HANG SENG BANK 18417 INTERIM REPORT & # 3§ &



CONTENTS
1 Results in Brief
2 Chairman’s Statement
3 Chief Executive's Report
7 Financial Review
27 Consolidated Profit and Loss Account unaudited
28 Consolidated Balance Sheet unaudited

29 Consolidated Statement of Changes
in Equity unaudited

32 Economic Profit unaudited

33 Consolidated Cash Flow Statement unaudited
34 Notes

90 Appendices

100 Additional Information

15

16

20

27

28

29

32

33

34

95

B &

REMER

EEREE

THRAREE

BN

RERBREER FuEn
REREREX fuEn
RERERBEER tuEn

RERBA 4

%

32N

£
GELERBEER ~uzn
M &E

B 4

R

105 Hftt&EH



¥ & f§ 8 RESULTS IN BRIEF

—EZIF —ZTEmE —EENEF
~NA=+H ~NA=+H +ZFA=+—H
E7 27V E7 27V
30 June 30 June 31 December
2005 2004 2004
restated* restated*
¥EHR For the half-year ended HK$m HK$m HK$m
MR EFORE (BB /B # & Operating profit before loan impairment
HipzERBERR (charges)/releases and other
EEl credit risk allowances 5,934 6,070 5,751
& 5 A Operating profit 5,632 6,816 5,782
B 5% Bl = Profit before tax 7,062 7,260 6,023
MR IERS 2 % F Profit attributable to shareholders 6,045 6,188 5,176
BR= Per share HK$ HK$ HK$
BRaH Earnings per share 3.16 3.24 2.71
BERERE Dividends per share 2.20 2.20 3.00
RER At period-end HK$m HK$m HK$m
BREE: Shareholders’ funds 41,500 39,342 40,924
BEE Total assets 569,719 502,558 546,988
HK$ HK$ HK$
BREEFE Net asset value per share 22.19 20.96 21.85
bk = Ratios % % %
FFEHA For the half-year ended
THRRESBRE Return on average shareholders’ funds 29.7 32.0 25.2
DI L PN S Cost:income ratio 26.7 24.6 28.1
TARBES LXK Average liquidity ratio 43.6 48.1 46.3
REIR At period-end
RN Total capital ratio ** 12.4 12.8 12.0
B MERL T Tier 1 capital ratio ** 10.5 11.6 10.8

* ETHFEENIT  HAREATRA
SR EMREEET 2 BB BHEE
BIREEEER ([FUFHREE
A1) - BEFIERE 70 M 34 [
FTEE] AFR o

* BANEEREZECHEERZEE
BERFMAFERESGRTEER -

* Certain figures have been restated to reflect the adoption of a number of new and revised
Hong Kong Financial Reporting Standards and Hong Kong Accounting Standards (new
"HKFRSs"), details of which are set out in note 34 “Accounting policies” on page 70.

** The capital ratios take into account market risks in accordance with the relevant Hong Kong
Monetary Authority guideline under the Supervisory Policy Manual.




CHAIRMAN'S STATEMENT

In the first half of 2005, Hang Seng’s total operating income reached HK$10,499 million, an increase of 8.9% over the same
period in 2004. This was achieved against a backdrop of an increasingly competitive environment.

Profit attributable to shareholders was HK$6,045 million, a fall of 2.3% compared with the first half of last year which benefited
from a HK$698 million release in general provisions.

The return on average shareholders’ funds was 29.7%, compared with 32% and 25.2% in the first and second halves of 2004
respectively. Earnings per share were down 2.5% at HK$3.16.

Economic profit — the difference between post-tax profit and the cost of invested capital — was HK$3,268 million as Hang Seng
continued to create value for shareholders.

Our total capital ratio on 30 June 2005 was 12.4%, compared with 12% on 31 December 2004. Our tier 1 capital ratio was
10.5%, down 0.3 percentage points.

Following our quarterly dividend programme, the Directors have declared a second interim dividend of HK$1.10 per share.
Together with the first interim of HK$1.10 per share, this brings the total distribution for the first half of 2005 to HK$2.20, the
same as for the first half of 2004.

With mainland China continuing to grow in economic importance, we are making good progress with our strategy for developing
our Mainland business. During the first half of this year, we recorded a rise in our share of profits from Industrial Bank and
increased the number of our Mainland outlets to 10.

With a total Mainland investment of around RMB3 billion, we are well placed to capitalise on the growth opportunities created
by the ongoing financial liberalisation in this exciting market.

Hang Seng’s first-ever subordinated notes offering was successfully undertaken in June. The dual-tranche issue enjoyed strong
investor interest and was upsized from HK$1.5 billion to HK$2.5 billion. The offering has helped to balance, and facilitate the
more efficient use of, our capital. The net proceeds will be used for general funding purposes and to support business growth.

| took over as Chairman of Hang Seng following Mr David Eldon’s retirement in April. His tenure saw the Bank build on its
financial strength and market reputation. We will continue to work to the standards of excellence established under his leadership.

In May, Mr Vincent Cheng stepped down as Vice-Chairman and Chief Executive of Hang Seng in order to succeed Mr Eldon as
Chairman of The Hongkong and Shanghai Banking Corporation Limited. | would like to thank Mr Cheng for his hard work on
behalf of Hang Seng’s customers and shareholders and to welcome his successor, Mr Raymond Or.

Our total number of average full-time equivalent staff has increased by 193. This follows recruitment to meet the needs of our
growing business, particularly in Personal Financial Services and on the Mainland.

With the rate of economic growth in the second half of 2005 expected to be more moderate, the competitive banking environment
is set to continue. However, our overall outlook for the year remains positive. The improvement in employment, coupled with the
wealth effects resulting from the sustained economic recovery, will help ensure that domestic demand maintains momentum.

Hang Seng will continue to focus on diversifying income through expanding wealth management, consumer finance and services
for small and medium-sized enterprises, improving productivity and exploring business opportunities on the Mainland. This
strategy will enable us to strengthen our profitability and continue to deliver value to our shareholders.

Michael Smith
Chairman
Hong Kong, 1 August 2005
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CHIEF EXECUTIVE'S REPORT

Hang Seng’s results in the first half of 2005 reflect the opportunities and challenges created by the recent economic environment.

The strengthening local economy enabled us to capitalise on personal and commercial loan demand. Rising interest rates improved
interest spreads on deposits but exerted downward pressure on income from Treasury investment and money market portfolios.
Competition within the banking sector remained keen.

Total operating income rose by HK$854 million, or 8.9%, to HK$10,499 million.
Operating profit before loan impairment allowances was HK$5,934 million, down 2.2%.

Profit before tax amounted to HK$7,062 million, a 2.7% fall compared with the first half of 2004, but a 17.3% increase on the
second half.

At HK$6,045 million, attributable profit was down 2.3%.

Financial highlights
Underpinned by rising interest rates and continuing domestic demand, net interest income increased by HK$549 million, or
11.6%, to HK$5,264 million.

Average interest-earning assets grew by HK$27.8 billion, or 5.9%. Total assets grew by 4.2% to HK$569.7 billion.
Net interest margin improved by 11 basis points to 2.13% with an increase of 4 basis points in net interest spread.

The upward trend in interest rates slowed capital-guaranteed fund sales, which were exceptionally high during the first half of
2004. Along with a change in the accounting treatment of credit facilities fees, this led to a drop of HK$295 million, or 16.2%,
in net fee income.

Trading income was down HK$125 million, although this figure hides encouraging growth in structured product sales to
commercial and personal customers.

Income from wealth management fell by HK$54 million to HK$ 1,759 million. However, compared with the second half of 2004,
it increased by HK$137 million.

In response to rising interest rates, we shifted the focus of our investment services to yield enhancement structured investment
instruments. We continued to expand our investment product range and took steps to grow our Private Banking business.

Insurance agency and underwriting income reached HK$704 million, a year-on-year increase of 14.3%.
Total funds under management grew by 10.6% to HK$99.4 billion.

Investment in business growth saw operating costs rise by 8.8% to HK$2,156 million. Driven largely by the expansion of Personal
Financial Services and our Mainland network, our average headcount rose by 193, contributing to a 6.5% increase in personnel
costs. We also made investments in IT and in marketing to promote credit card and insurance products.

However, we maintained a low cost:income ratio of 26.7%, compared with 24.6% and 28.1% in the first and second halves of
2004 respectively.

Our average liquidity ratio remained strong at 43.6%.

Our total and tier 1 capital ratios at 30 June 2005 were 12.4% and 10.5% respectively, well above the statutory required
minimums.

In June 2005, we completed a HK$2.5 billion subordinated notes offering. Qualifying as tier 2 capital, the proceeds helped to
balance our capital structure and will support future business growth.

Shareholders’ funds, excluding proposed dividends, rose by 5.6% to HK$39.4 billion. The return on average shareholders’ funds
was 29.7%, down from 32% in the first half of last year, but up from 25.2% in the second half.




Chief Executive’s Report (continued)

Loans and deposits
Advances to customers after loan impairment allowances grew by 3.6% to HK$260.5 billion, compared with HK$251.6 billion at
the end of 2004.

Lending to the industrial, commercial and financial sectors increased by HK$5.5 billion, or 5.2%.

Lending to individuals rose by 2%, excluding mortgages in suspension under the Government Home Ownership Scheme. Despite
keen competition, we increased our market share of new residential mortgage loan business. This was achieved through the
introduction of several new mortgage plans that offer customers a wide range of funding and repayment options. Overall,
residential mortgage lending rose by 1.9%.

Card advances and other lending to individuals, mainly personal advances and overdrafts, together grew by 2.3% as we continued
to promote consumer finance. Card receivables recorded year-on-year growth of 19.5%.

Gross advances for use outside Hong Kong increased by 17.4% to HK$14,217 million, due largely to increased lending activity by
our Mainland branches.

As at 30 June 2005, total loan impairment allowances as a percentage of gross advances to customers were 0.46%, compared
with 0.39% at the end of last year. Gross impaired advances as a percentage of gross advances to customers remained unchanged
at 0.7%. Loan impairment allowances as a percentage of gross impaired advances were 39.1%, down from 40.3%.

Customer deposits together with certificates of deposit and other debt securities issued amounted to HK$458.9 billion, a fall of
1% from the end of 2004. As interest rates moved up, customers shifted from current and savings accounts to time deposits.
Certificates of deposit and other debt securities in issue also gained in popularity.

Customer group highlights
Personal Financial Services (PFS) reported a 12.8% growth in pre-tax profit to HK$3,970 million, contributing 56.2% of our total
pre-tax profit.

Net interest income grew by 20.4%, with a 3.5% growth in average deposits and a widening of deposit spreads as local interest
rates increased. PFS also benefited from a net release in loan impairment charges from mortgages and personal loans, reflecting
rising property prices and a fall in delinquency rates.

The stronger economy helped drive consumer demand and customer advances grew by 1.2%.
Wealth management remained a central element of our PFS business.

Our insurance business performed well, helped by the introduction of new insurance plans featuring cumulative life protection
and wealth benefits. Life annualised premiums rose by 6.7%.

Private Banking income rose by 37%, following encouraging growth in both customer numbers and asset management portfolios.
Other operating income grew by HK$65 million, or 14.9%.

Credit card services income rose significantly, driven by growth of 10.6% and 20.6% in the card base and cardholder spending
respectively. The number of Hang Seng credit cards in issue now exceeds 1.2 million.

Commercial Banking's (CMB) pre-tax profit fell by 66.7% to HK$437 million. This fall is attributable mainly to a HK$453 million
net loan impairment charge, compared with a large net release for the same period last year. CMB's operating profit before loan
impairment allowances was up 4.9%.

Lending to both middle market customers and small and medium-sized enterprises (SMEs) continued to enjoy robust growth.
Average customer advances grew by 30.9%, helping to drive the 17.4% increase in net interest income.

Customer advances rose by 11.7%. Trade finance grew by 14.1% compared with the end of last year as CMB made good use of
its strong relationship management team, trade services capabilities, and branches on the Mainland and in Macau to meet
customers’ needs.



Corporate and Institutional Banking (CIB) recorded a 10.8% fall in operating profit before loan impairment allowances, with the
drop in net fee income outweighing the rise in net interest income following growth of 3.5% in customer advances. CIB's pre-tax
profit dropped 60.2%.

Rising funding costs and the flattening of yield curves saw Treasury’s net interest income decline by 31.5% and contributed to the
40.9% fall in Treasury’s pre-tax profit. A drop in customer trade turnover contributed to the HK$91 million fall in foreign exchange
income. This played a significant role in the 66.3% drop in trading income. Income from derivatives trading rose by HK$47
million.

Other business experienced strong growth of 153.4% in pre-tax profit. This was attributable mainly to the surplus on revaluation
of properties and improved returns on shareholders’ funds that resulted from the rise in market interest rates.

Business expansion

Our Mainland business continues to form an important part of our expansion strategy. Our investment in Industrial Bank is
already yielding good results, contributing approximately HK$190 million to our share of after-tax profits from associated
companies in the first half of 2005.

Further progress was made in developing our own network of Mainland outlets. In January, we opened a new sub-branch in
Shenzhen. We also relocated our Fuzhou branch to accommodate its expansion. Since the end of 2004, we have increased our
Mainland headcount by 57 to 340.

Hang Seng remains a local leader in using technology to improve and expand its services. In June, we launched an e-Loan Centre,
which offers customers the convenience of applying for a wide range of personal loans over the Internet.

We now have around 470,000 Personal e-Banking customers and 26,000 companies use our Business e-Banking services. In June
2005, 28.8% of all customer transactions were conducted online, up from 24% in June 2004. Of particular note was our online
securities trading service, which handled 62.7% of all securities trading transactions during the first half of 2005.

Product diversification and a sharper focus on customer needs across all segments helped us maintain active wealth management
business despite the challenges of weaker stock market activity and rising interest rates. In May, we received the ‘Excellence in
Wealth Management Award’ at The Asian Banker's 2005 Excellence in Retail Financial Services Awards.

Moody's Investors Service affirmed Hang Seng’s long-term foreign currency deposit rating of A1, long-term local currency deposit
rating of Aa3, short-term foreign currency deposit rating of Prime 1, short-term local currency deposit rating of Prime 1 and bank
financial strength rating of B.

In July, Standard & Poor’s assigned its B+ bank fundamental strength rating to Hang Seng, the highest rating given to Hong Kong
banks. It also raised our long-term and short-term foreign currency counterparty credit ratings to AA- and A-1+ respectively. Fitch
maintained its individual rating of A/B, the highest for banks in Asia.

In June, Hang Seng’s HK$2.5 billion subordinated debt issue was assigned solicited ratings of A1 and A+ by Moody's and
Standard & Poor’s respectively.

Corporate social responsibility
We believe that good corporate citizenship is crucial to sustained business success and we are committed to supporting the
communities we serve.

Education remains a key focus for the Bank. Since 1995 we have allocated over HK$44 million to various scholarship schemes,
benefiting more than 800 students.

We continue to sponsor the music education programme “Blossom With Music” that has brought the joy of music to over
360,000 people since 1998.

We actively seek to minimise our ecological footprint. In January, we became the first local financial institution to receive
international ISO 14001 certification for our sound environmental practices.




Chief Executive’s Report (continued)

Our award-winning "HANG SENG Go Green Staff Awareness Campaign” has raised environmental awareness within the Bank.
We are extending our efforts to customers through initiatives such as the “Hang Seng e-Statement Tree Planting Scheme”. Under
this scheme, we will sponsor the planting of one tree for every 10 paper statements suppressed by our customers. Over 40,000
Hang Seng customers have already switched to our e-Statement service.

In April we successfully launched the “Hang Seng Bank — Junior Police Call Environmental Detectives” competition. Organised
jointly with the Hong Kong Police Force and WWF Hong Kong, the competition aims to involve young people in the detection of
the causes of environmental problems and how to solve them.

Through The Community Chest of Hong Kong’s Corporate and Employee Contribution Programme, we support 143 social
welfare agencies in Hong Kong.

In recognition of our socially responsible practices, we have been a constituent company of the FTSE4Good Global Index since
2001.

The way forward

The forecast slowing of economic growth in the second half of 2005 will create new challenges amid continuing strong
competition. However, the wealth creation effects of the prolonged economic recovery will help underpin consumer demand and
this will generate new opportunities. The improved interest margin should also continue to have a positive influence.

We will focus on higher margin businesses, including wealth management, consumer finance and the commercial banking and
SME segments.

We will continue to take advantage of Internet technology and the Bank's integrated multi-channel network to meet customers’
needs in a fast, efficient manner.

Our business will benefit from regional growth that is being driven in part by the overseas expansion of Mainland companies, the
further implementation of the Closer Economic Partnership Arrangement and economic development in the Pearl River Delta.

We are finalising preparations to upgrade our Beijing representative office to a branch and over the next two months will open a
Dongguan representative office and a third sub-branch in Shanghai. These developments will bring our number of Mainland
outlets to 12.

Hang Seng’s sound finances, brand strength, excellent customer service and leading market position provide solid foundations on
which to further build our business. We will continue to manage our operations for growth and exceed the expectations of our
stakeholders.

Raymond Or
Vice-Chairman and Chief Executive
Hong Kong, 1 August 2005



FINANCIAL REVIEW

On 1 January 2005, a number of new and revised Hong Kong Financial Reporting Standards and Hong Kong Accounting Standards
(new "HKFRSs") came into effect. The resulting changes in accounting treatment and presentation of various profit and loss and
balance sheet items may render certain comparative figures not strictly comparable. Details of the changes are shown in appendices
1to5.

Profit and loss account

Summary of financial performance

Half-year ended Half-year ended Half-year ended

30 June 30 June 31 December

2005 2004 2004

(Figures in HK$m) restated restated
Net operating income 7,788 8,797 8,033
Total operating expenses 2,156 1,981 2,251
Operating profit 5,632 6,816 5,782
Profit before tax 7,062 7,260 6,023
Profit attributable to shareholders 6,045 6,188 5,176
Earnings per share (HK$) 3.16 3.24 2.71

Hang Seng Bank Limited (the Bank) and its subsidiaries and associated companies (the Group) reported an unaudited profit
attributable to shareholders of HK$6,045 million for the half-year ended 30 June 2005. This was down 2.3 per cent year-on-year
but up by 16.8 per cent when compared with the second half of 2004.

Net interest income rose by HK$549 million, or 11.6 per cent.

Half-year ended Half-year ended Half-year ended

30 June 30 June 31 December

2005 2004 2004

(Figures in HK$m) restated restated
Net interest income 5,264 4,715 4,980
Average interest-earning assets 497,987 470,141 478,253
Net interest spread 1.99% 1.95% 1.99%
Net interest margin 2.13% 2.02% 2.07%

The rise was attributable to improved interest spreads on deposits, growth in commercial banking and consumer lending portfolios,
an increased contribution from net free funds and the inclusion of interest income from life insurance fund investments. These
outweighed the compression of interest spreads on treasury investment and money market portfolios, which were affected
negatively by the rise in interest costs and the flattening of the yield curves, and further falls in mortgage portfolio yields.
Compared with the second half of 2004, net interest income rose by HK$284 million, or 5.7 per cent. Net interest margin
improved to 2.13 per cent, 11 basis points and 6 basis points higher than the first and second halves of 2004 respectively.

The year-on-year impact of individual factors on net interest income and net interest margin is analysed below:

HK$m Basis points

Net interest Net interest

income margin

Narrowing of spread on treasury securities and money market portfolios (148) (6)
Fall in mortgage portfolio yields (123) (5)
Improvement in deposits spreads 173 7
Contribution from net free funds 173 7
Interest income from insurance fund assets 198 8
Growth in average interest-earning assets 276 -

549 "




Financial Review (continued)

Net fee income fell by HK$295 million, or 16.2 per cent.

Half-year ended Half-year ended Half-year ended

30 June 30 June 31 December

2005 2004 2004

(Figures in HK$m) restated restated
Fee income 1,741 1,974 1,755
Fee expense (215) (153) (263)
Net fee income 1,526 1,821 1,492

Income from stockbroking and securities related income fell by HK$62 million, or 21.0 per cent. Income from retail investment
products and funds under management was lower by HK$199 million, or 22.9 per cent, as compared to the exceptionally high
capital guaranteed fund sales in the first quarter of 2004, although this was partly offset by the strong sales of structured
investment products and the growth in private banking business in the first half of 2005. Credit facilities income fell by HK$82
million as all corporate loan origination fees are now reported as part of interest income under the new accounting policies that
came into effect on 1 January 2005. Card services income rose by 18.0 per cent, underpinned by 20.6 per cent growth in card
spending. Insurance agency commissions and trade finance also recorded encouraging growth, reflecting the business growth of
the Commercial Banking Customer Group.

Compared with the second half of 2004, net fee income rose by HK$34 million, or 2.3 per cent, mainly contributed by growth in
card services fees and insurance agency commission.

Trading income fell by HK$125 million, or 22.4 per cent.

Half-year ended Half-year ended Half-year ended

30 June 30 June 31 December

2005 2004 2004

(Figures in HK$m) restated restated

Net interest income 44 - -
Dealing profits:

e foreign exchange 277 530 445

e securities, derivatives and other trading activities 112 28 21

389 558 466

433 558 466

Foreign exchange income fell by HK$253 million, mainly due to the decline in customer trade volume, and a loss incurred on
foreign exchange contracts used for hedging on-balance sheet positions.

Income from securities, derivatives and other trading activities rose by HK$84 million, mainly due to the rise in profit from
derivatives of HK$136 million, attributable mainly to the packaging of structured investment products for commercial and personal
customers.

Compared with the second half of 2004, trading income fell by HK$33 million, or 7.1 per cent (a fall of HK$77 million, or 16.5
per cent, excluding interest income and expenses from trading financial instruments being reported as trading income after the
adoption of HKAS 39 on 1 January 2005).

Net income from financial instruments designated as at fair value amounted to HK$50 million.

Financial assets, liabilities and derivatives are designated as at fair value through profit or loss mainly to achieve economic hedge
of market risks and are not for short-term trading. Certain long-term insurance fund assets are also designated as at fair value
through profit or loss to meet policyholders’ liabilities.

Before the change in accounting policies at the beginning of this year, there was no income reported in this line since these
financial instruments were recorded in the banking book (reported as cost or amortised cost with interest income and expenses
reported accordingly), or as long-term insurance contract assets (with related income reported as net investment income on
assets backing policyholder liabilities).

L



Net earned insurance premiums rose by HK$730 million, or 36.5 per cent.

Premiums earned from policy renewal increased substantially as the portfolio of in-force policies continued to grow. Annualised
premiums and net premiums earned on new policies also reported satisfactory growth. Compared with the second half of 2004,
there was a rise of HK$254 million, or 10.3 per cent.

Net insurance claims incurred and movement in policyholder liabilities increased by HK$815 million, or 51.1 per cent.

It reflected mainly the growth in liabilities to policyholders of long-term life insurance business. This was in line with the increase
in long-term insurance policies in-force. Claims for general insurance business remained stable.

Other operating income rose by HK$39 million, or 9.2 per cent.

[t was mainly attributable to the growth in embedded value of long-term insurance contracts.

Analysis of income from wealth management businesses

Half-year ended Half-year ended Half-year ended
30 June 30 June 31 December
2005 2004 2004
(Figures in HK$m) restated restated
Investment income:
e retail investment products and funds under management * 789 869 630
e securities/stockbroking 233 295 265
e margin trading 33 33 33
1,055 1,197 928
Insurance income:
e |ife insurance
e underwriting including embedded value 334 387 236
¢ life investment income ' 209 79 339
e general insurance and others 161 150 119
704 616 694
Total 1,759 1,813 1,622

T Income from retail investment products and funds under management included that which was reported under fees and commissions
including the sale of unit trust funds, third party investment products and private banking business. This also included profit on issue of
structured investment products, reported under trading income.

T Investment income from insurance funds included that reported as net interest income, trading income, net income from financial instruments
designated as at fair value and net investment income on assets backing policyholder liabilities.

Wealth management business related income fell slightly by HK$54 million, or 3.0 per cent, compared with the first half of 2004.
Investment income fell by HK$142 million, or 11.9 per cent. In a rising interest rate environment, the focus of the Bank's investment
services shifted from capital guaranteed funds to yield enhancement structured instruments. The Bank continued to widen its
investment products range to facilitate customers in capturing market opportunities. Private banking business recorded
encouraging growth in both customers and asset management portfolios.

Total funds under management, including discretionary and advisory, grew by 10.6 per cent to HK$99.4 billion during the first
half of 2005.

Insurance agency and underwriting income, including embedded value of long-term life contracts, increased by HK$88 million,
or 14.3 per cent, following the successful launch of new insurance plans such as “Three-year Express Wealth” and “Five-year
Excel” with cumulative life protection and wealth benefits.

Compared with the second half of 2004, wealth management business related income rose by HK$137 million, or 8.4 per cent,
attributable to the growth of 13.7 per cent and 1.4 per cent in investment services related income and insurance income
respectively.




Financial Review (continued)

Loan impairment charges amounted to HK$302 million, compared with net releases in loan impairment of HK$746
million for the first half of 2004 and HK$31 million for the second half of 2004.

Half-year ended Half-year ended Half-year ended
30 June 30 June 31 December
2005 2004 2004
(Figures in HK$m) restated restated
Loan impairment (charges)/releases
e individually assessed (95) 144 (3)
e collectively assessed
e portfolio basis (55) (96) (80)
e individually unimpaired loans (152) 698 114
(302) 746 31
Of which:
e new and additional (666) (247) (222)
e releases 314 932 199
® recoveries 50 55 54
(302) 746 31

The overall loan impairment charges on individually assessed loans amounted to HK$95 million, with new loan impairment
charges on certain commercial banking accounts offset by a net release from mortgages and personal loans. This compared with
a net release of HK$144 million in the first half of 2004. Impairment loss for small homogeneous loans collectively assessed on a
portfolio basis amounted to HK$55 million, compared with HK$96 million for the first half of 2004, reflecting further improvement
in credit card charge-offs in the generally stronger economic conditions. Collective assessment of loans determined not to be
individually impaired resulted in a charge of HK$152 million, following an update of the historical loss rate to cover the economic
cycle. This compared with releases in general provisions of HK$698 million and HK$114 million for the first and second halves of
2004 respectively.

Total loans impairment allowances as a percentage of gross advances to customers are as follows:

At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
% % %

Loans impairment allowances
¢ individually assessed 0.28 0.32 0.27

e collectively assessed

e portfolio basis 0.01 0.01 0.01
e individually unimpaired loans 0.17 0.16 0.1
Total loans impairment allowances 0.46 0.49 0.39

Total loans impairment allowances as a percentage of gross advances to customers rose to 0.46 per cent as at 30 June 2005,
compared with 0.39 per cent at the end of 2004. Individually assessed allowances as a percentage of gross advances stood at the
same level as last year-end at 0.28 per cent. Collectively assessed allowances rose by six basis points to 0.18 per cent of gross
advances to customers, compared with 0.12 per cent at the end of 2004, following an update of the historical loss rate for
calculation of allowances for collective assessment of loans which were individually determined to be unimpaired.



Operating expenses went up by HK$175 million, or 8.8 per cent.

Personnel expenses rose by 6.5 per cent, attributable to the salary increment at the beginning of the year and the increase in
average headcount of 193, which was mainly related to recruitment for Personal Financial Services business and the expansion of
the mainland network. Increases in IT costs on business and credit control systems accounted for a 7.5 per cent increase in other
premises and equipment cost. Other operating expenses rose by 18.4 per cent, due mainly to an increase in marketing expenditure
for the promotion of card and insurance products and processing costs as further activities were outsourced to Group service
centres in Guangzhou and Shanghai.

Compared with the second half of 2004, operating expenses fell by HK$95 million, or 4.2 per cent, due to the provision made for
staff performance bonuses for 2004 in the previous half-year period.

The cost:income ratio for the first half 2005 was 26.7 per cent, compared with 24.6 per cent and 28.1 per cent for the first and
second halves of 2004.

Profit on disposal of tangible fixed assets and financial investments was HK$348 million, the same as the
corresponding period last year.

The profit mainly arose from the disposal of equity investments.

Net surplus on property revaluation went up by HK$786 million.

Half-year ended Half-year ended Half-year ended

30 June 30 June 31 December

2005 2004 2004

(Figures in HK$m) restated restated
Net surplus on property revaluation

e bank premises 148 91 55

e investment properties 729 - -

877 91 55

The revaluation surplus for bank premises amounted to HK$918 million of which HK$148 million was a reversal of revaluation
deficits previously charged to profit and loss account. The balance of HK$770 million was credited to premises revaluation
reserve.

Revaluation gains on investment properties of HK$729 million were recognised through the profit and loss account on the
adoption of HKAS 40 which came into effect on 1 January 2005.

Balance Sheet

Total assets
Total assets grew by HK$22.7 billion, or 4.2 per cent, to HK$569.7 billion at 30 June 2005. Advances to customers recorded
encouraging growth of 3.6 per cent, mainly in residential mortgages, trade finance and corporate lending.

Advances to customers

Lending to the industrial, commercial and financial sectors rose by 5.2 per cent during the first half of 2005. Financial concerns,
including investment holding vehicles, grew by 10.1 per cent. Wholesale, retail and manufacturing together were up by 32.2 per
cent, reflecting the continued expansion of the economy. Lending to the transport and transport equipment sector, mainly taxi
and other motor vehicle loans, also recorded a growth of 8.1 per cent.

Individual lending was up 0.2 per cent compared with the end of 2004, or up 2.0 per cent excluding mortgages under the GHOS
Scheme which is still in suspension. Residential mortgages went up by 1.9 per cent in an active and competitive market. Card
advances and others, mainly personal advances, together grew 2.3 per cent as the Bank continued to promote consumer finance.

Trade finance advances recorded an encouraging growth of 8.8 per cent, benefiting from further increase in external trade
activities.

Gross advances for use outside Hong Kong rose by 17.4 per cent, largely due to growth in lending activity by our mainland
branches.
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Financial Review (continued)

Current, savings and other deposit accounts

At 30 June At 30 June At 31 December
2005 2004 2004
(Figures in HK$m) restated restated
Current, savings and other deposit accounts:
e as per consolidated balance sheet 430,395 418,638 447,460
e structured deposits reported as trading liabilities 7,475 - -
437,870 418,638 447,460
By type:
e demand and current accounts 29,583 33,183 36,148
e savings accounts 212,344 231,135 251,192
e time and other deposits 195,943 154,320 160,120
437,870 418,638 447,460
Certificates of deposit and other debt securities in issue
At 30 June At 30 June At 31 December
2005 2004 2004
(Figures in HK$m) restated restated
Certificates of deposit and other debt securities in issue:
e as per consolidated balance sheet 11,158 9,807 16,055
e structured certificates of deposit and other debt securities
in issue reported as trading liabilities 9,836 - -
20,994 9,807 16,055
By type:
e certificates of deposit in issue 20,839 9,807 15,409
e other debt securities in issue 155 - 646
20,994 9,807 16,055

Current, savings and other deposit accounts (including structured deposits reported as trading liabilities) fell by HK$9.6 billion, or
2.1 per cent, to HK$437.9 billion at 30 June 2005, compared with the last year-end. Certificates of deposit and other debt
securities in issue (including those reported as trading liabilities) rose by HK$4.9 billion to HK$21.0 billion at 30 June 2005. As
interest rates gradually moved up, customer deposits shifted from current and savings accounts to time deposits. Certificates of
deposit and other deposit instruments with yield enhancement features also gained in popularity.



Subordinated liabilities

In June 2005, the Bank issued subordinated notes of total nominal value of HK$2,500 million, divided into a fixed rate tranche of
HK$1,000 million and a floating rate tranche of HK$1,500 million. Both tranches will mature on or about 23 June 2015 with a
one-time call option in June 2010 (call option date).

The fixed rate notes bear an interest rate of 4.125 per cent per annum payable semi-annually from the issue date to the call
option date at which point, if the notes are not redeemed, the interest rate will be reset to three-month HIBOR plus 0.825 per
cent, payable quarterly.

The floating rate notes bear an interest at three-month HIBOR plus 35 basis points payable quarterly from the issue date to the
call option date. Thereafter, if the notes are not redeemed, the interest rate will be reset to three-month HIBOR plus 0.85 per cent.

Market risk
Market risk is the risk that foreign exchange rates, interest rates or equity and commodity prices will move and result in profits or
losses to the Group. The Group's market risk arises from customer-related business and from position taking.

Market risk is managed within risk limits approved by the Board of Directors. Risk limits are set by product and risk type with
market liquidity being a principal factor in determining the level of limits set. Limits are set using a combination of risk measurement
techniques, including position limits, sensitivity limits, as well as value at risk (VAR) limits at a portfolio level.

The Group adopts the risk management policies and risk measurement techniques developed by the HSBC Group. The daily risk
monitoring process measures actual risk exposures against approved limits and triggers specific actions to ensure overall market
risk is managed within an acceptable level.

VAR is a technique which estimates the potential losses that could occur on risk positions taken due to movements in market
rates and prices over a specified time horizon and to a given level of confidence. In line with the HSBC Group, the Bank refined
its basis of calculating VAR from one predominantly based on variance/co-variance (“VCV") to one predominantly based on
historical simulation (“HS") effective 3 May 2005. This latter calculation was introduced because it better captures the non-linear
characteristics of certain market risk positions. HS uses scenarios derived from historical market rates, and takes account of the
relationships between different markets and rates, for example, interest rates and foreign exchange rates. Movements in market
prices are calculated by reference to market data from the last two years. Aggregation of VAR from different risk types is based
upon the assumption of independence between risk types. In recognition of the inherent limitations of VAR methodology, stress
testing is performed to assess the impact of extreme events on market risk exposures.

The Group has obtained approval from the Hong Kong Monetary Authority (HKMA) to change the VAR model from VCV to HS
for calculating market risk in capital adequacy reporting and the HKMA has expressed itself satisfied with the Group’s market risk
management process.

The Group's VAR for all interest rate risk and foreign exchange risk positions and on individual risk portfolios during the first
halves of 2005 and 2004 are shown in the tables on page 14. The VAR figures for the first half of 2005 are based on four months’
VCV and two months’ HS.
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Financial Review (continued)

VAR
Minimum Maximum Average
At 30 June during during for
(Figures in HK$m) 2005 the period the period the period
VAR for all interest rate risk
and foreign exchange risk 614 389 836 647
VAR for foreign exchange risk (trading) 7 1 10 4
VAR for interest rate risk
e trading 4 4 67 19
e banking 613 387 825 635
Minimum Maximum Average
At 30 June during during for
(Figures in HK$m) 2004 the period the period the period
VAR for all interest rate risk
and foreign exchange risk 349 250 607 387
VAR for foreign exchange risk (trading) 37 35 58 43
VAR for interest rate risk
e trading 4 1 8 4
e banking 348 245 605 386

The average daily revenue earned from market risk-related treasury activities for the first half of 2005 was HK$7 million (HK$10
million for the first half of 2004). The standard deviation of these daily revenues was HK$5 million (HK$5 million for the first half
of 2004). An analysis of the frequency distribution of daily revenues shows that out of 121 trading days in the first half of 2005,
losses were recorded on six days and the maximum daily loss was HK$4 million. The most frequent result was a daily revenue of
between HK$4 million and HK$8 million, with 46 occurrences. The highest daily revenue was HK$23 million.

The Group's foreign exchange exposures mainly comprise foreign exchange dealing by Treasury and currency exposures originated
by its banking business. The latter are transferred to Treasury where they are centrally managed within foreign exchange position
limits approved by the Board of Directors. The average one-day foreign exchange profit for the first half of 2005 was HK$2 million
(HK$4 million for the first half of 2004).

Interest rate risk, which arises in both Treasury trading and non-trading portfolios and the banking books, is centrally managed by
Treasury under limits approved by the Board of Directors. The average daily revenue earned from Treasury-related interest rate
activities for the first half of 2005 was HK$5 million (HK$6 million for the first half of 2004).

Structural foreign exchange positions arising from capital investment in subsidiaries and branches outside Hong Kong, mainly in
US dollar and renminbi, are managed by the Asset and Liability Management Committee.
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BHAR BHAR
% % %

BEIOREERS
o (& Rl FFfH 0.28 0.32 0.27

o IREFH

o BAEM 0.01 0.01 0.01
o [ARIXRBMEER 0.17 0.16 0.11
BEFREERE 0.46 0.49 0.39

BEFREERUARPERLER _S2REFRAAZTRENER S ZTHIN M- ZENFRARBAZZTH = -
BERFEEEHRERLXNAESR _SEOFEZIKTIRADZTH N - RATEHRUNEBEBREBEREIB A E @R
WABABEERZGAFEERR  GAFGIEBLANEREY  ZRTPERZANZTEH -\ M_ZTOFE
AREIZEH——-
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FBEBR (E)

EEXH AR -—BELTHEEERT ABEIZNEN

AEBERLABSZAHRE  DHRFNHERIH S  UWRARABEARTRBERRANSTHKER < ¥HET
ABEM—BAT=% AREXBREEERFACEAMREREN  SHMAFERRFEREA LB 2LHT - Bt
EEXHERABD 2T AN T2RARERARRRBRER T HEREREN - AR THEIATFULREMNR LEE
CRERED LM R ZEBEREM -

H-FTTNFTHELE EXXERLEBNTIAEL B2 ZNE - RAREFTHEFY _TTNFREHEE
TREHBDZEZERBSEHIERE -

CEERRF L EEIRAHBALRAES 2 -t ARE HoEEMETEESHABSZ - THEARAESZ A
75—

HEBKECEERERMREZENABE=ZROTNEEBRL  £FREFFHZKTE -
EHETEREHERTRE -
ENEFRELABRELBNATAEET -

FELER FFRER FFRER

—EERF ZEEME ZEEME

ANA=T1AH NA=+AH +=A=+—H

(KEEFETMST) EX727bn EX727bN
o 1THF 148 91 55
o BEME 729 - -
877 91 55

AREZTUNEEGRREEBNAE-—TN\BELZEE EPAER - ROTN\BEL  BUEZEGER  RELDESR
B ERBRTZEBLELTERCHADEELREER -

REB_TZRF-A-BARZEEGHENE 05K  ERREVEZEEBELR-_TLEELYRBRENER -

EEAEX

REE
RIZZAFAA=ZTHABRELNBEE B _+tLBr RBF/2WE - ERRATABNATLET - FPERHE
BAZ=ZHAZEE TEREEEERSE BFREARCEER EBSASE-

BEFEX

I¥ BERSRECERR_TTRFL¥FIHASZAR - - 2RE¥7E (BEERKREIR) LABSZTH
— ot TERREXZEFRULABAZ=T M- RULERBELR - EREEHRBZEN  FERNIRH
HIEENR  TEFEIZN\E— 2R -

BAERE_ZTMNFEUKREABOZEH - NTEREFEEREMFELHN [EEREEME] BBEN AR
NZ_ZHE - EMSERRBEFANRRET  FERBENLABAZ—HN  -dARATHREREREEN  SEAFR

REMER (ZERLARN) ALABAD2-#="
EORMERBTABEZAIZ B N\ER  KIRERNENEZEBE—FE M-
EEREMIMER ESRBRBRLEABD 2T EHT  TERAMATZEREB 2R -



ER- FEREMER

—EZhEFE —EEMEF —EEMEF
AB=1A AA=+A +=A=+—H
(UBEBEETIITR) BT BT
FER BEREMETR:
s REMABEERER 430,395 418,638 447,460
c NERGERETZABZHEBIETR 7,475 - -
437,870 418,638 447,460
Al
o BAMKFREFR 29,583 33,183 36,148
s BERX 212,344 231,135 251,192
o THIREMTFR 195,943 154,320 160,120
437,870 418,638 447,460
BECERERHEMERES
—EEEF —EEmE —EEmE
AA=+A AA=+A +-A=+-A
(UBEEETLIT) BT BT
BHYTEREREMERES
s REMABEERER 11,158 9,807 16,055
AR SEET ZAE
ZHRENBH 2 GEREREMERES 9,836 - -
20,994 9,807 16,055
KBl
o B FHE 20,839 9,807 15,409
s B HEMERES 155 - 646
20,994 9,807 16,055

RZFZFRFRNA=ZTH &R RFEREMLES (BRBIIARZEETZRBHEBZEBEREN) K-_STMFET
BEBNTART B2 Z-H— AEBNT=ZAt+NEBT BHIZEFERAMELZES (BRURZEETZ
BEZ2HCER) R_EERFAAZTRELABRAOTAETL 2B -_B—tRT IRNXZES LTt FEFRER
FREFFERATHEN FHERELRORLERTATEXZPEM -

KEEE
RZZFZFRFRA ATETRAREAEE _+tARIZARES DA REETEINESEFRER T RABIMNEE
B MEBON_FT-—RFEAA-T=ZRIH  BETALAUR_F-TFXAF (BOR) T -RBENBRES -

EREFZFERNE——H YAMBFBTREBECAHEESLFRE -AETARBEBETTHEDE  BXERE
BRAEARTARFKEMN+ _HAEER YEFRE -

FREFZEASXA-EATAERTAERSN=THEES YHETHEERAHNHETERE - EETARELR
MIEEDE  RXeRBE-ZEATERTAXFSMNTHEES

m
H
[
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FBEBR (E)

5 E R
m%ﬂ&ﬂlxﬁf FESRERFAMERLEE MLASEELRAIER - ERPEBRBAHKRAEDEHAE
.Fimiﬁﬂ PR

TERBRXESTEMRELARBREMRE - ARREXSREALRARENETE - EREABRER  ERmzTHRA
EREF-—EIEZRAX - ARBBRIRENECEHAREM IR EREEREAAZFHERE  FRURER
FRERBERSE -

ARERBESEEMIECAREERREAREF R  RUEESHACERAREZEZARBRELBZEF @ I
REFRERERTHUARRBERRESNARI 2K -

BERRARBER - BE-BEFKTHAFARTHER NXRERAERCHBERAANZEDMER M ERULLRER
2R REAESERE  AKECR _STAFAA-HERFESREARBERAARALEZ /I 2 EEERAR
FELEREE RAREZFENEZVEAMMRRETHERRERFERENE - ELEREATNRBHBED
BMERBHZER - X EETR TSR X (WﬂW&EW)ZW% MEERNED N2 EREMFNTHEEE -

GAETRAERENOSEEARBENRESRBREN A TIEAFERRMAE - EXRASRARBERAE —ERR
- AEBTETENNR - M%ﬁ&ﬁﬁﬁﬁT AR 2 T 5

ASBCLEEESREER ([2ER])) 2HE BHEEARRLEAZM SRR Z FRERBERARTZ/HTER
ARBELBEER - W SERNBAKEZMSAREERFRTAE

ARER _ZERF LY FR_STMF LI FLMANRRER ZARFRRARNRRAS 2P EABRBENT - —F
ZRFEL¥F2ARARBENEROBEAAZAIZ /B ERMEAZELBREETE

PRAEREME
—EEnF B iy i
(W BEEETNIT) AB=+A BIEHE BEHE FHHE
FrEf = REX 2 B
BEZHEEBRESE 614 389 836 647
EXzEBRBEZILEREE (EE) 7 1 10 4
FEzRBHE ZFRBEKEE
e EEIEE 4 4 67 19
s EFEEIER 613 387 825 635
—TEmE #HA HA HA
(W B EETIEIT) AA=+A ST E BEHE T E
AR EREERZE K
BEZHEERESE 349 250 607 387
EXzERBEZILEAREE (EB) 37 35 58 43
FERzEBRFEEZFRRRBREE
e EEIEER 4 1 8 4
s EFEEIER 348 245 605 386

R-ZTRFELFF ETSARAACHMEREERFORARERLAET (ZZTEMFL¥FREL—TET) - &
EERRAZBREZERERIRE T (CZSTNF LY FREBIAE L) - E_ZTAFLF¥F2—A-_T—EARXSA
FoRENEEBER MRfz - AERARRIAET HRERZ-—BUA RNFEENBETERR/\AETLZ
o EM+RE - RBEZ-BRABNREE _T=A&T
AREZHNERRIZERMERIIMEEENRERTEB CELRAR  RETKXHNERSS  REFSRAEIIME
BEEREAETERE - —TTAF LY FEAVHIINERNAER —_BEL (—STNFLIFRABRNEET)

RERENRGRFMEXFHEAREFRENZRAR AR ERRETERAEZLRBAETEE - _TTAFLFFR
B ERENEZRAREB L EBEERAFHUARERLEE LT (—STNFL¥FREB A BET)

EHIENERREGINBAARATLEARE TEAXARARSAEL  HSRARAEANERZARER -
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

KA FEE unaudited
¥FELER FFER/ER FERER
—g¥5E  -TTMF  -TTEF
~NA=1H NA=Z+H +=ZA=+—H
BT BHI T+
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
fifzt 2005 2004 2004
(UEEGETIIT) (Expressed in millions of Hong Kong dollars) note restated* restated*
A B A Interest income 1 7,900 5,875 6,597
FELZH Interest expense 2 (2,636) (1,160) (1,617)
BRE WA Net interest income 5,264 4,715 4,980
AR5 B U A Fee income 1,741 1,974 1,755
R EL Fee expense (215) (153) (263)
FREBWA Net fee income 3 1,526 1,821 1,492
BEEWA Trading income 433 558 466
BENATEESEREZ Net income from financial instruments
ERMIARAFEE designated as at fair value 50 - -
REREHAEAEEZ Net investment income on assets
BERBERANFEE backing policyholder liabilities - 83 346
BB A Dividend income 37 48 27
JEBREV(R B 55 Net earned insurance premiums 2,728 1,998 2,474
Hpth & & WA Other operating income 461 422 463
BEEWA Total operating income 10,499 9,645 10,248
RBREFERREFEFA Net insurance claims incurred and
BEZ movement in policyholder liabilities (2,409) (1,594) (2,246)
MBREFHE (RE)/ Net operating income before
BERREMEE loan impairment (charges)/
BB E AT 2 releases and other credit
FBEERA risk allowances 8,090 8,051 8,002
EFORE (R #) /I # K& Loan impairment (charges)/releases
HiEE R R ERE and other credit risk allowances 4 (302) 746 31
EEWAFE Net operating income 7,788 8,797 8,033
AZERY M Personnel expenses (1,125) (1,056) (1,178)
—BEITBEH General and administrative expenses (892) (795) (939)
T RZETE Depreciation of business
premises and equipment (135) (126) (130)
BREEHH Amortisation of intangible assets (4) (4) (4)
MEETH Total operating expenses 5 (2,156) (1,981) (2,251)
= Operating profit 5,632 6,816 5,782
HEAVETEEER Profit on disposal of tangible
CHRIRE 2 HF fixed assets and financial
investments 6 348 349 93
BEfWEFEE Net surplus on property revaluation 877 91 55
[ RN il Share of profits in associated
companies 205 4 93
B %6 A0V A Profit before tax 7,062 7,260 6,023
BIEE W Tax expenses 7 (924) (992) (719)
MR ziF Profit for the period 6,138 6,268 5,304
LEBRRERES 2T Profit attributable to minority interests (93) (80) (128)
KITRRES 2T Profit attributable to shareholders 6,045 6,188 5,176
(BB T3 7R) (Figures in HK$)
BREF Earnings per share 8 3.16 3.24 2.71
BREE Dividends per share 9 2.20 2.20 3.00

*ETHFRENIT  URBAETT
REZENBEM R LT BB
BHEEREBEER ([%5
BHEEA ) BHFERE0R
Wizt 34 [EitBE] IR -

* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs"), details of which
are set out in note 34 “Accounting policies” on page 70 .
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REEERMER
*EEH

CONSOLIDATED BALANCE SHEET

unaudited

—®g5f  -TENEF  -FENEF
~NA=1H NA=Z+H +ZA=+—-H
EX27bn ExX727bn
At 30 June At 30 June At 31 December
it 2005 2004 2004
(UBEEETMIT) (Expressed in millions of Hong Kong dollars)  note restated* restated*
BE ASSETS
EFEREREHES Cash and short-term funds 11,12& 13 50,966 62,213 64,845
—fE A L2 BiFEmR Placings with banks maturing
EES after one month 11&12 22,832 5,319 17,482
BHERGREZES Trading securities 148& 18 13,812 3,953 6,000
BEENRFEEFZARRER Financial assets designated
JEMEE as at fair value through
profit or loss 15818 3,743 - -
THEEBRIA Derivatives financial instruments 11&12 1,552 1,209 1,684
EFEER Advances to customers 11,12& 16 260,512 246,394 251,553
SRIRERE Financial investments 17& 18 192,951 162,118 182,938
e N EIRE Investments in associated
companies 20 2,449 2,103 2,299
BEEE Intangible assets 21 1,426 1,146 1,266
174k 2 & A Premises and equipment 6,559 5,277 5,558
REME Investment properties 3,913 3,260 3,383
HtEE Other assets 22 9,004 9,566 9,980
569,719 502,558 546,988
=R LIABILITIES
AR BEREMEN Current, savings and other
deposit accounts 11, 12&23 430,395 418,638 447,460
EEXEA Deposits from banks 11&12 34,753 13,118 11,934
RGEETZEE Trading liabilities 25 24,358 2,657 5,840
BENAFEEFAERE Financial liabilities designated
ZeHmaR as at fair value through
profit or loss 11,12827 995 - -
PTEe@mI A Derivatives financial instruments 11&12 1,857 961 1,273
BHEAEREMES Certificates of deposit and other
& debt securities in issue 11,128 24 11,158 9,807 16,055
HIEEANEP Liabilities to customers under
ZEafE investment contracts 11&12 542 - -
HEmaff Other liabilities 26 7,866 15,195 20,982
HRBRAEHERP Liabilities to customers under
Z8fE insurance contracts 118&12 11,558 - -
BRI R ABFIA Deferred tax and current tax
BE liabilities 2,310 2,116 1,668
‘EBE Subordinated liabilities 11,128 27 1,496 - -
527,288 462,492 505,212
BEARRR CAPITAL RESOURCES
DERE R Minority interests 931 724 852
[N Share capital 9,559 9,559 9,559
& Reserves 29,838 27,680 27,732
FOR R 2 Proposed dividends 2,103 2,103 3,633
BEREL Shareholders’ funds 28 41,500 39,342 40,924
42,431 40,066 41,776
569,719 502,558 546,988
(WA T3R) (Figures in HKS$)
BREEFE Net asset value per share 22.19 20.96 21.85

*ETHFEEFIT  URBATT
RAEZERM R L L2 B
BHREEARETERTER ([#8
BHEEA))  BERFERETOR
fitit 34 [ €5 HE] AT °
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* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs"), details of which
are set out in note 34 “Accounting policies” on page 70.




HERRBE 4 E R CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

REFEEZ unaudited
REfETF
Attributable to shareholders 3 Fib- e
RAEX AMEFEE RERA REE D EFFT*
Share Other  Retained #EE Minority Total
capital  reserves profits Total  interests equity
(KE¥FETSTR) (Expressed in millions of Hong Kong dollars) restated*
ZZEThE-A—HER Balance at 1 January 2005
o 0+ e 3s above 9,559 3,878 27,487 40,924 852 41,776
o RMEBE A G ERFE35R * opening adjustment for
REEV B HREERE 4R the adoption of HKAS 39
ZERYIAR and HKFRS 4 - 535 535 1,070 (14) 1,056
o FHIIR ® as restated 9,559 4,413 28,022 41,994 838 42,832
BRBEBZTUHELRHEE Premises revaluation
reserve, net of tax - 609 26 635 - 635
o REFR 2 EMHIEE e unrealised surplus on
revaluation - 635 - 635 - 635
s XMEMFEBRINE * depreciation charge
on revaluation - (26) 26 - - -
BREBEEzAHHEEREER Available-for-sale
investments, net of tax - (1,165) - (1,165) - (1,165)
o SHERE R ZHERE * valuation losses taken to equity - (842) - (842) - (842)
o HERXBMBERK e transferred to profit or loss on
disposal - (323) - (323) - (323)
BRRECBREREYHH Cash flow hedges, net of tax - (265) - (265) - (265)
o FHEREZ 2 HERIE * valuation losses taken to equity| - (265) - (265) - (265) |
BERAMAR Exchange and other
adjustments - (4) (23) (27) - (27)
REMNRBAFEBEES Actuarial loss on defined
benefit plan - - 9) (9) - 9
AR E Share option reserve - 28 - 28 - 28
MR zER Profit for the period - - 6,045 6,045 93 6,138
HRAERIBEBREZRE Dividends declared or
approved during the
period - - (5,736) (5,736) - (5,736)
“EEREXA=Z1+Hz&E Balance at 30 June 2005 9,559 3,616 28,325 41,500 931 42,431

*ETHFEENIT  URBAETT
REZEHEMREET2 ERY
BHEERREBEER ([%5
BHWEER ) BREHBERETR
Wizt 34 [EFtBE] AFIR -

* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs"), details of which
are set out in note 34 "Accounting policies” on page 70.
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GERBEBAEER

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

REEE unaudited
R fETF
Attributable to shareholders D& qEpE s
AEtfEE REaF RE# R EFFT*
Other  Retained #BEE  Minority Total
reserves profits Total  interests equity
(UEEFETTIST) (Expressed in millions of Hong Kong dollars) restated*
“EEWNELA—BE&HWLE  Balance at 1 July 2004 as above 3,387 26,396 39,342 724 40,066
BRBBZTUHELRE Premises revaluation reserve,
net of tax 163 321 484 - 484
o RER ZEMIEME e unrealised surplus on
revaluation 220 257 477 - 477
e RITHEMFEHREA e transfer of premises
BEMERE reserve to investment
properties reserve (32) 32 - - -
s YMEMBEBRITE e depreciation charge
on revaluation (25) 25 - - -
e R HEMI EMILE e realisation of revaluation
surplus on disposal of premises - 7 7 - 7
BRRECRIARERE Long-term equity investment
EGHE revaluation reserve,
net of tax 300 - 300 - 300
o FHEREE ZIHELE * valuation gains taken to equity 389 - 389 - 389
s HERIMERR e transferred to profit or loss on
disposal (89) - (89) - (89)
BEREMAE Exchange and other
adjustments - 10 10 - 10
REFREAFTEREER Actuarial loss on defined
benefit plan - (210) (210) - (210)
ARERE Share option reserve 28 - 28 - 28
HRzER Profit for the period - 5176 5,176 128 5,304
HAERSIBBAREZRE Dividends declared or
approved during the
period - (4,206) (4,206) - (4,2006)
—EENE+=-A=+—H Balance at
&R 31 December 2004 3,878 27,487 40,924 852 41,776

CETHFEEHITR  KRBEATT
RS BB REEET 2 EER
BREEARETEERTER ([F5
BHEEA ) BREFBEREOR

it 34 [ €5 BE] AT °

* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs”), details of which
are set out in note 34 “Accounting policies” on page 70.



HERRBE 4 E R CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

KA F unaudited
REfETF
Attributable to shareholders L& Fib- e
RAEX AMEFEE RERA REE D EFFT*
Share Other  Retained #EE Minority Total
capital  reserves profits Total  interests equity
(KE¥FETSTR) (Expressed in millions of Hong Kong dollars) restated*
ZETME-A—HBEH Balance at 1 January 2004
o MIRETHIERE * as previously reported 9,559 6,921 23,161 39,641 644 40,285
o BEHHRNE 2 HE e arising on change in
accounting policies - (3,679) 2,255 (1,424) - (1,424)
e EFIIR e as restated 9,559 3,242 25,416 38,217 644 38,861
BRBBZTUHESLREE Premises revaluation reserve,
net of tax - 501 390 891 - 891
s RERzEMHMEE e unrealised surplus on
revaluation - 492 380 872 - 872
s HIREMERBERITH e transfer of investment
[ properties reserve to
premises reserve - 32 (32) - - -
o YMEMBHEZNE e depreciation charge
on revaluation - (21 21 - - -
e ER ZHETIEMILE e realisation of revaluation
surplus on disposal of premises - () 21 19 - 19
BB RIAEERRE Long-term equity investment
B E revaluation reserve,
net of tax - (374) - (374) - (374)
o FHEE R ZIHERE ¢ valuation losses taken to equity - (57) - (57) - (57)
o HERXBMBERK e transferred to profit or loss on
disposal - (317) - (317) - (317)
RERHEMBAR Exchange and other
adjustments - - (6) (6) - (6)
REFNRBAFEREESE Actuarial loss on defined
benefit plan - - (48) (48) - (48)
ARERE Share option reserve - 18 - 18 - 18
MR ZER Profit for the period - - 6,183 6,188 80 6,268
HRERIBRREZRE Dividends declared or
approved during the
period - - (5,544) (5,544) - (5,544)
—ZEMEARA=1THZ%S Balance at 30 June 2004 9,559 3,387 26,396 39,342 724 40,066

*ETHFBEFIT  URBRATT
REZENBEMRALEFTZ BB
BHEERRE B ER (1%
BHEER ) BREFBERETR
Wizt 34 [EitBE] IR -

* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs"), details of which
are set out in note 34 "Accounting policies” on page 70.
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BEBR +wzp

B B TR DABR B & 0 AR R
MEEGRE/RERDEER
BERTEZHE  XERE
ATBRRZEEEARNKAG
B RUEENN - BRAT
TERRRIEE -

ECONOMIC PROFIT unaudited

Economic profit is calculated from post-tax profit, adjusted for surpluses/deficits on properties
revaluation and depreciation attributable to revaluation surpluses, and takes into account the
cost of capital invested by the Bank’s shareholders. The analysis indicates that the Bank
continues to create value for its shareholders.

¥ELED FEEER FEHER
—EERF ZETmF ZETMF
NA=+AH ~NA=+H +=A=+—H
B~ BHHR~
Half-year ended Half-year ended Half-year ended
30 June 2005 30 June 2004 31 December 2004
(LEEEZETdR) (Expressed in millions of Hong Kong dollars) restated* restated*
% % %

FHHEBEER Average invested capital 35,708 33,272 34,825
% & & AR [ R+ Return on invested capital ** 5,340 30.1 6,144 37.1 5,182 29.6
EENTWN Cost of capital (2,072) (11.7) (1,903) (11.5) (2,038) (11.6)
mERF Economic profit 3,268 18.4 4,241 256 3,144 18.0

* ETHFEEHIT  URBRATT
R Z BRI M RAEEFT 2 BB
BHEERRBESHER (13
HEREER]) FHFERE
70 BRfiE 34 [ 51 BE] AR -

** REBA LTI RIE B B2 EFIF
BOEEGEE/FERYEER
BERATESE -

* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs”), details of which
are set out in note 34 “Accounting policies” on page 70.

** Return on invested capital is based on post-tax profit excluding surpluses/deficits on properties
revaluation and depreciation attributable to revaluation surpluses.



HREBHEREHER CONSOLIDATED CASH FLOW STATEMENT

RIEEE unaudited
FEFED FERER
—EERF ZEFTmEFE
NA=+H NA=+H
BHHR
Half-year Half-year
ended ended
30 June 30 June
ffzE 2005 2004
(UEEGETIIT) (Expressed in millions of Hong Kong dollars) note restated*
REEETH2HELRAFEE  Net cash inflow from operating activities 31(a) 10,716 826
REREZBZHERE Cash flows from investing activities
BABE DA ER Purchase of an interest in an associated company - (1,634)
I B & R AR Dividends received from an associated companies 55 4
BATRLERE Purchase of available-for-sale investments (37,944) (30,345)
HESBERAHHERENS  Proceeds from sale or redemption of
available-for-sale investments 11,844 21,455
BABTEE Purchase of fixed assets (97) (58)
HEBRTEEMS Proceeds from sale of fixed assets 94 141
WA EREFE Interest received from available-for-sale investments 2,190 1,395
WH AR ERERE Dividends received from available-for-sale investments 35 76
HEFEZEERTER Net cash outflow from investing activities (23,823) (8,966)
REMETDZRERE Cash flows from financing activities
2k B Dividends paid (5,736) (5,544)
BHEERFEEEEN Issuance of subordinated debts, including financial
RYBEIEZSHAE liabilities designated as at fair value 2,492 -
MEEE RS RLFE Net cash outflow from financing activities (3.244) (5,544)
ReRERREBEBZHD Decrease in cash and cash equivalents (16,351) (13,684)
HOzReRERALEHR Cash and cash equivalents at beginning of period 67,051 77,575
INEHBmEREE 2R Effect of foreign exchange rate changes (235) (371)
HRZEERERREEHR Cash and cash equivalents at end of period 50,465 63,520

*ETHFBEFIT SRR
REZEHEMREET 2 ERY
BHEERRE B ER (155
BHEER ) BREFBERETR
Wizt 34 [EFtBE] AFIR -

* Certain figures have been restated to reflect the adoption of a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards (new “HKFRSs"), details of which

are set out in note 34 "Accounting policies” on page 70.
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Mt 3 NOTES

(B 75 515 85 91 49 LA B 5 B @ e (L 5 7)

(Figures expressed in millions of Hong Kong dollars unless otherwise indicated)

1 FMERKA

1 Interest income

¥FpEz FEHER FEHER
—gemF  -TEME  ZTEAE
~NAB=Z1+H NA=Z+H +=ZA=+—H
EX7270N EX727hn
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
EFRBEHFFEMRA Interest income on listed investments 123 481 533
ELETEENBWA Interest income on unlisted investments 2,582 1,280 1,454
HAbF 2 A Other interest income 5,195 4,114 4,610
7,900 5,875 6,597
2 RNEXH 2 Interest expense
¥ELER FFERER FFERER
—gemF  -TEME  ZTEAE
~NA=Z+H NA=Z+H +=ZA=+—H
EX727hn EX727hn
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
AFERIBZEBTESZ Interest expense on debt securities in
FEXZH issue maturing after five years 17 23 27
LFERIBZERPERZ Interest expense on customer
MEX accounts maturing after five years 9 2 4
HibF B8 H Other interest expense 2,610 1,135 1,586
2,636 1,160 1,617




3 FREBWA 3 Net fee income
¥ELED FFEHER FEHER
—EZILF —EFMEF —EFMEF
AB=+A NA=+H +=A=+—8
EZ 20N BT
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
o BLRELEREERE * securities/stockbroking 233 295 265
e TEREEmMK e retail investment products and
EaERE funds under management 670 869 630
o R e insurance 77 51 50
o BRFP IR e gccount services 110 108 106
o EX e remittance 67 60 65
s EAF e cards 334 283 315
o FEEF e credit facilities 41 123 117
o AA/HAE * import/export 139 118 138
o Hif e other 70 67 69
AR &I A Fee income 1,741 1,974 1,755
AR5 B & Fee expense (215) (153) (263)
F R B IA Net fee income 1,526 1,821 1,492
4 BEFEERER)/EBEREME 4 Loan impairment (charges)/releases and other credit risk allowances

ERBER

FELED FEHER FEHER
—EZEF —EFMEF —EFEF
~A=1H NAZ+H +ZA=+—-H
BT BT
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
EYORE (1R E) /=& Loan impairment (charges)/releases
o (& BIFEE e individually assessed (95) 144 (3)
o GREETE * collectively assessed
o HEER * portfolio basis (55) (96) (80)
o HB|KBEER e individually unimpaired loans (152) 698 114
(302) 746 31
Hep Of which:
o FIREERIE N e new and additional (666) (241) (222)
o [o] o releases 314 932 199
o [ e recoveries 50 55 54
(302) 746 31
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Notes (continued)

5 HEEIH 5 Total operating expenses
¥FREZ FEHEER FEHEER
—ggrF  —TIMF  —FEMF
NHA=Z+AH NA=+H +=ZA=+—H
B3I B3I
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
AEERXH : Personnel expenses:
s e RHEMAZER o salaries and other costs 1,059 972 1,093
o RIKIBAIFTEIX I e retirement benefit costs 66 84 85
1,125 1,056 1,178
—MRRITBXZH - General and administrative expenses:
e e X * rental expenses 98 95 98
s EthEENRHEER e other premises and equipment 343 319 358
s HihiZ2EM e other operating expenses 451 381 483
892 795 939
1THE & Depreciation of business
RETE premises and equipment 135 126 130
B EESH Amortisation of intangible assets 4 4 4
2,156 1,981 2,251
B 2N 8 A L 3R Cost:income ratio 26.7% 24.6% 28.1%
FERHETAH Staff numbers by region*
—ETEF  —TIMF  —PEMF
~NA=T1H NA=+H +=ZA=+—H
At 30 June At 30 June At 31 December
2005 2004 2004
& Hong Kong 7,148 7,233 7,229
A R E A 5 Mainland and others 377 242 313
B Total 7,525 7,475 7,542
JHERIBETAY * Full-time equivalent




6 HERFETEEREZMREZ 6

Profit on disposal of tangible fixed assets and financial investments

i Al
¥FEREZ FEREZE FEEEZE
—ggrs  -FEmME  -—FEME
~NA=1H ~NA=+H +=ZA=+—H
BT BT
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
HESREKEZHM Profit on disposal of financial investments
o CBRHYIE e realisation of amounts previously
TR recognised in revaluation reserves
MERZBHE at beginning of the period 327 301 80
o iR 2 AT e gains arising in current period 1 28 3
328 329 83
HEBFREEEEZ Profit less loss on disposal of
i R 1B tangible fixed assets 20 20 10
348 349 93
7 BEXHE 7 Tax expenses
RABREERANZMIBMAKIT ©  Taxation in the consolidated profit and loss account represents:
¥FEREZ FEREZE FEREZE
—ggrs  -—TENF  -TENF
~NA=1H ~NA=+H +=ZA=+—H
BASR BHSR
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
restated restated
FHRE-BAENSHER Current tax - provision for
Hong Kong profits tax
REAFIE Tax for the period 783 864 670
BEANIRZ Benefit of previously
BB EERE unrecognised tax losses - (1) 1
BEFEHBEEE (Over)/under-provision in respect
(E#) /- of prior years - (15) 3
783 848 674
BB -FRUMZHE Current tax - taxation outside
Hong Kong
REATLIE Tax for the period 6 3 4
EEHE Deferred tax
RPHR 2R Origination and reversal of
58 Jo B B temporary differences 135 141 41
Bk Total tax expenses per profit and
BB loss account 924 992 719
ELBEE RA 2 Share of associated
B companies’ taxation 110 2 54
BEX L (B Total tax expenses (including
=y AN share of associated
ZBIE) companies’ taxation) 1,034 994 773
BERHE Effective tax rate 14.4% 13.7% 12.7%
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Notes (continued)

7 Tax expenses (continued)

The current tax provision is based on the estimated assessable profit for the first half of
2005, and is determined for the Bank and its subsidiaries operating in the Hong Kong
SAR using the Hong Kong profits tax rate of 17.5% (17.5% for 2004). For subsidiaries
and branches operating in other jurisdictions, the appropriate tax rates prevailing in the
countries in which they operate are used.

Deferred tax is calculated at the tax rates that are expected to apply in the year when the
liability is settled or the asset is realised. Deferred tax is charged or credited in the profit
and loss account, except when it relates to items charged or credited directly to reserves,
in which case the deferred tax is also dealt with in the reserves. The carrying amount of
deferred tax assets/liabilities 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.

8 BREAN
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8 Earnings per share

The calculation of earnings per share for the first half of 2005 is based on earnings of
HK$6,045 million (HK$6,188 million for the first half of 2004) and on the weighted
average number of ordinary shares in issue of 1,911,842,736 shares (unchanged from
the first half of 2004).

9 BEREE 9 Dividends per share
FERER FFERER FFRER
—EERF ZTEmF —TEmF
~NA=1H ~NA=1H +=—A=+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
SREN BMEET SREYK B¥GET SREY BEHET
per share HKS$ million per share  HK$ million per share  HK$ million
HK$ HK$ HK$
F—IRPH First interim 1.10 2,103 1.10 2,103 - -
EZRHEH Second interim 1.10 2,103 1.10 2,103 - -
E=ZXHH Third interim - - - - 1.10 2,103
EUPN R Fourth interim - - - - 1.90 3,633
2.20 4,206 2.20 4,206 3.00 5,736
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10 Segmental analysis

Segmental information is presented in respect of business and geographical segments.
Business by customer group information, which is more relevant to the Group in making
operating and financial decisions, is chosen as the primary reporting format.

For the purpose of segmental analysis, the allocation of revenue reflects the benefits of
capital and other funding resources allocated to the customer groups 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 customer groups
and apportionment of management overheads. Rental charges at market rate for usage
of premises are reflected as inter-segment income for the “Other” customer group and
inter-segment expenses for the respective customer groups.

(a) By customer group

The Group’s business comprises five customer groups. Personal Financial Services provides
banking (including deposits, credit cards, mortgages and other retail lending) and wealth
management services (including insurance and investment) to personal customers.
Commercial Banking manages middle market and smaller corporate relationships and
specialises in trade-related financial services. Corporate and Institutional Banking handles
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 management of shareholders’ funds
and investments in premises, investment properties and available-for-sale equities.
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10 BEDH(E)

Notes (continued)

10 Segmental analysis (continued)

(F)EFEEIE) (a) By customer group (continued)
IE
A R7T R&/ BRY
R BFRT BEEK Vst
Personal 27 Corporate & Inter-
Financial Commercial Institutional ~ B1E %%  EMZEE  segment A5
Services  Banking ~ Banking  Treasury Other elimination Total
FERER Half-year ended
ZEFREANA=F+H 30June 2005
WAREE Income and expenses
FF B Net interest income 3,363 734 302 686 257 (78) 5,264
TR B WA Net fee income 1,196 277 36 (11) 28 - 1,526
[ERIRE T Net earned insurance
premiums 2,619 109 - - - - 2,728
Hip & ZE WA Other operating income 500 122 136 137 78 981
BRBRA Inter-segment income - - - - 154  (154) -
e A Total operating
income 7,678 1,242 346 811 576 (154) 10,499
REREFER Net insurance claims
REFAEA incurred and movement
EEEH in policyholder liabilities (2,387) (22) - - - - (2,409)
MBREFURE (B#)/  Net operating
Bk EthEE income before loan
RBREER Z impairment (charges)/
HEERA releases and other
) credit risk allowances 5,291 1,220 346 811 576 (154) 8,090
EFURE (FR#)/ Loan impairment (charges)/
EEREMEE releases and other credit
2 B 2 4 risk allowances 260  (453)  (109) - - - (302
—E PN Net operating income 5,551 767 237 811 576 (154) 7,788
B * Total operating expenses* (1,468)  (429) (63) (80) (116) - (2,156)
BEBTH Inter-segment expenses (123) (25) (3) (3) - 154 -
EE Yy Operating profit 3,960 313 171 728 460 - 5632
HEFVEE Profit on disposal of
EERSRIEE tangible fixed assets
pdi-xl and financial investments - - - - 348 - 348
EAMEFEE Net surplus on property
revaluation - - - - 877 - 877
JERHE AR Share of profits of
ikl associated companies 10 124 - 56 15 - 205
B %51 B i Profit before tax 3,970 437 171 784 1,700 - 7,062
JE 18 B 35 Al g 71 Share of pre-tax profit 56.2% 6.2% 2.4% 11.1% 24.1% - 100.0%
HEEN (T Operating profit excluding
BEBKRTS) inter-segment
transactions 4,083 338 174 731 306 - 5,632
*EMIEEaER * Including in operating
EEXHA expenses is depreciation/
amortisation of (50) (9) (1) (1) (78) - (139)
ZZEZEHRFANA=1H At 30June 2005
BEE Total assets 146,398 52,351 80,182 267,687 23,101 - 569,719
BaE Total liabilities 353,402 73,003 29,628 61,214 10,041 - 527,288
B NAIRE Investments in associated
companies 96 1,210 - 546 597 - 2,449
AR WiNG BT Capital expenditure
incurred during the
period 63 13 5 1 15 - 97
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10 Segmental analysis (continued)

(F)EFHEHIB) (a) By customer group (continued)
IE
A $R77 & s
R BFRT BEXE Wi &it
Personal 27 Corporate & Inter-  EFIIR
Financial Commercial Institutional ~ B1EX%  EfM%E#H  segment Total
Services  Banking ~ Banking  Treasury Other elimination  restated
FEEEE Half-year ended
ZEEWFENA=FH 30 June 2004
WARZE Income and expenses
F A B UA Net interest income 2,794 625 259 1,002 35 - 4,715
FARTS E WA Net fee income 1,382 320 106 (9) 22 - 1,821
FEBREUR B )5 58 Net earned insurance
premiums 1,883 115 - - - - 1,998
Hit & E A Other operating income 435 123 8 404 141 - 1M
75 E B WA Inter-segment income - - - - 159 (159) -
BMEEWA Total operating income 6,494 1,183 373 1,397 357 (159) 9,645
REBEREFER Net insurance claims
REFBEABEED incurred and movement
in policyholder liabilities (1,560) (34) - - - - (1,594)
MBREFRERER Net operating income
HtnfEERKREE before loan impairment
A2 FEEWA releases and other
credit risk allowances 4934 1,149 373 1,397 357 (159) 8,051
SIORMERE R Loan impairment releases
HMEERBRER and other credit risk
allowances 49 581 116 - - - 746
EELON-E Net operating income 4983 1,730 489 1,397 357 (159) 8,797
A Sl Total operating expenses*  (1,334)  (393) (56) (68)  (130) - (1,981)
BEBIH Inter-segment expenses (128) (26) 3) 2) - 159 -
N Operating profit 3,521 1,31 430 1,327 227 - 6816
HEAVEEEER Profit on disposal of
EREE 2 H tangible fixed assets and
financial investments - - - - 349 - 349
EfMMEFEE Net surplus on property
revaluation - - - - 91 - 91
i RN i Share of profits of
associated companies - - - - 4 - 4
B %t A1 4 7 Profit before tax 3,521 1,311 430 1,327 671 - 7,260
JE A5 BR B A F Share of pre-tax profit 485% 18.1% 59% 18.3% 9.2% - 100.0%
BERN (T EE Operating profit excluding
BEBZS) inter-segment transactions 3,649 1,337 433 1,329 68 - 6816
*MEMEDZBER * Including in operating
BEXHEA expenses is depreciation/
amortisation of (53) (9) (1) (1) (66) - (130)
ZEFNEANA=+H At 30June 2004
BEE Total assets 140,417 42,376 75,152 222,498 22,115 - 502,558
BEE Total liabilities 327,788 72,671 24,605 18,538 18,928 - 462,530
BENFIRE Investments in associated
companies 90 1,075 - 470 468 - 2,103
HRNERFEL Capital expenditure incurred
during the period 35 6 1 1 15 - 58
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Notes (continued)

10 Segmental analysis (continued)

(FF) &EFEFIE) (a) By customer group (continued)
IE
& A 2R 17 Y& BRE
R BERT BEEK W 35 185 =X
Personal 27 Corporate & Inter-  EFTSIR
Financial Commercial Institutional ~ B1 &%  Eft%%  segment Total
Services  Banking  Banking Treasury Other  elimination restated
¥FRZEZ Half-year ended
ZEETmEF 31 December 2004
+ZA=+—H
WA R E Income and expenses
FF B Net interest income 2,912 706 337 848 177 - 4,980
TR B WA Net fee income 1,083 306 95 (10) 18 - 1,492
EREREFH Net earned insurance
premiums 2,346 128 - - - - 2474
Hofin & WA Other operating income 726 140 8 303 125 - 1,302
BEBRA Inter-segment income - - - - 161 (161) -
HME IR A Total operating income 7,067 1,280 440 1,141 481 (161) 10,248
RerEFERRE Net insurance claims
BEANBEE incurred and movement
in policyholder liabilities (2,199) (47) - - - - (2,246)
MER & FOR B R B R Net operating income
HitEERBRER before loan impairment
Al 2 FEERA releases and other
credit risk allowances 4,868 1,233 440 1,141 481 (161) 8,002
EXRERE R Loan impairment releases
HiEEE b AEH and other credit risk
allowances 2 15 14 - - - 31
EE L PN Net operating income 4,870 1,248 454 1,141 481 (161) 8,033
BEEST M Total operating expenses* (1,498)  (481) (42) (91)  (139) - (2,251)
BEBIH Inter-segment expenses (128) (3) (27) (3) - 161 -
EERR Operating profit 3,244 764 385 1,047 342 - 5782
ERETEER Profit on disposal of
SRIRE 2T tangible fixed assets and
financial investments - - - (4) 97 - 93
EAMEFEE Net surplus on property
revaluation - - - - 55 - 55
FE(LHE & RN FZ Share of profits of
associated companies 4 45 - 20 24 - 93
B 1 Bl Profit before tax 3,248 809 385 1,063 518 - 6,023
JEE 15 BR 5 B g ) Share of pre-tax profit 53.9% 13.4% 6.4% 17.7% 8.6% - 100.0%
XA Operating profit excluding
(TEREBEEBRS) inter-segment transactions 3,372 767 412 1,050 181 - 5,782
*HEMEERER * Including in operating
BEXHEA expenses is depreciation/
amortisation of (51) 9) (1) (1) (72) - (134)
—EENEF At 31 December 2004
+t=ZA=+—Af
BEE Total assets 142,592 46,712 77,353 256,368 23,963 - 546,988
BEE Total liabilities 353,076 77,712 25,150 21,553 27,721 - 505,212
BeENREE Investments in associated
companies 94 1,123 - 491 591 - 2,299
HRNEARRE Capital expenditure incurred
during the period 69 1M 1 1 8 - 90
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10 REDM(E) 10 Segmental analysis (continued)

(C) B EH 7 HE (b) By geographical region

wERESBEIENBAR2EZE  The geographical regions in this analysis are classified by the location of the principal
EMgRRTEEEREELEH  operations of the subsidiary companies or, in the case of the Bank itself, by the location

FEZBITRDITAEME S o of the branches responsible for reporting the results or advancing the funds.
¥FEREZ FEREZR FEREZE
g5 %3 ZZEEME ZEEmE
AA=+A AA=+A +=A=+-A

EF IR BT
Half-year ended Half-year ended Half-year ended
30 June 2005 30 June 2004 31 December 2004
restated restated
% % %
BEEWA Total Operating
income

o Hong Kong 9,441 920 8,863 92 9,310 97

EM Americas 962 9 731 7 863 8

HAh Other 96 1 51 1 75 1

10,499 100 9,645 100 10,248 100

PR 2 A1 35 7 Profit before tax

o Hong Kong 5877 83 6,524 90 5075 84

EM Americas 947 13 718 10 848 14

HAh Other 238 4 18 - 100 2

7,062 100 7,260 100 6,023 100

HRERMXZ Capital expenditure

incurred during
the period

o Hong Kong 81 84 55 95 88 98

EM Americas - - - - - -

Hit Other 16 16

97 100 58 100 90 100
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10 BRESWE) 10 Segmental analysis (continued)
(Z) B EE 55 (F) (b) By geographical region (continued)
ZEZRF —ZEENEFE ZEEME
~NA=1H NA=+H +=ZA=+—H
BHSR BT
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
% % %
BEE Total assets
&% Hong Kong 485,067 85 421,676 84 460,653 84
EM Americas 64,811 1 65,212 13 69,675 13
Hil Other 19,841 4 15,670 3 16,660 3

569,719 100 502,558 100 546,988 100

HWEE Total liabilities
BE Hong Kong 510,484 97 448,473 97 490,711 97
EM Americas 10,095 2 7,967 2 9,315 2
Hit Other 6,709 1 6,052 1 5,186 1
527,288 100 462,492 100 505,212 100
S EBEEREE Contingent
liabilities and

commitments

& Hong Kong 145,296 98 111,159 98 127,246 98
EM Americas - - 113 - - -
Hi Other 3,429 2 1,938 2 2,925 2

148,725 100 113,210 100 130,171 100
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11 Analysis of financial assets and liabilities by accounting treatment

The following matrix sets out the financial assets and liabilities by type and by accounting
treatment on adoption of HKAS 39. The related changes in accounting policies are set

out on page 75.

HATPHEE
AR
Fair value
through AR E B
EE profit Available  Amortised HaER
Trading or loss for sale cost Total
—EZRFXNA=1H At 30 June 2005
ERMEE Financial assets
EFReREHES Cash and short-term funds - - - 50,966 50,966
—MEAN Lz EBERAE Placings with banks
maturing after one month - - - 22,832 22,832
B % Treasury bills 1,843 - 4,604 - 6,447
FRE Certificates of deposit 1,017 190 30,614 1,124 32,945
REES Investment securities 10,952 3,553 149,373 7.236 171,114
TEemIA Derivatives financial
instruments 1,326 3 223 - 1,552
BEEEX Advances to customers - - - 260,512 260,512
cHaRE Financial liabilities
EELEE=N Deposits from banks - - - 34,753 34,753
BEEEX Customer accounts 7,475 - - 430,395 437,870
BHEREREMERES Certificates of deposit and
other debt securities
in issue 9,836 - - 11,158 20,994
BETEER Securities net short position 7,047 - - - 7,047
TEemIA Derivatives financial
instruments 1,243 23 591 - 1,857
HBREAGNEPZEE Liabilities to customers
under investment
contracts - - - 542 542
HRRENEFPZAE Liabilities to customers
under insurance
contracts - - - 11,558 11,558
BEBE Subordinated debts - 995 - 1,496 2,491
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M () Notes (continued)

12 REMARSEEIEZEER 12 Analysis of assets and liabilities by remaining maturity

EELM
THIEIH BT TR EFIRAMFE11A  The maturity analysis is based on the classification set out in the table for “Analysis of
ZIBestERA N2 Ec&®MEE  finandial assets and liabilities by accounting treatment” on note 11.

RREDHIMIR

ZEAKE  —FUEL
BUBsEIHE =B R UA 2—F EAF
Repayable  Less than Three  Oneyear  AFLI L
on three  months to to five  Over five Bz
demand months  one year years years Total
—EERFEANA=ZTH At 30 June 2005
BE Assets
EFReEEHRES Cash and short-term
funds 7,735 43,231 - - - 50,966
—EAANRE2ERTFRRE Placings with banks
maturing after one
month - 14,436 8,192 204 - 22,832
[E % Treasury bills - 3,869 2,578 - - 6,447
7% Certificates of deposit 59 5,285 10,798 15,514 1,289 32,945
BERES Investment securities - 9,498 26,189 119,437 15,990 171,114
eI A Derivatives financial
instruments - 1,552 - - - 1,552
BEFEM Advances to
customers 13,625 32,801 30,977 92,770 90,339 260,512
21,419 110,672 78,734 227,925 107,618 546,368
afE Liabilities
EEXEEA Deposits from banks 4,800 29,953 - - - 34,753
RPN Customer accounts 245,003 179,555 9,010 3,552 750 437,870
BHEREREMERSE S Certificates of deposit
and other debt
securities in issue - 278 3,392 16,638 686 20,994
eI A Derivatives financial
instruments - 1,857 - - - 1,857
BHETR Securities net short
position - 7,047 - - - 7,047
HIREANEPZ AR Liabilities to customers
under investment
contracts 542 - - - - 542
HREBENKPZAE Liabilities to customers
under insurance
contracts - - - - 11,558 11,558
‘EBE Subordinated debts - - - 995 1,496 2,491
250,345 218,690 12,402 21,185 14,490 517,112




13 EFREREHES

13 Cash and short-term funds

ZEERF ZETMEFE ZEETmE
ANA=+H ~NA=+H +ZA=1+—H
Ex 2700 Ex 2700
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
EFEeREMRAEAZER Cash in hand and balances with banks
Hih & gtk is and other financial institutions 7,816 5,946 7,248
REE—EANEEHZ Money at call and placings with banks
T BF R maturing within one month 43,150 56,267 57,597
50,966 62,213 64,845
14 BERSRBEZES 14 Trading securities
—ggrF  —FEMF  —FTTWF
AA=ZT1H NA=ZF+H +=ZHA=+—H
BT EX 277N
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
B4 Treasury bills 1,843 1,657 2,704
FRE Certificates of deposit 1,017 63 70
BE&E Equity investments 32 919 1,136
HMEBES Other debt securities 10,920 1,314 2,090
13,812 3,953 6,000
15 BEENAFEEHFAERIEZ 15 Financial assets designated as at fair value through profit or loss
CRMEE
—ggaF  -TEMF  -TEWF
~NA=+AH ~NA=+H +ZA=+—H
EX7277N EX7277N
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
7R E Certificates of deposit 190 - -
BREHE Equity investments 1,161 - -
HtEBEF Other debt securities 2,392 - -
3,743 - -

SRMEEDRFABRREEAATER
B ABEEN BREREHAER
ITETAEEES T - EXRERMTA
EENAAFEEFARGRBBK
RRIBE - FHIIRHIEE34[ S FBR]
N BEREFMEREEARTEE
iR NRERERAEARBZIAS
RBRESERMEE

Financial assets are designated as at fair value through profit and loss at inception, usually
together with the related liabilities or derivatives for economic hedge. The policy and
criteria for financial instruments designated as at fair value through profit or loss are set
out in note 34 “Accounting policies”. The figures also include those financial assets of
life insurance funds designated as at fair value for backing policyholder liabilities.
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16 EFEX 16 Advances to customers
(F)BEFE# (a) Advances to customers
ZETREF ZETMF ZEEmE
~NA=+H ~NA=Z+H +ZA=+—-H
BT EX 2700
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
REEREHE Gross advances to customers 261,713 247,615 252,564
B ELERE Loans impairment allowances:
o fERIFTE o individually assessed (733) (787) (692)
] o collectively assessed (468) (434) (319)
260,512 246,394 251,553
XFEFRRNERE Included in advances to customers are:
s EHER e trade bills 3,015 2,861 3,053
o EFUREER e |oans impairment allowances (12) (12) (8)
3,003 2,849 3,045
(Z) EFEF B EERF (b) Loans impairment allowances against advances to customers
#REFHE  Collectively assessed
1EI51K 6
1EFIEHE HEER Individual
Individually Portfolio unimpaired ABRE
assessed basis loans Total
—ZEERF—F—H At 1 January 2005 692 30 289 1,011
HA A 3 B Amounts written off (69) (84) - (153)
WEFFEMBRZER Recoveries of advances
written off in previous years 24 26 - 50
R E R IR IR New impairment allowances
charged to profit and
loss account 430 84 152 666
BEBEREZREERE Impairment allowances released
to profit and loss account (335) (29) - (364)
EXREBENRERR Unwind of discount of loans
impairment loss (9) - - 9)
ZEERFAA=THEH At 30 June 2005 733 27 441 1,201




16 BEFEX (&) 16 Advances to customers (continued)

(C)BEFEHREERE (1) (b) Loans impairment allowances against advances to customers (continued)
BEFTREEEEZEPERL R Total loans impairment allowances as a percentage of gross advances to customers are as
N follows:

—E2LF —TTNE ZETmF
ABZ+8  AA=1A +=A=1-A
Ex72nn Ex2nn
At 30 June At30June At 31 December
2005 2004 2004
restated restated
% % %
EFREER Loans impairment allowances
o fARIFTE e individually assessed 0.28 0.32 0.27
o MRAGHE e collectively assessed
o MAEM e portfolio basis 0.01 0.01 0.01
o ERIFRBEER e individually unimpaired loans 0.17 0.16 0.11
BEFORBELER Total loans impairment allowances 0.46 0.49 0.39
(A) BEFHEERRERE (c) Impaired loans and allowances
BEPREEHFHINOT : The amounts of impaired loans are as follows:
—egns —eEmE  —TENF
RNA=T1H ~NA=tH +ZA=1+—H
At 30 June At30June At 31 December
2005 2004 2004
BREER Gross impaired loans 1,946 3,434 1,793
BEIOREERS Loans impairment allowances (760) (818) (722)
BREERFE Net impaired loans 1,186 2,616 1,071
EFREEEY B Loans impairment allowances as a
BEERLE percentage of gross impaired loans 39.1% 23.8% 40.3%
BHEERHATPERLE Gross impaired loans as a
percentage of gross advances
to customers 0.7% 1.4% 0.7%

BPZREEREBRYUEREEE  Impaired loans are those advances where full repayment of principal and/or interest is
AeR/EMEZER  MEMER considered unlikely and are so classified as soon as such a situation becomes apparent.
RAEA R AR DE R EEZEE Impairment allowances are made to write down the carrying value of the advances to
MEEETIREEBERHEMETA  the discounted value of future recoverable amounts, including the realisation of collateral.
WEIEHE 2 MRE (B EERR 2

B) 2R ETE -
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Notes (continued)

16 EFER (8) 16 Advances to customers (continued)
(T)EBBZEFEH (d) Overdue advances to customers
Baf=@ANLZEFEFNREY  The amounts of advances to customers which are overdue for more than three months
BEPERZELEMT : and their expression as a percentage of gross advances to customers are as follows:
—gens —rems —remE
~NA=1A NA=T1H +=—A=+—H
BT EZ /27N
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
% % %
BEFEFzASEFEEHBE © Gross advances to
customers which have
been overdue with
respect to either
principal or interest
for periods of:
=@ANREZENEA e six months or less but
over three months 500 0.2 715 0.3 587 0.2
NERKNEE—5F e one year or less but
over six months 224 0.1 378 0.1 304 0.1
o —FpE ® Qver one year 423 0.1 507 0.2 430 0.2
1,147 0.4 1,600 0.6 1,321 0.5

ERmIBAZER  BEREHF
EBEH  TRERDAEE 87
EBHEE - TS/ BEEZER
FHP—RERBE  MRBRDE
FE*MWWQ%ﬁEOw%ﬂ%Z
B3 BEMERAREETEM
BERAKRZERES  SERDHR
HIEFRAEBAARERSE - MUE
MBERB L IABEHRE - ylER
HIRTE o

Advances with a specific repayment date are classified as overdue when the principal or
interest is overdue and remains unpaid at the period-end. Advances repayable by regular
instalments are treated as overdue when an instalment payment is overdue and remains
unpaid at the period-end. Advances repayable on demand are classified as overdue either
when a demand for repayment has been served on the borrower but repayment has not
been made in accordance with the demand notice, or when the advances have remained
continuously outside the approved limit advised to the borrower for more than the

overdue period in question.



16 BEFEX (&)

(k) EZZEFE#
ERVEFEFREHBEFER Y
&M

16 Advances to customers (continued)

(e) Rescheduled advances to customers

The amount of rescheduled advances and its expression as a percentage of gross advances
to customers are as follows:

ZEEREF ZETmF ZEFTmE
~NA=+H ~NA=+H +=A=+—H
2 2770 2 2770
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
% % %
ERIEFER Rescheduled advances
to customers 357 0.1 2,621 1.1 1,512 0.6

BEZEFPERDRAEFPHBALEM
BAREIEEGREZEN - EBE
FIEFRFRERES  YHEBH
ZERENRTERRBHES - HE
PHEBBRERZKHERENAE
TZER%  ATBIRERER -
EREFPEREERENGERNE
M=—ANLE IR Ca
ZEPEFIER -

(R) EFEHZHESEH
EPER MBS BNKREFME
2R &5t REREE CRERM
BE - E—RERT BERHER
AFEMEERZEF  ARRER
ERRAZFESR - R-_FTRF
NAZTR AREBRASZNT
ZERPERRBBZREEREDY
EXBEANRETEHNRER(BR-F
FOERAZTRAR-FTNE+ =
A=+—HER) -

Rescheduled advances are those which have been rescheduled or renegotiated for reasons
related to the borrower’s financial difficulties. This will normally involve the granting of
concession terms and resetting the overdue account to non-overdue status. A rescheduled
advance will continue to be disclosed as such unless the debt has been performing in
accordance with the rescheduled terms for a period of six to 12 months. Rescheduled
advances which have been overdue for more than three months under the rescheduled
terms are reported as overdue advances to customers.

(f) Segmental analysis of advances to customers by geographical area

Advances to customers by geographical area are classified according to the location of
the counterparties after taking into account the transfer of risk. In general, risk transfer
applies when an advance is guaranteed by a party located in an area which is different
from that of the counterparty. At 30 June 2005, over 90% of the Group's advances to
customers and the related impaired loans and overdue advances were classified under
the area of Hong Kong (unchanged from the positions at 30 June 2004 and 31 December
2004).
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16 EFER (8) 16 Advances to customers (continued)
(F)BEFERZTEDE (9) Gross advances to customers by industry sector
ZREBSHEERZITENBERE  The analysis of gross advances to customers by industry sector based on categories and
BLBEPEFRATHIEAT definitions used by the Hong Kong Monetary Authority is as follows:
ZEERF —TETNE —TETmE
~NA=1A ~NA=+H +ZR=+—H
BT BHR
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
EERGRAZEFENAE Gross advances to customers
for use in Hong Kong
T BERSRE Industrial, commercial and
financial sectors
s MEERE e property development 15,048 13,909 12,818
s MEKRE e property investment 41,986 39,960 44,732
o SEIMPE e financial concerns 4,399 4,819 3,996
s RELHLR e stockbrokers 298 372 314
e MBRTEX e wholesale and retail trade 5,244 5,107 5,460
o BUEHE e manufacturing 7,770 3,733 4,384
s BHREHRE e transport and transport equipment 12,080 11,416 11,173
o HAt e other 23,535 20,392 22,010
110,360 99,708 104,887
8 A Individuals
s BE[EEREEE - e advances for the purchase of
(RAZEEREFE] R flats under the Government Home
[HEEEENEI2E Ownership Scheme, Private Sector
TRBER Participation Scheme and Tenants
Purchase Scheme 24,713 28,177 26,386
s BEHMAEMEZRIBER e advances for the purchase of
other residential properties 81,545 80,740 79,987
s EARER e credit card advances 6,583 5,508 6,534
o Hit e other 7,385 7,435 7,122
120,226 121,860 120,029
EEAGRACERAE Total gross advances for use
in Hong Kong 230,586 221,568 224,916
E5®E Trade finance 16,910 15,807 15,539
EERBUNERZER Gross advances for use outside
Hong Kong 14,217 10,240 12,109
EFENAE Gross advances to customers 261,713 247,615 252,564




17 ¢RKREEE

17 Financial investments

—genf —TEmE —FEmE
~NA=Z+H NA=+H +=-A=+—H
BT BT
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated

ARAFEENRZAMEHEREEE  Available-for-sale at fair value
e REKE e equity investments 1,560 1,484 1,838

s FTRERHEMEBE S e certificates of deposit and

other debt securities 183,030 - -

SEHRCCHFENAEBES Held-to-maturity at amortised
cost debt securities 8,361 160,634 181,100
192,951 162,118 182,938

RHEHREBREFCATEE Fair value of held-to-maturity
debt securities 8,818 160,796 182,577
B % Treasury bills 4,604 3,715 3,923
FHE Certificates of deposit 31,738 33,295 35,393
rE Equity shares 1,560 1,484 1,838
BB E S Debt securities 155,049 123,624 141,784
192,951 162,118 182,938

AfHEZREFABREESR X
& Eﬁﬂfﬁ nm%&ﬂx%*ﬁ%ﬁlﬁz
FERES m%f&%ﬁq ° —Jﬁi\ﬁ%
ZEREBBE DU ATEBIER  mA
TEEZHMES 2 BN RERE
wiEEAER

E%ﬁZTﬁmﬁM%%ﬁ$ﬂ
CWEE R BBARRE R
ﬁEZ%%&ﬁEZE%°

$EIEA_77£¢ A—BR&RH
BEGERE35  YEEHMKE
S 53@;%21 S BEAFDBRABRHE
REBE  EBDASRRESEAS
RIBRSN « W AR AKREEERE
BeRNEER BRI -

Available-for-sale investments include treasury bills, certificates of deposit, other debt
securities and equity investments 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 investments are carried at fair value with the gains and
losses from change in fair value recognised through equity reserves.

Held-to-maturity debt securities are stated at amortised cost, adjusted for the amortisation
of premiums and accretion of discounts over the period from the date of purchase to the
date of maturity.

On adoption of HKAS 39 on 1 January 2005, the Group has reclassified all held-to-
maturity debt securities as available-for-sale, with the exception of certain life insurance
fund portfolios. This is to maintain the flexibility of the Group in managing its liquidity
and interest rate risks.
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18 BRAEFZBRITHBR LTI
vl

18 Analysis of securities by counterparty and place of listing

—ETnfF ZETNE —ETNE
AB=+A  XA=tA +-A=+-A
BT Ex727nn
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
HIERSREZE S Trading securities 13,812 3,953 6,000
EENAFEEFAERZERZ Financial assets designated as
TREE at fair value through profit or loss 3,743 - -
CRERE Financial investments 192,951 162,118 182,938
210,506 166,071 188,938
REEE At carrying value
HARBERT: Issued by public bodies:
o PREFT R A RIRIT * central governments and
central banks 25,157 19,840 24,161
o Hih AT e other public sector entities 12,664 11,535 13,934
37,821 31,375 38,095
BEMBEET: Issued by other bodies:
s A¥REMSEKE e banks and other financial institutions 151,264 112,859 128,129
o N e corporate entities 21,421 21,837 22,714
172,685 134,696 150,843
210,506 166,071 188,938
s EERB L™ e listed in Hong Kong 7,429 6,814 8,069
o EHEBUIMIE LT e listed outside Hong Kong 2,366 26,854 29,000
9,795 33,668 37,069
e LT e unlisted 200,711 132,403 151,869
210,506 166,071 188,938
N EE At fair value
HAEBERT: Issued by public bodies:
o HRBF R RFET e central governments and
central banks 25,172 19,791 24,435
o Hibh N HEHE e other public sector entities 12,680 11,739 14,371
37,852 31,530 38,806
B g B AT Issued by other bodies:
e AERHMSBMKE e banks and other financial institutions 151,689 112,854 128,722
o N e corporate entities 21,422 21,849 22,887
173,111 134,703 151,609
210,963 166,233 190,415
o EEBLD « listed in Hong Kong 7,433 6,801 8,176
o EHEBUIMIE LT e listed outside Hong Kong 2,404 26,845 29,023
9,837 33,646 37,199
e LT e unlisted 201,126 132,587 153,216
210,963 166,233 190,415




19 FREBERAARATRHA
BAE

WREE  SFSERERERAT

RRASRHBARERERNEAEE

BEENZAERAEET  £AH

T -

19 Amounts due from/to immediate holding company and fellow subsidiary

companies

At balance sheet dates, the amounts due from/to immediate holding company and fellow
subsidiary companies included in the assets and liabilities balances of the consolidated

balance sheets are analysed as follows:

—ggrF  —FTIWF  —FTIWF
ANA=+AH ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2005 2004 2004
#EFIEE - Amounts due from:
EFReREHRAZE Cash in hand and balances with banks
REME BBE and other financial institutions 1,013 1,588 1,227
el iP ey dEIES Placings with banks 4,619 3,222 2,416
BIERGREZES Trading securities 50 - 154
BEEARATBEFABREERZ Financial assets designated as at fair
EREE value through profit or loss 155 - -
TRIEE Financial investments 1,236 1,557 1,574
Hih&E Other assets 228 248 224
7,301 6,615 5,595
#RIER - Amounts due to:
BEEHER Customer accounts 136 147 165
CEXEEN Deposits from banks 9,946 7,002 3,301
HigE Other liabilities 770 381 465
10,852 7,530 3,931
20 BELQRRE 20 Investments in associated companies
—ggrE  —FEWE  —FENF
~NA=1A ~NA=+H +ZA=1+—H
EX7277N EX7277N
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
EiEHENRFEE Share of net assets 2,138 2,103 1,988
P a Goodwill 311 - 311
2,449 2,103 2,299
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21 EBVEE 21 Intangible assets
—ETRF —EETNF —ETNF
AB=1A AA=+A  +=A=+-8
BT EZ 270N
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
FHRBREBERREEE Value of in-force long-term
assurance business 1,409 1,128 1,249
Hmy EE Other intangible assets 17 18 17
1,426 1,146 1,266
22 HiEE 22 Other assets
—EZLF ZEEmFE ZEETmFE
AB=T1A AA=+A  +ZA=+-H
BT EZ 270N
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
BEEE EIKERE Items in the course of collection
from other banks 3,858 4,235 4,456
T RS s Prepayments and accrued income 3,328 2,873 3,029
EEHIBEE Deferred tax assets 7 17 11
BEERDEE Non current assets held for sale 237 385 320
HMERIA Other accounts 1,574 2,056 2,164
9,004 9,566 9,980

BERGK 2 EBFHREELES  On adoption of HKFRS 5, repossessed collateral assets have been reclassified from
5 WEEABEDHIEFPERIE  “Advances to customers” to “Non current assets held for sale” under “Other assets”.
HoBAIEMEE]ETZFEE

TEEE] -



23 AR FEREMEX

23 Current, savings and other deposit accounts

—ggaF  -TEMF  —FEOF
ANA=+AH NA=+H +ZA=+—H
Ex72nn Ex 2700
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
AR BERHEMER: Current, savings and
other deposit accounts:
s RIBGAEERER * as per consolidated balance sheet 430,395 418,638 447,460
AR GERETCRBEZ e structured deposits reported
BEEEFR as trading liabilities 7,475 - -
437,870 418,638 447,460
A By type:
o BAIRARGTR ¢ demand and current accounts 29,583 33,183 36,148
o HETHK ® savings accounts 212,344 231,135 251,192
o THINE MK e time and other deposits 195,943 154,320 160,120
437,870 418,638 447,460
24 BUHFRBREMERES 24 Certificates of deposit and other debt securities in issue
—ggaF  -TEMF  —FEOF
ANA=+H NA=+H +ZA=+—H
BT BT
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
BHEREREMERES Certificates of deposit and
other debt securities in issue:
s RIBGAEEBREER * as per consolidated balance sheet 11,158 9,807 16,055
cFAERSERTZABEZ e structured certificates of deposit and
BRABUEGTHER other debt securities in issue
HE®ES reported as trading liabilities 9,836 - -
20,994 9,807 16,055
A By type:
o BHHFHRE * certificates of deposit in issue 20,839 9,807 15,409
o BHEMEBEBRES * other debt securities in issue 155 - 646
20,994 9,807 16,055
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25 RERETZEE 25 Trading liabilities

—EERF ZEEmE ZEEmE
~NE=+AH ~NA=+H +ZA=+—H
BHIIR BT
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated

BHEFAEREMELES Certificates of deposit and
other debt securities in issue 9,836 - -
‘BTN Structured deposits 7,475 - -
BEER Short positions in securities 7,047 2,657 5,840
24,358 2,657 5,840

RHGEBE T2 AERERTEFRKA  Trading liabilities includes customer deposits and certificates of deposit with embedded
SHIREZFHE  SEMITETER - options or other derivatives, the market risk of which was managed in the trading book.
HigmEnEERMAER -

26 HitBE 26 Other liabilities
—ETRF ZETMF ZETMEF
~NBE=+AH ~NA=+H +ZA=+—H
EZ27un Ex727nn
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
REEERMNRE ltems in the course of transmission
to other banks 5,629 5,162 6,136
J?E?‘Hﬁlﬁ Accruals 1,124 1,703 2,303
RERESEARRZZ Long-term liabilities attributable
RERBEAE to policyholders - 6,342 8,291
Hihas Other 1,113 1,988 4,252
7,866 15,195 20,982
27 #EEE 27 Subordinated liabilities
—genF  —FFME  —FEAE
~NB=T1A NA=Z+H +=ZA=+-—H
At 30 June At 30 June At 31 December
2005 2004 2004
RZZE-RFIHZZERARES  Floating rate subordinated
notes due 2015 1,496 - -
RZZE—RFE JHH%ET‘%EE'\%ZZ% 4.125 per cent subordinated
WE-——hAZ2ARBEHREENR notes due 2015 reported as
NFEEFABERZEBAERE)  financial liabilities designated as at
fair value through profit or loss 995 - -
2,491 - -




28 RRES 28 Shareholders’ funds
—EEREF —EEMEF —EFmF
~NA=1H NAZ+H +ZHA=+—H
BT BHIT
At 30 June At 30 June At 31 December
2005 2004 2004
restated restated
N Share capital 9,559 9,559 9,559
R E & 7 Retained profits 26,222 24,293 23,854
MEEHFERE Premises revaluation reserve 3,387 2,615 2,778
RERERESHFHE Long-term equity investment
revaluation reserve - 635 935
REeEREEHEB Cash flow hedge reserve (256) - -
AHREERE#HE Available-for-sale investment reserve 294 - -
EXEEFERBERR Capital redemption and
share option reserves 193 137 165
H R Other reserves ) - -
BIEE Total reserves 29,838 27,680 27,732
39,397 37,239 37,291
BRRE Proposed dividends 2,103 2,103 3,633
BRES Shareholders’ funds 41,500 39,342 40,924
THRREESBHRE Return on average shareholders’ funds 29.7% 32.0% 25.2%
BRZZTTRFANRET2AMES  Save for the issuance of subordinated notes in June 2005, during the six months ended

S BE-TEREAA—SADA
BAK - KT EAHE AT S
B AERBOAGT LRS-

30 June 2005, there was no purchase, sale or redemption by the Bank, or any of its
subsidiaries, of the Bank’s listed securities.
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29 EXRER
ERERLERMNEEEDT

29 Capital resources management

Analysis of capital base and risk-weighted assets

ZEZEF ZEEME ZEEME
~NA=1AH NA=Z+H +ZA=+—H
At 30 June At 30 June At 31 December
2005 2004 2004
ERER Capital base
F—RENR Tier 1 capital
o AR e share capital 9,559 9,559 9,559
o [REEF o retained profits 21,829 21,193 20,560
o AERE o classified as regulatory reserve (468) - -
e EXBEOFMA e capital redemption reserve 99 99 99
o R A e |ess : goodwill (311) (311) (302)
A& e total 30,708 30,540 29,916
E-RAER Tier 2 capital
s MEBMMFEE e property revaluation reserve 4,710 4,965 5,322
s MIHHERBERRESMHRE * available-for-sale investment and
equity revaluation reserve 350 422 625
o IRARMEEE e collective impairment allowances 468 403 289
o EERME e regulatory reserve 468 - -
o HEIRLES e term subordinated debt 2,491 - -
o 55t e total 8,487 5,790 6,236
HBERGEEFEZRER Unconsolidated investments and
Hin18 B other deductions (2,871) (2,606) (2,829)
BERE Total capital base after deductions 36,324 33,724 33,323
B miEE E Risk-weighted assets
EEBERNA On-balance sheet 276,339 245,792 259,429
BEBBRN Off-balance sheet 17,698 15,591 16,577
BRI NEEE Total risk-weighted assets 294,037 261,383 276,006
BEMISER < 8RR Total risk-weighted assets adjusted for
MEEE market risk 292,331 263,236 277,029
ERFRILE Capital adequacy ratios
e ETSERE After adjusting for market risk
o E—MMpEx o tier 1% 10.5% 11.6% 10.8%
o MK e total * 12.4% 12.8% 12.0%
RPETE AR Before adjusting for market risk
o E—ME o tier 1 10.4% 11.7% 10.8%
o MLLE e total 12.4% 12.9% 12.1%

* BAUECREEECBEERZESE

BEFMABEESGRTSER

* The capital ratios take into account market risks in accordance with the relevant Hong Kong
Monetary Authority quideline under the Supervisory Policy Manual.




29 BXRE®E(E)

RESACHEERIFEMRE AT
FRERIE RS 2 B AR RIRE
ERTEEMcTEBI2BBIES K
TRERNE BT ERERE - 2
RRBRAFRE DEERHE WD E
RAATTZEGEREEHEREREZR

29 Capital resources management (continued)

In accordance with the HKMA guideline “Impact of the New Hong Kong Accounting
Standards on Authorised Institutions’ Capital Base and Regulatory Reporting”, the Bank
has earmarked a “Regulatory Reserve” from retained profits and it is included as tier 2
capital together with the Bank’s collective impairment allowances after the adoption of

HKAS 39.

30 ABESHLE
REBEBBRITREGHIM R 2 ZERIG
B HAZFORPESHER

30 Liquidity ratio

The average liquidity ratio for the period, calculated in accordance with the Fourth
Schedule of the Hong Kong Banking Ordinance, is as follows:

FELED FFER/ER FERHER
—EZRF —ETEMEF —EEWEF
~NA=+tH NA=+H +ZFA=+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
AITREBERTEBZTE The Bank and its major banking
L= ING) subsidiaries 43.6% 48.1% 46.3%
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31 BEREHER

(F) EXBFEREERZE 2 FH

31 Reconciliation of cash flow statement

(a) Reconciliation of operating profit to net cash flow from operating activities

EREHEE
¥FEREZE FFRHER
ZEZRF ZZEEME
NA=1H NA=T+H
BT
Half-year Half-year
ended ended
30 June 30 June
2005 2004
restated
BE A Operating profit 5,632 6,816
FF B UA Net interest income (5,264) (4,715)
H’L A Dividend income (37) (76)
EORE (B2 8) /o # & Loans impairment charges/(releases) and
H A0 {5 B 8 2 other credit risk allowances 302 (746)
we Depreciation 135 126
mEEE Amortisation of intangible assets 4 4
REBRE 2 HH Amortisation of long-term investments 8 241
R Bl 1% 2 B MR E R Advances written off net of recoveries (112) (391)
U Bl 7 2, Interest received 5,091 4,592
B4R 8 Interest paid (2,537) (1,161)
EEECHBA ZEERF Operating profit before changes
in working capital 3,222 4,690
—BANLE B ERAZEZE Change in placings with banks maturing
after one month (5,350) 14,822
Hf’EX%ﬁHﬁZ EhE Change in trading securities 3,132 52
BENRATFEEFAERER Change in financial assets designated as at fair value
ZirﬂlééZﬁ@J through profit or loss 299 -
TETAEZ#E Change in derivatives (167) 76
REERZE#E Change in advances to customers (8,856) (16,297)
CREECE Change in financial investments 1,277 (1,497)
HimEE 228 Change in other assets (171) (1,520)
TR BEREMGERZE Change in current, savings and other deposit accounts (9,789) (13,509)
RAETFRIE Change in deposits from banks 22,804 10,090
REEETZRBZE Change in trading liabilities 7,817 1,143
BHEREREMERESF & Change in certificates of deposit and
other debt securities in issue (1,454) 1,920
/\1@121?2":@) Change in other liabilities (731) (675)
BENATREEFAEREZ Change in financial liabilities designated as at fair value
imﬁl%ia through profit or loss 1 -
MBRMmEEENEMIERSER Elimination of exchange differences and
other non-cash items (1,094) 1,743
REEELTHEEZRS Cash generated from operating activities 10,938 1,038
BEFRRK Taxation paid (222) (212)
REEETBC2HEERATHE Net cash inflow from operating activities 10,716 826




31 BEREYHERERE)
(C)B2RERMBELELZH I

31 Reconciliation of cash flow statement (continued)
(b) Analysis of the balances of cash and cash equivalents

—gFrF  —2THF
~NA=+H NA=T1H
EZ 21V
At 30 June At 30 June
2005 2004
restated
EGREREFHRAE Cash in hand and balances with banks and

K H A B other financial institutions 7,816 5,945

REE—EANEEHZ Money at call and placings with banks maturing
ol P ey RIS within one month 41,614 55,865
E% Treasury bills 1,033 641
FE Certificates of deposit 2 1,069
50,465 63,520

32 REEHK  RERTEIR
BHEE EEZHESH

32 Contingent liabilities, commitments and derivatives

Contract amount, credit equivalent amount and risk-weighted amount

RERBMESSE
EEZ B B
HE2H MELE
By ikl Credit Risk-
Contract equivalent weighted
amount amount amount
—EERFEANA=TH At 30 June 2005
REEE Contingent liabilities:
R Guarantees 13,343 13,112 3,336
AE Commitments:
ERABREHEZHERS Documentary credits and short-term
trade-related transactions 8,845 1,782 1,764
AEPHAZEANEREF - Undrawn formal standby facilities,
EEEREMBEER credit lines and other
commitments to lend:
o —FUT e under one year 100,918 - -
o —FRIALE e one year and over 25,593 12,796 11,770
Hi Other 26 26 26
135,382 14,604 13,560
EEEH Exchange rate contracts:
BB RREIINER 5 Spot and forward foreign exchange 131,827 1,346 341
HitEXEH Other exchange rate contracts 35,916 382 118
167,743 1,728 459
MNEEH Interest rate contracts:
Fl =45 A Interest rate swaps 169,762 1,476 406
HMFEEH Other interest rate contracts 1,669 8 3
171,431 1,484 409
HifTETREN Other derivative contracts 311 17 9
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32 HEEH  RERTEIA(#E) 32 Contingent liabilities, commitments and derivatives (continued)

EHEHE FEZHESH Contract amount, credit equivalent amount and risk-weighted amount (continued)
RERBMESZEE)
EEZ el
HELHE MELE
EY ikl Credit Risk-
Contract equivalent weighted
amount amount amount
ZEEMFENA=1H At 30 June 2004
SEEE Contingent liabilities:
2R Guarantees 10,905 10,641 3,580
AE Commitments:
EREREHESHERS Documentary credits and short-term
trade-related transactions 9,392 1,878 1,873
KB ERXERER - Undrawn formal standby facilities,
=B N E M R credit lines and other
commitments to lend:
o —FNT e under one year 72,099 - -
o —FEREE e one year and over 20,649 10,324 9,382
Hit Other 165 165 74
102,305 12,367 11,329
EEEH Exchange rate contracts:
Bl R B HIONER 5 Spot and forward foreign exchange 76,742 762 220
HMEXREH Other exchange rate contracts 29,534 372 123
106,276 1,134 343
MNEEH Interest rate contracts:
7| = 5 Hj Interest rate swaps 119,216 1,364 316
HMFEEH Other interest rate contracts 6,576 64 28
125,792 1,428 344
HtfTETAEEH Other derivative contracts 36 3 1




32 FHEEE  RERTEIARE)
BHEHE EEZHELHE

32 Contingent liabilities, commitments and derivatives (continued)

Contract amount, credit equivalent amount and risk-weighted amount (continued)

RERMESEEE)
gH2 A%
HE2H MELE
EY ikl Credit Risk-
Contract equivalent weighted
amount amount amount
—EENES=-A=1+—H At 31 December 2004
REEE Contingent liabilities:
ER Guarantees 10,722 10,447 3,501
AEE Commitments:
EREREHEIRERS Documentary credits and short-term
trade-related transactions 9,020 1,844 1,805
AEAZEXNEREF - Undrawn formal standby facilities,
EEEREMBEER credit lines and other
commitments to lend:
o —FLT e under one year 86,714 - -
o —FREE e one year and over 23,677 11,839 10,460
HAh Other 38 38 38
119,449 13,721 12,303
EEEH Exchange rate contracts:
BB RREIINER 5 Spot and forward foreign exchange 138,269 1,066 298
HEXRGH Other exchange rate contracts 23,158 323 106
161,427 1,389 404
MNEEH Interest rate contracts:
F = i5 HY Interest rate swaps 120,603 1,421 347
HMFEEH Other interest rate contracts 5,067 15 6
125,670 1,436 353
HtT£ETEEH Other derivative contracts 1,373 46 23
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Notes (continued)

32 Contingent liabilities, commitments and derivatives (continued)
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% to 100% for contingent liabilities and commitments, and from 0% to
50% 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.



32 HEEHK RERTEIA#E) 32 Contingent liabilities, commitments and derivatives (continued)

BHTHE SEZHELH Contract amount, credit equivalent amount and risk-weighted amount (continued)
RERMESEEE)

TTHESRMTANSAEEEERS - I Derivatives financial instruments are held for trading, as financial instruments designated

EREENRFEERFABZEZSL  as at the fair value through profit or loss or designated as either fair value hedge or

BTASEEUAFEELE FkHEL cash flow hedges. The accounting policies for each class of derivatives on adoption of

TEHTR c BERMBBSIESE  HKAS 39 are set out in note 34 “Accounting policies”. The following table shows the

3R OTET A - # 7 RHFE34[€  nominal value and marked-to-market assets and liabilities of each class of derivatives.

FEEIA - BEMTETIAZENS

BEhETESEMH EEREEFIIW

T
25 —EEmE ZEEmE
~A=1H NA=TH +ZA=+-H
At 30 June At 30 June At 31 December
2005 2004 2004
BEER% YwHE% EHERp FEERE HERY FEERR
Trading  Hedging Trading  Non-trading Trading ~ Non-trading
ANeE: Contract amounts:
MEEH Interest rate contracts 103,968 67,463 48,677 77,115 54,755 70,915
EXAH Exchange rate contracts 163,743 - 105,965 311 161,117 310
HMETIARY Other derivative contracts 311 - 36 - 1,373 -
268,022 67,463 154,678 77426 217,245 71,225
TETEEE: Derivative assets:
FZEEH Interest rate contracts 675 223 514 - 519 -
EXaH Exchange rate contracts 647 - 693 - 1,160 -
HMETIARY Other derivative contracts 7 - 2 - 5 -
1,329 223 1,209 - 1,684 -
fTETEARE: Derivative liabilities:
MEEH Interest rate contracts 847 591 524 - 477 -
EXaH Exchange rate contracts 412 - 437 - 79 -
HMETIARY Other derivative contracts 7 - - - - -
1,266 591 961 - 1,273 -

EMTETEBEDNTETIEAKNIE  The above derivative assets, being the total positive mark-to-market value of the derivative
MEEHEATHEZEBERRERZ contracts and represent their replacement costs as none of these contracts are subject to
FARMEERA  MZEAHIWE  any bilateral netting arrangement.

EMEEFREE s TH -
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33 BHERE
BEREESERERERER /1T
THREXEHEBZETIE  Z& -
AT BEZEMEMAEREST
ARBELLRNEEZETH S HBH
AEFIE - ERSBEREKBRHHTF
FrEz e @ St REBRESEERR
melE - AERZERAFMELES
ERRSGHFHEZHE @ BIRKRE
BERERAZHELE - EBRITR
CREBZHTERE  ERBBER
EERTAEBEB 2 BITED
B o AR BRI S R EBRER
BIEBEREREEEE D 2 THIIUN LY
BREBEFINOT -

33 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, the 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% or more of the aggregate cross
border claims are shown as follows:

BT R
[ % KA A REWE
SR Sovereign

Banks & other & public
financial sector p=8ii A&
institutions entities Other Total
—EERFANA=FH At 30 June 2005
TEREEBERN Asia-Pacific excluding
HEAR : Hong Kong:
o BN o Australia 25,194 61 954 26,209
o Hith e other 27,760 1,600 6,197 35,557
52,954 1,661 7,151 61,766
=M The Americas:
o MNEX e Canada 19,011 4,599 1,571 25,181
o Hith e other 13,396 2,601 10,882 26,879
32,407 7,200 12,453 52,060
i Western Europe:
o [ e United Kingdom 25,206 15 6,897 32,118
o Hith e other 79,498 2,577 6,757 88,832
104,704 2,592 13,654 120,950



33 BEEEE)

33 Cross-border claims (continued)

B R
RRRAM — AERE
SEKE Sovereign
Banks & other & public
financial sector Efth BF
institutions entities Other Total
—EFEMFENA=Z+H At 30 June 2004 (restated)
(Z#3F)
TREEBERN Asia-Pacific excluding
MBAR : Hong Kong:
o SN e Australia 19,187 214 1,063 20,464
o Hity e other 22,489 1,264 6,638 30,391
41,676 1,478 7,701 50,855
EY The Americas:
e NEKX e Canada 17,502 6,009 803 24,314
o Hity e other 10,058 4,658 10,963 25,679
27,560 10,667 11,766 49,993
B Western Europe:
o [ e United Kingdom 21,508 16 5,911 27,435
o Hity e other 59,735 2,271 4,818 66,824
81,243 2,287 10,729 94,259
—EFENFF-A=+—H At 31 December 2004 (restated)
(E#37)
TEEEBERN Asia-Pacific excluding
MEAR : Hong Kong:
o SR e Australia 22,023 62 1,223 23,308
o Hith e other 26,303 1,530 5,448 33,281
48,326 1,592 6,671 56,589
EY I The Americas:
o MEKXR e Canada 19,748 4,957 1,566 26,271
o Hith e other 11,326 3,236 10,344 24,906
31,074 8,193 11,910 51,177
(i Western Europe:
o HE e United Kingdom 24,412 16 5,969 30,397
o Hith e other 79,577 2,096 6,388 88,061
103,989 2,112 12,357 118,458
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34 Accounting policies

This interim report has been prepared on a basis consistent with the accounting policies
adopted in the 2004 financial statements except for the changes in accounting policies
following the adoption on 1 January 2005 of the new and revised Hong Kong Financial
Reporting Standards and Hong Kong Accounting Standards (“HKFRSs") as set out below.

HKFRS 2 : Share-Based Payments (“HKFRS 2")

In prior years, no compensation cost was recognised for share options granted at fair
value or not more than 20% discount to fair value. For restricted share awards, the cost
for acquisition of shares for the conditional award was charged to “Staff costs” over the
period in respect of which the performance condition applied.

On adoption of HKFRS 2, all share compensations are recognised at fair value which
takes into account the vesting conditions related to market performance. Compensation
cost is measured at the date of grant based on the assessed value of the option or award
and is recognised over the service period, which is usually the vesting period, as part of
“Personnel cost”. Where the options were granted by the Bank’s ultimate holding
company without charging the Bank for the value of the option, the value was credited
to equity reserves.

The change in accounting policy has been applied retrospectively by way of prior year
adjustment and restatement of comparative figures for 2004. The amortised cost of
share compensation of HK$66 million at 31 December 2004 (30 June 2004: HK$38
million) was adjusted to retained profits. The personnel costs for the first and second
halves of 2004 have been restated to recognise the share compensation cost of HK$19
million and HK$28 million attributable to the periods respectively. Share compensation
cost for the first half of 2005 amounting to HK$28 million was recognised through the
profit and loss account.
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34 Accounting policies (continued)
HKFRS 3 : Business Combinations (“HKFRS 3”)

In prior years, positive goodwill arising from the acquisition of subsidiary and associated
companies was amortised over its estimated life, usually taken as 20 years, on a straight-
line basis in the profit and loss account.

On adoption of HKFRS 3, positive goodwill is not amortised but is tested for impairment
at each balance sheet date at the cash-generating unit level by applying a fair-value-
based test in accordance with HKAS 36 “Impairment of Assets”.

The accounting policy on goodwill is applied retrospectively by way of prior year
adjustment and restatement of comparative figures for 2004. The positive goodwill at 31
December 2004 is restated to reverse all amortisation made prior to that date (HK$9
million) with a corresponding adjustment through retained profit at 31 December 2004.
The operating profit for the second half of 2004 is adjusted upwards by HK$9 million to
reverse the goodwill amortisation for the period (first half of 2004: nil). No impairment
loss has been recognised for the first half of 2005.

HKFRS 4 : Insurance Contracts (“HKFRS 4”)

In prior years, all contracts of insurance business, including investment-linked contracts
were accounted as insurance contracts.

On adoption of HKFRS 4, certain long-term insurance contracts which do not transfer
significant insurance risks are treated as investment contracts. The financial assets held
under these investment contracts are accounted based on their classification in
accordance with HKAS 39 as described below. Liabilities under insurance contract are
recognised as financial and carried at valuation. No restatement of 2004 comparative
figures is required.
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Notes (continued)

34 Accounting policies (continued)
HKFRS 5 : Non-Current Assets Held for Sale and Discontinued Operations
(“HKFRS 5”)

In prior years, collateral assets repossessed for recovery of non-performing advances were
reported as advances. The carrying value was adjusted to the net realisable value of the
repossessed assets and classified as non-performing advances.

On adoption of HKFRS 5, repossessed collateral assets are reported as “Non-current
assets held for sale” under “Other assets”.

The change in accounting policy has been applied retrospectively and reflected by way of
prior year adjustment and the restatement of comparative figures for 2004. At 31
December 2004, repossessed assets of HK$320 million were reclassified from “Customer
advances” to “Non-current assets held for sale” (30 June 2004: HK$385 million). Gains
on disposal of HK$18 million and HK$19 million for the first and second halves of 2004
respectively were re-classified from “Net charge for bad and doubtful debts” to “Other
operating income”. Gains on disposal of HK$9 million for the first half of 2005 were
recorded under “Other operating income”.

HKAS 17 : Leasing (“HKAS 17")

In prior years, leasehold premises were stated at valuation, as valued by professionally
qualified valuers. The apportionment of the value between the land and building elements
was made by estimating the net replacement cost of the building as the value of the
building element, and taking the residual figure as the value of the land element.

On adoption of HKAS 17, where leasehold properties are held for own use and where
the land and buildings elements can be allocated reliably as at inception of the lease, the
land element is treated as an operating lease. As such, land premiums or other costs for
acquiring the leasehold land are amortised over the term of the lease. Where the land
and building cannot be allocated reliably as at the inception of the lease, the land and
building elements will continue to be treated as finance leases and carried at fair value.
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34 Accounting policies (continued)
HKAS 17 : Leasing (“HKAS 17") (continued)

The land element of a leasehold premise with the cost of land premium paid separately is
accounted for as an operating lease. The revaluation reserve on the leasehold land is
de-recognised and the related deferred taxation reversed, while the cost of land premium
paid is reflected as a prepayment under “Other assets” and amortised over the remaining
lease term. Amortisation of land premium is recognised as “Rental charges” instead of
depreciation.

The change in accounting policy is adopted retrospectively and reflected by way of prior
year adjustment and restatement of comparative figures.

Net increases/(decreases) in the outstanding balances on restatement of the balance
sheets

—EEME ZEFEME
~NAZ+B +=ZA=+-H

At 30 June At 31 December
2004 2004
BE: Assets:

mE Premises (2,501) (2,511)
B R Prepayment 616 609

BEREE Liabilities and reserves:
MEEFFEE Premises revaluation reserve (1,435) (1,502)
R85 A Retained profits (120) (66)
EXEFIEEE Deferred tax liabilities (330) (334)

THRBREBESEEERENIITR L
FIE N/ O )

Increases/(decreases) in the following items on restatement of the profit and loss
accounts

—EEMEFE —ETmEF
NA=+H +ZHA=+—H

At 30 June At 31 December

2004 2004

e Depreciation (23) (29)

HeX Rental expense 7 7
MESMHE2F(RE) EE Net (deficits)/surplus of revaluation of properties

(MBRIEEFIR) (net of deferred tax) (25) 17

“EERFLHFHEREI M CH
EXHARBLEET -

Rental expense on leasehold land for the first half of 2005 amounted to HK$7 million.
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Notes (continued)

34 Accounting policies (continued)
HKAS 19 : Employee Benefit (“"HKAS 19”)

In prior years, only the actuarial gains or losses exceeding the threshold prescribed by
HKSSAP 34 were taken into account in calculating the retirement benefit costs of defined
benefit schemes.

The revised HKAS 19 effective from 1 January 2005 provides an option for actuarial gains
or losses to be recognised in full through “Retained profits” in the year of occurrence.
The Group has elected to take the option to recognise all actuarial gains or losses through
retained profits in the current year. To reflect the change in accounting policy, the balance
of actuarial loss amounting to HK$82 million has been adjusted through “Retained
profits” as at 31 December 2004 (30 June 2004: actuarial gain of HK$128 million). An
actuarial loss for the first half of 2005, amounting to HK$9 million, has been recognised
through retained profits.

HKAS 27 : Consolidated and Separate Financial Statements (“HKAS 27")
HKAS Interpretation 12 “Consolidation - Special Purpose Entities” (“HKAS-Int 12")

Life insurance subsidiary

In prior years, on consolidation of the life insurance subsidiary, long-term assurance assets
and liabilities attributable to policyholders were recognised in aggregate under “Other
assets” and “Other liabilities” respectively. Income from long-term assurance assets was
reported together with net earned insurance premiums, less net insurance claims and
movement in policyholder liabilities, as “Insurance underwriting profit” in the profit and
loss account.

On adoption of HKAS 27, life insurance subsidiary accounts are consolidated line-by-line.
Assets of the life insurance subsidiary, including long-term assurance assets, are reported
according to asset type as presented in the Group’s consolidated balance sheet. Net
earned insurance premiums and net insurance claims are separately shown in the profit
and loss account, with income on assets reported under the same income categories as
in the Group's consolidated profit and loss account.

The change in accounting policy has been adopted retrospectively and the comparative
figures of 2004 have been restated to reflect the aforesaid reclassifications, except for
the treatment of financial assets and the related income, in accordance with the
requirement of HKAS 39 as described below.
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34 Accounting policies (continued)
HKAS 38 : Intangible Assets (“HKAS 38”)

In prior years, costs incurred for development of IT software for internal use were
expensed through the profit and loss account as incurred.

On adoption of HKAS 38, costs incurred in the development phase of a project to produce
application software for internal use are capitalised and amortised over the software’s
estimated useful life, usually three years. The change in accounting policy came into
effect on 1 January 2005 and the amount of costs capitalised for the first half of 2005
amounted to HK$5 million.

Value of in-force long-term assurance business (embedded value) previously grouped
under “Other assets” are reported under “Intangible assets” with effect from 1 January
2005.

HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)

Interest income and expense

In prior years, interest income on loans and advances and debt securities and interest
expense on deposits and debt instruments in issue were recognised on an accrual basis
using the relative contract or coupon interest rates. When a loan was considered doubtful,
interest was suspended and ceased to accrue.
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Notes (continued)

34 Accounting policies (continued)
HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)
(continued)

Interest income and expense (continued)

Fees on loan origination are recognised when receivable except when such fees are
charged to cover the costs of continuing service to, or risk borne for, the customers, or
are interest in nature. In these cases, the fees are recognised on an appropriate basis over
the relevant period. Costs associated with loan origination or acquisition are usually
charged as interest expenses or operating expenses when incurred. Premiums or discounts
of debt securities held, or debt instruments in issue, are amortised over the period from
the date of purchase or issue to the date of maturity, as part of interest income or interest
expense.

On adoption of HKAS 39, interest income and expense are recognised using the effective
interest method. The calculation of effective interest includes all fees, commissions and
costs on loans and advances and premiums and discounts on debt securities.

Interest will continue to be recognised on impaired financial assets using the rate of
interest used to discount future cash flows for the purpose of measuring the related
impairment loss. Subsequent unwinding of discount allowance is recognised as interest
income.

Interest income and interest expense of trading assets and liabilities and financial assets
and liabilities designated as at fair value are recognised as part of “Net trading income”
and “Net income on financial instruments designated as at fair value” respectively in the
profit and loss account, instead of “Interest income” and “Interest expense” as for those
arising from other financial assets and liabilities.

Interest receipt and payment of interest rate derivatives of qualifying hedges will be
accounted as interest income or interest expense following the underlying recognised
assets or liabilities. Interest receipts and payments of other interest rate derivatives are
recognised as trading income or net income from financial instruments designated as at
fair value through profit or loss.
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34 Accounting policies (continued)
HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)
(continued)

Derivatives financial instruments

In prior years, derivatives financial instruments held for trading purposes were accounted
at fair value and carried as assets when the fair value was positive and as liabilities when
the fair value was negative. Gains or losses from changes in fair value were recognised
through the profit and loss account. Derivatives held for non-trading purposes, including
qualifying hedges and synthetic alteration positions in accordance with defined risk
management strategies, were accounted for on a basis equivalent to the underlying
assets, liabilities and positions.

On adoption of HKAS 39, all derivatives are initially recognised at fair value and carried as
assets when the fair value is positive and as liabilities when the fair value is negative.
Subsequent changes in fair value are recognised depending on the purpose of the
derivatives as follows.

Derivatives financial instruments designated as hedges will apply hedge accounting
provided certain qualifying criteria are met. There are two types of hedges:

e fair value hedge, a hedge against the fair value of recognised assets or liabilities or firm
commitments. This will be accounted for with the changes in fair value of the derivatives,
together with the changes in fair value of the hedged assets or liabilities that are
attributable to the hedged risk, recorded through the profit and loss account.

e cash flow hedge, a hedge against the cash flows attributable to recognised assets or
liabilities or forecast transactions. This is accounted for with changes in the fair value of
the derivatives initially through equity, and subsequently released into the profit and
loss account in line with the recognition of income or expense of the assets or liabilities
being hedged.

Derivatives financial instruments held for trading and those that do not qualify for hedge
accounting, will be accounted for with changes in fair value reported through profit and
loss account.
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Notes (continued)

34 Accounting policies (continued)
HKAS 39 : Financial Instruments-Recognition and Measurement (“HKAS 39”)
(continued)

Financial assets

In prior years, all financial assets were carried at cost or amortised cost, net of impairment
provisions, except for securities held for trading purposes and long-term equity
investments which were held at fair value. Gains and losses from change in fair value
were recognised in the profit and loss account in respect of securities held for trading,
and in equity in respect of long-term equity investments.

On adoption of HKAS 39, financial assets are recognised based on the following
classifications:

Loans and advances
Loans and advances not intended for trading are carried at amortised cost taking into
account the unamortised portion of fees and costs less impairment allowances.

Held to maturity
Debt securities with fixed maturities that management has the positive intention and

ability to hold to maturity are carried at amortised cost.

Available for sale

Available-for-sale investments including treasury bills, certificates of deposits, other debt
securities and equities intended to be held for an indefinite period of time but which may
be sold in response to needs for liquidity or changes in market environment are carried at
fair value. Gains and losses from changes in fair value are recognised in equity until the
financial asset is derecognised or impaired, at which time the cumulative gain or loss
previously recognised in equity will be transferred to the profit and loss account.

Trading securities
Treasury bills, debt securities, equity shares which have been acquired or incurred

principally for the purpose of selling or repurchasing in the near term are classified as
trading securities. Trading securities are recognised at fair value and transaction costs are
taken to the profit and loss account. The changes in fair value are recognised as “Trading
income” in the profit and loss account.
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34 Accounting policies (continued)
HKAS 39 : Financial Instruments-Recognition and Measurement (“HKAS 39”)
(continued)

Financial assets designated as at fair value through profit or loss

A financial instrument is classified in this category if it meets the criteria set out below,
and is so designated by management. The Group designates financial instruments at fair
value because the designation:

e eliminates or significantly reduces a measurement or recognition inconsistency that
would otherwise arise from measuring assets or liabilities or recognizing the gains and
losses on them on different bases; or

e applies to a group of financial assets, financial liabilities or both that is managed and its
performance evaluated on a fair value basis, in accordance with Group’s documented
risk management or investment strategy, and where information about the Group is
provided internally on that basis to Group’s key management personnel; or

e relates to financial instruments containing one or more embedded derivatives which
significantly modify the cash flows resulting from the financial instruments, and which
would otherwise require separate accounting.

Financial assets so designated are recognised initially at fair value and transaction costs
taken directly to the profit or loss account. Regular way purchases of financial assets are
accounted for at trade date.

The changes in fair value are recognised as “Net income on financial instruments
designated as at fair value” in the profit or loss account.
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Notes (continued)

34 Accounting policies (continued)
HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)
(continued)

Impairment of financial assets

Loans and advances

In prior years, provisions for bad and doubtful debts were classified into specific and
general provisions. Specific provisions on loans were assessed individually or, for small
homogeneous loans, on a portfolio basis. General provisions were assessed on loans
which were not identified as impaired individually. The assessment methodologies were
in line with the requirements of HKAS 39 as set out below.

On adoption of HKAS 39, impairment allowances are made on a loan when there is
objective evidence of impairment as a result of the occurrence of certain loss events (as
listed below) that will impact on the estimated future cash flows of the loan. Impairment
loss is assessed either individually for individually significant loans, or collectively for loan
portfolios with similar credit risk characteristics.

Loss events include:
(i) significant financial difficulty of the issuer or obligor;
(i) abreach of contract, such as a default or delinquency in interest or principal payments;

(iii) the Group granting to the borrower, for economic or legal reasons relating to the
borrower’s financial difficulty, a concession that the lender would not otherwise
consider;

(iv) it becoming probable that the borrower will enter bankruptcy or other financial
reorganisation;

(v) the disappearance of an active market for that financial asset because of financial
difficulties; or

(vi) observable data indicating that there is a measurable decrease in the estimated future
cash flows from a group of financial assets since the initial recognition of those assets,
although the decrease cannot yet be identified with the individual financial assets in
the Group, including:

e adverse changes in the payment status of borrowers in the Group; or

e national or local economic conditions that correlate with defaults on the assets in
the Group.
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34 Accounting policies (continued)
HKAS 39 : Financial Instruments-Recognition and Measurement (“HKAS 39”)
(continued)

Impairment of financial assets (continued)

Loans and advances (continued)

Impairment loss of an individually assessed loan is measured as the difference between
the carrying value and the present value of estimated future cash flows discounted at the
original effective interest rate of the individual loan.

For the purpose of collective assessment of impairment, loans are grouped on the basis
of similar credit risk characteristics relevant to the estimation of future cash flows.
Portfolios of small homogeneous loans are collectively assessed using roll rate or historical
loss rate methodologies. Loans which have been assessed individually and determined to
have no objective evidence of impairment are grouped by similar credit characteristics
and collectively assessed based on historical loss experience of each type of loans and
management judgment of the current economic and credit environment.

Other financial assets

In prior years, financial assets, other than loans and advances, were reviewed on each
balance sheet date to determine whether there was any indication of impairment. If the
recoverable amount of the asset was estimated to be less than its carrying amount, the
carrying amount of the asset was reduced to its recoverable amount and the impairment
loss was recognised in the profit and loss account. For investment securities carried at
fair value through equity, any loss previously recognised in equity was transferred to the
profit and loss account.

On adoption of HKAS 39, held-to-maturity investments and available-for-sale financial
assets are assessed for objective evidence of impairment at each balance sheet date.
Impairment loss for held-to-maturity investments is recognised through the profit and
loss account. When an available-for-sale financial asset is determined to be impaired, the
cumulative loss previously recognised in equity will be transferred to the profit and loss
account.
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Notes (continued)

34 Accounting policies (continued)
HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)
(continued)

Financial liabilities

In prior years, all financial liabilities except trading securities short positions were carried
at cost or amortised cost. Trading securities short positions were carried at fair value and
any gains and losses from changes in fair value were recognised through the profit and
loss account.

On adoption of HKAS 39, the Group’s financial liabilities are recognised based on the
following classifications:

Trading liabilities
Trading liabilities, include trading securities short positions, customer deposits and debt

securities in issue for market risks trading and the embedded derivatives, are carried at
fair value. Gains and losses from change in fair value are recognised through the profit
and loss account.

Financial liabilities designated as at fair value through profit or loss
Financial liabilities designated as at fair value through profit or loss, including own debt
securities in issue, are designated as such at inception usually together with the related
assets or derivatives for economic hedge. The classification criteria of financial liabilities
designated as at fair value through profit or loss are set out above under the caption of
“Financial assets designated as at fair value through profit or loss”.

Gains and losses from the changes in fair value are recognised as “Net income from
financial instruments designated as at fair value” through profit and loss account.

Deposits, securities in issue and other liabilities
Deposits and debt securities in issue, other than those designated as trading liabilities or
at fair value, and other financial liabilities, are carried at amortised cost.
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34 Accounting policies (continued)
HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)
(continued)

Valuation of securities and derivatives

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. Financial
assets are priced at current bid prices, while financial liabilities are priced at current asking
prices.

If a quoted market price is not available on a recognised stock exchange or from a broker/
dealer for non-exchange-traded financial instruments, the fair value of the instrument is
estimated using valuation techniques, including use of recent arm’s length market
transactions, reference to the current fair value of another instrument that is substantially
the same, discounted cash flow techniques, option pricing models or any other valuation
technique that provides a reliable estimate of prices 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. Fair values for unquoted equity investments are estimated, if possible, using
applicable price/earnings ratios for similar listed companies adjusted to reflect the specific
circumstances of the issuer.

When valuing instruments on a model basis using the fair value of underlying
components, management additionally considers the need for adjustments to take
account of counterparty creditworthiness, model uncertainty and the future costs of
servicing the portfolio based on defined policies.

For derivatives where market observable data is not available, the initial increase in fair
value indicated by the valuation model, but based on unobservable inputs, is not realised
immediately in the profit and loss accounts. This amount is held back and recognised
over the life of the transaction where appropriate, or released to the profit and loss
account when the inputs become observable, or, when the transaction matures or is
closed out.

Investments in other unlisted open-ended investment funds are recorded at the net asset
value per share as reported by the managers of such funds.
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Notes (continued)

34 Accounting policies (continued)
HKAS 39 : Financial Instruments - Recognition and Measurement (“HKAS 39”)
(continued)

The change in accounting policies on adoption of HKAS 39 is applied with effect from 1
January 2005. The opening balance sheet has been restated with net increases in total
assets of HK$ 1,168 million, retained profits of HK$534 million, equity reserves of HK$532
million, and other liabilities of HK$116 million and reduction in minority interests of
HK$14 million. The relevant financial assets and liabilities are re-classified to suit the new
definition and requirements of the accounting standard and disclosure requirements.

HKAS 40 : Investment Property (“HKAS 40")
HKAS 12 : Income Taxes - HKAS Interpretation 21 (“HKAS-Int 21")

In prior years, investment properties were carried at valuation assessed by professional
valuers on the basis of open market value. Surpluses arising on revaluation on a portfolio
basis were credited to the investment properties revaluation reserve. Deficits arising on
revaluation on a portfolio basis were firstly set off against any previous revaluation
surpluses and thereafter taken to the profit and loss account. No deferred tax was
provided on revaluation surplus.

On adoption of HKAS 40, investment properties are carried at fair value with the changes
in fair value reported directly in the profit and loss account. Deferred tax is provided on
revaluation surplus of investment properties in accordance with HKAS-Int 21 on HKAS
12.

The change in accounting policy was reflected by way of prior year adjustment, and as
permitted by HKAS 40, no restatement of comparative figures of 2004 was made. At 31
December 2004, the balance of investment properties revaluation surplus reserves of
HK$3,283 million, after deducting deferred tax of HK$574 million, was transferred to
retained profit. Revaluation gain for the first half of 2005 was HK$729 million and the
related deferred tax amounted to HK$127 million.
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35 Restatement of profit and loss accounts and balance sheets

The following are shown as appendices to this Interim Report:

e the profit and loss accounts for the first and second halves of 2004 and the balance
sheets at 30 June 2004 and 31 December 2004 as previously reported and as restated
showing the effects of the adoption of the aforesaid new and revised HKFRSs and
Interpretations (except HKAS 39 and HKFRS 4) on the individual account items -
Appendices 1 to 4.

e restatement of the opening balance sheet at 1 January 2005 showing the effects of the
adoption of HKAS 39 and HKFRS 4 - Appendix 5.
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36 Comparative figures
Certain comparative figures have been reclassified to conform with the current period's
presentation.
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37 Property revaluation

A revaluation of the Group’s premises and investment properties was performed in June
2005 to reflect property market movements in the first half of 2005. The valuation was
conducted by DTZ Debenham Tie Leung Limited, an independent professional valuer,
and carried out by qualified persons who are members of the Hong Kong Institute of
Surveyors. The basis of the valuation of premises and investment properties was open
market value. The revaluation surplus for bank premises amounted to HK$918 million of
which HK$148 million was a reversal of revaluation deficits previously charged to profit
and loss account. The balance of HK$770 million was credited to premises revaluation
reserve. Revaluation gains on investment properties of HK$729 million were recognised
through the profit and loss account on adoption of HKAS 40. The related deferred tax
provision of bank premises and investment properties were HK$160 million and HK$127
million respectively.
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38 Foreign currency positions
Foreign currency exposures include those arising from dealing, non-dealing and structural
positions. At 30 June 2005, the US dollar (US$) was the only currency in which the Group
had a non-structural foreign currency position which exceeded 10% of the total net
position in all foreign currencies.

FUE-
—EELF —EFTMEF —EEFMEF
AR=+A AA=TA +=A=+-A
At 30 June At 30 June At 31 December
2005 2004 2004
FEEEER Non-structural
position US$ RMB us$ RMB us$ RMB
REEE Spot assets 188,701 4,665 166,456 1,534 173,071 2,664
REAR Spot liabilities (177,851) (4,526) (161,751) (1,415) (171,698) (2,400)
ZHE A Forward purchases 61,568 384 41,452 836 68,726 207
RHE Forward sales (71,173)  (380) (34,390)  (835) (69,795) (192)
HiE RS Net options
positions (4) - 2) - (37) -
BEIEERERERESR Net long
non-structural
position 1,241 143 11,765 120 267 279

RZZTRFAA=1+H ~&EZ
BEMNMEABIZRETMAR

At 30 June 2005, the Group'’s major structural foreign currency positions were US dollar

and renminbi.

—EERF —ETEMEF —TENmF
~NB=T1A ~NA=+H +=ZA=+—H
At 30 June At 30 June At 31 December
2005 2004 2004
hABERE T Bt WA It
FEBLE FEBHEX FEBIEE
% of % of % of
total net total net total net
structural structural structural
position position position
EEttRR Structural position
£ US dollar 1,037 33.0 852 29.7 850 28.8
AR Renminbi 1,997 63.6 1,910 66.6 1,998 67.6
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39 Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

During the first half of 2005, 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, in certain structured finance deals arranged by its immediate
holding company.

The Group used the information technology of, and shared an automated teller machine
network with, its immediate holding company, and used certain processing services of a
fellow subsidiary on a cost recovery basis. The Group also maintained a staff retirement
benefit scheme for which a fellow subsidiary company acted as insurer and administrator
and the Bank acted as agent for the marketing of Mandatory Provident Fund products
and the distribution of retail investment funds for two fellow subsidiary companies. The
premiums, commissions and other fees on these transactions are determined on an “arm’s
length” basis. In the normal course of business, the immediate holding company acted
as lead manager and bookrunner for the Bank in an offering of subordinated notes. The
fees paid on this transaction were in line with remuneration for similar transactions in the
market.

The aggregate amount of income and expenses arising from these transactions during
the period, the balances of amounts due to and from the relevant related parties, and
the total contract sum of off-balance sheet transactions at the period-end are as follows:

Hrlx Income and expenses for the period
¥FEREZ FEHER FEREZ
—ggis  -—TENF  -FENF
~NA=1+H NA=Z+H +ZA=+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2005 2004 2004
FEWA Interest income 76 72 56
M EZH Interest expense 130 22 69
Hfth & & WA Other operating income 58 92 34
BETH Operating expenses 314 300 357
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Notes (continued)

39 Material related-party transactions (continued)
(a) Immediate holding company and fellow subsidiary companies (continued)

(&)

HAREH Balances at period-end
—EZFLF ZEFTMF ZEFTMF
AA=T+H NA=Z1TH +ZA=+-—H
At 30 June At 30 June At 31 December
2005 2004 2004
B Total amount due from 7,301 6,615 5,595
BT Total amount due to 10,852 7,533 3,931

FERMESH

Interest rate and exchange rate contracts:

EEZIHE2E EBRNESE
B#I%8  Credit equivalent Risk-weighted

Contract amount amount amount
“EZHFEXRA=TH 30 June 2005 47,428 448 920
—EEWFEANA=TH 30 June 2004 44,887 544 109
ZEENE+ZA=1T—H 31 December 2004 34,622 485 97
(Z)BERA (b) Associated companies
REBBRT-HERT—HRERR The Group maintained an interest-free shareholders’ loan to an associated company. The
B RZZZERFNA=1+THZ# balance at 30 June 2005 was HK$233 million (HK$233 million at 30 June 2004 and
BEBE_EBE=T=871T(P=ZF HK$233 million at 31 December 2004).

TNFAA=ZtRABE_E=F=
BEL MRZZETWHF+=A=+
—HAAAB_E=F=BEL) °

() REEZER R
EA_77EEL#=¢ Eﬁi$ B
ERARWEETEARS (B
TMERR)

S
g

(T) EBTHAE
%_yyﬂit#i EAREELE
BERARIZEBITBRAERERRHE
AT BERR S (H-_TTHFF
A) e

(c) Ultimate holding company
During the first half of 2005, no transaction was conducted with the Bank’s ultimate
holding company (same as 2004).

(d) Key management personnel

During the first half of 2005, no material transaction was conducted with key
management personnel of the Group and its holding companies and parties related to
them (same as 2004).
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40 Statutory accounts
The information in this interim report is unaudited and does not constitute statutory
accounts.

The statutory accounts for the year ended 31 December 2004 have been delivered to the
Registrar of Companies and the Hong Kong Monetary Authority. The auditors expressed
an unqualified opinion on those statutory accounts in their report dated 28 February
2005. The Annual Report and Accounts for the year ended 31 December 2004, which
includes the statutory accounts, can be obtained on request from Legal and Company
Secretarial Services Department, Level 10, 83 Des Voeux Road Central, Hong Kong; or
from Hang Seng Bank'’s website http:/www.hangseng.com.

M BEZRAT
B4R AELERAERATRES
EBESZAT R MERZHBA
7 o

41 Ultimate holding company
Hang Seng Bank is an indirectly-held, 62.14%-owned subsidiary of HSBC Holdings plc.
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APPENDIX 1

Hang Seng Bank and its subsidiaries
Consolidated Balance Sheet as at 30 June 2004

Effect of
changes in
accounting
(Figures in HK$m) As reported policies Restated Reference
ASSETS ASSETS
Cash and short-term funds 62,376 (163) 62,213 Cash and short-term funds HKAS 27
Placings with banks Placings with banks
maturing after one month 5,315 4 5,319 maturing after one month Reclassification
Certificates of deposit 31,478 (31,478) Reclassification
Securities held for dealing
purposes 1,180 2,773 3,953 Trading securities HKAS 27
1,209 1,209 Derivatives financial instruments Reclassification
Advances to customers 246,779 (385) 246,394 Advances to customers HKFRS 5
Amounts due from immediate
holding company and
fellow subsidiary companies 5,777 (5,777) Reclassification
Long-term investments 120,997 41,121 162,118 Financial investments HKAS 27
Investments in Investments in
associated companies 2,183 (80) 2,103 associated companies HKAS-Int 21
1,146 1,146 Intangible assets Reclassification
Tangible fixed assets 11,056 (5,779) 5,277 Premises and equipment HKAS 17
3,260 3,260  Investment properties Reclassification
Other assets 16,788 (7,222) 9,566 Other assets HKFRS 5, HKAS 17, HKAS 19 and
HKAS 27
503,929 502,558
LIABILITIES LIABILITIES
Current, savings and Current, savings and other
other deposit accounts 428,370 (9,732) 418,638 deposit accounts HKAS 27
Deposits from banks 6,082 7,036 13,118 Deposits from banks HKAS 27
2,657 2,657 Trading liabilities Reclassification
961 961 Derivatives financial instruments Reclassification
Certificates of deposit and other
9,807 9,807 debt securities in issue HKAS 27
Amounts due to immediate
holding company and fellow
subsidiary companies 7,530 (7,530) Reclassification
Other liabilities 19,878 (4,683) 15,195 Other liabilities HKAS 27 and HKFRS 2
2,116 2,116 Deferred tax and current tax liabilities HKAS 17, HKAS 19, HKAS 40 and
HKAS-Int 21
461,860 462,492
CAPITAL RESOURCES CAPITAL RESOURCES
Minority interests 724 - 724 Minority interests
Share capital 9,559 - 9,559 | Share capital
Reserves 29,683 (2,003) 27,680 Reserves HKAS 17, HKAS 19, HKAS 27,
HKAS 40, HKFRS 2 and HKAS-Int 21
Proposed dividends 2,103 - 2,103 Proposed dividends
Shareholders’ funds 41,345 39,342 Shareholders’ funds
42,069 40,066

503,929

502,558



APPENDIX 2

Hang Seng Bank and its subsidiaries

Consolidated Balance Sheet as at 31 December 2004

Effect of
changes in
accounting
(Figures in HK$m) As reported policies Restated Reference
ASSETS ASSETS
Cash and short-term funds 68,198 (3,353) 64,845 Cash and short-term funds HKAS 27
Placings with banks maturing Placings with banks maturing
after one month 16,231 1,251 17,482 after one month Reclassification
Certificates of deposit 33,590 (33,590) Reclassification
Securities held for
dealing purposes 1,866 4,134 6,000 Trading securities HKAS 27
1,684 1,684 Derivatives financial instruments Reclassification
Advances to customers 251,873 (320) 251,553 Advances to customers HKFRS 5
Amounts due from immediate
holding company and
fellow subsidiary companies 4,598 (4,598) Reclassification
Long-term investments 138,025 44,913 182,938 Financial investments HKAS 27
Investments in Investments in
associated companies 2,397 (98) 2,299 associated companies HKAS-Int 21
1,266 1,266 Intangible assets Reclassification
Tangible fixed assets 11,469 (5,911) 5,558 Premises and equipment HKAS 17
3,383 3,383 Investment properties Reclassification
Other assets 20,378 (10,398) 9,980 Other assets HKFRS 5, HKAS 17, HKAS 19 and
HKAS 27
548,625 546,988
LIABILITIES LIABILITIES
Current, savings and Current, savings and
other deposit accounts 463,416 (15,956) 447,460 other deposit accounts HKAS 27
Deposits from banks 8,631 3,303 11,934 Deposits from banks HKAS 27
5,840 5,840 Trading liabilities Reclassification
1,273 1,273 Derivatives financial instruments Reclassification
Certificates of deposit and other
16,055 16,055 debt securities in issue HKAS 27
Amounts due to immediate
holding company and fellow
subsidiary companies 3,928 (3,928) Reclassification
Other liabilities 28,613 (7,631) 20,982 Other liabilities HKAS 27 and HKFRS 2
1,668 1,668 Deferred tax and current tax liabilities ~ HKAS 17, HKAS 19, HKAS 40 and
HKAS-Int 21
504,588 505,212
CAPITAL RESOURCES CAPITAL RESOURCES
Minority interests 852 — 852 Minority interests
Share capital 9,559 — 9,559 Share capital
Reserves 29,993 (2,261) 27,732 Reserves HKAS 17, HKAS 19, HKAS 27,
HKAS 40, HKFRS 2 and HKAS-Int 21
Proposed dividends 3,633 — 3,633 Proposed dividends
Shareholders’ funds 43,185 40,924 Shareholders’ funds
44,037 41,776

548,625

546,988
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APPENDIX 3

Hang Seng Bank and its subsidiaries
Consolidated Profit and Loss Account for the period ended 30 June 2004

Effect of
changes in
accounting
(Figures in HK$m) As reported policies Restated Reference
Interest income 5,871 4 5,875 Interest income HKAS 27
Interest expense (1,160) (1,160)  Interest expense
Net interest income 4,711 4 4,715 Net interest income
Fees & commissions receivable 1,993 (19) 1,974 Fee income HKAS 27
Fees & commissions payable (170) 17 (153)  Fee expense HKAS 27
1,821 Net fee income
Dealing profits 558 - 558 Trading income HKAS 27
Net investment income on assets
83 83 backing policyholder liabilities Reclassification
Insurance underwriting 617 (617) Reclassification
Dividend income 76 (28) 48 Dividend income HKAS 27
1,998 1,998 Net earned insurance premiums Reclassification
Other operating income 288 134 422 Other operating income HKFRS 5 and reclassification
Operating income 8,073 9,645 Total operating income
Net insurance claims incurred and
(1,594) (1,594) movement in policyholder liabilities  Reclassification
Net operating income before
loan impairment releases and
8,051 other credit risk allowances
Loan impairment releases and
746 746 other credit risk allowances HKFRS 5 and reclassification
8,797 Net operating income
Staff costs (1,037) (19) (1,056)  Personnel expenses HKFRS 2
(795) (795)  General and administrative expenses Reclassification
Depreciation (153) 27 (126)  Depreciation of business premises
and equipment HKAS 17 and HKAS 38
(4) (4)  Amortisation of intangible assets HKAS 38
(1,981)  Total operating expenses
Operating expenses (787) 787 Reclassification
Operating profit before
provisions 6,096
Provisions for bad and
doubtful debts 763 (763) HKFRS 5 and reclassification
Operating profit 6,859 6,816 Operating profit
Profit on tangible fixed assets Profit on disposal of tangible fixed
and long-term investments 339 10 349 assets and financial investments HKAS 27
Net surplus on property revaluation 119 (28) 91 Net surplus on property revaluation HKAS 17
Share of profits of Share of profits in
associated companies 6 (2) 4 associated companies Reclassification
Profit on ordinary
activities before tax 7,323 7,260 Profit before tax
Tax on profit on ordinary activities (998) 6 (992)  Tax expenses HKAS 17 and reclassification
Profit on ordinary
activities after tax 6,325 6,268 Profit for the period
Minority interests (80) (80)  Profit attributable to minority interests
Profit attributable Profit attributable
to shareholders to shareholders

o2

6,245

6,188



APPENDIX 4

Hang Seng Bank and its subsidiaries

Consolidated Profit and Loss Account for the half-year ended 31 December 2004

Effect of
changes in
accounting
(Figures in HK$m) As reported policies Restated Reference
Interest income 6,600 (3) 6,597 Interest income HKAS 27
Interest expense (1,621) 4 (1,617)  Interest expense HKAS 27
Net interest income 4,979 4,980 Net interest income
Fees & commissions receivable 1,756 (1) 1,755 Fee income HKAS 27
Fees & commissions payable (239) (24) (263)  Fee expense HKAS 27
1,492 Net fee income
Dealing profits 467 (1) 466  Trading income HKAS 27
Net investment income on assets
346 346 backing policyholder liabilities Reclassification
Insurance underwriting 693 (693) Reclassification
Dividend income 20 7 27 Dividend income HKAS 27
2,474 2,474 Net earned insurance premiums Reclassification
Other operating income 304 159 463 Other operating income HKFRS 5 and reclassification
Operating income 7,980 10,248 Total operating income
Net insurance claims incurred and
(2,246) (2,246) movement in policyholder liabilities  Reclassification
Net operating income before
loan impairment releases and
8,002 other credit risk allowances
Loan impairment releases and
31 31 other credit risk allowances HKFRS 5 and reclassification
8,033 Net operating income
Staff costs (1,150) (28) (1,178)  Personnel expenses HKFRS 2
(939) (939)  General and administrative expenses Reclassification
Depreciation (164) 34 (130)  Depreciation of business premises
and equipment HKAS 17 and HKAS 38
4) (4)  Amortisation of intangible assets HKAS 38
(2,251)  Total operating expenses
Operating expenses (932) 932 Reclassification
Operating profit
before provisions 5,734
Provisions for bad
and doubtful debts 51 (51) HKFRS 5 and reclassification
Operating profit 5,785 5,782 Operating profit
Profit on tangible fixed assets Profit on disposal of tangible fixed
and long-term investments 93 _ 93 assets and financial investments HKAS 27
Net surplus on property Net surplus on property
revaluation 29 26 55 revaluation HKAS 17
Share of profits of Share of profits in
associated companies 137 (44) 93 associated companies Reclassification
Profit on ordinary
activities before tax 6,044 6,023 Profit before tax
Tax on profit
on ordinary activities (766) 47 (719)  Tax expenses HKAS 17 and reclassification
Profit on ordinary
activities after tax 5,278 5,304 Profit for the period
Minority interests (128) (128)  Profit attributable to minority interests
Profit attributable Profit attributable
to shareholders to shareholders

5,150

5,176
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APPENDIX 5

Hang Seng Bank Limited and its subsidiaries

Consolidated Balance Sheet as at 31 December 2004

Effect of
changes in
Restated accounting

(HKFRSs other  policies of
than HKFRS 4 HKFRS 4 and  Restated
(Figures in HK$m) and HKAS 39) HKAS 39 (Full HKFRSs) Reference
ASSETS ASSETS
Cash and short-term funds 64,845 - 64,845 Cash and short-term funds
Placings with banks Placings with banks
maturing after one month 17,482 - 17,482 maturing after one month
Trading securities 6,000 10,737 16,737 Trading securities HKAS 39
4,292 4,292 Financial assets designated as at fair
value through profit or loss HKAS 39
Derivatives financial instruments 1,684 94 1,778 Derivatives financial instruments HKAS 39
Advances to customers 251,553 293 251,846 Advances to customers HKAS 39
Financial investments 182,938 (14,023) 168,915 Financial investments HKAS 39
Investments in Investments in
associated companies 2,299 - 2,299 associated companies
Intangible assets 1,266 - 1,266 Intangible assets
Premises and equipment 5,558 - 5,558 Premises and equipment
Investment properties 3,383 - 3,383 Investment properties
Other assets 9,980 (297) 9,683 Other assets HKAS 39 and HKFRS 4
546,988 543,084
LIABILITIES LIABILITIES
Current, savings and other Current, savings and other deposit
deposit accounts 447,460 (7,276) 440,184 accounts HKAS 39
Deposits from banks 11,934 - 11,934 Deposits from banks
Trading liabilities 5,840 10,701 16,541 Trading liabilities HKAS 39
Derivatives financial instruments 1,273 977 2,250 Derivatives financial instruments HKAS 39
Certificates of deposit and Certificates of deposit and
other debt securities in issue 16,055 (3,443) 12,612 other debt securities in issue HKAS 39
540 540 Liabilities to customers under
investment contracts HKFRS 4
Other liabilities 20,982 (10,317) 10,665 Other liabilities HKAS 39 and HKFRS 4
8,656 8,656 Liabilities to customers under
insurance contracts HKFRS 4
Deferred tax and Deferred tax and
current tax liabilities 1,668 202 1,870 current tax liabilities HKAS 39
505,212 505,252
CAPITAL RESOURCES CAPITAL RESOURCES
Minority interests 852 (14) 838 Minority interests HKAS 39
Share capital 9,559 - 9,559 Share capital
Reserves 27,732 1,070 28,802 Reserves HKAS 39 and HKFRS 4
Proposed dividends 3,633 - 3,633 Proposed dividends
Shareholders’ funds 40,924 41,994 Shareholders’ funds
41,776 42,832

546,988

548,084
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ADDITIONAL INFORMATION

The code for securities transactions by Directors

In relation to securities transactions by Directors, the Bank has revised its code of conduct and has since 31 March 2004 adopted
in it terms no less exacting than the required standard set out in the model code for securities transactions by directors of listed
issuers (ie Appendix 10 of the Hong Kong Main Board Listing Rules) as then in force.

Directors’ compliance with the code for securities transactions by Directors

Specific enquiry has been made of all Directors (including those who have ceased to be Directors or those who have become
Directors during the first half of 2005) who have confirmed that they complied with the required standard set out in the model
code for securities transactions by directors of listed issuers (ie Appendix 10 of the Hong Kong Main Board Listing Rules) and the
Bank’s code of conduct regarding securities transactions by Directors for the period from 1 January 2005 to 30 June 2005 (both
dates inclusive).

Directors’ interests

As at 30 June 2005, the interests of the Directors in the shares, underlying shares of equity derivatives and debentures of the Bank
and its associated corporations (all within the meaning of Part XV of the Securities and Futures Ordinance “SFO") disclosed in
accordance with the Listing Rules were detailed below.

Personal Family Corporate Total
Interests Interests Interests Interests as
(held as (Interests of (Interests of % of the
beneficial spouse or child controlled Other Total relevant issued
owner) under 18) corporation) Interests Interests share capital
Number of Ordinary Shares
of HK$5 each in the Bank
Mr John C C Chan - - - 1,000 1,000 0.00
Mr W K Mok 1,625 - - - 1,625 0.00
Mr Joseph C Y Poon 5,000 - - - 5,000 0.00
Number of Ordinary Shares
of US$0.50 each in HSBC
Holdings plc
Mr Michael R P Smith 82,6029 - - 346,543® 429,145 0.00
Mr Raymond C F Or 113,954 34,690 - 210,572@® 359,216 0.00
Mr John C C Chan 14,283 - - 3,000 17,283 0.00
Mr S J Glass 285 8,743 - 64,085® 73,113 0.00
Mr Jenkin Hui 9,973 24,342 1,105,076% - 1,139,391 0.01
Dr Eric K C Li - 18,132 79,622¢ - 97,754 0.00
Mr W K Mok 31,7449 - - 67,655@ 99,399 0.00
Mr Joseph C 'Y Poon 22,599 56,276 - 51,543@ 130,418 0.00
Mr Peter T S Wong - 16,2217 - 111,843@ 128,064 0.00
Notes:

(1) 1,000 shares in the Bank and 3,000 shares in HSBC Holdings plc were held by a trust of which Mr and Mrs John C C Chan were beneficiaries.
(2) 47,347 shares are jointly held by Mr and Mrs Michael R P Smith.

(3) Mr Jenkin Hui was entitled to fully control the voting power at general meetings of Parc Palais Incorporated, a private company, which
beneficially held all of those shares referred to above as his corporate interests.

(4) Dr Eric K C Li was entitled to control no less than one-third of the voting power at general meetings of a private company which beneficially
held all of those shares referred to above as his corporate interests.

(5) 12,315 shares are jointly held by Mr and Mrs W K Mok.
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(6) These shares are jointly held by Mr and Mrs Joseph C'Y Poon.
(7) Notification that his spouse held these shares was given by Mr Peter T S Wong in July 2005 on his becoming aware of the same.

(8) These represent interests in (i) options granted to Directors under the HSBC share plans to acquire ordinary shares of US$0.50 each in HSBC
Holdings plc; and (i) conditional awards of shares under the HSBC Holdings plc Restricted Share Plan/HSBC Share Plan made in favour of
Directors and held by a trust for ordinary shares of US$0.50 each in HSBC Holdings plc, as set against their respective names below:

Conditional awards of
shares under the

HSBC Holdings plc

Restricted Share Plan/

Options HSBC Share Plan

(please refer to (please refer to the

the options table awards table below
below for details) for further information) Total
Mr Michael R P Smith 73,298 273,245 346,543
Mr Raymond C F Or 3,623 206,949 210,572
Mr S J Glass 17,298 46,787 64,085
Mr W K Mok 2,526 65,129 67,655
Mr Joseph C'Y Poon 33,323 18,220 51,543
Mr Peter T S Wong - 111,843 111,843

At 30 June 2005, the undermentioned Directors held unlisted physically settled options to acquire the number of ordinary shares
of US$0.50 each in HSBC Holdings plc set against their respective names. These options were granted for nil consideration by

HSBC Holdings plc.

Options exercised

Options during the Exercise
held at first half of the year price
30 June (ordinary shares of per share Date Exercisable Exercisable
2005 US$0.50 each) in pence granted from until
Mr Michael R P Smith 22,500 - 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
24,000 - 501.60 24 Mar 1997 24 Mar 2000 24 Mar 2007
24,000 - 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
2,798 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
73,298
Mr Raymond C F Or 1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
1,515 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010
989" - 667.92 24 May 2005 1 Aug 2010 31 Jan 2011
3,623
Mr S J Glass - 17,5501 637.54 29 Mar 1999 3 Apr 2002 29 Mar 2009
- 6,500? 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
7,500 - 871.20 23 Apr 2001 23 Apr 2004 23 Apr 2011
7,000 - 840.50 7 May 2002 7 May 2005 7 May 2012
2,798 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006

17,298
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Additional Information (continued)

Options exercised

Options during the Exercise

held at first half of the year price
30 June (ordinary shares of per share Date Exercisable Exercisable
2005 US$0.50 each) in pence granted from until
Mr W K Mok 2,526 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010
Mr Joseph C Y Poon 3,750 - 501.60 24 Mar 1997 24 Mar 2000 24 Mar 2007
9,000 - 637.54 29 Mar 1999 29 Mar 2002 29 Mar 2009
4,750 - 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
2,750 - 871.20 23 Apr 2001 23 Apr 2004 23 Apr 2011
4,400 - 840.50 7 May 2002 7 May 2005 7 May 2012
5,050 - 691.00 2 May 2003 2 May 2006 2 May 2013
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
1,515 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010
989" - 667.92 24 May 2005 1 Aug 2010 31 Jan 2011

33,323

Notes:

(1) Notifications that they held these unlisted physically settled options to acquire ordinary shares of US$0.50 each in HSBC Holdings plc were
given by Mr Raymond C F Or and Mr Joseph C'Y Poon in July 2005 on their becoming aware of the same.

(2) At the date of exercise, 15 March 2005, the market value per share was 856.00p.

At 30 June 2005, the interests of the Directors in the conditional awards of shares made in favour of them under the HSBC
Holdings plc Restricted Share Plan/HSBC Share Plan and held by a trust for ordinary shares of US$0.50 each in HSBC Holdings plc
were as follows:

Shares awarded

Awards Awards released Awards

held at made during to the Director held at

1 January the first half during the first 30 June

2005 of the year half of the year 20050

Mr Michael R P Smith 268,680? - - 273,245
Mr Raymond C F Or 161,789 61,768 20,270 206,949
Mr S J Glass 25,392 20,767 - 46,787
Mr W K Mok 58,203 17,800 12,111 65,129
Mr Joseph C Y Poon 6,199 11,867 - 18,220
Mr Peter T S Wong 111,843% - - 111,843

Notes:
(1) This includes additional shares arising from scrip dividends.

(2) This represents the awards held by Mr Michael R P Smith on 22 April 2005 when he was appointed a Director of the Bank.

(3) This represents the awards held by Mr Peter T S Wong on 25 May 2005 when he was appointed a Director of the Bank.
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All the interests stated above represent long positions. As at 30 June 2005, no short positions were recorded in the Register of
Directors’ and Chief Executives' Interests and Short Positions required to be kept under section 352 of the SFO.

Other than those disclosed above, no right to subscribe for equity or debt securities of the Bank has been granted by the Bank to,
nor have any such rights been exercised by, any person during the half year ended 30 June 2005.

Substantial interests in share capital
The register maintained by the Bank pursuant to the SFO recorded that, as at 30 June 2005, the following corporations had
interests (as defined in that Ordinance) in the Bank set opposite their respective names:

Number of Ordinary Shares
of HK$5 each in the Bank

Name of Corporation (Percentage of total)
The Hongkong and Shanghai Banking Corporation Limited 1,188,057,371 (62.14%)
HSBC Asia Holdings BV 1,188,057,371 (62.14%)
HSBC Asia Holdings (UK) 1,188,057,371 (62.14%)
HSBC Holdings BV 1,188,057,371 (62.14%)
HSBC Finance (Netherlands) 1,188,057,371 (62.14%)
HSBC Holdings plc 1,188,057,371 (62.14%)

The Hongkong and Shanghai Banking Corporation Limited is a subsidiary of HSBC Asia Holdings BV, which is a wholly-owned
subsidiary of HSBC Asia Holdings (UK), which in turn is a wholly-owned subsidiary of HSBC Holdings BV. HSBC Holdings BV is a
wholly-owned subsidiary of HSBC Finance (Netherlands), which in turn is wholly-owned by HSBC Holdings plc. Accordingly, The
Hongkong and Shanghai Banking Corporation Limited's interests are recorded as the interests of HSBC Asia Holdings BV, HSBC
Asia Holdings (UK), HSBC Holdings BV, HSBC Finance (Netherlands) and HSBC Holdings plc.

The Directors regard HSBC Holdings plc to be the beneficial owner of 1,188,057,371 ordinary shares in the Bank (62.14%).

All the interests stated above represent long positions. As at 30 June 2005, no short positions were recorded in the Register of
Interests in Shares and Short Positions required to be kept under section 336 of the SFO.

Capital issue

Subordinated notes of HK$2,500 million with tenor of 10 years were issued and listed on the stock exchange in Hong Kong in
June 2005. The notes were issued to balance, and facilitate more efficient use of, the Bank’s capital. The net proceeds will be used
for general funding purposes and to support business growth.

Purchase, sale or redemption of the Bank'’s listed securities
Save for the issuance of subordinated notes in June 2005, during the six months ended 30 June 2005, there was no purchase,
sale or redemption by the Bank, or any of its subsidiaries, of the Bank's listed securities.

Remuneration and staff development
There have been no material changes to the information disclosed in the Annual Report 2004 in respect of the remuneration of
employees, remuneration policies and staff development.

Code on Corporate Governance Practices

The Bank is committed to high standards of corporate governance and has been taking action to follow the code provisions set
out in the Code on Corporate Governance Practices (the “Code”) contained in Appendix 14 of the Listing Rules. All the code
provisions set out in the Code are being followed since 30 June 2005.

Supervisory Policy Manual on Interim Financial Disclosure by Locally Incorporated Authorised Institutions

The information in the interim report for the half year ended 30 June 2005 complies with the module on “Interim Financial
Disclosure by Locally Incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary
Authority.
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Additional Information (continued)

Hong Kong Accounting Standard 34 “Interim Financial Reporting” ("HKAS 34")
The information in the interim report for the half year ended 30 June 2005 complies with HKAS 34.

Register of shareholders

The Register of Shareholders of the Bank will be closed on Wednesday, 24 August 2005, during which no transfer of shares can
be registered. In order to qualify for the second interim dividend, all transfers, accompanied by the relevant share certificates,
must be lodged with the Bank's Registrars, Computershare Hong Kong Investor Services Limited, Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, for registration not later than 4.00 pm on Tuesday, 23 August
2005. The second interim dividend will be payable on Thursday, 1 September 2005 to shareholders on the Register of Shareholders
of the Bank on Wednesday, 24 August 2005.

Copies of the interim report
Further copies of the interim report may be obtained from Legal and Company Secretarial Services Department, Hang Seng Bank
Limited, Level 10, 83 Des Voeux Road Central, Hong Kong; or from Hang Seng Bank's website http://www.hangseng.com.

Proposed timetables for the remaining quarterly dividends for 2005
Third interim dividend for 2005

Announcement date 7 November 2005
Book close date 21 December 2005
Payment date 4 January 2006

Fourth interim dividend for 2005

Announcement date 6 March 2006
Book close date 21 March 2006
Payment date 31 March 2006

Board of Directors

As at 1 August 2005, the Board of Directors of the Bank comprises Mr Michael R P Smith* (Chairman), Mr Raymond C F Or (Vice-
Chairman and Chief Executive), Mr John C C Chan*, Dr Y T Cheng?, Dr Marvin K T Cheung*, Mr S J Glass*, Mr Jenkin Hui*,
Mr Peter T C Lee*, Dr Eric K C Li*, Dr Vincent H S Lo*, Mr W K Mok, Mr Joseph C Y Poon, Dr David W K Sin#, Mr Richard Y S Tang*
and Mr Peter T S Wong*.

* Non-executive Director
* Independent non-executive Director
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Facsimile: (852) 2868 4047

Telex: 73311 73323
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Hopewell Centre, 46th Floor

183 Queen’s Road East, Wanchai, Hong Kong

Depositary*

The Bank of New York

American Depositary Receipts

101 Barclay Street, 22W

New York NY 10286

USA

Website: http://Awww.adrbny.com
Email: shareowners@bankofny.com
Telephone: 1-610-382-7836

Toll free: 1-888-269-2377

* The Bank offers investors in the United States a Sponsored Level-1 American Depositary Receipts

Programme through The Bank of New York.
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