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CORPORATE PROFILE

& 17 @ 5t

our MISSION PP EE

We at BEA strive to provide best in class financial services, always
demanding the highest standard of 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

RIRITIB N IR E & MRS RIRT

customers, our shareholders and our colleagues.
BITE =L BRMBSLER]
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wmiRERGER  BIOREEPZFE - WAREET S - IRE - B T I
RERE -
Since its incorporation in 1918, The Bank of East Asia (“BEA”) has remained R arRITR M A 1918F @ —HBHAES -

steadfast in its dedication to providing quality banking and financial services to
its customers in Hong Kong, Greater China, and overseas. BEA is Hong Kong's
largest independent local bank, with total consolidated assets of HK$394
billion (US$50.51 billion) as of 31st December, 2007. The Bank is listed on the
Stock Exchange of Hong Kong and is one of the constituent stocks of the Hang
Seng Index.

BEA serves customers through a global network of over 200 outlets covering
Hong Kong and the rest of Greater China, the United States, Canada, the
United Kingdom, the British Virgin Islands, and Southeast Asia. The Bank
currently has more than 9,400 employees around the world.

BEA delivers comprehensive retail and commercial banking services through
its Personal Banking, Corporate Banking, Wealth Management, Investment
Banking, China, and International divisions. Products and services include
deposit-taking, foreign currency savings, retail investment and wealth
management services, mortgage loans, consumer loans, credit cards,
Cyberbanking, bancassurance, Mandatory Provident Fund services, trade
finance, syndication loans, remittances, and foreign exchange margin trading.

The BEA Group’s subsidiaries further enhance BEA's total offering, ensuring the
delivery of customised, total solutions that meet the increasingly diverse and
sophisticated needs of a burgeoning customer base. As the Group’s insurance
arm and underwriter, Blue Cross (Asia-Pacific) Insurance Limited provides
comprehensive insurance coverage for individual and corporate customers.
Tricor Group is a leading professional provider of integrated business, corporate,
and investor services in Asia that helps clients build their businesses by offering
outsourced expertise in business support functions.

With a history spanning nearly 90 years, BEA will continue to focus its
efforts on serving its customers and achieving its vision of becoming the
preferred bank linking Hong Kong with the rest of Greater China and Chinese
communities overseas.
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FINANCIAL HIGHLIGHTS

MEBE

2007 2006
HKS$ Million HK$ Million Change &%)
BEAER BEEET % B9 E
Profitability ZR&E 5
Total operating income
FE N 8,814 7,564 +16.5
Profit attributable to equity holders of the Group
A BN EE R R 4,144 3,435 +20.6
Balance Sheet Strength EE& &R
Advances to customers
BEPER 218,184 166,178 +31.3
Total consolidated assets
e AEES 393,979 294,202 +33.9
Total deposits
R 296,351 216,523 +36.9
Total equity
MR iR B EE 30,446 27,645 +10.1
Earnings and Dividends Per Share R Z R & RS
Basic earnings
EREF| HK$2.65 HK$2.24 +18.3
Dividends
5585\ HK$1.66 HK$1.46 +13.7
Key Ratios = E b=
Loan to deposit ratio
BEREERL = 73.6% 76.7%
Impaired loan ratio
BEE R 0.6% 0.8%
Average liquidity ratio
FIERBE LXK 43.5% 44.0%
Capital adequacy ratio
BARFR X 12.6% 14.2%

HTHATEMRAT 2007 E®H 3




FIVE-YEAR FINANCIAL SUMMARY

o [ TOTAL EQUITY % 58 % 48 48 ]
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PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP
HK$ Million EIE%E%%HQ%;\%*U

BEEHER

4,144
4,000

3,500 3,435
3.000 2,749
2,500 2,348*
2,000 1,922
1,500

1,000

500

2003 2004 2005 2006 2007

L FIVE-YEAR COMPARISON 5 F LE &

2003 2004 2005 2006 2007
HK$ Million HK$ Million HK$ Million HK$ Million HK$ Million
BEEET BEEET BEEBT BEAEBT BEEET

Total equity

RE EE A 25 B KA 20,126* 21,859* 24,405 27,645 30,446
Customer deposits

ZEE 155,421 163,738 175,895 209,524 284,186

Debt instruments issued

BRITERES 5,527 4,179 6,431 6,999 m

Advances to customers

Total consolidated assets

Profit attributable to n

I AR B g 198,476 210,370 238,799 294,202 393,979
equity holders of the Group 1,922 2,348* 2,749 3,435

Al BRI SR B AR O A

Dividends per share

GRERR B, HK$0.85 HK$1.08 HK$1.26 HK$1.46 HK$1.66

* Restated due to changes in accounting policies.

Loan to deposit ratio

B S R 64% 70% 76% 77% 74%
Earnings per share

*REHBEREEMER -

HTRATEMRAT 2007 EH D
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CHAIRMAN'S STATEMENT

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

FEBEST

In 2007, the BEA Group recorded a profit after tax of
HK$4,221 million, representing an increase of HK$735
million, or 21.1%, compared to the HK$3,486 million
earned in 2006. Basic earnings per share reached
HK$2.65. Return on average assets and return of average
equity were 1.2% and 14.6%, respectively.

As at 31st December, 2007, total consolidated assets
stood at HK$393,979 million, an increase of HK$99,777
million over the position at the end of 2006. Advances
to customers stood at HK$218,184 million, representing
55.4% of total consolidated assets. Customer deposits
were HK$284,186 million, while certificates of deposit
and subordinated debt issued stood at HK$25,817
million. The loan-to-deposit ratio was 73.6%, compared
with 76.7% at the end of 2006. Total equity increased by
10.1% to HK$30,446 million.

At the forthcoming Annual General Meeting to be held
on Thursday, 17th April, 2008, the Directors will propose
a final dividend of HK$1.18 per share, which, together
with the interim dividend of HK$0.48 per share paid
in September 2007, will constitute a total dividend of
HK$1.66 per share for the full year. This represents an
increase of 13.7% over the total dividend of HK$1.46 per
share for the year 2006.

In 2007, the operating environment in Hong Kong further
improved. The financial markets performed well, buoyed
by strong performance from China-related shares. This
performance was powered by the three engines of
exports, investment and consumption, causing China’s
economic growth to accelerate sharply in 2007.

Overseas, the overall economic environment weakened
in the latter part of the year, as concerns over the impact
of the sub-prime crisis curtailed lending and dampened
business investment.

The overall asset quality of BEA's portfolio continued
to improve in 2007, as the Bank benefited from strong
economic growth both locally and on the Mainland.
Consumer lending remained strong, as private
consumption grew. However, abundant liquidity and
intense competition continued to exert pressure on local
interest margins, especially in the mortgage market.

In December, 2007, the Bank received the Hong Kong
Monetary Authority’s approval to adopt the more
sophisticated approaches under the Basel Il framework,
namely the Foundation Internal Ratings-based (“IRB")
Approach for credit risk, the Internal Models Approach
for market risk and the Standardised Approach for
operational risk. With effect from 31st December, 2007,
BEA was the first bank in Hong Kong to use the more
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f£2007 %512 A 31 AR4R & BERFEFEE 3,939187,900
EIT - 82006 G R B A FEIEMNE K997 187,700 8 T
BEERABE21811884008 L GG EEBATEN
55.4% ° BFEF50 A B 2,841188,600 8 T ° 17 5XFM
“IEZBEEEABE25881,7008 T - EREF R
K H73.6% ' 2006 FK A76.7% ° BREEmAEE
10.1% + Z#1 304 184,600 F 7T ©
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IR R BB 04870 - 2 FALIRBRETR
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Chairman’s Statement (continued)

sophisticated approaches to determine its risk weighted
assets for various types of risk and to calculate the
Capital Adequacy Ratio (“CAR"). The business benefits
of adopting the more sophisticated approaches are
significant, including enhanced risk management, more
efficient use of capital and higher transparency in the
disclosure of risk-related information.

Highlighting the Bank’s success in implementing a robust
risk management regime, in March 2007 the Bank won
the award for “Excellence in Risk Management” in the
“Financial Insights Innovation Awards 2007"”, organised
by Financial Insights of Singapore. This international
recognition, for which BEA competed with over 60
international bank and non-bank institutions, was awarded
on the basis of the Bank’s initiative in implementing Basel
Il and its effective approach to risk management.

Management foresees that the business environment in
2008 will be fairly challenging, as the sub-prime crisis
continues to affect the American economy and as the
tighter monetary policies adopted on the Mainland
during 2007 begin to take hold. However, China’s
economy is expected to continue to grow strongly, if at a
slightly slower pace than last year. BEA is well positioned
to exploit the emerging business opportunities on the
Mainland, in particular those arising from the deregulation
of the financial sector.

BEA's newly incorporated subsidiary bank in China,
The Bank of East Asia (China) Limited (“BEA China"),
commenced business in April 2007. BEA China is
authorised to provide RMB and foreign currency banking
services to local and overseas individuals and enterprises
on the Mainland. In the coming years, the Bank will
continue to expand its branch network aggressively
and to enhance its product range so as to fully capture
available business opportunities.

Further, BEA will continue to develop and leverage its
niche position with overseas Chinese communities to gain
international business growth, with special emphasis on
the United States, Canada, United Kingdom and South
East Asia.

BEA will build on past success to broaden its product and
service portfolio. Wealth management, including private
banking, structured products, bancassurance and asset
management, will remain the primary focus of this effort.

The Bank will step up cross-selling initiatives, and enhance
efforts to promote Tricor's leading corporate services and
share registration business, and Blue Cross insurance
products. The Bank will also remain alert to opportunities
offered by acquisitions and strategic alliances, both in and
outside Hong Kong.

BEA will continue to devote resources to enhance
productivity and operating efficiencies. The Bank will
consider relocating additional back-office operations to
the operating centre in Guangzhou. Operating efficiency
gains will also be pursued through the ongoing process
of branch rationalisation and transformation, as well as
through workflow simplification. BEA will continue to
invest in information technology infrastructure, in order to
provide best-in-class products and services to customers
in Hong Kong, the Mainland and worldwide.

I am pleased to inform Shareholders that Professor Arthur
Li Kwok-cheung, who served as a Non-executive Director
of the Bank from 1995 to 2002, has been re-appointed as
a Non-executive Director. In addition, Mr. Kuok Khoon-
ean and Mr. William Doo Wai-hoi have been appointed
Independent Non-executive Directors of the Bank. All
three appointments took effect on 10th January, 2008.
With their wealth of experience, | am confident that their
contribution to the Board will lead to the further success
of the BEA Group.

At the forthcoming Annual General Meeting to be held
on Thursday, 17th April, 2008, Dr. Li Fook-wo will retire
in accordance with the Articles of Association and will
not seek re-election. Dr. Li joined the Bank in 1940 and
was appointed a Director of the Bank in 1958. He served
as Chief Manager from 1972 to 1976, and Chairman
from 1984 to 1997. He has played a significant role in
the continuing development of the Bank for the past 68
years. Dr. Li has served the Bank with distinction, and has
always been a respected source of wisdom and guidance
for the Board. On behalf of the Board, | would like to
express my heartfelt gratitude to Dr. Li for his invaluable
contribution to the Bank.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 15th February, 2008
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EXECUTIVE DIRECTORS’ REPORT

FINANCIAL REVIEW

Financial Performance

The BEA Group recorded a profit after tax of HK$4,221
million for the year ended 31st December, 2007, 21.1%
higher than the previous year.

Due to strong growth in the loan portfolio in 2007, the
Bank Group's net interest income increased by HK$978
million, or 19.6%, to HK$5,977 million. Non-interest
income increased by HK$271 million, or 10.6%,
mainly due to an increase in net fee and commission
income and net trading profits, despite the revaluation
loss recorded on collateralised debt obligations. As a
result, total operating income increased by 16.5% to
HK$8,814 million.

Operating expenses increased by 35.4% over 2006 to
HK$4,691 million, due to the continuing expansion of
the Group’s activities. The cost to income ratio rose from
45.8% in 2006 to 53.2% in 2007.

Operating profit before impairment losses was HK$4,122
million, an increase of HK$24 million, or 0.6%, as
compared with 2006.

Impairment losses on loans and advances decreased by
HK$27 million, or 11.2%, when compared with 2006.
There was a write back of impairment loss on bank
premises of HK$133 million in 2007, an increase of
HK$105 million, as compared with 2006. Impairment
losses on notes issued by structured investment vehicles
totalled HK$270 million. As a result, total impairment
losses increased by HK$193 million, or 95.1%.

The net profit on disposal of available-for-sale
investments increased to HK$667 million. In addition,
sale of a 49% interest in the Group’s wholly-owned
subsidiary, East Asia Asset Management Company
Limited, to Union Asset Management Holding AG of
Germany for HK$406 million resulted in a profit that

was recognised as a gain on disposal of subsidiaries/
associates. The company has since been renamed BEA
Union Investment Management Limited.

After taking into account income taxes, profit after
taxation was HK$4,221 million, an increase of 21.1%
over the HK$3,486 million recorded the previous year.
Profit attributable to equity holders of the Group was
HK$4,144 million, an increase of 20.6%.

Financial Position

Total consolidated assets of the BEA Group were
HK$393,979 million at the end of 2007, representing a
rise of 33.9% from HK$294,202 million at the end of
2006. Advances to customers increased by 31.3% to
HK$218,184 million.

Total deposits increased by 36.9% to HK$296,351
million, while customer deposits rose by 35.6%
to HK$284,186 million. The sum held in demand
deposits and current accounts increased by a combined
HK$14,859 million to HK$29,990 million. The amount
in savings accounts increased by HK$5,572 million to
HK$49,216 million. The value of time deposits at year-
end 2007 stood at HK$204,980 million, an increase of
HK$54,230 million, or 36.0%, when compared with the
balance at year-end 2006.

During the year of 2007, BEA issued HKD fixed rate
certificates of deposit with a face value of HK$5,470
million, HKD floating rate certificates of deposit with a
face value of HK$1,630 million and USD zero coupon
certificates of deposit with a face value of US$150
million. The Bank redeemed a quantity of certificates of
deposit amounting to HK$2,647 million equivalent upon
maturity, and repurchased its own certificates of deposit
amounting to HK$32 million equivalent. The Bank also
issued and redeemed a number of short term TWD fixed
rate certificates of deposit.
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HK$’'000
BETT

—O— Operating Income &&UW A  —O— Operating Expenses &% 37 H
9,000,000 °
8,000,000 8,813,513
7,000,000 564.312
6,000,000
5,000,000 O— O'/i;52,538

5,396,247 5,495,865
4,000,000 4,691,040
000000 , O—— 3465360
s — 465,
2,000,000 2525 540 2,762,180* 2,988,047
1,000,000
2003 2004 2005 2006 2007

* Restated due to changes in accounting policies.

* AEFTBREEMER -
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Executive Directors’ Report (continued)

After taking into account all debt instruments issued, At the end of December 2007, the face value of the
the loan-to-deposit ratio was 73.6% at the end of 2007, outstanding debt portfolio was HK$12,504 million, with
being 3.1% lower than the 76.7% reported at the end the carrying amount equal to HK$12,165 million.

of 2006.

Maturity Profile of Debts Issued
As at 31st December, 2007
(All expressed in millions of dollars)

Total Year of Maturity
Currency Face Value 2008 2009 2011 2013 2014 2015

Floating Rate Certificates of Deposit

Issued in 2005 HKD 1,500 1,500
Issued in 2006 HKD 500 500
Issued in 2007 HKD 1,630 1,630
Fixed Rate Certificates of Deposit
Issued in 2005 HKD 500 500
Issued in 2006 HKD 500 500
Issued in 2007 HKD 5,470 5,470
Issued in 2007 TWD 2,300 2,300
Zero Coupon Certificates of Deposit
Issued in 2006 usD 50 50
Issued in 2007 usD 150 50 50 50
Step Up Certificates of Deposit
Issued in 2003 usb 37 37
Total Debts issued in HKD equivalent 12,504 9,944 1,000 390 390 390 390

Maturity Profile of Loan Capital
As at 31st December, 2007
(All expressed in millions of dollars)

Total Year of Maturity
Currency Face Value 2015 2017 Perpetual
Issued in 2005 Note 1 usb 550 550
Issued in 2007 Note 2 usb 600 600
Issued in 2007 Note 3 GBP 300 300
Total Loan Capital issued in
HKD equivalent 13,646 4,290 4,680 4,676

Notes

1. Callable on 14th December, 2010

2. Callable on 22nd June, 2012

3. Callable on 21st March, 2012 and on each interest payment date thereafter

12  The Bank of East Asia, Limited Annual Report 2007
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FSREFERE
2003 31T e 37 37
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EEEXFER]
200712 A31H
(X BEThZT)
BHE D
B HEE 2015 2017 J|ZHA
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2007 F 31T Wit 2 EW 600 600
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FrECRITEEEAR
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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 and control the various types of risk
the Bank faces, including credit risk, market risk, liquidity
risk and operational risk, and where appropriate, to
allocate capital against those risks. All risk management
policies have been approved by the Board of Directors,
and 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 in
the best interest of the Group.

The risk management mechanisms are built around a
centralised framework and incorporate specialised risk
management committees, namely: Credit Committee;
Asset & Liability Management Committee; and
Operational & Other Risks Management Committee.
These mechanisms capture the different risk-related
management activities on a group basis, including
formulation of policies, setting up of procedures and
control limits, ongoing monitoring for observance, etc.,
before the same are reported via the Risk Management
Committee to the Board of Directors so as to ensure
compliance with the various bank policies, and legal and

The Bank received the “Award of Excellence
in Best Workplace Practices” in recognition
of its BEA Tower Office Centralisation Project.

BRBIRTHOMAEETE] - AITRE
[RETESMEFRARSBE] -

regulatory requirements in Hong Kong, the Mainland of
China and overseas. The Chief Risk Officer ensures that
appropriate measures are in place to enhance the overall
risk management capability of the Bank Group.

OPERATIONS REVIEW
RECOGNITION

During the past year, the Bank’s achievements were
recognised by a number of outside parties. The Bank
received the “Excellence in Risk Management” award
in the Financial Insights Innovation Awards 2007 for its
Basel Il initiative; Global Refund’s “Platinum Award”
for its Value Added Tax refund service; and an Award
of Excellence in the Best Workplace Practices category
of the Asian CSR Awards 2007 for its submission, “BEA
Tower Office Centralisation Project — Caring Design
and Implementation”.

IMPROVEMENTS TO OPERATIONS
Relocating Back-Office Operations to the Mainland

The Bank’s back office operating centre in Guangzhou,
incorporated under the name East Asia Electronic
Data Processing (Guangzhou) Limited, continues to
take on additional responsibility. A second site is
now being developed to house additional and more
sophisticated functions.
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| The Bank was awarded
T— the “Excellence in Risk
Management” award as
part of the Financial Insights

Innovation Awards 2007 for
its Basel Il initiative.
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BEA received Global
Refund’s “Platinum
Award” for its
Valued Added Tax
refund service.
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consumer loan business.

RILAERE -

PERSONAL BANKING
Branch Distribution

The Branch Rationalisation Programme continued during
the year, with the opening of four new branches, the
expansion of two branches, and the relocation of three
branches to more prominent sites. At the end of January
2008, the total number of BEA branches in Hong Kong
stood at 91.

To further enhance BEA's wealth management services,
10 SupremeGold Centres were opened during the year,
bringing the total number of SupremeGold Centres to
45 by the end of January 2008. The Bank plans to open
another two SupremeGold Centres during 2008.

Cyberbanking

Cyberbanking services were further enhanced during
the past year. Passbook gold trading as well as
subscription and redemption of unit trusts can now
be conducted via the Internet. The enhancement also
enabled Mandatory Provident Fund (MPF) scheme
members to open Cyberbanking accounts, thereby
providing direct access to information on their MPF
accounts and fund performance.

The number of Cyberbanking customers continued
to increase during the year. By the end of 2007, the
Bank had more than 393,000 registered Cyberbanking
users. The average daily usage volume exceeded
273,000 transactions.

Credit Gain Finance developed various

products last year targeting different
customer niches, achieving significant
growth in sales volume.

BEMBFEARE T SBERRS TR
B - SEEBARETEER -

The Bank introduced a new Instalment Loan
¥ and Revolving Loan programme to expand its

IITHEL I S HE R ERE G - A

Corporate Cyberbanking also recorded steady growth.
By the end of 2007, over 20,500 corporate customers
had registered with BEA's Corporate Cyberbanking, an
increase of 8.7% year on year.

Consumer Loans
Consumer Finance Department

The Bank introduced a series of marketing programmes
during the year targeted at different customer segments
to expand its consumer loan business. A new Instalment
Loan and Revolving Loan programme was introduced to
capture the financial needs of general to middle income
group. As a result, personal instalment loans surged over
50%, as compared with the previous year.

Credit Gain Finance

During the past year, Credit Gain Finance opened four
additional branches, bringing the total number of
branches to eight. A series of marketing activities was
conducted via multi-media channels and various products
were developed to capture different customer niches.
Significant growth in sales volume was achieved.

Credit Gain Finance will continue to expand its product
range and enhance brand awareness to increase
market share.
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BEA's networks were further strengthened by the
addition of 4 new branches and 10 SupremeGold

"®| Centres during the year.
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Two pioneer card products, BEA JCB PLATINUM Card and
BEA Traveller's Card, were launched to meet the needs of
target segments.

ICB ATTH L MIBRISTEA-RER — RBRTICBARFA
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Credit Cards

A series of promotional activities was launched during the
year, leveraging on strong consumer market sentiment.
Card business grew robustly and market share expanded.
As a result, the card base exceeded one million by the
end of 2007. Marketing programmes were introduced to
encourage credit card usage, supporting strong growth in
interest and fee income in 2007.

Differentiated card products and benefits were
developed during the year to meet the needs of
particular target segments.

The Bank also launched two pioneer card products, BEA
JCB PLATINUM Card and BEA Traveller’s Card. The former
targets a young audience who are trendsetters and
sensitive to overseas, especially Japanese, popular culture,
while the latter allows frequent travellers to better
manage currency exchange rates.

In the year ahead, BEA aims to further develop its card
base and encourage card usage, credit card advances and
revolving receivables to improve profitability. At the same
time, the Bank will endeavour to further penetrate the
youth segment.

Property Loans

Fuelled by the surging economy, the local property market
exhibited a strong revival that resulted in a significant
increase in loan demand in 2007. However, competition
for mortgage business also intensified.

' S TRAVELLER'S

In order to enhance its market share, BEA introduced a
series of mortgage promotion campaigns, covering both
the residential and non-residential mortgage markets.

In July, the Bank extended the Deferred Principal
Repayment Method to mortgage loans secured by non-
residential properties. This enhanced the flexibility
available to commercial and retail property buyers.

CORPORATE BANKING
Corporate Lending

The local corporate loan market exhibited strong growth
in 2007, dominated by the financing activities of Mainland
enterprises and property-related lending. The growth in
property lending was fuelled by the very successful land
auctions that were held during the year, while Mainland
enterprises showed strong interest in offshore foreign-
currency-based financing to take advantage of the steady
appreciation in the RMB.

Given the abundant liquidity in the loan market and
the intense competition, interest margins for both
syndicated and bilateral deals continued to be squeezed
to historically low levels. Nevertheless, BEA maintained
an active presence in the syndicated loan market in 2007,
both as coordinating arranger and as a participant.
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Commercial loans, including
equipment financing and unsecured
business loans, showed good
growth during the year.
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The Bank acted as a receiving
bank for 22 Receiving Bank
projects in 2007.

2007 F - AFTHEE 22 fEXAR
ETIEE MURERRIT -

BEA shall continue to structure its products to meet
the ever-changing needs of the corporate market
and to maintain a dynamic asset mix, including
property lending, pre-IPO financing, share financing,
infrastructure project financing, working capital and
leveraged buyout financing, in order to capture the best
market opportunities.

On the commercial loan side, the strong and
stable Mainland market provided ample business
opportunities for Hong Kong manufacturers and traders.
Manufacturers took the initiative to upgrade and
enhance their production equipment during the year.
As a result, the Bank recorded double-digit growth in
equipment financing.

Hong Kong continues to serve as a major financial
support centre for China. Many overseas companies that
establish operations in China prefer to arrange funding
in Hong Kong, offering good business opportunities for
this Bank.

For taxi and public light bus financing, competition
intensified and some lenders have further lowered their
pricing. BEA sustained its market share in the taxi loan
business by maintaining its service quality and meeting
the needs of the marketplace.

Unsecured business loans, marketed under the Business
Ready Cash programme, showed good growth during the
year, assisting small and medium sized enterprises (“SME")
to enhance their competitiveness.

Securities Lending S

The stock market was extremely buoyant in the past year
and the Bank was able to capitalise on strong investor
sentiment by extending a total of HK$237 billion in
stagging loans, 30% more than the same period last year.
The Bank also acted as a receiving bank for 22 Receiving
Bank projects, nine more than in the previous year. One
such project, China Railway Group set a new record for
the largest number of share applications submitted.

Bank of East Asia (Trustees) Limited
Mandatory Provident Fund

The Mandatory Provident Fund (MPF) scheme has been
in operation for seven years, and service providers are
beginning to lower the management fees on selected
constituent funds. BEA reduced the fees of the Capital
Preservation Fund and Global Bond Fund under its
Master Trust Scheme in November 2007, with the aim
of further enhancing the competitiveness of its MPF
business in the marketplace.

The excellence of BEA's MPF offering was recognised by
Asianinvestor magazine, with BEA selected to receive the
“Hong Kong MPF Master Trust of the Year” award.

Trust Services

Although Estate Duty was abolished in 2005, Bank of East
Asia (Trustees) Limited successfully expanded its business
in private trusts and unit trusts in 2007. The company
recorded a 67% growth in revenue from its private trust
business during the year.
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The excellence of BEA's MPF offering
was recognised by Asianinvestor
magazine, which selected BEA as
the winner of the “Hong Kong MPF
Master Trust of the Year” award.
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WEALTH MANAGEMENT
Structured Products

Significant gains were achieved in both product
innovation and profitability in 2007. The buoyant
equity market sentiment generated strong demand
for structured products. A total of 270 products were
launched, almost 250% up on 2006. Exotic equity
linked deposits became the main focus. Many matured
early, delivering significant returns for customers and for
the Bank.

The demand for structured products from China was also
exceptional. Over 110 products were launched, covering
all asset classes and catering for different needs. Qualified
Domestic Institutional Investors (“QDII"”) demand surged,
with a total of four new tranches launched in 2007.

Investment Fund Services

The Bank launched two BEA branded mutual funds
in 2007, namely the BEA Global Themes Fund and
the BEA Hong Kong Growth Fund. While the former
provides exposure to 150 of the world’s most promising
companies, the latter focuses on picking Hong Kong
listed stocks that stand to benefit from the upsurge in the
Hong Kong and Chinese economies. Overall, the Bank’s
investment fund business performed very well in 2007,
with growth of more than 110% in terms of gross sales.

In April, the Cyberfund Centre was significantly enhanced
with a greater scope of online investment services, such
as self-completed risk assessment, fund transactions, and
portfolio monitoring.
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A branding campaign for Wealth
Management was launched in 2007 to
enhance brand awareness and preference.
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In July, BEA became one of the first licensed banks to
offer off-shore fund investments to Mainland Chinese
investors via the QDI channel.

BEA Union Investment Management Limited

On 19th April, 2007, the Bank entered into a joint venture
agreement with Germany’s Union Asset Management
Holding AG to form a joint venture asset management
company in Hong Kong using East Asia Asset
Management Company Limited as the platform. This
entity was subsequently renamed BEA Union Investment
Management Limited (“BEA Union”) in July.

Leveraging on the parent group’s extensive distribution
and investment capabilities, BEA Union implemented new
measures to establish a stronger foothold in both retail
and institutional markets in Asia, such as identifying new
innovative investment solutions to meet growing demand
and extending relations with key institutional investors in
the region.

Seasoned portfolio managers were seconded from
the German parent to establish BEA Union as the
sole Asia competency centre for both holding groups.
Business development and marketing teams were also
strengthened to enhance market penetration capabilities.

Bancassurance

The life insurance business of the Bank, as represented
by the new business index, achieved year-on-year growth
of 30%. This result was supported by the launch of
various insurance plans, namely Flexi Retirement Income
Insurance, Lifetime Medical Savings Insurance and
Lifetime Protection Insurance.
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The Bank launched two BEA branded
mutual funds in 2007, namely the
BEA Global Themes Fund and the BEA
Hong Kong Growth Fund.
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Segmented marketing strategies were adopted to
promote suitable products to existing customer groups,
such as payroll account holders, civil servants, university
students and mortgage holders.

The e-channel was further developed in 2007 to provide
more convenient sales and service options. Furthermore,
a membership programme incorporating an incentive
regime was introduced to encourage repeat purchases.

Blue Cross (Asia-Pacific) Insurance Limited

Blue Cross focused on the SME and personal markets
during the past year. New business premium income in
the SME group medical and personal general insurance
categories grew by 28% and 19%, respectively, year-on-
year. As a mark of Blue Cross’ popularity in the travel
insurance segment, the company has been named “The
Most Popular Travel Insurance Company” for three years
in succession (2005 — 2007).

Blue Cross took further steps in 2007 to expand its
Internet business by launching web advertising and direct
marketing campaigns. Web premium income increased by
more than 120% compared to 2006.

Two key insurance products were revamped during the
year to meet customers’ needs with enhanced product
features and benefits, namely household insurance and
domestic helper insurance.

As a reflection of its popularity in the travel insurance business,
Blue Cross has been named “The Most Popular Travel Insurance
Company” for three consecutive years (2005 - 2007).

BT FHRIERB RS Z A S - 82005 F 2007 F=E&i&

Household Insurance and
Domestic Helper Insurance were
revamped in 2007 to meet
customers’ needs, offering m m
enhanced features and benefits.
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Private Banking

The Bank re-launched BEA Private Banking in late 2005,
with the aim of providing best-in-class financial services
to high net worth customers. The business has now been
in operation for over two years, and has now achieved
critical mass in terms of both clients and business
turnover. Customer assets under management doubled in
2007, while revenues more than tripled.

Most Asian markets registered strong growth during
2007, leading to a very successful year in overall
investment returns for many customers.

INVESTMENT BANKING AND SERVICES

East Asia Securities Company Limited — Securities
Cybertrading

East Asia Securities registered profit growth of more than
100% on better local market sentiment and improved
investor confidence.

East Asia Securities is committed to using technology
to improve and expand its brokerage service network.
When compared with the corresponding period last year,
the company registered a rise of 58% in the number
of Cybertrading accounts. As of 31st December, 2007,
more than 72% of the company’s securities clients had
subscribed to Cybertrading.

The volume of transactions executed via Cybertrading,
expressed as a percentage of total turnover, reached 53%
of the number of trades and 22% of the gross transaction
value by the end of the year.
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Securities and Futures Cyberbanking continued
to benefit from improved local market conditions,
recording continued growth in the number of
accounts and trading volume.
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Established as a locally incorporated
subsidiary bank in April 2007, BEA
China will continue to leverage
BEA’s banking expertise to maintain r
its leading position on the mainland.
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With the dramatic increase in market turnover and
trading volume conducted through Cybertrading, East
Asia Securities further upgraded its hardware capacity
and enlarged its online trading system in the third
quarter of 2007.

East Asia Futures Limited — Futures Cybertrading

For the year 2007, East Asia Futures, the wholly-owned
futures and option broking arm of the Bank, continued
to benefit from improved local market conditions and
increasing demand for derivative products.

In particular, the company expanded its clientele base with
the implementation of the Futures Cybertrading Service.
As compared with the corresponding period last year,
the company registered growth of 57% in the number
of Futures Cybertrading accounts. As of 31st December,
2007, more than 69% of the company’s clients had
subscribed for the Futures Cybertrading Service.

East Asia Futures has instituted various incentive schemes
to encourage clients to execute trades via its user-
friendly electronic trading platform. The schemes have
generated strong positive response from clients. Currently,
the volume of transactions executed via the Futures
Cybertrading System, expressed as a percentage of total
turnover, accounts for some 58% of the number of trades
and 50% of transaction value.

East Asia Futures has plans to upgrade the software and
hardware of its electronic trading system in 2008 in order
to further enhance its Futures Cybertrading Service.
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CHINA OPERATIONS

The year 2007 was a fruitful one for BEA's China business.
In April, BEA was among the first group of foreign
banks to transfer its mainland operations to a locally
incorporated subsidiary bank, The Bank of East Asia
(China) Limited (“BEA China"). This subsidiary operates
under the rules and regulations applicable to local banks
on the Mainland.

BEA and BEA China have over 50 outlets on the
Mainland, one of the most extensive networks of any
foreign bank in China. A total of 18 new outlets were
added in 2007. BEA China extended its operations to
Shenyang, Wuhan and Nanjing and opened 14 sub-
branches, including Shanghai Changning, Zhuhai
Jida, Chengdu Jincheng, Xi‘an Xidajie, Dalian ETDZ,
Chongging Shapingba, Beijing Yabaolu, Guangzhou
Haizhu, Xiamen Hexiang, Shenzhen Longgang,
Hangzhou Wenhuilu, Shanghai Dongfang Road, Xiamen
Xiada and Guangzhou Development District.

The parent company retains a branch in Shanghai for
conducting foreign exchange wholesale banking business,
and four representative offices in Tianjin, Fuzhou, Suzhou,
and Dongguan.

BEA China has further expanded its service area by
substantially increasing the number of Automatic Teller
Machines (ATMs), from 25 at the end of 2006 to 95 at
the end of 2007.
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In November, BEA China was assigned the Standard &
Poor’s A- long-term and A-2 short-term counterparty
credit ratings. Standard & Poor’s has also announced that
the outlook for the ratings is stable in light of the status
of BEA China as a core subsidiary of BEA. The ratings
assigned to BEA China are the same as those of its parent
bank, BEA.

The success of BEA's China operations is widely
recognised. Some of the major awards won in 2007 are
set out below:

1. The Asian Bankers highly coveted “Best Foreign Retail
Bank in China” Award;

2. "Top 5 Foreign Banks” in the “China Business News
Financial Brand Ranking 2007"; and

3. "Best Foreign Subsidiary Bank in China” in the 2007
Asian Banks Competitive Rankings held during the
21st Century Annual Finance Summit of Asia.

The prosperous economic conditions experienced during
2007 allowed BEA China to expand its business rapidly.
BEA China will continue to leverage BEA’'s banking
expertise to maintain its leading position on the Mainland.

Macau is another fast growing market for BEA. The
Macau Branch was relocated to NAPE district in the
southern part of Macau during 2007, and the existing
branch premises was redeployed as Macau Praia Grande
Sub-branch. BEA currently maintains three outlets in
Macau. The Bank also has two branches in Taiwan.

With the outstanding performance of its two branches in

London and Birmingham, the Bank is exploring the possibility of
expanding its UK branch network.
HERBSTMRABHITHERRESE - NMIRE#ETA{TE
ME - E—PEREMDITAR

OVERSEAS OPERATIONS

In 2007, The Bank of East Asia (U.S.A) N.A. opened
two new branches in Brooklyn and Flushing in the New
York area. Plans are under way to open three additional
branches in the San Francisco Bay area and two new
branches in Los Angeles. By the end of 2008, BEA will
have 17 offices in the United States in the states of New
York and California.

The Bank’s subsidiary in Canada, The Bank of East Asia
(Canada), performed well, with loan assets growing by
33% during the year.

In the United Kingdom, the two branches in London and
Birmingham continued to outperform. The Birmingham
Branch celebrated its 10th Anniversary on 23rd October,
2007. Feasibility studies are currently being carried out to
explore the possibility of expanding the branch network
in the United Kingdom to North London and Manchester.

Plans are under way to implement a new treasury
and core banking system for BEA Singapore Branch.
Construction work for the new BEA Singapore Branch
Building at 60 Robinson Road is on schedule. The new
building is expected to be ready for occupancy by the end
of 2008.

CORPORATE SERVICES

The BEA Group, through Group member Tricor
Holdings Limited (“Tricor”), is a leading provider of
business, corporate and investor services in the region.
These services include accounting, company formation,
corporate compliance and company secretarial,
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BEA China won a number of
awards last year including “Best
Foreign Retail Bank in China”,
“Top 5 Foreign Banks”, and
“Best Foreign Subsidiary Bank
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BEA-USA has plans to open three additional branches in San
Francisco and two in Los Angeles, bringing the total number
of its branches to 17 by the end of 2008.
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executive search and selection, initial public offerings
and share registration, payroll outsourcing and fund
and trust administration.

Strong marketing efforts, continued expansion of the
regional network and group synergies, together with
a vibrant economy, brought about a great increase in
demand for Tricor's professional services in the region.
During the year, Tricor recorded a substantial growth in
profit. With gross revenue in excess of HK$750 million,
Tricor has continued to be a key contributor to the BEA
Group’s fee and commission income earnings.

The past year saw the rapid expansion of Tricor's
operation in Malaysia. Tricor Malaysia acquired corporate
service practices in Kuala Lumpur, Johor Bahru and
Labuan. In December, Tricor Malaysia entered into a
preliminary agreement to acquire a major corporate
services group in Malaysia. Upon completion of this
acquisition, Tricor Malaysia will become a leading practice
in Malaysia. During the year, Tricor also acquired the
corporate services practice of Ernst & Young in Barbados,
further strengthening Tricor’s capability to provide
offshore corporate services.

Tricor now operates in 13 cities and employs some 1,150
professional and support staff, compared with a staff
complement of 1,000 at the beginning of 2006. Tricor
will continue to look for business opportunities as well as
expand its regional network.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 15th February, 2008

Tricor has continued to be a key
contributor to the BEA Group's fee and
commission income earnings with its
substantial growth in profit.
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HUMAN RESOURCES

Bank of East Asia Group employees at the end of
December 2007:

Hong Kong 5,162
Other Greater China 3,417
Overseas 914
Total 9,493

The Bank treasures its human capital and continuously
reviews its personnel policies, compensation and
benefits to attract high calibre candidates and reward
top performing members of staff. An external
consultant has been employed to further enhance
the staff performance-related bonus programme.
The Human Resources Division also conducts regular
reviews to streamline personnel processes. As a caring
employer, the Bank has a series of Employee Assistance
Programmes and recreation activities to build team spirit
and encourage a caring workplace environment.

The Bank’s training platform has been considerably
upgraded in recent years, in order to provide a greater
range of opportunities for staff members to upgrade their
skills and discover their true potential. The programmes
have enhanced work effectiveness and improved the
Bank’s readiness for any business challenge.

Joseph PANG Yuk-wing

Executive Director
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The Bank'’s enhanced training platform
helps staff members increase their skills
and discover their true potential.
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As a responsible and caring employer, the
Bank has implemented a series of employee
assistance programmes and recreational
activities to build team spirit.
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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 (Napier), Hon. D.Hum.Litt.
(Trinity, USA), Hon. DSocSc (Lingnan), Hon. LLD (Hong
Kong), Hon. LLD (Warwick), Hon. LLD (Cantab), FCA,
FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITR FCIArb, JP
Officier de '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, Officier de la
Légion d’Honneur

Chairman & Chief Executive and Member of the
Nomination Committee

Sir David, aged 68, 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 also the chairman or a director of various
members of the Bank Group, and the chairman and a
member of various committees appointed by the Board.

Sir David is a Member of the Legislative Council of
Hong Kong. He 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 Honorary Adviser of the
Business and Economics Association of HKUSU and an
Advisory Committee Member of the Chinese University of
Hong Kong S.H. Ho College.

Sir David is the Chairman of The Chinese Banks’
Association, Limited, and the Chairman of the
Council and Executive Committee of the Hong Kong
Management Association. He is the Honorary Advisor
of The International Chamber of Commerce — Hong
Kong, China and the First Honorary Chairman of Hong
Kong Chamber of Commerce in China. He is also the
Honorary Chairman of the Chamber of Hong Kong Listed
Companies. Sir David is the Vice President of the Council
of the Hong Kong Institute of Bankers, the Chairman of
St. Joseph’s College Foundation Limited and the Chairman
of the Advisory Council to the Australian International
School. He is also an Emeritus Trustee of the Cambridge
Foundation and a Trustee of the Cambridge Overseas
Trust. Sir David is the Chairman of the Advisory Board of
The Salvation Army, Hong Kong and Macau Command,
the Chairman of the Executive Committee of St. James’
Settlement and he also serves on Hong Kong Red Cross
Advisory Board. He is a Council Member of Employers’
Federation of Hong Kong, a Director of David Li Kwok-
po Charitable Foundation Limited, a Founder Member
and an Executive Committee Member of Heung Yee Kuk
Foundation Limited.

Sir David is a Director of China Merchants China Direct
Investments Limited, China Overseas Land & Investment
Limited, COSCO Pacific Limited, Criteria CaixaCorp, S.A.,
Guangdong Investment Limited, The Hong Kong and
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China Gas Company Limited, The Hongkong and Shanghai
Hotels, Limited, Hong Kong Interbank Clearing Limited,
The Hong Kong Mortgage Corporation Limited, PCCW
Limited, San Miguel Brewery Hong Kong Limited, SCMP
Group Limited, Vitasoy International Holdings Limited and
IMG Worldwide Inc.

Sir David is a member of the Board of Trustees of Asia
Society International Council and Asia Business Council,
a board member of Deutsche Bank Asia Pacific Advisory
Board. He serves on the advisory board of Capital
magazine and the international advisory boards of Carlos
P. Romulo Foundation for Peace and Development,
Federal Reserve Bank of New York International Advisory
Committee, Hospital for Special Surgery and Scripps
International Network. Sir David is the Chairman of
INSEAD East Asia National 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 Dr. Li Fook-wo and Mr. Eric
Li Fook-chuen, and the cousin of Mr. Aubrey Li Kwok-sing
and Mr. Stephen Charles Li Kwok-sze.

Dr. LI Fook-wo

CBE, BS, MCS, Hon. LLD, Hon. DSSc, FCIB, FHKIB, JP
Non-executive Director and Member of the Nomination
Committee

Dr. Li, aged 91, is a former member of the Executive and
Legislative Councils. He joined the Bank in 1940. He was
appointed a Director in 1958 and was the Chief Manager
from 1972 to 1976. He was appointed Chairman from 1984
to 1997. Dr. Li is the father of Mr. Aubrey LI Kwok-sing, the
cousin of Mr. Eric Li Fook-chuen, and the uncle of Dr. The
Hon. Sir David Li Kwok-po, Professor Arthur Li Kwok-cheung
and Mr. Stephen Charles Li Kwok-sze.

Mr. WONG Chung-hin

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

Mr. Wong, aged 74, is a solicitor. He was appointed a
Director in 1977. Mr. Wong is the Consultant of P.C. Woo
& Co. He is also a Director of Hongkong Electric Holdings
Limited and Hutchison Whampoa Limited. Mr. Wong is
the uncle of Dr. Allan Wong Chi-yun.

Dr. LEE Shau-kee

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

Dr. Lee, aged 79, 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 Director of Hong
Kong Ferry (Holdings) Company Limited.

Dr. Allan WONG Chi-yun

SBS, MBE, BSc, MISEE, Hon. DTech, JP

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

Dr. Wong, aged 57, was appointed a Director in 1995.
He is the Chairman and Group Chief Executive Officer
of VTech Holdings Limited. 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 an independent non-executive director of
China-Hongkong Photo Products Holdings Ltd. and Li &
Fung Ltd. Dr. Wong is the nephew of Mr. Wong Chung-
hin.

Mr. Aubrey LI Kwok-sing

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

Mr. Li, aged 58, was appointed a Director in 1995. He is a
Director of Management Capital Limited. Mr. Li possesses
extensive experience in the fields of investment banking,
merchant banking and capital markets. He is also a
Director of ABC Communications (Holdings) Limited, Cafe
de Coral Holdings Limited, China Everbright International Limited,
CNPC (Hong Kong) Limited, Kowloon Development
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Co. Ltd and Pokfulam Development Company Limited.
He is the Chairman of Atlantis Asian Recovery Fund
plc. Mr. Li is the son of Dr. LI Fook-wo, the nephew of
Mr. Eric Li Fook-chuen, and the cousin of Dr. The Hon. Sir
David Li Kwok-po, Professor Arthur Li Kwok-cheung and
Mr. Stephen Charles Li Kwok-sze.

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 & 1),
Hon FRSM, Hon FPCS, Hon FCSHK, Hon FRCP (Lond), JP
Non-executive Director

Professor Li, aged 62, was a Director of the Bank (1995-2002)
and was re-appointed a Director in January 2008. He
was the Secretary for Education and Manpower of the
Government of HKSAR and a Member of the Executive
Council (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 was a non-executive director of China Mobile
(Hong Kong) Limited, a director of Glaxo-Wellcome Plc.,
an independent non-executive director of Henderson
Cyber Limited, a non-executive director of The Wharf
(Holdings) Limited, and the Non-executive Chairman of
the Board of Corus Hotels plc (formerly Corus and Regal
Hotel Group plc).

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
Dr. Li Fook-wo and Mr. Eric Li Fook-chuen, and the cousin

of Mr. Aubrey Li Kwok-sing and Mr. Stephen Charles Li
Kwok-sze.

Mr. Joseph PANG Yuk-wing

BSSc, MBA, Hon. DSocSc, Hon. Fellow (CUHK), ACIB,
FHKIB, JP
Executive Director & Deputy Chief Executive

Mr. Pang, aged 58, joined the Bank in 1973. He was
appointed Alternate Chief Executive in 1991 and was
promoted to General Manager in 1992. He was further
promoted to Deputy Chief Executive and was appointed
a Director in 1995. He assists the Chief Executive in the
overall management and control of the Group. Mr. Pang
is also a director of various members of the Bank Group,
and the chairman and a member of various committees
appointed by the Board.

Mr. Pang is the Vice President of the Hong Kong Institute
of Bankers. He is a panel member of the Securities and
Futures Appeals Tribunal, a Lay Observer of Independent
Police Complaints Council Observers Scheme and a
Trustee of the Retirement Schemes of The University of
Hong Kong.

Dr. William MONG Man-wai

GBS, Hon. DBA, Hon. LLD, Hon. DSSc, Hon. DEng, The
Order of the Sacred Treasure, Gold Rays with Rossette
Non-executive Director

Dr. Mong, aged 80, was appointed a Director in 1995.
He is the Chairman and Senior Managing Director of
Shun Hing Group. Dr. Mong is the Honorary Chairman
of Hong Kong Electrical Appliances Manufacturers
Association. He is the Honorary Chairman of the Board
of Trustee of Nanjing University, a Consultant of the
Tsinghua University Education Foundation, a Director of
the Centre for Advanced Study Foundation of Tsinghua
University, an Honorary Trustee of Peking University, and
an Honorary Member of its Education Fund. Dr. Mong
is an Honorary Member of the Board of Trustees of
Shanghai Jiao Tong University, a Member of the Board of
Directors of Jinan University in Guangdong, an Honorary
Member of the Court of the Hong Kong University of
Science and Technology and an Honorary Member of the
Court of the Hong Kong Baptist University.
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Biographical Details of Directors and Senior Management (continued)

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 66, was appointed a Director in 2000. He is
the Executive Chairman of Vitasoy International Holdings
Limited. Mr. Lo is a Member of the National Committee
of the Chinese People’s Political Consultative Conference
and a Member to the Court of the Hong Kong University
of Science and Technology. He is also the Vice President of
the Council of Outward Bound Trust of Hong Kong. Mr.
Lo is a Director of Ping Ping Investment Company Ltd.

Tan Sri Dr. KHOO Kay-peng

PSM, DPMJ, KMN, JB Hon. DLitt, Hon. LLD
Non-executive Director

Tan Sri Dr. Khoo, aged 69, was appointed a Director in
2001. Dr. Khoo is the Chairman and Chief Executive
of Malayan United Industries Berhad Group (“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
also holds directorships in Pan Malaysian Industries Berhad
and MUI Properties Berhad in Malaysia. Dr. Khoo is also
the Chairman of Laura Ashley Holdings plc and Corus
Hotels plc in UK, and Morning Star Resources Limited in
Hong Kong. He is also a director of SCMP Group Limited
in Hong Kong.

Dr. Khoo is a board member of Northwest University,
Seattle, USA and serves as a Council Member of the
Malaysian-British Business Council, the Malaysia-
China Business Council and the Asia Business Council.
Previously, Tan Sri Dr. Khoo had served as the Chairman
of the Malaysian Tourist Development Corporation (a
Government Agency), the Vice Chairman of Malayan
Banking Berhad (Maybank), a trustee of the National
Welfare Foundation, Malaysia, and a trustee of the
Regent University, Virginia, USA.

Mr. Thomas KWOK Ping-kwong

SBS, MSc (Bus Adm), BSc (Eng), FCPA, JP
Independent Non-executive Director, Member of the
Audit Committee and the Remuneration Committee

Mr. Kwok, aged 56, was appointed a Director in 2001.
Mr. Kwok is the Vice Chairman and Managing Director of
Sun Hung Kai Properties Limited, Chairman of Route 3 (CPS)
Company Limited, Joint Chairman of IFC Development
Limited and an Executive Director of SUNeVision Holdings
Limited. He is the Chairman of the Board of Directors of
the Faculty of Business and Economics of the University of
Hong Kong and Executive Vice President of The Real Estate
Developers Association of Hong Kong. He also serves as
a government appointed Member of the Exchange Fund
Advisory Committee, Construction Industry Council, the
Council for Sustainable Development and the Commission
on Strategic Development. He is an Honorary Citizen of
Guangzhou and a Standing Committee Member of the
Ninth Chinese People’s Political Consultative Conference
Shanghai Committee. Mr. 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.

In the past, he served as a Member of the Economic and
Employment Council, the Business Advisory Group, the
Land & Building Advisory Committee, the Registered
Contractors’ Disciplinary Board and the General Chamber
of Commerce Industrial Affairs Committee. He was also
Chairman of the Property Management Committee of the
Building Contractors’ Association and a Council Member
of the Hong Kong Construction Association.

He previously served as a Board member of the
Community Chest of Hong Kong and as a member of the
Social Welfare Policies & Services Committee, and on the
Council of The Open University of Hong Kong.

Mr. Richard LI Tzar-kai

Non-executive Director

Mr. Li, aged 41, was appointed a Director in 2001.
Mr. Li is the Chairman of PCCW Limited, one of Asia’s
leading companies in Information and Communications
Technologies (ICT). He is also the Chairman and Chief
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Biographical Details of Directors and Senior Management (continued)

Executive of the Pacific Century Group, the Chairman
of Pacific Century Premium Developments Limited and
Singapore-based Pacific Century Regional Developments
Limited. He is a member of the Center for Strategic
and International Studies' International Councillors'
Group in Washington, D.C. and a member of the Global
Information Infrastructure Commission. Mr. Li is also a
Council Member of The Chinese University of Hong Kong.

Mr. TAN Man-kou

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

Mr. Tan, aged 72, was appointed a Director in 2004. He
is a fellow of both the Hong Kong Institute of Certified
Public Accountants and the Institute of Chartered
Accountants in England and Wales. Mr. Tan, who has
over 30 years of public accounting experience, was
until 2002 a partner with Deloitte Touche Tohmatsu.
As a partner, he was responsible for leading Deloitte’s
professional services in the areas of audit, tax,
corporate finance, insolvency and listings. He had client
responsibilities in China, Hong Kong, Europe and the
United States.

Mr. Tan is a member of the Chinese People’s Political
Consultative Conference. He was a member of
the Selection Committee of the Hong Kong Special
Administrative Region. Mr. Tan is active in public service,
and has been a member, an honorary treasurer, and
a chairman of the Hong Kong Housing Society over
the course of more than 20 years. He also served as a
member of the Airport Consultative Committee.

Mr. Tan is an Independent Non-executive Director of China
Foods Limited and Harbour Centre Development Limited.

Mr. Kenneth LO Chin-ming

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

Mr. Lo, aged 65, was appointed a Director in 2005.
Mr. Lo is the Chairman and Chief Executive Officer
of the Industrial Bank of Taiwan, the Chairman of IBT
Management Corp., the Chairman of IBT Venture Co.,
the Honourable Chairman of the Chailease Group and
the Chairman of Grand Pacific Holding Corp. (USA). He

is also a Director of Boston Life Science Venture Corp.,
a Director of Taiwan Cement Corp. and a Director of
Gainwell Securities Co., Ltd. (Hong Kong). Mr. Lo holds
a B.A. in Economics from National Taiwan University and
an M.A. in Finance from the University of Alabama. He
has been with the banking and finance industry for over
35 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 President of Chailease Group, 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 recognised professional
accomplishments, Mr. Lo is also active in public service.
He is the Vice Chairman of the Chinese National
Association of Industry and Commerce, the Supervisor
of the ROC Bankers Association, a Director of Mount
Jade Science & Technology Association of Taiwan, a
Director of US-Taiwan Business Council and a member of
Dean’s Advisory Council of the Sloan School of Business
at the Massachusetts Institute of Technology. He was
the President of Asian Leasing Association, the Charter
Chairman of Taipei Presidents’ Organization, and the
Director of the ROC Bankers Association.

Mr. Eric LI Fook-chuen

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

Mr. Li, aged 78, 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. Liis
currently the Chairman and Chief Executive Officer of the
Kowloon Dairy Limited. He 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 a director
of Joyce Boutique Holdings Limited. Mr. Li is the cousin
of Dr. Li Fook-wo, the uncle of Dr. The Hon. Sir David Li
Kwok-po, Mr. Aubrey Li Kwok-sing, Professor Arthur Li
Kwok-cheung and Mr. Stephen Charles Li Kwok-sze.
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Mr. Stephen Charles LI Kwok-sze

BSc (Hons.), ACA
Non-executive Director

Mr. Li, aged 48, was appointed a Director in 2006. He is
a member of the Institute of Chartered Accountants in
England and Wales. He currently holds directorships in
several funds managed by INTL Consilium, LLC. He has
over 16 years experience in investment banking, having
held senior capital markets positions with international
investment banks in London and Hong Kong. Mr. Li holds
a Bachelor of Science (Hons.) Degree in Mathematics
from King's College, University of London, U.K. Mr. Li is
the nephew of Dr. Li Fook-wo and Mr. Eric Li Fook-chuen,
and the cousin of Dr. The Hon. Sir David Li Kwok-po,
Mr. Aubrey Li Kwok-sing and Professor Arthur Li Kwok-
cheung.

Mr. KUOK Khoon-ean

Independent Non-executive Director and Member of the
Audit Committee

Mr. Kuok, aged 52, was appointed a Director in January
2008. He is currently the executive chairman of SCMP
Group Limited, a director of Kerry Group Limited and Kerry
Holdings Limited. Mr. Kuok is also a director of Wilmar
International Limited listed in Singapore and a director
of The Post Publishing Public Company Limited listed in
Thailand. Mr. Kuok was an independent non-executive
director of Phoenix Satellite Television Holdings Limited.

Mr. Kuok is a council member of The Hong Kong University
of Science and Technology and a trustee of Singapore
Management University. Mr. Kuok is a graduate in
Economics from the Nottingham University, U.K.

Mr. William DOO Wai-hoi

BSc, MSc, G.G., JP
Independent Non-executive Director and Member of the
Audit Committee

Mr. Doo, aged 63, was appointed a Director in January
2008. He is an independent non-executive director of
Blue Cross (Asia-Pacific) Insurance Limited, a wholly-
owned subsidiary of the Bank. He is currently the vice-
chairman of New World China Land Limited, the deputy

chairman of NWS Holdings Limited and Taifook Securities
Group Limited. He is an executive director of Lifestyle
International Holdings Limited, a director of New World
Hotels (Holdings) Limited and Fung Seng Diamond
Company Limited. He was an executive director of New
World Mobile Holdings Ltd.

Mr. Doo is a member of the Executive Committee of
the Eleventh Chinese People’s Political Consultative
Conference in Shanghai and the Convener of the
Shanghai Committee in Hong Kong. He is a Governor of
the Canadian Chamber of Commerce in Hong Kong and
the Honorary Consul of the Kingdom of Morocco in Hong
Kong. 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.

SENIOR MANAGEMENT

Mr. Samson LI Kai-cheong

FCCA, CPA, FCIS, FCS, HKSI
General Manager & Head of Investment Banking Division

Mr. Li, aged 47, joined the Bank in 1987 as Chief Internal
Auditor. He was promoted to Assistant General Manager
in 1992 and Deputy General Manager in 1995. Mr. Li has
been a General Manager of the Bank since 1997. He is
currently the Head of the Investment Banking Division of
the Bank. He is an Alternate Director (non-executive) of
China Merchants China Direct Investment Limited.

Mr. Daniel WAN Yim-keung

BBA, MBA, FCCA, FCPA, ACA, CPM(HK)

General Manager & Head of Strategic Planning &
Control Division, Group Chief Financial Officer and Chief
Compliance Officer

Mr. Wan, aged 49, joined the Bank in 1989 as Chief
Internal Auditor. He was promoted to Assistant General
Manager in 1992 and Deputy General Manager in 1995.
He was appointed Group Chief Financial Officer in 1995.
Mr. Wan has been a General Manager of the Bank since
1997. He is currently the Head of Strategic Planning &
Control Division of the Bank.
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CORPORATE INFORMATION

LFEH

Board of Directors

Dr. The Hon. Sir David LI Kwok-po
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Dr. LI Fook-wo
Mr. WONG Chung-hin*
Dr. LEE Shau-kee*
Dr. Allan WONG Chi-yun*
Mr. Aubrey LI Kwok-sing
Professor Arthur LI Kwok-cheung
Mr. Joseph PANG Yuk-wing
Executive Director &
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Dr. William MONG Man-wai
Mr. Winston LO Yau-lai*
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Mr. Kenneth LO Chin-ming*
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Mr. KUOK Khoon-ean*
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* Independent Non-executive

Directors

Company Secretary

Ms. Molly HO Kam-lan FCIS, FCS

Registered Office
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Hong Kong

Telephone: (852) 3608 3608
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Website : www.hkbea.com
E-mail . info@hkbea.com
Auditors

KPMG

Certified Public Accountants
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General Managers
Mr. Samson LI Kai-cheong
FCCA, CPA, FCIS, FCS, HKSI

(Investment Banking Division)

Mr. Daniel WAN Yim-keung
BBA, MBA, FCCA, FCPA, ACA, CPM(HK)
(Strategic Planning & Control Division)

Mr. TONG Hon-shing
BSc, ACIB, AHKIB, FCIS, FCS

(Personal Banking Division)

Mr. Adrian David LI Man-kiu
MA (Cantab), MBA, LPC

(Corporate Banking Division)

Mr. Brian David LI Man-bun
MA (Cantab), MBA, ACA
(Wealth Management Division)

Mr. Raymond YU Hok-keung
BBF
(China Division)

Mr. CHAN Shuen-yuk

BA

(Operations Support Division)
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List of Branches (continued)
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List of Branches (continued)

CHINA BRANCH NETWORK HEIZ 17434

Telephone &3

The Bank of East Asia (China) Limited

e Beijing Branch

e Beijing Yabaolu Sub-Branch

e Shanghai Branch

e Shanghai Puxi Sub-Branch

e Shanghai Gubei Sub-Branch

e Shanghai Xintiandi Sub-Branch

e Shanghai Xujiahui Sub-Branch

e Shanghai Jing'an Sub-Branch

e Shanghai Changning Sub-Branch
e Shanghai Dongfang Road Sub-Branch
e Dalian Branch

e Dalian Huafu Sub-Branch

e Dalian ETDZ Sub-Branch

e Xi'an Branch

e Xi'an Beidajie Sub-Branch

e Xi'an Xidajie Sub-Branch

e Xiamen Branch

e Xiamen Jiahe Sub-Branch

e Xiamen Hexiang Sub-Branch

e Xiamen Xiada Sub-Branch

e Guangzhou Branch

e Guangzhou Huanshilu Sub-Branch
e Guangzhou Panyu Sub-Branch

e Guangzhou Huadu Sub-Branch

e Guangzhou Haizhu Sub-Branch

e Guangzhou Development District Sub-Branch

e Shenzhen Branch

e Shenzhen Luohu Sub-Branch

¢ Shenzhen Nanshan Sub-Branch
e Shenzhen BaoAn Sub-Branch

e Shenzhen Longgang Sub-Branch
e Shenzhen Longhua Sub-Branch
e Zhuhai Branch

e Zhuhai Jida Sub-Branch

e Zhuhai Ningxi Sub-Branch

e Chengdu Branch

e Chengdu Jincheng Sub-Branch

e Chongging Branch

e Chongging Shapingba Sub-Branch
e Hangzhou Branch

e Hangzhou Wenhuilu Sub-Branch
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e Qingdao Branch

e Shenyang Branch

e \WWuhan Branch

e Nanjing Branch
Shanghai Branch
Tianjin Representative Office
Fuzhou Representative Office
Suzhou Representative Office
Dongguan Representative Office
Macau Branch
Macau Horta e Costa Sub-Branch
Macau Praia Grande Sub-Branch
Taipei Branch
Kaohsiung Branch
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London Branch
Birmingham Branch
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New York Wholesale Branch
Los Angeles Branch
The Bank of East Asia (U.S.A.) N.A.
e Canal Street Main Branch
e Alhambra Branch
e Brooklyn Branch
e City of Industry Branch
e Clement Branch
e Flushing Branch
e Noriega Branch

* San Francisco Financial District Branch

e Temple City Branch
e Torrance Branch
The Bank of East Asia (Canada)
e Richmond Hill Main Branch
e Markham Branch
e Mississauga Branch
e Scarborough Branch
¢ Richmond Branch, Vancouver
e Vancouver City Branch
Singapore Branch
Labuan Branch
The Bank of East Asia (BVI) Limited
Kuala Lumpur Representative Office
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CORPORATE GOVERNANCE REPORT

Being the largest independent local bank in Hong Kong, the Bank is committed to maintaining the highest corporate governance
standards. The Board considers such commitment essential in balancing the interests of shareholders, customers and employees;
and in upholding accountability and transparency.

The Bank has complied with all the Code Provisions set out in Appendix 14 Code on Corporate Governance Practices (the “Code”)
of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) throughout
the accounting year ended 31st December, 2007, except for deviations from Code Provision A.2.1 and A.5.4 which are explained
in section A below.

The Bank has also complied with the module on “Corporate Governance of Locally Incorporated Authorized Institutions” under
the Supervisory Policy Manual issued by the Hong Kong Monetary Authority.

A. 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.

Board meetings are held at least 6 times a year at approximately bi-monthly intervals. In addition, special Board meetings are
held when necessary. Such Board meetings involve the active participation, either in person or through other electronic means of
communication, of a majority of Directors.

Directors are consulted on matters to be included in the agenda for regular Board meetings.

Dates of regular Board 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 have access to the advice and services of the Company Secretary to ensure that Board procedures and all applicable
rules and regulations are followed.

Minutes of the meetings of the Board, the Audit Committee, the Remuneration Committee and the Nomination Committee are
kept by the Company Secretary. Minutes of the meetings of other Board Committees (as listed under Board Committees under
section D) are kept by the appointed secretary of each Committee. Minutes are open for inspection at any reasonable time on
reasonable notice by any Director.

Minutes of the meetings of the Board and Board Committees record in sufficient detail the matters considered by the Board and
the Committees, decisions reached, including any concerns raised by Directors or dissenting views expressed. Draft and final
versions of minutes of the Board meetings are sent to all Directors for their comment and record respectively, in the case of Board
meetings, normally within 3 business days whilst in the case of the Audit Committee, the Remuneration Committee and the
Nomination Committee, normally within one week, after the meetings are held.

The Bank has established a Policy on Obtaining Independent Professional Advice by Directors to enable the Directors, upon
reasonable request, to seek independent professional advice in appropriate circumstances, at the Bank’s expense to assist the
relevant Director or Directors to discharge his/their duties to the Bank Group.

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) but a Board meeting shall be held. Independent Non-executive
Directors who, and whose associates, have no material interest in the transaction shall be present at such Board meeting.

The Bank has in place Directors & Officers Liability and Company Reimbursement Insurance to protect the Directors and officers
of the Bank and its subsidiaries 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 Bank.
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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 Meeting (NCM) and Annual General Meeting (AGM) held in 2007 are as follows:

Number of meetings attended/held
during the Directors’ terms of office in 2007
BM ACM RCM NCM AGM
Executive Directors:
David LI Kwok-po 8/8 N/A N/A 2/2 171
(Chairman & Chief Executive)
Joseph PANG Yuk-wing 8/8 N/A N/A N/A 1Al
(Deputy Chief Executive)
CHAN Kay-cheung 2/2 N/A N/A N/A 1Al
(Deputy Chief Executive)
(resigned on 1st May 2007)
Non-executive Directors:
LI Fook-wo 8/8 N/A N/A 2/2 Al
Aubrey LI Kwok-sing 7/8 N/A 2/2 2/2 11
William MONG Man-wai 7/8 N/A N/A N/A 11
KHOO Kay-peng 8/8 N/A N/A N/A 1Al
Richard LI Tzar-kai 4/8 N/A N/A N/A 0/1
Eric LI Fook-chuen 7/8 N/A 1/2 2/2 1Al
Stephen Charles LI Kwok-sze 7/8 N/A N/A N/A 0/1
Independent Non-executive Directors:
WONG Chung-hin 6/8 2/3 N/A N/A 1Al
LEE Shau-kee 5/8 N/A N/A 2/2 0/1
Allan WONG Chi-yun 7/8 3/3 2/2 2/2 11
Winston LO Yau-lai 8/8 3/3 2/2 N/A il
Thomas Kwok Ping-kwong 7/8 1/3 2/2 N/A 171
TAN Man-kou 7/8 2/3 N/A N/A 11
Kenneth LO Chin-ming 6/8 2/3 N/A N/A 0/1
Average attendance rate 86% 72% 90% 100% 76%

Note: Arthur LI Kwok-cheung, KUOK Khoon-ean and William DOO Wai-hoi were appointed Directors of the Bank with effect from 10th January,
2008, and therefore were not included in the above attendance records table.

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 balance of power and
authority is ensured by the operations of the Board, which comprises experienced and high calibre individuals and meets regularly
every two months to discuss issues affecting operations of the Bank. There is a strong independent element in the composition
of the Board. Out of the 19 Board members, 9 are Independent Non-executive Directors. 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.
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Corporate Governance Report (continued)

The Chairman ensures that all Directors are properly briefed on issues arising at Board meetings.
The Chairman is responsible for ensuring that Directors receive adequate, complete and reliable information, in a timely manner.
Board composition

The current Board is composed of 2 Executive Directors, 8 Non-executive Directors and 9 Independent Non-executive Directors.
It has a balance of skills and experience appropriate for the requirements of the business of the Bank. 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.

The composition of the Board is shown on page 44 under the subject Corporate Information. All Directors are expressly
identified by categories of Executive Directors, Non-executive Directors and Independent Non-executive Directors in all corporate
communications that disclose the names of Directors of the Bank.

Biographies which include relationships among members of the Board are shown on pages 32 to 43 under the subject
Biographical Details of Directors and Senior Management.

Appointments and re-election of Directors

The Bank has set up a procedure for the appointment of new Directors to the Board and has plans in place for the succession for
appointments to the Board.

Pursuant to the Articles of Association of the Bank, Directors (including Non-executive Directors) are appointed for a term of
not more than approximately three years and newly appointed Directors will be subject to re-election by shareholders at the first
general meeting after their appointments.

The Bank has established a Nomination Committee with specific written Terms of Reference which deal clearly with its authority
and duties. The Terms of Reference of the Nomination Committee have included the specific duties set out in paragraphs A.4.5 (a)
to (d) of the Code, with appropriate modifications where necessary.

The Nomination Committee is responsible for recommending to the Board all new appointments and re-election of Directors and
Division Heads of the Bank, and for the review of management succession plan for Executive Directors and Division Heads of the Bank.

A majority of the members of the Nomination Committee are Non-executive Directors. This Committee is chaired by Eric LI Fook-
chuen. The other members are David LI Kwok-po, LI Fook-wo, LEE Shau-kee, Allan WONG Chi-yun and Aubrey LI Kwok-sing.

Attendance of individual members at Nomination Committee meeting in 2007 is recorded on pages 52 to 53.

A proposal for the appointment of a new Director will be considered and reviewed by the Nomination Committee. Candidates
to be selected and recommended are experienced, high calibre individuals. All candidates must be able to meet the standards
set out in the Listing Rules. In addition, they must be assessed by the Hong Kong Monetary Authority and able to meet
the standards of the Authority for being a director of an authorised institution. A candidate who is to be appointed as an
Independent Non-executive Director should also meet the independence criteria set out in Rule 3.13 of the Listing Rules.

The Nomination Committee had considered and reviewed the following proposals or issues and, where appropriate, made
recommendation to the Board:

e Revision to Terms of Reference of the Nomination Committee;
e Size, structure and composition of the Board;
e Management Succession Policy;

e Management Succession Plan;
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Corporate Governance Report (continued)

e Appointments of Arthur LI Kwok-cheung as a Non-executive Director, and KUOK Khoon-ean and William DOO Wai-hoi as
Independent Non-executive Directors;

e Re-election of Joseph PANG Yuk-wing, Thomas KWOK Ping-kwong, Richard LI Tzar-kai, TAN Man-kou, Arthur LI Kwok-
cheung, KUOK Khoon-ean and William DOO Wai-hoi as Directors of the Bank to be proposed for shareholders’ approval at
the 2008 Annual General Meeting;

e Assessed the independence of the Independent Non-executive Directors of the Bank.

The Nomination Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

The Nomination Committee is provided with sufficient resources to discharge its duties.
Responsibilities of Directors

Every Director is required to keep abreast of his responsibilities as a Director of the Bank and of the conduct, business
activities and development of the Bank. In-house briefings will be given by qualified professionals at Board meetings on
regulatory requirements.

Every newly appointed Director of the Bank shall receive an Information Package from the Company Secretary on the first
occasion of his 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 Package includes materials on the operations and business
of the Bank. The Executive Directors, 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.

The functions of Non-executive Directors, as per the Terms of Reference of the Board of Directors, have included the functions
specified in Code Provision A.5.2 (a) to (d) of the Code.

Every Director is aware that he should give sufficient time and attention to the affairs of the Bank.
Directors have satisfactory attendance rates at both Board meetings and Committee meetings.

The Bank has established its own code of securities transactions to be observed by Directors and Chief Executive, i.e. Policy on
Insider Trading — 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.

The Bank has also established a Policy on Insider Trading — 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.

Code Provision A.5.4 stipulates that directors must comply with their obligations under the Model Code set out in Appendix 10
of the Listing Rules.

Having made specific enquiry on all Directors of the Bank, during the year ended 31st December, 2007, except for the incident
reported hereinafter, other Directors of the Bank confirmed that they had complied with the required standard set out in the
Model Code and the Bank’s Policy.

In November 2007, Eric LI Fook Chuen (“Mr. Li”) informed the Bank that The Kowloon Dairy Ltd. (“KDL"), a corporation
controlled by Mr. Li, would transfer 6,300,000 shares of the Bank to the shareholders of KDL's parent company by way of
distribution in specie. New Jerico Ltd. of which Mr. Li is the sole director, is a shareholder of KDL's parent company. New Jerico
Ltd. as trustee of The Jerico Unit Trust, assigned its entitlement of the distribution of 1,272,000 shares of the Bank to Mr. Li.
New Jerico Ltd. is held by The New Elico Trust of which Mr. Li is the founder and a discretionary beneficiary. The distribution
was subsequently made and the shares were transferred on 3rd December, 2007. Disclosures in respect of the change in nature
and the transfer of shares were made to the Stock Exchange and the Bank on 13th December, 2007, which was beyond the
prescribed time frame under the Securities and Futures Ordinance.
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Corporate Governance Report (continued)

Supply of and access to information

Directors are provided in a timely manner with appropriate information that enable them to make an informed decision and to
discharge their duties and responsibilities as Directors of the Bank.

In respect of regular Board meetings, and so far as practicable in all other cases, an agenda and accompanying Board papers are
sent in full to all Directors in a timely manner and at least 5 days before the intended date of a Board meeting or at least 3 days
before the intended date of a Board Committee meeting.

Management are aware that they have an obligation to supply the Board and its Committees with adequate information in a
timely manner to enable it 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.

All Directors are entitled to have access to Board papers, minutes and related materials.

B. REMUNERATION OF DIRECTORS AND DIVISION HEADS
The level and make-up of remuneration and disclosure

The Bank has established a Remuneration Committee with specific written Terms of Reference which deal clearly with its
authority and duties. The Terms of Reference of the Remuneration Committee have included the specific duties set out in Code
Provision B.1.3 (a) to (f) of the Code, with appropriate modifications where necessary.

The Remuneration Committee is responsible for making recommendations to the Board regarding the Bank’s remuneration
policy, and for the formulation and review of the specific remuneration packages of all Executive Directors and Division Heads of
the Bank.

A majority of the members of the Remuneration Committee are Independent Non-executive Directors. 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.

Attendance of individual members at Remuneration Committee meeting in 2007 is recorded on pages 52 to 53.

The Remuneration Committee had considered and reviewed the following proposals or issues and, where appropriate, made
recommendation to the Board:

e Staff Share Option Scheme 2007;

e Director's and Committee Member’s Fees;
e Annual salary review for 2007 for all staff;
e Remuneration for Senior Executives 2007;

e Offer and grant of share options under the Bank’s Staff Share Option Scheme to eligible employees including the Executive
Directors;

e 2007 & 2008 Staff Costs Budgets;
e Senior Executive Bonus Plan for 2008;
e Revision to Terms of Reference of the Remuneration Committee;

e Revision to Remuneration Policy.
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Corporate Governance Report (continued)

The Remuneration Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

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

The scales of Director’s fees, and fees for membership of the Audit Committee, Nomination Committee and Remuneration
Committee are outlined below:

Amount per annum

Board of Directors:

Chairman HK$300,000

Other Directors HK$200,000
Audit Committee:

Chairman HK$100,000

Other members HK$60,000
Nomination Committee:

Chairman HK$50,000

Other members HK$30,000
Remuneration Committee:

Chairman HK$50,000

Other members HK$30,000

Information relating to the remuneration of each Director for 2007 is set out in Note 17 on the accounts.

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 such 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.

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, 2007, the Directors have:

e consistently applied appropriate accounting policies;
e made judgements and estimates that are prudent and reasonable;
e prepared the accounts on the going concern basis.

The Bank has announced its annual and interim results within two months after the end of the relevant periods, which is earlier
than the limits of four months and three months 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 pages 98 to 99.
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Corporate Governance Report (continued)

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 a well-established organisational structure and comprehensive policies
and standards. 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 Adistinct 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.

e 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 and control risks including reputation, strategic,
legal, credit, market, liquidity, interest rate and operational risks. Exposure to these risks is monitored by Risk Management
Committee, together with Credit Committee, Asset and Liability Management Committee and Operational and Other Risks
Management Committee. In addition, procedures are designed to ensure compliance with applicable laws, rules and regulations.

e Audit Committee 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 Price-Sensitive Information is established, setting out the guiding principles,
procedures and internal controls for the handling and dissemination of price-sensitive information in a timely manner in such
a way that it does not place any person in a privileged dealing position and allows time for the market to price the shares of
the Bank to reflect the latest available information.

The Board, through the Audit Committee, 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
Audit Committee twice each year. During the year 2007, no major issue but areas for improvement have been identified and
appropriate measures taken. The Audit Committee 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 Audit Committee with specific written Terms of Reference which deal clearly with its authority and
duties. The Terms of Reference of the Audit Committee have included the duties set out in Code Provision C.3.3 (a) to (n) of the
Code, with appropriate modifications where necessary.

As laid down in the Terms of Reference, the Audit Committee is responsible for reviewing the financial controls, internal control
and risk management systems, annual report and accounts, and half-year interim report.
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Corporate Governance Report (continued)

All the members of the Audit Committee are Independent Non-executive Directors. This Committee is chaired by Winston LO Yau-
lai. The other members are WONG Chung-hin, Allan WONG Chi-yun, Thomas KWOK Ping-kwong, TAN Man-kou, Kenneth LO
Chin-ming, KUOK Khoon-ean (appointed on 10th January, 2008) and William DOO Wai-hoi (appointed on 10th January, 2008).

Attendance of individual members at Audit Committee meeting in 2007 is recorded on pages 52 to 53.

The following is a summary of the work performed by the Audit Committee during the year:

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 and recommended to the Board for approval of the audit fee proposal for the Group for 2007,

e Recommended to the Board that the shareholders be asked to re-appoint KPMG as the Bank’s Group external auditors for 2007;
e Reviewed the Group Internal Audit Policy;

e Reviewed and approved internal audit plan for 2008;

e Reviewed the internal audit reports covering the evaluation of internal controls;

e Reviewed the Auditor’s Report regarding the internal control systems for the year 2006 prepared under the Banking Ordinance;
e Reviewed the audited accounts and final results announcement for the year 2006;

e Reviewed the Interim Report and the interim results announcement for the six months ended 30th June 2007,

e Reviewed the Terms of Reference of the Audit Committee;

e Met with the Hong Kong Monetary Authority to exchange views on regular basis.

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

The Board agrees with the Audit Committee’s proposal for the re-appointment of KPMG as the Bank’s Group external auditor
for 2008. The recommendation will be presented for the approval of shareholders at the Annual General Meeting to be held on
17th April, 2008.

Full minutes of the Audit Committee meetings are kept by the Company Secretary. Draft and final versions of minutes of the
Audit Committee meetings will be sent to all members of the Audit Committee for their comment and record respectively, in
both cases normally within one week after the meeting.

The Bank’s Audit Committee does not have a former partner of the Bank’s existing auditing firm.

The Bank has established the Policy on Appointment of External Auditor in Providing 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.
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Corporate Governance Report (continued)

During 2007, the fees paid or payable to KPMG, the Bank’s external auditor, and its associates for providing non-audit services
amounted to HK$6.9 million, which included the following items:

e Taxation services: HK$1.3 million;

e Ad hoc projects (including service for conducting due diligence exercise and review of interim accounts): HK$0.5 million;
e Services made at the request of regulators: HK$1.1 million;

e Other services: HK$4.0 million.

The Audit Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the authority
delegated to it by the Board.

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

D. DELEGATION BY THE BOARD
Management functions

The Board is responsible for formulating overall strategy, monitoring and controlling the performance of the Group whilst
managing the Group’s business is the responsibility of the Management.

When the Board delegates aspects of its management and administration functions to Management, it has given clear directions
as to the powers of Management, in particular, with respect to the circumstances where Management shall report back and
obtain prior approval from the Board before making decisions or entering into any commitments on behalf of the Bank.

The Bank has established a Schedule of Matters Reserved to the Board for Decision to formalise the functions reserved to the
Board and those delegated to Management. The Board reviews those arrangements on a periodic basis to ensure that they
remain appropriate to the needs of the Bank.

Matters reserved to be decided by the Board include:

e Appointment of directors and senior executives;

e Business plans of the Bank;

e Proposal for selection of external auditors;

e Financial statements and budgets;

e Substantial investments in assets other than those arising in the ordinary course of banking businesses;

e Proposals for opening overseas branches or establishment or acquisition of China and overseas subsidiaries or associates;
e Formation of policies and codes as required by regulators;

e Formation of board committees.
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Corporate Governance Report (continued)

Board Committees

Where Board Committees are established to deal with matters, the Board shall prescribe sufficiently clear terms of reference to
enable such Committees to discharge their functions properly.

Apart from the Audit Committee (particulars are disclosed under section C), Remuneration Committee (particulars are
disclosed under section B) and the Nomination Committee (particulars are disclosed under section A), the Board has also
established the following 10 specialised committees which comprise Directors and where appropriate, other senior executives
from relevant areas:

1.

2.

10.

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

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

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

Risk Management Committee, which is responsible for dealing with risk management related issues of the Group;
Credit Committee, which is responsible for dealing with all credit risk related issues of the Group;

Operational and Other Risks Management Committee, which is responsible for dealing with all issues related to operational,
legal and reputation risks of the Group;

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

Crisis Management Committee, which 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;

Investment Committee, which is responsible for making investment decisions for the proprietary positions of the Bank, East
Asia Investment Holdings Limited and BEA Employees Provident Funds in respect of global listed equities, convertible bonds/
instruments and private equities;

Steering Committee for the Basel Project, which is responsible for dealing with all issues related to the implementation of the
New Basel Capital Accord for the Group.

The Terms of Reference of the Audit Committee, the Remuneration Committee and the Nomination Committee require such
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.
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Corporate Governance Report (continued)

E. COMMUNICATION WITH SHAREHOLDERS

Annual General Meetings

The Board endeavours to maintain an ongoing dialogue with shareholders and in particular, to use annual general meetings or
other general meetings to communicate with shareholders directly.

At the 2007 Annual General Meeting:
(i) A separate resolution was proposed by the Chairman in respect of each separate issue, including the re-election of Directors.

(i) The Chairman of the Board, the chairmen of the Audit, Remuneration and Nomination Committees attended to answer
questions of shareholders.

(i) The Chairman demanded a poll on all resolutions. The procedures for demanding a poll by the shareholders were
incorporated in the Annual General Meeting circular. KPMG, the Bank’s external auditor, was engaged as scrutineer to
ensure the votes were properly counted.

At the 2008 Annual General Meeting which will be held on 17th April, 2008, the Chairman will also demand a poll on all
resolutions. Please refer to the 2008 Annual General Meeting Circular which will be despatched to the shareholders on 19th
March, 2008 for further details.

Shareholders’ rights and investor relations

The Articles of Association of the Bank contain the rights of shareholders to demand a poll and the procedures for a poll voting
on resolutions at shareholders’ meetings. Details of such rights and procedures are included in the circulars in relation to
shareholders’ meetings. In case poll voting is conducted, the poll results will be posted on the websites of the Stock Exchange
and the Bank on the same day following the shareholders’ meeting.

It is the policy of the Bank to maintain 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 annual general
meetings as mentioned above, other communication channels include:

e the Group’s website at http://www.hkbea.com where the Bank’s announcements, shareholders corporate
communications, business developments and operations, financial information, corporate governance practices and
other information are posted

e annual and interim reports, and press releases
e press conferences after the announcement of interim and final results for media and analysts
e meetings with analysts

e roadshows
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Corporate Governance Report (continued)

Shareholders’ Calendar

Events Dates

Announcement of 2007 interim results 2nd August, 2007

Closure of Register of Members to decide entitlements to 2007 interim dividend 22nd to 24th August, 2007
Payment of 2007 interim dividend at HK$0.48 per share 13th September, 2007
Announcement of 2007 final results 15th February, 2008
Closure of Register of Members to decide entitlements to 2007 final dividend 25th to 26th March, 2008
Closure of Register of Members to decide eligibility to attend 2008 AGM 16th to 17th April, 2008
Annual General Meeting 17th April, 2008

Payment of 2007 final dividend at HK$1.18 per share 18th April, 2008

Share Price Performance and Market Capitalisation

Share Price Market Capitalisation
Highest Lowest
HK$ HK$ HK$ Million

2007

January 48.40 41.60 69,564
February 48.45 42.95 69,357
March 45,55 40.10 70,585
April 49.05 45.35 75,831
May 48.85 45.20 71,479
June 46.75 43.65 69,009
July 47.70 43.85 74,352
August 49.60 38.00 68,246
September 45.60 42.00 68,592
October 52.95 43.00 82,136
November 53.50 45.20 74,530
December 61.00 46.50 83,992
2008

January 54.45 40.05 73,036
February 45.30 40.00 70,723
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CORPORATE SOCIAL RESPONSIBILITY REPORT
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As the largest independent local bank in Hong Kong, BEA
prides itself on being widely recognised as an exemplary
corporate citizen. We provide the very best service to our
customers, while at the same time maintaining a deep
commitment to the well-being of our employees, the
community and the environment.

EMPLOYEES

With a workforce of over 9,400, we view people as our
most important asset. We constantly bench-mark staff
compensation against the market, in order to ensure
that our employees are fairly rewarded for their service.
Further, we strive to offer an optimum work-life balance
to promote physical and mental health, and encourage
staff members to pursue interests beyond the workplace.

Family-friendly Employment and Benefit
Policy

All staff, apart from certain members with specific job
responsibilities, work a five-day week. Marriage and
compassionate leave, hospitalisation and outpatient medical
benefits are provided. Emergency financial relief and
personal assistance are available to staff members in need.

We take occupational health and safety initiatives very
seriously. We aim not only to minimise hazards and maintain
an accident-free workplace, but also to promote wellness
and health among all employees in the BEA Group.

As part of this effort, we run popular staff canteens at
our main office premises, providing a healthy lunch free

The Bank organises a wide range of Health Care Programmes to help
staff members maintain or improve their fitness.

AITEM—RIE [BOEEER S - RESRSRENEN - B8 -

of charge. The canteens also serve breakfast and provide
catering services at low cost to our staff.

Staff Relations

Our Employee Assistance Programme provides counselling
services, clinical psychology services, management
consultation, critical incident stress management and
wellness programmes for staff members facing both work
and general stress-related problems. Furthermore, we
provide support to staff members in the event of illness
through our Hospitalisation Visit Programme.

Health Care Programmes, such as health seminars, fat
burning training class, line dance class, kickbox aerobic
class and pilates exercise class, are offered in-house
for staff members who wish to maintain and improve
their fitness. Air fresheners and sterilizers are installed
in the canteens to maintain high standards of hygiene.
Vaccinations against Influenza are provided prior to
the start of the flu season to all who wish them, and a
response strategy has been developed in preparation for
any local outbreak of avian flu.

A staff library offers a wide range of professional and
personal reading matter to promote emotional health, a
positive attitude toward life and good family relationships.
Reference books, audio CDs and cassette tapes are also
available for loan to staff members and their families.

The Bank encourages life-long learning and offers
sponsorship for job-related external courses and seminars.
E-learning courses and self-learning materials are available
at our Learning Resources Centre for staff who wish to
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Staff canteens and the Learning
Resources Centre are part of the
staff benefit programmes.
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Corporate Social Responsibility Report (continued)

The gymnasium and the rooftop garden featuring an
ornamental pool are among the recreational facilities
designed to enhance the quality of life at work.
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BT B TR T{ESM AR RE AR

| The Bank has established three
corporate athletic teams to
participate in competitive sports
with other organisations.
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upgrade their skills and to develop new knowledge at
their own pace, time and place.

Staff Sports and Recreational Club

Recreational activities are organised regularly, and include
such activities as country life at leisure, BBQ Fantastic
Nights, hiking, boat trips, vegetarian tours and China tours.
A gymnasium has been specially designed to cater for staff
members who wish to improve their physical fitness. A
multifunctional room is open to staff at lunch time with
TV, newspapers and magazines, and a table-tennis facility.
At other times, the multifunctional room can be used for
health and fitness courses and interest classes.

The Bank has established three corporate ball teams to
participate in competitive sports with other teams. These
activities encourage staff members to maintain a healthy
lifestyle, enhance team spirit, build better personal
relationships and network with the community. In
addition, they help project a positive image of the Bank.

Others

A rooftop garden with pool and specially designed
landscaped area is provided for staff members to take a
break after a busy day. BEA employees may practise Tai
Chi, improve their putting on a small golf green or have a
barbeque in the garden.

Our effort to enhance the quality of life at work for all
employees was recognised in the Asian CSR Awards 2007.
We received an Award of Excellence in the Best Workplace

DEHNRLLE

Practices category for our submission “BEA Tower Office
Centralisation Project — Caring Design and Implementation.”

COMMUNITY

The Bank is committed to supporting the communities in
which it operates.

The Bank of East Asia Education Foundation was
established in 1969 to promote education. Currently,
the Foundation is financing over 20 scholarships to local
universities and institutes each year.

We are an active supporter of local tertiary institutions.
Among our most recent initiatives, we have supported
The Hong Kong University of Science and Technology
for its 10th anniversary of Kellogg-HKUST Executive
MBA Program; Lingnan University for its Hong Kong
Encyclopedia Project; and the Hong Kong Management
Association for various projects, including its annual
conference, HKMA Best Annual Reports Awards and
HKMA/TVB Awards for Marketing Excellence.

In recognition of our efforts, the Bank was named a
“Caring Company” by The Hong Kong Council of Social
Service in 2007 for the fourth consecutive year.

We are a long-standing supporter of the Community
Chest of Hong Kong, and have received the President’s
Award for many years in succession. Employees
are encouraged to participate in blood donations
and activities such as the Corporate and Employee
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A long-standing supporter of the Community
Chest of Hong Kong, the Bank has received
a number of awards for its contributions.
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Corporate Social Responsibility Report (continued)

The Bank has also supported
numerous community projects
organised by charitable and
social welfare organisations,
including projects promoting
education, art and culture, and

72
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community services.
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Contribution Programme, Treasure Hunt Corporate
Challenge, Walk for Millions and Dress Casual Day.

The Bank has also supported community projects
organised by various charitable and social organisations.
These include Children Storytelling Competition
organised by The Boys’ and Girls’ Clubs Association;
Hike for Hospice and “Light Up A Life” organised by the
Society for the Promotion of Hospice Care; FHS Charity
Walkathon 2007 by Fu Hong Society; 2007 Haven of
Hope Fundraising Golf Tournament by Haven of Hope
Christian Service; “Guide to the Future”, a gala event
by the Hong Kong Girl Guides Association; “Race to
Feed” by Heifer International Hong Kong; a charity gala
dinner event by Wu Zhi Qian (Bridge to China) Charitable
Foundation; plus “Walk for Nature” and “Big Bird Race
2007", organised by WWF Hong Kong.

The Bank sponsored the China Hong Kong Gymnastics
Elites Extravaganza organised by the Gymnastics
Association of Hong Kong, China in celebration of the
10th anniversary of the establishment of the Hong Kong
Special Administrative Region; Le French May by the
Association Culturelle France — Hong Kong Ltd.; SAR
Philharmonic Charitable Foundation Limited for its USA
Shanghai Quartet Concert; The Hong Kong Philharmonic
Society for its Yundi Li Concert and Gala Charity Dinner
Event; the Arts for Charity Foundation for its Fine Art
Photographic Exhibition; and the 2008 Hong Kong Arts
Festival for its festival finale performance to be held in
March 2008.
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Besides providing sponsorship, the Bank also encouraged
and supported employees to participate in community
programmes. Among the activities our employees joined
in 2007 were “"UNICEF Charity Run”, organised by the
Hong Kong Committee for UNICEF (United Nations
Children’s Fund); “Bank Cup of the 14th Green Power
Hike", organised by Green Power, and “The Hong Kong
& Macau O! Day 2007", organised by the Salvation Army.

To encourage sharing by the wider community,
we regularly include leaflets promoting charitable
organisations with bank statements sent to our customers.

Each year, we provide summer internship, work
attachment and company visit opportunities for secondary
and university students. This gives participants a better
understanding of the banking and finance industry,
related work environment and career prospects.

We provide sponsorship support to various professional
bodies (e.g. Hong Kong Institute of Bankers, Hong
Kong Management Association, etc.) to further their
professional objectives and industry standards in Hong
Kong. Many of our senior staff members serve as
committee and working group members in various
professional and government bodies to provide advice
and suggestions.




SO - ANITTEB RS HAENL S EEERNEE - 2
RESERGEN [2ERERFHELE]  SEEN
[BWZEFT] M [REEBAE] - KEEH [P FRER

118 2007] - EEHBEEHEM 2000 BESHE
HEEE| BAREFHEGH "Guide to the Future” &E
BR - B NEREESGH [BFEIT] EE 2007 M
BIMBREETHEZHRE  URHRARESE ()
B[ HTRBR] MI2007 FEEBHEAE] -

ROTEPHPEEEBRAE AL BB ENITREX
S0 AFATE PR [ 8812 FE 5 KE)E | - The Association
Culturelle France — Hong Kong Ltd. 8 [JEE A A |~ &
BELE (BREED) W EXBHLEZENER] AEE
ZHENTEMERRAERE  BWESESH [E10

TRE] N 2008 FBEMEAHNEAREL (H102008F
3R8T) -

BEA sponsored the China Hong
Kong Gymnastics Elites Extravaganza
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The Bank’s employees joined a variety of activities in
2007 including the “UNICEF Charity Run”.
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Corporate Social Responsibility Report (continued)

ENVIRONMENT

In 2005, the Bank completed the office centralisation
project and successfully consolidated back offices located
in seven different locations throughout Hong Kong at
BEA Tower, a newly constructed intelligent office building
at Millennium City 5, Kwun Tong. BEA Tower has been
given an Excellent rating in the Hong Kong Building
Environmental Assessment Method, which is Hong
Kong's leading management tool to measure and label
the environmental sustainability of buildings.

BEA Tower is equipped with a modern building
management system that controls the efficiency of various
building services systems, including air-conditioning,
lighting and the tailor-made room booking system, all
designed to prevent wastage of energy and resources.

Various environmental protection programmes established
by BEA continued in the past year as set out below:

Energy Saving Programme

With a view to saving energy, the air-cooled chiller plant
at our Head Office Building was replaced with water-
cooled chillers. The chilled water pump is equipped with a
variable speed driver to control water flow precisely. This
helps reduce power consumption by one million kilowatt-
hours per year.

The latest technologies have been installed to help save
energy, including motion detector for lighting control,
detection sensor for urinal cleansing, CO2 sensor at
the auditorium and variable refrigerant volume air-
conditioning system. In addition, energy saving measures
such as re-setting the chilled water supply temperature to
a higher range during winter, early stop part of the chiller
and lift at the end of office hours, re-adjusting the indoor

temperature of offices to a higher set-point and switching
off the lighting in the carpark in late evenings are in place.
As a result, we have been able to save 300,000 kilowatt-
hours per year.

Lights in conference rooms and manager rooms at BEA
Tower are automatically turned off when not in use after
a pre-set time.

Green Lighting Programme

To reduce greenhouse gas emissions and save operating
costs, the Bank has adopted a Green Lighting Programme
for all public areas in our Head Office Building, as well
as newly opened and renovated branches and offices.
Traditional lamps are replaced with energy saving
lamps and electronic ballasts wherever possible. Power
consumption related to lighting has been significantly
reduced in recent years as a result of this programme.

Waste Management Programme

To help extend the life span of landfills in Hong Kong, the
Bank established paper and empty toner cartridge recycling
programmes at all local branches and offices. The activity
not only helps save natural resources, but also enhances
our staff's awareness in environmental protection.

Paperless Environment

The Bank is working towards a paperless environment.
A choice has been made available to Shareholders to
receive corporate communications by electronic means.
Employment candidates are invited to submit employment
applications via e-mail.

We will continue to make the greatest effort to adopt
policies that protect the environment, in order to maintain
a clean living environment for the next generation.
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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, 2007.

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, 2007 and the state of the Bank’s
and the Group’s affairs as at that date are set out in the
accounts on pages 100 to 223.

TRANSFER TO RESERVES

Profit attributable to equity holders of the Group, before
dividends, of HK$4,143,604,000 (2006: HK$3,434,511,000)
have been transferred to reserves. Other movements in
reserves are set out in Note 38 on the accounts.

An interim dividend of HK$0.48 per share (2006: HK$0.43
per share) was paid on 13th September, 2007. The Directors
now recommend the payment of a final dividend of HK$1.18
per share (2006: HK$1.03 per share) in respect of the
financial year ended 31st December, 2007.

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$8,129,000 (2006: HK$15,915,000).

FIXED ASSETS

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

SHARE CAPITAL

During the year, a sum of HK$41,787,887.50 standing to
the credit of the share premium account was capitalised
and applied in paying up in full at par 16,715,155 shares of
HK$2.50 each that were allotted and issued to shareholders
who had elected to receive new shares in lieu of the 2006
final dividend and the 2007 interim dividend.

During the year, 7,510,000 shares of HK$2.50 each
were issued for cash of HK$154,555,550 on the exercise
of options granted under the approved Staff Share
Option Schemes.

The Bank entered into a subscription agreement with Negocio
de Finanzas e Inversiones |, SLU on 27th December, 2007
in relation to the subscription as principal of 78,700,000
ordinary shares of the Bank at HK$50.24 per new share.
These 78,700,000 shares represent approximately 5.0%
of the entire issued share capital of the Bank prior to the
subscription and approximately 4.76% of the entire issued
share capital of the Bank as enlarged by the subscription.
The subscription price represents a discount of approximately
2.45% to the closing price of HK$51.50 per share quoted on
the Stock Exchange on 27th December, 2007.

The aggregate amount raised from the subscription is
HK$3,953,888,000. The Directors intend to apply the net
proceeds as general working capital and for the future
expansion of the Group, particularly in the China and
overseas markets.

SUBORDINATED NOTES

The Bank issued 6.125% step-up perpetual subordinated
notes qualifying as tier 2 capital with face value of GBP300
million on 13th March, 2007 (“Perpetual Notes”). The
Perpetual Notes are listed on Singapore Exchange Securities
Trading Limited.

The Bank issued floating rate step-up subordinated notes
qualifying as tier 2 capital with face value of US$600 million
on 21st June, 2007 (“2017 Notes”). The 2017 Notes are
listed on Singapore Exchange Securities Trading Limited and
will mature on 22nd June, 2017.
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Report of the Directors (continued)

The net proceeds from the issue of the Perpetual Notes and
the 2017 Notes are used for the general working capital
requirements and capital management of the Group.

DEALINGS IN LISTED SECURITIES OF THE BANK

There was no purchase, sale or redemption by the Bank, or
any of its subsidiaries, of listed securities of the Bank during
the year ended 31st December, 2007.

DIRECTORS
The present Directors of the Bank are shown on page 44.

During the year, CHAN Kay-cheung (Executive Director &
Deputy Chief Executive) retired and resigned as a Director
from the Bank on 1st May, 2007.

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, LI
Fook-wo, Joseph PANG Yuk-wing, Thomas KWOK Ping-
kwong, Richard LI Tzar-kai and TAN Man-kou will retire.
With the exception of LI Fook-wo who does not seek re-
appointment, all the other retiring Directors offer themselves
for re-election at the Annual General Meeting to be held on
17th April, 2008 (“2008 AGM").

Arthur LI Kwok-cheung was appointed a Non-executive
Director, and KUOK Khoon-ean and William DOO Wai-hoi
were appointed Independent Non-executive Directors of the
Bank on 10th January, 2008. They will offer themselves for
re-election at the 2008 AGM.

Details of the Directors to be re-elected at the 2008 AGM are
set out in the circular to the shareholders sent together with
this Annual Report.

No Director proposed for re-election at the 2008 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 service contract is on a five-year term from April
2004 to March 2009.

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 36 on the accounts.

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

The Chairman received HK$300,000 and each of the other
Directors, including the Independent Non-executive Directors,
received HK$200,000, as director’s fees for the year ended
31st December, 2007.

The fee to the Director who resigned during the year 2007
was paid in accordance with his length of service.

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.
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Report of the Directors (continued)

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS

As at 31st December, 2007, 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") were as follows:

Long positions in shares of the Bank:

% of issued

Name Capacity and nature No. of shares Total  share capital
David LI Kwok-po Beneficial owner 32,849,530
Interest of spouse 1,291,409 34,140,939' 2.17
LI Fook-wo Beneficial owner 1,235,804
Founder of discretionary trust 30,655,378 31,891,1822 2.03
WONG Chung-hin Beneficial owner 46,810
Interest of spouse 344,131 390,9413 0.02
LEE Shau-kee Beneficial owner 647,985
Interest of corporation 1,000,000 1,647,985 0.10
Allan WONG Chi-yun Interest of spouse 124
Founder of discretionary trust 10,848,212 10,848,336° 0.69
Aubrey LI Kwok-sing Beneficial owner 23,391
Interest of spouse 16,193
Beneficiary of discretionary trust 30,655,378 30,694,962° 1.95
Joseph PANG Yuk-wing Beneficial owner 1,000,000 1,000,000 0.06
William MONG Man-wai Beneficial owner 1,171,318
Interest of corporation 5,492,661 6,663,979’ 0.42
Winston LO Yau-lai - - Nil Nil
KHOO Kay-peng Interest of corporation 1,034,847 1,034,8478 0.06
Thomas KWOK Ping-kwong - - Nil Nil
Richard LI Tzar-kai - - Nil Nil
TAN Man-kou - - Nil Nil
Kenneth LO Chin-ming - - Nil Nil
Eric LI Fook-chuen Beneficial owner 2,312,201
Founder and beneficiary
of discretionary trust 18,769,731
Interest of corporation 7,739,595 28,821,527° 1.83
Stephen Charles LI Kwok-sze Beneficial owner 11,432,260
Interest of children 456,545
Beneficiary of discretionary trusts 1,896,519 13,785,324'° 0.88
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Report of the Directors (continued)

Notes:

1 David LI Kwok-po was the beneficial owner of 32,849,530 shares and he was deemed to be interested in 1,291,409 shares through the
interests of his spouse, Penny POON Kam-chui.

2 LI Fook-wo was the beneficial owner of 1,235,804 shares. The remaining 30,655,378 shares were held by The Fook Wo Trust, of which
LI Fook-wo was the founder, but he had no influence on how the trustee exercises his discretion. The disclosure of these 30,655,378
shares was made on a voluntary basis. Aubrey LI Kwok-sing was also interested in this same block of 30,655,378 shares as one of the
discretionary beneficiaries of the trust (please refer to note 6 below).

3 WONG Chung-hin was the beneficial owner of 46,810 shares and he was deemed to be interested in 344,131 shares through the
interests of his spouse, LAM Mei-lin.

4 LEE Shau-kee was the beneficial owner of 647,985 shares.

2

LEE Shau-kee was deemed to be interested in 1,000,000 shares held through Superfun Enterprises Limited (“Superfun”). Superfun was
wholly owned by The Hong Kong and China Gas Company Limited which was 39.06% held by Henderson Land Development Company
Limited (“Henderson Land”).

Henderson Land was 52.30% 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.

5 Allan WONG Chi-yun was deemed to be interested in 124 shares through the interests of his spouse, Margaret KWOK Chi-wai. He
was also deemed to be interested in 10,848,212 shares held by a discretionary trust, The Wong Chung Man 1984 Trust, of which Allan
WONG Chi-yun was a founder.

6  Aubrey LI Kwok-sing was the beneficial owner of 23,391 shares and he was deemed to be interested in 16,193 shares through the
interests of his spouse, Elizabeth WOO. The remaining 30,655,378 shares were held by The Fook Wo Trust, a discretionary trust in which
Aubrey LI Kwok-sing was one of the discretionary beneficiaries. LI Fook-wo had also made disclosure in respect of the same block of
30,655,378 shares as founder of the discretionary trust (please refer to note 2 above).

7 William MONG Man-wai was the beneficial owner of 1,171,318 shares. Of the remaining 5,492,661 shares, (i) 4,752,798 shares were
held through Shun Hing Electronic Trading Co. Ltd., (i) 668,323 shares were held through Shun Hing Technology Co. Ltd., and (iii) 71,540
shares were held through Shun Hing Advertising Co. Ltd. Such corporations are accustomed to act in accordance with the directions or
instructions of William MONG Man-wai who is the Chairman of these corporations.

8 KHOO Kay-peng was deemed to be interested in 1,034,847 shares which were held through Bonham Industries Limited, a company in
which he held 99.9% of the issued capital.

9 Eric LI Fook-chuen was the beneficial owner of 2,312,201 shares, and 18,769,731 shares were held by New Jerico Limited in the capacity
of trustee of The Jerico Unit Trust. Eric LI Fook-chuen is the sole director of New Jerico Limited. All the units in The Jerico Unit Trust
are 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 7,739,595 shares held by The Kowloon Dairy Limited of which he is the Chairman and Chief Executive Officer.

10 Stephen Charles LI Kwok-sze was the beneficial owner of 11,432,260 shares, and he was deemed to be interested in 456,545 shares
through the interests of his children under the age of 18. Of the remaining 1,896,519 shares, (i) 1,739,800 shares were held by a
discretionary trust, Settlement of Dr. Simon F. S. Li, of which Stephen LI Kwok-sze, his spouse and his children under the age of 18
were beneficiaries and (i) 156,719 shares were held by a discretionary trust, Longevity Trust, of which his children under the age of 18
were beneficiaries.

Il. Long positions in (in respect of equity derivatives) 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 and Joseph PANG Yuk-wing pursuant to the approved Staff Share Option Schemes. Information
in relation to these shares options during the year ended 31st December, 2007 was shown in the following section under the
heading “Information on Share Options”.

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 was recorded in the Register.
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Report of the Directors (continued)

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, 2007:

Number of Share Options

Date of Outstanding Outstanding

Name Grant® at 1/1/2007 Granted Exercised Lapsed at 31/12/2007
David LI Kwok-po 18/4/2002 850,000 - 850,000¢ - Nil
02/5/2003 1,000,000 - - - 1,000,000

22/4/2004 1,000,000 - - - 1,000,000

03/5/2005 1,000,000 - - - 1,000,000

03/5/2006 1,000,000 - - - 1,000,000

10/5/2007 - 1,000,000° - - 1,000,000

Joseph PANG Yuk-wing 18/4/2002 400,000 - 400,000¢ - Nil
02/5/2003 500,000 - - - 500,000

22/4/2004 500,000 - - - 500,000

03/5/2005 500,000 - - - 500,000

03/5/2006 500,000 - - - 500,000

10/5/2007 - 500,000° - - 500,000

Aggregate of other 18/4/2002 205,000 - 205,000¢ - Nil
Employees* 02/5/2003 895,000 - 690,000 - 205,000
22/4/2004 3,750,000 - 1,835,000¢ - 1,915,000

03/5/2005 8,310,000 - 3,080,000¢ - 5,230,000

03/5/2006 1,250,000 - 50,000¢ - 1,200,000

10/5/2007 - 1,250,000° - - 1,250,000

Other Participant** 18/4/2002 400,000 - 400,000¢ - Nil
02/5/2003 500,000 - - - 500,000

22/4/2004 500,000 - - - 500,000

03/5/2005 500,000 - - - 500,000

03/5/2006 500,000 - - - 500,000

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

** The Other Participant refers to the former Executive Director, who retired and resigned as a Director of the Bank with effect from 1st May,
2007. The options were granted to him prior to his retirement and resignation and remained exercisable as at 31st December, 2007.
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Report of the Directors (continued)

Notes:

a  Particulars of share options:

Date of Grant

Vesting Period

Exercise Period

Exercise Price
Per Share
HK$

18/4/2002
02/5/2003
22/4/2004
03/5/2005
03/5/2006
10/5/2007

18/4/2002 - 17/4/2003
02/5/2003 - 01/5/2004
22/4/2004 - 21/4/2005
03/5/2005 - 02/5/2006
03/5/2006 - 02/5/2007
10/5/2007 - 09/5/2008

18/4/2003 - 18/4/2007
02/5/2004 - 02/5/2008
22/4/2005 - 22/4/2009
03/5/2006 - 03/5/2010
03/5/2007 — 03/5/2011
10/5/2008 - 10/5/2012

15.80
14.90
23.23
22.95
33.05
47.13

b (i) The closing price of the shares of the Bank immediately before 10th May, 2007 on which the options were granted was HK$47.55.

(i) Fair value of share options granted during the year ended 31st December, 2007 and the assumptions are set out in Note 36(c) on

the accounts.

¢ 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, 2007:

Exercise Price

No. of Options Per Share AWA Closing Price
Date of Grant Exercised HK$ HK$
18/4/2002 1,855,000 15.80 44.99
02/5/2003 690,000 14.90 47.24
22/4/2004 1,835,000 23.23 47.26
03/5/2005 3,080,000 22.95 47.03
03/5/2006 50,000 33.05 50.65

(2) No share options were cancelled during the year ended 31st December, 2007.

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

Save as disclosed above, as at 31st December, 2007, 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.
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FRITIEE
bSid=0] BRLHE Sdl JB# (7T)
18/4/2002 18/4/2002 - 17/4/2003 18/4/2003 - 18/4/2007 15.80
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 - 02/5/2008 14.90
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 - 03/5/2010 22.95
03/5/2006 03/5/2006 - 02/5/2007 03/5/2007 - 03/5/2011 33.05
10/5/2007 10/5/2007 - 09/5/2008 10/5/2008 - 10/5/2012 47.13

b () AITRGIEZE#EZ2007F5F 10 HIRHZAEE B2 BiAK T B 5E 8 47.55 7T -
(i) TEELZE 2007 % 12 A 31 HIEFAFZH B8R ER 2T BB K B2 R AR BN T 36(c)

¢ EEZE2007F 12 A31 HIEFRATTIRGIE LB BRI TIE BRI FIR) 2 F I T THE -

FRITIEE DFIEFGYTHE

=0l TTIERIRIEZ B JEM (7T) JB# (7T)
18/4/2002 1,855,000 15.80 44.99
02/5/2003 690,000 14.90 47.24
22/4/2004 1,835,000 23.23 47.26
03/5/2005 3,080,000 22.95 47.03
03/5/2006 50,000 33.05 50.65

(2) BZ=2007 %12 A 31 B IEFRITERBRAER T -

(3) BRIRBIEN S S BERE N RIAMEE 2(g)v) ©

B EAUFTERSD - 22007 F 12 A 31 B > AITHESERITBAR RPN B R 18 5RA T F B BRI TR E A RIARE AT

S HAEARBOEE AR A RE T E 5 ©
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Report of the Directors (continued)

INFORMATION ON SHARE OPTION SCHEME

The following is a summary of the Staff Share Option Scheme 2007 that was adopted on 12th April, 2007 (the “2007 Scheme")
disclosed in accordance with the Listing Rules:

1. Purpose of the Scheme:

(@) The 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 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.

2. Participants of the Scheme:

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

3. Total number of shares available for issue under the Scheme and % of issued share capital at 31st December, 2007:

The total number of shares available for issue under the Scheme is 77,653,352 shares representing 4.93% of the issued
share capital at 31st December, 2007.

4. Maximum entitlement of each participant under the 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 Scheme
or any other schemes 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 Scheme.

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

Beginning on the first anniversary of the Date of Grant of such options and ending on the fifth anniversary thereof.

6. 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 first anniversary thereof.

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

(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.

9. The remaining life of the Scheme:

The Scheme Period will end on 11th April, 2012.
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Report of the Directors (continued)

INTERESTS OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

As at 31st December, 2007, the interests and short positions of Substantial Shareholders and Other Persons of the Bank in the shares
and underlying shares of the Bank as recorded in the Register required to be kept under section 336 of the SFO were as follows:

Long and short positions in shares of the Bank:

Name Capacity and nature No. of shares % on issued share capital
Deutsche Bank Aktiengesellschaft Beneficial owner, 212,799,680'(L) 13.52
investment manager 31,646,495'(S) 2.01

and person having a
security interest in shares

Negocio de Finanzas e Inversiones I, S.L.U. Beneficial owner 146,965,171%(L) 9.33
Criteria CaixaCorp, S.A. Interest of corporation 146,965,171%(L) 9.33
Caja de Ahorros y Pensiones de Barcelona Interest of corporation 146,965,171%(L) 9.33

1 Of these interests, long position of 202,257,313 shares and short position of 25,000, 155 shares were unlisted cash settled derivative interests.

2 These include 78,700,000 shares which were subscribed by Negocio de Finanzas e Inversiones I, S.L.U. pursuant to a Subscription Agreement
entered into between the Bank and Negocio de Finanzas e Inversiones |, S.L.U. dated 27th December, 2007. The 78,700,000 shares would
be allotted to Negocio de Finanzas e Inversiones |, S.L.U. on 3rd January, 2008. As at 31st December, 2007, Caja de Ahorros y Pensiones de
Barcelona was holding a 78.03% interest in Criteria CaixaCorp, S.A. which was the sole shareholder of Negocio de Finanzas e Inversiones
I, S.L.U. Caja de Ahorros y Pensiones de Barcelona and Criteria CaixaCorp, S.A. were deemed to be interested in the 146,965,171 shares
held by Negocio de Finanzas e Inversiones |, S.L.U. These 146,965,171 shares represented 8.89% of the enlarged issued share capital (after
placement of 78,700,000 shares) as at 3rd January, 2008.

(L) = Long Position
(S) = Short Position

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 Bank is required to comply with the Banking (Disclosure) Rules effective from 1st January, 2007, which have superseded the
supervisory policy manual on financial disclosure issued by the Hong Kong Monetary Authority (HKMA). The Banking (Disclosure)
Rules set out the minimum standards for public disclosure which authorised institutions must make in respect of the income
statement, state of affairs and capital adequacy. The financial statements for the financial year ended 31st December, 2007
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, 15th February, 2008
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TITROEENTR:
®E BHRMEE REEE HEBRITRENE D=
Deutsche Bank Aktiengesellschaft EmaA 212,799,680'(L) 13.52
REEIZH 31,646,495'(S) 2.01
HRO#FHE
REERHA
Negocio de Finanzas e Inversiones |, S.L.U. EnEEA 146,965,1712(L) 9.33
Criteria CaixaCorp, S.A. EER R 146,965,1712(L) 9.33
Caja de Ahorros y Pensiones de Barcelona BN R 146,965,1712(1) 9.33

1 HEUMFHERESF  1FE202,257,313 8 R A& 25,000,155 BRBRIE_E TIAH & S UREILTERERS -

2 =R E4EH Negocio de Finanzas e Inversiones I, S.L.U. #R15 77782 Negocio de Finanzas e Inversiones I, S.L.U. 122007 & 12 A 27 HZT 7 A958
fE a7 TaR A& 1 78,700,000 % ° 7% 78,700,000 iR 7 2008 % 1 A 3 A BZ% T Negocio de Finanzas e Inversiones |, S.L.U. ° 70200712 431 H -
Caja de Ahorros y Pensiones de Barcelona ##7 Criteria CaixaCorp, S.A. 78.03% ##s + i Criteria CaixaCorp, S.A. All/Z2 Negocio de Finanzas
e Inversiones |, S.L.U. A8 —fI8 & - Caja de Ahorros y Pensiones de Barcelona % Criteria CaixaCorp, S.A. # %2 £ # & Negocio de Finanzas e
Inversiones |, S.L.U. #5517 146,965,171 i ° 782008 % 1 A 3 H + 3% 146,965,171 B4 Bl % 78,700,000 iR 1% B #EA 1 T/R 447 8.89% °
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INDEPENDENT AUDITOR'S REPORT

KkPMG!

TO THE SHAREHOLDERS OF THE BANK OF EAST ASIA, LIMITED
(incorporated in Hong Kong with limited liability)

We have audited the consolidated accounts of The Bank of East Asia, Limited (“the Bank”) set out on pages 100 to 223, which
comprise the consolidated and the Bank balance sheets as at 31st December 2007, and the consolidated profit and loss account,
the consolidated statement of changes in equity and the consolidated cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE ACCOUNTS

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

AUDITOR'’S RESPONSIBILITY

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

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

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

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

OPINION

In our opinion, the consolidated accounts give a true and fair view of the state of affairs of the Bank and of the Group as at
31st December, 2007 and of the Group’s profit and cash flows for the year then ended in accordance with Hong Kong Financial
Reporting Standards and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMG

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

Central, Hong Kong

Hong Kong, 15th February, 2008
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CONSOLIDATED PROFIT AND LOSS ACCOUNT
FEREEk
For the year ended 31st December, 2007 #Z2007F12831H 1L FE

2007 2006
. B Restated Tt
Notes /&7 HK$'000 B¥EF  HKS'000 BT T
Interest income FISHA 4 18,309,312 14,048,544
Interest expense FlES 5 _(12,332,142)_ _ _ _ __ (9.049,744)_
Net interest income FEREA o ___5977170 _ __ ___ 4,998,800 _
Fee and commission income MRS E A2 A 6 2,608,047 1,898,883
Fee and commission expense MR%E KA b (471,426) (288,145)
Net fee and commission HR7S & K (A58 2,136,621 1,610,738
Net trading profits R Gl 7 1,416,837 590,646
Net result from financial instruments designated EERBREREARBAT
at fair value through profit or loss EESMITAENFRER 8 (1,154,461) 110,526
Other operating income HAse A 9 o ___ 437,346 ___ __ __ 253,602
Non-interest income FEFBULA 2836343 _____ 2565512 _
Operating income TN 8,813,513 7,564,312
Operating expenses mES 0 _____ (4,691,040 (3.465,360)_
Operating profit before impairment losses RIMBRBERR 2 L& HF o ___ 4122473 __ __ _4,098952 _
Impairment losses on loans and advances I=GAVERERES 11 (216,471) (243,848)
(Charge for)/Write back of impairment losses on FEIERERE
held-to-maturity investments (18%),/ B 27 (41,967) 12,972
Impairment losses on available-for-sale financial assets ~ AJ £ HE £ RIEE R EE X (227,701) =
(Charge for)/Write back of impairment losses Hﬁ%’& FR{E
on associates (B%), /[ (41 240) 24,560
Impairment losses on goodwill EERERK 30(a) (23,698)
Write back of impairment losses on bank premises THDR BB K 5 31 132, 5_3(_) ________ 27,681 _
Impairment losses mEegx (394,849) _ _ ____ (202,333
Operating profit after impairment losses BIIBRAEIRR 2 &5 T 3,727,624 3,896,619
Net loss on sale of held-to-maturity investments HERFZIMRE 2 F B8 - (17)
Net profit on sale of available-for-sale financial assets &R HESRIAE 2 F &7 12 667,008 49,998
Net profit on sale of subsidiaries / associates HEMBLR, BE AR 2 F R 406,279 1,516
Net loss on sale of fixed assets HEETEEE 2 FEE (570) (8,273)
Valuation gains on investment properties EEREMEAN 31 292,998 137,777
Share of profits less losses on associates EEBEARSNREE 0 _______ 91,653 _ _ __ ___ 182574 _
Profit for the year before taxation EE AT AR 5,184,992 4,260,194
Income tax Fr{S® 3 ___ (963,843)_ _ __ ___ (774.576)_
Profit for the year after taxation FENBRBUL A 4,221,149 3,485,618
Attributable to: AR
Equity holders of the Group SERE 14 4,143,604 3,434,511
Minority interests DER RS 39 77545 51,107 _
Profit after taxation B BiR T 4,221,149 3,485,618
Appropriations: B
Dividends attributable to the year EBAEERE 15
Interim paid EE Nl o) 753,004 661,663
Final paid in respect of previous year B8 - AR S 2,864 6,342
Final proposed BURARHERAR S 1,857,753 1,596,646
Earnings per share FREF HK$ &% HK$ &
Basic N 16 2.65 2.24
Diluted 3 16 2.63 2.22
The notes on pages 106 to 223 form part of 2510622238 2 izt BARRIEZ —&#5H

these accounts.
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CONSOLIDATED BALANCE SHEET
HERERRE

As at 31st December, 2007 20074 12531H

2007 2006
Notes 7% HK$'000 B¥ETF T HKS$'000 ¥ T L
ASSETS BE
Cash and balances with banks and other R & RERITHEMSF
financial institutions B ETF 20 14,186,701 8,317,746
Placements with banks and other financial institutions ~ #£8817 i ELAth & BB 773X 21 94,703,893 66,864,045
Trade bills B5EE 22 811,630 620,463
Trading assets RIGFBEE 23 4,846,602 2,937,534
Financial assets designated at fair value through EERBRBRIARBRAT
profit or loss EENEREE 24 8,658,006 8,643,479
Advances to customers and other accounts BEPERREMIRIE 25 235,405,829 175,096,666
Available-for-sale financial assets AHtHESHEE 26 12,217,495 12,002,197
Held-to-maturity investments FZEEE A 27 10,761,049 10,249,359
Investments in associates B N AR E 29 2,793,070 1,076,738
Fixed assets BEEEE 31 6,856,413 5,749,605
~ Investment properties —REME 1,726,158 1,288,541
— Other property and equipment U EPE T 5,130,255 4,461,064
Goodwill and intangible assets BERENAE 30 2,668,102 2,605,316
Deferred tax assets EERIEEE 3B 69,870 39,169
Total Assets BEHE 393,978,660 294,202,317
EQUITY AND LIABILITIES RREZREE
Deposits and balances of banks and other HRITRE M BB
financial institutions TR K& 39,060,256 31,959,182
Deposits from customers EPER 284,185,844 209,524,220
Trading liabilities RE5AZARE 34(a) 2,372,101 942,595
Certificates of deposit issued BRITENE 12,164,901 6,998,407
— At fair value through profit or loss —EBERAREATEE 7,659,690 1,943,951
— At amortised cost —BHA 4,505,211 5,054,456
Current taxation AHIFIA 33(@a) 228,850 334,097
Deferred tax liabilities ERERIREE 33(b) 871,557 598,118
Other accounts and provisions H BRI ] A 34(b) 10,997,020 8,046,654
Loan capital feEER 35 13,652,219 8,154,315
— At fair value through profit or loss —EBERNAREATEE 8,983,045 4,288,824
— At amortised cost — B 4,669,174 3,865,491
Total Liabilities =LEvtd 363,532,748 266,557,588
Share capital % 37 3,935,918 3,875,355
Reserves & 8 26,162,850 23,387,599
Total equity attributable to equity holders of the Group 53 H B R 425 30,098,768 27,262,954
Minority interests DY RS 39 347744 381,775
Total Equity PoREmmesE 30,445,912 27,644,729 _
Total Equity and Liabilities MR SRz I B R AR 393,978,660 294,202,317

Approved and authorised for issue by the Board of EE&1200842 8 15 B % R IR o
Directors on 15th February, 2008.

Chairman and Chief FE
Executive David LI Kwok-po FITEARHE FEHE
Directors LI Fook-wo =0 =M
WONG Chung-hin =EAE
Winston LO Yau-lai BRE

The notes on pages 106 to 223 form part of £106%2238 2 MTBAKRE 2 —&5H °

these accounts.
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BALANCE SHEET
HERR=E

As at 31st December, 2007 20074 12531H

2007 2006
Notes f/iF ~ HK$'000 B¥F it  HK$'000 BEFT
ASSETS BE
Cash and balances with banks and other Re RERTHNEMS R
financial institutions BRI T 20 3,133,147 8,072,113
Placements with banks and other financial institutions ~ 7E8R1T & H fth & BB 7K 21 83,122,954 66,106,221
Trade bills O ELH 22 469,557 620,463
Trading assets REPHEE 23 4,620,778 2,899,883
Financial assets designated at fair value through BERABBERARMRAT
profit or loss EBENEREE 24 8,641,353 8,614,375
Advances to customers and other accounts EEER R EMERIE 25 141,691,784 167,694,747
Amounts due from subsidiaries (I NGIVE N 32(a) 17,964,169 1,934,495
Available-for-sale financial assets AL ESHEE 26 10,608,024 10,101,535
Held-to-maturity investments BEIHEE 27 8,772,898 8,334,876
Investments in subsidiaries W& AR E 28 10,604,337 2,792,703
Investments in associates NG 29 1,964,545 239,890
Fixed assets EE & E 31 5,407,293 5,475,115
~ Investment properties —REME 1,829,570 1,316,755
— Other property and equipment o EPE T 3,577,723 4,158,360
Goodwill and intangible assets HERENEE 30 1,460,292 1,460,292
Deferred tax assets BEEHBERE 330 12,349 22,905
Total Assets BELTE 298,473,480 284,369,613
EQUITY AND LIABILITIES RREZREE
Deposits and balances of banks and other %ET?&E@%EWH%E’U
financial institutions ok 2,580,678 31,741,621
Deposits from customers PR )\ 232,588,289 202,463,214
Trading liabilities REHBBERE 34(a) 2,174,732 934,375
Certificates of deposit issued BRITENE 14,364,901 9,198,407
— At fair value through profit or loss —ERERNAREATEE 7,659,690 1,943,951
— At amortised cost —BEERR 6,705,211 7,254,456
Amounts due to subsidiaries R A RIFIE 32(b) 1,634,297 1,675,643
Current taxation REATIIE 33(a) 80,871 295,823
Deferred tax liabilities RIERIEAE 33(b) 754,212 594,903
Other accounts and provisions o BRI ] 34(b) 4,461,989 4,446,064
Loan capital fEEER 35 13,652,219 8,154,315
— At fair value through profit or loss —BBEE AR ATER 8,983,045 4,288,824
— At amortised cost — AR 4,669,174 3,865,491
Total Liabilties B EEE 229188 259,504,365 _
Share capital (b 37 3,935,918 3,875,355
Reserves [ 8 22,245374 20,989,893
Total equity attributable to equity holders of the Bank ~ BRENRITRREmEE 26,181,292 24,865,248
Total Equity and Liabilities Syt 298,473,480 284,369,613

Approved and authorised for issue by the Board of % &520084°2 515 A /& RXEEM -

Directors on 15th February, 2008.

Chairman and Chief
Executive David LI Kwok-po
Directors LI Fook-wo

WONG Chung-hin
Winston LO Yau-lai

The notes on pages 106 to 223 form part of
these accounts.

102 The Bank of East Asia, Limited Annual Report 2007

ES
FITEAREE =HE
EE3 Z=EM
=R
BERE
F106E2238 Z M BARE 2 —




CONSOLIDATED SUMMARY STATEMENT OF CHANGES IN EQUITY

AR EDR

For the year ended 31st December, 2007 #Z2007F12831H 1L FE

Notes Az

Total equity as at 1st January

Net income recognised directly in equity
(Recognition)/release of net deferred tax liabilities in
— Revaluation reserve on bank premises
— Investment revaluation reserve on
available-for-sale financial assets
Revaluation surplus on bank premises
transferred to investment properties
Capital reserve on share-based
transactions
Reversal upon disposal of available-for-sale
financial assets
Changes in fair value of available-for-sale
financial assets
Exchange and other adjustments

Net profit for the year
Attributable to:
Equity holders of the Group
Minority interests

Total recognised income and expenses for the year
(of which HK$77,545,000 (2006: HK$51,107,000))
is attributable to minority interests)

Dividends declared or approved during the year

Movements in shareholders’ equity arising from
capital transactions with equity holders
of the Group:
Shares issued under Staff Share
Option Schemes
Shares issued in lieu of dividends
Capital fee

Movements in minority interests

Sale of interests in businesses to minority
interests investors

Purchase of interests in businesses from
minority interests investors

Reversal upon disposal of available-for-sale
financial assets

Share of revaluation surplus of available-for-sale
financial assets

Balance as at 31st December

A1 BECRES AR

ERERRRRERFRA
EETIR A B9 (HE:R), /I

— (T Efh 38(c)
— A HESREE
RASHHE 38(h)
TR B Y S FTE A
ERYEN S 38(c)
AR AR BEER HEER
EAGE 38(q)
AHHESHEER
&R D] 38(h)
AHHESHEEY
REEEE 38(h)
[ 5, e HoAh % 38(f), 38(h), 39
FE A5 A
ARBRN
SERE 38()
DY RS 39

FEARNBERMARMST H (D2
PSR FE(hEZS B 577 545,0007T
(20064 : 7B%51,107,0007T))

FEABEMaZERERE 38())
REERFETEARS
fﬁ%iaﬁﬂﬁ?ﬁ%ﬁé
RIE(E B ARG 81377
KRR (D 37,38(a)
LARRAR B 31T R D 38(b)
EAREH 38(a)
DY RS
IRERBEE 39
ROERREEEBA
[HEZ T 39
RIS E S A ER
&2 [o] 39
BEAENESRHEEY
Errs 39

WM2A31 B 44

2007 2006
HK$'000 ¥t HK$'000 BTt
_____ 27,644,729 24,404,528 _
(5,998) (11,195)
16,485 (109,777)
35,669 69,444
27,310 22,067
27,037 (41,766)
(421,425) 653,701
______%8720 107042
______161798 689,516
4,143,604 3,434,511
_______ 77,545 ___ 51,107 _
_____421149 3485618
o ____A38297 4175134
_____ (2,352,514)_ _ __ _ _(2,072,519)
154,555 415,523
730,463 599,825
________ (35) ________@51)
______8488 1015097
49,697 2,561
(14,634) (29,268)
(149,196) =
__________ - ______14919% _
______ (114,133)_ _ _ _ _ __ 122489 _
30,445,912 27,644,729

The notes on pages 106 to 223 form part of
these accounts.
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CONSOLIDATED CASH FLOW STATEMENT

FEBeRE

For the year ended 31st December, 2007 #Z2007F12831H 1L FE

2007 2006
Notes &7 HK$'000 B¥EFT  HKS$'000 B¥T T
OPERATING ACTIVITIES REERTEE
Profit for the year before taxation FEANBRBANHF 5,184,992 4,260,194
Adjustments for: T
Charge for impairment losses on loans and advances ~ BFURERX 11 216,471 243,848
Charge for/(Write back of) impairment allowances on ~ #FZERIHIRE - AT HES B
held-to-maturity investments, available-for-sale BEMBE RN RNRE
financial assets and associates %45/ (E1#) 310,907 (37,532)
Share of profits less losses of associates FE(RBEE A A i AR 1B (91,653) (182,574)
Net loss on sale of held-to-maturity investments HERZ IR A FEE - 17
Net profit on sale of available-for-sale financial assets, &R EHESREE « HEAQH
subsidiaries and associates B E DR 2 Fmr (1,073,287) (51,514)
Net (profit)/loss on sale of fixed assets HEEEEEZFCRT), EiE (570) 8,273
Interest expense on loan capital, certificates of BETEEER  FRE
deposit and bonds issued BEAHIE X H 1,115,170 707,185
Depreciation on fixed assets BEEENE 10, 31 326,265 299,074
Amortisation of intangible assets BIVEESE 10 2,490 2,231
Impairment losses on goodwill EEREERL - 23,698
Write back of impairment losses on bank premises TTHERER K BB (132,530) (27,681)
Dividend income from available-for-sale financial assets  AJ it Hi % 4 g & A& A B A (62,909) (27,501)
Amortisation of premium/discount on certificates of ~ BE1TFHEMEEEALH
deposit and loan capital issued Si{B,/ HT N 64,610 -
Revaluation gain on certificates of deposit and BEMBEETHERERDET
loan capital issued EEEREK 85,809 16,771
Valuation gains on investment properties BIREMERS 31 (292,998) (137,777)
Equity-settled share-based payment expenses VARRfD AEEMEX AMER 27310 22,067
OPERATING PROFIT BEFORE CHANGES IN SEGSEHAMN
WORKING CAPITAL Fdiral 5,680,077 5,118,779
(Increase)/decrease in operating assets: EEE(E), R
Placements with banks and other financial institutions ~ RASHARE A&31E A bA_EHIRTTR
with original maturity beyond three months Hitn e RgEES (4,255,878) (867,011)
Trade bills EUES (191,167) (7,833)
Trading assets RHABEE (2,007,592) (688,690)
Financial assets designated at fair value through EERBRBRIARMATEE
profit or loss HemEE (14,527) 1,514,228
Advances to customers EFEER (52,157,551) (27,424,381)
Advances to banks and other financial institutions RITREM S BB ER (3,219,723) (29,989)
Held-to-maturity debt securities BERIHERES (278,864) 2,749,309
Available-for-sale financial assets AtHESHEE (4,809,035) (256,245)
Intangible assets B EE - (15,217)
Other accounts and accrued interest L BRTE I e ST IR (3.916,385) (2,501,018)
Deferred tax assets EEHRIEEE (30,701) (700)
Increase/(decrease) in operating liabilities: mEadL /(R :
Deposits and balances of banks and other HRITRE M S BB
financial institutions TR R &S 7,101,074 18,172,986
Deposits from customers BPER 74,661,624 33,133,134
Trading liabilities RHABAR 1,429,506 (994,404)
Other accounts and provisions H i BRIE N 2,712,332 1,132,006
Deferred tax liabilities EEHIEEE (90,185) (206,175)
Exchange adjustments BE KA 49,926 | (30,781)_
NET CASH INFLOW FROM OPERATIONS RETHELSRATFE 21,109,931 28,797,998
Income tax paid it
Hong Kong profits tax paid BERBBAEH (393,828) (459,723)
Overseas profits tax paid BrgMMEE (305,775) (204,171)_
NET CASH FLOWS GENERATED FROM REREEE TR
OPERATING ACTIVITIES HEFE 20,410,328 28,134,104
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Consolidated Cash Flow Statement (continued)

HERTRER (&

For the year ended 31st December, 2007 #Z2007F12831H 1L FE

2007 2006
Notes ffzF  HK$'000 B¥TF T  HK$'000 B¥TFT
INVESTING ACTIVITIES REED
Dividends received from associates LR A AR S 103,320 21,897
Dividends received from available-for-sale WER A] AR D
equity securities EHRE 62,909 27,501
Purchase of equity securities BARNES (831,759) (1,655,473)
Proceeds from sale of equity securities HEROEHMEIHE 1,455,603 140,925
Purchase of fixed assets BABETEE 31 (924,359) (511,367)
Proceeds from disposal of fixed assets HEREEEEMSRE 14,793 59,966
Purchase/increase in shareholding in associates YN Yl N 3 (1,735,210) (96,479)
Proceeds from disposal of associates HERBE N B EHIR 579 1,842
Purchase of subsidiaries BAKB2AR 43(a) (38,266) (72,574)
Proceeds from sale of interests in a subsidiary HE—MTEARERERE 455,686 37
NET CASH USED IN INVESTING ACTIVITIES REREEESH RS FE (1,436,704) (2,083,725)
FINANCING ACTIVITIES BMEEH
Ordinary dividends paid SRl ) (1,622,051) (1,472,694)
Issue of ordinary share capital BT EBRAR AR 37, 38(a) 154,555 415,523
Issue of loan capital BITEEER 9,255,365 3,878,825
Redemption of loan capital BREIEEER (3,906,775) (4,265,690)
Capital fee paid on increase in issued share capital XA METRAERER 38(a) (135) (251)
Issue of certificates of deposit BT 9,654,541 7,798,252
Redemption of certificates of deposit issued fBEIB BT (4,619,894) (7,198,009)
Interest paid on loan capital TREEERFIR (655,597) (399,797)
Interest paid on certificates of deposit issued S RBBETERERE (224,252) (381,551)
NET CASH GENERATED FROM/(USED IN) BB/ (AR)BEETEZ
FINANCING ACTIVITIES BEFE 8,035,757 (1,625,392)
NET INCREASE IN CASH AND CASH EQUIVALENTS R &K ZRHRLERFEE 27,009,381 24,424,987
CASH AND CASH EQUIVALENTS AT 1ST JANUARY R1B1BzRERERHLIEH 43(c) 76,708,949 52,283,962
CASH AND CASH EQUIVALENTS R12A31A 2R RER
AT 31ST DECEMBER BEER 43(c) 103,718,330 76,708,949
Cash flows from operating activities included: RAREERTHNESTERE
Interest received FEWA 17,569,798 13,861,533
Interest paid FELZH 11,600,649 8,917,057
Dividend received SVON 100,800 44,227

The notes on pages 106 to 223 form part of
these accounts.
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NOTES ON THE ACCOUNTS

i IR Pt
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FE

. PRINCIPAL ACTIVITIES FEXi

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 FEEHXE

KRBT REMBAR(TAEE DO EERH
REHERTRBBENSRRT - UEAER
P EREEMR -

(a

(b
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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. The adoption of these new and revised HKFRSs did not result in significant
changes to the Group’s and the Bank’s accounting policies applied in these
accounts for the years presented.

Basis of Preparation of the Accounts
The accounts for the year ended 31st December, 2007 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)(i)); 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)
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Notes on the Accounts (continued)

HRIEREE (78

(@]

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 estimates with a significant risk of
material adjustment in the next year are set out in Note 50.

Basis of Consolidation

@

(ii)

Subsidiaries and minority interests

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

All material intercompany transactions and balances are eliminated on
consolidation. The results of subsidiaries acquired or disposed of during the
year are included in the consolidated profit and loss account from or to the
date of their acquisition or disposal, as appropriate.

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

In the Bank’s balance sheet, its investments in subsidiaries are stated at cost
less any impairment losses (Note 2(k)).

Associates

An associate is a company in which the Group or the Bank has significant
influence, but not control or joint control, over its management, including
participation in the financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated accounts
under the equity method and is initially recorded at cost and adjusted
thereafter for the post-acquisition change in the Group’s share of the
associate’s net assets.

(o)
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Notes on the Accounts (continued)

RRIERIEE (78)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ETEEHHE (@)

108 The Bank of East Asia, Limited Annual Report 2007

The consolidated profit and loss account reflects the Group’s share of the
post-acquisition, post-tax results of the associates for the year, including any
impairment loss on goodwill relating to the investment in associates recognised
for the year in accordance with Notes 2(j) and 2(k).

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 equity method together with the Group’s long-term
interests that in substance form part of the Group’s net investment in the
associate.

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

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

(d) Translation of Foreign Currencies

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

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 profit and loss account.
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Notes on the Accounts (continued)

HRIEREE (78

(e)

The results of foreign operations are translated into Hong Kong dollars at the
exchange rates approximating the foreign exchange rates ruling at the dates of the
transactions. Balance sheet items, including goodwill arising on consolidation of
foreign operations acquired on or after 1st January, 2005, are translated into Hong
Kong dollars at the foreign exchange rates ruling at the balance sheet date. The
resulting exchange differences are recognised directly in a separate component of
equity. Goodwill arising on consolidation of a foreign operation acquired before 1st
January, 2005 is translated at the foreign exchange rate that applied at the date of
acquisition of the foreign operation.

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

Revenue Recognition

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 profit and loss account 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, are recognised
as interest income in the profit and loss account 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 profit and loss account 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.

(e)
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Notes on the Accounts (continued)

RRIERIEE (78)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ETEEHHE (@)

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

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

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

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

Financial Instruments

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

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

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

FRIBN AT (.

(i) Categorisation @iy H¥

Fair value through profit or loss

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

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

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

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

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

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

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

Financial assets and financial liabilities under this category are carried at fair
value. Changes in the fair value are included in the profit and loss account 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 profit and loss account.

Loans and receivables

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

RRIERIEE (78)

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

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

Held-to-maturity investments

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

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

Available-for-sale financial assets

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

Available-for-sale financial assets are carried at fair value except for investments
in equity securities that do not have a quoted market price in an active market
and whose fair value cannot be reliably measured are carried at cost less
impairment losses, if any (Note 2(k)). Unrealised gains and losses arising from
changes in the fair value are recognised directly in the investment revaluation
reserve, except for foreign exchange gains and losses on monetary items such as
debt securities which are recognised in the profit and loss account.

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 released from the
investment revaluation reserve.
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HRIEREE (78
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Other financial liabilities

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

Fair value measurement principles

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

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

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

Derecognition

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

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

The Group uses the weighted average method to determine realised gains and
losses to be recognised in the profit and loss account on derecognition.

Offsetting

Financial assets and financial liabilities are offset and the net amount is
reported in the balance sheet 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 derivatives 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 profit and loss account.

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

RRIERIEE (78)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ETEEHHE (@)

(9) Hedging

U]

Cash flow hedges
Where a derivative financial instrument is designated as a hedge of the
variability in cash flows of a recognised asset or liability, or a highly probable
forecast transaction and the hedge is effective, the gain or loss on the
derivative financial instrument in relation to the hedged risk is recognised
directly in equity.

Fair value hedge

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

The hedging instrument is measured at fair value, with fair value changes
recognised in the profit and loss account. 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 profit and loss account to offset the effect of the gain or loss on the
hedging instrument.

The Group currently does not use hedge accounting.

(h) Properties

U]
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Bank premises are stated in the balance sheet 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 profit and loss
account, 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
profit and loss account, to the extent that a deficit on revaluation in respect of
that same asset had previously been charged to the profit and loss account.

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 Hong Kong Institute of Certified Public Accountants,
with the effect that bank premises have not been revalued to fair value at the
balance sheet date.
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Notes on the Accounts (continued)
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(i) Investment properties are properties which are held either to earn rental

(iii

=

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

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

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

2(h)().

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

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

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

(ii)

(iii)
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RRIERIEE (78)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ETEEHHE (@)
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Amortisation and Depreciation

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

Investment properties are not depreciated.

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

Goodwill

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

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is
allocated to cash-generating units and is tested annually for impairment (Note
2(k)). In respect of associates, the carrying amount of goodwill is included in the
carrying amount of the interest in the associates.

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

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.

Impairment of Assets

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

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

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

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

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

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

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

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

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

(i) Held-to-maturity investments

(iii
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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.

Al 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 profit and
loss account. 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 directly in equity is
removed from equity and is recognised in the profit and loss account. The
amount of the cumulative loss that is recognised in the profit and loss account
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 profit and loss account.

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 profit and loss account in respect of
available-for-sale equity securities are not reversed through profit and loss
account. Any subsequent increase in the fair value of such assets is recognised
directly in equity.

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 profit and loss account.

(ii)

(iii)

REEHRE
FEIMRE 2 BERER R ERER
ZE - ERREEREREEERTE
REFARRAERIZEERRZ B
MERFERRE(EFENIRREKR
B) - A=F 2 ZEERERK o

EBAREEBAMEARE  AALEHE
AT AR B IR AR E (R RE AT A - JEME
P EAE ERAR R R R R R AR
BRERTME -

EERREE O REBRANSERDM
ZOR A R A R B R R E R R IR B
EREMHERE  RERREOERE
A e RERREMBEERNSE TR
BERERZEERNEFURARE EARE
BRRERE(E -

AHLESHEE
EERBRERNIHEESREER
RE - EERERERRERANRE
EEEHSIE  TRIBERAER - A
REBSRAERREERZSE 28
AB CRFRME( AN SE R R 35 ) SR S
RPE-—EZEZE  BREBEEFENE
HIRARERHRERX

B AT R Z B E AT G E R 7
FMs @ ENENBREEAN @ BE
1B IZBAD B 5 HO BRI M fli 5t AR 2R 3R
SRZIEAF S EE ENRE TS50 HE
WERBRE U_EZZ%HE -

FHEER A HEERNESFNRER
RETEBOERERN -  HRZEEZ
AFEEEMAEEERRES AR

il
At °©

RARBEEBESME - WERZE
EZAFEEEN - MzEmEn e
WEERRERAREENEHEH
B OREBAAERE - FEUERT - #
EIRER AN ERRATER




Notes on the Accounts (continued)

FRIBN AT (.

(iv) Other assets (iv) Hth&EE

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

— property and equipment (other than properties carried at revalued

EHER - AREHARE I ER R
AHBIATEERB B REBKS - B
BN AEEERZRERREEN
RIFFEL AL R

— PERRBUAEGHBEIIRNYE

amounts); BRAN)
— investments in subsidiaries and associates; — MBRBEATIRE
- goodwill; and - BEER
— intangible assets - EREE

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

Reversals of impairment losses

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

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

Reversals of impairment losses are credited to the profit and loss account in
the year in which the reversals are recognised.
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Notes on the Accounts (continued)

RRIERIEE (78)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ETEEHHE (@)

(v) Interim financial reporting and impairment

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

Impairment losses recognised in an interim period in respect of goodwill
and available-for-sale 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.

(I) Leased Assets
Leases of assets under which the lessee assumes substantially all the risks and
benefits of ownership are classified as finance leases. Leases of assets under which
the lessor has not transferred all the risks and benefits of ownership are classified as
operating leases.

@

(ii)

(iii
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Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
balance sheet 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 balance sheet 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 profit and loss account 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 profit and loss account as an integral part of the aggregate net lease
payments made. Contingent rentals are charged to the profit and loss account
in the accounting period in which they are incurred.

(v)
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Notes on the Accounts (continued)

HRIEREE (78

(m) Repossession of Assets

(n)

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 profit and loss account.

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 profit and loss account except to the extent
that they relate to items recognised directly in equity, in which case they are
recognised in equity.

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

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

(iii

=

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

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising
from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary difference, 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.

(m) BEEE

(n)
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Notes on the Accounts (continued)

RRIERIEE (78)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) ETEEHHE (@)
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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.

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

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

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

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

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

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

— the same taxable entity; or

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

HRIEREE (78

(o)

(p)

()

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 of long term business is ascertained by actuarial valuation.

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

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

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.

Employee Benefits

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

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.

(i) Performance-related bonus plan
Liabilities for performance-related bonus plan, which are due wholly within
twelve months after the balance sheet date, are recognised when the Group
has a present legal or constructive obligation as a result of services rendered by
employees and a reliable estimate of the obligation can be made.
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Notes on the Accounts (continued)

RRIERIEE (78

2. SIGNIFICANT ACCOUNTING POLICIES (continued) E*EEEE (@)

(iii) Retirement benefits

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

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

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

(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 profit and loss account 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.

(iii)

(iv)
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Notes on the Accounts (continued)

RRIERIEE (78

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

The amount recognised in capital reserve is retained until either the option is
exercised (when it is transferred to share premium) or the option expires (when
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(r) Related Parties () EEEAL
For the purposes of these accounts, a party is considered to be related to the TEMRSLRNARIANS - ERES BIRRRE A T2 18 ¢
Group if:
(i) The party has the ability, directly or indirectly through one or more () ZALHEENEENHEEER 1I‘)zy
intermediaries, to control the Group or exercise significant influence over the ERNAZES - KAFEBFEATES

Group in making financial and operating policy decisions, or has joint control
over the Group;

BT R EOR R - AR %UZK%
= :

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

(iv) The party is a member of key management personnel of the Group, or a close

(iv)

ZATBEEETEZERABMNKE - %

family member of such an individual, or is an entity under the control, joint =R EPN:oF i %ﬁ%l}iﬁﬁ%éﬁ EXZEMBA
control or significant influence of such individuals; AR - AEAREHSERTENE
B

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

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

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

(vi)

ZATBOFTIERTRREK B HE
ZEBMAANLES - RERZEHHER
,V%WE\E‘E '

G 2 (AR ) T S [ = £ 6% [ A g ) T
EY1E S BERIR AR FIETE -

BEARTRRERBIEAFE - AXZEA

%'

e —
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Notes on the Accounts (continued)

RRIERIEE (78

2. SIGNIFICANT ACCOUNTING POLICIES (continued) E*EEEE (@)

(s)

()

Segment Reporting

A segment is a distinguishable component of the Group that is engaged either in
providing services (business segment), or in providing services within a particular
economic environment (geographical segment), which is subject to risks and
rewards that are different from those of other segments.

The Group has chosen business segment information as the primary reporting
format and geographical segment information as the secondary reporting format.

Segment revenue, expenses, results, assets and liabilities include items directly
attributable to a segment and those that can be allocated on a reasonable basis
to that segment. Segment revenue, expenses, assets and liabilities are determined
before intra-group balances and intra-group transactions are eliminated as part of
the consolidation process, except to the extent that such intra-group balances and
transactions are between Group enterprises within a single segment. The allocation
of revenue reflects the benefits of capital and other funding resources allocated
to the business or geographical segments by way of internal capital allocation and
fund transfer mechanisms. Inter-segment pricing is based on similar terms as those
available to other external parties.

Segment capital expenditure is the total cost incurred during the year to acquire
segment assets (both tangible and intangible) that are expected to be used for
more than one year.

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.

FINANCIAL STATEMENTS"

(s)

(t)

MREE A HRHARE M - MAKSE
TR AR TS TS A0 R 2 ) S 2 A RIS Eo At 73
MEBLE) - HEXE KL EBRIZHR
B oE) °

FEBRALE S BAEARELR - Wit
EHBAREREHR -

DERA - XH - B BEMEBEEREN
HERWE BN — 28 RATA AR i AL
FTZOEBNIAR  REEANEBELERNE—
DEZENEEABERRZZI - 5B
WA - 2 BEREBERBREEEAE
% MEEANBRZELERBRERKIK
3o WADBRRBRUARBEADERESE
BHRHEEAREMESRROMEIET
B RERO - KRz BB FHREER
BT INRATHIEFAER

2 EEARF S R BB R R HEE 1 5
B REE E (IR AT KT ) AYABRCA °

RERERKREER

REHRERERMS - B RERAREE
B BEREARRDN3EA RS E a0
BERE RTRHEGESREEERR BEE
B REMTBRIEEMR R EEE MR ]
BHRRKBEASENSREERFRE

. CHANGES IN PRESENTATION - HONG KONG ACCOUNTING STANDARD 1 “PRESENTATION OF
ERAXN2EE - (FREHER) F15 [MERR 228
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With effect from 2007 reporting, interest income and expense from trading
financial assets and liabilities and financial instruments designated at fair value
are reported under “Interest income” and “Interest expense” instead of “Net
trading profits” and “Net result from financial instruments designated at fair
value through profit or loss” respectively as in previous year. The change has been
made principally to match the interest expense arising from non-trading liabilities
that fund the trading book with the interest income from trading assets. This also
facilitates the comparison of the Bank'’s net interest income and net interest margin
with many peer banks in Hong Kong.

H2007F RS - REFKEXZRENS
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Notes on the Accounts (continued)

RRIERIEE (78

Comparative figures for 2006 have been reclassified to conform with the current
year's presentation as follows:

As previously

AT 20065 2 L BIF E EH 0 RIAR & 5
RZ2H/AR

reported
WAETER &
HK$'000 /& F7T
Interest income FEUA 12,865,593
Interest expense ME=H 7,999,958
Net interest income FRBHA 4,865,635
Net trading profits R SN FHE 586,160
Net result from financial
instruments designated e E RiRiAiE s bAR L
at fair value through ATFEEERMIA
profit or loss HFRIR 248,177

Increase/
(decrease)
in the profit
for the year As restated
FERTF
#in, (fd) o
HK$'000 A#¥F7T HK$'000 BT T
1,182,951 14,048,544
_____ 1,049,786 __ __ 2,049,744
133,165 4,998,800
4,486 590,646
(137,651) 110,526

The HKICPA has issued a number of new and revised HKFRSs and Interpretations
that are first effective or available for early adoption for the current accounting
period of the Bank and the Group.

There have been no significant changes to the accounting policies applied in these
financial statements for the years presented as a result of these developments.
However, as a result of the adoption of HKFRS 7, Financial instruments: Disclosures
and the amendment to HKAS 1, Presentation of financial statements: Capital
disclosures, there have been some additional disclosures provided as follows:

As a result of the adoption of HKFRS 7, the financial statements include expanded
disclosure about the significance of the Group’s financial instruments and the
nature and extent of risks arising from those instruments, compared with the
information previously required to be disclosed by HKAS 30, Disclosures in the
financial statements of banks and similar financial institutions, and HKAS 32,
Financial instruments: Disclosure and presentation. These disclosures are provided
throughout these financial statements, in particular in Note 40.

The amendment to HKAS 1 introduces additional disclosure requirements to
provide information about the level of capital and the Bank’s and the Group'’s
objectives, policies and processes for managing capital. These new disclosures are
set out in Note 40(h).

Both HKRFS 7 and the amendment to HKAS 1 do not have any material impact on
the classification, recognition and measurement of the amounts recognised in the
financial statements.

The Group has not applied any new standard or interpretation that is not yet
effective for the current accounting period (Note 51).

ER G ASEMT ZEEH REIERTH
(ERMBRELADMBE - MELFEH R
BETRKEBY B RS ERDMARZ AN
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ZE2R  BAEE] BETHEINZEENT :

RN R EEM B RS ELDE 7 - RIZR
AFECE B SRS 305% R1T RABRIE 5
BN BHRER R BB
ERFIERMTR : FERERINERKE
BRI BBRETEEAREENSH
TAZEZUREERZETAMSIBZA
RIZE SRR - W EREEBNIB
R HE - EEREM 40 -

RER] (BB RFTEADFE N ENAEIMEE
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Notes on the Accounts (continued)

RRIERIEE (78)

. INTEREST INCOME #|E U A

2007 2006
Restated E#f
HKS$'000 &¥T T HK$'000 BT T

Listed securities classified as held-to-maturity

DERFERHAHHE

or available-for-sale #)_EThESH 154,401 120,160
Trading assets REGABEE
— listed — W 3,570 1,612
— unlisted —3kEmH 34,769 32,998
Interest rate swaps R B E A 769,635 656,971
Financial assets designated at fair value EERRBBERURRATEE
through profit or loss TREE
— listed — kM 152,117 125,423
— unlisted —3E kT 426,409 365,947
Loans, deposits with banks and iz E s AR A FEE
financial institutions, trade bills, PIBRAIE RN  TEERITAN
and other unlisted securities E b BB aER
that are not at fair value B5E - hHA
through profit or loss EEMES 16,768,411 12,745,433
Total interest income F B U A 458 18,309,312 14,048,544

. INTEREST EXPENSE

Included above is interest income accrued on impaired financial assets of
HK$29,473,000 (2006: HK$37,490,000) which includes interest income on effect
of discounting of HK$7,953,000 (2006: HK$9,248,000) (Note 25(b)) for the year

ended 31st December, 2007.

FE X H

LA EBEEZE2007F12 A31B IEFERES
BhE EE K FE 5T 7 2% 86 29,473,000 7T (2006
& : A¥37,490,0007T) © HFBREEFRE
1858 2 F 8 3 HI#E B8 7,953,000 7T (2006
4 : 75#9,248,0007T) (F5£E25(b)) ©

128

2007 2006
Restated E%f
HKS$'000 j&¥ Tt HK$'000 BT T

Customer deposits, deposits of banks and
other financial institutions and certificates

RSP AT AR A
BREES - RITR

of deposit issued which are stated H & RSB AT

at amortised cost KB BETIFRE 10,432,634 7,871,506
Subordinated notes carried at amortised cost 1§k A7 BRI 12 (E =15 264,679 126,681
Interest rate swaps R IEER S A 917,981 696,067
Financial instruments designated feE RiRBER N R AT EE

at fair value through profit or loss SRT A 712,333 353,719
Other borrowings HAER 4,515 1,771
Total interest expense B AR 12,332,142 9,049,744

The Bank of East Asia, Limited Annual Report 2007




Notes on the Accounts (continued)

FRIBN AT (.

6. FEE AND COMMISSION INCOME fR#EERFHEUWA
Fee and commission income arises from the following services: B TIREHRGEERBSWA :

2007 2006
Restated E%f
HK$'000 &% Tt HK$'000 BT T

Corporate services B ER® 753,098 597,837
Loans, overdrafts and guarantees BN - B RER 386,737 300,575
Credit cards (H:RS 399,980 307,475
Other retail banking services H T ERITRE 190,703 140,683
Trade finance Z oA 113,096 110,713
Securities and brokerage BH R 443,710 205,594
Trust and other fiduciary activities EEREMRIEER 83,390 46,507
Others it 2371333 189,499 _
Total fee and commission income BR7%E KBS A LR EE 2,608,047 1,898,883

7. NET TRADING PROFITS 3 5 % F 548

2007 2006

Restated E ¥R

HK$°000 ¥ 7T HK$'000 BHF7T

Profit on dealing in foreign currencies SNEE B w7 173,616 146,222

Profit on trading securities RS REES A 851,966 479,545
Profit/(loss) on other dealing activities HitBEEENHEF,(BR) 353,364 (51,643)

Dividend income from listed

trading securities EhRABIEFNRSBA 37,891 16,522

Total net trading profits VAL 5 M 4AER 1,416,837 590,646

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

2007 2006
Restated =%
HK$'000 j&#F 7t HK$'000 BEE T T

Net (losses)/gains F(E518), &R (1,154,461) 110,322
Dividend income from listed securities RS ERA = 204
(1,154,461) 110,526

9. OTHER OPERATING INCOME HE &g A

2007 2006
HKS$'000 j&# Tt HK$'000 BTt

Dividend income from available-for-sale

financial assets A ES A ERBA

— listed —Ekm 42,055 12,856

— unlisted —JELT 20,854 14,645
Rental from safe deposit boxes RERFAES A 88,023 86,293
Net revenue from insurance activities REBREBFHA 138,723 51,809
Rental income on properties PIERSIA 72,640 53,553
Others e 75051 34,446
Total other operating income H AU A 4B 5E 437,346 253,602
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Notes on the Accounts (continued)

RRIERIEE (78)

10.OPERATING EXPENSES #8#& 7

2007 2006
HKS$'000 B¥ Tt HK$'000 BT T

Contributions to defined contribution plan*  FEEEHAATESHR 163,807 127,460
Equity-settled share-based payment expenses JARX(D AEREEL HHERA 27,310 22,067
Salaries and other staff costs Hre REAME TRA 2,276,673 1,713,721
Total staff costs BITRALRRE 2,467,790 1,863,248

Premises and equipment expenses

excluding depreciation TEETENYEREE
— Rental of premises —EEE 288,093 206,425
— Maintenance, repairs and others —1RE - BB REAM 342,851 275,489

Total premises and equipment expenses

excluding depreciation TEETENDERRE L RRE 630,944 481,914
Depreciation on fixed assets (Note 31) EEEEHE (FE31) 326,265 299,074
Amortisation of intangible assets (Note 30(b)) #EfZ& E# §5 (H7E30(b)) 2,490 2,231
Other operating expenses Hhge sz

— Communications, stationery and printing ~ — 851 + 3B & ER] 233,448 183,916

— Legal and professional fees —FERBERBER 165,135 122,125

— Advertising expenses —E5ER 269,785 158,011

— Business promotions and business travel — BT B R S R 2 81,808 59,165

— Card related expenses —EBERRXH 59,687 47,949

— Stamp duty, overseas and —ENFERE ~ BINR

PRC** business taxes, S EYN P I
and value added taxes EEN - RIEET 217,044 100,142

— Insurance expenses —IRbe & 33,471 13,342

— Bank charges —RITIRE 4,690 3,633

— Administration expenses of

secretarial business —MEHEBRITEHEMA 21,081 14,367

— Membership fees —=28E&H 6,000 5,286

- Bank licence —IRTTERE 4,716 4,974

- Audit fee —IZERR M 6,214 5,160

— Donations — 1B 8,129 15,915

— Others —Hfb 152,343 84,908
Total other operating expenses Hhge s H4a5E 1,263,551 818,893
Total operating expenses* * * AR AR EE *x 4,691,040 3,465,360
*  Forfeited contributions totalling HK$7,138,000 (2006: HK$6,454,000) were utilised to * FRRIZ R B 17,138,000 7T (2006

reduce the Group's contribution during the year. There were no forfeited contributions F : #%6,454,0007T) B AER DB
available for reducing future contributions at the year end (2006: Nil). BEIR o R R I AT BOR WM R B 2

HRAT A ERUE S SR 2 $5R(20064F « £&) °
** PRC denotes the People’s Republic of China.
o EEAKETHERAHEHSKRENRE

*** |ncluded in operating expenses are direct operating expenses of HK$21,072,000 (2006: MEBEBESIENEEIL  £BARAEBE
HK$11,949,000) in respect of investment properties which generated rental income 21,072,000 7T (2006 4 : & # 11,949,000
during the year. JT) °

130 The Bank of East Asia, Limited Annual Report 2007



Notes on the Accounts (continued)

FRIBN AT (.

11.IMPAIRMENT LOSSES ON LOANS AND ADVANCES EIREEL%

2007 2006
HK$'000 /&% F 5 HK$'000 BT IT
Net charge for impairment losses on loans BHORERR T FE
and advances
Individual impairment loss fERREE L
— new provisions (Note 25(b)) — ¥ (FtsE25(b)) 345,896 372,819
— releases — B % (87,724) (82,177)
— recoveries (Note 25(b)) —Yem (faF25m) 0 (107,521) _ __ ___ (84,837)_
150,651 205,805
Collective Impairment loss BEEREEL
— new provisions (Note 25(b)) — A (K sE25(b)) 68,455 38,043
— releases (Note 25(b)) — B (fEE250) (2635) __________ =
Net charge to profit and loss account PIERRRY SRR 216,471 243,848
12.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS
HEATHEESREE 2358
2007 2006
HK$°000 ¥+t HK$'000 B¥FiT
Net revaluation (loss)/gain transferred miEEERE S (EER),BF
from reserves (Note 38(h)) FRE(MI5E38(h)) (27,037) 41,766
Profit arising in current year FRENEE R o _____694045_ _______¢ 8,232
667,008 49,998

13.INCOME TAX ffE%i

(a) Taxation in the consolidated profit and loss account represents:

(a) AREBERABIALE :
2007
HK$'000 & ¥ F 5T

Lo ue
HK$'000 /% F 7T

Current tax — provision for Hong Kong
Profits Tax
Tax for the year (Note 33(a))

Write back of over-provision in respect of

prior years

Current tax — overseas
Tax for the year
Write back of over-provision
in respect of prior years

Deferred tax (Note 33(b))
Origination and reversal of
temporary differences
Movements in the value of
investment properties

REATEIR — BB M ST L

REEHIE (FE33()) 265,175 508,542
AEERHE/FEE 0 _______ (7,641) (21,687)_
______257,534_ ______ 486,855 _
ZRERFRIE — 8 Hh
REEHIA 347,647 241,627
FFEERBERFEE (16,206) __ __ _ _ (12,336)_
- = 7. B 229,291 _
EERIE (HiF33(b)
R R A R 317,751 33,229
REYF*EE2ESY 000000 ___ 572,17________ 25,201
______374868_ _______ 58,430
963,843 774,576

The provision for Hong Kong Profits Tax is calculated at 17.5% (2006: 17.5%) 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.

FERGHERBRIARE E R ERDE F
2% 17.5% (20064F : 17.5% )51 & ° /FHN
D17 R M B R B BB R IR E A & P E BISR
RIRATRRETE -
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13.INCOME TAX (continued)

B8 @)

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

rates

(b) EFFFIE S HEETERRE AP RAEN
B2 H iR

2007 2006
HK$’000 B#F T HK$'000 B FIT

Profit before tax BT A A 5,184,992 4,260,194
Notional tax on profit before tax, IZRRTEAERA B SE AR RS

calculated at the rates applicable to T s E R T AR A

profits in the tax jurisdictions concerned HEVIA 1,032,457 782,512
Tax effect of non-deductible expenses R0 S A R TE R 2 228,336 115,371
Tax effect of non-taxable revenue BAERBUA BT T 72 2 (239,759) (82,690)
Tax effect of tax losses not recognised RERNFIBNHIBETE 11,834 24,332
Recognition of deferred tax assets on

prior year tax losses EFBIEER HELEHIBEEE (7,734) (7,283)
Write back of over-provision in respect

of prior years T FERERTIER (23,847) (34,023)
Tax benefits derived from leasing

partnerships REABHEENTIEF (27,498) (23,393)
Others Hith (9,946) (250)
Actual tax expense ERBIEZ N 963,843 774,576

14.PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP 7] 5% B X & B B SR R

The consolidated profit attributable to equity holders of the Group includes a profit
of HK$3,002,752,000 (2006: HK$3,014,390,000) which has been dealt with in the

accounts of the Bank.

Reconciliation of the above amount to the Bank's profit for the year

AEBREEBRREEETBEE AR
B T8 A 89 5 F1) 7% ¥ 3,002,752,000 7T ( 2006
£ : 75%3,014,390,0007T) °

RITF RSN E S5 7 HiR

2007 2006
HKS$'000 B ¥ Tt HK$'000 BT T

Amount of consolidated profit attributable
to equity holders dealt with in
the Bank'’s financial statements

Final dividends from subsidiaries and
associates attributable to the profits
of the previous financial year,
approved and paid during the year

Bank’s profit for the year

B ARTHB IR 2 Al /8
AEERRREG S EH
KEEFEMBRR R
g N B A RER,
RiZ S AN Y YL

RITEFE R A

2,875,196 2,892,617
127,556 121,773
3,002,752 3,014,390
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15.DIVIDENDS R E
(a) Dividends attributable to the year (a) EBAFERSE

2007 2006
HKS$'000 j&¥ Tt HK$'000 BT T

Interim dividend declared and paid of BEIR&E11,568,758,481 %
HK$0.48 per share on 1,568,758,481 shares  FA%/E150.48 T Ay B2,
(2006: HK$0.43 per share on (20064 : 1,538,750,0410%
1,538,750,041 shares) (Note 38(i)) BB R0.437T) (BI7E38() 753,004 661,663

Final dividend paid in respect of the
previous financial year on shares issued

under the share option schemes SAEEE B A RRITIRR B

subsequent to the balance sheet date B IE B ATR IR R ARE BB TAR D

and before the close of the Register # L FEEREE1.03T

of Members of the Bank, of HK$1.03 H AR AR B

(2006: HK$0.93) (20064 : FAHER0.937T) 2,864 6,342
Final dividend proposed after the balance S B RBREAREARE

sheet date of HK$1.18 per share on 1,574,367,205 8 G i2 51 1.187T

1,574,367,205 shares (2006: HK$1.03 (20064 : 1,550,142,0500%

per share on 1,550,142,050 shares) HREE1.037T) 1,857,753 1,596,646

2,613,621 2,264,651

The final dividend proposed after the balance sheet date has not been recognised as TEAE A& RR R HIIR SRR & E AR
a liability at the balance sheet date. RRAME -

(b) Dividends attributable to the previous financial year, approved and paid (b)) REERAERIABLFERES
during the year
2007 2006
HK$'000 BTt HK$'000 BT 7T

Final dividend in respect of the

previous financial year, approved REE R 11,550,142,0500%

and paid during the year, of HK$1.03 BRA®1.03TH EFE

per share on 1,550,142,050 shares REARR B.(20064F :

(2006: HK$0.93 per share on 1,510,229,87 1%

1,510,229,871 shares) BAE0.937T) 1,596,646 1,404,514
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16.EARNINGS PER SHARE =ERRZF|

(a) Basic earnings per share (a) BREALEF
The calculation of basic earnings per share is based on earnings of FRRERZF T3z BB % F B ¥ 4,143,604,000
HK$4,143,604,000 (2006: HK$3,434,511,000) and on the weighted average of JL(20064F : #%3,434,511,0007T) R E &
1,565,141,199 (2006: 1,533,741,133) ordinary shares outstanding during the 77 % 38 A% 17 & Hn 4 T 15 801,565, 141,199 i
year, calculated as follows: (2006%F : 1,533,741,133R)5TE ©
Weighted average number of ordinary shares AR Y INRE TS 8L
2007 2006
Number of Shares Number of Shares
RDEE RDEE
Issued ordinary shares at 1st January R1A1EMBEEITEBR 1,550,142,050 1,502,313,852
Effect of share options exercised and shares  E.1T{# sRBAE R AR B
issued in lieu of dividends BITHIRE & 14,999,149 31,427,281

Weighted average number of ordinary shares 7128318 E @D

at 31st December g 1,565,141,199 1,533,741,133
(b) Diluted earnings per share b) SR#EHERR
The calculation of diluted earnings per share is based on earnings of B RR S B R TR R s A B 6 4, 143,604,000
HK$4,143,604,000 (2006: HK$3,434,511,000) and on 1,574,625,151 (2006: 70 (20064 : 7% 3,434,511,0007T ) &Sk
1,543,706,739) ordinary shares, being the weighted average number of ordinary FABEEBEYENTBRELRAREL
shares outstanding during the year, adjusted for the effects of all dilutive potential B AR (0 B0 N4 ¥ 15 811,574,625,151 i
shares. (20064 : 1,543,706,7398%) 5t °
Weighted average number of ordinary shares (diluted) TR B I B ()
2007 2006
Number of Shares Number of Shares
ROEE ieraE 4]
Weighted average number of ordinary shares 712 5318 E @A EY
at 31st December pilll S22 1,565,141,199 1,533,741,133
Effect of deemed issue of ordinary shares fREFIRR AN AT BB 1T
under the Bank's share option scheme BREHER R E RS
for nil consideration -7 9,483,952 9,965,606

Weighted average number of ordinary shares 712 5318 E @A EY
(diluted) at 31st December i (HE) 1,574,625,151 1,543,706,739
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17.DIRECTORS’ REMUNERATION E=Ef$

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong RIREBC R BEGIDE 16 1RRE A E M
Companies Ordinance is as follows: ST
Salaries,
allowances Retirement
Directors’ and benefits Discretionary Share scheme 2007
fees in kind bonuses options  contributions Total
1] BRI
BE  RENKRE BERA RIRRE SRR g

HK$'000 HKS$'000 HK$'000 HK$'000 HKS'000 HKS$'000
BETT BRI BETR BRI BET T BETT

Chairman and

Chief Executive TERTHBAR
Dr. The Hon. Sir David

L Kwok-po SEEEL 330 7,038 15,311 9,544 732 33,855
Executive Directors HITEE
Mr. Joseph PANG Yuk-wing TEELE 200 3,402 3,937 4,772 314 12,625
Mr. CHAN Kay-cheung Bie s 66 1,185 1,282 1,063 102 3,698
Non-executive Directors FETES
Dr. LI Fook-wo FEAEL 230 - - - - 230
Mr. Aubrey LI Kwok-sing FHEELE 260 - - - - 260
Dr. William MONG Man-wai SRE®L 200 - - - - 200
Tan Sri Dr. KHOO Kay-peng FHHT 2B ARG+ 200 - - - - 200
Mr. Richard LI Tzar-kai FERLE 200 - - - - 200
Mr. Eric LI Fook-chuen FRELE 280 - - - - 280
Mr. Stephen Charles

LI Kwok-sze FRtRAE 200 - - - - 200

Independent Non-executive

Directors BIYFHTES
Mr. WONG Chung-hin HIEERE 260 - - - - 260
Dr. LEE Shau-kee PIRERBL 230 - - - - 230
Dr. Allan WONG Chi-yun BEFMEL 340 - - - - 340
Mr. Winston LO Yau-lai BRERE 330 - - - - 330
Mr. Thomas KWOK

Ping-kwong BIIEE 290 - - - - 290
Mr. TAN Man-kou BRXREAE 260 - - - - 260
Mr. Kenneth LO Chin-ming EREREAE A 260 - - - - 260

4,136 12,525 20,530 15,379 1,148 53,718
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17.DIRECTORS' REMUNERATION (continued) EZE#< (@)

Salaries,
allowances Retirement
Directors’  and benefits  Discretionary Share scheme 2006
fees in kind bonuses options  contributions Total
e o 28 i\
e REYkES BT RIRHE TR 2
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

BETR BETR BETT BETT BETL BETIL

Chairman and

Chief Executive ITRFRTBAR
Dr. The Hon. Sir David

LI Kwok-po FEEET 210 7,560 13,804 4,774 697 27,045
Executive Directors HTES
Mr. Joseph PANG Yuk-wing A Lk 100 3,241 3,549 2,387 299 9,576
Mr. CHAN Kay-cheung a4 100 3,240 3,549 2,387 299 9,575
Non-executive Directors FHTES
Dr. LI Fook-wo FREMET 110 = - = = 110
Dr. The Hon. Simon

LI Fook-sean PRERT 35 - - - - 35
Mr. Aubrey LI Kwok-sing FRELE 120 - - - - 120
Dr. William MONG Man-wai SREST 100 - - - - 100
Tan Sri Dr. KHOO Kay-peng BB EREL 100 = = = = 100
Mr. Richard LI Tzar-kai FEERE 100 = - = = 100
Mr. Eric LI Fook-chuen FREAE 115 = = = = 115
Mr. Stephen Charles

LI Kwok-sze R RAE 67 - - - - 67

Independent Non-executive

Directors BYFHTES
Mr. WONG Chung-hin BIEFSL A 110 - - - - 110
Dr. LEE Shau-kee FREBL 110 - - - - 110
Dr. Allan WONG Chi-yun BEfMEL 140 - - - - 140
Mr. Winston LO Yau-lai BRERE 130 - - - - 130
Mr. Thomas KWOK Ping-kwong PRILE 120 - - - - 120
Mr. TAN Man-kou B A 110 - - - - 110
Mr. Kenneth LO Chin-ming SRS 110 - - - - 110
1,987 14,041 20,902 9,548 1,295 47,773
Included in the above remuneration, share options were granted to Executive i e eERTESREARITHEER
Directors under the Bank’s Staff Share Option Schemes. The details of these RRTEIER TR - AR EE YRR
benefits in kind are disclosed under the paragraph “Information on Share Options” HEHRNEEFEREENRAREER | RER
in the Report of the Directors and Note 36. BMIF36/A ©
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Notes on the Accounts (continued)

FRIBN AT (.

18.FIVE TOP-PAID EMPLOYEES S5&¥MESHES

2007 2006
HK$°000 B¥F 7t HK$'000 BT

Salaries and other emoluments FekEMMe 19,473 17,842
Performance-related bonuses RIRBRBIIEAT 25,079 24,653
Share options AR 20,521 11,935
Pension contributions RIRE B 1,631 1,645
66,704 56,075
The remuneration of the five top-paid employees is within the following bands: SEFHEENEENSEEENT
2007 2006
Number of Number of
Employees Employees
EEAH BB AR
HKS$ B #
5,000,001 — 5,500,000 - 2
6,000,001 - 6,500,000 1 -
7,000,001 - 7,500,000 2 -
9,500,001 - 10,000,000 - 2
12,000,001 - 12,500,000 1 -
27,000,001 - 27,500,000 - 1
33,500,001 - 34,000,000 1 -
Included in the emoluments of the five top-paid employees were the emoluments SEF MR E S T B1E2AL(20064F :3f7)
of 2 (2006: 3) Directors. Their respective directors’ emoluments have been included EE - MFARFME R 17 -

in Note 17 above.
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Notes on the Accounts (continued)

RRIERIEE (78)

19.SEGMENT REPORTING % EsR

(a)

138 The Bank of East Asia, Limited Annual Report 2007

Segment information is presented in respect of the Group’s business and
geographical segments. Business segment information is chosen as the primary
reporting format because this is more relevant to the Group’s internal financial
reporting.

Business segments
The Group comprises the following main business segments:

Personal financial services includes branch operations, personal Internet banking,
consumer finance, property loans, credit card business and private banking to
personal customers.

Corporate banking business includes corporate lending and loan syndication, asset
based lending, commercial lending, enterprise lending, securities lending, trust
services, mandatory provident fund business and corporate Internet banking.

Investment banking business includes treasury operations, securities broking and
dealing, and provision of internet security trading services.

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

Other businesses include bancassurance, insurance business and property-related
business.

Unallocated items mainly comprise the central management unit, bank premises,
and any items which cannot be reasonably allocated to specific business segments.

(a)

AEBEREEBRBER D HRED #E
Ko RNEB D BB A REBA I BHE
REERE N - BULRBURB D BEMNS
EARFERN

EB DA
REBSEATEBEB DA -

BEASBBRBRESTTEE  BAAEFHRK
RITRT - HBUER  RIBEN - AR
EBREHTEATPOTLARITRE o

CERTEBEREXERRREER &
A GRS - REIMEATREEBRERE
FAARIRITIRTS -

RERTEBBEMEEE  BEKLRE
B RRRUBELEESEERY -

CERBEEARNRNERY - EFELEE
ER - REEFAERETERS o

BB EERITRE - REBER R EME
BRARZET -

ADENMEBEA T ZREFRERE - 17
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Notes on the Accounts (continued)

FRIBN AT (.

2007
Personal
Financial ~ Corporate Investment  Corporate Inter-segment
Services Banking Banking Services Others Unallocated elimination Consolidated
LN AHEZ

SHEH  ORRGT  RERT  OXEE At A28 RFEE RALE
HKS'000  HKS'000  HKS'000  HKS'000  HK§'000  HKS'000  HKS'000  HK$'000

AETn  BETn  BRTn  BETR  ERTn  BBTn  ERTR  BETR

The Group &8
Net interest income EZULION 1,995869 2,970,132 980,371 1,099 30,655 (956) - 5977170
Other operating income from RENREPH

external customers Hipig g A 1,055,931 445,808 308,100 758,393 238,623 29,488 - 2,836,343
Inter-segment income AHEZRIMA = - - - - 151540 (157540) -
Operating income mERA 3,051,800 3,415,940 1,288,471 759,492 269,278 186,072 (157,540) 8,813,513
Operating expenses mETH (1,897,765)  (1,327,492) (570,291) (440,999) (221,836) (232,657) - (4,691,040)
Inter-segment expenses AAEZRHX A _ (126482) _ _(16385) _ _ (7,093) _ _ __ - _(1320)  _ (6.260) _ 157540 -
Operating profit before FBREELZ

impairment losses iyl 1,027,553 2,072,063 711,087 318,493 46,122 (52,845) - 412473
(Charge for)/Write back of impairment

losses on loans and advances BHRE(EX) /B (42,747)  (172,399) 309 (4,913) 3,279 - - (216411)
Write back of impairment losses on

bank premises HbREEREIA - - - - - 132,530 - 132,530
Impairment losses on available-for-sale  FItHELHEAE -

financial assets, held-to-maturity REISREREE

investments and associates DAZRERE - - _(310908) - - - - - (310,908)
Operating profit after impairment losses & BB IESK %

ZBEER 984,806 1,899,664 400,488 313,580 49,401 79,685 - 372160

Profit on sale of fixed assets, LEETEE « FHtE

avalable-for-sale financial assets, CRAE REIH

held-to-maturity investments RERMEAR/

and subsidiaries/associates BN ER - - 1,073,162 - 125 (570) - 077
Valuation gains on investment properties Z 1% &£ & - - - - 292,998 - - 292,998
Share of profits less losses of associates  E(EBEAAETIAEE 3058 34419 51606 - - A6 (146) - 91653
Profit before taxation BhianER 987,864 1,934,083 1,525,256 313,580 345,240 78,969 - 5184992
Depreciation for the year FERTE (128,488) (73,555) (26,290) (14,108) (8,191) (75,633) - (326,265)
Segment assets NEEE 56,900,852 159,795,691 151,171,404 1,105,656 8218409 1,013,585 - 378,205,597
Investments in associates BENTRE 54810 2,261,030 133,11 - 343,429 689 - 2,793,069
Unallocated assets r¥EE 000 - - - - - 1297999 - 12,979,994
Total assets EELE 56,955,662 162,056,721 151,304,515 1,105,656 8,561,838 13,994,268 - 393,978,660
Segment liabilities AHEE 171,180,610 114,689,983 55,646,549 12649 2,677,047 - - 304,320,685
Unallocated liabilities FAEEE - - - - - 5559844 - 5,559,844
Loan capital (53¢ - S T ____-= - - 13652219 _ - _ 13652219 _
Total liabilities BELE 171,180,610 114,689,983 55,646,549 126,496 2,677,047 19,212,063 - 363,532,748
Capital expenditure incurred

during the year FRNEARR 48,365 400,157 225,953 55,421 16,963 445,311 - 1,192,170
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Notes on the Accounts (continued)

TEf1aE (48

19.SEGMENT REPORTING (continued) 9P (@)
(a) Business segments (continued) (a) HEHKHEP(E)
2006 Restated £
Personal
Financial Corporate Investment ~ Corporate Inter-segment
Services Banking Banking Services Others  Unallocated  elimination ~ Consolidated
_fEA o o y . DRz
CRRE  RERT RERGT  0ERE Hih KB RGEE GAEE
HKS00D  HKS000  HKSO00  HKSO00  HKS000  HKSO00  HKS'000  HKS(000
ok o I s D s 1 D 1w D . w1 R R - w R - S WO
The Group &8
Net interest income FHBMA 2,124,203 1,940,619 920,208 459 15,000 (1,689) - 4998800
Other operating income RENREPH
from external customers HipEEWA 686,041 347,143 814,793 598,820 101,011 17,704 - 2,565,512
Inter-segment income AHEZRZSRA T _ = - = S = e — __ 149168 _ _(149168)_ _ _ _ _-_
Operating income TERA 2,810,244 2,287,762 1,735,001 599,279 116,011 165,183 (149,168) 7,564,312
Operating expenses AT (1,542,398) (844,678 ) (338,201) (359,794 ) (159,783 ) (220,506 ) - (3,465,360)
Inter-segment expenses AHEZRSZ _(121253) _ _(15584) _ _ (5832) _ _ _ __ - _(1,006)  _ _(5493) _ 149168 - _
Operating profit before impaiment ~ RHBREIERK 2
osses R 1,146,593 1,427,500 1,390,968 239,485 (44,778) (60,816) - 4,098,952
(Charge for)Write back of impairment
losses on loans and advances ERRE(RK) /B (31,02)  (212,784) 1,588 (1,789) 189 - = (243,848)
Write back of impairment losses on
bank premises ﬁﬂﬁi@é%@%& - - = = = 27,681 = 27,681
Write back of impairment losseson~~ AJfEHESHEE
available-for-sale financial assets, TiiJ RER
held-to-maturity investments BENARE
and associates BREE - 24,560 12,972 - - - - 37,532
Impairment losses on goodwil HERERR == - - - 6%) - - (236%)
Operating profit after impairment losses & HIBRFI{E R
IS EER 1,115,541 1,239,276 1,405,528 237,6% (68,287) (33,135) - 3,896,619
Profit on sale of fixed assets, HERTEE e
available-for-sale financial assets, SREE BERHS
held-to-maturity investments RERKEAR,/
and subsidiaries/associates el | - - 49,981 - 1,493 (8,250) = 43,224
Valuation gains on investment properties Z 1% Z & - - - - 137,777 - - 137,777
Share of profits less losses of associates  EfEBERERAMEE _ _ 1,82 _ _ _ 31061 _ _ 98744 _ _ _ _ _ — __ 5194 _ _ _(017)_ = _ _ 182574 _
Profit before taxation BREALS ﬂ 1,117,363 1,270,337 1,554,253 237,696 122,947 (42,402) - 4,260,194
Depreciation for the year EEW%% (112,438) (57,630) (22,259) (14,019) (7,297) (85,431) - (299,074)
Segment assets PHEE 54,999,355 113,727,008 109,300,351 898,940 4,982,267 1,134,481 - 285,042,402
Investments in associates yv%@ ARE 42,885 513,925 168,044 - 351,049 835 - 1,076,738
Unallocated assets AOBEE = - - - - 8083177 _ _ _ _ _ - _ 8083177 _
Total assets ﬁE_ﬁEg@ 55,042,240 114,240,933 109,468,395 898,940 5,333,316 9,218,493 - 294,202,317
Segment liabilities AHEE 143,750,674 65,775,116 41,133,198 85,386 2,168,122 - - 252,912,496
Unallocated liabilties ANEARE - - - - - 5490777 - 5490777
Loan capital EEEA == - - - - 8154315 - 8154315 _
Total liabilities RS 143,750,674 65,775,116 41,133,198 85,386 2,168,122 13,645,092 - 266,557,588
Capital expenditure incurred
during the year FENERHS 76,343 167,049 151,904 84,430 5326 136,785 - 621,837
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Notes on the Accounts (continued)

FRIBN AT (.

(b) HEDE
BWED B ENERENBARNEEX
BEE - KRARITME @ ARAER
EREAREEARZDITHE TR -

(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.

2007
People’s Other Inter-
Republic of Asian segment
Hong Kong China Countries Others  elimination Consolidated
g Hit 2EEZ
&R  ARANE SHER Hity REEH FEAE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETR BT BT BETT
The Group 58
Operating income LA 5,938,320 2,391,248 445,839 577,675 (539,569) 8,813,513
Profit before taxation ERBLADRA 3,568,133 1,226,445 228,848 161,566 - 5,184,992
Total assets BERE 288,114,930 111,710,551 19,471,974 29,968,188  (55,286,983) 393,978,660
Total liabilities BiEERE 261,011,370 101,516,320 16,608,561 26,037,239  (41,640,742) 363,532,748
Contingent liabilities
and commitments KRB ERALE 52,062,834 14,431,120 7,045,384 5,196,962 - 78,736,300
Capital expenditure
during the year FENERAZ 249,797 617,492 237,984 86,897 - 1,192,170
2006
People’s Other Inter-
Republic of Asian segment
Hong Kong China Countries Others glimination  Consolidated
i Hits DEEZ
EE  AR#RR THER Hity RHHEH FEEE
HK$'000 HK$'000 HK$'000 HK$°000 HK$'000 HK$'000
BT BEFT BEFT BRI BETT BT
The Group £5
Operating income EWA 5,755,931 1,289,963 363,274 621,172 (466,028) 7,564,312
Profit before taxation ERBLA & A 3,069,261 721,226 237,587 232,120 - 4,260,194
Total assets BELH 236,848,380 64,224,867 20,502,975 23,972,200 (51,346,105) 294,202,317
Total liabilities aELE 209,971,501 63,287,825 19,620,135 20,252,609 (46,574,482) 266,557,588
Contingent liabilities
and commitments AR BRAE 41,683,215 9,775,953 6,509,521 4,256,031 - 62,224,720
Capital expenditure
during the year FENERHAZ 311,143 180,747 31,605 98,342 - 621,837
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Notes on the Accounts (continued)

RRIERIEE (78)

20.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 43(c))
RERERTNE S MBEBHO LT (i 43(0)

142

The Group £8 The Bank $17
2007 2006 2007 2006
HK$'000 ¥ ¥t HK$'000 A% TFr  HK$'000 BT HK$'000 BT
Cash in hand B 824,377 605,104 632,373 584,536
Balances with central banks TER RARTTH)AETE 6,938,702 2,133,118 128,477 2,049,110
Balances with banks and TESRITANE M
other financial institutions SRMENET 0 _____ 6423622 5579524 . 2372297 5,438,467
14,186,701 8,317,746 3,133,147 8,072,113
21.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
ERTRAMEHEENER
The Group £ The Bank 17
2007 2006 2007 2006
HK$'000 ¥ Tt HK$'000 BT HK$'000 BT HK$'000 B TT
Placements with banks and ERTRRSRIEE
authorised institutions LEZN 92,929,703 65,753,545 82,966,941 64,995,721
Placements with other
financial institutions EEmEREENER 1,774,190 1110500 1 156,013 1,110,500
94,703,893 66,864,045 83,122,954 66,106,221
Maturing Z|EHER
— within one month —1EAR 65,361,139 49,407,915 56,568,807 48,858,054
- between one month and
one year —1EREIFR 29342754 17,456,130 26,554,147 17,248,167
94,703,893 66,864,045 83,122,954 66,106,221
22.TRADE BILLS B 5 =i
The Group £ The Bank 17
2007 2006 2007 2006
HK$'000 ¥ T HK$'000 BT HK$'000 B¥Fx  HK$'000 B¥FT
Gross trade bills B RREE 811,630 620,463 469,557 620,463
There was no movement of impairment allowances for 2007. 2007 R A REEEEE) -
Movement of impairment allowances for 2006 2006 REEFZ S
The Group £ The Bank 17
Individual Collective Individual Collective
B3 _ B3 . 5B
HK$'000 B ¥t HK$'000 A% TFr  HK$'000 BT  HK$'000 BT
At 1st January MA1A - 43 - 43
Provisions released back to
profit and loss account BB RREER (1,094) (45) (1,094) (45)
Recoveries (Note 11) L EENC IR 1,094 = 1,094 =
Exchange adjustments EreE -2 - 2
At 31st December ®12A318 - - - -
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Notes on the Accounts (continued)

FRIBN AT (.

23.TRADING ASSETS R 5 HAREE

The Group £ The Bank 1T
2007 2006 2007 2006
HK$'000 B¥ Tt HK$'000 BEFr  HK$'000 BT  HK$'000 BETFL

Treasury bills (including BlEfERH
Exchange Fund Bills) (BENEESER) 1,194,530 497,915 1,194,530 497,915
Debt securities EHES 17,598 161,153 17,598 161,153
Equity securities BinEH 1,808,604 1,350,059 1,744,460 1,321,766
Investment funds REES 274,137 265,990 274,137 265,990
Trading securities RHBEES 3,294,869 2,275,117 3,230,725 2,246,824
Positive fair values of derivatives PTETAMEATE
(Note 42(b)) GEZY D)) 1,551,733 662,417 1,390,053 653,059
4,846,602 2,937,534 4,620,778 2,899,883
Issued by: BITHEE
Central governments and
central banks R AR R ERAT 1,194,530 497,915 1,194,530 497,915
Public sector entities NV 18,746 161,153 18,746 161,153
Banks and other financial
institutions RITREM S RIEE 545,990 700,158 533,068 698,366
Corporate entities TrEER 1,524,270 901,673 1,473,048 875,172
Other entities HitEfe 11,333 14,218 11,333 14,218
3,294,869 2,275,117 3,230,725 2,246,824
Analysed by place of listing: R EmiRA :
Listed in Hong Kong EEBLET 1,626,429 1,177,448 1,562,284 1,149,155
Listed outside Hong Kong EBRBINLE T 211,106 201,555 211,106 201,555
1,837,535 1,379,003 1,773,390 1,350,710
Unlisted EEm 1,457,334 896,114 1,457,335 896,114
3,294,869 2,275,117 3,230,725 2,246,824
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Notes on the Accounts (continued)

RRIERIEE (78)

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

The Group £ The Bank $1T
2007 2006 2007 2006
HK$'000 B¥ T HK$'000 BEFr  HK$'000 BT  HK$'000 BETF
Certificates of deposit held HENERE 49,600 95,685 49,600 95,685
Debt securities BERESR 8,608,406 8,546,958 8,591,753 8,517,854
Equity securities &% - 836 - 836
8,658,006 8,643,479 8,641,353 8,614,375
Issued by: BITHES
Central governments and
central banks R RIRTT - 39,123 - 39,123
Public sector entities NEWE 184,082 134,845 184,082 134,845
Banks and other financial
institutions PITREM S RIS 1,096,044 1,149,969 1,087,630 1,129,002
Corporate entities TrEER 7,377,880 7,319,542 7,369,641 7,311,405
8,658,006 8,643,479 8,641,353 8,614,375
Analysed by place of listing: R EminRA
Listed in Hong Kong TERBLET 1,754,988 1,364,389 1,754,988 1,364,389
Listed outside Hong Kong EBBAINYR i 796,090 1,408,981 779,437 1,383,725
2,551,078 2,773,370 2,534,425 2,748,114
Unlisted ELm 6,106,928 5,870,109 6,106,928 5,866,261
8,658,006 8,643,479 8,641,353 8,614,375
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Notes on the Accounts (continued)

FRIBN AT (.

25.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EF &R Kk EHMERE

(a) Advances to customers and other accounts (a) BEFERREMIRE
The Group £ The Bank 17
2007 2006 2007 2006

HK$'000 ¥ T  HK$'000 AT  HKS'000 B¥FT  HK$'000 BETFT

(i) Advances to customers REEX 218,183,900 166,178,102 134,858,062 160,163,418
Less: Impairment allowances R OREER
~ Individual Sl (263,649) (254,014) (78,948) (160,096)
— Collective -2 (432,791) (443,874) (331,995) (431,676)
217,487,460 165,480,214 134,447,119 159,571,646
(i) Other accounts HAERIE
Advances to banks and
other financial institutions* FTREMS BB 5,673,832 2,454,109 209,163 2,454,109
Notes and bonds B% 262,351 344,076 257,982 339,720
Certificates of deposit held FENENE 39,003 38,890 39,003 38,890
Accrued interest TS 1,912,092 1,172,578 1,413,304 1,112,116
Bankers acceptances RTELESR 1,425,323 422,022 309,190 417,057
Other accounts HibiRE 8,637,260 5,219,124 5,016,023 3,761,209
17,949,861 9,650,799 7,244,665 8,123,101
Less: Impairment allowances W REER
— Individual o il (24,969) (26,118) - =
— Collective - (6,523) (8,229) - =
17,918,369 9,616,452 7,244,665 8,123,101
235,405,829 175,096,666 141,691,784 167,694,747

*  The above advances to banks and other financial institutions include:— * DAERITRE A S RIS B R BT

(@) Receivables from reverse repurchase agreements under which the Group and the (a) RELEHZ 2 EBERER - BEZB
Bank obtain securities on terms which permit them to re-pledge or resell securities to AR E R ARITAI RS ER @ R K
others in the absence of default. At 31st December, 2007, the fair value of financial BRIERBENZBER T A EHEHE
assets accepted as collateral that the Group is permitted to sell or re-pledge under FEEEMRTEMAL - 72007F
such terms is HK$1,274,722,000 (2006: HK$483,339,000). 12A318 - REBEZGRAEEAE

EREMEFANERRZLATEES
75 5 1,274,722,000 7T (2006 F © # #
483,339,0007T) °

(b) Statutory reserve deposits with a central bank of HK$3,666,160,000 (2006: (b) E—EAFRRBITHEECHEBEFERS
HK$548,944,000). & 3,666,160,000 7T ( 2006 F : & ¥
548,944,0007T) °
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Notes on the Accounts (continued)

RRIERIEE (78)

25.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) ZFEEZH K EMERIE @)

(b) Impairment allowances against advances and other accounts for 2007 (b) 2007F E K E 1 BR1E 2 W E 2R
The Group% 8
Advances to customers Other Accounts Total
EFEX HitfRE k]
Individual Collective Individual Collective Individual Collective
] e &Rl 2R ] e

HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HKS$'000
BETT BB BRTL BETT BETT BETR

At 1st January B1A1H 254,014 443,874 26,118 8,229 280,132 452,103
New provisions charged to B RN )
profit and loss account G
(Note 11) (FizE11) 335,527 68,455 10,369 - 345,896 68,455
Net provisions released back to BEBERY
profit and loss account EEFE
(Note 11) (FyzE11) (182,894) - (4,398) (2,635) (187,292) (2,635)
Amounts written off i6ickE (246,465) (86,917) (7,504) - (253,969) (86,917)
Recoveries (Note 11) Yol 28 (FzE11) 107,255 - 266 - 107,521 -
Additions through acquisition BAKB AR
of subsidiaries #E - - - 837 - 837
Effect of discounting WFEOHE
(Note 4) (GEZY) (7,953) - - - (7,953) -
Exchange adjustments B 5 FH R 4,165 7,379 18 92 4,283 7471
At 31st December R12A318 263,649 432,791 24,969 6,523 288,618 439,314
The Bank$ 1T
Advances to customers Other Accounts Total
EFEX HitdRE fam
Individual Collective Individual Collective Individual Collective
] 2 1@zl 2R 1@zl e

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BB BRTL BETT BETT ERTT

At 1st January MA1H 160,096 431,676 - - 160,096 431,676
New provisions charged to BERRAXZ HE)

profit and loss account e 251,310 102,121 - - 251,310 102,121
Net provisions released back to BEBERN

profit and loss account ElEgE (153,285) - - - (153,285) -
Amounts written off i6izkel (241,151) (83,660) - - (241,151) (83,660)
Recoveries ek 80,052 - - - 80,052 -
Transfer to The Bank of AR GRT

East Asia (China) Limited (RE)BERAR (17,147) (121,612) - - (17,147) (121,612)
Effect of discounting IEtERRE (4,922) - - - (4,922) -
Exchange adjustments IS 3,995 3,470 - - 3,995 3,470
At 31st December M2A31H 78,948 331,995 - - 78,948 331,995
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(b) Impairment allowances against advances and other accounts for 2006 (b) 20065F EF R H iR T8 2 R E%E
The Group& &l
Advances to customers Other Accounts Total
BFER HhARE et
Individual Collective Individual Collective Individual Collective
&R i e 2 (e e
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

BETT BETT BETT BETT BETL BETT

At 1st January ®1A18 295,575 478,995 28,570 9,943 324,145 488,938
New provisions charged to BaRENZ )
profit and loss account Giig
(Note 11) (GEARD) 366,669 39,926 6,150 - 372,819 39,926
Net provisions released back to AEBRIRA
profit and loss account BT
(Note 11) (FitzE11) (153,220) = (3,452) (1,838) (156,672) (1,838)
Amounts written off isHaa (337,840) (80,059) (5,580) - (343,420) (80,059)
Recoveries (Note 11) Yl E (FiEE11) 83,539 - 204 - 83,743 -
Additions through acquisition BANBARR
of subsidiaries #E - - 92 - 92 -
Effect of discounting I EROME
(Note 4) (Fiizk4) (9,248) = - = (9,248) =
Exchange adjustments IS 8,539 5,012 134 124 8,673 5,136
At 31st December R128318 254,014 443,874 26,118 8,229 280,132 452,103
The BanksE1T
Advances to customers Other Accounts Total
EFER HiviRIE k]
Individual Collective Individual Collective Individual Collective
1R 2 &1 2 (e 2
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

BETL BETIL BRI BT BETL BT

At 1st January ®1A1R 204,122 471,854 - - 204,122 471,854
New provisions charged to BaRRAZ )

profit and loss account G 361,822 34,818 - - 361,822 34,818
Net provisions released back to AEERRA

profit and loss account KT (151,384) = = = (151,384) =
Amounts written off MssE (336,735) (80,058) - - (336,735) (80,058)
Recoveries U ek 82,809 - - - 82,809 -
Effect of discounting W ERHR (9,100) - - - (9,100) -
Exchange adjustments HE 5 FR R 8,562 5,062 - - 8,562 5,062
At 31st December R12A31H 160,096 431,676 - - 160,096 431,676

HTEFERAR 2007E® 147
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RRIERIEE (78)

25.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued)

(c) Advances to customers — by industry sectors
The analysis of gross advances to customers and the percentage of secured
advances by industry sector is based on the categories and definitions used by the

EFERRHEMERE @)

(0 BFER-—BT#DE
BOELBNEPERABREETERN
BOLREREBSRERBARMNER

Hong Kong Monetary Authority. FER °
2007 2006
% of % of
Gross secured Gross secured
Advances advances Advances advances
BEAERN HERERN
= Bal et Bl
HK$'000 ¥ 7T % BHE HK$'000 /8% Tt % B 5%
The Group £F
Loans for use in Hong Kong ERRFERNER
Industrial, commercial and financial TEcR
— Property development —MEER 9,079,949 66.41 6,422,770 4569
— Property investment —MERE 26,023,323 87.04 20,464,978 96.48
~ Financial concerns —SREE 1,931,675 76.71 1,865,472 82.54
- Stockbrokers - IREE&R 659,071 99.60 258,562 77.62
- Wholesale and retail trade —HBETEX 1,469,007 50.12 1,322,504 4775
- Manufacturing — gl 1,934,455 4835 1,884,745 51.30
- Transport and transport
equipment — B EBH R 4,344,681 70.36 4,118,384 73.72
— Recreational activities —JRELEE) 285,273 90.81 316,426 88.17
- Information technology —AGEHR 4,608 38.89 3,321 0.00
- Others —Hfty 9,672,652 72.40 6,711,510 64.02
~ Sub-total /&t 55,404,694 71.27 43,368,672 77.54
Individuals AA
- Loans for the purchase of
flats in the Home Ownership -BE[REREENE
Scheme, Private Sector [FAZEEE SR
Participation Scheme and [EEEHEE]
Tenants Purchase Scheme BFMER 1,040,884 100.00 1,117,688 100.00
- Loans for the purchase of
other residential properties —BEHEMITEMENER 36,245,144 99.68 36,956,206 99.52
— Credit card advances —ERRER 2,619,066 0.00 2,409,027 0.00
- Others —Hfb 5,449,772 70.57 4,728,035 70.37
— Sub-total N 45,354,866 90.43 45,210,956 91.18
Total loans for use in Hong Kong EBRBLRNERERE 100,759,560 83.20 88,579,628 84.50
Trade finance ZoRE 3,713,849 57.09 3,464,619 58.44
Loans for use outside Hong Kong* BB IMERRE R 113,710,491 72.67 74,133,855 66.08
Total advances to customers REEEE 218,183,900 71.27 166,178,102 75.74
*  Loans for use outside Hong Kong includes the following loans for use in the PRC. *  EEBUIMEAMERAEIN TEhE
AR EFB R E R o
2007 2006
% of % of
Gross secured Gross secured
Advances advances Advances advances
BEAERN } HEAERN
EXBE Bk EnasE Bl
HK$'000 ¥ 7 % BN E HK$'000 % F7T % B 5%
Property development S 11,399,331 72.07 4,915,208 49,61
Property investment VIESY 22,048,674 92.58 14,640,487 90.51
Wholesale and retail trade HERTEL 11,275,846 84.46 3,977,583 73.58
Manufacturing S 7,417,408 4735 6,019,503 38.22
Others Hit 27,173,366 59.45 16,603,585 57.16
79,314,625 72.90 46,156,366 65.88
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2007 2006
% of % of
Gross secured Gross secured
Advances advances Advances advances
BEAERH HERERH
ERam Ol EaE BAt
HK$'000 E¥ T 1t % BDE HK$'000 BT 7T % AN E
The Bank T
Loans for use in Hong Kong ERBERNER
Industrial, commercial and financial TEsR
— Property development —MEER 8,967,432 67.25 6,285,172 46.69
— Property investment —MERE 25,939,167 87.00 20,464,979 96.48
— Financial concerns —SRBEE 1,931,275 76.73 1,734,376 81.25
— Stockbrokers —RELL 659,071 99.60 258,562 77.62
— Wholesale and retail trade —BHBERTEX 1,457,111 49.72 1,322,504 47.75
— Manufacturing —BlE% 1,934,455 48.35 1,884,745 51.30
- Transport and transport
equipment — BRGNS 4,344,681 70.36 4,118,384 7372
— Recreational activities —IREEE) 285,273 90.81 316,426 88.17
~ Information technology — & BHR 4,608 38.89 3,322 0.00
- Others —Hf 9,454,248 71.76 6,711,508 64.02
- Sub-total /&t 54,977,321 77.30 43,099,978 77.72
Individuals A
- Loans for the purchase of
flats in the Home Ownership -BEIREREEHE]
Scheme, Private Sector [FABREE SR
Participation Scheme and [EEEHEE]
Tenants Purchase Scheme EFMER 1,040,885 100.00 1,117,688 100.00
- Loans for the purchase of
other residential properties ~BEEBEENENER 36,220,418 99.68 36,956,206 99.52
— Credit card advances —EARER 2,619,066 0.00 2,409,027 0.00
- Others —Hfb 5.317,777 71.35 4,717,943 70.52
- Sub-total — /NGt 45,198,146 90.58 45,200,864 91.20
Total loans for use in Hong Kong TERBFERNENEE 100,175,467 83.29 88,300,842 84.62
Trade finance Bo5mE 3,353,034 54.92 3,325,615 56.91
Loans for use outside Hong Kong* TERBLAIME R B> 31,329,561 58.35 68,536,961 63.47
Total advances to customers REENEE 134,858,062 76.79 160,163,418 75.00
*  Loans for use outside Hong Kong includes the following loans for use in the PRC. * EERBUIMERMERBEATEREAR
HEMBEFERMER -
2007 2006
% of % of
Gross secured Gross secured
Advances advances Advances advances
BEAERN HERERD
ERuE BO bk ARt
HK$'000 &% F 7t % BN E HK$'000 758 F 7T % ANE
Property development MEERE 1,381,023 9.95 4,915,208 49,61
Property investment MERE 824,008 96.36 14,640,487 90,51
Wholesale and retail trade HERTEX - 0.00 3,977,583 73.58
Manufacturing SUE% 672,629 13.92 6,019,503 38.22
Others Hity 1,869,645 0.00 16,603,585 57.16
4,747,305 21.59 46,156,366 65.88
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RRIERIEE (78)

25.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) ZFEEZH K EMERIE @)

(c) Advances to customers — by industry sectors (continued) () BEEH—RTESEER)
Individually impaired loans and individual and collective impairment allowances PRI SET RS REEED 2 +
in respect of industry sectors which constitute 10% or more of total advances to HU LHEZFR - EERENES - E5
customers are as follows: R RN
The Group £ The Bank $17
2007 2006 2007 2006

HK$'000 ¥ T  HK$'000 AT  HKS'000 B¥FT  HK$'000 BHETFT

(i) Property development () MEER
a.  Individually impaired loans a.  BERRENER 305,029 232,655 181,235 95,058
b.  Individual impairment
allowance b. fERIRERER 90,493 92,249 - 54
¢ Collective impairment
allowance « BEHERE 34,771 29,180 22,914 28,457
d.  Provision charged to
profit and loss d. RERRZENER 47 47,797 47 47,797
e.  Written off e. s - 45,785 - 45,785
(i) Property investment (i) YERE
a.  Individually impaired loans a. BENAENER 23,173 55,307 12,616 37,551
b.  Individual impairment
allowance b. fERIREER 173 170 59 170
¢ Collective impairment
allowance « EENEEE 88,967 94,971 58,977 88,148
d.  Provision charged to
profit and loss d. RERRXHNER 366 3,806 59 3,806
e.  Written off e HisH 318 3,373 - 3,373
(i) Loans for purchase of (i) BEEMEENENER
residential properties
a.  Individually impaired loans a.  EBREFRENER 188,831 254,380 165,805 254,380
b.  Individual impairment
allowance b. {ERIAEEMR 6,184 14,267 6,065 14,267
¢.  Collective impairment
allowance « EENEEE 25,016 33,121 18,132 31,528
d.  Provision charged to
profit and loss d.  REERXHOER 6,965 9,281 6,766 9,220
e.  Written off e. M 6,323 11,563 6,323 11,534
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HRIEREE (78

(d) Advances to customers — by geographical areas d) BEEFER-REHIE
The information concerning the breakdown of the gross amount of advances to BEFERAERERIBREHNDE - BIRE
customers by countries or geographical areas is derived according to the location REHFHMEM - WEBKERERRE
of the counterparties after taking into account any transfer of risk. In general, such o —RiME ' ARERNEEESILIER
transfer of risk takes place if the claims are guaranteed by a party in a country SHEFAREMBBERE — T ER - RZER
which is different from that of the counterparty or if the claims are on an overseas WETHREERITEINIT - MaxIRTT
branch of a bank whose head office is located in another country. MAEI BRI IR R HEF TN - &l
P B R AR —EERERE S —ERK -
The Group £
2007
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BE3EA
EFEX NEME HEERF fERIRE BEHE
“m FEX &% b £
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ik BET T BET T BB ik
Hong Kong B0 123,538,991 296,281 622,504 147,893 264,981
People’s Republic of China HEAREANE 62,517,654 113,790 333,820 86,789 83,517
Other Asian Countries HipmMER 10,339,650 56,330 89,668 27,893 60,438
Others Efy 2,787,605 1251 195805 1074 G 23,855
Total fks) 218,183,900 467,652 1,241,887 263,649 432,791
% of total advances to 1 @F?m%@%’ﬁﬁ’\]
customers BD 0.57%
Market value of security
held against impaired FERAEER
advances to customers ERmmE 3,647,073
The Group £
2006
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BH3{E A
ERER S:0k=3 HERR {ERRE BEHE
e FEXR ¢ £ £
HK$'000 HK$'000 HK$°000 HK$'000 HK$'000
BETT BETT BETT BETT BETT
Hong Kong b 105,270,368 361,260 786,086 171,264 272,508
People’s Republic of China FEARLRNE 35,322,858 57,202 275,942 10,749 81,187
Other Asian Countries Hib B MER 9,090,413 103,149 198,818 70,278 59,639
Others it o ledsades 160 332 ______ B 30540 _
Total pk 166,178,102 523,301 1,294,188 254,014 443,874
% of total advances to E@)E&m BEEH)
customers B 0.78%
Market value of security
held against impaired FEAAEER
advances to customers HERmmE 2,340,517
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RRIERIEE (78)

25.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued)

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

EFERRHEMERE @)
) BEFEH-ZEHS B

The Bank $17
2007
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
B3 A
EFEX R EHE HEEF ERIRE BERHE
am FEX E&X £ £
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT T BRI BT BT T BT T
Hong Kong £ 104,081,610 205,721 442,514 49,628 236,955
People’s Republic of China HE ARAAE 8,521,325 2,069 188,739 1,427 23,205
Other Asian Countries HibmMER 9,510,687 56,079 89,417 27,893 59,512
Others Htty 12744440 156 176804 - 12323
Total o] 134,858,062 264,025 897,474 78,948 331,995
% of total advances to ERFERGER
customers Bt 0.67%
Market value of security
held against impaired HREAAEER
advances to customers HRAmE 2,281,988
The Bank 1T
2006
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BE3(EA
REER PAERYR REEF ERRE BERE
R FER - P i
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BT BT BETT BETT
Hong Kong b 104,955,072 361,260 648,489 79,069 272,230
People’s Republic of China LEYNES S5 35,316,294 57,202 275,942 10,749 81,187
Other Asian Countries HhZMER 9,090,413 103,149 198,818 70,278 59,639
Others s ____logOueB9 509 ___ 5009 _____ 1860
Total FEES] 160,163,418 522,120 1,128,258 160,096 431,676
% of total advances to EEFERBER
customers BO 0.70%
Market value of security
held against impaired FEMAEER
advances to customers HHRME 2,309,813
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Impaired loans and advances are individually assessed loans with objective evidence BB B TR M B H 3R % B (B 8 4% T ZE (E B
of impairment on an individual basis. The above information by countries or AENER - A FERERKEHSENE
geographical areas are derived according to the location of the counterparties after # o RIBER 5 HF ORI B B R ER
taking into account any transfer of risk. EpRE & -
There were no impaired advances to banks and other financial institutions as at 72007412 A31H k2006512 A31H - iR
31st December, 2007 and 31st December, 2006, nor were there any individual TREM S REENERRTIREERK
impairment allowances made for them on these two dates. TMER ZEE IR B ERIREEMS -

(e) Advances to customers — Net investment in finance leases (e) BEFEXN—MEHENFRERE
Advances to customers include net investment in equipment leased under finance BEFERBEUREHER N E L BRME -
leases. The total minimum lease payments receivable under finance leases and their REMEESERNZEEENREE &
present values at the year end are as follows: HREWT -

The Group and The Bank EB K $R1T

2007 2006
Present Interest Present Interest
value of income Total value of income Total
the minimum relating minimum  the minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments

RIEAE REBRR REEE REAE EEE RERE
ARRE FSWA NHAR HHRE MEKA e
HK$'000 HKS$'000 HK$'000 HK$'000 HK$'000 HK$'000
BRI BETT BETT BT BT BB

Amounts receivable: JEIRRSN :
Within one year 1EAR 1,086,905 202,657 1,289,562 981,767 222,438 1,204,205
After one year but

within five years 1ELMEESER 1,433,710 400,942 1,834,652 1,281,289 494,641 1,775,930
After five years SELAE 1,900,091 631,882 2,531,973 1,920,007 848,158 2,768,165

4,420,706 1,235,481 5,656,187 4,183,063 1,565,237 5,748,300

Less: Individual impairment

allowances " ERREER (3,591) (3,867)

Net investment in

finance leases BEREMFREE 4417115 4,179,196
The net investment in finance leases is carried on the balance sheet as a receivable. MERENFREEERIERKERST ARE
No accrual is made for the interest income relating to future periods. BEX - BWEERRERNFEWA -
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RRIERIEE (78)

26.AVAILABLE-FOR-SALE FINANCIAL ASSETS Tt HESREE

The Group £ The Bank 17
2007 2006 2007 2006
HK$'000 B¥ Tt HK$'000 A% T HK$'000 B¥TFr  HK$'000 BT
Treasury bills (including Exchange BEER
Fund Bills) (BENEESFIR) 2,868,626 4,221,416 2,837,560 4,190,581
Certificates of deposit held RHERNENRE 807,061 943,306 765,536 934,346
Debt securities ERES 6,797,749 3,274,524 5,682,244 2,711,545
Equity securities RingEH 1,601,851 3,398,552 1,248,204 2,231,997
Investment funds KBRS 142,208 164,399 74,480 33,066
12,217,495 12,002,197 10,608,024 10,101,535
Issued by: BITHRR -
Central governments and
central banks R R F AR RERTT 2,914,152 4344171 2,857,703 4,280,311
Public sector entities NERE 2,336,964 220,749 2,297,332 163,881
Banks and other financial
institutions PITREM S RIS 4,076,627 5,058,286 3,616,244 3,944,250
Corporate entities TREE 2,586,100 2,214,163 1,601,267 1,680,027
Other entities HiER 303,652 164,828 235,478 33,066
12,217,495 12,002,197 10,608,024 10,101,535
Analysed by place of listing: BREmiRA
Listed in Hong Kong ERBLET 1,024,760 2,771,512 760,222 1,556,460
Listed outside Hong Kong EBRBAINIE £ 2,548,630 1,949,661 1,618,961 1,462,927
3,573,390 4,721,173 2,379,183 3,019,387
Unlisted L 8,644,105 7,281,024 8,228,841 7,082,148
12,217,495 12,002,197 10,608,024 10,101,535
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27.HELD-TO-MATURITY INVESTMENTS & ZZHIRE

The Group £
2007 2006
HK$'000 % T  HK$'000 AT

The Bank 17
2007 2006

HK$'000 ¥ T HKS$'000 B T7T

Treasury bills (including Exchange BEEHR
Fund Bills) (BEINEESTIR) 66,793 84,044 66,793 38,069
Certificates of deposit held FENEIE 1,625,065 1,614,028 701,688 867,558
Debt securities Rz 9,111,158 8551287 8046384 7,429,249
10,803,016 10,249,359 8,814,865 8,334,876
Less: Impairment allowances weoRERE (4197) - @19%7) -
____Jo761049 _ __ 10249359 __ 87712898 ___ __ 8,334,876 _
Issued by: BITHES
Central governments and
central banks R RIRTT 5,411,301 5,417,161 5,407,422 5,351,748
Public sector entities NEWE 664,054 746,137 544,159 625,158
Banks and other financial
institutions BT RE M S RHE 3,507,330 2,881,767 2,050,808 1,587,625
Corporate entities hxEE 1178364 1204294 ] 70500 770,345
10,761,049 10,249,359 8,772,898 8,334,876
Analysed by place of listing: BREmEA
Listed in Hong Kong EEB LM 193,792 80,663 174,123 52,819
Listed outside Hong Kong wREMMOELH 2129581 1773409 1695566 1312375
2,323,373 1,854,072 1,869,689 1,365,194
Unlisted ¥fw 8437676 8395287 | 6903209 6,969,682
10,761,049 10,249,359 8,772,898 8,334,876
Market value: mE:
Listed securities EmER 2,330,403 1,847,348 1,881,528 1,365,449
Unlisted securities ¥rmEs 8462504 8269760 | 6914067 6,830,620
10,792,907 10,117,108 8,795,595 8,196,069
Movement of impairment allowances BEERNEE
The Group £8 The Bank $1T
2007 2006 2007 2006

HK$'000 ¥ Tt HK$'000 BT T

HKS$'000 ¥ Tt HK$'000 BET T

At 1st January ®1A1R - 30,887 - 30,887
Charge for/(Write back) to ERRRA

profit and loss X8, (E5) 41,967 (12,972) 41,967 (12,972)
Write off WisH - (20,178) - (20,178)
Exchange adjustments ExdEE - 223 - I 2,263
At 31st December M12A318 41,967 - 41,967 -
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RRIERIEE (78)

28.INVESTMENTS IN SUBSIDIARIES [fiBATKRE

The Bank $£1T
2007 2006
HKS$'000 &¥T T HK$'000 BT T

Unlisted shares, at cost ks (RE) 10,774,187 2,962,553
Less: impairment allowances B OREZEE (169,850) (169,850)
10,604,337 2,792,703
The following list contains only the particulars of subsidiaries which principally NTHREABDEHARENES  BERE
affected the results, assets or liabilities of the Group. The class of shares held is BEEERVENNBRR - hEROBER
ordinary. B
Details of these companies are as follows: UEERANFBENT :
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
AERAT EME
DNEAERB LA % HE it B ERITRARKRA Frib gz FribiER  ERME
Bank of East Asia (Trustees) Hong Kong HK$ 7% 150,000,000 100% Trustee
Limited BB EREARTS

RERITUSFE)ERAF

BEA Life Limited Hong Kong HK$7#%500,000,0007T 100% Life Insurance

REASRBRAERAT B AE

BEA Pacific Asia Limited Hong Kong US$13,000,000% 7T 100% Investment holding

Bt REER

BEA Pacific Holding Bermuda HK$75#1,248,000,0007C 100% Investment holding
Company Limited BRE REER

BEA Pacific (Vanuatu) Vanuatu US$100,000% 7T 100% Holding of a single
Limited R R E outstanding deposit

FH —RERFER

Blue Cross (Asia—Pacific) Hong Kong HK$7&#300,000,0007T 100% Insurance
Insurance Limited Bt IR

E+F(BR)RBRERAA

BEA Union Investment Hong Kong HK$7%10,000,0007T 51% Asset management
Management Limited B BEERE
(formerly East Asia
Asset Management
Company Limited)
R EREEEFRAR
(ARG EEEEFRAF)
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Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARAT AEE
DR BB R % & 3 it B ERTRARKRE PRk Rz bRz RBME
East Asia Corporate BVI US$250,000% 7T 75.6% Registered agent and
Services (BVI) Limited RERERHS trustee services
FEMHMCIE R S REARTES
East Asia Financial Services BVI US$24,096,000% 7T 100% Investment holding
(BVI) Ltd. REBREIES REER
East Asia Futures Limited ~ Hong Kong HK$&#7,000,0007T 100% Futures and
REHERERAT B options trading
HELHEEE
* East Asia Holding US.A. US$5%ETT 100% Bank holding company
Company, Inc. E3E RITIERR A A
East Asia Indonesian Seychelles US$100,000%T 100% Investment holding
Holdings Limited EER REER
East Asia Investment Hong Kong HK$#%100,000,0007T 100% Securities trading
Holdings Limited BE BHEE
REREZERER DA
East Asia Investments BVI HK$ %% 186,038,725 100% Investment holding
Holdings (BVI) Ltd. EBRLES AR
* East Asia Properties U.S.A. US$5%T 100% Property holding
(US), Inc. e LIESSYE]
East Asia Secretaries BVI HK$7#%300,000,0007T 75.6% Investment holding
(BVI) Limited EBERES REER
East Asia Securities Hong Kong HK$%&#25,000,0007T 100% Securities broking
Company Limited B BHEE
REBEFERAR
East Asia Strategic BVI US$50,000,000% 7T 100% Investment holding
Holdings Limited EBELES REER
Flowery World Corporation BVI US$13E7T 75.6% Holding company
RBRLES AT
The Bank of East Asia Canada C$/n*38,000,0007T 100% Banking services
(Canada) nEXR SRATARTS
INERRIERTT
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RRIERIEE (78)

28.INVESTMENTS IN SUBSIDIARIES (continued) FIE QA TRE @)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
AERAT AEH
DR BB EEA % S it B ERTRARKRA FiihREs FribfEs  ¥EBHE
The Bank of East Asia PRC CNY$ AR#58,000,000,0007t  100% Banking and related
(China) Limited P ARAFE financial services
(Note 1) RITRB BN SRR
REpRTT(RED AR DA
(H7E1)
* The Bank of East Asia U.S.A. US$4,500% 7T 100% Banking
(U.S.A)) N.A. 3 iR1T
* ZBRIERIT
Tricor Consultancy PRC US$1,500,000% 7T 75.6% Business consultancy
(Beijing) Limited hE AR [
(Note 1)
R P fEFAGLR)
BRAR(H771)
Tricor Holdings Limited BVI US$7,001%7 75.6% Investment holding
EERLHS REER
Tricor Holdings Pte. Ltd. Singapore S$ETINE K2 7T 75.6% Investment holding
£ 1B REER
Tricor Investor Services Hong Kong HK$ B #27T 75.6% Investor services
Limited B REE RIS
EEBFELARDA
Tricor Services Limited Hong Kong HK$E¥E27T 75.6% Business, corporate and
BEEXEBARADR B investor services
75 - bERREERS
Tricor Singapore Pte. Ltd.  Singapore S$ETINEKE1TT 75.6% Business management
N and consultancy
services, and
employment agency
P75 B IR KK s AR ESS
KRR R
Vitaway (Mauritius) Limited Mauritius US$13=7T 75.6% Regional treasurer
EEEAT & 7] E
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Notes on the Accounts (continued)

FRIBN AT (.

Notes: B
1. Represents a wholly foreign owned enterprise. 1. HE—2EBEENERE-

2. BVIdenotes the British Virgin Islands and PRC denotes the People’s Republic of China.

3. In April 2007, The Bank of East Asia (China) Limited, the Bank’s wholly owned subsidiary 3. BRREBELES—MOEERATTIN  RETR
incorporated in Mainland, was established to take over all assets and liabilities of the 2007F4 A EBARK S 2 & A K B A R
Bank'’s mainland branches except those retained in a booking branch in Shanghai. BIT(PER)BRAR - EBARRITERA

AT HEEREME -
*  Companies not audited by KPMG. The accounts of the subsidiaries not audited by * FAHEFRE I EBATERAI A A]
KPMG reflect total net assets and total income constituting approximately 1.7% and FEE 5 2 5T AT F 5 AT RS2 i T 2
1.5% respectively of the related consolidated totals. RIARIR .2 BEAARE R WA AT 5 S5 HE

Bt B 4B 1.7 %K 1.5% °

29.INVESTMENTS IN ASSOCIATES B4 ATRIRE

The Group £ The Bank 1T
2007 2006 2007 2006
HK$'000 B¥ T HK$'000 BEFr  HK$'000 BT  HK$'000 BETFL

Listed shares, at cost FHRA (R1E) - - 1,725,234 -
Unlisted shares, at cost FE R (RE) - - 332,749 358,851
Share of net assets ElFEE 2,607,126 1,076,731 - -
Goodwill G 227,246 69 - -
2,834,372 1,076,800 2,057,983 358,851
Less: impairment allowances B R EAEE (41,302) (62) (93,438) (118,961)
2,793,070 1,076,738 1,964,545 239,890
Loans to associates amounting to HK$101,972,000 (2006: HK$121,155,000) are B & A A) B 5K B ¥ 101,972,000 7T (2006
included under advances to customers. F : #¥121,15500070 ) EREERFE
e
Share of associates’ taxation for the year amounted to HK$21,608,000 (2006: FEANEGEHE A RBIEAB21,608000
HK$43,570,000) 7t (2006%F : ##43,570,0007T)
The following list contains only the particulars of associates which principally NTHEABEAASENREENEERS
affected the results or assets of the Group: TENBERT
Place of % of ordinary shares &
incorporation held by Nature of
Name of company and operation The Bank The Group business
DR BB R R S i B AEBATFLRER AEMFTLER E3 3k
Listed £
Affin Holdings Berhad Malaysia 20.39% Investment holding
SRATE REER
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Notes on the Accounts (continued)

RRIERIEE (78)

29.INVESTMENTS IN ASSOCIATES (continued) E& ATRE (@)

Place of % of ordinary shares &
incorporation held by Nature of
Name of company and operation The Bank The Group business
IR FE % i S it B AERAT PTG RERR A EE PTG E3 2k
Unlisted 3£
Mercedes-Benz Financial Services Hong Kong 20% Financing, leasing and
Hong Kong Limited (formerly B insurance services
DaimlerChrysler Financial M HERREIRT

Services China Limited)
GEEH — R R EBER AR
(RITEZS AR R AR A A])

Mercedes-Benz Financial Services Republic of Korea 20% Financial services
Korea Limited (formerly L SRR

DaimlerChrysler Financial
Services Korea Limited)
Mercedes-Benz Financial Services
Korea Limited (377
DaimlerChrysler Financial
Services Korea Limited)

East Asia GE Commercial Finance ~ Hong Kong 50% Factoring
Limited B )
REmAEmARAT
ICEA Finance Holdings Limited BVI 25% Investment holding
ITEREEMZERERAR KBRLES REER
Platinum Holdings Company Cayman Islands 30% Investment holding
Limited RS REER
PT. Bank Resona Perdania Indonesia 30% Banking and related
ENfe financial services
R1TRA BB ARES
Sunfire Enterprises Limited BVI 20% Property development
RELEERAT KBRS MHEER
TCL Finance Co., Ltd. PRC 20% Financial services and
TCLEEMBER AR HEARAME cash management
DRURS MR EIE
Trans-Ocean Insurance Company,  Hong Kong 48.7% Insurance
Limited BB R
EARBAERAR
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Notes on the Accounts (continued)

FRIBN AT (.

Summary financial information on associates BN RN BEEREE
Assets Liabilities Equity Revenues Profit
BE =1 RRER KA A
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT T BT T BETT BT T BT T
2007
100 per cent BHZ—A 105,537,038 92,272,635 13,264,403 1,098,448 355,973
Group's effective interest AEENEER 22,248,206 19,641,080 2,607,126 295,427 91,653
2006
100 per cent BAZ—H 15,438,203 12,179,373 3,258,830 1,354,722 621,178
Group's effective interest AEENEER 4,190,955 3,114,224 1,076,731 359,415 182,574
30.GOODWILL AND INTANGIBLE ASSETS BEREFEE

BELEVEERRARGAHELNEE
EBABEVAE -BABVEERERLOF
K WIREAFHEER A 105F 5 -

Goodwill and intangible assets includes goodwill arising on business combinations
and acquired intangible assets. Acquired intangible assets comprise core deposits
which are amortised over their estimated economic useful life of ten years.

The Group &8 The Bank 17
2007 2006 2007 2006
HKS'000 B¥TF7  HK$'000 BHTT HK$'000 BT  HK$'000 BETFT
Goodwill Bl 2,656,719 2,592,330 1,460,292 1,460,292
Acquired intangible assets BARTEE 11,383 12,986 - -
2,668,102 2,605,316 1,460,292 1,460,292

(a) Goodwill (a) W&

The Group %8 The Bank $17
2007 2006 2007 2006
HK$'000 B%TF T HK$'000 AT HK$'000 BHFT  HK$'000 AT
At 1st January M1A1R 2,592,330 2,494,950 1,460,292 1,460,292

Additions through acquisition of
subsidiaries BYBERERRINEE 39,785 95,251 - -
Impairment loss RERK - (23,698) - -
Exchange adjustments BEH A% 24,604 25,827 - -
At 31st December M12A318 2,656,719 2,592,330 1,460,292 1,460,292
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Notes on the Accounts (continued)

RRIERIEE (78)

30.GOODWILL AND INTANGIBLE ASSETS (continued) BERELEE @)

(a) Goodwill (continued) (a) BE(H)
Impairment tests for cash-generating units containing goodwill BERENReEESM I RERR
Goodwill is allocated to the Group's cash-generating units (CGU) identified AEBREBHBOEEETAIHAINES
according to business segment as follows: EEBAMNT

2007 2006
HK$'000 &% T HK$'000 B F7T

Personal Financial Services 1B A & B AR TS 849,637 849,637
Corporate Banking BEIRTT 453,007 453,007
Investment Banking REIRIT 157,648 157,648
Corporate Services 1B ARTS 1,027,155 962,867
Others Hith 169,272 169,171
2,656,719 2,592,330
The recoverable amount of the CGU is determined based on value-in-use ReEEENHNRKERAREEREE
calculations. These calculations use cash flow projections based on financial FHE - S EFERRERE D RENSEITS
budgets approved by management covering a five-year period. Cash flows beyond TEEMBE TG - BBESFHEAMNR SR
the five-year period are extrapolated using the estimated rates stated below. The BT B il 5T R SR EHEET o SR ET AR
growth rate does not exceed the long-term average growth rate for the business in ZREEEBUMKEEBNRBTHER
which the CGU operates. b
The pre-tax discount rate used for value-in-use calculations is 10.88% (2006: ARt EEREENRBATHTHRAR10.88%
11.74%) and the long-term growth rate is 5% (2006: 5%). (2006: 11.74%) K & Hi 1 & & 5 5%(2006:
5%) °
Management determined the budgeted net profit based on past performance and ERERBBEREATSERIINRAEEER
its expectation for market development. The weighted average growth rates used A o INRET SRR EITRRENTRAZ
are consistent with the forecasts included in industry reports. —E e

162 The Bank of East Asia, Limited Annual Report 2007




Notes on the Accounts (continued)

FRIBN AT (.

(b) Intangible assets (Other than goodwill) (b) EFEE (BB
Intangible assets include acquired core deposits. Intangible assets are stated at cost BEEEREBAROER - BFAER
less accumulated amortisation and impairment loss (Note 2(k)(iv)). B RBR RETHT & OB E 1B K 51 BR (B =
2(k)(iv)) ©
Amortisation of intangible assets with finite useful lives is charged to the profit IR E 7] A B B T & A i EL A Et AT A EA LA
and loss account on a diminishing basis over the assets’ estimated useful lives. The ERVENBSRAE S o LU T ARE R AH
following intangible assets with finite useful lives are amortised from the date they B AR 2 & E ER AT R R BB ER A T A (AT
are available to use and their estimated useful lives are as follows: FAERESH -
Acquired core deposits 10 years BAROIFRB105F
Both the period and method of amortisation are reviewed annually. TEARAT E AR R o
The Group £ The Bank 17
2007 2006 2007 2006

HK$'000 % Tt HK$'000 AT  HK$'000 B%¥TFx  HK$000 BETT

Cost BA
At 1st January ®1A18 15,219 - - -
Additions through acquisition of EEREAR

subsidiaries HEE - 15,219 - -
Formation of a new subsidiary B —FER B AR 849 - - -
Exchange adjustments R A 45 - - -
At 31st December M2A31R 16,113 15,219 - -
Accumulated amortisation and 2 AHERAE

impairment losses B
At 1st January R1A1E (2,233) - - -
Amortisation charge for the year FERNEH

(Note 10) (Hrzt10) (2,490) (2,231) - -
Exchange adjustments 5 A% () 2) - -
At 31st December ®12A318 (4,730) (2,233) - -
Carrying amount at 31st December R2A31BEREE 11,383 12,986 - -
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Notes on the Accounts (continued)

RRIERIEE (78)

31.FIXED ASSETS EE&E

164

2007
The Group £8
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
B £
REM* it R Nt g
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BET T BET T BET T BB
Cost or valuation ARkt
At 1st January, 2007 #2007F1A1H 1,288,541 4,230,569 2,255,097 6,485,666 1,774,207
Additions ®E 182 442,043 482,134 924,177 924,359
Additions through acquisition EEREE - - 1,287 1,287 1,287
Revaluation surplus BhAHK 292,998 - - - 292,998
Revaluation of bank premises
transferred to investment T EREA
properties REME - 20,860 - 20,860 20,860
Transfer from bank premises BITHEARE
to investment properties IES 142,581 (142,581) - (142,581) -
Disposals HE - (13,413) (47,999) (61,412) (61,412)
Exchange adjustments ExaE 186 | 7411 20369 | 91,780 | ¢ 93,636
At 31t December, 2007 Boo7E128318 1726158 | 4608889 2710888 | 7 71319777 | 9,045,935
Accumulated depreciation
and amortisation ZEHTE R
At 1st January, 2007 20071418 - 683,568 1,341,034 2,024,602 2,024,602
Additions through acquisition EEREE - - 717 717 717
Charge for the year FEAXH
(Note 10) (Hrat10) - 68,286 257,979 326,265 326,265
Revaluation of bank premises
transferred to investment BEIEARTEUN
properties REMS - (14,809) - (14,809) (14,809)
Impairment loss EAEE=PS - (132,530) - (132,530) (132,530)
Written back on disposals HER - (6,983) (40,206) (47,189) (47,189)
Exchange adjustments ExsE - L 19460 13006 | 32466 | 3 32,466
At 31t December, 2007 Woo7E12B3IR - | etesm2 1572530 | 218952 | 2,189,522
Net book value at REFE
31st December, 2007 #2007 12A31H 1,726,158 3,991,897 1,138,358 5,130,255 6,856,413
The gross amounts of it EEREE
the above assets are stated: FIRET :
At cost HEN - 3,774,540 2,710,888 6,485,428 6,485,428
At Directors' valuation HEZLE
- 1989 —1989F - 834,349 - 834,349 834,349
At professional valuation REERE
- 2007 -007% 1726158 | - - - - ] 1,726,158
1,726,158 4,608,889 2,710,888 1,319,777 9,045,935
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Notes on the Accounts (continued)

FRIBN AT (.

2007
The Bank 817
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
B £
REME ik Rt Nt Eot ]
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
AT T BETT BT BETT BT T
Cost or valuation Ak
At 1st January, 2007 #2007F1A1H 1,316,755 3,976,454 1,937,162 5,913,616 7,230,371
Additions ®E 182 228,095 205,718 433,813 433,995
Revaluation surplus Bt A% 326,384 - - - 326,384
Revaluation loss on bank

premises T ERhEE - (2,670) - (2,670) (2,670)
Revaluation of bank premises

transferred to investment TIERmEA

properties REME - 20,860 - 20,860 20,860
Transfer to The Bank of Fast Asia 8 AR 258 {7(E)

(China) Ltd. BRAF (10,555) (835,824) (258,853) (1,094,677) (1,105,232)
Transfer from bank premises RITIEARE

to investment properties VIES 196,804 (196,804) - (196,804) -
Disposals HE - (91) (29,547) (29,638) (29,638)
Exchange adjustments EiswE R 1523 3367 | ¢ 4890 | 4,890
At 315t December, 2007 W007F12A31R 1829570 | 3191583 1857847 | 5049390 | 6,878,960 _

Accumulated depreciation
and amortisation ZEMEREH
At 1st January, 2007 200741818 - 600,473 1,154,783 1,755,256 1,755,256
Charge for the year FEAXHE - 50,050 183,899 233,949 233,949
Revaluation of bank premises

transferred to investment TrEmEA

properties REME - (14,809) - (14,809) (14,809)
Transfer to The Bank of East Asia B AR :HFT(HE)

(China) Ltd. BRAF - (200,192) (147,495) (347,687) (347,687)
Impairment loss VEHIEEES - (132,530) - (132,530) (132,530)
Written back on disposals AR ol - - (26,131) (26,131) (26,131)
Exchange adjustments EismE - | & 212 | 3619 | 3,619
At 315t December, 2007 Woo7E12A31R - | 30389 1167828 | 1471667 | 1,471,667 _

Net book value at HREFE
31st December, 2007 #2007F12A31H 1,829,570 2,887,704 690,019 3,577,723 5,407,293
The gross amounts of FEENEE
the above assets are stated: FIRIOT
At cost RAA - 2,357,194 1,857,847 4,215,041 4,215,041
At Directors' valuation REE(LE

- 1989 —1989F - 834,349 - 834,349 834,349
At professional valuation REE(LE

- 2007 -2000% 1829570 | . - - - | 1,829,570

1,829,570 3,191,543 1,857,847 5,049,390 6,878,960
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RRIERIEE (78)

31.FIXED ASSETS (continued) BEEEE (@)

2006
The Group %8
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
eSS
RENMF 13k P& et g
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BB BT BETT
Cost or valuation ARkt
At 1st January, 2006 200651 A1H 950,586 4,304,481 1,999,250 6,303,731 7,254,317
Additions ®E - 133,493 377,874 511,367 511,367
Additions through acquisition BEREE - - 6,071 6,071 6,071
Revaluation surplus SRR 137,777 - - - 137,777
Revaluation of bank premises
transferred to investment TIEERmEA
properties REME - 35,054 - 35,054 35,054
Transfer from bank premises BITHEARE
to investment properties IES 231,068 (231,068) - (231,068) -
Disposals HE (39,400) (13,977) (139,610) (153,587) (192,987)
Exchange adjustments ExaE 8510 | 2 2586  m512 | 14098 | 3 22,608
At 31t December, 2006 #2006 12A31R 1288541 | 4230569 2055097 | ¢ 6485666 | 7,774,207 _
Accumulated depreciation
and amortisation ZEEREH
At 1st January, 2006 720061 A1H - 671,201 1,227,217 1,898,418 1,898,418
Additions through acquisition mEREE - - 3,698 3,698 3,698
Charge for the year FEAZH
(Note 10) (Hizt10) - 78,709 220,365 299,074 299,074
Revaluation of bank premises
transferred to investment BEIERTEUN
properties BEME - (34,390) = (34,390) (34,390)
Impairment loss EAEE=PS - (27,681) - (27,681) (27,681)
Written back on disposals HER L - (5,403) (119,345) (124,748) (124,748)
Exchange adjustments ExeE =_JL___1 113 909 | 10231 | 10231
At 31st December, 2006 WoosF12A31R - | 83568 1341034 | 204602 | 2,024,602
Net book value at REFE
31st December, 2006 R2006F12A31H 1,288,541 3,547,001 914,063 4,461,064 5,749,605
The gross amounts of it EREE
the above assets are stated: FIREAT
At cost HEN - 3,389,480 2,255,097 5,644,577 5,644,577
At Directors' valuation HEZLE
- 1989 —1989F = 841,089 - 841,089 841,089
At professional valuation REERE
- 2006 -20068 188541 | - - - | 1,288541
1,288,541 4,230,569 2,255,097 6,485,666 7,774,207
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Notes on the Accounts (continued)
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2006
The Bank $R1T
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
i e
REME 13k B et o
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BB BETT BETT
Cost or valuation Ak
At 1st January, 2006 #2006F1A1H 979,680 4,061,867 1,735,978 5,797,845 6,777,525
Additions EE - 133,032 302,152 435,184 435,184
Revaluation surplus Bt A% 134,707 = = = 134,707
Revaluation of bank premises
transferred to investment TrEmEA
properties REME - 35,054 - 35,054 35,054
Transfer from bank premises BTHEARE
to investment properties IS 241,768 (241,768) - (241,768) -
Disposals i (39,400) (13,976) (110,903) (124,879) (164,279)
Exchange adjustments ExaEE e 2245 9935 | 12180 | 12,180
At 31st December, 2006 #006F128318 1316755 | 3976454 1937162 | ¢ 5913616 | 7230371
Accumulated depreciation
and amortisation ZEHEREH
At 1st January, 2006 #2006F1A1H - 593,225 1,062,702 1,655,927 1,655,927
Charge for the year FENZH - 73,686 180,333 254,019 254,019
Revaluation of bank premises
transferred to investment TIERmEA
properties REME - (34,390) - (34,390) (34,390)
Impairment loss VAL TS = (27,681) = (27,681) (27,681)
Written back on disposals M E R - (5,402) (96,580) (101,982) (101,982)
Exchange adjustments EiswE = b 1035 8328 | ¢ 9363 | 9,363
At 31st December, 2006 W00sE12ANR - | e00473 1154783 | 175525 | 1,755,256
Net book value at BREFE
31st December, 2006 #2006 12A31H 1,316,755 3,375,981 782,379 4,158,360 5,475,115
The gross amounts of FEENEE
the above assets are stated: FIRAT :
At cost B - 3,135,365 1,937,162 5,072,527 5,072,527
At Directors' valuation REE(LE
- 1989 —1989F - 841,089 - 841,089 841,089
At professional valuation REE(LE
- 2006 -2006% 1316755 | - - -] 1,316,755
1,316,755 3,976,454 1,937,162 5,913,616 7,230,371
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RRIERIEE (78)

31.FIXED ASSETS (continued) BEEEE (@)

The net book value of bank premises and investment properties comprises: 1THE RAZRE VR BREDFE B 4E:
The Group £
2007 2006
Investment Investment
Properties Bank Premises Properties Bank Premises
REME it REME 1k
HKS'000 B%TFT  HKS'000 BT  HK$'000 BEFT  HK$'000 BEFT
Freeholds KAKKE
Held outside Hong Kong EEBUIMNE 113,679 407,812 108,686 163,688
Leaseholds Gicl iy
Held in Hong Kong ERB
On long lease (over 50 years) REAL (S0 LA E) 1,247,520 1,477,167 879,700 1,455,520
On medium-term lease
(10 - 50 years) B IR (10E50%) 352,300 1,386,905 289,600 1,402,823
Held outside Hong Kong TEBBUIMLE
On long lease (over 50 years) REAA) (505 L) - 175,017 - 176,954
On medium-term lease
(10 - 50 years) HEIFRA(102505) 12,659 544,996 10,555 348,016
1,726,158 3,991,897 1,288,541 3,547,001
The Bank 1T
2007 2006
Investment Investment
Properties Bank Premises Properties Bank Premises
REME it REME Tt
HK$'000 BT  HK$'000 BT HK$'000 BEF  HK$'000 BETFT
Freeholds KASRE
Held outside Hong Kong TEEBUIME - 152,832 - 79,895
Leaseholds &
Held in Hong Kong EEE
On long lease (over 50 years) REAA) (S0 L) 1,315,100 1,420,764 879,700 1,455,520
On medium-term lease
(10 - 50 years) FEIFRA(102509) 514,470 1,301,618 426,500 1,315,596
Held outside Hong Kong EBEBUIMNE
On long lease (over 50 years) REBA(0FLAL) - 11,355 - 176,954
On medium-term lease
(10 - 50 years) IR 41 (10250%) - 1,135 10,555 348,016

1,829,570 2,887,704 1,316,755 3,375,981
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Notes on the Accounts (continued)

FRIBN AT (.

The carrying amount of the bank premises of the Group and the Bank would have
been HK$2,937,224,000 (2006: HK$2,531,195,000) and HK$2,776,576,000
(2006: HK$2,376,387,000) 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$1,599,820,000 as at 31st December, 2007 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,
2007 and it was performed on an open market value basis.

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

Rental income receivable from investment properties held for use under operating
leases amounted to HK$72,640,000 in 2007 (2006: HK$53,553,000). There was
no contingent rental recognised during the year 2007 (2006: 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:

BRAEE RIBITUARANR R ITEANR
1THE B9 AR DB #§ 9 Bl A 75 ¥ 2,937,224,000
7t ( 2006 £ : & ¥ 2,531,195,000 7T ) &
7 M 2,776,576,000 7T ( 2006 F : B #&
2,376,387,0007T) °

BEWERIRB L HERMGEE © 12007 4F
12A318 ' AAREVENHEABYE
1,599,820,0007T ° 5 &1 B8 8 3 1 (B RD —
B AEMmE—KTagES  HESAEEH
AEMEee - EFEYHAGBEYENE
REBR B RS - MERUARMSER
AEMR - WEFFA2007%12 8318 ZEA
pq °

SEARLHEVABLREYNE - HEF
HAETHI1F2105F  HHMERIBENE
HiERER - MARNLTRENEH

RER  MELHSRAHENEENES
JE U R & 78 72,640,000 7T (2006 4F : 8
#53,553,0007T ) ° 2007 F FE ARG HER
AL (20065 : £) °

AT RS G S EF RN TTIE RIREY
AR R REEKRAE [ REREAT

The Group £ The Bank 17
2007 2006 2007 2006
HK$'000 B%F T HK$'000 A¥Fr  HKS'000 BT  HK$'000 BHETFT
Within one year 1R 62,318 55,549 56,140 54,143
After one year but within five years 1ELAMRZESER 70,494 59,021 35,614 50,605
After five years SR - 1,081 - -
132,812 115,651 91,754 104,748
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Notes on the Accounts (continued)

RRIERIEE (78)

32.AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES [t /& A 3] X 2 % X M B A\ Bl 2k 18

During the year, the Bank entered into transactions with certain subsidiaries in the REER - AETEETHEARBEED
ordinary course of its banking business. Details of the amounts due from and due RIS o [WEBARIKRRAME QT RIE
to subsidiaries are as follows: I ¢

(a) Amounts Due from Subsidiaries (a) MIEED AR

The Bank $B1T
2007 2006
HKS$'000 &¥ Tt HK$'000 BT T

Financial institutions RIS 16,316,298 8,938
Others Eh 1,647,871 1,925,557
17,964,169 1,934,495

(b) Amounts Due to Subsidiaries (b) RHiE A RFRIE

The Bank $£1T
2007 2006
HKS$'000 B¥ Tt HK$'000 BT T

Financial institutions & RIS 53,464 228,040
Others Hph 1,580,833 1,447,603
1,634,297 1,675,643
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Notes on the Accounts (continued)

FRIBN AT (.

33.INCOME TAX IN THE BALANCE SHEET EES@BRAMNFEH

(a) Current Taxation in the Balance Sheet Represents: (a) EEEB/RANAKEHIES
The Group £ The Bank $1T
2007 2006 2007 2006

HK$'000 ¥ T  HK$'000 AT  HKS'000 B¥F  HK$'000 BT

Provision for Hong Kong Profits Tax ~ AFEEEFGHEE

for the year (Note 13(a)) GEIED)) 265,175 508,542 152,613 443,087
Provisional Profits Tax paid EAEHFIEH (188,958) (299,011) (133,642) (254,605)
76,217 209,531 18,971 188,482
Balance of Profits Tax provision DA FEREE
relating to prior years LR 14,522 17,478 10,442 5,000
Overseas taxation TEINIE 138,111 107,088 51,458 102,341
228,850 334,097 80,871 295,823
(b) Deferred Tax Assets and Liabilities Recognised (b) EEREEEREBER
The components of deferred tax (assets) / liabilities recognised in the consolidated ERARGEEEABRRTECHE(EE)
balance sheet and the movements during the year are as follows: BENERBD RFRZEEIT
The Group 58
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets securities losses Others Total
RRERNE EREEN AHEE
BERERA : WIFERBE  MEER  REB%X  BHEM it At ]

HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$000 HK$'000
BR®Tn BT B%Tn  B¥Tn  B¥Tx  B%Tn A¥Tx

At 1st January, 2007 #2007E1A18 271,331 210,910 (17,813) 109,777 (23,503) 2,247 558,949
Write off against investment RAMHE - - - - - (120886)  (120,886)
Charged/(credited) to profit and loss RABEERNTE/

account (Note 13(a) (FA)(BHE13(a) 44,669 57,117 76,305 - (35,288) 232,065 374,868
Credited to reserves (Note 38(c) FARER(FE3S0

and () R(h) - 5,998 - (16,485) - - (10,487)
Additions through acquisition of

subsidiary EAMBARMEE n - - - - - b))
Exchange and other adjustments RS E i) (429) - (324) - (463) 437 (179)
At 31st December, 2007 20074124318 321,593 274,025 58,168 93,292 (59,254) 113,863 801,687
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Notes on the Accounts (continued)

RRIERIEE (78)

33.INCOME TAX IN THE BALANCE SHEET (continued) EESERAMNFTEH @

The Group &
Depreciation
allowances Impairment  Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities |osses Others Total
BAAETE SREEN AL eE
BEFIERA - finESHE MESE HERR BB B Efts et
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BETT BB BB el BETT AR
At 1st January, 2006 200651818 276,111 174,514 (49,124) - (25,512) 213,027 589,016
Write off against investment REMHT - - - - - (206,875)  (206,875)
Charged/(credited) to profit and GABRREATHE/

loss account (Note 13(a)) (FA) (£ 13(a)) 1,112 25,201 31,512 - 4,470 (3,865) 58,430
Charged to reserves (Note 38(c) (380

and (h)) R(h) - 11,195 - 109,777 - - 120,972
Addition through acquisition of

subsidiary BEANBARMNEE 54 - - - - - 54
Exchange and other adjustments R E AR 54 = (201) = (2,461) (40) (2,648)
At 31st December, 2006 1A2006% 124318 277,331 210,910 (17,813) 109,777 (23,503) 2,247 558,949

The Bank 847
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets securities losses Others Total
BREENE SREEN AtHE
BESERE : WRESHE NEEH HERX BHEMR BB Ht aE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
RETL  AETR  BETR  MMTR  #STR RETR #ETR
At 1st January, 2007 M200751A18 274,965 210,910 (11,857) 109,841 (22,652) 10,791 571,998
Write off against investment RAMHE - - - - - (120,886)  (120,886)
Charged to profit and loss account R RRRN%H 38,147 57,117 2,607 - 9,677 223373 330,921
Credited to reserves (Note 38 (c) FAGEA(EE3S(0)

and () Rh)) - 5,998 - (16,550) - - (10,552)
Transfer to The Bank of EARTR{T(HE)

East Asia (China) Ltd. BRAR - - (33,846) - 4,747 - (29,099)
Exchange and other adjustments ERREMmAR - - (46) - (468) (5) (519)
At 31st December, 2007 120074124318 313,112 274,025 (43,142) 93,291 (8,696) 113,273 741,863

The Bank 817
Depreciation
allowances Impairment  Revaluation
in excess of losseson o available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities osses Others Total
BBEMENE THEEN  AHE
REDIERA : NESHE NEER HEBRX ErBfh i At ks
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BRI BB AR BRI BB AR
At 1st January, 2006 200651418 275,004 174,514 (46,814) - (22,923) 216,879 596,660
Write off against investment RAMHE - = = = = (206,875)  (206,875)
Charged/(credited) to profit and GABRENSE/

|oss account (FA) (39) 25,201 35,178 - 2,733 790 63,863
Charged to reserves (Note 38 (¢) EERZ (38

and (h) R(h) - 11,195 - 109,841 - - 121,036
Exchange and other adjustments R R A MR - - (221) - (2,462) 3) (2,686)
At 31st December, 2006 1200612 A31H 274,965 210,910 (11,857) 109,841 (22,652) 10,791 571,998
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Notes on the Accounts (continued)

FRIBN AT (.

The Group &8 The Bank 17
2007 2006 2007 2006
HK$'000 B¥ Tt HK$'000 B%Fr  HKS'000 B¥Fr  HK$'000 BT

Net deferred tax assets recognised BRRNEEBER

on the balance sheet ERBARE R (69,870) (39,169) (12,349) (22,905)
Net deferred tax liabilities recognised ~ HERRRNAEBERH)
on the balance sheet EEHBRREE 871,557 598,118 754,212 594,903
801,687 558,949 741,863 571,998
(c) Deferred Tax Assets Not Recognised () RERELEREEE
The Group has not recognised deferred tax assets in respect of cumulative tax HRAREARIZEEANEGATRBEERE
losses of HK$674,027,000 (2006: HK$631,769,000) as it is not probable that BOERTRNABHEEER 58
future taxable profits against which the losses can be utilized will be available in I R TR R 5t BB &5 188 #5 674,027,000 7T
the relevant tax jurisdiction and entity. Under the current tax legislation, the expiry (20064F : #5%631,769,0007T ) AR THE
dates of the tax losses were as follows: E - REBEERHRBEG - ZEHEESENE
HEMT
2007 2006

HKS$'000 8% Tt HK$'000 BT T

Expiring within 5 years RAFAEH 94,780 76,667
Expiring more than 5 years RFEEH 8,029 10,801
No expiry date mIEA 571,218 544,301

674,027 631,769

34.0THER LIABILITIES Hh&E

The Group £ The Bank $1T
2007 2006 2007 2006
HK$'000 ¥ Tt HK$'000 AT HK$'000 B¥TFx  HK$'000 A& T

(a) Trading Liabilities THRBAE

Exchange fund bills sold IEELERETR 1,098,512 199,800 1,098,512 199,800
Exchange fund notes sold SNEESERER 32,986 33,459 32,986 33,459
Short positions in securities BHAER - 8,060 - 8,060
1,131,498 241,319 1,131,498 241,319
Negative fair value of derivatives ~ #TE T AR EAFEE 1,240,603 701,276 1,043,234 693,056
2,372,101 942,595 2,174,732 934,375

(b) Other Accounts and Provisions ~ EfhERTE K EME
Accrued interest payable ESHERFIS 1,586,355 854,862 1,185,801 784,977
Bankers acceptances ROTELESR 1,425,323 422,022 309,190 417,057
Other accounts HAERIE 7,985,342 6,769,770 2,966,998 3,244,030
10,997,020 8,046,654 4,461,989 4,446,064
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Notes on the Accounts (continued)

RRIERIEE (78)

35.LOAN CAPITAL {£&&EZ

The Group £ The Bank 1T
2007 2006 2007 2006
HK$'000 ¥ T HK$'000 AT HK$'000 B¥TFx  HK$'000 BEFT

US$550 million 5.625% subordinated & BIEFARBRAFBE
notes, measured at fair value 51|18 #7550,000,000% T

through profit or loss FE5.625%MEERE 4,382,815
US$500 million floating rate bize 3 el

subordinated notes, measured at 500,000,000 TT% &

amortised cost BERE -
GBP300 million 6.125% step-up RERBENRBEATER

perpetual subordinated notes, 5118:#9300,000,000% 85

measured at fair value through 6.125% 2] A

profit or loss BERRE 4,600,230
USD600 million floating rate step-up  FREE AL ATIERH)

subordinated notes, measured at 600,000,000 %8

amortised cost SREESE 4,669,174

13,652,219

4,288,824

8,154,315

4,382,815 4,288,824

3,865,491 - 3,865,491
= 4,600,230 =

= 4,669,174 =
13,652,219 8,154,315
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Loan capital of face value of HK$4,290,358,000 (US$550,000,000) and carrying
amount of HK$4,382,815,000 represents 5.625% subordinated notes qualifying as
tier 2 capital which were issued on 13th December, 2005 by the Bank. The notes
are listed on The Stock Exchange of Hong Kong Limited and will mature on 13th
December, 2015.

On 20th March, 2007, the Bank issued 6.125% step-up perpetual subordinated
notes qualifying as tier 2 capital with face value of HK$4,675,710,000
(GBP300,000,000). The carrying amount of the notes as at 31st December, 2007
was HK$4,600,230,000. The notes are listed on the Singapore Exchange Securities
Trading Limited.

On 21st June, 2007, the Bank issued floating rate step-up subordinated
notes qualifying as tier 2 capital with face value of HK$4,680,390,000
(US$600,000,000). The carrying amount of the notes as at 31st December, 2007
was HK$4,669,174,000. The notes are listed on the Singapore Exchange Securities
Trading Limited and will mature on 22nd June, 2017.

On 27th June, 2007, the Bank redeemed the floating rate subordinated notes with
face value of HK$3,909,000,000 (US$500,000,000) which was issued on 27th
June, 2006 by the Bank.

EmE{E#H%4,290,358,0007T (550,000,0003
7T ) R BRI (E 78 % 4,382,815,000 T K fE & &
AN RIEHARRITR2005%F12 A 13B B1TE
B5625% @ WHEE A - REANEZESE -
ZEBNESHMERSHERAR LT - I
72015512 5138 EIH -

M2007F3H208 @ RITBITHEA=-RE
7K TH B 78 % 4,675,710,000 7T ( 300,000,000
HEH)6.125% M EB BB SRIEERIR -
ZEER2007F12 A31 BMEREEBEE
4,600,230,0007T ° ZZ=IERFTINE R 5F7 £
Fh_ o

R2007F6 A218 @ RITBITIERA-RE
7N T {8 78 ¥ 4,680,390,000 7T (600,000,000
ETL)MNZEETHBERE - ZBEZE
BR2007FE12 A3 BMEEEABEK
4,669,174,0007T ° ZZ=IERFTINE R HFT E
o WHEHR2017F6 4228 FIH -

® 2007 F 6 A 278 - R17HE B K 2006 F
6 A 27 B % 17 @ {8 % ¥ 3,909,000,000 7T
(500,000,0003 7T ) )2 B A EZK -




Notes on the Accounts (continued)

FRIBN AT (.

36.EQUITY SETTLED SHARE-BASED TRANSACTIONS LR BEEBIETFNNRS

RITFIRMNEERBABI—RATERZER
BEEEREE TSR EEES - BFEH
TERERTBAR - UBBEARTRN © B
RHITEMR AR T ENE 1 AFHEERT
HEEESEFLE o FIARREG ATEH BRI

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

options were granted for nil consideration.

X o

(a) Particulars of share options (a) RREFSE
Exercise Price
Date of Grant Vesting Period Exercise Period Per Share
BITEH B 1T BRITEE
HKS T
18/4/2002 18/4/2002 — 17/4/2003 18/4/2003 — 18/4/2007 15.80
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 - 02/5/2008 14.90
22/4/2004 22/4/2004 — 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 - 03/5/2010 22.95
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 33.05
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 47.13
(b) The number and weighted average exercise prices of share options are as (b) EfTERRENHBE R MEFHTEE
follows: (I
2007 2006
Weighted Weighted
average average
exercise Number exercise Number
price of options price of options
T IETH
T8 RREHE 128 RIRESE
HKS B# T 000 ¥ HKS BT 000 ¥
Outstanding at the beginning of
the year EEH 22.86 24,060 2112 40,910
Exercised during the year FERTE 20.58 (7,510) 2094 (19,845)
Granted during the year FEART 47.13 2,750 33.05 3,250
Lapsed during the year FENKN - - 23.00 (255)
Outstanding at the end of the year FRES 27.21 19,300 22.86 24,060
Exercisable at the end of the year ERAEITR 23.90 16,550 21.27 20,810

FEARITERIREE AR NETFERER
75 #546.167T(20064F : 7E#532.407T) ©

The weighted average share price at the date of exercise for shares options
exercised during the year was HK$46.16 (2006: HK$32.40).

M2007F12A318 + MARITERRENITHE
BB 14.90T =% 47,1370 (2006 F :
& 14,907t 2B #633.057T) * REIBEL
FEHY 7 kg8 52.354F (20064 : 2.76
F) o

The options outstanding at 31st December, 2007 had an exercise price from
HK$14.90 to HK$47.13 (2006: from HK$14.90 to HK$33.05) and a weighted
average remaining contractual life of 2.35 years (2006: 2.76 years).

HTEFERAR 2007E® 175




Notes on the Accounts (continued)

RRIERIEE (78)
I ap TEFgas  TEF oapeuE  oan SEFgan  DEF aapWOE  aan

36.EQUITY SETTLED SHARE-BASED TRANSACTIONS (continued) UGB EBEBIELFHR S @)

(0 RBRENDPEERBR
ESREARDRBREN A FEERZETR

(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 option granted is measured based on a trinomial lattice model.

The contractual life of the option is used as an input into this model.

BENAFEENE - RTRBEZMGA
FEERZ=ZRAAHREESS - BRRENE
HWEHAEBAZER -

2007 2006

Fair value at measurement date REt2ANAFEE HK$11.13 HK$6.38
Share price BR1E HK$47.00 HK$33.05
Exercise price 111E(8 HK$47.13 HK$33.05
Expected volatility (expressed as weighted

average volatility used in the modelling TERtEE (A =B R EEAA

under trinomial lattice model) AR IR E) 30.92% 23.27%
Option life RARREFH 5 years 5 years
Expected dividends st e 4.82% 4.45%
Risk-free interest rate (based on Exchange A2 3 B 6 2 (AR AR

Fund Notes) HNEESRR) 4.10% 4.63%

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.
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Notes on the Accounts (continued)

FRIBN AT (.

37.SHARE CAPITAL gz

2007 2006
No. of shares Nominal value No. of shares Nominal value
BRAHE HfE L] [EED
000 T  HK$'000 E¥T 7T 000 F  HK$'000 B&EFT
Authorised: EERA :
Ordinary shares of HK$2.50 each LBRERAE2.50T 2,600,000 6,500,000 2,600,000 6,500,000
Issued and fully paid: BETRARRA :
At 1st January R1A1H 1,550,142 3,875,355 1,510,229 3,775,575
Shares issued under Staff Share REEE R E
Option Schemes BIMRR 7,510 18,775 19,845 49,612
Shares issued in lieu of dividends MR BB TR D 16,715 41,788 20,068 50,168
At 31st December ®12A31H 1,574,367 3,935,918 1,550,142 3,875,355
Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options RIBE R E BRI BI 5181 | - Rk
to purchase ordinary shares in the Bank were granted to eligible employees. The R T A KRS ARERITHEBRRD
option price of the Schemes equals the fair value of the underlying shares at the RIRAEITEE AR MNRE T B A FE
date of grant. The options granted under the Schemes will be exercisable between BEER o REBFTEIFTE TORBREATRET
the first and the fifth anniversaries of the date of grant. BRE1RAFER TANESAFHARALT
i o
(a) Shares Issued under Staff Share Option Scheme (a) RIEESRRETEIBITHR?D
During the year, options were exercised to subscribe for 7,510,000 ordinary shares FEAN  BITERRBARELRITEBER
in the Bank at a consideration of HK$154,555,000 of which HK$18,775,000 was 7,510,000 % 2 X & /& 75 #5 154,555,000 7T *
credited to share capital and the balance of HK$135,780,000 was credited to the H A #18,775,000cF ARRA - BREVB I
share premium account (Note 38). HK$11,937,000 has been transferred from the 135,780,000 7L 17 A B £ )% (B (P 5E38) 1R
capital reserve to the share premium account in accordance with policy set out in BHE2Q(VFTE - EBRENREEESE
Note 2(q)(iv). 11,937,000 RADEEA ©

(b) Terms of Unexpired and Unexercised Share Options at Balance Sheet Date (b) MAEE A ARERRITENRRE IR

2007 2006

Date of options granted Option price No. of shares No. of shares
RRERTHH RBEE BROEE Prtrgi 8
18/4/2002 HK$715.807T - 1,855,000
02/5/2003 HK$75%14.907T 2,205,000 2,895,000
22/4/2004 HK$78%23.237T 3,915,000 5,750,000
03/5/2005 HK$8122.957T 7,230,000 10,310,000
03/5/2006 HK$75%33.057T 3,200,000 3,250,000
10/5/2007 HK$B#47.137T 2,750,000 -
19,300,000 24,060,000
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Notes on the Accounts (continued)

RRIERIEE (78)

38.RESERVES f#f&

2007
The Group The Bank
%8 $RIT
HK$'000 HK$'000
BETT BETT
(a) Share Premium (undistributable) @ BRHEECTITRE)
At 1st January M1A18 1,012,138 1,012,138
Net premium on shares issued under RiEE SRR EIETH
Staff Share Option Schemes W& R (B F 2R 135,780 135,780
Transfer of the fair value of options from BBEERREE B BTRRED
capital reserve — share options issued R AT EE 11,937 11,937
Shares issued in lieu of dividends AR B E1THAR D (41,788) (41,788)
Capital fee EAREH (135) (135)
As 31st December R12A31H 1,117,932 1,117,932
(b) General Reserve (b) —MfEE
At 1st January W AR 13,256,982 13,026,347
Transfer from retained profits BB R 17,007 -
Shares issued in lieu of dividends LARRAR B B1TRAR D 730,463 730,463
At 31st December ®12A31H8 14,004,452 13,756,810
(0) Revaluation Reserve on Bank Premises ( 1THEARFE
(undistributable) (FANEE)
At 1st January MM A1H 835,829 837,935
Recognition of net deferred tax liabilities RELEHEE R FHE
(Note 33(b)) (H¥5E33(b)) (5,998) (5,998)
Revaluation surplus on bank premises TTHE B (IR B Y S AT A Y
transferred to investment properties RS 35,669 35,669
Transfer to The Bank of East Asia (China) Ltd. #BARDRIT(RE)ERAR - (13,935)
At 31st December R12A31H8 865,500 853,671
(d) Statutory Reserves (undistributable) (d) EERE(TARE)
At 1st January and 31st December NA1BR12A318 (14) -
(e) Capital Reserve (undistributable) (e) BARB(TAIKE)
At 1st January and 31st December R1A1HKR12A31H 86,436 -
(f) Exchange Revaluation Reserve () EREGREE
(undistributable) (TARE)
At 1st January M1A18 184,293 125,701
Exchange adjustments P& 5 3% 487,786 (45,030)
At 31st December ®12A31H8 672,079 80,671
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Notes on the Accounts (continued)

FRIBN AT (.

2007
The Group The Bank
%8 $RAT
HK$'000 HK$’000
BETT BETT
(g) Capital Reserve — Staff Share Options issued  (g) BN — 2 21T1E B RMHE
(undistributable) (TARE)
At 1st January RN1A1R 51,256 51,256
Transfer of the fair value of options to
share premium RREL T EERARDRE (11,937) (11,937)
Addition i 27,310 27,310
At 31st December M12H318 66,629 66,629
(h) Investment Revaluation Reserve (h BEERGHE
(undistributable) (TREEE)
At 1st January M1A1H 861,188 641,954
Changes in fair value of securities EFNATEEEE) (421,425) (323,376)
Reversal upon disposal (Note 12) R ERER (FE12) 27,037 99,415
Recognition of deferred tax liabilities RELEHIAE R
(Note 33(b)) (P EE33(b)) 16,485 16,550
Exchange adjustments M 5 B (7,023) (11,127)
At 31st December M12H318 476,262 423,416
(i) Retained Profits () BFaf
At 1st January MM A1H 7,099,491 5,294,562
Net profit for the year FER A 4,143,604 3,004,197
Transfer to general reserve BA—MREHE (17,007) -
Dividends (Note 15) B8 (FTEE15)
— Interim dividend — R HARR B (753,004) (753,004)
— Final dividend in respect of previous year - FFEERARE (1,599,510) (1,599,510)
At 31st December R12A31H 8,873,574 5,946,245
() Total Reserves () FERE 26,162,850 22,245,374
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RRIERIEE (78)

38.RESERVES (continued) & (&)

2006
The Group The Bank
58 $RIT
HK$'000 HK$'000
BETT BT T
(a) Share Premium (undistributable) @ BRHEECTITRE)
At 1st January M A1R 656,429 656,429
Net premium on shares issued under RiEE SRR EIETH
Staff Share Option Schemes W& fn (B F R 365,911 365,911
Transfer of the fair value of options from BEEARRHE B BTRRED
capital reserve — share options issued R AT EE 40,217 40,217
Shares issued in lieu of dividends AR BB THAR D (50,168) (50,168)
Capital fee - (51) (@251)
As 31st December R12A31H8 1,012,138 1,012,138
(b) General Reserve (b) —MfEE
At 1st January W AR 12,643,214 12,425,169
Transfer from retained profits BEBRTERH 12,590 =
Realised surplus on disposals transferred BRESHREENEERLEMEN
from revaluation reserve HhBH 1,353 1,353
Shares issued in lieu of dividends MRS F TR 599,825 ¢ 599,825
At 31st December M12H318 13,256,982 13,026,347
(¢) Revaluation Reserve on Bank Premises (0 fTHERRFE
(undistributable) (RARE)
At 1st January R1A1H 778,933 781,039
Recognition of net deferred tax liabilities ERIEEHIAE (BFH
(Note 33(b)) (PtEE33(b)) (11,195) (11,195)
Revaluation surplus on bank premises TTH IR B Y S FEE Y
transferred to investment properties Ry 69,444 69,444
Realised surplus on disposals transferred BA—RFEENEERLEMEN
to general reserve sz (1,353  (1,353)
At 31st December M12H318 835,829 837,935
(d) Statutory Reserves (undistributable) d) ETEFHHECRARE)
At 1st January and 31st December R1A1HKR12A31H (14) -
(e) Capital Reserve (undistributable) () EAFHH(TIIRE)
At 1st January and 31st December M1A1BR12A318 86,436 -
(f) Exchange Revaluation Reserve (H EXREHFEE
(undistributable) (RARE)
At 1st January M1A1H 78,568 46,658
Exchange adjustments ExAE 15725 79,043
At 31st December R12A31H 184,293 125,701
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Notes on the Accounts (continued)

FRIBN AT (.

2006
The Group The Bank
3] |17
HK$'000 HK$'000
BETT BRI
(g) Capital Reserve — Staff Share Options issued  (g) BN — 2 21T1E B RMHE
(undistributable) (TAERE)
At 1st January W A1AR 69,806 69,806
Transfer of the fair value of options to
share premium REELATEERARDRE (40,217) (40,217)
Forfeited options transferred to
retained profits KB RIREEA R R (400) (400)
Addition 2 22,067 22,067
At 31st December R12A31H 51,256 51,256
(h) Investment Revaluation Reserve (h) BEEMFHE
(undistributable) (TA[RE)
At 1st January W AR 358,729 345,273
Changes in fair value of securities BHENRTEEZE 653,701 440,584
Reversal upon disposal (Note 12) R ERER (FRE12) (41,766) (33,716)
Recognition of deferred tax liabilities BRBELEFIBE R
(Note 33(b)) (MI5E33(b)) (109,777) (109,841)
Exchange adjustments ME 5 % 301 (346)
At 31st December M12H318 861,188 641,954
(i) Retained Profits (i) B
At 1st January M A1H 5,749,689 4,348,064
Net profit for the year FEER A 3,434,511 3,018,617
Transfer to general reserve BA—REE (12,590) -
Transfer in respect of forfeited options BRERBGRRAER SR 400 400
Dividends (Note 15) e (FfE15)
~ Interim dividend —FRHRE (661,663) (661,663)
— Final dividend in respect of
previous year — FEERERE (1,410,856) (1,410,856)
At 31st December R12A31H 7,099,491 5,294,562
() Total Reserves () Rk 23,387,599 20,989,893

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

General reserve was set up from the transfer of retained earnings, the realised
revaluation surplus on disposal of properties and the value of shares issued in lieu
of dividend.

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.

RIMEEREMER - SEBCAUELNE
ABBIGFTEE o

—REROAEN  BEBFEMNEE  HE
MEENEBEREGRBRARKEETH
BAnHIEE

TR E R ShHENAEKRREE - ERIE
FTHEFNONE S E TR A O & STIR
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Notes on the Accounts (continued)

RRIERIEE (78)

38.RESERVES (continued) & (@)

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

Capital reserve represents the capitalization of subsidiaries’ reserves.

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

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

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, 2007, HK$2,100,000,000
(2006: HK$606,000,000) 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, 2007, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$19,703,055,000 (2006:
HK$18,320,909,000). After the balance sheet date the directors proposed a final
dividend of HK$1.18 per ordinary share (2006: HK$1.03 per share), amounting
to HK$1,857,753,000 (2006: HK$1,596,646,000). The dividend has not been
recognised as a liability at the balance sheet date.

39.MINORITY INTERESTS A SRz

AERBREBEIFERBAEZEREA
Ko 7 TE frf e Y AR BB B T 480 1 R A RE A
AR ©

EARFEENBARRENEMEHET -

EARfFR - BTEERREREBERED RN
BRAMTE2(q) (iv) BT AR (7 BETEE S
MEFBRERR TATER ZBRR G5
ATERBERE WA FEE -

REABHFERERENE2(DM(K)ARE
MEEREUHLEESE SR F IR ILRE
R RF A FEESESHFEOSEE

ARFAEB(BRITERADBEHEEEENR
E - RITBRERERBETEFBBEERR
BEANAEETREBLASE - LHHAT
BERMTERE  MENEHCEEESZT
SFIREIE o R2007512 A318  B1E4uF)
REEENE B ERRE T ASE @RS
2,100,000,0007C(20064F : 7% 606,000,000
JT) ' BIREAELR AT SEREER -

R2007F 12 A31 8 » AR T A1 TR SR A &
fE4a%8 A8 119,703,055,0007TC (2006 4F :
#518,320,909,0007T) » FEAE BB ESHIK
RES AR E1.187T(20064F « B
1.0370) @ #8%83EH1,857,753,0007T(2006
F : #5#51,596,646,0007T) © RAHE A IR
ERZREARE -

2007 2006
HKS$'000 JB¥F T HK$'000 BT T

At 1st January R1A1H
— sale of interests in businesses to —HEREEET
minority interests investors PYRRKEE
— purchase of interests in businesses from —MPERFEREEREA
minority interests investors B
— reversal upon disposal of — RIS HNE
available-for-sale financial assets SREERER
— share of revaluation surplus of —EHAHEEEMEEL
available-for-sale financial assets E s
— exchange adjustments — R R
Profit for the year FERER
At 31st December R12A31H

381,775 207,163
49,697 2,561
(14,634) (29,268)
(149,196) -
- 149,196
1,957 1016
| ______ 77545 NN
347,144 381,775
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Notes on the Accounts (continued)

HRIEREE (78

40.FINANCIAL RISK MANAGEMENT

Fot 75 R By T FE

(a)

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

The Group has in place a risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate,
to set strategy and allocate capital against those risks. The risk management
policies covering credit risk, market risk, operational risk, liquidity risk, interest
rate risk and foreign exchange risk of the Group are reviewed regularly by the
Management and specialized risk management committees, and recommendations
are made by the Risk Management Committee, which comprises the Group’s
Chairman and Chief Executive, Executive Director and Deputy Chief Executive,
General Manager and Head of Investment Banking Division, General Manager and
Head of Strategic Planning & Control Division who is also Group Chief Financial
Officer and Chief Compliance Officer, Head of Operations Support Division
and Chief Risk Officer, for the approval of the Board of Directors. There is an
independent centralized risk management function responsible for monitoring the
activities relating to these principal risks. The internal auditors also perform regular
audits on business units to check compliance with policies and procedures.

Credit Risk Management

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

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

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

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

(a)

Ao B AREA KRB R B EEZAELR -

AEEERY —EXENRRERESL - A
#Al - BE  ERRESAEEMARNZ
R - WEE R ER T B E A AL
ZERR - AKEREERR - mHER
MEER - RBESRR - SERR AR
[RV R 15 R B N SR S R Bk I E Y B IR I
R HHEEENEHANEEZE S EHR
A YHEBREEZSSRHER  KRERE
EEOHE - ZZEQRAKRBE LI FERTR
HBE - MIITEEREITHAE - BRERIK
BIRTTREE  BEERRERAZEEE
BEEVBAERARGERE EEXE
BEENRRBEAR - AEERE A%
YZHRRRERINE  BREREETZME
A RRES) - MEPTEX R I E B EPT
EHETREZ - UWRRZEBRRRIZEFFA
B o

FERBER
EERBRREFHRX ZH T REBITEA
FARBAKREERTORZETAR
BHEBEITHRRNRZ 58 B8R 55
FE

REEAEENGERRER EFICK
REEZESHTURE : MEERARERE
TBIRMAXLHMN - EREZESKAR
ERZEENEEGER AREEEZE
SRRREASEME EEREEABNSE
B FERBREGRERETREERME
o EFSFERWROESIRE - UREEE
ZEEEMHARENRE BEEREKEE
R - E®ETIHER - I ERBERR
BEIIER -

FEZERAAREMAEASHEEFEERR
BRANER - AEEARNEREERRKN
% BEREBREMS - SIEEEBREM
EEEILRER  ARERFEERE -

REBEREEEGEF RS L FHEN
EERBE  BEATTERSIRHEFHE
HRREEERRE - AMFINSKE DA
RERENARAEENIEZBRE -
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

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

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

(i) Corporate and bank credit risk

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

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

(i) Retail credit risk

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

(iii

=

Credit for treasury transactions

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

FRIBN AT (.

(iv) Credit-related commitment (iv) B=EHENEE

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.

HEBEEMNAEMLE FEORR -
AEFEEHERTEPHNERERR
R - Bt - ARG BEATAEFH
FERRMBEINERRE AR

TFAERESR o

(v) Concentrations of credit risk (v) EESHHRER
Concentration of credit risk exists when changes in geographic, economic FEESHHNRBERZSHFEEXE
or industry factors similarly affect groups of counterparties whose aggregate Wik - RBRITERARNTZE  mzE
credit exposure is material in relation to the Group's total exposures. The ERfERCERRAESASENE
Group's portfolio of financial instruments is diversified along geographic, RERAEZEHEER - ARENTBET
industry and product sectors. BENHBEETRME - TEMER °
The Group monitors its concentration risk by adopting appropriate risk control AEE—HRABEEORBRZEGEK -
measures, such as setting limits on exposures to different industries and loan DIt ARITEMERA S EERE
portfolios. NEREERTHER

(vi) Credit quality of loans and advances (vi)

Loans and advances to banks are only made to banks with good credit
standing. At 31st December, 2007 and 2006, no loans and advances to bank

EXWEEER
BITERRRBETEEFRBERZE
1T ° R20074E ) 20065612 A318 » 1958

are impaired. The credit quality of loans and advances to customers can be ERERTER EFERNEEER
analysed as follows: DT :
The Group £ The Bank 17
2007 2006 2007 2006
HKS'000 BT  HK$'000 BHTT HK$'000 BT  HK$'000 BT
Gross loans and advances to customers EFEEF#EH
- neither past due nor impaired —ERE A 216,484,581 164,732,996 133,851,900 158,884,346
- past due but not impaired ~HBHERERE 457,432 150,918 108,688 150,814
- impaired -BRE 1,241,887 1,294,188 897,474 1,128,258
218,183,900 166,178,102 134,858,062 160,163,418
Of which: Heh
The Group £ The Bank 17
2007 2006 2007 2006
HKS$'000 BT  HK$'000 BT HK$'000 BT  HK$'000 BEFT
Gross loans and advances to customers @ KRENHES
that are neither past due nor impaired ~ &35
- Pass —&1% 214,475,800 162,966,063 132,487,966 157,244,900
— Special mention —RE@E 2,008,781 1,766,933 1,363,934 1,639,446
216,484,581 164,732,996 133,851,900 158,884,346

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

AEEREBEAEERTEESRERR
ERASBREGANBER o
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(a) Credit Risk Management (continued) (a) FERMEE(E)
(vi) Credit quality of loans and advances (continued) Vi) BERMEEE=(E)
The ageing analysis of loans and advances to customers that are past due but ERBEREREZEFERNFEHD
not impaired is as follows: AT :
The Group &8 The Bank 817
2007 2006 2007 2006

HK$'000 B¥ Tt HK$'000 BEFL  HK$'000 BT  HK$000 BETF L

Gross loans and advances to customers  BEIEHEAREREL
that are past due but not impaired BRESGE

- Overdue 3 months or less —BHE3EANT 409,373 150,131 108,688 150,027
- 6 months or less but over 3 months ~ —3/EA LA - Z6{EA 16,020 787 - 787
1 year or less but over 6 months —6AAEE1F 32,039 - - -
- Qver 1 year —1FLE - = - =
457,432 150,918 108,688 150,814
Loans and advances that would be past due or impaired had the terms not M2007F 12 A31 8 © R KR ERT 1§
been renegotiated amounted to HK$282,888,000 as at 31st December, 2007 KA e EEB S REE RN SR
(2006: HK$291,246,000). 7575 15 282,888,000 7T ( 2006 F : B #E

291,246,0007T)

(vii) Credit quality of financial assets other than loans and advances (i) EEREMEENEEESR
Credit risk of treasury transactions is managed in the same way as the Group B2 RGNEERRER % - BAK
manages its corporate lending risk and risk gradings are applied to the EEBRECEEENTE B RERR
counterparties with individual counterparty limits set. RIRERNRE BRI FRENEF
At the balance sheet date, the credit quality of investment in debt securities REEBR - BRI EETREE - 2
analysed by designation of external credit assessment institution, Moody’s BIRE RS - AR SRV R
Investor Services, or equivalent, is as follow: e BB ELFRENEEE =T
W
The Group £ The Bank $1T
2007 2006 2007 2006

HK$'000 ¥ T  HK$'000 AT  HK$'000 B¥F  HK$'000 BETT

Aaa Aaa 9,982,578 6,994,302 9,868,839 6,681,537
Aal to Aa3 Aa1EAa3 4,524,407 3,708,021 3,355,469 2,899,891
Alto A3 A1ZA3 1,919,099 1,716,656 1,412,930 1,276,005
Lower than A3 AT 5,319,124 5,273,245 4,911,038 5,189,468

21,745,208 17,692,224 19,548,276 16,046,901
Unrated EFFR 2,747,736 2,841,698 2,741,736 2,772,900
Total Rt 24,492,944 20,533,922 22,296,012 18,819,801
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Notes on the Accounts (continued)

FRIBN AT (.

The collateralized debt obligations (“CDOs"”) and special investment vehicle
("SIVs") held by the Bank were purchased according to the Bank’s investment
guidelines. As at 31st December, 2007, CDOs and SIVs amounted to
HK$4,695,008,000 and HK$252,975,000 respectively. Since 31st December,
2007, the uncertainties in the credit and capital market for the CDOs and SIVs
continue, and the fair value of the CDOs and SIVs held by the Bank further
decreased by HK$480,161,000 in January 2008.

(viii)Collateral and other credit enhancements

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

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

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:

(viii)

RIRTHBZEFERES REBIRE
TAMBETEREREBRITHIREES|
A - R20075F 128318 » 2 EE%
KIFEFREBRETAMBETERY
& #H Bll A %% 4,695,008,000 7T & 7
# 252,975,000 7C ° H 2007 4 12 A 31
A EFEFESREBIRETERR
BOIREBNEEREARATISNIFETH
BA - 7A20085F1 A - xEEBEMES
REBRAETAMBTERNATEE
B EE%480,161,0007T °

R R E M E AR T
AEERAAEZBRA - EiER
EREE  ReTRARER - UBEE
REVER @ o BRIFE BIER A DERE
FEEESHNEMGIN - RITEF R
THREEMR - FAEREFEFERE
ENERD  ERRBRIAZMERE

BA—ETroRBEEFRTNEERE
BEHRERTAN  EFREMRBAIR
B REBELIRL - AKBEFEFTISDA
MESK  ATAVEMAIRE S NFHRE
BRI REANRBTZIIERS -

EFRERSEEERe A E 2 HIT
o R EAE RO EF A EERE
ZBIEEMT

The Group £ The Bank 1T
2007 2006 2007 2006
HK$'000 FB¥ Tt HKS'000 B%Fr  HK$'000 B¥Fm  HK$'000 B¥FT
Fair value of collateral and other credit  #E{EEFSBEE 2
enhancements held against financial ~ #E# R REBERREA
assets that are: BATEEPT
- neither past due nor impaired —ERHRRE 167,369,772 124,908,986 102,776,915 119,187,049
~ past due but not impaired —BRSBERBRE 359,878 140,696 85,777 140,696
167,729,650 125,049,682 102,862,692 119,327,745
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RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(b) Market risk management

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

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

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

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

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

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

HRIEREE (78

The following table indicates the concentration of currency risk at the balance TRETNEERABERBREFHIER
sheet date:
The Group =5
2007 2006
Other Foreign Other Foreign
usb CNY  currencies Total usp CNY  currencies Total

Zn ARR  Efpiw 3 X ARE EfE 5
HKSO0D  HKS000  HKS000  HKSO00  HKS000  HKS'000  HKSOO0  HK$'000
BRTr  ARTn  BMTR  BRTR  ERTR BETm E¥TI RRTR

Assets BE
Cashand balances with banks and other ~~ B&RER(TAZE

finandil institutions SRERENET 1,330,897 11,132,602 870029 13333528 1637240 2656355 2,655,722 6949317
Placements with banks and others financial ~ ZESR{TREM SRIER

institutions il 36,794,309 2,178,679 19,554,095 58,527,083 25836121 - 16830116 42,666,237
Trade bills 8558 563,925 198,004 31,497 793,426 569,059 - 29,835 598,894
Trading assets REREAE 792,053 - 191905 983958 549298 - B3 5254
Financial assets designated at far value AEARARANARBAT

through profit or loss [EEMEETA 6,278,557 - 315768 6,594,325 6478579 - 363,766 6,842,345
Advances to customers and other accounts  EFREMEE 38,065,897 61,918,887 18,670,493 118,655277 30,939,797 25986629 13462897 70,389,323
Avallable-for-sale financial assets R ESHAE 2,427,045 118504 2,587,655 5133204 2,093,595 - 184624 3918219
Held-to-maturity investments HEHHRE 7,786,595 - 1539738 9326333 8032353 - 786,697 8,819,050
Investment i associates BeRaiRE 326,453 - - 3683 299060 - 9761 398822
Fixed assets ETAE 187,859 53,699 302,176 543,734 145,519 - 185,432 330,951
Goodwill and intangible assets HEREVAE 249,331 849 331,156 581,336 205,443 - 301,405 506,348
Deferted tax assets EThAAE %M - fo286 6656 14741 - BW B
Spot assets REEE 94859161 75,601,224 44,404,798 214,865,183  76,800812 28,642,984 36,586,775 142,030,571
Liabilities 8
Deposits and balances of banks and other SR A& REE

finandial nstitutions B Rfah (742,045) (35.964,730) (2174122) (38.880,897) (2516,000) (21,776,110) (5250,376) (29,542,486)
Deposits from customers LS (69,467,118) (33,681,107) (37,958,672) (141,106,897) (58,328,752) (5,118,680) (30526587 ) (93974,019)
Trading liabiliies REBEAE (316,735) - (140914)  (457,689)  (341,909) - (24305)  (366,214)
Certificates of deposit issued BETRHE (1,497,143) - (552805) (2,049,948) (1,246,096) - (51747) (1997,843)
Current taxation REHE (14,192) (68,537) (52519)  (135248) (22,215) - (85,562)  (107,837)
Deferred tax iabilities EREHAAE (3549) - (42) (3.97M) - (65) (65)
Other accounts and provisions EtEARER (1494438)  (668,581) (1,640385) (3,803,404) (2,0671863) (107425) 271,650  (1,903638)
Lo i B __GOI) - (0) (B6229) @143 - - _(B154305).
Spot iabiltes REAR _(82,587,209) (70,382955) (47,120,069) (200,090,233) (72,677210) (27,002215) (36366992 ) (136,046417)
Forward purchases EHEA 36,089,303 3,398,749  15231,011 54,719,063 20,344,824 19395 5761707 26,125,926
Forward sales REEN (45,223,767)  (4,418210) (11,368,977) (61,010,954) (23,720,263) (23,766)  (5,431,750) (29,175,779)
Net option position BEesE _(1000) - n%9 M9 BEI) - 308 Uxn
Net long non-structural position FERURERE 3127348 4198808 1168752 8494908 739376  1,636398 582778 2958552
Net structural posiion BRtHEREE 179305 4770667 890790 7453762 1779312 1344884 658586 3,782,782
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(b) Market risk management (continued) (b) TEEABERE(E)
(i) Currency risk (continued) (i) BHEEER(E)
The Bank $RAT
2007 2006
Other Foreign Other Foreign
usb CNY  currencies Total Usp CNY  currencies Total

A AR R g T ARM A% it
HKS000  HKS000  HKS000  HKSO00  HKSO00  HKS000  HKSOOO  HKS'000
BRTr  ARTn  AMTR BRTx EBTn AT BT ABTR

Assets iE
Cash and balances with banks and other & RERAEL

finanial institutions SRERENER 556,915 1,374,811 680416 2,612,142 1498074 2656355 2572734 6,727,163
Placernents with banks and others finandial SR TREM SRR

institutions Rt 29,405,449 - 19228115 48,633,564 25,087,102 - 16391163 41,478,265
Trade bills 2555 424,951 - 26,403 451,354 569,059 - 29,835 598,894
Trading assets x%%éré 777,662 - 4616 82218 53994 - B 563,184
Financial assets designated at fair value ATARRERNRY

through profit or loss AVEENSRTE 6,261,904 - 35768 GSTIER 6449475 - 33766 6813241
Advances to customers and other accounts  SFREMEE 17,531,821 6,703 14810117 32348641 25440563 25961866 11358710 62,761,139
Available-for-sale financial assets MRIESHEE 1,305,383 118,504 2,486,256 3910143 1,556,585 - 1820864 3377449
Amounts due from subsidiaries HBARRS 205,607 - 634086 839,693 399,687 - 508 844770
Held-o-maturity investments BEHSEE 6,823,059 - 1383540 8206599 7179749 - 65506 784525
Investment in subsidiaries and associates ~ MBARMBEAANEE 1,232,920 - 208666 1441586 1377658 - 208666 1586324
Fixed assets EEdE 6,886 - 188,932 195,818 1329 - 74,130 81,459
Deferred tax assets EIHEEE 5,921 - 6,428 12,349 3713 - 19,192 22,905
Spot assets REEE 64,538478 1,500,018 40,013,343 106,051,839  70,108936 28618221 33972891 132,700,048
Liabilities 8
Deposits and balances of banks and other  SRITREM BBERER

finanial institutions ks (646,556 ) - (1,755290) (2401.846) (2,388519) (21,776,150) (5,160,256) (29,324,925)
Deposits from customers LS (52,751,196)  (1,476,563) (36,323,017) (90,550,776) (50927325) (5,118,680 (28,540,005) (84,586,010)
Trading liabiliies REFGRERE (207,470) - (52,809)  (260,279)  (333,703) - (24305)  (358,008)
Certificates of deposit issued BERHE (1,497,143) - (552805) (2,049,948) (1,46,096) - (51747) (1997,843)
Amounts due to subsidiaries THBATRE (1,111,003) - 2013)  (1,113,016)  (924774) - (270%)  (1,151964)
Current taxation KA (5120) - (46,338) (51,458) (12,667 - (86,924) (99,591)
Other accounts and provisions AtEERER (926,476) (2539)  (745,288) (1,674,303) (1,886,061)  (107,425) 356,471 (1,637,015)
Loan capital AR (9,051,989) - (4600230) (13,652219) (8,154315) - - (8154315)
Spot liabilities BEaE (66,196,953)  (1,479,102) (44,077,790) (111,753,845) (65873,460) (27,002,255) (34433956 ) (127,309,671 )
Forward purchases REEA 33,069,414 216572 14,799,081 48,085,067 20,219,638 19395 5750564 25,989,597
Forward sales REEN (43,247,506)  (371,027) (10,749,074) (54,367,607) (23,709,253 ) (23,766)  (5,306,564) (29,039,583)
Net option positon HERTE (10,140) - N 11,849 (8787) - BB 421

Net long/(short) non-structural position FERIER/ (B) BEE  (1846707)  (133539) 7549 (11972,697) 737,074 1611595 15973 2,364,642

Net structural positon ERiteTe 1792305 4770867 890790  TAS37R2 1779312 134488 658586 3782782
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Notes on the Accounts (continued)

HRIEREE (78

(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 Department within the limits
approved by the Board of Directors. The instruments used to manage interest
rate risk include interest rate swaps and other derivatives.

Market risk control limits are set at different levels and dimensions. The Board of
Directors approves the core control limits and delegates the Asset and Liability
Management Committee to approve the detailed control limits. Risk, return and
risk capital are considered in the limits setting. Active limit monitoring process is
undertaken.

The independent centralized risk management function of the Group monitors the
risk-taking activities of the Group. It is responsible for the oversight of the Group's
market risk to ensure that overall and individual market risks are within the Group's
risk tolerance. Risk exposures are monitored on a frequent basis to ensure that
they are within established control limits.

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

The Group estimates VaR for the Group's trading portfolio by the Parametric
Approach, where the VaR computes 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 foreign exchange trading position.

In addition to the listed shares, the book value of private equity funds and unlisted
equities (excluding credit-related unlisted securities) (collectively the “Unlisted
Securities”) is limited and is monitored by the management of the Bank. The
Unlisted Securities and listed non-trading equities are not included in the VaR for
equity trading position and are managed through the delegated limits. The limits
are subject to regular review by the Board.
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued)

(b) Market risk management (continued) (b) TEEMBERE(E)
(i) Interest rate risk (continued) (i) F=E ()

BERRERE @

Value-at-risk statistics RS
2007

At 31st December Maximum Minimum Mean

R12A318 B& (8 ¥4

HK$'000 HK$'000 HK$'000 HK$'000

BETT BETT BETT BETT

VaR for total trading activities RS EHHRBEELEE 62,156 97,545 21,639 54,127
VaR for foreign exchange

trading positions* INER Z¥5 8 KR IR EE 1,412 8,809 590 1,460

VaR for interest rate trading positions =% 558 KRR EE 798 1,015 83 379

VaR for equity trading positions ROZFF R AR IREE 60,779 95,427 21,481 52,931

2006

At 31st December Maximum Minimum Mean

W12A318 53] =& 19

HK$'000 HK$'000 HK$'000 HK$'000

BT BT BETT BETT

VaR for total trading activities R EEHNEREEEE 25,561 29,720 11,663 18,578
VaR for foreign exchange

trading positions* INER S5 8 BB IR I+ 1,043 2,167 528 1,042

VaR for interest rate trading positions R 5 A HIEKREE 9% 3,366 55 1,029

VaR for equity trading positions RIR F¥ R MR IR EE 25,423 29,551 10,527 17,464

* Included all foreign exchange positions but excluded structured foreign exchange

U * BEMRAIERRETEEEBIEINES
positions. i~

B

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

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

The Group has implemented a centralized risk management framework since
January 2006. The Board of Directors reviews and approves the policies for
operational risk management, and it has delegated the responsibility for ongoing
operational risk management to the Operational & Other Risks Management
Committee. The Operational & Other Risks Management Committee regularly
reports status of operational risk management to the Board of Directors via the
Risk Management Committee. The independent centralized risk management
function of the Group is responsible for monitoring activities relating to operational
risk.
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Notes on the Accounts (continued)

HRIEREE (78

(d

-~

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

Furthermore, the independent centralized risk management function of the
Group has also performed self-assessments on the Group’s compliance with
the requirements of HKMA Supervisory Policy Manual on Operational Risk
Management and Banking (Capital) Rules (the “Capital Rules”), with satisfactory
result which has been reviewed independently by the Internal Audit Department.

Liquidity risk management

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

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

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

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

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

(d)
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(d) Liquidity risk management (continued) (d) REBELREREE (&)
Analysis of assets and liabilities by remaining maturity: BERABOFEREHAR ST :
The Group &5
2007
Tyearor  5yearsor
less but less but Undated
Repayable 3 months over over Over or
on demand orless 3 months 1year 5 years overdue Total
AL E N EEAEE
HRER 3EAZMUT 215 255 SENE gk ]

HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$000 HK$'000
BR®Tn BT E%Tn  B®Tn  B¥TRx  E%Tn ARTx

Assets EE
Cash and balances with banks and R RERTA

other financial institutions EMERKENEE 13,583,109 62,400 - - - 541,192 14,186,701
Placements with banks and other financial ~ FESRIT R Eth & RbEIE

institutions lERAe - 90574292 4,129,601 - - - 94,703,893
Trade bills EUES 57,279 624,275 91,625 - - 38,451 811,630
Trading assets RHBHEE - 797,857 396,673 - 17,598 3,634,474 4,846,602
Financial assets designated at fair value HEARBIER RS

through profit or loss ATEEHSBIA - 154749 522699 7,980,558 - - 8658006
Advances to customers and other accounts &P B R EfERE 4211222 36,839,812 34528649 83,439,606 61708576 14,677,964 235,405,829
Available-for-sale financial assets AfRHECREE - 1922511 4,681,603 2,898,681 970,641 1,744,059 12,217,495
Held-to-maturity investments BRIEEE - 970,156 6,096,029 2,606,799 1,088,065 - 10,761,049
Undated assets EIHASEE - - - - - 12387455 12,387,455
Total assets BERS 17,851,610 131,946,052 50,446,879 96,925,644 63,784,880 33,023,595 393,978,660
Liabilities afE
Deposits and balances of banks and other TR EME BT

financial institutions el e o 3,722,566 17,591,509 17,685,372 49,261 9,946 1,602 39,060,256
Deposits from customers RPN 81,227,431 178,156,451 17,106,985 7,659,059 35,918 - 284,185,844
- Demand deposits and current accounts  — EHEARARES 29,989,672 - - - - - 29,989,672
- Savings deposit - HERH 49,216,282 - - - - - 49,216,282
— Time, call and notice deposits ~- EHRBAER 2,021,477 178,156,451 17,106,985 7,659,059 35,918 - 204,979,890
Trading liabilities RoREEE - 1,098,512 - 32,885 101 1240603 2,372,101
Certificates of deposit issued BETENE - 288420 9,662,609 1,326,263 887,609 - 12,164,901
Current taxation REFE - - 228,850 - - - 228,850
Loan capital fEEk - - - 9269404 4382815 - 13652219
Undated liabilities EIARSEE - - - - - 11868577 11,868,577
Total liabilities BfEGE 84,949,997 197,134,892 44,683,816 18,336,872 5316,389 13,110,782 363,532,748
Net gap FEE (67,098,387) (65,188,840) 5,763,003 78,588,772 58,468,491
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Notes on the Accounts (continued)

FRIBN AT (.

The Group &8
2006
1 year or 5 years or

less but less but Undated

Repayable 3 months over over Over or
on demand or less 3 months 1 year 5 years overdue Total

3EASE 160 E EAEH
HEER 3EASMT Bk B5F SEHLE Bk &8

HK§000  HK$'000  HKS'000  HKE'000  HKS$'000  HKS$'000  HK$'000
ARt ARTm  ABTn BBt BRTm A¥Tn BRTx

Assets BE
Cash and balances with banks and other & RZEIR{TH

finanial institutions EeRBRRNET 8317746 - - - - - 8317746
Placements with banks and other financial ~ ESRITRE M4 RbtkiE

institutions M - 64315952 1,717,526 830,567 - - 66,864,045
Trade bills 2558 31,258 439,366 104,631 - - 45,208 620,463
Trading assets RHBREE 387 516,124 134,770 13,043 31,485 2,241,725 2,937,534
Financial assets designated at fair value i BRBIER AR

through profit or loss ATEENSHTIA = 197,519 375619 7,928,462 141,043 836 8643479
Advances to customers and other accounts &P EF R E IR 4,099,733 30,736,093  23,224513  54,944952 52,686,001 9,405,374 175,096,666
Available-for-sale financial assets AfthEeREE - 4371077 1370320 2,096,336 608292 3,556,172 12,002,197
Held-to-maturity investments EEE ey - 848234 842,93 7268993 1,260,134 29,062 10,249,359
Undated assets EERBHEAE - - - - - 9470828 9470828
Total assets BESE 12,449,124 101,424365 27770315 73,082,353 54726955 24,749,205 294,202,317
Liabilities afE
Deposits and balances of banks and other ST R &R

financial institutions NS R 4512,307 11,312,398 14,202,290 821,476 1,039,047 71,664 31,959,182
Deposits from customers BEREH 50423997 134799884 10,812,037 4463928 - 24,374 209,524,220
- Demand deposits and current accounts — — EEVESRARES | 15,130,231 - - - - - 15,130,231
— Savings deposit - HERR 43,644,321 - - - - - 43,644,321
- Time, call and notice deposits ~ ERRBAER 649,445 134,799,884 10,812,037 4,463,928 - 24,374 150,749,668
Trading liabilties REMEEE 386 216,675 9,033 63430 3,004 650,067 942,595
Certificates of deposit issued BETERE - 3,033,404 964,439 3,000,564 - - 6998407
Current taxation RERE - - 334,097 - - - 334,097
Loan capital BEER - - - 3865491 4,283,824 - 8154315
Undated liabilities AIRAMEE - - - - - 864472 8644772
Total liabilities BfEEE 63,936,690 149,362,361  26,321,8% 12,214,889 5,330,875 9,390,877 266,557,588
Net gap FER (51,487,566) (47,937,996) 1448419 60,867,464 49,396,080
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Notes on the Accounts (continued)

RRIERIEE (78)
I ap TEFgas  TEF oapeuE  oan SEFgan  DEF aapWOE  aan

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(d) Liquidity risk management (continued) (d) REBELREREE (&)

The Bank $R1T
2007
1yearor  5yearsor
less but less but Undated
Repayable 3 months over over Over or
on demand or less 3 months 1year 5 years overdue Total
3EALE 1E0E EXHAM
WEES 3EAZUT BE 33 SENE Egl &g
HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000
BRI  BMTn  E%Tn  E¥Tn BRTn  BETn ETx
Assets BE
Cash and balances with banks and other ~ B& RAETH
financial institutions EHERBEOER 2721253 - - - - 411,894 3,133,147
Placements with banks and other financial  Z3R{T R M & BbETE
institutions s - 80,492,807 2,630,147 - - - 83,122,954
Trade bills BI5R 33,934 311,605 85,567 - - 38,451 469,557
Trading assets RGREAE - 797,857 396,673 - 17598 3,408,650 4,620,778
Financial assets designated at fair value HEARBER R
through profit or loss AFEEMNSMIE - 154,749 522,699 7,963,905 - - 8641353
Advances to customers and other accounts ~ REEFREMEE 3,862,117 23,246,131 12,885,687 52,567,238 42,388,245 6,742,366 141,691,784
Available-for-sale financial assets AHHESRER - 1903056 4392898 2745202 24,184 1,322,684 10,608,024
Held-to-maturity investments R E - 734643 5554559 1,820,348 663,348 - 877289
Undated assets EIRAEEE - - - - - 37412985 37,412,985
Total assets EESE 6,617,304 107,640,848 26,468,230 65,096,693 43313375 49,337,030 298,473,480
Liabilities ff&
Deposits and balances of banks and other ~ $R{T R H & BIE
financial institutions MR 369,105 1,923,311 286,660 - - 1602 2,580,678
Deposits from customers BPEH 56,357,730 164,306,521 9,444,618 2,479,420 - - 232,588,289
~Demand deposits and current accounts  — EEITERRARERE | 10,144,175 - - - - - 10,144,175
- Savings deposit - FEFR 46,188,530 - - - - - 46,188,530
- Time, call and notice deposits - ERRBAEHR 25,025 164,306,521 9,444,618 2,479,420 - - 176,255,584
Trading liabilities RGAEEE - 1,008,512 - 32,885 101 1043234 2174732
Certificates of deposit issued BRIGZE - 288,420 9,662,609 1326263 3,087,609 - 14,364,901
Current taxation AR - - 80,871 - - - 80,871
Loan capital EEAK - - - 9269404 4382815 - 13,652,219
Undated liabilties EIRASERE - - - - - 6850498 6,850,498
Total liabilities BiEEE 56,726,835 167,616,764 19,474,758 13,107,972 7,470,525 7,895,334 272,292,188
Net gap REE (50,109,531) (59,975916) 6,993,472 51,988,721 35,842,850
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Notes on the Accounts (continued)

FRIBN AT (.

The Bank $RAT
2006
1 year or 5 years or
less but less but Undated
Repayable 3 months over over Over or
on demand or less 3 months 1 year 5 years overdue Total
3fEALE 155 EZARH
HEER 3EARMT 15 255 SEME Etatz &%
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
A¥Tr  BETr A%t B%Tr  AETr BBTr BETr
Assets BE
Cash and balances with banks and other & RZEIR{TH
financial institutions EtSRlENET 8072113 - - - - - 8072113
Placements with banks and other financial ~ ESRITRE M4 RbtkiE
institutions o2y - 63,688,406 1,587,248 830,567 - - 66,106,221
Trade bills 2558 31,258 439,366 104,631 - - 45,208 620,463
Trading assets RHBREE 387 515,976 134,770 6,188 29,130 2,213,432 2,899,883
Financial assets designated at fair value i BRBIER AR
through profit or loss ATEENSHTIA = 193,671 375619 7,928,462 115,787 836 8614375
Advances to customers and other accounts &P EF R E IR 3477395 29832312 22958197 54,024,867 49,586,381 7,815,595 167,694,747
Available-for-sale financial assets AfthEeREE - 4351760 1134652 1937533 419307 2258283 10,101,535
Held-to-maturity investments KEHSRE - 714541 436,23 6,409,880 745,156 29063 8334876
Undated assets EERBHEAE - - - - - 11,925,400 11,925,400
Total assets BERH 11,581,153 99,736,032 26731353 71,137,497 50895761  24287,817 284,369,613
Liabilities afE
Deposits and balances of banks and other TR Eth &R
financial institutions NS R 4512,307 11,203,262 14,176,739 738,602 1,039,047 71,664 31,741,621
Deposits from customers RPER 57,386,698 132,211,103 8580336 4,260,703 - 24374 202463214
- Demand deposits and current accounts  — EHEHRARES | 13,485,262 - - - - - 13,485,262
— Savings deposit - FEFR 43,251,991 - - - - - 43251991
- Time, call and notice deposits ~ ERRBAER 649,445 132,211,103 8,580,336 4,260,703 - 24,374 145,725,961
Trading liabilties RoRRaRE 386 216501 9,033 58,112 276 650067 934375
Certificates of deposit issued BETERE - 3033404 964,439 5,200,564 - - 9,198,407
Current taxation RERIR - - 295,823 - - - 295,823
Loan capital BEER - - - 3865491 4,283,824 - 8154315
Undated liabilities ETRRBAE - - - - - 6716610 6,716,610
Total liabilities BfEEE 61,899,391 146,664,270 24,026,370 14,123 472 5,328,147 7,462,715 259,504,365
Net gap FER (50,318,238) (46,928238)  2,704983 57,014,025 45,567,614

HHNMER 5 R AT & & A & AT R 2
HART & SR P F KA BEAE B B ATHRAR AL -
EHIHMAYIIFRRRRRSRAMEFA

As the trading and available-for-sale portfolios may be sold before maturity or
deposits from customers may mature without being withdrawn, the contractual
maturity dates do not represent expected dates of future cash flows.
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Notes on the Accounts (continued)

RRIERIEE (78)
I ap TEFgas  TEF oapeuE  oan SEFgan  DEF aapWOE  aan

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(d) RBEEREEE(E)
TREHNEEASENFTELESRARE

(d) Liquidity risk management (continued)
The following tables provide an analysis of the residual contractual maturities of

non-derivatives financial liabilities of the Group at the balance sheet date. ZFRE HEBR AT -
The Group &8
2007
Between
Less than three Between
Carrying  Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months one year five years five years Undated
Befi 3f8A AL 180
REE aE DR AU E3f: 25% SENE  BEHAH
HK$'000 HKS$'000 HKS$'000 HK$'000 HKS$'000 HKS'000 HKS'000 HKS'000
et W BRI ERT T BRI ERT T BRI ERT T BRI
Deposits and balances of banks and BREMSREE
other finandil institutions B R 39,060,256 39,649,036 3740859 17784501 18,062,750 49378 9,946 1,602
Deposits from customers RPER 284,185,844 286,298,036 81,231,830 179,299,062 17,674,385 8,053,456 39,303 -
~Demand deposits and current accounts ~ — AR AKER 29989672 29989672 29,989,672 - - - - -
— Savings deposit ~HERR 49216282 49,216,282 49,216,282 - - - - -
- Time, call and notice deposits ~ERRBARHT 204,979,890 207,092,082 2,025,876 179,299,062 17,674,385 8,053,456 39,303 -
Trading liabilties R5RRER 2,372,101 2,376,644 - 1,098,515 2,254 35,164 108 1,240,603
Certificates of deposit issued BETERE 12,164,901 12,634,963 - 364,803 9,994,662 1,387,889 887,609 -
Current taxation i 228,850 228,850 - - 228,850 - - -
Loan capital REER 13652219 16,861,073 - 210,565 583852 11683841 4382815 -
Interest rate swaps flkEmHal 2,246,651 2,246,651 72,469 150,245 365,684 1,448,660 209,593 -
Other liabilties AtaE 11868577 11868577 - - - - - - 11868577
Total a5 365,779,399 372,163,830 85,045,158 198,907,691 46,912,437 22,658,388 5529374 13,110,782
2006
Between
Less than three Between
Carrying Gross cash Repayable three  months and one and More than
Amount outflow  on demand months one year five years five years Undated
Kty @A 3EAME 1550 F
EHE a5 SIRFER T E1F E5F SERE EHEAS
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT AETT BT AETT BETL AETTL BETT AETTL
Deposits and balances of banks and ROREMEREE
other financial institutions BERRES 31,959,182 32,376,484 4512523 11393353 14,329,013 903,688 1,166,243 71,664
Deposits from customers EFRH 209,524,220 210,784,654 59,424,412 135,602,704 11,186,240 4,546,924 - 24,374
—Demand deposits and current accounts  —EEERRAEREF 15130231 15130231 15,130,231 = = = = =
~ Savings deposit —EER B3644301 43644321 43644321 - - - - -
- Time, call and notice deposits ~ERRBRER 150,749,668 152,010,102 649,860 135,602,704 11,186,240 4,546,924 - 24,374
Trading liabilties LAREAE 942,595 949,357 3% 216,678 11,274 67,937 3015 650,067
Certificates of deposit issued BETERE 6,998,407 7,314,778 - 3108626 1,056,169 3,149,983 = =
Current taxation R 334,097 334,097 - - 334,097 - - -
Loan capital BEER 8,154,315 9,253,255 - 68,209 308,340 4,587,382 4,283,824 -
Interest rate swaps RS 785,664 785,664 - 65,104 59,596 484,014 176,950 -
Other liabilties AftaE 86T BEMTT2 = _____ = _____ = _____ T T
Total &% 267,343,252 270,443,061 63937321 150,454,674  27,285229 13,739,928 5,635,032 9,390,877
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Notes on the Accounts (continued)

FRIBN AT (.

The Bank $RAT
2007
Between
Less than three Between
Carrying  Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months oneyear  fiveyears  fiveyears Undated
ReRi 3f8A 3EAML 10 E
REE ] DR AU 2% B5F SERE BEHAH
HK$'000 HK$'000 HKS$'000 HKS'000 HKS$'000 HKS'000 HK$'000 HKS'000
ERTT BRI ERTT BRI ERTT BRI ERTT BRI
Deposits and balances of banks and FIRAtEREE
other financial institutions BT R 2580678 2,597,060 369,105 1,937,215 289,138 - - 1,602
Deposits from customers RFER 232,588,280 233,974,780 56,358,123 165,342,030 9,772,390 2,502,237 - -
~Demand deposits and current accounts  —EEVER R EREP 10,144,175 10,144,175 10,144,175 - - - - -
— Savings deposit ~-HERR 46,188,530 46,188,530 46,188,530 - - - - -
- Time, call and notice deposits ~EHRBAGR 176,255,584 177,642,075 25418 165,342,030 9,772,390 2,502,237 - -
Trading liabilties R5ARER 214732 2179275 - 1008515 2,254 35,164 108 1043234
Certficates of deposit issued ERTERE 14,364,901 14,834,963 - 364803 9994662 1387889 3,087,609 -
Current faxation REHE 80,871 80,871 - - 80,871 - - -
Loan capital BEER 13,652,219 16,861,073 - 210,565 583,852 11,683,841 4382815 -
Interest rate swaps lESEEEE 2206651 2,246,651 72,469 150,245 365684 1,448,660 209,593 -
Other liabilties Ehafk __ 6850498 6856631 _ 1861 _ _ 4097 m o - - 68504%
Total k] 274,538,839 279,631,304 56,801,558 169,107,470 21,089,026 17,057,791 7,680,125 7,895,334
2006
Between
Less than three Between
Carrying Gross cash Repayable three  months and one and More than
Amount outflow on demand months one year five years five years Undated
bRty @A 3EAME 1550 E
KR &5 SIRFER T 21F E5F SERE EHBAS
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETL AETT BT BRI BT AETTL BETT RETT
Deposits and balances of banks and ROREERIEE
other financial institutions NER RS 31,741,621 32,158,668 4,512,523 11,283,962 14,303,462 820,814 1,166,243 71,664
Deposits from customers ZPRH 202,463,214 203615957 57,387,113 132,991,472 8,883,726 4,329,272 - 24,374
—Demand deposits and current accounts  —EEF R RAEREKR 13485260 13485260 13,485,262 = = = = =
~ Savings deposit —fEER 8251991 43251991 43251991 - - - - -
- Time, call and notice deposits ~EHRBAGH 14572591 146,878,704 649,860 132,991,472 8,883,726 4329272 - 24,374
Trading liabilties RPRGAE 934,375 941137 386 216,504 11,274 62,619 287 650,067
Certificates of deposit issued BEIERE 9,198,407 9,514,778 - 3,108,626 1,056,169 5,349,983 - -
Current taxation R 295,823 295,823 - - 295,823 - - -
Loan capital BEER 8,154,315 9,253,255 - 68,209 308,840 4,587,382 4,283,824 -
Interest rate swaps MBS 785,664 785,664 - 65,104 59,596 484,014 176950 -
Other liabiltes AtaE 6716610 671770 -0 = - - 6716610
Total a5 260,290,029 263,282,992 61,900,022 147,734,977 24918890 15,634,084 5,632,304 7,462,715
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(e) Interest rate risk management

(e) FIEEEERE

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

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

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

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

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

AWM ERREREXRREEZEGRR
ViEEESRENNERAREERREE °
AEAEEEZEQREZSRE AR
EARTHNRABRER - WHFTERNRE
ez B SR % B R SR A R AR AT A B SR B
KOG - MEERAECHERRESS
HEZNRBEEETER - AREZBIH
AERERINGE  AREEESHNEDZ
B = E I B I T R BGR - MERRE
BEERELRS  BRMNXAREEDE
1FABRENTT

AITERBITRMAZEABRNERTERE
RRER] SRR - ZESMTAEATRE
HRARRREEAENIIBBEARBER
FrEh o ATRBER SR ZERBIAZEFIA
FTHOM) Rz o

RITEHZEN AR EHETENAR -
EEABREEZEFEREENIRANER -
I 75 R A E AU B

BN M BB E L R BB GFRE DT
BEiBEARREEA AKX HARTE200
EEMHOMEFERMGEE - RTRBEFEE
RE - REHIATHRN REEEEM S E
WFIRE R AE - FRSEREHAREEAE
EEREGNEEIER -

BT IRMRIR AR RS E 547
AT 4R U 517 30 BB R S By B
BRI B EE R A R

2007 2006
HKD %7t USD =7t HKD %7t USD %7t
HK'000 HK'000 HK'000 HK'000
BETT BT BETT BETT
Impact on earnings over the next
12 months if interest rates 171 £ FH200(E5E
fise by 200 basis points HARNEANRITE 57,327 (111,706) 180,448 (133,756)
Impact on economic value if
interest rates rise by 200 fisi 2 - 582001EE 2
basis points HEERENTE (180,188) (273,099) (120,020) (246,704)

ZBEREIMERRRREE R - THRE
EERBBENFENZREBREMMEN - B
DT TOBIRIA T RERAETT -

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; () WEEhR R A= LR TT8E

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

(iii) no loan prepayment is assumed as the majority of loans is on floating rate (i) RBRERFEEER  ARIBMHER
base; and BRZERER : &
(iv) deposits without fixed maturity dates are assumed to be repriced on next day. (v) REBREETEINHENTFARZEEE
g o
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Notes on the Accounts (continued)

FRIBN AT (.

Actual changes in the Bank'’s net interest income and the economic value resulting A= 5B G B AT HNBWAREBEE
from the increases in interest rates may differ from the results of this sensitivity MBS B ) B 57 BURE D AT AR AT R P
analysis. NG
The following table indicates the expected next repricing dates (or maturity dates TRETNEEATEEERABNEGT
whichever are earlier) for the interest bearing assets and liabilities at the balance RAEEETH (RE B EMARES) -
sheet date.
The Group £H:
2007
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3EANL 10
AT E3 a3 E5%F SEHE FHE b
HKS$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

BETT BETT BT BETT BETT BETT

Assets BE
Cash and balances with banksand B & RIERTHE

other financial institutions CRKENET 12,678,618 - - - 1,508,083 14,186,701
Placements with banks and other ERTRE e REE

financial institutions HER 90,578,316 4,125,577 - - - 94,703,893
Trade bills B5Z8 686,671 53,288 - - 71,671 811,630
Trading assets RoHABEE 815,455 396,673 - - 3,634,474 4,846,602
Financial assets designated at EEABREEARE

fair value through profit or loss ATFEENSBIE 5352769 446,281 2,845,285 - 13,671 8,658,006
Advances to customers EPER 140,055,461 42,211,792 26,094,084 6,919,633 2,206,490 217,487,460
Other accounts HibiEE 1,268,816 1,352,099 39,003 - 15,258,451 17,918,369
Available-for-sale financial assets P ESREE 7,108,981 1,841,633 806,644 743,913 1,716,324 12,217,495
Held-to-maturity investments REHHRE 2,121,945 6,064,246 1,569,423 1,005,435 - 10,761,049
Non-interest bearing assets FEERAE - - - - 12,387,455 12,387,455
Total Assets BEHE 260,667,032 56,491,589 31,354,439 8,668,981 36,796,619 393,978,660
Liabilities B
Deposits and balances of banksand ~ $R/TREfo & AR

other financial institutions HFHRRER 19,327,207 14,414,250 49,261 9,946 5,259,592 39,060,256
Deposits from customers REEH 249,053,238 22,274,935 3,438,605 377,957 9,041,109 284,185,844
Trading liabilties RHARARE 1,098,512 - 32,885 101 1200603 2,372,101
Certificates of deposit issued BETERE 3,918,263 6,532,766 503,700 1,210,172 - 12,164,901
Loan capital REER 4,669,174 - 4600230 4,382,815 - 13652219
Non-interest bearing liabilities FHEaE - - - - 12,097,427 12,097,427
Total liabilities BERE 278,066,394 43,221,951 8,624,681 5,980,991 27,638,731 363,532,748
Interest rate sensitivity gap MEGREZE (17,399,362) 13,269,638 22,729,758 2,687,990
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(e) Interest rate risk management (continued) (e) FIEEMBERE(E)

The Group £H
2006
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3fEANE 1ENUE
FAT E1F B56 SEME FEE FoE
HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BT BT BT
Assets BE
Cash and balances with banksand & RIEEFTMEH
other financial institutions CHBENET 6,848,009 - - - 1,469,737 8,317,746
Placements with banks and other ERITREM S RERE
financial institutions iy 64,315,952 2,548,093 - - - 66,864,045
Trade bills 2555 519,097 38,795 - - 62,571 620,463
Trading assets RHMEEE 507,272 132,754 2,267 28,945 2,266,296 2,937,534
Financial assets designated at fair value #57E AR B8 AR
through profit or loss ATEENSHTIA 324,615 721,641 7,458,909 115,786 22,528 8,643,479
Advances to customers RPER 112,017,825 26,276,107 19,601,784 5,158,092 2,426,406 165,480,214
Other accounts HiHRIE 1,822,209 1,091,033 126,218 = 6,576,992 9,616,452
Available-for-sale financial assets AHNESHER 4,397,360 1,521,793 1,911,622 638,242 3,533,180 12,002,197
Held-to-maturity investments RHEHHRE 1,137,134 931,836 6,920,478 1,259,667 244 10,249,359
Non-interest bearing assets FEEAE - - = - 9,470,828 9,470,828
Total Assets BELS 191,889,473 33,262,052 36,021,278 7,200,732 25,828,782 294,202,317
Liabilities 8
Deposits and balances of banksand ~ $RATREf &R
other financial institutions MR REH 15,074,659 14,328,509 1,503,779 946,399 105,836 31,959,182
Deposits from customers RPRER 185,194,140 12,341,018 4,167,681 386,586 7,434,795 209,524,220
Trading liabilities RHAEEE 207,472 1,756 33,842 99 699,426 942,595
Certificates of deposit issued BETENE 3,033,404 357,975 3,607,028 - - 6,998,407
Loan capital EEER - 3,865,491 - 4,288,824 - 8,154,315
Non-interest bearing liabilities FEEEE - - - = 8,978,869 8,978,869
Total liabilities BREESE 203,509,675 30,894,749 9,312,330 5,621,908 17,218,926 266,557,588
Interest rate sensitivity gap MEGREZE (11,620,202) 2,367,303 26,708,948 1,578,824
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Notes on the Accounts (continued)

FRIBN AT (.

The Bank $RAT
2007
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R MEAL 1ELE
FUT 215 B5% S5EME FHE okl
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETT BETT BETT BETT
Assets BE
Cash and balances with banksand & KR
other financial institutions TRERENET 2,087,374 - - - 1,045,773 3,133,147
Placements with banks and other ERTREM SRR
financial institutions R 80,492,807 2,630,147 - - - 83,122,954
Trade bills BHRE 374,783 47,229 - - 47,545 469,557
Trading assets RoABEE 815,455 396,673 - - 3,408,650 4,620,778
Financial assets designated at fair value &7 AifiRE % b R
through profit or loss ATEENSBIE 5352769 446,281 2,828,632 - 13,671 8,641,353
Advances to customers BFER 96,635,214 8,199,526 22,315,916 5,154,281 2,142,182 134,447,119
Other accounts HiER 462,303 238,227 39,003 - 6,505,132 7,244,665
Available-for-sale financial assets HRLESRHEE 7,005,779 1,552,928 653,165 69,468 1,326,684 10,608,024
Held-to-maturity investments FEIHRE 1,886,432 5,522,776 782,504 581,186 - 8,772,898
Non-interest bearing assets FHEEE - - - - 37,412,985 37,412,985
Total Assets BEATE 195,112,916 19,033,787 26,619,220 5,804,935 51,902,622 298,473,480
Liabilities 8
Deposits and balances of banks and ~ SR77 [ E- A B 1R
other finandial institutions NEARES 2,284,231 286,660 - - 9,787 2,580,678
Deposits from customers RPEA 213,127,612 9,476,122 2,101,463 377,957 7,505,135 232,588,289
Trading liabilities RHARER 1,098,512 - 32,885 101 1,043,234 2,174,732
Certificates of deposit issued BRI ENE 3,918,263 6,532,766 503,700 3,410,172 - 14,364,901
Loan capital EEEAR 4,669,174 - 4,600,230 4,382,815 - 13,652,219
Non-interest bearing liabilities FEEaE - - - - 6,931,369 6,931,369
Total liabilities BRESE 225,097,792 16,295,548 7,238,278 8,171,045 15,489,525 272,292,188
Interest rate sensitivity gap FIRGRE =R (29,984,876) 2,738,239 19,380,942 (2,366,110)
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued) BIi&EEEIE (@)

(e) Interest rate risk management (continued) (e) FIEEBEIR(E)

The Bank $R1T
2006
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3fEANE 1A E
FAT E1F B56 SEME FEE FoE
HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
BT BB BB BB B8 BT
Assets BE
Cash and balances with banksand & RIEEFTMEH
other financial institutions CHBENET 6,757,117 - - - 1,314,996 8,072,113
Placements with banks and other ERITREM S RERE
financial institutions iy 63,688,406 2,417,815 - - - 66,106,221
Trade bills 2555 519,097 38,795 - - 62,571 620,463
Trading assets RHABEE 497,914 132,754 2,267 28,945 2,238,003 2,899,883
Financial assets designated at fair value #57E AR B8 AR
through profit or loss ATEENSHTIA 320,767 721,641 7,433,653 115,786 22,528 8,614,375
Advances to customers RPER 109,151,089 25,600,695 17,674,698 4,775,372 2,369,792 159,571,646
Other accounts HiHRIE 1,768,900 1,090,567 126,218 = 5,137,416 8,123,101
Available-for-sale financial assets HHESRHEE 4,351,760 1,286,826 1,774,579 419,307 2,269,063 10,101,535
Held-to-maturity investments REISEE 995,342 532,770 6,061,364 745,156 244 8,334,876
Non-interest bearing assets FEEAE - - = - 11,925,400 11,925,400
Total Assets BELS 188,050,392 31,821,863 33,072,779 6,084,566 25,340,013 284,369,613
Liabilities 8
Deposits and balances of banksand ~ $R4TREAMEREREN
other financial institutions TRk 14,857,098 14,328,509 1,503,779 946,399 105,836 31,741,621
Deposits from customers BPER 180,823,605 10,109,318 3,964,247 386,586 7,179,458 202,463,214
Trading liabilities RHAEEE 199,799 1334 33,842 99 699,301 934,375
Certificates of deposit issued BRI EHE 3,033,404 357,975 3,607,028 2,200,000 - 9,198,407
Loan capital EEER - 3,865,491 - 4,288,824 - 8,154,315
Non-interest bearing liabilities FESEE = = = = 7,012,433 7,012,433
Total liabilities BREESE 198,913,906 28,662,627 9,108,896 7,821,908 14,997,028 259,504,365
Interest rate sensitivity gap MEGREZE (10,863,514) 3,159,236 23,963,883 (1,737,342)
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Notes on the Accounts (continued)

FRIBN AT (.

The following table summarises the range of effective average interest rates for the
year ended 31st December for monetary financial instruments:

TREGENEBE1ZAN B LFEREE SR
TAZABAMEEGE :

The Group £ The Bank $1T
2007 2006 2007 2006
% % % %
Assets 13
Cash and short-term funds and Re RERITNE S R#ED
placements with banks and #17 - RESRITREM
other financial institutions DRIEEHNER 0-10.00 0-8.50 0.10-8.60 0-8.50
Trade bills, advances to customers
and advances to banks and other ~ EZ3ZE - REEHKET
financial institutions REMS BENER 0-37.62 1.02-45.00 0.88-18.36 1.02-18.59
Securities (Note) Eepal i) 1.00-7.75 1.00-7.55 1.00-7.75 1.00-7.55
Liabilities &
Deposits and balances of banks and ST RE M BHIED
other financial institutions TRk 0.01-8.48 0-7.24 0.01-7.90 0-7.24
Deposits from customers BEER 0-13.33 0-15.00 0-8.75 0-15.00
Certificates of deposit issued and
loan capital BETEREREEER 2.25-10.48 143-6.31 2.25-10.48 1.43-6.31
Note:  Securities include certificates of deposit held, trading assets, financial assets Wiz : BHEEESFEERE RHEE BT
designated at fair value through profit or loss, securities measured as loans and RBABEGZARMATEENERE
receivables, available-for-sale financial assets and held-to-maturity investments. E  UEREEYERTENES - 7
HEESREERFEIBHIRE -
(f) Strategic risk management (f) REMERBER
The objective of strategic risk management is to monitor the risk to earnings or FKEEMEREENENEEERANREER
capital arising from bad business decisions or from an improper implementation of TE k& B R 4T 18 FORE 5| A F S
good business decisions. BARFEORE
The Board of Directors reviews and approves policy for the management of the EEZRATERARBUERAREBBER - &
strategic risk. The Board has delegated the responsibility for ongoing strategic risk ERELEEAREEZESEERETER
management to the Asset and Liability Management Committee. The Asset and BiEERR BEBBEEEZESLRRER
Liability Management Committee reports to the Board of Directors via the Risk ZEBREZEER -
Management Committee.
(9) Legal risk and reputation risk management (0) AEEBAEERRER

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 arising from the potential that negative publicity
regarding the Group'’s business practices, whether true or not, will cause a decline
in the customer base or lead to costly litigation or revenue reductions.

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

ERER - RERAOREDBRT  —R
WL RTHBHOBH T - TP EA%

By B EEERMBINR

RERR  BRREARHAEELEMRA
MY FEEERT  AURSAREY
EEERTY - REHED2ZH0RE AR
AR @

BRRRER 2B - ERHER - FHENEE
TERIARR  MEERTEREERIIZE
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Notes on the Accounts (continued)

RRIERIEE (78)

40.FINANCIAL RISK MANAGEMENT (continued)

BERRERE @

(9) Legal risk and reputation risk management (continued)

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

Capital management

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

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

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

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

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

The capital adequacy ratios as at 31st December, 2007 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 capital adequacy ratios as at 31st December, 2006 were
computed in accordance with the Third Schedule to the Hong Kong Banking
Ordinance and adjusted in accordance with the guideline on “Maintenance of
Adequate Capital Against Market Risks” issued by the HKMA. Accordingly, the
capital adequacy ratios of the two years are not directly comparable.

(9)

(h)

EERBANEERREE(E)
ExgnlERBRINELEMEE B
BEREELEMEAREEZSGARFEE
BitERR - EEREMEAREEZEER
EBRERZBERESSER -

BEAEE
EERMNEREEASBEREBNELHTE -
EERBRITNENRER S ERRELRE
BEFmEENBERH AR R NEEELL
® o REERBRBAEEXFEZZESH
mHER - RIREABFREAEERRZ
R R ERE o RITEBH R HIEMK
RITARMD o /B AN & 2= 4K R B R E
E - BRIRE S ERREE E/ TR MRK
FREEGERIINER

BRAGEEREN AEEEREANTIE
BHRREAEEAFELE  FEUTEHR
R SRR [ 3R N 4 EL 4t ) 25 B 0% & 7 2R A
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Notes on the Accounts (continued)

HRIEREE (78

41.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2007 and 2006 and are well above the minimum required ratio set by
the HKMA.

FAIR VALUES OF FINANCIAL INSTRUMENTS €@ T AW AFEHE

R B e H A B B B XA N B E 20074 12
HA31BIEFERATE A INERI LR E AR
TE  20065F EARIERREE BT EHRIE
FELLE o

(a)

Estimation of fair values

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. Where available, the most suitable measure for fair value is
the quoted market price. In the absence of organised secondary markets for most
financial instruments, and in particular for loans, deposits and unlisted derivatives,
direct market prices are not available. The fair value of such instruments was
therefore calculated on the basis of well-establised valuation techniques using
current market parameters. In particular, the fair value is a theoretical value
applicable at a given reporting date, and hence can only be used as an indicator of
value realisable in a future sale.

The Group compares valuations derived from models with quoted prices of similar
financial instruments, and with actual values when realised, in order to further
validate and calibrate the models. These techniques involve uncertainties and are
significantly affected by the assumptions used and judgments made regarding
risk characteristics of various financial instruments, discount rates, estimates of
future cash flows, future expected loss experiences and other factors. Changes in
assumptions could significantly affect these estimates and the resulting fair values.
Derived fair value estimates cannot necessarily be substantiated by comparison to
independent markets and, in many cases, could not be realized in an immediate
sale of the instruments.

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

(

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

(i) the fair value of variable rate financial instruments is assumed to approximate
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;

(a)

NPEEFT
AFEEDBTRRESH T RN AR
TIZERRNE R ERREL @ BEit—K=2
TEN - EAMBRE  THERELFER
FEEREANTA  BRRAZHEHT
B LERER  FREELETITAETA
BR|—EBFABH—F 5 EUEEE
EMSHE HETANATEESRE -
L RRFMIZ2 BN EGERAFHE -
ERRELHNZE A TEELEERARTE—
FrEwS BHERER - IARAESR
BEREMTAHER  SRTANERER
HYIETR ©

AEESKEREAEEMSOGERRSE
SMTANBRELR  REZREEM[HESR
EREELR @ DUE— FREBUSEAE
HAE - WERKXFRIRBERE IR
AREEMARENAREHSEeRTA
MR - BEERE - (AR KRB SR
BHR RBAR T E A ZAEH BT EAF
o NAKEERABEE - BrRIEHILE
RGN AFEEELREYE -
AEE N —E LSRG T 5 AR EEEE
L& LNERAEEMSHRFEEMGEE
o ERZEE  AEEHTERERTA
BN E A BRI E A FEE -

AEBRATITTEAMERRE
BMTANRFER :

IAREE &

() TRETHROEHRFRMFEZERSN
AFEE - DREASNEE B AHZER
MRS -

(i) FEEMTANAFEE HRESHE
HIFEERE - ST ARERMIE
EHEBES - ARBENEERRTY
EREREEMATEETREER
SRBRES DRI TARER - RitER
FEETERREEEREMNNE
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Notes on the Accounts (continued)

RRIERIEE (78)

41.FAIR VALUES OF FINANCIAL INSTRUMENTS (continued)

SRMITENQAFEE @

(a) Estimation of fair values (continued)
(iii) the fair value of fixed rate loans and mortgages carried at amortized cost is

(iv,

(vi

=

=

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.

the fair value of unquoted equity investments is estimated, if possible, using
applicable price/earnings ratios for similar listed companies adjusted to reflect
the specific circumstances of the issuers.

the fair value of unlisted open-ended investment funds are estimated using the
net asset value per share as reported by the managers of such funds.

the fair value of forward exchange contracts and interest rate swaps is estimated
either using broker quotes or by discounting future cash flows. Future cash
flows are estimated based on management’s best estimate of the amount it
would receive or pay to terminate the contract at the balance sheet date taking
into account current market conditions and the current creditworthiness of the
counterparties. The discount rate used is a market rate for a similar instrument
at the balance sheet date. The fair value of an option contract is determined by
applying the Black-Scholes option valuation model. Inputs are based on market
related data at the balance sheet date.

(b) Fair value
All financial instruments are stated at fair value or carried at amounts not materially
different from their fair values as at 31st December, 2007 and 2006, except for
held-to-maturity investments as set out in Note 27.
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Notes on the Accounts (continued)

FRIBN AT (.

42.0FF-BALANCE SHEET EXPOSURES & 7E & &% LMY E B

(a) Contingent Liabilities and Commitments (a) BAREBERENRE
The following is a summary of the contractual amounts of each significant class of NTABEIAEBEREAEEZEFINEGD
contingent liabilities and commitments: HREHE
The Group %8 The Bank 17
2007 2006 2007 2006

HK$'000 % Tt HK$'000 A TL  HK$'000 ¥ T  HK$'000 BETFT

Direct credit substitutes BREERER 8,496,462 5,214,804 9,151,298 5,199,789
Transaction-related contingencies R SHEBENIAER 976,037 740,121 707,068 740,121
Trade-related contingencies HESHHENINER 1,492,668 1,835,733 1,032,553 1,782,712
Commitments that are unconditionally — AJ&E{&HEUE T HBA
cancellable without prior notice R BAMRIE 49,117,152 36,724,889 37,482,191 35,869,667
Other commitments H i :
- upto 1 year —1EFAT 4,510,116 3,022,549 2,062,476 3,022,549
—over 1 year — 1L E 14,143,865 14,686,624 13,353,609 14,567,457
78,736,300 62,224,720 63,749,195 61,182,295
Contingent liabilities and commitments are credit-related instruments which IREBERAEREFEAHANTIA - BF
include acceptances, letters of credit, guarantees and commitments to extend RUREEENALRIE  ER%  BRE
credit. The contractual amounts represent the amounts at risk should the MANRIE - SNBEREESHNR TR
contract be fully drawn upon and the client default. Since a significant portion of B R PR A RS T AR R B 2R - HNTE
guarantees and commitments is expected to expire without being drawn upon, the HERE RN RIER RIS BB ERL
total of the contract amounts do not represent expected future cash flows. REATEH - 5 REW TRRMEETRRER
BAE
(b) Derivatives (b) $TETE
Derivatives refer to financial contracts whose value depends on the value of one or PTET A EIRH AN ZHEREE R
more underlying assets or indices. BEEEEENIBEL -
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Notes on the Accounts (continued)

RRIERIEE (78)

42.0FF-BALANCE SHEET EXPOSURES (continued)

(b) Derivatives (continued)
The following is a summary of the notional amounts of each significant type of

EESBEXRUMNERE @

(b) $TET A (&)
AT REERRITHEETET A Z2HR

derivative for the Group and the Bank: WERBEERE :
The Group
£
2007 2006
Trading  Non-trading Total Trading Non-trading Total
X% k%5 ot 25 k25 B
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETR BETR BETT BB BT BT
Exchange rate contracts EXAH
Forwards and futures RS RBE 14,816,422 22,025 14,838,447 4,954,231 14,384 4,968,615
Swaps 2R 5 15,141,206 8,456,003 23,597,209 8,101,973 1,847,039 9,949,012
Options purchased B\ 3,716,793 - 3,716,793 1,780,330 - 1,780,330
Options written st 3,526,541 - 3526541 1,568,681 - 1,568,681
Interest rate contracts FEEH
Forwards and futures BRRZREE 185,000 - 185,000 - - -
Swaps BHRS 1,260,944 26,894,520 28,155,464 388,192 20,750,718 21,138,910
Options purchased A - - - - 116,669 116,669
Equity contracts BRHEH
Swaps B8RS - 2864172 2,864,172 - - -
Options purchased fE 1,331,547 6,030,647 7,362,194 766,431 33,108 799,539
Options written apust-ir-2 3,545,259 - 3,545,259 1,743,595 33,108 1,776,703
43,523,712 44,267,367 87,791,079 19,303,433 22,795,026 42,098,459
The Bank
817
2007 2006
Trading  Non-trading Total Trading Non-trading Total
X% k%5 ot x5 k25 B
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETR BETR BETT BB BT BETT
Exchange rate contracts EXAH
Forwards and futures R RBE 12,707,029 - 12,707,029 4,955,396 = 4,955,396
Swaps 2R 5 15,141,206 9,840,123 24,981,329 8,101,974 1,725,095 9,827,069
Options purchased B\ 3,716,793 - 3,716,793 1,780,330 - 1,780,330
Options written st 3,526,541 - 3526541 1,568,681 - 1,568,681
Interest rate contracts FEEH
Forwards and futures BRRZREE 185,000 - 185,000 - - -
Swaps BHRS 1,260,944 24,893,104 26,154,048 388,191 19,557,436 19,945,627
Equity contracts RO &K
Swaps B85 - 4093192 4,003,192 - - -
Options purchased (PNt 1,331,547 6,030,647 7,362,194 766,431 33,108 799,539
Options written Vapurt=ir-2 3,545,259 - 3,545,259 2,024,395 33,108 2,057,503
41,414,319 44,857,066 86,271,385 19,585,398 21,348,747 40,934,145
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Notes on the Accounts (continued)

FRIBN AT (.

Derivatives arise from futures, forward, swap and option transactions undertaken PTHETEEARASERIBITEINE « FIER
by the Group and the Bank in the foreign exchange, interest rate and equity BREMSETHE 28 =HREERS
markets. The notional amounts of these instruments indicate the volume of MEE - EETANEESTIEELERD
transactions outstanding at the balance sheet date; they do not represent amounts ATERHIRHE - BETRKRARZEBRE
at risk. B o

The fair value and credit risk weighted amounts of the aforesaid off-balance sheet A EEBBRMNERH R T EEREE
exposures are as follows. These amounts do not take into account the effects of [EBE MBI T o 35 L BRI ARG AR
bilateral netting arrangements. FRETHNE o

The Group £8 The Bank $1T
2007 2006 2007 2006

HK$'000 ¥ T  HK$'000 B%Fr HK$'000 B¥TFT  HK$'000 BETFT

Fair value (Note 23) ATFEE (F23)
Exchange rate contracts EXEL 234,691 106,586 171,783 105,907
Interest rate contracts FEEH 803,765 545,055 704,994 536,376
Options purchased A
- exchange rate contracts —EEEH - 2,223 - 2,223
— equity contracts —-BRHEHD 513,276 8,553 513,276 8,553
1,551,732 662,417 1,390,053 653,059
The Group £8 The Bank 17
2007 2006 2007 2006
HK$'000 ¥ T  HK$'000 ABFL HK$'000 B¥FT  HK$'000 BT T
Credit risk weighted amounts* IS ey
Contingent liabilities and
commitments FABERARE 18,725,103 12,018,280 12,304,493 11,995,146
Exchange rate contracts EXEH 129,966 92,695 131,367 91,964
Interest rate contracts FI=EH 195,964 219,415 197,109 219,868
Equity contracts RiAEH 74,678 25,852 99,208 25,852
19,125,711 12,356,242 12,732,177 12,332,830
*  The Bank adopted the Foundation Internal Ratings Based (“IRB”) approach according * RBGRITE(ER)RA - RITHRAIERR
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st BT AREREST EE ISt E R 2007612 318
December, 2007. The amounts as at 31st December, 2006 were complied in accordance ZIEERBZ BB INESE o 2006512
with the then Third Schedule of Hong Kong Banking Ordinance under Basel | capital A31B 2z @ BMAFEREEERE KNG E M
accord. #TE BB BCRITIRBDITER= ©
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Notes on the Accounts (continued)

RRIERIEE (78)

42.0FF-BALANCE SHEET EXPOSURES (continued) &EES&SGXRUNMIER @)

(b) Derivatives (continued) (b) $TETR(E)
The tables above give the contractual or notional amounts, fair value and credit risk TRINHEEBBRIAIIRZNELNHAE
weighted amounts of off-balance sheet transactions. The fair value is calculated B A FEEREERBRINESEE AT
for the purposes of deriving the credit risk weighted amounts. These are assessed BESAKRFECEERBRINERTE - ZFH
in accordance with the Banking (Capital) Rules. Fair value represents the cost of BRERBARITE(BER) RAUDMETH - 2F
replacing all contracts which have a positive value when marked to market. BERKEEEMAIETSEEEEERK

BIEBERELIRA -

Fair value is a close approximation of the credit risk for these contracts as at the ATEEREAERZSIANNBTEER
balance sheet date. The credit risk weighted amount refers to the amount as B o EERRMESESERRB(RITE(E
computed in accordance with the Banking (Capital) Rules. R)FBFHE -
The following table provides an analysis of the notional amounts of derivatives TRAONMEAE BASEBERE D HAHREH
of the Group by relevant maturity grouping based on the remaining periods to Z RIS E R A RAOT A T AR BB o
settlement at the balance sheet date.
The Group %
Notional amounts with remaining life of
FBHRNER8E
2007 2006
1year Over1year Over Tyears  Over 1 year Over
orless  to5years 5 years Total o less to 5 years 5 years Total
180 E 1EME
1EFUT E5E SELLE BE  1FUIT E5E SESLE o

HKS'000  HKS'000  HKS'000  HK$'000  HK$'000  HKS'000  HKS'000  HK$'000
AT BMTR  ARTR  BRTR BBt BRTRn  BETT  AETR

Interest rate derivatives F=fTATA 10,651,886 13,046,923 4,641,655 28,340,464 2,929,898 17,025,629 1,300,052 21,255,579
Currency derivatives EEFTHETR 40,699,387 4,979,603 - 45678990 17,824,374 442,264 - 18,266,638
Other derivatives HfiETE 10,736,251 2,450,326 585,048 13,771,625 2,295,442 - 280,800 2,576,242

62,087,524 20,476,852  5226,703 87,791,079 23,049,714 17,467,893 1,580,852 42,098,459

The Bank 817
Notional amounts with remaining life of
ABHRNARUR
2007 2006
1year Over 1year Over Tyears  Over1year Over
orless  to5years 5 years Total or less to 5 years 5 years Total
1ERE 1M E

1EIUT E5% SELLE g8 1FIT E5F SEbLE a5

HKS'000  HKS'000  HKS'000  HKS'000  HK$'000  HKS'000  HKS'000  HK$'000
At EMTn AT AWTR  BETT BRI BETT  BETR

Interest rate derivatives MEfTETE 11,021.481 11,221,957 4,095,610 26,339,048 2813229  15890,195 1242203 19,945,627
Currency derivatives SBHETA 40,285,437 4,646,255 - 44931692 17,689,212 442,264 - 18131476
Other derivatives HffiETA 11,137,623 _ _ 3,277,974 585,048_ 15,000,645 _ 2,576,242 = 280,800 _ 2,857,042

62,444,541 19,146,186 4,680,658 86,271,385 23,078,683 16332459 1,523,003 40,934,145
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Notes on the Accounts (continued)

FRIBN AT (.

(c) Capital Commitments (o) ERFANE
Capital commitments outstanding at 31st December and not provided for in the 12 A31 B AR ERMB IR ARIE IR 2E
accounts were as follows: BB REBENT
The Group £8 The Bank $1T
2007 2006 2007 2006
HK$'000 % Tt HK$'000 A% TL  HK$'000 B¥TFx  HK$000 BETF T
Expenditure authorised and
contracted for BEREXHTEER 1,880,236 669,184 647,325 656,957
Expenditure authorised but not
contracted for EREXHEREL 131,162 100,777 88,797 97,513
2,011,398 769,961 736,122 754,470
(d) Operating Lease Commitments (d) KEHEERE

20076128318  ETAIHEHENSEHRE
A - RRFEENEERBRENT ¢

At 31st December, 2007, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

The Group £ The Bank 17
2007 2006 2007 2006
HKS'000 B¥TF  HK$'000 BHTT HK$'000 BT  HK$'000 BETFT
Properties IES
Within one year 1A 272,332 202,937 119,114 155,647
After one year but within five years (BTN 618,640 358,357 124,49 269,345
After five years SELAR 306,538 131,643 1,489 80,277
1,197,510 692,937 245,097 505,269
The Group &8 The Bank 17
2007 2006 2007 2006
HKS'000 BT  HK$'000 BHTT HK$'000 BT  HK$'000 BT
Equipment B
Within one year 1ELAA 4,426 4,117 1,559 1,593
After one year but within five years 1FESER 9,349 7,765 2,198 2,672
After five years SEE LA 107 - - -
13,882 11,882 3,757 4,265

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.

SERRITALERETAEAT LY M
*if - MEFHRER25F - HIHARAH
BHEEMERAESS - HENRESBET
BEFEARRTEES - FIEENLTE
BREHE

mEEaFERAR 20078 213




Notes on the Accounts (continued)

RRIERIEE (78)

43.NOTES ON CONSOLIDATED CASH FLOW STATEMENT

FERERERMET

(a) Purchase of Subsidiaries

(a) WEBHIEAF
2007
HK$’000 &% T 5T

2006
HK$'000 B¥F T

Net assets acquired

Cash and balances with banks

EBAFEE

B e RERITHE SRS

and other financial institutions Eofeyea 1,943 131,557
Advances and other accounts BHBRERE 2 B

less provisions R H M ARIE 4,745 587,204
Fixed assets E & E 570 2,373
Deposits and balance of banks RITHIF R R AEER - (778)
Deposits of customers BEFR - (496,161)
Current taxation N Ep (134) (3,970)
Other accounts and provisions HARRTE & (3,494) (121,716)
Deferred tax liabilities B IAAE (22) (54)
Minority interests DEAR R (3) (2,561)
3,605 95,894

Goodwill arising on consolidation BRI AR EENEE 36,604 95,251
Intangible assets acquired BEABRFARE - 12,986
Total purchase price fEA B 40,209 204,131
Less: cash and cash equivalents acquired B BANR e RERREIER (1,943) (131,557)
Cash flow on acquisition net of cash acquired B iK$EEYWEFTEARNIE SR 38,266 72,574

(b) Disposal of Subsidiary (b) HEKMBAR

2007 2006

HKS$'000 B¥ Tt HK$'000 BT T

Cash and balances with banks and
other financial institutions
Advances and other accounts less provisions
Fixed assets
Taxation
Other accounts and provisions
Deferred tax

Add: gain on disposal

Cash flow on disposal of subsidiary

Re RERTNE MBS REE
HAETF

EMBRER ERREMARIR

Bl & A

BiIA

HA0BRIA K 2t

BIETIR

o e

HEMBARNRER

15 =
53,132 =
466 =
(2,771) =
(1,123) =

49,694 =

455,686 -
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Notes on the Accounts (continued)

FRIBN AT (.

(c) Cash and Cash Equivalents (0 RERZERELER

(i) Components of cash and cash equivalents in the consolidated cash flow () EREHeRERANRSRERARGE
statement B B ED
2007 2006
HK$'000 &% F 7t HK$'000 BT IT
Cash and balances with banks and IR & RAIRITFIE M & mhd s
other financial institutions (Note 20) #4577 (i 520) 14,186,701 8,317,746
Placements with banks and other JRZNEARR A 318 A AR
financial institutions with original TERIT R E A & RS
maturity within three months EORESN 87,395,382 63,811,412
Treasury bills with original maturity [RZAEAR A31E A AR
within three months HBIEEH 1,918,705 4,579,791
Certificates of deposit held with original ~ JRANHABR A31E A AR Z
maturity within three months FBENGERE 217,542 =
103,718,330 76,708,949
(i) Reconciliation with the consolidated balance sheet (i) ARG EEEBRVER
2007 2006
HK$'000 ;8% F 7t HK$'000 BT IT
Cash and balances with banks and & RIIRITREM S R
other financial institutions (Note 20) #&17 (Ft5E20) 14,186,701 8,317,746
Placements with banks and other TERIT R E M & S R T 50
financial institutions (Note 21) (PffsE21) 94,703,893 66,864,045
Treasury bills and certificates of
deposit held Bl E &SR R A TFRE
— trading assets (Note 23) — X5 AnEEM23) 1,194,530 497,915
— designated at fair value through —lEEEBRER AR AT EE
profit or loss (Note 24) (MizE24) 49,600 95,685
— advances and other accounts
(Note 25) — B REABRE (M EE25) 39,003 38,890
— available-for-sale (Note 26) — At E (FfEE26) 3,675,687 5,164,722
— held-to-maturity (Note 27) — R 2B (PF7E27) 1,691,858 1,698,072
6,650,678 7,495,284
Amounts shown in the consolidated
balance sheet TEiraEERBEREENSHE 115,541,272 82,677,075
Less: amounts with an original maturity & : [RAHAR A318 8 M £
of beyond three months B (11,822,942) (5,968,126)
Cash and cash equivalents in the TR RERANRE R
consolidated cash flow statement ZRRLIEE 103,718,330 76,708,949
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Notes on the Accounts (continued)

RRIERIEE (78)

44.ASSETS PLEDGED AS SECURITY FH{EEKIHRMNEE

The following balances with banks have been pledged as collateral for securities A THRITEMRCE R TIERESBERIT
borrowings and margin deposits of derivatives. S TAFRES 2BRE -
The Group £8 The Bank $17
2007 2006 2007 2006

HK$'000 % Tt HK$'000 A% TL  HK$'000 B TFx  HK$'000 BET T

Cash collateral for borrowed securities  F{ERE A EERIR &

SR il - 142,041 - 142,041
Collateral deposit for derivatives dealing FIYESTA T EEEH
Hifz e 54605 43995 54605 43995
54,605 186,036 54,605 186,036
These transactions are conducted under terms that are usual and customary to IER S Z GERBE—RREBTREERR
standard lending and securities borrowing and lending activities. BEREERFHET
45.LOANS TO OFFICERS {THX A BE 3%
The aggregate of loans to officers of the Bank disclosed pursuant to Section RIBE A BB )EE 161B15(4B) R (4Q) 5
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: E * ANMTITHRAB Z ERBREAMBT
2007 2006

HKS$'000 FB#TF T HK$'000 BT T

Aggregate amount of relevant loans

outstanding at 31st December HEEFR12A31 BN R 2%E
By the Bank RERFTH 1,432,258 1,336,206
By subsidiaries A E A AlfE L 624,679 =
2,056,937 1,336,206
The maximum aggregate amount of FENERERZ
relevant loans outstanding during the year ~ fx=#5 /K 42%E
By the Bank BIRTTEH 1,864,271 1,738,078
By subsidiaries FB P8 2 mlE 624,886
2,489,157 1,738,078
There was no interest due but unpaid nor any impairment allowance made against 72007412 4318 200612 H31H -
these loans at 31st December, 2007 and 31st December, 2006. BEHARENTIE  MARBHZEES f’E/JEE
R

216 The Bank of East Asia, Limited Annual Report 2007




Notes on the Accounts (continued)

FRIBN AT (.

46.MATERIAL RELATED PARTY TRANSACTIONS EBATHEARR S

The Group maintains certain retirement benefit schemes for its staff as per Note
2(q)(iii). In the year 2007, the total amount of contributions the Group made to the
schemes was HK$93,180,000 (2006: HK$78,663,000).

The Group enters into a number of transactions with the Group's related parties,
including its associates, and key management personnel and their close family
members and companies controlled or significantly influenced by them. The
transactions include accepting deposits from and extending credit facilities to
them. Except that there is interest free shareholder’s advance extended to one
(2006: one) associate amounting to HK$6,500,000 at 31st December, 2007 (2006:
HK$6,500,000), all interest rates in connection with the deposits taken and credit
facilities extended are under terms and conditions normally applicable to customers
of comparable standing.

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

REEBERE B REFLERKRET S - I
E R KT EE2(q)ii) K 58 ° FR2007F R © ANEE
35 T B A (AR BUR 693,180,000
(2006 : #78,663,0007T) °

ANEBEHERALTHITZERS  BEA
TREREAR  EBTRABRELEHER
BERRE » REELEALTHESNARIRASR
BEAXENNAR  EERZFBEEXE
A+ TFR R AMPREEER « BRAITE T
— Q06 F: —M)EERARMEERRE
KON E 2007412 A31 B BB
6,500,0007T (20064F : 7% 6,500,0007T )

Rtz - FIBEERRIEENT X - HRE
H—RRFERKEZEFBENRRRR

o

20074 » ANEE 1 BRE A £ AT IREER S 1
FhFIROF S - ZFE2007412 8318 - B
ATHRA KRB A THRIE » REFE

year are aggregated as follows: 1) N NG SN2 PNz 0 3T S

RIABLEELT
Key management personnel Subsidiaries Associates
TEEEAR WEAR BENT
2007 2006 2007 2006 2007 2006
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

BRT T ERTL BRI BT BT ERTL

Interest income FEHA 154,727 166,850 833,288 33,679 9,450 11,097
Interest expense FlEZH 134,130 109,314 203,740 200,133 106 39
Amounts due from BB ALK 10,447,760 4,270,266 17,864,170 1,834,495 213,247 225,482
Amounts due to REGEE A TR 3,960,622 3,052,075 1,645,297 1,701,643 10,336 9,434
Maximum amounts due from BEALTHSSRZ 11,361,040 6,769,561 23,699,257 3,012,575 422,367 463,356
Maximum amounts due to REBATRERHE 8,592,507 7,780,820 1,894,320 9,848,368 61,708 33,304
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Notes on the Accounts (continued)

RRIERIEE (78)

47.EQUITY COMPENSATION PLANS M3 #{E 2

The Bank has adopted Staff Share Option Schemes whereby the Board of the RITFIER AR BRI ERANITEE G ]
Bank may at its discretion grant to any employees, including Executive Directors MEFERARETEB 2 EMAES - BEHR
and Chief Executive, of the Group options to subscribe for shares of the Bank. The TEERTBAAE - AREARTRG - R
options may be exercised during the period beginning on the first anniversary of ENTEHER AR T ANE 1 AFRGEERT
the Date of Grant and ending on the fifth anniversary of the Date of Grant. All HESESEFIE o FAIERREL AEABT R
options were granted for nil consideration. B o
(a) Particulars of Share Options (a) RRIEFE
Date of Grant Vesting Period Exercise Period Exercise Price
BT HEH B 1T Per Share
BRITEE
HKS$ &
18/4/2002 18/4/2002 — 17/4/2003 18/4/2003 — 18/4/2007 15.80
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 - 02/5/2008 14.90
22/4/2004 22/4/2004 - 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 — 03/5/2010 22.95
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 33.05
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 47.13
(b) Movement of Share Options (b) RREZEE
2007 Number of Share Options R #EE(E
Outstanding Outstanding
Date of Grant at 1/1/2007 Granted Exercised Lapsed at 31/12/2007
7420074 720074
1818 12A31H
BT HH 2 RATBE 28T 217 EE3¢ i RAT6E
18/4/2002 1,855,000 - 1,855,000 - Nil
02/5/2003 2,895,000 - 690,000 - 2,205,000
22/4/2004 5,750,000 - 1,835,000 - 3,915,000
03/5/2005 10,310,000 - 3,080,000 - 7,230,000
03/5/2006 3,250,000 - 50,000 - 3,200,000
10/5/2007 - 2,750,000 - - 2,750,000
Total 458 24,060,000 2,750,000 7,510,000 - 19,300,000
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Notes on the Accounts (continued)

FRIBN AT (.

(b) Movement of Share Options (Continued) (b) RSB (E)
2006 Number of Share Options %2 B
Outstanding Outstanding
Date of Grant at 1/1/2006 Granted Exercised Lapsed  at 31/12/2006
120064 7200645
1H1H 12A31H
KT EH AT E ERT BT [EE H AR AT
19/4/2001 2,015,000 = 2,015,000 - NIL
18/4/2002 2,285,000 - 430,000 - 1,855,000
02/5/2003 6,270,000 - 3,375,000 - 2,895,000
22/4/2004 14,350,000 - 8,550,000 50,000 5,750,000
03/5/2005 15,990,000 = 5,475,000 205,000 10,310,000
03/5/2006 - 3,250,000 - - 3,250,000
Total #8%8 40,910,000 3,250,000 19,845,000 255,000 24,060,000

(c) No share options were cancelled during the years ended 31st December, 2007 and () #(Z2007%2006%F12 431 BFERWARER
2006. AAEHERESE ©

(d

~

Details of Share Options Exercised (d) BITERREFE

Number of Share Options

RRES B
Exercise Period Date of Grant
1TIEERE BFHEHH 2007 2006
January 14 19/4/2001 - 25,000
18/4/2002 20,000 -
02/5/2003 55,000 250,000
22/4/2004 390,000 30,000
03/5/2005 420,000 -
February 2 5 19/4/2001 - 165,000
18/4/2002 55,000 55,000
02/5/2003 55,000 800,000
22/4/2004 155,000 1,020,000
03/5/2005 320,000 -
March 3 A 19/4/2001 - 940,000
18/4/2002 930,000 110,000
02/5/2003 125,000 1,065,000
22/4/2004 180,000 2,820,000
03/5/2005 180,000 -
April 4H 19/4/2001 - 885,000
18/4/2002 850,000 25,000
02/5/2003 10,000 265,000
22/4/2004 75,000 1,370,000
03/5/2005 290,000 -
May 5H 18/4/2002 - 95,000
02/5/2003 210,000 240,000
22/4/2004 155,000 985,000
03/5/2005 390,000 2,285,000
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Notes on the Accounts (continued)

RRIERIEE (78)

47.EQUITY COMPENSATION PLANS (continued) R E RS @)

(d) Details of Share Options Exercised (continued)

(d) BATERRMEE ()

Number of Share Options

AREHE
Exercise Period Date of Grant
1TEERAE BT HEH 2007 2006
June 6 8 02/5/2003 150,000 25,000
22/4/2004 65,000 65,000
03/5/2005 655,000 205,000
July 7H 02/5/2003 - 35,000
22/4/2004 75,000 145,000
03/5/2005 145,000 280,000
August 8 H 02/5/2003 30,000 145,000
22/4/2004 120,000 280,000
03/5/2005 105,000 850,000
September 9 5 02/5/2003 - 235,000
22/4/2004 30,000 250,000
03/5/2005 115,000 280,000
October 10H 02/5/2003 - 55,000
22/4/2004 180,000 610,000
03/5/2005 100,000 490,000
November 11H 18/4/2002 - 120,000
02/5/2003 15,000 200,000
22/4/2004 310,000 520,000
03/5/2005 160,000 545,000
03/5/2006 50,000 -
December 12 A 18/4/2002 - 25,000
02/5/2003 40,000 60,000
22/4/2004 100,000 455,000
03/5/2005 200000 540,000
7,510,000 19,845,000

48.NON-ADJUSTING POST BALANCE SHEET EVENTS B ERENEESERAEASH
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After the balance sheet date the directors proposed a final dividend. Further details
are disclosed in Note 15 (a).

On 27th December, 2007, the Bank entered into a subscription agreement in
relation to the subscription as principal of 78,700,000 ordinary shares of the Bank
at HK$50.24 per new share with Negocio de Finanzas e Inversiones I, SLU which
is a wholly owned subsidiary of Criteria CaixaCorp, S.A. (“Criteria”). Criteria is
a listed Spanish holding company controlled by “la Caixa”, a leading Spanish
financial institution focused in retail banking. These 78,700,000 shares represent
approximately 5.0% of the entire issued share capital of the Bank prior to the
subscription and approximately 4.76% of the entire issued share capital of the
Bank as enlarged by the subscription. The subscription price represents a discount
of approximately 2.45% to the closing price of HK$51.50 per share quoted on the
Stock Exchange on 27th December, 2007.

EENHERRER—REES - FEEE
B TE15(a) fEHEEE

72007412 A27 B + AR 17 B Negocio de
Finanzas e Inversiones |, SLU A = & A &
MET—EHBEBULEG —FHRAEK0247T
R 7% 82 17 78,700,000 % T 3 AL 9 & 4 -
Negocio de Finanzas e Inversiones |, SLU
7 Criteria CaixaCorp, S.A. ([ Criteria )H) 2 &
MR &) ° M Criterias— R A PEIEF ETHY
REA A » falla Caixal##] » la Caixa 2P
MIF—REESEME  TINTERTHE
7% o #%5578,700,000 % R 17 411k A $R1T R B8
A2 BB BHATIRARIS % - RAVMEZARIRITRAE
BREBEREBEBITRANL76% © ZRE
BHER20074F 12 A27 BB R FTRER 4K
TEB51.5070H52.45% Z 1T ©




Notes on the Accounts (continued)

HRIEREE (78

49.COMPARATIVE FIGURES LtEZ =

50.ACCOUNTING ESTIMATES AND JUDGEMENTS & &t+{& &t & # i

The comparative figures of segment reporting have been restated to conform with
current year's presentation due to reclassification of interest income and interest
expense from trading financial assets and liabilities and financial instruments
designated at fair value. Further details of these changes are disclosed in Note 19.

As a result of adopting HKFRS 7, Financial instruments: Disclosures, the amendends
to HKAS 1, Presentation of financial statements: Capital disclosures, and complying
with the Banking (Disclosure) Rules, certain comparative figures have been adjusted
to conform with changes in disclosures in the current year and to show separately
comparative amounts in respect of items disclosed for the first time 2007. Further
details of these developments are disclosed in Note 3.

HRBEEARSAReBEERABRIET
BAFEBEZEBRTANFSKAMSEE
oM DEREOLBREFTEIEER - N
HARNEENERIR - RSEFH2FED
EMEE1971E, -

RN R EE M B RS EADFE 7R SR T
B R REBRI(ERGELDE
I HRER 2 - EAKE] - RFAGR
TE(RTE)RAD - BT HLREFLADHE
HaArFE 2 REEE - Ri§s%E—R1E2007
FRBEHA ZLBEF ORI - BHEZE
BROFBENME3RE -

(a)

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.

Key Sources of Estimation Uncertainty

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

(i) 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.

(a)

ERAAEENIRAR  BEEMARLSE
TRZERBANBY - GYEREERARE
ZEBENIREERBBERBERZENME
FERE - RS IRAERE THREFEAR
ARz @BAERZENEERRE - A
SEEFUZERR - EARLE(EHA MRS
HENKRBEELEATE - KARE TR
BRMEFTERAEB 2 REFHMTRE -
EREEERGHIE - AEERREFELE
BZRBER  MAKENIBERRIGED T
[RERE B BARRFNZAR

EREREERZE RN AN AEEEE
SRR AR RHIE  RENE - AR
HEBRRMETER -

HEFBERZNEERR

F3E30 ~ 36FIME M B ERE - ERT
RIENAFEENSRIANAFEENR
FRHBREE - Bt T EREEEMEME
ZRRWAT -

() RUEIER

AEESEDRRIEFRAS - UaHHR
ERAREHFE - AEEFZHEZE
BEAREAESRBEAIAZAERESEL
IE - BRI 2IRAE PR o B
BEXEEEERAERAGRNTER
EHER LONFRRE R - @
ZEAMBAEENTETEERSEM
BER - B2 ERIRE AR ERE
MEBEBRTE FEekEs TEZSE
AEENEERBFEREZEAENNE
BRER - UEFTFERKRESR - A
ERAERENBANAIBREER RE
BEHAE - BEE NG EHina BN
EFRTHERIR S RAV AR - RETAR
DIEFHRAEERBRNER -
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Notes on the Accounts (continued)

RRIERIEE (78)

50.ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)

SEEET R HE @

(a) Key Sources of Estimation Uncertainty (continued)

@

(ii)

Impairment losses (continued)

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 special investment vehicles (“SIV") is based on their net asset
values as provided by the SIV's managers.

(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:

U]
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Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention
and ability to hold to maturity as held-to-maturity investments. In making
this judgement, the Group evaluates its intention and ability to hold such
investments till maturity.

If the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

(a) AT TRERZNEZREF(E)

0]

MEEK(E)

R EEMEER T EZHRE
FAHEESREERBEEIHMREN
R BEBESFEDEREKRE - K
SEEHEZEEERREDRE A
SEHEHATFEEERNKANSESE
—RAERRATA K@ B RRIE
B Atz =R SR RRE MY
2,

ERMTANMBE
AEBHES R TAGBENS BRI
RIFFE2 - @R T AN A FEEEZZRE
RAZRHPINTHME - ABIFER
SFERZMeMIAMS @ BIREL
R/ RHEMRE - EBHERBESORQ
FEEARERFNELZEABLRM
BE - REEREEREENOTEEE
B FRRETANAFEERRE
FAHRE TR 2 BB AFTRHEZ T AN
BEFE -

(b) AREERAETBRNEREEHE
AEERBEFBRROE TEZ G HEN

T

(i)

REDIHRE

A& B 3R 8 Bl 3 AT HEE 15 SR & BN
BEZHA - ARAKEAR L@ K
ENFERBAMNITESREE -
DRAERZIRERE - EELAEE
B AKBEEFEAE DA RE
NFEZREREETHA -

EETRARBEA TR HEARAKEREE
HARSRAZIGA AEEGHE
EAH=ZHANKEES B0
RAHEHE - ERHANEBEREERR
5 e

Bt - RO A A R 9T 8
RARIADTEEHE -




Notes on the Accounts (continued)

FRIBN AT (.

51.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS
AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE
FOR THE YEAR ENDED 31ST DECEMBER, 2007

EHZE2007F12A8318LLEE
BIE DB 8 R ERMIERT ~ 5
BEMNREMEEN RS

Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments, new standard and interpretations which are not yet effective for the
accounting year ended 31st December, 2007 and which have not been adopted in
these accounts.

The Group is in the process of making an assessment of what the impact of these
amendments, new standards, new interpretations and additional disclosures 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 Bank's results of
operations and financial position.

In addition, the following developments may result in new or amended disclosures
in the accounts:

HEEWSEEREZRMBY  BEEHMAEE
MM T ZIREIEET - IR EMRE  B%F
IEFT ~ IEENRERBINBEBERER
200712 A31 BILFEMALER - BibEA
FERR L ERRIE o

AEEIEEEZEER] iR - a8
MEIMEBEEEEEBPAIREENTE -
BEOBERAERMNZEER] - FRE -
# R R IME B HRTT RO A R R
AEERTE -

SN - AN B R AT LS| BUERRETEH 2
HSAERT OB -

Effective for accounting periods
beginning on or after

HET AR UEEENR

HK(IFRIC) 13 — Customer loyalty programmes 1st July 2008
& (AR BRELENRERZE]) RER 13— [ERELAR] 200847 H1H
HKFRS 8 — Operating segments 1st January 2009
(BB MELER]) Fe5k— [LEH 20094 1A 1H

HKAS (Revised) Borrowing Costs 1st January 2009
ER] CEEGAERD a3 ] 200951 A1H

Amendment to HKAS 1, Presentation of
financial statements: capital disclosures

REKEESHERDFE R BHRR 2R : ERHRE]

1st January 2009
20091 A1H

HTETERART 2007 %8 223



UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FAEEERRREMBEEH

(1) CAPITAL ADEQUACY RATIO AND CAPITAL BASE EXZ R ERREXRER
(a) BAZRILE

(a) Capital Adequacy Ratio
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2007 2006
% HDER % BN E
Capital adequacy ratio as at
31st December K12 A31BNERFT R LR 12.6 14.2
Core capital adequacy ratio as at
31st December R12A31 B L ERT R b & 7.4 10.5

Capital ratios at 31st December, 2007 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 (“IRB”) approach for the calculation of the
risk-weighted assets for credit risk and the “internal models approach” for the
calculation of market risk and “standardised approach” for operational risk. The
basis of consolidation for calculation of capital ratios under the Capital Rules
follows the basis of consolidation for financial reporting with the exclusion of
subsidiaries which are “regulated financial entities” (e.g. insurance and securities
companies) as defined by the Capital Rules. Accordingly, the investment costs of
these unconsolidated regulated financial entities are deducted from the capital
base.

The capital ratios at 31st December, 2006 were complied in accordance with the
then Third Schedule of Hong Kong Banking Ordinance (“the Third Schedule”)
under the “Basel | capital accord. As there are significant differences between the
Capital Rules and the Third Schedule on requirements in the scope of consolidation
and the calculation of capital base and risk-weighted assets, the capital ratios are
not directly comparable.
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REFERH I EER ()

(b) EBEMRRMNEALR

(b) Group Capital Base after Deductions

2007 2006
HK$'00058% Tt HK$'0007%# T
Core capital (AN
Paid up ordinary share capital B BRER ) RAR AR AR 3,935,918 3,875,355
Share premium A& 8 1,117,932 1,012,138
Reserves G 16,884,442 16,898,603
Profit or loss account Bk 873,027 917,254
Minority interests T 1 232,579
Deduct: Goodwill R (1,615,542) (2,592,330)
Other intangible assets HipwpeE 000000 (11,383 -
21,184,395 20,343,599
Less: Core capital items deductions B ODEARRIREE (2742,083)  (1,738,473)
Total core capital BN EEE 18442312 18,605,126
Eligible supplementary capital AETE M A AR
Reserves attributable to fair value EiE A FEEGFE LM
gains on revaluation of holdings of e EE A
land and building BRI EE 788,040 948,382
Revaluation reserves for fair value EiRATFEEGHFF M
gains on revaluation of holdings of HE R R BT 352
available-for-sale equities and MmE£ZF 8
debt securities ES R 127,649 206,381
Unrealised fair value gains arising from EiRATFEEGHRERG &
holdings of equities and debt securities IR TE RimiR R A R R
designated at fair value through N EEZESRE S
profit or loss MEERREREF] 2,206 84,101
Regulatory reserve for general —MRERITE R R A
banking risks EERE 246,963 606,000
Collectively assessed impairment
allowances BRI ELREER 50,897 451,883
Surplus provisions BFIAEE 693,647 -
Perpetual subordinated debt EEHI A MR EEIE 4,660,811 =
Term subordinated debt wHrEEE 8,952,322 8,154,315
15,522,535 10,451,062
Less: Supplementary capital items
deductions B MEARIREE (2,742,084)  (1,738,474)
Total supplementary capital Bt N & A48 58 12,780,451 8,712,588
Total capital base BARER B 31,222,763 27,317,714

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 banking related businesses.

EAREBERMBUAR  2ETRNEEE
RITEEMEBHNHBARIKRE - MERR
IR EWRESBE AR INEEEAENR

=l | Aty
A -
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REER RN BEER (E

(2) LIQUIDITY RATIO Hig&EE LR
2007 2006
% HPE % BN E
Average liquidity ratio for the year FEATEORBDES LR 43.5 44.0

FEANTFORBDESLETEE A FHL RN
BEFHEH - EAERRBEEESREER
R RIERE MRS EEREBERITK
I (BizR4)

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 =[El &

BEREREHREHEINRZHTFRARER
REBETEL  YEBEREBREBRER -
—RME  AAEFNERESEIERZY
FREMMNBERE—TER - AREROE
THRERRITHAIN DT - MRRITHAR
WMEREWIFRN R ZE FOREN - ERE

Rrm—EARREEE S EAER - X

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. — Hh 5 A R BR R 1 R bR A RE A9 10% 3 BA £
2D ) R R BR R T DABEER o
2007
Banks and Public
other financial sector
institutions entities Others Total
RITREM
SRBE DERE Hitr ot
HK$'000 B T 7t HK$'000 B¥F 7t HK$'000 E¥ T T HK$'000 B T 7t
The Group £H
People’s Republic of China RE AR AR 23,281,237 7,386,043 36,394,646 67,061,926
Asian countries, excluding HEimMER
People’s Republic of China (P RfEREARLNE) 14,534,711 1,470,692 11,478,503 27,483,906
North America JLEM 7,101,474 5,302,734 8,947,147 21,351,355
Western Europe AR 67,486,170 - 4,783,862 72,270,032
2006
Banks and Public
other financial sector
institutions entities Others Total
HBITREM
SRIKE NERE Hity as
HK$'000 &% F T HK$'000 &% Tt HK$'000 /5% F 7T HK$'000 % F T
The Group £E
People’s Republic of China HEE AR AME 18,545,033 2,791,328 19,987,278 41,323,639
Asian countries, excluding HpBNER
Peaple’s Republic of China (T BfEREARLME) 12,428,469 1,493,595 10,251,920 24,173,984
North America JLEM 8,276,028 5,306,564 7,144,615 20,727,207
Western Europe e 41,157,247 - 2,789,971 43,947,218
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REERH RN BEER (E
_EnFgas TEF oppeun  oap GEFgan  TUF oapson  oan g

(4) NON-BANK MAINLAND EXPOSURES EBINIESRITEEZFRAMR

The total direct non-bank Mainland exposures and the individual impairment BAFFRITIRE P B & AR AT R EERR

allowances were as follows:— BEHNT :
2007
On-balance Off-balance Individual
sheet Sheet impairment
Type of counterparties exposure exposure Total allowance
BEERER EESER
RHFHER R YL ko] ERIHE%ER
HK$'000 &% F T HK$'000 % F 7t HK$'000 &% T 7t HKS$'000 &% F T
Mainland entities EINE 76,127,780 15,246,975 91,374,755 184,442
Companies and individuals outside FERARER
Mainland where the credit is (=R GOPNGIN
granted for use in Mainland BARERS 11,847,779 2,785,203 14,632,982 462
Other counterparties the exposures  E X ZHFME
to whom are considered to be BRI RE BB
non-bank Mainland exposures FRTERFER 1,729,201 26,993 1,756,194 9
Total ek 89,704,760 18,059,171 107,763,931 184,913
2006
On-balance Off-balance Individual
Sheet Sheet impairment
Type of counterparties exposure exposure Total allowance
BEBER BEBER
RHHFEER DA B PASN R Fat ] BRI EERE
HK$'000 E# F T HK$'000 &% Tt HK$'000 &M F T HK$'000 &% F T
Mainland entities NERE 41,812,989 10,447,307 52,260,296 108,369
Companies and individuals outside FERARER
Mainland where the credit is [EEGIPNGI)E
granted for use in Mainland BARERISN 11,440,768 2,352,619 13,793,387 3,430
Other counterparties the exposures Hin R 5HFmE
to whom are considered to be BB AT BB
non-bank Mainland exposures ERTEEFER 90,047 320 90,367 =
Total 1% 53,343,804 12,800,246 66,144,050 112,299
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(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS @ - KEMHARWEEE

(a) Overdue and Rescheduled Advances (a) BEIREEHER
2007 2006
% of total % of total
advances to advances to
customers customers
HEE (SEYE
ERaE ExaE
HK$'000 &% F T ER HK$'000 5 F T o ERa
The Group £H
Advances to customers
overdue for BHREFER
-6 months or less
but over 3 months - 3R LEZ6fEA 151,003 0.1 158,741 0.1
-1 year or less
but over 6 months -6ANLEE1F 167,654 0.1 142,127 0.1
- Over 1 year - 150 E 148,995 0.0 222,433 0.1
467,652 0.2 523,301 0.3
Rescheduled advances to
customers HEEEPER 282,888 0.1 291,246 02
Total overdue and BERCSERP
rescheduled advances ExaE 750,540 0.3 814,547 0.5
Secured overdue advances HERBHER 260,878 0.1 358,674 0.2
Unsecured overdue advances L IRBHIE R 206,774 0.1 164,627 0.1

Market value of security held
against secured overdue HHERBHER

advances BERmmE 1,553,361 633,804
Individual impairment allowance % 8331& A A £

made on loans overdue for EREMER

more than 3 months EER 135,924 105,878
Loans and advances with a specific repayment date are classified as overdue ERSHABEBBREFRNAEE - A
when the principal or interest is overdue and remains unpaid at the year-end. BEEXBHNERBOBERABHER - &
Loans repayable by regular instalments are treated as overdue when an instalment HEBBAREFRNAZTER - EEHH
payment is overdue and remains unpaid at year-end. Loans repayable on demand EENERTRIEBIER - BRI EZE
are classified as overdue either when a demand for repayment has been served on MEBDETHERABEAKREERREE - A5
the borrower but repayment has not been made in accordance with the demand EENERE RS - kZEREHE
notice, and/or when the loans have remained continuously outside the approved BHEEAEERAFMENRRE - MBHE
limit advised to the borrower for more than the overdue period in question. HE i R P A% /£ BR KB O BF ] b B S8 HR A

FifE % & o
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EERH T BER ()

An asset considered as an eligible collateral should generally satisfy the following:

(@) The market value of the asset is readily determinable or can be reasonably
established and verified,;

(b) The asset is marketable and there exists a readily available secondary market
for disposing of the asset;

(c) The Bank’s right to repossess the asset is legally enforceable and without
impediment; and

(d) The Bank is able to secure control over the asset if necessary.

The two main types of “Eligible Collateral” are as follows:

(i) “Eligible Financial Collateral” mainly comprises cash deposits and shares.

(i) "Eligible Physical Collateral” mainly comprises land and buildings, vehicles and
equipment.

When the Bank's clients face financial difficulties and fail to settle their loans,

depending on different situations, the Bank usually takes the following actions to

recover the debt:

(a) Debt Rescheduling / Restructuring

(b) Enforcement of security

(c) Legal Action

(d) Recovery via Debt Collector

There were no advances to banks and other financial institutions which were

overdue for over 3 months as at 31st December, 2007 and 31st December, 2006,

nor were there any rescheduled advances to banks and other financial institutions
on these two dates.
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(5) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (continued) HEIHf - REARKEEE @)

(b) Other Overdue and Rescheduled Assets (b) EtBHREEHEE
2007 2006
Accrued Other Accrued Other
interest assets* interest assets*
EstFIE HigE* FESHFIR Hi &+
HK$'000 &% T 1T HK$'000 8% T 7T HK$'000 B%F 7T HK$'000 &¥ T 1T
The Group £E
Other assets overdue for HivaHEE
— 6 months or less but -3@AME
over 3 months Z6f8R 420 - 841 -
— 1 year or less but over 6 months -6EAREE1E 592 - 1,863 2,065
— Over 1 year —1ERE 1,025 4,166 2,228 17,507
2,037 4,166 4,932 19,572
Rescheduled assets LEEEE - - - =
Total other overdue and Hig iR
rescheduled assets REREERS 2,037 4,166 4,932 19,572
@ Other assets refer to trade bills and receivables. & H i BRI 518 R WA
(c) Repossessed Assets (0 WEIEE
2007 2006
HK$’000 ¥ Tt HK$'000 BEETFIT
The Group ESE]
Repossessed land and buildings * L [e] + 3 Kz 2 EE ¥ * 19,142 97,096
Repossessed vehicles and equipment el e 2 7% 1,175 290
Total repossessed assets W& MR 20,317 97,386
The amount represents the estimated market value of the repossessed assets as at I EHREREN12A31 BB E ER & T
31st December. =K
*  The balance included HK$15,312,000 (2006: HK$27,689,000) relating to properties that * R EITAAEE R 15,312,000T(2006%F < B
were contracted for sale but not yet completed. #27,689,0007T ) B 4 E 1BV K B9Y)
% °
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(6) PRINCIPAL RISKS AND CAPITAL ADEQUACY FERRBREXRZZE

(a) Summary of Approach to Assess Capital Adequacy

Different approaches are adopted for assessing capital adequacy as follows:

(a)

FHEEART REN AR
FHEEARTE R ERAA TR ITE

Risk Areas Approach for Assessing Capital Adequacy
[ B E5 AHEEART R RN
Credit Risk Foundation Internal Ratings-Based (“IRB") Approach
EERR A AT AR E A
Market Risk Internal Model Approach
M5 Rk WEBRAGTE A
Operational Risk Standardised Approach
EERE R RAEST R
(b) Principal Risks (b) EERE

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

The Group has in place a risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate,
to set strategy and allocate capital against those risks. The risk management
policies covering credit risk, market risk, operational risk, liquidity risk, interest
rate risk and foreign exchange risk of the Group are reviewed regularly by the
Management and specialized risk management committees, and recommendations
are made by the Risk Management Committee, which comprises the Group's
Chairman and Chief Executive, Executive Director and Deputy Chief Executive,
General Manager and Head of Investment Banking Division, General Manager and
Head of Strategic Planning & Control Division who is also Group Chief Financial
Officer and Chief Compliance Officer, Head of Operations Support Division
and Chief Risk Officer, for the approval of the Board of Directors. There is an
independent centralized risk management function responsible for monitoring the
activities relating to these principal risks. The internal auditors also perform regular
audits on business units to check compliance with policies and procedures.

Credit Risk Management

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

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

EERH T BEX ()

FERRREXAZEZE @)

(b)

232 The Bank of East Asia, Limited Annual Report 2007

Principal Risks (continued)

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

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

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

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

(i) Corporate and bank credit risk

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

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

(b) EZERK(HE)
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(i) Retail credit risk

(iii

(iv

=

=

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

Credit for treasury transactions

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

Credit-related commitment

The risks involved in credit-related commitments and contingencies are
essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are, subject to the same credit application,
portfolio maintenance and collateral requirements as for customers applying
for loans.

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

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

(ii)

(iii)

(iv)
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(6) PRINCIPAL RISKS AND CAPITAL ADEQUACY (continued) FERBERELXAZZE @)

(b) Principal Risks (continued) (b) EEEFE(E)

(vi) Capital requirement for credit risk by exposure class (vi) FERBREERBINEERBREARER
The following table indicates the capital requirement for credit risk on each TERATR2007512 A31 B ER B FRE
class of exposure classes at 31st December 2007: FRINEERRERERER :
Exposure class Capital requirement
BB AEEER BERER

HK$'000 & T T
Bank AT 2,320,194
Corporate =E 10,029,287
Residential mortgage F LB 760,165
Qualifying revolving retail SEBBREE 467,238
Other retail HibEE 252,268
Equity booked on banking book under SRITER T A AR &

Simple Risk-weight Method - RS E R A E 103,645
Equity booked on banking book under HRITER T AR A&

Internal Models Method - AREER G EARTE 273,755
Securitisation Zb 499,090
Others* Hith* 3,208,879

* Including cash items, other IRB exposures and insignificant credit portfolios in which our * BEEEEA  AMEAERASREE
Bank adopted Standardized Approach for assessing capital adequacy. SEREBRARSE - REITIRAIEE EEGTHE

BEAX T EFHEBEEHE -

Market risk management iz E R E R

Market risk arises from all market risk sensitive financial instruments, including TiSRARKEMEETSRARBENSET

debt securities, foreign exchange contracts, equity and derivative instruments, B BEEBKES  INEAN - RHMITE

as well as from balance sheet or structural positions. The objective of market TA UREEEERIEBERE - T5
risk management is to reduce the Group’s exposure to the volatility inherent in EREEEERIASEESMITARNEDN

financial instruments. IRENME T AR B R RASE o

The Board of Directors reviews and approves policies for the management of EEeRNMELEETBRBRMOBR - I

the market risks. The Board has delegated the responsibility for ongoing general EREEEABERZE QR EREETT

market risk management to the Asset and Liability Management Committee. The SRRERE AEAREEZESKARE

Asset and Liability Management Committee reports to the Board of Directors via BLEEGMESGER -

the Risk Management Committee.

The Asset and Liability Management Committee deals with all market risk and EEEBEERZECATREASE —Y)HE

liquidity risk related issues of the Group. It is also responsible for deciding the TISARMREE SRR EE - T8

future business strategy with respect to interest rates trend review. B R PR A5 R T AR R TG R o
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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, foreign exchange rate 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.

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

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

(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 Department within the limits
approved by the Board of Directors. The instruments used to manage interest
rate risk include interest rate swaps and other derivatives.

Market risk control limits are set at different levels and dimensions. The Board of
Directors approves the core control limits and delegates the Asset and Liability
Management Committee to approve the detailed control limits. Risk, return and
risk capital are considered in the limits setting. Active limit monitoring process is
undertaken.

The independent centralized risk management function of the Group monitors the
risk-taking activities of the Group. It is responsible for the oversight of the Group’s
market risk to ensure that overall and individual market risks are within the Group's
risk tolerance. Risk exposures are monitored on a frequent basis to ensure that
they are within established control limits.
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The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"). VaR is a statistical estimate that measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged over a certain horizon
time period.

The Group estimates VaR for the Group’s trading portfolio by the Parametric
Approach, where the VaR computes 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.

Total market risk capital charge under the advanced approach adopted by the bank
is divided into two parts, market risk capital charge for specific risk and market risk
capital charge for general market risk. Under market risk capital charge for general
market risk, the bank uses the internal model approach for the calculation, by using
the VaR under the above specifications and scaled up to a 10-day holding period.
Under market risk capital charge for specific risk, the bank uses the Standardised
(market risk) Approach for the calculation.

For the calculation of market risk capital charge for general market risk, daily VaR
report is generated by the internal model. The bank calculates the market risk
capital expressed as the higher of (a) or (b):

(@) the bank’s VaR for the risk categories applicable to the internal model as at the
last trading day.

(b) the average VaR for the last 60 trading days multiplied by a multiplication
factor.

The multiplication factor is the sum of:
(a) the value of three

(b) a plus factor, ranging from zero to one, according to the number of back-
testing exceptions during the last 250 trading days

(c) any additional plus factor assigned by Hong Kong Monetary Authority.
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The Group adopts back testing to assess the predictive power of the VaR estimation. A EERA BRI T R R E A R B
Back testing consists of a periodic comparison of the daily VaR measures with TERAPERE - BWAH eEE S HEH AR
the subsequent daily actual and hypothetical trading outcomes. Back testing BEEEEZNGHERRERZ ZERETH
is a statistical technique developed to gauge the quality and accuracy of risk bt BURIA R —EANEERREEER
measurement model. 4 exceptions are found during 2007 (99% confidence level BVE R EEREE RO AT AR © 2007 R B IR T
and 250-day observation period). 4IRBIIME S (99% B B 157K} 250 B ER 52
H) o
Back testing exceptions BRI MBS
4th January, 2007  28th February, 2007 5th March, 2007 27th July, 2007
20071848 2007%2A28H 200763A5H 200778278
HK$'000 HK$'000 HK$'000 HK$'000
BETT BETT BETR BB
Profit/(loss) of total trading
activities R EEHER (34,417) (35,023) (48,108) (49,194)
VaR for total trading activities of
corresponding date BHEBRNRRE 21,723 31,226 38,110 36,077
In addition, stress testing on market risk is performed for the Group as a BEA - ZNER B A 35 [ B R O RIS A R
supplement to the daily VaR assessment. The Group applies sensitivity analysis & HRERBEANTE - AEEHERES R
and scenario analysis, on individual portfolios and/or on the Group's consolidated SRAEEREFREITHRES T RER
positions, to assess the potential impact of extreme movements in market prices DT ARHE TS ERARIBR B ARER
on the Group's earnings. BRI REEENTE -
Value-at-risk statistics [E\ B B EE AT
Year 20075
At 31st December Maximum Minimum Mean
M12A318 =] BIiE 39
HK$'000 HK$'000 HK$'000 HK$'000
BYETT BETT BETT BETT
VaR for total trading RSEERER
activities o CERCE 62,156 97,545 21,639 54,127
VaR for foreign exchange SNER SH5 R H)
trading positions* B\ EngE* 1,412 8,809 590 1,460
VaR for interest rate HER SR
trading positions ElS e 798 1,015 83 379
VaR for equity trading ROZ SR
positions el e 60,779 95,427 21,481 52,931
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Year 20065
At 31st December Maximum Minimum Mean
W12A318 1] 54N 19
HK$'000 HK$'000 HK$'000 HK$'000
BT BT BETT BETT
VaR for total trading RS EEHER
activities LGRS 25,561 29,720 11,663 18,578
VaR for foreign exchange SNER S5 B
trading positions* El ey 1,043 2,167 528 1,042
VaR for interest rate FEZ SR
trading positions R EEE 9 3,366 55 1,029
VaR for equity trading BRHR RN
positions B\ 2z 25,423 29,551 10,527 17,464
* Included all foreign exchange positions but excluded structured foreign exchange * BEMAINEREETBIEEBIEINER
positions. =
Foreign exchange and Interest rate risks related revenue statistics NG 2 ) = R\ P AR A VMR A B B
The average daily revenue earned from foreign exchange and interest rate trading 20074 @ HNERFIXER ZEBDFAENG
activities in 2007 was HK$1.09 million (HK$0.79 million in 2006). The standard B U A &7 # 1,090,000 7T (2006 F A
deviation of the daily revenues was HK$1.58 million (HK$0.93 million in 2006). The 7B#790,0007T) ° & HIRARIRAEE BB
frequency distribution of daily revenue is shown below: 1,580,0007T (20064F /578 #930,0007T ) © JA

TREHBRARERDMER

DAILY DISTRIBUTION OF FOREIGN EXCHANGE AND INTEREST RATE RISKS
RELATED REVENUES - Year 2007 vs Year 2006
EBEHME R AR R BEAEBIM WA ST B2 B — 2007F£22006F
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Capital charge for market risk

The following table indicates the capital charge for market risk as at 31st December
2007:

MERREE AR H

TRERN2007F12 A31 BmiGRAKRENE R
i

Market risk capital charge

TiZEREARER
HK$°000
BT
Internal Model Approach NEBE R FTE A
— General Market Risk - — RIS E 595,983
Standardised Approach G E R
— Specific Market Risk Debt Charge - FEMZREBRERER 282
— Specific Market Risk Equity Charge - FEMISEBAR N EK 185,365
— Vega Risk - R 25,289
Total k) 806,919

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

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

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

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

Furthermore, the independent centralized risk management function of the
Group has also performed self-assessments on the Group’s compliance with
the requirements of HKMA Supervisory Policy Manual on Operational Risk
Management and Banking (Capital) Rules (the “Capital Rules”), with satisfactory
result which had been reviewed independently by Internal Audit Department.

Capital Charge for Operational Risk
As at 31st December 2007, capital charge for operational risk amounted to
HK$1,106,684,000.
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Liquidity risk management

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

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

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

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

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

Interest rate risk management

The management of the Bank’s interest rate risk is governed by the Interest Rate
Risk Management Policy endorsed by Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s interest rate risk
management, set the strategy and policy for managing interest rate risk and the
means for ensuring that such strategy and policy are implemented. Interest rate
risk is daily managed by the Treasury Department within the limit approved by
the Board of Directors. The independent centralized risk management function
of the Group is responsible for monitoring the activities of Treasury Department
in compliance with the Interest Rate Risk Management Manual and Policy. The
Internal Audit Department performs periodic review to make sure the interest rate
risk management functions are effectively carried out.
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The Bank manages the interest rate risk on the banking book primarily by focusing
on the repricing mismatches. Gap analysis provides a static view of the maturity
and repricing characteristics of the Bank’s balance sheet positions. Repricing gap
limits are set to control the Bank'’s interest rate risk.

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

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

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

AATERRITHRMAERBOERITNEEE
FREFTSEMER - ZEDT A EARTTRE
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REE - AIEGIAITH AR RAEEER 7 E
MR REEAE - AREREHRRNEERE
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BAEMFERRBBE S
ATERA RS ST R B EFIR SR FF
B REEBEEDTELOTE

2007 2006
HKD usD HKD usb
B EVH BT e
HKS'000 BT HKS$'000 ¥ T HK$'000 BT HK$'000 FB#F 7T
Impact on earnings over the next 171% - 3E200/EE
12 months if interest rates rise by HAR2MEA
200 basis points BRI 57,327 (111,706) 180,448 (133,756)
Impact on economic value if interest % _FFH200EEZE
rates rise by 200 basis points HEERENTE (180,188) (273,099) (120,020) (246,704)

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

(i) there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

(iii) no loan prepayment is assumed as the majority of loans is on floating rate base
and

(iv) deposits without fixed maturity dates are assumed to be repriced on next day.
Actual changes in the Bank’s net interest income and the economic value resulting

from the increases in interest rates may differ from the results of this sensitivity
analysis.
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Capital management

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

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

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

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

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

The capital adequacy ratios as at 31st December, 2007 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 capital adequacy ratios as at 31st December, 2006 were
computed in accordance with the Third Schedule to the Hong Kong Banking
Ordinance and adjusted in accordance with the guideline on “Maintenance of
Adequate Capital Against Market Risks” issued by the HKMA. Accordingly, the
capital adequacy ratios of the two years are not directly comparable.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2007 and 2006 and is well above the minimum required ratio set by
the HKMA.
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This section presents information on the Group’s risk management for credit
exposures under IRB approach.

Foundation IRB approach is adopted for capital adequacy assessment for credit risk
where internal rating systems are applied against different types of counterparties
in the risk management process.

Structure of Internal Ratings Systems

The internal ratings system serves as the foundation for the Bank’s risk
management and capital adequacy assessment. In general, the system adopts a
20-tier rating structure.

For Corporate, Bank and Retail exposures, internal measure of credit risks are based
on assessment of the borrower and transaction characteristics of each exposure.
Therefore the Bank has a two-dimensional rating structure, one dimension being
the borrower grade, and the other being facility grade.

The borrower grade reflects risk of borrower default. The borrower’s Probability
of Default over a one-year horizon is linked up to the 20-tier structure, with the
last 3 tiers down the structure being default grades. The facility grade incorporates
transaction specific factors e.g. collateral, guarantee, etc. These factors are directly
linked up to the transaction’s Expected Loss, which is in turn transformed into a
20-tier structure.

On the other hand, the Bank utilizes the Supervisory Slotting Criteria Approach
in rating Specialized Lending exposures. Under this approach, a single-dimension
rating considering both the borrower and transaction characteristics will be assigned
to the credit exposure, with the same 20-tier risk structure.

For Corporate and Bank exposures, borrower grades generated from the internal
rating systems are benchmarked to external credit ratings .

Use of Internal Ratings

The Bank has used information generated from internal rating systems in
various areas including but not limited to credit approval, credit monitoring,
loan classification, pricing, formulating business strategies and capital adequacy
assessment.

Control Mechanisms for Rating Systems

In order to ensure that the rating systems are robust, the Bank has a control
mechanism and relevant policies in place to validate the accuracy and consistency
of the systems, which are used for the estimation of all relevant risk components
for risk management and capital adequacy calculation.
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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. According to the Bank’s policy, the
validation cycle for each credit portfolio is to be initiated no more than 12 months
and finished no more than 18 months after the completion of the previous cycle.

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 ground and respective proofs 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, specialized lending.

- Bank exposure includes exposures to banks, regulated security firms and public
sector entities.

— Retail exposure includes residential mortgage, qualifying revolving retail
exposure and other retail exposure.

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 size,
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 preliminary PD which is estimated through the Bank's
loss data.

(d)

REREFREMEIESHE  EEAMTR
BE (R EERE) RBEAREERER (A
HENME) - MBUMRMAEMNS - AFE
TRERFNE TRBNE E R REIE
ARESHET - FEZESEREARE
B TEFRE MAZEERRZE/)
HMEXM|/E - VRIBATHE - SEEE
HeanZBERE - AR E—BHTERER12{E
AARS - 1818 A NS

R FHARIZ T

AITHI N BT ARAE Fr RSB AL B R © %
BRPIH T RAR R E R AR AGE TR - 15
SRATRANEE - HFREFT @ MRS
BRIWEEEERER  HAGHNFRA
BERBPE - EARTRIER MRENE

K& T B HERETR - EBIRNE
E# R A B TREAIGBLRE R
fE o U R RERAT AR LR - BIARET
AEH - YARTAITHEERR - RIEATT
MEE  EERBRAENFRELEFES

—K -

(e) BRUBRAEEH

(f)

ERREBAESTYTPNEAE - Hid
% - EFEEE R REBREE

— RITARAESIBEHRT  XEENE
F R R A B R A

— ZERRAREBRETRE AERE
REERBAE R AT ERERAE

A REERABIRNTEZEE 5ER
iz

BEREHAE

FEERBAER S - EERRKTAE
REBHAZREAZMGT - WBAZRZSHE
ERARRE - BN E2RBERE
AERBEMNPBLE - MAEBIEER
ms ' AREARZEREER  TERARRERA
RIRIT BRI (ERTE © MR TIRIBERF 2
TEGE - KRS HAAARTTARREIRM
BETFIFE B RREK o




Unaudited Supplementary Financial Information (continued)

REFERH I EER ()

For Retail exposures, borrowers with homogenous nature and transaction
characteristics are segmented into pools in each of which an estimated PD is
assigned.

For Bank exposures, the estimation of PD takes into account the market value
of asset of the borrower, asset volatility and the borrowers’ liabilities. The model
measures and compares values of the borrower’s assets and liabilities and converts
the measurement to PD.

Loss-Given-Default (LGD)
For corporate and bank exposures, the Bank applies the supervisory LGD estimate
provided by the Hong Kong Monetary Authority (“HKMA").

For retail exposures, the LGD estimate is based on historical realised loss and total
historical default amount within a defined period.

Exposure-at-Default (EAD)

EAD is calculated as sum of on-balance sheet amount and credit equivalent
amount of off-balance sheet items. Credit equivalent amount is the exposure
amount of off-balance sheet items multiplied by the respective credit conversion
factors according to the Capital Rule. 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.

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 factors 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. (5) For retail exposures, the realised
PD differs significantly across the segments.

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.
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b=

For certain revolving retail exposure, 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.

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 realizable
value of any underlying collateral or guarantees in favour of the Group. Each
impaired asset is assessed on its merits.

(9)

HETERTERABAENS @ BFEER
RAERORERE - FIBEE - FRIE
XL R R AR N R 1 < B SR AT RS
FHERT B R A R IRTTE B R AEE o

REIE

RUER B AETIEET M AERRRER - A
EATABIRERRATEEAGT ST
BRFENES  ERELZERLER

AREENZETED R NBEFARER
(BE) : 2)BETRRER (EEFE) -

BEFRRATIEB— FIIEDHREST -
FEE 0T EEL TN REBRE
B ARRBFEER BEOER -

PETREAMNES - DATREERIRF A
o

R EHEBR

EFRMERERORERSK  RREBEER
EERGFTRRRSREREERAZEUH
ENERBE  N_EFEZZFAE - MR
HRERNZETK - TEFTEREHEKE

Eo
A °

HMERKEFRBEREMIDS
B REREESE -

18 5118t (2 22

AEEE AN ATERERBRELERNFE
RERNEAEREE - RMEGLBBEFER
FERNERTREE - EAKEHETER
BERBYTFENMERFEEREE - &R
BARER - AKEKEHRRREIENSE
BERE  RERBBENDS o (FERRE
FHEMAEE MR ERRBFERER - HRE
BATEBERERRERERA -

ERIREEE R R EE 2 ORI
Bl @ 2 B2 IR R AR BRI KT E QR
B - EfiEIRERE - EREAFEERA
BB BRI B e T A SR B A R e iR R 2
AEREE - WANEERREEENEILE
BfE -




Unaudited Supplementary Financial Information (continued)

ES

(h

=

EERH T BER ()

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 profit and loss account.
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 S220 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.

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 2007:
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Exposure Amount

Exposure Class BB B A RAEEEE

HK$°000

BT T

Bank AT 95,976,661

Corporate =E 166,758,208
Equity booked on banking book

under Simple Risk-weight Method TESRTTHR N UARS 8 R B 7 A5t E 2 IRk 305,558
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(7) CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB”) APPROACH (continued)
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(i) Risk Assessment for IRB Exposure Classes ()  AEDRTARE LR PR AR 18 Bl MY R R A
The following tables indicate the exposure amount, exposure weighted average TRERN20075612 A31 B &R IERALER
risk weight and exposure weighted average PD under bank exposure and corporate 77 B AR HE R £ 28 L B A HE T A L B AR B
exposure across borrower grade and the exposure amount under retail exposures 78~ T35 R BR AR N R R B % R B A A
across facility grade at 31st December 2007: MEEHEEIAR  URSRMBESTE

[\ A T B R PR AR BOAR
For Bank Exposures FIRITRBRASEN =
Exposure Weighted Exposure Weighted
Borrower Grade Exposure Amount Average Risk Weight Average PD
BRAZR BRI E FHREBRAEMEREEE BEAEMEFIGEERAER
HK$'000
BT
1 336,659 14.40% 0.03%
2 42,045,059 19.17% 0.05%
3 19,248,943 25.18% 0.08%
4 17,188,883 32.74% 0.12%
5 3,468,568 38.38% 0.16%
6 6,705,678 44.24% 0.20%
7 3,105,867 49.15% 0.25%
8 1,710,609 57.67% 0.34%
9 593,974 73.38% 0.56%
10 648,301 85.65% 0.82%
11 924,120 105.35% 1.49%
For Corporate Exposure M ERERAER =
Exposure Weighted Exposure Weighted
Borrower Grade Exposure Amount Average Risk Weight Average PD
BRAZR RRRIEHE F R AR ERSES B REMEFIGESRAER
HK$'000
BT T
4 5,039,361 29.00% 0.12%
5 3,418,808 34.82% 0.16%
6 6,840,376 41.64% 0.20%
7 4,785,139 42.69% 0.25%
8 12,544,135 48.67% 0.34%
9 22,860,483 59.56% 0.56%
10 24,195,690 66.49% 0.82%
11 2,924,722 70.90% 1.49%
12 1,951,393 75.24% 2.09%
13 2,762,461 88.83% 3.00%
14 2,160,133 107.98% 4.49%
15 936,112 99.28% 6.28%
16 632,158 111.98% 9.37%
17 2,944,310 166.56% 21.85%
18 237,577 433.04% 100.00%
19 139,469 247.30% 100.00%
20 2,402 440.49% 100.00%
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For Residential Mortgage MEERIEMS
Facility Grade Exposure Amount
RIBZER R EIEHEE
HK$°000
BT
3 20,078,443
4 8,301,666
5 9,677,332
6 7,699,510
7 849,995
9 978,582
10 350,809
11 2,162,139
17 233,577
19 11,134
For Qualifying Revolving Retail Exposure HEBBRBREERARAENS
Facility Grade Exposure Amount
RIBZER RERSRIEHEE
HK$°000
BT T
4 542,340
5 4,205,474
6 3,956,779
7 2,525,596
8 2,802,193
9 920,124
10 3,383,168
11 169,465
12 19,628
13 85,062
14 181,951
16 101,242
17 233,996
19 1,288
20 38,830
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(7) CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB”) APPROACH (continued)
REBABFREESE LA ENEERRE @

(i) Risk Assessment for IRB Exposure Classes (continued) (i) AEBTAREER AR ERET(E (F)
For Other Retail Exposure PEMTE R RAER =
Facility Grade Exposure Amount
RBER R RRAEEEE
HK$'000
BT T
1 7,895
3 78,653
4 2,249,894
5 177,419
6 1,592,106
7 2,453,792
8 17,374
9 683,714
10 54,680
11 244,857
12 32,892
14 358,560
16 53,493
17 202,974
19 44,939
20 3,884
(j) Comparison of Rating Estimates Against Actual Outcome () HEBRIARfhETEERE T
Comparison is made on the 1-year rating estimates for the Group’s performing LAR2006F 12 A31 BAKEEITHEEMEE
credit portfolios as at 31st December, 2006 against the actual outcome for the B — FET R G A Z=2007F 12 318 LERF
same portfolios during the financial period ended 31st December 2007. BB AABRIE A M BB ST LR -
Comparison of Actual Loss and Estimated Loss B ERIEREMAEHER
The following table indicates the actual loss during the financial year ended 31st TREREZE2007F12A31 B IEHEEERD
December 2007 which is compared against the estimated loss at 31st December FFIEL - WEIAEANHES 2006512 431
2006 of the respective portfolio. Actual loss refers to impairment loss allowance HEEEHERLR - BRIBAREEZE2007F
and charge-off charged to the Group’s profit and loss account during the financial 12 A31 B I BF E R BER R ER R A
year ended 31st December 2007. AEE B RAMIE -
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Actual loss for the year ended Estimated 1-year loss at
31st December 2007 31st December 2006
HZE2007F1283181E 72006F12H4318A
Exposure Class RS RE R ZHBRFEENERELX fhEtE — 18k
HK$°000 HK$'000
BT T BT
Bank $R1T - 40,185
Corporate % 202,690 571,085
Residential mortgage Tz 6,610 123,413
Qualifying revolving retail BARERTE 4,150 10,199
Other retail HihZTE 69,507 208,478
Total Rk 282,957 953,360
Comparison of Actual Default against Estimated Probability of Default R ERE R B EERAK
The following table indicates the actual percentage of default during the financial NRETREZE2007F12 A31 B IEHEEERD
year ended 31st December 2007 which is compared against the estimated 1-year BERETA DL - WEMEAESN20065F
probability of default (PD) at 31st December 2006 of the respective portfolio. 12 A31 B fhat —FE R HAKRLLE -
Actual percentage of Estimated 1-year
default for the year ended probability of default at
31st December 2007 31st December 2006
B Z2007F128318 1t 1K2006F 12 A31HA
Exposure Class BB IE B ZHBEENBRESTEIL et —FEERRAEX
% %
Bank iR1T 0.00% 0.21%
Corporate f1=E S 1.35% 3.06%
Residential mortgage FxikE 0.33% 1.10%
Qualifying revolving retail SERBREE 0.52% 0.66%
Other retail HppZEE 1.22% 3.35%

(8) CREDIT RISK UNDER STANDARDISED APPROACH 1EX:HEETHESRK

This section presents information on the Group's risk management for credit REP2IIRNEE BB RIRETEEAEE
exposure in which the Bank adopted Standardised Approach for capital adequacy ARRENEERBEAENRBREEER o
assessment.

(a) Ratings from External Credit Assessment Institutions (ECAI) (a) IMEBIEEFHEMIBRIRTAR
Credit ratings from Moody’s Investors Service and Standard & Poor’s are used for B E RS RIZELBOEETRARE
all classes of credit exposures under Standardised Approach. The Bank follows EFEE TR REERBHAE - RITIRE
the process prescribed in Part 4 of the Capital Rules to map the ratings to the BARBBIEABIRE IR - LRI EARTT
exposures booked in the Bank’s banking book. SRITRREN S B B AR o
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(8) CREDIT RISK UNDER STANDARDISED APPROACH (continued) 1EXEFHE X THEERAME @)

(b) Risk Assessment for Exposure Classes under Standardised Approach (b) EESTEAT R BRAYE R KRR TS
The following table indicates the exposure amount and risk weighted amount for TRETRN2007F12 431 BB KRG H
each class of exposure with and without ECAI ratings as at 31st December 2007: SRS B AT R BT AR B R A B AR R HR R

TS B R B AR HE R e R B R AR

Total exposure after Risk weight amount after
Credit Risk Mitigation Credit Risk Mitigation
ERREEERBIEREE ERAREEERBRIEES
MR FRELAE H R B AR
HK$’000 HK$°000
BT BETT
Total exposure Rated Unrated Rated Unrated
Exposure type REEEEER REREATE IR TR R IR
HK$'000
BETT
Sovereign THE 19,873,311 19,873,311 - 2,281,331 -
Public Sector Entities NEWE 559,889 559,889 - 32,323 -
Bank RIT 19,253,352 516,130 18,734,321 258,065 5,951,243
Securities Firm EHHR 25,472 - 25,472 - 12,736
Corporate ¥ 8,923,057 = 6,743,301 - 6,743,301
Regulatory Retail EETE 366,049 - 292,938 - 219,703
Residential Mortgage FE&E 2,372,520 - 2,285,080 - 2,285,080
Other Exposures that REEAR)E A
are not Past Due [ B 6,388,546 - 3,949,649 - 3,949,649
Past Due Pk 174,500 = 174,500 - 238,157
Off Balance Sheet BEABERIM
Exposure [ B A 5,596,985 186,897 3,654,418 37,379 3,501,153
Counterparty Exposure X 5% F B BRAIE 848,667 - 848,667 - 824,595
Total ] 64,382,348 21,136,227 36,708,346 2,609,098 23,725,617
(9) CREDIT RISK MITIGATION R{KEEREMRIERE
(a) Process of Managing and Recognising Credit Risk Mitigation (a) BERIATEREEERBERNES
The Bank has established policies on managing and recognising credit risk RITE §lE BB RBERESERRE D
mitigation, which is approved by Credit Committee, for all types of credit exposure BE  MBERTEEEZESE  BRAR
under both IRB approach and standardised approach including counterparty credit AR AR R G EE RIS A EA TR RS
risk-related exposure which arises from OTC derivative transactions. The Bank BERRAE  BRERSIMIETARS S|
applies prudent assessments of eligibility and quality of collaterals. A list of credit B3 5% F 15 AR AR 8 E bR A o R
risk mitigations which is deemed appropriate by the Bank is in place. The Bank also TEETHEFRRSAERREE=NR
applies safe custodian of collaterals, regular re-valuation and close monitoring. & o RITEHEE —RIRITRBEBERIE
Marketable securities are marked-to-market on a daily basis whilst valuations on EERREH - NMINMEZEREER R - &
properties are reviewed periodically. HIEEMHERIELBEENER - BEES
FHOEMENE  DENGEIEHE
5 o
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For regulatory capital calculation, only recognised collaterals and guarantee as laid
down under the Capital Rules are considered as recognised credit risk mitigations
and the Bank adheres to the criteria as stipulated in the Capital Rule when assessing
the eligibility.

Recognised collaterals include both financial and physical collaterals. Financial
collaterals include cash deposit, gold, shares and debt securities and mutual fund/
undertakings for collective investments in transferable securities, whilst physical
collaterals include commercial real estate, residential real estate, vehicles and
equipments. The exposure amount after mitigation is determined by applying
the standard supervisory haircut laid down in the Capital Rule as an adjustment
discount to the current collateral value.

Recognised guarantor is any sovereign entities, public sector entities, banks and
regulated securities firms with a lower risk weight than the borrower, or companies
that are internally rated with a rating equivalent to external rating of A- or better.

On-balance and off-balance sheet recognised netting is not adopted by the Bank.
No recognised guarantees and credit derivative contracts are applied as credit risk
mitigation for capital adequacy calculation at balance sheet date.

Total Exposures Covered by Recognised Collateral under IRB Approach

(b)

A EEEEAMS - REEAHRITT TH
PR AR aa RIERTT 77 AT AR 2R Al MRS
BRI - ATEMEREEERRENR
ERAERE  @ETEARAREMNE
Al

RABARBECRREYE M - SEK
RARBRRSHFER B R REBES
REBRES ERREARITERE S
%o MENERRBREBEME FXi
E - BWEEE o RERREAERAEER
BIABARRAGT TR EELE HIRE AL
BTERREENARDRMETE -

RABRATDEMEIRER  REEM R
TEREEEFBR - ERREEBRMERA
RIE - HAERR AP RIS SRS ERRT
RA-FIA EFRHOAT] ©

ATV EFNEEBBEBRAREERBERI
RAFREETE - REtER - ATAUER
RARAEREEETET AR RERRBIERE
ERBERE LAt EERRRE

AR AREEFT AT R AR R E
R AR AR

Exposure amount covered

Exposure Class R AR ERENRBRIEHE

HK$°000

BT T
Bank HR1T 187,473
Corporate 3 30,622,225
Retail B 55,460,820
Total R 86,270,518

The total exposures indicated above represent 23.90% of the total exposure
amount under IRB Approach.

P R O R B AR AR R A R AT AR R AT A
TR APEREERI23.90% °
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(9) CREDIT RISK MITIGATION (continued) SR{KEEREMEIERE @)
(c) Total Exposures Covered by Recognised Collateral under Standardised  (c) R¥EFTEIET LR AT 3 ol 25 A9 2L bR AR ifE

Approach HBEE
Exposure amount covered
Exposure type BB ERENRBREHE
HK$'000
BT T
Bank RIT 2,899
Corporate 2 2,179,756
Regulatory retail EETE 73,112
Residential mortgage F LB 87,441
Other exposures which are not past due IR 80 R RO EL At R B AR 2,438,897
Past Due 780 HA 30,703
Off-Balance Sheet BEABRINAR 1,755,670
Total wEE 6,568,478

The Total exposures indicated above represent 10.20% of the total exposure — 3Pf/n & &R AGEA R IR AR EOA T AR A
amount under Standardised Approach. EHEER)10.20% ©

(10) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE EE3XX 5 ¥ F 1= & & b A8 B 1Y R B AR 4

The Bank has adopted Current Exposure Method to determine the exposure AITRMBATRBRAE S % - LEBERITER
amount for counterparty credit risk which arises from OTC derivative transactions ERZGEFESIMIETARGSIBHNRS
in banking and trading book. HFEERBRNERAESE -

At 31st December 2007, there are no repo-style transactions nor credit derivative 200741283318 » AW EEIEF AR S
contracts in the Bank. No recognised collateral including recognised credit FEETETRAAR - K2007F128318 -
derivative contracts is held as credit protection for counterparty credit risk-related TMERERAERR(RERAEETETA
exposure at 31st December 2007. & RIERER S E FEE MR R

ENREERE -

(a) Counterparty Credit Risk-Related Exposures under IRB Approach (a) AMTAREEAEETHERZHFEERR
[0l
The following table indicates the information of counterparty credit risk-related TRE TR RE B AR B & 5 8 R EBETY
exposures under IRB approach by exposure class: MEEFEETRR S FEERRE B
[RBRANERE RS -
Credit equivalent Risk weighted
Current exposure Amount Amount
Exposure class R AIEER RAITR AR FEZSEHE BB INEEEE
HK$000 HK$'000 HK$'000
BT T BT BT
Corporate e 198,283 251,626 141,247
Bank #RIT L 389,015 1,030,761 259,361
Total “azE 587,298 1,282,387 400,608
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(b) Counterparty Credit Risk-Related Exposures under Standardized Approach

The following table indicates the information of counterparty credit risk-related
exposures under Standardised Approach:

Current exposure Credit equivalent

(b) BEFFETEXZHFEERBAAREMNE
RRdfE
TRETEEFEEATEZSHFEERR
TRRA R AR E RS

Risk weighted amount

RITARERE FEZSEHE [E B iR 2R
HK$°000 HK$°000 HK$’000
BT T BETT BETT
302,753 848,667 824,595

(11) ASSET SECURITISATION ¥EFE &t

During the year, the Bank only acts as an investor in all securitisation exposure.
Ratings from Moody’s Investors Service and Standard & Poor’s are adopted in
assessing securitisation exposures. Since the securitisation exposures held by the
Bank are all rated by recognised ECAI designated by the Capital Rule, Ratings-
based Approach is used to calculate the risk-weighted amount for the exposures.
The Bank closely monitors the risk arising from these exposures.

All securitisation exposures are rated and those with investment grades are under
mezzanine positions backed by granular pools. The following table indicates the
total principal amount and the respective risk weighted amount of all securitisation
exposure as at 31st December 2007:

Principal amount

FA - AMTEMBEHCERRBRAEEESR
EE - HEFE AR RRAER RN ERE
BR¥ RIFEE BT AR - ARAITRANERE
R R AR L E AR AR ENORAIMMEE
AHEHEERTR - MEBRIREEF ERAGER
RAENRBINERE - ATEREREGHAR
AAEFTE AR ER

FHCERRRAESETR - GREATRNE
HFEERIRRAESHEEAUZ TLEE I FH
WREIE o TRERN2007F12A31BFEE
FACRB R BB AR M AN S A8 58 S AR FE A R B AN e
B -

Risk weighted amount

IS R BB InfE 2R

HK$°000 HKS$'000

Risk Weight RS BETT BT
20% 235,510 47,102
50% 2,599,222 1,299,611
75% 525,156 393,867
100% 334,962 334,962
250% 286,663 716,659
425% 727,833 3,093,292
Total b 4,709,346 5,885,493

Capital requirement of securitisation exposure under IRB approach at 31st
December 2007 was HK$499,090,000. The deductible items from core and
supplementary capital under asset securitisation at 31st December 2007 amounted
to HK$238,154,000.

M2007F 128318 + RETREETEETESH
(B3R R R AR & AR 23Rk /499,090,000 7T ©
M2007F12A318  BEZEHET BZO KM
B RAI IR H9E B 4238,154,000/8 7T ©
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(12) EQUITY EXPOSURES BOOKED IN BANKING BOOK 3R{TER T B4 IR R [ P i i

The Bank deducts those equity holdings taken for relationship and strategic reasons
from the core & supplementary capital and includes those equity holdings taken
for other reasons in the risk-weighted assets for capital adequacy ratio purpose.

The Bank applies the same accounting techniques and valuation methodologies as
detailed in the Bank’s notes on accounts for all available-for-sale financial assets,
including equity exposures booked in banking book. There are no significant

changes during the annual reporting period.

AT % B B AR T SR S M B T 45 B RO B AR D
R B N A PO + K4 B A 322 i 55 7 OB
REFEERBNEEER  UBIETHEELRTR
b .

ATREMAAHREESREE @ BRRITET
E R R B A SRR - IR E H IR AT Z R
MRz @at R R R - BREEET
EERERE RN EEALE

For the year ended
31st December 2007

HZ2007%F128318 1k
2B EE
The Group The Bank
£H $R4T
HK$'000 HK$'000
BT BT
Cumulative realised gains or (losses) REHEMNIRFERERN
arising from sales and liquidations of REER =k (E18)
equity exposure 665,256 661,750
Total unrealised gains or (losses) EFEAER  BLBLERE
recognised in the Bank'’s reserves ABRH AR BB Wassk (B8 M4t
but not through the profit and
loss account (384,926) (218,538)
Unrealised gains included in or RETE AT B L m e A EM N
(losses deducted from) the Bank's BANEIARE IR = EFE K
supplementary capital for capital (faz M & AR IR AR B R EE
adequacy ratio purpose HIEEE) 2,206 2,206

256 The Bank of East Asia, Limited Annual Report 2007




& BEARTRIT

Head Office #4T

Telephone
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Website
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10 Des Voeux Road Central
Hong Kong

EREHEF 105

(852) 3608 3608

(852) 3608 6000
www.hkbea.com
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