BASE LISTING DOCUMENT DATED 26 JULY 2010

If you are in any doubt about any of the contents of this document, you should obtain independent professional

advice.

Hong Kong Exchanges and Clearing Limited (“HKEx”), The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) and Hong Kong Securities Clearing Company Limited (“HKSCC”) take no responsibility
for the contents of this document, make no representation as to its accuracy or completeness and expressly
disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any

part of the contents of this document.

Base Listing Document relating to
Structured Products
to be issued by

Q& BEARLIRTT

The Bank of East Asia, Limited

(incorporated with limited liability in Hong Kong)

This document includes particulars given in compliance with the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (the “Listing Rules”) and is published for the purpose of giving
information with regard to us and our warrants (“Warrants”) and other structured products (together, the
“Structured Products”) to be listed on the Stock Exchange from time to time. This document may be updated

and/or amended from time to time by way of addenda.

We accept full responsibility for the accuracy of the information contained in this document together with
such supplemental listing document (each as supplemented and updated by any addendum to be issued from
time to time) (together, the “Listing Document”) and confirm, having made all reasonable enquiries, that
to the best of our knowledge and belief there are no other facts the omission of which would make any

statement in this document misleading.

The Structured Products involve derivatives. Investors should not invest in the Structured Products unless
they fully understand and are willing to assume the risks associated with them.

Investors are warned that the price of the Structured Products may fall in value as rapidly as it may rise and
holders may sustain a total loss of their investment. Prospective purchasers should therefore ensure that they
understand the nature of the Structured Products and carefully study the risk factors set out in this document and,

where necessary, seek professional advice, before they invest in the Structured Products.

The Structured Products constitute our general unsecured contractual obligations and of no other person and will
rank equally among themselves with all our other unsecured obligations (save for those obligations preferred by
law) upon liquidation. If you purchase the Structured Products, you are relying upon our creditworthiness and
have no rights under the Structured Products against (a) the company which has issued the underlying securities;

(b) the trustee or the manager of the underlying unit trust; or (c) the index compiler of any underlying index.
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IMPORTANT INFORMATION

What is this document about?

This document is for information purposes only
and does not constitute an offer, an advertisement
or an invitation to the public to subscribe for or to
acquire any Structured Products.

What documents should you read before
investing in the Structured Products?

A supplemental listing document will be issued
on the issue date of each series of Structured
Products, which will include detailed commercial
terms of the relevant series. You must read the
Listing Documents before investing in the
Structured Products. You should carefully study
the risk factors set out in the Listing Documents.

Are we regulated by any bodies referred to in
Rule 15A.13(2) or (3) of the Listing Rules?

We are a licensed bank regulated by, among
others, the Hong Kong Monetary Authority.

Are we rated by any credit rating agencies?

Our credit ratings as of 23 July 2010 are:

Rating Agency Rating

Moody’s Investors Service Inc. A2
Standard & Poor’s Ratings Group A-

You may visit the following website for updated
information of our credit ratings:

http://www.hkbea.com/hk/cifinvestor_comm/credit_ratings/index.htm

Rating agencies usually receive a fee from issuers
that they rate.

When creditworthiness, you
should not solely rely on our credit ratings
because:

evaluating our

(a) a credit rating is not a recommendation to

buy, sell or hold the Structured Products;
(b) ratings of issuers involve
difficult-to-quantify factors such as market
competition, the success or failure of new
products and markets and managerial

competence; and

may

(¢) a high credit rating is not necessarily
indicative of low risk. Our credit ratings as
of the date of this document are for
reference only. Any downgrading of our
ratings could result in a reduction in the
value of the Structured Products.

The Structured Products are not rated.

Are we subject to any litigation?

Save as disclosed in this document, we and our
subsidiaries have no litigation or claims of

importance pending or
against us or them.

material threatened

Authorisation for the issue of warrants

Our management, pursuant to the approval by our
Marketing Strategic Group, authorised the issue
of the Structured Products on 19 January 2010.

Has our financial position changed since last
financial year-end?

Save as disclosed in this document, there has
been no material adverse change in our financial
or trading position since 31 December 2009.

Do you need to pay any transaction cost?

The Stock Exchange charges a trading fee of
0.005 per cent. and the Securities and Futures
Commission charges a transaction levy of 0.004
per cent. in respect of each transaction effected
on the Stock Exchange payable by each of the
seller and the buyer and calculated on the value of
the consideration for the Structured Products. The
levy for the investor compensation fund is
currently suspended.

Do you need to pay any tax?

No tax is payable in Hong Kong by way of
withholding or otherwise in respect of:

(a) dividends of any company which has issued
the underlying shares;

(b) distributions of any trust which has issued
the underlying units; or

(c) any capital gains arising on the sale of the
underlying assets or Structured Products,



except that Hong Kong profits tax may be
chargeable on any such gains in the case of
certain persons carrying on a trade, profession or
business in Hong Kong.

You do not need to pay any stamp duty in respect
of purely cash settled Structured Products.

Placing and sale

No action has been or will be taken by us that
would permit a public offering of any series of
Structured Products or possession or distribution
of any offering material in relation to any
Structured Products in any jurisdiction (other
than Hong Kong) where action for the purpose is
required. No offers, sales, re-sales, transfers or
deliveries of any Structured Products, or
distribution of any offering material relating to
the Structured Products may be made in or from
any jurisdiction except in circumstances which
will result in compliance with any applicable laws
or regulations and which will not impose any
obligation on us.

the

Where can relevant

documents?

you inspect

The following documents are available for
inspection during usual business hours on any
weekday (public holidays excepted) at our office

at 10 Des Voeux Road Central, Hong Kong:

(a) our annual report for the year ended 31
December 2009;

(b) the consent letter of the auditor, KPMG
(“Auditor”), dated 26 July 2010;

(c) this document and any addendum to this
document;

(d) the supplemental listing document as long
as the relevant series of Structured Products
is listed on the Stock Exchange; and

(e) the instrument executed by us by way of

deed poll dated 22 July 2010 as defined in
General Condition 1 (see Appendix 1).

Requests for photocopies of the above documents
will be subject to a reasonable fee which reflects
the cost of making such copies.

The Listing Documents are also available on the
website of  the Stock Exchange at
www.hkex.com.hk/eng/dwrc/search/listsearch.asp.
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Has the Auditor consented to the inclusion of
its report to the Listing Documents?

Our Auditor has given and has not withdrawn its
written consent to the inclusion of its report dated
11 February 2010 in this document and/or the
references to its name in the Listing Documents,
in the form and context in which they are
included. Its report not prepared for
incorporation into this document.

was

The Auditor does not hold our shares or shares in
our subsidiaries, nor does it have the right
(whether legally enforceable or not) to subscribe
for or to nominate persons to subscribe for our
securities or securities of any of our subsidiaries.

Authorised representatives

Lau Ching Ching and Law Chun Tak, Alson, both
of 10 Des Voeux Road Central, Hong Kong, are
our authorised representatives.

How can you get further information about us?

You may visit www.hkbea.com to obtain further
information about us.

You must note that the information on our website
will be of a general nature and cannot be relied
upon as accurate and/or correct and will not have
been prepared exclusively for the purposes of any
particular financial instrument issued by us,
including the Structured Products.

Governing law of the Structured Products

All contractual documentation for the Structured
Products will be governed by, and construed in
accordance with, the laws of Hong Kong.

The Listing Documents are not the sole basis
for making an investment decision

The Listing Documents do not take into account
your investment objectives, financial situation or
particular needs. Nothing in the Listing



Documents  should be construed as a
recommendation by us or our affiliates to invest
in the Structured Products or the underlying asset
of the Structured Products.

No person has been authorised to give any
information or to make any representations other
than those contained in this document in
connection with the Structured Products, and, if
given or made, such information or
representations must not be relied upon as having
been authorised by us.

The Stock Exchange and HKSCC have made no
assessment of, nor taken any responsibility for,
our financial soundness or the merits of investing
in any Structured Products, nor have they verified
the accuracy or the truthfulness of statements
made or opinions expressed in this document.

Capitalised terms

Unless otherwise specified, capitalised terms
used in this document have the meanings set out
in the General Conditions set out in Appendix 1
and the Product Conditions applicable to the
relevant series of Structured Products set out in
Appendix 2 (together, the “Conditions”).



OVERVIEW OF WARRANTS

What is a derivative warrant?

A derivative warrant linked to a share, a unit, an
index or other asset (“Underlying Assets”, each
an “Underlying Asset”) is an instrument which
gives the holder an investment exposure to the
Underlying Asset by reference to a pre-set price
or level called the Exercise Price or Strike Level
on the Expiry Date. It usually costs a fraction of
the value of the Underlying Asset.

A derivative warrant may provide leveraged
return to you (but conversely, it could also
magnify your losses).

How and when can you get back your
investment?

Our Warrants are European style warrants. This
means they will be automatically exercised on the
Expiry Date, entitling the holder to a potential
cash called the “Cash Settlement
Amount” (if positive) according to the
Conditions in the Listing Documents.

amount

You will receive the Cash Settlement Amount (if
any) less any Exercise Expenses upon expiry. If
the Cash Settlement Amount is equal to or less
than the Exercise Expenses, no amount is payable
to you upon expiry.

How do our Warrants work?

The potential payoff upon expiry of the Warrants
is calculated by us by reference to the difference
between:

(a) for Warrants linked to a share or unit, the

Exercise Price and the Average Price; and
(b) for Warrants over an index, the Strike Level
and the Closing Level.

Call Warrant

A call Warrant is suitable for an investor holding
a bullish view of the price or level of the
Underlying Asset during the term of the Warrant.

A call Warrant will be exercised if the Average
Price or Closing Level is greater than the
Exercise Price or Strike Level (as the case may
be). The more the Average Price or Closing Level
exceeds the Exercise Price or Strike Level (as the
case may be), the higher the payoff upon expiry.

If the Average Price or Closing Level is at or
below the Exercise Price or Strike Level (as the
case may be), an investor in the call Warrant will
lose all of his investment.

Put Warrant

A put Warrant is suitable for an investor holding
a bearish view of the price or level of the
Underlying Asset during the term of the Warrant.

A put Warrant will be exercised if the Average
Price or Closing Level is below the Exercise Price
or Strike Level (as the case may be). The more the
Average Price or Closing Level is below the
Exercise Price or Strike Level (as the case may
be), the higher the payoff upon expiry. If the
Exercise Price or Strike Level is at or below the
Average Price or Closing Level (as the case may
be), an investor in the put Warrant will lose all of
his investment.

What are the factors determining the price of a
derivative warrant?

The price of a warrant generally depends on the
prevailing price or level of the Underlying Asset.
However, throughout the term of a warrant, its
price will be influenced by a number of factors,
including:

(a) the Exercise Price or Strike Level of the
warrants;

(b) the volatility of the price or the level of the

Underlying Asset (being a measure of the

fluctuation in the price or level of the

Underlying Asset);

(c) the time remaining to expiry: a warrant is
generally more valuable the longer the
remaining life of the warrants;

(d) interest rates;

(e) expected dividend payments or other
distributions on the Underlying Asset or on

any components comprising the underlying
index;

(f) the supply and demand for the warrant; and

our creditworthiness.

(g)



What is your maximum loss?

Your maximum loss in Warrants will be limited to
your investment amount plus any transaction cost.

How can you get information about the
warrants after issue?

You may visit the Stock Exchange website at
http://www.hkex.com.hk/eng/prod/secprod/dwrc/dw.htm
to obtain further information on derivative
warrants or any notice given by us or the Stock
Exchange in relation to our Warrants.



INFORMATION ABOUT US
Place of incorporation
BEA is incorporated in Hong Kong with limited liability.
Profile and activities

Established in 1918, BEA is the largest independent local bank in Hong Kong, with total consolidated
assets of HK$434.10 billion (US$56.00 billion) as of 31st December, 2009.

As of 15 July 2010, BEA’s principal businesses include the offer of account and deposit services;
cyberbanking; consumer and mortgage loans; credit cards; trade finance; syndicated loans; mandatory
provident fund services; treasury, stock, and futures broking services; and a wide array of wealth
management products and services such as asset management, private banking, and structured
investment products.

BEA and its affiliates and subsidiaries (“BEA Group”) also provides insurance solutions through its
subsidiaries, BEA Life Limited and Blue Cross (Asia-Pacific) Insurance Limited, and business,
corporate, and investor services through Tricor Group.

BEA serves customers through one of Hong Kong’s largest banking networks, with nearly 140
branches and SupremeGold Centres throughout the city. In addition, BEA Group operates 80 outlets

in China and maintains a strong presence in North America, the United Kingdom and Southeast Asia.

BEA’s presence continues to expand in strategic locations as the Bank focuses on delivering quality
and highly personalised services to its growing customer base around the world.

MANAGEMENT OF BEA

The Board of Directors is the most senior body within BEA with ultimate responsibility for the
strategy and management of the company and for the supervision of its executive management.

The following table sets out the 18 members of the Board of Directors as of 30 June 2010:

Board of Directors Title

Dr. The Hon. Sir David LI Kwok-po Chairman & Chief Executive

Professor Arthur LI Kwok-cheung Non-executive Director (Deputy Chairman)
Dr. Allan WONG Chi-yun Independent Non-executive Director (Deputy Chairman)
Mr. WONG Chung-hin Independent Non-executive Director

Dr. LEE Shau-kee Independent Non-executive Director

Mr. Aubrey LI Kwok-sing Non-executive Director

Dr. William MONG Man-wai Non-executive Director

Mr. Winston LO Yau-lai Independent Non-executive Director

Tan Sri Dr. KHOO Kay-peng Non-executive Director

Mr. Thomas KWOK Ping-kwong Independent Non-executive Director

Mr. Richard LI Tzar-kai Non-executive Director

Mr. Kenneth LO Chin-ming Independent Non-executive Director

Mr. Eric LI Fook-chuen Non-executive Director

Mr. Stephen Charles LI Kwok-sze Non-executive Director

Mr. William DOO Wai-hoi Independent Non-executive Director

Mr. KUOK Khoon-ean Independent Non-executive Director

Mr. Valiant CHEUNG Kin-piu Independent Non-executive Director

Dr. Isidro FAINE CASAS Non-executive Director



Litigation

Claim by private banking clients

In two connected court proceedings initiated in September 2009 in the High Court of Hong Kong, two
private banking clients claimed against BEA 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 BEA acting as the clients’ relationship manager. BEA intends to defend these proceedings
rigorously and is in the course of preparing the relevant court documents. If BEA is unsuccessful in
defending the claim, BEA estimates the maximum amount of exposure is approximately HK$150
million. No provisions have been made by BEA as at 31 December 2009.

Repurchase of Lehman Brothers Mini-bonds subscribed or purchased through BEA

On 22 July 2009, on a without-liability basis, BEA entered into an agreement with the HKMA, the SFC
and 15 other distributing banks pursuant to which BEA has made an offer to eligible persons to
repurchase their holdings in the Mini-Bonds subscribed or purchased through BEA. BEA made an
announcement on the same date setting out the details of the offer.

In the event that all eligible persons accept the offer and there is no future recovery from the
underlying collateral of the outstanding Mini-Bonds, the maximum commitment of BEA towards such
purchase is HK$109 million in accordance with the available information up to 13 October 2009. On
this basis, BEA has already made full provision in its accounts for the expected cost in respect of the
repurchase of the aforementioned structured investment products.

As at 30 April 2010, approximately 98.4% of the eligible persons have accepted the offer and the
remaining 1.6% (i.e. 14 Mini-Bonds holders) have rejected the offer. In February 2010, one
Mini-Bonds holder who did not accept the offer made four claims against BEA in the Small Claims
Tribunal of Hong Kong for around HK$200,000. The relevant proceedings have been transferred to the
District Court of Hong Kong in June 2010 and are still ongoing.

In addition, BEA has recently reached settlement with one of the 14 Mini-Bonds holders. It is still
uncertain at this stage whether the remaining 12 Mini-Bonds holders will make monetary or
compensatory claims against BEA.



RISK FACTORS

Not all of the risk factors described below will be applicable to a particular series of Structured
Products. Please consider all risks carefully prior to investing in any Structured Products and consult
your professional independent financial adviser and legal, accounting, tax and other advisers with
respect to any investment in the Structured Products. Please read the following section together with
the risk factors set out in the relevant supplemental listing document.

General risks relating to us
Structured Products are unsecured obligation

Each series of Structured Products constitutes our
general unsecured contractual obligations and of
no other person and will rank equally with our
other unsecured contractual obligations and with
our unsecured and unsubordinated debt. At any
given time, the number of our Structured Products
outstanding may be substantial.

Our creditworthiness

If you purchase our Structured Products, you are
relying upon our creditworthiness and have no
rights under these products against:

(a) any company which issues the underlying
shares;

(b) the trustee or the manager of the underlying

trust; or

(c) any index compiler of the underlying index.

As our obligations under the Structured Products
are unsecured, we do not guarantee the repayment
of your investment in any Structured Product.

Any downgrading of our ratings could result in a
reduction in the value of the Structured Products.

No deposit liability or debt obligation

We are obliged to deliver to you the Cash
Settlement Amount under the General Conditions
and the relevant Product Conditions of each series
of Structured Product upon expiry. We do not
intend (expressly, implicitly or otherwise) to
create a deposit liability or a debt obligation of
any kind by the issue of any Structured Product.

Conflicts of interest

We and our subsidiaries (the “Group”) engages in
financial activities for our own account or the
account of others. The Group, in connection with
our other business activities, may possess or

the
Underlying Assets to which a Structured Product
is linked.
otherwise affect the Underlying Assets in a

acquire  material information  about

Such activities may involve or
manner that may cause consequences adverse to
you or otherwise create conflicts of interests in
connection with the issue of Structured Products
by us. Such actions and conflicts may include,
without limitation, the purchase and sale of
securities and exercise of creditor rights. The
Group:

(a) has no obligation to disclose such
information about the Underlying Assets or
such activities. The Group and our officers
and directors may engage in any such
activities without regard to the issue of
Structured Products by us or the effect that
such activities may directly or indirectly

have on any Structured Product;

time
the
Assets for our proprietary accounts and/or

from time to

(b) may engage in

transactions involving Underlying
for accounts under our management and/or
to hedge against the market risk associated
with issuing the Structured Products. Such
transactions may have a positive or negative
effect on the price or level of the Underlying
Assets and consequently upon the value of

the relevant series of Structured Products;

(c) may from time to time act in other capacities
with regard to the Structured Products, such
as in an agency capacity and/or as the
liquidity provider;

(d) may issue other derivative instruments in

respect of the Underlying Assets and the

introduction of such competing products
into the market place may affect the value of
the relevant series of Structured Products.



General risks in relation to Structured
Products

You may lose all your investment in the
Structured Products

Structured Products involve a high degree of risk,
and are subject to a number of risks which may
include interest, time value, and/or
political risks. Structured Products may expire
worthless.

market

Options, warrants and equity linked instruments
are priced primarily on the basis of the price or
level of the Underlying Asset, the volatility of the
Underlying Asset’s price or level and the time
remaining to expiry of the Structured Product.

The price of Structured Products generally may
fall in value as rapidly as they may rise and you
should be prepared to sustain a significant or total
loss of the purchase price of the Structured
Products. Assuming all other factors are held
constant, the more the underlying share price,
unit price or index level of a Structured Product
moves in a direction against you and the shorter
its remaining term to expiration, the greater the
risk that you will lose all or a significant part of
your investment.

“European Style” Structured Products are only
exercisable on their respective Expiry Dates and
may not be exercised by you prior to the relevant
Expiry Date. Accordingly, if on such Expiry Date
the Cash Settlement Amount is zero or negative,
you will lose the value of your investment.

The risk of losing all or any part of the purchase
price of a Structured Product upon expiration
means that, in order to recover and realise a
return on your investment, you must generally
anticipate correctly the direction, timing and
magnitude of any change in the price or level of
the Underlying Asset specified in the relevant
supplemental listing document.

Changes in the price or level of an Underlying
Asset can be unpredictable, sudden and large and
such changes may result in the price or level of
the Underlying Asset moving in a direction which
will negatively impact upon the return on your
investment. You therefore risk losing your entire
investment if the price or level of the relevant
Underlying Asset does not the
anticipated direction.

move in

The value of the Structured Products may be
disproportionate or opposite to the movement in
price or level of the Underlying Assets

An investment in Structured Products is not the
same as owning the Underlying Assets or having
a direct investment in the Underlying Asset. The
market values of Structured Products are linked to
the relevant Underlying Assets and will be
influenced (positively or negatively) by it or them
but any change may not be comparable and may
be disproportionate. It is possible that while the
price or level of the Underlying Assets increases,
the value of the Structured Product decreases.

If you intend to purchase any series of Structured
Products to hedge against the market risk
associated with investing in the Underlying Asset
specified in the relevant supplemental listing
document, you should recognise the complexities
of utilizing Structured Products in this manner.
For example, the value of the Structured Products
may not exactly correlate with the price or level
of the Underlying Asset. Due to fluctuations in
supply and demand for Structured Products, there
is no assurance that their value will correlate with
movements of the Underlying Asset.

Possible illiquidity of secondary market

It is not possible to predict if and to what extent
a secondary market may develop in any series of
Structured Products and at what price such series
of Structured Products will trade in the secondary
market and whether such market will be liquid or
illiquid. The fact that the Structured Products are
necessarily lead to greater
liquidity than if they were not listed.

listed does not

A lessening of the liquidity of the affected series
of Structured Products may cause, in turn, an
increase in the volatility associated with the price
of such Structured Products.

While we have, or will appoint, a liquidity
provider for the purposes of making a market for
each series of Structured Products, there may be
circumstances outside our control or the
appointed liquidity provider’s control where the
appointed liquidity provider’s ability to make a
market in some or all series of Structured
Products is limited, restricted, and/or without
limitation, frustrated. In such circumstances we
will use our best endeavours to appoint an
alternative liquidity provider.



Interest rates

Value of the Structured Products in the secondary
market may be sensitive to movements in interest
rates. A variety of factors influence interest rates
economic, governmental,
speculative and market sentiment factors. Such
fluctuations may have an impact on the value of
the Structured Products at any time prior to
valuation of the Underlying Assets relating to the
Structured Products.

such as macro

Time decay

The settlement amount of certain series of
Structured Products at any time prior to
expiration may be less than the trading price of
such Structured Products at that time. The
difference between the trading price and the
settlement amount will reflect, among other
things, a “time value” of the Structured Products.
The “time value” of the Structured Products will
depend upon, among others, the length of the
period remaining to expiration and expectations
concerning the range of possible future prices or
levels of the Underlying Assets.

Taxes

You may be required to pay stamp duty or other
taxes or other documentary charges. If you are in
doubt as to your tax position, you should consult
your own independent tax advisers. In addition,
you should be aware that tax regulations and their
application by the relevant taxation authorities
may change from time to time. Accordingly, it is
not possible to predict the precise tax treatment
which will apply at any given time. See “Do you
need to pay any tax?” in the section headed
“Important Information” on page 1 for further
information.

Modification to the Conditions

Under the Conditions, we may, without your
consent, modify the terms and conditions
applicable to the Structured Products if such
modification is:

(a) not materially prejudicial to your interests;
(b) of a formal, minor or technical nature;
(c) to correct an obvious error;

(d) for compliance with any mandatory
provisions of the applicable laws,
regulations, codes, guidelines and
requirements prescribed by the Stock
Exchange from time to time; or

(e) otherwise considered appropriate by the

Issuer and such modification or supplement
is approved by the Stock Exchange.

Risks in relation to the Underlying Asset
You have no right to the Underlying Asset

Unless specifically indicated in the Conditions,
you will not be entitled to any:

(a) voting rights or rights to receive dividends
or other distributions or any other rights that
a holder of the underlying shares or units
would normally be entitled to; or

(b) voting rights or rights to receive dividends

or other distributions or any other rights
with respect to any company constituting
any underlying index.

Valuation risk

An
involve valuation

investment in Structured Products may
risk with regards to the
Underlying Asset to which the particular series of
Structured Products relate. The price or level of
the Underlying Asset may vary over time and may
increase or decrease by reference to a variety of
factors which may include corporate actions,
macro economic factors, speculation and, where
the Underlying Asset is an index, changes in the
formula for or the method of calculating the
index.

You must be experienced with dealings in these
types of Structured Products and must understand
the risks associated with dealings in such
products. You should reach an investment
decision only after careful consideration, with
your advisers, of the suitability of any Structured
Product in light of your particular financial
circumstances, the information regarding the
relevant Structured Product and the particular
Underlying Asset to which the value of the
relevant Structured Product relates.

Adjustment related risk

Certain events relating to the Underlying Asset
require or, as the case may be, permit us to make



certain adjustments or amendments to the
Conditions. You have Ilimited anti-dilution
protection under the Conditions of the Structured
Products. We may, in our sole and absolute
discretion, adjust, among other things, the
Entitlement, the Exercise Price, the Strike Level
or any other terms (including without limitation
the closing price or the closing level of the
Underlying Asset) of any series of Structured
Product. However, we are not required to make an
adjustment for every event that may affect an
Underlying Asset, in which case the market price
of the Structured Product and the return upon the
expiry of the Structured Product may be affected.

In the case of Structured Products which relate to
an index, the level of the index may be published
by the index compiler at a time when one or more
shares comprising the index are not trading. If
this occurs on the Valuation Date but such
occurrence Market
Disruption Event under the Conditions, then the
value of such share(s) may not be included in the
level of the index. In addition, certain events
relating to the index (including a material change
in the formula or the method of calculating the
index or a failure to publish the index) permit us
to determine the level of the index on the basis of
the formula or method last in effect prior to such
change in formula or method.

does not constitute a

Suspension of trading

Prior to the Expiry Date, if trading or dealing in
the Underlying Assets is suspended on the Stock
Exchange, trading or dealing in the relevant
series of Structured Product will be suspended for
a similar period.

Delay in settlement

Unless otherwise specified in the relevant
Conditions, in the case of any expiry of
Structured Products, there may be a time lag
the Structured
Products expire and the time the applicable
settlement amount relating to such event is
determined. Any such delay between the time of

expiry and the determination of the settlement

between the date on which

amount will be specified in the relevant
Conditions.
However, such delay could be significantly

longer, particularly in the case of a delay in the
expiry of such Structured Products arising from a
determination by us that a Market Disruption

Event, Settlement Disruption Event or delisting
of a company has occurred at any relevant time or
that adjustments are required in accordance with
the Conditions.

The applicable settlement amount may change
significantly during any such period, and such
movement or movements could decrease or
modify the settlement amount of the Structured
Products.

You should note that in the event of a Settlement
Disruption Event or a Market Disruption Event,
payment of the Cash Settlement Amount may be
delayed as more fully described in the Product
Conditions.

Risks relating to Structured Products over
trusts

In the case of Structured Products which relate to
units of a trust:

(a) we and our affiliates do not have the ability
to control or predict the actions of the
trustee or the manager of the relevant trust.
Neither the trustee nor the manager of the
relevant trust (i) is involved in the offer of
any Structured Product in any way, or (ii)
has any obligation to consider the interests
of the holders of any Structured Product in
taking any corporate actions that might
affect the value of any Structured Product;
and

we have no role in the relevant trust. The
manager of the relevant trust is responsible
for making strategic, investment and other
trading decisions with respect to the
management of the relevant trust consistent
with its objectives
compliance with the investment restrictions
as set out in the constitutive documents of

(b)

investment and in

the relevant trust. The manner in which the
relevant trust is managed and the timing of
the manager’s actions may have a
significant impact on the performance of the
relevant trust. Hence, the market price of the
relevant units is also subject to these risks.

Risks relating to the legal form of the
Structured Products

Each series of Structured Products will be
represented by a global certificate registered in
the name of HKSCC Nominees Limited (or such



other nominee company as may be used by
HKSCC from time to time in relation to the
provision of nominee services to persons
admitted for the time being by HKSCC as a
participant of CCASS).

Structured Product issued in global registered
form held on your behalf within a clearing system
effectively means evidence of your title and
efficiency of ultimate delivery of the Cash
Settlement Amount will be subject to the CCASS
Rules. Amongst the risks, you should note that:

(a) you will not receive any definitive
certificates where the Structured Product is
to remain in the name of HKSCC Nominees

Limited for its entire life;

(b) any register that is maintained by us or on
our behalf, while available for inspection by
you, will not be capable of registering any
interests other than that of the legal title
owner, in other words, it will record at all
times that the Structured Products are being
held by HKSCC Nominees Limited;

(c) you will have to rely solely upon your
broker/custodians and the statements you
receive from such party as evidence of your
interests in the investment;

(d) notices or announcements will be published
on the HKEx website and/or released by
HKSCC to its participants via CCASS. You
will need to check the HKEx website

regularly and/or rely on your
brokers/custodians to obtain such
notices/announcements; and

(e) following the Expiry Date and the

determination by us of the Cash Settlement
Amount (if any), our obligations to you will
be duly fulfilled by payment of the Cash
Settlement Amount (if any) to HKSCC
Nominees Limited as the “holder” of the
Structured Products in accordance with the
Conditions. HKSCC or HKSCC Nominees
Limited will then distribute the received
Cash Settlement Amount to the respective
CCASS participants in accordance with the
CCASS Rules.

Effect of the combination of risk factors
unpredictable

Two or more risk factors may simultaneously
have an effect on the value of a series of
Structured Products such that the effect of any
individual risk factor may not be predictable. No
assurances can be given as to the effect any
combination of risk factors may have on the value
of a series of Structured Products.



APPENDIX 1
GENERAL CONDITIONS OF STRUCTURED PRODUCTS

These General Conditions relate to each series of Structured Products and must be read in conjunction
with, and are subject to, the relevant Product Conditions set out in Appendix 2 to this Base Listing
Document and the supplemental terms and conditions contained in the Supplemental Listing Document
in relation to the particular series of Structured Products. These General Conditions and the relevant
Product Conditions together constitute the Conditions of the relevant Structured Products, and will be
endorsed on the Global Certificate representing the relevant Structured Products. The Supplemental
Listing Document in relation to the issue of any series of Structured Products may specify additional
terms and conditions which shall, to the extent so specified or to the extent they are inconsistent with
these General Conditions and the relevant Product Conditions, replace or modify these General
Conditions and the relevant Product Conditions for the purpose of such series of Structured Products.

1.

Definitions

“Base Listing Document” means the base listing document relating to Structured Products dated
26 July 2010 and issued by the Issuer (including any addenda to such base listing document
issued by the Issuer from time to time);

“Board Lot” has the meaning given to it in the relevant Supplemental Listing Document;

“Business Day” means a weekday (excluding Saturdays) on which the Stock Exchange is
scheduled to open for dealings in Hong Kong and banks are open for business in Hong Kong;

“CCASS” means the Central Clearing and Settlement System established and operated by the
HKSCC;

“CCASS Rules” means the General Rules of CCASS and the CCASS Operational Procedures in
effect from time to time;

“Conditions” means, in respect of a particular series of Structured Products, these General
Conditions and the applicable Product Conditions;

“Dealing Commencement Date” means the date specified as such in the relevant Supplemental
Listing Document and on which dealing of the Structured Products on the Stock Exchange
commences;

“Designated Bank Account” means the relevant bank account designated by each Holder;
“Exercise Expenses” means, in respect of each series of Structured Products, any charges or
expenses (including any taxes or duties) which are incurred in respect of the exercise of a Board
Lot of Structured Products;

“Expiry Date” means the date specified as such in the relevant Supplemental Listing Document;

“General Conditions” means these general terms and conditions. These General Conditions
apply to each series of Structured Products;

“Global Certificate” means, in respect of the relevant Structured Products, a global certificate
registered in the name of the Nominee;

“HKSCC” means Hong Kong Securities Clearing Company Limited;
“Holder” means, in respect of each series of Structured Products, each person who is for the time

being shown in the Register as the holder of the Structured Products, and such person shall be
treated by the Issuer as the absolute owner and holder of the Structured Products;



“Hong Kong” means the Hong Kong Special Administrative Region of the People’s Republic of
China;

“Index” means the index specified as such in the relevant Supplemental Listing Document in
respect of each series of Structured Products;

“Instrument” means an instrument dated 22 July 2010 executed by the Issuer by way of deed
poll pursuant to which the Issuer creates and grants to the Holders certain rights in relation to
the Structured Products;

“Issuer” means The Bank of East Asia, Limited;

“Nominee” means HKSCC Nominees Limited (or such other nominee company as may be used
by HKSCC from time to time in relation to the provision of nominee services to persons admitted
for the time being by HKSCC as a participant of CCASS);

“Product Conditions” means, in respect of each series of Structured Products, the product
specific terms and conditions that apply to that particular series of Structured Products;

“Register” means, in respect of each series of Structured Products, the register of the Holders
of such series of Structured Products kept by the Issuer outside Hong Kong;

“Settlement Date” means the date as specified in the relevant Supplemental Listing Document
on which the Structured Products are settled in accordance with these General Conditions;

“Settlement Disruption Event” means an event which is beyond the control of the Issuer and
as a result of which, it is not possible for the Issuer to procure payment electronically through
CCASS by crediting the relevant Designated Bank Account of the Holder on the original
Settlement Date;

“Share” means the share specified as such in the relevant Supplemental Listing Document in
respect of each series of Structured Products;

“Stock Exchange” means The Stock Exchange of Hong Kong Limited;

“Structured Products” means derivative warrants (“Warrants”) or such other structured
products to be issued by the Issuer from time to time. References to “Structured Products” are
to be construed as references to a particular series of Structured Products and, unless the context
otherwise requires, any further structured products issued pursuant to General Condition 9; and

“Supplemental Listing Document” means the supplemental listing document relating to a
particular series of Structured Products.

Other capitalised terms will, unless otherwise defined, have the meanings given to them in the

Base Listing Document, the relevant Product Conditions, the relevant Supplemental Listing
Document and/or the Global Certificate.

— 14 —



2.1

2.2

2.3

2.4

3.1

3.2

Form, Status, Transfer, Title and Additional Costs and Expenses

Form and Title

The Structured Products are issued in registered form subject to and with the benefit of the
Instrument. The Holders are entitled to the benefit of, are bound by, and are deemed to have
notice of all the provisions of the Instrument. A copy of the Instrument is available for inspection
at the offices of the Issuer.

The Structured Products are represented by a Global Certificate. No definitive certificate will be
issued. The Structured Products can only be exercised by the Nominee.

Status of the Issuer’s obligations

The settlement obligation of the Issuer in respect of the Structured Products represents general
unsecured contractual obligations of the Issuer and of no other person which rank, and will rank,
equally among themselves and pari passu with all other present and future unsecured and
unsubordinated contractual obligations of the Issuer, except for obligations accorded preference
by mandatory provisions of applicable law.

Structured Products represent general contractual obligations of the Issuer, and are not, nor is it
the intention (expressed, implicit or otherwise) of the Issuer to create by the issue of Structured
Products deposit liabilities of the Issuer or a debt obligation of any kind.

Transfer of Structured Products

Transfers of Structured Products may be effected only in Board Lots or integral multiples thereof
in CCASS in accordance with the CCASS Rules.

Additional Costs and Expenses

Holders shall be responsible for additional costs and expenses in connection with any exercise
of the Structured Products including the Exercise Expenses which amount shall, subject to the
General Condition 3.2 and to the extent necessary, be payable to the Issuer and collected from
the Holders.

Rights and Exercise Expenses relating to the Structured Products

Entitlement of Holders

Every Board Lot initially entitles the Holders, upon due exercise or early expiration (as the case
may be) and upon compliance with these General Conditions (in particular General Condition 4)
and the applicable Product Conditions, to payment of the Cash Settlement Amount, if any.
Holders responsible for Exercise Expenses

Upon exercise or early expiration of a particular series of Structured Products, the Holders of
such series will be required to pay a sum equal to all the expenses resulting from the exercise
or early expiration of such Structured Products. To effect such payment an amount equivalent to

the Exercise Expenses shall be deducted from the Cash Settlement Amount in accordance with
General Condition 4.5.



4.1

4.2

4.3

4.4

4.5

4.6

Exercise of Structured Products

Exercise of Structured Products in Board Lots

Structured Products may only be exercised in Board Lots or integral multiples thereof.
Exercise of Structured Products

Subject to the early termination of the Structured Products according to the applicable Product
Conditions, the Structured Products will automatically be exercised at 10:00 a.m. on the Expiry
Date (without notice being given to the Holders) if the Issuer determines that the Cash Settlement
Amount (calculated in accordance with these General Conditions and the applicable Product
Conditions) is positive. The Holders will not be required to deliver any exercise notice and the
Issuer or its agent will pay to the Holders the Cash Settlement Amount (if any) in accordance
with General Condition 4.5 and the applicable Product Conditions.

Payment of Exercise Expenses

Any Exercise Expenses which are not determined by the Issuer on the Expiry Date and deducted
from the Cash Settlement Amount prior to delivery to the Holders in accordance with this
General Condition 4 and the applicable Product Conditions, shall be notified by the Issuer to the
Holders as soon as practicable after determination thereof and shall be paid by the Holders to the
Issuer immediately upon demand.

Record in the Register

Subject to an early termination of the Structured Products in accordance with these General
Conditions and the applicable Product Conditions, or in the event the Structured Products have
expired worthless, the Issuer will, with effect from the first Business Day following the Expiry
Date, remove the names of each Holder from the Register in respect of the number of relevant
Structured Products which are the subject of the valid exercise or have expired worthless, as the
case may be, and thereby cancel the relevant Structured Products and the Global Certificate.

Payment of Cash Settlement Amount

Upon a valid exercise of Structured Products in accordance with these General Conditions and
the applicable Product Conditions, the Issuer will pay the Cash Settlement Amount minus the
determined Exercise Expenses to the relevant Holder. If the Cash Settlement Amount is equal to
or less than the determined Exercise Expenses, no amount is payable by the Issuer.

The aggregate Cash Settlement Amount minus the determined aggregate Exercise Expenses shall
be despatched no later than the Settlement Date, by crediting that amount, in accordance with the
CCASS Rules, to the Designated Bank Account.

Upon the occurrence of a Settlement Disruption Event, the Issuer shall use its reasonable
endeavours to procure payment electronically through CCASS by crediting the relevant
Designated Bank Account of the Holder as soon as reasonably practicable after the original
Settlement Date. The Issuer will not be liable to the Holder for any interest in respect of the
amount due or any loss or damage that such Holder may suffer as a result of the existence of a
Settlement Disruption Event.

Obligation and responsibility of the Issuer
The Issuer’s obligations to pay the Cash Settlement Amount shall be discharged by payment in

accordance with General Condition 4.5 and the applicable Product Conditions. In the absence of
gross negligence or wilful misconduct on its part, none of the Issuer or their respective agents



4.7

4.8

7.1

shall have any responsibility for any errors or omissions in the calculation of the Cash Settlement
Amount. The purchase of Structured Products does not confer on any Holders of such Structured
Products any rights (whether in respect of voting, distributions or otherwise) in relation to the
Share or the constituent securities, contracts, commodities or currencies comprising the Index (as
the case may be).

Liability of the Issuer

Exercise and settlement of the Structured Products is subject to all applicable laws, regulations
and practices in force at the relevant time and the Issuer shall not incur any liability whatsoever
if it is unable to effect the transactions contemplated, after using all reasonable efforts, as a result
of any such laws, regulations or practices. The Issuer shall not under any circumstances be liable
for any acts or defaults of the CCASS in relation to the performance of its duties in relation to
the Structured Products.

Trading in Structured Products

Trading in Structured Products on the Stock Exchange shall cease prior to the Expiry Date in
accordance with the requirements of the Stock Exchange.

Purchase

The Issuer or any of its subsidiaries may at any time purchase Structured Products at any price
in the open market or by tender or by private treaty. Any Structured Products so purchased may
be held or resold or surrendered for cancellation.

Global Certificate

A Global Certificate representing the Structured Products will be deposited with CCASS in the
name of the Nominee. The Global Certificate must be executed manually on behalf of the Issuer
by authorised person(s) or attorney(s) of the Issuer.

Meetings of Holders and Modification
Meetings of Holders

The Instrument contains provisions for convening meetings of the Holders to consider any matter
affecting their interests, including the sanctioning by Extraordinary Resolution (as defined in the
Instrument) of a modification of the provisions of the Structured Products or of the Instrument.

Any resolution to be passed in a meeting of the Holders shall be decided by poll. A meeting may
be convened by the Issuer or by Holders holding not less than 10 per cent. of the Structured
Products for the time being remaining unexercised. The quorum at any such meeting for passing
an Extraordinary Resolution will be two or more persons holding or representing not less than
25 per cent. of the Structured Products for the time being remaining unexercised, or at any
adjourned meeting two or more persons being or representing Holders whatever the number of
Structured Products so held or represented.

A resolution will be an Extraordinary Resolution when it has been passed at a duly convened
meeting by not less than three-quarters of the votes cast by such Holders who, being entitled to
do so, vote in person or by proxy.

An Extraordinary Resolution passed at any meeting of the Holders shall be binding on all
Holders, whether or not they are present at the meeting.

Resolutions can be passed in writing without a meeting of the Holders being held if passed
unanimously.

— 17 —



7.2

8.1

8.2

10.

11.

Modification

The Issuer may, without the consent of the Holders, effect any modification of the provisions of
the Structured Products or the Instrument which is:

(a) not materially prejudicial to the interests of the Holders;
(b) of a formal, minor or technical nature;
(¢) made to correct an obvious error;

(d) necessary in order to comply with mandatory provisions of applicable laws, regulations,
codes, guidelines and requirements prescribed by the Stock Exchange from time to time; or

(e) otherwise considered appropriate by the Issuer and such modification or supplement is
approved by the Stock Exchange.

Any such modification shall be binding on all Holders and shall be notified to them by the Issuer
as soon as practicable thereafter in accordance with General Condition 8.

Notices
Website publication

All notices to the Holders will be validly given if published in English and in Chinese on the
website of Hong Kong Exchanges and Clearings Limited. In such circumstances, the Issuer shall
not be required to despatch copies of the notice to the Holders.

Request for copies

If so requested by any Holder (such request to be communicated to the Issuer), the Issuer will
deliver or procure delivery of copies of the notices published pursuant to General Condition 8.1
by post addressed to such Holder at the address recorded in the Register and airmail post shall
be used if that address is not in Hong Kong. Copies of the notices delivered or sent in accordance
with this General Condition shall be sent or delivered at the risk of such Holder.

Further Issues

The Issuer shall be at liberty from time to time, without the consent of the Holders, to create and
issue further structured products so as to form a single series with the Structured Products.

Governing Law

The Structured Products and the Instrument are governed by and construed in accordance with
the laws of Hong Kong. The Issuer and each Holder (by its purchase of the Structured Products)
submit for all purposes in connection with the Structured Products and the Instrument to the
non-exclusive jurisdiction of the courts of Hong Kong.

Language
A Chinese translation of these General Conditions will be made available for collection during
normal office hours from the Issuer at 10 Des Voeux Road Central, Hong Kong . In the event of

any inconsistency between the Chinese translation and the English version of these General
Conditions, the English version of these General Conditions prevails.



12.

13.

Prescription

Claims against the Issuer for payment of any amount in respect of the relevant Structured
Products will become void unless made within ten years of the Expiry Date and thereafter, any
sums payable in respect of such Structured Products shall be forfeited and shall revert to the
Issuer.

Illegality

The Issuer shall have the right to terminate the Structured Products if it shall have determined
in its absolute discretion that, for reasons beyond its control, its performance thereunder shall
have become unlawful in whole or in part as a result of compliance in good faith by the Issuer
with any applicable present or future law, rule, regulation, judgment, order or directive of any
governmental, administrative, legislative or judicial authority or power (“Applicable Law”). In
such circumstances, the Issuer will, if and to the extent permitted by the Applicable Law, pay to
each Holder in respect of each Structured Product held by such Holder an amount calculated by
it as the fair market value of the Structured Product immediately prior to such termination
(ignoring such illegality) less the cost to the Issuer of unwinding any related hedging
arrangements. Payment will be made to the Holder in such manner as shall be notified to the
Holder in accordance with General Condition 8.

— 19 —
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PART A
PRODUCT CONDITIONS OF CASH SETTLED WARRANTS OVER SINGLE EQUITIES

These Product Conditions will, together with the General Conditions and the supplemental terms and
conditions contained in the relevant Supplemental Listing Document, and subject to completion and
amendment, be endorsed on the Global Certificate. The relevant Supplemental Listing Document in
relation to the issue of any series of Warrants may specify additional terms and conditions which shall,
to the extent so specified or to the extent they are inconsistent with these Product Conditions, replace

or modify these Product Conditions for the purpose of such series of Warrants.
1. Definitions
For the purposes of these Product Conditions:

“Average Price” means the arithmetic mean of the closing prices of one Share (as derived from
the daily quotation sheet of the Stock Exchange, subject to any adjustments (as determined by
the Issuer in accordance with these Product Conditions) to such closing prices as may be
necessary to reflect any rights issue, bonus issue, subdivision, consolidation, restructuring event,
cash distribution or the like) for each Valuation Date;

“Cash Settlement Amount” means:

(a) In the case of a series of Call Warrants:

Cash Settlement Entitlement x (Average Price - Exercise Price) x one Board Lot

Amount per Board Lot Number of Warrants per Entitlement

(b) In the case of a series of Put Warrants:

Cash Settlement Entitlement x (Exercise Price - Average Price) x one Board Lot

Amount per Board Lot Number of Warrants per Entitlement

For the avoidance of doubt, if the Cash Settlement Amount is a negative figure, it shall be
deemed to be zero;

“Company” means the company specified as such in the relevant Supplemental Listing
Document;

“Entitlement” means the number specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with General Condition 13 and/or Product
Condition 2;

“Exercise Price” means the price specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with General Condition 13 and/or Product
Condition 2;

“General Conditions” means the general terms and conditions of Structured Products set out in
Appendix 1 of the Base Listing Document;



“Last Valuation Date” means the Business Day immediately preceding the Expiry Date;
“Market Disruption Event” means:

(a) the occurrence or existence on any Valuation Date during the one-half hour period that ends
at the close of trading of any suspension of or limitation imposed on trading (by reason of
movements in price exceeding limits permitted by the Stock Exchange or otherwise) on the
Stock Exchange in:

(i) the Shares; or

(i1) any options or futures contracts relating to the Shares if, in any such case, that such
suspension or limitation is, in the determination of the Issuer, material;

(b) the hoisting of the tropical cyclone warning signal number 8 or above or the issuance of a
“BLACK?” rainstorm signal by the Hong Kong Observatory on any day which:

(i) results in the Stock Exchange being closed for trading for the entire day; or

(ii) results in the Stock Exchange being closed prior to its regular time for close of trading
for the relevant day (for the avoidance of doubt, in the case when the Stock Exchange
is scheduled to open for the morning trading session only, closed prior to its regular
time for close of trading for the morning session),

PROVIDED THAT there shall be no Market Disruption Event solely by reason of the Stock
Exchange opening for trading later than its regular time for the opening of trading on any
day as a result of the tropical cyclone warning signal number 8 or above or the “BLACK”
rainstorm signal having been hoisted or issued; or

(c) a limitation or closure of the Stock Exchange due to any other unforeseen circumstances;

“Product Conditions” means these product terms and conditions. These Product Conditions
apply to each series of cash settled Warrants over single equities;

“Share” means the share specified as such in the relevant Supplemental Listing Document; and

“Valuation Date” means each of the five Business Days immediately preceding the Expiry Date,
provided that if the Issuer determines, in its sole discretion, that on any Valuation Date a Market
Disruption Event has occurred, then that Valuation Date shall be postponed until the first
succeeding Business Day on which there is no Market Disruption Event irrespective of whether
that postponed Valuation Date would fall on a Business Day that is already or is deemed to be
a Valuation Date, provided that if there is a Market Disruption Event on each of the four Business
Days immediately following the original Valuation Date that, but for the Market Disruption
Event, would have been a Valuation Date, then:

(a) that fourth Business Day after the original Valuation Date shall be deemed to be the
Valuation Date notwithstanding the Market Disruption Event, and

(b) the Issuer shall determine the closing price of the Share on the basis of its good faith
estimate of the bid price that would have prevailed on that fourth Business Day after the
original Valuation Date but for the Market Disruption Event.

In the event that a Market Disruption Event has occurred and a Valuation Date is postponed in

accordance with these Product Conditions, the closing price of the Share on the first succeeding
Business Day will be referenced more than once for the determination of the Cash Settlement



2.1

Amount, provided that if the postponement of a Valuation Date as aforesaid would result in a
Valuation Date falling on or after the Expiry Date, then:

(i) the Last Valuation Date shall be deemed to be the Valuation Date notwithstanding the
Market Disruption Event; and

(i) the Issuer shall determine the closing price of the Share on the basis of its good faith
estimate of the bid price that would have prevailed on the Last Valuation Date but for the
Market Disruption Event.

Other capitalised terms shall, unless otherwise defined herein, have the meaning ascribed to them
in the Base Listing Document, the General Conditions, the relevant Supplemental Listing
Document or the Global Certificate.

Adjustments

Adjustments may be made by the Issuer to the number of Shares to which the Warrants relate on
the basis of the following provisions:

Rights Issues

If and whenever the Company shall, by way of Rights (as defined below), offer new Shares for
subscription at a fixed subscription price to the holders of existing Shares pro rata to existing
holdings (a “Rights Offer”), the Entitlement shall be adjusted to take effect on the Business Day
on which trading in the Shares becomes ex-entitlement (“Rights Issue Adjustment Date”) in
accordance with the following formula:

Adjusted Entitlement = Adjustment Component x E

Where:

1+M
1+ (@R/S)xM

Adjustment Component =

E: Existing Entitlement immediately prior to the Rights Offer

S:  Cum-Rights Share price being the closing price of an existing Share as derived from the
daily quotation sheet of the Stock Exchange on the last Business Day on which the Shares
are traded on a Cum-Rights basis

R:  Subscription price per new Share specified in the Rights Offer plus an amount equal to any
dividends or other benefits foregone to exercise the Right

M: Number of new Share(s) (whether a whole or a fraction) per existing Share each holder
thereof is entitled to subscribe,

provided that if the above formula would result in an adjustment to the Entitlement which would
amount to less than one per cent. of the Entitlement immediately prior to the adjustment, then
no adjustment will be made. In addition, the Issuer shall adjust the Exercise Price (which shall
be rounded to the nearest Hong Kong dollar 0.001) by dividing the Exercise Price by the
Adjustment Component. The adjustment to the Exercise Price shall take effect on the Rights
Issue Adjustment Date.



2.2

2.3

2.4

For the purposes of these Product Conditions:

“Rights” means the right(s) attached to each existing Share or needed to acquire one new Share
(as the case may be) which are given to the holders of existing Shares to subscribe at a fixed
subscription price for new Shares pursuant to the Rights Offer (whether by the exercise of one
Right, a part of a Right or an aggregate number of Rights).

Bonus Issues

If and whenever the Company shall make an issue of Shares credited as fully paid to the holders
of Shares generally by way of capitalisation of profits or reserves (other than pursuant to a scrip
dividend or similar scheme for the time being operated by the Company or otherwise in lieu of
a cash dividend and without any payment or other consideration being made or given by such
holders) (a “Bonus Issue”) the Entitlement shall be adjusted to take effect on the Business Day
on which trading in the Shares becomes ex-entitlement (“Bonus Issue Adjustment Date”) in
accordance with the following formula:

Adjusted Entitlement = Adjustment Component x E

Where:

Adjustment Component = (1 + N)

E: Existing Entitlement immediately prior to the Bonus Issue

N: Number of additional Shares (whether a whole or a fraction) received by a holder of Shares
for each Share held prior to the Bonus Issue,

provided that if the above formula would result in an adjustment to the Entitlement which would
amount to less than one per cent. of the Entitlement immediately prior to the adjustment, then
no adjustment will be made. In addition, the Issuer shall adjust the Exercise Price (which shall
be rounded to the nearest Hong Kong dollar 0.001) by dividing the Exercise Price by the
Adjustment Component. The adjustment to the Exercise Price shall take effect on the Bonus Issue
Adjustment Date.

Subdivisions and Consolidations

If and whenever the Company shall subdivide its Shares or any class of its outstanding share
capital comprised of the Shares into a greater number of shares (a “Subdivision”) or consolidate
the Shares or any class of its outstanding share capital comprised of the Shares into a smaller
number of shares (a “Consolidation”), then:

(a) in the case of a Subdivision, the Entitlement in effect immediately prior thereto will be
increased whereas the Exercise Price (which shall be rounded to the nearest Hong Kong
dollar 0.001) will be decreased in the same ratio as the Subdivision; and

(b) in the case of a Consolidation, the Entitlement in effect immediately prior thereto will be
decreased whereas the Exercise Price (which shall be rounded to the nearest Hong Kong

dollar 0.001) will be increased in the same ratio as the Consolidation,

in each case on the day on which the Subdivision or Consolidation (as the case may be) takes
effect.

Restructuring Events
If it is announced that the Company is to or may merge or consolidate with or into any other

corporation (including becoming, by agreement or otherwise, a subsidiary of or controlled by any
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2.5

person or corporation) (except where the Company is the surviving corporation in a merger) or
that it is to or may sell or transfer all or substantially all of its assets, the rights attaching to the
Warrants may in the absolute discretion of the Issuer be amended no later than the Business Day
preceding the consummation of such merger, consolidation, sale or transfer (each a
“Restructuring Event”) (as determined by the Issuer in its absolute discretion) so that the
Warrants shall, after such Restructuring Event, relate to the number of shares of the
corporation(s) resulting from or surviving such Restructuring Event or other securities
(“Substituted Securities”) and/or cash offered in substitution for the affected Shares, as the case
may be, to which the holder of such number of Shares to which the Warrants related immediately
before such Restructuring Event would have been entitled upon such Restructuring Event, and
thereafter the provisions hereof shall apply to such Substituted Securities, provided that any
Substituted Securities may, in the absolute discretion of the Issuer, be deemed to be replaced by
an amount in Hong Kong dollars equal to the market value or, if no market value is available,
fair value, of such Substituted Securities in each case as determined by the Issuer as soon as
practicable after such Restructuring Event is effected. For the avoidance of doubt, any remaining
Shares shall not be affected by this paragraph and, where cash is offered in substitution for
Shares or is deemed to replace Substituted Securities as described above, references in these
Product Conditions to the Shares shall include any such cash.

Cash Distribution

No adjustment will be made for an ordinary cash dividend (whether or not it is offered with a
script alternative) (“Ordinary Dividend”). For any other forms of cash distribution (“Cash
Distribution”) announced by the Company, such as a cash bonus, special dividend or
extraordinary dividend, no adjustment will be made unless the value of the Cash Distribution
accounts for 2 per cent. or more of the Share’s closing price as derived from the daily quotation
sheet of the Stock Exchange on the day of announcement by the Company.

If and whenever the Company shall make a Cash Distribution credited as fully paid to the holders
of Shares generally, the Entitlement shall be adjusted to take effect on the Business Day on which
trading in the Shares becomes ex-entitlement in respect of the relevant Cash Distribution (“Cash
Distribution Adjustment Date”) in accordance with the following formula:

Adjusted Entitlement = Adjustment Component x E

Where:

S - 0D

Adjustment Component =
S-0D-CD

E: The existing Entitlement immediately prior to the Cash Distribution

S:  The closing price of the Share as derived from the Daily Quotation Sheet of the Stock
Exchange on the Business Day immediately preceding the Cash Distribution Adjustment
Date

CD: The amount of Cash Distribution per Share
OD: The amount of Ordinary Dividend per Share, provided that the Ordinary Dividend and the
Cash Distribution shall have the same ex-entitlement date. For the avoidance of doubt, the

OD shall be deemed to be zero if the ex-entitlement dates of the relevant Ordinary Dividend
and Cash Distribution are different
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In addition, the Issuer shall adjust the Exercise Price (which shall be rounded to the nearest Hong
Kong dollar 0.001) by dividing the Exercise Price by the Adjustment Component. The adjustment
to the Exercise Price shall take effect on the Cash Distribution Adjustment Date.

Other Adjustments

Except as provided in Product Conditions 2 and 4 and in General Condition 7 and 13, adjustments
will not be made in any other circumstances, subject to the right reserved by the Issuer (such
right to be exercised in the Issuer’s sole and unfettered discretion and without any obligation
whatsoever) to make such adjustments and amendments as it believes appropriate in
circumstances where an event or events (including the events as contemplated in Product
Conditions 2.1 to 2.5, 4.1 and 4.2) occur which it believes in its sole discretion and irrespective
of, in substitution for, or in addition to the provisions contemplated in Product Conditions 2.1
to 2.5, 4.1 and 4.2 should, in the context of the issue of the Warrants and the obligations of the
Issuer, give rise to such adjustment or, as the case may be, amendment provided that such
adjustment or, as the case may be, amendment is:

(a) considered by the Issuer not to be materially prejudicial to the Holders generally (without
considering the circumstances of any individual Holder or the tax or other consequences of
such adjustment in any particular jurisdiction); or

(b) is otherwise considered by the Issuer to be appropriate and such adjustment or amendment
is approved by the Stock Exchange.

Notice of Determinations

All determinations made by the Issuer pursuant hereto will be conclusive and binding on the
Holders. The Issuer will give, or procure that there is given, notice as soon as practicable of any
adjustment and of the date from which such adjustment is effective by publication in accordance
with General Condition 8.

Liquidation

In the event of a liquidation or dissolution of the Company or the appointment of a liquidator,
receiver or administrator or analogous person under any applicable law in respect of the whole
or substantially the whole of its undertaking, property or assets, all unexercised Warrants will
lapse and shall cease to be valid for any purpose. In the case of voluntary liquidation, the
unexercised Warrants will lapse and shall cease to be valid on the effective date of the relevant
resolution and, in the case of an involuntary liquidation or dissolution, on the date of the relevant
court order or, in the case of the appointment of a liquidator or receiver or administrator or
analogous person under any applicable law in respect of the whole or substantially the whole of
its undertaking, property or assets, on the date when such appointment is effective but subject
(in any such case) to any contrary mandatory requirement of law.

Delisting
Adjustments following delisting

If at any time the Shares cease to be listed on the Stock Exchange, the Issuer shall give effect
to these Product Conditions in such manner and make such adjustments and amendments to the
rights attaching to the Warrants as it shall, in its absolute discretion, consider appropriate to
ensure, so far as it is reasonably able to do so, that the interests of the Holders generally are not
materially prejudiced as a consequence of such delisting (without considering the circumstances
of any individual Holder or the tax or other consequences that may result in any particular
jurisdiction).
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Listing on another exchange

Without prejudice to the generality of Product Condition 4.1, where the Shares are, or, upon the
delisting, become, listed on any other stock exchange, these Product Conditions may, in the
absolute discretion of the Issuer, be amended to the extent necessary to allow for the substitution
of that other stock exchange in place of the Stock Exchange and the Issuer may, without the
consent of the Holders, make such adjustments to the entitlements of the Holders on exercise
(including, if appropriate, by converting foreign currency amounts at prevailing market rates into
Hong Kong currency) as may be appropriate in the circumstances.

Adjustments binding

The Issuer shall determine, in its absolute discretion, any adjustment or amendment and its
determination shall be conclusive and binding on the Holders save in the case of manifest error.
Notice of any adjustments or amendments shall be given to the Holders in accordance with
General Condition 8 as soon as practicable after they are determined.

Language
A Chinese translation of these Product Conditions will be made available for collection during
normal office hours from the Issuer at 10 Des Veoux Road Central, Hong Kong. In the event of

any inconsistency between the Chinese translation and the English version of these Product
Conditions, the English version of these Product Conditions shall prevail.



PART B
PRODUCT CONDITIONS OF CASH SETTLED WARRANTS OVER INDEX

These Product Conditions will, together with the General Conditions and the supplemental terms and
conditions contained in the relevant Supplemental Listing Document, and subject to completion and
amendment, be endorsed on the Global Certificate. The relevant Supplemental Listing Document in
relation to the issue of any series of Warrants may specify additional terms and conditions which shall,
to the extent so specified or to the extent they are inconsistent with these Product Conditions, replace
or modify these Product Conditions for the purpose of such series of Warrants.

1. Definitions
For the purposes of these Product Conditions:

“Cash Settlement Amount” means an amount calculated by the Issuer in accordance with the
following formula (and, if appropriate, either (a) converted (if applicable) into the Settlement
Currency at the Exchange Rate or, as the case may be, (b) converted into the Interim Currency
at the First Exchange Rate and then (if applicable) converted into Settlement Currency at the
Second Exchange Rate):

(a) In the case of a series of Call Warrants:

(Closing Level — Strike Level) x one Board Lot x

Cash Settlement - Index Currency Amount

Amount per Board Lot

Divisor

(b) In the case of a series of Put Warrants:

(Strike Level — Closing Level) x one Board Lot x

Cash Settlement - Index Currency Amount

Amount per Board Lot

Divisor

For the avoidance of doubt, if the Cash Settlement Amount is a negative figure, it shall be
deemed to be zero;

“Closing Level” means the level specified as such in the relevant Supplemental Listing
Document subject to any adjustment in accordance with General Condition 13 and/or Product
Condition 2;

“Divisor” means the number specified as such in the relevant Supplemental Listing Document;

“Exchange Rate” means the rate specified as such in the relevant Supplemental Listing
Document;

“First Exchange Rate” means the rate specified as such in the relevant Supplemental Listing
Document;

“General Conditions” means the general terms and conditions of Structured Products set out in
Appendix 1 of the Base Listing Document;

“Index” means the index specified as such in the relevant Supplemental Listing Document;

“Index Compiler” means the index compiler specified as such in the relevant Supplemental
Listing Document;



“Index Business Day” means a day on which the Index is scheduled to be published by the Index
Compiler or, as the case may be, the Successor Index Compiler (as defined below);

“Index Currency Amount” has the meaning given to it in the relevant Supplemental Listing
Document;

“Index Exchange” means the index stock exchange specified as such in the relevant
Supplemental Listing Document;

“Interim Currency” means the currency specified in the relevant Supplemental Listing
Document;

“Market Disruption Event” means:

(a) the occurrence or existence, on a Valuation Date during the one-half hour period that ends
at the close of trading, of any of:

(i) the suspension or material limitation of the trading of a material number of securities
that comprise the Index; or

(i) the suspension or material limitation of the trading of securities/commodities (A) on
the Index Exchange; or (B) generally; or

(iii) the suspension or material limitation of the trading of (A) options or futures contracts
relating to the Index on any exchanges or (B) options or futures generally on any
options and/or futures exchanges on which options or futures contracts relating to the
Index are traded; or

(iv) the imposition of any exchange controls in respect of any currencies involved in
determining the Cash Settlement Amount.

For the purposes of this definition:

(1) the limitation of the number of hours or days of trading will not constitute a Market
Disruption Event if it results from an announced change in the regular business hours
of any exchange, and

(2) a limitation on trading imposed by reason of the movements in price exceeding the
levels permitted by any relevant exchange will constitute a Market Disruption Event;
or

(b) the hoisting of the tropical cyclone warning signal number 8 or above or the issuance of a
“BLACK?” rainstorm signal by the Hong Kong Observatory on any day which:

(i) results in the Stock Exchange being closed for trading for the entire day; or

(i1) results in the Stock Exchange being closed prior to its regular time for close of trading
for the relevant day (for the avoidance of doubt, in the case when the Stock Exchange
is scheduled to open for the morning trading session only, closed prior to its regular
time for close of trading for the morning session),

PROVIDED THAT there shall be no Market Disruption Event solely by reason of the Stock
Exchange opening for trading later than its regular time for the opening of trading on any
day as a result of the tropical cyclone warning signal number 8 or above or the “BLACK”
rainstorm signal having been hoisted or issued; or
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(c) a limitation or closure of the Index Exchange or the Stock Exchange due to any other
unforeseen circumstances.

“Product Conditions” means these product terms and conditions. These Product Conditions
apply to each series of Warrants over an index;

“Second Exchange Rate” means the rate specified as such in the relevant Supplemental Listing
Document;

“Settlement Currency” means the currency specified as such in the relevant Supplemental
Listing Document;

“Strike Level” means the level specified as such in the relevant Supplemental Listing Document;

“Successor Index Compiler” means a successor to the Index Compiler acceptable to the Issuer;
and

“Valuation Date” means the date specified in the relevant Supplemental Listing Document,
provided that if the Issuer determines, in its sole discretion, that on the Valuation Date a Market
Disruption Event has occurred, then the Issuer shall determine the Closing Level on the basis of
its good faith estimate of the Closing Level that would have prevailed on that day but for the
occurrence of the Market Disruption Event provided that the Issuer may, but will not be obliged
to, determine such Closing Level by having regard to the manner in which the Index Compiler,
or the relevant body or entity, as the case may be, calculates the Closing Level.

Other capitalised terms shall, unless otherwise defined herein, have the meaning ascribed to them
in the Base Listing Document, the General Conditions, the relevant Supplemental Listing
Document or the Global Certificate.

Adjustments to the Index

Successor Index Compiler Calculates and Reports Index

If the Index is:

(a) not calculated and announced by the Index Compiler but is calculated and published by a
Successor Index Compiler; or

(b) replaced by a successor index using, in the determination of the Issuer, the same or a
substantially similar formula for and method of calculation as used in the calculation of the
Index,

then the Index will be deemed to be the index so calculated and announced by the Successor
Index Compiler or that successor index, as the case may be.

Modification and Cessation of Calculation of Index
If:

(a) on or prior to a Valuation Date, the Index Compiler or (if applicable) the Successor Index
Compiler makes a material change in the formula for or the method of calculating the Index
or in any other way materially modifies the Index (other than a modification prescribed in
that formula or method to maintain the Index in the event of changes in constituent
securities, contracts or commodities and other routine events), or



2.3

2.4

(b) on a Valuation Date, the Index Compiler or (if applicable) the Successor Index Compiler
fails to calculate and publish the Index (other than as a result of a Market Disruption
Event),

then the Issuer shall determine the Closing Level using, in lieu of the published level for the
Index, the level for the Index as at the Valuation Date as determined by the Issuer in accordance
with the formula for and method of calculating the Index last in effect prior to that change or
failure, but using only those securities, contracts or commodities that comprised the Index
immediately prior to that change or failure (other than those securities that have since ceased to
be listed on the relevant exchange).

Other Adjustments

Except as provided in this Product Condition 2 and in General Condition 7 and 13, adjustments
will not be made in any other circumstances, subject to the right reserved by the Issuer (such
right to be exercised in the Issuer’s sole and unfettered discretion and without any obligation
whatsoever) to make such adjustments and amendments as it believes appropriate in
circumstances where an event or events (including the events as contemplated in Product
Conditions 2.1 and 2.2) occur which it believes in its sole discretion and irrespective of, in
substitution for, or in addition to the provisions contemplated in Product Conditions 2.1 and 2.2
should, in the context of the issue of the Warrants and the obligations of the Issuer, give rise to
such adjustment or, as the case may be, amendment provided that such adjustment or, as the case
may be, amendment:

(a) is considered by the Issuer not to be materially prejudicial to the Holders generally (without
considering the circumstances of any individual Holder or the tax or other consequences of
such adjustment in any particular jurisdiction); or

(b) is otherwise considered by the Issuer to be appropriate and such adjustment or amendment
is approved by the Stock Exchange.

Notice of Determinations

All determinations made by the Issuer pursuant hereto will be conclusive and binding on the
Holders. The Issuer will give, or procure that there is given, notice as soon as practicable of any
adjustment and of the date from which such adjustment is effective by publication in accordance
with General Condition 8.

Language
A Chinese translation of these Product Conditions will be made available for collection during
normal office hours from the Issuer at 10 Des Veoux Road Central, Hong Kong. In the event of

any inconsistency between the Chinese translation and the English version of these Product
Conditions, the English version of these Product Conditions prevails.



PART C
PRODUCT CONDITIONS OF CASH SETTLED WARRANTS OVER UNIT TRUSTS

These Product Conditions will, together with the General Conditions and supplemental terms and
conditions contained in the relevant Supplemental Listing Document, and subject to completion and
amendment, be endorsed on the Global Certificate. The relevant Supplemental Listing Document in
relation to the issue of any series of Warrants may specify additional terms and conditions which shall,
to the extent so specified or to the extent they are inconsistent with these Product Conditions, replace

or modify these Product Conditions for the purpose of such series of Warrants.
1. Definitions
For the purposes of these Product Conditions:

“Average Price” shall be the arithmetic mean of the closing prices of one Unit (as derived from
the daily quotation sheet of the Stock Exchange, subject to any adjustments (as determined by
the Issuer in accordance with these Product Conditions) to such closing prices as may be
necessary to reflect any rights issue, bonus issue, consolidation or subdivision, restructuring
event, cash distribution or the like) for each Valuation Date;

“Cash Settlement Amount” means:

(a) In the case of a series of Call Warrants:

Cash Settlement Entitlement x (Average Price — Exercise Price) x one Board Lot

Amount per Board Lot Number of Warrants per Entitlement

(b) In the case of a series of Put Warrants:

Cash Settlement Entitlement x (Exercise Price — Average Price) x one Board Lot

Amount per Board Lot Number of Warrants per Entitlement

For the avoidance of doubt, if the Cash Settlement Amount is a negative figure, it shall be
deemed to be zero;

“Entitlement” means the number specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with General Condition 13 and/or Product
Condition 2;

“Exercise Price” means the price specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with General Condition 13 and/or Product

Condition 2;

“General Conditions” means the general terms and conditions of Structured Products set out in
Appendix 1 of the Base Listing Document;

“Last Valuation Date” means the Business Day immediately preceding the Expiry Date;



“Market Disruption Event” means:

(a) the occurrence or existence on any Valuation Date during the one-half hour period that ends
at the close of trading of any suspension of or limitation imposed on trading (by reason of
movements in price exceeding limits permitted by the Stock Exchange or otherwise) on the
Stock Exchange in:

(i)  the Units; or

(i1) any options or futures contracts relating to the Units if, in any such case, that such
suspension or limitation is, in the determination of the Issuer, material;

(b) the hoisting of the tropical cyclone warning signal number 8 or above or the issuance of a
“BLACK?” rainstorm signal by the Hong Kong Observatory on any day which:

(i) results in the Stock Exchange being closed for trading for the entire day; or

(i1) results in the Stock Exchange being closed prior to its regular time for close of trading
for the relevant day (for the avoidance of doubt, in the case when the Stock Exchange
is scheduled to open for the morning trading session only, closed prior to its regular
time for close of trading for the morning session),

PROVIDED THAT there shall be no Market Disruption Event solely by reason of the Stock
Exchange opening for trading later than its regular time for the opening of trading on any
day as a result of the tropical cyclone warning signal number 8 or above or the “BLACK”
rainstorm signal having been hoisted or issued; or

(c¢) a limitation or closure of the Stock Exchange due to any other unforeseen circumstances;

“Product Conditions” means these product terms and conditions. These Product Conditions
apply to each series of cash settled Warrants over unit trusts;

“Trust” means the trust specified as such in the relevant Supplemental Listing Document;

“Unit” means the unit specified as such in the relevant Supplemental Listing Document; and

“Valuation Date” means each of the five Business Days immediately preceding the Expiry Date,
provided that if the Issuer determines, in its sole discretion, that on any Valuation Date a Market
Disruption Event has occurred, then that Valuation Date shall be postponed until the first
succeeding Business Day on which there is no Market Disruption Event irrespective of whether
that postponed Valuation Date would fall on a Business Day that is already or is deemed to be
a Valuation Date, provided that if there is a Market Disruption Event on each of the four Business
Days immediately following the original Valuation Date that, but for the Market Disruption
Event, would have been a Valuation Date, then:

(a) that fourth Business Day after the original Valuation Date shall be deemed to be the
Valuation Date notwithstanding the Market Disruption Event, and

(b) the Issuer shall determine the closing price of the Units on the basis of its good faith

estimate of the bid price that would have prevailed on that fourth Business Day after the
original Valuation Date but for the Market Disruption Event.
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In the event that a Market Disruption Event has occurred and a Valuation Date is postponed in
accordance with these Product Conditions, the closing price of the Units on the first succeeding
Business Day will be referenced more than once in the determination of the Cash Settlement
Amount, provided that if the postponement of a Valuation Date as aforesaid would result in a
Valuation Date falling on or after the Expiry Date, then:

(i) the Last Valuation Date shall be deemed to be the Valuation Date notwithstanding the
Market Disruption Event; and

(i) the Issuer shall determine the closing price of the Units on the basis of its good faith
estimate of the bid price that would have prevailed on the Last Valuation Date but for the
Market Disruption Event.

Other capitalised terms shall, unless otherwise defined herein, have the meaning ascribed to them

in the Base Listing Document, the General Conditions, the relevant Supplemental Listing
Document or the Global Certificate.

Adjustments

Adjustments may be made by the Issuer to the number of Units to which the Warrants relate on
the basis of the following provisions:

Rights Issues

If and whenever the Trust shall, by way of Rights (as defined below), offer new Units for
subscription at a fixed subscription price to the holders of existing Units pro rata to existing
holdings (a “Rights Offer”), the Entitlement shall be adjusted to take effect on the Business Day

on which trading in the Units becomes ex-entitlement (“Rights Issue Adjustment Date”) in
accordance with the following formula:

Adjusted Entitlement = Adjustment Component x E
Where:

1+ M
1+ (@R/S)xM

Adjustment Component =

E: Existing Entitlement immediately prior to the Rights Offer

S:  Cum-Rights Unit price being the closing price of an existing Unit as derived from the daily
quotation sheet of the Stock Exchange on the last Business Day on which the Units are
traded on a Cum-Rights basis

R:  Subscription price per new Unit specified in the Rights Offer plus an amount equal to any
distributions or other benefits foregone to exercise the Right

M: Number of new Unit(s) (whether a whole or a fraction) per existing Unit each holder thereof
is entitled to subscribe,

provided that if the above formula would result in an adjustment to the Entitlement which would
amount to less than one per cent. of the Entitlement immediately prior to the adjustment, then
no adjustment will be made. In addition, the Issuer shall adjust the Exercise Price (which shall
be rounded to the nearest Hong Kong dollar 0.001) by dividing the Exercise Price by the
Adjustment Component. The adjustment to the Exercise Price shall take effect on the Rights
Issue Adjustment Date.
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For the purposes of these Product Conditions:

“Rights” means the right(s) attached to each existing Unit or needed to acquire one new Unit (as
the case may be) which are given to the holders of existing Units to subscribe at a fixed
subscription price for new Units pursuant to the Rights Offer (whether by the exercise of one
Right, a part of a Right or an aggregate number of Rights).

Bonus Issues

If and whenever the Trust shall make an issue of Units credited as fully paid to the holders of
Units generally (other than pursuant to a scrip distribution or similar scheme for the time being
operated by the Trust or otherwise in lieu of a cash distribution and without any payment or other
consideration being made or given by such holders) (a “Bonus Issue”) the Entitlement shall be
adjusted to take effect on the Business Day on which trading in the Units becomes ex-entitlement
(“Bonus Issue Adjustment Date”) in accordance with the following formula:

Adjusted Entitlement = Adjustment Component x E

Where:

Adjustment Component = (1 + N)

E: Existing Entitlement immediately prior to the Bonus Issue

N: Number of additional Units (whether a whole or a fraction) received by a holder of Units
for each Units held prior to the Bonus Issue,

provided that if the above formula would result in an adjustment to the Entitlement which would
amount to less than one per cent. of the Entitlement immediately prior to the adjustment, then
no adjustment will be made. In addition, the Issuer shall adjust the Exercise Price (which shall
be rounded to the nearest Hong Kong dollar 0.001) by dividing the Exercise Price by the
Adjustment Component. The adjustment to the Exercise Price shall take effect on the Bonus Issue
Adjustment Date.

Subdivisions and Consolidations

If and whenever the Trust shall subdivide its Units or any class of its outstanding Units into a
greater number of units (a “Subdivision™) or consolidate the Units or any class of its outstanding
Units into a smaller number of units (a “Consolidation”), then:

(a) in the case of a Subdivision, the Entitlement in effect immediately prior thereto will be
increased whereas the Exercise Price (which shall be rounded to the nearest Hong Kong
dollar 0.001) will be decreased in the same ratio as the Subdivision; and

(b) in the case of a Consolidation, the Entitlement in effect immediately prior thereto will be
decreased whereas the Exercise Price (which shall be rounded to the nearest Hong Kong
dollar 0.001) will be increased in the same ratio as the Consolidation,

in each case on the day on which the Subdivision or Consolidation takes effect.
Restructuring Events

If it is announced that the Trust is to or may merge with or into any other trust or consolidate
with or into any other trust or corporation (including becoming, by agreement or otherwise,
controlled by any person or corporation) (except where the Trust is the surviving entity in a

merger) or that it is to, or may, sell or transfer all or substantially all of its assets, the rights
attaching to the Warrants may in the absolute discretion of the Issuer be amended no later than
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the Business Day preceding the consummation of such merger, consolidation, sale or transfer
(each a “Restructuring Event”) (as determined by the Issuer in its absolute discretion) so that
the Warrants shall, after such Restructuring Event, relate to the number of units of the trust(s)
resulting from or surviving such Restructuring Event or other securities (“Substituted
Securities”) and/or cash offered in substitution for the affected Units, as the case may be, to
which the holder of such number of Units to which the Warrants related immediately before such
Restructuring Event would have been entitled upon such Restructuring Event, and thereafter the
provisions hereof shall apply to such Substituted Securities, provided that any Substituted
Securities may, in the absolute discretion of the Issuer, be deemed to be replaced by an amount
in Hong Kong dollars equal to the market value or, if no market value is available, fair value,
of such Substituted Securities in each case as determined by the Issuer as soon as practicable
after such Restructuring Event is effected. For the avoidance of doubt, any remaining Units shall
not be affected by this paragraph and, where cash is offered in substitution for Units or is deemed
to replace Substituted Securities as described above, references in these Product Conditions to
the Units shall include any such cash.

Cash Distribution

No adjustment will be made for an ordinary cash distribution (whether or not it is offered with
a script alternative) (“Ordinary Distribution”). For any other forms of cash distribution (“Cash
Distribution”) announced by the Trust, such as a cash bonus, special distribution or
extraordinary distribution, no adjustment will be made unless the value of the Cash Distribution
accounts for 2 per cent. or more of the Unit’s closing price as derived from the daily quotation
sheet of the Stock Exchange on the day of announcement by the Trust.

If and whenever the Trust shall make a Cash Distribution credited as fully paid to the holders of
Units generally, the Entitlement shall be adjusted to take effect on the Business Day on which
trading in the Units becomes ex-entitlement in respect of the relevant Cash Distribution (“Cash
Distribution Adjustment Date”) in accordance with the following formula:

Adjusted Entitlement = Adjustment Component x E

Where:

S - 0D

Adjustment Component =
S-0OD-CD

E: The existing Entitlement immediately prior to the Cash Distribution

S:  The closing price of the Unit as derived from the daily quotation sheet of the Stock
Exchange on the Business Day immediately preceding the Cash Distribution Adjustment
Date

CD: The amount of Cash Distribution per Unit

OD: The amount of Ordinary Distribution per Unit, provided that the Ordinary Distribution and
the Cash Distribution shall have the same ex-entitlement date. For the avoidance of doubt,
the OD shall be zero if the ex-entitlement dates of the relevant Ordinary Distribution and
Cash Distribution are different

In addition, the Issuer shall adjust the Exercise Price (which shall be rounded to the nearest Hong
Kong dollar 0.001) by dividing the Exercise Price by the Adjustment Component. The adjustment
to the Exercise Price shall take effect on the Cash Distribution Adjustment Date.
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Other Adjustments

Except as provided in Product Conditions 2 and 4 and in General Condition 7 and 13, adjustments
will not be made in any other circumstances, subject to the right reserved by the Issuer (such
right to be exercised in the Issuer’s sole and unfettered discretion and without any obligation
whatsoever) to make such adjustments and amendments as it believes appropriate in
circumstances where an event or events (including the events as contemplated in Product
Conditions 2.1 to 2.5, 4.1 and 4.2) occur which it believes in its sole discretion and irrespective
of, in substitution for, or in addition to the provisions contemplated in Product Conditions 2.1
to 2.5, 4.1 and 4.2 should, in the context of the issue of the Warrants and the obligations of the
Issuer, give rise to such adjustment or, as the case may be, amendment provided that such
adjustment or, as the case may be, amendment is:

(a) considered by the Issuer not to be materially prejudicial to the Holders generally (without
considering the circumstances of any individual Holder or the tax or other consequences of
such adjustment in any particular jurisdiction); or

(b) is otherwise considered by the Issuer to be appropriate and such adjustment or amendment
is approved by the Stock Exchange.

Notice of Determinations

All determinations made by the Issuer pursuant hereto will be conclusive and binding on the
Holders. The Issuer will give, or procure that there is given, notice as soon as practicable of any
adjustment and of the date from which such adjustment is effective by publication in accordance
with General Condition 8.

Termination or Liquidation

In the event of a Termination or the liquidation or dissolution of the trustee of the Trust
(including any successor trustee appointed from time to time) (“Trustee”) (in its capacity as
trustee of the Trust) or the appointment of a liquidator, receiver or administrator or analogous
person under any applicable law in respect of the whole or substantially the whole of the
Trustee’s undertaking, property or assets, all unexercised Warrants will lapse and shall cease to
be valid for any purpose. In the case of a Termination, the unexercised Warrants will lapse and
shall cease to be valid on the effective date of the Termination, in the case of a voluntary
liquidation, the unexercised Warrants will lapse and shall cease to be valid on the effective date
of the relevant resolution and, in the case of an involuntary liquidation or dissolution, the
unexercised Warrants will lapse and shall cease to be valid on the date of the relevant court order
or, in the case of the appointment of a liquidator or receiver or administrator or analogous person
under any applicable law in respect of the whole or substantially the whole of the Trustee’s
undertaking, property or assets, the unexercised Warrants will lapse and shall cease to be valid
on the date when such appointment is effective but subject (in any such case) to any contrary
mandatory requirement of law.

For the purpose of this Product Condition 3, “Termination” means:

(a) the Trust is terminated, or the Trustee or the manager of the Trust (including any successor
manager appointed from time to time) (“Manager”) is required to terminate the Trust under
the trust deed (“Trust Deed”) constituting the Trust or applicable law, or the termination
of the Trust commences;

(b) the Trust is held or is conceded by the Trustee or the Manager not to have been constituted
or to have been imperfectly constituted;
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(c) the Trustee ceases to be authorised under the Trust to hold the property of the Trust in its
name and perform its obligations under the Trust Deed; or

(d) the Trust ceases to be authorised as an authorised collective investment scheme under the
Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong).

Delisting

Adjustments following delisting

If at any time the Units cease to be listed on the Stock Exchange, the Issuer shall give effect to
these Product Conditions in such manner and make such adjustments and amendments to the
rights attaching to the Warrants as it shall, in its absolute discretion, consider appropriate to
ensure, so far as it is reasonably able to do so, that the interests of the Holders generally are not
materially prejudiced as a consequence of such delisting (without considering the circumstances
of any individual Holder or the tax or other consequences that may result in any particular
jurisdiction).

Listing on another exchange

Without prejudice to the generality of Product Condition 4.1, where the Units are, or, upon the
delisting, become, listed on any other stock exchange, these Product Conditions may, in the
absolute discretion of the Issuer, be amended to the extent necessary to allow for the substitution
of that other stock exchange in place of the Stock Exchange and the Issuer may, without the
consent of the Holders, make such adjustments to the entitlements of the Holders on exercise
(including, if appropriate, by converting foreign currency amounts at prevailing market rates into
Hong Kong currency) as may be appropriate in the circumstances.

Adjustment binding

The Issuer shall determine, in its absolute discretion, any adjustment or amendment and its
determination shall be conclusive and binding on the Holders save in the case of manifest error.
Notice of any adjustments or amendments shall be given to the Holders in accordance with
General Condition 8 as soon as practicable after they are determined.

Language
A Chinese translation of these Product Conditions will be made available for collection during
normal office hours from the Issuer at 10 Des Veoux Road Central, Hong Kong. In the event of

any inconsistency between the Chinese translation and the English version of these Product
Conditions, the English version of these Product Conditions shall prevail.
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INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF THE BANK OF EAST ASIA, LIMITED

(incorporated in Hong Kong with limited liability)

We have audited the consolidated accounts of The Bank of East Asia, Limited (“the Bank”) set out on pages 114 to 246, which comprise
the consolidated and the Bank statement of financial position as at 31st December, 2009, and the consolidated income statement, the
consolidated statement of comprehensive income, the consolidated statement of changes in equity and the consolidated cash flow
statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE ACCOUNTS

The Directors of the Bank are responsible for the preparation and the true and fair presentation of these accounts in accordance with
Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the Hong Kong
Companies Ordinance. This responsibility includes designing, implementing and maintaining internal control relevant to the preparation
and the true and fair presentation of the accounts that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these accounts based on our audit. This report is made solely to you, as a body, in
accordance with section 141 of the Hong Kong Companies Ordinance, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance as to whether the accounts are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the accounts. The procedures
selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the accounts, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and true and
fair presentation of the accounts in order to design audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of accounting estimates made by the Directors, as well as evaluating the overall
presentation of the accounts.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
OPINION

In our opinion, the accounts give a true and fair view of the state of affairs of the Bank and of the Group as at 31st December, 2009
and of the Group’s profit and cash flows for the year then ended in accordance with Hong Kong Financial Reporting Standards and have
been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

Hong Kong, 11th February, 2010
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CONSOLIDATED INCOME STATEMENT
GFelax

For the year ended 31st December, 2009 ZZ2009%F 12531 H IF FE

2009 2008
Notes ff/z7 HK$ Mn SBE¥EE T HKS Mn B¥EBET
Interest income FBUA 4 12,121 17,465
Interest expense FEZH 5 (5,374) (10,672)
Net interest income A B A 6,747 6,793
Fee and commission income RTS8 KA & WA 6 2,799 2,618
Fee and commission expense R E RASZ T (537) (473)
Net fee and commission R %E kA& F5E 2,262 2,145
Net trading profits/(losses) TG, (B8 ) R 5 7 941 (1,292)
Net result from financial instruments T ABRBIBR
designated at fair value through ARBAF(EE
profit or loss SR THAFRIR 8 (267) (1,612)
Other operating income RSN 9 505 423
Non-interest income/(expense) FEFIBURA () 3,441 (336)
Operating income &g A 10,188 6,457
Operating expenses LET 10 (6,129) (5,779)
Operating profit before impairment losses  ARINBIFIEER R 2
i 4,059 678
Impairment losses on loans and advances TA&%H’)\H{ETE% 11 (1,105) (558)
Impairment losses on ZE R EREEL 27
held-to-maturity investments 9) (44)
Impairment losses on available-for-sale AEHESRERE
financial assets /JEUETESE (14) (352)
(Charge for)/Write back of impairment TTHEREIE K
losses on bank premises (F88), o143 31 (13) 6
Impairment losses VEREEEES (1,141) (948)
Operating profit/(loss) after EIIRRBERKEZ
impairment losses KEEF (E518) 2,918 (270)
Net (loss)/profit on sale of HERERERE Y
held-to-maturity investments (R, A (12) 25
Net profit on sale of available-for-sale HERMEEE
financial assets SRVEEZF R A 12 102 197
Net profit on sale of loans and receivables  HE&EEZ N EKIRTE
ZFm A 2 1
Net loss on sale of subsidiaries/associates HERBAR,
Bt AR 2 FEE - (8)
Net profit on sale of fixed assets HEBEEEZ Fmil 16 178
Valuation gains/(losses) on investment BEHIREYE
properties &F(E18) 31 206 (168)
Share of profits less losses on associates FEL B A TR A
BEE 264 53
Profit for the year before taxation FEARRB AR 3,496 8
Income tax Fr St 13 (858) 96
Profit for the year after taxation F [E NBR 15 i A 2,638 104
Attributable to: AR
Owners of the parent REEAZER 2,565 39
Minority interest DB R RS 39 73 65
Profit after taxation BRAL IR 2,638 104
Earnings per share FRZEF HKS$E & HKS$ B
Basic BN 16 1.36 0.02
Diluted e 16 1.36 0.02

F122F 246 B 2 HIEBARE 2 —8/5 - BHE
FENENEMN T ATRRERSZFBEEFER
MIEE15 o

The notes on pages 122 to 246 form part of these accounts. Details of dividends
payable to equity shareholders of the Bank attributable to the profit for the year are set
out in Note 15.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FEEZElaE

For the year ended 31st December, 2009 ZZ2009%F12531H It EE

2009 2008
Notes ffizf HKS Mn B¥EEIT HKS Mn B EET
Net profit eding) 2,638 104
Other comprehensive income/(expense) FRHE MBS
for the year (after taxation and (ZH) (BEBRFE
reclassification adjustments): DEEARE)
Premises: 1THE
— unrealized surplus on revaluation — B{h{THLATEE £
of premises HARBEIR AR 38(c) 97 10
— deferred taxes —RIERIR 38(0) (26) 13
— effect on opening balance resulting — A FER R &
from decrease in tax rate RSB 2 - (10)
— exchange differences —[EHEE - (1)
Available-for-sale investment A SR E R E R
revaluation reserve:
— fair value changes taken to/(from) —FAS(kB)
equity AR AT
N EESS) 38(h) 575 (839)
— fair value changes transferred -8,/ (BA)
from/(to) income statement: SR AT
— on impairment and amortisation SEAENE: 38(h) 11 153
— on disposal —HE 38(h) (29) (115)
— deferred taxes —RIERIR 38(h) (43) 93
— effect on opening balance resulting — A FER R &
from decrease in tax rate AT AE R R 2 - 5
Share of changes in equity of associates FEAEES & A RlMEE A
558 38() 17 (22)
Exchange differences on translation of: EITHELER
PE 5 =58
— financial statements of overseas —BINDAT
branches, subsidiaries and associates BB A A &
NG|
M= 38(f) 163 356
Other comprehensive income/(expense) HEfzm
Was,/(XiH) 765 (357)
Total comprehensive income/(expense) 2EME(ZH)
ok 3,403 (253)
Total comprehensive 2EMKE(ZH)
income/(expense) attributable to: HEER R ¢
Owners of the parent NEBRRE 3,330 (318)
Minority interest o GLE S 39 73 65
3,403 (253)
The notes on pages 122 to 246 form part of these accounts. F122E246 A 2 M MARRIRZ —#5 °
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

FEMBRALR

As at 31st December, 2009 20094 12531H

2009 2008
Notes fff7# HK$ Mn B¥EE T HKS Mn B BEET
ASSETS BEE
Cash and balances with banks and & RAERITAEAAD
other financial institutions R AT 20 29,712 28,105
Placements with banks and EIRIT R EH A
other financial institutions S RIMEBERNTTER 21 67,945 96,574
Trade bills L 22 1,847 1,164
Trading assets RHBEEE 23 5,722 3,437
Financial assets designated at HEE AR s DA R AL
fair value through profit or loss AEEENEREE 24 10,392 4,130
Advances to customers and other accounts FE BN EIRIE 25 261,803 243,725
Available-for-sale financial assets AHEESREE 26 30,883 18,560
Held-to-maturity investments BEIHIRE 27 7,239 5,006
Investments in associates &N R)IRE 29 2,615 2,486
Fixed assets EEEE 31 11,467 9,146
— Investment properties —REWZE 2,095 1,839
— Other property and equipment — Bt KR 9,372 7,307
Goodwill and intangible assets BmEREREE 30 4,135 2,734
Deferred tax assets BEEFIIB A = 33(b) 322 187
Total Assets EERTE 434,082 415,254
EQUITY AND LIABILITIES RS B &
Deposits and balances of banks HR1T R E A& RIEIE R
and other financial institutions TR R AEH 11,886 27,045
Deposits from customers BEER 342,528 323,802
Trading liabilities RHABAE 34(a) 1,455 2,846
Certificates of deposit issued BBITENE 2,812 5,491
— At fair value through profit or loss — BB ER AR
NEEE 2,442 3,777
— At amortised cost — B HR A 370 1,714
Current taxation NHAFR IR 33(a) 147 333
Debt securities issued BEREITERES 4,346 =
Deferred tax liabilities EEFIEA R 33(b) 520 77
Other accounts and provisions H(th BRIE K2 XE 34(b) 18,506 12,139
Loan capital BEER 35 12,359 11,036
— At fair value through profit or loss — AiAE R DA R
RNEEE 7,712 6,395
— At amortised cost — B EHPAN 4,647 4,641
Total Liabilities BEEE 394,559 382,769
Share capital A% 2R 37 4,623 4,183
Reserves & 38 30,542 27,963
Total equity attributable to owners FBNAEER
of the parent RIS 4BEE 35,165 32,146
Minority interest DERR R A 39 4,358 339
Total Equity MR 4B R 39,523 32,485
Total Equity and Liabilities R R B EeRE 434,082 415,254

Approved and authorised for issue by the Board of Directors on 11th February, 2010.

Chairman and Chief
Executive
Directors

David LI Kwok-po
WONG Chung-hin

Allan WONG Chi-yun
Winston LO Yau-lai

The notes on pages 122 to 246 form part of these accounts.

ZE2R2010F2 A 11 B iz RIREREMA -

FE
FTTIAEE, FEHH
20 =EA
YRR
BR#E

1222246 B 2 T BAREZ —#5 °
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STATEMENT OF FINANCIAL POSITION
Bt 35 K 5l &

As at 31st December, 2009 2009%12531H

2009 2008
Notes ffz# HKS Mn B¥BHET HKS Mn B¥EET
ASSETS BE
Cash and balances with banks and R RAERITH
other financial institutions Hih& g ER T 20 12,527 4,852
Placements with banks and ERITREM S
other financial institutions A= npER 21 61,894 92,735
Trade bills B HEE 22 861 521
Trading assets RHBBEE 23 3,324 2,914
Financial assets designated at 1 E AiRiA 1S s DA R AL
fair value through profit or loss AEBENEREE 24 10,384 4,114
Advances to customers and other accounts TEEZ N E b IRIE 25 148,596 138,640
Amounts due from subsidiaries S EVNCIDNE 32(a) 12,719 16,398
Available-for-sale financial assets AftHESmEE 26 18,935 10,985
Held-to-maturity investments REIHEE 27 4,802 3,318
Investments in subsidiaries B A RIIEE 28 13,457 11,673
Investments in associates BN RIRE 29 1,946 1,984
Fixed assets EE&E 31 6,220 5,587
— Investment properties —REME 1,798 1,819
— Other property and equipment —E it R & 4,422 3,768
Goodwill and intangible assets BELETEE 30 1,460 1,460
Deferred tax assets BERIHE E 33(b) 168 38
Total Assets BERSE 297,293 295,219
EQUITY AND LIABILITIES PR N B E
Deposits and balances of RIT R E A & B R
banks and other financial institutions TR aEeR 3,521 1,093
Deposits from customers BEEER 237,517 240,029
Trading liabilities RPABAE 34(a) 1,235 2,549
Certificates of deposit issued BEEITERE 5,012 7,691
— At fair value through profit or loss — BB E R AR
NEEE 2,442 3,777
— At amortised cost — B SR 2,570 3,914
Amounts due to subsidiaries KRB RATIZIE 32(b) 1,642 1,994
Current taxation AN EARR TR 33(a) 18 60
Deferred tax liabilities RERIEA R 33(b) 333 63
Other accounts and provisions H b BRIE K 34(b) 3,548 3,479
Loan capital BEER 35 16,275 11,036
— At fair value through profit or loss — BB IA R
NEEE 11,628 6,395
— At amortised cost — B EHR AN 4,647 4,641
Total Liabilities B EEE 269,101 267,994
Share capital A% 2R 37 4,623 4,183
Reserves & 38 23,569 23,042
Total equity attributable to owners EERNAITIREERE
of the Bank H 28,192 27,225
Total Equity and Liabilities R R B EEE 297,293 295,219

EEEN2010F2 A 11 B RIERERM -

Approved and authorised for issue by the Board of Directors on 11th February, 2010.

Chairman and Chief
Executive David LI Kwok-po
Directors WONG Chung-hin

Allan WONG Chi-yun
Winston LO Yau-lai

The notes on pages 122 to 246 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
GReEIEDR

Capital
Teserve - Revaluation
staffshare ~ Exchange  Investment — reserve
Share Share options  revluation  revaluation  ofbank  Capital  General Other ~ Retained Minority
capital  premium isued reseve  resenve  premises  reseve  reseve reseves profifs Total  interest Total Equity
EAfRE-

BEARE ENEH REBE AUER YERE
Rx  BiaRE e fife i Bl Z4ERE -REE ibEE ZREH s B EREE
HKSMn  HKSMn HKSMn HKSMn HKSMn o HKSMn HKSMn HKSMn HKSMn  HKSMn HKSMn  HKSMn  HKSMn
AEAET AEREn AYAEn AUAEn AMAEn AKRET AMEET AEBET AUBET AYBEn HMBEn AYEEM AYAST

B

As 1t January, 2009 120098

1A18 4183 49 125 1,006 (228) 863 86 14,634 1216 5339 32,146 39 485
Changes n equity Erzd
Sharesissuedinlieuct  BRRE
dividend ki 17 (1 - - - - - m - - m - 1m
Capitaisation issue B AL 418 (#18) - - - - - - - - - - -
Shares issued under REES
Staff Shares Option AkatE
Schemes ki 5 3 - - - - - - - - # - #
Fquity setfled WRiA
share-based transaction ~ EREERS - - n - - - - - - - i - n
Transfer 3 - 3 (26) - - (6) - 55 25 311) - - -

Dividends declared or EEMRER
approved during theyear Stz

o S B )
el of interestsin HERFERT

businesses to DYlEs

minorty interests ivestors & - - - - - - - - - - - 132 12
Purchase of inerests (20t

in businesses from REEEA

minorty interests ivestors ~ FEER - - - - - - - - - - - (10) (10)
Hybrid Tier Tnoteissue ~ TRA—H&

BATA - - - - - - - - - - -3/

Bichange adjustments B - - - - - - - - - - - 1 2
Total comprehensive EnEENREE

income for the year - - - 163 514 n - - 1 2,565 3330 n 3,403

At31st December, 2009 R20095
128318 4,623 4,526 170 1,169 286 928 86 14,866 1518 6,993 35,165 4,358 39,523
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)

RERZZER(E)
Captal
fesenve - Revaluation
staffshare ~ Exchange  Investment — reserve
Share Share options revaluation revaluation  ofbank  Capitdl  General Other  Retained Minority
capital ~ premium isued reseve resenve  premises  reseve  reseve reseves profits Total interest Total Equity
UG
BEf7EE EXEf #EER fHEHR SEHR

s BiRE ke e i Ble ZARE -REE AbRE 2REH Fee | B fEREE
HKS M HKSMn  HKSMn  HKSMn HKSMn HKSMn HKSMn HKSMn HKSMn  HKSMn HKSMn HKSMn HKSMn
BEEET A%AET BYEEn A%EEn A¥EEn AMEET A%AEn HEEEn A%EEn AEEEn A¥EEn A%EEn AMEEn

£

As 1t January, 2008 20085

1A1R 3936 1,118 68 650 475 866 86 14,004 2 8874 30099 3 30446
Changes in equity ize o)
Shares issued inieuof ~ LIRAS
dividend ki 38 (38) = = = = = 597 - - 597 - 597
Subscription of new shares  $2EERTIR 197 3745 - - - - - - - -3 -3
Shares issued under REER
Staff Shares Option FGED
Schemes KRt 1 8 = = - = = = = - 100 = 100
Fquity etfled WA
share-based ransaction ~~ ERERS - - 66 - - - - - - - 66 - 66
Transfer &5 - 9 9 - - (15) - 3 1216 (1,234 - - -

Dividends declared or FEREEMR
approved during theyear itz
RS = = = = - - - - - M) 3w (ALY
Purchase of interests RO HiEs
in busingsses fiom REZEA

minority interests investors €% - - - - - = = = = = = (64) (64)
Exchange adjustments Eil% - - - - - = = = = = = 2 @
Total comprehensive EReERE/

incomeflexpense) (%)%

for the year - - - 35 (703) 12 - - 22) 39 (318) 65 (253)

At315t December, 2008 720085
12A318 4183 492 125 1,006 (228) 863 86 14,634 1216 5339 32,146 339 32485

The notes on pages 122 to 246 form part of these accounts. F1222246 A 2 W BARRIA 2 —#5 °
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CONSOLIDATED CASH FLOW STATEMENT
GEHaRER

For the year ended 31st December, 2009 & Z2009%F 12531 H IEFE

2009 2008
Notes #f:# ~ HK$ Mn 8% HET HK$ Mn B¥ A&
OPERATING ACTIVITIES REXKED
Profit for the year before taxation FEANRTATER 3,49 8
Adjustments for: FE
Charge for impairment losses on loans ERRBHAERLXH
and advances 11 1,105 558
Charge for impairment allowances on REFEPRE - AftHE
held-to-maturity investments, available-for-sale TRVE ENEE R AR
financial assets and associates EEES 23 3%
Share of profits less losses of associates e A R E FIRES R (264) (53)
Net loss/(profit) on sale of held-to-maturity HESZEERE TR/
investments (&) 12 (25)
Net profit on sale of available-for-sale financial HER L E S REE TR
assets (102) (197)
Net loss on sale of subsidiaries, associates and HEWBAR - BENTE
equities RGO FER - 8
Net profit on sale of fixed assets HEEEEEFmi (16) (178)
Interest expense on loan capital, certificates BETEEER  FRER
of deposit and bonds issued EHFSXH 641 1,014
Depreciation on fixed assets BEEENRE 10,31 512 437
Charge for /(Write back of) impairment loss TR ERAS 8/ (E#)
on bank premises 13 (6)
Dividend income from available-for-sale financial ~ AJt &SRB ERSA
assets (46) (50)
Amortisation of intangible assets T B 10 13 3
Amortisation of premium/discount on BEIFABEREEAR
certificates of deposit and loan capital issued KR (E / HrinEsy 68 78
Revaluation losses/(gains) on certificates BB ETEREREET
of deposit and loan capital issued EEERERE/ (BF) 1,236 (2,624)
Valuation (gains)/losses on investment properties BHEBREME(BN) /BE 31 (206) 168
Equity-settled share-based payment expenses VAR BERES S &R 71 66
OPERATING PROFIT/(LOSS) BEFORE EEESHHANTERT
CHANGES IN WORKING CAPITAL (&548) 6,556 (397)
(Increase)/decrease in operating assets: AR EE(2) /HiRE
Cash and balances with banks with FRAERA3EAN ERRE K
original maturity beyond three months HAIRITE & TE (2,405) (4,397)
Placements with banks and other financial JRZNERRR 4318 A LA _ERISRIT R
institutions with original maturity beyond Hih & msEER
three months (3.875) (18,823)
Trade bills S (683) (352)
Trading assets RO EE (2,617) 1,410
Financial assets designated at fair value through 157 AiliBIE s AR
profit or loss AFEENSREE (6,262) 4,525
Advances to customers BFEX (18,095) (12,366)
Advances to banks and other financial institutions 4847 & Efth & Bl E 31 172 1,158
Held-to-maturity debt securities REIEERES (2,056) 5,863
Available-for-sale financial assets R ESREE (11,489) (6,000)
Other accounts and accrued interest HAARTE R IEFI S (1,219) (1,323)
Increase/(decrease) in operating liabilities: mEaEE/ ()8 :
Deposits and balances of banks and other AT REM S REEN TR K
financial institutions et (15,159) (12,015)
Deposits from customers BPER 18,726 39,616
Trading liabilities RoBBAE (1.391) 474
Other accounts and provisions HiRIERER 6,328 1,273
Exchange adjustments B X R (114) 362
NET CASH OUTFLOW FROM OPERATIONS KETBHRERLTE (33,583) (992)
Income tax paid ERFEH
Hong Kong profits tax paid BRBEBFIEH (53) (143)
Overseas profits tax paid BTEINIER (527) (383)
NET CASH USED IN OPERATING ACTIVITIES AREEXBEH AL TR (34,163) (1,518)
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CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)
RERERER(E)

For the year ended 31st December, 2009 ZZ2009%F12531H It EE

2009 2008
Notes ffz# HKS Mn B¥BHET HKS Mn B¥EET
INVESTING ACTIVITIES BETEH
Dividends received from associates W ER Bt 2 N AR S 190 163
Dividends received from available-for-sale  YsEXA] it H & % 15
equity securities BHIRE 46 50
Purchase of equity securities EARMNES (851) (444)
Proceeds from sale of equity securities HE D B A5 a8 483 512
Purchase of Intangible assets BAEREE (1,380) (6)
Purchase of fixed assets BABREEE 31 (2,561) (2,557)
Purchase of investment properties AR E Y - (291)
Proceeds from disposal of fixed assets HEETEEEMSHE 50 213
Disposal/(Purchase) of shareholding HeE (BA)
in associates B N Al 36 (18)
Proceeds from disposal of associates HEBER Tﬁﬁﬁ?ﬂ - 51
Purchase of subsidiaries BANBA 43(a) (43) 21)
Proceeds from sale of interest HE—E WE’AET
in a subsidiary W FT1SE 43(b) 1 -
Sale of interests in business to HEmERE T L
minority interest investors R EE 132 -
Purchase of interests in business BE %ﬁ{ﬁ;&ﬁﬁﬂﬁk
from minority interest investors BEL TS (10) (64)
NET CASH USED IN INVESTING ARREEE 2
,,,,, ACTiVITIES  ®Ee®®E %7 @412
FINANCING ACTIVITIES REES
Ordinary dividends paid AT ERARAR S (427) (1,750)
Distribution to Hybrid Tier 1 IRETFEE—HEN
issue holders TEREA (51) =
Issue of ordinary share capital BITE BRI 37,38(a) 41 100
Issue of Hybrid Tier 1 note BITRA—MEATA 3,877 -
Subscription for new shares R - 3,942
Issue of certificates of deposit ?éfﬂ_?kui‘ 594 4,656
Issue of debt securities BATERE 4,334 =
Redemption of certificates of ﬁa@ BEETFRE
deposit issued (3.260) (11,434)
Interest paid on loan capital THEEBEAF B (535) (708)
Interest paid on certificates XN B BEITERERNE
of deposit issued (79) (488)
NET CASH GENERATED FROM/(USED IN) BB ~(BR)mEEH
,,,,, FINANCING ACTIVITIES ~~  2®&e®® 484 (568)
NET DECREASE IN CASH AND ReRERBELER FHE
CASH EQUIVALENTS (33,576) (9,612)
CASH AND CASH EQUIVALENTS MAB1EZEER
AT 1ST JANUARY ZERLER 43(c) 94,106 103,718
CASH AND CASH EQUIVALENTS M12B31B2HRER
AT 31ST DECEMBER LRELER 43(c) 60,530 94,106
Cash flows from operating activities TRE R TSR
included: RERERIE
Interest received FBUA 12,671 17,514
Interest paid FEZH 6,238 10,305
Dividend received A% S8 A 78 93

The notes on pages 122 to 246 form part of these accounts.

F122F 2468 2 MiEBARIE 2 —
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NOTES ON THE ACCOUNTS
AR IR PH &E

1. PRINCIPAL ACTIVITIES =
The Bank and its subsidiaries (the “Group”) are engaged in the provision of RIREMBAR([AEE N EZEBR
banking and related financial services, and business, corporate and investor RERTREENSRRT - ARER - &
services. ERIBEERT

2. SIGNIFICANT ACCOUNTING POLICIES EE&FHBR

(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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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

@

(ii)

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)).

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.

(9]
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) EE TR )

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 (CONTINUED) EE TR )

()

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.
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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.
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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.

(iii)

(iv

(vi

)

AR IR M5 (4)

At E &
BRERZAERBBEEARKRAFE
ENEMABEIN  SREEREHFIE
TDERTE B ER AN

SEAFEEZERR
ERTANAFEERRGAEBRER
MISIRBERRER AR H SR ©

IWRB ARMBRRERR B ERAAER
AIRZANTISRE  IRELE X5
BEGEBNIRZMEENERTAR
B XEZMGLTNER  LTANHR
FEERGEEXGE  MzEERR
ARBERMISR R MG E
1% o

ERABSRITREBRRN - BEHRK
RERREEBNREGRRANS
REREHEAEDERNEIRGERT AN
MIGHE - ZERAEMBERENXE - &
ASHEHEEE BNMISERER -

A2 I FERR
ENSREEEFSRERNATERNE
MR E B KRR & O] 3R 7k A R
Btk AEERIFERSMEE

EANMNRBCWET  BUEREW -
REBRIFEREHEARE

RNEB R IE T RAEE AR L HE
REAE RS R RN D EIRAMME

o

H 8y

RV EREFE SRR S R AT IR
HGEH  IAREEEENSHEAS
CREENSHBETAEN - MEH
AR A AR ERT 7R

BRATETR

BATETABR —EEE(HR)RXT
BEOBERE D 2 TABETETAR
—EEH  TARBZEEATANR
e BERBEU-—RBUNTET
H o B@ZRAITETAHBERIE R
RBREE SN IFRERED - Kb)E
& (#ES) XA TAYFRAFEEAER
BATFEEZSNRERAER - KA
PTAETABET QNS RELRITETA
N

ERATET AR FHERE - /AR
BB FEG)ARR



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

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

2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) EE TR )

(9) Hedging

(0}

(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().

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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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) EE TR )

0]

)

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.

(i) 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.

(i)
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(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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(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.

(0}

(ii)

(i

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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(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.

(iv)
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(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.

(o)

(p)

(a)
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(iii) Retirement benefits

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:
(@) 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

(c) 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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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(FRIC) 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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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.

LATE - BRI RIFEASORE -
YRR/ EFEIREH RN EREE
RRRR - TIERIEMARE@RTE - &
EBGTERDE275R BT - kit
RES WM - Bk - 5200945141
Bt - FTEEHIE A B R R AR &
KRS - TR B KERIADE - sl
BERABMEE  SEERIA/EITH
B AR #REHRNKREREE
AR RIEZFREESERIRE
HRE MRS B &M RS AZA TR
B MBEELZER RTESEREHA
RERBBRI - NI GHERLRER
K BERRIEEHBELRE @ th—
B S & Rl AL HE e AR B AT SR 2R Y
et ER A EM B RS - AR
&5 2 FEIAR S RIR B E R o

e (BEMBEREREZE®)E 13K
B HERBNERAMHERSE
BEZRAAMERIRBG M T LM E
Bt BEREPITERBEMERR - 2
AREITAGMEHEBEIITHERK
BR7% B e 2N ] ARREVFERE - BRARTER
EHRBNERENRNEERST - A
BERBOZREAE UEHEETKE
TR E M MRS 2 G by - FERRE
WERRIRA - R TS (BRI BRE
REZB®)F136RE - HAKELT
BREAZE At - EFNHFLAR
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4. INTEREST INCOME FIEWA

2009 2008
HKS MnB¥EERT HKS MNEBEEET
Listed securities classified as held-to-maturity PEAFEEHRAEEE
or available-for-sale B B S 264 261
Trading assets RPABEE
— listed —km 13 2
— unlisted —JEEm 28 8
Interest rate swaps MEFHE L 959 917
Financial assets designated at fair value B ARBIEm AR AT ER
through profit or loss EREE
— listed —tm 206 128
— unlisted —JELEm 81 310
Loans, deposits with banks and financial JERRBIE S R A FEE
institutions, trade bills, and other unlisted FIRRAYEZR « FESRTTAE M
securities that are not at fair value SRBENTESR  BEH5RE
through profit or loss RHEMIE FTHES 10,570 15,839
Total interest income S ON L 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| 8% H

A BREEZE2009%12 831 A ILEERES
& ZE /O FE 5T 8.4 79,000,000 7T (2008
4 : 75%73,000,00070) + A EEFERN
BT B U A% 40,000,0007T(20084F ¢
75%12,000,0007¢ ) (FizE25(b)) °

2009 2008
HKS MnB¥EET HKSMnBEEET
Customer deposits, deposits of banks and R SR AT BR Y
other financial institutions and certificates BEGER - R/1TK
of deposit issued which are stated H S BB TN
at amortised cost REBITERE 3,650 8,696
Debt securities issued BEEITEBES 61 _
Subordinated notes carried at amortised cost TR BRI BB EE 68 184
Interest rate swaps MEIEHE X 1,015 1,062
Financial instruments designated at BE ARBERA R AT
fair value through profit or loss BESHMIA 566 725
Other borrowings HAeb g 14 5
Total interest expense B B 5,374 10,672
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AR IR B 5 (48)

6. FEE AND COMMISSION INCOME BRBER{FHESWA

Fee and commission income arises from the following services:

R B TR RIS B RAEWA

2009 2008
HKS MnB¥EHET HKS MnEBEET
Corporate services RS 806 818
Credit cards (HiERS 554 462
Loans, overdrafts and guarantees ER - BERER 444 382
Securities and brokerage BH R 320 255
Other retail banking services Hi T ERITIRIS 193 187
Trade finance B SRE 1M 160
Trust and other fiduciary activities ErE R E AR I TS 79 102
Others Hith 262 252
Total fee and commission income AR5 & A& WA B R 2,799 2,618
of which: Hep -
Net fee income, other than amounts FBIERHER 5 A S8 E A
included in determining the effective NEEEYRZ 2B EE
interest rate, arising from financial assets BEMELEZFRBEKRA
or financial liabilities that are not held (NBIER T E A JHI =
for trading nor designated at fair value rdcx ) 2,214 2,134
Fee income RS B U 2,680 2,528
Fee expenses AR &2 (466) (394)
7. NET TRADING PROFITS/(LOSSES) X5 &%/ (E518) /F %8
2009 2008
HKS MnBE¥EERT HKS MnBEEET
Profit on dealing in foreign currencies HNEE BB T 140 316
Profit/(Loss) on trading securities RHRzHEF R (&) 616 (618)
Net gain/(loss) on derivatives PTET AR (Ei8) 153 (1,032)
Loss on other dealing activities HEMEEEREEE - (1)
Dividend income from listed trading securities 32 5 Fik & AR B UA 32 43
Total net trading profits/(losses) FR Fi il (B8 ) 4% 941 (1,292)

8. NET RESULT FROM FINANCIAL |NSTRU_|V|ENTS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EEABBERURMAFTEEEMIANFERE
2009 2008
HKS MnBE¥EERT HKS MnBEBEET
Revaluation and disposal loss on Collateralised
Debt Obligations EHRLEEEERERER - (3,549)
Revaluation (loss)/gain on debts issued ShERTER(ER),/BH (1,236) 2,624
Net (loss)/profit on sale of other financial assets HEEMIEEABRBRBEUARRATF
designated at fair value through profit or loss EESREENT(BE),HF (42) 3
Revaluation gain/(loss) on other financial assets B EMIEE ARBERAREAT
designated at fair value through profit or loss EELREENRT] (BE) 1,011 (690)
Total net result from financial instruments EEABBEFEARRATEE
designated at fair value through profit or loss SRTAEMNFRAEE (267) (1,612)




9. OTHER OPERATING INCOME E & Ik A
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AR IR M5 (4)

2009 2008
HKS MnB¥EE T HKS MNEEBEET
Dividend income from available-for-sale AEEESREE
financial assets 8V ON
— listed —tm 21 20
— unlisted —JEEm 25 30
Rental from safe deposit boxes REgFEHSUA 82 87
Net revenue from insurance activities R FEEFUA 180 99
Rental income on properties PERS WA 92 90
Others At 105 97
Total other operating income Hiha g A4z 505 423
10.OPERATING EXPENSES #&#& % H
2009 2008
HKS MnB¥EE T HKS MNEBEEET
Contributions to defined contribution plan* FRHRATB S 193 225
Equity-settled share-based payment expenses ARG D BEMES A ER 71 66
Salaries and other staff costs e MEME TAA 2,905 2,689
Total staff costs B TKZA4A%E 3,169 2,980
Premises and equipment expenses excluding . L
depreciation TEENEN Y REEST T
— Rental of premises —MEES 458 378
— Maintenance, repairs and others —RE - BEREM 447 445
Total premises and equipment expenses .
excluding depreciation TRIETENYERLE T 858 905 823
Depreciation on fixed assets (Note 31) BEEEENEHF31) 512 437
Amortisation of intangible assets (Note 30(b)) & EEk S (H12£30(b)) 13 3
Other operating expenses Hhag e
— Stamp duty, overseas and —ENFERS ~ BN R
PRC** business taxes, FhEE A RS AEANE]
and value added taxes BN RIEED 304 373
— Communications, stationery and printing — @B - XA RHIR 272 274
— Legal and professional fees —EERBEERBE 190 193
— Advertising expenses —BE8 179 287
— Business promotions and business travel — ETSH R N S ki 114 97
— Card related expenses —EBEARIZH 91 72
— Insurance expenses —RIRE 46 a3
— Donations — B 13 9
— Audit fee — IZERET B 9 8
— Administration expenses of corporate services — — {2 RIGEITIRE 8 7
— Membership fees —28%8 8 7
— Bank charges —RITE 6 7
— Bank licence —RITHERR B 4 4
— Others —Hfb 286 155
Total other operating expenses Hthasgz h4esE 1,530 1,536
Total operating expenses*** RS AR+ 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.

* FERDRIZ LB 4,000,000 T (2008 F -

JE# 10,000,000 7T) B #H1EHR L AREBIEI A
FRNGF K310 A (F (o] #85% HA i B FE DR AEC 14 5.2 4 3%

(2008 4F : f&) °

*k EREFRACE S A A S s IR B R E
SIEERAEE ST ] % 88 A8 37,000,000 T (2008

4F : jB# 19,000,000 7T) °
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11.IMPAIRMENT LOSSES ON LOANS AND ADVANCES BN B8R EIE %

2009 2008
HKS MnB¥EET HKS MnBBEST
Net charge for impairment losses on loans ERREBFREBR T T
and advances
Individual impairment loss (EIVEHIEEEES
— new provisions (Note 25(b)) — B (HF25()) 827 596
— releases (Note 25(b)) — BB (H1at25(b)) (75) (81)
— recoveries (Note 25(b)) — Bl (Hti+25(b)) (66) (140)
686 375
Collective impairment loss BERERK
— new provisions (Note 25(b)) — S (HTF25(0)) 419 183
— releases (Note 25(b)) — BB (H1:£25(b)) - =
Net charge to income statement U R 7 85558 1,105 558
12.NET PROFIT ON SALE OF__AVAlLABLE-FOR-SALE FINANCIAL ASSETS
HETHEEEMERE 2 F R
2009 2008
HKS MnB¥EET HKS MnBBESET
Net revaluation gain transferred from RSN EG R FE
reserves (Note 38(h)) (H17E38(h)) 29 115
Profit arising in current year FENEERT 73 82

102 197
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13.INCOME TAX Fri8%i

(@) Taxation in the consolidated income statement represents: @) #REWERARTIIERE
2009 2008
HK$ MnB¥EET HKS MnEBEEET
Current tax — provision for Hong Kong NEARIIE - BATISTAERS
profits tax (Note 33(a)) (K17#33(a)) 73 64
Current tax — overseas ANHATS 18 — 41
Tax for the year REFERIE 479 601
Write back of over-provision in respect of
prior years EFERE BT B (25) (35)
454 566
Deferred tax (Note 33(b)) RIERIE (1 5233(b))
Origination and reversal of temporary
differences TR EEENESE RERE 297 (712)
Movements in the value of investment
properties BB MEEENES) 34 (14)
331 (726)
858 (96)
The provision for Hong Kong profits tax is calculated at 16.5% (2008: 16.5%) of BBFE BB R AFE B ERFURE TR
the estimated assessable profits for the year. % 16.5% (20085 : 16.5%)=tH °
Taxation for overseas branches and subsidiaries is charged at the appropriate ‘I RHIB A BB TMZ L& T

current rates of taxation ruling in the relevant countries. BRRITRHEFH -



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

NOTES ON THE ACCOUNTS (CONTINUED)
E IE FTT EIE ( =

13.INCOME TAX (conTINUED) P15 )

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

(b) BiEXH,(ER)E

R S M B A B R G

rates: HHIARH AR -
2009 2008
HKS$ MnB¥EHET HKS MnEBEET
Profit before tax BR A% A1 g A1) 3,496 8
Notional tax on profit before tax, calculated RERRABERER 2 FI1EH
at the rates applicable to profits in the tax AR TR @ A ET A
jurisdictions concerned ZEMK 661 149
Tax effect of non-deductible expenses A BT IER & 339 389
Tax effect of non-taxable revenue AR R T TE 72 (115) (607)
Tax effect of tax losses not recognised AERHOFENTIETE 10 32
Recognition of deferred tax assets on
prior year tax losses FEFBIEER RELET IS E (14) (14)
Effect on opening deferred tax balances resulting 7R 4 & FAEK i R EHR AL R I8
from a decrease in tax rate during the year ERIFE N 0) -7 - (22)
Write back of over-provision in respect
of prior years FFERE BRI R (25) (35)
Tax benefits derived from leasing partnerships R B & BB S/ A= (12) (6)
Others Hit 14 18
Actual tax expense/(credit) BRHESZE (KE) 858 (96)

14.
AHEBRAEERRER,(BE)

PROFIT/(LOSS) ATTRIBUTABLE TO OWNERS OF THE PARENT

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

AGBNAEERRGEEMN,(FE) 2
%EEH\ZKGEEIEWE’\J@*'/(Eﬁiﬁ)/ﬁﬁﬁ

995,000,0007T (20084 :

7T)) °

(7 %5882,000,000

AIEERRT (B8 E Bl S5 HR

2009
HK$ MnBE¥HE T

2008
HK$ MnE¥ B BT

Amount of consolidated profit/(loss) attributable

to equity holders dealt with in the Bank’s BEFARITERIBZ A 58

accounts REBRRE é/ﬁuﬂ/(l&ﬂa 974 (924)
Final dividends from subsidiaries and associates

attributable to the profits of the previous REFEFEEH B AR R E AR

financial year and general reserves, il R — R REIARE. -

approved and paid during the year WA G E N Sk 3 21 42
Bank’s profit/(loss) for the year ATEERNEF, (E51E) 995 (882)
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BRIE P & (48)
15.DIVIDENDS BRE
(a) Dividends attributable to the year (a) EBAFERE
2009 2008
HKS MnBMEET HKS MnBEBEET
Interim dividend declared and paid of BEE M K& F1,842,000,0008%
HK$0.28 per share on 1,842 million shares 2 EAIR B g AR 0.287T
(2008: HK$0.23 per share on 1,671 million (20084 : 1,671,000, OOOHx
shares or HK$0.21 per share on 1,838 million & K0.23 T &R
shares after adjusting for the bonus issue 2009 HIAL IR 1% 2.
in 2009) (Note 38(j) 1,838,000,000%
BRE0.217T) (H7238()) 516 384
Final dividend paid in respect of the previous
financial year on shares issued under
the share option schemes subsequent EXMEAERERATRE
to the balance sheet date and before B E AL B ATIRIR
the close of the Register of Members AT BB TROB LEFE
of the Bank, of HK$0.02 per share FREEEE0.02 TR AR HARR 8
(2008: HK$1.18 per share or HK$1.07 (20084 : BB 1.187T
per share after adjusting for the bonus issue AL EE2009F AL % 14
in 2009) %tﬂﬁﬁ%% .077T) - 98
Final dividend proposed after the balance sheet #7452 H H14 K 2% RHARR =
date of HK$0.48 per share on 2,016 million ¥2,016,000,0000% SRS K
shares (2008: HK$0.02 per share on 1,673 0.487T(2008%F :
million shares or HK$0.02 per share on 1,673,000,0004%
1,841 million shares after adjusting FRRE150.02 3k 4E A
for the bonus issue in 2009) 2009F HYAL R 1% 2
1,841,000,0008% &A%
75150.027T ) 968 33
1,484 515
The final dividend proposed after the balance sheet date has not been recognised as THER - A EE B ERERE 2 REIR
a liability at the balance sheet date. BUKRHERRELE -

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

paid during the year

(b) REERERZNBLFERE

2009 2008
HKS Mni 8 EHE T HKS MnEEHET
Final dividend in respect of the previous REEZERTHF
financial year, approved and paid 1,673,000,000/% &A% 1
during the year, of HK$0.02 per share on 0.027T * kAL EE2009F )
1,673 million shares or HK$0.02 per share 4TR% 1% 2.1,841,000,000%
on 1,841 million shares after adjusting FRE0.027T K _EFE R EH
for the bonus issue in 2009 % 2. (20084F:1,574,000,000/%
(2008: HK$1.18 per share on 1,574 million FRE R 18TT AR
shares or HK$1.07 per share on 1,732 million 20094 HI4L &4 2
shares after adjusting for the bonus issue 1,732,000,000/% &A%
in 2009) 75#1.0778) 33 1,858
(c) Distribution to holders of Hybrid Tier 1 capital instruments (o) IREFRE—FERTEFEA
2009 2008
HK$ MnB¥EET HKS MnEBEEETT
Interest payable on the Hybrid Tier 1 capital
instruments, the details of which are fgﬁi’“/:t 5—MEARTAERE AN
disclosed in Note 35 ' FHEEEM 3SR 51 -
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16.EARNINGS PER SHARE &R ZEF|

(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

(a) BREXEF

SREARBFIZBERETEE —HER
T E#EA AB¥51,000,0007T (20084 « %)
1% 2 5% F| 75 %5 2,514,000,000 7T (20084 : 7
#£39,000,0007T ) & F 8 A E 1T EBAA H)
HN#EF 9 201,843,000,000% (20084F : £ :8
#2009F WAL A% 4 2 1,833,000,0008% ) * &
B2 HEWT ¢

B AT

2009 2008

Number of Shares Number of Shares

RHEEE g 4=

million B& million & &

Issued ordinary shares at 1st January M ATBREETEER 1,841 1,732
Effect of share options exercised and shares EATEERARE R AR S

issued in lieu of dividends BITHROTE 2 101

Weighted average number of ordinary shares 712 A31H E@RMHH
at 31st December I8 1,843 1,833
(b) Diluted earnings per share (b) SR EEER

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)

BREERFNTDRBEIRETIES —RER
T A5 AB%51,000,0007T (20084 : ##)
1% 2 3 F| 7 % 2,514,000,000 7 (2008 4F : 7
#39,000,0007T) R G FTE EEEEEETE
B AR 1F SR 1S H 0 X AR 1Y hn A T
¥9%§1,844,000,000/% (20084 : £ FH%E2009
FHAIART% 2 1,837,000,0000% )5+ & °

R HO AT ()

2009 2008
Number of Shares Number of Shares
BHEE e 4=
million E& million B &
Weighted average number of ordinary shares 712 A31H E&ERMDA
at 31st December il RSk 1,843 1,833
Effect of deemed issue of ordinary shares R R T BIZE 1T
under the Bank's share option scheme BEHERA T BARGD
for nil consideration % 1 4
Weighted average number of ordinary shares 12 8318 @AM &Y
(diluted) at 31st December hntEFHE () 1,844 1,837
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AR IR M5 (4)

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong

RBEEECRREEIE 161G E A HEREN

Companies Ordinance is as follows: 20T :
Salaries,
allowances Retirement
Directors’ and benefits Discretionary scheme 2009
fees in kind bonuses Share options contributions Total
& RUR
ik B iR RBE RAGHRIMR g
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn
B¥EET A%AEr BY¥BEREx E¥EER  B%EER  BY¥EER
Chairman and Chief Executive  EERTHAH
Dr. The Hon. Sir David LI Kwok-po ZEEE L 0.3 8.4 25.4 23.0 0.5 57.6
Executive Director HTES
Mr. Joseph PANG Yuk-wing * EEREKE - 1.0 - 45 - 5.5
Non-executive Directors FRTES
Prof. Arthur LI Kwok-cheung FEEHK 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing FEELE 03 - - - - 03
Dr. William MONG Man-wai SREBT 0.2 - - - - 0.2
Tan Sri Dr. KHOO Kay-peng FHT 2 BERE L 0.2 - - - - 0.2
Mr. Richard LI Tzar-Kai FEEEE 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen FREEE 03 - - - - 03
Mr. Stephen Charles Ll Kwok-sze ~ ZBIftSt4 0.2 - - - - 0.2
Dr. Isidro Fainé Casas ERERL 0.1 - - - - 0.1
Independent Non-executive
Directors BYkHTES
Dr. Allan WONG Chi-yun ETMET 03 - - - - 03
Mr. WONG Chung-hin EEBLE 0.3 - - - - 0.3
Dr. LEE Shau-kee FhEEL 0.2 - - - - 0.2
Mr. Winston LO Yau-lai ERieik 03 - - - - 03
Mr. Thomas KWOK Ping-kwong ~ ZB/R/T %64 0.2 - - - - 0.2
Mr. Kenneth LO Chin-ming EREREASEAE 03 - - - - 03
Mr. William Doo Wai-hoi HERERE 03 - - - - 03
Mr. Kuok Khoon-ean DHERE 03 - - - - 03
Mr. Valiant CHEUNG Kin-piu REESE 03 - - - - 03
4.5 9.4 25.4 21.5 0.5 67.3

*  The remuneration of Mr. Joseph Pang Yuk-wing is only for his service being an Executive

*

Director from 1st January, 2009 to 15th April, 2009 (including the fair value of share

option).

FEREENME R EME 2009 F 1 A1 HZE
2009 F 4 A 15 ARiRIETT#HITEEZ B (£

TERAAE A A FIEE)



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

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

17.DIRECTORS’ REMUNERATION (conTiNnueD) ESE )

Salaries,
allowance Retirement
Directors’ ~ and benefits  Discretionary scheme 2008
fees in kind bonuses  Share options  contributions Total
e RER
e Byl EiETEa R REBIER Faes]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BERET ENEST  A¥BEr  A%EERT  B¥AER  BNAER

Chairman and Chief Executive TER{THAS

Dr. The Hon. Sir David LI Kwok-po  ZBIBE 1 03 83 - 24.1 08 335
Executive Director YTES

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

Dr. LI Fook-wo FEAET - - - - - -
Mr. Aubrey LI Kwok-sing FRERAE 03 - - - - 03
Dr. William MONG Man-wai SRERL 0.2 - - - - 02
Tan Sri Dr. KHOO Kay-peng T R AR+ 02 - - - - 02
Mr. Richard LI Tzar-kai FERERLE 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen PRERE 03 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZBI{T 54 02 - - - - 02
Prof. Arthur LI Kwok-cheung FEEHR 02 - - - - 02

Independent Non-executive

Directors BYFHTES
Mr. WONG Chung-hin BEBEE 03 - - - - 03
Dr. LEE Shau-kee FREEL 0.2 - - - - 02
Dr. Allan WONG Chi-yun ETMEL 03 - - - - 03
Mr. Winston LO Yau-lai BRIERE 03 - - - - 03
Mr. Thomas KWOK Ping-kwong ~ ZB/A/T %64 03 - - - - 03
Mr. TAN Man-kou B 0.2 - - - - 0.2
Mr. Kenneth LO Chin-ming ERERAASAE 03 - - - - 03
Mr. William Doo Wai-hoi HEERE 03 - - - - 03
Mr. Kuok Khoon-ean DHERE 03 - - - - 03

Mr. Valiant CHEUNG Kin-piu REERE - - - - - -

4.6 11.9 = 36.1 1.1 53.7
Included in the above remuneration were share options granted to Executive Lt e BiERTE SREATHIES 2N
Directors under the Bank’s Staff Share Option Schemes. The details of these STEIEE TR o AR EE RS

benefits in kind are disclosed under the paragraph “Information on Share Options” BEHREEeREEN[ZREER | REER
in the Report of the Directors and Note 36. Ff7E36/A ©
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IRIEMEE (48)
18.FIVE TOP-PAID EMPLOYEES 5&HEiIZSHES

2009 2008
HKS Mn B¥EE HK$ Mn BEEET
Salaries and other emoluments e REMME 20 21
Performance-related bonuses FRIRAERNTEAL 39 3
Share options AR HE 50 52
Pension contributions RIRS R 1 2
110 78

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

SEFMREHESNSEEERMAT

2009 2008
Number of Number of
employees employees
BEAH BE A

HK$E
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
33,500,001 - 34,000,000
57,500,001 — 58,000,000

|
—

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.

SEF S AES R FE167(20084F :261)
EE o MIFINE BEN LilkiEE17 o
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19.SEGMENT REPORTING 7%

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.
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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.
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19.SEGMENT REPORTING (CONTINUED) 73 #B¥R & (&)

2009
Hong Kong banking operations
BRERTEH
Total Inter-
Personal  Corporate  Treasury  Wealth China  Overseas  Corporate | reportable segment
banking  banking  markets management operations operations services | segments Others  elimination Total
TERAY AEZ
BARST  SRBfT  WERS  HMEEE  rEEE  ERER  GOEBH b Bt R5EH ]
HKSMn  HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn | HKSMn| HKSMn  HKSMn  HKSMn
E¥EEL BYEERT RMEEn AWEEn BMEER A%EEn AWEER | BMEAR  AMEEn AWEER RBMEER
Net interest income/(expense) RIS MA /(i) 1,972 763 3 147 2974 731 1 6,965 (337) 119 6,747
Non-interest income/(expense)  3ERISMA /(i) 463 647 (247) 195 498 346 816 2,118 1573 (850) 344
Operating income BEHA 2,435 1,410 130 34 3412 1,017 817 9,683 1,236 (131) 10,188
Operating expenses @ (1341) (114) (129) (1) (1997) (514) (512)| @) (187 462 (6129)
Operating profitfloss) before KN iRk 2 5%
impaiment losses /(58 1,094 1,29 1 35 1475 563 305 4,969 (641) (269) 4,059
(Charge for)Mrite back of
impaiment losses on loans &3t REHREf
and advances and other FENHERE
accounts (%t)/ % (70) (46) B) (12 2 (om) 6 (109 (12 - (110)
Impairment losses on
avallable-for-sale financial AT HESRER
assetsand held-to-maturity — REHHRE
investments LRERR - - 9 - - - - @ (14) - (23)
Impairment losses on
bank premises HbaER% - - - - - - - - (13) - (13)
Operating profitloss)after B HIEIERL(E
impaiment losses BT/ (FR) 1,024 1,250 (1) pri] 1,496 (#14) 2% 3,867 (680) (2699 2918
Profit/lLoss)onsale of fixed ~ HEETEE »
assets, available-for-sale A ESHER
financial assets, RN
held-to-maturty investments, &5t REWEEER
loans and receivablesand ~ HBAF/BERF
subsidiaries/associates 288/ (BR) (3) - 16 - b] 1 - 36 JE] (1) 108
Valuation gainsfosses)on ~ EfERANE
investment properties Bil/(BB) - - - - 1 3) - 4 235 33 206
Share of profits less losses of
associates BN R R HREE - - - - - - - - 264 - 264
Profit/(Loss) before taxation  FafealAR| /(B 1,021 1,250 5 23 1,525 (416) 299 3,907 (108) (303) 3,496
Depreciation fortheyear ~ EERIFE (70) (1) () @ (189) (29 (17) (311) (198) @) (512
Segment assefs PNHAE 44,005 66,998 132,107 7359 154,030 50,764 4144 | 459,407 19,395 (47,335) 431,467
Investments in associates ~ BERFRE - - - - - - - - 2615 - 2615
Total assets EEEH 44,005 66,998 132,107 7359 154,030 50,764 4144 | 459,407 22,010 (47,335) 434,082
Total liabilities AfELR 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 EENEARR 5 - 4 1 3 624 n| 3 66 - 398
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2008 (restated %)
Hong Kong banking operations
BERTER
Total Inter-
Personal  Corporate  Treasury Wealth China ~ Overseas  Corporate | reportable segment
banking  banking  markets  management  operations  operations services | segments Others ~elimination Total
TERA P PR
EART  f¥BG AR HEEE  PEXE  ERER  ORRE bk At R ]
HKSMn HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn| HKSMn|  HKSMn  HKSMn  HK$Mn
AYEET B¥EET BEEET BBEET AYEET BMEER AYAsT | AMEERm| BEAST ABRET AKEET
Net interest incomel(expense)  FHIEMA/(iH) 1,404 571 1,200 15 2967 m - 6,879 (154) 68 6,793
Non-interest incomeflexpense)  3FIS A/ (2 it) 539 (487 (2,206 37 410 49) 816 (740) 1,131 (727) (336)
Operating income/ (expense) &I /(1) 1,943 & (1,000 3 3377 673 816 6,139 977 (659) 6457
Operating expenses Eesn (1,306) (114) (74) % (84 (528) (04| @4 (1.756) 49 (5779
Operating profitloss) before KA H R 2 /0%
impairment losses i&fl/(58) 637 (30) (1,080 160 1,553 145 31 1,697 (119 (240) 678
(Charge for)Mrite back of
impaiment losses on loans S RBH L
and advances and other BARAERR
accounts (i8)/mE (74) (110) - (4) (98) 1) (10) (551) (13) 6 (559)
Impairment losses on
avalableforsale financal ~ ATEHESHEE
assets and held-to-maturity B EEIHEE
investments LRERX - - (264) - = = - (264) (132 = (3%)
Write back of impairment losses
on bank premises MEREExEE - - - - - - - - 6 - 6
Operating profitloss) after ~ EIBRBERLE
impaitment losses IR/ (FE) 563 (o) (134 112 1455 (66) 30 88 918) (234 (270)
ProfitLoss) on sale of fied ~ HIEEFEE »
assets, avallable-for-sale e AR
financial assets, HEIBRE ER
held-to-maturity investments,  REWERERHE
loans and receivablesand A&/ BEAF
subsidiariesfassociates 2t/ (Bi8) - - 206 - (1) 181 (1) 385 4 4 393
Valuation gainsiosses)on ~~ EfERENE
investment properties BAl/(58) - - - - (1) (20 = 2 (181) 34 (168)
Share of profits less losses of
associates ElBELREHRER - - - - - - - - 53 - 53
Profit(Loss) before taxation  BRFLATEH/ (B58) 563 (140)  (1,138) 1 1453 % 301 1246 (1,040 (196) 8
Depreciation for the year EERNE (64) @) 2 () (128) (26) (17) (243) (191) 0) (@37)
Segment assets NHEE 40,869 60,239 143,582 5,656 139,736 40215 4,056 | 434353 18,583 (40,168) 412,768
Investments in associates  BYERFIRE - - - - - - - - 2486 - 2,486
Total assets BELS 40,869 60,239 143,582 5,656 139,736 40,215 4,05 | 434353 21,069 (40,168) 415,254
Total liabilities BELE 213,785 561 21,014 14,723 128,728 35,552 1653 | 416,016 5,355 (38602) 382,769
Capital expenditure incurred
during the year EERERRY 126 - 7 5 2,028 47 n 2,285 330 - 2615
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19.SEGMENT REPORTING (CONTINUED) 0 ER¥REE ()

(b) Geographical segments
The information concerning geographical analysis has been classified by the
location of the principal operations of the subsidiaries, or in the case of the Bank
itself, by the location of the branches of the Bank responsible for reporting the
results or booking the assets.

(b) HEZDH
ZipE D B BREREMBARINEER
BPrEIE - AT S - ARAR®RE
FERWAEARZ ST TIARIS -

2009
People’s Inter-
Republicof  Other Asian segment
Hong Kong China Countries Others  elimination Consolidated
HE Hith 2EE
BE  ARHNE ENER Hith  2XHEH REBE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn
B¥EET BY¥EER #E¥EERT #E%EEr  BWEER B¥EER
The Group 58
Operating income TEWA 6,461 3,527 585 883 (1,268) 10,188
Profit/(Loss) before taxation BB (518) 1,931 1,598 163 (196) - 3,49
Total assets EERE 287,184 155,920 19,369 34,708 (63,099) 434,082
Total liabilities BEpmE 255,572 138,697 16,210 26,904 (42,824) 394,559
Contingent liabilities and
commitments SR B B URIE 57,919 23,262 3,111 2,946 - 87,238
Capital expenditure during
the year FEERNEARRS 157 3,182 618 6 - 3,963
2008 (Restated &)
People’s
Republicof ~ Other Asian Inter-segment
Hong Kong China Countries Others elimination  Consolidated
g HAth HEBE
B ARHAE EEVAIETER Bt  2XR5EH B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET A¥esEr B¥REx #¥eEr  A%eEr  AKEER
The Group £E
Operating income LS ON 2,962 3,447 525 492 (969) 6,457
Profit/(Loss) before taxation BRBAER, (B5i8) (1,876) 1,484 381 19 = 8
Total assets BERT 285,121 141,036 18,735 27,890 (57,528) 415,254
Total liabilities REER 255,902 129,147 15,778 24,329 (42,387) 382,769
Contingent liabilities and
commitments AR ERASE 53,162 15,944 3,818 3,244 - 76,168
Capital expenditure during
the year EERNBARFR 541 2,027 8 39 = 2,615
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20.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 43(C))
RERERTNEMSHEBNET (FHEE43(0)

The Group £ The Bank 1T
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
ABEEER AERET BEEER BEEET
Cash in hand e 1,101 1,083 706 698
Balances with central banks TR RBITHER 15,813 17,911 736 167
Balances with banks and other
financial institutions ERITHEMEBEENET 12,798 9,111 11,085 3,987
29,712 28,105 12,527 4,852
21.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
ERITREMSEBEEBNEFER
The Group £ The Bank 17
2009 2008 2009 2008
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
AYEER BERET BEEER BEEET
Placements with banks and
authorised institutions TERTRRSBEENTR 67,638 96,458 61,894 92,735
Placements with other financial
institutions TEEMSBEENTER 307 116 - -
67,945 96,574 61,894 92,735
Maturing Z|ERER
— within one month —1fEAR 35,006 46,714 31,895 43,009
— between one month and one year  — 1{AAE14ER 32,939 49,860 29,999 49,726
67,945 96,574 61,894 92,735
22.TRADE BILLS EZ Ei#E
The Group £ The Bank 1T
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER AEEET BEEER AEBET
Gross trade bills EUE 1,847 1,164 861 521




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

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

23.TRADING ASSETS X B FHREE

The Group £ The Bank 17
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER AEEET BERER BEEET
Treasury bills (including Exchange BEfEH(RENEES
Fund Bills) FB) 34 400 - 400
Debt securities BEES 3,090 126 904 126
Equity securities &t EH 1,429 989 1,374 949
Investment funds REES 201 188 201 188
Trading securities RHRHES 4,754 1,703 2,479 1,663
Positive fair values of derivatives TETAMIEATE
(Note 42(b)) (Bt 426)) 968 1,734 845 1,251
5,722 3,437 3,324 2,914
Issued by: BITHEE
Central governments and central banks  FHREFFAIF %5517 1,857 400 - 400
Public sector entities DEEE 299 13 299 13
Banks and other financial institutions ~ $817 R E {4 Fikts 1,093 443 716 433
Corporate entities rEEE 1,492 840 1,451 810
Other entities HiyEeE 13 7 13 7
4,754 1,703 2,479 1,663
Analysed by place of listing: R EmE DT :
Listed in Hong Kong EEELEM 1,484 825 1,428 785
Listed outside Hong Kong EEEIIMR ET 574 294 574 294
2,058 1,119 2,002 1,079
Unlisted L 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
EEREBBRRURRATEENESHEE

The Group &8 The Bank 817
2009 2008 2009 2008
HKS$ Mn HK$ Mn HKS Mn HK$ Mn
BEREL BERET BEBET BEREL
Debt securities B EH 10,043 4,130 10,035 4,114
Equity securities RINESH 349 - 349 -
10,392 4,130 10,384 4,114
Issued by: AT
Central governments and central banks ~ FRAREF AR RIE1T 235 - 235 =
Public sector entities NERE 177 142 177 142
Banks and other financial institutions BITREMS FIE 4338 1,642 4,330 1,634
Corporate entities TrEER 5,642 2,346 5,642 2,338
10,392 4,130 10,384 4,114
Analysed by place of listing: B EmRA :
Listed in Hong Kong BB LM 2,946 1,325 2,946 1,325
Listed outside Hong Kong EBRBNINR £ 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
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS ZEF XKk H#nBR1E

(a) Advances to customers and other accounts

(a) EFERRAMIRE

The Group £8 The Bank 1T
2009 2008 2009 2008
HKS$ Mn HK$ Mn HKS Mn HK$ Mn
BEEER AEHET BEEER BEBRET
(i) Advances to customers ZPER 247,654 230,339 143,374 131,123
Less: Impairment allowances R REREE
— Individual —{&5 (534) (523) (499) (438)
— Collective —¥mE (811) (521) (678) (392)
246,309 229,295 142,197 130,293
(i) Other accounts HAARIE
Advances to banks and other
finandial institutions * RITREM S RBEER * 678 850 583 205
Notes and bonds &% 65 129 61 125
Certificates of deposit held BEMGERGE 39 39 39 39
Accrued interest JERTHIS 1,313 1,863 951 1,119
Bankers acceptances RITRRIER 7,976 2,989 203 272
Other accounts HAiRIE 5,463 8,592 4,565 6,587
15,534 14,462 6,402 8,347
Less: Impairment allowances i REEE
— Individual — &5 (€3] (23) @3 =
— Collective —EE (9) ©) - -
15,494 14,430 6,399 8,347
261,803 243,725 148,596 138,640

*  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).

*

K ERITRE M2 BEEEN B -

RE BB 2 KRR - BIRZ S A%
ErEEEFLFRKIGREREEDZERT
ARk EEESF T HMA L - HR2009F

12A318 - REBEZGERAEE ] HEHRHFE
RSB EE 2 A FEMEAE(20084F : &
#155,000,0007T) °
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AR IE M5 ()

(b) 2009 F ER K H b ERIE 2 B{E%EMRE

2009
The Group %8
Advances to customers Other accounts Total
EFER HithiRE et
Individual Collective Individual Collective Individual Collective
&5l 2 {5l 2R ] g ]
HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn
BERER BMEER  E%EER BEEER BEEERT  BMEER
At 1st January R1A1H 523 521 23 9 546 530
New provisions charged to W RN SR RER

income statement (Note 11) (Hi£11) 813 420 14 (1) 827 419
Net provisions released back to B[z Rk A %EEFE

income statement (Note 71) (Hit11) (98) - 3) - (101) -
Amounts written off HinE (743) (138) (4) - (747) (138)
Recoveries (Note 71) WeslgE (fit11) 65 - 1 - 66 -
Additions through acquisition of

subsidiaries BARBARINEE - - - 1 _ 1
Effect of discounting Bi-Eigili2-

(Note 4) (Hiit4) (40) - - - (40) -
Exchange adjustments fEH B 14 8 - - 14 8
At 31st December ®12A318 534 811 31 9 565 820

The Bank 17

Advances to customers Other accounts Total

EFER HithiRE ot
Individual Collective Individual Collective Individual Collective
] 2 {5l 2 &5l g ]
HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn
BERERT BMEER  B¥EER BEEER BERER BERER
At 1st January ®1A1H 438 392 - - 438 392

New provisions charged to Wegagk M 8540

income statement MR 752 407 3 - 755 407
Net provisions released back to

income statement BEYER R R AT 8 (81) - - - (81) -
Amounts written off ssEE (641) (128) - - (641) (128)
Recoveries ek 57 - - - 57 -
Effect of discounting BE-Eigillin:% (38) - - - (38) -
Exchange adjustments B 5 AR 12 7 - - 12 7
At 31st December ®12A318 499 678 3 - 502 678
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTinuED) BE B R HMERIE @)

(b) Impairment allowances against advances and other accounts for

(b) 20085 & X K H At AR IE 2 B E R

2008
The Group £
Advances to customers Other accounts Total
REER HABRIE Fat ]
Individual Collective Individual Collective Individual Collective
1R 2 &5l 2 1R 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEEET BEEET BERET BERET AEBEET BEEET
At 1st January M AR 264 433 25 6 289 439
New provisions charged to WS RAT SEEERE
income statement (Note 71) (Bist11) 583 183 13 - 596 183
Net provisions released back to B [EI Mz A %EEFH
income statement (Note 71) (Bist11) (204) = (5) - (209) =
Amounts written off MisHeE (245) (96) (10) = (255) (96)
Recoveries (Note 11) WemE(AE11) 140 - - - 140 -
Additions through acquisition of
subsidiaries BANBARMNEE - _ _ 3 _ 3
Effect of discounting AERNNYE
(Note 4) (Hit4) (12) - - - (12) -
Exchange adjustments B A% 3) 1 - - 3) 1
At 31st December M12A31H 523 521 23 9 546 530
The Bank 3217
Advances to customers Other accounts Total
REE HAhiRIA Fet
Individual Collective Individual Collective Individual Collective
el B (ERT! BE 1@z B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREEr A¥EET  A%EExT  B¥AEnr  BkeEr B¥EER
At 1st January R1A1H 79 332 - - 79 332
New provisions charged to WE R A% S E)
income statement e 460 149 6 - 466 149
Net provisions released back to
income statement B A kR E (153) - - - (153) =
Amounts written off s (50) 87) 6) - (56) 87)
Recoveries ek 115 - - - 115 -
Effect of discounting STEINNTE (10) = = = (10) =
Exchange adjustments 0 5 % 3) ) = = 3) )
At 31st December R12A31H8 438 392 - - 438 392
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(c) Advances to customers — by industry sectors (o) BEFER —IT#E9E
The analysis of gross advances to customers and the percentage of secured BITEPENEFERBBRERFERD
advances by industry sector is based on the categories and definitions used by the BOLNRIRBELSCHEERMEAER
Hong Kong Monetary Authority. MEFE ©
2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH HERERN
EXEE BOt BB Epa)sé
HK$ Mn % HK$ Mn %
BEEET BO% BERET BAE
The Group %8
Loans for use in Hong Kong EEBERNER
Industrial, commercial and financial TEem
- Property development —MEER 9,411 7343 8,855 61.25
— Property investment —MERE 29,766 91.11 27,431 86.88
— Financial concerns —SRtE 2,699 75.10 2,542 69.94
— Stockbrokers -BRERLR 1,190 50.35 550 99.75
—Wholesale and retail trade —HBETEX 3,265 68.46 2,405 64.60
- Manufacturing —BliEst 2,177 57.94 2,055 52.54
—Transport and transport equipment  —E & EERHRE 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 —H A 13,006 71.87 9,954 71.52
- Sub-total —/\at 65,361 81.57 57,723 76.78
Individuals {EYN

— Loans for the purchase of flatsinthe —BE[EZFHE: 2]
Home Ownership Scheme, Private [FLAZEEREE]

Sector Participation Scheme RIBEELEE]
and Tenants Purchase Scheme EFNER 1,529 100.00 1,318 100.00
— Loans for the purchase of other
residential properties -BEEMEENENER 25,220 99.87 24,297 99.74
- Credit card advances —ERARER 2,675 0.00 2,997 0.00
- Others —HEft 8,839 68.17 6,553 74.35
— Sub-total — /it 38,263 85.57 35,165 86.52
Total loans for use in Hong Kong EEEFERNERER 103,624 83.05 92,888 80.47
Trade finance BomE 2,652 53.27 2,905 59.03
Loans for use outside Hong Kong* TERBAIME AR ER 141,378 75.75 134,546 76.56
Total advances to customers EEEDEE 247,654 78.56 230,339 77.91
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EBEBLOMEAREXEIEUL TEFEAR
HABFEFEL
2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH ‘ HEAERN
ExneE BAl BT Aot
HKS$ Mn % HK$ Mn %
BERET BR%E BEEET [Epag
Property development MEER 14,156 72.70 14,351 78.64
Property investment ES 4 22,441 88.36 24215 87.95
Wholesale and retail trade HEETEX 18,574 95.28 19,021 88.93
Manufacturing UE% 7,299 48.78 9,547 63.58
Others Hity 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 (conTinuED) BE B R HMERIE @)

2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERN BHEAETN
Ex#am Aol ERBE ADt
HKS Mn % HK$ Mn %
BEEER BO® BEEET BRX
The Bank ®1T
Loans for use in Hong Kong EEBERNER
Industrial, commercial and financial TEem
— Property development —MEER 9,401 73.50 8,844 61.32
— Property investment —MERE 29,650 91.08 27,345 86.84
— Financial concerns —SREE 2,699 75.11 2,542 69.95
— Stockbrokers —RE&L 1,190 50.35 550 99.75
— Wholesale and retail trade —HERTELE 3,220 68.02 2,353 63.82
- Manufacturing — Bl 2,157 57.55 2,055 52.54
—Transport and transport equipment ~ — & BB & R 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 —Hft 12,732 77.39 9,830 71.16
- Sub-total — /et 64,896 81.46 57,450 76.69
Individuals A
— Loans for the purchase of flatsin the —EE[EZAERE] -
Home Ownership Scheme, Private [LALEEEEIR
Sector Participation Scheme and [HEEHEE
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 —EBEFRER 2,675 0.00 2,997 0.00
- Others —Eft 8,046 67.44 6,147 74.92
- Sub-total — N5t 37,430 85.76 34,735 86.76
Total loans for use in Hong Kong ERBERNER AR 102,326 83.03 92,185 80.49
Trade finance BomE 2,322 52.35 2,684 58.87
Loans for use outside Hong Kong* EBRBAIMERH S 38,726 56.01 36,254 57.35
Total advances to customers REEDEE 143,374 75.24 131,123 73.65
* Loans for use outside Hong Kong include the following loans for use in the PRC. * EEBLIMEAREAOIEUTEREAR
HFEEFFRIEH °
2009 2008
% of secured % of secured
Gross advances advances Gross advances advances
BEAERN BEAERN
Exuam Aol ExaE ADt
HKS Mn % HK$ Mn %
BEEER ERE:3 AEBET BAX
Property development MEERE 3,075 12.30 2,310 0.00
Property investment MERE 866 100.00 951 98.95
Wholesale and retail trade HEATEX 1m 9.88 12 99.97
Manufacturing B3 CES 1,531 53.61 1,878 74.86
Others Hh 3,271 3.48 2,733 8.17

8,854 24.74 7,884 32.75
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N TERTES B EEFPEREEA S Z T

sectors which constitute 10% or more of total advances to customers are as A EREFF - BERIRENER « AR
follows: AR -
The Group %8 The Bank #R1T
2009 2008 2009 2008
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET BEEET
(i) Property development () EER
a. Individually impaired loans a. BERIRENER 805 207 m 17
b.  Individual impairment allowance b. (ERIREERE 50 8 37 2
Collective impairment allowance « BEREEE 83 36 69 20
d.  Provision charged to income d ABERZEN
statement s
— individual impairment loss —ERIRERX 324 2 315 2
- collective impairment loss —BERERL 59 12 54 7
e. Written off e. M m 84 m -
(i) Property investment (i) WERE
a. Individually impaired loans a. BERRENER 334 145 168 6
b.  Individual impairment allowance b. fERIRERERE 25 29 " -
. Collective impairment allowance « BEREEE 193 96 138 62
d.  Provision charged to income d RKERZHEN
statement %ff
— individual impairment loss o LIV RIEEEES 56 29 35 -
— collective impairment loss —BERERL 11 24 78 16
e.  Written off e. i 52 = 2 -
(iii) Loans for purchase of residential (i) BEEMEENENER
properties
a. Individually impaired loans a. BEBIRENER 137 17 127 108
b.  Individual impairment allowance b. (ERIREEE - 2 - 2
. Collective impairment allowance « EEREEE 32 30 30 21
d.  Provision charged to income d. ABERZEN
statement £
— individual impairment loss —ERIRERA 1 5 1 5
- collective impairment loss —BERERX 23 6 2 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 « BEREEE 56 48 38 24
d.  Provision charged to income d. AKERZHEN
statement £
— individual impairment loss o D IVERIEEES 185 133 184 116
~ collective impairment loss —BERERL 18 21 16 12
e.  Written off e. i 131 4 121 4
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTiNnuED) BEE B R HMERE @)

(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.

() EFER-—REHIE
BEFERABRRERIEANSE  2RE
REHFHFES  YEBRBERARKRE
X —RM5 - ARERNERERILIFR
SHFRAEMMNBERN — TR - RxE#E
RBITHRERRITHIEINDIT » MAZIRTT
BV BRI RN R 5 8 TR - &
RERRAH —ARREEI S —ERR -

The Group 8
2009
Advances Impaired Individual Collective
Total advances overdue for over advances to impairment impairment
to customers  three months customers allowance allowance
BE3EALNL

EFEENEE WEFER HEERFER EIHERE ERAEER
HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn HK$ Mn
BEEERT BEREL BEEET BEBEL BEREL
Hong Kong B 121,538 217 407 103 299
People’s Republic of China hE A RAME 93,084 177 373 34 86
Other Asian Countries Hi T MER 10,103 213 382 247 178
Others Hits 22,929 284 1,286 150 248
Total B8 247,654 891 2,448 534 811

% of total advances to customers EREEZ@ENE N 0.99%

Market value of security held against
impaired advances to customers REEREARTE 4,839
The Group £
2008
Advances Impaired Individual Collective
Total advances to  overdue for over advances to impairment impairment
customers three months customers allowance allowance
BEA3(EAM £

ERETEE WEFER  HERFPER  ERNEERE  BERAEEE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET BEEET BEEET
Hong Kong &t 112,038 207 642 267 278
People’s Republic of China HEARENE 85,741 242 454 78 115
Other Asian Countries HthmMER 10,798 159 246 168 103
Others Htty 21,762 25 244 10 25
Total B 230,339 633 1,586 523 521

% of total advances to customers EEFPEREENANL 0.69%

Market value of security held against
impaired advances to customers MESTERRTE 3,769
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The Bank 81T
2009
Advances
overdue for Impaired Individual Collective
Total advances over three advances to impairment impairment
to customers months customers allowance allowance
BE3EANL
EFENHAE WEFER  REFFER ERRERE  BEEEER
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HKS$ Mn
BEEET BEEET BYEET BEEET B¥EET
Hong Kong Bt 103,784 185 357 87 278
People’s Republic of China hEARLME 16,419 23 207 33 26
Other Asian Countries Heh TMEIR 9,021 213 381 246 177
Others Hith 14,150 270 1,166 133 197
Total k) 143,374 691 2,111 499 678
% of total advances to customers EEPEREENADL 1.48%
Market value of security held against
impaired advances to customers AEERERRTE 3,048
The Bank 17
2008
Advances
overdue for Impaired Individual Collective
Total advances to over three advances to impairment impairment
customers months customers allowance allowance
BEMEAMN L
EPEREE MEPER  REEPER  ([ERHEEE  EEREER
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEREL BERET ABERET BEREL
Hong Kong £ 93,211 169 556 232 248
People’s Republic of China HhEARLNE 14,271 95 280 36 26
Other Asian Countries HiBMER 9,856 159 246 168 102
Others HAh 13,785 14 192 2 16
Total B8 131,123 437 1,274 438 392
% of total advances to customers HEFEFEBENEIL 0.97%
Market value of security held against
impaired advances to customers REETERRHE 2,168
Impaired loans and advances are individually assessed loans with objective evidence BB R B B IR R ERE W
of impairment on an individual basis. The above information by countries or BEBFHENER » A EIEER SN E D 1E
geographical areas is derived according to the location of the counterparties after WER - RBEXZEHFHMEHIEER
taking into account any transfer of risk. BEREREE -
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 TREAMS BEENERP I EREER

impairment allowances made for them on these two dates. IMEGEZ S E IR B BRI E 2R -
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25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTiNnuED) BEE B R HMERE @)

(e) Advances to customers — net investment in finance leases (e) EFEN - iEHENFRER
Advances to customers include net investment in equipment leased under finance EFEREEAREHER AL RME -
leases. The total minimum lease payments receivable under finance leases and their RIEmEHSEKNSERENREE - &
present values at the year end are as follows: HRENT :

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

REHE PN REHE REEE HRAARK REHE
ARBE FISHA NRBE HRE MBRA DR
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET EWMEERT EMEER  EMBERT  E¥AER BEAER

Amounts receivable: JEWBRSR
Within one year 1EHUA 1,004 116 1,120 1,280 152 1,432
After one year but within five years 1A% E5F A 1,100 186 1,286 1,512 206 1,718
After five years SEE 1,729 265 1,994 1,468 246 1,714
3,833 567 4,400 4,260 604 4,864

Less: Individual impairment

allowances B ERIREER (10) (21)
Net investment in finance leases R A EH)FIRER 3,823 4,239
The net investment in finance leases is carried on the statement of financial MER SN FIREBREERBERFT AT
position as a receivable. No accrual is made for the interest income relating to AR - BIEFERT AR SRR R A B M o

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

The Group £ The Bank 817
2009 2008 2009 2008
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER AEBEET BERER AEBET
Treasury bills (including Exchange Fund Bills) REE# (BHENEESZE) 5,425 10,391 5,364 4,558
Certificates of deposit held HERNEDE 972 762 595 508
Debt securities BHES 22,599 6,398 11,990 5,210
Equity securities R {neE 5 1,810 899 909 611
Investment funds BEES 77 110 77 93
30,883 18,560 18,935 10,985
Issued by: BTHRE -
Central governments and central banks R SRR 1T 12,787 10,419 6,416 4,558
Public sector entities NEWE 236 231 - 126
Banks and other financial institutions PITREME RIHE 14,199 5773 10,649 4,759
Corporate entities rEER 3,584 2,027 1,793 1,444
Other entities HinEee 77 110 77 93
30,883 18,560 18,935 10,985
Analysed by place of listing: 7 ETE AT -
Listed in Hong Kong ERB LM 1,957 397 1,495 197
Listed outside Hong Kong TEARBLIMEE 5,512 9,329 3,986 2,619
7,469 9,726 5,481 2,816
Unlisted L 23,414 8,834 13,454 8,169

30,883 18,560 18,935 10,985
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27. HELD-TO-MATURITY INVESTMENTS #ZZHiR&E

The Group £ The Bank 81T
2009 2008 2009 2008
HK$ Mn HKS$ Mn HKS Mn HK$ Mn
BEEER AEEET BERER BEEET
Treasury bills (including Exchange BEfEH(RENEES
Fund Bills) E ) 189 180 112 180
Certificates of deposit held HERENE 2,245 1,717 1,584 1,056
Debt securities EBES 4,843 3,216 3,144 2,189
1,277 5113 4,840 3,425
Less: Impairment allowances  : REER (38) (107) (38) (107)
7,239 5,006 4,802 3318
Issued by: BITHEE
Central governments and
central banks HRRERFRR BT 1,510 243 1,506 239
Public sector entities NEHRE 621 318 276 231
Banks and other financial institutions #8717 R & Rk 4,328 3,344 2,629 2,117
Corporate entities T¥ER 780 1,101 391 731
7,239 5,006 4,802 3,318
Analysed by place of listing: R EmE AT :
Listed in Hong Kong ERE LM 952 287 848 268
Listed outside Hong Kong EEBAIMR LT 2,984 1,863 2,263 1477
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: NYEE:
Listed securities EmEH 3,998 2,028 3,150 1,640
Unlisted securities MBS 3,320 2,870 1,696 1,569
7,318 4,898 4,846 3,209
Movement of impairment allowances B{EZEfEHIEE)
The Group £ The Bank 81T
2009 2008 2009 2008
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BEEER BEEET BERER BEEET
At 1st January M A8 107 42 107 4
Charge for the year FENLE 9 44 9 44
Write-off | (78) - (78) =
Exchange and other adjustments B R B AR - 21 - 21
At 31st December R12A31H 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:

R IR M 5 (4)

BFoBRMHEEERERE

200951818 » BEEBEFEEASE 2
L ESREERAZEIHANEMMEE
7 o RIBULFHE - EEERE MFIE EE
ERMENFEEINMA - Bt - EHAE
HAELERRIEN I EAREIE - RE
MABAMENSENSENAT

Carrying amount
on 1st January, 2009

7200041817
HEREE
HK$ Mn
BEEET

Reclassified from available-for-sale debt securities B A AR EEBES
Listed in Hong Kong EEBLET (83)
Listed outside Hong Kong FEBBLAIMEE £/ (229)
Unlisted JEET (364)
(676)

Reclassified to held-to-maturity securities B S RIFRIEE S

Listed in Hong Kong ERE LT 83
Listed outside Hong Kong FEBEAIMNOE 229
Unlisted LT 364
676

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.

FEALEREAFEEZMEENRE
RBBERESHREARER

200912 A31 B 2 R HE M EIBFE A
75%19,000,0007T °

HK$ Mn

BEHET

Reclassification BHHLE 16
Amortisation during the year FERBH B
Balance as at 31st December, 2009 2009412 A31H &%k 19

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.

ERIEEH S ERENFRYSERBLE
1B ISR AR T A R BRI A O e B
HENER A -
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28. INVESTMENTS IN SUBSIDIARIES MiBATIERE

The Bank 81T

2009 2008

HKS MnBE¥EERT HKS MnBBEET

Unlisted shares, at cost IE Em&A (JRE) 13,690 11,906
Less: Impairment allowances B OREER (233) (233)
13,457 11,673

The following list contains only the particulars of subsidiaries which principally

NTHERABEAREENEE BEXA

affected the results, assets or liabilities of the Group. The class of shares held is BEEEATENMBAR - WERDE LB
ordinary. ftn o
Details of these companies are as follows: UL FERARNFELT
Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Bank The Group Nature of business
AEER R R it B EBRTRARKRE ARTAMEERE AKEFGEE XBHE
Ample Delight Limited Hong Kong HK$%5# 450,000,000 100% Investment holding
AR BRAR] BB REER
Bank of East Asia (Trustees) Hong Kong HK$/5% 150,000,0007T 100% Trustee
Limited BE S AEARTS
RERITUEFE)ERAR
BEA Life Limited Hong Kong HK$7%#500,000,0007T 100% Life insurance
R AFREARA A B AS
BEA Pacific Asia Limited Hong Kong US$13,000,0003 7T 100% Investment holding
BB REEIR
BEA Pacific Holding Company Bermuda HK$7%%10,0007T 100% Investment holding
Limited ARE BB R
Blue Cross (Asia-Pacific) Hong Kong HK$/8%750,000,0007T 100% Insurance
Insurance Limited BB R
E+F(RR)RBERRA]
BEA Union Investment Hong Kong HK$7%#374,580,0007T 51% Asset management
Management Limited B BEERE
REHEREERERAR
BEA Wealth Management Taiwan, NTD#7 & #218,000,0007T 100% Wealth management
Services (Taiwan) Limited Republic of China services
REEHFRNHARAR A - RERE M EERRE
CCSL St. Lucia Limited St. Lucia US$1,200% 7T 60.49% Holding company
BEMmE IR
Central Town Limited Hong Kong HK$7&#527T 100% Property investment
EREERR AT B MEIEE
Century Able Limited Hong Kong HK$/5#866,951,0457T 100% Investment holding
R EARAR] B RE R
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Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Group Nature of business
ARER SRR S it B EBRTRBRRKRE ARTALRERE AKEFhEE XBHE
Corona Light Limited BVI HK$/5%866,951,0457T 100% Investment holding
REBRLHS REER
Credit Gain Finance Company Hong Kong HK$E 17T 100% Money lenders
Limited BB MEA
REMBARAT
Crystal Gleaming Limited BVI HK$7%#866,951,0457T 100% Investment holding
EEEHS REER
East Asia Corporate Services BVI US$250,000% 7T 75.61% Registered agent and
(BVI) Limited HBRLES trustee services
AR R A= FEARTS
East Asia Facility Hong Kong HK$7%%10,0007T 100% Facility management
Management Limited B B
ROREEEERAR
East Asia Financial Services BVI US$24,096,000% 7T 100% Investment holding
(BVI) Ltd. RBELHS REER
East Asia Futures Limited Hong Kong HK$7#57,000,0007T 100% Futures and options
REMEARAR] B trading
HERBEER
*East Asia Holding US.A. US$53TT 100% Bank holding company
Company, Inc. E35] RITIERAF]
East Asia Indonesian Seychelles US$100,000% 7T 100% Investment holding
Holdings Limited EER REZER
East Asia Investment Hong Kong HK$75% 100,000,000 100% Investment holding
Holdings Limited 5 REER
REREERERAR
East Asia Investments BVI HK$7%5%5186,038,7257T 100% Investment holding
Holdings (BVI) Ltd. HEELHS EER
East Asia Marketing Limited BVI US$1ZETT 75.61% Marketing services to
RERETHS related companies
BEEEANG!
TRt SR IR TS
East Asia Property Agency Hong Kong HK$7%%1,000,0007T 100% Property agency
Company Limited BB LI E R
RuMEREBERAR
East Asia Properties Holding Hong Kong HK$7%#510,0007T 100% Investment holding
Company Limited B REZER
RuMFERERAR
*East Asia Properties (US), Inc. US.A. US$53ETT 100% Property holding
=S MERF
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28. INVESTMENTS IN SUBSIDIARIES (conTiNuED) MTB A TIRE @)

Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Bank The Group Nature of business
AT BB R I it B EBRTRARKRE ARTALERE AKEFGEE XBHE
East Asia Secretaries (BVI) Limited BVI HK$/8%300,000,0007T 75.61% Investment holding
RERERHS REEI
East Asia Securities Company Hong Kong HK$7%#25,000,0007T 100% Securities broking
Limited BB BHEE
ROEFARAT
East Asia Strategic Holdings BVI US$50,000,0003% 7T 100% Investment holding
Limited RERLHS BB
Flowery World Corporation BVI US$13ETT 75.61% Holding company
EEERHE AT A F]
Innovate Holdings Limited BVI US$1ZETT 100% Special purpose
RERLHS vehicle company
BHEBMRETA
Skyray Holdings Limited BVI HK$5#450,000,0007T 100% Investment holding
REEIHS REZER
Speedfull Limited BVI HK$75#450,000,0007T 100% Investment holding
EEEHE REZER
The Bank of East Asia (Canada) Canada C$/1#58,000,0007C 100% Banking services
INERRIBIRTT YIEVN RITARS
The Bank of East Asia (China) PRC CNY AE#48,000,000,0007T 100% Banking and related
Limited (Note 1) FREE A RHFIE financial services
REBHRIT(RE) R RITRERR
NS rsa)) © RBRTS
*The Bank of East Asia (U.S.A.) US.A. US$4,5003 7T 100% Banking
N.A. ESE] RIT
*E B R IRTT
Tricor Consultancy (Beijing) PRC US$1,850,0003 7T 75.61% Business consultancy
Limited (Note 1) R A RFAFE in China
R EEFAGER) AR AIEEST
NG
Tricor Holdings Limited BVI US$7,001% 7T 75.61% Investment holding
RERERHS REEI
Tricor Holdings Pte. Ltd. Singapore S$ETINH K2 T 75.61% Investment holding
EZIE S RE R
Tricor Investor Services Limited Hong Kong HK$7&#527T 75.61% Investor services

BEEBFELERAT & REERY



REMRITERLDT | 2009 F 5k | 179

NOTES ON THE ACCOUNTS (CONTINUED)

AR IR M5 (4)

Place of
incorporation and  Issued and % Held by
Name of company operation paid-up capital The Bank The Group Nature of business
RE B SRR S it B EBRTRBRRKRE ARTALRERE AKEFhEE XBHE
Tricor Services Limited Hong Kong HK$E#27T 75.61% Business, corporate and
EEEEEBARAR B investor services
s - PERIREE
PR
Tricor Services (BVI) Limited BVI US$250,000% 7T 75.61% Registered agent and
REBRLHS trustee services
AR RAEFEARTE
Tricor Services (Malaysia) Sdn. Bhd. Malaysia RME5#45,672,4847T 60.49% Investment holding
L REER
Vitaway (Mauritius) Limited Mauritius US$13=7T 75.61% Regional treasurer
EBXRE & 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. EREHEIARXE-

* FHETHE AN EBAEEA AR o
E5 R BT HF B TR I8 R AR Z
BEMBERIRA GRS S 1ER% & B EE
6.3% % 2.1% °

29. INVESTMENTS IN ASSOCIATES B¢ N FRE
The Group £E The Bank #17

2009 2008 2009 2008

HKS Mn BB EET HKSMnB%EET HKSMnEMEET HKSMn AEEET

Listed shares, at cost LWk (RE) - = 1,781 1,743
Unlisted shares, at cost JE TR (BRE) - = 196 271
Share of net assets EEFEE 2,389 2,260 - =
Goodwill FEE= 226 226 - -
2,615 2,486 1,977 2,014
Less: Impairment allowances B ORE XS - - (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).

Bk & N 7] B 51 £k 7% % 497,000,000 7T (2008
4 : B%76,000,00070)E BIFETFER °

FE ARG A RFIEAB81,000,000
JC(20084F : ##59,000,0007T) °
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29. INVESTMENTS IN ASSOCIATES (conTiNUED) B2 A TIIRE )

The following list contains only the particulars of associates which principally RTHERBREHASENERANEERE
affected the results or assets of the Group: KWL NT]
Place of % of ordinary shares E &R
incorporation held by
Name of company and operation The Bank The Group Nature of business
NEEH R A% i 3 1t B SRAT PTG MR SEfhEE XBHE
Listed £
Affin Holdings Berhad Malaysia 21.095% Investment holding
SR E e REZR

Unlisted 3k £

ICEA Finance Holdings Limited BVI 25% Investment holding
ITERETAZERERAR KBRS REZR
Mercedes-Benz Financial Hong Kong 20% Financing, leasing and
Services Hong Kong Limited B insurance services
TR — R 5 5 IR B - THE MR RS
HEBRAR
Mercedes-Benz Financial Republic of Korea 20% Financial services
Services Korea Limited L5-1E] DEURTS
Platinum Holdings Company Limited Cayman Islands 29.99% Investment holding
HERS REE
PT. Bank Resona Perdania Indonesia 30% Banking and related financial
Eife services
iR17 A SRR
Sunfire Enterprises Limited BVI 20% Property development
RECEFERAIF RBRLE MEER
TCL Finance Co., Ltd. PRC 20% Financial services and cash
TCLEEEB BB R A A EYN S I management
SRR MR B
Trans-Ocean Insurance Company,  Hong Kong 48.7% Inactive
Limited &8 FEm
EAREERAR

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

Assets Liabilities Equity Revenue Profit
BE & RR#ER KA Pt
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HKS$ Mn
BY¥EET BYEEET BEEET E¥EET B¥EET
2009
100 per cent BAZ—H 102,075 89,071 13,004 3,506 1,052
Group's effective interest AEBMARER 21,425 19,036 2,389 762 264
2008
100 per cent BAZ—H 95,485 83,118 12,367 3,584 516
Group's effective interest AEERA RS 19,756 17,496 2,260 767 53

30. GOODWILL AND INTANGIBLE ASSETS B2 BT EE

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.

BELNEVAERRERAEBAHELNDE
MBAERVEE BABTEERREZLEF
R WIREGFHEEERR105F#8H -

The Group& 8l The Bank$i 1T
2009 2008 2009 2008
HKS MnB¥EEBT HKSMnBREBEET HKSMnB¥EERL HKS MnEEEET
Goodwill G 2,738 2,705 1,460 1,460
Acquired intangible assets BAEFEE 1,397 29 - =
4,135 2,734 1,460 1,460

(a) Goodwill (a) &

The Group& 8l The Bank$i 1T
2009 2008 2009 2008
HKS MnB¥EEBT HKSMnBKEET HKSMnB¥EERT HKS MnEEEET
At 1st January R1A1H 2,705 2,656 1,460 1,460

Additions through acquisition — 4Z W EEKTE A F)

of subsidiaries I E 22 52 - -
Exchange adjustments bE AR 11 (3) - -
At 31st December ®12H31H 2,738 2,705 1,460 1,460
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30. GOODWILL AND INTANGIBLE ASSETS (conTinueD) BB R B EE @)

(a) Goodwill (continued) (a) BE @
Impairment tests for cash-generating units containing goodwill PERBNRSEEEM 2 RENS
Goodwill is allocated to the Group’s cash-generating units (CGU) identified REBREBHBDOEEE T AIHBINES
according to business segments as follows: AESLIT
2009 2008
HKS MnB¥EHET HKS MnBBEET
Personal banking EASRIT 849 849
Corporate banking EERTT 453 453
Treasury markets W& TS 158 158
Corporate services RS 1,100 1,067
Others EAh 178 178
2,738 2,705
The recoverable amount of the CGU is determined based on value-in-use ReEEENRAIE < RERIREEREE
calculations. These calculations use cash flow projections based on financial FTHE o STE AR ERE D ERNSFEI
budgets approved by management covering a five-year period. Cash flows beyond TBERRSRIEME o BRSFHRNER SR
the five-year period are extrapolated using the estimated rates stated below. The BT A R ET R R (T - BRETARA
growth rate does not exceed the long-term average growth rate for the business in ZReEEBMNIREEBNRAFHER
which the CGU operates. XKoo
The pre-tax discount rate used for value-in-use calculations is 14.37% (2008: AR EEREENRBAIITINIE A214.37%
8.28%) and the long-term growth rate is 3% (2008: 4%). (2008 : 8.28% ) k= HtE K % A3% (2008 :
4%) °
Management determined the budgeted net profit based on past performance and EEERBBARERBAMBERUEE
its expectation for market development. The weighted average growth rates used TSR - PIERA T REER

are consistent with the internal forecasts. EPFERIE — B o
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(b) Intangible assets (other than goodwill) (b) BILEE (BRI
Intangible assets include acquired core deposits. Intangible assets are stated at cost B EEBEBARLER - EFAEE
less accumulated amortisation and impairment loss (Note2(k)(iv)). BRAFB 2 EE R REERLYE

(BfaE2 (k) (iv)) »

Amortisation of intangible assets with finite useful lives is charged to the income ERE A AN ER A ERE A0 AR
statement over the assets’ estimated useful lives. The following intangible assets WRRAEES - LT BREN BN ERE
with finite useful lives are amortised from the date they are available to use and E A A B AR A T AT AT PR A 8

their estimated useful lives are as follows:

Acquired core deposits 10 years AR OIFR R0
Naming rights over the shorter of the lease period of building or land BEREAREEY R T M E BRSNS
Both the period and method of amortisation are reviewed annually. FFEERTT ELHAR RS E
The Group% & The Banki 1T
2009 2008 2009 2008
HKS MnB%EEBT HKSMnBEEET HKSMnB¥EERT HKS MnEREEET
Cost A
At 1st January M1A1H 38 16 - -
Additions BE 1,380 6 - -
Exchange and other
adjustments B 34, R HLfh ) - 16 - -
At 31st December ®12A31H8 1,418 38 - -
Accumulated amortisation BT
At 1st January M1A1R 9 (4) - -
Amortisation charge for the
year (Note 10) FENEHEME10) (13) 3) - -
Exchange adjustments PE H Fa % 1 @) - -
At 31st December M12H31H (21) ) - -

Carrying amount at
31st December W12 A31BEREE 1,397 29 - -
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AR IR B 5 (48)

31.FIXED ASSETS EE&EE

2009
The Group %8
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B £
REME it & e a5
HKS$ Mn HK$ Mn HKS Mn HK$ Mn HKS$ Mn
BYEET BEEET B¥EET BEEET BEEET
Cost or valuation N
At 1st January, 2009 200951 A1H 1,839 6,293 3,507 9,800 11,639
Additions ®E - 2,264 297 2,561 2,561
Additions through acquisition BIEER I E - - 16 16 16
Revaluation surplus e 206 - - - 206
Revaluation of bank premises
transferred to investment THrEREA
properties RE&EME - 97 - 97 97
Transfer from bank premises BITHEARE
to investment properties S 61 (61) - (61) -
Disposals HE (14) (24) (162) (186) (200)
Exchange adjustments 0 5 5% 3 3 15 18 21
At 31st December, 2009 12009412318 2,095 8,572 3,673 12,245 14,340
Accumulated depreciation
and amortisation REE RS
At 1st January, 2009 200951 A1H - 675 1,818 2,493 2,493
Additions through acquisition RIER I E - - 7 7 7
Charge for the year FENZH
(Note 10) (Hrz10) - 99 413 512 512
Impairment loss RERR - 13 - 13 13
Written back on disposals R [ - (12) (154) (166) (166)
Exchange adjustments D& 5 J % - - 14 14 14
At 31st December, 2009 2009512 A31H - 775 2,098 2,873 2,873
Net book value at FREFE
31st December, 2009 200912 A318 2,095 7,197 1,575 9,372 11,467
The gross amounts of B ENRE
the above assets are stated: FIREAT -
At cost AR - 7,745 3,673 11,418 11,418
At Directors’ valuation REERE
-1989 —1989%F - 827 - 827 827
At professional valuation REXE
- 2009 —2009F 2,095 - - - 2,095
2,095 8,572 3,673 12,245 14,340
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2009
The Bank 817
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
i #48
RENE g s T Nt a5
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HKS Mn
RYEET BYEET REEET BYEET BYEET
Cost or valuation AR EE
At 1st January, 2009 7200951 A1H 1,819 3,135 2,246 5,381 7,200
Additions b - 602 135 737 737
Revaluation surplus Bt A% 205 - - - 205
Transfer from investment
properties to bank premises RIEEMEE ATH 212) 212 - 212 -
Disposals e (14) - (133) (133) (147)
Exchange adjustments B R - - 7 7 7
At 31st December, 2009 2009 12A31H 1,798 3,949 2,255 6,204 8,002
Accumulated depreciation
and amortisation ZEHTE R
At 1st January, 2009 20091 A1H - 323 1,290 1,613 1,613
Charge for the year FENZH - 46 232 278 278
Impairment loss RERE - 13 - 13 13
Written back on disposals HE R o] B - - (128) (128) (128)
Exchange adjustments B 5 AR - - 6 6 6
At 31st December, 2009 #2009 12A31H - 382 1,400 1,782 1,782
Net book value at BEFE
31st December, 2009 #2009F12A31H 1,798 3,567 855 4,422 6,220
The gross amounts of it ER A
the above assets are stated: FIRET
At cost BRA - 3,122 2,255 5377 5,377
At Directors' valuation RESMEA
-1989 — 19894 - 827 - 827 827
At professional valuation REXLE
-2009 —2009F 1,798 - - - 1,798
1,798 3,949 2,255 6,204 8,002
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31.FIXED ASSETS (conTinuED) BEIEEE (@)

2008
The Group £ &
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B (B
RENE Tt B et ot
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEREL RERET BERET BERET AERET
Cost or valuation N
At 1st January, 2008 R2008F1A1H 1,726 4,609 2,711 7,320 9,046
Additions 2E = 1,659 898 2,557 2,557
Additions through acquisition YR E 303 - 15 15 318
Revaluation losses SfER (168) = = = (168)
Revaluation of bank premises
transferred to investment THEREA
properties RENE - 9 - 9 9
Transfer from bank premises RITHEA
to investment properties REME 9 ©) = ©) -
Disposals HE (13) (34) (126) (160) (173)
Exchange adjustments B R (18) 59 9 68 50
At 31st December, 2008 #®2008F12A31H 1,839 6,293 3,507 9,800 11,639
Accumulated depreciation
and amortisation A MEREN
At 1st January, 2008 #2008F1A1H = 617 1,573 2,190 2,190
Additions through acquisition BRI E - - 1 " 1
Charge for the year FENZH
(Note 10) (Hrzt10) = 81 356 437 437
Revaluation of bank premises
transferred to investment TILERBA
properties REM= = (1) = (1) (1)
Write back of impairment loss REER B = (6) = (6) (6)
Written back on disposals &R - (25) (113) (138) (138)
Exchange adjustments I 5 AR - 9 (9) - -
At 31st December, 2008 #2008F12A31H = 675 1,818 2,493 2,493
Net book value at REFE
31st December, 2008 #2008F12A31H 1,839 5,618 1,689 7,307 9,146
The gross amounts of B ENAE
the above assets are stated: IR0
At cost AR = 5,466 3,507 8,973 8,973
At Directors' valuation REZME
- 1989 —1989F = 827 = 827 827
At professional valuation REERE
-2008 —20084F 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
ik~ FE
REME T & et ot
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET ABERET BERET BEBET BEREL
Cost or valuation Ak
At 1st January, 2008 R2008F1A18 1,829 3,192 1,858 5,050 6,879
Additions EE - 2 487 439 439
Revaluation losses SftER (87) = = = 87)
Revaluation of bank premises
transferred to investment T EREA
properties RENME - 52 - 52 52
Transfer from bank premises M{THEEA
to investment properties REME 89 (89) = (89) =
Disposals & (12) (20) (79) (99) (111)
Exchange adjustments B 5 A - ) (20) (22) (22)
At 31st December, 2008 #2008F12A31H 1,819 3,135 2,246 5,381 7,200
Accumulated depreciation
and amortisation ZEtTE RS
At 1st January, 2008 200851 A1H = 304 1,168 1,472 1,472
Charge for the year FENZH - 43 218 261 261
Revaluation of bank premises
transferred to investment T ERBA
properties REME = (5) = (5) (5)
Write back of impairment loss AEBRERE = (6) = (6) (6)
Written back on disposals o B [ B - (12) (77) (89) (89)
Exchange adjustments X AR = (1) (19) (20) (20)
At 31st December, 2008 #2008%12A31H = 323 1,290 1,613 1,613
Net book value at BREHE
31st December, 2008 12008 12A31H 1,819 2,812 956 3,768 5,587
The gross amounts of FEENEE
the above assets are stated: FIRMAT :
At cost B = 2,308 2,246 4,554 4,554
At Directors' valuation REELE
- 1989 — 19894 = 827 - 827 827
At professional valuation REERE
-2008 —20084F 1,819 - - - 1,819
1,819 3,135 2,246 5,381 7,200
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31.FIXED ASSETS (conTinuED) BEIEEE (@)

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

T RIRE MR REFERLR

The Group £
2009 2008
Investment Bank Investment Bank
properties premises properties premises
REME it REME 73t
HKS Mn B¥EET HKSMn BEEET HKSMnB¥EET HKSMn BEEET
Freeholds KAKIE
Held outside Hong Kong EEBAIMNEE 79 3,841 78 1,748
Leaseholds iz
Held in Hong Kong ERB
On long lease (over 50 years) RERL(S0F ML) 1,489 1,586 1,449 1,477
On medium-term lease AR
(10 - 50 years) (10Z=50%) 209 1,428 303 1,354
Held outside Hong Kong EE BN R
On long lease REEN
(over 50 years) (50F A k) - 161 - 193
On medium-term lease FHERTRA
(10 =50 years) (10Z=50%) 318 781 9 846
2,095 7,197 1,839 5618
The Bank 1T
2009 2008
Investment Bank Investment Bank
properties premises properties premises
REWE Cip: o REME 73k
HKS Mn B¥EET HKSMn B®EERT HKSMn BBEET HKSMn BEEET
Freeholds KAFEHE
Held outside Hong Kong EBEBNIMNER - 748 - 150
Leaseholds Ta i,
Held in Hong Kong &S
On long lease REARA
(over 50 years) (50F LA L) 1,391 1,503 1,365 1,391
On medium-term lease RERA
(1050 years) (10Z50%F) 407 1313 454 1,267
Held outside Hong Kong EEBLINE
On long lease REEHN
(over 50 years) (505 M £) - 3 - 3
On medium-term lease HERTEA
(10 - 50 years) (10250%) - - - 1
1,798 3,567 1,819 2,812

BRAEERARITUAKANR R AT EALR -
774k B9 BR T (B % 9 Bl 4 7% ¥ 6,933,000,000
7T (2008 & : % ¥ 4,624,000,000 7T ) J2 7
2,498,000,0007T,(20084F : ¥ 1,929,000,000
JT) °

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:

AR IR M5 (4)

BEYERIRIB L HEAEE o 720094F
12A318 ' EEREVENHEABYE
1,698,000,0007T ° 5% 1) 3 B3 98 3 1 (B AT —
B AEME—KTFEEY  HESAEH
AEMmEeet+t EFETHAGBEYENRE
MERIGRHKE - BHERNARMISEE
AEM - WEFA2009F12 A31B 2 RE
ﬁq °

SENRLHEVABLEREYE - HEF
HEFHIF210F  FHAKRATBENER
BRAESRZ - MERNLTEREREHES -

&

RER  MELHRERARENEENES
JE W FH & A&7 92,000,000 7T (20084F :
#90,000,0007T ) ° 20094 FE AKX A FER
AL (20084 : £) o

AR HE & e B F AN T RIREY
FHARRREERAE [ RERET

The Group £ The Bank $1T
2009 2008 2009 2008
HKS$ Mn B EER  HKSMn BEEET HKSMnB¥EERT HKSMn BBEET
Within one year 1R 78 74 67 69
After one year but within five years [EPNESES 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

REEAR  ATERETHEBAREERNE
BR5 o [MBRRRKRRHE A RRIEF
FIEATS

(a) M2 R RK

The Bank 81T

2009 2008
HKS Mn BB EHET HK$ Mn BEEET
Financial institutions & B 11,781 15,454
Others Hit 938 944
12,719 16,398
(b) Amounts due to subsidiaries (b) KB A BFRIE

The Bank 81T
2009 2008
HK$ Mn B¥BHET HK$ Mn BEBETT
Financial institutions & B 17 47
Others HAth 1,625 1,947

1,642 1,994
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33.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION Ei#& % 35 ;A BV Er 884

(a) Current taxation in the statement of financial position represents: (a) MBRRRANARHBIRS ¢

The Group £ The Bank 17
2009 2008 2009 2008
HKS Mn BB EET HKS Mn BEEST HKSMn B¥EET  HKSMn BB EETL

Provision for Hong Kong profits tax ~ AEEAARNSHLER

for the year (Note 13(a)) (HieF13@) 73 64 - -
Provisional profits tax paid BERESAES (49) (51) - -
24 13 - =
Balance of profits tax provision
relating to prior years NEEENEHEELR 9 (1) (14) (14)
Overseas taxation TINGIE 14 321 32 74
147 333 18 60
(b) Deferred tax assets and liabilities recognised (b) IEERIBEER B EER
The components of deferred tax (assets)/liabilities recognised in the consolidated BRNRE U BRARPEEHE(EE)/
statement of financial position and the movements during the year are as follows: BEMNMERDS RERZEBT -
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
EREENE LREEN e
BEHIERA : WHESHE MEER HAER% BEEMR Lk Hit g

HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEET BEEET  A¥EER  AMEER  BYMEBn  BY¥EEn  B¥EER

At 1st January, 2009 12009F1A1H 361 257 (49) (4) (661) (14) (110)
Charged/(credited) to

income statement hisgmz#/ (BA)

(Note 13(3)) (Ht1303) (56) 34 (33) - 447 (61) 331
Credited to reserves FAGRER

(Notes 38(c) and (b)) (Hiz38(0%(h) - 26 - &) - - 69
Exchange and other adjustments  [E % R H 8% - 2 105 - (2 (227) (92)

At 31st December, 2009 720094124314 305 349 23 39 (216) (302) 198
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The Group £
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
BREHTE SRAER AfHE
BREHIERA - HRESHE MEBL HEBX BHEf ik Hit &%
HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BBEET  A¥EET  BYEET  A%EERT  ABERER  A¥RER  A%EER
At 1st January, 2008 1200851818 321 274 58 % (59) 114 802
Charged/(credited) to
income statement hixnz#/ (BA)
(Note 13(a)) (B 13) 26 (14) (114) = (601) 23) (726)
Credited to reserves EARER
(Notes 38(c) and (h)) (Hiet38(c)K(h) = €) = (98) = - (101)
Additions through acqisition BANEE 14 - - - @) - 12
Exchange and other adjustments B % 8% - - 7 - 1 (105) (97)
At 31t December, 2008 #2008%12 8318 361 257 (49) (&) (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
BBERAE SREE AHEE
BERERA : HirERHE NEERR  HEERX BHEf HE Hit £
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
B¥EERT  A¥EEr  E¥EEn  BMEEn  BY¥EER  A¥EEr  E%EER
At 1st January, 2009 120091418 347 257 (44) (5) (528) () 25
Charged/(credited) to income
statement kExmzsE/ (BA) (58) 34 (83) - a1 7 321
Credited to reserves FAGEA
(Notes 38 (c) and (h)) (Hia38(0%h) - @ - 49 - - 47
Exchange and other adjustments X At 9% - - 1 - 3) (226) (228)
At 31t December, 2009 #2009%12 8318 289 289 (126) 4 (110) (221) 165
The Bank 517
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 losses Others Total
BRAHNE SREENR e
BEHBRE: M EEHE WEE(E fBR% BHER ik Hth et
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥EET  A¥EET  B%ESn  B%EER  A%EEn  A%EEn  B%EER
At 1st January, 2008 R200851 A1H 313 274 43) 9% 9 113 74
Charged/(credt) to income hagnzs/ (FA)
statement 34 (14) (1) - (519) (1) (511)
Credited to reserves FAGEA
(Notes 38 () and (1) (Hi3380Kh) - ) - (%9) - - (102
Exchange and other adjustments  [E 3 8% = = = = = (104) (104)

At 31st December, 2008 720086124318 347 257 (44) (5) (528) 2) 25
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33.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (conTinueD) BAT&HR R T A ETEH @)

The Group %8 The Bank 1T
2009 2008 2009 2008
HKS MnBMEEBT HKSMNBRESET HKSMnB¥EERT HKSMnEBEET
Net deferred tax assets recognised RIS AR A
on the statement of financial positon ~ IEEFIEEEFE (322) (187) (168) (39)
Net deferred tax liabilities recognised R AR R AT
on the statement of financial positon ~ IEEFIEE EFE 520 77 333 63
198 (110) 165 25
(c) Deferred tax assets not recognised () RERELEFHIBEEE
The Group has not recognised deferred tax assets in respect of cumulative tax HRATREARIORFEANE AR BHBARE
losses of HK$744 million (2008: HK$737 million) as it is not probable that future BOERTEMABHBERERE  AEEY
taxable profits against which the losses can be utilized will be available in the AR HE R R 5t i 18 7% ¥ 744,000,000 7T (2008
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry 4 : 5¥737,000,0007T) AELEFHE E ©
dates of the tax losses were as follows: RIBR R RE - ZSHENTSHENAT -
2009 2008
HKS MnB¥EET HKS MnBBESET
Expiring within 5 years RAFAEH 34 57
Expiring more than 5 years hE&EH 52 7
No expiry date EEIHH 658 673
744 737
34.0THER LIABILITIES Eft&E&
The Group %8 The Bank 817
2009 2008 2009 2008
HKS Mn B EERT HKSMn BBEET HKSMn BBEERT HKSMn BEEET
(@) Trading liabilities @ RHALEE
Exchange fund bills sold NERGERTR - 330 - 330
Shares sold EHRH 6 - 6 -
6 330 6 330
Negative fair value of TETERNBAT
derivatives (Note 42(b)) BEK42(0)) 1,449 2,516 1,229 2.219
1,455 2,846 1,235 2,549
(b) Other accounts and provisions (b) EABEIE &R
Accrued interest payable FEETIERFI S 1,089 1,953 595 1,035
Acceptance draft payable NS ES 7,976 2,989 203 272
Other accounts HA#RIE 9,441 7,197 2,750 2,172

18,506 12,139 3,548 3,479
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35.LOAN CAPITAL fE&& 7

AR IR M5 (4)

The Group %8 The Bank 1T
2009 2008 2009 2008
HKS Mn BBEET HKSMn B ESET HKSMn B¥EERT  HKS Mn BB EET
USD550 million 5.625% subordinated %3 iBIEZE AR AF
notes, measured at fair value through EEHRN
profit or loss 550,000,000 75
FB5.625%MEEZRE 4,281 3,644 4,281 3,644
GBP300 million 6.125% step-up RRABRREAREAT
perpetual subordinated notes, {B(ESIBRM
measured at fair value through 300,000,000 8
profit or loss 6.125% 3|2 H
SRR ERE 3,431 2,751 3,431 2,751
USD600 million floating rate step-up R SR ARSI AR A
subordinated notes, measured 600,000,000 7T
at amortised cost FETBAERE 4,647 4,641 4,647 4,641
USD500 million Hybrid Tier 1 500,000,000 7T
RE—REARTA - = 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).

EHE{E#%4,265,000,0007T (550,000,0003
7T) K BRE{E 5% 4,281,000,000 T M B &
AN RIEAATTIR2005F12 A 13BEITER
5.625% ' W E A REARNRERIE - Z
ZRERBEBR S LT - WER2015612 8
13EEH -

ZHE{E % 3,749,000,0007T (300,000,000 5
8) R ERE{E %% 3,431,000,000 LHIEEE
AN RIERATTR200743 208 BTES
6.125% * WRFE A= RERA D H B 2P
BETR - ZEEZBERNFIRZ S L o

M2009F 12 A31H » AEB RAITE
ARAEEARBATEEIENSRE
BEAGHNIHANSELERES AT
ik 7% % 303,000,000 7T ( 2008 & : & #&
1,232,000,000 7T ) K2 T & 7% # 264,000,000
70 (20084 : 7% 1,232,000,0007T) ° £ &
AATEBEZPNCET TREBRAEE
ERTZEERBREBHNZES R RABE
618,000,0007T (20084 : ##1,858,000,000
7T ) N ¥ 689,000,000 7T ( 2008 4 : i #&
1,858,000,0007T ) ° F£ & £ 2009 12 A 31
BIEFEAEBERATREND BIZHEHS
%8 578 1 1,240,000,000 7 (2008 4 = 7B K&
2,183,000,000 7t ) K i % 1,169,000,000 7T
(20084 : ##2,183,000,0007T) °
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35.LOAN CAPITAL (conTINUED) fEEE K )

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 [ (& 8 % 4,653,000,000 7T ( 600,000,000
F0) RERE{E B 4,647,000,000 TR EE
BN - ZIEAANITIN200746A21 BT -
VAT ER-BRERKZESREERIRE - %
EERRFINER S FT T - WHR20174F
68228 FH - R2009412 831 A AF
{8 & /4 8 ¥ 4,211,000,000 7T ( 543,000,000
% 7t ) (2008 & : ¥ ¥ 3,953,000,000 7T )
(510,000,00037T) °

RE—MEATABESBAARTHETE
8 # ¥ 3,878,000,000 7t ( 500,000,000 %
7T) R AR (B 7% 3,916,000,000 7T 2 B 14
EBER(ER])RERT—2EHBE A A
Innovate Holdings Limited Ffr 2% 17 BR @ (& /&
#3,878,000,000 T (500,000,000% 7t ) 3E 2
BB LS (Mnnovate @B LR |) » 317 H
H/20094 11 A5H - 2R B 2EEMNER
FE85%  WAEN20594 11 ASHAEIH -
Innovate & 5t A% 17 =& 18 78 3% 1+ A% 8. 1 £ 5 57
H#E% o %21 Kinnovate @ %% 10 R A HT
MERZ G EMRAEMEERARS ° R
E—RERT AW EARTRAEEN
—REX - EIRARET  EREWEHR
Innovatef® St A% (5 R D A D ER R iR ©

36.EQUITY SETTLED SHARE-BASED TRANSACTIONS UKD BERIEXINRZS

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

(a)

RITPTRMEE BRI BI—RAITESR G
BEEHREETAREZEMNES - 215
HMITERRITRAER - URBAITRND - R
RRAEEIFTERAR AR T BNE 1 AFRInER
FENESAFLL - IARBEIEGATEHER
B -

RIRREFTE

Exercise price

Date of grant Vesting period Exercise period per share
BITEH B TEH BRITHEE
HK$ %% T
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
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(b) The number and weighted average exercise prices of share options are as follows:

AR IR M5 (4)

(b) BEfT#ERBRAENEE KAMETHITEEMT

2009 2008
Weighted Weighted
average Number average Number
exercise price of options exercise Price* of options*
91T EE RIREEE MEFOTEE  RIRESE
HK$ ¥ T Mn BE HK$ BH T Mn B&
Outstanding at the beginning of the year FEEH 30.53 22 24.73 21
Exercised during the year FERITE 20.86 2) 18.56 (5)
Granted during the year FEAKT 21.25 6 40.09 6
Lapsed during the year FERKRNK 25.67 (4) 21.11 -
Outstanding at the end of the year FRERR 29.55 22 30.53 22
Exercisable at the end of the year FERAIT(E 33.04 16 26.86 16

(c

~

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.

(9]

FEARTTERREE AR NETERER
75 23.607T (2008 4F : B #533.72 03 4L
FE2009F A THIAL AR 12 A8 HE30.657T) °

M2009F 12 4318 + MARITHERRIENITHE
B B%20.86 T % 42.847T (20084 :
822 95 T BB K47 13 T3k AF B 2009
FRITWALIRE BEH20.86 L2 B 42.84
7)) - REBEHERZ MEFHEE2.635F
(20084 : 2.44%) o

AREEN A FEERES

ISR # AR ER R BN A FEERE TR
B AT @B R - B RBE 2 EH A
TREZZAXBECERES - RRENE
NEBREEBREXNBALEH -

2009 2008
Fair value at measurement date REtE BN A TEE HK$#B%59.665c  HK$B™13.8870*
Share price A&(E HK$#E#21.255t  HK$#B%40.097T*
Exercise price 118 HK$#E#21.255t  HK$#H%40.097T*
Expected volatility (expressed as weighted
average volatility used in the modelling TR IE(A=E SRR EER
under trinomial lattice model) RIER A B9 DN S5 K g ) 59.96% 48.88%
Option life PR REFEA 5 years‘F 5 years4F
Expected dividends TEETARE 2.35% 4.64%
Risk-free interest rate (based on Exchange
Fund Notes) EE RN X (RIBINEESFIR) 1.64% 2.48%

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

TREH IR AR BB 2 IR (AR
HpEmis)  BREAARNENARY
SATRBHEARD - B REWBED
BE - TRBABRNEDTREAVER
FREHE -

RBRERNR T AN A RIS o 2RI G
WARBAAERK T AESRBH A FE
18 ° BT RIEEMSERIL HEARE

* 2009 F 4 A 17 AARITIRE HREX —R
17 ([ATAR]) » R 2009 4 4 A 17 A &9+
TRITTEZ RRRH#E - ALIRZ E B (EHE -
BIRARIEm B EIENE 7.2+ RITIEER]
THIETH B 52 1 o ZHERIRIZ AR AR
IR AT EL -
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37.SHARE CAPITAL B

2009 2008
No. of shares Nominal value No. of shares Nominal value
RAEE EE RiN%E HfE
million B8 million &%
Authorised: EEMRA :
Ordinary shares of HK$2.50 each TRREREE2.507T 2,600  HKS j#%6,500,000,0007C 2,600  HKS %%#6,500,000,0007C
Substitute preference shares of BRELR
US$1,000 each 71,0005 7T 0.5 US$500,000,0003 7T - -
HKS Mn ¥ BEER HK$ Mn BEEET
Issued and fully paid: BETRARRA :
At 1st January R1A1B 1,673 4,183 1,574 3,936
Shares issued under Staff Share RS RMREE
Option Schemes BITHR 2 5 5 12
Subscription for new shares BT - - 79 197
Capitalisation issue BACET 167 418 - -
Shares issued in lieu of dividends PARRK B 21T G 7 17 15 38
At 31st December M12A318 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
R T A RESARBATH LT BRR
0 o RERETEEEERBRONETHNA
FEEMRR - REFTEMRTORRETR
ETENE1RAFERTHNESAFHER
TTE

(a) REESFRENEBRTHRS

FERN BIIERREARBAIT L RBR
2,000,000 & 2 X B 7 7 # 41,000,000 7T
H A A %5,000,000T7F AR - SR EUB K
36,000,000 7T 1% A B% 19 4 & (3£ 38) © 1R
B F2QVFT#E - ERERRHEEREE
3,000,0007C & B A

(b) RAEE B 5 AR H M RATENRRE

date 2R
2009 2008
Date of options granted Option price No. of shares No. of shares
RRERT B REBE RHEEHE MR8 E
22/4/2004 HK$&#21.1178* - 3,041,500%*
03/5/2005 HK$&#20.867T* 4,737,000 6,715,500*
03/5/2006 HK$5%30.047T* 2,695,000 2,970,000*
10/5/2007 HK$B %42 8470 * 2,750,000 3,025,000*
05/5/2008 HK$#&%40.097T* 5,500,000 6,050,000*
05/5/2009 HK$/&%21.257T 6,600,000 -
22,282,000 21,802,000*

*  After adjusting for the bonus issue in 2009.

* ABEHEE 2009 FATETTHIALAR
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2009
The Group The Bank
| $R1T
HKS$ Mn SB¥EEBT HKS Mn B¥EET
(@) Share premium (undistributable) (@) BRIDEE(TANKE)
At 1st January ®1A1H 4,922 4,922
Net premium on shares issued under BiRIE B RRET 2131 TH
Staff Share Option Schemes B iR (B F5E 36 36
Transfer of the fair value of options from 1B & A& (B B /TRIRRE ) H
capital reserve — share options issued RARE 2 N FEE 3 3
Shares issued in lieu of dividends ARG B A THIAR D (17) (17)
Capitalisation issue BEARET (418) (418)
As 31st December ®12A31H8 4,526 4,526
(b) General reserve (b) —MfEMRE
At 1st January R1A1H 14,634 14,369
Transfer from retained profits A BT RT 49 -
Shares issued in lieu of dividends AR B TRIAR D 177 177
Realised surplus on disposals transferred BEYEEGHRFEN
from property revaluation reserve BEERNEWERLR 6 6
At 31st December M12A31H 14,866 14,552
(c) Revaluation reserve on bank premises  (c) 7THFE(H{HEE
(undistributable) (TANKE)
At 1st January ®1A1H 863 899
Recognition of net deferred tax liabilities HEREILET A 8 EFE
(Note 33(b)) (K1z%33(b)) (26) 2
Revaluation surplus on bank premises TTHE S VR B W) S AT EE A Y
transferred to investment properties BHAER 97 -
Realised surplus on disposals transferred BERNEMERBHREBA—RiEE
to general reserve (6) (6)
At 31st December R12A31H 928 895
(d) Statutory reserves (undistributable) (d) JEEFEECTAlRE)
At 1st January M1A18 1,216 -
Transfer from retained profits BB B mAl 285 7
At 31st December ®12A31H8 1,501 7
(e) Capital reserve (undistributable) (e) BAFHE(TAIREE)
At 1st January and 31st December M A1ER12A31H 86 -
(f) Exchange revaluation reserve (f) EREGHFEECTIITIRE)
(undistributable)
At 1st January ®1A1R 1,006 48
Exchange adjustments PE 5 AR 163 7
At 31st December M12A31H 1,169 55
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38.RESERVES (CONTINUED) f#fE &)

2009
The Group The Bank
55 $RAT
HKS$ Mn SB¥EEBT HKS Mn B¥BET
(g) Capital reserve — staff share options (9 BEARE — 2&1TEERE
issued (undistributable) (PAREE)
At 1st January ®1A18 125 125
Transfer of the fair value of options to
share premium RIE RN T EEREARDGE (3) (3)
Forfeited options transfer to
retained profits BB R ARAE A BB 17 A (23) (23)
Additions il 7 71
At 31st December Mm12A31H 170 170
(h) Investment revaluation reserve (h) RESHFHE
(undistributable) (T AIREE)
At 1st January R®1A1R (228) (45)
Changes in fair value of securities BHEARNFEBEE 575 267
Reversal upon disposal (Note 72) R EREE (f712) (29) 5
Recognition of deferred tax liabilities
(Note 33(b)) HERIREIA & A (A/2233(b) (43) (49)
Impairment loss and amortisation DEREEEESE: i " -
At 31st December ®12A31H 286 178
(i) Other reserves (i) EftbfEE
At 1st January ®1A1R - -
Share of change in equity of associates FEMREEE A RIS R E B 17 -
At 31st December Mm12A31H 17 -
() Retained profits () HBEa
At 1st January ®1A1R 5,339 2,724
Net profit for the year FE A A 2,565 995
Transfer to general reserve BA—R B (49) -
Transfer to statutory reserve BNEERE (285) 7)
Forfeited options transfer to
retained profits B AR AR AR S A B 23 23
Dividends (Note 15) BB (KaE15)
— Interim dividend — HERRE (516) (516)
— Final dividend in respect of
previous year — FFERRE (33) (33)
— Hybrid Tier 1 USD 500M — RE AR
500,000,000 7T (51) -
At 31st December ®12A318 6,993 3,186
(k) Total reserves (k) fHfEasE 30,542 23,569




REWRTARDT | 2000F %% | 199 S

NOTES ON THE ACCOUNTS (CONTINUED)
AR IR M5 (4)

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

(@) Share premium (undistributable)

(a) BEME (T ANRE)

At 1st January ®1A18 1,118 1,118
Net premium on shares issued under RIEE 8 RARET &I TR
Staff Share Option Schemes (B FE 88 838
Transfer of the fair value of options from 8 & AN (2 31TRRRHE)
capital reserve — share options issued R 2 A FEE 9 9
Shares issued in lieu of dividends ARG B A THI AR D (38) (38)
Subscription for new shares BATHAR 3,745 3,745
As 31st December ®12A31H 4,922 4,922
(b) General reserve (b) —MfEME
At 1st January B1A1H 14,004 13,757
Transfer from retained profits A BFRT 18 -
Shares issued in lieu of dividends VARG B A THYAR 9 597 597
Realised surplus on disposals transferred BEmEEGFEED
from property revaluation reserve EERHEMERG 15 15
At 31st December M12A31H 14,634 14,369
(c) Revaluation reserve on bank premises  (c) 1THE &L
(undistributable) (TrEEE)
At 1st January M1A1H 866 854
Recognition of net deferred tax liabilities IR B B EFRE
(Note 33(b)) (Hf3# 33(b)) 3 3
Revaluation surplus on bank premises TTHEEE RIS E M EFTEER
transferred to investment properties BHER 10 57
Realised surplus on disposals transferred
to general reserve EERHEVERMRBEA—REE (15) (15)
Exchange adjustments ME 5 R (1) =
At 31st December M®12A31H 863 899
(d) Statutory reserves (undistributable) (d) EEREECTIAIRE)
At 1st January ®1A1R = =
Transfer from retained profits BB B mil 1,216 -
At 31st December ®12A31H 1,216 -
(e) Capital reserve (undistributable) (e) BAGHE(TAIREE)
At 1st January and 31st December M1HA1AX12A31H 86 -
(f) Exchange revaluation reserve (f) PEREHFEE
(undistributable) (TrEEE)
At 1st January ®W1A18 650 80
Exchange adjustments BE 5 FEE 356 (32)
At 31st December M®12A31H 1,006 48
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38.RESERVES (conTINUED) f&E#E (@)

2008

The Group 58

The Bank 877
HK$ Mn BB EHETT HKS Mn BEEHETT

(9)

Capital reserve — staff share options

(9) EAfEE — DRITEERRE

issued (undistributable) (TANKE)
At 1st January ®1A1H8 68 68
Transfer of the fair value of options to
share premium RIER T EEREARDGRE ) 9)
Additions il 66 66
At 31st December ®12A31H 125 125
(h) Investment revaluation reserve (h) BEEHFE
(undistributable) (TANREE)
At 1st January M1A1H 475 422
Changes in fair value of securities BHEHORNTEEE (830) (472)
Reversal upon disposal (Note 12) R EREE (fF12) (115) (114)
Recognition of deferred tax liabilities
(Note 33(b)) RIEIET B B & (M E33(b)) 98 99
Impairment loss VERIEEEES 153 20
Exchange adjustments R 9) =
At 31st December M12831H (228) (45)
(i) Other reserves () HibfEE
At 1st January ®1A1R 22 =
Share of change in equity of associates FEALE S D AR E E) (22) -
At 31st December M®12HA31H = =
() Retained profits () BEa
At 1st January ®1A1R 8,874 5,946
Net profit/(loss) for the year FEREF(EE) 39 (882)
Transfer to general reserve BEA—R S (18) -
Transfer to statutory reserve BNETERE (1,216) -
Dividends (Note 15) RE(KTaE15)
— Interim dividend — FHEAAR S (384) (384)
— Final dividend in respect of
previous year — EFEERARE (1,956) (1,956)
At 31st December ®12A31H8 5,339 2,724
(k) Total reserves (k) sz 27,963 23,042

The application of the share premium account is governed by Section 48B of the

Hong Kong Companies Ordinance.

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.

B (BAR B B AR X EB(RARIEH)E

ABBIKFTIRE °

—RFEEREY  BEREEFEN  HE
MESHEBREGHRBRRARRKBEITH

BeAn BIEAOEIAR
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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(q)(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 B jRRAEZ

AR IR M5 (4)

T RERSHFEENELREEERES
EATHEFNSNE T E PR R O & RTERR

AERMBEREIFSERBRAEZERRA
FOETE AR AR RE — KB A B K& THE
B R AR AER

EARGRENEARRENER 3T -

EARFE(ERTREERRE) BEREER
A B RE2(a)v) FTEUA B D R BB (R X A5
MEFBRERR TATRER ZBIRSE5
RTEREAEZE WA TFEE -

REBMFAFEEEFEUIHLERSFEER
FRE RN ARG AFEEZSFE A
BB IR R AT R E RERUR MIRE2()FA(K) ©

HitF B RRRGHERAREEZREE RN
R REMITU R ENES -

AREER(RITHRADEBEFEEENR
E - NMIHRERERETERFBBEERR
BEERKXNAEETREBRSE - KHEH
ERcMEERE  RENEHEEESE
BIEEFAEE o R2009412A318 © B
TRt eEEtERBRIRE T ASE
[ 5 5% # 1,857,000,000 7T ( 2008 4F : & &
1,996,000,0007T) - BERERAABRNEEE
MEER o

7200912 A318 + ALK FANTTAIRE HH
{54858 575%17,738,000,0007T (20084 :
#17,093,000,0007T) ° EAAH BEEEHIK
RER B AR L @ARE150.4870 (20084 « /I
0.027T) - #2583 7% % 968,000,000 7T (2008
£ : A%33,000,0007T) ° RAEE B I ARTER
ZREREE -

2009 2008

HKS$ Mn BEEHET HKS Mn BEEET

At 1st January R1A1H 339 347
— sale of interests in businesses to - HERFEEETLERERES
minority interests investors 132 -
— purchase of interests in businesses from - AL ERRIREEE AR X
minority interests investors W2 (10) (64)
— Hybrid Tier 1 note issue - BITRE—REATE 3,877 =
— final dividend in respect of previous year - B EFERERE (55) 7)
— exchange adjustments — [ R A 2 (2)
Profit for the year FEANmA 73 65
At 31st December M12A31H 4,358 339
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40.FINANCIAL RISK MANAGEMENT B7 75 & b B 28

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.

AEH BB HEAE BT B R EIROER -

AEEDRY —ETENRREERHE - A
#Al - BE  ERRESAREMARNZ
R - WYINEENER T HEE AN EE
ZERRE - AKBEREERR - HIHARE -
SERR - RBAESER - MEREE - KE
B~ 0K 2 R B A AE B B Il E O B IR IR
R-HHEEBNEHERZE S TR
A YHEBREEZESSREEZS  KEE
Bt - 2ZERAKE LI FERTR
BE - SRER  BITRESNEERR A
BEAK - AEERA —ABINTREARE
BEM(RREER)  HEREETERR
BRARES - REEZE NS B EBRFIE
HEITIE R - MERZEBRREFSAE
o

FERREE
FHARBRESRZSHTF KL BITHA
B AREBAREERTORZSEFEAR -
BHREBNRTHRARNZ 2 FHNRS Y
FEM -

RERAEENERRARERE EFEER
BEEZESNTHBE  MEERRER
TBIYRAMAXBEHMN - EREZESKAR
EEZEERNEZTEER AREEZES
BEREASEMEEAREERABNE
B FREBRZEHRERETRERMEG
B - EFESHMROENRE  URERE
ZESERMARIZGRIRE - EEREES
BRER - EHRETHIER - A RBERR
BERERF

FEZESRAREMEEASERSERR
BHNEL - ARBEAFNEREERRD
7% BREREBEMSAE - SIEEER
RMEEBHUET  UREEEERE -

REBA G EERTFRR ZE THEN
EERRE - AR XX HHFHK
HapEERERR - A tFIa0 iR E A
FERENARAEENTIEEERE -



REMRITERLDT | 2009 F 3k | 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:

U]

(ii)

(iii

=

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.

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.

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

(a) Credit risk management (continued)

(iv) Credit-related commitment (iv)

(vi

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.

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.

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£E
2009 2008
HKS MnE%EET HKS MnBEEET

(a) GERBREE @)

HEER BN A
HEEEMNARNRAE ZENRRE -
AE FEEHERTEPRHNEERR
R - Eit - BARXZMBEATAEF R
FEREMBEINEERD  HAR
TFAERARESR o

FESHHER
EESTHRBRERZZH FEEXZ
g EERITERZNTE  MzE
EENEREERBRAEHASENE
BERAZERER - A&SENFBET
EDBBEETRME - TEMER °

AEE-BERAEL N RRZEHEE -
IR RITEMEFAS EERE -
AR EE SR AR ©

REER

REEE B I R EE R R R EME
ERANSRSEERR - RS —AE
R EDRE 2 Y £ B & & R 7R
MEMEEE - Z=ERBENT :

The Bankig {7
2009 2008
HKS M EET HKS MnBEEETT

Cash and balances with banks, 34 R#EHIT - RRFITH

central banks and Hit 2 RiliE

other financial institutions Eopered 28,611 27,022 11,821 4,154
Placements with banks, TESRAT » RAERITAN

central banks and Hit 2 RiiE

other financial institutions RTER 67,945 96,574 61,894 92,735
Trade bills B55E 1,847 1,164 861 521
Trading assets RHAGEE 4,092 2,260 1,749 1,777
Financial assets designated EEARBBBEN

at fair value through RIEATEES

profit or loss SREE 10,043 4,130 10,035 4,114
Loans and advances to customers  ZFE 246,309 229,295 142,197 130,293
Available-for-sale financial assets ~ AI{EHHES RV EE 28,996 17,551 17,949 10,276
Held-to-maturity investments SR 7,239 5,006 4,802 3,318
Other assets Hig&E 14,369 11,478 5,491 7376
Financial guarantees and other

credit related contingent BERRAMEEE

liabilities BHENSAEE 9,965 10,088 7,616 9,138
Loan commitments and other ERAEREMREE

credit related commitments HRREE 71,273 66,080 59,169 53,283

496,689 470,648 323,584 316,985
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(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£El
2009
HKS MnB%EERT  HKS MBS EET

2008

AR IR M5 (4)

(vii) ERRBANEEE R

RITERRBRARETEEFRER
ZRAT ° 7A2009%F 522008412 A31H -
EERERTERRER - EFER
RBFOEEERINMT

The Bankii 17
2009 2008
HKS MnB¥EET HKSMnEEBEET

Gross loans and advances to

customers BFERRBT B
— neither past due nor impaired ~ — & A K R(E 245,149 228,479 141,219 129,683
- past due but not impaired —ERSERERE 57 274 44 166
— impaired —ERME 2,448 1,586 2,11 1274
247,654 230,339 143,374 131,123
Of which: Hep e
The Group&® The BanksR1T
2009 2008 2009 2008
HKS MnB%EERT HKS MBBEET HKSMnB¥EERT HKS MBEEET
Gross loans and advances to
customers that are neither R E R A
past due nor impaired RFENRIFEE
- 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£El
2009 2008
HKS MnB¥EERT  HKS MBS EETL

AEEREBEREERTEESRERR

ERHERFRELEFERRBRE
FHIWT -

The Bank$i1T
2009 2008
HKS MnEB¥EET HKS MnEEBEET

Gross loans and advances to

customers that are past due BRBEREREN
but not impaired RFERRZBE
— Overdue 3 months or less —BEBEANUT 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).

7200912 A318 - BRI ARE ] HRK
A s B ER SR EER KBRS
%8 575 1234,000,0007T (20084 :
239,000,0007T) °
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40.FINANCIAL RISK MANAGEMENT (conTinuep) SRR ERE @)

(a) Credit risk management (continued)
(viii) Credit quality of financial assets other than loans and advances

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:

(viii)

(a) EERRERE @)

FEFRRBREHEENEEER
EeRFGNEERRERTE  BASE
EERECREENTE-BRERE
BN A RS FREOHTF

REEE - RRINMEETREE B
BIRE RS - HARR SR RS
FiEEZ BHBEFRENEEERST
AR

The Group%8 The Bank# 1T

2009 2008 2009 2008

HKS MnB¥EEBT HKSMnBEBET HKSMnB¥EER HKS MnEBEET

Aaa Aaa 4,783 1,790 4,571 1,608

Aalto Aa3 Aa1EAa3 11,672 5,706 10,395 4,604

Alto A3 A1EA3 7,616 2,706 6,384 2,029

Lower than A3 ASLATR 1,967 1,121 1,462 851

26,038 11,323 22,812 9,092

P-1 P-1 10,176 - - -

Unrated R 4323 2,440 3223 2,40

Total et 40,537 13,763 26,035 11,532

(ix) Collateral and other credit enhancements (ix) @& E A= AR

The Group holds collateral against loans and advances to customers in the REEFHBEUYERIBILA - HthERL
forms of mortgages over property, other registered securities over assets, HREE BeFARER  UAREE

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.

AEBRNERR - FFERERAD
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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:

AR IR M5 (4)

BER@RE RS A RS REE KR
m R EMERRANGT A FEERE

ZRIEEWT ¢
The Group&E The Bank$ 1T
2009 2008 2009 2008
HKS MnB¥EEBT HKSMnBEEET HKSMnB¥EERL HKS MnEREET
Fair value of collateral and
other credit enhancements BRERFSREREL
held against financial Bfm R EmER
assets that are: RAMAFEEWT :
— neither past due nor impaired ~ — B HA R FE 192,357 178,200 106,004 95,567
— past due but not impaired - ERHERERE 57 210 42 147
192,414 178,410 106,046 95,714

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

(b) Market risk management (continued) (b) MSRARERE (@)
(i) Currency risk (continued) (i) EBREK (&)

The following table indicates the concentration of currency risk at the balance TRETREZEAEERARETHNER :
sheet date:

The Group &5

2009 2008
Other foreign Other foreign
usb CNY  currencies Total usp CNY  currencies Total

i ARR AW 45 T ARR A% 4%
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn HKSMn HKS NI
A¥EEL RMAER EWEER AWEEx AREET  BWEER AWEER  ARAERL

Assets BE
Cash and balances with banks and other B4 REESR(TAA

financial institutions SRBRENER 2241 17421 1,453 PARVA 2,425 23215 1,263 26,903
Placements with banks and other financlal T REM SRR

institutions R 14,832 4,169 24,609 43,610 28670 1,252 18,795 48,717
Trade bl 2528 1,782 8 4 1834 1078 - n 1,150
Trading assets ROEEE 836 23 m 3475 652 138 160 1,250
Financial assets designated at fair value RERBRERARBAT

through profit or loss BEmeREE 6,709 - 908 1617 2,158 - 631 2,789
Advances to customers and other accounts B EZ REMEE 44193 83,346 19,252 146,791 448 75119 17419 134,980
Available-for-sale financil assets AfEeREE 132 9,650 5233 2207 3261 6,184 3504 13,039
Held-to-maturity investments BEISRE 3,088 - 2,106 5,194 1,941 - 1,864 3,805
Investment in associates BENFIRE 360 - - 360 9 = = 9
Fixed assets BrgE 190 4,805 879 5874 21 3,083 267 3,561
Goodwill and intangible assets HERENEE 239 2 404 663 U1 2 386 647
Deferred tax assets EREHEAE 230 - 80 310 161 - 8 169
Spot assets REEE 82,024 121,752 55.280 259,056 83,532 109,311 44459 237,302
Liabilities 8f
Deposits and balances of banks and other ~ $E/TREM SR

finandial insitutions HERRER (&715) (4,582) (1949)  (11,46) (1456) (25000 09 2617
Deposits from customers EFEH (60630)  (97.918)  (48141)  (206689)  (59678) (73464 (41,0000  (174,142)
Trading liabilties REMEEE (1,042) (26) (59) (1.127) (1,599) (148) (199) (1942)
Certifcates of depost issued BEARNE (1,639) - - (1,639) (245) - 426) (2879)
Current taxation AHHE 13 (58) (70) (115) 27) (192 (31) (250)
Debt securites ssued BETEEES - (4,346) - (4,346) - - - -
Deferred tax liabilties ERFEAE @ (82) @) (128) (4) = = (4)
Other accounts and provisions EftfRERER (2716) (9,333) (1394)  (13443) (2,176) (4524) (%66) (7,666)
Loan capital fFEAR (8,928) - (3431 (12359 (8,285) - 751 (11,0)

,,,,,,,, Spotlabiites  FEAE  (9661) (116345 (5086)  (s109) (5673 (103348)  (45670)  (22481)

Forward purchases RHEA 59,917 27419 11,016 98,352 51,244 18872 11,843 81,959
Forward sales EHEN (57,946) (27,850) (8,726) (94,522) (55,976) (18,781) (8.713) (83,470)
Net option position BEetE (45) - 34 (1) 3 - @ )
Net long non-structural position FERERRSE 4,289 4,976 2,518 11,783 3,130 6,054 1915 11,09

Net structural position MR TR 2432 6,605 1,012 10,049 2,179 6,602 940 9,721
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The Bank $R1T
2009 2008
Other foreign Other foreign
usD CNY  currencies Total Usp CNY  currencies Total
R ARE  Hfpog a8 eI ARE Ao ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn
AEEER AMEER AMEEn AMEEn  AMEEn  BMEEn  AMEEn  AMEER
Assets 8E
Cash and balances with banks and other Be RERITHEM
finandil nstitutions SRBENER 1,220 1,946 1,055 4m 1,107 1373 92 344
Placements with banks and other financial ~ ERTREMAREE
institutions gy 13,504 - 24,506 38,010 26,730 - 18,795 45,525
Trade bl 8555 838 - 10 848 454 - 55 509
Trading assets REBEEE 819 1 Ll 1,131 611 1 159 A
Financial assets desiqnated at fair value RERBRERNRE
through proft or loss ATEENSREAE 6,701 - 908 7,609 2,141 - 631 2
Advances to customers and other accounts  RPEF R E0ERA 19,052 Al 15,385 34,458 20,184 18 14,602 34,804
Available-for-sale financial assets MHHESREE 5,638 135 4,991 10,764 2178 428 3511 6,117
Amounts due from subsidiaries NV 1,525 730 695 8,950 12,663 549 - 13212
Held-to-maturity investments LR 1,788 - 1985 311 1,098 - 1,738 2836
Investment in subsidiaries and associates B ATABEAFRRE 2075 - 31 2436 1,786 - 361 2147
Fired assets EEAE 7 - 807 814 9 - 203 m
Deferred tax assets EREHBAE 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 ~ H7R A RERENHER
finandial institutions Rkt (1,227) - (1,654) (2,881) (620) - (202) (822)
Deposits from customers EFER (42.215) (2614 (@5959) (90788  (48260) 489 (9107 (89859)
Trading liablities REARER (861) - (46) (907) (1.464) = (181) (1,645)
Certficates of deposit issued B¥TRNE (1,639) - - (1,639) (2452) - 26) (2878)
Amounts due to subsidiaries R BARZE (543) - (26) (569) (552) - (198) (750)
Current taxation REHA 2 - (35 (33) (29 - (45) (74)
Other accounts and provisions Hi IR (455) (6) (1,248) (1,709) (821) 6) (829 (1,656)
Loan capiel fBEEA (12,844) - G431 (1625 (828) = Q) (11,06
,,,,,,,, Spotliebites . FEAE (o) (6)  (2399)  (14g0n) (62483 QA4 (B9 (108716
Forward purchases EHEA 72531 161 10,725 83,423 44,169 15 11,820 56,004
Forward sales BHEH (71,256) (153) (8,429 (79,838) (49,326) (19) (8,184) (57,529)
Net option position HiEpsE (45) - L (1) 3 - @ )
Net long/ishort) non-structural position FERNE/ (RBFE m 21 1,022 1,955 1,357 (129 915 2148
Net structural position GEIERTE 2432 6,605 1012 10,049 2179 6,602 940 9721
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40.FINANCIAL RISK MANAGEMENT (conTinuep) SRR ERE @)

(b) Market risk management (continued) (b) MiEEBERE (&)

(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.

(i

=

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.
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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.

AR IR M5 (4)

B EmRin SN - AR ES RIE EH D
(TREAEERM2IELTES) (Gl
EhESs ) RERERERREES o I
ETESRIERD EmROERBSERE
BERINERERSROFERNEREE
A - BEERATFIRAARE

Value-at-risk statistics R EER
2009

At 31st December Maximum Minimum Mean

M12A31A BE =i ¥4

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

BERET BERET BERET BERET

VaR for total trading activities R EBNEREELER 45 76 43 59
VaR for foreign exchange

trading positions* SNER SHA R E R EEE* 7 21 5 1

VaR for interest rate trading positions ~ FIE X F# & KA 2 3 4 1 3

VaR for equity trading positions IR S5 R E K 2R 37 61 35 46

2008

At 31st December Maximum Minimum Mean

W12A318 1] &5 4

HK$ Mn HKS Mn HK$ Mn HK$ Mn

BEBET BERET AEEET AEEET

VaR for total trading activities RS RN ERSFEALE 70 139 39 73
VaR for foreign exchange

trading positions* INER ZF5 B R R SR 12 21 1 5

VaR for interest rate trading positions % 515 & #) B 2158 1 2 - 1

VaR for equity trading positions B 2 555 2 KRR 8 57 123 38 69

(c

~

* 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.

(9]
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40.FINANCIAL RISK MANAGEMENT (conTinuep) SRR ERE @)

(c) Operational risk management (continued) (c) BERMREE @)

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.
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Analysis of assets and liabilities by remaining maturity: BERABHOFIBEAR S -

The Group ®
2009
3 months 1 year 5 years
or less orless orless
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ Tmonth  1month 3 months 1 year 5years  oroverdue Total
1BANE  3fEANL 1E0E EXHRH
PER 1BAR E3fER 3k B5F SENE k] 4%
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
AWEER AWEER AWRER AWEEn AWEEn EWEEn EWEEn  EMEER
Assets )3
Cash and balances with banks and ReRERTAL
other finandial institutions SRMENLR 18,156 26 48 - - - 11482 29,712
Placements with banks and EROREER
other financial institutions EERER - 35,006 15471 17,468 - - - 67,945
Trade bill 55k i £ 1028 4 - - § 1847
Trading assets REBEEE - - 126 949 1,949 100 2,598 57122
Financial assets esignated at fair value RERBRRRARS
through profit or loss ATEENSRAE - - 15 108 7835 2,085 349 10,392
Advances to customers and other accounts EFERRAMEE 440 26242 14,803 50376 100,562 61317 4093 261803
Avallable-for-sale financial assets AfHEcRERE - 1,438 3639 9,241 13,012 1,666 1,887 30,883
Held-to-maturity investments LR - 79 602 1306 4,011 591 - 1,239
Undated assets EiRASEE - - - - - - 18,539 18,539
Total assets BELE 22,604 63,773 35,732 79,891 127,369 65,759 38,954 434,082
Liabilties ffa
Deposits and balances of banks and RREbEREEN
other financial institutions FaRks 291 5774 4,155 1613 2 - 3 11,886
Deposits from customers RFER 129,231 104,732 53,276 4 11,067 - - 342,528
~ Demand deposits and current accounts ~EBERRERER 46,380 - - - - - - 46,380
- Savings deposit -FERR 81,711 - - - - - - 81,711
~Time, call and notice deposits ~EHRRAER 140 104732 53,276 40 11,067 - - 443
Trading liabilties REMEEE - - - - - - 1455 1455
Certficates of deposit issued BEERE - - 295 1,119 1,09 304 - 2812
Current taxation KA - - - 147 - - - 147
Debt securities isued BETERES - - - - 4,346 - - 4,346
Loan capital fFEER - - - 4,281 8,078 - - 12,359
Other liabilities AthBE 590 2,391 2522 4,940 873 - 1110 19,026
Total liabilties REE% 130112 112807 60,248 56,322 25478 304 9198 394,559
Net gap FEE (107,508) (49,124) (24,516) 23,569 101,891 65,455
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(d) Liquidity risk management (continued) (d) "B ESRMERE @)
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 o overdue Total
1EANE  3EAME 150 E EXAAH
il et AR Z3fEA BE E5i SENE k] &%
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AEBET BWAER AMEET A%EEn HBEET AWEER B¥RET  AMEER
Assets BE
Cash and balances with banks and RERESINEL
other finandial institutions SRERNET 19,099 1) 5 - - - 8939 28105
Placements with banks and BRI ER
other finandial institutions ERRER - 46,714 35910 13,950 - - - 96,574
Trade bl 2555 18 3 620 139 - - 16 1,164
Trading assets RHREEE = 400 = 2 81 4 2911 3431
Financial assets designated at fair value REABBRENRY
through profitor loss ATEBNERAE - 3 17 448 3104 438 - 4130
Advances to customers and other accounts REESREMEE 4431 25229 18,521 42249 86,169 55,285 11,841 23725
Avallable-for-sale financial assets MELESREE - 2523 2918 5,651 5,510 949 1,009 18,560
Held-to-maturity investments FRHHRE - 483 497 1,546 2,160 30 - 5,006
Undated assets BHHAEEE = = - - - - 14,553 14,553
Total assets BEEE 23,548 75,785 58,608 63,985 97,04 57,035 39269 415,254
Liabilties aff
Deposits and balances of banks and KR eREEY
other financial institutions FHREH 871 7,105 11,045 7,644 362 10 8 27,045
Deposits from customers LS 8,109 121332 70761 35,341 9237 102 - 33/
~ Demand deposits and current accounts — R REREP 36,332 = = = = - - 36,332
- Savings deposit —FERR 45781 - - - - - - 45781
~Time, call and notice deposits - EBRBEAR 39% 121332 70,761 35,341 9237 100 - 21689
Trading liabilties REREAE - 100 30 200 - - 2516 2846
Certficates of deposit issued EEfTRHE - - 1,941 881 2028 641 - 5,491
Current taxation RERE = - - 333 - _ _ 333
Loan capital EEER - - - - 11,036 - - 11,036
Other liablities AfEafE 714 539 1,645 237 - - 7,081 12216
Total liabilities AfEEE 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 $R4T
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
1BARE  3fERANL 1E0E EXHRH

RES 1fiAR E3f3A BE E5E SENE ] &5
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
RYEET AMEEn BMEER AMEEn A¥EEn  RMEER  AMEER  BMEER

Assets )3
Cash and balances with banks and ReRERTHES

other finandial institutions SRMENLR 11,767 - - - - - 760 12527
Placements with banks and ERAREfER

other financial institutions BENER - 31,895 13313 16,686 - - - 61,894
Trade bils LOE 3% 132 528 159 - - § 861
Trading assets REBEEE - - 1 1 802 100 2420 3324
Financial assets esignated at fair value EERBREANRM

through profit or loss ATBENEREAE - - 15 108 1827 2,085 349 10,384
Advances to customers and other accounts EPERRAMEE 4,078 19,841 7398 17,595 59,910 35,731 403 1485%
Avallable-for-sale financial assets AfHEcRERE - 1401 3,061 3,602 8,979 7% 986 18,935
Held-to-maturity investments R - 613 563 820 2805 1 - 4,802
Undated assets EiRAREE - - - - - - 35970 35970
Total assets AR 15,881 53,902 24,879 39,061 80,323 38,713 44,534 297,293
Liabiltes ff8
Deposits and balances of banks and ROREbLREED

other financial institutions ERRkES 277 1,300 1,557 354 - - 3 3,521
Deposits from customers REE 93,026 87,29 37,746 18,685 764 - - 31517

~ Demand deposits and current accounts ~EBERRERER 14,860 - - - - - - 14,860

- Savings deposit -fFERER 78,024 - - - - - - 78,024

~Time, call and notice deposits ~EHRRAER 14 87,29 37,746 18,685 764 - - 14463
Trading liabilties REMGEE - - - - - - 1235 1235
Certficates of deposit issued BEIERE - - 295 1,119 1,09 2,504 - 5012
Current taxation KA - - - 18 - - - 18
Loan capital fEEER - - - 4,281 8,078 3916 - 16,275
Other liabiltes Afeaf - 686 115 El 18 - 4,665 5523
Total liabilities REEE 93,303 89,282 39713 24,496 9,954 6,420 5933 269,101

Net gap FEE (17.422) (35,380) (14,834) 14,565 70,369 32293
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(d) Liquidity risk management (continued)

(d) RBESEREE (&

&)

The Bank $R4T
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 o overdue Total
1EANE  3EAME 150 E EXAAH
il et AR Z3fEA BE E5i SENE k] &%
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
A¥RET AWEET AYAEn A¥REn BHAEr BMAEr  AMREn  A¥RER
Assets 5
Cash and balances with banks and RERESINEL
other finandial institutions SRERNET 4189 - - - - - 663 485
Placements with banks and ERTRAt SR
other finandial institutions ERRGER - 8010 35,771 13,948 - - - 92,735
Trade bills 2555 14 182 174 135 - - 16 521
Trading assets RHREEE = 400 = 2 81 4 2388 2914
Financial assets designated at fair value REABBRENRY
through profitor 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 MELESREE - 574 562 3,947 5,067 126 709 10,985
Held-to-maturity investments FRHHRE - 315 147 1,092 1,653 m - 3318
Undated assets BIRRELE - - - - - - 37,140 37,140
Total assets BERE 8522 63,558 44,811 35,657 61,583 32,288 48800 295219
Liabilies aff
Deposits and balances of banks and KR eREEY
other financial institutions 5 e 329 37 m 7 - = 8 1,093
Deposits from customers LA 54219 110232 56,082 18,439 1,057 - - 0009
~ Demand deposits and current accounts — B RE RGP 10272 = . = = - - 10,272
- Savings deposit -FERR 426 - - - - - - 4326
~Time, call and notice deposits - EBRBEAR 685 110232 56,082 18,439 1,057 - - 1864%
Trading liabilties REREAE - 100 30 200 - - 2219 2,549
Certficates of deposit issued BEfTRE - - 1,941 881 2028 2841 - 7,691
Current taxation TERE = - - 60 - - _ 60
Loan capital EEER - - - - 11,036 - - 11,036
Other libiltes Aft5E - 15 14 23 - - 5213 5,53
Total liabilties AfEEE 54,548 110812 58,017 19,615 1412 2,341 71440 267,994
Net gap A= (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 HRER S R AT & RS AES ATRERE
deposits from customers may mature without being withdrawn, the contractual HART & 3k % B 17 3R AT BE A2 B B A B R R

maturity dates do not represent expected dates of future cash flows.

BHEIHRWIFRERTRSRATRET B -
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non-derivatives financial liabilities of the Group at the balance sheet date: FIAE KV HAR DT :
The Group %8
2009
Between
Less than three  Between
Carrying ~ Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months  oneyear  fiveyears  fiveyears  Undated
bR apih WA ERANL 1§50
FaE aE  ORER IUT FE B5E SENE  BdEHAN
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
A¥AER A¥AER AYEEn AWEEn EWEEn  BMEEn  B¥EEn  B¥EEn
Deposits and balances of banks and KR EREES
other financial institutions TRkt 11,886 12213 291 9,966 1,869 54 - 3
Deposits from customers EPRa 32528 343883 129350 158358 4,621 11,548 - -
~ Demand deposits and current accounts —ERET R AERER 46,380 46,380 46,380 - - - - -
- Savings deposit -RERR 81,711 81,730 81,730 - - - - -
- Time, call and notice deposits - EARBAER W31 1513 1240 158,358 44,621 11,548 - -
Trading liablties RORBERE 1,455 1,455 - - - - - 1,455
Certficates of deposit issued BERNE 2812 2,854 - 314 1,136 1,100 304 -
Current taxation REHA 147 147 - - 147 - - -
Debt securites issued BENERES 4,346 4,600 - 65 62 4413 - -
Loan capital EEER 12359 13,266 - 124 4,664 8478 - -
Interest rate swaps H&EHAL 4,364 4,364 - 266 863 2,206 1,029 -
Other liabilities Aftaf 19,026 19,026 590 4913 4,940 873 - 7,710
Total &5 398,923 401,808 130,231 174,006 58,308 28,732 1333 9,198
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
Renm @A 3EAME 15 E
BHE &g IREX FUAT Ef E5k SEIE  BIAAH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AERET AKEEnT A¥EEnr A¥AEEn  AMEEn  ANEEn  AMEEn  AYEER
Deposits and balances of banks and RREbLREEN
other financial institutions Eakis 27,045 27374 871 18,293 7,803 389 10 8
Deposits from customers EPEH 323,802 326,711 86,289 193,188 36,028 9,964 1,242 -
— Demand deposits and current accounts —ERERRERER 36,332 36,332 36332 = = = = =
- Savings deposit —RERR 45781 45781 45781 - - - - -
~Time, call and notice deposits -EHREAER 241,689 244,598 4,176 193,188 36,028 9,964 1282 -
Trading liabilities RHRRAR 2,846 2,846 = 130 200 = = 2516
Certificates of deposit isued BEERE 5,491 5,625 - 1,99 911 2077 641 -
Current taxation REHA 33 333 - - 333 - - -
Loan capita fBEak 106 12620 = 130 W 12,08 - -
Interest rate swaps Gl 1,792 1,792 - 297 52 835 138 =
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 25334 2,031 9,605
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(d) Liquidity risk management (continued) (d) REBVEZRMEEE @)
The Bank 817
2009
Between
Less than three  Between
Carrying ~ Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months  oneyear  fiveyears  fiveyears  Undated
bkofud A 3EANL 1E5LE

REE BE  ORER U BE B5E SENE  EEWAS
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AEEET B¥EEn BMEER AMEEn BWEEn  RAMEER AWEEBR  BMEER

Deposits and balances of banks and RORAMEREED
other financialinsitutions R 3521 353 m 2,859 354 - - Ef]
Deposits from customers EPEHR w5 BLm 93,026 125202 18,782 767 - -
~ Demand deposits and current accounts —RHEARERER 14,360 14,860 14,860 - - - - -
- Savings deposit —RERFR 78,024 78,024 78,024 - - - - -
~Time, call and notice deposits ~EHRRAER 104633 144,893 1% 12520 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 HzEHAY 3,639 3,639 - 166 540 1,959 974 -
Other liabiltes EfbafE 5,523 5,762 - 801 3 18 - 4,904
Total &g 272,740 271,486 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  on demand months oneyear  fiveyears  fiveyears Undated
Reini 3ER  3EAME 185 E

Kk g% IRER FUAT RE E5E SENE  BHSARH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AEEET A¥EEn A¥EEn A¥EEn  AYEEn  AYEsn  AYEEn  AYEER

Deposits and balances of banks and KR eREEs
other finandial institutions FAREH 1,093 1,094 329 750 7 = = 8
Deposits from customers EPRs 240009 241,201 54219 167,044 18,744 1,194 - -
- Demand deposits and current accounts ~EBERRERER 10272 10272 10272 - - - - -
- Savings deposit ~GEF 4326 4326 136 - - - - -
~ Time, call and notice deposits - EHRRAER 186,495 187,667 685 167,044 18,744 1,19 - -
Trading bl RSEARE 2549 2549 - 130 20 - - 2219
Certificates of deposit issued BEIENE 7,691 7825 - 19% 911 2077 2841 -
Current taxation REHA 60 60 - - 60 - - -
Loan capia kEEs 1% 126 - 130 m 108 - -
Interest rate swaps GilEeEicr 1,285 1,285 - 26 n 616 70 -
Other liabilities AthaE 5536 5,695 = 305 51 68 58 5213

Total % 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:
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HKD/B T USDET CNY AR HKD#TT USDZETT CNYARH
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Impact on earnings over the next i |= _FZH200/E A%
12 months if interest rates HARR12{E A4
rise by 200 basis points aflge (112) (72) (25) 64 (26) 185
Impact on economic value if
interest rates rise by 200 T2 592002
basis points HEEENYE (231) (312) (152) (98) (203) 113

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;

(i) 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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40.FINANCIAL RISK MANAGEMENT (conTinuep) SRR ERE @)

(e) Interest rate risk management (continued)

(e) M=REEE (@)

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

TR -

FE i EHAITENSWAREEER
M EREEEZFEENNHERATREA T

TRETNEEAGTEAERBBENERT
RFEBEFTH (KB EBEREE):

sheet date:
The Group £5
2009
Over Over
3 months 3 months 1year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
3f8A 3EANL 1540 E
HZUT 21F B5% SELE FHE b
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BRHET BYEEET EREET EREET BREET BYEHET
Assets BE
Cash and balances with banks and B4 R RITHIE
other financial institutions CREENER 27,130 2 - - 2,560 29,712
Placements with banks and other e R E o R
financial institutions AR 50,477 17,468 - - - 67,945
Trade bills B55E 1,359 443 - - 45 1,847
Trading assets ROFBEE 126 949 1,949 100 2,598 5,722
Financial assets designated at EEABRBEARE
fair value through profit or loss ATEENEREE 653 192 7113 2,085 349 10,392
Advances to customers EPER 191,994 39,853 8,875 3,033 2,554 246,309
Other accounts HiBRIE 786 146 - - 14,562 15,494
Available-for-sale financial assets ~ AIfHESBAE 11,350 8,257 8,156 1,233 1,887 30,883
Held-to-maturity investments XL 2,383 1,050 3215 591 - 7,239
Non-interest bearing assets ISR EE - - - - 18,539 18,539
Total assets BERE 286,258 68,380 29,308 7,042 43,094 434,082
Liabilities aff
Deposits and balances of banks and ~ $47 R Eifth & ikt
other financial institutions HER R & 1,217 589 33 10 37 11,886
Deposits from customers BEER 277,844 47,220 4,227 - 13,237 342,528
Trading liabilities RHAEERE 6 - - - 1,449 1,455
Certificates of deposit issued BRETENE 798 999 711 304 - 2,812
Debt securities issued BETEBES - - 4,346 - - 4,346
Loan capital EEER 4,647 4,281 3,431 - - 12,359
Non-interest bearing liabilities FEEEE - - - - 19,173 19,173
Total liabilities BEEE 294,512 53,089 12,748 314 33,896 394,559
Interest rate sensitivity gap FIRGRE =R (8,254) 15,291 16,560 6,728
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The Group £H
2008
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
3{EA 3EANE 1A E
FAT E S Z5F SELAE FER k]
HKS Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HKS$ Mn
BEEET BEEET BEEET BERET BEEET BEEET
Assets EE
Cash and balances with banks and 34 RZESRITMEL
other financial institutions SRMENET 25,610 - = = 2,495 28,105
Placements with banks and other  ZESR1T M E 4 R4S
financial institutions NES 82,624 13,950 = = = 96,574
Trade bills H5%E 977 137 - - 50 1,164
Trading assets RORBEE 406 2 81 37 2911 3437
Financial assets designated at EEABBRERARR
fair value through profit or loss ATEENEREE 1,110 595 1,987 438 = 4130
Advances to customers EEEHN 181,640 36,159 6,237 2,680 2,579 229,295
Other accounts HiwiEIA 551 661 - - 13,218 14,430
Available-for-sale financial assets ~ FIEHESBEE 8,125 5,508 2,965 953 1,009 18,560
Held-to-maturity investments S 2,029 1,513 1,197 267 - 5,006
Non-interest bearing assets FEEEE - - - - 14,553 14,553
Total assets BELE 303,072 58,525 12,467 4,375 36,815 415,254
Liabilities afa
Deposits and balances of banks and ~ $#47 R E-fth 4 BiikiE
other finandial institutions RET R 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 RSRBaE 130 200 = = 2,516 2,846
Certificates of deposit issued BEIEHE 2,503 654 1014 1,320 = 5,491
Loan capital EEEAR 4,641 - 6,395 - - 11,036
Non-interest bearing liabilities FERAE = - = = 12,549 12,549
Total liabilities AREHE 296,257 47,834 12,023 1,363 25,292 382,769
Interest rate sensitivity gap FEGREEZE 6,815 10,691 444 3,012
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40.FINANCIAL RISK MANAGEMENT (conTinuep) SRR ERE @)

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

The Bank BT
2009
Over Over
3 months 3 months 1year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
3f8A 3EANUL 1540 E
HZUT e B5% SELE FHE b
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BRHET BYEEET EREET EREET BRBEET BYEEET
Assets BiE
Cash and balances with banks and B4 R RITHE
other financial institutions CRBENER 11,233 - - - 1,294 12,527
Placements with banks and other ~ EFTRE S RIEE
financial institutions AR 45,208 16,686 - - - 61,894
Trade bills EUES 657 159 - - 45 861
Trading assets RHFBEE 1 1 802 100 2,420 3,324
Financial assets designated at EEABBBEARE
fair value through profit or loss ATEBNERMEE 653 192 7,105 2,085 349 10,384
Advances to customers EFER 133,403 4,198 1,689 521 2,386 142,197
Other accounts HiBRIE 655 126 - - 5618 6,399
Available-for-sale financial assets It HESREAE 10,816 2,647 4122 364 986 18,935
Held-to-maturity investments FEFHRE 2,228 563 2,010 1 - 4,802
Non-interest bearing assets ISR EE - - - - 35,970 35,970
Total assets EERE 204,854 24,5712 15,728 3,071 49,068 297,293
Liabilities aff
Deposits and balances of banks and ~ $47 R Eifth & Rkt
other financial institutions M REEER 3,130 354 - - 37 3,521
Deposits from customers ERRER 205,842 18,685 764 - 12,226 237,517
Trading liabilities XHMEERE 6 - - - 1,229 1,235
Certificates of deposit issued BRTENE 798 999 71 2,504 - 5,012
Loan capital EEER 4,647 4,281 3431 3,916 - 16,275
Non-interest bearing liabilities FEBEE - - - - 5,541 5,541
Total liabilities BEEE 214,423 24,319 4,906 6,420 19,033 269,101
Interest rate sensitivity gap FIEGREED (9,569) 253 10,822 (3.349)
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The Bank BT
2008
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
3fEA 3fEAME 1EME
FAT E S Z5F SEE FER k]
HKS Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HKS$ Mn
BEEET BEEET BEEET BERET BEEET BEEET
Assets EE
Cash and balances with banks and 34 RZESRITMEL
other financial institutions SRMENET 3,619 - = = 1,233 4,852
Placements with banks and other  ZESR1T M E 4 RS
financial institutions BES 78,787 13,948 = = = 92,735
Trade bills H55E 342 129 - - 50 521
Trading assets RORBEE 406 2 81 37 2,388 2914
Financial assets designated at EEABBRERARR
fair value through profit or loss ATEENEREE 1,110 595 1,971 438 = 4114
Advances to customers EEEH 118,503 5,034 3,106 1,120 2,530 130,293
Other accounts HiwiEIA 340 188 - - 7,819 8,347
Available-for-sale financial assets A4t ESRVEE 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 BERH 208,440 24,757 8,370 1,779 51,873 295,219
Liabilities afa
Deposits and balances of banks and ~ $#47 R E-th 4 BiikiE
other financial institutions NER R &S 1,072 8 - - 13 1,093
Deposits from customers TEER 211,740 18,398 1,057 - 8,834 240,029
Trading liabilities RHRBaRE 130 200 = = 2,219 2,549
Certificates of deposit issued BETENE 2,503 654 1,014 3,520 - 7,691
Loan capital EEEAR 4,641 - 6,395 - - 11,036
Non-interest bearing liabilities FEREE = = = = 5,596 5,596
Total liabilities BEEE 220,086 19,260 8,466 3,520 16,662 267,994
Interest rate sensitivity gap FEGREEZE (11,646) 5,497 (96) (1,741)
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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:

(e) MIXEMREE (@)

TREMREZ12A31BILFERES S/
TAZARAEEHE :

()

The Group&8 The Banki 1T
2009 2008 2009 2008
% % % %
Assets BE
Cash and short-term funds and Be RIERITHE S BEER
placements with banks and 17 - RERTREAM
other financial institutions DREENER 0-6.46 0-10.28 0-6.46 0-10.28
Trade bills, advances to customers
and advances to banks and other ~ ZHZE - REERKET
financial institutions REfMSREENER 0-45.70 0.50-36.10 0-18.52 0.60-18.33
Securities (Note) Er(hit) 0.01-7.75 0.04-8.23 0.01-7.75 0.04-823
Liabilities af
Deposits and balances of banksand 847 R E & RIHIER
other financial institutions TRk 0-9.17 0.02-13.21 0-9.17 0.02-13.21
Deposits from customers EPER 0-10.50 0-9.00 0-8.90 0-9.00
Certificates of deposit issued and
loan capital BETEREREEER 0.01-10.01 092-10.14 0.01-10.01 0.92-10.14
Note:  Securities include certificates of deposit held, trading assets, financial assets i : BHEEERETRE RZEE - EBXE

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.

R IR M 5 (4)
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41.FAIR VALUES OF FINANCIAL INSTRUMENTS €@ T AN AFEE

(@) AR FEEIERNEHTE

(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:

R IR M 5 (4)
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TRERBMGEEDE - OMEMTRAZAF
BE :

2009
The Group 8 The Banksg{7
LevelOne  Level Two  Level Three Total  LevelOne  LevelTwo Level Three Total
£18 £ £3% a8 E18 £ #3% #a
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
RBEEL A¥AEER BNAER AMEEn A%EEn AWEER B¥AER  BMEER
Assets (3
Trading assets RORBEE 4,467 1,154 101 57122 2193 1,10 ]| 3.3
Financial assets designated at REABRERNRE
fair value through profit or loss ATEENEREAE 5,290 5102 - 10,392 5,281 5,103 - 10,384
Available-for-sale finandial assets MEHESHAE 1,92 8,568 393 30,883 10,845 7,749 34 18,935
31,679 14,824 494 46,997 18,319 13,962 362 32,643
Liabilities 8
Trading liabities R5RBEAE 6 1,357 9 1,455 6 1,139 90 1,235
Financialliabilites designated at RERBRARNRS
fair value through profit or loss ATEENERAR 1712 2442 - 10,154 11,628 2402 - 14,070
1118 3,799 2 11,609 11,634 3,581 90 15,305
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41.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuen) €@t TEMNAFEE @

(a) UDFEEIRNESHMIE (&)
ER BEEIRRE2BOBRITEBEAT
BEZEBIA  WE2HEEArNES -

(a) Financial instruments carried at fair value (continued)
During the year there were no significant transfers of financial instruments
between Level 1 and Level 2 of the fair value hierarchy.

(1) Valuation of financial instruments with significant unobservable inputs (1) EREZEMHFABREZHAZENSH
TAKE

BRI 5B EEMIFF BB A2 HE
TE HAFEEZEZHNAT :

Movements in the recognised fair values of instruments with significant
unobservable inputs were as follows:

Trading assets -
Positive fair value

The Group5 8

Available-for-sale

of derivatives financial assets Total
REBEEE-
fETARZ AHHE
EAVER SREE ok
HK$ Mn HKS$ Mn HK$ Mn
BEEET BYEEET BEEER
Assets {3
At 1st January, 2009 20091 A1H 169 an 640
Purchases A - 44 44
Sales HE - (31 31
Settlements #H (154) - (154)
Changes in fair value recognised in ATHEEEBRERRN
the income statement Wink 86 - 86
Changes in fair value recognised in ATHEBEEBRERRN
the other comprehensive income Hin2EKamE - (91) (91)
At 31st December, 2009 A2009F12A31H 101 393 494
Total gains or losses for the year REER/EEE
included in available-for-sale fair value mEs AFEREMD
reserve of the other comprehensive 2EE HEHE
income for assets held at the AT EERE K
balance sheet date HEEEE - (91) (91)
Total gains or losses for the year
included in the income statement for REBRIECEE
assets held at the balance sheet date MEFAEER
recorded in net trading income Wank e XHBNFE 86 - 86
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The Bank 1T
Trading assets -
Positive fair value  Available-for-sale

of derivatives financial assets Total
RERREE-
fETAZ AHHE
EAYEE SREE ot ]
HKS$ Mn HKS Mn HKS Mn
BEBEL BEBET BEBET
Assets B
At 1st January, 2009 #2009F1A1H 7 420 427
Purchases BA - 43 43
Sales HE - (31 (31)
Settlements e m - (M
Changes in fair value recognised ATEBEZHERR
in the income statement Wz 15 - 15
Changes in fair value recognised AT EEZHHEIR
in the other comprehensive income Hiv2EKamk - (91) (91)
At 31st December, 2009 #2009F12A31H 21 341 362
Total gains or losses for the year NEERREZEE
included in available-for-sale fair value MEst AFEREL
reserve of the other comprehensive ARG AIHLE
income for assets held at the AT EERE Wk
balance sheet date EEgE - (91) (91)
Total gains or losses for the year
included in the income statement for REERHAZEE
assets held at the balance sheet date MEFAFER
recorded in net trading income WRERZ X HWANFE 15 - 15
The Group&E The BankR 1T
Trading liabilities-  Trading liabilities -
Negative fair value  Negative fair value
of derivatives of derivatives
REABEE- REBREE-
fTETAZAATEE TEIAZEATVEE
HKS MnB¥HET  HKS MnB¥EETT
Liabilities afE
At 1st January, 2009 7200941 A1H 169 168
Settlements #=E (155) (154)
Changes in fair value recognised R EEZHER
in the income statement Rz R 78 76
At 31st December, 2009 7200912 A31H 92 90
Total gains or losses for the year
included in the income statement for REERFEZEE
liabilities held at the balance sheet date MBETAFER
recorded in net trading income Wamk 2 XHWNFRE 78 76
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41.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuen) €@t TEMNAFEE @

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

(a) U D FEEIIRNESHMITE (@)

(2) Effects of changes in significant unobservable assumptions to reasonably (2 AEZEMFABRZBREHEAEA
possible alternative assumptions T SRBREFMEENZE
2009
Effect recorded in profit or loss Effect recorded directly in equity
BEELBRNEGE 28 BEELBRRREZ L2 ¥E
Favourable (Unfavourable) Favourable (Unfavourable)
= (A7) =R (A7)
HKS MnB¥EET HKSMnE¥EERT HKS MnE%EET HKS MnE¥EER
Trading assets RHRBRERE 8 8) - -
Available-for-sale financial assets ~ AIfitHES FIAE - - 33 (33)
8 (8) 33 (33)
Trading liabilities RHFBERE 8 (8) - -

The fair value of financial instruments are in certain circumstances, measured
using valuation models that incorporate assumptions that are not supported
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:

@)

(ii)

(iii)

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.

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.

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.

EETEAT  fTESRTIANRTE
EEANGBERER - EE5E0/REY
ERBAERR T ANE R A BRMEHR
SEN + INIEMRFBE fh AT R R /0 T 5 8K
B LRBREATFEEZHZRE A
FAEAZAEATZREREMELN
IF - B10%KEBEMILITES o

(b) AR FEEUMNIRNEMT AR

FREE
REBRBTITDEMEZRRE
TSR TANAFERE :

LA TE 40

(i) TRIETHRAEPERNFEERS D
RFEE  DRER/NEE A A RENR
MRS -

(i) FEEMIANAFEE  DRE/E
HERHEERE - LS TRASERMIE
ErEBES - AREAENEERRE
EREREEMA T EET RELER
SERBRT 2R T AR - HER
FEETERREEEREMNE -

(iii) LA 38 PR AN A BR B0 SE 2 B SR AN 18 B R
BRAFEE  DELSEEFIZEEER
FrEELE (4L EY B AT 5 7 R AL B - DATH
SRR A AT - ARERENE
ERRFESERBEMAFEES®
WEEES R &S 5 B T IAER -
EREAFEEARER  EFEASAE
BEFRNEERENREDTE TIUE
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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:

AR IE M5 ()

(iv) EETBRERENRFEEISEANRER
RTHRAERMBR SRR - SEE
BRENFEE AARALEH 2 RER
HiEAT S -

() ELETRRABRAESH AT EAEM
i RERRAGEREROSREE
FEE -

(vi) DEHOBERRIAFER U2
ZEMERBHRFRZHAERER
ZAIBS AR ER MERE © ARAER
WAl 2 E R R B G5 R U E
FEBEHELRRABERBRNEE -
HIERBEMBERZBER T MERERE
H A BRI i RT B RAE LR - WA
ERBARAENHBEERNEE AT
BfE -

BRRIESN - ANSE B R SR 1T DARK AN S G X
AANEMNZSRITARAE - HBHEMN2009F
12 A31H &2008F R B 2 AFEERE °

The Group &5
2009 2008
Carrying amount Fair value Carrying amount Fair value
BREE AVEE REE AYEE
HKS MnB¥EERT HKS MnB%EER HKSMnEREST HKSMnEREET
Financial assets SREE
Held-to-maturity investments FEEEE 7,239 7,318 5,006 4,898
Financial liabilities FREE
Debt securities issued BETERES 4,346 4,601 - =
Subordinated liabilities BEEE 4,647 4,211 4,641 3,953
The Bank $R4T
2009 2008
Carrying amount Fair value Carrying amount Fair value
BREE AVEE REE AYEE
HKS MnB¥EERT HKSMnE¥EERT HKSMnEBEET HKSMnEBBET
Financial assets SREE
Held-to-maturity investments REIHRE 4,802 4,846 3318 3,209
Financial liabilities FRAE
Subordinated liabilities ®EEE 4,647 4211 4,641 3,953
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42. OFF-BALANCE SHEET EXPOSURES BE & &R UM A

(a) Contingent liabilities and commitments

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

(a) IARBERANRE
FENRBERAREEBRRINA O HEE

contingent liabilities and commitments: Z0TF
The Group%8 The Bank# 1T
2009 2008 2009 2008
HKS MnB¥EEBT HKS MnAEBET HKSMnB¥EER HKSMnABEEET
Direct credit substitutes BEEGERER 7,34 7272 5,792 6,888
Transaction-related contingencies HRHABNINER 1,293 1,771 1,024 1,529
Trade-related contingencies HESEENSAER 1,331 1,045 800 721
Commitments that are unconditionally T 4& (& ER S i /8
cancellable without prior notice S AR 41,555 41,692 40,386 38,683
Other commitments H e :
~up to 1 year —1FHAT 21,606 5,651 6,097 3,049
—over 1 year —1FAE 14,112 18,737 12,686 11,551
87,238 76,168 66,785 62,421
Credit risk weighted amounts EERRMESSE 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.

HABERAETEFEEEHENTA - B85
RARHEENARLER  FR&E  B#RE
MANRE - AOEBEEEROPTRER
RERFENKMAERBOSE - ANTE
HEREANRTBENARBOSEEEARL
REBAEY - SNSRI THRTEFARKE

D=
FinE °
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(b) FTET R

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:

AT ARER - ARZREEEENEE
BEETEENMEEH

SERETNSRTETAIRARINEE
SEMELT ¢

The Group
59
2009 2008
Trading  Non-trading Total Trading Non-trading Total
x5 kX5 k] 25 *R5 ke
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEELT A%EEx BMEEx B¥EER  A%EEr  BKEER
Exchange rate contracts ExE4
Forwards and futures BERHRBE 19,590 - 19,590 23,860 - 23,860
Swaps B85 12,140 4,664 16,804 1633 12,863 14,496
Options purchased fBAIE 1,885 1,209 3,094 919 151 1,070
Options written e 3,085 1,236 4321 1,075 151 1,226
Interest rate contracts FEEL
Forwards and futures BERRHREE - 88 88 25 - 25
Swaps BEXS - 70,669 70,669 - 44,699 44,699
Equity contracts RiAEH
Options purchased B AEE 261 1,638 1,899 82 1,638 1,720
Options written prauad 3 177 975 1,152 427 1,039 1,466
37,138 80,479 117,617 28,021 60,541 88,562
The Bank
#®iT
2009 2008
Trading  Non-trading Total Trading Non-trading Total
x5 k%5 k] 25 k25 bk
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL A%EEx BMEEx B¥EER  A%EEr  BKEER
Exchange rate contracts EXEH
Forwards and futures ERRHRHE 8,390 - 8,390 10,842 - 10,842
Swaps EHR5 11,137 4,664 15,801 1311 12,253 13,564
Options purchased B 1,885 1,209 3,094 971 151 1,122
Options written e 3,085 1,236 4321 1,075 151 1,226
Interest rate contracts FEEL
Forwards and futures BERRFREE - 88 88 25 - 25
Swaps BHR 5 - 67,505 67,505 - 42,684 42,684
Equity contracts RiA&#
Options purchased N i 261 1,638 1,899 82 2,307 2,389
Options written pratund 3 177 1,638 1,815 427 1,039 1,466
24,935 77,978 102,913 14,733 58,585 73,318
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42.OFF-BALANCE SHEET EXPOSURES (conTinveD) BEBBERAMWER @

(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.

(b) PTET A (@)
FTET AR AEERAITEIE « FIER
RETR®ITHE B EYREELS
MEL - EUTANZELEREELAN
RERMZHE  BEFREFAEZERD

TR -

MAEEEBERAIMARNATFEEREER
B INESTIAT © ELSRI AT AER
FELHFRE

The Group
]
2009 2008
Assets Liabilities Assets Liabilities
-1 =1 BE BfE
HKS MnB¥EERT HKS MnBBEEL HKSMnEKEST HKSMnBEEET
Fair value (Notes 23 and 34) AFEEWF23K34)
Exchange rate contracts EXEH 317 139 488 505
Interest rate contracts FIRAH 587 1,279 1,012 1,928
Options purchased/written BA/ b e
- exchange rate contracts —[ERAH 9 9 3 5
~ equity contracts A=t 55 22 231 78
968 1,449 1,734 2,516
The Bank
817
2009 2008
Assets Liabilities Assets Liabilities
-1 & BE BfE
HKS MnB%EET HKS MnB¥EERT HKS MnBBEET HKS MnEBEET
Fair value (Notes 23 and 34) AFEEMF23K534)
Exchange rate contracts EXAH 275 14 262 365
Interest rate contracts MEEH 506 1,084 755 1,771
Options purchased/written A/ i
— exchange rate contracts —EXEH 9 9 3 5
— equity contracts —RiHEH 55 2 231 78
845 1,229 1,251 2,219
The Group% 8 The Bank$ 1T
2009 2008 2009 2008
HKS MnB¥EER HKS MBBEET HKSMnB¥EERT HKS MnEBEET
Credit risk weighted amounts * EERERMESE
Exchange rate contracts EXAH 567 391 549 340
Interest rate contracts FREH 350 225 408 321
Equity contracts ROEH 20 181 184 248
Debt security & other commodity BEER IR 6 22 1 38
1,013 819 1,152 947

*  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.

* RECIRITE(BAR)FRAY - AITHRAEREA
EP PR B ESTEDX |5t H 0 2009F 12 A31H
ZIsE R R IEL A
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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.

R IR M 5 (4)

ERIIHEEBBRIAIIZSHEHNEEE
28 AVFEEREERBRINESE - 2F
EEZARGECEERBRINESRE - 25D
BRRRCRITE(BR) RRADEFE - 2F
BESEEEMARMSEEHEZEEK
BIEENS LKA -

ATFEEREEAERZEAONEEER
@ o FERRINMESERFRB(RTR(E
A)RADEHE

TRANESE A AEERBINBREEA
2 HBG SRR AT A TANAESE -

The Group&£H
Notional amounts with remaining life of
HRHRNZELE
2009 2008

1year  Over 1 year Over Tyear  Over 1 year Qver

orless  to5years 5 years Total orless  to5years 5 years Total
185 1EpLE
1EFUT B5&  SENE BE  1EINT 2E  SEHE #E
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
EWEEL RWEEn R¥AET BMEER AYEET  BMEER  AMEEn  AMAER
Interest rate derivatives FEGFETR 46,714 15,721 8316 70,757 26,641 14,193 3,890 4724
Currency derivatives BERITETR 31,856 5953 - 43,809 35,145 5,507 - 40,652
Other derivatives HftfiATA 2,387 268 396 3,051 2514 8 664 3,186
86,957 21,98 8,712 117,617 64,300 19,708 4,554 88,562
The Bank${T
Notional amounts with remaining life of
HRHRNZEEE
2009 2008

1year  Over1year Over Tyear  Over 1 year Over

orless  to5years 5 years Total orless  to5years 5 years Total
1E)E 185k

AT 5% SENE B 1FIT BE SENE a5

HKS Mn HKS Mn HKS Mn HKS M

HKSMn  HKSMn  HKSMn  HKSMn
A¥EEn B¥EER BYEER AMEEn AKEET  B¥EEn  BMAEEn  BYEER
Iteret rate dervtives HEfTETA 613 1318 8308 67503 26341 12384 3% 4709
Curency dervatives LEan 254811 5,719 - NE6 214 5507 - 6T
Other derivatives EMFTETA 2387 53 M 371 3183 8 664 3855
w1949 9100 102913 50771 1789 4608 73318
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42.OFF-BALANCE SHEET EXPOSURES (conTinveD) BEBBERAMWER @

(c) Capital commitments
Capital commitments outstanding at 31st December and not provided for in the
accounts were as follows:

(c) BAENE
R12 A31 B AREN B AR RIE PR EH
RERAFENT :

The Group%8 The Bank# 1T
2009 2008 2009 2008
HKS MnB¥EET HKS MnAEBET HKSMnB¥EER HKSMnBEEET
Expenditure authorised and
contracted for EREXILIEEL 338 1,611 100 608
Expenditure authorised but not
contracted for B HERED 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) K=HERIE
200912 A318 « ENAIREHENLEHE
A ARRRIEENAESRIEETELT ¢

The Group% 8 The Bank$ 1T
2009 2008 2009 2008
HKS MnB¥EET HKSMnBEEET HKS MnB%EET HKS MnEEEL
Properties VIES
Within one year 1E AR 365 338 127 135
After one year but within five years 1EE5FR 736 684 117 117
After five years 5E AR 249 358 - -
1,350 1,380 244 252
The Group% 8 The Bank$ 1T
2009 2008 2009 2008
HKS MnB%EERT HKSMEBEETL HKSMnB¥EET HKSMnBEEET
Equipment B
Within one year 1ELAR 6 7 2 2
After one year but within five years 1EB5FR 1 10 4 2
After five years SEELAS - - - -
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.

AEBEATALERAERABAETYE
R - AEFHRIFE25F B ARA
BENBEMGIEASZ HENFEEE
BEEREARRTELS - FEEALT
BELEHESE
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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.

AR IE M5 ()

(e) EFERA

TUASRITEP 287

BB =S AR MN2009F9 A EHM = A
BEVEERRT - —RLARTEFEEA
T—RAEEEEREEFRER - FRAE
TAETRMEIZERERRK - Wittt (RE
AR EE) AT RS —REERITENE

18

NTHRBRET AR - WEEEHERH
ZIRBEX M o BATTE IR ER - AT
HAEVER = £ R4 A% 150,000,0007T °
HRZEREFRHEVIREE - BIREBIRE
BIE + ANTT 2 HNEE RN 5% M R A A RE L
RN FFLEREE - Bt - 72009412 431
B - AT E AL B -

43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT ZREHRE&RERMKE

(a) Purchase of subsidiaries

(a) WHBKI B AT

2009 2008
HKS$ Mn BE¥EHET HKS Mn BEEET
Net assets acquired EBAFEE
Cash and balances with banks and IR & RAEIRIT R E A & B

other financial institutions Epeyed 23 12
Advances and other accounts less provisions EBR 2 2 B R E A BRI 24 10
Fixed assets EE & E 9 4
Goodwill kS - 25
Other accounts and provisions HhARIE R (12) (45)
44 6

Goodwill arising on consolidation BRIBAR AR EENE 22 27
Total purchase price LRSS AHEAE 66 33
Less: Cash and cash equivalents acquired B BARNIRe RERIEESEE (23) (12)
Cash flow on acquisition net of cash acquired — EiEEFEUEEFTE ANIR SR 43 21

(b) Disposal of subsidiary

(b) HEMB AT

2009 2008

HK$ Mn SB¥EEEIT HKS Mn BEEHET

Advances and other accounts less provisions ENRERZ BER R HAIRIE 1 -
Taxation FRI8 - —
Other accounts and provisions E b BRIE R - -
1 —

Add: Gain on disposal n o HERF - -
Cash flow on disposal of subsidiary HEMRBARRRE R 1 —
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43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (conTinueD) #RE R EREBRMET @

(c) Cash and cash equivalents

(0}

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

() RERZFRREIEA
() ERAARSHERANASREARS
B R MEREH

2009 2008
HK$ Mn B H&ET HKSMn B¥BET
Cash and balances with banks and IR & KA RITHE M & mi s
other financial institutions EpfeyEa 19,244 20,042
Placements with banks and
other financial institutions with [RANEARR A 31E A AR RTT R
original maturity within three months H{th & @R 70 37,938 70,442
Treasury bills with original maturity
within three months RZANEARR A& 318 A AR B EES 2,814 3,251
Certificates of deposit held with RANEARR A31E A AR Z 58
original maturity within three months BTEARE 534 371
60,530 94,106
(i) Reconciliation with the consolidated statement of financial position (i) HiRE M BRRROE IR
2009 2008
HKS$ Mn B¥EET HKS Mn B¥EBHET
Cash and balances with banks and B e RIERTT R E M & RS
other financial institutions (Note 20) W #ETF (A15220) 29,712 28,105
Placements with banks and TERTT R E A & RIEIE 175X
other financial institutions (Note 21) (H1aE21) 67,945 96,574
Treasury bills and certificates of deposit held EIE&E %5 RiFEFRE
— trading assets (Note 23) —RIRBEEH77#23) 34 400
— advances and other accounts (Note 25) —ERREMRIE (A 725) 39 39
— available-for-sale (Note 26) — AR E (H7726) 6,397 11,153
— held-to-maturity (Note 27) —RERE(HE27) 2,434 1,897
8,904 13,489
Amounts shown in the consolidated EREVBARARLEN SRR
statement of financial position 106,561 138,168
Less: Amounts with an original maturity B RANHARR A31E A A LRSS RE
of beyond three months (35,563) (35,999)
Cash balance with central bank subject X E R B ER RIBITHY
to regulatory restriction BEeF (10,468) (8,063)
Cash and cash equivalents in the ERAHSRERANRS &
consolidated cash flow statement ZRIFEIER 60,530 94,106
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44. ASSETS PLEDGED AS SECURITY F{EIEHENEE

The following assets have been pledged as collateral for own liabilities at the REER U TEERERERFEFBZIE
balance sheet date: e
The Group £ The Bank $R1T
2009 2008 2009 2008
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BERET BEBET BEREL
Secured liabilities BEHEE 1,514 1,161 810 1,102
Assets pledged: HREE
Available-for-sale financial assets AHESREE 736 76 - -
Held-to-maturity investments e 9% 9% 96 9%6
832 172 96 96
The following balances with banks have T ESRITAAE B IE
been pledged as collateral for BEREERITATA
securities borrowings and margin FriEe < BERm
deposits of derivatives.
Cash collateral for BEBEHEEN
borrowed securities HeERn 18 7 18 7
Margin accounts for open RIER G R
futures and forward contracts BHNHRER 921 912 876 912
939 919 894 919
Capital equivalency deposit ERERNER 39 39 39 39
These transactions are conducted under terms that are usual and customary to "ERHZIGERRIE—RRIBEFZEBRR
standard lending and securities borrowing and lending activities. BHEERFHET o
45.LOANS TO OFFICERS fTHRABERK
The aggregate of loans to officers of the Bank disclosed pursuant to Section RERE B R AEDI)EE 161B15R(4B) R (4C) 7R
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: TE - RTITRAB Z EREEAMWT
2009 2008
HKS Mn BEEET HKS$ Mn B BET
Aggregate amount of relevant loans HEEZN12A31 ALK B5E
outstanding at 31st December
By the Bank FRRITIE S 3,711 4,169
By subsidiaries B E A ElfE 1,261 1,073
4,972 5,242
The maximum aggregate amount of FEAEBERZ &b R A%
relevant loans outstanding during the year
By the Bank HIRITIE L 5,543 4,573
By subsidiaries Bt E A EE 1,656 1,492
7,199 6,065
There was no interest due but unpaid nor any impairment allowance made against 2009412 A31H %2008 12 A31H * &8
these loans at 31st December, 2009 and 31st December, 2008. BRHRESTE - MAREHZEERER

B2 -
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BRIEPMIEE (&)

46. MATERIAL RELATED PARTY TRANSACTIONS BB(ATHEARR 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
year are aggregated as follows:

REBEAEBBIRES TRINMRETE -
BRI sE2(q)ii) # & © FR2009F A - $%l
$735 L5 I # R 48 2R 7 16 65,000,000 7T
(20084 : #¥107,000,0007T) °

AEBMEEBBATETZERS » ZEA
THREHERF  REBTHARRELIR
REKR %Ei% THESSHABEAN
FRINAE - ZEXFREEIZEAL
T‘m&%‘r&ﬂaﬂﬂ 5 - IAERREERN

FE - GERE—RASERKFZEFHE
E VR R HRE ©

20094F » A& B 1L RRRE A £ PR BE 5% +F
FHFIEOFE - RFE2009F 12 A31H » Bk
ALTHRARREBALTOFIE » REFE
|*JE’EH&P/\Z’IE?VEK/TA&KEMW/\ZEE@E’E?X
TRABEENT -

Key management personnel Subsidiaries Associates

TEEEAR HEAR BEAR
2009 2008 2009 2008 2009 2008
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BEEER AKEET  B%EER  Al¥asn BYEEx BKEER
Interest income FEHA 125 264 588 1,079 3 8
Interest expense FlEZH 25 88 560 148 - -
Amounts due from 1) YN 0p 6,971 8,209 12,719 16,398 626 124
Amounts due to REBHATEFE 5,147 3,696 1,642 1,994 4 7
Maximum amounts due from ) YN0 TN 10,443 12,429 15,953 22,072 924 446
Maximum amounts due to RAMALHERTE 9,826 8,527 2,295 2,850 14 34

47.EQUITY COMPENSATION PLANS R #& 2l

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

RITFIRMEEES R B—RATES G
REERLRRETAEEZE[ESR - B85

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

HITEERITHAE - URBARITRG - R
RAENITERR AR T ENE 1 AFTHRAER
FHAESAFIE o F1A RRRAES BT ER
FREL -

(a) wuﬂﬁ*g_‘i’ri

Exercise price

Date of grant Vesting period Exercise period per share
RTAH BN 1T BRITHEE
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
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AR IR M5 (4)

(b) IR IEZZE

2009 Number of share options IR EE H
Additional share

Outstanding at options for Outstanding at
Date of grant 1/1/2009 bonus issue* Granted Exercised Lapsed 31/12/2009
#2009 #2009
1A18 RIKEALR T 12A318
BT BEH HMARTHE  EmZRRE ERT BT BAX ie R AT BE
22/4/2004 2,765,000 276,500 - - 3,041,500 -
03/5/2005 6,105,000 610,500 - 1,978,500 - 4,737,000
03/5/2006 2,700,000 270,000 - - 275,000 2,695,000
10/5/2007 2,750,000 275,000 - - 275,000 2,750,000
05/5/2008 5,500,000 550,000 - - 550,000 5,500,000
05/5/2009 - - 6,600,000 - - 6,600,000
Total Z8%8 19,820,000 1,982,000 6,600,000 1,978,500 4,141,500 22,282,000

2008 Number of share options R #EELE
Outstanding at Outstanding at
Date of grant 1/1/2008 Granted Exercised Lapsed 31/12/2008
720084F 720084
1H18 12A431H
RXTHH R ARTTE BT B17fE BRRK HARTTE
02/5/2003 2,205,000 - 2,205,000 - -
22/4/2004 3,915,000 - 1,080,000 70,000 2,765,000
03/5/2005 7,230,000 - 1,125,000 - 6,105,000
03/5/2006 3,200,000 - 500,000 - 2,700,000
10/5/2007 2,750,000 - - - 2,750,000
05/5/2008 - 5,500,000 - - 5,500,000
Total #8%8 19,300,000 5,500,000 4,910,000 70,000 19,820,000

*  After adjusting for the bonus issue in 2009.

*

ARFHEE 2009 FFTEETTHIALAR ©
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47.EQUITY COMPENSATION PLANS (conTinuep) B2 #EEHEl

(c) No share options were cancelled during the years ended 31st December, 2009 and  (€) #%20094 12 A31H 20084 12 A31 B4
2008. ERWARE RIRERGEEH ©

(d) Details of share options exercised (d) BITERREFES

Number of share options

RREHE
Exercise period Date of grant 2009 2008
TSR ¥ EH
January 1A 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 3 4 02/5/2003 - 1,060,000
22/4/2004 - 665,000
03/5/2005 - 715,000
03/5/2006 - 500,000
April 4 5 02/5/2003 - 30,000
22/4/2004 - 165,000
03/5/2005 - 110,000
May 54 02/5/2003 - 90,000
22/4/2004 - 20,000
03/5/2005 190,500 75,000
June 6 4 22/4/2004 - 25,000
03/5/2005 208,500 25,000
July 7H 22/4/2004 - 5,000
03/5/2005 14,000 55,000
August 8H 22/4/2004 - 30,000
03/5/2005 79,000 45,000
September 9 H 22/4/2004 - 20,000
03/5/2005 243,500 -
October 104 03/5/2005 292,500 -
November 11 A4 03/5/2005 755,500 -
December 12 A 03/5/2005 195,000 -

1,978,500 4,910,000
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AR IR M5 (4)

48. NON-ADJUSTING POST BALANCE SHEET EVENTS B ERENEEABRBASH

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 |, 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.

EENHERARRIRE —RPKRE - FBEE
FEPRRE15(EREE

720094 12 A30H + 797 B Criteria Caixa
Corp., SAZ [ff /& A & * Negocio de Finanzas
e Inversiones |, SLU AR =FHERBRITE B A
EFASNRERFTRGEH30.607TREAR
FTR&AN R (9 2551167, 104,2008% A& 15 5 BIET 2
TREWZ(MAEEEZROIE) - ZF
167,104,200f& IR A KME AR TRIBE B BAZ
HBEBEITIRAHS.29%  REEE 2009412
A 30 B E R AT S AR AR (7 7 #531.25 T8
Wi EHTEA2.08% - BRESEEERN
HEfE - BRDFA20104 1 A 14 A 1T RETBHK
B R B YRz ©

FE20095F6 A - AITEPETHRITRNHE
BAR([IHERITET " BEEHAELE
HRMERZRITHBEAR - MEARGR
17270% T TRRTT ° %2R 512010
1H28H BA&5ERK ©

49. ACCOUNTING ESTIMATES AND JUDGEMENTS &=t 1d5t & ¥ 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.

FERAAEENIRAR  BEEMARLE
TRZERBENRY - GEREERARE
ZEBENIREER B ERBEEZENMGE
FERE - R IRAERE THREFEAK
ARXHZ @ BEFENGFNERE - AR
SEENZERE  EARLEHARNLE
HENREELEATE - RARE TR
SRANEFTERARB 2 BESHMTR -
EREEZROTHE - ARERREELE
BZRBER  MAKBENPBERERIGED T
RERE BB SR o

EEECEERZE RN AR AREEER
SRR RSB - REAREE - AR
ZEBRERAMEFHHORE
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49. ACCOUNTING ESTIMATES AND JUDGEMENTS (conTinuep) B 5H{EEH 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:

(0}

(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) AETTEBEREZENEERE
Mi7E30 « 36FMEMARARTERE - EXT
RENATFEENERIANA TEENR
BREBERER o A T REERMEME
ZHRAT =

)

(ii)

VERIEESES

B
AEBEE PRI ERAS - AFER
BERARERE - AKREZZ2HEHRS
EAMBRBERINERAERECEL
BIE - BMfEEHR R 2IRE R o B
BEEEEEREEGERABHNABE
AERER EANFRAEHEZEE - @
ZEERBARENTETEERSEN
BEH - B EIEERIEE A EURERE
MEBEREE EeKEETEZS
EENEERRFEREZEENNE
BRER - UEFTERBRRER o A
ERAERENABANABRERN RE
BIEH AR - B EINE E M BIA
BETHRRIRE R TEFBRR » {EMR
DIEFHRREERBANESR -

R E e HEERIFZEIHRE

EAHEESREERSEIMKAEN
R EEBESFEMEREKE - A
SENHEZEEERRECDHE A
SEHEATFEEERKANSHESE
— B A T B [ T AJ LR A R AR
B At =R HWIRSAMTE -

SR TANME
AEBHH T AGBENS BRI
RIfEE2 - @M TANAFEETIERIE
RAIZ XSRS RIE - RIIFER
SRERZMEeMIAME @ BIREL
R/ ZHEMRE - EHEREFOD
FEEARERIFNELEZEABRMR
HE REEHEERE/NOTEHES
%o FRIRETANAFEBERRES
PRETAZERAMERZTANE
EFE -



REMITERLDT | 2009 F 3k | 245

NOTES ON THE ACCOUNTS (CONTINUED)

(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 LbERB(F

(b) 7
]

AR IR M5 (4)

SEEREHBRNEESH

AEBERAEABRENE TEZ S HEW
T

(i)

(ii)

REIHKRE

R B 52 B B 2k A HERE (Y AR BB
BEEZHA - URAKEA EREE &
BEARERIMBANITESREE -
DREREIRERE - EIELBEHE
i AEEEFEAERER B AR
NFEZEREZTHA -

EETHRARBERL BRI - BEREEREE
FEZEREZIHA  AEEGHE
BRI EFHANKREES ENOR
RAEHE - ERANEBEREERR
)5 e

Atk - RAB AT ER A R = 25
REGBARFEEFE -

BEERIREEZ R

BRI AT BEA JE SR TS A T IA IR
EREEENBRT - ARE S ERIE
FERIEEE © 18 E AR ERTUE I #
SRENETIRIER - AT RAEER
B2 8 REZ R TR SR T8 ) 7] 5 S 5 B
RRELERAEE - ~AEBEAMAD
BHER  BRBRESERAXFZR
RAME WA RS2 HRARE GG - AEE
RIRFERTEEN o B F TR BRI AL
HIRETIR A ERANKE R EERR
MEBAEATE °

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.

AR EHECE BRI E115(2007 F1&
DI REETE | - RCEBHREED)
FERMEEEBH ] - ETLREFEER
BYRENFENZ R XA RIREEEE
—IRR2009F HBEIBH 2L BE T - ZFE
B ZHBEE R 35K -

AEEDRRAEMBHRROEE RS RE
AORTEHE T 2B - FULiERT - M
AENLEBHFEFET RS BAFERNTES -
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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
HEE2009F12A31 A L FERIC AMAEMARERWIER - HEENRBMEENTETE

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments, new standard and interpretations which are not yet effective for the
accounting year ended 31st December, 2009 and which have not been adopted in
these accounts.

EEREREHMEE - BB SMAEE
i T ZIELIER] - FIREMRE : B%F
KIBE] - IS EMBRERBINNBEBEREE
2009 12 A31 HIEFE MARER » FEit K
FERR I ERIE -

Effective for accounting periods
beginning on or after

HEET AR A REEN

HKFRS 3 (Revised), Business combinations

(BB REELD)FE35R (B EBE 6

Amendment to HKAS 27, Consolidated and separate financial statements

EEKEB G ERDE 275 6 RIBY 2 M5k

Amendment to HKAS 39, Financial instruments: Recognition and measurement
— Eligible hedged items

BEKEA LRSI SR T E : RN E —5@wE P 2EE |

HK(IFRIC) 17, Distributions of non-cash assets to owners

B (EEVBREREZER) B 17K2BREIFRSEETHEA

Improvements to HKFRSs 2009

RACE BV B E L) (2009)

HKFRS 9, Financial instruments

(CEBMEIMELRER))FH ST A

The Group is in the process of making an assessment of what the impact of these
amendments is expected to be in the period of initial application. So far it has
concluded that the adoption of them is unlikely to have a significant impact on the
Group's results of operations and financial position except for HKFRS 9, Financial
instruments, which may have an impact on the Group'’s results and financial
position arising from changes in the Group's classification and measurement of
financial instruments.

1st July, 2009
2009%7H1H
1st July, 2009
200947H1H

1st July, 2009

20097RH1H

1st July, 2009

2009%7AH1H

1st July, 2009 or 1st January, 2010
200947 A1H32010561H1H
1st January, 2013

20131 H1H

AEEIEEFGEZEFETHEERARAE
EENTE - RE(EBMBREEND)FE9
FleRTAIBMSAEEENERGEBSR
TARAREAKRENEERMBRRER
BN ESRGEREERMZEETHA

SENFERMBARTAIRERERNZE -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FEERREEMBEREH

(1)CAPITAL ADEQUACY RATIO AND CAPITAL BASE EXFEELE R R ERERH

(a) Capital adequacy ratio (a) EXZTELLE

2009 2008

% B2 % % B 7 E

Capital adequacy ratio as at 31st December M2 A31BHEART R L E 13.3 13.8
Core capital adequacy ratio as at 31st December P12 A31 BEZLEAR T R L E 9.4 9.1

Capital ratios at 31st December, 2009 and 31st December, 2008 were compiled
in accordance with the Banking (Capital) Rules (“the Capital Rules”) issued by the
Hong Kong Monetary Authority under Section 98A of the Hong Kong Banking
Ordinance for the implementation of the “Basel II” capital accord, which became
effective on 1st January, 2007. In accordance with the Capital Rules, the Bank
has adopted the foundation internal ratings-based approach for the calculation of
the risk-weighted assets for credit risk and the internal models approach for the
calculation of market risk and standardised approach for operational risk.

The basis of consolidation for calculation of capital ratios under the Capital Rules
follows the basis of consolidation for financial reporting with the exclusion of
subsidiaries which are “regulated financial entities” (e.g. insurance and securities
companies) as defined by the Capital Rules. Accordingly, the investment costs of
these unconsolidated regulated financial entities are deducted from the capital
base.

2009412 A31 8 2008412 A31H 2 &
ARLEE - DIREEASRERRBMBEM (R
TEER)RANTERBUNDFE - W[ &
AR A TR B ABCIRIT 1K) )55 98 A IR A fE
EiesTEEZERERBEMSIE - WH2007F
1RTRER - IRIBEIEARRA ] - ATEER
BB AT R ETEE FTEEERR
ZRBMEEE  [NIEAGEEIFTE™
SRR R MEEAEE FHEEERR

RIERRA T EEGER LR ZERTY
REEH B IE 276 2R - BMIRIEAR
A RAERZRECHRER(WRBREESA
AZMBAR - Bt - ZERGAZMBR
B2 IRERASWEAEMBLR -



248 | The Bank of East Asia, Limited | Annual Report 2009
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xR

KEREEMBER (E)

(1)CAPITAL ADEQUACY RATIO AND CAPITAL BASE (conTiNueD) EARFTELEL B R ERER @)

(b) Group capital base after deductions (b) EEHNBEMNERERE
2009 2008
HK$ Mn B EET HKS Mn B EETT
Core capital BB
Paid up ordinary share capital B PR T BARAR AR 4,623 4,183
Share premium B 5 (B 4,526 4,922
Reserves G 17,647 18,308
Profit or loss account 1Bk 1,553 (71)
Minority interests DHIR R 3,826 =
Deduct: Goodwill R (1,624) (1,624)
Net deferred tax assets SFRERIBAE (317) (119)
Other intangible assets H it A (27) (29)
30,207 25,570
Less: Core capital items deductions I A E AN ANRE B (3.672) (2,749)
. Totalcorecapital febEAm®E 26,535 . 22,821
Eligible supplementary capital AT E /M INE A
Reserves attributable to fair value gains FiRATFEEEGHFRE LR
on revaluation of holdings of EEYMEERFNHE
land and building 916 801
Revaluation reserves for fair value gains HiZ A EEEGEFE M
on revaluation of holdings of HE R RERS S
available-for-sale equities and debt securities ~ MEABFIM S (G 63 -
Unrealised fair value gains arising from HiZ AT EBEEGFS
holdings of equities and debt securities HAETE AP IBR R AR IR
designated at fair value through RNHEEZ RID RIEEES
profit or loss MEEMAERAF 424 -
Regulatory reserve for general —RERTTER R Y
banking risks SRR 134 156
Collectively assessed impairment BT ERERERE
allowances 153 42
Surplus provisions BRI 435 1,024
Perpetual subordinated debt &I A MREREER 3,743 3,356
Term subordinated debt HEBEREE 8,910 8,899
14,778 14,278
Less: Supplementary capital items deductions R HEANE AR HEIER (3,672) (2,749)
_____ Totalsupplementary capital __  MmwEAes ] mwe 11,529
Total capital base BARERE R 37,641 34,350

BEAERAFRMNRIAR - RFETENEEIE
RITEFAXBOMBARRE - MERR
MR EILREAKEENREBINEEERE
WERAFTE -

Deductions from total capital base include investments in subsidiaries of which
their risk weighted assets have not been consolidated into the total risk weighted
assets of the Group, which mainly conduct non-banking related businesses.
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AEERMTUBHEER (&)

(2)LIQUIDITY RATIO FEIEE£LER

2009 2008
%ESE %ESE
Average liquidity ratio for the year FEANTAREDE S E 43.3 38.4

The average liquidity ratio for the year is the simple average of each calendar
month’s average liquidity ratio, which is computed on the consolidated basis as
required by the Hong Kong Monetary Authority for its regulatory purposes, and is
in accordance with the Fourth Schedule to the Hong Kong Banking Ordinance.

(3)CROSS-BORDER CLAIMS &R {EH#E

FEATORDESLERE A FHL RN
BEFHH  EAERREEEEREER
RIERIERE MEmiRe EEREBERITE
BIN(HIRA) °

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

EBEEREBREL SIS FREBER
REBEFTEL  YEBEREBREBESE -
—RimE  ARERNERESLIEZXZY
FHAEBMBERN — TR - RZERNE
THRERRITHEIN DT - MZIRITHAR
WMEEWIFRR R ZE FOREL - ERE
ReH—EARRERIE—ERR - X
—HE ARG R AR E D Z T3k
+ - R EREERAT ARKE -

2009
Banks and
other financial
institutions  Public sector entities Others Total
BITREASRKE NERE Hity mm
HKS Mn B¥EET HKSMn B¥EERT HKSMnE¥HEET HKSMnB¥EET
The Group £
People’s Republic of China  FREE A R FNE 9,717 1,683 37,795 49,195
Asian countries, excluding  EAgHER
People’s Republic of China (T EHEHREAR
HAE) 17,241 2,464 12,917 32,622
North America JeEM 9,147 382 12,927 22,456
Western Europe iy 50,624 - 1,490 52,114
2008
Banks and
other financial
institutions Public sector entities Others Total
RITREM S RHE NEHE it k]
HKS Mn BBEET  HKSMn BEEET  HKSMn BEBEET  HKS Mn BBEET
The Group £E
People’s Republic of China % A REME 6,385 1,120 31,888 39,393
Asian countries, excluding ~ E g HER
People’s Republic of China  (FEIEFEAR
HAE) 17,388 1,703 11,797 30,888
North America LN 11,688 10 10,028 21,726
Western Europe TR 70,048 - 2,383 72,431
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(4)NON-BANK MAINLAND EXPOSURES AiESRITEEFRA M

The total direct non-bank Mainland exposures and the individual impairment

M IFIRTT IR P B A e AR & E & IR

allowances are as follows: BEEFOT :
2009
On-balance Off-balance Individual
sheet sheet impairment
exposure exposure Total allowance
EERER BEAER
Type of counterparties REHFHER AR E R BAAMY LB B BRI RLE 2
HKS Mn B¥EET HKS Mn B¥EET HKS Mn B¥EERT HKSMn B EER
Mainland entities R EE 97,002 22,570 119,572 36
Companies and individuals outside EERARAMN
the Mainland where the credit is EE NG
granted for use in the Mainland AAREBRIN 15,085 2,302 17,387 10
Other counterparties the exposures  E A% S F A
to whom are considered to be [RBR AR TE A3
non-bank Mainland exposures FERITREEFER 7,540 12 7,552 -
Total g 119,627 24,884 144,511 46
2008
On-balance Off-balance Individual
sheet sheet impairment
exposure exposure Total allowance
BEBER BEBGR
Type of counterparties RSEFHER VAR R B LASNE Bk o BRI E %R
HK$ Mn BB EST HKS Mn BB EET HKSMnBBEST HKSMn B¥EET
Mainland entities A EE 92,563 14,764 107,327 60
Companies and individuals outside EERARAM
the Mainland where the credit is REE NN
granted for use in the Mainland TAAREBRIN 13,804 2,192 15,996 37
Other counterparties the exposures Efh R SEFmE
to whom are considered to be BRI RTE RN
non-bank Mainland exposures JERITHEPRER 4,266 43 4,309 -
Total 1A 110,633 16,999 127,632 97
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AEBRHAEYBZER (F)

(5)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS #iff - REARKMEEE

(a) Overdue and rescheduled advances

(a) BHRKEHER

2009 2008
% of total % of total
advances to advances to
customers customers
HEF HER
BRES Ees
HKS$ Mn B¥EE T WEAL HKS Mn BEEET B
The Group £H
Advances to customers overdue for ARREER
— 6 months or less but over 3 months - 38 A A =6/ A 9% 0.1 233 0.1
— 1 year or less but over 6 months -6{HAAEE14E 515 0.2 229 0.1
— Over 1 year - 150 E 280 0.1 171 0.1
891 0.4 633 0.3
Rescheduled advances to
customers RERRFER 234 0.1 239 0.1
Total overdue and rescheduled BERICER
advances REEDERE 1,125 0.5 872 0.4
Secured overdue advances BEFBEER 561 0.2 261 0.1
Unsecured overdue advances ER MBS 330 0.2 372 0.2
Market value of security held against FHERHER
secured overdue advances EARGEmE 2,168 1,542
Individual impairment allowance
made on loans overdue for HEA3ME AL LB
more than 3 months {ERRE 2R 309 231

Loans and advances with a specific repayment date are classified as overdue
when the principal or interest is overdue and remains unpaid at the year-end.
Loans repayable by regular instalments are treated as overdue when an instalment
payment is overdue and remains unpaid at year-end. Loans repayable on demand
are classified as overdue either when a demand for repayment has been served on
the borrower but repayment has not been made in accordance with the demand
notice, and/or when the loans have remained continuously outside the approved

limit advised to the borrower for more than the overdue period in question.

EASHMNEEBMREFEDNAEE F
FEERAHNERRBRE L BABHNE
Ko BB REFRNABER - UE
EDMEENERTEIEAIER - & R
BEFBEANECH TEHRABANRENRE
B AREENEREELS  RREE
REFEBHE AR ERATLAENRE -
AR H B M & fERA P ER B R E
AR R RIS o
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AEBRMATBZER (F)

(5)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (conTinuep) IHA ~ IREBARIKEIEE @)

(a) Overdue and rescheduled advances (continued)
An asset considered as an eligible collateral should generally satisfy the following:

(@) The market value of the asset is readily determinable or can be reasonably
established and verified;

(b) The asset is marketable and there exists a readily available secondary market
for disposing of the asset;

(c) The Bank’s right to repossess the asset is legally enforceable and without
impediment; and

(d) The Bank is able to secure control over the asset if necessary.

The two main types of “Eligible Collateral” are as follows:

(i) "Eligible Financial Collateral” mainly comprises cash deposits and shares.

(i) “Eligible Physical Collateral” mainly comprises land and buildings, vehicles and
equipment.

When the Bank’s clients face financial difficulties and fail to settle their loans,

depending on different situations, the Bank usually takes the following actions to

recover the debt:

(a) Debt rescheduling/restructuring

(b) Enforcement of security

(c) Legal action

(d) Recovery via debt collector

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

overdue for over 3 months as at 31st December, 2009 and 31st December, 2008,

nor were there any rescheduled advances to banks and other financial institutions
on these two dates.

(a) BEARKEAHER (@)
ARIEA RIS EERSA TR

(a)

()

(d)

ZEEMTERABRRE N ZAE
BT REEA

ZRERAMENRE = F M50 A
TR EENE

RITREEENENRHERKIELR
BIERED - &

TR H B A B2 S E TR I -

BRERRERS S TIIME :

(0]

(ii)

EREMEFAREIECRRSTRKEK

o

li

ERENERRIRRBE LM RESE
W TR R -

BRRBRT - BAITR P BN
BENERER - AT REBAT XSG
YRR

BNRSESERIRHR S EHEE

SR

REVAEITE

BEE A EEN

72009412 A31H %2008 12 A31H » R
TREMEBEENERD - WEAH3MEA
A ESAE RN EK
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AEERMTUBHEER (&)

(b) AftBH R KEAEE

2009 2008
Accrued interest Other assets* Accrued interest Other assets*
RIS HitEE* FEETFIS Hih &+
HK$ Mn ¥ EET HKS Mn B¥EEBRT HKSMn BEEETL HKSMn BEBHET
The Group £8
Other assets overdue for Hith@ii&EE
-6 months or less but over 3 months - 31& A LA E&
618 A - - - 3
-1 year or less but over 6 months -6fEAA EZE1F - - 1 -
— Over 1 year — 1R E - 1 - -
- 1 1 3
Rescheduled assets CEAEE - - - -
Total other overdue and Hfh B R4S 4
rescheduled assets BERE - 1 1 3
*  Other assets refer to trade bills and receivables. * BEMEEFEESEEREKE
(c) Repossessed assets () WEEE
2009 2008
HKS$ Mn BEEHET HKSMn BEEHET
The Group £8
Repossessed land and buildings* U [B] + 3} g = 48 57
Repossessed vehicles and equipment W Bl /55 K 22 - 1
Total repossessed assets Y B E 48 58

The amount represents the estimated market value of the repossessed assets as at
31st December.

*  The balance included HK$5 million (2008: HK$37 million) relating to properties that were
contracted for sale but not yet completed.

WESEEMN2A3 B REEENGH
@ o

* AR EIIEAB(E B K 5,000,000 7T (2008 4 -
JEB 37,000,000 TT) B FAIHEBIIARRI
I -

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY FERMREAZTZE

(a) Summary of approach to assess capital adequacy
Different approaches are adopted for assessing capital adequacy as follows:

AHEEART R EN T AR
SEARTERERMA T TR -

~

(a

Risk areas Approach for assessing capital adequacy
E g E HEERTRERNEE

Credit Risk Foundation Internal Ratings-Based (“IRB") Approach
EEER NI R E A

Market Risk Internal Models Approach

ik MEREA S EE

Operational Risk Standardised Approach

EERR SRERTEE
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTiINuED) FERBMREXRZTEE @)

(b)

Principal risks
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.

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.

(b) TE=R

AEDEMERAEEEZRREENEE -

REBEERY —EXRSHNRBRERHE - )
HA - HE - ERREFAEEMAZHS
BER - YREENERTALERNRER
ZERR - ARBEHREERRE - TIHER
HIERR - RBESER - FIRER - KB
R SRR R (S R R ] E K B R
K HHEEENEHEEZESEHR
o WHEREEEZESRLER  REL
BEEeH ZZBCRAKEERERITH
#E - =R - SIfTEAR RS B R R R
BEAARK - ANEERE —EB L RERE
BEM(RARERR)  FEREHEFEER
BANES - NHEZE NG HEBDBIE
HE TR - UHERZ SR IR A5 008
e

SRR & ER
EERBIRNES X5 FREBITHEE
o AREASEERTHRSEFRERE
BAREBHETERRNZZEDHNRZ 5L
FRER

REZASENCERRER  BEFEFER
REEZSSNTURE  MEERBER

TBIYRAEBHM - FEZEEKRAR
ERZEERNEFEER - AREEZES
EEE@K%E%EEE@EEWWW$

°§§Hﬁﬁﬁ@$§ﬁ$ﬁﬁmﬂﬁ
- BEFeFMROEGRE  URERE
ZESEMARZHIRE EERERKSE
BER - EHRRTSIER - A RBERR
FREIEIRF

EEZESRAREMEEAEEEERR
BRANER - ARBERBANEEFEERRA
7k BREKEBRMS - HIEEEBEM
SEEMREF  UREREERYE -

AEBAEF G EEGTFRR S L FHEN

SERRE - #ATREES KR ZHFHIK

HapEEERR - A tFIa0 R R E 7 A
BERENT RAKENETEEERE
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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.

AEBRHAEYBZER (F)

AEECHIFTZERER - BF RFRESR -
@5l - B8 - BERRIEGAKREMARH
SERKE - EUTE  AEEEHEERRE
EEESIHINEETMA - HEERREK
- BERE - FEEERERF - RElFRR
B EEEREBHBERE TRE - AEE
FERINMREZSES  ARATSE
& FARAEERREEFRRARERE
FeoARBEZRRERRE TNEERRE
B AaEERERFERBREHAED

AEER TSR EFRARETFEER
e

(i) ERRITEERR
AEBEEHIFIZEBERREF © UFHE
FEXZHF IR FNEEEERR -
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EALEERANFEAEMEEENR
R - REREESTNEERR
AEBEEERTER TR ERAM
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTiINuED) FERBMREXRZTEE @)

(b) Principal risks (continued)
Credit Risk Management (continued)
(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.

(b) TER (&

EERRER (%ﬁ)

(i) BEXHHMEERRE
AEERACEERERRNERTTE -

EEAEENEZFNEERR

2k

SRR RFGRIER 5 EF REE
BRI 5 F 7R RREE

(iv) Credit-related commitment (iv) BIEEHENFAR
The risks involved in credit-related commitments and contingencies are HBEERBNFEENSNEEBHRR -
essentially the same as the credit risk involved in extending loan facilities to AE FRBEHRERTELRNEERR
customers. These transactions are, subject to the same credit application, HBE - Bt - BERXRSNAFEEFH
portfolio maintenance and collateral requirements as for customers applying BEREAMEZEINGEESRB 61K
for loans. TR E K o
(v) Concentration of credit risk (v) FEESHHRR
Concentration of credit risk exists when changes in geographic, economic FEESTFHERERAR ZEHFEEZE
or industry factors similarly affect groups of counterparties whose aggregate Wik - QBRITEREZNZE  MRZ
credit exposure is material in relation to the Group’s total exposures. The l%%%%%%f?hmﬁm@m%la@g@
Group's portfolio of financial instruments is diversified along geographic, BERAEZHREE - NEBHBMBHT
industry and product sectors. BENHBEENRME « TEMER °
The Group monitors its concentration risk by adopting appropriate risk control REE—-ERAEE O RRZESIEE
measures, such as setting limits on exposures to different industries and loan Bl RITEME KA S EEREE -
portfolios. B EERPHER
(vi) Capital requirement for credit risk by exposure class (vi) ERBREAEERNEERBRERZR
The following table indicates the capital requirement for credit risk on T&RS RIEERMN20094 12 A31H %2008
each class of exposure at 31st December, 2009 and 31st December, 2008 F12A31 B eRRAREAERNINEER
respectively: BEARERIER :
Capital Capital
requirement requirement
Exposure class R AR 2009 2008
HK$ Mn BEEERT HKSMn BEBESET
Bank #RIT 2,508 2,313
Corporate ¥ 12,354 10,559
Residential mortgage EERIB 704 661
Qualifying revolving retail LERBRTE 497 428
Other retail HhZE 423 416
Equity booked on banking book under RITRR T RORRAE
Simple Risk-weight Method - ARG E R I AT E 184 155
Equity booked on banking book under SRITER T HYPRAE
Internal Models Method N A U =B 175 103
Securitisation B - -
Others* Hopth* 3,998 3,474

* Including cash items, other IRB exposures and insignificant credit portfolios in which
the Bank adopted Standardised Approach for assessing capital adequacy.

+ GERSER - AMEARERLTR
HRAOARFSE - RATTRAER
B AT R EAHE B EA

A
A e
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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 balance sheet 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.

(ii) 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.

AEBRHAEYBZER (F)
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(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTINuED) FERMBRER T B E @)

(b)

Principal risks (continued)

Market risk management (continued)

(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.
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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.

Total market risk capital charge under the advanced approach adopted by the
Group is divided into two parts, market risk capital charge for specific risk and
market risk capital charge for general market risk. Under capital charge for general
market risk, the Group uses the internal models approach for the VaR calculation,
by applying full 10-day price movement. Under capital charge for specific risk, the
Group uses the Standardised (market risk) Approach for the calculation.

The following table indicates the capital charge for market risk:

AEBRHAEYBZER (F)

B EmRin SN - AR ES RIE EH D
(TREAEERM2IELTES) (Gl
EhES ) RAKEE R ERREES
FEMESRIER D EmROZRBEFER
BEERTTEBRERZIBRONHTBRNARE
BA - ERGATPRTZRE -

REBRBA LA E SRS ER
BAX AR SMERD : FERRNT
B R A AN R — AR T 5 AR A T 45 R
BAXH - AEERABARBRAGEEL - #
REBMIORERESAERARE - FFE—
RmiZRERATSERREAS L - AEBER
RFRE( SRR T E A E S ERRNT
BREBER

TRETMBEBNERER

Market risk Market risk
capital charge capital charge
TIERABELRER Ti5ERERER
As at As at

31st December, 31st December,
2009 2008

HK$ Mn B¥EET HKS Mn B BET

Internal Models Approach ANEE N EEE
— General Market Risk - — SRR 381 648
Standardised Approach B EE
— Specific Market Risk Debt Charge - EEmSRRELES 14 2
— Specific Market Risk Equity Charge - FrETSRBRAR G Bk 110 92
— Vega Risk — AR 1 2
Total BE 506 744

According to the Banking (Capital) Rules, the Group adopts back testing to assess
the predictive power of the VaR estimation. Back testing consists of a periodic
comparison of the daily VaR measures with the subsequent daily actual and
hypothetical trading outcomes. Back testing is a statistical technique developed
to gauge the quality and accuracy of risk measurement model. 1 exceptions is
found during 2009 (4 exceptions during 2008), 99% confidence level and 250-day
observation period.
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(b) Principal risks (continued)
Market risk management (continued)
Back testing exceptions

(b) EEREM (@)
TISRREE (&)
(B 358380 35, 0 51 90 5

27th November, 2009

200911 H27H
Year 2009 £ HK$ Mn B¥EE T
Loss of total trading activities R o EEER 56
VaR for total trading activities at corresponding date HEE BaERE 49

22nd January, 5th September, 16th September, 8th October,
2008 2008 2008 2008
200841 H22H 200849 A5H 200897 16H 200810 A8H
Year 2008 HKS Mn BEEET  HKS Mn BB EET HKSMn BBESET  HKS Mn BEEET
Loss of total trading activities X S EENRIEE 86 104* 47 85
VaR for total trading activities ~ 1H41 & B &)

at corresponding date [E B 78 42 45 68

*  The large exception on 5th September, 2008 was due to an employee in manipulating * 2008 %F 9 A 5 H.zZBISh s 2008 F 9 A

the valuation of certain equity derivatives held by the Bank which was uncovered in
September, 2008. An announcement was made by the Bank to the Stock Exchange on

18th September, 2008.

In addition, stress testing on market risk is performed for the Group as a
supplement to the daily VaR assessment. The Group applies sensitivity analysis
and scenario analysis, on individual portfolios and/or on the Group’s consolidated
positions, to assess the potential impact of extreme movements in market prices

PITIEE —F B BIRIEATTHTFE & TIRADT
£ T REE o 277 IFEE_L FpI1S

UEFHERM -
LS - AR B A TS R E SR AR R &

B R R RT (L - ASBEHERIES K&
FAEEREFRETHRESTRESR D
o AsHE TS ERRO AR REE A EE R

on the Group’s earnings.

T EELNTE -

Value-at-risk statistics R B EBAEET
At 31st December Maximum Minimum Mean
M12A31H B& BRIE ¥4
Year 2009 F HKS Mn B¥EET HKSMn B¥EET HKSMnB¥EERT HKSMn B¥EER
VaR for total trading RS EEH
activities Bl et 45 76 43 59
VaR for foreign exchange HNERZR ZIFEH
trading positions* ElE e 7 21 5 11
VaR for interest rate FEZSEHEN
trading positions Bl e 3 4 1 3
VaR for equity trading B BIEER
positions ElE 37 61 35 46
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At 31st December Maximum Minimum Mean

R12A318 R RIE ¥

Year 2008 & HKS Mn BB EEIT  HKS Mn BEBEEI  HKSMn B EEIL  HKS Mn BB EET

VaR for total trading RS EEH

activities e Rk 70 139 39 73
VaR for foreign exchange SNER HF5E )

trading positions* el e 12 21 1 5
VaR for interest rate FEZGHER

trading positions ElE 1 2 - 1
VaR for equity trading BARSHEER

positions Bl ¢ 57 123 38 69

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

The average daily profit for all trading activities (including foreign exchange,
interest rate and equity trading activities) in 2009 was HK$3.08 million (average
daily loss of HK$1.64 million in 2008). The standard deviation of the daily profit/
loss was HK$20.75 million (standard deviation of HK$29.96 million for 2008). The
frequency distribution of daily profit/loss is shown below:

* BRABINEREET BIEEEILINERE

R2009%  FTERZEB(BEEE - 7
X RORHED)AENEETFHRAR
75 3,080,000 7T (2008 &£ ¥y & A P19 B &
778 #1,640,0007T) - BB A EBEB
TZ A A 520,750,000 7T ( 2008 4F &7 #E
29,960,0007T) ° AN AF RiEFEigr5E
EAMIER -

DAILY DISTRIBUTION OF TRADING ACTIVITIES RELATED PROFIT/LOSS

<20
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6

- Year 2009 vs Year 2008
Nmbemﬂéﬁg B S EE RN EREES B 5 #E-—2009FE220085F
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7
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(b)

Principal risks (continued)

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
reguirements.

The Group has implemented a centralised 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.

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 had been reviewed
independently by the Internal Audit Department.

Capital Charge for Operational Risk
As at 31st December 2009, capital charge for operational risk amounted to
HK$1,252 million (2008: HK$ 1,134 million).

Liquidity risk management
The purpose of liquidity management is to ensure sufficient cash flows to meet all

financial commitment and to capitalize on opportunities for business expansion.
This includes the Group’s ability to meet deposit withdrawals either on demand or
at contractual maturity, to repay borrowings as they mature, to comply with the
statutory liquidity ratio, and to make new loans and investments as opportunities
arise.
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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 review 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 analyze 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.

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 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 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.
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(b) Principal risks (continued)
Interest rate risk management (continued)
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:
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Impact on economic value if ﬁ:ﬁ?’r@ﬁﬂzoom%%
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basis points (231) (312) (152) (98) (203) 113

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 is on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

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.
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(c) 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 the 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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This section presents information on the Group’s risk management for credit
exposures under IRB approach.

Foundation IRB approach is adopted for capital adequacy assessment for credit risk
where internal rating systems are applied against different types of counterparties
in the risk management process.

Structure of internal ratings systems

The internal ratings system serves as the foundation for the Bank’s risk
management and capital adequacy assessment. In general, the system adopts a
20-tier rating structure.

For Corporate, Bank and Retail exposures, internal measure of credit risks are based
on assessment of the borrower and transaction characteristics of each exposure.
Therefore the Bank has a two-dimensional rating structure, one dimension being
the borrower grade, and the other being facility grade.

The borrower grade reflects risk of borrower default. The borrower’s Probability
of Default over a one-year horizon is linked up to the 20-tier structure, with the
last 3 tiers down the structure being default grades. The facility grade incorporates
transaction specific factors e.g. collateral, guarantee, etc. These factors are directly
linked up to the transaction’s Expected Loss, which is in turn transformed into a
20-tier structure.

On the other hand, the Bank utilizes the Supervisory Slotting Criteria Approach
in rating Specialised Lending exposures. Under this approach, a single-dimension
rating considering both the borrower and transaction characteristics will be assigned
to the credit exposure, with the same 20-tier risk structure.

For Corporate and Bank exposures, borrower grades generated from the internal
rating systems are benchmarked to external credit ratings.
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(b) Use of internal ratings

(0

The Bank has used information generated from internal rating systems in
various areas including but not limited to credit approval, credit monitoring,
loan classification, pricing, formulating business strategies and capital adequacy
assessment.

Control mechanisms for rating systems

In order to ensure that the rating systems are robust, the Bank has a control
mechanism and relevant policies in place to validate the accuracy and consistency
of the systems, which are used for the estimation of all relevant risk components
for risk management and capital adequacy calculation.

The validation process covers 2 major aspects: review of internal rating models
(i.e. quantitative assessment) and review of internal control and compliance (i.e.
qualitative assessment). For the purpose of independency and accountability,
staff members who are responsible for carrying out the validation process should
be independent of those staff members who are responsible for designing
and developing the rating systems. The Credit Committee oversees the whole
validation process and reviews/approves the validation results and deliverables of
the validating team on an annual basis.

(d) Internal rating process

The Bank's internal rating process begins with the business units. These units apply
different models for rating different types of credit exposures. During the process
of rating assignment, overriding of the rating generated by the models is possible
if it is considered that material information has not been taken into account by the
models. The justification for overrides should be properly documented.

The rated credits, whether or not overrides are necessary, are then reviewed and
approved by an individual party other than the one responsible for the assignment
of the rating. This ensures accuracy and precision of the ratings, and that ratings
are prudent and comply with the credit policies of the Bank. Based on the policies
of the Bank, ratings of credit exposures will be reviewed at least annually.

(e) Types of exposures

— Corporate exposure includes exposures to corporate small-and-medium
enterprises, other corporate, specialised lending.

— Bank exposure includes exposures to banks, regulated security firms and public
sector entities.

— Retail exposure includes residential mortgages, qualifying revolving retail
exposures and other retail exposures.
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Variables, methods and data for estimation and validation of
internal ratings

Probability of Default (PD)

For corporate exposures, PD is estimated based on both financial and business
variables. Financial variables are financial ratios which link up to the profitability,
liquidity and capital structure of the borrower, whereas for business variables,
risk factors are assessed through management quality, industry risk and company
standing. The two assessments are combined based on a scorecard methodology
to produce the PD which is estimated through the Bank’s default data.

For Retail exposures, borrowers with homogenous nature and transaction
characteristics are segmented into pools in each of which an estimated PD is
assigned.

For Bank exposures, the estimation of PD takes into account the market value
of asset of the borrower, asset volatility and the borrowers’ liabilities. The model
measures and compares values of the borrower's assets and liabilities and converts
the measurement to PD.

Loss-Given-Default (LGD)
For corporate and bank exposures, the Bank applies the supervisory LGD estimate
provided by the Hong Kong Monetary Authority (“HKMA").

For retail exposures, the LGD estimate is based on historical realised loss and total
historical default amount within a defined period.

Exposure-at-Default (EAD)

EAD is calculated as sum of on-balance sheet amount and credit equivalent
amount of off-balance sheet items. Credit equivalent amount is the exposure
amount of off-balance sheet items multiplied by the respective credit conversion
factors according to the Capital Rules. For certain revolving retail exposures, the
credit conversion factor is estimated with reference to the historical realised further
drawdown rate prior to defaults.

The exposure amount disclosed in the following of this report relating to IRB
exposure refers to EAD.
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Assumptions Employed in Derivation of Variables

The assumptions behind the estimation of PD are: (1) Risk factors selected for
estimation are valid and significant. (2) The weight assigned to each risk factor is
reasonable and appropriate for the estimation in the context of the Bank’s credit
portfolio. (3) The estimation model/methodology is valid and appropriate for the
Bank’s credit portfolio and risk environment. (4) For retail exposures, default rate
from year to year does not exhibit significant fluctuations so that historical data
(default rate) could be applied as PD estimate.

The underlying assumption of LGD estimate is that the loss and recovery pattern
of the credit portfolio from year to year does not exhibit significant fluctuations so
that historical realised LGD could be applied as LGD estimate. It is also assumed
that realised LGD differs significantly across the credit portfolios.

For certain revolving retail exposures, the EAD is estimated based on the assumption
that the historical further drawdown rate from year to year does not differ
significantly so that historical data could be used for estimation of current EAD of
the revolving retail exposures.

Methods of Validation

In order to ensure that the above assumptions for estimation are valid and the
Bank’s internal rating system is reliable and suitable for the Bank'’s credit portfolio,
regular validation is indispensable.

The validation of the rating models is divided into (1) review of rating systems
(quantitative assessment); (2) review of use of ratings (qualitative assessment).

The review of rating systems is carried out through a series of statistical tests. The
purpose of the review is to assess the predictive power and robustness of model
and the presence of under/over estimation.

The review of use of ratings focuses on the process of rating assignment, review
and approval.
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(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

BREABIREEGEEZTENEERRE @

(9)

Policies for establishing provisions

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. 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 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.
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Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.

The Bank takes into consideration the provision made in its capital maintenance
decisions as in accordance with Section 220 of the Capital Rules. The Bank
compares the total expected loss (“EL”) amount and the total eligible provisions,
and if total EL amount exceeds total eligible provisions, the Bank deducts the
difference from the core capital and supplementary capital. On the other hand,
if total EL amount is less than the eligible provisions, the Bank includes the
differences in its supplementary capital up to a maximum of 0.6% of the Bank's
risk weighted amount for credit risk calculated using IRB Approach.

(h) Exposure subject to supervisory estimates

The following table indicates the exposure classes and the respective exposure
amounts that are subject to supervisory estimates as at 31st December, 2009 and
31st December 2008 respectively:

(h

Exposure amount

~

fil B AR B E U OB - A
Y B B SR o

IE R RARRE R FE

RIBEARIRRNFE220{6F - AITEEHB RS
BARERER - @ZRAAEHNERS - K
THRAERBRRARERSEREHSER
HEHBRAAERERERERTAE A
T8 BRLEAR KK AR EE R -
R - HERERBERAEREGEHAEE
1K - ATRBEEREFARTHMNEAR - L
R AR REEF E AT EMEATE
B e e O R\ e A 2R ERH90.6% ©

ZIRPRESE M R BRAIE

T RS BIFERR20094 12 A31 B & 20084F
12431 AR BREE M ERARIRR
TRAGRE MR AR AR ¢

Exposure amount

Exposure class B B R 2 BB [\ AR R

2009 2008

HK$ Mn B EET HKSMnBEEET

Bank $R1T 80,059 97,062

Corporate 1z 205,615 186,711
Equity booked on banking book FERITER TUARE RS

under Simple Risk-weight Method BB A E 2 IR 542 458
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(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

REABTREEFE LT ENEERR @

(i) Risk assessment for IRB exposure classes

The following tables indicate the exposure amount, exposure weighted average
risk weight and exposure weighted average PD under bank exposure and
corporate exposure across borrower grade and the exposure amount under retail
exposures across facility grade as at 31st December, 2009 and 31st December,

2008 respectively:

For bank exposure

2009

(i) AEBTAREERBRAEERI N R,

&2 BIEE R A 20094 12 A 31 H & 20084
12 A31 B ERERAERITRBR AL KRB E
E AT R AEERRE - FHRBAE
IERRESRERAENEFSEERA

R AREERBETERRAETHRAR

APEENEE

FIRITREREEM S

Exposure weighted

Exposure weighted

Borrower grade Exposure amount average risk weight average PD
ERAER R BRI B FHEBEENERSEE BRI ER R AR

HK$ Mn

AYEET
1 3,832 14.89% 0.03%
2 12,079 17.34% 0.04%
3 10,238 23.09% 0.06%
4 22,177 31.62% 0.11%
5 6,466 39.29% 0.16%
6 7,223 45.16% 0.21%
7 4,927 49.55% 0.26%
8 7,316 58.26% 0.34%
9 2,235 69.04% 0.50%
10 1,501 87.85% 0.87%
1 1,838 103.33% 1.39%
12 229 116.32% 2.12%
13 1 129.66% 3.10%

For bank exposure

2008

Borrower grade

Exposure amount

FIRITRRAET =

Exposure weighted
average risk weight

Exposure weighted
average PD

ERAZR B B R B 5 FHRBRAEENERRES R BRI AE NI E B AR

HK$ Mn

SIS EET
1 407 14.41% 0.03%
2 39,474 19.17% 0.05%
3 21,671 24.79% 0.07%
4 17,278 31.97% 0.11%
5 7,174 38.03% 0.15%
6 4,819 43.76% 0.20%
7 3,144 48.64% 0.25%
8 1,395 57.65% 0.34%
9 501 73.10% 0.56%
10 273 85.34% 0.81%
11 907 105.42% 1.49%
14 16 143.93% 4.42%
16 2 193.43% 10.05%
18 - 562.50% 100.00%
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For corporate exposure

2009

Borrower grade

Exposure amount
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AEBRHAMBER (E

FEFERBRASEN =

Exposure weighted
average risk weight

Exposure weighted
average PD

)

BRAZR R RIESE FHHREBAEMERBEE REBRENETHESRAE
HK$ Mn B¥E&ET

4 4,303 32.02% 0.13%
5 2,689 36.11% 0.16%
6 8,206 35.69% 0.20%
7 6,473 36.61% 0.25%
8 11,985 51.06% 0.34%
9 27,169 60.32% 0.58%
10 40,770 69.51% 0.83%
11 6,949 63.89% 1.47%
12 2,322 81.12% 2.02%
13 5,211 108.92% 2.94%
14 2,241 81.06% 4.49%
15 3,503 120.23% 6.45%
16 2,151 158.03% 9.09%
17 2,747 111.23% 23.45%
18 651 440.95% 100.00%
19 397 277.96% 100.00%
20 10 542.50% 100.00%
For corporate exposure O ERBRAER =

2008

Borrower grade

Exposure amount

Exposure weighted
average risk weight

Exposure weighted
average PD

ERAFR [\ AR RR FiREBAEIERRES — ERAEIETISEERAER
HK$ Mn BB E T
4 4,067 27.79% 0.11%
5 2,778 32.33% 0.15%
6 8,817 40.43% 0.20%
7 8,220 34.57% 0.25%
8 10,342 43.82% 0.34%
9 26,617 58.05% 0.56%
10 32,985 66.16% 0.81%
11 4,656 64.76% 1.49%
12 603 80.52% 2.08%
13 2,011 85.96% 2.88%
14 4,766 27.72% 4.42%
15 747 122.85% 6.84%
16 1,036 140.64% 10.05%
17 904 138.79% 17.98%
18 334 497.57% 100.00%
19 376 335.69% 100.00%
20 2 484.23% 100.00%
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(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
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(i) Risk assessment for IRB exposure classes (continued) (i) PEPETAR L R BRI AR R ST
()

For residential mortgages REEREmS
Facility grade Exposure amount
RIBER RERRIEEE

2009 HKS$ Mn 2008 HK$ Mn

BYEEER BEEET

3 3,318 2,622
4 19,253 18,247
5 17,170 13,246
6 1,726 2,025
7 3,519 3,273
8 32 77
11 1,823 2,141
12 20 24
17 144 157
For qualifying revolving retail exposures HEBERBRTERMAENS
Facility grade Exposure amount
BIBER RS REE

2009 HKS$ Mn 2008 HK$ Mn

BYEERT BEEET

5 5,400 7,587
6 4,125 2,724
7 4,537 5,434
8 2,279 1,420
9 326 572
10 3,597 3,534
11 96 171
12 63 51
13 55 62
14 130 165
15 45 49
16 84 121
17 180 101
19 - 51

20 44 2
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For other retail exposures HEMBERBRAENS
Facility grade Exposure amount
RBER ERAEEEE

2009 HK$ Mn 2008 HK$ Mn

BEEET BHEET

3 69 74
4 750 2
5 4,124 3,364
6 4 1
7 1,244 1,217
8 13 23
9 1,318 2,193
10 218 340
11 1,304 1,347
12 512 203
13 61 77
14 - 2
17 92 109
19 59 42
20 33 28




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

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

xR

KERETMBER(E)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

REABTREEFELFENEERR @

)

Comparison of rating estimates against actual outcome

Comparison is made on the 1-year rating estimates for the Group’s performing
credit portfolios at 31st December, 2008 against the actual outcome for the same
portfolios during the financial period ended 31st December, 2009.

Comparison of actual loss and estimated loss

The following tables indicate the actual loss during the financial year ended 31st
December, 2009 and 31st December, 2008 which are compared against the
estimated loss at 31st December, 2008 and 31st December 2007 of the respective
portfolio. Actual loss refers to impairment loss allowance and charge-off charged
to the Group's income statement during the financial year ended 31st December,
2009 and 31st December, 2008. The difference between the actual loss for the
financial year ended 31st December, 2008 and 31st December, 2009 is immaterial
when compared with the Group's loan portfolio in the respective period.

() EERFRMATEERHT

LARA2008F 12 A31 HAEBEEITHEEHA
B —F TR fhaEREZ=2009F 12 A31H LT
BUEAE AABRIZE & M BEBR ST LR -

LR ERRIE R B EET R
TRAEREZE20094 12 A31H K% 20084 12
A3BIEMBEENERER - WEAAER
HAEHZE20084 12 A31HK%2007412 A
31 BHEEHERLLR - BFRIEXIREIZ2009
128318200812 A31 B IEMBEER
BB R RET AR R BBz R OMEIR
#ZE2008F 12 A31 8 RHE2009412 A31
BREEBRIEX - HURAEENEREETE
IR WREEAND A

2009

Actual loss for
the year ended
31st December, 2009

Estimated
1-year loss at
31st December, 2008

B ZE2009F12A31H 1 7200812 A31H

Exposure class R BRI B 2B FEENEREX AfhEte)— 18K

HKS$ Mn HK$ Mn

BYEEER BEEET

Bank RIT - 48

Corporate 1% 313 361

Residential mortgage FE&E - 83

Qualifying revolving retail BEWREREE 80 146

Other retail HEihTE 17 73

Total #ER 410 711
2008

Actual loss for Estimated

the year ended 1-year loss at

31st December, 2008 31st December, 2007

EZ2008F 12 A31H 1k 72007412 A31H

Exposure class [R B LB R 2B EENERIER AfbETR—F1E%K

HK$ Mn HK$ Mn

B EET B EET

Bank RIT - 50

Corporate 2 328 499

Residential mortgage FEiZE 1 95

Qualifying revolving retail BEREREE 57 165

Other retail Ht T8 24 75

Total B 410 884
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Comparison of actual default against estimated probability of default HERERERRMAGTERAAE

The following tables indicate the actual percentage of default during the financial TRETEZE2009F 12 A31H k20084 12
year ended 31st December, 2009 and 31st December, 2008, which is compared A3BIEMBEENERERA L - WH
against the estimated 1-year probability of default (PD) at 31st December, 2008 HEFERIZEE 2RI 2008412 A31H 20074
and 31st December, 2007 of the respective portfolio. 12A31 B8 fat—FERBERRELLE -
2009

Actual percentage
of default for Estimated 1-year
the year ended probability of default
31st December, 2009 at 31st December, 2008

B £2009F12A31H 72008512 H31H

1k 2 BB /Y AfhEE—F

Exposure class R PR AN LE R ERESEOL BREIAR

Bank SR1T 0.00% 0.18%

Corporate T 1.70% 2.59%

Residential mortgage EEI%E 0.24% 0.93%

Qualifying revolving retail BERERTE 0.43% 0.68%

Other retail HEihTE 2.03% 2.77%
2008

Actual percentage

of default for Estimated 1-year

the year ended probability of default

31st December, 2008 at 31st December, 2007

HZ=2008F12A31H 72007512 H31H

LIEZ BT ER AfEET R —F

Exposure class [E R A ELE R BEREFEEHL EEHARE

Bank SR1T 0.19% 0.15%

Corporate HFE 1.66% 3.27%

Residential mortgage FEiziE 0.19% 1.07%

Qualifying revolving retail BERERTE 0.47% 0.69%

Other Retail HinZE 1.19% 2.68%

(8)CREDIT RISK UNDER STANDARDISED APPROACH BEGEZEZTHEERER

This section presents information on the Group's risk management for credit RET2VAREE G AR RREAEEAEE
exposure in which the Bank adopted Standardised Approach for capital adequacy AR RENEERREENERERER
assessment.

(a) Ratings from external credit assessment institutions (ECAI) (a) INERIE B BRI TR
Credit ratings from Moody’s Investors Service and Standard & Poor’s are used for BER AR REELRNEETRARIZ
all classes of credit exposures under Standardised Approach. The Bank follows AEHEE TN RGEERBAE - RITRE
the process prescribed in Part 4 of the Capital Rules to map the ratings to the BARRBNFABRERIZT - T REERTT

exposures booked in the Bank’s banking book. FRITRRENT I 0 B A HE o
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(8)CREDIT RISK UNDER STANDARDISED APPROACH ZEEEZTHEEEK

(b) Risk assessment for exposure classes under Standardised Approach

The following tables indicate the exposure amount and risk weighted amount for
each class of exposure with and without ECAI ratings as at 31st December, 2009

and 31st December, 2008 respectively:

sk

(b) BESHE AT B A S B 19 @b

TRET 2 5K 2009412 A31 H 20084
12831 B M RSB R mINDEE T E#E

AR SR R R AR R T BV R AR B

e JE\B IR REE
2009
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERREEERBERER EAREEERBREER
MERREER MR IESE
Total exposure Rated Unrated Rated Unrated
BREEAE B &R BT &R
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HK$ Mn
Exposure type BRAEER BEEER BEEER BEAER BEEER BREEET
Sovereign £ 38,610 38,606 4 4,302 -
Public sector entities REWE 1,804 1,804 - 353 -
Bank R1T 17,645 15 17,630 7 6,496
Corporate ¥ 14,788 - 12,036 - 12,036
Regulatory retail EETE 165 - 164 - 123
Residential mortgage FEkiE 5,390 - 5,047 - 5,037
Other exposures that are not past due 1 £ £ fth EBR A E 4,988 - 2,603 - 2,603
Past due pekii 100 - 70 - 132
Off balance sheet exposure BEBBRINERAE 4,023 - 2,380 - 2,305
Counterparty exposure RS FEREE 426 - 182 - 145
Total @z 87,939 40,425 40,116 4,662 28,877
2008
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERIRIE SRR ERIRIE S SRR
HR AR o)l
Total exposure Rated Unrated Rated Unrated
B AEEsE BT ETR EaTR E ST
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
Exposure type B AR AEBET BERET AEBET BERET BEEET
Sovereign £ 33,169 33,165 4 4,730 =
Public sector entities NEEE 420 420 - 84 =
Bank i) 19,169 29 19,138 15 6,534
Corporate g 10,621 - 7,39 - 7,3%
Regulatory retail EETE 157 - 154 - 116
Residential mortgage FERIE 2,824 - 2,663 - 2,567
Other exposures that are not past due R Ef R E i B i 2 5,423 - 4,169 - 4,169
Past due B 287 - 287 - 324
Off balance sheet exposure BEBERMERAE 4314 = 2,894 = 2,835
Counterparty exposure R FRBEARE 775 = 239 = 208
Total k) 77,159 33,614 36,944 4,829 24,149
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(9)CREDIT RISK MITIGATION JB{K S EEE i

AEBRHAEYBZER (F)

(a) Process of managing and recognising credit risk mitigation

The Bank has established policies on managing and recognising credit risk
mitigation, which is approved by Credit Committee, for all types of credit exposure
under both IRB approach and standardised approach including counterparty credit
risk-related exposure which arises from OTC derivative transactions. The Bank
applies prudent assessments of eligibility and quality of collaterals. A list of credit
risk mitigations which is deemed appropriate by the Bank is in place. The Bank also
applies safe custodian of collaterals, regular re-valuation and close monitoring.
Marketable securities are marked-to-market on a daily basis whilst valuations on
properties are reviewed periodically.

For regulatory capital calculation, only recognised collaterals and guarantee as laid
down under the Capital Rules are considered as recognised credit risk mitigations
and the Bank adheres to the criteria as stipulated in the Capital Rule when assessing
the eligibility.

Recognised collaterals include both financial and physical collaterals. Financial
collaterals include cash deposit, gold, shares and debt securities and mutual fund/
undertakings for collective investments in transferable securities, whilst physical
collaterals include commercial real estate, residential real estate, vehicles and
equipments. The exposure amount after mitigation is determined by applying
the standard supervisory haircut laid down in the Capital Rules as an adjustment
discount to the current collateral value.

Recognised guarantors are any sovereign entities, public sector entities, banks and
regulated securities firms with a lower risk weight than the borrower, or companies
that are internally rated with a rating equivalent to external rating of A- or better.

On-balance and off-balance sheet recognised netting is not adopted by the Bank.
No recognised guarantees and credit derivative contracts are applied as credit risk
mitigation for capital adequacy calculation at balance sheet date.

(a) EERAEREFERRIERNET

RITEHIEE 2 RRERIEREERREEN
B - MERTEEEZESE - @AR
AT REEAEERBREAEETRERE
ERBRAE  BREASIMIETARSS]
B 5% F (= M R R AR A B R AYE - A
TERMGERRERAEMREERNR
1K - RTEHE —RIARTRA/AEORE
EERREE - AMITZEREETR - E
HEEMEEREHEZNES - BEES
FRYEMERE - MENGEIEHES -

A HEEEAME - REEARRAETTH
RAER @ RERT IR AR RREEER
REER - ATEFEREEERREERS
BRERE - S TERRARENER -

RABARBESREREDERR - SR
AmBRASER B RO REBHES
REBES SRRERITHERAB S
%o MENERARSEHELE Xt
E - BHERE o RERBRENERREER
BIABARRAIFT T R EHIRE ALY
RITERREENFHERMERTE

RAERADEMIRER  REBM R
TEREEEFBR - HRAREEBRMERA
AR - AR A EDRT RIS RS RSN ERET
MA-SIAEFEFZERF] o

ATV ERMNEERBRAREEABRI
RAFRGEETE - RetER - ATAUER
RARAEREEETET AR RERBIES
ERBER  NitEERTRE
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(9)CREDIT RISK MITIGATION (conTinuep) SRR S BB IEIE 4

(b) Total exposures covered by recognised collateral under IRB  (b) AZPFFAREESFE AT LR A K
Approach mRE N E RIS

Exposure amount covered

ERENRRRIESHE
2009 2008
Exposure class BB A AR B HK$ Mn HK$ Mn
BYEEERL BEEET
Bank HR1T 413 147
Corporate o 43,370 40,028
Retail TE 53,460 48,676
Total HazE 97,243 88,851
The total exposures indicated above represent 25.47% of the total exposure 2009412 A31H %2008 124318 * £
amount under IRB Approach as at 31st December, 2009 and 23.83% as at 31st it AT 7 B R B AR HE A RE D Bl A1 P BB AT AR L2
December, 2008. FTEDE TSR AR AR RERY25.47 % 2. 23.83% ©

(c) Total exposures covered by recognised collateral under (¢) BEFEZETURTEBREEN
Standardised Approach [R B IE AR B

Exposure amount covered

ERENRRRIESE
2009 2008
Exposure class R AIEER HK$ Mn HK$ Mn
RYEEET BEEET
Bank #R1T 1 2
Corporate i 2,753 3,225
Regulatory retail EETE 1 3
Residential mortgage (EE7E 343 161
Other exposures which are not past due 380 2R A E 4th | e AR 2,384 1,254
Past due w0 HA 30 -
Counterparty RGEF 245 537
Off balance sheet BEBERINER 1,643 1,420
Total 4azE 7,400 6,602
The total exposures indicated above represent 8.41% of the total exposure amount 2009412 A31H %2008 124318 £
under Standardised Approach as at 31st December, 2009 and 8.56% as at 31st it PTR B R B AR AR R D R R AR EDE T

December, 2008. R AEIE LB EERY8.41% [ 8.56% ©
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(10)COUNTERPARTY CREDIT RISK-RELATED EXPOSURE

EXSHFEERRERNRREE

AEBRHAEYBZER (F)

The Bank has in place a set of internal policies and a comprehensive framework to
effectively manage the counterparty credit risk which arises from OTC derivative
transactions in banking book and trading book. Under this management
framework, distinct credit limits for counterparty credit exposure for individual
counterparties are determined based on the credit standing of the counterparties
while the exposure amount are measured and monitored by the credit equivalent
amount which comprises replacement cost and potential exposure.

At 31st December, 2009, there are no repo-style transactions nor credit derivative
contracts in the Bank. No recognised credit derivative contracts is held as credit
protection for counterparty credit risk-related exposures while credit protection
adopted by the Bank for counterparty credit risk-related exposures at 31st
December, 2009 includes commercial real estates, financial cash and financial
non-cash. Credit equivalent amount after credit protection under IRB approach
amounts to HK$1,448 million (2008: HK$ 1,690 million) while the credit equivalent
amount after credit protection under Standardised approach amounts to HK$182
million (2008: HK$238 million).

(a) Counterparty credit risk-related exposures under IRB Approach

The following tables indicate the information of counterparty credit risk-related
exposures under IRB approach by exposure class as at 31st December, 2009 and
31st December, 2008 respectively:

2009

Credit equivalent

RITEHIFT — RN AMBER R T ENERE
B UERERATHRITRERZ 2D
BIZIMTET AR G| BNRZHFEER
o EEERRET TRARZIHFHRS
HFRREFERBSRBMENRZZHFHIE
FRIRRERE - MARRE M R R FE SR AIE A
HERKAREERBRARNEESESHE

HEREE -

2009412 A31 8 » K773 @ A K
RGHEETETREAR - K2009%F12 A
318 ATRARAUEEREARR S H
FEERAREENEREAENEERE -
ERNRIEFLRERELE R
cHERARNEpERERR BEX T8
RERAGENETIAREAR - REPTREE
AEEATAZEERERENEESES
#8578 15 1,448,000,000 7T ( 2008 4F : i #E
1,690,000,0007C ) * MR EFT EE T
X EERERENEESHEBBUABE
182,000,000 7T (2008 4F : i # 238,000,000
TT) °

REBFREEAEEZTRRZHF
S B R ERARRE R i
720094712 A31H 2008512 A31H * T
KA BB T RRRAEEIB D ORH
FREEH AT RIS U FEERREN
MRS AR

~

Risk weighted

Current exposure amount amount

BRITEBRE FEZESH R mESRE

Exposure class BB AR R HK$ Mn HK$ Mn HK$ Mn

BEYEET BYEET BRY¥EEET

Corporate 1% 51 161 36

Bank R1T 496 1,394 533

Total HREm 547 1,555 569
2008

Credit equivalent Risk weighted

Current exposure amount amount

BT A EEEESH [ER N £ RR

Exposure class [B\ B A Rl HK$ Mn HK$ Mn HK$ Mn

BEEET BERET BHEET

Corporate o 106 212 79

Bank HRIT 687 1,559 451

Total R 793 1,771 530
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AEBRMATBZER (F)

(10)COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)

HRXZHFEERMERNRRAE @

(b) Counterparty credit risk-related exposures under Standardised
Approach
The following tables indicate the information of counterparty credit risk-related
exposures under Standardised Approach as at 31st December, 2009 and 31st
December, 2008 respectively:

(b) BEFEEZTRRZHFEERR

TER Y R B R

72009412 A31H K%2008412A31H + T
ROBIBTEEFEETRAR HEHFEER
KRR E R AR B R

2009
Current exposure Credit equivalent amount Risk weighted amount
RAT R FESESHE ERINESRE
HKS$ Mn HK$ Mn HK$ Mn
BYBEET BYEET BE¥EET
248 426 145
2008
Current exposure Credit equivalent amount Risk weighted amount
BT A EEEESH [\ B e © 58
HK$ Mn HK$ Mn HK$ Mn
BEEET BERET BHRET
598 775 208

(11)ASSET SECURITISATION EE & %1t

During the year, the Bank only acts as an investor in all securitisation exposures.
Ratings from Moody’s Investors Service and Standard & Poor’s are adopted in
assessing securitisation exposures. Since the securitisation exposures held by the
Bank are all rated by recognised ECAI designated by the Capital Rules, Ratings-
based Approach is used to calculate the risk-weighted amount for the exposures.
The Bank closely monitors the risk arising from these exposures.

£ ATERBREFCERIRBAGEESE
REBEE - FHEEFCER AR AER R K
RIS A RS REEERETR - HRATT
FAMESMCER R ERAEDEEAHAE
FEHIR AT INERE B AR MR AR - MU AT
REEFTEDRUAGH R AR R R S
o AMTRREERHRBAERELNR

B -
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AEERMTUBHEER (&)

Al securitisation exposures are rated and those with investment grades are under B LR R R AR D ETR - BREFNR
senior positions backed by granular pools. The following table indicates the total WEFCRRIRERRAESHBERUZ T
principal amount and the respective risk weighted amount of all securitisation BETRHOZRIFE o TRETRN2009412
exposure as at 31st December, 2009 and 31st December 2008: A318 %2008 12 A31 B A &EHLARIR

RAEENASRERARNRRIIESE

Principal amount Risk weighted amount
EEH EBnESE

2009 2008 2009 2008

Risk weight EBEE HKS$ Mn HK$ Mn HK$ Mn HK$ Mn

BYEET BEEST BETER BERET

20% - - - -
50% - — - —

60% - 10 - 6
75% - — - =
100% - - - =

250% - = - =

425% - — - =

Total 4azE - 10 - 6
Capital requirement of securitisation exposure under IRB approach at 31st 2009412 A31H %2008 12 A31H + A
December, 2009 was HK$0.02 million and HK$0.5 million at 31st December, BT AR EST EUA T B AR R R A H
2008. The deductible items from core and supplementary capital under asset BEARE K AE%20,0007T K& #E500,0007T ©
securitisation at 31st December, 2009 amounted to HK$Nil and HK$0.05 million at 200912 A31H %2008 12 A31H + &
31st December, 2008. EBHT B0 KM INE AR HEk &8 B

AT IT )8 #50,0007T °
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AEBRMATBZER (F)

(12 EQUITY EXPOSURES BOOKED IN BANKING BOOK #R1THR T Y IR #E /2 P A I8

The Bank deducts those equity holdings taken for relationship and strategic reasons
from the core & supplementary capital and includes those equity holdings taken
for other reasons in the risk-weighted assets for capital adequacy ratio purpose.

The Bank applies the same accounting techniques and valuation methodologies as
detailed in the Bank’s notes on accounts for all available-for-sale financial assets,
including equity exposures booked in banking book. There are no significant
changes during the annual reporting period.

FATHE R R 4R B SRS 1R 3 o 7 455 8 0 AR AL
oD R Mt INE AR - RS A (IR d
HAENRESEERRINEEER - LBIE
AHARFTRLLE

BITBHA TGRS S MAR - DIERT
R EREEAER - 9RABEFI R
AT 2 BN AR 2 BRI R
2 o AW A A E B B E A
B -

For the year ended 31st December, 2009

BZE2009F 128318 L2 BUEE
The Group The Bank
&5 $R1T
HK$ Mn HK$ Mn
BYEEER BYEEER
Cumulative realised gains or (losses) arising from 2k & H &R0 5 IR iHF G R ER
sales and liquidations of equity exposure 2EEHR Mk (BE) 76 -
Total unrealised gains or (losses) recognised in  FEREERTER - ERAKE =R
the Bank's reserves but not through ABRRARER Yz (BE)
the income statement HI4BET 514 223
Unrealised gains included in or (losses BRTEE AR R R e EENN
deducted from) the Bank's supplementary BARRNKEMRER WA 25
capital for capital adequacy ratio 3k (HEZMINE 2N 4R Y
purpose RELEENER) 424 424

For the year ended 31st December, 2008
EZ=2008F 12 A31HIEZ HEFE

The Group The Bank
£E R1T
HK$ Mn HK$ Mn
BEEET BEEET
Cumulative realised gains or (losses) arising from & & H & F 5 35 15 5 & EH)
sales and liquidations of equity exposure E2REER W= (&BE) 185 186
Total unrealised gains or (losses) recognised i 7EREERRER - B8 G &EMKEER
the Bank's reserves but not through ABRRAEFR Yk (FE)
the income statement B 48T (703) (467)
Unrealised gains included in or (losses BETEERT R R MEEEN N
deducted from) the Bank's supplementary BEARKEMRERREN ST
capital for capital adequacy ratio 3 (P M A& 2 A iR Ey
purpose AERBENEE) 159 159
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