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Corporate Profile
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Wing Hang Ngan Ho was first established in 1937 by the
late Mr Y K Fung in Guangzhou to carry on the business of a
money changer. Its early years proved to be difficult due to the
prevailing political and economical turbulent condition in China.
In 1945 the company re-established in Hong Kong with a capital
of HK$300,000 and a staff of nineteen and prospered during
the post war boom. In 1960 Wing Hang Bank was incorporated
and was granted a banking licence reaching the first milestone
in its future growth.

In 1973 the Irving Trust Company of New York acquired a
majority interest in the Bank and the partnership provided
Wing Hang with a stronger financial base and the expertise of
a major international bank. In 1979 the Head Office Building
was re-developed and provided much needed modern facilities
for its operations. In 1988 the Irving Trust Company merged
with The Bank of New York and became a stronger and more
diversified partner. In July 1993, the shares of Wing Hang Bank
were listed on The Stock Exchange of Hong Kong. In August
2004, the Bank completed the merger of Chekiang First Bank, a
local bank noted for its solid credit history and strong portfolio.
This new acquisition provided the Bank with a greater scale and
coverage in the market. In January 2007, the Bank acquired
Inchroy Credit Corporation Ltd., a major financial institution
engaged in hire purchase and lease financing business. In
July 2007, The Bank of New York Company Inc. merged with
Mellon Financial Corporation to form The Bank of New York
Mellon Corporation further increasing its financial strength and
standing in the market.

Wing Hang Bank is the holding company and the principal
operating company of the Group which provides a full range
of banking services. The Bank has a network of 40 branches in
Hong Kong, and its wholly-owned subsidiary, Wing Hang China
established in June 2007 in Shenzhen has a network of branches
in Shenzhen, Guangzhou and Shanghai. The Group’s subsidiary,
Banco Weng Hang has been operating in Macau since 1941 and
has an extensive branch network in the territory. In addition,
through its other subsidiaries and affiliated companies the
Group provides nominee, deposit taking, offshore banking, hire
purchase, consumer financing, insurance and share brokerage
services.

At the end of 2007, the Group’s total assets and shareholders’
funds amounted to HK$139.7 billion and HK$10.49 billion
respectively, net profit attributable to shareholders for 2007 was
HK$2,031 million.
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Group Results in Brief

i CRd)
Increase/

2007 2006 (Decrease) 2007
2FEE FOR THE YEAR HK$m HK$m % US$m
IR ERFETS 2 = A Profit Attributable to Shareholders 2,031 1,661 22% 260.31
&8 Dividends 1,012 830 22% 129.71
DERE PER SHARE HK$ HK$ % us$
BEAREF Basic Earnings 6.89 5.65 22% 0.88
FRER R R ERAR B Interim and Final Dividends 3.43 2.82 22% 0.44
BEFE Net Asset Value 35.55 31.60 13% 4.56
REKTE AT YEAR END HK$m HK$m % us$m
&S Shareholders’ Funds 10,485 9,297 13% 1,343.8
FEREE= Total Deposits 120,096 107,475 12% 15,392.4
BEFER Advances to Customers 74,574 58,638 27% 9,558.0
BB E Total Assets 139,657 122,151 14% 17,899.5
[ RATIO % %

AR BT A LY R Cost to Income Ratio 39.7 36.6
FHEERRE Return on Average Assets 1.53 1.47
FHRRE S EIRE Return on Average Shareholders’ Funds 20.5 18.9

m = million( & &)

US$1.00 = HK$7.8023
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Five Year Group Financial Summary

BHEET HK$ million 2003 2004 2005 2006 2007
fRERE S Shareholders’ Funds 6,687 7,395 8,316 9,297 10,485
FERETS Total Deposits 77,477 84,395 91,201 107,475 120,096
BFER Advances to Customers 46,612 49,189 54,402 58,638 74,574
MEE Total Assets 88,737 95,448 104,323 122,151 139,657
EEWA Operating Income 2,031 2,434 2,621 2,937 3,292
EETH Operating Expenses 712 1,033 976 1,074 1,306
IR SR FETS 2 Al Profit Attributable to the

Shareholders 864 1,167 1,349 1,661 2,031
fi& 2 Dividends 426 576 676 830 1,012
BT HK$
SREKRZF] Basic Earnings per Share 2.94 3.97 4.59 5.65 6.89
GBI R REAIR B Interim & Final Dividends

per Share 1.45 1.96 2.30 2.82 3.43
1473 Ratio
BEfFtb® Loan to Deposit Ratio 60.2 58.3 59.7 54.6 62.1
BAF R E Capital Adequacy Ratio 15.7 15.7 14.9 15.2 16.7
FHREBERLEE Average Liquidity Ratio 49.0 49.1 50.8 51.6 50.4
NN N S Cost to Income Ratio 35.1 42.4 37.2 36.6 39.7
& E B = Return on Average Assets 1.27 1.29 1.35 1.47 1.53
FHREE @ RIHE Return on Average

Shareholders’ Funds 13.3 16.7 17.1 18.9 20.5
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Board of Directors

Executive Directors

Dr Patrick Y B Fung

Chairman and Chief Executive

Aged 60. Obtained his MBA degree from University of Toronto
in 1973, and was awarded an Honorary Doctor of Business
Administration by the Hong Kong Polytechnic University in 2001
and an Honorary Doctor of Laws by the University of Toronto in
2005. Joined the Bank in 1976 and was appointed a Director in
1980. Appointed Chief Executive in 1992, Chairman and Chief
Executive in April 1996. Chairman of numerous subsidiaries
within the Group. A Non-executive Director of Miramar Hotel
and Investment Company Limited and an Independent Non-
executive Director of The Link Management Limited. A member
of the Exchange Fund Advisory Committee (EFAC) and the EFAC
Financial Infrastructure Sub-Committee, a member of the Hong
Kong Tourism Board, a member of the Court of the Hong Kong
Polytechnic University, a member of the Dean’s Advisory Council
of the Faculty of Management at the University of Toronto,
a Council member and Honorary Court member of the Hong
Kong University of Science and Technology, Vice President
of the Hong Kong Institute of Bankers, a Co-opt member of
the Planning, Development and Conservation Committee of
the Urban Renewal Authority and a member of the Board of
Trustees of the Lord Wilson Heritage Trust. Son of the late Mr Y
K Fung, founder of the Bank.

Mr Frank J Wang

Deputy Chief Executive

Aged 56. Obtained MBA degree from Cornell University in 1979.
Joined the Bank and appointed a Director and Deputy Chief
Executive in June 1999. Was previously with The Bank of New
York and has extensive credit control experience. A member of
the Executive Committee, Credit Committee and Management
Committee of the Bank. A member of Deposit Taking Company
Advisory Committee.

Mr Michael Y S Fung

Senior General Manager

Aged 58. Obtained BA degree from Carlton University in
Ottawa, Canada. Joined the Bank in 1978 and appointed
a Director in 1992. A member of the Executive Committee,
Credit Committee and Management Committee of the Bank
and a Director of numerous subsidiaries within the Group. A
Member of the Board of Trustees of Shaw College, The Chinese
University of Hong Kong. Son of the late Mr Y K Fung, founder
of the Bank.
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Mr Louis C W Ho

Secretary and Deputy General Manager

Aged 71. Obtained an engineering degree from McGill
University in 1961. Joined the Bank in 1972 and appointed
a Director in October 1995. A member of the Management
Committee and Credit Committee of the Bank and a Director
and Secretary of numerous subsidiaries within the Group.
Appointed an Honorary Adviser of The Chinese Gold and Silver
Exchange Society in July 2006. Brother-in-law of Dr Patrick Y B
Fung and Mr Michael Y S Fung.

Non-Executive Directors

Dr Cheng Hon Kwan, GBS, JP

Aged 80. Bachelor of Science in Engineering from Tianjin
University and Fellow of Imperial College London. Honorary
Fellow, Gold Medallist and Past President of The Hong Kong
Institution of Engineers. Fellow and Gold Medallist of The
Institution of Structural Engineers. Former Member of Executive
and Legislative Councils. Past Chairman of Land and Building
Advisory Committee, Transport Advisory Committee, Hong
Kong Housing Authority, Councils of City University and Open
University of Hong Kong. Currently, Independent Non-Executive
Director of Tianjin Development Holdings Limited, Agile Property
Holdings Limited, Hang Lung Group Limited and Hang Lung
Properties Limited. Joined the Board of the Bank in 1987.

Mr Ambrose H C Lau, GBS, JP

Aged 60. Obtained LL.B degree from the University of London
and is a Solicitor of the High Court of the HKSAR, a China-
Appointed Attesting Officer and a Notary Public. The Senior
Partner of Messrs Chu and Lau, Solicitors and Notaries. Awarded
“Gold Bauhinia Star” by the HKSAR Government in 2001. A
Standing Committee member of the National Committee of the
Chinese People’s Political Consultative Conference .
an Independent Non-executive Director of Beijing Enterprises
Holdings Limited, Glorious Sun Enterprises Limited, Guangzhou
Investment Company Limited, GZI Transport Limited, Qin Jia
Yuan Media Services Company Limited and The Hong Kong
Parkview Group Limited. Joined the Board of the Bank in 1996.

Mr Lau is



Dr Simon K Y Lee, MBE, JP

Aged 80. Chairman of Sun Hing Group of Companies, Non-
executive Director of Pacific Basin Shipping Limited. President
of the Lions Eye Bank of Hong Kong and President of the Hong
Kong Society for the Deaf. Chairman of the Hong Kong Liver
Foundation. A member of the Court of the University of Hong
Kong. Past District Governor of Lions District 303 and Past
International Director of Lions Clubs International. Awarded
Honorary degree of Doctor of Social Science by the University
of Hong Kong in March 2006. Joined the Board of the Bank in
1991 and currently Chairman of its Audit Committee.

Mr Tung Chee Chen

Aged 65. Chairman and Chief Executive Officer of Orient
Overseas (International) Limited. An Independent Non-executive
Director of a number of listed companies, including Zhejiang
Expressway Company Limited, PetroChina Company Limited,
BOC Hong Kong (Holdings) Limited, U-ming Marine Transport
Corp., Sing Tao News Corporation Limited and Cathay Pacific
Airways Limited. Mr Tung was educated at the University of
Liverpool, United Kingdom, where he obtained a Bachelor’s
degree in Science in 1964. He later obtained a Master’s degree
in Mechanical Engineering from the Massachusetts Institute of
Technology in 1966. Joined the Board of the Bank in January
2004.

Mr Aloysius HY Tse

Aged 60. A Fellow of the Institute of Chartered Accountants in
England and Wales, and the Hong Kong Institute of Certified
Public Accountants (“HKICPA"). A past president of the HKICPA.
Joined KPMG in 1976 and became a partner in 1984 and retired
in March 2003. Non-executive Chairman of KPMG's operations
in the PRC and a member of the KPMG China Advisory Board
from 1997 to 2000. Also serves as Independent Non-executive
Director of a number of listed companies, including China
Construction Bank Corporation, China Telecom Corporation
Limited, CNOOC Limited, Linmark Group Limited and Sinofert
Holdings Limited. Currently Chairman of the International
Advisory Council of The People’s Municipal Government of
Wuhan. Joined the Board of the Bank in November 2004.

Mr Kenneth A Lopian

Aged 51. Obtained a BS degree from the University of Scranton
in 1979 and also attended The London Business School. Senior
Executive Vice President of The Bank of New York Mellon,
member of its Executive Committee, with responsibilities for
International Client Management and Global Strategic Sales.
Joined the Board of the Bank in March 2002.

Mr Andrew M Gordon

Aged 46. Obtained BA degree from the University of Exeter,
England in 1982. First joined The Bank of New York Mellon in
1985 in London and received credit training in New York. Has
taken on assignments in Hong Kong, London, Tokyo and now in
Hong Kong as Executive Vice President and General Manager of
the Hong Kong Branch of The Bank of New York Mellon. Joined
the Board of the Bank in October 2003.
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Chairman’s Statement

Dr Patrick Y B Fung

Chairman and Chief Executive

The Group achieved record profits in 2007. Profit attributable to
shareholders increased by 22.3 percent to HK$2,030.6 million
compared to HK$1,660.7 million in 2006. Earnings per share
rose 22.0 percent to HK$6.89. The Board has recommended a
final dividend of HK$2.47 per share. Together with the interim
dividend of HK$0.96 paid on 24th September, 2007, the total
dividend distribution amounts to HK$3.43 per share, 21.6
percent higher than the previous year.

The strong performance followed another year of robust
economic growth in Hong Kong. Real GDP grew by 6.2 percent
in the third quarter of 2007 following an annual growth
rate of 6.8 percent in 2006. Demand from consumption and
investments were strong. Export of goods and services grew
by 7.4 percent amid Mainland’s substantial economic growth.
Stock market turnover and investment also surged during
the year with more new company listings and ample market
liquidity. Despite the sub-prime mortgage crisis in the U.S.
and uncertainty over the health of its economy, local property
prices picked up substantially in the second half of the year as
home buyers and investors anticipated lower mortgage rates.
The unemployment rate fell to 3.4 percent while the inflation
rate advanced moderately to 3.8 percent in December from 2.3
percent a year ago.

Short-term U.S. interest rates surged in the third quarter of
2007 due to tighter liquidity in the money markets and Hong
Kong interest rates rose in parallel with those in the U.S.
Subsequently, when the Federal Reserve started to cut interest
rates and injected liquidity to the market in September, Hong
Kong interest rates also began to fall in mid-October.

30
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The robust economy has led to an improvement in asset quality. This has also enabled Wing Hang Bank to achieve satisfactory asset
growth locally in areas such as residential and investment mortgages, share financing, consumer lending as well as its operations on
the Mainland and in Macau. However, the interest margin on loans, especially for mortgages, was under pressure as a result of high
liquidity and fierce competition.

The return on average assets and average shareholders’ funds stood at 1.53 percent and 20.5 percent respectively. Other financial
ratios were also strong. The Group'’s capital adequacy ratio was 16.7 percent, the average liquidity ratio was 50.4 percent and the
loan to deposit ratio increased marginally to 62.1 percent following the acquisition of Inchroy Credit Corporation Ltd.

The Group's distribution network currently comprises 40 branches in Hong Kong, 13 branches in Macau and 4 branches and 2 sub-
branches in the Mainland. As at the end of December 2007 the Group employed a total of 2,833 staff.

In the year ahead, Asian economic growth should continue to improve despite uncertainties regarding the U.S. economy and tighter
monetary policies imposed by the Mainland. Gradual banking and financial liberalisation on the Mainland should provide more
opportunities for expansion.

We will continue to expand our business in high growth areas such as Macau and the Mainland. There are also opportunities to
broaden our customer base across our network of branches and wealth management centers through cross selling. This will enable us
to further diversify our fee income and expand our consumer lending businesses. Product innovation and excellent customer service
are critical to success in the banking business and these are two core areas that we will continue to focus on. At the same time, we
are keenly aware of the importance of maintaining a prudent lending policy.

Cost control is another important area for the Bank. We will achieve this by investing in information technology and streamlining our
operations.

I would like to take this opportunity to extend my gratitude to all my colleagues for their diligence and commitment in achieving our

record performance last year. | am indebted to the Board of Directors for their continued support and counsel. | am also grateful to
our shareholders who have continued to extend their trust and support to us.

Patrick Y B Fung
Chairman and Chief Executive

Hong Kong, 18th March, 2008
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Review of Operations

Financial Review

For the year ended 31st December 2007, the Group achieved
record profits. Profit attributable to shareholders increased by
22.3 percent to HK$2,030.6 million compared to HK$1,660.7
million in 2006. Earnings per share rose 22.0 percent to
HK$6.89. The Board has recommended a final dividend of
HK$2.47 per share. Together with the interim dividend of
HK$0.96 paid on 24th September, 2007, the total dividend
distribution amounts to HK$3.43 per share, 21.6 percent higher
than 2006.

The Group's operating profit increased by 6.6 percent to
HK$1,984.4 million due to an increase in net interest income
as well as other operating income. Excluding the net loss from
financial instruments held for trading and measured at fair
value, the operating profit increased 20.9 percent over the same
period last year.

Deposit Mix

Foreign
Currency
45%

Hong Kong
Dollar
55%

Demand Deposit
10%

Savings
Deposit
15%

Time
Deposit
75%
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An increase in loan volumes offset lower interest margins
leading to a 13.7 percent increase in net interest income to
HK$2,417.5 million. The net interest margin fell from 1.95
percent to 1.90 percent as a result of mortgage re-pricing
pressure and a narrower spread between Prime and HIBOR.

As a result of record stock market turnover and a strong
performance by our wealth management service, other
operating income rose by 41.2 percent to HK$1,120.4 million.

The net loss from financial instruments held for trading and

measured at fair value stood at HK$246.3 million reflecting
markdown of debt investments in collateralised debt obligations.

Loan Composition

Non-domestic Loans 28% B Loans to Individuals 6%
& Loans to Corporate 6% B Residential - Individuals ~ 23%
B Commercial 1% B HOS & PSPS* 3%
[ Property Development B Trade Finance 4%
& Investment 18%
B Share Financing 1%

* Home Ownership Scheme and Private Sector Participation Scheme



Total operating expenses increased by 21.5 percent to
HK$1,305.7 million mainly as a result of the acquisition of
Inchroy Credit Corporation Ltd. and investment in business
expansion. Consequently the Group’s cost-to-income ratio
increased from 36.6 percent to 39.7 percent. Excluding the loss
from financial instruments held for trading and measured at fair
value, the cost-to-income ratio remained the same as last year at
36.9 percent.

Impairment losses and allowances charged on loans and
advances of HK$1.5 million remained unchanged due to higher
property prices and the continued improvement in the economy.
The charge-off ratio for credit cards decreased to 1.30 percent
of credit card receivables from 1.52 percent in 2006. The level
of impaired loans decreased to HK$0.33 billion, or 0.44 percent
of total loans and advances to customers.

Advances to customers increased by 27.2 percent to HK$74.6
billion amid satisfactory growth in residential and investment
mortgages, consumer lending and share financing as well as the
strong performance of our China and Macau operations. The
acquisition of Inchroy Credit Corporation Ltd. in January 2007
also contributed to this growth.

Total deposits increased 11.7 percent to HK$120.1 billion and
customer deposits also increased 11.7 percent to HK$114.0
billion, with a substantial increase in both demand and savings
deposits. Deposit growth was partly fuelled by the higher
turnover in the stock market, an expanded branch network and
the successful promotion of the Elite Gold Banking concept
targeting high-net-worth customers.

During the year, the Bank successfully completed an issue of
step-up perpetual subordinated notes with a nominal value
of US$400 million. The funds raised provide the Group with
considerable scope to expand our business while maintaining
an efficient capital structure. The Group’s capital adequacy ratio
stood at 16.7 percent as at 31st December 2007. In May 2007,
the Bank'’s credit rating was raised one notch from A3 to A2 by
Moody’s Investors Service, Inc.

Business Review

Retail Banking

Our retail banking operations recorded a 27.1 percent increase
in profit before taxation compared with 2006 largely as a
result of solid loan growth, a strong performance in wealth
management services and higher stock trading commissions.

In the first half of 2007 the residential mortgage business
performed very well achieving better pricing than in the
corresponding period in 2006. Although market competition
continued to be keen in the second half of the year, careful
strategic planning enabled the business to flourish. A direct
marketing program boosted Home Ownership Scheme loan
growth by 38.3 percent. For the year as a whole the residential
mortgage business grew by 14.4 percent.

Activity on the local stock market was extremely buoyant in
2007. As a result, commission income from customer stock
trading services grew by 139.2 percent over the previous year.
In tandem with this growth, our demand and savings deposits
grew by 9.0 percent.

Several branches were renovated to create a more comfortable
environment for our customers. We will continue to focus on
branch network expansion as well as enhancement of our
existing branches. In addition there will be a sustained effort to
further improve the level of service to our customers and offer
more innovative products to meet their needs.

Grand Opening of Happy Valley Branch
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Review of Operations

Wealth Management

Favourable economic conditions coupled with a buoyant equity
market sentiment led to strong demand for wealth management
products offering higher returns. As a result, our wealth
management business performed well achieving 55.9 percent
profit growth over the previous year. This excellent performance
resulted from private placements and investments bought by
high-net-worth customers. In addition, the introduction of the
Elite Gold Banking service helped to expand our customer base.
Moving forward, we commit to provide enhanced services and
more structured products to meet the needs and investment
objectives of our high-net-worth clients.

Consumer Finance

The Group continued to expand its personal loan business
through its wholly owned subsidiary Wing Hang Credit Limited
with the introduction of a series of tax and revolving loan
products. For the year under review, the company maintained
its leading position in the consumer lending market by achieving
13.0 percent growth in total loans. This was a reflection of
the successful promotional campaigns for both tax loan and
personal loan products. Brand building efforts and product
diversification were reinforced to sustain the company’s market
competitiveness.

Wing Hang Credit is committed to maintaining its position as a
market leader by delivering excellent customer service through
its network of 20 branches and business centers. The company
will further strengthen its market position by expanding its
customer base and exploring new sales channels.

Auto and Equipment Leasing

The Group’s wholly owned subsidiary Wing Hang Finance
Company Limited, which engages in the auto and equipment
leasing business, specialises in providing financing to Hong
Kong manufacturers with operations in the Pearl River Delta
region. During the year, the company achieved 16.2 percent
growth in loan assets. Profitability for this fixed rate portfolio
was enhanced due to the lower cost of funds in the last quarter
of 2007.

Inchroy Credit Corporation, which was acquired by the Group
in January 2007, maintained a stable business portfolio and
contributed better-than-expected returns.

The success of these two companies has enabled the Group

to become a market leader in the local auto and equipment
financing sector.
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Corporate Banking

The Group'’s corporate banking customers are primarily small to
medium sized enterprises engaged in a broad range of industries
in Hong Kong, Macau and the Pearl River Delta region. In 2007,
the corporate banking division recorded a 9.7 percent increase
in operating income. Our corporate customer base was further
broadened during the year attracting leading companies from
various trade and industrial sectors. A receivable financing
service was introduced to boost the trade business. The division
will continue to work jointly with Wing Hang Bank (China) Ltd
by providing trade services to corporations in both territories.

China

Loans for use in China increased by 30.5 percent to HK$12.1
billion due to strong demand as many of our long-standing
customers continue to expand their operations in the Mainland.
In June 2007, we reached a new milestone when Wing Hang
Bank (China) Ltd. was established in Shenzhen. Wing Hang Bank
(China) will offer a full range of RMB services to local residents.
This enables us to better service our existing customers as well as
expand our customer base. At present, we have four branches
and two sub-branches in the Mainland.

Wing Hang Bank (China) will focus on expanding its deposit
base and increasing product variety in the wealth management
business. In the coming year, we plan to open more branches
and sub-branches in the Pearl River Delta region. We also plan
to upgrade the Beijing representative office to full branch status.

Grand Opening of Wing Hang Bank (China) Ltd.




Wing Hang Insurance

It was another challenging year for the insurance business in the
face of keen competition. Bancassurance is one way to diversify
fee income and our aim is to offer a full range of insurance
services to our customers. During the year, our insurance division
managed to achieve a modest growth in business volume.

Our Insurance Agency Department was set up in Shenzhen in
2007 and has been running smoothly. This year we plan to
provide a comprehensive range of insurance services to our
customers in the Mainland.

Our strategic investments in Wing Hang Zurich Insurance,
Hong Kong Life and Bank Consortium Trust achieved excellent
returns in 2007. However, with uncertainty over the economic
environment in 2008, we expect it will be more challenging.

Wing Hang Share Brokerage

Wing Hang Share Brokerage, the Bank'’s share broking arm,
achieved excellent growth of 139.2 percent in commission over
the previous year mainly due to the robust stock market and
pro-active promotion of our services to customers. To further
improve efficiency, the brokerage division will continue to
upgrade its trading capacity and encourage retail investors to
execute transactions through automatic channels including the
Internet trading platform.

Treasury

The major source of income in the treasury business is from
services provided to customers in foreign exchange and treasury
products. In 2007 the treasury business experienced a difficult
year as a result of unrealised losses on financial instruments held
for trading and measured at fair value. Partially offsetting these
mark-to-market losses was an increase in net interest income
on our fixed-rate debt investments. The lower interest rate
environment should continue to benefit our fixed rate portfolio.

A T | .
Inauguration of ‘V-are one’ Wing Hang Youth Community Service
Project

Macau

In Macau, Banco Weng Hang continued to perform exceptionally
well amidst robust economic growth. In the first three quarters
of 2007 Macau’s GDP grew by 29.5 percent in real terms over
the previous year after recording 17.0 percent growth in 2006.
Profit before taxation increased by 34.7 percent to 383.2 million
Macau Patacas fuelled by the continuous expansion of the
leisure industry and the property market. Net interest income
grew by 20.2 percent while non-interest income grew by 63.8
percent partly due to an increase in fee income from wealth
management and share trading. Loans and deposits grew by
43.6 percent and 6.1 percent respectively from the end of 2006.

Corporate Social Responsibility

Wing Hang Bank, Ltd. is committed to building a sustainable
business for our long-term future. This is through actions to
contribute positively to our communities and environment.

Our corporate social responsibility commitments in 2007
includes the contribution of over 7,000 hours by Wing Hang
Volunteer Teams to serve the community, including education
and family support.

In 2007, Wing Hang Bank, Ltd. has donated million dollars for
the improvement of healthcare, youth development and the
environment. One of our donations went to the “V-are one”
Wing Hang Youth Community Service Project, which was jointly
organised with Social Welfare Department, to encourage young
people to serve the community. Last year, the Project sponsored
over 100 projects in which more than 2,700 volunteers provided
services to 30,000 need people.

Wing Hang Bank, Ltd. always takes proactive actions in
environmental protection. We believe that carrying out “reduce,
reuse and recycle” consistently within our daily operation is an
effective way to care for the environment.

Our contributions have been recognised as a Caring Company
awarded by the Hong Kong Council of Social Service every
year since 2003. In the future, we will continue to strive for
outstanding corporate social responsibility achievements.
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Report of the Directors

The Directors have pleasure in presenting their report together with the audited financial statements for the year ended 31st
December, 2007.

Principal Place of Business
Wing Hang Bank, Ltd. (“the Bank”) is a licensed bank incorporated and domiciled in Hong Kong and has its registered office and
principal place of business at 161 Queen’s Road Central, Hong Kong.

Principal Activities
The Bank and its subsidiaries (collectively referred to as “the Group”) are engaged in commercial banking and related financial
services.

The analysis of the principal activities and geographical locations of operations of the Group during the year are set out in notes 20
and 35 to the financial statements.

Results

The profit of the Group for the year ended 31st December, 2007 and the state of the Group’s and the Bank's affairs as at that date
are set out in the financial statements on pages 51 to 178. Particulars of dividends which have been paid or which are recommended
are set out in note 9 to the financial statements.

Major Customers
The Directors believe that the Group’s five largest customers accounted for less than 30% of the Group's total income.

Fixed Assets
Details of the movements in fixed assets of the Group and of the Bank during the year are set out in note 22 to the financial
statements.

Capital and Reserves

Profit attributable to shareholders of HK$2,030,564,000 (2006: HK$1,660,716,000) have been transferred to reserves. Details of
the movements in capital and reserves of the Group and of the Bank during the year are set out in notes 31 and 32 to the financial
statements.

Charitable Donations
During the year, the Group made donations for charitable purposes amounting to approximately HK$1,100,000 (2006:
HK$1,129,000).

Directors
The Directors of the Bank up to the date of the report are shown on page 27.

The Directors retiring by rotation in accordance with the Bank’s Articles of Association are Dr Cheng Hon Kwan, Mr Andrew M
Gordon and Mr Aloysius H Y Tse. Retiring Directors are eligible and offer themselves for re-election.

Independent Non-executive Directors’ Fees

Each of the Independent Non-executive Directors of the Bank received HK$150,000 director’s fee. Each member of the Audit
Committee and Remuneration Committee received a fee of HK$150,000 and HK$20,000 for the year ended 31st December, 2007
respectively.
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Directors’ and Chief Executive’s Interests

As at 31st December, 2007, the interests of the Directors and the chief executive of the Bank in the shares and the underlying shares
of the Bank and any of its associated corporations (within the meaning of Part XV of the Securities and Futures Ordinance (“SFO")),
which were required to be notified to the Bank and The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) pursuant to
Divisions 7 and 8 of Part XV of the SFO (including interests and short positions which they were taken or deemed to have under such
provisions of the SFO), or which were required pursuant to Section 352 of the SFO to be entered in the register maintained by the
Bank referred to therein, or which were required to be notified to the Bank and the Stock Exchange pursuant to the Model Code for
Securities Transactions by Directors of Listed Issuers (the “Model Code”) were as follows:

Number of shares held % of issued
Name Personal Family Option® Award® Other Total  share capital
Patrick Y B Fung® 2,982,000 - 230,000 650,000 - 3,862,000 1.31
Michael Y S Fung® 3,000,000 60,000 180,000 325,000 - 3,565,000 1.21
Simon K'Y Lee - - - - 1,164,701% 1,164,701 0.39
Frank J Wang - - 80,000 395,000 - 475,000 0.16
Louis C W Ho® 224,000 100,000 80,000 10,000 - 414,000 0.14
Ambrose H C Lau 71,500 - - - - 71,500 0.02
Notes:
(1) Share options were granted to the Directors pursuant to the share option scheme adopted by the Bank on 9th June, 1993 and 24th April,
2003. The details of the share options are stated under the section headed “Share Option Scheme”.
(2) Share awards were granted to the Directors pursuant to the employee incentive plan adopted by the Bank on 22nd April, 2004. The details of
the share awards are stated under the section headed “Employee Incentive Plan”.
(3) Patrick Y B Fung, Michael Y S Fung and Louis C W Ho's spouse are also, together with other parties, eligible beneficiaries of the trusts of Po

Ding Co. Ltd., YKF Holding Corporation and Tessel Inc. The interests of these corporations in shares of the Bank are stated under the section
headed “Substantial Shareholders’ Interests”.

4) Shares are held through Dr Simon K'Y Lee’s family trust.

All the interests stated above represent long positions.

Save as disclosed above, as at 31st December, 2007, none of the Directors or the chief executive of the Bank and their associates
had any interests or short positions in any shares, underlying shares and debentures of the Bank or any of its associated corporations
(within the meaning of Part XV of the SFO), which were required to be notified to the Bank and the Stock Exchange pursuant to
Divisions 7 and 8 of Part XV of the SFO (including interests and short positions which they were taken or deemed to have under such
provisions of the SFO), or which were required pursuant to Section 352 of the SFO to be entered in the register maintained by the
Bank referred to therein, or which were required to be notified to the Bank and the Stock Exchange pursuant to the Model Code.
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Report of the Directors

Substantial Shareholders’ Interests

As at 31st December, 2007, so far as was known to the Directors or the chief executive of the Bank, persons known to the Directors
(other than the Directors or the chief executive of the Bank as disclosed in the above), who had interests or short positions in the
shares or underlying shares of the Bank which would fall to be disclosed to the Bank under provisions of Divisions 2 and 3 of Part XV
of the SFO, or recorded in the register kept by the Bank pursuant to Section 336 of the SFO and its interests were as follows:

% of issued

Name Nature of Interest Number of shares share capital
BNY International Financing Corporation Beneficial owner 59,825,053 20.28
The Bank of New York Interest in controlled 59,825,053 20.28
corporation
The Bank of New York Mellon Corporation Interest in controlled 59,825,053 20.28
corporation
Federal Trust Company Limited Trustee 34,737,600 @ &4 11.78
Po Ding Company Limited Trustee 24,156,000 &% 8.19
GZ Trust Corporation Trustee 24,156,000 684 8.19
YKF Holding Corporation Trustee 24,098,400@&% 8.17
Aberdeen Asset Management Plc and its associates Investment manager 23,512,529 7.97
Wing Hang Bank (Nominees) Limited Nominee 23,378,400@&9 7.93
Aberdeen Asset Management Asia Limited Investment manager 22,815,000® 7.73
Tessel Inc. Trustee 10,639,200 @&% 3.61
Notes:
(1) BNY International Financing Corporation is a wholly-owned subsidiary of The Bank of New York. The Bank of New York is a wholly-owned

subsidiary of The Bank of New York Mellon Corporation.

() Federal Trust Company Limited is the trustee for Tessel Inc. and YKF Holding Corporation. Wing Hang Bank (Nominees) Limited is the

registered holder of certain shares on behalf of YKF Holding Corporation.
(3) Po Ding Company Limited is wholly-owned by GZ Trust Corporation.

4) Each of Po Ding Co. Ltd., YKF Holding Corporation and Tessel Inc. are trusts in which Patrick Y B Fung, Michael Y S Fung and Louis C W Ho's

spouse (together with other parties) are eligible beneficiaries.

(5) Aberdeen Asset Management Asia Limited is a wholly-owned subsidiary of Aberdeen Asset Management Plc.
All the interests stated above represent long positions.

Save as disclosed, as at 31st December, 2007, so far as known to the Directors or the chief executive of the Bank, there is no person
(other than the Directors or the chief executive of the Bank) who had interests or short positions in the shares and underlying shares
of the Bank which would fall to be disclosed to the Bank and the Stock Exchange under the provisions of Divisions 2 and 3 of Part
XV of the SFO or, who is, directly or indirectly, interested in 10% or more of the nominal value of any class of share capital carrying
rights to vote in all circumstances at general meetings of any members of the Group.
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Share Option Scheme

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

(i) the closing price of the shares on the Stock Exchange on the date of grant, which must be a trading day, and
(ii) the average closing price of the shares on the Stock Exchange for the five business days immediately preceding the date of
grant.

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

At 31st December, 2007, total number of ordinary shares available for issue under the Share Option Scheme is 13,793,000 or 4.7%
of the issued share capital of the Bank.

At 31st December, 2007, the Directors and employees of the Bank had the following interest in option to purchase the shares of the
Bank (market value per share at 31st December, 2007 is HK$116.7).
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Market value ~ Weighted average

per share closing price
at date of at preceding
No. of shares No. of shares No. of shares No.of  Exercise grant of day before
31/12/2007 31/12/2006 Date granted exercised  shares lapsed price options exercise date
HK$ HK$ HK$
Directors
Patrick Y B Fung 50,000 50,000 10/03/2001 - - 23.60 29.00 -
40,000 40,000 15/03/2002 - - 26.30 26.30 -
40,000 40,000 14/03/2003 - - 26.50 26.50 -
50,000 50,000 21/05/2004 - - 43.80 43.80 -
50,000 50,000 14/01/2005 - - 51.25 50.75 -
Frank J Wang 40,000 40,000 21/05/2004 - - 43.80 43.80 -
40,000 40,000 14/01/2005 - - 51.25 50.75 -
Michael Y S Fung 40,000 40,000 10/03/2001 - - 23.60 29.00 -
30,000 30,000 15/03/2002 - - 26.30 26.30 -
30,000 30,000 14/03/2003 - - 26.50 26.50 -
40,000 40,000 21/05/2004 - - 43.80 43.80 -
40,000 40,000 14/01/2005 - - 51.25 50.75 -
Louis C W Ho 30,000 30,000 15/03/2002 - - 26.30 26.30 -
30,000 30,000 14/03/2003 - - 26.50 26.50 -
20,000 40,000 14/01/2005 20,000 - 51.25 50.75 89.25
Other Employees 60,000 60,000 10/03/2001 - - 23.60 29.00 -
20,000 20,000 15/03/2002 - - 26.30 26.30 -
40,000 60,000 14/01/2003 20,000 - 25.80 25.70 95.85
170,000 220,000 21/05/2004 50,000 - 43.80 43.80 91.77
50,000 50,000 14/01/2005 - - 51.25 50.75 -
80,000 85,000 28/01/2005 5,000 - 50.25 49.80 96.55

990,000 1,085,000 95,000 -
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Employee Incentive Plan

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

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

At 31st December, 2007, the Directors and employees of the Bank had the following interest in awards to purchase the shares of
the Bank.

No. of awards No. of awards Fair value of awards
31/12/2007 31/12/2006 Date granted at date of grant
HK$

Directors
Patrick Y B Fung 200,000 200,000 21/05/2004 42.80
450,000 450,000 23/01/2006 56.20
Frank J Wang 125,000 125,000 21/05/2004 42.80
270,000 270,000 23/01/2006 56.20
Michael Y S Fung 100,000 100,000 21/05/2004 42.80
225,000 225,000 23/01/2006 56.20
Louis C W Ho 10,000 10,000 21/05/2004 42.80
Other Employees 60,000 60,000 21/05/2004 42.80
615,000 615,000 23/01/2006 56.20
140,000 - 29/01/2007 94.60

2,195,000 2,055,000

The Group granted awards at no consideration for certain employees to acquire ordinary shares in the Bank under the EIP. The shares
will be acquired at a nominal value of HK$1.00 per share under the awards. The fair value of the awards was measured at the grant
date and is charged to the income statement and credited to shareholders’ funds between the grant date and vesting date. The cash
amount equal to the dividend that would have been paid during the period up to vesting are charged to the income statement as
bonus expenses on an accrual basis.
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Directors’ Interests in Contracts
No contract of significance to which the Bank or any of its subsidiaries was a party and in which a Director of the Bank had a
material interest subsisted at the end of the year or at any time during the year.

Except for the above mentioned Share Option Scheme and the Employee Incentive Plan of the Bank, at no time during the year was
the Bank or any of its subsidiaries a party to any arrangements to enable the Directors of the Bank to acquire benefits by means of
the acquisition of shares in or debentures of the Bank or any other body corporate.

None of the Directors of the Bank has a service contract with the Bank.

Purchase, Sale or Redemption of Listed Securities
There were no purchases, sales or redemptions by the Bank or any of its subsidiaries, of the Bank'’s listed securities during the year
ended 31st December, 2007.

Code on Corporate Governance Practices
The Bank has complied throughout the year and adopted all the Code Provisions set out in Appendix 14 — Code on Corporate
Governance Practices of the Listing Rules except for certain deviations.

Information about the Bank’s Corporate Governance is given under “Corporate Governance Report” on pages 43 to 48.

Compliance with the Banking (Disclosure) Rules

The Bank is required to comply with the Banking (Disclosure) Rules effective 1st January, 2007, which have superseded the
supervisory policy manual on financial disclosure issued by the Hong Kong Monetary Authority. The Banking (Disclosure) Rules set
out the minimum standards for public disclosure which authorised institutions must make in respect of the income statement, state
of affairs and capital adequacy. The financial statements for the financial year ended 31st December, 2007 comply fully with the
applicable disclosure provisions of the Banking (Disclosure) Rules.

Public Float

As at the date of this report, the Bank has maintained the prescribed public float under the Listing Rules, based on information that is
publicly available to the Bank and within the knowledge of its Directors.

Auditors

The financial statements set out on pages 51 to 178 of this annual report have been audited by KPMG.

A resolution for the re-appointment of KPMG as auditors of the Bank is to be proposed at the forthcoming Annual General Meeting.

On behalf of the Board
Patrick Y B Fung
Chairman and Chief Executive

Hong Kong, 18th March, 2008
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Corporate Governance Practices

The Bank has complied throughout the year 2007 and adopted all the Code Provisions set out in Appendix 14 — Code on Corporate
Governance Practices of the Rules Governing the Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange"), except for deviations in Code Provision A.2.1 (Segregation of roles of Chairman and Chief Executive
Officer) and Code Provision A.4.1 (Non-executive Directors should be appointed for a specific term).

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

The Directors have confirmed that they have complied in all respects with the Model Code for the year 2007.

Board of Directors

The Board of the Bank comprises eleven Directors. Biographical details of Directors and relationship among Directors are included
in the Annual Report under ‘Board of Directors’. Details of borrowing relationship with the Group are disclosed in note 36 to the
financial statements in the Annual Report.

The Board meets regularly and usually five times a year. Five meetings were held in 2007 and details of Directors’ attendance record
were as follows:

Executive Directors
Dr Patrick Y B Fung (Chairman), Mr Frank J Wang, Mr Michael Y S Fung and Mr Louis C W Ho attended all meetings.

Independent Non-executive Directors
Dr Cheng Hon Kwan and Mr Ambrose H C Lau attended all meetings. Dr Simon K Y Lee and Mr Aloysius H Y Tse attended four
meetings. Mr Tung Chee Chen attended three meetings.

The Bank has received from each Independent Non-executive Director an annual confirmation of his independence pursuant to Rule
3.13 of the Listing Rules and the Bank considers these directors to be independent.

Non-executive Directors
Mr Kenneth A Lopian and Mr Andrew M Gordon attended all meetings.

All Directors are given a schedule for regular Board meetings at the beginning of the year. The required notice will be served for all
other Board meeting not originally scheduled.

All Directors are given an opportunity to include matters in the agenda for regular Board meetings. In respect of regular Board
meetings, an agenda and accompanying Board papers would be sent in full to all Directors in a timely manner and at least three days
before the meeting.

All Directors are entitled to have access to Board papers and related materials. Such papers and related materials are prepared in
such form and quality as will enable the Board to make an informed decision on matters placed before it. Where queries are raised

by Directors, steps would be taken to respond as promptly and fully as possible.

The Chairman is responsible for ensuring that Directors receive adequate information, which must be complete and reliable, in a
timely manner and he would ensure that all Directors are properly briefed on issues arising at Board meetings.
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Any matter that may be considered to give rise to a conflict of interest with a substantial shareholder or Director would be dealt with
by the Board at a meeting in the presence of Independent Non-executive Directors having no interest in the matter.

Minutes of Board meetings are kept by the Company Secretary and such minutes are open for inspection at any time on reasonable
notice by any Director.

Minutes of Board meetings and meetings of Board Committees record in sufficient detail the matters considered by the Board and
decisions reached, including any concerns raised by Directors or dissenting views expressed. Draft and final versions of minutes of
Board meetings are sent to all Directors for their comment and records respectively, in both cases within a reasonable time after the
Board meeting was held.

All Directors have access to the advice and services of the Company Secretary with a view to ensuring that Board procedures, and all
applicable rules and regulations, are followed.

Every newly appointed Director of the Bank would receive a comprehensive briefing to ensure that he has a proper understanding
of the operations and business of the Bank and be fully aware of his responsibilities under statute, common law, the Listing Rules,
applicable legal requirements and other regulatory requirements.

There is a procedure agreed by the Board to enable Directors, upon reasonable request, to seek independent professional advice in
appropriate circumstances, at the Bank'’s expense. Separate independent professional advice would be provided to Directors to assist
the relevant Director or Directors to discharge his/their duties to the Bank.

Senior Management are brought into formal and informal contact with the Board members from time to time to enable the Board
members to make informed decisions. Senior Management also provide explanation and information to the Board, and enable the
Board to make an informed assessment of the financial and other information put before the Board for approval.

The Board of Directors has established a number of Committees including the Executive Committee, Audit Committee, Director
Nomination Committee and Remuneration Committee. The Executive Committee has established other Committees, to oversee the
day to day operations of the Bank, such as the Management Committee, Credit Committee and Asset and Liability Management
Committee. All Committees have specific terms of reference in order to ensure that the Committees will discharge their functions
properly and to report back to the Board when appropriate, their decisions and recommendations.

The Bank has formalised the functions reserved for the Board and those delegated to management. It reviews those arrangements
on a periodic basis to ensure that they remain appropriate to the needs of the Bank.
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Executive Committee
The Executive Committee meets regularly to review the management and performance of the Group. The Committee comprises of
the Chief Executive and two Executive Directors.

Under a resolution of the Board, the Executive Committee was granted such powers and authorities necessary for conducting and
managing the Group’s normal banking and related business activities and specifically, but not limited to:

o to conduct normal banking and related business

o to review and approve human resources matters such as salary, compensation and promotion etc., other than Directors and
senior management of the Bank

o to review and approve administrative matters such as capital expenditure, Board agenda, new business line etc.
o to review and approve financial matters such as investments, profit plan, issuance of capital and convertible debt securities
o to review all legal matters incidental to aforementioned activities, appointment of legal counsel in respect of all proceedings,

hearings concerning the Group

o recommendation on material capital expenditure, investments and other matters requiring Board approval

Credit Committee

The Credit Committee is responsible for assisting the Board to formulate the Group's risk appetite and strategies for managing the
credit risk. It is also responsible for the implementation and maintenance of the Group’s credit risk management framework. It also
participates in evaluating large credit applications and making credit decisions. The Committee is comprised of the Chief Executive,
three Executive Directors and the heads of Credit Administration Division and Risk Management Division.

Management Committee

The Management Committee meets regularly to review and approve the financial and business plans and major business and
operational initiatives. The Committee comprises of the Chief Executive, three Executive Directors, the Chief Financial Officer, and
the heads of Retail Banking Division, Information Technology Division and Operations Division.

Asset and Liability Management Committee

The Asset and Liability Management Committee (“ALMCQ") is responsible for the implementation and maintenance of the overall
risk management framework relating to balance sheet structure, market risks, trading, funding and liquidity management across the
Group's banking business. It recommends policy and guidelines to the Board. The Committee is comprised of the Chief Executive,
three Executive Directors, the Chief Financial Officer, the Treasurers, the heads of Retail Banking Division and Risk Management
Division.

Audit Committee

The Audit Committee of the Bank was formed in 1992 and consists of four Non-executive Directors namely Dr Simon K Y Lee as
Chairman, Dr Cheng Hon Kwan, Mr Andrew M Gordon and Mr Aloysius H Y Tse. No former partner of the Bank’s external auditors
have been acting as a member of the Bank’s Audit Committee before expiry of a period of one year commencing the later of the
date of his ceasing to be a partner of the firm or to have any financial interest in the firm.

The Audit Committee of the Bank has clear terms of reference and is accountable to the Board. The Committee meets regularly
with the Executive Director, Chief Financial Officer, Chief Internal Auditor and the external auditors to review and discuss the
financial performance of the Group, consider the nature and scope of audit and the effectiveness of the systems of internal control,
risk management and compliance. The Committee also discusses matters raised by the internal auditors, external auditors and the
regulators and ensures that all audit recommendations are implemented.
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Four meetings of the Audit Committee were held in the year 2007. Mr Andrew M Gordon and Mr Aloysius H Y Tse attended all the
meetings, Dr Simon K'Y Lee and Dr Cheng Hon Kwan attended three.

The work of the Audit Committee during 2007 included review of the financial results of the Wing Hang Bank Group for the year
ended 31st December, 2006 and the annual result announcement; and review of the interim results for the six months ended 30th
June, 2007 and the interim result announcement. Compliance with the financial disclosure requirements under the new Banking
(Disclosure) Rules was also discussed in the Audit Committee meeting.

The Audit Committee reviewed and approved the internal audit plan for 2008. The revision to the Internal Audit Charter was also
reviewed and approved. The Committee had also discussed the audit coverage of the newly acquired subsidiary, Inchroy Credit
Corporation Limited, and the newly incorporated subsidiary in the PRC, Wing Hang Bank (China) Limited.

The Audit Committee monitored the external auditors’ independence, objectivity and the effectiveness of the audit process in
accordance with applicable standards, and approved their remuneration.

The Committee reviewed the work, findings and recommendations of the internal auditors and the credit examination team of the
Risk Management Division of the Bank. The findings and recommendations of the external auditors in the management letters and
the regulators in the examination reports were also reviewed and followed up.

In respect of internal control and risk management, the Committee reviewed the internal control system of the Bank, including
the risk management framework, the operational controls, and the risk management systems, and discussed these with Senior
Management. The Committee also reviewed the result of the independent review and verification of the internal control self-
assessment result of the risk managers as documented in the 2007 Annual Review on Internal Control report. The Committee
met with the Hong Kong Monetary Authority in late 2007 to exchange and discuss issues relating to internal control and risk
management, shared their observation in the review on market practices in the banking industry, and was briefed on issues of new
supervisory focuses.

During 2007, there was no disagreement between the Board and the Audit Committee on the selection, appointment, resignation
or dismissal of the external auditors.

The Audit Committee is provided with sufficient resources, including the advice of external auditors and the support of Internal Audit
Division, to discharge its duties.

Full minutes of Audit Committee meetings are kept by the Secretary of the Committee. Draft and final versions of minutes of the
Audit Committee meetings are sent to all members of the Committee for their comment and records respectively, in both cases
within a reasonable time after the meeting.

Full terms of reference of the Audit Committee, which includes the requirement under the Code Provisions C.3.3, are available on
the Bank’s website: www.whbhk.com.

Director Nomination Committee

The Director Nomination Committee was formed in December 2002 and consists of three Independent Non-executive Directors
namely Dr Simon K Y Lee as Chairman, Dr Cheng Hon Kwan and Mr Ambrose H C Lau. The Director Nomination Committee is
responsible for reviewing and recommending to the Board appointment of all new Directors, Chief Executive, Deputy Chief Executive
and Group Executive. No meeting was held in 2007.
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Remuneration Committee

The Remuneration Committee was formed in 1995 with specific written terms of reference. The Committee consists of two
Independent Non-executive Directors namely Dr Cheng Hon Kwan as Chairman and Dr Simon K'Y Lee. The Committee meets once
a year to make recommendations to the Board on the Bank’s policy and structure for remuneration of all the Directors and Senior
Management of the Bank.

Both members attended the Remuneration Committee meeting in January 2008. The Bank’s emolument policy aims to ensure
that the level of remuneration is sufficient and market competitive. The Committee reviewed and approved performance-based
remuneration of Directors and Senior Management of the Bank by reference to corporate goals and objectives resolved by the Board
from time to time. Factors such as emoluments paid by comparable banks including long-term incentives schemes were considered
with reference to the business performance.

The Remuneration Committee would consult the Chairman and Chief Executive about their proposals relating to the remuneration
of other Executive Directors and Senior Management and have access to professional advice if considered necessary. The Committee is
provided with sufficient resources to discharge its duties.

Full terms of reference of Remuneration Committee, which includes the requirement under Code Provisions B.1.3, are available on
the Bank’s website: www.whbhk.com.

Internal Controls
The Directors are responsible for internal control of the Bank and its subsidiaries and for reviewing its effectiveness.

Procedures have been 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. Procedures have also been designed to ensure
compliance with applicable laws, rules and regulations.

Systems and procedures are in place in the Group to identify, control and report on the major types of risks the Group faces. Risk
management policies and major risk control limits are approved by the Board.

Business and functional units are responsible for the assessment of individual types of risk arising under their areas of responsibility
and the management of such risks in accordance with the risk management procedures. The relevant risk management reports are
submitted to the Management Committee, Credit Committee, Assets and Liabilities Management Committee, Executive Committee
and the Board for monitoring the respective types of risk.

More detailed discussions on the policies and procedures for management of each of the major types of risk the Group faces,
including credit, market, liquidity and operational risks, are included in note 37 to the financial statements in the Annual Report.

A review of the effectiveness of the Bank’s internal control system covering all controls, including financial, operational and
compliance and risk management controls, is conducted annually. The review at the end of 2007 was conducted with reference
to the COSO (The Committee of Sponsoring Organisations) internal control framework, which assesses the Bank's internal control
system against the five elements of control environment, risk assessment, control activities, communication and monitoring. The
result has been reported to the Audit Committee and the Board.
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Internal audit plays an important role in the Bank’s internal control framework. It monitors the effectiveness of internal control
procedures and compliance with policies and standards across all business and operational units. Management is required to provide
the internal audit function with written confirmation that it has acted fully on all recommendations made by external auditors and
regulatory authorities. The internal audit function also advises management on operational efficiency and other risk management
issues. The work of the internal audit function is focused on areas of greatest risk to the Bank as determined by risk assessment. The
Chief Internal Auditor reports to the Chairman and the Audit Committee. Copy of the minutes of the Audit Committee meeting will
also be sent to the Board for information.

Chairman and Chief Executive

Dr Patrick Y B Fung is the Chairman and Chief Executive of the Bank. The Board considered that the non-segregation would not
result in considerable concentration of power in one person not only because of the presence of Independent Non-executive
Directors but also that The Bank of New York Mellon, a substantial shareholder, is represented by two Non-executive Directors. There is
a balance of power and authority such that no one individual has unfettered power of decision. Non-segregation has the advantage
of a strong and consistent leadership which is conducive to making and implementing decisions quickly and consistently.

Non-executive Directors

The functions of Non-executive Directors include but not limited to the requirement under Code Provisions A.5.2. The term of office
for Non-executive Directors are the same as for all Directors (i.e. no specific term and subject to retirement from office by rotation
and be eligible for re-election in accordance with the provisions of the Bank’s Memorandum and Articles of Association). At every
Annual General Meeting, one-third of the Directors for the time being or, if their number is not a multiple of three, then the number
nearest to but not exceeding one-third shall retire from office.

In accordance with the provisions of the Bank’s Memorandum and Articles of Association, new Directors appointed by the Board are
required to be re-elected at the first general meeting after their appointment.

Auditors’ Remuneration
An analysis of remuneration in respect of audit and non-audit services provided by the external auditors is included in note 5 to the
financial statements in the Annual Report.

Directors’ responsibility for the Financial Statements

The Directors acknowledge their responsibility for the preparation of the financial statements of the Group and ensure that the
financial statements are in accordance with statutory requirements and applicable accounting standards. The statement of our
Auditors about their responsibility on the financial statements is included in the Independent Auditor’s Report.

Communication with Shareholders

The Bank establishes and maintains different communication channels with its shareholders through the publication of annual and
interim reports and press releases. Such information is also available on the Bank’s website. Annual General Meeting (the “AGM")
is a valuable forum for the Board to communicate with the shareholders. Chairman of the Board and Executive Directors, Chairman
of Audit Committee, Director Nomination Committee and Remuneration Committee or members of such committees are available
at the AGM to answer shareholders’ questions. Separate resolutions are proposed at the AGM on each substantially separate issue,
including the election of directors.

Procedures for conducting a poll and the rights of shareholders demanding a poll are included in the circular despatched together

with the annual report to shareholders. The Bank'’s registrars is present at such meeting as a scrutineer to ensure that the proper
procedure is being followed.
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To the shareholders of Wing Hang Bank, Limited
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of Wing
Hang Bank, Limited (“the Bank”) set out on pages 51 to 178,
which comprise the consolidated and the Bank balance sheets
as at 31st December, 2007, and the consolidated income
statement, the consolidated statement of changes in equity and
the consolidated cash flow statement for the year then ended,
and a summary of significant accounting policies and other
explanatory notes.

Directors’ Responsibility for the Financial
Statements

The directors of the Bank are responsible for the preparation
and the true and fair presentation of these financial statements
in accordance with Hong Kong Financial Reporting Standards
issued by the Hong Kong Institute of Certified Public
Accountants and the Hong Kong Companies Ordinance. This
responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and the true and
fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial
statements based on our audit. This report is made solely to
you, as a body, in accordance with section 141 of the Hong
Kong Companies Ordinance, and for no other purpose. We do
not assume responsibility towards or accept liability to any other
person for the contents of this report.

We conducted our audit in accordance with Hong Kong
Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that we
comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance as to whether the financial
statements are free from material misstatement.
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An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to
fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation
and true and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by
the directors, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true
and fair view of the state of affairs of the Bank and of the Group
as at 31st December, 2007 and of the Group’s profit and cash
flows for the year then ended in accordance with Hong Kong
Financial Reporting Standards and have been properly prepared
in accordance with the Hong Kong Companies Ordinance.

KPMG
Certified Public Accountants

8th Floor, Prince’s Building
10 Chater Road

Central Hong Kong

18th March, 2008
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For the year ended 31st December, 2007

(Expressed in thousands of Hong Kong dollars unless otherwise stated)

Interest income
Interest expense

Net interest income

Other operating income

Net (losses)/gains from financial
instruments held for trading and
measured at fair value through
profit or loss

Non-interest income

Operating income
Operating expenses

Operating profit before impairment
losses and allowances charged on
loans and advances

Impairment losses and allowances
charged on loans and advances

Operating profit

Gains on revaluation of investment
properties and disposal of
tangible fixed assets

Gains on disposal of available-for-sale
financial assets

Share of net profits of associated
companies

Profit before taxation
Taxation

Profit after taxation

Profit attributable to:
Shareholders of the Bank
Minority interests

Profit after taxation

Dividends attributable to the year:

Interim dividend paid during the year

Underprovision of final dividend
in respect of the previous year

Final dividend proposed after
the balance sheet date

Earnings per share
Basic
Diluted

Dividends per share
Interim
Proposed final

18(e)

8&32

2007 2006
(EB%#)

(restated)

7,323,415 6,159,000
(4,905,881) (4,033,102)
2,417,534 2,125,898
1,120,427 793,717
(246,302) 17,832
874,125 811,549
3,291,659 2,937,447
(1,305,724) (1,074,369)
1,985,935 1,863,078
(1,530) (773)
1,984,405 1,862,305
204,932 54,222
39,708 13,773
115,178 50,951
2,344,223 1,981,251
(310,982) (319,138)
2,033,241 1,662,113
2,030,564 1,660,716
2,677 1,397
2,033,241 1,662,113
283,151 241,260
80 96
728,562 588,441
1,011,793 829,797
HK$ HK$

6.89 5.65

6.83 5.60

0.96 0.82

2.47 2.00

3.43 2.82

The notes on pages 56 to 178 form part of these financial statements.
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As at 31st December, 2007
(Expressed in thousands of Hong Kong dollars unless otherwise stated)

5T
Notes 2007 2006
(E3R)
(restated)
BE ASSETS
RE RFHIRITRIZE - RRIRTT Cash and balances with banks, central banks
N H Ath & RS IR and other financial institutions 13 3,306,767 2,253,725
TEHFHERTTRIZE « AR RIRTT Placements with banks, central banks and
REHAM S B TIE other financial institutions 14 28,942,740 27,525,225
B H5RE Trade bills 15 363,545 370,549
EEABEE Trading assets 16 1,034,757 738,392
AT EEFAERZ SR Financial assets measured at fair value
EE through profit or loss 17 6,700,285 5,382,956
BEPFERNHEAIRIE Advances to customers and other accounts 18(a) 76,775,985 60,704,258
FEZEHA RAHEESR Held-to-maturity and available-for-sale
BE financial assets 19 18,891,888 22,218,593
Bt A RIRE Investments in associated companies 21 298,189 197,906
BIREEEE Tangible fixed assets 22
— K& — Investment properties 286,898 258,390
—H ¥ - RS — Other properties, plants and equipment 1,742,570 1,635,398
kS Goodwill 23 1,306,430 847,422
Al el AR HRF 18 Current tax recoverable 7(c) 151 1,074
RIERIBEE Deferred tax assets 7(d) 7,057 16,679
BEE Total assets 139,657,262 122,150,567
BREZREE EQUITY AND LIABILITIES
RITRIZE - PRI|ITREAM S Deposits and balances of banks, central banks
Htg 2 F5 and other financial institutions 24 2,817,714 1,692,887
BEPER Deposits from customers 25 113,968,986 102,066,947
BTN Certificates of deposit issued 26 3,309,204 3,715,303
EEABRBE Trading liabilities 27 765,344 590,899
FERT AR 18 Current tax payable 7(0) 153,879 152,706
REFIEE E Deferred tax liabilities 7(d) 188,564 105,274
HAhBRIE R = Other accounts and provisions 28 2,286,646 1,981,978
®BEBE Subordinated liabilities 29 5,658,889 2,527,850
wmamE Total liabilities 129,149,226 112,833,844
&N Share capital 31 294,964 294,221
e Reserves 32 10,190,387 9,002,494
RRE S Shareholders’ funds 10,485,351 9,296,715
DEAR R R Minority interests 22,685 20,008
AR R B Total equity 10,508,036 9,316,723
wlRRER R EE Total equity and liabilities 139,657,262 122,150,567

ISR BEERFITHARH

Patrick Y B Fung

Chairman and Chief Executive

IxRE EEFRETTHARR
B EEHBRGETE
fA5eE BEFRUZE

Fo6AEF178A ZMHBAR AN BRER N —aFD °
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Frank J Wang Director and Deputy Chief Executive

Michael Y S Fung Director and Senior General Manager

Louis CW Ho Director and Secretary

The notes on pages 56 to 178 form part of these financial statements.
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As at 31st December, 2007

(Expressed in thousands of Hong Kong dollars unless otherwise stated)

B aE
Notes 2007 2006
(ER)
(restated)
ASSETS
Cash and balances with banks, central banks
and other financial institutions 13 1,976,792 1,691,086
Placements with banks, central banks and
other financial institutions 14 26,521,117 27,444,689
Trade bills 15 303,208 323,718
Trading assets 16 1,034,460 749,578
Financial assets measured at fair value
through profit or loss 17 6,700,285 5,382,956
Advances to customers and other accounts 18(a) 45,302,894 46,524,605
Amounts due from subsidiaries 15,271,307 7,285,939
Held-to-maturity and available-for-sale
financial assets 19 16,545,014 19,527,597
Investments in subsidiaries 20 3,113,060 682,707
Investments in associated companies 21 253,888 174,000
Tangible fixed assets 22
— Investment properties - 10,380
— Other properties, plants and equipment 1,045,065 1,116,282
Goodwill 23 847,422 847,422
Deferred tax assets 7(d) - 9,452
Total assets 118,914,512 111,770,411
EQUITY AND LIABILITIES
Deposits and balances of banks, central banks
and other financial institutions 24 1,175,558 1,673,424
Deposits from customers 25 89,332,555 81,184,068
Certificates of deposit issued 26 3,109,220 3,720,276
Trading liabilities 27 764,982 592,379
Current tax payable 7(c) 50,763 106,086
Deferred tax liabilities 7(d) 71,099 79,012
Other accounts and provisions 28 1,315,527 1,133,815
Amounts due to subsidiaries 12,285,232 16,100,651
Subordinated liabilities 29 3,123,142 -
Total liabilities 111,228,078 104,589,711
Share capital 31 294,964 294,221
Reserves 32 7,391,470 6,886,479
Total equity 7,686,434 7,180,700
Total equity and liabilities 118,914,512 111,770,411

Patrick Y B Fung

Chairman and Chief Executive

ITxRE EEFETTEHARE
h-Fad EEFEARABTE
A% EEFENE
F568 %

B Z MR AR Bk e —a#Bin o

Frank J Wang
Michael Y S Fung
Louis CW Ho

Director and Deputy Chief Executive
Director and Senior General Manager

Director and Secretary

The notes on pages 56 to 178 form part of these financial statements.
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For the year ended 31st December, 2007
(Expressed in thousands of Hong Kong dollars unless otherwise stated)

freE

Notes
Total equity as at 1st January

Unrealised (losses)/gains on revaluation

of available-for-sale financial assets

net of deferred tax 32
Gains transferred from investment revaluation

reserve to consolidated income statement

on disposal of available-for-sale financial assets 32
Unrealised gains on revaluation of

bank premises 32
Deferred tax credited/(charged) to bank premises

revaluation reserve 32
Effects of foreign exchange rate changes 32

Net (expenses)/income recognised directly
in equity
Net profit for the year

Total recognised income and expenses
for the year
Dividends declared and approved

during the year 32
Proceeds on shares issued under

Share Option Scheme 31 &32
Share premium under Employee

Incentive Plan 32
Shares issued in lieu of dividends 31 &32

Dividends paid to minority interests

Total equity as at 31st December

Total recognised income and expenses
for the year attributable to:
Shareholders of the Bank
Minority interests

2007 2006
9,316,723 8,338,051
(36,436) 14,378
(13,183) (11,890)
- 11,010
318 (1,440)
394 1,098
(48,907) 13,156
2,033,241 1,662,113
1,984,334 1,675,269
(871,672) (711,789)
3,982 6,327
13,870 12,365
60,799 -
- (3,500)
10,508,036 9,316,723
1,981,657 1,673,872
2,677 1,397
1,984,334 1,675,269

The notes on pages 56 to 178 form part of these financial statements.
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For the year ended 31st December, 2007

A& EEmORL), MAZIEEFEE Net cash (outflow)/inflow from operating activities

HEEE Investing activities
S ATIE A B A RN 2 bR A Payment for purchase of a subsidiary, net of
AzBe cash acquired
BAREZRIHAE R HIEES Purchase of held-to-maturity and
BhEE available-for-sale financial assets
HERERIRAZEE B kA # Sale and redemption of held-to-maturity and
HESRAEE available-for-sale financial assets
NS VTS g Dividends received from an associated company
T YNCIE = New loans to associated companies
B N R ERER Loan repaid by an associated company
VNI ENE T Purchase of properties and equipment
HEME K Sale of properties and equipment

EEEERBTRA (R ZREFHE

Net cash inflow/(outflow) from investing activities

AMEED Financing activities
BITIREAR Issue of subordinated liabilities
ﬁ%mﬂ%ﬁﬁ%’iﬁh Issue of new shares under Share Option Scheme
XAARE Dividends paid
A D BRI R Dividends paid to minority interests
Y REEBRBRE Interest paid on subordinated liabilities

A& EEmmA Cidl) 2IBEF5  Net cash inflow/(outflow) from financing activities
R hERREIEREE Increase in cash and cash equivalents

ReRFRRLHEANAIBE
EERE 22

Cash and cash equivalents at 1st January
Effects of foreign exchange rate changes

RelERBREBEEM2A3EE

ReRERRESEE 29

B RAFRIRTTRIZE R RIBIT
N E A& B K08

BAHEAR A31E AR E ‘J%Zmi@ﬁﬁﬁl
RITRZ ~ PRBITR
Hih & piET B

BARHAR A31E A AR 2 BT &S

Cash and cash equivalents at 31st December

Analysis of the balances of cash and cash equivalents

Cash and balances with banks, central banks and
other financial institutions

Placements with banks, central banks and other
financial institutions with an original maturity
within three months

Treasury bills with an original maturity within
three months

REKEEEEHRSRERRE Cash flows from operating activities included:
BUF B Interest received
B A Interest paid
2R B Dividend received

%568 1788 2 MR A B SR TR A — 261D o

(Expressed in thousands of Hong Kong dollars unless otherwise stated)

M aE

Notes

34(a)

34(b)

21
21

31

34(c)

2007 2006
(2,456,067) 10,343,333
(1,348,448) -
(2,849,001) (5,535,348)
6,409,888 1,927,217

42,000 -
(131,355) -
51,467 -
(425,790) (255,228)
469,862 82,918
2,218,623 (3,780,441)
3,104,204 -
3,982 6,327
(810,873) (711,789)
- (3,500)
(264,804) (134,029)
2,032,509 (842,991)
1,795,065 5,719,901
26,697,151 20,968,190
8,291 9,060
28,500,507 26,697,151
3,158,664 2,182,173
22,915,352 23,288,277
2,426,491 1,226,701
28,500,507 26,697,151
7,242,339 6,070,092
4,822,413 4,066,319
5,088 8,420

The notes on pages 56 to 178 form part of these financial statements.
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1.

For the year ended 31st December, 2007
(Expressed in thousands of Hong Kong dollars unless otherwise stated)

Principal activities
The Bank and its subsidiaries (together referred to as “the Group”) are
engaged in commercial banking and related financial services.

Principal accounting policies

(a)

Statement of compliance

These financial statements 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 financial statements also comply with the
applicable disclosure provisions of the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited (“the
Listing Rules”). A summary of the significant accounting policies
adopted by the Group is set out below.

The HKICPA has issued certain new and revised HKFRSs that
are first effective or available for early adoption for the current
accounting period of the Group and the Bank. Note 4 provides
information on the changes in accounting policies resulting from
initial application of these developments to the extent that they
are relevant to the Group for the current and prior accounting
periods reflected in these financial statements.
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2.

Principal accounting policies (Continued)

(b)

Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31st
December, 2007 comprise the Bank and its subsidiaries and the
Group's interest in associated companies. The measurement basis
used in the preparation of the financial statements is the historical
cost basis 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, measured at fair
value through profit or loss and available-for-sale (note

2()(in));
- investment property (note 2(1));

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

- other leasehold land and buildings, for which the fair
values cannot be measured separately at the inception of
the lease and the entire lease is classified as finance lease
(notes 2(I) and 2(m)).

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.
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2.

Principal accounting policies (Continued)

(9]

Subsidiaries and minority interests

Subsidiaries are entities controlled by the Group. Control exists
when the Group has the power to govern the financial and
operating policies of an entity so as to obtain benefits from
their activities. In assessing control, potential voting rights that
presently are exercisable are taken into account.

An investment in a subsidiary is consolidated into the consolidated
financial statements from the date that control commences until
the date that control ceases.

Intra-group balances and transactions and any unrealised profits
arising from intra-group transactions are eliminated in full in
preparing the consolidated financial statements. 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 represent the portion of the net assets of
subsidiaries attributable to interests that are not owned by the
Bank, whether directly or indirectly through subsidiaries, and
in respect of which the Group has not agreed any additional
terms with the holders of those interests which would result in
the Group as a whole having a contractual obligation in respect
of those interests that meet the definition of a financial liability.
Minority interests are presented in the consolidated balance sheet
within equity, separately from equity attributable to the equity
shareholders of the Bank. Minority interests in the results of the
Group are presented on the face of the consolidated income
statement as an allocation of the total profit or loss for the year
between minority interests and the equity shareholders of the
Bank.

Where losses applicable to the minority exceed the minority’s
interest 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 by the Group has been
recovered.

In the Bank's balance sheet, its investments in subsidiaries are
stated at cost less impairment losses, if any (note 2(p)).
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2.

Principal accounting policies (Continued)

(d)

(e)

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 financial statements 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. The consolidated income statement
includes the Group’s share of the post-acquisition, post-tax
results of the associated companies for the year, including
any impairment loss on goodwill relating to the investment in
associated companies recognised for the year (notes 2(e) and

2(p)).

When the Group’s share of losses exceeds its interest in the
associated company, 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 is the
carrying amount of the investment under equity method together
with the Group’s 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 profit or loss.

In the Bank’s balance sheet, its investments in associated
companies are stated at cost less impairment losses, if any (note

2(p))-

Goodwill

Goodwill represents the excess of the cost of a business
combination or an investment in an associated company over the
Group's interest in the net fair value of the acquiree’s identifiable
assets, liabilities and contingent liabilities.

Goodwill is stated at cost less any accumulated impairment
losses. Goodwill is allocated to cash-generating units and is
tested annually for impairment (note 2(p)). In respect of associated
companies, the carrying amount of goodwill is included in the
carrying amount of the interest in the associated companies.
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2.

Principal accounting policies (Continued)
Goodwill (Continued)

Any excess of the Group’s interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent liabilities

(e)

()

over the cost of a business combination or an investment in an

associated company is recognised immediately in the income

statement.

On disposal of a cash generating unit, or an associated company
during the year, any attributable amount of purchased goodwiill is

included in the calculation of the profit or loss on disposal.

Expenditure on internally generated goodwill and brand name is
recognised as an expense in the period in which it is incurred.

Financial instruments

0

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 of the financial
asset or issue of the financial liability. Transaction costs on
financial assets and financial liabilities at fair value through
profit or loss are expensed immediately.

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 or sale of
financial assets and financial liabilities at fair value through
profit or loss is recognised using trade date accounting.
Other financial assets and financial liabilities are recognised
using settlement date accounting. From these dates, any
gains and losses arising from changes in fair value of the
financial assets or financial liabilities at fair value through
profit or loss are recorded.
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2.

Principal accounting policies (Continued)

()

Financial instruments (Continued)

(ii)

Classification

Fair value through profit or loss

This category comprises financial assets and financial
liabilities held for trading, and those measured at fair value
through profit or loss upon initial recognition, but exclude
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.

The Group has the option to designate financial
instruments at fair value through profit or loss upon initial
recognition when:

- the assets or liabilities are managed, evaluated and
reported internally on a fair value basis;

- the designation eliminates or significantly reduces an
accounting mismatch which would otherwise arise;

- the asset or liability contains an embedded derivative
that significantly modifies the cash flows that would
otherwise be required under the contract; and the
separation of the embedded derivatives from the
financial instrument is not prohibited.

Financial assets and financial liabilities under this
category are carried at fair value and are not allowed
to be reclassified into or out of this category while held
or issued. Changes in the fair value are included in the
income statement 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 income statement.
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2.

Principal accounting policies (Continued)

()

Financial instruments (Continued)

(ii)

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 as 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
customers and placements with banks, central banks and
other 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 that are not
quoted in an active market. 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 losses, if any (note 2(p)).

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial
assets with fixed or determinable payments and fixed
maturity which 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,
if any (note 2(p)).
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2.

Principal accounting policies (Continued)

()

Financial instruments (Continued)

(ii)

(iii)

Classification (Continued)

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative
financial assets that are designated as available-for-sale
or are not classified in any of the other three categories
above. They include 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.

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 impairment losses and foreign exchange
gains and losses on monetary items such as debt securities
which are recognised in the income statement.

Investments in equity securities that do not have a quoted
market price in an active market and whose fair value
cannot be measured reliably, and derivatives that are linked
to and must be settled by delivery of such unquoted equity
securities are carried at cost less impairment losses, if any
(note 2(p)).

When the available-for-sale financial assets are sold, gains
or losses on disposal include the difference between
the net sale proceeds and the carrying value, and the
accumulated fair value adjustments which are released
from the investment revaluation reserve.

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.
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2.

Principal accounting policies (Continued)

()

Financial instruments (Continued)

(iii)

(iv)

(v)

Fair value measurement principles (Continued)

If there is no publicly available latest traded price nor a
quoted market price on a recognised stock exchange or
a price from a broker/dealer for non-exchange-traded
financial instruments, 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.

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.

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

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

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 set off the recognised
amounts and there is an intention to settle on a net basis,
or realise the asset and settle the liability simultaneously.
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2.

Principal accounting policies (Continued)

()

(9)

(h)

Financial instruments (Continued)

(vi)  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 income statement.

When the embedded derivative is separated, the host
contract is accounted for in accordance with note (ii)
above.

Repurchase and reverse repurchase transactions

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

Assets purchased under agreements to resell (reverse repurchase
agreements) are reported not as purchases of the assets, 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 are recognised as interest
income and interest expense respectively, over the life of each
agreement using the effective interest 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.
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2.

Principal accounting policies (Continued)

(h)

Hedging (Continued)

0

(ii)

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 income statement.

The hedging instrument is measured at fair value, with
fair value changes recognised in the income statement.
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 income statement to offset
the effect of the gain or loss on the hedging instrument.

When a hedging instrument expires or is sold, terminated
or exercised, the hedge no longer meets the criteria for
hedge accounting, or the Group revokes designation of
the hedge relationship, any adjustment up to that point,
to a hedged item for which the effective interest method
is used, is amortised to the income statement as part of
the recalculated effective interest rate of the item over its
remaining life.

Cash flow hedge

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 remeasurement of the
derivative financial instrument to fair value is recognised
directly in equity. The ineffective portion of any gain or loss
is recognised immediately in the income statement.

If the hedge of a forecast transaction subsequently results
in the recognition of a non-financial asset or non-financial
liability, the associated gain or loss is removed from equity
and included in the initial cost or other carrying amount of
the non-financial asset or liability.

If a hedge of a forecast transaction subsequently results in
the recognition of a financial asset or a financial liability,
the associated gain or loss is removed from equity and
recognised in the income statement in the same period or
periods during which the asset acquired or liability assumed
affects the income statement (such as when interest
income or expense is recognised).
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2.

Principal accounting policies (Continued)

(h)

Hedging (Continued)

(ii)

(iii)

Cash flow hedge (Continued)

For all other cash flow hedges, the associated gain or loss
is removed from equity and recognised in the income
statement in the same period or periods in which the
hedged cash flows affect the income statement.

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 income statement.

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 which 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
relationships, 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
must be 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)

0]

Revenue recognition
Provided it is probable that economic benefits will flow to the
Group and the revenue and costs, if applicable, can be measured

reliably, revenue is recognised in the income statement as follows:

0

(ii)

Interest income

Interest income for all interest-bearing financial instruments
is recognised in the income statement on an accruals basis
using the effective interest method.

The effective interest 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 is the rate that 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. Cash rebates granted in relation to
residual mortgage loans are capitalised and amortised to
the income statement over their expected life.

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

Fee and commission income

Fee and commission income is recognised in the income
statement 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.
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2.

Principal accounting policies (Continued)

0]

Revenue recognition (Continued)

(ii)

(iii)

(iv)

(v)

Fee and commission income (Continued)

Origination or commitment fees received/paid 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. When a loan commitment is
not expected to result in the draw-down of a loan, loan
commitment fees are recognised on a straight line basis
over the commitment period.

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. Commission
paid to dealers for acquisition of finance lease loans or
hire purchase contracts is included in the carrying value
of the assets and amortised to the income statement over
the expected life of the lease as an adjustment to interest
income.

Rental income from operating lease

Rental income received under operating leases is
recognised as other operating income in equal instalments
over the 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 income statement
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.

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 is
quoted ex-dividend.
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2.

Principal accounting policies (Continued)

)

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
income statement except to the extent that they relate to items
recognised directly in equity, in which case they are recognised in

equity.

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 prior years.

Deferred tax assets and liabilities arise from deductible and
taxable temporary differences respectively, being the differences
between the carrying amounts of assets and liabilities for financial
reporting purposes and their tax bases. 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 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. Any such deduction
is reversed to the extent that it becomes probable that sufficient
taxable profit will be available. Additional income taxes that
arise from the distribution of dividends are recognised when the
liability to pay the related dividends is recognised.

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 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.
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2.

Principal accounting policies (Continued)

(k)

U]

Translation of foreign currencies

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

Non-monetary assets and liabilities that are measured in terms of
historical cost in a foreign currency are translated into Hong Kong
dollars using the foreign 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 net realised and unrealised gains/losses on trading financial
instruments or financial instruments measured at fair value
through profit or loss. All other exchange differences relating
to monetary items are presented as gains/losses arising from
dealing in foreign currencies in the income statement. Differences
arising on translation of available-for-sale equity instruments are
recognised in reserves.

The results of overseas operation are translated into Hong Kong
dollars at the exchange rates approximating the foreign exchange
rates ruling at the dates of the transactions. Balance sheet items
are translated into Hong Kong dollars at the foreign exchange
rates ruling at the balance sheet date. The resulting exchange
differences are recognised directly in a separate component of
equity.

On disposal of an overseas operation, the cumulative amount
of the exchange differences recognised in equity which relate to
that overseas operation is included in the calculation of the profit
or loss on disposal.

Tangible fixed assets and depreciation

(i) Bank premises are stated in the balance sheet at cost or
at directors’ valuation, by reference to an independent
professional valuation, less accumulated depreciation and
impairment losses. In preparing these financial statements,
advantage has been taken of the transitional provisions
set out in paragraph 80A 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)
() Tangible fixed assets and depreciation (Continued)

(ii)

(iii)

(iv)

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 three
to ten 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 fifty years.

Investment properties are land and/or buildings which are
owned and/or held under a leasehold interest (note 2(m))
to earn rental income and/or for capital appreciation. 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 or from the retirement or disposal of investments
properties is recognised in the income statement.

(m) Finance and operating leases

An arrangement, comprising a transaction or a series of
transactions, is or contains a lease if the Group determines that
the arrangement conveys a right to use a specific asset or assets
for an agreed period of time in return for a payment or a series of
payments. Such a determination is made based on an evaluation
of the substance of the arrangement and is regardless of whether
the arrangement takes the legal form of a lease.

@)

(ii)

Classification of assets leased 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.

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”.
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).
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2.

Principal accounting policies (Continued)
(m) Finance and operating leases (Continued)

(n)

(i) Operating leases

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(I)(ii) except where the asset is classified as an
investment property. 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(i)(iv).

Where the Group has the use of assets held under
operating leases, payments made under the leases are
charged to the income statement 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 the income
statement as an integral part of the aggregate net lease
payments made. Contingent rentals are charged to the
income statement 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 (note 2(1)(iv)).

Repossessed assets

In the recovery of impaired loans and advances, the Group
may take possession 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. The Group does not hold the
repossessed assets for its own use.

Repossessed assets are recorded at the lower of their carrying

amount of the related loans and advances and fair value less
costs to sell at the date. They are not depreciated or amortised.
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2. Principal accounting policies (Continued)
(o) Financial guarantees issued, provisions and contingent
liabilities

0

(ii)

Financial guarantees issued

Financial guarantees are contracts that require the issuer (i.e.
the guarantor) to make specified payments to reimburse
the beneficiary of the guarantee (“the holder”) for a loss
the holder incurs because a specified debtor fails to make
payment when due in accordance with the terms of a debt
instrument.

Where the Group issues a financial guarantee to customers,
the fair value of the guarantee (being the guarantee
fees received) is initially recognised as deferred income
within other liabilities. Where the Bank issues a financial
guarantee to its subsidiaries, the fair value of the guarantee
is estimated and capitalised as the cost of investment in
subsidiaries and deferred income within “Other accounts

and provisions”.

The deferred income is amortised in the income statement
over the term of the guarantee as income from financial
guarantees issued. In addition, provisions are recognised
in accordance with note 2(o)(ii) if and when (1) it becomes
probable that the holder of the guarantee will call upon
the Group under the guarantee, and (2) the amount
of that claim on the Group is expected to exceed the
amount currently carried in other liabilities in respect of
that guarantee i.e. the amount initially recognised, less
accumulated amortisation.

Other provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain
timing or amount when the Group or Bank 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.
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2.

Principal accounting policies (Continued)

(p)

Impairment of assets

The carrying amount of the Group’s assets is reviewed at each
balance sheet date to determine whether there is objective
evidence of impairment. Objective evidence that financial assets
are impaired includes observable data that comes to the attention
of the Group about one or more of the following loss events
which has an impact on the future cash flows on the assets that
can be estimated reliably:

- significant financial difficulty of the issuer or borrower;

- a breach of contract, such as a default or delinquency in
interest or principal payments;

- it becoming probable that the borrower will enter
bankruptcy or other financial reorganisation;

- significant changes in the technological, market, economic
or legal environment that have an adverse effect on the
borrower;

- disappearance of an active market for financial assets
because of financial difficulties; and

- a significant or prolonged decline in the fair value of an
investment in an equity instrument below its cost.

If any such evidence exists, the carrying amount is reduced to
the estimated recoverable amount by means of a charge to the
income statement.

Impairment losses are written off against the corresponding assets
directly, except for impairment losses recognised in respect of
loans and receivables and held-to-maturity investments, which
are measured at amortised cost, whose recovery is considered
doubtful but not remote. In this case, the impairment losses
are recorded using an allowance account. When the Group
is satisfied that recovery is remote, the amount considered
irrecoverable is written off against loans and receivables or
held-to-maturity investments directly and any amounts held in
the allowance account relating to that borrower/investment
are reversed. Subsequent recoveries of amounts previously
charged to the allowance account are reversed against the
allowance account. Other changes in the allowance account and
subsequent recoveries of amounts previously written off directly
are recognised in the income statement.
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2.

Principal accounting policies (Continued)

(p)

Impairment of assets (Continued)

0

Loans and receivables

Impairment losses on 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 (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.

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 individual impairment allowance is based upon
management’s best estimate of the present value of the
cash flows which are expected to be received discounted
at the original effective interest rate. In estimating these
cash flows, management makes judgments about the
borrower’s financial situation and the net realisable value
of any underlying collateral or guarantees in favour of the
Group. Each impaired asset is assessed on its own merits.

In assessing the need for collective loan loss allowances,
management uses statistical modelling and considers
historical trends of factors such as credit quality, portfolio
size, concentrations, and economic factors. In order
to estimate the required allowance, the Group makes
assumptions both to define the way the Group models
inherent losses and to determine the required input
parameters, based on historical experience and current
economic conditions.
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2.

Principal accounting policies (Continued)

(p)

Impairment of assets (Continued)

0

(ii)

Loans and receivables (Continued)

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 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 income statement. A reversal
of impairment losses is limited to the loans and receivables’
carrying amount that would have been determined had no
impairment loss been recognised in prior years.

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

Loans and receivables with renegotiated terms are loans
that have been restructured due to deterioration in the
borrower’s financial position and where the Group has
made concessions that it would not otherwise consider.
Renegotiated loans and receivables are subject to ongoing
monitoring to determine whether they remain impaired or
overdue.

Held-to-maturity investments

Impairment on held-to-maturity investments is considered
at both individual and collective level. The individual
impairment allowance is 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, where the effect of
discounting is material.

All significant assets found not to be individually impaired
are then collectively assessed for any impairment that has
been incurred but not yet identified. Assets that are not
individually significant are then collectively assessed for
impairment by grouping together financial assets with
similar risk characteristics.
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2.

Principal accounting policies (Continued)

(p)

Impairment of assets (Continued)

(ii)

(iii)

Held-to-maturity investments (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
income statement. A reversal of impairment losses shall not
result in the asset’s carrying amount exceeding that which
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 the income statement. The amount
of the cumulative loss that is recognised in the income
statement 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 the income statement.

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 equity
securities and the estimated future cash flows, discounted
at the current market rate of return for a similar financial
asset where the effect of discounting is material.

Impairment losses recognised in the income statement
in respect of available-for-sale equity securities are not
reversed through the income statement. 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
the income statement.
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2.

Principal accounting policies (Continued)
Impairment of assets (Continued)

(p)

(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:

- tangible fixed assets (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).

- Recognition of impairment losses

An impairment loss is recognised in the income
statement 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.
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2.

Principal accounting policies (Continued)

(p)

(a)

Impairment of assets (Continued)

(iv)

(v)

Other assets (Continued)

- 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 income statement in the year in which the
reversals are recognised.

Interim financial reporting and impairment

Under the Listing Rules, the Group is required to prepare
an interim financial report in compliance with HKAS 34,
Interim financial reporting, in respect of the first six months
of the year. At the end of the interim period, the Group
applies the same impairment testing, recognition, and
reversal criteria as it would at the end of the year (notes
2(p)(i) to 2(p)(iv)).

Impairment losses recognised in an interim period in
respect of goodwill and available-for-sale equity securities
carried at cost are not reversed in a subsequent period. This
is the case even if no loss, or a smaller loss, would have
been recognised had the impairment been assessed only at
the end of the year to which the interim period relates.

Related parties
For the purposes of these financial statements, a party is

considered to be related to the Group if:

0

(ii)

(iii)

the party has the ability, directly or indirectly through one
or more intermediaries, to control the Group or exercise
significant influence over the Group in making financial
and operating policy decisions, or has joint control over the
Group;

the Group and the party are subject to common control;

the party is an associated company of the Group;
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2.

Principal accounting policies (Continued)

(a)

(r)

Related parties (Continued)

(iv)  the party is a member of key management personnel of
the Group or the Group's parent, or a close family member
of such an individual, or is an entity under the control, joint
control or significant influence of such individuals;

(v)  the party is a close family member of a party referred to in (i)
or is an entity under the control, joint control or significant
influence of such individuals; or

(vi)  the party is a post-employment benefit plan which is for
the benefit of employees of the Group or of any entity that
is a related party of the Group.

Close family members of an individual are those family members
who may be expected to influence, or be influenced by, that
individual in their dealings with the entity.

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.

In accordance with the Group’s internal reporting system, the
Group has chosen business segment information as the primary
reporting format and geographical segment information as the
secondary reporting format for the purposes of these financial
statements.

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 entities
of the Group 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.
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2. Principal accounting policies (Continued)

(s)

(®

Cash and cash equivalents

Cash and cash equivalents comprise cash and balances with
banks, central 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, central 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 purposes of the cash flow statement.

Employee benefits

(i) 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.

(i) Contributions to Mandatory Provident Funds as required
under the Hong Kong Mandatory Provident Funds Scheme
Ordinance are recognised as an expense in the income
statement when incurred.

(i) When the Group grants employees options to acquire
shares of the Bank, the considerations received are
recognised in the balance sheet 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 income statement and credited to shareholders’ funds
between the grant date and the vesting date. When the
options are exercised, shareholders’ funds are increased by
the amount of the proceeds and consideration received.

(ivy  When the Group grants employees awards to acquire
shares of the Bank under the Employee Incentive Plan
("EIP"). The fair value of the awards is measured at the
grant date and is charged to the income statement 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 income statement as bonus expenses
on an accruals basis.
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3.

Accounting estimates and judgements

Notes 22, 23, 38 and 39 contain information about the assumptions
and their risk factors relating to valuation of investment property,
goodwill impairment, fair value of share options granted and fair value
of financial instruments. Other key sources of estimation uncertainty are
as follows:

(@) Key sources of estimation uncertainty

Impairment losses

(i) Loans and advances
Loan portfolios are reviewed periodically to assess whether
impairment losses exist. 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 is described in accounting policy (note2(p)). If
management has determined, based on their judgement,
that objective evidence of impairment exists, expected
future cash flows are estimated 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.

(i) Available-for-sale equity securities
The Group determines that available-for-sale equity
securities are impaired when there has been a significant
or prolonged decline in the fair value below cost. The
determination of when a decline in fair value below cost
is not recoverable within a reasonable time period is
judgmental by nature, so profit and loss could be affected
by differences in this judgement.

(b) Critical accounting judgements in applying the Group’s
accounting policies
Certain critical accounting judgements in applying the Group's
accounting policies are described below.

(i) Held-to-maturity investments
The Group classifies non-derivative financial assets with
fixed or determinable payments and fixed maturity and
where the Group has a positive intention and ability to hold
to maturity as held-to-maturity investments. In making this
judgement, the Group evaluates its intention and ability to
hold such investments till maturity.
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3.

Accounting estimates and judgements
(Continued)
(b) Critical accounting judgements in applying the Group’s
accounting policies (Continued)
(i) Held-to-maturity investments (Continued)
If the Group fails to hold these investments to maturity
other than for certain specific circumstances, the Group will
have to reclassify the entire portfolio of held-to-maturity
investments as available-for- sale, as such class is deemed
to have been tainted.

This would result in held-to-maturity investments being
measured at fair value instead of at amortised cost.

(i) Investment property
The Group has temporarily sub-let certain vacant properties
but has decided not to treat the properties as investment
properties because it is not the Group’s intention to hold
the properties in the long-term for capital appreciation or
rental income. Accordingly, the properties has still been
treated as a building held for own use.

Changes in accounting policies

The HKICPA has issued a number of new and revised HKFRSs and
Interpretations that are first effective or available for early adoption for
the current accounting period of the Bank and the Group.

There have been no significant changes to the accounting policies
applied in these financial statements for the years presented as a result
of these developments. However, as a result of the adoption of HKFRS
7, Financial instruments: Disclosures and the amendment to HKAS 1,
Presentation of financial statements: Capital disclosures, there have
been some additional disclosures provided as follows:

As a result of the adoption of HKFRS 7, the financial statements include
expanded disclosure about the significance of the Group’s financial
instruments and the nature and extent of risks arising from those
instruments, compared with the information previously required to be
disclosed by HKAS 30, Disclosures in the financial statements of banks
and similar financial institutions, and HKAS 32, Financial instruments:
Disclosure and presentation. These disclosures are provided throughout
these financial statements, in particular in note 37.

The amendment to HKAS 1 introduces additional disclosure
requirements to provide information about the level of capital and the
Bank’s and the Group's objectives, policies and processes for managing
capital. These new disclosures are set out in note 37(e).
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Changes in accounting policies (Continued)
Both HKFRS 7 and the amendment to HKAS 1 do not have any material
impact on the classification, recognition and measurement of the
amounts recognised in the financial instruments.

Apart from the foregoing, there has been a change in the presentation
of the financial statements (HKAS 1, Presentation of financial
statements).

(a)

Presentation of operating income

With effect from 1st January, 2007, interest income and interest
expense arising from all trading financial instruments and
financial instruments measured at fair value through profit or
loss are reported in “interest income” and “interest expense”
respectively instead of under “net interest income on financial
instruments held for trading and measured at fair value through
profit and loss” in the consolidated income statement. The
change has been made principally to match the interest expense
arising from trading liabilities and liabilities measured at fair value
through profit or loss with the interest income from non-trading
assets.

In addition, net gains from financial instruments held for trading
and measured at fair value through profit or loss are reported
separately in the consolidated income statement instead of
grouped under “Other operating income” in the consolidated
income statement.

The above changes in presentation facilitate the comparison

of the Group’s net interest income, net interest margin and
operating income with peer banks in Hong Kong.
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(a)

(b)

SHREZEWA (R)

4. Changes in accounting policies (Continued)
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Interest income
Interest expense

(a)

Presentation of operating income (Continued)

Comparative figures for the year ended 31st December, 2006
have been reclassified to conform with the current year's

presentation as follows:

Net interest income on financial
instruments held for trading and
measured at fair value
through profit or loss

Net interest income

Other operating income
Net gains from financial
instruments held for trading

and measured at fair value

through profit or loss

Non-interest income

Operating income

SRBFES R ERFRRITRIERR
B & M —18 A 282 T B eR
TREFED R FHEEFMAKRE
N[ EMEHERITRZE - hRBJITRE
i S BB IR B TR - MIr3FLn
NEREGaEEABRIEERBRZ
[REREFRIRITRZE - PRIFITRE
SRR FEI A TR - EREE
TEARBERARITZEERBERAR

HEBRITAEELLLE -

(b)

P

8,/ (R2)

a7

WS RIS Effect of increase/
As previously (decrease) in profit e
reported for the year As restated
5,818,646 340,354 6,159,000
(3,899,913) (133,189) (4,033,102)
1,918,733 207,165 2,125,898
207,165 (207,165) -
2,125,898 - 2,125,898
811,549 (17,832) 793,717
- 17,832 17,832
811,549 - 811,549
2,937,447 - 2,937,447

Presentation of treasury bills and placements with banks

Treasury bills and placements with banks maturing within one
month are reported in “Held-to-maturity investments” and
“Placements with banks, central banks and other financial

institutions” respectively instead of under “Cash and balances

with banks, central banks and other financial institutions” in
the consolidated balance sheet and balance sheet. The change
has been made to facilitate comparison of the Group’s and the
Bank’s balance sheet items with peer banks in Hong Kong.
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(b)

4. Changes in accounting policies (Continued)

SHRBFESREHEHRBITRERE (b)

(48)

e RFHIRITRIZE - Cash and balances with
RRERTT R EAL banks, central banks and
S R SR other financial institutions

TE BT IR TR ZE Placements with banks,
PR ERIT R EAM central banks and other
© IR R financial institutions

HEZEEHE R Held-to-maturity and
AHHESMEE available-for-sale

financial assets

BE RFHIRTTRIZE Cash and balances with
FRERTT R EAL banks, central banks and
TR RUR other financial institutions

TEHFRERTTRIZE - Placements with banks,
FRRERTT R EAM central banks and other
& RMIE R financial institutions

HEZEHE R Held-to-maturity and
AHEESREE available-for-sale

financial assets

AN W AR A E AT ET HAM R AR
ZHRT AR R (2 BT E40) -

Presentation of treasury bills and placements with banks

(Continued)

KFIRITEE
The Group
BEXRA

s,/ (R2)
-7

Effect of increase/

SRR (decrease) in
As previously consolidated e
reported balance sheet As restated
28,785,949 (26,532,224) 2,253,725
3,677,234 23,847,991 27,525,225
19,534,360 2,684,233 22,218,593
51,997,543 - 51,997,543

KFIRIT

The Bank

BEBBERA

#m,/ Cfd)

a7

eI E Effect of increase/
As previously (decrease) in g
reported balance sheet As restated
26,124,387 (24,433,301) 1,691,086
3,608,960 23,835,729 27,444,689
18,930,025 597,572 19,527,597
48,663,372 - 48,663,372

The Group had not applied any new standard or interpretation
that is not yet effective for the current accounting period (see

note 40).
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5. Operating profit

(a) Interestincome

Interest income arising from:
— financial assets not measured at fair value
through profit or loss
— trading assets
— financial assets measured at fair value
through profit or loss

of which:
— interest income from listed investments
— interest income from unlisted investments
— interest income from impaired financial assets

2007 2006
(EHR)

(restated)

6,899,527 5,818,646
138,261 100,704
285,627 239,650
7,323,415 6,159,000
491,734 389,242
1,049,745 901,670
17,490 19,124

The above interest income from impaired financial assets includes

interest income on unwinding of discount on loan impairment
loss of HK$9,281,000 (2006: HK$2,672,000) (note 18(e)) for the

year ended 31st December, 2007.

(b) Interest expense

Interest expense arising from:
— financial liabilities not measured at fair value
through profit or loss
— trading liabilities
— financial liabilities measured at fair value
through profit or loss

of which:

— interest expense from certificates of deposit
issued repayable within 5 years

— interest expense from deposits from
customers

— interest expense from deposits and balances
of banks, central banks and other
financial institutions

— interest expense from subordinated liabilities
(note 34(a))

2007 2006
(E3R)

(restated)

4,651,338 3,899,913
33,066 22,870
221,477 110,319
4,905,881 4,033,102
183,307 192,326
4,220,039 3,575,234
193,783 95,552
264,804 134,029
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5. Operating profit (Continued)

(c) Other operating income

Fees and commissions
Credit commission and fees
Credit card related fees
Trade related fees
Insurance commission
Stockbroking fees
Trust fees
Wealth management fees
Other fees and commission income
Less: Fees and commission expenses

Gains arising from dealing in foreign currencies
(note 5(e))

Gains on other dealing activities (note 5(e))

Dividend income from unlisted available-for-sale
financial assets

Dividend income from listed available-for-sale
financial assets

Dividend income from listed trading investments

Rental income from investment properties less
direct outgoings of HK$589,000
(2006: HK$587,000)

Others

of which:

Net fee and commissions, other than amounts
included in determining the effective interest
rate, arising from financial instruments that are
not held for trading nor measured at fair value
— fees and commissions income
— fees and commissions expenses

2007 2006
(EHR)
(restated)
147,416 106,413
104,182 82,231
83,555 83,827
58,348 53,435
254,105 105,433
44 12
123,916 79,496
148,536 119,137
(61,783) (35,993)
858,319 593,991
206,114 165,832
2,569 4,077
4,555 7,405
238 483
402 314
14,245 12,764
33,985 8,851
1,120,427 793,717
257,364 216,448
(23) (19)
257,341 216,429

(d) Net (losses)/gains from financial instruments held for
trading and measured at fair value through profit or loss

Net realised and unrealised gains on trading
financial instruments (note 5(e))

Net realised and unrealised losses on financial
instruments measured at fair value through
profit or loss

2007 2006

89,744 77,312
(336,046) (59,480)

(246,302) 17,832
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5. Operating profit (Continued)

(e) Net trading income

Gains arising from dealing in foreign currencies

(note 5(0))

Gains on other dealing activities (note 5(c))
Net realised and unrealised gains on trading

financial instruments (note 5(d))

(f)  Operating expenses

Staff costs
Salaries and other staff costs
Retirement benefit costs (note 38(a))
EIP costs (note 34(a))

Premises and equipment expenses,
excluding depreciation
Depreciation (notes 22, 34(a) & 35(a))

Auditors’ remuneration
Audit services

Tax services
Other services

Others

6. (a)

disposal of tangible fixed assets

Unrealised revaluation gains of
investment properties

Net gains on disposal of tangible fixed assets

2007 2006
206,114 165,832
2,569 4,077
89,744 77,312
298,427 247,221
2007 2006
780,500 661,355
48,807 40,467
13,870 12,365
843,177 714,187
143,934 116,211
90,516 81,242
4,435 3,380
623 584
3,317 50
8,375 4,014
219,722 158,715
1,305,724 1,074,369

Gains on revaluation of investment

properties and

2007 2006
53,448 15,568
151,484 38,654
204,932 54,222
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6. (b

Net unrealised gains transferred from investment
revaluation reserve (note 32)

Gains on disposal of available-for-sale financial
assets

7. Taxation

Gains on disposal of available-for-sale financial assets

2007 2006
13,183 11,890
26,525 1,883
39,708 13,773

(a) Taxation in the consolidated income statement represents:

Current tax — Provision for Hong Kong profits tax
Provision for the year
Overprovision in respect of prior years

Current tax — Provision for overseas tax
Provision for the year
Overprovision in respect of prior years

Deferred taxation
Origination and reversal of temporary
differences

2007 2006
283,454 284,091
(33,163) (13,805)
250,291 270,286

54,138 45,821

(211) 2)

53,927 45,819

6,764 3,033

310,982 319,138

The provision for Hong Kong profits tax is calculated at 17.5%
(2006: 17.5%) of the Group's estimated assessable profits for
the year ended 31st December, 2007. The provision for overseas

taxation is provided at the appropriate current rates of taxation

ruling in the countries in which the relevant units of the Group

operate.
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HIE (&) 7. Taxation (Continued)
(b) BEIHREABAREZETREFE (b) Reconciliation between tax expenses and accounting profit
B : at applicable tax rates:
2007 % 2006 %
BT AT & A Profit before tax 2,344,223 100.00 1,981,251 100.00
REBBIKEAFISHE  Notional tax on profit before
FTERBIATREFE tax, calculated at the rates
BEVIE applicable to profits in
the countries concerned 384,465 16.39 330,010 16.66
N HRFAS 2 IR E  Tax effect of non-deductible
expenses 21,133 0.90 16,143 0.81
JEFERRTIW S 2 FIIEZE  Tax effect of non-taxable revenue (43,706) (1.86) (37,330) (1.88)
KRIERHAFERARIB 2 Tax effect of unused tax losses
MBS E not recognised 660 0.03 2,632 0.13
Hth Others (18,196) 0.77) 21,490 1.09
FFEFEEBBT Overprovision in respect of
prior years (33,374) (1.42) (13,807) (0.70)
310,982 13.27 319,138 16.11
() TFIEIRENZRPHE (c) Current tax recoverable and payable
BEBERN ARG K& ERNAERTIE The components of current tax recoverable and payable in the
ZHEREMD T balance sheets are as follows:
KFHRITEE KFERIT
The Group The Bank
2007 2006 2007 2006
AU Bl A HR B TE Current tax recoverable
BBFETEE Provision for Hong Kong
profits tax 151 1,074 - -
FERTZNBRRR 18 Current tax payable
BENISTIAEE Provision for Hong Kong
profits tax 223,286 273,970 134,845 236,159
BEHAEH Provisional profits tax paid (111,903) (158,486) (84,082) (132,799)
111,383 115,484 50,763 103,360
BN IR Provision for overseas tax 42,496 37,222 - 2,726
153,879 152,706 50,763 106,086

A AT [B] K 5 A BT TR TR HAR — 47

3
NEEE ©

within one year.

All current tax recoverable and payable are expected to be settled
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At 1st January, 2007
Addition through
acquisition of
a subsidiary
Charged / (credited)
to consolidated
income statement
Credited to reserves

At 31st December, 2007

At 1st January, 2006
Charged / (credited)
to consolidated

income statement
Charged to reserves

At 31st December, 2006

7. Taxation (Continued)

(d) Deferred tax assets and liabilities recognised
The components of deferred tax (assets)/liabilities recognised in
the balance sheets and the movements during the year are as
follows:
KFRIER
The Group
2007
HREE BEAfH
nEH HEZ  ERCEE
nERHE tREE HEER
Depreciation Revaluation Collective
allowances in of available- ~ impairment
excess of BiNE forsale  allowances
related  Revaluation financial ~ for loans and REEE 00 EH)
depreciation  of properties assets advances Tax losses Others Total
28,862 81,334 2,984 (20,117) (3,010) (1,458) 88,595
105,027 - - (6,224) (1,749) - 97,054
(17,648) 6,593 - 17,582 1,604 (1,367) 6,764
- (318) (10,588) - - - (10,906)
116,241 87,609 (7,604) (8,759) (3,155) (2,825) 181,507
KFHRTEE
The Group
2006
HREE BRI
&R HEZ  EFCEE
nEHE ERAE HEER
Depreciation Revaluation Collective
allowances in of available- impairment
excess of EiNE forsale  allowances
related  Revaluation financial ~ for loans and HBER it &t
depreciation  of properties assets advances Tax losses Others Total
30,755 84,818 2,446 (31,758) (2,540) (137) 83,584
(1,893) (4,924) - 11,641 (470) (1,321) 3,033
- 1,440 538 - - - 1,978
28,862 81,334 2,984 (20117) (3,010) (1,458) 88,595
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7. Taxation (Continued)

(d) Deferred tax assets and liabilities recognised (Continued)
KFHRT
The Bank
2007
BRERE EZIE
ER HEZ R ER
FEREE tREE B
Depreciation Revaluation Collective
allowances in of available- impairment
excess of EiEWE for-sale allowances
related Revaluation finandial for loans and Hit At
depreciation of properties assets advances Others Total
At 1st January, 2007 23,321 68,546 2,871 (23,720) (1,458) 69,560
Transfer to a subsidiary 173 - - 7,821 1,458 9,452
Charged/(credited) to
income statement 3,669 (1,257) - 768 - 3,180
Credited to reserves - (318) (10,775) - - (11,003)
At 31st December,
2007 27,163 66,971 (7,904) (15,131) - 71,099
KFHRT
The Bank
2006
el EZRE
ER HEZ ERER
FERHE tREE AEEE
Depreciation Revaluation Collective
allowances in of available- impairment
excess of Rty for-sale allowances
related Revaluation financial for loans and Hftp EH
depreciation of properties assets advances Others Total
At 1st January, 2006 25,536 69,404 2,443 (31,474) (137) 65,772
Charged/(credited) to
income statement (2,215) 347 - 7,754 (1,321) 4,565
(Credited)/charged
to reserves - (1,205) 428 - - (777)
At 31st December,
2006 23,321 68,546 2,871 (23,720) (1,458) 69,560
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BiTE () 7.

(d)

Taxation (Continued)

ERRAZELEHREBEEREGE(E) (d) Deferred tax assets and liabilities recognised (Continued)
KFIRITEE XFERIT
The Group The Bank
2007 2006 2007 2006
NEEBBERANERZ  Net deferred tax assets recognised
FEERIB A E on the balance sheets (7,057) (16,679) - (9,452)
REEBBRAER Net deferred tax liabilities
FELERIBEEE recognised on the balance
sheets 188,564 105,274 71,099 79,012
181,507 88,595 71,099 69,560

RBTIRRERF 2R

KIBTHRRES 2B FMFPFTEBE
1,349,638,000 L (Z T T XN F : B ¥
1,242,954,0007T ) R AR 1T 2 B B R = N i
E.E °

IR
(@ FFERE

1£294,949,380/ (=TT F -
294,220,500/%) 2 & H&LE N
BEEMRIRE 2 P HIR B FR
BH0.96 L ( —ZFENF ¢
7E150.827T)

REEF 2 REIRE

294,964,380/ (Z T/ F ¢
294,220,500%) z i@kt & -
GHEEABRAEREERY
REARR B FRREE2.477C
(ZZZTRF - BkE2.007T)

EEERBERGEERAREIR Z R
B YAREBERGEREEARRARA

&

(b) REARERIRKEZEFESRE

1£294,260,500% (= Z TR F -
294,080,500% ) 2 E@RATE
REFRUE R FNIRE 2 RHRR B
BB 2.007T(ZTT/NF -
EI51.607T)

8. Profit attributable to the shareholders of the

Bank

The profit attributable to the shareholders of the Bank includes an
amount of HK$1,349,638,000 (2006: HK$1,242,954,000) which has

been dealt with in the financial statements of the Bank.

9. Dividends

(a) Dividends attributable to the year

2007 2006
Interim dividend declared and paid of
HK$0.96 (2006: HK$0.82) per ordinary share
on 294,949,380 shares
(2006: 294,220,500 shares) 283,151 241,260
Underprovision of final dividend in respect of
the prior year 80 96
Final dividend proposed after the balance sheet
date of HK$2.47 (2006: HK$2.00) per
ordinary share on 294,964,380 shares
(2006: 294,220,500 shares) 728,562 588,441
1,011,793 829,797

The final dividend proposed after the balance sheet date has not been

recognised as a liability at the balance sheet date.

(b) Dividends attributable to the previous year, approved and

paid during the year

2007
Final dividend in respect of the prior year,
approved and paid during the year, of
HK$2.00 (2006: HK$1.60) per ordinary share
on 294,260,500 shares
(2006: 294,080,500 shares) 588,521

2006

470,529
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10. Directors’ emoluments
Directors’ emoluments disclosed pursuant to Section 161 of the Hong
Kong Companies Ordinance are as follows:

2007
ek
Hiniig BikE PARR (D
EEikn Salaries fR bz B
Directors’  and other Pension  Performance Nt Share-based A
fee  emoluments contributions bonuses Sub-total payments Total
Chairman
Patrick Y B Fung 329 6,435 726 9,124 16,614 3,845 20,459
Executive directors
Frank J Wang 165 3,765 417 5,969 10,316 2,331 12,647
Michael Y S Fung 165 3,219 362 4,562 8,308 1,923 10,231
Louis C W Ho 165 1,713 193 990 3,061 48 3,109
Non-executive directors
Aloysius H'Y Tse 150 287 - - 437 - 437
Ambrose H C Lau 150 - - - 150 - 150
Andrew M Gordon 150 150 - - 300 - 300
Cheng Hon Kwan 150 170 - - 320 - 320
Kenneth A Lopian 150 - - - 150 - 150
Simon K'Y Lee 194 170 - - 364 - 364
Tung Chee Chen 150 - - - 150 - 150
Total 1,918 15,909 1,698 20,645 40,170 8,147 48,317
2006
ek
Hiniie Bike PARR (D
308 Salaries s TeAT B
Directors’  and other Pension  Performance /Nt Share-based B
fee  emoluments contributions bonuses Sub-total payments Total
Chairman
Patrick Y B Fung 229 5,720 660 7,573 14,182 3,845 18,027
Executive directors
Frank J Wang 115 2,700 - 4,956 7,771 2,331 10,102
Michael Y S Fung 115 2,874 331 3,786 7,106 1,923 9,029
Louis C W Ho 115 1,609 186 824 2,734 43 2,782
Non-executive directors
Aloysius H'Y Tse 100 89 - - 189 - 189
Ambrose H C Lau 100 - - - 100 - 100
Andrew M Gordon 100 50 - - 150 - 150
Cheng Hon Kwan 100 50 - - 150 - 150
David Drabkin 100 - - - 100 - 100
Kenneth A Lopian 100 - - - 100 - 100
Simon K'Y Lee 100 50 - - 150 - 150
Tung Chee Chen 100 - - - 100 - 100
Total 1,374 13,142 1,177 17,139 32,832 8,147 40,979

A AR B TR B AN SR 2 SRR At 8 K%
EEREIEE I BRERREE Y AT (E
B FECIRESSREE AR IE
T8I K [ & 8 82EET 3 A -

The above share-based payments are fair value of share options
and awards granted under the Group’s Share Option Scheme and
EIP. The details of these benefits in kind are disclosed under “Share
Option Scheme” and “Employee Incentive Plan” in the “Report of the
Directors”.
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11. Executives’ emoluments

The five highest paid individuals include three (2006: three) directors,
details of whose emoluments are set out in note 10. The emoluments

of the remaining two (2006: two) individuals are as follows:

2007 2006

Salaries and other emoluments 4,528 4,107
Pension contributions 514 472
Performance bonuses 4,329 3,351
Share-based payments 734 880
10,105 8,810

The emoluments of the two (2006: two) executives are within the

following band:

2007 2006

TTERAB AR TTERAB A%

Number of Number of

executives executives

HK$5,000,001 — HK$5,500,000 1 -
HK$4,500,001 — HK$5,000,000 1 -
HK$4,000,001 — HK$4,500,000 - 2
2 2

12. Earnings per share

The calculation of basic earnings per share is based on profit
attributable to the Bank’s shareholders of HK$2,030,564,000 (2006:
HK$1,660,716,000) and on the weighted average number of ordinary
shares of 294,667,699 shares (2006: 294,126,856 shares) in issue

during the year.

2007
BREEITTZ
RHE B
Number of
shares of
HK$1.00 each

2006
BRABEITZ
AR1DE B
Number of
shares of
HK$1.00 each

Issued ordinary shares at 1st January 294,220,500 294,020,500
Effect of shares issued in lieu of dividends 392,884 -
Effect of share option exercised 54,315 106,356
Weighted average number of

ordinary shares used in calculating

basic earnings per share 294,667,699 294,126,856
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12. Earnings per share (Continued)
The calculation of diluted earnings per share is based on profit
attributable to the Bank’'s shareholders of HK$2,030,564,000 (2006:
HK$1,660,716,000) and on the weighted average number of ordinary
shares of 297,440,581 shares (2006: 296,657,181 shares) in issue
during the year after adjustment for the effects of all dilutive potential
ordinary shares of 2,772,882 shares (2006: 2,530,325 shares).

2007 2006
BRBE 1T BRBE 1T
ZRHEE Z A
Number of Number of
shares of shares of
HK$1.00 each HK$1.00 each
Weighted average number of
ordinary shares used in calculating
basic earnings per share 294,667,699 294,126,856
Deemed exercise of Share Option Scheme 601,595 504,647
Deemed exercise of EIP 2,171,287 2,025,678
Weighted average number of
ordinary shares used in calculating
diluted earnings per share 297,440,581 296,657,181

13. Cash and balances with banks, central banks

R EME BB RIE and other financial institutions

KFIRITEE KFRIT

The Group The Bank
2007 2006 2007 2006
(E#HR) (BE#R)
(restated) (restated)
BE &R Cash balances 595,500 446,035 298,643 241,618
FH R IRTT Balances with central banks 1,338,476 387,073 607,808 143,744
FRERTTRIZE Balances with banks 1,372,791 1,420,617 1,070,341 1,305,724

EHFBRITEIE » PRI|ITR

3,306,767 2,253,725 1,976,792 1,691,086

14. Placements with banks, central banks and

Hitt & mdEsE other financial institutions
XFIRITEE KZERTT
The Group The Bank
2007 2006 2007 2006
(E#R) (EHR)
(restated) (restated)
T HERTTRI % Placements with banks 28,942,740 27,525,225 26,521,117 27,444,689
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15. Trade bills

KXFIRITERE KT ERIT
The Group The Bank
2007 2006 2007 2006
Trade bills 365,324 375,189 304,986 328,352
Individual impairment allowances
for impaired loans and
advances (note 18(e)) (1,503) (4,355) (1,503) (4,355)
Collective impairment allowances
for loans and advances
(note 18(e)) (276) (285) (275) (279)
363,545 370,549 303,208 323,718
16. Trading assets
KFIRITEE KFERIT
The Group The Bank
2007 2006 2007 2006
Debt securities:
Listed in Hong Kong 119,928 115,220 119,928 115,220
Unlisted 206,369 - 206,369 -
326,297 115,220 326,297 115,220
Equity securities listed in
Hong Kong 33,393 18,482 27,237 13,525
Total trading securities 359,690 133,702 353,534 128,745
Positive fair values of derivative
financial instruments held for
trading (note 33(b)(ii)(2)) 675,067 604,690 680,926 620,833
1,034,757 738,392 1,034,460 749,578

AR5

HK$7,689,000 (2006: HK$16,990,000).

Trading securities analysed by counterparty are as follows:

Trading assets of the Bank include positive fair values of derivative
financial instruments transacted with a subsidiary amounting to

KFIRITEE KFERIT

The Group The Bank
2007 2006 2007 2006

Issued by:

Sovereigns 80,678 - 80,678 -
Public sector entities 450 304 423 298
Banks 139,770 15,901 137,003 13,525
Corporates 138,792 117,497 135,430 114,922
359,690 133,702 353,534 128,745
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(BF3E18(e)

B BEREER

(BF3E18(e))

EPEHFHE

RITREZER
AEREFPRE

FEET LB K H AR BRI

rhABITESRmTA

ZIERF(EE

(M3E33(b)iN(1))

100

through profit or loss

Debt securities:
Listed in Hong Kong
Listed outside Hong Kong
Unlisted

17. Financial assets measured at fair value

KFRITEE KFIRIT
The Group The Bank
2007 2006 2007 2006
- 54,684 - 54,684
718,829 697,448 718,829 697,448
5,981,456 4,630,824 5,981,456 4,630,824
6,700,285 5,382,956 6,700,285 5,382,956

counterparty are as follows:

Issued by:
Public sector entities
Banks
Corporates

Financial assets measured at fair value through profit or loss analysed by

KFRITEE KT ERIT

The Group The Bank
2007 2006 2007 2006
518,110 502,692 518,110 502,692
3,007,038 2,379,167 3,007,038 2,379,167
3,175,137 2,501,097 3,175,137 2,501,097
6,700,285 5,382,956 6,700,285 5,382,956

18. Advances to customers and other accounts

(a)

Gross advances to customers
Individual impairment
allowances for impaired

loans and advances (note 18(e))

Collective impairment
allowances for loans
and advances (note 18(e))

Net advances to customers

Advances to banks

Customer liability under
acceptances

Accrued interest and
other accounts

Positive fair values of
derivative financial
instruments held for
hedging (note 33(b)ii)(1))

Advances to customers and other accounts

KT RITEE KT ERIT

The Group The Bank
2007 2006 2007 2006
74,573,779 58,638,237 44,134,211 45,204,201
(105,976) (92,317) (67,959) (70,016)
(135,987) (168,717) (74,162) (146,411)
74,331,816 58,377,203 43,992,090 44,987,774
93,920 47,539 - 47,539
521,042 417,531 410,418 375,476
1,828,424 1,854,565 899,603 1,106,396
783 7,420 783 7,420
76,775,985 60,704,258 45,302,894 46,524,605




18. EFEM R HAARE (&)

(b)

18. Advances to customers and other accounts

(Continued)
BEFERITESE (b) Advances to customers analysed by industry sectors
BERERZITRERREZEERZH The information concerning advances to customers by industry
B KRR TR ERER - sectors is prepared by classifying the advances according to the
usage of the advances and is stated gross of any impairment
allowances.
KFHRITEE
The Group
2007 2006
S VERIE] BP A
B BPEMR B BEPER
Gross Impaired Gross Impaired
advances advances to advances advances to
to customers customers  to customers customers
EBEBERAZER Advances for use in Hong Kong
T mEke# Industrial, commercial
and financial
—MEER — Property development 467,348 - 405,490 -
— R E — Property investment 12,752,571 21,882 10,901,148 27,316
— BT HtE — Financial concerns 1,491,123 - 1,101,513 -
—REL4L — Stockbrokers 322,990 - 346,457 -
—HBETER — Wholesale and retail trade 757,592 18,695 807,723 16,767
—BUEX — Manufacturing 1,257,800 46,910 1,241,327 16,906
— B EERRE — Transport and transport
equipment 5,837,444 10,256 2,416,631 3,283
— BB — Information technology 1,891 - 127,069 -
—REBB2ER — Share financing 244,301 - 277,747 -
—Hft - Others 3,239,171 34,222 2,635,671 50,973
fEA Individuals
—BEIEERHE] - — Advances for the purchase
[FLAMNESZ 2 of flats under the Home
EEE I REE Ownership Scheme,
BEHEE % Private Sector Participation
HEgadEst2l Scheme and Tenants
BF2ER Purchase Scheme or
their respective
successor schemes 2,200,965 2,089 1,591,838 2,836
—EEHMEEmE — Advances for the purchase
ZER of other residential
properties 16,811,653 29,196 14,692,277 48,552
—EHEER — Credit card advances 373,577 2,741 323,145 5116
—Hh — Others 4,387,380 42,489 3,238,841 54,241
50,145,806 208,480 40,106,877 225,990
ES5mE Trade finance 3,283,349 20,636 3,049,104 27,069
EBEBUIIMERAZER Advances for use outside
Hong Kong
— A — Mainland China 12,082,546 67,937 9,257,219 70,382
—RPY — Macau 9,052,217 28,084 6,211,056 40,651
—HAb — Others 9,861 - 13,981 -
21,144,624 96,021 15,482,256 111,033
74,573,779 325,137 58,638,237 364,092
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(Continued)
(b) FEFERITEIEE (b) Advances to customers analysed by industry sectors
(Continued)

18. Advances to customers and other accounts

XFIRIT
The Bank
2007 2006
®FE BB ®F RE
B BEFPER BEirE BEFER
Gross Impaired Gross Impaired
advances advances to advances advances to
to customers customers  to customers customers
EEBERAZER Advances for use in Hong Kong
T%# - BHERESR Industrial, commercial
and financial
—MEERE — Property development 467,348 - 405,490 -
—MEKE — Property investment 12,302,351 21,111 10,815,074 26,517
— BA T — Financial concerns 1,491,123 - 1,101,513 -
—RELEL — Stockbrokers 322,990 - 346,457 -
— LB ETEE — Wholesale and retail trade 755,822 18,695 805,722 16,767
—BlEX - Manufacturing 1,111,956 46,182 1,139,576 16,762
— B ELE R R — Transport and transport
equipment 265,904 - 326,691 -
— BB — Information technology 1,863 - 127,069 -
—REBBEZER — Share financing 244,301 - 277,747 -
—HAh — Others 2,986,841 33,349 2,421,308 50,973
fEA Individuals
—BEIEEBEE] — Advances for the purchase
[FLAKIES of flats under the Home
BEEFE IR Ownership Scheme,
Wﬁ%ﬁﬁ@ﬁzw Private Sector Participation
S HEBRETS Scheme and Tenants
@TZE:T Purchase Scheme or
their respective
successor schemes 2,200,831 2,089 1,591,838 2,836
—BEHMEEDE — Advances for the purchase
ZER of other residential
properties 14,236,752 25,330 13,122,821 46,480
—EREER — Credit card advances 373,577 2,741 323,145 5,116
—HAth — Others 1,972,181 29,113 1,508,815 39,892
38,733,840 178,610 34,313,266 205,343
BES5mE Trade finance 2,931,986 13,105 2,773,451 19,043
EFBLUIMEAZER  Advances for use outside
Hong Kong
— R R — Mainland China 2,384,974 3,513 8,023,139 68,784
—RF - Macau 73,550 - 80,364 -
—Hfth — Others 9,861 - 13,981 -
2,468,385 3,513 8,117,484 68,784
44,134,211 195,228 45,204,201 293,170
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18. Advances to customers and other accounts
(Continued)

(9]

Impaired advances to customers

The gross impaired advances to customers, market value of
collateral held with respect to such advances and individual
impairment allowances are as follows:

KFHRITEE KFERIT
The Group The Bank
2007 2006 2007 2006
BEZ P BB Gross impaired advances
to customers 325,137 364,092 195,228 293,170
EEFPEREE Gross impaired advances
ZBEDH to customers as a percentage of
total advances to customers 0.44% 0.62% 0.44% 0.65%
WEEFPERZ Market value of collateral held with
KR mmE respect to impaired advances
to customers 197,662 269,028 110,224 223,491
TERR E 2R Individual impairment allowances 105,976 92,317 67,959 70,016

RMEZEPEFEZERNFE  AEEATH
RER 2 BBRERE - et RZEFE K
AU B BEE 2 F R AR SR BHE R R4 2R E2E
B MZBERRTREEERER -

RZZETLEF+_A=Z+T—BRZZETRF

ZA=+—RH FXEEETRITEZEZKIE
WHRE 2 SRITRIZEE R
B -

-Pr+

» IR R (E B

Impaired advances to customers are individually assessed loans
with objective evidence of impairment on an individual basis.
Individually assessed impairment allowances were made after
taking into account the net present value of future recoverable
amounts in respect of such loans and advances, and the collateral
held mainly comprised properties and vehicles.

There are no impaired advances to banks nor individual

impairment allowances made on advances to banks as at 31st
December, 2007 and 31st December, 2006.
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(d)
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(Continued)
BEHEREBANFREE (d)

EFEREREBERERARREMN
ERFUEZEBAOETERP ZRB2F
RERE - BEREREREBA ORE
MEEEENFEELERENT

FEUTBR SR -
1 AR
1A EB5F R

S E

EERZER
IREER

B BRREER

BARERRDZ
RAA

MERELBBEAN 2
R A

Amount receivable:
Within 1 year
After 1 year but

within 5 years
After 5 years

Individual impairment
allowances for impaired
loans and advances

Collective impairment
allowances for loans
and advances

Unearned future income
on finance lease

Net investment in finance
leases and hire purchase
contracts

R_BZLtF+_A=+—HBEK_ZEZT
NET-A=+—0  KFETLERE
AEMHEBEHZEWRIE -

18. Advances to customers and other accounts

Net investments in finance leases and hire purchase

contracts

Advances to customers include net investment in equipment

leased to customers under finance leases and hire purchase
contracts having the characteristics of finance leases. The total
minimum lease payments receivable under finance leases and hire
purchase contracts, and their present values are as follows:

KFIRITEE
The Group
2007 2006
=IEHE ®IEHEE
FR3RE TFERE
Present b qliwizh=1 Present HEHEE
value of R BRE value of N4ess
the Total the Total
minimum minimum minimum minimum
lease lease lease lease
payments payments payments payments
3,678,245 4,191,192 1,856,521 2,087,318
4,489,754 4,876,943 2,039,947 2,220,070
116,624 125,899 94,378 120,057
8,284,623 9,194,034 3,990,846 4,427,445
(9,950) - (1,658) -
(24,743) - (11,914) -
- (909,411) - (436,599)
8,249,930 8,284,623 3,977,274 3,990,846

There is no receivable under finance lease and hire purchase
contract for the Bank as at 31st December, 2007 and 31st

December, 2006.
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18. Advances to customers and other accounts

(Continued)

(e) Impairment allowances for loans and advances

At 1st January

Additions through acquisition
of a subsidiary

Additions

Releases

Net charged / (credited) to consolidated
income statement

Unwind of discount of loan impairment loss
(note 5(a))

Recoveries of advances written off
in prior years

Amounts written off

At 31st December

Representing impairment allowances for:
Trade bills (note 15)
Advances to customers (note 18(a))

At 1st January
Additions
Releases

Net charged / (credited) to consolidated
income statement

Unwind of discount of loan impairment loss
(note 5(a))

Recoveries of advances written off
in prior years

Amounts written off

At 31st December
Representing impairment allowances for:

Trade bills (note 15)
Advances to customers (note 18(a))

KFIRITEE
The Group
2007
&5 gl At
Individual Collective Total
96,672 169,002 265,674
4,167 35,505 39,672
130,888 5,037 135,925
(61,114) (73,281) (134,395)
69,774 (68,244) 1,530
(9,281) - (9,281)
38,198 - 38,198
(92,051) - (92,051)
107,479 136,263 243,742
1,503 276 1,779
105,976 135,987 241,963
107,479 136,263 243,742
KFHRITEH
The Group
2006

&5 e aEt
Individual Collective Total
120,681 208,498 329,179
53,779 - 53,779
(13,510) (39,496) (53,006)
40,269 (39,496) 773
(2,672) - (2,672)
42,237 - 42,237
(103,843) - (103,843)
96,672 169,002 265,674
4,355 285 4,640
92,317 168,717 261,034
96,672 169,002 265,674
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18. Advances to customers and other accounts

(Continued)

(e) Impairment allowances for loans and advances (Continued)

At 1st January
Transfer to a subsidiary
Additions

Releases

Net charged / (credited) to income statement

Unwind of discount of loan impairment loss
Recoveries of advances written off

in prior years
Amounts written off

At 31st December

Representing impairment allowances for:
Trade bills (note 15)
Advances to customers (note 18(a))

At 1st January
Additions
Releases

Net (credited)/charged to income statement
Unwind of discount of loan impairment loss
Recoveries of advances written off

in prior years
Amounts written off

At 31st December
Representing impairment allowances for:

Trade bills (note 15)
Advances to customers (note 18(a))

KFIRIT
The Bank
2007
&5 = AFr
Individual Collective Total
74,371 146,690 221,061
(22,276) (54,173) (76,449)
79,633 5,037 84,670
(34,903) (23,117) (58,020)
44,730 (18,080) 26,650
(7,801) - (7,801)
22,212 - 22,212
(41,774) - (41,774)
69,462 74,437 143,899
1,503 275 1,778
67,959 74,162 142,121
69,462 74,437 143,899
KFERIT
The Bank
2006
&5 gl &5t
Individual Collective Total
105,155 179,450 284,605
33,295 - 33,295
(9,500) (32,760) (42,260)
23,795 (32,760) (8,965)
(2,672) - (2,672)
30,269 - 30,269
(82,176) - (82,176)
74,371 146,690 221,061
4,355 279 4,634
70,016 146,411 216,427
74,371 146,690 221,061




18. EFEF R EMERIE (/) 18. Advances to customers and other accounts

()

(Continued)

WEEE (f) Repossessed assets
REBEE_ZTLFE+_A=+—HILHF During the year ended 31st December, 2007, the Group has
EA - AEEEERERRZERARD taken possession of collateral it holds as security as follows:
T

KFIRITERE KT IRTT

The Group The Bank

4 Nature 2007 2006 2007 2006
(ER==ty/ES Residential properties 58,588 120,768 33,647 117,618
B Vehicles 27,452 19,177 - -
HAth Others 2,848 1,666 - -

88,888 141,611 33,647 117,618
BB EEWEEENTE - The amount represents the market value of the repossessed assets.
AEBEGAE 2 WEIEERKTH Repossessed assets obtained are intended to be realised in an
ER - LEEREZEFPER LA orderly fashion to repay the impaired advances to customers and
SREER - are not held for the own use of the Group.
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19. BEZINYPERTHEELHHE 19. Held-to-maturity and available-for-sale

B financial assets
KFIRITEE KFERIT
The Group The Bank
2007 2006 2007 2006
(BEH) (E#H)
(restated) (restated)
BEZEHA ZE/%ES © Held-to-maturity debt securities:
R LT Listed in Hong Kong 81,481 83,424 81,481 83,424
o T Listed outside Hong Kong 266,302 248,737 266,302 248,737
347,783 332,161 347,783 332,161
E il Unlisted 8,422,974 12,012,660 6,244,920 9,436,318

8,770,757 12,344,821 6,592,703 9,768,479

Hr of which:
ERRT &% Treasury bills 2,893,910 2,684,233 848,458 597,572
Hibya=2/8Ba 2 Other held-to-maturity debt
BB SH securities 5,876,847 9,660,588 5,744,245 9,170,907
8,770,757 12,344,821 6,592,703 9,768,479
AMHIEE 2 EBES Available-for-sale debt securities:
GHN T Listed outside Hong Kong 6,205,624 6,566,073 6,153,545 6,514,242
JEET Unlisted 3,768,366 3,192,960 3,662,359 3,140,872
9,973,990 9,759,033 9,815,904 9,655,114
Hep of which:
Fr§ 2 17 5058 Certificates of deposit held 45,005 - - -
Hrl fiHE 2 ERFES Other available-for-sale debt
securities 9,928,985 9,759,033 9,815,904 9,655,114
9,973,990 9,759,033 9,815,904 9,655,114
AT EHE 2 AR - Available-for-sale equity securities:
A M Listed in Hong Kong 62,614 1,600 62,614 1,600
JEE™ Unlisted 84,527 113,139 73,793 102,404

147,141 114,739 136,407 104,004

10,121,131 9,873,772 9,952,311 9,759,118

18,891,888 22,218,593 16,545,014 19,527,597

BAEERHHAZ EmER Market value of listed

BH 2 TI5EE held-to-maturity debt
securities 351,708 330,673 351,708 330,673
REZDEBAZIELT Fair value of unlisted
BBESF A THEE held-to-maturity debt
securities 8,425,115 11,936,593 6,245,897 9,363,190
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E(&)
BAZIMARE 2 XPEF T -

AT - Issued by:
BEHER Sovereigns
N T
HRITAZE Banks
1 Corporates

HHESREEZRSHEFOIMAT

BT - Issued by:
BHERE Sovereigns
NS
RITRIZE Banks
(=53 Corporates

MEBARRE

FELEHRBEL (RE)

Public sector entities

Public sector entities

Unlisted shares, at cost

19. Held-to-maturity and available-for-sale

financial assets (Continued)
Held-to-maturity investments analysed by counterparty are as follows:

KFRITEE KT ERTT

The Group The Bank
2007 2006 2007 2006
2,893,910 2,684,233 848,458 597,572
231,919 232,370 231,919 232,370
4,859,769 8,364,890 4,750,568 7,906,300
785,159 1,063,328 761,758 1,032,237
8,770,757 12,344,821 6,592,703 9,768,479

Available-for-sale financial assets analysed by counterparty are as

follows:
KFRITEE KT IRIT
The Group The Bank
2007 2006 2007 2006
8,028 7,695 8,028 7,695
106,840 105,803 81,247 80,732
8,688,747 9,308,472 8,602,147 9,259,338
1,317,516 451,802 1,260,889 411,353
10,121,131 9,873,772 9,952,311 9,759,118
20. Investments in subsidiaries
XFIRIT
The Bank
2007 2006
3,113,060 682,707
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20.

110

B ERE (F)
EEMBATRIIWT -

NCIES
Name of company

BPKFIRITER AT
Banco Weng Hang, S.A.

KZRIT(A2)ERAT
Wing Hang Bank (Cayman) Limited

KFHRIT(FE)BR AT
Wing Hang Bank (China) Limited

RAERMBERAR

Inchroy Credit Corporation Limited

KEHBARAF
Wing Hang Finance Company Limited

XFERMBARAR
Wing Hang Credit Limited

KEHRERBERAT
Wing Hang Zurich Insurance Company
Limited

KEFRBEMERAIF

Wing Hang Insurance Brokers Limited

KFRBRIZGRAA]
Wing Hang Insurance Agency Limited

KZRFABRAR

Wing Hang Shares Brokerage Company Limited

KFIRITIEFEAR AR
Wing Hang Bank (Trustee) Limited

KFRIT(RIBA)ERAF
Wing Hang Bank (Nominees) Limited

ERPEEEFRAR
Cheuk Woo Enterprises Company
Limited

20. Investments in subsidiaries (Continued)
The following list contains only the particulars of principal subsidiaries:

[ER1IPSS
LB
Place of

incorporation
and operation

P
Macau

eSS

Cayman Islands

H
People's Republic
of China

BE
Hong Kong

B
Hong Kong

HE
Hong Kong

5
Hong Kong

&HE
Hong Kong

5
Hong Kong

&HE
Hong Kong

5
Hong Kong

EHE
Hong Kong

5
Hong Kong

21T
TmARmEE
Nominal value
of issued
ordinary shares

MOP120,000,000

US$25,000,000

RMB1,000,000,000

HK$25,000,000

HK$130,000,000

HK$20,000,000

HK$45,000,000

HK$100,000

HK$50,000

HK$10,000,000

HK$3,000,000

HK$10,000

HK$10,000

ANIRTT
FA L
Percentage
held by
the Bank

100%

100%

100%

100%

100%

100%

65%

100%

100%

100%

100%

100%

100%

FEHE
Principal
activities

RITE
Banking

RITE
Banking

RITE
Banking

EXGERREBER
Deposit Taking and
Hire Purchase

BEXEHRREBER
Deposit Taking and
Hire Purchase

HEBEE
Consumer Lending

RERZETS

Insurance

-

Insurance Broker

R

Insurance Agency

Securities Dealing

=rEiR7

Trustee Services

HRILRRTE

Nominee Services

MERE

Property Investment



20.

21.

MR~ RRE (F)

NSE

Name of company

W —EBR QA
Honfirst Land Limited

Wing Hang Financial Holdings (BVI) Limited

20. Investments in subsidiaries (Continued)

EERiDN 21T ARERTT

RSB TRk EE FrA R
Place of Nominal value Percentage TEEY
incorporation of issued held by Principal
and operation ordinary shares the Bank activities
B MERE
Hong Kong HK$27,000,000 100% Property Investment
EBELHS REFRBEETA
British Virgin Islands us$10 100% Issuer of

Subordinated Notes

BENRRE 21. Investments in associated companies

XFIRITEE XFIRIT

The Group The Bank
2007 2006 2007 2006
LT (RE) Unlisted shares, at cost - - 112,000 112,000
FE(RFEE Share of net assets 156,301 135,906 - -
BFHE QT Loans to associated companies 141,888 62,000 141,888 62,000
298,189 197,906 253,888 174,000

RZZEZLF+—A=1+—H8 BETFHLA
ZHRBEEREEAR-_ZTENF+= ﬂ%‘tz
T 2 BEFE10,533,000T (=TT X
fF : #162,000,0007T) © R REERR G
W ERITITHE FEE R R MES 2 GIEHE
R #131,355,0007T - BEERNFFEA
EBRITRIEREN0.55% @ BEFHER-F

——F  EEREEBEREE_ZT—tF -
= RMRE36(d) ©

J

“EEHF+ A=+ -BRIETRF
A=+—8 X&EEETHERRZHE
» W AR B E R E X o

At 31st December, 2007, the outstanding balance of the loans
to associated companies included an unsecured and interest-free
loan amounting HK$10,533,000 (2006: HK$62,000,000) which is
repayable in December 2008. It also includes secured loans amounting
to HK$131,355,000 which arise from the sale of bank premises to
associated companies during the year. The latter loans are interest
bearing at 0.55% per annum over HIBOR and are repayable by 2012
with an option to extend the repayment period to 2017. For details,
please refer to note 36(d).

There are no individual impairment allowances made on the loans to

associated companies at 31st December, 2007 and 31st December,
2006.
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21. BEQRREER)

B ARSI

UNCIEY
Name of company

REERBR A A
Bank Consortium
Holding Limited

EEASRRERD

REGBEAR AR

Joint Electronic Teller

Services Limited

M (@)

BAZ—H
AREERES

BOZ—H
AEEMERED

21. Investments in associated companies
(Continued)
The following list contains the particulars of associated companies:
FE R BT ANIRTT
B EEAREE HEER
Place of Nominal value Percentage KRR FEEK
incorporation of issued held by Voting Principal
and operation ordinary shares the Bank power activities
B toz=x  RIRENEEIRE
Hong Kong HK$150,000,000 27% 2 out of 7* Services for
Retirement
Schemes
A HE s e
Hong Kong Life Insurance Limited Hong Kong HK$210,000,000 33% 1 out of 3* Insurance
B hpz—* B EhiE B AR
Hong Kong HK$10,023,800 20%(a) 1 out of 5* ATM Network
* FEEREFSRIGZIRTEA - * Representing the Group’s number of votes on the board of directors of
the respective associated companies.
FAEBRRBBEEARAREEFEETY Notes: (a) The Group's share of net asset in Joint Electronic Teller Services
IR B 52 Bl 4F POt Ltk Bt i % B T URCER B9 A Limited is based on the Group's share of dividend received from this
BEHE - associated company during this year.
BN R ER R T - Summary financial information on associated companies is set out
below:
2007
BEEWA 3t
Total i\l
BE g R SR operating BIE Profit
Assets Liabilities Equity income Tax after tax
100 percent 3,450,194 2,471,134 979,060 362,519 26,441 390,366
Group's effective interest 953,463 797,162 156,301 80,835 6,121 115,178
2006
REEWA PRtk
Total ikl
BE = R i operating G Profit
Assets Liabilities Equity income Tax after tax
100 percent 2,601,235 1,857,334 743,901 294,198 18,772 199,962
Group's effective interest 736,869 600,963 135,906 61,908 4,117 50,951
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22. BFREEEEE

A S 1A
200741 A1 B &%
NE

— BB AR

—Hf
HE
RERENEEEE
RITITHE

[ 5
Bfh&k

200712 A31 B &

B

&
20074
19904
19894F
19844F

FERE
200751 1B &8k
Y i A B S An

AREERRE (HEES()
HE R

2007512 A31H & &%

REFE

22. Tangible fixed assets

KFIRITEE
The Group
2007
RITITHE
e
Bank
BEYHE |ATITIE premises
Investment Bank B and A%
properties premises Equipment  equipment Total
Cost or valuation
At 1st January, 2007 258,390 1,603,191 631,099 2,234,290 2,492,680
Additions
— through acquisition of
a subsidiary - - 17,077 17,077 17,077
- others - 306,521 119,982 426,503 426,503
Disposals (10,380) (268,775) (40,072) (308,847) (319,227)
Transfers from investment
properties to bank
premises (14,560) 14,560 - 14,560 -
Exchange adjustment - (713) - (713) (713)
Surplus on revaluation 53,448 - - - 53,448
At 31st December, 2007 286,898 1,654,784 728,086 2,382,870 2,669,768
IV E 2 RS EESHTLAT ¢+ The analysis of cost or valuation of the above assets is as follows:
At cost - 1,261,182 728,086 1,989,268 1,989,268
At valuation
2007 286,898 - - - 286,898
1990 - 357,888 - 357,888 357,888
1989 - 9,347 - 9,347 9,347
1984 - 26,367 - 26,367 26,367
286,898 1,654,784 728,086 2,382,870 2,669,768
Accumulated depreciation
At 1st January, 2007 - 175,350 423,542 598,892 598,892
Addition through acquisition
of a subsidiary - - 15,719 15,719 15,719
Charge for the year (note 5(f)) - 25,449 65,067 90,516 90,516
Written back on disposals - (32,195) (32,632) (64,827) (64,827)
At 31st December, 2007 - 168,604 471,696 640,300 640,300
Net book value
At 31st December, 2007 286,898 1,486,180 256,390 1,742,570 2,029,468

200712 A31 B &
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22. EEEEE &) 22. Tangible fixed assets (Continued)
KERITRE
The Group
2006
RITITHE
PE
Bank
REME H|ATITIE premises
Investment Bank B and A%
properties premises Equipment equipment Total
KA EE Cost or valuation
200651 A1H & & At 1st January, 2006 231,447 1,470,382 584,120 2,054,502 2,285,949
NE Additions - 186,728 68,500 255,228 255,228
HE Disposals (9,800) (43,025) (21,521) (64,546) (74,346)
HIRTITI BB EREYE Transfers from bank
premises to
investment properties 21,175 (21,904) - (21,904) (729)
Efh&AR Surplus on revaluation 15,568 11,010 - 11,010 26,578
2006412 A31B & At 31st December, 2006 258,390 1,603,191 631,099 2,234,290 2,492,680
FEEZ RASEESTINT : The analysis of cost or valuation of the above assets is as follows:
BEN At cost - 1,209,589 631,099 1,840,688 1,840,688
fh1E At valuation
20064 2006 258,390 - - - 258,390
19904 1990 - 357,888 - 357,888 357,888
19894F 1989 - 9,347 - 9,347 9,347
19844 1984 - 26,367 N 26,367 26,367
258,390 1,603,191 631,099 2,234,290 2,492,680
mEZRRE Accumulated depreciation
200641 A1 H & At 1st January, 2006 - 158,987 389,474 548,461 548,461
AEERE (MFEs(0) Charge for the year (note 5(f)) - 26,909 54,333 81,242 81,242
HE R Written back on disposals - (9,817) (20,265) (30,082) (30,082)
RIRITITHER 2R EME Transfers from bank premises to
investment properties - (729) - (729) (729)
2006412 A31 B & At 31st December, 2006 - 175,350 423,542 598,892 598,892
BREFE Net book value
2006F 12 A31 B AR At 31st December, 2006 258,390 1,427,841 207,557 1,635,398 1,893,788
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22. EEEEE &) 22. Tangible fixed assets (Continued)

KFIRIT
The Bank
2007
RITITHE
e
Bank
BEYHE |ATITIE premises
Investment Bank B and A%
properties premises Equipment  equipment Total
KA b 1E Cost or valuation
2007401 A1 B & At 1st January, 2007 10,380 1,076,147 522,348 1,598,495 1,608,875
NE Additions - 172,564 101,424 273,988 273,988
HE Disposals (10,380) (264,054) (36,309) (300,363) (310,743)
BYENRBEAR Transfer to a subsidiary - (34,382) (22,173) (56,555) (56,555)
2007412 A31 B &84 At 31st December, 2007 - 950,275 565,290 1,515,565 1,515,565

EEEZRASEESTIT : The analysis of cost or valuation of the above assets is as follows:

AR At cost - 591,537 565,290 1,156,827 1,156,827
b1E At valuation
19904 1990 - 357,888 - 357,888 357,888
19894F 1989 - 850 - 850 850
- 950,275 565,290 1,515,565 1,515,565
WEZRRE Accumulated depreciation
20074F1 B 1B &5 At 1st January, 2007 - 131,881 350,332 482,213 482,213
ARG IR Charge for the year - 14,418 49,231 63,649 63,649
BREEWEAR Transfer to a subsidiary - (6,608) (8,237) (14,845) (14,845)
HE R Written back on disposals - (31,167) (29,350) (60,517) (60,517)
2007912 A31 B &% At 31st December, 2007 - 108,524 361,976 470,500 470,500
FREFE Net book value
2007%F 12 A31 B4 At 31st December, 2007 - 841,751 203,314 1,045,065 1,045,065
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22. EEEEE &) 22. Tangible fixed assets (Continued)
KFIRIT
The Bank
2006
RITITHE
P&
Bank
BEME RITITHE premises
Investment Bank B and A5
properties premises Equipment  equipment Total
XA E Cost or valuation
2006%F 1 A 1B &% At 1st January, 2006 18,300 1,099,842 488,640 1,588,482 1,606,782
NE Additions - - 49,741 49,741 49,741
e Disposals (9,800) (23,695) (16,033) (39,728) (49,528)
Efh& Surplus on revaluation 1,880 - - - 1,880
200612 A31 B AR At 31st December, 2006 10,380 1,076,147 522,348 1,598,495 1,608,875
EEEZRASEESTIT : The analysis of cost or valuation of the above assets is as follows:
AR At cost - 717,409 522,348 1,239,757 1,239,757
b1E At valuation
20064 2006 10,380 - - - 10,380
19904 1990 - 357,888 - 357,888 357,888
19894F 1989 - 850 - 850 850
10,380 1,076,147 522,348 1,598,495 1,608,875
WEZRE Accumulated depreciation
2006 1 A 18 &% At 1st January, 2006 - 117,095 321,195 438,290 438,290
REEIRE Charge for the year - 18,455 44,383 62,838 62,838
HE R Written back on disposals - (3,669) (15,246) (18,915) (18,915)
2006F 12 A31 A& At 31st December, 2006 - 131,881 350,332 482,213 482,213
FREFE Net book value
2006512 A31 B At 31st December, 2006 10,380 944,266 172,016 1,116,282 1,126,662
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22.

EFEEEE (&)

FR - AEED B EE143,000,0007T
KA 1#5293,215,0007C & 5 58RI T1THE T B
BERRBEBASRR *ﬁl?& GlE NGl

BARIREHEEER AR - s RME36(d)

RITITUL AR A E M ESIR - R=TT+
FWEEHAHEEEANEEMZRITITULER
FEE(ZTTRNEFE - BB 11,010,0007T -
W 2 HBRIEERTE A #51,927,0007T) ©

22.

Tangible fixed assets (Continued)

During the year, the Group has disposed certain of its bank premises
to Hong Kong Life Insurance Limited, its associated company, and
Bank Consortium Trust Company Limited, a subsidiary of its associated
company, at considerations of HK$143,000,000 and HK$293,215,000
respectively. For details, please refer to note 36(d).

Bank premises are stated at cost or directors’ valuation. There is no
revaluation surplus which has been transferred to the bank premises
revaluation reserve of the Group during 2007 (2006: Surplus of
HK$11,010,000 net of deferred tax of HK$1,927,000 has been

S
+
(&
by

z
A

7

w §H¥ |

L ETAEBAEME
NHEAMEER -

NS B} AR SR 1T 2 AT BARK AR R EH T E
Bl &7 #1,175,560,000
76 #1,121,234,000 7T )

ANk - EEREEED

TLT(ZZTTRF

THF+ A=+ BRZZEERF
=+—HB  BEVECKHBEAZM
—KEHENEERSIEREMER AT

EHNERGE)

transferred).

Investment properties are revalued by an independent firm of surveyors,
Savills Valuation and Professional Services Limited, who have among
their staff, Fellows of the Hong Kong Institute of Surveyors, on an open
market value basis as at 31st December, 2007 and 31st December,
2006.

The carrying amount of the bank premises of the Group and the Bank
would have been HK$1,175,560,000 (2006: HK$1,121,234,000) and
HK$551,401,000 (2006: HK$652,099,000) respectively had they been

K 551,401,000 (ZTERF - B stated at cost less accumulated depreciation.
652,099,0007T) °
AW RRITITIL RIS E RS ¢ The net book value of investment properties and bank premises
comprises:
KT IRITERE KFRIT
The Group The Bank
2007 2006 2007 2006
KAFERE FREEHOLD
— 8N — Held outside Hong Kong 86,601 47,519 - -
GizED LEASEHOLD
— A7 — Held in Hong Kong
REAA Long-term leases
(BEITES0F LA E2E) (over 50 years unexpired) 929,890 861,992 523,903 492,215
HRERAY Medium-term leases
(BRHATE10F 2505 %) (10 to 50 years unexpired) 517,714 627,114 311,385 427,318
—gsh — Held outside Hong Kong
REAR Long-term leases
(BEIFES0F LA E2E) (over 50 years unexpired) 12,387 1,993 1,955 1,993
R ERAY Medium-term leases
(BB 10FE50F &) (10 to 50 years unexpired) 88,443 42,212 4,508 33,120
EER Short-term leases
(BEIE105FE AT E) (less than 10 years unexpired) 138,043 105,401 - -
1,773,078 1,686,231 841,751 954,646
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22. AREEERE (&)
AEBRREEREY A LBRENE - S
EHRRAM_E=F - FEROLTOER
e

MR EHEREMTARENEERZZY
EBFIRIEYE -

RETARE QEHE - AEEARKREE
Y B IRAREI T

22. Tangible fixed assets (Continued)
The Group leases out investment properties under operating leases. The
leases typically run for an initial period of two to three years. None of
the leases includes contingent rentals.

All properties held under operating leases that would otherwise meet
the definition of investment property are classified as investment
property.

The Group's total future minimum lease payments under non-
cancellable operating leases are receivables as follows:

KT HRITEE
The Group
2007 2006
1A Within 1 year 9,883 10,349
1A EE5FR After 1 year but within 5 years 3,942 8,294
13,825 18,643
23. & 23. Goodwill
) m8 (a) Goodwill
KFRITEE KFERIT
The Group The Bank
2007 2006 2007 2006
B AR Cost
1 A1 B#ER At 1st January 848,592 848,592 847,422 847,422
| W B P B A R 3 n Addition through acquisition
of a subsidiary 459,008 - - -
12 A31 B &8k At 31st December 1,307,600 848,592 847,422 847,422
SRR PN Accumulated impairment loss
1818 12A318%&#% At 1st January/31st December 1,170 1,170 - —
AREFE Net book value as
12A3184% at 31st December 1,306,430 847,422 847,422 847,422

(b) EBEBHENRESEEEMCZRENR

REBREZEWENEEDROHE
TR RE EESLNT

(b) Impairment tests for cash-generating units containing
goodwill
Goodwill is allocated to the Group’s cash-generating units
("CGU") identified according to country of operation and
business segment as follows:

2007 2006

IiiE 2 TERITER Retail banking business acquired 1,019,136 560,128
Wi 2 (RIS Corporate banking business acquired 233,741 233,741
a1 Treasury business acquired 53,553 53,553
1,306,430 847,422
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23. EE(E)

(b) BEBENBESLEEBENZREINR
(&)
REEEBMMA IR S RERIREER
BEFE - TEFARREEEBEZE
NAFUKTEENRESR2MF - BB
AFHRENBSRER NLAHETFIE
VEHERT - IR R BBZIREEES
ML EEFHRIFIEREK -

RREREEFENEE2MRE

#E & Growth rate
Prin=x Discount rate

24. R1TEIR » FR|ITRAMEE
BRZER
BITRE - FRETREM S MIEH 2 TR

23. Goodwill (Continued)
(b)

goodwill (Continued)

Impairment tests for cash-generating units containing

The recoverable amount of the CGU is determined based on
value in use calculations. These calculations use cash flow

projections based on financial budgets approved by management

covering a five-year period. Cash flows beyond the five-year

period are extrapolated using the estimate rates stated below.

The growth rate does not exceed the long-term average growth

rate for the business in which the CGU operates.

Key assumptions used for value in use calculations:

2007 2006

% %
6.93 6.54
9.64 9.36

24. Deposits and balances of banks, central banks
and other financial institutions
Deposits and balances of banks, central banks and other financial

AT institutions are analysed as follows:
KFRITEE KFERIT
The Group The Bank
2007 2006 2007 2006
FRRIRITZER Deposits from central banks 1,691 30,555 - 30,555
RITRIZEZ TR Deposits from banks 2,816,023 1,662,332 1,175,558 1,642,869
2,817,714 1,692,887 1,175,558 1,673,424
=%, .
25. BEFHEXR 25. Deposits from customers
KT HRITEE KT RIT
The Group The Bank
2007 2006 2007 2006
TEEFER R ERERP Demand deposits and
current accounts 11,718,115 10,732,083 9,816,427 9,418,873
FEER Savings deposits 16,893,269 15,508,366 11,713,994 10,910,605
EHRER B AR Time, call and notice deposits 85,357,602 75,826,498 67,802,134 60,854,590
113,968,986 102,066,947 89,332,555 81,184,068
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26. ERITENE 26. Certificates of deposit issued
KXFIRITRE KFERIT
The Group The Bank
2007 2006 2007 2006
LABE SR ARG B 2 B 81T Certificates of deposit issued
T%\L (at amortised cost) 2,014,984 2,205,000 1,815,000 2,205,000
NEEEFEABRZ Structured certificates of deposit
?é‘ﬁmuﬁ MIF R E issued measured at fair value
through profit or loss 1,294,220 1,510,303 1,294,220 1,515,276
3,309,204 3,715,303 3,109,220 3,720,276

50_77t¢+ A=+—H  HEEEN xR
NWAFEEFABZZBEBITEB TR
BEME  BAEEEANRITRESSENE

At 31st December 2007, the carrying amounts of structured certificates
of deposit issued measured at fair value through profit or loss are
lower than their contractual amount payable at maturity for the

4 F €55 BIMK B #528,300,00000 ( ZZE &R
F 1 B #85,021,0007T ) & 7%& % 28,300,000

(ZZZT R4 : B¥85,100,0007T) °

27. EEAZEE
EEARAEEREESARTESRIAY
BAFEE - FEBEEAIRKIEE33b)) ©
TETHEERZRAERERBENBARRSZ
PTESRIAEMNE A FEMEBE590,0007T(=
TETNF ¢ #51,495,0000T) ©

28. HBRIE R &

Group and the Bank by HK$28,300,000 (2006: HK$85,021,000) and
HK$28,300,000 (2006: HK$85,100,000) respectively due to changes in
benchmark interest rates.

27. Trading liabilities

Trading liabilities represent negative fair values of derivative financial
instruments held for trading. Details are set out in note 33(b)(ii)(2).

Trading liabilities of the Bank include negative fair values of derivative
financial instruments transacted with a subsidiary amounting to

HK$590,000 (2006: HK$1,495,000).

28. Other accounts and provisions

KFIRITEE KFIRIT
The Group The Bank
2007 2006 2007 2006
B rReTEemT A Negative fair value of derivative
ZBRNFEE financial instruments held for
(MT§$33(bx"x1» hedging (note 33(b)(ii)(1)) 15,052 7,708 15,052 7,708
B EBEFENK Amount payable for purchase of
debt securities - 38,890 - 38,890
A AR Acceptances outstanding 521,042 417,531 410,418 375,476
FL A AN FRIE SR E RIS Other payables and interest
payable 1,750,552 1,517,849 890,057 711,741
2,286,646 1,981,978 1,315,527 1,133,815

120




29.

‘REKE

LABESHRX ARTE 2
325,000,000 7
5.25% 14 EEREE

LUAFEERABREZ
400,000,0003< 7T
6.00% # F K A& (B2

R-ZZZ=F  APTE-ANZENEBEY
%A @Wing Hang Financial Holdings (BVI)
Limited 2 17 2 | {& /& % 2,535,747,000 7T
(325,000,0003 70 ) 7 IE IR A RN EY R B
R ZREBUFES525%MELFE  BEE
ZZT N\FTATH - ERMETETEER
REBEOZERE  AFEBETREEER
EEHEENELR2.75%5HE o NIRITEEMF
KA HIEI M (R B E R EH RSP -
MZRE RN ZPIETIE - ZERBEEN =
T—=F+A+HIIH -

R-ZELENA+NAR - ARITRITEERE
751 3,125,520,0007T(400,000,0003 7T ) # 5
ERRBERNEAKAGERRE - 2B
AFB6.00%MELFE EE_T—tFN
A+hB - EREARITI R IR T EEZ
SZE - AFSBRAIRTREREMES
1.85%FBFtE - ZEZRENINEESFR S
FiEm e RZZTZEF+ZA=1+—H &%
=gV BREEAE#3,123,142,0000T °

RZZEZ+HF+_A=+—H8 UATFEE
FABRRZ T IIKAREBERBERERE - 8K
SEEABTRBERRENAGN LEEZE
#2,222,0007T - REERARITEEERR
BEMBHATEEREZ RERAREE
112,922,0007T °

US$325 million 5.25%
subordinated guarantee notes,
measured at amortised cost

US$400 million 6.00% step-up
perpetual subordinated notes,
measured at fair value
through profit or loss

29. Subordinated liabilities

KFRITEH KFIRIT

The Group The Bank
2007 2006 2007 2006
2,535,747 2,527,850 - -
3,123,142 - 3,123,142 -
5,658,889 2,527,850 3,123,142 -

In 2003, Wing Hang Financial Holdings (BVI) Limited, a single purpose
wholly-owned finance subsidiary of the Bank, issued subordinated
notes qualifying as tier 2 capital with a face value of HK$2,535,747,000
(US$325,000,000). The notes bear interest at a fixed rate of 5.25% per
annum until 10th October, 2008 and will be reset at the US Treasury
Rate plus 2.75% per annum if the notes are not early redeemed at
the option of the issuer. The Bank unconditionally and irrevocably
guarantees all amounts payable under the notes which are listed on the
Singapore Exchange Securities Trading Limited. The notes will mature
on 10th October, 2013.

On 19th April, 2007, the Bank issued step-up perpetual subordinated
notes qualifying as tier 2 capital with a face value of HK$3,125,520,000
(US$400,000,000). The notes bear interest at a fixed rate of 6.00% per
annum until 19th April, 2017 and are floating at LIBOR plus 1.85% per
annum thereafter if the notes are not early redeemed at the option of
the Bank. The notes are listed on the Singapore Exchange Securities
Trading Limited. The carrying amount of the notes as at 31st December,
2007 was HK$3,123,142,000.

At 31st December, 2007, the carrying amounts of the step-up perpetual
subordinated notes measured at fair value through profit or loss are
higher than their contractual amount payable at redemption for the
Group and the Bank by HK$2,222,000. The accumulated amount
of the change in fair value attributable to change in credit risk is
HK$112,922,000 for the Group and the Bank.
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30. Maturity profile
The following maturity profiles of the assets and liabilities of the Group
and the Bank are based on the remaining periods to repayment at the

balance sheet date.

KERITEE
The Group
2007
EANE  3EANE 1EH0E
B3EAA BIER B58R
Over QOver Over
B R 8RR Tmonth 3 months 1 year SEM
Repayable Within -~ butwithin -~ butwithin -~ but within Over R &t
on demand 1 month 3 months 1 year 5 years 5 years Undated Total
Assets
Cash and balances with banks,
central banks and other
finandial institutions 3,306,767 - - - - - - 3,306,767
Placements with banks,
central banks and other
finandial institutions - 23511683 4,685,853 745,204 - - - 28,942,740
Trade bills 49,691 173,600 111,304 11,162 - - 17,788 363,545
Trading assets - - - 80,756 245,501 - 708,460 1,034,757
Financial assets measured
at fair value through
profit or loss - 41,838 51,400 1,294,652 3384557 1,927,838 - 6,700,285
Advances to customers
(note 18(a) 2838531 4583202 4746458 9479560 25,840,193 26,710,494 133378 74,331,816
Advances to banks and
other financial institutions
(note 18(a)) - - - 15,897 78,023 - - 93,920
Held-to-maturity and
available-for-sale
financial assets - 1,537,744 1,995,124 4,386,072 9,674,701 1,151,106 147,141 18,891,888
Other assets 6,880 1,606,083 330,635 122,910 242,857 190 3,681,989 5,991,544
Total assets 6,201,869 31454150 11,920,774 16,136,213 39465872 29,789,628 4,688,756 139,657,262
Liabilities
Deposits and balances of banks,
central banks and other
finandial institutions 158,495 1,187,598 491,252 902,409 71,960 - - 281,714
Deposits from customers 28,342,797  65739,105 14,791,481 4,502,060 593,543 - - 113,968,986
Certificates of deposit issued - 202,189 1,315275 888,724 903,016 - - 3,309,204
Trading liabilities - - - - - - 765,344 765,344
Subordinated liabilities - - - - - 2535747 3123142 5,658,889
Other liabilities - 1,570,646 296,946 607,785 90,444 - 63,268 2,629,089
Total liabilities 28,501,292 68,699,538 16,894,954 6,900,978 1,664,963  2,535747 3,951,754 129,149,226
Net assets/(liabilities) gap  {22.299.423) _(37.245388) _ (4.974.180) 0235235 __37.800.900 27253881 232,002 10.508.036
of which:
Certificates of deposit held
- included in available-for-sale
financial assets - - 19,998 25,007 - - - 45,005
Debt securities
- included in trading assets - - - 80,756 245,541 - - 326,297
- included in financial assets
measured at fair value
through profit o loss - 41,838 51,400 1,294,652 3,384,557 1,927,838 - 6,700,285
- included in available-for-sale
financial assets - 311,572 520,529 3,388,331 5,487,879 220,674 - 9,928,985
-included in held-to-maturity
investments - 1226173 1,454,597 972,733 4,186,823 930,431 - 8710757
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XFRITRE
The Group
2006
AL 3EANE £ E
1B3{EAMA B1ER {B5E R

QOver QOver QOver
FIEFER 1fERR Tmonth 3 months 1 year SELLE
Repayable Within ~ butwithin -~ butwithin -~ but within QOver ®H At
on demand 1 month 3 months 1 year 5 years 5 years Undated Total
EE Assets
ReRBEREIRE  PRET Cash and balances with banks,
REREBBETE central banks and other
finandial institutions 2,253,725 - - - - - - 2253725
EHEREIRE  RRET Placement with banks,
REMERERETE central banks and other
financial institutions - 23847991 3,519,172 158,062 - - - 21525225
E5ZE Trade bills 69,633 165,609 116,468 9,906 - - 8933 370,549
EERGEE Trading assets - - - 50 248 114,922 623,172 738,392
WATEEEARR Financial assets measured
JERBE at fair value through
profit or loss - 77,789 - 128,088 4,032,830 1,144,199 - 5,382,956
XFPEF (M18() Advances to customers
(note 18(a)) 2,333,861 3,674,372 4347226 7588079 17395060 22,731,575 307,030 58,377,203
BORERENSRKE Advances to banks and other
LEF (BE18() financial institutions
(note 18(a)) - - - 31,693 15,846 - - 47539
FAZRSARTHEE Held-to-maturity and
LREE available-for-sale
financial assets - 1,204,050 1,256,429 2,497,048 16,151,022 995,305 114,739 22,218,593
HEE Other assets 3,190 1,563,742 266,339 94,106 106,641 - 3,202,367 5,236,385
wEE Total assets 4,660,409 30,533,553 9,505,634 10,507,032 37,701,697 24,986,001 4,256,241 122,150,567
& Liabilities
FITAE - PRBITR Deposits and balances of banks,
Hit e 25 central banks and other
financial institutions 121,79 635,464 49,767 756,466 129,3% - - 1,692,887
XPER Deposits from customers 26,187,186 57,109,732 13,562,286 4,826,049 381,405 289 - 102,066,947
BRETRRE Certficates of deposit issued - 208338 1,037,631 501,143 1,968,191 - - 3715303
EERGAE Trading liabiliies - - - - - - 590,899 590,899
L Subordinated liabilities - - - - - 251,850 - 257850
T Other liabilities - 1,365,811 256,229 478,783 70,820 - 68,315 2,239,958
BaE Total liabilities 26,308,980 59,319,345 14,905,913 6,562,441 2,549,812 2,528,139 659,214 112,833,844
2E/ (Bff) 328 Net assets/(liabilities) gap 21,648571) (28,785792) (5400279)  3,944591  35151,885 22457862 3,597,027 9,316,723
A of which:
ERES Debt securities
-BEREERGEEN -included in trading assets - - - 50 248 114,922 - 115,220
-BARENATEES ~included in financial assets
BR/EREERN measured at fair value
through profit o loss - 71,789 - 128,088 4,032,880 1,144,199 - 5,382,956
- IR HAESREER - included in available-for-sale
financial assets - - 259,379 1,839,814 7,590,966 68,874 - 9759033
- REEEZHSARER ~included in held-to-maturity
investments - 1,204,049 997,051 657,234 8,560,056 926,431 - 12344821
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30. Maturity profile (Continued)

XFB
The Bank
2007
MEANE  3EANUE 180 E
E3EAR B1ER {ERE
QOver QOver Over
S ee 1fERR Tmonth 3 months 1 year SELLE
Repayable Within but within but within but within QOver e A%
on demand 1 month 3 months 1 year 5 years 5 years Undated Total
Assets
Cash and balances with banks,
central banks and
other financial institutions 1,976,792 - - - - - - 1,976,792
Placements with banks,
central banks and other
finandial institutions - 21,852,050 4,613,879 55,188 - - - 26,521,117
Trade bills 49,684 147,399 83,268 11,161 - - 11,696 303,208
Trading assets - - - 80,756 245,50 - 708,163 1,034,460
Financial assets measured
at fair value through
profit or loss - 41,838 51,400 1,294,652 3,384,557 1,927,838 - 6,700,285
Advances to customers
(note 18(a)) 2,537,073 3434987 2982260 3,731,620 12,485918 18,820,232 - 43,992,090
Amounts due from subsidiaries 268452 2800276 1555057 8,161,484 1,876,038 610,000 - 15211,307
Held-to-maturity and
available-for-sale
financial assets - 561,571 1,115,985 4,139,923 9,575,711 1,015,418 136,406 16,545,014
Other assets - 858,851 261,646 103,200 147,057 - 5199485 6,570,239
Total assets 4,832,001 29,696,972 10,663,495 17,577,984  27,7114822 22,373,488 6,055,750 118,914,512
Liabilities
Deposits and balances of banks,
central banks and other
financial institutions 148,301 1,027,257 - - - - - 1,175,558
Deposits from customers 21425554 53,124,289 11,669,352 2,898,217 215,143 - - 89,332,555
Certificates of deposit issued - 202,189 1,315,274 788,741 803,016 - - 309,220
Trading liabilities - - - - - - 764,982 764,982
Amounts due to subsidiaries 1,330,701 2,788,186 1291416  3,266246 1,080,464 2,528,208 1 12,285,232
Subordinated liabilities - - - - - - 313142 3123142
Other liabilities - 830,414 205,682 327,036 46,459 - 21,798 1,437,389
Total liabilities 2904556 57,972,335 14,481,724 7,280,240 2,145,082 2,528,208 3915933 111,228,078
Net assets/(liabilities) gap 18,072,555) (28,275363)  (3,818,229) 10,297,744 25,569,740  19,845280 2,139,817 7,686,434
of which:
Debt securities
-included in trading assets - - - 80,756 245,541 - - 326,297
- included in financial assets
measured at fair value
through profit o loss - 41,838 51,400 1,294,652 3,384,557 1,927,838 - 6,700,285
- included in available-for-sale
finandial assets - 311,51 517526 3380330 5,412,289 194,188 - 9,815,904
- included in held-to-maturity
investments - 250,000 598,458 759593 4,163,422 821,230 - 6,592,703



30. HABR D7 (&) 30. Maturity profile (Continued)

KEHRIT
The Bank
2006
MEANE  3EAMUE 180 E
E3HAR B1ER {ERE

QOver QOver Over
FIEFER 1ERR Tmonth 3 months 1 year SELLE
Repayable Within -~ butwithin -~ butwithin -~ but within QOver e At
on demand 1 month 3 months 1 year 5 years 5 years Undated Total
EE Assets
BeRERFARE - PRET Cash and balances with banks,
REMEBBETE central banks and other
finandial institutions 1,691,086 - - - - - - 1,691,086
EHERETRE  RRET Placements with banks,
REMEBBETE central banks and other
financial institutions - 23835729 3,450,898 158,062 - - - 27,444,689
E52% Trade bills 69,627 125919 116,456 9,906 - - 1,810 323,718
EERREE Trading assets - - - 50 28 114,922 634,358 749578
WATEEEARR Financial assets measured
LEBEE at fair value through
profit or loss - 77,789 - 128,088 4,032,830 1,144,199 - 5,382,956
ZEEH (Mi18) Advances to customers
(note 18(a)) 2,119,918 2,987 811 3,474,247 5,040,703 12,042,794 19,278,001 44300 44,987,774
BIRERENSBME Advances to banks and
LEF (HiE18(a) other financial institutions
(note 18(a) - - - 31,693 15,846 - - 47,539
MBLTRK Amounts due from subsidiaries 456 100,787 60,000 400943 1450260 1,665,000 - 7285939
BERIEARILEE Held-to-maturity and
SBEAE available-for-sale
financial assets - 199,761 672,791 1,941,953 15,753,291 855,797 104,004 19,527,597
EhEE Other assets 13 915,859 246,386 80,21 78,523 - 3008033 4329535
BEE Total assets 3,881,100 28,243,655 8021278 11400112 33373842 23,057,919 3,792,505 111,770,411
& Liabilities
BIRAE  FRETR Deposits and balances of banks,
At BB AR central banks and other
financial institutions 102,331 635,464 49,767 756,466 129,3% - - 1673424
RPHH Deposits from customers 20,340,174 45,822,330 10,954,961 3,934,835 131,479 289 - 81,184,008
BRIENE Certificates of deposit issued - 208338 1,037,631 506,116 1,968,191 - - 3720276
EBRLAE Trading liabilities - - - - - - 592,379 592,379
= Amounts due to subsidiaries 1,002,437 5,671,805 1,970,586 3,167,646 1,767,832 2,520,334 11 16,100,651
Eh&E Other liabilities - 684,330 217,300 356,794 32,977 - 2512 1318913
mafE Total liabilities 21444942 53,022,267 14,230,245 8,721,857 4,029,875 2,520,623 619,902 104,589,711
BE/ (BE) 32B Net assets/(iabilities) gap (17563842) (04778612) (6208967) 2678255 29343967 20537296 3,172,603  7.180.700
L of which:
EBES Debt securities
-BEREERREEN ~ included in trading assets - - - 50 28 114,922 - 115,220
—PREEUATBETA - included in financial assets
BRIEBEER measured at fair value
through profit o loss - 77,789 - 128,088 4,032,830 1,144,199 - 5,382,956
- EETREESREER ~included in available-for-sale
financial assets - - 259,379 1,822,317 7,535,234 38,184 - 9,655,114
- DEEREZHHRRER ~ included in held-to-maturity
investments - 19761 413413 11963 821805 817613 - 9763479
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31. Share capital

2007 2006
Authorised:
450,000,000 (2006: 450,000,000)
ordinary shares of HK$1.00 each 450,000 450,000
Issued and fully paid:
At 1st January 294,221 294,021
Shares issued in lieu of dividends 648 -
Shares issued under Share Option
Scheme 95 200
294,964,380 (2006: 294,220,500)
ordinary shares of HK$1.00 each 294,964 294,221

The holders of ordinary shares are entitled to receive dividends as
declared from time to time and are entitled to one vote per share at

meetings of the Bank. All ordinary shares rank equally with regard to

the Bank’s residual net assets.

(a)

(b)

(0

Share Option Scheme

During the year, options were exercised to subscribe for ordinary
shares of 95,000 shares (2006: 200,000 shares) in the Bank at a
consideration of HK$3,982,250 (2006: HK$6,327,000) of which
HK$95,000 (2006: HK$200,000) is credited to share capital and
the balance of HK$3,887,250 (2006: HK$6,127,000) is credited
to the share premium account. At 31st December, 2007, the
outstanding options are 990,000 shares (2006: 1,085,000
shares).

Shares issued in lieu of dividends

During the year, 648,880 ordinary shares were issued in lieu of
dividends declared for the year ended 31st December, 2006 at
a consideration totalling HK$60,799,000 of which HK$648,000
is credited to share capital and the balance of HK$60,151,000 is
credited to the share premium account.

EIP
At 31st December, 2007, the outstanding awards under the EIP
are 2,195,000 shares (2006: 2,055,000 shares).

The details of the Share Option Scheme and the EIP are disclosed in

note 38 to the financial statements.
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At 1st January, 2007

Exchange adjustments

Shares issued under
Share Option Scheme

Shares premium
under EIP

Shares issued in lieu
of dividends

Unrealised losses on
revaluation of
available-for-sale
financial assets net
of deferred tax

Gains on revaluation
of available-for-sale
financial assets
transferred to
consolidated income
statement on disposal
(note 6(b))

Deferred tax credited to
revaluation reserve

Dividends paid

Profit attributable to
shareholders of the
Bank for the year

At 31st December,
2007

32. Reserves

KFRITEE
The Group
2007
/T
Bt 73 e
A Bank R BOfE BHEE
HER BRGE —RREEE premises  Investment Capital Unappro-

Share Capital General revaluation revaluation redemption priated At
premium reserve reserve reserve reserve reserve profits Total
378,421 215,909 2,091,513 290,806 16,634 769 6,008,442 9,002,494

- - 394 - - - - 394

3,887 - - - - - - 3,887

13,870 - - - - - - 13,870
60,151 - - - - - - 60,151
- - - - (36,436) - - (36,436)
- - - - (13,183) - - (13,183)
- - - 318 - - - 318
- - - - - - (871,672) (871,672)
- - - - - - 2,030,564 2,030,564
456,329 215,909 2,091,907 291,124 (32,985) 769 7,167,334 10,190,387

127



A5 R R E

Notes to the Financial Statements

32. #E(E)

200651 A1B&E#%

ERHE

BB 3%

I

REERLEGHEZ

BB

EMBERREC EMR
AHEESRHEEY

RERNE

HEAHHESHEAR
REARARER

ZEffE
GE)

EMBERRECEMR
Rz AER

BIRES

FERADET AR

B2

200651283188

128

At 1st January, 2006

Exchange adjustments

Shares issued under
Share Option Scheme

Shares premium
under EIP

Unrealised gains on
revaluation of
available-for-sale
financial assets net
of deferred tax

Gains on revaluation
of available-for-sale
financial assets
transferred to
consolidated income
statement on disposal
(note 6(h))

Unrealised gain on
revaluation of bank
premises net of
deferred tax

Dividends paid

Profit attributable to
shareholders of the
Bank for the year

At 31st December,
2006

32. Reserves (Continued)

KERITEE
The Group
2006
BT
Bt 73 e
A Bank R O BHEE
HER BRGE —fRiEE premises  Investment Capital Unappro-

Share Capital General revaluation revaluation redemption priated At
premium reserve reserve reserve reserve reserve profits Total
359,929 215,909 2,090,415 281,236 14,146 769 5,059,515 8,021,919

- - 1,098 - - - - 1,098

6,127 - - - - - - 6,127

12,365 - - - - - - 12,365
- - - - 14,378 - - 14,378
- - - - (11,890) - - (11,890)
- - - 9,570 - - - 9,570
- - - - - - (711,789) (711,789)
- - - - - - 1,660,716 1,660,716
378,421 215,909 2,091,513 290,806 16,634 769 6,008,442 9,002,494
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At 1st January, 2007

Exchange adjustments

Shares issued under
Share Option Scheme

Shares premium
under EIP

Shares issued in lieu
of dividends

Unrealised losses on
revaluation of
available-for-sale
financial assets net of
deferred tax

Gains on revaluation of
available-for-sale
financial assets
transferred to income
statement on disposal

Deferred tax credited to
revaluation reserve

Dividends paid

Profit attributable to
shareholders of the
Bank for the year

At 31st December, 2007

32. Reserves (Continued)

KFRT
The Bank
2007
K717
Bt R e
e Bank R O BHEE
wER —RREE premises  Investment Capital Unappro-

Share General revaluation revaluation redemption priated At
premium reserve reserve reserve reserve profits Total
378,421 1,802,777 274,052 16,028 769 4,414,432 6,886,479

- (403) - - - - (403)

3,887 - - - - - 3,887

13,870 - - - - - 13,870
60,151 - - - - - 60,151
- - - (37,615) - - (37,615)
- - - (13,183) - - (13,183)
- - 318 - - - 318
- - - - - (871,672) (871,672)
- - - - - 1,349,638 1,349,638
456,329 1,802,374 274,370 (34,770) 769 4,892,398 7,391,470
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200651 A 1844 At st January, 2006
ERAR Exchange adjustments
RIERRIE BT Shares issued under
b3 Share Option Scheme
RIEES KBRS Shares premium
B E under EIP
EAREEREZER  Unrealised gains on
RHESRERL revaluation of
REFMis available-for-sale

financial assets net of
deferred tax
Gains on revaluation of

HENHEESRAER

EABERER available-for-sale financial
ezs assets transferred to income
statement on disposal
EEREEZETRE  Deferred tax credited to
revaluation reserve
BIRRE Dividends paid
ERAHETARET Profit attributable to
R® 267 shareholders of the
Bank for the year
20065123188 At 31st December, 2006
AEBRZZETELF+A=+—HZAEH

RIFREREGBERR 2 REHAT BB
140,163,000 ( ZZZ /N4 : 5#24,985,000
TC) RS E A8 722,615,000T (=T E R
& H417,665,0007T) © BEEEBERIT
BhEAREEENRT  AEBEEREER
# BRTEERZAEERRKXIN BEATEFE
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wmatenEgRER(2ER))  RiBNE
EEBEEEMBETFNGLE -

RAHERE MRAERFHRE AER -
BB DN EUEBFEA8BRAHIEFTIRE ©

32. Reserves (Continued)

KFHIT
The Bank
2006
KT
B e R
e Bank bR B BRER
HEER —REE premises  Investment Capital Unappro-

Share General revaluation revaluation  redemption priated CH)
premium reserve reserve reserve reserve profits Total
359,929 1,802,259 272,847 14,007 769 3,883,267 6,333,078

- 518 - - - - 518

6,127 - - - - - 6,127

12,365 - - - - - 12,365
- - - 13,91 - - 13911

- - - (11,890) - - (11,890)
- - 1,205 - - - 1,205

- - - - - (711,789) (711,789)
- - - - - 1,242,954 1,242,954
378,421 1,802,777 274,052 16,028 769 4,414,432 6,886,479

The Group’s unappropriated profits as at 31st December, 2007
included the accumulated profits of HK$140,163,000 (2006:
HK$24,985,000) of the associated companies and a regulatory reserve
of HK$722,615,000 (2006: HK$417,665,000). The regulatory reserve
is maintained to satisfy the provisions of the Hong Kong Banking
Ordinance for prudential supervision purposes by earmarking amounts
in respect of losses which the Group will or may incur on advances to
customers and certain investments held in addition to impairment losses
recognised. Movements in the reserve are earmarked directly through
unappropriated profits and in consultation with the Hong Kong
Monetary Authority (“HKMA").

The application of the share premium account and the capital
redemption reserve is governed by Sections 48B and 49H of the Hong
Kong Companies Ordinance.
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32.

33.

Reserves (Continued)

The general reserve was set up from the transfer of retained earnings
and exchange differences arising from translation of the financial
statements of overseas branches and subsidiaries (note 2(k)). The capital
reserve comprises retained earnings capitalised on the issue of bonus
shares by subsidiaries in prior years and a legal reserve established by
Banco Weng Hang, S.A. in accordance with the banking regulations
in Macau. Revaluation reserves have been set up and are dealt with in
accordance with the accounting policies adopted for the revaluation of
bank premises and available-for-sale financial assets (notes 2(l) and (f)).

Capital reserve, bank premises revaluation reserve, investment
revaluation reserve and capital redemption reserve do not represent
realised profits and are not available for distribution.

The Bank and its financial subsidiaries operate under regulatory
jurisdictions which require the maintenance of minimum capital
adequacy ratios which could therefore potentially restrict the amount of
retained profits which can be distributed to shareholders.

Off-balance sheet exposures

(a) Contingent liabilities and commitments
Contingent liabilities and commitments arises from forward
asset purchases, amounts owing on partly paid-up shares
and securities, forward deposits placed, asset sales or other
transactions with recourse, as well as credit-related instruments
which include letters of credit, guarantees and commitments to
extend credit. The risk involved in these credit-related instruments
is essentially the same as the credit risk involved in extending
loan facilities to customers. The contractual amounts represent
the amounts at risk should the contract be fully drawn upon and
the client default. Since a significant portion of guarantees and
commitments is expected to expire without being drawn upon,
the total of the contractual amounts is not representative of
future cash flows.

The risk weights used in the computation of credit risk weighted
amounts range from 0% to 100%.
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33. EERERMINZEARREE (F)

33. Off-balance sheet exposures (Continued)

(a) RABEBERAEGE) (a) Contingent liabilities and commitments (Continued)
AN R B IESAER RAEE RG] 2 The following is a summary of the contractual amounts of each
HESEHE : significant class of contingent liabilities and commitments:
KXFIRITEE KT HRIT
The Group The Bank
2007 2006 2007 2006
EREEENRIER Direct credit substitutes 1,375,390 1,795,317 2,284,471 1,734,157
R DB IAETS Transaction-related contingencies 83,776 133,868 274,564 333,868
B 582 JNET Trade-related contingencies 1,374,174 1,191,434 1,178,878 1,033,201
HAhEAE - Other commitments:
JRZAHRPR T8 1 With an original maturity of
not more than one year 1,151,736 241,295 - 123,846
[RAEARR 1 F A £ With an original maturity
over one year 2,415,562 2,491,796 721,636 1,602,006
R RMEUH Which are unconditionally
cancellable 12,122,646 9,475,478 11,635,004 9,738,573
A% Total 18,523,284 15,329,188 16,094,553 14,565,651
EERBNESHE Credit risk weighted amounts 2,404,184 2,659,818 964,246 2,712,568

(b) FTESBMTA (b) Derivative financial instruments
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Derivatives refer to financial contracts whose value depends
on the value of one or more underlying assets or indices.

Derivative financial instruments arise from forward, swap
and option transactions undertaken by the Group and
the Bank in the foreign exchange, interest rate and equity
markets.

Derivative financial instruments are also used to manage
the Group’s own exposures to market risk as part of its
asset and liability management process. The principal
derivatives instruments used by the Group are interest
and foreign exchange rate related contracts, which are
primarily over-the-counter (“OTC") derivatives. The Group
also participates in exchange traded derivatives. Most of
the Group's derivatives positions have been entered into
to meet customer demand and to hedge these and other
trading positions. For accounting purposes, derivatives are
classified as either held for trading or held for hedging.
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33. Off-balance sheet exposures (Continued)

(b) Derivative financial instruments (Continued)

REEE B Mk

represent amounts at risk.

significant type of derivatives.

Exchange rate contracts
Forwards
Options purchased
Options written

Interest rate contracts
Swaps

Equity contracts
Options purchased
Options written

Credit derivative contracts
Credit defaults swaps purchased
Credit defaults swaps written
Credit defaults swaps
written-investment
Total return swaps
written-investment

The notional amounts of these instruments indicate the volume
of transactions outstanding at the balance sheet date and do not

The following table is a summary of the notional amounts of each

KXFRITEE
The Group
2007
EﬁiFﬁ i
NHEE
D (U8 )\%E Z
SRMIA
HITEE
Managed in
conjunction
FEEA  with finandial EAh,
Y@t instruments BIERE
RIB A designated BERG
Qualifying for at fair Others,
hedge value through including held a5
accounting  profit or loss for trading Total
- 2,334,014 41,764,025 44,098,039
- - 9,369,755 9,369,755
- - 7,655,005 7,655,005
522,754 24,275,882 24,898,003 49,696,639
- - 3,156,992 3,156,992
- - 3,106,256 3,106,256
- - 200,000 200,000
- - 200,000 200,000
- - 785,058 785,058
- - 393,756 393,756
522,754 26,609,896 91,528,850 118,661,500
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Exchange rate contracts
Forwards
Options purchased
Options written

Interest rate contracts
Swaps

Equity contracts
Options purchased
Options written

33.

Off-balance sheet exposures (Continued)
(b) Derivative financial instruments (Continued)

KXFRITEE
The Group

ERYEE
ARFEE
AR Z

LRITA

HEITERE
Managed in
conjunction

2006

FAHA  with financial EAh,
@5t instruments BIERE
BIETE designated BEEMAR
Qualifying for at fair Others,
hedge value through including held a5
accounting  profit or loss for trading Total
- 2,261,615 58,928,290 61,189,905
- - 4,334,573 4,334,573
- - 4,495,155 4,495,155
482,236 27,839,585 41,448,010 69,769,831
- - 944,593 944,593
- - 1,137,137 1,137,137
482,236 30,101,200 111,287,758 141,871,194
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33.
(b)

Exchange rate contracts
Forwards
Options purchased
Options written

Interest rate contracts
Swaps

Equity contracts
Options purchased
Options written

Credit derivative contracts
Credit defaults swaps purchased
Credit defaults swaps written
Credit defaults swaps
written-investment
Total return swaps
written-investment

Derivative financial instruments (Continued)

Off-balance sheet exposures (Continued)

KT ERTT
The Bank
2007
HEREE
AATHEE
AR
SRMIA
HITEE
Managed in
conjunction
FAHA  with financial EAh,
@5t instruments BIERE
BIETE designated BEEMAR
Qualifying for at fair Others,
hedge value through including held a5
accounting  profit or loss for trading Total
- 3,304,888 41,705,304 45,010,192
- - 9,369,755 9,369,755
- - 7,655,005 7,655,005
522,754 24,695,882 25,054,049 50,272,685
- - 3,156,992 3,156,992
- - 3,106,256 3,106,256
- - 200,000 200,000
- - 200,000 200,000
- - 785,058 785,058
- - 393,756 393,756
522,754 28,000,770 91,626,175 120,149,699
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(b)

FTESMIAE)
EEEL Exchange rate contracts
= Forwards
g A B Options purchased
v B Options written
FEEHL) Interest rate contracts
= B Swaps
& & # Equity contracts
fE A\ HitE Options purchased
o HR Options written

BEERXSBEAEBLARITENTE
FEBEESIEPHEHER S MmAE
HERT AR

I
X

il

Off-balance sheet exposures (Continued)

(b)

Derivative financial instruments (Continued)

KT ERTT
The Bank
2006
HEREE
ARFEE
AR
SRMIA
HITEE
Managed in
conjunction
FAHA  with financial EAh,
@5t instruments BIERE
BIETE designated BEEMAR
Qualifying for at fair Others,
hedge value through including held a5
accounting  profit or loss for trading Total
- 2,844,139 58,880,708 61,724,847
- - 4,334,573 4,334,573
- - 4,495,155 4,495,155
482,236 28,607,365 41,603,570 70,693,171
- - 944,593 944,593
- - 1,137,137 1,137,137
482,236 31,451,504 111,395,736 143,329,476

The trading transactions include the Group’s and the Bank’s
positions arising from the execution of trade orders from

customers or transactions undertaken to hedge these positions.
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33. Off-balance sheet exposures (Continued)

(b) FTESBMIAE) (b) Derivative financial instruments (Continued)

(i) PTETRIAZER (i)
(1)  (ER#WIA
REMERED AEE
RARITHIEH R AED
THESMTIAZAFEE
MEMT :
MEESH Interest rate contracts
(Bi5E18(a) }228) (notes 18(a) & 28)
FEEL Interest rate contracts
(Ki3E18(2) 228) (notes 18(a) & 28)
MEBHMANEZAER
FEEYH - U PAD
SRR MEREER
FEERE R -
2) (EREETA
RERERES  AEME
RARITHIEEEREH
PTESMTAZAFEE
BEEWT -
EER Exchange rate contracts
IES=ES) Interest rate contracts
fRnE 4 Equity contracts

e

SETAETAERY Credit derivative contracts

At (M:E16%27)  Total (notes 16 and 27)

Use of derivative financial instruments

(1) as hedging instruments
The following is a summary of the fair values of
derivative financial instruments held for hedging
purposes by type of derivatives entered into by the
Group and the Bank:
KFIRITEE
The Group
2007 2006
BE BfE BE a8
Assets Liabilities Assets Liabilities
783 15,052 7,420 7,708
KT IRIT
The Bank
2007 2006
BE BE BE BfE
Assets Liabilities Assets Liabilities
783 15,052 7,420 7,708
Interest rate swaps are used principally as fair value
hedges to protect against changes in the fair value of
assets due to movements in market interest rates.
(2)  as trading instruments
The following is a summary of the fair values of
derivative financial instruments held for trading
purposes by type of derivatives entered into by the
Group and the Bank:
KFIRTTERE
The Group
2007 2006
BE BfE BE afE
Assets Liabilities Assets Liabilities
206,279 156,466 169,917 112,748
275,183 387,402 416,823 458,867
192,174 192,495 15,096 17,229
1,431 28,981 2,854 2,055
675,067 765,344 604,690 590,899
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33. EEEBERUNZEAREE(E) 33. Off-balance sheet exposures (Continued)

(b) Derivative financial instruments (Continued)

138

(b)

fTEEmM I A
TEERmTAZERE) (ii)
2) (EREETAE)

(ii)

(iii)

B E#

EEITETA

Exchange rate contracts
Interest rate contracts
Equity contracts

&%) Credit derivative contracts

At (M:E16%27)  Total (notes 16 and 27)

DTS T ANFIERFH (iii)
TERRAEETETERGER
MEHRSHE  REAFKIH A

9 -

EREH
MEEH
B & #
EEMTETIAER

B4
FE&4

Bira#

Exchange rate contracts
Interest rate contracts
Equity contracts

Credit derivative contracts

Exchange rate contracts
Interest rate contracts
Equity contracts

Use of derivative financial instruments (Continued)
(2)  as trading instruments (Continued)

XFERTT
The Bank
2007 2006

BE =L BE afE
Assets Liabilities Assets Liabilities
204,464 155,513 169,070 112,733
282,857 387,993 433,813 460,362
192,174 192,495 15,096 17,229
1,431 28,981 2,854 2,055
680,926 764,982 620,833 592,379

Remaining life of derivative financial instruments

The following tables provide an analysis of the notional
amounts of derivatives of the Group by relevant maturity
groupings based on the remaining periods to settlement at
the balance sheet date.

KXFIRITEE
The Group
2007

1A E

B5F A

1FR Over 1 year
Within but within S5FLALE A&t
1 year 5 years Over 5 years Total
55,999,003 5,123,796 - 61,122,799
28,180,057 15,945,087 5,571,495 49,696,639
6,263,248 - - 6,263,248
593,756 985,058 - 1,578,814

91,036,064 22,053,941 5,571,495 118,661,500

KXFRITEE
The Group
2006

1A E

B5F A

1FR Over 1 year
Within but within S5FLAE A&t
1 year 5 years Over 5 years Total
67,736,026 2,283,607 - 70,019,633
27,692,840 40,299,171 1,777,820 69,769,831
2,081,730 - - 2,081,730

97,510,596 42,582,778 1,777,820 141,871,194
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Exchange rate contracts
Interest rate contracts
Equity contracts

Credit derivative contracts

Exchange rate contracts
Interest rate contracts
Equity contracts

(9]

Exchange rate contracts
Interest rate contracts
Equity contracts

Credit derivative contracts
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Derivative financial instruments (Continued)
(i) Remaining life of derivative financial instruments

(Continued)

33. Off-balance sheet exposures (Continued)

KFRIT
The Bank
2007
1F A E
B5FR
1R Over 1 year
Within but within SEPL A%t
1 year 5 years Over 5 years Total
56,911,156 5,123,796 - 62,034,952
28,531,103 16,095,087 5,646,495 50,272,685
6,263,248 - - 6,263,248
593,756 985,058 - 1,578,814
92,299,263 22,203,941 5,646,495 120,149,699
KFRIT
The Bank
2006
1H LA
B5FR
1R Over 1 year
Within but within SEPL A%t
1 year 5 years Over 5 years Total
68,270,968 2,283,607 - 70,554,575
28,080,620 40,759,731 1,852,820 70,693,171
2,081,730 - - 2,081,730
98,433,318 43,043,338 1,852,820 143,329,476
The credit risk weighted amounts are as follows:
KXFIRITEE KT RIT
The Group The Bank
2007 2006 2007 2006
400,773 219,406 399,651 219,879
96,040 152,106 96,040 156,190
284,956 34,342 284,956 34,342
43,035 - 43,035 -
824,804 405,854 823,682 410,411

The risk weights used in the computation of credit risk weighted

average amounts range from 0% to 100%. These amounts
do not take into account the effects of bilateral netting

arrangements.
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33.

Off-balance sheet exposures (Continued)

(d) Capital commitments
Capital commitments for acquisition of tangible fixed assets
outstanding at 31st December, 2007 not provided for in the

2 ERFEPENT financial statements are as follows:
XFIRITEE XFRIT
The Group The Bank
2007 2006 2007 2006
ERERERTEH Expenditure authorised and
X contracted for 18,003 44,934 15,271 36,920
EAREEREIEH Expenditure authorised but not
ZHX contracted for - - - -
18,003 44,934 15,271 36,920
(e) FHEXIE (e) Lease commitments

RZZBZLF+ZA=+—H ' RET

At 31st December, 2007, the total future minimum lease

ARGHREETHE  RREERMAHEE payments under non-cancellable operating leases are payable as
FIELEEMT follows:
KFRITEE KT ERIT
The Group The Bank
2007 2006 2007 2006
LIES Properties
1F R Within 1 year 36,623 28,785 20,310 25,621
1A HB5F R After 1 year but within 5 years 28,575 25,366 13,797 23,460
S E After 5 years 4,260 5,459 - 5,459
69,458 59,610 34,107 54,540
EAh Others
15E AN Within 1 year 421 247 150 50
14 LA EESF A After 1 year but within 5 years 324 16 100 15
SEM After 5 years - - - -
745 263 250 65

REBENGEHETAEAZEYEM
Wi HEFHVIE1VFER105F - Bl
BRI BENEEMERARE - VA
EREBFRFREUNRRHERS -
FRAREMNL T RRRAEE -
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The Group leases a number of properties and items of equipment
under operating leases. The leases run for an initial period of one
to ten years, with an option to renew the lease when all terms
are renegotiated. Lease payments are periodically adjusted to
reflect market rentals. None of the leases includes contingent
rentals.



34. RERTRERMTE

(a)

34. Notes to the consolidated cash flow

statement
EERANERBLEETHZ2FRER (a)
HIRK operating activities
EERT Operating profit
& (HFE5() Depreciation (note 5(f))

1 B 22E) = BIAAR (P ES(F)
&8 & EFLE ST H (PRES(b)

A EEFABRZE
BaEZAFEEZS
BRI
RAHRA=MAIA LS
B &S 28
RASRA=EARMULEZ
TEHFHERITRIZE -
FRRERTT R E B B
e SR 2 8
BHERE
RBEZFEREE
EERBEER
AT EEFZARRZ
SREES
BFEFK

HippREE
RITRIZE - PRIRITR
Hith & miis 2 730
BRFRE
BREITFREE
BERRAREE
H BRI RS

RERES ORH) RA
2B F

EIP cost (note 5(f))
Interest expense on subordinated liabilities
(note 5(b))
Change in fair value of subordinated liabilities
measured at fair value through profit or loss
Profits tax paid
Change in treasury bills with original maturity
of three months or above
Change in placements with banks,
central banks and other financial
institutions with original maturity of
three months or above
Change in trade bills
Change in certificates of deposit held
Change in trading assets
Change in financial assets measured
at fair value through profit or loss
Change in advances to customers
and other accounts
Change in deposits and balances of banks,
central banks and other financial institutions
Change in deposits from customers
Change in certificates of deposit issued
Change in trading liabilities
Change in other accounts and provision

Net cash (outflow)/inflow from
operating activities

Reconciliation of operating profit to net cash inflow from

KZIRITERE
The Group
2007 2006
1,984,405 1,862,305
90,516 81,242
13,870 12,365
264,804 134,029
18,938 -
(308,831) (266,060)
990,113 (943,831)
(1,790,440) (3,064,415)
7,004 281,826
70,660 -
(296,365) 172,872
(1,317,329) 541,468
(10,504,764) (5,231,375)
(2,824,019) (24,937)
11,840,534 16,393,495
(1,160,335) (109,036)
174,445 (275,063)
290,727 778,448
(2,456,067) 10,343,333
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R-_TZTZ+F—F=+—H  KiRT
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34. Notes to the consolidated cash flow
statement (Continued)

(b)

Acquisition of a subsidiary

On 31st January, 2007, the Bank acquired the entire equity
interest in Inchroy Credit Corporation Limited (“Inchroy”),
a deposit-taking company incorporated in Hong Kong, at a
consideration of HK$1,400,000,000, satisfied in cash. The
newly acquired subsidiary has contributed post-acquisition profit
before taxation for the year amounting to HK$115,081,000.
If the acquisition had occurred on 1st January, 2007, the
Group's estimated operating income and profit before taxation
would have been HK$3,306,593,000 and HK$2,350,230,000
respectively for the year ended 31st December, 2007.

JT ©

RIERHBAZFEENT ¢

RE RFHRRITRE « RRIBIT
Ko EL & BB T8

TEHERIRITRZE « PRIETR
Hih e ptiE T8
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B ETEEE

G EIRN=Fihee

RITRIZE « PRIBITR
Hih o pikrE > 738
BETER

BT E

ELEFIEA R

HALBRTE K

ARz FEERFAE
fRafkBELZ IERE (MFE23)

R e 2 WEEHRE
R e XA E AR
BHERA
A BB ARz RE R
HRRE

W B AR 2 FRSR T

The net assets acquired at the date of acquisition are as follows:

2007

Cash and balances with banks, central banks and

other financial institutions 22,062
Placement with banks, central banks and

other financial institutions 32,879
Held-to-maturity and available-for-sale

financial assets 115,665
Advances to customers and other accounts 5,566,963
Tangible fixed assets 1,358
Current tax recoverable 4,486
Deposits and balances of banks, central banks

and other financial institutions (3,872,701)
Deposits from customers (61,505)
Certificates of deposit issued (754,236)
Deferred tax liabilities (97,055)
Other accounts and provisions (13,941)
Net identifiable assets and liabilities 943,975
Positive goodwill arising from consolidation (note 23) 459,008
Purchase consideration paid, satisfied in cash 1,400,000
Direct costs relating to the acquisition, satisfied in cash 2,983
Less: Cash and cash equivalents of the subsidiary acquired (54,535)
Net cash outflow in respect of the purchase of a subsidiary 1,348,448



34. ZEBRERERMFE(E)

34. Notes to the consolidated cash flow
statement (Continued)

(0 HerRZARLEEHRFEEEASER () Reconciliation of cash and cash equivalents with the
ZE R consolidated balance sheet
KFIRTTEE
The Group
2007 2006
(BE#R)
(restated)
W& RAFMERTTRIZE « A RERTT  Cash and balances with banks, central banks
R HoAh & A 5B and other financial institutions 3,306,767 2,253,725
TEHFHERTTRIZE « ARERTTR  Placements with banks, central banks and
E b BB FIE other financial institutions 28,942,740 27,525,225
BtES Treasury bills 2,893,910 2,684,233
WrEEEBBERANZ R Amounts shown in the consolidated balance sheet 35,143,417 32,463,183
W RANEAR A =B A A L Less: Amounts with an original maturity
k¢ of three months or above (6,494,807) (5,694,480)
BIRF B R 2 iRTTRIZE Deposits and balances of banks, central banks
P RERTT and other financial institutions that are
Hith & metiE 2 1730 repayable on demand (148,103) (71,552)
REFERERERANZRE Cash and cash equivalents in
I;ERBRSEE the consolidated cash flow statement 28,500,507 26,697,151
DEMmE 35. Segment reporting
(a) X518 (a) Business segments

TERTEBRBEREXFR  E2ET
e HEERLHEREEXRK

TCERTEZOEIBEER  EFHR
B NIRRT TSRS -

MEXGERIINEEE  EHRRERR

PEH °

il
g
I
=9
W

Hibh B BIERBER - &
SRR AT BIART -

AROBEMEBABTE \L%Hxﬁﬁi
THHRE - WEMENEMARERE
ETRHEXEBDBNERED

Retail banking activities include acceptance of deposits, residential
mortgages, hire purchase and consumer loans.

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

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

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

Unallocated items mainly comprise the shareholders’ funds,
investments in premises and property investment and other
activities which cannot be reasonably allocated to specific
business segments.
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#1555 (H)

FHSRA
ERBIMA
BERBA/ (H)

ERUA
2N
SEB (), A

AR EAAERKR
iEH 2%
9/ (58)

ERRERARER
(18 /&

B
ERRANERLE
BYERAEY
s/ (1)
teTsEesH
gz

()
BEBEATZ
i

BBRTER

(M)

a8

uS e

Net interest income

Non-interest income

Inter-segment income/
(expense)

Operating income

Operating expenses

Inter-segment (expense)/
income

Operating profit/(loss)
before impairment losses
and allowances charged
on loans and advances

Impairment losses and
allowances (charged)/
released for loans
and advances

Operating profit
Gains/(losses) on revaluation
of investment properties
and disposal of tangible

fixed assets

Gains/(losses) on disposal of
available-for-sale
financial assets

Share of net profits of
associated companies

Profit before taxation

Depreciation (note 5(f))

Segment assets
Investments in associated
companies

Total assets

Total liabilities

Capital expenditure

35. Segment reporting (Continued)

(@) Business segments (Continued)
KFRTEE
The Group
2007
ZERT ERIT EBE%
%% % AR WA
Retail Corporate AR EthEH %% Inter-segment At
banking banking Treasury Others  Unallocated elimination Total
1,675,442 480,454 69,837 2,265 189,536 - 2,417,534
638,520 124,629 (95,913) 193,384 13,505 - 874,125
- - - - 61,541 (61,541) -
2,313,962 605,083 (26,076) 195,649 264,582 (61,541) 3,291,659
(824,676) (209,274) (36,557) (91,432) (143,785) - (1,305,724)
(54,836) (3,112) (994) (2,599) - 61,541 -
1,434,450 392,697 (63,627) 101,618 120,797 - 1,985,935
(21,008) 19,532 - (54) - - (1,530)
1,413,482 412,229 (63.627) 101,564 120,797 - 1,984,405
(2,117) (1,570) (132) (288) 209,039 - 204,932
- - (55) 39,763 - - 39,708
- - - 115,082 9% - 115,178
1,411,325 410,659 (63,814) 256,121 329,932 - 2,344,223
33,952 7,948 3,338 672 44,606 - 90,516
59,560,670 28,502,796 23,736,201 211,176 27,348,230 - 139,359,073
- - - 290,415 1774 - 298,189
59,560,670 28,502,796 23,736,201 501,591 27,356,004 - 139,657,262
117,656,364 5,148,228 1,013,087 35,124 5,296,423 - 129,149,226
576,666 65,963 251 529 259,179 - 902,588
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FERBIA
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ERIA
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BEBU)/BA

AR ERAERRR
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ERRERARER
(l28) /&

CEy
ERRANERLE
BYARRELNS/
(58)

HENHHESRAREY
Y

B AR FaR/
(B8)

BRBATER
T (MEES()
NEEE
BERARE
ek

EUS e

Net interest income/
(expense)

Non-interest income

Inter-segment income/
(expense)

Operating income

Operating expenses

Inter-segment (expense)/
income

Operating profit before
impairment losses and
allowances charged on
loans and advances

Impairment losses and
allowances (charged)/
released for loans
and advances

Operating profit

Gains/(losses) on
revaluation of investment
properties and disposal of
tangible fixed assets

Gains on disposal of
available-for-sale
financial assets

Share of net profits/losses) of
associated companies

Profit before taxation

Depreciation (note 5(f))

Segment assets
Investments in associated
companies

Total assets

Total liabilities

Capital expenditure

35. Segment reporting (Continued)
(@) Business segments (Continued)
KFRITEE
The Group
2006
TERT ERIT EBE%
%% % AR LS ii%ic
Retail Corporate AR EthEH % Inter-segment At
banking banking Treasury Others  Unallocated elimination Total
1,455,093 473,035 (8,186) 2,389 203,567 - 2,125,898
07272 78,781 156,439 99,044 49113 - 811,549
- - - - 62,171 (62,171) -
1,882,365 551,816 148,253 102,333 314,851 (62,171) 2,937,447
(690,193)  (150,562) (27,708) (50,545)  (155,361) - (1,074369)
(55,745) (3,062) (894) (2,470) - 62,171 -
1,136,427 398,192 119,651 49318 159,490 - 1,863,078
(26,787) 26,134 - (120) - - (773)
1,109,640 424,326 119,651 49,198 159,490 - 1,862,305
(698) (73) 2) (88) 55,083 - 54,222
1,132 - 12,221 420 - - 13,773
- - - 51,252 (301) - 50,951
1,110,074 424,253 131,870 100,782 21427 - 1,981,251
29,856 5,283 2,740 801 42,562 - 81,242
45126008 24849597 25,658,545 108,148 26,210,363 - 121,952,661
- - - 190,227 7,679 - 197,906
45,126,008 24,849,597 25,658,545 298,375 26,218,042 - 122,150,567
97,070,598 2,415,551 617,992 23,875 12,705,828 - 112,833,844
88,261 7,708 571 689 157,999 - 255,228
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A

Hong Kong

Total operating income 2,627,092

Profit before taxation 1,908,135

Total assets 116,376,217

Total liabilities 99,956,395
Contingent liabilities
and commitments

(note 33(a)) 15,536,603

Capital expenditure 748,514

B

Hong Kong

Total operating income 2,406,726

Profit before taxation 1,652,911

Total assets 103,722,627

Total liabilities 86,948,109
Contingent liabilities
and commitments

(note 33(a)) 12,974,688

Capital expenditure 174,999

Geographical segments
The information concerning geographical segments has been
classified by the geographical location of the principal operations
of the subsidiaries, or in the case of the Bank itself, of the

geographical location of the branch responsible for reporting the
results or booking the assets and liabilities.

B

Macau

546,152
372,087
20,589,836
19,275,080

3,174,117
87,311

2P

Macau

416,198
276,285
18,274,017
17,188,389

2,298,288
72,344

KFHRITER
The Group
2007

FEIR
Mainland Hit
China Others
292,715 18,900
156,651 16,150
12,041,332 7,883,939
10,656,676 7,668,117
1,812,711 -
66,763 -

XFHETEE
The Group
2006

FEIR
Mainland Hit
China Others
169,581 21,375
63,759 18,283
8,756,735 7,756,592
8,543,126 7,506,361
971,802 -
7,885 -

Ut 458
Less: inter-
segment
elimination

(193,200)
(108,800)
(17,234,062)
(8,407,042)

(2,000,147)

L
e
s i
Less: inter-
segment

elimination

(76,433)
(29,987)
(16,359,404)
(7,352,141)

(915,590)

At

Total

3,291,659
2,344,223
139,657,262
129,149,226

18,523,284
902,588

At

Total

2,937,447
1,981,251
122,150,567
112,833,844

15,329,188
255,228



36. EXBAEALRS
(@) TERR

AKEEAN AEBEARNBITZEE
% 3 The Bank of New York Mellon
Corporation(R=ZZTtF+ A —HA]
WAEBEMOBRITER) REWEB QR
LG RIS R G
HIT - FAZHY - BEBERAZT

BiEHREE B BRI

(0  FRZEARZH

36. Material related party transactions
(a) Substantial shareholder

During the year, transactions with The Bank of New York Mellon
Corporation (formerly known as The Bank of New York Company
Inc. before 1st July, 2007) (“BNY"), a substantial shareholder of
the Bank, or its subsidiaries are entered into by the Group in the
ordinary course of business and on normal commercial terms.
The income and expenses for the year, average on-balance sheet
outstanding for the year and on-balance sheet outstanding at the
balance sheet date are:

KFHRITEE KT ERIT
The Group The Bank
2007 2006 2007 2006

(i) Income and expense for the year

FEUA Interest income 13,080 8,333 13,080 8,333
MBS Interest expense 2,172 1,454 2,172 1,454
(il FAZBEBBRAZ THEL (i) Average on-balance sheet outstanding for the year
e MIFHERITRIZ - Cash and balances with banks, central banks
RRERTT R EME R and other financial institutions 102,961 105,253 99,512 101,334
WREFRIE
TEHBFRERTTRIZE - Placement with banks, central banks
FRRIRTTREME R and other financial institutions 205,633 109,056 205,633 109,056
SRR

RITRAZE - PRIBITR
HAih S B#E 2 173K

(i) EBEARBERAZGEEBER

e NI HERITRZE -
PRIRIT RS F
BAERUR

RITRZE - PRIRTT R
HAh S B 2 73K

Deposits and balances of banks, central banks

and other financial institutions 55,506 43,853 54,216 42,614

(i)  On-balance sheet outstanding at the balance sheet date

Cash and balances with banks, central banks

and other financial institutions 28,883 48,609 25,737 45,948
Deposits and balances of banks, central banks

and other financial institutions 214,365 106,807 214,365 104,899
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(b)

LERREZEEA

R—ANAENA=1H  KETHEH
65% & 1 2 MY BB R Aok F AR B R [
BIRAR([KERRR |) BERHERR A
R ([EREHERR ) 22 EHB AR
IR REER(EE)BRARHRER
BES-EERELH - RIBMLHEER
A4 IHRIRB G 8 EXBRIRBR B BIR
BEBZERTE - BRIHREBAKE
R EFBRE - (hZ QBB EITRA
35% c RZZTEZELHF-_A+H - HERE
AHBEERT =TT +F—H—
AE-2T)\F+-A=+—H&K1k-
HESFERERRAMBRBREZES
EMET o RIBFULTEEEREHL  KER
ST T Im TR B B 154,348,000 L (=&
TN ¢ 155,312,000 BB -

RRITHZBMEHAGRREFER
BH :

() ZERXFUEEESE

=:
o

253 SNEBHETEA B
AT (R

Ak Wk

(i) HMEXFNEFZRREEAD
B RBIRRET - I

(iv)

B 5

52 HH B LRKIELATH
ERRE -

KIBITHRBYIERITEERE - ZERX
SRIE— B EETERRITHER
BERFPEIYL - WHABTIEANNEE
& EMERAFEMEER - KA

IRITARER A -

36. Material related party transactions
(Continued)

(b)

Minority interest holder

On 30th June, 1995, Wing Hang Zurich Insurance Company
Limited (“WHZ Insurance”), a 65 percent owned subsidiary
of the Bank, entered into a Management Agreement with
Swiss Insurance Management (Hong Kong) Limited (”Swiss
Insurance”), a wholly own subsidiary of Zurich Insurance Limited
(“Zurich Insurance”) pursuant to which Swiss Insurance has
been appointed as manager of WHZ Insurance in connection
with the conduct by WHZ Insurance of its insurance business.
Zurich Insurance is a substantial shareholder of WHZ Insurance
holding 35 percent of WHZ Insurance’s issued share capital. On
7th February, 2007, the Management Agreement was extended
for two years from 1st January, 2007 to 31st December, 2008.
The revised management fee is based on a certain percentage
of gross written premiums received. Under the Management
Agreement, WHZ Insurance pays to Swiss Insurance an amount
of HK$4,348,000 (2006: HK$5,312,000), being the contractual
management fees payable during the year.

The auditors of the Bank have confirmed to the Board of
Directors in writing that:

(i) The transactions have been approved by the Board of
Directors;

(i) The transactions have been entered into for considerations
consistent with the pricing policies as stated in the
Management Agreement;

(i) The transactions have been entered into in accordance
with the terms of the Management Agreement; and

(iv)  No cap was disclosed in the previous announcement.

The independent non-executive directors of the Bank considered
the above transactions were in line with the normal course of
business for the Bank on normal commercial terms in accordance
with the Management Agreement that was considered fair and
reasonable and in the interests of the shareholders.
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36. Material related party transactions

(Continued)

(c) Subsidiaries
During the year, the Bank entered into the transactions with
subsidiaries owned by the Bank in the ordinary course of business
and on normal commercial terms. The income and expenses for
the year, average on-balance sheet outstanding for the year, on-
balance sheet and off-balance sheet outstanding at the balance
sheet date are:

KFIRIT
The Bank
2007 2006
() FARZBARZ (i) Income and expense for the year
FLEMA Interest income 530,096 307,933
FES Interest expense 649,473 652,629
(i) FAZEERBBRAZ THER (i) Average on-balance sheet outstanding for the year
R ESNEIVEN Amounts due from subsidiaries 11,063,337 6,412,937
WEREFER Amounts due to subsidiaries 13,152,706 14,094,649

>

(i EEBBRAZEEAGR

b

(iii) On-balance sheet outstanding at the balance sheet date

R NEIVSEN Amounts due from subsidiaries 15,271,307 7,285,939

W8 R BIER Amounts due to subsidiaries 12,285,232 16,100,651
(v EEBBERINZEERES (AeR) (iv) Off-balance sheet outstanding (contract amounts)

at the balance sheet date

EEEFERRIBER Direct credit substitutes 12,712 12,666

XS BER IAES Transaction-related contingencies 200,000 200,000

BOAMSNES Trade-related contingencies 39,862 49,326

E fthFHE Other commitments 622,140 684,140
N (d) Associated companies

AEBETHERARZRESE
62,000,000 7T I &K - £ B RAR
ZET)N\F+AEE - NEER %
B R & 10,533,00000 (Z 2T R
4 : %%62,000,0007T) °

FRN - AEBLEHHRITITU T
ERNRIBBASREERA R M
RAlZHWBARREELERAR
RAB 5 5l &7 143,000,000 7T K 78
293,215,0007T Ak @ REBEREZE
—ETE+ - A=+ HILEEEE
B R AT UL ES & FB 15 154,140,000 T ©
FR - AEPHBEAKREERTTL - A
SEALLAEARREFEFRERAH
B 131,355,000 ( T TN F -
) o L EERFEIEEBRITAER
BIN055%:ME  EREHA-T—=
FoEEEEEBEHREE_T—+
F o

The Group provided an unsecured and interest-free loan of
HK$62,000,000 to an associated company which is repayable
in December 2008. At the balance sheet date, the outstanding
amount of the loan is HK$10,533,000 (2006: HK$62,000,000).

During the year, the Group has disposed certain of its bank
premises to Hong Kong Life Insurance Limited, its associated
company, and Bank Consortium Trust Company Limited, a
subsidiary of its associated company, at considerations of
HK$143,000,000 and HK$293,215,000 respectively and the
Group recorded a pre-tax gain totalling HK$ 154,140,000 during
the year ended 31st December, 2007. To finance the purchase of
the Group's bank premise, the Group has provided secured loans
to each of these companies totalling HK$131,355,000 during
the year (2006: nil). These loans bear interest rate at 0.55% per
annum over HIBOR and are repayable by 2012 with an option to
extend the repayment period to 2017.
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36. Material related party transactions

(Continued)

(e) Key management personnel
During the year, the Group entered into a number of transactions
with the Group’s key management personnel and their close
family members and companies controlled or significantly
influenced by them. All the transactions are in the ordinary
course of business and under terms and conditions normally
applicable to customers of comparable standing. The interest
income, interest expenses and emoluments for the year, average
on-balance sheet outstanding for the year and on-balance sheet
outstanding at the balance sheet date are as follows:

KFHRITEE KT ERIT
The Group The Bank

2007 2006 2007 2006

(i) Income and expense for the year

FEHA Interest income 27,718 30,159 27,647 30,078
FELZH Interest expense 55,161 36,814 55,160 35,866

(i) FAZBERBERANZFHIER

(i) Average on-balance sheet outstanding for the year

EFEXR Advances to customers 495,163 550,981 493,748 549,450

BEPER Deposits from customers

(i) BEBBERANZEEBEH

1,338,658 892,011 1,338,605 867,278

(i)  On-balance sheet outstanding at the balance sheet date

EFER Advances to customers 459,546 528,757 458,187 527,277
BPFR Deposits from customers 1,620,200 974,236 1,620,089 963,722
(iv) FRZHE (iv)  Emoluments for the year

IRTHRAEBZHE - BIEME
0P EE e A IRITE SRR KM
ANPRERNE TREXFE
BE0R - BT

Remuneration for key management personnel, including
amounts paid to the Bank's directors as disclosed in
note 10 and certain of the highest paid employees as
disclosed in note 11, is as follows:

2007 2006

EHEE R Short-term employee benefits 47,328 39,113
BRI E A Post-employment benefits 2,212 1,648
A&7 2 Ehta F) Equity compensation benefits 8,882 9,028
58,422 49,789
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36. Material related party transactions
(Continued)
(f) Loans to officers
Particulars of loans to officers disclosed pursuant to Section
161B(9) of the Hong Kong Companies Ordinance are as follows:

KFIRITEREE KoK ZIRIT
The Group and the Bank

2007 2006
Aggregate amount of relevant loans outstanding
at 31st December 264,102 398,019
The maximum aggregate amount of relevant loans
outstanding during the year 416,113 479,419

(9) A BEREALDEETEEALZ
FEEREMBERSER(ZTTX
FoE) -

B EE

AREBCHTERE - B RRE - NEELE
BT H T REERER - AEBEAHZ AR
REEXGLERERNRLG - LA 58
ERLEHERERR  RBESER - HHAE
BREERR - ZERRERBHEK BFRE
B EEERERECZEGRE - WhHA
ERERElcZEE  NWREZESENREE
BREEZRRE - BT RIFEHR - RE&
HESETEHIRR B RE - ERZS
R MR FFREISIABHE -

ARSI HAE B LA ERREE - AR
EEREBHAR  BENERSF N RERE
BEAR -

(g) During the year, no allowance for impairment losses has been
made in respect of the above advances to related parties (2006:
nil).

37. Management of risks

The Group has established policies, procedures and limits to manage
various types of risk that the Group is exposed to. Risk management
processes and management information systems are in place to identify
measure, monitor and control credit risk, liquidity risk, market risk and
operational risk. The risk management policies, procedures and limits
are approved by the Board of Directors or its designated committee,
and are monitored and reviewed regularly by relevant risk management
committees, such as the Credit Committee and the Asset and Liability
Management Committee ("ALMCO"). Internal auditors perform regular
audits and independent checking to ensure compliance with the policies
and procedures.

This note presents information about the Group’s exposure to each
of the above risks, the Group’s objectives, policies and processes for
measuring and managing risks, and the Group’s management of
capital.
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37. Management of risks (Continued)

(a)

Credit risk management

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

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

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

(i) Corporate credit risk

The corporate credit exposures are diversified among
corporates, middle market borrowers and SMEs. The large
corporate exposures are generally concentrated among
highly rated customers. The principal means of managing
credit risk is the credit approval process. The Group has
policies and procedures to evaluate the potential credit
risk of a particular counterparty or transaction and to
approve the transaction. For corporate clients, the Group
has a detailed credit review system that is applied to each
counterparty on a regular basis. The Group also has limits
for exposure to individual industries and for borrowers and
groups of borrowers, regardless of whether the exposure is
in the form of loans or non-funded exposures. The Group
also has a review process that ensures the proper level of
review and approval depending on the size of the facility
and risk grading of the credit.
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37. Management of risks (Continued)

(a)

Credit risk management (Continued)

0

(ii)

(iii)

(iv)

Corporate credit risk (Continued)

The Group undertakes ongoing credit review and
monitoring at various levels. The credit policies promote
early detection of counterparty, industry or product
exposures that require special attention. The Credit
Committee oversees the overall portfolio risk as well as
individual problem loans and potential problem loans on a
regular basis.

Retail credit risk

The Group's retail credit policy and approval processes are
designed based on the characteristics of the retail banking
products: small value but high volume, and relatively
homogeneous transactions. Monitoring the credit risk of
retail exposures is based primarily on statistical analyses
and portfolio review with respect to different products
and types of customers. The Group reviews and revises the
product terms and customer profiles on a continual basis
according to the performance of respective portfolios and
the market practices.

Credit-related commitments

The risks involved in credit-related commitments and
contingencies are essentially the same as the credit
risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same
credit application, portfolio maintenance and collateral
requirements as for customers applying for loans.

Concentration of credit risk

Concentration of credit risk exists when changes in
geographic, economic or industry factors similarly affect
groups of counterparties whose aggregate credit exposure
is material in relation to the Group’s total exposures. The
Group's portfolio is diversified along geographic, industry
and product sectors in accordance with the established
limits approved by the relevant risk committees.
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37. BEE(E) 37. Management of risks (Continued)

(a) EERBREE(E) (a) Credit risk management (Continued)
(iv) EERBRZEFE) (iv)  Concentration of credit risk (Continued)
(1) =mEERE (1) Maximum exposure

ERE A AENERRK
HMEREFAHNERT
BEABRKBEEANED
FERR =RIEEEARE
REEHABEHESREER
B REERRNER
1B » B R0

The maximum exposure to credit risk at the balance
sheet date without taking into consideration of
any collateral held or other credit enhancements is
represented by the carrying amount of each financial
assets in the balance sheet after deducting any
impairment allowance. A summary of the maximum
exposure is as follows:

154

T
KFRITEE KFRIT
The Group The Bank
2007 2006 2007 2006
BeLFMEEITRE ©  Cash and balances with banks,
FRBITREM central banks and other
SRIBETE financial institutions 3,306,767 2,253,725 1,976,792 1,691,086
THTHRITRE Placements with banks,
RRFITREM central banks and other
SRIETE financial institutions 28,942,740 27,525,225 26,521,117 27,444,689
B5ZR Trade bills 363,545 370,549 303,208 323,718
BERBEE Trading assets 1,034,757 738,392 1,034,460 749,578
AAFEEFAER Financial assets measured
MERERE at fair value through
profit or loss 6,700,285 5,382,956 6,700,285 5,382,956
ZRER Advances to customers 74,331,816 58,377,203 43,992,090 44,987,774
BITREER Advances to banks 93,920 47,539 - 47,539
BENFER Loans to associated companies 141,888 62,000 141,888 62,000
(HEPNGIYE Amounts due from subsidiaries - - 15,271,307 7,285,939
FEZIHA R4 Held-to-maturity and
HESRAE available-for-sale
financial assets 18,891,888 22,218,593 16,545,014 19,527,597
BB HER R MR Financial guarantees and
ERABN other credit related
SR ER contingent liabilities 2,833,340 3,120,619 3,737,913 3,101,226
EFURIE R H A Loan commitments and
ERABMAE other credit
related commitments 15,689,944 12,208,569 12,356,640 11,464,425



37. ERERE(A)

37. Management of risks (Continued)

(a) FERBREEE (a)
(v FEERRZSETE) (iv)

@)

B IEEEZX

BITREERRMETIE
ERITOMRITREE - B2
RAEFRNEREFAE
EEERINEENF -
RZEZELFRZTER
F+ZA=+—8 " ¥
FORASORERRITR
BRRBERRER - &
PERMEEEZH W

T
REENAE Gross advances to customers
—IEBESGERAE ~ neither past due
nor impaired
—BHEIERE ~ past due but not impaired
—RE (FEE18(0) ~ impaired (note 18(c))
Hep: of which:
EFENEE Gross advances to customers
- A% — Grade 1: Pass
— % RBRIER — Grade 2: Special mention
AEBMBRBHRESERA
FRANER D T E S

(5 £
DER .

BHEFRENTFEXR

BREC HATIAT -
BEEERENER Gross advances to customers
aReE that are past due but not
impaired
—BEBEASUT — past due 3 months or less
—6EAZKUAT — 6 months or less but
B3EANE over 3 months
—1EHUT — 1 year or less but
BefE A £ over 6 months
—1FE — Over 1 year

Credit risk management (Continued)

Concentration of credit risk (Continued)

(2)  Credit quality of loans and advances
Advances to banks are only made to banks with
good credit standing. Loans to associated companies
are granted as our associated companies have
good credit standing. At 31st December, 2007 and
2006, no advances to banks and loans to associated
companies are past due nor impaired. The credit
quality of advances to customers can be analysed as
follows:
KFHRITER KFH]AT
The Group The Bank
2007 2006 2007 2006
73,035,565 57,116,565 43,757,626 44,411,978
1,213,077 1,157,580 181,357 499,053
325,137 364,092 195,228 293,170
74,573,779 58,638,237 44,134,211 45,204,201
73,302,581 57,433,108 43,185,347 44,168,389
946,061 841,037 753,636 742,642
The Group classifies the loans and advances in
accordance with the loan classification system
required to be adopted for reporting to the HKMA.
The ageing analysis of advances to customers that
are past due but not impaired is as follows:
KEHRITEE KFHRIT
The Group The Bank
2007 2006 2007 2006
1,170,309 1,125,263 148,679 476,302
35,204 21,387 31,069 15,525
7,564 10,798 1,609 7,094
- 132 - 132
1,213,077 1,157,580 181,357 499,053

155



A5 R R E

Notes to the Financial Statements

37. EREE (&)
(a) FERREE(HE)
(iv) EERREZEFE)
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2) EBEHRZIEEEEE)
RZZEZEELF+ A
=+—8 AEERAR
THEIEEHETIRNE
BHSRENEEEX
2 Bl 3 5 ® 25,618,000
T(ZTTXE B
18,767,000 7T ) K 7 %
17,773,000 7t ( Z T T X
& B%12,328,0007T) °

3) BEFPRRTEAEZEREHNE
BENGIEH NS 2 /HE
EZEEEE
HERXHEERBRERE A
ABAEECEEZERR
ERHA K HXS5Y
FEBREBITR - W E
RIRZSEFRERTE - B
BEEREK  BRIEREZ
BgZf  TRAEET
SREBRIZELHIR
BRF P aF £ #UBBBAR (B 7555
HHERIAR °

REEEEXREEH &
BEATRBETELR
%m%WﬁEﬁ%%%m
AEMOMBEBHEFZE

37. Management of risks (Continued)

(a)

FEEHEDNT - B EHAK

S ETAR - AIFHA T
AR o

AAA AAA

AA - EAA+ AA -to AA+
A-ZEA+ A-to A+
BBBZBBB+ BBB to BBB+
{X7BBB Lower than BBB
AR Unrated

Credit risk management (Continued)

(iv)

Concentration of credit risk (Continued)

)

3)

Credit quality of loans and advances (Continued)

At 31st December, 2007, advances to customers
that would be past due or impaired had the terms
not been renegotiated amounted to HK$25,618,000
(2006: HK$18,767,000) and HK$17,773,000 (2006:
HK$12,328,000) for the Group and the Bank
respectively.

Credit quality of financial assets other than advances
to customers and banks and loans to associated
companies

Credit risk of treasury transactions is managed in
the same way as the Group manages its corporate
lending risk and risk gradings are applied to the
counterparties with individual counterparty limits
set. It is the Group’s credit policy not to invest
debt securities that are below the grading of BBB
by Standard & Poor’s Ratings Services or their
equivalents unless it is approved by the Credit
Committee.

At the balance sheet date, the credit quality of
investment in debt securities analysed by designation
of external credit assessment institution, Standard
& Poor’s Ratings Services or their equivalents, is as
follows. In the absence of such issue ratings, the
ratings designated for the issuers are reported.

KT
The Bank
2007

KERITEE
The Group
2007

2006 2006

2,205,007
19,095,063
2,601,163
413,758
667,474

2,939,355
17,645,659
5,858,618
115,832
235,631

2,079,324
16,929,612
2,576,155
413,758
667,474

2,801,547
17,252,048
3,709,776
115,832
235,631

24,982,465
788,864

26,795,095
806,935

22,666,323
768,866

24,114,834
806,935

25,771,329

27,602,030

23,435,189 24,921,769
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37. Management of risks (Continued)

(a)

Credit risk management (Continued)

(iv)

Fair value of collateral and other
credit enhancements held
against financial assets that
are past due but not impaired

Concentration of credit risk (Continued)

“)

Collateral and other credit enhancements

The Group holds collateral against advances to
customers in the form of mortgages over property,
other registered securities over assets, cash deposits
and guarantees. Collateral generally is not held
over advances to banks, except when securities are
held as part of reverse repurchase and securities
borrowing activity. The Group also holds commercial
properties as collateral against loans to associated
companies. Collateral held as security for financial
assets or financial derivatives other than advances is
determined by the nature of the instrument.

An estimate of the fair value of collateral and other
credit enhancements held against past due but not
impaired financial assets is as follows:

KEHRTEE KFHRIT

The Group The Bank
2007 2006 2007 2006
2,505,643 2,110,797 312,812 872,506

Analysis of credit risk concentration by the economic
sector of the respective financial assets is disclosed in
notes 15 to 19 and the geographical concentration
of the Group’s assets is disclosed in note 35(b).
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(b)

REBELEMER
MBEEREEREEENENEE
EREMNBHERNRR - AEED
RN E SRR EBBUR - BRI
HEHEEBEARDES - ~X5E
RE-ZEZLF2FTARBERLETR
50.4% ' RIBEFER25% RIKERK ©

MBETHAERAEABERELZES
MAHER EEAREELZEEHS
REEE AP mERER - B
BENAMBAZERDESRBAET
BENALTANX BEZERDESE
RERFEH  FHRERESOREDE
SHRENERF - #5  FFEREERD
BoRk  AREEERBDESRRE
BiRIZ - EFSRERDE SR K
REE  #BaERndieRkEs
AR - THRERADESRBRERE
RERAREBRRBEAESRERELE
IR R -

REAR—RERETTFNESHTE K
FAARBMENEES - TEEERR
TREFEMS - B AEEER T
RHBREE - LB EAARRETER A
RBEEHR - ARETEMBRDE
SHRRETEDIA(BERBEER
BESREBMSEMESR)  BIRE
ARFARRRBDESD -

37. Management of risks (Continued)

(b)

Liquidity risk management

Liquidity risk is the risk of inability to fund an increase in assets
or meet obligations as they fall due. The Group has established
liquidity management policies for ensuring adequate liquidity
is maintained at all times. The Group maintained an average
liquidity ratio of 50.4% in 2007, which is well above the statutory
requirement of 25%.

Liquidity is managed day-to-day by the treasury under the
direction of ALMCO. ALMCO, which comprises personnel from
senior management, treasury function, risk management, financial
management and other business areas that could affect liquidity
risk, is responsible for overseeing the liquidity risk management,
in particular implementation of appropriate liquidity policies
and procedures, identifying, measuring and monitoring liquidity
risk, and control over the liquidity risk management process.
The Board of Directors approves the liquidity risk strategy and
policies, maintaining continued awareness of the overall liquidity
risk profile, and ensuring liquidity risk is adequately managed
and controlled by senior management within the established risk
management framework.

To cater for funding requirements during ordinary course of
business, sufficient liquid assets are held and also access to the
interbank market is maintained. In addition, adequate standby
facilities are maintained in order to meet any unexpected and
material cash outflow. The Group also performs regular stress
tests which include both an institution-specific crisis scenario and
a general market crisis scenario, on its liquidity position to ensure
adequate liquidity is maintained at all times.
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(b)

ENE & EE ()

TRINFAEERGEERRTHAEER
FHEMFE - REKRIERHR M ST
RERE - IRBESRENEH LR
RREREB/KE - AHERBENE
RREIRE L) LR B BB 513 -
ERREENERAE  ERERERAHE

37. Management of risks (Continued)
(b) Liquidity risk management (Continued)
The cash flows payable by the Group for the financial liabilities
including interest payable that will be settled by remaining

contractual maturities at the balance sheet date are presented

in the following table. The amounts disclosed are based on the
contractual undiscounted cash flows. Interest payable in respect

H IEFERH AR TAT BB EE A T 5IRR

of term financial liabilities is reported based on contractual
interest payment date. Financial liabilities repayable on demand
including interest accrued up to balance sheet date are reported

under the column “repayable on demand”.

KERITER
The Group
2007
1EANE  3EANE 150 £
B3EAR B1ER {B5F
Over Over Over Remi
558 8RR Tmonth 3 months 1 year SEME piek
Repayable Within but within but within but within Over e Gross cash
on demand 1 month 3 months 1 year 5 years 5 years Undated outflow
RITAE - PREG Deposits and balances of banks,
REMSRILE central banks and other
LB financial institutions 158,495 1,195,493 501,553 918,427 155,903 - - 2,9298M
EPER Deposits from customers 28342797 66,048,172 14,986,319 4,642,610 649,264 - - 114,669,162
[REE Certificates of deposit issued - 205850 1,361,400 893,498 914,674 - - 3375422
fTE4RIE Derivative financial instruments - 39,007 11,484 192,007 446,215 432,686 - 1,121,399
kERE Subordinated liabilities - - - 227,865 750944 3485547 3120920 7,594,276
2Bk Other liabilities - 1,313,950 234,074 470,717 78,638 - 48,216 2,145,595
28,501,292 68,802,472 17,094,830 7345124 3,004,638 3,918,233 3,169,136 131,835,725

e e e ——————t——

Unrecognised loan

commitments 11,768,598 211,457 43387 1478781 1,920,661 267,054 - 15689944
XFH5E
The Group
2006
1EANE  3EANE [EYS
E3EAA B1ER {B5F

Over Over Over Remi
558 8RR Tmonth 3 months 1 year SEME pek
Repayable Within but within but within but within Over e Gross cash
on demand 1 month 3 months 1 year 5 years 5 years Undated outflow

RITAE - PREGT Deposits and balances of banks,

REMLRIER central banks and other
B financial institutions 121,794 640,884 50,704 767,277 134,673 - - 1715332
EFRR Deposits from customers 26,187,186 57,361,581 13731441 4,977,355 304,481 289 - 102,652,333
[REE Certificates of deposit issued - 28,713 1,136,048 569,049 2,036,316 - - 3970126
fiEERIA Derivative financial instruments - 6,453 41,558 256,999 248,173 9,625 - 562,808
kEEE Subordinated liabilities - - - 134,219 134924 2,527,850 - 279993
2hak Other liabilities - 1,175,995 178,218 363,062 69,393 - 60,607 1,847,275
26308980 59413626 15,137,969 7,067,961 3,017,960 2,537,764 60,607 113,544,867
AR S Unrecognised loan

commitments 9,422,146 25,000 2,757 281,169 1,826,918 650,579 - 12,208,569
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(b) RBESEREEGH

HhRx  PREG
REtSRESE
LB

EPER

ERTENE

iTEERIA

HitafE

REE - PRET
BEtERERE
LB

EPER

ERTENE

fiE2MIA

HitafE

Deposits and balances of banks,
central banks and other
finandial institutions

Deposits from customers

Certificates of deposit issued

Derivative financial instruments

Subordinated liabilities

Other liabilities

37. Management of risks (Continued)

(b) Liquidity risk management (Continued)
XFHT
The Bank
2007
1EANE  3EANE £ E
B3EAR BIER [ESER
Over Over QOver Bemd
HEFE R aAR Tmonth 3 months 1 year SEME ek
Repayable Within -~ butwithin -~ butwithin ~ but within Over B Gross cash
on demand 1 month 3 months 1 year 5 years 5 years Undated outflow
148,301 1,033,030 - - - - - 1,181,331
21425554 53,351,791 11,818,661 2,986,846 224,395 - - 89,807,247
- 209,251 1,360,009 823,387 812,508 - - 3205155
- 38,541 15,941 192,493 447,603 432,827 - 1,127,405
- - - 93,022 759,944 949,800 3120920 4,923,686
- 613,763 162,153 240,725 141,834 - 12,746 1,071,221
21,573,855 55246376 13,356,764 4336473 2,286,284 1,382,627 3,133,666 101,316,045

Unrecognised loan
commitments

Deposits and balances of banks,
central banks and other
finandial institutions

Deposits from customers

Certificates of deposit issued

Derivative financial instruments

Other liabilities

Unrecognised loan
commitments

11,635,004 - - 271,639 379,997 70,000 - 12,356,640
KFB
The Bank
2006
1EANE  3EANE (£
E3EAA B1%5R [ESER
Over Over Over e
HIEFER 1fERR Tmonth 3 months 1 year SERLE o]
Repayable Within -~ butwithin -~ butwithin -~ but within Over EFEH Gross cash
on demand 1 month 3 months 1 year 5 years 5 years Undated outflow
102,331 640,884 50,704 767,277 134,673 - - 1,695,869
20,340,174 46,003463 11,090,262 4,041,420 131,578 289 - 81,607,186
- 228,713 1,136,048 574,184 2,036,316 - - 3,975,261
- 5799 45,843 258,159 248,658 9,708 - 568,167
- 527,351 150,166 285,926 32,797 - 19,804 1,016,044
20,442,505 47406210 12,473,023 5926966 2,584,022 9,997 19,804 88,862,527
9,675,038 25,000 1,727 174,953 1,021,078 566,629 - 11,464,425

REBERANRITEREEMAEREH
REHZEHEEE IE 2 B2 FIgrEfE
S0 B HIR DR FIR M FE30 ©
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The detail of the analysis on the Group’s and Bank’s material
assets and liabilities into relevant maturity groupings based on
the remaining period at balance sheet date to the contractual
maturity date are set out in note 30.
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37. Management of risks (Continued)

(9]

Market risk management

Market risk is the risk arising from the movements in market
prices of on- and off- balance sheet positions in interest rates,
foreign exchange rates as well as equity and commodity prices
and the resulting change in the profit/loss or reserve of the
Group.

The Group is exposed to market risk on position taken or financial
instrument held or taken such as foreign exchange contracts,
interest rate contracts, fixed income and equity securities and
derivatives instruments.

The Board of Directors reviews and approves the policies for the
management of market risks and trading authorities. ALMCO has
been delegated the responsibility of controlling and monitoring
market risk including regular review of the risk exposures and
the risk management framework such as the established limits
and stop-losses. The limits are set by ALMCO and reviewed on
a periodic basis with reference to market conditions, with any
material changes requiring a review by the Board of Directors.
It is the Bank’s policy that no limit should be exceeded. Middle
Office has been delegated the duties of intra-day monitoring and
ensuring compliance with the policy and limits.

The Group adopts a prudent approach in managing the portfolio
of trading instruments. It reduces excessive market risk by
offsetting trading transactions or hedging the open positions by
executing derivative contracts with other market counterparties.
Trading of interest rate and foreign exchange derivative contracts
forms an integral part of the Group’s trading activities, which
are primarily for squaring the trading positions or covering the
customer driven positions.

The Group uses the Price Value of a Basis Point (“PVBP")
measurement to monitor and limit its interest rate risk exposure.
PVBP is a technique involving the calculation of the change
in present value of a financial instrument or a portfolio of
instruments due to a change of one basis point in interest rates.
It also provides a quick tool to evaluate the impact on profit and
loss due to a basis point movement in interest rates.
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37. Management of risks (Continued)

(9]

Market risk management (Continued)

0

Interest rate risk

The Group’s interest rate exposures arise from lending,
deposit taking as well as treasury activities. Interest rate risk
primarily results from the timing differences in the repricing
of interest-bearing assets, liabilities and commitments,
which may apply to both banking book and trading book. It
also relates to positions from non-interest bearing liabilities
including shareholders’ funds and current accounts, as well
as from certain fixed rate loans and liabilities. The Group's
interest rate risk is monitored by the ALMCO within limits
approved by the Board, including interest rate gap limit,
product limit and PVBP limit. The Group also uses interest
rate swaps and other derivatives to manage interest rate
risk.

As the balance sheet date, the impact of a change in 100
basis points in interest rates would change the Group’s
profit before tax as follows. The effect on interest-bearing
financial instruments and interest rate swaps has been
included in this calculation.

2007 2006

REBEBRTIRT REBEBRTIAT

SEFE I, pials= i1V

R A) OR )

Increase/ Increase/

(decrease) (decrease)

in Group's profit in Group's profit

before tax before tax

EF100E 2, Increase 100 basis points 20,184 13,536
TF£100E 2, Decrease 100 basis points (20,184) (13,536)

mEUENEERIZREESE
& BERRESMERES &
ETESERNEE - ABER
rEphmEEREEREEE SR

o

Structural interest rate risk arises primarily from the
deployment of non-interest bearing liabilities, including
shareholders’ funds and current accounts, as well as from
certain fixed rate loans and liabilities. Structural interest
rate risk is monitored by ALMCO.



37. EEEE (&) 37. Management of risks (Continued)

(0 MmERKREREE) (c) Market risk management (Continued)
(i) TR (5) (i)  Interest rate risk (Continued)
TRETNEEHTEEERE The following tables indicate the expected next repricing

BEOEH TNAFRERTH - dates for the assets and liabilities at the balance sheet date.

KFHTEE
The Group
2007
EAME 1L
E1FR {B5%ER
3fAR  Over3months  Over 1 year 5L E ®E
A Within but within but within Over  Non-interest
Total 3 months 1 year 5 years 5 years bearing
BE Assets
B LGENERTTFE ©  Cash and balances with
RRBITREM banks, central banks and
SRR other financial institutions 3,306,767 2,344,451 - - - 962,316
THERBITRE Placements with banks,
RRBITREM central banks and other
SRBETUE financial institutions 28,942,740 28,197,536 745,204 - - -
EUESH Trade bills 363,545 352,375 11,170 - - -
BERREE Trading assets 1,034,757 - 80,756 245,541 - 708,460
WAFEEFEABR Financial assets measured at
LERERE fair value through profit or loss 6,700,285 1,347,482 1,280,899 2,758,388 1,313,516 -
RPERREMIERE Advances to customers and
other accounts 76,682,065 63,182,508 5,619,758 5,122,011 404,273 2,353,515
RITAEER Advances to banks 93,920 - 15,896 78,024 - -
FEZEEA RAH Held-to-maturity and
HESREE available-for-sale financial assets 18,891,888 12,796,233 378,447 4,418,962 1,151,105 147,141
BENAER Loans to associated companies 141,888 131,355 - - - 10,533
Hi&E Other assets 3,499,407 - - - - 3,499,407
BEE Total assets 139,657,262 108,351,940 8,132,130 12,622,926 2,868,894 7,681,372
af Liabilities
ROTAZE - PRFIT Deposits and balances of
LA S RE banks, central banks and
2ER other finandial institutions 2,817,714 1,176,059 1,425,700 206,112 - 9,843
EFER Deposits from customers 113,968,986 103,239,077 4,481,430 323,191 591 5,924,697
BETENE Certificates of deposit issued 3,309,204 2,932,464 123,724 253,016 - -
EERREE Trading liabilities 765,344 - - - - 765,344
HthBE Other liabilities 2,629,089 30,359 - - - 2,598,730
®EEE Subordinated liabilities 5,658,889 - 2,535,747 - 3,123,142 -
gefE Total liabilities 129,149,226 107,377,959 8,566,601 782,319 3,123,733 9,298,614
PTETA(RITERA) Derivatives (in the banking book)
5/ (B) BF8 net long/(short) position
(B2¥E) (notional amount) - 241,871 210,662 (257,476) (195,057) -
FlEGRE=E Interest rate sensitivity gap 10,508,036 1,215,852 (223,809) 11,583,131 (449,896)  (1,617,242)
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Assets
Cash and balances with
banks, central banks and
other financial institutions
Placements with banks,
central banks and
other financial institutions
Trade bills
Trading assets
Financial assets measured at
fair value through profit or loss
Advances to customers and
other account
Advances to banks
Held-to-maturity and
available-for-sale financial assets
Other assets

Total assets

Liabilities

Deposits and balances of
banks, central banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

Other liabilities

Subordinated liabilities

Total liabilities
Derivatives (in the banking book)
net long/(short) position

(notional amount)

Interest rate sensitivity gap

37.

Management of risks (Continued)
(o) Market risk management (Continued)

(i) Interest rate risk (Continued)
KXFRTER
The Group
2006
3fEANE 150 E
B15R B5ER

3EAR  Over 3 months Qver 1 year SELAE %8

BF Within but within but within Over  Non-interest

Total 3 months 1 year 5 years 5 years bearing

2,253,725 1,505,451 - - - 748,274

27,525,225 27,367,163 158,062 - - -

370,549 360,636 9,913 - - -

738,392 - 50 248 114,922 623,172

5,382,956 1,320,416 165,939 3,412,250 484,351 -

60,656,719 51,822,520 3,370,438 2,553,473 627,544 2,282,744

47,539 - 47,539 - - -

22,218,593 11,707,638 1,195,880 8,205,030 995,306 114,739

2,956,869 - - - - 2,956,869

122,150,567 94,083,824 4,947,821 14,171,001 2,222,123 6,725,798

1,692,887 795,123 756,466 129,395 - 11,903

102,066,947 92,055,356 4,702,941 204,148 836 5,103,666

3,715,303 3,475,160 86,952 153,191 - -

590,899 - - - - 590,899

2,239,958 72,208 - - - 2,167,750

2,527,850 - - 2,527,850 - -

112,833,844 96,397,847 5,546,359 3,014,584 836 7,874,218

- 280,008 85,558 (326,676) (38,890) -
9,316,723 (2,034,015) (512,980) 10,829,741 2,182,397 (1,148,420)
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Assets
Cash and balances with
banks, central banks and
other financial institutions
Placements with banks,
central banks and other
financial institutions
Trade bills
Trading assets
Financial assets measured at
fair value through profit or loss
Advances to customers and
other accounts
Held-to-maturity and
available-for-sale financial assets
Amounts due from subsidiaries
Loans to associated companies
Other assets

Total assets

Liabilities

Deposits and balances of
banks, central banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

Amounts due to subsidiaries

Other liabilities

Subordinated liabilities

Total liabilities
Derivatives (in the banking book)
net long/(short) position

(notional amount)

Interest rate sensitivity gap

37. Management of risks (Continued)

(o) Market risk management (Continued)
(i) Interest rate risk (Continued)
KFHRIT
The Bank
2007
MEAE 19 E
B1ER B5FR
3fAM  Over3months  Over 1 year S E %8
A&t Within but within but within Over  Non-interest
Total 3 months 1 year 5 years 5 years bearing
1,976,792 1,384,179 - - - 592,613
26,521,117 26,465,929 55,188 - - -
303,208 292,038 11,170 - - -
1,034,460 - 80,756 245,541 - 708,163
6,700,285 1,347,482 1,280,899 2,758,388 1,313,516 -
45,302,894 42,035,153 1,212,943 415,810 324,657 1,314,331
16,545,014 10,892,512 157,306 4,343,372 1,015,418 136,406
15,271,307 7,706,004 4,957,451 1,860,000 610,000 137,852
141,888 131,355 - - - 10,533
5,117,547 - - - - 5,117,547
118,914,512 90,254,652 7,755,713 9,623,111 3,263,591 8,017,445
1,175,558 1,168,730 - - - 6,828
89,332,555 82,001,997 2,908,630 111,238 - 4,310,690
3,109,220 2,932,463 23,741 153,016 - -
764,982 - - - - 764,982
12,285,232 4,820,792 5,742,866 1,080,230 - 641,344
1,437,389 30,359 - - - 1,407,030
3,123,142 - - - 3,123,142 -
111,228,078 90,954,341 8,675,237 1,344,484 3,123,142 7,130,874
- 241,871 210,662 (257,476) (195,057) -
7,686,434 (457,818) (708,862) 8,021,151 (54,608) 886,571
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Assets
Cash and balances with
banks, central banks and
other financial institutions
Placements with banks,
central banks and other
financial institutions
Trade bills
Trading assets
Financial assets measured at
fair value through profit or loss
Advances to customers and
other accounts
Advances to banks
Held-to-maturity and
available-for-sale financial assets
Amounts due from subsidiaries
Other assets

Total assets

Liabilities

Deposits and balances of
banks, central banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

Amounts due to subsidiaries

Other liabilities

Total liabilities
Derivatives (in the banking book)
net long/(short) position

(notional amount)

Interest rate sensitivity gap

37. Management of risks (Continued)

(o) Market risk management (Continued)
(i) Interest rate risk (Continued)
KFHRIT
The Bank
2006
MEAE 10 E
B1ER B5FR

3fEAM  Over3months  Over 1 year 5L %8

At Within but within but within Over  Non-interest

Total 3 months 1 year 5 years 5 years bearing
1,691,086 1,189,718 - - - 501,368
27,444,689 27,286,626 158,063 - - -
323,718 313,805 9,913 - - -
749,578 - 50 248 114,922 634,358
5,382,956 1,320,416 165,939 3,412,250 484,351 -
46,477,066 42,569,045 1,444,243 397,486 573,470 1,492,822
47,539 - 47,539 - - -
19,527,597 10,088,621 640,785 7,838,390 855,797 104,004
7,285,939 3,733,768 400,000 1,445,000 1,665,000 42,171
2,840,243 - - - - 2,840,243
111,770,411 86,501,999 2,866,532 13,093,374 3,693,540 5,614,966
1,673,424 778,755 756,466 129,396 - 8,807
81,184,068 73,158,440 3,961,148 132,268 - 3,932,212
3,720,276 3,475,160 91,925 153,191 - -
592,379 - - - - 592,379
16,100,651 8,192,718 3,130,884 4,287,035 - 490,014
1,318,913 72,208 - - - 1,246,705
104,589,711 85,677,281 7,940,423 4,701,890 - 6,270,117
- 280,008 85,558 (326,676) (38,890) -
7,180,700 1,104,726 (4,988,333) 8,064,808 3,654,650 (655,151)
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37.

Management of risks (Continued)
(c) Market risk management (Continued)

0

Interest rate risk (Continued)

The following table indicates the effective interest rates for
the last month of the year:

XFIRITEE XFRIT
The Group The Bank
2007 2006 2007 2006
% % % %
TEEATF IRERT TR ZE Placement with banks,
RRIRTT R EAML S Al central banks and other
HIE kIR financial institutions 5.26 4.75 5.33 4.75
EFPERRBSERE Advances to customers
and trade bills 5.48 6.08 4.98 5.88
BHES Debt securities 5.56 5.18 5.72 5.28
5.44 5.57 5.26 5.44
HRITEZE  PRBITR Deposits and balances of
E & phikiE 2 750 banks, central banks and
other financial institutions 4.26 4.08 3.57 4.12
PR Deposits from customers 3.88 4.01 3.85 4.10
BBITFRE Certificates of deposit issued 3.39 3.19 3.34 3.19
BEAE Subordinated liabilities 5.70 5.32 5.70 5.32
3.97 4.01 3.93 410
B R (i) Currency risk

AR E ey SN IE R R B S E B
T BERRITEBNREB NI
MERRRDITHERNRENLS
BIESMNERKR - TEH/ETT - R
FIERARE mEEREERE
ZESERE - MANERHRERE
REZR:] T HEEREBEEHR

ERISNE B F 5 A B SOF BB IE
BRREGMBEINEFRARE
FEBIERRARRN10% A
£ BAETXFRHEE -

HERRFRRIEMEINER
BAEHNSRBENERSE I RE
BAE  AEURRIFRERET
E5 RONEE FARRIT BN
CEIRITHE R R R EMME A
Y BRETHNEREEERE

&

o 3

- REBIMBRRKEER
AIRE &

-  REAE-

The Group foreign exchange positions, which arise from
foreign exchange dealing, commercial banking operations
and structural foreign currency exposures arising from
capital investment in subsidiaries and branches outside
Hong Kong, mainly in US dollars, Macau Patacas and
Renminbi, are managed by ALMCO. All foreign exchange
positions are managed by the ALMCO within limits
approved by the Board of Directors.

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

The net option position is calculated on the basis of
delta-weighted positions of all foreign exchange options
contracts. The net structural position includes the Bank's
overseas branch, banking subsidiaries and other subsidiaries
substantially involved in foreign exchange trading and
include structural assets or liabilities as follow:

- investments in overseas subsidiaries and related
companies; and

- subordinated liabilities.
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37. Management of risks (Continued)
(o) Market risk management (Continued)

(ii)

(In millions of HK$ equivalent)
Spot assets

Spot liabilities

Forward purchases

Forward sales

Net option position

Net (short) / long positions

(In millions of HK$ equivalent)

Net structural positions

(In millions of HK$ equivalent)

Net structural positions

(In millions of HK$ equivalent)
Spot assets

Spot liabilities

Forward purchases

Forward sales

Net option position

Net (short) / long positions

(In millions of HK$ equivalent)

Net structural positions

Currency risk (Continued)

KT IRITERE
The Group
2007 2006
= A&t E A%
us$ Total us$ Total
34,087 61,184 33,352 54,786
(35,080) (62,519) (33,486) (54,549)
23,452 27,373 32,214 35,141
(19,685) (23,628) (28,651) (32,299)
(5,369) (5,369) 171) (166)
(&595) (2,959) 3,258 2,913
KXFIRITEE
The Group
2007
SRPIHE AREE
Macau Chinese E7T A&t
Patacas Renminbi us$ Total
260 610 646 1,516
XFIRITERE
The Group
2006
SERPYEE AR
Macau Chinese EM AF
Patacas Renminbi Us$ Total
441 199 324 964
KT ERIT
The Bank
2007 2006
= A&t E A%
uss$ Total us$ Total
31,716 54,225 32,657 53,936
(32,821) (56,272) (33,033) (53,905)
23,443 27,330 32,214 35,095
(19,685) (23,607) (28,651) (32,297)
(5,369) (5,369) 171) (166)
(&716) (3,693) 3,016 2,663
KFERTT
The Bank
2007
SRPIHE AREE
Macau Chinese ESiW A&t
Patacas Renminbi us$ Total
(854) 534 646 326




37. ERERE(A)

(9]

(d)

37. Management of risks (Continued)
miEEKRERE(E) (c) Market risk management (Continued)
iy EEREER(E) (i) Currency risk (Continued)
KT RIT
The Bank
2006
P AR
Macau Chinese E7T A%
(B HETEE) (In millions of HK$ equivalent) Patacas Renminbi us$ Total
HEENERFH Net structural positions (583) 199 324 (60)

(i) RERMR
AEBR-_ZELFR-_TTN
FzRERR - EZ2RERFE
iiJﬁlﬁEl&Wéi\ﬁ‘ﬁ%%ﬁ%ﬂﬁEJ
BTHENRAREZRE (R
F19)c FHEEEABHRER
[EEAREE|HNR(RME
16) c ZEREBRECEERTE
B E BRI R EAA TSR

BRbE -
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2ERRIIEEANBEFITERK
M ARBK - REHIESRIMREHT

SIBEEZER -

REBFEY 2 ARET
25 N B8P e o L
BIVEENAEESRE
ZREREREH

BRERARRL
- BHERR
BE— B

P IEE RIS 2 EIABUR -

BB ESEBMTEREN - ZFHhE
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BE  EEREER  ZEZEeTHE
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(d)

(i) Equity risk

The Group's equities exposures in 2007 and 2006 are
mainly in long-term equity investments which are reported
as “Held-to-maturity and available-for-sale financial assets”
set out in note 19. Equities held for trading purpose are
included under “Trading assets” set out in note 16. These
are subject to trading limits and risk management control
procedures and other market risk regime.

Operational risk management

Operational risk is defined as the risk of loss resulting from
inadequate or failed internal processes, people and systems or
from external events.

The Group's risk management framework is established to control
risks at both corporate and departmental levels. The underlying
management principle is built upon a long-standing culture of
high integrity and risk awareness fostered by senior executives of
the Group.

The framework consists of governing policies with control
measures to ascertain absolute compliance by all operating units.
These measures are directed, controlled and held to account
by operational management committees chaired by senior
executives. Regular reviews are performed by the committees
to ensure proper functioning of internal controls and to identify
improvement opportunities.

Furthermore, independent reviews are conducted by the Group’s
Internal Audit Division to measure the effectiveness of the
Group's system of internal controls. This division reports to the
Audit Committee to ensure the framework is managed with high
standards of probity.
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37. Management of risks (Continued)

(e)

Capital management

The Group’s policy is to maintain a strong capital base to
support the development of the Group’s business and to meet
the statutory capital adequacy ratio. In addition to meeting the
requirements from the HKMA, the Group’s primary objectives
when managing capital are to safeguard the Group's ability to
continue as a going concern, so that it can continue to provide
returns for shareholders and benefits for other stakeholders, by
pricing products and services commensurately with the level of
risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital
structure to maintain a balance between the higher shareholder
returns that might otherwise be possible with greater gearing
and the advantages and security afforded by a sound capital
position, and makes adjustments to the capital structure in light
of changes in economic conditions. The amount of minimum
capital requirements held for credit, market and operational risks
are calculated in accordance with the Basel Il requirements and
the regulations from the HKMA.

Capital is allocated to the various activities of the Bank depending
on the risk taken by each business division. Where the subsidiaries
are directly regulated by oversea regulators, they are required to
maintain minimum capital according to those regulators’ rules.
The Bank and certain financial subsidiaries, as specified by the
HKMA, are subject to the HKMA's capital requirements for its
regulatory supervision purposes. The Group and its individually
regulated subsidiaries have complied with all externally imposed
capital requirements throughout the year ended 31st December,
2007 and 2006 and are well above the minimum required ratio
set by the HKMA.

The capital adequacy ratios as at 31st December, 2007 are
computed on a consolidated basis including the Bank and certain
of its subsidiaries as specified by the HKMA for its regulatory
purposes, and are in accordance with the Banking (Capital) Rules
of the Hong Kong Banking Ordinance which became effective
on 1st January, 2007. The capital adequacy ratios as at 31st
December, 2006 were computed in accordance with the Third
Schedule to the Hong Kong Banking Ordinance and adjusted in
accordance with the guideline on “Maintenance of Adequate
Capital Against Market Risks” issued by the HKMA. Accordingly,
the capital adequacy ratios of the two years are not directly
comparable.
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38. Staff benefits

(a)

Retirement benefit costs (note 5(f))

(b)

Retirement schemes

KXFHRITEH
The Group
2007 2006
48,807 40,467

The Group operates both a Mandatory Provident Fund Exempt
ORSO Scheme (“the ORSO Scheme”) which is registered under
the Hong Kong Occupational Retirement Schemes Ordinance and
two Mandatory Provident Fund Schemes (“the MPF Schemes”)
established under the Hong Kong Mandatory Provident Fund
Ordinance to cover all qualifying employees in Hong Kong. As
from 1st August, 2004, the ORSO Scheme has been frozen as
employees and the employer have made the contributions to
MPF Schemes instead. In addition, a defined contribution scheme
was established on 3rd January, 2001 to cover all qualifying
employees in Macau at various funding rates, in accordance
with the local practice and requirements. The costs of these
schemes are charged to the income statement as incurred and
the assets of these schemes are held separately from the Group.
Any forfeiture amount under the MPF Schemes is refunded to
the Group when the member leaves employment prior to the
employer’s voluntary contributions being vested fully.

Equity compensation benefits

(i) Share Option Scheme
Pursuant to the approved Share Option Scheme, the
directors are authorised, at their discretion, to invite certain
executive, to take up options to purchase ordinary shares in
the Bank as an incentive to them. Prior to 1st September,
2001, the exercise price was 80% of the average closing
price on The Stock Exchange of Hong Kong Limited
("SEHK") on the five business days immediately preceding
the date of offer of such options. After 1st September,
2001, the exercise price should be at least the higher of
the closing price of the shares on SEHK on the date of
the grant, which must be a trading day, and the average
closing price of the shares on SEHK for the five business
days immediately preceding the date of grant.
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38.

Staff benefits (Continued)

(b) Equity compensation benefits (Continued)
(i)  Share Option Scheme (Continued)

RIRIEEE (1) Movements in share options
2007 2006
hniETH nEFH
1B 11(%(E
Weighted Ring R Weighted ighE ZeE!
average Number average Number
exercise price of shares  exercise price of shares
BT BT
HK$ HK$
1R B Outstanding at 1st January 38.50 1,085,000 37.43 1,285,000
[RESESS Exercised 41.92 (95,000) 31.64 (200,000)
12A31B &K% Outstanding and exercisable
RIfTfE at 31st December 38.17 990,000 38.50 1,085,000
FERWEFHZRE(ZE No share options were granted during the year (2006:
TRF &) o nil).
REEREBXRFEEHZA (2)  Terms and conditions of unexpired and unexercised
BRI R R AT (1958 R A share options at balance sheet date
ZRAFH
2007 2006
inE g gnl S|
BT R B AR 1B Number of Number of
Date of options granted Exercise price shares shares
BIT
HK$
10/03/2001 23.60 150,000 150,000
15/03/2002 26.30 120,000 120,000
14/01/2003 25.80 40,000 60,000
14/03/2003 26.50 100,000 100,000
21/05/2004 43.80 300,000 350,000
14/01/2005 51.25 200,000 220,000
28/01/2005 50.25 80,000 85,000
990,000 1,085,000

I ERR R R T
ZRBEEANETRE—
BFEEETHEFANT
& WABBRMETE

RZEZEELF+ A
=+—HEKRITEZRR
T2 INFETF I FIsRE LD F
HA5.66F(ZTTREF
6.71%F) °

The options granted under the Share Option Scheme
will be exercisable between the first and the tenth
anniversaries of the date of grant, and settled by
physical delivery of shares.

The options outstanding at 31st December, 2007
have a weighted average remaining contractual life
of 5.66 years (2006: 6.71 years).



38. BEREA(A)
(b) BHEMEF

38. Staff benefits (Continued)

1 (4) (b)

()  RBEEGE

3)

“)

Equity compensation benefits (Continued)
(i)  Share Option Scheme (Continued)

ERNTTIEZ RIRIEF 15 (3)  Details of share options exercised during the year

PRI TR H

2 St

FHYTE

Weighted average
closing price 2007 2006
11158 per share at B3 A RuEgE] BGEE]
1T B E Exercise preceding day Proceeds Number Number
Exercise date price before exercise date received of shares of shares

BT BT BT
HK$ HK$ HK$

01/02/2006 50.25 56.10 1,005,000 - 20,000
01/04/2006 25.80 65.15 516,000 - 20,000
01/04/2006 26.30 65.15 526,000 - 20,000
16/06/2006 43.80 63.95 1,752,000 - 40,000
18/08/2006 23.60 77.70 944,000 - 40,000
25/08/2006 26.30 75.00 789,000 - 30,000
25/08/2006 26.50 75.00 795,000 - 30,000
23/01/2007 43.80 96.55 657,000 15,000 -
23/01/2007 50.25 96.55 251,250 5,000 -
19/04/2007 25.80 95.85 516,000 20,000 -
09/05/2007 51.25 89.25 1,025,000 20,000 -
20/08/2007 43.80 82.05 876,000 20,000 -
05/12/2007 43.80 99.95 657,000 15,000 -
95,000 200,000

FABITERBERITE
H B2 TR E /B
#9190 (Z BT RF ¢
##69.327T) °

BIRIEZ N FEERRE
215
REEAETRZRFE
BENRERA-ZEABRR
A8 -R-_BEAEBER
B EREEZ XV E
Bl EEERREZR
BENRFH - LERER
RATIHFEIBHREH
& AR BEEERRF
T B ME R 2
BEx  MzETBRR
gz B H N FEER
R AEERNTE -

)

The weighted average share price at the exercise
date for share options exercised during the year is
HK$91.90 (2006: HK$69.32).

Fair value of share options and assumptions

The fair value per option at the dates of grant was
measured based on the Bi-nominal pricing model.
The Bi-nominal pricing model was used in estimating
the fair value of share options after taking into
account the exercise price and the life of the option.
Such option pricing model requires the input of
highly subjective assumptions including the risk-
free interest rate, expected volatility and dividend
yield of the shares. The changes in subjective input
assumptions can materially affect the fair value
estimate.
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38. Staff benefits (Continued)

Equity compensation benefits (Continued)

(b)

Date

0

(ii)

Share Option Scheme (Continued)

(4)  Fair value of share options and assumptions
(Continued)
The expected volatility is based on the historic
volatility (calculated based on the weighted average
remaining life of the share options), adjusted for any
expected changes to future volatility due to publicly
available information. Expected dividends are based
on historical dividends.

Share options were granted under a service
condition. This condition has not been taken into
account in the grant date fair value measurement of
the services received. The fair values of the options
were measured at the grant date and are charged to
the income statement and credited to shareholders’
funds between the grant date and vesting date.
There were no market conditions associated with the
share option grants.

EIP

Pursuant to the approved EIP, the directors are authorised,
at their discretion, to invite certain executives, to take up
awards to vesting ordinary shares in the Bank as incentive
for them to remain in employment with the Bank. The
maximum number of awards that may be granted under
the EIP may not exceed 1% of the issued share capital of
the Bank for the time being in issue within five years of the
date of approval of the plan on 22nd April, 2004.

The Group grants awards at no consideration for certain
employees to acquire ordinary shares in the Bank under
the EIP. The shares will be acquired at a nominal value of
HK$1 per share under the award. If the Board of Directors
determines to select the cash option when shares vest,
which is available under the plan, no new shares will be
issued on the date of vesting. The percentage of awards
vested between the sixth to the tenth anniversaries after
the date of grant is as follows:

RELM BN

Percentage of Award vesting

Sixth anniversary of the date of grant 5%

Seventh anniversary of the date of grant
Eighth anniversary of the date of grant
Ninth anniversary of the date of grant
Tenth anniversary of the date of grant

10%
15%
20%
50%
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38.

11188
Exercise
price
BT
HK$
1.00

1.00
1.00

Staff benefits (Continued)
(b) Equity compensation benefits (Continued)
(i) EIP (Continued)
At 31st December, 2007, the Directors and employees of
the Bank have the following interest in awards to purchase
the ordinary shares in the Bank.

2007 2006

i) =P BB

~TEE RTEE
Fair value BRHEE Fair value EEGEAE
of awards at Number of awards at Number
date of grant of shares date of grant of shares
21,186,000 495,000 21,186,000 495,000
87,672,000 1,560,000 87,672,000 1,560,000
13,244,000 140,000 - -
122,102,000 2,195,000 108,858,000 2,055,000

The fair value per award at the date of grant is determined based on
the closing price of the shares of the Bank less the exercise price of the
award. The fair value per award at the date of grant is as follows:

By z8®E By z8®E

Award granted on  Award granted on

29/01/2007 23/01/2006

BT BT

HK$ HK$

Closing price of the shares of the Bank

at the date of grant 95.60 57.20
Less: Exercise price (1.00) (1.00)
Estimated fair value per award 94.60 56.20

39.

Fair values of financial instruments

Fair value estimates are generally subjective in nature, and are made as
of a specific point in time based on the characteristics of the financial
instruments and relevant market information. Where available, the
most suitable measure for fair value is the quoted market price. In the
absence of organised secondary markets for most financial instruments,
and in particular for loans, deposits and unlisted derivatives, direct
market prices are not available. The fair value of such instruments was
therefore calculated on the basis of well-establised valuation techniques
using current market parameters. In particular, the fair value is a
theoretical value applicable at a given reporting date, and hence can
only be used as an indicator of the value realisable in a future sale.
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39. Fair values of financial instruments

(Continued)

All valuation models are validated before they are used as a basis for
financial reporting. Wherever possible, the Group compares valuations
derived from models with quoted prices of similar financial instruments,
and with actual values when realised, in order to further validate and
calibrate the models. These techniques involve uncertainties and are
significantly affected by the assumptions used and judgments made
regarding risk characteristics of various financial instruments, discount
rates, estimates of future cash flows, future expected loss experiences
and other factors. Changes in assumptions could significantly affect
these estimates and the resulting fair values. Derived fair value estimates
cannot necessarily be substantiated by comparison to independent
markets and, in many cases, could not be realised in an immediate sale
of the instruments.

All financial instruments are stated at fair value or carried at amounts
not materially different from their fair values as at 31st December, 2007
and 31st December, 2006 except as follows:

KFIRITEE
The Group
2007 2006
FREE NEE AREE AFEE
Carrying value Fair value Carrying value Fair value
BEVEE Financial assets
BEEIHAZIEE Held-to-maturity investments 8,770,757 8,776,823 12,344,821 12,267,266
CRAE Financial liabilities
SABE SRR ARFTH 2 B 81T Certificates of deposit issued
FRE at amortised cost 2,014,984 2,014,754 2,205,000 2,208,888
LABESHR AR THE 2 Subordinated liabilities valued
‘EEE at amortised cost 2,535,747 2,534,381 2,527,850 2,486,484
KFERIT
The Bank
2007 2006
IREAE ~EE BREE NEER
Carrying value Fair value Carrying value Fair value
BREE Financial assets
FEZ2EHE2EE Held-to-maturity investments 6,592,703 6,597,605 9,768,479 9,693,863
TEAE Financial liabilities
LABESHRK AR B 2 B 81T Certificates of deposit issued
T8 at amortised cost 1,815,000 1,814,575 2,205,000 2,208,888

AREEBRATINTENEERR - WETELH
TEHRTEE -

The following methods and significant assumptions have been applied
in determining the fair values of financial instruments presented in
above.
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39. Fair values of financial instruments
(Continued)

(a

the fair value of demand deposits and savings accounts with
no specific maturity is assumed to be the amount payable on
demand at the balance sheet date.

the fair value of variable rate financial instruments is assumed to
approximate their carrying amounts and, in the case of loans and
unquoted debt securities, does not, therefore, reflect changes
in their credit quality, as the impact of credit risk is recognised
separately by deducting the amount of the impairment loss and
allowances from both the carrying amount and fair value.

the fair value of fixed rate loans and mortgages carried at
amortized cost is estimated by comparing market interest rates
when the loans were granted with current market rates offered
on similar loans. Changes in the credit quality of loans within
the portfolio are not taken into account in determining gross
fair values, as the impact of credit risk is recognised separately
by deducting the amount of the impairment loss and allowances
from both the carrying amount and fair value.

the fair value of unquoted equity investments is estimated, if
possible, using applicable price/earnings ratios for similar listed
companies adjusted to reflect the specific circumstances of the
issuers.

the fair value of forward exchange contracts and interest rate
swaps is estimated either using broker quotes or by discounting
future cash flows. Broker quotes are back tested using pricing
models or discounted cash flow techniques. Future cash flows are
estimated based on management’s best estimates of the amount
it 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. The discount
rate used is a market rate for a similar instrument at the balance
sheet date. The fair value of an option contract is determined by
applying the Black-Scholes option valuation model. Inputs are
based on market related data at the balance sheet date.
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40.

41.

42.

43,

Possible impact of amendments, new
standards and interpretations issued but
not yet effective for the year ended 31st
December, 2007

Up to the date of issue of the financial statements, the HKICPA has issued
a number of amendments, new standards and interpretations, which
are not yet effective for the accounting year ended 31st December,
2007 and which have not been adopted in these financial statements.

The Group is in the process of making an assessment of what the
impact of these amendments, new standards and interpretations
is expected to be in the period of initial application. So far it has
concluded that the adoption of them is unlikely to have a significant
impact on the Group’s results of operations and financial position.

In addition, HKFRS 8, Operating segments, which is effective for annual
periods beginning on or after 1st January, 2009, may result in new or
amended disclosures in the financial statements.

Non-adjusting post balance sheet event

The collateralised debt obligation (“CDOs"”) held by the Group were
purchased according to the Bank’s investment guidelines. As at
31st December, 2007, the carrying value of the CDOs amounted to
HK$774,113,000. Since 31st December, 2007, the uncertainties in the
credit and capital market for the CDOs continue, and the fair value of
the CDOs held by the Group further decreased by HK$176,048,000
up to the end of February 2008. However, the unrealised loss on
revaluation can be fully offset by the unrealised gain arising from the
change in credit risk of our perpetual subordinated liabilities measured
at fair value through profit or loss of approximately HK$256,324,000.

Comparative figures

As a result of adopting HKFRS 7, Financial Instruments: Disclosures, the
amendments to HKAS 1, Presentation of financial statements: Capital
disclosures and complying with the Banking (Disclosure) Rules, certain
comparative figures have been adjusted to conform with changes in
disclosures in the current year and to show separately comparative
amounts in respect of items disclosed for the first time in 2007. In
addition, certain figures have been reclassified to conform with the
current year’s presentation which have been made to facilitate the
comparison of the Group’s financial statements with peer banks in
Hong Kong. Further details of these developments and reclassifications
are disclosed in note 4 and under the paragraph “Compliance with the
Banking (Disclosure) Rules” in the “Report of the Directors”.

Approval of the financial statements
These financial statements were approved and authorised for issue by
the Board of Directors on 18th March, 2008.
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Unaudited Supplementary Financial Information

(BB TF T2 - Satksk) (Expressed in thousands of Hong Kong dollars unless otherwise stated)

FEMBREMFRUNTREEZHTUBEER - R The notes to the consolidated financial statements and the following
FERITFE(BWE)RAMBER - ARAFEZEEELSE  unaudited supplementary financial information are prepared to comply with
BOEE  NEREFSLEEMLIFNERTT - 1L the Banking (Disclosure) Rules. Certain comparative information has not
W AR D LB Y o been provided where the current year is the first year of disclosure and the
provision of the comparative quantitative information is impracticable.

(a) EXZERMREBESLER (a) Capital adequacy and liquidity ratios
(i) EXZEHE (i) Capital adequacy ratio
KFHRITERE
The Group
2007 2006
R12A3NBZERFT R Capital adequacy ratio as at 31st December 16.7% 15.2%
K12A31B 20 EART R L& Core capital adequacy ratio as at 31st December 8.5% 10.9%
FAT B4 7 4R M 5 IR 5E37(e) B AN 52 & As mentioned in note 37(e) of “Notes to the financial
EAREE -G REBERAT = statements” on the capital management of the Group, new
THF-A—BAERZBTEER)ER approaches are used in the calculation of the regulatory capital
% BRENBMAEAEEEERARER and capital charges following the adoption of the Banking (Capital)
Bk o Al - ZMFEZERTREET Rules effective from 1st January, 2007. Accordingly, the capital
BEE LR - AEEBEARLIIRESL adequacy ratios of the two years are not directly comparable.
WER - The Group is not required to present comparative quantitative

information in this respect.

EERATHAEAEEAR_ZTLF+= In calculating the capital adequacy ratio of the Group at 31st
A=+—HZBEARRUEZGEER - December, 2007, the following subsidiaries are excluded from
WABETI 2 MEAR : the basis of consolidation for regulatory reporting purposes:

- C.F. Limited - C.F. Limited

- ATE—RIT(REBA)BRAR] - Chekiang First Bank (Nominees) Limited

— HIE—RITUSFE) BRAF] - Chekiang First Bank (Trustees) Limited

- IIE—BRAQF - Chekiang First Limited

- MIE—/BHFARAIF - Chekiang First Securities Company Limited

- HEREERLQF - Honfirst Investment Limited

—  Sunwadell Company Limited - Sunwadell Company Limited

- Technico Limited - Technico Limited

- KFHRIT(REBA)BRAF - Wing Hang Bank (Nominees) Limited

-  KXFHRITEXBRAF - Wing Hang Bank (Trustee) Limited

- KXFRERAEBRAR - Wing Hang Insurance Agency Limited

—  OkFREERARAF - Wing Hang Insurance Brokers Limited

- KFBHFARAT - Wing Hang Shares Brokerage Company Limited

- XFEREHIRIE AR A A - Wing Hang Zurich Insurance Company Limited
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() EXZERREBESLLE(HE) (a) Capital adequacy and liquidity ratios

(Continued)
(i) EBEAXAZZELER(E) (i) Capital adequacy ratio (Continued)
KFRITEE
The Group
2007 2006
BRERARIS - Components of capital base:
B ER Core capital
R R T mAR AR A Paid-up ordinary share capital 294,964 294,221
RRAH BER Share premium 456,329 378,421
NGl Published reserves 7,110,192 6,541,502
BER Profit and loss account 458,498 694,038
g Less: Goodwill (1,306,430) (847,422)
HRAT 2 B AR BEE Total core capital before deductions 7,013,553 7,060,760
B OB RZEIER Less: deductions from core capital (134,544) -
EVE R AN - VN L Total core capital after deductions 6,879,009 7,060,760
AR Supplementary capital
BATEEEGHFE TR Reserves attributable to fair value gains on revaluation
RS E £ i of holdings of land and buildings 196,124 191,836
BEATRESGEEAE Reserves attributable to fair value losses on revaluation of
A HERE R EBE RN holdings of available-for-sale equities and debt securities - (88,791)
EXBBREE
—MRIRITERR 2 BB Regulatory reserve for general banking risks 722,615 417,665
HEEREER Collective impairment allowances 136,263 169,002
KAKIERE Perpetual subordinated debt 3,120,920 -
HHEERERE Term subordinated debt 2,535,747 2,527,850
HIRATZ P I E A 4aE Total supplementary capital before deductions 6,711,669 3,217,562
M nE ARz HEIEE Less: deductions from supplementary capital (134,544) -
AR 2 N8 A 4B R Total supplementary capital after deductions 6,577,125 3,217,562
HRAT. B AR AR A Total capital base before deductions - 10,278,322
BAREMBE  MRER B Total deductions from total capital base - (405,324)
A&z BARERE BT Total capital base after deductions 13,456,134 9,872,998
ROER R MER 2 Total deductions from the core capital and
HRIE R 8% supplementary capital 269,088 405,324
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(a)

(b)

BEXRRRABDESLR(E)

(i) FHRBESLLR

(a) Capital adequacy and liquidity ratios

(Continued)

(ii) Average liquidity ratio

2ELEREES LR Average liquidity ratio for the year

E2FEFHURPEASLENRIEFBRTE
BGOINRMEE - K REREESHE
E2R(I2ERDBHABEARITRENE
RMERRZABESHRMAE -

BB B2 EFERD T

WEDRERDIRZSEF 2 E - YO ER
BERBREZ - —KRfE £ BT ER
R - BREER ERERSLIFERAREN 2
—ITHRR - AREEZBEITHRIERITZEN
D17+ MAZIRTT 2 IR FR RN 5 —FATEHD ©

5 Hong Kong
JBFY Macau
REAH Mainland China
Hit Others

KFRITEE
The Group

2007

50.4%

2006

51.6%

The average liquidity ratio for the year includes the liquidity

positions of the Bank and certain of its financial subsidiaries,
which is the basis of computation agreed with the Hong Kong
Monetary Authority (“HKMA"), and has been computed in
accordance with the Fourth Schedule to the Hong Kong Banking

Ordinance.

(b) Advances to customers analysed by
geographical area

The geographical information is classified by the geographical location

of the counterparties after taking into account any risk transfer. In

general, such transfer of risk takes place if the claims are guaranteed
by a party in a geographical location which is different from that of the
borrower or if the claims are on an overseas branch of a bank whose
head office is located in another geographical location.

KFIRITEE
The Group
2007

2B

3EAKE

ZEFPER
EFPEX RE Overdue &R e
k] EFE  advances to REERE RERERE
Gross Impaired customers Individual Collective
advancesto  advances to forover  impairment  impairment
customers customers 3months  allowances  allowances
60,883,545 259,686 169,857 94,102 111,020
7,310,699 35,615 33,999 1,653 13,327
3,449,322 16,341 6,479 10,193 6,296
2,930,213 13,495 7,255 28 5,344
74,573,779 325,137 217,590 105,976 135,987

181



XEFEZHEMERH

Unaudited Supplementary Financial Information

(b) MBS B 2EFERDH(H)

(b) Advances to customers analysed by
geographical area (Continued)

BB Hong Kong
SBLPS Macau
AR AT D, Mainland China
EHAh Others

(o) RTESEZEFERE—SD
#
THRITESPEZEFPERE—SHINER - &
ZEBR RGN E - EZT"I%KQEQE)EE?K

#AEE10% ©

NERA Property investment
BEEMEENEZER  Advances for the purchase of
other residential properties
EEBUIMERZER  Advances for use outside Hong Kong
— AR - Mainland China
—Rf - Macau

182

KFRITEE
The Group
2006
B
3fEANRE
ZEFER
TEEH HE Overdue &R BEe
Gk HPEEF  advances to B B
Gross Impaired customers Individual Collective
advancesto  advances to forover  impairment  impairment
customers customers 3months  allowances  allowances
48,519,063 297,137 228,191 79,304 139,613
5,819,641 48,677 46,935 11,361 16,737
1,673,038 3,824 3,567 1,163 4,808
2,626,495 14,454 3,552 489 7,559
58,638,237 364,092 282,245 92,317 168,717
(c) Further analysis of advances to customers by
industry sectors
The following information concerning the further analysis of advances
to customers by industry sectors is prepared by classifying the advances
according to the usage of the advances in respect of industry sectors
which constitute not less than 10% of gross advances to customers.
KFHRITEE
The Group
2007
FRRME
[RECL: Eak
BEM 3fEANE KHRFIX ENHE
EREE  ZXPEX Impairment EEHR
REEHR 2B Overdue &R B allowances  Impairment
@5  %ofgross  advances to AR FELERE charged  allowances
Gross advances customers Individual Collective toincome written
advances to covered by for over impairment impairment statement off during
customers collateral 3 months allowances allowances  during the year the year
12,752,571 9.8 38,781 6,341 16,723 1,248 -
16,811,653 99.5 19,665 7,849 21,150 1,290 533
12,082,546 78.5 44371 25,150 47,935 28,571 18,959
9,052,217 89.6 26,301 1,653 5913 - 8,035



() RTEDPBE2EFERE—%9 (<) Further analysis of advances to customers by

(&) industry sectors (Continued)
KFHRITEE
The Group
2006
FRRE
[RECL: gk
BER fEAME WaFI% ENHE
BE  ZEPER Impairment EERR
REEHR 2B QOverdue &R et allowances  Impairment
ik} %of gross  advances to REEE REERE charged allowances
Gross advances customers Individual Collective to income written
advances to covered by for over impairment impairment statement off during
customers collateral 3 months allowances allowances  during the year the year
MERE Property investment 10,901,148 98.4 11,046 4,969 21,993 164 261
BEEMAEENEZER  Advances for the purchase of
other residential properties 14,692,277 99.8 43,704 8,615 29,052 1,216 31
EEBLUIMEBZER  Advances for use outside Hong Kong
—H R, -Mainland China 9,257,219 79.2 45,748 25,625 69,790 6,263 3,364
—Rf - Macau 6,211,056 9.3 38,705 6,862 5013 - 770
(d) BHREETERHEE (d) Overdue and rescheduled assets
() BHEREEEFHZEFEN (i) Overdue and rescheduled advances to customers
KFIRITRE
The Group
2007 2006
HhEPER ERFER
wEsantt BEsADL
BRERNAEK Gross advances to customers which have % of total % of total
FEZEPERMEE - been overdue with respect to either Gl advances T8 advances
principal or interest for periods of: Amount to customers Amount to customers
—6fA A ATE3EALLE -6 months or less but over 3 months 75,297 0.10 44,470 0.08
—1FskATE6MALE 1 year or less but over 6 months 52,002 0.07 48,222 0.08
—1FUE — Over 1 year 90,291 0.12 189,553 0.32
217,590 0.29 282,245 0.48
BEEF A E IR RIRE 2 317 Covered portion of overdue advances 171,578 224,291
BEE E I RRE 2 351 Uncovered portion of overdue advances 46,012 57,954
217,590 282,245
BBEERERRRE Current market values of collateral held
against covered portion of
overdue advances 298,378 299,772
BEE R @R EER Individual impairment allowances
made on overdue advances 43,385 57,412
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(d) BEREEERHMEE(R)

(i)
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(d) Overdue and rescheduled assets (Continued)
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Rescheduled advances to customers

Overdue and rescheduled advances to customers
(Continued)

Collateral held with respect to overdue advances to customers is
mainly properties and vehicles.

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

Rescheduled advances are those advances which have been
restructured or renegotiated because of a deterioration in the
financial position of the borrower, or of the inability of the
borrower to meet the original repayment schedule and for which
the revised repayment terms are non-commercial to the Group.
Rescheduled advances are stated net of any advances that have
subsequently become overdue for over 3 months and can be
analysed as follows:

KFHRITEER
The Group
2007 2006
ERPER HEFER
BEs BN BEsENL
% of total % of total
x| advances to -l advances to
Amount customers Amount customers
44,635 0.06 43,729 0.07

There were no advances to banks which were overdue or
rescheduled as at 31st December, 2007 and 31st December,
2006.
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(d) Overdue and rescheduled assets (Continued)
(ii) Other overdue assets

KFRITEE
The Group
2007 2006
Trade bills which have been overdue with respect to either

principal or interest for periods of:
— 6 months or less but over 3 months 4,179 -
— 1 year or less but over 6 months - 4,934
— Over 1 year 1,503 1,509

5,682 6,443

& R

(e) Non-bank Mainland China exposures
The analysis on non-bank Mainland China exposures includes exposures
of the Bank and certain of its subsidiaries on the basis agreed with the

HKMA.
KXFIRITEE
The Group
2007
BEAFBER BEAER &5
KAz EE N ER ELERE
On-balance ~ Off-balance R\ 42 %E Individual
sheet sheet Total impairment
(B EETEE) (In millions of HK$ equivalent) exposures exposures exposures allowances
Bl N ikts Mainland entities 3,784 385 4,169 10
BYEINZABRMEA  Companies and individuals outside
mMARBERNZER the Mainland where the credit
is granted for use in the Mainland 8,811 1,139 9,950 16
HEtZ SEFMEREK  Other counterparties the exposures
WAKERERBEAN to whom are considered by the Group
FERITEEE AR to be non-bank Mainland exposures 248 - 248 -
12,843 1,524 14,367 26
KFRITEE
The Group
2006
BEABR HAEABER &5l
KAz EE ANZ R B
On-balance  Off-balance Rk 4EEE Individual
sheet sheet Total impairment
B FETEE) (In millions of HK$ equivalent) exposures exposures exposures allowances
B e Mainland entities 2,284 438 2,722 1
EFEMZ AR EMEA  Companies and individuals outside
mMARBEAZEE the Mainland where the credit is
granted for use in the Mainland 7,528 614 8,142 25
EZZEFMERR  Other counterparties the exposures
WAREEREREA to whom are considered by the Group
FERITEE P ER to be non-bank Mainland exposures 142 - 142 -
9,954 1,052 11,006 26
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Macau

Mainland China

Other Asia Pacific

United States

Other North and South
American countries

Middle East and Africa

Germany

United Kingdom

Other European countries

Cross-border claims

The information concerning cross-border claims has been classified
by the geographical location of the counterparties after taking into
account any risk transfer. In general, such transfer of risk takes place if

the claims are guaranteed by a party in a geographical location which

is different from that of the counterparty or if the claims are on an

overseas branch of a bank whose head office is located in another

geographical location.

RITRIZER
Hibhomigs
Banks and
other financial
institutions

3,631
2,389,363
6,959,954
1,238,181

3,326,112
6,355
9,344,325
6,321,940
14,586,050

KT IRITERE
The Group
2007

NEWE

Public
sector Hity A5t
entities Others Total

2,365,138 7,550,316 9,919,085
220,634 1,856,854 4,466,851

- 2,607,384 9,567,338

311,515 2,619,393 4,169,089

- 1,355,632 4,681,744
- 41,214 47,569
- 7,613 9,351,938

70,161 6,392,101
713,632 15,299,682

44,175,911

2,897,287 16,822,199 63,895,397
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(f) Cross-border claims (Continued)

Other European countries

(9)

KFRITEE
The Group
2006
(E%R)
(restated)
RITRIZER

Hith & ghigis N-L

Banks and Public
other financial sector Hity A&t
institutions entities Others Total
195 2,352,502 5,885,873 8,238,570
2,147,298 138,738 1,085,908 3,371,944
7,350,417 - 1,112,209 8,462,626
1,138,755 301,822 1,821,869 3,262,446
4,152,129 - 1,357,939 5,510,068
8,632 - 2,922 11,554
9,171,920 - 13,417 9,185,337
5,658,352 - 338,407 5,996,759
17,213,063 - 901,774 18,114,837
46,840,761 2,793,062 12,520,318 62,154,141

Certain comparative figures in respect of cross-border claims have been

reclassified to conform with the current year’s presentation in relation
to the classification of the counterparty.

Additional disclosures on credit risk
management

0]

Capital requirement

In calculating the capital adequacy ratio of the Group for

regulating reporting purposes at 31st December, 2007,

the Group'’s capital requirements are calculated under the
Standardised (Credit Risk) Approach, except for Wing Hang Bank
(China) Limited and Banco Weng Hang, S.A. which the capital
requirements are calculated under the Basic Approach. The Group

uses the following external credit assessment institutions (“ECAIs")

to calculate its capital adequacy requirements prescribed in the

Banking (Capital) Rules:

— Fitch Ratings
— Moody's Investors Service, Inc.
— Standard & Poor’s Ratings Services

— Rating and Investment Information, Inc.
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(g) Additional disclosures on credit risk

management (Continued)

(i) Capital requirement (Continued)

The following capital requirement is made by multiplying

the Group's risk-weighted amount derived from the relevant
calculation approach by 8%. It does not reflect the Group’s

actual regulatory capital.

(1) The capital requirements on each class of exposure
calculated under the Standardised (Credit Risk) Approach
at the balance sheet date can be analysed as follow:

Classes of exposure:
— Sovereign
— Public sector entity
- Bank
— Securities firm
— Corporate
— Cash items
— Regulatory retail
— Residential mortgage loans
— Other exposures which are not past due
- Past due

Total capital requirements for on-balance sheet
exposures

— Direct credit substitutes

— Transaction-related contingencies
— Trade-related contingencies

— Other commitments

— Exchange rate contracts

— Interest rate contracts

— Equity contracts

— Credit derivative contracts

Total capital requirements for off-balance sheet
exposures

2007

127
51,183
850,577
315
2,036,879
6,781
617,299
528,032
204,409
12,635

4,308,237

92,789
2,757
21,310
28,706
27,016
7,683
15,031
1,909

197,201

4,505,438
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(g) Additional disclosures on credit risk

management (Continued)
(i) Capital requirement (Continued)

(2) The capital requirements on each class of exposure

calculated under the Basic Approach at the balance sheet

date can be analysed as follow:

Classes of exposure:
— Sovereign
— Public sector entity
— Bank
— Cash items
— Residential mortgage loans
— Other exposures

Total capital requirements for on-balance sheet
exposures

— Direct credit substitutes

— Transaction-related contingencies
— Trade-related contingencies

— Other commitments

— Exchange rate contracts

Total capital requirements for off-balance sheet
exposures

(i) Credit risk exposures

2007

16,364
414
52,058
2,956
229,778
920,983

1,222,553

25,446
368
4,063
86,185
67

116,129

1,338,682

Credit ratings from above-mentioned ECAIs are used for all

classes of credit exposures mentioned below. The Group follows

the process prescribed in Part 4 of the Banking (Capital) Rules to
map the ratings to the exposures booked in the Bank’s banking

book.
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(g) Additional disclosures on credit risk

management (Continued)
(ii) Credit risk exposures (Continued)
An analysis of the credit risk calculated under Standardised (Credit

(EBRR)FE AT EMNEERR T Risk) Approach by class of exposures at the balance sheet date is as
N follows:
2007
RAERSR
ERITATR
AHFRE
HER A%
RAKRR Total
FiReE exposure
MER  covered by
RUREERER B8 recognised
Bk AR R g Total  guarantees
BB Exposures after recognised B ERE e exposures  or recognised
Bt credit risk mitigation Risk-weighted amounts Total risk- covered by credit
Total B EHR BT EiET weighted ~ recognised derivative
exposures Rated Unrated Rated Unrated amounts collateral contracts
EEBERA:  On-balance Sheet:
-EAER - Sovereign 878,052 1,126,344 - 1,588 - 1,588 - -
~DEME - publicsector entity 842,450 3,198,965 - 639,793 - 639,793 - -
~%#%ERT - Multilateral development bank 104,685 104,685 - - - - - -
—-§#7 - Bank 44,730,948 44,511,715 247,214 10,516,669 115,549 10,632,218 - -
~BHET - Securities firm 267,175 - 7,884 - 3,942 3,942 259,291 -
0% - Corporate 30,283,758 5,453,461 23,310,701 2,150,281 23,310,701 25,460,982 1,297,177 326,864
-R2%ER - Cash items 508,519 - 508,519 - 84,766 84,766 - -
-EETE - Regulatory retail 10,708,512 - 10,288,300 - 7,716,225 7,716,225 366,175 54,037
~(EHBER - Residential mortgage loans 21,062,948 - 18,703,146 - 6600392 6600392 3475 2,356,327
—EftJFBE - Other exposures which are
ZER not past due exposures 3,015,198 22,058 2,533,057 22,058 2,533,057 2,555,115 460,083 -
—BEER - Past due exposures 153,219 7,082 146,177 371 157,560 157,937 116,534 7,043
112,555,468 54,424,270 55,744,998 13,330,766 40,522,192 53,852,958 2,502,735 2,744,271
BEBEFN:  Off-balance sheet:
~[BIMTE - off-balance sheet
TERS exposures other
AERITE than OTC derivative
TAAH) transactions or credit
DAONTE derivative contracts 1,280,604 59,516 1,008,605 42,346 992,114 1,034,460 212,483 5,826
AERINER
—I5MTETE - OTC derivative
X5 transactions 1,683,175 1,045,449 415,215 222,212 399,361 621,633 222,51 -
—EEFTETE - Credit derivative
A4 contracts 810,628 3,410 807,218 1,705 807,218 808,923 - -
3,774,407 1,108,375 2,231,038 266,323 2,198,693 2,465,016 434,994 5,826
116,329,875 55,532,645 57,976,036 13,597,089 42,720,885 56,317,974 2,937,729 2,750,097
PEBARERE  Exposures deducted from
CGalElS capital base 269,088
LA FRERR 2 IEE R ERREEEN A S The above exposures are principal amount or credit equivalent

BREESEBEOVER) -

190

amount, as applicable, net of individual impairment allowances.
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(9) Additional disclosures on credit risk
management (Continued)
(iii) Counterparty credit risk-related exposures calculated

under the Standardised (Credit Risk) Approach

In respect of the Group’s counterparty credit risk which arises
from over-the-counter (“OTC") derivative transactions, repo-style
transactions and credit derivative contracts (other than recognised
credit derivative contracts), all credit limits are established in
advance of transacting the business and credit and settlement
risk must be correctly captured, monitored and reported in
accordance with the Group risk methodologies. Credit exposures
are measured in book or market value terms depending on the
product involved. These methods of calculating credit exposure
apply to all counterparties or reference entities in transaction.

The policy for secured collateral on derivatives is guided by the
Group's Loaning Manual ensuring the due-diligence necessary to
fully understand the effectiveness of netting and collateralisation
by jurisdiction, counterparty, product and agreement type is
fully assessed and that the due-diligence standards are high and
consistently applied.

(1) Analysis of the major classes of its exposures by

DT counterparty type
2007
BIMTE BEENTE
TARS TEEH
OTC derivative Credit derivative
transactions contracts
LR Notional amounts:
—R7T - Banks 82,717,413 -
—1bE - Corporates 15,640,675 1,185,058
—Hit — Others 6,275,591 -
104,633,679 1,185,058
ZESEHENINBRRA  Credit equivalent amounts or
WEARENEERR net credit exposures net of
JFEE recognised collateral:
—iR7T - Banks 1,030,764 -
—12 — Corporates 270,024 810,628
—Hit - Others 159,876 -
1,460,664 810,628
[RLR NS EE - Risk-weighted amounts:
—iR7T — Banks 219,001 -
—1{b% — Corporates 258,583 808,923
—Hit — Others 144,049 -
621,633 808,923

RZTTLF+=A=+—8 " #
FETOBEARS -

There are no repo-style transactions as at 31st December,
2007.
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(g) Additional disclosures on credit risk
management (Continued)
(iii) Counterparty credit risk-related exposures calculated
under the Standardised (Credit Risk) Approach (Continued)
(2)  Analysis of the counterparty credit risk exposures

2007
BIMTHE EEITH
TARS TEAHN
OTC derivative Credit derivative
transactions contracts
Non-repo style transactions:
- gross total positive fair value which are
not repo-style transactions 668,814 1,374
Recognised collateral held
before any haircuts:
— cash on deposit with the bank 725,377 -
— debt securities 47,809 -
— equity securities 212,369 -
— others 1,000 -
986,555 -
Credit equivalent amounts or
net credit exposures net of
recognised collateral held 1,460,664 810,628
Risk weighted amounts 621,633 808,923

Notional amount of recognised credit
derivative contracts which provide
credit potection

(3) Credit derivative contracts which create exposures to

counterparty credit risk:

Used for management of the Group’s credit portfolio

— Credit default swaps

2007
BEUE

Nominal amount

Protection bought 200,000
Protection sold 985,058
1,185,058
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(g) Additional disclosures on credit risk
management (Continued)
(iv) Credit risk mitigation

The Group's policy provides that netting is only to be applied
where it has the legal right to do so.

Under the Banking (Capital) Rules, recognised netting is
defined as any netting done pursuant to a valid bilateral netting
arrangement. Consistent with the Banking (Capital) Rules,
only bilateral netting arrangements are included for capital
adequacy credit risk mitigation calculation. While the use of
multi-lateral netting arrangement is allowed for internal credit
risk management, it is not a valid credit risk mitigation under the
Banking (Capital) Rules.

It is the Group's policy that all corporate and institutional facilities
be reviewed (and hence revalued) at least on an annual basis.
Where facilities have been overdue for more than 90 days and
are tangibly secured, the collateral must be revalued not less than
every 3 months.

For residential mortgage loans that are more than 90 days past
due, the mortgaged property must be revalued not less than
every 3 months.

The main types of recognised collateral taken by the Group are
those as stated in Section 80 of the Banking (Capital) Rules,
including (but not limited to) cash on deposit, gold bullion,
equities listed in a main index and/or a recognised exchange and
various recognised debt securities.

As stated in Sections 98 and 99 of the Banking (Capital)
Rules, certain guarantees and credit derivative contracts are
recognised for credit risk mitigation purposes. The main types
of guarantees are from sovereigns, corporate and banks. With
corporate guarantees, in order for it to be recognised as a credit
risk mitigants, it must have a credit rating of A- or better by
Standard & Poor’s Ratings Services, Fitch Ratings and Rating and
Investment Information, Inc, or a credit rating of A3 or better by
Moody'’s Investors Service.

There were immaterial credit and market risk concentrations

within the credit risk mitigants (recognised collateral and
guarantees) used by the Group.
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(vii)
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(g) Additional disclosures on credit risk
management (Continued)
(v) Asset securitisation
The Group is an investing institution under asset securitisation
transactions at 31st December, 2007.

Asset securitisation exposures are calculated under the
Standardised (Credit Risk) Approach and Basic Approach.

2007

Classes of exposures:
— Corporate 76,726
Risk-weighted amounts 11,733
Exposures deducted from capital base 18,062

The capital charge for securitisation exposure at the balance sheet

date is:
2007
Capital charge for securitisation exposure 939

(vi) Market risk capital charge
The capital charge for market risk calculated in accordance with
the Standardised (Market Risk) Approach at the balance sheet

date is as follow:

2007

Capital charge for market risk
— Interest rate exposures (including options) 175,583
— Equity rate exposures (including options) 12,850
— Foreign exchange exposures (including gold and options) 2,819
191,252

(vii) Operational risk capital charge
The capital charge for operational risk calculated in accordance
with the Basic Indicator Approach at the balance sheet date is as

follow:
2007
Capital charge for operational risk 429,447
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(g) Additional disclosures on credit risk

management (Continued)

(viii) Equity exposures in banking’s book
Investments in equity shares which are intended to be held on
a continuing basis, but which do not comprise investments
in associates or subsidiaries, are classified as available-for-sale
securities and are reported in the balance sheet as “Held-to-
maturity and available-for-sale financial assets”. Available-for-sale
securities are measured at fair value as described in notes 2(f)(ii)
and (iii) on the financial statements. Included within this category
are investments made by the Group for strategic purposes, which
are subject to additional internal procedures and approvals to
ensure that the investment is in accordance with the Group’s
strategy and to ensure compliance with all relevant regulatory
and legal restrictions.

2007

Cumulative realised gains from sales and liquidations 39,764
Unrealised gains:

—recognised in reserve but not through income statement 2,709

— deducted from the supplementary capital -

(ix) Interest rate exposures in banking’s book
Interest rate exposures are calculated under the Price Value of a

Basis Point (“PVBP") methodology.

For the information of the nature and measurement of the risk,

RERMFE IR ZMIEE37() © please refer to note 37(c) of “Notes to the financial statements”.
2007
PETT ET
HK dollars US dollars
PR E)100E 2, Interest rate changes by 100 basis points
—BFIFE _EFA100E 2 —increase / (decrease) in earnings
g, CRid) by increasing 100 basis points 53,398 (46,880)
—BAE TR 10052 — (decrease) / increase in earnings
[N il by decreasing 100 basis points (53,398) 46,880

(h) &XER
AEBHNERRFLEER - AEECT2E
TEmeE RATE A EERR T MAB B At
MR A B REE RS JER - RFKLT
ZEEXEEETHWERES  BRTBREZRE &
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(h) Corporate Governance

The Group is committed to high standards of corporate governance.
The Group has fully complied with the requirements set out in the
guideline on “Corporate Governance of Locally Incorporated Authorised
Institutions” under Supervisory Policy Manual issued by the HKMA.
The Group established a number of committees under the Board
of Directors including the Executive Committee, Credit Committee,
Management Committee, Asset and Liability Management Committee,
Audit Committee, Director Nomination Committee and Remuneration
Committee. The compositions and functions are explained in the
"Corporate Governance Report”.
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Major Subsidiaries
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Banco Weng Hang, S. A.
Head Office 241 Avenida de Almeida Ribeiro, Macau

Inchroy Credit Corporation Limited
Head Office 7/F., 60 Gloucester Road, Wanchai

Wing Hang Credit Limited
Head Office 6/F., 60 Gloucester Road, Wanchai

Wing Hang Finance Company Limited
Head Office 9/F., 60 Gloucester Road, Wanchai

Wing Hang Shares Brokerage Company Limited
Head Office 1/F., Chun Wo Commercial Centre,
23 Wing Wo Street, Central

Wing Hang Bank (China) Limited
Head Office 8/F., Shun Hing Square
Di Wang Commercial Centre
5002 Shennan Dong Road, Shenzhen
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HONG KONG

Head Office 161 Queen’s Road Central
Causeway Bay 82 Percival Street

Central B2 New Henry House, 10 Ice House Street
Gloucester Road 60 Gloucester Road
Johnston Road 131 Johnston Road
KOWLOON

Kowloon 298 Nathan Road

Kwun Tong 22-24 Fu Yan Street
Mongkok Road 16 Mongkok Road
Shamshuipo 57 Cheung Sha Wan Road

NEW TERRITORIES

Shatin Plaza Shop 9, Level 1, Shatin Plaza

Tsuen Wan 35 Chung On Street

Tuen Mun G70, Phase 1, Tuen Mun Town Plaza
Yuen Long 40 Castle Peak Road

CHINA

Shenzhen Room 2701, Shun Hing Square

Di Wang Commercial Centre
5002 Shennan Dong Road

Representative Office

Beijing Room 15A, Office Tower, Oriental Kenzo
No. 48 Dongzhimen Wai Street
Dongcheng District



Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the Bank will be held at the Bank Reception Hall, 18th Floor, Wing
Hang Bank Building, 161 Queen’s Road Central, Hong Kong on Tuesday, 29th April, 2008 at 3:30 p.m. for the following purposes:

1. To receive and consider the financial statements and Reports of the Directors and Independent Auditor for the year ended
31st December, 2007;

2. To declare a final dividend of HK$2.47 per share for the year ended 31st December, 2007;

3. (a)

(b)

()

To re-elect Dr Cheng Hon Kwan as Director;

To re-elect Mr Andrew M Gordon as Director;

To re-elect Mr Aloysius H Y Tse as Director;

4. To authorise the Board of Directors to fix directors’ fees;

5. To re-appoint Auditors and authorise the Directors to fix their remuneration;

As special business, to consider and if thought fit, pass the following resolutions as ordinary resolutions:

6. “THAT,

(a

a general mandate be given to the Directors unconditionally during the Relevant Period to allot, issue and deal with
additional shares in the capital of the Bank or grant any offers, agreements or options which might require securities
to be issued, allotted or disposed of subject to the restriction that the aggregate number of share capital allotted,
other than for allotment under any share option schemes or employee incentive plan for the time being adopted for
the grant or issue to the employees of the Bank and its subsidiaries of shares of the Bank, and any scrip dividend or
similar arrangement in accordance with the Article of Association of the Bank, shall not exceed 20% of the issued
share capital of the Bank at the date of this Resolution; and

for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Bank;
(ii) the expiration of the period within which the next Annual General Meeting of the Bank is required by law to
be held; and

(iii) the revocation or variation of the authority given under this Resolution by ordinary resolution of the
shareholders in general meeting.”
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Notice of Annual General Meeting

"THAT,

(@) subject to paragraph (b) below, the exercise by the Directors of the Bank during the Relevant Period (as defined in
Resolution No. 6(b) in the notice of this meeting) of all the powers of the Bank to purchase shares in the capital of
the Bank be and is hereby generally and unconditionally approved; and

(b) the aggregate number of shares of the Bank which may be purchased by the Bank on The Stock Exchange of Hong
Kong Limited under the Hong Kong Code on Share Repurchases pursuant to approval in paragraph (a) above shall
not exceed 10% of the issued share capital of the Bank at the date of this Resolution, and the said approval shall be
limited accordingly.”

“THAT, the general mandate granted to the Directors to allot shares pursuant to the Resolution No. 6 of the notice of this
meeting be and is hereby extended by the addition to the aggregate number of shares which may be allotted or agreed to
be allotted by the Directors pursuant to such general mandate an amount representing the aggregate number of shares
repurchased by the Bank under the authority granted pursuant to the Resolution No. 7 of the notice of this meeting.”

The Register of Members will be closed from Thursday, 24th April, 2008 to Tuesday, 29th April, 2008, both days inclusive, during
which period no share transfers will be registered.

By Order of the Board
Louis C W Ho
Director and Secretary

Hong Kong, 18th March, 2008

Notes:
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In order to qualify for the proposed dividend, all transfers accompanied by the relevant share certificates must be lodged with the Registrars
of the Bank, Computershare Hong Kong Investor Services Limited, Shops 1712-1716, 17/F., Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong, not later than 4:30 p.m. on Wednesday, 23rd April, 2008.

A shareholder entitled to attend and vote at the Meeting is entitled to appoint one or more proxies to attend and, on a poll, vote instead of
him. A proxy need not be a shareholder. All proxies must be deposited at the Registrars of the Bank not later than 48 hours before the time
fixed for holding the Meeting.

As a good governance practice, the Chairman intends to demand a poll on each of the resolutions set out in this Notice of Meeting.

The proposed final dividend of HK$2.47 per share, if approved, will be paid on or about Friday, 23rd May, 2008 to shareholders whose
names are on the Register of Members on 29th April, 2008.
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