NOTES TO THE
for the year ended 31 December 2001 F I NAN C IAL STATE M E N TS

SIGNIFICANT ACCOUNTING POLICIES— continued

Advances and other accounts — continued

Rescheduled advances refer to those loans that have been restructured or renegotiated due to the
deterioration in the financial position of the borrower or the inability of the borrower to meet the
original repayment schedule. Rescheduled advances which have been overdue over three months
under the revised repayment terms are classified as overdue advances and not as reschedul ed advances.

Foreign currencies

Transactions in foreign currencies are translated at the rates ruling on the dates of the transactions.
Monetary assets and liabilities denominated in foreign currencies are re-transated at the rates ruling
on the balance sheet date. Profitsand losses arising on exchange are dealt with in the income statement.

On consolidation, the financia statements of overseas branches and subsidiaries which are denominated
in currencies other than Hong Kong dollar are translated at the rates ruling on the balance sheet date.
All exchange differences arising on consolidation are dealt with in reserves.

Revenue recognition

Interest income is recognised in the income statement as it accrues, except in the case of doubtful
debtswhere interest is credited to a suspense account which is netted in the balance sheet against the
relevant balances. Doubtful debts are those debts where there is reasonabl e doubt about the ultimate
collectibility of principal or interest; or against which a specific provision has been made; or where
contractual payments of principal and/or interest are more than 3 monthsin arrears and where the net
realisable value of the security isinsufficient to cover payment of principal and accrued interest.

Interest income ceases to be accrued or is placed into suspense account for those debts where the
contractual payments of principal and/or interest are more than 12 months in arrears, irrespective of
the net realisable value of collateral.

When interest has been placed in suspense or has ceased to be accrued, accrual of interest to the
income statement is resumed only if all arrears of principal and interest from the borrower have been
cleared and it is probable that the customer is capable of fully servicing his obligations for the
foreseeable future.

Fees and commission income are accounted for in the period when receivable, except wherethefeeis
charged to cover the costs of a continuing service to, or risk borne for, the customer, or isinterest in
nature. In these cases, the fee is recognised on an appropriate basis over the relevant period.

Dividend income from investments in securities is recognised when the Group’s right to receive
payment has been established.
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= NOTES TO THE
§E§ Z g‘§§ F I NAN C I AL STAT E M E N TS for the year ended 31 December 2001

S~ 3. SIGNIFICANT ACCOUNTING POLICIES - continued
&:2}2;§§ Property and equipment

=~ Property and equipment are stated at cost or valuation less depreciation and amortisation and
E»'/f::% accumulated impairment |osses.

S2 Land and buildings are stated in the bal ance sheet at their revalued amount, being the fair value at the
E&:zf":% date of revaluation less any subsequent accumulated depreciation and any subsequent impairment
;;:;ffig losses. Revaluations are performed with sufficient regularity such that the carrying amount does not
§§§$§§ differ materially from that which would be determined using fair values at the balance sheet date.

§§§?§E§ Any revaluation increase arising on revaluation of land and buildings is credited to the revaluation
iiszfz% reserve, except to the extent that it reverses a revaluation decrease of the same asset previously
3 recognised as an expense, in which case the increase is credited to the income statement to the extent
Ea:sz‘:% of the decrease previously charged. A decrease in net carrying amount arising on revaluation of an
;g:;z$§ asset is dealt with as an expense to the extent that it exceeds the balance, if any, on the revaluation
;siggis% reserve relating to a previous revaluation of that asset. On the subsequent sale or retirement of a
= ?§E§ revalued asset, the attributable revaluation surplusis transferred to retained profits.

S~~~

S Depreciation and amortisation are provided to write off the cost or valuation of items of property and
60 equipment over their estimated useful lives and after taking into account their estimated residual

value, using the straight line method, at the following rates per annum:

L easehold land Over the term of the lease
Buildings Over the shorter of the term of the lease or 2%
Equipment 10%-20%

The gain or loss arising on the disposal or retirement of an asset is determined as the difference
between the sales proceeds and the carrying amount of the asset and is recognised in the income
Statement.

I nvestment properties

Investment properties are completed properties which are held for their investment potential, any
rental income being negotiated at arm’s length.

Investment properties are stated at their open market val ue based on independent professional valuations
at the balance sheet date. Any surplus or deficit arising on the revaluation of investment propertiesis
credited or charged to the investment property revaluation reserve unless the balance of thisreserveis
insufficient to cover adeficit, in which case the excess of the deficit over the balance on the investment
property revaluation reserve is charged to the income statement. Where a deficit has previously been
charged to the income statement and a reval uation surplus subsequently arises, this surplusis credited
to the income statement to the extent of the deficit previously charged.
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NOTES TO THE
for the year ended 31 December 2001 F I NAN C IAL STATE M E N TS

SIGNIFICANT ACCOUNTING POLICIES — continued

I nvestment properties— continued

On disposal of an investment property, the balance on the investment property revaluation reserve
attributabl e to that property is transferred to income statement.

No depreciation is provided on investment properties except where the unexpired term of the relevant
lease is 20 years or less.

| mpair ment

At each balance sheet date, the Group reviews the carrying amounts of its assets to determine whether
there isany indication that those assets have suffered an impairment loss. If the recoverable amount
of an asset is estimated to be less than its carrying amount, the carrying amount of the asset is reduced
to its recoverable amount. Impairment losses are recognised as an expense immediately, unless the
relevant asset is carried at a revalued amount under another Standard, in which case the impairment
lossistreated as revaluation decrease under that Standard.

Where an impairment |oss subsequently reverses, the carrying amount of the asset isincreased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognised for
the asset in prior years. A reversal of an impairment loss is recognised asincomeimmediately, unless
the relevant asset is carried at arevalued amount under another Standard, in which case the reversal of
the impairment loss is treated as a revaluation increase under that other Standard.

L eased assets

L eases are classified as finance |eases when the terms of the lease transfer substantially all the risks
and rewards of ownership of the assets concerned to the lessees.

Amounts due from lessees under finance |leases are recorded as advances and other accounts at the
amount of the Group’s net investment in the leases.

Finance lease income is allocated to accounting periods so as to reflect a constant periodic rate of
return on the Group's net investment outstanding in respect of the leases.

Initial direct costs are dealt with as an expense in the year in which they arise.

All other leases are classified as operating |eases and the rental income is recognised on astraight line
basis over the lease term.
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