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CORPORATE PROFILE
FITHEN

Our Mission

We at BEA strive to provide best in class financial

services, always demanding the highest standard of
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professionalism and integrity of ourselves. With a

commitment to quality of service, we focus on satisfying
customer needs. We aim to grow, together with our
customers, our shareholders and our colleagues.
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Incorporated in 1918, The Bank of East Asia (“BEA") is Hong Kong’s
largest independent local bank with total consolidated assets of
HK$692.1 billion (US$89.3 billion) as of 31st December, 2012. The
Bank is listed on The Stock Exchange of Hong Kong and is one of
the constituent stocks of the Hang Seng Index.

BEA is dedicated to helping its customers grow and prosper through
the provision of quality banking and financial services. The Bank
delivers comprehensive commercial and personal banking services,
financial services, and insurance 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, private banking, Renminbi
services, foreign exchange margin trading, Mandatory Provident
Fund services, and general and life insurance.

At the end of 2012, BEA operated 88 branches, 62 SupremeGold
Centres, and 7 i-Financial Centres throughout Hong Kong.

In Mainland China, BEA and its wholly-owned subsidiary, The Bank
of East Asia (China) Limited operate more than 110 outlets — one of
the most extensive networks of any foreign bank in China. Overseas,
the Bank maintains an active presence in Southeast Asia, the United
Kingdom, and the United States. Worldwide, BEA operates more
than 220 outlets and employs over 12,000 employees.

The BEA Group’s subsidiaries further broaden the Bank’s product
range, 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 global provider of integrated business,
corporate, and investor services, Tricor Holdings Limited helps clients
build their businesses by offering outsourced expertise in business
support functions.
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FINANCIAL HIGHLIGHTS
MER=E

2012 2011
HK$ Million HKS$ Million Change &%)
BYEET BEEET % AN E
Profitability ZFlgt
Total operating income
A PNCE 15,109 12,715 +18.8
Profit attributable to owners of the parent
Q= SE S il 6,056 4,358 +39.0
Balance Sheet Strength EE & &R
Advances to customers
BEP#RK 350,720 315,281 * +11.2
Total consolidated assets
FaREMRRE 692,114 611,402 +13.2
Total deposits
Y 526,140 478,837 +9.9
Total equity
PRIR AR AERE 61,639 52,044 +18.4
Earnings Per Share and Dividends Per Share
BREBNRERRKRE
Basic earnings
ERAF HK$2.72 HK$1.96 +38.8
Dividends
AR 2 HK$1.06 HK$0.94 +12.8
Key Ratios X ELt %
Loan to deposit ratio
BREEREE 66.7% 65.8% *
Impaired loan ratio
HEERL X 0.3% 0.5%
Average liquidity ratio
FIORBDEES LR 46.6% 42.8%
Capital adequacy ratio
BARFRLLE 14.3% 13.7%

* Restated due to reclassification.

* FEWER S BEMEL
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-YEAR FINANCIAL SUMMARY
ME®RE

TOTAL EQUITY
SR R A R
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FIVE-YEAR FINANCIAL SUMMARY (CONTINUED)
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PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT

AERERAEERRRR

HK$ Million
BEEET
6,000 6,056
5,000
4,224 4,358
4,000
3,000 2,604%
2,000
1,000
11*
2008 2009 2010 2011 2012
FIVE-YEAR COMPARISON
5 F LB
2008 2009 2010 2011 2012
HK$ Million HK$ Million HK$ Million HK$ Million HK$ Million
BEEET BEEET BEEET BEEET BYEER
Total equity . .
Fe B fE ok 4B 32,669 39,735 48,643 52,044 61,639
Total deposits
=y EE 329,293 345,340 425,419 478,837 526,140
Ad 1 1
piieni 230,227* 247,653** 295,714%* 315,281 %+ 350,720
Total consolidated assets
iﬁéﬁé%@%ﬁ 415,368* 434,082 534,193 611,402 692,114
Loan to deposit ratio
B T R 70% 72% 70% 66%** 67%
Profit attributable to
owners of the parent 11%* 2,604* 4,224 4,358 6,056
A BN B AR SR 5 A
Earnings per share*
Hﬁ@g;’}:lje« HK$0.01* HK$1.39* HK$1.92 HK$1.96 HK$2.72
Dividends per share*
RS * HK$0.23 HK$0.76 HK$0.94 HK$0.94 HK$1.06

*  Restated due to changes in accounting policies.
* PSR EE MER -

** Restated due to reclassification.

** FERTSIHMELR
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CHAIRMAN'S STATEMENT

It is my great pleasure to report that The Bank of East
Asia Group (“Group”) delivered another set of record
results for 2012, with strong contributions from across
the Group. Profit attributable to owners of the parent
reached a new high of HK$6,056 million, HK$1,698
million, or 39.0%, greater than the HK$4,358 million
earned in 2011. Basic earnings per share stood at
HK$2.72. Return on average assets and return on
average equity were 0.9% and 11.9%, respectively.

The Board of Directors has declared a second interim
dividend (in lieu of final dividend) of HK$0.63 per share
for the year ended 31st December, 2012, bringing the
dividend for the year to HK$1.06 per share.

The small, open Hong Kong economy is particularly
vulnerable to external events, and local growth slowed
as overseas economies struggled in 2012. However,
economic conditions stabilised from the end of the third
quarter and investment sentiment improved, leading to a

-

strong recovery in financial markets from September. BEA
maintained a close focus on creating value for customers
and investors, providing best in class financial services
and seeking investment opportunities that generate
favourable returns.

Much of BEA's growth in recent years is attributable to
the success of the Bank in developing new business links
between the Mainland, Hong Kong and overseas. To this
end, BEA operates highly integrated banking networks in
Hong Kong and the Mainland, supported by a balanced
presence in regional and international markets. Going
forward, the Bank’s strategic focus is two-fold: To further
build on its advantage in supporting business flows
between Hong Kong, the Mainland and overseas; and
to provide a wider range of banking services to each
individual customer.

Assisted by BEA's extensive network on the Mainland,
BEA Hong Kong has capitalised on strong demand from
Mainland corporations to increase its cross-border trade
finance business significantly. The Bank is now building
on these relationships, introducing and selling a wider
range of products and services geared to meeting the
specific needs of Mainland corporations as they become
more active in overseas markets.

BEA anticipates further favourable policy changes in the
near term that will create even greater opportunities for
cross-border business, particularly in the development
zones of Qianhai, Henggin and Nansha. In future years,
business originating in China is expected to continue to
drive growth in Hong Kong.

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

FEES
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CHAIRMAN'S STATEMENT (CONTINUED)

The Bank’s wholly owned Mainland subsidiary, The Bank of
East Asia (China) Limited ("BEA China"), will maintain its
proven business strategies, steadily expanding its branch
network and strengthening its e-distribution capabilities,
investing in new product development and focusing on the
niche areas in which it has a competitive advantage.

The number of outlets operated by BEA China has
climbed rapidly, from 28 on the date of its founding
in March 2007 to 114 at the end of 2012. During
2012, BEA China conducted an extensive review of the
business activities of its Mainland branches and set new
priorities for the coming years. Following this review, a
rationalisation programme will be implemented in 2013
to drive efficiency, control costs and focus resources
where they will generate higher returns.

BEA China will expand its clientele, targeting in particular
medium-sized enterprises. As part of this strategy, BEA
China has developed a specialised class of products for
supply chain financing to assist clients in managing their
domestic trade. These products offer convenience and
efficiency for clients, while generating new deposits and
new income sources for the bank.

The international operations of the Bank reported record
profits amid robust growth in both loans and deposits in
2012. Asset quality saw significant improvement, as the
impairment loan ratio returned to normal levels. Growing
trade-refinance business and good performance by BEA's
associate bank in Malaysia were major contributors to the
rise in profits from international operations.

The sale of an 80% interest in The Bank of East Asia
(U.S.A.) N.A. to Industrial and Commercial Bank of
China Limited (“ICBC") was completed in July 2012.
BEA anticipates that the growing commercial ties
between China and the United States (“US") represent
a substantial opportunity for the unit under ICBC
management. Meanwhile, BEA will continue to develop
its wholesale banking businesses in the US through its
federal branches in New York and Los Angeles.

Over the past decade, BEA has entered into a number
of agreements with strategic partners, and enjoys very
good relations with overseas financial institutions. In
cooperation with these partners, in 2013 BEA will further
expand its cross-border referral business.

The Bank made welcome progress in its efforts to improve
cost-to-income performance during the past year. To
further enhance operating efficiency, the Bank will step
up investments in innovation, particularly in technologies
that reduce the cost of providing banking services. In
parallel, the Bank will further develop its iPhone/Android
applications and hone its marketing initiatives in order

to enhance BEA's appeal to the younger generation. The
Bank will continue to innovate, applying appropriate
technology to further improve the customer experience.

The Bank maintains a sound and efficient capital
position to support its business goals and meet changing
regulatory requirements. With new capital adequacy rules
now being phased in, BEA has implemented an ongoing
programme to make more efficient use of capital through
pricing and asset allocation. In the coming year, the Bank
will increase the proportion of interest-earning assets that
require a lower capital charge, and raise the ratio of fee
income to total income through the sale of insurance,
investment and treasury products.

In December 2012, BEA concluded a share placement
with Sumitomo Mitsui Banking Corporation (“SMBC")
in the amount of HK$3,301 million to further enhance
the Bank’s capital position. This followed the successful
issue of subordinated notes by the Bank in March and
April 2012 in an aggregate amount of $800 million
Singapore dollars. SMBC and BEA have a long history of
cooperation, and both banks welcomed this opportunity
to further enhance their strategic relationship.

| take pleasure in thanking our Bank’s Board of Directors
and the directors of our subsidiaries and associated
companies for their unstinting support and invaluable
advice during the past year. | would also like to thank the
management and staff of BEA for their commitment and
outstanding performance, and | look forward to working
as a team in the coming year to execute our business
strategies and develop new growth opportunities. Our
relationships with overseas financial institutions are
invaluable, and | thank the directors and managements
of these institutions for making our business partnerships
such an outstanding success. | also take great pleasure in
thanking our shareholders and customers for their long-
standing loyalty and confidence in the Bank.

Dr. Lee Shau-kee, who joined the Board in 1987, will
retire as a Director of the Bank on 24th April, 2013. He has
served the Board with distinction for more than 26 years,
making an invaluable contribution to the development
of the Bank during that period. On behalf of the Board,
| express my heartfelt gratitude to Dr. Lee for his wise
counsel and guidance over the past 26 years.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 26th February, 2013



RITRPRABH 2 EMBARRTRT (PE) AR
~A) ([REFE ) KERMERTZ AN R -
EERSBEROTTHEE  MBREFHHEEN  REF
THES - AMBERREARFESNEEZ £ -

RIEABILEMAER T REA - 72007 F 3 ARISZE
H)28f - IEHINE 2012 FEA 114/ ° F£2012F * ®
DB A D TTHEBEEETT T RBER -
RARBFENERBZILTIFNEERT - BIRE
Bt % - R RGN 2013 FHITIEIERE - 75
KIBFARCE ~ IFEHIAA - W E R B R = A
HE Lo

REFEREATPE  LEAPUMEIERBIE -
ERILRIEH —& D REPEE AHEERERR
—RIHEMNER  UBDEFERALESEK - A
BERMERTPRHEANERLRIANE - I5A]
RRITFRIBFHFRSLIBATIR

HRERRFFROEEREER  NTERERE
2012F M aE M BAIALE - BEZREERLRERIE
FKY  BEERBENS - HHBREXBHER
£ MM ERGERITUNF RO AR L IRITRER
B AN TEERER SRS RN EERE -

77 # £ Bl 3 22 88 77 (The Bank of East Asia (U.S.A.)
N.A) ([EERE |) 80% EE THE TiiR{TAR (D
BRAR([IERITHZSHER2012F7 A% °
RIIRITIEE - BEEREMEMEEARARIEE
EIRRITEE T EEBRD A BiEE K
i o BIL AR - RIDIRITHEE S BEMAL RRIH
BEH DI TRRAERAMERITER -

BETF RERTERERBUERHIT LS HD
& WERZFEBINEBEBRITIFZERIFNEE - &£
20134 - RERITHEEE DARRBHETAE
E—FIRBEENEL -

BE—F  RITRARERAEHBRALE - #ERSA
ME o BE—PIRAEERE - ATBNBREEF
BEH - FRIREEIRIEIER B ERITARIEK AR
B o B RIRF - AR1T % #E — 258 & iPhone/Android
FERRER - ARMIGHEERE - BREARERITY

REWRITEMRAT | 2012F 3 | 09

ETEHREE (F)

FE-RWS S - RITHEBEHERLH - LUETIH
MR EPIRITRIS S

REAERKEBRRNAEERINBZRE  KA17—
BERFBREERNERNRR - BEMELRT TR
DIEBRENR - RERITOHEIT —FRIIER - EBEE
NREERE  URERTENERNME - EARK—
FoATHBEMEAERRENESEEZLE X
FBBHERR REMVEER  URESREBWA
(RTINS

HERITIN 2012F 3 A R4 AN ETTA K 8 EHT MK
TTREREE - RERTE-_FERRTR 2012
F12 AEKRERZE S EABH3I3{E1008T
PUE—FRRARTEARE S - ZHHERRITERGIR
TTEIERERE LIS - MITHERRA FREIgEN
B RM SRR ERR R B -

RABCEHRHATEESZKE - WBARMBZQ
ANBNEFTRTHE Bt fIEeE—FHART
BREXR  UWEDFEELR - YR RERTHNE
BEENESMETRDBTMEBORE - AATEL
BUARH - RAHFRANKR —FHEKRLE
B BERMINHEERE - BREAOEREE - K17
BESRELE SN & RIS < IERIZRIR - B
B AARSBEHSRMEBNESTNEEER LW

SRR BB R IS NS ARAE  AA
L E RH R M E P RA ARG AITH R K
(S

FREFTR1987FMARITESE - iR 2013
FAR2ABEREARTESE B - THLEESTSRE
HBiE26F  BEHRS  EAHEALRTRRERES
B c AAERKRESZE  UFETRE26FREN
BN R RIEREBER TR -

FERTTBARE,
FEHE

&% - 20132 H26H



10 | The Bank of East Asia, Limited | Annual Report 2012

REPORT OF THE CHIEF EXECUTIVE

AND SENIOR MANAGEMENT

FINANCIAL REVIEW

Financial Performance

For the year 2012, the Group achieved a record high
profit attributable to owners of the parent of HK$6,056
million, HK$1,698 million or 39.0%, higher than the
HK$4,358 million earned in 2011. Basic earnings per
share were HK$2.72. Return on average assets and return
on average equity were 0.9% and 11.9%, respectively.

Despite rising funding costs, the Group’s net interest income
increased by HK$461 million, or 5.0%, to HK$9,724 million
as the result of double-digit growth in both the Bank’s loan
portfolio and trade finance business in 2012.

Non-interest income increased by HK$1,933 million, or
56.0%. The rise was mainly attributable to the favourable
performance of the investment portfolio, resulting in a
gain of HK$1,429 million for the trading activities and
financial instruments designated at fair value through
profit or loss. The improvement was also driven by
stronger net fee and commission income, which rose by
HK$329 million, or 10.8%, to HK$3,379 million.

Operating expenses rose by 9.2% to HK$8,725 million.
Cost control remains an important objective of the Group,
and healthy revenue growth coupled with strict control
over costs resulted in a 5.2 percentage point drop in the
Group's cost-to-income ratio, to 57.7% in 2012 from
62.9% in 2011. If the Business Tax and surcharges of our
China operations were excluded from operating expenses
and grouped under taxation, the adjusted cost-to-income
ratio would decrease from 59.2% to 54.2%. The Bank
continued to maintain a careful balance between cost
control and business development.

Operating profit before impairment losses rose to
HK$6,384 million, an increase of HK$1,661 million, or
35.2%, when compared with 2011.

Impairment losses grew by 97.2% to HK$265 million,
as the Bank made provisions for loans and advances,
and available for sale financial assets. Impairment losses
remain at a low and controllable level.

Operating profit after impairment losses was HK$6,119
million, an increase of 33.4%.

BEA completed the disposal of an 80% interest in a
banking subsidiary in the United States (“US") during
the year, recording a net profit of HK$203 million. This
compares to a profit generated from disposal of three
associates of HK$122 million in 2011.

Valuation gains on properties increased to HK$451
million, mainly due to the buoyant property markets in
Hong Kong and the United Kingdom (“UK"). In addition,
due to the strong performance of associates, the Group
shared after-tax profits from associates of HK$536 million,
representing growth of 23.1% over 2011.

After accounting for income taxes, profit after taxation
rose to HK$6,154 million, an increase of 38.3% over the
HK$4,451 million recorded in 2011. After deduction of
non-controlling interests, profit attributable to owners of
the parent rose to HK$6,056 million, an increase of 39.0%.

Financial Position

Total consolidated assets of the Group stood at
HK$692,114 million at the end of 2012, an increase
of 13.2% over the HK$611,402 million at the end
of 2011. Gross advances to customers increased by
11.2% to HK$350,720 million. Total equity increased to
HK$61,639 million, up 18.4%, due to earnings retained
and the issuance of new shares in December 2012, which
amounted to HK$3,301 million.

Total deposits from customers rose by 6.7% to
HK$498,770 million. Demand deposits and current
account balances increased by HK$12,054 million, or
21.2%, compared to the balance at year-end 2011.
Savings deposits grew to HK$86,549 million, while time
deposits increased to HK$343,271 million, an increase
of 3.1%, when compared with the year-end positions.
Total deposit funds, comprising deposits from customers
and all certificates of deposit issued, grew by 9.9% to
HK$526,140 million.

The loan-to-deposit ratio was 66.7% at the end of
December 2012, 0.9 percentage points higher than the
65.8% reported at the end of 2011.
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RECOGNITION

Ratings

Standard & Poor’s

The Bank of East Asia, Limited

Long-term Counterparty Credit A
(local and foreign currency)

Short-term Counterparty Credit A-1
(local and foreign currency)

Outlook Stable

The Bank of East Asia (China) Limited

Long-term Counterparty Credit A
(local and foreign currency)

Short-term Counterparty Credit A-1
(local and foreign currency)

Outlook Stable

Moody'’s Investor Service

The Bank of East Asia, Limited

Long-term Bank Deposit A2
(local and foreign currency)

Short-term Bank Deposit Prime-1
(local and foreign currency)

Bank Financial Strength C-

Outlook Stable

“2012 Best SME's Partner Award”
[2012 /M E R AEAIE 2R ]

Awards

The Bank of East Asia, Limited

“2012 Best SME’'s Partner Award"” (for the fifth

consecutive year)

- The Hong Kong General Chamber of Small &
Medium Business

“2012 Hong Kong Awards for Industries: Innovation
and Creativity Grand Award” (for the design and
development of the i-Teller)

- Hong Kong General Chamber of Commerce

“The Best World Card Program Launched in 2011 in
Hong Kong (BEA SupremeGold World MasterCard)
— Winner”, “The Highest Growth Rate in 2011
Premium Product Cardholder Spending in Hong
Kong — Winner”, “The Highest Growth Rate in 2011
Cardholder Spending in Hong Kong — Winner”, “The
Highest Growth Rate in 2011 Number of Open Cards
in Hong Kong - 1st Runner Up”, and “The Highest
Growth Rate in 2011 Outstandings in Hong Kong —
2nd Runner Up” (for card issuance)

- MasterCard Worldwide

“The Highest Market Share in 2011 Cross-border
Merchant Purchase Volume in Hong Kong - 2nd
Runner Up” and “The Highest Growth Rate in 2011
Merchant Purchase Volume in Hong Kong — 2nd
Runner Up” (for merchant acquiring)

- MasterCard Worldwide

"Exclusive Visa Acceptance Award”
- Visa Inc.

2012 Hong Kong Awards
for Industries: Innovation and
Creativity Grand Award”

[2012 BB TR - gIERE]

sy
The Bank of East Asid

HKGCE
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BEA received a number of awards from Visa Inc. and

MasterCard Worldwide for card service excellence.
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BEA China received recognition from various organisations
for its banking excellence and customer service:

REPEATFRMASHENRITNESIRE - KETR
B ERAT -

i 1 B

AR dd ot A SR

CHURe VTR RSV R &8 LR L 0]
e TR AT R W
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T L TR,
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“2011 Distinctive Financial Services
for Small Enterprises among Financial
Institutions in China Award”

[2011 FE2BIRITE DR/ MI
rESRRBEEER] 518

F

V.

“Best Cross-border Renminbi Business
Bank (Foreign-invested) Award”

[SEBTARBEBRT OME) ]

“China Treasury Awards 2012 —
Best Foreign Cash Management

Bank in China”
[2012 HEIEN & 88 — RIEINE
ReEBIRIT]

o[ sansaseman |5

M eR AL

“2012 Best Foreign Retail Bank Award”
(2012 FEREINETERTT]

The Bank of East Asia (China) Limited

“2011 Distinctive Financial Services for Small Enterprises
among Financial Institutions in China Award”
- China Banking Regulatory Commission

“2012 Best Foreign Retail Bank Award”
- National Business Daily

“Best Cross-border Renminbi Business Bank (Foreign-
invested) Award”
- Global Entrepreneur

“China Treasury Awards 2012 — Best Foreign Cash
Management Bank in China”
- Treasury China

“Golden Award - Most Popular Product Award” for
the Bull Bear Series of Investment Financial Products
- Money Weekly and VNU Exhibitions

“UnionPay Award for Business Collaboration”
- China UnionPay

Bank of East Asia (Trustees) Limited

e “"The Best MPF Scheme Award” in the Prime
Awards for Banking and Finance Corporations 2012
programme (for the second consecutive year)

- metroBox Magazine

Blue Cross (Asia-Pacific) Insurance Limited

e “The 12th Capital Outstanding Enterprise Awards —
Medical and General Insurance”
- CAPITAL magazine

e “TVB Most Popular TV Commercial Awards 2012 —
Info-service”
- Television Broadcasts Limited

e “The Most Favourite Travel Insurance Company Award
2012" (for the eighth consecutive year)
- Weekend Weekly Magazine

Credit Gain Finance Company Limited

e “RoadShow Best Loved Brands Award 2012 — Finance
and Credit Service”
- RoadShow Productions Limited

e “The Best Brand in Loans Award” in the Prime
Awards for Banking and Finance Corporations 2012
programme
- metroBox Magazine
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“RoadShow Best Loved Brands Award 2012
— Finance and Credit Service”

[RoadShow — & & mig R #2012 —
—REEEEMBHEANLE]
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Blue Cross won several awards in recognition
of its product and marketing excellence.

B+ R EERE M RIS ERR

“The Best MPF Scheme Award”
[RfERERTTE

“The Best Brand in Loans Award”

[ BEEERTERS ]
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Tricor Holdings (Tricor Malaysia)

e “The BrandLaureate — SMEs BestBrands Awards 2012
in Corporate Branding — Best Brands in Services —
Corporate Advisory”

- The Asia Pacific Brands Foundation

BEA Union Investment Management Limited

e “2012 Best of the Best Performance Awards — Asian
Bonds, Hard Currency”*
- Asia Asset Management

e "“2013 Best Fund in Bond, Asia Pacific”*
- Lipper Funds Award Hong Kong

*for the 3-year performance of the BEA Union Investment Asian
Bond and Currency Fund

OPERATIONS REVIEW

Europe’s debt crisis continued to weigh heavily on the
global economy in 2012, as recession in Europe reduced
demand for imports. In Hong Kong, exports grew by a
mere 2.9%. However, signs of recovery started to appear
in the fourth quarter, in response to a further round of
quantitative easing by the United States Federal Reserve,
and the commitment by the European Central Bank to
support the weaker members of the European Union
through the Outright Monetary Transactions programme.

Notwithstanding the weak external economic
environment, the Hong Kong economy registered modest
growth for the year on the back of solid domestic
demand. Tourists from the Mainland continued to provide

strong support for local consumption. Employment
remained resilient, with unemployment hovering within
the range of 3.2% to 3.4% in 2012. This resilience was
partly attributable to the robust demand for business
services from the growing number of Mainland Chinese
companies using Hong Kong as a base for business
expansion overseas.

Meanwhile, property prices rose through much of the
year. Responding to growing concern about affordability
of housing, the Hong Kong Government introduced
tough measures in October 2012 in an attempt to
dissuade speculators. However, given the housing
shortage and low interest rate environment, the measures
have yet to stem steadily rising prices.

Real Gross Domestic Product (“GDP") is estimated to grow
by 1.3% in 2012, while the inflation rate averaged 4.1%.

On the Mainland, weak exports and the ongoing
rebalancing of the domestic economy saw real GDP
growth fall below 8% in 2012. The Central Government
intervened several times during the year to stimulate the
economy, introducing expedited approval for infrastructure
projects, tax cuts, and a looser monetary policy.

In addition to lowering the benchmark deposit and loan
rates twice, in June and July 2012, China took the first
step on the road to interest rate liberalisation, with the
aim of gradually moving toward market-based pricing of
capital. Under the new policy, bank deposit rates can be
set up to 10% above their respective benchmark levels,
while lending rates can be set as much as 30% below
their respective benchmark rates.
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Tricor Malaysia was selected by The Asia Pacific Brands Foundation as the winner of “The BrandLaureate — SMEs BestBrands Awards 2012 in
Corporate Branding — Best Brands in Services — Corporate Advisory”.
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& BEARDIRTT

Experts shared their views with BEA's clients at the Bank’s Economic and Market Outlook Seminar in January 2012.
20121 A - RBIRITERN [EBERTSRE] g UHERSUBERETFPHZMISED

Inflationary pressure eased through much of the year,
with the Consumer Price Index dropping to 2.5% in
December 2012 from 4.1% in December 2011. A benign
rate of inflation provides the Central Government with
more room to introduce stimulus measures to revive the
economy, if required. While property prices in China were
relatively stable through much of the year, the Central
Government is not expected to relax the current stringent
control measures through at least the first half of 2013.

Following the 18th National Congress of the Communist
Party of China in November 2012, it is widely expected
that the Central Government will turn its attention to the
nation’s economy and implement necessary structural
reforms, especially in the financial sector. GDP growth is
likely to rebound from 7.8% in 2012 to 8.2% in 2013.

Business — Hong Kong

At 31st December, 2012, the aggregate value of loans
to customers and trade bills of BEA in Hong Kong was
10% higher than at the end of 2011. Debt investments
increased 27.7% in 2012 over the previous year.
Customer deposits grew by 2.9%, year on year.

Corporate and Commercial Banking

The portfolio of corporate loans and trade bills of the
Bank’s Hong Kong operations recorded solid growth of
12.4% during 2012. Growth has not been at the cost
of loan quality, however, and the impaired loan ratio
remained at a very low level.

BEA's strong cross-border capabilities and extensive
networks in both Hong Kong and Mainland China put
it in a unique position to serve customers with business
interests in both markets, and to benefit from ongoing
favourable policy changes in the Mainland. From this
strong platform, BEA has built a loyal base of Mainland
customers in Hong Kong, and is serving their onshore and
offshore financing needs, including property development
project financing, loans against Renminbi (“"RMB")-
denominated assets, and cross-border trade finance. By
leveraging these established relationships, BEA has been
successful in providing Mainland clients with a growing
range of banking products, including treasury and
insurance, and will continue this process in order to drive
future growth.

The pace of RMB liberalisation quickened in 2012,
opening up new growth opportunities for BEA. The Bank
marked a significant milestone in early 2013, becoming
one of the first lenders to grant a cross-border RMB loan
to a company incorporated in the Qianhai Shenzhen-
Hong Kong Modern Service Industry Cooperation Zone
("Qianhai”). The deregulation process is set to continue,
creating significant long-term potential in offshore RMB
business, especially in Qianhai and Henggin New Area,
Zhuhai. BEA is closely monitoring policy changes and
remains proactively positioned to take advantage of
opportunities as they arise.
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BEA is well-positioned to take advantage of
cross-border opportunities as they arise.
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The Bank successfully expanded its
SME lending business in 2012.
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Portfolio yield improved over the past year, as low-
margin loans were re-priced and replaced. The Bank also
increased holdings of high quality corporate notes and
bonds, and stayed actively involved in the syndicated loan
market, focusing on higher-yield club deal facilities for
mid-cap corporate clients.

Domestic corporate customers remain central to BEA's
business, particularly the small and medium-sized
enterprises (“SMEs") that form the backbone of Hong
Kong's economy. BEA successfully expanded its SME
lending business in 2012, with 18% growth in the
equipment financing portfolio and a 25% increase
in loans extended under the “Business Ready Cash”
unsecured loan scheme. The Bank introduced a Trade
Finance Programme for premier customers, and is
launching a Contractor Receivable Finance Programme
to take advantage of the growing number of substantial
infrastructure projects in the region. BEA was also
an active participant in the Hong Kong Mortgage
Corporation’s enhanced SME Financing Guarantee
Scheme under the special concessionary measures
launched at the end of May 2012.

T
FEE  gnn

Retail Banking

In 2012, BEA continued to build on its excellent
reputation among retail customers, actively growing
its account base, enhancing the range and standard of
services, modernising marketing and delivery channels,
while rationalising its branch network.

Throughout the year, BEA expanded its customer base
across the market spectrum, with a particular focus
on the affluent retail segment. The 10th anniversary
of SupremeGold was celebrated with the launch of a
series of marketing campaigns to reward the Bank's loyal
customers and to attract new accounts, emphasising the
warm and caring service provided by BEA staff. At the
same time, BEA is laying the seeds for future prosperity
by extending its reach among younger clients through
targeted credit card promotions, a strong university
campus branch presence, and a popular new Facebook
Fan Page.

#rid

e

BEA celebrated the opening of its Kennedy Town Branch in November 2012.

RIRITREMM DT 2012 F 1 AIEXFHE -
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BEA extended its reach to young customers through
targeted communications including its popular new
Facebook Fan Page and credit card promotions.
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Seven i-Financial Centres were in operation by the end of 2012. Award-winning i-Tellers offer personalised service during extended hours.
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BEA continued to develop its e-banking channels in
2012, improving the ease and convenience of services
whilst simultaneously reducing transaction costs. The BEA
mobile banking app enjoyed strong take-up during the
year, with total downloads and total mobile banking users
almost doubling. To complement this, BEA enhanced
its Cyberbanking service, expanded its ATM network —
now the second largest among JETCO members — and
introduced more innovative, award-winning i-Tellers at
key locations, offering extended hours and personalised
customer service.

The ongoing migration of services to e-banking frees up
BEA's retail branch network — consisting of 88 branches,
62 SupremeGold Centres, and 7 i-Financial Centres at the
end of 2012 — to focus on absorbing deposits and selling
banking products. During the year, the Bank launched a
number of initiatives to this end, capturing new business
from small local enterprises, attracting low-cost deposits,
acquiring new wealth management customers, and
cross-selling products such as insurance and investment
services, credit cards, mortgages, and consumer loans. By
encouraging more clients to open payroll accounts, the
Bank registered growth in its current and savings account
balance, developing a stable and low-cost deposit base.

BEA introduced a number of competitive mass residential
mortgage plans during the year, and took advantage
of the pick up in the non-residential property market to
expand its higher-yield non-residential mortgage business.
During 2012, BEA maintained an average ranking of fifth
place in new residential mortgage loan registrations in
Hong Kong.

Insurance and MPF Services

BEA's wholly-owned life insurance arm, BEA Life Limited,
achieved a solid 23% gain in new premium income during
2012. Short-term savings plans and RMB-denominated
products, introduced to meet the growing demand for
short-maturity products with guaranteed return, were
particularly popular with customers.

Blue Cross (Asia-Pacific) Insurance Limited, BEA's wholly-
owned general insurance arm and a leading player in
medical and travel insurance, built on its strong position
and notched up a 15% increase in premium income
during the year. At the end of 2012, the number of
medical insurance customers reached more than 179,000,
while the number of travel insurance customers stood at
755,000, representing growth of 16% and 7% year on
year, respectively.
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Medical insurance services were actively migrated to electronic channels in 2012.
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In general insurance, sales and service are being actively
migrated to electronic channels, and premium income
generated through e-channels rose by 25% during the
year. Utilisation is expected to expand further in 2013 as
new mobile services are introduced to provide greater
convenience for customers.

The MPF Employee Choice Arrangement was launched
in November 2012. To meet market demand, the Bank's
wholly-owned MPF service provider, Bank of East Asia
(Trustees) Limited, has added new funds, reduced
management fees, and introduced a new low-fee Master
Trust Scheme. Total membership under the BEA MPF
schemes rose to 539,000 at the end of 2012 and assets
under management grew to more than HK$15.2 billion, a
rise of 20%, year on year.

Wealth Management

BEA's wealth management business grew strongly in 2012.
This trend is expected to continue, with much of the new
business originating from Mainland customers, who now
account for 25% of total private banking accounts.

Responding to investor sentiment and the low interest
rate environment, Private Banking focused on selling

bond-related and income-oriented products. Thematic
investments are of growing interest to clients, and in
2012 the Bank launched its first private equity fund,
the BEA Blue Sky Real Estate Fund L.P., which invests in
real estate projects in the Greater China region. Private
Banking revenue for 2012 rose by a solid 17%, while
assets under management at the end of 2012 were more
than 20% higher than one year earlier.

BEA's mutual fund business registered revenue growth
of more than 75% over 2012. Product offerings were
shaped to match the economic outlook and customer
demand, with an emphasis on selected securities that
provide stable income and upside potential, as well as
RMB-denominated funds. Meanwhile, as of the end of
November 2012, BEA clients may use the BEA mobile app
to gain access to the latest market information and fund
performance from their smartphone or tablet.

The Bank has also been successful in leveraging its private
banking and corporate banking client bases to cross-
sell trustee and fiduciary services. In 2012, BEA achieved
growth of 11% in the total number of private and
corporate trust clients, and 19% in total assets under
trustee administration.

BEA Trustees organised several seminars in 2012 to introduce the MPF Employee Choice Arrangement.

20124 « REEFERNZERE  REFPNERES [ERSBERH] -
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Business from Mainland customers contributed to BEA's strong growth in wealth management services in Hong Kong.
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Tung Shing Bullion (Brokers) Limited, a member of the BEA Group, celebrated its opening in June 2012.
201256 B REpMITEEE THRESE (840) ARDREARME -

Brokerage Operations

With uncertainties arising from changes in the political
leadership of the world’s major economies and the
continued impact of the European sovereign debt crisis,
the local market remained sluggish for most of 2012.
Only after the Mainland economy showed signs of picking
up toward the end of 2012 did investor interest return
and propel the market to close the year at a 52-week
high. Nonetheless, the Stock Exchange of Hong Kong still
recorded a drop of over 20% in average daily turnover in
2012. Hence, the Bank’s commission income derived from
securities and futures broking business declined when
compared with 2011 while interest income from stagging
loans plunged due to a decrease in initial public offerings
("IPOs") as well as poor market sentiment for IPOs.

Despite the sluggish market, BEA continued to invest in
IT systems to enhance the products and services it offers
to its customers. In 2012, the Bank successfully launched
broking services for trading in London gold and global
futures, and enhanced its electronic trading platform.
New trading options, including trading in stock options
and overseas equities, will be gradually rolled out in 2013.

Business — Greater China ex-Hong Kong
Mainland China Operations

The Bank of East Asia (China) Limited (“BEA China”),
BEA's locally-incorporated subsidiary bank on the
Mainland, faced a challenging year in 2012. The unstable
economic environment in the US and Europe weakened
China’s export sector. On the domestic front, slowing
economic growth dampened overall investor sentiment.

Given the unfavourable domestic economic environment,
the Central Government injected liquidity into the
financial system in 2012 through reverse repurchase
agreements, which led to a significant drop in inter-bank
borrowing rates and draft rediscount rates. Furthermore,
the People’s Bank of China liberalised RMB interest
rates by lowering the minimum lending rates (including
mortgage lending rates) and increasing the maximum
deposit rates. These factors had an adverse impact on
BEA China’s overall net interest margin, which declined to
2.15% in 2012 from 2.5% in 2011.

Nevertheless, despite the challenging environment,
BEA China successfully increased its weighted average
loan yield from 6.24% in 2011 to 7.02% in 2012. Total
loans and deposits also grew 14.34% and 11.41%,
year on year, respectively. The loan-to-deposit ratio was
maintained within the range of 68% and 73%, which
was in compliance with the statutory limit of 75% set by
the China Banking Regulatory Commission.
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Dr. David K.P. Li joined Mr. Li Jiheng, Governor of Yunnan . !
Province and other dignitaries at the opening of BEA China’s :
Kunming Branch in December 2012.
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In 2012, BEA China opened four new “cross-location” sub-branches in Guangdong Province, including its Zhanjiang Sub-branch in July.

2012%F » REBFEPERE HAROENAN [ 277 ] - E—RR7 AREMELIRT -

BEA China adopted a focused strategy in 2012 to
expand its corporate client base, targeting medium-sized
enterprises and seeking opportunities to command higher
interest margins. It also continued promoting cross-
border financing facilities, assisting its clients in expanding
their operations to overseas markets. In 2013, BEA
China will launch a new class of domestic trade financing
products under a supply chain business model to further
broaden its product range.

In treasury sales, BEA China managed to increase its rate
of sales penetration among existing customers from a
negligible level in 2011 to 7.7% in 2012. BEA China
aims to increase this ratio to 10% in 2013 by enhancing
product variety and strengthening marketing efforts.

BEA China’s retail customer base has been expanding
since 2007. At the end of 2012, retail deposits accounted
for approximately 20% of total deposits, providing a
stable funding source to fuel business growth. Retail
loans increased by 14.6%, year on year. Fee income from
personal banking and wealth management rose 35% in
2012 over the previous year.

The difficult business environment on the Mainland led
to a money chain rupture in some regions and industries
during 2012, which threatened the sustainability of a
number of enterprises. Following the rupture, some
cash-starved Chinese entrepreneurs were forced to
turn to other channels for financing, including trust
loans / trust products and entrusted loans. Despite the
unfavourable situation, BEA China’s impaired loan ratio
remained at a relatively low level, thanks to its proven

credit risk management model, rising from just 0.10%
in 2011 to 0.27% in 2012. During the year, BEA China
also effectively managed its exposure to local government
financing vehicles (“LGFV"), which was another area
of concern of the Central Government. BEA China’s
outstanding LGFV exposure was substantially reduced in
2012 and repayment records have been satisfactory.

A strong network of strategically located branches and
sub-branches has been crucial to BEA China’s sustained
growth on the Mainland over the past years. BEA China
opened 2 new branches in 2012, in Kunming and Ningbo,
as well as 8 new sub-branches including 4 “cross-location”
sub-branches in Shunde, Zhanjiang, Shantou, and Foshan
in Guangdong Province. With 33 outlets in Guangdong
Province, BEA China is well positioned to capture a
greater market share of the ever-growing base of affluent
customers in southern China.

At the end of 2012, BEA China operated 25 branches,
88 sub-branches, and 9 24-hour self-service banking
centres — one of the most extensive networks of any
foreign bank operating on the Mainland. Looking
ahead, BEA China will continue to expand its network in
line with business demand.

In May 2012, BEA China issued RMB senior unsecured
bonds in an aggregate principal amount of RMB1 billion
to institutional investors and private banking customers
in Hong Kong. BEA China used the proceeds raised
from the bond issue to support business expansion,
enhance its asset and liability structure, and improve
overall liquidity management.
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BEA's Taiwan Branches reported a rise of 76.90% in profit, year on year, for 2012.
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BEA's Singapore Branch celebrated its 60th Anniversary in May 2012.
REpIRTTR 2012 6 5 AENEFT I 5 1TASL 60 B4 -

Macau and Taiwan Operations

In the face of intense competition for deposits, BEA's
operations in Macau (“Macau Branch”) focused on
delivering a broader range of retail products including
the introduction of SupremeGold account services to
better serve the affluent customer segment. Macau
Branch registered a 26.79% rise in profit for 2012.
Looking ahead, BEA will continue to expand its retail
product range and increase promotion of its retail
services in Macau.

In Taiwan, BEA's branches in Taipei and Kaohsiung
(collectively, the “Taiwan Branches”) launched custodian
services for securities and other investment products in
March 2012. In addition, the Taiwan Branches actively
promoted cross-border RMB trade settlement services via
the Taiwan Offshore Banking Unit. The Taiwan Branches
reported a rise of 76.90% in profit, year on year, for 2012.

With the announcement of details on the liberalisation
of the RMB business in Taiwan, the Taiwan Branches
will strive to provide a wider range of RMB banking
services to local enterprises and individuals. In the coming
year, the Taiwan Branches will take advantage of the
liberalisation measures and leverage the strength of the
Group’s Greater China network to capture more cross-
strait business opportunities.

Business — International

BEA's international operations enjoyed a record-setting
year in 2012, in terms of profit, loans, and deposits.

Buoyed by domestic consumer demand and underpinned
by government spending on infrastructure projects, BEA's
Singapore Branch enjoyed another year of notable growth
in business volume and profitability. The Branch also
benefited from Singapore’s growing trade and investment
flows with China, as it recorded a significant rise in its
RMB trade financing and ancillary businesses.

Looking ahead, the Singapore Branch will continue to
exploit the Group's extensive resources in Southeast
Asia and China to capture more business opportunities.
This will be achieved by leveraging the Bank’s customer
relationships in the two regions, emphasising a
service-oriented approach, and forging closer co-
operation with BEA China. The Singapore Branch will
also strengthen collaboration with BEA's associates in
Malaysia and Indonesia.

Despite Europe’s weak economic fundamentals, BEA's
operations in the UK registered satisfactory growth in its
mortgage business in 2012. This growth was largely due
to sustained demand for prime property in central London
from Hong Kong and other Asian investors. In 2013, BEA
will expand its presence in the UK market by opening a
branch in Manchester.
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BEA plans to expand its presence in the UK by opening a branch in Manchester in 2013.
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BEA’s US operations enjoyed another year of solid
performance as the US economic recovery broadened.
Both New York and Los Angeles branches achieved
good profitability, thanks to an enlarged loan portfolio
and lower funding costs due to abundant liquidity in
the market.

In July 2012, the Bank completed the disposal of 80%
of its stake in The Bank of East Asia (U.S.A.) N.A. to the
Industrial and Commercial Bank of China. Following the
completion of the transaction, BEA began focusing on its
wholesale and corporate banking businesses in the US.

Other Subsidiaries
Credit Gain Finance Company Limited

Despite the challenges of a highly competitive sub-prime
loan market in Hong Kong, Credit Gain Finance Company
Limited ("Credit Gain") successfully achieved double-digit
growth in its total loan portfolio in 2012, year on year.
The Company's strong growth can largely be attributed to
its diversified sales and marketing channels and enhanced
product mix. Looking ahead, Credit Gain will focus on
enhancing the value of its services and building its brand
in the personal loan market. Beyond Hong Kong, the
Company aims to capitalise on the great potential of the
Mainland market, and open its first Mainland office, in
Shenzhen, in the first half of 2013.

BRERGS
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Tricor Holdings Limited

Tricor Holdings Limited (“Tricor”) reported 7% growth in
annual fee revenue, exceeding the HK$1 billion mark for
the first time and making an important contribution to
the BEA Group’s fee and commission income. While rising
staff costs and increasing overhead expenses remained
challenges during the year, every effort was made to
improve efficiency.

Facing strong demand for its corporate compliance and
company secretarial services, Tricor Hong Kong enjoyed
significant growth in its corporate service income. While
there were fewer IPOs in Hong Kong’s capital market in
2012 than in 2011, Tricor Hong Kong successfully secured
the share registration work of 55% of all newly-listed
companies in Hong Kong in the year under review.

Tricor’s overseas offices continued to be an important
contributor to the Company’s total revenue. In particular,
Tricor Malaysia reported substantial growth in both
gross revenue and profit for the year. In May 2012,
Tricor Services Europe extended its service in the UK by
acquiring Woodside Corporate Services Limited, a fund
administration business based in London. In addition to
corporate services, Tricor Services Europe now provides
fund administration services and acts as receiving agent
under government-approved schemes in the UK through
its subsidiary.

Tricor now operates in 28 cities and employs over 1,600
people around the world.
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Credit Gain successfully achieved double-digit growth in its total loan portfolio in 2012, year on year.
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Tricor Services Europe extended its service in the UK by acquiring Woodside Corporate Services Limited.
Tricor Services Europe B TE R BUA R & BIE & B2 B Woodside Corporate Services Limited ©
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BEA Union Investment Management Limited

BEA Union Investment Management Limited (”"BEA
Union”) registered a 25% rise in assets under
management in 2012. This growth was due in large
part to the company’s success in both the retail and
institutional sectors. In May 2012, a new unit trust, the
BEA Union Investment Asia Pacific Multi Income Fund,
was introduced to investors seeking higher dividend
payouts from investment in a variety of asset classes.

Our People

As of 31st December, 2012, the BEA Group employed
12,441 people:

As of 31st
December, 2011

As of 31st
December, 2012

Hong Kong 5,692 5,709
Greater China ex-Hong Kong 5,608 5,277
Overseas 1,141 1,252
Total 12,441 12,238

Hong Kong’'s unemployment rate remained low
throughout 2012, leading to intense competition for
talent. Operating in this challenging environment,
BEA focused on providing attractive remuneration and
benefits, opportunities for continuing career growth,
and a healthy, supportive work environment. To attract
and retain high calibre talents, BEA regularly benchmarks
itself against best market practices for remuneration and
benefits. The Bank also ensures that its human resources
policies and practices are in line with the market.

BEA recognises the importance of ongoing professional
development. In 2012, the Bank launched its e-Learning
platform, “Learning@BEA", which enables staff members
to enrol in a wide range of online, work-related training
programmes. To address specific needs of individual
staff members, the Bank’s Training and Development
Department also worked closely with various departments
to create tailor-made training programmes.

Staff members can enrol in online, work-related training programmes via Learning@BEA, the Bank’s new e-Learning platform.
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BEA creates tailor-made training programmes to address the specific needs of individual employees.
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Risk Management

The Bank has established comprehensive risk management
procedures in line with the requirements set out by the
Hong Kong Monetary Authority to identify, measure,
monitor, control, and report on the various types of risk
that the Bank faces, including credit risk, market risk,
liquidity risk and operational risk, and, where appropriate,
to allocate capital to cover those risks.

The risk management mechanisms are built around
a centralised framework and include the Risk
Management Committee, specialised risk management
committees (namely: Credit Committee; Asset and
Liability Management Committee; and Operational Risk
Management Committee), and the Risk Management
Division. These mechanisms capture the different risk-
related management activities on a Group basis, including
the formulation of policies, risk assessment, setting up of
procedures and control limits, and ongoing monitoring
before the same are reported via the Risk Management
Committee to the Board of Directors, to ensure compliance
with the Bank’s policies, and the legal and regulatory
requirements in Hong Kong, China, and overseas.

In particular, the Risk Management Committee
regularly reviews the Bank’s risk appetite statement,
risk management policies, and risk control limits and
submits them to the Board of Directors for approval.
Risk management mechanisms have been established
at different levels throughout the Group. This is
supplemented by active management involvement,
effective internal controls, and comprehensive audits.

Certificates of Deposits and Debt Securities
Issued and Loan Capital

In 2012, BEA issued floating rate certificates of deposits
and debt securities with a face value of HK$545 million,
US$338.3 million, and TWD551.76 million, respectively;
fixed rate certificates of deposits and debt securities with
a face value of HK$754 million, US$1,214.2 million,
RMB9,698.2 million, GBP418 million, and SGD50 million,
respectively; and zero coupon certificates of deposits with
a face value of HK$1,171 million, US$1,687.8 million,
RMB705 million, and SGD27 million, respectively. The
Bank redeemed a quantity of certificates of deposits
and debt securities amounting to HK$28,203 million
equivalent upon maturity.

At the end of December 2012, the face value of the
outstanding certificates of deposits and debt securities
issued was HK$36,070 million equivalent, with a carrying
amount equal to HK$36,027 million.
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Maturity Profile of Certificates of Deposits and Debt Securities Issued
As at 31st December, 2012
(All expressed in millions of dollars)

Total Year of Maturity
Face Value 2013 2014 2015 2016 2017
Floating Rate
HKD 725 260 385 80
usb 388 140 142 106
TWD 552 552
Fixed Rate (Note)
HKD 2,188 310 600 531 613 134
usb 959 929 10 20
RMB 11,883 10,613 50 1,220
GBP 150 150
SGD 15 15
Zero Coupon
usb 647 547 50 50
RMB 505 250 255
SGD 27 27
Total Certificates of Deposits and Debt Securities
issued in HKD equivalent 36,070 28,902 2,228 3,641 848 451

Note:

Associated interest rate swaps have been entered for managing interest rate risk along with long-term Certificates of Deposits and debt securities
if deemed necessary

In 2012, BEA issued loan capital with a face value of SGD800 million. The Bank redeemed a quantity of loan capital
amounting to HK$7,886 million equivalent.

At the end of December 2012, the face value of the outstanding loan capital issued was HK$13,600 million equivalent,
with a carrying amount equal to HK$ 14,263 million.

Maturity Profile of Loan Capital
As at 31st December, 2012
(All expressed in millions of dollars)

Total Year of Maturity
Currency Face Value 2020 2022
USD (Note 1) 1,100 600 500
SGD (Note 2) 800 800
Total Loan Capital issued in HKD equivalent 13,600 4,651 8,949

Notes:
1. US$500 million loan capital matured in 2022 would be callable on 4th May, 2017
2. Callable on 13th September, 2017

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 26th February, 2013
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DIRECTORS

Dr. the Hon. Sir David LI Kwok-po

GBM, GBS, OBE, MA Cantab. (Economics & Law), Hon.
DSc. (Imperial), Hon. DBA (Edinburgh Napier), Hon.
D.Hum.Litt. (Trinity, USA), Hon. DSocSc (Lingnan), Hon.
LLD (Hong Kong), Hon. LLD (Warwick), Hon. LLD (Cantab),
Hon. DLitt (Macquarie), FCA, FCPA, FCPA (Aust.), FCIB,
FHKIB, FBCS, CITP FClArb, JP Officier de L'Ordre de la
Couronne, Grand Officer of the Order of the Star of
Italian Solidarity, The Order of the Rising Sun, Gold Rays
with Neck Ribbon, Commandeur dans I’Ordre National de
la Légion d’Honneur

Chairman & Chief Executive and Chairman of the
Nomination Committee

Sir David, aged 73, joined the Bank in 1969. He
was appointed a Director in 1977, Chief Executive
in 1981, Deputy Chairman in 1995 and Chairman
in 1997. Sir David is the Chairman or a Director of
various members of the Bank Group, and he is also
the Chairman or a Member of various committees
appointed by the Board.

Sir David is a Member of the Banking Advisory
Committee and a Member of the Council of the Treasury
Markets Association. Sir David is the Pro-Chancellor of
the University of Hong Kong, an Advisory Committee
Member of the Chinese University of Hong Kong
S.H. Ho College, an Honorary Fellow of the School of
Accountancy, Central University of Finance and Economics
and a Companion of the Chartered Management
Institute. He was a Member of the Legislative Council of
Hong Kong from 1985 to 2012.

Sir David is the Chairman of The Chinese Banks’

Association, Limited. He is the Honorary Chairman
of The Chamber of Hong Kong Listed Companies.
Sir David is Vice President of the Council of the Hong
Kong Institute of Bankers, Chairman of the Saint Joseph’s
College Foundation Limited, a Member of the Advisory
Board of the Judge Business School at the University of
Cambridge and a Member of the International Advisory
Council of the Cambridge Commonwealth Trust and
Cambridge Overseas Trust. He is also an Emeritus Trustee
of the Cambridge Foundation and a Trustee Emeritus of
the Institute for Advanced Study in Princeton. Sir David
is Chairman of the Advisory Board of The Salvation Army,
Hong Kong and Macau Command, Chairman of the
Executive Committee of St. James’ Settlement and he
also serves on the Hong Kong Red Cross Advisory Board.
He is a Council Member of the Employers’ Federation
of Hong Kong, a Director of the David Li Kwok-po
Charitable Foundation Limited, a Founder Member and
an Executive Committee Member of the Heung Yee Kuk
Foundation Limited, Chairman and President of The
Légion d'Honneur Club Hong Kong Chapter Association
Limited and Chairman of the Executive Committee of The
Marco Polo Society Limited.

Sir David is a Non-independent Non-executive Director
of AFFIN Holdings Berhad (listed in Malaysia), a Director
of CaixaBank, S.A.N°t (listed in Spain), an Independent
Non-executive Director of China Overseas Land &
Investment Limited, Guangdong Investment Limited,
The Hong Kong and China Gas Company Limited, The
Hongkong and Shanghai Hotels, Limited, PCCW Limited,
San Miguel Brewery Hong Kong Limited, SCMP Group
Limited and Vitasoy International Holdings Limited. He is
also a Director of Hong Kong Interbank Clearing Limited
and The Hong Kong Mortgage Corporation Limited. He
was an Independent Non-executive Director of COSCO
Pacific Limited.
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Sir David is a Member of the Board of Trustees of the
Asia Society International Council, a Member of the
Asia Business Council, a Member of the Deutsche Bank
Asia Pacific Advisory Board, a Member of the Munich Re
Greater China Advisory Board, and Chairman Emeritus
of the Asian Youth Orchestra Board. He serves on the
advisory boards of Federal Reserve Bank of New York’s
International Advisory Committee and Hospital for Special
Surgery. Sir David is the Chairman of the INSEAD East Asia
Council, the Non-executive Chairman for Edelman Asia-
Pacific and a Senior Adviser of Metrobank.

Sir David is the brother of Professor Arthur Li Kwok-
cheung, the nephew of Mr. Eric Li Fook-chuen, the cousin
of Mr. Aubrey Li Kwok-sing and Mr. Stephen Charles Li
Kwok-sze, and the father of Mr. Adrian David Li Man-kiu
and Mr. Brian David Li Man-bun.

Professor Arthur LI Kwok-cheung

GBS, MA, MD, M.B.B.Chir (Cantab), DSc (Hon), DLitt
(Hon), Hon DSc (Med), LLD (Hon), Hon Doc (Soka), FRCS
(Eng & Edin), FRACS, Hon FACS, Hon FRCS (Glasg & ),
Hon FRSM, Hon FPCS, Hon FCSHK, Hon FRCP (Lond), JP
Deputy Chairman, Non-executive Director

Professor Li, aged 67, was a Director of the Bank (1995-
2002) and was re-appointed a Director in January 2008.

Professor Li is a Member of the Executive Council of the
Hong Kong Special Administrative Region (he was also a
Member during 2002 to June 2007). He is also a Member
of the National Committee of the Chinese People’s
Political Consultative Conference.

Professor Li is an Independent Non-executive Director of
Shangri-La Asia Limited, China Flooring Holding Company
Limited and The Wharf (Holdings) Limited, a Non-
Independent Non-executive Director of AFFIN Holdings
Berhad (listed in Malaysia) and a Non-executive Director
of BioDiem Ltd. (listed in Australia).

Professor Li was the Secretary for Education and
Manpower of the Government of HKSAR (2002-June
2007). Before these appointments, he was the Vice
Chancellor of the Chinese University of Hong Kong
(1996-2002) and was the Chairman of Department
of Surgery and the Dean of Faculty of Medicine of the
Chinese University of Hong Kong.

Professor Li had held many important positions in various
social service organisations, medical associations, and
educational bodies, including the Education Commission,
Committee on Science and Technology, the Hospital
Authority, the Hong Kong Medical Council, the University
Grants Committee, the College of Surgeons of Hong
Kong, and the United Christian Medical Services Board.
He was a Member of the Board of Directors of the
Hong Kong Science and Technology Parks Corporation
and the Hong Kong Applied Science and Technology
Research Institute, and Vice President of the Association
of University Presidents of China. He was a Hong Kong
Affairs Adviser to China.

Professor Li is the brother of Dr. the Hon. Sir David Li
Kwok-po, the nephew of Mr. Eric Li Fook-chuen, the
cousin of Mr. Aubrey Li Kwok-sing and Mr. Stephen
Charles Li Kwok-sze, and the uncle of Mr. Adrian David Li
Man-kiu and Mr. Brian David Li Man-bun.

Dr. Allan WONG Chi-yun

GBS, MBE, BSc, MSEE, Hon. DTech, JP

Deputy Chairman, Independent Non-executive Director,
Chairman of the Remuneration Committee, Member of
the Audit Committee and the Nomination Committee

Dr. Wong, aged 62, was appointed a Director in 1995.
He is the Chairman and Group Chief Executive Officer
of VTech Holdings Limited. Dr. Wong is an Independent
Non-executive Director of China-Hongkong Photo
Products Holdings Ltd. and Li & Fung Ltd.

Dr. Wong holds a Bachelor of Science degree in electrical
engineering from the University of Hong Kong, a Master
of Science degree in electrical and computer engineering
from the University of Wisconsin and an honorary
degree of Doctor of Technology from the Hong Kong
Polytechnic University.

Dr. Wong is the nephew of Mr. Wong Chung-hin.

Mr. WONG Chung-hin

CBE, JP
Independent Non-executive Director and Member of the
Audit Committee

Mr. Wong, aged 79, is a solicitor. He was appointed a
Director in 1977. Mr. Wong is the Consultant of P.C.
Woo & Co. He is also an Independent Non-executive
Director of Power Assets Holdings Limited and Hutchison
Whampoa Limited.

Mr. Wong is the uncle of Dr. Allan Wong Chi-yun.
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Dr. LEE Shau-kee

GBM, Hon. DBA, Hon. DSSc, Hon. LLD
Independent Non-executive Director and Member of the
Nomination Committee

Dr. Lee, aged 84, was appointed a Director in 1987. He
is the Chairman and Managing Director of Henderson
Land Development Company Limited and Henderson
Investment Limited. Dr. Lee is also the Chairman of
The Hong Kong and China Gas Company Limited and
Miramar Hotel and Investment Company, Limited. He is
the Vice Chairman of Sun Hung Kai Properties Limited
and a Non-executive Director of Hong Kong Ferry
(Holdings) Company Limited.

Mr. Aubrey LI Kwok-sing

ScB, MBA
Non-executive Director, Member of the Nomination
Committee and the Remuneration Committee

Mr. Li, aged 63, was appointed a Director in 1995. He is
Chairman of MCL Partners Limited, a Hong Kong based
financial advisory and investment firm. Mr. Li possesses
extensive experience in the fields of investment banking,
merchant banking and capital markets. He is also an
Independent Non-executive Director of Cafe de Coral
Holdings Limited, China Everbright International Limited,
Kunlun Energy Company Limited, Kowloon Development
Co. Ltd, Pokfulam Development Company Limited, Tai
Ping Carpets International Limited and a Director of AFFIN
Bank Berhad.

Mr. Li has an ScB in Civil Engineering from Brown
University and a Master of Business Administration from
Columbia University.

Mr. Li is the nephew of Mr. Eric Li Fook-chuen, the cousin
of Dr. the Hon. Sir David Li Kwok-po, Professor Arthur Li
Kwok-cheung and Mr. Stephen Charles Li Kwok-sze, and
the uncle of Mr. Adrian David Li Man-kiu and Mr. Brian
David Li Man-bun.

Mr. Winston LO Yau-lai

SBS, BSc, MSc

Independent Non-executive Director, Chairman of the
Audit Committee and Member of the Remuneration
Committee

Mr. Lo, aged 71, was appointed a Director in 2000.
He is the Executive Chairman of Vitasoy International
Holdings Limited.

Mr. Lo graduated from the University of Illinois with a
Bachelor of Science degree in Food Science and gained
his Master of Science degree in Food Science from
Cornell University.

Mr. Lo was Member of the National Committee of the
Chinese People’s Political Consultative Conference. He is a
Director of Ping Ping Investment Company Ltd.

Mr. Lo is a Life Member of the Cornell University Council.

Tan Sri Dr. KHOO Kay-peng

PSM, DPMJ, KMN, JP Hon. DLitt, Hon. LLD, Hon. Ph.D
Non-executive Director

Tan Sri Dr. Khoo, aged 74, was appointed a Director in
2001. Dr. Khoo is the Chairman and Chief Executive
of The MUI Group, a Malaysia-based corporation with
diversified business operations in the Asia Pacific, the
United States of America (“USA"”) and the United
Kingdom (“UK"). He is the Chairman and Chief Executive
of Malayan United Industries Berhad and MUI Properties
Berhad (both listed in Malaysia). Dr. Khoo is also the
Chairman of Laura Ashley Holdings plc (listed in London)
and Corus Hotels Limited in UK and Pan Malaysian
Industries Berhad (listed in Malaysia). He is also a Non-
executive Director of SCMP Group Limited.

Dr. Khoo is a Trustee of Regent University, Virginia,
USA, and a Board Member of Northwest University,
Seattle, USA. He also serves as a Council Member of the
Malaysian-British Business Council, the Malaysia-China
Business Council and the Asia Business Council. Previously,
Dr. Khoo had served as the Chairman of Morning Star
Resources Limited, the Malaysia Tourist Development
Corporation (a Government Agency), the Vice Chairman
of Malayan Banking Berhad (Maybank) and a Trustee of
the National Welfare Foundation, Malaysia.

Dr. Thomas KWOK Ping-kwong

SBS, MSc (Bus Adm), BSc (Eng), Hon DBA, Hon DEng,
FCPA (Aust.), JP

Independent Non-executive Director, Member of the
Nomination Committee and the Remuneration Committee

Dr. Kwok, aged 61, was appointed a Director in 2001.
Dr. Kwok is Chairman and Managing Director of Sun
Hung Kai Properties Limited, Chairman of Route 3 (CPS)
Company Limited and Joint Chairman of IFC Development
Limited. He retired as a Non-executive Director of
SUNeVision Holdings Ltd. with effect from the conclusion
of its annual general meeting held on 1 November
2012. Dr. Kwok holds a Master’s degree in Business
Administration from The London Business School,
University of London and a Bachelor’s degree in Civil
Engineering from Imperial College, University of London.
He also holds an Honorary Doctorate in Engineering from
The Hong Kong Polytechnic University and an Honorary
Doctorate in Business Administration from The Open
University of Hong Kong. He is a Fellow of The Hong
Kong Management Association and also a Fellow of The
Australia Certified Public Accountants.
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Dr. Kwok is the Chairman of the Board of Directors of
the Faculty of Business and Economics, The University of
Hong Kong. He is also an Executive Vice President and a
Member of the Executive Committee of The Real Estate
Developers Association of Hong Kong. In July 2007, the
Government of the Hong Kong Special Administrative
Region awarded Dr. Kwok the Silver Bauhinia Star for
his distinguished community service. He is an Honorary
Citizen of Guangzhou and a Standing Committee
Member of the Chinese People’s Political Consultative
Conference Shanghai Committee.

In the past, Dr. Kwok served as a government appointed
Member of the Commission on Strategic Development,
a Member of the Exchange Fund Advisory Committee,
the Construction Industry Council, the Council for
Sustainable Development, Business Facilitation Advisory
Committee and as a Non-official Member of the
Provisional Minimum Wage Commission. He also
previously served as a Board Member of the Community
Chest of Hong Kong and as a Council Member of the
Hong Kong Construction Association.

Mr. Richard LI Tzar-kai

Non-executive Director

Mr. Li, aged 46, was appointed a Director in 2001. Mr. Li
is an Executive Director and the Chairman of PCCW
Limited, one of Asia's leading companies in Information
and Communications Technologies (ICT). He is also the
Executive Chairman and an Executive Director of HKT
Limited and HKT Management Limited, the Trustee-
manager of the HKT Trust. He is also the Chairman and
Chief Executive of the Pacific Century Group, an Executive
Director and the Chairman of Pacific Century Premium
Developments Limited, Chairman of Singapore-based
Pacific Century Regional Developments Limited (listed
in Singapore) and a Member of the Global Information
Infrastructure Commission. Mr. Li was awarded the
Lifetime Achievement Award by the Cable & Satellite
Broadcasting Association of Asia in November 2011.

Mr. Kenneth LO Chin-ming

MA, BA
Independent Non-Executive Director, Member of the
Audit Committee and the Nomination Committee

M. Lo, aged 70, was appointed a Director in 2005. Mr. Lo is
the Chairman and Chief Executive Officer of the Industrial
Bank of Taiwan and the Chairman of EverTrust Bank (USA)
and the Honorary Chairman of the Chailease Group. He
is also a Director of Boston Life Science Venture Corp.
and Taiwan Cement Corp (listed in Taiwan). He has
been with the banking and finance industry for over
40 years and had abundant experience in securities,
trust, leasing, commercial banking, investment banking
and venture capital. He was the President of Chinatrust
Commercial Bank, the Chairman of IBT Venture Co., the
Vice Chairman of China Trust Bank (USA), the Managing

Director of International Bank of Taipei and a Director of
Hua Nan Commercial Bank.

In addition to his highly recognized professional
accomplishments, Mr. Lo is also active in public service.
He is the Chairman of the Chinese National Association
of Industry and Commerce, Taiwan, the Managing
Director of the Bankers Association of the Republic of
China, a Member of Asian Executive Board of the Sloan
School of Management at the Massachusetts Institute
of Technology, and a Member of the National Palace
Museum Advisory Committee and Taipei Fine Arts
Museum Advisory Board. He was the President of Asian
Leasing Association, and the Supervisor of the Bankers
Association of the Republic of China.

Mr. Lo holds a B.A. in Economics from National Taiwan
University and an M.A. in Finance from the University
of Alabama.

Mr. Eric LI Fook-chuen

BSCEE, MscEE, MBA, FIM
Non-Executive Director, Deputy Chairman of the Nomination
Committee and Member of the Remuneration Committee

Mr. Li, aged 83, was appointed a Director in 2006. Mr. Li
is a Non-executive Director of BEA Life Limited and Blue
Cross (Asia-Pacific) Insurance Limited, both are wholly-
owned subsidiaries of the Bank. Mr. Li is currently the
Chairman and Chief Executive Officer of the Kowloon
Dairy Limited. He is an Independent Non-executive
Director of Joyce Boutique Holdings Limited.

Mr. Li holds a Bachelor of Science Degree in Electrical
Engineering from the University of Arkansas, U.S.A.,
a Master of Science Degree in Electrical Engineering
from the University of Michigan, U.S.A., and a Master
Degree in Business Administration from the University of
California, U.S.A. He is also a Fellow of the Chartered
Management Institute.

Mr. Li is the uncle of Dr. the Hon. Sir David Li Kwok-po,
Professor Arthur Li Kwok-cheung, Mr. Aubrey Li Kwok-
sing and Mr. Stephen Charles Li Kwok-sze, and the
granduncle of Mr. Adrian David Li Man-kiu and Mr. Brian
David Li Man-bun.

Mr. Stephen Charles LI Kwok-sze

BSc (Hons.), ACA
Non-executive Director

Mr. Li, aged 53, was appointed a Director in 2006. He is
a Member of the Institute of Chartered Accountants in
England and Wales. Mr. Li holds a Bachelor of Science
(Hons.) Degree in Mathematics from King's College,
University of London, U.K. He is a Director of hedge
funds based in the UK and the EU. He is also a Director
of AFFIN Investment Bank Berhad. He has extensive
experience in investment banking, having held senior
capital markets positions with international investment
banks in London and Hong Kong.
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Mr. Li is the nephew of Mr. Eric Li Fook-chuen, the cousin
of Dr. the Hon. Sir David Li Kwok-po, Professor Arthur
Li Kwok-cheung and Mr. Aubrey Li Kwok-sing, and the
uncle of Mr. Adrian David Li Man-kiu and Mr. Brian David
Li Man-bun.

Mr. William DOO Wai-hoi

BSc, MSc, G.G., Chevalier de la Légion d’Honneur, JP
Independent Non-executive Director and Member of the
Audit Committee

Mr. Doo, aged 68, was appointed a Director in 2008.
He is currently the Vice-chairman of New World China
Land Limited and the Deputy Chairman of NWS
Holdings Limited. He is an Executive Director of Lifestyle
International Holdings Limited, also an Independent
Non-executive Director of Shanghai Industrial Urban
Development Group Limited, a Director of New World
Hotels (Holdings) Limited and Fung Seng Diamond
Company Limited.

Mr. Doo is Member to the Standing Committee of
the Eleventh Shanghai Municipal Committee of the
Chinese People’s Political Consultative Conference and
Convenor of the Hong Kong and Macau Members. He
is a Governor of the Canadian Chamber of Commerce
in Hong Kong and the Honorary Consul General of the
Kingdom of Morocco in Hong Kong and Macau.

Mr. Doo holds a Degree of Bachelor of Science from
the University of Toronto, Canada and a Master Degree
in Science from the University of California, U.S.A. He
also holds a Diploma of Graduate Gemologist from the
Gemologist Institute of America.

Mr. KUOK Khoon-ean

Independent Non-executive Director and Member of the
Nomination Committee

Mr. Kuok, aged 57, was appointed a Director in 2008.
He is currently the Chairman and Executive Director
of Shangri-La Asia Limited, a Director of Kerry Group
Limited and Kerry Holdings Limited. Mr. Kuok is also a
Non-executive Director of Wilmar International Limited
(listed in Singapore), a Director of Shangri-La Hotel Public
Company Limited (listed in Thailand) and a Non-executive
Director (Independent) of IHH Healthcare Berhad (listed
in Malaysia). He was a Non-executive Director of SCMP
Group Limited and a Director of The Post Publishing
Public Company Limited (listed in Thailand).

Mr. Kuok is a graduate in Economics from the Nottingham
University, U.K.

Mr. Valiant CHEUNG Kin-piu

FCPA, FCA
Independent Non-executive Director and Member of the
Audit Committee

Mr. Cheung, aged 67, was appointed a Director in
2008. He was a Partner at KPMG, a leading international
accounting firm in Hong Kong, until his retirement in
2001. He has extensive experience in assurance and
corporate finance work, particularly in trading and
manufacturing corporations in Hong Kong and the
PRC. Mr. Cheung is a Fellow Member of the Institute of
Chartered Accountants in England and Wales and the
Hong Kong Institute of Certified Public Accountants.

Mr. Cheung is an Independent Non-executive Director of
Vitasoy International Holdings Limited, Pacific Century
Premium Developments Limited and Dah Chong Hong
Holdings Limited.

Mr. Cheung is currently an Independent Non-executive
Director, the Chairman of the Audit Committee and
the Chairman of the Connected Transactions Control
Committee of The Bank of East Asia (China) Limited, a
wholly-owned subsidiary of the Bank.

Dr. Isidro FAINE CASAS

Non-executive Director and Member of the Nomination
Committee

Dr. Fainé, aged 70, was appointed a Director in June
2009. Dr. Fainé is the Chairman of the following
companies:

(i) CaixaBank, S.A.Ne is an integrated financial group
and listed on the Spanish Stock Exchange — with a
banking business, insurance activity and investments
in international banks — the leader in retail banking
in Spain

(i) Caja de Ahorros y Pensiones de Barcelona “la

Caixa"Note, the first Spanish and European savings

bank and controlling shareholder of CaixaBank, S.A.

(iii) “la Caixa” Foundation

(iv) Criteria CaixaHolding, is a non-listed investment
company that brings together the industrial
investments and property assets of “la Caixa”
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Dr. Fainé currently holds chairmanships and directorships
in other listed companies, where “la Caixa Group” has an
interest, as follows:

(i) First Vice Chairman of Abertis Infraestructuras, S.A.
(infrastructure manager, listed in Spain)

(i) Vice Chairman of Telefénica, S.A. (integrated operator
in the telecommunication sector, listed in Spain)

(iii) Vice Chairman of Repsol, S.A. (formerly known as
Repsol YPF, S.A.) (oil company, listed in Spain)

(iv) Board Member of Banco BPI, S.A. (financial and multi-
specialist group focusing on the banking business,
listed in Portugal)

Dr. Fainé is Second Vice Chairman of Sociedad General
de Aguas de Barcelona, S.A. He was a Director of Grupo
Financiero Inbursa, S.A.B. de C.V. (financial and banking
group, listed in Mexico) until 2011.

Dr. Fainé is a Member and Controller of the Board of
Directors of the Royal Academy of Economics, Science and
Finance and of the Royal Academy of Doctors of Science,
Chairman of the Confederation of Spanish Savings
Banks (CECA), Vice-Chairman of the European Savings
Bank Group (ESBG) and Chairman of the Association
of Catalan Savings Banks. He is also Chairman of the
Spanish Confederation of Directors and Executives
(CEDE) and the Spanish Chapter of the Club of Rome.
He is Founder and Chairman of the Circulo Financiero.
He has been a Member of the Executive Committee
of the Deposit Guarantee Fund for Savings Bank since
2007. In February 2011 he was appointed as a Member
of the Executive Committee of the Business Council for
Competitiveness (CEC). In December 2011, Dr. Fainé
was appointed Vice Chairman of Institut de Prospective
Economique du Monde Méditerranéen (IPEMED). He is
also Merited Member of the Association of Economists
of Catalonia. In 2012 he was awarded “Business Leader
of the Year” by the U.S. Chamber of Commerce and was
appointed Doctor Honoris Causa by the San Ignacio de
Loyola University (Pert), and Member of the International
Advisory Board of China Europe International Business
School (CEIBS).

Dr. Fainé began his professional banking career as
Investment Manager for Banco Atlantico in 1964, later
becoming General Manager of Banco de Asuncién in
Paraguay in 1969. On his return to Barcelona, he held
various managerial posts in financial entities: Human
Resources Director at Banca Riva y Garcia (1973), CEO of
Banca Jover (1974) and CEO of Banco Unién (1978).

Note “la Caixa” is the controlling shareholder of CaixaBank,
S.A. Each of “la Caixa” and CaixaBank, S.A. is a substantial
shareholder of the Bank as defined under the Listing Rules and
within the meaning of Part XV of the Securities and Futures
Ordinance, the details of which are disclosed in the “Interest
of Substantial Shareholders and Other Persons” section of the

Dr. Fainé joined “la Caixa” and was appointed Deputy
Executive General Manager in 1982. He was appointed
CEO in 1999 and was further appointed Chairman of “la
Caixa" in 2007.

Among other academic and professional qualifications,
Dr. Fainé holds a PhD in Economics, an International
Senior Managers Program in Business Administration
from Harvard University, and a Diploma in Executive
Management from the [ESE Business School.

SENIOR MANAGEMENT

Mr. Adrian David LI Man-kiu

MA (Cantab), MBA, LPC, JP
Deputy Chief Executive

Mr. Li, aged 39, joined the Bank in 2000 as General
Manager & Head of Corporate Banking Division. In April
2009, he was promoted to Deputy Chief Executive for
Hong Kong Business, and in his current capacity he is
responsible for the overall management of the Bank'’s
business activities in Hong Kong, including corporate
banking, personal banking, wealth management, and
insurance and retirement benefits. He is also a Director
of various members of the Bank Group and a Member of
various committees appointed by the Board.

Mr. Li is currently an Independent Non-executive Director
of Sino Land Company Limited, Tsim Sha Tsui Properties
Limited, Sino Hotels (Holdings) Limited, China State
Construction International Holdings Limited, COSCO Pacific
Limited and Shanghai Fosun Pharmaceutical (Group) Co.,
Ltd (which is dual listed in Hong Kong and Shanghai). He
is an Alternate Independent Non-executive Director of
San Miguel Brewery Hong Kong Limited, and an Alternate
Director of AFFIN Holdings Berhad (listed in Malaysia).

Mr. Li is a Member of the Guangdong Provincial
Committee of the Chinese People’s Political Consultative
Conference, a Member of the All-China Youth Federation,
Deputy Chairman of the Beijing Youth Federation and a
Counsellor of the Hong Kong United Youth Association.
He is a Board Member of The Community Chest of Hong
Kong, a Member of the HKSAR Government-mandated
Banking Industry Training Advisory Committee, Chairman
of the VTC’s Banking and Finance Industry Training Board,
and a Member of the MPF Industry Schemes Committee
of the MPFA. Mr. Li is an Advisory Committee Member
of the Hong Kong Baptist University's School of Business,
a Vice President of The Hong Kong Institute of Bankers’
Council and a Steering Committee Member of the Asian

Report of the Directors. Dr. the Hon. Sir David LI Kwok-po is a
director of CaixaBank, S.A. and Dr. Isidro FAINE CASAS is the
Chairman of CaixaBank, S.A. and “la Caixa”. Dr. Fainé owns
0.014% interest in CaixaBank, S.A. while he is not aware of any
of his associates owning any interest in CaixaBank, S.A. or any of
its subsidiaries.
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Financial Forum. He also serves as a Member of the
Election Committees responsible for electing the Chief
Executive of the HKSAR and deputies of the HKSAR to
the 12th National People’s Congress. Mr. Li was formerly
a Council Member of the VTC, a Board Member of Ocean
Park Corporation and an Advisory Board Member of the
Hong Kong Export Credit Insurance Corporation.

Mr. Li holds a Master of Management Degree from
Kellogg School of Management, Northwestern University
in the US, and a Master of Arts Degree and a Bachelor
of Arts Degree in Law from the University of Cambridge
in Britain. He is a Member of The Law Society of England
and Wales, and The Law Society of Hong Kong.

Mr. Li is the son of Dr. the Hon. Sir David Li Kwok-po, the
grandnephew of Mr. Eric Li Fook-chuen, the nephew of
Professor Arthur Li Kwok-cheung, Mr. Aubrey Li Kwok-
sing and Mr. Stephen Charles Li Kwok-sze. He is the
brother of Mr. Brian David Li Man-bun.

Mr. Brian David LI Man-bun

MA (Cantab), MBA, FCA, JP
Deputy Chief Executive

Mr. Li, aged 38, joined the Bank Group in 2002. He
was General Manager & Head of Wealth Management
Division of the Bank from July 2004 to March 2009. He
was promoted to Deputy Chief Executive for China and
International Business in April 2009. Mr. Li is primarily
responsible for the Bank’s China and international
businesses, as well as the management of BEA Union
Investment Management Limited. He is also a Director
of various members of the Bank Group and a Member of
various committees appointed by the Board.

Mr. Li is currently an Independent Non-executive Director
of Towngas China Company Limited and Hopewell
Highway Infrastructure Limited.

Mr. Li holds a number of public and honorary positions,
including being a Member of the National Committee of
the Chinese People’s Political Consultative Conference, a
Member of the Hong Kong-Taiwan Business Cooperation
Committee, a Member of the Advisory Committee of
the Securities and Futures Commission of Hong Kong,
a Member of the HKSAR Small and Medium Enterprises
Committee, a Member of the HKSAR Standing Committee
on Judicial Salaries and Conditions of Service, a Member
of the HKSAR Financial Reporting Review Panel and a
Member of the HKSAR Traffic Accident Victims Assistance
Advisory Committee.

Mr. Liis a Fellow of the Hong Kong Institute of Certified
Public Accountants and a Full Member of the Treasury
Markets Association. Mr. Li is also a Fellow of the
Institute of Chartered Accountants in England and Wales
and he holds an MBA from Stanford University as well as
MA and BA from the University of Cambridge.

Mr. Li is the son of Dr. the Hon. Sir David Li Kwok-po, the
grandnephew of Mr. Eric Li Fook-chuen, the nephew of
Professor Arthur Li Kwok-cheung, Mr. Aubrey Li Kwok-
sing and Mr. Stephen Charles Li Kwok-sze. He is the
brother of Mr. Adrian David Li Man-kiu.

Mr. Samson LI Kai-cheong

FCCA, CPA, FCIS, FCS, HKSI
Deputy Chief Executive & Chief Investment Officer

Mr. Li, aged 52, joined the Bank in 1987 as Chief Internal
Auditor. He was promoted to Deputy Chief Executive &
Chief Investment Officer in April 2009. Mr. Li is primarily
responsible for the Bank’s investment activities and
treasury & broking operations including treasury markets.
He is also a Director of various members of the Bank
Group and a Member of various committees appointed
by the Board.

Mr. Li is a Fellow of The Hong Kong Institute of Chartered
Secretaries, the Institute of Chartered Secretaries &
Administrators, and The Association of Chartered
Certified Accountants. In addition, he is an Associate of
the Hong Kong Institute of Certified Public Accountants,
a Member of the Hong Kong Securities Institute and a
Member of the Listing Committee of The Stock Exchange
of Hong Kong Limited. Mr. Samson Li received his
Professional Diploma in Accountancy from The Hong
Kong Polytechnic University.

Mr. TONG Hon-shing

BSc, ACIB, AHKIB, FCIS, FCS
Deputy Chief Executive & Chief Operating Officer

Mr. Tong, aged 53, joined the Bank in 1975. He was
promoted to Assistant General Manager in 1995 and to
General Manager in 2000. He was General Manager
& Head of Personal Banking Division from 2001 to
March 2009. He was further promoted to Deputy Chief
Executive and Chief Operating Officer in April 2009.
Mr. Tong is primarily responsible for strategic planning
and control, operations support, compliance, human
resources, and corporate communications of the Bank.
He is also a Director of various members of the Bank
Group and a Member of various committees appointed
by the Board. Mr. Tong is a Fellow of The Hong Kong
Institute of Chartered Secretaries and The Institute of
Chartered Secretaries & Administrators as well as an
Associate of The Hong Kong Institute of Bankers and The
Chartered Institute of Bankers. He holds a BSc from the
University of Manchester.
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CORPORATE GOVERNANCE REPORT

The Bank of East Asia Limited (“Bank”) and its
subsidiaries (“Group”) are committed to maintaining the
highest corporate governance standards and consider
such commitment essential in balancing the interests of
shareholders, customers and employees; and in upholding
accountability and transparency.

The Corporate Governance Code (“CG Code”) in
Appendix 14 of the Rules Governing the Listing of
Securities (“Listing Rules”) issued by The Stock Exchange
of Hong Kong Limited (”Stock Exchange”) in October
2011, is the new edition of the Code on Corporate
Governance Practices (“Former Code”), and is applicable
to financial reports covering the financial period which
ends after 1st April, 2012. During the financial year
ended 31st December, 2012, the Bank has complied with
all the Code Provisions set out in the CG Code during
the period from 1st April, 2012 to 31st December, 2012
as well as the Former Code during the period from
1st January, 2012 to 31st March, 2012, except for Code
Provision A.2.1 as explained in section A below.

The Hong Kong Monetary Authority (“HKMA") issued
the Supervisory Policy Manual CG-1 on “Corporate
Governance of Locally Incorporated Authorized
Institutions” (“CG-1") in September 2001 (“Former
CG-1") and a revised version of the CG-1 ("Revised
CG-1") in August 2012. During the financial year ended
31st December, 2012, the Bank has complied with
the module on the Former CG-1. The Bank has also
established a comprehensive implementation plan in order
to bring the corporate governance policies and practices
of the Group in line with the requirements set out in the
Revised CG-1.

The Bank has in place a corporate governance framework
(“CG Framework”) which sets out a range of governance
principles and practices to direct and guide the business
conducts and affairs of the Group. The Bank has also
adopted a Corporate Governance Policy which outlines
the corporate governance practices of the Group
and incorporates the requirements of CG Code and
CG-1, where appropriate. The governance principles and
practices under the CG Framework will be reviewed and
enhanced regularly to ensure that they are in line with
the relevant requirements and the prevailing corporate
governance practices.

A. BOARD OF DIRECTORS
The Board

The Bank is headed by an effective Board which assumes
responsibility for leadership and control of the Bank and
is collectively responsible for promoting the success of
the Bank by directing and supervising the Bank’s affairs.
The Board takes into account the legitimate interests of
shareholders, depositors and other relevant stakeholders
and ensures that the Bank operates in a reliable, safe
manner and meets its obligations on an ongoing basis.

The Board is responsible for providing strategic direction
and overseeing effective implementation of pre-
determined objectives by the Management'. It delegates
the day-to-day operation and administration of the Bank’s
business to the Management.

Board meetings are held at least 4 times a year at
approximately quarterly intervals. In addition, special
Board meetings are held when necessary. Dates of
regular Board and Committee meetings are scheduled
in the prior year to provide sufficient notice to give all
Directors an opportunity to attend. For special Board
meetings, reasonable notice is given. Directors are
consulted on matters to be included in the agenda for
regular Board meetings. All Board meetings involve
the active participation, either in person or through
other electronic means of communication, of a
majority of Directors.

Minutes of the meetings of the Board and Board
Committees record in sufficient detail the matters
considered by the Board and the Board Committees,
the decisions reached, including any concerns raised by
Directors or dissenting views expressed. Draft and final
versions of minutes of the meetings of the Board, the
Audit Committee ("AC"), the Remuneration Committee
(“RC") and the Nomination Committee (“NC") are sent
to all Directors or respective Board Committee members
for their comment and record within a reasonable period
after the meetings are held.

Minutes of the meetings of the Board, the AC, the RC
and the NC are kept by the Company Secretary whereas
minutes of the meetings of other Board Committees (as
listed under the subject Board Committees in section
D on page 80) are kept by the appointed secretary of
each Committee.

' Management includes the Chief Executive, Deputy Chief Executives and Division Heads of the Bank.



RGWITARAR ([A1T)) REMBRR] ([AKE )
OB EENERERRE YR/ AGRER
FEHRR BPRBEIMNMNEG - UERERE EH

BERBMERZFABRAR (THRFT]) K20114410 A
BEHAES EHRA (LR Mg 14
EVRSFRI (KRR BAEEEATHRTAD (K&
SR 2R - EARRE 201264 A1 Big4E
RO ARSI B RE o BRAT ATBFT i (R &< A
R A2 BIFTRIN - AITHEEZE2012F12 A31H
IR BRFEEHEA - R2012F418Z2012F
12 A 31 BEARIE &= (<PRI) B2 HFAMES - BR
202F 1 A1BE2012F3 A31 BB B BT (EST
Al 892 FF<F AIJEST o

BEEemERER (2R R2001F9 AHEZEE
R FM ((EEBREFMI]) CG-1 sy (A a3 1
RAEBHEEER) ([(ECG-1)]) - WA 201248
A3 CG-1 BEET IR ([KEHERT CG-1)]) o RITIEHL
Z2012F 12 A3 B LN BFEHRAADREF(E
CG-1)° AITMEHIFI —EE2EMBITETE - ER
SEBEFMRMANERRAREBRTE (BRI CG-1) B
HE °

AITERIFTREEARE ([RXBEERE]) FIH—
ZIERRARER  SAKENHETANERRE
HIES] c RITTIRM—ELFEVABR » BRI
AEBNERERER  UAACTRD) ARREE
MBS T CG-1 B3R » ARTITHS E IR A LB RT
EEERRBNERRALER - NERTSHER
ERBITNEEERER °

| BERECEAITHITBARE, - B THARS RERTE

REWRITEMRAT | 2012F 38, | 59

TtREIRSE

AEEE

EEg

FAITA—ETZAEBNEETERE  EFERAARE
REBRAITHET  USRBAERELEEARTER
PAREEARTTECY) - ER G HEANMBR - 7P REMA
AR D BN A AL - BRANTTUAIERZZ2HTA
BB ULFBRITHEE -

EFCRRRMRBIERES - WETEEURRER
BRCEEREIENER -EFTSREEEEER
BEANTTRBHBEREERER -

BEEeR8FARARIAR - ROBF—IR ko
EEREREAHNESEReR EFENTEE
THEZNRMEN —Fo o NEMFEZAR
SRELE ENEHEFSRNEHR  MEeRLA
BEN - EFETHEERRECFH  CEREFR
BY EFCCRUAANFIEFTHRELFE  HES
HibEF WA ERB 2 A -

EFEQNEETZEeNgHCE HERLRES
PrEBSFRMERNATE (AR BERESFREDNTMA
SRERKRENRYER)EHEL BHNRE -EFE
BRZES FHERESRREZESNGHTHEN
NREEREREEER RN ETNRANE XS
EREAENETZEEKE - RHEERERR &
BRERBMEELCERZA -

Exg BZZEe FHZEeMEXZES
FLGHARWERT MEMEEEETZE
GIRFSIEDBREFEHETNERERATN)
CHABEEEE S EAEZENWERT -

) m
S 18 M



60 | The Bank of East Asia, Limited | Annual Report 2012

CORPORATE GOVERNANCE REPORT (CONTINUED)

Directors’ attendance records

Attendance records of the Directors at Board Meetings (“BM"”), Audit Committee Meetings (“ACM"), Remuneration
Committee Meeting (“RCM"), Nomination Committee Meetings (“NCM") and Annual General Meeting (“AGM") held in

2012 are as follows:

Number of meetings attended/held in 2012
BM ACM RCM NCM AGM
Executive Director:
David LI Kwok-po 4/4 N/A N/A 2/2 I7Al
(Chairman & Chief Executive)
Non-executive Directors:
Arthur LI Kwok-cheung 3/4 N/A N/A N/A 11
(Deputy Chairman)
Aubrey LI Kwok-sing 4/4 N/A 11 2/2 I7Al
KHOO Kay-peng 4/4 N/A N/A N/A 171
Richard LI Tzar-kai 4/4 N/A N/A N/A 0/1
Eric LI Fook-chuen 4/4 N/A 171 2/2 71
Stephen Charles LI Kwok-sze 3/4 N/A N/A N/A 171
Isidro FAINE CASAS 4/4 N/A N/A 2/2 11
Independent Non-executive Directors:
Allan WONG Chi-yun 4/4 3/3 11 2/2 0/1
(Deputy Chairman)
WONG Chung-hin 3/4 2/3 N/A N/A 11
LEE Shau-kee 2/4 N/A N/A 0/2 01
Winston LO Yau-lai 4/4 3/3 01 N/A 1Al
Thomas KWOK Ping-kwong* 3/4 N/A 171 171 0/1
Kenneth LO Chin-ming* 3/4 2/3 N/A 11 11
William DOO Wai-hoi 4/4 2/3 N/A N/A I7Al
KUOK Khoon-ean* 4/4 N/A N/A 0/1 11
Valiant CHEUNG Kin-piu 4/4 3/3 N/A N/A 1”1
Average attendance rate 90% 84% 80% 78% 76%

* Appointed as a member of Nomination Committee on 21st March, 2012

Chairman and Chief Executive Officer

Code Provision A.2.1 stipulates that the roles of chairman
and chief executive officer should be separate and should
not be performed by the same individual.

Dr. the Hon. Sir David LI Kwok-po is the Chairman &
Chief Executive of the Bank. The Board considers that
this structure will not impair the balance of power and
authority between the Board and the Management of
the Bank. The division of responsibilities between the
Chairman and the Chief Executive is clearly established
and set out in the job mandate of the Chairman &
Chief Executive. The balance of power and authority is
ensured by the operations of the Board, which comprises
experienced and high calibre individuals and meets
regularly to discuss issues affecting operations of the
Bank. There is a strong independent element in the
composition of the Board. Out of the 17 Board members,
9 are Independent Non-executive Directors (“INEDs").

The Board believes that the current structure is conducive
to strong and consistent leadership, enabling the Bank to
make and implement decisions promptly and efficiently.
The Board believes that Sir David's appointment to the
posts of Chairman and Chief Executive is beneficial to the
business prospects and management of the Bank.

The Chairman ensures that all Directors are properly
briefed on issues arising at Board meetings. He promotes
a culture of openness and debate and encourages all
Directors to make a full and active contribution to the
Board’s affairs. He also takes the lead in ensuring that the
Board acts in the best interests of the Bank.

The Chairman also ensures that Directors receive, in a
timely manner, adequate information of the Bank which
is accurate, clear, complete and reliable.

During the year, apart from the 4 Board meetings held,
the Chairman, who is also an Executive Director ("ED")
of the Bank, held a meeting with the Non-executive
Directors (“NED") (including INEDs).
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Board composition

The current Board is composed of 1 ED, 7 NEDs and 9
INEDs. Over one-third of the Directors are INEDs. The
Board has a balance of skills and experience appropriate
for the requirements of the Bank’s business. Changes
to its composition can be managed without undue
disruption. There is a strong independent element on
the Board, which can effectively exercise independent
judgement. An updated list of Directors, identifying their
roles and functions at the Bank, is available on the Stock
Exchange’s and the Bank’s websites.

The composition of the Board is shown on page 54 under
the subject Corporate Information. All Directors of the
Bank are expressly identified by categories of ED, NEDs
and INEDs in all corporate communications that disclose
the names of the Directors.

The Biographies of Directors, including relationships
with members of the Board, Senior Management and
substantial shareholders (as defined in the Listing Rules)
of the Bank, are shown on page 40 under the subject
Biographical Details of Directors and Senior Management.

Responsibilities of Directors

Directors, both collectively and individually, are required
to fulfil fiduciary duties and duties of skill, care and
diligence to a standard commensurate with the standard
established by the Laws of Hong Kong. Every Director
is required to know his responsibilities as a Director of
the Bank and of the conduct, business activities and
development of the Bank. The Terms of Reference of the
Board mandate the responsibilities of the Directors of the
Bank and also include the functions of the NEDs (including
INEDs) as specifically required under Code Provision A.6.2
of the CG Code.

INEDs and other NEDs shall make a positive
contribution to the development of the Bank’s strategy
and policies through independent, constructive and
informed comments.

The Bank has adopted the Directors’ Code of Conduct
and Policy on Conflict of Interests which provides
guidance to Directors to help them recognise and deal
with ethical issues including the handling of conflict of
interests and fair dealing, and help foster a culture of
honesty and accountability in the best interests of the
Group as well as the shareholders of the Bank.

In order to assist the Directors to discharge their duties to
the Group, the Bank’s Policy on Obtaining Independent
Professional Advice by Directors sets out the procedures
to enable the Directors, upon reasonable request, to
seek independent professional advice in appropriate
circumstances, at the Bank's expense.

Directors & Officers Liability and Company Reimbursement
Insurance is arranged to protect the Directors and officers
of the Group against claims made against them jointly

and severally for any wrongful act committed or alleged
to have been committed in their capacity as directors or
officers of the Group.

Directors’ Commitments

The Board regularly reviews the contributions required
from a Director to perform his responsibilities to the Bank,
and whether he is spending sufficient time performing
them. It also considers whether Directors, who have
multiple board representations, are able to and have been
devoting sufficient time to discharge their responsibilities
as Directors of the Bank adequately.

The Bank has received confirmation from each Director
that he has spent sufficient time and attention to the
affairs of the Bank during the year 2012. Directors
have also disclosed to the Bank the number and nature
of offices held in Hong Kong or overseas listed public
companies or organisations and other significant
commitments, with the identity of the public companies
or organisations and an indication of the time involved.
Directors are reminded to notify the Company Secretary
in a timely manner any change of such information.

Induction and continuous development

A formal letter of appointment, which includes the
Director’s scope of duties and obligations, is provided to
every new Director of the Bank. The newly appointed
Director also receives an Information Package from
the Company Secretary on the first occasion of his/
her appointment. This Information Package is a
comprehensive, formal and tailored induction on the
responsibilities and ongoing obligations to be observed by
a Director. In addition, the Information Package includes
materials on the operations and business of the Bank.
The ED, Senior Management and the Company Secretary
will subsequently conduct such briefing as is necessary,
to ensure that the Directors have a proper understanding
of the operations and business of the Bank and that they
are aware of their responsibilities under the laws and
applicable regulations.

All Directors of the Bank participate in continuous
professional development to develop and refresh their
knowledge and skills. The Bank will keep Directors
updated on areas, including directors’ duties and
responsibilities, corporate governance and changes in
regulatory requirements, to enable them to properly
discharge their duties. The Bank is responsible for
arranging and funding suitable training for Directors.

During the year, the external auditors briefed the AC
members on the latest development in accounting
and governance standards. The Bank’s legal advisers
presented to Directors about the new inside information
disclosure regime under the Securities and Futures
Ordinance. Directors also attended other relevant
courses, conferences and seminars at the Bank’s expense
(where appropriate). All Directors provided to the Bank a
record of training they received in 2012.
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Participation by individual Directors in continuous professional development in 2012 is summarised in the table below:

Directors

Reading regulatory updates/
manuals and articles relevant
to the Bank’s business and
directors’ duties

Attending briefings/
seminars/ conferences relevant
to the Bank’s business and
directors’ duties

Executive Director:
David LI Kwok-po
(Chairman & Chief Executive)

Non-executive Directors:
Arthur LI Kwok-cheung
(Deputy Chairman)
Aubrey LI Kwok-sing
KHOO Kay-peng
Richard LI Tzar-kai
Eric LI Fook-chuen
Stephen Charles LI Kwok-sze
Isidro FAINE CASAS

Independent Non-executive Directors:

Allan WONG Chi-yun
(Deputy Chairman)

WONG Chung-hin
LEE Shau-kee
Winston LO Yau-lai
Thomas KWOK Ping-kwong
Kenneth LO Chin-ming
William DOO Wai-hoi
KUOK Khoon-ean
Valiant CHEUNG Kin-piu

AN
AN

AN AN N N U N N
AN A N U N N N N

AN N N U N N N N
AN U N U N N U N

Directors’ Interests

Directors are required to make declaration of interests
in other public companies or organisations upon
appointment and provide any material contractual
interests in a timely manner to the Company Secretary
from time to time. They are also required to declare
direct or indirect interests, if any, in the transactions to be
considered by the Board and where appropriate, abstain
from discussion, voting or otherwise influencing the
decision of the Board.

If a Director has a conflict of interest in a matter to be
considered by the Board which the Board has determined
to be material, the matter shall not be dealt with by
way of circulation or by a Committee (except for an
appropriate Board Committee set up for that purpose
pursuant to a resolution passed in a Board meeting) and
a Board meeting shall be held. INEDs who, and whose
associates, have no material interest in the transaction
shall be present at such Board meeting.

The Bank's Directors’ Code of Conduct and Policy on
Conflicts of Interests provides guidance to deal with issues
regarding Directors’ conflicts of interests.

Directors’ Securities Transactions

The Bank has established its own code of securities
transactions to be observed by Directors and Chief
Executive, i.e. Policy on Insider Dealing - Directors
and Chief Executive ("Bank’s Policy”) on terms no less
exacting than the required standard set out in Appendix
10 — Model Code for Securities Transactions by Directors
of Listed Issuers (“Model Code”) of the Listing Rules.
Specific enquiries have been made on all Directors of the
Bank. All Directors confirmed that they had complied
with the required standard set out in the Model Code
and the Bank’s Policy at all the applicable times during the
year ended 31st December, 2012.

The Bank has also established a Policy on Insider Dealing —
Group Personnel to be observed by the employees of the
Bank or directors or employees of the Bank's subsidiaries,
in respect of their dealings in the securities of the Bank.
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Handling and Dissemination of Inside
Information

The Bank has in place a Policy on Handling and
Dissemination of Inside Information (“Policy”), which
has been revised taking into account the requirements
of the new enactments of Part XIVA (Disclosure of Inside
Information) of the Securities and Futures Ordinance
and the relevant amendments to Listing Rules in relation
to the provision of statutory backing of continuing
obligation to disclose inside information. The Policy sets
out the procedures and internal controls for handling
and dissemination of inside information in a timely
manner in such a way so as not to place any person in
a privileged dealing position and to allow time for the
market to price the listed securities of the Bank with the
latest available information.

This Policy also provides guidelines to staff of the Bank
to ensure proper safeguards exist to prevent the Bank
from breaching the statutory disclosure requirements. It
also includes appropriate internal control and reporting
systems to identify and assess potential inside information.

Dissemination of inside information of the Bank shall be
conducted by publishing the relevant information on the
websites of the Stock Exchange and the Bank, according
to the requirements of the Listing Rules.

Supply of and access to information

Directors are provided in a timely manner with appropriate
information that enables them to make an informed
decision and to discharge their duties and responsibilities
as Directors of the Bank. To ensure that the Board is well
supported by accurate, complete and timely information,
Directors have unrestricted access to Board papers,
minutes and related materials.

Management is aware that it has an obligation to
supply the Board and Board Committees with adequate
information in a timely manner to enable them to make
informed decisions. The information supplied must be
complete and reliable. The Board and each Director
have separate and independent access to the Bank's
Senior Management.

In respect of regular Board meetings and Board
Committee meetings and so far as practicable in all other
cases, an agenda and accompanying meeting papers
are sent in full to the Directors or respective Committee
members in a timely manner and at least 3 days before
the intended date of the meeting.

Appointments and re-election of Directors

The Bank adopts a nomination procedure in the selection
of new Directors and for the succession of appointments
to the Board. A proposal for the appointment of a new

Director will be considered and reviewed by the NC.
Candidates to be selected and recommended shall be
experienced and high calibre individuals who can meet
the relevant standards set out in the Listing Rules. In
addition, they have to meet the standards set out in CG-1
issued by the HKMA for being a director of an authorised
institution. A candidate who is to be appointed as an
INED should also meet the independence criteria set out
in Rule 3.13 of the Listing Rules.

Pursuant to the Articles of Association of the Bank,
Directors (including NEDs and INEDs) are appointed for
a term of not more than approximately three years and
on expiration of their terms, they shall be eligible for
re-election. Newly appointed Directors will be subject
to re-election by shareholders at the first general
meeting after their appointments.

Independence of Independent Non-
executive Directors

In determining the independence of the INEDs, the Bank
makes reference to the criteria of independence as set out
in Rule 3.13 of the Listing Rules. Assessments of the INEDs’
independence are carried out upon their appointment,
annually and at any other time as appropriate.

The NC conducts annual review of the independence of
INEDs before confirming their independence status to the
Board. The relevant INEDs will abstain from participating
in the assessments of their own independence. Particular
consideration was also paid in assessing the independence
of those INEDs who have been serving on the Board for
more than 9 years and seeking re-election in the AGM.
Reasons will be given in the AGM Circular to explain why
the Board believes those INEDs are still independent and
should be re-elected.

Nomination Committee

The Bank has established an NC with specific written Terms
of Reference which deal clearly with its authorities and
duties. The Terms of Reference of the NC have included
the specific duties set out in Code provision A.5.2 of the
CG Code, with appropriate modifications where necessary.

The NC is responsible for recommending to the Board
on relevant matters relating to appointments, re-
appointment, removal and succession planning of
Directors, Chief Executive, Senior Management, Division
Heads, Chief Compliance Officer and Group Chief Auditor
of the Bank.

A majority of the members of the NC are INEDs. The
Chairman of NC is David LI Kwok-po and the Deputy
Chairman of NC is Eric LI Fook-chuen. The other
members are Allan WONG Chi-yun, LEE Shau-kee, Aubrey
LI Kwok-sing, Isidro FAINE CASAS, Thomas KWOK Ping-
kwong, Kenneth LO Chin-ming and KUOK Khoon-ean.



BERBHAFTHER

AITERINL —BEE R #EmANHEE SR ([HE]) -
R(EF MG GD) EXIVAR (RAHBBHEE) HE
K ERE AR ENEERE TAERNRNERE
(EMRRDERT - AT HABERIEHER] - ZBK
SR N B AR IE E MR R ARBEEE - AR
HERNERREREA  MAEREMALER
X5 LRNEBNMA - TRETISAREE R
BRIRA BRI ATT L EIHELE o

ZHRMBAITE TIRMIES] - RREEE NS
i NI ATRROZERBRE - BRI AE
BN MERGE - BRI MFHEEENAE

»
HE °

RIFCEMRAD BRE - RXTEAARBHEE > 286
B S P R AT TAB A T B AERRE R

BRREHRER

EFRERMERNEEEN  CHENEZERAHE
FEVER TMELORTE @ YaEBITHIERATTERNR
BREME - REREFSREMESER  TENER
Bf BEFEANXRIMWEHESENGEXT &
RLEk MARRIE R -

EREAEEARINEERREFERTEERE
R AR - LA E B R A B AR 1S
RIS - ERBAREARE B R LT % -
EERRELEEAATEEATBEERABNE
TR -

EERREERR TEBRENRAOWETIAME
A EPEATHERT) 2B EREE
SHIERIE SRR - LB EEBREA 3K
i o

ZERERES

AIRBMEFEFTNEFTHIRAN EREZESTE
FFoe REHEENEREHRLZEGERNES °

REZMWITHERDAE | 2012F#HK | 67

ERERERBNREASTRAGEERRLETE
AL RAE CEMRR) PrEREmRLE - tesh -
PITRAN &2 E RATEME CG-1 FERIER—TH
RAMEEENITE - MREASEZERBE LI
TEFE - MATACEMRAND) F 313 1GMFIEEL
TEZER o

BREATEABERMAURE  EF (BEIFNTES
FBIIFMITES) NERASTEBBEO3IF  £EH
ERESEERESE MMETESANEZEREX
PRERAREIRME - HRREE -

BYFATEENEMLE

EEEBYIFATERNB YR - NT2E(LT
AN % 313 RATIEVB L MR » RITREEIBL
FEMITERRETREB R UKEF—RIAK
RIEE R SITETAHE

RAZEEUNBUIFNTEENBE UM ETFER
A WAERSEILBEIN - BRABIIENTES
TE2EFEAGHNBILE - URERTESFBIBO
FUYHREERRAFEE LEEETNBILIFNTE
= BAEFE  TERRBAFESRIAHIIES
SRR R/ZBELIIFNTERDBB LA L REE
HEBEERREA o

REEZRE

AITERI—(ARBEZES - WASHA]AEEHR
REE  BEINZEENBENEL - REEZEE
HBE S E O BRI (PRI 163X A5 2 1RFTHE AR
MREERE  EREFEMELEE B -

REZBGAINUATES  THER  |EEEA
B BRTE FREERENREEABENEZE
BHE - BRNETTY MEESRHES -

REZEENAEDKERBIUIFNTES - IREE
BemEFEATHE BXEATREE - HHMKEE
BETFR  FKE - - FEHE  LRE - HWI - BB
BN ERALIR



68 | The Bank of East Asia, Limited | Annual Report 2012

CORPORATE GOVERNANCE REPORT (CONTINUED)

The number of meetings held by the NC and the
attendance of individual members at NCM in 2012 is
recorded on page 60.

The following is a summary of the work performed by the
NC during and for the year 2012:

e Reviewed the size, structure and composition of the
Board;

e Endorsed the Procedures for Nomination of Directors
by shareholders;

e Reviewed the Terms of Reference of the NC;
e Reviewed the Management Succession Policy;
e Reviewed the Management Succession Plans;

e Assessed the independence status of INEDs in
particular that of Allan WONG Chi-yun and Winston
LO Yau-lai who have served the Board for more than 9
years and will seek re-election at the 2013 AGM; and

e Considered re-election of David LI Kwok-po, Allan
WONG Chi-yun, Aubrey LI Kwok-sing, Winston LO
Yau-lai, KHOO Kay-peng and Stephen Charles LI
Kwok-sze as Directors of the Bank to be proposed for
shareholders’ approval at the 2013 AGM.

The NC has made available its Terms of Reference, on the
websites of the Stock Exchange and the Bank, explaining
its role and the authorities delegated to it by the Board.

The NC is provided with sufficient resources including the
advice of independent professional firms, if necessary, to
discharge its duties.

B. REMUNERATION OF DIRECTORS
AND SENIOR EXECUTIVES

The level and make-up of remuneration
and disclosure — Remuneration Committee

The Bank has established an RC with specific written Terms
of Reference which deal clearly with its authority and
duties. The Terms of Reference of the RC have included
the specific duties set out in Code Provision B.1.2 of the
CG Code, with appropriate modifications where necessary.

The RC is responsible for making recommendations to the
Board regarding the Bank’s remuneration policy, and for
the formulation and review of the remuneration packages
of the Directors, Chief Executive, Senior Management and
Key Personnel of the Group.

The basis of determining the emoluments payable by
the Bank to its Directors and senior executives is by
reference to the level of emoluments normally paid by
comparable banks and listed companies in Hong Kong
to directors and senior executives of comparable calibre
and responsibilities so as to ensure a fair and competitive
remuneration package. The Bank will also ensure that no
Director, Chief Executive or any of their associates will be
involved in deciding his own remuneration.

A majority of the members of the RC are INEDs. This
Committee is chaired by Allan WONG Chi-yun. The other
members are Aubrey LI Kwok-sing, Winston LO Yau-lai,
Thomas KWOK Ping-kwong and Eric LI Fook-chuen.

The number of meetings held by the RC and the
attendance of individual members at RCM in 2012 is
recorded on page 60.

The following is a summary of work performed by the RC
during and for the year 2012:

e Reviewed the Variable Remuneration for the Chief
Executive, Senior Management and Key Personnel
for 2011;

e Reviewed the Remuneration Package for the Chief
Executive, Senior Management and Key Personnel
for 2012;

e Reviewed the vesting of Deferred Variable
Remuneration for 2010 Award;

e Considered Annual Salary Review for 2012;

e (Considered Second Offer and grant of share options
under the Staff Share Option Scheme 2011 to
eligible employees including Chief Executive, Senior
Management, and Division Heads;

e Reviewed the remuneration packages for newly-
appointed General Managers;

e Reviewed the Terms of Reference of the RC;
e Reviewed the Remuneration Policy; and

e Reviewed the audit on the Bank’'s Remuneration
System.

The RC has made available its Terms of Reference, on the
websites of the Stock Exchange and the Bank, explaining
its role and the authorities delegated to it by the Board.

The RC is provided with sufficient resources, including
the advice of professional firms, if necessary, to
discharge its duties.
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The scales of Director’s fees, and fees for membership of the AC, NC and RC are outlined below:

Amount per annum

2012 2013

Board of Directors:

Chairman HK$350,000 HK$400,000

Deputy Chairman HK$230,000 HK$280,000

Other Directors HK$230,000 HK$260,000
Audit Committee:

Chairman HK$120,000 HK$180,000

Other members HK$70,000 HK$105,000
Nomination Committee:

Chairman HK$60,000 HK$66,000

Deputy Chairman* N/A HK$50,000

Other members HK$35,000 HK$38,500
Remuneration Committee:

Chairman HK$60,000 HK$66,000

Other members HK$35,000 HK$38,500

* Newly appointed with effect from 21st March, 2012.

Information relating to the remuneration of each Director
for 2012 is set out in Note 20 on the accounts on page 158.

Disclosure of Remuneration Policy

In accordance with the “Guideline on a Sound
Remuneration System” (the “Guideline”) issued by the
HKMA in March 2010, the Bank has reviewed and revised
its remuneration policy for employees of the Group,
including its overseas branches and subsidiaries. The
remuneration policy covers all categories of employees,
including the 4 described in paragraph 2.1.1 of the
Guideline. The Bank’s annual review of its remuneration
policy includes a reassessment of the principles applied
in determining remuneration packages, as well as the
structure and amount of compensation ultimately awarded.

General Principles

The remuneration policy of the Group promotes effective
risk management, and is designed to encourage employee
behaviour that supports the Group’s business objectives,
long-term financial soundness, risk tolerance, and risk
management framework.

Remuneration Structure

Employee remuneration packages may consist of a
combination of fixed and variable remuneration. The
appropriate proportion of fixed and variable remuneration
shall vary according to an employee’s seniority, role,
responsibilities, and activities within the Group, among
other things.

Fixed remuneration refers to an employee’s annual salary
(including year-end pay), while variable remuneration —
comprising cash bonus payments and/or share options —
is awarded based on the employee’s performance with a
view to better aligning incentives with risk and longer-term
value creation. Variable remuneration, which is awarded
in the form of cash bonus payments and/or share options,
is determined according to existing industry practice
and takes into account an employee’s seniority, role and
responsibilities, and the actual or potential risks that the
employee’s activities may create for the Group and the
extent to which they may affect its overall performance.

Separate bonus schemes apply to risk control personnel,
whose awards are not linked to the performances of the
business units that they oversee.

Employees’ Performance Measurements and the
Award of Variable Remuneration

The RC determines the measures and the corresponding
target levels of the Group’s performance with reference to
corporate goals and objectives at the beginning of each
financial year and when necessary.

Score-cards comprised of a set of pre-defined and
assessable criteria are used to assess the performance
of individual employees. The criteria are determined
according to the individual’s areas of responsibility, as well
as relevant financial and non-financial factors. To help
ensure a balanced evaluation, a series of compliance and
risk management ratings are also taken into account. The
major types of risks covered are market, credit, interest
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rate, liquidity and operational risks. Other risks including
legal, reputation and strategic risks are closely monitored
at bank level by various risk management committees
and adjustment will be made to an individual’s variable
remuneration when appropriate. The award of variable
remuneration to an employee is based on the overall
performance of the Group, as well as the performance of
the relevant business unit, and that individual employee.
Poor performance (either financial or non-financial)
will result in a reduction or elimination of variable
remuneration. Moreover, performance in relation to non-
financial factors, including risk and compliance, forms a
significant part of the employee performance appraisal
exercise, given that poor performance in these areas can
be indicative of significant risks to the Group. Adverse
performance in non-financial factors, where appropriate,
should override outstanding financial achievements.
The overall quality of an employee’s performance — as
opposed to solely his/her financial performance — can
therefore be accurately determined as an integral part of
the assessment. This ultimately helps mitigate risk to the
Group and ensures the deployment of suitable personnel
based on competence.

Total value of remuneration in 2012

Senior Executive Compensation

The RC annually reviews the remuneration packages
of the Chief Executive, Senior Management, and Key
Personnel. The Senior Management consists of the four
Deputy Chief Executives while Key Personnel includes 12
division heads, the Executive Director & Chief Executive
of The Bank of East Asia (China) Limited, and the Head
of Capital Markets & Liquidity Management Department.
The RC engaged an external consultant, Towers Watson,
to review its Senior Executive Bonus Plan to ensure that
it is in line with the guidelines issued by the various
regulatory authorities in Hong Kong. In determining the
remuneration packages of the Chief Executive, Senior
Management, and Key Personnel, the RC also takes
into account individual performances, performances of
respective divisions and departments, and the Group’s
overall business goals and objectives.

The aggregate payouts for these 19 senior executives for
2012 are shown in the table below in accordance with
the disclosure requirement 3.2.3 of the Guideline.

Non-deferred Deferred

Total value of remuneration awards for the current financial year (HK$ Million) (HK$ Million)
(i) Chief Executive

Fixed remuneration

e Cash-based 9.43 0.00

Variable remuneration

e Cash-based 10.13 10.78

e Share Options 0.00 4.41
(ii) Senior Management

Fixed remuneration

e Cash-based 13.65 0.00

Variable remuneration

e Cash-based 11.94 6.22

e Share Options 0.00 5.73
(iii) Key Personnel

Fixed remuneration

e Cash-based 30.46 0.00

Variable remuneration

e Cash-based 17.99 9.68

e Share Options 0.00 2.31

Remarks:

(i) For indicative purpose only, the value of share options is calculated based on the fair value of the Bank’s shares on 15th February, 2013.
(i) No guaranteed bonuses, sign-on, or severance payments were made to the Chief Executive, Senior Management, and Key Personnel of the

Group in 2012.
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Total outstanding deferred remuneration in 2012

Vested during the year 2012 Unvested as at the end of 2012

Outstanding deferred remuneration (HK$ Million) (HK$ Million)
(i) Chief Executive

e Cash-based 0.43 2.90

e Share Options 3.41 15.19
(ii) Senior Management

e Share Options 4.42 19.76
(iii) Key Personnel

e Cash-based 1.76 8.22

e Share Options 2.30 9.11

Remarks:

(i) No performance adjustments were made to the unvested deferred remuneration for the Chief Executive, Senior Management, and Key
Personnel of the Group in 2012 due to their performance or any other factors.

(i) The values of share options are calculated based on the fair value on the respective Grant Dates.
(iii) The vested cash bonuses and Share Options relate to the 2010 variable remuneration award granted in 2011 and vested in 2012. The total

number of Share Options in this grant is 5,950,000 shares.

(iv) The unvested cash bonuses and Share Options relate to the 2010 and 2011 variable remunerations.

Details of the remuneration payable to members of the
Senior Management of the Bank by band are disclosed in
Note 21 on the accounts on page 160.

Deferral Arrangements

The award of variable remuneration to the Chief
Executive, Senior Management, and Key Personnel is
subject to deferment in such a manner as determined
by the RC. In general, the proportion of variable
remuneration which is subject to deferment will increase
in line with the seniority, scope of responsibilities, and
other relevant factors pertinent to the Chief Executive,
Senior Management, and Key Personnel.

The award of deferred remuneration is subject to
a minimum vesting period and pre-defined vesting
conditions as determined by the RC and communicated
to all relevant employees. Deferred remuneration is
awarded in such a manner so as to align employees’
incentive awards with long-term value creation and the
time horizons of risk. The future performance (both
financial and non-financial) of the Group, relevant
business units, and individual employees, as well as the
creation of value for our shareholders, are taken into
consideration when determining vesting conditions.
Vesting and payment of deferred remuneration will be
made gradually over a period of three years and no
faster than on a pro-rata basis.

In circumstances where it is later established that any
performance measurement for a particular year was
based on data that is later proven to have been manifestly
misstated, or it is later established that the relevant
employee has committed fraud, malfeasance, or a
violation of internal control policies, any unvested portions
(i.e. both cash bonuses and/or share option tranches that
have yet to be vested) of deferred variable remuneration
(relating to that particular year in question) should be
forgone, either in part or in whole, as determined by the
RC. In certain circumstances, claw back of vested portion
of the deferred variable remuneration of that particular

year may apply.
Future Review

As a major financial institution in Hong Kong, the
Group not only takes extensive measures to ensure that
it complies with all the relevant guidelines, rules, and
regulations, but also adopts positive steps to ensure
that ethical, social, and environmental aspects are
taken into account when determining remuneration
policies and packages.

The Group will keep abreast of the latest development
in the labour market, especially in the financial services
sector, and will review and refine its compensation and
remuneration policies whenever necessary to enable the
provision of competitive remuneration packages to ensure
the retention of talent.
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C. ACCOUNTABILITY AND AUDIT

Financial reporting

It is the responsibility of the Board to present a balanced,
clear and comprehensible assessment of the Bank'’s
performance, position and prospects.

Management shall provide sufficient explanation and
information to the Board as will enable the Board to
make an informed assessment of the financial and other
information presented before the Board for approval.
It provides the Board with monthly updates giving a
balanced and understandable assessment of the Bank’s
performance, position and prospects to assist the Board
as a whole and each Director to discharge their duties.

The Directors are responsible for keeping proper
accounting records and preparing accounts of each
financial period, which give a true and fair view of the
state of affairs of the Group and of the results and cash
flow for that period. In preparing the accounts for the
year ended 31st December, 2012, the Directors have:

e consistently applied appropriate accounting policies;

e made judgements and estimates that are prudent and
reasonable; and

e prepared the accounts on the going concern basis.

The Bank has announced its annual and interim results
within 2 months after the end of the relevant periods,
which is earlier than the limit of three months (for annual
results) and within the limit of two months (for interim
results) as required by Rule 13.49(1) and (6) of the Listing
Rules respectively.

A statement by the auditors about their reporting
responsibilities is included in the Independent Auditor's
Report on page 116.

The Board will present a balanced, clear and
understandable assessment to annual and interim reports,
other price-sensitive announcements and other financial
disclosures required under the Listing Rules, and reports
to regulators as well as to information required to be
disclosed pursuant to statutory requirements.

Internal controls

It is the responsibility of the Board to ensure that the
Bank maintains sound and effective internal controls
to safeguard the shareholders’ investment and the
Bank’s assets.

The internal control system of the Bank comprises
comprehensive policies and standards under a well-
established organisational structure. Areas of
responsibilities of each business and operational unit are
clearly defined to ensure effective checks and balances.

The key procedures that the Board established to provide
effective internal controls are as follows:

e A distinct organisation structure exists with defined
lines of authority and control responsibilities.

e A comprehensive management accounting system
is in place to provide financial and operational
performance indicators to the management and
the relevant financial information for reporting and
disclosure purpose.

¢ Policies and procedures are designed for safeguarding
assets against unauthorised use or disposition; for
maintaining proper accounting records; and for
ensuring the reliability of financial information used
within the business or for publication. The procedures
provide reasonable but not absolute assurance against
material errors, losses or fraud.

e Systems and procedures are also in place to identify,
measure, manage, control and report risks including
credit, market, operational, liquidity, interest rate,
strategic, legal and reputation risks. Exposure to these
risks is monitored by Risk Management Committee,
assisted by Credit Committee, Asset and Liability
Management Committee and Operational Risk
Management Committee. In addition, procedures are
designed to ensure compliance with applicable laws,
rules and regulations.

e The AC reviews reports (including management
letter) submitted by external auditors to the Group’s
management in connection with the annual audit and
internal audit reports submitted by the Group Chief
Auditor.

e A Policy on Handling and Dissemination of Inside
Information is in place, setting out the guiding
principles, procedures and internal controls for the
handling and dissemination of inside information in a
timely manner.

e A Whistle-blowing Policy is in place, which encourages
employees to raise concerns, in confidence, with the
AC about possible improprieties in any matter related
to the Bank. The Bank treats all information received
confidentially and protects the identity and the
interests of all whistle-blowers.
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The Board, through the AC, assesses the effectiveness
of the Group’s internal control system which covers
all material controls, including financial, operational
and compliance controls as well as risk management
functions, on an annual basis. Pursuant to a risk-based
approach, the Group’s Internal Audit Department
conducts independent reviews of risks associated with
and controls over various operations and activities.
Significant findings on internal controls are reported to
the AC twice each year. During the year 2012, no major
issue but areas for improvement have been identified and
appropriate measures taken. The AC reports its work to
the Board on a semi-annual basis.

Audit Committee

It is the responsibility of the Board to establish formal
and transparent arrangements for considering how it
will apply the financial reporting and internal control
principles and for maintaining an appropriate relationship
with the Bank’s auditors.

The Bank has established an AC with specific written
Terms of Reference which deal clearly with its authority
and duties. The Terms of Reference of the AC have
included the duties set out in Code Provisions C.3.3,
C.3.7 and D.3.1 of the CG Code, with appropriate
modifications where necessary.

The AC is delegated by the Board with the responsibility
of monitoring and overseeing the corporate governance
functions of the Bank as set out in Code Provision D.3.1
of the CG Code.

As laid down in the Terms of Reference, the AC is
responsible for reviewing corporate governance functions,
financial controls, internal control and risk management
systems, the adequacy of resources, staff qualifications
and experience, training programmes and budget of the
accounting and financial reporting function, annual report
and accounts, and half-year interim report.

All the members of the AC are INEDs. This Committee is
chaired by Winston LO Yau-lai. The other members are
Allan WONG Chi-yun, WONG Chung-hin, Kenneth LO
Chin-ming, William DOO Wai-hoi and Valiant CHEUNG
Kin-piu.

AC meetings are held at least three times a year. The
Chairman & Chief Executive, Deputy Chief Executives,
other Senior Executives, and the external auditors were
invited to attend these meetings. During the year, the
external auditors held meetings with the AC, without
the presence of the Chairman & Chief Executive, Deputy
Chief Executives and the other Senior Executives.

The AC is accountable to the Board and the minutes
of the ACM are kept by the Company Secretary. Draft
and final versions of minutes of the ACM will be sent
to all members of the AC for their comment and record
respectively, in both cases within a reasonable period after
the meetings.

The number of meetings held by the AC and attendance
of individual members at ACM in 2012 is recorded on
page 60.

The following is a summary of the work performed by the
AC during and for the year 2012:

e Reviewed and endorsed the policies and practices
under the Bank’s CG Framework, including
the Corporate Governance Policy and made
recommendations to the Board, where appropriate;

e Reviewed the training and continuous professional
development of Directors and Senior Management;

e Reviewed the policies and practices on compliance
with legal and regulatory requirements;

e Reviewed the code of conduct and compliance
manual applicable to employees and Directors;

e Reviewed the status of compliance with the CG Code
and disclosure in the Corporate Governance Report;

e Met with the external auditors to discuss the general
scope of their audit work;

e Reviewed external auditor’s management letter and
management’s response;

e Reviewed and approved the appointment of external
auditors for providing non-audit services to the Group;

e Reviewed the Auditors’ Independent Assurance
Reports in respect of the Bank’s financial disclosures
under the Banking (Disclosure) Rules for 2011, and six
months ended 30th June, 2012 for 2012;

e Reviewed and recommended to the Board for approval
of the audit fee proposal for the Group for 2012;

e Recommended to the Board to re-appoint KPMG as
the Group’s external auditors for 2012;

e Reviewed the internal audit reports covering the
evaluation of internal controls, including the adequacy
of resources, qualifications and experience of the staff of
the Bank’s accounting and financial reporting function,
and their training programmes and budget; internal
control systems; and compliance with the CG Code;

e Reviewed the Auditor’s Report regarding the internal
control systems for 2011 prepared under section
63(3A) of the Banking Ordinance;

e Reviewed the Interim Report and the interim results
announcement for the six months ended 30th June 2012;

e Reviewed the audited accounts and final results
announcement for 2012;

e Reviewed and approved Group internal audit plan
for 2013;
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e Reviewed the status of implementation of the
enhancement observations identified in the
independent review of the internal audit function
of the Bank performed by an independent external
service provider;

e Noted the review results of the internal audit function
of The Bank of East Asia (China) Limited, a wholly-
owned subsidiary of the Bank, performed by an
independent external service provider; and

e Met with the HKMA to exchange views.

All matters raised by the AC have been addressed by the
Management. The work and findings of the AC have
been reported to the Board. During the year, no issues
brought to the attention of the Management and the
Board were of sufficient importance to require disclosure
in the Annual Report.

The Board agreed with the AC's proposal for the re-
appointment of KPMG as the Group's external auditor
for 2013. The recommendation will be presented for
the approval of shareholders at the AGM to be held on
30th April, 2013.

No former partners of the Bank’s external auditors is
acting as a member of the AC before expiry of a period of
one year commencing the later of the date of his ceasing
to be a partner of the firm or to have any financial interest
in the firm.

The AC has made available its Terms of Reference, on the
websites of the Stock Exchange and the Bank, explaining
its role and the authorities delegated to it by the Board.

The AC is provided with sufficient resources, including
the advice of external auditors and Internal Audit
Department, to discharge its duties.

The Bank has established the Policy on Appointment
of External Auditor for Provision of Non-Audit Services,
setting out the principles by which an external auditor may
be appointed to provide non-audit services, with a view to
ensuring the independence of the external auditor.

Auditor’'s Remuneration

During 2012, the fees paid or payable to KPMG, the
Bank’s external auditor, and its associates for providing
non-audit services amounted to approximately HK$5.9
million, which included the following items:

e Review and consultancy services: HK$2.2 million;
e Services made at the request of regulators: HK$0.7 million;

e Taxation services: HK$0.6 million;

e Ad hoc projects: HK$0.9 million; and
e Other services: HK$1.5 million.

The fee paid or payable to KPMG for providing audit
service of the Group is HK$15 million.

D. DELEGATION BY THE BOARD

Board Committees

Board Committees are established to deal with matters
as sufficiently prescribed in respective terms of reference.
Apart from the AC (particulars are disclosed under section
C), the RC (particulars are disclosed under section B) and
the NC (particulars are disclosed under section A), the
Board has also established the following 9 specialised
Board Committees, each of which has specific roles and
responsibilities delegated by the Board:

1. Sealing Committee is responsible for directing the
usage and custody of the Bank’s common seal;

2. Executive Committee is responsible for reviewing
all major functions and critical issues relating to the
businesses and operations of the Group;

3. Policy Committee is responsible for discussing
and formulating various strategies and policies for
managing businesses and operations of the Group;

4. Risk Management Committee is responsible for
dealing with risk management related issues of the
Group;

5. Credit Committee is responsible for dealing with all
credit risk related issues of the Group;

6. Operational Risk Management Committee is
responsible for dealing with all issues related to
operational, legal and reputation risks of the Group;

7. Asset and Liability Management Committee is
responsible for dealing with all issues related to
market, interest rate, liquidity, strategic risks and
capital management of the Group;

8. Crisis Management Committee is responsible for
developing and reviewing the Group’s strategy for
managing crisis scenarios and taking charge of crisis
situations which jeopardise or have the potential
to jeopardise the Group in its reputation, liquidity/
financial position and business continuity; and

9. Investment Committee is responsible for reviewing
and formulating investment strategies as well as
making investment decisions in respect of fixed
income, equity and equity related investments for the
Bank, and The Bank of East Asia, Limited Employees’
Provident Fund.
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The Terms of Reference of the AC, the RC and the NC
require such Board Committees to report back to the
Board on their decisions or recommendations. Material
matters will be reported to the Board by the other
Board committees according to their respective Terms
of Reference.

Management functions

While the Board is responsible for formulating overall
strategy to guide and monitor the performance of the
Group, the management of day-to-day operation of the
Group has been delegated to the Management.

The Bank has established a Schedule of Matters Reserved
to the Board for Decision (“Schedule”) to formalise the
matters reserved for the Board's approval and delegation
of power to the Management and Board Committees.
The Schedule will be reviewed periodically to ensure that
it remains appropriate to the Bank's needs. The matters
to be approved by the Board include the following:

e Financial reports and business plans for achieving the
Bank’s objectives;

e Appointment, removal and succession planning of
Directors and senior executives;

e Job mandates of the Chief Executive, Deputy Chief
Executives and Company Secretary;

e Proposal for selection of external auditors;
e Formation of Board Committees;

e Formation and review of policies and codes under the
CG Framework of the Bank;

¢ Public announcements and corporate communications
to shareholders;

e Reviewing and monitoring the Group's risk
management policies and overall risk strategy; and

e Substantial investment in or disposal of the Group’s
assets other than those arising in the ordinary course
of banking businesses.

E. COMPANY SECRETARY

The Company Secretary is responsible for, among other
things, ensuring that Board procedures are observed, and
that the Bank’s memorandum and articles of association,
relevant rules and regulations, including requirements
of the Listing Rules, Companies Ordinance and
Disclosures of Interests under the Securities and Futures
Ordinance, are complied with. The Company Secretary
assists the Chairman and the Board in implementing
and strengthening corporate governance practices and
processes of the Bank. All Directors have access to the
advice and services of the Company Secretary.

The Company Secretary assists the Chairman in
ensuring efficient information flow within the Board and
Board Committees and between Directors and Senior
Management. The Company Secretary is responsible
for facilitating induction programme of new Directors
and the continuous professional development of existing
Directors. The Company Secretary assists the Chairman
of the Board and Chairmen of the Board Committees in
the development of the agendas for the Board and Board
Committee meetings. He also attends and prepares
minutes for all Board and Board Committee meetings.

The Company Secretary is an employee of the Bank and
reports directly to the Chairman & Chief Executive. The
Board approves the selection, appointment or dismissal of
the Company Secretary. During the year, the Company
Secretary undertook over 15 hours of professional training.

F. SHAREHOLDERS'’ RIGHTS &
INVESTOR RELATIONS

Communication with Shareholders

The Bank recognises the importance of maintaining
continuous communication with shareholders and has in
place a Shareholders Communication Policy which sets
out the practices in relation to communication with the
shareholders and the investment community. Such Policy
shall be reviewed by the AC and the Board on a regular
basis to ensure its effectiveness.

In order to ensure shareholders and investors have fair,
timely and simultaneous access to the Bank’s information,
the Bank through various channels, including its website
(www.hkbea.com), to provide shareholders and investors
timely access and continuous disclosure of the Bank’s
announcements, financial results, and press release. The
Bank also hold press conference to present half-year and
full-year financial results to the media and analysts.

The Bank welcomes shareholders’ views and concerns
relating to the Group’s management and governance.
Shareholders may at any time send their enquiries to the
Board by addressing to the Bank's Company Secretary at
the Bank’s registered address or email at info@hkbea.com.

General Meetings

The Board endeavours to maintain an ongoing dialogue
with shareholders and, in particular, uses the AGMs or
other general meetings which provide a useful forum
for shareholders to exchange views with the Board.
The Chairman of each of the AC, NC and RC, external
auditors, Senior Management and legal advisors, are also
present to answer shareholders’ questions.
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Shareholders are informed of details about the AGM
through published notices or circulars sent to all
shareholders and are requested to participate and openly
communicate their views on matters relating to the Bank.
Separate resolutions are proposed at general meetings
for each substantial issue, including the election and re-
election (as the case may be) of individual Directors. An
explanation of the detailed procedures of conducting a poll
will be provided to shareholders at the AGM, to ensure
that shareholders are familiar with such procedures.

The Bank has provided detailed information on the Bank’s
2012 Annual General Meeting (“2012 AGM”) in a circular
to shareholders which included Notice of the AGM,
information on the retiring Directors who were eligible for
re-election at the 2012 AGM, amendments to the Articles
of Association and explanatory statement on repurchase
of shares. All the resolutions proposed at the 2012 AGM
were voted on by poll and approved by the shareholders
of the Bank. The Bank has engaged KPMG to act as the
scrutineer for the poll voting. The results of the poll voting
were posted on the websites of the Stock Exchange and
the Bank on the same day of the 2012 AGM.

At the 2012 AGM, amendments to Article 57 of the
Articles of Association of the Bank were approved by
the shareholders. The revised Article 57 permits the
Chairman of the general meeting to allow a resolution
relating purely to procedural or administrative matters
to be voted on by a show of hands. The amendments
comply with the requirements of the Listing Rules and the
Laws of Hong Kong.

The Bank’s 2013 Annual General Meeting (“2013 AGM")
will be held on Tuesday, 30th April, 2013 at 11:30 a.m.,
the notice of which will be sent to shareholders at least
20 clear business days before the meeting. Please refer
to the circular to shareholders for the 2013 AGM which
will be despatched to the shareholders on or around
27th March, 2013 for further details.

Convening of extraordinary general
meeting on requisition

Directors of the Bank shall on the requisition of
shareholders of the Bank who hold at the date of the
deposit of the requisition not less than 5% of the paid-
up capital of the Bank and carry the right of voting at
the general meetings of the Bank, forthwith proceed to
convene an extraordinary general meeting of the Bank.
The requisition must state the objects of the meeting, the
name and contact details of the requisition(s) and must
be signed by the requisitionist(s) and deposited at the
registered office of the Bank.

The Bank will take appropriate actions and make
necessary arrangements in accordance with the
requirements of the Companies Ordinance once a valid
requisition is received.

Putting forward proposals at
shareholders’ meetings

In accordance with the Companies Ordinance, the
following shareholders are entitled to put forward
proposals at general meetings, or circulate to other
shareholders written statements with respect to matters
to be dealt with at general meetings:

e any number of shareholders representing not less than
2.5% of the total voting rights of the Bank on the
date of the requisition; or

e not less than 50 shareholders holding shares in the
Bank with an average paid-up amount per shareholder
of not less than HK$2,000.

For further details, shareholders may refer to the
requirements as set out in the Companies Ordinance.

Shareholders are allowed to propose a person other than
a retiring Director of the Bank to be elected as a Director
at a general meeting. A notice in writing shall be given
to the Company Secretary of the Bank by the shareholder
(not being the person to be proposed) entitled to attend
and vote at the meeting for which such notice is given of
his/her intention to propose such person for election and
also notice in writing signed by the person to be proposed
of his willingness to be elected. Such notice must be
sent to the Company Secretary of the Bank within 7 days
after the day of despatch of the notice of the general
meeting (or such other period, being a period of not less
than 7 days, commencing no earlier than the day after
the despatch of the notice of such meeting and ending
no later than 7 days prior to the date appointed for such
meeting). The Procedures for Nomination of Directors by
Shareholders are published on the website of the Bank.

Investor Relations

In accordance with the Shareholders Communication
Policy, the Bank maintains an open and regular dialogue
with institutional and individual shareholders, fund
managers, analysts and the media through an effective
corporate communication system which provides
transparent, regular and timely public disclosures
on the Group’s latest developments and strategies
through different means. Apart from the AGMs, other
communication channels include:

e the Group's website at www.hkbea.com;
e annual and interim reports, and press releases;
e announcements, notices and circulars;

e press conferences after the announcement of interim
and final results for media and analysts;

¢ meetings with analysts; and

e roadshows.



BRRALE BT ET2RRRNBEHEK T HFRRAE
FEENFE  Y2EBRRAGREEHAUATE
BHER BHRERZZERRERLEERE (RTHE
AME) EREE - ABIRARTAIRZRR
e ATMERBRAFES L MERRBREH
REBERBPNETRERRZER » UWBFREHRR
ABRERLE -

BAART202FRRAFEG ([202KREAFF
g FBENBREMERERL  ETEHEREATE
285 M0NKRRAFTEFeEZERETESY
B AR ERARINEET RER RN BEREZNH
- TBERAIT202BRRAFTFESIRENRZ
REYUREFAFRR - WEATREAERB - K17
DEZEEHESTMEEAETIERZE - RELRD
#2012 IR A F T 2 [E B R T R AT TR I E o

R202RREFEEE L ATHBERMAESTIE
FSET MR LR - FISFTHISE 57 RBLERRE
AEXRATAREEEFIITHREENRBER AR
FHRAFRR - ZFEIFECLETHRA) REBED
BIRETE ©

RIT203ERREAFEG ([203BRAFEG ) #
20134 A30H FF 11300817 H@EH
REZAHLE20ELXAEFL - FBEHFLHOR
20133 A27BFH TR 22013 R EFHEEK ©

EE2FEFREMAEBEIAE

RITHEFCEREATRREZFBENFK - BALHA
FRRFEAAE  MZERREFRZEFEERA
HAETPRS%WATTEHMEER - 2FELAMH
STHEMNEN  EFAMBNBEERN  YTH2BAR
F N ERAAITH EM R E A o

—BEREABRNERSE  ATHRIE(ATERD) 8
RERBUBE BB R ERBEZHE -

RERITEMRAT | 2012F 35, | 85

RBRRAESRE2FH=

RIBCRFHEDD) - THRRERRBRASRED
& AR RASRENES - MEMBRIRER
BRANRLE

E%E2FERDAH - EFAHENRRRARTD
RATTRRBI SRR 2.5% + 3

e FIMSOBRFBERTEMHBE  MEBAMK
RREFMBEROEHRNFARRTIRNAEE
2,0007T °

BIRART AR FHIE - AT 2B KR RED]) FrEHIRRE

BERATMIRR A E LHE (RTAVREESRIN)
RUATLEESE - ZBREARTTARWER L —
MHEZBARNFELAINE ERENER (MR
HEE) EMANE  RPBEEHRSERARES Y
REZALZZIRATRESNE@AX - ZBHZ L
ARBEARREFBERTRA (REMBHR - %
RADNRTIR  ABEERREBBEE ZKFAEAER
TRERZBREZITECRTERZATIRER) F
BTRTRRME - RRELZEFNEFERAITHE
ubTIE o

REERRE

RIBRFBAKE  NTEB AR EEERAR
MERENEARR  ESKE OB RERER
PN E B EE - MR A RRBIRMUER - £ 8 M8
By ) AN R Bl AR 3 R SR IR AR IR ER - BRARER A F
Faih HiEARERRE

o REERI www.hkbea.com ;
o FIRLAHERFRE - UNFTER
o NECEENBH

o GERMINFREEENETREBTERESNEFE
"hE

o moMEEm: M

KBS ©



86 | The Bank of East Asia, Limited | Annual Report 2012

CORPORATE SOCIAL RESPONSIBILITY REPORT

The Bank of East Asia (“BEA”) Group strives to be a
positive, enabling force in the communities it serves.
Group members manage active corporate social
responsibility (“CSR") programmes that aim to align the
interests of employees, customers, shareholders, other
stakeholders, and the society at large.

In this report, we highlight the important initiatives
undertaken by the BEA Group in 2012. A comprehensive
summary of BEA's 2012 activities and achievements
will be provided in the Bank’s first standalone Global
Reporting Initiative-compliant CSR report, which will
be issued in May 2013. This report will be available
in hardcopy form and in softcopy form via the Bank’s
website at www.hkbea.com.

THE BANK OF EAST ASIA

Employees
Healthy Working Environment & Attractive Benefits

We view our employees as our greatest asset, and
endeavour to ensure that our staff of over 12,000 enjoys
a positive working environment and opportunities for
professional fulfilment.

To attract, retain, and motivate highly qualified people,
BEA provides a comprehensive range of staff benefits.
These include comprehensive hospitalisation and
outpatient medical benefits, dental benefits, maternity
and paternity leave, compassionate leave, and much
more. Staff mortgage loans, overdraft facilities, and
personal loans are available at favourable rates.

BEA provides staff members with a positive working
environment and opportunities for professional fulfilment.

FIRETRERFNTIERR  WESUETAEFEL
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Personal & Professional Development

The Bank invests in training and development to enhance
the professionalism and competence of its employees,
and to ensure that all employees have the opportunity to
realise their potential. In 2012, more than 150 courses
were conducted on a wide range of topics. The Bank’s
achievements in manpower training and development
were recognised by the Employees Retraining Board of
Hong Kong, which named BEA a “Manpower Developer”
in April 2012.

Staff Engagement

By harnessing the initiative and creativity of employees,
BEA empowers its staff, and is better able to serve
customers, shareholders, and the community at large.
In July 2012, the Bank launched a “Smart Suggestion
Award” Programme. A different theme is chosen each
quarter and staff members are encouraged to submit
suggestions to improve productivity and efficiency.
Winning proposals selected by a judging panel are
implemented by the Bank on an ongoing basis.

Staff Relations Programmes

In the event that a staff member has difficulty coping
with personal or professional pressures, the Bank offers
counselling, advice on stress management, and wellness
programmes. To encourage staff members to lead healthy,
active lives, the Bank’s Staff Sports and Recreation Club
offered more than 50 activities in 2012 that involved
more than 26,300 participants.

Bz E20AFHES B
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BEA was named a “Manpower Developer” by the Employees Retraining Board
of Hong Kong in April 2012.
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BEA supported a number of charitable events in 2012 including the UNICEF
Charity Run 2012 and The Community Chest's 2012/2013 Hong Kong and
Kowloon Walk for Millions.
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BEA received The Community Chest’s President’s
Award for the 13th consecutive year.

RERTEEF 3FRBELRSRE
[REatREEE] o

Recruitment and Outreach Programmes

BEA is an equal-opportunity employer. We have strict
policies in place to ensure that all job applicants are
considered fairly, and that our employees are given equal
opportunity to pursue their careers within our organisation
regardless of gender, religion, or ethnic background.

The Bank helps university students gain work experience
by promoting a range of internship programmes, work
attachment programmes, work-integrated education
schemes, and company visits. We also conduct
recruitment talks at universities in Hong Kong throughout
the year. Graduates from our Management Trainee and
Retail Management Trainee programmes provide the Bank
with a steady supply of talented manpower.

Community Involvement

BEA is committed to supporting the communities it
serves through donation, volunteering, and many other
forms of support.

In recognition of its contributions, BEA and its
subsidiaries, Blue Cross (Asia-Pacific) Insurance Limited
(Blue Cross”) and Credit Gain Finance Company Limited
(“Credit Gain"), were named a “Caring Company” by
The Hong Kong Council of Social Service (“HKCSS") in

company l /() -
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BEA was recognised as a “Caring Company” by The Hong Kong Council of
Social Service for the ninth straight year.

ATEEEIFRETELGMEH SRR [BARMIE] HE -

2012 for the ninth, fourth, and second consecutive year,
respectively. BEA also received the President’s Award from
The Community Chest of Hong Kong (“The Community
Chest") for the thirteenth straight year.

Education

Education has been a core focus of the Bank for many
years. BEA directly supports research at local universities,
including the Hong Kong University of Science and
Technology’s Institute for Advanced Study and The
Chinese University of Hong Kong’s Institute of Global
Economics and Finance.

In 2012, BEA continued to work closely with The Hong
Kong Association of Banks and the HKCSS to enhance
the content of financial education workshops organised
for low-income and single parent families.

Social Welfare

BEA is a long-standing supporter of the Community
Chest. In 2012, the Bank and its staff participated in many
of the Chest's programmes, such as the “Corporate and
Employee Contribution Programme”, “Walk for Millions”,
and "Dress Casual Day”.
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The Bank supported The Salvation Army O! Day
held in October 2012.
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BEA sponsored the Children’s Storytelling
— Competition organised by The Boys' and Girls’
Clubs Association of Hong Kong in May 2012.
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In 2012, the Bank sponsored the Children’s Storytelling
Competition organised by the Boys’ and Girls" Clubs
Association of Hong Kong and the “Secret Angels”
programme organised by the Senior Citizen Home Safety
Association (“SCHSA") to encourage students to learn
more about social affairs. In addition, BEA sponsored the
screening of the movie, “A Simple Life” organised by the
Hong Kong Association of Gerontology (“HKAG") to raise
funds for the Association’s elderly services.

The Bank continues to support the annual fundraising
campaigns of the Chi Heng Foundation, Po Leung Kuk,
Society for the Promotion of Hospice Care, St. James’
Settlement, Tung Wah Group of Hospitals, and more.

Arts & Culture

BEA sponsored a variety of arts and cultural events
in 2012, including “Le French May 2012" organised
by the Association Culturelle France — Hong Kong
Limited, and the Hong Kong Arts Festival — two of
the major events on the Hong Kong cultural calendar.
The Bank also provided underprivileged children with

the opportunity to attend classical music concerts
by sponsoring tickets to performances by the City
Chamber Orchestra of Hong Kong.

Staff Volunteering

In 2012, BEA established a cross-divisional Volunteer
Team to consolidate Bank-wide volunteering efforts and
encourage collaboration. Over 2,200 staff volunteering
hours were recorded during the year, on projects such as
The Salvation Army Hong Kong and Macau Command’s
Bradbury Home of Loving Kindness' “My Beautiful Life”.
Through this programme, volunteers engaged with
elderly residents to develop personal “life memory” scrap
books to help the residents recall significant and happy
memories of their past. In addition, volunteers collected
and distributed moon cakes to the elderly in co-operation
with the SCHSA during the Mid-autumn Festival, assisted
at the Stargaze Camp for the Blind organised by the
Volunteering Service of the Social Welfare Department,
and refurbished facilities at the New Life Farm operated
by the New Life Psychiatric Rehabilitation Association in
Tuen Mun.

In March 2012, BEA sponsored the Finale performance of the
Hong Kong Arts Festival.

201263 8« AATEEABEMESHEAREL ©

The Bank was recognised for its support of the
“Secret Angels” programme by the Senior Citizen
Home Safety Association in July 2012.

TG HREL RGN [WERE]ED -
Wi 201257 A%ESzRERT - 1




REWRITEMRAT | 2012F 8K | 91

TREEHRSE (&)

§ BEAWDIG

RUOWITHEITE
BEA Volunteer Team

20124 ATEHES NEFOSENN [2ER
BERFEELE | ARBREREHE T [WE
R B8 MBBBELEZHOMGER - 1t
S AITEB THEAEZFEGEMN [HE] BE
BEYEIRE  RREHNRERBERLE -

—MEEE - ATERBROXFZHEBFAZENE
B BETELE RRR EEQ EHSEH
& UMRE=EZERZERBEATE -

AL & iy

RERIRTTN 2012 F BB T — RIIL B R - B3
3 Association Culturelle France — Hong Kong Limited
8 DEBRREA ] - UERFBBMEEMERFE
MALREE o AITINEBREE AWM = LB RRIEM
WL —HREERRKENTELR - ROFR
HMELTHRFTEERNRS -

The BEA Volunteer Team actively participated in a number of charitable
events in 2012. These included the Bradbury Home of Loving Kindness’
vegetarian feast in September 2012 and the refurbishment of facilities at
the New Life Farm in November 2012.
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P

The Bank helped raise funds for the development of environmental education programmes in Hong Kong

by supporting the 19th Green Power Hike in January 2012.
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Environment

BEA is committed to integrating environmentally sound
practices into all business operations. In 2012, we
continued to reduce our carbon footprint as well as our
consumption of natural resources through a series of
environmental initiatives.

Energy Conservation

BEA's innovative meeting room e-booking system at BEA
Tower controls not only the booking of conference rooms,
but also the activation of air conditioning and illumination
systems. This system has contributed to energy savings of
210,000kWh annually.

Energy reduction targets are set each year for the Bank’s
Head Office building in Central and BEA Tower in Kwun
Tong. In 2012, the Bank reduced energy consumption at
these two buildings by 3.6%, year-on-year.

In recognition of our energy saving achievements, BEA's
Head Office Building in Central and BEA Tower in Kwun
Tong received the “Class of Excellence” and the “Class
of Good” distinction, respectively, in the Energywi$e
Label Scheme as part of the Hong Kong Awards for
Environmental Excellence (“HKAEE") programme for the
second consecutive year. The Head Office building also
achieved the 2% energy saving target in the Power Smart

Contest organised by the Friends of the Earth Hong Kong
for the second straight year.

Waste Management

For the fourth year in a row, the Bank joined the HKAEE's
"Wastewi$e Label” Scheme, which encourages Hong
Kong businesses to adopt measures to reduce the
amount of waste generated within their establishments
and through the products and services they provide. As
a result of the Bank’s efforts, more than 604,000 kg of
paper, 8,800 aluminium cans, 8,600 plastic bottles, and
3,100 printer cartridges were recycled in 2012.

Environmental Awareness

The Bank actively participates in outreach initiatives
organised by environmental groups, in order to help
promote environmental awareness among employees
and among the public at large. In March 2012, the Bank
participated in the World Wide Fund's “Earth Hour 2012"
initiative together with its Singapore Branch and Group
subsidiaries The Bank of East Asia (China) Limited (“BEA
China”), Credit Gain, and BEA Wealth Management
Services (Taiwan) Limited, turning off non-essential
lighting in selected branches and offices for one hour.
The Bank also participated in the 19th Green Power
Hike, organised by Green Power in January 2012, to raise
funds for the development of environmental education
programmes in Hong Kong.
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BEA's meeting room e-booking system has contributed to annual
energy savings of 210,000kWh.
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For the second consecutive year, the Bank’s Head Office
received the “Class of Excellence” distinction in the
Energywi$e Label Scheme of the Hong Kong Awards for
Environmental Excellence programme.
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Other Forms of Support

In addition to providing financial assistance, BEA
supports non-governmental organisations (“NGOs")
through payment in kind. In 2012, this included the
insertion of donation appeal material from NGOs (such
as the Oxfam Hong Kong and Yan Chai Hospital) in
the Bank’s statement mailings to customers, and the
assignment of branches to serve as collection depots for
donations to NGOs.

Customer Initiatives

The Bank participates in a range of initiatives to engage
groups that may otherwise be underserved by the
banking sector.

Microfinance Scheme for Entrepreneurs

BEA is one of the participating banks in the Microfinance
Scheme, launched in June 2012 by the Hong Kong
Mortgage Corporation (“HKMC") in collaboration with
banks and NGOs. This Scheme enables people to help
themselves, providing funding for a range of self-start
programmes, including starting a business, becoming
self-employed, enhancing job skills, or obtaining
professional certification.

Reverse Mortgage Programme for Senior Citizens

BEA was one of the first banks to participate in the
Reverse Mortgage Programme, launched by the HKMC
in 2011. This programme enables senior citizens to

Presentation

cholarshi

mortgage their self-occupied residential properties to the
Bank. In return, they receive monthly cash payouts over
a payment term to improve their quality of life, and/or a
lump-sum payout to accommodate their specific financial
needs. BEA accounted for more than 9% of the market
share in terms of applications as of December 2012.

The Bank of East Asia Charitable
Foundation

Education

The Bank of East Asia Charitable Foundation (“BEA
Foundation”) promotes and supports the advancement
of education in Hong Kong, particularly at the tertiary
level. In 2012, the BEA Foundation awarded scholarships
to students in recognition of their outstanding academic
achievements.

Palliative Care

Jointly established by the BEA Foundation and “la Caixa”
Foundation in 2010, the “Palliative Care in Residential
Care Homes for the Elderly” programme is an integrated
care programme operated by The Salvation Army and
the HKAG for terminally-ill senior citizens. At the end of
2012, six palliative care rooms were operating in residential
care homes across Hong Kong. Upon its completion
in September 2013, the pilot will have involved 600
professionals and 1,400 senior citizens and their family
members, who received palliative care service and life and
death education.

The BEA Foundation awards scholarships to students of universities and other institutions of higher learning in Hong Kong,

including the Hong Kong Institute of Education.

REROIBEESRAESHMABLE LBRNBERHEES - ETEEEEHFEMR -



REWRITEMRADT | 2012F 38, | 95

TREEHRSE (&)

Public talks on death and dying were held as part of efforts to promote the palliative care programme supported by the BEA Foundation.
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By the end of 2012, 21 Firefly Centres were established in schools in rural areas on the Mainland.

HE202FE  RAMREDRAEET 2108 [&AB%E] -

THE BANK OF EAST ASIA
(CHINA) LIMITED

BEA China, the Bank’s wholly-owned subsidiary on the
Mainland, supports a wide range of charitable causes
through the activities of the Shanghai Soong Ching
Ling Foundation — BEA Charity Fund (the “Fund”),
and by providing direct financial assistance and staff
volunteering support.

Shanghai Soong Ching Ling Foundation -
BEA Charity Fund

Jointly established by BEA China and the Shanghai Soong
Ching Ling Foundation in 2009, the Fund is dedicated to
improving educational opportunities for underprivileged
children in rural areas on the Mainland. With the assistance
of its employees, clients, and members of the general
public, BEA China has raised more than RMB 28 million
since the Fund’s establishment.

During the year under review, six new Firefly Centres were
established in rural schools around the country. These
centres provide students with access to learning materials,
computers, and school supplies. At the end of 2012, 21
Firefly Centres were operating in 11 provinces, and more
than 3,000 “Firefly 60 Backpacks” containing books and
stationery had been distributed to students.

On 12th December, 2012, the Fund held its 4th Annual
“Firefly Charity Night” in Shanghai. The charity dinner
was attended by over 230 guests, whose generosity
enabled the Fund to raise more than RMB 7.6 million.
During the event, the Fund also announced the
establishment of the first Firefly Centre funded
exclusively by employees of the BEA Group around the
world, located in Zhuzhou, Hunan Province.

In 2012, the Fund also awarded scholarships to
outstanding students in need of financial assistance.
Scholarships were awarded to students of Fudan
University, Sun Yatsen University, Shenzhen Polytechnic,
and Jinan University's Shenzhen Tourism College.

BEA China Activities

In February and March 2012, BEA China held the “Book
Donations for the New Year” Programme, through
which more than 5,300 books and stationery items
were donated to primary and middle school students.
A volunteer team comprising 330 staff members and
customers of BEA China contributed more than 480
volunteer hours.

To celebrate Arbor Day festivities in March 2012, more
than 200 employees participated in the “Plant a Land
of Green, Beautify the Earth” programme, planting
approximately 400 trees in eight cities around the country.
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In 2012, the Shanghai Soong
Ching Ling Foundation — BEA
Charity Fund arranged for
volunteers to teach students
in Gansu Province.

2025 - [ HERERESS
— RERITRARES | THE
FETHHBENERETE
BHE -

W TR

s g
g B & o
/- o

R BRes .

=1 j FERT “BT-HE, ;u:wﬁ |

e 1 -]

REWRITEMRAT | 2012F 35k | 97

TREEHRSE (&)

202F 12128 - ESELBRMTEIE &N
BEEZR] B2 EHFEEERENEZERE
o RESESBARBICOBLER - BHE Ed
SEMARGRITEBR RS MWE TESEEMNE AT
HNBREE | BEWEARMNIIERER -

20124 - RS HBELSERERBENEZELRHEHE
T XRENBEDHIRERNEBERE - FILAE R
YRR RIMER - AN B AR KRB

REFREREE

£2012F 2 AE3 AHM RGBT [EREH
B xIEMHE]ED  BEE53004KEERA
THNEE BN REFEMNETIREFPAKNET
Bx - BRfin 480 A/ NRF AV TARTS o

BEM2012F3 ANEEE - 20002 K8 T —£2H
T T —F4  F IR 5EE - ERH 8 @™
& HBEL 400 BRIEA o

&
= ~

LR I o 2 — REWGT A BES

SR ERBRLA RS L

More than 200 employees of BEA China
participated in the “Plant a Land of
Green, Beautify the Earth” programme
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In recognition of its dedication to society, BEA China
received the “Caring Enterprise Award” in the Second
Shanghai Charity Awards programme organised by the
Shanghai Civil Affairs Bureau, “Best Practice in Social
Responsibility Award for the Year 2011” from the China
Banking Association, and the “2012 Corporate Social
Responsibility Outstanding CSR Case Award” from the
China Philanthropy Times and China Association of Social
Workers — China Corporate Citizen Committee.

BLUE CROSS (ASIA-PACIFIC) LIMITED

For the second consecutive year, Blue Cross sponsored
the “Happy Teens, Full of Fun” Programme organised
by the Hong Kong Physically Handicapped and Able-
Bodied Association (“PHAB"). Designed to help teenagers
with and without disabilities integrate into society,
the programme consisted of an ice-breaking opening
ceremony, community visits, adventure outings, leadership
training, and an award presentation ceremony. Blue Cross
volunteers helped organise games and led more than 70
teenaged participants in a series of team-building exercises.

CREDIT GAIN FINANCE
COMPANY LIMITED

In co-operation with the Evangelical Lutheran Church
Social Service — Hong Kong (“ELCHK"), Credit Gain
arranged for its employees to visit disadvantaged elderly
residents of Kwai Tsing district in June and organised an
outing in October 2012. In addition, Credit Gain employees
took part in a Charity Candy Campaign and Charity Walk
organised by The Lok Sin Tong Benevolent Society Kowloon
("LST") in March and December 2012, respectively.

For the second year, Credit Gain earned the right to
display the “Heart to Heart Company” logo, issued by The
Hong Kong Federation of Youth Groups, in recognition of
its charitable contributions to the community. In addition,
Credit Gain received the “Caring Enterprise Award” from
LST, and was named “Consumer Caring Company” in
GS1 Hong Kong's Consumer Caring Scheme 2012.

TRICOR HOLDINGS LIMITED

Tricor continued to invest in its human resources in 2012,
encouraging employees to attain relevant professional
qualifications, providing regular in-house training
programmes, and sponsoring staff members to attend
external job-related courses and seminars. During the
year, Tricor offices in Hong Kong and overseas regularly
organised sports and recreational activities for their
staff members. In April 2012, over 240 Tricor executives
attended the 7th Tricor Regional Executive Seminar in
Hangzhou, China.

Tricor continued to offer summer and winter internships
to college and university students, providing them with
invaluable working experience and exposure to the
business world. The Company also awarded need-based
scholarships to promising university students in Hong Kong.

During the year under review, Tricor’s regional offices
provided pro bono corporate services to a number of
charitable bodies and NGOs including the Hong Kong
Committee for UNICEF, English Speaking Union, and Chi
Heng Foundation (Hong Kong); Shine On! Kids (Japan);
and Putrajaya Table Tennis Association (Malaysia). Tricor's
senior executives also gave presentations at seminars to
share their expertise in corporate compliance and services
with members of the general public.

Tricor Hong Kong offered internship opportunities to college and
university students, providing them with valuable working experience.
REE  SERRBRAERRBERHEBRE - RELLER
FEMIIELER -

Credit Gain volunteers visited disadvantaged elderly
residents of Kwai Tsing District in June 2012.
201266 BEMBHNETIRILETEN

EEBRERE -



x

REWRITEMRAT | 2012F 38, | 99

TREERE (F)

H o B B

LI KWAN HUNG MEMORIAL HALL

R EEmamE oy

HONGKONG PHAB ASSOCIATION

ke % TEEN 5% FUN £t £ 2012

L] o ks .
) ‘l Blue Cross B +F by 44 i
'l -

Blue Cross continued to lend its support to the Hong Kong Physically Handicapped and Able-bodied Association in 2012.
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REPORT OF THE DIRECTORS

The Directors have pleasure in presenting their annual
report together with the audited accounts for the year
ended 31st December, 2012.

PRINCIPAL PLACE OF BUSINESS

The Bank of East Asia, Limited (the “Bank”) is a licensed
bank incorporated and domiciled in Hong Kong and has
its registered office and principal place of business at 10
Des Voeux Road Central, Hong Kong.

PRINCIPAL ACTIVITIES

The Bank and its subsidiaries (the “Group”) are engaged
in the provision of banking and related financial services,
and business, corporate and investor services.

ACCOUNTS

The profit attributable to equity holders of the Group for
the year ended 31st December, 2012 and the state of the
Bank’s and the Group’s affairs as at that date are set out
in the accounts on pages 118 to 265.

TRANSFER TO RESERVES

Profit attributable to equity holders of the Group, before
dividends, of HK$6,056 million (2011: HK$4,358 million)
has been transferred to reserves. Other movements in
reserves are set out in Note 41 on the accounts.

An interim dividend of HK$0.43 per share (2011: HK$0.43
per share) was paid on 14th September, 2012. The
Directors have declared the payment of a second interim
dividend (in lieu of final dividend) of HK$0.63 per share
(2011: a second interim dividend of HK$0.51 per share) in
respect of the financial year ended 31st December, 2012.

MAJOR CUSTOMERS

The Directors believe that the five largest customers of
the Group accounted for less than 30% of the total of
interest income and other operating income of the Group
for the year.

DONATIONS

Donations made by the Group during the year for
charitable and community purposes amounted to
approximately HK$14 million (2011: HK$8 million).

FIXED ASSETS

Details of the movements in fixed assets are set out in
Note 34 on the accounts.

SHARE CAPITAL

During the year, 23,782,911 ordinary shares of HK$2.50
each were issued at HK$28.994 each and 14,872,100
ordinary shares of HK$2.50 each were issued at
HK$27.4835 each to shareholders who had elected to

receive new shares in lieu of cash dividend in respect of
the 2011 second interim dividend and the 2012 interim
dividend respectively.

During the year, 795,000 ordinary shares of HK$2.50
each were issued for cash of HK$18,341,750 on the
exercise of options granted under the approved Staff
Share Option Schemes.

On 4th December, 2012, the Bank entered into
subscription agreement with Sumitomo Mitsui Banking
Corporation (“SMBC") in relation to the subscription as
principal of 111,572,600 ordinary shares at HK$29.59 per
new share. The 111,572,600 ordinary shares represent
approximately 5.27% of the entire issued share capital
of the Bank prior to the subscription and approximately
5.01% of the entire issued share capital of the Bank as
enlarged by the subscription subsequent to the allotment
date of 12th December, 2012. The subscription price
represents a discount of approximately 0.37% to the
closing price of HK$29.70 per share quoted on The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”)
on 4th December, 2012. The amount raised from the
subscription is HK$3,301.4 million. The Bank intended to
apply the net proceeds as general working capital and for
the future expansion of the Group.

SUBORDINATED NOTES AND OTHER
DEBENTURES

The Bank issued 4.25% subordinated notes (under the
US$3,000 million Euro Medium Term Note Programme)
qualifying as supplementary capital with face value of
SGD600 million and SGD200 million on 13th March,
2012 and 27th April, 2012 respectively (the two issues
altogether, the “2022 Notes”). The 2022 Notes are listed
on the Singapore Stock Exchange and will mature on
13th September, 2022. The net proceeds from the issue
of the 2022 Notes, approximately SGD796 million, were
used for general working capital purposes.

In May 2012, The Bank of East Asia (China) Limited (“BEA
China”), a wholly-owned subsidiary of the Bank, issued
Renminbi (“RMB") senior unsecured bonds (the “Bonds”)
for an aggregate principal amount of RMB1 billion in
Hong Kong. The Bonds bear an annual interest rate of
3.65% and have a tenor of three years. BEA China fully
utilised the limit of RMB1 billion of the Bonds approved
by the National Development and Reform Commission
of the People’s Republic of China and the People’s Bank
of China. The Bonds, with a Standard & Poor’s rating of
“A", were issued solely to institutional investors. The net
proceeds of approximately RMB999.5 million raised from
the bond issue were used for BEA China’s working capital
and general corporate purposes, including to support BEA
China’s business development and expansion plans, and
to optimise its asset and liability structure.
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DEALINGS IN LISTED SECURITIES
OF THE BANK

During the year ended 31st December, 2012, the Bank
fully redeemed GBP262.263 million face value of the
6.125% step-up perpetual subordinated notes (the
"Perpetual Notes") qualifying as supplementary capital.
The Perpetual Notes were issued on 20th March, 2007
and were listed on the Singapore Stock Exchange. After
full redemption on 21st March, 2012, the Perpetual
Notes were delisted on 23rd March, 2012. Moreover,
the Bank also fully redeemed US$600 million face value
of the floating rate step-up subordinated notes due 2017
(the "2017 Notes") qualifying as supplementary capital.
The 2017 Notes were issued on 21st June, 2007 and
were listed on the Singapore Stock Exchange. After full
redemption on 22nd June, 2012, the 2017 Notes were
delisted on 26th June, 2012. Save for the aforesaid
redemption of the Perpetual Notes and 2017 Notes, there
was no purchase, sale or redemption by the Bank or any
or its subsidiaries, of listed securities of the Bank during
the year ended 31st December, 2012.

DIRECTORS

The present Directors of the Bank are shown on page 54.

In accordance with the Articles of Association, any
Director elected by the Bank by ordinary resolution shall
be elected for a term of not more than approximately
three years expiring at the conclusion of the annual
general meeting of the Bank held in the third year
following the year of his appointment and on expiration
of his term he shall be deemed a retiring Director and
eligible for re-appointment. Accordingly, David LI Kwok-
po, Allan WONG Chi-yun, Aubrey LI Kwok-sing, Winston
LO Yau-lai, KHOO Kay-peng and Stephen Charles LI
Kwok-sze will retire, and, being eligible, offer themselves
for re-election at the Annual General Meeting to be held
on 30th April, 2013 (2013 AGM").

Details of the Directors to be re-elected at the 2013
AGM are set out in the circular to the shareholders sent
together with this Annual Report.

No Director proposed for re-election at the 2013 AGM
has an unexpired service contract that is not determinable
by the Bank or any of its subsidiaries within one year
without payment of compensation, other than normal
statutory obligations.

David LI Kwok-po is employed as the Chief Executive of
the Bank. His existing three-year term service contract
commenced in April 2012 and will expire in March 2015.

No contracts of significance to which the Bank or any of
its subsidiaries was a party and in which a Director of the
Bank had a material interest subsisted at the end of the
year or at any time during the year.

None of the Directors of the Bank is interested in any
business apart from the Bank’s business that competes or
is likely to compete, either directly or indirectly, with the
Bank’s business.

At no time during the year was the Bank or any of its
subsidiaries a party to any arrangement to enable the
Directors or Chief Executive of the Bank or their spouses
or children under 18 years of age to acquire benefits by
means of the acquisition of shares in or debentures of
the Bank or any other body corporate with the exception
of the Staff Share Option Schemes, details of which
are set out in the following section under the heading
“Information on Share Options”, and Notes 2(q)(iv) and
39 on the accounts.

The Bank has received independence confirmations from
the Independent Non-executive Directors, namely: Allan
WONG Chi-yun, WONG Chung-hin, LEE Shau-kee, Winston
LO Yau-lai, Thomas KWOK Ping-kwong, Kenneth LO Chin-
ming, William DOO Wai-hoi, KUOK Khoon-ean and Valiant
CHEUNG Kin-piu and considers them to be independent.

The Chairman received HK$350,000 and each of the
other Directors, including the Independent Non-executive
Directors, received HK$230,000, as director’s fees for the
year ended 31st December, 2012.

CONNECTED TRANSACTION

On 3rd August, 2012, Credit Gain Finance Company
Limited (“Credit Gain"), a wholly-owned subsidiary of
the Bank, entered into a Shareholders Agreement (the
“Agreement”) with Finconsum EFC, S.A. (“Finconsum”), a
wholly-owned subsidiary of CaixaBank, S.A. and Brilliance
China Automotive Holdings Limited (“Brilliance China”)
in relation to the formation of a joint venture company
("JV"), namely “#ER R I5THE £ A R A Al (Brilliance-
BEA Auto Finance Co., Ltd.)"” in the People’s Republic
of China (“PRC") to engage in auto financing business
in the PRC (the “Transaction”). The JV is owned as to:
22.5% by Credit Gain; 22.5% by Finconsum and 55% by
Brilliance China.

The purpose of the Transaction is for establishing the JV
with Brilliance China and Finconsum which would enable
the Group to tap into and develop its business in the
growing auto financing market in the PRC.

The registered capital of the JV was RMB800 million,
of which Credit Gain contributed 22.5% (i.e. RMB180
million), Finconsum contributed 22.5% (i.e. RMB180
million) and Brilliance China contributed 55% (i.e.
RMB440 million). The registered capital of the JV was
contributed in cash by each party.

Finconsum is a wholly-owned subsidiary of CaixaBank,
S.A., a substantial shareholder (as defined in the Listing
Rules) of the Bank. Finconsum is therefore an associate
(as defined in the Listing Rules) of CaixaBank, S.A., and
hence a connected person (as defined in the Listing Rules)
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of the Bank. Accordingly, the entering into of the joint
venture arrangement under the Agreement constituted a
connected transaction for the Bank under Rule 14A.32(1)
of Chapter 14A of the Listing Rules and is required under
the Listing Rules to be reported in the annual report and
accounts of the Bank. For details of the Transaction,
please refer to the announcement dated 3rd August,
2012 issued by the Bank.

CORPORATE GOVERNANCE

Being the largest independent local bank in Hong
Kong, the Bank is committed to maintaining the highest
corporate governance standards. Information on the
corporate governance practices adopted by the Bank is
set out in the Corporate Governance Report.

DIRECTORS' AND CHIEF EXECUTIVE'S INTERESTS

As at 31st December, 2012, the interests and short positions of the Directors and Chief Executive of the Bank in the
shares, underlying shares and debentures of the Bank and its associated corporations as recorded in the register required
to be kept under section 352 of the Securities and Futures Ordinance (the “SFO") (the “Register”) were as follows:

I. Long positions in ordinary shares of the Bank:

% of issued

Name Capacity and nature No. of shares Total share capital
David LI Kwok-po Beneficial owner 55,748,158
Interest of spouse 1,651,316
Interest of corporation 159,147 57,558,621" 2.58
Arthur LI Kwok-cheung Beneficial owner 10,272,531
Founder of discretionary trust 14,411,979 24,684,510? 1.1
Allan WONG Chi-yun Beneficial owner 366,320
Interest of spouse 136
Founder of discretionary trust 13,737,211 14,103,6673 0.63
WONG Chung-hin Beneficial owner 51,491
Interest of spouse 378,544 430,035% 0.02
LEE Shau-kee Beneficial owner 2,092,183
Interest of corporation 1,100,000 3,192,183° 0.14
Aubrey LI Kwok-sing Beneficial owner 25,730
Interest of spouse 19,794
Beneficiary of discretionary trust 34,472,460 34,517,984% 1.55
Winston LO Yau-lai - - Nil Nil
KHOO Kay-peng - - Nil Nil
Thomas KWOK Ping-kwong - - Nil Nil
Richard LI Tzar-kai Interest of corporation 128,600 128,600’ 0.01
Kenneth LO Chin-ming - - Nil Nil
Eric LI Fook-chuen Beneficial owner 4,773,270
Founder and beneficiary of
discretionary trust 23,165,719
Interest of corporation 9,215,746 37,154,7358 1.67
Stephen Charles LI Kwok-sze  Beneficial owner 11,950,352
Interest of children 546,631
Beneficiary of discretionary trusts 2,348,450 14,845,433° 0.67
William DOO Wai-hoi - - Nil Nil
KUOK Khoon-ean - - Nil Nil
Valiant CHEUNG Kin-piu - - Nil Nil
Isidro FAINE CASAS - - Nil Nil
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Notes:

1 David LI Kwok-po was the beneficial owner of 55,748,158 shares and he was deemed to be interested in 1,651,316 shares through
the interests of his spouse, Penny POON Kam-chui. He was also deemed to be interested in 159,147 shares held by David Li Kwok-po
Charitable Foundation Limited, a charitable institution of which David LI Kwok-po is a director and the sole member.

2 Arthur LI Kwok-cheung was the beneficial owner of 10,272,531 shares. Arthur LI Kwok-cheung made a voluntary disclosure of
14,411,979 shares held by a discretionary trust of which he is the founder but has no influence on how the trustee exercises his
discretion.

3 Allan WONG Chi-yun was the beneficial owner of 366,320 shares and he was deemed to be interested in 136 shares through the
interests of his spouse, Margaret KWOK Chi-wai. He was also deemed to be interested in 13,737,211 shares held by a discretionary
trust, Allan Wong 2011 Trust, of which Allan WONG Chi-yun is a founder and an eligible beneficiary.

4 WONG Chung-hin was the beneficial owner of 51,491 shares and he was deemed to be interested in 378,544 shares through the
interests of his spouse, LAM Mei-lin.

5 LEE Shau-kee was the beneficial owner of 2,092, 183 shares.

LEE Shau-kee was deemed to be interested in 1,700,000 shares held through Superfun Enterprises Limited (“Superfun”). Superfun was
wholly owned by The Hong Kong and China Gas Company Limited which was 39.88% held by Henderson Land Development Company
Limited (“Henderson Land”).

Henderson Land was deemed to be 61.92% held by Henderson Development Limited (“Henderson Development”). Hopkins (Cayman)
Limited (“Hopkins”) as trustee of a unit trust (the “Unit Trust”) owned all the issued ordinary shares of Henderson Development. Rimmer
(Cayman) Limited (“Rimmer”) and Riddick (Cayman) Limited (“Riddick”), as trustees of respective discretionary trusts, held units in the Unit
Trust. The entire issued share capital of Hopkins, Rimmer and Riddick were owned by LEE Shau-kee.

6 Aubrey LI Kwok-sing was the beneficial owner of 25,730 shares and he was deemed to be interested in 19,794 shares through the
interests of his spouse, Elizabeth WOO. The remaining 34,472,460 shares were held by The Fook Wo Trust, a discretionary trust in which
Aubrey LI Kwok-sing is one of the discretionary beneficiaries.

7 Richard LI Tzar-kai was deemed to be interested in 128,600 shares which were held by PineBridge Investments LLC (“PBI LLC") in its
capacity as an investment manager. PBI LLC is an indirect subsidiary of Chiltonlink Limited which is 100% owned by Richard LI Tzar-kai.

8  Eric LI Fook-chuen was the beneficial owner of 4,773,270 shares, and 23,165,719 shares were held by New Jerico Limited. Eric LI Fook-
chuen is the sole director of New Jerico Limited. The only one share in New Jerico Limited is held by The New Elico Trust, of which Eric LI
Fook-chuen is the founder and a discretionary beneficiary. Eric LI Fook-chuen was also deemed to be interested in 9,215,746 shares held
by The Kowloon Dairy Limited of which he is the Chairman and Chief Executive Officer.

9  Stephen Charles LI Kwok-sze was the beneficial owner of 11,950,352 shares, and he was deemed to be interested in 546,631 shares
through the interests of his children under the age of 18. Of the remaining 2,348,450 shares, (i) 2,150,000 shares were held by a
discretionary trust, Settlement of Dr. Simon F. S. LI, of which Stephen Charles LI Kwok-sze, his spouse and his children under the age of
18 were beneficiaries and (ii) 198,450 shares were held by a discretionary trust, Longevity Trust, of which his children under the age of
18 were beneficiaries.

Il. Long positions (in respect of equity derivatives) in underlying shares of the Bank:

Shares options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank
were granted to David LI Kwok-po pursuant to the approved Staff Share Option Schemes. Information in relation
to these shares options during the year ended 31st December, 2012 was shown in the following section under the
heading “Information on Share Options”.

lll. Interests in Hybrid Tier | Capital Instruments:

Allan WONG Chi-yun was the beneficial owner of the following capital instruments®et;

Issuer Type/Class of securities Amount of debentures  No. of shares
The Bank of East Asia, Limited  Subordinated Notes US$7,000,000 -
Innovate Holdings Limited Preference Shares - 7,000
The Bank of East Asia, Limited ~ Substitute Preference Shares (unissued) - 7,000

Note: In November 2009, the Bank issued capital instruments qualifying as hybrid tier 1 capital with a face value of US$500 million. The
capital instruments comprise 8.5% step-up subordinated notes due 2059 issued by the Bank (the “2059 Notes”) stapled with perpetual
non-cumulative step-up preference shares issued by Innovate Holdings Limited, a wholly-owned subsidiary of the Bank (the “Innovate
Preference Shares”). The 2059 Notes and the Innovate Preference Shares are listed as stapled units on the Singapore Stock Exchange.
The Substitute Preference Shares (being perpetual non-cumulative step-up preference shares having a par value of US$1,000 each) are
created, and to be issued by the Bank upon the occurrence of a Substitution Event (as defined in the circular to shareholders of the
Bank dated 11th November, 2009) as one of the terms of the issue of the 2059 Notes and the Innovate Preference Shares.

Save as disclosed above, no other interest or short position in the shares, underlying shares or debentures of the Bank
or any of its associated corporations were recorded in the Register.
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INFORMATION ON SHARE OPTIONS

Information in relation to share options disclosed in accordance with the Listing Rules was as follows:

(1) Movement of share options during the year ended 31st December, 2012:

Number of Share Options

Date of Outstanding Outstanding

Name Grant at 1/1/2012 Granted Exercised Lapsed at 31/12/2012
David LI Kwok-po 10/5/20072 1,100,000 - - 1,100,000 Nil
05/5/2008? 2,200,000 - - - 2,200,000

06/7/20102 2,000,000 - - - 2,000,000

05/5/2011° 666,000 - - - 666,000

05/5/2011° 666,000™ - - - 666,000

05/5/2011° 668,000 - - - 668,000

10/5/2012¢ - 666,000™ - - 666,000

10/5/2012¢ - 666,000™ - - 666,000

10/5/2012¢ - 668,000 - - 668,000

Aggregate of other 10/5/20072 935,000 - - 935,000 Nil
Employees* 05/5/2008? 1,870,000 - - - 1,870,000
05/5/20092 3,515,000 - 595,000¢ - 2,920,000

06/7/20102 3,950,000 - 200,000¢ - 3,750,000

05/5/2011° 1,314,000™ - - - 1,314,000

05/5/2011° 1,314,000™ - - - 1,314,000

05/5/2011° 1,322,000™ - - - 1,322,000

10/5/2012¢ - 1,314,000™ - - 1,314,000

10/5/2012¢ - 1,314,000™ - - 1,314,000

10/5/2012¢ - 1,322,000™ - - 1,322,000

*  Employees working under employment contracts that were regarded as “Continuous Contracts” for the purpose of the Hong Kong
Employment Ordinance.

Notes:

a  Particulars of share options granted in years 2007 to 2010:

Exercise Price Per Share

Date of Grant Vesting Period Exercise Period HK$
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

b Particulars of share options granted in year 2011:

Exercise Price Per Share

Date of Grant Tranche Vesting Period Exercise Period HK$
05/5/2011 T1 05/5/2011 - 04/5/2012 05/5/2012 - 05/5/2017 32.00
05/5/2011 T2 05/5/2011 - 04/5/2013 05/5/2013 - 05/5/2018 32.00
05/5/2011 T3 05/5/2011 - 04/5/2014 05/5/2014 — 05/5/2019 32.00

c  Share options granted in year 2012:

(i) Particulars:

Exercise Price Per Share

Date of Grant Tranche Vesting Period Exercise Period HK$
10/5/2012 T1 10/5/2012 — 09/5/2013 10/5/2013 — 10/5/2018 28.99
10/5/2012 T2 10/5/2012 — 09/5/2014 10/5/2014 - 10/5/2019 28.99
10/5/2012 73 10/5/2012 - 09/5/2015 10/5/2015 - 10/5/2020 28.99

(i) The closing price of the shares of the Bank on 9th May, 2012 (being the business day immediately preceding 10th May, 2012 on
which the options were granted) was HK$28.90.

(iii) Fair value of share options granted during the year ended 31st December, 2012 and the assumptions are set out in Note 39 on the

accounts.
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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
b R2011FEFHIRRHE -
GRITEE
BEFEH ) B FTEE BT
05/5/2011 T1 05/5/2011 - 04/5/2012 05/5/2012 — 05/5/2017 32.00
05/5/2011 2 05/5/2011 - 04/5/2013 05/5/2013 — 05/5/2018 32.00
05/5/2011 73 05/5/2011 — 04/5/2014 05/5/2014 — 05/5/2019 32.00
¢ R2012FRTFHIZIRIE -
() HE
BRITEE
St 5 B FTHEE SBH(T)
10/5/2012 T1 10/5/2012 - 09/5/2013 10/5/2013 - 10/5/2018 28.99
10/5/2012 72 10/5/2012 — 09/5/2014 10/5/2014 - 10/5/2019 28.99
10/5/2012 73 10/5/2012 — 09/5/2015 10/5/2015 — 10/5/2020 28.99

(i) AITER(AE2012F5 A9 H (A120124F 5 F 10 AR :2R#EE A2 5i— A& % H) KT 1E BEK 28.90 7T °
(i) FEELZE 20124 12 A 31 A IEFE AR BRI 2 -TFABIE R R E R AR IEMNT 3 39 -
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d  The annual weighted average (“AWA”") closing price of the shares of the Bank immediately before the date on which the Options were
exercised during the year ended 31st December, 2012:

Exercise Price Per Share AWA Closing Price
Date of Grant No. of Options Exercised HK$ HK$
05/5/2009 595,000 21.25 29.04
06/7/2010 200,000 28.49 29.50

(2) No share options were cancelled during the year ended 31st December, 2012.

(3) The accounting policy adopted for share options is set out in Note 2(q)(iv) on the accounts.

Save as disclosed above, as at 31st December, 2012, none of the Directors or Chief Executive of the Bank or their spouses
or children under 18 years of age were granted or exercised any right to subscribe for any equity or debt securities of the
Bank or any of its associated corporations.

INFORMATION ON SHARE OPTION SCHEME

The following is a summary of the Staff Share Option Scheme 2011 that was adopted on 19th April, 2011 (the “2011
Scheme”) disclosed in accordance with the Listing Rules:

1.

Purpose of the 2011 Scheme:

(@  The 2011 Scheme is a share incentive scheme and is established to recognise and acknowledge the contributions
that eligible persons had made or may make to the Group.

(b)  The 2011 Scheme will provide the eligible persons with an opportunity to have a personal stake in the Bank
with the view to motivating the eligible persons to optimise their performance and efficiency for the benefit of
the Group.

Participants of the 2011 Scheme:

The Board may at its discretion grant options to any employees including Executive Directors and Chief Executive of
the Group.

Total number of shares available for issue under the 2011 Scheme and % of issued share capital at 31st
December, 2012:

The total number of shares available for issue under the 2011 Scheme is 102,251,616 ordinary shares representing
4.59% of the issued share capital at 31st December, 2012.

Maximum entitlement of each participant under the 2011 Scheme:

No options may be granted to any eligible persons, which if exercised in full would result in the total number of shares
issued and to be issued upon exercise of the share options already granted or to be granted to such eligible person
under the 2011 Scheme or any other schemes (which are subject to regulation under Chapter 17 of the Listing Rules)
of the Bank (including exercised, cancelled and outstanding share options) in the 12-month period up to and including
the date of such new grant exceeding 1% of the issued share capital as at the date of such new grant. Any grant of
further options above this limit shall be subject to certain requirements as stipulated in the rules of the 2011 Scheme.

The period within which the shares must be taken up under an option:

Beginning on the vesting date of such options, the date on which such option is vested and becomes exercisable, and
ending on the fifth anniversary of the vesting date thereof, except as provided otherwise in the rules of the 2011 Scheme.

. The minimum period for which an option must be held before it can be exercised:

From the Date of Grant of such options up to the day immediately before the vesting date thereof.
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7. The amount payable on application or acceptance of the option and the period within which payments or
calls must or may be made or loans for such purposes must be paid:

N/A

8. The basis of determining the exercise price:

The exercise price is determined by the Directors and being not less than the highest of:

(a)

(b)

the closing price of the Bank’s ordinary shares in the Stock Exchange’s daily quotations sheet on the date of
grant of the relevant options;

an amount equivalent to the average closing price of the Bank’s ordinary 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 ordinary shares.

9. Vesting of Options:

Save as provided otherwise in the rules of the 2011 Scheme, an option granted under the 2011 Scheme shall be

vested and become exercisable as follows:

(@  not more than one third of the option shall be vested and become exercisable on the first anniversary of the

Date of Grant;

(b)  not more than one third of the option shall be vested and become exercisable on the second anniversary of the

Date of Grant; and

(©)  the remaining balance of the option shall be vested and become exercisable on the third anniversary of the Date

of Grant.

10. The remaining life of the 2011 Scheme:

The Scheme Period will end on 18th April, 2016.

INTERESTS OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

As at 31st December, 2012, the interests and short positions of substantial shareholders and other persons in the shares
and underlying shares of the Bank as recorded in the register required to be kept under section 336 of the SFO (the

“Register”) were as follows:

Long positions in ordinary shares of the Bank:

Name Capacity and nature No. of shares % of issued share capital
CaixaBank, S.A. Beneficial owner 364,746,530' 16.38
Caja de Ahorros y Pensiones de Barcelona Interest of corporation 364,746,530 16.38
Guoco Management Company Limited Beneficial owner 319,232,77223 14.344
Guoco Group Limited Interest of corporation 319,232,772 14.34
Guoline Overseas Limited Interest of corporation 319,232,7722 14.34*
GuolLine Capital Assets Limited Interest of corporation 319,232,772 14.34%
Hong Leong Company (Malaysia) Berhad Interest of corporation 319,232,7722%3 14.34
HL Holdings Sdn Bhd Interest of corporation 319,232,772? 14.34
QUEK Leng Chan Interest of corporation 319,232,7722 14.34
Hong Leong Investment Holdings Pte. Ltd. Interest of corporation 319,232,7723 14.34
Davos Investment Holdings Private Limited Interest of corporation 319,232,7723 14.34
KWEK Leng Kee Interest of corporation 319,232,7723 14.34
Sumitomo Mitsui Banking Corporation Beneficial owner 211,553,938° 9.50
Sumitomo Mitsui Financial Group, Inc. Interest of corporation 211,553,938° 9.50
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Notes:

1

As at 31st December, 2012, Caja de Ahorros y Pensiones de Barcelona held a controlling interest in CaixaBank, S.A. which directly
held the above 364,746,530 shares of the Bank. Caja de Ahorros y Pensiones de Barcelona was deemed to be interested in the above
364,746,530 shares of the Bank.

The references to 319,232,772 shares of the Bank in Notes 2 and 3 relate to the same block of shares. Guoco Management Company
Limited was the beneficial owner of 319,232,772 shares (equivalent to approximately 14.34% of the issued share capital of the Bank at
the time of disclosure pursuant to Part XV of the SFO and 14.33% of the issued share capital of the Bank as at 31st December, 2012).
Hong Leong Company (Malaysia) Berhad was deemed to be interested in the 319,232,772 shares held by Guoco Management Company
Limited by virtue of its 100% interest in GuoLine Capital Assets Limited which owned a 100% interest in GuolLine Overseas Limited.
Guoline Overseas Limited held a 71.52% interest in Guoco Group Limited which in turn owned a 100% interest in Guoco Management
Company Limited. GuolLine Capital Assets Limited, GuoLine Overseas Limited and Guoco Group Limited were all deemed to be interested
in the 319,232,772 shares held by Guoco Management Company Limited.

Quek Leng Chan was deemed to be interested in the 319,232,772 shares held by Guoco Management Company Limited by virtue of his
100% interest in HL Holdings Sdn Bhd (“HLH"). Hong Leong Company (Malaysia) Berhad was 49.27% owned by Quek Leng Chan as to
2.424% under his personal name, 46.534% via HLH which was wholly-owned by him and 0.311% via Newton (L) Limited.

The references to 319,232,772 shares of the Bank in Notes 2 and 3 relate to the same block of shares. Hong Leong Company (Malaysia)
Berhad was 34.69% held by Hong Leong Investment Holdings Pte. Ltd. which was in turn 33.59% held by Davos Investment Holdings
Private Limited. Hong Leong Investment Holdings Pte. Ltd. and Davos Investment Holdings Private Limited were deemed to be interested
in the 319,232,772 shares (equivalent to approximately 14.34% of the issued share capital of the Bank at the time of disclosure pursuant
to Part XV of the SFO and 14.33% of the issued share capital of the Bank as at 31st December, 2012) held by Guoco Management
Company Limited by virtue of their interests in Hong Leong Company (Malaysia) Berhad.

KWEK Leng Kee was deemed to be interested in the 319,232,772 shares held by Guoco Management Company Limited by virtue of his
41.92% interest in Davos Investment Holdings Private Limited.

GuoLine Overseas Limited and GuoLine Capital Assets Limited are wholly-owned subsidiaries of Hong Leong Company (Malaysia) Berhad
and Guoco Management Company Limited is a wholly-owned subsidiary of Guoco Group Limited. With the filing of the substantial
shareholder notices by Hong Leong Company (Malaysia) Berhad and Guoco Group Limited, GuolLine Overseas Limited, GuoLine Capital
Assets Limited and Guoco Management Company Limited do not need to file their respective substantial shareholder notices under the
“wholly-owned group exemption” as provided in the SFO.

Sumitomo Mitsui Financial Group, Inc. owned a 100% interest in Sumitomo Mitsui Banking Corporation which directly held the above
211,553,938 shares of the Bank. Sumitomo Mitsui Financial Group, Inc. was deemed to be interested in the above 211,553,938 shares
of the Bank.

Save as disclosed above, no other interest or short position in the shares or underlying shares of the Bank were recorded
in the Register.

PUBLIC FLOAT

As at the date of this Report, the Bank has maintained the prescribed public float under the Listing Rules, based on the
information that is publicly available to the Bank and within the knowledge of the Directors.

COMPLIANCE

The financial statements for the financial year ended 31st December, 2012 comply fully with the applicable disclosure
provisions of the Banking (Disclosure) Rules.

AUDITORS

A resolution for the re-appointment of KPMG as auditors of the Bank is to be proposed at the forthcoming Annual
General Meeting.

On behalf of the Board
David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 26th February, 2013
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KkPMG

TO THE SHAREHOLDERS OF THE BANK OF EAST ASIA, LIMITED
(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 265, which comprise the consolidated and the Bank’s statements of financial position as at 31st
December 2012, 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.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

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.

AUDITOR’S RESPONSIBILITY

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.

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, 2012 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, 26th February, 2013
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Felhax

For the year ended 31st December, 2012 EZ2012412531H1LFE

Interest income FEWA 4 22,635 20,868
Interest expense FEZH 5 (12,911) (11,605)
Net interest income R BIA 9,724 9,263
Fee and commission income MR & RASWBA 6 4,159 3,813
Fee and commission expense RSB R (780) (763)
Net fee and commission income R E kAeFE 3,379 3,050
Net trading profits RS FEEE 7 765 175
Net result from financial instruments EE ARBEZRIA R

designated at fair value through ANTEESBIAN

profit or loss FRE 8 664 (354)
Net hedging loss HIRE IR TR 9 (15) (5)
Other operating income LS ON 10 592 586
Non-interest income IEFI S A 5,385 3,452
Operating income LI 15,109 12,715
Operating expenses WET 11 (8,725) (7,992)
Operating profit before impairment losses RIBRBEIER 2 E 5T 6,384 4,723
Impairment losses on loans and advances ERRBHRERK 12 (213) (75)
Write back of/(Charge for) impairment BRI B REER LT

losses on held-to-maturity investments (Z8) 30 11 (11)
Impairment losses on available-for-sale

financial assets A ESREERERX (63) (49)
Impairment losses DERIEREEN (265) (135)
Operating profit after impairment losses BIIRRERKE ZEEHF 6,119 4,588
Net profit on sale of available-for-sale HEAREESHEREL

financial assets bl 13 82 59
Net profit on sale of loans and receivables HEER R ERIRE 2 F 5T 35 3
Net profit on sale of subsidiaries/ HENBAR,/ HEARZ

associates Fm A 203 122
Net profit on sale of fixed assets HEEEEE 2 F R T 14 139 140
Valuation gains on properties EfYERR 15, 34 451 404
Share of profits less losses of associates FEMREEE A RLREFREE 536 435
Profit for the year before taxation FEERNBRFADNGF 7,565 5,751
Income tax FisHt 16 (1,411) (1,300)
Profit for the year after taxation FE AR &R 6,154 4,451
Attributable to: AEBR

Owners of the parent REBRER 6,056 4,358

Non-controlling interests FEERRRE RS 42 98 93
Profit after taxation BBt s Al 6,154 4,451

Basic
Diluted

HA

19
19

2.72
2.72

1.96
1.96

The notes on pages 126 to 265 form part of these accounts. Details of dividends — #126Z2658 Z it BAKRIE L —#5H - GHE
payable to equity shareholders of the Bank attributable to the profit for the year are set  FE MM B FARITREFREZ FEE #FHR
out in Note 18. MizE18
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
SEEREBRE

For the year ended 31st December, 2012 EZE2012412H31H 1L FZE

Net Profit % Al 6,154 4,451
Other comprehensive income for the year
(after taxation and reclassification FRHE 2 E M (ERF R
adjustments): DERAER) -
Premises: opi
— unrealised surplus on revaluation of - BfRTHLFTE AR
premises AEFRAH 41(c) - 16
~ deferred taxes - ERERIE 41(Q) 1 3
- exchange differences -EXES 41() 1 ®3)
Available-for-sale investment revaluation
reserve: A EREMEGHRE
— fair value changes recognised - A/ (EE)RE
to/(from) equity ERN AT EEED 41(h) 1,121 (326)
— fair value changes reclassified from/(to) -8a /E@AREERN
income statement: RTEEZS:
— on impairment and amortisation RAEYE: i 41(h) 928 55
- on disposal -HE 41(h) (113) 5
— deferred taxes - REFIE 41(h) (120) 35
— exchange differences -EXESE 41(h) (1 -
Share of changes in equity of associates FE(RESE A R SR EE) 410) 4 7
Exchange differences on other reserves HinHBMEENEL =8 41(d) 15 82
Exchange differences on translation of: A EEEMER 25
— accounts of overseas branches, - BIDTT - HBRREIR
subsidiaries and associates NG [ 3 41(1) 379 452
Other comprehensive income E 2 E e 1,385 326
Total comprehensive income PHEREEE 7,539 4,777
Total comprehensive income
attributable to: SHNREHEAIRER
Owners of the parent AEERR 7.441 4,684
Non-controlling interests FEERR 2 98 93
7,539 4,777

The notes on pages 126 to 265 form part of these accounts.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
HREMBRAE

As at 31st December, 2012 2012% 128318

ASSETS BE
Cash and balances with banks and B RERITMEA

other financial institutions SREIENET 23 85,512 71,761
Placements with banks and TEIRTT R H b & B iE R

other financial institutions TR 24 50,618 58,598
Trade bills B8 25 55,740 46,891
Trading assets RHBBEE 26 7,338 5,600
Financial assets designated at fair value EE RBBER AR

through profit or loss ATEENEREE 27 15,169 16,663
Advances to customers and other accounts B Kk H i BR1E 28 387,273 341,341
Available-for-sale financial assets AHHESREE 29 64,731 44,910
Held-to-maturity investments BEEERE 30 4,320 4,587
Investments in associates BN RIRE 32 4,677 3,820
Fixed assets EEBE 34 12,552 12,639

~ Investment properties -REME 3,100 2,940

— Other property and equipment - H s KR 9,452 9,699
Goodwill and intangible assets EEREVEE 33 4,041 4,215
Deferred tax assets EEFIEEE 36(b) 143 377
Total Assets BEESR 692,114 611,402
EQUITY AND LIABILITIES IR R B
Deposits and balances of banks and RITREM S BIEDN

other financial institutions FRRk A 30,597 15,923
Deposits from customers BEER 498,770 467,354
Trading liabilities RHAZEE 37() 3,827 4,548
Certificates of deposit issued BRITERE 27,370 11,483

— At fair value through profit or loss - BBERURBATEE 6,095 5,272

- At amortised cost — SRR 21,275 6,211
Current taxation ARHARETE 36(a) 988 473
Debt securities issued BRITERES 8,657 6,393

— At fair value through profit or loss - BBEEURBATFEE 698 -

- At amortised cost — BEERCR 7,959 6,393
Deferred tax liabilities EERERE 36(b) 626 461
Other accounts and provisions o fRIE ] 37(b) 45,377 35,982
Loan capital BEER 38 14,263 16,741

— At fair value through profit or loss - BREEURBATER - 3,178

- At amortised cost - B AR 14,263 13,563
Total Liabilities B &R 630,475 559,358
Share capital P& 40 5,568 5,190
Reserves @i 41 51,585 42,426
Total equity attributable to owners of the

parent BRENAEER R 57,153 47,616
Non-controlling interests FEERR a2 4,486 4,428
Total Equity MR 61,639 52,044
Total Equity and Liabilities IR kB ERR 692,114 611,402

Approved and authorised for issue by the Board of Directors on 26th February, 2013.

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 265 form part of these accounts.
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STATEMENT OF FINANCIAL POSITION

M35k &

As at 31st December, 2012 2012% 128318

ASSETS BE
Cash and balances with banks and B & RIERITHEAD

other financial institutions SRBENET 23 19,756 22,570
Placements with banks and TEIRTT RE A & BHEH

other financial institutions T3 24 19,335 33,370
Trade bills BIEE 25 47,931 35,876
Trading assets RHBBEE 26 3,993 4,159
Financial assets designated at fair value EERBIBER AR

through profit or loss REEENSREE 27 14,870 16,453
Advances to customers and other accounts PR K EERTE 28 228,226 203,593
Amounts due from subsidiaries NG G 35 15,566 11,498
Available-for-sale financial assets AHEESREE 29 45,016 28,629
Held-to-maturity investments REIHEE 30 3,219 2,880
Investments in subsidiaries MEAREE 31 13,958 13,754
Investments in associates B NERE 32 2,565 2,466
Fixed assets ETEEE 34 6,836 6,878

— Investment properties - REME 2,428 2,433

— Other property and equipment - B R 4,408 4,445
Goodwill and intangible assets EERENEE 33 1,460 1,460
Deferred tax assets EERIEEE 36(b) 130 153
Total Assets BEBTE 422,861 383,739
EQUITY AND LIABILITIES PRz Rk A G
Deposits and balances of banks and AT RE M @ S

other financial institutions TR 10,607 10,064
Deposits from customers REER 306,653 290,445
Trading liabilities RHBRAE 37() 3,080 3,827
Certificates of deposit issued BRITERE 29,570 13,683

— At fair value through profit or loss - BBEEUARBRATEE 6,095 5,272

— At amortised cost — BEGER R 23,475 8,411
Amounts due to subsidiaries RIBRRIZIA 35 3,105 2,416
Current taxation REARETE 36(a) 872 297
Debt securities issued BETEBES 1,200 241

— At fair value through profit or loss - BRERARMATEE 698 -

— At amortised cost - B 502 241
Deferred tax liabilities EEHIEEE 36(b) 600 454
Other accounts and provisions HAARIE R % 37(b) 7,033 6,221
Loan capital BEEER 38 18,673 20,766

— At fair value through profit or loss - BBEEARBRATEE 4,410 7,203

— At amortised cost — BEGERK AR 14,263 13,563
Total Liabilities BiREE 381,393 348,414
Share capital AR 40 5,568 5,190
Reserves & 41 35,900 30,135
Total equity attributable to owners of the Bank 5387877 % SR 2 405 41,468 35,325
Total Equity and Liabilities B & B BB 422,861 383,739

Approved and authorised for issue by the Board of Directors on 26th February, 2013.

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 265 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
HeEREBR

For the year ended 31st December, 2012 EZ2012412531H1LFE

At 1st January, 2012 20121518 5,190 12,037 140 2,390 21 1,032 86 13,744 2,202 10,768 47,616 4428 52,044
Changesinequiy ~ HE&%E
Profit for the year AR - - - - - - - - - 6,056 6,056 9% 6,154
Other comprehensive

income Az EdE - - - 379 985 2 - - 19 - 1,385 - 1,385

Total comprehensive
income 2ENEEE - - - 379 985 2 B = 19 6,056 744 98 7,539

Shares issued in lieu

of dividend IRREETNRA 97 1,002 - - - - - - - - 1,099 - 1,099
Subscription of
new shares Bt m 3022 - - - - - - - - 3301 - 3301

Shares issued under
Staff Share Option  E5/ES 23t

Schemes EfmRiA 2 16 - - - - - - - - 18 - 18
Equity settled share- - JARAZRMER S

based transaction 225 - - 2 - - - - - - - 2 - 2
Transfer a5 - 6 (27) - - (58) 8 7 390 (485) 47 a -
Dividends declared

or approved EERBERS

during the year BERERS - - - - - - - - - (2293) (2293) (68) (2.361)

Reversal due to
disposal of RtE-HHEAR

asubsidiary R - - - - - - U] - - - @ - (C]
Exchange adjustments [E 355 - - - - - - - - - - - (19) (19
At 315t December,
2012 R2012612A318 5,568 16,083 135 2,769 1,012 976 130 13823 2611 14,046 57,153 4,486 61,639
*  Other reserves include statutory reserve and other reserves. * HBMEREEIEAT R EREMEE -

The notes on pages 126 to 265 form part of these accounts. F1262265H 2 MisFBAKRE 2 — 25 °
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)
ReEREHXR(E)

For the year ended 31st December, 2011  ZEZ2011412H531H 1L FZE

At 1st January, 2011 #2011%1B18

- As previously
reported - AR 5105 9,331 165 1,938 258 1,023 8 15453 2,043 8841 44243 4400 48,643
- Reclassification
fomgeneral - —KEHEN
resenetoshare  HEZERH

premium afE - 2,181 - - - - - (2,181) - - - - -
- As restated -E# 5,105 11512 165 1,938 258 1,023 86 13212 2,043 8,841 44283 4400 48643
Changesinequiy ~ EZEE)
Profitfor the year AR = = - - - - - - - 4358 4358 %3 4451
Other comprehensive
income 2 AN = = = 452 (231) 16 = = 89 - 326 - 326

Total comprehensive
income 2EkEEE - = = 452 (231) 16 = = 89 4,358 4,684 93 4171

Shares isstied in lieu

of dhidend WRK ST 7 416 - - - - - “ - - 934 - 934
Shares isstied under

Staff Share Option 1R E 8 2R3 EI%S

Schemes Bk 8 85 - - - - - - - - 93 - 3
Equity settled share-  BARA AR {ER(

based transaction 225 - - 2 - - - - - - - 20 - 2
Transfer & - 2% (45) - - [0 - 31 70 73) - - -
Dividends declared

or approved ERNEEFIRER

during the year RS = - - - - - - - - (2358) (2358) (61) (2419
Purchase of interests

in businesses from

non-controllng 3R REREEE

interests investors  BABEER - - - - - - - - - - - 2 2
Exchange adjustments [ 3 5% - - - - - - - - - - - ) (6)
At 315t December,

2011 R011E12831H 5190 12,037 140 2,390 21 1,032 86 13,744 2202 10,768 47616 4428 52,044

*  Other reserves include statutory reserve and other reserves. * ARG EEAEREREMERE -

The notes on pages 126 to 265 form part of these accounts. E1262265H 2T BARIE 2 —#5
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CONSOLIDATED CASH FLOW STATEMENT

maEh&

Mz =
i &

&

For the year ended 31st December, 2012 EZ2012412531H1LFE

OPERATING ACTIVITIES REERTED
Profit for the year before taxation FERBRFEADGF 7,565 5,751
Adjustments for: A
Charge for impairment losses on
loans and advances SR RBTRERR X H 12 213 75
Charge for impairment allowances on held-  ##ZZ[ERE - Al H &
to-maturity investments, available-for-sale SREEMBERRN
financial assets and associates HEEEZ 52 60
Share of profits less losses of associates FE(GE & A Rl E R (536) (435)
Net profit on sale of available-for-sale HEAHHESREE
financial assets Fim A (82) (59)
Net profit on sale of subsidiaries and HENE AR K& AR
associates Fm A (203) 122)
Net profit on sale of fixed assets HEEEEE 2 FmA (139) (140)
Interest expense on loan capital and BETEEERR
certificates of deposit FEREMESZH 1,534 978
Depreciation on fixed assets EEEERE 11,34 657 636
Dividend income from available-for-sale
financial assets AHEESRHEERSIA (42) (89)
Amortisation of intangible assets B E R 11 33 33
Amortisation of premium/discount on
certificates of deposit and loan capital BERIEAEREEELRN
issued w8/ gy 110 60
Revaluation losses on certificates of deposit ~ EfhE /T FEAENR D Z1T1E
and loan capital issued EENER 298 711
Valuation gains on investment properties EMIREMERT 34 (454) (404)
Revaluation loss on bank premises SfhfTHEE 3 -
Equity-settled share-based payment expenses  SAR% (7 A EREES (& B 22 20
OPERATING PROFIT BEFORE CHANGES IN
WORKING CAPITAL EEES BB AINKERR 9,031 7,075
(Increase)/decrease in operating assets: B EE) /R
Cash and balances with banks with original ~ RZNHARR &3 A A LRI &
maturity beyond three months REMBITERNET (811) (10,076)
Placements with banks and
other financial institutions with RASERRR A 31E A LA L&Y
original maturity beyond three months SBITNEM S BMEEER 8,715 (25,165)
Trade bills BHER (8,849) (28,353)
Trading assets RHBBEE (1,738) 245
Financial assets designated at fair value e ABBERIARRAT
through profit or loss BENSRAE 1,494 (471)
Advances to customers EYSE P (40,074) (18,383)
Advances to banks and
other financial institutions RITREM S BEERR 47 1,127
Held-to-maturity debt securities BERIHESES 379 1,276
Available-for-sale financial assets AL ESHEE (12,256) 259
Other accounts and accrued interest HAhARIE R eI (10,578) (4,364)
Increase/(decrease) in operating liabilities: REEEE /()R
Deposits and balances of banks and RITREAM S BB FERR
other financial institutions FRER 14,715 5,929
Deposits from customers BEEEN 35,710 47,521
Trading liabilities RHAREE (607) 1,447
Other accounts and provisions HiREREE 9,382 7,296
Exchange adjustments 0 5 368 619
NET CASH INFLOW/(OUTFLOW) REFHREFA,
FROM OPERATIONS (i) 7348 4,928 (14,018)
Income tax paid BRFEH
Hong Kong profits tax paid BERNEENEH (50) (69)
Outside Hong Kong profits tax paid EENFIET (746) (817)
NET CASH GENERATED FROM/(USED IN) RH (BAR)RE£KE8 >
OPERATING ACTIVITIES REFH 4,132 (14,904)

The notes on pages 126 to 265 form part of these accounts.
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CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)
LeRanak(E)

For the year ended 31st December, 2012 EZE2012412H31H 1L FZE

INVESTING ACTIVITIES REEE
Dividends received from associates I ERE AN RIS 140 117
Dividends received from available-for-sale
equity securities WER R E IR H RS 42 89
Purchase of equity securities BARNES (777) (606)
Proceeds from sale of equity securities HERR BHAEREA 745 988
Purchase of fixed assets BABRTEE 34 (436) (577)
Purchase of investment properties BAREYE (38) 8)
Proceeds from disposal of fixed assets HEBTEEEMSRIEA 505 519
(Purchase)/disposal of shareholding
in associates (BA)/LEmENelER (99) 116
Purchase of subsidiaries EANBAR 46(a) (11) (75)
HE BN R
Proceeds from sale of interest in a subsidiary 5 e 46(b) 584 =
Purchase of interests in business from RFEERERIREE
non-controlling interests investors BAREES - 2
NET CASH GENERATED FROM
| INVESTING ACTIVITIES ) RERAER-REF®E 65 565
FINANCING ACTIVITIES METH
Ordinary dividends paid F LR E (932) (1,157)
Distribution to Hybrid Tier 1 issue EETRE—HKEARTA
holders BEA (331) (328)
Issue of ordinary share capital BITE R 40 18 93
Subscription of new shares REEETR 3,301 -
Issue of certificates of deposit BITERE 40,875 19,380
Issue of debt securities BITERER 4,910 6,148
Issue of loan capital BITEEENR 5,066 3,867
Redemption of certificates of deposit issued ~ B&[EI B #1717 5075 (25,070) (13,608)
Redemption of debt securities issued FE Bl B B A TR R5 (2,710) (4,929
Redemption of loan capital BREZTEEER (7,920) (449)
Interest paid on loan capital TRHEEERFE (768) (572)
Interest paid on certificates of deposit issued S B BITEREF A (324) (129)
Interest paid on debt securities issued IRBETEBESFE (345) (162)
NET CASH GENERATED FROM
| FINANCING ACTIVITIES ) FEmMAEB-REF®E 15770 8,154
NET INCREASE/(DECREASE) IN CASH RERERFLERFE/
AND CASH EQUIVALENTS (Rl & 20,557 (6,185)
CASH AND CASH EQUIVALENTS
AT 1ST JANUARY MA1AZBEERERREER 46(c) 79,181 85,366
CASH AND CASH EQUIVALENTS R12A31A 28R
AT 31ST DECEMBER ZRELEE 46(c) 99,738 79,181
Cash flows from operating REEEXEEEN
activities included: RengeE
Interest received FBHA 23,083 19,938
Interest paid X 12,896 9,718
Dividend received sUON 74 129

The notes on pages 126 to 265 form part of these accounts.
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(a)

(b)
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. PRINCIPAL ACTIVITIES FE 7%

The Bank and its subsidiaries (the “Group”) are engaged in the provision of
banking and related financial services, and business, corporate and investor
services.

SIGNIFICANT ACCOUNTING POLICIES EE=+EE

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, 2012 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.

(a)

(b)

FIREMBRAR([AREDNEEELR
RERTEEENSBRY - URES - &
ERIREER -

HEEsIES
ARBTRREB G ASBMAEER
EKEEFBREER) - HBEE FEER
ERAKKEEVBREER) (BEFE
ADkRE  BE-RREANSHRAIRES
CRRMEDDMARSL - ARETFEC(E BB A
RBAAERARESF ETRANDERBHBRER
E o AEERMN T ES BRI

BRGNS ERMETENIE REERTH
(BRMBMELR) - YNAFEAEE R
AITEVE A H B R AR AT AR R AR © B
AR B IR E MRS 5| AR F R
BHWEH  MZEFEHIBBELLES
AT 7 R A & X F & ETHRORRIA -

IRIEmBEAE
HE2012F12A31B LFERNERERIEAS
[CIPNE=9i L YN e £

BUATEERBERADFEAETIRIN K
FRERNRERASEREREE - BUHE
BN T I G

— DBEEXZAE - BERBEZARKR
AFEERAIHBENSRTA(E
2(M(i)) + R

— BREBZEELRE2NI)

B(EBRBRERA )2 BR - ERHEKREA
B BIREAEAE A RBRRENTE
BRERLEENAE REAELHZE2
BewE - ARG RBRRIVREREBRT
AAREMERE  REBEZERREMEA
= (FHFIBT AR R AL E R TR O &
EREENKREE - BRARAELEH
FHAEMER -
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The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the estimate
is revised if the revision affects only that period, or in the period of the revision and
future periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRSs that
have significant effect on the accounts and major sources of estimation uncertainty
are discussed in Note 52.

Basis of Consolidation

These consolidated accounts cover the consolidated position of the Bank and all
subsidiaries unless otherwise stated and the Group’s interest in associates. For
information required to be reported in accordance with the Banking (Disclosures)
Rules, the basis of consolidation is set out in the Notes (1) and (2) in the Unaudited
Supplementary Financial Information.

(i) 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 Bank,
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.

(©

REW|RITBEMRADA | 2012 F 5 | 127

BRI RBRAFERS - BEFTRYE
ZIEFTH - AR MERINZEFT PR
R RMRETHEARARAREETH - Al
RERTH R AR R G5 HIREER -

RS2 ERECHREERYKRARE
A ENCEBMBREERDATIENFAH
B e TERBAMERT MV E B R -

meRE

N RRBAERBRATREMENB AR (B
SNRALSN) R AR B PTG B & A ) 2 MRS A AR
BRI o RIBCRITR (KR ) R AP ERE
BB RGNS EEEEREER
TR S ERI T R M EQ)513 -

(i) MEBRRRIEERER
NRARBEREATREMEHNE AR
HESBBEEE 2128318 LWEEHE -
WEBARAAEEAMEHZEE - EX
SEBEATHZEROI G REETR
RE TR 5 - 4% AR BESL o FERTAE
IR - MW AT TR B
BETEER -

MEARZRAEREHNEENAREE
HIERY A LR RIBARRTHE - £/F
BRARIAR  SEZRNEBRRR S
RAEMEEEzBRZMELNRER
BRI - RABRAMER -
B MR GAEENARER BRI
BiREHE - BRERNARERMEZR -

RS (AEBAl D8R ]) R
mEAERRBEL TEBRANTZHE
RAMER A - RAKE W AREZE
BEBEEHEKMNBE  RSAEE
ERITHRSESELTASRAERE
BHEERT - RE—EBAHME -
REE R ER A T EESEE LIS
NRIR R PR FE R PART B IR -

FFERERTERAUBIRRARRARE R
REZEHRANBRERIR - BHE
IRBRASEBRRERSH - FFER
BRGAREZEE  ERakERA
UDBFREN 2R - MEEE
2HBRRUNSEFE2AKREE
TIRER R E R A R BN AR ERR
R 2 A FR



128

2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) * E=Z5TBUEE @)

(i)
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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 vale 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)).

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 unless it is classified as held-for-sale, 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.

(if)
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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)).

(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 end of the reporting period. 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.

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 end of the reporting
period. 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.
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(e)

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.

Revenue Recognition

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

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

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

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

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

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

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

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

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

Financial Instruments

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

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

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

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

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

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

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

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

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

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

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

Loans and receivables

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

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)).
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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)).

If, as a result of a change in intention or ability, it is no longer appropriate to
classify an investment as held-to-maturity, it shall be reclassified as available-
for-sale and remeasured at fair value.

Available-for-sale financial assets

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

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

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

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

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 end of the reporting period without any deduction for estimated future
selling costs.
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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 end of the reporting period applicable for an instrument
with similar terms and conditions. Where other pricing models are used, inputs
are based on market data at the end of the reporting period.

Derecognition

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

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

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

Offsetting

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

Embedded derivatives

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

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.

(iv

(vi

)

IRE RBATBHNHZRER B EREAER
ARGINTISHRE - LR RS
BRGSEBRIRFGMEBENSHTAR
B XEzmBENER Kt TANR
FEERGEEREAGE  MzEHERR
ARBERMISR SRR EN [ E
1%

ERAARSAMBERERERN - EFHER
RenmE R ENEMAT RERBHEL
R ERERE PR B ERRERIEX
TAMTIHHE - BRAEMERKRK
B BAZEEEREHEARBNTS
BRER -

IR
ENCREEESRSRNETENE
MR E S B KRR K B R A R B 4
Big  NEBRIEERSBEE -

BEAONEBCRET  BURSEW -
AEERIERSRAE -

AR BRI A AR E T AR LR
B A WS R RN 2 BIR AN MNE

Be

i

WMELEE RN EIEER S B RATEIAR
BEE IIAKEFEENEEAER
CRMEENERMBEEREE  MaR
IR R ALAFRRTIR ©

BMAPTETA

BRAMTETABR —EREA(HAE)AT
Em@ERE D 2 TEABREITETAR
—EEK TAHEZESATANR
e EERABRU-RBUNITAET
H o HE(a)Z I APTAE T AR R
RSN IFZZHRED © R(b)E
BHEB)ATRAFRAFEEFER
MTETABEIENDRLEITETR
N

ERATETERDOFERE - TAKR
& DRGSR o



(9) Hedging

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

(i) 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, or the foreign currency risk of a committed future
transaction, the effective part of any gain or loss on remeasurement of
the derivative financial instrument to fair value is recognised in other
comprehensive income and accumulated separately in equity in the hedging
reserve. The ineffective portion of any gain or loss is recognised immediately in
the income statement.

When a hedging instrument expires or is sold, or when a hedge no longer
meets the criteria for hedge accounting, the cumulative gain or loss at that
point remains in equity until the transaction occurs and is recognised in the
income statement. If the hedged transaction is no longer expected to take
place, the cumulative unrealised gain or loss is reclassified from equity to the
income statement immediately.

(ii) Fair value hedge
A fair value hedge seeks to offset risks of changes in the fair value of
recognised 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.

When a hedging instrument expires or is sold, terminated or exercised, the
hedge no longer meets the criteria for hedge accounting, or the Group revokes
designation of the hedge relationship, any adjustment up to that point, to a
hedged item for which the effective interest method is used, is amortised to
the income statement as part of the recalculated effective interest rate of the
item over its remaining life.
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(i) Hedge effectiveness testing

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

The documentation of each hedge relationship sets out how the effectiveness
of the hedge is assessed. The method which the Group adopts for assessing
hedge effectiveness will depend on its risk management strategy.

For fair value hedge relationships, the Group utilises the cumulative dollar
offset method or regressive analysis as effectiveness testing methodologies. For
cash flow hedge relationship, the Group utilises the change in variable cash
flow method or the cumulative dollar offset method using the hypothetical
derivative approach.

For prospective effectiveness, the hedging instrument must be expected to
be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk during the period for which the hedge is
designated. For actual effectiveness, the changes in fair value or cash flows
must offset each other in the range of 80 per cent to 125 per cent for the
hedge to be deemed effective.

(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.

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 end of the reporting period.

mnﬁﬁ@mﬂﬁ

REREHMEE  AEBRMEEITH
BRI : R PEET IR A
AR - BREBKES - PR
SEETEPRB AR - AIAERE
e
BRSEI R 2 X BB RS

R o REBIERM 2 EPRAET
% RIZBELE BB E IR KR ME

HNXFEESTEE  AEERBR
FHEERHEERBRBARZ T - ¥
RS REH THEE  AEESHHR
ERENEBFEIPEANRIEETER
& RAERERITATALN - ERZRF
EEEHEIH -

I HAME - ¥R TRV ERTER
AEETEHREERA - femEABUIE
HERREB T AT EEKBEREZE
B RERBAMmME - AFEEKRE
e S BIEIHTEES0% = 125% % [E
THWRBER

(h) ¥

(i)

T RIBRAREZ2RIBL EETE
TEHEIfS(E - RFR REHTE IR ERE
(P EE2(k)) RN EF AR R R 518

EEMHEHBEEER  RRERIHENS
2 RRNBBUEREGBERTIE R
FATUEERENES  EEHEE
BRE - FARGRANS BT EB
PATE R S AERTTHE BRI R 86
BEHE -

ERHILEREAER  ARAURAEES
FHEIAE R E B EEHERDE 165K
(% - BE KREIF0ARMEME
BIER - BITUE R ERERERBE

(EEATEE -



(ii)

(iii)

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().

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 related to
the bank premises disposed is transferred to the general reserve.

(i) Amortisation and Depreciation

@

Bank premises

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

Investment properties are not depreciated.

(ii)

(iii)

REI|RITBEMRADA | 2012 F 5, | 137

BEMERTE BIERBES Kk E
REEH _EERNYE - REVER
REEETIR - REVFRBINRIBLIG
BARIBHEMGE  ZRAHBEER
A EEER R EEYENAENE
MAEEHER - AT EERBRENE
BREERE—EEEIR—BER
TERLBRIBRENERLT - REAE
B~ RRIENMLEEERIER TES R
BRMEERTFRHNMEFE®R - HE
WARFF AR - 1238 - R - RE
B ] BEE A O (T B R SBIA -

BATEERTEEHBRERSE
AR « RAMEASIR AR )P

W -

RN ()FAEL - E—RMERERR
KBMABEREMERE - ZWENE
REAMEEESRENFEEZ ZR/RME
TTHEE A -

m—REMEELEER  ZWEESEH
DEEABITH - REFHBEBENRFEE
BIEBBRIEGTRBHAAE

AEBNGERETABERERSK
A BEAREER - EERNYEERD
BAKAEME - WEULEHET AR
BMEERRATEER HEx
R R 2()FTELARR -

AT A TSR D 1B 2R A 8
BB A AR F A A
7 H S RS R I - (EfTA B
2 F (AT HE BB R4 1T L B
BB — RGP -

() BERIFE

(i)

T4k

%R%T&*Ziﬁﬂ'%%ﬁﬁ RER &R
EMESETH  MERAFEERTER
HAERNREEFEZRENNRF
BEIFHFE  AEESEREREA
iR - ME TN ERXRBAERRE T
B o REYORARGEAEREER
HIBEHE 6 [R50 4F S H BE &% + 1 R B
AEHMEFOBEHRAEE -

REMERTTIE -



138

The Bank of East Asia, Limited | Annual Report 2012

2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) * E=Z5TBUEE @)

)

(k)

(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 than (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)).

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.

Expenditure on internally generated goodwill and brands is recognised as an
expense in the period in which it is incurred.

Impairment of Assets

At each end of the reporting period, 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.

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

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

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

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

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

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.

Loans and receivables with renegotiated terms are loans that have been
restructured due to deterioration in the borrower’s financial position and
where the Group has made concessions that it would not otherwise consider.
Renegotiated loans and receivables are subject to ongoing monitoring to
determine whether they remain impaired or past due.
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(i) Held-to-maturity investments

(iii

=

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

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

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

Available-for-sale financial assets

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

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

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

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

Internal and external sources of information are reviewed at each end of
the reporting period 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 goodwiill is not reversed.

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

Reversals of impairment losses are credited to the income statement in the
year in which the reversals are recognised.
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(v) Interim financial reporting and impairment

Under the Rules Governing the Listing of Securities on the Stock Exchange
of Hong Kong Limited, the Group is required to prepare an interim financial
report in compliance with HKAS 34, Interim financial reporting, in respect of
the first six months of the year. At the end of the interim period, the Group
applies the same impairment testing, recognition, and reversal criteria as it
would at the end of the year (Note 2(k)(i) to (iv)).

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

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

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

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

0

(ii)

(iii

Assets held under finance leases

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

Assets held for use in operating leases

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

Operating lease charges

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

(v)

M SRS RORE
RE(EEBARIMERAR LR
Al REBBRE BT EANE345
(BB IRE RAEERFEE6E AN
THMBRE - RPBHR - AREKR
RERFRMREAR - #R - RED
RAE(BEE2(K)()ZE V) ©

REE - AIHEERNESRERED
P10 78 55 P R w2 50 7R A A ) 0 ORU (B4R
K TRAEERKRBEED - sLE/RD
ZRERERZTHHRMEH 2 FE
fERHEMZMERRE TS HA - I8
RZ2BER)  HUIER T IR
Bl - Eit - A E R EFE R
BEESFHTHRE - stz EMmE
I HARIE N - BN SER AR
U R I FE U aR R IR

() HEEE
HATE AR A @A R ERIER K
FBr A ERET ARARE - MBALK
RN RR &R & ERE
RIGEHE -

(i)

(iii)

UREREBANEE
EATTARELEAR  RREMEEM
HHEENKREFE  DEKESEHE
AN - ERBAHRRINER P
B - RERAEENRAGREARTT
EV AR R MY R 2(e) kAT & -

REREHENEE
EAKENKEHESABHEE %
BERBEEGREBEEMHEAREA -
Rz bt aE2() A (anE A & ) AR B a4
ESBORFTEITE - BEBRKERE
SRHREM 2B E - RELER
EH A RARRASTT B9 4R A FE R BRI
F2(e)FEEHE -

KeEHEER
EASEERALLEHEEEE  KIFFH
EARRENBENGERZELE
HEEERSHANER - HEEMK
BZAEMMRENS T FRASES
R AKRREK - KEHREBHRMS RN
AEE R R T R REEFN
REAKTD - REESHEEELENE
SRR ER R Y o



(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 end of the reporting period,
and any adjustment to tax payable in respect of previous years.

(iii

=

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

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

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 end of the
reporting period and is reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the related tax benefit to be
utilised. Any such reduction is reversed to the extent that it becomes probable
that sufficient taxable profit will be available.

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

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

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

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

- the same taxable entity; or

— different taxable entities, which in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or realise and settle
simultaneously.
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(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 end of the reporting period 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 end of the reporting period and to meet expenses on claims
incurred but not reported at the end of the reporting period.

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

(p) Provisions and Contingent Liabilities

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

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

(q) Employee Benefits

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

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.
(i) Performance-related bonus plan
Liabilities for performance-related bonus plan, which are due wholly within
twelve months after the end of the reporting period, are recognised when
the Group has a present legal or constructive obligation as a result of services
rendered by employees and a reliable estimate of the obligation can be made.
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(iii) Retirement benefits

(iv

=

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

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

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

Share based payments

The option exercise price is equal to the higher of:
(@) the closing price of the Bank's shares in the Stock Exchange’s daily
quotation sheet on the date of grant of the relevant options;

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

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

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

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

(iii) R ARAEF

(iv
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The equity amount is recognised in capital reserve until either the option is
exercised (when it is transferred to share premium) or the option expires (when
it is released directly to retained profits).

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

(s)

(a)

A person, or a close member of that person’s family, is related to the Group if
that person:

(i) has control or joint control over the Group;

(ii) has significant influence over the Group; or

(iii) is @ member of the key management personnel of the Group or the
Group's parent.

An entity is related to the Group if any of the following conditions applies:

@

The entity and the Group are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the other entity (or an associate
or joint venture of a member of a Group of which the other entity is a
member).

(iii) Both entities are joint venture of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an
associate of the third entity.

(v) The entity is a post-employment benefit plan for the benefit of employees
of either the Group or an entity related to the Group.

(vi) The entity is controlled or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of
the entity).

Close members of the family of a person are those family members who may be
expected to influence, or be influenced by, that person 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.
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(t)

(u)

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.

Deposits, Debt Securities Issued and Subordinated Liabilities
Deposits, debt securities issued and subordinated liabilities are the Group’s sources
of debt funding.

The Group classifies capital instruments as financial liabilities or equity instruments
in accordance with the substance of the contractual terms of the instruments.
The Group's redeemable preference shares bear non-discretionary coupons and
are redeemable by the holder, and are therefore included within subordinated
liabilities.

Subsequent to initial recognition deposits, debt securities issued and subordinated
liabilities are measured at their amortised cost using the effective interest method,
except where the Group designates liabilities at fair value through profit or loss.

. CHANGES IN ACCOUNTING POLICIES &5t = &

The HKICPA has issued several amendments to HKFRSs that are first effective for
the current accounting period of the Group and the Bank. Of these, the following
developments are relevant to the Group’s accounts:

— Amendments to HKFRS 7, Financial instruments: Disclosures — transfers of
financial assets

The Group has not applied any new standard or interpretation that is not yet
effective for the current accounting period. The impact of the above developments
is as follows:

Amendments to HKFRS 7, Financial instruments: Disclosures

The amendments to HKFRS 7 require certain disclosures to be included in the
annual financial statements in respect of all transferred financial assets that are not
derecognized and for any continuing involvement in a transferred asset existing at
the reporting date, irrespective of when the related transfer transaction occurred.
However, an entity needs not to provide the disclosures for the comparative period
in the first year of adoption.
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4. INTEREST INCOME FIE UK A

ARIERE ()

NRRRHER KA EHERD

Listed securities classified as held-to-maturity or

available-for-sale FHES 464 388
Trading assets RIABEE

— listed i) 18 27

— unlisted -J¥Em 218 73
Interest rate swaps F =g G4 1,576 3,327
Financial assets designated at fair value through EERBREEARMATEESRH

profit or loss AE

— listed -Fm 433 473

— unlisted -J¥Em 220 229
Loans, deposits with banks and financial institutions, — JEIZ iR 18 %5 A R Bk A FE{EFIERA)

trade bills, and other unlisted securities that are not &7k « fESRITAE fth & BB )

at fair value through profit or loss T BHEE - REMIEETES 19,706 16,351
Total interest income F U A B R 22,635 20,868

Included above is interest income accrued on impaired financial assets of HK$85
million (2011: HK$62 million) which includes interest income on unwinding of
discount on loan impairment losses of HK$20 million (2011: HK$17 million) (Note
28(b)) for the year ended 31st December, 2012.

. INTEREST EXPENSE F| 2% H

L EBEEE2012F12A31 8 LFERES
b ) FE 5T IS4 #5.85,000,000 7T (2011
£+ #%62,000,0007T) © HRBIERKER
BB E K 2 Hr a9 FIE K A% 20,000,000
7L (2011 4 : 7 ¥ 17,000,000 7T ) ( B 3
28(b)) °

Customer deposits, deposits of banks and other
financial institutions and certificates of deposit

REHRATIROZPEH - RITR

issued which are stated at amortised cost Hith BB R TR R B BITF0E 9,754 7,225
Debt securities issued BETEEESR 360 209
Subordinated notes carried at amortised cost REER AT RN R ESRE 730 373
Interest rate swaps FREHELD 1,877 3,439
Financial instruments designated at fair value EERABREEARMATEESR

through profit or loss T 170 341
Other borrowings HAbfE R 20 18
Total interest expense St 12,911 11,605
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NOTES ON THE ACCOUNTS (CONTINUED)
BRTE B 5E (78

6. FEE AND COMMISSION INCOME BR#ER LW A

Fee and commission income arises from the following services: JRE T RIEH RIS & RAESKA -

Corporate services R 1,041 979
Credit cards =B+ 860 793
Loans, overdrafts and guarantees B3 By RER 599 502
Trade finance E5mE 400 409
Other retail banking services H B ERITRS 369 273
Securities and brokerage 5 R 279 385
Trust and other fiduciary activities EREREMRIBER 152 122
Others Hith 459 350
Total fee and commission income R%ERAS K ALE 4,159 3,813
of which: Hrh
Net fee income, other than amounts included in

determining the effective interest rate, arising from FIERHER 5 B skisE AEiBIER N

financial assets or financial liabilities that are not R ATFEESIR mEESRAE

held for trading nor designated at fair value through ~ FrE4 2 BIRBEEWA (T EIERIE

profit or loss STHARAE L £5) 3,39 3,061
Fee income RIEERA 4,159 3,813
Fee expenses RSB L (763) (752)

7. NET TRADING PROFITS R 5 aFF5E

(Loss)/Profit on dealing in foreign currencies INEBE (ER),SRH (68) 326
Profit/(Loss) on trading securities RHRBEF RN, (E1R) 275 (290)
Net gain on derivatives PTETRFaA 526 9
Dividend income from listed trading securities RPAz LMBEHOREBA 32 40
Total net trading profits FER 5w N ERE 765 175
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ARIERE ()

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

Revaluation gain/(loss) on debts issued SHEETERRSN/(BE) 17 (158)
Net loss on sale of other financial instruments HE B M5 E AP BIERIAR KR

designated at fair value through profit or loss AT EESBTIANFER (113) (103)
Profit/(Loss) on redemption of subordinated notes

issued BRI ERBRAR, (EB) 24 @)
Revaluation gain/(loss) on other financial assets SHEMETE ARBERNRBR

designated at fair value through profit or loss NFEEEREENET/ (FE) 736 (94)
Dividend income from financial assets designated at 155 AiEiBiER ARM A TEE

fair value through profit or loss SREENREBA - 5

Total net result from financial instruments designated #&5E A&i@iBER U RILA T EE
at fair value through profit or loss SRMIANFRELRE 664 (354)

(o]

. NET HEDGING LOSS ¥JHE5i8 358

Fair value hedges NTEEEEA
— Net loss on hedged items attributable to the - A BB EERIEE 2 R ER
hedged risk EERZER (229) (553)
— Net gain on hedging instruments - PRSP T AMEAF 214 548
(15) (5)
There was insignificant ineffectiveness recognised in the Group's income statement 20126 (20114 : &) - ARG MEPATE
arising from cash flow hedge for the year 2012 (2011: Nil). B EAREE R SR AR BRI H =

TEAM -

10.OTHER OPERATING INCOME Hfthi&& Uk A

Dividend income from available-for-sale

financial assets A HESRMEERSKA

— listed -tm 8 36

— unlisted i) 34 53
Rental from safe deposit boxes REpFEFES A 78 80
Net revenue from insurance activities ES T ON 241 199
Rental income on properties VERIEELIUN 142 129
Others Hity 89 89

Total other operating income L ONGE 592 586
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5 (48 )

11.OPERATING EXPENSES #&& % i}

Contributions to defined contribution plan* ERERAES MR
- Hong Kong -&8 142 120
— Outside Hong Kong - BALAIN 264 198
Equity-settled share-based payment expenses VAR RERMES NHER 22 21
Salaries and other staff costs HeREMETRA 4,372 4,045
Total staff costs BTRAERE 4,800 4,384

Premises and equipment expenses excluding

depreciation TREMENMERZFEZ L
— Rental of premises -MERE 573 549
— Maintenance, repairs and others -RE - BB REM 561 549

Total premises and equipment expenses excluding

depreciation TREFENMERSHET LB 1,134 1,098
Depreciation on fixed assets (Note 34) B EEHE (M7134) 657 636
Amortisation of intangible assets (Note 33(b)) ERAERE(H7330)) 33 33
Other operating expenses HiniE e i

— Stamp duty, overseas and PRC** business taxes, ~ — ENfER? « @M EE A REME L

and value added taxes 2/ MIRER 580 491

- Communications, stationery and printing - 3@ AR 325 299

— Advertising expenses -BEE 272 252

— Legal and professional fees - EREREERKE 252 251

— Business promotions and business travel — BT K P TS R 176 158

— Card related expenses -BHAERRXH 160 69

— Insurance expenses - (R E 32 35

- Audit fee - RER & 15 15

— Administration expenses of corporate services - DERBOITRE 14 14

— Donations - B3 14 8

— Membership fees -28%8 12 12

- Bank charges - TR 12 "

— Bank licence - RITRRE 4 4

- Others - Efh 233 222
Total other operating expenses HfTE % g 2,101 1,841
Total operating expenses*** RE TR~ 8,725 7,992
* Forfeited contributions totalling HK$8 million (2011: HK$18 million) were utilised to * FERG YT B #8,000,000T (2011

reduce the Group’s contribution during the year. There were no forfeited contributions 4 : JE#518,000,0007T ) E # FA1E R 25 B
available for reducing future contributions at the year end (2011: Nil). BYHE o BROGF IR0 A (E 1] 15 % W it AT AR PR

A R0 (20114 : 4E) »

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

*** |ncluded in operating expenses are direct operating expenses of HK$22 million (2011: W FRAEES ARG R R E KA
HK$19 million) in respect of investment properties which generated rental income during YREESIENEESH  2EREK
the year. 22,000,000 7z (2011 4 : & ¥ 19,000,000

JT) °
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIERE ()

12.IMPAIRMENT LOSSES ON LOANS AND ADVANCES BREBIZBEIE %

Net charge for impairment losses on loans and

advances ERRBTREBAZHEE
Individual impairment loss ERREER
- new provisions - HEE 398 247
— releases - B (111) (125)
— recoveries - gl (112) (74)
175 48
Collective impairment loss HEDREEX
— new provisions (Note 28(b)) - R E(HE280) 38 27
Net charge to income statement KR T 213 75

13.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS
HEAHREEEREE 2 FnF

Net revaluation gain/(loss) transferred from reserves — ff#EEEHSL AN,/ (BR)FE

(Note 41(h)) (KizF41m) 113 (5)
(Loss)/Profit arising in current year FEREERN(EE),/ 5 (31 64
82 59

14.NET PROFIT ON SALE OF FIXED ASSETS HERBEEE 2 Fi=uF

Net profit on sale of investment properties HEREYSE 2 FRF 137 6

Net profit on sale of bank premises, furniture, fixtures
and equipment HETTHE - &AL - RIERREZF R 2 134
139 140

15.VALUATION GAINS ON PROPERTIES E L% =F

Investment properties LB 454 404
Bank premises ik @3) -

451 404




154 | The Bank of East Asia, Limited | Annual Report 2012

NOTES ON THE ACCOUNTS (CONTINUED)
BRTE B 5E (78

16.INCOME TAX FF{8%i

(a) Taxation in the consolidated income statement represents:

(a) FREWIERARIBIRS

Current tax — Hong Kong (Note 36(a)) ARERFRIE - B (H1:#36(a))
Tax for the year REFFHIE 533 250
Under-provision/(Write back of over-provision)
in respect of prior years FEEEEENE/ (BEBFEHEE) 35 (122)
568 128
Current tax — outside Hong Kong ANERFRIE - BALASN
Tax for the year AEEFIE 752 744
(Write back of over-provision)/Under-provision
in respect of prior years AEE(RERFNER)  BETE (22) 111
730 855
Deferred tax (Note 36(b)) R B (K72 36(b))
Origination and reversal of temporary differences TR 2 B A B A (] 113 317
1,411 1,300

The provision for Hong Kong profits tax is calculated at 16.5% (2011: 16.5%) of
the estimated assessable profits for the year.

Taxation for overseas branches and subsidiaries is charged at the appropriate
current rates of taxation ruling in the relevant countries.

(b) Reconciliation between tax expense and accounting profit at
applicable tax rates:

EBNEHB AR AEE B R SRR
Fi%16.5%(20114F : 16.5% )5t & -

BINDIT MR R R TR TR B AS & P
BRBITHEFE -

(b) BEIE 2 H BR e B A R E A B R 5

HHREER

Profit before tax BB A A 7,565 5,751
Notional tax on profit before tax, calculated at the

rates applicable to profits in the tax jurisdictions BIERBAERKER 2 ISR RR

concerned BRIt E B ETK 1,373 1,168
Tax effect of non-deductible expenses THMEX B2 306 317
Tax effect of non-taxable revenue BRRBRANTIEE (307) (305)
Tax effect of tax losses not recognised RERNTIBHNFRBYE 23 15
Recognition of deferred tax assets on prior year tax

losses EFRERASELHEEE (2) (@)
Under-provision/(Write back of over-provision) in

respect of prior years AFERETR/ (BERFHEE) 13 (11
Others Hit 5 120
Actual tax expense ERHES L 1411 1,300
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17.PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT T] 558 485 B iR 3z F

The consolidated profit attributable to owners of the parent includes a profit of ABBERAEBERRGEEHENBEE AR
HK$2,894 million (2011: HK$1,881 million) which has been dealt with in the 1T BRIA M) 5 A1 75 45 2,894,000,0007T (2011
accounts of the Bank. 4+ 7%51,881,000,0007T) °

Reconciliation of the above amount to the Bank'’s profit for the year RITFEE RSN E FefE 2 HiR

Amount of consolidated profit attributable to equity Bt ARTTERIEZ AlGEBRRNERE

holders dealt with in the Bank’s accounts P ERER AR 2,894 1,881
Final dividends from subsidiaries and associates

attributable to the profits of the previous financial 58 B £ F B KB A 7 B4 A 71

year and general reserves, approved and paid during R —f&EEZ RERRR S - SWEFER

the year ofE Rk 103 93

Bank’s profit for the year RATFEE N 2,997 1,974

18.DIVIDENDS A2

(a) Dividends attributable to the year (a) EBXEERE
Interim dividend declared and paid of BEEMRERZAHEHRET
HK$0.43 per share on 2,100 million shares 2,100,000,000/% &% E#0.437C
(2011: HK$0.43 per share on 2,059 million shares) (20114 : 2,059,000,0008% & P%
(Note 41())) 7B¥50.4370) (Hat41() 903 885

Final dividend paid in respect of the previous financial

year on shares issued under the share option EXEREHERBERKTITRE

schemes subsequent to the end of the reporting BEELE L ARRERRE

period and before the close of the Register of BIIRM B - FEFRER0.567T

Members of the Bank, of HK$0.56 per share AR E - 1
Second interim dividend in lieu of RERGREZE NP HRET

the final dividend of HK$0.63 per share 2,227,000,0008% &/ %0.637T

on 2,227 million shares (2011: HK$0.51 per share (20114 : 2,076,000,0008% &%

on 2,076 million shares) 75#0.517T) 1,403 1,059

2,306 1,945

The second interim dividend in lieu of the final dividend has not been recognised as PG HARBERRERERAREZE

==
a liability at the end of the reporting period. ZRPEHREIARERABE -
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18.DIVIDENDS (conTINUED) AR B ()

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

Second interim dividend in respect of the previous  £FE N fE N 32 +F2,076,000,0004%
financial year, approved and paid during the year, BRAEES1 TR EFESE R
of HK$0.51 per share on 2,076 million shares &2, 1,059 -

Final dividend in respect of the previous financial year,
approved and paid during the year, of HK$0.56 N IS 5 F2,042,000,000/%
per share on 2,042 million shares FRAK0.567TH EFERGRE - 1,144

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

Interest payable on the Hybrid Tier 1 capital R FEA —RERTEEA AN
instruments, the details of which are disclosed in FE - FIEEIENTTEIS KM E41()A
Note 38 and Note 41()) it 331 328

19.EARNINGS PER SHARE SRZF|

(a) Basic earnings per share (a) EREAXRER
The calculation of basic earnings per share is based on earnings of HK$5,725 BREXBMNDEREKE TRES —
million (2011: HK$4,030 million) after the distribution of HK$331 million (2011: ®EARTAFRAE AE 331,000,000 7T
HK$328million) to Hybrid Tier 1 issue holders and on the weighted average of (2011 4 : 7 ¥ 328,000,000 7T ) 4 Z &
2,105 million (2011: 2,059 million) ordinary shares outstanding during the year, A 7 % 5,725,000,000 7T ( 2011 & : & 1§
calculated as follows: 4,030,000,0007T) & & E N E 81T E B

) hn 4 S 5 £ 2,105,000,000 A% (2011 & :
2,059,000,0008%) * HE 2 AT :

Weighted average number of ordinary shares T3 AR A B DN RE ST 15 B

Issued ordinary shares at 1st January M A1EME ETEEK 2,076 2,042
Effect of share options exercised and shares issued B 1T RAE S ARG A B 34T 3 A% &Y
in lieu of dividends % 29 17

Weighted average number of ordinary shares at
31st December R 128318 ZBR D8 ET S 2,105 2,059
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(b) Diluted earnings per share
The calculation of diluted earnings per share is based on earnings of HK$5,725
million (2011: HK$4,030 million) after the distribution of HK$331 million (2011:
HK$328 million) to Hybrid Tier 1 issue holders and on 2,106 million (2011: 2,060
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)

ARIERE ()

(b) BRI ERF

EREBRFNDIZBERETRSE —
®kAEARTIEFFHE AB 331,000,000 5T
(20114 : 7% ¥ 328,000,000 7T ) & 2
F| 7% ¥ 5,725,000,000 7t ( 2011 & : & #
4,030,000,0007T) RSt AT A BB B E#E
HENLTBREDAZSHOLBRNK
hn 4 F 5 £ 2,106,000,000 A% (2011 4 :
2,060,000,000% )5t ©

im0 T 8 (EE)

Weighted average number of ordinary shares at

31st December 12831 B @A 7D KO hIE 152k

Effect of deemed issue of ordinary shares under the — R:RIZRARIE 231 TERHB R

Bank’s share option schemes for nil consideration L@ 22

2,105 2,059

Weighted average number of ordinary shares (diluted) 712 F31 B i8R {7 #0 inkE T2
at 31st December (#58)

2,106 2,060
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20.DIRECTORS’ REMUNERATION EEM&

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong RIREECR BHEBIE 16 1EIRE A E S
Companies Ordinance is as follows: ST

Chairman and Chief Executive FEH{THAR

Dr. the Hon. Sir David Ll Kwok-po  ZEEH+ 0.4 9.4 20.9 7.4 0.9 39.0
Non-executive Directors FHTES

Prof. Arthur LI Kwok-cheung TEEHR 0.2 - - - - 0.2
Mr. Aubrey LI Kwok-sing FHERE 03 - - - - 03
Tan Sri Dr. KHOO Kay-peng P 2 ERE T 0.2 - - - - 0.2
Mr. Richard LI Tzar-kai FERLE 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen FRERE 03 - - - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZE {54 0.2 - - - - 0.2
Dr. Isidro FAINE CASAS ERERL 03 - - - - 03

Independent Non-executive

Directors BIkHTES
Dr. Allan WONG Chi-yun ETMREL 0.4 - - - - 0.4
Mr. WONG Chung-hin e 0.3 - - - - 0.3
Dr. LEE Shau-kee kERBL 0.3 - - - - 0.3
Mr. Winston LO Yau-lai BRERE 0.4 - - - - 0.4
Dr. Thomas KWOK Ping-kwong ~ SBIE/IiE+ 0.3 - - - - 0.3
Mr. Kenneth LO Chin-ming ERSREASEA 03 - - - - 0.3
Mr. William DOO Wai-hoi HEEEE 0.3 - - - - 03
Mr. KUOK Khoon-ean PEHBERE 03 - - - - 03
Mr. Valiant CHEUNG Kin-piu REEES 0.5 - - - - 05

5.2 9.4 20.9 14 0.9 43.8
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Chairman and Chief Executive  TRER{THAH
Dr. the Hon. Sir David LI Kwok-po  ZEHEH+ 0.4 9.0 15.0 7.0 0.8 322
Non-executive Directors FUTES
Prof. Arthur LI Kwok-cheung FREYR 0.2 - = - = 0.2
Mr. Aubrey LI Kwok-sing FHERE 03 = = - - 03
Tan Sri Dr. KHOO Kay-peng FirB & REL 0.2 - _ _ _ 0.2
Mr. Richard LI Tzar-kai FEREE 0.2 - = - - 0.2
Mr. Eric LI Fook-chuen TREEE 03 - = - - 03
Mr. Stephen Charles LI Kwok-sze ~ ZEIfE54 0.2 - - - - 0.2
Dr. Isidro FAINE CASAS ey 03 - = - - 03
Independent Non-executive
Directors BUFHTES
Dr. Allan WONG Chi-yun ETMEL 0.4 - = = - 04
Mr. WONG Chung-hin =EBEL 03 - - _ _ 03
Dr. LEE Shau-kee IKEE L 03 - - - _ 03
Mr. Winston LO Yau-lai BRERE 04 - - - _ 0.4
Dr. Thomas KWOK Ping-kwong ~ S0/@/IiE+ 03 - - - _ 03
Mr. Kenneth LO Chin-ming ERSSRR A4 03 - _ _ _ 03
Mr. William DOO Wai-hoi HEELE 03 - - - - 03
Mr. KUOK Khoon-ean BHEEE 03 - - - _ 03
Mr. Valiant CHEUNG Kin-piu REEEE 0.5 - = = . 05
5.2 9.0 15.0 7.0 0.8 37.0

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 39.

it & BIERITE S REATHEESR
FHEIER TRRE - BRALEEMRENF
BEHNEZSREENRREER | REE
MiFE39/A ©
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21.FIVE TOP-PAID EMPLOYEES 5&F Bl S MES

Salaries and other emoluments FekEMie 24 23
Performance-related bonuses R LB 39 28
Share options RARRAE 17 16
Pension contributions RIS R 2 2

82 69

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

SEHFMESHNERNSEBELNT

HK$ &
9,000,001 - 9,500,000
10,500,001 — 11,000,000
11,000,001 - 11,500,000
32,000,001 - 32,500,000
38,500,001 - 39,000,000

Included in the emoluments of the five top-paid employees were the emoluments
of 1 (2011: 1) Director and all senior management members (2011 and 2012). His
director’s emoluments have been included in Note 20 above.

22.SEGMENT REPORTING % ZPR%E

SEHMEREEE R BIFEIG(20114F 1
MHEZERFAAEREEREAE (20114 %2012
F) o B RIS D BIEN KT EE20A o

The Group manages its businesses by divisions, which are organised 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 nine reportable segments. No operating segments
have been aggregated to form the following reportable segments.

(a) Business segments
The Group has identified the following nine reportable segments.

Personal banking, which includes branch operations, personal internet banking,
consumer finance, property loans and credit card business in Hong Kong.
Corporate banking, which includes corporate lending and loan syndication, asset

based lending, commercial lending and securities lending in Hong Kong.

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

(@) &

REBEDRERERER - Mo RIHER
N[ R S A o 2 #F A R Y51 3R £ 7 B EE
BT AEENGESEEEERERDEREK
BAZHT AR - ARESIHA TN
ERJER DD - B BILARBIEEATHY
A FEHR D EBA

REBEYEA T NERTERSHE -

BAARTEBFETEZDTEE  BAAEF

BRRIT  OHEER  EBEFRREARE

7% o

CERTEEEEBZLERERRER

MEMGEREE B LM EEEREREE -



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

Financial institutions, which includes trade financing activities with correspondent
banks in Hong Kong.

Other Hong Kong banking operations, which include insurance business, trust
business, securities & futures broking, money lender activities and corporate
financial advisory in Hong Kong.

China operations include the back office unit for China operations in Hong
Kong, all branches, subsidiaries and associates operated in China, except those
subsidiaries carrying out corporate services, data processing and other back office
operations in China.

Overseas operations include the back office unit for overseas banking operations in
Hong Kong, all branches, subsidiaries and associates operated in overseas, except
those subsidiaries carrying out corporate services in overseas.

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

Other businesses include property-related business, supporting units of Hong
Kong operations, investment properties, bank premises, the net results of other
subsidiaries in Hong Kong except for those subsidiaries which are included in other
Hong Kong banking operations.

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, 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.
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MEEREERRETETEZAARITER
MIEE -

TREERIEETEZ 2HRAERNRITR
BOREREZE

HthBBRITEBBREETEZRRES -
ERE%ER  BFRRMELL  BMEAEBER
BT

FEXBERETBXETEERNEYE
7~ IEEFREKENDTT - WBARRE
ERE 1ET\E?EEEPIZ<<‘%/¢\%HW%%D§
FHERIE & B AR B3R 2 B

R EBOEE ST EAREBNEHE
fir < FIBTEBIMEB DT - HHB A 7 R Bt
BAT - BFRBEEMNEEEEREZH
BAA -

CERBRIEARNWERY REELKE
R - ARBEFEEREFERE -

Hih X B R aERMNER  BEXK
ZREEM - AR - T - BERFN
FRAREMETEZMBAR(REREE
HBEBRITEB ZHMBAR])

EHE D BRBERASED BENERE - K
SENSRITRERBRFATEEERA
BENE—TEBRIMIEE  EERAE:
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EREMOREE - DHAEEFEFR
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22.SEGMENT REPORTING (CONTINUED) 7 BR¥REE (4)

(a) Business segments (continued) (a) EED L)

Net inerestincomellexpense) — FHBM /() 2095 2% (1) E) m 7 485 108 4 9w ®) (20 94
Non-inerest incomellexpense) ~ 3ERIEIRA/(52it) 643 551 756 289 18 510 966 M6 10 518 549 (34) 53
Operatingincomellexpense) S8 UA/(52iH) PNE I (515) 631 19 68 581 148 1083|1965 506 (362 15109
Operating expenses gesh (1536) (1) () (15) (1) 8y S (36) () (349 (1706) B )

Operating profitoss) before A HER%Z
ingament s SEEN/BE) M 3 @) M m m 3w W | 8% 0a) @) oM

(Charge for)MWirite back of EFRBTREME
mpaiment ossesonloansand  JEENBEIR4 (2
advances and otheraccounts~ §4)/B12 (51) (19) 60 13 - ® (159) 58 ® (170) 51 (94) (213)

(Charge for)MWirite back of MEHESREER
mpaiment losses on avallable-  ZE|ERE Y
for-sale fivancialassets and held- &R (%38),/
to-maturty investrents mE - - (67) - - U] - 10 - (2) - - (2

Operating proftloss) after ~~ BHBHERR %2
impaimen osses GESE/EE Um0 a6 @Y W M 1 20 W0 36| 134 (M) (6 61

ProfitLoss) on sale of fixed assets, HEBTAR « At
avaiable-for-sale financial assets  HESBARR

and loans and receivables EREkEE M 3 10 - - 7 11 - - 8 m - 256
Profiton sale of subsidiaries ~ HEMBAFZER - - - - - - - 03 0] 199 4 - 0
Valuation gains on properties  Ef T2 - - - - - - 50 38 - 88 0 (66) 151
Share of proftslesslosses of ~~ EAREAATARIR

associates 13} - - - - - 9 107 00 - 536 - - 536

ProftLoss)before taxation ~ FRFiATiRR/(£588) 114 2,660 (568) 47 178 11 2,46 1,631 N 8301 (544) (192) 1,565

Deprecition for the year ERTE n) )] (5 B (1) (17) (354) @) ) (497) (160) - (657)
Seqment assets HBEE 46544 143869 121,226 21,989 131 13268 329,605 70,989 2807 | 757,159 27,659 (97,981) 687,437
Investments in associates BENARE - - - - - 5 513 4,105 - 4677 - - 4671
Total assets LEEE 46544 143869 121,226 21,989 131 1337 30118 75,094 2897 | 762,436 659 (97,981 692,114
Totalliablies i 252,630 1606 55176 17427 - 9837 305303 60201 75| 702895 251 (1493) 630475

Capital expenditure incurred
during the year FENEARR 69 - 2 1 - ! bl 3 pi] 358 n - 429
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Net interest income/lexpense) ~ EFFIEMA/(8) 1,762 2033 (796) 19 " "l 4812 N1 3 9342 (57) @) 9,63
Nomnterest incomel(expense) ~ ZERIEMA /() 603 49 (704) 276 1 525 830 388 %1 3340 438 (326) 3452

Operating incomelexpense) — &8&IA/(iE) 2365 248 (1,50 555 {13} 70 5642 1309 % 1268 31 (348 12715
Operating expenses a3 (1321) (165) (113) (153) (12) ) 3308 (589) (664)| 6780  (159) % (199

Operating profitoss) before AR HERRZ
impaiment loses s/ (B8) 104 29 (161) 0 1t 8 23% 7 W 5| ) @ 4m

(Charge for)Miite back of EFRaTREL
impairment losses onloansand ~ EREATBER.
advances and otheraccounts (%34)/BR ©3) 3 4 15 - (6 (161) o (7) (134 - 3 )l

Impairment losses on avalablefor- Tt ESBAER
slefinancil assetsand helcto- 35 ZF|ERRE Y
maturty investments RiERR - - - - - @) - (1) - o4 () . 60

Operating profitloss)after BB HERLEZ
inpaiment oses BT/ (58) 91 2330 (1,609 47 11 PE A Vi 760 M| 5| (1183) 7 4588

Profit(Loss) on sale of fixed assets, HEETFAE « Mt
avalable-forsale financial assets  HESHEER

and loans and receivables EaMEER 1 - 39 - - 45 m 4 0] 199 3 - 202
Profit on sale of associates HERAAT ZER = - = = = = = 12 = 12 - = 12
Valuation gains on properties  EfEAE R - - - - - - 48 2 - 50 38 (3) 404
Share of profslessosses of ~ FEfs B ARRA

associates HEE = = - = = B 3 400 = 435 - = 435
Profit(Loss) before taxation BHiNsR/ (BR) 9% 2330 (1,570) a7 1 18 2373 1,88 311 6,520 m) 3 5,751
Depreciation for the year EfiTE (68) 1) () 2 (1) (18) (325) (28) (19 (467) (171) 2 (636)
Seqment assets DR 47,797 124,066 113,094 19,133 12,345 10917 278991 60,684 2881 669,908 13,676 (76,002) 607,582
Investments in associates BENTRE - - - - - 4 313 3458 - 3820 - - 380
Total assets BELE 7797 124006 113,0% 19,133 12,345 1096 279304 64,142 2881 673728 13676 (16002) 611,402
Total liabiities BlELE 215,027 1,026 4439 17,199 - 8,154 256,521 50275 762 623359 238 (66,343) 559,358

Capital expenditure incurred
during the year ERMERRR 66 8 8 6 1 18 313 1 8 511 124 - 635
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22.SEGMENT REPORTING (CONTINUED) 7 BR¥R e (4)

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

(b) &7
BWES B2 AR REMBARNEEE

WS - AR ATTME -

Al aE®RE

EESREEANRZ DITHE T AR -

The Group %8
Operating income BERA 7,799 5,921
Profit before taxation BREi AR R 3,767 2,328
Total assets BELE 384,001 329,794
Total liabilities Lt 339,368 305,644
Contingent liabilities and

commitments AR B NRIE 67,258 133,508
Capital expenditure during the year FERE Az 192 201

907
852
48,072
42,635

4,863
13

888
810
37412
29,916

4,151
23

(406)
(192)
(107,165)
(87,088)

15,109
7,565
692,114
630,475

209,780
429

The Group £
Operating income HERA 5,595 5,821
Profit before taxation BREBUADET] 1,91 2,538
Total assets BERE 356,493 278,610
Total liabilities Eleeit 318,241 256,494
Contingent liabilities and

commitments HAB BRI 56,617 84,176
Capital expenditure during the year FZRNE AR 253 313

745
728
33,413
28,707

4,554
69

906
521
37,031
29,214

3,134

(352)

3
(94,145)
(73,298)

12,715
5,751
611,402
559,358

148,481
635

23.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 46(c))

B RAERTNHEM S BB T (FFE46()

Cash in hand e 1,420 1,828 910 1,237
Balances with central banks ERRRITHER 69,139 45315 6,874 984

Balances with banks and other financial
institutions ERITHEMSBRENET 14,953 24618 11,972 20,349
85,512 71,761 19,756 22,570
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24.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 46(c))
FEERAT R ELAh 2 AHEAB A9 17 3K (Pt £ 46(c))

Placements with banks and R RAA SRR
authorised institutions NER 50,381 57,371 19,098 32,570
Placements with central banks ERRBITHER 237 1,227 237 800
50,618 58,598 19,335 33,370
Maturing FIEREAR
- within one month -1EAR 25,409 17,956 12,698 13,603
— between one month and one year - 1EAZE145R 25,209 40,642 6,637 19,767
50,618 58,598 19,335 33,370

25.TRADE BILLS B2 EE

Gross trade bills B52EETE 55,744 46,903 47,935 35,880
Less: Individual impairment allowances  Jg; : {ERIF{E%ERE (4) (12) (4) @)

55,740 46,891 47,931 35,876
Movement of individual impairment allowances TERIRE LA R S B

At 1st January ®1A1R 12 - 4 -
New provisions charged to WaR R M SH )

income statement HER 1 12 1 4
Net provisions released back to et

income statement fefigag (1 ) (1 %]
Amounts written off sz @ - - -
Recoveries ek - 2 - 2

At 31st December ®12A318 4 12 4 4
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26.TRADING ASSETS X5 FHBRERE

Treasury bills (including Exchange HEER(REINERSER)

Fund Bills) (Note 46(c)) (H15#46(c) 9 = 9 =
Debt securities (Note 46(c)) BEEH(H246() 3,048 1317 561 715
Equity securities IRinsE 5 1,138 1,051 1,138 1,051
Investment funds REES 18 17 18 17
Trading securities RHBEESR 4213 2,385 1,726 1,783
Positive fair values of derivatives TETEMEATE

(Note 45(b)i) (Wi45(6)() 3,125 3215 2,267 2,376

7,338 5,600 3,993 4,159
Issued by: BATHLE -

Central governments and central banks — # R BRI RIR1T 26 551 26 "

Public sector entities NEWE 336 10 12 10

Banks and other financial institutions &7l E-fth & B AR 681 374 323 374

Corporate entities TR 3,152 1,433 1,347 1,371

Other entities HipERE 18 17 18 17

4,213 2,385 1,726 1,783
Analysed by place of listing: 1R EE A1

Debt securities BERES
Listed in Hong Kong BB LM 15 54 15 54
Listed outside Hong Kong EBRBIME ETh 342 449 342 449
357 503 357 503
Unlisted JEEM 2,700 814 213 212
3,057 1,317 570 715

Equity securities LS

Listed in Hong Kong EaBLEm 904 793 904 793
Listed outside Hong Kong EEBAIMEE FH 234 258 234 258
1,138 1,051 1,138 1,051

Investment funds REES
Listed in Hong Kong E&B LM 8 7 8 7
Listed outside Hong Kong EEBMIE ET 10 10 10 10
18 17 18 17

4,213 2,385 1,726 1,783
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27.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EEABBRRURRAFEENEMEE

Debt securities (Note 46(c)) B ER(H17246(c) 14,751 16,330 14,751 16,330
Equity securities Bt EH 412 329 19 123
Investment funds REES 6 4 - -
15,169 16,663 14,870 16,453
Issued by: BITHE
Central governments and central banks AR BT AR RIRTT 450 452 450 452
Banks and other financial institutions ~ R17 R Efh & Bi%E 6,794 8,036 6,775 8,020
Corporate entities hEEER 7,920 8,171 7,645 7,981
Other entities HinEe 5 4 - _
15,169 16,663 14,870 16,453
Analysed by place of listing: R ETHE AT
Debt securities EHES
Listed in Hong Kong ERE LM 3,330 3,495 3,330 3,495
Listed outside Hong Kong TEEBNIME £ 6,792 7,437 6,792 7,438
10,122 10,932 10,122 10,933
Unlisted FEM 4,629 5,398 4,629 5,397
14,751 16,330 14,751 16,330
Equity securities RinEH
Listed in Hong Kong EEE LM 224 194 119 123
Listed outside Hong Kong TEARBAIMNEE LT 188 135 - -
412 329 119 123
Investment funds REES
Unlisted JELm 6 4 - -

15,169 16,663 14,870 16,453
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28. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS B F#3 Kk HAihdRIE

(a) Advances to customers and other accounts

(a) EFBR R HEMIRE

(i) Advances to customers EYSEE 350,720 315,281 221,572 197,923
Less: Impairment allowances W ORERERE
— Individual — &g (238) (205) (128) (130)
- Collective - B (681) (763) (474) (535)
349,801 314,313 220,970 197,258
(i) Other accounts HifRIE
Advances to banks and other
financial institutions * RITREM S B E R 146 193 146 192
Less: Impairment allowances
— Individual B REER - 5 (4) €) (4) €)
142 190 142 189
Notes and bonds (Note 46(c)) &5 (Wizt46(c) 1 = - -
Certificates of deposit held BENGRE
(Note 46(c)) (H1:246(c) 77 39 77 39
Accrued interest FEHFI8 2,688 3,136 1,292 1,790
Bankers acceptances RITARESR 24,633 18,381 29 219
Other accounts HifRIE 9,962 5374 5,452 4,101
37,361 26,930 7117 6,149
Less: Impairment allowances B ORERERE
~ Individual il (28) (88) (3) €)]
— Collective -2 (3) ) - -
37,330 26,838 7,114 6,146
387,273 341,341 228,226 203,593

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

Receivables from reverse repurchase agreements under which the Group obtains
securities on terms which permit it to re-pledge or resell securities to others in
the absence of default. At 31st December, 2012, the fair value of financial assets
accepted as collateral that the Group is permitted to sell or re-pledge under such
terms is Nil (2011: Nil).

* U ERTTRAMEBEBENERE

REEE R EZ BKEER - RIBZHEAS
B EEELFRKGERERBENZERT
AEEANEEESFTHMAL - H20124F
12A318 - REZEFIRNEETEHESRE
HHENSHEEZ A FEBAE(011F :
) o
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(b) Impairment allowances against advances and other accounts for  (b) 2012F 2 & HBRIE 2 W B %M
2012

At 1st January MAE 205 763 3 - 88 4 296 767
New provisions charged to income statement WaRMS EHHER 346 38 1 - 50 - 397 38
Net provisions released back to income statement BB GRAIERTFE (178) - - - (24) - (202) -
Amounts witten off L (288) (101) - - (12) ) (300) (102)
Recoveries b 1 - - - - - 12 -
Effect of discounting (Note 4) SETNYE (i) (20) - - - - - (20) -
Transfer £ 75 - - - (73) - - -
Reversal due to disposal of a subsidiary AL E-FMBRANRE (1) (30) - - - - (17) (30)
Exchange adjustments ELHE 3 11 - - 1 - 4 1"
At 31st December M2A31A 238 681 4 - 28 3 210 684

At 1t January MAIR 130 535 3 - 3 - 136 535
New provisions charged to income statement W RM EHHEE m 3 1 - 6 - 179 3
Net provisions released back to income statement  BENEREERLE (118) - - - - - (18) -
Amounts written off ik (136) (93) - - (6) - (142) (93)
Recoveries e 2 - - - - - 9 -
Effect of discounting SERINE (14) - - - - - (14) -
Exchange adjustments kS 2 9 - - - - 2 9

At 31t December M2A318 128 474 4 - 3 - 135 474
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28. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) & F ATk Iz H At BRIE (@)

(b) Impairment allowances against advances and other accounts for  (b) 2011FE 2 & HnR1E 2 BEERS
2011

At 1st January RMAE 282 819 - - 38 3 320 822
New provisions charged to income statement YaRNZ SRR 7 2 3 - 1 1 235 2
Net provisions released back to income statement BB GEREVERETE (172) - - - @) - (180) -
Amounts written off fi% (131) 87 - - B) - (134 (87)
Recoveries (k] 7 - - - _ - 7 _
Effect of discounting (Note 4) SRR E (i) (17) - - - - = (17) =
Exchange adjustments 3 - 5 - - - - - 5
At 31t December M2A31A 205 763 3 - 88 4 2% 167

At 1st January MATA 226 654 = = 3 = 229 654
New provisions charged to income statement WERAT BT EE 78 = 3 - - - 81 -
Net provisions released back to income statement ~ BEMERNEELE (129) (39) - = s - (129 (39
Amounts written off HiEE (95) (19 = - - - 95) 79)
Recoveries &k 60 - _ _ _ _ 60 _
Effect of discounting SRR E ¢ = - - - - 9 _
Exchange adjustments EiRE (1) (1) - - - = ) (1)

At 315t December #12A318 130 535 3 - 3 - 136 535
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(c) Advances to customers — by industry sectors (c) BEFBR—RITE£DE
The analysis of gross advances to customers and the percentage of secured BROESBENRFARGERGIRFARG
advances by industry sector is based on the categories and definitions used by the AN RERBRESSHEIERMEANER
Hong Kong Monetary Authority. MER -

The Group %8
Loans for use in Hong Kong EEBERNER
Industrial, commercial and financial IAcHE
— Property development - MEERE 13,460 71.28 10,946 69.03
— Property investment - MERE 39,522 90.10 41,747 89.63
— Financial concerns - SRE 11,557 86.79 9,430 78.35
~ Stockbrokers - RE&L 804 85.26 422 85.95
- Wholesale and retail trade — HEETER 10,232 41.50 7,790 33.58
- Manufacturing — By 6,331 34.07 5,392 42.40
— Transport and transport equipment  — B E & RE 5,414 64.01 4,642 76.38
— Recreational activities — REEE) 215 44.22 272 26.60
~ Information technology — BBt 1,170 8.28 589 60.57
- Others — Hith 7,580 47.25 5,758 44.02
- Sub-total — N5t 96,285 72.25 86,988 73.73
Individuals fAA
- Loans for the purchase of flats in
the Home Ownership Scheme, -BE[EEHHENE
Private Sector Participation [ASEEREK
Scheme and Tenants Purchase [REEEEEIET
Scheme HER 1171 100.00 1,379 100.00
— Loans for the purchase of other - BEAMEENE
residential properties HER 25,337 99.98 27,246 99.97
— Credit card advances - ERRER 3,802 0.00 3,649 0.00
- Others — Hfty 16,297 75.17 14,457 70.71
- Sub-total — it 46,607 83.15 46,731 83.11
Total loans for use in Hong Kong EEBFERNERSE 142,892 75.80 133,719 77.01
Trade finance Z250% 5,156 41.08 5,948 43.44
Loans for use outside Hong Kong* BB IME AR B 202,672 70.42 175,614 71.22
Total advances to customers BR8N EE 350,720 72.18 315,281 73.15
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * IEBBLIMERBE R OIEUL TIEFEAR

AAEEFHHIEL °

Property development MELE 27,835 55.35 26,038 50.83
Property investment MERE 29,895 98.45 23,123 92.69
Wholesale and retail trade HERTEX 26,872 74.89 22,492 81.35
Manufacturing Bl 10,116 46.81 10,712 60.34
Others Hity 57,015 63.41 48,870 68.31

151,733 69.76 131,235 70.72
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28. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) &5 EATh Iz H b BRIE ()

(c) Advances to customers — by industry sectors (continued) (o) BEFER—RRITESIFEW@)

The Bank 817
Loans for use in Hong Kong ERBERNER
Industrial, commercial and financial IHEsR
— Property development - MEER 13,450 7133 10,933 69.11
— Property investment — MERE 39,437 90.08 41,640 89.61
- Financial concerns - SR0E 11,557 86.80 9,429 78.35
~ Stockbrokers - RE&RE 804 85.26 422 85.95
- Wholesale and retail trade - HEETER 9,875 39.39 7,701 3282
- Manufacturing — Qg 6,288 33.63 5,341 41.85
— Transport and transport equipment ~ — & EERH R 5,386 63.82 4,642 76.38
~ Recreational activities — IREGTH) 215 44.22 272 26.60
- Information technology — EiE 1,170 8.28 586 60.35
— Others — Hfty 7,061 43.37 5,327 39.48
- Sub-total — N5t 95,243 71.95 86,293 73.54
Individuals fAA

- Loans for the purchase of flats in
the Home Ownership Scheme, —EBE[EEREE S

Private Sector Participation [FLAZRER: 2K
Scheme and Tenants Purchase [AEBEEE N ET
Scheme MER 1171 100.00 1,379 100.00
- Loans for the purchase of other
residential properties —- BEEMEENENER 25,331 99.98 27,190 99.97
— Credit card advances - ERFR2X 3,802 0.00 3,649 0.00
- Others — Efth 14,944 75.11 13,134 70.53
- Sub-total — g 45,248 83.36 45,352 83.40
Total loans for use in Hong Kong ERBFRNERESE 140,491 75.63 131,645 76.94
Trade finance BHRE 4,606 36.28 5,352 39.07
Loans for use outside Hong Kong* EEBLIMERMER 76,475 56.59 60,926 53.96
Total advances to customers RE#FEE 221,572 68.24 197,923 68.84
*  Loans for use outside Hong Kong include the following loans for use in the PRC. * GEEBLMEAR BN AIEL TERFEAR

HAFEEFREL

Property development MEER 11,905 4.82 11,064 6.87
Property investment NERE 805 96.85 1,193 67.46
Wholesale and retail trade HEETER 3,640 78.27 2,187 63.26
Manufacturing g 3,415 5247 2,889 51.72
Others Hith 5,932 12.81 3,748 15.73

25,697 26.28 21,081 23.87




Individually impaired loans, as well as relevant information, in respect of industry
sectors which constitute 10% or more of total advances to customers are as

follows:

U

(i)

(iil

()

Property development

a.  Individually impaired loans

b.  Individual impairment allowance
¢.  Collective impairment allowance
d.  Provision charged to income

statement

- individual impairment loss
- collective impairment loss

e.  Written off

Property investment

a.  Individually impaired loans

b.  Indvidual impairment allowance
¢.  Collective impairment allowance
d.  Provision charged to income

statement

- individual impairment loss
- collective impairment loss

e.  Written off

Loans for purchase of residential

properties
a.  Individually impaired loans
b.  Individual impairment allowance
¢.  Collective impairment allowance
d.  Provision charged to income

statement

- individual impairment loss
- collective impairment loss

e.  Written off

Wholesale and retail trade

a.  Individually impaired loans

b.  Individual impairment allowance
¢.  Collective impairment allowance
d.  Provision charged to income

statement

- individual impairment loss
- collective impairment loss

e.  Written off

(i

(iii

(v)

MEER
a. CHERIREHER
b. {ERIEERE
¢ EENEEE
d RREERTHS
g
- [ERIREIRR
- BERERL
e M
WERE

a  BEAAENER
b. (ERIRIEEM

« BEAEER

d. RNEERHN

£
- [ERIRERE
- BERERL
e M
REAMETNZ
HER
a. EBEARENER
b. fERIREER
o EENEEE
d. RRERZHN
B
- AR ERE
- BERERX
e M
WREATELE

a.  CERRENER
b, {ERIAERE
o ZERERE
d RREER
s
- [ERIREIRR
- HEERERL
e M
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166
21
59

18

174

177

12
56
19

102

54

264
77
%

170
24
120

U MRITEDBAERFEFBREANZ T

A LR H - BEBIRENER

HARPE R

274
39
61

11

388
35
226

29
87

238

56

20

170
73
89

63
30
30

156

35

131

133

a2
14

83

31

61
33
58

40

15

LA

264
29
38

181
21
156

21
74

232

37

8
42
54

26

29
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28. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) & F ATk Iz H At BRIE (@)

(d) Advances to customers — by geographical areas

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

(d) EFEFR-REFHSE

BEFBFEBRERKEANSE - TRE
RZEFOMEL  YCBERBERRA
Eeo—MME  BREZ2ANERESUIER
SEFRAEBNBEREN— T HERF - IxER
METTHRERBITNEIDIT - MKIRTT
M AR ERE I IR R 5 H F R - &
REERSH —AERERE S —EER -

Hong Kong a5 159,038 m 338 84 208
People’s Republic of China mEARLANE 151,588 375 453 119 232
Other Asian Countries Hth HMEAR 19,446 29 43 17 18
Others Hfh 20,648 81 304 18 123
Total ksl 350,720 656 1,138 238 681
% of total advances to customers R EEN T DL, 0.32%
Market value of security held against

impaired advances to customers  FERFERRMHE 2,947

Hong Kong 5 149,309 179 558 66 254
People’s Republic of China REARLME 129,757 21 216 24 204
Other Asian Countries HihgMER 15,625 20 33 24 131
Others Hit 20,590 31 668 91 174
Total e 315,281 251 1,475 205 763
% of total advances to customers EEPBREENADL 0.47%
Market value of security held against

impaired advances to customers  E/EEFIEBSTE 3,267
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Hong Kong &% 143,354 149 304 74 182
People’s Republic of China REARLNE 39,563 9 127 19 53
Other Asian Countries HihgmHER 18,863 29 a3 17 17
Others it 19,792 80 303 18 122
Total k] 221,572 356 777 128 474
% of total advances to customers WREHZEENE L 0.35%
Market value of security held against

impaired advances to customers  FEZHERRTE 2,262

Hong Kong & 133,412 158 526 56 226
People’s Republic of China REARLNE 34,724 5 129 1 48
Other Asian Countries HihgHEER 14,432 20 32 24 129
Others Ht 15,355 14 447 49 132
Total k] 197,923 197 1,134 130 535
% of total advances to customers WRERTBBENA DL, 0.57%
Market value of security held against

impaired advances to customers  FEZFIERRTE 2,694

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.

REERRBFEER HREEREZ RN
BIARFH LA ER - A LRBARKEEH DI
AR  BRIERSHFHOMEDIL DB R
HRERREZR -
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28. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) & F ATk Iz H At BRIE (@)

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

(e) EFBN - MEMENFRER
FEFERaEURERERR AL R
RERMAREEKHRERETRAE R

HBREWAT :

Amounts receivable: JEURERR :
Within one year 1ELAR 1,298 167 1,465 1,157 155 1,312
After one year 1ENREE
but within five years SR 1,576 215 1,791 1,506 206 1,712
After five years SR 1,857 261 2,118 2,023 262 2,285
4,731 643 5,374 4,686 623 5,309
Less: Individual impairment
allowances o ERIREER (8) (1)
Net investment in finance leases ~ BYETAER)FIRER 4,723 4,685

The net investment in finance leases is carried on the statement of financial
position as a receivable. No accrual is made for the interest income relating to

future periods.

BATRE fF A MR AR RS AR TS
AR - B AR AR IRABRIR AL BN
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29. AVAILABLE-FOR-SALE FINANCIAL ASSETS AI{tHESREE

Treasury bills (including Exchange EEES(RENEEERE)

Fund Bills) (Note 46(c)) (B1:246(c) 22,873 14,106 22,873 14,095
Certificates of deposit held (Note 46(c) #8MFHE (H1i246(c) 2,914 3,120 1,609 1,931
Debt securities (Note 46(c)) E#ES (H#46(0) 36,546 25,671 19,330 11,641
Equity securities WDeE = 2,307 1,910 1,132 878
Investment funds REHES 91 103 72 84

64,731 44,910 45,016 28,629
Issued by: THTHRE -

Central governments and central banks ~ F R BRI R 5517 23,087 17,751 22,363 15,184

Public sector entities NEWE 2,198 1,917 66 -

Banks and other financial institutions 847 E{4 RiMkiE 20,855 14,202 11,121 8,419

Corporate entities TRER 18,462 10,900 11,394 4,942

Other entities HinEEe 129 140 72 84

64,731 44,910 45,016 28,629
Analysed by place of listing: B ETHE A
Debt securities 1B

Listed in Hong Kong EEE LM 5,450 1,291 4,303 975
Listed outside Hong Kong ERBAIMNEE Fi 12,519 5,482 10,108 3,515
17,969 6,773 14,411 4,490
Unlisted FEm 44,364 36,124 29,401 23,177
62,333 42,897 43,812 27,667

Equity securities A8
Listed in Hong Kong EEELT 553 470 142 139
Listed outside Hong Kong ERBAIMNEER £ 978 783 282 190
1,531 1,253 424 329
Unlisted FEm 776 657 708 549
2,307 1,910 1,132 878

Investment funds RERS
Listed outside Hong Kong TEEBNINBE £ 19 19 - -
Unlisted JEEH 72 84 72 84
91 103 72 84

64,731 44,910 45,016 28,629
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30.HELD-TO-MATURITY INVESTMENTS (NOTE 46(c)) =2 2|Hi1RE (KizF46(c))

Treasury bills BlEfE%

(including Exchange Fund Bills) (REMNEESZR) 615 445 615 445
Certificates of deposit held RENERE 1,070 1,165 1,039 1,107
Debt securities BEES 2,635 2,988 1,565 1,339

4,320 4,598 3,219 2,891
Less: Impairment allowances B OREER - (11) - (1)

4,320 4,587 3,219 2,880
Issued by: BATHIE -

Central governments and central banks A2 REFFAIFR H 4R 1T 1,552 1,372 1,548 1,368

Public sector entities NEEE 316 428 168 169

Banks and other financial institutions ~ $847 R E i & b iR 1,108 2,335 390 1,243

Corporate entities TrEEE 1,344 452 1,113 100

4,320 4,587 3,219 2,880
Analysed by place of listing: R EmiE A1 :
Debt securities BEBES
Listed in Hong Kong EEB LM 627 289 570 216
Listed outside Hong Kong EEBNINE EW 1,527 2,192 1,096 1,522
2,154 2,481 1,666 1,738
Unlisted FEH 2,166 2,106 1,553 1,142
4,320 4,587 3,219 2,880
Fair value: ATHERE :
Listed securities L@ 2,295 2,549 1,783 1,778
Unlisted securities FELETES 2,179 2,109 1,553 1,144
4,474 4,658 3,336 2,922
Movement of impairment allowances B RS F)

At 1st January W1A1R " - 1 =
Charge for the year FERZHE - 11 - 11
Written back 5 (11) = (11) =

At 31st December W12A31H - 11 - 11
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31.INVESTMENTS IN SUBSIDIARIES B A TR E

Unlisted shares, at cost JE LTk (RE) 14,093 13,987
Less: Impairment allowances wOREEE (135) (233)
13,958 13,754

UTHERABEHASENEE EEXE
BEEAVENHBRR - KEROBLAE

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

ordinary. A o

Details of these companies are as follows: HEARMFBNT

Ample Delight Limited Hong Kong HK$7##450,000,0007C 100%  Investment holding

AR BRAR B REER

Bank of East Asia (Trustees) Hong Kong HK$7%%150,000,0007T 100% Trustee
Limited B {ZFRERRTS

RRRITUEE)ARAA

BEA Life Limited Hong Kong HK$7#%500,000,0007T 100% Life insurance

REAFREERAR B AE

Blue Cross (Asia— Pacific) Hong Kong HK$7%#625,000,0007T 100% Insurance
Insurance Limited B RBR

E+F(BER)RBAER DA

BEA Union Investment Hong Kong HK$7#374,580,0007T 51% Asset management
Management Limited B BEER

R RS ERERA A

BEA Wealth Management Taiwan, Republic of ~ NTD#7&#273,200,0005C 100%  Wealth management
Services (Taiwan) Limited China services

REFHRNDABRDA A - RERE B = B AR TS

Central Town Limited Hong Kong HK$E#27T 100% Property investment

EREEER AR BB MERE

Century Able Limited Hong Kong HK$7%#929,752,8497T 100%  Investment holding

B EBERAQF] B BB

Corona Light Limited BVI HK$7%%929,752,8497T 100%  Investment holding

RERELRS AR

Credit Gain Finance Company Hong Kong HK$%%370,000,0007T 100% Money lenders
Limited B REA

EEVBERAR

Crystal Gleaming Limited BVI HK$7%5%929,752,8497T 100% Investment holding

RS

REER
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AR IR B 5 (48)

31.INVESTMENTS IN SUBSIDIARIES (conTiNnueD) Pt B A TIIRE @)

East Asia Electronic Data PRC US$3,000,000% 7T 100%  Servicing
Processing (Guangzhou) AR AR HEFE BR# 1
Limited
RTETERIR(EM)
BRAT]
*East Asia Holding Company, Inc. ~ U.S.A. US$53ETT 100% Bank holding
ESe company
FTRRAT
East Asia International Trustees BVI US$1,301,000% 7T 100% Trustees services
Limited REBRLES ERERRTS
East Asia Investments Holdings BVI HK$7%%5186,038,7257C 100% Investment holding
(BVI) Ltd. RBRLES REER
East Asia Property Holdings BVI GBPZEAEEITT 100% Property Holding
(Jersey) Limited EBRELHS MERE
East Asia Secretaries (BVI) Limited  BVI HK$75%300,000,0007T 75.61%  Investment holding
EBELHS REER
East Asia Securities Company Hong Kong HK$7#£25,000,0007T 100% Securities broking
Limited B BHEE
REEFARAR
East Asia Strategic Holdings BVI US$50,000,0003 7T 100% Investment holding
Limited EEE LS REER
Innovate Holdings Limited BVI US$1ZE7T(Ordinary i) 100% Special purpose
KBRS US$500,000,0003 7T vehicle company

(with a liquidation BTEEMRETA
preference of US$1,000

per share [f{/5&A%1,000

EIT 2 ERRB )
Keen Sight Development Limited ~ BVI US$26,200,0003 7T 100% Investment holding
EBELHS REER
Powerhouse Worldwide Limited ~ BVI US$26,200,0003 7T 100%  Investment holding
HEBERHS REER
Skyray Holdings Limited BVI HK$7%450,000,0007C 100% Investment holding
RBREIHS REVER
Shaanxi Fuping BEA Rural Bank PRC CNY AR#20,000,0007T 100% Banking and
Corporation AR A RHEFIE other financial
PRIG & T 2R SR A AR AT businesses
AREERRF SR1T R A SRS
Speedfull Limited BVI HK$7%%450,000,0007T 100%  Investment holding

KBRS

BEER
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ARIERE ()

The Bank of East Asia (China) PRC CNY A #8,000,000,0007T 100% Banking and related
Limited (Note 1) I ARFE financial services
RERIT(RE)ERAB (K1) RITRABEN DR
PR
Tricor Consultancy (Beijing) PRC US$1,850,000% 7T 75.61%  Business consultancy
Limited (Note 1) REEARAFIE in China
R 2 ERAALR)BRAA EilGE
(Ktat1)
Tricor Holdings Limited BVI US$7,00137T 75.61%  Investment holding
EBE RS REER
Tricor Holdings Pte. Ltd. Singapore S$FT AN K5 5,000,0027C 75.61%  Investment holding
ETimlI Y REER
Tricor Investor Services Limited Hong Kong HK$&#27T 75.61%  Investor services
SEBLFELARAR B REE RS
Tricor Services Limited Hong Kong HK$E#27T 75.61%  Business, corporate
SEBXEBARAR B and investor
services
A% - hEREREE
R
Tricor Services (Malaysia) Malaysia RME5 5,672,484 7T 68.05%  Investment holding
Sdn. Bhd. R REER
Tung Shing Holdings Company BVI US$20,000,000% 7T 100% Investment holding
Limited HEEELES BB
REEIRAR AR
Notes: Hiat
1. Represents a wholly foreign owned enterprise. 1. E—2EHBIELE-

2. BVIdenotes the British Virgin Islands and PRC denotes the People’s Republic of China.

*  Company not audited by KPMG. The accounts of the subsidiaries not audited by KPMG * FHEESH S A EBERAIAR] o A
reflect total net assets and total income constituting approximately 0.2% and 0.1% E S 25T A FE TR R BT E 2 AJ AR TR
respectively of the related consolidated totals. BEARRE RINA KRS B 1R & AR AR 8

0.2%%0.1% °
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32.INVESTMENTS IN ASSOCIATES B& N T3R8 E

Listed shares, at cost Emikin (RE) - - 2,040 2,040
Unlisted shares, at cost FEEmkin (RE) - - 525 426
Share of net assets EHFEE 4322 3,569 - -
Goodwill e 355 251 - -

4,677 3,820 2,565 2,466
Less: Impairment allowances B OREER - = - =

4,677 3,820 2,565 2,466

Loans to associates amounting to HK$233 million (2011: HK$233 million) are
included under placements with banks and other financial institutions.

Share of associates’ taxation for the year amounted to HK$173 million (2011:
HK$148 million).

Shareholdings in associates held by the Bank include listed investments of
HK$2,040 million (2011: HK$2,040 million). As at the end of the reporting period,
the fair value of these investments held by the Group, based on quoted market
prices, was HK$3,063 million (2011: HK$2,652 million).

The following list contains only the particulars of associates which principally
affected the results or assets of the Group:

Bk 4 A 5] B 3R 4 %5 233,000,000 7T (2011
£ : #%233,000,0007T) B BIEEERITR
H fth & BB R TERN o

FE AR A BB IE 28 % 173,000,000
JC(20114F : #%148,000,0007T) °

ROTHFBZHERTAIREATE EMKRE
7 % 2,040,000,000 7T ( 2011 5 : & %
2,040,000,0007T) * R EBMEERE - A&
Bt ERERTHBEAEZATE
1B A 7 # 3,063,000,000 7T (2011 4F : 5 #
2,652,000,0007T) °

UTHERRHARENREREESE

FENBERR

Listed £

AFFIN Holdings Berhad Malaysia 23.52%
BRAE

Unlisted 3t

Dolford Property Holdings Limited BVI
RBRLHE

Founder BEA Trust Company Limited PRC 19.99%

HIERBEZERAF R AR IEFE

Industrial and Commercial Bank of China Canada 20%

(Canada) mex

R TR (NER)BRAR

Investment holding
REER

30%  Investment holding
RERR

Trust and other financial
businesses

ERERAtEREE

Banking services

RITART
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ARIERE ()

Industrial and Commercial Bank of China

(USA) NA.
FETARTRE)

Platinum Holdings Company Limited

PT. Bank Resona Perdania

TCL Finance Co., Ltd.
TCLE B BER AR

USA.
ESJE

Cayman Islands 29.99%

HEEHS

Indonesia

Hre

PRC 20%
hEARKME

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

Summary financial information on associates

20%  Banking services

RITHRTS

Investment holding

REZRR

30%  Banking and related financial
services

RITRB WS RIS

Financial services and
cash management

SRBREEASER

BENRAYBENRE

2012
100 per cent BAZ—HA 166,760 145,836 20,924 5,550 2,315
Group's effective interest RE B AR R 38,621 34,300 4,321 1,293 536
2011

100 per cent BAZ—H 143,878 126,984 16,894 4,482 1,765
Group's effective interest REEMARER 33,621 30,052 3,569 1,074 435

33.GOODWILL AND INTANGIBLE ASSETS B2 L B &E

Goodwill and intangible assets include goodwill arising on business combinations
and acquired intangible assets. Acquired intangible assets include core deposits
which are amortised over their estimated economic useful life of ten years, and

naming rights.

AEREVEEAEREBAHELENEE
MEABFEE BABFKEEBREZLF
AR A BRE - WIRH A B R 10F &

Goodwill ma 2,743 2,882 1,460 1,460
Acquired intangible assets BARLEE 1,298 1,333 - -
4,041 4,215 1,460 1,460
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33.GOODWILL AND INTANGIBLE ASSETS (CONTINUED) B2 N B EE @)

(a) Goodwill (a) BE

At 1st January MMA1E 2,882 2,822 1,460 1,460
Additions through acquisition of XK EEHTEB A FIHY

subsidiaries #E 1 68 - -
Reversal due to disposal of a HE—RFKBARN

subsidiary i (172) - - -
Exchange adjustments 0 7 A 22 (8) - -
At 31st December NM2A318 2,743 2,882 1,460 1,460

Impairment tests for cash-generating units containing goodwill

Goodwill is allocated to the Group’s cash-generating units (CGU) identified
according to business segments as follows:

BEERENREEEEM 2OREAR

AEBEEB D BAORBETAHIINES
HAEBEMAT

Personal banking A AT 849 849
Corporate banking ERIT 453 453
Treasury markets B &5 158 158
Corporate services RERS 1,235 1,210
Others Hity 48 212

2,743 2,882

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 11.39%-12.5%
(2011: 10%-12.28%) and the long-term growth rate is 4%-10% (2011: 2%-10%).

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.

FeAERMMAKESRAREEREER
FHE o FHERRRE IR B E AR ST
BEMRSRIEMGE - BRSFHRRNRSR
BT A S ET AR R - B RETABIB
AT EEBNAEEFRBHRAFIER

ARAEERABEEORBRAITMNERS
11.39%-12.5% (2011 : 10%-12.28% ) k&
BB R R A4%-10% (2011 : 2%-10%) °

EEERBEERRREATHSERIAEE
BEFRT - FIERAMEFEEEEER
ERTEAIE B -
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(b) Intangible assets (other than goodwiill)
Intangible assets include acquired core deposits. Intangible assets are stated at cost
less accumulated amortisation and impairment loss (Note 2(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.

ARIERE ()

(b) B EE (BRI
B EEAREARLER - B EERK
ZRBR R 8RR 1E 18 5k 51 BR (P #E2(k)
(iv) °

AR E R FAHIR B A E R AR ET AT R AR
RN - U TARERAENERE
EEBR A {E R BRI A T B (&t a) AR A8 -
AR OERRI10E

BRERREY S T M EBRENEES

BERART ERRREEITE -

Cost A
At 1st January R1A1H 1,433 1,433 - -
Reversal due to disposal of R & — R E A Al

a subsidiary R (14) = - =
At 31st December W12A318 1,419 1,433 - -
Accumulated amortisation RETE
At 1st January M1A18 (100) (67) - -
Amortisation charge for the year FEEREH

(Note 11) (faE11) (33) (33) - -
Reversal due to disposal of AL E—HMER A

a subsidiary 8 12 = - =
At 31st December M12A318 (121) (100) - -
Carrying amount at 31st December R12A31AEREE 1,298 1,333 - =
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34.FIXED ASSETS BlE & &

Cost or valuation AL (E
At 1st January, 2012 201261 A1H 2,940 8,991 4,563 13,554 16,494
Additions #E 17 22 386 408 425
Revaluation surplus (Note 15) SRBRRHE15) 454 - - - 454
Revaluation of bank premises TTHEREA
transferred to investment properties HEME 36 (36) - (36) -
Revaluation loss on bank premises RITHEAREYE
(Note 15) (Hi15) - 6] - (€] @)
Redevelopment cost BERA 21 28 - 28 49
Reversal due to disposal of AHE—HHBAR
a subsidiary g - - (116) (116) (116)
Disposals He (375) (25) (183) (208) (583)
Exchange adjustments e 5 A% 7 77 21 98 105
At 31st December, 2012 ®2012412A31H 3,100 9,054 4,671 13,725 16,825
Accumulated depreciation and ZMEK
amortisation B
At 1st January, 2012 R2012%1R1H - 1,012 2,843 3,855 3,855
Charge for the year (Note 11) FENZH (1) - 168 489 657 657
Reversal due to disposal of B & —FHE R Al
a subsidiary R - - (78) (78) (78)
Write back on disposals &R [ - (16) (163) (179) (179)
Exchange adjustments 0 5 A% - 6 12 18 18
At 31st December, 2012 R2012€12A31H - 1,170 3,103 4,273 4,273
Net book value at FREFE
31st December, 2012 #R2012612A31H 3,100 7,884 1,568 9,452 12,552
The gross amounts of the above assets |3t & A 4942 %85I| 7R
are stated: NS
At cost B - 8,242 4,671 12,913 12,913
At Directors’ valuation REERE
- 1989 - 1989 - 812 - 812 812
At professional valuation REEME
-2012 - 20124 3,100 - - - 3,100
3,100 9,054 4,671 13,725 16,825
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Cost or valuation A E{E
At 1st January, 2012 R2012E1818 2,433 4,071 2,576 6,647 9,080
Additions #E - - 168 168 168
Revaluation surplus LRy 361 - - - 361
Redevelopment cost BREMA 9 28 - 28 37
Disposals HE (375) - (134) (134) (509)
Exchange adjustments 0 % - 39 7 46 46
At 31st December, 2012 20126128318 2,428 4,138 2,617 6,755 9,183
Accumulated depreciation and ZEHER
amortisation B
At 1st January, 2012 7201281818 - 444 1,758 2,202 2,202
Charge for the year FENZH - 48 217 265 265
Write back on disposals AR o] - - (122) (122) (122)
Exchange adjustments 0 5 JAR - 1 1 2 2
At 31st December, 2012 R2012%12A31H - 493 1,854 2,347 2,347
Net book value at REFE
31st December, 2012 R2012%12831H 2,428 3,645 763 4,408 6,836
The gross amounts of the above assets 3t & E# 255II7R
are stated: LOBNE
At cost R - 3,326 2,617 5,943 5,943
At Directors’ valuation REERE
- 1989 - 1989 - 812 - 812 812
At professional valuation REEEE
-2012 - 20124 2,428 - - - 2,428
2,428 4,138 2,617 6,755 9,183
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BRI MY (&)

34.FIXED ASSETS (conTiNUED) EIE B E (@)

Cost or valuation BASKIE(E
At 1st January, 2011 20111 A1H 2,574 9,031 4,160 13,191 15,765
Additions 28 - 61 506 567 567
Additions through acquisition TR E = - 3 3 3
Revaluation surplus (Note 15) ERBH(NE15) 404 - _ _ 404
Revaluation of bank premises THEHEA
transferred to investment properties ~ REYE - 14 - 14 14
Transfer from bank premises to RITHEA
investment properties KEYE 25 (25) - (25) -
Redevelopment cost BRERKA 8 10 - 10 18
Disposals HE (94) (306) (161) (467) (561)
Exchange adjustments 5 A 23 206 55 261 284
At 31st December, 2011 ®2011412A31H 2,940 8,991 4,563 13,554 16,494
Accumulated depreciation and ZIER
amortisation B
At 1st January, 2011 R2011E1R1H = 877 2,474 3,351 3,351
Additions through acquisition BEERIEE - - 2 2 2
Charge for the year (Note 11) FEAZ ML) = 164 472 636 636
Revaluation of bank premises TIEGEA
transferred to investment properties &Y% - @) = ¥ )
Write back on disposals HH e R o B¢ = (45) (137) (182) (182)
Exchange adjustments 0 5 A% - 18 32 50 50
At 31st December, 2011 #2011412A31H = 1,012 2,843 3,855 3,855
Net book value at FEEE
31st December, 2011 R2011F12A31H 2,940 7,979 1,720 9,699 12,639
The gross amounts of the above assets -3t & A 49425851 7R
are stated: JINE
At cost B - 8,178 4,563 12,741 12,741
At Directors’ valuation REERE
-1989 - 1989F = 813 = 813 813
At professional valuation REEREE
-2011 - 20114 2,940 = = = 2,940
2,940 8,991 4,563 13,554 16,494
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ARIERE ()

Cost or valuation Ak A (E
At 1st January, 2011 #2011 818 2,173 4,081 2,430 6,511 8,684
Additions g = - 219 219 219
Revaluation surplus EfRRH 338 - - - 338
Revaluation of bank premises T EfEA
transferred to investment properties & &WME - 9 - 9 9
Transfer from bank premises to RITHEEA
investment properties REME 13 (13) = (13) =
Redevelopment cost BEKA 3 10 - 10 13
Disposals HeE (94) (8) (72) (80) (174)
Exchange adjustments e 5 R - (8) (1) 9) (9)
At 31st December, 2011 #2011412A318 2,433 4,071 2,576 6,647 9,080
Accumulated depreciation and ZIITER
amortisation ]
At 1st January, 2011 #2011 18 = 398 1,595 1,993 1,993
Charge for the year FENZH - 49 221 270 270
Revaluation of bank premises THEfEEA
transferred to investment properties &Y% - ) = ®) )
Write back on disposals ] 4 = (1) (57) (58) (58)
Exchange adjustments IS % = = (1) (1) (1)
At 31st December, 2011 R2011E12A318 = 444 1,758 2,202 2,202
Net book value at FREFE
31st December, 2011 #2011412A31H 2,433 3,627 818 4,445 6,878
The gross amounts of the above assets i &K 48 585178
are stated: LONNE
At cost 1R - 3,258 2,576 5,834 5,834
At Directors' valuation RESEE
- 1989 - 19894 = 813 = 813 813
At professional valuation REEGE
-2011 - 20114 2,433 = = = 2,433
2,433 4,071 2,576 6,647 9,080
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34.FIXED ASSETS (conTiNUED) EIE B E (@)

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

T R B M FENREFERLRE

Freeholds KK
Held outside Hong Kong EEBAINEE 195 742 97 750
Leaseholds piti=paul
Held in Hong Kong EEB
On long lease (over 50 years) REAA)(S0F LA L) 2,083 1,664 2,127 1,646
On medium-term lease (10-50 years)  FEFFAI(102504F ) 365 1,300 313 1,335
Held outside Hong Kong EEBNINE
On long lease (over 50 years) REFL(S0FMU E) - 40 - 40
On medium-term lease (10-50 years) A EIFAI(10250F) 457 4,138 403 4,208
3,100 7,884 2,940 7,979

Freeholds KA
Held outside Hong Kong EEBNIMNEE - 707 - 674
Leaseholds piti=paud
Held in Hong Kong &R
On long lease (over 50 years) REAAI(S0F LA L) 1,771 1,637 1,877 1,618
On medium-term lease (10-50 years) A EIFLI(10250F) 657 1,194 556 1,225
Held outside Hong Kong BB E
On medium-term lease (10-50 years) ~ FEAFAA)(102504) - 107 - 110
2,428 3,645 2,433 3,627

The carrying amount of the bank premises of the Group and the Bank would have
been HK$6,217 million (2011 (restated): HK$6,268 million) and HK$2,040 million
(2011 (restated): HK$2,017 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$2,448 million as at 31st December, 2012 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,
2012 and it was performed on an open market value basis.

B A B R AITUAR AR 2T 8 AR -
1THE M AREE S D B A5 %6,217,000,00070
(20114 (E#R) : #%6,268,000,0007T) &
75 152,040,000,0007T (201146 (E3R) : &%
2,017,000,0007T) ©

BEMERIZBE LHEMGE - R2012F
12A318  BEAREVENGHEARBE
2,448,000,0007T ° :ZEW ¥ BB HER —
BT EME— A TRGEN - HEBARE
REMmEes tEFYHBEGEDENRE
RIERIAREEER - HERNAFRTSER
BEME . WEFA2012412A3182KA
p“q °
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The Group leases out investment properties under operating leases. The leases
typically run for an initial period from 1 to 10 years, with an option to renew the
leases after that date at which time all terms are renegotiated. None of the leases
includes contingent rentals.

Rental income receivable from investment properties held for use under operating
leases amounted to HK$142 million in 2012 (2011: HK$129 million). There was no
contingent rental recognised during the year 2012 (2011: Nil).

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

ARIERE ()

SENEEEERARRRENE - HEF
HEERIFE105 - JIBRKATBENER
MEHASH - MIBROUTIREREES -

RER - MEETHERABLOREMES
FEU TR € B %142,000,0007T (20114 = 7%
#129,000,0007T) ° 2012 F F £ NAH R
SAHMHE(20114F « ) ©

DA AT s A 2 R E R AR R0 IT I R E )
ENARRSEBBBEN R @REMT

Within one year K0 122 128 57 63
After one year but within five years 1FAEESER 82 123 21 33
After five years SE - - - -

204 251 78 96

35. AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES MfiB A SRR KKHIB A TRIE

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

AR R
RIMBARIFIA

Amounts due from subsidiaries

Amounts due to subsidiaries

WNEER  ATEETHBRRABERHNE

B S - BBR AR RRHE R R RIERF
FIEAT

15,566 11,498
3,105 2,416

12,461 9,082
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35. AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES (conTiNnueD) BB A B R 5k K2 R M B /A B 70 ()

Assets BE
Cash and balances with banks and other B RERTNE MBS SR
financial institutions HAETF 5,809 545
Placements with banks and other TESRIT R E fh & B
financial institutions TER 2,319 1,582
Trading assets RHFBREE 166 248
Other assets Hi&E 8,790 10,292
17,084 12,667
Liabilities afE
Deposits and balances of banks and other financial 817 & it & BB 7R
institutions e 1,825 824
Deposits from customers REER 2,508 2,312
Trading liabilities RHA%AE 13 162
Other liabilities HiB R 177 287
4,623 3,585
12,461 9,082

36.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION
AR RARFTEH

(a) Current taxation in the statement of financial position represents: (a) EEEBERAMNKEFIES !

Provision for Hong Kong profits ~ AREEEBFEH

tax for the year (Note 16(a)) EE (Nt 16(a) 533 250 484 189
Impact of leasing partnerships EHHENTE (19) (189) (19 (189)
514 61 465 =
Provisional profits tax paid BREHMEH (52) (58) - -
462 3 465 =

Balance of profits tax provision EEERSHAER
relating to prior years FE 206 202 189 156
Taxation outside Hong Kong VEHNER TR 320 268 218 141

988 473 872 297
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ARIERE ()

(b) EEBIRE E R B EHER
ERREARERARPETHIACEE),/
AEOERED RERNZ BB :

(b) Deferred tax assets and liabilities recognised
The components of deferred tax (assets)/liabilities recognised in the consolidated
statement of financial position and the movements during the year are as follows:

At 1st January, 2012 201251818 366 150 (94) (57) (25) (256) 84
Charged to income statement  Wias R A3

(Note 16(3) (Hi#166) 26 13 2 - 15 38 113
(Credited)/charged toreserves — (EA) /X i EA

(Notes 41(c) and (h)) (Bt 1R r) - 0 - 120 - - 119
Reversal due to disposal of a AHE—FHBARN

subsidiary [ - - 31 - - 134 165
Exchange and other adjustments  [& 5% E 8% - 1 - - - 1 2
At 31st December, 2012 12012128318 392 163 (42) 63 (10) (83) 483

At 1st January, 2011 #2011E1A1A 322 145 (131) (19 (147) (366) (196)
Charged to income statement R AX

(Note 16(a)) (Hiti6e) 44 6 34 - 123 110 317
Credited to reserves BARER

(Notes 41(c) and (h)) (Hiz41km) - 3) - (35) - - (38)
Exchange and other adjustments  [E 3% R H (8% - 2 3 3) (1) = 1
At 31st December, 2011 2011128318 366 150 (94) (57) (25) (256) 84

At 1st January, 2012 120125181A 354 9 (129) (12) (13) " 301
Charged to income statement ~ IERAZ 2 - 14 - 14 18 68
(Credited)/charged to reserves (2 ) /AR

(Notes 41(c) and (h)) (HrsF4nc&m) - 0 - 9 - - 98
Exchange and other adjustments  [E 3 B E-{hi5 % - - - - - 3 3
At 31st December, 2012 12012412 A31A 376 89 (115) 87 1 32 470
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36.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION (CONTINUED)
BESIRR R AR TSR @)

(b) Deferred tax assets and liabilities recognised (continued) (b) EEREBEEEREERIR(®)

At 1st January, 2011 W201ME1A1R 314 91 (177) 43 (61) (208) 2
Charged to income statement  JRaR A% 8 40 = 49 = 48 215 352
Credited to reserves BARER

(Notes 41(c) and (h) (Hiz410% 1) = (1) = (54) = = (55)
Exchange and other adjustments [ % R E 3% - - (1) (1) - 4 2
At 31st December, 2011 2011128318 354 90 (129) (12) (13) 1 301

Net deferred tax assets recognised on  FERRBI SRR &R HYIEIT

the statement of financial position RBEETE (143) (377) (130) (153)
Net deferred tax liabilities recognised on HEZRRAET TSI & HIIEIT
the statement of financial position WEAETFE 626 461 600 454
483 84 470 301
(c) Deferred tax assets not recognised (o) AERELERBEEE
The Group has not recognised deferred tax assets in respect of cumulative tax HARAEERICEEBRANEABBKEARE
losses of HK$965 million (2011: HK$842 million) as it is not probable that future R ERTUE M AR BIER - AEEY
taxable profits against which the losses can be utilized will be available in the K TR B 51 B 1875 # 965,000,000 7T (2011
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry 4 ¢ %842,000,0007T) BIELEFHIBEEE °
dates of the tax losses were as follows: BBEREHSE - ZEHANIIPEWT

Expiring within 5 years RAFAHEEH 29 30
Expiring more than 5 years FEEEIE 122 101
No expiry date FEZ|H R 814 711

965 842
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ARIERE ()

37.0THER LIABILITIES Eft&E

(a) Trading liabilities (@) XRHPZEE
Shares sold Binz=g 21 10 21 10
Negative fair value of PTETER
derivatives BATEE
(Note 45(b)(ii)) (Hizz4506)i) 3,806 4,538 3,059 3,817
3,827 4,548 3,080 3,827
(b) Other accounts and provisions (b) ELfthBRIE J %45
Accrued interest payable FERTIERFIE 3,912 3,897 1,399 1,716
Acceptance draft payable ERAEZER 24,633 18,381 296 219
Other accounts Hi BRI 16,832 13,704 5,338 4,286
45,377 35,982 7,033 6,221
38.LOAN CAPITAL {EE¥&E A
GBP262 million step-up perpetual 1% A 18 75 LA R I
subordinated notes, REEETRRN
measured at fair value through 262,000,000 8 2 2
profit or loss HRSREES - 3,178 - 3,178
USD600 million floating rate TRE SRR AR
step-up subordinated notes, 600,000,000% 7T
measured at amortised cost FESREETE - 4,659 - 4,659
USD500 million Hybrid 500,000,000F T EA
Tier 1 —REARIE - = 4,410 4,025
USD600 million subordinated 1B SE RN AR5 BR Y
notes, measured at 600,000,000 T4 (&
amortised cost = 5,139 5,031 5,139 5,031

USD500 million subordinated notes 133 5% A1 BE

(under the Euro Medium Term 500,000,000%7T.%

Note Programme), measured at EZE(REMER

amortised cost R E) 3,976 3,873 3,976 3,873
SGD800 million subordinated notes 154k 45 A% A% BE

(under the Euro Medium Term 800,000,000% AN B

Note Programme), measured at #BIEZEGEEUNER

amortised cost FEEEE 8D 5,148 - 5,148 -

14,263 16,741 18,673 20,766
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LOAN CAPITAL (conTiNnueD) E BEE 7K ()

The carrying amount of financial liabilities designated at fair value through profit
or loss for the Group as at 31st December, 2012 was Nil (2011: HK$15 million
higher than the contractual amount at maturity) and for the Bank was HK$534
million (2011: HK$156 million) higher 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 was Nil (2011: HK$853 million) and for
the Bank were HK$67 million (2011: HK$1,521 million). The change for the year
ended 31st December, 2012 for the Group was HK$853 million (2011: HK$202
million) and for the Bank was HK$ 1,588 million (2011: HK$555 million).

Hybrid Tier 1 capital instruments comprising step-up subordinated notes
("Notes"”) of face value HK$3,876 million (USD500 million) and carrying amount
of HK$4,410 million and HK$3,876 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.

Two tranches of loan capital of face value totalling HK$4,651 million (USD600
million) and carrying amount totalling HK$5,139 million (2011: HK$5,031 million)
were issued on 16th July, 2010 (USD450 million) and on 23rd July, 2010 (USD150
million) by the Bank. These subordinated notes carrying a coupon rate of 6.125%
qualifying as supplementary capital are listed on the Singapore Stock Exchange
and will mature on 16th July, 2020. Hedge ineffectiveness of HK$0.3 million loss in
2012 (2011: HK$3 million loss) was recorded under fair value hedge accounting.

Loan capital of face value of HK$3,876 million (USD500 million) and carrying
amount of HK$3,976 million (2011: HK$3,873 million) represents 6.375%
subordinated notes (under the Euro Medium Term Note Programme) qualifying
as supplementary capital issued on 4th November, 2011 by the Bank. The notes
are listed on the Singapore Stock Exchange and will mature on 4th May, 2022.
Hedge ineffectiveness of HK$8 million profit in 2012 (2011: HK$2 million loss)
was recorded under the fair value hedge accounting for the USD400 million
subordinated notes. The fair value as of 31st December, 2012 for the USD100
million subordinated notes was HK$772 million (USD99.6 million).

R2012F 12 A31H + AEEZBBEZ
REAFEBEIENCREEZREER
(201 F : LANIHBENSBE LHBE
15,000,0007T ) * T AT %@ 8 18 25 LA [ Bk
AFEEIENSRAGZERELENE
HA A /)£ 58 A % 534,000,0007T (2011
F : %%156,000,0007T) ° £ RETAF(EE
B2HPNSEF  TEBRAEERAITZE
BREBREEHNETH R AEQ01F : B
853,000,000 7T ) & & ¥& 67,000,000 7T, ( 2011
£ : ##1,521,000,0007T ) ° 1E & = 2012
¢12H31E¢¢F$%@&Zﬁﬁm“§ﬁ$

2 B /7% ¥ 853,000,000 7T (2011 4 : 3
?ﬁ% 202,000,000 7T ) K 7 # 1,588,000,000 7T
(20114 : 7##555,000,0007T) °

BAE—BRERNTAEBESNBATEITE
{8 7 3,876,000,000 7T ( 500,000,000 3 JT )
K B T {& 7 ¥ 4,410,000,000 7T 2 # B %
EEE([RER]) EAXRT—2EMB AR
Innovate Holdings LimitedF 31T EREIE B
3,876,000,000 7T ( 500,000,000 % 7t ) FF R &
EHRRHS (NInnovatef@5ehk(n ]) - #1TREA
200911 A5H - ZZBZEEFERFLE
8.5% + Wi2059% 11 A5HZE|H ° Innovate
BABRMEBAINREMNETHAES

Z 15 Kinnovatef@ 5 ik RFT I X S F
RN ENEEGEARS - BE—RER
TEEHAERARTRAEEN —HRER -
EREREYT - BHREHEE Rinnovatef@5t
f&ip Bt DA DB o

MR R M| E £ 5% % 4651,000000
7t ( 600,000,000 % 7t ) R AR A 1E £ %
75 ¥& 5,139,000,000 7T ( 2011 &F : & #&
5,031,000,0007T) K fEEE AR « RIEHARIT
7201047 A 16 B (450,000,000 7T ) & A
201047 A23H (150,000,000 7T ) #7174 8,
6.125% @ WFTER/BERREEZIE - %
ZERRIIER S LT - SR 202067
A16BE|H - 720124 - A AT EEY
FREEDA T 8RS B B R R D 0 B 1R R B IS
300,0007T(20114F : 78%3,000,0007TE18) °

= H {E %% 3,876,000,000 7T (500,000,000
Jt)  BNER W {E 7 ¥ 3,976,000,000 7T (2011
£ : 78#£3,873,000,0007T) IEEE AR - 25
RATTR201M 11 B4R ETF86.375% °
I 5 A M N E AR & EER GREONER
FHEIIRATBI1T) - ZEZBERIINERH
Fr BT Wi5H 202245 A48 I8 - i E A
400,000,0003 L& aﬂ%ﬁﬁ = ' 120124 -
FIRAR T EES P EHEMERS E’Jﬂ)&ﬁ
SR BB 17 i A %ﬁ%sooooooﬁ(zoni
2,000,000 T E548) © 502012@2)%315
H 1100,000,0005 1% (8 ZiEH A FEEA
A7E5#5772,000,0007T(99,600,00057T) ©
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Loan capital of face value of HK$5,073 million (SGD800 million) and carrying
amount of HK$5,148 million represents two tranches of 4.25% subordinated
notes (under the Euro Medium Term Note Programme) qualifying as supplementary
capital issued on 13th March, 2012 (SGD600 million) and on 27th April, 2012
(SGD200 million) by the Bank. The notes are listed on the Singapore Stock
Exchange and will mature on 13th September, 2022. Hedge ineffectiveness of
approximately HK$18 million loss in 2012 was recorded under the fair value hedge
accounting.

On 21st March, 2012, the Bank redeemed the HK$3,230 million (GBP262 million)
6.125% step-up perpetual subordinated notes which were issued on 20th March,
2007 and which qualified as supplementary capital.

On 22nd June, 2012, the Bank redeemed the HK$4,656 million (USD600 million)
floating rate step-up subordinated notes which were issued on 21st June, 2007
and which qualified as supplementary capital.

ARIERE ()

2 [ & 7 ¥ 5,073,000,000 7T ( 800,000,000
03 7T ) K BR {8 7 5 5,148,000,000 7T
MEEER  RIEARITR2012F3 713
H (600,000,000 AN 7T ) K 7201244 A
27 A (200,000,000 i3 7T ) B 1T M R F 2
4.25% -+ URTE AT A AN 814 18 R 1R (IR ER
NI R EASRARE T BIBE1T) - R EZBRHM
WR BT LT - WHER2022F9A 138 515 -
£2012%F - RERARFEEE T AT
1S HY AN 2015 518 407455 18,000,0007T °

7201283 A218 - AR1T/E B B AT 2007
43 A20 B %17 E & 7 ¥ 3,230,000,000 7T
(262,000,000 85) & 2.6.125% * WFEH
MDA AR R B HA A 2P R (B SRR ©

7201266 4228 - A17/E B B ZAR1TH# 2007
6 A21 B %17 HE &7 ¥ 4,656,000,000 7T
(600,000,000 7T) * M =¥ 5E AT HE AR E)Z
EOREETR -

39.EQUITY SETTLED SHARE-BASED TRANSACTIONS UMD BEBIEXNNRZ S

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 ordinary shares of the Bank.
Except as provided otherwise in the rules of the relevant Schemes, share options
granted under Staff Share Option Schemes 2002 and 2007, 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 while share options granted
under the Staff Share Option Scheme 2011 and after may be exercised beginning
on the Vesting Date and ending on the fifth anniversary of the Vesting Date. All
options were granted for nil consideration.

(a) Particulars of share options:

(i) Share options granted under Staff Share Option Schemes 2002 and 2007:

10/5/2007 10/5/2007 - 09/5/2008 10/5/2008 - 10/5/2012
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013
05/5/2009 05/5/2009 - 04/5/2010 05/5/2010 - 05/5/2014
06/7/2010 06/7/2010 - 05/7/2011 06/7/2011 - 06/7/2015

TR MNE BRI ERANITEEG A
BIERHRRETAEB 2 EMEES B
HITERRITHAE - URBAITEEBRR
7 - BB EINRASEREN - BiEE
B RARET 212002 %2007 FT#% T 69 RBRAE B 1T
FHRARTANE1AFHRBERTANSE
SEFIE - MIREE SRR 212011 R LATE
i FRRBRENITESRRAREBHRRE
5B EHESAFIL o IARRELATGHE
MRS -

(a) FRIRFERFIS -

() RiE(E B R 812002 & 2007 AT T &Y
FRRRAE -

42.84
40.09
21.25
28.49
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39.EQUITY SETTLED SHARE-BASED TRANSACTIONS (conTiNueD) UARR1D BEBEX MR Z @)

(a) Particulars of share options: (continued) (a) WRAEEE  @|)
(i) Share options granted under Staff Share Option Scheme 2011: (i) BIEESRIBEZI2011FETFHRE
1

05/5/2011 T1 05/5/2011 - 04/5/2012 05/5/2012 - 05/5/2017 32.00
05/5/2011 T2 05/5/2011 - 04/5/2013 05/5/2013 - 05/5/2018 32.00
05/5/2011 T3 05/5/2011 - 04/5/2014 05/5/2014 - 05/5/2019 32.00
(iii) Share options granted under Staff Share Option Scheme 2012: (i) BIEE S RRE 201257 T HIR
T :
10/5/2012 T1 10/5/2012 - 09/5/2013 10/5/2013 - 10/5/2018 28.99
10/5/2012 T2 10/5/2012 - 09/5/2014 10/5/2014 - 10/5/2019 28.99
10/5/2012 T3 10/5/2012 - 09/5/2015 10/5/2015 - 10/5/2020 28.99

(b) The number and weighted average exercise prices of share options  (b) E{TERRENEE & MEFHT
are as follows: EEWT :

Outstanding at the beginning

of the year FHEE 31.83 22 31.81 21
Exercised during the year FEERNITE 23.07 (1 27.53 3)
Granted during the year FERET 28.99 6 32.00 6
Lapsed during the year FEERER 42.84 2) 41.01 @)

Outstanding at the end

of the year FAREH 30.49 25 31.83 22
Exercisable at the end

of the year FERAEITE 30.73 15 31.76 16
The weighted average share price at the date of exercise for share options FEANTERRES BOMEFHRER
exercised during the year was HK$28.71 (2011: HK$30.61). 7E#528.7170(20114F - B¥E30.617T) °
The options outstanding at 31st December, 2012 had an exercise price from 2012128318 - MARITERRIENITE
HK$21.25 to HK$42.84 (2011: from HK$21.25 to HK$42.84) and a weighted BEREB21.25 T2 E42.847T (20114 :
average remaining contractual life of 3.61 years (2011: 3.38 years). HB121. 25 2B 42.847T) © REIBEHN

FHZ MEFHEE3.61F (20114 : 3.38
F) o



REHRTERDE | 2012F 3 | 199

NOTES ON THE ACCOUNTS (CONTINUED)

(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.

ARIERE ()

() RRENDFEEREBR

ESRBINRRRBREN D FEEZE TR
BRENATFEENE - BTRBREZER
FEER=AANEEERRN - BEENE
HNERRZEBRANBAZY -

/ ‘

Fair value at measurement date Rt ERR AT EE
—Tranche 1 - #h1

— Tranche 2 - 52

— Tranche 3 - 53

Share price B&(E

Exercise price 1I1EE

Expected volatility (expressed as weighted
average volatility used in the modelling
under trinomial lattice model)

Option life

- Tranche 1

- Tranche 2

- Tranche 3
Expected dividends

Risk-free interest rate (based on Exchange
Fund Notes)

FEETE IR (A= B B B
TE R AR B T 1)K 1R

RIRIETH

- 221

- 252

§73

AR S

Dk DK

ERENE(REINEESRR)

HK$E#3.957T HK$/&#5.127T
HK$E%4.02 7T HK$/B5.347T
HK$E#3.997T HK$ 78 #5.487T
HK$#%:28.90 T HK$/&#31.607T
HK$#%:28.99T HK$78#32.007T
22.08% 21.78%

6 yearsF 6 years

7 yearst 7 yearsE

8 yearsF 8 yearsf
3.87%-3.94% 2.98%
0.45% 1.66%

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.

TR IB A 2 )18 (AR i
ABTMHE) - BERRARAENANY
SRR BT 2D - WIS RBAER
BB - TBEABRNEDTREAFEL
FEEME -

RN TAN A RIGIGMT o R G
TRPAAHERETHESRBORFE
B - BT RBETSERL EEAE -
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40.SHARE CAPITAL BRZ<

Authorised: EEIRA
Ordinary shares of HK$2.50 each LRRERAER2.507T 4,000  HK$7%10,000,000,0007T 4,000  HK$7%%10,000,000,0007C
Substitute preference shares of ERELK
US$1,000 each FM&1,000%7T 0.5 US$500,000,000% 7 0.5 US$500,000,0005 70
HKS Mn B¥EER HKS Mn BEBET
Issued and fully paid: BETRERRA :
At 1st January M A8 2,076 5190 2,042 5,105
Shares issued under Staff Share Option BIEEE A2 T
Schemes flk(n 1 2 3 8
Subscription for new shares BT 1M1 279 - -
Shares issued in lieu of dividends PARRA BB TEO R 39 97 31 77
At 31st December R12A318 2,227 5,568 2,076 5,190

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. Except as provided otherwise in the rules of the relevant Schemes,
the share options granted under the Schemes 2002 & 2007 will be exercisable
between the first and the fifth anniversaries of the date of grant while share
options granted under Scheme 2011 and after will be exercisable on the Vesting
Date and ending on the fifth anniversary of the Vesting Date.

(a) Shares issued under Staff Share Option Scheme

During the year, options were exercised to subscribe for 1 million ordinary shares in
the Bank at a consideration of HK$18 million of which HK$2 million was credited
to share capital and the balance of HK$16 million was credited to the share
premium account (Note 41). HK$6 million has been transferred from the capital
reserve to the share premium account in accordance with policy set out in Note
2(a)(iv).

BIREZERE S RRETEI(T5HE]) - R
RIER T A& B ARBARITH L AR
1% o RIETTEEEERRNRIETFANA
FEEMR - RIEEBTEINBISEERE
SN IRIRETE12002 % 2007 A% T A0SR AR AE A
TR AR FANS I AFHRERTAN
ESAFIE - MREF 82011 RABAAET
RN TEHRNBEREERRERE
BHSESEFLE o

(a) RIBEEZDRETEIBRTHRG

FER BAERREURBEARTLRBR
1,000,000 % 2 X {B /% 7 & 18,000,000 7T -
H 2,000,000 FARAE - 8RB
16,000,000 7T 17 A B& 15 % B (Fif 7£41) - 1R
BEHTTE2(q) (V)T - EBREAREEEREEYE
6,000,0007C AR DR EA ©
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ARIERE ()

(b) Terms of unexpired and unexercised share options at the end of
the reporting period

(b) T ¥R & HA%E R A S AR B im R AT L/
R Z R

10/5/2007 HK$#&#42.847T - 2,035,000
05/5/2008 HK$7##40.097T 4,070,000 4,070,000
05/5/2009 HK$#E#21.257T 2,920,000 3,515,000
06/7/2010 HK$/&1£28.497T 5,750,000 5,950,000
05/5/2011 (T1) HK$/&132.007T 1,980,000 1,980,000
05/5/2011 (T2) HK$/&132.007T 1,980,000 1,980,000
05/5/2011 (T3) HK$/&132.007T 1,990,000 1,990,000
10/5/2012 (T1) HK$7#28.997T 1,980,000 =
10/5/2012 (T2) HK$75#28.997T 1,980,000 =
10/5/2012 (T3) HK$75#28.997T 1,990,000 =

24,640,000 21,520,000

41.RESERVES f#1&

(a) Share premium (@) BDRE
At st January ®1A1H 12,037 12,037
Net premium on shares issued under RIEE B RGBT Rk
Staff Share Option Schemes wIEFE 16 16
Transfer of the fair value of options from BRERGEBRITARE)D
capital reserve — share options issued RERE 2 A TER 6 6
Subscription of new shares REEETR 3,022 3,022
Shares issued in lieu of dividends AR B EITRRG 1,002 1,002
As 31st December M12A31H 16,083 16,083
(b) General reserve (b) —MfEtE
At st January ®1A1R 13,744 13,376
Transfer from retained profits BEREEHER 21 -
Realised surplus on disposals transferred REVESLREENESERLE
from property revaluation reserve MERR 58 58
At 31st December M12A31H 13,823 13,434
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41.RESERVES (CONTINUED) i (&)

() Revaluation reserve on bank premises (0 THLEGRE
At 1st January ®1B18 1,032 971
Recognition of deferred tax liabilities RIELFIEA R
(Note 36(b)) (HizE36()) 1 1
Realised surplus on disposals transferred EERHEMFEBHREA
to general reserve —MRfEE (58) (58)
Exchange adjustments BEE 5 A EE 1 -
At 31st December ®12A831H 976 914
(d) Statutory reserves (d) EERHE
At 1st January R1A18 2,142 2
Transfer from/(to) retained profits #a /(BN BERH 390 (2)
Exchange adjustments 0 5 A 15 -
At 31st December R12H31H 2,547 -
(e) Capital reserve () BARREE
At 1st January M1A1E 86 -
Transfer from retained profits BB 48 -
Disposal of a subsidiary HEMRBAR 4 -
At 31st December R12H31H 130 -
(f) Exchange revaluation reserve (h EREGRHE
At 1st January R1A18 2,390 22
Exchange adjustments [E 5 AR 379 82
At 31st December R12A31H 2,769 104
() Capital reserve - staff share options issued ~ (g) B AGEfE - E%1TIE S RMHE
At 1st January ®1A18 140 140
Transfer of the fair value of options
to share premium RIRED T EERARDGE (6) (6)
Forfeited options transferred to BARBARIRAEEA
retained profits BEaA 21 (21)
Additions 2 22 22
At 31st December R12A31H 135 135
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(h) Investment revaluation reserve (h BEERHHE
At st January ®1A1R 27 67
Changes in fair value of securities BHENATFEEEY 1,121 635
Reversal upon disposal (Note 13) PSSR (A5113) (113) (15)
Recognition of deferred tax liabilities BRETEHIBERE
(Note 36(b)) (Hi36(b)) (120) (99)
Impairment loss and amortisation REER R 98 61
Exchange adjustments ME 5 R (1 3
At 31st December R12A31H 1,012 652
(i) Other reserves () EHfbfEs
At 1st January M1A1H 60 -
Share of changes in equity of associates [E(RH S D BRI ) 4 -
At 31st December M12A31H 64 -
() Retained profits () BFaf
At 1st January M1A1HE 10,768 3,520
Net profit for the year FEAHR 6,056 2,997
Transfer to general reserve BA—REHE (21) -
Transfer (to)/from statutory reserve (BA),/ BEETRHE (390) 2
Transfer to capital reserve YNNG (48) -
Forfeited options transferred to BRI IEE A
retained profits B 21 21
Transfer to non-controlling interests BRI (47) -
Dividends (Note 18) BB (Hi£18)
— Interim dividend - AR S (903) (903)
— Second interim dividend - FTRPHRE (1,059) (1,059)
— Hybrid Tier 1 USD 500M - )R&—##E7500,000,0007T (331) -
At 31st December R12A31H 14,046 4,578
(k) Total reserves (k) f*HsBEE 51,585 35,900
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AR IR B 5 (48)

41.RESERVES (CONTINUED) i (&)

(a) Share premium (@) RiDEE
At 1st January B1A1R
- As previously reported — WNRTRE 9,331 9,331
- Reclassification from general reserve to - B REFEETHEE
share premium B&in (B 2,181 2,181
- As restated -ER 11,512 11,512
Net premium on shares issued under RIRE 8RR 2B TR
Staff Share Option Schemes RIEFRE 85 85
Transfer of the fair value of options from BEEAGHE(BBTRRE) R
capital reserve - share options issued RRE 2 N TEE 24 24
Shares issued in lieu of dividends AR S ETHRRG 416 416
As 31st December 128318 12,037 12,037
(b) General reserve (b) — MR
At 1st January R1A18
— As previously reported - ARG 15,453 15,109
— Redlassification from general reserve to - A REEETOEZR
share premium Rinim(E (2,181) (2,181)
— As restated - &if 13,272 12,928
Transfer from retained profits BEBTEA 24 -
Shares issued in lieu of dividends PARRA B 1 THIRR (D 441 441
Realised surplus on disposals transferred BEVMESGHFENCERLE
from property revaluation reserve MERE 7 7
At 31st December R12A831H8 13,744 13,376
() Revaluation reserve on bank premises (0 TTHLEMEE
At 1st January M1A1R 1,023 965
Recognition of deferred tax liabilities RELEFBAE
(Note 36(b)) (Hi:236(b) 3 1
Revaluation surplus on bank premises TTHEBE (AR B W) P EE £
transferred to investment properties BHEH 16 12
Realised surplus on disposals transferred BERHEMEBHBEA
to general reserve —MRfEE @) 7)
Exchange adjustments BEE R ©) -
At 31st December ®12A31H8 1,032 971
(d) Statutory reserves (d) EEFE
At 1st January ®1A18 1,990 7
Transfer from retained profits BeBFERA 70 ©)
Exchange adjustments BEE 54 B 82 =
At 31st December R12A31H 2,142 2
(e) Capital reserve (e) BAfEHE
At 1st January and 31st December M1A1BXR12A31H 86 -
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NOTES ON THE ACCOUNTS (CONTINUED)

ARIERE ()

(f) Exchange revaluation reserve () EXEMREHE
At 1st January ®1A18 1,938 96
Exchange adjustments R 452 (74)
At 31st December R12A831H 2,390 22
() Capital reserve — staff share options issued  (g) BZf##E - T 21TE B AHE
At 1st January M AR 165 165
Transfer of the fair value of options
to share premium RRELTFEBERARDRE (24) (24)
Forfeited options transferred to BAMERREEA
retained profits BEaT 1) 1)
Additions bl 20 20
At 31st December M12A31H 140 140
(h) Investment revaluation reserve (h) ‘ESHRFE
At 1st January W AR 258 141
Changes in fair value of securities EHNATEEEE) (326) (123)
Reversal upon disposal (Note 13) R SRR (Ma13) 5 ©)
Recognition of deferred tax liabilities RIELEFIEA &
(Note 36(b)) (HizE36(b)) 35 54
Impairment loss and amortisation REBRKREH 55 -
At 31st December M12A31H 27 67
(i) Other reserves () Hfbs
At 1st January R1A1H 53 -
Share of changes in equity of associates NG St 7 -
At 31st December R12A31H 60 =
() Retained profits () BFaf
At st January MM A1H 8,841 3,550
Net profit for the year FEN & 4,358 1,974
Transfer to general reserve BA—RHE (24) =
Transfer to statutory reserve BNEERE (70) 5
Forfeited options transferred to BRMERIRFEE A
retained profits B 21 21
Dividends (Note 18) MRS (HriE18)
— Interim dividend - REARR S (885) (885)
~ Final dividend in respect of previous year - FFERBRA (1,145) (1,145)
~ Hybrid Tier 1 USD 500M ~BA—#&7500,000,000£ 5T (328) -
At 31st December R12H318 10,768 3,520
(k) Total reserves (k) fEBazE 42,426 30,135

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 and the realized

revaluation surplus on disposal of properties.

B EERBMERRTEB(ARIERNE
ASBIRFTHE °

—MREEEREY - BEREEFEFNREE
YMERNE BRE[BRR
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NOTES ON THE ACCOUNTS (CONTINUED)
AR TR B 5 (48 )

41.RESERVES (cONTINUED) fst 1 (&)

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 are equal to the registered capital for a
branch, subsidiary and certain associates.

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 recoginsed in accordance with the accounting policy adopted for share based
payment in Note 2(q)(iv).

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

Other reserves represent 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, 2012, HK$4,580 million
(2011: HK$4,065 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, 2012, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$12,473 million (2011:
HK$11,427 million). After the end of the reporting period the directors declared a
second interim dividend of HK$0.63 per ordinary share (2011: HK$0.51 per share),
amounting to HK$1,403 million (2011: HK$1,059 million). The dividend has not
been recognised as a liability at the end of the reporting period.

42.NON-CONTROLLING INTERESTS FEiZpgfEss

T FE R E R R R 2 RIEE
HTHERNSNE I P ER PR A & TR -

EAERBRAEXFHERRAEZEREA
REERMENREE—RDTT  —KMEA
AR E THEE R RIMEMARAMER -

BARBENBERRRENERN LT -

EAGRE(BRTRERERERE) BERED R
A BMTRE2(a) (V) PTEUA R ) BRI Y
& RERERR T ATER 2 BIRK G5t
ATERBEZBB O AFEE -

RESHRBEEFEIHEEEFEER
FREULERNRF AP EELEFE F
RAR IR E A T RE2(0 (k) ©

HAb R R B IE T 2 R 2 A B
R E T RS -

BEEEBCRITIE)GHEEBEEES R
T ATEERERETEFBAEHERR
BEEANAEEZRERASRE - €740
ERCHERRE  BENZDHEEEST
BEEMABIE - B20129612A318 ° &
GRAPRIEEAREBEBIRE TFTALEE
fi% 3% 5 4,580,000,000 7T (2011 4« 8 #&
4,065,000,0007T) * BIRFRIBEZ AT S S
BhEIRD o

R2012%12 8318 -+ AlREE FANTTARR A0
& 42 %8 575 5 12,473,000,000 7T (2011 4F -
75 #511,427,000,0007T) ° EHREHER B
BEESMIRES XK EFREER
B 150.637T (20114 - FRRE0.517T) » 42
#8352 75 %6 1,403,000,000 7T (2011 4F : /81
1,059,000,0007T ) ° R ¥R E B4R B I K&
REBERAELE -

At 1st January M1A1H 4,428 4,400
— sale of interests in businesses to non-controlling - HEEEERT

interests investors IR A E - 2

— final dividend in respect of previous year - FEERERE (68) (61)

— transfer from retained profits - BeBEaA 47 -

— exchange adjustments - EX AR (19) (6)

Profit for the year FENEF 928 93

At 31st December M12A31H 4,486 4,428




43.FINANCIAL RISK MANAGEMENT B 75 & s B 18

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,
control and report on the various types of risk that the Group faces and, where
appropriate, to set strategy and allocate capital to cover those risks.

The risk mechanisms are built around a centralised framework and include the Risk
Management Committee, specialised risk management committees and the Risk
Management Division.

The Risk Management Committee comprises the Group’s Chairman and Chief
Executive, Senior Advisors, Deputy Chief Executives and the Group Chief Risk
Officer.

The specialised risk management committees include Credit Committee, Asset and
Liability Management Committee and Operational Risk Management Committee.
These committees comprise the Group’s Senior Advisors, Deputy Chief Executives,
the Group Chief Risk Officer and where appropriate division heads from the
relevant areas.

An independent centralised risk management unit, Risk Management Division, is
responsible for monitoring the activities relating to the principal risks. The internal
auditors also perform regular audits on business units to check compliance with
policies and procedures.

In particular, the Risk Management Committee regularly reviews the Bank's risk
appetite statement, risk management policies, and risk control limits and submits
them to the Board of Directors for approval.

The risk appetite statement covers the major risks faced by the Group including
credit risk, market risk, interest rate risk, liquidity risk, operational risk, legal risk,
reputation risk and strategic risk. The related risk levels, where appropriate, are laid
down in the risk management policies.

Each new product launch has to go through an evaluation process including
business and financial analysis and risk assessment. Approval on launching such
new products will be obtained from the New Product Development Working
Group chaired by the Bank's Group Chief Risk Officer, with other members being
heads of support and control units.
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43.FINANCIAL RISK MANAGEMENT (conTINUED) B/ 7% /& Fex B 228 csm)

(a)

The Bank of East Asia, Limited | Annual Report 2012

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 loans
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 when setting all limits. 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 assessment 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, control and report on credit risk. In this connection, guidelines
for management of credit risk have been laid down in the Group’s Credit Risk
Management 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.

Stress tests on the Group’s credit risk are conducted regularly. The results are
reviewed by the Credit Committee and reported to the Risk Management
Committee and to the Board of Directors regularly. If necessary, remedial actions
will be taken.

The Credit Risk Management Department under the Risk Management Division of
the Group is responsible for monitoring activities relating to credit risk.

(@) FERRER

EERBBNEF X FE FREBITEE
¥ AREAEEERTHOZSEFRR
EREBHRITEHRARNR 5/E BN 5L
FRE

REFAEENCEERRER EFECEK
REEZSFRTIRE  MEERRER
TyBS WA B - EEZESLRR
ERZBERNEFCER RREEZES
BEREAKEMEHRRREEABNE
o EERERESIRERETEERME
o BESEHRBOEHRE - UREREE
ZESEMABITHIRE - EEMARER
gEERR  BHRETHER  LERBE
TRIRERESIEARfF ©

EEZESAAAEMARALEGERR
BHENER - ARERAIMNEEEERRA
7% BEREBBRTSOE  HIEFEER
RMEEFZEF  UREEREERYE -

REEEERER TP R S H F R
FERBE - BATRESXRZHFHR
R EEERRE - Ama e BRE DR
NERENA —RAEENTEZERAR -

REBEEHITZRBERNMER - AR - &
B BE B RERAEEMEAZNER
B - EWHE - AEBEEREERRER
EEIHINEERRERTFMA - HEER
REFHE - RERE  FEZEREF - AT
MR - EREBWRRBHEERT TRE - &
SEBERNMREZEES - KBEETS
B2 FREAEERREREFERRRERRE
o

AEBHEERBRENETEDNR - B
ARNERBEEZESHEMREHMAER
ERZBEREZCER - WERE  £&
B IRECE S ARRIEE o

rEERBREERE TN EERREER
BRERAEERRBBNEE -



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 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 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 and bank 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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BRTE B 5E (78

43.FINANCIAL RISK MANAGEMENT (conTinuep) B/ 75 & Fe & 3 )

(a) Credit risk management (continued) (a) GERBERE @)

(v) Concentration of credit risk (v) BEESHTHERR
Concentration of credit risk exists when changes in geographic, economic FEEETHRBRRRZ ZEHFEEXE
or industry factors similarly affect groups of counterparties whose aggregate WE - EEBERITERENTE  mzZF
credit exposure is material in relation to the Group's total exposures. The EREnERECERARREYAEENA
Group's credit portfolio is diversified along geographic, industry and product BEARAEZEHREE - AEENEEA
sectors. AOMBETEMLE  ITEMNER °
The Group monitors its concentration risk by adopting appropriate risk control REE—ERABEE K ERIEGIEE -
measures, such as setting limits on exposures to different industries and loan PIst TRITTEMBERE S B ERE
portfolios. NEREERFHER

(vi) Maximum exposure (vi) T R
The maximum exposure to credit risk at the end of the reporting period RIS B R B R B EMER R
without taking into consideration of any collateral held or other credit HpzERANGREERR - BliES
enhancements is represented by the carrying amount of each financial assets in —EERREMREEEN S REER
the statement of financial position after deducting any impairment allowance. MBIKAKRNREE - = RAREBEN
A summary of the maximum exposure is as follows: TS

Cash and balances with banks,

central banks and other B RICIRT « FRIBAT

financial institutions EAM & R TF 84,092 69,933 18,846 21,333
Placements with banks,

central banks and other FEARTT ~ PRIRTTAIE AL

financial institutions SRIMENER 50,618 58,598 19,335 33,370
Trade bills O 55,740 46,891 47,931 35,876
Trading assets RHBBEE 6,182 4,532 2,837 3,091

Financial assets designated
at fair value through profit 87 AiBiB1E% A KAt

or loss AEBENSREE 14,751 16,330 14,751 16,330
Loans and advances to

customers BEFERRBS 349,801 314,313 220,970 197,258
Available-for-sale financial

assets AHHESRERE 62,333 42,897 43,812 27,667
Held-to-maturity investments = 2| E#% & 4,320 4,587 3,219 2,880
Other assets Hit&E 36,502 25,979 6,518 5,538
Financial guarantees and

other credit related BBEREEMEEE

contingent liabilities BHENSARERE 17,597 13,936 7,239 9,017
Loan commitments and other B EAIE R HAh E{E &

credit related commitments A BAEELE 192,183 134,545 74,479 59,489

874,119 732,541 459,937 411,849
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIERE ()

(vii) Credit quality of loans and advances (i) EFRRBROEEEER
Loans and advances to banks are only made to banks with good credit RITERRBRRARETEESERER
standing. The credit quality of loans and advances to customers can be 2T EEERRBRNEEE RS
analysed as follows: R -

Gross loans and advances to

customers BEFEERRBREE
- neither past due nor
impaired - BRI LRE 349,294 313,645 220,696 196,675
— past due but not impaired - ABHERERE 288 161 99 114
— impaired -BRE 1,138 1,475 777 1,134
350,720 315,281 221,572 197,923
Of which: He

Gross loans and advances to
customers that are neither R EINHENTEER R

past due nor impaired BB
- pass - A% 348,019 311,890 219,706 195,622
— special mention -FEWE 1,275 1,755 990 1,053
349,294 313,645 220,696 196,675
The Group classifies the loans and advances in accordance with the loan AEERBRIEFERTEESHMERER
classification system required to be adopted for reporting to the Hong Kong NERDBERFADEER ©

Monetary Authority.
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BRTE B 5E (78

43.FINANCIAL RISK MANAGEMENT (conTinuep) B/ 75 & Fe & 3 )

(a) Credit risk management (continued)
(vii) Credit quality of loans and advances (continued)
The ageing analysis of loans and advances to customers that are past due but
not impaired is as follows:

(a) EERBEE @)

(Vi) ERRBHRNEEER(E)
ERHERAEREZEPERRERN
FENHAT :

Gross loans and advances to
customers that are past due BEEIERERENEFE

but not impaired RRBR B
—overdue 3 months or less - A EA3ME B LA T 288

161 99 114

Loans and advances that would be past due or impaired had the terms not
been renegotiated amounted to HK$91 million as at 31st December, 2012
(2011: HK$392 million).

(vii) 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 and bank lending risk and risk gradings are applied to
the counterparties with individual counterparty limits set.

At the end of the reporting period, the credit quality of investment in debt
securities analysed by designation of external credit assessment institution,
Moody'’s Investor Services, or equivalent, is as follows:

20128128318 - RIIAKRERT IR
i Al g B e m B SR B B R R B R &
¥ 575 %91,000,0007T (20114 « %
392,000,0007T) °

(vii) FER KB REMEENEFEER
BeRGNEERBERTE  HARE
EEBECXRRITEENTE TR
[ B AR Al i PR T R B B T PR RO
H¥ -

RBEFERE - BRI BEETRE
B BERERE - KR FRMFR
BE MEREZERESRAENERE
EDWIT

Aaa Aaa 15,637 12,632 10,243 7,636
Aal to Aa3 Aal £ Aa3 35,387 30,202 26,816 22,183
Al to A3 Al £ A3 13,711 11,963 11,234 10,011
P-1 (Short term) P-1(:2 ) 1,280 572 - 572
Baal to Baa3 Baal % Baa3 9,371 6,348 5,306 3,867
Below Baa3 Baa3lA 2,395 258 2,089 167
(NB) () 77,781 61,975 55,688 44,436
Unrated ETE 6,758 3,195 6,741 3,195
Total BE 84,539 65,170 62,429 47,631

NB As at 31st December 2012, the Group has debt securities of HK$7,710 million with
investment grade assigned by PRC local rating agencies (2011: HK$6,683 million).

i R2012412A318 » AEEHEHEE
TR 1B 18 T IRER B2 BHEHE
1B5#7,710,000,0007T (20114 : E#E
6,683,000,0005T) °



(ix) Collateral and other credit enhancements

The Group has established guidelines on the acceptability of various classes
of collateral and determined the corresponding valuation parameters. The
guidelines and collateral valuation parameters are subject to regular reviews to
ensure their effectiveness over credit risk management.

The extent of collateral coverage over the Group’s loans and advances to
customer depends on the type of customers and the product offered. Types
of collateral include residential properties (in the form of mortgages over
property), other properties, other registered securities over assets, cash
deposits, standby letters of credit and guarantees. Collateral generally is not
held over balances and placements with banks and other financial institutions,
and loans and advances to banks, except when securities are held as part
of reverse repurchase and securities borrowing activity. The Group takes
possession of collateral through court proceedings or voluntary delivery of
possession by the borrowers during the course of the recovery of impaired
loans and advances. These repossessed assets are reported in the statement of
financial position within “other assets” (Note 2(m)). If the recovery from the
repossessed assets exceeds the corresponding exposure, the surplus fund is
made available either to repay the borrower’s other secured loans with lower
priority or is returned to the borrower.

Collateral 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.
However the credit risk may be implicit in the terms or reflected in the fair
value of the corresponding instruments.

The Group's preferred agreement for documenting derivatives activity is the
ISDA Master Agreement which covers the contractual framework within which
dealing activity across a full range of over-the-counter products is conducted
and contractually binds both parties to apply close-out netting across all
outstanding transactions covered by an agreement, if either party defaults
or following other pre-agreed termination events. It is also common for the
Group to execute a Credit Support Annex in conjunction with the ISDA Master
Agreement with the counterparty under which collateral is passed between
the parties to mitigate the market contingent counterparty risk inherent in the
outstanding position.
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43.FINANCIAL RISK MANAGEMENT (conTinuep) B/ 75 & Fe & 3 )

(a) Credit risk management (continued)
(ix) Collateral and other credit enhancements (continued)
For contingent liabilities and commitments that are unconditionally cancellable
(Note 45), the Group will assess the necessity to withdraw the credit line when
there is a concern over the credit quality of the customers. Accordingly, the
exposure to significant credit risk is considered as minimal. For commitments
that are not unconditionally cancellable, the Group assesses the necessity of
collateral depending on the type of customer and the product offered.

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:

(a) EERBERE @)

(ix) IR E R A PR IR ()
SRS AR B 17 2 A 4 e U 0 7o (
$H45) MAKEHESOEEEERS
BE AETHRTEEMEREEE -
Al - AEEEREAEERRIEESR
BT ELR o YR T A A (R B 0
B AEEGRTESANRAIRHE
REER T EEETIEA -

EXBBERSEFRRSREE Z KA
R EMEREANGS AT EERE
ZRIREMT

Fair value of collateral and
other credit enhancements  #A{EIEHAECEIEE 2 EA
held against financial assets & RE A EARFAHAF

that are: EBENT :
- neither past due nor
impaired - Em R (A 251,750 233,040 150,244 134,323
— past due but not impaired - HEHEREREE 287 157 98 11
252,037 233,197 150,342 134,434

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

Management of the Group’s market risk is governed by the market risk
management policies which are approved by the Board of Directors or the Asset
and Liability Management Committee. The Board of Directors has delegated the
responsibility for day-to-day 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 Department under the Risk Management Division of the
Group is responsible for monitoring activities relating to market risk.

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

(b) B ERER
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NOTES ON THE ACCOUNTS (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. The
Group's non-structural foreign currency exposures are dominated in USD and
for other currencies, their currency concentrations are below 10% of the total
net position in all non-structural foreign currencies of the Group. 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.

The Group had the following net structural positions which were not less than
10% of the total net structural foreign currency position at the end of the
reporting period:

ARIERE ()

ETTAETAR S RAZTFHEMET AN
RERRERERRARBERP—HEEXR
%o WETATANAERAREEMAZHT
LR (FAAKREEAEABEENNOE
FFo ARBRARANITETRAIEARFNE -
SNERMBDARRI A K - BIRBIN IG5
MITETH - ARBAMONITETARTR
BHRIAEPHER  URBLENEMR S
TH B TETE -

U E - BEEENTIERBERNNT

(i) BEERER
AEENINERBRAMNEEE  BE
RITEBMEBEINERRE - REED
SEERBILINE R RIAZTTRER -
HipoMETE  ZEEERBREARE
PSR BIESNE R F R REERE
DZT e MBINERRURFHESS
FZfEROIREBA

AEERDTT - B R RN Z 2 EH
SNERE - BB REREAD
BARE - ARG EERBEERA -
ERILEIIEIRENTIREN  BRE
AEENRERLEIEXRBOTE - K
SEBRNHASNERHENEELAR—
BRENEE  REEREKTE -

R|ERERA - FRENEBERR
FETEREBENEFRHARER D
2T

BEESEFE 2,488

Net structural position

8,703 2,573 8,631

(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 or the Asset and Liability
Management Committee. The instruments used to manage interest rate risk
include interest rate swaps and other derivatives.

(i) FI= =
REBHFEIFTERE I E R ERT
X5 - RPIEENERGHEEHEELE
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Market risk management (continued)

(iii) Equity risk
The Group’s equity positions arise from equity investment and dynamic
hedging of customer-driven business. Equity risk is managed daily by the
Investment Department within the limits approved by the Board of Directors or
the Asset and Liability Management Committee.

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 authority 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.

Stress tests on the Group’s market risk are conducted regularly. The results are
reviewed by the Asset and Liability Management Committee and reported to the
Risk Management Committee and to the Board of Directors regularly. If necessary,
remedial actions will be taken.

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.

(b) 5 E M EE (4#)
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIERE ()

Value-at-risk statistics ERE R

VaR for total trading activities RS EEN RS EETE 16 38 16 26
VaR for foreign exchange trading

positions* INER SR R R EEE 4 8 3 5
VaR for interest rate trading

positions FERSHRMRRESE 1 5 1 3
VaR for equity trading positions f&in 2 FiF R B E KR S5 12 32 12 21

VaR for total trading activities RS EEM R R B EE A% 40 75 28 46
VaR for foreign exchange trading

positions* SMNEZR 55 B HO R PR EEE 13 13 1 4
VaR for interest rate trading

positions XX FRHENRREE 2 8 2 4
VaR for equity trading positions  BR{H% Fi5 A B R 215 31 70 25 41
* Including all foreign exchange positions but excluding structured foreign exchange * BREFAINERE BT EIEAEIINERE -

positions.

Stressed VaR for total trading RHEENR BRREEE

activities k) 68 106 65 80
A Stressed VaR measure is intended to replicate a VaR calculation that would be RERBERARITEBRERNTETE
generated on current market risk portfolio if the relevant market factors were REZEHRNEETSEER  HIKEAS

experiencing a period of stress. FERERE -
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(9]

(d)

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, monitor and
report on operational risk and to comply with the relevant regulatory requirements.

The Group has implemented a centralised operational risk management
framework. All units are required to manage operational risk within the operational
risk management policies which are approved by the Board of Directors or the
Operational Risk Management Committee. The Board of Directors has delegated
the responsibility for day-to-day operational risk management to the Operational
Risk Management Committee. The Operational Risk Management Committee
regularly reports the status of operational risk management to the Board of
Directors via the Risk Management Committee. The Operational Risk Management
Department under the 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.

Moreover, stress tests on the Group's operational risk are conducted regularly. The
results are reviewed by the Operational Risk Management Committee and reported
to the Risk Management Committee and to the Board of Directors regularly. If
necessary, remedial actions are taken.

Furthermore, the Operational Risk Management Department under the 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 Internal Audit Department.

Liquidity risk management

Liquidity pertains to the Group’s ability to meet obligations as they fall due.
Funding liquidity relates to the ability to meet both expected and unexpected,
current and future cash flow and collateral needs without affecting daily
operations or the financial position. Market liquidity concerns the ability to offset
or eliminate a position at market price because of inadequate market depth or
market disruption.

The purpose of liquidity risk management is to ensure sufficient cash flows to meet
all financial commitments 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.
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The management of the Group’s liquidity risk is governed by the liquidity risk
management policies and principle as approved by the Board of Directors or the
Asset and Liability Management Committee. The Asset and Liability Management
Committee is delegated by the Board of Directors to oversee the Group’s liquidity
risk management. The Asset and Liability Management Committee sets the
strategy, policy and limits for managing liquidity risk and the means for ensuring
that such strategy and policy are implemented. Regular meeting is held to review
the compliance status of the monitoring matrix established and the needs of
change in strategy and policy. Liquidity is managed daily by the Capital Markets
& Liquidity Management Department under the Treasury Markets Division within
the limits. The Asset and Liability Management Department under the Risk
Management Division of the Group is responsible for monitoring the activities
relating to liquidity risk. The Internal Audit Department performs periodic reviews
to make sure the liquidity risk management functions are carried out effectively.

Our strong retail customer base forms a significant portion of our funding and we
strive to maintain its stability. It constitutes a broad spectrum of depositors with
whom we have maintained in-depth relationship. Funding diversification is achieved
by issuance of certificates of deposit, medium term notes and subordinated debts.
Professional markets are accessed for the purposes of providing additional funding,
maintaining a presence in local money markets and optimising asset and liability
maturities.

Internally, intra-group funding transactions are transacted at arm’s length and
treated in a manner in line with other third party transactions, with regular
monitoring and appropriate control.

In addition to observing the statutory liquidity ratio, the Group has established
different liquidity metrics, including but not limited to the liquidity ratio, loan-to-
deposit ratio, cumulative mismatch ratio, funding concentration ratios, intra-group
exposure threshold and cross currency funding ratio to measure and analyse our
liquidity risks. As a majority of our liquidity risk arises from the maturity mismatch
gap between the Group's asset and liability portfolios, the Group manages liquidity
risk by conducting cash flow analysis and cash flow projection arising from on- and
off-balance sheet assets and items over a set of time horizons on a regular basis to
identify funding needs in specific time bucket. We also hold sufficient liquid assets
(e.g. cash, short term funds and securities) of appropriate quality to ensure that
short term funding requirements are covered within prudent limits. Contingent
funding sources are maintained to provide strategic liquidity to meet unexpected
and material cash outflows.
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Liquidity risk management (continued)

The Group also conducts stress testing regularly to analyse liquidity risk. In our
stress test, both on- and off-balance sheet items with cash flow impact are
considered, with applicable hypothetical as well as historical assumptions. Both
funding and market liquidity risks are addressed. Three stress scenarios, namely
the institution-specific crisis, the general market crisis and the combined crisis are
adopted with minimum survival period defined according to Hong Kong Monetary
Authority’s latest Supervisory Policy Manual “Sound Systems and Controls for
Liquidity Risk Management”.

With reference to the stress-testing results, the Group identifies potential
vulnerabilities within the Group, and formulates a Contingency Funding Plan that
describes our strategy for dealing with any liquidity problem and the procedures
for making up cash flow deficits in emergency situations.

The Contingency Funding Plan is designed to be pro-active and pre-emptive, and
stipulates the following 3 stages:

In the first stage, the Group utilises early warning indicators, which cover both
qualitative and quantitative measures, monitoring both internal and external
factors. Should there be any early signs of significant impact on the Group’s
liquidity position the management would be informed for their consideration.

In the second stage, Crisis Management Committee, which is chaired by Senior
Management, is formed to handle the crisis. Strategy and procedures in obtaining
contingency funding, as well as roles and responsibilities of parties concerned are
clearly stated.

In the final stage, review on the issues and necessary improvement would be made
to avoid future incidents of nature.

Annual drill test would be conducted and the Contingency Funding Plan would
be subject to regular review in order to cope with the change of business
environment. Any significant changes to the Contingency Funding Plan would be
approved by the Board.
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIERE ()

Analysis of assets and liabilities by remaining maturity: BERBBEORBHRIN

The Group

&8

Assets &g
Cash and balances with banks and other financial & RERATELEBER

institutions g7 55,308 46 10 9 - - 29,997 85,512
Placements with banks and other financial

institutions EETREMERBRENRR - 540 5,581 19,628 - - - 5061
Trade bills 255k 5 1,758 9,295 38,673 - - 9 55,740
Trading assets RHBREE - n 400 1321 1,165 9 4,281 7338
Financial assets designated at fair value through ~ EE ABBEEIRBAT

profit or loss EENSREE - - 129 1,441 10,804 23N 418 15,169
Advances to customers and other accounts BRI REMER 5791 46,7193 3871 84,085 132,032 71,419 7,216 387,213
Available-for-ale financia assets TRHECREE - 14,589 7500 5,907 29307 5,030 23% 64,731
Held-to-maturity investments FEIMRE 107 1,102 201 985 1879 46 - 4320
Undated assets EIRRSLE - - - - - - 21,413 1413
Total assets BELE 61,211 95,769 57,053 152,143 175,181 85,019 65,732 692,114
Liabilities Bf
Deposis and balances of banks and other financial 7Rt 2 BRENFR

institutions it 1128 19221 4,306 5,801 ] - - 30,597
Deposits from customers RPEH 157,088 144532 84,329 98,893 13,968 - - 4%

- Demand deposits and current accounts - B RARER 68,950 - - - - - - 68,950

- Savings deposit -EER 86,549 - - - - - - 86,549

~Time, calland otie deposits - Rl kAR 150 1452 8439 9883 13968 - - omm
Trading liabltes RHFRAE - - - - - - 3821 3821
Certficates of deposit issued BEENE - 312 3,548 14907 5793 - - 21310
Current taxation TR - - - 988 - - - 988
Debt securiies issued BEfERES - - 3,146 4152 1,359 - - 8,657
Loan capital REER - - - - 9,124 5139 - 14,263
Other liabilities ek 1,09 6373 1122 12,347 5,150 2,174 1,741 46,003
Total liabiles i 159266 173248 106451 137,08 35535 1313 1514 630475
Net gap FEE (98,055) (77479) (49,398) 15,055 139,652 71,106
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(d) Liquidity risk management (continued) (d) RBESREMBREE @)

The Group

Assets

Cash and balances with banks and other financial

&g
ReRERTHAMERER

%8

institutions new 4039 210 43 125 = = 30,991 71,761
Placements with banks and other financial

insitutions ERTRABREENER 1027 16930 12,721 27,920 - - - 58,598
Trade bills 2526 55 6,958 16,292 23,581 = - 5 46,801
Trading assets REFREE - - - 572 683 62 4283 5,600
Finandial assets designated at fair value through ~ £E ABBERIRBAT

profit orloss EENeRHEE - - 648 826 12,119 273 33 16,663
Advances to customers and other accounts BPSARAMEE 5,465 3874 3,848 4190 117,734 73,070 5160 341,341
Avalable-for-sale financial essets AftHESRAR 107 338 799 7,950 20,149 3319 2013 44910
Held-to-maturty investments HENARA - 1,088 339 1307 1622 rE] - 4,587
Undated assets EIRAREE - - - - - - 21,051 21,051
Total assets AEER 47,046 61,442 70,881 136,471 152,307 79,419 63,836 611,402
Liabilities &f
Deposits and balances of banks and other financial ST Rt £ B iR

institutions it bl 4,688 1425 8485 0 - 191 15,923
Deposits from customers BPEH 135783 137548 10195 76,692 15,375 - - T3

- Demand deposits and current accounts - BERRRERER 56,89 - - - - = = 56,89

- Savings deposit -FERT 7745 - - - - - - 77452

~Time, call and notice deposits - EHRBAGR 1435 137,548 101,956 76,692 15,375 = - 333,006
Trading liabiltes RoREAR - - - - - = 4,548 4548
Certficates of deposit issued BRERE - 1,110 1,658 5,386 3329 = = 11483
Current taxation RHHE - - - LE] - = - n
Debt securites isued BEERES - - - 241 6,152 = - 6,393
Loan capital [BEER - - 3178 4659 - 8904 - 16,741
Other liabiltes Afpgf 1926 4,775 7036 9,820 312 f 12573 36443
Total liabilities BlEER 138420 148,121 115,53 105,756 25,591 8,905 17312 559,358
Net gap AER (91,374) (86,679) (44,372) 30,715 126,716 70,514
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIEPE ()

The Bank

Assets &g
Cash and balances with banks and other financial & RERAAE M RIEE

institutions HER 19307 - - - - - 449 19,756
Placements with banks and other financial

institutions EETREMERBRENRR - 12,698 3,559 3078 - - - 1933
Trade bills 255k - 4,564 6,639 36,728 - - - 47,931
Trading assets RHBREE - 10 51 ] I3y 19 3423 3993
Financial assets designated at fair value through ~ EE ARBEGIRBAT

profit or loss EENSHEE - - 129 1,441 10,804 23N 119 14,810
Advances to customers and other accounts BRI REMER 4,986 37,962 15,304 31,531 83,084 44,380 4,973 28226
Available-for-ale financia assets TRHECREE - 14,402 6,876 3673 17,010 1,851 1204 4501
Held-to-maturity investments FEIERE 107 1,058 m 741 1,136 - - 3219
Undated assets BIRHSEE - - - - - - 40,515 40,515
Total assets BELE 24,400 70,694 32,729 83,283 112,451 48,621 50,683 422,861
Liabilities Bf
Deposits and balances of banks and other financial ST R Et2 BRENFR

institutions it 1123 2,259 3,645 3,580 - - - 10,607
Deposits from customers RPEH 107181 117,138 46,963 34,804 567 - - 306653

- Demand deposits and current accounts - B RARER 21,690 - - - - - - 21,69

- Savings deposit -EER 85,279 - - - - - - 85,279

~Time, call and notice deposits - EBRARER M 11 46,963 34,804 567 - - 199,684
Trading liabilties RHFRAE - - - - - - 3,080 3,080
Certficates of deposit issued [BE - 312 3,548 14907 5793 2,200 - 29570
Current taxation RERE - - - 87 - - - 87
Debt securiies issued BEfERES - - 661 m 116 - - 1,200
Loan capital REER - - - - 9,124 9,549 - 18,673
Other liabilities ek 8 1478 281 201 10 - 8,760 10,738
Total fiabiles BT 108312 123997 55,098 54,781 15610 11,749 180 381393
Net gap FEE (83912) (53,303) (22,369) 28,496 96,841 36,872
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(d) Liquidity risk management (continued) (d) REBESREMBREE @)

The Bank

RTT

Assets BE
Cash and balances with banks and other finandial B4 RESARA NS B

institutions ner 20,758 17 = = = = 1,640 22,570
Placements with banks and other financial

insttutons ESREMERERNEN 1027 12576 9,790 9977 - - - 3370
Trade bills 2526 55 9,006 10,506 16,304 = - 5 35,876
Trading assets REFREE - - - 3 622 62 3444 4159
Financial assets designated at fairvalue thiough R ABERENREAT

profit o loss EENeREE - - 648 826 12,119 273 13 16,453
Advances to customers and other accounts BB REMEE 4747 25,888 18,390 33,869 71,368 8778 505 203593
Avalable-for-sale financial essets AftHEeRAE 107 3345 171 6,069 9321 1,104 %2 28629
Held-to-maturity investments REHBRE - 917 219 1,164 580 - - 2,880
Undated assets EIRRSEE - - - - - - 36,209 36,209
Total assets AEER 26,694 51,904 47,774 68,240 94,010 47,681 47,436 383,739
Liabilities &f
Deposits and balances of banks and other financial 4T Rt & REIEN TR

institutions R 69% 4,150 1,201 3826 - - 191 10,064
Deposits from customers RPHH 89,884 109,183 64,900 24736 1742 - - 290445

- Demand deposits and current accounts - BERARRERER 15,844 - - - - - - 15,804

- Savings deposit -GERR 73317 - - - - - - 73317

~Time, call and notice deposits - EHRBAGH m 109,183 64,900 24,736 1742 = - 20184
Trading liabiltes RHREAR - - - - = = 3827 3827
Certificates of depost issued BRERE - 1,110 1,658 5,386 3329 2,200 = 13,683
Current taxation RHHE - - - 297 - - - 297
Debt securites isued BEERES - - - 241 - - - 21
Loan capital [BEER - - 3178 4659 - 12,929 - 20,766
Other liabiltes Afpgf 8 1,072 308 136 2 - 7545 9,091
Total liabilities BlEER 90,588 115,515 71,245 39,281 5,093 15,129 11,563 348,414
Net gap FEE (63,894) (63,611) (23471) 28,959 88,917 32,552
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As the trading and available-for-sale portfolios may be sold before maturity or HRER 5 R AT H & AR EES TR E
deposits from customers may mature without being withdrawn, the contractual HART o R P A7 R T AR FE B R AT AR R
maturity dates do not represent expected dates of future cash flows. ARFHAWIERRANBA L ROTEAE -
The following tables provide an analysis of the undiscounted cashflow projection TRETRBEAERAEBHRCHINZ
of the financial liabilities of the Group at the end of the reporting period based on SHMABBENENRSMREANINELZ
the dates of their contractual payment obligations: BEIDHT

The Group 5

Deposis and balances of banks and other financial ~ $/7R 2 14 BikELER

institutions Rt 30,507 30,626 1128 23,540 5817 1 - -
Deposits from customers RERH 498,770 504,752 157,139 230,245 101,448 15,320 - -
~ Demand deposits and current accounts - EHERRERER 68,950 69,620 69,620 - - - - -
- Savings deposit -BERR 86,549 86,550 86,550 - - - - -
- Time, call and notice deposits - EBREAE W 34858 1569 230245 101,448 15,320 - -
Trading liabities RHREER 3827 3827 - - - - - 3821
Certficates of deposit issued BRTEE 21310 21,896 - 6,741 15,19 5,959 - -
Current taxation B 988 988 - - 988 - - -
Debt securities ssued BRIERES 8,657 8,966 - 3,184 4,355 1427 - -
Loan captal AR 14,263 18,847 - 19 497 12,108 5,993 -
Interest rate swaps fEESas 6,605 6,605 - 540 1,036 4435 594 -
Other liablities EfpaE 46,003 46,003 1,090 17,495 12,347 5,150 2174 7,747

Total ] 637,080 648,510 159,957 281,9% 141,684 44,540 8,761 11,574
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(d) Liquidity risk management (continued) (d) "EELRBEE @
The Group 55

Deposits and balances of banks and other financial 47 R M4 BkHEAIE R

institutions RE 15923 15,957 m 6,133 8,496 426 - 191
Deposits from customers BFER 467,35 470,311 135,853 240,178 71,864 16,416 - -

-~ Demand deposits and current accounts - EREARERER 56,89 56,934 56,934 = = = = =

- Savings deposit -GBERR 7145 77453 77453 - - - - -

- Time, call and notice deposits - EBRARER 333,006 335,924 1,466 240,178 71,864 16,416 - =
Trading liabities RHRREE 4548 4548 - - - - - 4548
Certficates of deposit issued BEIERE 11,483 1,743 - 2812 5,453 3478 - -
Current taxation KB 473 473 = = 473 = - =
Debt securites issued BEAERES 6,393 6,861 - 25 39 6,438 - -
Loan capital EEER 16,741 23435 = 3431 5392 3452 11,160 =
Interest rate swaps Flzitan 4817 4817 - 43 789 2673 932 -
Other liabilities 2Bt 36,443 36,443 1,926 181 9820 312 1 12,573
Total &g 564,175 574,588 138,490 264,813 108,685 33,195 12,093 17,312
The Bank $RAT

Deposits and balances of banks and other financial ST Rt 2B IR Z5

institutions k& 10,607 10,629 1123 5910 3,59 - - -
Deposits from customers REEN 306,653 307,147 107,183 164,283 35,102 579 - -
- Demand deposits and current accounts - BERRRERER 21,690 21,69 21,692 - - - - -
- Savings deposit -GEE 85,279 85,219 85,219 - - - - -
- Time, call and notice deposits - ERREAER 199,684 200,176 MM 164283 35,102 579 - -
Trading liabiltes REFRAE 3,080 3,080 - - - - - 3,080
Certificates of deposit issued [BE 29,570 30,096 - 6,741 15,196 5959 2,200 -
Current taxation RHR 8n 8n - - 8n - - -
Debt securites issued BEfEKES 1,200 1220 - 675 429 116 - -
Loan capital BEER 18,673 25,563 - 219 826 13,426 11,062 -
Interest rate swaps flEESaH 6,466 6,466 - M1 1,026 4,435 594 -
Other liabilities Etag 10,738 10,858 8 1,768 219 103 - 8,760

Total a5 387,859 395,931 108,314 180,037 57,266 2,618 13,856 11,840
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The Bank

ARIEPE ()

Deposits and balances of banks and other financial ~ TR At BEEHE
institutions Rt 10,064 10,075 696 5,359 3829 - - 191
Deposits from customers ZPER 290,445 290,985 89,885 174379 24,951 1,770 = =
~ Demand deposits and current accounts - R RERER 15,844 15,845 15,845 = = = = =
- Savings deposit -BERH 13317 73317 713317 - - - - -
= Time, calland notice deposits - ESREAGR 201284 201,823 3 174379 24,951 1,770 - -
Trading liabilties RHRRAE 3827 3807 = = - = = 3827
Certificates of deposit issued BRIENE 13,683 13943 - 2812 5453 3478 2,200 -
Current taxation AR 297 297 - - 297 - - -
Debt securitis issued BROERER 241 13 - 1 1) - - -
Loan capital BEER 20,766 27,460 - 3431 5392 3452 15,185 -
Interest rate swaps i 4368 4368 - 305 627 2514 M) -
Other liabilities =0=1 9,091 9,110 8 1,381 137 39 - 7,545
Total a8 352,782 360,308 90,589 187,668 40,928 11,253 18,307 11,563
(e) Interest rate risk management (e) MIEEREHE

The management of the Group'’s interest rate risk is governed by the interest rate
risk management policies which are approved by the Board of Directors or the
Asset and Liability Management Committee. The Asset and Liability Management
Committee is delegated by the Board of Directors to oversee the Group'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 or the Asset and Liability Management
Committee. The Asset and Liability Management Department under the Risk
Management Division of the Group is responsible for monitoring the activities
relating to interest rate risk. The Internal Audit Department performs periodic
review to make sure the interest rate risk management functions are implemented
effectively.

The Group 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 Group’s financial positions. Repricing
gap limits are set to control the Group's interest rate risk.

Stress tests on the Group's interest rate risk are conducted regularly. The results are
reviewed by the Asset and Liability Management Committee and reported to the
Risk Management Committee and to the Board of Directors regularly. If necessary,
remedial actions will be taken.
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(e) Interest rate risk management (continued)

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 Group'’s
interest rate risk exposure under both earnings and economic value perspectives.
The results are reported to the Asset and Liability Management Committee, Risk
Management Committee and the Board of Directors on a regular basis.

Sensitivity analysis on interest rate risk
The Group uses sensitivity analysis to measure the potential effect of changes in

interest rates on our net interest income and economic value change:

(e) FIZR[E TR ()

BRAMNZZHH AN NEBEEEZENGUE
EAhEREARKREEABNKRERH
AR HIR200EER N T R BHERMGHE - NEH
RAEHEERE - AR ARER N BT KK
BEEMRTENMNEREAE - BRERE
HrEEABEEZEY EREEZEY
RERGER -

X R GRE DN
REBRARREINREEN KB BHF
MEWMARKBEEEZES A GEELOTE

Impact on earnings over the next 47 |- F200 (%2

12 months if interest rates rise ~ $IR12{E A 49

by 200 basis points RilZE 235 (74)
Impact on economic value if e 35200 EES

interest rates rise by 200 HIEBEEES

basis points e (126) 8

475

58

116 (12) 346

(156) 195 126

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

(i) there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

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

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

Actual changes in the Group's net interest income and the economic value
resulting from the increases in interest rates may differ from the results of this
sensitivity analysis.
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(i) BRZBRPEEER  ARBPHER
BRERER : &
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TRETNHREPHERATEEERAEN
HERTNRFIRER] A (REHAREREE)

The following table indicates the expected next repricing dates (or maturity dates
whichever are earlier) for the interest bearing assets and liabilities at the end of the
reporting period:

The Group £H

Assets BE
Cash and balances with banks 324 RERITIEMD

and other financial institutions £ BUEIENET 80,508 91 8 - 4,905 85,512
Placements with banks and ERTREMER

other financial institutions HEHET 31,486 19,132 - - - 50,618
Trade bills EUESH 36,317 19,416 - - 7 55,740
Trading assets RHRBREE 610 1,327 1,017 923 4,291 7,338
Financial assets designated BEABRER

at fair value through NRBMATERE

profit or loss NEemEE 554 1,291 10,535 2,371 418 15,169
Advances to customers and BPRRRAM

other accounts 3 291,083 42,152 15,886 1,667 36,485 387,273
Available-for-sale financial assets ~ FJfHESEEE 30,052 5,236 22,268 4,773 2,402 64,731
Held-to-maturity investments BEERE 1,524 985 1,765 46 - 4,320
Non-interest bearing assets FEREE - - - - 21,413 21,413
Total assets BERS 472,134 89,630 51,479 8,950 69,921 692,114
Liabilities =l
Deposits and balances of banks ~ $R17 & E A& BbHLIE

and other financial institutions NEZ R L8 28,585 360 - - 1,652 30,597
Deposits from customers BEER 373,704 98,532 10,409 - 16,125 498,770
Trading liabilities RHBEEE - - - - 3,827 3,827
Certificates of deposit issued BETERE 6,818 14,760 5,792 - - 27,370
Debt securities issued BETEEES 3,146 4,152 1,359 - - 8,657
Loan capital HEEAR - - 9,125 5,138 - 14,263
Non-interest bearing liabilities FEBBE - - - - 46,991 46,991
Total liabilities AfElE 412,253 117,804 26,685 5,138 68,595 630,475
Interest rate sensitivity gap FIEGREZER 59,881 (28,174) 24,794 3,812
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(e) Interest rate risk management (continued) (e) FMIZEEBEE (@)

The Group

%

Assets &E
Cash and balances with banks & RIESFTMEM

and other financial institutions SRRENER 66,976 125 8 = 4,652 71,761
Placements with banks and ERTREMSR

other financial institutions HEHER 33,654 24,944 - - - 58,598
Trade bills B555 24,848 20,774 1,127 - 142 46,891
Trading assets REHMEEE - 572 684 61 4,283 5,600
Financial assets designated ETABRER

at fair value through RBAFERE

profit or loss HeEREE 1,208 826 11,559 2,737 333 16,663
Advances to customers and RERFRALM

other accounts 8R18 270,793 33,637 9,120 1,291 26,500 341,341
Available-for-sale financial assets ~ AJ il &S RIEE 17,465 7,243 15,257 2,961 1,984 44910
Held-to-maturity investments e 1,907 827 1,622 231 - 4,587
Non-interest bearing assets FERBE - - - - 21,051 21,051
Total assets AEBE 416,851 88,948 39,377 7,281 58,945 611,402
Liabilities aff
Deposits and balances of banks 817 % H#h 4 RilkiE

and other financial institutions NERR L e 14,147 880 43 - 853 15,923
Deposits from customers REER 368,135 74,389 11,123 - 13,707 467,354
Trading liabilities RHBBEE - - - - 4,548 4,548
Certificates of deposit issued BRIEHE 6,242 4,195 1,046 = = 11,483
Debt securities issued BETEEES 241 = 6,152 = = 6,393
Loan capital EEER 7,837 - - 8,904 = 16,741
Non-interest bearing liabilities FESAE - - - - 36,916 36,916
Total liabilities BeeE 396,602 79,464 18,364 8,904 56,024 559,358
Interest rate sensitivity gap FIR GRS 25 20,249 9,484 21,013 (1,623)
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The Bank

Assets BE
Cash and balances with banks 324 RERITIEMD

and other financial institutions SREENES 16,188 - - - 3,568 19,756
Placements with banks and ESTREMSR

other financial institutions HENER 16,753 2,582 - - - 19,335
Trade bills EUES 25,953 21,97 - - 7 47,931
Trading assets REGBBAE 51 73 M7 19 3,433 3,993
Financial assets designated BT ARBER

at fair value through NRBMATEE

profit or loss MEemEE 554 1,291 10,535 2,371 19 14,870
Advances to customers and BPRFRAM

other accounts L 197,604 9,524 12,883 1,294 6,921 228,226
Available-for-sale financial assets ~ AL ESRIEE 28,335 3,002 10,877 1,59 1,208 45,016
Held-to-maturity investments REIMEE 1,450 747 1,022 - - 3,219
Non-interest bearing assets FEREE - - - - 40,515 40,515
Total assets BEAR 286,388 39,190 35,734 5278 55,771 422,861
Liabilities =l
Deposits and balances of banks  $R{7 R E 4 B

and other financial institutions NEZ R L8 8,595 360 - - 1,652 10,607
Deposits from customers BPER 255,714 35,222 476 - 15,241 306,653
Trading liabilities RHBEEE - - - - 3,080 3,080
Certificates of deposit issued BEIEHRE 6,818 14,760 5,792 2,200 - 29,570
Debt securities issued BERTEBES 661 423 116 - - 1,200
Loan capital BEEAR - - 9,125 9,548 - 18,673
Non-interest bearing liabilities FEREE - - - - 11,610 11,610
Total liabilities ElE 271,788 50,765 15,509 11,748 31,583 381,393
Interest rate sensitivity gap FIEGREZER 15,100 (11,575) 20,225 (6,470)
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(e) FIZ=E TR (@)

(e) Interest rate risk management (continued)

The Bank

RIT

Assets &E
Cash and balances with banks & RAEFTMEM

and other financial institutions £ BB 477 19,655 = = = 2,915 22,570
Placements with banks and ERTREMER

other financial institutions BENER 26,368 7,002 - - - 33,370
Trade bills EUESH 15,934 19,918 = = 24 35,876
Trading assets ROBBEE - 31 622 62 3,444 4,159
Financial assets designated B RiRBER

at fair value through ARMAFER

profit or loss MemEE 1,208 826 11,559 2,737 123 16,453
Advances to customers and REATREAM

other accounts BRIE 181,987 10,621 4,445 460 6,080 203,593
Available-for-sale financial assets ~ A[ftHELREE 17,170 5,352 4429 746 932 28,629
Held-to-maturity investments BRIHRE 1,616 685 579 - - 2,880
Non-interest bearing assets FEREE - - - - 36,209 36,209
Total assets BERE 263,938 44,435 21,634 4,005 49,727 383,739
Liabilities afs
Deposits and balances of banks ~ $R{7 R E & R fE

and other financial institutions OpEE eSS 8,947 264 - - 853 10,064
Deposits from customers BEER 250,659 24,736 1,742 = 13,308 290,445
Trading liabilities RHBBARE - - - - 3,827 3,827
Certificates of deposit issued BETERE 6,242 4,195 1,046 2,200 - 13,683
Debt securities issued BRTEEES 241 - - - _ 241
Loan capital BEEAR 7,837 - - 12,929 - 20,766
Non-interest bearing liabilities FHBaRE - - - - 9,388 9,388
Total liabilities BEESE 273,926 29,195 2,788 15,129 27,376 348,414
Interest rate sensitivity gap T RGRE =R (9,988) 15,240 18,846 (11,124)
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The following table summarises the range of effective average interest rates for the TREMNEZ12A3MBIEFEREE SR
year ended 31st December for monetary financial instruments: TEAZERAERHE :

Assets BE
Cash and short-term funds and & RASITMEM S

placements with banks and WENET  RERTR

other financial institutions Hip & B ERNER 0-5.92 0-5.72 0-5.08 0.01-5.43
Trade bills, advances to customers  E 52 RERFL

and advances to banks and RITRE MBS

other financial institutions OEE 0.44-50.14 0.31-53.39 0.44-17.36 0.31-21.49
Securities (Note) Eeeallli=9) 0.06-7.25 0.10-7.75 0.06-6.79 0.10-7.75
Liabilities a&
Deposits and balances of banks ~ $R4T R E (& RIS

and other financial institutions Gk 0.03-5.26 0.01-7.41 0.03-4.44 0.01-7.41
Deposits from customers BEER 0-7.18 0-8.11 0-6.25 0-6.25
Certificates of deposit issued BEITERE

and loan capital EEER 0.5-8.54 0.67-8.44 0.5-8.54 0.67-8.44
Note:  Securities include certificates of deposit held, trading assets, financial assets Miat : FBROEREFEAE  XZEE - IEE

designated at fair value through profit or loss, securities measured as loans and RBBEmARBLTFEBENEHBE
receivables, available-for-sale financial assets and held-to-maturity investments. E - UERRERERTERZS - A
HHELHEER I ZIHRE -
(f) Strategic risk management () XEMERMEE

The objective of strategic risk management is to monitor the risk to earnings or RRUERERREENBNEEZEETREER
capital arising from bad business decisions or from an improper implementation of TE ST E 0 E b R AT 7 FEORTE T 5| & F sk
good business decisions. BAFHEAER o
The management of the Group's strategic risk is governed by the strategic risk AEENRBRERREEXCETEREE
management policies which are approved by the Board of Directors or the Asset BETEZESIENRR L RREEBR
and Liability Management Committee. The Board of Directors has delegated the EE EZgERREEAEREEREZE®R
responsibility for ongoing strategic risk management to the Asset and Liability ERETEARIERR EEAGBEEZE
Management Committee. The Asset and Liability Management Committee EREARERZEERAESRER - ARE
reports to the Board of Directors via the Risk Management Committee. The Risk BRERASERTASEEASRBER
Management Division monitors the activities under the Bank's prevailing interest BTHES TEHREEREERRES®
earning assets mix and funding strategies and regularly reports the status to the REREREESERBHAIER

Asset and Liability Management Committee and Risk Management Committee.
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Legal risk and reputation risk management

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

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

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

All units are required to manage legal risk and reputation risk within the legal risk
management policies and reputation risk policies respectively which are approved
by the Board of Directors or the Operational Risk Management Committee. The
Board of Directors has delegated the responsibility for ongoing risk management
of these risks to the Operational Risk Management Committee. The Operational
Risk Management Committee reports to the Board of Directors via the Risk
Management Committee.

Capital management

The Hong Kong Monetary Authority (“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 HKMA supervises the Group on a consolidated basis, which sets capital
requirements and receives information of capital adequacy on a regular basis for
the Group as a whole. Individual branches are directly regulated by respective
domestic banking supervisors, who set and monitor their capital adequacy
requirements. In certain jurisdictions, non-banking financial subsidiaries are
also subject to the supervision and capital requirements of domestic regulatory
authorities.

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.
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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 ratios 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, 2012 and 31st December, 2011
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, 2012 and 31st December, 2011 and the Group are well above the
minimum required ratio set by the HKMA.

(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.
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(a)

Financial instruments carried at fair value (continued)

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.

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.
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIERE ()

The table below analyses financial instruments carried at fair value, by valuation TREBRBMEETE  2SWEMIAZAT
method: BE:

Assets iE
Trading assets REFREE 4,009 2775 554 7338 152 2077 3% 3,993
Finandial assets designated at fair value EEABEARNRYE
through profit or loss ATEBRMERAE 10,416 4753 - 15,169 10,122 4,748 - 14,870
Available-for-sale financial assets THESHEE 51,988 11,978 765 64,731 34,135 10,184 697 45,016
66,413 19,506 1,319 87,238 45,179 17,009 1,091 63,879
Liabilities L
Trading liabltes RHRBAE i 3.4 562 3821 i 2,564 495 3,080
Financial liabiites designated at fair value KT ERBERNRE
through profitor loss ATEENERAR - 6,793 - 6,793 4410 6,793 - 11,203

2 10,037 562 10,620 4431 9,357 495 14,283

Assets BE
Trading asets RSEREE 2363 28% 351 5,600 1,761 2260 138 4159
Finandil assets designated at fair value KEARBERNRY
through profit or loss ATERMERAE 10,784 5879 - 16,663 10,578 5875 - 16,453
Avallable-for-sale financial assets THHESHEE 35,860 8374 676 44910 21,265 6,79 568 28,629
49,007 17,139 1,027 67,173 33,604 14931 706 49,241
Liabilities 1
Trading liabilties R5REEE 18 4197 333 4,548 18 3489 320 3821
Financial liabilities designated at fair value R ARBER Y
through profit o loss ATEEHERAR 3178 5212 - 8450 7203 5272 R TYYGS

3,1% 9,469 333 12,998 7,221 8,761 320 16,302
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NOTES ON THE ACCOUNTS (CONTINUED)
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44.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuep) & &t T B A FEE @

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

(a) LAFEBEFIERNSHITE @)
RN BRESVRRE2BH BRI EEEAT
BEZSMIE  ME2MEEAmnEs o

(1) Valuation of financial instruments with significant unobservable inputs

(1) EREEMHFABE2HAZENS
BT AME
BIRY ZAEEMmMIFABEHAZH

Movements in the recognised fair values of instruments with significant

unobservable inputs were as follows:

MTHE  HAVFEEZZSHT

Assets &
At 1st January, 2012 R2012F1A18 351 676 1,027
Purchases A - 136 136
Settlements HE (87) (76) (163)
Changes in fair value recognised in the AT EEZPERRN

income statement WERER 290 (62) 228
Changes in fair value recognised in the AT EEZSERN AL

other comprehensive income 2EME - 89 89
Exchange adjustments T % - 2 2
At 31st December, 2012 20126128318 554 765 1,319
Total gains or losses for the year included in RREBERARBZEE

available-for-sale fair value reserve of the MEFAFENE 2 E N

other comprehensive income for assets held at ZAHHEATEBERE

the end of the reporting period ZWESEEGE - 89 89
Total gains or losses for the year included in the RREBERARELEE

income statement for assets held at the end of MEstAFEAKER

the reporting period recorded in net trading income 2 X ZUAFEE 290 (62) 228
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ARIERE ()

Assets B
At 1st January, 2012 R2012&1 818 138 568 706
Purchases BEA - 136 136
Settlements #E (14) (34) (48)
Changes in fair value recognised in the AEEBEZHHERRN

income statement R 270 (62) 208
Changes in fair value recognised in the AT EEZDHERNELM

other comprehensive income ZEKE - 89 89
At 31st December, 2012 M2012%12A31R 394 697 1,091
Total gains or losses for the year included in RREHERARAZEE

available-for-sale fair value reserve of the MEst AFEAEMEEKE

other comprehensive income for assets held at ZAEHEATEERE

the end of the reporting period WS EReE - 89 89
Total gains or losses for the year included in the RREBERBBECAE

income statement for assets held at the end of MEAFEAKRE

the reporting period recorded in net trading income 2 X HUAFE 270 (62) 208
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44.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuep) & &t T B A FEE @

(a) Financial instruments carried at fair value (continued) (a) UAFEEVIERNEMIA @)
(1) Valuation of financial instruments with significant unobservable inputs (1) FRAEEMIABERZBAZ2ENE
(continued) BT AEGEGE)

Assets &E
At 1st January, 2011 201141818 294 619 913
Purchases BA = % %
Settlements #E (104) (117) (221)
Changes in fair value recognised in the AFEEZHEIN

income statement Yz 161 - 161
Changes in fair value recognised in the ATEEZHEINEM

other comprehensive income 2EYE = 80 80
At 31st December, 2011 #2011412A318 351 676 1,027
Total gains or losses for the year included in RREBERAREZEE

available-for-sale fair value reserve of the MmEst AEENEDEEE

other comprehensive income for assets held at ZAREE AT EERE

the end of the reporting period WSk B AE = 80 80
Total gains or losses for the year included in the RREBERBRBZEE

income statement for assets held at the end of MEFAFENKER

the reporting period recorded in net trading income 7 X ZUAFEE 161 - 161
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NOTES ON THE ACCOUNTS (CONTINUED)
ARIERE ()

Assets BE
At 1st January, 2011 R2011E1A18 204 544 748
Purchases BA = 44 44
Settlements #E (57) (106) (163)
Changes in fair value recognised in the ATEBEZHHERRN

income statement Wik ) = ©)
Changes in fair value recognised in the ATEEZHERN L

other comprehensive income 2EKE - 86 86
At 31st December, 2011 M2011F12A31R 138 568 706
Total gains or losses for the year included in RREHERARAZEE

available-for-sale fair value reserve of the MEst AFEAEMZ2EKE

other comprehensive income for assets held at ZAEHEATEERE

the end of the reporting period WS EReE - 86 86

Total gains or losses for the year included in the income AR HIERBRE 2 BE
statement for assets held at the end of the reporting i 2 st A Az
period recorded in net trading income ZXHWNFE ©) = ©
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44.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuep) & &t T B A FEE @

(a) Financial instruments carried at fair value (continued) (a) UAFEEVIERNEMIA @)
(1) Valuation of financial instruments with significant unobservable inputs (1) FRAEEMIABERZBAZ2ENE
(continued) BT AEGEGE)

Liabilities =01
At 1st January, 2012 R2012%1 818 333 320
Settlements ©“8 (87 (75)
Changes in fair value recognised in the AFEEEEFHERR

income statement Wz 316 250
At 31st December, 2012 #R2012412A31H 562 495

Total gains or losses for the year included in
the income statement for liabilities held at RIFEHERAZEZAE
the end of the reporting period recorded in METAFERREZRZ
net trading income R HWAFEE 316 250

Liabilities =L
At 1st January, 2011 M2011%F1 818 278 256
Settlements wE (123) (118)
Changes in fair value recognised in the N EEZBERR

income statement e 178 182
At 31st December, 2011 20115128318 333 320

Total gains or losses for the year included in
the income statement for liabilities held at NREPERBAFEZ AR
the end of the reporting period recorded in MEst AEEARERZ
net trading income RHWNFEE 178 182
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NOTES ON THE ACCOUNTS (CONTINUED)

(2) Effects of changes in significant unobservable assumptions to reasonably
possible alternative assumptions

ARIERE ()

(2) AEZEMIABELBRREDE=ARE
HIIZREREMEENTE

Trading assets REHBBBE 46 (46) - -
Available-for-sale financial assets AHHESHEE - - 64 (64)

46 (46) 64 (64)
Trading liabilities RSBEBE 47 (47) - -

Trading assets ROBBEE 29 (29) - -
Available-for-sale financial assets At ESHEE - - 56 (56)

29 (29) 56 (56)
Trading liabilities RHRBEE 28 (28) = -

The fair values 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
in reasonably possible alternative assumptions.

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

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

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

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

EETERT  fFE2BRITANQTE
EMERNGBERR - EZAMNKRKRY
FEERRTANERNAIBETSER
SER - TRIFKBEE M AT BRNTIHE
%o EREREAFEEZHEE - B
FAEAEEEATZ S ERERELN
IE - B10%MEENLTTEE) -

(b) AR FEEUINFIRNERTARD
FEE
AEEIRA T EMEERTE -
THERTANATEE:

LAEETE 4R

() TRETEHRNERERMBEERS N
NFEE DERE/SNRESHERB T
BEKMI NS -

(i) FREMTANDFEE  DRESE
HIREERE - Ut ETARERMIE
EREBES - ARNERNEERRY
ZRARMEMDFEETHREEE
SEBRES DBITARR Bt ER
FEETERREFERDNNRE -
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44.FAIR VALUES OF FINANCIAL INSTRUMENTS (conminuep) & &l T B A FEE @

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

(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 investments with a

lock-up period.

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

=

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

such information can be made.

The carrying amount of the Group’s and the Bank’s financial instruments carried at
cost or amortised cost are not materially different from their fair values as at 31st
December, 2012 and 2011 except as follows:

The Group

(b) AAFEEUMIRNEHT AL

TEE @)

(iii) - DABE S5 PR AN A BR 0 FE B B AR 18 & R
MRAFEE  DELEREFIREEER
P4 ey B AT T S5 FI R AL B - DATH
BMEL BT A fEE - ARG
ERBYELERBMEMAFEET S
REEFE SRR T DB T UARER
EREATEERER BEXEEAT
HERNERERENNBIGTE TUE
& o

(iv) ELEmBRRRENRFEEREANLESE
ATRBEAGRSITIMER - el
REMNFEE IRRBEEHRE
REMERTHE -

v) FEMRABRAKEESHAFEED
i RERREBEHEAESROSREE
FAEEH ©

(vi) BEHNBERRZAFEE U2
ZEMERBNAFRZSHHBKER
ZAHRISIERER METE - BRNER
WA BEFEZEMA - TAARE
FEEE B ERAEREKNEER
BIERBMBERZ BT M E R
HE AT BRI A i ET B R AEH LR - XA
EREARAENERERAEE AT
fBE -

BB SN + A58 B R R 1T LASK A s s 85 K
AABRRNZ SR TAREE @ BER2012F
12A318 X201 FRBZAFEERS -

%5

Financial assets SREE
Held-to-maturity investments FRIERE 4,320
Financial liabilities cREE
Certificates of deposits issued BETENE 21,275
Debt securities issued BRITERES 7,959

Subordinated liabilities ®EAE 14,263

4,474 4,587 4,658
21,289 6,211 6,236
8,103 6,393 6,515
15,105 13,563 13,559
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The Bank R1T

Financial assets SREE
Held-to-maturity investments SEEHRE 3,219 3336 2,880 2,922
Financial liabilities SRARE
Certificates of deposits issued BETERE 23,475 23,489 8411 8436
Debt securities issued BETERES 502 502 241 241
Subordinated liabilities ®EARE 14,263 15,105 13,563 13,559

45. OFF-BALANCE SHEET EXPOSURES BEE A B &R UMW E

(a) Contingent liabilities and commitments (a) ARBBEREE
The following is a summary of the contractual amounts of each significant class of BEIABERAETZAERNNANEER
contingent liabilities and commitments: 20T

Direct credit substitutes BEEEERER 13,303 10,456 4,756 6,464
Transaction-related contingencies B SEBRNAEE 2,364 1,159 1,224 880
Trade-related contingencies HE 5 HMHNSAER 1,930 2,321 1,259 1,673
Commitments that are unconditionally AT BV MBS LA

cancellable without prior notice Ry 52,631 41,114 47,885 40,246
Other commitments with an original

maturity Hity i REHR -

- upto 1 year -1FZUT 103,119 76,774 7,091 4,299

- over 1 year - 150 E 36,433 16,657 19,503 14,944

209,780 148,481 81,718 68,506

Credit risk weighted amounts EERRIMESE 71,525 49,965 18,063 15,514
Contingent liabilities and commitments are credit-related instruments which FABBEREAECHEFEERNIA - 815
include acceptances, letters of credit, guarantees and commitments to extend AARBEENALRE  EH8E  BERE
credit. The contractual amounts represent the amounts at risk should the MANKIE - GHEEREESNR TR
contract be fully drawn upon and the client default. Since a significant portion of BREFENRFAERBREOSHE - BRTE
guarantees and commitments is expected to expire without being drawn upon, the HERE REANFIENABL B ERL
total of the contract amounts does not represent expected future cash flows. REATES - SHS|E IR ARKE

ERE e
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45.OFF-BALANCE SHEET EXPOSURES (conTinueD) & 7= B B3R LMY LB can)

(b) Derivatives (b) $TET A
(i) Notional amount of derivatives (i) PTETEMEESSE
Derivatives refer to financial contracts whose value depends on the value of PTETARIER—BRZHEELEEEN
one or more underlying assets or indices. EHEEECEENTHEL -
The following is a summary of the notional amounts of each significant type of SERBITHEFETETAEEZHFIN
derivative for the Group and the Bank: EBESEHENT :
The Group £E

Exchange rate contracts ERAK
Forwards and futures BERFREE 35,512 129 - 4 133 35,645
Swaps BHT S 154,871 - - 130,756 130,756 285,627
Options purchased FBARE 2,726 - - 39,689 39,689 42,415
Options written it ERE 3,691 - - 39,742 39,742 43,433

Interest rate contracts FIEAH
Forwards and futures BERHREE - - - 860 860 860
Swaps HHRS 79,973 16,886 20,318 32,115 69,319 149,292

Equity contracts BRGEH
Swaps BERS 61 - - 8,748 8,748 8,809
Options purchased YN 266 - - 2,417 2,417 2,683
Options written S 430 - - 1,751 1,751 2,181
Others Hith - - - 3,478 3,478 3,478
277,530 17,015 20,318 259,560 296,893 574,423
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AR 18 P 5 (48

)

Exchange rate contracts EEEL)
Forwards and futures BHRFREE 87,776 - - - - 87,776
Swaps B 75,636 - - 98,900 98,900 174,536
Options purchased AR 1,707 - - 50,120 50,120 51,827
Options written it ERfE 2,383 - - 49,974 49,974 52,357

Interest rate contracts FIEEH
Forwards and futures BRERHREE = - - 1,689 1,689 1,689
Swaps RS 53,225 7,167 15,995 64,665 88,427 141,652

Equity contracts R &L
Swaps BHRS - - - 7,089 7,089 7,089
Options purchased fEAEE 168 = = 2,558 2,558 2,726
Options written R 275 - - 1,894 1,894 2,169
Others Hih - - - 3,091 3,091 3,091
221,170 7,167 15,995 279,980 303,742 524,912
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45.OFF-BALANCE SHEET EXPOSURES (conTiNuED) & /& B & Tk LMY &L B ()

(b) Derivatives (continued)
(i) Notional amount of derivatives (continued)

(b) STHE T B ()
() FTETAMAESE(E)

H=

The Bank AT

Exchange rate contracts ExEL
Forwards and futures BERHREE 28,912 - - - - 28,912
Swaps BHR 5 58,676 - - 130,408 130,408 189,084
Options purchased AR 2,726 - - 39,689 39,689 42,415
Options written efustild 3,692 - - 39,742 39,742 43,434

Interest rate contracts FIREH
Forwards and futures B RS - - - 860 860 860
Swaps B2 5 15,866 16,886 20,318 32,100 69,304 85,170

Equity contracts RIAEH
Swaps BH%5 61 - - 8,799 8,799 8,860
Options purchased BRI 266 - - 2,417 2,417 2,683
Options written it ERE 430 - - 2,414 2,414 2,844
Others Hit - - - 3,475 3,475 3,475
110,629 16,886 20,318 259,904 297,108 407,737
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ARIEPE ()

Exchange rate contracts ~ FEZ A4
Forwards and futures RERHRHE 73,543 - - - - 73,543
Swaps I 5 28,324 - - 98,142 98,142 126,466
Options purchased (YN 1,707 - - 50,120 50,120 51,827
Options written pugust:iil4 2,383 - - 49,974 49,974 52,357

Interest rate contracts MEAEL
Forwards and futures RHERHRHE - - - 1,689 1,689 1,689
Swaps HHR S 3,602 7,167 15,995 61,828 85,590 89,192

Equity contracts BRAE L
Swaps EHRS = = - 6,796 6,796 6,796
Options purchased B\ ERE 168 = = 2,558 2,558 2,726
Options written i ERE 275 = = 2,558 2,558 2,833
Others Hit = - - 3,081 3,081 3,081
110,002 7,767 15,995 276,746 300,508 410,510

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 end of the reporting period; 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.

TETERANEERAITEINE - 7
ERBETSETHE &8 BHK
HREXIMESL - ELTANEESE
EEREHERADATRORZE -
BITRRAEZ BRI S -

A EEBBERAINRBOAFEER
EERBINESTENAT < BLSEI R
SEABEFELNTE
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R TE B oE (F8)

45.OFF-BALANCE SHEET EXPOSURES (conTinueD) & 7= B B3R LMY LB can)

(b) Derivatives (continued) (b) FTET E @)
(ii) Fair value and credit risk weighted amounts of derivatives (il TETEZATFEEREERRME
el

Fair value (Notes 26 and 37) ATEERF26K37)

Exchange rate contracts ERAH 1,279 1,559 1,446 2,236
Interest rate contracts FIEEL 1,502 1,924 1,305 1,898
Equity contracts RIAEH 191 170 337 292
Others Hith 153 153 127 112

3,125 3,806 3,215 4,538

Fair value (Notes 26 and 37) NYEEWH26R37)

Exchange rate contracts EEEL) 607 1,052 990 1,915
Interest rate contracts FIEEH 1,349 1,751 1,087 1,502
Equity contracts RIAEH 161 103 179 288
Others Hith 150 153 120 112

2,267 3,059 2,376 3,817

Credit risk weighted amounts * =& E R INES 58 *

Exchange rate contracts EXEH) 2,878 3,168 2,101 2,854
Interest rate contracts FREL 1,618 1,256 1,443 1,067
Equity contracts BRI EH 574 328 637 383
Others HAih 301 108 303 111
5,371 4,860 4,484 4,415
*  The Bank adopted the Foundation Internal Ratings Based (“IRB”) approach according * RBCRITE(BEXR)RA) - KITERA
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st [ B AEBTTRE L EDE 71 E 2012
December, 2012. FI2A3HAZ EERBRZ REEINED

BH o
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The tables above give the contractual or notional amounts, fair value and
credit risk weighted amounts of off-balance sheet transactions. The fair value
is calculated for the purposes of deriving the credit risk weighted amounts.
These are assessed in accordance with the Banking (Capital) Rules. Fair value
represents the cost of replacing all contracts which have a positive value when
marked to market.

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

Fair values of derivatives designated as hedging instruments

The following is a summary of the fair values of derivatives held for hedging
purposes by product type:

Exchange rate contracts EXEH -

Interest rate contracts FIREH 712

(iii)

89

ARIEPE ()

ERINHEEBBRMIIZZHAELK
HELHE  AFEEREERBRINES
o AT EEZARFSHEEERBINE
DH - RELHRBBRITE(ER)R
RADVERHE - AP EERREEMBERT
SEBEEEEEHA EENS LKA -

AFEERERSHERAZFAHON
BEHEERR - SERRINES L
ZIRCRITE(BAR)RADAE

BERHBMTAZITETANAFE
=}

REEH AR ZITET AN R FEBR
EmREHENT :

409 =

712

89

409 =

(@) Cash flow hedges
The Group's cash flow hedge principally consists of foreign exchange
contracts that are used to hedge against the variability in cash flows of
certain debt securities subject to foreign exchange rate movement.

At 31st December, 2012, the net fair value of derivatives held as cash flow
hedges was insignificant (2011: Nil).

@) HzmHT
AEEZ RS RE T EBIEINE
B BRIEMEHNE T RINEE
KRBT ER S RUENERER

R2012%12A8318 » #51EABRE
WER 2 HTE T AN R P EEFRE
RAEANQ0NME : ) °
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45.OFF-BALANCE SHEET EXPOSURES (conTinueD) & 7= B B3R LMY LB can)

(b) Derivatives (continued) (b) FTHE T B (@)
(iii) Fair values of derivatives designated as hedging instruments (continued) (i) I EAE M TAYATETENATE
B(&)
(@) Cash flow hedges (a) B

The time periods in which the hedged cash flows are expected to occur S A E 255 R T 2 38
and affect the consolidated statement of comprehensive income are as SRTEHe A MEIR T
follows:
The Group £E

At 31st December, 2012 2012128318
Cash inflows from assets REEEMNRER - 102 27
Cash inflows from liabilities ~ REABEHRS T - - -

Net cash inflows FHEMRA - 102 27

At 31st December, 2011 R2011412A318
Cash inflows from assets REBEMNESR = = -
Cash inflows from liabilities REABRESR - = -

Net cash inflows FHEMA - - -
(b) Fair value hedges (b) R FEEH
The Group’s fair value hedge principally consists of interest rate swaps that AEBHATEEHFEEZBRIEF
are used to protect against changes in the fair value of fixed rate long- Kigfy - HIEARREXHIHFK
term financial instruments due to movements in market interest rates. PMTERBAETLEMTIANATE
BEZY -
At 31st December, 2012, the net fair value of interest rate swaps was $623 R20124E12 8318 » FIREHHA
million (2011: HK$409 million) comprising assets of HK$712 million (2011: B 1A% %8 5% % 623,000,000 7T
HK$409 million) and liabilities of HK$89 million (2011: Nil). (20114 : % 409,000,0007T) °

BIEEEHS712,000,0007T (2011
£ ¢ #5#409,000,0007T) & B &S
#89,000,0007T(20114F « &) °
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(iv) Remaining life of derivatives
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 end of the reporting period.

ARIEPE ()

(iv) STET A Z FIAHR
TRAMERS HER B A EEIBEE
HHRBR AR EERREETAET
HEN2Ee®E -

Interest rate derivatives FI=fTATA 86,001 53,932 10219 150,152 86,698 41,601 15042 143341
Currency dervatives EEGTETR 345,390 60,930 800 407120 282468 83951 7 3664%
Other derivatives AfifiETA 5,690 10,945 516 17,151 6312 8,625 138 15,075

87,081 125807 1535 57443 3754718 134177 15257 524912

Interest rate derivatives FRGTETA 41,776 34,035 10,219 86,030 52,020 1827 15,034 90,881
Currency derivatives SEHTAETE 12,613 60,432 800 303845 221057 83136 - 304193
Other derivatives AfofiETR 5,756 11473 633 17,862 6,275 8,906 25 15,436

20,145 105,940 Mmes2 47731 27932 115869 15289 410510
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45.OFF-BALANCE SHEET EXPOSURES (conTinueD) & 7= B B3R LMY LB can)

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

(c) EAEE

W12 431 BAREMNEILAREREF REEE
MEARESELT

Expenditure authorised and

contracted for BRES MW B ED 403 171 329 117
Expenditure authorised but not
contracted for BRAEX HEREN 124 213 26 175
527 384 355 292
(d) Operating lease commitments (d) R&EFHEFRE

At 31st December, 2012, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

720125124318 - EFATREENELEE
A ARREENEERBRELT ¢

Properties bIES
Within one year 1E A 480 472 181 174
After one year but within five years 1FE 28R 911 986 170 150
After five years SEPATE 212 300 - -
1,603 1,758 351 324

Equipment B3
Within one year 1E AR 6 6 2 2
After one year but within five years 1FE5FR 1 11 1 2
17 17 3 4

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

AEBRATALEHERABAETYE
MR - HEFPEFR255F - BHRKA
BEOBEMBERASE HENKSEE
FEEREARRTELS - FEEHLT
BELEEE -
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46.NOTES ON CONSOLIDATED CASH FLOW STATEMENT S8R & RERMET

(a) Purchase of subsidiaries (a) WEBHKIEB A Al
Net assets acquired EBAFEE
Cash and balances with banks and B RAESTME S BE
other financial institutions RI4ETF - 15
Advances and other accounts less provisions B BRER 2 B R EMARIE 1 18
Fixed assets BEEE - 1
Current taxation RERRITE - @)
Other accounts and provisions H A BRIE R EHE (1) (10)
- 22
Goodwill arising on consolidation REGEREENEE 1 68
Total purchase price AR &2 B E " 90
Less: Cash and cash equivalents acquired B BANRERERREER - (15)
Cash flow on acquisition net of cash acquired BHNREFEARSHNASR 11 75
(b) Disposal of subsidiary (b) HEMBRA R
Net assets disposed of BEHEFEE
Cash and balances with banks and B REFRTMEMSEEEDN
other financial institutions 717 436 -
Placements with banks and other financial FERITREM S BB
institutions e 287 -
Advances and other accounts less provisions EBRER 2 B R EMARIE 4,447 =
Available-for-sale financial assets AEHESREE 43 =
Held-to-maturity investments BEIERE 45 -
Fixed assets EE&E 38 -
Deferred tax assets EEHBEE 165 -
Goodwill and intangible assets BERETEE 174 -
Deposits and balances of banks and RITREM S BB FR R
other financial institutions e (41) =
Deposits from customers BEFEEN (4,294) =
Trading liabilities RHARARE (114) =
Other accounts and provisions HAbBRTE R (86) -
1,100 -
Add: Gain on disposal o e 203* -
Less: Transferred to investment in associates W BABEARIRE (283)* =
Less: Cash and cash equivalents disposed W HERE RERESEE (436) -
Cash flow on disposal of subsidiary HENRBRRNHRST 584 -
* Included HK$55 million of gain that attributable to recognizing any investment retained in * B1EB#55,000,000 T BRELIESIEE B
the former subsidiary at its fair value at the date when control is lost. BRFEEBRREE —FHIENELRAIRE

HZF o
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46.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (conTINUED) ZREIRERERM T @

(c) Cash and cash equivalents (o) BReRkZERRELER
(i) Components of cash and cash equivalents in the consolidated cash flow () EmABeRERANBASRERRS
statement 15 B 88K
Cash and balances with banks and B RIERITAEM & RS
other financial institutions N 55,981 43,041

Placements with banks and other financial

institutions with original maturity within JRZEARR 73318 A LARTESRTT ]

three months Hih S mENER 26,360 25,338
Treasury bills with original maturity within

three months JRANHARR 2318 A AR Bl E (B3 16,425 9,791
Certificates of deposit held with original RABRBIEAANZFHE

maturity within three months RTEEE 972 91
Debt securities with original maturity within

three months JRAEAR A31E A AR K B EH - 100

99,738 79,181
(i) Reconciliation with the consolidated statement of financial position (i) BEiRE MBI ROEER

Cash and balances with banks and B RIERITREM & RS
other financial institutions (Note 23) BT (H1i223) 85,512 71,761
Placements with banks and other financial TESRIT R M & BRI R
institutions (Note 24) (Hiz£24) 50,618 58,598
Treasury bills, certificates of deposit held BlERS  FHAFRE
and debt securities BB ES
— trading assets (Note 26) - RSB EEH#26) 3,057 1317
— designated at fair value through - I Al EEmE AR
profit or loss (Note 27) NEEH227) 14,751 16,330
— advances and other accounts (Note 28(a)) - DR EMIRIE(A7£28(3)) 78 39
— available-for-sale (Note 29) - A E (H75#29) 62,333 42,897
— held-to-maturity (Note 30) - HEEH(H#30) 4,320 4,598
84,539 65,181
Amounts shown in the consolidated statement
of financial position EREMBRRRLEANSE 220,669 195,540
Less: Amounts with an original maturity of W RANERRR A3ME A A L
beyond three months oo (91,400) (87,639)
Cash balance with central bank subject to ZHRER IR ERRIRIT
regulatory restriction MRS ET (29,531) (28,720)

Cash and cash equivalents in the consolidated ~ HEHAREREXRANEE R
cash flow statement ERREER 99,738 79,181
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ARIERE ()

47. ASSETS PLEDGED AS SECURITY F{EIRIRREMEE

The following assets have been pledged as collateral for own liabilities at the end RIEHERE - U TEELKERERSE
of the reporting period: B2 ERm

Secured liabilities FHAAE 9,633 3,631 2,649 3,621
Assets pledged: EHREE
Advances to customers and other
accounts EFBFREMIRE 1,599 2,976 1,450 1,631
Financial assets designated at fair ~ #87E AR A REE
value through profit or loss AFEENSREE 1,793 2,474 1,793 2,474
Available-for-sale financial assets ~ AI{EHESREE 6,836 138 - 127
Held-to-maturity investments BEIHIRE 792 1,087 792 1,087
11,020 6,675 4,035 5,319
The following balances with banks have been pledged as collateral for securities NTHRITEBRE BIEE A EERITETA
borrowings and margin deposits of derivatives. FRIZS 2 BIRm

Cash collateral for borrowed REBEHEENR S
securities IR - 39 - 39
Margin accounts for open futures  F{ERI B G MR EIA 4
and forward contracts WIFREF 1,085 1,464 1,077 1,431
1,085 1,503 1,077 1,470
These transactions are conducted under terms that are usual and customary to I ER 5 2 EFEE—RREBREBRR

standard lending and securities borrowing and lending activities. BHREERFHET -
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48.LOANS TO OFFICERS 1THIAEER

The aggregate of loans to officers of the Bank disclosed pursuant to Section RBEBCR TR YE161BIE(4B) R (4C) K5
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: E o ATITBABZERBEAGIT
Aggregate amount of relevant loans HEEFN12A318K)
outstanding at 31st December YN
By the Bank BRITEL 2,368 3,427
By subsidiaries B A B L 1,296 851
3,664 4,278
The maximum aggregate amount of relevant FENEBERZ &R
loans outstanding during the year EREEE
By the Bank RRITEH 5,382 6,365
By subsidiaries NG 1,431 1,230
6,813 7,595
There was no interest due but unpaid nor any impairment allowance made against 2012412 A31H R2011412A318 &8
these loans at 31st December, 2012 and 31st December, 2011. BREMAENAL - TAFHZEERER
B -

49. MATERIAL RELATED PARTY TRANSACTIONS BEEEATHIBE AR Z

(a) Key management personnel remuneration (a) EEEEASFHDH

Remuneration for key management personnel of the Group, including amounts FEBZTEZEBASHH - ERIEEMT

paid to the Bank's directors as disclosed in Note 20 and certain of the highest paid 207 PR EE X T F AT T E 5 RAEMT AR 21 R P

employees as disclosed in Note 21, is as follows: BEXNTFATETRSHMESN SN

T

Short-term employee benefits KEHIEEREA 123 95

Post-employment benefits & BiRART 5 5

Equity compensation benefits R R fE AR A 22 37
150 137

(b) The Group maintains certain retirement benefit schemes for its staff as per Note (D) A& AR BREHE TRINRE 8 - 1

2(qg)(iii). In 2012, the total amount of contributions the Group made to the BRI EE2(q)i) B EE - 12012F R - KAEE
schemes was HK$145 million (2011: HK$131 million). Rz F I HRE S A 145,000,0007T

(20114 : #%131,000,0007T) °

The Group enters into a number of transactions with the Group’s related parties, REBRABBALETZARS  ZEA
including its associates, and key management personnel and their close family TEREEEAR REETHRABRREER
members and companies controlled or significantly influenced by them. The HE  REXZEALHEHRAEBEATE
transactions include accepting deposits from and extending credit facilities to AT - ZERGOIEEIZEALER
them. All interest rates in connection with the deposits taken and credit facilities EREMREHER - MEFERXEREENT
extended are under terms and conditions normally applicable to customers of - HIRRE T —RABEKFEEPEGRRK

comparable standing.
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ARIERE ()

M20124F + ANE B BR R A AT ER B < A+
F AR S - RIE20126128318 - B35
ATHRARREBHATORE - RIEFE
RBEEEA T im Rk R R B A T &= R
TEIRABRAELT ¢

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:

Interest income FlEWA 123 84 412 253 1 19
Interest expense FEZH 54 50 125 157 - -
Amounts due from B A TR RN 6,450 6,020 15,566 11,498 390 585
Amounts due to R A THFR 4,616 5,285 3,105 2,416 228 203
Maximum amounts due from  EBBE A+ 05 m KK 9,683 9,650 17,890 18,802 503 1,018
Maximum amounts dueto  REEEE A TS S HIE 9,656 10,699 3,142 3,013 485 203
Committed facilities to EE#HT 4,247 3,271 1,079 835 10 10

50.EQUITY COMPENSATION PLANS BRff@{EstEl

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 ordinary shares of the Bank.
All options were granted for nil consideration.

AITFRANER BB ERATESER
BERLRRETAREZEAES - B
HTEERITRAEER - ARBATEBRKR
0 » FTE R A EEHEHY B -

(a) RIRFERFTE

(a) Particulars of share options

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
05/5/2011(T1) 05/5/2011 - 04/5/2012 05/5/2012 - 05/5/2017 32.00
05/5/2011(T2) 05/5/2011 - 04/5/2013 05/5/2013 - 05/5/2018 32.00
05/5/2011(T3) 05/5/2011 - 04/5/2014 05/5/2014 - 05/5/2019 32.00
10/5/2012(T1) 10/5/2012 - 09/5/2013 10/5/2013 - 10/5/2018 28.99
10/5/2012(T2) 10/5/2012 - 09/5/2014 10/5/2014 - 10/5/2019 28.99
10/5/2012(T3) 10/5/2012 - 09/5/2015 10/5/2015 - 10/5/2020 28.99
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50.EQUITY COMPENSATION PLANS (conTINUED) PR 1D & 5T 2 can)

(b) Movement of share options during the period (b) AR R IEZ 2 E

10/5/2007 42.84* 2,035,000 - - 2,035,000 -
05/5/2008 40.09* 4,070,000 - - - 4,070,000
05/5/2009 21.25 3,515,000 - 595,000 - 2,920,000
06/7/2010 28.49 5,950,000 - 200,000 - 5,750,000
05/5/2011 T 32.00 1,980,000 - - - 1,980,000
05/5/2011 T2 32.00 1,980,000 - - - 1,980,000
05/5/2011 T3 32.00 1,990,000 - - - 1,990,000
10/5/2012 T 28.99 - 1,980,000 - - 1,980,000
10/5/2012 T2 28.99 - 1,980,000 - - 1,980,000
10/5/2012 T3 28.99 - 1,990,000 - - 1,990,000
Total 4258 21,520,000 5,950,000 795,000 2,035,000 24,640,000
*  After adjusting for the bonus issue one for ten in April 2009. * AEHEE2009F 48 BT TRI 10X 1ATAR ©

03/5/2006 30.04* 2,420,000 - 2,420,000 - -
10/5/2007 42.84* 2,585,000 - - 550,000 2,035,000
05/5/2008 40.09* 5,170,000 - - 1,100,000 4,070,000
05/5/2009 21.25 4,430,000 - 965,000 - 3,515,000
06/7/2010 28.49 5,950,000 - - - 5,950,000
05/5/2011 T 32.00 - 1,980,000 - - 1,980,000
05/5/2011 T2 32.00 - 1,980,000 - - 1,980,000
05/5/2011 T3 32.00 - 1,990,000 - - 1,990,000
Total %8 20,605,000 5,950,000 3,385,000 1,650,000 21,520,000
*  After adjusting for the bonus issue one for ten in April 2009. * AEHBE2009F 48 B ETTRI0X 1ATAR

() No share options were cancelled during the years ended 31st December, 2012 and ~ (€) EZE2012412 8318 %2011412 43184
2011. FEANE KA RIS o
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(d) Details of share options exercised

ARIERE ()

(d) BITERREFS

March 34 03/5/2006 - 2,255,000
05/5/2009 60,000 765,000

April 47 05/5/2009 50,000 20,000
May 54 03/5/2006 - 165,000
June 64 05/5/2009 - 100,000
July 74 05/5/2009 135,000 =
August 8 H 05/5/2009 160,000 -
November 114 05/5/2009 10,000 80,000
December 12 A 05/5/2009 180,000 =
06/7/2010 200,000 =

795,000 3,385,000

51.

NON-ADJUSTING EVENTS AFTER THE REPORTING PERIOD BEFARMNMEMLERABNEY

After the end of the reporting period the directors declared a second interim
dividend. Further details are disclosed in Note 18(a).

EERREHE R B BEURS S =R R
B o FHIEE M 18 EHEE -

52. ACCOUNTING ESTIMATES AND JUDGEMENTS €=t{dst 5 HEf

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.

EREAEENRER - BEEVAERE
TRZSHEENEY - HEREERARE
ZEBNKREERBENEERENMG
FERE - A IAELE THREFEAK
ARXHZ 2BEZEOGBNERE - A
SEFRZERR - EA R EL AN E
HHEMNFBEELEATZE - RALETRN
BEMEAERAEEZRESHATR °
AR EEZRROTH  AERERREELE
BEZRBE  MAKBNPBERERDER T
[RERE B BGIRORANZEAR

EREECEECZZBENNANAREER
B BRRGETAHE RENRE - AR
ZERERAMEEROE
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52. ACCOUNTING ESTIMATES AND JUDGEMENTS (conTinueD) E&THEET R ¥ Ef @)

(a) Key sources of estimation uncertainty
Notes 33, 39 and 44 contain information about the assumptions and their risk
factors relating to goodwill impairment, fair value of share options granted and fair
values of financial instruments. Other key sources of estimation uncertainty are as

follows:

)

(ii)

Impairment losses

Loans and advances

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

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

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

Valuation of financial instruments

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

(a) EEFTEBEREZNEERIR
MIZE33 ~ 39M44E M B AR ERE BEET
RENAFEBENSBRIANAFEENR
BRERBEE - AT BEEZRNEME
EHRIREAT -

(i)

(ii)

VEAIER RS

AEEEERERNERES - AFTER
ERAEEHFE AEEFTEHEHRSE
BEREAEBEBAAZAETASERL
BAE - BME A ARIR 2R A PR o R
BEEEEEREREERAGRNIER
EREREONFRABEHREHE - M
HZEBEREAEENTETEERSEN
BER - BEEEREEHENRERE
NEBEREHE  ESREBESETHRZS
AENEERBIFERE ZEENAE
BRER - UEFTFERKRBESR - K
ERARRENBNNABRENSE
RAEHLAR - ERETEEHiesd B
AT RS RME TTAMBER - (TR
DEFHERERERBANESR -

RN ETHEERFFEIHRE

EAHHESREERBEIHMREDN
AP EEBEIFEBERERE - K
SENAEZEEERREDRE - &
SR AFEEENKANSHEE
—BREEERATA Y E L E KRR IE
g R s =ReHBSAMTE -

SRTEAMMGE
AEBHTRTABENSH BRI
W2 - @M TANNTEEEERE
RAIZ R ZANTIHHRE  HBIFER
ZIERZHEMTAME » BIREL
w2/ X5HEMME - EHEREFNHL
FEERBRERINELZEARRR
BE MEOREEE/NMOFHEHEES
1% o FrRIRE TAN R FEERRERY
AERETAZERAMRERZTANE
ERME -



(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:

(0}

(ii)

Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention
and ability to hold to maturity as held-to-maturity investments. In making
this judgement, the Group evaluates its intention and ability to hold such
investments till maturity.

If the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

Recognition of deferred tax assets

The Group recognises deferred tax assets only to the extent that it is probable
that future taxable profits will be available against which the asset can be
utilised. Estimates and judgements are applied in determining the amount of
future taxable profits and the probability that such future taxable profits are
available in the foreseeable future to support recognition of the deferred tax
assets. The Group uses all readily available information, including estimates
based on reasonable and supportable assumptions and projections of revenue
and operating costs, in determining future taxable profits. Changes in these
estimates could significantly affect the timing of deferred tax asset recognition
and the amount of asset recognised.

53. COMPARATIVE FIGURES LtEE =

The 2011 figures in Note 6 and 7 — Fee and Commission Income and Net Trading
Profits have been restated to better reflect upfront income and expense in respect

of certain derivatives entered into in relation to structured deposit products.

The 2011 figures in Note 22 — Segment Reporting have been restated as one
reportable segment has been added under Hong Kong banking operations in 2012

and certain local entities have been reported separately to the Group’s most senior
executive management with effect from 2012.

For other restatements, the comparative figure has been restated to conform with
current year's presentation.
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AR TR B 5 (48 )

54.POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2012

EBZ2012612 831 B ILEEAC ABEMRERNET  SMEENBBHELN TN

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments and five new standards which are not yet effective for the year ended
31st December, 2012 and which have not been adopted in these accounts. These
include the following which may be relevant to the group.

BHERSREZEGEE  BEEHMAE
BT BB RAENEN  BREE
RIFIETERIAE=20129F12 A31 B LS4
EEARER - Bt ERERNILERE - 7]
REERAR R B G RA 2 ASATAIRTERAT ©

Amendments to HKAS 1, Presentation of financial statements
— Presentation of items of other comprehensive income
RIEKEBGTEIDE 1R M BREER - A2 ERERER 2 28]
HKFRS 10, Consolidated financial statements
(BB BREERDE 105 &I HHRE]
HKFRS 12, Disclosure of interests in other entities
(BAIBEREEINE 2% Hth B SR 2 KR
HKFRS 13, Fair value measurement
(BBMBREENE 1R EERATEE]
Annual Improvements to HKFRSs 2009-2011 Cycle
FFREKEBUBREER)Z IRF2009F 201 11837
Amendments to HKFRS 7, Financial instruments: Disclosures — Disclosures
— Offsetting financial assets and financial liabilities
RIS KEBUBRERANETR SR TARE - cREERSRAEHRHE]
Amendments to HKAS 32, Financial instruments: Presentation
— Offsetting financial assets and financial liabilities
RIETKEB S EINENRKERTAZR - SRHEERSRAEEH]
HKFRS 9, Financial instruments

(BEHMBEHREENFF GRTH

1st July, 2012
20127R1H
1st January, 2013
2013F1R1H
1st January, 2013
2013F1H1H
1st January, 2013
2013F1H1H
1st January, 2013
201351718

1st January, 2013
2013F1A1H

1st January, 2014
2014F1 /18
1st January, 2015
20151 1R

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
consolidated financial statements except for the following:

HKFRS 13, Fair value measurement

HKFRS 13 replaces existing guidance in individual HKFRSs with a single source of
fair value measurement guidance. HKFRS 13 also contains extensive disclosure
requirements about fair value measurements for both financial instruments and
non-financial instruments. HKFRS 13 is effective as from 1 January 2013, but
retrospective adoption is not required. The Group estimates that the adoption
of HKFRS 13 will not have any significant impact on the fair value measurements
of its assets and liabilities, but additional disclosures may need to be made in the
2013 financial statements.

AEEEEN GRS G EEERARAE

EENTE - RIATHRIN - 2SRGER

E“%%NE%’%{ ATEARENGA MK
BEBKEATE -

(ERMBREELDE1FEER
FEE]
(CEATBREELDE13FMABITERNE
B ERE RSP AEE—BEATE
EHRREOIES] - (EBMBREEADF 135
NEEEZEHRYUERITARFSRTAE
ERATEBENRBEER (FBUBRESE
AINEE135R M 2013F1 A1 B A - BREAE
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HKFRS 9, Financial Instruments

HKFRS 9 was issued in November 2009 and establishes new principles for the
classification and measurement of financial assets. In December 2010, the HKICPA
issued additions to HKFRS 9 dealing with financial liabilities. The main changes to
the requirements of HKAS 39 are summarised below.

All financial assets are classified into two measurement categories: amortised cost
or fair value on the basis of both an entity’s business model for managing groups
of financial assets and the contractual cash flow characteristics of the individual
assets. These two categories replace the four categories under the current HKAS
39, Financial instruments: Recognition and Measurement.

Financial assets are measured at fair value through profit or loss, if they do not
meet the criteria specified for measurement at amortised cost or if doing so
significantly reduces or eliminates an accounting mismatch. An entity has the
option to designate all subsequent changes in fair value of an equity instrument
not held for trading at fair value through other comprehensive income with no
recycling of gains or losses to the income statement. Dividend income would
continue to be recognised in the income statement.

Financial assets which contain embedded derivatives are to be classified in their
entirety either at fair value or amortised cost depending on whether the contracts as
a whole meet the relevant criteria under HKFRS 9.

HKFRS 9 retains all the existing requirements for derecognition of financial
instruments and most of the requirements for financial liabilities, except that
for financial liabilities designated under the fair value option other than loan
commitments and financial guarantee contracts, fair value changes attributable
to changes in own credit risk are to be presented in the statement of other
comprehensive income, and are not subsequently reclassified to income statement
but may be transferred within equity.

HKFRS 9 is mandatory for annual periods beginning on or after 1 January
2015 with earlier application permitted. In December 2011, the amendment to
HKFRS 9 and HKFRS 7 issued by HKICPA provided relief from the requirement to
restate prior period comparative information and required additional disclosures
on transition from HKAS39 to HKFRS 9. The Group is presently studying the
implications of applying HKFRS 9 but it is impracticable to quantify its effect as at
the date of publication of these consolidated financial statements.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FEEEREREMEREH

AT EMER R BRIREN M S ER M
WAHBREERRAZ 87 °

The following information is disclosed as part of the accompanying information to
the accounts and does not form part of the audited accounts.

The preparation of supplementary financial information is in accordance with the
Banking (Disclosure) Rules and consolidated supervision arrangement approved by
the Hong Kong Monetary Authority (“HKMA").

REATUBERRRBRB(RITE(RE)SR
ADEERCREERRENGEEEER -

(1)CAPITAL ADEQUACY RATIO AND CAPITAL BASE B BLE R EARE R

(a) Capital adequacy ratio () EXFT BLEE

Capital adequacy ratio as at 31st December R12A31BMEERT R E 14.3 13.7
Core capital adequacy ratio as at 31st December R12A31 B LERT R L& 10.7 9.4

Capital adequacy ratios at 31st December, 2012 and 31st December, 2011 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 regulatory purposes is different from the basis of
consolidation for accounting purposes. Subsidiaries included in consolidation
for regulatory purposes are specified in a notice from the HKMA in accordance
with section 98(2) of the Banking Ordinance. Subsidiaries not included in
consolidation for regulatory purposes are securities and insurance companies
that are authorised and supervised by a regulator and are subject to supervisory
arrangements regarding the maintenance of adequate capital to support business
activities comparable to those prescribed for authorised institutions under the
Banking (Capital) Rules and the Banking Ordinance. The Bank's shareholdings in
these subsidiaries are deducted from its core capital and supplementary capital as
determined in accordance with Part 3 of the Banking (Capital) Rules.

With respect to Note 31, the principal subsidiaries that are not included in
consolidation for regulatory purposes are:

Blue Cross (Asia-Pacific) Insurance Limited

BEA Life Limited

East Asia Futures Limited

East Asia Securities Company Limited

The Group operates subsidiaries in a number of countries and territories where

capital is governed by local rules and there may be restrictions on the transfer of
regulatory capital and funds between members of the banking group.

2012F12 A31A K2011F12A31BZ &
AERLE  DIRBESSRERBEM
BCRITE(BER)RAND(EARRA D EHE -
UET & AR A TR IR B BCERIT 651 ) 55 98A
KEREEEFTEERERBEMmE - WH
2007F 1 A1BAER - RIE[EARRA ] - AR1T
BIZIRN AR RBTARE R E L T EE
ERRzBERMEEE [ ARAFTEE]
FTEMISER K ISETEE FTEEERR -

REEERRZRAEREFE AR A
AERETHRN - BERERFEEERRZ
MEARZERSRERBRERE(RT
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

(b) Group capital base after deductions

xR

KEZMAMBER(E)

(b) EEHIRE W EARER

Core capital LAY
Paid up ordinary share capital 2R R R B B A AR A 5,568 5,190
Share premium RSB 16,083 12,037
Reserves & 19,545 17,847
Profit or loss account Bk 2,107 2,169
Non-controlling interests FEE MR 3,544 3,555
Deduct: Goodwill R (1,494) (1,658)
Net deferred tax assets FEERBEAE (142) (377)
Other intangible assets HinimpEE (22) (26)
45,189 38,737
Less: Core capital items deductions A OB ARNNRIAE (3,358) (3,319)
_ Totalcorecapital woANE® a1831 35418
Eligible supplementary capital AIETE AT I E AR
Reserves attributable to fair value gains on Bz AT EEEHFE D REEY
revaluation of holdings of land and building MEERFNEE 970 970
Revaluation reserves for fair value gains on
revaluation of holdings of available-for-sale FEA T EESEFE A REERN
equities and debt securities REBHELFMEERMNOEGEE 278 32
Unrealised fair value gains arising from holdings RizATEEEHFERIETERB
of equities and debt securities designated at BERNRBRATEE KRG R
fair value through profit or loss BBESFMEENAER AT 331 2
Regulatory reserve for general banking risks —RIRITERIREVETE B 211 163
Collectively assessed impairment allowances HETEREERS 69 93
Surplus provisions BEIAERE 1,869 1,849
Perpetual subordinated debt =3 HH & EETE - 3,163
Term subordinated debt BHREREE 13,532 13,146
17,260 19,418
Less: Supplementary capital items deductions B B AREHRIE B (3,358) (3,319)
__ Totalsupplementary capital | fmaAmRE ] 13902 16,099
Total capital base BAREREEE 55,733 51,517

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.

BEAERAEMBIER - SR ENEEIE
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268 | The Bank of East Asia, Limited | Annual Report 2012

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

AEBRHAEYBZER(E)

(2)LIQUIDITY RATIO REIELLEXR

Average liquidity ratio for the year FENTHRBESLE

46.6 42.8

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 IR {&E#E

FENFHARDESHLERS A TP RN
BEFHY - HFEEREFESREER
FAIERERE B e X REB(RITIR
BIN(HizR4)

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.

BEERENEENESIISHFRRES
REROMED  YEEREBRBRAEE -
—RME  FRERNERESLIEZSY
FREMHBERO—TER - ZEENE
THRRIERITRBINDIT - MZRITHOM
MEEWIFRNZZEFOREN - BRE
HRAHARRERE S —ERR - BX
—RAERBERRERNE D Z T A
- ZtREEREEER T AKE -

The Group £8
People’s Republic of China HEARARE 42,804 2,480 67,285 112,569
Asian countries, excluding HipmmMER

People’s Republic of China (TEHEHREARLNE) 17,94 8,570 23,401 49,912
North America JeEM 7,946 316 3,328 11,590
Western Europe e 6,754 306 3,608 10,668

The Group £E
People’s Republic of China HEARLNE 38,220
Asian countries, excluding HipmMER

People’s Republic of China (TMHEHRE AR HLME) 18,329
North America =M 7,009

Western Europe T8 10,477

2,122 69,168 109,510
5,056 19,734 43,119
269 3,219 10,497
= 1,253 11,730




ROWEITAMRADT | 2012F %k | 269 N

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBEBRHAVHER (&)

(4)NON-BANK MAINLAND EXPOSURES A IE$RITHE F A

The total direct non-bank Mainland exposures and the individual impairment A IERITIRR P B R A R N H AR RIAY
allowances are as follows: (EEENT -

Mainland entities A EE 184,652 64,253 248,905 98

Companies and individuals outside
the Mainland where the credit is EERARABMERNARR

granted for use in the Mainland 18 A RFEEISN 32,777 2,669 35,446 8
Other counterparties the exposures to

whom are considered to be HX5HFmARBERTER

non-bank Mainland exposures MHIERTERFER 20,065 2,630 22,695 4
Total o] 237,494 69,552 307,046 110

Mainland entities R ER 158,191 60,807 218,998 85
Companies and individuals outside

the Mainland where the credit is EERANRMERHARR

granted for use in the Mainland 1B ARTEBISN 28,295 2,742 31,037 1
Other counterparties the exposures to

whom are considered to be HEtR5HFmARBERTE A

non-bank Mainland exposures M IERTERPRAR 15,866 1,643 17,509 -

Total ik 202,352 65,192 267,544 86
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AEBERHRUBEN(E)

(5)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS Hiff » KE:AHARIKEEE

(a) Overdue and rescheduled advances (a) AR KFAHBIR

The Group £8
Advances to customers overdue for BHEFI

— 6 months or less but over 3 months - 3{& A LA - Z=6fEA 255 0.1 9 0.0

— 1 year or less but over 6 months -6EANEE 1S 181 0.0 60 0.0

— Over 1 year - 150 E 220 0.1 99 0.1

656 0.2 251 0.1

Rescheduled advances to customers K EARF B 91 0.0 392 0.1
Total overdue and rescheduled

advances AHAREEERFEFAE 747 0.2 643 0.2
Secured overdue advances opiig i 483 0.1 152 0.1
Unsecured overdue advances EARRRERR 173 0.0 99 0.1
Market value of security held against

secured overdue advances FERBHRRERR A 2,026 439
Individual impairment allowance

made on loans overdue for HHI3(E A E B

more than 3 months BRI EERS 182 84

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

AeHMNECARREFRENREER &
EERAHNERRERED R AR
ENHBHREFEDREER - UE

WE AH % 3R BE

payment is overdue and remains unpaid at year-end. Loans repayable on demand DEERNERIE BRI o B EIE
are classified as overdue either when a demand for repayment has been served on BHBMECHS TRRABARERNEE
the borrower but repayment has not been made in accordance with the demand 2 INESENEREERY kK UZE
notice, and/or when the loans have remained continuously outside the approved RERFBEBHENSBRAFMZENRE -
limit advised to the borrower for more than the overdue period in question. i B A fERAMZERENR B E

FEHHERER -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

An asset considered as an eligible collateral should generally satisfy the following:

(@) The market value of the asset is readily determinable or can be reasonably
established and verified,;

(b) The asset is marketable and there exists a readily available secondary market
for disposing of the asset;

(c) The Bank’s right to repossess the asset is legally enforceable and without
impediment; and

(d) The Bank is able to secure control over the asset if necessary.

The two main types of “Eligible Collateral” are as follows:

(i) "“Eligible Financial Collateral” mainly comprises cash deposits and shares.

(i) "Eligible Physical Collateral” mainly comprises land and buildings, vehicles and
equipment.

When the Bank'’s clients face financial difficulties and fail to settle their loans,

depending on different situations, the Bank usually takes the following actions to

recover the debt:

(a) Debt rescheduling/restructuring

(b) Enforcement of security

() Legal action

(d) Recovery via debt collector

(b) Advances to bank

AEBERBAYBES (F)

AREERIERRNEERNTE THIGRME

(a) ZAENMERFERENRKZA S
BT RERA

(b) ZEERATENRE -FMHANE
HZEELE

(O ATHEEENENZEEREKERE
RS R

(d) ATEBREEAHZEETRIERE -
BRERREEN A TIIME :

REeMERRIEREREFRRR

o

0]

AN
=

=]
I~

(i) EREMERRTIECRE LM RESL
W) B R -

BERABRT - BARESAYMREET
EAEBES - AT RIRAA TS R
R :

() EFEHERERABEE EEEE
(b) SRUGERS:

© FEEREH

© BBKEA B

(b) SRITEARR

Other assets overdue for Hibmi & E
— 6 months or less but over 3 months -3 A EZ6EA 6 -
— 1 year or less but over 6 months -6EANER1F - -
— Over 1 year - 1FE - =
6 —
Rescheduled assets KEREE - -
Total other overdue and rescheduled assets Hihm i RS EREERE 6 =
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERHRUBEN(E)

(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (conTiNUED) 3BI1ER  ZREBAHRINEIEE @)

(c) Other overdue and rescheduled assets (o) HttmEiREEHEE

The Group 58
Other assets overdue for Hiv@EE
— 6 months or less but over 3months - 318 A A EZ6(E A - - = 8
~ 1 year or less but over 6 months -6ERNEE1E - - - -
— Over 1 year - 1ENE - 4 - -
- 4 _
Rescheduled assets LEHEE - - -
Total other overdue and
rescheduled assets Hitat e REEES - 4 = 12

*  Other assets refer to trade bills and receivables. * BB EEIEESFRREWHE

(d) Repossessed assets (d) EEE
The Group £H
Repossessed land and buildings* LEEs:5E=+27/ 10 22
Repossessed vehicles and equipment W el E K % - -
Total repossessed assets W eI B ERLE 10 22
The amount represents the estimated market value of the repossessed assets as at I ESEEN12A31BKE & EN G
31st December. E-
* No property that was contracted for sale but not yet completed (2011: HK$4 million). * REYFEREEHHEBIAKI (2011

4 : ##4,000,0007T) °

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY T ERMEEATREE

(a) Summary of approach to assess capital adequacy (a) FHMHEXRTEEENH EHE
Different approaches are adopted for assessing capital adequacy as follows: FHEBE AT R ELRBIA TR

Credit Risk Foundation Internal Ratings-Based (“IRB") Approach
EERRE BN AR T B A

Market Risk Internal Models Approach

bRz ARG EE

Operational Risk Standardised Approach

EERR TRAESHEDR



(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,
control and report on the various types of risk that the Group faces and, where
appropriate, to set strategy and allocate capital to cover those risks.

The risk mechanisms are built around a centralised framework and include the Risk
Management Committee, specialised risk management committees and the Risk
Management Division.

The Risk Management Committee comprises the Group’s Chairman and Chief
Executive, Senior Advisors, Deputy Chief Executives and the Group Chief Risk
Officer.

The specialised risk management committees include Credit Committee, Asset and
Liability Management Committee and Operational Risk Management Committee.
These committees comprise the Group’s Senior Advisors, Deputy Chief Executives,
the Group Chief Risk Officer and where appropriate division heads from the
relevant areas.

An independent centralised risk management unit, Risk Management Division,
is 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.

In particular, the Risk Management Committee regularly reviews the Bank's risk
appetite statement, risk management policies, and risk control limits and submits
them to the Board of Directors for approval.

The risk appetite statement covers the major risks faced by the Group including
credit risk, market risk, interest rate risk, liquidity risk, operational risk, legal risk,
reputation risk and strategic risk. The related risk levels, where appropriate, are laid
down in the risk management policies.

Each new product launch has to go through an evaluation process including
business and financial analysis and risk assessment. Approval on launching such
new products will be obtained from the New Product Development Working
Group chaired by the Bank's Group Chief Risk Officer, with other members being
heads of support and control units.
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(b) EEEM
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Principal risks (continued)

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 when setting all limits. 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 assessment 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, control and report on credit risk. In this connection, guidelines
for management of credit risk have been laid down in the Group’s Credit Risk
Management 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.

Stress tests on the Group’s credit risk are conducted regularly. The results are
reviewed by the Credit Committee and reported to the Risk Management
Committee and to the Board of Directors regularly. If necessary, remedial actions
will be taken.

The Credit Risk Management Department under the Risk Management Division of
the Group is responsible for monitoring activities relating to credit risk.
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The Group's credit risk management for the major types of credit risk is depicted as

follows:

(i

(ii)

(ii)

(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 and bank 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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(b) Principal risks (continued)
Credit risk management (continued)

v)

(vi)

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 credit portfolio 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.

Capital requirement for credit risk by exposure class

The following table indicates the capital requirement for credit risk on
each class of exposure at 31st December, 2012 and 31st December, 2011
respectively:

(b) EZEE(4)

EERREERE)

(v) EEZEFAER
FEESTHREBRRRZ ZH FEEZE
g EESLTERAZNTE xS
ERENEREERBAEHARENE
BERAEZEHEE - AREMNERA
BOMBETRME  fTEMER °

AEE—ERAEE RIS -
It N RTEMEFAES EERE -
MBS EE SRR

(vi) &/EBRAPEIEF a5 BE S &KX ZELK
&R BIFERK2012412 A31H &%2011
F12A31 B BERBRAEERNEER
BEARERENR :

Bank ]RIT
Corporate e
Residential mortgage FERE
Qualifying revolving retail BERBBRTE
Other retail HthZTE
Equity booked on banking book under RITAR T HOAR AR
Simple Risk-weight Method - BRI AT E
Equity booked on banking book under RITHR T H0ARAE
Internal Models Method - NSRS B AR T E
Others* Hih*

4,251 3,914
17,054 17,265
817 707
583 554
558 555
245 197
114 177
4,840 4,590

Including cash items, other IRB exposures and insignificant credit portfolios in which the
Bank adopted Standardised Approach for assessing capital adequacy.

* BREHELRE - EMEAERAREE
AW R ASE - RATTIRAGE A
BEARREHFEBIZEMAE



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 aim in managing market risk
is to reduce the Group's exposure to the volatility inherent in financial instruments.

Management of the Group’s market risk is governed by the market risk
management policies which are approved by the Board of Directors or the Asset
and Liability Management Committee. The Board of Directors has delegated the
responsibility for day-to-day 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 Department under the Risk Management Division of the
Group is responsible for monitoring activities relating to market risk.

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

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. The
Group's non-structural foreign currency exposures are dominated in USD and
for other currencies, their currency concentrations are below 10% of the total
net position in all non-structural foreign currencies of the Group. 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.
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(b) Principal risks (continued)

Market risk management (continued)

(i) Currency risk (continued)
The net positions or net structural positions in foreign currencies are disclosed
when each currency constitutes 10% or more of the respective total net
position or total net structural position in all foreign currencies. The net option
position is calculated in the basis of the delta-weighted position of option

contracts.

The Group

(b) =ERBE ()

SRR EE (E)

(i) E#mE(E)
A RIINE B35 B F RS A B I A F
BEFRAINE R R R BEREBILTF
BRBEMI0%K L - BAEFUE
B B FRERIEMAINESES
K2 SRBNES R REMEHE -

4]

Spot assets REBE 150,217 632,345 76,590 859,152
Spot liabilities REBE (156,498) (606,456) (77.307) (840,261)
Forward purchases REIBA 113,306 74,073 11,656 199,035
Forward sales EHEL (104,331) (100,518) (11,257) (216,106)
Net options position R T (438) - 5 (433)
Net long/(short) EEBER(R)

non-structural position AFEE 2,256 (556) (313) 1,387

Spot assets RE&EE 156,922 528,371 57,111 742,404
Spot liabilities HEAaE (133,641) (525,238) (68,347) (727,226)
Forward purchases =B A 85,518 78,521 17,094 181,133
Forward sales RHAE M (107,971) (82,764) (5,769) (196,504)
Net options position HifE e F5E 31 - (25) 6
Net long/(short) SEREEMR(58)

non-structural position BRFER 859 (1,110) 64 (187)
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AEBEBRHAVHER (&)

Net structural position HEEIERR S 2,488

8,703

764 11,955

BEIESRFE

Net structural position 2,573

8,631

734 11,938

(ii)

(i)

The above figures are disclosed in accordance with the return relating to
foreign currency positions the Bank submitted to the Hong Kong Monetary
Authority pursuant to section 63 of the Banking Ordinance in respect of the
annual reporting period, which are computed on the consolidated basis as
required by the Hong Kong Monetary Authority for its regulatory purposes.

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 or the Asset and Liability
Management Committee. The instruments used to manage interest rate risk
include interest rate swaps and other derivatives.

Equity risk

The Group's equity positions arise from equity investment and dynamic
hedging of customer-driven business. Equity risk is managed daily by the
Investment Department within the limits approved by the Board of Directors or
the Asset and Liability Management Committee.

(i)

(ifi)

A EBFTHRBCGRIT RO F 6315 » 3t
FEREHMELEREERERNH
FIHBTEEHRNPRR I ELE B
AERREEESREERIEMRER
ERGNEREBERRE -

T [ g

AEERNFEFRRAME REEIRT
X% RHMAENIRHEEHEES
MERE - FIXAREEEATESE
E - BEREREESEERNEZR
B OMEESAERERH  EPEeE
BRRE S MERES &&ETESERM
Bff - NEXERABESTEREZESS
SEEABEEZESIANREEE
ETHEEE EEMNEERNTAES
EM =AM TETA -

B
AEENENFRRBEENREREF
EBH B o B ERAERE PR
B EEABEEZESHANR
REELETARER -



280

(6)PRINCIPAL RISKS AND CAPITAL ADEQUACY (conTinuep) EER K

(b)

The Bank of East Asia, Limited | Annual Report 2012

Principal risks (continued)

Market risk management (continued)

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 authority 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.

Stress tests on the Group’s market risk are conducted regularly. The results are
reviewed by the Asset and Liability Management Committee and reported to the
Risk Management Committee and to the Board of Directors regularly. If necessary,
remedial actions will be taken.

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

Total market risk capital charge under the advanced approach adopted by the
Group is divided into two parts, market risk capital charge for specific risk and
market risk capital charge for general market risk. Under capital charge for general
market risk, the Group uses the internal models approach for the VaR calculation,
by applying full 10-day price movement. For specific risk, the Group uses the
Standardised (market risk) Approach for the calculation.

The following table indicates the capital charge for market risk:

AEBERBAYBES (F)

EmEOERLARNDES RIEETES (R
BREAEERH LTRSS (RHEI3EL
MRS DHRAEEERBIRREES -
ETESRIRS ETRNERBESERE
EERINBEERZROHFHENELR SR
N - BEEEATFMRAZRE

REBRBOEETDEHE SRS RER
EARAZHBEN BBMERD  FERBRNT
5 E AR R — R TS ER AT S R
EARZM - REBEANBPEAGEE - F
REBEMIOREREDTERRE  HE—
RESARNTERBREAXH - REEKR
REE(MSRER)FEA R TR

TRETMSREABNERER

Internal Models Approach R B
- General Market Risk - —RmERER 764 583
- VaR - Rk 191 583
— Stressed VaR - XEER 573 —*
Standardised Approach R E L
— Specific Market Risk Debt Charge - BEMSRREREXK 188 26
— Specific Market Risk Equity Charge - BEMBRBRRGN Bk 107 93
Total fit:] 1,059 702

* Market risk-weighted assets also increased following the introduction of stressed VAR for
the calculation of market risk capital charges after the Banking (Capital) (Amendment)
Rules 2011 became effective on 1 January 2012.

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. No exceptions were
found during 2012 (5 exceptions during 2011), under 99% confidence level and
250-day observation period.

The Bank uses internal models approach for Vega risk capital charge calculation.

* 2011 (IRTTR (B AR) (13T HAIDE20124F
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(b) Principal risks (continued) (b) TEE R (5)
Market risk management (continued) SRR EIRE (&)
Back testing exceptions EDFRI 9 BISMER

Loss of total trading activities REEHHER 2 2 37 45 67
VaR for total trading activities at

corresponding date IEHE B ERE 31 28 35 41 50
In addition, stress testing on market risk is performed for the Group as a Uboh - 7R 5 BRI A T35 R BRI 7RIS A F 2
supplement to the daily VaR assessment. The Group applies sensitivity analysis BHRBREEN TG - REEHERNES
and scenario analysis, on individual portfolios and/or on the Group’s consolidated R/ RAEBGRERRETHREESN RIS
positions, to assess the potential impact of extreme movements in market prices RN - LFHETISERORIERE A E
on the Group's earnings. BB TREENTE -
Value-at-risk & Stressed Value-at-risk statistics B K R B B RR AT

VaR for total trading activities RS EDNRREELE 16 38 16 26
VaR for foreign exchange trading

positions* NERFHRHRBEE* 4 8 3 5
VaR for interest rate trading positions FRS SR RER SR 1 5 1 3
VaR for equity trading positions BORFHANRBYE 12 32 12 21

VaR for total trading activities RS EHNERSELE 40 75 28 46
VaR for foreign exchange trading
positions* SNER SRR RERYE 13 13 1
VaR for interest rate trading positions HER SR NEBREE 2 8 2
VaR for equity trading positions in R S5 2 KR EEa 31 70 25 41
* Including all foreign exchange positions but excluding structural foreign exchange * BREFEINEREETERAEILINERE -
positions.

Stressed VaR for total trading activities R ZEHH T BEBRE LS 68 106 65 80
A Stressed VaR measure is intended to replicate a VaR calculation that would be XERBERBRTERBENGTE S E
generated on current market risk portfolio if the relevant market factors were BREXBERAEOBETSEE - HiREHES

experiencing a period of stress. FTEMERE -
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The average daily profit for all trading activities (including foreign exchange,
interest rate and equity trading activities) in 2012 was HK$2.84 million (average
daily profit of HK$0.58 million in 2011). The standard deviation of the daily profit/
loss was HK$9.16 million (standard deviation of HK$20.16 million for 2011). The
frequency distribution of daily profit/loss is shown below:

AEBERBAVBES (F)

R2012F - FTAXRSEH(BRIEEYE - F
X RN ZES) FTISHE B FHRA RS
#2,840,0007T (2011 &) F B FHRA BB
#580,0007T) » B AT, BENZEZA
75#9,160,0007T (20114 &7 20,160,000
) WRNABBET,EBENERS IS
o

DAILY DISTRIBUTION OF TRADING ACTIVITIES RELATED PROFIT/LOSS - Year 2012 vs Year 2011

HR S EEHEBNER,EIES B2 ME — 20125820115

100

Daily Profit/Loss (HK$million) 4 B3#F,/#518 B EET)

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, monitor and
report on operational risk and to comply with the relevant regulatory requirements.

B vear 2012 (4F)
B Year 2011 (4F)
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(b)

Principal risks (continued)

Operational risk management (continued)

The Group has implemented a centralised operational risk management
framework. All units are required to manage operational risk within the operational
risk management policies which are approved by the Board of Directors or the
Operational Risk Management Committee. The Board of Directors has delegated
the responsibility for day-to-day operational risk management to the Operational
Risk Management Committee. The Operational Risk Management Committee
regularly reports the status of operational risk management to the Board of
Directors via the Risk Management Committee. The Operational Risk Management
Department under the 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.

Moreover, stress tests on the Group's operational risk are conducted regularly. The
results are reviewed by the Operational Risk Management Committee and reported
to the Risk Management Committee and to the Board of Directors regularly. If
necessary, remedial actions are taken.

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

Capital Charge for Operational Risk
As at 31st December 2012, capital charge for operational risk amounted to
HK$1,781 million (2011: HK$1,576 million).

Liquidity risk management

Liquidity pertains to the Group’s ability to meet obligations as they fall due.
Funding liquidity relates to the ability to meet both expected and unexpected,
current and future cash flow and collateral needs without affecting daily
operations or the financial position. Market liquidity concerns the ability to offset
or eliminate a position at market price because of inadequate market depth or
market disruption.

The purpose of liquidity risk management is to ensure sufficient cash flows to meet
all financial commitments 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.
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The management of the Group’s liquidity risk is governed by the liquidity risk
management policies and principle as approved by the Board of Directors or the
Asset and Liability Management Committee. The Asset and Liability Management
Committee is delegated by the Board of Directors to oversee the Group's liquidity
risk management. The Asset and Liability Management Committee sets the
strategy, policy and limits for managing liquidity risk and the means for ensuring
that such strategy and policy are implemented. Regular meeting is held to review
the compliance status of the monitoring matrix established and the needs of
change in strategy and policy. Liquidity is managed daily by the Capital Markets
& Liquidity Management Department under the Treasury Markets Division within
the limits. The Asset and Liability Management Department under the Risk
Management Division of the Group is responsible for monitoring the activities
relating to liquidity risk. The Internal Audit Department performs periodic reviews
to make sure the liquidity risk management functions are carried out effectively.

Our strong retail customer base forms a significant portion of our funding and we
strive to maintain its stability. It constitutes a broad spectrum of depositors with
whom we have maintained in-depth relationship. Funding diversification is achieved
by issuance of certificates of deposit, medium term notes and subordinated debts.
Professional markets are accessed for the purposes of providing additional funding,
maintaining a presence in local money markets and optimising asset and liability
maturities.

Internally, intra-group funding transactions are transacted at arm’s length and
treated in a manner in line with other third party transactions, with regular
monitoring and appropriate control.

In addition to observing the statutory liquidity ratio, the Group has established
different liquidity metrics, including but not limited to the liquidity ratio, loan-to-
deposit ratio, cumulative mismatch ratio, funding concentration ratios, intra-group
exposure threshold and cross currency funding ratio to measure and analyse our
liquidity risks. As a majority of our liquidity risk arises from the maturity mismatch
gap between the Group's asset and liability portfolios, the Group manages liquidity
risk by conducting cash flow analysis and cash flow projection arising from on-and
off-balance sheet assets and items over a set of time horizons on a regular basis to
identify funding needs in specific time bucket. We also hold sufficient liquid assets
(e.g. cash, short term funds and securities) of appropriate quality to ensure that
short term funding requirements are covered within prudent limits. Contingent
funding sources are maintained to provide strategic liquidity to meet unexpected
and material cash outflows.

The Group also conducts stress testing regularly to analyse liquidity risk. In
our stress test, both on-and off-balance sheet items with cash flow impact are
considered, with applicable hypothetical as well as historical assumptions. Both
funding and market liquidity risks are addressed. Three stress scenarios, namely
the institution-specific crisis, the general market crisis and the combined crisis are
adopted with minimum survival period defined according to Hong Kong Monetary
Authority’s latest Supervisory Policy Manual “Sound Systems and Controls for
Liquidity Risk Management”.
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Principal risks (continued)

Liquidity risk management (continued)

With reference to the stress-testing results, the Group identifies potential
vulnerabilities within the Group, and formulates a Contingency Funding Plan that
describes our strategy for dealing with any liquidity problem and the procedures
for making up cash flow deficits in emergency situations.

The Contingency Funding Plan is designed to be pro-active and pre-emptive, and
stipulates the following 3 stages:

In the first stage, the Group utilises early warning indicators, which cover both
qualitative and quantitative measures, monitoring both internal and external
factors. Should there be any early signs of significant impact on the Group’s
liquidity position the management would be informed for their consideration.

In the second stage, Crisis Management Committee, which is chaired by Senior
Management, is formed to handle the crisis. Strategy and procedures in obtaining
contingency funding, as well as roles and responsibilities of parties concerned are
clearly stated.

In the final stage, review on the issues and necessary improvement would be made
to avoid future incidents of nature.

Annual drill test would be conducted and the Contingency Funding Plan would
be subject to regular review in order to cope with the change of business
environment. Any significant changes to the Contingency Funding Plan would be
approved by the Board.

Interest rate risk management

The management of the Group's interest rate risk is governed by the interest rate
risk management policies which are approved by the Board of Directors or the
Asset and Liability Management Committee. The Asset and Liability Management
Committee is delegated by the Board of Directors to oversee the Group'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 or the Asset and Liability Management
Committee. The Asset and Liability Management Department under the Risk
Management Division of the Group is responsible for monitoring the activities
relating to interest rate risk. The Internal Audit Department performs periodic
review to make sure the interest rate risk management functions are implemented
effectively.

The Group 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 Group’s balance sheet positions.
Repricing gap limits are set to control the Group's interest rate risk.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERBAVBES (F)

Stress tests on the Group's interest rate risk are conducted regularly. The results are AEEGUFERARTERETENAR - B
reviewed by the Asset and Liability Management Committee and reported to the HRERXBEEAGERZE RN ER
Risk Management Committee and to the Board of Directors regularly. If necessary, MEREREEZEEREZCER - WA
remedial actions will be taken. £ REESHREEE RIS
Sensitivity analysis in relation to the impact of changes in interest rates on earnings BENZZBHHATMNEBEBETENHUX
and economic value is assessed through a hypothetical interest rate shock of EahE AT ARKREEA BN
200 basis points across the yield curve on both sides of the balance sheet and AREIR200EESOF K EHERGEHE - AEE
is performed on monthly basis. Sensitivity limits are set to control the Group's RAEGREIREE - DRI EE A BT R
interest rate risk exposure under both earnings and economic value perspectives. BEAEMSEOFXRERAE - BEERTE
The results are reported to the Asset and Liability Management Committee, Risk HREEREEEEZES  RREELZEE
Management Committee and the Board of Directors on a regular basis. REEGER -

Sensitivity analysis on interest rate risk T 3 Ja) e IR Z 5 BT

The Group uses sensitivity analysis to measure the potential effect of changes in AEBRAGREDMTREEFEEBEF
interest rates on our net interest income and economic value change: MEWARKEBEBEZEHREENTE -

Impact on earnings over the fis M +5H200EE S

next 12 months if interest HART2EAK
rates rise by 200 basis points PapilieZ 235 (74) 475 116 (12) 346
Impact on economic value if
interest rates rise by T £ 200 EE
200 basis points HICEBENYE (126) 8 58 (156) 195 126
This sensitivity analysis, which is based on a static interest rate risk profile of assets FZHEESMERRARERBN - IR
and liabilities, is used for risk management purposes only. The analysis is based on BERAENSENERREHEL - B/
the following assumptions: DT TOIRIR LA T REGEST ¢
(i) there is a parallel shift in the yield curve and in interest rates; () YeexEphZERF R ERFTEE
(i) there are no other changes to the portfolio; (i) EEOHEEMET :
(iii) no loan prepayment is assumed as the majority of loans are on a floating rate (i) RRORFREFERER  ARIBHERK
basis; and BRFEER &
(iv) deposits without fixed maturity dates are assumed to be repriced on the next (v) BRREETHHANTRREAETE
day. B
Actual changes in the Group's net interest income and the economic value ) 8 T B S BFE R S A R B
resulting from the increases in interest rates may differ from the results of this ENERZHEZBREDITOERAT L

sensitivity analysis. FARE °
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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 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, 2012 and 31st December, 2011
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, 2012 and 31st December, 2011 and the Group is well above the
minimum required ratio set by the HKMA.
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This section presents information on the Group’s risk management for credit
exposures under IRB approach.

Foundation IRB approach is adopted for capital adequacy assessment for credit risk
where internal rating systems are applied against different types of counterparties
in the risk management process.

(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 an assessment of the borrower and transaction characteristics of each exposure.
Therefore the Bank has a two-dimensional rating structure, one dimension being
the borrower grade, and the other being facility grade.

The borrower grade reflects risk of borrower default. The borrower’s Probability
of Default over a one-year horizon is linked up to the 20-tier structure, with the
last 3 tiers down the structure being default grades. The facility grade incorporates
transaction specific factors e.g. collateral, guarantee, etc. These factors are directly
linked up to the transaction’s Expected Loss, which is in turn transformed into a
20-tier structure.

On the other hand, the Bank utilises the Supervisory Slotting Criteria Approach
in rating Specialised Lending exposures. Under this approach, a single-dimension
rating considering both the borrower and transaction characteristics will be assigned
to the credit exposure, with the same 20-tier risk structure.

For Corporate and Bank exposures, borrower grades generated from the internal
rating systems are benchmarked to external credit ratings.
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(e)
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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 and specialised lending.

— Bank exposure includes exposures to banks, regulated securities 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 Banking (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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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.

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.
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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.

The Bank takes into consideration the provision made in its capital maintenance
decisions as in accordance with Section 220 of the Capital Rules. The Bank
compares the total expected loss ("EL") amount and the total eligible provisions,
and if total EL amount exceeds total eligible provisions, the Bank deducts the
difference from the core capital and supplementary capital. On the other hand,
if total EL amount is less than the eligible provisions, the Bank includes the
differences in its supplementary capital up to a maximum of 0.6% of the Bank's
risk weighted amount for credit risk calculated using IRB Approach.

(h) Exposure subject to supervisory estimates

The following table indicates the exposure classes and the respective exposure
amounts that are subject to supervisory estimates as at 31st December, 2012 and
31st December 2011 respectively:

AEBERBAYBES (F)
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e R B DA RRR 0.6 % ©

ZIRMAEEE M F YR PR
TERDBIFERN2012412 A31H K20114F
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Bank RIT

Corporate %

Equity booked on banking book under FEIRITER T LA RS B e 1
Simple Risk-weight Method S E 2 R

93,781 85,750
412,069 349,519
723 580
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AEERMAMBEER (&)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
REAIFRELEFE LA ENEERER @

(i) Exposure amount by IRB calculation approach (i) REPIAREETEET N RBAE
The following tables indicate the exposure amount under each IRB calculation TERDABETRN2012812 431 H R20114F
approach as at 31st December, 2012 and 31st December, 2011 respectively: 12431 B & AP ARE A S EUA T By B

g
2012

Bank i 93,781 - - - -
Corporate =1 335,355 76,714 - - -
Residential mortgage FE#IB - - 57,923 - -
Qualifying revolving retail SEARBBRTE - - 24,045 - -
Other retail HiZE - - 12,300 - -
Equity Pt - - - 1,253 -
Other Hib - - - - 17,209
Total 4BE 429,136 76,714 94,268 1,253 17,209
2011

Bank $R1T 85,750 - - - -
Corporate 1% 270,706 78,813 - - -
Residential mortgage FEIZIE - - 56,582 - -
Qualifying revolving retail SERRERTE = = 22,744 - -
Other retail HEtTE - - 12,710 - -
Equity P& - - - 1,002 -
Other Hih = - - - 17,313

Total ok 356,456 78,813 92,036 1,002 17,313
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AEBERBAYBES (F)

(j) Risk assessment for IRB exposure classes () PEPETAR B 2= R kA IE B Y R B

$Pf

The following tables indicate the exposure amount, exposure weighted average TROBFERN2012412 8318 K201 4

risk weight and exposure weighted average PD under bank exposure and 12 A31 B & RERAERITRBRRE R

corporate exposure across borrower grade and the exposure amount under retail EBAETHRRRESE - FHRKRE

exposures across facility grade as at 31st December, 2012 and 31st December, ItE RS A E & R R A N 198 B SRR

2011 respectively: o PURESRRBETERRAETHRERR
HRHEBEE

For bank exposure BMIBITRREENS

2012

1 129 14.34% 0.03%
2 3,075 17.89% 0.05%
3 5,056 24.68% 0.07%
4 38,793 34.74% 0.13%
5 4,348 38.85% 0.15%
6 4,536 42.70% 0.20%
7 3,497 47.70% 0.24%
8 4,089 57.82% 0.34%
9 12,449 72.11% 0.56%
10 9,410 88.48% 0.88%
" 5,949 101.79% 1.33%
12 502 114.22% 2.15%
13 94 129.55% 3.09%
14 321 146.22% 4.64%
15 1,301 164.37% 6.73%
17 232 221.53% 15.00%
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AEBERHRUBEN(E)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
RIFASFRELETE LT ENERERER®

(j) Risk assessment for IRB exposure classes (continued) () AEBREARE R MR A EE Bl 0Y &
FHE )
For bank exposure HMIRTTRBREET =
2011

1 896 14.58% 0.03%
2 11,971 19.20% 0.05%
3 4,715 24.05% 0.07%
4 4,725 33.64% 0.13%
5 15,223 37.95% 0.16%
6 4,923 44.81% 0.21%
7 4,312 51.25% 0.26%
8 14,113 58.44% 0.35%
9 13,739 70.76% 0.52%
10 1,346 84.85% 0.83%
" 4,215 102.92% 1.33%
12 1,501 117.18% 2.15%
13 3,395 129.97% 3.13%
14 544 146.23% 4.64%
15 55 168.51% 6.96%
18 76 394.16% 100.00%
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AEBEBRHAVHER (&)

For corporate exposure

2012

O 00 N oo U1 A W N —

) | = | = | [ | oo [ | == | =
O W 0 N o0 U1 A W N = O

74
17,322
3,417
33,713
32,555
55,184
48,976
31,953
42,563
23,274
15,762
13,223
8,376
6,411
1,257
683

37

270
244

61
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B ERBAET E

2.69%
12.75%
20.08%
27.17%
32.47%
36.32%
38.65%
42.92%
52.17%
50.86%
54.96%
72.72%
94.70%
96.31%

117.08%
180.40%
153.18%
466.48%
194.49%
261.92%

0.03%
0.04%
0.07%
0.11%
0.16%
0.20%
0.25%
0.35%
0.54%
0.88%
1.37%
2.07%
3.01%
4.65%
6.98%
9.70%
29.56%
100.00%
100.00%
100.00%
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AEBERHRUBEN(E)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
RIFASFRELETE LT ENERERER®

(j) Risk assessment for IRB exposure classes (continued) () OB AT AR B % [ e AR I X I Y JRL B
FRAE (@)
For corporate exposure MEERBAEEMNS
2011

1 130 5.27% 0.03%
2 12,832 16.40% 0.04%
3 4,219 21.88% 0.07%
4 26,717 28.68% 0.11%
5 26,596 32.67% 0.16%
6 39,141 40.57% 0.20%
7 36,053 44.72% 0.25%
8 28,525 52.23% 0.35%
9 30,238 63.04% 0.55%
10 21,167 77.54% 0.87%
" 13,478 84.92% 1.37%
12 11,425 90.25% 2.05%
13 9,967 95.73% 3.03%
14 7,019 117.94% 4.64%
15 1,785 106.15% 6.94%
16 522 159.88% 9.54%
17 316 174.22% 34.24%
18 382 335.55% 100.00%
19 184 323.30% 100.00%
20 12 191.48% 100.00%
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AEBEBRHAVHER (&)

For residential mortgages HEERBmE

1 93 81
3 31,252 30,042
4 1,478 2,651
5 20,391 19,757
6 126 166
7 1,734 2,286
10 1 2
1M 2,697 1,505
12 61 67
13 78 1
14 5 24
15 1 -
17 3 =
19 1 -
20 2 =
For qualifying revolving retail exposures REBBRBERTERRAER =

5 5,242 4,481
6 245 456
7 12,438 11,748
8 474 739
9 2,509 2,360
10 411 397
1" 651 786
12 1,289 1,017
13 - 32
14 413 379
15 351 334
16 12 9

18 10 6
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AEBERHRUBEN(E)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
REAIFRELEFE LA ENEERER @

(j) Risk assessment for IRB exposure classes (continued) () AEBREARE R MR A EE Bl 0Y &
FHE )
For other retail exposures REMBERBAEMS

1 48 273
3 298 1,309
4 1 =
5 4,449 4,918
6 6 1
7 2,179 1,430
8 98 24
9 2,469 2,639
10 326 231
" 1,984 513
12 4 1,150
13 340 143
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(k) 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, 2011 against the actual outcome for the same
portfolios during the financial period ended 31st December, 2012.

Comparison of actual loss and estimated loss

The following tables indicate the actual loss during the financial year ended 31st
December, 2012 and 31st December, 2011 which are compared against the
estimated loss at 31st December, 2011 and 31st December, 2010 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,
2012 and 31st December, 2011. The difference between the actual loss for the
financial year ended 31st December, 2012 and 31st December, 2011 is immaterial
when compared with the Group's loan portfolio in the respective period.

2012

AEBEBRHAVHER (&)

(k) LLERFTAR (ST EPR & T
LAR2011EF12 A3 AAKEEITHEEAS
R —F AR AT BB E 2012612 A31 A LT
B AERAEES M ER ST ELLE -

R ERIEREAIEL
TRBEREZE2012412A318 %2011412
A31B M BREEMNEREL - WHRERR
HAEEEZ2011F12H831H K%20105E12 8
31HRERTEKRLE - BRIBRIEHE2012
F12 8318 KX20114E12 A31 B I REED
REBKREE R AREBBRZROME -
HZE2012F12A31H REZE2011F12 A31
BHERIBXR  BERAEENERASTE
AR AR - WEEERNH A ©

Bank ]IT - 187
Corporate % 129 808
Residential mortgage EERIE 3 75
Qualifying revolving retail BERBRTE 49 192
Other retail HhTE 22 96
Total 1B 203 1,358
2011

Bank R1T 10 137
Corporate i 109 824
Residential mortgage EEZB - 88
Qualifying revolving retail BERERTE 45 164
Other retail HiTE 16 84

Total

) 180

1,297
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AEBRHAEYBZER(E)

(7)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

RIBABAREEFE LT ENEERR@®

(k) Comparison of rating estimates against actual outcome (continued)
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, 2012 and 31st December, 2011, which is compared
against the estimated 1-year probability of default (PD) at 31st December, 2011
and 31st December, 2010 of the respective portfolio.

2012

(k) EEEGPAR fRT ERE PR B F ()

LR EREEAGBEREAREK

TRENEZE2012412A318 %2011412
AR BEENEREEESL - WA
RERNMEADBIN2011412 8318 K%20104
12 A31BRET —FEERARRLEK -

Bank $RIT 0.00% 0.47%
Corporate % 0.65% 1.28%
Residential mortgage &g 0.16% 0.61%
Qualifying revolving retail BERRBRTE 0.53% 0.97%
Other retail HtZ2E 1.09% 2.54%
2011

Bank BAT

Corporate %

Residential mortgage [Etes
Qualifying revolving retail BERERTE

Other retail HihTE

0.19%
0.84%
0.07%
0.21%
1.05%

0.39%

1.75%
0.79%
0.70%
2.23%
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AEBEBRHAVHER (&)

(8)CREDIT RISK UNDER STANDARDISED APPROACH fBE:tE A THEER S

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 Banking (Capital) Rules to map the ratings to
the exposures booked in the Bank’s banking book.

(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, 2012
and 31st December, 2011 respectively:

2012

A2 AEEBRERREFELGFHE
ARRENEERBRAENRREREH -

(a) SRR E RGBT AR
BEREREREELBANEETRANE
A EETHSBERRBALE - RTRE
CGRITE(BER)RADFARRENER - 5T
R EATTIRITIRELS O R A g o

(b) BEFHE AT B MR AEE B 1Y E i
B
TREARDAN20129F12 318 %2015
12 831 B FOR A IS RN IE B AT (2
TR SBRRAEERNTHRRAESE
KR pntESEE

Sovereign & 109,403 109,403 - 76 -
Public sector entities NEHE 51 51 9 - 2
Bank $R1T 17,895 10,058 7,837 3,348 2,968
Corporate ¥ 30,458 137 19,244 85 19,244
Regulatory retail EETE 328 - 316 - 237
Residential mortgage FERE 6,422 - 6,290 - 3,235
Other exposures that are

not past due A8 ER 0 E At B BRI 11,187 - 5,397 - 5,397
Past due pan: 49 - 49 - 55
Off balance sheet exposure BERBERINERAE 11,228 239 9,008 44 8,921
Counterparty exposure R 54 FRBAYE 1,747 219 687 49 657
Total fk] 188,768 120,107 48,837 3,602 40,716
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AEBRHAEYBZER(E)

(8)CREDIT RISK UNDER STANDARDISED APPROACH (CONTINUED)

SEFEETHEERR @

(b) Risk assessment for exposure classes under Standardised Approach
(continued)

2011

(b) BRAESHE AT A RRAEE RN AR

BREIC )

Sovereign THE 82,228 82,228 = 49 =
Public sector entities N7 520 520 2 10 -
Bank R17 16,759 7,646 9,105 3,638 3,644
Corporate ¥ 20,626 104 16,028 70 16,028
Regulatory retail EETE 474 - 460 - 345
Residential mortgage FEIZi8 5,743 - 5,665 - 5,642
Other exposures that are

not past due I8 ER 0 E At R BR A 7,874 = 4,304 - 4,304
Past due pnp:t 65 - 47 - 88
Off balance sheet exposure BEB BRI R AGE 7,735 223 6,210 12 6,125
Counterparty exposure R 5 F R AE 2,966 948 930 475 924
Total B 144,990 91,669 42,751 4,254 37,100

(9)CREDIT RISK MITIGATION BEE &R B HE

(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 and credit
derivative contracts. 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, guarantees and credit
derivative contracts as laid down under the Banking (Capital) Rules are considered as
recognised credit risk mitigations and the Bank adheres to the criteria as stipulated
in the Banking (Capital) Rule when assessing the eligibility.

QEERRERBEEERRERD

B

AITEHIEE ERREREEERREE
B - MBRETKEEZESIE  EAN
MR AR B S BOA RIR R BRI B4R (E
EREALR  BEERSIMIETARSR
EEMETAGHSIBNRSHFERER
MR EBRAYE - ATEEFGERTRED
BEBRREEZNRE - ATTEHEE —£5
AITERABENREEERRIEE ° &AT75
ZEREERMR  THREEFGHERELE
EHER FEESFEAOERMETE B
ENHERTEHES -

MAHEEEAMS @ RBMRITE(ERR
ADFT THR A EA R - BEREEEITATA
BRTARARAREEERRER &
TEMHMEREEERBRERS DA ERE
BETERITE(BAR) RSB TR -
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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 Banking (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 (except those provided by the Hong Kong Mortgage
Corporation Limited for reverse mortgage facilities) and recognised credit derivative
contracts are applied as credit risk mitigation for capital adequacy calculation at
the end of the reporting period.

(b) Total exposures covered by recognised collateral or recognised
guarantees under IRB Approach

AEBERBAYBES (F)

RAUERREESREEDERR - SRE
HReREReFER &  BRHOKEBE
REBES SRERRENAIBHRBEFOE
% MENERREEEEBE X
E - BWkEE o RERRIKZMN R R EER
BIPKRITE(BER)RRADET TRRERE
HURIE A HERTT IR M B E /Y 38 B M &
T o

RAFERATDEAERER  DEEM R
TRELEBFES  HRBRESBMERA
RIE - AEFR A BT REUSES RN R
MA—FIA EFRHAF]

AT ERMEERBERAREERERI
RAFEGEET L - NEtER - NTAEER
RRAER(BEAEBELFBRAFBLER
BEFATREARIN RRAEETETAS
MERREERERRIER  UHELTR
o

(b) AEBFFAREETE AT UR AT HE A

R SR AT R AR A L B AR R AR AR

Bank RIT 859 1,217
Corporate % 120,248 54,285
Retail TE 65,518 63,862
Total fiak 186,625 119,364

The total exposures indicated above represent 30.15% of the total exposure
amount under IRB Approach as at 31st December, 2012 and 21.86% as at 31st
December, 2011.

2012412 A31A K2011412A318 © k£
i BTN B9 R B R AR RE 5 BE A ED AT AR B
FHEA TR A EEEER30.15% K 21.86% ©
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AEBERHRUBEN(E)

(9)CREDIT RISK MITIGATION (conTiNueED) JRE (S & bR IE i (@)

() BEFEETURAERRRIZA
EREENRRAERE

(c) Total exposures covered by recognised collateral or recognised
guarantees under Standardised Approach

Bank RAT - 8
Corporate % 11,077 4,494
Regulatory retail EETE 12 14
Residential mortgage FERE 132 76
Other exposures which are not past due R i B A Lt [ B R 5,790 3,570
Past due pangstd 36 18
Counterparty RHEF 841 1,088
Off balance sheet EEABRINEER 1,981 1,302
Total b 19,869 10,570

The total exposures indicated above represent 10.53% of the total exposure
amount under Standardised Approach as at 31st December, 2012 and 7.29% as
at 31st December, 2011.

2012412 A31H &2011412A31H »
HLFTR B BB AR AR RE 2 BME IR ST EE T
R AENEBEE10.53% K% 7.29% °

(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE Ed3Z 5 ¥ F = B R fatBRE Y R fa e

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 and credit derivative contracts 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, 2012, there is no repo-style transaction falling under paragraph
(c) and (d) of Section 2 (1) of the Banking (Capital) Rules in the Bank. No
recognised credit derivative contract is applied as credit risk mitigation and no valid
bilateral netting agreement as defined in HKMA Guideline No. 4.4 is taken into
account in the calculation of regulatory capital.

AITEHF] — R AR R E R E IR
B DA ERATHRITRERR ST
HSIMTETAR S REETETAAKSI
BHRZHFEERR - EEEERET
TRARZHFNXHHEFEREEREGIR
BENXZHFOERMRNERE - MAREN
[RGB & AR AR REE R R
ARNEESESEHERER -

20126128318 » AITHECBITE(E
A%) 5 BI) 88 2(1) 16 () 70 (d) BR 9 81 B8 72 3 32
5 o R EHEEEARME » AT EAER
RAFEETETIEANERRBEEERRKE
i IR ARMIRE S S RERBESIF44
SR B EFRES A o
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBEBRHAVBER (&)

(a) Counterparty credit risk-related exposures under IRB Approach (a) ABFFREEAELTHIZHF
EE RN AR
The following tables indicate the information of counterparty credit risk-related M20124F12 A31 B R2011412A8318 * T
exposures under IRB approach by exposure class as at 31st December, 2012 and &9 B BN R B R AR BIE 5 8 A ED
31st December, 2011 respectively: AIREESEETEZ ZHFEERRERM
HEREENER
2012

Corporate ¥ 312 1,297 920 577
Bank 17 2,033 5,502 5,502 3,665
Total fotel 2,345 6,799 6,422 4,242
2011

Corporate % 514 1,570 1,400 883

Bank #R17 1,436 4114 4114 2,341

Total ot 1,950 5,684 5514 3,224
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERMAMBEER (&)

(1) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
HRZHFEERREBNAREAE®

(a) Counterparty credit risk-related exposures under IRB Approach (a) AEBRIREEFELTHIZHTF
(continued) EE AR B A BRI ()
The following tables indicate the information of counterparty credit risk-related 2012612 A31H k2011512 A31H * T
exposures under IRB Approach by transaction type as at 31st December, 2012 and RO BIBRIETR 5 B8 5D 8RBT R
31st December, 2011 respectively: HEAEETRRZHFEERBRABOE
BRAEYER B R
2012

OTC Derivative Transaction BIMTETER 5 2,345 6,776 6,399 4,237
Repo-style Transaction BERARS - - - -
Credit Derivative Contract EEETARY - 23 23 5
Total o] 2,345 6,799 6,422 4,242
2011

QTC Derivative Transaction BIMTETER 5 1,950 5,661 5,491 3,220
Repo-style Transaction BERARS - - - -
Credit Derivative Contract EEHAETAAH - 3 23 4

Total o 1,950 5,684 5514 3,224
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

The following tables indicate the exposure amount of counterparty credit risk-
related exposures covered by recognised collaterals under IRB Approach as at 31st
December, 2012 and 31st December, 2011 respectively:

2012

AEBEBRHAVBER (&)

2012612431 B K2011412A318 - T
F N BIBR A B AR EEG HOR T AR A K
MR ENER S HFEEERAMORR
YRR

Cash Re 377 - -
Others Hi - - _
Total ik 377 - -
2011

Cash Be 169 - -
Others Hity 1 - -
Total B 170 = =

(b) Counterparty credit risk-related exposures under Standardised
Approach
The following tables indicate the information of counterparty credit risk-related
exposures under Standardised Approach by exposure class as at 31st December,
2012 and 31st December, 2011 respectively:

2012

(b) BEHEEZTRXGHFEERR

R R RARE

20129128318 R2011F128318 * T
RANESRT ARRAEER 85 0iEE
FEETERSHF ERRRAMEOERRE
BEER -

Corporate ¥ 192 473 201 201
Bank 11 85 278 278 78
Retail & 368 996 427 427
Total k] 645 1,747 906 706
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

AEBRHAEYBZER(E)

(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)

EX 5 HFEERE AN EBREE @

(b) Counterparty credit risk-related exposures under Standardised
Approach (continued)
2011

(b) BEFEEZTRRXZHFEERR

BRI R ARIE @)

Corporate ¥ 461 914 604 604
Bank 11 14 958 958 479
Retail TE 549 1,094 316 316
Total s 1,024 2,966 1,878 1,399

The following tables indicate the information of counterparty credit risk-related
exposures under Standardised Approach by transaction type as at 31st December,
2012 and 31st December, 2011 respectively:

2012

M20129F12A31B X2011412A318 *
EORBERETRR ZERE D IZEAFE
VET IR ZEFEERBR AR R R AED
BR}

QTC Derivative Transaction BIMTAETER S 645 1,747 906 706
Repo-style Transaction BERARS - - - -
Credit Derivative Contract EEETAAHY - - - -
Total pat ] 645 1,747 906 706

2011

OTC Derivative Transaction BIMTETARS 1,024 2,056 968 944
Repo-style Transaction Bl - - - -
Credit Derivative Contract EEETASN - 910 910 455
Total ] 1,024 2,966 1,878 1,399
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

The following tables indicate the exposure amount of counterparty credit risk-
related exposures covered by recognised collaterals under Standardised Approach as
at 31st December, 2012 and 31st December, 2011 respectively:

2012

AEBEBRHAVBER (&)

R2012F12 A31H R2011412A318 * T
RO PIBREREAEET URATEAR BB
ENHERZZHFEERRBENRERAER
-

Cash Ee 806 - -
Others Hith 35 - -
Total ik 841 - -
2011

Cash Be 944 = -
Others Hit 144 - _
Total k) 1,088 - -

(c) Credit derivative contracts which create exposures to counterparty
credit risk
The following table indicates the notional amount of credit derivative contracts
which create exposures to counterparty credit risk as at 31st December, 2012 and

31st December, 2011 respectively:

() BolXBHFEERBRNEES
EIEQII\
20124612 A31H K2011412A318 » T~
RO RBTIETRERERESHESIBR
SHFEERBRNEEMEIAGANES
B -

For credit portfolio

Credit default swap
Protection bought
Protection sold

Total return swap
Protection bought
Protection sold

For intermediation activities

Credit default swap
Protection bought
Protection sold

Total return swap
Protection bought
Protection sold

BIFEEAR

EREERS
BARE
EHRE

480 ¥k Y
BARE
EHRE

PBAERNEE

EREERS
BARE
EHRE

O3
BARE
SHRE

23 23

- 910
- 910
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERHRUBEN(E)

(11) ASSET SECURITISATION BEEFE#1L

As at 31st December, 2012 and 31st December, 2011 respectively, the Bank had 201212 831 B K201 F12A8318 * &
no asset securitisation exposure. 170 478 5 L A8 R B AR

(12 EQUITY EXPOSURES BOOKED IN BANKING BOOK #R1TER T AV AR #E @ Pk 42

The Bank deducts those equity holdings taken for relationship and strategic reasons AT IS B 4R R SRS AR IR phy T 45 75 B AR A
from the core & supplementary capital and includes those equity holdings taken ol KM INE AR - RS B EARIE d
for other reasons in the risk-weighted assets for capital adequacy ratio purpose. FENRESERERBRMEEER - LA

FHEEARTRLLE -

The Bank applies the same accounting techniques and valuation methodologies as BOOREMAAIHEIESREE - BFEIRT

detailed in the Bank’s notes on accounts for all available-for-sale financial assets, BR T A IR BB AR IERS - IERA B FINA

including equity exposures booked in banking book. There are no significant TEEN AR @RI KRG

changes during the annual reporting period. R BHRETEZERFREPALEEA
B -

Cumulative realised gains arising from sales and RELEMLRSERENRTE

liquidations of equity exposure ERME 52 49
Total unrealised gains recognised in the Bank’s ERFENER  BRALERR
reserves but not through the income statement ANRH R BRI B 5T 985 585
At EEARR R R EE
Unrealised gains included in or (losses deducted HIANE AN EMARER K=
from) the Bank’s supplementary capital for SRk (HZH I E AR IR A
capital adequacy ratio purpose REREENSH) 331 331

Cumulative realised gains or (losses) arising REHEMAEREERENRE
from sales and liquidations of equity exposure ERWE(EE) (34) 7
Total unrealised losses recognised in the Bank’s ERFENER  BRALERR
reserves but not through the income statement AR R ERBEE (231) (74)
RETEARRT R LM BT
Unrealised gains included in or (losses deducted HIANE AN EMAER K=
from) the Bank’s supplementary capital for SRk (M I E AR R A

capital adequacy ratio purpose AEREENSHE) 2 2




SHAREHOLDER INFORMATION BERER

FINANCIAL CALENDAR BB
2012 full year results announced 26th February, 2013 P02 EERELEE 20132 26 H
2012 Second Interim Dividend declared 26th February, 2013 SRR 2012 EREE R ERA 201342 A26 8
Hﬂmaﬁm2m2%GWMMmeMMm 13th March, 2013 2012 EEE — kb HR S5 % E 20132313 A
Closure of register of members From 15th March, 2013 EEREEPERER 3
- 2012 Second Interim Dividend to 18th March, 2013 - #ﬁ}@kkﬂ\”a e =AU AL

(both days inclusive) - 2012 FEEZRPHBS £2013F3H18H

Record date for 2012 Second Interim Dividend  18th March, 2013 (BEEEMX)
Despatch of Scrip Dividend Scheme Listing 18th March, 2013 2012 FEF R HARR B2 8% B H 20133 A 18H
Document and Form of Election SRR BEAE T RERRR 201343 H18H
Despatch of dividend warrants and share (on or about) EEOONEEE_NHEREBRBE  (470)2013F4F9A
certificates for 2012 Second Interim Dividend 9th April, 2013 ﬁﬁ%ﬁﬁﬁgﬂiﬁ/ 2013%4 8290
Closure of register of members 29th April, 2013 o ii%:“ =
- Annual General Meeting and 30th April, 2013 'EX§H¢M% & R2013%F4 308
Annual General Meeting 30th April, 2013 BRAFEE 201344308
2013 interim results to be announced August, 2013* D 2013 FEHEEE 201358 A *
* Subject to change *A[TFEH

SHARE LISTING gyl

The Stock Exchange of Hong Kong Limited EBHMARGFAERAR]

SHARE REGISTRARS DB RE

Tricor Standard Limited BEEEFRAA

Telephone: (852) 2980 1768 55 (852) 2980 1768

Facsimile: (852) 2861 1465 {55 (852) 2861 1465

ADR DEPOSITARY BANK ZEEERFEERT

BNY Mellon BNY Mellon

Telephone: 1 201 680 6825 BE5E: 1201 680 6825

Toll free (domestic): 1-888-BNY-ADRS EEIEANRE T 1-888-BNY-ADRS

E-mail: shrrelations@bnymellon.com B[ : shrrelations@bnymellon.com

REGISTERED OFFICE TR

10 Des Voeux Road Central, Hong Kong B EEETR 1055

Telephone: (852) 3608 3608 B34 (852) 3608 3608

Facsimile: (852) 3608 6000 {EE : (852) 3608 6000

Website: www.hkbea.com #4834 - www.hkbea.com

E-mail: info@hkbea.com B I : info@hkbea.com

This Document (both English and Chinese versions) is now available in printed form and on the website of the Bank at www.hkbea.com and HKEx's website
at www. hkexnews.hk.

Notwithstanding any choice of means for the receipt of Corporate Communications (i.e. either receiving a printed copy or by electronic means through
the Bank’s website) previously made by Shareholders and communicated to the Bank, Shareholders may at any time change their choice, free of charge,
by giving reasonable notice in writing to the Bank’s Share Registrar, Tricor Standard Limited, at 26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong
Kong or by fax to (852) 2861 1465 or by email to BEA0023-ecom@hk.tricorglobal.com specifying your request together with your full name and contact
telephone number.
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BREEEFERRA A - U R E B SEAKIER 28 & EIEF L 2618  SCUAEE (51543 (852) 2861 1465) 3 EH (BEA0023-ecom@hk.tricorglobal.
com) BHEBHEEFA - U EKHIZIE  BAZSE « ZBMETH BT EXEIEZ B 2F RBHEER -
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