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Unaudited Supplementary Financial Information

(Expressed in Hong Kong dollars unless otherwise indicated)

The Group

As at As at

30 June 2005 31 December 2004 Variance

(restated)

HK$’000 HK$’000 %

Loans and advances 43,613,033 42,921,282 1.61

Impairment allowances for loan and advances 717,813 N/A N/A

Loan loss provision N/A 1,058,893 N/A

Total assets 87,475,483 83,577,357 4.66

Total deposits 63,586,810 62,411,417 1.88

Total equity 9,453,514 8,322,003 13.60

Financial ratios

* Capital adequacy – unadjusted* 16.36% 15.88%

Loans to deposits 68.59% 68.77%

Loans to total assets 49.86% 51.36%

Property lending 38.07% 35.57%

Cost to income 51.35% N/A

Cost to income (before goodwill) N/A 49.06%

Cost to income (after goodwill) N/A 51.85%

Return on assets 1.42% 1.11%

Return on equity 13.24% 11.21%

* The unadjusted capital adequacy ratio is computed on the consolidated

basis covering the Company and certain of its subsidiaries as required by

the HKMA for its regulatory purposes, and is in accordance with the Third

Schedule to the Hong Kong Banking Ordinance.

*

(1) Summary of Financial Position(1)
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Unaudited Supplementary Financial Information (cont’d)

(2) Capital Base after Deductions(2)

As at As at

30 June 2005 31 December 2004

(restated)

HK$’000 HK$’000

Core capital

Paid up ordinary share capital 3,197,859 3,194,153

Share premium 1,840,212 1,835,948

Reserves 2,817,964 2,584,437

Deduct: Goodwill (1,007,749) (1,007,749)

Total core capital 6,848,286 6,606,789

Eligible supplementary capital

Reserves on revaluation of land and interests in land – 8,362

Reserves on revaluation of holding of securities not

held for trading purposes

320,259 –

Collective impairment allowances for impaired assets

and regulatory reserve 529,434 –

General provision for doubtful debts – 521,837

Perpetual subordinated debt 2,100,678 1,943,589

Term subordinated debt 948,041 932,923

Total eligible supplementary capital 3,898,412 3,406,711

Total capital base before deductions 10,746,698 10,013,500

Deductions from total capital base (959,149) (1,056,629)

Total capital base after deductions 9,787,549 8,956,871
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Unaudited Supplementary Financial Information (cont’d)

(3) (3) Segmental Information

The Group

As at 30 June 2005 As at 31 December 2004

Total Total Contingent Total Total Contingent

assets liabilities liabilities assets liabilities liabilities

(restated) (restated)

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Hong Kong 86,916,762 72,999,883 15,001,539 83,004,397 70,380,944 12,921,806

Mainland China 941,058 467,513 3,353 690,143 322,158 –

United States 1,459,916 1,380,682 472,090 1,742,424 1,674,194 352,162

Others 683,625 683,625 – 466,479 466,479 –

Less: Inter-segment items (2,525,878) (1,980,516) – (2,326,086) (1,864,317) –

87,475,483 73,551,187 15,476,982 83,577,357 70,979,458 13,273,968

The above geographical analysis is classified by the location of the

principal operations of the subsidiaries or branches of its subsidiaries.
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Unaudited Supplementary Financial Information (cont’d)

(3) Segmental Information (cont’d)(3)

The Group

As at 30 June 2005 As at 31 December 2004

Overdue Overdue

Advances to loans and Advances to loans and

customers advances customers advances

HK$’000 HK$’000 HK$’000 HK$’000

Hong Kong 35,657,925 1,131,531 34,431,875 1,314,119

Mainland China 5,903,753 597,297 5,899,197 596,904

United States 717,752 50,610 714,454 50,620

Others 1,117,836 55 1,627,189 363

43,397,266 1,779,493 42,672,715 1,962,006

The above geographical analysis is classified by the location of the

counterparties after taking into account the transfer of risk.  For a

claim guaranteed by a party situated in a country different from the

counterparty, risk will be transferred to the country of the guarantor.
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(4) Advances to Customers – by Industry Sectors(4)

The Group

As at 30 June 2005 As at 31 December 2004 Variance

HK$’000 % HK$’000 % %

Loans for use in Hong Kong

Industrial, commercial and financial

– Property development 333,413 0.77 350,668 0.82 (4.92 )

– Property investment 4,976,023 11.47 4,313,945 10.11 15.35

– Financial concerns 2,507,854 5.78 2,702,487 6.33 (7.20 )

– Stockbrokers 83,208 0.19 39,835 0.09 108.88

– Wholesale and retail trade 2,094,413 4.83 2,000,654 4.69 4.69

– Manufacturing 3,009,046 6.93 3,372,328 7.90 (10.77 )

– Transport and transport

equipment 5,410,146 12.47 5,404,016 12.67 0.11

– Others 3,446,885 7.93 3,690,455 8.65 (6.60 )

Individuals

– Loans for the purchase of flats

under the Home Ownership

Scheme, Private Sector

Participation Scheme and

Tenants Purchase Scheme 17,559 0.04 19,394 0.05 (9.46 )

– Loans for the purchase of

other residential properties 11,211,016 25.83 10,512,764 24.64 6.64

– Credit card advances 527,762 1.22 538,041 1.26 (1.91 )

– Others 1,215,626 2.80 1,161,561 2.72 4.65

Trade finance 2,814,407 6.49 2,287,943 5.36 23.01

Loans for use outside Hong Kong 5,749,908 13.25 6,278,624 14.71 (8.42 )

43,397,266 100.00 42,672,715 100.00 1.70
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Unaudited Supplementary Financial Information (cont’d)

(5) Overdue Advances to Customers
The gross amount of advances has been overdue for periods of:

(5)

* Based on total advances to customers

There were no advances to banks and other financial institutions which

were overdue for over 3 months as at 30 June 2005 and 31 December

2004.

The Group

As at 30 June 2005 As at 31 December 2004

HK$’000 %* HK$’000 %*

3 6 – 6 months or less but over 3 months 48,636 0.11 90,905 0.21

6 1 – 1 year or less but over 6 months 269,245 0.62 213,538 0.50

1 – over 1 year 1,461,612 3.37 1,657,563 3.89

Total 1,779,493 4.10 1,962,006 4.60

Secured overdue advances 1,342,620 1,449,690

Unsecured overdue advances 436,873 512,316

1,779,493 1,962,006

Market value of collateral held against

the secured overdue advances 2,032,854 1,607,051

Individual impairment allowances made 380,295

Specific provisions made 473,671

*
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(6) Other Overdue Assets(6)

The Group

As at 30 June 2005 As at 31 December 2004

HK$’000 %* HK$’000 %*

Rescheduled loans 53,848 0.12 226,093 0.53

The Group

As at As at

30 June 2005 31 December 2004

HK$’000 HK$’000

The gross amount of trade bills

which has been overdue for:

3 6 – 6 months or less but over 3 months 1,198 2,565

Held-to-maturity securities which

have been overdue for:

6 1 – 1 year or less but over 6 months 41,974 –

1 – over 1 year 15,546 15,549

57,520 15,549

(7) Rescheduled Loans

* Based on total advances to customers

Rescheduled advances are those advances which have been

restructured or renegotiated because of a deterioration in the financial

position of the borrower, or the inability of the borrower to meet the

original repayment schedule and for which the revised repayment

terms are non-commercial to the Group.  Rescheduled advances to

customers are stated net of any advances that have subsequently

become overdue for over 3 months and reported as overdue advances

in note (5).

There were no advances to banks and other financial institutions which

were rescheduled as at 30 June 2005 and 31 December 2004.

(7)

*

(5)
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Unaudited Supplementary Financial Information (cont’d)

(8) Repossessed Assets(8)

The Group

As at As at

30 June 2005 31 December 2004

HK$’000 HK$’000

Included in advances to customers and

other accounts 228,162 309,332

(9) Currency Risk
The information concerning the foreign currency exposures of the

Group arising from trading, non-trading and structural positions is

disclosed as follows.  The net options position reported is calculated

in accordance with the methods set out in the banking return “Foreign

Currency Position” (MA(BS)6) submitted to the HKMA.

The Group

As at 30 June 2005 As at 31 December 2004

Equivalent in

HK$’000 US dollars Renminbi Others Total US dollars Renminbi Others Total

Spot assets 26,559,694 872,968 4,759,497 32,192,159 28,674,000 757,264 4,981,384 34,412,648

Spot liabilities (26,590,278) (174,241) (5,311,645) (32,076,164) (30,836,628) (134,181) (4,656,405) (35,627,214)

Forward purchases 15,338,049 1,409 3,646,086 18,985,544 7,309,008 – 2,629,869 9,938,877

Forward sales (15,858,320) – (3,083,614) (18,941,934) (5,848,312) – (2,943,565) (8,791,877)

Net options position – – – – 693 – (693) –

/ Net (short) / long position (550,855) 700,136 10,324 159,605 (701,239) 623,083 10,590 (67,566)

(9)

MA BS 6

The net options position is calculated using the model user approach.
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(10) Cross-border Claims
Cross-border claims are on-balance sheet exposures of counterparties

based on the location of the counterparties after taking into account

the transfer of risk.  For a claim guaranteed by a party situated in a

country different from the counterparty, risk will be transferred to

the country of the guarantor.  For a claim on the branch of a bank or

other financial institutions, the risk will be transferred to the country

where its head office is situated.  Claims on individual countries or

areas, after risk transfer, amounting to 10% or more of the aggregate

cross-border claims are shown as follows:

(10)

10%

Banks and

other financial Public sector

institutions entities Others Total

HK$’000 HK$’000 HK$’000 HK$’000

As at 30 June 2005

Asia and Pacific excluding

Hong Kong 8,656,793 181,635 7,036,829 15,875,257

of which Australia 3,061,682 723 60,213 3,122,618

of which Mainland China 2,688,619 180,407 6,487,222 9,356,248

Western Europe 11,999,619 1,203 4,875,306 16,876,128

of which France 1,504,949 – 842,996 2,347,945

of which Germany 2,234,838 – 100,285 2,335,123

of which Netherlands 1,029,894 – 826,881 1,856,775

of which United Kingdom 2,706,723 626 1,438,922 4,146,271

2004 12 31 As at 31 December 2004

Asia and Pacific excluding

Hong Kong 6,765,626 201,643 7,552,627 14,519,896

of which Australia 3,373,719 1,128 61,338 3,436,185

of which Mainland China 2,196,755 199,858 6,712,491 9,109,104

Western Europe 13,717,333 3,008 4,276,585 17,996,926

of which France 2,281,061 – 806,261 3,087,322

of which Germany 2,519,414 – 410,682 2,930,096

of which Netherlands 1,249,111 – 720,948 1,970,059

of which United Kingdom 3,608,631 953 1,023,518 4,633,102
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Unaudited Supplementary Financial Information (cont’d)

(11) Risk Management
The Group manages various types of risk mainly through CITIC Ka

Wah Bank Limited (the “Bank”) under the delegation and close

supervision of the Board.  To centralize all its risk functions, the Bank

combined all the risk management units in the first quarter of 2004

to form the Risk Management Group that consists of group credit,

retail credit, inter-bank credit, market risk, risk policies, control and

administration functions.

(i) Credit risk management

Credit risk is the risk of loss arising from a customer’s or counterparty’s

inability to meet its financial obligations.  The Group is exposed to

credit risk through its lending, trading and capital markets activities.

The Group defines the credit exposure to a customer as the amount

of maximum potential loss arising from all these activities.  These

exposures include both on- and off-balance sheet transactions,

including unfunded lending commitments such as loan commitments,

letters of credit and financial guarantees.

The Group’s credit risk management practices are designed to preserve

the independence and integrity of the risk assessment process.  The

Group assesses credit risk based upon the risk profile of the borrower,

source of repayment and the nature of the underlying collateral after

giving consideration to current events and market developments.

Credit risk is also managed at portfolio levels in terms of product,

industry and geography to manage concentration risk.

Credit policy manuals and control procedures are regularly revised

and updated to ensure that credit risk is adequately assessed, properly

approved, continually monitored, and proactively managed.

Through entering into services agreements with subsidiaries and

associated companies, the Risk Management Group of the Bank is

also entrusted with the responsibilities to manage credit risk for these

companies.

(ii) Liquidity risk management

The Group must be able to meet all customer claims in both normal

and emergency circumstances besides meeting all regulatory

requirements and complying with statutory liquidity ratios.  To adopt

a proactive liquidity management, the Group has issued long-dated

certificates of deposit regularly and has also arranged re-purchase

agreement facilities on its liquid investment portfolio.

(11)

(i)

(ii)
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(11) Risk Management (cont’d)

(iii) Market risk management

The Group’s major market risk exposure rested with the Bank and all

establishment limits are monitored by the Market Risk Management

Unit (“MRM”) under Risk Management Group of the Bank.  The

Bank’s Treasury is the centre point to take on market risk exposures

through customer flows, short-term market views and longer term

strategic views.  MRM ensures that the exposures are within

established position and sensitivity limits.

Other subsidiaries of the Group have also engaged in investments

albeit in relatively smaller magnitude.

For the half-year ended 30 June 2005, the average daily profit and

loss from the Group’s trading activities in interest rate risk was a gain

of $7,000.  The average daily total mark-to-market profit and loss

was a gain of $908,000.  The figure below shows the histogram of

the Group’s daily mark-to-market profit and loss.

(11)

(iii)
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From the chart above, the maximum daily loss was $8,606,000 and

the maximum daily gain was $8,823,000.  Out of the 121 trading

days for the period, there were 74 days with mark-to-market gains.

The most frequent results were daily gains between $0 and

$500,000 with the highest occurrence of 10 days.
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(11) Risk Management (cont’d)

(iv) Capital adequacy management

The Group has structured and is maintaining a strong capital base to

support the development of the Group’s business and to meet

statutory capital adequacy ratios.  As disclosed in note (1) above, the

Group’s unadjusted capital adequacy ratio was 16.36% as at 30 June

2005, well above the statutory minimum ratio.

The Group allocates its capital to various business activities depending

on the risk taken by each business entity.  Certain financial subsidiaries,

as specified by the HKMA, are subject to the HKMA’s capital

requirements for its regulatory supervision purposes.

(v) Foreign currency risk management

The Group’s foreign exchange risk stems from taking foreign exchange

positions, commercial dealing, investment in foreign currency

securities and operations of overseas branches and subsidiaries.  The

foreign exchange positions are subject to exposure limits approved

by the Bank’s Asset and Liability Management Committee (“ALCO”).

The Group’s average daily foreign exchange trading profit and loss

for the half-year ended 30 June 2005 was a gain of $27,000.

(vi) Interest rate risk management

The interest rate risk for the Group comes mainly from the Bank.

The mismatch arising from interest rate profile of the Bank’s assets

and liabilities, which gives rise to interest rate risk for the banking

book, is overseen by the Bank’s ALCO.  This interest rate risk comprises

of basis risk among different interest rate benchmarks, yield curve

movements, interest rate repricing risk and embedded options, if any.

The Bank’s ALCO reviews interest rate risk of its banking book through

gap mismatch reports, sensitivity analysis and various earnings scenario

analyses.  To mitigate interest rate risk, the Bank has used interest

rate derivatives, mainly interest rate swaps, to hedge both assets and

liabilities.

(vii) Other trading and investment activities

For the half-year ended 30 June 2005, CITIC International Assets

Management Limited has equity trading and commodity trading in

futures with an average daily trading profit of $64,000 and $58,000

respectively.

The Group, by itself and via the Bank, has also invested part of its

excess liquidity into external funds to enhance the return and the

average daily mark-to-market profit and loss for the half-year ended

30 June 2005 was a gain of $841,000.

(11)

(iv)

1

16.36%

(v)

27,000

(vi)

 / 

(vii)

64,000

58,000

841,000
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(11) Risk Management (cont’d)

(viii) Operational risk management

The Group manages its operational risk through the Management

Committee at the Group level and the Operations & Control

Committee at the Bank level.  The Management Committee ensures

that all the subsidiaries are operating properly and managed in

accordance with pre-set risk policies and procedures of the respective

subsidiaries.  The Operations & Control Committee comprises the

Chief Operating Officer as the chairman and other senior staff from

various business lines and support functions.  One of its key

responsibilities is to periodically review, update, and test as necessary

the operational policies, procedures and contingency plans of the

Bank.

Operational risk is the risk of losses which the Group may incur as a

result of inadequate or failed processes, technology, infrastructure,

personnel or from external events.  Operational risk is not new to

banks.  Significant operational risk events in recent years have

highlighted the need to manage operational risk more effectively by

taking a broader and more comprehensive view.  Technology and

operational issues remain critically important, but other areas, which

could lead to operational losses, must be managed as well.

The Bank currently manages operational risk through a number of

ways, such as:

– Operations and technology policies and manual are developed

and reviewed annually to ensure processes are adequately

considered and defined.

– Human resources policy and practices are established to define

and encourage proper staff behavior, and that staff are qualified

and trained for their roles.

– New products and services are evaluated to ensure that staff,

processes, and technology can adequately support prior to

launching.

– Disaster recovery and business continuity plans are set up and

tested annually for major events such as major failure of data

centre caused by fire or other events; loss of operating site and

sudden and massive customer withdrawal due to market rumors

or other reasons.

(11)

(viii)
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Appendix 1

Consolidated Balance Sheet at 31 December 2004
Reconciliation of HKGAAP and HKFRS

32

39
39

Effect of Opening
changes in balance

As at accounting As at adjustments As at
31 December policies (except 31 December for HKAS 32 & 1 January

2004 HKAS 39) 2004 HKAS 39 2005
As reported As restated As reported

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Assets
Cash and short-term funds 8,345,790 – 8,345,790 – 8,345,790
Placements with banks and

other financial institutions
maturing after one month 364,307 – 364,307 – 364,307

Trade bills less provisions 246,081 – 246,081 2,486 248,567
Certificates of deposit held 1,366,315 – 1,366,315 – 1,366,315
Securities measured at fair

value through profit or loss – – – 4,739,053 4,739,053
Other investments in securities 3,968,263 (14,745) 3,953,518 (3,953,518) –
Advances to customers and

other accounts 43,323,300 – 43,323,300 398,528 43,721,828
Available-for-sale securities – – – 6,322,122 6,322,122
Held-to-maturity securities 22,254,992 – 22,254,992 (6,309,110) 15,945,882
Investment securities 39,841 – 39,841 (39,841) –
Interest in associates 1,312,357 22,085 1,334,442 2,577 1,337,019
Goodwill 1,007,749 – 1,007,749 – 1,007,749
Deferred tax assets 93,562 – 93,562 (51,107) 42,455
Tangible fixed assets 1,247,460 – 1,247,460 – 1,247,460

Total assets 83,570,017 7,340 83,577,357 1,111,190 84,688,547

Equity and liabilities
Deposits and balances of banks and

other financial institutions 3,555,852 – 3,555,852 – 3,555,852
Deposits from customers 55,451,727 – 55,451,727 – 55,451,727
Certificates of deposit issued 6,959,690 – 6,959,690 5,694 6,965,384
Debt securities issued 2,322,798 – 2,322,798 (8,004) 2,314,794
Convertible bonds issued 1,399,384 – 1,399,384 (140,685) 1,258,699
Current taxation 6,446 – 6,446 45,933 52,379
Deferred tax liabilities 8 – 8 56,113 56,121
Other accounts and provisions 1,287,861 (4,308) 1,283,553 280,630 1,564,183

Total liabilities 70,983,766 (4,308) 70,979,458 239,681 71,219,139

Share capital 3,194,153 – 3,194,153 – 3,194,153
Reserves 5,116,202 11,648 5,127,850 643,087 5,770,937

Total equity attributable to
equity holders of the parent 8,310,355 11,648 8,322,003 643,087 8,965,090

Loan capital 4,275,896 – 4,275,896 228,422 4,504,318

Total 12,586,251 11,648 12,597,899 871,509 13,469,408

Total equity and liabilities 83,570,017 7,340 83,577,357 1,111,190 84,688,547
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Appendix 2

Consolidated Balance Sheet at 30 June 2004
Reconciliation of HKGAAP and HKFRS

39

Effect of changes
in accounting

As at policies As at
30 June 2004 (except HKAS 39) 30 June 2004

As reported As restated

HK$’000 HK$’000 HK$’000

Assets
Cash and short-term funds 6,102,919 – 6,102,919

Placements with banks and
other financial institutions
maturing after one month 174,239 – 174,239

Trade bills less provisions 185,671 – 185,671
Certificates of deposit held 1,787,584 – 1,787,584
Other investments in securities 4,352,912 (14,843) 4,338,069
Advances to customers and

other accounts 40,855,895 – 40,855,895
Held-to-maturity securities 22,544,755 – 22,544,755
Investment securities 39,979 – 39,979
Interest in associates 1,259,271 21,221 1,280,492
Goodwill 1,047,419 – 1,047,419
Deferred tax assets 80,931 – 80,931
Tangible fixed assets 1,333,609 – 1,333,609

Total assets 79,765,184 6,378 79,771,562

Equity and liabilities
Deposits and balances of banks

and other financial institutions 3,748,533 – 3,748,533
Deposits from customers 56,758,356 – 56,758,356
Certificates of deposit issued 4,507,819 – 4,507,819
Convertible bonds issued 1,403,936 – 1,403,936
Current taxation 81,990 – 81,990
Deferred tax liabilities 15 – 15
Other accounts and provisions 931,662 (1,850) 929,812

Total liabilities 67,432,311 (1,850) 67,430,461

Share capital 3,193,278 – 3,193,278
Reserves 4,849,791 8,228 4,858,019

Total equity attributable to
equity holders of the parent 8,043,069 8,228 8,051,297

Loan capital 4,289,804 – 4,289,804

Total 12,332,873 8,228 12,341,101

Total equity and liabilities 79,765,184 6,378 79,771,562
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Appendix 3

Consolidated Income Statement for the year ended 31 December 2004
Reconciliation of HKGAAP and HKFRS

39

Effect of changes
in accounting

For the year ended policies For the year ended
31 December 2004 (except HKAS 39) 31 December 2004

As reported As restated

HK$’000 HK$’000 HK$’000

Interest income 2,241,410 – 2,241,410
Interest expense (767,953) – (767,953)

Net interest income 1,473,457 – 1,473,457

Fees and commission income 461,307 – 461,307
Fees and commission expense (26,880) – (26,880)
Other operating income 248,551 (1,409) 247,142

Non-interest income 682,978 (1,409) 681,569

Operating income 2,156,435 (1,409) 2,155,026
Operating expenses (1,117,485) – (1,117,485)

Operating profit before provisions 1,038,950 (1,409) 1,037,541
Charge for bad and doubtful debts (78,065) – (78,065)

Operating profit 960,885 (1,409) 959,476
Net profit on disposal of tangible

fixed assets 11,862 – 11,862
Net surplus on revaluation of

investment properties 7,555 – 7,555
Provision written back on

held-to-maturity securities 9,682 – 9,682
Impairment loss on goodwill (9,502) – (9,502)
Share of profits less losses of

associates 75,978 4,287 80,265

Profit before taxation 1,056,460 2,878 1,059,338
Income tax (155,491) (292) (155,783)

Profit after taxation 900,969 2,586 903,555

Attributable to:
Equity holders of the parent 901,339 2,586 903,925
Minority interests (370) – (370)

900,969 2,586 903,555
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Appendix 4

Consolidated Income Statement for the period ended 30 June 2004
Reconciliation of HKGAAP and HKFRS

39

Effect of changes

For the in accounting For the

period ended policies period ended

30 June 2004 (except HKAS 39) 30 June 2004

As reported As restated

HK$’000 HK$’000 HK$’000

Interest income 1,102,019 – 1,102,019

Interest expense (322,271) – (322,271)

Net interest income 779,748 – 779,748

Fees and commission income 216,860 – 216,860

Fees and commission expense (16,213) – (16,213)

Other operating income 36,143 – 36,143

Non-interest income 236,790 – 236,790

Operating income 1,016,538 – 1,016,538

Operating expenses (495,917) – (495,917)

Operating profit before provisions 520,621 – 520,621

Charge for bad and doubtful debts (38,075) – (38,075)

Operating profit 482,546 – 482,546

Net profit on disposal of tangible

fixed assets 8,895 – 8,895

Provision written back on held-to-maturity

securities 80 – 80

Share of profits less losses of associates 22,374 1,980 24,354

Profit before taxation 513,895 1,980 515,875

Income tax (91,127) (356) (91,483)

Profit after taxation 422,768 1,624 424,392

Attributable to:

Equity holders of the parent 423,138 1,624 424,762

Minority interests (370) – (370)

422,768 1,624 424,392




