BASE LISTING DOCUMENT DATED 11 April 2011

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

& BEARGIRTT
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™”), callable bull/bear
contracts (“CBBCs”) 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,
others, the Hong Kong Monetary Authority.

among

Are we rated by any credit rating agencies?

Our credit ratings as of 8 April 2011 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/ci/investor_comm/
credit_ratings/index.htm

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

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

(a) a credit rating is not a recommendation to
buy, sell or hold the Structured Products;

(b) ratings of issuers may involve
difficult-to-quantify factors such as market
competition, the success or failure of new
products and markets and managerial
competence; and

(¢) 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
material importance pending or threatened against
us or them.

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 2010.

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 0.003
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 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.

relation

Where can you inspect the relevant documents?

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 2010;

(b) the consent letter of the auditor, KPMG

(“Auditor”), dated 11 April 2011;

(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:

(a) in respect of warrants, the website of the
Stock Exchange at
http:/fwww.hkex.com.hk/eng/dwrc/search/listsearch.asp;
and

(b) in respect of CBBCs, the website of the
Stock Exchange at
http:/fwww.hkex.com.hk/eng/cbbc/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
15 February 2011 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/warrants 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
and Appendix 3 (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
called the “Cash Settlement
Amount” (if positive) according to the Conditions
in the Listing Documents.

cash 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

(g) our creditworthiness.



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.



OVERVIEW OF CBBCS

What are CBBCs?

CBBCs are a type of Structured Products that
track the performance of an Underlying Asset.
CBBCs can be issued on different types of
Underlying Assets as prescribed by the Stock
Exchange from time to time, including:

(a) securities listed on the Stock Exchange;
(b) Hang Seng Index, Hang Seng China

Enterprises Index and Hang Seng China
H-Financials Index; and/or

(c) overseas securities, indices, currencies,
commodities (such as oil, gold and platinum)
or commodity futures.

A list of eligible Underlying Assets for CBBCs is
available on the website of the Stock Exchange at
http:/fwww.hkex.com.hk/eng/prod/secprod/cbbc/underlying_latest.htm.

CBBCs are issued either as callable bull contracts
or callable bear contracts, allowing you to take
either bullish or bearish positions on the
Underlying Asset.

Callable bull contracts are designed for investors
who have an optimistic view on the Underlying
Asset. Callable bear contracts are designed for
investors who have a pessimistic view on the
Underlying Asset.

CBBCs have a mandatory call feature (the
“Mandatory Call Event”) and, subject to the
limited circumstances the relevant
Conditions in which a Mandatory Call Event may
be reversed, we must terminate our CBBCs upon
the occurrence of a Mandatory Call Event. See
“What is the mandatory call feature of CBBCs?”
below for further information.

set out in

There are 2 categories of CBBCs, namely:
(a) Category R CBBCs; and
(b) Category N CBBCs.

Your entitlement following the occurrence of a
Mandatory Call Event will depend on the category

of the CBBCs. See “Category R CBBCs vs
Category N CBBCs” below for further
information.

If no Mandatory Call Event occurs, the CBBCs
will be exercised automatically on the Expiry Date
by payment of a Cash Settlement Amount (if any)
on the Settlement Date. The Cash Settlement
Amount (if any) payable at expiry represents the
difference between the Closing Price/Closing
Level of the Underlying Asset on the Valuation

Date and the Strike Price/Strike Level. See
“Category R CBBCs vs Category N CBBCs”
below.

What is the mandatory call features of CBBCs?
Mandatory Call Event

Subject to the limited circumstances set out in the
relevant Product Conditions in which a Mandatory
Call Event may be reversed, we must terminate
the CBBCs if a Mandatory Call Event occurs. A
Mandatory Call Event occurs if the Spot Price/
Spot Level of the Underlying Asset is:

(a) at or below the Call Price/Call Level (in the
case of a callable bull contract); or

(b) at or above the Call Price/Call Level (in the

case of a callable bear contract),

at any time during the Observation Period.

The Observation Period starts from and includes
the Observation Commencement Date of the
relevant CBBCs and ends on and includes the
Trading Day immediately preceding the Expiry
Date.

Subject to the limited circumstances set out in the
relevant Product Conditions in which a Mandatory
Call Event may be reversed and such modification
and amendment as may be prescribed by the Stock
Exchange from time to time:

(a) all the CBBCs
auto-matching or manually after the time of
the occurrence of a Mandatory Call Event;
and

trades in concluded via

(b) where the Mandatory Call Event occurs
during a pre-opening session or closing
auction session (if applicable), all auction
trades in the CBBCs concluded in such
session and all manual trades concluded after
the end of the pre-order matching period in

such session,



will be invalid and will be cancelled, and will not
be recognised by us or the Stock Exchange.

The time at which a Mandatory Call Event occurs
will be determined by reference to:

(a) in respect of CBBCs over single equities
listed on the Stock Exchange (“Single
Equity CBBCs”), the Stock Exchange’s
automatic order matching and execution
system time at which the Spot Price is at or
below the Call Price (in the case of a
callable bull contract) or is at or above the
Call Price (in the case of a callable bear
contract); or

(b) in respect of CBBCs over index (“Index

CBBCs”), the time the relevant Spot Level is

published by the Index Compiler at which

the Spot Level is at or below the Call Level

(in the case of a callable bull contract) or is

at or above the Call Level (in the case of a

callable bear contract),

subject to the rules and requirements as prescribed
by the Stock Exchange from time to time.

Category R CBBCs vs. Category N CBBCs

The supplemental listing document for the relevant
series of CBBCs will specify whether the CBBCs
are Category R CBBCs or Category N CBBCs.

“Category R CBBCs” refer to CBBCs for which
the Call Price/Call Level is different from their
Strike Price/Strike Level. In respect of a series of
Category R CBBCs, you may receive a cash
payment called the Residual Value upon the
occurrence of a Mandatory Call The
amount of the Residual Value payable (if any) is
calculated by reference to:

Event.

(a) in respect of a series of callable bull
contract, the difference between the
Minimum Trade Price/Minimum Index Level
of the Underlying Asset and the Strike Price/
Strike Level; and

(b) in respect of a series of callable bear

contract, the difference between the Strike

Price/Strike Level and the Maximum Trade

Price/ Maximum Index Level of the

Underlying Asset,

provided that we may, at our absolute discretion,
pay a higher amount than the above amount.

“Category N CBBCs” refer to CBBCs for which
the Call Price/Call Level is equal to their Strike
Price/Strike Level. In respect of a series of
Category N CBBCs, you will not receive any cash
payment following the occurrence of a Mandatory
Call Event.

You must read the applicable Conditions and the
relevant supplemental listing document to obtain
further information on the calculation formula of
the Residual Value applicable to Category R
CBBCs.

investment in a

You may lose all of your

particular series of CBBCs if:

(a) in the case of a series of callable bull
contracts, the
Minimum Index Level of the Underlying
Asset is equal to or less than the Strike
Price/Strike Level; or

Minimum Trade Price/

in the case of a series of callable bear
contracts, the Maximum Trade Price/
Maximum Index Level of the Underlying
Asset is equal to or greater than the Strike
Price/Strike Level.

(b)

How is the funding cost calculated?

The issue price of a series of CBBCs represents
the difference between the initial reference Spot
Price/Spot Level of the Underlying Asset as at the
launch date of the CBBC and the Strike Price/
Strike Level, plus the applicable funding cost.

The initial funding cost applicable to each series
of CBBCs will be specified in the relevant
supplemental listing document and will fluctuate
throughout the life of the CBBCs as the funding
rate changes from time to time. The funding rate
is a rate determined by us based on one or more
of the following factors, including but not limited
to the Strike Price/Strike Level, the prevailing
interest rate, the expected life of the CBBCs,
expected notional dividends or distributions in
respect of the Underlying Asset and the margin
financing provided by us.

Further details about the funding cost applicable to
a series of CBBCs will be described in the
relevant supplemental listing document.



Do you own the Underlying Asset?

CBBCs convey no interest in the Underlying
Asset. We may choose not to hold the Underlying
Asset or any derivatives contracts linked to the
Underlying Asset. There is no restriction through
the issue of the CBBCs on the ability of us and/or
our affiliates to sell, pledge or otherwise convey
all right, title and interest in any Underlying Asset
or any derivatives products linked to the
Underlying Asset.

Where can you find the Product Conditions
applicable to our CBBCs?

You should the Product
applicable to each type of the CBBCs before your
investment.

review Conditions

The Product Conditions applicable to each type of
our CBBCs are set out in Parts A and B of
Appendix 3 (as may be supplemented by any
addendum or the relevant supplemental listing
document).

What are the factors determining the price of a
series of CBBCs?

The price of a series of CBBCs tend to mirror the
movement in the value of the Underlying Asset in
dollar value (on the assumption of an entitlement
ratio of one CBBC to one Underlying Asset).

However, throughout the term of a CBBC, its
price will be influenced by a number of factors,
including:

(a) the Strike Price/Strike Level and the Call
Price/Call Level;

(b) the likelihood of the
Mandatory Call Event;

occurrence of a

(c) for Category R CBBCs only, the probable
range of the Residual Value payable upon the
occurrence of a Mandatory Call Event;

(d) the time remaining to expiry;

(e) any change(s) in interim interest rates;

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

any components comprising the underlying
index;

(g) the supply and demand for the CBBCs;

(h) the probable range of the Cash Settlement
Amounts;

(i)  the depth of the market or liquidity of future
contracts relating to the underlying index;

(j)  any related transaction cost; and
(k) our creditworthiness.
What is your maximum loss in CBBCs?

Your maximum loss in CBBCs will be limited to
your investment amount, which is generally a
fraction of the value of the Underlying Asset for
the CBBCs plus any transaction cost.

How can you get information about the CBBCs
after issue?

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



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$534.2 billion (US$68.7 billion) as of 31st December, 2010.

BEA delivers comprehensive commercial and retail banking, financial, and insurance services through its
Corporate Banking, Personal Banking, Wealth Management, Insurance & Retirement Benefits, Treasury
Markets, China, and International divisions. Products and services include syndication loans, trade
finance, deposit-taking, foreign currency savings, remittances, mortgage loans, consumer loans, credit
cards, Cyberbanking, retail investment and wealth management services, foreign exchange margin
trading, Mandatory Provident Fund services, and general and life insurance.

The BEA Group’s subsidiaries further enhance BEA’s total offering, ensuring the delivery of
customised, total solutions that meet the increasingly diverse and sophisticated needs of a burgeoning
customer base. BEA’s wholly-owned subsidiaries, BEA Life Limited and Blue Cross (Asia-Pacific)
Insurance Limited, serve as the Bank’s life insurance and general insurance arms respectively and
provide a comprehensive range of insurance solutions for individual and corporate customers. A leading
professional provider of integrated business, corporate, and investor services in Asia, Tricor Group helps
clients build their businesses by offering outsourced expertise in business support functions.

BEA is the operator of one of the largest banking networks in Hong Kong, with 87 branches, 57
SupremeGold Centres, and 3 i-Financial Centres throughout the city as at the end of March 2011. In
addition, BEA Group operates over 90 outlets in China and maintains an active presence in North

America, the United Kingdom and Southeast Asia.

BEA will continue to strengthen its customer relationships and explore new business opportunities in
Hong Kong, Mainland China, and 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 17 members of the Board of Directors as of 31st December, 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

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



Board of Directors Title

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, the
private banking clients made claims 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 client 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, the potential amount of claim against BEA is
HK$175 million. As these proceedings are still continuing and based on the evidence available, BEA’s
external lawyers are optimistic on mounting a successful defence to both proceedings, no provisions
have been made by BEA as at 31 December, 2010.

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 28 March 2011, approximately 98.64% of the eligible persons have accepted the offer and the
remaining 1.36% (i.e. 12 Mini-Bonds holders) have rejected the offer. BEA has subsequently reached
settlement agreements with 7 Mini-Bonds holders. It is uncertain at this stage whether the remaining 5
Mini-Bonds holders will make monetary or compensatory claims against BEA.
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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
acquire material information about the Underlying
Assets to which a Structured Product is linked.
Such activities may involve or otherwise affect the
Underlying Assets in a 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 Ilimitation, 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
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;

such

(b) may from time to time engage in transactions
involving the Underlying Assets for our
proprietary accounts and/or for accounts
under 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;

our

(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, market and/or political
risks. Structured Products may expire worthless.

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 move in the anticipated
direction.

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
listed does not necessarily lead to greater liquidity
than if they were not listed.

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
such as  macro 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.

economic,

Time decay

The
Structured Products at any time prior to expiration
may be less than the trading price of such
Structured Products at that time. The difference
the trading price and the
amount will reflect, among other things, a “time
of the Structured Products. The
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. The value of a
Structured Product is likely to decrease over time.
Therefore, the Structured Products should not be
viewed as products for long term investments.

settlement amount of certain series of

between settlement

value” “time

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 investment in Structured Products may involve
valuation risk with regards to the Underlying Asset
to which the particular of Structured
Products 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
macro economic factors, speculation and, where
the Underlying Asset is an index, changes in the
formula for or the method of calculating the index.

series
relate.

include corporate actions,

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.
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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 limited 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
does not constitute a 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.

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
period. The of the Structured
Products will decrease over time as the length of
the period remaining to expiration becomes
shorter. You should note that in the case of a
prolonged suspension period, the market price of
the Structured Products may be subject to a
significant impact of time decay of such prolonged
suspension period and may fluctuate significantly
upon resumption of trading after the suspension
period of the Structured Products. This may
adversely affect your investment in the Structured
Products.

similar value

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 between the
date on which 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 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 arising
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.

Structured  Products from a

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

General risks

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

(b) 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
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with its investment objectives and in
compliance with the investment restrictions
as set out in the constitutive documents of
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.
Exchange traded funds

In the case of Structured Products linked to units
of an exchange traded fund (“ETF”), you should
note that:

(a) an ETF is exposed to the economic, political,
currency, legal and other risks of a specific
sector or market related to the underlying
asset pool or index or market that the ETF is
designed to track;

(b) there may be disparity between the
performance of the ETF and the performance
of the underlying asset pool or index or
market that the ETF is designed to track as a
result of, for example, failure of the tracking
strategy, currency differences, fees and
expenses; and

(c) where the underlying asset pool or index or
market that the ETF tracks is subject to
restricted access, the efficiency in the unit
creation or redemption to keep the price of
the ETF in line with its net asset value may
be disrupted, causing the ETF to trade at a
higher premium or discount to its net asset
value. Hence, price of the
Structured Products will also be indirectly
subject to these risks.

the market

Synthetic exchange traded funds

Additionally, where the underlying asset of
Structured Products comprises the units of an ETF
adopting a synthetic replication investment

strategy to achieve its investment objectives by
investing in financial derivative instruments linked
to the performance of an underlying asset pool or
index that the ETF is designed to track
(“Synthetic ETF”), you should note that:
investments in financial derivative
instruments will expose the Synthetic ETF to
the  credit, potential contagion and
concentration risks of the counterparties who

(@)

issued such financial derivative instruments.
As such counterparties are predominantly
international financial institutions, the failure
of one such counterparty may have a
negative effect on other counterparties of the
Synthetic ETF. Even if the Synthetic ETF
has collateral to reduce the counterparty risk,
there may still be a risk that the market
value of the collateral has fallen substantially
when the Synthetic ETF seeks to realise the
collateral; and
(b) the Synthetic ETF may be exposed to higher
liquidity risk if the Synthetic ETF invests in
financial derivative instruments which do not
have an active secondary market.

The above risks may have a significant impact on
the performance of the relevant ETF or Synthetic
ETF and hence the market price of Structured
Products linked to such ETF or Synthetic ETF.

Risk relating to CBBCs

Correlation between the price of a CBBC and the
price/level of the Underlying Asset

When the Underlying Asset of a CBBC is trading
at a price/level close to its Call Price/Call Level,
the price of that CBBC tends to be more volatile
and any change in the value of that CBBC at such
time may be incomparable and disproportionate to
the change in the price/level of the Underlying
Asset.

Mandatory Call Event is irrevocable except in
limited circumstances

A Mandatory Call Event is irrevocable unless it is
triggered as a result of any of the following
events:

(a) system malfunction or other technical errors
of HKEx (such as the setting up of wrong
Call Price/Call Level and other parameters),
and such event is reported by the Stock
Exchange to us and we and the Stock
Exchange  mutually agree that such
Mandatory Call Event is to be revoked; or
(b) manifest errors caused by the relevant third
party price source where applicable (such as
miscalculation of the index level by the
relevant index compiler), and such event is

— 15 —



reported by us to the Stock Exchange and we
and the Stock Exchange mutually agree that
such Mandatory Call Event is to be revoked,

in each case, such mutual agreement must be
reached between the Stock Exchange and us no
later than such time as prescribed in the relevant
supplemental listing document. Upon revocation of
the Mandatory Call Event, trading of the CBBCs
will resume and any trade cancelled after such
Mandatory Call Event will be reinstated.

Non-recognition of Post MCE Trades

The Stock Exchange and its recognised exchange
controller, HKEx, shall not incur any liability
(whether contract, (including,
without limitation, negligence), or any other legal
or equitable grounds and without regard to the
circumstances giving rise to any purported claim
except in the case of wilful misconduct on the part
of the Stock Exchange and/or HKEx) for any
direct, consequential, special, indirect, economic,
punitive, exemplary or any other loss or damage
suffered or incurred by us or any other party
arising from or in connection with the Mandatory
Call Event or the suspension of trading (“Trading
Suspension”) or the non-recognition of trades
after a Mandatory Call Event (“Non-Recognition
of Post MCE Trades”), including without
limitation, any delay, failure, mistake or error in
the Trading Suspension or Non-Recognition of
Post MCE Trades.

based on tort

We and our affiliates shall not have any
responsibility towards you for any losses suffered
as a result of the Trading Suspension and/or
Non-Recognition of Post MCE Trades in
connection with the occurrence of a Mandatory
Call Event, notwithstanding that such Trading
Suspension or Non-Recognition of Post MCE
Trades may have occurred as a result of an error

in the observation of the event.

Residual Value may not include residual funding
cost

For Category R CBBCs, the Residual Value (if
any) payable by us following the occurrence of a
Mandatory Call Event may or may not include the
residual funding cost for the CBBCs. You may not
receive any residual funding cost back from us
upon early termination of a Category R CBBC
upon a Mandatory Call Event.

Delay in announcements of a Mandatory Call
Event

The Stock Exchange will notify the market as
soon as practicable after the CBBC has been
called. You must however be aware that there may
be delay in the announcements of a Mandatory
Call Event due to technical errors or system
failures and other factors that are beyond our
control or the control of the Stock Exchange.

Our hedging activities may adversely affect the
price/level of the Underlying Asset

We and/or any of our affiliates may carry out
activities that minimise our risks related to the
CBBCs, including effecting transactions for our
own account or for the account of our customers
and hold long or short positions in the Underlying
Asset whether for risk reduction purposes or
In addition,
offering of any CBBCs, we and/or any of our
affiliates may enter into one or more hedging
transactions with respect to the Underlying Asset.
In connection with such hedging or market-making
activities or with respect to proprietary or other
trading activities by us and/or any of our affiliates,
we and/or any of our affiliates may enter into
transactions in the Underlying Asset which may
affect the market price, liquidity or price/level of
the Underlying Asset and/or the value of CBBCs
and which could be deemed to be adverse to your
interests. We and/or our affiliates are likely to
modify our hedging positions throughout the life
of the CBBCs whether by effecting transactions in
the Underlying Asset or in derivatives linked to
the Underlying Asset. Further, it is possible that
the advisory
affiliates provide in the ordinary course of our

otherwise. in connection with the

services which we and/or our
business could lead to an adverse impact on the

value of the Underlying Asset.
Unwinding of hedging arrangements

The trading and/or hedging activities of us or our
affiliates related to CBBCs and/or other financial
instruments issued by us from time to time may
have an impact on the price/level of the
Underlying Asset and may trigger a Mandatory
Call Event. In particular, when the Underlying
Asset is trading close to the Call Price/Call Level,
our unwinding activities may cause a fall or rise
(as the case may be) in the trading price/level of
the Underlying Asset, leading to a Mandatory Call
Event as a result of such unwinding activities.
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In respect of Category N CBBCs, we or our
affiliates may unwind any hedging transactions
entered into by us in relation to the CBBCs at any
time even if such unwinding activities may trigger
a Mandatory Call Event.

In respect of Category R CBBCs, before the
occurrence of a Mandatory Call Event, we or our
affiliates may unwind our hedging transactions
relating to the CBBCs in proportion to the amount
of the CBBCs we repurchase from time to time.
Upon the occurrence of a Mandatory Call Event,
we or our affiliates may unwind any hedging
transactions in the CBBCs. Such
unwinding activities after the occurrence of a
Mandatory Call Event may affect the trading price/
level of the Underlying Asset and consequently the
Residual Value for the CBBCs.

relation to

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 HKExXx 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
HKSCC or HKSCC Nominees
Limited will then distribute the received
Cash Settlement Amount to the respective
CCASS participants in accordance with the
CCASS Rules.

Conditions.

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 and Appendix 3 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
11 April 2011 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;
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“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 (as amended, supplemented or replaced
from time to time) 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”), callable bull/bear contracts
(“CBBCs”) 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 8; 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.
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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 and the applicable Product
Conditions, the rights to receive 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 the
applicable Product Conditions.
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6.1

6.2

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

S0, 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.

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.



7.1

7.2

10.

11.

12.

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 7.

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 7.1 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.

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.

Ilegality

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 7.
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APPENDIX 2
PRODUCT CONDITIONS OF WARRANTS

The following pages set out the Product Conditions in respect of different types of Warrants.

Page

PART A — PRODUCT CONDITIONS OF CASH SETTLED WARRANTS
OVER SINGLE EQUITIES . ... ... ... . . i 25

PART B — PRODUCT CONDITIONS OF CASH SETTLED WARRANTS
OVER INDEX . ... 33

PART C — PRODUCT CONDITIONS OF CASH SETTLED WARRANTS
OVER UNIT TRUSTS . . .. e 38

— 24



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 12 and/or Product
Condition 3;

“Exercise Price” means the price specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with General Condition 12 and/or Product

Condition 3;

“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;
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“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

(ii) 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

(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 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.
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2.1

2.2

2.3

2.4

2.5

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
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

(ii) 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.

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

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.

Exercise of Warrants

Exercise of warrants in Board Lots

The Warrants may only be exercised in Board Lots or integral multiples thereof.
Automatic exercise

The Warrants will automatically be exercised at the earlier of the commencement of the morning
trading session or any pre-opening session of the Stock Exchange on the Expiry Date (without
notice given to the Holders) if the Issuer determines that the Cash Settlement Amount 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.

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 Product
Condition 2, 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

Upon automatic exercise of the Warrants on the Expiry Date of the Warrants in accordance with
the Conditions, or in the event the Warrants 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 Warrants which are the subject of the automatic
exercise or the number of relevant Warrants which have expired worthless, as the case may be, and
thereby cancel the relevant Warrants and the Global Certificate.

Cash Settlement
Upon the automatic exercise of Warrants in accordance with the 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.



3.1

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.

The Issuer’s obligations to pay the Cash Settlement Amount shall be discharged by payment in
accordance with this Product Condition 2.5.

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
E:  Existing Entitlement immediately prior to the Rights Offer

Adjustment Component =

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 the reciprocal of the Adjustment Component,
where the reciprocal of the Adjustment Component means one divided by the relevant Adjustment
Component. The adjustment to the Exercise Price shall take effect on the Rights Issue Adjustment
Date.
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3.2

3.3

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 the reciprocal of the Adjustment Component,
where the reciprocal of the Adjustment Component means one divided by the relevant 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.
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3.4

3.5

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
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 - OD

Adjustment Component = ———
S -0OD - 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



3.6

3.7

5.1

In addition, the Issuer shall adjust the Exercise Price (which shall be rounded to the nearest Hong
Kong dollar 0.001) by the reciprocal of the Adjustment Component, where the reciprocal of the
Adjustment Component means one divided by the relevant 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 3 and 5 and in General Conditions 6 and 12, 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 3.1 to 3.5,
5.1 and 5.2) occur which it believes in its sole discretion and irrespective of, in substitution for, or
in addition to the provisions contemplated in Product Conditions 3.1 to 3.5, 5.1 and 5.2 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) 1is 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 7.

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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5.2

5.3

Listing on another exchange

Without prejudice to the generality of Product Condition 5.1, 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 7 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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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 12 and/or Product Condition 3;

“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)

(b)

(¢)

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

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

(ii1) 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

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

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;

— 34—



2.1

2.2

2.3

2.4

“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.

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

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.

Exercise of Warrants

Exercise of warrants in Board Lots

The Warrants may only be exercised in Board Lots or integral multiples thereof.
Automatic exercise

The Warrants will automatically be exercised at the earlier of the commencement of the morning
trading session or any pre-opening session of the Stock Exchange on the Expiry Date (without
notice given to the Holders) if the Issuer determines that the Cash Settlement Amount 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.

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 Product
Condition 2, 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

Upon automatic exercise of the Warrants on the Expiry Date of the Warrants in accordance with
the Conditions, or in the event the Warrants 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 Warrants which are the subject of the automatic
exercise or the number of relevant Warrants which have expired worthless, as the case may be, and
thereby cancel the relevant Warrants and the Global Certificate.



2.5 Cash Settlement

3.1

3.2

Upon the automatic exercise of Warrants in accordance with the 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.

The Issuer’s obligations to pay the Cash Settlement Amount shall be discharged by payment in
accordance with this Product Condition 2.5.

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

(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).



3.3

3.4

Other Adjustments

Except as provided in this Product Condition 3 and in General Conditions 6 and 12, 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 3.1 and 3.2)
occur which it believes in its sole discretion and irrespective of, in substitution for, or in addition
to the provisions contemplated in Product Conditions 3.1 and 3.2 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 7.

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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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 12 and/or Product
Condition 3;

“Exercise Price” means the price specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with General Condition 12 and/or Product

Condition 3;

“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

(ii) 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.

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



2.1

2.2

2.3

2.4

2.5

(ii) 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.

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

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.

Exercise of Warrants

Exercise of warrants in Board Lots

The Warrants may only be exercised in Board Lots or integral multiples thereof.
Automatic exercise

The Warrants will automatically be exercised at the earlier of the commencement of the morning
trading session or any pre-opening session of the Stock Exchange on the Expiry Date (without
notice given to the Holders) if the Issuer determines that the Cash Settlement Amount 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.

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 Product
Condition 2, 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

Upon automatic exercise of the Warrants on the Expiry Date of the Warrants in accordance with
the Conditions, or in the event the Warrants 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 Warrants which are the subject of the automatic
exercise or the number of relevant Warrants which have expired worthless, as the case may be, and
thereby cancel the relevant Warrants and the Global Certificate.

Cash Settlement

Upon the automatic exercise of Warrants in accordance with the 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.
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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.

The Issuer’s obligations to pay the Cash Settlement Amount shall be discharged by payment in
accordance with this Product Condition 2.5.

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
E:  Existing Entitlement immediately prior to the Rights Offer

Adjustment Component =

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 the reciprocal of the Adjustment Component,
where the reciprocal of the Adjustment Component means one divided by the relevant Adjustment
Component. The adjustment to the Exercise Price shall take effect on the Rights Issue Adjustment
Date.

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).
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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 the reciprocal of the Adjustment Component,
where the reciprocal of the Adjustment Component means one divided by the relevant 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 (as the case may be) 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 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
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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 - 0OD
S -0OD -CD

E: The existing Entitlement immediately prior to the Cash Distribution

Adjustment Component =

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 the reciprocal of the Adjustment Component, where the reciprocal of the
Adjustment Component means one divided by the relevant 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 3 and 5 and in General Conditions 6 and 12, 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 3.1 to 3.5,
5.1 and 5.2) occur which it believes in its sole discretion and irrespective of, in substitution for, or
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in addition to the provisions contemplated in Product Conditions 3.1 to 3.5, 5.1 and 5.2 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 7.

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 4, “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;

(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).
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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 5.1, 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 7 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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APPENDIX 3
PRODUCT CONDITIONS OF CBBCS

The following pages set out the Product Conditions in respect of different types of CBBCs.

Page

PART A — PRODUCT CONDITIONS OF CASH SETTLED CALLABLE
BULL/BEAR CONTRACTS OVER SINGLE EQUITIES ................ 47

PART B — PRODUCT CONDITIONS OF CASH SETTLED CALLABLE
BULL/BEAR CONTRACTS OVER AN INDEX . ..................... 58
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PART A

PRODUCT CONDITIONS OF CASH SETTLED CALLABLE BULL/BEAR CONTRACTS 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 CBBCs 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 CBBCs.

1.

Definitions
For the purposes of these Product Conditions:

“Call Price” means the price specified as such in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;

“Cash Settlement Amount” means an amount calculated by the Issuer in accordance with the
following formula:

(a) following a Mandatory Call Event:
(i) in the case of a series of Category R CBBCs, the Residual Value, provided that the
Issuer may, at its absolute discretion, pay a higher cash amount than the Residual
Value; or
(i1) in the case of a series of Category N CBBCs, zero; and
(b) at expiry:

(i) in the case of a series of callable bull contracts:

Cash Settlement Entitlement x (Closing Price — Strike Price) x one Board Lot

Amount per Board Lot Number of CBBCs per Entitlement

(i) in the case of a series of callable bear contracts:

Cash Settlement _ Entitlement x (Strike Price — Closing Price) x one Board Lot
Amount per Board Lot Number of CBBCs per Entitlement

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

“Category N CBBCs” means a series of CBBCs where the Call Price is equal to the Strike Price;

“Category R CBBCs” means a series of CBBCs where the Call Price is different from the Strike
Price;

“CCASS Settlement Day” has the meaning ascribed to the term “Settlement Day” in the CCASS
Rules, subject to such modification and amendment prescribed by HKSCC from time to time;

“Closing Price” has the meaning given to it in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;
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“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 12 and/or Product
Condition 4;

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

“Mandatory Call Event” occurs when the Spot Price is:

(a)

(b)

in the case of a series of callable bull contracts, at or below the Call Price; or

in the case of a series of callable bear contracts, at or above the Call Price,

at any time during the Observation Period;

“Market Disruption Event” means:

(a)

(b)

(c)

the occurrence or existence on any Trading Day 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

(ii) 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;

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 have been hoisted or issued; or

a limitation or closure of the Stock Exchange due to any unforeseen circumstances;

“Maximum Trade Price” means the highest Spot Price of the Shares during the MCE Valuation
Period;

“MCE Valuation Period” means the period commencing from and including the moment upon
which the Mandatory Call Event occurs (the trading session on the Stock Exchange during which
the Mandatory Call Event occurs is the “1st Session”) and up to the end of the trading session on
the Stock Exchange immediately following the 1st Session (“2nd Session”) unless, in the
determination of the Issuer in its good faith, the 2nd Session for any reason (including, without
limitation, a Market Disruption Event occurring and subsisting in the 2nd Session) does not
contain any continuous period of 1 hour or more than 1 hour during which trading in the Shares is
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permitted on the Stock Exchange with no limitation imposed, the MCE Valuation Period shall be
extended to the end of the subsequent trading session following the 2nd Session during which
trading in the Shares is permitted on the Stock Exchange with no limitation imposed for a
continuous period of at least 1 hour notwithstanding the existence or continuance of a Market
Disruption Event in such postponed trading session, unless the Issuer determines in its good faith
that each trading session on each of the four Trading Days immediately following the date on
which the Mandatory Call Event occurs does not contain any continuous period of 1 hour or more
than 1 hour during which trading in the Shares is permitted on the Stock Exchange with no
limitation imposed. In that case:

(a) the period commencing from the 1st Session up to, and including, the last trading session on
the Stock Exchange of the fourth Trading Day immediately following the date on which the
Mandatory Call Event occurs shall be deemed to be the MCE Valuation Period; and

(b) the Issuer shall determine the Maximum Trade Price or the Minimum Trade Price (as the case
may be) having regard to the then prevailing market conditions, the last reported Spot Price
and such other factors as the Issuer may determine to be relevant in its good faith.

For the avoidance of doubt, all Spot Prices available throughout the extended MCE Valuation

Period shall be taken into account to determine the Maximum Trade Price or the Minimum Trade

Price (as the case may be) for the calculation of the Residual Value.

For the purposes of this definition,

(i)  the pre-opening session, the morning session and, in the case of half day trading, the closing
auction session (if applicable) of the same day; and

(ii) the afternoon session and the closing auction session (if applicable) of the same day,
shall each be considered as one session only;

“Minimum Trade Price” means the lowest Spot Price of the Shares during the MCE Valuation
Period;

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

“Observation Period” means the period commencing from and including the Observation
Commencement Date up to and including the close of trading (Hong Kong time) on the Trading

Day immediately preceding the Expiry Date;

“Post MCE Trades” has the meaning given to it in the relevant Supplemental Listing Document,
subject to such modification and amendment prescribed by the Stock Exchange from time to time;

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

“Residual Value” means an amount calculated by the Issuer in accordance with the following
formula:

(a) in the case of a series of callable bull contracts:

Residual Value _ Entitlement x (Minimum Trade Price — Strike Price) x one Board Lot
per Board Lot a Number of CBBCs per Entitlement
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(b) in the case of a series of callable bear contracts:

Residual Value Entitlement x (Strike Price — Maximum Trade Price) x one Board Lot

per Board Lot - Number of CBBCs per Entitlement

“Settlement Date” means the third CCASS Settlement Day following:

(a) the Valuation Date; or

(b) the end of the MCE Valuation Period,

as the case may be;

“Share” means the share specified as such in the relevant Supplemental Listing Document;
“Spot Price” means:

(a) in respect of a continuous trading session of the Stock Exchange, the price per Share
concluded by means of automatic order matching on the Stock Exchange as reported in the
official real-time dissemination mechanism for the Stock Exchange during such continuous
trading session in accordance with the Trading Rules, excluding direct business (as defined in
the Trading Rules); and

(b) in respect of a pre-opening session or a closing auction session (if applicable) of the Stock
Exchange (as the case may be), the final Indicative Equilibrium Price (as defined in the
Trading Rules) of the Share (if any) calculated at the end of the pre-order matching period of
such pre-opening session or closing auction session (if applicable), as the case may be, in
accordance with the Trading Rules, excluding direct business (as defined in the Trading
Rules),

subject to such modification and amendment prescribed by the Stock Exchange from time to time.

“Strike Price” means the price specified as such in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;

“Trading Day” means any day on which the Stock Exchange is scheduled to be open for trading
for its regular trading sessions;

“Trading Rules” means the Rules and Regulations of the Exchange prescribed by the Stock
Exchange from time to time; and

“Valuation Date” means the Trading Day immediately preceding the Expiry Date unless, in the
determination of the Issuer, a Market Disruption Event has occurred on that day in which case, the
Valuation Date shall be postponed until the first succeeding Trading Day on which the Issuer
determines that there is no Market Disruption Event, provided that if the Issuer determines that
there is a Market Disruption Event occurring on each of the four Trading Days immediately
following the original date which (but for the Market Disruption Event) would have been the
Valuation Date. In that case:

(a) the fourth Trading Day immediately following the original date shall be deemed to be the
Valuation Date notwithstanding the Market Disruption Event; and

(b) the Issuer shall determine the Closing Price having regard to the then prevailing market

conditions, the last reported trading price of the Share on the Stock Exchange and such other
factors as the Issuer determines to be relevant.



2.1

2.2

2.3

Hedging Disruption
Notification

The Issuer shall as soon as reasonably practicable give notice to the Holders in accordance with
General Condition 7:

(a) if it determines that a Hedging Disruption Event has occurred; and

(b) of the consequence of such Hedging Disruption Event as determined by the Issuer pursuant
to Product Condition 2.3.

Hedging Disruption Event

A “Hedging Disruption Event” occurs if the Issuer determines that it is or has become not
reasonably practicable or it has otherwise become undesirable, for any reason, for the Issuer
wholly or partially to establish, re-establish, substitute or maintain a relevant hedging transaction
(a “Relevant Hedging Transaction”) it deems necessary or desirable to hedge the Issuer’s
obligations in respect of the CBBCs. The reasons for such determination by the Issuer may
include, but are not limited to, the following:

(a) any material illiquidity in the market for the Shares;

(b) a change in any applicable law (including, without limitation, any tax law) or the
promulgation of, or change in, the interpretation of any court, tribunal or regulatory authority
with competent jurisdiction of any applicable law (including any action taken by a taxing
authority);

(c) a material decline in the creditworthiness of a party with whom the Issuer has entered into
any such Relevant Hedging Transaction; or

(d) the general unavailability of:
(i) market participants who will agree to enter into a Relevant Hedging Transaction; or

(i) market participants who will so enter into a Relevant Hedging Transaction on
commercially reasonable terms.

Consequences
The Issuer, in the event of a Hedging Disruption Event, may determine to:

(a) terminate the CBBCs. In such circumstances the Issuer will, however, if and to the extent
permitted by the Applicable Law, pay to each Holder in respect of each CBBC held by such
Holder an amount calculated by it as the fair market value of the CBBC immediately prior to
such termination (notwithstanding such hedging disruption) 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 7; or

(b) make any other adjustment to the Product Conditions as it considers appropriate in order to

maintain the theoretical value of the CBBCs after adjusting for the relevant Hedging
Disruption Event.
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3.1

3.2

3.3

3.4

3.5

Exercise of CBBCs

Exercise of CBBCs in Board Lots

CBBCs may only be exercised in Board Lots or integral multiples thereof.
Automatic exercise

If no Mandatory Call Event has occurred during the Observation Period, the CBBCs will be
deemed to be automatically exercised at the earlier of the commencement of the morning trading
session or any pre-opening session of the Stock Exchange on the Expiry Date if the Cash
Settlement Amount is positive.

Mandatory Call Event

(a) Subject to Product Condition 3.3(b) below, following a Mandatory Call Event, the CBBCs
will be terminated automatically and the Issuer shall have no further obligation under the
CBBCs except for the payment of the Cash Settlement Amount (if any) on the relevant
Settlement Date. The Issuer will notify the Holders of the occurrence of the Mandatory Call
Event in accordance with General Condition 7. Trading in the CBBCs will be suspended
immediately upon the occurrence of a Mandatory Call Event and any Post MCE Trades will
be cancelled and will not be recognised by the Stock Exchange or the Issuer.

(b) A Mandatory Call Event is irrevocable unless it is triggered as a result of any of the
following events:

(i) system malfunction or other technical errors of Hong Kong Exchanges and Clearings
Limited and such event is reported by the Stock Exchange to the Issuer and the Issuer
and the Stock Exchange mutually agree that such Mandatory Call Event is to be
revoked; or

(ii) manifest errors caused by the relevant third party where applicable and such event is
reported by the Issuer to the Stock Exchange, and the Issuer and the Stock Exchange
mutually agree that such Mandatory Call Event is to be revoked;

in each case, such mutual agreement must be reached no later than 30 minutes before the
commencement of trading (including the pre-opening session) (Hong Kong time) on the
Trading Day of the Stock Exchange immediately following the day on which the Mandatory
Call Event occurs, or such other time as prescribed by the Stock Exchange from time to time.

In both cases, the Mandatory Call Event so triggered will be reversed; and all cancelled
trades (if any) will be reinstated and trading of the CBBCs will resume as soon as practicable
in accordance with the rules and/or requirements prescribed by the Stock Exchange from time
to time.

Entitlement

Every Board Lot of CBBCs entitles the Holder to receive from the Issuer on the Settlement Date
the Cash Settlement Amount (if any).

Cancellation
Upon early expiration of the CBBCs at the occurrence of a Mandatory Call Event or an automatic

exercise of the CBBCs on the Expiry Date, the Issuer will, with effect from the first Business Day
following the MCE Valuation Period or the Expiry Date (as the case may be) remove the name of
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3.6

3.7

3.8

3.9

3.10

the Holder from the Register in respect of the number of CBBCs which have expired or exercised
(as the case may be) and thereby cancel the relevant CBBCs and if applicable, the Global
Certificate.

Exercise Expenses

Any Exercise Expenses which are not determined by the Issuer by the end of the MCE Valuation
Period or the Expiry Date (as the case may be) and deducted from the Cash Settlement Amount
prior to delivery to the Holder in accordance with this Product Condition 3, shall be notified by
the Issuer to the Holder as soon as practicable after determination thereof and shall be paid by the
Holder to the Issuer immediately upon demand.

Cash Settlement

Upon early termination of the CBBCs following the occurrence of a Mandatory Call Event or an
automatic exercise of the CBBCs on the Expiry Date (as the case may be), the Issuer will, in
respect of every Board Lot, 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.

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.

If as a result of a Settlement Disruption Event, 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, 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 the Settlement Disruption Event.

Responsibility of Issuer

In the absence of gross negligence or wilful misconduct on its part, the Issuer or its agents shall

not have any responsibility for any errors or omissions in the calculation of the Cash Settlement

Amount. The purchase of CBBCs does not confer on any Holder of such CBBCs any rights

(whether in respect of voting, distributions or otherwise) in relation to the Shares.

Liability of Issuer

Exercise and settlement of the CBBCs 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 CBBCs.

Trading

Subject to Product Condition 3.3(b), trading in CBBCs on the Stock Exchange shall cease:

(a) immediately upon the occurrence of a Mandatory Call Event; or

(b) at the close of trading for the Trading Day immediately preceding the Expiry Date (for the
avoidance of doubt, in the case when the Stock Exchange is scheduled to open for the

morning session only, at the close of trading for the morning session),

whichever is the earlier.



4.1

4.2

Adjustments
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 Trading 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
E: Existing Entitlement immediately prior to the Rights Offer

Adjustment Component =

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 Trading 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 Strike Price and the Call Price
(both of which shall be rounded to the nearest Hong Kong dollar 0.001) by the reciprocal of the
Adjustment Component, where the reciprocal of the Adjustment Component means one divided by
the relevant Adjustment Component. The adjustment to the Strike Price and the Call Price shall
take effect on the Rights Issue Adjustment Date.

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 Trading 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
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4.3

4.4

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 Strike Price and the Call Price
(both of which shall be rounded to the nearest Hong Kong dollar 0.001) by the reciprocal of the
Adjustment Component, where the reciprocal of the Adjustment Component means one divided by
the relevant Adjustment Component. The adjustment to the Strike Price and the Call 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 Strike Price and the Call Price (both of 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 Strike Price and the Call Price (both of 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
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
CBBCs may in the absolute discretion of the Issuer be amended no later than the Trading 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 CBBCs 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 CBBCs 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.



4.5

4.6

Cash Distribution

No adjustment will be made for an ordinary cash dividend (whether or not it is offered with a
scrip 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 on the day of announcement by the
Company, or it is instructed by the Stock Exchange.

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 Trading 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 - 0OD
S -0D -CD

E:  The existing Entitlement immediately prior to the Cash Distribution

Adjustment Component =

S:  The closing price of the existing Share as derived from the daily quotation sheet of the Stock
Exchange on the Trading 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

In addition, the Issuer shall adjust the Strike Price and the Call Price (both of which shall be
rounded to the nearest Hong Kong dollar 0.001) by the reciprocal of the AdjustmentComponent,
where the reciprocal of the Adjustment Component means one divided by the relevant Adjustment
Component. The adjustment to the Strike Price and the Call Price shall take effect on the Cash
Distribution Adjustment Date.

Other Adjustments

Except as provided in General Condition 6 and 12, Product Conditions 4 and/or 6, adjustments or
amendments 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 or amendments as it believes appropriate in
circumstances where an event or events (including the events as contemplated in Product
Conditions 4.1 to 4.5, 6.1 and 6.2) occur which it believes in its sole discretion and irrespective
of, in substitution for, or in addition to the provisions contemplated in Product Conditions 4.1 to
4.5, 6.1 and 6.2 should, in the context of the issue of the CBBCs 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 or amendment in any particular jurisdiction); or

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



4.7

6.1

6.2

6.3

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 or amendment and of the date from which such adjustment or amendment is effective
by publication in accordance with General Condition 7.

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 CBBCs will lapse
and shall cease to be valid for any purpose. In the case of voluntary liquidation, the unexercised
CBBCs 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 the Applicable 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 Conditions in such manner and make such adjustments and amendments to the rights
attaching to the CBBCs 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 6.1, where the Shares are, or, upon the
delisting, become, listed on any other stock exchange, the 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 7 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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PART B
PRODUCT CONDITIONS OF CASH SETTLED CALLABLE BULL/BEAR CONTRACTS OVER
AN 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 CBBCs 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 CBBCs.

1.  Definitions
For the purposes of these Product Conditions:

“Call Level” means the level specified as such in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;

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

(a) following a Mandatory Call Event:
(i) in the case of a series of Category R CBBCs, the Residual Value, provided that the
Issuer may, at its absolute discretion, pay a higher cash amount than the Residual
Value; or
(i1) in the case of a series of Category N CBBCs, zero; and
(b) at expiry:
(i) in the case of a series of callable bull contracts:
(Closing Level — Strike Level) x

Cash Settlement Amount Index Currency Amount x one Board Lot
per Board Lot Divisor

(i) in the case of a series of callable bear contracts:

(Strike Level — Closing Level) x
Cash Settlement Amount Index Currency Amount x one Board Lot

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;

“Category N CBBCs” means a series of CBBCs where the Call Level is equal to the Strike Level,

“Category R CBBCs” means a series of CBBCs where the Call Level is different from the Strike
Level;



“CCASS Settlement Day” has the meaning ascribed to the term “Settlement Day” in the CCASS
Rules, subject to such modification and amendment prescribed by HKSCC from time to time;

“Closing Level” has the meaning given to it in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;

“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,
subject to any adjustment in accordance with Product Condition 4;

“First Exchange Rate” means the rate specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with Product Condition 4;

“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, subject
to any adjustment in accordance with Product Condition 4;

“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;

“Index Compiler” has the meaning given to it in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;

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

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

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

“Mandatory Call Event” occurs when the Spot Level is:

(a) in the case of a series of callable bull contracts, at or below the Call Level; or
(b) in the case of a series of callable bear contracts, at or above the Call Level,

at any time on any Index Business Day during the Observation Period;

“Market Disruption Event” means:

(a) the occurrence or existence on any Trading Day or Index Business Day during the one-half
hour period that ends at the close of trading, of any of the following events.:

(i)  the suspension or material limitation of the trading of a material number of constituent
securities, contracts, commodities or currencies that comprise the Index; or

(i1) the suspension or material limitation of the trading of constituent securities, contracts,
commodities or currencies:

(1) on the Index Exchange; or



(2) generally; or
(ii1) the suspension or material limitation of the trading of:
(1) options or futures contracts relating to the Index on any exchanges; or

(2) 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; or

(v) the occurrence of an event beyond the control of the Issuer as a result of which the
Issuer is unable to determine the level of the Index by reference to the Price Source (if
applicable) at the relevant time.

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;

(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 have been hoisted or issued; or

(c) a limitation or closure of the Stock Exchange, the Index Exchange or any exchange on which
option or futures contracts related to the Index are traded due to any unforeseen
circumstances;

“Maximum Index Level” means the highest Spot Level during the MCE Valuation Period;

“MCE Valuation Period” means the period commencing from and including the moment upon
which the Mandatory Call Event occurs (the trading session on the Index Exchange during which
the Mandatory Call Event occurs is the “1st Session”) and up to the end of the trading session on
the Index Exchange immediately following the Ist Session (“2nd Session”) unless, in the
determination of the Issuer in its good faith, the 2nd Session for any reason (including, without
limitation, a Market Disruption Event occurring and subsisting in the 2nd Session) does not
contain any continuous period of 1 hour or more than 1 hour during which the Spot Levels are
available, the MCE Valuation Period shall be extended to the end of the subsequent trading session
on the Index Exchange following the 2nd Session during which Spot Levels are available for a
continuous period of at least 1 hour notwithstanding the existence or continuance of a Market
Disruption Event in such postponed trading session, unless the Issuer determines in its good faith



that each trading session on each of the four Index Business Days immediately following the date
on which the Mandatory Call Event occurs does not contain any continuous period of 1 hour or
more than 1 hour during which Spot Levels are available. In that case:

(a) the period commencing from the 1st Session up to, and including, the last trading session of
the fourth Index Business Day on the Index Exchange immediately following the date on
which the Mandatory Call Event occurs shall be deemed to be the MCE Valuation Period;
and

(b) the Issuer shall determine the Maximum Index Level or the Minimum Index Level (as the
case may be) having regard to the then prevailing market conditions, the last reported Spot
Level published by the Index Compiler and such other factors as the Issuer may determine to
be relevant in its good faith.

For the avoidance of doubt, all Spot Levels available throughout the extended MCE Valuation
Period shall be taken into account to determine the Maximum Index Level or the Minimum Index
Level (as the case may be) for the calculation of the Residual Value.

For the purposes of this definition,

(i)  the pre-opening session, the morning session and, in the case of half day trading, the closing
auction session (if applicable) of the same day; and

(ii) the afternoon session and the closing auction session (if applicable) of the same day,
shall each be considered as one trading session only;
“Minimum Index Level” means the lowest Spot Level during the MCE Valuation Period;

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

“Observation Period” means the period commencing from and including the Observation
Commencement Date up to and including the close of trading (Hong Kong time) on the Trading
Day immediately preceding the Expiry Date;

“Post MCE Trades” has the meaning given to it in the relevant Supplemental Listing Document,
subject to such modification and amendment prescribed by the Stock Exchange from time to time;

“Price Source”, if applicable, has the meaning given to it in the relevant Supplemental Listing
Document;

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

“Residual Value” means an amount calculated by the Issuer in accordance with the following
formula (and, if appropriate, either (X) converted (if applicable) into the Settlement Currency at
the Exchange Rate or, as the case may be, (Y) 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 callable bull contracts:
(Minimum Index Level — Strike Level) x

Index Currency Amount x one Board Lot
Divisor

Residual Value per Board Lot =
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2.1

(b) In the case of a series of callable bear contracts:

(Strike Level — Maximum Index Level) x
Index Currency Amount x one Board Lot
Divisor

Residual Value per Board Lot =
“Second Exchange Rate” means the rate specified as such in the relevant Supplemental Listing
Document, subject to any adjustment in accordance with Product Condition 4;

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

“Settlement Date” means the third CCASS Settlement Day following:
(a) the Valuation Date; or

(b) the end of the MCE Valuation Period,

as the case may be;

“Spot Level” means:

(a) if no Price Source is specified, the spot level of the Index as compiled and published by the
Index Compiler; or

(b) if a Price Source is specified, the spot level of the Index as published on the Price Source;

“Strike Level” means the level specified as such in the relevant Supplemental Listing Document,
subject to any adjustment in accordance with Product Condition 4;

“Trading Day” means any day on which the Stock Exchange is scheduled to be open for trading
for its regular trading sessions; and

“Valuation Date” means the date specified as such 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 of the
Index 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:

(a) the manner in which the Index Compiler, or the relevant body or entity, as the case may be,
calculates the Closing Level; or

(b) the value of the options and/or futures contracts relating to the Index.
Hedging Disruption
Notification

The Issuer shall as soon as reasonably practicable give notice to the Holders in accordance with
General Condition 7:

(a) if it determines that a Hedging Disruption Event has occurred; and
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2.3

3.1

(b) of the consequence of such Hedging Disruption Event as determined by the Issuer pursuant
to Product Condition 2.3.

Hedging Disruption Event

A “Hedging Disruption Event” occurs if the Issuer determines that it is or has become not
reasonably practicable or it has otherwise become undesirable, for any reason, for the Issuer
wholly or partially (X) to establish, re-establish, substitute or maintain a relevant hedging
transaction (including, without limitation, any hedging transaction with respect to options or
futures relating to the Index, or any currency in which the components of the Index are
denominated) (a “Relevant Hedging Transaction”) it deems necessary or desirable to hedge the
Issuer’s obligations in respect of the CBBCs, or (Y) to freely realise, recover, receive, repatriate,
remit or transfer the proceeds of the Relevant Hedging Transactions between accounts within the
jurisdiction of the Relevant Hedging Transactions (the “Affected Jurisdiction”) or from accounts
within the Affected Jurisdiction to accounts outside of the Affected Jurisdiction. The reasons for
such determination by the Issuer may include, but are not limited to, the following:

(a) any material illiquidity in the market for the components comprising the Index;

(b) a change in any applicable law (including, without limitation, any tax law) or the
promulgation of, or change in, the interpretation of any court, tribunal or regulatory authority
with competent jurisdiction of any applicable law (including any action taken by a taxing

authority);

(c) a material decline in the creditworthiness of a party with whom the Issuer has entered into
any such Relevant Hedging Transaction; or

(d) the general unavailability of:
(1) market participants who will agree to enter into a Relevant Hedging Transaction; or

(i) market participants who will so enter into a Relevant Hedging Transaction on
commercially reasonable terms.

Consequences

The Issuer, in the event of a Hedging Disruption Event, may determine to:

(a) terminate the CBBCs. In such circumstances the Issuer will, however, if and to the extent
permitted by the Applicable Law, pay to each Holder in respect of each CBBC held by such
Holder an amount calculated by it as the fair market value of the CBBC immediately prior to
such termination (notwithstanding such hedging disruption) 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 7; or

(b) make any other adjustment to the Product Conditions as it considers appropriate in order to
maintain the theoretical value of the CBBCs after adjusting for the relevant Hedging
Disruption Event.

Exercise of CBBCs

Exercise of CBBCs in Board Lots

CBBCs may only be exercised in Board Lots or integral multiples thereof.



3.2

3.3

3.4

3.5

Automatic exercise

If no Mandatory Call Event has occurred during the Observation Period, the CBBCs will be
deemed to be automatically exercised at the earlier of the commencement of the morning trading
session or any pre-opening session of the Stock Exchange on the Expiry Date if the Cash
Settlement Amount is positive.

Mandatory Call Event

(a) Subject to Product Condition 3.3(b) below, following a Mandatory Call Event, the CBBCs
will be terminated automatically and the Issuer shall have no further obligation under the
CBBCs except for the payment of the Cash Settlement Amount (if any) on the relevant
Settlement Date. The Issuer will notify the Holders of the occurrence of the Mandatory Call
Event in accordance with General Condition 7. Trading in the CBBCs will be suspended
immediately upon the occurrence of a Mandatory Call Event and any Post MCE Trades will
be cancelled and will not be recognised by the Stock Exchange or the Issuer.

(b) A Mandatory Call Event is irrevocable unless it is triggered as a result of any of the
following events:

(i) system malfunction or other technical errors of Hong Kong Exchanges and Clearings
Limited and such event is reported by the Stock Exchange to the Issuer and the Issuer
and the Stock Exchange mutually agree that such Mandatory Call Event is to be
revoked; or

(i) manifest errors caused by the relevant third party where applicable (such as
miscalculation of the index level by the Index Compiler) and such event is reported by
the Issuer to the Stock Exchange, and the Issuer and the Stock Exchange mutually agree
that such Mandatory Call Event is to be revoked;

in each case, such mutual agreement must be reached no later than 30 minutes before the
commencement of trading (including the pre-opening session) (Hong Kong time) on the
Trading Day of the Stock Exchange immediately following the day on which the Mandatory
Call Event occurs, or such other time as prescribed by the Stock Exchange from time to time.

In both cases, the Mandatory Call Event so triggered will be reversed; and all cancelled
trades (if any) will be reinstated and trading of the CBBCs will resume as soon as practicable
in accordance with the rules and/or requirements prescribed by the Stock Exchange from time
to time.

Entitlement

Every Board Lot of CBBCs entitles the Holder to receive from the Issuer on the Settlement Date
the Cash Settlement Amount (if any).

Cancellation

Upon early expiration of the CBBCs at the occurrence of a Mandatory Call Event or an automatic
exercise of the CBBCs on the Expiry Date, the Issuer will, with effect from the first Business Day
following the MCE Valuation Period or the Expiry Date (as the case may be) remove the name of
the Holder from the Register in respect of the number of CBBCs which have expired or exercised
(as the case may be) and thereby cancel the relevant CBBCs and if applicable, the Global
Certificate.
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3.7

3.8

3.9

3.10

Exercise Expenses

Any Exercise Expenses which are not determined by the Issuer by the end of the MCE Valuation
Period or the Expiry Date (as the case may be) and deducted from the Cash Settlement Amount
prior to delivery to the Holder in accordance with this Product Condition 3, shall be notified by
the Issuer to the Holder as soon as practicable after determination thereof and shall be paid by the
Holder to the Issuer immediately upon demand.

Cash Settlement

Upon early termination of the CBBCs following the occurrence of a Mandatory Call Event or an
automatic exercise of the CBBCs on the Expiry Date (as the case may be), the Issuer will, in
respect of every Board Lot, 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.

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.

If as a result of a Settlement Disruption Event, 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, 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 the Settlement Disruption Event.

Responsibility of Issuer

In the absence of gross negligence or wilful misconduct on its part, the Issuer or its agents shall

not have any responsibility for any errors or omissions in the calculation of the Cash Settlement

Amount. The purchase of CBBCs does not confer on any Holder of such CBBCs any rights

(whether in respect of voting, distributions or otherwise) in relation to the constituent securities,

contracts, commodities or currencies comprising the Index.

Liability of Issuer

Exercise and settlement of the CBBCs 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 CBBCs.

Trading

Subject to Product Condition 3.3(b), trading in CBBCs on the Stock Exchange shall cease:

(a) immediately upon the occurrence of a Mandatory Call Event; or

(b) at the close of trading for the Trading Day immediately preceding the Expiry Date (for the
avoidance of doubt, in the case when the Stock Exchange is scheduled to open for the

morning session only, at the close of trading for the morning session),

whichever is the earlier.



4.1

4.2

4.3

Adjustments
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 to the Index Compiler (the “Successor Index Compiler”) acceptable to the Issuer;
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 any Index Business Day, 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, commodities or currencies and other routine events); or

(b) on any Index Business Day, 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 a published level for the Index,
the level for the Index as at that Index Business Day 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, commodities or currencies that comprised the
Index immediately prior to that change or failure (other than those securities, contracts,
commodities or currencies that have since ceased to be listed on the relevant exchange).

Other Adjustments

Except as provided in General Conditions 6 and 12 and/or Product Condition 4, adjustments or
amendments 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 or amendments as it believes appropriate in
circumstances where an event or events (including the events as contemplated in Product
Conditions 4.1 to 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 4.1 to 4.2
should, in the context of the issue of the CBBCs 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 Holder generally (without

considering the circumstances of any individual Holder or the tax or other consequences of
such adjustment or amendment in any particular jurisdiction); or



4.4

(b) 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
Holder. The Issuer will give, or procure that there is given, notice as soon as practicable of any
adjustment or amendment and of the date from which such adjustment or amendment is effective
by publication in accordance with General Condition 7.

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.

— 67 —



APPENDIX 4
AUDITOR’S REPORT AND OUR ANNUAL REPORT FOR THE YEAR ENDED
31 DECEMBER 2010

This information in this Appendix 4 has been extracted from our Annual Report for the year ended 31
December 2010. References to page numbers on the following pages are to the page numbers of such
Annual Report.
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(incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of The Bank of East Asia, Limited (“the Bank”) and its subsidiaries (together
“the Group”) set out on pages 118 to 259, which comprise the consolidated and the Bank’s statements of financial position as at 31st
December 2010, 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 information.

The directors of the Bank are responsible for the preparation of consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the
Hong Kong Companies Ordinance and for such internal control as the directors determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Our responsibility is to express an opinion on these consolidated financial statements 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 about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement
of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation of the consolidated financial statements that give a true and fair view 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 consolidated financial statements.

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

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Bank and of the Group as
at 31st December, 2010 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, 15th February, 2011
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For the year ended 31st December, 2010 & Z2010F 12531 HIFFE

2010 2009
_ Restated E5 ¥
Notes ffifz# HK$ Mn B¥ BB  HKS Mn BB EST
Interest income FEUgA 4 13,626 12,121
Interest expense F B H 5 (6,083) (5,374)
Net interest income FABUA 7,543 6,747
Fee and commission income AR5 & AR 2 WA 6 3,649 2,799
Fee and commission expense AR5 RAE X H (707) (537)
Net fee and commission income R & R{AE /F58 2,942 2,262
Net trading (losses)/profits 25 (EB8), wiFEaE 7 (146) 941
Net result from financial instruments 8 ARiEBm AR
designated at fair value through A EESHIAN
profit or loss SERIE 8 263 (267)
Net hedging loss HhERFE (5) =
Other operating income H B A 9 529 505
Non-interest income FEFI B U A 3,583 3,441
Operating income LA PN 11,126 10,188
Operating expenses KT 10 (6,904) (6,129)
Operating profit before impairment losses ARINERIBE IRk 7 £ &Y% A 4,222 4,059
Impairment losses on loans and advances &3 & AR EE L 11 (285) (1,105)
Impairment losses on held-to-maturity FER AR A RERL
investments 27 - 9)
Impairment losses on available-for-sale AtHESmEEREBEER
financial assets (24) (14)
Write back of impairment losses on NGV EE =B EIE
associates 1 -
Write back of/(charge for) impairment ITHEREIE R @B (S 8H)
losses on bank premises 31 2 (13)
Impairment losses VERIEEES (306) (1,141)
Operating profit after impairment losses 23R EIELE 2
Fd—vingl 3,916 2,918
Net loss on sale of held-to-maturity HERZIERE 2
investments FEE - (12)
Net profit on sale of available-for-sale HERHEESHEEY
financial assets Fm A 12 234 102
Net profit on sale of loans and receivables & B3k K EUBRIE 2
Fm A 1 2
Net profit on sale of subsidiaries/associates ﬁ%ﬁﬁ%@ﬁ?/ﬂﬁﬁ%@ﬁﬂz
F Al 238 )
Net (loss)/profit on sale of fixed assets HERBTEEEF(ER),
A (6) 10
Valuation gains on investment properties  E{41% & Y2 & F| 31 426 206
Share of profits less losses of associates e NG b v =] 341 264
Profit for the year before taxation FERNKREANGER 5,150 3,496
Income tax FSt 13 (847) (819)
Profit for the year after taxation FERNKRE SR 4,303 2,677
Attributable to: AEER
Owners of the parent AEBRER 4,224 2,604
Non-controlling interests FEIERR R A 39 79 73
Profit after taxation FRA5E1& 5 A 4,303 2,677
Earnings per share AR HK$ &% HK$ 7S
Basic HAR 16 1.92 1.39
Diluted i3] 16 1.92 1.38

F126E2598 2 MHEBARIE —35H - BHEE
FEREFEMTFAITRRRE ZFBDFHRL
MiEE15 o

The notes on pages 126 to 259 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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For the year ended 31st December, 2010 & Z2010F 12531 HIFFE

Notes f/7# HK$ Mn B¥HE T

2010

2009

Restated E%f

HK$ Mn B EET

Net Profit S A 4,303
— As previously reported — GNATER S 2,638
— Adjustment arising from changes in —EeFEEREE) 5K
accounting policies RS 39
— As restated —E#% 2,677
Other comprehensive income for the A HE Ath 2 W ES (ERRBE
year (after taxation and reclassification K&/ fEHERE) :
adjustments):
Premises: 778k -
— unrealised surplus on revaluation of —EHITHATEAR
premises AERAH 38(c) 40 97
— deferred taxes —IEERIA 38(c) (2) (37)
— exchange differences —EHER 3 -
Available-for-sale investment A EIRE RS
revaluation reserve:
— fair value changes taken to equity — AR RS
ATEELY 38(h) o 22
— fair value changes transferred —®EE /(8 RERN
from/(to) income statement: NEEEZE :
— on impairment and amortisation — BB B 38(h) 24 "
— on disposal —HE 38(h) (200) (29)
— deferred taxes —IERERIA 38(h) 57 (43)
Share of changes in equity of associates  FE{E A% A FIHEZS K& 38()) 36 17
Exchange differences on other reserves ~ EfbEEMEEMELZEE  38(d) 50 -
Exchange differences on translation of:  E#rEEAHE K =5 ¢
— accounts of overseas branches, —BINTT - BB AR R
subsidiaries and associates NG 38(f) 769 163
Other comprehensive income HEiamikas 868 754
Total comprehensive income FHE =B 5,171 3,431
Total comprehensive income THWREEAIRBR
attributable to:
Owners of the parent AREBENEE 5,092 3,358
Non-controlling interests EiEeai: Tl 39 79 73
5,171 3,431

The notes on pages 126 to 259 form part of these accounts.
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As at 31st December, 2010 2010 12531H

1st January, 2009

2010 2009 20091318
Restated E$f Restated E#
Notes ffi# HK$ Mn B¥EET HKSMn BEEET HKSMn BEEETL
ASSETS BE
Cash and balances with banks and Re RERTNELM
other financial institutions SRRENET 20 48,293 29,712 28,105
Placements with banks and TERIT R E M RE R
other financial institutions rExN 21 58,197 67,945 96,574
Trade bills EUESH 22 18,548 1,847 1,164
Trading assets RHRBEE 23 5845 5722 3,437
Financial assets designated at fair value EERBBERARMR
through profit or loss AYEENSREE 24 16,192 10,392 4,130
Advances to customers and RFEEHREMERE
other accounts 25 320,040 261,803 243,725
Available-for-sale financial assets At ESREE 26 40,779 30,883 18,560
Held-to-maturity investments BEIBEE 27 5,714 7,239 5,006
Investments in associates BENTIRE 29 3,573 2,615 2,486
Fixed assets BEBE 31 12,414 11,467 9,146
— Investment properties —RENE 2,574 2,095 1,839
~ Other property and equipment —H YRR E 9,840 9,372 7,307
Goodwill and intangible assets HEREVEE 30 4,188 4,135 2,734
Deferred tax assets EERIBERE 33(b) 410 322 301
Total Assets BELER 534,193 434,082 415,368
EQUITY AND LIABILITIES REERRAE
Deposits and balances of banks and BITREM S RED
other financial institutions BRREH 9,994 11,886 27,045
Deposits from customers BEER 419,833 342,528 323,802
Trading liabilities ZHMLaE 34(a) 3,101 1,455 2,846
Certificates of deposit issued BBETERE 5,586 2,812 5,491
~ At fair value through profit or loss —BBEENRBE AT EER 2,754 2,442 3,777
- At amortised cost — B 2,832 370 1,714
Current taxation N 33(a) 618 147 333
Debt securities issued BRTELES 4,950 4,346 =
Deferred tax labilities ERREAE 33(b) 214 308 7
Other accounts and provisions H b IRTE I 34(b) 28,561 18,506 12,139
Loan capital EEER 35 12,693 12,359 11,036
~ At fair value through profit or loss —BBBENRRATEER 3,548 7,712 6,395
— At amortised cost —BERA 9,145 4,647 4,641
Total Liabilities BELE 485,550 394,347 382,699
Share capital f&A 37 5,105 4,623 4183
Reserves i 38 39,138 30,754 28,147
Total equity attributable to owners of the  BERAEERREFERE
parent 44,243 35,377 32,330
Non-controlling interests JFER S 39 4,400 4,358 339
Total Equity Ry St 48,643 39,735 32,669
Total Equity and Liabilities PR i B EEE 534,193 434,082 415,368

Approved and authorised for issue by the Board of Directors on 15th February, 2011.

Chairman and Chief Executive
Directors

David LI Kwok-po
Allan WONG Chi-yun
WONG Chung-hin
Winston LO Yau-lai

The notes on pages 126 to 259 form part of these accounts.
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As at 31st December, 2010 2010 12531H

1st January,2009
2010 2009 20091818
Restated &3} Restated E#f
Notes ffi# HK$ Mn B¥EET HKSMnBEEET HKSMn BEEETL
ASSETS BE
Cash and balances with banks and Re RERITHEM
other financial institutions PRBENET 20 17,808 12,527 4,852
Placements with banks and other TERTT R E SRR R
financial institutions PEE N 21 39,974 61,894 92,735
Trade bills EUES 22 4,166 861 521
Trading assets RHBREE 23 4,19 3,324 2,914
Financial assets designated at fair value BEABBER R
through profit or loss ATEENSREE 24 16,192 10,384 4114
Advances to customers and other accounts BB R E 81 25 191,063 148,596 138,640
Amounts due from subsidiaries HEBARRZK 32) 30,794 12,719 16,398
Available-for-sale financial assets ARNESREE 26 21,162 18,935 10,985
Held-to-maturity investments LI 27 3,766 4,802 3,318
Investments in subsidiaries MEREHRE 28 13,719 13,457 11,673
Investments in associates BENRIRE 29 2,390 1,946 1,984
Fixed assets ETEE 31 6,691 6,220 5,587
— Investment properties —REME 2,173 1,798 1,819
- Other property and equipment —HihERRE 4,518 4,422 3,768
Goodwill and intangible assets HEREVEE 30 1,460 1,460 1,460
Deferred tax assets BERIBEE 33(b) 208 168 152
Total Assets BERE 353,589 297,293 295,333
EQUITY AND LIABILITIES REERREE
Deposits and balances of banks and FITRE M REED
other financial institutions Fa kit 3,233 3,521 1,093
Deposits from customers REEH 276,706 237,517 240,029
Trading liabilities REHBEAR 34(a) 2,432 1,235 2,549
Certificates of deposit issued BRETENE 7,786 5,012 7,691
— At fair value through profit or loss - BREENRBATER 2,754 2,442 3,777
- At amortised cost — B EROR 5,032 2,570 3,914
Amounts due to subsidiaries =N 32(b) 2,722 1,642 1,994
Current taxation RETIE 33(3) a4 18 60
Debt securities issued BETELES 241 - =
Deferred tax liabilities ERERIERE 33(b) 210 133 =
Other accounts and provisions HIRE R &E 34(b) 8,343 3,548 3,479
Loan capital EEAR 35 17,006 16,275 11,036
— At fair value through profit or loss —BEERNEM AT ER 7,861 11,628 6,395
- At amortised cost —BHERK 9,145 4,647 4,641
Total Liabilities BEESE 319,120 268,901 267,931
Share capital fig 37 5,105 4,623 4,183
Reserves i 38 29,364 23,769 23,219
Total equity attributable to owners BRI RS AR
of the Bank 34,469 28,392 27,402
Total Equity and Liabilities Rk BEER 353,589 297,293 295,333

Chairman and Chief Executive
Directors

Approved and authorised for issue by the Board of Directors on 15th February, 2011.

David LI Kwok-po
Allan WONG Chi-yun
WONG Chung-hin
Winston LO Yau-lai

The notes on pages 126 to 259 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
ReEREDR

Attt January, 2010 %201061718
- As previously ~ W
reported 4623 4,526 170 1,169 286 928 86 14,866 1518 6,993 35,165 4358 39,523
- Adjustment -ReiHRED
afising from EEGEES
changes in
accounting
palicies - - - - - 54 - - - 158 M - M2

- As restated -85 4,623 4,526 170 1,169 286 982 86 14,866 1518 7151 35377 4358 39,735
Changesinequity ~ E%EH
Shares issved in e HURA B EFHRG

of dividend 47 7 - - - - - 557 - - 557 - 557
Subscription of TEAR
new shares 48 4,695 - - - - - - - - 5113 - 5113

Shares issued under  RIEES ZR5HE

Staff Shares Option ~ Z{7éRA

Schemes 17 130 - - - - - - - - 47 - 4
Equity settled WRIAERER

share-based I35

transaction - - 2 - - - - - - - 2 - 2
Transfer E - 27 (34) - - - - 30 439 (462) - - -
Dividends declared or FEAZEf3

approved during  FERERS

the year - - - - - - - - - (2072 (2072) (56) (2128)
Saleof interestsin ~ HEFEERT

businesses to FARERRES

non-controlling

interests investors - - - - - - - - - - - 4 4
Exchange adustments [E 3 5% - - - - - - - - - - - 15 15
Total comprehensive &2 EYE /(R iH)

income/lexpense) 5

for the year - - - 769 (28) [ - - 86 424 5,092 79 511

At31st December,  72010£128318
2010 5,105 9,331 165 1,938 258 1,023 86 15,453 2,083 8,841 44,283 4,400 48,643
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)
BABBRH R (H)

At 1st January, 2009 720091818
-Asprevosly  —JuATERE

reported 4183 4922 125 1,006 (228) 863 86 14,634 1,216 5339 32,146 339 32485

- Adjustment -REHHRED
arsing from BB GRS

changes in

accounting

policies = = = = = 65 = = = 119 184 = 184
- Asrestated -ER 4183 49 125 1,006 (228 98 86 14,634 1216 5458 32330 339 32,669

Changesinequity ~ #E%EE
Shares issued in leu  HIRH EZ/THREA

of dividend 17 (17) - - - - - 171 - - 171 - 177
Copitalisation issue A7 %47 418 (418) - - - - - - - - - - -

Shares issued under RIS R:TEI
Staff Shares Option ~ Z{7RRf)

Schemes 5 36 - - - - - - - - 4 - 4
Equity settled share-  SARAZRMERf

based transaction 7% 5 - - n - - - - - - - n - n
Transfer 85 - 3 (26) - - () - 5 85 (311) - - -

Dividends declared or £EARE3,

approved during RS

the year - - - - - - - - - (600) (600) (55) (655)
Sdleofinterestsin~ HEREERTF

businesses to SHARES R A%

non-controlling

interests investors - - - - - - - - - - - 132 132
Purchase of interests 3RS RES

inbusinesses from ~ BEAB£fE%

non-controlling

interests investors - - - - - - - - - - - (10) (10)
Hybrid Ter 1note  E{TRA—REL

issue I8 - - - - - - - - - - - 3817 3817
Exchange adjustments [E% 5% - - - - - - - - - - - 2 2
Total comprehensive  ERZEREEE

income for the year

- As previously ~MATRE

reported = = = 163 514 Ul = = 17 2,565 3330 73 3403

-Aduwtments - EEHEED
atsing from G

changes in

accounting

policies - - - - - (1) - - - 39 2 - 8
- As restated -Ef - = = 163 514 60 = = 17 2,604 3358 73 3431

At31stDecember, 200912318
2009 (asrestated)  (E8) 4,623 4526 170 1,169 286 982 86 14,866 1518 7,151 35377 4,358 39,735

The notes on pages 126 to 259 form part of these accounts. %126%2598 2 i BARIEZ —515 ©
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For the year ended 31st December, 2010 & Z2010F 12531 HIFFE

2010
Notes A7 HK$ Mn B¥EHE T

2009
HK$ Mn /& B &I

OPERATING ACTIVITIES REEKES
Profit for the year before taxation FERNBRE AR 5,150 3,496
Adjustments for: FHEE
Charge for impairment losses on ERRBHREBRLSH
loans and advances 11 285 1,105
(Write back of)/charge for impairment BEIHIRE At eE
allowances on held-to-maturity SRE AL 76
investments, available-for-sale B ZE( @ﬁ%)/ifﬁ
financial assets and associates 23 23
Share of profits less losses of associates — FE{GHE A R1EF R E 18 (341) (264)
Net loss on sale of held-to-maturity HERFEEIER & FE1E
investments - 12
Net profit on sale of available-for-sale HEMHEESREE
financial assets éhﬁu%‘] (234) (102)
Net profit on sale of subsidiaries and HEM B AR R E AT
associates aﬂmﬁ‘] (238) =
Net loss/(profit) on sale of fixed assets HERBTEEREZ EEIE
A 6 (16)
Interest expense on loan capital and BETEEEARFRE
certificates of deposit FELZH 679 641
Depreciation on fixed assets BEBETE 10, 31 581 512
(Write back of)/charge for impairment THERE B & (E1#)
loss on bank premises 32 Fi (2) 13
Dividend income from available-for-sale HEESHEERS
financial assets HﬁZ (66) (46)
Amortisation of intangible assets EE EE 10 34 13
Amortisation of premium/discount on BEITEABEREEER
certificates of deposit and loan Bm I8 I
capital issued 68 68
Revaluation losses on certificates EHERTHERER
of deposit and loan capital issued BEITEEER
i 140 1,236
Valuation gains on investment properties B {5 & W2 & 31 (426) (206)
Equity-settled share-based payment LARGAD A EREES 1 & B
expenses 29 71
OPERATING PROFIT BEFORE CHANGES #8& & % B B 4 45 & 35 5
IN WORKING CAPITAL 5,688 6,556
(Increase)/decrease in operating assets: EEBEGE), WA
Cash and balances with banks with JRZSEARR /3318 A LA 89
original maturity beyond three months e MEMBRITERD
Feyea (8,176) (2,405)
Placements with banks and other [RZSEARR 31 A A i
financial institutions with original ER1T R H b ik g
maturity beyond three months TR 21,616 (3,875)
Trade bills B 5% (16,701) (683)
Trading assets RHBBEE (191) (2,617)
Financial assets designated at fair value i1 E?%Liﬁiﬁ 5 DA
through profit or Toss NEEENEREE (5,800) (6,262)
Advances to customers BEEER (52,025) (18,095)
Advances to banks and other financial RITNEM S B ER
institutions (642) 172
Held-to-maturity debt securities FE R EESE 1,467 (2,056)
Available-for-sale financial assets AR ESREE (7,112) (11,489)
Other accounts and accrued interest ﬁfﬁﬁﬁlﬁ)}fﬁ'ﬂ (7,809) (1,219)
Increase/(decrease) in operating liabilities: 4% & (&1% (5l 78
Deposits and balances of banks and fETT&EI@‘:EF&M%%E’]
other financial institutions TR a4 (1,671) (15,159)
Deposits from customers BEEMR 79,030 18,726
Trading liabilities RHRBARE 1,655 (1,391)
Other accounts and provisions H A BRTE K A 10,150 6,328
Exchange adjustments ME B 551 (114)
NET CASH INFLOW/(OUTFLOW) FROM & EEBHH SR (i)
OPERATIONS HEE 20,030 (33,583)
Income tax paid EASFTEH
Hong Kong profits tax paid B EATER (39) (53)
Overseas profits tax paid EHEINFIEE (524) (527)
NET CASH GENERATED FROM/(USED IN)jR ﬁ/(ﬁﬁﬁ‘(‘)@&“ﬁiﬁ}iﬁ
OPERATING ACTIVITIES o] 19,467 (34,163)
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For the year ended 31st December, 2010 & Z2010F 12531 HIFFE

2009

Notes [ HK$ Mn é#‘ﬁﬁn HK$ Mn B8 EHE T

INVESTING ACTIVITIES BETEH
Dividends received from associates L B B 2 A BB 78 190
Dividends received from WER AT Y B AR D B 5
available-for-sale equity securities A% 8 66 46
Purchase of equity securities AN FH (937) (851)
Proceeds from sale of equity securities HERR D BHTS A 433 483
Purchase of intangible assets BABMEAE - (1,380)
Purchase of fixed assets BABTEE 31 (873) (2,561)
Purchase of investment properties BAREE (16) =
Proceeds from disposal of fixed assets HEBTEEEMSE 56 50
(Purchase)/disposal of shareholding in (BA),/ LEEE QR
associates HEm (513) 36
Purchase of subsidiaries BAKB AR 43(a) (54) (43)
Proceeds from sale of interest in & —FEHE A R
a subsidiary FriS 578 43(b) 521 1
Sale of interests in business to HE RS T IHER
non-controlling interests investors R EE 4 132
Purchase of interests in business from B2 g SR EEBA
non-controlling interests investors [EE E - (10)
NET CASH USED IN INVESTING FARREED2RE R
,,,,,, ACTIVITIES oo 23y (3,907)
FINANCING ACTIVITIES BESEE
Ordinary dividends paid SRERRRE (1,241) (427)
Distribution to Hybrid Tier 1 issue KT IRE —%&§$Iﬁ
holders FEA (330) (51)
Issue of ordinary share capital BITEBARRA 37 147 41
Issue of Hybrid Tier 1 note BITRAE—HEARATA - 3,877
Subscription for new shares TR AL 5,113 =
Issue of certificates of deposit ?éﬁﬁ?ﬂ?é 4111 594
Issue of debt securities BITESES 411 4,334
Issue of loan capital BITEEER 4,615 =
Redemption of certificates of & B 2 BTk E
deposit issued (1,409) (3,260)
Redemption of loan capital ERIEBITIEEER (4,290) =
Interest paid on loan capital SHEEBKRF B (435) (535)
Interest paid on certificates of SNBEITFERERNE
deposit issued (88) (79
NET CASH GENERATED FROM RERMEEH 2HEFE
FINANCING ACTIVITIES 6,604 4,494
NET INCREASE/(DECREASE) IN ReRERRLERTFE
CASH AND CASH EQUIVALENTS (L) 58 24,836 (33,576)
CASH AND CASH EQUIVALENTS AT MMA1BZESEREFRSE
1ST JANUARY HH 43(c) 60,530 94,106
CASH AND CASH EQUIVALENTS AT R12A3MAZRERERR
31ST DECEMBER £IEH 43(c) 85,366 60,530
Cash flows from operating activities REKEEREESNR DR
included: =60
Interest received FEUA 12,733 12,671
Interest paid FELZ 5,162 6,238
Dividend received % B A 97 78

The notes on pages 126 to 259 form part of these accounts. £126F 2598 2 M BARRIE 2 —& 5
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(b)
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The Bank and its subsidiaries (the “Group”) are engaged in the provision of
banking and related financial services, and business, corporate and investor
services.

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.

Basis of Preparation of the Accounts
The accounts for the year ended 31st December, 2010 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.

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.
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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

()

Subsidiaries and non-controlling 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.

Non-controlling interests (previously known as “minority interests”) represent
the equity in a subsidiary not attributable directly or indirectly to the company,
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 meets the
definition of a financial liability. For each business combination, the Group can
elect to measure any non-controlling interests either at fair value or at their
proportionate share of the subsidiary’s net identifiable assets.

Non-controlling interests are presented in the consolidated statement of
financial position and consolidated statement of changes in equity within
equity, separately from equity attributable to equity shareholders of the
Group. Non-controlling interests in the results of the Group are presented
on the face of the consolidated income statement and the consolidated
statement of comprehensive income as an allocation of the net profit and total
comprehensive income for the year between non-controlling interests and
equity shareholders of the Bank.

Changes in the Group's interests in a subsidiary that do not result in a loss
of control are accounted for as equity transactions, whereby adjustments
are made to the amounts of controlling and non-controlling interests
within consolidated equity to reflect the change in relative interests, but no
adjustments are made to goodwill and no gain or loss is recognised.

When the Group loses control of a subsidiary, it is accounted for as a disposal
of the entire interest in that subsidiary, with a resulting gain or loss being
recognised in profit or loss. Any interest retained in that former subsidiary at
the date when control is lost is recognised at fair value and this amount is
regarded as the fair value on initial recognition of a financial asset (Note 2(f))
or, when appropriate, the cost on initial recognition of an investment in an
associate (Note 2(c)(ii)).
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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.

An investment in an associate is accounted for in the consolidated accounts
under the equity method and is initially recorded at cost, adjusted for any
excess of the Group's share of the acquisition-date fair values of the associate’s
identifiable net assets over the cost of the investment (if any). Thereafter,
the investment is adjusted 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)). Any acquisition-date excess over cost, 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.

When the Group ceases to have significant influence over an associate, it
is accounted for as a disposal of the entire interest in that associate, with a
resulting gain or loss being recognised in profit or loss. Any interest retained
in that former associate at the date when significant influence is lost is
recognised at fair value and this amount is regarded as the fair value on initial
recognition of a financial asset (Note 2(f)) or, when appropriate, the cost on
initial recognition of an investment in an associate.

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)).

(ii)
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(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.

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.
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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.

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.
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(f) Financial Instruments

@

(ii)

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.

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.
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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.

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.
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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.

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.
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(v) Offsetting

(vi

=

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.

(g) Hedging

U]

(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.

(h) Properties

0

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.
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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.

Investment properties are properties which are held either to earn rental
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(l).

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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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 and impairment losses, 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

(i) the aggregate of the fair value of the consideration transferred, the amount of
any non-controlling interests in the acquiree and the fair value of the Group’s
previously held equity interest in the acquiree; over

(i) the Group's interest in the net fair value of the acquiree’s identifiable assets
and liabilities measured as at the acquisition date.

When (ii) is greater that (i), then this excess is recognised immediately in profit or
loss as a gain on a bargain purchase.

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.
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(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.

@

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.
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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.

Held-to-maturity investments

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.
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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.

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.
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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.

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

Le

ases 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.

U]

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).
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(iii) 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.

(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.

(i

=

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.
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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.

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.

Where investment properties are carried at their fair value in accordance
with the accounting policy set out in Note 2(h)(ii), the amount of deferred
tax recognised is measured using the tax rates that would apply on sale of
those assets at their carrying value at the reporting date unless the property
is depreciable and is held within a business model whose objective is to
consume substantially all of the economic benefits embodied in the property
over time, rather than through sale. In all other cases, 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 reporting 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.
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(iv) 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.

(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.
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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

@

(ii)

(iii

(iv

=

=

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.

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.

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

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

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

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

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).

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

U]

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
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(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 two revised HKFRSs, a number of amendments to HKFRSs
and two 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 financial accounts:

—  HKFRS 3 (revised 2008), Business combinations

— Amendments to HKAS 27, Consolidated and separate financial statements

— Amendments to HKFRS 5, Non-current assets held for sale and discontinued
operations — plan to sell the controlling interest in a subsidiary

- Amendment to HKAS 39, Financial instruments: Recognition and measurement
— eligible hedged items

— Improvements to HKFRSs (2009)

—  HK(IFRIC) 17, Distributions of non-cash assets to owners

— HK(Int) 5, Presentation of financial statements — classification by the borrower
of a term loan that contains a repayment on demand clause

The Group has not applied any new standard or interpretation that is not yet
effective for the current accounting period, with the exception of the amendments
to HKAS 12, Income taxes, in respect of the recognition of deferred tax on
investment properties carried at fair value under HKAS 40, Investment property.
The amendments are effective for annual periods beginning on or after 1st
January, 2012, but as permitted by the amendments, the Group has decided to
adopt the amendments early.

Early adoption of the amendments to HKAS 12, Income taxes

The change in policy arising from the amendments to HKAS 12 is the only change
which has had a material impact on the current or comparative periods. As a
result of this change in policy, the Group now measures any deferred tax liability
in respect of its investment properties with reference to the tax liability that would
arise if the properties were disposed of at their carrying amounts at the reporting
date. Previously, where these properties were held under leasehold interests,
deferred tax was generally measured using the tax rate that would apply as a result
of recovery of the asset’s value through use.
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This change in policy has been applied retrospectively by restating the opening
balances at 1st January, 2009 and 2010, with consequential adjustments to
comparatives for the year ended 31st December, 2009. As the Group’s properties
are located in Hong Kong, this has resulted in a reduction in the amount of

deferred tax provided on valuation gains as follows:

LEHABRREHHEMNTEBPEN - R
20094F K 2010FH) ER AR EAEE SR » AR
HZE2009F 12 A31 B IEFENLBREFTIE
VERE - ARAKRENMELRARE - BE
HBRAMEENECHESEROWT

Effect of adoption
As previously  of amendments
reported to HKAS 12 As restated
BRANIERT
(EBGTEL)
MRIERE F12ETE B
HK$ Mn HK$ Mn HK$ Mn
BHRET BHRET BERET
Consolidated income statement
for the year ended e W REE2009F
31st December, 2009: 12A31BILEE
Income tax expense PGB 858 (39) 819
Profit for the year FE RN F 2,638 39 2,677
Basic earnings per share FRREKREF HK$1.36 HK$0.03 HK$1.39
Fully diluted earnings per share TR ERT HK$1.36 HK$0.02 HK$1.38
Consolidated statement of
financial position as at #RE IR R 2009F
31st December, 2009: 12HA31H
Deferred tax liabilities FEREFIEAE 520 (212) 308
Retained profits B A 6,993 158 7,151
Revaluation reserve of bank
premises TSR 928 54 982
Consolidated statement of
financial position as at “RE BRI 2R 20094F
1st January, 2009: 1H18
Deferred tax assets RIERIRE EE 187 114 301
Deferred tax liabilities REFIIEA F 77 (70) 7
Retained profits BiEm 5,339 119 5,458
Revaluation reserve of bank
premises Tt E 863 65 928
Statement of financial position as
at 31st December, 2009: Bk 222009412 A31H
Deferred tax liabilities FEREFIEAE 333 (200) 133
Retained profits BiEm A 3,186 146 3,332
Revaluation reserve of bank
premises THE B 895 54 949
Statement of financial position as
at 1st January, 2009: BRI 200941 B1H
Deferred tax assets RIEFRIBE & 38 114 152
Deferred tax liabilities EEFIERE 63 (63) -
Retained profits BIEaH 2,724 112 2,836
Revaluation reserve of bank
premises T B 899 65 964
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NOTES ON THE ACCOUNTS (CONTINUED)

Estimated effect of changes in accounting policies on the current period

The following tables provide estimates of the extent to which each of the line items
in the consolidated income statement, consolidated statement of financial position
and statement of financial position and other significant related disclosure items
for the year ended 31st December, 2010 is higher or lower than it would have
been had the previous policies still been applied in the year, where it is practicable
to make such estimates.

Effect on the consolidated financial statements

Estimated effect on the consolidated income statement for the year ended 31st
December, 2010:

Estimated effect of not applying new policy

AR 7E B &E (48

B BREPHAFEN G FE

EEBRAEEERT - ATOTRRALE
W EFTRERDEARF RN A HEE20105F
12A31ALFENGARREGER - GAFBR
AR BARRK - ARE M ERAREHEE
HEHE—HE SR MR ARt 8 -

HIRAMBHRRZFE

HWHZE2010F12A31B LFEZHEE KSR
EolEE-Z-

TEHHEBR bt T8

Income tax FRiSH 91
Profit for the year FIE A (91)
Attributable to: Al BRI
Owners of the parent AREERR (91)
Non-controlling interests IR =
91)
Earnings per share BREF
Basic %N HK$0.04
Diluted HE HK$0.04

Estimated effect on the consolidated statement of financial position as at 31st
December, 2010:

Estimated effect of not applying new policy

Hi2010F12 A31 B 26 MISARR RO
=8/ .

Al=E

TEEFEABRREATE

Deferred tax assets RIERIAE = (11
Deferred tax liabilities RIERIREE 292
Retained profits B A (249)
Revaluation reserve of bank premises 1THE GG (54)
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Estimated effect on the statement of financial position as at 31st December, 2010:

Estimated effect of not applying new policy

we

47820105512 A31 B Z IS ARR R (EET 72

Y

I

ARG A HBR 2 2

HKAS 12
(BBETTER)
1255
increase/(decrease)
i CR)

HK$ Mn BEBETT

Deferred tax liabilities BERIERE

269

Retained profits BB 158 A

(215)

TTHEE AR

Revaluation reserve of bank premises

(54)

Other changes in accounting policies as a result of development in HKFRSs

The amendment to HKAS 39 and the issuance of HK(Int) 5 have had no material
impact on the Group’s accounts as the amendment and the interpretation’s
conclusions were consistent with policies already adopted by the Group. The other
developments resulted in change in accounting policy but none of these changes
in policy have a material impact on the current or comparative periods, for the
following reasons.

— The impact of the majority of the revisions to HKAS 27, HKFRS 5 and HK(IFRIC)
17 have not yet had a material effect on the Group’s accounts as these
changes will first be effective as and when the Group enters into a relevant
transaction (for example, a business combination, a disposal of a material
subsidiary or a non-cash distribution) and there is no requirement to restate
the amounts recorded in respect of previous such transactions.

— The impact of the amendments to HKFRS 3 (in respect of recognition of
acquiree’s deferred tax assets) and HKAS 27 (in respect of allocation of losses
to non-controlling interests (previously known as minority interests) in excess of
their equity interests) have had no material impact as there is no requirement
to restate amounts recorded in previous periods and no such deferred tax assets
or losses arose in the current period.

— The amendment introduced by the Improvements to HKFRSs (2009) omnibus
standard in respect of HKAS17, Leases, resulted in a change of classification
of certain of the Group’s leasehold land interests located in the Hong Kong
Special Administrative Region, but this had no material impact on the amounts
recognised in respect of these leases as the lease premiums in respect of all
such leases are fully paid and are being amortised over the remaining length of
the lease term.
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Further details of these changes in accounting policy are as follows:

As a result of the adoption of HKFRS 3 (revised 2008), any business combination
acquired on or after 1st January, 2010 will be recognised in accordance with the
new requirements and detailed guidance contained in HKFRS 3 (revised 2008).
These include the following changes in accounting policies:

— Transaction costs that the Group incurs in connection with a business
combination, such as finder’s fees, legal fees, due diligence fees, and other
professional and consulting fees, will be expensed as incurred, whereas
previously they were accounted for as part of the cost of the business
combination and therefore impacted the amount of goodwill recognised.

— If the Group holds interests in the acquiree immediately prior to obtaining
control, these interests will be treated as if disposed of and re-acquired at fair
value on the date of obtaining control. Previously, the step-up approach would
have been applied, whereby goodwill was computed as if accumulated at each
stage of the acquisition.

— Contingent consideration will be measured at fair value at the acquisition date.
Subsequent changes in the measurement of that contingent consideration
unrelated to facts and circumstances that existed at the acquisition date will be
recognised in profit or loss, whereas previously these changes were recognised
as an adjustment to the cost of the business combination and therefore
impacted the amount of goodwill recognised.

— If the acquiree has accumulated tax losses or other temporary deductible
differences and these fail to meet the recognition criteria for deferred tax assets
at the date of acquisition, then any subsequent recognition of these assets will
be recognised in profit or loss, rather than as an adjustment to goodwill as was
previously the policy.

— In addition to the Group’s existing policy of measuring the non-controlling
interests (previously known as “minority interests”) in the acquiree at the non-
controlling interest’'s proportionate share of the acquiree’s net identifiable
assets, in future the group may elect, on a transaction by transaction basis, to
measure the non-controlling interest at fair value.

In accordance with the transitional provisions in HKFRS 3 (revised 2008), these
new accounting policies will be applied prospectively to any business combinations
in the current or future periods. The new policy in respect of recognition in the
movement of deferred tax assets will also be applied prospectively to accumulated
tax losses and other temporary deductible differences acquired in previous business
combinations. No adjustments have been made to the carrying values of assets and
liabilities that arose from business combinations whose acquisition dates preceded
the application of this revised standard.
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As a result of the adoption of HKAS 27 (amended 2008), the following changes in
policies will be applied as from 1st January, 2010:

— If the Group acquires an additional interest in a non-wholly owned subsidiary,
the transaction will be accounted for as a transaction with equity shareholders
(the non-controlling interests) in their capacity as owners and therefore no
goodwill will be recognised as a result of such transactions. Similarly, if the
group disposes of part of its interest in a subsidiary but still retains control, this
transaction will also be accounted for as a transaction with equity shareholders
in their capacity as owners and therefore no profit or loss will be recognised as
a result of such transactions. Previously the Group treated such transactions as
step-up transactions and partial disposals, respectively.

— If the Group loses control of a subsidiary, the transaction will be accounted
for as a disposal of the entire interest in that subsidiary, with any remaining
interest retained by the Group being recognised at fair value as if reacquired.
In addition, as a result of the adoption of the amendment to HKFRS 5, if at the
reporting date the group has the intention to dispose of a controlling interest
in a subsidiary, the entire interest in that subsidiary will be classified as held for
sale (assuming that the held for sale criteria in HKFRS 5 are met) irrespective
of the extent to which the Group will retain an interest. Previously such
transactions were treated as partial disposals.

In accordance with the transitional provisions in HKAS 27, these new accounting
policies will be applied prospectively to transactions in current or future periods
and therefore previous periods have not been restated.

In order to be consistent with the above amendments to HKFRS 3 and HKAS 27,
and as a result of amendments to HKAS 28, Investments in associates, and HKAS
31, Interests in joint ventures, the following policies will be applied as from 1st
January, 2010:

— If the Group holds interests in the acquiree immediately prior to obtaining
significant influence or joint control, these interests will be treated as if
disposed of and re-acquired at fair value on the date of obtaining significant
influence or joint control. Previously, the step-up approach would have been
applied, whereby goodwill was computed as if accumulated at each stage of
the acquisition.

— If the Group loses significant influence or joint control, the transaction will
be accounted for as a disposal of the entire interest in that investee, with any
remaining interest being recognized at fair value as if reacquired. Previously
such transactions were treated as partial disposals.
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Consistent with the transitional provisions in HKFRS 3 and HKAS 27, these new
accounting policies will be applied prospectively to transactions in current or future
periods and therefore previous periods have not been restated.

Other changes in accounting policies which are relevant to the Group’s financial
statement are as follows:

As a result of the amendments to HKAS 27, as from 1st January, 2010 any
losses incurred by a non-wholly owned subsidiary will be allocated between the
controlling and non-controlling interests in proportion to their interests in that
entity, even if this results in a deficit balance within consolidated equity being
attributed to the non-controlling interests.

Previously, if the allocation of losses to the non-controlling interests would have
resulted in a deficit balance, the losses were only allocated to the non-controlling
interests if the non-controlling interests were under a binding obligation to make
good the losses. In accordance with the transitional provisions in HKAS 27, this
new accounting policy is being applied prospectively and therefore previous
periods have not been restated.

As a result of the amendment to HKAS 17, Leases, arising from the “Improvements
to HKFRSs (2009)" omnibus standard, the Group has re-evaluated the classification
of its interests in leasehold land as to whether, in the Group’s judgement, the lease
transfers substantially all the risks and rewards of ownership of the land such that
the Group is in a position economically similar to that of a purchaser. The Group
has concluded that the classification of such leases as operating leases continues
to be appropriate, with the exception of those interests, which are registered
and transferable ownership interests in land located in the Hong Kong Special
Administrative Region and subject to the Government'’s land policy of renewal
without payment of additional land premium.
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SRS AEECEH I EEEEER
ZBR - HEZHER T EE BB ELZ
THE A AR R B - NRA R E AL
BHEASA—EER - RUREBFRIT
BRMAEELnERs  MZLHEEERE
S R A s R B EUT A
RRBABINIA T RER - BEBEAREE
ZHE - EESBREHERKERERR
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2010 2009
HKS Mn BEEET HK$Mn BEEET
Listed securities classified as held-to-maturity DA ER A SR
or available-for-sale EmEH 381 264
Trading assets REGBBAE
— listed -t 22 13
— unlisted -JEEm 66 28
Interest rate swaps MERBREL 1,382 959
Financial assets designated at fair value EEARBIERARB AT EBE
through profit or loss TREE
— listed -k 431 206
— unlisted —3EET 197 81
Loans, deposits with banks and financial JERRIBERA R AT EEDIER
institutions, trade bills, and other unlisted B « EIRITIE A& RIS
securities that are not at fair value through HFR - E5EE - REMIEE
profit or loss T A8 5 11,147 10,570
Total interest income FEM AR 13,626 12,121

Included above is interest income accrued on impaired financial assets of HK$74
million (2009: HK$79 million) which includes interest income on unwinding of
discount on loan impairment losses of HK$21 million (2009: HK$40 million) (Note

25(b)) for the year ended 31st December, 2010.

LA EBIEEHZ2010F12A31B IEFERES
b B 7 ) E 5T 7 B4 #5 74,000,000 7T (2009
4 : 785%79,000,0007T) * P BERRER
B K 2 e A S A #521,000,000
JE(2009%4F : ##40,000,0007T) (Fif7E25(b)) °

2010 2009
HKS Mn SB¥EEBT HKS Mn B BEET
Customer deposits, deposits of banks and
other financial institutions and certificates R SER NS BR B PR~ $R1T
of deposit issued which are stated at R E M S BB T R R E T
amortised cost ERE 3,074 3,650
Debt securities issued BEITESES 140 61
Subordinated notes carried at amortised cost 15k Sk 451 BE RO 1A B =% 174 68
Interest rate swaps IESELE) 2,185 1,015
Financial instruments designated at fair value ~ $87& AiBIEZ AR A T EE
through profit or loss SRITHE 500 566
Other borrowings HAb R 10 14
Total interest expense B 45 6,083 5,374
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Fee and commission income arises from the following services: RE THIRBSE RS E KA KA
2010 2009
HK$ Mn B EERT HKS Mn B EET
Corporate services R 856 806
Credit cards (E:RN 674 554
Loans, overdrafts and guarantees B - B RIER 463 322
Securities and brokerage FHRELR 456 320
Derivatives transactions PTET R 289 122
Trade finance BEIME 252 141
Other retail banking services BT ERITRG 237 193
Trust and other fiduciary activities EREAREMRIBES 100 79
Others Hi 322 262
Total fee and commission income AR5 & kAR A LT 3,649 2,799
of which: Hep:
Net fee income, other than amounts included — B IFFER ZABRIEE ARIBE
in determining the effective interest rate, @mUARBATEBERz2HE
arising from financial assets or financial EXBEMEE ZFREERA
liabilities that are not held for trading nor (TEERETEAEVRFRZ &
designated at fair value through profit %)
or loss 2,808 2,214
Fee income BRI EUA 3,370 2,680
Fee expenses RIS &= H (562) (466)
2010 2009
HK$ Mn BEEET HK$ Mn BEBEET
Profit on dealing in foreign currencies SN B i Kl 311 140
Profit on trading securities R REREFRA 133 616
Net (loss)/gain on derivatives PTETEF(EIE), %R (620) 153
Loss on other dealing activities HihEFZEEE 1) -
Dividend income from listed trading securities 32 5 Fig i B4 ek S U A 31 32
Total net trading (losses)/profits FR 5 (E518) wF e (146) 941
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2010 2009
HKS$ Mn B¥EET HK$ Mn BEBE&ET

Revaluation loss on debts issued BHEBITEBEE (140) (1,236)
Net loss on sale of other financial assets
designated at fair value through profit H & B At 35 F A imiEIa 25 DA S AR
or loss AT EESREENFEE (35) (42)
Profit on redemption of US$550M fE [ ZZA{E550,000,0005TH)
subordinated notes issued BEZRAT 8 -
Revaluation gain on other financial assets
designated at fair value through profit ShEMIETE ABBERARER
or loss AT EESREENZT 430 1,011
Total net result from financial instruments
designated at fair value through profit EEABRIBRURMATEE
or loss SR T BR)FRIRTE 263 (267)
2010 2009
HK$ Mn BB EER HKS Mn B¥BET

Dividend income from available-for-sale
financial assets

AHHESREERSKA

— listed - kM 35 21

— unlisted -JEEm 31 25
Rental from safe deposit boxes RBpEASKA 78 82
Net revenue from insurance activities RRZERFUA 221 180
Rental income on properties WERS KA 92 92
Others Hth 72 105
Total other operating income Hih & E AR 529 505
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2010 2009
HK$ Mn BEEET HK$ Mn BEBEET
Contributions to defined contribution plan* TEREHRRATES fR 248 193
Equity-settled share-based payment expenses AR D BERELNEE B 29 71
Salaries and other staff costs e MEME TAA 3,338 2,905
Total staff costs BITRRARE 3,615 3,169
Premises and equipment expenses excluding
depreciation TEENENEKEESL
— Rental of premises -MERE 492 458
— Maintenance, repairs and others - RE - IS RHEM 488 447
Total premises and equipment expenses TEETENYERZFEL
excluding depreciation FEEE) 980 905
Depreciation on fixed assets (Note 37) EEEENE(AE31) 581 512
Amortisation of intangible assets (Note 30(b)) & B k4 (f1:230(b)) 34 13
Other operating expenses Hfhaeg sz i
— Stamp duty, overseas and PRC** business — ENTERT - BN E AR
taxes, and value added taxes Bl R - RIGER 346 304
— Advertising expenses -EEE 311 179
— Communications, stationery and printing — 3@ XA NENRI 286 272
— Legal and professional fees - PEEI S 219 190
— Business promotions and business travel — TS E RIS IR 148 14
— Card related expenses - BRAfEARZH 113 91
— Insurance expenses - Rig & 43 46
— Audit fee - ZHEMM & 11
— Membership fees -g8% 10
— Administration expenses of corporate
services - BERBHITHE 9 8
— Donations - B 8 13
— Bank charges - RITWE 7 6
— Bank licence - RITIERE 4 4
— Others - HAth 179 286
Total other operating expenses HEthissz i 1,694 1,530
Total operating expenses*** KT R x 6,904 6,129

*  Forfeited contributions totalling HK$9 million (2009: HK$4 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 (2009: Nil).

** PRC denotes the People’s Republic of China.
*** Included in operating expenses are direct operating expenses of HK$20 million (2009:

HK$37 million) in respect of investment properties which generated rental income during
the year.

* FERRUZ L E 9,000,000 T (2009
4F : B 4,000,000 7T ) B # F 1E R A 5
AR o TG K FE A (] 388 48 it BT A 1
JIEAG A Z 53K (2009 F - )

ok FERNEESHAEFHE KB RE
YWEEESIBANEES ] 2EREE
20,000,000 7z (2009 4 : & # 37,000,000
JL)e
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NOTES ON THE ACCOUNTS (CONTINUED)
BRI MY & (4R

11.IMPAIRMENT LOSSES ON LOANS AND ADVANCES BEX R EBFREE %

Net charge for impairment losses on loans and

advances ERRBTRERR TR
Individual impairment loss EVIVEAEEEES
— new provisions (Note 25(b)) - FTRE(HTAE25(b)) 463 827
— releases (Note 25(b)) - BB (H#25()) (206) (75)
— recoveries (Note 25(b)) - W El(H#25()) (51) (66)
206 686
Collective impairment loss BEREEX
— new provisions (Note 25(b)) - SRR (HT25(0b)) 79 419
Net charge to income statement U E R S F R 285 1,105

12.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS HETHHEESREE
ZF A

Net revaluation gain transferred from reserves R EEEBE AR B H R FE5E
(Note 38(h)) (Hi7#38(h)) 200 29
Profit arising in current year FENELRET 34 73

234 102
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(a) Taxation in the consolidated income statement represents: (a) ZBEWBERAMNFIIELE :
2010 2009
Restated E#f
HK$ Mn B¥EET HKS Mn B¥EET
Current tax — Hong Kong (Note 33(a)) NEARRIE-B B (M7#33(a))
Tax for the year REFERIE 359 73
Under-provision in respect of prior years TFEEETR 57 -
416 73
Current tax — overseas RERFHIE- SN
Tax for the year RNFEERIE 589 479
Write back of over-provision in respect of
prior years EFEREBTA = (32) (25)
557 454
Deferred tax (Note 33(b)) EIERIE (HT:233(b))
Origination and reversal of temporary
differences ERMERENEERED (126) 292
847 819

The provision for Hong Kong profits tax is calculated at 16.5% (2009: 16.5%) of ~ BEFIERBFEAFE FEFTERTUE R %
the estimated assessable profits for the year. 16.5%(2009% : 16.5%):1H °

Taxation for overseas branches and subsidiaries is charged at the appropriate /89Ny 1T RSB AR AR R EL L AERRK
current rates of taxation ruling in the relevant countries. BITHEGFH -
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(b) Reconciliation between tax expense and accounting profit at (b) $i18 X HE =R FIRE AR5t
applicable tax rates: BRI IEMEER
2010 2009
Restated 4§
HKS Mn B EHET HK$ Mn B EET
Profit before tax R B Ao A 5,150 3,496
Notional tax on profit before tax, calculated
at the rates applicable to profits in the tax RIZEREEZRE A 2 SRR R
jurisdictions concerned BB AT M B R EBIR 939 661
Tax effect of non-deductible expenses AR HF IR & 304 339
Tax effect of non-taxable revenue AR AT IE 2 (377) (154)
Tax effect of tax losses not recognised AERNFIBNRIBETE 9 10
Recognition of deferred tax assets on prior
year tax losses AERIBERRECHIBEEAE (12) (14)
Under-provision/(Write back of over-provision) — {F4EEEETE /(B &R T
in respect of prior years e %) 25 (25)
Tax benefits derived from leasing partnerships  JRE& EHEMHIEHN = (2) (12)
Others Efth (39) 14
Actual tax expense EEHIES T 847 819

The consolidated profit attributable to owners of the parent includes a profit of
HK$1,029 million) which has been dealt with

HK$1,953 million (2009 (restated) :
in the accounts of the Bank.

BERARERRGA BHEED AR
ﬁ,ﬂiﬁlﬁ TR HY 3% A1 75 5 1,953,000,000 7T (2009

F(ER) : #%1,029,000,0007T) °

Reconciliation of the above amount to the Bank’s profit for the year ARITEE RN A8 Eilt & 78 2 HER
2010 2009
Restated &%
HK$ Mn B EET HKSMnBEEET
Amount of consolidated profit attributable
to equity holders dealt with in the Bank’s Bt ARTRIEZ I BN AEE
accounts B RERE R T 1,939 1,008
Final dividends from subsidiaries and associates
attributable to the profits of the previous REFFENBARKBE N E)H
financial year and general reserves, approved F R —me &G 2 REARR S - WA
and paid during the year FE N RIREE 14 21
Bank’s profit for the year RATEE PNga A 1,953 1,029




(a) Dividends attributable to the year
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(a) EEAFERE

2010 2009
HK$ Mn B EEBT HKS Mn B¥EET
Interim dividend declared and paid of HK$0.38 2 & #E3 R H R E T
per share on 2,034 million shares (2009: 2,034,000,000/% &A% 5 #0.38
HK$0.28 per share on 1,842 million shares) 7t(20094F : 1,842,000,0008%
(Note 38()) BB 0.287T) (Ki5E38()) 772 516
Final dividend paid in respect of the previous
financial year on shares issued under the EXNELE AR EATTRE
share option schemes subsequent to the B P& B L B RTIR RN
balance sheet date and before the close of FHEIE TR B L FE R
the Register of Members of the Bank, of B H50.48TTHY AR EAR B
HK$0.48 per share (2009: HK$0.02 per share) (20094 : Fi%E%0.027T) 2 -
Final dividend proposed after the balance sheet ##A 455 B #3143 K HARG 2.
date of HK$0.56 per share on 2,042 million 2,042,000,0008% & %5 #0.56
shares (2009: HK$0.48 per share on 2,016 JC(2009%F : 2,016,000,0000%
million shares) TR ¥50.487T) 1,144 968
1,918 1,484

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

a liability at the balance sheet date.

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

paid during the year

EREER  ZNEE B HRERE 2 KRR
BUARERRELE -

(b) REERERX B LFERE

2010 2009
HKS Mn B BB HKS Mn B¥EET
Final dividend in respect of the previous REBERS T
financial year, approved and paid during the 2,016,000,0008% & J& A H
year, of HK$0.48 per share on 2,016 million 0.487TH) FFERAIIRE
shares (2009: HK$0.02 per share on 1,673 (20094 : 1,673,000,000% &A%
million shares) 75#0.027T) 968 33

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

(0 KETEE—REATAEFEA

2010 2009
HKS$ Mn B¥EET HK$ Mn BRBET

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

N TRE—RERTAFEA
BALE - FHIEEEMEE3SA

5= 330 51
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(a) Basic earnings per share

The calculation of basic earnings per share is based on earnings of HK$3,894
million (2009 (restated): HK$2,553 million) after the distribution of HK$330 million
(2009: HK$5Tmillion) to Hybrid Tier 1 issue holders and on the weighted average
of 2,024 million (2009: 1,843 million) ordinary shares outstanding during the year,
calculated as follows:

Weighted average number of ordinary shares

(a) BREXBF

BRERBFNDRBEREFRE —HE
AT A+ 4H A % 330,000,000 7T ( 2009
4 151,000,000 JT ) 18 2 i B8
3,894,000,000 7T (2009 F (E ] ) : B %
2,553,000,0007T) R FEAE 1T EBRG
9 i 4 S ¥5 £ 2,024,000,000 A% (2009 F :
1,843,000,0000%) * 5TEZEAT ¢

TR B0 AT IT R

2010 2009

Number of Shares Number of Shares

RHOBE avar4=]

million B& million & &

Issued ordinary shares at 1st January M ATENE BT T B 1,849 1,841
Effect of share options exercised and shares B TR K LA BRR B 31T

issued in lieu of dividends BG4 175 2

Weighted average number of ordinary shares 712 4318 & @B {5 &9 hnE
at 31st December 58 2,024 1,843
(b) Diluted earnings per share (b) EREERR

The calculation of diluted earnings per share is based on earnings of HK$3,894
million (2009 (restated): HK$2,553 million) after the distribution of HK$330 million
(2009: HK$51 million) to Hybrid Tier 1 issue holders and on 2,026 million (2009:
1,844 million) 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)

BREERFDIZRERE TEE —RE
AT A+ A A 330,000,000 7T ( 2009
4 ¢ 7 % 51,000,000 7T ) £ 2 i ¥
3,894,000,000 7T (2009 F (E 3k ) « # &
2,553,000,000 7T ) X Bt BT 5 B & & £ # 58
RENETBRELAESENEBROD
N # F 15 28 2,026,000,000 & (2009 & :
1,844,000,0008%)5t & -

EBR R0 IR ()

2010 2009
Number of Shares Number of Shares
RHEE ahE 2 e
million H& million B8
Weighted average number of ordinary shares 712 A31 B & @A% {5 & hnE
at 31st December EEE 2,024 1,843
Effect of deemed issue of ordinary shares under
the Bank’s share option scheme for BREAR R HE T BT BT EHE
nil consideration ML AR 22 2 1
Weighted average number of ordinary shares 712 831 B 3@ A% 7 & il
(diluted) at 31st December T (EE) 2,026 1,844
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Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong RIBFFBCA RHEFIDE 16 11ERE A E SN
Companies Ordinance is as follows: ST ¢
Salaries,
allowances Retirement
Directors’ and benefits Discretionary Share scheme 2010
fees in kind bonuses options contributions Total
e 2R
BE  REUOKE A RRE  RIGHEIGRR g
HKS$ Mn HKS Mn HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn

BEEET EREAR  EWEER  AWEER  AWEER  BWEER

Chairman and Chief Executive  FEHTHAR

Dr. The Hon. Sir David LI Kwok-po ZEHEEH+ 0.6 8.6 1.1 9.2 0.7 30.2
Non-executive Directors FHTES

Prof. Arthur LI Kwok-cheung FEEHR 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing FEERE 0.3 - - - - 0.3
Dr. William MONG Man-wai SREELT 0.1 - - - _ 0.1
Tan Sri Dr. KHOO Kay-peng FHrB R RE+ 0.2 - - - - 02
Mr. Richard LI Tzar-kai BT 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen TREESE 0.3 - - - - 0.3
Mr. Stephen Charles LI Kwok-sze ~ ZEI{t 44 0.2 - - - - 0.2
Dr. Isidro FAINE CASAS BEERT 03 - - - - 03

Independent Non-executive

Directors BUFHTES
Dr. Allan WONG Chi-yun BTMREL 0.4 - - - - 0.4
Mr. WONG Chung-hin =EEEE 0.3 - - - - 0.3
Dr. LEE Shau-kee FEEBL 0.3 - - - - 0.3
Mr. Winston LO Yau-lai BRERAE 0.4 - - - - 0.4
Mr. Thomas KWOK Ping-kwong ~ SBIlIT 54 0.3 - - - - 03
Mr. Kenneth LO Chin-ming ERGRER S A 0.3 - - - - 03
Mr. William DOO Wai-hoi HEERE 03 - - - - 03
Mr. KUOK Khoon-ean BIEEE 0.3 - - - - 03
Mr. Valiant CHEUNG Kin-piu REEZES 0.4 - - - - 0.4

5.4 8.6 11.1 9.2 0.7 35.0
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Salaries,
allowances Retirement
Directors’ ~ and benefits  Discretionary Share scheme 2009
fees in kind bonuses options  contributions Total
e 2H
ik REME BiETEA AR RGBT o
HK$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET  A¥EET  A%EEx  A¥asn B%eEr  A¥EER
Chairman and Chief Executive EEF{THAR
Dr. The Hon. Sir David LI Kwok-po ZHEEH+ 0.5 84 254 23.0 0.5 57.8
Executive Director YTES
Mr. Joseph PANG Yuk-wing * TERREE - 1.0 - 45 - 55
Non-executive Directors FHITES
Prof. Arthur LI Kwok-cheung FEEHR 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing TRELE 03 - - - - 03
Dr. William MONG Man-wai SRERL 0.2 - - - - 0.2
Tan Sri Dr. KHOO Kay-peng TR ARG+ 02 = - = = 02
Mr. Richard LI Tzar-kai By 0.2 = = = = 0.2
Mr. Eric LI Fook-chuen FRaik 03 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZEft 54 02 - - - - 0.2
Dr. Isidro FAINE CASAS ERERL 0.1 - - - - 0.1
Independent Non-executive
Directors BUFHTES
Dr. Allan WONG Chi-yun BEYMEL 03 - - - - 03
Mr. WONG Chung-hin EEELE 03 - - - - 03
Dr. LEE Shau-kee /S 02 - - - - 02
Mr. Winston LO Yau-lai BREEE 03 - - - - 03
Mr. Thomas KWOK Ping-kwong ~ SB/E/T 64 0.2 - - - - 0.2
Mr. Kenneth LO Chin-ming SRIRBRCAE 0.3 - - - - 0.3
Mr. William DOO Wai-hoi HEEEE 03 - - - - 03
Mr. KUOK Khoon-ean PHLEEE 03 - - - - 03
Mr. Valiant CHEUNG Kin-piu REELE 04 - - - - 04
48 9.4 254 27.5 0.5 67.6

*  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).

Included in the above remuneration were share options granted to Executive

Directors under the Bank’s Staff Share Option Schemes. The details of these

benefits in kind are disclosed under the paragraph “Information on Share Options”
in the Report of the Directors and Note 36.

* EERKEENBE R EMIE2009F 1A 1H
FE2009F 44150 HHETHITEEZ BB

(B1ERRIER 2 FEE) -

EiMeemRTESREATHNERRR
FHEIER TR - BRI EEY RSN
BHNESEREEN RBREER | KRR

MizE36/ ©
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2010 2009

HK$ Mn HK$ Mn

BEEHET B E BT

Salaries and other emoluments e REMOME 21 20
Performance-related bonuses FRIRAEBNEAL 20 39
Share options RN HE 21 50
Pension contributions RIRE R 2 1
64 110

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

SEFHMREMNESNSEBEMNT

2010 2009
Number of Number of
employees employees
BEAH EEAH

HK$ &%
8,500,001 — 9,000,000 4 -
12,000,001 - 12,500,000 - 2
13,500,001 — 14,000,000 - 2
30,000,001 - 30,500,000 1 -
57,500,001 — 58,000,000 - 1

Included in the emoluments of the five top-paid employees were the emoluments
of 1 (2009: 1) Director. Their respective directors’ emoluments have been included
in Note 17 above.

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 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.

SEH &= K EE R BIE 11120095 : 147)
EE o MMIMEEE 2R Bl 17 -

REBEEDRERHER - MR hEB
KRR AR © D EFE R 53R 8 A B E

BRI AEENZRSEREEBERERIELR
iﬁﬁﬁﬁ’])ﬁf%*@(ﬁ’] o REEHFHRIAT £
Er] RO 2P - LB DB ARBIFELTH
AIPER D EBAT ©

(a) EXEDEL

REEEYHA T CERT RS A -

BAARTEREBEETBZDITEE  AAET
MERTT - HBEN  RBERAREARE
& o

CERTEERAEBEZLEFRRRER
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Business segments (continued)
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 the back office unit for China operations in Hong Kong,
all branches and subsidiaries in China, except those subsidiaries carrying out
corporate services, data processing and other back office operations and associates
operated in China.

Overseas operations include the back office unit for overseas operations in Hong
Kong, 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 operations, investment properties, bank premises, the net
results of associates and other subsidiaries in Hong Kong.

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 assets 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 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.

(a) &

EEA )
MEMSBEEET M EBERESEE -

HEERERRRETETEZILARITESR
MIEHEE -

TEEBEEREIETREBOEDE
i - ERENSTRIBAR - BFRIEE
FEERERBEMEREE R MEHE
EZMBAR » AREHBIEENEERT -

IW%?}%@%E%%iT&’I REBNREE
BRI RMB AR ETREEEI
zmﬁ%ﬁwzmg T C A REBIMNEE

o)l gN

TCERBEEARWERY REELRE
IR - MEEFEERIEFERE -

HuEXBEERRER  BEG@NE
% BEERBZERHEM REME 17
i BEARMNFRAREMGETEZWNE

G

EFEOBRARSED HENERE - &
EONRRTREEBREBATEREETR
BRE-—AEROMZEE - BERERE

BREEE N A2 - BERBEEREME
EBEN  DUEEREMEENEE(WE
%Mﬁ*ﬁﬁﬁgﬁﬁﬂég HEEBEELE

BERERNSBOER R EREM
EL@ °

WA HREES BMELNMERER
MEBEBA - RAEBY BB HEA
BEREMSMELZITEXBHAIET
AERDE 2 EBRA RS KT N EIEEE
ZHpE N R EEB TE S S E G 2 WA
Xt o B BEAKALL - B — D EBER S
BTFm—08 BRAFTEE UARFEE
A o

BEWREBBRAEMNO D BERS - BED

BURA(BES#EZER) - FEXH - 3

% HHTOREIRRMEEH BEZI
BOREENEESERNTRETERE -

/\_g
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B & (4R

Net interest incomel(expense) — EHIEMA /(L) 2,011 1129 276 192 3,462 bt} 2 1815 (n) - 1583
Non-interest income FHEMA 529 210 19 259 535 M 864 2117 1,116 (250) 3,583
Operating income BEWA 2,540 1399 295 451 3,997 984 866 10,532 844 (250) 11126
Operating expenses EET (1383) (138) (108) (125) (2,566) (516) (566) (5,362) (1,792) 250 (6,904)

Operating profitloss) before  AABHEERZ

impairment losses TR/ (B8) 1197 1.261 187 326 1431 468 300 5,170 (948) - 422
Impairment losses on loansand - EF LB REMER
advances and other accounts  #EERK (25) (53) - (6) (12) (184) 0] (284) U] - (285)

Impairment losses on avallable- A/ HESBERER
forsale financial assetsand ~ EZFERE 2

associates HERE - - - - - - - - ) - )
Write back of impairment losses
on bank premises PHEEREEE - - - - - - - - 2 - 2

Operating profitiloss) after ~ BHRBEER%Z
impiment oses SEEN/(EE)wm s om0 w9 om0 %6 48| () -

Profitloss) onsale of fied ~ HEEFEAE - Wit
assets, available-for-sale LECHAR -
financial assets, held-to- HEIHRE
maturty investments, loans ~ EZAEUEAR
and receivable and subsidiaries'  KiBAF/BEAR

associates ZaFl/ (BB () (1) 145 - 8 1 9 157 310 - 47
Valuation gains on investment

properties EfERENFRA - - - - 2 2 - 4 m - 426
Share of profts less losses of B2 R 1R

associates Fig - - - - - - - - 341 - 34
Profit before taxation BRanas 1,167 1,207 332 320 1429 27 305 5,047 103 - 5,150
Depreciation for the year ERE (67) (1) (4) 0] (268) (30) (17) (389) (192) - (581)
Seqment assets PHEE 50433 107211 125782 13168 20414 4597 2765 | 565,704 7764 (62848 530620
Investments in associates BENAIRE - - - - - - - - 3573 - 35713
Total assets EEBE 50,433 107,211 125,742 13,168 220414 45,97 2,765 565,704 31,337 (62,848) 534,193
Totalliabllities BELE 243,264 4,761 30,315 15827 201,609 37427 126 533,929 9,255 (57,634) 485,550

Capital expenditure incurred
during the year EENERER 68 2 6 4 553 i 29 691 256 - o7
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NOTES ON THE ACCOUNTS (CONTINUED)

BRIE B 5L (48)

19.SEGMENT REPORTING (CONTINUED) 7 ZB$R & (@)

Net interest incomel(expense)  EHIEMA /() 1972 764 428 147 2,974 740 1 7,026 (279 - 6,47
Norvnterest incomel(expense) ~ FERIEAA /(3218 463 646 (208) 195 45 354 816 2718 955 (23) 3441
Operating income BEHA 2435 1410 220 342 3,426 1,094 817 9,744 676 (32 10,188
Operating expenses mag (1,341) (114) (129) (107) (1,975) (529) (512) (4.707) (1,654) 232 (6,129)
Operating profitlloss) before ~ RABRRERRZ

impairment losses @R /(58) 1,094 1.2% 91 235 1451 565 305 5,037 (978) - 4,059
(Charge forWrite back of ~ EFREFREMER

impairment losses on loans and &R (%)

advances and other accounts [ (70) (46) B (12) 2 977) 6 (1,093) (12) - (1,105)
Impairment losses on avallable- - Tt EABEER

for-sale financial assetsand ¥ ZFIEHEE L

held-to-maturity investments Bl - - 0) = = = - 0 (14 - @)
Impairment losses on bank

premises bAERR = = = = = = = = (13) = (13)
Operating profitlloss) after 2 HIEERKEZ

impairment losses BT/ (Bi8) 1,024 1,250 79 3 1472 @12) 299 3935 (1,017) - 2918
ProfitLoss) onsale of fied ~ HEEFAE - ALt

assets, available-for-sale HESREE

financial assets, held-to- FEIERE

maturity investments, loans — EFFIEKEER

and receivable and subsiciaries/  HBAF /LR

assodiates it/ (B8 B = 16 - 2 1 - 3% I B 108
Valuation gains/losses)on ~ EfERENERF|/

nvestment properties (&8) - - - - 7 B - 4 20 - 206
Share of profitsless losses of ~ FEfH S ATFH

associates B - - - - - - - - 264 - 264
Proft(Loss) before tavation  BEtATIER]/(B) 1,021 1,250 % Pk} 1,501 (414) 299 3975 (479) = 349
Depreciation for the year R (70) (1 B) 2 (186) (29 (17) (308) (204) = (512)
Segment assets PHEE 44,005 66,998 132,107 7359 155,555 49,268 3,540 458,832 19,970 (47,335) 431,467
Investments in associates BENTRE - - - - - - - - 2615 - 2,615
Total assets EERE 44,005 66,998 132,107 7359 155,555 49,268 3,540 458,832 22,585 (47,335) 434,082
Total liabilities BfEEE 208,366 582 24,824 14,719 138,536 40873 1,645 429,545 6,604 (41,802) 394,347
Capital expenditure incurred

during the year EENEREY 54 - 4 1 3,182 624 3 3,897 66 - 3,963




*  The figures of 2009 have been restated due to the change in the presentation of
information for reporting to the Group’s most senior executive management for the
purposes of resource allocation and performance assessment with effect from 2010.
Changes in grouping were made to certain subsidiaries incorporated outside Hong Kong
and certain supporting units operating in Hong Kong, which were formerly grouped based
on geographic location of the legal entity or operation. In 2010, they were regrouped
according to the cluster of cash generating units to which they relate.
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* H20109F 1 - BERTAEBGREEEE
1ERA R IR RB V497 BV A3 77
REHNE - BRI2009F 5 B EH B9 BB
FEEER - LUfE - BTG B
RAIREBBHE G EEMIREFANERE
ZFTTEHE B 3 B B (E 777 » FE2010%F -
R E LR 2 BT 2 £ E B MBS

(b) Geographical segments (b) &5 &

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.

RED B ENRREMNBARNEEE
BREME - IMATTME - RIREARS
REIHEEARZ DT TS D

2010
People’s Inter-
Republicof  Other Asian segment
Hong Kong China Countries Others  elimination ~Consolidated
hE Hit 2HEz
BB  ARHANE EHER Hity R REBR
HKS$ Mn HKS Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn

BEEEL EREER  EWEER

EREET EWEEST  EWEAR

The Group %8
Operating income AN 6,573 4,054 577 906 (984) 11,126
Profit before taxation BT AR A 2,891 1,506 581 172 - 5,150
Total assets BELSR 341,115 220,761 22,633 31,407 (81,723) 534,193
Total liabilities aEEE 303,551 201,658 18,393 23,496 (61,548) 485,550
Contingent liabilities and
commitments FARME RkdE 56,882 52,544 3,875 4,577 - 117,878
Capital expenditure
during the year FENERHZ 352 553 14 28 - 947
2009 (restated) E
People’s Inter-
Republic of Other Asian segment
Hong Kong China Countries Others elimination  Consolidated
hE Hith DEEZ
B ARHAE DMEIR =) RHEH GREE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

EERET  B%AET  BRAEER

E¥BET  B¥AET  ANAEER

The Group %
Operating income TEWA 6,509 3,479 585
Profit/(Loss) before taxation BRBALER/ (BE) 1,932 1,59 163
Total assets BESS 287,223 155,881 19,369
Total liabilities afEeE 255,389 138,668 16,210
Contingent liabilities and

commitments AR B NRIE 57,919 23,262 3,111

Capital expenditure
during the year FERNERRZ 157 3,182 618

883 (1,268) 10,188
(195) - 3,496
34,708 (63,099) 434,082
26,904 (42,824) 394,347
2,946 = 87,238
6 = 3,963
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

20.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 43(c))
RERAERTMEMEBMEBENET (HE430)

Cash in hand Be 1,213 1,101 699 706
Balances with central banks FErhRIBITHETR 24,638 15,813 1,114 736

Balances with banks and other financial
institutions ERITHEMEBEENET 22,442 12,798 15,995 11,085
48,293 29,712 17,808 12,527

21.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 43(c))
HR1TR H & mEEN TR (EE430)

Placements with banks and authorised

institutions TER1T IR & BRI 7R 57,955 67,638 39,810 61,894
Placements with other financial
institutions EEMSRERNTR 242 307 164 =
58,197 67,945 39,974 61,894
Maturing 3 ERERR
— within one month -1fEAR 49,548 35,006 37,232 31,895
— between one month and one year - 1A E14ER 8,649 32,939 2,742 29,999
58,197 67,945 39,974 61,894

22.TRADE BILLS E S5 =i

Gross trade bills Z5ERETE 18,548 1,847 4,166 861




The Group £

2010

REHRTERDA

2009

HK$ Mn BEEET HKS Mn BEEET

2010 F R

The Bank 17

2010

171

2009

HKS Mn B¥EET HKS Mn BEEET

Treasury bills (including Exchange

BEES (BRINEESRR)

Fund Bills) (Note 43(c) (H43(c) - 34 - -
Debt securities (Note 43(c)) EBES(Wit43(c) 2,411 3,090 1,295 904
Equity securities RinESH 1,502 1,429 1,502 1,374
Investment funds REES 194 201 193 201
Trading securities RHFEES 4,107 4,754 2,990 2,479
Positive fair values of derivatives MAETANTEATE

(Note 42(b)) (Wit 42() 1,738 968 1,206 845

5,845 5,722 4,196 3,324
Issued by: BITHES

Central governments and central banks  # R E A 4517 59 1,857 289 -

Public sector entities NERE 22 299 10 299

Banks and other financial institutions ~ $R47 R E b4 RIS 1,066 1,093 855 716

Corporate entities hEER 2,229 1,492 1,643 1,451

Other entities HinEee 194 13 193 13

4,107 4,754 2,990 2,479

Analysed by place of listing: BRI :
Listed in Hong Kong EEELD 1,484 1,484 1,484 1,428
Listed outside Hong Kong EARBNIMNER Eh 1,07 574 1,07 574
2,555 2,058 2,555 2,002
Unlisted EET 1,552 2,696 435 477
4,107 4,754 2,990 2,479
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NOTES ON THE ACCOUNTS (CONTINUED)
BRI BT & (4R

24.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EERABBRRURRAFEENESREE

Debt securities (Note 43(c)) BB EF(H243() 15,989 10,043 15,989 10,035
Equity securities D5 203 349 203 349
16,192 10,392 16,192 10,384
Issued by: BITHE
Central governments and central banks — H R TR 1R 1T 531 235 531 235
Public sector entities DEHRE 175 177 175 177
Banks and other financial institutions 847 R Efh & Rk 8,032 4,338 8,032 4,330
Corporate entities rEER 7,454 5,642 7,454 5,642
16,192 10,392 16,192 10,384
Analysed by place of listing: & EmE A
Listed in Hong Kong EEA LM 3,695 2,946 3,695 2,946
Listed outside Hong Kong ERBNIMNLE T 7171 4,003 7171 3,995
10,866 6,949 10,866 6,941
Unlisted JEET 5,326 3,443 5,326 3,443

16,192 10,392 16,192 10,384




(a) Advances to customers and other accounts
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(a) EFERREMIRE

The Group £
2010 2009
HKS Mn B%EET HKS Mn BB EET

The Bank 817
2010 2009

HK$ Mn BB EET HKSMn BEEET

() Advances to customers EFER 297,044 247,654 185,213 143,374
Less: Impairment allowances W OREEES
- Individual — &5l (282) (534) (226) (499)
- Collective - B (819) (811) (654) (678)
295,943 246,309 184,333 142,197
(i) Other accounts HABRIE
Advances to banks and other
financial institutions * BITRHEMSRBIEE T * 1,320 678 844 583
Notes and bonds = - 65 - 61
Certificates of deposit held
(Note 43(c)) FANEREH43(0) 39 39 39 39
Accrued interest e TR 2,206 1,313 1,294 951
Bankers acceptances RITAHER 14,583 7,976 253 203
Other accounts HiBRE 5,990 5,463 4,303 4,565
24,138 15,534 6,733 6,402
Less: Impairment allowances W OREEE
- Individual — @RI (38) 31) (3) (3)
~ Collective -BE (3) ©) - -
24,097 15,494 6,730 6,399
320,040 261,803 191,063 148,596

*

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, 2010, the fair value of financial assets
accepted as collateral that the Group is permitted to sell or re-pledge under such

The above advances to banks and other financial institutions include:

terms is Nil (2009: Nil).

*

& T
AEEfRE
12A318 - BREZKERASETLERH

KU ERITREMEBEEEAXER -

RE BB ik 2 AR - IRIEZ B E A S
EERKIGERERBENZEBRT

=K

ISEEA

FTFEMAL - R20106F

ERNEMEEZ A FEERE(2009F :

&) -
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

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

(b) Impairment allowances against advances and other accounts for  (b) 20105 B3 &% H 1 8R1E > FE %%
2010

At st January MA1B 534 811 31 9 565 820
New provisions charged to income Ui A1 30 27 5

statement (Note 11) (Frat11) 451 86 12 ™ 463 79
Net provisions released back to B EIZEF HEE %4

income statement (Note 1) (Fist11) (235) - 0] - (236) -
Amounts written off Gk (507) (84) (6) - (513) (84)
Recoveries (Note 11) WemEE (A2 11) 51 - - - 51 -

Bk 4

Effect of discounting (Note 4) (Fit4) 21 - - - 21 -
Exchange adjustments Rk 9 6 2 1 1 7
At 31st December ®12A318 282 819 38 3 320 822

At 1st January ®1A1H 499 678 3 - 502 678
New provisions charged to income

statement WK A SRR 378 49 - - 378 49
Net provisions released back to

income statement B B AR (207) - - - (207) -
Amounts written off b6zt (481) (80) - - (481) (80)
Recoveries lqEk] 46 - - - 46 -
Effect of discounting SHERMN S 2 (20) - - - (20) -
Exchange adjustments 0 1 A% 1 7 - - 1 7

At 31st December M12A318 226 654 3 - 229 654
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

(b) Impairment allowances against advances and other accounts for  (b) 2009F & Fi & E b 8R 18 = 5B &
2009

At st January MA1B 523 521 23 9 546 530
New provisions charged to income U5 A1 S 6037

statement (Note 11) (Hrat11) 813 420 14 (1) 827 419
Net provisions released back to BBz FK AR EFE

income statement (Note 11) (Bist11) (98) - 3) - (101) -
Amounts written off bz (743) (138) ) - (747) (138)
Recoveries (Note 11) WesIgE (it 11) 65 - 1 = 66 =
Additions through acquisition of

subsidiaries BANBARAEE - - - 1 _ 1

STEFNY 2

Effect of discounting (Note 4) (Fist4) (40) - - = (40) -
Exchange adjustments B 53 A% 14 8 - - 14 8
At 31st December M2A31H 534 811 31 9 565 820

At 1st January M AR 438 392 = = 438 392
New provisions charged to income

statement W RN BEAEE 752 407 3 = 755 407
Net provisions released back to

income statement B aROERFE (81) - - - (81) -
Amounts written off shEE (641) (128) = - (641) (128)
Recoveries k] 57 - - - 57 -
Effect of discounting SHERMN S E (38) - - - (38) -
Exchange adjustments 0 5 A% 12 7 - - 12 7

At 31st December ®12A31H 499 678 3 - 502 678
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(c) Advances to customers — by industry sectors () EFER - RITEDE
The analysis of gross advances to customers and the percentage of secured RITESENEFPEREERGERERD
advances by industry sector is based on the categories and definitions used by the BOLLREREESRMEE B ANER
Hong Kong Monetary Authority. MER -
2010 2009
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH HERERN
et B BB At
HKS$ Mn % HK$ Mn %
BERET BRX BERET ERES
The Group £8
Loans for use in Hong Kong TERRERNER
Industrial, commercial and financial TESHE
— Property development - MEER 10,245 60.04 8,790 60.42
— Property investment -MERE 40,697 92.44 33,532 93.71
— Financial concerns - SRGE 6,169 75.47 3,759 79.47
— Stockbrokers - REER 453 84.53 690 14.41
~ Wholesale and retail trade -HEETEX 4,710 40.62 3,102 66.50
- Manufacturing - Bl 4,876 50.28 2,094 56.10
— Transport and transport equipment - 188 RiE % R 4,461 71.56 3,808 79.08
- Recreational activities - IREEH) 88 16.47 100 44.95
- Information technology - BiRH 566 57.15 328 1.54
- Others - Hft 4,885 55.71 5,058 61.27
~ Sub-total - gt 77,150 71.37 61,261 80.34
Individuals EA
— Loans for the purchase of flats in
the Home Ownership Scheme, -BEIEEEEE NS
Private Sector Participation [LAZRERE R
Scheme and Tenants Purchase [HEBEREEF
Scheme MER 1,611 100.00 1,532 100.00
— Loans for the purchase of other
residential properties - BEAMAEMENER 30,130 99.99 25,199 99.87
~ Credit card advances -ERATER 3,087 0.00 2,675 0.00
- Others - Htt 13,570 73.38 12,739 77.90
~ Sub-total - gt 48,398 86.15 42,145 86.89
Total loans for use in Hong Kong EEBERNEDREE 125,548 80.76 103,406 83.01
Trade finance BHmE 9,554 46.03 2,546 53.75
Loans for use outside Hong Kong* TEBRBLAIME R B 161,942 72.16 141,702 75.76
Total advances to customers REEZER 297,044 74.95 247,654 78.56
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EBBLIMEAEEAXBEULTHEREAR
HAEEFAHEL
2010 2009
% of secured % of secured
Gross advances advances Gross advances advances
BEAERN HERERN
EXBE B Bz ApL
HKS$ Mn % HK$ Mn %
BERET BRXE BERET ERES
Property development MERRE 24,732 52.19 13,762 71.12
Property investment MERE 22,722 89.55 24,153 86.36
Wholesale and retail trade HEETEL 17,835 88.23 19,612 95.16
Manufacturing EDEES 9,731 51.77 7,322 48.94
Others Hith 47,628 73.16 39,016 69.86

122,648 72.46 103,865 77.16
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2010 2009
% of secured % of secured
Gross advances advances Gross advances advances
BEAERN BEAERN
ExneE BAL EEE BAL
HK$ Mn % HK$ Mn %
BEEER BAR BERET BAX
The Bank 1T
Loans for use in Hong Kong ERRERNER
Industrial, commercial and financial TEcR
— Property development - MEER 10,235 60.10 8,780 60.48
- Property investment - MERE 40,572 92.42 33,417 93.69
— Financial concerns - SROE 6,168 75.48 3,758 79.48
— Stockbrokers - RRaEL 452 84.53 639 14.41
— Wholesale and retail trade - HEERTEX 4,652 39.88 3,057 66.01
- Manufacturing - BlER 4,831 49.82 2,066 55.48
~ Transport and transport equipment - B EEH R E 4,461 71.56 3,808 79.08
— Recreational activities — IRETE 88 16.47 100 44,95
~ Information technology - EFBHR 563 56.87 328 1.54
- Others - Hft 4,212 48.63 4,798 59.17
- Sub-total -/t 76,234 77.12 60,801 80.21
Individuals A
- Loans for the purchase of flats in
the Home Ownership Scheme, —BE [EEZEHREE] -
Private Sector Participation [FAZEEEE] &
Scheme and Tenants Purchase [AEEHEE] BF
Scheme MER 1,611 100.00 1,532 100.00
— Loans for the purchase of other
residential properties - BEEMEENENER 30,077 99.99 25,155 99.87
~ Credit card advances -EATER 3,087 0.00 2,675 0.00
- Others - Hfth 12,396 73.06 11,945 78.05
- Sub-total —INEt 47,171 86.37 41,307 87.10
Total loans for use in Hong Kong EERBERNER AR 123,405 80.65 102,108 83.00
Trade finance Z5E 7,798 38.22 2,309 52.08
Loans for use outside Hong Kong* EEBUIMERRNET* 54,010 53.59 38,957 56.27
Total advances to customers REERESE 185,213 70.98 143,374 75.24
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * EBEBUIMERR B AEU TEREAR
HFEIEFFRIEH ©
2010 2009
% of secured % of secured
Gross advances advances Gross advances advances
BEAERH HERERH
ERaE Bl ERas AR
HKS$ Mn % HK$ Mn %
AYEER ERES BEEET AnX
Property development MELRE 10,122 6.95 3,109 12.16
Property investment MERE 1,893 70.86 1,316 65.82
Wholesale and retail trade HEBRTEE 830 95.31 m 9.88
Manufacturing LS e 1,893 52.64 1,541 53.92
Others Hit 3,080 8.42 2,992 10.65
17,818 22.97 9,069 26.52
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(c) Advances to customers — by industry sectors (continued) () BEFER - ITED @)
Individually impaired loans, as well as relevant information, in respect of industry NTRIATES BRI EEFERLERED 2+
sectors which constitute 10% or more of total advances to customers are as P ERERF - EERIRENER - UK
follows: HEAERDT

The Group £ The Bank 4T
2010 2009 2010 2009
HK$ Mn HKS$ Mn HK$ Mn HK$ Mn
BEEER AEABT BYEEER BEEET
() Property development ) MERE
a.  Individually impaired loans a. BEFFENER 528 805 487 m
b. Indiidual impairment allowance b {ERIFEERE 58 50 48 37
¢ Collective impairment allowance ¢, BEREERE 64 83 48 70
d. Provision charged to income d. RERXHEN
statement %f
— individual impairment loss - [ERIREEX 169 324 169 316
— collective impairment loss - BERERX 2 61 16 57
e. Written off e. HitE 114 272 112 71
(i) Property investment (i) MERE
a.  Individually impaired loans a. BEAFENER 441 309 209 129
b.  Individual impairment allowance b ERIFEERE 67 29 24 16
. Collective impairment allowance ¢ BEREERE 266 212 192 153
d. Provision charged to income d. REERZHEN
statement i
— individual impairment loss - [ERREER 87 60 32 39
~ collective impairment loss - BEREEL 82 119 62 83
e.  Written off . 27 52 7 21

(iiiy Loans for purchase of residential (i) BEEMETHEL
o

properties 5 s
a.  Individually impaired loans a. BERRENER 102 135 94 125
b. Individual impairment allowance b, {ERIEIEREE - = - =
¢ Collective impairment allowance . BENEEE 46 32 a4 30
d. Provision charged to income d. REEFRXHEN
statement P
— individual impairment loss - ERIAERL 3 1 1 1
~ collective impairment loss - BEHERX 2 23 19 2
e. Written off e HisH 3 1 1 1
(iv) Wholesale and retail trade (v BBETEZ
a.  Individually impaired loans a. BERFENER "7 310 94 290
b.  Individual impairment allowance b {ARIFEERE 43 162 43 162
Collective impairment allowance ¢ BEFEER 76 58 58 39
d. Provision charged to income d. RRERXHEN
statement %f
- individual impairment loss - [ERIRERX 35 185 35 184
— collective impairment loss - BERERX 2 21 18 17

e Written off e HisH % 131 9% 121
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

(d) Advances to customers — by geographical areas d) BEFEXR - REESE
The information concerning the breakdown of the gross amount of advances to EEEREERBARKBEENSE  2IEE
customers by countries or geographical areas is derived according to the location THUFHAEN  WEBEREBRRE
of the counterparties after taking into account any transfer of risk. In general, such Zo— M  HEZRMERESTIER
transfer of risk takes place if the claims are guaranteed by a party in a country SUFRREMHBERN —FER - k&R
which is different from that of the counterparty or if the claims are on an overseas HEITYH RS EBITHIEIIND 1T » MZET
branch of a bank whose head office is located in another country. HBINERITIERNRI I EFHEER - @

RE#RSH—ARRERIS—EER -

Hong Kong B 145,109 183 337 77 284
People’s Republic of China PEARLA 118,898 53 222 27 145
Other Asian Countries EZMER 12,061 55 101 62 149
Others Hit 20,976 105 932 116 241
Total A% 297,044 396 1,592 282 819
% of total advances to customers FEFPERBENES L 0.54%

Market value of security held against
impaired advances to customers REETEARNE 3,223

Hong Kong B 121,538 217 407 103 299
People’s Republic of China R NREAE 93,084 177 373 34 86
Other Asian Countries EZMER 10,103 213 382 247 178
Others Hith 22,929 284 1,286 150 248
Total k) 247,654 891 2,448 534 811
% of total advances to customers ERFPEFEENBNL 0.99%

Market value of security held against
impaired advances to customers REETERARNE 4,839
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NOTES ON THE ACCOUNTS (CONTINUED)

AR IR B 5 (48)

25. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (conTinueD) ZEE B R HMERE @)

(d) Advances to customers — by geographical areas (continued)

(d) EFER - BESZ B @)

Hong Kong B 128,124 161 303 66 264
People’s Republic of China EARLANE 30,691 10 173 27 63
Other Asian Countries EthZMER 10,786 55 101 62 148
Others Hih 15,612 90 691 " 179
Total fat] 185,213 316 1,268 226 654
% of total advances to customers HEEEFABNE DL 0.68%
Market value of security held against

impaired advances to customers REETEERTE 2,733

Hong Kong a5 103,784 185 357 87 278
People’s Republic of China FEARLNE 16,419 23 207 33 26
Other Asian Countries HibZMER 9,021 213 381 246 177
Others Hity 14,150 270 1,166 133 197
Total k) 143,374 691 2,111 499 678
% of total advances to customers EREEREENE D, 1.48%
Market value of security held against

impaired advances to customers RESTERRTE 3,048

Impaired loans and advances are individually assessed loans with objective evidence
of impairment on an individual basis. The above information by countries or
geographical areas is derived according to the location of the counterparties after
taking into account any transfer of risk.

There were no impaired advances to banks and other financial institutions as at
31st December, 2010 and 31st December, 2009, nor were there any individual
impairment allowances made for them on these two dates.

AR R R B2 R R R B ERE &
AERFHEMER - R ERERKEHD R
HMER - BREXSHFOMELY DR
BRERRER -

M20105F12 A31H %2009 12 A318 » R
TREMSBEENERP I EREER
IMERZE B IR B AR E2EME -
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B & (4R

(e) Advances to customers — net investment in finance leases (e) EFEXR—BEHENFRERE
Advances to customers include net investment in equipment leased under finance EEERBENREEERAT L%
leases. The total minimum lease payments receivable under finance leases and their REREHERKNNRERENREE X
present values at the year end are as follows: HBEWT :

Amounts receivable: JEURERK :
Within one year 1EMA 1,045 137 1,182 1,004 116 1,120
After one year but within
five years VELAEESER 1,391 201 1,592 1,100 186 1,286
After five years S5ELE 2,096 272 2,368 1,729 265 1,994
4,532 610 5,142 3,833 567 4,400
Less : Individual impairment
allowances w : ERIREERS (6) (10
Net investment in finance leases AR EHFRER 4,526 3,823
The net investment in finance leases is carried on the statement of financial BVE T R F IR A B AR e ARET A BT B
position as a receivable. No accrual is made for the interest income relating to MK - B I FERT AR AFERE T SN o

future periods.



182

The Bank of East Asia, Limited | Annual Report 2010

The Group £
2010 2009
HKS Mn A% EET HKS Mn BEEET

The Bank 17
2010 2009
HK$ Mn ¥ EET HKS Mn BEEET

Treasury bills (including Exchange Fund BB &S (BIEIMNEELERE)

Bills) (Note 43(c) (H#430) 6,744 5,425 6,704 5,364
Certificates of deposit held (Note 43(c) #8755 (H7:743(c) 2,152 972 1,345 595
Debt securities (Note 43(c)) B ER(H#43() 29,271 22,599 11,911 11,990
Equity securities RRAE S 2,290 1,810 982 909
Investment funds REREE 322 77 220 77

40,779 30,883 21,162 18,935
Issued by: BT

Central governments and central banks  # R EFFAIT 4817 11,882 12,787 8,244 6,416

Public sector entities NEHE 3,726 236 1 =

Banks and other financial institutions ~ $f/7R E b & Bl 14,861 14,199 9,872 10,649

Corporate entities prEE 10,016 3,584 2,825 1,793

Other entities HinEE 294 77 220 77

40,779 30,883 21,162 18,935

Analysed by place of listing: R ETTE DA
Listed in Hong Kong BB LM 2,249 1,957 1,565 1,495
Listed outside Hong Kong EERNMLE T 6,545 5512 4,136 3,986
8,794 7,469 5,701 5,481
Unlisted El il 31,985 23,414 15,461 13,454
40,779 30,883 21,162 18,935
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B & (4R)

27.HELD-TO-MATURITY INVESTMENTS (NOTES 43()) £Z2H&RE (MzE43(0)

Treasury bills (including Exchange Fund

Bills) BEEH(DENEELER) 64 189 64 112
Certificates of deposit held FENERE 1,288 2,245 1,106 1,584
Debt securities BEEES 4,362 4,843 2,596 3,144

5714 7,277 3,766 4,840
Less: Impairment allowances W OREES - (38) - (38)

5714 7,239 3,766 4,802
Issued by: BATH -

Central governments and central banks  F R E A R 4717 1,506 1,510 1,506 1,506

Public sector entities NERE 455 621 172 276

Banks and other financial institutions 8817 % ELth & RRIE 2,897 4,328 1,737 2,629

Corporate entities TEER 856 780 351 391

5714 7,239 3,766 4,802
Analysed by place of listing: B MR
Listed in Hong Kong ERE LM 948 952 824 848
Listed outside Hong Kong ERBNIMNE W 2,548 2,984 1,861 2,263
3,496 3,936 2,685 3,111
Unlisted JEET 2,218 3,303 1,081 1,691
5714 7,239 3,766 4,802
Fair value: ATEE:
Listed securities tmESH 3,614 3,998 2,750 3,150
Unlisted securities FLEMESH 2,237 3,320 1,086 1,696
5,851 7,318 3,836 4,846
Movement of impairment allowances RIEEENE B

At 1st January ®1A18 38 107 38 107
Charge for the year FEEAH - 9 _ 9
Write-off WisH (38) (78) (38) (78)

At 31st December W12A318 - 38 - 38
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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:

BFoBRUMHEESRERE

20091 A1R - BEEC T EHAEE Y
AHHESREEREZIHANE MM
5o BIRMEHE - BEERTMMAEEEDN
ERMENFBEEINHA - Bt - EHAE
HAELERBIEN S EAREIE - RE
MABAMENSENSBENT

Carrying amount
on 1st January, 2009

7#A2009F181H8
HERE{E
HK$ Mn
BEEET

Reclassified from available-for-sale debt securities ~ EHFHIEE A fHHEBEHKES
Listed in Hong Kong EHEELT (83)
Listed outside Hong Kong FERBLIMEE EH (229)
Unlisted LM (364)
(676)

Reclassified to held-to-maturity securities BN ABEIHES

Listed in Hong Kong wEE L™ 83
Listed outside Hong Kong EBBUIMERE L/ 229
Unlisted JE 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$18.5 million (2009: HK$19
million).

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. The net unamortisation during the
year was HK$0.5 million (2009: HK$3 million).

FEALEREAFEEZESMELNAE
RBEBERESHREANER

SRHE8H & 1 5 18 % 58 R 8 15 18,500,000 7T
(20094 : 7#%19,000,0007T) °

BRI EM S EREN KRB HEHS(ERANE
BRAARN R A REEIRENHGRE
HERSEEADE - FEABENSERE
#500,0007T (20094F : %&%3,000,0007T) °
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The Bank 81T
2010 2009
HKS$ Mn HK$ Mn
AY¥EBT BERSET
Unlisted shares, at cost LTRSS (RE) 13,952 13,690
Less: Impairment allowances B BB (233) (233)
13,719 13,457
The following list contains only the particulars of subsidiaries which principally NTHREADEHAEENES BERE
affected the results, assets or liabilities of the Group. The class of shares held is BEEATENNBLAR - WERG B LB
ordinary. B
Details of these companies are as follows: LEEARRFBEAT ¢
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
AR EE EEIR R & 3 4t B ERTRBRKRA RBTEER AERERGES EBEE
Ample Delight Limited Hong Kong HK$7%&#450,000,0007T 100% Investment holding
EBARAA] B BEER
Bank of East Asia (Trustees) Hong Kong HK$7%150,000,0007T 100% Trustee
Limited 5 {EFTARS

RERITIEFRERAF

BEA Life Limited Hong Kong HK$7%&#500,000,0007TC 100% Life insurance
REASRBRERAT B AR
BEA Pacific Asia Limited Hong Kong US$13,000,000% 7T 100% Investment holding
B BEER
Blue Cross (Asia-Pacific) Insurance  Hong Kong HK$7#%750,000,0007C 100% Insurance
Limited BE R

E+F(ER)RRERIA

BEA Union Investment Hong Kong HK$#£374,580,0007T 51% Asset management
Management Limited B BEER
R EREEEERAR]

BEA Wealth Management Services Taiwan, Republic of  NTD#7 & #233,200,0007T 100% Wealth management
(Taiwan) Limited China services
REEFRHARAA BE  hERE M EEERE
CCSL St. Lucia Limited St. Lucia US$1,00037T 60.49% Holding company
BE PG (Common i E@A%) bl /NG
US$20037T

(Class AZERIA

Redeemabler] §& [a])
Central Town Limited Hong Kong HKS$7&#527T 100% Property investment
EREEAR AT BB MERE
Century Able Limited Hong Kong HK$%#£929,752,8497T 100% Investment holding

FEEERAR &5 REER
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Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
ARER R % 3 it B EBRTRARRKRE ARITALERE AEREFfGER XBEUE
Corona Light Limited BVI HK$7%5#929,752,8497T 100% Investment holding
RERERHS REER
Credit Gain Finance Company Hong Kong HK$E® 17T 100% Money lenders
Limited BB HEA
BEMBAERAT
Crystal Gleaming Limited BVI HK$7%5#929,752,8497T 100% Investment holding
REBRERHS REEKR
East Asia Electronic Data PRC US$3,000,0003 7T 100% Servicing
Processing (Guangzhou) PE ARKFE BR#% 1%
Limited
KRB FERERIE(EIM)
BRAT
East Asia Financial Services BVI US$24,096,0003 T 100% Investment holding
(BVI) Ltd. REBRELES REER
*East Asia Holding Company, Inc. ~ U.S.A. US$53TT 100% Bank holding company
e RITIEAR A F)
East Asia Investments Holdings BVI HK$5%186,038,7257T 100% Investment holding
(BVI) Ltd. KBRS REER
East Asia Property Agency Hong Kong HK$7%%1,000,0007T 100% Property agency
Company Limited aBA MR
REMERBBERAR
East Asia Property Holdings BVI GBPZE#E97T 100% Property holding
(Jersey) Limited RBREIES MEFHB
East Asia Secretaries (BVI) Limited BVI HK$/%%300,000,0007T 75.61% Investment holding
REBREIHS REERR
East Asia Securities Company Hong Kong HK$%#25,000,0007T 100% Securities broking
Limited 56 EHEE
ReEHFARAT
East Asia Strategic Holdings BVI US$50,000,0003 7T 100% Investment holding
Limited REBERHS REERR
Golden Empire International Inc. ~ BVI US$10,0003 7T 100% Property investment
RERLHS MERE
Innovate Holdings Limited BVI US$ 127t (Ordinary % i@ H%) 100% Special purpose vehicle
RERLES US$500,000,0003= 7T (with company

a liquidation preference of FEBMRETR
US$1,000 per sharefff5

GAR1,000% T2 B

B5HE)
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incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank The Group Nature of business
AREH LR R 3 4t B ERTRBRRKRE RBTAERER AEBERGEE EBHE
Skyray Holdings Limited BVI HK$7%#450,000,0007TC 100% Investment holding
HEBERHD REER
Speedfull Limited BVI HK$7%&%450,000,0007T 100% Investment holding
REETEHS REZER
The Bank of East Asia (China) PRC CNY A #8,000,000,0007T 100% Banking and related
Limited (Note 1) REE A RFAFIE financial services
RaERIT(PE)BRAF R1T R B R R & BARTS
(Biet1)
*The Bank of East Asia (U.S.A.) N.A. U.S.A. US$4,500% 7T 100% Banking
FBIRBIRTT e RAT
Tricor Consultancy (Beijing) Limited PRC US$1,850,0003 T 75.61% Business consultancy in
(Note 1) FREE A RAFIE China
R ERAIER)BRAF BALSESTS
(K1)
Tricor Holdings Limited BVI US$7,00137T 75.61% Investment holding
RERLHS AR
Tricor Holdings Pte. Ltd. Singapore S$FT I #E5,000,002 7T 75.61% Investment holding
AN REZER
Tricor Investor Services Limited Hong Kong HK$E# 27T 75.61% Investor services
FIEESFELARAA 5 REERY
Tricor Services Limited Hong Kong HK$E#27T 75.61% Business, corporate and
EEEXEBERAR B investor services
% - ERIREER
%
Tricor Services (BVI) Limited BVI US$250,000% 7T 75.61% Registered agent and
RERLHS trustee services
FEAIE R ASFEARTS
Tricor Services (Malaysia) Sdn. Bhd. Malaysia RME5#£5,672,4847T 60.49% Investment holding
SRR REER
Tung Shing Holdings Company BVI US$20,000,0003 7T 100% Investment holding
Limited RERLHS REZER
REZERARAT
Notes: Hiat -

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 1.3% and 2.2%

respectively of the related consolidated totals.

1. E-REEEIARE-

* FHEBEE M EL AR A o JEH
EER R E BRI N E A AR Z
BEAGR RN LGRS S R A A2 8R Ay

1.3%%2.2% °
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The Group 58 The Bank 817

2010 2009 2010 2009

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEERT AERET BEEET BEEET

Listed shares, at cost ErkHn(REE) - - 2,040 1,781
Unlisted shares, at cost FEMRG(RE) - = 364 196
Share of net assets [EiLFEE 3,322 2,389 - =
Goodwill 251 226 - -
3,573 2,615 2,404 1,977
Less: Impairment allowances B REER - = (14) (31)
3,573 2,615 2,390 1,946

Loans to associates amounting to HK$44 million (2009: HK$497 million) are
included under advances to customers.

Share of associates’ taxation for the year amounted to HK$109 million (2009:

HK$81 million).

The following list contains only the particulars of associates which principally

affected the results or assets of the Group:

Name of company

Place of incorporation
and operation

Bk 4 » 7] B 7% £ 78 ¥ 44,000,000 7T ( 2009

F : #5#497,000,0007T) EBIFEZEFER °

FENREIL B R BB 1E A7 109,000,000

JL(20094F : 7##81,000,0007T) °

UTHREABRBEHAEENEENEERE

AFENEBERT

% of ordinary shares
held by
HER

The Bank

The Group

Nature of business

REERB E B i 2K itk B RITALER SEPMGER EBME

Listed £

AFFIN Holdings Berhad Malaysia 23.52% Investment holding
5 RF R REZER

Unlisted 3k £

Dolford Property Holdings Limited BVI Investment holding
HEGERES REZR

Founder BEA Trust Company Limited PRC 19.99% Trust and other financial

FIEREEFLEARAR FREE AR AEAE businesses

ERENEAM SR EE
Industrial and Commercial Bank Canada 30% Banking services
of China (Canada) JIIEWN RITARTS

MEXRTEIRTT

(formerly The Bank of East Asia (Canada))

(BT IMNEA R T RTT)



Name of company

Place of incorporation
and operation

REHRTERDA

% of ordinary shares
held by
EER

The Bank The Group
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Nature of business

NEEH FE B2 B S B MITATIG R  SEFMGEE  EBME
Mercedes-Benz Financial Services Hong Kong 20%  Financing, leasing and
Hong Kong Limited 0 insurance services
GERHT — ST IRS B - HE AR RS

EEBERAF
Mercedes-Benz Financial Services Republic of Korea 20%  Financial services
Korea Limited FE B BEURTS
Platinum Holdings Company Limited Cayman Islands 29.99% Investment holding
FEES REZR
PT. Bank Resona Perdania Indonesia 30%  Banking and related
ENfE financial services
RIT BT RRY
Sunfire Enterprises Limited BVI 20%  Property development
(shares disposed on 2 June 2010) REELRS MEERE
REPEFRIA
(RHER20105F6 A28 HE)
TCL Finance Co., Ltd. PRC 20% Financial services and
TCLEEEBA B R AR FREE AR EANE] cash management
DRRB LR SER
Trans-Ocean Insurance Company, Hong Kong 48.7% Inactive
Limited (in liquidation) B JEE IR

EERBAERAR(ERY)

Notes: BVI denotes the British Virgin Islands and PRC denotes the People’s Republic of China.

Summary financial information on associates

Ba Ay BEREE

Assets Liabilities Equity Revenue Profit
BE =Lt RERER WA A
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEBT BE¥EEx BY¥EEx BYEEBERT BY¥EER
2010
100 per cent BAZ—H 133,531 117,319 16,212 4,453 1,475
Group's effective interest RNE B R B B 31,267 27,945 3,322 1,062 341
2009
100 per cent AOZ—HA 102,075 89,071 13,004 3,506 1,052
Group's effective interest REEN G BUER 21,425 19,036 2,389 762 264
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

30. GOODWILL AND INTANGIBLE ASSETS B8 R EFEE

Goodwill and intangible assets include goodwill arising on business combinations HAEREVEEREREBEHEENEE
and acquired intangible assets. Acquired intangible assets include core deposits REABREAE BARFAEBEZLF
which are amortised over their estimated economic useful life of ten years, and A a G - WIRHREHEEE B 105 #
naming rights. iz

Goodwill BE 2,822 2,738 1,460 1,460
Acquired intangible assets BAELEE 1,366 1,397 - =
4,188 4,135 1,460 1,460

(a) Goodwill (a) &

At 1st January B1A1H 2,738 2,705 1,460 1,460
Additions through acquisition of NG )

subsidiaries ®E 47 22 - -
Exchange adjustments fE X BE 37 11 - =
At 31st December ®12A318 2,822 2,738 1,460 1,460
Impairment tests for cash-generating units containing goodwill BERENRESEESLU 2ORENH
Goodwill is allocated to the Group’s cash-generating units (CGU) identified AEBREBSHBHOEAETAIHMNES
according to business segment as follows: SEBMNT:
Personal banking B ASRTT 849 849
Corporate banking ERIT 453 453
Treasury markets & TS 158 158
Corporate services ERE 1,183 1,100
Others Hit 179 178

2,822 2,738




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

The pre-tax discount rate used for value-in-use calculations is 17.14% (2009:
14.37%) and the long-term growth rate is 3%—-10% (2009: 3%).

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

(b) Intangible assets (other than goodwill)

Intangible assets include acquired core deposits. Intangible assets are stated at cost
less accumulated amortisation and impairment loss (Note2(k)(iv)).

Amortisation of intangible assets with finite useful lives is charged to the income
statement over the assets’ estimated useful lives. The following intangible assets
with finite useful lives are amortised from the date they are available to use and
their estimated useful lives are as follows:

Acquired core deposits 10 years

Naming rights over the shorter of the lease period of building or land

Both the period and method of amortisation are reviewed annually.

(b

~
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ReEEFMHTKRESBNREEREER
FHE - SHEIDERREEEC RENSFRTS
TAEMBRLIRIEME - BBSFHRRENRER
BT A fE R RAEHEET BRI AR
R EEBNMRERTHRATEEE

AR EEREEMNBRHATIIER7.14%

(2009 : 14.37% ) K REIE R X /3%-10%
(2009 :3%) ©

ERERBBERAREH TS RRIAEE
FE BT « R R MAET SRR
AR B -

B EE (RERIM)

B EERREARLER - BVEAERK
A B R a6 KO B 18 K B BR (B 3E2(K)
(iv) °

BRE A AN ER A ERE A AR
Wt R B - LTI ARER ABRNERE
= AT A B R A S RO (AT AT AR 8
BADIFRB10E
BREEREY N LM E R ENTRER

AR HR LB ETTEL -
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NOTES ON THE ACCOUNTS (CONTINUED)
BRI MY & (4R

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

Cost A
At 1st January M AR 1,418 38
Additions EE - 1,380
Additions through acquisition BB AR

of subsidiaries EE 14 -
Exchange and other

adjustments s 1 -
At 31st December ®12A318 1,433 1,418
Accumulated amortisation EHE 3
At st January MA1H 21 )
Amortisation charge

for the year (Note 10) FENEHHEI0) (34) (13)
Additions through acquisition BN B AR

of subsidiaries KE (12) -
Exchange adjustments AR - !
At 31st December ®2A318 (67) 21)
Carrying amount at R12A31 BREE

31st December 1,366 1,397




REHRTERDA
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2010
The Group 8
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
& £
REME 74t e Nt g
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn
BEEET BEEER BEEET BERER B¥EET
Cost or valuation KA fEE
At 1st January, 2010 #2010F1 818 2,095 8,572 3,673 12,245 14,340
Additions ®E 14 313 559 872 886
Additions through acquisition BUEEREE - - 37 37 37
Revaluation surplus BftA% 426 - - - 426
Revaluation of bank premises THEREARE
transferred to investment properties  ¥1% - 36 - 36 36
Transfer from bank premises to
investment properties RITHE AR E 26 (26) - (26) -
Redevelopment cost BRERA 2 1 - 1 3
Disposals HE - (83) (154) (237) (237)
Exchange adjustments B RE 1 218 45 263 274
At 31st December, 2010 72010612A31H 2,574 9,031 4,160 13,191 15,765
Accumulated depreciation and
amortisation ZEtEREH
At 1st January, 2010 R2010F1A1H - 775 2,098 2,873 2,873
Additions through acquisition BIERMIEE - - 33 33 33
Charge for the year (Note 10) FEANZHE(WE10) - 132 449 581 581
Revaluation of bank premises T EFBARE
transferred to investment properties  ¥1% - (4) - (4) (4)
Write back on impairment loss REBRER - @ - V)] (0)]
Written back on disposals B [l - 37 (131) (168) (168)
Exchange adjustments 0 5 2% - 13 25 38 38
At 31st December, 2010 R2010612A31H - 871 2,474 3,351 3,351
Net book value at BREFE
31st December, 2010 R2010F12A31H 2,574 8,154 1,686 9,840 12,414
The gross amounts of the above assets it &R EHEFI R
are stated: NN
At cost R - 8,216 4,160 12,376 12,376
At Directors' valuation REZ(LE
-1989 —1989F - 815 - 815 815
At professional valuation REE(LE
-2010 —2010F 2,574 - - - 2,574
2,574 9,031 4,160 13,191 15,765
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NOTES ON THE ACCOUNTS (CONTINUED)

AR IR B 5 (48)

31.FIXED ASSETS (conTinuED) [EEE E ()

Cost or valuation KA fEE
At 1st January, 2010 R2010F1 18 1,798 3,949 2,255 6,204 8,002
Additions #E - 76 224 300 300
Revaluation surplus EHAH 416 - - - 416
Revaluation of bank premises T EREARE
transferred to investment properties  #)% - 16 - 16 16
Transfer from investment properties to
bank premises mIREMEE ATt (42) 42 - 42 -
Redevelopment cost BREKA 1 2 - 2 3
Disposals & - (61) (53) (114) (114)
Exchange adjustments 5 2% - 57 4 61 61
At 31st December, 2010 2010124318 2,173 4,081 2,430 6,511 8,684
Accumulated depreciation and
amortisation REHTE R
At 1st January, 2010 R201061 18 - 382 1,400 1,782 1,782
Charge for the year FEAZH - 50 238 288 288
Revaluation of bank premises T EfEARE
transferred to investment properties  ¥)% - 3) - (3) (3)
Write back on impairment loss REBRKER - (V)] - @ 0]
Written back on disposals B o B - (29) (45) (74) (74)
Exchange adjustments [ 5 2% - - 2 2 2
At 31st December, 2010 #2010412A318 - 398 1,595 1,993 1,993
Net book value at IREFE
31st December, 2010 201012 A31H 2,173 3,683 835 4,518 6,691
The gross amounts of the above assets -3t & Z AJ4A%E5I| 7R
are stated: NS
At cost R - 3,266 2,430 5,696 5,696
At Directors’ valuation REZHE
-1989 —1989F - 815 - 815 815
At professional valuation REEME
-2010 —2010%F 2,173 - - - 2,173
2,173 4,081 2,430 6,511 8,684
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NOTES ON THE ACCOUNTS (CONTINUED)
AR IR B & (4R

Cost or valuation RARIEE

At 1st January, 2009 R2009F1A18 1,839 6,293 3,507 9,800 11,639
Additions #E - 2,264 297 2,561 2,561
Additions through acquisition pedlnGteobioh= - - 16 16 16
Revaluation surplus BERH 206 - - - 206
Revaluation of bank premises T EfFBARE

transferred to investment properties  #1% - 97 - 97 97
Transfer from bank premises to

investment properties BITHEARE NS 61 (61) - (61) -
Disposals HE (14) (24) (162) (186) (200)
Exchange adjustments R 3 3 15 18 21
At 31st December, 2009 2009412 A31H 2,095 8,572 3,673 12,245 14,340

Accumulated depreciation and

amortisation REHTE R
At 1st January, 2009 R20091A1H = 675 1,818 2,493 2,493
Additions through acquisition TSRS E = - 7 7 7
Charge for the year (Note 10) FENZSEMZ10) = 99 413 512 512
Impairment loss VEREECES - 13 - 13 13
Written back on disposals L B [ - (12) (154) (166) (166)
Exchange adjustments fE 1 % - - 14 14 14
At 31st December, 2009 #W2009F12A31H = 775 2,098 2,873 2,873
Net book value at FEEE
31st December, 2009 #2009 12A31H 2,095 7,197 1,575 9,372 11,467
The gross amounts of the above assets |3t & Z#) 858517
are stated: LUNNE
At cost B = 7,745 3,673 11,418 11,418
At Directors' valuation REEHE
-1989 — 19894 = 827 = 827 827
At professional valuation REEME
-2009 —2009%F 2,095 = = = 2,095

2,095 8,572 3,673 12,245 14,340
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

31.FIXED ASSETS (conTinuED) [EEE E ()

Cost or valuation Ak

At 1st January, 2009 #2009F1A1R 1,819 3,135 2,246 5,381 7,200
Additions #E - 602 135 737 737
Revaluation surplus BtRH 205 - - - 205
Transfer from investment properties to

bank premises HREMEBAITIE 212) 212 - 212 =
Disposals i (14) = (133) (133) (147)
Exchange adjustments I 5 R = - 7 7 7
At 31st December, 2009 #2009 12A31H 1,798 3,949 2,255 6,204 8,002

Accumulated depreciation and

amortisation ZEE RS
At 1st January, 2009 R2009F1A18 = 323 1,290 1,613 1,613
Charge for the year FEAZH - 46 232 278 278
Impairment loss AEER - 13 - 13 13
Written back on disposals o R [e - - (128) (128) (128)
Exchange adjustments 0 5 2% - - 6 6 6
At 315t December, 2009 72009412 831 8 - 382 1,400 1,782 1,782
Net book value at FEFE
31st December, 2009 #2009412A31H 1,798 3,567 855 4,422 6,220
The gross amounts of the above assets it & & 4258517
are stated: NS
At cost AR = 3,122 2,255 5,377 5377
At Directors' valuation REEE
- 1989 —1989F = 827 - 827 827
At professional valuation REEEE
-2009 —2009% 1,798 - - - 1,798

1,798 3,949 2,255 6,204 8,002




The net book value of bank premises and investment properties comprises:
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T R BV RO IREFE BT

The Group £8
2010 2009
Investment Investment
properties Bank premises properties Bank premises
REMHE Cips REM*E 74t
HKS Mn B¥EEL HKSMn BEBELT HKSMn B¥EEET HKSMn BEBET
Freeholds Held outside Hong Kong KAERBERBNIMNYE % 4,125 79 3,841
Leaseholds HfEH
Held in Hong Kong EEE
On long lease (over 50 years) REBA(S0FLAL) 1,877 1,653 1,489 1,586
On medium-term lease
(10 - 50 years) FRERR AT (102505 ) 271 1,371 209 1,428
Held outside Hong Kong EBBAIMNDE
On long lease (over 50 years) REFAL(S0F LA L) - 178 = 161
On medium-term lease
(10 - 50 years) AR 41 (102506F) 332 827 318 781
2,574 8,154 2,095 7,797
The Bank 81T
2010 2009
Investment Investment
properties Bank premises properties Bank premises
REMHE Cips REN%E 74t
HKS Mn B¥EET HKSMn BEEELT HKSMn BEEERT HKSMn BEBET
Freeholds Held outside Hong Kong KAERBIER BN E - 804 - 748
Leaseholds HfEH
Held in Hong Kong EEH
On long lease (over 50 years) REBA(S0FLAL) 1,678 1,617 1,391 1,503
On medium-term lease
(10 - 50 years) FERR4I (102505 ) 495 1,259 407 1313
Held outside Hong Kong EBBAIMNDE
On long lease (over 50 years) RERA(S0F LA L) - 3 - 3
2,173 3,683 1,798 3,567

The carrying amount of the bank premises of the Group and the Bank would have
been HK$7,245 million (2009: HK$6,933 million) and HK$2,533 million (2009:
HK$2,498 million) respectively had they been stated at cost less accumulated
depreciation.

Investment properties were valued by independent valuers. Investment properties
in Hong Kong were valued at HK$2,148 million as at 31st December, 2010 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,
2010 and it was performed on an open market value basis.

BRAE AN E R ANTT AR AR R T B AR
1THE RO BR T & 1% 2 Bl /3 7% #5 7,245,000,000
7t (2009 4 : % # 6,933,000,000 7T ) K&
7 # 2,533,000,000 st ( 2009 F : & &
2,498,000,0007T) °

BEMERZB L GEMGEE - R20105F
12A318 BBKREMENHERBE
2,148,000,0007T ° %5 W% B E Y (HER —
HHAEME—KTRENY  HESEEHS
REMEee L EFEYHAGBEYENRE
FEBRBREES - MERUNARMSER
BEM - WEEHA2010F12 A31H 2 EHE
ﬁq °
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The Group leases out investment properties under operating leases. The leases SEUGEHERABLREYE - HEF
typically run for an initial period from 1 to 10 years, with an option to renew the HAEH1FEI10F  HHBERATBENER
leases after that date at which time all terms are renegotiated. None of the leases fiERA SR - FTEENLTBIESEES -

includes contingent rentals.

RER - MEEREFABLNERENEZ

Rental income receivable from investment properties held for use under operating FE W H & 7% 92,000,000 7T (2009 4F : &
leases amounted to HK$92 million in 2010 (2009: HK$92 million). There was no #92,000,0007T) ° 2010 FEE RN K HHER
contingent rental recognised during the year 2010 (2009: Nil).

AL (20094 : £) -

The total future minimum lease payments of bank premises and investment AT H A L M EERANITIERIRED
properties held for use under non-cancellable operating leases are receivable as FOARKEEKEENFA@BMOT :
follows:
The Group £8 The Bank 17
2010 2009 2010 2009
HKS Mn B EERT HKSMn BB EET HKSMn BBEERT HKSMn BBEET
Within one year 1EBARA 108 78 73 67
After one year but within five years [ERCESES 142 81 60 62
After five years SR 1 - - -
251 159 133 129
During the year, the Bank entered into transactions with certain subsidiaries in the REER  ATRETHBARGESMHE
ordinary course of its banking business. Details of the amounts due from and due BRS o WEBRARRR KRB R R REF
to subsidiaries are as follows: BT -

(a) Amounts due from subsidiaries

(a) M2 RIRK

The Bank 81T
2010 2009
HKS Mn BEEHET HKS$ Mn B EET

Financial institutions DRI 29,917 11,781
Others Hih 877 938
30,794 12,719
(b) Amounts due to subsidiaries (b) KK A BFRIE

The Bank $R1T
2010 2009
HKS$ Mn B HET HK$ Mn BEBST
Financial institutions & R - 17
Others Hib 2,722 1,625

2,722 1,642
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NOTES ON THE ACCOUNTS (CONTINUED)
AR IR B & (4R

33.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION
BN R B FTIS B

(a) Current taxation in the statement of financial position represents: (a) EEBBRANFBHES -

Provision for Hong Kong profits ZN4F & & F 551 2

tax for the year (Note 13(a)) & (115 13(a) 359 73 279 -
Provisional profits tax paid BT EHFEH (55) (49) - -
304 24 279 =
Balance of profits tax provision  LAf: 4 & FI{S 5 X
relating to prior years Fe 109 9 71 (14)
Overseas taxation BINHIA 205 114 91 32
618 147 441 18
(b) Deferred tax assets and liabilities recognised (b) EERIBEEEREERER
The components of deferred tax (assets)/liabilities recognised in the consolidated TRRGETBRRRPIECHE(EE)
statement of financial position and the movements during the year are as follows: BENERBY RERNZEFHMT

At 1st January, 2010 201051418
- As restated -E% 300 142 23 39 (216) (302) (14)

Charged/(credited) toincome ~ ERATH/(FA)

statement (Note 13() (W:t136) 2 - (158) - 69 (58) (126)
Changed/(credited) to reserves 088,/ (7 A )R

(Notes 38(c) and (h) (WaE380%) - 2 - (57) - - (53)
Additions through acquisition of R IKEEHE A FEY

subsidiaries HE (1) - - - @ - @
Exchange and other adjustments  [E X RE #1385 2 1 4 (1 3 () 3

At 31st December, 2010 120106124318 32 145 (131) (19) (147) (366) (196)
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

33.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (CONTINUED)
BRI ERANFTER @

(b) Deferred tax assets and liabilities recognised (continued) (b) EEFHBEBEE R EEER ()

At 1st January, 2009 200951418
- As previously reported - ARE 361 257 (49) @ (661) (14) (110)
- Adjustment arising from change - R& st HEEE S|
in accounting policies opEES - (184) - - = = (184)
- As restated -ER 361 73 (49) @) (661) (14) (294)

Charged/(credited) to income
statement (Note 13()) WaERZH/ (FA)

(as restated) (Wit 136)(EH) (61) - 33 - 447 (61) 29
Charged to reserves FARRER

(Notes 38(c) and (h)) (as restated) ~ (#z# 38(c)R(h)(EXR) - 37 = 43 - - 80
Exchange and other adjustments  [& 3% B £ fir35% - 32 105 - Q) (227) (92)
At 31st December, 2009 720096128318

(as restated) (E#) 300 142 23 39 (216) (302) (14)

At 1st January, 2010 1201061418

- As restated -85 289 89 (126) au (110) (221) (35)
Charged/(credited) to income  WissRAXE/(BA)

statement 25 - (50) - 46 17 38
Changed/(credited) to reserves 58,/ (7 A ) G

(Notes 38 (c) and () (Hiz 38(0% () - 2 - U] - - 1
Exchange and other adjustments B ¥ R H 8% - - (1) - 3 (] @

At 315t December, 2010 120106124318 314 91 (177) X} (61) (208) 2
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

At 1st January, 2009 1200961418
— As previously reported - AT 347 257 (44) (5) (528) ) 25
- Adjustment arising from change - RE 3t BRES
in accounting policies 2 HHRE - (177) - - = = (177)
- As restated -8f 347 80 (44) (5 (528) 2 (152)
Charged/(credited) toincome W RATH/(FA)
statement (as restated) (B%) (58) - (83) - 0 7 287
FAGER
Credited to reserves (Notes 38 (c) (W38 %)
and (h)) (as restated) (BH) - 9 - 49 = = 58
Exchange and other adjustments  [E 3 J £ {th 5% = = 1 = B) (226) (228)
At 31st December, 2009 120095128318
(as restated) (B%) 289 89 (126) 44 (110) (221) (35)

Net deferred tax assets recognised on AR B RROETH

the statement of financial position HEESA (410) (322) (208) (168)
Net deferred tax liabilities recognised on FEAR B FEsth iR R HVIE TR
the statement of financial position BEEFE 214 308 210 133
(196) (14) 2 (35)
(c) Deferred tax assets not recognised (o) RERELBIBEE
The Group has not recognised deferred tax assets in respect of cumulative tax HRARERICSAEBAN AR BHERE
losses of HK$712 million (2009: HK$744 million) as it is not probable that future BRERT I URHEEEE - ASEY
taxable profits against which the losses can be utilized will be available in the R HER B 518 18 7% % 712,000,000 7T (2009
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry 4 ¢ ##5744,000,0007T) BIELEF B EE -
dates of the tax losses were as follows: RIRRESHBEL  ZSHENTHENT -

Expiring within 5 years REFAEIE 23 34
Expiring more than 5 years FFESIE 83 52
No expiry date EEE A 606 658

712 744
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The Group 58 The Bank 17
2010 2009 2010 2009
HKS Mn BB EET HKSMn B ESET HKSMn B¥EERT  HKSMn BB EET
(@) Trading liabilities () X5HBraE
Shares sold RAZ=RE 1 6 1 6
Negative fair value of TETAME
derivatives (Note 42(b)) ~EHEE
(H1at42()) 3,100 1,449 2,431 1,229
3,101 1,455 2,432 1,235
(b) Other accounts and provisions  (b) E fth BRIA & 4
Accrued interest payable FESTRERIFIE 2,010 1,089 1,083 595
Acceptance draft payable eI =R 14,583 7,976 4,051 203
Other accounts HAARIE 11,968 9,441 3,209 2,750
28,561 18,506 8,343 3,548
The Group £8 The Bank 17
2010 2009 2010 2009

HK$ Mn B¥EERT  HKSMn AEEET HKSMn BEEER HKSMnBEEET

USD550 million 5.625% RRBE R AR
subordinated notes, NEEESRS
measured at fair value 550,000,000 7T
through profit or loss FB5.625%H)1%
BEE - 4,281 - 4,281
GBP300 million 6.125% step-up %38 18 18 25 bA = ik
perpetual subordinated ANFEETIRA
notes, measured at fair value ~ 300,000,000%24%
through profit or loss 6.125%EZIHA B 25
B a5k 3,548 3,431 3,548 3,431
USD600 million floating rate 3% 84 A 2851 BREY
step-up subordinated notes, 600,000,000 7T)%
measured at amortised cost BIREEZE 4,660 4,647 4,660 4,647
USD500 million Hybrid Tier 1 500,000,000 70,84
—REARTA - - 4,313 3,916
USD600 million subordinated 1% Ak 251 BR Y
notes, measured at 600,000,000 7T
amortised cost BEZEE 4,485 - 4,485 -
12,693 12,359 17,006 16,275

Loan capital of face value of HK$3,609 million (GBP300 million) and carrying
amount of HK$3,548 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.

= {E % 3,609,000,0007T (300,000,000 5
#5) I BR 1 {E 78 % 3,548,000,000 T HItE & &
AN RIEHATTR20074E3A208 B1TFE
6.125% * WiTE R ZREARWED B TR
BERE - ZRBERITIBKZ S EH -



The carrying amount of financial liabilities desginated at fair value through profit or
loss for the Group as at 31st December, 2010 was HK$61 million (2009: HK$303
million) lower than the contractual amount at maturity and for the Bank was
HK$365 million higher than the contractual amount at maturity (2009: HK$264
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$651 million (2009: HK$618 million) and for the Bank
were HK$966 million (2009: HK$689 million). The change for the year ended 31st
December, 2010 for the Group was HK$33 million (2009: HK$1,240 million) and
for the Bank was HK$277 million (2009: HK$1,169 million).

Loan capital of face value of HK$4,664 million (USD600 million) and carrying
amount of HK$4,660 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, 2010 was HK$4,560 million (USD587
million) (2009: HK$4,211 million) (USD543 million).

Hybrid Tier 1 capital instruments comprising step-up subordinated notes
("Notes"”) of face value HK$3,887 million (USD500 million) and carrying amount
of HK$4,313 million and HK$3,887 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 non-controlling interests.

Loan capital of face value of HK$4,664 million (USD600 million) and carrying
amount of HK$4,485 million represents 6.125% subordinated notes qualifying as
tier 2 capital which were issued on 16th July, 2010 (USD450 million) and on 23rd
July, 2010 (USD150 million) by the Bank. The notes are listed on the Singapore
Stock Exchange and will mature on 16th July, 2020. Hedge ineffectiveness of
HK$5 million in 2010 was recorded under fair value hedge accounting.

On 22nd July, 2010, the Bank repurchased US$74.69 million face value of the
5.625% subordinated notes qualifying as tier 2 capital, which was issued on 13th
December, 2005 by the Bank (“2015 Notes”). On 14th December, 2010, the Bank
redeemed all the remaining 2015 Notes with face value of US$475.31 million.
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R2010F12A31H » AEEZBRBEZENIR
MAFEEENSRABEZERELELD
FIHIA M S % T KB % 61,000,0007T (2009
£ : #%303,000,0007T) @ MATTREIBE
mARMATFEEIRNSMEEZREEB
Lt & £ 5 A /£ 28R A% 365,000,000
JL(20094F : L AHEIHIA M SR T RBE
264,000,0007T) ° LR AFEEZENS
B NEBRARERATZEERBRE
B A= % 5 5l BB % 651,000,000 7T (2009
& : #%618,000,0007T) & #%966,000,000
7L (20094 : 5% 689,000,0007T) ° FEE =
2010F 12 A31 B IEFEARER R AITHES)
£ %85 B &7 # 33,000,000 7T (20094 :
#1,240,000,000 7t ) & 7% # 277,000,000 7T
(20094 : ##1,169,000,0007T) °

= [ B 78 ¥ 4,664,000,000 7T ( 600,000,000
%70) RERE B %5 % 4,660,000,000 TR S E
AR RIBAARNITR200756 421 HEAT
W ERZRERNFELTREERIE - 2
ZERFNERZET L™ - WiHER2017F
6228 EIH - 201012 A31 B AF
& {& /& 78 ¥ 4,560,000,000 7t ( 587,000,000
% 7t ) (2009 F : & ¥ 4,211,000,000 7T )
(543,000,000 7T) °

BE—REATAEBESNBHATEITE
& 78 % 3,887,000,000 7T ( 500,000,000 %=
7T ) R BRI {E 7% % 4,313,000,000 7T 2 Bt 14
BER(EE]) RART—2EHRBAA
Innovate Holdings Limited Fff 2% 17 BR @ (& /&
#3,887,000,0007T (500,000,000 7T ) 3£ 2
FEE MM, (Mnnovate B 5l fn 1) - 17 H
BiA2009F 11 ASH - ZEZBZEEFEA
FBE85% * Wi#FR2059F 11 A5HEIH -
Innovate & 5t A% 19 =& 18 78 3 1+ A% B 1 £ 51 2
H#&E% o % Z1# Kinnovate & 5 i% 15 =2 R &
MERXZHETRABMAEEARS © &
A—REARTAEHTEANTRALEEN
—RER - HERARET - ZEREHEHER
Innovatef® 5c i 15 Al D A D EIR RIS ©

= [/ (& 78 ¥ 4,664,000,000 7T (600,000,000
%70 ) & BR T {8 78 ¥ 4,485,000,000 7T M9 &
BEK - ZEHAATTR2010F7 8168 1T
(450,000,000%70) & FA2010%7 A23 B
77(150,000,000% 7T ) & £.6.125% * W T E
RIMEANBERE - ZEBERIFINE R
SHr b WHEER 20207 A16 AR HA - 4
2010 - ARRARFEBEEHEEMES
B R SR () ) F 58 A7 6 5,000,0007T ©

201067 A228  A{TEIEH AT 2005
F12 A 13 8 #1717 £ E 874,690,000 T F
B5625% ' WA E A ZREANBERE
(12015424 |) - R2010512 8148 » &
1TEIEE AT A 82 T~ R E{E475,310,000% 7T A
2015F &% -
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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) RRIEFTE

RITFIRMEE BRI BI—RATES G
REELREETAEE ZEMES -
MITEERITEAE - URBATRG - R
BHENTTEHRAR T NS 1 AFRGER
T EMESASFLL - ARBBREGATH
B -

220

HTA

(b) The number and weighted average exercise prices of share options

Date of grant Vesting period Exercise period Exercise price per share
BITEH BRH 1T6E8 BRITEE

HKS BT
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
06/7/2010 06/7/2010 — 05/7/2011 06/7/2011 - 06/7/2015 28.49

FE

(b) EATERRENEE R INEFIIT

are as follows: FEENT :
2010 2009
Weighted Weighted
average Number average Number
exercise price of options exercise price of options
InfEFI91TEE RREHE EFHTEE RARERE
HKS$ E# T Mn BE HKS T Mn B8
Outstanding at the beginning
of the year EYEERR 29.55 22 30.53 22
Exercised during the year FEEANITE 21.12 (7) 20.86 (2)
Granted during the year FERNKT 28.49 6 21.25 6
Lapsed during the year FE R 38.27 - 25.67 (4)
Outstanding at the end
of the year FRER 31.81 21 29.55 22
Exercisable at the end
of the year FARAFEITE 33.16 15 33.04 16

The weighted average share price at the date of exercise for shares options

exercised during the year was HK$30.19 (2009: HK$23.60).

The options outstanding at 31st December, 2010 had an exercise price from
HK$21.25 to HK$42.84 (2009: from HK$20.86 to HK$42.84) and a weighted

average remaining contractual life of 2.82 years (2009: 2.63 years).

FEARITERIREE ANNETHRES
75 #30.197T(20094F : E#523.607T) ©

20105128318 » MARITERRENITE
BRBME21.25 T E B 42.847T (20094 -
FRBH20.86 TR K42.847T)  REIBAH
FHIZ INAEF 198 A2.824F (20094 : 2.63
F) o



(c) 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 options granted is measured based on a trinomial lattice model.
The contractual life of the option is used as an input into this model.
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(o) RBRENDFEERRER

BRI ARDBEEN A FEEEZETR
BEN QAT EEFE - RTRREZEEFA
FEER-FEABEEERRN - RBRENS

DFEHRZEBEANBAZE

2010 2009
Fair value at measurement date REirE BN AFEE HKS$B% 2.7157T HK$EEE 9.667T
Share price AR1E HK$8%28.257T HK$7#21.257T
Exercise price 1T1E(E HKS$;8%28.497T HK$##21.257T
Expected volatility (expressed as weighted
average volatility used in the modelling TEEtRIE (A=IEX B EER
under trinomial lattice model) AER B B DR SR 1) 15.07% 59.96%
Option life RIREFH 5 yearsfF 5 yearsF
Expected dividends TERTAR B 3.64% 2.35%
Risk-free interest rate (based on Exchange
Fund Notes) [E B ) 2 (IRARINE B & FHE) 1.49% 1.64%

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.

TERR IR RARBB E 2R R (AR & N
FIAFHAE)  BRBERAQARAENENY
BARIOKBOTRAEE) - BARSBEN
BB - TEBABRRNEDARLEATED
FEERRE -

RBRERR T AN A RIS IHME - ZRBIEIT
WARHAGERETAESREN A FE
B BTRBREETSERL MR

2010 2009
No. of shares Nominal value No. of shares Nominal value
RHEE HfE RH%A ]
million B& million & &
Authorised: EERA
Ordinary shares of HK$2.50 each LakERkE%2.50T 4,000  HKS%%10,000,000,0007T 2,600 HK$/#%6,500,000,0007T
Substitute preference shares of BRELR
US$1,000 each AR 1,000ET 0.5 US$500,000,000% T 05 US$500,000,000% 7T
HK$ Mn B¥EET HKS Mn B EET
Issued and fully paid: BETRARRA :
At 1st January »A18 1,849 4,623 1,673 4,183
Shares issued under Staff Share Option B ES ARG 2% T
Schemes HR 7 17 2 5
Subscription for new shares BITHR 167 418 - -
Capitalisation issue BRI ET - - 167 418
Shares issued in lieu of dividends MRREZTHIRG 19 47 7 17
At 31st December W12A318 2,042 5,105 1,849 4,623

REBEC AN E SRR EI(TFE]) - R
BERTARESARBATHET BRK
1 o REAETEEZERBRORETANA

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.

FEEMER - RIFEF BT ORBETR
ETENE1IAFERTHNESAFHEA
T8
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(a) Shares issued under Staff Share Option Scheme

During the year, options were exercised to subscribe for 7 million ordinary shares
in the Bank at a consideration of HK$147 million of which HK$17 million was
credited to share capital and the balance of HK$130 million was credited to the
share premium account (Note 38). HK$27 million has been transferred from the
capital reserve to the share premium account in accordance with policy set out in

Note 2(qg)(iv).

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

(a) RIBEERRETT B BITHRGD
FER  BITERREUABBEARTEBR
7,000,000% 2 X {8 /7% # 147,000.000 7T -
H A #17,000,0007CFARAE - sREUE
130,000,000 7L 77 A R& 17 4 1B (I 5£38) © 1R
B 20)VFTHE - EREARREHEER B
27,000,000 C AR B A

(b) RS B 15 R H M RATEA R RE

date 2R
2010 2009
Date of options granted Option price No. of shares No. of shares
RIRERT HH REBE RHEE ahE 2G|
03/5/2005 HK$#%20.867T - 4,737,000
03/5/2006 HK$£%30.047T 2,420,000 2,695,000
10/5/2007 HK$/B#42 84T 2,585,000 2,750,000
05/5/2008 HK$#5%40.097T 5,170,000 5,500,000
05/5/2009 HK$#E#21.257T 4,480,000 6,600,000
06/7/2010 HK$5%28.497T 5,950,000 -
20,605,000 22,282,000
2010
The Group £ The Bank $B1T
HK$ Mn BEBE T HKS Mn B¥EETT
(@) Share premium (a) BB
At 1st January R1A1H 4,526 4,526
Net premium on shares issued under BiRE B RRET8I1TH
Staff Share Option Schemes B BFRE 130 130
Transfer of the fair value of options from &8 & ANk (2 31 TR M) &9
capital reserve — share options issued RIKE 2 N FEE 27 27
Shares issued in lieu of dividends ARG B THIAR (D (47) (47)
Subscription of new shares REEFTIR 4,695 4,695
As 31st December M®12A31H 9,331 9,331
(b) General reserve (b) —R&fEE
At 1st January ®1A18 14,866 14,552
Transfer from retained profits tad=RE vl 30 -
Shares issued in lieu of dividends AR B A THYAR D 557 557
At 31st December ®12A31H 15,453 15,109
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2010
The Group £E The Bank $R1T

HK$ Mn BEEHET HKS Mn B¥EHET

(©

Revaluation reserve on bank premises

(@ TTHEMFRE

At 1st January M1A1H
— As previously reported — MRS 928 895
— Adjustment arising from changes in
accounting policies - A BoREE 5| Bm A% 54 54
— As restated - &7 982 949
Recognition of deferred tax liabilities
(Note 33(b)) TERELETIHA E (M7 33(b) () (2)
Revaluation surplus on bank premises ITHE BRI B FRE £
transferred to investment properties HHAR 40 18
Exchange adjustments PE W S 3 -
At 31st December ®12A31H 1,023 965
(d) Statutory reserves (d) JEEREE
At 1st January M1A1TH 1,501 7
Transfer from retained profits BERER 439 -
Exchange adjustments (ERIEEE 50 -
At 31st December M12A31H 1,990 7
(e) Capital reserve (e) BEARREE
At 1st January and 31st December M1A1E&12A31H 86 -
(f) Exchange revaluation reserve (f) EXREHFEE
At 1st January B1A1H 1,169 55
Exchange adjustments DEE 5, = 769 41
At 31st December ®12A31H8 1,938 96
(g) Capital reserve — staff share options (9) BAfEE—CBITIREARE
issued
At 1st January M1A1H 170 170
Transfer of the fair value of options to
share premium RN EERARMDRE (27) (27)
Forfeited options transfer to retained
profits BRMHRIREE A BT RT (7) (7)
Additions 10 29 29
At 31st December MW12A31H 165 165
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2010
The Group &8 The Bank $B17
HKS$ Mn B EBET HKS Mn B¥EET
(h) Investment revaluation reserve (h) BEEGHFE
At 1st January ®1A18 286 178
Changes in fair value of securities BEMNTEEE 91 89
Reversal upon disposal (Note 12) R SRR (A/a212) (200) (127)
Recognition of deferred tax liabilities
(Note 33(b)) HERIREDIR & & (A/3233(b) 57 1
Impairment loss and amortisation DEREEEENSE (515 24 -
At 31st December ®12A31H8 258 141
(i) Other reserves (i) Efbi#d
At 1st January B1A1H 17 -
Share of changes in equity of associates i NG T 0k 36 -
At 31st December "®12A31H8 53 -
() Retained profits () B1EHER
At 1st January R1A1TH
— As previously reported - MnRETERES 6,993 3,186
— Adjustment arising from changes in
accounting policies - At REE | S AR 158 146
— As restated - B 7,151 3,332
Net profit for the year FE RN 4,224 1,953
Transfer to general reserve BA— R (30) -
Transfer to statutory reserve BAEERFE (439) -
Forfeited options transfer to retained
profits BB R EE A B A 7 7
Dividends (Note 15) AR B (H1aE15)
— Interim dividend - REARRE (772) (772)
— Final dividend in respect of previous
year - FFERARE (970) (970)
— BA& —# & 500,000,000
— Hybrid Tier 1 USD 500M £ (330) -
At 31st December ®12A318 8,841 3,550
(k) Total reserves (k) fEHEBER 39,138 29,364
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2009
The Group &H The Bank #8717
HK$ Mn B EEL HKS Mn BB AEET

(@) Share premium

a) BfiRfE

At 1st January M1A1H 4,922 4,922
Net premium on shares issued under RIEE SRR EIETHY
Staff Share Option Schemes B 15w (EF 58 36 36
Transfer of the fair value of options from — #$ [ &R (B 31 TRMHE) Y
capital reserve — share options issued RE 2 A FEE 3 3
Shares issued in lieu of dividends LARR AR BB THIAR D (17) (17)
Capitalisation issue B BT (418) (418)
As 31st December M12A31H 4,526 4,526
(b) General reserve G
At 1st January M1ATR 14,634 14,369
Transfer from retained profits BEREHRN 49 =
Shares issued in lieu of dividends PARR R BB THIAR 1D 177 177
Realised surplus on disposals transferred BEYESARERENEEREE
from property revaluation reserve MERH 6 6
At 31st December M12A31H 14,866 14,552
(c) Revaluation reserve on bank premises THE B
At 1st January M1ATRH
— As previously reported - MRS 863 899
— Adjustment due to changes in
accounting policies - BEsBUOREE 5| S #R 65 65
— As restated -5 928 964
Recognition of net deferred tax liabilities RIELER B BT (M E330))
(Note 33(b)) (as restated) (E%H) (37) ©
Revaluation surplus on bank premises ITHE RIS B Y ERTE LR
transferred to investment properties BHE% 97 -
Realised surplus on disposals transferred
to general reserve EERLEMERMBA—REE (6) (6)
At 31st December ®12H31H 982 949
(d) Statutory reserves JETE e
At 1st January B1A1H 1,216 -
Transfer from retained profits BB B mfl 285 7
At 31st December M12A831H 1,501 7
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2009
The Group 5E The Bank 877
HK$ Mn BEEEET HKS Mn BB EET
(e) Capital reserve (e) BAFEEG
At 1st January and 31st December R1A1BR12A31H 86 -
(f) Exchange revaluation reserve (f) EXEHREE
At 1st January M1A1H 1,006 48
Exchange adjustments kS 163 7
At 31st December M12A31H 1,169 55
(g) Capital reserve — staff share options (9) BEAFECEITIEERIRE
issued
At 1st January M1H18 125 125
Transfer of the fair value of options to
share premium RRENFEERARMDRE (3) 3)
Forfeited options transfer to retained
profits EENSEES 1T UNEYES (23) (23)
Additions 10 71 71
At 31st December M®12H31H 170 170
(h) Investment revaluation reserve (h) BEEEFE
At 1st January ®1A1H (228) (45)
Changes in fair value of securities BEMNTEEE 575 267
Reversal upon disposal (Note 12) R SRR (Aa12) (29) 5
Recognition of deferred tax liabilities
(Note 33(b)) TERIEE R IH A & (A7:233(b)) (43) (49)
Impairment loss and amortisation PEREEEEINE: it 1 -
At 31st December "®12A31H8 286 178
(i) Other reserves (i) EfbiFEE
At 1st January M1ATH = =
Share of changes in equity of associates g NG T 0k 17 -
At 31st December M12A31H 17 -
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2009
The Group &H The Bank #8747
HK$ Mn B EEL HKS Mn BB AEET
() Retained profits () BrEsH
At 1st January M1A1H
— As previously reported — MRS 5,339 2,724
— Adjustment arising from changes in
accounting policies - Aest B EREE S| R AR 119 112
— As restated - B 5,458 2,836
Net profit for the year FEAEN
— As previously reported - WRTHRES 2,565 995
— Adjustment arising from changes in
accounting policies - REgstBoRE s SR 39 34
— As restated -5 2,604 1,029
Transfer to general reserve BA—M S (49) -
Transfer to statutory reserve BN EER#E (285) 7)
Forfeited options transfer to retained
profits BERMM AR EEA BT 23 23
Dividends (Note 15) W& B (HraE15)
— Interim dividend - REIRR S (516) (516)
— Final dividend in respect of previous
year - FFERAARE (33) (33)
- )BA —#&E 500,000,000
— Hybrid Tier 1 USD 500M ETT (51) -
At 31st December M12A31H 7,151 3,332
(k) Total reserves (k) fEfEAsE 30,754 23,769

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 realized
revaluation surplus on disposal of properties and the value of shares issued in lieu
of dividend.

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
branch, subsidiary and certain associates.

Bt Bk B HERR X B B(RBIEDDE

48BIRFTIE °

—REFENRY - BEREBERN - HE
MERNDERB[HBHRIARKEETH

B BEME

TR E R S ENEL REEEREE
RATHEFNSNE S E TR AR MO & SR o

EERBRABEIHBEREAEEBRRAK

FORER R AR —

RHT - —FHBL

AN THE A R A LM AR A AER o
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Capital reserve represents the capitalisation 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 recognised 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, 2010, HK$2,306 million
(2009: HK$1,857 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, 2010, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$15,536 million (2009 (restated):
HK$15,689 million). After the balance sheet date the directors proposed a final
dividend of HK$0.56 per ordinary share (2009: HK$0.48 per share), amounting to
HK$1,144 million (2009: HK$968 million). The dividend has not been recognised as
a liability at the balance sheet date.

EARFEENBRARRENEMEHET -

EXFEB(ERTRERRE) BEREER
A B RE2(a)v) FTEUA D R BB AE X A
MEFBRERR TATER 2 BRREF
AT R AREE WA FEE -

REBMRFAEREFEIMH Hj:.uda? X
FRRILERN R AT EELEFHE
Eﬁ&ﬁi@ﬂ@@ﬁﬂl%ﬁaai%(ﬁ’s\lﬁﬁz(f)%ﬂ( ) o

HibfEfEeERGHE QR
R REGBITU R EN S o

R IREEM

REABBRTEN)EBEBEEENR
E zﬁﬁﬁ?mﬂ%%ﬁ%qﬂi&ﬁfi;ﬁaﬁﬁaﬁ
BERIXOAEETREBRSE - KHH
Eﬁ%%ﬂﬂﬁ%é BENEHEEET
BEaAAEE - K2010F12A318 &
175w M AP e 15 B i G R AR B T AR B
fi% 58 7% % 2,306,000,000 7T (2009 & : K&
1,857,000,0007T) * BREREZANEHS
MERR -

2010612 A318 » ALRE T ARITIRED
fi# #8548 %8 5 5 %5 15,536,000,000 7T ( 2009 5
(E%R) : %% 15,689,000,0007T) ° FE4E
HEESHRRPEERE A h%%ow
gL (20094 @ #B¥0487T)  HEEBK
1,144,000,0007T(20094F : ##968,000,000
TT) e REE B RERZREARE

2010 2009

HKS Mn BETET HK$ Mn BEEET

At 1st January m1A1H 4,358 339
— sale of interests in businesses to
non-controlling interests investors - HERERES TIHERILES 4 132
— purchase of interests in businesses from
non-controlling interests investors e e = UNSE 3 - (10)
— Hybrid Tier 1 note issue - BITRE—REATE - 3,877
— final dividend in respect of previous year -BLEFERARE (56) (55)
— exchange adjustments — [N T 15 2
Profit for the year FEN & 79 73
At 31st December M12A31H 4,400 4,358




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.

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.

RERITBEMRADA | 2010 F 3K | 213

RES D BB A KBS R EIZNERS

FEBEREY —EXTSNRBRERGIE - U
A BE ERRIEHAEEREATHS
R - WHEEER THERE AR AEE
ZERR - AEBEREERR - TIZER
LERK  ABESER - FRER - K
BB - EERBREZERR TN EER
K VYHRAEEENEHMEERZE S TR
o THEREREZESRIESR  &EL
EZeitkx ZZECHRASEEEERITR
@E - SRR BITRARMEERRE
EEAARK o ANEBRA (ALK T REARE
BEN(AREEE) ZEREHRIZAR
ERNES - AFEZENSHEBIHIE
HEITRERX - DARERZSBUR KBTS A
it o

(a) FERBER

BEARBRREF R YT REBTLR
£ RERREER 025 HF AR

BREBNBRTARRNR B EBNXFY
FA% -

RERASENFERRER EFGER
“Zﬁiﬂaﬁﬂ%H F MiEERBER
BN RFIBEHBEM - EEZE KRR
EREZEGRNESSER RREEZES
%Eﬁ@K%E%ﬁﬁ@@mﬁﬁ%%$

cEERRIZEFIRERE TRE X

% c BEEFEMAAOITHIREE - WEREREE
ZESEMARITHIRE EEREREE
EER - ERRAHER - I BRAEGR
BEETRET -

ERZESRAREMAEASERGERR
BHRNER - ARBERINE R EERRA
7% BEREREMSOR - SIEFER
RMEEEMET  UREEEERYE -

AEBEEFERERFF IR HE FHAE

SERMBE  BARERLPRRHHEFHE

HRREEERRE - AN KE DA
REFENARAEENTIEZERE -

AKECHIRIZRBRRIEF » ARG - &
& ERRBEHAKEERAZNEERR
FEhmE - AREERERRREIEESIF
EIJHM:.,%%EHHW HIERRREE  RER
CEEEERERF - AR FEE
H&&ﬁﬂ%ﬁ%aTT%ﬁm RS SEEST Uil
WEZFES  NEATHEEE - BRAE
ERRFEFEERREREF - AEEZE
REERETHEERRERLS ARER
RBERRBREHNED



214

The Bank of East Asia, Limited | Annual Report 2010

(a) Credit risk management (continued)
The Group's credit risk management for the major types of credit risk is depicted as

follows:

@

(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 Specialized 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.

Credit-related commitment

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.

(a) FERMEEE)
AEMB T SCREELERRETRER

REIR

)

(ii)

(iii

(iv)

TERRITEERR
AEBEEHFTZHEBERERF - UFEE
BEXSUFAXRIHNEEEERE -
UERARERZEARDERT - ¥R
RITEFPME  AEEEHIEERRAT
BERXRSUFHNBIRRS - EEDH
ERFHERANREAEPIEEENR
WA - AEREESETRNEERR -
AEBBEFRMERIITERTRAERAT
B A B EETE R AR A IEREE - ANEE
NEBERFRF - BRIZBERWR
BREETR - AEFETEE R
FEH o

AEEREETZERROERESNN
B BRBRDEEERERTER
PISEENRZET - TEXERDRR
I - XpEANERARMERRE
ERREERESR - OERT AR -

TEREERR

AEENTEGERRNELREFERE
BEETEERHYERERLA/NE
RS MEIER o FERRET A ERF AR A
FIERIEERRR  ARENTIEEER
ZERADEBRENEBEERES B
FEHIRR - ARBEREAZMITEMRR
VARETE M TE BB T 2 dm (5K AN B R B P

aa -

HEZZNEERR
AEERACEFERRNOEIETE -
EEALENAZZHNEERR - 215
SIRAIFRRREIEZHE T RRE
ERZRZE FHRRRE -

HZE A B R A GE
HERBMNAGEMEEEENRR -

AE LEEHREXTFEEPENEERR
R - Bt - BARSZBEATAEFH
FEFRABEZINERRR  AaR
FAERER



(v)

(vi)

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

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 58

2010

REHRTERDA

(vi)

2009

HKS Mn B®EET HKS Mn BEEETL
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FEEETHER
FEETHREBRERZ ZH FEERE

Wi REBERTERENZE - MaE
EEnEEEERREAEHASENE
BREBARERER - ARENPHET
HEoBEETRME - TEMER °

AEE-ERRAEENRRIZEHIEE -
I N RTEME KBS EERE -
NEREEETHRR -

R AR

REE B R EERHER R EMLE
ERANRREERR - BEE—HE
BBR AR R (B 2 0 & BB EE FE B A5 5A
MRNIREE - HReEBREENT

The Bank $17
2010 2009
HKS Mn % EET HKSMn B EET

Cash and balances with banks,

B RAERIT - RRBITH

central banks and other

finandial institutions Hit & pigEneEE 47,080 28,611 17,109 11,821
Placements with banks, central

banks and other financial FERAT - RARBITNEM SR

institutions BB 58,197 67,945 39,974 61,894
Trade bills DRSS 18,548 1,847 4,166 861
Trading assets RHBREE 4,149 4,092 2,501 1,749
Financial assets designated at fair 57 A& iBIE S M R

value through profit or loss NEEENSHEE 15,989 10,043 15,989 10,035
Loans and advances to customers XEEZ 295,943 246,309 184,333 142,197
Available-for-sale financial assets ~ AItHE S B EE 38,167 28,996 19,960 17,949
Held-to-maturity investments RHEIHEE 5714 7,239 3,766 4,802
Other assets Hth&E 23,166 14,369 5,891 5,491
Financial guarantees and other

credit related contingent BB R R At EEE RN

liabilities ARG 12,131 9,965 7,829 7,616
Loan commitments and

other credit related EXFEEREMEEEERN

commitments e 105,747 77,273 62,590 59,169

624,831 496,689 364,108 323,584
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(a) Credit risk management (continued) (a) EERBEE @)
(vii) Credit quality of loans and advances Vi) EREBRMEEEES
Loans and advances to banks are only made to banks with good credit RITBERRBR A HTEAELEER
standing. At 31st December, 2010 and 2009, no loans and advances to bank 24877 o A2010E % 200912 8318 -
are impaired. The credit quality of loans and advances to customers can be PR ERERTEZR RS - REE®
analysed as follows: RRSMEEEESROT ¢
The Group £8 The Bank 17
2010 2009 2010 2009

HKS Mn BB EET HKSMn BEEEL HKS Mn BEEET HKS Mn BEEET

Gross loans and advances

to customers RPERRBRER
- neither past due nor impaired - E@HEE 295,383 245,149 183,877 141,219
~ past due but not impaired - BREARERE 69 57 68 44
- impaired -ERfE 1,592 2,448 1,268 2,111
297,044 247,654 185,213 143,374

Of which: Hep:
The Group &8 The Bank 81T

2010 2009 2010 2009

HKS Mn B¥EET HKSMn BB EETL HKSMn B¥EET HKS Mn BEEET

Gross loans and advances

to customers that are neither BRI LHENHEFER
past due nor impaired RBRER
— Pass -&% 293,456 242,617 182,251 139,187
— Special mention -TEWE 1,927 2,532 1,626 2,032
295,383 245,149 183,877 141,219
The Group classifies the loans and advances in accordance with the loan AEBRBEREERTEESCREER
classification system required to be adopted for reporting to the HKMA. WERDERFADEEK -
The ageing analysis of loans and advances to customers that are past due but ERBEREREZEFERKBRD
not impaired is as follows: FESTT
The Group 58 The Bank $£17
2010 2009 2010 2009

HKS Mn B¥EET HKS Mn BB EETL HKSMn B¥EERT HKS Mn BEEET

Gross loans and advances to
customers that are pastdue  ARHERERENTEER

but not impaired PEE et

— Overdue 3 months or less ~BH3EANUT 69 57 68 44
Loans and advances that would be past due or impaired had the terms not 72010612 A318 - BRI AR BT R
been renegotiated amounted to HK$443 million as at 31st December, 2010 A s ER A REE R RBERE S
(2009: HK$489 million). 8 A1 443,000,00070 (20094 « #HE

489,000,0007T) °



(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:

The Group £

2010

REHRTERDA

(viii)

2009

HKS Mn B®EERT HKS Mn B¥EET
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FERRBREMEENFEER
EeRGNEERRERTE - BAKE
EERHEMCREENTE-BRARRK
AEEAR R ENEFRENETF -

REEE - RRIBEETRES B
R E R - RAE SR R
FEE 2 B E R R AN EEE RN
T

The Bank $17
2010 2009
HKS Mn B¥EET HKS Mn BB EET

Aaa Aaa 6,277 7,362 5,991 7,005
Aal to Aa3 Aal £ Aa3 20,519 16,655 19,426 14,944
Alto A3 Al £ A3 10,664 8,413 9,180 6,966
Lower than A3 A3 AT 4,761 2,122 2,776 1,462

42,221 34,552 37,373 30,377
Unrated R 20,099 14,954 3,676 3,413
Total i) 62,320 49,506 41,049 33,790

(ix) Collateral and other credit enhancements (ix) I R E M= AR

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

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

The lower of gross loan amount and the estimate of the fair value of collateral
and other credit enhancements held against financial assets is as follows:

The Group £8

2010

2009

HK$ Mn B EERT HKS Mn BEEET

AEEBHAMEZRBEA - HhER
EREE ReEFRRER  URKEER
REBREERR - REFERIERMED
BREZEEEHOEMRN - RITE
KR IBEERR - FHHEBIEFEEK
TREEMERD  ERRIAZER
RTE

BUL—ETFeREEMFEBEFNEERE
FBHRBERIAN BHESF  BEHFR
H R RE—REBEIEFD - K&
EZETISDARESL) - ATEEHAI RS
HENFEEERE—2ERARARBT
ZHTER S °

EFRERSEEERSRAE 2 HT
i R EAMEREFANGEF AT EERE
ZBIEEWT ¢

The Bank $17
2010 2009
HK$ Mn ¥ EERT HKS Mn BEEET

RAEEREREEZERR
REMERRINATER

Fair value of collateral and other
credit enhancements held

against financial assets thatare: 2T :

- neither past due nor impaired - B H K R(E 221,122 192,357 130,213 106,004

— past due but not impaired - BREERERE 60 57 59 42
221,182 192,414 130,272 106,046
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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 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 based on internal forecast.

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 value-at-risk (“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.

(b) B ERERE
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The following table indicates the concentration of currency risk at the balance TRETREEREBRARERHIER :

sheet date:
The Group £8
2010 2009
Other Other
foreign foreign
usb CNY  currencies Total uso CNY  currencies Total
E9 ARE  EfpoE a% EY ARE  EftsiE e
HKSMn ~ HKSMn  HKSMn  HKSMn HKS Mn HKS Mn HKS Mn HKS Mn
AMRER AMRER AMEER  AMEER  A¥EEn  ANEEr AFEEr AMEEn
Assets BE
Cash and balances with banks and other B2 RERTMEHAEEE
financialinsttutions gl 2,258 40,91 1871 45,09 2241 17427 1453 212
Placements with banks and other financial
insttutions ERTRABRERNER 8,656 11,428 17,786 37870 14832 4,169 24,609 83610
Trade bills 2556 5,802 12,695 37 18,534 1,78 8 4 1,834
Trading assets ROFREE 1,191 1,615 301 3,107 836 2307 312 3475
Financial assets designated at fair value REARBERARG
through profit or loss ATEERSREE 11,645 - 172 13,367 6,709 = 908 1617
Advances to customers and other accounts  RPEFI R ZMEE 54,274 104,025 19,061 177,360 44,193 83,346 19,252 146,791
Available-for-sale finanial assets R ESREE 7318 16,625 6,671 30,614 7324 9,650 5233 2,207
Held-to-maturity investments HENHRE 2,488 12 1472 391 3,088 - 2,106 5,194
Investment in associates BEnnRE 430 - 51 481 360 = = 360
Fixed assets EedE 13 5,264 958 6,395 190 4805 879 5374
Goodwill and intangible assets HEREVEE 238 3 454 n 239 20 404 663
Deferred tax asses EREHEEE 333 20 40 393 230 - 80 310
Spot assets RREE 94806 192,680 50424 337910 804 12175 55280 259,05
Liabilities af
Deposits and balances of banks and KR EREES
other finanial nstitutions TR (5,974) (1,539) (2,038) (9,551) (4.715) (4,582) (1949 (11,246)
Deposits from customers RFER (58,631)  (149,720) (47.413)  (255,764) (60,630) (97,918) (48,141) (206,689)
Trading liabilities REREEE (1,600) (508) (69) @17m) (1,042) (26) (59) (1,127)
Certificates of deposit issued BEIENE @1m2) - - @m) (1,639) = = (1,639)
Current taxation TEHRA (30) (102) (83) (215) 13 (58) (70) (115)
Debt securites isued BETREES - (4709) (241) (4,950) = (4,346) = (4,346)
Deferred tax liablities BEHERR @ - @) (6) @ (82) @ (128)
Qther accounts and provisions HSEREE (6,056) (15,874) (86) (22,016) @,16) (9.333) (1,394) (13.483)
Loan capital fREER (9,145) - (3548)  (12,69) (8,928) - (3431 (12359)
T Spotlisbites  RERE | (@4212)  (172452)  (3480)  (10044) (766l (11634 (5086)  (51.09)
Forward purchases ZHEA 136,496 94,932 12,559 243,987 59917 21419 11,016 98,352
Forward sales RHEL (156,605) (96,540) (8196)  (261,341) (57,946) (27,850) (8,726) (94,522)
Net option position HiEeEE 154 - (10) 144 (45) - 34 )
Net long/(short) non-structural position FERIER/(R)ETE (9,361) 18,620 1297 10,556 4,289 4976 2518 11,783
Net structural position EEMRETE 2,467 6,855 27 10,049 2432 6,605 1,012 10,049
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(b) Market risk management (continued) (b) TiHAEREIE(#)

(i) Currency risk (continued) () B%ER(E)
The Bank $R1T
2010 2009
Other Other
foreign foreign
UsD CNY  currencies Total Usp CNY  currencies Total
ES ARE  Hfpg a5 e ARE o o3
HKSMn ~ HKSMn  HKSMn  HKSMn HKS Mn HKS Mn HKS Mn HKS Mn
A¥EEn  RWEEx R¥AER  BMEER  AYEER  AMEEn  BMEER  AEEER
Assets BE
Cash and balances with banks and other BeRESTAEEREE
financial institutions igfe3ea 1,145 12310 1,501 14,956 1,220 1,946 1,055 4,21
Placements with banks and other financial
institutions ERORAtEREENER 3532 - 17320 20,852 13,504 - 24,506 38,010
Trade bills 252 4,017 120 15 4152 838 - 10 843
Trading assets RERGEE 1,155 1 301 1457 819 1 311 1,131
Financial assets designated at fair value REARBERRG
through proft or loss ATRENSREAE 11,645 - 172 13,367 6,701 - 908 7,609
Advances to customers and other accounts  BPEFRE A 31,869 150 18,989 51,008 19,052 2 15,385 34,458
Available-for-sale financial assets EHESREE 4,939 1363 6,326 12,628 5,638 135 4,991 10,764
Amounts due from subsidiaries HEAARS 231 4,028 1 26,526 7525 730 695 8950
Held-to-maturity investments R 1334 - 1473 2807 1,788 - 1,985 3713
Investment in subsidiaries and associates B ATNBLATRRE 2,067 - 60 2127 2075 - 361 2436
Fired assets EEAE 5 - 867 8n 7 - 807 814
Deferred tax assets EREHEAE 168 - 40 208 91 - 7 168
Spot assets REhE 84,203 17,972 48,785 150,960 59,258 2,833 51,091 113,182
Liabilities 8
Deposits and balances of banks and ROREMSREES
other financial institutions FARER (1,113) - (1,731) (2,844) (1,227) - (1,654) (2,881)
Deposits from customers EREH (42395)  (14073)  (46708)  (103176)  (42.215) (2614 (45959  (90,788)
Trading liabiliies REFREE (1.438) - (69) (1,507) (861) - (40) (907)
Certficates of deposit issued BETENE @2m) - - @m) (1,639) - - (1,639)
Amounts due to subsidiaries RKEBARE (352) - o) (361) (543) - (26) (569)
Current taxation AHHE (54) - (37) (91) 2 - (33) (33)
Debt securites ssued BETERES - - (241) (241) = - - -
Deferred tax liabilities EEHBAR - - @ W) - - - _
Other accounts and provisions EftFERES (2,368) (3829) - (6,197) (455) (6) (1,248) (1,709)
Loan capital EEER (13,458) - (3,548) (17,006) (12,844) - (3431) (16,275)
,,,,,,,, Sotlibites  FERE  (@B%0)  (7%0) (235 (34te7) G978 (620 (23%9)  (114801)
Forward purchases N 115,481 21397 11815 148,693 72537 161 10,725 83423
Forward sales BB (136323) (22,691) (7.743) (166,757 (71,256) (153) (8429) (79,838)
Net option position HEeTE 154 - (10) 144 (45) = 31 m
Net long/(short) non-structural position FERER /(B)REE (435) (1,224) 502 (1,157) 2 21 1,022 1955
Net structural position FENEETE 2,467 6,855 1 10,049 2432 6,005 1,012 10,049




(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 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.

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.
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(b) Market risk management (continued)

(b) TIEREREE &)

Value-at-risk statistics EARBBEST
2010

At 31st December Maximum Minimum Mean

RM12A318 BE &1 ¥4

HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn

BYEET REBEET REEET BYEET

VaR for total trading activities R B EHNER AL 37 52 33 42
VaR for foreign exchange

trading positions* INER B F5R RIm IR B 4 8 2 4

VaR for interest rate trading positions & X F15& #E K 28 7 9 2 4

VaR for equity trading positions AR SR R E R EEE 30 45 24 35

2009

At 31st December Maximum Minimum Mean

W12A318 B 540 1

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEAET BEEET BEEET BEEET

VaR for total trading activities R B EHNER I 45 76 43 59
VaR for foreign exchange

trading positions* SNER S¥5 R B R IR B 7 21 5 1

VaR for interest rate trading positions %2 545 & #)E K 238 3 4 1 3

VaR for equity trading positions AR S5 A R E R &R 37 61 35 46

(0

* Including all foreign exchange positions but excluding 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.

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.
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(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 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 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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(d) Liquidity risk management (continued)

Analysis of assets and liabilities by remaining maturity:

(d) "B ESRAMREE (&)
BERABOFIBER I -

The Group 5
2010
3 months 1year 5 years
or less orless or less
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand  fmonth  1month 3 months 1 year Syears oroverdue Total
1BRNE  3fARNL 150k Rk
IRER EED 538 33 B5% SENE ik &%
HKSMn ~ HKSMn  HK§Mn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EWAER EWAER AWRER AWEAR EWEEn EWEEn BNEEn  ENEER
Assets (]
Cash and balances with banks and other ~ BARERTAE L REE
financial institutions g7 28,108 10 63 40 - - 20,012 48,293
Placements with banks and other financial
institutions ESTREbBERENRR i 49,421 2,161 6,488 - - - 58,197
Trade bills B2k 554 4713 11,752 1513 - - 6 18,548
Trading assets REREAE - - 12 %7 1,204 28 3434 5,845
Financial assets designated at fair value REABRERARE
through profit or loss ATRENEREE - - 135 1,049 11,676 3129 203 16,192
Advances to customers and other accounts  BFEFREMEE 4922 30,209 24,198 65,844 117,380 73,008 4479 320,040
Available-for-sale financial assets MEHESHEE 120 1734 5333 8,547 19,385 3,048 2612 40,779
Held-to-maturity investments REIERE 7 868 203 1456 2388 m - 5714
Undated assets ETRANEE - - - - - - 20,585 20,585
Total assets BELE 33,852 87,031 43,851 85,884 152,033 80,205 51331 534,193
Liabilities B
Deposits and balances of banks and RREbLREEN
other financialinsitutions Fakis 1,013 2,9 1429 399 596 - 3 9,994
Deposits from customers REGH 142,673 126,658 72,199 64,052 14,251 - - 419,833
- Demand deposits and curent accounts - EEERRARER 59,699 - - - - - - 59,699
- Savings deposit - ER 82,366 - - - - - - 82,366
- Time, calland notice deposits - EBREREN 608 126,658 72,199 64,052 14,251 - - 288
Trading liabities RHRBERE - - - - - - 3,101 3101
Certficates of deposit issued BTN - - 535 874 1,776 240 - 5,586
Current taxation KB - - - 618 - - - 618
Debt securites issued BENERES - - - 4,709 U1 - - 4,950
Loan capital EEER - - - - 8,208 4,485 - 12,693
Other liabilities AtigE 1,674 2823 4,168 9,522 358 - 10,230 28,775
Total liabilities BELE 145,360 132,422 78,331 83,767 25430 6,886 13,354 485,550
Net gap FER (111,508) (45,391) (34,474) 2,117 126,603 73319
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

£

The Group

Assets BE
Cash and balances with banks and other B4 RAERTHEG SRR

finandial institutions NER 18,156 2 8 - - - 11482 29,712
Placements with banks and other financial

institutions ESAREMERERIREN - 35006 15471 17,468 - - - 6%
Trade bills 852k 3 33 1,028 443 = = 6 1,847
Trading assets RGRREE - - 126 949 1949 100 2,59 5722
Financial assets desiqnated at far value REARARRNRY

through profit or loss ATEENSRARE - - 15 108 783 2,085 349 10,392
Advances to customers and other accounts B EFREMER 4410 26,242 14,803 50,376 100,562 61317 4,093 261,803
Avallable-for-sale financial assets MEHESREAE = 1438 3639 9,241 13012 1,666 1,887 30,883
Held-to-maturity investments HEHERE = 79 602 1,306 40M 591 = 7239
Undated assets ERARAE - - - - - = 18539 18,539
Total assets BELE 22,604 63,773 35732 79,891 127,369 65,759 38954 434,082
Liabilities g8f
Deposits and balances of banks and FOREHERERD

other financial institutions TR 291 5774 4155 1613 20 - 3 11,886
Deposits from customers RElH 129,231 104,732 53,276 4,22 11,067 - - 342,528

- Demand deposits and current accounts - FHERRAREE 46,380 - - - - - - 46,380

- Savings deposit -BERR 81,711 - - - - - = 81,711

- Time, call and notice deposits - EHREAES 1,140 104,732 53,276 4.0 11,067 - - 24437
Trading liabiliies REFREE - - - - - - 1455 1455
Certficates of deposit issued BETRNE - - 29 1,119 1,004 304 = 2812
Current taxation AHHE - - - 147 - - - 147
Debt securities issued BEAERES - - - - 4346 - - 434
Loan capital EEER - - - 4281 8,078 - - 12,359
Other liabltes Eft&f 590 2391 2522 4,940 873 - 7,710 19,006
Totalliabilities REEE 130,112 112,897 60,248 56,322 25478 304 9,198 394,559
Net gap REE (107,508) (49,124) (24)516) 23,569 101,891 65,455
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(d) Liquidity risk management (continued)

(d) RBESRAMEE @)

The Bank $RAT
2010
3 months 1year 5 years
or less orless or less
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand  fmonth  1month 3 months 1 year Syears oroverdue Total
1BRNE  3fARNL 150k Rk
IRER EED 538 33 B5% SENE ik &%
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
EWAER EWAER AWRER AWEAn EWEEn EWEEn BNEEn  ENEER
Assets (]
Cash and balances with banks and other ~ BARERTAE L RIEE
financial institutions g}y 16,583 - - - - - 1,225 17,808
Placements with banks and other
finandial nstitutions ERTRADERRENEN 121 7R 675 2,067 - - - 39974
Trade bills B2k 175 1,103 2,539 344 - - 5 4,166
Trading assets REREAE - - - 91 756 28 2,901 4,19
Financial assets designated at fair value RERBRERNRS
through profit or loss ATBENEREE - - 135 1,049 11,676 3129 203 16,192
Advances to customers and other accounts  BFEFREMEE 3,983 24,199 13,366 29309 73221 43,185 3,800 191,063
Available-for-sale financial assets MEHESHEE 120 1,244 4,018 5,076 8,711 791 1,202 21,162
Held-to-maturity investments REIIER u 793 153 1373 1420 - - 3,766
Undated assets ETRANEE - - - - - - 55,262 55,262
Total assets BELE 21,009 64,450 20,386 39,509 95,784 47,353 64,598 353,589
Liabilities B
Deposits and balances of banks and RREbLREED
other financial institutions Fa s 927 1382 901 - - - 3 3233
Deposits from customers RERS 95,570 106,057 50,570 23,390 1,119 - - 276,706
- Demand deposits and current accounts - EEERRARER 16,796 - - - - - - 16,796
- Savings deposit -BERR 78,595 - - - - - - 78,595
- Time, call and notice deposits - EBRANER 179 106,057 50,570 23390 1,119 - - 181315
Trading liabities RORBERE - - - - - - 2432 2432
Certficates of deposit issued BERNE - 535 874 1,776 2401 2,200 - 1,786
Current taxation KEHE - - - Il - - - Iy
Debt securites issued BEERES - - - - w1 - - 21
Loan capital EEER - - - - 8,208 8,798 - 17,006
Other liabilities AtiBE - 736 105 3,851 3 - 6,580 11,215
Total liabilities BELE 96,497 108,710 52,450 29,458 119712 10,998 9,035 319,120
Net gap FEE (75,488) (44,260) (31,564) 10,051 83,812 36,355
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B & (4R)

The Bank 8RAT

Assets BE
Cash and balances with banks and BeRASTHA SRR

other finandil institutions et 11,767 - - - - - 760 12,527
Placements with banks and other

financilinsttutions ESAREMERERIREN - 318 13313 16,686 - - - 618%
Trade bils E5%58 3% 13 528 159 - - 6 81
Trading assets RoRGAE = = 1 1 802 100 2420 334
Financial assets desiqnated at far value REARARRNRY

through profit or loss ATEENSRARE - = 15 108 1821 2,085 349 10,384
Advances to customers and other accounts B EFREMER 4078 19,841 7,398 17,595 59,910 35,731 4,083 148,596
Avallable-for-sale financial assets MEHESREAE = 1421 3,061 3,692 8979 7% 986 18,935
Held-to-maturity investments HEHERE = 613 563 820 2,805 1 = 4802
Undated assets ERARAE - - - - - = 35,970 35,970
Total assets BELE 15,881 53,902 24,879 39,061 80323 38,713 44,534 297,093
Liabilities g8f
Deposits and balances of banks and FOREHERERD

other finanil institutions i Rias m 1,300 1,557 354 - - 3 351
Deposits from customers RElH 93,026 87,0% 37,746 18,685 764 - - 231517

- Demand deposits and current accounts - EEFRRAREP 14,860 - - - - - - 14,860

- Savings deposit - FERR 78,024 - - - - - = 78,024

- Time, call and notice deposits - EHRBAER 142 87,29 37,746 18,685 764 - - 144,633
Trading liabilities REFREE - - - - - - 123 1235
Certficates of deposit issued BETRNE - - 29 1,119 1,004 2504 = 5012
Current tasation AHHE - - - 18 - - - 18
Loan capital [FEER - - - 4281 8078 3916 = 16,275
Other liabltes Eft&f - 686 115 3 18 - 4,665 553
Total liabilities REEE 93,303 89,282 39,713 24,4% 9,954 6,420 5933 269,101
Net gap REE (77,422) (35,380) (14,834) 14,565 70,369 32,293

As the trading and available-for-sale portfolios may be sold before maturity or HRER 5 R AT HE AR OHEE TR E
deposits from customers may mature without being withdrawn, the contractual HiRT H & SR B AR AT B AE B BR AT B4R AR -

maturity dates do not represent expected dates of future cash flows. AREERWIFREZARRR RN B -
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

40.FINANCIAL RISK MANAGEMENT (conTinueD) BATE BB EE @)

(d) Liquidity risk management (continued) (d) REBESRBREE @)
The following tables provide an analysis of the undiscounted cashflow projection TRETREEASBNREHINIz ¢®ME
of the financial liabilities of the Group at the balance sheet date based on the BENEARERREGOXNERZ BHS
dates of their contractual payment obligations: #r
The Group £H

Deposits and balances of banks and RREbEREES
other financial nstitutions BHReH 9,994 10,057 1013 431 4037 607 - B
Deposts from customers RFEH 419833 A9 1715 199183 64,699 15,357 - -
- Demand deposits and current accounts — B A REE 59,699 59,737 59,737 - - - - -
- Savings deposit -RERT 82,366 82,367 82,367 - - - - -
- Time, call and notice deposits -~ BB w8 279810 611 199143 64,699 15,357 - -
Trading liabities REBEAE 3101 310 - - - - - 3101
Certficates of deposit issued BEEAE 5,586 5,676 - 538 903 1834 2401 -
Current taxation THHE 618 618 - - 618 - - -
Debt securites issued BEEEES 4950 5,086 - 68 4776 m - -
Loan capital fFEER 12,693 16,052 - 26 21 9,595 5914 -
Interest rate swaps HEEHAY 6,101 6,101 - 552 1,006 3023 1,520 -
Other fiabltes EfpafE 28,775 8,775 1,674 6,991 952 358 - 10,230
Total gE 491651 497380 145400 211931 85,842 31,016 9,835 13,354

Deposis and balances of banks and RREbeRERS
other financial institutions Bk 11,886 12213 291 9,966 1,869 54 - 3
Deposts from customers EFER M58 M3B 129350 158358 4,627 11,548 = -
~Demand deposits and current accounts —ERERRERER 46,380 46,380 46380 = = = = =
- Savings deposit -REE 81,711 81,730 81,730 - - - - -
~Time, call and notice deposits -THRBAER 04437 0573 1240 158358 44627 11,548 = =
Tradingliablities RHRBaE 1,455 1,455 - - - - - 1455
Certficates of deposit issued BEAEAE 2812 28% - 314 1,136 1,100 30 -
Current taxation ERE 147 147 - = 147 = = =
Debt securitis issued BEERES 4346 4,600 - 65 6 4473 - -
Loan capital EEER 12,359 13,266 - 124 4,664 8,478 - -
Interest rate swaps FilES Ny 4364 4,364 - 266 863 2,206 1,029 -
Other liabiliies EfpaE 19,026 19,026 590 4913 4940 873 = 7,710

Total 2% 398,923 401,808 130,231 174,006 58,308 28,732 1333 9,198




The Bank

NOTES ON THE ACCOUNTS (CONTINUED)
A 78 Y & (

REWMTAMRAT | 2010 F 3], | 229

17

%)

n=

Deposits and balances of banks and PIREMSREREN
other financial institutions FaREs 3,233 3,33 927 2,283 - - - 23
Deposits from customers LS 276,706 277,066 95,570 156,781 23,565 1,150 - -
- Demand deposits and current accounts - R RARER 16,796 16,79 16,796 - - - - -
- Savings deposit ~fERR 78,595 78,595 78,595 - - - - -
~Time, call and notice deposits - EEREATR 181315 181675 179 156,781 23,565 1,150 - -
Trading liabilities RoREaR 2432 243 - - - - - 243
Certficates of deposit issued BETRNE 1786 1876 - 1412 1,805 2459 2,200 -
Current taxation AHHE m a - - a1 - - -
Debt securites isued BRTEEES W u5 - 1 2 m - -
Loan capital EEER 17,006 3338 - 262 611 10917 11,548 -
Interest rate swaps HxEHAL 4,965 4,965 - 302 624 2,550 1,489 -
Other liabilities b1 1275 11,329 - 844 3,858 47 - 6,580
Total &g 324,085 330,925 96,497 161,885 30,906 17,365 15,237 9,035

Deposits and balances of banks and PIREMSRERN
other finandial institutions TR R 3521 3523 7 2,859 354 - - 3
Deposits from customers EFEH BIST B3I 93026 12520 18,782 767 = =
- Demand deposits and current accounts - R RAREP 14,860 14,860 14,860 - - - - -
~Savings deposit -HER 78,024 78,024 78,024 - - - - -
~Time, calland notice deposits - ERREARR 144633 144893 14 1250 18,782 767 - -
Trading liablities RHREEE 1,235 1,235 - - - - - 1,235
Certficates of deposit issued BETRNE 5012 5,054 - 314 1,136 1,100 2504 -
Current taxation HHE 18 18 - - 18 = - =
Loan capital [FEER 16,275 20478 - 124 4993 9797 5,564 =
Interest rate swaps S 3639 3,639 = 166 540 1,959 974 =
Other liabiltes AfaE 5523 5,762 = 801 39 18 = 4904
Total ag M 277486 93303 129466 25,862 13641 9,042 6172
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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. The independent centralised risk management unit
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 implemented effectively.

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 in relation to the impact of changes in interest rates on earnings
and economic value is assessed through a hypothetical interest rate shock of
200 basis points across the yield curve on both sides of the balance sheet and is
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

(e) =R B
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TEEEGRENFEZRBRERRREE -
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MR - AEPEEI S EHED RS - %
RF R R E IR LS AR RERTT o

AITERRITEMAZRERBNEETERE
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S o RTTRBER SR EBREAIEHIA
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interest rates on our net interest income and economic value change: BRARKBEBEZE A EENTE
2010 2009
HKD usb CNY HKD usD CNY
B ESH AR# BT e ARE
HKS Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BYEEET BYRET BERET BEEETL BERET
Impact on eamings over the next i 5200 £
12 months if interest rates rise HAR12EAH
by 200 basis points B2 m (172) 331 (112) (72) (25)
Impact on economic value if interest ﬁﬁ' L FF00MEEE
rates rise by 200 basis points HIEEBENTS (66) (637) (230) (231) (312) (152)
This sensitivity analysis, which is based on a static interest rate risk profile of assets ZHRRESNEAREBREE X - THKE

and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

(i) thereis 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.

%F&E B A B A R L
*ﬁ)ﬂETFLATﬁ“”iEﬂ

RERMEN - B

() WeasREhR R AR BB FITEE
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(iii) 1
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A= B IERAITENSWAREEER
MERZERZFRENNHERATER T

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

A «

TERBINEERHSEERBEMNERT
RFEERTH (KB ERERIES):

sheet date:
The Group 5=
2010
Over Over
3 months 3 months 1year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R AL 1EUE
FUT E3 S B5% SENE FHE aE
HKS Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn HKS Mn
BYEER BYEER BEEER BEEER BYEER BYEER
Assets EE
Cash and balances with banks and 334 RAERTHIEM,
other financial institutions SREBRENER 44,547 40 - - 3,706 48,293
Placements with banks and other ~ EFTREM S BER
financial institutions R 51,709 6,488 - - - 58,197
Trade bills EUESH 16,411 1,530 - - 607 18,548
Trading assets RHBBEE 12 947 1,204 248 3,434 5,845
Financial assets designated at BT ARBEREARE
fair value through profit or loss ATEENEHEE 1,144 620 11,09 3,129 203 16,192
Advances to customers EFER 243,887 41,301 6,677 1,400 2,678 295,943
Other accounts HitBRIA 1,719 120 - 2 22,256 24,097
Available-for-sale financial assets ~ AJ{tHESREE 13,642 6,971 14,583 2,97 2,612 40,779
Held-to-maturity investments FEIHEE 1,729 1,381 1,832 m - 5,714
Non-interest bearing assets FEEEE - - - - 20,585 20,585
Total assets BERE 374,800 59,398 35,392 8,522 56,081 534,193
Liabilities 8
Deposits and balances of banks and ~ $81T R E-th & BLiktE Y
other financial institutions Bk abe 8,734 1,222 10 - 28 9,994
Deposits from customers BPRER 330,410 69,189 6,143 - 14,091 419,833
Trading liabilities RHRBEE - - - - 3,101 3,101
Certificates of deposit issued BETENRE 2,230 1,420 1,936 - - 5,586
Debt securities issued BETERES 241 4,709 - - - 4,950
Loan capital EEEX 4,660 - 3,548 4,485 - 12,693
Non-interest bearing liabilities FEEEE - - - - 29,393 29,393
Total liabilities BEEE 346,275 76,540 11,637 4,485 46,613 485,550
Interest rate sensitivity gap FIEGRE = 28,525 (17,142) 23,755 4,037
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NOTES ON THE ACCOUNTS (CONTINUED)
BRI BT & (4R

40.FINANCIAL RISK MANAGEMENT (conTinueD) BT EPEERE @)

(e) RIZABREE (&)

(e) Interest rate risk management (continued)

The Group

L

Assets 8E
Cash and balances with banks and B34 RAESR{TREL,

other finandial institutions SRBENG 27,130 22 - - 2,560 29,712
Placements with banks and other ~ ESFTREM S BEE

financial institutions R 50,477 17,468 - - - 67,945
Trade bills BHZ 1,359 443 - - 45 1,847
Trading assets ROMBEE 126 949 1,949 100 2,598 5,722
Financial assets designated at R ARBBEURE

fair value through profit or loss ATEENCREE 653 192 7,113 2,085 349 10,392
Advances to customers EFEH 191,994 39,853 8,875 3,033 2,554 246,309
Other accounts HitfRE 786 146 - - 14,562 15,494
Available-for-sale financial assets ~ AIEHESHEE 11,350 8,257 8,156 1,233 1,887 30,883
Held-to-maturity investments BEHSRE 2,383 1,050 3215 591 - 7,239
Non-interest bearing assets FEBBE - - - - 18,539 18,539
Total assets BELE 286,258 68,380 29,308 7,042 43,094 434,082
Liabilities 8%
Deposits and balances of banks and ~ $47 )k E th 4 Bii&fEEY

other financial institutions TRk 11,217 589 33 10 37 11,886
Deposits from customers EPER 277,844 47,220 4,227 - 13,237 342,528
Trading liabilities RHRRER 6 - = = 1,449 1455
Certificates of deposit issued BEIEHE 798 999 711 304 = 2,812
Debt securities issued BETERES - - 4,346 = = 4,346
Loan capital EEER 4,647 4,281 3,431 - - 12,359
Non-interest bearing liabilities FESEE - - - - 19,173 19,173
Total liabilities BREE 294,512 53,089 12,748 314 33,89 394,559
Interest rate sensitivity gap FIRGRE =5 (8,254) 15,291 16,560 6,728
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The Bank 1T
2010
Over Over
3 months 3 months 1year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R AL 1EUE
FUT E3 S B5% SENE FHE faE
HKS Mn HK$ Mn HK$ Mn HKS Mn HKS Mn HKS Mn
BYEER BYEER BEEER BEEER BYEER BYEER
Assets 43
Cash and balances with banks and 34 RAERITHEM,
other finandial institutions PHBENER 15,663 - - - 2,145 17,808
Placements with banks and other ~ ERTREM S RIEE
financial institutions R 37,907 2,067 - - - 39,974
Trade bills EUES 3,625 345 - - 19 4,166
Trading assets RHBBEE 1 290 756 248 2,901 4,19
Financial assets designated at BT ARBEREARE
fair value through profit or loss ATEENEHEE 1,144 620 11,09 3,129 203 16,192
Advances to customers EFER 168,249 8,477 4,831 502 2,674 184,333
Other accounts HAhERIE 916 105 - - 5,709 6,730
Available-for-sale financial assets ~ AJftHESREE 11,838 3,500 3,909 713 1,202 21,162
Held-to-maturity investments FEIHEE 1,604 1,298 864 - - 3,766
Non-interest bearing assets FEEEE - - - - 55,262 55,262
Total assets BERE 240,947 16,702 21,056 4,592 70,292 353,589
Liabilities 8
Deposits and balances of banks and ~ $1T R E- & BLikts )
other financial institutions TR 3,205 - - - 28 3,233
Deposits from customers BPRER 239,202 23,390 1,119 - 12,995 276,706
Trading liabilities RHREEE - - - - 2,432 2,432
Certificates of deposit issued BETEHRE 2,230 1,420 1,936 2,200 - 7,786
Debt securities issued BRETEBES 241 - - - - 24
Loan capital EEEX 4,660 - 3,548 8,798 - 17,006
Non-interest bearing liabilities FEEEE - - - - 11,716 11,716
Total liabilities BEEHE 249,538 24,810 6,603 10,998 27,11 319,120
Interest rate sensitivity gap FIEGRE=E (8,591) (8,108) 14,453 (6,406)
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NOTES ON THE ACCOUNTS (CONTINUED)
BRI BT & (4R

40.FINANCIAL RISK MANAGEMENT (conTinueD) BA TSR EE @)

(e) FIZEREE (@)

(e) Interest rate risk management (continued)

The Bank

$RAT

Assets 8E
Cash and balances with banks and B34 RAESR{TREL,

other finandial institutions SRBENG 11,233 - - - 1,294 12,527
Placements with banks and other ~ ESFTREM S BEE

financial institutions R 45,208 16,686 - - - 61,894
Trade bills BHZ 657 159 - - 45 861
Trading assets ROMBEE 1 1 802 100 2,420 3,324
Financial assets designated at R ARBBEURE

fair value through profit or loss ATEENCREE 653 192 7,105 2,085 349 10,384
Advances to customers EFEH 133,403 4,198 1,689 521 2,386 142,197
Other accounts A EE 655 126 - - 5,618 6,399
Available-for-sale financial assets ~ AIEHESHEE 10,816 2,647 4122 364 986 18,935
Held-to-maturity investments BRIHRE 2,228 563 2,010 1 - 4,802
Non-interest bearing assets FSEEE - - - - 35,970 35,970
Total assets BELE 204,854 24,572 15,728 3,071 49,068 297,293
Liabilities af
Deposits and balances of banks and ~ $#47 [ E-th & BY R

other financial institutions TRk 3,130 354 - - 37 3,521
Deposits from customers EERH 205,842 18,685 764 - 12,226 237,517
Trading liabilities RHREER 6 - - - 1,229 1,235
Certificates of deposit issued BEOEAE 798 999 711 2,504 - 5,012
Loan capital EEER 4,647 4,281 3,431 3916 - 16,275
Non-interest bearing liabilities FEBEE - - - - 5,541 5,541
Total liabilities BERE 214,423 24,319 4,906 6,420 19,033 269,101
Interest rate sensitivity gap FIRGRE =5 (9,569) 253 10,822 (3,349)
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year ended 31st December for monetary financial instruments: TEZBRAEEE :
The Group £ The Bank 1T
2010 2009 2010 2009
% % % %
Assets {3
Cash and short-term funds and R RERTNE ML B
placements with banks and other Mz RERTEEM
finandial institutions SRBENTR 0-7.65 0-6.46 0-5.45 0-6.46
Trade bills, advances to customers
and advances to banks and other ~ BZ R - REEFHRIEIT
financial institutions RE A S BE R E R 0.46-52.03 0-45.70 0.46-18.00 0-18.52
Securities (Note) Fx(Ht) 0.04-7.75 0.01-7.75 0.04-7.75 0.01-7.75
Liabilities af8
Deposits and balances of banksand {7 R E & BB FR
other financial institutions R 0.01-6.50 0-9.17 0.01-4.65 0-9.17
Deposits from customers RPER 0-12.04 0-10.50 0-5.30 0-8.90
Certificates of deposit issued and loan
capital BRAEREREEER 0.36-10.17 0.01-10.01 0.74-10.17 0.01-10.01
Note:  Securities include certificates of deposit held, trading assets, financial assets ek : BEPERBERE RPEE BT

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.

(g) Legal risk and reputation risk management

RBBEZUARRAFEENERE
E - UERREUERRTENES - 7]
HEESRHEERFEEBMRE -

(f) Rt RERE
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~
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ERTE M E R AT B FORE M 5| AN
BARTEARR -

EESRAMBURBERBRERRE - &
ERREEABEEZESAAREETER
BIERER - EEABEEZESLRAKRER
ZEENMESSER-

EEEBNEERRRER

Legal risk is the risk arising from the potential that unenforceable contracts, EERR  RIEREKREEMEBNT  —R
lawsuits or adverse judgements may disrupt or otherwise negatively affect the AR HTAFBAMIBIET - TR BEAE

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 Risk Management Committee. The Operational and Other Risk Management
Committee reports to the Board of Directors via the Risk Management Committee.

Eey B EEERABMR
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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, except for a change
in the calculation methodology in the capital adequacy ratios.

The capital adequacy ratios as at 31st December, 2010 and 31st December, 2009
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, 2010 and 31st December, 2009 and are well above the minimum
required ratio set by the HKMA.
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(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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Financial instruments carried at fair value (continued)

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:

(a)

DA EEVIRNESHIA @)
ERBEENSRIE  AEESERBY
AEERIUMEEERRETE - BHE
RFEAETHAERNEE 2B AR T
ISRERERE - T A TS AR SRR R AT
g RERBRRMETTEH - ZSEFM
BEMFABZ2HASBOEEER - 5
BEIBER AR S0 RN I R thEe
EremTAMNATEME  MREEE NG
EER - AEEZ BT ARTHAERNA
KEETR  AERFUFHFEHNELER
HISRAE - LARE BB RS - —)
S B EIB B M KR AT

AEEERAE R FEERL T EEEH -
S B R SR E B R T Ae 30 B S AN AT
REBAE BRemTAGEHAE(H
1) - BREENEFELEY - EAHR
RANEREMALBBRORA REL
BT e

TRERBMGEEDE - OMEBTAZAF
BfE:

2010
The Group 58 The Bank 47
LevelOne  Level Two  Level Three Total  LevelOne  LevelTwo Level Three Total
18 218 #3% ] 18 2 £3% ]
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EWAER EWAET AWAER AWERn EWEEn EWEEn  BNEEn  EMEER
Assets -1
Trading assets SHAREE 4147 1,404 294 5,845 3,030 962 204 4,19
Financial assets designated at RERBRARNRE
fair value through profit or loss ATEENSRAE 11,406 4,786 - 16,192 11,406 4,786 - 16,192
Avallable-for-sale financial assets A ESREE 35,632 4,528 619 40,779 1721 3341 544 21,162
51,185 10,718 913 62,816 31,113 9,089 748 41,550
Liabilities 8
Trading liabities REREAE 3 2820 8 3101 3 2113 256 2432
Financialliabiltes designated at RERBRERNRY
fair value through profit or loss ATRENEHAR 3,548 2,754 - 6,302 7861 2,754 - 10,615
3,551 5574 218 9,403 7,864 4927 256 13,047
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B & (4R

Assets BE
Trading assets RBEREE 4467 1,154 101 57122 2193 1,110 2 3324
Financial assets designated at REARARRARS
fair value through profit or loss ATEENSRER 5290 5102 - 10,392 5,281 5103 - 10,384
Available-for-sale financial assets MEHESREE 1,92 8,568 393 30,883 10,845 7,749 341 18,935
31,679 14,824 494 46,997 18,319 13,962 362 32,643
Liabilities 15
Trading liablies REFRER 6 1357 9 1455 6 1,139 90 1,235
Financial liabilites designated at REABBERNRYE
fair value through profit or loss ATEENERER 7712 244 - 10,154 11,628 2440 = 14,070
7,718 3,799 2 11,609 11,634 3,581 90 15,305

FRN - REB1RRE2ESRTEEERT
EBEESRTE  ME W EERES -

During the year there were no significant transfers of financial instruments
between Level 1 and Level 2 of the fair value hierarchy.

(1) FREEMFABRIBAZENEH
TEAfkAE
EHRYSAEEEZMIETRREGAZREY
MIA EAFEEZZESHET :

(1) Valuation of financial instruments with significant unobservable inputs

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

Assets BE

At 1st January, 2010 R2010F 1818 101 393 494
Purchases BA - 191 191
Settlements #E (47) (0] (48)
Changes in fair value recognised in AT EEZSERRN

the income statement R 240 - 240
Changes in fair value recognised in AT EEZFHERR

the other comprehensive income Hth2ElER - 36 36
At 31st December, 2010 #2010612A318 294 619 913
Total gains or losses for the year REEREEZAE

included in available-for-sale fair value MEsAFERLEM

reserve of the other comprehensive 2E%E AHEHE

income for assets held at the AEEERE M

balance sheet date SEREE - 36 36
Total gains or losses for the year

included in the income statement for REERBEZEE

assets held at the balance sheet date MEFAFER

recorded in net trading income g2 X HWNFE 240 - 240
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

41.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) €@ T B AT EE @

(a) Financial instruments carried at fair value (continued) (a) UATFEEIIRNESR I A @)
(1) Valuation of financial instruments with significant unobservable inputs (1) EREEMITEEZBAZBHNSR
(continued) TEMAEE)

Assets BE
At 1st January, 2010 R201061R1H 21 34 362
Purchases BA - 168 168
Settlements #E )] M 3
Changes in fair value recognised in ATHEEZBSHERR

the income statement Wk 185 - 185
Changes in fair value recognised in AT EEZHERN

the other comprehensive income HizEkak - 36 36
At 31st December, 2010 ©2010F12A31H 204 544 748
Total gains or losses for the year NEERFEZEE

included in available-for-sale fair value MEFtAFENEM

reserve of the other comprehensive ZEWE 2 HE

income for assets held at the AT EERE NG

balance sheet date EREE - 36 36
Total gains or losses for the year

included in the income statement for NEERFEZEE

assets held at the balance sheet date MEFAFEN

recorded in net trading income WaRERZ R HPNFE 185 - 185
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

Assets BE
At 1st January, 2009 200951 A1H 169 471 640
Purchases BA = 44 44
Sales HE = (31) (31)
Settlements HE (154) = (154)
Changes in fair value recognised in AT EELEHEAR

the income statement Wk 86 - 86
Changes in fair value recognised in AT EELEHEAR

the other comprehensive income HipEER - (91) 91)
At 31st December, 2009 #2009 12A31H 101 393 494
Total gains or losses for the year WEEBRREZEE

included in available-for-sale fair value MEFTAFENER

reserve of the other comprehensive AN AR E

income for assets held at the ATEERE KR

balance sheet date NEEEE = (91) (91)
Total gains or losses for the year

included in the income statement for REEBREZEE

assets held at the balance sheet date MEFAFERN

recorded in net trading income Wk 2 RPN FE 86 - 86
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TE B 5E (48

41.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) €@ T B AT EE @

(a) UATFEEJIRNEHIE @)

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

(1) Valuation of financial instruments with significant unobservable inputs () BREEMIABRELAAZBNSH

(continued) TAMEE)

Assets BE
At st January, 2009 7200951716 7 420 427
Purchases BA = 43 43
Sales HE = (31) (31
Settlements #e (1) = (1)
Changes in fair value recognised in AT EEZHERN

the income statement Wk 15 - 15
Changes in fair value recognised in AT EEZHERN

the other comprehensive income HinrmizEx - (91) (91)
At 31st December, 2009 2009512 A31H 21 341 362
Total gains or losses for the year NEERFEZEE

included in available-for-sale fair value MEFtAFENEM

reserve of the other comprehensive ZEWE 2 T E

income for assets held at the AT EERE KR

balance sheet date NEEEE = 91) (91)
Total gains or losses for the year

included in the income statement for NEERRFEZEE

assets held at the balance sheet date MEFAFEN

recorded in net trading income R 2R HPNFE 15 = 15
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5E (78

Liabilities =L
At 1st January, 2010 M2010F1A1H 92 90
Settlements ®E (45) (44)
Changes in fair value recognised AT EEREHER

in the income statement R R 231 210
At 31st December, 2010 72010512 A318 278 256
Total gains or losses for the year

included in the income statement for REERFEZBE

liabilities held at the balance sheet date MEstAEER

recorded in net trading income Wink 2 X HWNFE 231 210

Liabilities af&
At 1st January, 2009 720091 /18 169 168
Settlements #=E (155) (154)
Changes in fair value recognised AN EELHER

in the income statement INESE 78 76
At 31st December, 2009 2009128318 92 90
Total gains or losses for the year

included in the income statement for REERBEEZBE

liabilities held at the balance sheet date MEstAEER

recorded in net trading income WRRZ WA FEE 78 76
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(a) Financial instruments carried at fair value (continued)

(2) Effects of changes in significant unobservable assumptions to reasonably

possible alternative assumptions

(a) LAFEEYERNESMIT A @)

Q) REZMFABRRIBREFHERIEA
T ABRRMELENTE

2010
Effect recorded in profit or loss Effect recorded directly in equity

EERBRER Lo HE BEECBRRRERZ 28
Favourable (Unfavourable) Favourable (Unfavourable)
B (RF) =k (FF)
HKS Mn B¥EET HKSMn B¥EET HKSMn B¥EEBRT HKSMn B EER
Trading assets RGBBEE 25 (25) - -
Available-for-sale financial assets AHHESHEE - - 52 (52)
25 (25) 52 (52)
Trading liabilities RHRBEE 23 (23) - -

2009

Effect recorded in profit or loss Effect recorded directly in equity

BRHNER E BRCHERARRER Ly E
Favourable (Unfavourable) Favourable (Unfavourable)
A () A (1)
HK$ Mn S EETT HKS Mn BB EETL HKS Mn BSEET HKS Mn B BET
Trading assets RORBEE 8 ) = -
Available-for-sale financial assets AHHESHEE - - 33 (33)
8 (8) 33 (33)
Trading liabilities RHRBEE 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:

U]

(ii)

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.

EETERT  stEEBTANAFEERRRE
ReHERS - E2ANBRRLIHMKIEERR
TEMERAIBRETISRHER - KRR
AT BERA TS EUE - ERBERHAFEEZ
HRE - EEAESIEA T SERERE
AIE - B10%MEENILTTES -

(b) AR FEEUIFIRNERT AR

FEE
AEERBTITENEZRE -
THERTANAFEE :

LAEETE 40

() TRETHROERFRMEZR,H
RFEE - DHERER/NEE A AREKR
M fTEHE -

(i) FEEMTENATEE HRESHE
HIFEERSE - MUt TARERMIE
tHEBES AR ERNEERRY
EREREENATEETHRELER
SERBET DR T AR - AER
FEETERREEERENNRE -



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

(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 amounts 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, 2010 and 2009 except as follows:
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(i) ABESHRCR A BRAOE B BEMIZIB E R
RFEE - EREERIRIBE AT
ROt B TS AR AL R - TSR %
HeBRE T A b G - ANERREERRS
EREREENQTFEET HREERS
BERBRET DB TIARER - FEREAFE
BN  BERESASEESRNEER
BB TG TAERS

(iv) EETRERENRAFEESEANRERE
T RFE A MR ST - S
BRENFEE  IRBEEHRZRE
BEMENFTHE -

) ELTERAREES AT EES
i REREEGEAERNTRAE
SEEIEY -

(vi) EEENREERZATEE  BU2
ZEMAERBHRFRXSHABEER
ZABSHBEERMETE - BRNER
WA 2EFRZEMEE - TAARE
REEHELERMBERBEEX
HIER B MG ERZER T MERERE
R RE B M St SR IE I LL B I 7E
EPRARAENERERNEERT
BfE-

BRTHIESN - AN 82 B AR 1T DARK A S B 85 5K
AAEN &M T AREE @ HEMR20105F
12 A318 %2009F R B 2 AFEEMRS -

The Group £8
2010 2009
Carrying amount Fair value Carrying amount Fair value
BREE AVEE fRETE ATEE
HKS Mn B¥EET HKS Mn BEEERT HKS MnB%EEL HKS Mn BEBET
Financial assets CREE
Held-to-maturity investments SEREHRE 5714 5,851 7,239 7318
Financial liabilities SRAR
Debt securities issued BETEEES 4,950 5,048 4,346 4,601
Subordinated liabilities ‘EAE 9,145 9,045 4,647 4211
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(b) Fair values of financial instruments carried at other than fair value

(b) AR FEEUINFIRNERT AR

(continued) FEE@E)
The Bank R1T
2010 2009
Carrying amount Fair value Carrying amount Fair value
IREE ATEE REE AYER
HKS Mn B EET HKSMn B¥EERT HKS Mn BEEEL HKS Mn BEEET
Financial assets SREE
Held-to-maturity investments B HIRE 3,766 3,836 4,802 4,846
Financial liabilities FRBE
Debt securities issued BRITERES 241 241 = =
Subordinated liabilities BEAE 9,145 9,045 4,647 4211

(a) Contingent liabilities and commitments
The following is a summary of the contractual amounts of each significant class of
contingent liabilities and commitments:

The Group &8

2010

(a) RARBBERARE

BEIABBERAEIBZRNNENSER
ZWT -

The Bank 17
2009 2010 2009

HKS Mn B EET HKS Mn BEEETL HKSMn B¥EERT HKS Mn BEEET

Direct credit substitutes EREERER 8,915 7,341 5,687 5792
Transaction-related contingencies B2 5ABNSARIER 1,309 1,293 826 1,024
Trade-related contingencies BE S AR AER 1,907 1,331 1,316 800
Commitments that are unconditionally  AJ E & EUE MBES @A

cancellable without prior notice H R 37,453 41,555 37,521 40,386
Other commitments with an original

maturity HAhAER REHA

—upto 1 year —1FFUAT 48,604 21,606 6,775 6,097

—over 1 year — 1Lt 19,690 14,112 18,294 12,686

117,878 87,238 70,419 66,785

Credit risk weighted amounts EERBIMESE 40,584 27,305 18,296 16,441

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.

FREERAERREEFHANTA 85
AURHEEENANLER  FA%E  ERE
MANRE -  AOSEEEECOWTERE
BMRZFPENOEAERBRHESER - ARE
HERERANRBNRBAOSESEARL
REBATEH - SHSBEY TRRIEFARRR

LME °
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AR TR B & (4R

(b) Derivatives (b) STET A
Derivatives refer to financial contracts whose value depends on the value of one or PTHETERER—HAZREBEEENIEY
more underlying assets or indices. BEETEENUBEEL -
The following is a summary of the notional amounts of each significant type of EBERBTHEETEIATBHERINGS
derivative for the Group and the Bank: SEMELT

Exchange rate contracts ERAY
Forwards and futures BERHREE 53,582 - 53,582 19,590 - 19,590
Swaps BHRS 17,636 33,376 51,012 12,140 4,664 16,804
Options purchased FEAE 1,325 29,643 30,968 1,885 1,209 3,094
Options written apust-it-2 1,793 29,826 31,619 3,085 1,236 4,321
Interest rate contracts FIEEH
Forwards and futures BRERHREBE - 1,678 1,678 - 88 88
Swaps 2R 5 21,894 107,493 129,387 - 70,669 70,669
Equity contracts RRIAEH
Options purchased EAE 1m 2,432 2,543 261 1,638 1,899
Options written S g 106 1,766 1,872 177 975 1,152
Others Hit - 233 233 - - -

96,447 206,447 302,894 37,138 80,479 117,617

Exchange rate contracts EXEK
Forwards and futures ERRHRHE 46,127 - 46,127 8,390 - 8,390
Swaps B 5 17,636 4,203 21,839 11,137 4,664 15,801
Options purchased fE M 1,325 29,643 30,968 1,885 1,209 3,09
Options written SHH g 1,793 29,826 31,619 3,085 1,236 4,321
Interest rate contracts FIR&EH
Forwards and futures BERFHREE - 1,678 1,678 - 88 88
Swaps B 5 - 107,783 107,783 - 67,505 67,505
Equity contracts R4
Options purchased FEARE 1m 2,431 2,542 261 1,638 1,899
Options written i ERfE 106 2,431 2,537 177 1,638 1,815
Others it - 155 155 - - -

67,098 178,150 245,248 24,935 77,978 102,913
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NOTES ON THE ACCOUNTS (CONTINUED)
BRI MY & (4R

42.OFF-BALANCE SHEET EXPOSURES (conTiNUED) & & B &R AN EL B )

(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) TTAE T B (@)

TETARBAKERAITEINE - FIER
BEMSETHE - 28 HRAERS
MEE - BLTANERESRIETHERD
ATERNZHE - BITREAAR R

A EEABERANRBNATFEEREE
REEMESENT - ELSWI R ALE
FERNTE -

Fair value (Notes 23 and 34) AFEEMH23534)
Exchange rate contracts XG4 748 1,302 317 139
Interest rate contracts MEE4 854 1,695 587 1,279
Options purchased/written BA/ bt
— exchange rate contracts —EXEH 71 7 9 9
— equity contracts —RHEH 65 32 55 22
1,738 3,100 968 1,449

Fair value (Notes 23 and 34) NHBEHH23834)
Exchange rate contracts EEEA 473 1,057 275 114
Interest rate contracts FIEEL 597 1271 506 1,084
Options purchased/written BA /bt e
— exchange rate contracts —EXEH 7 7 9 9
~ equity contracts -4 65 32 55 22
1,206 2,431 845 1,229

Credit risk weighted amounts * EERRESEE*
Exchange rate contracts EXLH 1,912 567 1,683 549
Interest rate contracts FIEEH 678 350 551 408
Equity contracts RRAEH 219 920 283 184
Debt security & other commodity EEERREm 15 6 23 11
2,824 1,013 2,540 1,152

*  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, 2010.

* IRIE (IRITE (BAK) BB AITER [E
RERETFTREES B G ER 2010 F 12
A 31 BZEEERZ @R MELEE
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NOTES ON THE ACCOUNTS (CONTINUED)

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.

AR 7R B &E (48

ERINHEEBBRANIZSNEHHEER
S8 ATVEEREERRNESE - AF
EERARGEEERBRNESE - 252
HRERGRITE(ER)RADEFE - AF
EBERIEEEMEETHEETEZHEN
BIEERNEKIRAR

RFEERELAHEAZEAONBIHEER
B - EERBRINESEZRERGERTE(E
A)RADFHE -

TROMERAE A AEERBEIHRRER
ZRBEERREAITET AN ERSRE ©

Interest rate derivatives FEfiETA 73,684 49,715 15666 131,065 46,714 15,727 8316 70757
Currency derivatives EBNATA 157,261 9,791 129 167,181 3185 5953 = 43809
Other derivatives AfTETA 3,820 22 206 4,648 2387 268 3% 3051

234,765 52,128 16001 302,89 86,957 21948 8712 117617

Interest rate derivatives HEfETE 68,370 25430 15,661 109,461 46,123 13,162 8,308 67,593
Currency derivatives EMAATE 121,089 9,464 - 130,553 25,811 5,795 - 31,606
Other derivatives EftfiATA 3,18 1,088 404 5,234 2,387 535 792 3,714

193,201 35,982 16,065 245,248 74321 19492 9,100 102913
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(c) Capital commitments

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

accounts were as follows:
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() BEARESE

M12A31 BAREMEL AR EREDREER

EVEARASENT

The Group£ &
2010 2009
HKS Mn B¥EET HKS Mn BB EEL

The Banki 1T
2010 2009
HKS Mn B EET HKS Mn BEEET

Expenditure authorised and

contracted for EREX HITE L 179 338 136 100
Expenditure authorised but not
contracted for BRELHEREL 298 65 208 48
477 403 344 148
(d) Operating lease commitments (d) BEHERE

At 31st December, 2010, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

R2010F12A318 - EFAAHEERKLEHE
A - RREEENTEERERBEAT -

The Group&® The BanksR1T
2010 2009 2010 2009
HKS Mn B®EET HKS Mn B EET HKS Mn B¥EET HKS Mn BREET
Properties ES
Within one year 1ELA 428 365 153 127
After one year but within five years 15 E5FR 764 736 156 17
After five years SEpAE 374 249 - -
1,566 1,350 309 244
The Group&® The BanksR1T
2010 2009 2010 2009
HKS Mn BB EET HKS Mn B EET HKS Mn B¥EER HKS Mn B EST
Equipment R
Within one year 1EBAR 20 6 2 2
After one year but within five years TEB5ER 18 11 3 4
38 17 5 6

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.

AEBRATALERERABAETYE
R - HEFHH 15225 - FHREKA
BENEBEMGTIASE HENKSHER
BEFHEARRTELS - FEEHLT
BExAEE -

(e) Litigation (e) SEEEFRFA
Claim by a private banking client MARITEE ZES
In two connected court proceedings initiated in September 2009 in the High Court EEBREERN2009F9 A BHAM T A H
of Hong Kong, a private banking client made a claim against the Bank and another ERPEEFDRF - —BILARTELEEAE

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 potential amount of claim against the Bank is HK$175 million (2009:
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, 2010.

T—RAEREEERETFRER  SRAE
TAETRMEIBERERRK - Wittt (RE
B EE) AATT RS —REBRITENE

=
=

AATERERETTERIE - W IFEEEER
ZIERES M o BERITHMBMGT - ANT{hET
AR £ 584 A8 %175,000,0007T(2009
4 : 7% 150,000,0007T ° FHARZAREFFAM
ENBREE - BRBRAZIE - R1T25MNE
RN Z M R AR U N A B S -
H it - B2010F12 A318 » AT E AL
B o
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(a) Purchase of subsidiaries (a) WEBHIB AT
2010 2009
HK$ Mn B EERT HKS Mn B BET
Net assets acquired EBAFEE
Cash and balances with banks and R & RAERITH
other financial institutions Efb e RS 310 23
Advances and other accounts less provisions BEINBRERE 2 Bk R EH A RTE 473 24
Fixed assets BEE&E 2 9
Deferred tax assets BIETRIR A E 3 -
Current taxation REARIR (2) =
Other accounts and provisions H A BRTE R A (471) (12)
315 44
Goodwill arising on consolidation IRIEAR AR ELEREE 47 22
Intangible assets acquired BARTEE 2 -
Total purchase price NIReZHEOEAE 364 66
Less: Cash and cash equivalents acquired B BARNE S RERRGER (310) (23)
Cash flow on acquisition net of cash acquired ~ B3X44E U HEFTEE AR SR 54 43
(b) Disposal of subsidiary (b) HEKMB AR
2010 2009
HKS$ Mn B¥EET HKS Mn B EET
Cash and balances with banks and R RAERITA
other financial institutions Hih @ pidkiEm T 68 -
Placements with banks and other financial
institutions TERTT R E M & B )17 3K 296 -
Advances and other accounts less provisions EINBR 2 B R HE A ARTE 2,410 1
Held-to-maturity investments REIERE 240 -
Fixed assets EEEE 7 -
Deferred tax assets REF IR & B 8 -
Deposits and balances of banks and
other financial institutions HRITREAM S RSB TR KA (221) =
Deposits from customers BPEIER (1,725) -
Trading liabilities RPABERE 9) =
Current taxation sl (1) =
Other accounts and provisions E b BRIE R (722) -
351 1
Add: Gain on disposal m: BERF 238 -
Less: Cash and cash equivalents disposed o BEREeMERIRESIEE (68) -
Cash flow on disposal of subsidiary HENBARINIEE R 521 1
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(c) Cash and cash equivalents
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(0 RERERRTIER

(i) Components of cash and cash equivalents in the consolidated cash flow () EHEcReRERNESRERNRAESE
statement ER:EER e
2010 2009
HK$ Mn BEEET HK$Mn BEEET
Cash and balances with banks and e RIERITA
other financial institutions Hih & miE ST 29,649 19,244
Placements with banks and other financial
institutions with original maturity within JRZANHABR 318 A LARFEIRTT &
three months H{th & B 17K 50,102 37,938
Treasury bills with original maturity within three
months JRAEAR & 318 A LA K Bl E S35 4,539 2,400
Certificates of deposit held with RAHR A3EALAZ
original maturity within three months AN RE 841 534
Debt securities with original maturity within
three months JRZANHABR 318 A LA AR BT 75 5 235 414
85,366 60,530
(i) Reconciliation with the consolidated statement of financial position (i) HArEMBRRRNEER
2010 2009
HKS Mn B¥EE HKS Mn B¥EET
Cash and balances with banks and R RIERTT R EM S B
other financial institutions (Note 20) K& (H1aE20) 48,293 29,712
Placements with banks and TEERTT R E A & RS 977 3K
other financial institutions (Note 21) (Kt:£21) 58,197 67,945
Treasury bills, certificates of deposit held and BEES - HEFRER
debt securities BI57E 5
— trading assets (Note 23) - RGRABEEMNZE23) 2,41 3,124
— designated at fair value through profit or = %E.;E?“Eﬁ%;_%@ 5 DA S Bt
loss (Note 24) NEEBEMFZ24) 15,989 10,043
— advances and other accounts (Note 25a) - B R E BRI (M 7£25a) 39 39
— available-for-sale (Note 26) - AT E (77 26) 38,167 28,996
— held-to-maturity (Note 27) - BERH M E27) 5714 7,239
62,320 49,441
Amounts shown in the consolidated
statement of financial position EZEAEVBARKRERENEEE 168,810 147,098
Less: Amounts with an original maturity of
beyond three months B BRAHRA3E AN ENESEE (64,800) (76,100)
Cash balance with central bank subject to X E R Hll BV R AR THY
regulatory restriction R (18,644) (10,468)
Cash and cash equivalents in the consolidated  F4RAEE&RERANNIR S KX
cash flow statement ZRIIEELEH 85,366 60,530
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The following assets have been pledged as collateral for own liabilities at the ~ R&EEB - LTEELE BIEAFEE 2 ERR :
balance sheet date:

The Group £8 The Bank 17

2010 2009 2010 2009

HK$ Mn HK$ Mn HKS Mn HK$ Mn

BEEET AERET BEEER AERET

Secured liabilities FEAEE 1,115 1,514 979 810
Assets pledged: BHREE

Advances to customers REER 1,771 2,070 - =

Available-for-sale financial assets AHHESHEE 40 736 - =

Held-to-maturity investments BEEHLE 9% % % %

1,907 2,902 96 96

The following balances with banks have been pledged as collateral for securities A TERITEBRE RIFESFEERITELAFR

borrowings and margin deposits of derivatives. Re 2 BHm -
The Group £ The Bank $17

2010 2009 2010 2009

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BYEBRT BEAET BEEER BEEET
REEHEED

Cash collateral for borrowed securities BeEER 16 18 16 18
Margin accounts for open futures and RERHASR

forward contracts EHANNARER 727 921 682 876

743 939 698 894

Capital equivalency deposit ZRBANTER 39 39 39 39

These transactions are conducted under terms that are usual and customary to  HER 5 2 43
2

standard lending and securities borrowing and lending activities. BERF#T

‘—U*_)q

The aggregate of loans to officers of the Bank disclosed pursuant to Section — #RRE B FEPI) 55 161B 14 (4B) K& (4C) TR

161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: TE - RTITRAB 2 EREEAMBWT
2010 2009
HKS Mn BEEHET HKS Mn BEEET
Aggregate amount of HEEFN12A3188
relevant loans outstanding at 31st December HEREEE
By the Bank R RITIE 4,809 3,711
By subsidiaries FA P 2 ElfE 1,334 1,261
6,143 4,972
The maximum aggregate amount of FERNEBERZ
relevant loans outstanding during the year S Nk
By the Bank M ERATIE 7,131 5,543
By subsidiaries =y NG 1,509 1,656
8,640 7,199

There was no interest due but unpaid nor any impairment allowance made against ~ 72010612 431 H 2009412 4318 - )2 G%#
these loans at 31st December, 2010 and 31st December, 2009. HMARERFE - RREHZEETIERELER -
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The Group maintains certain retirement benefit schemes for its staff as per Note
2(qg)(iii). In 2010, the total amount of contributions the Group made to the
schemes was HK$106 million (2009: HK$65 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:

AEBEAHBERHEETERKRESE - LER
M EE2(0) (i) FE - M20105E R - AREFEH %S

B KA E B 106,000,0007T (20094 :
#65,000,0007T) °

%W

(] £ H A TZERS -

BRE - BITBRAEREEZEE &
A i%%ﬁiﬁﬁiﬁ%%ﬁm@ﬂ %
REBEEITZEALTERRAMAREE
cFTETRAREEMNFE -
IKFEZEP MG °

/\i ZEALE

R
e

=

ﬂﬂ?t dB M B B

v
A

BRRAE T —ARAE

m&

20104 « A& E R A TATREE S 4 Fitb
RIS - 220106128318 » BIBATHIX
HRR A THRIE  REFERBEA LR
BRARREEA TR RBRBENT -

Key management personnel Subsidiaries Associates

TEEEAR KEAR BENT
2010 2009 2010 2009 2010 2009
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn
BMEEr B¥EET  B¥EER  B%REn  B¥EER BYEER
Interest income FSUA 130 125 mn 588 3 3
Interest expense FELH 34 25 161 560 - -
Amounts due from ;G 8,601 6,971 30,794 12,719 1,141 626
Amounts due to R B AT TR 8,871 5147 2,722 1,642 4 4
Maximum amounts due from B A THRE R 14,229 10,443 30,794 15,953 1,625 924
Maximum amounts due to REEE A THRSHIE 39,999 9,826 2,838 2,295 15 14

(a)

The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank
may at its discretion grant to any employees of the Group, including Executive
Directors and Chief Executive, 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.

Particulars of share options

RITFIRMEEERBF B RATERSME
?éﬂj%ﬂ%féé%$%l2fﬂﬂ%§  BREATES
RITHRBE - ARBATTRD - REEITES
ﬁEﬁﬁ%ElE’]%1ﬂ¢5-ﬁﬁ ERTHEHNESEF
1E o FTE R A EEHE Y B -

(a) RRIEFTE

Exercise price

Date of grant Vesting period Exercise period per share
RFBH AR 17654 BRITEE
HK$B#E
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
06/7/2010 06/7/2010 — 05/7/2011 06/7/2011 — 06/7/2015 28.49
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR Bt 5E (78

(b) Movement of share options (b) RREZEH

03/5/2005 4,737,000 - 4,737,000 - -
03/5/2006 2,695,000 - 110,000 165,000 2,420,000
10/5/2007 2,750,000 - - 165,000 2,585,000
05/5/2008 5,500,000 - - 330,000 5,170,000
05/5/2009 6,600,000 - 2,120,000 - 4,480,000
06/7/2010 - 5,950,000 - - 5,950,000
Total #%8 22,282,000 5,950,000 6,967,000 660,000 20,605,000

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 8% 19,820,000 1,982,000 6,600,000 1,978,500 4,141,500 22,282,000
*  After adjusting for the bonus issue in 2009. * ABEEEE 2009 FATEITHIATIR -

(c) No share options were cancelled during the years ended 31st December, 2010 and () #E20104 12531 H %2009 12 431 HF
2009. BRI ARE B ©
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(d) Details of share options exercised

(d) BITERREFE

Number of share options

RBREHE

Exercise period Date of grant 2010 2009
TR RFEH

January 1A 03/5/2005 235,500 -

February 2 A 03/5/2005 142,500 -

March 3 4 03/5/2005 3,048,500 -

April 4H 03/5/2005 811,000 -

May 54 03/5/2005 499,500 190,500

June 6 A 03/5/2005 - 208,500

July 7 A 03/5/2005 - 14,000

August 8 H 03/5/2005 - 79,000

05/5/2009 2,020,000 -

September 9 A 03/5/2005 - 243,500

05/5/2009 10,000 =

October 103 03/5/2005 - 292,500

03/5/2006 110,000 -

05/5/2009 50,000 -

November 11 A 03/5/2005 - 755,500

05/5/2009 40,000 -

December 12 A 03/5/2005 - 195,000

6,967,000 1,978,500

After the balance sheet date the directors proposed a final dividend. Further details

are disclosed in Note 15(a).

On 21st January, 2011 the Bank and East Asia Holding Company, Inc. (“EAHC")
a wholly-owned subsidiary of the Bank, entered into a share sale agreement (the
“Share Sale Agreement”) with Industrial and Commercial Bank of China Limited
("ICBC") in respect the sale of 80% of the issued and outstanding common shares
of The Bank of East Asia (U.S.A.) National Association (“BEA USA") by EAHC
to ICBC for a total consideration of approximately US$140 million (equivalent
to approximately HK$1,086 million) (the “Disposal”). The consideration for the
Disposal will be adjusted after the completion of the Disposal to reflect any
increase or decrease in 80% of the net tangible book value of BEA USA between
30th September, 2010 and the closing date of the Disposal.

EENEE AR RS - FIBTEM
FE15(a)fE#EER -

R2011F1A218 AT RETHEZERBER
A]East Asia Holding Company, Inc. ([EAHC |) £
PRETIERITROBERAG (T TERT]) - 7
B BAEAHC[7) T & #R 17 1 & The Bank of East Asia
(U.S.A.) National Association ([EBIRIERTT) 2
BEITEMmAR80% - #i] TR BEEH=H([RH
EEW ) - B%187140,000,000% 7T (4148 E
77E#1,086,000,0007T) ([HERZ |) - WEH
EHERSTEKETAAE - AREHE201069
R30BZEHER S 7K BHE - XERGRITE
R A EREERIS0%FT IR 2 E LR, o



Completion of the Disposal is subject to satisfaction or waiver of certain conditions
precedent, including receipt of necessary bank regulatory approvals in the U.S.
and China (including Hong Kong), and the execution and delivery by the parties of
a transition service agreement and a shareholders agreement (the “Shareholders
Agreement”) by the date that is fourteen months from the date of the Share Sale
Agreement (the “Drop Dead Date”). If by the Drop Dead Date, the conditions
precedent to the completion of the Disposal are not satisfied or waived, the parties
may mutually agree to extend the Drop Dead Date to a later date.

Upon the completion of the Disposal, BEA USA will cease to be a subsidiary of the
Bank and will be held as to 20% by the Bank through EAHC and 80% by ICBC.
A Shareholders Agreement will be entered into between the parties to regulate
their respective rights and obligations. Under the Shareholders Agreement, at any
time from the date that is eighteen months after the completion of the Disposal to
the tenth anniversary of the date of completion of the Disposal, the Bank through
EAHC will have a put option to sell to ICBC the remaining 20% of the shares of
common stock of BEA USA.

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.
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TRARLERS FENA %ﬁb%/ﬂwiﬂuﬂz
FRESHL  BEREMEUENTE(E

BE)MEEEERBEBNIE - STHETB /E*HE
BipaE - AR — BRI ([BRREBE]) -

BERNEEREZE 2 ARI14EAR & éﬂli
1) sER LA il - AR RERBBERZE
KRB ER S0 TR IGIERBE R REE MR K
% BB EBE RS T FIARBRERRERE

TRLEXRZ%E - ERRGRITETBRAITN
WEBAR - MREATEBEAHCEEIZE20% -
RETERITHES% - NRXHERZ S E TR
RS ERTIR R - LIRSS B AN R AR
%o MERRERZE  RAAHEXSTERAZ%
18fAAR ERNALHERZTKI0AFE 2 HH
SR - AITEBEAHCE S A R TERITE
EXERTHETHBN20%EHITEBRNOE L
HRE o

EREAEENRRR - EEELAELETR
ZERBNAY  HAEREENBBZ BN
IREERBBEREEZENGEANERE - Al
MAEHETHREFEARARI L Z228A
%%E’Mﬁ%ﬁuﬁi c IIAEEE M ERR - E
BEEHMEL AR EHRMNRRELEATE -
%Fﬁlﬁt#THE’]ﬁj‘”Wﬁu#K%K%IZ%&m@
EFTR - EREAEEREGITH - ARERRE
FHEE ZRE - MAKRBENMBRRIDERF
HRBRE B BOROR TSR

ERECHERZEGR %TF%’\\K I 3
BUR RO HIE - IREAWE - UREREFBER
AR AR -
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(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

va

lues of financial instruments. Other key sources of estimation uncertainty are as

follows:

@)

(ii)

Impairment losses

Loans and advances

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

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

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

Valuation of financial instruments

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

(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:

@

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.

(a) AT MBEER RN EZR IR
W30 - 36FI1 B A BRE - ERT
BENAFEENSRT ANATEEOR
REERREE - i TERERROEME
BRRMT :

(i)

(ii)

REEK

E#
AEBESERRTESRAS - UFHR
BERARBHFE - AEEFTEHEHRS
EREMEBRERAIAEAERECEL
BB - BMEEHERE R IRAE R o
EREEEEERERAGHENATEER
AEHER EONFRAEREEE M
ZEAMBAEENTETEESLM
BER - BEEEREEAEDRERE
MEBERFE  BeREETEZSE
BENGEERRE RS ZEENNIE
BRI - ABRTFERRRESIR o M
ERAEBRRNABAINAIBRENRE
BEL AR - BRENEE RS AMN
BEHRRR SR TEMBRER - WA
DREFHEREERIERNESR -

B B R F 2 F IR E

EAHEESREERBSEIMKAN
R BEBESFEDERERE - K
SENHESZEEERREDRE - &
SEHEATFEEERKANSESE
—BR A R AT AT UL B 4L B R AR
B At s REHBEREMTE -

ERMITAMNMGE

AEBEH ST AGENSFTHRIH
RIFEE2 - EWMTANATFEETIERE
RAIZ XSRS RE - REIFER
SHERXZHEMIAMS « AIREL
R/ZHEMRE - EHEREHFOD
FEEARBRERINELCREABRM
RE - REEREERENOTEEEE
o FRIRATANATFEELRER
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(i) 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.

As a result of the adoption of the amendments to HKAS 12, Income taxes, certain
comparative figures have been adjusted to reflect the decrease in accrual of
deferred tax liabilities related to investment properties carried at fair value. Further
details of these changes in accounting policies are disclosed in Note 3.

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments and interpretations and one new standard which are not yet effective
for the accounting year ended 31st December, 2010 and which have not been
adopted in these accounts.
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(i) EEHBEE R
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FIRRMIRE MR REHELEHBREEFRD
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HEEWERBE 2 EMGAY  ESSHMASCE
T ZEBTNRER —BHEL BB
7] - REFEFERREZE2010612 8318 1L &5t

FERAREN - A AREARIERE -

Effective for accounting periods
beginning on or after
HEsHBRA TR BB A K

Revised HKAS 24, Related party disclosures
BIEFKE R GTTER)F 24557 [ B A T HEE |
HKFRS 9, Financial instruments
(BAEMBHRELID)FR /I A
Improvements to HKFRSs 2010
BAKE B I B REZERIN20105F)

1st January, 2011

201151 A1 E

1st January, 2013

201351 H1H

1st July, 2010 or 1st January, 2011
2010%F7H 1832011561511

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 will have an impact on the Group’s results and financial
position arising from changes in the Group’s classification and measurement of
financial instruments.
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(a) Capital adequacy ratio (a) EXRFELLE
2010 2009
%BDE %A E
Capital adequacy ratio as at 31st December M2 A31BHEART R L 13.2 13.3
Core capital adequacy ratio as at 31st December M2 A31BEZLEART R L E 9.8 9.4

Capital ratios at 31st December, 2010 and 31st December, 2009 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.

7201012 A31H %2009 12 A31HZ &
ALEE - DIREEASRERRBABEMRICER
TEER)BAUNTERBR D FE - ph[E
AR A | THIRIE B BCIRIT 16151 ) 28 98 A IR E FE
E TR E A E il E - WH2007F
1TATB AR - BIRIEARRA] - BITEEZR
MERABTREEFEL FEEERR
ZEBINEEE  [WHEXFEEIFHED
HEBR KR MEEAEE FTEEERR -

RIERRA I T EEAER LR ZERT)
REEF B IE 26 2R - BMIRIEARR
Al RAERZRECHRER(NRBREESA
BZMBAR - Bt - ZERGAZMER
BZIRERASWEAEMBHRR -
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(b) Group capital base after deductions (b) EEHBBNERER

2010 2009
HK$ Mn B EEBT HKS Mn B¥EET
Core capital RILEZR
Paid up ordinary share capital 2 R SR B A AR AR 5,105 4,623
Share premium B35 (E 9,331 4,526
Reserves & 19,810 17,647
Profit or loss account 1BasiR 1,380 1,553
Non-controlling interests FEPERR RS 3,557 3,826
Deduct: Goodwill AR (1,658) (1,624)
Net deferred tax assets SRR IR AR (399) (317)
Other intangible assets Himm 4 E (27) (27)
37,099 30,207
Less: Core capital items deductions B RO EARNHRIER (3,593) (3,672)
.. Totalcorecapital RebEAMem 33506 . 26,535
Eligible supplementary capital A RTEHKTANE AR
Reserves attributable to fair value gains on FiRAFEEEGRRE LR
revaluation of holdings of land and building BEYMEL RS 970 916
Revaluation reserves for fair value gains on Rz AFEBEEGHFEIHRNE
revaluation of holdings of available-for-sale AR B (&7 78 25 1 2 AE B2 |
equities and debt securities HERHE 65 63
Unrealised fair value gains arising from holdings iz EEEEHFEERIET A
of equities and debt securities designated at BBERARMBRATEEBZ
fair value through profit or loss A& & (B 75 B M A /)
AERBT 197 424
Regulatory reserve for general banking risks —REIRITERS HETE 54 134
Collectively assessed impairment allowances BETHREER 129 153
Surplus provisions B 921 435
Perpetual subordinated debt EIHAMRERR 3,606 3,743
Term subordinated debt B HRIEER 9,280 8,910
15,222 14,778
Less: Supplementary capital items deductions B M INE AR IERIER (3,593) (3,672)
_____ Totalsupplementary capital _ Mm&Erew 11629 11,106
Total capital base AARER A 45,135 37,641

EAEWEENRIEAR - BT ENEEE
RITEEMEBHNHBARKRE - MEARR
IR EYREREENRRINEERERE

= A
NEREEtE ©

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.



262 | The Bank of East Asia, Limited | Annual Report 2010

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

REBEGBAYBES (F)

(2)LIQUIDITY RATIO HEE St

Average liquidity ratio for the year FEANFIREBED LR

44.9 43.3

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 E#E

FREANFHRBDESLERE AT RN
HEFHY B EERETESREER
FERERE RENEREEREREBGRITIR
BIHIRA) -

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.

BEEREHEELYBIZFHTFRRESR
REMREAEL - YEBKEBEBRRESE -
—RimE  AREXNERESLIEZZY
FHAEMMBERN — TR - KZERNE
TTHREREBITNEINDIT » MZRITHOR
MERWIFRR R ZE FOMREL - ERE
ERRH—ERREEE S —EBER - BX
—HE ARG R AR E D Z TR
+ R EREERAT IAKE -

The Group 58
People’s Republic of China hEARAME 17,270
Asian countries, excluding People’s EDNER (T eE

Republic of China FEEARLHE) 23,537
North America SIEJ 8,035
Western Europe i 2 29,620

2,153 56,083 75,506
3,047 16,128 42,712
210 11,273 19,518
- 4,802 34,422

The Group 5B
People’s Republic of China hEARLNER 9717
Asian countries, excluding People’s HEDNER (T eE

Republic of China HEARLRE) 17,241
North America JEEM 9.147

Western Europe [l 50,624

1,683 37,795 49,195
2,464 12,917 32,622
382 12,927 22,456
= 1,490 52,114
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

(4)NON-BANK MAINLAND EXPOSURES RitiESRITEEFRE M

AEBRHAYBZERN(E)

The total direct non-bank Mainland exposures and the individual impairment

allowances are as follows:

M IEIRITIRE P H i A R A 8 R E AR
EEFENT

Mainland entities it EER 136,500 41,863 178,363 31
Companies and individuals outside

the Mainland where the credit is EERARRNM T

granted for use in the Mainland ARREAREESN 36,223 2,631 38,854 5
Other counterparties the exposures to /33 54 FMERERE

whom are considered to be REBNMIERITHE

non-bank Mainland exposures ZPREBR 12,660 102 12,762 -
Total ek 185,383 44,596 229,979 36

Mainland entities Wit E R 97,002 22,570 119,572 36
Companies and individuals outside

the Mainland where the credit is EE R R At R

granted for use in the Mainland AR REARTEI 15,085 2,302 17,387 10
Other counterparties the exposures to  E 4132 5% F mE @B

whom are considered to be RERAMIFRITE

non-bank Mainland exposures TPER 7,540 12 7,552 -
Total Feke) 119,627 24,884 144,511 46
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(a) Overdue and rescheduled advances

(a) B R EEAER

2010 2009
% of total % of total
advances to advances to
customers customers
EEFERAE ERFERGE
HKS Mn B¥EET MBS HKSMn BEEET SR
The Group £
Advances to customers overdue for ~ BHIRFEH
-6 months or less but over 3 months - 31 A A - Z6(E A 98 0.0 % 0.1
1 year or less but over 6 months -6 AN EE1E 139 0.0 515 0.2
— Over 1 year - 150 E 159 0.1 280 0.1
396 0.1 891 0.4
Rescheduled advances to customers ~ EEAZPEHR 443 0.2 489 0.2
Total overdue and rescheduled advances  BEi R EERARFEEE 839 0.3 1,380 0.6
Secured overdue advances BiRFERHER 220 0.1 561 0.2
Unsecured overdue advances EFFARER 176 0.1 330 0.2
Market value of security held against
secured overdue advances AERRRERERRME 561 2,168
Individual impairment allowance
made on loans overdue for W3 (E A A EEZAER
more than 3 months REEE 148 309

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.

EASHMNEEBRRREFEDNAEE A
FEERAHNERRBFIE O BABHNE
R BNHBRREFRNABER - UE
EDMEENERTEIEAIER - &R
BFBMECHR TERABANRENEE
B AREENERE LS RREE
REFEBEC A ERAMZENRE
M HE ME ERAMERENERLE
FMHRREE K o



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:

(@) 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, 2010 and 31st December, 2009,

nor were there any rescheduled advances to banks and other financial institutions
on these two dates.
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(b) Other overdue and rescheduled assets (b) Httim iR KEHEE
2010 2009
Accrued interest Other assets* Accrued interest Other assets*
Gl Hir&E* FESTFI & Hip &+
HKS Mn B¥EET HKS Mn B¥EET HKSMn BEEET HKSMn BEEET
The Group £
Other assets overdue for HivaH&E
— 6 months or less but over 3 months - 31 LA FZ6{E A - - - -
— 1 year or less but over 6 months -6fHANEZE1E - - = =
— Over 1 year - 150 E - 5 - 1
- 5 - 1
Rescheduled assets KEHREE - - - -
Total other overdue and Hipai SR EEER
rescheduled assets - 5 - 1
*  Other assets refer to trade bills and receivables. * AMBEEEESERRENTE -
(c) Repossessed assets () WEEE
2010 2009
HK$ Mn BEEET HK$Mn BEEET
The Group £8
Repossessed land and buildings * U [e + R 32 ) * 8 48
Repossessed vehicles and equipment U EE Y& - -
Total repossessed assets eI S E B E 8 48
The amount represents the estimated market value of the repossessed assets as at HESEEN12A31BKEEERNMGFT
31st December. (ER
*  The balance included HK$2 million (2009: HK$5 million) relating to properties that were * BRREIEAREE R 2,000,000 T (2009 F
contracted for sale but not yet completed. JEBE 5,000,000 5T) B FAHEEIAKK
Y -
(a) Summary of approach to assess capital adequacy (a) FHMEEARTREMNH EHE
Different approaches are adopted for assessing capital adequacy as follows: A ERT BERMATRETE
Risk areas Approach for assessing capital adequacy
B R E FMEERTRENFE
Credit Risk Foundation Internal Ratings-Based (“IRB") Approach
EEE R ER AR REETEE
Market Risk Internal Models Approach
TSR AEBERETEE
Operational Risk Standardised Approach

SERR BEEE



(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.

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.
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(b) Principal risks (continued)
The Group's credit risk management for the major types of credit risk is depicted as

follows:

@

(ii)

(iii

(iv

=

=

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.

Credit-related commitment

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

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

=

(vi) Capital requirement for credit risk by exposure class
The following table indicates the capital requirement for credit risk on each

class of exposure as at 31st December, 2010 and 31st December, 2009
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(v) EESFMRR
FEEETHRBIERZZHFEERD
Mg EESITERRNTE  mRE
ERENEEEERRAEHAEENE

BRERAREZMRER - ARENTET
ENBEBEETRME - TEMER °

AEE-ERRAEENRRIZHIEE -
Bl N RTTEMERAES EERE -
NEREESETHRR -

ZRBREAEENNEERBREAZER
TR AI#ERR2010%12 A31H 52009
F12A31 B EERARAERINEER

(vi

respectively: RERERIENR

Capital requirement Capital requirement

BEAXRER BARER

Exposure class AR 2010 2009

HK$ Mn B¥EET HKS Mn B%EET

Bank ]RIT 3,398 2,508

Corporate = 15,890 12,354

Residential mortgage FERE 828 704

Qualifying revolving retail LEBERBEREE 491 497

Other retail HipZeE 427 423
Equity booked on banking book under RITER T HVARAE

Simple Risk-weight Method AR E R AT & 242 184
Equity booked on banking book under SRITER T HORS 4

Internal Models Method ~AREBIRA T B AT E 129 175

Others* Hob* 4,185 3,998

* Including cash items, other IRB exposures and insignificant credit portfolios in which
the Bank adopted Standardised Approach for assessing capital adequacy.

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 the interest rates based on internal
forecast.
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Principal risks (continued)

Market risk management (continued)

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 value-at-risk (“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.

(i) Interest rate risk

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

(iii

=

Equity risk

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

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. For specific risk, the Group uses the
Standardised (market risk) Approach for the calculation.
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(b) Principal risks (continued)
Market risk management (continued)

The following table indicates the capital charge for market risk:

(b) EEEFE @)
TEERE ()
TERERTSEARNEREN

Market risk Market risk
capital charge capital charge
TEEBELAER TSEARERER
As at As at

31st December, 31st December,
2010 2009

R®20105F12H318 70200912 A31H
HKS Mn E¥EET HKS Mn B BEET

Internal Models Approach NEE G EE
— General Market Risk - —BHBER 362 381
Standardised Approach R EE
— Specific Market Risk Debt Charge - BETISEREREK 22 14
— Specific Market Risk Equity Charge - BEMBRERRGNER 119 110
— Vega Risk - IR 1 1
Total 4azE 504 506

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 exception was
found during 2010 (1 exception during 2009), 99% confidence level and 250-day

observation period.

Back testing exceptions
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BRRERRZ S ERETELL - BPRIHE—
ERANEERKREEENMNE REEREN
BRI © 201068 3R 7 1R BISMESR (2009
FERFIGMER) » 99% M B =7k F K250 H
EIRHE -

LB BISME SR

25th May, 2010

2010458251

Year 2010 £ HK$ Mn B¥EE T
Loss of total trading activities RS EBREIE 50
VaR for total trading activities at corresponding date HEE B RERE 44
27th November, 2009

2009411 H27H

Year 2009 4F HK$ Mn BB E T
Loss of total trading activities R EHNEE 56
VaR for total trading activities at corresponding date HEE B RERE 49

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

on the Group’s earnings.
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Value-at-risk statistics

Year 2010 &
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VaR for total trading activities

VaR for foreign exchange trading
positions*

VaR for interest rate trading positions

VaR for equity trading positions

R B EDH R B AR

SNER SR N EBEE *
MEZ SR NEREE
BARSHRNEREE

Year 2009 4

VaR for total trading activities

VaR for foreign exchange trading
positions*

VaR for interest rate trading positions

VaR for equity trading positions

R EDHEBEERR

SNER SR M EBEEE *
MERZHRNEREE
B S HENEREE

VoAl €k
At 31st December Maximum Minimum Mean
W12A318 55 Bi& 1
HKS Mn B8 EET HKS Mn B¥EET HKSMn B%EET HKS Mn B%EET
37 52 33 42
8 2 4
7 9 2 4
30 45 24 35
At 31st December Maximum Minimum Mean
®12A31H 53 &iE T4
HKS Mn BBEETL  HKSMnBEEST  HKSMnA¥EETL  HKSMn BEEET
45 76 43 59
7 21 5 i
3 4 1 3
37 61 35 46

* Including all foreign exchange positions but excluding structured foreign exchange

* BRABNEREET BIEEEILINERE

positions.
The average daily profit for all trading activities (including foreign exchange, R20105 > AR ZEE(BERE - H
interest rate and equity trading activities) in 2010 was HK$1.94 million (average R BORZER)AENETEFHRAR
daily profit of HK$3.08 million in 2009). The standard deviation of the daily profit/ 7 151,940,000 7T (2009 F K9 5 B F 15 Mg A
loss was HK$15.74 million (standard deviation of HK$20.75 million for 2009). The A7 #3,080,0007T) - ®HEF S EIEN

frequency distribution of daily profit/loss is shown below:
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Principal risks (continued)

Operational risk management

Operational risk is the risk of loss resulting from 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 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-assessments 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 2010, capital charge for operational risk amounted to
HK$1,274 million (2009: HK$ 1,252 million).

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 is managed
daily 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 carried out effectively.
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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 any 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 limit approved by
the Board of Directors. The independent centralised risk management unit 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 implemented effectively.

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 the stress
tests and decides remedial action if required.

Sensitivity analysis in relation to the impact of changes in interest rates on earnings
and economic value is assessed through a hypothetical interest rate shock of
200 basis points across the yield curve on both sides of the balance sheet and is
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.
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Principal risks (continued)

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:

(b) EZ = k2 (@)
T 5 BB AT
ARATHER PR GRS 54 3 B S S B %
B RSB EES B LEE N E

(0

2010 2009
HKD% 7t USDET  CNYARY HKDAETT USDZETT CNYARH
HK$ Mn HKS Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn
BEBET BY%EEx BY¥BEEx  B¥eEx  A¥EEr  A%EER
Impact on earnings over the next {2 3200 1B
12 months if interest rates rise HAR12EAM
by 200 basis points RfZE 272 (172) 331 (112) (72) (25)
Impact on economic value if interest 7% -35200{HF
rates rise by 200 basis points HIEBENTE (66) (637) (230) (231) (312) (152)

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

U]

there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

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

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

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.

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.
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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, 2010 and 31st December, 2009
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, 2010 and 31st December, 2009 and the Group is well above the
minimum required ratio set by the HKMA.

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.

(a) 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.
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Structure of internal ratings systems (continued)

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.

Use of internal ratings

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.

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.

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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(f) 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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(f)
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Variables, methods and data for estimation and validation of
internal ratings (continued)

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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(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.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.
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(g) Policies for establishing provisions (continued) (g) R EFESHBER (@)
The Bank takes into consideration the provision made in its capital maintenance RIBEARFLNE22016 - NTEELBBER:
decisions as in accordance with Section 220 of the Capital Rules. The Bank BAKRER » @ZEAERAEHRS - K
compares the total expected loss (“EL"”) amount and the total eligible provisions, THERTEHRBLGEERS B EHSRTE -
and if total EL amount exceeds total eligible provisions, the Bank deducts the HIEHR B R A EE R B A B R EE LB - K
difference from the core capital and supplementary capital. On the other hand, 1TE&BHRO B AR LM INE AR £ 85 -
if total EL amount is less than the eligible provisions, the Bank includes the HR - MBREREERABRERHC AR
differences in its supplementary capital up to a maximum of 0.6% of the Bank'’s & RITAHEEZ A ARITHINERR - £
risk weighted amount for credit risk calculated using IRB Approach. PR AR REEFE ATEMEARITE
EERE R IEEEETN0.6% °
(h) Exposure subject to supervisory estimates (h) ZIRRNEE TR RIE
The following table indicates the exposure classes and the respective exposure T &5 BIFERMA2010412 A31 H %2009
amounts that are subject to supervisory estimates as at 31st December, 2010 and 12 A31 B ZBRREEE AT Ak AE BRI
31st December, 2009 respectively: R ARRER R BB AR SR
Exposure amount Exposure amount
Exposure class BB EIEER BB AESE [B B2 AR
2010 2009

HKS Mn BEBET HK$ Mn BEEET

Bank R1T 87,378 80,059
Corporate 1 292,871 205,615
Equity booked on banking book FEERITER T DARET B8 @ fe
under Simple Risk-weight Method BB EE 2 R 714 542
(i) Risk assessment for IRB exposure classes (i) P9EB T A B 25 [ b A 42 58 Bl /Y [ Bex
BPfh
The following tables indicate the exposure amount, exposure weighted average TEDRFERNL20104E12 8318 &20094F
risk weight and exposure weighted average PD under bank exposure and 12 A31 BB RERAERITREBALE R DE
corporate exposure across borrower grade and the exposure amount under retail BB AESE T R R R AR SR - TR BAE
exposures across facility grade as at 31st December, 2010 and 31st December, DR RS HE S K R A IR 1B B R
2009 respectively: Z - PARERRMBEDEERAE TOER
HEREE -
For bank exposure HMIRTTRRAER =
2010
Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
BERAZR E R IE B FHREBAEMERREE RBRARBNEFYEEIRAE
HKS$ Mn
BEEET
1 2,117 14.44% 0.03%
2 8,839 18.29% 0.04%
3 8,623 22.90% 0.06%
4 21,726 29.76% 0.10%
5 11,292 38.10% 0.16%
6 3,382 44.55% 0.21%
7 5,473 50.73% 0.26%
8 9,147 57.76% 0.35%
9 3,782 70.19% 0.53%
10 4,052 86.09% 0.87%
11 6,606 103.92% 1.39%
12 2,002 117.35% 2.14%
13 76 129.70% 3.11%

14 260 146.23% 4.64%
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For bank exposure BRITRRAEN S
2009
Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
ERAER [E B A2 R FHRBAENMERRESE ERERAENMETHERRAE
HK$ Mn
BEEST
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%
11 1,838 103.33% 1.39%
12 229 116.32% 2.12%
13 1 129.66% 3.10%
For corporate exposure P ERBRAER S
2010
Exposure weighted Exposure weighted
Borrower grade Exposure amount average risk weight average PD
ERAZER B BRI B FHRBARNERSES EBRENETHESIRE
HK$ Mn
BE¥EET
1 382 12.34% 0.03%
2 6,952 16.49% 0.04%
3 2,707 21.70% 0.07%
4 17,321 29.26% 0.12%
5 14,403 35.16% 0.16%
6 25,772 39.90% 0.20%
7 24,705 44.11% 0.25%
8 22,552 52.21% 0.35%
9 29,493 64.11% 0.56%
10 28,253 74.59% 0.86%
11 10,179 87.22% 1.42%
12 7,250 97.10% 2.05%
13 8,697 109.22% 2.92%
14 6,552 110.97% 4.42%
15 2,438 128.65% 6.81%
16 2,205 164.74% 9.19%
17 778 195.10% 22.97%
18 310 449.13% 100.00%
19 208 163.24% 100.00%

7 457.92% 100.00%

N
o
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERHEUBEER (F)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB”) APPROACH (CONTINUED)
READAREESE L ENEERR @

(i) Risk assessment for IRB exposure classes (continued) (i) 2B T AR B 2 | e R 32 28 Bl 19 B B
FRAE ()
For corporate exposure BEERREENS
2009

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 residential mortgages BEERBME

1 118 =
3 19,075 3,318
4 2,143 19,253
5 26,905 17,170
6 1,696 1,726
7 4,640 3,519
8 - 32
10 2 =
11 1,544 1,823
12 101 20
14 20 =

17 - 144
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERHRUBEN (E)

=
S
L]

TERBAEN S

For qualifying revolving retail exposures HEERE

5 4,769 5,400
6 3,450 4,125
7 4,856 4,537
8 1,900 2,279
9 664 326
10 4,166 3,597
11 101 96
12 83 63
13 78 55
14 144 130
15 37 45
16 77 84
17 102 180
20 - 44
HEMTERBAENS

For other retail exposures

1 5 =
2 1 =
3 1,438 69
4 2 750
5 4,630 4,124
6 13 4
7 949 1,244
8 - 13
9 1,748 1,318
10 73 218
11 1,107 1,304
12 948 512
13 31 61
14 8 =
15 65 =
17 5 92

N O — —
o O ©
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(j) 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, 2009 against the actual outcome for the same
portfolios during the financial period ended 31st December, 2010.
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Comparison of actual loss and estimated loss

The following tables indicate the actual loss during the financial year ended 31st
December, 2010 and 31st December, 2009 which are compared against the
estimated loss at 31st December, 2009 and 31st December 2008 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,
2010 and 31st December, 2009. The difference between the actual loss for the
financial year ended 31st December, 2009 and 31st December, 2010 is immaterial
when compared with the Group’s loan portfolio in the respective period.

2010

() HEBEIRMATHEERET
LARA2009F 12 A31 AAKEEBITHREEASE
B — FE R G EEE Z=2010F12 5318 [ERF
BEIEAERAES N ERBTIELR °

LR ERRIB AR B EHE R
TRETREZE20105612 A31H &20094 12
A3VBIEMBFEENERIBR - WHEEERN
A FEHZ2009F 12 A31H %2008F 12 A
31 BMEEHERLLE - BERIBXIEHZ2010
128318 &2009F 12 A31 B LM BFEER
BEBKEE R AREBIBRROMIR -
#HZE2009F 12 A31H K& E2010F12 A31
HOERIBX  HERAEENERESE
HEEAHEM AR WEEERNHH o

Actual loss for
the year ended
31st December, 2010

Estimated
1-year loss at
31st December, 2009

#HZ2010%F12A8318 1t 7200912 A31H

Exposure class R B EIEE R ZHBFEENERELX A ETAR R =i=ES

HK$ Mn HK$ Mn

BYEEET BEEET

Bank $R1T - 69

Corporate 1iE 123 674

Residential mortgage FEEEB - 81

Qualifying revolving retail BEREREE 43 169

Other retail HETE 7 78

Total k] 173 1,071
2009

Actual loss for Estimated

the year ended 1-year loss at

31st December, 2009 31st December, 2008

HZE2009F 128318 1 200812 A31H

Exposure class R ESELER 2 BRFEENERIER I ERAR R ==ES

HK$ Mn HK$ Mn

Voo A=R= S EEIT

Bank #R1T - 48

Corporate 1% 313 361

Residential mortgage (=273 = 83

Qualifying revolving retail AEARRERTE 80 146

Other retail HETE 17 73

Total #aEE 410 711




Comparison of actual default against estimated probability of default

The following tables indicate the actual percentage of default during the financial
year ended 31st December, 2010 and 31st December, 2009, which is compared
against the estimated 1-year probability of default (PD) at 31st December, 2009
and 31st December, 2008 of the respective portfolio.
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HREREEEMGTERIAE
TRETREZE2010F12 A31H %20094 12
AMBLEMBFENEREER L - WE
FAREEAEA £ BIR 2009412 A31 8 K 20084
12A31 B EET —FEERAEKLE -

2010
Actual percentage
of default for Estimated 1-year
the year ended probability of default
31st December, 2010 at 31st December, 2009
B ZE201012831H 72009F12A31H
1> BB Y PoftEt i —
Exposure class R R AIELE R BRESASL BEEUAE
Bank #RTT 0.00% 0.29%
Corporate 2 0.98% 3.18%
Residential mortgage F LB 0.22% 0.84%
Qualifying revolving retail BERERTEE 0.23% 0.68%
Other retail HEhTE 0.79% 2.61%
2009
Actual percentage
of default for Estimated 1-year
the year ended probability of default
31st December, 2009 at 31st December, 2008
HZE2009%F12H31H 72008F12A31H
1E 2 BB At — &
Exposure class [R B AR R EREEASL BEIAX
Bank R1T 0.00% 0.18%
Corporate o 1.70% 2.59%
Residential mortgage FERE 0.24% 0.93%
Qualifying revolving retail BERERTE 0.43% 0.68%
Other retail HihTE 2.03% 2.77%

This section presents information on the Group’s risk management for credit
exposure in which the Bank adopted Standardised Approach for capital adequacy
assessment.

(a) Ratings from external credit assessment institutions (ECAI)
Credit ratings from Moody's Investors Service and Standard & Poor’s are used for
all classes of credit exposures under Standardised Approach. The Bank follows
the process prescribed in Part 4 of the Capital Rules to map the ratings to the
exposures booked in the Bank’s banking book.

A2 AEEERERFESAERFEE
ArRRENEERREENERERER -

(a) INEBEEFHEHIBAIRIAR
B A RIS RARE L BN EETRARE
EHEETHEREERBEE - ATRE
EARAEARRE R - R R AT
SRITARBF KRR S -
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(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, 2010
and 31st December, 2009 respectively:

(b) fZEEST & AT B Fa A 58 Bl 49 R B
w4
TRERDBIH20105 12 A31H &20094F
12 A31 B KRB AN EE TS
TR ESRRBRAEER TR B REERE

KRB SRR -
2010
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERREEERBRERR ERREEERBERS
HEBREEE MRS
Total exposure Rated Unrated Rated Unrated
ARARLE B4 m B w9
HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn
Exposure type B EEER BEEET BERER BYEET BEEET BYEET
Sovereign i 41,417 41,417 - 128 -
Public sector entities NV 2,338 2,338 - 19 -
Bank i 24,511 32 24,479 6 6,211
Corporate = 14,931 - 13,335 - 13,335
Regulatory retail EETE 21 - 219 - 165
Residential mortgage FE&IB 7,902 - 7,330 - 7,307
Other exposures that are not past due R HBE) E A0 B 7,871 - 3,936 - 3,936
Past due panp i 64 - 44 - 85
Off balance sheet exposure BEBERIMIBRAE 6,579 - 5,079 - 4,780
Counterparty exposure RGEF AR 1,207 - 910 - 834
Total fat ] 107,041 43,787 55,332 153 36,653
2009
Total exposure Risk weight amount
after credit risk mitigation after credit risk mitigation
ERIRIE SRR ERIRIE SRR
MRREERTE R NS
Total exposure Rated Unrated Rated Unrated
B ERE TR BT TR ETR
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
Exposure type R AERE R BERET BERET BERET ABERET BEREL
Sovereign e 38,610 38,606 4 4,302 -
Public sector entities NEWE 1,804 1,804 = 353 =
Bank i 17,645 15 17,630 7 6,496
Corporate % 14,788 - 12,036 - 12,036
Regulatory retail EETE 165 - 164 = 123
Residential mortgage FE%&H 5390 - 5,047 = 5,037
Other exposures that are not past due 8 Hi) E B I A HE 4,988 - 2,603 = 2,603
Past due paak 100 - 70 - 132
Off balance sheet exposure BEABBRINERAE 4,023 - 2,380 - 2,305
Counterparty exposure R 58 F R AR 426 = 182 = 145
Total 5 87,939 40,425 40,116 4,662 28,877




(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 Rules 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.

(b) Total exposures covered by recognised collateral under IRB

Approach
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(b) PO F AR E S S T AR T

AR Y R B RE R R

Exposure amount covered

ERENERERESSE

2010 2009

Exposure class BB EEER HK$ Mn HK$ Mn
BERET S EET

Bank #R1T 469 413
Corporate ST 42,298 43,370
Retail =& 61,139 53,460
Total #axE 103,906 97,243

The total exposures indicated above represent 21.40% of the total exposure
amount under IRB Approach as at 31st December, 2010 and 25.47% as at 31st
December, 2009.

72010512 831 H &2009412A31H » £
ALETR B BB RS 4R EE D R NIRRT AR
FHEVE TR A EEFER21.40% K 25.47% ©
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Total exposures covered by recognised collateral under
Standardised Approach

(o) BEFTE AT LR AN 4F R = B

[ PR AR 4R EE

Exposure amount covered

ERENRBRREESHE

2010 2009

Exposure class R REAEE R HK$ Mn HK$ Mn
BYEET BEEET

Bank #RIT - 1
Corporate 1E 1,596 2,753
Regulatory retail EETE 2 1
Residential mortgage FE&E 572 343
Other exposures which are not past due R 8 B A E b R B A R 3,935 2,384
Past due I HA 20 30
Counterparty REEF 297 245
Off balance sheet BEAGBERINAR 1,500 1,643
Total #azE 7,922 7,400

The total exposures indicated above represent 7.40% of the total exposure amount
under Standardised Approach as at 31st December, 2010 and 8.41% as at 31st
December, 2009.

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, 2010, there are no repo-style transactions falling under
paragraph (c) and (d) of Section 2 (1) of the Capital Rules 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, 2010 includes commercial real estates, financial cash and financial
non-cash. Credit equivalent amount after credit protection under IRB approach
amounts to HK$3,338 million (2009: HK$ 1,448 million) while the credit equivalent
amount after credit protection under Standardised approach amounts to HK$910
million (2009: HK$182 million).

72010912 A31H &2009412A31H © L
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

(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, 2010 and
31st December, 2009 respectively:

2010

AEBRHAYBZEN(E)

(a) ARPFMEBEFEETHERZHF

EERBRAENERAERE
72010412531 A %20094 128318 + T
R BIBR R R AR AEER 85 # &R
ATREEFEETRR S HFEEREIERM
MRBRARENER -

Corporate % 96 617 387
Bank ER1T 761 2,823 1,133
Total 45 857 3,440 1,520
2009

Corporate % 51 161 36
Bank $R1T 496 1,394 533
Total 4aEE 547 1,555 569

(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, 2010 and 31st
December, 2009 respectively:

2010

(b) BEFEEZTRRZHFEERMR

Gl o)

72010412531 A %20094 128318 + T
RAOBBNEEAELETRIZHFERER
R ER R R AR AL

647 1,207

834

2009

248 426

145
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As at 31st December, 2010, the Bank had no asset securitisation exposure. As at
31st December, 2009, the capital requirement of securitisation exposure under IRB
approach was HK$0.02 million.

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.

2010612 A318 » ATAEFH(LEERIR
GAEME © 7A2009F 124318  NEPRTREAE
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For the year ended 31st December, 2010

HZE2010F12A31A L2 BEE
The Group The Bank
£8 $RAT
HK$ Mn HK$ Mn
BEEET BYEEET
Cumulative realised gains or (losses) arising from 2RE HEM L IRFERENZEE
sales and liquidations of equity exposure B Urzssk (B518) 114 60
Total unrealised gains or (losses) recognised in  fEfEBRIER - (B8 G EIER
the Bank's reserves but not through ABRMARER Wk (B18)
the income statement B4R ST 28 37
Unrealised gains included in or (losses BETEERT R LR MEEEN N
deducted from) the Bank's supplementary BEARARIE AR EIRWZSHNE 5B
capital for capital adequacy ratio S (HEZ M INE AR R R Y
purpose AREREENSHE) 197 197

For the year ended 31st December, 2009
EHZ=2009F 12 A31BILZ HREE

The Group The Bank
L] 1T
HK$ Mn HK$ Mn
ook =RV BEEET
Cumulative realised gains or (losses) arising from 3 & HE&EM H B HIEN RIEE
sales and liquidations of equity exposure RSk (E51R) 76 -
Total unrealised gains or (losses) recognised in  FEREERIER - ERAKIBHR
the Bank's reserves but not through the income A BE&#)R B Uz sk (fE518)
statement B4R 5T 514 223
Unrealised gains included in or (losses BETEE AT R LR i B IR In
deducted from) the Bank's supplementary BEARRIE AR EIRWZSHE 5B
capital for capital adequacy ratio 3 (R h&E AR AR HIR Y
purpose REREBENETE) 424 424
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