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NOTES ON THE ACCOUNTS
iR IR B &

1. PRINCIPAL ACTIVITIES EE7%
The Bank and its subsidiaries (the “Group”) are engaged in the provision of RIREMBAR([ARE N EEEBR
banking and related financial services, and business, corporate and investor RERITREEN SRR - URER - &
services. ERBEER

2. SIGNIFICANT ACCOUNTING POLICIES EE&FHBUR

(a) Statement of Compliance

These accounts have been prepared in accordance with all applicable Hong
Kong Financial Reporting Standards (“HKFRSs"”), which collective term includes
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 accounts also comply with the applicable disclosure
provisions of the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited. A summary of the significant accounting policies adopted
by the Group is set out below.

The HKICPA has issued certain new and revised HKFRSs that are first effective or
available for early adoption for the current accounting period of the Group and the
Bank. Note 3 provides information on the changes in accounting policies resulting
from initial application of these developments to the extent that they are relevant
to the Group for the current and prior accounting periods reflected in these
accounts.

(b) Basis of Preparation of the Accounts

The accounts for the year ended 31st December, 2009 comprise the Group and
the Group's interest in associates.

The measurement basis used in the preparation of the accounts is historical cost
except that the following assets and liabilities are stated at their fair value as
explained in the accounting policies set out below:

— financial instruments classified as trading, designated at fair value through
profit or loss and available-for-sale (Note 2(f)(ii)); and

— investment properties (Note 2(h)(ii)).

The preparation of accounts in conformity with HKFRSs requires management to
make judgements, estimates and assumptions that affect the application of policies
and reported amounts of assets and liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgements about carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates.
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NOTES ON THE ACCOUNTS (CONTINUED)

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the estimate
is revised if the revision affects only that period, or in the period of the revision and
future periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRSs that
have significant effect on the accounts and major sources of estimation uncertainty
are discussed in Note 49.

(c) Basis of Consolidation

(i) Subsidiaries and minority interests
The consolidated accounts include the accounts of the Bank and all its
subsidiaries made up to 31st December each year. Subsidiaries are entities
controlled by the Group. Control exists when the Group has the power to
govern the financial and operating policies of an entity so as to obtain benefits
from its activities. In assessing control, potential voting rights that presently are
exercisable are taken into account.

An investment in a subsidiary is consolidated into the consolidated accounts
from the date that control commences until the date that control ceases.
Intra-group balances and transactions and any unrealised profits arising from
intra-group transactions are eliminated in full in preparing the consolidated
accounts. Unrealised losses resulting from intra-group transactions are
eliminated in the same way as unrealised gains but only to the extent that
there is no evidence of impairment.

Minority interests represent the portion of the net assets of subsidiaries
attributable to interests that are not owned by the Bank, whether directly or
indirectly through subsidiaries, and in respect of which the Group has not
agreed any additional terms with the holders of these interests which would
result in the Group as a whole having a contractual obligation in respect
of those interests that meet the definition of a financial liability. They are
presented in the consolidated statement of financial position and consolidated
statement of changes in equity within equity, separately from equity
attributable to equity holders of the Group. Minority interests in the results of
the Group are presented on the face of the consolidated income statement
as an allocation of the net profit and total comprehensive income for the year
between minority interests and equity holders of the Group.

In the Bank's statement of financial position, its investments in subsidiaries are
stated at cost less any impairment losses (Note 2(k)).

(i) Associates
An associate is a company in which the Group or the Bank has significant
influence, but not control or joint control, over its management, including
participation in the financial and operating policy decisions.
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NOTES ON THE ACCOUNTS (CONTINUED)
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

An investment in an associate is accounted for in the consolidated accounts
under the equity method and is initially recorded at cost and adjusted
thereafter for the post-acquisition change in the Group’s share of the
associate’s net assets and any impairment loss relating to the investment
(Note 2(j) and 2(k)). The Group's share of the post-acquisition, post-tax results
of the associates and any impairment losses for the year are recognised in
the consolidated income statement, whereas the Group's share of the post-
acquisition post-tax items of the associate’s other comprehensive income is
recognised in the consolidated statement of comprehensive income.

When the Group’s share of losses exceeds its interest in the associates,
the Group’s interest is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or
constructive obligations or made payments on behalf of the associate. For
these purposes, the Group’s interest in the associate is the carrying amount
of the investment under the equity method together with the Group’s long-
term interests that in substance form part of the Group’s net investment in the
associate.

Unrealised profits and losses resulting from transactions between the Group
and its associates are eliminated to the extent of the Group’s interest in the
associates, except when unrealised losses provide evidence of an impairment
of the asset transferred, in which case they are recognised immediately in
profit or loss.

The Bank accounts for the results of associates to the extent of dividends
received. Investments in associates are stated at cost less any impairment losses
(Note 2(k)).

(d) Translation of Foreign Currencies

Transactions in foreign currencies are translated into Hong Kong dollars at the
rates of exchange ruling at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated into Hong Kong dollars at the
rates of exchange ruling at the balance sheet date. Exchange differences are dealt
with in the income statement.

Non-monetary assets and liabilities that are measured in terms of historical cost
in a foreign currency are translated into Hong Kong dollars using the foreign
exchange rates ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated using
the foreign exchange rates ruling at the dates the fair value was determined.

Exchange differences relating to investments at fair value through profit or loss
and derivative financial instruments are included in gains less losses from trading
securities or financial instruments designated at fair value through profit or loss.
All other exchange differences relating to monetary items are presented as gains
less losses from dealing in foreign currencies in the income statement. Differences
arising on translation of available-for-sale equity instruments are recognised in
other comprehensive income and accumulated separately in equity in the exchange
reserve.
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The results of foreign operations are translated into Hong Kong dollars at the
exchange rates approximating the foreign exchange rates ruling at the dates of
the transactions. Balance sheet items, including goodwill arising on consolidation
of foreign operations acquired on or after 1st January, 2005, are translated into
Hong Kong dollars at the foreign exchange rates ruling at the balance sheet date.
The resulting exchange differences are recognised directly in other comprehensive
income and accumulated separately in equity in the exchange reserve. Goodwill
arising on consolidation of a foreign operation acquired before 1st January, 2005
is translated at the foreign exchange rate that applied at the date of acquisition of
the foreign operation.

On disposal of a foreign enterprise, the cumulative amount of the exchange
differences which relate to that foreign enterprise is included in the calculation of
the profit or loss on disposal.

(e) Revenue Recognition

Revenue is measured at the fair value of the consideration received or receivable.
Provided it is probable that economic benefits will flow to the Group and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in
the income statement as follows:

Interest income for all interest-bearing financial instruments, except those classified
as held for trading or designated at fair value through profit or loss, is recognised
as interest income in the income statement on an accruals basis using the effective
interest method.

The effective interest method is a method of calculating the amortised cost of
a financial asset and of allocating the interest income 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. When calculating the effective interest rate, the Group estimates cash flows
considering all contractual terms of the financial instrument 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.

For impaired loans, the accrual of interest income based on the original terms of
the loan is discontinued, but any increase in the present value of impaired loans
due to the passage of time is reported as interest income.

Net income from financial instruments designated at fair value through profit or
loss and net trading income comprises all gains and losses from changes in fair
value (net of accrued coupon) of such financial assets and financial liabilities,
together with dividend income attributable to those financial instruments.

Fee and commission income is recognised in the income statement when the
corresponding service is provided, except where the fee is charged to cover the
costs of a continuing service to, or risk borne for, the customer, or is interest in
nature. In these cases, the fee is recognised as income in the accounting period in
which the costs or risk is incurred and is accounted for as interest income.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(f)

Origination or commitment fees received/paid by the Group which result in the
creation or acquisition of a financial asset are deferred and recognised as an
adjustment to the effective interest rate. If the commitment expires without the
Group making a loan, the fee is recognised as revenue on a straight-line basis over
the commitment period.

Finance income implicit in finance leases is recognised as interest income over the
period of the lease so as to produce an approximately constant periodic rate of
return of the outstanding net investment in the leases for each accounting period.

Rental income received under operating leases is recognised as other operating
income in equal instalments over the periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits to
be derived from the leased asset. Lease incentives granted are recognised in
the income statement as an integral part of the aggregate net lease payments
receivable. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.

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

Financial Instruments

(i) Initial recognition
The Group classifies its financial instruments into different categories at
inception, depending on the purpose for which the assets were acquired or the
liabilities were incurred. The categories are: fair value through profit or loss,
loans and receivables, held-to-maturity investments, available-for-sale financial
assets and other financial liabilities.

Financial instruments are measured initially at fair value, which normally will
be equal to the transaction price plus, in case of a financial asset or financial
liability not held at fair value through profit or loss, transaction costs that are
directly attributable to the acquisition of the financial asset or issue of the
financial liability. Transaction costs on financial assets and financial liabilities at
fair value through profit or loss are expensed immediately.

The Group recognises financial assets and financial liabilities on the date it
becomes a party to the contractual provisions of the instrument. A regular way
purchase or sale of financial assets is recognised using trade date accounting.
From this date, any gains and losses arising from changes in fair value of the
financial assets or financial liabilities at fair value through profit or loss are
recorded.
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(i) Categorisation

Fair value through profit or loss

This category comprises financial assets and financial liabilities held for
trading, and those designated at fair value through profit or loss upon initial
recognition, but excludes those investments in equity instruments that do not
have a quoted market price and whose fair value cannot be reliably measured.

Trading financial instruments are financial assets or financial liabilities which
are acquired or incurred principally for the purpose of trading, or are part of a
portfolio of identified financial instruments that are managed together and for
which there is evidence of a recent actual pattern of short-term profit taking.
Non- hedging derivatives are accounted for as trading instruments.

Financial instruments are designated at fair value through profit or loss upon
initial recognition when:

the assets or liabilities are managed, evaluated and reported internally on
a fair value basis;

— the designation eliminates or significantly reduces an accounting mismatch
which would otherwise arise;

— the asset or liability contains an embedded derivative that significantly
modifies the cash flows that would otherwise be required under the
contract; or

— the separation of the embedded derivatives from the financial instrument is
not prohibited.

Financial assets and financial liabilities under this category are carried at fair
value. Changes in the fair value are included in the income statement in
the period in which they arise. Upon disposal or repurchase, the difference
between the net sale proceeds or the net payment and the carrying value is
included in the income statement.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market, other than
(a) those that the Group intends to sell immediately or in the near term, which
will be classified as held for trading; (b) those that the Group, upon initial
recognition, designates as at fair value through profit or loss or as available-for-
sale; or (c) those where the Group may not recover substantially all of its initial
investment, other than because of credit deterioration, which will be classified
as available-for-sale. Loans and receivables mainly comprise placements with
banks and other financial institutions, trade bills and loans and advances to
customers.

(ii)

BRIA M EE ()

PR

BB m ARBAFEE

LERRI BIERS B ER 5 MM m e
ERABBRHEARRAFEENERE
EREBAE  ETRBEIBERENK
NEFRE  REQXFEBER TN
SRR °

X SRENeRTABERBASHE
EXBTEMAR  FTERFEEHAHNE
SBAIHRIERTABEAN D &
HEREREEN  MAERERIH
ﬁ%ﬂﬁﬂﬁ’%%?ﬁﬁﬁﬂfﬁﬁ’ﬂ%i o JEER
TETARERSTA -

EATBERRIGER DI E R BBRE
HARMRAFEENERTA

- REERBEREANIFEEE
B FERE®

— ZIEEAEHKER MR AT 5
HEEVERHRAC ¢

— REEXBEREHALTEILA -
Mm% R ADTAE T A 0] A Bt # %
EHEENRES sk

- BRATETARERTIARASRH
RTREEIEH] o

BRESFNEREERSBRBRRA
FEEAR BEXATEEEHELZKR
BHRBNMBIEET AR LR KRS
R -MHEXERER - HERSHFX

NFBEREENZB AR
B FIER R

E%ﬂﬁ%% KA TE ST FEE 1 B
BMERAERTHRENETESHE
E  BTeEeAEREERNEHR
HEMBERD RFEIERSAE : (b
REBRNIEIE 5T ABBER AR
BN EESATEHE  s(oREE AT
BETREIRE R F D IR E - BT BE
I%E“Lmﬁl gD AR
c BRFERERFEZAEERTR
fh e MEBENTFR  BHRBEREP
%&ﬂ$

‘mIz? /bﬂi HFFF



128 | The Bank of East Asia, Limited | Annual Report 2009

NOTES ON THE ACCOUNTS (CONTINUED)
BRIA M EE (&)

2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

Securities classified as loans and receivables typically comprise securities issued
by the same customers with whom the Group has a lending relationship in
its wholesale banking business. Investment decisions for credit substitute
securities are subject to the same credit approval processes as loans, and the
Group bears the same customer risk as it does for loans extended to those
customers. Additionally the yield and maturity terms are generally directly
negotiated by the Group with the issuer. These securities include commercial
paper, short term debentures and preference shares issued by the borrower.

Loans and receivables and securities classified as loans and receivables are
carried at amortised cost using the effective interest method, less impairment
losses, if any (Note 2(k)).

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed
or determinable payments and fixed maturity which the Group has the
positive intention and ability to hold to maturity, other than (a) those that the
Group, upon initial recognition, designates as at fair value through profit or
loss or available-for-sale; and (b) those that meet the definition of loans and
receivables.

Held-to-maturity investments are carried at amortised cost using the effective
interest method less impairment losses, if any (Note 2(k)).

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are
designated as available-for-sale or are not classified in any of the other three
categories above. They include financial assets intended to be held for an
indefinite period of time, but which may be sold in response to needs for
liquidity or changes in the market environment.

Available-for-sale financial assets are carried at fair value. Unrealised gains
and losses arising from changes in the fair value are recognised in other
comprehensive income and accumulated separately in equity, except for
impairment losses and foreign exchange gains and losses on monetary items
such as debt securities which are recognised in the income statement.

Investments in equity securities that do not have a quoted market price in
an active market and whose fair value cannot be measured reliably, and
derivatives that are linked to and must be settled by delivery of such unquoted
equity securities are carried at cost less impairment losses, if any (Note 2(k)).

When the available-for-sale financial assets are sold, gains or losses on disposal
include the difference between the net sale proceeds and the carrying value,
and the accumulated fair value adjustments which are previously recognised
in other comprehensive income shall be reclassified from equity to the income
statement.

DEREFRNEBEERNEST - BA
REUEWBEHBTLEITNES - Mz
BEPRASEEEHBRITERTHEE
ERENERER - (EHREBEEZE
FHRERTE BERN EEERILIZFE
Al EOAREERRESERERTRE—
BEPORAR - B0 - BRI A HX
TEEEBAEEET P EKER - It
PREFEERERE  BHESkaE
HRABITHEERLD ©

B R T R ) R A B R FE UK AR
OB IR BN R IDEFT R A
WRBE DR E IR ARR (i FE2(K)) ©

HEIHRE

R EFHRE B IEA EE KA FEENR
SELBETEHMROITESREEM
AEEBREERMENFEEME -
BETRBF@ASEENYIGIE EE AB
BEBARRAFEERAIREE - &
()7 & EFRFERIER 2 E

FEFPKRARBBUF R A E#
S8 B S S R B A feT R (B 98 2K A BR (B =
2() °

AR & EE
AHHECREERBIEERAMHEE
RIFTESREE WD BAR/NUL
“RERNSREE - TREEIET
EHRBENSREE - B EEER
PDECRELAMBSREELEMHAE

AHHESHEERATEEIE B
HMEBRMEEEEE ZINERE (I
BB ES) ERERAERI - AT
BENEDMEENRAERAENEM
2HEWENER - LERRERADFH
Rit e

EERTISTREMSREMLATE
BERTRATEFENRNELFRE
K87 B R EEER AR ZERE
BHBEHFOITETR - R ER
BB R (i FE2(k)) IR -

BEHEAHEESREER  WERE
BREHEMSREFREARAENE
B UREERASEMEE KRG R
AT EEABRERRFRESENSE
LN 62



(i

(iv

(vi

=

)

=

RERITBEMRADA | 2009 F 3R | 129

NOTES ON THE ACCOUNTS (CONTINUED)

Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair
value through profit or loss, are measured at amortised cost using the effective
interest method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market prices
at the balance sheet date without any deduction for estimated future selling
costs.

If there is no publicly available latest traded price nor a quoted market price on
a recognised stock exchange or a price from a broker/dealer for non-exchange-
traded financial instruments or if the market for it is not active, the fair value of
the instrument is estimated using valuation techniques that provide a reliable
estimate of prices which could be obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows
are based on management’s best estimates and the discount rate used is a
market rate at the balance sheet date applicable for an instrument with similar
terms and conditions. Where other pricing models are used, inputs are based
on market data at the balance sheet date.

Derecognition

The Group derecognises a financial asset when the contractual rights to receive
the cash flows from the financial asset expire, or where the financial asset
together with substantially all the risks and rewards of ownership, have been
transferred.

A financial liability is derecognised when the obligation specified in the
contract is discharged, cancelled or expires.

The Group uses the weighted average method to determine realised gains and
losses to be recognised in the income statement on derecognition.

Offsetting

Financial assets and financial liabilities are offset and the net amount is
reported in the statement of financial position only where there is a legally
enforceable right to set off the recognised amounts and there is an intention to
settle on a net basis, or realise the asset and settle the liability simultaneously.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument
that includes both the derivative and a host contract with the effect that
some of the cash flows of the combined instrument vary in a way similar
to a stand-alone derivative. The embedded derivatives are separated from
the host contract and accounted for as a derivative when (a) the economic
characteristics and risks of the embedded derivative are not closely related to
the host contract; and (b) the hybrid (combined) instrument is not measured at
fair value with changes in fair value recognised in the income statement.

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.
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(iv
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NOTES ON THE ACCOUNTS (CONTINUED)
BRIA M EE (&)

2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(9) Hedging

@

(ii)

Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the
variability in cash flows of a recognised asset or liability, or a highly probable
forecast transaction and the hedge is effective, the gain or loss on the
derivative financial instrument in relation to the hedged risk is recognised in
other comprehensive income and accumulated separately in equity in the
hedging reserve.

Fair value hedge

A fair value hedge seeks to offset risks of changes in the fair value of an
existing asset or liability that will give rise to a gain or loss being recognised in
the income statement.

The hedging instrument is measured at fair value, with fair value changes
recognised in the income statement. The carrying amount of the hedged item
is adjusted by the amount of the changes in fair value of hedging instrument
attributable to the risk being hedged. This adjustment is recognised in the
income statement to offset the effect of the gain or loss on the hedging
instrument.

The Group currently does not use hedge accounting.

(h) Properties

)

Bank premises are stated in the statement of financial position at cost or at
Directors’ valuation, by reference to an independent professional valuation,
less accumulated depreciation and accumulated impairment loss (Note 2(k)).

When a deficit arises on revaluation, it will be charged to the income
statement, to the extent that it exceeds the amount held in the bank premises
revaluation reserve in respect of that same asset immediately prior to the
revaluation; and when a surplus arises on revaluation, it will be credited to the
income statement, to the extent that a deficit on revaluation in respect of that
same asset had previously been charged to the income statement.

In preparing these accounts, advantage has been taken of the transitional
provisions set out in paragraph 80A of HKAS 16 “Property, Plant and
Equipment” issued by the HKICPA, with the effect that bank premises have
not been revalued to fair value at the balance sheet date.
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(i) Investment properties are properties which are held either to earn rental

(iii

=

income or for capital appreciation or for both. Investment properties are
stated at fair value. Investment properties are valued annually by external
independent valuation companies, having an appropriate recognised
professional qualification and recent experience in the location and category
of property being valued. The fair values are based on market values, being
the estimated amount for which a property could be exchanged on the date
of valuation between a willing buyer and a willing seller in an arm'’s length
transaction after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion. No allowance has been
made in the valuations for any charges, mortgages or amounts owing on the
properties nor any expenses or taxation which may be incurred in effecting a
sale.

Any gain or loss arising from a change in fair value is recognised in the income
statement. Rental income from investment property is accounted for as
described in Note 2(e).

When a bank property is transferred to investment property following a
change in its use, any differences arising at the date of transfer between the
carrying amount of the bank property immediately prior to transfer and its fair
value is recognised as a revaluation of bank premises as described in Note 2(h)(i).

If an investment property becomes owner-occupied, it is reclassified as bank
premises and its fair value at the date of reclassification becomes its cost for
subsequent accounting purposes.

A property interest under an operating lease is classified and accounted for as
an investment property when the Group holds it to earn rentals or for capital
appreciation or both. Any such property interest under an operating lease
classified as an investment property is carried at fair value. Lease payments are
accounted for as described in Note 2(I).

Profit or loss on disposal of bank premises and investment properties is
determined as the difference between the net sales proceeds and the carrying
amount of the asset and is recognised in the income statement upon disposal.
Any surplus that is included in the bank premises revaluation reserve of the
related bank premises disposed is transferred to the general reserve.

(ii)

(iii)
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NOTES ON THE ACCOUNTS (CONTINUED)
BRIA M EE (&)

2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(i)

)

Amortisation and Depreciation

(i) Bank premises
Freehold land is not amortised. Leasehold land held for own use under an
operating lease, the fair value of which cannot be measured separately from
the fair value of a building situated thereon at the inception of the lease, is
accounted for as being held under a finance lease. Leasehold land is amortised
on a straight line basis over the remaining term of the lease. Buildings are
depreciated on a straight line basis at rates calculated to write off the cost
or valuation of each building over its estimated useful life of 50 years or the
remaining lease period of the land on which it is situated, whichever is the
shorter.

Investment properties are not depreciated.

(ii) Other fixed assets
Other fixed assets are stated in the statement of financial position at cost less
accumulated depreciation, which is calculated on a straight line basis to write
off the assets over their estimated useful lives from 4 to 20 years.

Goodwill

Goodwill represents the excess of the cost of a business combination or an
investment in an associate over the Group's interest in the net fair value of the
acquiree’s identifiable assets, liabilities and contingent liabilities.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill
arising on a business combination is allocated to each cash-generating unit, or
groups of cash generating units, that is expected to benefit from the synergies
of the combination and is tested annually for impairment (Note 2(k)). In respect
of associates, the carrying amount of goodwill is included in the carrying amount
of the interest in the associates and the investment as a whole is tested for
impairment whenever there is objective evidence of impairment (Note 2(k)).

Any excess of the Group's interest in the net fair value of the acquiree’s identifiable
assets, liabilities and contingent liabilities over the cost of a business combination
or an investment in an associate is recognised immediately in the income
statement.

On disposal of a cash generating unit, or an associate during the year, any
attributable amount of purchased goodwill is included in the calculation of the
profit and loss on disposal.

(k) Impairment of Assets

At each balance sheet date, the carrying amount of the Group’s assets are
reviewed to determine whether there is objective evidence of impairment.
If internal and external sources of information indicate such evidence exists,
the carrying amount is reduced to the estimated recoverable amount and an
impairment loss is recognised in the income statement.
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Loans and receivables

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated
future cash flows discounted at the asset’s original effective interest rate
(i.e. the effective interest rate computed at initial recognition of these
assets.) Receivables with a short duration are not discounted if the effect of
discounting is immaterial.

The total allowance for impairment losses consists of two components:
individual impairment allowances, and collective impairment allowances.

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
the 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.

The individual impairment allowance is based upon management'’s best
estimate of the present value of the cash flows which are expected to be
received discounted at the original effective interest rate. In estimating these
cash flows, management makes judgements about the borrower’s financial
situation and the net realisable value of any underlying collateral or guarantees
in favour of the Group. Each impaired asset is assessed on its own merits.

In assessing the need for collective loan loss allowances, management
considers factors such as credit quality, portfolio size, concentrations, and
economic factors. In order to estimate the required allowance, the Group
makes assumptions both to define the way the Group models inherent losses
and to determine the required input parameters, based on historical experience
and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on
how well the Group can estimate future cash flows for individually assessed
impairment allowances and the model assumptions and parameters used in
determining collective impairment allowances. While this necessarily involves
judgment, the Group believes that the impairment allowances on loans and
advances to customers are reasonable and supportable.

All loans and receivables are reviewed and analysed periodically. Any
subsequent changes to the amounts and timing of the expected future cash
flows compared to the prior estimates that can be linked objectively to an
event occurring after the write-down, will result in a change in the impairment
allowances on loans and receivables and will be charged or credited to the
income statement. A reversal of impairment losses is limited to the loans
and receivables’ carrying amount that would have been determined had no
impairment loss been recognised in prior years.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(i) Held-to-maturity investments

(iii

=

Impairment on held-to-maturity investments is considered at both an individual
and collective level. The individual impairment allowance is measured as the
difference between the asset’s carrying amount and the present value of
estimated future cash flows, discounted at asset’s original effective interest
rate, where the effect of discounting is material.

All significant assets found not to be individually impaired are then collectively
assessed for any impairment that has been incurred but not yet identified.
Assets that are not individually significant are then collectively assessed
for impairment by grouping together financial assets with similar risk
characteristics.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the income
statement. A reversal of impairment losses is limited to the asset’s carrying
amount that would have been determined had no impairment loss been
recognised in prior years.

Available-for-sale financial assets

When there is objective evidence that an available-for-sale financial asset is
impaired, the cumulative loss that had been recognised in the fair value reserve
is reclassified to the income statement. The amount of the cumulative loss that is
recognised in the income statement is the difference between the acquisition
cost (net of any principal repayment and amortisation) and current fair value,
less any impairment loss on that asset previously recognised in the income
statement.

For unquoted available-for-sale equity securities that are carried at cost, the
impairment loss is measured as the difference between the carrying amount
of the equity securities and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset,
where the effect of discounting is material.

Impairment losses recognised in the income statement in respect of available-
for-sale equity securities are not reversed through the income statement. Any
subsequent increase in the fair value of such assets is recognised directly in
other comprehensive income.

Impairment losses in respect of available-for-sale debt securities are reversed
if the subsequent increase in fair value can be objectively related to an event
occurring after the impairment loss was recognised. Reversals of impairment
losses in such circumstances are recognised in the income statement.
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(iv) Other assets

Internal and external sources of information are reviewed at each balance
sheet date to identify indications that the following assets may be impaired or,
except in the case of goodwill, an impairment loss previously recognised no
longer exists or may have decreased:

— property and equipment (other than properties carried at revalued
amounts);

— investments in subsidiaries and associates;

— goodwill; and

— intangible assets

If any such indication exists, the asset’s recoverable amount is estimated. In
addition, for goodwill, the recoverable amount is estimated annually whether
or not there is any indication of impairment.

Calculation of recoverable amount

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

Recognition of impairment losses

An impairment loss is recognised in the income statement whenever the
carrying amount of an asset, or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment losses recognised in respect of
cash-generating units are allocated first to reduce the carrying amount of any
goodwill allocated to the cash-generating unit (or group of units) and then,
to reduce the carrying amount of the other assets in the unit (or group of
units) on a pro rata basis, except that the carrying value of an asset will not
be reduced below its individual fair value less costs to sell, or value in use, if
determinable.

Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed if
there has been a favourable change in the estimates used to determine the
recoverable amount. An impairment loss in respect of goodwill is not reversed.

A reversal of impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years.

Reversals of impairment losses are credited to the income statement in the
year in which the reversals are recognised.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(v) Interim financial reporting and impairment

Under the Rules Governing the Listing of Securities on the Stock Exchange
of Hong Kong Limited, the Group is required to prepare an interim financial
report in compliance with HKAS34, Interim financial reporting, in respect of
the first six months of the year. At the end of the interim period, the Group
applies the same impairment testing, recognition, and reversal criteria as it
would at the end of the year (Note 2(k)(i) to (iv)).

Impairment losses recognised in an interim period in respect of goodwill,
available-for-sale equity securities and unquoted equity securities carried at
cost are not reversed in a subsequent period. This is the case even if no loss, or
a smaller loss, would have been recognised had the impairment been assessed
only at the end of the year to which the interim period relates. Consequently, if
the fair value of an available-for-sale equity security increases in the remainder
of the annual period, or in any other period subsequently, the increase is
recognised in other comprehensive income and not the income statement.

(I) Leased Assets
Leases of assets under which the lessee assumes substantially all the risks and

benefits of ownership are classified as finance leases. Leases of assets under which

the lessor has not transferred all the risks and benefits of ownership are classified as
operating leases.

@

(ii)

(iii

=

Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
statement of financial position as advances to customers at the amounts of net
investment which represent the total rentals receivable under finance leases
less unearned income. Revenue arising from finance leases is recognised in
accordance with the Group's revenue recognition policies, as set out in Note 2(e).

Assets held for use in operating leases

Where the Group leases out assets under operating leases, the leased assets
are included in the statement of financial position according to their nature
and, where applicable, are depreciated in accordance with the Group's
depreciation policies, as set out in Note 2(i). Impairment losses are accounted
for in accordance with the accounting policy as set out in Note 2(k). Revenue
arising from operating leases is recognised in accordance with the Group's
revenue recognition policies, as set out in Note 2(e).

Operating lease charges

Where the Group has the use of assets under operating leases, payments made
under the leases are charged to the income statement in equal instalments
over the accounting periods covered by the lease term, except where an
alternative basis is more representative of the pattern of benefits to be derived
from the leased asset. Lease incentives received are recognised in the income
statement as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to the income statement in the accounting
period in which they are incurred.
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(m) Repossession of Assets

In the recovery of impaired loans and advances, the Group may take possession of
the collateral assets through court proceedings or voluntary delivery of possession
by the borrowers. In accordance with the Group’s accounting policy set out in Note
2(k), impairment allowances for impaired loans and advances are maintained after
taking into account the net realisable value of the collateral assets, usually resulting
in a partial write-off of the loans and advances against impairment allowances.
Repossessed assets are reported under other assets if it is highly probable that their
carrying amount will be recovered through a sale transaction rather than through
continuing use and the assets are available for sale in their present condition.
Related loans and advances are then written off.

Repossessed assets are recorded at the lower of the amount of the related loans
and advances and fair value less costs to sell at the date of exchange. They are not
depreciated or amortised.

Impairment losses on initial classification and on subsequent remeasurement are
recognised in the income statement.

(n) Income Tax

(i) Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the income statement except to the extent that
they relate to items recognized in other comprehensive income or directly
in equity, in which case the relevant amounts of tax are recognised in other
comprehensive income or directly in equity, respectively.

(i) Current tax is the expected tax payable on the taxable income for the year, using

tax rates enacted or substantively enacted at the balance sheet date, and any
adjustment to tax payable in respect of previous years.

(iii

=

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

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising
from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary differences, provided those differences
relate to the same taxation authority and the same taxable entity, and are
expected to reverse either in the same period as the expected reversal of the
deductible temporary difference or in periods into which a tax loss arising from
the deferred tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing deductible temporary differences
support the recognition of deferred tax assets arising from unused tax losses
and credits, that is, those differences are taken into account if they relate to
the same taxation authority and the same taxable entity, and are expected to
reverse in a period, or periods, in which the tax loss or credit can be utilised.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(iv

=

The limited exceptions to recognition of deferred tax assets and liabilities
are those temporary differences arising from goodwill not deductible for
tax purposes, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business
combination), and temporary differences relating to investments in subsidiaries
to the extent that, in the case of taxable differences, the Group controls the
timing of the reversal and it is probable that the differences will not reverse
in the foreseeable future, or in the case of deductible differences, unless it is
probable that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected
manner of realisation or settlement of the carrying amount of the assets and
liabilities, using tax rates enacted or substantively enacted at the balance sheet
date. Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance sheet
date and is reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow the related tax benefit to be utilised.
Any such reduction is reversed to the extent that it becomes probable that
sufficient taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred
tax liabilities if the Bank or the Group has the legally enforceable right to set
off current tax assets against current tax liabilities and the following additional
conditions are met:

— in the case of current tax assets and liabilities, the Bank or the Group
intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to income
taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or realise and settle
simultaneously.
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NOTES ON THE ACCOUNTS (CONTINUED)

(o) Insurance Reserves and Provisions for Outstanding Claims

Insurance reserves, except those attributable to long term business, represent the
proportion of retained premiums written in the year relating to the period of risk
from 1st January in the following year to the subsequent date of expiry of policies
which is carried forward as a provision for unearned premiums and calculated on a
daily basis.

The insurance reserve for long term business is ascertained by actuarial valuation.

Full provision is made for the estimated cost of claims notified but not settled
at the balance sheet date and for the estimated cost of claims incurred but not
reported by that date, after deducting the amounts due from reinsurers. Provision
has also been made for the estimated cost of servicing claims notified but not
settled at the balance sheet date and to meet expenses on claims incurred but not
reported at the balance sheet date.

These reserves and provisions are classified as other accounts and provisions.

(p) Provisions and Contingent Liabilities

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

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

(q) Employee Benefits

(i) Salaries, bonuses and leave benefits
Employee entitlements to salaries, annual bonuses, paid annual leave, leave
passage and the cost to the Group of non-monetary benefits are recognised
when they accrue to employees. An accrual is made for the estimated liability
for annual leave as a result of services rendered by employees up to the
balance sheet date.

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.
(i) Performance-related bonus plan
Liabilities for performance-related bonus plan, which are due wholly within
twelve months after the balance sheet date, are recognised when the Group
has a present legal or constructive obligation as a result of services rendered by
employees and a reliable estimate of the obligation can be made.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEER @)

(iii) Retirement benefits

(iv

=

Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident
Fund Exempted ORSO Scheme (“MPFEOS") or the Mandatory Provident Fund
Scheme (“MPFS”). Both are defined contribution schemes. The employer’s
monthly contributions to both schemes are at a maximum of 10% of each
employee’s monthly salary.

The pension schemes covering all the Group’s PRC and overseas employees are
defined contribution schemes at various funding rates, and are in accordance
with local practices and regulations.

The cost of all these schemes is charged to the income statement for the
period concerned and the assets of all these schemes are held separately from
those of the Group. Under the MPFEQS, the employer’s contribution is not
reduced by contributions forfeited by those employees who leave the scheme
prior to vesting fully in the contributions. Under the MPFS, the employer’s
contribution is reduced by contributions forfeited by those employees who
leave the scheme prior to vesting fully in the contributions.

Share based payments
The option exercise price is equal to the higher of:

(a) the closing price of the Bank’s shares in the Stock Exchange’s daily
guotations sheet on the date of grant of the relevant options;

(b) an amount equivalent to the average closing price of the Bank'’s shares as
stated in the Stock Exchange’s daily quotation sheets for the 5 business
days immediately preceding the date of grant of the relevant options; and

() the nominal value of the Bank's shares.

When the options are exercised, equity is increased by the amount of the
proceeds received. The fair value of share options granted to employees is
recognised as an expense in the income statement with a corresponding
increase in a capital reserve within equity. The fair value is measured at the
grant date using the trinomial model, taking into account the terms and
conditions upon which the options were granted. Where the employees have
to meet vesting conditions before becoming unconditionally entitled to those
share options, the total estimated fair value of the share options is spread over
the vesting period, taking into account the probability that the options will
vest.

During the vesting period, the number of share options that is expected to vest
is reviewed. Any resulting adjustment to the cumulative fair value recognised in
prior years is charged or credited to the income statement for the year of the
review unless the original expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of share
options that vest (with a corresponding adjustment to capital reserve) except
where forfeiture is only due to not achieving vesting conditions that relate to
the market price of the Bank’s shares.
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The equity amount is recognised in capital reserve until either the option is
exercised (when it is transferred to share premium) or the option expires (when
it is released directly to retained profits).

Related Parties
For the purposes of these accounts, a party is considered to be related to the
Group if:

(i) The party has the ability, directly or indirectly through one or more
intermediaries, to control the Group or exercise significant influence over the
Group in making financial and operating policy decisions, or has joint control
over the Group;

(i) The Group and the party are subject to common control;
(iii) The party is an associate of the Group;

(iv) The party is a member of key management personnel of the Group, or a close
family member of such an individual, or is an entity under the control, joint
control or significant influence of such individuals;

(v) The party is a close family member of a party referred to in (i) or is an entity
under the control, joint control or significant influence of such individuals; or

(vi) The party is a post-employment benefit plan which is for the benefit of
employees of the Group or of any entity that is a related party of the Group.

Close family members of an individual are those family members who may be
expected to influence, or be influenced by, that individual in their dealings with the
entity.

Segment Reporting

Operating segments, and the amounts of each segment item reported in the
accounts, are identified from the financial information provided regularly to
the Group’s most senior executive management for the purposes of allocating
resources to, and assessing the performance of, the Group’s various lines of
business and geographical locations.

Individually material operating segments are not aggregated for financial reporting
purposes unless the segments have similar economic characteristics and are
similar in respect of the nature of products and services, the nature of production
processes, the type or class of customers, the methods used to distribute the
products or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be aggregated if they
share a majority of these criteria.

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 that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in value.
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3. CHANGES IN ACCOUNTING POLICIES =T ER 2 & &

The HKICPA has issued one new HKFRS, a number of amendments to HKFRSs and
new Interpretations that are first effective for the current accounting period of the
Group and the Bank. Of these, the following developments are relevant to the
Group'’s accounts:

— HKFRS 8 Operating segments

— HKAS 1 (revised 2007) Presentation of financial statements

— Amendments to HKFRS 7 Financial instruments: Disclosures — improving
disclosures about financial instruments

— Improvements to HKFRSs (2008)

— Amendments to HKAS 27 Consolidated and separate financial statements —
cost of an investment in a subsidiary, jointly controlled entity or associate

— Amendments to HKFRS 2 Share-based payment — vesting conditions and
cancellations

—  HK(IFRIC) 13 Customer loyalty programmes

The amendments to HKFRS 2 has had no material impact on the Group's accounts
as the amendments and interpretations were consistent with policies already
adopted by the Group. The impact of the remainder of these developments is as
follows:

—  HKFRS 8 requires segment disclosure to be based on the way that the Group's
chief operating decision maker regards and manages the Group, with the
amounts reported for each reportable segment being the measures reported
to the Group's chief operating decision maker for the purposes of assessing
segment performance and making decisions about operating matters. This
contrasts with the presentation of the Group’s financial statements into
segments based on related products and services and on geographical
areas. The adoption of HKRFS 8 has resulted in the presentation of segment
information in a manner that is more consistent with internal reporting
provided to the Group’s most senior executive management, and has resulted
in additional reportable segments being identified and presented (see Note
19). Corresponding amounts have been provided on a basis consistent with
the revised segment information.
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As a result of the adoption of HKAS 1 (revised 2007), details of changes in
equity during the period arising from transactions with equity shareholders in
their capacity as such have been presented separately from all other income
and expenses in a revised consolidated statement of changes in equity.
All other items of income and expense are presented in the consolidated
income statement, if they are recognised as part of profit or loss for the
period, or otherwise in a new primary statement, the consolidated statement
of comprehensive income. Corresponding amounts have been restated to
conform to the new presentation. This change in presentation has no effect on
reported profit or loss, total income and expense or net assets for any period
presented.

As a result of the adoption of the amendments to HKFRS 7, the accounts
include expanded disclosures in Note 41 about the fair value measurement of
the Group's financial instruments, categorising these fair value measurements
into a three-level fair value hierarchy according to the extent to which they
are based on observable market data. The Group has taken advantage of the
transitional provisions set out in the amendments to HKFRS 7, under which
comparative information for the newly required disclosures about the fair value
measurements of financial instruments has not been provided.

The “Improvements to HKFRSs (2008)” comprise a number of minor and non-
urgent amendments to a range of HKFRSs which the HKICPA has issued as
an omnibus batch of amendments. The impact of these amendments are not
considered to be material to the Group, except for the following, which result
in changes to the Group'’s accounting policies:

— As a result of amendments to HKAS 28, Investments in associates,
impairment losses recognised in respect of the associates carried under
the equity method are no longer allocated to the goodwill inherent in that
carrying value. As a result, when there has been a favourable change in
the estimates used to determine the recoverable amount, the impairment
loss will be reversed. Previously, the Group allocated impairment losses to
goodwill and, in accordance with the accounting policy for goodwill, did
not consider the loss to be reversible. In accordance with the transitional
provisions in the amendment, this new policy will be applied prospectively
to any impairment losses that arise in the current or future periods and
previous periods have not been restated.
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3. CHANGES IN ACCOUNTING POLICIES (conTINUED) B TR Z 28 (a)

The amendments to HKAS 27 have removed the requirement that dividends
out of pre-acquisition profits should be recognised as a reduction in the
carrying amount of the investment in the investee, rather than as income. As a
result, as from 1st January, 2009, all dividends receivable from subsidiaries and
associates, whether out of pre- or post-acquisitions profits, will be recognised
in the Bank’s profit or loss and the carrying amount of the investment in the
investee will not be reduced unless that carrying amount is assessed to be
impaired as a result of the investee declaring the dividend. In such cases, in
addition to recognising dividend income in profit or loss, the Bank would
recognise an impairment loss. In accordance with the transitional provisions in
the amendment, this new policy will be applied prospectively to any dividends
receivable in the current or future periods and previous periods have not been
restated.

HK(IFRIC) 13 addresses how reporting entities that grant their customers
loyalty award credits when buying goods or services should account for their
obligation to provide free or discounted goods and services, if and when the
customers redeem these credits. HK(IFRIC) 13 requires reporting entities to
allocate some of the proceeds of the initial sales to the award credits and
recognise these proceeds as revenue when they have fulfilled their obligations
to provide goods or services. The effect of the adoption of HK(IFRIC) 13 was
not considered to be material for the Group and therefore, the prior year
figures have not been restated.

ATE - ESRWERTFEAMESORE
VRERR/RFIREE RN EREE
R - MIERERARE@AEE - &
NEBGTERDE27RABET - Fit
MRED WM - Et - 520095141
B - FTA1EHTE A A K& R ElH
KRS - TimalR BRI ADE - sl
BEFBMEE  SEERRALRITH
Bi o RN #REVSKOREREE
A GRLD  RIFZETESFHERE
HRE MRS B 4% R AR TR
B MBEELFER RTEEREH
REFBERI - KT R RRER
X REBERRIEERBELRE » th—
R & F] RE B AR A B ATl R SR &Y
BB EAAERE AR B - MDA
Ve EIAR S RIARE W ELRR -

B (ERMBREREZE®)F13&
BE HERRNERAWHERTFE
BEZARWERIRBMA T MR
Hig  BEEPITRAMNEER - o
AABITAGEMERRERTNER X
IRAG s e ABRA IR - B RARER
ERBNERENROHE ST - &
BHMOEREFE - W EEAETKE
TRHEER MRS 2 A - BRZE
W RIA - TR EE (BRI B IRE
BREZEE)F13MGEE  HAEELT
BREATE Bt EFNHFILR
FLAER o
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AR TE B 5E (78

4. INTEREST INCOME FIEUA

2009 2008
HKS MnB¥EET HKS MnBEBEET
Listed securities classified as held-to-maturity DEAFER S AIEREE
or available-for-sale B LTRSS 264 261
Trading assets RPABEE
— listed — kW 13 2
— unlisted —JEEm 28 8
Interest rate swaps RS 959 917
Financial assets designated at fair value EEARBIESARB AT ER
through profit or loss EREE
— listed —tm 206 128
— unlisted —JELEm 81 310
Loans, deposits with banks and financial JEiZEBIE S R A FEE
institutions, trade bills, and other unlisted HIBRAIE K ~ ERITAEAMD
securities that are not at fair value SRBENTR  EH5RIE
through profit or loss REMIE FTHES 10,570 15,839
Total interest income FLEM A LR EE 12,121 17,465

Included above is interest income accrued on impaired financial assets of HK$79
million (2008: HK$73 million) which includes interest income on effect of
discounting of HK$40 million (2008: HK$12 million) (Note 25(b)) for the year

ended 31st December, 2009.

. INTEREST EXPENSE F|83% H

LA EBIEEE2009F 12 A31 A ILFERES
A ZE /O FE 5T 24 679,000,000 7T (2008
4 ¢ #¥573,000,0007T) - EFREETEITN
FEMNF B U A 5% 40,000,0007T(20084F ¢
75%12,000,0007T ) (FizE25(b)) ©

2009 2008
HK$ MnB¥EET HKS MnEEEET
Customer deposits, deposits of banks and R SR ANB BR Y
other financial institutions and certificates BREER - HRITR
of deposit issued which are stated Hth & BhigiE 17K
at amortised cost REBITERE 3,650 8,696
Debt securities issued BEHRTEBES 61 _
Subordinated notes carried at amortised cost RS AT BRI R (B 215 68 184
Interest rate swaps FEZEBHEL 1,015 1,062
Financial instruments designated at EE AB BB AR AT
fair value through profit or loss BESHIEA 566 725
Other borrowings HAbfER 14 5
Total interest expense FELZ 4R EE 5,374 10,672
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6. FEE AND COMMISSION INCOME FRIEE R{ASWA

Fee and commission income arises from the following services: RE THIRBE RS ERAEKA -

2009 2008
HK$ MnB¥EERT HKS MnEBEBEET
Corporate services ERB 806 818
Credit cards ER+ 554 462
Loans, overdrafts and guarantees B B RER 444 382
Securities and brokerage BH R 320 255
Other retail banking services Hin ZERITIRES 193 187
Trade finance BEo5mE 141 160
Trust and other fiduciary activities EEE R E MR IB TS 79 102
Others HAh 262 252
Total fee and commission income i R N 2,799 2,618
of which: Heh
Net fee income, other than amounts HIEEFER 5 ABsIEE A
included in determining the effective NEEESR SRAES
interest rate, arising from financial assets BEMELE ZFRBERA
or financial liabilities that are not held (MM EIER EsTER R =
for trading nor designated at fair value Z &) 2,214 2,134
Fee income BRAS B U 2,680 2,528
Fee expenses RIS & (466) (394)
. NET TRADING PROFITS/(LOSSES) X5 aFl, (E518)/F58
2009 2008
HK$ MnBMEET HKS MnB¥EEET
Profit on dealing in foreign currencies GNEE B B s K 140 316
Profit/(Loss) on trading securities R e B%FEF BN, (BE) 616 (618)
Net gain/(loss) on derivatives PTET R FRF () 153 (1,032)
Loss on other dealing activities HihEFZEEE - (1)
Dividend income from listed trading securities 2 5 & F A AR EUA 32 43
Total net trading profits/(losses) FR Gt (E518) H5E 941 (1,292)

. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EEABBREURMAFEESHTANFERR

2009 2008
HKS MnBH¥EERT HKS MNEEBEET
Revaluation and disposal loss on Collateralised
Debt Obligations EHRLEEEERBERER - (3,549)
Revaluation (loss)/gain on debts issued BEERTER(ER), /BT (1,236) 2,624
Net (loss)/profit on sale of other financial assets HEHMiEE RBRBRIARBRAT
designated at fair value through profit or loss BESBEENF(BE),/HF (42) E
Revaluation gain/(loss) on other financial assets EfhEMEERABBEREARRAT
designated at fair value through profit or loss BEESBREENET(B]) 1,011 (690)
Total net result from financial instruments EERBBERIARMRATEE
designated at fair value through profit or loss SR TAMFRIABE (267) (1,612)
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9. OTHER OPERATING INCOME HE & Uk A

BRIA M EE ()

2009 2008
HKS MnB¥EERT HKS MNEBEEET
Dividend income from available-for-sale AHHESmEE
financial assets AR BWA
— listed —tm 21 20
— unlisted —JEEm 25 30
Rental from safe deposit boxes RpFERSKA 82 87
Net revenue from insurance activities RERZETGFUA 180 99
Rental income on properties MERS KA 92 90
Others EAth 105 97
Total other operating income Efhis s A 42z 505 423
10. OPERATING EXPENSES #&#& % H
2009 2008
HKS MnB¥EERT HKS MNEEEET
Contributions to defined contribution plan* FRAMF NS I 193 225
Equity-settled share-based payment expenses  UARR(D AEES X (Y E B 7 66
Salaries and other staff costs e RkEME TR 2,905 2,689
Total staff costs BT ZA4A%E 3,169 2,980
Premises and equipment expenses excluding N L
depreciation TEFETENERERHZ
— Rental of premises —ERS 458 378
— Maintenance, repairs and others —RE - BIEREAM 447 445
Total premises and equipment expenses .
excluding depreciation TRIETEN YRR ESZ L85 905 823
Depreciation on fixed assets (Note 37) BEEEENE(H731) 512 437
Amortisation of intangible assets (Note 30(b)) 4/ & EE &k (A12£30(b)) 13 3
Other operating expenses Hfhae sz i
— Stamp duty, overseas and —ENTERL ~ BN R
PRC** business taxes, FEE A B A E
and value added taxes EEN - RIBED 304 373
— Communications, stationery and printing — @ - XA KER 272 274
— Legal and professional fees —EERBEERBE 190 193
— Advertising expenses —EE5E 179 287
— Business promotions and business travel — RS E N S ki 114 97
— Card related expenses —BHEERAR~XZH 91 72
— Insurance expenses —{RERE 46 43
— Donations —B/% 13 9
— Audit fee — R BN 9 8
— Administration expenses of corporate services — — ¥ RRIEHITTE 8 7
— Membership fees —g8% 8 7
— Bank charges —RITUE 6 7
— Bank licence —IRITIERE 4 4
— Others —EAfth 286 155
Total other operating expenses bz 4858 1,530 1,536
Total operating expenses*** FR S AR RE 6,129 5,779

*  Forfeited contributions totalling HK$4 million (2008: HK$10 million) were utilised to
reduce the Group’s contribution during the year. There were no forfeited contributions
available for reducing future contributions at the year end (2008: Nil).

**  PRC denotes the People’s Republic of China.

*** Included in operating expenses are direct operating expenses of HK$37 million (2008:
HK$19 million) in respect of investment properties which generated rental income during
the year.

* o FERDRIZ B 4,000,000 T (2008 E -

&I 10,000,000 7T) B HIER LA E BRI

TR K1 A (F (] #8584 77 B FE R AEE 15 5K .2 4 3%
(2008 F : #E) °

*x FEEFRAE S N A W IR A EEE
SRS S ] % #8488 37,000,000 T (2008
4 : jE# 19,000,000 7T) °
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11.IMPAIRMENT LOSSES ON LOANS AND ADVANCES &K BFUREE X

2009 2008
HKS MnB¥EERT HKS MNEBEEET
Net charge for impairment losses on loans BERRBIREBKRS 58
and advances
Individual impairment loss (EIVRIEEEES
— new provisions (Note 25(b)) —HEBAE (HT:E250)) 827 596
— releases (Note 25(b)) — BB (H1:£25(b)) (75) (81)
— recoveries (Note 25(b)) — W el (H1:£25(b)) (66) (140)
686 375
Collective impairment loss BERERK
— new provisions (Note 25(b)) —HEBE (HT:E250)) 419 183
— releases (Note 25(b)) — BB (H75£25(b)) - =
Net charge to income statement P ER & H 55 1,105 558
12.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS
HEATHEEEMERE 2 F R
2009 2008
HKS MnB¥EET HKS MnBBESET
Net revaluation gain transferred from HiFFEEENEHRNER
reserves (Note 38(h)) (B15£38(h) 29 115
Profit arising in current year FENELRE 73 82
102 197




REHRITEMRADT | 2009 F 3/ | 149

NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (78

13.INCOME TAX Fri5%%

(@) Taxation in the consolidated income statement represents: (@) #RAEWBERAMTIIEE
2009 2008
HK$ MnB¥EET HKS MnEBEEET
Current tax — provision for Hong Kong NEARIIE - BATS AR
profits tax (Note 33(a)) (B7#33(a) 73 64
Current tax — overseas REATIIE — 84N
Tax for the year REFHIE 479 601
Write back of over-provision in respect of
prior years EFE R BT Bl (25) (35)
454 566
Deferred tax (Note 33(b)) EIERIE (AT :133(b))
Origination and reversal of temporary
differences TR EENESE RER 297 (712)
Movements in the value of investment
properties HEMEEBENEES 34 (14)
331 (726)
858 (96)
The provision for Hong Kong profits tax is calculated at 16.5% (2008: 16.5%) of BBFIS BT AT E T ERBUR TR
the estimated assessable profits for the year. % 16.5% (20084 : 16.5% )51 5 -
Taxation for overseas branches and subsidiaries is charged at the appropriate TEIND 1T R BT X W) B0 B BRI ELAT & P e

current rates of taxation ruling in the relevant countries. BRRITRHEAH -
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13.INCOME TAX (CONTINUED) FRSHi (a)

(b) Reconciliation between tax expense/(credit) and accounting profit at applicable tax

rates:

Profit before tax B 758 A1 A

Notional tax on profit before tax, calculated RIEAEEERER 2 755

at the rates applicable to profits in the tax HRIEBR B AR G T E R
jurisdictions concerned BEBR
Tax effect of non-deductible expenses AR ST H TR TE R 2
Tax effect of non-taxable revenue AR AR TR ITE R 2
Tax effect of tax losses not recognised AEROFENFHETZE
Recognition of deferred tax assets on
prior year tax losses EFEHBERREERIREE
Effect on opening deferred tax balances resulting 24 [ F{EF7 R G R E R 18
from a decrease in tax rate during the year AR SRR E
Write back of over-provision in respect
of prior years E4F S F 6 2 0 ) [0 43¢
Tax benefits derived from leasing partnerships R E & EHEEXFIEN 2
Others EAth
Actual tax expense/(credit) BEBES L (ER)

(b) BiEXH (%) BEHEFIRERH R
BHEOER

2009 2008
HKS MnB#¥EBT HKSMnEBEET
3,496 8
661 149
339 389
(115) (607)
10 32
(14) (14)

- (22)
(25) (35)
(12) (6)
14 18
858 (96)

14.PROFIT/(LOSS) ATTRIBUTABLE TO OWNERS OF THE PARENT

AHEBRAEERRER,(BE)

The consolidated profit/(loss) attributable to owners of the parent includes a profit/
(loss) of HK$995 million (2008: (HK$882) million) which has been dealt with in the

accounts of the Bank.

Reconciliation of the above amount to the Bank’s profit/(loss) for the year

Amount of consolidated profit/(loss) attributable
to equity holders dealt with in the Bank's EEFARITERIEZ AIGE N

accounts NEBRFERE=A(EE)
Final dividends from subsidiaries and associates

attributable to the profits of the previous RETFEMBARREE AT

financial year and general reserves, i A B — PR 2 RERAR 2. -

approved and paid during the year A S AR PR 3%

Bank's profit/(loss) for the year RATFEE N H, (E8)

ARBENARBERRSAEN(BR) &
FEEARTRANEF,(ER)EE
995,000,0007T (20084 : (7% 882,000,000
7)) =

ATEERRT(B1R)E bl S5 HiR

2009 2008
HK$ MnE¥BEET HKS MnB¥ERET

974 (924)
21 42
995 (882)
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BRIA M EE ()

(a) Dividends attributable to the year

Interim dividend declared and paid of
HK$0.28 per share on 1,842 million shares
(2008: HK$0.23 per share on 1,671 million
shares or HK$0.21 per share on 1,838 million
shares after adjusting for the bonus issue
in 2009) (Note 38())

Final dividend paid in respect of the previous
financial year on shares issued under
the share option schemes subsequent
to the balance sheet date and before
the close of the Register of Members
of the Bank, of HK$0.02 per share
(2008: HK$1.18 per share or HK$1.07
per share after adjusting for the bonus issue
in 2009)

Final dividend proposed after the balance sheet
date of HK$0.48 per share on 2,016 million
shares (2008: HK$0.02 per share on 1,673
million shares or HK$0.02 per share on
1,841 million shares after adjusting
for the bonus issue in 2009)

The final dividend proposed after the balance sheet date has not been recognised as

a liability at the balance sheet date.

(b) Dividends attributable to the previous financial year, approved and

paid during the year

Final dividend in respect of the previous
financial year, approved and paid
during the year, of HK$0.02 per share on
1,673 million shares or HK$0.02 per share
on 1,841 million shares after adjusting
for the bonus issue in 2009
(2008: HK$1.18 per share on 1,574 million
shares or HK$1.07 per share on 1,732 million
shares after adjusting for the bonus issue
in 2009)

(c) Distribution to holders of Hybrid Tier 1 capital instruments

Interest payable on the Hybrid Tier 1 capital
instruments, the details of which are
disclosed in Note 35

EXfEEE

(a) EBAFERE

2009
HK$ MnE#¥BE T

BE# & F1,842,000,0008%

2 EARG B RS #50.287T
(20084 : 1,671,000, ooo%
FRGEHE0.237T K
2009 F WAL %18 2
1,838,000,000/%

FRERE0.217T) (H1:738()) 516

A& RATTIRE
BEERE L BRTRE
REETEIBITRE B LEFE
FIE0.02 TR AR HIRL S
(20084 : FRBEME1.187T
AR FHER20094F HY AT A 14
z%tﬁx,%ﬁﬂom) -

BN AEE B HIRIREREIR R

¥2,016,000,000% &A% 78 #&
0.487T(20084 :
1,673,000,0008%

R HE0.02 T A
2009F KA %1% 2
1,841,000,0000% &A%
HEI50.027T) 968

1,484

EREEB
BYARERRERE -

fﬁ%am —REARTEFHEADN

' BB MR35I EE 51

2008
HK$ MnEE & & T

384

98

33

515

ZNEE B E R RS 2 REAR

(b) REERERNBLFERS

2009 2008
HKS Mnig# E 8T HKS MnBBEET
REEZERSFTF
1,673,000,0000% AL
0.027T + kAL FHE2009F H)
4IA%1%2.1,841,000,000/%
FREE0.02 TR EFE R
% 2.(20084F:1,574,000, oooﬂ&
GBS 18T K
2009F KA AR 1R 2
1,732,000,0000% &A%
BH1.077T) 33 1,858
() IREFRE—RERTEFEA
2009 2008
HKS Mnj8#HE T HKS MnEBEHRET
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16.EARNINGS PER SHARE &iRZ |

(a) Basic earnings per share
The calculation of basic earnings per share is based on earnings of HK$2,514
million (2008: HK$39 million) after the distribution of HK$51 million (2008: Nil)
to Hybrid Tier 1 issue holders and on the weighted average of 1,843 million
(2008: 1,833 million after adjusting for the bonus issue in 2009) ordinary shares
outstanding during the year, calculated as follows:

Weighted average number of ordinary shares

Issued ordinary shares at 1st January R1A1ENEETERR
Effect of share options exercised and shares EA TR R RIARRR S
issued in lieu of dividends BITHIRA 2

Weighted average number of ordinary shares 712 831H E@RMHH
at 31st December hniETFHE

(b) Diluted earnings per share
The calculation of diluted earnings per share is based on earnings of HK$2,514
million (2008: HK$39 million) after the distribution of HK$51 million (2008: Nil)
to Hybrid Tier 1 issue holders and on 1,844 million (2008: 1,837 million after
adjusting for the bonus issue in 2009) ordinary shares, being the weighted average
number of ordinary shares outstanding during the year, adjusted for the effects of
all dilutive potential shares.

Weighted average number of ordinary shares (diluted)

Weighted average number of ordinary shares 712 8318 @5 HY

at 31st December DN

Effect of deemed issue of ordinary shares R R AT BI AT
under the Bank's share option scheme BREHERNERRG
for nil consideration %1

Weighted average number of ordinary shares %12 8318 Z3@MH &Y
(diluted) at 31st December k2 (EE)

(a) BREAREBF

FRERBADIZBERE TRE —REX
T E#A AB¥S51,000,0007T (20084 « %)
1% 2 5% F| 7 #2,514,000,000 7T (20084 :
#39,000,0007T) R FENE BT ERRHHE)
HnAEF 5 201,843,000,0000% (20084 : &
#2009F WAL A% 4 2 1,833,000,0008% ) * &
B2 HENT ¢

AR B IS 2R

2009 2008
Number of Shares Number of Shares
REOEE avar-4=]
million BE& million B &
1,841 1,732
2 101
1,843 1,833

(b) BRIEERF]

BREERFTDHRBEIRE TIRE —MER
T A$%5 A#%51,000,0007T (20084 : ##)
1% 2% F 7 #2,514,000,000 7T (20084 : i
#39,000,0007T) &G E A EEEEE
B AR 1F SRR A H 0 AR B A T
¥9%41,844,000,000/% (200845 : #& #2009
FMAIARI% 2 1,837,000,0000%) 5+ & ©

BRI RO A B ()

2009 2008

Number of Shares Number of Shares
BiEE iy

million B& million & &

1,843 1,833

1 4

1,844 1,837
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17.DIRECTORS’ REMUNERATION EE#4&

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong RIBREBCA BHEGIDE 16 115RE A E S
Companies Ordinance is as follows: 20T :
Salaries,
allowances Retirement
Directors’ and benefits Discretionary scheme 2009
fees in kind bonuses Share options contributions Total
e BER
ne B RiBEA RBE  RAGHEIMR fgm
HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HKS$ Mn

BEEER BEEER BYEEBR BYEER BYEER BEEER
Chairman and Chief Executive EEFRTHAR

Dr. The Hon. Sir David LI Kwok-po  ZEEEL 0.3 8.4 25.4 23.0 0.5 57.6
Executive Director HTES

Mr. Joseph PANG Yuk-wing * FEREKE - 1.0 - 45 - 5.5
Non-executive Directors FHTES

Prof. Arthur LI Kwok-cheung FREHR 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing ZREERAE 0.3 - - - - 0.3
Dr. William MONG Man-wai SRERT 0.2 - - - - 0.2
Tan Sri Dr. KHOO Kay-peng FHET B4R IR IS £ 0.2 - - - - 0.2
Mr. Richard LI Tzar-Kai FEREE 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen PREEE 03 - - - - 03
Mr. Stephen Charles Ll Kwok-sze ~ ZBIft5t4 0.2 - - - - 0.2
Dr. Isidro Fainé Casas BRERT 0.1 - - - - 0.1

Independent Non-executive

Directors BYkHTES
Dr. Allan WONG Chi-yun BEFMREL 03 - - - - 03
Mr. WONG Chung-hin HEEEE 03 - - - - 03
Dr. LEE Shau-kee FREBL 0.2 - - - - 0.2
Mr. Winston LO Yau-lai BRIBEE 03 - - - - 03
Mr. Thomas KWOK Ping-kwong ~ SPIEIT 64 0.2 - - - - 0.2
Mr. Kenneth LO Chin-ming ERSRAASAE 03 - - - - 03
Mr. William Doo Wai-hoi HERERAE 03 - - - - 03
Mr. Kuok Khoon-ean DHERE 03 - - - - 03
Mr. Valiant CHEUNG Kin-piu REERE 03 - - - - 03

4.5 9.4 25.4 27.5 0.5 67.3

*  The remuneration of Mr. Joseph Pang Yuk-wing is only for his service being an Executive * EERREEHME R EME2009F 1 A1 HF

Director from 1st January, 2009 to 15th April, 2009 (including the fair value of share 2009 F 4 A 15 HAFETTHITEEZBFE (&
option). FERRIERAF(EE) -
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17.DIRECTORS’ REMUNERATION (conTiNuED) EEEE @)

Salaries,
allowance Retirement
Directors’  and benefits  Discretionary scheme 2008
fees inkind bonuses  Share options  contributions Total
oo RER
e BIE BTt RIRE RGBT B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

AEEET  BEEEr  A¥EEr  BEEEr AREERT  BEEER
Chairman and Chief Executive TERTHAR

Dr. The Hon. Sir David Ll Kwok-po ZEEE+ 03 83 - 24.1 08 335
Executive Director HTES

Mr. Joseph PANG Yuk-wing PERREE 0.2 3.6 - 12.0 03 16.1
Non-executive Directors FHTES

Dr. LI Fook-wo TREMEL - - - - - -
Mr. Aubrey LI Kwok-sing FEERE 03 - - - - 03
Dr. William MONG Man-wai SRERL 0.2 - - - - 02
Tan Sri Dr. KHOO Kay-peng A B ERIE L 02 - - - - 0.2
Mr. Richard LI Tzar-kai FEERE 02 - - - - 0.2
Mr. Eric LI Fook-chuen FREEE 03 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZB{T5E4 02 - - - - 0.2
Prof. Arthur LI Kwok-cheung FEEHK 02 - - - - 02

Independent Non-executive

Directors BYFRTES
Mr. WONG Chung-hin HEBEE 03 - - - - 03
Dr. LEE Shau-kee FREEL 0.2 - - - - 0.2
Dr. Allan WONG Chi-yun BEFMEL 03 - - - - 03
Mr. Winston LO Yau-lai BREEE 03 - - - - 03
Mr. Thomas KWOK Ping-kwong ~ SB/AIT %64 03 - - - - 03
Mr. TAN Man-kou Fyedits 02 - - - - 0.2
Mr. Kenneth LO Chin-ming ERERAAST A 03 - - - - 03
Mr. William Doo Wai-hoi HEELE 03 - - - - 03
Mr. Kuok Khoon-ean FHEEE 03 - - - - 03

Mr. Valiant CHEUNG Kin-piu RERLE - - = - - _

4.6 11.9 - 36.1 1.1 53.7
Included in the above remuneration were share options granted to Executive LB S B ERITESRIEATHIES 2R
Directors under the Bank’s Staff Share Option Schemes. The details of these HE ST RRKE o BRI EB YNSRI EE
benefits in kind are disclosed under the paragraph “Information on Share Options” EHRNEEeREEN[ZBELE | RERA

in the Report of the Directors and Note 36. FI7E36/A ©
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IRIE M aE (48 )
18.FIVE TOP-PAID EMPLOYEES 58 HEGEESHNES

2009 2008
HK$ Mn B¥HEBT HKS Mn B8 EET
Salaries and other emoluments e M EMEE 20 21
Performance-related bonuses FRIRAEENEAL 39 3
Share options AR 50 52
Pension contributions RIRESHE 1 2
110 78

The remuneration of the five top-paid employees is within the following bands:

SEFMREHNEENSEEEMT

2009 2008
Number of Number of
employees employees
BEAK BE A

HK$ &%
8,500,001 - 9,000,000 - 2
10,500,001 - 11,000,000 - 1
12,000,001 - 12,500,000 2 -
13,500,001 — 14,000,000 2 -
16,000,001 - 16,500,000 - 1
33,500,001 — 34,000,000 - 1
57,500,001 — 58,000,000 1 -

Included in the emoluments of the five top-paid employees were the emoluments
of 1 (2008: 2) Director. Their respective directors’ emoluments have been included
in Note 17 above.

5% &= 818 B 8351141 (20084F :2fi1)
EE o NFHE 2ER LaiaE17 -
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19.SEGMENT REPORTING 2 %3 &

The Group manages its businesses by divisions, which are organized by a mixture
of both business lines and geography. In a manner consistent with the way in
which information is reported internally to the Group’s most senior executive
management for the purposes of resource allocation and performance assessment,
the Group has presented the following seven reportable segments. No operating
segments have been aggregated to form the following reportable segments.

(a) Business segments

The Group has identified the following seven reportable segments.

Personal banking, which includes branch operations, personal internet banking,
consumer finance, property loans and credit card business in Hong Kong.

Corporate banking, which includes corporate lending and loan syndication, asset
based lending, commercial lending and securities lending in Hong Kong.

Treasury markets, which include treasury operations and securities dealing in Hong
Kong.

Wealth management, which includes private banking business and related assets
in Hong Kong.

China operations include all branches and subsidiaries in China, except those
subsidiaries carrying out corporate services and associates operated in China.

Overseas operations include overseas branches and subsidiaries, except those
subsidiaries carrying out corporate services and associates operated in overseas.

Corporate services include company secretarial services, share registration and
business services, and offshore corporate and trust services.

Other businesses include insurance business, property-related business, supporting
units of Hong Kong operation, investment properties, bank premises, the net
results of associates and other subsidiaries in Hong Kong.

(a)
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For the purposes of assessing segment performance and allocating resources
between segments, the Group’s senior executive management monitors the
results, assets and liabilities attributable to each reportable segment on the
following bases:

Segment assets include all tangible except for properties, intangible assets and
financial assets with the exception of interests in associates, deferred tax assets and
other corporate assets. Segment liabilities include deposits, financial liabilities and
other liabilities attributable to the banking activities of the individual segments.

Revenue and expenses are allocated to the reportable segments with reference
to interest and fee and commission income generated by those segments and
the expenses incurred by those segments or which otherwise arise from the
depreciation or amortisation of assets attributable to those segments. Segment
revenue and expenses do not include the Group’s share of revenue and expenses
arising from the activities of the Group’s associates. Other than reporting inter-
segment income, assistance provided by one segment to another, including sharing
of assets, is not measured.

In addition to receiving segment information concerning profit before taxation,
management is provided with segment information concerning revenue
(including inter segment lending), interest expense, depreciation, amortisation
and impairment losses and additions to non-current segment assets used by the
segments in their operations.

BRIA M EE ()
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19.SEGMENT REPORTING (CONTINUED) 2 ZP3R&E @)

2009
Hong Kong banking operations
BRERTER
Total Inter-
Personal Corporate  Treasury ~ Wealth China  Overseas  Corporate | reportable segment
banking  banking  markets management operations operations services | segments Others  elimination Total
TERHH AEZ
BARGT SRR HERS  HMEEE  tEEE  ERER  CEBE ] A RAEH 2
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn | HKSMn| HKSMn  HKSMn  HKSMn
ABEEL AWRER RMEEn AWEER BYEER RMEEn AWEEn | BMEER A%EEn AWEER BMEER
Net interest incomel(expense)  FF|S 4N/ (S 4) 1,972 763 37 147 2974 731 1 6,965 (337) 119 6,747
Non-interest incomeflexpense)  FERIEMA /() 463 647 (47) 195 498 346 816 2,118 1,573 (850) 3441
Operating income N 2,435 1,410 130 342 3412 1,077 817 9,683 1,236 (731) 10,188
Operating expenses mES (1,341) (114) (129) (1o7)  (1.997) (514) (1) (@na (87) 462 (6,129)
Operating profitfloss) before — AIBHERK 254
impaiment losses 7/ (58) 1,094 1,29 1 35 1475 563 305 4,969 (641) (269) 4059
(Charge for)Mrite back of
impairment losses on loans &t REE R Efh
and advances and other FENAEEX
accounts (%#)/m& (70) (46) B) (12) 2 (om) 6 (109 (1) - (110)
Impairment losses on
avallable-for-sale financial ~ ARHESREE
assetsand held-to-maturty — RiEESIERE
investments LAERX - - (9 - - - - L] (14) - 23)
Impairment losses on
bank premises iRk - - - - - - - - (13) - (13)
Operating profitloss) after BB
impairment losses et/ (58) 104 1,250 (1 m 1,49 (#14) 2% 3867 (680) (269 2918
ProfitLoss) on saleof xed ~ (HEEFEE -
assets, avaiable-for-sale HHECBER
financial assets, FRHERE
held-to-maturty investments, &t REKEER
loans and receivablesand ~ HHEBAF/HELT
subsidiaries/associates i/ (BR) (3) - 16 - b 1 - 36 JE] (1) 108
Valuation gainsflosses)on ~ EfERANE
investment properties Bil/(BB) - - - - 1 B - 4 235 (33) 206
Share of profits less losses of
assodiates EiRBE R EHREE - - - - - - - - 264 - 264
ProfitiLoss) before taxation ~ BFiATER /(i) 1,021 1,250 5 3 1,525 (416) 299 3907 (108) (303) 3,496
Depreciation for theyear ~ EEM#TE (70) (1) 03 @ (189) (29) (17) (311) (198) @) (512
Segment assets HHEE 44,005 66,998 132,107 7359 154,030 50,764 4144 | 459,407 19,395 (47,335) 431,467
Ivestments in associates ~ BYEARRE - - - - - - - - 2615 - 2615
Total assets EELE 44,005 66,998 132,107 7359 154,030 50,764 4144 | 459,407 22,010 (47,335) 434,082
Total liabilities RELE 208,366 582 24,824 14719 138531 40,873 1,645 | 429,540 6,821 (41,802) 394,559
Capital expenditure incurred
during the year EENEARE 5 - 4 1 3m 624 R 30 66 - 38




NOTES ON THE ACCOUNTS (CONTINUED)
)

REHRITEMRAT | 2009 F 3/ | 159

AR 18 B = (48

2008 (restated Z3)
Hong Kong banking operations
BRRITER
Total Inter-
Personal  Corporate  Treasury Wealth China ~ Overseas  Corporate |  reportable segment
banking  banking  markets management operations  operations services | segments Otherselimination Total
TERHH B
EAZG  AEB7  BEWE  HEEE  PEXE  ERER  OERE 4% At RFHH %
HKSMn HKSMn HKSMn HKSMn HKSMn HKSMn HKSMn | HKSMn|  HKSMn HKSMn o HKSMn
AYEEL A¥AET AEEEr A¥EET AYEET AMRERn BWAERL | BYEET | #BEET AYAET AMEER
Net interest incomel(expense)  FRIEMA/(iH) 1,404 571 1,200 15 2967 m - 6,879 (154) 68 6793
Non-interest incomeflexpense) RIS/ (2it) 539 (7 (2,206 bE]] 410 (49) 816 (740) 1,131 (727) (336)
Operating income (expense) ~ AZEUA /(1) 1,943 8 (1,006) 5 3377 673 816 6,139 977 (659) 6457
Operating expenses meEx (1,306) (119 (74) @ (184 (528) (504 (444  (1.756) 419 (5,779)
Operating profitloss) before ~ AHB R 8%
impairment losses &fl/(Bi) 637 (30) (1,080 160 1,553 145 31 1,697 (119 (240) 678
(Charge for)Mrite back of
impaiment losses on loans S RBF KL
and advances and other BERRERR
accoun's (it)/mE (74) (110) - 48) (98) (11) (10) (551) (13 § (558)
Impairment losses on
avalableforsale financial ~ WEHESHEE
assetsand held-to-maturty  RISEIIER:
investments LRERX - - (264) - = = - (264) (132) = (39)
Write back of impairment losses
on bank premises fotAER kA - - - - - - - - 6 - 6
Operating profitloss) after ~ EIBRBERKE
impaiiment losses T/ (BR) 563 (40 (1,34) 11 145 (66) 30 882 ©18) 234 270)
ProfitiLoss) onsale of fired  HEEFEE
assets, avallable-for-sale AHHESRERE -
finanal assets, HEHERE  ER
held-to-maturity investments,  REEREERHIE
loans and receivables and A7/ BE AT
subsidiariesassociates it/ (E8) - - 206 - ) 181 (1) 385 4 4 393
Valuation gainsiosses)on ~ EfERANE
investment properties BRI/ (BR) - - - - )] (20 - 1) (181) 3 (168)
Share of profits less losses of
associates ElBEATRHHEE - - - - - - - - 53 = 53
Profit(Loss) before taxation AR/ (B5E) 563 (140 (1,139) 112 1453 % 301 1246 (1,040 (196) 8
Depreciation for theyear ~ £ER#HE (64) B) 2 B) (128) (26) (17) (243) (191) B) (437)
Segment assets PHEE 40,869 60,239 143,582 5,656 139,736 40215 405 | 434353 18,583 (40,168) 412,768
Investments in associates BENTRE = - - - - - - - 2,486 - 2,486
Total assets AElE 40,869 60,239 143,582 5,656 139,736 40,215 405 | 434353 21,069 (40,168) 415,254
Total liabilities BfEE 213,785 561 21,014 14,723 128,728 35,552 1653 | 416,016 5355 (38602) 382,769
Capital expenditure incurred
during the year FEREARY 126 - 7 5 2,028 47 n 2285 330 - 2615
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19.SEGMENT REPORTING (CONTINUED) 2 Zp$R & @)

(b) Geographical segments (b) HESDH
The information concerning geographical analysis has been classified by the BHES T ERERENBATNETES
location of the principal operations of the subsidiaries, or in the case of the Bank EETEHE - AT S - QliRAaERE
itself, by the location of the branches of the Bank responsible for reporting the WSy UR B A BE > S 1THIEE T AR S o

results or booking the assets.

2009
People’s Inter-
Republic of  Other Asian segment
Hong Kong China Countries Others  elimination Consolidated
HE Hith 2EE
B ARENE SHER Hitt  2XHEH RAEE

HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn HK$ Mn
BEEET BYERR A%EET BWEER B¥EER  E¥EER

The Group 58
Operating income EWA 6,461 3,527 585 883 (1,268) 10,188
Profit/(Loss) before taxation BREtAnER/ (B8) 1,931 1,598 163 (196) - 3,496
Total assets EERE 287,184 155,920 19,369 34,708 (63,099) 434,082
Total liabilities BfEEE 255,572 138,697 16,210 26,904 (42,824) 394,559
Contingent liabilities and
commitments A BB AL 57,919 23,262 3,111 2,946 - 87,238
Capital expenditure during
the year EERNEARRS 157 3,182 618 6 - 3,963
2008 (Restated E#§)
People’s
Republicof ~ Other Asian Inter-segment
Hong Kong China Countries Others elimination ~ Consolidated
iz EHfth AEE
BB ARAENE DMEIR B  2X5EH ReEE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET A¥eEr #¥%egrx A%EEx A¥%egrc  A%EEn
The Group £E
Operating income KGN 2,962 3,447 525 492 (969) 6,457
Profit/(Loss) before taxation BBiANER, (B518) (1,876) 1,484 381 19 - 8
Total assets BERT 285,121 141,036 18,735 27,890 (57,528) 415,254
Total liabilities ElErt 255,902 129,147 15,778 24,329 (42,387) 382,769
Contingent liabilities and
commitments AR R AR 53,162 15,944 3,818 3,244 - 76,168

Capital expenditure during
the year FENERHS 541 2,027 8 39 - 2,615
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20.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 43(C))
RERERTNHMSHEBOET (FHEE43(0)

The Group £8 The Bank 1T
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
ABYEER BERET BEEER AEHET
Cash in hand 1e 1,101 1,083 706 698
Balances with central banks TERRBTNER 15,813 17,911 736 167
Balances with banks and other
financial institutions ERTNEM S BMEENET 12,798 9,111 11,085 3,987
29,712 28,105 12,527 4,852
21.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
= =T
ERTREMESEBENTR
The Group £ The Bank $1T
2009 2008 2009 2008
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
AYEER BERET BEEER AEBET
Placements with banks and
authorised institutions TERITIRGAR & BRI ER 67,638 96,458 61,894 92,735
Placements with other financial
institutions TEMSBEENTR 307 116 - -
67,945 96,574 61,894 92,735
Maturing B ERERRR
— within one month —118AR 35,006 46,714 31,895 43,009
— between one month and one year  —1{EAE1ER 32,939 49,860 29,999 49,726
67,945 96,574 61,894 92,735
22.TRADE BILLS EZ E#&
The Group £ The Bank 1T
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREEER AEEET BEEET AEBET
Gross trade bills BoEREE 1,847 1,164 861 521
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23.TRADING ASSETS X5 BAREE

The Group £ The Bank 817
2009 2008 2009 2008
HK$ Mn HK$ Mn HKS Mn HK$ Mn
BEEER AEBEET BERER AEBET
Treasury bills (including Exchange BEER(RENERE
Fund Bills) 2) 34 400 - 400
Debt securities BERES 3,090 126 904 126
Equity securities W&n EH 1,429 989 1,374 949
Investment funds REES 201 188 201 188
Trading securities RHRBESR 4,754 1,703 2,479 1,663
Positive fair values of derivatives PTETAMEATE
(Note 42(b)) (Hizt 42b)) 968 1,734 845 1,251
5,722 3,437 3,324 2,914
Issued by: BT
Central governments and central banks  FREfFAIAR R 5517 1,857 400 - 400
Public sector entities DEWIE 299 13 299 13
Banks and other financial institutions ~ $R17 R Efth & B HAE 1,093 443 716 433
Corporate entities rEEE 1,492 840 1,451 810
Other entities HinEeE 13 7 13 7
4,754 1,703 2,479 1,663
Analysed by place of listing: R ETHE DT :
Listed in Hong Kong EEBLED 1,484 825 1,428 785
Listed outside Hong Kong EBBNIMDE FT 574 294 574 294
2,058 1,119 2,002 1,079
Unlisted kLM 2,696 584 477 584

4,754 1,703 2,479 1,663
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24. FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EERBRESRURRAFEEANEHEE

The Group %8 The Bank 17
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER BEEET BEEER BEEET
Debt securities EBES 10,043 4,130 10,035 4114
Equity securities BnES 349 = 349 =
10,392 4,130 10,384 4,114
Issued by: BITHEE
Central governments and central banks ~ FI SR BN R 3R 1T 235 = 235 =
Public sector entities NEWE 177 142 177 142
Banks and other finandial institutions RITREMS FIE 4,338 1,642 4,330 1,634
Corporate entities TEER 5,642 2,346 5,642 2,338
10,392 4,130 10,384 4114
Analysed by place of listing: B EmnRA
Listed in Hong Kong BB LM 2,946 1,325 2,946 1,325
Listed outside Hong Kong EBEBNIMEE £ 4,003 1,178 3,995 1,161
6,949 2,503 6,941 2,486
Unlisted JEEm 3,443 1,627 3,443 1,628

10,392 4,130 10,384 4,114




164 | The Bank of East Asia, Limited | Annual Report 2009

NOTES ON THE ACCOUNTS (CONTINUED)
BRIA M EE (4E)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EF ER R HAthBRIE

(a) Advances to customers and other accounts

The Group £
2009
HK$ Mn
BEEER
(i) Advances to customers BFER 247,654
Less: Impairment allowances B OREEE
— Individual — &5 (534)
~ Collective —BB (811)
246,309
(i) Other accounts HAh8RIE
Advances to banks and other
finandial institutions * BT REMSREEER * 678
Notes and honds &% 65
Certificates of deposit held BENERE 39
Accrued interest FESTFIE 1,313
Bankers acceptances PITRAESE 7,976
Other accounts HAbIRIE 5,463
15,534
Less: Impairment allowances i REERE
— Individual il (31
~ Collective -BR 9
15,494
261,803

*  The above advances to banks and other financial institutions include:

Receivables from reverse repurchase agreements under which the Group obtains
securities on terms which permit it to re-pledge or resell securities to others in
the absence of default. At 31st December, 2009, the fair value of financial assets
accepted as collateral that the Group is permitted to sell or re-pledge under such
terms is Nil (2008: HK$155 million).

(a) FFERRHAIRIR

The Bank 17
2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn
AEEET BEEER BEEET
230,339 143,374 131,123
(523) (499) (438)
(521) (678) (392)
229,295 142,197 130,293
850 583 205
129 61 125
39 39 39
1,863 951 1,119
2,989 203 272
8,592 4,565 6,587
14,462 6,402 8,347
(23) ®3) -
(©)] - =
14,430 6,399 8,347
243,725 148,596 138,640

*

K ERITREMEBEEEN B -

IRE B Rk 2 IR« RIBZIREARE
B A RS E RRIERIELAENZERT
AEERREEESF THMAL - B2009F
128318 - REZGRAEE AT EESHE
e mEEZ AT EBEAE(2008F :
#155,000,0007T) °
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(b) Impairment allowances against advances and other accounts for  (b) 2009F &3 & H R 1E B {EEME
2009
The Group &8
Advances to customers Other accounts Total
EFER HitiRE it
Individual Collective Individual Collective Individual Collective
&5l 2 &R 2R &5l B2E
HKS$ Mn HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn
BRRERT  BMEEn O B%EERx  B¥EEn  B%BEER  BY¥EER
At 1st January ®1A1H 523 521 23 9 546 530
New provisions charged to WER RN SRR HT R
income statement (Note 71) (Hi11) 813 420 14 (1 827 419
Net provisions released back to B EIE R %G FE
income statement (Note 11) (Hi11) (98) - (3) - (101) -
Amounts written off MssEE (743) (138) (4) - (747) (138)
Recoveries (Note 71) U EEC I 65 - 1 - 66 -
Additions through acquisition of
subsidiaries BAMBARRIEE - - - 1 - 1
Effect of discounting BE-Eigili2=
(Note 4) (Hiit4) (40) - - - (40) -
Exchange adjustments i % 14 8 - - 14 8
At 31st December ®12A318 534 811 31 9 565 820
The Bank 87
Advances to customers Other accounts Total
EFER HitiRE k]
Individual Collective Individual Collective Individual Collective
&5l 2 &R 2R &5l 2R
HKS$ Mn HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn
BERER  BMEEn  B%EERx  B¥EEn  B%EER  BY¥EER
At 1st January ®1A1H 438 392 - - 438 392
New provisions charged to gk M 8540
income statement MR 752 407 3 - 755 407
Net provisions released back to
income statement BT R A mF 8 (81) - - - (81) -
Amounts written off MssEE (641) (128) - - (641) (128)
Recoveries ek 57 - _ _ 57 _
Effect of discounting BE-Eigili4- (38) - - - (38) -
Exchange adjustments i A% 12 7 - - 12 7
At 31st December W12HA318 499 678 3 - 502 678
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTinueD) BFER R HMARIE @)

(b) Impairment allowances against advances and other accounts for

(b) 2008 EF ) HAhBRIE 2 BB XM

2008
The Group £
Advances to customers Other accounts Total
REER HAARIE B
Individual Collective Individual Collective Individual Collective
1@ 2 &5l 2 {E B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEEEL BEREL BERET BEBET BEEET
At 1st January M AR 264 433 25 6 289 439
New provisions charged to WE RN SR ER
income statement (Note 71) (Brat11) 583 183 13 - 596 183
Net provisions released back to B[z k MG FE
income statement (Note 11) (HiE11) (204) = (5) = (209) =
Amounts written off 6=k (245) (96) (10) - (255) (96)
Recoveries (Note 11) WemE (A2 11) 140 - - - 140 -
Additions through acquisition of
subsidiaries BABARIMEE - - _ 3 _ 3
Effect of discounting AERNNYE
(Note 4) (Hrst4) (12) - = - (12) =
Exchange adjustments fEH AR 3) 1 - - 3) 1
At 31st December ®12A318 523 521 23 9 546 530
The Bank #2717
Advances to customers Other accounts Total
BEEH Hih#RIA fot ]
Individual Collective Individual Collective Individual Collective
171 B (&R B 1871 B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn
B¥kEET  A¥EET  A%EErT  B%EEn B¥eEr  A%EER
At 1st January R1A1H 79 332 - - 79 332
New provisions charged to Wik RS2 36
income statement e 460 149 6 - 466 149
Net provisions released back to
income statement RO EROER TR (153) - - - (153) -
Amounts written off WisHE (50) (87) (6) - (56) (87)
Recoveries ek 115 - - - 115 -
Effect of discounting STEANNTE (10) = = - (10 -
Exchange adjustments X AR 3) %)) - - €] )
At 31st December ®12A318 438 392 - - 438 392
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(c) Advances to customers — by industry sectors (o) BFER — ®BIT¥EDE
The analysis of gross advances to customers and the percentage of secured BROTENBENREFERAERERAERN
advances by industry sector is based on the categories and definitions used by the BOLRIEBRESSREEBMEANER
Hong Kong Monetary Authority. MEZ °
2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BERERH BERERN
EXBE Aol B Aol
HK$ Mn % HK$ Mn %
BYEET S AEBET ERES
The Group %8
Loans for use in Hong Kong EEEFERNER
Industrial, commercial and financial THEH
- Property development —MEER 9,411 7343 8,855 61.25
— Property investment —MERE 29,766 91.11 27,431 86.88
~ Finandial concerns —BRME 2,699 75.10 2,542 69.94
— Stockbrokers —BRER 1,190 50.35 550 99.75
~Wholesale and retail trade —BBRRTEX 3,265 68.46 2,405 64.60
— Manufacturing — gl 2,177 57.94 2,055 52.54
— Transport and transport equipment  — &8 SiE 5 R 5 3,79 79.39 3,642 74.80
~ Recreational activities —IREEE) 45 47.90 285 91.11
— Information technology — &R 8 38.02 4 49.13
- Others —Ef 13,006 71.87 9,954 71.52
— Sub-total — N5t 65,361 81.57 57,723 76.78
Individuals A
- Loans for the purchase of flats inthe  —EE[EEEEE:E] -
Home Ownership Scheme, Private [ALALEEE 2]
Sector Participation Scheme RIBEEREE
and Tenants Purchase Scheme EFHER 1,529 100.00 1,318 100.00
— Loans for the purchase of other
residential properties -BEHEMEENENER 25,220 99.87 24,297 99.74
— Credit card advances —EARER 2,675 0.00 2,997 0.00
- Others —Hih 8,839 68.17 6,553 74.35
- Sub-total —/\at 38,263 85.57 35,165 86.52
Total loans for use in Hong Kong EEAERNER AR 103,624 83.05 92,888 80.47
Trade finance Eo0E 2,652 53.27 2,905 59.03
Loans for use outside Hong Kong* EEBIIMEBME R 141,378 75.75 134,546 76.56
Total advances to customers REENEE 247,654 78.56 230,339 77.91
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EEBLOMEAREAREIEL TEFEAR
HAEEFIEL
2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH BERERN
EXAH BO B Bolt
HK$ Mn % HK$ Mn %
BYEET S BEBET BAX
Property development MEER 14,156 72.70 14,351 78.64
Property investment ES 4 22,441 88.36 24,215 87.95
Wholesale and retail trade HERTEZX 18,574 95.28 19,021 88.93
Manufacturing LS EES 7,299 48.78 9,547 63.58
Others Hit 41,180 69.34 31,906 69.99

103,650 77.12 99,040 78.66
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25.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTiNnuED) BEE B R HMERE @)

2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH BEAERH
Ex4m Aol ERBE Bt
HKS$ Mn % HK$ Mn %
AEEER ERES AEBET BAX
The Bank 1T
Loans for use in Hong Kong EEEFERNER
Industrial, commercial and financial THSRH
— Property development —MEER 9,401 73.50 8,844 61.32
~ Property investment —WERE 29,650 91.08 27,345 86.84
— Financial concerns —SREE 2,699 75.11 2,542 69.95
— Stockbrokers —-RELL 1,190 50.35 550 99.75
— Wholesale and retail trade —HERTELE 3,220 68.02 2,353 63.82
- Manufacturing — Rk 2,157 57.55 2,055 52.54
— Transport and transport equipment ~ —iE &) BiE 830/ 3,794 79.39 3,642 74.80
— Recreational activities —IREEE) 45 47.90 285 91.11
~ Information technology — R 8 38.02 4 49.13
~ Others —Hfth 12,732 71.39 9,830 71.16
- Sub-total — /st 64,896 81.46 57,450 76.69
Individuals A
— Loans for the purchase of flatsin the —EE[EEALE:E] -
Home Ownership Scheme, Private [(FAAZEEE SR
Sector Participation Scheme and [AEEHEE
Tenants Purchase Scheme EFHER 1,529 100.00 1,318 100.00
- Loans for the purchase of other
residential properties -BEEMEENENER 25,180 99.87 24,273 99.75
- Credit card advances —EBFRER 2,675 0.00 2,997 0.00
- Others —Hfty 8,046 67.44 6,147 74.92
~ Sub-total /&t 37,430 85.76 34,735 86.76
Total loans for use in Hong Kong EBEBFERNERESE 102,326 83.03 92,185 80.49
Trade finance BHmE 2,322 5235 2,684 58.87
Loans for use outside Hong Kong* EEBUIMERME R 38,726 56.01 36,254 57.35
Total advances to customers EEED @ 143,374 75.24 131,123 73.65
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EEBUIMERREEIEL FTEFREAR
HFEIEFHIE °
2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH BEAERH
Ex4m Aol ERaE BOt
HK$ Mn % HK$ Mn %
BEEER BO% AEBET BOX
Property development ESE 3,075 1230 2,310 0.00
Property investment MERE 866 100.00 951 98.95
Wholesale and retail trade HEATEZX 1m 9.88 12 99.97
Manufacturing % 1,531 53.61 1,878 74.86
Others Htty 3,271 3.48 2,733 8.17

8,854 24.74 7,884 32.75
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Individually impaired loans, as well as relevant information, in respect of industry R TRAES BN EEFEREERE D 2+
sectors which constitute 10% or more of total advances to customers are as A EHERF - EEBIRENER - Uk
follows: AT -
The Group £ The Bank $17
2009 2008 2009 2008
HKS$ Mn HK$ Mn HKS Mn HK$ Mn

BEEET BEEET BEEET BEBEL

(i) Property development () YMEER
a.  Individually impaired loans a. BERIRENER 805 207 m 171
b.  Individual impairment allowance b. {ERIRELERE 50 8 37 2
¢ Collective impairment allowance « BEREEE 83 36 69 20
d.  Provision charged to income d. AlEERZHEN
statement s
— individual impairment loss —ERIRERX 324 2 315 2
- collective impairment loss —BERERX 59 12 54 7
e, Written off e. M m 84 PN -
(i) Property investment (i) WESLE
a.  Individually impaired loans a. BEMNAENER 334 145 168 6
b.  Individual impairment allowance b. {ERIREERE 25 29 " -
Collective impairment allowance « REREEE 193 9% 138 62
d.  Provision charged to income d. AKERZHEN
statement £
— individual impairment loss S ViIVEREEEFS 56 29 35 =
— collective impairment loss —RENERX 111 24 78 16
e.  Written off e. MW 52 = 22 =
(iii) Loans for purchase of residential (i) BEHMEENENER
properties
a.  Individually impaired loans a. BERENER 137 17 127 108
b.  Individual impairment allowance b. fERIRELERE - 2 - 2
Collective impairment allowance « BEREEE 32 30 30 21
d.  Provision charged to income d. AlERZHEN
statement s
— individual impairment loss —ERIRERL 1 5 1 5
- collective impairment loss —BERERX 23 6 22 3
e.  Written off e M 1 3 1 3
(iv) Wholesale and retail trade (v) HEETEX
a. Individually impaired loans a. BERRENER 327 222 290 181
b.  Individual impairment allowance b. (ERIRERERE 162 129 162 120
¢, Collective impairment allowance « REREEE 56 48 38 24
d.  Provision charged to income d. PRERERXH
statement £
~ individual impairment loss —(ERIRER R 185 133 184 116
— collective impairment loss —BERERX 18 21 16 12

e.  Written off e. Mgy 131 4 121 4
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BRIA M EE (4E)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTinuED) ZEE B R HAERIE @)

(d) Advances to customers — by geographical areas
The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general, such
transfer of risk takes place if the claims are guaranteed by a party in a country
which is different from that of the counterparty or if the claims are on an overseas
branch of a bank whose head office is located in another country.

Hong Kong

People’s Republic of China
Other Asian Countries
Others

Total
% of total advances to customers

Market value of security held against
impaired advances to customers

Hong Kong

People’s Republic of China
Other Asian Countries
Others

Total
% of total advances to customers

Market value of security held against
impaired advances to customers

Advances

Total advances overdue for over

to customers
EFERAE
HK$ Mn
BEEER
b 121,538
hEAREME 93,084
HibZMER 10,103
Hity 22,929
k] 247,654
EEFERBBNEDL
SRE U R {E
Total advances to
customers
REEHEE
HK$ Mn
BEEET
o 112,038
hEARARME 85,741
HipemiER 10,798
Hith 21,762
ot 230,339
HEFERBENESLL
REEFERRME

three months
BE3EANL
NEFER
HKS Mn
BEBER

217
177
213
284

891

Advances
overdue for over
three months
BEEAN L
NEFPER
HK$ Mn
BEEET
207

242

159

25

633

(d) EFER-REHS
EFESRERERREENSE - ZRE

RZEFHOMEL  YEERBERARE

Eo—RME  ERERNERERSILIER
SHFRAEMRNBERE —FER - HZEE
RBITHRERKRITHEINDIT » MAZIRTT
MM BRI IFRNZ HE FOREL - &

e EHR AR —ERRERE S —ERK -

The Group &8

2009

Impaired Individual Collective
advances to impairment impairment
customers allowance allowance
HEERFER EIREERE EREEEE
HKS$ Mn HK$ Mn HKS$ Mn
BEEER BEBER REEER
407 103 299
373 34 86
382 247 178
1,286 150 248
2,448 534 811

0.99%

4,839

The Group £

2008

Impaired Individual Collective
advances to impairment impairment
customers allowance allowance
REEFER  [ERREERE  BEAEEE
HK$ Mn HK$ Mn HK$ Mn
BEEET BERET BERET
642 267 278
454 78 115
246 168 103
244 10 25
1,586 523 521

0.69%

3,769
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The Bank 1T
2009
Advances
overdue for Impaired Individual Collective
Total advances over three advances to impairment impairment
to customers months customers allowance allowance
BE3EANL
EFENBE WEFER HERFER ERHEEE EREEER
HK$ Mn HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn
BEEET B¥EET BEEET BEEET BYEET
Hong Kong 0 103,784 185 357 87 278
People’s Republic of China EYN Pl 16,419 23 207 33 26
Other Asian Countries HitaMER 9,021 213 381 26 177
Others Hit 14,150 270 1,166 133 197
Total o] 143,374 691 2,111 499 678
% of total advances to customers MEFPEFERENEDLL 1.48%
Market value of security held against
impaired advances to customers REETERRTE 3,048
The Bank $&1T
2008
Advances
overdue for Impaired Individual Collective
Total advances to over three advances to impairment impairment
customers months customers allowance allowance
BEMEAMN L
EPERAE WEFER  REZPER  ERREEE  REREEE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEREL BERET BERET BERET BERET
Hong Kong 00 93,211 169 556 232 248
People’s Republic of China HE AR AME 14,271 95 280 36 26
Other Asian Countries HibBMER 9,856 159 246 168 102
Others Hity 13,785 14 192 2 16
Total e 131,123 437 1,274 438 392
% of total advances to customers MEFPERBENASLL 0.97%
Market value of security held against
impaired advances o customers RESRERRTE 2,168
Impaired loans and advances are individually assessed loans with objective evidence REEREBREERN HREEREEERM
of impairment on an individual basis. The above information by countries or BAERIFHENER - A ERERKE NS
geographical areas is derived according to the location of the counterparties after WER - RBRERGUFOFREMIEER
taking into account any transfer of risk. ERREREE -
There were no impaired advances to banks and other financial institutions as at 72009412 A31H 2008412 A31H - iR
31st December, 2009 and 31st December, 2008, nor were there any individual TREMS BEENERP I EREER -

impairment allowances made for them on these two dates. MBS % EE R IRB AR E 2R o
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTinuED) ZEE B R HAERIE @)

(e) Advances to customers — net investment in finance leases (e) EFEN - IEHENFRER
Advances to customers include net investment in equipment leased under finance ERPERBENREHERAHE L ARG -
leases. The total minimum lease payments receivable under finance leases and their REMEHSEKNZEHENRAE &
present values at the year end are as follows: HIEWT ¢

The Group and The Bank £E K 817

2009 2008
Present Interest Present Interest
value of the income Total value of the income Total
minimum relating minimum minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments

RIEHE HERR BEHE REHE RN EHE
RBEE FEWA REBE NHRE FEHA e
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEET A%EEr BMEER  BKEER  A%EEr BEEER

Amounts receivable: JEMBRSR
Within one year 1E AR 1,004 116 1,120 1,280 152 1,432
After one year but within five years 14 A& E545 R 1,100 186 1,286 1,512 206 1,718
After five years SEPAE 1,729 265 1,994 1,468 246 1,714
3,833 567 4,400 4,260 604 4,864

Less: Individual impairment

allowances " ERREER (10) (21)
Net investment in finance leases B EMHEH)FIRER 3,823 4,239
The net investment in finance leases is carried on the statement of financial MERENFIEEBHRRIERBERET AT
position as a receivable. No accrual is made for the interest income relating to R - B ERT AR SRR A A 2 WA o

future periods.
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26.AVAILABLE-FOR-SALE FINANCIAL ASSETS At HiESREE

The Group £ The Bank 1T
2009 2008 2009 2008
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BEEEL ABERET BYEER AEEET
Treasury bills (including Exchange Fund Bills) ElEfE% (BENEESEIE) 5,425 10,391 5,364 4,558
Certificates of deposit held HRENETE 972 762 595 508
Debt securities BHES 22,599 6,398 11,990 5,210
Equity securities D eE 5 1,810 899 909 611
Investment funds REES 77 110 77 98
30,883 18,560 18,935 10,985
Issued by: BATHR -
Central governments and central banks R RIRIT 12,787 10,419 6,416 4,558
Public sector entities N 236 231 - 126
Banks and other financial institutions ROTRE S RIKE 14,199 5,773 10,649 4,759
Corporate entities rEER 3,584 2,027 1,793 1,444
Other entities HibEE 77 110 77 9
30,883 18,560 18,935 10,985
Analysed by place of listing: R Mm@ :
Listed in Hong Kong ERABLET 1,957 397 1,495 197
Listed outside Hong Kong ERBAIMEE £ 5,512 9,329 3,986 2,619
7,469 9,726 5,481 2,816
Unlisted JE LM 23,414 8,834 13,454 8,169

30,883 18,560 18,935 10,985
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AR IR B 5 (48

27. HELD-TO-MATURITY INVESTMENTS #ZZHIRE

The Group £ The Bank 1T
2009 2008 2009 2008
HK$ Mn HKS Mn HK$ Mn HK$ Mn
BEEEL BERET BEBERT BEEET
Treasury bills (including Exchange BEER(RENERS
Fund Bills) 5B 189 180 112 180
Certificates of deposit held RENGERGE 2,245 1,717 1,584 1,056
Debt securities BEBES 4,843 3,216 3,144 2,189
1,277 5113 4,840 3,425
Less: Impairment allowances W OREEE (38) (107) (38) (107)
7,239 5,006 4,802 3318
Issued by: BT
Central governments and
central banks HR BT RRIT 1,510 243 1,506 239
Public sector entities NEHE 621 318 276 231
Banks and other financial institutions ~ $R17 e E-fth & B itE 4,328 3,344 2,629 2,117
Corporate entities TEER 780 1,101 391 731
7,239 5,006 4,802 3,318
Analysed by place of listing: BRI
Listed in Hong Kong ERBLET 952 287 848 268
Listed outside Hong Kong EBRBUIMNEE £ 2,984 1,863 2,263 1,477
3,936 2,150 3,111 1,745
Unlisted JEEm 3,303 2,856 1,691 1,573
7,239 5,006 4,802 3,318
Fair value: AYEE:
Listed securities EmEs 3,998 2,028 3,150 1,640
Unlisted securities FLEmES 3,320 2,870 1,696 1,569
7,318 4,898 4,846 3,209
Movement of impairment allowances 8% #9582 8
The Group £8 The Bank 17
2009 2008 2009 2008
HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn
BYERER BEEET BYEET BEEET
At 1st January M AR 107 42 107 42
Charge for the year FENXE 9 44 9 44
Write-off G| (78) - (78) =
Exchange and other adjustments B 5 REMAR - 21 - 21
At 31st December ®12A318 38 107 38 107
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Reclassification of Available-for-sale Financial Assets

On 1st January, 2009, the management have assessed the intention and ability
to hold to maturity the Group’s available-for-sale financial assets. Based on this
assessment, the management concluded that they have the positive intention
ability hold them to maturity and therefore have reclassified the portfolio from the
available-for-sale category to held-to-maturity. The amount reclassified on the date
of reclassification is as follows:

Reclassified from available-for-sale debt securities

Listed in Hong Kong EEELET
Listed outside Hong Kong FEEBLAIMDRE E
Unlisted JE LT

ENNEARKEIMES

Reclassified to held-to-maturity securities

Listed in Hong Kong EEBLED
Listed outside Hong Kong EAEBLAIMDE L/
Unlisted JE T

There are no unrealised gains and losses arising from changes in fair value
recognised in the investment revaluation reserve during the year.

The net unamortised revaluation deficit was HK$19 million as at 31st December,
2009.

Reclassification E=Riba |

FE A5

Amortisation during the year

Balance as at 31st December, 2009 72009412 A31 B &5k

The unamortised revaluation surplus or deficit of individual investments reclassified
shall be amortised to the income statement over the respective remaining life of
investment using the effective interest method.

BMHEEAHHERERES

BRIA M EE ()

BN BUHEEERERE

200951818 » BEEBEFHEHASE
HHESREERAZEIMANE ML
N o RIBHETE - BEEREMMAEERD
BERAMENFEEIESA - At - BEAES
HAELERIEN S EAREIY - RE
MOBEBREMSENSENT :

Carrying amount

on 1st January, 2009
7"2009F1H1H
BRI (B

HK$ Mn

BYEET

(83)
(229)
(364)

(676)

83
229
364

676

FEALEREAFEBEEZHMEENAE
RBEBERESMHREATRER

2009512 A31 B Z A HE L EIBFRE A
75 19,000,0007T °

HK$ Mn
BEEHET
16

19

BRI EH D BRIREN R EH SR RLE
B RAARFRTEZERRENHRF
kSRR -
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28. INVESTMENTS IN SUBSIDIARIES HMi{BARRE

Unlisted shares, at cost FE ERkA (JRE)
Less: Impairment allowances B OREER

The Bank 81T

2009 2008

HK$ MnE¥BEET HKS MnEEEET
13,690 11,906

(233) (233)

13,457 11,673

The following list contains only the particulars of subsidiaries which principally
affected the results, assets or liabilities of the Group. The class of shares held is

NTHERBEARNEENEE BEHA
BEEAFXENWNEBAR - KERNHBLAE

ordinary. Bt
Details of these companies are as follows: IS RANFENT
Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Bank The Group Nature of business
ARER TE R & it B EBRTRBRRKRE ARTAGERE AKEFGEE XBHE
Ample Delight Limited Hong Kong HK$%5#450,000,0007T 100% Investment holding
AR A] BB REER
Bank of East Asia (Trustees) Hong Kong HK$/%%150,000,0007T 100% Trustee
Limited &5 EREARTS
RERITUEE)BR AT
BEA Life Limited Hong Kong HK$7%5#500,000,0007T 100% Life insurance
REAFREBERAR B AT
BEA Pacific Asia Limited Hong Kong US$13,000,000%7T 100% Investment holding
BB BB R
BEA Pacific Holding Company Bermuda HK$7%%10,0007T 100% Investment holding
Limited BRE RE R
Blue Cross (Asia-Pacific) Hong Kong HK$/%%750,000,0007T 100% Insurance
Insurance Limited aBA Rz
ETF(EXR)RBRERRAF]
BEA Union Investment Hong Kong HK$7%#374,580,0007T 51% Asset management
Management Limited s BEER
REHEREEBRERAR
BEA Wealth Management Taiwan, NTD#T & #218,000,0007C 100% Wealth management
Services (Taiwan) Limited Republic of China services
REEFROHERAR A - RERE M EEERE
CCSL St. Lucia Limited St. Lucia US$1,200%7T 60.49% Holding company
EEAR NG|
Central Town Limited Hong Kong HKS$7&#527T 100% Property investment
EREERR AT B MERE
Century Able Limited Hong Kong HK$7%5#866,951,0457T 100% Investment holding

BEEARAT BB

REER



Name of company

NRIERE

Corona Light Limited

Credit Gain Finance Company

Limited
BEMBAERAT

Crystal Gleaming Limited

East Asia Corporate Services
(BVI) Limited

East Asia Facility
Management Limited
REREEEBRAR

East Asia Financial Services
(BVI) Ltd.

East Asia Futures Limited

REHEERAR

*East Asia Holding
Company, Inc.

East Asia Indonesian
Holdings Limited

East Asia Investment
Holdings Limited
REREERBRAR

East Asia Investments
Holdings (BVI) Ltd.

East Asia Marketing Limited

East Asia Property Agency
Company Limited
REMEREERAR

East Asia Properties Holding
Company Limited
RuMEERERAR

*East Asia Properties (US), Inc.

Place of
incorporation and
operation

SR & 34t B

BVI
REREZES

Hong Kong
Eli

BVI

RBRAES

BVI
RBREZES

Hong Kong
B

BVI
RBRLES
Hong Kong
6

US.A.

ESE

Seychelles
EER

Hong Kong
G
BVI

RBELES

BVI
KBRS

Hong Kong
B

Hong Kong
0

US.A.
xH
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Issued and
paid-up capital
ERTRBRRKRE

HK$/##866,951,0457T

HK$E¥E 17T

HK$7%5#866,951,0457T

US$250,0003E 7T

HK$7%#510,0007T

US$24,096,00037T

HK$7%#57,000,0007T

US$5%TT

US$100,0003 7T

HK$75100,000,0007T

HK$/%%5186,038,7257T

US$1ZTT

HK$7%#51,000,0007T

HK$7%10,0007T

US$53 T

% Held by
The Group

RPITATGRES  ANEEFTGRERS

100%
100%
100%
75.61%
100%
100%
100%
100%
100%
100%
100%
75.61%
100%
100%
100%

AR TE Ff &E (48

~

Nature of business

EBHE

Investment holding

REER

Money lenders
BEA

Investment holding

RERR

Registered agent and
trustee services

AR R (= FEAR S

Facility management
Rt E IR

Investment holding

AR

Futures and options
trading
HERAEER

Bank holding company
HRITIERAR]

Investment holding

BEER

Investment holding

B

Investment holding

REER

Marketing services to
related companies
BEE[ENG!
TRt SRR

Property agency

(ZES Az

Investment holding

RERR

Property holding
MERF
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28. INVESTMENTS IN SUBSIDIARIES (conTiNnuED) B A TIRE )

Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Bank The Group Nature of business
ARER TE R & it B EBRTRBRRKRE ARTALERE AKEFfGEE XBHE
East Asia Secretaries (BVI) Limited BVI HK$/8%300,000,0007T 75.61% Investment holding
RERLHS RE R
East Asia Securities Company Hong Kong HK$%#25,000,0007T 100% Securities broking
Limited &8 EFHEHE
REEFARAT
East Asia Strategic Holdings BVI US$50,000,0005 7T 100% Investment holding
Limited REBRELES REER
Flowery World Corporation BVI US$1ZETT 75.61% Holding company
EERETHD ZERR AR
Innovate Holdings Limited BVI US$1ZETT 100% Special purpose
RERLHS vehicle company
BHEAMRETA
Skyray Holdings Limited BVI HK$75#450,000,0007TC 100% Investment holding
REEERHS BEER
Speedfull Limited BVI HK$7%5#450,000,0007T 100% Investment holding
RBRELHS REEIR
The Bank of East Asia (Canada) Canada C$/n%58,000,0007T 100% Banking services
MERRBIRIT YIIE-PN IRITIRES
The Bank of East Asia (China) PRC CNY A E¥8,000,000,0007T 100% Banking and related
Limited (Note 1) FREE A RHFIE financial services
RERIT(RE)BR RITRBRE
NGz & B AR
*The Bank of East Asia (U.S.A.) U.S.A. US$4,5003 7T 100% Banking
N.A. ESE] RIT
*EE RGP IRTT
Tricor Consultancy (Beijing) PRC US$1,850,0003= 7T 75.61% Business consultancy
Limited (Note 1) HEARAME in China
REpEEFAGER) AR ASE )
YNCIG )
Tricor Holdings Limited BVI US$7,001% 7T 75.61% Investment holding
RERLHS BB
Tricor Holdings Pte. Ltd. Singapore S$FTINK K2 T 75.61% Investment holding
N REER
Tricor Investor Services Limited Hong Kong HK$B#27T 75.61% Investor services

SEEATRERAR B BRAHRY
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BRIA M EE ()

Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Bank The Group Nature of business
AFEER SRR 3 it B ERTRBRRKRE ARITALERE AEREFLEE XBHEE
Tricor Services Limited Hong Kong HK$7&#527T 75.61% Business, corporate and
BEERXEBERAR B investor services
B ERIBREE
R 75
Tricor Services (BVI) Limited BVI US$250,000%7T 75.61% Registered agent and
RERLHS trustee services
AR RS FEARTS
Tricor Services (Malaysia) Sdn. Bhd. Malaysia RMES#45,672,4847T 60.49% Investment holding
S RPE e REZER
Vitaway (Mauritius) Limited Mauritius US$13ETT 75.61% Regional treasurer
EBERE & 7]
Notes: Bt

1. Represents a wholly foreign owned enterprise.
2. BVIdenotes the British Virgin Islands and PRC denotes the People’s Republic of China.
*  Companies not audited by KPMG. The accounts of the subsidiaries not audited by KPMG

reflect total net assets and total income constituting approximately 6.3% and 2.1%
respectively of the related consolidated totals.

1. EREREIEARXE-

* FHETHEENERAEGAI A -
EEHE TN FESERSNE R FIREZ
BEME RN B S HERAR S AR AT
6.3% K 2.1% °

29. INVESTMENTS IN ASSOCIATES E& A RIRE
The Group &8 The Bank 17

2009 2008 2009 2008

HKS Mn BB EET HKSMn BEEET HKSMnB¥EERT HKSMn BEEET

Listed shares, at cost Lk (RE) - = 1,781 1,743
Unlisted shares, at cost JE LT (JRIE) - - 196 271
Share of net assets R EE 2,389 2,260 - -
Goodwill FEE 226 226 - -
2,615 2,486 1,977 2,014
Less: Impairment allowances & : J{EXERE - = (31) (30)
2,615 2,486 1,946 1,984

Loans to associates amounting to HK$497 million (2008: HK$76 million) are
included under advances to customers.

Share of associates’ taxation for the year amounted to HK$81 million (2008:
HK$59 million).

i & X 7 B 5} £ % % 497,000,000 7T ( 2008
4 : B%76,000,00070)E BIFEEFFEMR °

FEANFEIEEE A RHIERE%81,000,000
7.(2008%F : #59,000,0007T) °
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29. INVESTMENTS IN ASSOCIATES (conTiNUED) B A RIIRE )

The following list contains only the particulars of associates which principally NTREABEEASENEENEERS
affected the results or assets of the Group: FEMBANT
Place of % of ordinary shares E &R
incorporation held by
Name of company and operation The Bank The Group Nature of business
IR B 2 itk B RITFR L RERR SEfFhERE ¥BHE
Listed £
Affin Holdings Berhad Malaysia 21.095% Investment holding
BRP TR REZER

Unlisted 3k £

ICEA Finance Holdings Limited BVI 25% Investment holding
TR RERAR DA RERUHS REZER
Mercedes-Benz Financial Hong Kong 20% Financing, leasing and
Services Hong Kong Limited B insurance services
TR — RS IR B - HE MR ARTS
EEARAH
Mercedes-Benz Financial Republic of Korea 20% Financial services
Services Korea Limited B2 & RLARTS
Platinum Holdings Company Limited Cayman Islands 29.99% Investment holding
HEHS REER
PT. Bank Resona Perdania Indonesia 30% Banking and related financial
ENfE services
R1TRBAEEARES
Sunfire Enterprises Limited BVI 20% Property development
RECEFRAQF KBRS MEER
TCL Finance Co., Ltd. PRC 20% Financial services and cash
TCLEEE B B R A A HREARLME management
TRIRTE MR B
Trans-Ocean Insurance Company,  Hong Kong 48.7% Inactive
Limited BB FEIE R
BFRBRAERAA

Note: BVI denotes the British Virgin Islands and PRC denotes the People's Republic of China



Summary financial information on associates

Assets
EE
HKS$ Mn
BYEET
2009
100 per cent BAZ— A 102,075
Group's effective interest AEBMARER 21,425
2008
100 per cent BAZ—H 95,485
Group's effective interest AEERA N 19,756

Liabilities
af

HKS$ Mn
BERET

89,071
19,036

83,118
17,496

30. GOODWILL AND INTANGIBLE ASSETS B2 EFEE
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BEARAMBEREE

Equity
RER#ER
HK$ Mn

BEEER

13,004
2,389

12,367
2,260

Revenue
(/O

HKS Mn
BERET

3,506
762

3,584
767

NOTES ON THE ACCOUNTS (CONTINUED)
BRIA M EE ()

Profit

A

HKS$ Mn
BEEER

1,052
264

516
53

Goodwill and intangible assets include goodwill arising on business combinations

and acquired intangible assets. Acquired intangible assets comprise core deposits

which are amortised over their estimated economic useful life of ten years.

BEKEVAERRREBAHELNDE
EBABVEAE -BABVEERERLFT

A WIREAFHEEC A H105F#8H -

The Group£El
2009 2008
HKS MnB¥EET HKS MnBEEET
Goodwill EES 2,738 2,705
Acquired intangible assets BAEFAE 1,397 29
4,135 2,734
(a) Goodwill (a) BHE
The Group&£El
2009 2008
HKS MnB¥EET
At 1st January R1A1H 2,705 2,656
Additions through acquisition 4% s B Fff BB A 7]
of subsidiaries HIZE 22 52
Exchange adjustments PE 5 SRR 1 (3)
At 31st December M®12H31H 2,738 2,705

The Bank {7
2009

1,460

1,460

The Bank# 17
2009

1,460

1,460

2008

HKS MnE¥EERT HKS MBEAET

1,460

1,460

2008

HKS MnE¥EET HKS MnE¥EET HKS MnERBEET

1,460

1,460
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BRIA M EE (&)

30. GOODWILL AND INTANGIBLE ASSETS (conTinueD) BB R B EE @)

(a) Goodwill (continued)
Impairment tests for cash-generating units containing goodwill
Goodwill is allocated to the Group’s cash-generating units (CGU) identified

(a) EE @)

BERENRSEEEL 2 BENR
REBMZEEBHBAEHETAHINRS

according to business segments as follows:

Personal banking B ASRTT
Corporate banking ERTT
Treasury markets BEmS
Corporate services ERB
Others Efth,

AEFEMAT ¢

The recoverable amount of the CGU is determined based on value-in-use
calculations. These calculations use cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows beyond
the five-year period are extrapolated using the estimated rates stated below. The
growth rate does not exceed the long-term average growth rate for the business in
which the CGU operates.

The pre-tax discount rate used for value-in-use calculations is 14.37% (2008:
8.28%) and the long-term growth rate is 3% (2008: 4%).

Management determined the budgeted net profit based on past performance and
its expectation for market development. The weighted average growth rates used
are consistent with the internal forecasts.

2009 2008

HKS MnEB¥EEBT HKSMnEBEET
849 849

453 453

158 158

1,100 1,067

178 178

2,738 2,705

RetEEMAH @ ERREEREE
FHE - S ERERREREE D RAENSFIS
HEMRSRIEM-E - BRESFRMNRESR
BT B ET R AEHEET - IR RET A
ZREEEBUMEERBNRMTOER

FARTEEAEENRTAITINE A14.37%
(2008 : 8.28% ) R K AE R % A3% (2008 :
4%) °

EEERBBERAREATISERIAEE
BEERA - FIERANIMETEEREER
EBTERR —BA



RER{ITBEMRADA | 2009 F3R | 183

NOTES ON THE ACCOUNTS (CONTINUED)

AR IR Fff 5 (48)

(b) Intangible assets (other than goodwill) (b) B EE (FEERIN
Intangible assets include acquired core deposits. Intangible assets are stated at cost ML EEREBARLER - EFEE
less accumulated amortisation and impairment loss (Note2(k)(iv)). BRAFHB 2 #E R REEBLYE

(BfaE2(k) (iv)) »

Amortisation of intangible assets with finite useful lives is charged to the income AREA AHNEREERE 50 AR
statement over the assets’ estimated useful lives. The following intangible assets WS RN - LTI AERETHBENERLE
with finite useful lives are amortised from the date they are available to use and S R AT {5 PR B AR DA TS e il E T BT AR ER B

their estimated useful lives are as follows:

Acquired core deposits 10 years AR ODIFR R0
Naming rights over the shorter of the lease period of building or land B REIREEY S TR E RGNS
Both the period and method of amortisation are reviewed annually. FEBERTTHER L E#E L -
The Group& 8l The Bank$R1T
2009 2008 2009 2008
HKS MnB¥EET HKSMnAEEEET HKSMnE¥REER HKSMnAREET
Cost A
At 1st January M1A1R 38 16 - -
Additions HE 1,380 6 - -
Exchange and other
adjustments M 34, S EL At 78 2 - 16 - =
At 31st December ®12A31H 1,418 38 - -
Accumulated amortisation ESE 3]
At 1st January »1A18 (9) (4) - -
Amortisation charge for the
year (Note 10) FENEHEHF10) (13) (3) - -
Exchange adjustments PE W A= 1 @) - =
At 31st December "®12A31H (21) ) - -

Carrying amount at
31st December M12 A31 HEREE 1,397 29
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AR IR B 5 (48)

31.FIXED ASSETS BlE&E

2009
The Group £
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B £
RENE g s e PNt s
HK$ Mn HKS$ Mn HKS$ Mn HK$ Mn HKS$ Mn
BERET BERET BYEBET BERET BYEET
Cost or valuation A fEE
At 1st January, 2009 720091818 1,839 6,293 3,507 9,800 11,639
Additions BE - 2,264 297 2,561 2,561
Additions through acquisition RUEREE - - 16 16 16
Revaluation surplus QR 206 - - - 206
Revaluation of bank premises
transferred to investment THEREEA
properties REME - 97 - 97 97
Transfer from bank premises RITHEARE
to investment properties I 61 (61) - (61) -
Disposals & (14) (24) (162) (186) (200)
Exchange adjustments 0 i % 3 3 15 18 21
At 31st December, 2009 72009% 12 A31H 2,095 8,572 3,673 12,245 14,340
Accumulated depreciation
and amortisation ZEMEREH
At 1st January, 2009 720091418 - 675 1,818 2,493 2,493
Additions through acquisition TliEmLE - - 7 7 7
Charge for the year FENZH
(Note 10) (Hz10) - 99 413 512 512
Impairment loss REIRR - 13 - 13 13
Written back on disposals HH £ B [o] ¢ - (12) (154) (166) (166)
Exchange adjustments 0 5 A% - - 14 14 14
At 31st December, 2009 12009 12A31H - 775 2,098 2,873 2,873
Net book value at REFE
31st December, 2009 72009512 A31H 2,095 1,197 1,575 9,372 11,467
The gross amounts of EEN SR
the above assets are stated: FIRE0E -
At cost AR - 7,745 3,673 11,418 11,418
At Directors' valuation REZHE
-1989 —1989F - 827 - 827 827
At professional valuation REEMGE
-2009 —2009F 2,095 - - - 2,095
2,095 8,572 3,673 12,245 14,340
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2009
The Bank 81T
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B £
RENE g & it #gm
HK$ Mn HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn
BYEET BYEER REEET BYEET REEET
Cost or valuation A E
At 1st January, 2009 200951 A1H 1,819 3,135 2,246 5,381 7,200
Additions 2E - 602 135 737 737
Revaluation surplus Bt A% 205 - - - 205
Transfer from investment
properties to bank premises RIEBYER AT (212) 212 - 212 -
Disposals & (14) - (133) (133) (147)
Exchange adjustments i 5 5% - - 7 7 7
At 315t December, 2009 120094125318 1,798 3,949 2,255 6,204 8,002
Accumulated depreciation
and amortisation ZEHE RE
At 1st January, 2009 720091 R1H - 323 1,290 1,613 1,613
Charge for the year FENZH - 46 232 278 278
Impairment loss NFREEEES - 13 - 13 13
Written back on disposals 1 B ] B¢ - - (128) (128) (128)
Exchange adjustments BE A R - - 6 6 6
At 31st December, 2009 #2009F12A31H - 382 1,400 1,782 1,782
Net book value at REFE
31st December, 2009 2009512 A31H 1,798 3,567 855 4,422 6,220
The gross amounts of itEEM SR
the above assets are stated: SIREAT :
At cost HHEN - 3,122 2,255 5,377 5377
At Directors' valuation RESHE
-1989 —1989F - 827 - 827 827
At professional valuation EESE
-2009 —20094F 1,798 - - - 1,798
1,798 3,949 2,255 6,204 8,002
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31.FIXED ASSETS (conTinuED) Bl EEE @)

2008
The Group %8
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
Bk~ EiE
RENE 178k E Nt Fae
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET AERET BEREL RERET BERET
Cost or valuation Ak
At 1st January, 2008 72008F1A18 1,726 4,609 2,711 7,320 9,046
Additions ®=E - 1,659 898 2,557 2,557
Additions through acquisition RN E 303 - 15 15 318
Revaluation losses ER) (168) = = = (168)
Revaluation of bank premises
transferred to investment THEREA
properties REMZE - 9 - 9 9
Transfer from bank premises RTHIEEA
to investment properties REME 9 (9) = ) -
Disposals HE (13) (34) (126) (160) (173)
Exchange adjustments B A8 (18) 59 9 68 50
At 31st December, 2008 2008 12A31H 1,839 6,293 3,507 9,800 11,639
Accumulated depreciation
and amortisation ZEHTE REH
At 1st January, 2008 72008F1 418 = 617 1,573 2,190 2,190
Additions through acquisition BRI E - - " " il
Charge for the year FEAXH
(Note 10) (Hizt10) - 81 356 437 437
Revaluation of bank premises
transferred to investment T EFREA
properties REME = (1) = (1) (1)
Write back of impairment loss REBAE A - (6) - (6) (6)
Written back on disposals T I I - (25) (113) (138) (138)
Exchange adjustments 0 5 % - 9 ) - -
At 31st December, 2008 2008 12A31H = 675 1,818 2,493 2,493
Net book value at REFE
31st December, 2008 #2008 12A31H 1,839 5618 1,689 7,307 9,146
The gross amounts of it EEREE
the above assets are stated: IR
At cost B = 5,466 3,507 8,973 8,973
At Directors' valuation HEZHE
-1989 —1989F = 827 = 827 827
At professional valuation REX(LE
-2008 —2008F 1,839 = = = 1,839
1,839 6,293 3,507 9,800 11,639
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2008
The Bank 3§17
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
Bk~ FfE
REME T e et o
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEBET BEREL BERET BERET BERET
Cost or valuation A E
At 1st January, 2008 #2008F1A1H 1,829 3,192 1,858 5,050 6,879
Additions b - 2 437 439 489
Revaluation losses BEEE (87) = = = (87)
Revaluation of bank premises
transferred to investment T EEEA
properties RENE - 52 - 52 52
Transfer from bank premises mITHEEA
to investment properties RENE 89 (89) = (89) -
Disposals HE (12) (20) (79) (99) (111)
Exchange adjustments R - Q) (20) (22) (22)
At 31st December, 2008 #2008 12A31H 1,819 3,135 2,246 5,381 7,200
Accumulated depreciation
and amortisation RETEREH
At 1st January, 2008 2008F1A1H = 304 1,168 1,472 1,472
Charge for the year FENZH - 43 218 261 261
Revaluation of bank premises
transferred to investment T EREA
properties BB - (5) - (5) (5)
Write back of impairment loss VEREEE=EN I - (6) - (6) (6)
Written back on disposals B R - (12) (77) (89) (89)
Exchange adjustments 0 5 % - (1) (19) (20) (20)
At 31st December, 2008 #2008F12A31H = 323 1,290 1,613 1,613
Net book value at BREHE
31st December, 2008 #2008 12A31H 1,819 2,812 956 3,768 5,587
The gross amounts of FEENEE
the above assets are stated: FIREAT
At cost R = 2,308 2,246 4,554 4,554
At Directors' valuation HEERE
-1989 —1989F = 827 - 827 827
At professional valuation REERE
-2008 —2008F 1,819 - - - 1,819
1,819 3,135 2,246 5,381 7,200
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AR IR B 5 (48)

31.FIXED ASSETS (conTiNUED) BEIEEE (@)

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

TR EME A REFERLRE -

The Group £
2009 2008
Investment Bank Investment Bank
properties premises properties premises
REMHE g s REME 73t
HKS Mn B¥EET HKSMn BEEET HKMnBEEET HKSMn BEEERL
Freeholds KAEERE
Held outside Hong Kong EERAIMNEE 79 3,841 78 1,748
Leaseholds iz
Held in Hong Kong KRB
On long lease (over 50 years) REAL(S0F LA L) 1,489 1,586 1,449 1,477
On medium-term lease FEEA)
(10 - 50 years) (10Z=50%) 209 1,428 303 1,354
Held outside Hong Kong TEEBLIMEE
On long lease REEH
(over 50 years) (504 £) - 161 - 193
On medium-term lease FERTA)
(10 - 50 years) (10E504F) 318 781 9 846
2,095 7,797 1,839 5618
The Bank $17
2009 2008
Investment Bank Investment Bank
properties premises properties premises
REME g s REME 73k
HKS Mn B¥EET HKSMn BEEET HKMnBEEERT HKSMn BEEER
Freeholds KAKNE
Held outside Hong Kong ERBMME - 748 = 150
Leaseholds iz =R
Held in Hong Kong EEB
On long lease REAA
(over 50 years) (50FLAE) 1,391 1,503 1,365 1,391
On medium-term lease FERA)
(10 - 50 years) (10ZE50%F) 407 1,313 454 1,267
Held outside Hong Kong EEBINYE
On long lease REFL
(over 50 years) (504 £) - 3 s 3
On medium-term lease HERL
(10 - 50 years) (10250%) - - - !
1,798 3,567 1,819 2,812

BRAEE RAITARANR BT EALR -
T4k E) BR (B ¥ 9 Bl /4 7% ¥ 6,933,000,000
7T (2008 4F : %% 4,624,000,000 7T ) K 7 #5
2,498,000,0007T (20084 : 7% 1,929,000,000
JT) e

The carrying amount of the bank premises of the Group and the Bank would have
been HK$6,933 million (2008: HK$4,624 million) and HK$2,498 million (2008:
HK$1,929 million) respectively had they been stated at cost less accumulated
depreciation.
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Investment properties were valued by independent valuers. Investment properties
in Hong Kong were valued at HK$1,698 million as at 31st December, 2009 by an
independent valuer, Savills Valuation and Professional Services Limited, Chartered
Surveyors, who has among their staff Fellows of the Hong Kong Institute of
Surveyors with recent experience in the location and category of property being
valued. The valuation has been incorporated in the accounts as at 31st December,
2009 and it was performed on an open market value basis.

The Group leases out investment properties under operating leases. The leases
typically run for an initial period from 1 to 10 years, with an option to renew the
leases after that date at which time all terms are renegotiated. None of the leases
includes contingent rentals.

Rental income receivable from investment properties held for use under operating
leases amounted to HK$92 million in 2009 (2008: HK$90 million). There was no
contingent rental recognised during the year 2009 (2008: Nil).

The total future minimum lease payments of bank premises and investment
properties held for use under non-cancellable operating leases are receivable as
follows:

BRIA M EE ()

BEYERIRIB L HERMGEE o 12009F
12A318 BBKREMENGBERBE
1,698,000,0007T ° :Z 5 ¥) 3 B 18 (A ERT —
B EME— K TR - HESAERHE
AEMEee+t EFTHAGEYENRE
FEERIAOHER - HERAAFRAMISER
AEM - WEF A2009F12 A31E 2 EE
ﬂ\] °

SENRLHEVAELREYNE - HEF
HEERIER105F  HHARYBENER
BRAESRZ - AR TEERAES -

&

RER  MELHERABENEENES
JE U T8 4 &7 # 92,000,000 7T (20084F : i
#90,000,0007T ) ° 20094 F & AR A FER
AL (20084 : ) o

AN R L S E(E RN TTIERIREY
FHARRREEKAE M REREAT

The Group £ The Bank $17
2009 2008 2009 2008
HKS Mn B EERT  HKSMn BB EET HKSMn BBEER HKSMn BEBET
Within one year E:0 78 74 67 69
After one year but within five years 1ENRZESER 81 62 62 47
159 136 129 116

32. AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES HiB AR X IR XK B A TRIE

During the year, the Bank entered into transactions with certain subsidiaries in the
ordinary course of its banking business. Details of the amounts due from and due
to subsidiaries are as follows:

(a) Amounts due from subsidiaries

Financial institutions & B
Others Hh

(b) Amounts due to subsidiaries
Financial institutions & R E
Others Hih

REER  ATEETHEBRARALERRE
BR5 o FEBRRRKERHE A RRIEF
FIEATS -

(a) B RIRFK

The Bank #8417

2009 2008
HKS Mn B EET HKS Mn B BET
11,781 15,454

938 944

12,719 16,398

(b) Rt BFRIA

The Bank $R1T

2009 2008
HKS Mn B EET HKS Mn B EETT
17 47

1,625 1,947

1,642 1,994
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33.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION Eff&#Rn 3R AR ETEH

(a) Current taxation in the statement of financial position represents: (a) BAEARRTRAMNAIATHIES
The Group £ The Bank 17
2009 2008 2009 2008

HKS Mn B¥EET HKSMn BB EET HKSMn B¥EET HKSMnBEEET
Provision for Hong Kong profits tax NEEEBNETER

for the year (Note 13(a)) (HieF13(a) 73 64 - -
Provisional profits tax paid EREHMEHR (49) (51) - -
24 13 - _
Balance of profits tax provision
relating to prior years NEEENEHEEER 9 (1) (14) (14)
Overseas taxation IR 14 321 32 74
147 333 18 60
(b) Deferred tax assets and liabilities recognised (b) EEFHIEEER B EER
The components of deferred tax (assets)/liabilities recognised in the consolidated RN E MR RRPECHE(EE)
statement of financial position and the movements during the year are as follows: BEMNERSS RFERZEBNT -
The Group £8
Depreciation
allowances Impairment  Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities losses Others Total
ERERNE LREEN e
BERERS WHEZHE MEER AEE% BHER HE Hit aE

HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
EMEELT  EMEER  BMEER  BREER  AMEET  EWEER  BMEER

At 1st January, 2009 2009F171H 361 257 (49) (4) (661) (14) (110)
Charged/(credited) to

income statement hisgnz#/ (BA)

(Note 13(3)) (Hizt13) (56) 34 (33) - 447 (61) 331
Credited to reserves FAREA

(Notes 38(c) and (h)) (BizE38(c)R(h) - 2 - VE] - - 69
Exchange and other adjustments B % 8% - 2 105 - (2 (227) (92)

At 31st December, 2009 2009412 A31H 305 349 23 39 (216) (302) 198
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The Group £
Depreciation
allowances Impairment Revaluation
in excess of osses on of available-
related Revaluation financial for-sale Tax
Deferred tax arising from: depreciation ~ of properties assets securities losses Others Total
BREHTE SRAEL AfHE
BRHIERE : &R MEER HERX FHEMR it He &%
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
A¥EET  A¥BET  A%EEr  A%EER  A%EEn  A%EEn ANEER
At 1st January, 2008 1200851A1H 321 274 58 9 (59) 114 802
Charged/(credited) to
income statement KazNZH/ (BEA)
(Note 13(a) (W7t 13@) 26 (14) (114) - (601) 23) (726)
Credited to reserves FAGER
(Notes 38(c) and (h)) (Hizt38(0)%h)) = €) = (98) = = (101)
Additions through acquisition BANEE 14 - - - 2 - 12
Exchange and other adjustments B ¥ i 8% - - 7 - 1 (105) (97)
At 31st December, 2008 1200812 A31H 361 257 (49) 4) (661) (14) (110)
The Bank #17
Depreciation
allowances in Impairment  Revaluation
excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities losses Others Total
RBEETE LREE ARHE
BEHERE WHESHE NEERE  WEEEX REER BE Hif )
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEET  BY%EEn  BMEEn  B%EEx  B¥EER  BYEER  BYEER
At 1st January, 2009 200951 A1H 347 257 (44) (5) (528) () 25
Charged/(credited) to income
statement WakAmz s/ (FA) (58) 34 (83) - a 7 321
Credited to reserves FAREA
(Notes 38 (c) and () (HizE38(c)R(h) - @ - 49 - - 47
Exchange and other adjustments B3 R E {5 - - 1 - (3) (226) (228)
At 31st December, 2009 20094124318 289 289 (126) 44 (110) (221) 165
The Bank 817
Depreciation
allowances in Revaluation
excess of Impairment ~ of available-
related Revaluation osses on for-sale Tax
Deferred tax arising from: depreciation  of properties  financial assets securities osses Others Total
BRERTE SREENR AfHE
REBIERE: nESHE EEAR EEPS ArEfh ik Heh it
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEEET  AKEET  A%EErT  B%EEn  A%REn A%EERT AMEER
At 1st January, 2008 12008E1A1H 313 274 43) 94 9 13 742
Charged/(credit) to income KaRAZHE/ (BN
statement 34 (14) (1) - (519) (1) (511)
Credited to reserves FAREA
(Notes 38 (c) and () (Hiz£38(c)R (1) - ) - (99) - - (102)
Exchange and other adjustments (& % J 8% = = = = - (104) (104)
At 31st December, 2003 20085124318 347 257 (44) () (528) 2 25




192 | The Bank of East Asia, Limited | Annual Report 2009

NOTES ON THE ACCOUNTS (CONTINUED)
AR IR B 5 (48)

33.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (conTinueD) BATEARR R WA T8 )

The Group £ The Bank 17
2009 2008 2009 2008
HKS MnB¥EER  HKSMNEBEET HKSMnB¥EER HKSMIBBEET
Net deferred tax assets recognised RRET IR KA
on the statement of financial positon ~ IEEFIEEETE (322) (187) (168) (39)
Net deferred tax liabilities recognised AR HR KA
on the statement of financial positon ~ IEEFIEE EFE 520 77 333 63
198 (110) 165 25
(c) Deferred tax assets not recognised () RERELFIBEEE
The Group has not recognised deferred tax assets in respect of cumulative tax HRARERIEEEANEARBHEBARE
losses of HK$744 million (2008: HK$737 million) as it is not probable that future BNERTEMNABHBERESR - NEEY
taxable profits against which the losses can be utilized will be available in the AR T R 2 5T 5 18 75 % 744,000,000 7T (2008
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry & #¥737,000,0007T) BIEEFHIBEAE °
dates of the tax losses were as follows: RIERERB RG] ZEHENIEHENAT -
2009 2008
HK$ MnB¥EET HKSMnBEBEET
Expiring within 5 years RAFAEIH 34 57
Expiring more than 5 years hFEEIE 52 7
No expiry date mEEIA 658 673
744 737
34.OTHER LIABILITIES Eft& &
The Group £ The Bank 17
2009 2008 2009 2008
HKS Mn B¥EER HKSMn BBEET HKSMn BEEERT HKSMn BBEET
(@ Trading liabilities @) RHAEEE
Exchange fund bills sold INEESZEER - 330 - 330
Shares sold ELRH 6 - 6 -
6 330 6 330
Negative fair value of PTETERNBAT
derivatives (Note 42(b)) {EEHF420) 1,449 2,516 1,229 2,219
1,455 2,846 1,235 2,549
(b) Other accounts and provisions (b) HAERERER
Accrued interest payable FETERFIS 1,089 1,953 595 1,035
Acceptance draft payable ER#EAZE 7,976 2,989 203 272
Other accounts HAn BRI 9,441 7,197 2,750 2,172

18,506 12,139 3,548 3,479
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35.LOAN CAPITAL {£E&E X

The Group £/ The Bank 817
2009 2008 2009 2008
HK$ Mn BEEERT  HKSMn BB EET HKSMn BEEET HKSMn BEEET
USD550 million 5.625% subordinated &3 iBIE AR AE
notes, measured at fair value through ~ (B{EFIIBRE
profit or loss 550,000,0003 7T
FB5.625%RAEEE 4,281 3,644 4,281 3,644
GBP300 million 6.125% step-up BRBEENRB AT
perpetual subordinated notes, {BEZIERE
measured at fair value through 300,000,000 &5
profit or loss 6.125% &322 R
PREES 3,431 2,751 3,431 2,751
USD600 million floating rate step-up TREESHR AN AR A
subordinated notes, measured 600,000,000% 7T
at amortised cost RESEEERE 4,647 4,641 4,647 4,641
USD500 million Hybrid Tier 1 500,000,0003 7T
RE—REATR - = 3,916 -
12,359 11,036 16,275 11,036

Loan capital of face value of HK$4,265 million (USD550 million) and carrying
amount of HK$4,281 million represents 5.625% subordinated notes qualifying as
tier 2 capital which were issued on 13th December, 2005 by the Bank. The notes
are listed on the Hong Kong Stock Exchange and will mature on 13th December,
2015.

Loan capital of face value of HK$3,749 million (GBP300 million) and carrying
amount of HK$3,431 million represents 6.125% step-up perpetual subordinated
notes qualifying as tier 2 capital which were issued on 20th March, 2007 by the
Bank. The notes are listed on the Singapore Stock Exchange.

The carrying amount of financial liabilities designated at fair value through profit
or loss for the Group as at 31st December, 2009 was HK$303 million (2008:
HK$ 1,232 million) and for the Bank was HK$264 million (2008: HK$1,232 million)
lower than the contractual amount at maturity. The difference in the accumulated
amount of the changes in fair value attributable to changes in credit risk for the
Group were HK$618 million (2008: HK$1,858 million) and for the Bank were
HK$689 million (2008: HK$1,858 million). The change for the year ended 31st
December, 2009 for the Group was HK$1,240 million (2008: HK$2,183 million)
and for the Bank was HK$ 1,169 million (2008: HK$2,183 million).

EmEE#%4,265,000,0007T (550,000,0003
JT) R BRE {E 75 % 4,281,000,000 T M E B &
N RIBEAARTTIR2005F12 A 138 #ITER
5.625% @ WFEE R RERNEERE - Z
ERRBBR S LT - WHER2015612 8
1385 -

EHE E 7% 3,749,000,0007T (300,000,000 5
85 ) & BRE{E 8 % 3,431,000,000 T E B &
AN RIERAITR200743 8208 #TEE
6.125% * Wi E R ZREAARREDEE SR
BERE - ZEEZEBERNFIRZ S £ o

M2009F 12 A31H « N&EERAITIE
BRAEEARBRATEAEIIENSRE
BEEEGHIHAMNSELEEES AT
X 7 % 303,000,000 JT ( 2008 F : i #E
1,232,000,000 7T ) K T % % & 264,000,000
7L (20084 : ##1,232,000,0007T) ° £ &
AAFEAEZPNSET TRBERARE
EARTZEERBREBHZES R ABE
618,000,0007T (20084 : ##1,858,000,000
7T ) K 7% ¥ 689,000,000 7T ( 2008 4F : & ¥
1,858,000,000 7T ) ° £ #k = 2009 4F 12 A 31
HIEFEAEBRATREND BIZHEHE
8 /578 #1,240,000,000 7T ( 2008 4F : & #&
2,183,000,000 7T ) K& /& # 1,169,000,000 JT
(20084 : ##2,183,000,0007T) °
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35.LOAN CAPITAL (conTiNUED) fEEE A ()

Loan capital of face value of HK$4,653 million (USD600 million) and carrying
amount of HK$4,647 million represents floating rate step-up subordinated notes
qualifying as tier 2 capital which were issued on 21st June, 2007 by the Bank. The
notes are listed on the Singapore Stock Exchange and will mature on 22nd June,
2017. The fair value as of 31st December, 2009 was HK$4,211 million (USD543
million) (2008: HK$3,953 million) (USD510 million).

Hybrid Tier 1 capital instruments comprising step-up subordinated notes
("Notes"”) of face value HK$3,878 million (USD500 million) and carrying amount
of HK$3,916 million and HK$3,878 million (USD500 million) non-cumulative
preference shares (“Innovate Preference Shares”) were issued respectively by the
Bank and by Innovate Holdings Limited, a wholly owned subsidiary of the Bank, on
5th November, 2009. The Notes bear a fixed interest rate of 8.5% per annum and
will mature on 5th November, 2059. The Innovate Preference Shares are perpetual
securities on which no dividend is payable. The Notes and the Innovate Preference
Shares are listed, and traded together as units, on the Singapore Stock Exchange.
The Hybrid Tier 1 capital instruments are qualified as tier 1 capital of the Bank
and the Group. In the consolidated accounts, the Notes are eliminated and the
Innovate Preference Shares are classified as minority interest.

2 (& 78 ¥ 4,653,000,000 7 (600,000,000
Fr) RRE{E % 4,647,000,000 TR EE
B RIBAARITHR2007F6A21 HEIT
W ERZRERNFEBTEEERIE - 2
ZERRFNER B L™ - WHER2017F
6822 A F8 - R2009412 831 AWM AP
{8 & /4 78 ¥ 4,211,000,000 7T ( 543,000,000
% 7t ) (2008 & : 7% ¥ 3,953,000,000 7T )
(510,000,00037T) °

BE—REATABESHBHARITETE
& 7 % 3,878,000,000 7T ( 500,000,000 3
7T ) R AR (B 7% % 3,916,000,000 7T 7 45 Bt 14
EZR((ER])) RART—2EHBEQA
Innovate Holdings Limited Pt 2% 17 Bk @ (& /&
% 3,878,000,0007T (500,000,000% 7T ) 3£ &
TEE R ([Innovate B/ |) - 377 A
H/2009 11 A5H - 2R B2 EEMER
FB85%  WHMR2059411 A5 A F|H -
Innovate & 5t A% 17 & 5 78 3% 1+ AR B 19 4% 2 57
H&E% o % Z# Klnnovate & 5% i3 9 = R #r
IERZ G EM RN EMEERARS B
E—RERTABHTERRTRAEEN
—BER - EREKRET EREREHER
Innovatef® e i (5 R S8 A D SRR MRS ©

36.EQUITY SETTLED SHARE-BASED TRANSACTIONS MR AEREZFHNRS

The Bank has adopted Staff Share Option Schemes whereby the Board of the
Bank may at its discretion grant to any employees, including Executive Directors
and Chief Executive, of the Group options to subscribe for shares of the Bank. The
options may be exercised during the period beginning on the first anniversary of
the Date of Grant and ending on the fifth anniversary of the Date of Grant. All
options were granted for nil consideration.

(a) Particulars of share options

Date of grant
BITHH

22/4/2004
03/5/2005
03/5/2006
10/5/2007
05/5/2008
05/5/2009

Vesting period
R

22/4/2004 - 21/4/2005
03/5/2005 - 02/5/2006
03/5/2006 - 02/5/2007
10/5/2007 - 09/5/2008
05/5/2008 - 04/5/2009
05/5/2009 - 04/5/2010

(a)

Exercise period

1T

22/4/2005 - 22/4/2009
03/5/2006 - 03/5/2010
03/5/2007 - 03/5/2011
10/5/2008 - 10/5/2012
05/5/2009 - 05/5/2013
05/5/2010 - 05/5/2014

RITFIRMNEESRRABI—RATTESS
BEEHRRETARBZEMNES - 815
MITERE RITBAE - UREARITRG - R
BRERITR IR AR T BNE 1 AFRIGER
FEMNESAFILL - RARBREGATHER
T B -

RIS

Exercise price
per share
BRITEE
HK$ % ¥ T

21.11*

20.86*

30.04*

42.84*

40.09*
21.25
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(b) The number and weighted average exercise prices of share options are as follows:

(c

~

2009
Weighted
average
exercise price
IREF 9T EE
HK$ &% T
Outstanding at the beginning of the year FEER 30.53
Exercised during the year FE N 20.86
Granted during the year FEART 21.25
Lapsed during the year FEERKRR 25.67
Outstanding at the end of the year FEREER 29.55
Exercisable at the end of the year FERAEITE 33.04

The weighted average share price at the date of exercise for shares options
exercised during the year was HK$23.60 (2008: HK$33.72 or HK$30.65 after
adjusting for the bonus issue in 2009).

The options outstanding at 31st December, 2009 had an exercise price from
HK$20.86 to HK$42.84 (2008: from HK$22.95 to HK$47.13 or from HK$20.86
to HK$42.84 after adjusting for the bonus issue in 2009) and a weighted average
remaining contractual life of 2.63 years (2008: 2.44 years).

Fair value of share options and assumptions

The fair value of services received in return for share options granted is measured
by reference to the fair value of share options granted. The estimate of the fair
value of the share option granted is measured based on a trinomial lattice model.
The contractual life of the option is used as an input into this model.

Fair value at measurement date NEtE B A TEE
Share price A (B
Exercise price 1118

Expected volatility (expressed as weighted
average volatility used in the modelling

under trinomial lattice model) RELFR B I 2R g )
Option life RARREFER
Expected dividends SR d

Risk-free interest rate (based on Exchange

Fund Notes) ERRRF R (REINEESTE)

The expected volatility is based on the historic volatility (calculated based on the
weighted average remaining life of the share options), adjusted for any expected
changes to future volatility based on publicly available information. Expected
dividends are based on historical dividends. Changes in the subjective input
assumptions could materially affect the fair value estimate.

Share options were granted under a service condition. This condition has not
been taken into account in the grant date fair value measurement of the services
received. There were no market conditions associated with the share option grants.

*  The Bank made a one for 10 bonus issue of shares on 17th April, 2009 (the “Bonus Issue”).
For share options remained exercisable on 17th April, 2009, adjustments for the Bonus
Issue were made to the effect that the number of share options have been increased by
10% and the exercise prices have been decreased accordingly. These adjustments were
made in accordance with the Rules of the relevant share option schemes

FEFDRIE (A=A e ERR

BRIA M EE ()

(b) BT RIS B TS TTHEEMNT

2008
Weighted

Number average Number
of options exercise Price* of options*
RREHE MEFHTEEY  BREEE

Mn BE HK$ BT Mn B &

22 24.73 21

(2) 18.56 (5)

6 40.09 6

(4) 21.11 -

22 30.53 22

16 26.86 16

(9]

HKS$#E#21.257T
HK$#&%521.255T

FEARTTERREE AR METERER
7 ¥ 23.607T (2008 4F : B #533.72 08 & H
FE2009F FHATHIALAR 12 ABH#E30.657T) ©

HR2009F 12 4318 + MARITERRIENTTE
B BB 20.86 T = 8 #42.847T (2008 F -
HB 22 95T =8 #4713 T 8 AR FHEE 2009
FEITMALARE A5 820.86 T 281 42.84
7)) REBEHFERZ METHEE2.635F
(20084 : 2.44%F) o

REEN A FEERER
ISR AR BB R EM A FEERE TR
B AT B R - 8RB 2 A
TEERZAXBEEEES - RRENE
HERAZEBREXNBASEH -

2009
HK$#%%59.66 T

2008
HK$7##513.887T
HK$##540.097T*
HK$5%40.097T*

59.96% 48.88%
5 yearstE 5 years
2.35% 4.64%
1.64% 2.48%

TERDR IR RAREEE 2 R R (AR HE & Nt
FIAFHAE)  BRBRAQARMBNENY
BARIOKBOTRAEE) - BRIRSBEN
BB - TEBABRKNEHARLEATED
FEER G

RBRENR T AN A RIS o R 5T
WARRAHERR T AESRBH A FE
B - BT RIEEMSERILHEEE

* R2009 FF 4 A 17 ARITHFHREX K
17 ([ATAR]) » R 2009 4 4 A 17 A &9
TAITTEZ R - ALRZ FHE B (EH%
BRI IER 2 EIENE D2+ RITIEBR
TEETHB 72 1 ° ZAEEIREF R
R EIBIA A (EL o



196 | The Bank of East Asia, Limited | Annual Report 2009

NOTES ON THE ACCOUNTS (CONTINUED)

BRIA M EE (&)

37.SHARE CAPITAL g7

2009 2008
No. of shares Nominal value No. of shares Nominal value
RHBE HE GEE ffE
million & million B&
Authorised: EEMRA :
Ordinary shares of HK$2.50 each LERERE%2. 50T 2,600  HKS %%:6,500,000,0007C 2,600  HKS$ 7%#6,500,000,0007
Substitute preference shares of ERELR
US$1,000 each FM%1,000%7T 0.5 US$500,000,000% 7T - -
HKS Mn BB EE T HK$ Mn B EET
Issued and fully paid: BETRARRA
At 1st January MA1R 1,673 4,183 1,574 3,936
Shares issued under Staff Share REREERRE
Option Schemes BATHR D 2 5 5 12
Subscription for new shares BT - - 79 197
Capitalisation issue BAMEEST 167 418 = -
Shares issued in lieu of dividends PARRA BB TTRIR D 7 17 15 38
At 31st December ®12A31H 1,849 4,623 1,673 4,183

Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options
to purchase ordinary shares in the Bank were granted to eligible employees. The
option price of the Schemes equals the fair value of the underlying shares at the
date of grant. The options granted under the Schemes will be exercisable between
the first and the fifth anniversaries of the date of grant.

(a) Shares issued under Staff Share Option Scheme

During the year, options were exercised to subscribe for 2,000,000 ordinary
shares in the Bank at a consideration of HK$41 million of which HK$5 million was
credited to share capital and the balance of HK$36 million was credited to the
share premium account (Note 38). HK$3 million has been transferred from the
capital reserve to the share premium account in accordance with policy set out in
Note 2(q)(iv).

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

RIBERENE B REAEEI([FHE]) - R
BEETARESARBATH L BRR
7 o REAETEEEERRORETANA
FEERR - RIFFASPTRTORBETR
ETENE1RAFERTENESBAFHREA
T8

(a) REESFRETEIRTHRG

FER BIIERBREARBATLBR
2,000,000 f& 2 X {B 7% 7 ¥ 41,000,000 7T -
H 7 %5,000,000 TFEARAE - SREUEE
36,000,000 7T 1% A % 19 ' (B (3£ 38) © 1R
B F2Q(V)FT#E - EBRBERFHEEREEE

3,000,0007C /& PRI EA ©

(b) RS B 5 AR H M RATENRRE

date A
2009 2008
Date of options granted Option price No. of shares No. of shares
RBRERT A RIBE ROBE MRIHBE
22/4/2004 HK$&#21. 1170+ - 3,041,500*
03/5/2005 HK$&#20.867T* 4,737,000 6,715,500*
03/5/2006 HK$7#30.04 7T * 2,695,000 2,970,000*
10/5/2007 HK$B#42 8470 * 2,750,000 3,025,000*
05/5/2008 HK$#5%40.097T* 5,500,000 6,050,000*
05/5/2009 HK$#E%21.257T 6,600,000 -
22,282,000 21,802,000*

*  After adjusting for the bonus issue in 2009.

* ABFHEE 2009 FATEITHIALR
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AR IR Fff 5 (48)

2009
The Group The Bank
£8 BT
HKS$ Mn B¥E&E T HKS Mn B¥EHET
(a) Share premium (undistributable) (@) BB (TREE)
At 1st January M1ATR 4,922 4,922
Net premium on shares issued under B E B RRETEIEE1THY
Staff Share Option Schemes B iR B TR 36 36
Transfer of the fair value of options from B & (2 31 TRAE) &Y
capital reserve — share options issued Rk 2 NFEE 3 3
Shares issued in lieu of dividends ARG B A THI AR (D (17) (17)
Capitalisation issue B EEAT (418) (418)
As 31st December Mm12A31H 4,526 4,526
(b) General reserve (b) —MfEE
At 1st January R1A1H 14,634 14,369
Transfer from retained profits =R el 49 -
Shares issued in lieu of dividends ARG B AT AR (D 177 177
Realised surplus on disposals transferred BEVESHREED
from property revaluation reserve EERHENERHR 6 6
At 31st December M12A31H8 14,866 14,552
(c) Revaluation reserve on bank premises  (c) TTHFEGEE
(undistributable) (TAEEE)
At 1st January M1 A1H 863 899
Recognition of net deferred tax liabilities ERIELER B & & F5E
(Note 33(b)) (K13£33(b) (26) 2
Revaluation surplus on bank premises TH SRR B Y P E Y
transferred to investment properties HHAK 97 -
Realised surplus on disposals transferred EERLEMERGEA—RHS
to general reserve (6) (6)
At 31st December ®12A318 928 895
(d) Statutory reserves (undistributable) (d) SEEREE(TAIRE)
At 1st January M1A1H 1,216 -
Transfer from retained profits BB BT FmAl 285 7
At 31st December ®12A318 1,501 7
(e) Capital reserve (undistributable) (e) BEAEE(TAREE)
At 1st January and 31st December M1A1BR12A31H 86 -
(f) Exchange revaluation reserve () [EREHRFECTADRE)
(undistributable)
At 1st January M1A1H 1,006 48
Exchange adjustments PEE 54, 5= 163 7
At 31st December ®12H318 1,169 55
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38.RESERVES (CONTINUED) {1 (&)

2009
The Group The Bank
£8 BT
HKS Mn SB¥EEBT HKS Mn B¥EET
(9) Capital reserve — staff share options (9) BARE — BE1TEBRIRE
issued (undistributable) (RADEE)
At 1st January ®1A1H 125 125
Transfer of the fair value of options to
share premium R AT EERARMDRE (3) (3)
Forfeited options transfer to
retained profits B R R AR A BB 175 A (23) (23)
Additions N Al 71
At 31st December M®12A31H 170 170
(h) Investment revaluation reserve (h) TESBHFHE
(undistributable) (RADEE)
At 1st January ®1A1H (228) (45)
Changes in fair value of securities BHEH AT EEZE 575 267
Reversal upon disposal (Note 72) R SR (At 12) (29) 5
Recognition of deferred tax liabilities
(Note 33(b)) TR I A & (H72133(b)) (43) (49)
Impairment loss and amortisation DEREECESE: 35 1 -
At 31st December ®12A318 286 178
(i) Other reserves (i) HibfEE
At 1st January ®1A1R - -
Share of change in equity of associates FEMREEE N AR 17 -
At 31st December MW12A31H 17 -
() Retained profits () BEar
At 1st January ®1A1H 5.339 2,724
Net profit for the year FEREF 2,565 995
Transfer to general reserve AR (49) -
Transfer to statutory reserve BAETERE (285) (7)
Forfeited options transfer to
retained profits EESSEES I YN eS| 23 23
Dividends (Note 15) MRS (HfaE15)
— Interim dividend — HRERR S (516) (516)
— Final dividend in respect of
previous year — EFEERBERE (33) (33)
— Hybrid Tier 1 USD 500M — RE—HEXR
500,000,000 7T (51) -
At 31st December M®12A31H8 6,993 3,186
(k) Total reserves (k) fEELRRE 30,542 23,569
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2008
The Group % The Bank 877
HK$ Mn BB EET HKS Mn B BEET

(a)

Share premium (undistributable)

(a) B@(E (T ANRE)

At 1st January M1 A1H 1,118 1,118
Net premium on shares issued under RIEE B RIRETEIBI TR D

Staff Share Option Schemes (B FEE 88 83
Transfer of the fair value of options from B A AR (B BITRRE)

capital reserve — share options issued R A FEE 9 9
Shares issued in lieu of dividends ARG B A THI AR (D (38) (38)
Subscription for new shares BATHTAX 3,745 3,745
As 31st December ®12A318 4,922 4,922

General reserve

(b) —R&f#HME

At 1st January B1A1H 14,004 13,757
Transfer from retained profits BB BTER A 18 -
Shares issued in lieu of dividends ARG B AT AR D 597 597
Realised surplus on disposals transferred BEYEEGLBEEN

from property revaluation reserve EERHEMERLR 15 15
At 31st December M®12A31H8 14,634 14,369

Revaluation reserve on bank premises

(0 fTHELHE

(undistributable) (RADEE)
At 1st January R®1A18 866 854
Recognition of net deferred tax liabilities RIRER B8 EFR

(Note 33(b)) (KtaE 33(b)) 3 3
Revaluation surplus on bank premises ITHE RIS B Y HERTE R

transferred to investment properties BEE% 10 57
Realised surplus on disposals transferred

to general reserve EERHEMERMRBA —REHE (15) (15)
Exchange adjustments HE N B (1) -
At 31st December M12A31H 863 899

Statutory reserves (undistributable)

(d) YEERBBE(TANRE)

At 1st January M1A1H = =
Transfer from retained profits BB B1FmAl 1,216 -
At 31st December ®12A31H 1,216 -

Capital reserve (undistributable)
At 1st January and 31st December

(e) BARNFHE(TAIKE)

Exchange revaluation reserve
(undistributable)

At 1st January

Exchange adjustments

B1A1BR12A31H 86 =
( EREMHHEE
(THEE)
R1B1H 650 80
I 5 356 (32)

At 31st December

M12A31H 1,006 48
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38.RESERVES (CONTINUED) {1 (&)

2008
The Group &E The Bank 877
HK$ Mn B EETL HKS Mn B8 HET

(g) Capital reserve — staff share options

(9) EXfHEE — CDRITEERRE

issued (undistributable) (RADEE)
At 1st January M1A18 68 68
Transfer of the fair value of options to
share premium R AT EERARMDRE ) 9
Additions N 66 66
At 31st December ®12A31H8 125 125
(h) Investment revaluation reserve (h) EEHFE
(undistributable) (FAMRES)
At 1st January M1ATH 475 422
Changes in fair value of securities BHEHORN T EEZS (830) (472)
Reversal upon disposal (Note 12) R ERER (ffit12) (115) (114)
Recognition of deferred tax liabilities
(Note 33(b)) TERIRIE R IH & & (f1:133(b)) 98 99
Impairment loss REE R 153 20
Exchange adjustments kS 9) -
At 31st December M128318H (228) (45)
(i) Other reserves () HibfHE
At 1st January ®1A18 22 -

Share of change in equity of associates FE(LEE = A AR A # E) (22) -
At 31st December M12A31H8 = =
() Retained profits () BfEad
At 1st January ®1A1H 8,874 5,946
Net profit/(loss) for the year FRENHN(EE) 39 (882)
Transfer to general reserve BA MRS (18) -
Transfer to statutory reserve BAEERE (1,216) -
Dividends (Note 15) B8 (H1aE15)
— Interim dividend — FHIRE (384) (384)
— Final dividend in respect of
previous year — EFEERARE (1,956) (1,956)
At 31st December "®12A318 5,339 2,724
(k) Total reserves (k) FEEsezE 27,963 23,042

A& 175 B AR B 0B R R X B AR AHEHIE
4A8BIKFTIE °

The application of the share premium account is governed by Section 48B of the
Hong Kong Companies Ordinance.

—REFFEORY - BFEREBRTEN  HE
MERHE BREGERBRIARRKBETH
BeAn (BIEAVEEHR

General reserve was set up from the transfer of retained earnings, the realised
revaluation surplus on disposal of properties and the value of shares issued in lieu
of dividend.
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Revaluation reserve on bank premises and exchange revaluation reserve have been
set up and are dealt with in accordance with the accounting policies adopted for
the revaluation of bank premises and foreign currency translation.

Statutory reserves are set up to supplement the paid-up capital until the sum of
paid-up capital and the statutory reserves is equal to the registered capital for a
subsidiary and certain associates.

Capital reserve represents the capitalization of subsidiaries’ reserves.

Capital reserve — staff share options issued comprises the fair value of the actual
or estimated number of unexercised share options granted to employees of the
Bank recoginsed in accordance with the accounting policy adopted for share based
payment in Note 2(qg)(iv).

Investment revaluation reserve comprises the cumulative net change in the fair
value of available-for-sale securities held until the securities are derecognised and is
dealt with in accordance with the accounting policies in Notes 2(f) and (k).

Other reserve represents share of changes in equity of associates of investment
revaluation reserve and revaluation reserve of bank premises.

A regulatory reserve is maintained to satisfy the provisions of the Hong Kong
Banking Ordinance for prudential supervision purposes by earmarking amounts
in respect of losses which the Bank will or may incur on loans and advances and
investments in addition to impairment losses recognised. Movements in the reserve
are earmarked directly through retained earnings and in consultation with the
Hong Kong Monetary Authority. As at 31st December, 2009, HK$1,857 million
(2008: HK$1,996 million) was included in the retained profits in this respect which
was distributable to equity holders of the Group subject to consultation with the
Hong Kong Monetary Authority.

At 31st December, 2009, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$17,738 million (2008:
HK$17,093 million). After the balance sheet date the directors proposed a final
dividend of HK$0.48 per ordinary share (2008: HK$0.02 per share), amounting to
HK$968 million (2008: HK$33 million). The dividend has not been recognised as a
liability at the balance sheet date.

39. MINORITY INTERESTS D BiRRAEZS

BRIA M EE ()

TR E R S ER R REEEREE
EATHE RSN T E PR R RO &R TR o

EERBRABEIHBEREAEE BRRAK
FOEE AR BRI — KB A B & THE
ERAH MR AR o

EAFBENBRRRENER BT -

ERFEB(ERTRERRE) BREREERK
AN B RE2(0)v) FTEUA B D R BB (R S
MEFBRERR T ATRERR Z B E5
RTERBAEZE WA FEE -

REEMRFAEERSEUHLEERSFEERE
FRELERNRA LT EEESFEF
BRI YR AT R E R HIRE2() (k)

HAb G DR A R 2 A
B REHTIHE RS -

AREEB(RITHRADEBFEEENR
E o AITRERERETERERAEERR
BEANAEEFRERBLERE - L&
ERCMEERE  HRENEDHEEESE
BIEEFAEE o R2009412A318 © B
GafPeEatEMBAIRE FTAEE
[i% 5274 % 1,857,000,000 7T ( 2008 & = 7 %
1,996,000,0007T) - BREREAZAEES
BMEES o

7200912 A318 » ADKRE FATTIREHIH
{54858 575%17,738,000,0007T (20084 :
#17,093,000,0007T) * fE4EH B A E SRR
RES B B A0.487T (20084 « B
0.027T) * ¥ %83Z 5 %5 968,000,000 7T (2008
4 : #%33,000,0007T) © REEE B I RIER
ZRBREE -

R1B1H
- HERERR T OBRERESE

At 1st January
— sale of interests in businesses to
minority interests investors

- A HBBIRIREEBARE

— purchase of interests in businesses from

minority interests investors s
— Hybrid Tier 1 note issue - BITRE—MEARTE
— final dividend in respect of previous year -BLEFERBRE
— exchange adjustments - [EH R
Profit for the year FEAE
At 31st December ®12A31H8

2009 2008
HK$ Mn B EERT HK$ Mn BEAET
339 347

132 =

(10) (64)

3,877 =

(55) (7)

2 (2)

73 65

4,358 339
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40.FINANCIAL RISK MANAGEMENT B 75 /& b B 3

This section presents information on the Group’s management of principal risks.

The Group has in place a risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate,
to set strategy and allocate capital against those risks. The risk management
policies covering credit risk, market risk, operational risk, liquidity risk, interest
rate risk, strategic risk, legal risk and reputation risk of the Group are reviewed
regularly by the Management and specialised risk management committees,
and recommendations are made by the Risk Management Committee, which
comprises the Group’s Chairman and Chief Executive, Senior Advisors, Deputy
Chief Executives and the Group Chief Risk Officer, for the approval of the Board
of Directors. There is an independent centralised risk management unit, Risk
Management Division, responsible for monitoring the activities relating to these
principal risks. The internal auditors also perform regular audits on business units
to check compliance with policies and procedures.

(a) Credit risk management

Credit risk arises from the possibility that a customer or counterparty in a
transaction may default. Such risk may arise from counterparty risks from loan
and advances, issuer risks from the securities business and counterparty risks from
trading activities.

The Board of Directors has delegated authority to the Credit Committee to oversee
management of the Group's credit risk, independent of the business units. The
Credit Committee reports to the Board of Directors via the Risk Management
Committee, which deals with all risk management related issues of the Group.
Credit risk control limits are set at different levels and dimensions. The Board of
Directors approves the core control limits and delegates the Credit Committee
to approve the detailed control limits. Risk, return and market situations are
considered in the limits setting. Active limit monitoring process is undertaken.

The Credit Committee is responsible for all credit risk related issues of the Group.
The Group identifies and manages credit risk through defining target market
segment, formulation of credit policies, credit approval process and monitoring of
asset quality.

In evaluating the credit risk associated with an individual customer or counterparty,
financial strength and repayment ability are always the primary considerations.
Credit risk may be mitigated by obtaining collateral from the customer or
counterparty.

(a

~
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BB~ R AR B AN {E B B I E B B IR IR
K HHERENEFHEEZE S EH®
o YHEBEEZEGREEZR  REE
EEQHE -  ZZEGRAKREEFERITR
BE - SRER  BITTBARNEERBRA
EAARK - ANEERE —EB LT REARE
BEA(RRERRE) EEREETERR
BREES - NEEZE TS H EBRFTIE
HETER  UERZEHRREFFNE
o o

NS

FERREE
ERRRBA RS RR S FREBTHA
i ARAAEEERPORSHFAR
BHEBOBTHRRNRZEBHNRHH
FHER -

RERASENEERRER EFEER
REEZESHTHREE  MEERARER
TBINAXEHMN - EREZEEKAR
ERZEERNEEGER AREEZES
BEREASEMEEAREEABNE
B FREBRZEHRERETRERME
%o EESEMBOENRE  UREREE
ZESERMARIZGIRE EXREEE
BRER - BHRRTISIER - I ARAERR
BEIIER -

FEZESRAREMEEASERFERR
BFHRNER - ARERANEREERRA
A BRERERETSOR - HIEFEEK
RMEEBHET UREHEEERYE -

REBAE G EEGIE PR S EFHEN
SERRE - BATREEL XX HHFHK
RamBEEERR - AR E DA
RERENARAKENTEERRE -



RER{ITEMRADA | 2009 F3R | 203

NOTES ON THE ACCOUNTS (CONTINUED)

The Group has established policies, procedures and rating systems to identify,
measure, monitor and control credit risk. In this connection, guidelines for
management of credit risk have been laid down in the Group’s Credit Manual.
These guidelines stipulate delegated lending authorities, credit extension
criteria, credit monitoring process, internal rating structure, credit recovery and
provisioning policy. They are reviewed and enhanced on an on-going basis to cater
for the market change, statutory requirement and best practice risk management
processes. Credit Risk Management Department under Risk Management Division
of the Group is responsible for monitoring activities relating to credit risk.

The Group's credit risk management for the major types of credit risk is depicted as
follows:

(i) Corporate and bank credit risk

The Group has laid down policies and procedures to evaluate the potential
credit risk of a particular counterparty or transaction and to approve the
transaction. For corporate and bank customers, the Group has different
internal rating systems that are applied to each counterparty. For exposure
classified as Specialised Lending in particular, supervisory slotting criteria are
used. To monitor concentration risk, the Group has preset limits for exposures
to individual industries and for borrowers and groups of borrowers. The Group
also has a review process to ensure that the level of review and approval is
proper and will depend on the size of the facility and rating of the credit.

The Group undertakes on-going credit analysis and monitoring at several
levels. The policies are designed to promote early detection of counterparty,
industry or product exposures that require special monitoring. The overall
portfolio risk as well as individual impaired loans and potential impaired loans
are being monitored on a regular basis.

(i) Retail credit risk

The Group's retail credit policy and approval process are designed for the
fact that there are high volumes of relatively homogeneous and small value
transactions in each retail loan category. The design of internal rating system
and formulation of credit policies are primarily based on the demographic
factors and the loss experience of the loan portfolios. The Group monitors
its own and industry experience to determine and periodically revise product
terms and desired customer profiles.

(iii

=

Credit for treasury transactions

The credit risk of the Group’s treasury transactions is managed in the same
way as the Group manages its corporate lending risk. The Group applies an
internal rating system to its counterparties and sets individual counterparty
limits.

BRIA M EE ()
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(a) Credit risk management (continued)
(iv) Credit-related commitment (iv)
The risks involved in credit-related commitments and contingencies are
essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are, subject to the same credit application,
portfolio maintenance and collateral requirements as for customers applying
for loans.

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

The Group monitors its concentration risk by adopting appropriate risk control
measures, such as setting limits on exposures to different industries and loan
portfolios.

(vi) Maximum exposure (vi)
The maximum exposure to credit risk at the balance sheet date without taking
into consideration of any collateral held or other credit enhancements is
represented by the carrying amount of each financial assets in the statement
of financial position after deducting any impairment allowance. A summary of
the maximum exposure is as follows:

The Group&£ &
2009 2008
HKS MnB¥EET HKS MnBKEET

R RERIT - BRI

Cash and balances with banks,

central banks and Bt & mE

other financial institutions N 28,611 27,022
Placements with banks, FERAT » RRERITA

central banks and Hit S miE

other financial institutions NER 67,945 96,574
Trade bills DS 1,847 1,164
Trading assets RERBEBE 4,092 2,260
Financial assets designated B ARBERN

at fair value through RBAFEER

profit or loss SREE 10,043 4,130
Loans and advances to customers  EFEE X 246,309 229,295
Available-for-sale financial assets At HE S REE 28,996 17,551
Held-to-maturity investments LI 7,239 5,006
Other assets HiEE 14,369 11,478
Financial guarantees and other

credit related contingent BSEREAMEEE

liabilities HBENIABE 9,965 10,088
Loan commitments and other ERREREMERE

credit related commitments BRAHEE 71,273 66,080

496,689 470,648

(a) GERBRERE @)

HIEEEMHER
HEERMNFAFMNA FERRR -
AE FREHERTEFRNEERR
R - Bt AERZHBEFEEFH
FEREGMEZEINEESRG - 61
TFRIEARE K o

EREHRHNER
FEETNRBERZZH FEEX
Wi KESTERRNTE  MRE
EENEEEERBRAEHASENE
BRBRAEZHEER - AKRENFBT
HEDBBEETRME - (TEMER °

AEE-BERAEE N RBRIZESEE -
Bl N RTTEME KA A EERE -
NEREESTHNRR -

R AR

REEE B I R EEAHER R EME
ERANSREERR - S HED
SRR R DR E % 10 2 B & EE R AR
RRHIREE - REBHENAT

The Bank 1T
2009 2008
HKS MnE¥MEET HKSMnBEEER

11,821 4,154
61,804 92,735
861 521
1,749 1,777
10,035 4114
142,197 130,293
17,949 10,276
4,802 3318
5,491 7376
7,616 9,138
59,169 53,283
323,584 316,985



RER{ITBEMRADA | 2009 F 3R | 205

NOTES ON THE ACCOUNTS (CONTINUED)

(vii) Credit quality of loans and advances
Loans and advances to banks are only made to banks with good credit
standing. At 31st December, 2009 and 2008, no loans and advances to bank
are impaired. The credit quality of loans and advances to customers can be
analysed as follows:

The Group£

2009

AR IR Fff 5 (48)

Vil ERRBHHEEE R
RITERRBRIARUTFEECEER
2 8R1T o FA20094F [22008F 12 A318 -
HRERERTERRBER - EPEX
RBROEEERANET

The Bank# 1T
2008 2009 2008

HKS MnBEEET HKSMnEEEET HKSMnB¥EERT HKS MnEREET

Gross loans and advances to

customers RPERRBRAE
- neither past due nor impaired ~ — & RRE 245,149 228,479 141,219 129,683
- past due but not impaired —ERBERERE 57 274 44 166
~ impaired —BHE 2,448 1,586 2,111 1274
247,654 230,339 143,374 131,123
Of which: He
The Group&£® The BankiR1T
2009 2008 2009 2008
HKS MnB%EERT HKSMNBEEET HKSMnB¥EERT HKS MBEEET
Gross loans and advances to
customers that are neither R H R R A
past due nor impaired REEFRIBTGE
- Pass —A1& 242,617 226,550 139,187 128,219
— Special mention —-RE@T 2,532 1,929 2,032 1,464
245,149 228,479 141,219 129,683

The Group classifies the loans and advances in accordance with the loan
classification system required to be adopted for reporting to the HKMA.

The ageing analysis of loans and advances to customers that are past due but
not impaired is as follows:

The Group£

2009

AEERBEAEERTEESRERR
ERSBRGANTEEL o

ERMERFREIEPERRBRE
FHAMEAT ¢

The Bank# 1T
2008 2009 2008

HKS MnBEEERT HKSMnBEEEET HKS MnB¥EET HKS MnEEEET

Gross loans and advances to

customers that are past due BRBERERERN
but not impaired BFERRBNETE
— Overdue 3 months o less —@H3EANT 57

274 44 166

Loans and advances that would be past due or impaired had the terms not
been renegotiated amounted to HK$234 million as at 31st December, 2009
(2008: HK$239 million).

2009412 A318 BRI KR ERT 55K
Al eV H sl E B R R BN E
%8 575 1234,000,0007T (20084 :
239,000,0007T) °
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(a) Credit risk management (continued)
(viii) Credit quality of financial assets other than loans and advances

(ix

<

Credit risk of treasury transactions is managed in the same way as the Group
manages its corporate lending risk and risk gradings are applied to the
counterparties with individual counterparty limits set.

At the balance sheet date, the credit quality of investment in debt securities
analysed by designation of external credit assessment institution, Moody's
Investor Services, or equivalent, is as follow:

(a) EERRERE @)

(viii)

The Group5 &l
2009 2008
HKS MnB¥EET HKS MnEREET
Aaa Aaa 4,783 1,790
Aal 10 Ad3 A3l EAa3 11,672 5,706
AltoA3 AZEA3 7616 2,706
Lower than A3 AT 1,967 1,121
26,038 11,323
P-1 P-1 10,176 -
Unrated ETR 4,323 2,440
Total FekS] 40,537 13,763

Collateral and other credit enhancements

The Group holds collateral against loans and advances to customers in the
forms of mortgages over property, other registered securities over assets,
cash deposits and guarantees. Collateral generally is not held over loans
and advances to banks, except when securities are held as part of reverse
repurchase and securities borrowing activity. Collaterals held as security for
financial assets other than loans and advances is determined by the nature of
the instrument.

Debt securities, treasury and other eligible bills are generally unsecured with
the exception of asset-based securities and similar instruments, which are
secured by pools of financial assets. The Group entered into the ISDA Master
Agreement which contractually binds both parties to apply close-out netting
arrangement across outstanding derivatives.

(ix)

FEFRRBREREENEEER
EoRFGNEERBRERTE  BAK
EEREMCREENTE-BREARK
AEERARNEREERNEFRENEF -

REER - RS BEET RS 2
ERERT - SRR SRR
e B ERRENERE R T
T

The Banké 1T
2009 2008
HKS MnEB¥EET HKSMnBEEET
4,571 1,608
10,395 4,604
6,384 2,029
1,462 851
22,812 9,092
3,223 2,440
26,035 11,532

18 dp S H A 1S AR A

REBFANDFRRBLA - RED
BEREE BReFRLER  UAEER
AERBFNERR - FFERERAD
BRELEEEDOEFRN - RITE
R BRAIBEERR - FEREEER
CREENERS  RRRBRTAZME
RTE e

BA—EFoREEFRTNEERE
EHRBRTASN  EHESF  EHZK
HibRARE—RBRBRERN - KE
EZTISDANESX) - A RIEARE
TAFEEE R RERANKETZ
ITHER S
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The lower of gross loan amount and the estimate of the fair value of collateral
and other credit enhancements held against financial assets is as follows:

The Group&£ 8
2009
HKS MniB%EE T

Fair value of collateral and

other credit enhancements FEEEREREEL
held against financial ERmREMER
assets that are: RANATEENT
— neither past due nor impaired ~ — @ H A 192,357
— past due but not impaired ~HRHERERE 57
192,414

(b) Market risk management

Market risk arises from all market risk sensitive financial instruments, including debt
securities, foreign exchange contracts, equity and derivative instruments, as well as
from statement of financial position or structural positions. The objective of market
risk management is to reduce the Group’s exposure to the volatility inherent in
financial instruments.

The Board of Directors reviews and approves policies for the management of
market risks. The Board has delegated the responsibility for ongoing market risk
management to the Asset and Liability Management Committee. The Asset and
Liability Management Committee reports to the Board of Directors via the Risk
Management Committee.

The Asset and Liability Management Committee deals with all market risk and
liquidity risk related issues of the Group. It is also responsible for deciding the
future business strategy with respect to interest rates trend review.

The use of derivatives for proprietary trading and their sale to customers as risk
management products is an integral part of the Group’s business activities. These
instruments are also used to manage the Group’s own exposures to market risk,
as part of its asset and liability management process. The principal derivatives
instruments used by the Group are interest rate, foreign exchange and equity
related contracts, in the form of both over-the-counter derivatives and exchange
traded derivatives. Most of the Group’s derivatives positions have been entered
into to meet customer demand and to manage the risk of these and other trading
positions.

In this connection, the key types of risk to manage are:

(i) Currency risk
The Group's foreign currency positions arise from foreign exchange dealing,
commercial banking operations and structural foreign currency exposures. All
foreign currency positions are managed within limits approved by the Board.

Structural foreign currency positions, which arise mainly from foreign currency
investments in the Group’s branches, subsidiaries and associated companies,
are excluded from VaR measurements, as related gains or losses are taken
to reserves. Such foreign currency positions are managed with the principal
objective of ensuring that the Group’s reserves are protected from exchange
rate fluctuations. The Group seeks to match closely its foreign currency
denominated assets with corresponding liabilities in the same currencies.

BRIA M EE ()

BER@BEREAFEReREE 2 KA
o R EAEREANGS A EERE
ZBIEEWT ¢

The Bank {7
2008 2009 2008

HK$ M EETL HKS MnE¥EERT HKS MnEBRET

178,200 106,004 95,567
210 42 147
178,410 106,046 95,714

(b) HiSEMERE
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40.FINANCIAL RISK MANAGEMENT (conTinuep) BT HEEREIE @)

(b) Market risk management (continued) (b) MEREBREE (@)
(i) Currency risk (continued) () E¥RR (8)
The following table indicates the concentration of currency risk at the balance TRETREEHEBRBREHHIER :
sheet date:
The Group £8
2009 2008
Other foreign Other foreign

usb CNY  currencies Total Ush CNY  currencies Total
E3 ARE  Hfpg A% X ARE Ao g
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn

AYEEL B¥EERT RWEER AMBEn EAREn  BMEET ANEET R%EER

Assets BE
Cash and balances with banks and other B4 RESRTAA (K

finandial institutions SHBENER 2,241 17421 1453 PARVI 2,425 23215 1,263 26,903
Placements with banks and other financial ~ EFTREMERIAE

institutions gy 14,832 4,169 24,609 43,610 28670 1,252 18,795 48717
Trade bills EUES 17182 8 4 1,834 1,078 - 7 1,150
Trading assets ROPBEE 836 2307 Mn 3475 652 438 160 1,250
Financial assets designated at fair value RERBARRAREAT

through profit or loss EENeEEE 6,709 - 908 1617 2,158 - 631 2,789
Advances to customers and other accounts ~ BE SRR EMEE 44,193 83,346 19,252 146,791 .48 75119 17419 134,980
Avallable-for-sale finandial assets HHESHER 132 9,650 5233 2207 3261 6,184 3,504 13,039
Held-to-maturity investments RHEHSRE 3,088 - 2,106 5,194 1941 - 1864 3,805
Investment in associates N 360 - - 360 292 - - 292
Fixed assets B dE 190 4,805 879 53814 M 3,083 267 3,561
Goodwill and intangible assets AERENEE 239 2 404 663 21 2 386 647
Deferred tax assets EiEHA4E 30 - 80 310 161 - 8 169
Spot assets REEE 82,024 121,752 55,280 259,056 83,532 109,311 44,459 237,302
Liabilities 8
Deposits and balances of banks and other ~ $/TREMARE

financial institutions B Rt (4715) (4582) (1949 (11,246) (1.456)  (25,020) 299 @6773)
Deposits from customers EPEH (60630)  (97.918)  (48141)  (206689)  (59678) (13464 (410000  (174,142)
Trading liabilties REREAR (1042) (26) (59) (1127) (1,59) (148) (199 (1942
Certficates of deposit issued BRI (1,639) - - (1,639) (2452) - (426) (2878)
Current taxation AEHE 13 (58) (70) (115) @1 (192) (1) (250)
Debt securites ssued BETREES - (4,346) - (4346) - - - -
Deferred tax liablities RiHEaE (0 (82) (42) (128) (4) = = )
Other accounts and provisions ESaRER (2,716) (9.333) (1,394) (13,443) (2,176) (4524) (966) (7,666)
Loan capital AR (8928) - (3431 (12359 (8,285) - @751  (11,03)

,,,,,,,, Spotlabites —— FERE (9661 (116345)  (5086)  (s109) (5673 (103348 (45670)  (224891)

Forward purchases N 59,917 2149 11,016 98,352 51,244 18,872 11,843 81,959
Forward sales RHEH (57,946) (27,850) (8,726) (94,522) (55,976) (18,781) (8.713) (83,470)
Net option position HiEaEE (45) - 34 (1) 3 - (4) 0]
Net long non-structural postion FERIRETE 4,289 4,976 2518 11,783 3130 6,054 1,915 11,099

Netstructural positon LEIERTE 2432 6,605 102 10049 2179 6,602 94 9721
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The Bank $RAT
2009 2008
Other foreign Other foreign
usb CNY  currencies Total uso CNY  currencies Total
Ey AR®  Hfp 2] X ARE AN %
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
EY¥EEn BMEEn BMEEn BMEEn  AYEEn  AYEEn  AYEER  BMEER
Assets -]
Cash and halances with banks and other Be RESTHEM
finandial institutions SHBENER 1,220 1,946 1,055 a 1,107 1373 962 344
Placements with banks and other financial ~ ZRTREMSREE
institutions oy 13,504 - 24,506 38,010 26,730 - 18,795 45,525
Trade bills 2558 838 - 10 848 454 - 5 509
Trading assets REBEEE 819 1 3 1,131 611 1 159 A
Financial assets designated at fair value REERRERNRY
through proft or loss ATRENEREAE 6,701 - 908 7,609 2,141 - 631 2T
Advances to customers and other accounts  RPEF R 20ERA 19,052 Al 15,385 34,458 20,184 18 14,602 34,804
Avalable-for-sale financial assets NEHESRAE 5,638 135 4,99 10,764 2,178 428 3511 6,117
Amounts due from subsidiaries HBARR 1525 730 695 8,950 12,663 549 - 13212
Held-to-maturiy investments HRHHRE 1,788 - 1,985 311 1,098 - 1,738 2836
Investment in subsidiaries and associates ~ HBARFBEATNR 2075 - 361 2436 1,786 - 361 2147
Fired assets EEdE 7 - 807 814 9 - 203 M
Deferred tax asses BRLHBAE 91 - 7 168 33 - 5 38
Spot assets REEE 59,258 2,833 51,091 113,182 68,994 2,369 41,022 112,385
Liabilities 8
Deposits and balances of banks and other ~ HTREMARERENHER
financialinstitutions R (1221) - (1,654) (2.881) (620) - (202) (822)
Deposits from customers EFE (42,215) (2614) (45959  (90,788)  (48.260) (2488 (39107)  (89,855)
Trading liabilities REREEE (861) - (46) (907) (1,464) - (181) (1,645)
Certficates of depost issued BEAENE (1,639) - - (1,639) (2,45) = (426) 2,878)
Amounts due to subsidiaries REBARZE (543) - (26) (569) (552) = (198) (750)
Current taxation A 2 - (35) (33) (29 = (45) (74)
Other accounts and provisions HiRIA R (455) (6) (1,248) (1,709) (821) 6) (829) (1,65%)
Loan capital EEEA (12,84) - Bm) 6 (628) - (1106
,,,,,,,, Spotloiites — FEAR (o) Qew) (2399 (14801 (62483 Q44 (B79 (108716
Forward purchases RHEA 72,537 161 10,725 83423 44169 15 11,820 56,004
Forward sales BHEL (71,256) (153) (8,429) (79,838) (49,326) (19) (8,184) (57,529)
Net option position HigeEE (45) - 34 (1) 3 - ) (1)
Net long/(short) non-structural position SRR/ (B)B5E m 0 100 1,955 1357 (129 915 2183
Net structural position HERitEEEE 2432 6,605 1,012 10,049 2179 6,602 940 9721
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(b) Market risk management (continued) (b) TIREBEIE (&)

(i) Interest rate risk

The Group's interest rate positions arise from treasury and commercial banking
activities. Interest rate risk arises in both trading portfolios and non-trading
portfolios. Interest rate risk primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and commitments. It also relates
to positions from non-interest bearing liabilities including shareholders’ funds
and current accounts, as well as from certain fixed rate loans and liabilities.
Interest rate risk is managed daily by the Treasury Markets Division within the
limits approved by the Board of Directors. The instruments used to manage
interest rate risk include interest rate swaps and other derivatives.

(iii

=

Equity risk

The Group's equity positions arise from equity investment and dynamic
hedging of equity options in connection with the Bank’s linked deposit
business. Equity risk is managed daily by the Investment Department within the
limits approved by the Board of Directors.

Market risk control limits have been set at varying levels according to the practical
requirements of different units. The Board of Directors approves the core control
limits and has delegated the power to set detailed control limits to the Asset
and Liability Management Committee. Risk, return and market conditions are
considered when setting limits. Active limit monitoring is carried out.

In this connection, the Asset and Liability Management Committee monitors the
related market risk arising from risk-taking activities of the Group, to ensure that
overall and individual market risks are within the Group's risk tolerance level.
Risk exposures are monitored on a frequent basis to ensure that they are within
established control limits.

The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"”). VaR is a statistical estimate that measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged over a certain horizon
time period.

The Group estimates VaR for the Group’s trading portfolio by the Parametric
Approach, where the VaR is derived from the underlying variances and covariances
of the constituents of a portfolio. This methodology uses historical movements in
market rates and prices, a 99% confidence level, a one-day holding period, a one-
year historical observation period with higher weights being assigned to more
recent observations, and takes into account correlations between different markets
and rates.

Structural foreign exchange positions arising from net investments in branches and
subsidiaries are not included in the VaR for the foreign exchange trading position.

(i) ==k
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The book value of listed shares, as well as the book value of private equity funds
and unlisted equities (excluding credit-related unlisted securities) (collectively
the “Unlisted Securities”), are subject to limits and these are monitored by the
management of the Group. The Unlisted Securities and listed non-trading equities
are not included in the VaR for the equity trading position, and are managed
through delegated limits. The limits are subject to regular review by the Board.

Value-at-risk statistics

At 31st December

W12A31H

HK$ Mn

BYEET

VaR for total trading activities R o RN EREE A 45
VaR for foreign exchange

trading positions* SNER Z¥5 B BB IR S 7

VaR for interest rate trading positions ~ F|& X S5 R AL S 3

VaR for equity trading positions RIAR F¥5 R A RIREE 37

At 31st December

M12A31H

HK$ Mn

BERET

VaR for total trading activities REEHNEREELER 70
VaR for foreign exchange

trading positions* INER ZF5 B B R 2+ 12

VaR for interest rate trading positions  F|ER X S5 2 AR EEE 1

VaR for equity trading positions BB RBFHENEREE 57

* Included all foreign exchange positions but excluded structured foreign exchange
positions.

Operational risk management
Operational risk is the risk arising from the potential loss due to inadequate or
failed internal processes, people and systems or from external events.

The objective of operational risk management is to identify, assess and monitor
operational risk and, in particular, to comply with the relevant regulatory
requirements.

The Group has implemented a centralized risk management framework since
January 2006. The Board of Directors reviews and approves the policies for
operational risk management, and it has delegated the responsibility for ongoing
operational risk management to the Operational Risk Management Committee.
The Operational Risk Management Committee regularly reports status of
operational risk management to the Board of Directors via the Risk Management
Committee. Operational Risk Management Department under Risk Management
Division of the Group is responsible for monitoring activities relating to operational
risk.

BRIA M EE ()

B EmBMO - AR EE KIE LMD
(TREREERMZIFLMES) (R 3E
RS EEEE ERERZES - IF
EmEFRIER S EMRG R ES ERER
BRI TERERXSRNFRNEREE
N - EESATE IR ARE

ERE RS

2009
Maximum Minimum Mean
BE &I ¥4
HKS$ Mn HKS$ Mn HK$ Mn
BEEER BEEET BYRET
76 43 59
21 5 1
4 1 3
61 35 46

2008
Maximum Minimum Mean
53 &iE 19
HK$ Mn HK$ Mn HK$ Mn
BERET BERET AEBRET
139 39 73
21 1 5
2 - 1
123 38 69

(9]
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(c) Operational risk management (continued) (c) BERBREE @)

Operational risk management tools adopted include operational risk incidents
reporting, control self-assessment, key risk indicators, operation manuals, insurance
policies, business continuity planning, etc.

Furthermore, Operational Risk Management Department under Risk Management
Division of the Group has also performed self-assessment on the Group’s
compliance with the requirements of HKMA Supervisory Policy Manual on
Operational Risk Management, with satisfactory result which has been reviewed
independently by the Internal Audit Department.

(d) Liquidity risk management

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

The management of the Bank's liquidity risk is governed by the Liquidity Risk
Management Policy, endorsed by the Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s liquidity risk
management, set the strategy and policy for managing liquidity risk and the means
for ensuring that such strategy and policy are implemented. Liquidity risk is daily
managed by the Treasury Markets Division within the limits approved by the Board
of Directors. Asset and Liability Management Department under Risk Management
Division of the Group is responsible for monitoring the activities of the Treasury
Markets Division in compliance with the Liquidity Risk Management Manual and
Policy. The Internal Audit Department performs periodic reviews to make sure the
liquidity risk management functions are effectively carried out.

The Group manages liquidity risk by holding sufficient liquid assets (e.g. cash and
short term funds and securities) of appropriate quality to ensure that short term
funding requirements are covered within prudent limits. Adequate standby facilities
are maintained to provide strategic liquidity to meet unexpected and material cash
outflows in the ordinary course of business.

The Group conducts stress testing regularly to analyse liquidity risk and has
formulated a contingency plan that sets out a strategy for dealing with a liquidity
problem and the procedures for making up cash flow deficits in emergency
situations.

In addition to observing the statutory liquidity ratio, the Bank also monitors the
loan to deposit ratio and maturity mismatch between assets and liabilities to
control the Bank’s liquidity risk.

(d

~
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Analysis of assets and liabilities by remaining maturity: BERBENFIGREBR ST :
The Group 5=
2009
3 months 1 year 5 years
or less or less orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ Tmonth  1month 3 months 1 year 5years  oroverdue Total
1MBARE  3fEANE 180 EZHRH

HRER 1fEAR B3f@R BE E5E SENE el ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AMEER BMEER RMEER AMEER BMEER RMEER  AMEER  BYEER

Pssets BE
Cash and balances with banks and ReRERTALL

other financial institutions SRMENLER 18,156 2 a8 - - - 11,482 29,712
Placements with banks and ERAREMER

other financial institutions BENER - 35,006 15471 17,468 - - - 67,945
Trade bills EUES 38 332 1,028 43 - - 6 1,847
Trading assets REBEEE - - 126 949 1,949 100 2,598 57122
Financial assets designated at fair value EERBRERNRYE

through profit or loss ATEENSREAE - - 15 108 7835 2,085 349 10,392
Advances to customers and other accounts EPERREMEE 440 26242 14,803 50376 100,562 61317 4093 261,803
Avallable-for-sale financial assets AHESRARE - 1438 3,639 9,241 13,012 1,666 1,887 30,883
Held-to-maturity investments LR - 79 602 1306 4,01 591 - 1,239
Undated assets EHRAREE - - - - - - 18,539 18,539
Total assets AElE 22,604 63,773 35,732 79,891 127,369 65,759 38,954 434,082
Liabilties s
Deposits and balances of banks and ROREMERERED

other financial institutions T Riteh 291 5774 4,155 1613 20 - 3 11,886
Deposits from customers ZFRH 129231 104732 53,276 um 11,067 - - 3|58

- Demand deposits and current accounts —EHEERERER 46,380 - - - - - - 46,380

- Savings deposit -fERR 81,711 - - - - - - 81,711

~Time, call and notice deposits - EARBAER 140 104732 53,276 40 11,067 - -
Trading liabilties REREER - - - - - - 1455 1455
Certficates of depost issued BEAERE - - 295 1,119 1,09 304 - 2812
Current tasation AHHE - - - 147 - - - 147
Debt securities issued BETERES - - - - 4,346 - - 4,346
Loan capital EEER - - - 4,81 8,078 - - 12,359
Other liabiles Aft&f 590 239 250 4940 873 - 7,10 19,06
Total liabilities REEE 130,112 112,897 60,248 56,322 25,478 304 9,198 394,559

Net gap iged (107,508) (49,124) (24,516) 23,569 101,891 65,455
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(d) Liquidity risk management (continued)

d) RBESRMRERE @)

The Group &=
2008
3 months 1 year 5 years
or less or less or less
Repayable on Within but over but over but over Over Undated
demand 1 month Tmonth 3 months 1 year Syears  or overdue Total
1EANE  3@AME 1EHE EHARE
PEER AR E3fERA Ef 5 SEHE ol s
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET AWEST BBAET A%EEr  AYEERT  AMEEn  BMEEn  WEESR
Assels ;3
Cash and balances with banks and Re RERTHEL
other financial institutions SRERENET 19,099 I 5 - - - 8939 28105
Placements with banks and ERRAMER
other financial institutions EERER - 46,714 35910 13,950 - - - 96,574
Trade bills UL 18 371 620 139 - - 16 1,164
Trading assets RHREEE = 400 = 2 81 L) 291 3437
Financial assets designated at fair value REABBRENRY
through profit or oss ATEENEBAE = 3 17 448 3104 438 = 4130
Advances to customers and other accounts REESREMER 4431 25229 18,521 42249 86,169 55,285 11,841 23725
Avallable-for-sale financial assets MEHESREE - 2523 2918 5,651 5,510 949 1,009 18,560
Held-to-maturity investments FE5|MRE - 483 497 1,546 2,160 30 - 5,006
Undated assets EIRRELEE - - - - - - 14,553 14,553
Total assets AEEE 23548 75,785 58,608 63,985 97,024 57,035 39,269 415,054
Liabilities 6
Deposits and balances of banks and KR eREES
other finandial nstitutions E e 871 7,105 11,045 7,644 36 10 8 27,045
Deposits from customers EPEH 8,109 121332 70,761 35,341 9,237 100 - 33/
~ Demand deposits and current accounts — R REREP 36,332 - - - - - - 36,332
- Savings deposit —RERR 45781 - - - - - - 45781
~Time, call and notice deposits - EHREAER 39% 121332 70,761 35,341 9,237 100 - 241689
Trading liabities REREAE - 100 30 200 - - 2516 2,846
Certficates of deposit issued BEfRHE - - 1,941 881 2028 641 - 5,491
Current taxation AHE - - . EEE) i _ _ 353
Loan capital EEER - - - - 11,036 - - 11,036
Other liabilties EfpafE 714 539 1,645 2531 - - 7,081 12216
Total liabilities BE4E 87,694 129,076 85,422 46,636 22,663 1,673 9,605 382,769
Net gap FEE (64,146) (53,291) (26,814) 17,349 74,361 55,362
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The Bank $RT
2009
3 months 1 year 5 years
or less or less orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ Tmonth  1month 3 months 1 year 5years  oroverdue Total
1MBARE  3fEANE 180 EZHRH

HRER 1fEAR B3f@R BE E5E SENE el ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AMEER BMEER RMEER AMEER BMEER RMEER  RMEER  BYEER

Pssets BE
Cash and balances with banks and ReRERTALL

other financial institutions SRMENLER 11,767 - - - - - 760 12,527
Placements with banks and ERAREMER

other financial institutions BEAER - 31,895 13313 16,686 - - - 61,894
Trade bill E5%k 3% 132 528 159 - - § 861
Trading assets RGBEEE - - 1 1 802 100 2420 332
Financial assets designated at fair value EERRRERNRYE

through profit or loss ATRENSREAE - - 15 108 1827 2,085 349 10,384
Advances to customers and other accounts EFERRAMEE 4,078 19,841 739 17595 59910 35,731 4083 1485%
Avallable-for-sale financial assets AHESREARE - 1401 3,061 3,602 8,979 7% 986 18,935
Held-to-maturity investments LR - 613 563 820 2805 1 - 4802
Undated assets EHRAREE - - - - - - 35,970 35970
Total assets AElE 15,881 53,902 24,879 39,061 80,323 38,713 44,534 297,293
Liabilies e
Deposits and balances of banks and ROREM SRR

other financial institutions TRt m 1,300 1,557 354 - - 3 3521
Deposits from customers REE 93,026 87,296 37,746 18,685 764 - - 81517

- Demand deposits and current accounts —EHERRERER 14,860 - - - - - - 14,860

- Savings deposit -fERR 78,024 - - - - - - 78,024

~Time, call and notice deposits - EARBAER 14 87,20 31,746 18,685 764 - - 14463
Trading liabilties REREER - - - - - - 1235 1235
Certficates of depost issued BEAERE - - 295 1,119 1,09 2,504 - 5012
Current tasation AHHE - - - 18 - - - 18
Loan capital EEER - - - 4,281 8,078 3916 - 16,275
Other liabiltes Afeaf - 686 115 £l 18 - 4,665 5523
Total liabilities REEE 93,303 89,282 39,713 24,496 9,954 6,420 5,933 269,101

Net gap igea (17,422) (35,380) (14,834) 14,565 70,369 32,293
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40.FINANCIAL RISK MANAGEMENT (conTinuep) BT HEEREIE @)

(d) Liquidity risk management (continued)

(d) RBELRMEE @)

The Bank BT
2008
3 months 1 year 5 years
or less or less or less
Repayable on Within but over but over but over Over Undated
demand 1 month Tmonth 3 months 1 year Syears  or overdue Total
1EANE  3@AME 1EHE EHARE
PEER AR E3fERA Ef 5 SEHE ol s
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET AWEST BBAET A%EEr  AYEERT  AMEEn  BMEEn  WEESR
Assels ;3
Cash and balances with banks and Re RERTHEL
other financial institutions SRERENET 4,189 - - - - - 663 4852
Placements with banks and ERRADER
other financial institutions EERER - 43,010 35,777 13,948 - - - 92,735
Trade bills UL 14 182 174 135 = = 16 521
Trading assets REREEE = 400 = 2 81 L) 2388 2914
Financial assets designated at fair value REABBRENRY
through profit or loss ATEBNERAE - 3 17 448 3,088 438 - 4114
Advances to customers and other accounts REESREMEE 4319 19,054 8,034 16,085 51,694 31,570 7,884 138,640
Avallable-for-sale financial assets MEHESREE - 574 562 3,947 5,067 126 709 10,985
Held-to-maturity investments ERHHEE - 315 147 1,092 1,653 111 = 3318
Undated assets EIRRELEE - - - - - - 37,140 37,140
Total assets AEEE 8,522 63,558 44311 35,657 61,583 32,288 48,800 295,219
Liabilities 6
Deposits and balances of banks and RREbeREES
other finandial nstitutions E e 329 37 m 7 - - 8 1,003
Deposits from customers EPEH 54219 110232 56,082 18,439 1,057 = - 0009
~ Demand deposits and current accounts — B REREP 10272 - - - - - - 10272
- Savings deposit —RERR 43262 - - - - - - 4326
~Time, call and notice deposits ~EHREAER 685 110232 56,082 18,439 1,057 - - 1864%
Trading liabities REREAE - 100 30 200 - - 2219 2,549
Certficates of deposit issued BEfRHE - - 1,941 881 2028 2841 - 7691
Current taxation AEHE - - - 60 - - _ %
Loan capital EEER - - - - 11,036 - - 11,036
Other liabilities At - 153 142 28 - - 5213 5536
Total liabilities BE4E 54,543 110,812 58,617 19,615 1412 2,341 7440 267,994
Net gap FEh (46,026) (47,254) (13,806) 16,042 47,462 29,447

As the trading and available-for-sale portfolios may be sold before maturity or
deposits from customers may mature without being withdrawn, the contractual

maturity dates do not represent expected dates of future cash flows.
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The following tables provide an analysis of the residual contractual maturities of
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non-derivatives financial liabilities of the Group at the balance sheet date: FIAS KIEAR DT :
The Group £
2009
Between
Less than three  Between
Carrying ~ Gross cash  Repayable three  months and oneand  More than
Amount outflow on demand months  oneyear  fiveyears  fiveyears  Undated
RERH /A 3EANL 10 E
BEE B8 HREX U BE B5E SENE  BHHAH
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EY¥EEn BMEEn BMEEn B¥EEn  BMEEn  BMEEn  BMEEn  B¥EEn
Deposits and balances of banks and ROIREMSREER
other financial nstitutions RN 11,886 12213 291 9,966 1,869 54 - 3
Deposits from customers LS 32528 33883 129350 158358 4,621 11,548 - -
~ Demand deposits and current accounts — R RE RGP 46,380 46,380 46,380 - - - - -
- Savings deposit ~HERR 81,711 81,730 81,730 - - - - -
~Time, call and notice deposis ~EHRRAER WM 15713 1240 158358 44,621 11,548 - -
Trading liabilties R5EREE 1455 1455 - - - - - 1455
Certficates of deposit issued B¥TRIE 2812 285 - 314 1136 1,100 304 -
Current taxation REHA 147 147 - - 147 - - -
Debt securites ssued BENERES 4,346 4,600 - 65 62 4413 - -
Loan capital EEER 1239 13266 - 12 4,664 8,478 - -
Interest rate swaps fl=EEas 4,364 4,364 - 266 863 2,206 1,029 -
Other liabilities Bt 19,026 19,026 590 4913 4,940 873 - 7710
Total &% 398,923 401,808 130,231 174,006 58,308 28,732 1333 9,198
2008
Between
Less than three Between
Carying  Grosscash  Repayable three  months and oneand  More than
Amount outflow o demand months oneyear  fiveyears  five years Undated
Rei @A 3EAMLE 10 E
BHE om  ARER FUUT BE E5f SERE EHAEE
HKS Mn HKS Mn HKS Mn HKS Mn HK Mn HKS Mn HKS Mn HKS Mn
AYEET  AWEST R¥EET A%EET A¥EER  ANEET  BMEET  BBEER
Deposits and balances of banks and ROREbEREEN
other financialinsitutions Fakis 27,045 21374 871 18,293 7803 389 10 8
Deposits from customers RERH 323,802 326,711 86,289 193,188 36,028 9,964 1,242 =
~Demand deposits and current accounts —EREARERER 36,332 36,332 36,332 - - - - -
- Savings deposit -FEE 45,781 45,781 45,781 - - - - -
~Time, call and notice deposits ~EHREAER 241689 244598 4176 193,188 36,028 9964 1242 -
Trading lidblites R5EREE 2846 2846 = 130 20 = = 2516
Certificates of deposit issued BETENE 5,491 5,625 - 1,99 911 2077 641 -
Current taxation KA 333 333 - - 33 - - -
Loan capital fREER 11,036 12,621 - 130 m 12,069 - -
Interest rate swaps S 1,792 1,792 - 297 522 835 138 -
Other liabilities AthBfE 12,216 12,216 114 2,184 2,231 - - 7,081
Total &8 384,561 389,518 87,874 216,218 48456 25,334 2,031 9,605
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(d) Liquidity risk management (continued) (d) RBESERERE @)
The Bank 1T
2009
Between
Less than three  Between
Carrying ~ Gross cash  Repayable three  months and oneand  More than
Amount outflow  on demand months  oneyear  fiveyears  fiveyears  Undated
bk yifud /A 3EANL 1§50

FEE aE  IREX UT g Z5E SENE  BHEHAS
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
ASEERT AMEEn BMEER AMEEn BREEn  RMEER  AMEER  BMEER

Deposis and balances of banks and RRAMEREED
other financialinsitutions Fakis 3521 353 m 2,859 354 - - 3
Deposits from customers EPEH wisn BLm 93,06 125202 18,782 767 - -
~ Demand deposits and current accounts — B REREP 14,360 14,860 14,860 - - - - -
- Savings deposit ~HER 78,024 78,024 78,024 - - - - -
~Time, call and notice deposits ~EHRRAER 14633 144,893 w1520 18,782 767 - -
Tradingliablities ROFBER 1,35 1,35 - - - - - 1,235
Certficates of deposit issued BERNE 5012 5,054 - 314 1,136 1,100 2,504 -
Current taxation AEHE 18 18 - - 18 - - -
Loan capital EEER 16,275 20,478 - 124 4,993 9,797 5,564 -
Interest rate swaps HzEHAN 3,639 3,639 - 166 540 1,959 974 -
Other liablities EfaE 5523 5,762 - 801 39 18 - 4,904
Total a8 272,740 277,486 93,303 129,466 25,862 13,641 9,042 6,172

2008
Between
Less than three Between
Camying  Grosscash ~ Repayable three  months and oneand  More than
Amount outflow o demand months oneyear  fiveyears  five years Undated
Reii @A 3EAMNE 155 E

RHE a8 AEER FUAT 2E E5k SEIE BAAH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AERET AKEEn A¥EEr A¥EEn  A¥EEn  AMEEn  AYEEn  AYEER

Deposits and balances of banks and KRt eREES
other finandial institutions FARER 1093 1,004 329 750 7 - - 8
Deposits from customers BFEH 240009 241,201 54219 167,044 18,744 1,194 - -
- Demand deposits and current accounts ~EBERRERER 10272 10272 10272 - - - - -
- Savings deposit ~GHER 4326 4326 1326 - - - - -
~ Time, call and notice deposits - EHRRAER 186,495 187,667 685 167,044 18,744 1,19 - -
Trading lbiltes RHERER 2,549 2549 - 130 200 = . 2219
Certificates of deposit issued EEIENE 7,691 7825 - 1,99 911 2077 2,841 -
Current taxation A 60 60 - - 60 - - -
Loan capital AR 11,036 12,62 - 130 m 12,069 - -
Interest rate swaps Gl 1,285 1,285 - 26 n 616 70 =
Other liabilities AfisE 5,536 5695 = 305 51 68 58 5213

Total k] 269,279 272,330 54,548 170,581 20,768 16,024 2,969 7,440
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(e) Interest rate risk management

The management of the Bank'’s interest rate risk is governed by the Interest Rate
Risk Management Policy endorsed by Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s interest rate risk
management, set the strategy and policy for managing interest rate risk and the
means for ensuring that such strategy and policy are implemented. Interest rate
risk is daily managed by the Treasury Markets Division within the limit approved
by the Board of Directors. Asset and Liability Management Department under Risk
Management Division of the Group is responsible for monitoring the activities
of the Treasury Markets Division in compliance with the Interest Rate Risk
Management Manual and Policy. The Internal Audit Department performs periodic
review to make sure the interest rate risk management functions are effectively
carried out.

The Bank manages the interest rate risk on the banking book primarily by focusing
on the repricing mismatches. Gap analysis provides a static view of the maturity
and repricing characteristics of the Bank’s balance sheet positions. Repricing gap
limits are set to control the Bank's interest rate risk.

Stress tests on the Bank’s various types of interest rate risk are conducted regularly.
The Asset and Liability Management Committee monitors the results of stress tests
and decides remedial action if required.

Sensitivity analysis on earnings and economic value to interest rate changes is
assessed through a hypothetical interest rate shock of 200 basis points across the
yield curve on both sides of the balance sheet and performed on monthly basis.
Sensitivity limits are set to control the Bank’s interest rate risk exposure under both
earnings and economic value perspectives. The results are reported to the Asset
and Liability Management Committee and the Board of Directors on a regular
basis.

Sensitivity analysis on interest rate risk
The Bank uses sensitivity analysis to measure the potential effect of changes in
interest rates on our net interest income and economic value change:

BRIA M EE ()

(e) =AM ER

2009
HKD# T USDER  CNYARY
HK$ Mn HK$ Mn HK$ Mn
BERET BYEET AREET
Impact on earnings over the next A= 33200{FEE
12 months if interest rates HARKI12EAK
rise by 200 basis points Bilz2 (112) (72) (25)
Impact on economic value if
interest rates rise by 200 {2 53200 EEE
basis points HERENYE (231) (312) (152)

This sensitivity analysis, which is based on a static interest rate risk profile of assets
and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

(i) there is a parallel shift in the yield curve and in interest rates;

(i) there are no other changes to the portfolio;

(iii) no loan prepayment is assumed as the majority of loans are on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.
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BIMA R EEESE A GEELENTE
2008

HKDETT USDETT CNYARK

HK$ Mn HK$ Mn HK$ Mn

BEAET BEAET BEEET

64 (26) 185

(98) (203) 13
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BRIA M EE (4E)

40.FINANCIAL RISK MANAGEMENT (conTinueD) SRR ERE @)

(e) Interest rate risk management (continued)

(e) MIZEBEEE (@)

Actual changes in the Bank’s net interest income and the economic value resulting

from the increases in interest rates may differ from the results of this sensitivity

analysis.

The following table indicates the expected next repricing dates (or maturity dates

whichever are earlier) for the interest bearing assets and liabilities at the balance

FE EHFMERAITENBWARKEER
MERSBEZGFRESTHERAEE R

TR -

TRETNEEAGTEAERBBENERT
RFEERTH (KB RBREREE):

sheet date:
The Group £=F5
2009
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1year to 5 years 5 years bearing
38R 3EANUL 1L
HUT E3f:3 B5%F SEHE b3\
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn
BREET BYEEET BEEET EREET EREET
Assets BiE
Cash and balances with banks and 334 RAERTHEM,
other financial institutions SREENER 27,130 2 - - 2,560
Placements with banks and other 7T Rt R
financial institutions HER 50,477 17,468 - - -
Trade bills BHEE 1,359 443 - - 45
Trading assets RHBREE 126 949 1,949 100 2,598
Financial assets designated at EEABBBENARE
fair value through profit or loss ATEENESRHEE 653 192 7113 2,085 349
Advances to customers BFER 191,994 39,853 8,875 3,033 2,554
Other accounts HiBRIE 786 146 - - 14,562
Available-for-sale financial assets ~ AJftHESREE 11,350 8,257 8,156 1,233 1,887
Held-to-maturity investments FEIHEE 2,383 1,050 3,215 591 -
Non-interest bearing assets FEREE - - - - 18,539
Total assets BERE 286,258 68,380 29,308 7,042 43,094
Liabilities BfE
Deposits and balances of banks and ~ $#17 k-t RitE
other financial institutions HER R 1,217 589 33 10 37
Deposits from customers BPEER 277,844 47,220 4,227 - 13,237
Trading liabilities RHAEEE 6 - - - 1,449
Certificates of deposit issued BETEHE 798 999 711 304 -
Debt securities issued BRETERES - - 4,346 - -
Loan capital EEER 4,647 4,281 3,431 - -
Non-interest bearing liabilities FEBEE - - - - 19,173
Total liabilities BEEE 294,512 53,089 12,748 314 33,896
Interest rate sensitivity gap FIEGREED (8,254) 15,291 16,560 6,728

Total

HKS$ Mn
BEEER

29,712

67,945
1,847
5722

10,392
246,309
15,494
30,883
7,239
18,539

434,082

11,886
342,528
1,455
2,812
4,346
12,359
19,173

394,559
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AR TR B 5E (78

The Group 8
2008
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3fEAME 1A E
FUAT S 55 SEME FER k]
HKS Mn HKS Mn HKS Mn HKS Mn HK$ Mn HKS Mn
BEEET BEEET BEEET BERET BEAET BEEET
Assets BE
Cash and balances with banks and & RFEFTAE A
other financial institutions SRENET 25,610 = = = 2,495 28,105
Placements with banks and other ~ ZE8R{T Rt 2 RS
financial institutions e 82,624 13,950 = = = 96,574
Trade bills H55E 977 137 - - 50 1,164
Trading assets RHMEEE 406 2 81 37 2911 3437
Financial assets designated at KBEERBRSIARB
fair value through profit or loss ATEENEREAE 1,110 595 1,987 438 = 4130
Advances to customers ZFER 181,640 36,159 6,237 2,680 2,579 229,295
Other accounts HtfRIE 551 661 - - 13,218 14,430
Available-for-sale financial assets A/t ESRERE 8,125 5,508 2,965 953 1,009 18,560
Held-to-maturity investments REIERE 2,029 1,513 1,197 267 - 5,006
Non-interest bearing assets FEEEE - - - - 14,553 14,553
Total assets BELH 303,072 58,525 12,467 4,375 36,815 415,254
Liabilities afa
Deposits and balances of banks and 8817 Rt & Rbits
other finandial institutions OrEE e 18,091 8,671 260 10 13 27,045
Deposits from customers EEER 270,892 38,309 4,354 33 10,214 323,802
Trading liabilities RHREER 130 200 = = 2,516 2,846
Certificates of deposit issued BREIERE 2,503 654 1,014 1,320 - 5,491
Loan capital EEER 4,641 - 6,395 - = 11,036
Non-interest bearing liabilities FEEEE - - - - 12,549 12,549
Total liabilities AREH 296,257 47,834 12,023 1,363 25,292 382,769
Interest rate sensitivity gap FIEGREEE 6,815 10,691 444 3,012
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BRIA M EE (4E)

40.FINANCIAL RISK MANAGEMENT (conTinueD) SRR ERE @)

(e) Interest rate risk management (continued) (e) AIXREBEE (&)

The Bank $R1T
2009
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3EANUL 1L
HUT E3f:3 B5%F SEHE b3\ ko
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn
BREET BYEEET BEEET EREET EREET BYBEET
Assets BiE
Cash and balances with banks and 334 RAERTHE,
other financial institutions SRBBNET 11,233 - - - 1,294 12,527
Placements with banks and other TRt SRR
finandial institutions HER 45,208 16,686 - - - 61,894
Trade bills VRS 657 159 - - 45 861
Trading assets ROFBEE 1 1 802 100 2,420 3,324
Financial assets designated at EEABBBENARE
fair value through profit or loss ATEENESREE 653 192 7,105 2,085 349 10,384
Advances to customers BFER 133,403 4,198 1,689 521 2,386 142,197
Other accounts HiBRIE 655 126 - - 5618 6,399
Available-for-sale financial assets ~ AJftHESREE 10,816 2,647 4122 364 986 18,935
Held-to-maturity investments FEIHEE 2,228 563 2,010 1 - 4,802
Non-interest bearing assets FEEEE - - - - 35,970 35,970
Total assets BELE 204,854 24,572 15,728 3,071 49,068 297,293
Liabilities BfE
Deposits and balances of banks and ~ $#17 e E-ft 6 Rt
other financial institutions HER R AR 3,130 354 - - 37 3,521
Deposits from customers BRER 205,842 18,685 764 - 12,226 237,517
Trading liabilities RHAEEE 6 - - - 1,229 1,235
Certificates of deposit issued BRETEHE 798 999 11 2,504 - 5,012
Loan capital EEER 4,647 4,281 3,431 3,916 - 16,275
Non-interest bearing liabilities FESEE - - - - 5,541 5,541
Total liabilities BEEE 214,423 24,319 4,906 6,420 19,033 269,101
Interest rate sensitivity gap FIRGRE =5 (9,569) 253 10,822 (3,349)
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The Bank $RT
2008
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3fEAME 1A E
FUAT S 55 SEME FER k]
HKS Mn HKS Mn HKS Mn HKS Mn HK$ Mn HKS Mn
BEEET BEEET BEEET BERET BEAET BEEET
Assets BE
Cash and balances with banks and & RFEFTAE A
other financial institutions SRENET 3,619 = = = 1,233 4,852
Placements with banks and other ~ ZE8R{T Rt 2 RS
financial institutions e 78,787 13,948 = = = 92,735
Trade bills H55E 342 129 - - 50 521
Trading assets RHMEEE 406 2 81 37 2,388 2,914
Financial assets designated at KBEERBRSIARB
fair value through profit or loss ATEENEREAE 1,110 595 1,971 438 = 4114
Advances to customers ZFER 118,503 5034 3,106 1,120 2,530 130,293
Other accounts HtfRIE 340 188 - - 7,819 8,347
Available-for-sale financial assets A/t ESRERE 3,821 3,803 2,522 126 713 10,985
Held-to-maturity investments REIERE 1,512 1,058 690 58 - 3318
Non-interest bearing assets FEEEE - - - - 37,140 37,140
Total assets BELH 208,440 24,757 8,370 1,779 51,873 295,219
Liabilities afa
Deposits and balances of banks and 8817 Rt & Rbits
other financial institutions NERR &S 1,072 8 - - 13 1,093
Deposits from customers EEER 211,740 18,398 1,057 - 8,834 240,029
Trading liabilities RHREER 130 200 = = 2,219 2,549
Certificates of deposit issued BREIERE 2,503 654 1,014 3,520 - 7,691
Loan capital EEER 4,641 - 6,395 - = 11,036
Non-interest bearing liabilities FEEEE - - - - 5,596 5,59
Total liabilities AREH 220,086 19,260 8,466 3,520 16,662 267,994
Interest rate sensitivity gap FIEGREEE (11,646) 5,497 (96) (1,741)
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BRIA M EE (&)

40.FINANCIAL RISK MANAGEMENT (conTinueD) SRR ERE @)

(e) Interest rate risk management (continued)

The following table summarises the range of effective average interest rates for the

year ended 31st December for monetary financial instruments:

(f)

(e) MIXEBEE (@)

TREAREZ12A31BILFERES &/
TRZARAEEGE :

The Group& 8 The Bank# 1T
2009 2008 2009 2008
% % % %
Assets BE
Cash and short-term funds and B & RIERITHA 2 BikiE
placements with banks and #1F  RERTRAML
other financial institutions SRIMENTT T 0-6.46 0-10.28 0-6.46 0-10.28
Trade bills, advances to customers
and advances to banks and other ~ ZEZZHE - REEZRIRTT
financial institutions REMSREENER 0-45.70 0.50-36.10 0-18.52 0.60-18.33
Securities (Note) B5(at) 0.01-7.75 0.04-823 0.01-7.75 0.04-823
Liabilities af
Deposits and balances of banksand ~ $R1T R E 4 RiER)
other financial institutions TRkt 0-9.17 0.02-13.21 0-9.17 0.02-13.21
Deposits from customers BERER 0-10.50 0-9.00 0-8.90 0-9.00
Certificates of deposit issued and
loan capital BRI REREEER 0.01-10.01 0.92-10.14 0.01-10.01 0.92-10.14
Note:  Securities include certificates of deposit held, trading assets, financial assets Wiz : BHOEBEFAEERE RHEE - BE

designated at fair value through profit or loss, securities measured as loans and
receivables, available-for-sale financial assets and held-to-maturity investments.

Strategic risk management

The objective of strategic risk management is to monitor the risk to earnings or
capital arising from bad business decisions or from an improper implementation of
good business decisions.

The Board of Directors reviews and approves policy for the management of the
strategic risk. The Board has delegated the responsibility for ongoing strategic risk
management to the Asset and Liability Management Committee. The Asset and
Liability Management Committee reports to the Board of Directors via the Risk
Management Committee.

(9) Legal risk and reputation risk management

Legal risk is the risk arising from the potential that unenforceable contracts,
lawsuits or adverse judgements may disrupt or otherwise negatively affect the
operations or financial condition of the Group.

Reputation risk is the risk that the Group’s reputation is damaged by one or more
than one reputation event, as reflected from negative publicity about the Group’s
business practices, conduct or financial condition. Such negative publicity, whether
true or not, may impair public confidence in the Group, result in costly litigation, or
lead to a decline in the customer base, business or revenue.

The objective of managing the aforesaid risks is to identify, assess and monitor
these risks and, in particular, to comply with the relevant regulatory requirements.

The Board of Directors reviews and approves policies for these risks, and it has
delegated the responsibility for ongoing risk management to the Operational
and Other Risks Management Committee. The Operational and Other Risks
Management Committee reports to the Board of Directors via the Risk
Management Committee.
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(h) Capital management

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group to
maintain a prescribed ratio of total capital to total risk-weighted assets. The Group
calculates requirements for market risk in its trading portfolios based upon the
Group’s VaR models and uses its internal gradings as the basis for risk weightings
for credit risk. Banking operations are categorised as either trading book or
banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.

In addition to meeting the regulatory requirements, the Group's primary objectives
when managing capital are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by Asset and Liability Management Committee and is reviewed regularly by the
Board of Directors.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratio and there have been no material changes in the
Group's policy on the management of capital during the year.

The capital adequacy ratios as at 31st December, 2009 and 31st December, 2008
are computed on the consolidated basis of the Bank and certain of its subsidiaries
as specified by the HKMA for its regulatory purposes, and are in accordance with
the Banking (Capital) Rules of the Hong Kong Banking Ordinance which became
effective on 1st January, 2007.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2009 and 31st December, 2008 and the Group is well above the
minimum required ratio set by the HKMA.
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41.FAIR VALUES OF FINANCIAL INSTRUMENTS €@ T AN AFEE

(@) AR FEEIRNEHTE

(a) Financial instruments carried at fair value

Fair value estimates are generally subjective in nature, and are made as of a specific
point in time based on the characteristics of the financial instruments and relevant
market information. The Group measures fair values using the following hierarchy
of methods:

Level 1 — Quoted market price in an active market for an identical instrument.

Level 2 — Valuation techniques based on observable input. This category includes
instruments valued using: quoted market prices in active markets for similar
instruments; quoted prices for similar instruments in markets that are considered
less than active; or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

Level 3 — Valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based
on observable data and the unobservable inputs could have a significant effect
on the instrument’s valuation. This category includes instruments that are valued
based on quoted prices for similar instruments where significant unobservable
adjustments or assumptions are required to reflect differences between the
instruments.

Fair values of financial assets and financial liabilities that are traded in active
markets are based on quoted market prices or counterparty quotations. For all
other financial instruments the Group determines fair values using valuation
techniques. Valuation techniques include net present value and discounted
cash flow models and various market widely recognised option pricing models.
Assumptions and inputs used in valuation techniques include risk-free and
benchmark interest rates, equity prices, foreign currency exchange rates, index
prices, historical or implied volatilities and correlations. The objective of valuation
techniques is to arrive at a fair value determination that reflects the price of the
financial instrument at the reporting date, that would have been determined by
market participants acting at arm'’s length.

The Group uses widely recognised valuation models for determining the fair value
of common and simpler financial instruments, like interest rate and currency swaps
that use only observable market data and require little management judgement
and estimation. Observable prices and model inputs are usually available in the
market for listed debt and equity securities, exchange traded derivatives and
simple over-the-counter (OTC) derivatives like interest rate swaps. Availability of
observable market prices and model inputs reduces the need for management
judgement and estimation and also reduces the uncertainty associated with
determination of fair values. Availability of observable market prices and inputs
varies depending on the products and markets and is prone to changes based on
specific events and general conditions in the financial markets.
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For more complex instruments, the Group uses valuation models, which usually
are developed from recognised valuation methodologies. Some or all of the
significant inputs into these models may not be observable in the market, and
are derived from market prices or rates or are estimated based on assumptions.
Valuation models that employ significant unobservable inputs require a higher
degree of management judgement and estimation in determination of fair value.
Management judgement and estimation are usually required for selection of the
appropriate valuation model to be used, determination of expected future cash
flows on the financial instrument being valued, determination of probability of
counterparty default and prepayments and selection of appropriate discount rates.

The Group has an established control framework with respect to the measurement
of fair values. This framework includes a valuation control function, namely
Financial Instruments Valuation Group (“FIVG") which comprises control units
independent of front office management. Procedures for price verification have
been established. Any pricing models to be used would be subject to a rigorous
validation and approval process.

The table below analyses financial instruments carried at fair value, by valuation
method:

The Group£8
LevelOne  Level Two  Level Three
14 25 £3%
HKS Mn HKS Mn HKS Mn
BY¥EEn BMEEn BMEER
Assets -]
Trading assets RORBEE 4,467 1,154 101
Financial assets designated at REARBERNRE
fair value through profit orloss ATEENEREAE 5,290 5102 -
Avallable-for-sale financial assets HHESRAR 192 8,568 393
31,679 14,824 494
Liabilities 8
Trading liabities R5REEE 6 1,357 9
Financial liabilites designated at RERBRRRARS
fair value through profit or loss ATRENSRAE 1712 2482 -
7718 3,799 2

Total

]

HKS Mn
ENEER

5122

10,392
30,883

46,997

1455

10,154

11,609

BRIA M EE ()

ERBEMRNEMTIA  AKESERABTE
HEARXMENGEEALBTR - BOE
HABATRABENNEE2 B RERT
BHREREH - MUAR TS ERKN X
8 RENREMGEMEH - ZEFEMNAB
EMIFABRE 2B ASBROGERR - F
ZERERARSRREN ARG  1hae
EEERTAMNRTEE  MRREENG
BERA - BAEZERTAREERRNR
REER - RERXRZHF HROMEFTER
AR - URIEEAMMERE - —K&
BREERERH BN

AEBEC R E R FEERL T EZEES
L 4% 5l £ ¥5 B S m BR HR Th RE X B SL X A
REBAR HASBMTAMGERMA(R
A o BREENEFDELEL o EAHRK
RAMEBIE AR BRI AR R EL
B e

TRERBMGEEDE - OMEMTAZAF
fBfE

2009

The Bank{7
LevelOne  Level Two  Level Three Total
14 28 30 ]
HKS Mn HKS Mn HKS Mn HKS Mn
AMEER BMEER RYEER  AMEER
2,193 1,110 2 334
5,281 5,103 - 10,384
10,845 7,749 M 18,935
18,319 13,962 362 32,603
6 1,139 90 1,235
11,628 2,48 - 14,070
11,634 3,581 90 15,305
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41.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuen) £ R T AR AFEE @

(a) Financial instruments carried at fair value (continued) (a) UDFEEIERNESHMIE (&)
During the year there were no significant transfers of financial instruments ERN - BREBEFINRRE28 R EEERT
between Level 1 and Level 2 of the fair value hierarchy. BEZEMTEA  MEZMILESKNES -
(1) Valuation of financial instruments with significant unobservable inputs (1) ERAEEMHABRELHAZENESH

TAfME
Movements in the recognised fair values of instruments with significant BRI = A EEMIEREBEHAZEN
unobservable inputs were as follows: IR HRFEEZEZSHOT
The Group5% 8

Trading assets -
Positive fair value  Available-for-sale

of derivatives financial assets Total
REBEEE-
fTETEZ AHHE
EAVER LREE ok
HKS$ Mn HKS$ Mn HKS$ Mn
BEEET BEEET BYEEET
Assets &E
At 1st January, 2009 20091 A1H 169 an 640
Purchases A - 44 44
Sales HE - (31 (31
Settlements ®E (154) - (154)
Changes in fair value recognised in ATEEZSERN
the income statement R 86 - 86
Changes in fair value recognised in ATHEEZSERAN
the other comprehensive income Hinzmkak - (91) (91)
At 31st December, 2009 R2009F12A31H 101 393 494
Total gains or losses for the year REEREBZEE
included in available-for-sale fair value MEst AFENEL
reserve of the other comprehensive 2ENG 2 THRIEE
income for assets held at the ATEERE W
balance sheet date IEREE - (91) (91)
Total gains or losses for the year
included in the income statement for REBRRACEE
assets held at the balance sheet date MEFAFER

recorded in net trading income a2 XHPNFE 86 - 86
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AR IR Fff 5 (48)

The Bank {7

Trading assets -
Positive fair value

Available-for-sale

of derivatives financial assets Total
REREEE-
fTETAZ AHE
EAYEER SREE g
HKS Mn HKS$ Mn HKS$ Mn
BEEEL BEBET BEBERL
Assets BE
At 1st January, 2009 R2009F1A1H 7 420 427
Purchases BA - 43 43
Sales HE - (31 (31)
Settlements e M - (M
Changes in fair value recognised AT EEZFERN
in the income statement Wz 15 - 15
Changes in fair value recognised ATEEZFERR
in the other comprehensive income HEth 2 AR - (91 (91)
At 31st December, 2009 #2009F12A31H 21 341 362
Total gains or losses for the year NEERRAZEE
included in available-for-sale fair value MEstAFENEL
reserve of the other comprehensive 2EME 2 THRTE
income for assets held at the AT EERE WES
balance sheet date FRgE - (91) (91)
Total gains or losses for the year
included in the income statement for REERBECEE
assets held at the balance sheet date MEFTAEEA
recorded in net trading income WRRZRHWANFE 15 - 15
The Group&® The Bank 17
Trading liabilities -  Trading liabilities —
Negative fair value  Negative fair value
of derivatives of derivatives
RERREE- REBREE-
TETAZAATEE TEIAZEATVEE
HKS M8 EERT  HKS MnB¥EER
Liabilities afE
At 1st January, 2009 20091 H1H 169 168
Settlements #E (155) (154)
Changes in fair value recognised N EEZBER
in the income statement NG 78 76
At 31st December, 2009 7200912 A31H 92 90
Total gains or losses for the year
included in the income statement for REERBEZEE
liabilities held at the balance sheet date MBETAFER
recorded in net trading income s R 2 R HWAF5E 78 76
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BRIA M EE (4E)

41.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuep) £ @t T AN A FEE @

(a) Financial instruments carried at fair value (continued)

(@) LAFEEIRNERMTE @)

(2) Effects of changes in significant unobservable assumptions to reasonably ) REEMIFABRZBREHEEEA
possible alternative assumptions T2 A RRRITEENTE
2009
Effect recorded in profit or loss Effect recorded directly in equity
BEECBRER L vyE BEERERRRER Lo ye
Favourable (Unfavourable) Favourable (Unfavourable)
=E (FF) B ()
HKS MnB¥EET HKSMnE¥EERT HKSMnE%EERT HKS MnE%EER
Trading assets RHRBERE 8 8) - -
Available-for-sale financial assets ~ AJftHES FEE - - 33 (33)
8 (8) 33 (33)
Trading liabilities RHABEE 8 (8 - -
The fair value of financial instruments are in certain circumstances, measured EETELT  SESRIANATE
using valuation models that incorporate assumptions that are not supported EAEANMGERER  HEARRRERL

by prices from observable current market transactions in the same instrument
and are not based on observable market data. The table above shows the
sensitivity of fair values due to parallel movement of plus or minus 10 per cent
of change in fair value to reasonably possible alternative assumptions.

(b) Fair values of financial instruments carried at other than fair value

The following methods and significant assumptions have been applied in
determining the fair values of financial instruments presented below:

(i) The fair value of demand deposits and savings accounts with no specific
maturity is assumed to be the amount payable on demand at the balance
sheet date.

(i) The fair value of variable rate financial instruments is assumed to be
approximated by their carrying amounts and, in the case of loans and
unquoted debt securities, does not, therefore, reflect changes in their credit
quality, as the impact of credit risk is recognised separately by deducting the
amount of the impairment allowances from both the carrying amount and fair
value.

(iii) The fair value of fixed rate loans and mortgages carried at amortised cost is
estimated by comparing market interest rates when the loans were granted with
current market rates offered on similar loans. Changes in the credit quality of
loans within the portfolio are not taken into account in determining gross fair
values, as the impact of credit risk is recognised separately by deducting the
amount of the impairment loss and allowances from both the carrying amount
and fair value.

SERBERR TAMNERTAIBRMISER
SEM + INIEMRFBE fh AT B R /0 T 5 8K
o FRETHAFEEZHRBE @ 7
FAEAZAEATZ R EREMELN
IF - B10%HEBNILITES) o

(b) U AFEELUIIFIRNEMT A
FEE
AEBRA TS EMEERE - ABEM
THEBTANATHEE -

() RRIETEHRE B RMEERS 0
DVEE - DEEANEE A TRER

(iii)

X TS -

FREMTANQFEE DREAH
HEREERE - It FTAERERMIE
ETEBES - ARAENEERRE
ERAEREEMR T EES RREERE
SERBERT 2R T AR - BER
FEETERMEEEZENSRE -

SABE SH AR AR AR B E S B R AIRIBE K

BRAFEE  DEKSEFIZBEER
P LR (R B AT 35 R R 4L B DATH
BRE RS A b - MRERENE
ERRyERERBEMATFEETS
REEESERRET 2B T IAMER -
EREAFEEARR  EXEAAE
BEFRNEERENREOTETIUAE
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(iv) The fair value of unquoted equity investments is estimated, if possible, using
the applicable dividend discount model, or share of net asset value in the
investment, or applying a discount to the market value of investment with
lock-up period.

(v) The fair value of unlisted open-ended investment funds is estimated using the
net asset value per share as reported by the managers of such funds.

=

(vi) The fair value of financial guarantees issued is determined by reference to
fees charged in an arm’s length transaction for similar services, when such
information is obtainable, or is otherwise estimated by reference to interest
rate differentials, by comparing the actual rates charted by lenders when the
guarantee is made available with the estimated rates that lenders would have
charged, had the guarantees not been available, where reliable estimates of

such information can be made.

The carrying amount of the Group’s and the Bank’s financial instruments carried at
cost or amortised cost are not materially different from their fair values as at 31st
December, 2009 and 2008 except as follows:

BRIA M EE ()

(iv) EETRERENRFEESEAERS
ST RAEANREITMERN - HEE
BRENFEE ARRBLER L RER
HMEAFIAE -

) FEFRRAREESNDTEES
i RERREREBRERNEREE
SEBETEY, -

(vi) EEHNBREERZATER  BU2
ZEMERBOAFERGHABEER
ZAIBSABERMERE « BRNER
WA 2EFRZEMAE - TAARE
FEBEHELERAERBENESX
BIERAMEERZ BN T &R
1R BE UL B 5T SR E I EL R - WA
EFBARAENEBERNEEAF
BfE-

BRTBIESN - RSB R IRTT AR AN ok S5 AK
AAENz&mTAREE @ BHEMR2009F
12318 &2008F R B 2 AFBEHE °

£F
2008
Fair value Carrying amount Fair value
APERE HREE AFEE

HKS MnB¥EERT HKSMnB¥EERT HKS MnEEEET HKS MnEEEET

7318 5,006 4,898
4,601 - -
4,211 4,641 3,953
$RT
2008
Fair value Carrying amount Fair value
ATEE FRE ATEE

HKS MnEMEET HKSMnEMEEBRT HKMNBEEET HKSMBEAEET

The Group
2009
Carrying amount
BEE
Financial assets SREE
Held-to-maturity investments LI 7,239
Financial liabilities SREE
Debt securities issued BRTEEES 4,346
Subordinated liabilities EEL 4,647
The Bank
2009
Carrying amount
BREE
Financial assets SREE
Held-to-maturity investments HEIEEA 4,802
Financial liabilities SHAE

Subordinated liabilities BEAE 4,647

4,846 3318 3,209

4,211 4,641 3,953
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BRIA M EE (&)

42.OFF-BALANCE SHEET EXPOSURES & & &&R LLMY EL B

(a) Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant class of

(a) RARBBRARE

FRANBBERAEEIERINSOEERE

contingent liabilities and commitments: Z0T
The Group&£ 8l The Bank$ 1T
2009 2008 2009 2008
HKS MnB¥EEBT HKSMnBREBEET HKSMnBY¥EERT HKS MnEEEET
Direct credit substitutes EEGERER 731 7272 5,792 6,888
Transaction-related contingencies B S EENHAER 1,293 1,771 1,024 1,529
Trade-related contingencies HE S HENHAER 1,331 1,045 800 721
Commitments that are unconditionally AT (& (AU T 78
cancellable without prior notice ERRNRRE 41,555 41,692 40,386 38,683
Other commitments H AR
- up to 1 year —1FHAT 21,606 5,651 6,097 3,049
—over 1 year —1FERE 14,112 18,737 12,686 11,551
87,238 76,168 66,785 62,421
Credit risk weighted amounts EERBIESE 27,305 20,642 16,441 14,002

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

IRBERAEZEREEAANTA - 815
AUNRHEENANER A%  ERE
FAMNTIE - GHEHEIHEESOWTER
MR ZFEOFAAERRINER - BNE
HIERE MANTRIAN KIS S HEGHERL
ReBEEY - SNSRI THRIAFARKER
=g o

L=
e
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BRIA M EE ()

(b) TETE

Derivatives refer to financial contracts whose value depends on the value of one or
more underlying assets or indices.

The following is a summary of the notional amounts of each significant type of
derivative for the Group and the Bank:

Exchange rate contracts
Forwards and futures
Swaps
Options purchased
Options written

Interest rate contracts
Forwards and futures
Swaps

Equity contracts
Options purchased

Options written

Exchange rate contracts
Forwards and futures
Swaps
Options purchased
Options written

Interest rate contracts
Forwards and futures
Swaps

Equity contracts
Options purchased

Options written

EXAH
BZHRHEHE
RS
B
e furf it

MEEH
RS AR
RS

Bina#
BB
i HE

il it
MEEH
RS EHE
RS
Bina#
BB
IR

Trading
X%

HKS$ Mn
EREET

19,590
12,140
1,885
3,085

261
177

37,138

Trading
X%

HKS$ Mn
EREET

8,390
11,137
1,885
3,085

261
177

24,935

2009
Non-trading
*R5
HKS Mn
BEEET

4,664
1,209
1,236

88
70,669

1,638
975

80,479

2009
Non-trading
*R5
HKS Mn
BEEER

4,664
1,209
1,236

88
67,505

1,638
1,638

71,978

PTHETARER —BXSHEEEAERER
EEEEEENTFAL

SEMRTNSRTETAIZRARINEE
SEHENT

The Group
£9
2008

Total Trading Non-trading Total
#eE R5 25 ]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEET BEREL BEBET BEEET
19,590 23,860 - 23,860
16,804 1,633 12,863 14,496
3,094 919 151 1,070
4321 1,075 151 1,226
88 25 - 25
70,669 - 44,699 44,699
1,899 82 1,638 1,720
1,152 427 1,039 1,466
117,617 28,021 60,541 88,562

The Bank

BT
2008

Total Trading Non-trading Total
bl R 25 e
HKS Mn HK$ Mn HK$ Mn HK$ Mn
BYEET BEREL BEBET BEEET
8,390 10,842 - 10,842
15,801 1,311 12,253 13,564
3,094 971 151 1,122
4321 1,075 151 1,226
88 25 - 25
67,505 - 42,684 42,684
1,899 82 2,307 2,389
1,815 427 1,039 1,466
102,913 14,733 58,585 73,318
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BRIA M EE (&)

42.OFF-BALANCE SHEET EXPOSURES (conTinuep) EEEBERUIMNERE @)

(b) Derivatives (continued)

Derivatives arise from futures, forward, swap and option transactions undertaken
by the Group and the Bank in the foreign exchange, interest rate and equity
markets. The notional amounts of these instruments indicate the volume of
transactions outstanding at the balance sheet date; they do not represent amounts

at risk.

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

Fair value (Notes 23 and 34)
Exchange rate contracts
Interest rate contracts
Options purchased/written

- exchange rate contracts
- equity contracts

Fair value (Notes 23 and 34)
Exchange rate contracts
Interest rate contracts
Options purchased/written

- exchange rate contracts
- equity contracts

Credit risk weighted amounts *
Exchange rate contracts
Interest rate contracts
Equity contracts

Debt security & other commodity

*  The Bank adopted the Foundation Internal Ratings Based (“IRB") approach according
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st

December, 2009.

AYEEEHF23834)
ERAH)
FIREH
B/t HhE
—~EX&H
—RHEH

AHEER23K34)
ERAH)
FI=EH
A/ e
—EX&H
—RHEHD

FERRINELE
EXAH
HEED
Kirei
BT R A

(b) TTET R &)

TETARHAANEERATEINE - FERK

2009
Assets

BE

HKS MnEBEET HKS MnEBREET

317
587

55

968

2009
Assets

BE

HKS MnB¥EET HKS MnE%EER

275
506

9
55

845

The Group£& @

2009

REMSETHE &8 FHRIERS
MEL - BETANELESREEAEERD

ol

AL E E B ERAINER

B PRKRAASE R A

WAFEEREE

B2 INESTIT o ELSEI AT AEER

TFELRE

The Group
&8
2008
Liabilities Assets Liabilities
af BE A

HK$ MnBBEET  HKS MnBEEEET

139 488 505
1,279 1,012 1,928
9 3 5
22 231 78
1,449 1,734 2,516
The Bank
17
2008
Liabilities Assets Liabilities
aE BE &

HK$ MnBBEET  HKS MnEEBET

114 262 365

1,084 755 1,771

9 3 5

22 231 78

1,229 1,251 2,219
The Bank 1T

2008 2009 2008

HKS MnB¥EET HKSMnEREET HKSMnE¥EERT HKSMnBEEEL

567
350
90
6

1,013

391 549 340
225 408 321
181 184 248

22 1 38
819 1,152 947

* RECIRITE(BAX)RAY - AITHRAEREA
BP AP AR B EST EDX |5t H 0 2009F 12 A31H
ZIEERERZ R DA
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The tables above give the contractual or notional amounts, fair value and credit risk
weighted amounts of off-balance sheet transactions. The fair value is calculated
for the purposes of deriving the credit risk weighted amounts. These are assessed
in accordance with the Banking (Capital) Rules. Fair value represents the cost of
replacing all contracts which have a positive value when marked to market.

Fair value is a close approximation of the credit risk for these contracts as at the
balance sheet date. The credit risk weighted amount refers to the amount as
computed in accordance with the Banking (Capital) Rules.

The following table provides an analysis of the notional amounts of derivatives
of the Group by relevant maturity grouping based on the remaining periods to
settlement at the balance sheet date.

2009
1year  Over 1 year Over
orless  to5years 5 years
1EUE

EGUT EE SEUE

HKS Mn HKS Mn HKS Mn

AWEEn BMEER AMEET

Interest rate derivatives HEfETR 46,714 15,727 8,316
Currency derivatives RHHTETE 37,85 5953 -
Other derivatives EfpfTETA 2387 268 39

86,957 21,948 8,112

2009
1year  Over 1 year Over
orless  to5years 5 years
1E)E

15T BE OSENE
HKSMn  HKSMn  HKSMn

BYEER AMEER A¥EER
Interst rate derivatives HEfETA 46,123 13,162 8,308
Currency derivatives BEHATA 25,811 5,795 -
Other derivatives Aftfi4TA 2387 535 9

BRIA M EE ()

ERIHEEEBBRAIIRINENREE
T8 ATEEREERBRNESE - 2F
EERARGEEERBRNESTE - 252
BRBRRCRITE(ER)RRDERFE - 2F
EERIEEEMERTHEMEEZHENH
BIEENHR LKA -

ATFEEREAERZEAONBTEER
& o EEEBRINES R ERB(RITE(E
A)RADE -

TEROMERER B AEERZEDAHRER
R EERRERITETANERSE

The Group% 8
Notional amounts with remaining life of
HRERNEEEE
2008
Tyear  Over 1 year Over
Total orless  to5years 5 years Total
1EHE
BE  1EIAT EE  SERE #E
HKS Mn HKS Mn HKSMn HKS Mn HKS Mn
EMEER AMEER  AWEET BMEEL  AKEER
70,757 26,641 14,193 3,890 4724
43,809 35,145 5,507 - 40,652
3,051 2514 8 664 3,186
117,617 64,300 19,708 4,554 88,562
The Bank${T
Notional amounts with remaining life of
HRERNEELE
2008
Tyear  Over 1 year Over
Total orless  to5years 5 years Total
&K E
| 15T E5F SENE et
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BYEER AMEEn  AWEET  BMEET  AEEER
67,593 26,341 12384 3984 42,109
31,606 21247 5507 = 26,754
3714 3,183 8 664 3,855
102,913 50,771 17,899 4,648 73318

74,321 19,492 9,100
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AR IR B 5 (48)

42. OFF-BALANCE SHEET EXPOSURES (conTinueD) BEE B BERAIMIEE @

(c) Capital commitments

Capital commitments outstanding at 31st December and not provided for in the

accounts were as follows:

(o) EAREIE
12 A31 B REMMEI RERIEF R ER
HVEAFSEINT
The Group&£ 8l The Bank$ 1T
2009 2008 2009 2008

HKS MnEBEERT HKSMNBEEET HKSMnE¥EERT HKSMNEEEET

Expenditure authorised and

contracted for BRELHYESRL 338 1,611 100 608

Expenditure authorised but not
contracted for ERAEZHERED 65 107 48 98
403 1,718 148 706

(d) Operating lease commitments

At 31st December, 2009, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

(d) &REFHERIE
M2009F 12 A318 + EAAI RS EHE
AN KRRREEMNAERBAENT ¢

The Group&£ 8l The Bank$ 1T
2009 2008 2009 2008
HKS MnB¥EET HKSMnBREET HKSMnBYEERT HKS MnEEEET
Properties S
Within one year TEHA 365 338 127 135
After one year but within five years 1EE5FR 736 684 117 117
After five years SEAE 249 358 - -
1,350 1,380 244 252
The Group& 8l The Bank$ 1T
2009 2008 2009 2008
HKS MnEMEERT HKSMNEBEET HKSMnEWEERT HKSMEEAET
Equipment B
Within one year (E:0 6 7 2 2
After one year but within five years 15 E5F R 1 10 4 2
After five years SENA - - - -
17 17 6 4

The Group and the Bank lease certain properties and equipment under operating
leases. The leases run for an initial period of one to twenty five years, with an
option to renew the lease when all terms are renegotiated. Lease payments are
usually adjusted annually to reflect market rentals. None of the leases includes

contingent rentals.

AEBERATALERERABAETHE
& - AEFHRIFR25F  HHAERA
BENBEMERASE HENKSER
BEFHEARRTELSS - FEEHLT
BEXEEE -
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(e) Litigation

Claim by a private banking client

In two connected court proceedings initiated in September 2009 in the High Court
of Hong Kong, a private banking client made a claim against the Bank and another
bank in Hong Kong for, among other things, damages in respect of investment
losses allegedly resulting from certain misconduct of a former employee of the
Bank acting as the client relationship manager.

The Bank intends to defend these proceedings rigorously and is in the course of
preparing the relevant court documents. If the Bank is unsuccessful in defending
the claim, the Bank estimates the maximum amount of exposure is approximately
HK$150 million. As these proceedings are in the preliminary stage and based on
the evidence available, the Bank's external lawyers are optimistic on mounting
a successful defence to both proceedings, no provisions have been made by the
Bank as at 31st December, 2009.

BRIA M EE ()

(e) EFFRA
TLARITEP Z B
EEBRSERN2009FIARFMRE A
BRVEEFRART  —RLARITELERA
T-EAESEERETPEER  FRE
TAETAMSIBEKERK - Wttt (RE
fARREEE) AT RS —REBRITEE

f&

RITEBEEIT ARG - WIEEAEA
ZIRRESUE o BAITEIUREGE - AR
HAEEN RS ® A A% 150,000,0007T °
MR ZERE A MENIAMRE - BRRIERE
TR - 1T 2 JNEEREN 2 T R S RABE I
FRINFFLBAEE - Fit - 7R2009412 A31
B AT AL RS

43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT ZRERE&RERMK T

(a) Purchase of subsidiaries

Net assets acquired EBAFEE

Cash and balances with banks and IR & RARIT R E A & Bk
other financial institutions H4&ETF

Advances and other accounts less provisions B HIBR 2R 2 Bk R E A ARTE

Fixed assets EE=y3

Goodwill [GES

Other accounts and provisions E A BRIB R 2

Goodwill arising on consolidation RIBAR A R EEN R

Total purchase price RS AMEBAE

Less: Cash and cash equivalents acquired B BANRe RERIREESEE

Cash flow on acquisition net of cash acquired B 344 FEUEEFTE AIE 0%

(b) Disposal of subsidiary

Advances and other accounts less provisions BENkEE 2 ERRHEMIRE

Taxation sl
Other accounts and provisions H b BRTE R
Add: Gain on disposal o BERF

Cash flow on disposal of subsidiary HE B A R SR

(a) WEBKI B A )

2009 2008
HKS Mn B EET HKS Mn BB HET

23 12
24 10
9 4
- 25
(12) (45)
44 6
22 27
66 33
(23) (12)
43 21

(b) HEME AT

2009 2008
HK$ Mn B¥EBT HKS Mn B BET
1 =
1 =
1 =
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43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (conTinueD) #RE R ERERMET @

(c) Cash and cash equivalents

@

(ii)

Components of cash and cash equivalents in the consolidated cash flow
statement

B N AESRTT AN AL & R AR
K #ETF

Cash and balances with banks and
other financial institutions

Placements with banks and

JRZNHABR 31 H AR FERTT &
H fth & RIS R 1F X

other financial institutions with
original maturity within three months
Treasury bills with original maturity
JRASEABR 73318 A AR B B B B 25
FRAER 3B A AN Z5E
Y1 R

within three months

Certificates of deposit held with
original maturity within three months

Reconciliation with the consolidated statement of financial position

Cash and balances with banks and R RAERIT R E M & RS
other financial institutions (Note 20) M&EF(H1E20)

Placements with banks and TEERTT R E A & RUMAE 977 3K
other financial institutions (Note 27) (H1aE21)

Treasury bills and certificates of deposit held Bl &% & #5517 54 B

— trading assets (Note 23) — RS ABEEN723)

— advances and other accounts (Note 25)  — & & A BRIB (H7725)
— A E (fiF26)
—RERE A 227)

— available-for-sale (Note 26)
— held-to-maturity (Note 27)

Amounts shown in the consolidated

FEFA M BHRARERN SRR
statement of financial position

Less: Amounts with an original maturity B RAHRA3EA N LR

of beyond three months

R BRGNS RIRITH
RELETF

Cash balance with central bank subject
to regulatory restriction

ERARERERANERE R
FRREIEE

Cash and cash equivalents in the
consolidated cash flow statement

(O BERZFARSEE
(i) ERAREeRERNEERERES
T8 B R4 R

2009 2008
HK$ Mn BEEHEEBRT HKSMnBEEET
19,244 20,042

37,938 70,442

2,814 3,251

534 371

60,530 94,106

(i) BEERA TR R AR

2009 2008

HK$ Mn B BHET HKSMnBEEET
29,712 28,105

67,945 96,574

34 400

39 39

6,397 11,153

2,434 1,897

8,904 13,489

106,561 138,168
(35,563) (35,999)
(10,468) (8,063)

60,530 94,106
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44. ASSETS PLEDGED AS SECURITY F{EIKHENEE

The following assets have been pledged as collateral for own liabilities at the REER  UTEERERERFEEZIE
balance sheet date: i
The Group £ The Bank $#17
2009 2008 2009 2008
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BEEEL BEBET BEBEL BEEET
Secured liabilities BRAEE 1,514 1,161 810 1,102
Assets pledged: EREE
Available-for-sale financial assets AEHESREE 736 76 - -
Held-to-maturity investments R 9% % 9% 9%
832 172 96 96
The following balances with banks have PATRRITEERRE PR
been pledged as collateral for BERfEERITETR
securities borrowings and margin FRiEe  BERm
deposits of derivatives.
Cash collateral for REEHEEN
borrowed securities ReERn 18 7 18 7
Margin accounts for open REFRL S RS
futures and forward contracts BRNFRER 921 912 876 912
939 919 894 919
Capital equivalency deposit FRBANER 39 39 39 39
These transactions are conducted under terms that are usual and customary to IERPZIERRIE—RRBEZEERR
standard lending and securities borrowing and lending activities. BHEERHETT -
45.LOANS TO OFFICERS {THRABER
The aggregate of loans to officers of the Bank disclosed pursuant to Section RREBCR AHEDIDE161B15R(4B) R (4C) 7R
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: TE - RTITHRAB 2 EREEAMIT
2009 2008
HK$ Mn SB¥BEET HKS Mn B EET
Aggregate amount of relevant loans HEREZMN12A31 B R B8
outstanding at 31st December
By the Bank FRIRITIE D 3,711 4,169
By subsidiaries HiEAREH 1,261 1,073
4,972 5,242
The maximum aggregate amount of FENEREERZ Zo iR E5E
relevant loans outstanding during the year
By the Bank BIRITIEL 5,543 4,573
By subsidiaries Bt EAEEY 1,656 1,492
7,199 6,065
There was no interest due but unpaid nor any impairment allowance made against 2009412 H31H %2008 12 A31H * &
these loans at 31st December, 2009 and 31st December, 2008. BRHRESTE - MAREHZEEHRER

{E2EA -
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46. MATERIAL RELATED PARTY TRANSACTIONS BE;,ATHE AR S

The Group maintains certain retirement benefit schemes for its staff as per Note
2(qg)(iii). In 2009, the total amount of contributions the Group made to the
schemes was HK$65 million (2008: HK$107 million).

The Group enters into a number of transactions with the Group’s related parties,
including its associates, and key management personnel and their close family
members and companies controlled or significantly influenced by them. The
transactions include accepting deposits from and extending credit facilities to
them. All interest rates in connection with the deposits taken and credit facilities
extended are under terms and conditions normally applicable to customers of
comparable standing.

The interest received from and interest paid to the Group’s related parties for the
year, outstanding balances of amounts due from and due to at the year end, and
maximum outstanding balance of amounts due from and due to them during the

REBEAEBBIRES TRMRETE - I
B KT EE2(q)ii) K 58 ° FA2009F K + ANEE
55 L 5T B ) FR 48 2R S 565,000,000 7T
(20084 : #%107,000,0007T) °

AEBMEERBATETZERS » ZEA
TEREBERR  REBITHASRLIH
REKE  REXZEALTHEGIHABER
FEBNNAT - ZERXFEREEIZEAL
FREBMFAREES - FEFERREEN
= GERE—RASERKFZEFHE
ERVERRIRE ©

:

720094 - AN 52 E AL RAE A - T UCER B 3 A5F
FAFIEFI S - RFE2009412 8318 » B
ATHRE &KEEH ATHIFRIE @ RIEFE

year are aggregated as follows: REBEEA T im KRR R BB A TR & =0
BRI
Key management personnel Subsidiaries Associates
TZEBAR HEAR NG|

2009 2008 2009 2008 2009 2008

HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEER BKEER  AB%EER BEBET BEEER  BYEER

Interest income FIEWA 125 264 588 1,079 3 8

Interest expense FEL 25 88 560 148 - -

Amounts due from B AT HIRR 6,971 8,209 12,719 16,398 626 124

Amounts due to U LN F ¢ 5,147 3,696 1,642 1,994 4 7

Maximum amounts due from BB ATHRBRR 10,443 12,429 15,953 22,072 924 446

Maximum amounts due to REBATHRETE 9,826 8,527 2,295 2,850 14 34

47.EQUITY COMPENSATION PLANS B35t 8l
The Bank has adopted Staff Share Option Schemes whereby the Board of the $ﬁ}5ﬁ%’&%ﬁq%Eéi@ﬁ&%%ﬂ%$ﬁ%$§ﬂ
Bank may at its discretion grant to any employees, including Executive Directors BEHERRETAEB 2 EMES @ BF
and Chief Executive, of the Group options to subscribe for shares of the Bank. The §ﬂ17§$&ﬁﬂ(i@ﬁ AREBAITIRG © 3R
options may be exercised during the period beginning on the first anniversary of BIENTTEHRAR T NS 1 AFRGER
the Date of Grant and ending on the fifth anniversary of the Date of Grant. All FHWOESAFLE - A RIS AERT B
options were granted for nil consideration. B -
(a) Particulars of share options (a) RIRFEFTE

Exercise price

Date of grant Vesting period Exercise period per share
RFBAHY B TR BRITEE
HK$# ¥
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 — 22/4/2009 21.11*
03/5/2005 03/5/2005 — 02/5/2006 03/5/2006 — 03/5/2010 20.86*
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 30.04*
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 42.84*
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013 40.09*
05/5/2009 05/5/2009 — 04/5/2010 05/5/2010 — 05/5/2014 21.25



(b) Movement of share options

2009
Additional share
Outstanding at options for
Date of grant 1/1/2009 bonus issue*
720095
1A18 RIREALR T
RTBEH HATE R RE
22/4/2004 2,765,000 276,500
03/5/2005 6,105,000 610,500
03/5/2006 2,700,000 270,000
10/5/2007 2,750,000 275,000
05/5/2008 5,500,000 550,000
05/5/2009 - -
Total #%8 19,820,000 1,982,000
2008
Outstanding at
Date of grant 1/1/2008
720084F
1H18
KT HEH H AT T
02/5/2003 2,205,000
22/4/2004 3,915,000
03/5/2005 7,230,000
03/5/2006 3,200,000
10/5/2007 2,750,000
05/5/2008 -
Total 278 19,300,000

*  After adjusting for the bonus issue in 2009.

NOTES ON THE ACCOUNTS (CONTINUED)
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(b) RIRIEZ 2B

Number of share options IR EE

Granted

ERF

6,600,000

6,600,000

Exercised

[=E0i:d

1,978,500

1,978,500

Lapsed

BAX
3,041,500

275,000
275,000
550,000

4,141,500

Number of share options 2RXEZX B

Granted

EET

5,500,000

5,500,000

Exercised

BT
2,205,000
1,080,000
1,125,000

500,000

4,910,000

*

70,000

Outstanding at
31/12/2009
20095
12A31H

i RATBE
4,737,000
2,695,000
2,750,000
5,500,000
6,600,000

22,282,000

Outstanding at
31/12/2008
20084
12H31H

B AT
2,765,000
6,105,000
2,700,000
2,750,000
5,500,000

19,820,000

ACTEE 2009 FRTETTHIALAR ©
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47.EQUITY COMPENSATION PLANS (conTiNueD) R 3 {EET &l (@)

(c) No share options were cancelled during the years ended 31st December, 2009 and (c) #Z=2009412A31H &%2008412 A31 B4

2008. &R ARA RARIEW S o
(d) Details of share options exercised (d) BITERREFS

Number of share options

RREHE
Exercise period Date of grant 2009 2008
TEHRE RFEH
January 15 02/5/2003 - 1,005,000
22/4/2004 - 130,000
03/5/2005 - 75,000
February 2 H 02/5/2003 - 20,000
22/4/2004 - 20,000
03/5/2005 - 25,000
March 34 02/5/2003 - 1,060,000
22/4/2004 - 665,000
03/5/2005 - 715,000
03/5/2006 - 500,000
April 4H 02/5/2003 - 30,000
22/4/2004 - 165,000
03/5/2005 - 110,000
May 5H 02/5/2003 - 90,000
22/4/2004 - 20,000
03/5/2005 190,500 75,000
June 65 22/4/2004 - 25,000
03/5/2005 208,500 25,000
July 7 A 22/4/2004 - 5,000
03/5/2005 14,000 55,000
August 8 4 22/4/2004 - 30,000
03/5/2005 79,000 45,000
September 9 A 22/4/2004 - 20,000
03/5/2005 243,500 -
October 10 03/5/2005 292,500 -
November 11 A 03/5/2005 755,500 -
December 12 A 03/5/2005 195,000 -

1,978,500 4,910,000
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48.NON-ADJUSTING POST BALANCE SHEET EVENTS BEREBNEEABRAASH

After the balance sheet date the directors proposed a final dividend. Further details
are disclosed in Note 15(a).

On 30th December, 2009, the Bank entered into a subscription agreement with
Negocio de Finanzas e Inversiones I, SLU, a subsidiary of Criteria Caixa Corp.,
SA and Sumitomo Mitsui Banking Corporation respectively in relation to the
subscription as principal of an aggregate of 167,104,200 shares in the share
capital of the Bank at HK$30.60 per new share subject to regulatory approval.
These 167,104,200 shares represent approximately 8.29% of the entire issued
share capital of the Bank as enlarged by the subscriptions. The subscription price
represents a discount of approximately 2.08% to the closing price of HK$31.25
per share quoted on the Stock Exchange on 30th December, 2009. Following with
a regulatory approval, shares issued and proceeds are received on 14th January,
2010.

In June 2009, BEA signed a Sale and Purchase Agreement with the Industrial and
Commercial Bank of China (“ICBC") to sell a 70% interest in its banking subsidiary
in Canada, The Bank of East Asia (Canada), to ICBC. The transaction closed on
28th January, 2010.

BEENBERRRRE —RPRE - FBE
FEMIEE15(@ERE -

2009412 A30 R » 417 & Criteria Caixa
Corp., SAZ [ff & A & * Negocio de Finanzas
e Inversiones |, SLU AR =HERBITEE A
FEAF O IREIRFIG B EE30.607TREAR
1TRRZA A B HETH167,104,2008% 8% 15 5 Bl ET 32
TREWZ(MREEEZROILE) - ZF
167,104, 2008 AMEARTTRBREEAS
BB EITIRAES.29%  REER 2009512
F30B 7EB SR FT TR & ARAR (9 B #531.257TH)
W EHT#EL2.08% - ERESEEERN
HfE - BRH 201061 A 14 A 1T RATER
B IFA R B Rz ©

fE20095F6 A - AITEPBETEHRITRNE
BAR([IEBT)ET - BEEHALE
HRMEXRZBRITHEBAR - MEARIER
11270% %% T TRHR1T ° ZX HM20106
1 A28 BATERK ©

49. ACCOUNTING ESTIMATES AND JUDGEMENTS &=t 1dist & #I B

The preparation of accounts requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of these accounts and the
reported amounts of revenues and expenses for the years presented. Changes in
assumptions may have a significant impact on the accounts in the periods where
the assumptions are changed. The application of assumptions and estimates
means that any selection of different assumptions would cause the Group’s
reporting to differ. The Group believes that the assumptions that have been made
are appropriate and that the accounts therefore present the financial position and
results fairly, in all material respects.

Management discussed with the Audit Committee the development, selection and
disclosure of the Group’s significant accounting policies and estimates and the
application of these policies and estimates.

ERAAKENRER  EEESAFLSE
TRZERBENEY - SEBREERER
ZEBNIREERBBERBEARZENMG
FERE - RS IREERE THREFEARK
ARZHZ S BEFENEFNERE - IR
SEERZERF - EAEHELARNE
HENREELEAZE - RALS TR
BERMEAERAEE 2 REGAATR -
ERBEERREIE  AEERREELE
BZBER  MASBEOMBEHRRIGER T
[RRE B AR MNES -

ERECHEECRECRN MR AEEREE
SRR A RHIE  RENEE - AR
FZEBERAERTEER
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49. ACCOUNTING ESTIMATES AND JUDGEMENTS (conTinuep) B 5HEEH R HIE @)

(a) Key sources of estimation uncertainty
Notes 30, 36 and 41 contain information about the assumptions and their risk
factors relating to goodwill impairment, fair value of share options granted and fair
values of financial instruments. Other key sources of estimation uncertainty are as
follows:

@

(ii)

Impairment losses

Loans and advances

Loan portfolios are reviewed periodically to assess whether impairment losses
exist. The Group makes judgement as to whether there is any objective
evidence that a loan portfolio is impaired, i.e. whether there is a decrease
in estimated future cash flows. Objective evidence for impairment includes
observable data that the payment status of borrowers in a group has adversely
changed. It may also include observable data that correlate with defaults
on the assets in the Group. If management has determined, based on their
judgement, that objective evidence for impairment exists, expected future
cash flows are estimated based on historical loss experience for assets with
similar credit risk characteristics. Historical loss experience is adjusted on the
basis of the current observable data. Management reviews the methodology
and assumptions used in estimating future cash flows regularly to reduce any
difference between loss estimates and actual loss experience.

Available-for-sale financial assets and held-to-maturity investments

The Group determines that available-for-sale financial assets and held-to-
maturity investments are impaired when there has been a significant or
prolonged decline in the fair value below its cost. The determination of when
a decline in fair value below its cost is not recoverable within a reasonable
time period is judgmental by nature, so profit and loss could be affected by
differences in this judgement.

Valuation of financial instruments

The Group's accounting policy for valuation of financial instruments is included
in Note 2. The fair value of the financial instruments is mainly based on the
quoted market price on a recognised stock exchange or a price quoted from
a broker/dealer for non-exchanged traded financial instruments. The fair value
of collateralised debt obligations is based on bid prices quoted by reputable
brokers and has been carefully assessed for reasonableness by management.
The fair value of SIV is based on their net asset values as provided by the SIV's
managers.

(a) EFT PR EEZNEERIR
F5E30 « 3641 B ABBRE EXET
RIENAFEENSRIANAFEENR
BRERBEZ - Bt TEERENEME
ERRMT -

)

(ii)

VEAEEESES

B
AEBESEPRAERASE - AFER
BERARERFE - AREFZHEHRES
EREMEBRERAIAEAERECEL
WA - B RE2IRE R o Al
ERBERBRERAERAEANTHR
ARER ENNFRAERREESE M
ZEAMBAEENTETEEREM
BEH - B EIEERIEEHERERE
MEBERFE  BeREETEZS
BEENEERBFEREZEENNE
BRES  ARAFTREBRRREDR o A
ERAEBRRABANABRENRE
BEHAE - EEEINE E MBI
EETHRRIRE TR TTAMBRR - R
DREFHEREERIERANESR -

A 2 BB R I B R A

EAHEESREERSEIMKAN
N EERERFEMEREKA - R
SENHEZSEERRECRE A
SEHEATFEEERNKANSESE
—BRA R AN A Y m A R R
B A =R HBREMYE -

TRIANMGE
AEBEHS R TABENS BRI
RIFEE2 - EWMT AN A TFEETIERE
RAIZ X HHTISRE » REAIFER
ZHEXZNEMTAMS @ AIREL
R/ZHEMRE - EHEREFOD
FEEARERINELZEABRMI
RE REEREERE/NOTEEEE
o FRIRAETANAFEELRER
AIRETAZERAMREZIANE
EFE
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(b) Critical accounting judgements in applying the Group’s accounting
policies
Certain critical accounting judgements in applying the Group’s accounting policies
are described below:

@

(ii)

Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention
and ability to hold to maturity as held-to-maturity investments. In making
this judgement, the Group evaluates its intention and ability to hold such
investments till maturity.

If the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

Recognition of deferred tax assets

The group recognises deferred tax assets only to the extent that it is probable
that future taxable profits will be available against which the asset can be
utilised. Estimates and judgements are applied in determining the amount of
future taxable profits and the probability that such future taxable profits are
available in the foreseeable future to support recognition of the deferred tax
assets. The group uses all readily available information, including estimates
based on reasonable and supportable assumptions and projections of revenue
and operating costs, in determining future taxable profits. Changes in these
estimates could significantly affect the timing of deferred tax asset recognition
and the amount of asset recognised.

50. COMPARATIVE FIGURES HLLE & F

BRIA M EE ()

(b) AEBEERSTHRNEZS Y

=}
AEBERBEFERRNE TEZ S HE
T

(i FEIMRE
IR B 52 B B 3k A RERE (9 SR B AN
EERHA - URAEEFE@E K
BEARAEZIMBANITESREE -
DERFEIIMERE - EIEHAMAE
B AEEETEASREEERRE
NFEZREREETHA -

EETHREBELTRIN - EAKEREE
FEZSEREZIHA  AEEGHE
BRI EZHANKREAS BN DR
RAMHE - ERANEBEREEHRET
73 °

Btk - RAB AT BN AR ERH
REGRARFEEFE -

(i) EEHBEEZHER

R AR R A BB IR R B A T DA SRR
ERBEEENBRT » AEE S ERIE
RRIBEE » B ERRERTE A
SRNEATRLIER - AR RHBER
2 AR MR B A 7] 5 S B g
RARELERAEE - ~ARBEERMBD
BNER  BRERBESENAXIFZMR
RANE WA Je ST H R AR 5 - SATESE
RRRERBOE A o L F At B BRI BE
HIREH IR E ERRHESHE R EERER
NERFEATE -

As a result of the application of HKAS 1 (revised 2007), Presentation of financial
statement, and HKFRS8, Operating segments, certain comparative figures
have been adjusted to conform to current year's presentation and to provide
comparative amounts in respect of items disclosed for the first time in 2009.
Further details of these developments are disclosed in Note 3.

The Group has reviewed the disclosures in the financial statements and has made
a number of presentation changes in Note 40. In such case, comparative figures in
the notes have been amended to ensure consistency with the current year.

A ERCE RS ERIDE 1R (20075 &
DI HRERE] - MKEBMBHRELERD
ESHMEERB AR - ETHBREF MR
BUNAARNFEENZ2H I AU RRHREEE
—RMR2009FWEIHE 2 LLBBF - ZFH
B ZHBEERHEE3RE -

AEEERBENBHHRROWERSRM
AONMEHE TE2RED - EULBERT - EH
AR BREFEFER RS BAFERNA -
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51.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2009
HEE2009%F12A31A L FERIC A EMAKRERWIER - HEENRBAEENTRETE

Up to the date of issue of these accounts, the HKICPA has issued a number of EENESERERMGELE At ASR
amendments, new standard and interpretations which are not yet effective for the M T ZTRKISE] - FEEMRE S
accounting year ended 31st December, 2009 and which have not been adopted in USE]  FIEEMB B REIINEBEREE
these accounts. 20095F12 A3V A IEFEMARER - Bt EAR

FERMLLEFRIA ©

Effective for accounting periods
beginning on or after

HERT AR A REENK

HKFRS 3 (Revised), Business combinations 1st July, 2009
(CEBIMBREELD)FE35% (ST EBE 6] 20097 H1H
Amendment to HKAS 27, Consolidated and separate financial statements 1st July, 2009
ERKEB G ERDE275 76 RIBY 2 =R« 20097 H1H
Amendment to HKAS 39, Financial instruments: Recognition and measurement

— Eligible hedged items 1st July, 2009
EEKEB LRSI SR TE RN E —5@wE P 2IEE | 200957/ 1H
HK(IFRIC) 17, Distributions of non-cash assets to owners 1st July, 2009
BE(ERMBRERELZES) B 17TRREREFRSEETHE A 200957 A1H
Improvements to HKFRSs 2009 1st July, 2009 or 1st January, 2010
RTE P B E%ERI) (2009) 200947 A1H52010561 A 1H
HKFRS 9, Financial instruments 1st January, 2013
(ERMBHREERD)E5% @ TA | 201361 81H
The Group is in the process of making an assessment of what the impact of these REE FE LSBT & ErE B 4
amendments is expected to be in the period of initial application. So far it has EENTEE - RE(E BV KEMELER)) F9
concluded that the adoption of them is unlikely to have a significant impact on the oM TE | BSAEEELERIESHE
Group's results of operations and financial position except for HKFRS 9, Financial TEARAAEEANEENEERY B R G
instruments, which may have an impact on the Group's results and financial ZHN . BELFIBAREENMNZSBITHA
position arising from changes in the Group’s classification and measurement of EE R EAE RIS R N AT e P A o

financial instruments.
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