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SBEEE/IR Group Results in Brief

BZE_ETHE FHZE_ZTTNF BE-Z24fF
AA=ZTHIE NA=ZTHIE ANA=ZTHILE
~ME A 7~ E A ~ME A
Six months ended  Six months ended #40  Six months ended
30th June, 2005 30th June, 2004 Increase 30th June, 2005
HK$m HK$m % Us$m
MRERES 2% F Profit Attributable to
Shareholders 701 *529 325 90.2
fi% 8 Dividend 206 156 32.0 26.5
HK$ HK$ % Us$
BRERAZF Basic Farnings per Share 2.38 1.80 32.5 0.31
TR E Dividend per Share 0.70 0.53 32.1 0.09
% %
B AR BRI B 2 Cost to Income Ratio 36.4 *41.8
FHEEREX Return on Average Assets 1.45 1.21
THRREEE Return on Average
= Shareholders' Funds 18.5 15.7
—ZFLF —TTMF —ZFLF
RA=+H TZA=T—H 180 AA=1H
30th June, 2005 31st December, 2004 Increase 30th June, 2005
HK$m HK$m % Us$m
BRES Shareholders’ Funds 7,861 *7 395 6.3 1,011.5
mER Total Deposits 86,353 84,395 2.3 11,1111
BEFER Advances to Customers 51,653 49,189 5.0 6,646.2
BEE Total Assets 98,988 95,448 37 12,736.8
HK$ HK$ % US$
BREERE Net Asset Value per Share 26.74 *25.16 6.3 3.44

m = million (G &)
US$1.00 = HK$7.7718

* Restated (E i)
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For the first six months of 2005, we achieved a new record in
profit attributable to shareholders, amounting to HK$700.6 million.
That represents an increase of 32.5 percent compared with the
same period last year (HK$529.0 million). Earnings per share rose
32.5 percent to HK$2.38. The Group’s operating profit before
impairment allowances increased by 15.3 percent to HK$836.1
million. The Board has recommended an interim dividend of
HK$0.70 per share, 32.1 percent higher than last year.

The strong performance was underpinned by the recovery in the
local economy. GDP grew by an annual rate of 6.0 percent in
real terms in the first quarter of 2005, compared with 7.1 percent
growth in the fourth quarter of last year. Local consumer spending
held firm as the resurgent labor and property markets boosted
consumer confidence. The asset quality of banks continued to
improve in tandem with the rise in real estate prices backed by
the strong economic growth.

The gap between Hong Kong dollar and US dollar interest rates
narrowed markedly after the HKMA refined the Linked Exchange
Rate system in May. HKD interbank rates rose after the
refinements, prompting major banks to raise their best lending
rates by 100 basis points in May and June.

In July, the Chinese Government announced the revaluation of
the RMB to a more flexible exchange rate system. The move has
been welcomed as a positive step for the development of the
Chinese economy and a first step in helping to address serious
global trade imbalances.

Our merger with former Chekiang First Bank (“CFB") has been
completed following last year's integration exercise, resulting in a
stronger and more substantial bank with an expanded branch
network. Substantial revenue and cost synergies will be fully
achieved in 2005. The Group currently has 36 branches in Hong
Kong, 11 branches in Macau and one branch each in Shenzhen
and Shanghai. As at the end of June 2005, we had a total of
2,225 employees.

We have continued to diversify our loan portfolio. During the
period, we were able to achieve satisfactory asset growth in
areas such as residential mortgages and equipment financing as
well as improved loan demand at our China and Macau
operations. Total advances to customers increased 5.0 percent to
HK$51.65 billion.

Meanwhile total deposits increased 2.3 percent to HK$86.35
billion while customer deposits increased 2.5 percent to HK$80.51
billion.
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Net interest income decreased by 1.8 percent to HK$900.4 million
due to a narrowing of the net interest margins but this was
partially offset by an increase in loan volume. Net interest margins
fell from 2.08 percent to 1.86 percent as a result of mortgage
re-pricing and an increase in the cost of funding due to the
higher interest rate environment.

Non-interest income rose 26.3 percent to HK$414.4 million due
to higher loan commissions, treasury dealing profits and wealth
management services. A vigorous promotional campaign helped
to broaden our customer base. Programmes such as a monthly
lucky draw at our branches and a bi-monthly investment newsletter
for high net-worth customers have been well received.

The Group’s cost-to-income ratio improved from 41.8 percent to
36.4 percent due to cost synergies from the acquisition of CFB.

Impairment losses and allowances for impaired loans recorded a
release back of HK$0.4 million thanks to recovering property
prices, fewer personal bankruptcies and a general improvement
in the economy. For the first six months of 2005, charge-offs for
credit cards decreased to 1.89 percent of credit card receivables
compared with 3.52 percent in the same period last year. The
level of impaired loans also decreased to HK$0.78 billion, or 1.51
percent of total loans.

The Group’s capital adequacy ratio and average liquidity ratio
stood at 15.3 percent and 49.8 percent respectively while the
loan-to-deposit ratio increased slightly to 59.8 percent due to an
increase in loan volume.

Below is a summary of the performances of our individual business
operation and the outlook for the second half of the year.

The Retail Banking operation recorded a 30.7 percent increase in
profit before taxation over 2004, mainly as a result of a decrease
in impairment losses and allowances for impaired loans and strong
growth in the wealth management business.

The recovery in the property market has continued in 2005 with
a surge in property prices in the first quarter and consolidation in
the second quarter. However, property lending grew modestly as
repayments on existing mortgage loans largely offset the expansion
in new lending. Residential mortgages, which account for 27.3
percent of the total loan portfolio, increased by 1.7 percent.
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The Bank made further progress on branch rationalization during
the period. Two branches have been merged and one branch
relocated without causing inconvenience to our customers. We
have opened two new branches in prominent locations and plan
to open another branch in August. We will continue to look for
strategic locations to open new branches in order to expand our
branch network.

A survey conducted by a group of external consultants showed
high levels of customer satisfaction and loyalty, as well as a
positive response to our Elite Banking concept targeting wealthy
customers. The performance of the wealth management business
met our expectations in spite of rising interest rates. This was
partly due to the continuing expansion of the point-of-sale
network. Three wealth management centres are now strategically
located in Central and Shatin and additional centres will be opened
in key locations in the second half of 2005.

As a well-known provider of consumer lending in Hong Kong,
Wing Hang Credit continues to provide a complete range of loan
services through its 15 branches and business centres. The
subsidiary has taken advantage of our expanded bank branch
network to increase point-of-sales for personal loan products.
The company has also promoted its brand image to young
consumers by inviting popular celebrities to marketing events.

The Corporate Banking operation recorded a 3.4 percent increase
in profit before taxation. We continued to participate actively in
the Government's SME Loan Guarantee Scheme and, in
cooperation with our Shenzhen Branch, provided credit facilities
to Hong Kong manufacturers who have shifted their operations
to China. Trade financing increased by 10.8 percent during the
first half of 2005 as we actively encourage customers to utilise
their facilities.

Wing Hang Finance continued to expand its core business
providing credit facilities to small and medium enterprises
("SMEs"), both in Hong Kong and in China. During the period,
the company saw substantial growth in its vehicle and equipment
financing business. Loan assets achieved double-digit growth. To
facilitate its expansion, the company was relocated to Wing Hang
Finance Centre in January and we hired more staff. Despite
narrowing profit margins in the leasing industry, the company
maintains a leading market position by being competitive and
innovative.
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The slow loan growth in Hong Kong continued to be compensated
by increased lending in China where residential mortgage financing
grew by 34.9 percent during the first half of the year. However,
the foreign currency mortgage business could potentially slow
down as Hong Kong dollar and US dollar mortgage lending rates
continue to rise compared with a more stable RMB lending rate.
Consequently we will devote more resources to develop our
network and product portfolio in the retail banking sector,
including an aim to boost the RMB deposit base.

We will also continue our expansion program in China. We opened
our Shanghai branch and Beijing representative office in the first
quarter. We also plan to upgrade our Guangzhou representative
office to full branch status later in the year. Our first sub-branch
in Shenzhen is scheduled to open in the last quarter of 2005.
More sub-branches will be opened in other cities as part of our
strategy of expanding the local branch network in preparation
for the complete opening of China’s banking sector by the end
of 2006.

Banco Weng Hang continues to out-perform, helped by a buoyant
economy. Macau’s GDP grew at an annual rate of 8.5 percent in
real terms in the first quarter despite unprecedented growth of
26.2 percent in the same period last year. Profits increased by
40.8 percent to 100.9 million Macau patacas. Net interest income
increased by 6.5 percent while non-interest income increased by
45.5 percent. Total advances to customers and customer deposits
have grown by 10.0 percent and 12.2 percent respectively since
the end of last year.

The operating environment remains challenging in the second
half due to the continuing rise in interest rates and high energy
prices. However, credit demand should further increase as the
Hong Kong economy is now on a path of sustained recovery. We
will continue to expand our business in the high-growth markets
of Macau and China. Net interest margins are expected to stabilize
as pressure from mortgage repricing eases. With a larger operating
platform and customer base, we plan to broaden our fee income
and expand our consumer lending businesses while streamlining
our operations to control costs.

Patrick Y B Fung
Chairman and Chief Executive

Hong Kong, 11th August, 2005



KRIBER 2 HEEEIETE R Unaudited Consolidated Profit and Loss Account

HE-_FTERFENA=+HIFMEA For the six months ended 30th June, 2005

BZ_ZZTHE HE_ZTHEHF
ANAE=Zt+HLE NA=Z+tHIE
\ ~EA N E A
i Six months ended  Six months ended
(BT ThrR) (Expressed in thousands of Hong Kong dollars) Notes 30th June, 2005 30th June, 2004
(E®R)
(restated)
S A Interest income 4(a) 1,801,555 1,369,542
MEZH Interest expense 4(b) (901,173) (452,992)
E ISR ON Net interest income 900,382 916,550
Hi & E WA Other operating income 4(0) 414,439 328,082
EE L ON Operating income 1,314,821 1,244,632
EE S Operating expenses 4(d) (478,755) (519,719)
B REERFR 2 &%%F  Operating profit before impairment
) ) allowances 836,066 724,913
BEREBRANERER,  Impairment losses and allowances release
RER (£H) for impaired assets/(charge) for bad and
doubtful debts 5 442 (73,134)
BREN Operating profit 836,508 651,779
BREREMENHERT Gains/(losses) on revaluation of investment

ERERBERNR 2 properties, disposal of tangible fixed

/ (E#8) assets and associated company 6(a) 7,049 (6,970)
HESBEEIHAES LA (Losses)/profits on disposal of held-to-

HHEES JEREER maturity and available-for-sale/non-

MigES 2 (B18) /il trading securities 6(0) (6,707) 2,960
FHEEIHAZERRAME  Impairment allowances written back for

E&5/FRFEERSR held-to-maturity and available-for-sale/

78 % < R 2 4 (o] B non-trading securities - 4,848
EREBmM Profit on ordinary activities 836,850 652,617
i) AN ey o= Share of net losses in associated

companies (630) (6,589)
B 75t B g A Profit before taxation 836,220 646,028
"B Taxation 7 (134,611) (117,307)
B Tt 18 )4 A Profit after taxation 701,609 528,721
DR 2 EF,/ (BE) - Profits/(losses) attributable to:

AIRITIR Shareholders of the Bank 700,628 528,959

LHRRER Minority interests 981 (238)
BR T 1808 A Profit after taxation 701,609 528,721
HAD R E Dividends attributable to the period:

¥R B S Interim dividend declared 8 205,786 155,773

EEEFZRERE Underprovision of final dividend

in respect of previous year 57 140
205,843 155,913
BT BT
HK$ HK$
FRER Earnings per share 9

EAREE Basic and diluted 2.38 1.80

FhRERH ER S Interim dividend declared per share 8 0.70 0.53

Fr_HEEELTHAZH
B AR BEL T B
W&z~

8

The notes on pages 12 to 57 form part of the unaudited interim financial report.



KBER ZHEESEEAM/ER Unaudited Consolidated Balance Sheet

—EFAFNA=Z+HALKE As at 30th June, 2005

—EEHF —ETF
B3 ANB=1H +=-A=+—H
(BT T2R) (Expressed in thousands of Hong Kong dollars)  Notes 30th June, 2005 31st December, 2004
(E%#R)
(restated)
BE ASSETS
Rekuifgse Cash and short-term funds 10 24,285,000 20,529,318
THEMRITREREMSE  Placements with banks and other
RMEBIE (—E+ financial institutions maturing
B AEIE) between one and twelve months 20 849,903 1,435,527
BHEE Trade bills 646,799 551,124
FHE Certificates of deposit held 11 &20 - 30,000
ARAFBEFABEZREANZ  Securities measured at fair value through
FH/BEEERGRES profit or loss/trading securities 13 5,092,150 12,067
KPZERREMER Advances to customers and other
accounts 12(a) 52,981,818 49,745,339
BREZIHAESFLAME  Held-to-maturity and available-for-sale/
EFH/EHEEERR non-trading securities 14 12,373,325 20,388,740
EH
BENFRE Investments in associated companies 133,979 135,706
BVEERE Tangible fixed assets
—REME — Investment properties 225,640 209,560
—HMYE kR R — Other properties, plants and equipment 1,551,974 1,563,010
RS Goodwill 15 847,713 847,713
BEE Total assets 98,988,301 95,448,104
BRERREE EQUITY AND LIABILITIES
RITAENEMEREREZ  Deposits and balances of banks and
VEE other financial institutions 20 1,909,633 1,209,582
BP 2R Deposits from customers 16 & 20 80,513,391 78,569,161
BEREITZERE Certificates of deposit issued 17 & 20 3,929,906 4,616,090
HARIE N EE Other accounts and provisions 18 2,227,524 1,112,084
maE Total liabilities 88,580,454 85,506,917
HEEAR Loan capital 19 & 20 2,525,835 2,526,485
e Share capital 21 293,981 293,911
[ Reserves 22 7,567,166 7,100,907
BRES Shareholders’ funds 7,861,147 7,394,818
DEIR R = Minority interests 20,865 19,884
PR ER R R Total equity 7,882,012 7,414,702
mERERNEE Total equity and liabilities 98,988,301 95,448,104

Fr_HEEELTHAZH
B AR BEL T B
W&z~

The notes on pages 12 to 57 form part of the unaudited interim financial report.



ABERZ 2 GEARREZR B E R Unaudited Consolidated Statement of Changes in Equity

HE-_FTERFENA=+HIFMEA For the six months ended 30th June, 2005

Q :I: - 7 = ﬁ $ %@ E iﬁ IEI i
AA=THL /\ﬂ_‘|‘E|JJ:
~MEA ~EA
it Six months ended Six months ended
(LB TFTlzdR) (Expressed in thousands of Hong Kong dollars) Notes 30th June, 2005 30th June, 2004
(B#&)
(restated)
BEES (UAER+ZA=+—Shareholders' funds (as previously reported
HEZH) as at 31st December) 7,403,887 6,686,881
DEIRE R (M EE’\ ﬂ‘ A= Minority interest (as previously presented
T-AERRERREED separately from equity and liabilities as at
B2 %) 31st December) 19,884 18,292
MAER—A—HE2HR2BERE  Total equity as at 1t January as previously
k] reported 7,423,771 6,705,173
SHBREFESI B2 ALARL  Prior period adjustments arising from change
in accounting policies 2(a)(i) (9,069) -
EEREBABEBNEHRAE  Asrestated, before opening balance
adjustments 7,414,702 6,705,173
SRS E S M BNE Open balance adjustments arising from change
HE in accounting policies 2(a)(i) 187,336 -
‘EA A—HEBERHE LAY Total equity as at 1st January, after prior period
ERHBE RRERAE and opening balance adjustments 7,602,038 6,705,173
uH\UJRIE Z@E—H 8 Unrealised losses on revaluation of available-
EE5/FRHEEERRE for-sale/non-trading securities after deferred
HZAREBRER tax credit 2 (14,421) (31,609)
DAIRIEERIA 2 BEIR171T  Unrealised gains on revaluation of bank
It REH WS premises after deferred tax charge 22 5,240 -
BREMEEHEEPETAZ  Deferred tax credited to investment properties
BEHIE revaluation reserve 22 - 39
BMERE Exchange adjustments 22 (93) 635
BREARBRZFER Net losses not recognised in the profit and loss
account (9,274) (30,935)
NEEHRzAFITRERESZ  Profit attributable to the shareholders as
i M previously reported - 530,192
NEZHRZVHBREMEZE  Losses attributable to minority interests as
B previously reported - (238)
NAEZHZBARERN Net profit for the period as previously reported - 529,954
—BHBREEEII Bz — prior period adjustment in respect of change
HE in accounting policies 2(a)(i) - (1,233)
HAmF (ZZZEF BEER)  Net profit for the period (2004: as restated) 701,609 528,721
BRI E Dividends paid 22 (420,349) (317,423)
REZBEEIET 2R Proceeds on shares issued under share option
R scheme 2,258 3,298
Rtz @ HEE Change in accounting policy in share option
scheme - 1,233
[EE M2 R AKEE 2 Share premium under employee incentive plan
BARE and share option scheme 22 5,730 401
WAA=Z+THZBEEZEE  Total equity as at 30th June 7,882,012 6,890,468

FT-_REFLTLRZH
B AR BEL T B
&z 2o

10

The notes on pages 12 to 57 form part of the unaudited interim financial report.



KRBEZRZEHEEHERER Unaudited Consolidated Cash Flow Statement

HE-_FTERFENA=+HIFMEA For the six months ended 30th June, 2005

—22nF —TINE
P EE ~A=tAH ~NA=TH
(L B8 TFTlzdR) (Expressed in thousands of Hong Kong dollars) Note 30th June, 2005 30th June, 2004
(E#])
(restated)
EXEHTMRA/ (RH) 2 Net cash inflows(outflow) from operating
BeFs activities 24 2,100,893 (1,368,305)
REES Investing activities
ﬁ%)\%ﬁiﬂ Az %&—Hﬂ Purchase of held-to-maturity and available-
m B5/FFEEERR for-sale/non-trading securities (1,379,336) (12,186,082)
ﬁ & K& @ BAZZHAE Sale and redemption of held-to-maturity and
RABHEES FRHER available-for-sale/non-trading securities 4,122,573 10,154,402
aﬁt %%Hw
HEHENA Sale of an associated company - 3,990
e AN ) Ordinary dividends received from an
associated company - 2,080
BADE EHLREE Purchase of properties, plants and equipment (33,116) (46,823)
HEME KW RRE Sale of properties, plants and equipment 3,462 21,047
REEEHMRA/ (RH) 2 Net cash inflow/(outflow) from investing
Re 8 activities 2,713,583 (2,051,386)
BME Financing
TR RREMRE 2 HK lssue of new shares under share option
scheme 2,258 3,298
T LB S Ordinary dividends paid (420,349) (317.423)
XHEE §$ﬂ Interest paid on loan capital (66,670) (66,797)
BEZHMRL 2BREFE  Net cash outflow from financing activities (484,761) (380,922)
BehERBEEEE /()  Increase/(decrease) in cash and cash equivalents 4,329,715 (3,800,613)
|
fﬁi &% RIFEBER—H—  Cashand cash equivalents at 1st January 20,375,662 18,862,071
B
E = &M MZEEEAR  Effects of exchange rate changes on the
EeE balance of subordinated debts (650) 11,798
BeRERBLEAN/SAZ  Cashand cash equivalents at 30th June 24,704,727 15,073,256
+H&H%
BELLERETHREELTER  Cash flows from operating activities included:
17
Y ON Interest received 1,799,761 1,399,419
FI B H Interest paid 875,954 424,024
HekERREEBZHM Analysis of the balances of cash and cash
equivalents
Re RERRTRAERAM Cash and balances with banks and other
ERKE financial institutions 1,467,673 1,198,864
REBERRZE Money at call and short notice 21,230,721 12,797,310
BRES Treasury bills 1,340,741 769,584
REBERA—Z2=BAZE Placements with banks and other financial
HEMRITRERAMLS institutions with an original maturity
R ER between one and three months 665,592 307,498
24,704,727 15,073,256

Fr_HEEELTHAZH
B AR BEL T B

W&z~

The notes on pages 12 to 57 form part of the unaudited interim financial report.
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BASIS OF PREPARATION

The interim financial report has been prepared in accordance
with the requirements of the Main Board Listing Rules of
The Stock Exchange of Hong Kong Limited, and complies
fully with the module on “Interim Financial Disclosure by
Locally Incorporated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong Kong Monetary
Authority ("HKMA") and Hong Kong Accounting Standard
("HKAS") 34 “Interim financial reporting” issued by the Hong
Kong Institute of Certified Public Accountants (“HKICPA").

The interim financial report is unaudited, but has been
reviewed by KPMG in accordance with Statement of Auditing
Standards 700 “Engagements to review interim financial
reports”, issued by the HKICPA. KPMG's independent review
report to the board of directors is included on page 76.

The preparation of an interim financial report in conformity
with HKAS 34 requires management to make judgements,
estimates and assumptions that affect the application of
policies and reported amounts of assets and liabilities, income
and expenses on a year-to-date basis. Actual results may
differ from these estimates.

This interim financial report contains condensed consolidated
financial statements and selected explanatory notes. The notes
include an explanation of events and transactions that are
significant to an understanding of the changes in financial
position and performance of the Group since the 2004 annual
financial statements. The condensed consolidated interim
financial statements and notes thereon do not include all of
the information required for full set of financial statements
prepared in accordance with Hong Kong Financial Report
Standards (HKFRSs, which term collectively includes HKASs
and Interpretations).

The financial information relating to the financial year ended
31st December, 2004 included in the interim financial report
does not constitute the Bank’s statutory accounts for that
financial year but is based on those accounts as amended
for new and revised accounting standards that require a
prior year adjustment. Statutory accounts for the year ended
31st December, 2004 are available from the Bank’s registered
office. The auditors have expressed an unqualified opinion
on those accounts in their report dated 10th March, 2005.

This interim financial report is prepared on a basis consistent
with the accounting policies adopted in the 2004 annual
accounts except for the accounting policy changes that are
expected to be reflected in the 2005 annual financial
statements. Details of these changes in accounting policies
are set out in note 2.
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CHANGES IN ACCOUNTING POLICIES

The HKICPA has issued a number of new and revised HKFRSs
that are effective or available for early adoption for accounting
periods beginning on or after 1st January, 2005. The Board
of Directors has determined the accounting policies to be
adopted in the preparation of the Group’s annual financial
statements for the year ending 31st December, 2005, on
the basis of HKFRSs currently in issue.

The HKFRSs that will be effective or are available for voluntary
early adoption in the annual financial statements for the
year ending 31st December, 2005 may be affected by the
issue of additional interpretation(s) or other changes
announced by the HKICPA subsequent to the date of issuance
of this interim report. Therefore the policies that will be
applied in the Group’s financial statements for that period
cannot be determined with certainty at the date of issuance
of this interim financial report.

The following sets out further information on the changes in
accounting policies for the annual accounting period
beginning on 1st January, 2005 which have been reflected
in this interim financial report.
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2. CHANGES IN ACCOUNTING POLICIES (Continued)
(@) Summary of the effect of changes in the accounting
policies
Effect on opening balances of total equity as at 1st

(i)

January, 2005 (as adjusted)

The following table sets out the adjustments that
have been made to the opening balances at 1st
January, 2005. These are the aggregate effect of
retrospective adjustments to the net assets as at
31st December, 2004 and the opening balance
adjustments made as at 1st January, 2005.

R R
BHRET i R

MY RLHE Effect of new policy izt Unappropriated  Capital and ERER

(Em/ (Fd)) (increase/(decrease)) Notes profits  other reserves  Total equity
AT A B - Prior period adjustments:
BEMBWMEER  HKFRS 2

FH
R E Share option scheme 2(b) (4,932) 4,932 -
BHESERRE  HK(IC) Interpretation 21

E_T-%
BREWMERITFHIE  Deferred tax on investment properties  2(c) (6,849) (2,220) (9,069)
AIEA R AR Total prior period adjustments (11,781) 2,712 (9,069)
B Opening balance adjustments:
BEGEREN  HKAS40

T
REME Investment properties 200) 10,463 (10,463) -
BERGERE=Z  HKAS39

TN
A HEE S Available-for-sale securities 3,418 6,005 9,423
MAFEEFAE  Securities measured at fair value through

BENZES profit or loss 14,727 - 14,727
HWABRITETA  Hedging derivatives (3,418) - (3,418)
EEMR#ITETIER  Trading derivatives (93,828) (874) (94,702)
EEURATEER  Certificates of deposit issued designated

IN L W Z E as fair value through profit or loss 27,652 - 27,652

%Xﬂ'ﬁ T/\ ikv
BEERZMEARM  Release of collective impairment

(EREIE e allowances on loans and advances to

customers 230,524 - 230,524

REEHZMEAR  Release of individual impairment

(EREIE e allowances on loans and advances to

customers 3,130 - 3,130
2(d) 182,205 5,131 187,336

AR AR Total opening balance adjustments 192,668 (5.332) 187,336
RZZTTRF—H  Total effects as at 1st January, 2005 180,887 (2,620) 178,267

_ E' Z x- /g@ ﬁﬁ




2. BHBREE (®) 2. CHANGES IN ACCOUNTING POLICIES (Continued)
() BB REBEMELECHERE (a) Summary of the effect of changes in the accounting
(&) policies (Continued)
(i) HEHE-_TTRFA=TH (i) Effect on profit attributable to shareholders for the
(fhsh) MBI EZZTTME XA six months ended 30th June, 2005 (estimated) and

=18 (ERHB) L7 @ AXRER
THRRES 2 ENZFE

EERAERTZERT TR
PR ATE 2 & 5 BRI
WREREBEZSTRENA
=t HRIENEABAZ SR #
SEMERL 2 2B

REEHEEEMHRELAZ
BERATE TREELAZHE
E_TEMERA=THIER
{8 7 HRRDE AP (E R 2 - a0l 3
20 AR LA AA R
REFEPFLRBE HEEC
ZEMERA=ZTHIEREA
HA 8 P /R & B8 3 T e B B
HE .z REHLER-

30th June, 2004 (as adjusted)

In respect of the six month period ended 30th
June, 2005, the following table provides estimates
of the extent to which the profits for that period
are higher or lower than they would have been
had the previous policies still been applied in the
interim period, where it is practicable to make such
estimates.

In respect of the six month period ended 30th
June, 2004, the table discloses the adjustments
that have been made to the profits as previously
reported for that period, in accordance with the
transitional provisions of the respective HKFRSs. As
retrospective adjustments have not been made for
all changes in policies, as explained in note 2(b),
the amounts shown for the six month period ended
30th June, 2004 may not be comparable to the
amounts shown for the current interim period.
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2. CHANGES IN ACCOUNTING POLICIES (Continued)

(@) Summary of the effect of changes in the accounting

policies (Continued)

(i) Effect on profit attributable to shareholders for the
six months ended 30th June, 2005 (estimated) and

30th June, 2004 (as adjusted) (Continued)

“EEIF BE_TTOF

/\)EJ_‘|'E|.IJ: NA=ZTAHLE
~ME B ~EA
MR E Effect of new policy Bf3F  Six months ended Six months ended
(#m/ Cad)) (increase/(decrease)) Notes  30th June, 2005 30th June, 2004
BEEMBRSENE _F HKFRS 2
R E Share option scheme 2(b) (4,527) (1,233)
BERMBREEE =5 HKFRS 3
e Amortisation of goodwill  2(e) 22,889 -
BB EREMN %R HKAS 40
WEME Investment properties 200 8,941 -
BERGHEME=T % HKAS 39
A HIHE E S Available-for-sale securities (17,135) -
NAFEBEFSABREAZES Securities measured at fair
value through profit or
loss (22,070) -
HhRSBTETA Hedging derivatives 17,135 -
= Eﬁ ﬁﬁ_’{l,ﬂ\ Trading derivatives 42,971 -
EENLTEEFAER Certificates of deposit issued
ZE?%TTT??X & designated as fair value
through profit or loss 55,554 -
RPERZEERELEED Release of collective
impairment allowances
on loans and advances
to customers 38,378 -
&P E 2 B R E R Individual impairment
allowances made on
loans and advances to
customers (19,160) -
2(d) 95,673 -
HNF 288 Total effects for the period 122,976 (1,233)
HEkENZZE Effect on earnings per share
- EAREE - basic & diluted 0.42 -
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CHANGES IN ACCOUNTING POLICIES (Continued)

(@) Summary of the effect of changes in the accounting
policies (Continued)
(i) Effect on net income recognised directly in equity

for the six months ended 30th June, 2005
(estimated) and 30th June, 2004 (as adjusted)

In respect of the six month period ended 30th
June, 2005, the following table provides estimates
of the extent to which the income or expenses
recognised directly in equity are higher or lower
than they would have been had the previous policies
still been applied in the interim period, where it is
practicable to make such estimates.

In respect of the six month period ended 30th
June, 2004, the table discloses the adjustments
that have been made to the net income or expenses
recognised directly in equity as previously reported
for that period, in accordance with the transitional
provisions of the respective HKFRSs. As retrospective
adjustments have not been made for all changes
in policies, as explained in note 2(d), the amounts
shown for the six month period ended 30th June,
2004 may not be comparable to the amounts
shown for the current interim period.

RERER B
Total equity
BE-EZ1f HE-_ZT@OF
RA=tTHLE ARA=THLE
A~ME A S~ E A

B3T  Six months ended Six months ended

Effect of new policy

(Em,/ Crd (increase/(decrease)) Note  30th June, 2005 30th June, 2004
BERAEHEMNE=TIR HKAS 39
AHEEES Available-for-sale securities  2(d) (5,574) -
HNF 288 Total effect for the period (5,574) -
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2. CHANGES IN ACCOUNTING POLICIES (Continued)
(@) Summary of the effect of changes in the accounting
policies (Continued)
(iv) Effect on amounts recognised as capital transactions
with owners for the six months ended 30th June,
2005 (estimated) and 30th June, 2004 (as adjusted)

In respect of the six month period ended 30th
June, 2005, the following table provides estimates
of the extent to which the amounts recorded as
capital transactions with owners are higher or lower
than they would have been had the previous policies
still been applied in the interim period, where it is
practicable to make such estimates.

In respect of the six month period ended 30th
June, 2004, the table discloses the adjustments
that have been made to the amounts recorded as
capital transactions with owners as previously
reported for that period, in accordance with the
transitional provisions of the respective HKFRSs. As
retrospective adjustments have not been made for
all changes in policies, as explained in note 2(b),
the amounts shown for the six month period ended
30th June, 2004 may not be comparable to the
amounts shown for the current interim period.

BRAREE
Share premium

BE-SREF HZ _TIOF

ANBZ+HLE KNA=FHIE

~EA ~NE A

MR E Effect of new policy Bf3F  Six months ended Six months ended

(#n,/ Cid)) (increase/(decrease)) Note  30th June, 2005 30th June, 2004
EAMBREEANE R HKFRS 2

R REET Share option scheme 2(b) 4,527 1,233

HATERE Total effect for the period 4,527 1,233

(b) EERRETE (FRMBREER
FoHIARGEN]D)
REEFEE SETMNSREE T
BN B ARANRITIND 2
RBER KR MR B EEITER
FECHE - 3 Bl B B AT AR R AR A i
BRAZEBRENBEETER
WG

(b) Employee share option scheme (HKFRS 2, “Share-
based payment”)
In prior years, no amounts were recognised when certain
executives were granted share options over shares in
the Bank. If the employees chose to exercise the options,
the nominal amount of share capital and share premium
were credited only to the extent of the option’s exercise
price receivable.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)
(b) Employee share option scheme (HKFRS 2, “Share-

based payment”) (Continued)

With effect from 1st January, 2005, in order to comply
with HKFRS 2, the Group recognises the fair value of
such share options as staff expense in the profit and
loss account between the grant date and vesting date.
A corresponding increase is recognised in share premium
in equity.

If an employee chooses to exercise options, the exercise
price is transferred to share capital and share premium.
If the options lapse unexercised the related share
premium is transferred directly to unappropriated profits.

The new accounting policy has been applied
retrospectively with comparatives restated in accordance
with HKFRS 2, except that the Group has taken
advantage of the transitional provisions set out in
paragraph 53 of HKFRS 2 under which the new
recognition and measurement policies have not been
applied to the following grants of options:

(i) all options granted to employees on or before 7th
November, 2002; and

(i) all options granted to employees after 7th
November, 2002 but which had vested before 1st
January, 2005.

The amount of prior period adjustments and the effect
on the results for the six months ended 30th June,
2005, and the reserves as of that date, are set out in
note 2(a). No adjustments to the opening balances as
at 1st January, 2004 are required as no options existed
at that time which were unvested at 1st January, 2005.

Details of the employee share option scheme can be
found on page 71 of this interim financial report.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

() Investment properties (HKAS 40, “Investment
property”, and HK(SIC) Interpretation 21, “Income
taxes — Recovery of revalued non-depreciable

assets”)

Change in accounting policies relating to investment

properties were as follows.

(i)  Timing of recognition of movements in fair value

in the profit and loss account

In prior years movements in the fair value of the
Group’s investment properties were recognised
directly in the investment properties revaluation
reserve except when, on a portfolio basis, the
reserve was insufficient to cover a deficit on the
portfolio, or when a deficit previously recognised
in the profit and loss account had reversed, or
when an individual investment property was
disposed of. In these limited circumstances
movements in the fair value were recognised in

the profit and loss account.

Upon adoption of HKAS 40 as from 1st January,
2005, all changes in the fair value of investment
properties are recognised directly in the profit and
loss account in accordance with the fair value model

in HKAS 40.

(i)  Measurement of deferred tax on movements in

fair value

In prior years the Group was required to apply the
tax rate that would be applicable to the sale of
investment properties to determine whether any
amounts of deferred tax should be recognised on
the revaluation of investment properties. As there
would have been no tax payable on the disposal
of the Group’s investment properties, no deferred

tax was provided in prior years.

As from 1st January, 2005, in accordance with HK
(SIC) Interpretation 21, the Group recognises
deferred tax on movements in the value of an
investment property using tax rates that are
applicable to the property’s use, if the Group has
no intention to sell it and the property would have
been depreciable had the Group not adopted the

fair value model.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”)

In prior years, the accounting policies for certain financial
instruments were as follows:

Dated debt securities that the Group has the ability
and intention to hold to maturity were classified as
held-to-maturity securities. Held-to-maturity
securities were stated in the balance sheet at
amortised cost less any provisions for diminution in
value. The carrying amounts of held-to-maturity
securities were reviewed as at each balance sheet
date in order to assess the credit risk and whether
the carrying amounts were expected to be
recovered. Provisions were made when carrying
amounts were not expected to be recovered and
were recognised as an expense in the profit and
loss account.

Trading securities were stated in the balance sheet
at fair value. Changes in fair value were recognised
in the profit and loss account as they arose.

Non-trading securities were stated in the balance
sheet at fair value. Changes in the fair value were
recognised in the investment revaluation reserve
until the security was sold, collected, or otherwise
disposed of, or until there was objective evidence
that the security was impaired, at which time the
relevant cumulative gain or loss was transferred
from the investment revaluation reserve to the profit
and loss account.

Derivatives carried in dealing portfolios were
marked-to-market, and gains and losses were
included in dealing profits or losses.

Derivatives used in balance sheet management to
hedge open positions for specific assets or liabilities,
were accounted for on an accrual basis, consistent
with the underlying cash assets and liabilities held
in these portfolios.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”) (Continued)

Certificates of deposit issued were stated at cost.

Provisions for bad and doubtful debts included
general provision which reflected the inherent risk
of losses based on the past experience and
judgements about current conditions; and specific
provisions reflected the expected loss for non-
performing loans following guidelines established
by the Directors.

Loan fee income and expense were recognised on
an accrual basis using the relative contract or
coupon interest rates. The interest accrued on non-
performing loans was not taken as income but
credited to a suspense account, which was netted
in the balance sheet against the appropriate balance
sheet headings.

From 1st January, 2005, the Group has adopted HKAS
32 and HKAS 39 and has classified financial instruments
under the following categories:

Classification

Financial assets measured at fair value through profit
or loss

This category comprises financial assets held for
trading and those that are designated as fair value
through profit or loss at inception. A financial asset
is classified as held for trading if it is either acquired
principally for the purpose of selling it in the short
term and for which there is evidence of a recent
pattern of short-term profit-taking or is a derivative
that is not a designated and effective hedging
instrument.

This category includes equity investments, derivative
instruments with a positive fair value, debt securities
and investments in investment funds but excludes
those financial assets that do not have a quoted
market price and whose fair value cannot be reliably
measured.



2.

EHBREE (&)

(d £BMIE (FESHENE=1T5
(¢RI HEEIZR I REBDH
EAFE=tThFE@MITE: BRHE
TRl (8)

(i)

D (8)

ESAEN R

B R E MR B E )
TNREBERLHERTSE
BZTESREE BTEE
(A5 B A 512 BNBs g R 2 B
NEHEMBED A EIEEE
RgE: QAEENVIRRE R
ERUAFEBEFAEBREA:
KQAEETEATHREE Y
CHEE-

LR eREEERRBRAT
R e REHE S & PEMER
TREMAM S BMEERE E
HSEBEREPERLEMER
ZEE-

AIHEESHEE
LRBI BREEE RS HIHE
ZHTESRMEERL N
REFMBURER HHEEH
ARESINAFEERBAERR
BAZEREE-

R BRRHRE REBE

BEZHHARE

YR BIEA BE S A R
seEREETHR HALH
BRREE AN HE SE
A2 3EfiEeRmAR B0
(1) B3 FH4 55 B 3552 25 00
DB (B A B 250 Po s T
WEE FQH A BRAMIE
ZEE 2 EA

2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and

measurement”) (Continued)
(i) Classification (Continued)
Loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that
are not quoted in an active market, other than (1)
those that the Group intends to sell immediately
or in the near term and classified as held for trading,
(2) those that the Group, upon initial recognition,
designates as fair value through profit or loss, or
(3) those where the Group classified as available-

for-sale.

This category includes assets which are shown on
the balance sheet within cash and short-term funds,
placements with banks and other financial
institutions, trade bills and advances to customers

and other accounts.

Available-for-sale financial assets

This category comprises non-derivative financial
assets that are designated as available-for-sale
financial assets or are not classified as loans and
receivables, held-to-maturity investments or financial

assets at fair value through profit or loss.

This category includes equity investments and debt

securities.

Held-to-maturity investments

This category comprises of non-derivative financial
assets with fixed or determinable payments and
fixed maturity that the Group has the positive
intention and ability to hold to maturity, other than
(1) those that the Group, upon initial recognition,
designates as at fair value through profit or loss or
as available-for-sale, or (2) those that meet the

definition of loans and receivables.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and

measurement”) (Continued)
(i) Classification (Continued)

Financial liabilities measured at fair value through

profit or loss

Financial liabilities measured at fair value through
profit or loss are financial liabilities held for trading
and those designated at fair value through profit
or loss at inception. A financial liability is classified
in this category if it is incurred principally for the
purpose of being repurchased or is part of a
portfolio of identified financial instruments that are
managed together and for which there is evidence
of a recent pattern of short-term profit-making, or
is a derivative that is not a designated and effective

hedging instrument.

This category includes structured certificates of
deposit issued, derivative liabilities with negative
fair values not accounted for as hedging
instruments, obligations to deliver financial assets
borrowed by a short seller, and financial liabilities
that are incurred with an intention to repurchase

them in the near term.

Other financial liabilities measured at amortised cost

This category comprises all financial liabilities other
than those classified as financial liabilities measured

at fair value through profit or loss.

This category includes liabilities presented on the
balance sheet within deposits and balances of banks
and other financial institutions, deposits from
customers, certificates of deposit issued and

issued debt.

(i) Initial recognition and measurement

The Group recognises financial assets and financial
liabilities on the date it becomes a party to the

contractual provisions of the instrument.

A regular way purchase of financial assets is
recognised using trade date accounting. From this
date, any gains and losses arising from changes in
fair value of the financial assets or financial liabilities

are recorded.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32,

“Financial

instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”) (Continued)

(ii)

(iif)

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

Subsequent measurement
The subsequent measurement of financial
instruments depends upon their classification.

Financial assets measured at fair value through profit
or loss

Financial assets under this category are carried at
fair value. Unrealised gains and losses arising from
changes in the fair value are included in the profit
and loss account in the period in which they arise.
Upon disposal, the difference between the net sale
proceeds and the carrying value is included in the
profit and loss account.

Loans and receivables

Loans and receivables and securities classified as
loans and receivables are carried at amortised cost
using the effective interest method, less impairment
allowances, if any, and are accounted for in the
profit and loss account.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”) (Continued)

(iii) Subsequent measurement (Continued)

Available-for-sale financial assets

Available-for-sale financial assets are carried at fair
value less impairment allowances, if any. Unrealised
gains and losses arising from changes in the fair
value are recognised in the investment revaluation
reserve.

For monetary securities, exchange differences
resulting from changes in amortised cost are
recognised in profit and loss account. When the
securities are sold, the difference between the net
sale proceeds and the carrying value, and the
accumulated fair value adjustments in the
investment revaluation reserve are treated as gains
or losses on disposal and are accounted for in the
profit and loss account.

Held-to-maturity investments

Held-to-maturity investments are carried at
amortised cost using the effective interest method
less impairment allowances, if any.

Financial liabilities measured at fair value through
profit or loss

Financial liabilities under this category are carried
at fair value. Unrealised gains and losses arising
from changes in the fair value are included in profit
and loss account in the period in which they arise.
Upon repurchase, the difference between the net
payments and the carrying value is included in the
profit and loss account.

Other financial liabilities

Financial liabilities, other than those measured at
fair value through profit or loss, are measured at
amortised cost using the effective interest rate.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)
(d) Financial instruments (HKAS 32,

“Financial

instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and

measurement”) (Continued)
(iv) Fair value measurement principles

The fair value of financial instruments is based on
their quoted market prices at the balance sheet
date without any deduction for estimated future
selling costs. 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 that provides a reliable
estimate of prices which could be obtained in actual

market transactions.

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

sheet date.

The fair value of derivatives that are not exchange-
traded is estimated at the amount that the Group
would receive or pay to terminate the contract at
the balance sheet date taking into account current
market conditions and the current creditworthiness
of the counterparties. Specifically, the fair value of
a forward contract is determined as the present
value of estimated future cash flows, discounted
at appropriate market rates on the valuation date.

Investments in other unlisted investment funds are
recorded at the net asset value per share as reported

by the managers of such funds.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”) (Continued)

v)

Impairment and allowances for credit losses
Financial assets that are stated at cost or amortised
cost are reviewed at each balance sheet date to
determine whether there is objective evidence of
impairment. If any such indication exists, an
impairment loss is recognised in the profit and loss
account as the difference between the asset's
carrying amount and the present value of estimated
future cash flows discounted at the financial asset’s
original effective interest rate.

If in a subsequent period the amount of an
impairment loss recognised on a financial asset
carried at amortised cost or a debt instrument
classified as available-for-sale decreases and the
decrease can be linked objectively to an event
occurring after the write-down, the write-down is
reversed through the profit and loss account.

The total allowances and provision for credit losses
consists of two components: individual impairment
allowances, and collective impairment allowances.
The individual impairment allowances component
applies to loans and receivables evaluated
individually for impairment and is based upon
management’s best estimate of the present value
of the cash flows which are expected to be received.
In estimating these cash flows, management makes
judgments about the borrower’s financial situation
and the net realisable value of any underlying
collateral or guarantees in favour of the Group.
Each impaired asset is assessed on its merits.
Collective impairment allowances cover credit losses
inherent in portfolios of loans and receivables with
similar economic characteristics where there is
objective evidence to suggest that they contain
impaired loans and receivables but the individual
impaired items cannot yet be identified. In assessing
the need for collective impairment allowances,
management considers factors such as credit
quality, portfolio size, concentrations, and economic
factors. In order to estimate the required allowances,
the Group makes assumptions both to define the
way the Group models inherent losses and to
determine the required input parameters, based
on historical experience and current economic
conditions.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32,

“Financial

instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”) (Continued)

v)

(vi)

Impairment and allowances for credit losses
(Continued)

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

All impaired financial assets are reviewed and
analysed periodically. Any subsequent changes to
the amounts and timing of the expected future
cash flows compared to the prior estimates that
can be linked objectively to an event occurring
after the write-down, will result in a change in the
allowances for impairment losses and will be
charged or credited to the profit and loss account.

Revenue recognition

Provided it is probable that the economic benefits
will flow to the Group and the revenue and costs,
if applicable, can be measured reliably, revenue is
recognised in the profit and loss account as follows:

Interest income is recognised using the effective
interest method.

Origination or commitment fees received by the
Group which result in the creation or acquisition of
a financial asset are deferred and recognised as an
adjustment to the effective interest rate. If the
commitment expires without the Group making a
loan, the fee is recognised as revenue on expiry.

For impaired loans, the accrual of interest income
based on the original terms of the loan is
discontinued, but any increase in the present value
of impaired claims due to the passage of time is
reported as interest income.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)

(d) Financial instruments (HKAS 32, “Financial
instruments: Disclosure and presentation” and
HKAS 39, “Financial instruments: Recognition and
measurement”) (Continued)

(vii) Derivative financial instruments
The Group uses derivative financial instruments to
hedge its exposure to foreign exchange and interest
rate risks arising from operational, financing and
investment activities. However, derivatives that do
not qualify for hedge accounting are accounted
for as trading instruments.

Derivative financial instruments are recognised at
fair value. The gain or loss on re-measurement to
fair value is recognised immediately in profit and
loss account except for derivatives that qualify as
cash flow hedge as stated below.

(viii) Hedging:

Cash flow hedges

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

Fair value hedge

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

The hedging instrument is measured at fair
value, with fair value changes recognised in
the profit and loss account. The carrying
amount of the hedged item is adjusted by the
amount of the changes in fair value of hedging
instrument attributable to the risk being
hedged. This adjustment is recognised in the
profit and loss account to offset the effect of
the gain or loss on the hedging instrument.
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2.

CHANGES IN ACCOUNTING POLICIES (Continued)
(e) Amortisation of positive and negative goodwill

(HKFRS 3, “Business combinations” and HKAS 36,
“Impairment of assets")

In prior periods, positive goodwill was amortised to the
consolidated profit and loss account on a straight-line
basis over not more than 20 years. In respect of
controlled subsidiaries, positive goodwill was stated in
the consolidated balance sheet at cost less any
accumulated amortisation and any impairment losses.
In respect of acquisition of associated companies, the
cost of positive goodwill less any accumulated
amortisation and any impairment losses was included
in the carrying amount of the investments in associated
companies.

With effect from 1st January, 2005, in accordance with
HKFRS 3 and HKAS 36, the Group no longer amortises
positive goodwill. Such goodwill is tested annually for
impairment, including in the year of its initial recognition,
as well as when there are indications of impairment.
Impairment losses are recognised when the carrying
amount of the cash generating unit to which the
goodwill has been allocated exceeds its recoverable
amount.

Also with effect from 1st January, 2005 and in
accordance with HKFRS 3, if the fair value of the net
assets acquired in a business combination exceeds the
consideration paid (i.e. an amount arises which would
have been known as negative goodwill under the
previous accounting policy), the excess is recognised
immediately in the profit and loss account as it arises.

The new policy in respect of positive goodwill has been

applied prospectively in accordance with the transitional
arrangements under HKFRS 3.
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3. SEGMENT REPORTING
(a) Business segments
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Retail banking activities include acceptance of deposits,
residential mortgages, hire purchase and consumer loans.

Corporate banking activities include advance of
commercial and industrial loans, trade financing and
institutional banking.

Treasury activities include foreign exchange services,
management of investment securities and trading
activities.

Other business activities include insurance business,
stockbroking activities and services for retirement
schemes.

Unallocated items mainly comprise the shareholders’
funds, investments in premises and property investment
and other activities which cannot be reasonably allocated
to specific business segments.

e ON BRI 1

Six months ended

Operating income

Profit before taxation

BZ-ETRFE HZ_TIMHF HEF-ZZTIF HE_TTMHF
AB=THL NA=THIE AA=tHL NA=THIE
~ME A ~NEA ~EA ~NEA

Six months ended Six months ended

Six months ended

30th June, 2005  30th June, 2004  30th June, 2005  30th June, 2004

(%)

(restated)

ZERITER Retail banking 850,813 762,221 490,883 375,713
PERBITES Corporate banking 217,903 268,637 151,282 146,317
MEEK Treasury 202,565 153,223 177,466 106,997
Hin¥% Other 37,520 45,819 15,898 15,604
;R“*E%f% Unallocated 35,135 35,443 691 1,397
BEBWTESE  Intersegment elimination (29,115) (20,711) - -
1,314,821 1,244,632 836,220 646,028
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3. SEGMENT REPORTING (Continued)
(b) Geographical segments
The information concerning geographical segments has
been classified by the location of the principal operations
of the subsidiaries, or in the case of the Bank itself, of

Eak the location of the branch responsible for reporting the
results or booking the assets.
2EUA B 750 Al g A
Operating income Profit before taxation
BE-_Z21f @PE_TTNHF BE-ZTELF BE_TITNE
RAZTAL NA=THLE RAZTALE NA=ZTALE
~EA ~E A ~EA ~EA
Six months ended  Six months ended Six months ended  Six months ended
30th June, 2005  30th June, 2004  30th June, 2005  30th June, 2004
(E%)
(restated)
e Hong Kong 1,224,104 1,323,147 781,258 782,633
i Macau 154,729 132,880 102,783 82,570
it Others 61,158 38,595 22,735 16,006
BREWLESE  Intersegment elimination (125,170) (249,990) (70,556) (235,181)
1,314,821 1,244,632 836,220 646,028

EE T
() FEKA

4. OPERATING PROFIT
(a) Interest income

BE-ZZRF HZE_TT@OF
NA=+BLE RNA=tHIE
~MEA N E A

Six months ended Six months ended
30th June, 2005 30th June, 2004

EHEHOMEHRA
FEEMEFEFSBA

H B U A

(b) FIEXZH
FMEXHEBEBEELRNERE
#66,670,0007T (ZZ T F : B
66,797,0007T) ©

Interest income on

listed investments 39,543 38,363

Interest income on
unlisted investments 344,428 219,584
Other interest income 1,417,584 1,111,595
1,801,555 1,369,542

(b) Interest expense
The amount included interest expenses on loan capital
of HK$66,670,000 (2004: HK$66,797,000).
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4. OPERATING PROFIT (Continued)

Hib &K (c) Other operating income
BE-EZZ5F HE_TT@OF
AA=Zt+HLE A~SA=tHIE
~EA ~E A
Six months ended Six months ended
30th June, 2005 30th June, 2004
REERFE Fees and commissions
EnEe RR%E Credit commission and
fees 59,863 42,335
ERERGRGE Credit card related fees 32,066 29,683
FHESRBE Trade related fees 39,053 43,746
R EZKAE Insurance commission 28,941 24,026
BREEERKE Stockbroking fees 27,917 38,509
HEaRBEERASEKA Other fees and
commission income 89,504 85,343
(B) RBEBERAEIH (Less): Fees and
commission paid (18,803) (18,114)
258,541 245,528

IVEE B Wit

i

REEEREESF REMER 2R T
ERRFLTRERSRA

Hit

BEIH

EETNBEITEE38,011,0007T
(ZZZTI4F 7 854,645,0007T) * 2
Pk S5 754,527,000, (ZZEE
F (E3R) 75%1,233,0007T) RkEE
HEENEHEI S B %1,686,0000T (=
T4 B #521,0007T) e — T E Y
F ¥ FEREEHE24,449,000

7T|:o

(d)

Gains arising from dealing

in foreign currencies 55,340 58,664
Gains on securities and other
dealing activities 85,897 3,034
Dividend income from listed
and unlisted investments 4,646 7,567
Others 10,015 13,289
414,439 328,082

Operating expenses

Operating expenses included depreciation, share option
expenses and employee incentive plan expenses
amounting to HK$38,011,000 (2004: HK$54,645,000),
HK$4,527,000 (2004 (restated): HK$1,233,000) and
HK$ 1,686,000 (2004: HK$521,000) respectively. During
the first half of 2004, the amortisation on goodwill
amounted to HK$24,449,000.



5. BERERARER (BRZHHA
E’(ﬁéﬁ%ﬂﬁﬁ‘é%%%%?l\) / RERR

IMPAIRMENT LOSSES AND ALLOWANCES FOR
IMPAIRED ASSETS (OTHER THAN THE IMPAIRMENT
ALLOWANCES ON HELD-TO-MATURITY SECURITIES AND
AVAILABLE-FOR-SALE SECURITIES)/(CHARGE) FOR BAD
AND DOUBTFUL DEBTS

BZ_ZT1F HE_ZTZ0F
AB=tHL ANA=THIE
~MEA N E A

Six months ended Six months ended
30th June, 2005  30th June, 2004

EPERZAEERRE R CERF)

6. (a) EMRENERHEFFECEE
A,/ (BE)
IEHE@%E(E&E%%Z*EE@

S A5 #10,838,000T (ZE M4
') o

(b) HEREZIHABERAHEE
B/ FBFEERARESZ (B
8) @A

Impairment allowances release
for loans and advances to
customers/(charge) for bad
and doubtful debts 442 (73,134)

442 (73,134)

(a) Gains/(losses) on revaluation of investment
properties and disposal of tangible fixed assets
The amount included an unrealised gain on revaluation
of investment properties of HK$10,838,000 (2004: Nil).

(b) (Losses)/profits on disposal of held-to-maturity and
available-for sale/non-trading securities

BE_EZT5F HE_TT@OF
AA=tHLE RNA=fHLIt
~MEA N E A

Six months ended Six months ended
30th June, 2005  30th June, 2004

HERERIHRES 2 EN

HERHEEERS B EEERS
EHz (B8B) /&8

Profit on disposal of

held-to-maturity securities - 117
(Loss)/profit on disposal

of available-for-sale/non-

trading securities (6,707) 2,843

(6,707) 2,960
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B
HAEBERAZREAR:

TAXATION
Taxation in the consolidated profit and loss account represents:

BEZ_Z21f fz_TTNMOF
AB=tHIL SA=THL
~MEA ~E A

Six months ended Six months ended
30th June, 2005 30th June, 2004

BEMNEHERE

IR
ETHE
EinEE RR 2B

%&ﬂ SRR A R R s AR IR TR

DZTERRCEZTONF B2 T

t%ﬂM* i%mE&$EIZE%$
MEERMERRBITREGTE

BkPHERE

UTAEZEEN _ETRFA=THZ
BEMRE2RE WARRT AT ERE
F5IER

Provision for Hong Kong

profits tax 114,936 118,879
Overseas taxation 10,183 19,225
Deferred taxation 8,395 (20,960)
Share of associates' tax 1,097 163

134,611 117,307

The provision for Hong Kong profits tax is based on an
estimate of the assessable profits for the period at 17.5%
(2004: 17.5%). Overseas taxation is provided at the
appropriate current rates of taxation ruling in the countries
in which the relevant units of the Group operate.

INTERIM DIVIDEND DECLARED

The following dividend was declared by the board of directors
after 30th June, 2005 and has not been provided for in the
interim financial report.

BE-ZERF HE_TTOF
AA=+HL ~NA=Z+HIE
~MEA N E A

Six months ended Six months ended
30th June, 2005 30th June, 2004

1£293,980,500 ( —Z Z P 4 : 293,910,500)
W8 Bk S FREE LA
(ZEEWmFE BFERA=)

Interim dividend declared of
HK$0.70 (2004: HK$0.53)
per share on 293,980,500

(2004: 293,910,500) shares 205,786 155,773




10.

BREA 9. EARNINGS PER SHARE
BRERBHNDERBEEEZE_ZTRFAA The calculation of basic earnings per share is based on profit
SHHEABEARRES ZRF B attributable to the shareholders for the six months ended
700,628,0007T (—ZTMF (EHH) B 30th June, 2005 of HK$700,628,000 (2004 (restated):
528,959,0007T) K% AR E BTG 2 HK$528,959,000) and on the weighted average number of
AN F 15 $0293,933,483 (T T 4 293,933,483 (2004: 293,883,577) ordinary shares in issue
293,883,577) R AR E o during the period.
BEEREBNIRBERE_ZTRERHA The calculation of diluted earnings per share is based on
STHEARBARREES ZRMNER profit attributable to the shareholders for the six months
700,628,0007T (—ZTMF (EH) B ended 30th June, 2005 of HK$700,628,000 (2004 (restated):
528,959,0007T) K% AR E BTG 2 HK$528,959,000) and on the weighted average number of
INHE ¥ 19 80294,783,949 (Z T T Y F - 294,783,949 (2004: 294,353,949) ordinary shares in issue
294,353,949) R & BT E WA B E during the period after adjustment of all dilutive potential
EEERFNRG TE AR shares.
“EZIHF —ZTTMF
~A=1H ~NA=TH
30th June, 2005 30th June, 2004
BRE® 1T BREBITZ
Rin & B 17 & B
Number of shares Number of shares
of HK$1.00 each  of HK$1.00 each
REGEERERRMNMN L ER D MET Weighted average number
HE of ordinary shares used in
calculating basic earnings
per share 293,933,483 293,883,577
BRBITE2RREE Deemed exercise of share
option scheme 365,145 308,985
BWEBITHR 2 EE REEE Deemed exercise of EIP 485,321 161,387
BETEEREERNN L AR D MET Weighted average number of
19 ordinary shares used in
calculating diluted earnings
per share 294,783,949 294,353,949
BeREHES 10. CASH AND SHORT-TERM FUNDS
—ZE2RHE —TTME
AA=1H +-A=+—"H

30th June, 2005 31st December, 2004

RehERRTREREGESBEE

ik (TS
B &% (P20

Cash and balances with
banks and other financial

institutions 1,570,139 1,394,069
Money at call and short notice 21,325,921 18,548,891
Treasury hills (Note 20) 1,388,940 586,358

24,285,000 20,529,318
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12.
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REkEHES ®)
RIGEH AT

10. CASH AND SHORT-TERM FUNDS (Continued)
Treasury bills are analysed as follows:

—EERF —TEMF
~A=1+H +-A=+—H
30th June, 2005 31st December, 2004

RIEEERE (MHEE)
HAEZIHA

PR % B PRI R & RIT
Bt WA T2

ERE
BREZGREE2DAFEREIBARIEL
M2 ERE

EFZERRHEMERE
() EFzERKHMERE

Held for trading purposes

(at market value) 495,978 -
Held-to-maturity 892,962 586,358
1,388,940 586,358

All treasury bills are issued by central government and central
banks and are unlisted.

11. CERTIFICATES OF DEPOSIT HELD
All the certificates of deposit held are held-to-maturity and
are unlisted.

12. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
(@) Advances to customers and other accounts

—EERF —TEMF
~AB=1H +-A=+—H
30th June, 2005 31st December, 2004

EPE (M E20)

BIREREMESRREBEZER
(BFzE20)

WEERZ ERREER, K
%

ﬁ‘tr

JERH A B R B A AR IR

MTETRMIA

Eul

Advances to customers

(Note 20) 51,652,980 49,189,126
Advances to banks and

other financial

institutions (Note 20) 95,003 110,865

Individual impairment

allowances for impaired

loans/specific provisions

for bad and doubtful

debts (160,299) (127,731)
Collective impairment

allowances for impaired

loans/general provisions

for bad and doubtful

debts (198,754) (494,779)
Accrued interest and

other accounts 1,020,381 1,046,124
Derivative financial

instruments 572,507 21,734

52,981,818 49,745,339



12. EF v ERREMERE (&) 12. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS
(Continued)
(b) Impaired loans

(b) REEM

B 308 18 Rl R B 2 & R 5t A 5K
e S5 2 TINE 2 R E R E
CER I

The advances net of individual impairment allowances
made after taking into account the discounted value of
future recoverable amounts in respect of such advances
are as follows:

—EERF —“EETME
~A=1+H +-A=+—H
30th June, 2005 31st December, 2004

P EAmE R
(AR EER, FRER

R-ZEMFT=A=+—AR=
FERFAASTR AEEETR
ARERAMSRMEZ RET I
BRI (E 22 e

Gross impaired advances

to customers 779,614 824,995
Gross impaired advances

as a percentage of total

advances to customers 1.51% 1.68%
Amount of collateral held 598,211 671,350
Individual impairment

allowances/specific

provisions 158,037 125,732

There were no individual impairment allowances made

on advances to banks and other financial institutions
on 30th June, 2005 and 31st December, 2004.
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13. URPEEBABBERAZES

FEERRES

. SECURITIES MEASURED AT FAIR VALUE THROUGH

PROFIT OR LOSS/TRADING SECURITIES

—2%IF
~A=1H
30th June, 2005

—TEMF
+-A=+—8H
31st December, 2004

NRFEESABRREHES:
— iRk ETE (F5E20) :

AN Eh
FEM

~REEERE CBEHES (20)

N N}
FEM

REEBERECABLTRE

RYEEFABRRAZES FE
a%%m%ZX%£$WT

BITHE:
PR B K R ERTT

BOTRERAGEREE

40

Debt securities measured at
fair value through profit or loss:
— designated at inception

(Note 20):
Listed outside Hong Kong 1,264,180
Unlisted 3,819,001
5,083,181
— Held for trading/trading
debt securities (Note 20):
Listed in Hong Kong 250
Unlisted 50
300
Trading equity securities listed
in Hong Kong 8,669
8,969
5,092,150
Securities measured at fair
value through profit or loss/
trading securities analysed
by counterparty are as follows:
Issued by:
Central government and
central banks 200
Banks and other financial
institutions 2,857,437
Corporate entities 1,706,811
Public sector 527,702
5,092,150

153

153

50
5,364

6,550
103

12,067



14. FEZIHAXRERTHHEERS
AREBEARES

14. HELD-TO-MATURITY AND AVAILABLE-FOR-SALE/NON-

TRADING SECURITIES

—2%IF
~A=1H
30th June, 2005

—TEMF
+-A=+—8H
31st December, 2004

RBEZINHA 2 ERE S (F:E20)

i}
—KEL®
— BN E™m

FEM

AHEE EREEERR BB ES
(BfzE20)

rm(MEERE)

-KELT

7 =il

L

HEEFREEERE KRR

P

AE LW (H5EEE)

FEM

RBEZRHMAGEHEFCMHEE

Held-to-maturity debt securities

(Note 20):
Listed
—1in Hong Kong 86,656
— outside Hong Kong 203,123
289,779
Unlisted 10,352,393
10,642,172
Available-for-sale/non-trading
debt securities (Note 20):
Listed (at market value)
—in Hong Kong 97,743
— outside Hong Kong 54,391
Unlisted 1,419,693
1,571,827
Available-for-sale/non-trading
equity securities:
Listed in Hong Kong (at
market value) 54,503
Unlisted 104,823
159,326
12,373,325

Market value of listed held-

to-maturity debt securities 291,396

87,766
677,995

765,761
18,102,157

18,867,918

29,196
858,144
352,783

1,240,123

93,463
187,236

280,699

20,388,740

779,768
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BFEZEHARSERHEEES
E(BEEERERS ©)
R-_ZEZRF—A—H BAZRIHBEZ
BRESF ECBHEBE IR BYE
1,671,490,0007T & /% #4,125,330,0007T *
BREASHENE=TNHR[EHT A #
i&ﬁiJ %EW%T(%%&%&%
MARIETE AR FEEFABREREAZF
%&Wh#ﬁﬁ%é%ﬁZﬁnM%;i
FB{EA51,134,545,0007C 5] A7)

ﬁﬁ%EMﬁ$EE%AEE%WZ%
#0
BEERNHEEANTHEEES IS

EEEMEE? ﬁc%ﬁi DATEAT

14. HELD-TO-MATURITY AND AVAILABLE-FOR-SALE/NON-

TRADING SECURITIES (Continued)

On 1st January, 2005, held-to-maturity debt securities with an
amortised cost of HK$1,671,490,000 and HK$4,125,330,000
were reclassified as available-for-sale and securities measured
at fair value through profit or loss — designated at inception
respectively in accordance with HKAS 39 “Financial
Instruments: Recognition and Measurement”. In addition,
non-trading debt securities at fair value of HK$1,134,545,000
were reclassified as securities measured at fair value through
profit or loss — designated at inception.

Held-to-maturity and available-for-sale/non-trading securities
analysed by counterparty are as follows:

BRITHE:
R B R R R IRAT

RITAEREMEREE

X
/N

ZHRE

FAZIHA CBRERRFHREC DB
RENEERABR REMZI0RME
Ao

—E2BRE —ETNF
AA=1H +ZA=+—H
30th June, 2005 31st December, 2004
Issued by:
Central government and
central banks 7,643 1,774
Banks and other financial
institutions 9,239,427 14,376,694
Corporate entities 2,740,094 5,091,009
Public sector 386,161 913,263
12,373,325 20,388,740

Held-to-maturity treasury bills and certificates of deposit are
disclosed separately in the balance sheet, notes 10 and 11
to the accounts.



15.

16.

[EES 15. GOODWILL
—ZERF —“EETME
AB=TH +ZA=F+—H
30th June, 2005 31st December, 2004
DN Cost
—A—B&® At 1st January 909,733 972,156
B E e Amount recovered during
the period - (66,864)
HAXNEE Amount paid during the
period - 4,441
“EEREANAZTHEHR At 30th June, 2005 and
“EENF+-_A=t+—HEH 31st December, 2004 909,733 909,733
R EELRERK Accumulated amortisation
and impairment loss
—A—H#&#% At 1st January 62,020 17,023
B 8 Amortisation for the period - 44,997
“EEREANAZTHEHR At 30th June, 2005 and
—EENF+_A=+—H&& 31st December, 2004 62,020 62,020
RZZEZRFEAA=THK Net book value as at
—EENFE+ZA=1T—H 30th June, 2005 and
EEFE 31st December, 2004 847,713 847,713
EFEX 16. DEPOSITS FROM CUSTOMERS
—ZERF —“EETME
~A=tH TZA=1+—H
30th June, 2005 31st December, 2004
EHRERRARER Demand deposits and
current accounts 8,421,910 9,871,231
REFX Savings deposits 12,772,519 16,800,082
EHRERRBAER Time, call and notice deposits 59,318,962 51,897,848
80,513,391 78,569,161
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19.

44

ERITZERE

17.

CERTIFICATES OF DEPOSIT ISSUED

—ZERF —“EETME
~A=1+H +-A=+—H
30th June, 2005 31st December, 2004

NBERATE 2 ERITHEHE

Certificates of deposit issued

at amortised cost 1,953,103 4,616,090
BENRTFEEFABRRAZEETE Structured certificates of deposit
BUFTRE issued designated as fair
value through profit or loss 1,976,803 -
3,929,906 4,616,090
HitbRIE R EH 18. OTHER ACCOUNTS AND PROVISIONS
“EZIHF —_ZTTMF
ANAE=tH +-A=+—~H
30th June, 2005 31st December, 2004
(E®W)
(restated)
BEEFAR Short positions in treasury bills 469,762 -
TEEMIA Derivative financial instruments 629,317 35,300
AETIE Current taxation 131,476 63,381
BT IE Deferred taxation 95,516 64,953
HoAh FE 1 5RO R B FS Other payable and interest
payable 901,453 948,450
2,227,524 1,112,084

BEELR

ZEEH%2,525,835,0007T (325,000,000
E) (ZZZMF 8 %2,526,485,000
T ZEEER RIEHARITE—BNZ
& [} B Bt % 2 A Wing Hang Financial
Holdings (BVI) Limited * 1N = FZ = F R
1T 85.25% * WaTE RRRERHEE
E5 - RRITEEM LT AT HE R FZ
ERIMER S LM RIBEN 2B
RE-ZEEBEER _T—=F1+H+H
B8R

19.

LOAN CAPITAL

Loan capital with face value of HK$2,525,835,000
(US$325,000,000) (2004:HK$2,526,485,000) represents
5.25% subordinated notes qualifying as tier 2 capital which
were issued during 2003 by Wing Hang Financial Holdings
(BVI) Limited, a single purpose wholly owned finance
subsidiary of the Bank. The Bank unconditionally and
irrevocably guarantees all amounts payable under the notes
which are listed on the Singapore Exchange Trading Limited.
The notes will mature on 10th October, 2013.



20. HARR o 4T 20. MATURITY PROFILE

“E2RRFRAZTH

30th June, 2005
“BARLE —FNL
% ERf

=R Tyear  Syears
NEER ST orless  orless AEHE
Repayable ~ 3months butover3  butover Mter  EFEA ik

on demand orless  months 1 year Syears  Undated Total
EE Assets
-BREES (WiE10) - Treasury bills (Note 10) - 1340741 48199 - - - 1,388,940
-THREMBIREREM - Placements with banks and other
SRBERB(—ETZ  finandal insttutions maturing
mw ‘Jﬁﬂ) between 1 and 12 months - 764451 85482 - - - 849903
-BHE - Certificates of deposit held - - - - - - -
—M ?fﬁ BFABZER - Debt securities measured at far
EBES/HEEER  valuethrough profitor losy
aﬁzf BEF (W13 trading debt securities (Note 13) - - 236960 3,856,830 989,691 - 5083481
-BPEFH (F3t12a) - Advances to customers (Note 12a) 2443070 7042910 6,227,343 15515329 19,914,838 509,490 51,652,980
- ROAEREMERBERE - Advances to banks and other
ZEF (Fi12a) financial institutions (Note 12a) - - 15834 79169 - - 95003
~RBZHHARAMMEE - Held-tomaturity and available -
&/ FRIEEERRY for-salelnon-trading debt
EBES (M) securities (Note 14) - 13082 797645 8803973 2,181559 - 12213999

2443070 9578924 7,411,433 28255301 23,086,088 509,490 71,284,306

af Liabilties
~FOREREMEBEE - Deposits and balances of banks
LR and other financial institutions 134461 1266201 480799 28,172 - - 1,909,633
-EP 2B - Deposits from customers 21,155,841 5653049 1913832 913222 - - 80,513,391
-BEIZERE - Certificates of deposit issued - 1363759 1303219 1,262,928 - - 3,929,906
-BEER - Loan capital - - - - 252583 - 2525835
21290302 59160456 3,697,850 2204322 2525835 - 83,878,765
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20. MATURITY PROFILE (Continued)

“FEME+-A=1-H
31st December, 2004

EE Assets
- B ES (310 - Treasury bills (Note 10)
-THREMBIREREM - Placements with banks and other
SBEEFE(-EFZ  finandalinstitutions maturing
BRAE Jﬁﬁ) between 1 and 12 months
-BHE - Certificates of deposit held
- LA ?fﬁ BFABZER - Debt securities measured at far
LEBES/BEEER  value through profit or loss
B EBES (W13 trading debt securities (Note 13)
-BPEFH (F3t12a) - Advances to customers (Note 12a)
~FIREREMERBE - Advances to banks and other
B2 ER (H312a) financial institutions (Note 12a)
~FBEEHHARMEE - Heldtomaturity and available-forsalef
&/FBEEEREY non-trading debt securities (Note 14)
BBESH (M)

8 Ligbltes
~FOREREMEBEE - Deposits and balances of banks
LB and other financial institutions
-EPIER - Deposits from customers
-BETZFRE - Certificates of depost issued

-fREER - Loan capita

“HANE —FME

E-% Z1f

=R Tyear  Syears

BB HUT  orles  orless BEME

Repayable ~ 3months butover3  butover Mter  EFEA ik
on demand or less months 1 year Syears  Undated Total
- 586,358 - - - - 586,358
- 1337360 98,167 - - - 1435527
- 30,000 - - - - 30,000
- - - 153 - - 153
2243848 7192623 6,486,642 14395731 18416100 454,182 49,189,126
- - 15,838 95,027 - - 110,865
- 934240 1983598 12847591 4342612 - 20,108,041
2243848 10,080,581 8584245 27338502 22,758,712 454,182 71,460,070
141924 851433 216,225 - - - 1,209,582
26,715,919 49104915 2,123,116 625211 - - 78,569,161
- 1703150 1,703,388 1,209,552 - - 4616,090
- - - - 2526485 - 2526485
26,857,843 51,659498 4,042,729 1834763 2,526,485 - 86921318




21. B=X

21.

SHARE CAPITAL

—EZhE
~A=tH
30th June, 2005

—EEMF
+-hA=1+—H
31st December, 2004

AR AR
450,000,000 (= Z Z /4 4 : 450,000,000) %
LRRFREE T

BYBA:
—R— Rt

RER B S RIT RN

293,980,500 (= Z M4 : 293,910,500) f&
LRRFREE T

(a) RBRHEE
R-ZETRF F¥F RERBRAE
£12 172 i85 B70,00008 EBEA
75 #2,258,0007T ° & A /1 70,0007T

ERRANGER - SR 208 152,188,000
AIBARNGEEREN-R_SERF
NAZTHERTEZRRERE N

Authorised:
450,000,000 (2004: 450,000,000)
ordinary shares of HK§1.00 each 450,000

Issued and fully paid:

At 1st January 293,91
Shares issued under share

option scheme 70
293,980,500 (2004:293,910,500)

ordinary shares of HK$1.00 each 293,981

(a) Share Option Scheme

450,000

293,781

130

293,911

During the first half of 2005, options were exercised to
subscribe for 70,000 ordinary shares in the Bank at a
consideration of HK$2,258,000 of which HK$70,000
was credited to share capital and the balance of
HK$2,188,000 was credited to the share premium
account. At 30th June, 2005, the outstanding options

N are:
“EELF —EEMF
NA=TH +ZA=+—H
30th June, 2005 31st December, 2004
RIRE i EraE-g=] D& 8
BT REERH Date of options granted ~ Option price Number of shares Number of shares
“TE-F=A+H 10th March, 2001 HK$23.60 190,000 230,000
“2Z-F=A+HA 15th March, 2002 HK$26.30 170,000 170,000
—EZ=-F—-A+W0A 14th January, 2003 HK$25.80 80,000 80,000
—ETE=F=HA+WEA 14th March, 2003 HK$26.50 130,000 130,000
—ETNFRA-+—H 21st May, 2004 HK$43.80 430,000 495,000
—TERF-A+WEA 14th January, 2005 HK$51.25 220,000 -
—ETRE-AZ1+/\H 28th January, 2005 HK$50.25 105,000 -
1,325,000 1,105,000

ﬁmﬁx%TEA#%E —EFE

FTBFATE-

The options granted under the Scheme will be
exercisable between the first and the tenth anniversaries

of the date of grant.
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B (4x)

(b) EEREE
“TTNE EEF RET —IEHE
SRBHE-R_TTRFAA=T
A REMEWT:

21. SHARE CAPITAL (Continued)
(b) Employee Incentive Plan

During the first half of 2004, a new Employee Incentive
Plan (“EIP") was approved. At 30th June, 2005, the
outstanding awards are:

ETRERHY

Date of awards granted

—ETEF —“EENEF

ANA=t+H +ZA=1+—H

30th June, 2005 31st December, 2004

IEE & B M e

Exercise Price Number of shares Number of shares

“EENFRA=-1+—H 21st May, 2004
RBEFTEHREZRAFEEABK
21,186,0007C ° 82 E 7A 5% I B HAfB 51
ERAFEE+RFE BATZED

[ G

H &

R B NBE
R B EBE
R B R \BE
R AHMESNBF
R AEER T BF

MEZEREUAARSRB UG
TR ER RN RE REMHE
{7 AT o

HK$1.00 495,000 495,000

The fair value of the awards as at the date of grant was
HK$21,186,000. The awards can be vested between
the sixth to the tenth anniversaries after the date of
grant with the following percentage of award vesting.

RELWZADL

Percentage

Date of Award vesting
Sixth anniversary of the date of grant 5%
Seventh anniversary of the date of grant 10%
Eighth anniversary of the date of grant 15%
Ninth anniversary of the date of grant 20%
Tenth anniversary of the date of grant 50%

If the Board determines to select the cash option when
shares vest, which is available under the plan, no new
shares will be issued on the date of vesting.



22. (&

22. RESERVES

ZEERERAZTH

30th June, 2005
ROTE REWF
EfffE EfRE RE RAEM
Bank Investment  EfiEE R RHER
BRARE BAHE —REE  pemies properties Investment  Capital  Unappro-
Share  Capital  General revaluation revaluation revaluation redemption  priated 8%
plemium  reseve  fesenve  reseve  fesenve reseve  reserve  profits Total
ZETRE-A-BESR  Atistlanary, 2005
-RERE - as previously reported 342102 215909 2,091,174 269,039 12,683 22,241 769 4,156,059 7,109,976
-HE7RE: - prior year adjustments
in respect of;
A CHE - share option scheme 493 - - - - - - (49%2) -
-REMEZEEH - defermed tax on investment
B properties - - - - 0 - - (6849)  (9,069)
-BER - as restated 347,034 215909 2,091,174 269,039 10463 22,241 769 4144278 7,100,907
BNERAE Opening balance
adjustments in respect of:
-$BIA financial instrument - - - - - 51 - (51449) (46318)
-RENE ~ investment properties - - - - (10483) - - 10463 -
~KPEFZEARE - release of collective and
PR ER individual impairment
allowances on advances
to customers - - - - - - - 133654 233,654
- - - - (10463) 5131 - 192,668 187,336
EERUEEENESR - as restated, after opening
HE balance adjustments 347,034 215909 2,091,174 269,039 - 23N 769 4,336,946 7,288,243
MERE Exchange adjustments - - (93) - - - - - (93)
RERRETEIRT2H Sharesissued under share
B option scheme 2,188 - - - - - - - 2188
ARESE 2RAEE  Shares premium under share
option scheme 4,521 - - - - - - - 4,521
BERE:E ZRAEE  Shares premium under EP 1,203 - - - - - - - 103
B ABEREZERE  Loss on revaluation after
i deferred tax credit - - - - - (142) - - (14421)
EMBETHE2E1 Gain on revaluation of bank
SHE & prenises after deferred
fax charge - - - 5,240 - - - - 5,240
EERE Dividends paid - - - - - - - (420,349) (420,349)
BRaH Profit for the period - - - - - - - 700628 700,628
“EERENAZTH  At30thJune, 2005 354952 215909 2,091,081 274,279 - 12951 769 4,617,225 17,567,166

t
G
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22. RESERVES (Continued)

“ZERE+-A=t+-H
31st December, 2004

(%)
(restated)
BTt wENE
EfffE EfRE RE RAEM
Bank Investment  EfiHE  BE RHER
BARE BAHE —HEE  pemies poperties Investment  Capital - Unappro-
Share  Capital  General revaluation revaluation revaluation redemption  priated CH
plemium  Teserve  Tesee  feseve  feseve  reseve reseve  profts Total
ZEEME-A-BESR  Atlstanuary, 2004 37330 215909 2,091,079 268,917 14 17848 769 3461234 6,393,100
BEEE Fichange adjustments - - % - (53) - - - f
RERRETEIET2H Sharesissued under share
& option scheme 3,168 - - - - - - - 3168
FESRBEZRAE  Shares premium under new P 1,604 . - . . - - - 1604
8
BAREEHEZERE  Gainon revaluation after
Al deferred tax charge - - - - - 43 - - 439
EfREME AR Gainon revaluation of
investment properties - - - - 11809 - - - 11,809
TR ERLEEZE  Deferred tax charged to bank
EHE premises revaluation reserve - - - 122 - - - - 12
TRENEERREZE  Defered tax charged to
EHE investment properties
revaluation reserve - - - - 10933 - - - 10933
HERANE Disposal of investment
properties - - - - (10,020) - - - (10,020)
BRRE Dividends paid - - - - - - - ([473,19) (473,19)
ERET Profit for the year
-HERE - as previously reported - - - - - - - 1,168,021 1,168,021
-HEZEE: ~ prior year adjustments
in respect of;
A CHE - share option scheme 493 - - - - - - (92) -
~REMEZERE - deferred tax on investment
B properties - - - - .0) - - (6849)  (9,069)
-BER - as restated 4932 - - - (2,220) - - 1,156,240 1,158,952
“EEMEF-AZF— At31st December, 2004 347034 215909 2,091,174 269039 10463 2241 769 4144278 7,100,907

A&

AEER_ZZRF AT HZAHR

FOBREEHEAE317,777,0007T (=
ETF E) B AR E BT ER
E=TNRAEZ REEBREEMES
AR

The Group’s unappropriated profits as at 30th June, 2005 included
HK$317,777,000 (2004 Nil) as the regulatory reserve arising from
the differences between the impairment allowances made under

HKAS 39 and for regulatory purposes.



23 BEEEBERUINICZAREE

(a)

(b)

23. OFF-BALANCE SHEET EXPOSURES

FARABEHERAERE (a) Contingent liabilities and commitments
NTRBEIREELEAEERE The following is a summary of the contractual amounts
AZRERREEE: of each significant class of contingent liabilities and
commitments:
“E2TIF —TTMF
AAZ=tH +-A=1+—H
30th June, 2005  31st December, 2004
EEEEER Direct credit substitutes 866,881 809,560
RHEBLINER Transaction-related
contingencies 73,806 33,450
BHBEBIANES Trade-related contingencies 1,678,905 1,416,358
H ke Other commitments 9,898,856 9,875,085
BEHERBAER Forward forward deposits
placed 579,548 2,241,972
13,097,996 14,376,425
TETR (b) Derivatives

ITET AfEMB AL REERTH
BRNEELIERME

NTASEMETAEAERZS
ELE:

Derivatives refer to financial contracts whose value
depends on the value of one or more underlying assets
or indices.

The following table is a summary of the notional
amounts of each significant type of derivatives:

—ZR1F —TEMF
~NAZTH +-A=+—H
30th June, 2005  31st December, 2004
EEE 4 Exchange rate contracts
BRHEN—BERR Forwards - trading 4,553,158 3,286,625
EHMEHN—HHAR Forwards — hedging - 919,593
BABE—BEERR Option purchased -
trading 473,516 277,016
HHEE—BEERR Option written - trading 473,516 277,016
EREHEHE Total exchange rate
contracts 5,500,190 4,760,250
MEEH Interest rate contracts
FHAN—BERE—TEEKA Swaps - trading -
receiving fixed rate 78,338,314 37,191,480
FHEN—BERR—TEEXH Swaps - trading -
paying fixed rate 78,795,447 37,070,388
BHAN—HHRAR—EBKA Swaps — hedging -
receiving fixed rate - 14,854,793
BHAN—HHRAR—EBXE Swaps — hedging -
paying fixed rate 1,518,917 25,096,124
FEEHBEE Total interest rate contracts 158,652,678 114,212,785
B’in& Equity contracts
HhEE—BEERRE Option written - trading - 140,902
RipaHBEE Total equity contracts - 140,902
164,152,868 119,113,937
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23 EEABERUIICZEREE (&)
(b) fTEIR (&)

(0]

52

BERHIBRANTEFEERES
FEAFGERERFIMBFE LR
T A%

FIEERBRNINZAREE 2
BERAREERBRIMESEMN T
ELPBL R RERFRLTHN

B/ 488
vE°

23. OFF-BALANCE SHEET EXPOSURES (Continued)
(b) Derivatives (Continued)
The trading transactions include positions arising from
the execution of trade orders from customers or
transactions taken to hedge these positions.

The replacement costs and credit risk weighted amounts
of the above off-balance sheet exposures are as follows.
These amounts do not take into account of the effects
of bilateral netting arrangements.

—ETREF —EEME
~AA=tH +-A=1+—H
30th June, 2005 31st December, 2004
FERR EERR
MiEE 2 MESE
BEKK Credit risk BEKK Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
FMEBRAE  Contingent liabilities
and commitments N/A 1,591,788 N/A 1,757,281
EXAY Exchange rate contracts 33,913 30,468 22,192 20,229
MESH Interest rate contracts 502,744 203,616 554,187 211,702
B’in& Equity contracts - - - -
536,657 1,825,872 576,379 1,989,212
ERAEE (c) Capital commitments

R-ZEZRFAA=1TBR-_ZZ
ME+-_A=+—BABEEWE %
W R E MR (E L EE
CEREENT:

Capital commitments for acquisition of property, plant
and equipment outstanding at 30th June, 2005 and
31st December, 2004 not provided for in the accounts
are as follows:

—EEIRF “EENF
~AA=1+H +-A=+—H
30th June, 2005  31st December, 2004

ERERBREHZHAX
ERERRRITRNZAX

Expenditure authorised

and contracted for 2,545 4,391

Expenditure authorised but
not contracted for 6,388 438
8,933 4,829



24. ZEAEHRERME
() EXHEFNERALEXED2FRSE

24. NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT
(a) Reconciliation of operating profit to net cash

BA/ (Rd) BER%x inflow/(outflow) from operating activities.
—22nF —TINE
~A=1H ~NAZTH

30th June, 2005 30th June, 2004
(B#)
(restated)

xR Operating profit 836,508 651,779

e Depreciation 38,011 54,645

HEHE (15 Amortisation of goodwill (Note 15) - 24,449

R E 2 RAEE Share premium under share option scheme 4,527 1,233

EERBHE L RARE Share premium under EIP 1,203 401

X EEERHNE Interest paid on loan capital 66,670 66,797

B EH Profits tax paid (46,695) (32,302)

RABRA=EAKNA L 2R Decrease/(increase) in treasury bills with original

EHRL,/ (3E) maturity of three months or more 354,217 (40,219)

FABRA=M@AIIALEZTEH  Decrease in placements with banks and other

FHRITRZE RS RME financial institutions with original maturity of
HIER D three months or more 816,405 711,447

EHEREM Increase in trade bills (95,675) (35,955)

BHRERD Decrease in certificates of deposit held 30,000 99,992

MAFBEFSABESZRENZES/  Decrease in securities measured at fair value

FIEEERBEFAD through profit or loss/trading securities 197,579 536,318

Pz EH % E b BRIEIE AN Increase in advances to customers and

other accounts (2,484,735) (1,684,134)
BITREREMESRBEIE 2T Increase in deposits and balances of banks
120 and other financial institutions 688,436 1,505,756

BRzETEN D) Increase/(decrease) in deposits from customers 1,944,230 (2,213,746)

BERTERERD Decrease in certificates of deposit issued (652,666) (112,731)

HilRBREBEM/ (FD) Increase/(decrease) in other accounts and

provision 402,878 (902,035)

EETHRA/(RE) 28B4 Net cash inflow/(outflow) from operating

ez activities 2,100,893 (1,368,305)
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24, REBRERERMT @) 24. NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT
(Continued)
(b) REEEEEBBRNHE (b) Reconciliation with the consolidated balance sheet
“E2ZhF —TTMEF
RA=TH ~NA=+H
30th June, 2005 30th June, 2004
Bekahée Cash and short term fund 24,285,000 14,951,023
EHMERRTRAEREMERE Placements with banks and other financial
BRIE(-ZETZEARNIH) institutions maturing between one and
twelve months 849,903 490,724
FRE Certificates of deposit held - 29,980
EGREERRERLBNEGR Amount shown in the consolidated
balance sheet 25,134,903 15,471,727
(R) :RABBRA=EAIMU L (Less): Amount with an original
HE 5 maturity of three months or more (430,176) (398,471)

EEeRERERANRERE Cash and cash equivalents in the

RIREEE consolidated cash flow statement 24,704,727 15,073,256
25 AEATEERS 25. MATERIAL RELATED PARTIES TRANSACTIONS
(@ FERR (a) Substantial shareholder

“EERFLHFE AEFERR During the first half of 2005, transactions with The
TZETERREER/HRTEER Bank of New York Company Inc. (“BNY"), a substantial
HEHMBRBI RS HR—RIEEE shareholder of the Bank, or its subsidiaries were entered
BREEGET BRI R into by the Group in the ordinary course of business
AZEERBERREEABRIUIN and on normal commercial terms. The income and
ARSI expense for the period and on-balance sheet and off-

balance sheet outstandings at the period end are:

() WARZH (i) Income and expense
BZ-ZZ4F HE-_ZZMF
NAZTARLE NAZTHLE
~EA ~EA
Six months ended Six months ended
30th June, 2005 30th June, 2004
FIEUA Interest income 1,099 314
MExXH Interest expense 295 261
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5. BEATEERS (4)
(@) EFERR (&)

(i

(iii)

(iv)

—ETREAA=tAR-E
EmE+-A=+-AEES
xR

25. MATERIAL RELATED PARTIES TRANSACTIONS (Continued)
(@) Substantial shareholder (Continued)
(i) On-balance sheet outstanding at 30th June, 2005
and 31st December, 2004

—E25F “TTME

~A=tH +-A=+—H

30th June, 2005  31st December, 2004

BekiEHEs Cash and short-term funds 40,132 49,0%
BORERAEMEREEZER Deposits and balances of banks and

other financial institutions 78,559 71,114

“ZEERFANA=THEK-Z
ENE+-_A=+—HEER
BERAINE &R

(i) Off-balance sheet outstanding at 30th June, 2005
and 31st December, 2004

—EEMF
+-hA=1+—H
31st December, 2004

—EZhE
~A=tH
30th June, 2005

EXEH
NS
BEMA
EERBRNESH

R—AANENAZ+EERK
—EE-FAATAE KR
EXBAORTERREME
RigmZ RIEULRGZ KR
TRRE-REBEFCRS
ZXIEIRTG % — AR E R AT
RZETMF-AZ+HK L

“EERFY¥F AEIEL
FUER A 4 BB #E 47,0007 (=
TP B ¥ 206,0007T) RS
B RRITHIEFHUMBRES
AR

Exchange rate contracts

Contract amount 11,658 -
Replacement Cost 6 -
Credit Risk weighted amount 25 -

(iv) On 27th August, 1999 and 19th September, 2002,
the Bank entered into two Delegation Agreements
with BNY pursuant to which the Bank agreed to
provide various back-up support services to BNY in
connection with a securitisation transaction
undertaken by BNY. The first Delegation Agreement
was terminated on 20th February, 2004.

In the first half of 2005, the Bank received from
BNY a total service fee of HK$47,000 (2004:
HK$206,000) and will continue to receive further
service fees on an annual basis during the term of
the second Delegation Agreement.
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25. BEATEERS (4)
(b) MEAH

56

R—AARENA=1TH KRTHE
BB ZANTHRE 2B A AKX
THEHRBRBER QA ([XKE&R
B l) EERHRBRER AR ([#EH
R ) 2 2 BB AR HRRE
EE (BB)ABRLR ([HERE])
RE-HEBEALN - BELBEERS
WIEERBREAEXHRBREBR
BRER . EETE-HRIRER AKX
BREBRZETERR (HZARBHET
BABDZ=TH-R_EEHE—
AZTH /FREBEEANER
WMEE-EZTRF+_-_A=+—H
BB ENEABMERA
e WBEFTERA AR T WE RiR
R E BN EMET HE=
ETRFEANAZTHIEANER KE
RBREZEAON THRBRRREEE
2,031,000 (Z 2T F : B
2,658,0007T) EEEM -

N

REBETHERR ZHREBBE
62,000,000 (ZZEZEMF B
62,000,0007T) W EH A 2 B AR
—ETN\FEE-

25. MATERIAL RELATED PARTIES TRANSACTIONS (Continued)
(b) Subsidiaries

(9]

On 30th June, 1995, Wing Hang Zurich Insurance
Company Limited (“WHZ Insurance”), a 65 percent
owned subsidiary of the Bank, entered into a
Management Agreement with Swiss Insurance
Management (Hong Kong) Limited (“Swiss Insurance”),
a wholly owned subsidiary of Zurich Insurance Limited
("Zurich Insurance”) pursuant to which Swiss Insurance
has been appointed as manager of WHZ Insurance in
connection with the conduct by WHZ Insurance of its
insurance business. Zurich Insurance is a substantial
shareholder of WHZ Insurance holding 35 percent of
WHZ Insurance’s issued share capital. On 30th January,
2005, the Management Agreement was extended for
two years and will end on 31st December, 2006 but
can be terminated by either party with six months’
notice. The revised management fee will be based on a
fixed fee plus a certain percentage of gross written
premiums received. For the six months ended 30th June,
2005, WHZ Insurance paid to Swiss Insurance an amount
of HK$2,031,000 (2004: HK$2,658,000), being the
contractual management fees payable.

Associated company

The Group maintains an unsecured and interest-free
loan of HK$62,000,000 (2004: HK$62,000,000) to an
associated company which repayable in 2008.



25. BEALEERS (&)

(d TETHAER
MR AREEARBATETZA
R BEANTEREMERR T2
TRABEEEZRHE ITELA
THEFRNRRRERRERTE
N RA AR ZHHFIR 1GRR
—REFXBRE-RRAFEAK
FZEPHRENGERRRE AT A
MBWARME X H BRPERRE
PR &R

25. MATERIAL RELATED PARTIES TRANSACTIONS (Continued)
(d) Key management personnel
During the period, the Group entered into a number of
transactions with the Group’s related parties, including
its associates, and key management personnel and their
close family members and companies controlled or
significantly influenced by them. All interest rates of the
transactions are in the ordinary course of business and
under terms and conditions normally applicable to
customers of comparable standing. The interest income
and interest expense as well as advances to customers
and deposits from customers outstanding are as follows:

() WARZH (i) Income and expense
BEZ_EZLF BE_TTMF
RA=THL NA=THILE
A~ME A S~ E A
Six months ended Six months ended
30th June, 2005 30th June, 2004
EAREEzBEAE HAREZBEHNK
% of Group total % of Group total
MESA Interest income 058 0.62
FEXH Interest expense 0.67 0.40

(i) —TFTRFAA=TER=-ZF
ENFE+_A=T—HEFE

(i) Advances to customers and deposits from
customers outstanding at 30th June, 2005 and

ARBEPER &% 31st December, 2004
—ZERF —“EETME
AAB=tH +-A=+—"H
30th June, 2005  31st December, 2004
LAEBZBEDL HAEEZBEANL
% of Group total % of Group total
EFZER Advances to customers 1.20 1.32
BPZEK Deposits from customers 0.74 0.81

26. LEHF
ATHEBFTEERRETSIRIEEY %
ZERERIBETHREE FTEAE F18
ERNGEYIAR

26. COMPARATIVE FIGURES
Certain comparative figures have been adjusted as a result
of changes in accounting policies for share option scheme
and deferred taxation on investment properties, details of
which are set out in note 2.

57



ABER@HZEHMFEER Unaudited Supplementary Financial Information

(LB TF LI 57 AX 5B 58) (Expressed in thousands of Hong Kong dollars unless otherwise stated in the text)

() EXZRKABESLE
() BEXRFRLE

(a) CAPITAL ADEQUACY AND LIQUIDITY RATIOS

(i) Capital adequacy ratio

—2%IF
~A=1H

—ZTNF

+-A=+—H

30th June, 2005 31st December, 2004

EANY-EN

3 e UK B0 3 AR AR R
Bt (B Bk

i

it

Ot) -2

Rl EH BRI E AR
NEEMHREE

BREAHEEESFHEEER
REEF L AREREH

REERZBAREER/
—BREEES

EERE

EHRERRZAFEER

WA EAERBE

BAERBEOMAIEAR
HRENEAERBE
AEHEZERTRILE

KHBRZERTRILE
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Core capital
Paid up ordinary share capital 293,981
Share premium 354,952
Reserves 5,838,021
Others 421,891
(Less): Goodwill (847,422)

6,061,423

Eligible supplementary capital
Reserves on revaluation of
properties 187,824
Unrealised gains on revaluation
of available-for-sale/
non-trading securities 5,485
Collective impairment
allowances for impaired
loans/general provisions
for doubtful debts 200,452
Regulatory reserve 317,777
Eligible value of term
subordinated debt instruments 2,525,835

3,237,373

Total capital base before

deductions 9,298,796
Deductions from total capital

base (405,324)
Total capital base after

deductions 8,893,472
Unadjusted capital adequacy

ratio 15.6%

Adjusted capital adequacy ratio 15.3%

(E%#R)
(restated)

293,911
347,034
5,417,947
511,811

(847,422)

5,723,281

187,824

14,246

496,214

2,526,485

3,224,769

8,948,050

(405,324)
8,542,726

15.7%

15.7%



(a) ﬁﬁ?ﬁﬂ&um@]ﬁﬁtb$ (%)

(i)

(ii)

(a) CAPITAL ADEQUACY AND LIQUIDITY RATIOS (Continued)

BEXZRLE (&) (i) Capital adequacy ratio (Continued)
REABZEARR L ERART The unadjusted capital adequacy ratio is computed on
RER A M B~ R BRE B RITIRA a consolidated basis covering the Bank and certain of
&= Ezi?}%i @mﬁ%#ﬁ”‘: i) its financial subsidiaries as specified by the HKMA for its
ERZGEEEFNBE - ARREAT regulatory supervision purposes, and is in accordance
RUEZHE SREEEEMER with the Third Schedule to the Hong Kong Banking
BELEEREFMABRE M Ordinance. The adjusted capital adequacy ratio
GRBERTEERINER A incorporating market risk is computed on the same
EHEERNTISER - FIRERNAS consolidated basis, and is in accordance with the module
ERBREHARZERNT R EM on “Maintenance of Adequate Capital against Market
[a] e Risks” under Supervisory Policy Manual issued by the
HKMA.
FERBESLE (i) Average liquidity ratio
e 2 5 —TTNF
~A=tH NAZ=TH
30th June, 2005 30th June, 2004
BEENERZTHORBESLE Average liquidity ratio
for the first six
months ended 49.8% 47.2%

MAFORBDES X DREEL
RITHROIM RN Ee b b R R EE
BEREERBRERIE 8N
T EBRERLMBRRME

The average liquidity ratio for the period includes the
liquidity positions of all overseas branches, Hong Kong
offices and financial subsidiaries in its calculation, which
is the basis of computation agreed with the HKMA,
and has been computed in accordance with the Fourth
Schedule to the Hong Kong Banking Ordinance.
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(b) EFER-TXITE

BPFERZIFBRRRZFER A

DR RRBS R EER-

(b) ADVANCES TO CUSTOMERS - BY INDUSTRY SECTORS
The information concerning advances to customers by
industry sectors has been classified according to the usage
of the loan and is stated gross of any impairment allowances.

—EEnf¥
~AA=TH
30th June, 2005

It S U
tZA=t-B ZR&
31st December, 2004  Change

EEERERZER

IXBEkeR
-NERE
-MERE
-HBEE
-RE&R
-HEETEX
-REE
-EREERRA
-BRBEIER
-Hft

A

-REIREEAE] [LARES
BEEHE RIEEEAE
SBFER

-BEABEENRZER

-ERBER
-Hft
EamE

EREMNMERZER
— R
-FEARHENE
—Hfts
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Loans for use in Hong Kong
Industrial, commercial and financial

- Property development 621,038
— Property investment 9,108,121
- Financial concerns 648,089
- Stockbrokers 292,221
- Wholesale and retail trade 857,680
- Manufacturing 1,378,988
- Transport and transport equipment 2,902,303
- Share financing 205,180
- Others 2,989,957
Individuals

- Loans for the purchase of flats in

the Home Ownership Scheme,

Private Sector Participation

Scheme and Tenants Purchase

Scheme 1,551,520
- Loans for the purchase of other

residential properties 14,113,110

- Credit card advances 320,969

- Others 3,375,112

Trade finance 2,854,267
Loans for use outside Hong Kong

- Macau 4,450,109

- People’s Republic of China 5,954,841

- Others 29,475

51,652,980

%

652,393 43
8,502,635 71
631,997 26
244082 197
974,803  -12.0
1745129 210
2,721,053 6.7
205,011 01
3,032,779 -14
1,618,601 4.1

13,872,283 1.7
358582 105
3,272,558 31

2575916 108

4,0265% 105
4,729,891 259
24,817 18.8

49,189,126 5.0
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(c) ADVANCES TO CUSTOMERS AND OVERDUE ADVANCES
— BY GEOGRAPHICAL AREA
The geographical information has been classified by the
location of the counterparties after taking into account any
risk transfer. In general, such transfer of risk takes place if
the claims are guaranteed by a party in a country which is
different from that of the counterparty or if the claims are
on an overseas branch of a bank whose head office is located

in another country.

—EZREXA=TH

30th June, 2005

BE={E A
XFER IEZER
Total Advances
advances to overdue for over
customers three months
BB Hong Kong 45,049,546 455,487
P Macau 4,682,982 70,493
REAREM People’s Republic of China 876,586 6,114
HAl Others 1,043,866 3,542
51,652,980 535,636

—EENF+-_HA=+—H

31st December, 2004

BE={EA
XEFEX N EZER
Total Advances
advances to overdue for over
customers three months
BB Hong Kong 43,343,176 562,931
R Macau 4,227,186 87,516
REE AR LA People’s Republic of China 715,318 7,807
HAl Others 903,446 -
49,189,126 658,254
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(d BEREEERHCEE
() BRREEERBZER

(d) OVERDUE AND RESCHEDULED ASSETS
(i) Overdue and rescheduled advances

—EERF —TTNF
AA=TH +-A=+—H
30th June, 2005 31st December, 2004
hEXRBE HEFRER
ZEDH ZBNH
T8 % of total G- % of total
Amount advances Amount advances
BERH KFER Gross advances to customers
which have been overdue for
=EANEENREA 6 months or less but
over 3 months 97,675 0.19 148,535 0.30
NEAAEE—F 1 year or less but over
6 months 47,256 0.09 65,410 0.13
—F M E Over 1 year 390,705 0.76 444,309 0.90
535,636 1.04 658,254 1.33
P A AmE R Amount of collateral held 510,881 647,116
BEREREE Secured balance 446,171 563,124
BEERETEE Unsecured balance 89,465 95,130
BERIREEE,B%ERE  Individual impairment
allowances/specific
provisions 83,550 89,644
ERERBLEFPER Rescheduled advances 159,715 0.31 186,192 0.38

R-_EZENFE+-_A=+—HKZ
EERFEANA=TH AEEE TR
TREMEMSREE 2 FIEFRY

There were no advances overdue for over 3 months
and rescheduled advances to banks and other financial
institutions on 30th June, 2005 and 31st December,

ERH-EHAUNENEFTERBZ 2004.
&k
=N
(i) HiBEHEE (ii) Other overdue assets
—EERE —TLTEF
~A=1H +-A=+—~H
30th June, 2005 31st December, 2004
B EH BERESH
Debt 2555 Debt 2525
securities Trade bills securities Trade bills
BRHvEMEE Other assets which have been
overdue for
NEAKEE—F 1 year or less but over
6 months - - - 108
—Fp L+ Over 1 year - 549 - 1,714
- 549 - 1,822
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(f)

(e)

REPOSSESSED ASSETS

—ZERF —“EETME
~A=1+H +-A=+—H
30th June, 2005 31st December, 2004

RPERAREZR@MEE

BiREE
BRERENTDRIZEHTOMEL I
EERBERREAZ—RME £ ME
RTATBERR: FEERNERERST
IR HETFAEMBIRN — TR &
ZEENBITHRERRITHEIIDIT
M RTTH I BRI FERN X 5 8 F #Y
et

()

Repossessed assets included
in advances to customers 252,572 193,822

CROSS-BORDER CLAIMS

The information concerning cross-border claims has been
classified by the location of the counterparties after taking
into account any risk transfer. In general, such transfer of
risk takes place if the claims are guaranteed by a party in a
country which is different from that of the counterparty or if
the claims are on an overseas branch of a bank whose head
office is located in another country.

—EEREXA=1H
30th June, 2005

RITAER
Hi & ikt
Banks and NEWE

other financial ~ Public sector Hit A&t
institutions entities Others Total
670,328 - 4,661,292 5,331,620
999,480 14,133 522,970 1,536,583
5,543,042 - 912,957 6,455,999

1,119,385 304,439 2,117,049 3,540,873

B Macau

SEYNEE People’s Republic of China

Hih K& Other Asia Pacific

% United States

Hi g kI EBR Other North and South American
countries

R R IEM Middle East and Africa

= Germany

S United Kingdom

HABUNER Other European countries

2,375,937 - 349,937 2,725,874
2,928 - 1,640 4,568
8,077,187 - 8,807 8,085,994
5,116,141 - 176,439 5,292,580
11,254,555 - 643,965 11,898,520

35,158,983 318,572 9,395,056 44,872,611
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BREEE (&) (f) CROSS-BORDER CLAIMS (Continued)
—“ZEENF+-fA=+—H
31st December, 2004
BITRER
Hih & miki
Banks and NERE
other financial  Public sector Hih &
institutions entities Others Total
B Macau 355,234 - 4241239 4,596,473
REE AR LA People’s Republic of China 1,424,858 15,795 564,279 2,004,932
Hih: K& Other Asia Pacific 7,161,851 - 1,052,747 8,214,598
ES United States 1,124,311 303,703 2,200,764 3,628,778
HEEEMIEEER Other North and South American
countries 1,070,887 - 493,806 1,564,693
Y ED) Middle East and Africa 761 - 1,821 2,582
1= Germany 7,751,606 - 3977 7,755,583
2 United Kingdom 4,997,717 - 170,806 5,168,523
HABUNBER Other European countries 10,100,714 - 638,539 10,739,253
33,987,939 319,498 9,367,978 43,675,415

W E R

ERISNE R F R A RSOFEBIERRER
FIRAINEFRBBIEBILRRAREAN
BAZ TSN L BEELRE-

(9)

CURRENCY RISKS

The net positions or net structural positions in foreign
currencies are disclosed when each currency constitutes 10%
or more of the respective total net position or total net
structural position in all foreign currencies.

—ESTHE —ETQNF

AA=tH +-A=+—H
30th June, 2005 31st December, 2004
ey CE ETT CEl
HERBEAT In millions of HK$ equivalent Us$ Total Us$ Total
REEE Spot assets 29,646 48,572 27,044 43,484
BRE&E Spot liabilities (32,024) (50,574) (28,388) (44,775)
BEHEA Forward purchases 4,506 5,486 4,307 5,100
EHE Forward sales (2,031) (3.367) (2,417) (3,233)
REFE Net long positions 97 117 546 576

“EERERAZTH “EEME+-A=1—H

30th June, 2005 31st December, 2004
RF% ARE il

BERBEATL In millions of HK$ Macau  Chinese eI =5 Macau e At
equivalent Patacas  Renminbi US$ Total Patacas Us$ Total
HEEEREE Net structural positions 89 94 315 498 110 218 328
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(h) MANAGEMENT OF RISKS

The Group has established policies and procedures for the
control and monitoring of credit risk, liquidity, capital and
market risk, which are reviewed regularly by the Credit
Committee and the Asset and Liability Management
Committee (“ALMCO") as delegated by the Board of
Directors. The internal auditors also perform regular audits
to ensure compliance with the policies and procedures.

(i) Credit risk management

Credit risk arises from the possibility that the counterparty
in a transaction may default. It arises from the lending,
trade finance, treasury, derivatives and other activities
undertaken by the Group. The Board of Directors has
delegated the Group’s credit risk management to the
Credit Committee, which is chaired by the Bank’s
Chairman and Chief Executive.

The credit risk management function is independent of
the business units. It oversees the implementation of
credit policies and ensures the quality of credit evaluation
and approval. Credit approval is conducted in accordance
with the Group’s credit policy, which defines the credit
extension criteria, the credit approval and monitoring
processes, the loan classification system and provisioning
policy. The credit policy also takes into account the
requirements of the Hong Kong Banking Ordinance and
guidelines issued by the HKMA with respect to large
exposures and provisioning requirements.

In evaluating the credit risk of the customers or
counterparties, their financial strength and repayment
ability are always the Group’s primary considerations,
though credit risk may be mitigated by obtaining
collateral from the customers or counterparties.
Concentration risks are monitored by adopting proper
risk control such as setting limits on large exposures in
relation to the Group’s capital base.

Comprehensive guidelines to manage credit risk have
been laid down in the Group’s Loaning Manual, which
is regularly reviewed and approved by the Credit
Committee. The Loaning Manual covers the delegated
lending authorities, credit extension criteria, credit
monitoring process, loan classification system, credit
recovery and provisioning policy.
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(ii)

(iii)
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(h) MANAGEMENT OF RISKS (Continued)

(ii)

(iii)

Liquidity management

The Group manages the liquidity structure of its assets,
liabilities and commitments so as to ensure that all Group
operations can meet their funding needs and that the
statutory liquidity ratio is complied with. As disclosed in
note (a) above, the Group’s average liquidity ratio of
49.8% for the first half of 2005 is well above the
statutory minimum ratio of 25%.

The Board of Directors reviews the current and
prospective funding requirements for all operations
through regular review of the liquidity ratio and the
maturity mismatch profile. The liquidity risk is managed
by holding sufficient liquid assets (e.g. cash and short
term funds and securities) of appropriate quality to
ensure that short term funding requirements are covered
within prudent limits.

Adequate standby facilities are maintained to provide
strategic liquidity to meet unexpected and material cash
outflow in the ordinary course of business.

Capital management

The Group's policy is to maintain a strong capital base
to support the development of the Group’s business
and to meet the statutory capital adequacy ratio. As
disclosed in note (a) above, the Group’s adjusted capital
adequacy ratio of 15.3% as at 30th June, 2005 is well
above the statutory minimum ratio of 8%.

Capital is allocated to the various activities of the Bank
depending on the risk taken by each business division.
Where the subsidiaries are directly requlated by other
regulators, they are required to maintain minimum capital
according to these regulators’ rules. Certain financial
subsidiaries, as specified by the HKMA, are subject to
the HKMA's capital requirements for its regulatory
SUPervision purposes.
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(h) MANAGEMENT OF RISKS (Continued)
(iv) Market risk management

Market risk is the risk that changes in interest rates,
foreign exchange rates or equity and commaodity prices
will affect the prices of financial instruments taken or
held by the Group. Financial instruments include foreign
exchange contracts, interest rate contracts, equity and
fixed income securities.

The limits for financial instruments are approved by
ALMCO which is made up of executive directors, the
treasurers and senior managers of the Group. ALMCO
is responsible for approving the policies relating to asset
and liability management and to review, monitor and
control the operating ratios and trading limits to ensure
compliance.

Exposures are measured and monitored on the basis of
principal or notional amount, outstanding position and
risk and stop-loss limit, and are controlled and reviewed
by ALMCO.

The Group adopts a prudent approach to managing its
trading portfolios, and reduces any excessive market
risk by executing offsetting transactions or hedging
contracts with other market counterparties.

67



# 7 & #l Supplementary Information

AR B
ESSEMRETHREGREBEL LA LA
PR ERN _ETRFAA+-H (BH—)
EKETR_ZTRAFNA-RERREMLE
y:fuBZHX%

EERHOELHH
R_ZERFA\ATAR(BH—-)E_ZF
hFENA—R (BEM) L SEMABEEA"
ATREFERERRRBFEL LBHERTZ
BREMABFPELER_SZRFNAZTA
B (2HR) TFOEERIBFRIGER A BK
EREFAEFERRBR-N\=ZREMPL
Jrﬂ% Tt —ZE L —RERTZRMHES
B BEEPREFBLERARAMEBFSFE
F—f?—ﬁmu\ﬁ@}ﬁ%zqﬂﬁﬁﬁﬁ%°

TERRESR

RPTREBEZS LR EHPIFE3B64EMER L E
ERFEER KR ELRM REERES KT
BEHEZET SETERFR_ZEZAFX
A=THFARRITIRG RABFERN 2 #Eamn
T

% & Name

INTERIM DIVIDEND

The Directors are pleased to declare an interim dividend of
HK$0.70 per share, to be paid on Monday, 12th September,
2005 to shareholders whose names are on the Register of
Members on 1st September, 2005.

CLOSING OF REGISTER OF MEMBERS

The Register of Members of the Bank will be closed from Monday,
29th August, 2005 to Thursday, 1st September, 2005 both days
inclusive, during which period no transfer of shares can be
registered. In order to qualify for the above 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, 17/F, Hopewell Centre, 183
Queen’s Road East, Wanchai, Hong Kong, for registration not
later than 4:00 p.m. on Friday, 26th August, 2005.

SUBSTANTIAL SHAREHOLDERS' INTERESTS

As at 30th June, 2005, save as mentioned under the section
headed “Directors’ and Chief Executive’s Interests”, the Substantial
Shareholders of the Bank according to the Register of Substantial
Shareholders’ Interests and Short Positions in the shares and
underlying shares of the Bank kept under section 336 of the
Securities and Futures Ordinance (“SFO") were as follows:

FIT 45 A% £ Number of shares

Aberdeen Asset Management Asia Limited
BNY International Financing Corporation
The Bank of New York (EE A 478R17)

The Bank of New York Company, Inc. (R4 4)iR 175 E) (

Federal Trust Company Limited
Tessel Inc.

Wing Hang Bank (Nominees) Limited (7k F §
YKF Holding Corporation

Po Ding Company Limited (1R E B BR A &)
GZ Trust Corporation

(1) BNY International Financing Corporation/ 35 Bl 4t #
RITHZ2AMB AT %I%ﬂ%ﬁﬁﬁﬁ%%ﬂ%@ﬁ
AEENZENBA

(2)  Federal Trust Company Limited7Z Tessel Inc.f& YKF
Holding Corporation®) 5t Aok FR1T (REA) B
BR /2 &2 YKF Holding Corporation#s T % 15 2 & iC#
BA-

() REBMR DA AGZTrust Corporationz B B KA
e

B B AT B B ER S T
ERAREMATBAARZRHA

@ =
Fin
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(2
(
R1T(RIEA) BRAR) (
(
(
(

27,797,500
(1) 59,350,000
(1) 59,350,000

1) 59,350,000
& 4) 34,737,600
2 &4) 10,639,200
2 &4) 23,378,400
2 & 4) 24,098,400
3 &4) 24,156,000
)

3 &4) 24,156,000

(1) BNY International Financing Corporation is a wholly owned subsidiary of
The Bank of New York. The Bank of New York is a wholly owned subsidiary
of The Bank of New York Company, Inc.

(2)  Federal Trust Company Limited is the trustee for Tessel Inc. and YKF Holding
Corporation. Wing Hang Bank (Nominees) Limited is the registered holder
of certain shares on behalf of YKF Holding Corporation.

(3) Po Ding Company Limited is wholly owned by GZ Trust Corporation.

(4)  All shares are held through the corporations in which Messrs Patrick Y B
Fung, Michael Y S Fung and Louis C W Ho's spouse together with the
other parties are eligible beneficiaries.
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BRE-—BR—ANAANFENAZTZAFTL 2B
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BER L BEBRE REBRDA YKF
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REARITEETROGEBES 2 =TLER
ZHE IR RIBE 5 KB GBI EXVER S
DA EBIRERE B #AR A10110,242,6880R A 5R1T
PSR

t 2 HERH/RE - REARITKRES
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SUBSTANTIAL SHAREHOLDERS' INTERESTS (Continued)
Pursuant to a shareholders’ agreement dated 22nd August, 1996,
BNY International Financing Corporation, Messrs Patrick Y B Fung
and Michael Y S Fung, Po Ding Company Limited, YKF Holding
Corporation and Majestic Investment Company Limited agree to
retain joint control over an aggregate of 37.5% of the share
capital of the Bank. According to Part XV of the SFO, the parties
are, therefore, each deemed to be interested in 110,242,688
shares of the Bank.

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

DIRECTORS’ AND CHIEF EXECUTIVE'S INTERESTS

As at 30th June, 2005, the Directors’ and Chief Executive’s Interests
according to the Register of Directors’ and Chief Executive’s
Interests and Short Positions in the shares, underlying shares of

’WH LB R BRATTETARBES 2 equity derivatives and debentures of the Bank and its associated
m (KRE R REEROIEXVE D 2 BE) 1 corporations (within the meaning of Part XV of the SFO) kept
b under Section 352 of the SFO were as follows:—
FT45 A% 28 Number of shares
fE A RE R RE HAh At
"4 Name Personal Family Option Award Other Total
RS S 3, Patrick Y B Fung 2,982,000 - 230,000 200,000 - (1,2&4) 3,412,000
ITRE Frank J Wang - - 180,000 125,000 - (1&2) 305,000
SRR Michael Y S Fung 3,000,000 60,000 180,000 100,000 - (1,2&4) 3,340,000
ISR Louis C W Ho 164,000 100,000 140,000 10,000 -(1&2) 414,000
ZHE Simon K'Y Lee - - - - 1,585,664 (3) 1,585,664
2ER Ambrose H C Lau 71,500 - - - - 71,500
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DIRECTORS’ AND CHIEF EXECUTIVE'S INTERESTS (Continued)

Notes:

)

The Board approved the granting of certain share options to Directors and
Executives of the Bank, pursuant to the Share Option Scheme adopted on

ANERBHE THERLENTHIRRRE: 9th June, 1993 and 24th April, 2003, and the following Directors have
accepted the following options:
BT REEZ fI{F H A
RmE A Exercise Period REEE
No. of shares in AT HH B z Option price
e Name options Date granted From To HK$
RS 53, Patrick Y B Fung 50,000 10/03/2001 10/03/2002 10/03/2011 $23.60
40,000 15/03/2002 15/03/2003 15/03/2012 $26.30
40,000 14/03/2003 14/03/2004 14/03/2013 $26.50
50,000 21/05/2004 21/05/2005 21/05/2014 $43.80
50,000 14/01/2005 14/01/2006 14/01/2015 $51.25
FRE Frank J Wang 40,000 10/03/2001 10/03/2002 10/03/2011 $23.60
30,000 15/03/2002 15/03/2003 15/03/2012 $26.30
30,000 14/03/2003 14/03/2004 14/03/2013 $26.50
40,000 21/05/2004 21/05/2005 21/05/2014 $43.80
40,000 14/01/2005 14/01/2006 14/01/2015 $51.25
Vikats Michael Y S Fung 40,000 10/03/2001 10/03/2002 10/03/2011 $23.60
30,000 15/03/2002 15/03/2003 15/03/2012 $26.30
30,000 14/03/2003 14/03/2004 14/03/2013 $26.50
40,000 21/05/2004 21/05/2005 21/05/2014 $43.80
40,000 14/01/2005 14/01/2006 14/01/2015 $51.25
G = Louis C W Ho 30,000 15/03/2002 15/03/2003 15/03/2012 $26.30
30,000 14/03/2003 14/03/2004 14/03/2013 $26.50
40,000 21/05/2004 21/05/2005 21/05/2014 $43.80
40,000 14/01/2005 14/01/2006 14/01/2015 $51.25

Q) EFSRABEBE_TTNFNA-_+T-_HBBIE
SREE ETESRTRARRE THERL

The Board approved the granting of certain share awards to Directors and
Executives of the Bank, pursuant to the Employee Incentive Plan adopted

BT RE: on 22nd April, 2004, and the following Directors have accepted the
following share awards:
BRTHREZ BHERE

M2 B Vesting Period HEEAE

No. of shares in AT HH =2 E Awards price

"4 Name awards Date granted From To HK$
RS 53, Patrick Y B Fung 200,000 21/05/2004 21/05/2010 21/05/2014 $1.00
FRE Frank J Wang 125,000 21/05/2004 21/05/2010 21/05/2014 $1.00
ifat 4 Michael Y S Fung 100,000 21/05/2004 21/05/2010 21/05/2014 $1.00
LR Louis C W Ho 10,000 21/05/2004 21/05/2010 21/05/2014 $1.00

() EAF13515008HREETESHE MAERKYZ
ZHEABTEEBERA WM ZREETEEN =T
THFNBARZHBEZE AMESHR234,164
AT P RS-

@) BN RBER A PTEA 2 2R R MR

REPHERERFZRERDZ AR ERE
110,242,6880% A »
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1,351,500 shares were held through a family trust in which Mr Simon K'Y
Lee’s spouse is an eligible beneficiary. In addition, the family trust was
deemed to be interested in 234,164 shares of the Bank as an equity linked
note was acquired during 2004.

All shares and options held by Messrs Patrick Y B Fung and Michael Y S
Fung are parcel of the 110,242,688 shares of the Bank under the
shareholders’ agreement as mentioned in the section headed “Substantial
Shareholders’ Interests”.
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DIRECTORS’ AND CHIEF EXECUTIVE’'S INTERESTS (Continued)
Save as disclosed, none of the Directors, the Chief Executive and
their associates had any other beneficial interests in the securities
of the Bank or any of its associated corporations (within the
meaning of Part XV of SFO) at 30th June, 2005.

All the interests stated above represent long positions. As at 30th
June, 2005, no short positions were recorded in the Register of
Directors’ and Chief Executive’s Interests and Short Positions
required to be kept under Section 352 of the SFO.

SHARE OPTION SCHEME

Pursuant to the approved Share Option Scheme, the directors are
authorised, at their discretion, to invite certain executives, to take
up options to purchase ordinary shares in the Bank as incentive
to them. The maximum number of shares in respect of which
options may be granted under the Share Option Scheme may
not exceed 5% of the issued share capital of the Bank as at the
date of approval of the scheme. Prior to 1st September, 2001,
the option price was 80% of the average last dealt price on The
Stock Exchange of Hong Kong Limited (“SEHK"”) on the five
business days immediately preceding the date of offer of such
options. After 1st September, 2001, the option price should be
at least the higher of :

(i) the closing price of the shares on the SEHK on the date of
the grant, which must be a trading day, and

(i) the average closing price of the shares on the SEHK for the
five business days immediately preceding the date of grant.

The options must be held for at least one year and can be
exercised between the first and the tenth anniversaries of the
date of grant. The amount payable on acceptance of the share
option was HK$1.00. The share option scheme was terminated
on 24th April, 2003 and replaced by a new share option scheme
for a period of 10 years with amendments which complied with
Chapter 17 of the Listing Rules.

The maximum number of shares in respect of which options may
be granted under the new Share Option Scheme may not exceed
5% of the issued share capital of the Bank as at the date of
approval of the scheme. At 30th June, 2005, total number of
ordinary shares available for issue under the new Share Option
Scheme is 13,793,000 or 4.7% of the issued share capital of the
Bank.
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SHARE OPTION SCHEME (Continued)
At 30th June, 2005, the directors and employees of the Bank
had the following interest in option to purchase for the shares of
the Bank (market value per share at 30th June, 2005 is HK$50.75).

i R
18R —H
2GR
FHKRHE
RE  Weighted
®TYHZ  average
SRmE closing
Market  price per
BiIffz BA®Z value per  share at
BRNEE RNHEE shareat  preceding
RHEE B fn & H No.of  No.of RHEE date of  day before
No. of shares  No. of shares KTHH shares shares Option  grant of exercise
30/06/2005  31/12/2004  Date granted  exercised lapsed price options date
HK$ HK$ HK$
S Directors
JSEENE,  Patrick Y B Fung 50,000 50,000 10/03/2001 - - 23.60 29.00 -
40,000 40,000 15/03/2002 - - 26.30 26.30 -
40,000 40,000 14/03/2003 - - 26.50 26.50 -
50,000 50,000  21/05/2004 - - 43.80 43.80 -
50,000 - 14/01/2005 - - 51.25 50.75 -
FRE  Frank ) Wang 40,000 40,000 10/03/2001 - - 23.60 29.00 -
30,000 30,000 15/03/2002 - - 26.30 26.30 -
30,000 30,000 14/03/2003 - - 26.50 26.50 -
40,000 40,000  21/05/2004 - - 43.80 43.80 -
40,000 - 14/01/2005 - - 51.25 50.75 -
BEEE  Michael Y S Fung 40,000 40,000 10/03/2001 - - 23.60 29.00 -
30,000 30,000 15/03/2002 - - 26.30 26.30 -
30,000 30,000 14/03/2003 - - 26.50 26.50 -
40,000 40,000  21/05/2004 - - 43.80 43.80 -
40,000 - 14/01/2005 - - 51.25 50.75 -
fAE&E  Louis CWHo - 40,000 10/03/2001 40,000 - 23.60 29.00 48.20
30,000 30,000 15/03/2002 - - 26.30 26.30 -
30,000 30,000 14/03/2003 - - 26.50 26.50 -
40,000 40,000  21/05/2004 - - 43.80 43.80 -
40,000 - 14/01/2005 - - 51.25 50.75 -
HM{EE Other Employees 60,000 60,000 10/03/2001 - - 23.60 29.00 -
40,000 40,000 15/03/2002 - - 26.30 26.30 -
80,000 80,000 14/01/2003 - - 25.80 25.70 -
260,000 325,000  21/05/2004 30,000 35,000 43.80 43.80 52.75
50,000 - 14/01/2005 - - 51.25 50.75 -
105,000 - 28/01/2005 - 25,000 50.25 49.80 -
1,325,000 1,105,000 70,000 60,000
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SHARE OPTION SCHEME (Continued)

The fair value per option at the dates of grant using the Bi-
nominal pricing model with the following assumptions were as
follows:

—ETRF “ZERHF
—R+mA —B=+/\H
BT 2 AR B2 R

Option granted on
14th January, 2005

Option granted on
28th January, 2005

mREBMNE (BDX) Risk-free interest rate (%) 3.79 3.63
BEIEEA () Expected life (in years) 10.0 10.0
RiE (BH%E) Volatility (%) 24.65 23.48
HEREE (BN X) Expected dividend yield (%) 3.57 3.57
TIRAKRE 2 AETEE (BE) Estimated value per option (HK$) 11.85 11.45

B AAEREAFERREZ AP EEE
EERRBIE LR H%F&EHH ILERIE AR
%T?E%Iﬁﬁﬁ’ﬂf“%ﬁf HbhBREERR A
S TEHHZ&%&M’;}ZHQ% Mm% %5 B RR

iU N TEENGTEERNTE-

REEZDVEERRTEAE YRETH
EAMA %W?Tﬁﬁﬁ%?ﬂﬁ?&%’é]\ﬂx%éﬁé
Ao

EERBE

RECHEZERERBE ESSERER
REL TITBA B REUEARRITIND (F
RBBREEBERARTRN 2 BB RIZE
gﬁﬁbﬁriﬂ \—ZTNENA -+~ HERB
EREN A FRANRASESA &S NG
BRARTIRCSRTRAFTD 2 —-RER
ROEBHEFENEFELSTRF BA L
BOLAER

The Bi-nominal pricing model was used in estimating the fair
value of share options after taking into account the exercise price
and the life of the option. Such option pricing model requires the
input of highly subjective assumptions including the risk-free
interest rate, expected volatility and dividends of the shares. The
changes in subjective input assumptions can materially affect the
fair value estimate.

The fair value of the options were measured at the grant date
and are charged to the profit and loss account and credited to
shareholders’ funds between the grant date and vesting date.

EMPLOYEE INCENTIVE PLAN

Pursuant to the approved Employee Incentive Plan, the directors
are authorised, at their discretion, to invite certain executives, to
take up awards to vesting ordinary shares in the Bank as incentive
for them to remain in employment with the Bank. The maximum
number of awards in respect of which awards may be granted
under the Employee Incentive Plan may not exceed 1% of the
issued share capital of the Bank for the time being in issue within
five years of the date of approval of the plan on 22nd April,
2004. The awards can be vested between the sixth to the tenth
anniversaries after the date of grant with the following percentage
of award vesting.

REEMRZBAL

Percentage of

=p=i Date Award vesting
R BER NEF Sixth anniversary of the date of grant 5%
R BER AT Seventh anniversary of the date of grant 10%
R BER EF Eighth anniversary of the date of grant 15%
RHBERNESF Ninth anniversary of the date of grant 20%
RHBER T EF Tenth anniversary of the date of grant 50%

AEERIFIIBRE G SINERERTE TR

BRE DABARRITIN - R IBERE R

SREEERE -—TTBA-REZ ATVEENUR

THFE TARER T ARLEMPARER

BRAIRR RIBABRE & M- RE R EMRART

EEBFRRE Zfﬁﬁ HATEAL R e AT
BEENBHE R

The Group granted awards at no consideration for certain
employees to acquire shares of the Bank under the EIP. The
shares will be acquired at the nominal value of HK$1.00 per
share under the award. The fair value of the awards was measured
at the grant date and is charged to the profit and loss account
and credited to shareholders’ funds between the grant date and
vesting date. The cash amount equal to the dividend that would
have been paid during the period up to vesting are charged to
the profit and loss account as bonus expenses on an accrual
basis.
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EMPLOYEE INCENTIVE PLAN (Continued)

At 30th June, 2005, the directors and employees of the Bank
had the following interest in awards to purchase the shares of
the Bank.

HEETHZ
REHYE HEEH NEEE
No. of awards No. of awards ¥ HEH Fair value of
30/06/2005 31/12/2004 Date granted awards of grant
HK$
Ex Directors
55 SE I, Patrick Y B Fung 200,000 200,000 21/05/2004 42.80
TRE Frank J Wang 125,000 125,000 21/05/2004 42.80
kA Michael Y S Fung 100,000 100,000 21/05/2004 42.80
] & (& Louis C W Ho 10,000 10,000 21/05/2004 42.80
HttfES Other Employees 60,000 60,000 21/05/2004 42.80
495,000 495,000
fEgsmEETa CODE ON CORPORATE GOVERNANCE PRACTICES

FRA TR RBETT RN ATHBE-ZT
TFEAA=TRIEHERN 2ETRERER
EiRAIS T O IERERTER TR he 2
EINEIIESE

<FBIMR X A.2.1
T REEERMTHREARNACEER
Al TR ARKERE

BERBLRAATTNESRRTREH -EF
CRP/URBIEERNBHEFE—AT
P TREREEENESUBLIFNTES:
MARREBRANRITONTES FRERITT
BEH YEBSEATHEENZE ESS
EERE s HOENTBESATE BAY
BREENALBERUNAER ESRITH
BEB—ART BORBLBE K —BHNA
BRE-EATEREMARRBRLEL RERSE
TRRTE °
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The Bank has complied throughout the period of six months
ended 30th June, 2005 and adopted all the code provisions set
out in Appendix 14 — Code on Corporate Governance Practices
of the Listing Rules, except for the following deviations:

Code Provision A.2.1

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

Dr Patrick Y B Fung is the Chairman and Chief Executive of the
Bank. The Board considered that the non-segregation would not
result in considerable concentration of power in one person not
only because of the presence of Independent Non-executive
Directors but also that The Bank of New York is actively represented
by an executive director who is also the deputy chief executive
actively participating in the management and operations of the
Bank. There is a balance of power and authority such that no
one individual has unfettered power of decision. Non-segregation
has the advantage of a strong and consistent leadership which is
conducive to making and implementing decisions quickly and
consistently.
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CODE ON CORPORATE GOVERNANCE PRACTICES (Continued)
Code Provision A.4.1

This Code stipulates that non-executive directors should be
appointed for a specific term and subject to re-election.

The term of office for non-executive directors are the same as for
all directors (i.e. no specific term and subject to retirement from
office by rotation and be eligible for re-election in accordance
with the provisions of the Bank’s Memorandum and Articles of
Association). At every Annual General Meeting, one-third of the
Directors for the time being or, if their number is not a multiple
of three, then the number nearest to but not exceeding one-
third shall retire from office.

The terms of reference of Audit Committee and Remuneration
Committee have been revised and approved by the Board on
11th August, 2005 in order to comply with the relevant code
provision.

MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Bank has adopted for compliance by the Directors the code
of conduct for dealings in securities of the Bank as set out in
Appendix 10 — Model Code for Securities Transactions by Directors
of Listed Issuers (“Model Code”), of the Listing Rules.

Having made specific enquiry of all directors of the Bank, they
have complied with the required standards set out in the Model
Code for the period ended 30th June, 2005.

AUDIT COMMITTEE

The Audit Committee of the Bank was formed in 1992. The
Committee meets three times a year and its composition is shown
on page 2. The Audit Committee is answerable to the Board and
the principal duties of the Committee include the review of the
Bank’s financial reporting, internal control and risk management
system.

DIRECTOR NOMINATION COMMITTEE

The Director Nomination Committee was formed in December
2002 and consists of three Independent Non-executive Directors
namely Messrs Cheng Hon Kwan, Ambrose H C Lau and Simon
K'Y Lee.

The Committee is responsible for reviewing and recommending
to the Board all new appointment of Directors, Chief Executive,
Deputy Chief Executive and General Managers of the Bank.

REMUNERATION COMMITTEE

The Remuneration Committee (formerly known as Compensation
Committee) was formed in 1995. The Committee usually meets
once a year to evaluate and approve the remuneration policy and
package for the Directors and senior management of the Bank.
Its composition is shown on page 2.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES
There were no purchases, sales or redemptions by the Bank, or
any of its subsidiaries, of the Bank’s listed securities during the six
months ended 30th June, 2005.
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INTRODUCTION
We have been instructed by the Bank to review the interim
financial report set out on pages 8 to 57.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND
AUDITORS

The Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited require the preparation of an
interim financial report to be in compliance with the relevant
provisions thereof and Hong Kong Accounting Standard 34
“Interim financial reporting” issued by the Hong Kong Institute
of Certified Public Accountants. The interim financial report is
the responsibility of, and has been approved by, the directors.

It is our responsibility to form an independent conclusion, based
on our review, on the interim financial report and to report our
conclusion solely to you, as a body, in accordance with our
agreed terms of engagement, and for no other purpose. We do
not assume responsibility towards or accept liability to any other
person for the contents of this report.

REVIEW WORK PERFORMED

We conducted our review in accordance with Statement of
Auditing Standards 700 “Engagements to review interim financial
reports” issued by the Hong Kong Institute of Certified Public
Accountants. A review consists principally of making enquiries of
group management and applying analytical procedures to the
interim financial report and based thereon, assessing whether
the accounting policies and presentation have been consistently
applied unless otherwise disclosed. A review excludes audit
procedures such as tests of controls and verification of assets,
liabilities and transactions. It is substantially less in scope than an
audit and therefore provides a lower level of assurance than an
audit. Accordingly we do not express an audit opinion on the
interim financial report.

REVIEW CONCLUSION

On the basis of our review which does not constitute an audit,
we are not aware of any material modifications that should be
made to the interim financial report for the six months ended
30th June, 2005.

KPMG
Certified Public Accountants

Hong Kong, 11th August, 2005
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