - - - 853,327
BIEEERENES Trading securities 49,781 3,261,945 1,478,285 1,007,901 1925812 1,390,061 9,113,785
NAFEEREEHHA Financial assets at fair value through
BRMEREE profit or loss - 1,228,467 48,204 - - - 1,276,671
fTEemIA Derivative financial instruments 591 119,382 50,118 70,802 130,595 2,829 374,317
FRERREMEE Advances and other accounts 6,577,803 9,492,434  5230,311 12,883,120 17,366,939 479,211 52,029,818
AHEEES Available-for-sale securities - 4,787,588 7,602,854 6,190,032 13,174,355 1,491,965 33,336,794
RESEES Held-to-maturity securities 55,512 90,644 125873 178,464 7,902 - 458,395
BENTRE Investments in associates - - - - - 57,647 57,647
LAZHEBERE Investments in jointly controlled entities - - - - - 37,192 37,192
HE Goodwil - - - - - 950992 950,992
BREE Intangible assets - - - - - 208238 208,238
TEREMETEE Premises and other fixed assets - - - - - 1,507,491 1,597,491
REME Investment properties - - - - - 484,465 484,465
BAARE Current income tax prepaid - = 14,414 - = o 14,414
BERHEEE Deferred income tax assets - - - 3,377 - - 3,377
RESREKZBMREREE  Value of in-force long-term life
assurance business - - - - - 810,778 810,778
EEAG Total Assets 11,710,123 21,607,957 15,189,749 20,333,606 32,605,603 7,510,869 109,047,997
af& Liabilities
BOREEREEER Deposits from banks and other
financial institutions 362,412 1,315,847 - - - - 1,678,259
fTESBIA Derivative financial instruments 1,706 43,610 45,518 121,331 111,644 - 323,809
RIFEERBEMER Trading liabilties - 5756137 571,168 198,928 - - 6,526,233
BENATEGEAES Deposits from customers designated
FTABRNEPER at fair value through profit or loss - 3,176,469 65,908 150,671 - - 3,393,048
XEER Deposits from customers 19,220,306 39,501,677 4,257,668 616,280 - - 63,595,931
BR{IMERE Certificates of deposit issued - 79,401 1,712,184 6,629,838 347,049 - 8,768,472
BREINERES Issued debt securities - - - 2,299,574 - - 2,299,574
BIEER Subordinated notes - - - 1,166,692 2,313,435 - 3480,127
EitRE RBR Other accounts and accruals 631,796 1,522,181 207,644 10,244 1,064,662 614,630 4,051,157
SEHERE Current income tax liabilities - 1,951 89,547 - - - 91,498
EXHEaE Deferred income tax liabilities - 8,427 880 134,949 - - 144,256
HREANREREAZER  Liabilties to policyholders under
insurance contracts - - - - - 2,286,088 2,286,088
8EEH Total Liabilities 20,216,220 51,405,700 6,950,517 11,328,507 3,836,790 2,900,718 96,638,452
BRBEZE Net liquidity gap (8,506,097) (29,707,743) 8,239,232 9,005,189 28,768,813 4,610,151 12,409,545
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3. Financial risk management (Continued)

3.6 B EE G () 3.6  Liquidity risk (Continued)
AL
=f8A Z-F  -Fpt
MHEE HFUT Over 2RE  RENE
&8 Group Repayable  3months  3months Over 1 year Over EEAH o
“EZRF+ZA=1-H At 31 December 2005 on demand orless tolyear tobyears 5 years Undated Total
BE Assets
ReRERTREMSRE Cash and balances with banks and
BRES other financial institutions 4,949,739 3,958,423 - - - - 8,908,162
ERTREMERERE Placement with banks and other
—E+ZEAREH financial institutions maturing
MR between one and twelve months — 886,997 282,177 - - - 1,169,174
ME%’EH%;&E@ h Trading securities 185408 2,824,038 1,798,802  1,180212 902,000 920,443 7,810,993
AATFEFEBEZFA Financial assets at fair value through
%aﬁaﬁémﬂé“z% profit or loss - 1,331,772 47,391 - - - 1379163
fTEemIA Derivative financial instruments 689 23,398 60,630 17,998 51,746 12,514 166,975
ZEEFREMER Advances and other accounts 5631630 8824776 5513732 11,087,086 15,409,527 272,726 46,739,477
e m%" Available-for-sale securities 233931 3,418,337 951,395 5,599,318 11,520,184 1,161,207 22,884,372
FEEH: Held-to-maturity securities - 144894 139276 363,938 - - 647,908
NG & ) Investments in associates - - - - - 48,139 48,139
HEARHEERE Investments in jointly controlled entities - - = = = 30,184 30,184
Pﬁ% Goodwil - - - - - 050992 950,992
BREE Intangible assets - - - - - 254368 254368
TERAMEEEE Premises and other fixed assets - - - - - 1,389,692 1,380,692
RENE Investment properties - - - - - 362690 362,690
ERRERE Deferred income tax assets - - - 7,692 - - 7,692
RESREKCERREERE  Value of in-force long-term life
assurance business - - - - - 745,896 745,896
BEA Total Assets 11,001,397 21,412,435 8,793,493 18,266,244 27,883,457 6,148,861 93,495,877
8 Liabilities
ROREMEREETR Deposits from banks and other
financial institutions 235,946 9,302 10,500 - - - 255,748
TESBTE Derivative financial instruments 2,992 86,736 19,840 116,582 275,486 = 501,636
%%ME“%’E%EW Trading liabilities - 4308462 1245018 757,829 - - 6,311,309
BENATEAEEHEY Deposits from customers designated
SABRNEPER at fair value through profit or loss - 1701212 107,221 95,847 = - 1,904,280
EPER Deposits from customers 13,625,186 30,886,487 1,924,667 766,072 = - 56,202,412
BEANGTRE Certificates of deposit issued - 1352174 2628175 3,732,948 - - 7,713,297
BRETNESBES Issued debt securities - - - 2,287,09% - - 2,287,095
{EERR Subordinated notes - 975689 - 1163265 1,151,388 - 3290342
HiiR B RER Other accounts and accruals 797,016 892,220 284,024 5,206 1,006 217,774 2,197,246
MEHEaE Current income tax liabilities = = 48,707 = = = 48,707
EERBEAR Deferred income tax liabilities - - - 104,334 - - 104334
HREANRESFBAZERE  Liabiities to policyholders under
insurance contracts - - - - - 1,662,936 1,662,935
S8EA% Total Liabilities 14,661,140 49212282 6,268,152 9,029,178 1,427,880 1,880,709 82,479,341
BRBEEE Net liquidity gap (3,669,743) (27,799,847) 2,525,341 9,227,066 26,455,577 4,268,142 11,016,536
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.6  Liquidity risk (Continued)

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

losses.

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

in interest rates and exchange rates.

Liquidity requirements to support calls under guarantees and standby
letters of credit are considerably less than the amount of the commitment
because the Group does not generally expect the third parties to fully
draw funds under the agreement. The total outstanding contractual
amount of commitments to extend credit does not necessarily represent
future cash requirements, as many of these commitments will expire or

terminate without being funded.

3.7  Fair values of financial assets and liabilities

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

current ask price.

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

market rates at the balance sheet date.
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3. Financial risk management (Continued)
3.7  Fair values of financial assets and liabilities (Continued)

The fair value of financial assets and financial liabilities for disclosure
purposes is estimated by discounting the future contractual cash flows at
the current market interest rate that is available to the Group for similar

financial instruments.

and 2005 except for the following:

All financial instruments are stated at fair value as at 31 December 2006

AREE ARE
Carrying value Fair value
ZEREXRE CZTRE CZEBXRE TITHHF
&8 Group 2006 2005 2006 2005
CHEE Financial assets
Be RERTREM S BEE Cash and balances with banks and
B 45 B4 other financial institutions 7,440,296 8,908,162 7,440,503 8,908,162
FERTRE S RS Placements with banks and other
—Z+Z@AAREBHEFR financial institutions maturing
between one and twelve months 853,327 1,169,174 851,449 1,167,632
EXEERREMEE Advances and other accounts 52,029,818 46,739,477 51,966,814 46,658,561
HEIEBES Held-to-maturity securities 458,395 647,908 457,655 637,058
cRARE Financial liabilities
RITRE M BEETR Deposits from banks and other
financial institutions 1,678,259 255,748 1,678,483 254,916
BREER Deposits from customers 63,595,931 56,202,412 63,637,345 56,235,518
BETHERE Certificates of deposit issued 3,218,534 3,188,177 3,217,487 3,183,281
BETNERES Issued debt securities 1,166,692 1,163,265 1,166,692 1,161,520
REER Subordinated notes 2,333,385 1,163,265 2,333,385 1,163,265
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(Expressed in thousands of Hong Kong dollars)

3. Financial risk management (Continued)
3.8 Financial risk of insurance contracts

The Group is exposed to a range of financial risks through insurance
contracts written. In particular, the key financial risk is that in the long
term, its investment proceeds on insurance business are not sufficient to
fund the obligations arising from its insurance contracts. The most
important components of the financial risk are interest rate risk, equity

price risk, foreign currency risk and credit risk.

These risks arise from open positions in interest rate, currency and equity
instruments, all of which are exposed to general and specific market
movements. The risks that the Group primarily faces due to the nature of

its investments and liabilities are interest rate risk and equity price risk.

The Group manages these positions based on review and decision made
and guidance given by the Group’s Asset and Liability Management
Committee (“ALCO”), Investment Committee and Executive Committee
with the objective to achieve long-term investment returns in excess of its
obligations under insurance contracts. Periodical reports at portfolio, legal
entity and asset and liability class level are produced and circulate to ALCO
and Investment Committee members for review and discussion in weekly
and monthly meeting. The principal risk and portfolio management
technique is to match assets to liabilities arising from insurance contracts
by reference to the type of benefits payable to contract holders. For each
distinct class of liabilities, a separate portfolio of assets is maintained. The
Group has not changed the processes used to manage its risks from

previous periods.

3.9 Fiduciary activities

The Group provides custody, trustee, wealth management and advisory
services to third parties, which involve the Group making allocation and
purchase and sale decisions in relation to a variety of financial instruments.
Those assets that are held in a fiduciary capacity are not included in the
Group’s financial statements. These services could give rise to the risk

that the Group will be accused of mal-administration.

Y
-
~N

900z Hoday fenuuy

panwi sbuipjoH |eroueuly buis yeg



S5 R B R

I \ Otes to the Financial Statements

ERITRY

BhHVEES

=R I=Y

(AB®E T L3 7R)

4. FEHEFTBORRZ EE g sHE
K

41 BEEEFFHEAHREFE

AEBEHZ G RBRREEFET —VWREE
NIREERBBEZSHE - ARBEERBBEL
BEEMEAER  BREERLBERT @ HARKEER
FERRREENRE  IRHEMTEMELZ
fET RFE - At RBRZBE A EHAEER
EHRE s INEEREATE - BERERT
RZEF RBRFRMER 2B AT EAKE
RRZEN FFEEE - AREKRED R E
HEF R e ABRRZABHAEEEH A
ERBBZHREZER  REMRAKZMETR
BRIDEBABNAIE - REJNEAEE 2 MK H
RAZHBEERENMRREMBEZE TR RF
REH -

(F) BEARBIREER

AEBELBFREEEFAAUFGE
BE - AEESF HEEMNREZHIERR
EXHEAZBARERENERRESE
IR 2B A B A B AR B IE M 1 B #)
B o DAREERE R 1R B S A8 W s R
Lt GEBAURBRAKBEERAZIER
MRABEE  RHENEEE EER
RIEE - ERMREFARKRASRER - &
EESREAAHAERRREENEE
BRER  RERERzEFRESTBIKE
Ah o EEANGERRARRERELER
5 R O 77 & R R BR AR E B4R B - AR A TR
AAREBERBRZER -

(Expressed in thousands of Hong Kong dollars)

4. Critical accounting estimates, and judgements in
applying accounting policies

4.1 Critical accounting estimates and assumptions

The Group makes estimates and assumptions that affect the reported
amounts of assets and liabilities within the next financial year. Estimates
and judgements are continually evaluated and are based on historical
experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances. Changes in
estimates and assumptions may have a significant impact on the results
of the Group in the periods when changes are made. The application and
selection of different estimates and assumptions, and their subsequent
changes, could affect the Group’s profit and net asset value in the future.
The Group, based on its high-level assessment of the sensitivity impacts
on the reported assets and liabilities of the Group arising from the changes
in critical accounting estimates and assumptions, believes that the
estimates and assumptions adopted are appropriate and reasonable, and
the financial results and positions presented in the Group’s financial

statements are fair and reasonable in all material respects.

(@ Impairment allowances on loans and advances

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

between loss estimates and actual loss experience.
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4.1

Critical accounting estimates, and judgements in
applying accounting policies (Continued)

Critical accounting estimates and assumptions (Continued)
(b)  Fair value of financial instruments

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

could affect reported fair value of financial instruments.

(c)  Gooawill and intangible asset valuation

For business combinations, subsequent to initial recognition of
goodwill and intangible assets, any major change in the assumptions
in relation to future benefits to be generated from the intangible
assets, including future cash flow of benefits to be generated from
the acquired entities, or discount rates which could be caused by
major changes in market conditions and outlook, could result in
adjustments to the carrying values of such assets. In the event that
the expected recoverable amounts of goodwill and intangible assets
are significantly lower than their carrying values, impairment of such

assets would have to be recognised.

(d)  Value of long-term life assurance business

Estimates are made in calculating the value of long-term life

assurance business.
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4. R EFEORRZ TR g FHbE 4. Critical accounting estimates, and judgements in

&2l g applying accounting policies (Continued)

4.1 HEEEFFHE T REFE () 4.1 Critical accounting estimates and assumptions (Continued)

(T) RAZRERZ BXIREEE () (d)  Value of long-term life assurance business (Continued)

FEZBEBANAT : Key assumptions are summarised below:

) X BESEIIFEFRTCERR ()  Mortality. An appropriate base table of standard mortality is
HAE - WIEARRIARE 2 EBIELH chosen with adjustment for the Company’s own experience.
o

(i) FEEX - FHEED10.25% @ BEE (i)  Discount rate. A discount rate of 10.25% being the risk free
SRRMNEE 2 ESRBSE - rate plus an appropriate equity risk premium is applied.

@iy "EER - BT TEIEETSEEE (i)  Investment return. Investment return assumption ranges from
ZHH  FEBRHBRBENFTEE 3.8% to 7% per annum depending on risk characteristics of
3.8%%E7% ° investments matching the liabilities of different plans.

(iv) BRI - BRIZOIBEERLRS (iv) Renewal expenses. Renewal expenses based on actual
MBRERREKTEIMETE ° experience and with reference to future business plan are

adopted.

R % & Change in assumptions:

AEETEHBRATAEAZBSE  UREE Assumptions are reviewed on a regular basis and adjusted based

BE% 4 B 0 35 BRI VB (L B 2 o on the actual experience and new forecasts.

R Sensitivity analysis:

TR RASHEBEEMRER AL The following table represents the sensitivity of value of long-term

ARASREBEECETERREH 2 life assurance business to movements in the key assumptions used

RXE o in the estimation of value of long-term life assurance business.

REIEK

ZEM
REEE 3 5 Al
EENEE Value of Z BB
Change in long-term  Change in
variable business net profit
AL 8 & 7 38N Increase in discount rate +1% 67,112) (66,604)
FTERZzEE Worsening of mortality +1% (2,056) (2,054)
HERRZ T Decrease in investment return -0.1% (28,770) (28,709)
BIRZ M 2 2N Increase in renewal expense +10% (11,077) (10,844)
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4.2

Critical accounting estimates, and judgements in
applying accounting policies (Continued)

Critical judgments in applying the Group’s accounting policies

(@)  Distinction between investment properties and owner-

occupied properties

The Group determines whether a property qualifies as an investment
property. In making its judgment, the Group considers whether the
property generates cash flows largely independently of the other
assets held by an entity. Owner-occupied properties generate cash
flows that are attributable not only to property but also to other

assets used in the production or supply process.

Some properties comprise a portion that is held to earn rentals or
for capital appreciation and another portion that is held to supply
services or for administrative purposes. If these portions can be
sold separately (or leased out separately under a finance lease), the
Group accounts for the portions separately. If the portions cannot
be sold separately, the property is accounted for as investment
property only if an insignificant portion is held to supply services or
for administrative purposes. Judgment is applied in determining
whether ancillary services are so significant that a property does not
qualify as investment property. The Group considers each property

separately in making its judgment.

(b)  Held-to-maturity securities

The Group follows the guidance of HKAS 39 on classifying non-
derivative financial assets with fixed or determinable payments and
fixed maturity as held-to-maturity. This classification requires
significant judgment. In making this judgment, the Group evaluates
its intention and ability to hold such investments to maturity. If the
Group fails to keep these investments to maturity other than for the
specific circumstances — for example, selling an insignificant amount
close to maturity — it will be required to reclassify the entire class as
available-for-sale. The investments would therefore be measured at

fair value, not amortised cost.
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5. Segment Reporting

(A) By business segments:

For the year ended 31 December 2006

BARST  HERT RBER
Personal Commercial ~ B1E%% Insurance K2 EEH ik @it
£E Group Banking Banking  Treasury  Business Unallocated Elimination Total
FIBHA Interest income from
- HREF - external customers 1,672,348 1,689,235 1,592,889 83,005 54,176 - 5,001,653
- BHEE - inter-segments 1,211,936 - 313 8,354 714,859  (1,935,462) -
MEZH Interest expense to
- REP — external customers (1,852,325)  (448,551)  (222,822) - (539,029 - (3,062,727)
- BHEE - inter-segments (28,336)  (526,669) (1,377,558) - (2,899) 1,935,462 -
FH S WA/ (1) Net interest income/(expense) 1,003,623 714,015 (7,178) 91,359 227,107 - 2,028,926
RBEREEEA Fee and commission income 455,550 || 126,727 16,554 || 136,106 13,195 || (131,909) | 616,223
RBERAE TN Fee and commission expense (74,958) (922) (9,947)||  (56,586) (29) 31,008 || (111,434)
FREERFES Net fee and commission
WA/ i) income(expense) 380,502 125,805 6,607 79,520 13,166 (100,901) 504,789
FEEUMAN/(FB) Net trading income/(loss) 12,589 8,566 185172 185,248 (34,413) - 357,162
FRBPA Net insurance premium income - - - 1,008,606 - (3,570) 1,005,036
k-1 ON Other operating income 17,059 3,347 18,658 66,915 23,988 (3,064) 126,903
2EPA Operating income 1,413,863 851,733 203,259 1,431,648 229,848 (107,535 4,022,816
RBREFERYRERFBEA  Netinsurance claims and movement
REZE in liabilties to policyholders - - - (908,538) - - (908,538)
NRRRREZEEHRA Total operating income net of
insurance claims 1,413,863 851,733 203,259 523,110 229,848 (107,535) 3,114,278
EEM Operating expenses (811,853)  (259,763) (78,572) (250,715 (41,988) 107,535  (1,335,356)
NRERRBFFERER 2 Operating profit before impairment
2ERT losses on loans and advances 602,010 591,970 124,687 272,395 187,860 - 1,778,922
ERRBHAE 2R Impairment losses on loans and
advances (98,593)  (62,884) S 136 88 - (161,253
ETHRERETEE A Z  Operating profit before gains on certain
2B G investments and fixed assets 508,417 529,086 124,687 272,531 187,948 - 1,617,669
HENTEREMETEAE Net gain/(loss) on disposal/ reversal of
&/ (BB /EfHERE revaluation deficits of premises and
other fixed assets (33) (530) (1) 746 33,910 - 34,092
RENEZATERAZFHRE  Netgan on fair value adjustment on
investment properties - - - - 30,074 - 30,074
LEFAHRINERF TN Net gain on disposal of available-for-sale
securities 5,061 - 82,992 - 3,389 - 91,442
EEERRHER EE Share of results of jointly controlled
entities - - - - 7,008 - 7,008
iAo UNS Share of reslts of associates - - - - (26,441) - (26,441)
HEMBARERFRR Net gain on disposal of interests in
subsidiaries - - - - 189,443 - 189,443
AEMERS AR Reversal of impairment losses on
available-for-sale securities - - 25,891 - - - 25,891
BB AR Profit before income tax 508,445 528,556 233,569 273277 425331 - 1,969,178
WZEEAFTZA=+—H  Asat31 December 2006
BEAG Total assets 24,952,007 27,542,139 47,003,768 6,204,879 3,370,945  (115,741) 109,047,997
BEA Total liabilities 50,418,508 14,752,513 15,672,008 4,314,914 11,596,250 (115,741) 96,638,452
BEZZEE For the year ended 31 December 2006
T-A=+-HL%E
ik Depreciation 47,945 18,462 5,922 5,981 7,451 - 85,761
BARXH Capital expenditure incurred 24,314 6,416 1,086 2,264 6,775 - 40,855
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5. Segment Reporting (Continued)
(A) By business segments: (Continued)

For the year ended 31 December 2005

BARST  HERT RIBER
Personal Commercial ~ B1E¥#% Insurance RIEEK i @t
£E Group Banking Banking  Treasury  Business Unallocated Elimination Total
S WA Interest income from
- MREPE - external customers 1,181,017 921,408 982,400 31,324 40,511 - 3,156,660
- BEE - inter-segments 674,245 = 106 3,028 463,109  (1,140,488) -
MEZH Interest expense to
- MREE - external customers (1,018,757) (212,032  (203,718) 76 (323,958) - (1,758,389
- BEH - inter-segments (40,302)  (249411)  (850,812) = 37 1,140,488 =
FH B/ (i) Net interest income/(expense) 796,203 459,965 (72,024) 34428 179,699 - 1398271
R ERASIA Fee and commission income 359,163 87,606 10,066|| 109,754 1,769 || (181,429)| | 446,929
RBERAS T Fee and commission expense (59,165) (91) (6,415) (59,980) (37) 34,533 (91,155)
FREERBEWA Net fee and commission
income/(expense) 299,998 87,515 3,651 49,774 11,732 (96,896) 355,774
FEEWA Net trading income 2,021 6,257 136,596 97,281 18,046 - 260,201
FREBA Net insurance premium income = = - 752,855 = - 752,855
HEEERA Other operating income 9,022 614 8,881 76,065 25,080 (777) 118,885
2ERA QOperating income 1,107,244 554,351 77,104 1010408 234,557 (97,673) 2,885,986
RBREFARYRERFBEA  Netinsurance claims and movement
REZED in liabilties to policyholders - - - (627,697) - - (627,697)
NBERBRE 2 EERA Total operating income net of
insurance claims 1,107,244 564,351 77,104 382,706 234,557 (97,673) 2,258,289
EEI Operating expenses (675,058 (161,031) (54,006)  (169,156) (38,987) 97,673 (1,000,565)
NRERRBFFERER 2 Operating profit before impairment
28 mﬁﬂ losses on loans and advances 432,186 393,320 23,098 213,550 195,570 - 1,267,724
ERRBHAE 2R Impairment losses on loans and
advances (65484)  (75,075) %3 (63) (111) - (130,640)
ETRERETEEWEAZ  Operating profit before gains on certain
2ERT investments and fixed assets 376,702 318,245 23,191 213,487 195,459 - 1,127,084
HENTER‘METEE Net gain/(loss) on disposal/ reversal of
s/ (Bi) /B R BT revaluation deficits of premises and
other fixed assets (231) (6] - - 104,230 - 103,991
RENEZATERAZFHRE  Netgan on fair value adjustment on
investment properties - - - - 83,051 - 83,051
HE ML EF 5 F Y/ (B%8)  Net gain/(losses) on disposal of
available-for-sale securities (20) - 6,097 - 101 - 116,178
EfRLRIEGIER 2 ¥ Share of results of jointly controlled
entities - - - - 3,104 - 3,104
[EEBENR £E Share of results of associates - - - = (9,350) = (9,350)
BB A A Profit before income tax 376451 318237 130,288 213487 376,595 - 1,424,058
RZZTRF+-A=1+—H As at 31 December 2005
BEAG Total assets 23121627 24,781,301 39,140,135 4,152,991 2447944  (148211) 93,495,877
BEAL Total liabilities 46,148,503 10,795,679 13,223,062 2,619,820 9,940,488 (148,211) 82,479,341
HE-ZTTRE For the year ended 31 December 2005
TZAZ+-ALEE
ik Depreciation 41,820 11,124 2,087 3,617 4,521 - 63,769
BATH Capital expenditure incurred 20,048 494 1,339 574 5,021 = 27,406
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Bt EREETIAET -

(Expressed in thousands of Hong Kong dollars)

5. Segment Reporting (Continued)
(A) By business segments: (Continued)

Personal banking business includes the acceptance of deposits from
individual customers and the extension of residential mortgage lending,
personal loans, overdraft and credit card services, the provision of

insurance sales and investment services.

Commercial banking business includes the acceptance of deposits from
and the advance of loans and working capital finance to commercial,
industrial and institutional customers, and the provision of trade financing.
Hire purchase finance and leasing related to equipment, vehicle and

transport financing are included.

Treasury activities are mainly the provision of foreign exchange services
and centralised cash management for deposit taking and lending, interest
rate risk management, management of investment in securities and the

overall funding of the Group.

Insurance business includes the Group’s life assurance and general
insurance businesses. Through the Group’s life insurance subsidiaries in
Hong Kong and Macau, the Group offers a variety of life insurance products
and services. The Group’s general insurance business is conducted
through a 51% owned joint venture which becomes a wholly-owned
subsidiary in December 2006 operating in Hong Kong and a 96% owned

subsidiary in Macau.

Unallocated items include results of operations, corporate investments
(including properties) and debt funding (including subordinated notes) not

directly identified under other business divisions.

2005 business segments figures were restated to conform to 2006 basis

of preparation.
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(Expressed in thousands of Hong Kong dollars)

5. Segment Reporting (Continued)

(B) By geographical segments:

The Group completed the acquisition of Banco Comercial de Macau, S.A.,

RIFEIRTT  BPIREBRBRA 7&@%?3/\%{%&&% Macau Insurance Company Limited and Macau Life Insurance Company
RAR - BiZARBBMDIBEZEZEHFARSE 2 Limited on 19 December 2005. The Macau segment results were
E I consolidated in the Group’s results since that date.
BEREM B 157 18 4 85
Hong Kong and BPF  Inter-segment @
others Macau elimination Total
BE-EZXF+-A=1+—HLEE For the year ended 31 December 2006
HBERBEREZEERA Total operating income net of insurance
claims 2,799,213 315,065 - 3,114,278
BR % A1 A Profit before income tax 1,846,317 122,861 - 1,969,178
FERF Profit for the year 1,598,109 103,614 - 1,701,723
neE Depreciation 65,943 19,818 = 85,761
BAY Capital expenditure incurred 31,009 9,846 - 40,855
RZBERF+=A=t-H As at 31 December 2006
BEA Total assets 99,497,800 11,436,218 (1,886,021) 109,047,997
BEAR Total liabilities 89,064,397 9,460,076 (1,886,021) 96,638,452
FABBERAE Contingent liabilities and commitments 43,148,836 1,974,306 (163,408) 44,959,734
BB REM & 15 TR K 85
Hong Kong and BPY  Inter-segment 83
others Macau elimination Total
BZ-EZRFE+-A=1+—HILEE For the year ended 31 December 2005
HERERE 2 ZERA Total operating income net of insurance
claims 2,248,323 9,966 - 2,258,289
BR 25 A0 A Profit before income tax 1,420,754 3,304 = 1,424,058
FEmET Profit for the year 1,234,253 1,048 = 1,236,201
e Depreciation 63,769 = = 63,769
BAZH Capital expenditure incurred 27,406 - - 27,406
R-ZZZRE+-A=+-H As at 31 December 2005
BEA Total assets 84,412,657 9,019,478 (836,258) 93,495,877
AEARR Total liabilities 75,082,961 8,232,638 (836,258) 82,479,341
FABBERAE Contingent liabilities and commitments 36,517,174 1,862,493 (17,901) 38,361,766

900z Hoday fenuuy

panwi sbuipjoH |eroueuly buis yeg



S5 R B R

I \ Otes to the Financial Statements

Phb\EET
AR AT

(AB®E T L3 7R)

6. WA

(Expressed in thousands of Hong Kong dollars)

6. Net interest income

—ETARE -—TTHE
2006 2005
FIEWA Interest income
R RIEWRITRE A S B E R & 54 Cash and balances with banks and
other financial institutions 419,658 289,972
BHIEE Investment in securities 1,405,518 833,613
ZHEHEF R EAERE Advances and other accounts 3,257,589 2,028,185
Hfh Others 8,888 4,890
5,091,653 3,156,660
FIEXZH Interest expense
RIT R E M & B Deposits from banks and other financial
FRIBEFEFER institutions/Deposits from customers 2,371,346 1,201,179
BETHERE Certificates of deposit issued 343,546 205,258
BERITHERES Issued debt securities 111,150 84,205
BEER Subordinated notes 190,945 102,750
Hth Others 45,740 164,997
3,062,727 1,758,389
FEWABRE Included within interest income
ETREZAMEWA Interest income on listed investments 616,556 435,641
JEETIRE 2 F BWA Interest income on unlisted investments 788,962 397,972
1,405,518 833,613
RIEBEUAAFEFTEBEEHT ABR Interest income on financial assets
K& /& E 2 M EHmA not designated at fair value through
profit or loss 4,912,208 3,074,021
B E K F B WA Interest income on impaired loans 5,756 3,734
FEXHEE Included within interest expenses
RIEEUNRQAFEFEBHEEH T AEBRN Interest expenses on financial liabilities
TRAEEZFEZ N not designated at fair value through
profit or loss 2,671,455 1,424,671
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(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)
7. FIRGE AR RA 7. Net fee and commission income
—EEARFE _—ZTTRE
2006 2005
REBRASKRA Fee and commission income
FEEEBZREERES Credit related fees and commissions 66,924 36,682
BomE Trade finance 64,122 56,586
FERFR Credit card 191,442 138,879
BERKERBE A Securities brokerage and investment
services 185,856 140,011
RERIHE R EAM Insurance distribution and others 44,785 28,848
HAib RIS & Other fees 63,094 45,923
616,223 446,929
BREERFASIH Fee and commission expense
FEENES Handling fees and commission 73,946 54,476
IRERSHE M H A Insurance distribution and others 25,578 25,447
BEEMEA Other fees paid 11,910 11,232
111,434 91,155
IO >0
8. WEEIKA 8. Net trading income =k
o0
—BBAE _—TTHE D3
2006 20056 O3
33
FIEEERBRMNES ZREWA Dividend income from trading securities S5
— LHRA — Listed investments 22,289 16,751 2
INEB B IF Wz Net gain arising from dealing in foreign g
currencies 148,693 183,024 %
EELNATFEFEBEEZEHT ABEE Net gain arising from financial instruments 5
WEeRTIA FEEEAENIES designated at fair value through g
RITET Az Flam profit or loss, trading securities and
derivatives 186,180 60,426

357,162 260,201
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(Expressed in thousands of Hong Kong dollars)

9. Netinsurance premium income

ZBERE “ETRE
2006 2005
=k —RER =h —fR iR
Life General A&t Life General A&
Insurance Insurance Total Insurance Insurance Total
REWANBHE Gross written premiums 957,894 245,321 1,203,215 736,242 30,235 766,477
FABMRZREEE  Movement in unearned premiums - (54,241) (54,241) - 3,012 3,012
BB RELESR Gross earned premiums 957,894 191,080 1,148,974 736,242 33,247 769,489
REWALE L Gross written premiums ceded to
PRINE reinsurers (11,557) (177,866) (189,423) (6,126) (7,730) (13,856)
AR REE Reinsurers’ share of movement in
ZAROE unearned premiums - 45,485 45,485 - (2,778) (2,778)
BERMCRELESR Reinsurers’ share of gross eamed
ZARNE premiums (11,557) (132,381) (143,938) (6,126) (10,508) (16,634)
RBWAFE Net insurance premium income 946,337 58,699 1,005,036 730,116 22,739 752,855
10. HABE A 10. Other operating income
—ETARE —TTHE
2006 2005
AIEHEFEFREZREWA Dividend income from investments in
available-for-sale securities
— EWKRE — listed investments 3,599 4,394
— FLEMEKE — unlisted investment 21,796 15,779
KEYEZHE RABTE Gross rental income from investment
properties 18,161 12,541
HiEsWlA Other rental income 6,506 6,146
RISBREB 2B RIREEE ZEMN Increase in value of in-force long-term
life assurance business 64,882 75,248
HAh Others 11,959 4,777
126,903 118,885
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(Expressed in thousands of Hong Kong dollars)

I \ Ootcs to the Financial Statements

11. Net insurance claims and movement in liabilities

Bz B E) to policyholders
ZBERE “ETRE
2006 2005
=k —RER =h — MR iR
Life General A&t Life General A&
Insurance Insurance Total Insurance Insurance Total
BNRE  MELER Claims, benefits and surrenders paid 167,509 36,114 203,623 89,788 10,241 100,029
EHESED Movement in provisions 704,144 33,888 738,032 533,044 (1,677) 531,367
REBERHRE Gross insurance claims and movement
BEABEZE in liabilities to policyholders 871,653 70,002 941,655 622,832 8,564 631,396
ERZRE  MEk Reinsurers’ share of claim, benefits
BRRZARNE and surrenders paid (4,665) (10,238) (14,903) (2,342) (1,749) (4,091)
EESEH 2 2R Reinsurers’ share of movement in
provisions (1,634) (16,580) (18,214) (594) 986 392
REERUREEBA  Reinsurers' share of insurance claims
BELH2HRME  and movement in liabilties to
policyholders (6,299) (26,818) (33,117) (2,936) (763) (3,699)
REREFENYRE  Netinsurance claims and movement in
REANBERZE liabilities to policyholders 865,354 43,184 908,538 619,896 7,801 627,697
12. EE 12. Operating expenses
—EBEXRE _—_ZTTHEF
2006 2005
1% 21D B 2 Auditors’ remuneration 6,308 6,342
B &> Advertising costs 78,858 67,274
e (FzE31) Depreciation (Note 31) 85,761 63,769
mRAEEEER (:30) Amortisation expenses of intangible assets
(Note 30) 46,130 2,897
EERMH (BEE=HH) (M5E13) Employee benefit expenses (including
director’s remuneration) (Note 13) 718,146 550,712
TEREMETEES L Premises and other fixed asset expenses,
TEREFE excluding depreciation
- TEZHES - Rental of premises 55,567 39,156
— HApth — Others 76,658 63,611
E{th Others 267,928 206,804
1,335,356 1,000,565
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(Expressed in thousands of Hong Kong dollars)

13. Employee benefit expenses

—BBARF —TTEHF
2006 2005
FHEREMAEZER Salaries and other staff costs 657,472 523,306
PARR D 325 2 (8 (Bt 5E51) Share-based compensation (Note 51) 26,643 609
RReXH Pension costs
— REMHKEE — defined contribution plans 34,031 26,797
718,146 550,712
Eme s AMAL : The emoluments of the five highest paid individuals:
() Hle4Est ()  The aggregate emoluments
—EER —ETRHEF
2006 2005
e BE- BV Salaries, housing, benefits in kind and
H b2 ARG other allowances 49,440 48,057
RSB Pensions 1,615 1,696
51,055 49,753

(i) ANuZEVAATZHBMSHEBIDT :

(i) The emoluments of the five highest paid individuals are within the

following bands:

A
Number of individuals
—BEAE —TTEF

2006 2005
BT HKS
6,500,001 — 7,000,000 1 =
7,000,001 - 7,500,000 1 =
8,000,000 — 8,500,000 - 3
9,000,000 — 9,500,000 1
10,500,001 — 11,000,000 - 1
12,500,001 — 13,000,000 1 =
14,500,001 — 15,000,000 - 1
15,500,001 — 16,000,000 1 =
5 5

ERfimkeSMEBAZALA B4 (ZEZH
F M) REHES - HEBANESHEC B
FEMFE14A -

RER  AEEWEAEMAMCRSRAALE
NS - (ERINASINBEAREE 2 RE BB

1.%

[i

o

T

Included in the emoluments of the five highest paid individuals were the
emoluments of four (2005: four) Directors. Their respective Directors’

emoluments have been included in Note 14 below.

No emoluments were paid by the Group to any of the five highest paid
individuals as an inducement to join or upon joining the Group or as

compensation for loss of offices during the year.
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(Expressed in thousands of Hong Kong dollars)

14. HFEME 14. Directors’ emoluments
HE+-_A=1+—RHILFE  SEFZ2FHBOT The remuneration of each Director for the year ended 31 December is set
i out below:
FER SRR A ZEERE CEEIE
ENFR EfRNZ M 2006 2005
Salary, Share-based At &t
EEHE  allowances gL payment Total Total
Directors’  and benefits  Discretionary (H&E-) BIRSHR (H&z) (H&z)
Fee in kind bonuses (Note 1) Pensions (Note 2) (Note 2)
IE Chairman
FHELE David Shou-Yeh Wong - 2,400 10,200 - 2 12,602 8,172
HTES Executive directors
BEMEE Hon-Hing Wong (Derek Wong) - 6,135 9,000 - 428 15,563 14,563
ZEETE Roderick Stuart Anderson - 3,888 2,500 - 757 7,145 10,742
FlELE Gary Pak-Ling Wang - 2,600 6,200 - 240 9,040 8,100
EEELE Nicholas John Mayhew - 2160 2,500 - 216 4,876 4,303
FHTES Non-executive directors
ARELE Chung-Kai Chow 225 - - - = 225 150
RARBER A Kunio Suzuki 180 - - - - 180 120
Mg ks Tatsuo Tanaka 62 - - - - 62 -
Sohei Sasaki 118 - - - - 118 120
EYEVY Kosuke Furukawa 242 - - - - 242 120
RRELE John Wai-Wai Chow 180 - - - - 180 120
hBRREE Yiu-Ming Ng 180 - - - - 180 120
BUFHTES Independent non-executive directors
Peter G. Birch?t 4 Peter Gibbs Birch 365 - - - - 365 300
LBEEE Robert Tsai-To Sze 600 - - = = 600 500
BAREE Tai-Lun Sun (Dennis Sun) 180 - - - - 180 120
REELE Kwok-Hung Yue (Justin Yue) 180 = = - = 180 120
&t Total 2,512 17,183 30,400 - 1,643 51,738 47,690
MeE - Note:
—) ARG AERZ N TIRESITHEEZRAERR 1, Share-based payment represents the cash payment, being the difference

EPAE L &)

BRTEELEZNAS M -

=) HABTARHRITEEERARSEMBEAR
BERZCEEME  REAZXEMBRRAIXNTZH

HEestt

a2z R e F AR

between the closing market price and the exercise price of the share options
on the date when a Director exercised the options granted.

2. For directors who are also directors of Dah Sing Banking Group Limited or
its subsidiaries, remuneration paid by these subsidiaries are included in the
consolidated total remuneration set out above.

900z Hoday fenuuy

panwi sbuipjoH |eroueuly buis yeg



5 e 2 B 5
I \ O cs (o the Financial Statements

(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)
15. B BGR 2 B(E 52 1 15. Impairment losses on loans and advances
—BBARF —TTEHF
2006 2005
BHER Trade bills (21) 847
BEFER Advances to customers 161,499 129,696
Hih&E Other assets (225) 97
161,253 130,640
ERMBFOREREFZ L Net charge of impairment losses
on loans and advances
— {ARIFFE ~ Individually assessed 87,205 52,857
— fRE — Collectively assessed 74,048 77,783
161,253 130,640
ER e Of which
— FEEE (RERFANEEMIE 2 £58) — new allowances (including amounts
m directly written off in the year) 339,689 298,779
— [B] % — releases (81,302) (73,569)
— Y= — recoveries (97,134) (94,570)
WS BRI Net charge to income statement 161,253 130,640

16. BT E M H A [ 2 E IR 16. Net gain on disposal/reversal of revaluation
./ Ay 9 ] 9% deficits of premises and other fixed assets

Phb\EET
AR AT

SEEAE —TERF

2006 2005

TTEEMMRER R 2 F e Net gain from reversal of revaluation
deficits of premises 34,582 104,092

HEHEMEEEE 2 FEE Net loss from disposal of other fixed
assets (490) (101)

34,092 103,991
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B 78 15 B T 1R BR A 1 R E AR A5 iR A DA B =
17.5% (ZZERF : 17.5%) [REEEM o G
A TVIRENBIMEFTERB S IR R AL 5
R 2 BATRH KRG H o

I \ Ootcs to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

17. Income tax expense

Hong Kong profits tax has been provided at the rate of 17.5% (2005:

17.5%) on the estimated assessable profit for the year. Taxation on

overseas profits has been calculated on the estimated assessable profit

for the year at the rates of taxation prevailing in the countries in which the

Group operates.

—EEXE _ZTTHF
2006 2005
REFEHIA Current income tax:
BAENEH Hong Kong profits tax 214,513 168,913
N TE Overseas taxation 18,494 1,877
RBEFETEEME Over-provision in prior years (1,367) =
FEFERIE (M15E43) Deferred income tax (Note 43)
— BAREREENESERERD — relating to the origination and reversal
of temporary differences 35,815 17,067
267,455 187,857

AEBERBANG ) 2 BIBB RN S &R RIINE
FERERABEZERBBELT ¢

The tax on the Group’s profit before income tax differs from the theoretical

amount that would arise using the weighted average tax rate applicable to

profits of the consolidated companies as follows:

ZEERE —ZTThF
2006 2005
Rk 15 B e ) Profit before income tax 1,969,178 1,424,058
LA A7 6% (ZEZTRF - 17.5%) 51 & Calculated at a taxation rate of 17.5%
(2005:17.5%) 344,606 249,210
Mt TE 38 BRI Tax effect of:
EREB 2 TRRTEE Different tax treatment of results of
life insurance business (19,723) (80,905)
H Bl 2R 2 S [F) F & Different taxation rates in other countries (11,478) (1,145)
EREB 2 WA Income not subject to taxation (77,485) (75,174)
REFIRL A 2 Expenses not deductible 27,019 43,769
AR B EE Tax losses not recognised 8,202 812
ERAFAERZMEEE Utilisation of previously unrecognised
tax losses (2,319) (96)
RiBE FEBBEE Over-provision in prior years (1,367) (382)
AR ERERED R Terminal return on investments in
partnerships - 1,768
Bi1E Income tax expense 267,455 187,857

900z Hoday fenuuy

panwi sbuipjoH |eroueuly buis yeg



S5 R B R

I \ Ootcs to the Financial Statements

ERITRY

TR

=R I=Y

(AB®E T L3 7R)

18. % SR ME Al e

PR AR A R R R Az R R M i
871,405,000/ 7 (ZF T R 4 : 447,087,000/

7T) o
19. I%E

RZZEERARZZETERAFANEZNRED B
527,686,00078 7t (& P%2.1178 7T) 502,191,000
BT (FR2.02/87T) » —EENERYPBE T
1.60/8 7T + #E1/A2400,141,0008 TER -ZZT+
FZAZF+N\BEZUZR =TT LFRA=T
NBRITZBRRFSIRRIMEIAZ o B K E
AR B R D VERER AR 2. o

(Expressed in thousands of Hong Kong dollars)

18. Profit attributable to shareholders

The profit attributable to shareholders is dealt with in the financial
statements of the Company to the extent of HK$871,405,000 (2005:
HK$447,087,000).

19. Dividends

The dividends paid during the year ended 2006 and 2005 were
HK$527,686,000 (HK$2.11 per share) and HK$502,191,000 (HK$2.02
per share) respectively. A final dividend in respect of 2006 of HK$1.60 per
share, amounting to a total sum of HK$400,141,000 has been proposed
on 28 March 2007 for shareholders’ approval at the annual general meeting
of the Company to be held on 28 May 2007. This proposed final dividend

has not been reflected as dividend payable.

—EERE Z—ZTTHHF
| Company 2006 2005
BEIRFEHRE  BREBERA0.755TT Interim dividend paid of HK$0.75
ZZETRHF : BRO.725B L) (2005: HK$0.72) per ordinary share 187,566 178,999
FORARAR S - FREBARA1.6078 7T Proposed final dividend of HK$1.60
(ZZZRF : §R1.368TT) (2005: HK$1.36) per ordinary share 400,141 340,120
587,707 519,119

20. B & A

20. Earnings per share

—®RXE —TTEF

2006 2005
BT BT
(HK$) (HK$)
FRER Earnings per share
- /N Basic 5.59 4.09
-3 Diluted 5.58 4.09
BRAN (ERAEESE  TEF Earnings per share (normalised by excluding
HENB AR ER 2 &m ) profit on disposal of interests in subsidiaries)
B Basic 4.83 4.09
30 Diluted 4.82 4.09
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20. BEBAEA

SRREAR R T 5= R 2 F11,397,126,0007 70 (=
TEFHE : 1,019,318,000/8 7T) K& F RN B 1T
13 2 IN#E 15 81250,088,234/% (ZZEZ A F -
248,937,4690%) 5T & o

KAEES L ZBRERRBF CTRELEHE
A Bl #E 2R 2 189,443,000/ 7T 5% F)) o 1% BR 48 FE 7Y
) & F1,207,683,000/8 7T (ZTZE FF ¢
1,019,318,000/48 7T) R4 M B BATRR (5 M F 15
250,088,234 (ZZT T R F : 248,937,469/%)
FTHE o

TRREE R T Ty iE R EF1,397,126,000% 7T (=
TEFHE : 1,019,318,000/8 7T) & FE AN E 1T
13 2 IN#E F15 81250,469,7040% (ZZEZ A F ¢
248,962,096%) 3 5t AT B ¥ E @R E T EE 0 72
ZT7AFHERE -

KRAEER L2 GREERT (TR L EH B
A Bl s 2 189,443,000/ 7T A1) T 1% 88 48 FE 7
B & F1,207,683,000/8 T (Z T E F £ -
1,019,318,000/% 70) R ENE BATW BT A B
BRBEEENSE T IUAEZRG INEFHE
250,469,704 (ZZ T HF : 248,962,006%) 71

st
= o
>t

21. B B AE SRAT S H Ath 45 Rl A A

I \ Ootcs to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

20. Earnings per share (Continued)

The calculation of basic earnings per share is based on earnings of
HK$1,397,126,000 (2005: HK$1,019,318,000) and the weighted average
number of 250,088,234 (2005: 248,937,469) shares in issue during the

year.

The calculation of normalised basic earnings per share excluding profit of
HK$189,443,000 realised on disposal of interests in subsidiaries is based
on normalised earnings of HK$1,207,683,000 (2005: HK$1,019,318,000)
and the weighted average number of 250,088,234 (2005: 248,937,469)
shares in issue during the year.

The calculation of diluted earnings per share is based on earnings of
HK$1,397,126,000 (2005: HK$1,019,318,000) and the weighted average
number of 250,469,704 (2005: 248,962,096) shares in issue during the

year after adjusting for the effect of all dilutive potential ordinary shares.

The calculation of normalised diluted earnings per share excluding profit
of HK$189,443,000 realised on disposal of interests in subsidiaries is
based on normalised earnings of HK$1,207,683,000 (2005:
HK$1,019,318,000) and the weighted average number of 250,469,704
(2005: 248,962,096) shares in issue during the year after adjusting for the

effect of all dilutive potential ordinary shares.

21. Cash and balances with banks and other financial

4R institutions
—ETRE —ZITTHF
b3 Group 2006 2005
e REIRITREMS BB Cash and balances with banks and
other financial institutions 1,845,415 1,581,854
BRI 2 HRTE 3R Money at call and short notice 5,594,881 7,326,308
7,440,296 8,908,162
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22. HEEEFHENES LA FE
H

(Expressed in thousands of Hong Kong dollars)

22. Trading securities and financial assets at fair value

AT HOH A B R IR 48 B0 < Al E through profit or loss
E
—EEXRE —TTRHF
b3 Group 2006 2005
HIEEERZNES Trading securities:
BISFES Debt securities:
— BEEm — Listed in Hong Kong 1,114,426 1,339,401
— 3Lk — Unlisted 6,559,624 5,551,149
7,674,050 6,890,550
R EZS Equity securities:
- &BLEm — Listed in Hong Kong 532,272 222 235
— BB T — Listed outside Hong Kong 337,994 252,397
— JEETm — Unlisted 569,469 445,811
1,439,735 920,443
m RIEEERSRNESF BT Total trading securities 9,113,785 7,810,993
| I >}. | = e = s ) ) .
A 2 ARFEFEREZESH T AREN Financial assets at fair value through
”ﬁ% EHEE profit or loss:
-7 A
[ e o i i "
ﬁ BISES Debt securities
= = s N
f\] — BB LM — Listed in Hong Kong - 122,180
> . .
ol — JELETh — Unlisted 1,276,671 1,256,983
ARAFEFZ B HZE T ABRN Total financial assets at fair value through
CRMEEMRTE profit or loss 1,276,671 1,379,163
HIEBEERENEZAFZRAATEFE Total trading securities and financial
BEZHFABENECHEELT assets at fair value through profit or loss 10,390,456 9,190,156
tmEARzTHER Market value of listed securities 1,984,692 1,936,213
BREEEFESNEA : Included within debt securities are:
— BRERIEEBEREE S 2 BNES — Government bonds included in trading
securities 6,367,125 5,917,904
— BENERE — Certificates of deposits held 367,572 362,694
— HMEKES — Other debt securities 2,216,024 1,989,115
8,950,721 8,269,713
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(AB®E T L3 7R)

22. FEEEHBENESR LA TE
srEHHEFHTABGENS/RE
()

BIEE LFEFEBERENF S RIRREESES
BEEBUNRAEEEINERESEHEFHFNE
ERMBSHFEDZINERSERES  ER=
EERNF+_AZ+—HzZzmBEEZE
4,658,512,000;‘%7% (ZZTRHE : 4,234,810,000
BIL) c RZZEEARF+_A=+—HILEER
3EE&Jﬁfa%(:§%@£$ CREERHEmERZ
H A IEBUR EH T I5{EE £257,073,000/7T) ©

NAFEFEBEEB A ABRSNEREETR

BREMBASNTETIAZABUERE - EH5RE
REKIEMEIARTEEBEEE T ABEN

BEPERAAEH -

AFEFEEEZHTABRNEREE (B
E%f’ﬁfﬁ%ﬁﬁbﬁ’ﬁa%) REATHRBERRI H A0
N

I \ Ootcs to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

22. Trading securities and financial assets at fair value
through profit or loss (Continued)

Included in trading securities above were Exchange Fund debt securities
with a market value at 31 December 2006 of HK$4,658,512,000 (2005:
HK$4,234,810,000) pledged with the Hong Kong Monetary Authority to
facilitate the Group’s trading and market-making activities in Exchange
Fund debts. There was no non-government bond pledged as at 31
December 2006 (2005: Other non-government bonds pledged under

repurchase agreements carried a market value of HK$257,073,000).

Included in financial assets at fair value through profit or loss are primarily
structured notes with embedded derivatives. The market risk of the
structured notes is substantially offset by deposits from customers
designated at fair value through profit or loss.

Financial assets at fair value through profit or loss (including trading

securities) are analysed by categories of issuer as follows:

ZEEXRFE _—ZTThF
£H Group 2006 2005
— PR BFT R AR R ERTT — Central governments and central banks 6,570,446 5,917,904
— DEHE — Public sector entities 86,470 389,709
— RITREMS FHE — Banks and other financial institutions 1,538,523 1,045,889
— % — Corporate entities 2,145,324 1,822,355
— Hitb — Others 49,693 14,299

10,390,456 9,190,156

23. fitE4m T A

ﬁi’igEﬂEﬁZ%ﬁ‘%ﬂP* EIT—FRINZTET R
BREMNE  SNERBRETHETZE

,HH : Eﬂ CEHRERS - STET AR S TIRA
REBEBRMBENMAET - AEEEMBITAETE

ZERMBELARNTASDRREFZER  BE
AEBP R ZEAR - REFEZNREAETE
BEEWRA -

23. Derivative financial instruments

In the normal course of business, the Group enters into a variety of
derivative transactions including forwards, futures, swaps and options
transactions in the interest rate, foreign exchange and equity markets.
Derivative transactions are conducted for both trading and hedging
purposes. The Group’s objectives in using derivative instruments are to
meet customers’ needs by acting as an intermediary, to manage the
Group’s exposure to risks and to generate revenues through trading

activities within acceptable limits.

137
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23.

U

i TR g

FENBTEEERENITETA

AEEREFHETITETIAANRIUERT W
BRTHABENITETR - AEBINETASH
R NEBFERNFEEERASNITETIAE
ZREBBAE - HNE - FERBREER Z2BIR
SHPTELTE -

(i

FEXBETESPRAENITAETA

Tﬂ’ﬁﬁﬁ?ﬂﬁﬁ ENTETETER ?Eﬁﬁf’ﬁ”@ﬂ*

BRITETRSAH - HETEZR/HINR

E’\JMEIE o

AEBMERAATITETEEENEE BRI !

(i

EEERPEEEIINERA TR (BREER
WeBRERS) 2 A - INERFIZMER
(] e B = g ) =R 7 80 B8 i Wi IR 0 32 A5 R
ZEREME  HNARKAREEBRAE &
meemms  BEAHEIEHX LS
BTH EHNECHARERAEHRF
HEERm  REANEBEZEHEX
HRZHRW - REERBRAFERE -

BB RN EERA S —FReREHR
MBI —FNRERE 2 FSE - BRELR
BRI (I R RIEE R HiE
LS (Fln : BRI B 2 K5
R o [RETEERBRIN  AeWER
o AEBZEERRRMZZE T RaL
BITHEEMMTZERZIERE O EE
EZEAR REBTH2ESHNRTZR

FE  5ARE 2 —HH RTEZRE
M HEEEZERR AEBEEAERE
EXEBHERAZITE  FHERZE T - UE

EH AR 2 FE AR ZKF -

(Expressed in thousands of Hong Kong dollars)

23. Derivative financial instruments (Continued)

(i) Derivatives held or issued for trading purposes

The Group transacts derivative contracts on behalf of customers or to
address customer demands in structuring tailored derivatives. The Group
also takes proprietary positions for its own accounts. Trading derivative
products used by the Group are primarily over-the-counter derivatives
transacted based on interest rates, foreign exchange rates, credit spread

and equity prices.

(i) Derivatives held or issued for hedging purposes

Derivatives held for hedging purposes primarily consist of derivative
instruments or contracts used to manage interest rate risk. All of these are

over-the-counter derivatives.

The Group uses the following derivative instruments for both hedging and

trading purposes:

(i) Currency forwards represent commitments to purchase foreign and
domestic currency, including undelivered spot transactions. Foreign
currency and interest rate futures are contractual obligations to
receive or pay a net amount based on changes in currency rates or
interest rates or to buy or sell foreign currency or a financial
instrument on a future date at a specified price, established in an
organised financial market. The credit risk is negligible, as futures
contracts are collateralised by cash or marketable securities, and
changes in the futures contact value are settled daily with the

exchange.

(i) Currency and interest rate swaps are commitments to exchange
one set of cash flows for another. Swaps result in an economic
exchange of currencies or interest rates (for example, fixed rate for
floating rate) or a combination of all these (i.e., cross-currency
interest rate swaps). No exchange of principal takes place, except
for certain currency swaps. The Group’s credit risk represents the
potential cost to replace the swap contracts if counterparties fail to
perform their obligation. This risk is monitored on an ongoing basis
with reference to the current fair value, a proportion of the notional
amount of the contracts and the liquidity of the market. To control
the level of credit risk taken, the Group assesses counterparties

using the same techniques as for its lending activities.
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23. M4/ TE @)

(i) SMNERMEEESELETETEN (B3
BEE)RFEXRER FREX—RAMEZ—E
BABENER  BEGEBHER XHE
(RLHRE) " FESBZIERESRT
B (ERAEINERMERB 2 O%HK - B
FEETWER— LB - BRI LR N
BMEXSAAEEETFHEAMAIL
AEEZ EERBERNBEREZRE
BE  BNEAFE-

AEBETREERESRITETAEREZR S
FRR  hAEERR(RZHFEREEER
EAMERFRMEARSERKENEERR)
SEERR (TRAENTETAERNERAERE
R TRKETAET AR ZNERAESE) - B
RIERZHFHRMERE - HRRESEN
BREZFERREZRREFTER  BEFERE
SR EBERRZBIRE  SREFERER
HEXHEFETEREETME o B AEH
RTEBREERED  BEEFREE/EETEZ
MERREEFRRY  EXMANTERNZR
SZHFRFEFIRHRITES NS HE - Sk
P xR ERIEBHANME - flnEan
F o ARKE ORI EER HH F R W m i
Bt - EEMISHEZ WSEBHE LRE - &
HW—AAERE-—HRHERES KD REH AR
MEENEBEREERR

FTEMTAZAZSREH —AREREEE
BERP 2 TAMRLNER  BY FETRZTE
ZARKRR e REBHARE ZRATE - I MUK
AEEMFEY 2EENEBRRR - ZTETE
AmHHE - EX - BHERREENSRIUK
& - MBREGKKBEF (BE) L TH(BE) Z
TR -FAEZNETAZENRAZREE  hE
BHMSHAFZIEE  e<emMITETAEERA
BEZ R TFRETRNERS

I \ Otes to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

23. Derivative financial instruments (Continued)

@iy ~ Foreign currency and interest rate options are contractual
agreements under which the seller (writer) grants the purchaser
(holder) the right, but not the obligation, either to buy (a call option)
or sell (a put option) at or by a set date or during a set period, a
specific amount of a foreign currency or a financial instrument at a
predetermined price. The seller receives a premium from the
purchaser in consideration for the assumption of foreign exchange
or interest rate risk. Options may be either exchange-traded or
negotiated between the Group and a customer. The Group is
exposed to credit risk on purchased options only, and only to the

extent of their carrying amount, which is their fair value.

The Group may be exposed to counterparty risk arising from its positions
in derivative financial instruments, which is either “valuation risk” for the
credit risk on receiving mark-to-market gains upon the default of a
counterparty prior to scheduled settlement, or “settlement risk” for the
possibility of not receiving the expected cash value of a derivative
transaction or upon the expiry of a derivative contract on the settlement
date. Since all counterparties are financial institutions, the risk is managed
as part of the credit risk control and monitoring process in respect of
financial institutions including credit controls such as setting individual limit
for valuation risk, daily settlement limits and performing periodic credit
assessment for each counterparty. Moreover, the Group requires all
derivative contract counterparties to enter into International Swaps and
Derivatives Association (“ISDA”) Agreement in order to follow the
standardised market practice of close-out arrangement in the event of
default, settlement procedure, valuation/pricing methods. For long dated
interest rate swaps and currency swaps, such as longer than 5 years, the
Group may also enter into collateral agreement with counterparties under
which the contract parties can ask for cash or highly rated securities
collateral from the other side to cover the potential valuation and settlement

risks, when the mark-to-market gain reaches agreed thresholds.

The notional amounts of certain types of financial instruments provide a
basis for comparison with instruments recognised on the balance sheet
but do not necessarily indicate the amounts of future cash flows involved
or the current fair value of the instruments and, therefore, do not indicate
the Group’s exposure to credit or price risks. The derivative instruments
become favourable (assets) or unfavourable (liabilities) as a result of
fluctuations in market interest rates, foreign exchange rates, equity prices
and credit market conditions. The aggregate contractual or notional
amount of derivative financial instruments on hand, the extent to which
instruments are favourable or unfavourable, and thus the aggregate fair
values of derivative financial assets and liabilities, can fluctuate significantly

from time to time.
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23. fiik4 R T H @ 23. Derivative financial instruments (Continued)
RZEZERF+_A=+—HBRIHHTETES The notional principal amounts of outstanding derivatives contracts and
2Bz REQNFERAT : their fair values as of 31 December 2006 were as follows:
a8/
BAEGHE NFE
Contract/ Fair values
notional BE afE
£H Group amount Assets Liabilities
1) BEEERZEZITATA 1) Derivative held for trading
) SMNEPTAETR a) Foreign exchange derivatives
EHLHEAY Forward and futures contracts 53,347,607 134,544 57,367
sk Currency swaps 1,370,700 45,470 27,559
B\ RO AN H A Currency options purchased and written 545,816 957 957
Z) FIEHTETA b) Interest rate derivatives
| 2= 4 1A Interest rate swaps 20,733,671 43,875 127,636
| 2= A Interest rate options 53,085,262 3,489 3,789
m A) BaMTETA ¢) Equity derivatives
BB RO R a1 Equity options purchased and written 125,749 1,719 1,701
[
A H3>I T) EMITAETA d) Credit derivatives
N 0]
%‘; ;'}W ERBORBRERN Credit default swaps 1,088,913 6,570 1,322
-
£ It
= BEEERBZITETAAG Total derivatives held for trading 130,297,718 236,624 220,331
£
]
2) BEHTRE2TETIR 2) Derivative held for hedging
) fEEN DTS a) Derivatives designated as fair value hedges
ZITAETAR
7| 2 4 1A Interest rate swaps 10,684,881 137,693 103,478
RIEHHRRRZITETASR Total derivatives held for hedging 10,684,881 137,693 103,478

FriERZTESMIT ARG Total recognised derivative financial instruments 140,982,599 374,317 323,809
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23. fiik4 R T H @ 23. Derivative financial instruments (Continued)
R-EZTRF+_A=+—HBRIHHTETES The notional principal amounts of outstanding derivatives contracts and
2Bz REQNFERAT : their fair values as of 31 December 2005 were as follows:
a8/
BAEGHE NFE
Contract/ Fair values
notional BE afE
£H Group amount Assets Liabilities
1) FIEEERBZITETLAR 1) Derivatives held for trading
) SMNEPTAETR a) Foreign exchange derivatives
BEHRHESH Forward and future contracts 25,883,115 34,938 71,090
sk Currency swaps 2,188,446 59,068 311
B RO AN H A Currency options purchased and written 352,730 1,331 1,331
Z) FIEHTETA b) Interest rate derivatives
FZ=EE Interest rate futures 653,367 - 1,191
7| 4= 5 Interest rate swaps 13,386,198 2,247 133,881
gy Interest rate options 38,555,092 336 3,360
R) BmMITETAR c) Equity derivatives
BB\ Kok R 1 B Equity options purchased and written 183,073 2,968 2,964
EHEHE Equity futures 12,287 123 =
T) EMITAETA d) Credit derivatives
ERBORBRERN Credit default swaps 1,124,490 3,112 4,648
BIEEERBRZITETAAR Total derivatives held for trading 82,338,798 104,123 218,776

2) B AR ZITETA 2

Derivatives held for hedging

) EEURNFELF a) Derivatives designated as fair value hedges
ZITETA
7| 2= 4 1A Interest rate swaps 9,252,272 62,852 282,860

FEERARZITETAESR Total derivatives held for hedging 9,252,272 62,852 282,860

ik

R ITHESMTAAE Total recognised derivative financial instruments 91,591,070 166,975 501,636
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(Expressed in thousands of Hong Kong dollars)

23. Derivative financial instruments (Continued)

As at 31 December, the credit risk weighted amounts of the above off-
balance sheet exposures (excluding credit default swaps) without taking
into account the effect of bilateral netting arrangement that the Group

entered into, are as follows:

—EERE —TITHF

£H Group 2006 2005
PTHETER Derivatives

XG4 Exchange rate contracts 151,477 104,774

FEEH Interest rate contracts 247,460 77,303

EEEEH Equity contracts 2,533 433

401,470 182,510

BRERERBTEEAGRKREEANRZE
WARKRERENER

EE R INEBERTIRIRIRIT R GHIE =HF
REECREERMELZIESIAE  MatEMR
BZBBRRFRZEF REHS QORI -

REEEARFTZA=T—HEAEHRBREND
ZAZ B INREE B 258 A855,575,0008 L (Z 2 F
FEF : 1,124,490,00078 7T) 3 B B 2 M 51453k
RBBERAEZEENERBATEA o

The contract amounts of these instruments indicate the volume of
transactions outstanding as at the balance sheet date, they do not

represent the amounts at risk.

The credit risk weighted amounts are the amounts that have been
calculated in accordance with the Third Schedule of the Hong Kong
Banking Ordinance and guidelines issued by the Hong Kong Monetary
Authority. The amounts calculated are dependent upon the status of the

counterparty and the maturity characteristics of each type of contract.

As at 31 December 2006, the credit risk weighted amount of credit default
swaps amounted to HK$855,575,000 (2005: HK$1,124,490,000) and is
included in the total credit risk weighted amount of contingent and liabilities

and commitments in Note 45.
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(Expressed in thousands of Hong Kong dollars)

24. Advances and other accounts

—EERE _—_ZTTRHF
& Group 2006 2005
XEERBE Gross advances to customers 49,908,688 44,918,618
RITREM S REE S AR Gross advances to banks and other
financial institutions 155,102 389,264
B5RE Trade bills 694,604 653,581
H & E (K15E34) Other assets (Note 34) 1,626,521 1,176,193
ZHEHEF R EAMRE 2% Gross advances and other accounts 52,384,915 47,137,656
Bk : BEERE Less: impairment allowances
— {ERIFT (& — Individually assessed (136,746) (167,436)
— AR — Collectively assessed (218,351) (230,743)
(355,097) (398,179)
FHEERREMERE Advances and other accounts 52,029,818 46,739,477
WMEERD T Impaired loans are analysed as follows:
—EERE —TTRHEF
b3 Group 2006 2005
E & R AR () Gross impaired loans (Note a) 254,533 312,530
HEFERBRBELADL As a percentage of total advances to
customers 0.51% 0.70%
18 51 57 A R B 245 Individual impairment allowances made 136,746 167,436
BEERERER Amount of collateral held 122,343 182,604
BT EE Note:
R, BEERDZEUERFEAEENER WA a. Impaired loans are defined as those loans assessed on individual basis having
Eﬁﬁm REERBET —HRZHERTEREDN objective evidence of impairment as a result of one or more events that
BREE (BREMH]) - MZBREHEZ occurred after the initial recognition of the asset (a “loss event”) and that loss
f \T)\Zﬁuﬁﬂifﬁimitﬁk%g NP RE AT S event has an impact on the estimated future cash flows of the loans that can
HE - be reliably estimated.
Z. MNEERREEGEEZEREEERN T A=+ b.  The above individual impairment allowances were made after taking into

—HEZEKFREE -

account the value of collateral in respect of such advances as at 31

December.
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24, SHEEH L HAMIER @ 24. Advances and other accounts (Continued)
WEEE

Impairment allowances

18 B 74 FARTHE

Individual Collective &t
£H Group assessment assessment Total
—ETRF-A—HWER At 1 January 2006 167,436 230,743 398,179
R R 2 R (B TR Impairment losses charged to income statement

(iE3) (Note 15) 87,205 74,048 161,253
REEEEEFMBRE Loans written off as uncollectible (126,824) (168,889) (295,713)
W B R FMsE 2 B Recoveries of advances written off in previous years 20,889 76,245 97,134
Rl (B 2 485 T 3 ([0 43 Unwind of discount on allowance (5,756) - (5,756)
EHHHE Reclassification (6,204) 6,204 -
—ETAF+-A=+-8 At 31 December 2006 136,746 218,351 355,097
R Deducted from:
EEES Trade bills - 6,515 6,515
BRFEEX Advances to customers 136,746 211,058 347,804
RITREM S BEBEER Advances to banks and other financial institutions - 778 778
m 136,746 218,351 355,007
i AL
A Impairment allowances
;ﬁ;; EAEE  GAFE
i Individual Collective At
Bity IIE & Group assessment  assessment Total
Pzl
S
al —ZETRF—A—HHO&EH At 1 January 2005 116,697 152,530 269,227
WK B AR Acquisition of subsidiaries 61,093 63,800 124,893
R IR 2 R E R Impairment losses charged to income statement
(M 5E15) (Note 15) 52,857 77,783 130,640
ReLEEETM R E Loans written off as uncollectible (81,365) (136,052) (217,417)
WEBREFME 2 ER Recoveries of advances written off in previous years 21,888 72,682 94,570
Rl (B 2E 45 5 (1m0 3% Unwind of discount on allowance (3,734) = (3,734)
—ETRETZA=+—H At 31 December 2005 167,436 230,743 398,179
HRER : Deducted from:
EE LS Trade bills - 6,536 6,536
EFER Advances to customers 167,436 223,181 390,617
RITRE M REBEER Advances to banks and other financial institutions - 776 776
Hfth & Other assets = 250 250

167,436 230,743 398,179
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(Expressed in thousands of Hong Kong dollars)

24. Advances and other accounts (Continued)

Finance lease receivables included in advances to customers:

—EERE _—ZTTRHF
S Group 2006 2005
HEEMEME 2 B AREEE - Gross investment in finance lease
receivable:
—FE AR Not later than 1 year 2,679,057 2,551,011
—FEERF Later than 1 year and not later than
5 years 2,970,730 2,710,520
FFE Later than 5 years 2,928,318 2,338,276
8,578,105 7,599,807
BERE Z KRR Z @& WA Unearned future finance income on
finance leases (1,991,836) (1,622,708)
BEHEREFRE Net investment in finance leases 6,586,269 5,977,099
MEHERE FHARZOMUT - The net investment in finance leases
is analysed as follows:
—F IR Not later than 1 year 2,314,089 2,263,069
—FEERF Later than 1 year and not later than
5 years 2,397,313 2,244,065
FFE Later than 5 years 1,874,867 1,469,965
6,586,269 5,977,099

REZZETZRF+_HA=+—H " Linp&EHEE
REBBENREEBERNBEE(CZTLRF
&) -

TEEXRNFET A=+ BZAEBERREE
HEEEATAYRE 2 7 & E E AR E L 8 2R
A51A50,229,0008 7T (ZZEZ R : 94,579,000
BIL) °

There is no unguaranteed residual value included in the gross investment

in finance lease above as at 31 December 2006 (2005: Nil).

The allowance for uncollectible finance lease receivables included in the

impairment allowances as at 31 December 2006 of the Group amounted

to HK$50,229,000 (2005: HK$94,579,000).
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25. A[fEHERESR

(Expressed in thousands of Hong Kong dollars)

25. Available-for-sale securities

—ETARE -—TTHE
5 Group 2006 2005
BEES Debt securities:
- Al — Listed in Hong Kong 1,316,532 1,279,905
— BB ET — Listed outside Hong Kong 14,457,750 8,871,301
— kLM - Unlisted 16,085,860 11,603,830
31,860,142 21,755,036
R EES Equity securities:
— BBLM — Listed in Hong Kong 107,408 69,994
— BB ET — Listed outside Hong Kong 342,231 30,143
— 3EEm — Unlisted
- RNIEEES IR — Interests in investment funds 961,462 1,024,228
— Hfth - Others 65,551 30,821
1,476,652 1,155,186
A EFE S BT Total available-for-sale securities 33,336,794 22,910,222
R O REES Less: Impairment allowances - (25,850)
33,336,794 22,884,372
EmEHcTE Market value of listed securities 16,223,921 10,249,401
BIETERES Included within debt securities are:
— BENGERE — Certificates of deposit held 100,167 124,900
— HinERHES — Other debt securities 31,759,975 21,630,136
31,860,142 21,755,036
AHEEFERFRETHEBENSTAT Available-for-sale securities are analysed
by categories of issuers as follows:
— RRFFMARRIRTT — Central governments and central banks 3,554,021 3,102,145
— REWE — Public sector entities 274,108 532,796
— RITREMS RS — Banks and other financial institutions 19,828,138 9,980,744
— % — Corporate entities 9,678,749 9,266,909
— Efh — Others 1,778 1,778
33,336,794 22,884,372
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25. A[HEHERE S @)

BEE LM HEEESREBEREEEC/RERE
BUAFMRAEEBEINER S BHELFNEE LT
SRREBZIINEESEBRES  HRZTTX
F+ZA=1+—Hzm%EER1,873,582,000/%
T (ZZEZRF ¢ 1,824,988,000/%7T) ° thobh - 7
—EERNFT A=t BEREREMERET
BV BREEMEEEFCTISEER
431,838,000/8 L (ZZEZA4F : ) o

26. i 233

(Expressed in thousands of Hong Kong dollars)

25. Available-for-sale securities (Continued)

Included in the above were Exchange Fund debt securities with a market
value at 31 December 2006 of HK$1,873,582,000 (2005:
HK$1,824,988,000) pledged with the Hong Kong Monetary Authority to
facilitate the Group’s trading and market-making activities in Exchange
Fund debt securities. In addition, other debt securities with a market value
at 31 December 2006 of HK$431,838,000 (2005: Nil) were pledged under

repurchase agreements with an unrelated financial institution.

26. Held-to-maturity securities

—®RXE —TTEF

S Group 2006 2005

BEESH Debt securities

— BB ET — Listed outside Hong Kong 62,252 185,808

— JEET — Unlisted 396,143 462,100
458,395 647,908

twmEAHRzTE Market value of listed securities 62,269 185,909

BREEERES Included within debt securities are:

— FENEFERE — Certificates of deposit held 138,449 215,031

— HMEKBESH — Other debt securities 319,946 432,877
458,395 647,908

REINHRARBETRBENONAOT

— REHRE
— R MEM S REE
— %

Held-to-maturity securities are analysed

by issuer as follows:

— Public sector entities 31,167 3,686
— Banks and other financial institutions 396,673 588,772
— Corporate entities 30,555 55,450

458,395 647,908
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26. FFEF|WIFES o)

(Expressed in thousands of Hong Kong dollars)

26. Held-to-maturity securities (Continued)

TREMFZRNPBE SR 2 &) The movement in held-to-maturity securities is summarised as follows:
—EEXRE —TTRHF
b3 Group 2006 2005
—HA—H At 1 January 647,908 1,296,927
A Additions 94,532 -
EMBEB G ERNE= TN Redesignation of securities at fair value
BEFEEARFEAEEER through profit or loss on adoption of
BHABENES HKAS 39 - (988,230)
BRI B A 7l g A Additions through acquisitions of
subsidiaries - 462,136
ik Amortisation of discount (1,100) (72)
fE g Redemption (283,636) (122,034)
EHER Exchange differences 691 (819)
+=-A=+—8 At 31 December 458,395 647,908
27. WA & 27. Investments in associates
—BBARF —TTHEHF
-3 Group 2006 2005
—H—H At 1 January 48,139 =
FAFIGIRE Addition to investment during the year 35,949 57,489
FE1E % 4E Share of results (26,441) (9,350)
+=—A=+—8 At 31 December 57,647 48,139

The Group’s interest in its principal associate, which is unlisted, is set out

5|7~ as follows:
ZERAF
2006

iy 5

BAL

aEff it 2 % of

A Country of BE aff /PN BER interest

Name incorporation Assets Liabilities Revenues Net Loss held
REASRBRHBRAF HE
Great Wall Life Insurance People’s Republic

Company Limited of China 1,119,178 821,669 797,299 132,207 20%
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(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)
28. IR HE I E 28. Investments in jointly controlled entities
—EEXE _—ZTTHF
£ Group 2006 2005
JEETRRG AR Unlisted shares, at cost 20,000 20,000
H— R EE 2 B R EWER Loan receivable from a jointly controlled
entity 31,000 31,000
51,000 51,000
FEMG W RE 18 Share of post-acquisition reserves (13,808) (20,816)
37,192 30,184
RIZBERFET A=+ HHREHERN The following are the jointly controlled entities as at 31 December 2006:
T
LEEEZES L
i ith 25 FTEERRLE B Percentage of
£18 Place of Principal activities and interest in
Name incorporation place of operation ownership
REGIERR B R A A B REER - BE
Bank Consortium Holding Limited Hong Kong Investment holding, 13.333%
Hong Kong
ZEEARBERSEFR Z
REEEE R A A B RE AR - BB
Bank Consortium Trust Company Hong Kong Trustee and custodian 13.333%
Limited services for retirement
fund schemes, Hong Kong
NEBEFEIRBIZRAERE AR ZEZHNIB A RK The Group’s interest in Bank Consortium Holding Limited is held by Dah
FERTTERATIFEA  MBEEEEAR AT IR Sing Bank, Limited, a Group subsidiary. Bank Consortium Trust Company
IR ER A RIZ 2B B AT ° Limited is a wholly owned subsidiary of Bank Consortium Holding Limited.
H—HEEHEE  EREWEREAEIEKR 8 The loan receivable from a jointly controlled entity is unsecured, interest
RiREREH TR AERE — A RTEER ° free and repayable subject to the joint decision amongst all the

shareholders of the jointly controlled entity.

900z Hoday fenuuy

panwi sbuipjoH |eroueuly buis yeg



5 e 2 B 5
I \ O cs (o the Financial Statements

(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)
29. BB A mIHE M Bk 29. Investments in subsidiaries
—EEXRE —TITRHEF
| Company 2006 2005
TE LA Investments at cost:
EB EWRD Shares listed in Hong Kong 1,546,110 1,620,377
JE E RS Unlisted shares 326,002 287,140
1,872,112 1,907,517
N NGIE Amounts due from subsidiaries 1,366,940 969,648
3,239,052 2,877,165
FEST M B A Bl 5k 18 Amounts due to subsidiaries (39,974) (39,972)
3,199,078 2,837,193
AR A Market value of listed shares 12,186,542 10,314,093

m FEWM B A R 2 ZIEH REER - B RIZEXK The amounts due from/to subsidiaries are unsecured, interest free and

B e are repayable on demand.

Phb\EET
AR AT
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29. [ftJEg A m % E M Bk

)

R-BTZRE+-_A=+—BZHBARMAT :

(Expressed in thousands of Hong Kong dollars)

29. Investments in subsidiaries (Continued)

The following is a list of the Company’s subsidiaries as at 31 December
2006:

FiERBBEAL

Percentage of BRTEARRAK

TEEE aE fi it 2 shares held Particulars

CIEE Principal Place of BE GiE:: of issued

Name of company activity incorporation Directly Indirectly ordinary shares
ABRTEEERAR" REZK BE

Dah Sing Banking Group Limited" Investment holding Hong Kong 74.9% = HK$931,416,279
AHEEERAA REZK BE

Dah Sing Company Limited Investment holding Hong Kong 100% - HK$1,000,000
RBRE% BRE

Dah Sing General Insurance Company General insurance Bermuda 100% - HK$70,000,000

Limited

REZKR BRE

Dah Sing Holdings Limited Investment holding Bermuda 100% = US$100,000
RERBRIEBERAA RERAE BB

Dah Sing Insurance Agency Limited Insurance agency Hong Kong 100% - HK$500,000
KRB RGER A b R T BB

Dah Sing Insurance Services Limited Insurance services Hong Kong 100% = HK$20
REZK BRE

Dah Sing International Limited Investment holding Bermuda 100% = US$100,000
ABRE BRE

Dah Sing Life Assurance Company Limited  Life assurance Bermuda 100% = US$25,000,000
REZK ABRUES

Dah Sing Medical Science Investment Inc. Investment holding British Virgin Islands 100% = US$50,000
EEe® B8

Dah Sing Secretarial Services Limited Dormant Hong Kong 100% = HK$2
TEax BB

DSE Investment Services Limited Dormant Hong Kong 100% - HK$1,000,000

(Note (a) (Bt (7))

REZK Be5

Filey Investment Corporation Investment holding Panama 100% = US$2
NERE RERUHEE

High Standard Investment Limited Property investment British Virgin Islands 100% = Uss$2
FXERERR AT TEex BB

Newinner Investments Limited Dormant Hong Kong 100% = HK$2
EEax B

WOF Escrow Limited Dormant Hong Kong 100% = HK$25,000,000
HEERAF REZK B

World Prosper Limited Investment holding Hong Kong 100% = HK$1

900z Hoday fenuuy
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(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)

29. [ft)E A FHE KA @

29. Investments in subsidiaries (Continued)

FiERABE AL
Percentage of ERTEBRRA
TEEK o {3t B shares held Particulars
CIEE Principal Place of BE GiE:: of issued
Name of company activity incorporation Directly Indirectly ordinary shares
REZK EBEARE
Upway Wealth International Limited Investment holding British Virgin Islands 100% = US$1
TEex BB
DSFH Limited Dormant Hong Kong - 100% HK$2
TEex EBEAHS
DSGI (1) Limited Dormant British Virgin Islands = 100% USS$1
TEax EBRAHE
DSLI (BVI) (1) Limited Dormant British Virgin Islands = 100% USS$1
REZK RBRIHS
DSLI (2) Limited Investment holding British Virgin Islands = 100% US$1
REZK RBRIHS
DSMI Group Limited Investment holding British Virgin Islands - 100% USS$1
EEe® EBEARE
m Four Winds International Limited Dormant British Virgin Islands = 100% us$2
EREXERAA TEex BB
L}% g Luen Fung Investment Company, Limited Dormant Hong Kong - 100% HK$303,000
A REARBRERLA RBRE% BFI
%% Macau Insurance Company Limited General insurance Macau = 96% MOP120,000,000
:ﬁg BFIASRBRERR A ABRE BF
= = Macau Life Insurance Company Limited Life Insurance Macau = 95.8% MOP50,000,000
E AHBITERAA $17 &%
Dah Sing Bank, Limited Banking Hong Kong = 74.9% HK$2,300,000,000
LHRITAERDA ®17 BE
MEVAS Bank Limited Banking Hong Kong - 74.9% HK$400,000,000
REBERITERAA #R17 RF
Banco Comercial de Macau, S.A. Banking Macau - 74.9% MOP225,000,000
NERE EBEAHE
Channel Winner Limited Property investment British Virgin Islands - 74.9% US$1
A BHEGER AT TEex BB
Dah Sing Computer Systems Limited Dormant Hong Kong = 74.9% HK$20
AHABERAA TEex 0
Dah Sing Finance Limited Dormant Hong Kong = 74.9% HK$25,000,000
AREEEERAA RIRER HE
Dah Sing Insurance Brokers Limited Insurance broking Hong Kong = 74.9% HK$200,000
#ME RBRUHS
Dah Sing MTN Financing Limited Financing British Virgin Islands = 74.9% USS$1
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(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)
29. [fH)E N FBE ME K @) 29. Investments in subsidiaries (Continued)
FiERABE AL
Percentage of ERTEBRRA

TEEK o {3t B shares held Particulars

CIEE Principal Place of BE GiE:: of issued

Name of company activity incorporation Directly Indirectly ordinary shares

AFEEERAA REARY 0

Dah Sing Nominees Limited Nominee services Hong Kong - 74.9% HK$100,000
RERK BB

Dah Sing Properties Limited Investment holding Hong Kong - 74.9% HK$10,000
TEex EBEAHS

Dah Sing SAR Financing Limited Dormant British Virgin Islands = 74.9% USS$1
RERK B

DSB BCM (1) Limited Investment holding Hong Kong = 74.9% HK$1
REER BE

DSB BCM (2) Limited Investment holding Hong Kong = 74.9% HK$1
TEe%k ABRUES

DSLI (1) Limited Dormant British Virgin Islands - 74.9% US$1

HERSARLA EHEE BE

Global Courage Securities Limited Securities dealing Hong Kong - 74.9% HK$10,000,000
KBRS BB

MEVAS Nominees Limited Nominee services Hong Kong - 74.9% HK$50,000

RRENH (BE) BRAA ZETRFETANRERR BB

Pacific Finance (Hong Kong) Limited Inactive after October 2006 Hong Kong = 74.9% HK$450,000,000
TEex EBRAHE

Shinning Bloom Investments Limited Dormant British Virgin Islands = 74.9% USS$1
NERE RBRAHS

South Development Limited Property investment British Virgin Islands = 74.9% US$1

HEREERAA NERE BE

Vanishing Border Investment Services Property investment Hong Kong - 74.9% HK$20

Limited
TEex EBRAHE

Yield Rich Group Limited Dormant British Virgin Islands = 74.9% US$1
RAT KREAS

D.A.H. Hambros Bank (Channel Islands) Banking Guernsey = 56.6% US$8,000,000

Limited
RERK BRE

D.AH. Holdings Limited (Note (o)) (i (Z))  Investment holding Bermuda - 56.6% US$1,000,000

*EBEBBMERSMARAR LT
* Listed on The Stock Exchange of Hong Kong Limited
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29. [ft)E A FHE KA @

¥ D. A. H. Hambros Bank (Channel Islands)
Limited - JRPIEERTER A A BPFURR AR
ANERRFIASREBEBR A R LS| AR ES
LA 5 A 2 A RIS - AT ERS

:%IE. °©

BAFRITEBERARRAFIBITERAE R
ABBERRAIN - LAABERAREBILARRE K
P B LAGME 5 AL - B BER BB
B3 Z Fh AR B AR A FEEL o

MIeE
() DSE Investment Services LimitedB 2 17 % i i%
HN » JREEITHA(E 700/ TR B B AR o

(Z) B AR R FESG Hambros Bank and Trust
Limited ([SG Hambros] ) R =TT =4+ = A=
+HER Z B ARAER T SG Hambrosid ik
4+ MSG Hambros7iiE T4 A 7] 3R 88 B %
K B% 15 i 245,00008 - B B & D HFR
D.A.H.Holdings Limited ([DAHH] ~ KA RI#AE B
AZATNE=RZNHMBAR) 2EAZ=1
M2 R B BT o (EREHEAK L AFRITE
EAR AR (TRFIBITEE]) 2 —31H - AR
R-TZMFEBE T A BITEBER il
ZREFMEAE - B SHREWITER - RAFRN
DAHHF b 2 RSB E D 2 AT/ 37 1R
AZEEDZE+MEN - TF% HZERTR
ERDAHHEE R ARIE S - ARAFERERE
SF 3 BSG Hambrosi It I B % & A EA

E2S o

o

(Expressed in thousands of Hong Kong dollars)

29.

Investments in subsidiaries (Continued)

Except for D.A.H. Hambros Bank (Channel Islands) Limited, Banco

Comercial de Macau, S.A., Macau Insurance Company Limited and Macau

Life Insurance Company Limited and companies incorporated outside

Hong Kong specified above, all other companies operate in Hong Kong.

Except for Dah Sing Banking Group Limited and Dah Sing Bank, Limited

which are public limited companies, all the above companies are private

companies or, if incorporated outside Hong Kong, have substantially the

same characteristics as a Hong Kong incorporated private company.

Note:
(@)

In addition to the ordinary shares issued by DSE Investment Services Limited,
it also has preference shares in issue totalling HK$700.

Pursuant to an agreement entered into between the Company and SG
Hambros Bank and Trust Limited (“SG Hambros”) on 30 December 2002,
the Company granted SG Hambros a put option and SG Hambros granted
the Company a call option over 245,000 shares representing 24.5% of the
issued share capital of D.A.H. Holdings Limited (“DAHH”), (a 56.6% owned
subsidiary of the Company). As part of the reorganisation leading to the
formation of Dah Sing Banking Group Limited (“DSBG”), the Company
subrogated to DSBG in 2004 its rights and obligations under the above
agreement. Upon exercise of the option, the Company’s indirect interest in
DAHH would be increased from 56.6% to 74.9%. David Shou-Yeh Wong,
Hon-Hing Wong and Gary Pak-Ling Wang held common directorships in
DAHH and the Company. David Shou-Yeh Wong, a substantial shareholder
of the Company, and SG Hambros held material interests in the option
agreement.
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30. P IR G E

(Expressed in thousands of Hong Kong dollars)

30. Goodwill and intangible assets

EFB%

BbEH BREE

EHEVEE BNEE Customer

G Contract  Core deposit relationship

[k

AL

[=N"]
£E Group Goodwill intangibles intangibles intangibles Trade name Total
KA Cost
“EEXE-A-AR At 1 January 2006 and

ZEEREtZA=t-H 31 December 2006 950,992 26,499 80,583 69,256 80,927 1,208,257
ZRRE/ES Accumulated impairment/
amortisation
—EZXF-F-H At 1 January 2006 - 2,807 - - - 2,807
ERTH Charge for the year - 9,828 22,684 13,618 = 46,130
ZEERE+TZH=1—H  At31December 2006 - 12,725 22,684 13,618 - 49,027
REE Carrying value
ZZEXE+TZA=1—H  At31December 2006 950,992 13,774 57,899 55,638 80,927 1,159,230
EFHE
BOER BREE
EHENVEE BREE Customer
BE Contract  Core deposit relationship [k &it
5 Group Goodwill intangibles intangibles intangibles Trade name Total
KA Cost
285 -A-H At 1 January 2005 - - = = = =
i Additions 950,992 26,499 80,583 69,256 80,927 1,208,257
“ETRET-A=1—H  At31 December 2005 950,992 26,499 80,583 69,256 80,927 1,208,257
ZBERE/EH Accumulated impairment/amortisation
ZZZR5-A-H At 1 January 2005 - - = = = =
FREH Charge for the year - 2,897 - - - 2,897
ZETRET-A=+—H At 31 December 2005 - 2,897 - - - 2,897
RHE Carrying value
“ZZRFE+-A=1+—H  At31 December 2005 950,992 23,602 80,583 69,256 80,927 1,205,360
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30. PR IR & E o

EERBRZEBVEEREAN  BROEREE
FRREVEESARBERERENTFHEES
“HEZARAFHEE AR ARERERESS
RIS ER BB B RAR AR REREE RS
o

BESEERTREEMEREFDHEERHAL
ReEEBM (REEEEML]) AMERERE
TREE AR Z D

(Expressed in thousands of Hong Kong dollars)

30. Goodwill and intangible assets (Continued)

Intangible assets with finite life including contract intangibles, core deposit
intangible and customer relationship intangibles are amortised over the
their useful life ranging from 5 to 12 years using a diminishing balance
method. Trade name is with indefinite life and is tested annually for

impairment losses. It is carried at cost less accumulated impairment loss.

Goodwill is allocated to the Group’s cash-generating units (“CGU”)
identified according to geographical area of operation and business
segment for impairment losses assessment. A summary of goodwill

allocation is presented below.

—ERREFT-AZT-AR=BEANF+=A=t+-H
As at 31 December 2005 and 31 December 2006

B RAT B ART
Commercial Personal &£ R BB &5t
£H Group Banking Banking Treasury Insurance Total
BB Hong Kong 196,478 122,189 - - 318,667
SR Macau 199,140 260,408 33,475 139,302 632,325
395,618 382,597 33,475 139,302 950,992
= F I EER SR KR 2R EEE (2005 : No impairment loss on goodwill and trade names are identified in the year
) o (2005: Nil).
HEESFERENS -  WHBRBRAEZERE Impairment testing in respect of goodwill is performed annually by

BEMEECREEESEMAIOKESHE - ZtHEE
REEEEREABMR RESSHIEZTERR
e RRABBEE=F  REUARHPFHERX
BAZHENZEERSF  AUERREENER
FUREXENRER ° AEBZIFTRERTIER
REBERERTERSREELEN 2 2B XK
BRI ERKRAINEFHE - ROTEBRESESL
B 2R ERB10.8%MRBEKRCEL B
ZIT R EIZ11.3% °

ESREBFETZREAA TN ERA2REAREBR
SZBAIEFETE - RITEBAB D Z =R
REBAB D 2 REMZTBE ZTEAA © %
TEEBEE=—F  REURBFEREFSZA
HAZEERSF  AUEIERXBEANERFUES
KEMIBER - FTEAZITBREEERAEE R
Eﬁﬁ B2 BEARBANETIE - ZITHER
ETZEBENMAT10%E12% 2 H

comparing the recoverable amount of CGU determined based on value in
use calculation. The calculations use cash flow projections prepared by
the Senior Management and approved by the Board covering a three-
year period and extrapolated into five years using estimated long term
growth rate of 5% per annum and in perpetuity with zero growth rate after
fifth year. The discount rate used is based on the Group’s and its Banking
Group’s weighted average cost of capital depending of type of businesses
carried out by the CGU, which are 10.8% for CGUs under banking

business and 11.3% for CGU under insurance business.

For trade name, impairment testing is performed annually using pre-tax
royalty rates of 3% for banking business and 2% for insurance business
with reference to similar business services transactions, and projected
revenue in the approved budget covering a three-year period and
extrapolated into five years using estimated long term growth rate of 5%
and in perpetuity with zero growth rate after fifth year. The discount rate in
the range of 10% to 12% used is based on the Group’s and its Banking
Group’s weighted average cost of capital depending of type of businesses

carried out.
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(Expressed in thousands of Hong Kong dollars)

31. Premises and other fixed assets

B RERAE

Furniture,

TE  equipment and a5t
= Group Premises motor vehicles Total
BE-_ZZHF Year ended 31 December 2005

+-A=+—HLEEFE
FREFE Opening net book amount 560,593 117,562 678,155
*rig Additions = 27,406 27,406
Ui B B J&8 1 7 Assets brought in through acquisitions of

S 2 & E subsidiaries 280,185 26,019 306,204
BHHEE Revaluation surplus 442,026 - 442,026
s Disposals = (330) (330)
FEX M (ME12) Depreciation charge (Note 12) (15,354) (48,415) (63,769)
FRIEEFE Closing net book amount 1,267,450 122,242 1,389,692
—EFERFE+=-HA=+—H At31December 2005
A /MEE Cost/valuation 1,267,450 287,603 1,555,053
2HEFE Accumulated depreciation - (165,361) (165,361)
AREFEE Net book amount 1,267,450 122,242 1,389,692
BE-_ZEXRE Year ended 31 December 2006

+T-A=+—HLEE
FYIEREFE Opening net book amount 1,267,450 122,242 1,389,692
Hrig Additions - 40,855 40,855
EiHEE Revaluation surplus 111,749 - 111,749
e Disposals - (1,745) (1,745)
BN Reclassification 142,701 - 142,701
wESE (ME12) Depreciation charge (Note 12) (35,760) (50,001) (85,761)
FREEEZFE Closing net book amount 1,486,140 111,351 1,597,491
—EZXNFE+=-A=+—H At31December 2006
A /AEE Cost/valuation 1,486,140 249,411 1,735,551
2EFE Accumulated depreciation - (138,060) (138,060)
AREFEE Net book amount

1,486,140

111,351

1,597,491
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31. 477 M HA E E B E @)

REBTESRHZHER_ZEREF+T A=+
— BT o WAHME R B BRI SR AT (B
BIBERAR MURBERTREZYE) RE—
K& #E (FR) BRAR GLINREPIZ M)
BARMIBEEEEET

HITERBERAEZLEINR - ESBAT ¢

(Expressed in thousands of Hong Kong dollars)

31. Premises and other fixed assets (Continued)

The Group’s premises were last revalued at 31 December 2006. Valuations
were made on the basis of open market value by independent,
professionally qualified valuers (1) Knight Frank Hong Kong Limited in
respect of properties in Hong Kong and China, and (2) Savills (Hong Kong)

Limited in respect of properties in Macau.

If premises were stated on the historical cost basis, the amounts would be

as follows:
—EEXRE —TTHF
£8 Group 2006 2005
B AR Cost 1,044,131 913,275
2EFE Accumulated depreciation (162,006) (124,613)
BREFE Net book amount 882,125 788,662

NEEER_ZBRF+T_A=+—B2RAK
fEEDHTAT

The analysis of the cost or valuation at 31 December 2006 of the above assets

is as follows:

B RERSE

TE Furniture,

Bank  equipment and a5t
= Group premises motor vehicles Total
RS At cost - 249,411 249,411
BEE - —ETF At valuation — 2006 1,486,140 - 1,486,140

NEEER-_ZZRF+_A=+—H2HAK
EHEIFMT

1,486,140 249,411 1,735,551

The analysis of the cost or valuation at 31 December 2005 of the above

assets is as follows:

B RERSE

TE Furniture,

Bank  equipment and &5t
= Group premises motor vehicles Total
LR At cost - 287,603 287,603
BiGHE - —TTREF At valuation — 2005 1,267,450 - 1,267,450

1,267,450 287,603 1,565,053
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31. 477 M HA E E B E @)

(Expressed in thousands of Hong Kong dollars)

31. Premises and other fixed assets (Continued)

TEZEEFERE The net book value of premises comprises:
ZEEXRFE _—ZTThF
b3 Group 2006 2005
HE Leaseholds
EBRAERAEZHHEE Held in Hong Kong on medium-term
(E+EZR+F2MHE) lease (between 10-50 years) 1,190,520 986,569
EBBAIINFE 2R HEE Held outside Hong Kong on medium-
(E+ZR+52H) term lease (between 10-50 years) 295,620 280,881
1,486,140 1,267,450
32. EWE 32. Investment properties
—EERFE _—ZTThHE
&= Group 2006 2005
T FFA) Beginning of the year 362,690 263,681
i Additions 234,401 -
BHMOHE Reclassification (142,701) =
BRWEMNBARECEE Assets brought-in through acquisition
of subsidiaries - 15,921
N FEWRE/E (R E [ 5 Fair value gains/deficit write-back on
revaluation 30,075 83,088
EFER End of the year 484,465 362,690

REERENESH ZHER_FEF+=-A
=+—HET - FHERBL BRI RIBA
T (B BERAT LR EERTE M) &
F-RFEAET RINRPIZYMER) BAFETS
BEEEELET -

The Group’s investment properties were last revalued at 31 December

2006. Valuations were made on the basis of open market value by

independent, professionally qualified valuers (1) Knight Frank Hong Kong

Limited in respect of properties in Hong Kong and China, and (2) Savills

(Hong Kong) Limited in respect of properties in Macau.

900z Hoday fenuuy
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32. WEWE @)

(Expressed in thousands of Hong Kong dollars)

32. Investment properties (Continued)

WEYHE 2 REFERRE The net book value of investment properties comprises:
ZEEXRFE _—ZTThF
b3 Group 2006 2005
HE Leaseholds
EBRAERAEZHHEE Held in Hong Kong on medium-term
(E+EZR+F2MHE) lease (between 10-50 years) 438,833 346,151
EBBAIINFE 2R HEE Held outside Hong Kong on medium-
(E+ZR+52H) term lease (between 10-50 years) 45,632 16,539
484,465 362,690

33. RMITFRED A MR EEE

33. Value of in-force long-term life assurance business

—BBARF —TTHEHF
£E Group 2006 2005
—H—H At 1 January 745,896 663,793
FHiRW RS A R 2 1500 Avrising from acquisition of subsidiaries - 6,855
FRFIRE S| Bz 180 Additions from current year new business 75,303 83,479
SREBERREZE Movement from in-force business 7,748 21,214
HAh Others (18,169) (29,445)
+=-—A=+—8” At 31 December 810,778 745,896
34. HMERE 34. Other assets
—EEXRE —TITRHEF
£E Group 2006 2005
DIREE Reinsurance assets 141,713 77,167
FEUGRIB R FEfTIE B Accounts receivable and prepayments 379,442 247,357
FEEHFIE Accrued income 717,793 605,281
Hfth, Others 387,573 246,388
1,626,521 1,176,193
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35. FrfEEEHEN AR

4

I \ Ootcs to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

35. Trading liabilities

—EERE ZZTTHHF

£E Group 2006 2005
MTEEERERBEEES Short sales of treasury bills and

treasury notes 6,526,233 6,311,309

36. %€ LAA-F(EFHE B HE B EA

36. Deposits from customers designated at fair value

18 7 19 % 5 A7 3K through profit or loss
—EERE Z—ZTERF
£ Group 2006 2005
HEEMETR Structured deposits 3,224,673 1,739,075
Hh Others 168,375 165,205
3,393,048 1,904,280

FESEFIINZ BB AR T ETE B ELEFHET
FIBRZEPTFERZATEZE 22/ o K
SEELEPFREHREE D RN R A
%2 BRI A 5218,000,0008 T (ZZEZ A
4 1 246,000,000/ 7C) °

37. B

The change in the fair value of deposits from customers designated at fair

value through profit or loss not attributable to changes in interest rate is

minimal. The amount that the Group would be contractually required to

pay at maturity to the holders of these deposits is HK$218 million (2005:

HK$246 million) higher than the above carrying amount.

37. Deposits from customers

—EERE —TTREF
b3 Group 2006 2005
AR R AR Demand deposits and current accounts 6,972,502 4,744,941
HEFER Savings deposits 8,530,676 7,357,225
TEH - B KRR TR Time, call and notice deposits 48,092,753 44,091,743
HFm Other deposits - 8,503

63,595,931 56,202,412

900z Hoday fenuuy
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38. B EATHIAF BRE

(Expressed in thousands of Hong Kong dollars)

38. Certificates of deposit issued

—EEAE —ZTTRHEF

£ Group 2006 2005
EENAFEFEBEEZFHT AR Designated at fair value through profit

or loss 5,549,938 4,525,120

big: . 374D At amortised cost 3,218,534 3,188,177

8,768,472 7,718,297

FREE SN AEHIAQNFEE B L2 85t
ABH 2 BBRITHEREZ AT EES 2 F 2K
N REBEWFEAREBR RS NWEMNNSE
& PA_EFT5I 2 BRTE{E = 14,000,000 T (ZZZTH
4 : 118,000,000 7T) °

39. CEATHIfEHS RS

&M

The change in the fair value of certificates of deposit issued and designated
at fair value through profit or loss not attributable to changes in interest
rate is minimal. The amount that the Group would be contractually required
to pay at maturity to the holders of these certificates of deposit is HK$14
million (2005: HK$118 million) higher than the above carrying amount.

39. Issued debt securities

—EERE —ITTHF
Group 2006 2005

RH R

RZEERNFTZA=+—BAZERITEEES
MEBFEARMRITER DT ([RKHFRT) 22 E
B & /A & Dah Sing MTN Financing Limitedi& & X
IRIT 2 BN TSP IR IERT 8 - R T M4
TZA—BETUEERER G LMz —ER
FEELEEBR—EBRTEETLZIEREREL
ZR([ZER]) - ZZBHRTRITER - AE
B REIBEA-SENF+=_A—H X
PR AR B AR ERATHE AT B R 42 B 2o HR o R )% 5
Ao

FREE LSNz AEHIAR T EE B L2 B
ABRZ BEBITHNERES 2 A EE s F &
BN o REBE I EBEFEHRIZE BN
SRR AT 2 BRE{E 584,000,000/ 7T (ZF
T A4 : 39,000,000/ 7T) °

Designated at fair value through

profit or loss 1,132,882 1,123,830
At amortised cost 1,166,692 1,163,265
2,299,574 2,287,095

Issued debt securities outstanding as at 31 December 2006 represented
the US$150 million fixed rate and the US$150 million floating rate Senior
Guaranteed Notes (the “Notes”) issued by Dah Sing MTN Financing
Limited, a wholly-owned subsidiary of Dah Sing Bank, Limited (‘DSB”), on
1 December 2004 under DSB’s Euro Medium Term Note Programme
which are listed on the Luxembourg Stock Exchange. The Notes are
guaranteed by DSB, unsecured, and have a final maturity on 1 December
2009. Through interest rate swap arrangements entered into by DSB, the

cost of the fixed rate Notes is determined on floating rate basis.

The change in the fair value of issued debt securities designated at fair
value not attributable to changes in interest rate is minimal. The amount
that the Group would be contractually required to pay at maturity to the
holders of these issued debt securities is HK$34 million (2005: HK$39

million) higher than the above carrying amount.
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(Expressed in thousands of Hong Kong dollars)

40. RIBEHS 40. Subordinated notes
—EBEERE _—ZTTHF
£H Group 2006 2005
125,000,000 L F B7.5% 0N = ——F US$125,000,000 7.5% Subordinated
F AR ERE (MR Bonds due 2011 (Note (a)) - 975,689
150,000,000 N —ZE —HF US$150,000,000 Subordinated
I HRE B ERR (M l) Floating Rate Notes due 2015 (Note (b)) 1,166,693 1,163,265
150,000,000 T = — 4 US$150,000,000 Subordinated
FHRE BB EER (ER) Fixed Rate Notes due 2017 (Note (c)) 1,146,742 1,151,388
150,000,000F TR = F — /R F US$150,000,000 Subordinated
FHARE BB EER (aET) Floating Rate Notes due 2016 (Note (d)) 1,166,692 =
3,480,127 3,290,342
EENAFEFEBEEZFHT AR Designated at fair value through profit
or loss 1,146,742 2,127,077
R RPN At amortised cost 2,333,385 1,163,265
3,480,127 3,290,342
MeE - Note:
(B) ARFBITRZZEEAF=ZA-TNLBLESEH (@  On 29 March 2006, DSB exercised its call option to early redeem in full this
TRMEER([BERER] BEIMER  1THEE US$125,000,000 7.5% Subordinated Bonds after obtaining the prior
B8 A M2 B R i [E1125,000,000% T F £.7.5% approval of the Hong Kong Monetary Authority (‘HKMA”).
HBERER -
(Z) WIHAFHRTNR-_ZEZERFEFMA-—+HLBEITZ (b) This represents US$150,000,000 Subordinated Floating Rate Notes

150,000,000 T 7£ B FR B A2 5 B £ W 45 R 5E
RRERNZSEREER (EH]) - WEER
R —E—RERAANBEH - RIZHEERA
—T-ZHFRANE - ARTAEHRENESR
B WEFSZHSR=(EAHETRITRERS
MA+2F - UB=@EABT—K - & &
BAREEREUEEERED  TANFEEETA
—EAARELRITRAEREM—BSTHF - &
BEEBSERBEEAIME  RFRITAIREERNE
BEANANBEAANETEERBRRA GES
) &R ©

qualifying as Tier 2 capital of DSB issued on 29 April 2005 (the “Notes”),
which are listed on the Luxembourg Stock Exchange. The Notes will mature
on 6 May 2015 with an optional redemption date falling on 6 May 2010.
Interest rate for the Notes is set on a quarterly basis based on 3-month
LIBOR plus 60 basis points from the issue date to the optional redemption
date. Thereafter, if the Notes are not redeemed, the interest rate will reset
and the Notes will bear interest at 3 month LIBOR plus 160 basis points.
DSB may, subject to receiving the prior approval of the HKMA, redeem the
Notes in whole but not in part, at par either on the optional redemption date
or for taxation reasons on interest payment date.

900z Hoday fenuuy
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40. BEEF

i : ()

(R) WDARHRITR_ZFZERFNATNBETZ
150,000,0005E 7T B.5.451 %IEERER FFT E
MIWAER—MERNE S REER ([E
B’ o  WEBBER-_FT—LFNATNBE
B ERpUtEERR_T——FN\ATNB -H
BOTREHREUEER FEAAHMNA—
B BFEME—R - R MEBREEENE
REAMD - EROFESEITAERAFHR
BEEEASXN_B_tHT HESEER
ERBELHAE - RIRITANREEREE A RE
HEEBAREEERDAE GED) &% - X
HIRTTIRE S — BRRIRTTRI LA R I= & KR
T Bl E 7 SR A ASS TR 1T R £ 7 B AR
HEEF IR -

(T) W ARHFBITR=_ZTZAFAA-_BETZ
150,000,0003% 7T 1E # A3 32 5 P b= i1 3 4% 57 5
RIRERNZ S EEERS (EH]) - WEER
BR-_E—NENAZREH - RIEUHEER A
—T——HA=H - - ARTAEHRENRE
B WEFZHSR=EAHETRITRZERS
ME+REF  WE=EAET K- Ei% - fin
EHAREREEEEARE  FROFNESER]
A=EABETRITRAERSM—B2T - 5
BEBSERBEEIE - KFBTAIEZEE
BHSAREEHNEEEEERMRE GEXD)
B

FREE SN2 AEH AR TFEE B L2 85t
ABHEMBEBREZATEEH ZFER) - K
SEEIEERGIHRIEZE QBN S BRI
ATz 2 AF{ER20,000,0008 7T (ZTEH
4 : 5,000,000/ 7C) °

(Expressed in thousands of Hong Kong dollars)

40.

Subordinated notes (Continued)

Note: (Continued)

(©

This represents US$150,000,000 5.451% Subordinated Fixed Rate Notes
qualifying as Tier 2 capital of DSB issued on 18 August 2005 (the “Notes”),
which are listed on the Luxembourg Stock Exchange. The Notes will mature
on 18 August 2017 with an optional redemption date falling on 18 August
2012. Interest at 5.451% is payable semi annually from the issue date to the
optional redemption date. Thereafter, if the Notes are not redeemed, the
interest rate will be reset and the Notes will bear interest at the then prevailing
5-year US Treasury rate plus 220 basis points. DSB may, subject to receiving
the prior approval of the HKMA, redeem the Notes in whole but not in part,
at par either on the optional redemption date or for taxation reasons on
interest payment date. An interest rate swap contract to swap the fixed rate
payment liability of the Notes to floating interest rate based on LIBOR has
been entered into with an international bank.

This represents US$150,000,000 Subordinated Floating Rate Notes
qualifying as Tier 2 capital of DSB issued on 2 June 2006 (the “Notes”),
which are listed on the Singapore Stock Exchange Securities Trading Limited.
The Notes will mature on 3 June 2016 with an optional redemption date
falling on 3 June 2011. Interest rate for the Notes is set on a quarterly basis
based on 3-month LIBOR plus 75 basis points from the issue date to the
optional redemption date. Thereafter, if the Notes are not redeemed, the
interest rate will reset and the Notes in whole but not in part, will bear interest
at 3-month LIBOR plus 100 basis points. DSB may, subject to receiving the
prior approval of the HKMA, redeem the Notes in whole but not in part, at
par either on the optional redemption date or for taxation reasons on interest
payment date.

The change in the fair value of subordinated notes designated at fair value

through profit or loss not attributable to changes in interest rate is minimal.

The amount that the Group would be contractually required to pay at

maturity to the holders of these subordinated notes is HK$20 million (2005:

HK$5

million) higher than the above carrying amount.

41. HAMEEH & e 41. Other accounts and accruals

—¥EAE —TTEF
-3 Group 2006 2005
REeNZEMEE Other liabilities under insurance contracts 697,049 527,083
HAl Other 3,354,108 1,670,163

4,051,157 2,197,246
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(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)

41, HABRE XEE @

41. Other accounts and accruals (Continued)

REBREHNZEMBEITEOT ¢ Other liabilities under insurance contracts are analysed below:
—EERE
2006
2R E
s Reinsurers’ FH
= Group Gross Share Net
— B AR B General Insurance
AERE 2 (R B FE Unearned premium reserve 129,502 (92,431) 37,071
BEE2HCRE Notified claims 93,520 (44,266) 49,254
BEAMNERERZRE Claims incurred but not reported 3,012 (1,124) 1,888
oA 368 HA 2 e % 4 Unexpired risk reserve 1,146 1,206 2,352
227,180 (136,615) 90,565

= Life
RELEH S Policy provisions 469,869 (2,657) 467,212
a5t Total 697,049 (139,272) 557,777
— B AR B General Insurance
RmHIRERE Unearned premium reserve
—H—H At 1 January 75,261 (46,945) 28,316
REWA Written premiums 245,321 (177,867) 67,454
BRI Z RE Earned premiums (191,080) 132,381 (58,699)
+—-HA=+—H At 31 December 129,502 (92,431) 37,071 § ,_\U,

_ 'eSohe S e el _ ohu B

C
EERKERMER Notified and incurred but not reported 2 %’
oy
EHEE R claims, and unexpired risk reserve K ":1
KRB H R b % 5 e

EEHRIRE Notified claims 59,370 (25,150) 34,220 S §
EANERERZRE Claims incurred but not reported 2,205 (1,124) 1,081 S
7 18 HA 2 B 1% 1 Unexpired risk reserve 2,214 (1,330) 884 T

_ Se’® SR Lt -
—HA—H At 1 January 63,789 (27,604) 36,185 %
EXNRE Claims paid (36,114) 10,238 (25,876) gl
BN RE Claims incurred 70,003 (26,818) 43,185 C

ey _ B i 3
+=A=+—~ At 81 December 97,678 (44,184) 53,494 g
EEHRIRE Notified claims 93,520 (44,266) 49,254
EERMNERERIRE Claims incurred but not reported 3,012 (1,124) 1,888
7 18 HA 2 B 1% 1 Unexpired risk reserve 1,146 1,206 2,352

97,678 (44,184) 53,494

=k Life
REEES Policy provisions
—A—H At 1 January 388,033 (2,430) 385,603
EXNRE Claims paid (167,509) 4,665 (162,844)
EEINES Claims incurred 249,345 (4,892) 244,453
+=—HBA=+—8© At 31 December 469,869 (2,657) 467,212
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41, HMHEEH X EE @

(Expressed in thousands of Hong Kong dollars)

41. Other accounts and accruals (Continued)

—EERF
2005
DRI EE
B Reinsurers’ ikl
£H Group Gross Share Net
—MRAR B2 General Insurance
A ERER 2 (R E [ Unearned premium reserve 75,261 (46,945) 28,316
EEHRIRE Notified claims 59,370 (25,150) 34,220
EENEREHRZRE Claims incurred but not reported 2,205 (1,124) 1,081
R 38 HA 2% ok 4 Unexpired risk reserve 2,214 (1,330) 884
139,050 (74,549) 64,501
=he Life
REEHFES Policy provisions 388,033 (2,430) 385,603
A&F Total 527,083 (76,979) 450,104
— AR General Insurance
RmERE B Unearned premium reserve
—HA—H At 1 January 12,396 (303) 12,093
FBUEEMTE AR ML Arising from acquisition of subsidiaries 65,877 (49,421) 16,456
REIWA Written premiums 30,235 (7,729) 22,506
ERBRZRE Earned premiums (33,247) 10,508 (22,739)
+=A=+—¢© At 31 December 75,261 (46,945) 28,316
BEEHREEAMER Notified and incurred but not reported
EFRZRE K claims, and unexpired risk reserve
o 38 B 2 B e 4
BEEHRoRE Notified claims 19,105 (11,5083) 7,602
BEEAMNERZERZRE Claims incurred but not reported 4,049 (1,896) 2,153
—A—H At 1 January 23,154 (13,399) 9,755
FBUBEM B AR ME I Arising from acquisition of subsidiaries 42,312 (15,191) 27,121
EXNRE Claims paid (10,241) 1,749 (8,492)
BEAMNRE Claims incurred 8,564 (763) 7,801
+=—A=+—8© At 31 December 63,789 (27,604) 36,185
BEE2HCRE Notified claims 59,370 (25,150) 34,220
BEEAMNERERZRE Claims incurred but not reported 2,205 (1,124) 1,081
oA 368 HA 2 e % 4 Unexpired risk reserve 2,214 (1,330) 884
63,789 (27,604) 36,185
=he Life
REEFE Policy provisions
—H—H At 1 January 298,790 (943) 297,847
BBWENRB AR ML  Arsing from acquisition of subsidiaries 1,057 (834) 223
EXfRE Claims paid (89,788) 2,342 (87,446)
BEERNRE Claims incurred 177,974 (2,995) 174,979
+=—HA=+—H At 31 December (2,430)

388,033

385,603
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(Expressed in thousands of Hong Kong dollars)

42. Liabilities to policyholders under insurance

contracts
—BEAE —TTEF
5 Group 2006 2005
HESRAENWREFEAZARKREBELTE Gross future liabilities to policyholders
under life insurance contracts 2,286,088 1,662,935
DIR{DEE Reinsurers’ share (2,441) (188)
HERGHORERBAZRREEFE Net future liabilities to policyholders
under life insurance contracts 2,283,647 1,662,747

FREBHERA OREHEAZARA @S
&) :

The movement in future liabilities to policyholders under life insurance

contracts is summarised as below:

—ETRE Z—ZTTHF
£ Group 2006 2005
—HA—8 At 1 January 1,662,747 815,336
7 8 U B BT B A ) i 282 N Arising from acquisition of subsidiaries - 402,553
EEM 2 RE Claims incurred 620,900 444,858
+=—A=+—8 At 31 December 2,283,647 1,662,747
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43. IRAEFLIA

EEFELEERBENEHIAEAGEENTE
$7 85 BN AT 18 & 2 AN BN EA T TH B & Ay IR IE A 1S
TRE R — RS AR AT TT - 2 &
BT

(Expressed in thousands of Hong Kong dollars)

43. Deferred income tax

Deferred income tax assets and liabilities are offset when there is a legally

enforceable right to offset current income tax assets against current

income tax liabilities and when the deferred income taxes relate to the

same fiscal authority. The offset amounts are as follows:

—EERE —ITTHF
& Group 2006 2005
EEFRIBEEE Deferred income tax assets: 3,377 7,692
BERIEBE Deferred income tax liabilities: (144,256) (104,334)
—EERE —ITTHF
& Group 2006 2005
BERIEE E Deferred income tax assets:
— AIE+ZEABKE ZELERIEEE — Deferred income tax assets to be
recovered after more than 12 months 24,037 47,391
BEEFHIBEE Deferred income tax liabilities:
- EET_EAAREBEZELCHIEARE - Deferred income tax liabilities to be
settled after more than 12 months (164,740) (143,833)
- BETZEAARNEBEEZEERESE — Deferred income tax liabilities to be
settled within 12 months (176) (200)
(164,916) (144,033)
BB BAZEZHOT ¢ The gross movement on the deferred income tax account is as follows:
—EEXE —TTHE
£H Group 2006 2005
—H—H At 1 January (96,642) (2,556)
SRR E S 2 FPRE Opening adjustment arising from changes
in the accounting policies - (83,315)
g B BT BB 2 A Acquisition of subsidiaries = 4,642
KU R AR IE S 1 (HT5E17) Tax charged to the income statement
(Note 17) (35,815) (17,067)
RERERATIES B Tax charged to equity (8,422) (48,346)
+=-A=+—8 At 31 December (140,879) (96,642)
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(AEEEF ThIFIR) (Expressed in thousands of Hong Kong dollars)

43. EICHLIH (50) 43. Deferred income tax (Continued)
BEFEEERBBERAFEZEE - TER The movement in deferred income tax assets and liabilities during the year,
HERBEEERE TR ERAT without taking into consideration the offsetting of balances within the same

tax jurisdiction, is as follows:

ELERIEEE Deferred income tax liabilities:
MERBHE REMEER
Accelerated ~ fTEEfE Investment  REEf
Ef tax  Premises  properties Investment Hth &it
&8 Group Provisions depreciation  revaluation revaluation  revaluation Others Total
—EZRE-A-A At 1 January 2005 - 3,917 57,810 - 12,944 - 74,671
WERBAF Acquisition of subsidiaries 2,940 - - - - 177 3,117
REEEAT Charged to the income statement - 17,876 - - - 23 17,899
RERERAZ L/ (E#) Charged/(credited) to equity - - 59,152 - (10,806) - 48,346
Z22RETAZT-HR At 31 December 2005 and
“EERE-A-H 1 January 2006 2,940 21,793 116,962 - 2,138 200 144,033
RREEA 1/ (B Charged/ (credlted) to the income statement 555 (6,206) - 18,136 - (24) 12,461
REEEAT L/ (2 #) Charged/(credited) to equity - - 10,209 - (1787) - 8,422
“EERETZRZT-R At 31 December 2006 3,495 15,587 127,171 18,136 351 176 164916
EERIFEE ! Deferred income tax assets:
AERER
Impairment  MEHRBITE
allowances Accelerated
and tax HEERE 2ty &t
] Group provisions depreciation Tax losses Others Total
—EER¥-A—-H At 1 January 2005 27,647 - 10,346 807 38,800
WeEE R B A Al Acquisition of subsidiaries 7,205 554 - - 7,759
Ra B AR/ (i) Credited/(charged) to the
income statement 4,430 125 (2,970) (753) 832
“ZZREF+-A=1+—-HK At31December 2005 and
—EExE-A-H 1 January 2006 39,282 679 7,376 54 47,391
PR AR/ () Credited/ (charged) to the
income statement 24,113 2 (4,315) 5,072 (23,354)

“ZZXRE+-HA=1—H  At31 December 2006 15,169 681 3,061 5,126 24,037

900z Hoday fenuuy
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43. IRAEFLIA ()

T Ty F AR R R A G ) /2B IA

(Expressed in thousands of Hong Kong dollars)

43. Deferred income tax (Continued)

The deferred income tax (charged)/credited to equity during the year is as

follows:
—EEAE —ZTTRHEF
-3 Group 2006 2005
PR RERS 2 AT ARG Fair value reserves in shareholders’ equity:
— 1TE — premises (10,209) (59,152)
— A EFES — available-for-sale securities 1,787 10,806
(8,422) (48,346)

44, EBE AT Z R

BEABRAREBREARR—RHNBARZ

RERFTIMT

44. Balances with Group companies

Included in the following balance sheet caption are balances with a

subsidiary of the Company detailed as follows:

SEEAF  —ZTHF
Company 2006 2005

45. SRR KOoRYE
(H) BRI
R E AR B Nk BER Y EARENT -

%8

Bank balances 7,893 21,833

45. Contingent liabilities and commitments
(a) Capital commitments
Capital expenditure at the balance sheet date but not yet incurred is as

follows:

—®®AE C—TTAF
Group 2006 2005

ERNERBER ZFHX

Expenditure contracted but not
provided for 60,441 34,931
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45. BUR A LORYE @ 45. Contingent liabilities and commitments (Continued)
(Z) 15 BRIE (b) Credit commitments
AEEEEABRINEKERBETREPEECCR The contract and credit risk weighted amounts of the Group’s off-balance
TEAHANcBEREEERRIMESENAT sheet financial instruments that commit it to extend credit to customers

are as follows:

EHEE
Contract amount
—EEARFE _—ZTTAE
&= Group 2006 2005
HEEFERE R Direct credit substitutes 1,628,553 2,420,934
R SEE kAR E Transaction related contingencies 4,576 26,872
T S kAR Trade-related contingencies 1,066,214 951,964
HMAE - HRAHRA : Other commitments with an original
maturity of:
— DR —F A EREUR — under 1 year or which are 171
unconditionally cancellable 32,429,019 26,872,921
— —FRHUE — 1 year and over 699,389 592,304 >0
EHFR Forward forward deposits placed 1,923,185 1,008,592 g %
o3
37,750,936 31,871,587 _(.; 21
3
EERBMNESE S
Credit risk weighted -
amount g
—BEAE _—TTAAF @
% Group 2006 2005 5
g

HRE B A IE Contingent liabilities and commitments 2,287,097 2,117,560
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(Expressed in thousands of Hong Kong dollars)

45. Contingent liabilities and commitments (Continued)
(c) Assets pledged

Assets pledged as collateral with the Hong Kong Monetary Authority and

with unrelated financial institutions under repurchase agreements are as

follows:
ZBEAE _"TTHF
£E Group 2006 2005
BIEEERZ 2 F % (M15E22) Trading securities (Note 22) 4,658,512 4,491,883
A & 7 5 (F15E25) Available-for-sale securities (Note 25) 2,305,420 1,824,988
6,963,932 6,316,871

(1) AEEHERSE

IASEREEA - RAFABUEZ MELERE
MR ARRBSN 2 RAEBONREEMT

(d)  Operating lease commitments

Where a Group company is the lessee, the future minimum lease payments

under non-cancellable building operating leases are as follows:

—RBXE -TTHA

£H Group 2006 2005
—F AR Not later than 1 year 66,441 42,686
—FBERSF Later than 1 year and not later than 5 years 99,631 70,572

166,072 113,258

IARKESHEA  BTUEE 2 MELLEHEE
MR ARRBSZN 2 RAEBONRAEMT

Where a Group company is the lessor, the future minimum lease payments

under non-cancellable building operating leases are as follows:

—®RXE —TTEF

e Group 2006 2005
—F LA Not later than 1 year 11,233 13,616
—FURBRERF Later than 1 year and not later than 5 years 7,120 11,503

18,353 25,119




S5 R B R

(AB®E T L3 7R)

(Expressed in thousands of Hong Kong dollars)

I \ Ootcs to the Financial Statements

46. A 46. Share capital
—EEXRE —TITRHEF
2006 2005
EERA Authorised:
300,000,000/% L@ % - FRREE2 T 300,000,000 ordinary shares of
HK$2 each 600,000 600,000
—EEXRE —TERF
2006 2005
B [N e %N
ERTREBERE : Issued and fully paid: Number of Share Number of Share
TER SREE28T Ordinary shares of HK$2 each shares Capital shares Capital
—H—H At 1 January 250,088,234 500,176 248,609,258 497,219
FRBEITHEER Issue of ordinary shares in lieu of
LA BT AR 8 dividends during the year - - 1,478,976 2,957
+=-—A=+—H At 31 December 250,088,234 500,176 250,088,234 500,176

BR-_ZTHFMA -+ /\BREEZFTRK
T B ([RRIRETE) - BEZRAREEET
LAZR » 3013 (ZZZ R : 2517) A 3R38%2,650,000
B (ZZEZRHE : 2,150,0000%) SR EE2HE T2
AARRDZREE ERTFTHBHESREED
BRITHRAS »

AERBEFRBRTRABL S 2 RREDA
AFRHBARBT

Pursuant to the new Share Option Scheme (the “Scheme”) approved by
the shareholders on 28 April 2005, 30 (2005: 25) options to subscribe for
2,650,000 (2005: 2,150,000) shares of HK$2 each of the Company had

been granted to certain directors and senior executives of the Group since

the inception of the Scheme.

Movements in the number of the Company’s shares in the share options

held by directors and senior executives during the year are as follows:

BIRER R D EE
Number of shares in the options

—EERE —ETTHF
2006 2005
—H—H At 1 January 2,150,000 2,650,000
EXFART Granted in the year 500,000 2,150,000
EARFERNEVE Lapsed in the year - (2,450,000)
ERFERNITHE Exercised in the year - (200,000)
+=-BA=+—8 At 31 December 2,650,000 2,150,000
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46. LA @)

(Expressed in thousands of Hong Kong dollars)

46. Share capital (Continued)

RERE T Z A RIHE A Z RS TR All options granted during the year were at a consideration of HK$1.00
BRE TR _ZEF+_A=+—HKE per option and remain outstanding as at 31 December 2006. Particulars
11 - RAFRRT 2 RBRENERFIIAT : of the share options granted in the year are as follows:
ARETRAHE
fifeE ARELE Number of shares
T Exercise period Exercise price Number of options in the options
“EERE ZTERF ZEERE CETRE CEERE CE%RE
2006 2005 2006 2005 2006 2005
HK$ HK$
“EEREN\AZTRAZECE-—FNASTRER 25 August 2006 to 25 August 2011 51.71 5 430,000
“EELENACTRAZECE—ENAZTHA 25 August 2007 to 25 August 2011 51.71 5 430,000
ZEELENALH i_gf_ﬁhﬂ +A 7 September 2007 to 7 September 2012 67.8 1 100,000
“EEN\ENAZTRAZEZE-—FNAZTEAR 25 August 2008 to 25 August 2011 51.71 5 430,000
“EE\ENAtREZE-ZHNALA 7 September 2008 to 7 September 2012 67.8 1 100,000
“EEAEN\AZTRAZZE-—FNAZTRA 25 August 2009 to 25 August 2011 51.71 5 430,000
“EENFNAtAE-E-—FNRtA 7 September 2009 to 7 September 2012 67.8 1 100,000
Z-SE\AZTRAE-E——F\AZTHA 25 August 2010 to 25 August 2011 51.71 5 430,000
3 SENALRAE-Z-ZENALA 7 September 2010 to 7 September 2012 67.8 1 100,000
S——FNAtRE-E-—FNALA 7 September 2011 o 7 September 2012 67.8 1 100,000
5 25 500,000 2,150,000

RAFERBHZ BAIAEFINWT

Particulars of the share options lapsed during the year are as follows:

AREHRAHE
B ARELE Nurmber of shares
TS Exercise period Exercise price Number of options in the options
“EERE CZTRF ZBBRE TR CBERE CETIf
2006 2005 2006 2005 2006 2005
HK$ HKS
“EERENAZTHECEENENAZT=H 23 August 2005 to 23 August 2009 - 54.25 - 1 - 60,000
“ERRET-AZTRAZIE-TET-AZTRA 25 November 2005 to 25 November 2010 - 64.00 - 5 - 430,000
“EENFN\AZT=AZZENENAZTZH 23 August 2006 to 23 August 2009 - 54.25 - 1 - 60,000
“EENET-AZTRAE-E-FET-BTRA 25 November 2006 to 25 November 2010 - 64.00 - 5 - 430,000
ZERtENAZT=AEEENEN\AZT=H 23 August 2007 to 23 August 2009 - 54.25 - 1 - 60,000
“ERLFT-ACTRAZZE-SET-AZFRA 25 November 2007 to 25 November 2010 - 64.00 - 5 - 430,000
“EE\ENAZTZHECEENENAZT=H 23 August 2008 to 23 August 2009 - 54.25 - 1 - 60,000
“EEN\ET-AZTRAZZE-TET-AZTRA 25 November 2008 to 25 November 2010 - 64.00 - 5 - 430,000
“ERNENAZT=AZZ-ZF\f=1=H 23 August 2009 to 23 August 2010 - 54,25 - 1 - 60,000
“EENET-A-TRAZ-E-FET-BTHA 25 November 2009 o 25 November 2010 - 64.00 - 5 - 430,000

- 30 - 2,450,000
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46. A (40 46. Share capital (Continued)
RERNEITE 2 RREFINAT Particulars of the share options exercised during the year are as follows:
ARETRAHE
TR AREHE Number of shares
s Exercise period Exercise price Number of options in the options
ZEEXE CEEnE CEERE 0 CETRE ZEERE CEERf
2006 2005 2006 2005 2006 2005
HKS HK$
“EEMEMA=RE-_ZE/FMA=A 3 April 2004 to 3 April 2006 - 26.28 - 4 - 200,000
- 4 - 200,000
R A=1+—BIRETE 2 RARBEFFIAT Particulars of the outstanding options as at 31 December are as follows:
AREPRGEE
AREHE Number of shares
RFBARTEE Date of grant and exercise price Number of options in the options
—EERE —TTRE —EEAX —ZTTREF
2006 2005 2006 2005
:%?ﬁﬁ)\ﬂ —+&HA8" 25 August 2005, at an exercise
RITEEERS1.718 T price of HK$51.71 per share 25 25 2,150,000 2,150,000
B e S Sy Rl = 7 September 2006, at an exercise
BT EFR67.808 T price of HK$67.80 per share 5 500,000 175
30 25 2,650,000 2,150,000
¥
47. il 47. Reserves S w
e
) ‘ REET D@
TEEMEE REEHRER GE{) e
ROEE  Premises Investment  EXEE  -BEE  Retained =3
Share  Revaluation  Revaluation Exchange General Earnings I 8 g
58 Group Premium Reserve Reserve Reserve Reserve Note (i Total S
“EEnE-f-A At 1 January 2005 908,163 273,464 15,905 (119) 588,930 6,046,543 7,832,886 g:
. o
EEERRD Issue of orolnary shares 76,123 - - - - - 76,123 5
EURREF ML Increase in interest in a Q
WEBLARER subsidiary via scrip =
dividend arrangement - - - - (14,318) - (14,318) =
BERIRBA NS Exchange difference arising =
BROERZZ on translation of the o)
financial statements of
a foreign subsidiary - - - (94) - - (94)
TR EEFRAE Fair value gaing on
AT ENE avalable-for-sale
securities and
. premises revaluation - 265,425 47,842 - - - 313,267
TEERRTHNERSATE Deferred tax iabilties
KR ER (832) /2% (recognised)released
LEERBAR on premises revaluation
and fair value gains on
and disposal of
‘ L avallable-for-sale securities - (46,456 ) 8428 - - - (38,028)
HE RN EES Disposal of available-for-sale
securities - - (90,805) - - = (90,805
Profit for the year - - - - - 1,019,318 1,019,318
MERBRE 2004 final dvidend - - - - - (323,192) (323,192
ZERREPERE 2005 interim dividend - - - - - (178999)  (1789%9)

ZRERETZAZ1-H At 31 December 2005 984,286 492,433 (18,630) (213) 574612 6563670 8,596,158
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(Expressed in thousands of Hong Kong dollars)

47. Reserves (Continued)

REEH
TEERRE REEHER (R (i)
RBEE  Premises  Investment EXRf ~REE  Retained
Share  Revaluation Revaluation  Exchange General Earnings fit
58 Group Premium Reserve Reserve Reserve Reserve Note (i) Total
ZEERE-fA-RoME At 1 January 2006, as above 984,286 492,433 (18,630) (213) 574,612 6,563,670 8,596,158
BERNIER RN B RE Exchange difference arising
MELZR on tranglation of the financia
statements of foreign entities - - - 180 - - 180
ARNERFRAEERY Fair value gaing on
ATENE avallable-for-sale securities
and premises revaluation - 57,147 97,545 - - - 154,692
NESHANELERFATENRER Deferred tax liabilties
MEM (BR) EEELHERE (recognised)/released
on premises revaluation
and fair value gains on
and disposal of
avallable-for-sale securities - (7,650) 1,119 - - - (6,531)
HEMEHERS Disposal of available-for-sale
securities - - (69,373) - - - (69,373)
EERT Profi for the year - - - - - 1307126 1397126
-ﬂﬁﬁﬁﬁ e 2005 final dlvidend - - - - - (340,120)  (340,120)
22 ERERE 2006 interim dividend - - - - - (187,566)  (187,566)
ZEEAETZA=T-R At 31 December 2006 984,286 541,930 10,661 (33) 574,612 7433110 9,544,566
HIEE - Note:

AEERZFERF A=+ —HZRERH
BRERERBASREXBAEMREZEEZE

810,778,000/& 7T (Z T T R4 : 745,896,000/

J0) o WIRE BN BRBRE REFRERS

RNREZEEHBAR - KEFBITARAA (TX
FERTT)) - BRBESCREER((£ER)) B
BT - ERETOREERS RIZEEIES) MRk
BRE I ISR 5 AE Rl T e E 2 BU88 - K#TERITE
RERE — M I8 E — 2 B 20813,999,0007
T (ZZEZTRHF : 231,086,000/ L) 2 £ HEIEA
[EEEREE] - ERTEARTEEZREEAER
R &t*ﬁ%@k%ﬁﬂ%ﬁm@&i9\\96%@2&”
B - ERAFRITREAD B SIAERE
395Ff§ﬁﬁu+;z TERELEE BEBREE_ZZT
NEFTZA=+—BRFRITERERF A
BARN - REERNAR @ BEREB AR
B2 -

(i)

Included in retained earnings of the Group at 31 December 2006 is the value
of long-term life assurance policies in force totalling HK$810,778,000 (2005:
HK$745,896,000) which is currently not available for distribution.

Dah Sing Bank, Limited (“DSB”), a major subsidiary of the Company, complies
with the requirement of the Hong Kong Monetary Authority (“HKMA”) to
maintain loan impairment allowances (determined in accordance with
regulatory guidelines) in excess of those determined in accordance with Hong
Kong Financial Reporting Standards. DSB has earmarked a “Regulatory
Reserve” from its consolidated general reserve for an amount of
HK$313,999,000 (2005: HK$231,086,000). In determining the consolidated
capital base of the banking group, the portion of regulatory reserve
attributable to DSB’s Hong Kong and overseas branch operations, together
with DSB’s collective impairment allowances after the adoption of HKAS 39,
is included as supplementary capital in the capital base of DSB as at 31
December 2006. The regulatory reserve of DSB is not distributable without
the consent of the HKMA.
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47. M @ 47. Reserves (Continued)
B 12 )5 18 EXRfFEE RERA
Share Capital Retained =i
AT Company Premium Reserve Earnings Total
—EZHE-H—H At 1 January 2005 908,163 256,027 1,167,491 2,331,681
BT ERRARGO URE Issue of ordinary shares pursuant
BNE BRI E to scrip dividend arrangement 76,123 = = 76,123
5 A Profit for the year - - 447,087 447,087
“EEMERPRKRE 2004 Final dividend - - (323,192) (323,192)
“ETERFPHRE 2005 Interim dividend - = (178,999) (178,999)
“EZRF+-A=1+—H At 31 December 2005 984,286 256,027 1,112,387 2,352,700
—EERE-HF—H Wt At 1 January 2006, as above 984,286 256,027 1,112,387 2,352,700
F R 7 Profit for the year - - 871,405 871,405
“ZTRERPRE 2005 Final dividend - - (340,120) (340,120)
—EEAFHRHRE 2006 Interim dividend - - (187,566) (187,566)
—EEXRE+-A=1+—H At 31 December 2006 984,286 256,027 1,456,106 2,696,419
¥
25
RBEBARIEHFETBIFAE » KAGNR - Distributable reserves of the Company at 31 December 20086, calculated % g’
TERNF+ZA=+—HZA#REREHESR under section 79B of the Hong Kong Companies Ordinance, amounted to %; (21
1,456,106,000/8 L (ZZEZ R : 1,112,387,000 HK$1,456,106,000 (2005: HK$1,112,387,000). i 3
5
AIT) o §g.
z
BE—NMN=ZF+_A—HBRBZEIASRE By a special resolution passed on 1 December 1993 and subsequently a
WEER—NAN=F+t_A-tHEEERSE approved by the Supreme Court of Hong Kong on 20 December 1993, é
Btz + AN A R & B HI I 256,027,0008 7T the share premium of the Company was reduced by HK$256,027,000 C
Wk = EARFEEIRA © 5%256,027,000/8 i & and this amount was transferred to a capital reserve account. On <.%.:
B4R A IR g 2K o consolidation the reserve of HK$256,027,000 has been applied against =

goodwiill.
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(Expressed in thousands of Hong Kong dollars)

48. Notes to the consolidated cash flow statements

(@  Reconciliation of operating profit before gains on certain investments

and fixed assets to net cash flow from operating activities

—EERE ZZTTHHF
2006 2005
AETHRERETEEE WA 2 & E R Operating profit before gains on certain
investments and fixed assets 1,617,669 1,127,084
A 2R Net interest income (2,028,926)  (1,398,271)
iz B as Dividend income (25,395) (20,173)
ERRBI R E R Impairment losses on
loans and advances 161,253 130,640
EFCREREE 2 ITIRERD Unwind of discount on loan impairment (5,756) (3,734)
e Depreciation 85,761 63,769
| B E 2 Amortisation of intangible assets 46,130 2,896
VEACHICIN G -ri= 7€ i R Advances written off net of recoveries (198,579) (122,847)
FEIA Interest received 4,979,135 2,964,642
M EXH Interest paid (2,368,435)  (1,132,466)
g S A Dividend received 25,395 20,173
BEERBEZ S 2 EE R Operating profit before changes in
operating assets and liabilities 2,288,252 1,631,713
BEEERBEBEZED Changes in operating assets
and liabilities
HIEEERAZHE %Z HE) Change in trading securities (1,363,120) 214,133
TESMTAZE Change in derivative
financial instruments (385,169) 357,745
EEULNAFEAFEAEZEHA Change in financial assets designated
?a E!’J CRMEEZEH at fair value through profit or loss 102,492 (111,247)
FEEEFERREMIER 228 Change in advances and
other accounts (4,940,780) (4,845,441)
AHEEER2E Change in available-for-sale securities (10,310,449)  (2,948,186)
h??ﬂﬁﬁ BH 2B E Change in held-to-maturity
debt securities 189,513 120,878
RIISBREB2BERREEB 2 EE Change in value of in-force long-term
life assurance business (64,882) (75,248)
RITREM S REETRZEE Change in deposits from banks and
other financial institutions 1,422,511 (2,765,039)
RIEEERZMAE 22T Change in trading liabilities 214,924 (103,719)
EEER 228 Change in deposits from customers 7,393,519 6,502,412
EEXRAFEFEBEZFSHFA Change in deposits from customers
BaNEFPHERZE designated at fair value through
profit or loss 1,488,768 1,151,748
H bR E LIER & Change in other accounts and accruals 1,944,193 (512,214)
HREBEEHNRBEFEAZARZEY Change in liabilities to customers
under insurance contracts 623,153 444,855
PE 3 # Exchange adjustments 64,338 (19,052)
AL EBANIIRS Cash absorbed by operating activities (1,332,737) (956,662)
TREBTEEGESRERESZ2F B Interest paid on subordinated notes
and debt securities issued (348,494) (159,237)
XNEBITHNERZZHE Interest paid on certificates
of deposit issued (332,151) (223,043)
BB BFEN Hong Kong profits tax paid (190,832) (127,568)
E#E IR Overseas tax paid (12,921) (1,066)
EEEIEFTRIA S35 Net cash used in operating activities (2,217,135)  (1,467,576)
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I \ Ootcs to the Financial Statements

48. Notes to the consolidated cash flow statements

(Continued)

(Z) BRERGEAHASTEAERRNKREESLR (o)  Cash inflow arising from the disposal of subsidiaries (net of cash
EHREZHEWNBAREEZIREARA G0 and cash equivalents disposed of) as included under cash flows
BRzbE azHe RERRESER) 29 from investing activities in the consolidated cash flow statement is
HIBUEN analysed below:

—EEAEF
2006
HEZFEE : Net assets disposed of:
R RIERITRE A BT ) 4585 Cash and balances with banks and
other financial institutions 2,091

BAREHER Money at call and short notice 4,031

BEERREMEEE Advances and other accounts 32

HMARE RFER Other accounts and accruals (5,983)

D H AR Minority interests 316,634

316,805

i & v A Profit on disposal 189,443

506,248
HBRHERBRARIZE & Cash flows from disposal of subsidiaries
ERFSHEERZBEERE net of cash and cash equivalents disposed of

A) EREREXRAN BERFRASEAE
FREERAEIR=ZEANNHBZ&E

500,126

(c) For the purposes of the cash flow statement, cash and cash

equivalents comprises the following balances with less than three

months’ maturity from the date of acquisition.

—EETRE ZZITTHHF
S Group 2006 2005
e RERITREMS BIEENER Cash and balances with banks and
other financial institutions 7,440,296 8,908,162
EIRTT R H At B M 7 5K Placements with banks and other
financial institutions 853,327 1,169,174
FIEEERBRNES Trading securities 3,677,306 3,737,634
11,970,929 13,814,970
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(Expressed in thousands of Hong Kong dollars)

49. Loans to officers

Particulars of loans made to officers disclosed pursuant to section 161B

of the Hong Kong Companies Ordinance are as follows:

FRERRBHER

Maximum balan

TZA=t+—H#&R
Balance outstanding

at 31 December ceduring the year

ZEEXRF _—_TThHF ZBEARF _—TITHHF
2006 2005 2006 2005

e kA BEEHRBEE Aggregate amount outstanding in
respect of principal and interest 47,044 40,456 60,260 63,767

ERERBE Aggregate amount outstanding in
respect of guarantees 149 149 149 149

50. A ANL2Z23s

BEREALRZFEALARNERIBEEZEFS
—7 0 B HEERFBREERK ST ET
EERTES - WEEMBTRALZE HKRZES
FHAEATER  REALTRESEEEA
4 -

REZZFERFR_TTHF @ AEERERRD
PEEFEEADTETRIIEERS - "AFE

VHATESERHAEER M BHRRE - 24
ZEBNHBRREZRFHETEN - RFESF
REEREEMEEEZHR  RAZHMHES
BEZRZTIBAEE 2 IERER - AT RE
BERHARRBRRENZ —RAX KRB B

BT -

50. Related-party transactions

Related parties are those parties, which have the ability, directly or
indirectly, to control the other party or exercise significant influence over
the other party in making financial and operating decisions. Parties are
also considered to be related if they are subject to common control or

common significant influence.

During 2006 and 2005, a number of banking connected transactions were
entered into with related parties in the normal course of business of the
Group. These, being continuing connected transactions, had been
reviewed by the Company’s independent non-executive directors in their
review of the financial statements of the Group. Based on their review and
enquiry with management, the Company’s independent non-executive
directors were satisfied that all of the continuing connected transactions
were conducted in the ordinary and usual course business of the Group,
on normal commercial terms, and in accordance with relevant agreements
on terms that are fair and reasonable and in the interests of the

shareholders of the Company as a whole.
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(Expressed in thousands of Hong Kong dollars)

50. Related-party transactions (Continued)

Details of the significant related party transactions are as follows:

(a) Transactions with subsidiaries

(1) Income and expenses

AR RAEBEENE A RN F NI
2EMBRITARE 2 FHEBEERS (E
BABBBERIMERARES LR
Bl (T LB F14A14R) B R EAT
HZWARTH - ZER 52 BRERBHR
B 4% b A8 Bl 55 14A.35(2) B K2 14A.36(1)
B BARAEEMZEELR -

The Company and its wholly-owned subsidiaries within the

Group received and incurred the following income and

expense from the continuing connected transactions (with the

definition of Rule 14A.14 of the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong Limited (the

“Listing Rules”)) entered into with the non-wholly-owned

banking subsidiaries during the year. The aggregate value of

these transactions are within the respective annual caps
applicable to the Group under Rules 14A.35(2) and 14A.36(1)
of the Listing Rules.

—EBEERFE _—ZTTHEF
55 Group 2006 2005
B U FI B (B FE() Interest received (Note (i) 5,685 3,064
EATIRITFEE (L) Bank charges paid (Note (i) (3,837) (3,633)
ENEERERAEERE KX Rentals and related building management
(B % (i) fee and charges paid (Note (i) (3,092) (3,085)
EREEE (M) Management fees paid (Note (iii)) (8,500) (8,500)
BT RERAE P aE) Insurance commission paid (Note (iv)) (23,234) (28,104)
EUBREBRRE (FEEV) Insurance premiums received (Note (v)) 5,291 4,845

B FE

()  REHFZEMBRTAAERIEEE
B BXFHUARAMERRITIRE

B A B TIAR R Z M A R R M
FRENMBRITAR - AFRITERA
B (TRFRTT)) REARITERAR ([
BRERTT]) Z F AR HOF BULA ©

ARFRTT R GRABITREBEHRESNRITR
% BRXELEE REEIERBS &
—RREEGRRIRITFEE - o - K
MASRBRERRQR (TRMAS] - A2
AlzMBASRRAR) RERESAMAX
HRITRERARTETZERRUARRE
MR 5 RIS E RRHRTT R EHR
TXNEPREER - ZFRITIRE LB
b 48 BE 56 F B0 R 4 195 1B 4% A

Note:

Arising from the extension of credit facilities and provision of
deposit taking and other standard banking services by non-
wholly owned banking subsidiaries

Interest was received by the subsidiaries of the Company from
two non-wholly-owned banking subsidiaries, namely Dah Sing
Bank, Limited (“DSB”) and MEVAS Bank Limited (“MEVAS”),
on deposits placed with them.

Bank charges were levied by DSB and MEVAS on the provision
of standard banking services covering cheque clearing,
investment dealing services, etc. on normal commercial terms.
In addition, merchant fees were charged by DSB and MEVAS
at market rates to Dah Sing Life Assurance Company Limited
(“DSLA”, the Company’s life insurance subsidiary) on
settlement of insurance premiums by its customers using credit
cards issued by DSB and MEVAS. These banking
arrangements are for an indefinite term and can be terminated
in accordance with market practice.
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(i) T EMBRITARIEER DY
ES

RFB|ITREZ—FZHBARSECHEE
EOMETEEREEMETRIMASR
ARBBINMEHBRIRAR - KHRE
RIEBER AR (TR RERIRT ) R A&
RAEARQRE ([RFRRAE]) (EER
RERE - RABOTRABRAEEZE
BRACAR [ A#T AR - AFTRBR IR TS B oK #T
RERBEDES Z=HE KNEEEE
REMAKREER - MEEERSHER
B (BREZEN_ZTWERITIN_ZF
NERHED R _TEWFER] - FHTE
B=F —UZEZFHER _ZTEXRFE
B HHER_ZTNFERF  B-F
ZHF-A—HEBEXN R _F -

(i) HIAFTIRTTHE B R TR TS

BRI RITEAR R RG] 2 R 15
& NIRRT ARAR R REE THEBR
BENF (BREATASRANRBRS)
RHUEEEIERE  2REZEES1TRMS
HEXE  EEY €EXE 89
AR - B ERRTS - R EE IR R EHA
TBRY ZREHEE_STNFEE
A BA-ETNF—A—HBRER - BH
=& - GFERAFRITE F £8,500,000
BIL e RZEZRFTZA=+/\H ' K
A A B A IRITEF] HT A B IS R AT AR %
W AT EF-—A—BRBER B
HZF - mAMRITEFZEARFES
BREEZERB 2 ETERASETE -

(Expressed in thousands of Hong Kong dollars)

50.

(a)

Related-party transactions (Continued)
Transactions with subsidiaries (Continued)

(i) Lease and sub-lease of properties from non-wholly-owned

banking subsidiaries

DSB and another subsidiary, Vanishing Border Investment Services
Limited (“VB”), have leased and sub-leased certain of their owned
and rented properties to DSLA and two other insurance subsidiaries
of the Company, Dah Sing Insurance Services Limited (“DSIS”) and
Dah Sing Insurance Agency Limited (“DSIA”) as their office premises.
DSB and VB receive from DSLA, DSIS and DSIA the lease rentals,
and air-conditioning charges, building management charges and
other utilities charges based on the actual amount of costs incurred.
All leases and sub-leases including those concluded in 2004 and
expired in 2006 were entered in 2004 with tenors not exceeding
three years. Certain of these leases were expired in 2006 and new
leases were entered at the end of 2006 for two years period effective

from 1 January 2007.

(i) Provision of computer and administrative services by DSB

Pursuant to a service agreement entered into between DSB and the
Company, DSB is to provide to the Company and certain of its
insurance subsidiaries including DSLA and DSIS management
support services including retail branch and marketing support,
computer services, operations support, autopay services, treasury
services, risk management support and other administrative
services. The service agreement entered into in 2004 for a fixed
term of three years commencing 1 January 2004 at an annual fee of
HK$8,500,000 payable to DSB. On 28 December 2006, the
Company entered into a new computer and administrative services
agreement with DSB for a fixed term of two years with effect from 1
January 2007. The fee payable to DSB is determined at the end of
the year by reference to the estimated actual cost of providing the

service.
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(iv) EEXFTRITRE
R 7%

BHIRITEE].Z 7 85 %

AT IR B AR 75 B A8 AR B AR 3 B K S8R 4T
RERRITEEE D EREERER
& BBRMIRITRERRITZRITAIT
HBEEERDEASR—RRBER ° &

it RETRB RS RARF R ARIEARA
FTERTT I 2 B RTT IR — AR KBS 1

/i\"aZ BBRE_ZTNFERF R-F
NI EH AT F—H—
BRAEM - BEI—F -

(v)  K#7AFE KDah Sing General Insurance
Company Limited ([ XFTRER ] + KA
AIHTIE (R % 2 7]) T HE (.2 1R iz AR 7%

AFABREEESRREGE (HEER
BARITEEARTREZBEAER
ERREERRIBEN) AAHIRITREHR

RITRERBRE - BRIRBEAEERZ
) AR B E 45 R IR — R E IR RET H AR IR

B o RMASTARBEETERELK
RFRITALBRRITIE S 2 & MR/ Bk
R - BAFTABR ST WMER] 2R
B RZETAFIHYESR =TT
+tFE—A—BABRER  BH=F - HE=F
TRNE  RFIBRITRERRITZNMA TR
ASZREA $£3,7183,0008 T (ZEZTH
4 : 3,326,000/ L) °

RFTRER AR FTIRIT oA SR T S B H A
CBARIZEE ' RAEEAZ =S ARME
ERB  REGEREAE - BEZ
R AREM 28 BTERE EER
EBREREEAAZI - RETDAR ﬁ#ﬁﬁ
—REEFEERRBETEERE WA
BEEHR] c E_TZRF Hk%ﬁﬂ%

TEBEWE 2 (R & A1,578,0008 T (ZF
TRE : 1,519,000/ 7T) °

S%'r

Fva.}

() N (FELT) BB 2RISR

FEUL/ (FEAST) B B A B FRIE 4
44 o

& iR 2 5 R BT 5

(Expressed in thousands of Hong Kong dollars)

50.

(a)

Related-party transactions (Continued)
Transactions with subsidiaries (Continued)

(iv)  Distribution and Agency Agreements with DSB and MEVAS

DSIS and DSIA have entered into distribution agreements and
agency agreements with each of DSB and MEVAS for the marketing
and distribution of life and general insurance products through DSB’s
and MEVAS’ network of bank branches. DSIS and DSIA are required
to pay DSB and MEVAS commissions calculated on normal
commercial terms. The agreements entered into in 2004 and expired
in 2006 were renewed in 2006 for a fixed term of two years

commencing 1 January 2007.

(v)  Insurance services provided by DSLA and the Company’s
insurance subsidiary, Dah Sing General Insurance Limited
(“DSGI")

Under the Credit Life Insurance Policy Agreements which cover
personal loans, credit card lending and mortgage loans extended
by DSB and MEVAS, DSLA provides insurance cover to DSB and
MEVAS in return for a premium which is calculated based on the
outstanding balances of the relevant loans on normal commercial
terms. DSLA also underwrites insurance policies to cover the death
and/or critical illnesses of certain loan customers and staff of DSB
and MEVAS. Poalicies entered into with DSLA in 2004 and expired in
2006 have been renewed in 2006 for a fixed term of two years
commencing 1 January 2007. Premiums received by DSLA from
DSB and MEVAS in 2006 totalled HK$3,713,000 (2005
HK$3,326,000).

DSGI underwrites general insurance policies in the name, and for
the benefit, of DSB and other companies of the Dah Sing Banking
Group Limited (“DSBG Group”) including policies covering domestic
motor, property all risks, public liability, money, electronic equipment,
employees’ compensation and group personal accident. The
policies are subject to renewal annually. The policies are provided to
DSBG Group on DSGI’s normal,
Premiums received from the companies under DSBG Group in 2006
totalled HK$1,578,000 (2005: HK$1,519,000).

written commercial terms.

() Amount due from/(to) subsidiaries

Amount due from/(to) subsidiaries are shown under Note 44.
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50. RN L2385 50. Related-party transactions (Continued)

(&) FEEHAAE (b) Key management personnel
() HEFERFTEEBEASZEAXRGR () Material transactions and balances with directors and key

=10 management personnel
AEBRMARARFTEERAE  EREBR The Group provides credit facilities to, and takes deposits from
EEEAFE N Z ARREEERE KK the Company’s key management personnel, their spouses
BEX -BE+-_A=+—BILFE X and companies which the key management personnel have
B ZERAT : significant influence. For the year ended 31 December, the
following balances were outstanding.
—EEXRE —TTHHF

£ Group 2006 2005
BERRER Loans and advances 55,361 40,496
73R Deposits 418,758 413,321
ER Guarantees 149 149
FRNERRBR BB Maximum aggregate amount of loans

and advances during the year 56,702 63,956
(i) FTEEEAEHE (i) Remuneration of key management personnel
AATFEBTEABARITES @ HBFH Key management personnel of the Company are executive directors
EREERZINRHFE14 - and their remunerations are included under Note 14.

() AEENFEARARR—MNEERR KB (c)  The Group also held certain debt securities issued by a subsidiary
RAFFEITCETERES - RZEER of a substantial shareholder. As at 31 December 2008, the total
F+ZA=+—H  AEEFAEzHEE amount held was HK$436,471,000 (2005: Nil). These securities
#436,471,0008 7L (ZTTRF : ) ° % were acquired in the normal course of the Group’s business on
ERHFEAEEE —BAEERARERE normal commercial terms.

EBBREPREA -
51.  DAJB 3 7 5 B i P 5t 38 51. Share-based compensation plan

REBEBARNRA BB E (K2R
ZREMBAR  KHFRITEEERIAZR
BetEat &) (TR IRTT SR BAH8l)) IRHAB D RE
OB T EHEERSRITRAR - FRESEZ
VAR (0 A Z= R SR BN 2 AN ES 2 5 R M RE14 »

Share-based compensation through the Company’s Share Option Scheme
(the “DSFH Scheme”) and the Share Option Scheme of the wholly owned
subsidiary, Dah Sing Banking Group Limited (the “DSBG Scheme”), is

available to Directors and senior executives of the Group. Details of the

share-based compensation paid to Directors are disclosed in Note14.
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ARRRTHEREMNBARETEEEBRK
& o B EFA AR B RENE R RERBE
TERAEESHEBEXNIREENRSEE
NEBERDEHETRND - ARAREHEAREX N
BHRITEERUERERITER T ZRIHKE -

ZERBEE_EERFMNA=-—T/\BAAF
AR ER HEE 2 FTRRRME ST &) 2 R AR T T o
BT 2RBREZITEEERBEREBMERS
FrBERAR ([BBRZF]) ETIEHFI517.03(9)
IKERE  AARRREBRSGMEE 2RO ER
FHZBMERAARBRNDERTFEAAERS
Bz FHRMEzASE - ZAREZITHER—
MERERTREBRBAE—E2FEAFA -

(2) KFraR1T4E H 5t #]

ARIBITEERTEREMNBARETEERE
BRHE - BEFERRAFFARMBITREREN B
REEZEARETEAMEESHIEES MR
BENREEE  ABKDEIEITRED - K
ROTEETERALRESNEHIRBETERT
i

%5 RBIRHRE TR ARG BN Z GG PR T »
BYZRBEZTEERRBEERBERZML
MEGIFE17. 03Q)IKEE - AAFRITEBRNES
RGAEBEZBNERT B 2 WM B A RT
SEROHERT R AERXSH 2 FHRHEZ
BRE  aRBEZTER—REXNEXTEH
EETE—2ENAFA -

I \ Otes to the Financial Statements

(Expressed in thousands of Hong Kong dollars)

51. Share-based compensation plan (Continued)
(a) DSFH Scheme

The Company issues to certain directors and employees of its subsidiaries
share options on terms that allow the Company or its subsidiaries to make
cash payments, determined based on the intrinsic value of each share
option, to the directors or employees at the date of exercise instead of
allotting newly issued shares. DSFH has adopted the cash settlement
practice and intends to continue this practice in respect of the existing

share options issued.

The share options are granted in accordance with the terms and conditions
of the new Share Option Scheme approved by the shareholders of the
Company on 28 April 2005. The exercise prices of the options granted
was determined in accordance with Rule 17.03(9) of the Rules Governing
the Listing of Securities on the Stock Exchange of Hong Kong Limited
(*SEHK”) prevailing in force, being the higher of the closing price of the
Company’s shares traded on the SEHK on the date of grant, or the average
closing price of the Company'’s shares for the five trading days immediately
preceding the date of grant. The exercise period is generally between the

first and sixth anniversaries from the date of grant.

(b) DSBG Scheme

DSBG issues to certain directors and employees of its subsidiaries share
options on terms that allow the DSBG or its subsidiaries to make cash
payments, determined based on intrinsic value of each share option, to
the directors or employees at the date of exercise instead of allotting newly
issued shares. DSBG has the intention to adopt this cash settlement

practice in respect of the existing share options issued.

The share options are granted in accordance to the terms and conditions
of the Scheme. The exercise prices of the options granted was determined
in accordance with Rule 17.03(9) of the Rules Governing the Listing of
Securities on the SEHK prevailing in force, being the higher of the closing
price of the DSBG’s shares traded on the SEHK on the date of grant, or
the average closing price of the DSBG'’s shares for the five trading days
immediately preceding the date of grant. The exercise period is generally

between the first and sixth anniversaries from the date of grant.
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(&) K#eR7T4 [ 71 #] (45)

ANEBE D HERS31,346,0008 T (ZEZTRHF -
4,708,000/ L) ABEAZERRELAFEEZE
f& ° &t"ﬂ?ﬁ)}DAEIETHE%E{EEEHETEE%
i BEEHE c AEBETEZERRE  R=F
TN FRERMA T H26,643,0008 7 (ZZTZTRF :
609,000/87T) ° ZER TEKEIR S EFEBLE
ZRBRER_ZEENFT_A=T—HBHZHR&E
/58,654,000 (ZEZTHEF : &) °

RAFRENET 2 RBETERE RO
B2 AFENEFHEAE17.078 T (Z2ETH
F 1 12.0887) ° AFRITEERFERR T 2R
[ B 8 R — IR A0 R AE 2 A AT HE
AB323BIL (ZETRHF : 216/ 7T) ©

BWAZEANBEEEA ZBENT ¢

(Expressed in thousands of Hong Kong dollars)

51. Share-based compensation plan (Continued)
(b) DSBG Scheme (Continued)

The Group has recorded liabilities of HK$31,346,000 (2005:
HK$4,703,000) in respect of the fair value of the share options. Such fair
value is determined by using the Trinomial Pricing Model using the major
assumptions set out in the following table. The Group recorded total
expenses for the share options of HK$26,643,000 in 2006 (2005:
HK$609,000) respectively. The total intrinsic value of the share options for
which the grantee’s right to receive cash had vested as of 31 December
2006 is HK$8,654,000 (2005: HKS nil).

The Company’s share options granted during the year had a weighted
average fair value of HK$17.07 (2005: HK$12.08) per option to purchase
a share. DSBG’s share options granted during the year had a weighted
average fair value of HK$3.23 (2005: HK$2.16) per option to purchase a

share.

The inputs into the Trinomial Pricing Model are as follows:

A& mETE
DSFH Scheme
—EETRE —EEREF
2006 2005
ZEERF —ETRF —ETRF
NAtR NB=-+HHAH NB=Z+EHHA
¥ H Grant date 7 Sep 2006 25 Aug 2005 25 Aug 2005
ANABMKR+=A=+/HB/ Share price of the Company
=+tHZKE T as at 29/30 December (HK9) 70.45 70.45 53.90
1B (BIT) Exercise price (HK$) 67.80 51.71 51.71
TEE R 8 (P 5% () Expected volatility (Note 1) 26.5% 26.5% 25.6%
FH Time to maturity < 6 years < 5 years < 6 years
42 [ g A1) 2= (Pf (i) Risk free rate (Note 2) 3.70% 3.68% 4.12%
TE IR S 2 (B (iii) Expected dividend rate (Note 3) 3.00% 3.00% 3.75%
AERTEETE
DSBG Scheme
ZBERE “ERRE
2006 2005

“ZENE  —ZEnf  -EERF  _TEIWF  —ETRF  -EERf  _EIRf
AA=+RR fZA=tR NA=t+&R t—-B=t&R +=A=t+R NA=t&A t-A=taA

®¥A Grant date 255602006  30Dec2005 25Aug2005  25Nov2004  30Dec2005  25Aug2005 25 Nov 2004
AHBIEERTZAZTAA/ Share price of DSBG as at
=+AZRE (A1) 29/30 December (HK9) 17.56 17.56 17.56 17.56 14.20 14.20 14.20
1R (B 1) Exercise price (HK9) 17.30 14.32 144 16.7 1432 144 16.7
Btk () Expected volatiity (Note 1) 218% 218% 218% 218% 20.1% 20.1% 201%
ﬂﬁ Time to maturity <6 years <5 years <5 years <4 years <6 years <Byears <5 years
B = (B () Risk free rate (Note 2) 3.70% 3.69% 3.68% 3.64% 4.13% 4.12% 4.11%
iEﬁHx & (F 25 i) Expected dividend rate (Note 3) 3.59% 3.59% 3.59% 3.59% 4.30% 4.30% 4.30%
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(Expressed in thousands of Hong Kong dollars)

51. Share-based compensation plan (Continued)

(b) DSBG Scheme (Continued)

Notes:

1. Expected volatility is determined by calculating the historical volatility of the
share price during the one year period immediately preceding the
measurement date and is based on the assumption that there is no material
difference between the expected volatility over the time to maturity of the
options and the historical volatility of the shares in DSBG and DSFH set out
above.

2. Risk free rate is the Hong Kong Exchange Fund Notes yield of relevant time
to maturity

&) Expected dividend rates are based on historical dividends.

Movements in the number of share options granted and their related

weighted average exercise prices are as follows:

KiERHE KEFRTEREHE
DSFH Scheme DSBG Scheme
ZEERE ZEZ0F ZEERE ZEZ0F
2006 2005 2006 2005

RTUEE RYAEE RTUEE RYAEE
AL RARE METH KieRAMRE mEYY AFETEED MERY KEHOSES EFH
HwRGHE  TRE(ERD) mRGHE  TRE(ET) RETRAHEA GEE(ERD REYRGRE  ORECET)
Number of Weighted Number of Weighted Number of Weighted Number of Weighted
DSFH shares average  DSFH shares average  DSBG shares average  DSBG shares average
in share exercise in share exercise in share exercise in share eXercise
options price options price options price options price
granted (HKS) granted (HKS) granted (HKS) granted (HKS)
—-A-H At1 January 2,150,000 51.71 2,650,000 60.05 1,300,000 15.27 500,000 16.70
i Granted 500,000 67.80 2,150,000 5111 100,000 17.30 800,000 14.38
EHR Lapsed - - (2,450,000) 62.81 (250,000) 16.70 - -
BffE Exercised - - (200,000) 26.28 - - = =
[BEa Expired - - - - - - - -
tZA=1+-H At 31 December 2,650,000 54.75 2,150,000 5111 1,150,000 15.13 1,300,000 15.21

TZAZT-BUE  Exercisableat

31 December 430,000 51.71 - - 260,000 15.27 100,000 16.70

RARABIRZBEEZERF+T A=+ —BRITEZR
[t 2 TTEENF51.718 . 267.808 L (Z T
FEF : 51.7187L) - REMEFHFIERE D176
HR4.855F (ZZTHE : 5.659) - A5EEH
BENERITBRABR-_EEAF+=_A=1+—
BZRITERMBITERRREZTEEN T
14.328B T E17.308 T (ZETRF : TRENT
14.3287TE16.70/87T) + REINEFHFIERE L
TEEA4.66F (ZTTRF © 543F) °

The Company’s share options outstanding as of 31 December 2006 had
a range of exercise price of HK$51.71 to HK$67.80 (2005: HK$51.71),
and a weighted average remaining contractual life of 4.85 years (2005:
5.65 years). In respect of Directors and Senior executives of the Group,
their applicable DSBG’s share options outstanding as of 31 December
2006 have a range of exercise price from HK$14.32 to HK$17.30 (2005:
in the range of exercise price from HK$14.32 to HK$16.70), and a
weighted average remaining contractual life of 4.66 years (2005: 5.43

years).
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RERHREEZEBEEAR T — L=
ﬂ+tE&E@ZEME%H°m%ﬁE
FHREMEER  LWEKZ2ENEA
6.253% * FHFIRE —IR o K& - fquttE
BAEREHEEAER  FENAES
B A=EABRETRITAEREM—]F
NTBF - BESEBSERBERE
AFRITA N R EEEE A AR SEH
NEEEEER A GEDD) LED -

(Expressed in thousands of Hong Kong dollars)

52. Events after the balance sheet date

Details of significant post balance sheet events are set out below:

(1)

@)

On 21 December 2006, the Directors announced that DSB has
entered into the share purchase agreement with Chongqging Yufu
Assets Management Co., Ltd. (“CQYF”), the asset management
company of the Government of Chongqing, in relation to the
acquisition of approximately 17% of the issued share capital of
Chongging Commercial Bank (“CQCB”), a licensed commercial
bank incorporated in the PRC, which is 28% owned by CQYF. The
consideration for the acquisition payable by DSB is approximately
RMB694 million (approximately HK$700 million). Completion of the
acquisition is subject to approvals of the Hong Kong Monetary
Authority (“HKMA”) and the China Banking Regulatory Commission
(“*CBRC”), which is not yet concluded as of 28 March 2007.

DSB issued US$200,000,000 Perpetual Subordinated Fixed Rate
Notes callable 2017 qualifying as Tier 2 capital on 16 February 2007
(the “Notes”), which are listed on the Singapore Stock Exchange
Securities Trading Limited. The Notes are perpetual in nature with
optional redemption dates falling on 17 February 2017 and each
interest payment date thereafter. Interest at 6.253% p.a. is payable
semi annually from the issue date to the optional redemption date.
Thereafter, if the Notes are not redeemed, the interest rate will reset
and the Notes will bear interest at 3-month LIBOR plus 190 basis
points. DSB may, subject to receiving the prior approval of the
HKMA, redeem the Notes in whole but not in part, at par either on
the optional redemption date or for taxation reasons on interest

payment date.



