20. A RKRE

20. Investments in subsidiary companies

RTEEMBARNT: The principal subsidiary companies of the Bank are:

Eaiis:u BRI RREE
GIE ] Place of FEEG Issued
Name of company Incorporation Principal Activities Equity Capital
BEMBERAF EBH BERER R BT
Hang Seng Finance Limited Hong Kong Deposit-taking and lending HK$1,000,000,000
BEGFHERAR &8 BRI RAR BT
Hang Seng Credit Limited Hong Kong Deposit-taking and lending HK$200,000,000
BART(BRE) ERAAF BErRE RITEH EV
Hang Seng Bank (Bahamas) Limited Bahamas Banking US$1,000,000
BERK (BRE) ERAF BEies & RUARF E
Hang Seng Finance (Bahamas) Limited Bahamas Finance US$5,000
BARITEABRAT B EFtiR% BT
Hang Seng Bank (Trustee) Limited Hong Kong Trustee service HK$3,000,000
B (RIBA) BRAR BE RIEARES BT
Hang Seng (Nominee) Limited Hong Kong Nominee service HK$100,000
BEASRBRERAT B BAREERASRE BT
Hang Seng Life Limited Hong Kong Retirement benefits and life assurance HK$220,000,000
BAERBRERAT EBH RIS BT
Hang Seng Insurance Company Limited Hong Kong General insurance HK$84,184,570
BEEEEE (LA BRAA CpI EeER N3 T
Hang Seng Asset Management Pte Ltd Singapore Fund management $G$2,000,000
BEREERERAR &8 EeERE BT
Hang Seng Investment Management Limited Hong Kong Fund management HK$10,000,000
BEREBRAT &8 ®BE BT
Haseba Investment Company Limited Hong Kong Investment holding HK$6,000
BABSERAA B BHELR BT
Hang Seng Securities Limited Hong Kong Stockbroking HK$26,000,000
BEEERERAA B BE BT
Yan Nin Development Company Limited Hong Kong Investment holding HK$100,000
BIEREER AR B HERRHBERTIES BT
HSI Services Limited Hong Kong Compilation and dissemination of HK$10,000

the Hang Seng share index

BEYEERERAR &8 MEEE BT
Hang Seng Real Estate Management Limited Hong Kong Property management HK$10,000

FRERRERATZZEMBLAR BREE
ABRBERABDABATHEAAZA TR
BEESEEERHAEIN) BB RFTiH
ATEERAE EEEREERABBHEES
BB ARz TEL AR EEF M RER-

All the above companies are wholly-owned subsidiary companies except for Hang Seng Life
Limited in which the Bank holds 50% of its shareholding and controls the composition of its
board of directors. All subsidiary companies are held directly by the Bank except for HSI Services

Limited. The principal places of operation are the same as the places of incorporation.
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21 BEDQRRE

Notes on the Accounts continued

21. Investments in associated companies

% Group $£1T Bank
2002 2001 2002 2001
FELETRE (RAAE) Unlisted shares, at cost - - - 88
EILFEE Share of net assets 672 774 - -

ETHEARZREARBE _RENBET
(ZEZ2-F:BR _REEN\EET) LEIR
[ZPERIBEA (Kit15)

Loans to associated companies amounting to HK$208 million (2001: HK$208 million) are

included under “Advances to customers” (notel5).

The principal associated company is:

Principal activitiy

EBERA

2 REaR

Group's interest
in equity capital

SEITERA

Issued equity capital

FEBERTWMT
it
NI Place of
Name of company incorporation
o
Barrowgate Limited Hong Kong

BEABRRBERABRRA —HEQF -BAR
ERRAERAZEZRAS BEABRR
BERARR-ZETZ_F+—-ARKARATZ
(RpE NI

Barrowgate Limited 2 # & B R17T — 2 &M}
BRAREA UL E R RIERBLE -

MERE

Property investment

BT

24.64%

HK$10,000

Hang Seng Life Limited which was an associated company has become a subsidiary of the

Bank in November 2002 as the result of a change in its Articles of Association on the

composition of its board of directors.

The interest in Barrowgate Limited is owned by a subsidiary company of the Bank. The associated

company operates in Hong Kong.

22 EREEEE
(F) BREZEEE

22. Tangible fixed assets
(a) Tangible fixed assets

%[E Group

BEME
T4 Investment R B

g3 g 3 2002 Premises properties Equipment Total
B AR B - Cost or valuation:
—EE-F-A—A&EH At 1 January 2002 7,400 3,442 2,463 13,305
FREE Additions - - 195 195
FAME Disposals (1) (10) (71) (82)
WBREMTI 2 BENE Elimination of accumulated

depreciation on revalued premises (154) - - (154)
EftRE Deficit on revaluation
o XEITH MR EMEEEERE (H129) e charged to premises and investment

properties revaluation reserves (note29) (409) (270) - (679)
o XHIEHER e charged to profit and loss account (36) - - (36)
AR Transfers (117) 117 - -
—EE-_F+_A=+—RE&HK At 31 December 2002 6,683 3,279 2,587 12,549
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22 AREEEE &
(F) BREEELE &

22. Tangible fixed assets continued
(a) Tangible fixed assets continued

%@ Group

BREME
173t Investment & B

—BE-F 2002 Premises properties Equipment Total
2RFE: Accumulated depreciation:
—EE-_F-A—-B&EH% At 1 January 2002 - - (1,982)  (1,982)
FRXE (ME5(T)) Charge for the year (note 5(d)) (154) - (198) (352)
HEEREE Written back on disposal - - 70 70
WEREMITU 2 REWE Elimination of accumulated

depreciation on revalued premises 154 - - 154
“EE_F+_A=+t—B&#H At 31 December 2002 - - (2,110)  (2,110)
ZEE -+ -A=+—HEEFE Net book value at 31 December 2002 6,683 3,279 477 10,439
—EE-H+-A=+-AKmTE Net book value at 31 December 2001 7,400 3,442 481 11,323

#R77 Bank
BEME
1T Investment B4 aF
Premises  properties Equipment Total

PR ARS B : Cost or valuation:
—EE_F-A—HEHK At 1 January 2002 5,916 2,171 2,443 10,530
FRERE Additions - - 194 194
FAHE Disposals - (8) (72) (80)
WEREMITH 2 BEINE Elimination of accumulated

depreciation on revalued premises (126) - - (126)
SihRE Deficit on revaluation
o XEITH RIREMEEHERE (H7E29) e charged to premises and investment

properties revaluation reserves (note29) (362) (175) - (537)
o XHEHER e charged to profit and loss account - - - -
SHER Transfers (37) 37 - -
ZEE_F+_A=+—HB&E# At 31 December 2002 5,391 2,025 2,565 9,981
2RFE: Accumulated depreciation:
—FE_F-HA—-H&EHK At 1 January 2002 - - (1,964)  (1,964)
FRZE Charge for the year (126) - (196) (322)
HEEREE Written back on disposal - - 70 70
WRERITIL 2 REINE Elimination of accumulated

depreciation on revalued premises 126 - - 126
ZEE_F+_A=t—B&#H# At 31 December 2002 - - (2,090)  (2,090)
ZEE-F+-A=+—HEEFE Net book value at 31 December 2002 5,391 2,025 475 7,891
—EE-H+-A=+-AKmTE Net book value at 31 December 2001 5,916 2,171 479 8,566
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22 AEREE &
(Z) U R EME R FERE:

Notes on the Accounts continued

22. Tangible fixed assets continued

(b) The net book value of premises and investment properties comprises:

% E Group #R1T Bank
2002 2001 2002 2001
AR Leaseholds
BEHEFEA Held in Hong Kong
o« REAMH (RIpF A T9F) * long leases (over 50 years unexpired) 3,426 3,749 2,270 2,482
o« FEAMY (FIpGFHETZERATH) e medium leases (10 to 50 years unexpired) 6,465 7,026 5,075 5,538
BHEFEH Held outside Hong Kong
o REITEL (RsrF AT T4) * long leases (over 50 years unexpired) 4 4 4 4
o« FEAMY (FIpGFHETZERATH) e medium leases (10 to 50 years unexpired) 67 63 67 63
9,962 10,842 7.416 8,087
HEhaiE Of which
1THE Premises 6,683 7,400 5,391 5,916
BEME Investment properties 3,279 3,442 2,025 2,171
9,962 10,842 7,416 8,087

(AIR—ZZ-_FAA=TH AKE T4
RREMFEEMEAEEER 2B ER
TEEAFMITARRIR FTIAER WHETEZ
HEA-ST-_F+-_A=+—-HAZHET
BEAZRE ZHENAREEENEME
BREERZMEMNE-EhZELTRR
TIERBRZ ARTSEERRREDE
ZRRTIGEE.

(c) The Group's premises and investment properties were revalued at 30 September 2002 by

Chesterton Petty Limited, an independent professional valuer, who also confirmed that there

had been no material change in valuations at 31 December 2002. The valuations were carried

out by qualified valuers who are members of the Hong Kong Institute of Surveyors. The basis

of valuation for premises was open market value for existing use. The basis of valuation for

investment properties was open market value.

(T) ITHURREYXEE G HE (d) Deficit on revaluation of premises and investment properties
%£E Group #R1T Bank
2002 2001 2002 2001
TEEE R FEE Charged to property revaluation reserves
o (THLEMM R (A1iF29) * premises revaluation reserve (note29) (409) (209) (362) (181)
o WEMEEGEE (HF29) e investment properties revaluation
reserve (note29) (270) (211) (175) (113)
o RIGERE REME ZRE (F17129) e share of revaluation deficit of
an associated company (note29) (13) (61) - -
(692) (481) (537) (294)
T EE =R Charged to profit and loss account
o 7THE e premises (36) (14) - (7)

(%) EEBBEXRAZ 2EMTULSAGEDIER-
AR AR R 2T E S AR AL RREF#HE
AlgmT:

(e) The net book value of all premises which have been stated in the balance sheet at valuation

would have been as follows had they been stated at cost less accumulated depreciation:

% B Group #R1T Bank
2002 2001 2002 2001
+-—A=+—HE®EFE Net book value at 31 December 2,773 2,872 1,667 1,718
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22 EREEEE #
(B)AEBLRZBRENMEDNBKERE
SHEZEAFH-—RAME *M%ﬁ%uﬁﬂa
BEREEENE G EMEL %
HETERELERE-

BREMEE—TZ_FZREBESWARE
B_RE_ThEEL (CET—F: 88K
NTHBEET) AFEATEREESEA
i)

(===%—

(BR) ASHE 2 NAIHHEEEER
iz ERERSERMT

THIRE

22. Tangible fixed assets continued

(f) The Group leases out investment properties under operating leases. The leases typically

run for an initial period of 2 years, and may contain an option to renew the lease after that

date at which time all terms are renegotiated. None of the leases includes contingent rentals.

Rental income receivable from operating leases amounted to HK$225 million in 2002 (2001:

HK$245 million). There was no contingent rental recognised during the year (2001: Nil).

(g) The Group's total future minimum lease payments receivable under non-cancellable

operating leases are as follows:

% & Group #R17 Bank
2002 2001 2002 2001
—FLT Less than one year 197 176 126 114
—FUAEERF Five years or less but over one year 134 84 99 67
331 260 225 181
23 HipEE 23. Other assets
% & Group #R17 Bank
2002 2001 2002 2001
BHEMEZEEABRUIINEEERK  Unrealised gains on off-balance sheet interest
HfTETAGHZAREBREN rate, exchange rate and other derivative
contracts which are marked to market 981 570 981 570
EERE (M7 (Z2) k24) Deferred taxation (notes7(b) & 24) 21 34 21 34
R4S FEURTE ltems in the course of collection
from other banks 2,886 2,881 2,886 2,881
TR R ERT s Prepayments and accrued income 2,143 2,294 1,450 1,457
RERERBEAEGZRARREE Long-term assurance assets
attributable to policy holders 2,897 - - -
HibfRIA Other accounts 3,340 2,781 2,163 2,526
12,268 8,560 7,501 7,468
ZHEAE TSR AR : Remaining maturity:
=EAR e three months or less 6,929 6,467 6,156 5,889
o —HANEE—F e one year or less but over three months 637 1,048 401 719
—FAEFERF « five years or less but over one year 968 913 924 845
o« IFLAE e over five years 3,693 98 8 8
12,227 8,526 7,489 7,461
o 2EEH] e overdue
- =ZEAREZEXREA — six months or less but over three months 5 1 1
- NEAREE—%F — one year or less but over six months 7 3 1
- —FUE — over one year 27 22 8 5
41 34 12 7
12,268 8,560 7,501 7,468

LiiBaHz B EETERBEEANK
FERtE | AT 2 B R B o

The overdue amount represents mainly overdue interest receivable included under

“Prepayments and accrued income”.

139



BRIBMI T 42 Notes on the Accounts continued

24 EEBIE 24. Deferred taxation
TEMmEE] (FI23) BT ZBELERIBEE Deferred taxation asset which is included in “Other assets” (note23) are as follows:
AT
%£[E Group §R4T Bank
2002 2001 2002 2001
RLERIEEE: Deferred taxation asset:
—A—B#&&% At 1 January 34 13 34 13
(B BERIBEEE (Mfat7 () ) (Charged)/credited to profit and

loss account (note7(a)) (13) 21 (13) 21
HIRERIIE 8 Bk Transfer from deferred taxation liability - - - -
TZR=1+—8#&&% (Kit7(Z)) At 31 December (note7(b)) 21 34 21 34
BERIEMEE] (F7F23)ET: Included in “Other assets” (note23) representing:
o RIRIBAIGTEI 3R e retirement benefit schemes contributions 21 34 21 34
RLERIEE &, Deferred taxation liability:
—H—R#&R At 1 January - - - -
BB (W7 (1)) Credited to profit and loss account (note7(a)) (1) - - -
TEREMRIGEBHIE Tax charge arising on value of long-term

assurance business for previous year 105 - - -
+ZA=+—H&#% (F77(2) k27) At 31 December (notes7(b) & 27) 104 - - -

U REMERRIRE 2 EbREWEIE No provisions are made for deferred taxation on revaluation surpluses on premises, investment
HIRED AR ERREBENBAZSEE  properties and long-term investments. The Directors are of the opinion that no material taxation
BrEE EERRANARLZARNEHEA  liability is likely to arise in the foreseeable future in the light of management’s intentions for
BARBIBEE- these assets since acquisition.

REBATERBEBE ZERELERIE  There is no significant deferred taxation liability not provided for.
g

25 AR-REREMEN 25. Current, savings and other deposit accounts
%[® Group $£1T Bank

2002 2001 2002 2001
BPER Customer account
o EREFRK e current accounts 36,242 31,471 36,242 31,471
o EEER e savings accounts 154,476 141,608 154,476 141,608
o EEIREAMFR e time and other deposits 206,973 222,685 197,559 212,391
BHFRE Certificates of deposit in issue 15,916 18,564 15,916 18,564
BHEMERES Other debt securities in issue 86 - 86 -

413,693 414,328 404,279 404,034
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25 AR-RERAMBER &
EEER BHERERBLEMERES
BT ERANTT

25. Current, savings and other deposit accounts continued

The analysis of remaining maturity of customer accounts, certificates of deposit issued and

other debt securities issued is as follows:

%E Group #R17 Bank
2002 2001 2002 2001
BEPER Customer accounts
A BNRFHRER Repayable on demand 210,351 186,557 209,914 186,414
BT REISB A With agreed maturity dates or periods of
ABR T IF R ERETE notice, by remaining maturity:
o =HANEMAEINFIZER e three months or less but not
repayable on demand 180,380 198,405 171,608 188,619
e ZHANEE—F e one year or less but over three months 6,701 10,664 6,496 10,299
o ~FEULFERF * five years or less but over one year 259 138 259 138
397,691 395,764 388,277 385,470
BHFRE Certificates of deposit in issue
ZHEAE TR AR : Remaining maturity:
o =EHANEMEINFIZER e three months or less but not
repayable on demand 2,887 3,888 2,887 3,888
e ZHANEE—F * one year or less but over three months 9,635 6,667 9,635 6,667
o ~FEULFERF « five years or less but over one year 3,189 7,644 3,189 7,644
o« IFLAE e over five years 205 365 205 365
15,916 18,564 15,916 18,564
B HE MR8 Other debt securities in issue
ZHEAE TR AR : Remaining maturity:
o =@ AANEMARIRIZER * three months or less but not
repayable on demand 48 - 48 -
e —HANEE—F * one year or less but over three months 38 - 38 -
86 - 86 -
413,693 414,328 404,279 404,034
26. F¥EER 26. Deposits from banks
%E Group #R17 Bank
2002 2001 2002 2001
ISR Repayable on demand 555 2,406 555 2,406
EifEFREISRME With agreed maturity dates or periods of
LASR R ERE B notice, by remaining maturity:
o« —AANEMEANREE * three months or less but not
repayable on demand 515 198 145 198
e —HANEE—F e one year or less but over three months 2 18 2 18
1,072 2,622 702 2,622
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Notes on the Accounts continued

27. Hth & & 27. Other liabilities
% [# Group 847 Bank
2002 2001 2002 2001
BHZER: Short positions in securities:
E % Treasury bills 1,861 3,922 1,861 3,922
E%EF Debt securities
o BIFES e government securities 1,045 578 1,045 578
o EMAHEERS * other public sector securities 10 148 10 148
2,916 4,648 2,916 4,648
BEABRMIMNETESEZ Unrealised losses on off-balance sheet
FEEXRREMITETE interest rate, exchange rate and
EHZREREE other derivative contracts which are
marked to market 832 520 832 520
NEARRIE (KtaE7 (Z2)) Current taxation (note7(b)) 249 500 197 467
RIERIE (M a7 (Z2) Kk24) Deferred taxation (notes7(b) & 24) 104 - - -
FXEZEMNERE ltems in the course of transmission to
other banks 4,629 3,617 4,629 3,617
FERT RIEEHA Accruals and deferred income 1,668 1,522 1,577 1,389
BEEREFEE Provisions for other liabilities and charges 313 268 33 28
REREFRAARRZRBRBAR Long-term liabilities attributable to
policy holders 2,897 - - -
EfmafE Other liabilities 606 640 1,576 1,561
14,214 11,715 11,760 12,230
ZE 5 HI A TSR AR - Remaining maturity:
« =HANR e three months or less 9,740 10,715 10,716 11,961
e —ARANAEE—% e one year or less but over three months 831 822 605 222
o —FLALEERF * five years or less but over one year 434 88 325 47
o« HEME * over five years 3,209 90 114 -
14,214 11,715 11,760 12,230
28. BA 28. Share capital
FEAR AR : Authorised:
RIT2AMBEARREE—E —TETE(ZZE The authorised share capital of the Bank is HK$11,000 million (2001: HK$11,000 million)
—F BB —E—TETE) 2A-TER divided into 2,200 million shares (2001: 2,200 million shares) of HK$5 each.
CETF T+ CER) BREERATIE.
2002 2001
BEUYRA: Issued and fully paid:
TAE-—F BN TEE-FTtBE=T/K 1,911,842,736 shares (2001: 1,911,842,736 shares)
CEE-F T AR-FToEATHES of HK$5 each 9,559 9,559

THE=TRB) SREBATE.

WAEE R AT EBEAT 2R (—F
T i) o

=
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29. &

29. Reserves

YN
55 #R1T  Associated
g3 o 3 2002 Group Bank companies
RE & Retained profits 19,242 12,729 88
T RIRE M E B HE Premises and investment properties
revaluation reserves 7,324 5,764 584
REBRFRESHFHRE Long-term equity investment revaluation reserve 1,031 - -
B R #E Capital redemption reserve 99 99 -
27,696 18,592 672
R & A Retained profits
—ETE_F-R—-B&EH% At 1 January 2002
o REBASTBERIIR e as previously reported 19,618 11,982 105
o BETHRNE 2 AR e change in accounting policies:
- RAEM=EFFT 2R — net transitional liabilities on defined
=R benefit schemes (189) (189) -
- EHM% R E B2 hE —value on long-term assurance business 206 - 206
- ZIEEFRBAEE — provision for accumulated paid leave (136) (136) -
(119) (325) 206
o REH @éﬂtﬁzﬁ%ﬁwﬁ * as restated 19,499 11,657 311
BmeEH Exchange adjustments 3 3 -
Hx?[&f\ ﬁ/ﬁﬁﬂ Profit attributable to shareholders 9,961 11,298 113
s Dividends (10,324) (10,324) (38)
FEBTITUIEMEE Transfer of depreciation to premises
revaluation reserve 94 86 -
RELTILMER 2 EfHEE Realisation on disposal of premises 9 9 -
Hith Other movement - - (298)
“EE_F+_A=+—RE&#HK At 31 December 2002 19,242 12,729 88
T RIBE Y EE Premises and investment properties
revaluation reserves
T B Premises revaluation reserve
« TEE_F—H— e at 1 January 2002 4,789 4,267 -
o BHEE (MiF22 (F) LK (T)) o deficit on revaluation (notes22(a)&(d)) (409) (362) -
e ARB BB R ZITE o transfer of depreciation from retained profits (94) (86) -
o BUREMEEHREE e transfers to investment properties
revaluation reserve (86) (29) -
o« _ET_FA+-A=+—HEH e at 31 December 2002 4,200 3,790 -
BREMEEGHE Investment properties revaluation reserve
. :7 Z_F-A—H#&H e at 1 January 2002 3,330 2,129 597
&RME (MaF22 (F) & (T)) e deficit on revaluation (notes22(a)&(d)) (270) (175) -
. E’éfﬁﬁﬁ?%ﬁ??@%Zﬁ@ e share of revaluation deficit of
(Btax22(T)) an associated company (note22(d)) (13) - (13)
o BITTHE B REERIR o transfers from premises revaluation reserve 86 29 -
o« HEHLKREMEMBER 2 EMIEE o realisation on disposal of
investment properties (9) (9) -
o TEZ_F+-HA=+—HER e at 31 December 2002 3,124 1,974 584
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Notes on the Accounts continued

29. f&1E & 29. Reserves continued
i 1WNG|
£ 1T Associated
—EE-F 2002 Group Bank companies
T RIBEYEEGBEEERT Total premises and investment properties
revaluation reserves 7,324 5,764 584
RARERESMHEE Long-term equity investment revaluation reserve
—EE-F—-F—A#%& At 1 January 2002 2,323 - -
EhREE Deficit on revaluation (869) - -
AEHROREREMER 2 SMIEE Realisation on disposal of
long-term equity investments (423) - -
“EEF+-A=+T—RE#H At 31 December 2002 1,031 - -
N B Capital redemption reserve
—EE_F-R-ARTZA=+—H&H At 1 January and 31 December 2002 99 99 -
“EECF+A=t-BfESES Total reserves at 31 December 2002 27,696 18,592 672
AN
&5 1T Associated
—TT—F 2001 Group Bank companies
RE & Retained profits 19,618 11,982 105
T RIBEYEE-HREE Premises and investment properties
revaluation reserves 8,119 6,396 597
RAREREEMHE Long-term equity investment revaluation reserve 2,323 - -
N B Capital redemption reserve 99 99 -
30,159 18,477 702
R F Retained profits
—EE-F—A—H At 1 January 2001 18,732 11,272 98
BE AR Exchange adjustments (2) ) -
% R FEAS 5 Profit attributable to shareholders 10,114 9,980 48
358 Dividends (9,368) (9,368) (41)
FrEBETUEGHE Transfer of depreciation to premises
revaluation reserve 100 96 -
ERTUMERz EHIEE Realisation on disposal of premises 42 4 -
:E -+ -_A=+—H&H% At 31 December 2001 19,618 11,982 105
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20. % &

29. Reserves continued

NG

£H 1T Associated
—ETF 2001 Group Bank companies
T R B E B HE Premises and investment properties
revaluation reserves
TTHEEf Premises revaluation reserve
« _ET—F—H—HEH e at 1 January 2001 5,242 4,677 -
o ERIE (FFiF22(T)) e deficit on revaluation (note22(d)) (209) (181) -
e ARBBENBERZITE « transfer of depreciation from retained profits (100) (96) -
o BAREMESHEE e transfers to investment properties
revaluation reserve (144) (133) -
« TEE—F+_A=1T—HE% e at 31 December 2001 4,789 4,267 -
BEMEEGFEE Investment properties revaluation reserve
« _EE—F—A—HEH e at 1 January 2001 3,500 2,113 658
o EfREME (MiF22(T)) * deficit on revaluation (note22(d)) (211) (113) -
o BRI NEME ZRE e share of revaluation deficit of
(HizF22(T)) an associated company (note22(d)) 61) - 61)
o BITTHE B REERIR e transfers from premises revaluation reserve 144 133 -
e AEMBEMEMER 2 EMGE o realisation on disposal of
investment properties (42) (4) -
« “ET—F+-_A=+—H#&#HK e at 31 December 2001 3,330 2,129 597
U R EYEEGHREEER Total premises and investment properties
revaluation reserves 8,119 6,396 597
REBRERESHEFHE Long-term equity investment revaluation reserve
—EE-F-RF—-R&EHK At 1 January 2001 3,452 - -
BihRE Deficit on revaluation (850) - -
AELRAREREMER 2 EMIEE Realisation on disposal of
long-term equity investments (279) - -
“EE-FTA=tT—B#&HR At 31 December 2001 2,323 - -
BB Capital redemption reserve
—EE-F-HA-BARTZA=T—H#&# At 1 January and 31 December 2001 99 99 -
“EE-F+-_A=1T—-BEER Total reserves at 31 December 2001 30,159 18,477 702

[EffFEE] REXABERRHE] LHFEERZ
FE Bk o

ATRRERTES 2B LR AFREE

Pz S8 Bk R REEARTRLEM
AIAESI AR T AR R 2 FR BB g B B BR Al -

The “Revaluation reserves” and the “Capital redemption reserve” do not represent realised

profits and are not available for distribution.

The Bank and its banking subsidiary companies operate under regulatory jurisdictions which

require the maintenance of minimum capital adequacy ratios and which could therefore

potentially restrict the amount of retained profits which can be distributed to shareholders.
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30. BERBHIRE

Notes on the Accounts continued

30. Reconciliation for cash flow statement

(F) E¥BFIEREEFTE (a) Reconciliation of operating profit to net cash flow from operating activities
ZREETBHERE
2002 2001

=R Operating profit 10,684 11,079
RS WA Net interest income (10,805)  (11,660)
EION Dividend income (99) (93)
RERER Provisions for bad and doubtful debts 571 424
e Depreciation 352 386
REIRE 2 #H Amortisation of long-term investments (96) (301)
BRI B 18 2 B MR R Advances written off net of recoveries (1,148) (1,389)
FSWA Interest received 13,068 24,128
A 22 H Interest paid (4,450)  (14,391)
EEESEDAZEEET Operating profit before changes in working capital 8,077 8,183
RekEREe ¥ Change in cash and short-term funds (762) 9,358
=EANA RS Change in placings with banks

EHFEREE repayable after three months 10,908 8,818
FREE §JJ Change in certificates of deposit (7,022) (6,715)
BEBERGB 2 EHF 2 EE)” Change in securities held for dealing purposes* 969 2,332
EFERZE Change in advances to customers (1,549) (3,953)
BERERARRASRENERR Change in amounts due from immediate holding

R &8 company and fellow subsidiary companies* 1,281 820
HmEEZ#E)* Change in other assets* (3,737) 911
%JE'T?T/\Z“@J Change in customer deposit accounts 1,927 (19,111)
BHERES 2 #E) Change in debt securities in issue (2,562) 3,834
ﬁ%rmzm Change in deposits from banks (1,550) (1,180)
ERERATNRAGREMEARG Change in amounts due to immediate holding

Tz #8) company and fellow subsidiary companies 564 (948)
EmeBEzEE” Change in other liabilities* 2,941 (5,723)
MErIRE EE R EMIER S IHA Elimination of exchange differences

and other non-cash items (5,239) 928

REEXTHELEZRS Cash generated from operating activities 4,246 (2,446)
B A% Taxation paid (742) (407)
REEXTHZFRERA/ (RE) Net cash inflow/(outflow) from operating activities 3,504 (2,853)

*HEREHRAEBEE —EE_F 4 —
AKRBATTHB R Al Z1EEAFERRER
R AIATARIE
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* The reconciliation for cash flow statement included the following after adopting full

consolidation of Hang Seng Life Limited which became a subsidiary of the Bank in November

2002.



30. RERBYHIRE &
(F) EXBFIEXEEXZE
ZERREMBHIRR &

30. Reconciliation for cash flow statement continued
(a) Reconciliation of operating profit to net cash flow
from operating activities continued

2002
« FIEBERBR ZESH e securities held for dealing purposes 95
« EEBERARK e amounts due from immediate holding company
FISEN I =YNCI P/ and fellow subsidiary companies 13
o« HMEE e other assets 3,487
o« HiBE e other liabilities 2,826
(C)BERERMBELHEELZB T (b) Analysis of the balances of cash and cash equivalent
2002 2001
EERe REHRREREMESRKE Cash in hand and balances with banks and
other financial institutions 3,676 3,789
G B — 18 A B E 2 E B TE R 3 Money at call and placings with banks
maturing within one month 70,562 104,990
E% Treasury bills 2,531 2,274
—E2=AARIBz EBERRAZE Placings with banks repayable between one
to three months 28,720 29,897
e Certificates of deposit 48 153
105,537 141,103
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3. RAEH AERTETR

Notes on the Accounts continued

31. Contingent liabilities, commitments and derivatives

(F)EH 2B EZHELH (a) Contract amount, credit equivalent amount and risk-weighted amount
REBNESHE
£ Group
=82 EES
HESH SR
AHEE Credit Risk-
Contract  equivalent weighted
—EE-F 2002 amount amount amount
HEEH Contingent liabilities:
R Guarantees 13,864 13,717 4,321
HHE: Commitments:
EREREHNESEERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
REAZEXNERERN FEER Undrawn formal standby facilities, credit lines
H A U - and other commitments to lend:
o —FUTF e under one year 65,110 - -
o —FRIAE e one year and over 21,565 10,783 9,840
At Other a1 a1 a
93,698 12,224 11,275
EEREH: Exchange rate contracts:
BNEA iR EAINER 5 Spot and forward foreign exchange 73,607 894 251
HiEESH Other exchange rate contracts 24,104 261 55
97,711 1,155 306
IES-§ Ok Interest rate contracts:
EShr] Interest rate swaps 64,443 1,454 357
HHMEE4L Other interest rate contracts 7,969 8 2
72,412 1,462 359
HMTHETAEHD Other derivative contracts 177 6 1
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31. Contingent liabilities, commitments and derivatives continued

(F)EHELE FEZHELHE (a) Contract amount, credit equivalent amount and risk-weighted amount continued
REBMELEE &
17 Bank
(5 -4 [
HESHE SR
CX Ok Credit Risk-
Contract  equivalent weighted
—BZCH 2002 amount amount amount
SHED Contingent liabilities:
R Guarantees 14,264 14,118 4,722
HHE: Commitments:
ERARREHEIHERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
REB 2 ERXERERN F Undrawn formal standby facilities, credit lines
E{th U - and other commitments to lend:
o —FUT e under one year 65,067 - -
o —FRIAL * one year and over 21,565 10,783 9,840
93,614 12,183 11,234
EXEH: Exchange rate contracts:
ENE R INER 5 Spot and forward foreign exchange 76,662 925 266
HiEREH Other exchange rate contracts 24,104 261 55
100,766 1,186 321
MEEHL: Interest rate contracts:
FIESER Interest rate swaps 60,422 1,433 353
HEMHAEEL Other interest rate contracts 7,076 8 2
67,498 1,441 355
HEMfTETAEEH Other derivative contracts 177 6 1
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3. RAEH AERITEIR &

Notes on the Accounts continued

31. Contingent liabilities, commitments and derivatives continued

(F) 2B EEZHESHE (a) Contract amount, credit equivalent amount and risk-weighted amount continued
REBGMESEE &
£ Group
pE2 AR
HEEH nEeEE
ok Credit Risk-
Contract  equivalent weighted
—EE—F 2001 amount amount amount
HEER: Contingent liabilities:
R Guarantees 11,802 11,706 3,761
HHE: Commitments:
ERELEHESIHERS Documentary credits and short-term
trade-related transactions 5,768 1,154 1,151
REBZ EAERERN FEER Undrawn formal standby facilities, credit lines
H A UK - and other commitments to lend:
o —FUTF e under one year 64,317 - -
o —FENLAE e one year and over 19,367 9,683 9,257
Hity Other 47 47 47
89,499 10,884 10,455
EREH: Exchange rate contracts:
BIER SR AIMER 5 Spot and forward foreign exchange 98,143 1,066 249
HMEXEH Other exchange rate contracts 7,917 102 21
106,060 1,168 270
FEEH: Interest rate contracts:
| %42 5 Interest rate swaps 44,446 1,035 240
HAEEL Other interest rate contracts 6,842 - -
51,288 1,035 240
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Other derivative contracts




3. AR AERTEIR &

31. Contingent liabilities, commitments and derivatives continued

(F)EH2E B2 HELHE (a) Contract amount, credit equivalent amount and risk-weighted amount continued
REBNESEE &
17 Bank
594 N
HESTE SR
BHEE Credit Risk-
Contract  equivalent weighted
—EE—F 2001 amount amount amount
HBEER: Contingent liabilities:
R Guarantees 12,374 12,278 4,332
HHE: Commitments:
EREMEHEIEERS Documentary credits and short-term
trade-related transactions 5,768 1,154 1,151
KRBz EAERERN FEHER Undrawn formal standby facilities, credit lines
E{th U - and other commitments to lend:
o —FUT e under one year 63,910 - -
o —ERLAE e one year and over 19,367 9,684 9,257
89,045 10,838 10,408
EXREL: Exchange rate contracts:
BNEA MR HRSMNE R 5 Spot and forward foreign exchange 101,481 1,099 266
HiEXEH Other exchange rate contracts 7,917 102 21
109,398 1,201 287
MEEHL: Interest rate contracts:
FESEy Interest rate swaps 43,152 1,026 239
HinFEEH Other interest rate contracts 5,076 - -
48,228 1,026 239

Other derivative contracts
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3. RAEE AERITETR &
(F)ENELHE FEZHELH
REpgmESE &

ERIHEERERIMIRSZEEENE
B EEzESSERERNESE -FEE
EZEEeR DAFEERRNESE 2
Rt S RIRBFERITEGIIMR=2
BEAFRLLEMmMGEE TRFHERBZEE
K AR AR AL 1T 5E - 40 B8 3B fE 7% Ko E - Il
BRNEREERAZEASZ B WBEX 7
EREMITETEESL ARBNERE RS
EANZAT

IEEBIAELDBACEEE TR 825
AN ERE EREREMRER 2 AE.
ks BREA FEAFFRRERZRE
RAAR HERLER SR FRELTFZ
ERHH BENAEERN AAEERE
Wiz BN BEEENTEERE

RIS EH A NERZBBAEMRERARE

EEBBRUIIZERTAREINE MEK

BES 5 LAE(T 2 A SR
FE %50

JF\B -II

[

I

WETAZANEHRTHEEZRHATH
Z2XHYE BEATREERBFE HETR

ZIEERESEDNREEBRITEGHIM X
—ZEAFE ARMEERRALREZ
ENEEREEZEREERRME 2HEH-
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Notes on the Accounts continued

31. Contingent liabilities, commitments and derivatives continued
(a) Contract amount, credit equivalent amount and risk-weighted amount continued

The tables above give the nominal contract, credit equivalent and risk-weighted amounts of
off-balance sheet transactions. The credit equivalent amounts are calculated for the purposes
of deriving the risk-weighted amounts. These are assessed in accordance with the Third Schedule
of the Hong Kong Banking Ordinance on capital adequacy and depend on the status of the
counterparty and the maturity characteristics. The risk weights used range from 0 per cent to
100 per cent for contingent liabilities and commitments, and from O per cent to 50 per cent

for exchange rate, interest rate and other derivative contracts.

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The risk involved
is essentially the same as the credit risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same credit origination, portfolio maintenance
and collateral requirements as for customers applying for loans. As the facilities may expire
without being drawn upon, the total of the contract amounts is not representative of future

liquidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and option

transactions undertaken in the foreign exchange, interest rate and equity markets.

The contract amounts of these instruments indicate the volume of transactions outstanding at
the balance sheet date and do not represent amounts at risk. The credit equivalent amount of
these instruments is measured as the sum of positive mark-to-market values and the potential
future credit exposure in accordance with the Third Schedule of the Hong Kong Banking

Ordinance.



. AEEB AERITETIR & 31. Contingent liabilities, commitments and derivatives continued

(Z) BEERK (b) Replacement cost
%£[# Group #8717 Bank
2002 2001 2002 2001
EXRAEY Exchange rate contracts 485 310 485 310
MEEH Interest rate contracts 1,231 859 1,228 856
HEMmfTETESY Other derivative contracts 1 - 1 -
1,717 1,169 1,714 1,166

BHZEERARKMERTEERBEAL  The replacement cost of contracts represents the mark-to-market assets on all contracts
HEZAN (BEFEEREZAHA)EE M (incuding non-dealing contracts) with a positive value and which have not been subject to
ZEAHURIEENEEFREE 2T any bilateral netting arrangement.

(A) Ll &R Ay BIEFEEERER 21T (c) Included in the above tables are the following amounts of derivative contracts which were

ETREEHEENT: made for dealing purposes:
% Group #R1T Bank
2002 2001 2002 2001

EXREL: Exchange rate contracts:
BNERRR BRINER 2 Spot and forward foreign exchange 73,607 98,143 76,662 101,481
HinEEEH Other exchange rate contracts 23,587 7,580 23,587 7,580

97,194 105,723 100,249 109,061
FEEHL: Interest rate contracts:
F &= 57 Interest rate swaps 31,685 30,505 31,685 30,505
HiFEE4 Other interest rate contracts 1,057 - 1,057 -

32,742 30,505 32,742 30,505

HafTETRAEY Other derivative contracts 177 - 177 -

ERZEX MEREMITETASAITIEIE  The remaining exchange rate, interest rate and other derivative contracts were made for non-
HEMAG NAERBETIIESEERBEE  dealing purposes, i.e. to hedge risk, or to synthetically alter the risk characteristics of assets
Belt S TDEERFNISAILEBEELHRA  and liabilities. The transactions are either conducted directly in the market or indirectly through
TR ERERARSRAGAMEAGR L. Group counterparties or fellow subsidiary companies.

B Bl S RETIIIN RITEAEEBHRIRE In addition to the above, the Bank enters into guarantees and letters of support on behalf of
B E A B EREREES other Group entities in the normal course of business.
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2. REBEERZEE
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Notes on the Accounts continued

32. Assets pledged as security for liabilities

At 31 December 2002, liabilities of the Group amounting to HK$3,224 million (2001:
HK$4,605 million) and of the Bank amounting to HK$2,854 million (2001: HK$4,605 million)
were secured by the deposit of assets, including assets deposited with central depositories to
facilitate settlement operations and those subject to sale and repurchase arrangements. The
amounts of assets pledged by the Group to secure these liabilities were HK$90,094 million
(2001: HK$53,695 million) and by the Bank were HK$67,544 million (2001: HK$42,255 million)
respectively and mainly comprised items included in “Cash and short-term funds” and “Long-

term investments”.

33, EREE 33. Capital commitments
% B Group #£1T Bank
2002 2001 2002 2001
EREREIT SRR Expenditure authorised and contracted for 105 141 929 115
BREEREGNZAX Expenditure authorised but not contracted for - - - -
105 141 99 115

34. HAEYE
ARBUKEHEANBEEZETOERR
B RSHEZEAFY - RA—E0F H
R D FE B B B AR A BT R & 2 (R SRAER]
B -ZEROLEBERERE-

TAREZ EEBEONRREERE MR

34. Lease commitments
The Group leases certain properties and equipment under operating leases. The leases typically
run for an initial period of one to five years and may include an option to renew the lease

when all terms are renegotiated. None of these leases includes contingent rentals.

The total future minimum lease payments payable under non-cancellable operating leases are

Bk as follows:
% B Group #£1T Bank
2002 2001 2002 2001
—FLAT Within one year 165 163 164 163
—FUEERF Between one and five years 195 289 194 289
360 452 358 452
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35. BEEMKEA

(F) REFZEF B
AEERE-EAREMERBAE -HE
EEABERTRE MRS
(THSBDBS)) BREAEEAD 2 N\TEE-
HEmmEE s AEERITRETS
(THSBPS]) RIBARITZMERKETES
(THSBNTBS)) 184 R1 TR E Flas & Flat 2
ER—NAANFNA—BRMEZFKE T
BARTRENEI REARTRERKET
HEe AR - ANARF+-A=+—BETE
HK B

A ERAKEZ REESRENGEREN
R AEEATE REERAGEEE
DRFE. $'§E$EFA§TH*”EWZ¢M

BAEEELHEF-SHT —BERER -Z
—E+ZA=+—BET HRSRREA
ELABRE (BR) BRARZHEERS

BisEMEBes£ERE8) KA PUC &
(Projected Unit Credit Method) {4 {Ee Itk
REMSEANFENEEAEEGBRNE

RZEBNERFREFERNBERZEN
PRGN T o

—) BRREERERZSEMNT:

35. Employee retirement benefits

(a) Defined benefit schemes

The Group operates three defined benefit schemes, the Hang Seng Bank Limited Defined
Benefit Scheme (“HSBDBS") which is the principal scheme which covers about 80% of the
Group's employees and two other schemes, the Hang Seng Bank Limited Pension Scheme
("HSBPS"”) and the Hang Seng Bank Limited Non-contributory Terminal Benefits Scheme
("HSBNTBS"). HSBDBS was closed since 1 April 1999 and HSBPS and HSBNTBS were closed
since 31 December 1986.

These schemes are funded defined benefit schemes and are administered by trustees with
assets held separately from those of the Group. The Group makes contributions to these
schemes in accordance with the qualified actuary’s recommendation based on annual actuarial
valuations. The latest annual actuarial valuations at 31 December 2002 was performed by
E Chiu, fellow of the Society of Actuaries of the United States of America, of HSBC Life
(International) Ltd, a fellow subsidiary company of the Bank, using the Projected Unit Credit
Method. The amounts recognised in the balance sheet at year-end and pension costs recognised
in the profit and loss account for the year in respect of these defined benefit schemes are set

out below.

(i) The amounts recognised in the balance sheets are as follows:

£ & K ER1T Group and Bank

BARTT 1B A SRTT
RENZ BAERST OB IRIK
BT S REGE EES
—BECF 2002 HSBDBS HSBPS  HSBNTBS
EREECZENEEFREAE Present value of funded obligations 2,931 185 5
SAERGCEEATER Fair value of scheme assets (2,867) (210) (32)
RERZFEEEE Net unrecognised actuarial losses (79) (4) (1)
REEBBRANERZEEFE Net asset recognised in the balance sheet (15) (29) (28)
FEERAEHEMNEE LXK Obligations covered by plan assets (%) 98 114 640

BAEFTAEMNZEMNFIEERFELE
BERARBITZEBREZAFEEREE
—E—F-_HET

The scheme assets of HSBDBS included ordinary shares issued by HSBC Holdings plc with a

fair value of HK$112 million.
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Notes on the Accounts continued

35. Employee retirement benefits continued

(a) Defined benefit schemes continued

(ii) Movements in the net assets recognised in the balance sheets are as follows:

£ & K ER1T Group and Bank

BARTT BAERIT

AEME= BAERTT AR IR

BHE Sl RETE =tES
—BECF 2002 HSBDBS HSBPS ~ HSBNTBS
—RA—B#&#% (RIMRZEN] A At 1 January (transitional liability/(asset)

HRZAPHEE /(BE)) recognised in “Retained profits”) 242 (27) (26)
FERHER Contributions paid (435) - -
RERGEEERAERFZH Net expense recognised in the profit

and loss account 178 2) (2)
R+=—A=+T—BZEEZFE Net asset at 31 December (15) (29) (28)

) NEFEEREERANER ZFHMT:

(iii) Net expense recognised in the consolidated profit and loss account is as follows:

%£E Group
BARTT BAERIT
AEME= BAERTT AR IR
wAHE  mANE  EREe
—BECH 2002 HSBDBS HSBPS  HSBNTBS
E BRR TS A AR Current service cost 192 1 -
F B A Interest cost 199 12 -
TR HR I & B3] Expected return on scheme assets (213) (15) ()
REFFEXH (MiE5(T)) Net expense for the year (note5(d)) 178 (2) (2)
EIRE LR Actual return on scheme assets (231) 9 -

(M) AR —EE_FRIEBHRERR (U

MAEFEEHR) T

(iv) The Principal actuarial assumptions used as at 31 December 2002 (expressed as weighted

averages) are as follows:

£ & KER1T Group and Bank

BART fBA4RIT

FEME BARTT FOfERIR

wAHE  REHE  GREe

—BE-F 2002 HSBDBS HSBPS  HSBNTBS
% % %

BRI Discount rate 5.5 5.5 5.5
TRERIR & Bl R % Expected rate of return on scheme assets 6.0 4.5 2.0
TAHF e RIEX Expected rate of salary increases 4.5 4.5 4.5
TR RERIE % Expected rate of pension increases - 3.0 -
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35. Employee retirement benefits continued

(b) Defined contribution schemes

The principal defined contribution scheme for Group employees joining on or after 1 April
1999 is the HSBC Group Hong Kong Local Staff Defined Contribution Scheme. The Group
also operates three other defined contribution schemes, the Hang Seng Bank Provident Fund
Scheme which was closed since 31 December 1986, the Hang Seng Insurance Company Limited
Employees’ Provident Fund and the Hang Seng Bank (Bahamas) Limited Defined Contribution
Scheme for employees of the respective subsidiaries. The Bank and relevant Group entities
also participated in mandatory provident fund schemes (“MPF schemes”) registered under
the Hong Kong Mandatory Provident Fund Ordinance, which are also defined contribution

schemes.

Contributions made in accordance with the relevant scheme rules to these defined contribution

ZHAEBRERGEERIHNT: schemes (including MPF schemes) are charged to the profit and loss account as below:
2002 2001
FRZE (M5 (T)) Charge for the year (note5(d)) 18 14

36. BHH A 2 HM
AEREZE-(ARELSBERENRBES
ZRBR QR 2 B fn WEET# o 2 Bl A
EETRBEE THAR / REELRK
RSB R B R BIAR D 5t & UL F 5 B 2 SR
BN ETEEZEOTIIRM T

(F) REEEZREE
NEA-—BRTREFEIETHFEALR
BRERERBRN R LRESNRRERE
=FERFRZANBARNTERER RBE
ARHBRERHERNZEEDZ - T &8I
oz R AR E R R F R
—FEREBECTEFEMATTR 2B

36. Stock-based compensation

The Group participated in three share compensation plans operated by the HSBC Group
for acquiring of HSBC Holdings plc shares. They are the Saving-Related Share Option Plan,
Executive / Group Share Option Plan and Restricted Share Plan. Analysis of the movement in

the number of share options and exercise price of these plans is set out below.

(a) Savings-Related Share Option Plan

The Savings-Related Share Option Plan invite eligible employees to enter into savings contracts
to save Hong Kong dollar equivalent of up to £250 per month, with the option to use the
savings to acquire shares. The options are exercisable within six months following either the
third or the fifth anniversary of the commencement of the savings contract depending on
conditions set at grant. The exercise price is at a 20 per cent discount to the market value at
the date of grant. No compensation cost is recognised and no options vested at the year-end

of 2002 and 2001.
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Notes on the Accounts continued

36. Stock-based compensation continued
(a) Savings-Related Share Option Plan continued

(i) Movements in the number of share options held by employees are as follows:

2002 2001

BR# %

Number Number
(*000) ("000)

W—A—H At 1 January 7,977 6,364
REFRM Granted in the year 519 2,237
REETE Exercised in the year (13) (10)
B AR E 1ERE Less: Lapsed in the year (629) (614)
W+=ZA=+—8H At 31 December 7,854 7,977

(D) FRBER D 2 RRIEFIIMT:

(ii) Details of share options granted during the year, all of which were granted for nil

consideration :

2002 2001
1718 B# P 85
1110 BARE Exercise period Exercise pricc Number  Number
f ('000) ("000)
200368 A1HZE2004F1A31H 1 Aug 2003 to 31 Jan 2004 5.22 3 -
20048 A1HE2005%F1A31H 1 Aug 2004 to 31 Jan 2005 5.40 1 -
20045 8A1H %2005 1 A31H 1 Aug 2004 to 31 Jan 2005 6.75 1 1,917
200548 A 1H %2006 1 H31H 1 Aug 2005 to 31 Jan 2006 6.03 3 -
200548 A 1H %2006 1 HA31H 1 Aug 2005 to 31 Jan 2006 6.32 438 -
200668 A1HZE2007F1A831H 1 Aug 2006 to 31 Jan 2007 6.75 - 320
200748 A1 H£2008%1531H 1 Aug 2007 to 31 Jan 2008 6.32 73 -
519 2,237
(Z)REER 2 RBKE (iii) Terms of share options at balance sheet date
2002 2001
1IE(E R % 85
17 #AR Exercise period Exercise price Number  Number
f ('000) ("000)
20038 A1HZE2004F1831H 1 Aug 2003 to 31 Jan 2004 5.22 3 -
200468 A1HE200561A31H 1 Aug 2004 to 31 Jan 2005 5.40 3,502 3,731
200468 A1HE200561A31H 1 Aug 2004 to 31 Jan 2005 6.75 1,571 1,730
200568 A1HZE2006F1A31H 1 Aug 2005 to 31 Jan 2006 6.03 2,033 2,225
200568 A1HZE2006F1A31H 1 Aug 2005 to 31 Jan 2006 6.32 410 -
20065 8A1H %2007 1H31H 1 Aug 2006 to 31 Jan 2007 6.75 266 291
20074 8A1H %2008 1 A31H 1 Aug 2007 to 31 Jan 2008 6.32 69 -
7.854 7,977
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36. Stock-based compensation continued
(a) Savings-Related Share Option Plan continued
(iv) Details of share options exercised during the year:

RESH 2002 2001
1712  Proceeds BR# M 25
Exercise period Exercise price received  Number Number

20011 A1HE20014612A31H

200241 A1HE2002512A31H

(Z)TBAS /| EEELZRENE
THRABBARIRET B (RIER— LN
FR-ZTTFFEL) REBELRRE S
(REEN T —FHUBETR)  RERHE
RARIFzKERE ERRRIEZREERK
L2 ME REE 2 HAITE R — R A&
REB=Z2TFNTE TREFEEIX
THEEKT-

(C)REFSAENRBBERB2ZSHMT:

f (£'000) (‘000) ('000)

1 Jan 2001 to 31 Dec 2001 5.40 38 - 7
6.03 13 - 2

6.75 3 - 1

1 Jan 2002 to 31 Dec 2002 5.40 68 13 -
13 10

(b) Executive / Group Share Option Plan

Executive Share Option Plan (for options granted in 1999 and 2000) and Group Share Option
Plan (for options granted in 2001 or after 2001) were issued by the HSBC Holdings plc and
awarded to high performing employees of the Group on a discretionary basis. Options are
granted at market value and are normally exercisable between the third and tenth anniversaries
of the date of grant, subject to vesting conditions. Exercise of the options, is subject to the

attainment of a corporate performance condition.

(i) Movements in the number of share options held by employees are as follows:

2002 2001
e fre s

Number Number

W—A—H

REERE

REEITE

S AN A

W+=ZA=+—H
R+ZA=+—AREEL§E 2 RRHE

(‘000) ('000)

At 1 January 4,661 3,607
Granted in the year 1,100 1,214
Exercised in the year (656) (1
Less: Lapsed in the year (86) (159)
At 31 December 5,019 4,661
Options vested at 31 December 1,695 -
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Notes on the Accounts continued

36. Stock-based compensation continued

(b) Executive / Group Share Option Plan continued

(ii) Details of share options granted during the year, all of which were granted for nil

consideration:

2002 2001
IfefE B# P 85
1TiE EARE Exercise period Exercise pricc Number ~ Number
£ ('000) (*000)
20044 A23H E20115F4 A22H 23 Apr 2004 to 22 Apr 2011 8.71 - 1,211
200448 A30H 2201148 529H 30 Aug 2004 to 29 Aug 2011 8.23 - 3
2005 5A7H%E201265H6H 7 May 2005 to 6 May 2012 8.41 1,100 -
1,100 1,214
(Z)REE R 2RI (iii) Terms of share options at balance sheet date
2002 2001
17128 BRE % £
172 #AfA Exercise period Exercise pricc Number  Number
£ ('000) ('000)
20023 298 £2009F 3 A28H 29 Mar 2002 to 28 Mar 2009 6.38 1,695 2,373
20034 A3HE2010F4H2H 3 Apr 2003 to 2 Apr 2010 7.46 1,082 1,106
20044 A23A%E201194 228 23 Apr 2004 to 22 Apr 2011 8.71 1,158 1,179
20048 A30H£201148 429H 30 Aug 2004 to 29 Aug 2011 8.23 3 3
2005F5 A7THE201295A6H 7 May 2005 to 6 May 2012 8.41 1,081 -
5,019 4,661
(F9) N7 2 RRIEFTFH 0T - (iv) Details of share options exercised during the year:
RESH 2002 2001
17/  Proceeds BR# et
1TiE EARE Exercise period Exercise price received  Number  Number
f (£'000) ('000) (*000)
20014F1 A1HZE20014F12831H 1 Jan 2001 to 31 Dec 2001 7.46 4 - 1
200241 1B E2002912A31H 1 Jan 2002 to 31 Dec 2002 6.38 4,182 656 -
656 1
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36. Stock-based compensation continued
(c) Restricted Share Plan

Conditional awards under the Restricted Share Plan have been in operation since 1996. Vesting
criteria is based on attaining the HSBC Group targets. The amount charged to profit and loss
account represent the Group's share of cost for acquisition of shares for conditional awards

under this scheme.

2002 2001

BRE e

Number Number
('000) ('000)

w—HA—H At 1 January 203 140
FRIE M Additions during the year 99 74
e ANEEEL Less: Released in the year (26) (11)
T AFEIERE Less: Lapsed in the year - -
W+-A=+—H At 31 December 276 203
2002 2001

XHEREESHE Amounts charged to profit and loss account 4 3

BRRBIARD 518 T 1% B R AR (D 228 i i
AZ 52 eI 8E A B R+ B+ MK
ZETF LHRRER) RTT
TZA=+-BEYZRERRARMN 2K
MEANBNLERE (ZZZ—F. \BEX

HE) o

R-IEE-_F+_A=1+—-ABHKRMHERH
ZMEFHIETFEHARA - =F
(ZEZT—F —Ht %)

The weighted average purchase price for shares purchased for conditional awards under the
Restricted Share Plan is £7.74 (2001: £7.55). The closing price of the HSBC Holdings plc
share at 31 December 2002 was £6.87 (2001: £8.06).

The weighted average remaining vesting period as at 31 December 2002 was 2.63 years

(2001: 2.72 years).
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37. BEIER

EEEEERUGIAMER RITHFRRFZE
BREFEERE B AR BERENA
A RER TANBE LM EEZ ERF
SEBHANME -BERIBREBIFIHTF
FrE 2 e 85t MR RSB R ER M EE -
ERBZERAMEMEENRZHFHE
ZiE AERSBERERAZAELE S
BROTHSBEBLOTZERE ERRKEESE
BEZRTRESEEE 2 QITHRELR A5
B o i AR R R s B 1R S B (B 42
BEADZ THA L2 ERBEFIMT:

Notes on the Accounts continued

37. Cross border claims

Cross border claims include receivables and loans and advances, balances due from banks and
holdings of certificates of deposit, bills, promissory notes, commercial paper and other
negotiable debt instruments and also include accrued interest and overdue interest on these
assets. Claims are classified according to the location of the counterparties after taking into
account the transfer of risk. For a claim guaranteed by a party situated in a country different
from the counterparty, risk will be transferred to the country of the guarantor. For a claim on
the branch of a bank or other financial institution, the risk will be transferred to the country
where its head office is situated. Claims on individual countries or areas, after risk transfer,

amounting to 10 per cent or more of the aggregate cross border claims are shown as follows:

B3 R HoAth
B RS
Banks & NEHEE
Other Public
Financial Sector Hith A%
g3 o 23 2002 Institutions Entities Other Total
TEEEAEANSTEAR Asia Pacific excluding Hong Kong
o SR e Australia 19,259 2,819 2,265 24,343
o HAth e Other 24,228 841 3,175 28,244
43,487 3,660 5,440 52,587
EY) The Americas
o NEX e Canada 11,105 7,699 440 19,244
o Efth e Other 6,136 4,557 7,199 17,892
17,241 12,256 7,639 37,136
R Western Europe
o EH * Germany 21,349 1,312 548 | 23,209
o HE e United Kingdom 22,623 - 4,051 26,674
o HAth e Other 47,654 2,557 2,810 53,021
91,626 3,869 7,409 102,904
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37. BEERE &

37. Cross border claims continued

GESE:E i
&R
Banks & NEHNE
Other Public

Financial Sector Hity At
—EETF 2001 Institutions Entities Other Total
TEEEEEANDAR Asia Pacific excluding Hong Kong
o BN e Australia 17,850 1,260 1,691 20,801
o EAh e Other 33,442 2,283 2,707 38,432

51,292 3,543 4,398 59,233
E) The Americas
WIlE-wN e Canada 15,982 3,752 349 20,083
o Efth e Other 6,737 1,343 7,538 15,618

22,719 5,095 7,887 35,701
R Western Europe
o BE e Germany 25,136 954 2 26,092
o B ¢ United Kingdom 20,465 - 1,903 22,368
o EAh e Other 54,393 1,617 2,298 58,308

99,994 2,571 4,203 106,768
38. REDH 38. Segmental analysis
() XHBHE5 (a) By business segment

BRAM T ZRAR D RRREEBBRIR
BRI B BAEERD EME S BRI
BNk BEARREME S PTRENZ B3 B4
RANEEBRBAZERNAR S #Z
EREAME-RREGEAKEEENE.
MEFEZHSRBRN EMERI BT 2
EBBMAREEBRNZBEBIHA-

pa

& mE S

—

iz

it

BAEZEBEBD BEKREH-EARTES
RBEATFE (BEILARTER) RERTR
B (BEFER EARN RBERAMZTEREN)
REMER (BRERRLRE) -BRRTES
BRRETNEGEZEPRRHESRE
RFB-TEAREHEBEFTARAARMRR
BEEPREHRG ENMEXBANRERE
RERTSEYARRITAF2EE EER
BESURRTEBMELEZEM S RTHH
ERzHr HtERIEREEERRE
B TURE MERELRABSFRE-

For the purpose of segmental analysis, 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 funds transfer pricing mechanisms. Cost allocation is based on
the direct cost incurred by the respective segments and apportionment of management
overheads. Rental charges at market rate for usage of premises are reflected as inter-segment
income for the "Other” segment and inter-segment expenses for the respective business

segments.

The Group comprises five business segments. Personal financial services provides banking
services (including deposits, credit cards, mortgages and other retail lending) and wealth
management products (including insurance and investment) to personal customers. Commercial
banking manages middle market and smaller corporate relationships and provides trade-related
financial services. Corporate and institutional banking handles the relationships with large
corporate and institutional customers. Treasury engages in interbank and capital market
activities and proprietary trading. Treasury also manages the funding and liquidity positions
of the Bank and other market risk positions arising from banking activities. Other mainly
represents shareholders’ funds management and investments in premises, investment properties

and long-term equities.
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38. REHW &
() B85 &

Notes on the Accounts continued

38. Segmental analysis continued
(a) By business segment continued

—BECF 2002
Tk
& A 8R1T [EES SEE =E S
£ RIT S WSz
Personal £/ Corporate & B1E Hit Inter- )
Financial Commercial Institutional ES ES) 1 segment &t
Services Banking Banking Treasury Other Elimination Total
WARZH
Income and expenses
FEM BN
Net interest income 6,583 1,023 640 1,731 828 - 10,805
BEIRA
Operating income 2,422 881 253 350 376 - 4,282
ZE 330N
Inter-segment income - - - - 408 (408) -
HBEZIA
Total operating income 9,005 1,904 893 2,081 1,612 (408) 15,087
EEX
Operating expenses* (2,450) (803) (111) (132) (336) - (3,832)
BEB
Inter-segment expenses (327) (67) (8) (6) - 408 -
MBS A2 &R
Operating profit before provisions 6,228 1,034 774 1,943 1,276 - 11,255
RIBREE
Provisions for bad and doubtful debts (785) 48 166 - - - (571)
HERAN
Operating profit 5,443 1,082 940 1,943 1,276 - 10,684
EREEAERRARE 2 HT
Profits on tangible fixed assets and
long-term investments 21 28 - 45 367 - 461
EMEFRE
Net deficit on revaluation of property - - - - (36) - (36)
FE(R B & A R 2 A
Share of profits of associated companies 88 - - - 45 - 133
BRELRT — AR E TR T
Profit on ordinary activities before tax 5,552 1,110 940 1,988 1,652 - 11,242
EXRHTOEERXBERS
Operating profit excluding inter-segment
transactions 5,770 1,149 948 1,949 868 - 10,684
EETE
* Including depreciation (125) (22) (3) (2) (200) - (352)
BEE
Total assets 137,762 25,937 64,783 222,879 23,241 - 474,602
BEE
Total liabilities 317,076 70,538 11,746 8,360 22,874 - 430,594
BENRRE
Investments in associated companies - - - - 672 - 672
FREFMX
Capital expenditure incurred during
the year 120 21 4 2 48 - 195
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38. REOW &

38. Segmental analysis continued

() #BEF & (a) By business segment continued
—BT—fF 2001
TRk
fEART [EES DRKE BEE
£ RAT S WS 8
Personal ¥ Corporate & BE Hith Inter-
Financial Commercial Institutional S S segment At
Services Banking Banking Treasury Other Elimination Total
L ONSE 3
Income and expenses
FE B A
Net interest income 6,700 1,108 732 1,667 1,453 - 11,660
EEMWA
Operating income 2,073 907 288 278 401 - 3,947
BEBBA
Inter-segment income - - - - 415 (415) -
BEZEWA
Total operating income 8,773 2,015 1,020 1,945 2,269 (415) 15,607
BEH
Operating expenses* (2,691) (825) (104) (119) (365) - (4,104)
BEBLH
Inter-segment expenses (324) (75) 9) (7) - 415 -
BB A Z &5
Operating profit before provisions 5,758 1,115 907 1,819 1,904 - 11,503
RIERER
Provisions for bad and doubtful debts (573) 38 81 - 30 - (424)
ES 4
Operating profit 5,185 1,153 988 1,819 1,934 - 11,079
BRETEERRIIRE 2%
Profits on tangible fixed assets and
long-term investments 17 39 - 113 224 - 393
EEYEERE
Net deficit on revaluation of property - - - - (14) - (14)
A ANl
Share of profits of associated companies 7 - - - 49 - 56
BRERT —ARE R T
Profit on ordinary activities before tax 5,209 1,192 988 1,932 2,193 - 11,514
EX BT OEERXERS
Operating profit excluding inter-segment
transactions 5,509 1,228 997 1,826 1,519 - 11,079
“BRETE
* Including depreciation (136) (33) (3) (2) (212) - (386)
BEE
Total assets 136,233 22,692 63,108 226,656 26,098 - 474,787
BaK
Total liabilities 308,404 69,101 16,412 10,022 25,777 - 429,716
BEATRRE
Investments in associated companies 89 - - - 685 - 774
FREFMX
Capital expenditure incurred during
the year 114 20 1 3 55 - 193
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38. BB &

(Z)HEEHSE
WEERESBIRMBARZ TR EE A
FRRTEEERFEXEHFIRZLBITH
DITFRFEMEI D -

Notes on the Accounts continued

38. Segmental analysis continued

(b) By geographical region

Geographical segments are classified by the location of the principal opeartions of the subsidiary

companies or, in the case of the Bank itself, by the location of the branches responsible for

reporting the results or advancing the funds.

2002 2001
% %
BEZEWA Total operating income
(BHKBRFEXZEH) (net of interest expense)
B Hong Kong 13,293 88 14,227 91
=M Americas 1,721 11 1,307 8
Hit Other 73 1 73 1
15,087 100 15,607 100
BRBLAT— MR MR T Profit on ordinary activities before tax
e Hong Kong 9,474 84 10,097 88
EN Americas 1,699 15 1,261 11
Hith Other 69 1 156 1
11,242 100 11,514 100
FRERMX Capital expenditure incurred during
the year
N Hong Kong 187 9 190 98
ENM Americas 1 1 1 1
Hith Other 7 3 2 1
195 100 193 100
BEE Total assets
B Hong Kong 394,113 83 370,489 78
EIM Americas 72,359 15 98,145 21
Hit Other 8,130 2 6,153 1
474,602 100 474,787 100
wmaE Total liabilities
e Hong Kong 415,857 97 415,739 97
=M Americas 9,444 2 10,068 2
Hith Other 5,293 1 3,909 1
430,594 100 429,716 100
REEBREE Contingent liabilities and commitments
B Hong Kong 106,470 99 100,704 99
ENM Americas - - - -
Hith Other 1,092 1 597 1
107,562 100 101,301 100
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39. THRABER
RBEEERAEHIE161BEFE  RTITHA
SEFRBEAMMT:

39. Loans to officers
Particulars of loans to officers of the Bank disclosed pursuant to section 161B of the Hong

Kong Companies Ordinance:

R+=-—A=+—H FHAEBEER
BRER &K 2R BER

Aggregate amount
of relevant loans
outstanding

at 31 December

Maximum aggregate
amount of relevant
loans outstanding
during the year

2002 2001 2002 2001

RIRTTIE

By the Bank 47 67 88 93

40. EF R R LR
BREEBSMEEREL 2 [RTISRAMMER
REEARIESIZHE AKRBERT A=+
—BZERABMGRRERTRLRMT:

40. Capital adequacy ratios
The Group's capital adequacy ratios adjusted for market risk at 31 December, calculated in
accordance with the guideline “Maintenance of Adequate Capital Against Market Risk” issued

by the Hong Kong Monetary Authority, are as follows:

2002 2001
KABBERL XK Adjusted total capital ratio 14.2% 15.3%
KHBE—MEARLLEK Adjusted tier 1 capital ratio 11.9% 12.3%

RERBRTEEIIM R =2 REAFHE K&
BRT-A=t—HZEARRLES:

The Group's capital adequacy ratios at 31 December, calculated in accordance with the Third

Schedule of the Hong Kong Banking Ordinance, are as follows:

2002 2001
BEARL & Total capital ratio 14.2% 15.3%
E—RERLE Tier 1 capital ratio 11.9% 12.3%

4. RBESH=
RBEBRITEGOI RN Z ZRIFTE K&
Bz2EVORBERLER:

41. Liquidity ratio
The Group's average liquidity ratio for the year, calculated in accordance with the Fourth

Schedule of the Hong Kong Banking Ordinance, is as follows:

2002 2001

ATMEGERTER 2T BME AR

The Bank and its major banking subsidiaries 44.4% 45.6%
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2. FREALZEXRRS

(F) BB 2R 12 AR E] 5 F B 8 2 7
R-ZZ_F AEERERE ZRITEBLE
HEREBERARKF RN E AR
EBRG EHBEEREFER REMRLE
ERERMIINZR - MFEHHTRERKZH
GEBRET M EETREEREHEE
BE2HELHERRRARLHFE T ZETE
BRERS-

AEEERERERAR ZEFERBZER
B ERE A B BEE AR —RIREKAR
EIERFTEBER LN AEETEES — @
BEBRABANFICARSRMBRREE
ERAREEA RETA—RSRHEAF
REHERTIERESER

AEENRLERGMEE 2 BRI REE
MUBZERERREERERIMIN RS
HEET:

Notes on the Accounts continued

42. Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

In 2002, the Group entered into transactions with its immediate holding company and fellow
subsidiary companies in the ordinary course of its interbank activities including the acceptance
and placement of interbank deposits, correspondent banking transactions and off-balance
sheet transactions. The activities were priced at the relevant market rates at the time of the
transactions. The Group participated, in its ordinary course of business, certain structured

finance deals arranged by its immediate holding company.

The Group used the information technology and certain processing services of and shared an
automated teller machine network with its immediate holding company on a cost recovery
basis. The Group also maintained a staff retirement benefit scheme for which a fellow subsidiary
company acts as insurer and administrator and acted as agent for the marketing of Mandatory

Provident Fund products for a fellow subsidiary company.

The aggregate amount of income and expenses arising from these transactions during the
year, and the balances of amounts due to and from relevant related parties and the total

contract sum of off-balance sheet transactions at the end of the year are as follows:

2FEWXEE Income and expenses for the year
% H Group
2002 2001
FEWA Interest income 263 443
MEZH Interest expense 15 51
Hh & WA Other operating income 78 169
BEIH Operating expenses 570 847

R+=A=t—-H#&&

HEBERARLAGREMBARNEHEE
BEXRIAR ZERIIRKET 17/ REBE
BARMRBRMBLR] -MEBREEAR
KAIMNAB 26 FEZESSHELE
e ERFIMT:

Balances at 31 December

Details of balances due from and due to the immediate holding company and fellow subsidiary
companies are set out in note17 “Amounts due from/to immediate holding company and
fellow subsidiary companies”. Details of contract amount, credit equivalent amount and risk-
weighted amount of off-balance sheet transactions with immediate holding company and
fellow subsidiary companies are set out below:

£[# Group

Bz el
BEeE  nEesE
BHEE Credit Risk-
Contract equivalent  weighted
amount  amount  amount
MEREXREH: Interest rate and exchange rate contracts:
—EECH 2002 25,558 443 89
—ZEE— 2001 21,580 317 63
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42 EREATZEARS &
(Z) BERA
AEBBRTFBMEAR—HEEREER R
ZEE_FT A=t RZEHARBEZ
BENEEL(ZZ2—F BB _RENE
B ATTA—BERMEABRBRERZ
HERE REEAMKBRzREREEHA
BE_ERTREEL(CEZS—4 . 8%

BETLEET -
(A) BRZER R

TEARS (B_EZE—FER) -

(T) ZETEAE

R-BZZF KTREBRBRAR 2 EETH
ANEREEHBATITREARS (B_ZTZ
—EF8R) -

42. Material related-party transactions continued

(b) Associated companies

The Group maintains an interest-free shareholders’ loan to an associated company. The balance
at 31 December 2002 was HK$208 million (2001: HK$208 million). The Bank acted as agent
for the marketing of life insurance products for an associated company. Total agency

commissions received during the year amounted to HK$255 million ( 2001: HK$257 million).

(c) Ultimate holding company
In 2002, no transaction was conducted with the Bank’s ultimate holding company (unchanged

from 2001).

(d) Key management personnel
In 2002, no material transaction was conducted with key management personnel of the Bank

and its holding companies and parties related to them (unchanged from 2001).

43 L BETF
HRRBRASHEREAE TR [HER
BEHBER] (ZET-FE5]) KREBRERE
FEERZBEABRIIFARELEE RS
MEEBZBABN RERBRBENEE
ENDBAEE RERBETEIEE LB
HTEENHE UHERFEZERELH-

43. Comparative figures

The presentation and classification of items in the consolidated cash flow statement have
been changed due to the adoption of the requirements of Hong Kong Statement of Standard
Accounting Practice 15 (revised 2001)" Cash flow statements”. As a result, cash flow items
from taxation, returns on investments and servicing of finance have been classified into
operating, investing and financing activities respectively. Comparative figures have been

reclassified to conform with the current year’s presentation.

44, REERAT
BAERTZHREERA
LERERAT

AARREEMZE

44. Ultimate holding company
The ultimate holding company of the Bank is HSBC Holdings plc, which is incorporated in
England.

45 lRIEEB
AEBEEN-_ZE=F=A=
BN A

ARE=aR

45. Approval of accounts
The accounts were approved and authorised for issue by the Board of Directors on 3 March
2003.
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