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For the year ended 31st December, 2005
(Expressed in thousands of Hong Kong dollars)

1. PRINCIPAL ACTIVITIES
The Bank and its subsidiaries are engaged in commercial banking and
related financial services.

2. PRINCIPAL ACCOUNTING POLICIES
(a) Statement of compliance

The accounts have been prepared in accordance with all applicable
Hong Kong Financial Reporting Standards (“HKFRSs”), which collective
term includes all applicable individual Hong Kong Financial Reporting
Standards, Hong Kong Accounting Standards (“HKASs”), and
Interpretations issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”), accounting principles generally accepted in
Hong Kong and the requirements of the Hong Kong Companies
Ordinance. These accounts also comply with the applicable disclosure
provisions of the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited and the module on “Financial
Disclosure by Locally Incorporated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong Kong Monetary Authority.
A summary of the significant accounting policies adopted by the Group
is set out below.

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 these
accounts, on the basis of HKFRSs currently in issue. Information on
the changes in accounting policies resulting from initial application of
these new and revised HKFRSs for the current and prior accounting
years reflected in these accounts is provided in note 4.
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With effect from 9th August, 2004, Chekiang First Bank Limited (“CFB”)
has been merged with the Bank through The Wing Hang Bank Limited
(Merger) Ordinance, under which all the assets and liabilities situated
in Hong Kong and the rights and obligations of CFB as expressly
governed by Hong Kong law have been transferred to the Bank. By
virtue of this Ordinance, the accounts of the Bank for the year ended
31st December, 2004 were prepared as if the undertaking of CFB had
vested in the Bank on 1st January, 2004.

The measurement basis used in the preparation of the accounts is
historical cost except that the following assets and liabilities are stated
at their fair value as explained in the accounting policies set out below:

- financial instruments classified as trading, designated at fair value
through profit or loss and available-for-sale (note 2(f)(ii));

- investment property (note 2(1);
- other freehold land and buildings (note 2(l)); and

- other leasehold land and buildings, for which the fair values cannot
be allocated reliably between the two elements at the inception of
the lease and the entire lease is classified as finance lease (note
2(l) and 2(m)).
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(b) Basis of preparation of the accounts (continued)

(c)

The preparation of financial statements in conformity with HKFRSs
requires management to make judgements, estimates and assumptions
that affect the application of policies and reported amounts of assets
and liabilities, income and expenses. The estimates and associated
assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances,
the results of which form the basis of making the judgements about
carrying values of assets and liabilities that are not readily apparent
from other sources. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to accounting estimates are recognised in the period
in which the estimate is revised if the revision affects only that period,
or in the period of the revision and future periods if the revision affects
both current and future periods.

Judgements made by management in the application of HKFRSs that
have significant effect on the financial statements and estimates with a
significant risk of material adjustment in the next year are discussed in
note 3.

Investments in subsidiaries and controlled enterprises

A subsidiary, in accordance with the Hong Kong Companies Ordinance,
is a company in which the Group, directly or indirectly, holds more
than half of the issued share capital, or controls more than half of the
voting power, or controls the composition of the Board of Directors.
Subsidiaries are considered to be controlled if the Bank has the power,
directly or indirectly, to govern the financial and operating policies, so
as to obtain benefits from their activities.

An investment in a controlled subsidiary is consolidated into the
consolidated accounts, unless it is acquired and held exclusively with
a view to subsequent disposal in the near future or operates under
severe long-term restrictions which significantly impair its ability to
transfer funds to the Group, in which case, it is stated in the
consolidated balance sheet at fair value with changes in fair value
recognised in the investment revaluation reserve as they arise. The
results of subsidiaries acquired during the year are included in the
consolidated profit and loss account from the date of their acquisition.



2,

RSB (F)
(c) MBASIRFEZLEF#RE (&)

SERZERRRS > RE[AS
BREcRHMELEZREREF
BREEGEEREEREENE
SERRFELCAERBRA
RERGENTUEE  HEESE
WEZEALR -

REER - DEBRREREER
ARTERLAARBBEHNER
ARANEENBARNFEE
WED - MBLIINGEREER
BERRBEREZEERANER
B BEIIR - PBRRERE
SEFERNENESARERA
NE/D B R R RARITR
REGEDZ2ZR -

MRLVEBRREENERERE
FrEM @ AR BEFENELD
BEEDMETMERDBERN
E—FERRNEEE#ES
1 B BBRREEAEAETD
RAOMEBLH R IENRE T
HEBRAKRN - MEZHBRAA
waMeskET&E EEXHE
BERELBRREEEERD
1F e

RARITZEERERT  WE
AR ZRE T AR B AR E
B8 (M &2(p) 515 - BRIFIE
FERBEZBNBNTARK
FHEXRARBERE 2 RBRHIT
ReEMBEYEARAEEEE
BR8N EUBERT - Eif
NRFEERER mMEQYERE
MEBARNKESRERENRE

N
5
e

2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(c) Investments in subsidiaries and controlled enterprises (continued)

Intra-group balances and transactions, and any unrealised profits arising
from intra-group transactions, are eliminated in full in preparing the
consolidated accounts. Unrealised losses resulting from intra-group
transactions are eliminated in the same way as unrealised gains, but
only to the extent that there is no evidence of impairment.

Minority interests at the balance sheet date, being the portion of the
net assets of subsidiaries attributable to equity interests that are not
owned by the Bank, whether directly or indirectly through subsidiaries,
are presented in the consolidated balance sheet and statement of
changes in equity within total equity, separately from equity attributable
to the shareholders of the Bank. Minority interests in the results of the
Group are presented on the face of the consolidated profit and loss
account as an allocation of the total profit or loss for the year between
minority interests and the shareholders of the Bank.

Where losses applicable to the minority exceed the minority interests
in the equity of a subsidiary, the excess, and any further losses
applicable to the minority, are charged against the Group’s interest
except to the extent that the minority has a binding obligation to, and
is able to, make additional investment to cover the losses. If the
subsidiary subsequently reports profits, the Group’s interest is allocated
all such profits until the minority’s share of losses previously absorbed
to the Group has been recovered.

In the Bank’s balance sheet, an investment in a subsidiary is stated at
cost less any impairment losses (note 2(p)), unless it is acquired and
held exclusively with a view to subsequent disposal in the near future
or operates under severe long-term restrictions which significantly impair
its ability to transfer funds to the Bank, in which case, it is stated at
fair value with changes in fair value recognised in the investment
revaluation reserve as they arise.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(d) Associated companies

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

An investment in an associated company is accounted for in the
consolidated accounts under the equity method and is initially recorded
at cost and adjusted thereafter for the post acquisition change in the
Group’s share of the associated company’s net assets, unless it is
acquired and held exclusively with a view to subsequent disposal in
the near future or operates under severe long-term restrictions that
significantly impair its ability to transfer funds to the Bank, in which
case it is stated at fair value with changes in fair value recognised in
the investment revaluation reserve as they arise. The consolidated profit
and loss account reflects the Group’s share of the post-acquisition
results of the associated companies for the year, including any
impairment loss on goodwill relating to the investment in associates
recognised for the year (note 2(p)).

When the Group’s share of losses exceeds its interest in the associated
company accounted for under equity method, the Group’s interest is
reduced to nil and recognition of further losses is discontinued except
to the extent that the Group has incurred legal or constructive
obligations or made payments on behalf of the associated company.
For these purposes, the Group’s interest in the associated company
accounted for under equity method is the carrying amount of the
investment under equity method together with the Group’s other long-
term interests that in substance form part of the Group’s net investment
in the associated company.

Unrealised profits and losses resulting from transactions between the
Group and its associated companies are eliminated to the extent of
the Group’s interest in the associated company, except where unrealised
losses provide evidence of an impairment of the asset transferred, in
which case they are recognised immediately in the profit and loss
account.
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2

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(d) Associated companies (continued)

(e)

(f)

In the Bank’s balance sheet, its investments in associated companies
are stated at cost less impairment losses (note 2(p)), unless it is acquired
and held exclusively with a view to subsequent disposal in the near
future or operates under severe long-term restrictions that significantly
impair its ability to transfer funds to the Bank, in which case, it is
stated at fair value with changes in fair value recognised in the
investment revaluation reserve as they arise.

Goodwill

Positive goodwill arising on consolidation represents the excess of the
cost of the acquisition over the Group’s share of the fair value of the
identifiable assets, liabilities and contingent liabilities acquired. In respect
of controlled subsidiaries, positive goodwill is stated in the consolidated
balance sheet at cost less any impairment losses (note 2(p)). In respect
of acquisition of associated companies, the cost of positive goodwill
less any impairment losses (note 2(p)) is included in the carrying amount
of the investments in associated companies.

On disposal of a controlled subsidiary or an associated company during
the year, any attributable amount of purchased goodwill is included in
the calculation of the profit or loss on disposal.

Financial instruments

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

Financial instruments are measured initially at fair value, which
normally will be equal to the transaction price, plus, in case of a
financial asset or financial liability not held at fair value through
profit or loss, transaction costs that are directly attributable to the
acquisition or issue of the financial asset or financial liability.
Transaction costs on financial assets and financial liabilities at fair
value through profit or loss are expensed immediately.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(f) Financial instruments (continued)

(i)

(i

Initial recognition (continued)

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.

Classification

Fair value through profit or loss

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

Trading financial instruments are financial assets or financial
liabilities which are acquired or incurred principally for the purpose
of trading, or are part of a portfolio of identified financial instruments
that are managed together and for which there is evidence of a
recent actual pattern of short-term profit-taking. Derivatives that
do not qualify for hedge accounting (note 2(h)) are accounted for
as trading instruments.

Financial instruments designated at fair value through profit or
loss primarily consist of securities with embedded derivatives that
the characteristics and risks of the embedded derivatives are not
closely related to the host contracts.

Financial assets and liabilities under this category are carried at
fair value. Realised gains and losses, and 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 or repurchase, the difference between the net sale
proceeds or net payment and the carrying value is included in the
profit and loss account.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(f) Financial instruments (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, which will be classified as held for trading; (2)
those that the Group, upon initial recognition, designates at fair
value through profit or loss or as available-for-sale; or (3) those
where the Group may not recover substantially all of its initial
investment, other than because of credit deterioration, which will
be classified as available-for-sale. Loans and receivables mainly
comprise loans and advances to customer and placements with
banks and financial institutions.

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

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

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(f) Financial instruments (continued)

(it

Classification (continued)

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturity where 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; and (2) those that meet the definition of loans and receivables.

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

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets
that are designated at available-for-sale or are not classified in
any of the other three categories above. It includes financial assets
intended to be held for an indefinite period of time, but which may
be sold in response to needs for liquidity or changes in the market
environment. Investments in equity instruments that do not have a
quoted market price in an active market and whose fair value
cannot be reliably measured, and derivatives that are linked to
and must be settled by delivery of such unquoted equity
instruments are carried at cost less impairment losses, if any (note

2(p))-

Available-for-sale financial assets are carried at fair value. Unrealised
gains and losses arising from changes in the fair value are
recognised directly in the investment revaluation reserve, except
for foreign exchange gains and losses on monetary items such as
debt securities which are recognised in the profit and loss account.

When the available-for-sale financial assets are sold, the difference
between the net sale proceeds and the carrying value, and the
accumulated fair value adjustments in the equity are treated as
gains or losses on disposal.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(f) Financial instruments (continued)

(i)

(i)

Classification (continued)

Other financial liabilities

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

Fair value measurement principles

The fair value of financial instruments is based on their quoted
market prices at the balance sheet date without any deduction for
estimated future selling costs. 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 or publicly available latest traded price, or if the market
for it is not active, the fair value of the instrument is estimated
using valuation techniques that provide a reliable estimate of prices
which could be obtained in actual market transactions.

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

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.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(f) Financial instruments (continued)

(iv)

(vi)

Derecognition

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

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

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

Offsetting

Financial assets and financial liabilities are offset and the net
amount is reported in the balance sheet where there is a legally
enforceable right to offset the recognised amounts and there is an
intention to settle on a net basis, or realise the asset and settle
the liability simultaneously.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined)
instrument that includes both the derivative and a host contract
with the effect that some of the cash flows of the combined
instrument vary in a way similar to a stand-alone derivative. The
embedded derivatives are separated from the host contract and
accounted for as a derivative when (1) the economic characteristics
and risks of the embedded derivative are not closely related to the
host contract; and (2) the hybrid (combined) instrument is not
measured at fair value with changes in fair value recognised in the
profit and loss account. When the embedded derivative is
separated, the host contract is accounted for in accordance with
the accounting policies for financial instruments.



2,

RSB (F)

(9)

(h)

EERREIEX S
REBARBE T ERNE T RKEEE
REEF ERERZE ([EBH
#) 2 BHENNEEARE LR
HRERAGE - HEZFAER
B TS5 BB R A # S AR A
B o

REBEHZEANES ([RE
Bzl TIEESBEMS
TR IR A B SR A T A B
EREX -

7 [ 1) 2 B 195 2 7P BRER O A B I
T[] 8 1h o P EE AR MO B0 Il B
RBRAFERAIMSFA - AR
1% F A DA B BRI R 05 0A A

s

75'» o

i

Bz @t R AERE T
ARHHER 2 ATEEZHR
BaRABEBER - ARER
B ¥R B R RER R -
AHELFAEESA RS2 2R T
AR R AR H S PR E FrE
A2 RYEESRERELZH
Bk e (MEFTAZHE - &
LEATEE ¢ ()8R N B EH
SFOANRE : Q) AR ERH
BE MAKERERAYE TS
ATA o

(i) RFEEYHF
AFEEYFBERERT
EESBBZATERE
EEz WSS BEATRS
RHER o

HHRTAZRATEBEAR
MAFEENESERGR
HERR - EHIR R MAREE
REPTAMEMTANR
FEEZSTIAFE - 1t
BHEBGSRER - KHid
TRAEAMKAEMER -

2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(9)

(h)

Repurchase and reverse repurchase transactions

Securities sold subject to a simultaneous agreement to repurchase
these securities at a certain later date at a fixed price (repurchase
agreements) are retained in the accounts and measured in accordance
with their original measurement principles. The proceeds from the sale
are reported as liabilities and are carried at amortised cost.

Securities purchased under agreements to resell (reverse repurchase
agreements) are reported not as purchases of the securities, but as
receivables and are carried in the balance sheet at amortised cost.

Interest earned on reverse repurchase agreements and interest incurred
on repurchase agreements is recognised as interest income or interest
expense, over the life of each agreement using the effective interest
rate method.

Hedging

Hedge accounting recognises the offsetting effects on profit or loss of
changes in the fair values of the hedging instrument and the hedged
item. The Group assesses and documents whether the financial
instruments that are used in hedging transactions are highly effective
in offsetting changes in fair values or cash flows of hedged items
attributable to the hedged risks both at hedge inception and on an
ongoing basis. The Group discontinues prospectively hedge accounting
when (1) the hedging instrument expires or is sold, terminated or
exercised; (2) the hedge no longer meets the criteria for hedge
accounting; or (3) the Group revokes the designation.

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

The hedging instrument is measured at fair value, with fair value
changes recognised in the profit and loss account. The carrying
amount of the hedged item is adjusted by the amount of the
changes in fair value of the 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.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(h) Hedging (continued)

(i)

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, or the foreign currency risk
of a committed future transaction, the effective part of any gain or
loss on the derivative financial instrument in relation to the hedged
risk is recognised directly in equity. The ineffective part of any gain
or loss is recognised immediately in the profit and loss account.

If a hedge of a forecast transaction subsequently results in the
recognition of a financial asset or a financial liability, the associated
gains and losses that were recognised directly in equity are
reclassified in the profit and loss account in the same period or
periods during which the asset acquired or liability assumed affects
the profit and loss account. If the hedge of a forecast transaction
subsequently results in the recognition of a non-financial asset or
non-financial liability, the associated cumulative gain or loss is
removed from equity and included in the initial cost or other carrying
amount of the non-financial asset or liability.

For cash flow hedges of a recognised asset or liability, the
associated cumulative gain or loss is removed from equity and
recognised in the profit and loss account in the same period or
periods during which the hedged cash flows affect the profit.

When a hedging instrument expires or is sold, terminated or
exercised, or the Group revokes designation of the hedge
relationship but the hedged forecast transaction is still expected
to occur, the cumulative gain or loss at that point remains in
equity and is recognised in accordance with the above policy
when the transaction occurs. If the hedged transaction is no longer
expected to take place, the cumulative unrealised gain or loss
recognised in equity is recognised immediately in the profit and
loss account.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(h) Hedging (continued)

(i)

Net investment hedge

Hedges of net investment in foreign operations are accounted for
similarly to cash flow hedges. The portion of the gain or loss on
remeasurement of the hedging instrument that is determined to
be an effective hedge is directly recognised in equity until the
disposal of the foreign operation, at which time the cumulative
gain or loss recognised directly in equity is recognised in the profit
and loss account. The ineffective portion is recognised immediately
in the profit and loss account.

Hedge effectiveness testing

The Group expects the hedge to be highly effective (prospective
effectiveness) at the inception of the hedge to qualify for hedge
accounting. Actual effectiveness (retrospective effectiveness) is also
demonstrated on an ongoing basis.

The documentation of each hedging relationship sets out how the
effectiveness of the hedge is assessed. The method the Group
adopts for assessing hedge effectiveness will depend on its risk
management strategy.

For fair value hedge relationships, the Group utilises the cumulative
dollar offset method or regression analysis as effectiveness testing
methodologies. For cash flow hedge relationship, the Group utilises
the change in variable cash flow method or the cumulative dollar
offset method using the hypothetical derivative approach.

For prospective effectiveness, the hedging instrument is expected
to be highly effective in achieving offsetting changes in fair value
or cash flows attributable to the hedged risk during the period for
which the hedge is designated. For actual effectiveness, the
changes in fair value or cash flows must offset each other in the
range of 80% to 125% for the hedge to be deemed effective.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(i) 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:

(i

Interest income

Interest income for all interest-bearing financial instruments, except
those classified as held for trading or designated at fair value
through profit or loss, are recognised as “interest income” in the
profit and loss account using the effective interest rate method.

The effective interest rate method is a method of calculating the
amortised cost of a financial asset and of allocating the interest
income over the relevant period. The effective interest rate that is
the rate exactly discounts estimated future cash payments or
receipts through the expected life of the financial instrument or,
when appropriate, a shorter period to the net carrying amount of
the financial asset. When calculating the effective interest rate,
the Group estimates cash flows considering all contractual terms
of the financial instrument (for example, prepayment, call and similar
options) but does not consider future credit losses. The calculation
includes all fees and points paid or received between parties to
the contract that are an integral part of the effective interest rate,
transaction costs and all other premiums or discounts.

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

Net income from financial instruments designated at fair value
through profit or loss and net trading income comprises all gains
and losses from changes in fair value (net of accrued coupon) of
such financial assets and financial liabilities, together with interest
income and expense and dividend income attributable to those
financial instruments.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(i) Revenue recognition (continued)

(i)

(i)

(iv)

Fee and commission income

Fee and commission income arises on financial services provided
by the Group including cash management services, brokerage
services, investment service and financial planning, personal
banking services, project and structured finance transactions, and
asset management services. Fee and commission income is
recognised when the corresponding service is provided, except
where the fee is charged to cover the costs of a continuing service
to, or risk borne for, the customer, or is interest in nature. In these
cases, the fee is recognised as income in the accounting period in
which the costs or risk is incurred and is accounted for as interest
income.

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.

Finance income from finance lease and hire purchase contract

Finance income implicit in finance lease and hire purchase
payments is recognised as interest income over the period of the
leases so as to produce an approximately constant periodic rate
of return on the outstanding net investment in the leases for each
accounting period. Contingent rentals receivable are recognised
as income in the accounting period in which they are earned.

Rental income from operating lease

Rental income received under operating leases is recognised as
other operating income in equal instalments over the accounting
periods covered by the lease term, except where an alterative
basis is more representative of the pattern of benefits to be derived
from the leased asset. Lease incentives granted are recognised in
the profit and loss accounts as an integral part of the aggregate
net lease payments receivable. Contingent rentals receivable are
recognised as income in the accounting period in which they are
earned.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(i) Revenue recognition (continued)

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

(i) Income tax

Income tax for the year comprises current tax and movements in
deferred tax assets and liabilities. Current tax and movements in
deferred tax assets and liabilities are recognised in the profit and loss
account except to the extent that they relate to items recognised
directly in reserves, in which case they are recognised in reserves.

Current tax is the expected tax payable on the taxable income for the
year, using tax rates enacted or substantively enacted at the balance
sheet date, and any adjustment to tax payable in respect of previous
years.

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

Deferred tax liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are recognised to the extent that it is
probable that taxable profits will be available, against which deductible
temporary differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply in
the year when the liability is settled or the asset is realised. Deferred
tax assets and liabilities are not discounted. The carrying amount of
deferred tax assets/liabilities is reviewed at each balance sheet date
and is reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow the related tax benefit to be
utilised.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

0

(k)

U

Income tax (continued)

Current tax balances and deferred tax balances, and movements
therein, are presented separately from each other and are not offset.
Current tax assets are offset against current tax liabilities, and deferred
tax assets against deferred tax liabilities if, and only if, the Bank or the
Group has the legally enforceable right to set off current tax assets
against current tax liabilities. The principle of offsetting usually applies
to income tax levied by the same tax authority on the same taxable
entity.

Translation of foreign currencies

Foreign currency transactions during the year are translated into Hong
Kong dollars at the exchange rates ruling at the transaction dates.
Monetary assets and liabilities denominated in foreign currencies are
translated into Hong Kong dollars at the exchange rates ruling at the
balance sheet date. Exchange gains and losses are dealt with in the
profit and loss account.

Non-monetary assets and liabilities that are measured in terms of
historical cost in a foreign currency are translated using the exchange
rates ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are
translated using the foreign exchange rates ruling at the dates the fair
value was determined.

Exchange differences relating to investments at fair value through profit
or loss and derivative financial instruments are included in gains and
losses on investments and net gain/(loss) on derivatives, respectively.

The results of overseas branches and subsidiaries are translated into
Hong Kong dollars at the average exchange rates for the year; balance
sheet items are translated into Hong Kong dollars at the rates of
exchanges ruling at the balance sheet date. The resulting exchange
differences are dealt with as movements in reserves.

Tangible fixed assets and depreciation

(i) In preparing these accounts, advantage has been taken of the
transitional provisions set out in paragraph 80 of HKAS 16
“Property, Plant and Equipment” issued by the HKICPA, with the
effect that bank premises have not been revalued to fair value at
the balance sheet date.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(I) Tangible fixed assets and depreciation (continued)

(it

(i)

Equipment, comprising furniture, plant and other equipment, is
stated at cost less depreciation calculated on a straight-line basis
to write off the assets over their estimated useful lives, which are
generally between 3 to 10 years.

No amortisation is provided on freehold land. Leasehold land (note
2(m)) is amortised in equal annual instalments over the remaining
term of the lease. Buildings are amortised by equal instalments
over the estimated useful lives which in no case exceed 50 years.

Investment properties are land and/or buildings which are owned
or held under a leasehold interest (note 2(m)) either to earn rental
income or for capital appreciation or for both. These include land
held for a currently undetermined future use, which are stated in
the balance sheet at their open market values which are assessed
annually by professional qualified valuers. Any gain or loss arising
from a change in fair value is recognised in the profit and loss
account.

(m) Finance and operating leases

(i

Classification of leased assets to the Group
Assets that are held by Group under leases which transfer to the
Group substantially all the risks and rewards of ownership are
classified as being held under finance leases. Leases which do
not transfer substantially all the risks and rewards of ownership to
the Group are classified as operating leases.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(m) Finance and operating leases (continued)

(i)

(i)

(iv)

Finance leases

Where the Group is a lessor under finance leases, an amount
representing the net investment in the lease is included in the
balance sheet as “Advances to customers”. Finance income implicit
in the lease payment is recognised as “Interest income” over the
period of the leases in proportion to the funds invested. Hire
purchase contracts having the characteristics of finance leases
are accounted for in the same manner as finance leases.
Impairment losses are accounted for in accordance with the
accounting policy as set out in note 2(p).

Assets held for use in operating leases

Where the Group is a lessor under operating leases, the leased
assets are included in “Tangible fixed assets”. Rentals receivable
under operating leases are recognised as “Other operating income”
in equal instalments over the accounting period covered by the
lease term. Impairment losses are accounted for in accordance

with the accounting policy as set out in note 2(p).

Operating lease

Where the Group leases out assets under operating leases, the
assets are included in the balance sheet according to their nature
and, where applicable, are depreciated in accordance with the
Group’s depreciation policies, as set out in note 2()(ii). Impairment
losses are accounted for in accordance with the accounting policy
as set out in note 2(p). Revenue arising from operating leases is
recognised in accordance with the Group’s revenue recognition
policies, as set out in note 2(j)(iv).
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(m) Finance and operating leases (continued)
(iv) Operating lease (continued)

Where the Group has the use of assets held under operating
leases, payments made under the leases are charged to profit
and loss account in equal instalments over the accounting periods
covered by the lease term, except where an alternative basis is
more representative of the pattern of benefits to be derived from
the leased asset. Lease incentives received are recognised in profit
and loss account as an integral part of the aggregate net lease
payments made. Contingent rentals are charged to the profit and
loss account in the accounting period in which they are incurred.

The cost of acquiring land held under an operating lease is
amortised on a straight-line basis over the period of the lease
term except where the property is classified as an investment
property.

(n) Repossessed assets

In the recovery of impaired loans and advances, the Group may take
repossession of the collateral assets through court proceedings or
voluntary delivery of possession by the borrowers. In accordance with
the Group’s accounting policy set out in note 2(p), impairment
allowances for impaired loans and advances are maintained after taking
into account the net realisable value of the repossessed assets.
Repossessed assets continue to be treated as securities for loans and
advances.

Repossessed assets are recognised at the lower of their carrying
amount of the related loans and advances and fair value less costs to
sell. They are not depreciated or amortised.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(n)

(o)

(p)

Repossessed assets (continued)
Impairment losses on initial classification and on subsequent re-
measurement are recognised in the profit and loss account.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount
when the Bank or Group has a legal or constructive obligation arising
as a result of a past event, it is probable that an outflow of economic
benefits will be required to settle the obligation and a reliable estimate
can be made. Where the time value of money is material, provisions
are stated at the present value of the expenditure expected to settle
the obligation.

Where it is not probable that an outflow of economic benefits will be
required, or the amount cannot be estimated reliably, the obligation is
disclosed as a contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose existence
will only be confirmed by the occurrence or non-occurrence of one or
more future events, are also disclosed as contingent liabilities unless
the probability of outflow of economic benefits is remote.

Impairment of assets

At each balance sheet date, if internal and external sources of
information indicate that any of the Group’s assets are impaired, the
asset’s recoverable amount is estimated, and an impairment loss is
recognised in the profit and loss account whenever the carrying amount
of an asset exceeds its recoverable amount.

(i)  Held-to-maturity financial assets

For held-to-maturity financial assets, the impairment loss is
measured 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. (i.e. the
effective interest rate computed at initial recognition of these
assets). Receivables with a short duration are not discounted if
the effect of discounting is immaterial.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(p) Impairment of assets (continued)

(i

(it

Held-to-maturity financial assets (continued)

If in a subsequent period the amount of an impairment loss
decreases and the decrease can be linked objectively to an event
occurring after the impairment loss was recognised, the impairment
loss is reversed through the profit and loss account. A reversal of
impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been
recognised in prior years.

Available-for-sale financial assets

When there is objective evidence that an available-for-sale financial
asset is impaired, the cumulative loss that had been recognised
directly in equity is removed from equity and is recognised in
profit and loss account. The amount of the cumulative loss that is
recognised in profit and loss account is the difference between
the acquisition cost (net of any principal repayment and
amortisation) and current fair value, less any impairment loss on
that asset previously recognised in profit and loss account.

For unquoted available-for-sale equity securities that are carried
at cost, the impairment loss is measured as the difference between
the carrying amount of the financial asset and the present value of
estimated future cash flows discounted at the current market rate
of return for a similar financial asset.

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

Impairment losses in respect of available-for-sale debt securities
are reversed if the subsequent increase in fair value can be
objectively related to an event occurring after the impairment loss
was recognised. Reversals of impairment losses in such
circumstances are recognised in profit and loss account.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(p) Impairment of assets (continued)
(iii)  Impairment of loans and receivables

The credit losses of loans and receivables are measured as the
difference between the asset’s carrying amount and the present
value of estimated future cash flows discounted at the asset’s
original effective interest rate. Receivables with a short duration
are not discounted if the effect of discounting is immaterial.

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

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

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

Any subsequent changes to the amounts and timing of the
expected future cash flows compared to the prior estimates that
can be linked objectively to an event occurring after the write-
down, will result in a change in the impairment allowances on
loans and receivables and be charged or credited to the profit
and loss account.

When there is no reasonable prospect of recovery, the loan and
the related interest receivables are written off.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(p) Impairment of assets (continued)
(iv) Other assets
Internal and external sources of information are reviewed at each
balance sheet date to identify indications that the following assets
may be impaired or, except in the case of goodwill, an impairment
loss previously recognised no longer exists or may have decreased:

- property and equipment (other than properties carried at
revalued amounts);
- investments in subsidiaries and associated companies; and

- goodwill.

If any such indication exists, the asset’s recoverable amount is
estimated. In addition, for goodwill, the recoverable amount is
estimated annually whether or not there is any indication of
impairment.

- Calculation of recoverable amount

The recoverable amount of an asset is the greater of its net
selling price and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market
assessments of time value of money and the risks specific to
the asset. Where an asset does not generate cash inflows
largely independent of those from other assets, the recoverable
amount is determined for the smallest group of assets that
generates cash inflows independently (i.e. a cash-generating
unit).
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(p) Impairment of assets (continued)

(iv) Other assets (continued)

Recognition of impairment losses

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

Reversals of impairment losses

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

A reversal of impairment losses is limited to the asset’s carrying
amount that would have been determined had no impairment
loss been recognised in prior years. Reversals of impairment
losses are credited to the profit and loss account in the year
in which the reversals are recognised.

(q) Related parties
Parties are considered to be related to the Group if the Group has the
ability, directly or indirectly, to control the party or exercise significant
influence over the party in making financial and operating decisions, or
vice versa, or where the Group and the party are subject to common
control or common significant influence. Related parties may be
individuals or entities and include entities which are under the significant
influence of related parties of the Group where those parties are
individuals, and post-employment benefit plans which are for the benefit
of employees of the Group or of any entity that is a related party of the

Group.
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2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(r)

(s)

t)

Segment reporting

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

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

Segment revenue, expenses, results, assets and liabilities include items
directly attributable to a segment as well as those that can be allocated
on a reasonable basis to that segment. Segment revenue, expenses,
assets and liabilities are determined before intra-group balances and
intra-group transactions are eliminated as part of the consolidation
process, except to the extent that such intra-group balances and
transactions are between group enterprises within a single segment.
Inter-segment pricing is based on similar terms as those available to
other external parties.

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

Cash equivalents

Cash and cash equivalents comprise cash and balances with banks
and other financial institutions, and short-term, highly liquid inter-bank
placements and investments that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of
changes in value, having been within three months of maturity at
acquisition. Balances of banks and other financial institutions that are
repayable on demand and form an integral part of the Group’s cash
management are also included as a component of cash and cash
equivalents for the purpose of the cash flow statement.

Employee benefits

()  Salaries, annual bonuses, paid annual leave and the cost to the
Group of non-monetary benefits are accrued in the year in which
the associated services are rendered by employees of the Group.



2,

RSB (F)
t) ESHEF (&)

(ii)

(iif)

(v)

ARITEBB(RIIELTE
S BRI R E MR
Befy EEFLERERE
RN

EARERTREERMEN
BARRTAA - AR
ZRERETERSERR
(B BRIA R KR - RAE
ZATFEEAKLRAFE
WHKH A EERHARE
mEANEERBEARRE S
N BERBECHKITRE - &
WEkE RREZEER
BYRRES LT -

RiEEE ZRGE ([EEE
BEtdl)) ARBERERT
BEREUBAXRITR
the REZRATFEEMRE
AFE YERERHAS
EMEAR B RAMR Rk
BABRREEAN - BREARE
MEAMKERERREZ
Re  SAEAX HRER
EENBHEKRAMER -

(u) FF{TZEETER

P
F1AE

P
BE
B
17H
i e

25
,T-“‘w

RiE
EIUN: =

TZREERTRETHRE
FABERBR-

TZRERRE  HFERE
BBEBTHREIIE LN
REBSZAERTAR - A%
EEOAHENEEE XX

H%Ejzﬂjl/ﬁ Pﬁ Xmﬁéﬁlﬁﬁ/\\
Aﬁ$ﬁﬁﬁﬁ2%% k&
R E

2.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(t) Employee benefits (continued)

(i)

(i)

(iv)

Contributions to Mandatory Provident Funds as required under
the Hong Kong Mandatory Provident Funds Scheme Ordinance
are recognised as an expense in the profit and loss account when
incurred.

When the Group grants employees options to acquire shares of
the Bank, the considerations received are recognised as “Other
accounts and provisions” at the date of grant. The fair value of
the options is measured at the grant date and is charged to the
profit and loss account and credited to shareholders’ funds
between the grant date and the vesting date. When the options
are exercised, shareholders’ fund is increased by the amount of
the proceeds and consideration received.

When the Group grants employees awards to acquire shares of
the Bank under Employee Incentive Plan (“EIP”). The fair value of
the awards is measured at the grant date and is charged to the
profit and loss account and credited to shareholders’ funds
between the grant date and the vesting date. The cash amount
equal to the dividend that would have been paid during the period
up to vesting will be charged to the profit and loss account as
bonus expenses on an accrual basis.

(u) Subordinated notes issued

Subordinated notes issued are included in the balance sheet at the

value of the net proceeds received upon issue.

Interest on subordinated notes issued is charged to the profit and loss

account at the coupon rate adjusted for the amortisation of any premium

or discount arising on issue so as to achieve a constant rate of charge

over the period from the date of issue to the date of redemption.

When notes issued are repurchased or settled before maturity, any

difference between the amount repaid and the carrying amount is

recognised immediately in the profit and loss account.
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ACCOUNTING ESTIMATES AND JUDGEMENTS

The preparation of accounts requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of these financial
statements and the reported amounts of revenues and expenses for the
years presented. Changes in assumptions may have a significant impact
on the financial statements in the periods where the assumptions are
changed. The application of assumptions and estimates means that any
selection of different assumptions would cause the Group’s reporting to
differ. The Group believes that the assumptions that have been made are
appropriate and that the financial statements therefore present the financial
position and results fairly, in all material respects.

Management discussed with the Audit Committee the development, selection
and disclosure of the Group’s significant accounting policies and estimates
and the application of these policies and estimates.

Notes 26, 42 and 43 contain information about the assumptions and their
risk factors relating to goodwill impairment, fair value of share options
granted and fair values of financial instruments. Other key sources of
estimation uncertainty are as follows:

(a) Key sources of estimation uncertainty
Impairment losses
()  Loan and advances

Loan portfolios are reviewed periodically to assess whether
impairment losses exist. The assessment process consists of two
stages. During the first stage, the Group makes judgements as to
whether there is any objective evidence that a loan portfolio is
impaired, i.e. whether there is a decrease in estimated future cash
flows. Objective evidence for impairment includes observable data
that the payment status of borrowers in a group has adversely
changed. It may also include observable data that correlate with
defaults on the assets in the group. If management has determined,
based on their judgement, that objective evidence for impairment
exists, expected future cash flows are estimated individually or
based on historical loss experience for assets with credit risk
characteristics similar to those of the group. Historical loss
experience is adjusted on the basis of the current observable
data. Management reviews the methodology and assumptions used
in estimating future cash flows regularly to reduce any difference
between loss estimates and actual loss experience.



Eit st RHIER () 3. ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED)

(a) R FPBEAENEEREE) (a) Key sources of estimation uncertainty (continued)

FEBX (8) Impairment losses (continued)

(iy AIHHERGKRE (i) Available-for-sale equity investments
EARHERERENRT The Group determines that available-for-sale equity investments
EEPBERFEMENER are impaired when there has been a significant or prolonged decline
K- AEEATEBEDS in the fair value below its cost. The determination of when a decline
PITRE - REBEZE2HEQ in fair value below cost is not recoverable within a reasonable
FTEEERKANESESE time period is judgmental by nature, so profit and loss could be
SREEEANTRE - mE affected by differences in this judgement.

BRENBGRE XA
WAREE -

(b) XEEFHEHBFNHRES (b) Critical accounting judgements in applying the Group’s
FIBF accounting policies
AEBRAETHENE TR Certain critical accounting judgements in applying the Group’s
SEHEOT accounting policies are described below.
BEZIHEKE Held-to maturity investments
AEBBETEXIEENHEE The Group classifies non-derivative financial assets with fixed or
MEEINHAMARLE ke s determinable payments and fixed maturity and where the Group has a
EZRIHANETEEREE - positive intention and ability to hold to maturity as held-to-maturity
FIER B ERERE - HIEDA investments. In making this judgement, the Group evaluates its intention
MR AEEERHASTE and ability to hold such investments till maturity.
LBEHRERENBELERER
HEA -
EASEREFEUHSTHRERS If the Group fails to hold these investments to maturity other than for
A (RETRRELERIN) - certain specific circumstances, the Group will have to reclassify the
FEEGREETFEINHAN entire portfolio of held-to-maturity investments as available-for sale, as
REHEG  BHMEAEHE - & such class is deemed to have been tainted.

RENEBRBEERER/TS

Bt - RAB M ARG 2 WA This would result in held-to-maturity investments being measured at
ZHHEEERARTEEE fair value instead of at amortised cost.

=

= °
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4. EFfBREE 4. CHANGES IN ACCOUNTING POLICIES
ERGHMASENLZER-_SFH The HKICPA has issued a number of new and revised HKFRSs that are
F-A—BockHABzSTHBE effective for accounting periods beginning on or after 1st January, 2005.
M A RISETN B BB REE
Al o
AEBR,/KARNRITRERIIE KL The accounting policies of the Group and/or the Bank after the adoption of
BIBAMBREENE 2GR BE these new and revised HKFRSs have been summarised in note 2. The
R sE2ft it o NEREFEBR following sets out information on the significant changes in accounting
EREFER  ERAHBREF policies for the current and prior accounting periods reflected in this financial
i e report.

REEERRERHERMT44ESE The Group has not applied any new standard or interpretation that is not

FEBMAERZMIZEANRE - yet effective for the current accounting period as disclosed in note 44.

(a) EERBINEHESR (a) Restatement of prior year and opening balances
TEREMBEREEBR NG The following tables disclose the adjustments that have been made in
BELBZBERRMETEHE accordance with the transitional provisions of the respective HKFRSs
ZEENFFA=FT—HILZ to each of the line items in the consolidated profit and loss account
FERBEERzGEBERE and balance sheet and the Bank’s balance sheet and other significant
HEEEBEREARITEER related disclosure items as previously reported for the year ended 31st
BEHFE—HE UREMEKR December, 2004. The effects of the changes in accounting policies on
BEREEEEEENAR - g the balances at 1st January, 2004 and 2005 are disclosed in note 35.

HEERERE-TENE A
~AR-FTRE-A-BEH
BB SR 35k -



BHBRLE ()
(a) #E RIS ERE ()

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(a) Restatement of prior year and opening balances (continued)

() BEeliBmikeys (i) Effect on the consolidated financial statements
BEZZENE+A=1+ Consolidated profit and loss account for the year ended 31st
—BUHFEZGAERR December, 2004:

NeHNRKLYE (FERFEN/ (RD)
Effect of new policy (increase/(decrease) in profit for the year)
Ehp il
REER
REAEH
R F40%
(P 3¥4(d))
EANKRE  BAET  HK(EIO)
2004 ERIE2 EBIE1H Interpretation
(BEHE) (M) (W) 214 2004
(as previously ~ HKFRS 2 HKAS 1 HKAS 40 et (ER)
reported)  (note 4(c)  (note 4(g)  (note 4(d)) Sub-total (restated)
HEKA Interest income 2,877,006 - - - - 2,877,006
M8 Interest expenses (1,082,689) - - - - (1,082,689)
FHEWA Net interest income 1,794,317 - - - - 1794317
EthEZRA Other operating income 640,070 - (53) (53) 640,017
=EZON Operating income 2,434,387 - (53) (63 2,434,334
EETN Operating expenses (1,028,107) 4,932) - - (4,939 (1,033,039)
NEERSH &! Operating profit before
kil provisions 1,406,280 (4,932) - (53) (4,985 1,401,295
REREE Charge for bad and
doubtful debts (54,434) - - - (54,434)
ERER Operating profit 1,351,846 (4,932) - (53) (4,985 1,346,861
ERREMERLE Gains on revaluation of
EWEEEER investment properties,
BeERE BN disposal of tangible
fixed assets and
associated company 43,743 - 11,809 11,809 55,652
MERAZIEA Profits on disposal of
EH 2T held-to-maturity
securities 201 - - - 201
NEFHEEERR Profits on disposal of
BEZEH non-trading securities 6,307 - - - 6,307
BEEIBAREAY Provisions written back
EESEE for held-to-maturity
securities 4,848 - - - 4,848
EREBRHERN/ Profit/(loss) on ordinary
(B#) activities 1,406,945 (4,932) - 11,756 6,824 1,413,769
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BREMN
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B BREE (4)
(a) BERBNGRER (F)
(i) HEaPBHHRERL

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(a) Restatement of prior year and opening balances (continued)

(%)

Share of net profits/
(losses) in associated
companies

Profit/(loss) before
taxation
Taxation

Profit/(loss) after taxation
Profits/(losses)
attributable to:
Shareholders of
the Bank
Minority interests

Profit/(loss) after taxation

Eamings per share
Basic

Diluted

FeaiuReYE (FRENEN/ (BD))

Effect of new policy (increase/(decrease) in profit for the year)

Effect on the consolidated financial statements (continued)

gt

REENTR

RERH

ERIZ40%

GEZIG)

ERBRE  BAeH HK (SIC)

2004 EBIE2%  EEIZE1H Interpretation
(AERS)  (MiF4c)  (Wikd(g) 218 2004
(as previously ~ HKFRS 2 HKAS1  HKAS 40 i) (E#)
reported)  (note 4(c)  (note 4(g)  (note 4(d)) Sub-total (restated)
5,229 - (684) - (684) 4,545
1,412,174 (4,932 (684) 11,756 6,140 1,418,314
(242,561) - 684 (8,156) (7.472)  (250,033)
1,169,613 (4,932) - 3,600 (1,332) 1,168,281
1,168,021 (4,932) - 3,600 (1,332) 1,166,689
1,592 - - - - 1,592
1,169,613 (4,932) - 3,600 (1,332 1,168,281
3.97 (0.01) - 0.01 - 3.97
3.97 (0.02) - 0.01 (0.01) 3.96




BABRREE (4)
(a) BERBNGRER (F)
(i) BEAMBREZTE (B)
R-ZBEMF+-_A=1—
AZGEREERER

aE
ReRhEHES

EHERETR%
REbEBBEFR
(~Et-EARHH)

ERRBCARER
b
a2

7

it

BERRER
EPZERREM
RED AR ER

BVEREE
—RENZ
—Efuhx B

L&Y

AE

A E AR A

ERREEE

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(a) Restatement of prior year and opening balances (continued)

(i)  Effect on the consolidated financial statements (continued)

Consolidated balance sheet at 31st December, 2004:

MeHBR Ve (BAE BRREEREEEN/ (D))

Effect of new policy (increase/(decrease) in total assets, total equity and liabilities)

EREE]
REEANF
REREGH
ERIF 405
(F3¥4(d))
EANMKRE  BAEH  HK(EIO)
004 REEX  ERE1H Interpretation
(RERE)  (Mi4c)  (Wit4(g) 218 2004
(as previously ~ HKFRS 2 HKAS1  HKAS 40 Nt (E#)
reported)  (note 4(c)  (note 4(g)  (note 4(d)) Sub-total (restated)
Assets
Cash and short-term
funds 20,529,318 - - - - 20,529,318
Placements with banks
and other financial
institutions maturing
between one and
twelve months 1,435,527 - - - - 1,485,527
Trade bills less provisions 551,124 - - - - 551,124
Certificates of deposit
held 30,000 - - - - 30,000
Trading securities 12,067 - 18,741 - 18,741 30,808
Advances to customers
and other accounts
less provisions 49,712,008 - (18,741) - (18,741) 49,693,267
Held-to-maturity
securities 18,867,918 - - - - 18,867,918
Non-trading securities 1,520,822 - - - - 1,520,822
Investments in
associated companies 135,706 - - - - 135,706
Tangible fixed assets
- Investment properties 209,560 - - - - 209,560
- Other properties, plants
and equipment 1,563,010 - - - - 1,563,010
Goodwill 847,713 - - - - 847,713
Current tax recoverable 5,381 - - - - 5,381
Deferred tax assets 27,950 - - - - 27,950
Total assets 95,448,104 - - - - 95,448,104
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4. EIBUREE (£) 4, CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(a) EERBNEHER (5) (a) Restatement of prior year and opening balances (continued)
() HEREUNBREZIVE (B) (i) Effect on the consolidated financial statements (continued)

NeHBR YL (AR BRRERRAELEN/ (RD))
Effect of new policy (increase/(decrease) in total assets, total equity and liabilities)
&k
ERRE]
3= Hbi
REREGH
ERE40%
(B3 4(d)
BEHBERE  FEgH  HK(SIO)
2004 REIZ2F  EEZE1H Interpretation
(BEHE)  (Mi4e)  (Hitag) 218 2004
(as previously ~ HKFRS 2 HKAS 1 HKAS 40 It (%)
reported)  (note 4(c)  (note 4(g)  (note 4(d)) Sub-total (restated)

RREZRER
RITAEREL
SRBREZER

P 2B
BRI HERE

EERRER
EfAHHE
EEREAR
AfEERER

FEER
anfE

A
iR
—BAEER
—Enfk
——RERE
—RITTILER
[3:
—RENFER
1z
—REERER

—RABOREE

—BHER

1

Equity and liabilities
Deposits and balances

of banks and other

financial institutions 1,209,582 - - -
Deposits from customers 78,569,161 - - -
Certificates of deposit

issued 4,616,090 - - - -
Trading liabilities - - 8,628 - 8,628
Current tax payable 63,381 - - - -
Deferred tax liabilities 55,884 - - 9,069 9,069
Other accounts and
provisions 983,750 - (8,628) - (8,628)
Loan capital 2,526,485 - - - -
Total liabilities 88,024,333 - - 9,069 9,069
Share capital 293,911 - - - -
Reserves
- Share Premium 342,102 4,932 - - 4,932
- Capital reserve 215,909 - - - -
- General reserve 2,091,174 - - - -
- Bank premises
revaluation reserve 269,039 - - - -
- Investment properties
revaluation reserve 12,683 - - (12,683) (12,683)
- Investment
revaluation reserve 22,241 - - - -
- Capital redemption
reserve 769 - - - -
- Unappropriated
profits 4,156,059 (4,932 - 3,614 (1,318
Reserves 7,109,976 - - (9,069) (9,069)



BABRREE (4)
(a) BERBNGRER (F)

(i)

HRAMBHRERFE (B)
heis
PEREER
hrEses
ERREZRER

HARTEERBRZFE
A-ZTTRF-A—RiE-
RRBBMBEREEAE -
W ARERRRBBERT
AEAMBHHEAKETRE
ZRABREZ AT EENES
RAEZSEES L - WA
BUR 5 2 R (B 1
HRERERR ©

HEBEEPER - TIUH
% R-ZTHRF—HA—H
BRET 2BYEHRREDHE
#4,932,0007T & MR A
ERZEBNEHANE—2
B o Ui EERBY
SRTETAZRAFEEY
B OB 18,741,000 &
8,628,000 A Bl [EF 2
ERREAMERED FHBRAE
B REMIRIE R ERE]
EINARIEERBEEIR
[EERBAE] -

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)

(a) Restatement of prior year and opening balances (continued)

(i)  Effect on the consolidated financial statements (continued)

FeimReye (BREE ARRERRAEEN/ (BD)
Effect of new policy (increase/(decrease) in total assets, total equity and liabilities)

Shareholders’ funds
Minority interests

Total equity

Total equity and liabilities

(i)

ERRE]

REFNR

REREGH

R8I £ 40%

(i 5 4(dl))

EAUKERE  BEEH  HK(EIO)

2004 BBIE2E  EBIE1% Interpretation
(EF®E)  (WE4c) (W) 218 2004
(as previously ~ HKFRS 2 HKAS 1 HKAS 40 INEf (E®)
reported)  (note 4(c)  (note 4(g)  (note 4(d)) Sub-total (restated)
7,408,887 - - (9,069 (9,069 7,394,818
19,884 - - - - 19,884
7,423,771 - - (9,069) (9,069 7,414,702
95,448,104 - - - - 95,448,104

Effect on the Bank’s balance sheet

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

The changes have been applied retrospectively, resulting in prior
year adjustments with the opening balance of unappropriated
profits as at 1st January, 2005 decreasing by HK$4,932,000 and
share premium increasing by same amount. In addition, the fair
value of trading financial derivatives amounting of HK$18,741,000
and HK$8,628,000 were reclassified as “Trading assets” and
“Trading Liabilities” from “Advances to customers and other
accounts less impairment allowances” and “Other accounts and
provisions” respectively.
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4. EIBREE (8 4., CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) BB FEEHEEENEE (b) Estimated effect of changes in accounting policies on the current
Z year
EEBRAEGRGTELT  WTH The following tables provide estimates of the extent to which each of
REA TN BURTEARED the line items in the consolidated profit and loss account and balance
WHAEEE-_ETAF = sheet and the Bank’s balance sheet and other significant related
H T-HLEFENGEER disclosure items for the year ended 31st December, 2005 is higher or
CHREEEBBRARRITE lower than it would have been had the previous policies still been
EET =PE—E UARHEME applied in the year, where it is practicable to make such estimates.

AHEBKREER HSE MR
MEEt 28 -

() HEREBHRERZTE (i) Effect on the consolidated financial statements
BE-ZTRFE+ZR=T Estimated effect on the consolidated profit and loss account for
—BUHFEZGAEERN the year ended 31st December, 2005:

it e -

NeHBR Y (FREEN/ (BY))
Effect of new policy (increase/(decrease] in profit for the year)
é‘f";ﬁﬁw
%#%2 R
EHRETED
EHREHED $40%
ERFR  (Mit4)
ERNBRE BRUKRS Fhe J%J £39% HK (SIC)
BRI EAEE 1% (M)  Interpretation
)

(Wtae) (W) (MT*EA( ) HKAS 214
HKFRS2  HKFRS 3 HKAS 1 32639 HKAS 40 At
(note 4(c)) (note 4(f) (note 4(g)) (note 4(g)) (note 4(d)) Total
FEHA Interest income - - - (229,950) - (229,950)
fEXi Interest expenses - - - 110,181 - 110,181
FHERA Net interest income - - - (119,769) - (119,769)
FIFEERZR Net interest income on
WATEES financial instruments
ANEREAZ held for trading and
ERIEY measured at fair value
BHNERA through profit or loss - - - 135,876 - 135,876
BENSHA Total net interest income - - - 16,107 - 16,107
AEERA Other operating income - - - 96,732 - 96,732
EEHA Operating income - - - 112,839 - 112,839
S Operating expenses (6,588) 45,196 - - - 38,608
NRREER Operating profit before
BEEENE impairment allowances
257 on impaired loans and
advances (6,588) 45,196 - 112,839 - 151,447
REERZHE Impairment losses and
BAREEEE allowances release for
impaired loans and
advances - - - 24,162 - 24,162

EERH Operating profi (6,588) 45,196 - 137,001 - 175,609



BABRREE (4)
(b) B fﬁﬁﬁﬁﬂiﬁfﬁ’ﬂ?fﬁ*ﬁl

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) Estimated effect of changes in accounting policies on the current

£ (%) year (continued)
() BGAUBRELTE (B) () Effect on the consolidated financial statements (continued)
HeHHRzYE (FRENEN/ (5Y))
Effect of new policy (increase/(decrease) in profit for the year)
EREHES
BEENRR
EheEl
BheE B40%
MR (MaEa)
BENBRE FAUBRE FEedEl £30% HK (SIC)
EOE  EAFSR 18 (Hit4e)  Interpretation
(Mstae) (R4 (Mm( ) HKAS 214
HKFRS 2 HKFRS 8 HKAS 1 32439 HKAS 40 AF
(note 4(c)) (note 4(f) (note 4(g)) (note 4(g)) (note 4(d)) Total
ERRENER Gains on revaluation of
HEBVER investment properties,
BEREE disposal of tangible
N2 & fixed assets and
associated company - - - - 12,797 12,797
HEREEYE Profits on disposal of
ARAHHEE held-to-maturity and
SREEZEN avalable-for-sale
financial assets - - - - - -
FERIEASR Impaiment allowances
BERBERDA release for
held-to-maturity
financial assets - - - - - -
E3EBMEHN/ Profit/loss) on ordinary
(E#) activities (6,588) 45,196 - 137,001 12,797 188,406
UGV Share of net profits
Fahl in associated
companies - - (2,597) - - (2,597)
BEaER/ (B8) Profit/{oss) before taxation (6,588) 45,196 (2597 137,001 12,797 185,809
B Taxation - - 2,597 (24,538) (2,239 (24,180)
RE&ER/ (B8) Profit/{loss) after taxation (6,588) 45,196 - 112,463 10,558 161,629
TARZER/ (BR): Profits/[losses) attributable to:
FRITRE Shareholders of the Bank (6,588) 45,196 - 112,463 10,558 161,629
PERRER Minority interests - - - - - -
BR&ER/ (B8) Profit/{loss) after taxation (6,588) 45,196 - 112,463 10,558 161,629
BREN Earnings per share
EEREE Basic and diuted (0.02) 0.15 - 0.38 0.04 0.55
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4. BIBUREE (£) 4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) BB FEEHEFEENEIHE (b) Estimated effect of changes in accounting policies on
24 N N the current year (continued)
() HEaMBRRIPE (&) () Effect on the consolidated financial statements

(continued)
Estimated effect on the consolidated balance sheet at

—EFRFt-A=t-A

94

JJ:iFd'Zi EEEBRRW 31st December, 2005:
HEr 2
FEHBRZYE (BEE BRRBARAEEN/ (5D))
Effect of new policy (increase/(decrease) in total assets, total equity and liabilities)
FHED
REENTR
FEEED
EARGTEN 2408
23R (k)
BENBRE FAUBRE FEedEl $30% HK (SI0)
EREoR  EAIZIR 1% (34(e)  Interpretation
(skac)  (Wskad)  (WE4() HKAS 214
HKFRS 2 HKFRS 3 HKAS 1 32 839 HKAS 40 Ai
(note 4(c)) (note 4(f) (note 4(g)) (note 4(e)) (note 4(d)) Total
BE Assets
BeREHEs Cash and short-term
funds - - - - - -
THENEARAER Placements with banks
EepBESE and other financial
(2T ARIE) institutions maturing
between one and
twelve months - - - - - -
EUES Trade bills less
REER impairment allowances - - - - - -
FaE Certificates of deposit
held - - - - - -
BERREE Trading assets - - - 816,431 - 816,431
WATERER Financial assets
ANERERZ measured at far value
tREE through profit or loss - - - 5924424 - 5924424
REZEFR Advances to customers
EpRED and other accounts
BRAEER less impairment
allowances - - - 345,360 - 345,360
BERIEAR Held-to-maturity and
HHEESHEE available-for-sale
financial assets - - - (4,833,845) - (4,833,845
FRIEEERRE Non-trading securities - - - (1,175,115) - (1,175,115
UGS Investments in
associated companies - - - - - -
BVEEEE Tangible fixed assets
—RENE - Investment properties - - - - - -
—EhE - R - Other properties, plants
REE and equipment - - - - - -
B Goodwil - 45,196 - - - 45,196
TREREHE Current tax recoverable - - - - - -
ELRBEE Deferred tax assets - - - - - -
e Total assets - 45,196 - 1,077,255 - 1,122,451




EITBREE (&) 4, CHANGES IN ACCOUNTING POLICIES (CONTINUED)

(b) i#ﬁ:ﬁﬁﬁﬂ EEEMET R (b) Estimated effect of changes in accounting policies on the current
& (45)
() HEAHBREHE &)

year (continued)
(i)  Effect on the consolidated financial statements (continued)

HeHRR YE (BEE  BRAEERAEEN/ (HD))
Effect of new policy (increase/(decrease) in total assets, total equity and liabilities)
BheiE
RRENTR
FHgED
FhgEl F40%
2R%R (W)
BRuBRE FAUBRE FAedEl F30% HK (SIC)

EAES  EAES £18 (M)  Interpretation
(Mskde)  (Wsa) (W) HKAS 214
HKFRS 2 HKFRS 8 HKAS 1 32439 HKAS 40 A%
(note 4(c)) (note 4(f) (note 4(g)) (note 4(g)) (note 4(d)) Total
RRESRER Equity and liabilities
ROREREM Deposits and balances
SBEEZHR of banks and other
financial institutions - - - - - -
EPZER Deposits from customers - - - - - -
BRI HRE Certificates of deposit
issued - - - (145,102 - (145,102
BERGAE Trading liabilities - - - 857,334 - 857,334
ENEBHE Current tax payable - - - 2,408 - 2,408
ERHBER Deferred tax liabilties - - - 54,952 11,308 66,260
EtEEREE Other accounts and
provisions - - - 13,501 - 13,501
REER Loan capital - - - - - -
BER Total liabilities - - - 783,003 11,308 794,401
e Share capital - - - - - -
RE Reserves
—REEER - Share premium 11,520 - - - - 11,520
—EKEE - Capital reserve - - - - - -
——REE - General reserve - - - - - -
—RAMLER - Bank premises
1 revaluation reserve - - - - - -
—RENEER - Investment properties
Hh revaluation reserve - - - - (25,480) (25,480)
—REERER - Investment
revaluation reserve - - - (506) - (506)
—RAEREE - Capital redemption
reserve - - - - - -
—BHER - Unappropriated
profits (11,520 45,196 - 294,668 14,172 342,516
FifE Reserves - 45,196 - 294,162 (11,308) 328,050
FRER Shareholders’ funds - 45,196 - 294,162 (11,308) 328,050
PEREER Minority interests - - - - - -
hREZSE Total equity - 45,196 - 294,162 (11,308) 328,050

BREEERAR Total equity and liabilities - 45,196 - 1,017,285 - 1,122,451
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4. BIBUREE (£) 4, CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) BB FEEHFEEMGTE (b) Estimated effect of changes in accounting policies on the current
Z(5) year (continued)
() UREMBERRZITE (B) (i) Effect on the consolidated financial statements (continued)
BHEZTZERF+-A=F Estimated effect on net income recognised directly in consolidated
—BUEFERGABREER equity for the year ended 31st December, 2005:

ERBERNFRAZGETT

2 .

=

HEHBR Y E
(BRRREREM OR D))
Effect of new policy

(increase/(decrease) in total equity)
EAG LR EFAeies

%39% £ 40%
(Bt 3 4(e)) (Pt 7 4(0))
HKAS 39 HKAS 40 Rl
(note (4e)) (note 4(d)) Total
Ao BT ARRT Attributable to shareholders
[ of the Bank (5,637) (12,797) (18,434)
DER R ES Minority interests - - -
BB Total equity (5,637) (12,797) (18,434)
BEZZTTRFTZHA=T Estimated effect on amounts recognised as capital transactions
—BIEFEAEREE B % with owners of the Group for the year ended 31st December,
BANETREAR F 2 G5t % 2005:
258
MEHBRIEE
(BlkREREM, CAD)
Effect of new policy
(increase/(decrease) in total equity)
EARMBRE
ERIZE 25
(B EE4(c)) &t
HKFRS 2
(note 4(c)) Total
2B T ARRTT Attributable to shareholders
R of the Bank 6,588 6,588
DHRRER Minority interests - -

BREERARE Total equity 6,588 6,588




EBREE (£) 4, CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) BB FEEHFFEENEE (b) Estimated effect of changes in accounting policies on the current
& (5) year (continued)
iy BARRTEEABERIVE (i) Effect on the Bank’s balance sheet
—EFRFt-A=1+—R Estimated effect on the balance sheet at 31st December, 2005:
LtFEZEEBERMGER
2
HeNRE Ve (BEAE  ARFERRAREN/ (5Y))
Effect of new policy (increase/(decrease) in total assets, total equity and liabilities)
FEeq
EARE
2198 R
B hgH
SRR ERIF40%
Bk Bk MR (MaEa)
iRRs  UERE  AdeH £30% HK (SIC)
BEIE%  EHEE  EBE1E (Wide) Interpretation
(Mtac)  (WeEah)  (Kst4(g) HKAS 214
HKFRS2  HKFRS3 HKAS 1 32439 HKAS40 At
(note 4(c)) (note 4(f) (note 4(g)) (note 4(e)) (note 4(d)) Total
EE Assets
ReRREEs Cash and short-term
funds - - - - - -
ERERBEIRAER Placements with banks
HheBEERE and other financial
(-2 T-EARIE) institutions maturing
between one and
twelve months - - - - - -
ERZECARAEER Trade bils less
impairment allowances - - - - - -
FRE Certiicates of deposit
held - - - - - -
BERRAE Trading assets - - - 842,877 - 842,877
WATEEREABRER Financial assets
LEREE measured at fair value
through profit or loss - - - 5,924,424 - 5,924,424
RPZERRAMES Advances to customers
AR AEER and other accounts less
impairment allowances - - - 255,793 - 255,793
REZHBBRAL Held-to-maturity and
HELMER avallable-for-sale
financial assets - - - (4,859,466) - (4,859,466)
FRIEBERRES Non-trading securities - - - (1,175,115) - (1,175,115)
L UNGIEI S Investments in associated
companies - - - - - -
BYETEE Tangible fixed assets
-RENE - Investment properties - - - - - -
A ERE TET - Other properties, plants
and equipment - - - - - -
B Goodwil - 45,196 - - - 45,196
ERERBEE Deferred tax assets - - - - - -

BEE Total assets - 45,196

988,513 - 1,083,709
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4, ’é*’ri&t%ﬁi (&) 4., CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) BB FEEHFEEMGTE (b) Estimated effect of changes in accounting policies on the current
Z(5) year (continued)
(iy BARTEERBERZTE (i) Effect on the Bank’s balance sheet (continued)
(%)

TRHNK YE (BEE LREEERAEEN/ (HD))
Effect fnevv policy (increase/(decrease) in total assets, total equity and liabilities)
heit
RARE
N8R
g8 Ehed
SRR EBIF40%
BE B 3R (HE4d)
BREE  BBRE  FReH #30% HK (SIC)
EAEF  EMESE  EBE1E  (Wide)  Interpretation
(stae)  (Mstarh)  (Ws4(g) HKAS 214
HKFRS 2 HKFRS 8 HKAS 1

2839 HKAS 40 At
(note 4(c)) (note 4(f) (note 4(q)) (note 4(e)) (note 4(d)) Total
RREZREE Equity and liabilities
BORERANER Deposits and balances of
BEZER banks and other
financial institutions - - - -
BPIERH Deposits from customers - - - -
BRI BRE Certificates of deposit
issued - (145,102) - (145,102)
BERRAR Trading liabiltes - 861,120 - 861,120
ERAEHE Current tax payable - 2,183 - 2,183
ERHEaE Deferred tax liabllties - 4911 910 42,821
EnRERER Other accounts and
provisions - 13,501 - 13,501
FEER Loan capital - - - -
2RE Total liabilties - - 773,613 910 774,523
BRA Share capital - - - -
BE Reserves
-REREE - Share premium - - - 11,520
-EXGE - Capttal reserve - - - -
-— ke - General reserve - - - -
-BAOMLEREE - Bank premises
revaluation reserve - - - -
-RENEERGEE - Investment properties
revaluation reserve - - (5,200) (5,200)
-REERREE - Investment
revaluation reserve - (506) - (506)
-RAEDHEE - Capital redemption
reserve - - - -
-RBEE - Unappropriated
profits 45,196 215,406 4,290 253,372
BE Reserves 45,196 214,900 (910) 259,186
hRES Shareholders’ funds 45,196 214,900 (010) 259,186
PERERR Minority interests - - - -
FRERGH Total equity 45,196 214,900 (910) 259,186
BREERRAR Total equity and liabilties 45,196 988,513 - 1,033,709




BABRREE (4)
(b) EFBKEEHEFER G
g4
(i) ARTEEABRZTE
(%)
BE-TTRF+-A=1
—BUEFERARRITRRE

B EEEREFRALTE
@ .

AT BT ARRT

BRE

BE_ZTRAF+ A=+
—ALEFEAEREART

EAENETRAR 5 2 5t
TvE:

AID R T ARIT
BR

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(b) Estimated effect of changes in accounting policies on the current
year (continued)
(i) Effect on the Bank’s balance sheet (continued)

Estimated effect on net income recognised directly in the Bank’s
equity for the year ended 31st December, 2005:

HEtBRRITE
(R EZE M, (L))
Effect of new policy
(increase/(decrease) in total equity)
BB gt N
LERFE395%  ERIFE405%

(FiFxa(e))  (BI#E4(d)
HKAS 39 HKAS 40 CE
(note 4(e)) (note 4(d)) Total
Attributable to shareholders
of the Bank (5,637) (5,200) (10,837)

Estimated effect on amounts recognised as capital transactions
with owners of the Bank for the year ended 31st December, 2005:

HetmEeTE
(R REmEM, O D
Effect of new policy
(increase/(decrease) in total equity)
BEHG
FERFE 25
(FiFEx4(c))
HKFRS 2 CE
(note 4(c)) Total

Attributable to shareholders
of the Bank 6,588 6,588
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B BREE (4)
(c) EEBIRENE (FBEUBRE

ERIFE25 LR HE 1))

RBEFE  BECNEEES
TIIBABRREAB ARRT
Bitn 2 AR R FERR - B B
BETERRE - DRIREER
ABAEBRRAGERANZEBER
RARBBETEEZEREE -

M-TEAF—A—HK KR
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4,

CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(c) 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.

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 year adjustments and the effect on the results for
the year ended 31st December, 2005, and the share premium in equity
as of that date, are set out in notes 4(a) and 4(b). 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 in note 42.
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4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(d) 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 are as

follows.

)

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.

In addition, in prior years land (including leasehold land) which the
Group held for an undetermined future purpose was accounted
for under the valuation model in SSAP 17 “Property, plant and
equipment", whereby the land was carried at fair value, with any
movements in the fair value of the land being normally taken to
the bank premises revaluation reserve, net of deferred tax thereon.

As from 1st January, 2005, the Group recognises any gain or loss
arising from change in fair value in the profit and loss account. In
addition, land held for an undetermined future purpose is
recognised as “investment property” if the property is freehold or,
if the property is leasehold, the Group has chosen to recognise
such land as investment property rather than as land held under
an operating lease.
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4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(d) Investment properties (HKAS 40, “Investment property”, and
HK(SIC) Interpretation 21, “Income taxes - Recovery of revalued
non-depreciable assets”) (continued)

(i)

(i)

(e) Financial instruments (HKAS 32,
Disclosure and presentation” and HKAS 39,

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.

Description of transitional provisions and effect of adjustments

The amount of prior year adjustments and the effect on the results
for the year ended 31st December, 2005, and the reserves as of
that date, are set out in notes 4(a) and 4(b).

“Financial instruments:
“Financial

instruments: Recognition and measurement”)

(i

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

- Dated debt securities that the Group had 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.
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4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(e) Financial instruments (HKAS 32, “Financial instruments:
Disclosure and presentation” and HKAS 39, “Financial
instruments: Recognition and measurement”) (continued)
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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 assets
and liabilities held in these portfolios.

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 judgments 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.
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4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(e) Financial instruments (HKAS 32, “Financial instruments:
Disclosure and presentation” and HKAS 39, “Financial

instruments: Recognition and measurement”) (continued)

(i

From 1st January, 2005, the Group has adopted HKAS 32 and
HKAS 39. Details of new accounting policies in respect of
classification of financial instruments, initial and subsequent
recognition and measurement, fair value measurement principles,
hedging, impairment testing and recognition of allowance and
revenue recognition are set out in note 2 to the accounts.

Description of transitional provisions and effect of adjustments

The change in accounting policies of the above items were adopted
by way of opening balance adjustments to certain reserves and
redesignation of financial instruments as at 1st January, 2005. As
a result of these opening balance adjustments, the unappropriated
profits and investment revaluation reserve of the Group as at 1st
January, 2005 has been increased by HK$182,205,000 and
HK$5,131,000 respectively. Comparative amounts have not been
restated as this is prohibited by the transitional arrangements in
HKAS 39.

(f) Amortisation of positive and negative goodwill (HKFRS 3,
“Business combinations” and HKAS 36, “Impairment of assets”)

In prior years, positive goodwill was amortised to the 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.



BABRREE (4)
() EHEREHEZHE (FEH

BRERREIFEFHEHIR
BEEETEAEICHEER
f5]) (&)
A-TTRAF-—A—HE ZR
BERUMBREENFEIRLER
SAERIE36Y ARETHE
HIEHE - EREATFHER
B BRENGEINFENRE
BRRBRARERER - BN
RABBZREEEBUNER
(B /R0 H 7] Yol SRR 77 T R
BEEEZEE -

TH_ZTTRAF-A-HAEMR
REBMBMESEREIN - 0
EXBARHTFBABEFENA
FEEBBMYRE (BERMK
TEHABEBAEHE)  HBU
Mo RN ELRERERRRE

=7
a °©

BRTIHEZMETBREER
BREMBREENEINNBE
ZHBRYER BE-TTAF
+toA=+-HLEEEGAYE
BERXVEZE-HZARIERN
BzEa(b)

ARBEEEHBREEREIN
ZBEUERY  ERERLAR
HemB (A _ZT-F—-f—
AMELZEE) REKBES
HEFIRERBREMEMERT
BT eBIRBERA -

EMAAERE L 2DHYHE
RURYE R-PEMEFT=
A=+ BLERHBEL -

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(f) Amortisation of positive and negative goodwill (HKFRS 3,

“Business combinations” and HKAS 36, “Impairment of assets”)
(continued)

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. The adjustments for each consolidated financial statement
line affected for the year ended 31st December, 2005 are set out in
note 4(b).

Also in accordance with the transitional arrangements under HKFRS 3,
goodwill which had previously been taken directly to reserves (i.e.
goodwill which arose before 1st January, 2001) will not be recognised
in profit and loss account on disposal or impairment of the acquired
business or under any other circumstances.

The change in policy relating to negative goodwill had no effect on the
financial statements as there was no negative goodwill deferred as at
31st December, 2004.

105



106

BRIR BT 5E

Notes to the Accounts

B BREE (4)

(9) EBRAAZEE

U

BukhBEEABRNER
7R (BB G &R 5 30%
RITRERSREE 2R
El)

RBEFE  XRBFEH
SR EARBRITHBRE
ME®RIA - EEERER
BREEAELEESRER
BRREER  REZRE—
BRHEEDRIEEARR
TR EEWERE -

—ZEThE-A—A-
AREBB G EREI0%
ZEX - WE RERMEE
EEE AEEREXET
REBEEAZEENZ®RS

2

o

“ZTRE-HA—A’
BRAEBBEHERFE0%
CEXREHTHREZE R
TEMRR  AEED K
EEERARRARTFEER
ABREAZERIANE
RS MARF B HERH
HEREM - HRIATHE
WAL TRISX ] R THAM
EERAIEAHIEEER
BRANTFEEFABRR
NZe@MIAZFANBK
Al e

4,

CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(g) Changes in presentation

(i)

Presentation of profit and loss account and balance sheet (HKAS
30, “Disclosures in financial statements of banks and similar
financial institutions”)

In prior years, there were no specific accounting standards
governing the presentation of the accounts of banks. Management,
having regard to the overall clarity and the disclosure requirements
of the Hong Kong Monetary Authority, exercised its judgement in
deciding on the relative prominence given to each item presented
on the face of the profit and loss account and balance sheet.

With effect from 1st January, 2005, in order to comply with HKAS
30 and take into account the measurement basis that has been
applied, the Group has changed its presentation of certain items
on the face of the profit and loss account.

With effect from 1st January, 2005, in order to comply with HKAS
30 and to assist in an understanding of the performance in financial
instruments, the Group has reclassified and grouped the interest
income and interest expenses arising from financial instruments
for trading and measured at fair value through profit or loss from
“Interest income”, “Interest expense” and “Other operating income”
to “Net interest income on financial instruments held for trading
and measured at fair value through profit or loss”.



BABRREE (4)
(9) EBRAAZEE (%)

(i)

(i)

JEERE R R R AR EE
%mﬁmiﬁﬁﬁX§%§

BREIEREARIE R e
El)

mﬂﬁir FE (5B & A 7]
H?ﬁaﬁﬁﬁ&%é
aaﬂfa‘f’ Wt AREE
REBEERAZFEHE
T m-_ZEEHRF—HF—H

BB EESHELE
SEITIESIRE  AEED

PHEHRA RS
AR E R E AR R ER
EHIEERIE - AR AR
SEGE BRRRBREANE
) B e 1 Bk & 1 B 0% B S B
BIET o It EREWER
B hRETECEREE
PHiEE4(a) 2 4(b)

LEBRREL (BEERE
RE R B RRBEI R
FREEGMENF2IREA
EERHBRE])

RBEFE REERZD
PRREREGAREERAR

FANBABEDRZHWMEILE
EFERR - A ERERE
A (RRTRER) - 28
PR SR M 2 B R B A 0 R 7
BERAD B2 W SRR -

A-ETRE—A—HRB "
ARAEBBGHERE IR
RE2THRMENR - AEEB
FHOEREZERAN -
EFOGHBERT - DER
RERYABREER L —
oy - W EAREITIRERE
BEHHAIT - FECER
B zE2(c) A

4. CHANGES IN ACCOUNTING POLICIES (CONTINUED)
(g) Changes in presentation (continued)

(i)

(i)

Presentation of shares of associated companies’ and jointly
controlled entities’ taxation (HKAS 1, “Presentation of financial

statements”)

In prior years, the Group’s share of taxation of associated
companies and jointly controlled entities accounted for using the
equity method was included as part of the Group’s income tax in
the consolidated profit and loss account. With effect from 1st
January, 2005, in accordance with the implementation guidance
in HKAS 1, the Group has changed the presentation and includes
the share of taxation of associated companies and jointly controlled
entities accounted for using the equity method in the respective
shares of profit or loss reported in the consolidated profit and loss
account before arriving at the Group’s profit or loss before tax.
These changes in presentation have been applied retrospectively
with comparatives restated as shown in notes 4(a) and 4(b).

Minority interests (HKAS 1, “Presentation of financial statements”
and HKAS 27, “Consolidated and separate financial statements”)

In prior years, minority interests at the balance sheet date were
presented in the consolidated balance sheet separately from
liabilities and as deduction from net assets. Minority interests in
the results of the Group for the year were also separately presented
in the profit and loss account as a deduction before arriving at the
profit attributable to shareholders (the shareholders of the Bank).

With effect from 1st January, 2005, in order to comply with HKAS
1 and HKAS 27, the Group has changed its accounting policy
relating to presentation of minority interests. Under the new policy,
minority interests are presented as part of equity, separately from
interests attributable to the shareholders of the Bank. Further details
of the new policy are set out in note 2(c).
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