CORPORATE GOVERNANCE REPORT

Being the largest independent local bank in Hong Kong, the Bank is committed to maintaining the highest corporate governance
standards. The Board considers such commitment essential in balancing the interests of shareholders, customers and employees;
and in upholding accountability and transparency.

The Bank has complied with all the Code Provisions set out in Appendix 14 Code on Corporate Governance Practices (the “Code”)
of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) throughout the
accounting year ended 31st December, 2006, except for the deviations from Code Provisions A.2.1, A.4.1, A.4.2 and A.5.4 which
are explained in section A below.

The Bank has also complied with the module on “Corporate Governance of Locally Incorporated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong Kong Monetary Authority.

A. DIRECTORS
The Board

The Bank is headed by an effective Board which assumes responsibility for leadership and control of the Bank and is collectively
responsible for promoting the success of the Bank by directing and supervising the Bank’s affairs.

Board meetings are held at least 6 times a year at approximately bi-monthly intervals. In addition, special Board meetings are held
when necessary. Such Board meetings involve the active participation, either in person or through other electronic means of
communication, of a majority of Directors.

Directors are consulted on matters to be included in the agenda for regular Board meetings.

Dates of regular Board meetings are scheduled in the prior year to provide sufficient notice to give all Directors an opportunity to
attend. For special Board meetings, reasonable notice is given.

Directors have access to the advice and services of the Company Secretary to ensure that Board procedures and all applicable rules
and regulations are followed.

Minutes of the Board, the Audit Committee, the Remuneration Committee and the Nomination Committee are kept by the Company
Secretary. Minutes of other Board Committees (as listed under Board Committees under section D) are kept by the appointed
secretary of each Committee. Minutes are open for inspection at any reasonable time on reasonable notice by any Director.

Minutes of the Board and Board Committees record in sufficient detail the matters considered by the Board and the Committees,
decisions reached, including any concerns raised by Directors or dissenting views expressed. Draft and final versions of minutes of
the Board are sent to all Directors for their comment and records respectively, in the case of Board meetings, normally within 3
business days whilst in the case of the Audit Committee, the Remuneration Committee and the Nomination Committee, normally
within one week, after the meetings are held.

The Bank has established a Policy on Obtaining Independent Professional Advice by Directors to enable the Directors, upon reasonable
request, to seek independent professional advice in appropriate circumstances, at the Bank’s expense to assist the relevant Director
or Directors to discharge his/their duties to the Bank Group.

If a Director has a conflict of interest in a matter to be considered by the Board which the Board has determined to be material, the
matter shall not be dealt with by way of circulation or by a Committee (except an appropriate Board Committee set up for that
purpose pursuant to a resolution passed in a Board meeting) but a Board meeting shall be held. Independent Non-executive
Directors who, and whose associates, have no material interest in the transaction shall be present at such Board meeting.

The Bank has in place Directors & Officers Liability and Company Reimbursement Insurance to protect the Directors and officers of
the Bank and its subsidiaries against claims first made against them jointly and severally for any wrongful act committed or alleged
to have been committed in their capacity as directors or officers of the Bank.
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Corporate Governance Report (continued)

Directors’ attendance records

Attendance records of the Directors at Board Meetings (BM), Audit Committee Meetings (ACM), Remuneration Committee Meeting
(RCM), Nomination Committee Meeting (NCM) and Annual General Meeting (AGM) held in 2006 are as follows:

Number of meetings attended/held
during the Directors’ terms of office in 2006
BM ACM RCM NCM AGM
Executive Directors:
David LI Kwok-po 8/8 N/A N/A 11 11
(Chairman & Chief Executive)
Joseph PANG Yuk-wing 8/8 N/A N/A N/A 11
(Deputy Chief Executive)
CHAN Kay-cheung 8/3 N/A N/A N/A 171
(Deputy Chief Executive)
Non-executive Directors:
LI Fook-wo 8/8 N/A N/A 11 11
Simon LI Fook-sean 2/2 N/A 1Al N/A 1Al
(retired on 7th April, 2006)
Aubrey LI Kwok-sing 8/8 N/A 01 11 11
William MONG Man-wai 5/8 N/A N/A N/A 01
KHOO Kay-peng 7/8 N/A N/A N/A 11
Richard LI Tzar-kai 4/8 N/A N/A N/A 0/1
Eric LI Fook-chuen 8/8 N/A N/A 1Al 1Al
(appointed on 25th January, 2006)
Stephen Charles LI Kwok-sze 5/5 N/A N/A N/A N/A
(appointed on 1st May, 2006)
Independent Non-executive Directors:
WONG Chung-hin 8/8 3/3 N/A N/A 11
LEE Shau-kee 4/8 N/A N/A 11 01
Allan WONG Chi-yun 7/8 2/3 11 11 11
Winston LO Yau-lai 8/8 3/3 11 N/A 11
Thomas KWOK Ping-kwong 5/8 3/3 1Al N/A 1Al
TAN Man-kou 7/8 3/3 N/A N/A 1Al
Kenneth LO Chin-ming 6/8 2/3 N/A N/A 1Al
Average attendance rate 87% 89% 80% 100% 82%

Chairman and Chief Executive Officer

Code Provision A.2.1 stipulates that the roles of chairman and chief executive officer should be separate and should not be performed
by the same individual.

Dr. The Hon. Sir David LI Kwok-po is the Chairman and Chief Executive of the Bank. The Board considers that this structure will not
impair the balance of power and authority between the Board and the Management of the Bank. The balance of power and
authority is ensured by the operations of the Board, which comprises experienced and high calibre individuals and meets regularly
every two months to discuss issues affecting operations of the Bank. There is a strong independent element in the composition of
the Board. Out of the 17 Board members, 7 are Independent Non-executive Directors. The Board believes that this structure is
conducive to strong and consistent leadership, enabling the Bank to make and implement decisions promptly and efficiently. The
Board believes that Sir David’s appointment to the posts of Chairman and Chief Executive is beneficial to the business prospects and
management of the Bank.
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Corporate Governance Report (continued)

The Chairman ensures that all Directors are properly briefed on issues arising at Board meetings.
The Chairman is responsible for ensuring that Directors receive adequate, complete and reliable information, in a timely manner.
Board composition

The current Board composes of 3 Executive Directors, 7 Non-executive Directors and 7 Independent Non-executive Directors. It has
a balance of skills and experience appropriate for the requirements of the business of the Bank. Changes to its composition can be
managed without undue disruption. There is a strong independent element on the Board, which can effectively exercise independent
judgement.

The composition of the Board is shown on page 44 under the subject Corporate Information. All Directors are expressly identified
by categories of Executive Directors, Non-executive Directors and Independent Non-executive Directors in all corporate communications
that disclose the names of Directors of the Bank.

Biographies which include relationships among members of the Board are shown on pages 32 to 43 under the subject Biographical
Details of Directors and Senior Management.

Appointments, re-election and removal of Directors

The Bank has a formal procedure for the appointment of new Directors to the Board and has plans in place for orderly succession for
appointments to the Board.

Code Provision A.4.1 stipulates that non-executive directors should be appointed for a specific term, subject to re-election.

Code Provision A.4.2 stipulates that all directors appointed to fill a casual vacancy should be subject to election by shareholders at
the first general meeting after their appointment. Every director, including those appointed for a specific term, should be subject to
retirement by rotation at least once every three years.

At the Annual General Meeting of the Bank held on 7th April, 2006, a special resolution was passed to amend the relevant Articles
of Association of the Bank which provide that every Director appointed by the Board during the year shall retire at the next general
meeting and every Director shall be subject to retirement at least once every three years. Code Provisions A.4.1 and A.4.2 have been
fully complied with since 7th April, 2006.

The Bank has established a Nomination Committee with specific written Terms of Reference which deal clearly with its authority and
duties. The Terms of Reference of the Nomination Committee have included the specific duties set out in paragraphs A.4.5 (a) to (d)
of the Code, with appropriate modifications where necessary.

The Nomination Committee is responsible for recommending to the Board all new appointments of Directors and Division Heads of
the Bank, and for the review of management succession plan for Executive Directors and Division Heads of the Bank.

A majority of the members of the Nomination Committee are Non-executive Directors. Simon LI Fook-sean retired as Chairman of
the Nomination Committee on 7th April, 2006, and was succeeded as Chairman by Eric LI Fook-chuen. The other members are
David LI Kwok-po, LI Fook-wo, LEE Shau-kee, Allan WONG Chi-yun and Aubrey LI Kwok-sing.

Attendance of individual members at Nomination Committee meeting in 2006 is recorded on pages 52 to 53.

A proposal for the appointment of a new Director will be considered and reviewed by the Nomination Committee. Candidates to be
selected and recommended are experienced, high calibre individuals. All candidates must be able to meet the standards set out in
the Listing Rules. In addition, they must be assessed by the Hong Kong Monetary Authority and able to meet the standards of the
Authority for being a director of an authorised institution. A candidate who is to be appointed as an Independent Non-executive
Director should also meet the independence criteria set out in Rule 3.13 of the Listing Rules.

54 The Bank of East Asia, Limited Annual Report 2006




IREREFE SR LB EFTEENTEAMNER -

IREEERETRRUEFED - TRRAENE
E=gdEM

RRHMESSHVITES  TMEFETESRIBFNTESAN - EFECABATERBEMFNRITNERH - HARKAS
MESHTEFTRTEENEE - EFSARANBEILILE - (LA RIEL B HIE -

EFSNRETIRNF44ERREHA - MASEEFMRNDREAT  CREFER BENTES  FFTEFBIIFNTE
o ARIASESRSN -

RE - ERNER
AIEHE -EERNHEEZERRF  URERKRFHOESRES -
SFANEXAANVREFFNITESNEERAEETY  WARIEMER -

STANEXAAIREMA HERERZRMEZENETREXIZERNEABRRAE LESIRFESR - SRE = (REAEEEHN
) ERTRE EOE3F Ko

2006 F4A7ERTHRREAFTES L DRBEFIIRBE  BFIATHAMERZMA - FEREFAEZINESALE T AR
RAZRT  MEBRKREENMEELEIFE—NEMT - H2006F4A7HHBE T2 ERTINEXAL1RAL2

AIDRL—EREEZE S UAEETAARNRERE BEHAZESNRENET - RAZSSNREREC RN TS
AAS@QZEBRMEANEE  EREFEMELEZ BN -

REZESEEARMTZAEETRERTEURBSZ M TRITEE RER T ENEE L -

REZEGNAIDKERIENTES - TREN2006F4A7AREIZZEGEFE B YHFELMET - KK EREFTEE - TR
M FhE - BFMEFTEE -

2006 F REZE B SR ERKBMNHEEREHNES2EES3E -

REHNEFTNERSRRDBZBSERRES - ERERERENREASSABLEERBRESBNAL - FIBEREALATA(L
MARBDFTEAIRAE o 5 - MPITAREESRERE RN - UHAERA MR ATHBESNRE - MREA SRR ERBELIFNT
B= TANACEMRBDEIMGMAIIMNBILIEAER

HHRTEMRAT 2006 % 55




Corporate Governance Report (continued)

The Nomination Committee had considered and reviewed the following proposals or issues and, where appropriate, made
recommendation to the Board:

e Appointment of Stephen Charles LI Kwok-sze as a Non-executive Director;
e Terms of Reference of the Nomination Committee;

e Size, structure and composition of the Board;

e Management Succession Policy;

e Management Succession Plan;

e Re-election of Stephen Charles LI Kwok-sze, Allan WONG Chi-yun, Aubrey LI Kwok-sing, Winston LO Yau-lai, KHOO Kay-peng
and David LI Kwok-po, as Directors of the Bank to be proposed for shareholders’ approval at the 2007 Annual General Meeting;

e Assessed the independence of the Independent Non-executive Directors of the Bank.

The Nomination Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

The Nomination Committee is provided with sufficient resources, including the advice of professional firms, to discharge its duties,
if necessary.

Responsibilities of Directors

Every Director is required to keep abreast of his responsibilities as a Director of the Bank and of the conduct, business activities and
development of the Bank.

Every newly appointed Director of the Bank shall receive an Information Package from the Company Secretary on the first occasion
of his appointment. This Information Package is a comprehensive, formal and tailored induction on the responsibilities and on-
going obligations to be observed by a director. In addition, the Package includes materials on the operations and business of the
Bank. The Executive Directors, Senior Management and the Company Secretary will subsequently conduct such briefing as is
necessary, to ensure that the Directors have a proper understanding of the operations and business of the Bank and that they are
aware of their responsibilities under the laws and applicable regulations.

The functions of Non-executive Directors, as per the Terms of Reference of the Board of Directors, have included the functions
specified in Code Provision A.5.2 (a) to (d) of the Code.

Every Director is aware that he should give sufficient time and attention to the affairs of the Bank.
Directors have satisfactory attendance rates at both Board meetings and Committee meetings.

The Bank has established its own code of securities transactions by Directors and Chief Executive, i.e. Policy on Insider Trading —
Directors and Chief Executive ("Bank’s Policy”) on terms no less exacting than the required standard set out in Appendix 10 — Model
Code for Securities Transactions by Directors of Listed Issuers (“Model Code”) of the Listing Rules.

The Bank has also established a Policy on Insider Trading — Group Personnel to be observed by the employees of the Bank or
directors or employees of the Bank’s subsidiaries, in respect of their dealings in the securities of the Bank.

Code Provision A.5.4 stipulates that directors must comply with their obligations under the Model Code set out in Appendix 10 of
the Listing Rules.

Having made specific enquiry on all Directors of the Bank, during the year ended 31st December, 2006, except the incident reported
hereinafter, other Directors of the Bank have complied with the required standard set out in the Model Code and the Bank’s Policy.
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Corporate Governance Report (continued)

In July 2006, Mr. Aubrey Li Kwok-sing (“Mr. Li”) informed the Bank that the trustee acting for a discretionary trust of which he is
one of several named beneficiaries disposed of a total of 300,000 shares in the Bank in January and February 2006. Unfortunately,
the disposals took place during the one-month prohibition period (from 10th January to 10th February, 2006) before the
announcement of the 2005 final results of the Bank. When Mr. Li became aware of the disposals, he immediately made disclosures
to the Stock Exchange and the Bank. The details of the disposals and the structure of the trust in question were clarified through
contact between Mr. Li and the trustee in July and August 2006. The trust is structured with four sub-trust funds with each held for
the benefit of a different beneficiary. The disposals were made under one of such sub-trust funds, the beneficiary of which was not,
and is not Mr. Li. Mr. Li has admitted that he neglected to take steps to arrange for the trustee in question to notify him of dealings
by the trust in securities issued by the Bank, and for him to notify the trustee of the prohibition periods applicable to the Bank. Both
Mr. Li and the Bank have taken, and will take further steps to prevent the future occurrence of late filings and dealings during
prohibition periods.

Supply of and access to information

Directors are provided in a timely manner with appropriate information that enable them to make an informed decision and to
discharge their duties and responsibilities as Directors of the Bank.

In respect of regular Board meetings, and so far as practicable in all other cases, an agenda and accompanying Board papers are
sent in full to all Directors in a timely manner and at least 5 days before the intended date of a Board meeting or at least 3 days
before the intended date of a Board Committee meeting.

Management are aware that they have an obligation to supply the Board and its Committees with adequate information in a timely
manner to enable it to make informed decisions. The information supplied must be complete and reliable. The Board and each
Director have separate and independent access to the Bank’s Senior Management.

All Directors are entitled to have access to Board papers, minutes and related materials.

B. REMUNERATION OF DIRECTORS AND DIVISION HEADS
The level and make-up of remuneration and disclosure

The Bank has established a Remuneration Committee with specific written Terms of Reference which deal clearly with its authority
and duties. The Terms of Reference of the Remuneration Committee have included the specific duties set out in Code Provision
B.1.3 (a) to (f) of the Code, with appropriate modifications where necessary.

The Remuneration Committee is responsible for making recommendations to the Board regarding the Bank’s remuneration policy,
and for the formulation and review of the specific remuneration packages of all Executive Directors and Division Heads of the Bank.

A majority of the members of the Remuneration Committee are Independent Non-executive Directors. This Committee is chaired by
Allan WONG Chi-yun. The other members are Aubrey LI Kwok-sing, Winston LO Yau-lai, Thomas KWOK Ping-kwong and Eric LI
Fook-chuen (replaced Simon LI Fook sean who retired on 7th April, 2006).

Attendance of individual members at Remuneration Committee meeting in 2006 is recorded on pages 52 to 53.

The Remuneration Committee had considered and reviewed the following proposals or issues and, where appropriate, made
recommendation to the Board:

e Annual salary review for 2006 for all staff;

e Offer and grant of share options under the Bank’s Staff Share Option Scheme to eligible employees including the Executive
Directors;

e Senior Executives Bonus Plan;
e 2007 staff cost budget;
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e Adoption of a new Staff Share Option Scheme 2007;

¢ Increment of Directors’ fees and fees for membership of the Audit Committee, Nomination Committee and Remuneration
Committee;

e Terms of Reference of the Remuneration Committee;
e Remuneration Policy.

The Remuneration Committee shall consult the Chairman and Chief Executive about their proposals relating to the remuneration of
other Executive Directors and have access to professional advice if necessary.

The Remuneration Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the
authority delegated to it by the Board.

The Remuneration Committee is provided with sufficient resources, including the advice of professional firms, to discharge its
duties, if necessary.

The scales of Directors’ fees, and fees for membership of the Audit Committee, Nomination Committee and Remuneration Committee
are outlined below:

Amount per annum
2006 2007

Board of Directors:

Chairman HK$200,000 HK$300,000

Other Directors HK$100,000 HK$200,000
Audit Committee:

Chairman HK$20,000 HK$100,000

Other members HK$10,000 HK$60,000
Nomination Committee:

Chairman HK$20,000 HK$50,000

Other members HK$10,000 HK$30,000
Remuneration Committee:

Chairman HK$20,000 HK$50,000

Other members HK$10,000 HK$30,000

Information relating to the remuneration of each Director for 2006 is set out in Note 16 on the accounts.
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Corporate Governance Report (continued)

C. ACCOUNTABILITY AND AUDIT
Financial reporting

It is the responsibility of the Board to present a balanced, clear and comprehensible assessment of the Bank’s performance, position
and prospects.

Management shall provide such explanation and information to the Board as will enable the Board to make an informed assessment
of the financial and other information presented before the Board for approval.

The Directors are responsible for keeping proper accounting records and preparing accounts of each financial period, which give a
true and fair view of the state of affairs of the Group and of the results and cash flow for that period. In preparing the accounts for
the year ended 31st December, 2006, the Directors have:

e consistently applied appropriate accounting policies;
¢ made judgements and estimates that are prudent and reasonable;
e prepared the accounts on the going concern basis.

The Bank has announced its annual and interim results within two months after the end of the relevant periods, which is earlier than
the limits of four months and three months as required by Rule 13.49(1) and (6) of the Listing Rules respectively.

A statement by the auditors about their reporting responsibilities is included in the Independent Auditor’s Report on pages 90 to 91.

The Board will present a balanced, clear and understandable assessment to annual and interim reports, other price-sensitive
announcements and other financial disclosures required under the Listing Rules, and reports to regulators as well as to information
required to be disclosed pursuant to statutory requirements.

Internal controls

It is the responsibility of the Board to ensure that the Bank maintains sound and effective internal controls to safeguard the
shareholders’ investment and the Bank’s assets.

The internal control system of the Bank comprises a well-established organisational structure and comprehensive policies and
standards. Areas of responsibilities of each business and operational unit are clearly defined to ensure effective check and balances.

The key procedures that the Board established to provide effective internal controls are as follows:
e Adistinct organisation structure exists with defined lines of authority and control responsibilities;

e A comprehensive management accounting system is in place to provide financial and operational performance indicators to the
management and the relevant financial information for reporting and disclosure purpose;

¢ Policies and procedures are designed for safeguarding assets against unauthorised use or disposition; for maintaining proper
accounting records; and for ensuring the reliability of financial information used within the business or for publication. The
procedures provide reasonable but not absolute assurance against material errors, losses or fraud;

e Systems and procedures are also in place to identify, measure, manage and control risks including reputation, strategic, legal,
credit, market, liquidity, interest rate and operational risks. Exposure to these risks is monitored by Risk Management Committee,
together with Credit Committee, Asset and Liability Management Committee and Operational and Other Risks Management
Committee. In addition, procedures are designed to ensure compliance with applicable laws, rules and regulations;

e Audit Committee reviews reports (including management letter) submitted by external auditors to the Group’s management in
connection with the annual audit and internal audit reports submitted by the Group Chief Auditor.
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Corporate Governance Report (continued)

e A Policy on Handling and Dissemination of Price-Sensitive Information is established, setting out the guiding principles, procedures
and internal controls for the handling and dissemination of price-sensitive information in a timely manner in such a way that it
does not place any person in a privileged dealing position and allows time for the market to price the shares of the Bank to
reflect the latest available information.

The Board, through the Audit Committee, assesses the effectiveness of the Group’s internal control system which covers all material
controls, including financial, operational and compliance controls as well as risk management functions, on an annual basis. Pursuant
to a risk-based approach, the Group’s Internal Audit Department conducts independent reviews of risks associated with and controls
over various operations and activities. Significant findings on internal controls are reported to the Audit Committee twice each year.
During the year 2006, no major issue but areas for improvement have been identified and appropriate measures taken. The Audit
Committee reports its work to the Board on a semi-annual basis.

Audit Committee

It is the responsibility of the Board to establish formal and transparent arrangements for considering how it will apply the financial
reporting and internal control principles and for maintaining an appropriate relationship with the Bank’s auditors.

The Bank has established an Audit Committee with specific written Terms of Reference which deal clearly with its authority and
duties. The Terms of Reference of the Audit Committee have included the duties set out in Code Provision C.3.3 (a) to (n) of the
Code, with appropriate modifications where necessary.

As laid down in the Terms of Reference, the Audit Committee is responsible for reviewing the financial controls, internal control and
risk management systems, annual report and accounts, and half-year interim report.

All the members of the Audit Committee are Independent Non-executive Directors. This Committee is chaired by Winston LO Yau-
lai. The other members are WONG Chung-hin, Allan WONG Chi-yun, Thomas KWOK Ping-kwong, TAN Man-kou and Kenneth LO
Chin-ming.

Attendance of individual members at Audit Committee meeting in 2006 is shown on pages 52 to 53.
The following is a summary of the work performed by the Audit Committee during the year:

a. Met with the external auditors to discuss the general scope of their audit work;

b. Reviewed external auditor's management letter and management’s response;

c. Reviewed its Terms of Reference;

d. Reviewed and recommended to the Board revision of the Policy on Appointment of External Auditor in Providing Non-audit
Services;

e. Reviewed and approved the appointment of external auditors for providing non-audit services to the Group;
f.  Reviewed and recommended to the Board for approval of the audit fee proposal for the Group for 2006;
g. Recommended to the Board that the shareholders be asked to re-appoint KPMG as the Bank’s Group external auditors for 2006;
h. Reviewed the Group Internal Audit Policy;
Reviewed and approved internal audit plan for 2007;
j. Reviewed the internal audit reports covering the evaluation of internal controls;
k. Reviewed the Auditors’ Report regarding the internal control systems for the year 2005 prepared under the Banking Ordinance;
I.  Reviewed the audited accounts and final results announcement for the year 2005;

m. Reviewed the Interim Report and the interim results announcement for the six months ended 30th June, 2006.
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All matters raised by the Audit Committee have been addressed by Management. The work and findings of the Audit Committee
have been reported to the Board. During the year, no issues brought to the attention of Management and the Board were of
sufficient importance to require disclosure in the Annual Report.

The Board agrees with the Audit Committee’s proposal for the re-appointment of KPMG as the Bank's Group external auditor for
2007. The recommendation will be presented for the approval of shareholders at the Annual General Meeting to be held on 12th
April, 2007.

Full minutes of the Audit Committee meetings are kept by the Company Secretary. Draft and final versions of minutes of the Audit
Committee meetings will be sent to all members of the Audit Committee for their comment and record respectively, in both cases
normally within one week after the meeting.

The Bank’s Audit Committee does not have a former partner of the Bank’s existing auditing firm.

The Bank has established the Policy on Appointment of External Auditor in Providing Non-Audit Services, setting out the principles
by which an external auditor may be appointed to provide non-audit services, with a view to ensuring the independence of the
external auditor.

During 20086, the fees paid/payable to KPMG, the Bank’s external auditor, and its associates for providing non-audit services amounted
to HK$4 million, which included the following items:

e Taxation services: HK$0.9 million;

e Ad hoc projects (including service for conducting due diligence exercise and review of interim accounts): HK$2.5 million;
e Services made at the request of regulators: HK$0.4 million;

e Other services: HK$0.2 million.

The Audit Committee has made available its Terms of Reference, on the website of the Bank, explaining its role and the authority
delegated to it by the Board.

The Audit Committee is provided with sufficient resources, including the advice of external auditors and Internal Audit Department,
to discharge its duties.
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Corporate Governance Report (continued)

D. DELEGATION BY THE BOARD
Management functions

The Board is responsible for formulating overall strategy, monitoring and controlling the performance of the Group whilst managing
the Group's business is the responsibility of the Management.

When the Board delegates aspects of its management and administration functions to Management, it has given clear directions as
to the powers of Management, in particular, with respect to the circumstances where Management shall report back and obtain
prior approval from the Board before making decisions or entering into any commitments on behalf of the Bank.

The Bank has established a Schedule of Matters Reserved to the Board for Decision to formalise the functions reserved to the Board
and those delegated to Management. The Board reviews those arrangements on a periodic basis to ensure that they remain
appropriate to the needs of the Bank.

Matters reserved to be decided by the Board include:

e Appointment of directors and senior executives;

e Business plans of the Bank;

e Proposal for selection of external auditors;

e Financial statements and budgets;

e Substantial investments in assets other than those arising in the ordinary course of banking businesses;

e Establishment of China or overseas branches or establishment or acquisition of subsidiaries or associates;
e Formation of policies and codes as required by regulators;

e Formation of board committees.

Board Committees

Where Board Committees are established to deal with matters, the Board shall prescribe sufficiently clear terms of reference to
enable such Committees to discharge their functions properly.

Apart from the Audit Committee (particulars are disclosed under section C), Remuneration Committee (particulars are disclosed
under section B) and the Nomination Committee (particulars are disclosed under section A), the Board has also established the
following 10 specialised committees which comprise Directors and where appropriate, other senior executives from relevant areas:

1. Sealing Committee, which is responsible for directing the usage and custody of the Bank’s common seal;

2. Executive Committee, which is responsible for reviewing all major functions and critical issues relating to the businesses and
operations of the Group;

3. Policy Committee, which is responsible for discussing and formulating various strategies and policies for managing businesses
and operations of the Group;

4. Risk Management Committee, which is responsible for dealing with all risk management related issues of the Group;

5. Credit Committee, which is responsible for carrying out lending related activities and in particular, monitoring the lending
portfolio for managing the overall credit risk of the Group;

6. Operational and Other Risk Management Committee, which is responsible for dealing with all issues related to the management
of operational, legal, reputation and strategic risks of the Group;
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Corporate Governance Report (continued)

7. Asset and Liability Management Committee, which is responsible for overseeing the management of liquidity risk, interest rate
risk, market risk and country risk of the Group;

8. Crisis Management Committee, which is responsible for developing and reviewing the Group’s strategy for managing crisis
scenarios and taking charge of crisis situations which jeopardise or have the potential to jeopardise the Group in its reputation,
liquidity/financial position and business continuity;

9. Investment Committee, which is responsible for formulating investment strategies and making daily investment decisions on
the overall investment portfolio of the Group;

10. Steering Committee for the Basel Project, which is responsible for dealing with all issues related to the implementation of the
New Basel Capital Accord for the Group.

The Terms of Reference of the Audit Committee, the Remuneration Committee and the Nomination Committee require such
Committees to report back to the Board on their decisions or recommendations. Material matters will be reported to the Board by
the other Board committees according to their respective Terms of Reference.

E. COMMUNICATION WITH SHAREHOLDERS
Annual General Meetings

The Board endeavours to maintain an on-going dialogue with shareholders and in particular, to use annual general meetings or
other general meetings to communicate with shareholders directly.

At the 2006 Annual General Meeting:
(i) A separate resolution was proposed by the Chairman in respect of each separate issue, including the re-election of Directors.

(i) The Chairman of the Board, the chairmen of the Audit, Remuneration and Nomination Committees attended to answer questions
of shareholders.

(iii) The Chairman demanded a poll on all resolutions. The procedures for demanding a poll by the shareholders were incorporated
in the Annual General Meeting circular. KPMG, the Bank’s external auditor, was engaged as scrutineer to ensure the votes were
properly counted.

At the 2007 Annual General Meeting which will be held on 12th April, 2007, the Chairman will also demand a poll on all resolutions.
Please refer to the 2007 Annual General Meeting Circular which will be despatched to the shareholders on 12th March, 2007 for
further details.

Shareholders’ rights and investor relations

The Articles of Association of the Bank contain the rights of shareholders to demand a poll and the procedures for a poll voting on
resolutions at shareholders’ meetings. Details of such rights and procedures are included in all circulars in relation to shareholders’
meetings. In case poll voting is conducted, the poll results will be published in newspapers on the business day following the
shareholders’ meeting and posted on the website of the Stock Exchange and the Bank.

It is the policy of the Bank to maintain an open and regular dialogue with institutional and individual shareholders, fund managers,
analysts and the media through an effective corporate communication system which provides transparent, regular and timely public
disclosures on the Group’s latest developments and strategies through different means. Apart from annual general meetings as
mentioned above, other communication channels include:

e the Group’s website at http://www.hkbea.com where the Bank’s announcements, shareholders corporate communications,
business developments and operations, financial information, corporate governance practices and other information are posted;

e annual and interim reports, and press releases;
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e press conferences after the announcement of interim and final results for media and analysts;

® meetings with analysts;
e roadshows.

Shareholders’ Calendar

Events

Dates

Announcement of 2006 interim results

Closure of Register of Members decided 2006 interim dividend
Payment of 2006 interim dividend @HK$0.43 per share
Announcement of 2006 final results

Closure of Register of Members to decide 2006 final dividend
Closure of Register of Members to decide 2007 AGM attendance
Payment of 2006 final dividend @HK$1.03 per share

4th August, 2006

21st to 23rd August, 2006
14th September, 2006
8th February, 2007

14th to 16th March, 2007
11th to 12th April, 2007
13th April, 2007
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