ERIEMIE & Notes on the Accounts continued

19. B A RAXRK 19. Amounts due from subsidiary companies
NGl ST Details of the amounts due from subsidiary companies are as follows:
2003 2002
EHIF A EZ T H B FIeREIRE Placings with financial institutions with remaining maturity:
o« —fEAR * within one month 54,433 || 59,250
e —EALEE=@EA e three months or less but over one month 53,010 58,880
e —EANEE—F e one year or less but over three months 202 400
107,645 118,530
B RETE 2B R RER Loans to subsidiary companies with no repayment term 2,326 2,364
HihEEZR PR BEAE=@ERR Other assets with remaining maturity of three months or less 407 4,615
110,378 125,509
20. REIRE 20. Long-term investments
(F) RERE (a) Long-term investments
% E Group $R£1T Bank
2003 2002 2003 2002
SES Ay s Held-to-maturity debt securities
BER AR R B LB at amortised cost less provisions for
impairment 111,750 76,854 85,935 51,873
REKEZ A TEERE Equity investments at fair value 2,131 2,315 2 2

113,881 79,169 85,937 51,875
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20. REIRE 4
(2) REAIREZ REEE

20. Long-term investments continued

(b) Carrying value of long-term investments

£ & Group #R1T Bank
2003 2002 2003 2002
REIRcEBES Held-to-maturity debt securities
BARBRERET Issued by public bodies
o FRBUT R RERFT e central governments and central banks | 12,408 10,664 10,770 7,727
o HM N e other public sector entities 12,365 9,219 10,586 6,922
24,773 19,883 21,356 14,649
E R BT Issued by other bodies
o FAEREME A e banks and other financial institutions 68,230 40,011 50,702 27,370
o M e corporate entities 18,747 16,960 13,877 9,854
86,977 56,971 64,579 37,224
111,750 76,854 85,935 51,873
BRERE Equity investments
R EET Issued by corporate entities 2,131 2,315 2 2
113,881 79,169 85,937 51,875
HFERRCBEBES Held-to-maturity debt securities
EEBLED Listed in Hong Kong 3,001 2,340 3,001 2,340
EBEBIMNGE EH Listed outside Hong Kong 24,687 19,551 750 467
27,688 21,891 3,751 2,807
JEETMm Unlisted 84,062 54,963 82,184 49,066
111,750 76,854 85,935 51,873
RERE Equity investments
EEBLED Listed in Hong Kong 1,313 1,603 - -
EBEBIMNGE BT Listed outside Hong Kong 87 70 - -
1,400 1,673 - -
JEET Unlisted 731 642 2 2
2,131 2,315 2 2
113,881 79,169 85,937 51,875

BERRZEBREFURAETR DR
HEBEAREZHRE DEE 2 #BERITEZ
B RERE AR TEET R

Held-to-maturity debt securities are stated at cost, adjusted for the amortisation of premiums

and accretion of discounts over the period from the date of purchase to the date of maturity.

Equity investments are stated at fair value.
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ERIEMIE &

20. RARE &
(A) HER W2 EBESZ 2 FEE

Notes on the Accounts continued

20. Long-term investments continued
(c) Fair value of held-to-maturity debt securities

£ B Group $£1T Bank
2003 2002 2003 2002
FE 2 B Held-to-maturity debt securities
AR EEET Issued by public bodies
o RRHPUT R A ARERTT e central governments and central banks 12,578 10,924 10,906 7,913
o N HKE e other public sector entities 12,763 9,645 10,952 7,316
25,341 20,569 21,858 15,229
B AR B AT Issued by other bodies
o AERHMERIKE e banks and other financial institutions 68,375 40,213 50,849 27,521
o X e corporate entities 18,929 17,241 14,015 10,062
87,304 57,454 64,864 37,583
112,645 78,023 86,722 52,812
BEMR 2 EBES Held-to-maturity debt securities
EREBEM Listed in Hong Kong 3,074 2,403 3,074 2,402
EEAAIME T Listed outside Hong Kong 24,790 19,777 752 470
27,864 22,180 3,826 2,872
JEE™ Unlisted 84,781 55,843 82,896 49,940

(T) FEH 2 EHEFZER H D
s En 2 EHEFZIBAST (A
RZERAZANERMA 2 RBHRE) #mT:

112,645 78,023 86,722 52,812

(d) Maturity analysis of held-to-maturity debt securities
The maturity profile of the above held-to-maturity debt securities categorised by the remaining

period from the balance sheet date to the contractual maturity date is as follows:

£ E Group #8417 Bank
2003 2002 2003 2002
EB|H B IR EARS: Remaining maturity:
o B ZIEA e repayable on demand 78 - - -~
o =& A A1 FERNEFEIEf e three months or less but not repayable
on demand 6,827 14,875 4,786 7,731
e —HANELEE—F e one year or less but over three months 17,474 8,911 11,240 6,727
o —FLEFERF o five years or less but over one year 82,130 50,807 64,668 35,154
e AFLAE e over five years 5,241 2,261 5,241 2,261

BREMncBBESRANIHAMDE
ZHBERARBERENT AR (=
“EBENt BT -BERT) HEZE
MesEnTEL (22 -_F A% =TH
BEL) REHEERZWRZEBESL
BANZEH=(CZET_F:An2=H
—) TRREEAGBEERBGIE AR
EEREAZIHA RERER-
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111,750 76,854 85,935 51,873

Debt securities intended to be held to maturity with an amortised cost of HK$582 million
(2002: HK$4,211 million) were disposed of prior to maturity. The related profit recognised
amounted to HK$40 million (2002: HK$34 million). Such disposals, representing 0.3% of
total held-to-maturity debt securities (2002: 3.1%), were approved by the Asset and Liability
Management Committee, and were generally made to modify the maturity and risk profile of

portfolios.



21. HEARRKRE

21. Investments in subsidiary companies

RITEZEWBARMT: The principal subsidiary companies of the Bank are:

a5 EETLRREE
NGIEE ] Place of TEEK Issued
Name of company incorporation Principal activities equity capital
BAEMBERAR 0 BEXERRR BT
Hang Seng Finance Limited Hong Kong Deposit-taking and lending HK$1,000,000,000
EEFRERAR 0 BEXERRR BT
Hang Seng Credit Limited Hong Kong Deposit-taking and lending HK$200,000,000
BART (BRE) BRAAF BRE RITET eV
Hang Seng Bank (Bahamas) Limited Bahamas Banking US$1,000,000
B (BRE) BRAAF BRE SRR eV
Hang Seng Finance (Bahamas) Limited Bahamas Finance US$5,000
BARTERERLF 0 EFE IR BT
Hang Seng Bank (Trustee) Limited Hong Kong Trustee service HK$3,000,000
B4 (REBA) BERRA &k REARS BT
Hang Seng (Nominee) Limited Hong Kong Nominee service HK$100,000
BEABRBRERLDE N BRES RASRE BT
Hang Seng Life Limited Hong Kong Retirement benefits and life assurance HK$220,000,000
BERBERAR N R %1% BT
Hang Seng Insurance Company Limited Hong Kong General insurance HK$84,184,570
BAREERE (LA BRALFE 3R EeER T
Hang Seng Asset Management Pte Ltd Singapore Fund management $G$2,000,000
BEREEBEARAA 0 BEoER BT
Hang Seng Investment Management Limited Hong Kong Fund management HK$10,000,000
EERERRAR i K4 BT
Haseba Investment Company Limited Hong Kong Investment holding HK$6,000
BAEZEZFARDA BE EHsL BT
Hang Seng Securities Limited Hong Kong Stockbroking HK$26,000,000
BEERARAR B ’AE BT
Yan Nin Development Company Limited Hong Kong Investment holding HK$100,000
BEREERAR Ak rERRHIEBERTIEE BT
HSI Services Limited Hong Kong Compilation and dissemination of HK$10,000

the Hang Seng share index

EEYMEERERAR &8 MEER BT
Hang Seng Real Estate Management Limited Hong Kong Property management HK$10,000

BREEASRBERRAASFTIHEEDZ
ARG EEERARIN LB AR)
BRATZEEMB AR RERRBARL
ABHEEREN BEMB AR BAITEER
B-ZEARZIRRe R EEFTMBE

IR

All the above companies are wholly-owned subsidiary companies except for Hang Seng Life

Limited in which the Bank holds 50% of its shareholding and controls the composition of its

board of directors. All subsidiary companies are held directly by the Bank except for HSI

Services Limited. The principal places of operation are the same as the places of incorporation.
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BRIEFEE &

22. BEARRE

Notes on the Accounts continued

22. Investments in associated companies

%8 Group #847 Bank
2003 2002 2003 2002
A FEE Share of net assets 549 672 - -

ETHMENRAZRARBE _B-_ThES
T(CERE-F BB _ETN\EERL) LB
RIZPEFRIEA (F16) -

EBBEATMT:

fiE
Place of
incorporation

NGIEL
Name of company

Loan to an associated company amounting to HK$229 million (2002: HK$208 million) is

included under “Advances to customers” (note 16).

The principal associated company is:

SEERA
ZHER

Group's interest
in equity capital

TBREB

Principal activitiy

BRITRAR
Issued equity capital

s

Barrowgate Limited Hong Kong

Barrowgate Limited 2 £z i iR17T —2 BB
RANEE U E R REABLE-

MERE

Property investment

BT

24.64% HK$10,000

The interest in Barrowgate Limited is owned by a subsidiary company of the Bank. The associated

company operates in Hong Kong.

23. BB EEE

23. Tangible fixed assets

(F) BREELE (a) Tangible fixed assets
& Group
BEWE
774k Investment B BF
—EE=F 2003 Premises  properties Equipment Total
PR AN S E - Cost or valuation:
—ETE=F—A—R&EH At 1 January 2003 6,683 3,279 2,587 12,549
FREE Additions - - 142 142
FALE Disposals - (28) (87) (115)
MR EGITH 2 2T E Elimination of accumulated
depreciation on revalued premises (142) - - (142)

EfHRE Deficit on revaluation
o TEITHERIBE Y * charged to premises and investment

BHEE properties revaluation reserves (345) (273) - (618)
o THERR e charged to profit and loss account (37) - - (37)
AR Transfers 22 (22) - -
—ZEE=F+-RA=+—H#&H At 31 December 2003 6,181 2,956 2,642 11,779
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23. AREREEE &

23. Tangible fixed assets continued

(F) BEEZEEE & (a) Tangible fixed assets continued
%E Group
REME
T4 Investment B B

—EE=fF 2003 Premises properties Equipment Total
2RIE: Accumulated depreciation:
—ET=F—-A—B#&H At 1 January 2003 - - (2,110)  (2,110)
FANTE (Ha5(T)) Charge for the year (note 5(d)) (142) - (187) (329)
HE &R R Written off on disposal - - 83 83
WRERITIL 2 RENE Elimination of accumulated

depreciation on revalued premises 142 - - 142
—ER=F+_A=+—RE&#H At 31 December 2003 - - (2,214)  (2,214)
—EE=F+-A=+—HEREFE Net book value at 31 December 2003 6,181 2,956 428 9,565
—EE-F+-A=+—HAEREFE Net book value at 31 December 2002 6,683 3,279 477 10,439

#8417 Bank
BEME
T4 Investment HfE aF

—EE=F 2003 Premises properties Equipment Total
PR S E - Cost or valuation:
—EE-F—-A—HE At 1 January 2003 5,391 2,025 2,565 9,981
FRLE Additions - - 141 141
FALE Disposals - (28) (86) (114)
MR E-ITIL 2 2B E Elimination of accumulated

depreciation on revalued premises (115) - - (115)
EhREE Deficit on revaluation
o THITHERIZEYIE * charged to premises and investment

BHEE properties revaluation reserves (336) (170) - (506)

AR Transfers 7 7) - -
—EE=F+-_/A=1+—H#% At 31 December 2003 4,947 1,820 2,620 9,387
ZRIE: Accumulated depreciation:
—EE-F-A—HEH At 1 January 2003 - - (2,090) (2,090)
FRZE Charge for the year (115) - (186) (301)
& & ol Written off on disposal - - 82 82
WBREGTI 2 RBETE Elimination of accumulated

depreciation on revalued premises 115 - - 115
ZEZT=F+-A=+—H#&#H At 31 December 2003 - - (2,194)  (2,194)
ZEE=F+A=+—HEEFE Net book value at 31 December 2003 4,947 1,820 426 7,193
R F+ A=+ -REREFE Net book value at 31 December 2002 5,391 2,025 475 7,891

151



BRIEFEE &

23. ABEEE &
(Z) TUERIEYEZ REFERR:

Notes on the Accounts continued

23. Tangible fixed assets continued

(b) The net book value of premises and investment properties comprises:

£ B Group #8147 Bank
2003 2002 2003 2002
MR ERYE Leaseholds
EEEREA Held in Hong Kong
o« REIMA R FEEaA +F) * long leases (over 50 years unexpired) 3,129 3,426 2,044 2,270
o HEIMA (R FHETERTF)  medium leases (10 to 50 years unexpired) 5,937 6,465 4,652 5,075
BBREI Held outside Hong Kong
o REFFEA (RItrF 2B R 1 4F) e long leases (over 50 years unexpired) 4 4 4 4
o HEFA (RIS FHETERTH) e medium leases (10 to 50 years unexpired) 67 67 67 67
9,137 9,962 6,767 7,416
HAB1E Of which
(gl Premises 6,181 6,683 4,947 5,391
"EME Investment properties 2,956 3,279 1,820 2,025
9,137 9,962 6,767 7,416

(A)R—ZZ2=FNA=+H AEH 2T
RREMEEHEFEXER 2 BIAEE
TRIERIETETT AR AR TIAE M, - I HEE %
BEE_TT=FF+_A=+—HZMHEL
BEAZHE -ZMEDOAFERENSME
GREERZHEMNE-EfZELETRRE
THERAGEZARATSEERERRENE
Z ARG EE.

(c) The Group's premises and investment properties were revalued at 30 September 2003 by

Chesterton Petty Limited, an independent professional valuer, who also confirmed that there

had been no material change in valuations at 31 December 2003. The valuations were carried

out by qualified valuers who are members of the Hong Kong Institute of Surveyors. The basis

of valuation for premises was open market value for existing use. The basis of valuation for

investment properties was open market value.

(T) THURREYEE B E (d) Deficit on revaluation of premises and investment properties
%8 Group #847 Bank
2003 2002 2003 2002
T EE Charged to property revaluation reserves
o ITH B e premises revaluation reserve (345) (409) (336) (362)
o BEYES RS (HE30) e investment properties revaluation
reserve (note 30) (273) (270) (170) (175)
o EIHBEERTMEZ e share of revaluation deficit of
ME (F1530) an associated company (note 30) (125) (13) - -
(743) (692) (506) (537)
T EER AR Charged to profit and loss account
o 1THE e premises 37) (36) - -

(%) BEABRAZ 2 BTG S ETIER-
AR AR RIETE AT EREFE
AlgmT:

(e) The net book value of all premises which have been stated in the balance sheet at valuation

would have been as follows had they been stated at cost less accumulated depreciation:

%5 Group #R17 Bank
2003 2002 2003 2002
+=—R=+—HEEFE Net book value at 31 December 2,712 2,773 1,623 1,667

152




23. EREEEE &
() AEBEEZREMEBEEHE-Z
FHEZEREH-RAME BRI MR
REERBHEN BRI N ERRL-2EH
EvEBERAES

CEREE-_TT=F7REKASKALS
B_E—TEL(CET_F: BB BT
AEEL) AFERLTEREASMA (=
ETFE)

AL T AREEEMER TIRKEE
2 W HER S EEMT

23. Tangible fixed assets continued
(f) The Group leases out investment properties under operating leases. The leases typically
run for an initial period of 2 years, and may contain an option to renew the lease after that

date at which time all terms are renegotiated. None of the leases includes contingent rentals.

Rental income receivable from operating leases amounted to HK$210 million in 2003
(2002: HK$225 million). There was no contingent rental recognised during the year (2002:
Nil).

The Group's total future minimum lease payments receivable under non-cancellable operating

leases are as follows:

% [# Group #8717 Bank
2003 2002 2003 2002
—FET Less than one year 165 197 105 126
—FUAEERSF Five years or less but over one year 79 134 50 99
244 331 155 225
24 HithEE 24. Other assets ~
&E Group #8417 Bank
2003 2002 2003 2002
BB BB
restated* restated*
BEHEFEZEEABRUIIFEERR  Unrealised gains on off-balance sheet interest
HMATETAGHN 2 RERAT] rate, exchange rate and other derivative
contracts which are marked-to-market 1,664 981 1,664 981
L?J‘RTE (Hiz#7(7) R225(F)) Deferred taxation (notes 7(c) & 25(a)) 52 73 - -
REEEYARE Items in the course of collection
from other banks 3,244 2,886 3,244 2,886
TE KR Prepayments and accrued income 2,179 2,143 1,626 1,450
REREFE A RBRMEE Long-term assurance assets
attributable to policy holders 4,982 2,897 - -
HAtfRIA Other accounts 3,815 3,340 2,281 2,163
15,936 12,320 8,815 7,480
Z 5 B F R HAR - Remaining maturity:
e —EAAR e three months or less 8,811 6,929 8,096 6,156
e —HANEE—%F * one year or less but over three months 770 637 536 394
e —FLEERF e five years or less but over one year 183 968 166 910
s FMAE e over five years 6,135 3,745 9 8
15,899 12,279 8,807 7,468
o O H** e overdue**
-=EAREEXEA — six months or less but over three months 5 5 1 1
- NEAREZE—F — one year or less but over six months 2 3
- —fFE — over one year 24 27 5 8
37 41 8 12
15,936 12,320 8,815 7,480

*

FE_FZETHF AATRAEES

FTEREAE L% (1BET) [FIFHE] T
BT FBIRE—BENEZ 72
[EFTHREE BT

T BLEEE RN R ES KRBT 28
BT

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 “Change in accounting policy” on page 109.

**Represented mainly by overdue interest receivable included under “Prepayments and accrued

income”.
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BRIEFEE &

25. IEER
(F) BERZEEHEEERARE

BERBRAZELENRA (BE)/ BE T8

Notes on the Accounts continued

25. Deferred taxation

(a) Deferred tax assets and liabilities recognised

The major components of deferred tax (assets)/liabilities recognised in the balance sheets and

HEREFHEHMT: the movements during the year are as follows:
£E Group
ikl
TR &8 MER
e BRERE
Depreciation EXr
allowances Revaluation
in excess  of properties  —fR%EM
of related and equity General EHith =E
BRI EAE: Deferred tax arising from: depreciation investments  provisions  Other  Total
—ET=F—-A—H#&H At 1 January 2003
o BIFBA KSR e as previously reported - - - 83 83
BEFE AR e prior year adjustments 20 685 (177)  (49) 479
o BIBFFT BRI e as restated 20 685 (177) 34 562
T EL/ GEFRVBRRE7(F)) Charged/(credited) to profit
and loss account (note 7(a)) - (4) (15) 44 25
AR IR Charged to reserves - 4 - - 4
ZTE=F+ZA=+—H&H At 31 December 2003 20 685 (192) 78 591
—ZE_F-A-HEH At 1 January 2002
o BIFBA ST KSR e as previously reported - - - (34)  (34)
BAFE AR e prior year adjustments 19 824 (230)  (52) 561
o BRI G EEIIT * as restated 19 824 (230)  (86) 527
S EL/ GEFRV BRI E7(F)) Charged/(credited) to profit
and loss account (note 7(a)) 1 (16) 53 15 53
EEFERER Credited to reserves - (123) - - (123)
HAth Other - - - 105 105
ZEZE-F+ZA=T—BER (EFIT) At 31 December 2002 (restated) 20 685 (177) 34 562
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25 EERIE &
(F) EBBZEEHELERAR &

25. Deferred taxation continued

(a) Deferred tax assets and liabilities recognised continued

#8417 Bank
w
IR MmER
ZinE fRZHE
Depreciation EXr
allowances Revaluation
inexcess  of properties  —fR¥EME
of related and equity General EHfn A
BRI 2 EE: Deferred tax arising from: depreciation  investments  provisions  Other  Total
—ET=F—-A—H#&#H At 1 January 2003
s REBEBESF BRI e as previously reported - - - 2n (1)
o« BEFE 2R e prior year adjustments 36 592 (125)  (49) 454
o BTG HBEIIR * as restated 36 592 (125)  (70) 433
SE /() Bk Charged/(credited) to profit
and loss account 3) (1) (16) 14 (6)
—EE=F+_A=t+—H#&#% At 31 December 2003 33 591 (141) (56) 427
—ZE_F-A-HEH At 1 January 2002
o RIBBEGHEEIIR e as previously reported - - - (34)  (34)
o BEFE 2R e prior year adjustments 32 682 153)  (52) 509
o B G HBEIIR * as restated 32 682 153)  (86) 475
SE /() Bk Charged/(credited) to profit
and loss account 4 (14) 28 16 34
ERHRER Credited to reserves - (76) - - (76)
—EE A+ A=+—BEH% (EFIIT) At 31 December 2002 (restated) 36 592 (125)  (70) 433
% E Group 847 Bank
2003 2002 2003 2002
BB BB
restated* restated*
REEABRAER Net deferred tax assets recognised
RIEHIBEAEFE on the balance sheet
(Ftzt7(7) R224) (notes 7(c) & 24) (52) (73) - -
REEABRAER Net deferred tax liabilities recognised
BERIBERERE on the balance sheet
(Ftst7(7) R228) (notes 7(c) & 28) 643 635 427 433

* CEE_FZETHF AATRANEES
FTEFERIE L (EET) [FIisHE]
BT FIEIRE-BENAZM 2

R ZE BT

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 “Change in accounting policy” on page 109.
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BRIEFEE &

25 REBIE 4

(Z2) AERZIBELHEEE

REER REBBARBBEEZRER
BEREMAEEEEENT=A8T (=
FAERLT BB BBEBEEEE
& HAR -

e -

() % BB EEHEAR
R-BT=F LEAER
(EE—fFm)-

==

BETHIARE

Notes on the Accounts continued

25. Deferred taxation continued

(b) Deferred tax assets not recognised

At balance sheet date, the Group has not recognised deferred tax assets in respect of tax

losses of subsidiaries amounted to HK$43 million (2002: HK$51 million). The tax losses do

not expire under current tax legislation.

(c) Deferred tax liabilities not recognised

There were no deferred tax liabilities not recognised for the year of 2003 (2002: Nil).

26. fER- B R EAMAFER

26. Current, savings and other deposit accounts

£ 3 Group #R17 Bank

2003 2002 2003 2002

BRER Customer deposit accounts
o FRTFH e current accounts 48,568 36,242 48,568 36,242
o FEEFX e savings accounts 205,769 154,476 205,769 154,476
o FHIREAMIFR e time and other deposits 177,634 206,973 167,730 197,559
BHFRE Certificates of deposit in issue 7,927 15,916 7,927 15,916
BHEMERES Other debt securities in issue 15 86 15 86
439,913 413,693 430,009 404,279

EPER BHEREREHEMERE SR
BT ERBINOT:

The analysis of remaining maturity of customer deposit accounts,

issue and other debt securities in issue is as follows:

certificates of deposit in

& Group $R£1T Bank
2003 2002 2003 2002
BPIER Customer deposit accounts
BB 2 25 Repayable on demand 281,296 210,351 280,512 209,914
BT FRESmME- With agreed maturity dates or periods of
g TR AT E notice, by remaining maturity:
o = @A RBIERNE FH e three months or less but not
repayable on demand 139,123 180,380 130,055 171,608
e —AANEE—F e one year or less but over three months 7,474 6,701 7,422 6,496
e —FLFEERF « five years or less but over one year 3,720 259 3,720 259
e AFLE e over five years 358 - 358 -
431,971 397,691 422,067 388,277
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26. AR REREMER &

26. Current, savings and other deposit accounts continued

£ # Group #84T Bank
2003 2002 2003 2002
BERTFRE Certificates of deposit in issue
EREA B RIS AR : Remaining maturity:
o =@ AMBIEENEF B H7 e three months or less but
not repayable on demand 908 2,887 908 2,887
e —HANELEE—F e one year or less but over three months 1,132 9,635 1,132 9,635
o —FLEERF o five years or less but over one year 5,685 3,189 5,685 3,189
e TFE e over five years 202 205 202 205
7,927 15,916 7,927 15,916
B EH M ERRE Other debt securities in issue
EEIHI A FIeRHAR - Remaining maturity:
o =& A 1B JERIES 5 o three months or less but
not repayable on demand 15 48 15 48
e —EANEE—%F * one year or less but over three months - 38 - 38
15 86 15 86
439,913 413,693 430,009 404,279
27. BEER 27. Deposits from banks
£ & Group #R1T Bank
2003 2002 2003 2002
BIIRR 2 A1 Repayable on demand 654 555 644 555
BihEFEREgEME With agreed maturity dates or periods of
AR T F R AR & notice, by remaining maturity:
o ={E A 1B FERIES 2 A o three months or less but
not repayable on demand 448 515 448 145
e — AR EE—F e one year or less but over three months 100 2 100 2
1,202 1,072 1,192 702
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BRIEFEE &

Notes on the Accounts continued

28. HthE & 28. Other liabilities
& Group #8917 Bank
2003 2002 2003 2002
EZ 72 7hn Ex 2 h
restated* restated*
BHER: Short positions in securities:
E% Treasury bills 522 1,861 522 1,861
BBES Debt securities
o BFES e government securities 990 1,045 990 1,045
s HM A HKREFES * other public sector securities 2 10 2 10

BERABRMIMETETEZ
FERGEXRREMITATA
BHZRERERE

REAMIR (H1E7(7))
EIETIIE (Hfat7(7) 25(F))
BESCAN] 3

FEEH MIRTEHA
BERAAERE
RERESAAEGZEHRRAE

HAh

ZEHAFIEREE:
e ZEAR

e ZBEANEE—F
e —FALERF
e TFAE

F SEE-FIEFHE BATRAEES
HEBREIE =5 (152T) [FIEBAS T
EHFIT R ESIRE — B EABZ 2

BHEEZEDI AT
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Unrealised losses on off-balance sheet
interest rate, exchange rate and
other derivative contracts which are
marked-to-market

Current taxation (note 7(c))

Deferred taxation (notes 7(c) & 25(a))

Items in the course of transmission to
other banks

Accruals and deferred income

Provisions for other liabilities and charges

Long-term liabilities attributable to
policy holders

Others

Remaining maturity:

e three months or less

e one year or less but over three months
o five years or less but over one year

e over five years

1,514 2,916

1,277 832
523 249
643 635

3,968 4,629

1,514 2,916

1,277 832
481 197
427 433

3,968 4,629

2,155 1,668 2,058 1,577
363 313 17 33
4,982 2,897 - -
3,722 606 4,730 1,576
19,147 14,745 14,472 12,193
11,649 9,740 12,629 10,716
977 831 718 605
674 434 576 325
5,847 3,740 549 547
19,147 14,745 14,472 12,193

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement

of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 “Change in accounting policy” on page 109.
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29. Share capital
Authorised:

The authorised share capital of the Bank is HK$11,000 million (2002: HK$11,000 million)
divided into 2,200 million shares (2002: 2,200 million shares) of HK$5 each.

2003 2002
B YRR : Issued and fully paid:
FAE-—FT B ATEE-FEtE=1T K 1,911,842,736 shares (2002: 1,911,842,736 shares)
(ZBEZ=_F T A TFT-a N \+HEE= of HK$5 each. 9,559 9,559

FTEBE=T7R)  SREB¥RATE.

RAEER RTHEBRARTZEG (ZF
TFE)o

During the year, the Bank made no repurchase of its own shares (2002: Nil).

30. 30. Reserves
BEAT
£ #R7T  Associated
—EE=HF 2003 Group Bank  companies
RE 5 A Retained profits 19,720 11,943 90
T RIEE Y E B RHE Premises and investment properties
revaluation reserves 5,813 4,561 459
REREREEEHHE Long-term equity investment revaluation reserve 1,009 - -
BERELRE Capital redemption reserve 99 99 -
26,641 16,603 549
RER & F Retained profits
—EE=F—-H—B#&H At 1 January 2003
o IRIBBASEHBERIR e as previously reported 19,242 12,729 88
e SEBRRE ZRE e arising on change in accounting policy 198 146 -
o RIBIEHBERIIT * as restated 19,440 12,875 88
BREREMAR Exchange and other adjustments 18 16 -
% B0 FE 15 75 Profit attributable to shareholders 9,539 8,335 26
&S Dividends (9,368) (9,368) (24)
FERT Transfer of depreciation to premises
TSR revaluation reserve 68 62 -
HELTIRREMEMER 2 Realisation on disposal of premises and
BHEE investment properties 23 23 -
—EE=F+ /=1t —H&EHR At 31 December 2003 19,720 11,943 920
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Notes on the Accounts continued

30. R & 30. Reserves continued
BEA
58 #R9T  Associated
—EE=HF 2003 Group Bank  companies
TR B EE RS Premises and investment properties revaluation reserves
THE B Premises revaluation reserve
e TTET=F—A—H#&H e at 1 January 2003
- REBBTSTBERIIT — as previously reported 4,200 3,790 -
- Rk E 2 AR — arising on change in accounting policy (657) (600) -
- BB GTHEITR — as restated 3,543 3,190 -
o ERED NRIELERIE e deficit on revaluation, net of deferred tax (285) (276) -
s HRBBMBRZIE e transfer of depreciation from retained profits (68) (62) -
s BREMEEGHHE e transfers to investment properties
revaluation reserve 1" 6 -
o JRIETITA N Bt 7 B * deferred tax and other adjustments (78) (71) -
e —TET=F A=+ —HE#H e at 31 December 2003 3,123 2,787 -
BEY XSG HEE Investment properties revaluation reserve
e TRE=F - —H#&H e at 1 January 2003 3,124 1,974 584
o EfHFME (MFE23(T)) e deficit on revaluation (note 23(d)) (273) (170) -
o BRIt E R RMEZRE e share of revaluation deficit of
(B17£23(T)) an associated company (note 23(d)) (125) - (125)
o HTHEEHREERK e transfers from premises revaluation reserve (13) (7) -
s AEMBREMEMER c EHIEE * realisation on disposal of investment
properties (23) (23) -
s TRE=F+-_A=+—-HEH% e at 31 December 2003 2,690 1,774 459
MU R A EERFEEERT Total premises and investment properties
revaluation reserves 5,813 4,561 459
RERERESHEHE Long-term equity investment revaluation reserve
“ERE=F-A—H#&H At 1 January 2003
o REBEGHBEIR * as previously reported 1,031 - -
o FETBURNE 2 % e arising on change in accounting policy (20) - -
o BIBFTGETBURIIR e as restated 1,011 - -
EHEEDIRELERIE Surplus on revaluation, net of deferred tax 410 - -
HAEHRHRZEREMER 2 Realisation on disposal of
EHEE long-term equity investments (410) - -
ARAE TR J oAt 7 B Deferred tax and other adjustments (2) - -
—ZTE-F+_-_A=t+—B&#H At 31 December 2003 1,009 - -
EREORE Capital redemption reserve
—EE-F—-A—AK At 1 January and
+ZA=+—B#&& 31 December 2003 99 99 -
—EE=F+_A=+-AEEES Total reserves at 31 December 2003 26,641 16,603 549
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30. Reserves continued

NG

58 8817 Associated
Group Bank companies
B B>
—EEF 2002 restated* restated*
RE & H Retained profits 19,440 12,875 88
THE R EY S HE Premises and investment properties
revaluation reserves 6,667 5,164 584
RERERESHRHE Long-term equity investment revaluation reserve 1,011 - -
BAMER Capital redemption reserve 99 99 -
27,217 18,138 672
R F Retained profits
“TE-F-A—H&H At 1 January 2002
o BIFBA SRR * as previously reported 19,499 11,657 311
o SETBURME 2 R e arising on change in accounting policy 254 180 -
o RGBT * as restated 19,753 11,837 311
BREREMAE Exchange and other adjustments 3 3 -
F% 51 15 ) Profit attributable to shareholders 9,920 11,278 113
% & Dividends (10,324) (10,324) (38)
ERT Transfer of depreciation to premises
THE L revaluation reserve 79 72 -
HELTURIEENEMER 2 Realisation on disposal of premises and
ESRAE investment properties 9 9 -
Hith Other movement - - (298)
—EE-_F+_/F=+—H&H At 31 December 2002 19,440 12,875 88
MU R B EE LA Premises and investment properties revaluation reserves
THE A Premises revaluation reserve
« _ET_F—-A—H#&#H e at 1 January 2002
- BEBTSTEERIIT — as previously reported 4,789 4,267 -
- FEBCR N E 2 AR — arising on change in accounting policy (766) (690) -
- REF ST BRI — as restated 4,023 3,577 -
o EHBEDNRELHIE e deficit on revaluation, net of deferred tax (344) (304) -
s HIRBGMBR 2ITE e transfer of depreciation from retained profits (79) (72) -
s BEREMES LS e transfers to investment properties
revaluation reserve (72) (25) -
o SRFERIIA I B Ath 7 B * deferred tax and other adjustments 15 14 -
e ZET-_FFH_A=-+—HAKH e at 31 December 2002 3,543 3,190 -
BEYESEEE Investment properties revaluation reserve
o _TT—F—F—HE&H e at 1 January 2002 3,330 2,129 597
o EfLEIE (H17E23(T)) « deficit on revaluation (note 23(d)) (270) (175) -
o BIMEERNRIMEZRE e share of revaluation deficit of
(K15223(7)) an associated company (note 23(d)) (13) - (13)
o BITHE S REFERK e transfers from premises revaluation reserve 86 29 -
c AEHRREMEMER 2 e realisation on disposal of
HHEE investment properties (9) (9) -
« TEEHE+-A=+—REHR e at 31 December 2002 3,124 1,974 584
TH R A EERFEESET Total premises and investment properties
revaluation reserves 6,667 5,164 584
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Notes on the Accounts continued

30. % & 30. Reserves continued
BEAT
£E #8717  Associated
Group Bank companies
BHSTR* EFIITR*
ZEECF 2002 restated* restated*
REBRERASHEFE Long-term equity investment revaluation reserve
—TTF-A—H#&#H At 1 January 2002
o BIFBA G BERSIT e as previously reported 2,323 - -
s BETBURNE 2 HE e arising on change in accounting policy (49) - -
o IR EFHRIIT * as restated 2,274 - -
SHREDSRELHIE Deficit on revaluation, net of deferred tax (840) - -
HELRBREREMERZ Realisation on disposal of
EfEE long-term equity investments (423) - -
ZETF+ZA=+—REH At 31 December 2002 1,011 - -
AARNERIRFE Capital redemption reserve
—ZEE-F-A-BK At 1 January and
+ZA=1+—8#& 31 December 2002 99 99 -
—TE-F+-A=-+BHESH Total reserves at 31 December 2002 27,217 18,138 672

* CEE_FETHT AATRAEES
FEBERE =% (1B5]) [FIEHE] M
BT EIRE - HENRZH T2
[t R EHH T

[EfRFHE] R EAEBRRFEE LIEERL
FE A AR E

AOTRWERITES 2 BT R

FrfEih s B8 BB R RIEEAT RILEM
AR ALK T R 2 AR B i RITE A IR 1

162

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 “Change in accounting policy” on page 109.

The "Revaluation reserves” and the "Capital redemption reserve” do not represent realised

profits and are not available for distribution.

The Bank and its banking subsidiary companies operate under regulatory jurisdictions which
require the maintenance of minimum capital adequacy ratios and which could therefore

potentially restrict the amount of retained profits which can be distributed to shareholders.



31. REREBHRE
(F) EFBEFIHEREEFEE

31. Reconciliation for cash flow statement

(a) Reconciliation of operating profit to net cash flow from operating activities

ZEBREREHRE
2003 2002
vl Operating profit 10,683 10,684
FRLEUA Net interest income (10,179)  (10,805)
A% B U A Dividend income (92) (99)
RIERAEE Provisions for bad and doubtful debts 792 571
e Depreciation 329 352
RERE 2 #8H Amortisation of long-term investments 203 (96)
BB & 2 B ERFEE Advances written off net of recoveries (1,172) (1,148)
FEMA Interest received 10,240 13,068
FESH Interest paid (2,747) (4,450)
EEESHBA ZEEET Operating profit before changes in working capital 8,057 8,077
RekmBge @ Change in cash and short-term funds 99 (762)
—EAL LRI Change in placings with banks
THFHRRE maturing after one month 12,890 12,085
GREZEE Change in certificates of deposit 1,392 (7,022)
BEBERG BH2EY Change in securities held for dealing purposes (34) 969
REERZE Change in advances to customers (4,524) (1,549)
EBERARLAGRIE AT Change in amounts due from immediate holding
Rk & company and fellow subsidiary companies 341 1,281
Hip & E 2 & Change in other assets (3,491) (3,737)
BPERCEE) Change in customer deposit accounts 34,280 1,927
BHEBER2EE Change in debt securities in issue (8,060) (2,562)
EEXE - Change in deposits from banks 130 (1,550)
EBERARLAGRIE AT Change in amounts due to immediate holding
k& company and fellow subsidiary companies 797 564
HihBfE 2 # Change in other liabilities 4,199 2,941
WhnEEEREMIERSIER Elimination of exchange differences
and other non-cash items (11,984) (5,239)
REEXTHEEZRS Cash generated from operating activities 34,092 5,423
B BT Taxation paid (526) (742)
REEETHZFARER Net cash inflow from operating activities 33,566 4,681
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3. RERBUREK &
(Z) RERERREEEBZH T

Notes on the Accounts continued

31. Reconciliation for cash flow statement continued
(b) Analysis of the balances of cash and cash equivalents

2003 2002

BFR e RIFWEEREAMS R Cash in hand and balances with banks and
other financial institutions 5,823 3,676

S B — (B A A EIH8 2 E BT iR 3 Money at call and placings with banks

maturing within one month 71,658 70,562
E% Treasury bills 91 2,531
TFE Certificates of deposit 3 48
717,575 76,817

BeRERFD ZHE KA REILEMIEL
EMOH BREFRSR—EARIHZE
HEHREZ (U ER=EARE 2 EHFH
[FZ) - KB R B st =16 A 2R 2 E 5
REHE —FEE_FHFEENIT-

The components of cash and cash equivalents have been reclassified, in light of their liquid

nature, to include cash and balances with banks maturing within one month (previously bank

balances maturing within three months had been included), and treasury bills and certificates

of deposit with less than three months' maturity from the date of acquisition. The figures for

2002 have been restated.

2. REER AERITETR
(F) BHEHE EEZHEEH

32. Contingent liabilities, commitments and derivatives

(a) Contract amount, credit equivalent amount and risk-weighted amount

RERBNESE
£ & Group
EEZ [E B
HELHE nEESE
EREHE Credit Risk-
Contract  equivalent weighted
—EE=HF 2003 amount amount amount
A E: Contingent liabilities:
ER Guarantees 12,401 12,143 3,622
AE: Commitments:
EABREHESHBERS Documentary credits and short-term
trade-related transactions 8,098 1,620 1,613
RBACEXEREMN FEER Undrawn formal standby facilities, credit lines
H iR and other commitments to lend:
o —FLT e under one year 69,099 - -
o —FREAE e one year and over 19,623 9,811 8,949
HA Other 160 160 62
96,980 11,591 10,624

164




2. REEB AERITETR &
(F) BRI FEZHELH

32. Contingent liabilities, commitments and derivatives continued

(a) Contract amount, credit equivalent amount and risk-weighted amount continued

REBNESE &
@ Group
5-v4 [k
HESHE mESE
ROk Credit Risk-
Contract  equivalent weighted
—EE=F 2003 amount amount amount
EREGH): Exchange rate contracts:
BIER iR BRONER 5 Spot and forward foreign exchange 76,408 1,080 322
HiEXRE4 Other exchange rate contracts 33,160 401 141
109,568 1,481 463
MEEL: Interest rate contracts:
A 4= A1 Interest rate swaps 91,629 1,300 315
HiFZEEL Other interest rate contracts 17,578 45 21
109,207 1,345 336
HMATETAEGH Other derivative contracts 297 9 2
217 Bank
54 =R
HEeHE mESE
GHeEE Credit Risk-
Contract  equivalent weighted
—EE=F 2003 amount amount amount
SEES Contingent liabilities:
PER Guarantees 12,802 12,544 4,023
P Commitments:
EREREHESHER D Documentary credits and short-term
trade-related transactions 8,098 1,620 1,613
REPAZ EXNERAERN FEER Undrawn formal standby facilities, credit lines
H B OREE : and other commitments to lend:
o —FHUT e under one year 68,981 - -
e —FRLE e one year and over 19,622 9,811 8,949
96,701 11,431 10,562
EEEH): Exchange rate contracts:
BIER iR BRINER 5 Spot and forward foreign exchange 78,811 1,104 334
HiERE4 Other exchange rate contracts 33,160 401 141
111,971 1,505 475
FEEL: Interest rate contracts:
) 2 2 B Interest rate swaps 83,958 1,232 301
HiF =S4 Other interest rate contracts 17,143 45 21
101,101 1,277 322
HMTETAEGH Other derivative contracts 292 9 2
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2. REER AERITETR #
(F) LB EEZHELHE

Notes on the Accounts continued

32. Contingent liabilities, commitments and derivatives continued

(a) Contract amount, credit equivalent amount and risk-weighted amount continued

RERINESSE &
£ & Group
EEZ [EBR
BELE mELEE
aHeE Credit Risk-
Contract  equivalent weighted
—EECF 2002 amount amount amount
A EE: Contingent liabilities:
R Guarantees 13,864 13,717 4,321
A Commitments:
EREREHEZHERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
REPAZ EABAERN FEERK Undrawn formal standby facilities, credit lines
H iR and other commitments to lend:
o —FUT e under one year 65,110 - -
o —FREAE e one year and over 21,565 10,783 9,840
Hith Other 41 41 41
93,698 12,224 11,275
EEEL: Exchange rate contracts:
BNHA R iz BASNE R 5 Spot and forward foreign exchange 73,607 894 251
HMEXREH Other exchange rate contracts 24,104 261 55
97,711 1,155 306
MEEH: Interest rate contracts:
F =4 5 Interest rate swaps 64,443 1,454 357
HiFEEH Other interest rate contracts 7,969 8 2
72,412 1,462 359
HafTETAAL Other derivative contracts 177 6 1
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(F) BHEH FEZHELH

32. Contingent liabilities, commitments and derivatives continued

(a) Contract amount, credit equivalent amount and risk-weighted amount continued

RERMESHE &
#8717 Bank
B - =k
BEeE mESE
Rk Credit Risk-
Contract  equivalent weighted
—EEF 2002 amount amount amount
HEEH Contingent liabilities:
R Guarantees 14,264 14,118 4,722
AP Commitments:
EREREHESHER D Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
REPAZ EXNERAERN FEER Undrawn formal standby facilities, credit lines
oAb B RGE - and other commitments to lend:
o —FPIT e under one year 65,067 - -
e —FRIE e one year and over 21,565 10,783 9,840
93,614 12,183 11,234
EREGH): Exchange rate contracts:
BNHR KR m HAONE R 5 Spot and forward foreign exchange 76,662 925 266
HMEXEH Other exchange rate contracts 24,104 261 55
100,766 1,186 321
MEEL: Interest rate contracts:
F = 2 B Interest rate swaps 60,422 1,433 353
HEiFIEEL Other interest rate contracts 7,076 8 2
67,498 1,441 355
HEMATETAGH Other derivative contracts 177 6 1
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2. EEE AERITETIR #
(F) LB EEZHELH
REGEINESE &
FRIHEBERERIMI RS Z2EEGHNE
B EEZESERERNESE-FHER
BEzRESR IRFHEERRINESE L
At E2BIBRBEEBRITEGINR=2
EARRLEMEE YRFHEHBZEE
K EARR S 1 T E - IR s B B SRR AR
RINERERTERSZ — A MBEX M
REHEMITETARY MIRBNERE AT
EANZA T

IEEBIAEOBRAEERR IS B
RipAN R BRERERERE 2AE.
Frg Rz B EAR EEAFPREET 2R
BAAR HEBNHER SR ERELEFZ
ERHH BRENAEERE AAEERE
Rz B mPNILREERMNTRERE

AIEEH HANSBEZABAETHRRRRE

BEABRMINZERTARBINE FIXK

BEEMS LTz B8 B8 e 8 K
BER S
WETAZANSBERTHEEE R R AT

ZQ%%{%*@jﬁf\ﬁi‘%ﬁwﬁﬁ%{%ﬁwtﬁlﬂ
ZIEERESEDIREEBRITEEIIMER
=2 RAFE ARETEEGRRALHESZ

BREBENBEZEHEERRME 2 B8

Notes on the Accounts continued

32. Contingent liabilities, commitments and derivatives continued
(a) Contract amount, credit equivalent amount and risk-weighted amount continued

The tables above give the nominal contract, credit equivalent and risk-weighted amounts of
off-balance sheet transactions. The credit equivalent amounts are calculated for the purposes
of deriving the risk-weighted amounts. These are assessed in accordance with the Third Schedule
of the Hong Kong Banking Ordinance on capital adequacy and depend on the status of the
counterparty and the maturity characteristics. The risk weights used range from 0% to 100%
for contingent liabilities and commitments, and from 0% to 50% for exchange rate, interest

rate and other derivative contracts.

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The risk involved
is essentially the same as the credit risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same credit origination, portfolio maintenance
and collateral requirements as for customers applying for loans. As the facilities may expire
without being drawn upon, the total of the contract amounts is not representative of future

liquidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and option

transactions undertaken in the foreign exchange, interest rate and equity markets.

The contract amounts of these instruments indicate the volume of transactions outstanding at
the balance sheet date and do not represent amounts at risk. The credit equivalent amount of
these instruments is measured as the sum of positive mark-to-market values and the potential
future credit exposure in accordance with the Third Schedule of the Hong Kong Banking

Ordinance.

(Z) EERZE (b) Replacement cost
£ Group #5177 Bank
2003 2002 2003 2002
KEH Exchange rate contracts 876 485 876 485
FEEH Interest rate contracts 997 1,231 956 1,228
HEMITETAREH Other derivative contracts - 1 - 1
1,873 1,717 1,832 1,714

BRZEBRARKRAERTEEMRZEAL
BEZAN (BEFEEREZAN) BE T
ZEANLEFTRNEEFREELZ -

168

The replacement cost of contracts represents the mark-to-market assets on all contracts
(including non-dealing contracts) with a positive value and which have not been subject to

any bilateral netting arrangement.



2. AREH AERTEIR &
(ﬂ]’) ERERARIIBEBIEEEREZT
TEAKNEREW:

32. Contingent liabilities, commitments and derivatives continued
(c) Included in the above tables are the following amounts of derivative contracts which were

made for dealing purposes:

%8 Group 847 Bank
2003 2002 2003 2002
SEOR Exchange rate contracts:

BIHER KRR HASNER 5) Spot and forward foreign exchange 76,408 73,607 78,811 76,662
HEXREH Other exchange rate contracts 32,850 23,587 32,850 23,587
109,258 97,194 111,661 100,249

FMEEL Interest rate contracts:
F = 42 B Interest rate swaps 35,605 31,685 35,605 31,685
HEiFIEEL Other interest rate contracts 5,506 1,057 5,506 1,057
41,111 32,742 41,111 32,742
HfTETRAAY Other derivative contracts 297 177 292 177

HBp O ER MEREMITETAAKTIEE
BEEAE HAERREMSIIEREEREZ
EEBRER I EA N EREM S LR HEE
BARTTZERRERARRRASRMER

EIRvA

B LB RSN ATHE A BERBR IR E
EEMKEHIER R AKS-

The remaining exchange rate, interest rate and other derivative contracts were made for non-
dealing purposes, i.e. to hedge risk, or to synthetically alter the risk characteristics of assets
and liabilities. The transactions are either conducted directly in the market or indirectly through

the Bank's immediate holding company or fellow subsidiary companies.

In addition to the above, the Bank enters into guarantees and letters of support on behalf of

other Group entities in the normal course of business.

33. REBHEERZEE
HE-TZZ=F+-A=1+—H 4A5E28
BABE T AEATHEET (Z22 4
BT \BEATZ88T) RRAOZAER
BELANEATREET (Z2F_F 8%
ZHN\EBRTZEER) FEABERRDE
e BEEER - AEBRERLSEEN
ERZEESEABETABAT=8E8
(ZEZ=F Bt/ \BRATHLEET)
ROTA BB AENT=E8T (2T

FAE_TN\ERThEET) WEEHT
RIEGFREREPES | RIRBEREIRZ
TH B AR LN TR R RIRE RGTAFIE
ERHEE BHEFEABE—T—AZZR
+F_E&ET (ZEZFBEN\ERTIE
=FThEER) ROTABENESTNE
MFET (ZTT_FBERE_T/E
FThEET) -

33. Assets pledged as security for liabilities

At 31 December 2003, liabilities of the Group amounting to HK$1,664 million (2002:
HK$2,852 million) and of the Bank amounting to HK$1,664 million (2002: HK$2,852 million)
were secured by the deposit of assets, mainly related to sale and repurchase arrangements.
The amounts of assets pledged by the Group to secure these liabilities were HK$1,693 million
(2002: HK$2,859 million) and by the Bank were HK$1,693 million (2002: HK$2,859 million)
respectively and mainly comprised items included in “Cash and short-term funds” and “Long-
term investments”. In addition, the amount of debt securities deposited with central
depositories by the Group to facilitate the settlement processes were HK$110,272 million
(2002: HK$85,439 million) and by the Bank were HK$86,840 million (2002: HK$62,889 million)

respectively.
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34. ERRIE

Notes on the Accounts continued

34. Capital commitments

& Group #R17 Bank
2003 2002 2003 2002
ERERBIANZHAE Expenditure authorised and contracted for 79 105 72 99
EERREANZFAY Expenditure authorised but not contracted for 1,626 - 1,626 -
1,705 105 1,698 99

MATEREERBT AN ZAXI AT RE
ABEERITEBABRAZBED 2 TREAN
BEzA®Z - SREBERBELREZT
AABT(ARBSEEARATLE-T AL
TO) EERITR-FNPEARANMBE Zz 2
B AR 1) BB R 3R AT

Included under “Expenditure authorised but not contracted for” was a commitment of
HK$1,626 million (equivalent of RMB1,726 million) to acquire 15.98% in the enlarged capital
of Industrial Bank Company Limited, a national joint-stock commercial bank in The People’s

Republic of China.

35. HARE
AEENKEREENHEZ ETWERR
B REHEZEAFY—RA—EAF H
T ER 1D TE B ER RS A R LA S ET R T 2 AR AE AT
MY -ZEMOWEIERERE -

THRHZEERONARFRERS M

35. Lease commitments
The Group leases certain properties and equipment under operating leases. The leases typically
run for an initial period of one to five years and may include an option to renew the lease

when all terms are renegotiated. None of these leases includes contingent rentals.

The total future minimum lease payments payable under non-cancellable operating leases are

HwERT as follows:
£ B Group $£1T Bank
2003 2002 2003 2002
—FUT Within one year 169 165 169 164
—FUEEREF Between one and five years 161 195 160 194
330 360 329 358
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36. EERIKEF

(F) REFZE R8I
AEERE=EARTMNZEAAE - REEF
HrEERTRENAERN S
(THSBDBS]) “BEAEEBEH 2 N\TIEE-
HimEE DB AEERTREE
(THSBPS]) RIEEBAHRTIZERKETES
(THSBNTBS]) B & R17 R E Fz @ Mt &
ER—AANENA—BRTESHRE M
B4 RAT REE B R A RITIZOER KIS T
ESAR—NWNA\ARE+ZA=+—RETHE
XHKE

B RAERZREESRENGREHN
tE mEFEARE REEAARECEE

DRBAE - AEERESEREEN 2 BFE
HHEFHHEF-R —RBEGER -TZ

ZEFZA=+—RET ARFRNBEA
5@%/\%1%@(@%)%@ TZE_%%”(%
BlisEMEgHEE R E) &A Projected

Unit Credit Method f&{&°1tt & R E RS @7
AERGEERAERERABRAZ SERE
RTFEZEERANERZBFIRATI T

) ERINEERBRIEBOT:

36. Employee retirement benefits
(a) Defined benefit schemes

The Group operates three defined benefit schemes, the Hang Seng Bank Limited Defined
Benefit Scheme (“HSBDBS") which is the principal scheme which covers about 80% of the
Group’ s employees and two other schemes, the Hang Seng Bank Limited Pension Scheme
("HSBPS™) and the Hang Seng Bank Limited Non-contributory Terminal Benefits Scheme
("HSBNTBS"). HSBDBS was closed since 1 April 1999 and HSBPS and HSBNTBS were closed
since 31 December 1986.

These schemes are funded defined benefit schemes and are administered by trustees with
assets held separately from those of the Group. The Group makes contributions to these
schemes in accordance with the recommendation of qualified actuary based on annual actuarial
valuations. The latest annual actuarial valuations at 31 December 2003 was performed by E Chiu,
fellow of the Society of Actuaries of the United States of America, of HSBC Life (International)
Ltd, a fellow subsidiary company of the Bank, using the Projected Unit Credit Method. The
amounts recognised in the balance sheet at year-end and retirement benefits costs recognised
in the profit and loss account for the year in respect of these defined benefit schemes are set

out below.

(i) The amounts recognised in the balance sheets are as follows:

£ E K 8R1T Group and Bank

BARTT BARTT
FE M= 1BAERTT 2R IR
B & REFE EitES
—EE=F 2003 HSBDBS HSBPS ~ HSBNTBS
BREBESZEFAETRE Present value of funded obligations 3,072 182 4
ArEIEe v EENTEE Fair value of scheme assets (3.324) (219) (32)
RERZFREE T Net unrecognised actuarial gains 215 - -
NEEBEBERANERZEETFE Net asset recognised in the balance sheet (37) (37) (28)
SEERAEHRMEE LK Obligations covered by plan assets (%) 108 120 800
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Notes on the Accounts continued

36. Employee retirement benefits continued
(a) Defined benefit schemes continued

£E KRTT Group and Bank

BAERTT 1BAERTT
FRE M= 1BAERTT A RIK
BRI El REE EES
—TT-F 2002 HSBDBS HSBPS  HSBNTBS
EREBEGZENAERRE Present value of funded obligations 2,931 185 5
rElEe 2 BEEATFEE Fair value of scheme assets (2,867) (210) (32)
RERZFREEER Net unrecognised actuarial losses (79) (4) (1)
NEEBERARRZEETE Net asset recognised in the balance sheet (15) (29) (28)
TEESEEHBNEE X Obligations covered by plan assets (%) 98 114 640

EBARTAENEBMNAUNEESERES
BERABETZEBRELAFEERBE
AT AT (CET_BE T
—HET) BARTREFHEERREAT

B2 ERBELATFEEABE_BET(Z
i I
(DIREEABERAERZEEFEED
U

The scheme assets of HSBDBS included ordinary shares issued by HSBC Holdings plc with a

fair value of HK$151 million (2002: HK$112 million). The scheme assets of HSBPS included

certificates of deposit issued by the Bank with fair value of HK$2 million (2002: Nil).

(ii) Movements in the net assets recognised in the balance sheets are as follows:

@ &% ER1T Group and Bank

BAERTT BAERTT

FEM= 1B AEIRTT A RIK

B El st El EitES

—EER=F 2003 HSBDBS HSBPS  HSBNTBS

—A—B#&s% (RIREBEF]A At 1 January (transitional asset

R ETHABE) recognised in “Retained profits”) (15) (29) (28)

FRE-R Contributions paid (186) 9) -
REERAEERNER 2 FZH Net expense recognised in the profit

and loss account 164 1 -

R+—A=+—BZEEFE Net asset at 31 December 37) (37) (28)

T 2002
—A—B&s (RIREEN]A At 1 January (transitional liability/(asset)

ERZAHBE/ (BE) recognised in “Retained profits”) 242 (27) (26)
FRHER Contributions paid (435) - -
REBHFEERNER 2 EFX M Net expense recognised in the profit

and loss account 178 (2) (2)
Rt+—B=+—HzEEFE Net asset at 31 December (15) (29) (28)
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36. Employee retirement benefits continued
(a) Defined benefit schemes continued
(iii) Net expense recognised in the profit and loss account is as follows:

£ ® Group

BARTT 1BAERST

FE = 1BAERTT R IR

BFIEtE REE FtEe
—EE=F 2003 HSBDBS HSBPS ~ HSBNTBS
& BRI A AR Current service cost 174 1 -
B Interest cost 162 9 -
TAEIR & B3R Expected return on scheme assets (172) (9) -
RFEF I (H55(T)) Net expense for the year (note 5(d)) 164 1 -
BRI E B R Actual return on scheme assets 439 15 -
T F 2002
& BRI A AR Current service cost 192 1 -
B Interest cost 199 12 -
TEHRIR A B 3R Expected return on scheme assets (213) (15) (2)
EFEFILMFST)) Net expense for the year (note 5(d)) 178 (2) (2)
BRI E B R Actual return on scheme assets (231) 9 -

() AR =FR=F2 REEHRERR 0
MAEFHFIR) 1T

(iv) The principal actuarial assumptions used as at 31 December 2003 (expressed as weighted

averages) are as follows:

&£ & R1T Group and Bank

18 IRTT BAERTT

REN = BARTT ZAERIK

BRI E RETE ErtEe

—EEZF 2003 HSBDBS HSBPS ~ HSBNTBS
% % %

Jilapered Discount rate 5.5 5.5 5.5
TRHRIG & ol 7R Expected rate of return on scheme assets 6.0 45 2.0
TEER S @ IRIE X Expected rate of salary increases 4.5 4.5 4.5
TR RERIL R Expected rate of pension increases - 3.0 -
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Notes on the Accounts continued

36. Employee retirement benefits continued
(a) Defined benefit schemes continued

@ % $R1T Group and Bank
BERIT EERIT
REFZ  BERT  RERK
BAEE  REE GERES

T F 2002 HSBDBS HSBPS HSBNTBS

% % %
BRI R Discount rate 5.5 5.5 5.5
TEERIR & Bl Expected rate of return on scheme assets 6.0 4.5 2.0
EHFeRIEX Expected rate of salary increases 4.5 4.5 4.5
BHREREX Expected rate of pension increases - 3.0 -

(Z) REZEFHE
—NANFEA—BSUERBZBEMS
Mz AESRAFIHSELEERTE AR
BRNE G Bl be oM SETRE = (B E A
REERANEE DR REERITHEE
(NN ARETZA=ZT—BETEIHK
8) BARRERLAIBEREEREL
R17 (BRE) BRARAESBME B -A1T
RASEE AR MR ER R ERA @G IER
EEFE ([RER]) TEREEREIELE
SHROIMEERD R BB A ESENE
Ellia=g

N

(b) Defined contribution schemes

The principal defined contribution scheme for Group employees joining on or after 1 April
1999 is the HSBC Group Hong Kong Local Staff Defined Contribution Scheme. The Group also
operates three other defined contribution schemes, the Hang Seng Bank Provident Fund Scheme
which was closed since 31 December 1986, the Hang Seng Insurance Company Limited
Employees’ Provident Fund and the Hang Seng Bank (Bahamas) Limited Defined Contribution
Scheme for employees of the respective subsidiaries. The Bank and relevant Group entities
also participated in mandatory provident fund schemes ("MPF schemes”) registered under the

Hong Kong Mandatory Provident Fund Ordinance, which are also defined contribution schemes.

ZRAELEME (RiEREeEED Kol Contributions made in accordance with the relevant scheme rules to these defined contribution

ZHRFERIEBEEERZHIT: schemes (including MPF schemes) are charged to the profit and loss account as below:
2003 2002

FANZEAEES(T)) Charge for the year (note 5(d)) 18 18
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AEE2E=-ARESEEREUARBES
PR AR A RIRRAD 2 BAn RN 18- 23 Bl 23
ERERRBENE TRAS / SEEERR
TR R AR B R & b S 581 2 A HE
BB RETEEZSONIIROT

(F) BEEERRENE

NEA—BRTRESEIATHRERSLR
BRMBERBRN R URESORRELE
ZERAFRZANEARTRRERE BBEE
RERBRERTETER S 2 - T Zat 3R
H 2 R I SRR AR AN o

(C)RESAENRBBERB2ZEHMT:

37. Stock-based compensation
The Group participated in three share compensation plans operated by the HSBC Group for

acquiring of HSBC Holdings plc shares. They are the Savings-Related Share Option Plan,
Executive / Group Share Option Plan and Restricted Share Plan. Analysis of the movement in

the number of share options and exercise price of these plans is set out below.

(a) Savings-Related Share Option Plan

The Savings-Related Share Option Plan invite eligible employees to enter into savings contracts
to save Hong Kong dollar equivalent of up to £250 per month, with the option to use the
savings to acquire shares. The options are exercisable within six months following either the
third or the fifth anniversary of the commencement of the savings contract depending on
conditions set at grant. The exercise price is at a 20% discount to the market value at the

date of grant. No compensation cost is recognised.

(i) Movements in the number of share options held by employees are as follows:

2003 2002
3 4 hey

Number Number

W—A—~
REERE
REFZITE

B AN AR
W+=ZA=+—~8

R+ A=+ —BREITEGE 2 R

(‘000) ('000)

At 1 January 7,854 7,977
Granted in the year 2,458 519
Exercised in the year (23) (13)
Less: Lapsed in the year (2,191) (629)
At 31 December 8,098 7,854

Options vested at 31 December - -
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(Z) FREER L Z RBEFIIIT:

Notes on the Accounts continued

37. Stock-based compensation continued
(a) Savings-Related Share Option Plan continued

(ii) Details of share options granted during the year, all of which were granted for nil

consideration :

2003 2002

11208 B8 e

1T AR Exercise period Exercise pricc . Number  Number
£ (*000) ("000)

2003F8A1HZE2004F1A31H 1 Aug 2003 to 31 Jan 2004 5.22 - 3
20048 A1HZE2005F1A31H 1 Aug 2004 to 31 Jan 2005 5.40 - 1
20048 A1H%2005%F1H31H 1 Aug 2004 to 31 Jan 2005 6.75 - 1
20058 A 1H%E20065F1A31H 1 Aug 2005 to 31 Jan 2006 6.03 - 3
2005F8 A1HZE2006%F1A31H 1 Aug 2005 to 31 Jan 2006 6.32 - 438
2006F8 A1HZE200741A31H 1 Aug 2006 to 31 Jan 2007 5.35 2,093 -
20078 A1HZE2008F1A31H 1 Aug 2007 to 31 Jan 2008 6.32 - 73
20088 A1HZE2009F1A31H 1 Aug 2008 to 31 Jan 2009 5.35 365 -
2,458 519
(Z) REE B ZRIRE (iii) Terms of share options at balance sheet date

2003 2002

1TE(E R 1 25

171 B Exercise period Exercise pricc Number  Number
£ (*000) ("000)

20038 H1H%2004F1H31H 1 Aug 2003 to 31 Jan 2004 5.22 - 3
2004F8 A1HZE2005F1A31H 1 Aug 2004 to 31 Jan 2005 5.40 3,354 3,502
2004F8 A1HZE200541A31H 1 Aug 2004 to 31 Jan 2005 6.75 841 1,571
20058 A1HZE200651A31H 1 Aug 2005 to 31 Jan 2006 6.03 1,179 2,033
20058 A1HZE20065F1A31H 1 Aug 2005 to 31 Jan 2006 6.32 200 410
2006F8 A1HZE2007F1A31H 1 Aug 2006 to 31 Jan 2007 6.75 102 266
200658 A1H%200741H31H 1 Aug 2006 to 31 Jan 2007 5.35 2,032 -
20078 A1HZE2008F1A31H 1 Aug 2007 to 31 Jan 2008 6.32 32 69
20088 A 1H%E2009F1A31H 1 Aug 2008 to 31 Jan 2009 5.35 358 -
8,098 7,854
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(F) HERARRENE =
() FRITEEZ BRI :

171 ]

37. Stock-based compensation continued
(a) Savings-Related Share Option Plan continued
(iv) Details of share options exercised during the year:

REEE 2003 2002
118  Proceeds IR PR 25
Exercise period Exercise price received  Number  Number

2002F1A1HZ2002912A31H
2003 1A 1HZE2003F12A31H
200341 H1HZE2003F12A31H
200341 H1HZE2003F12A31H
2003418 1HZ2003%F12831H
2003F 1A 1HZ2003F12A31H

(Z) FBAS | EBE SRR S

AR BIE % 2R B (RRER — AR
FR-TTTFEN) REBEERREND
(BN =TT FRINEEE) - DR
BRT 2 EBEE-EERREL REELE
B 2 T RIS 2 AT R — R
B 6 =5 HENTE T R R
ERHOKT

(—) BERENRREREZ 2T

f (£'000) (‘000) ('000)

1 Jan 2002 to 31 Dec 2002 5.40 68 - 13
1 Jan 2003 to 31 Dec 2003 5.22 14 3 -
1 Jan 2003 to 31 Dec 2003 5.40 90 16 -
1 Jan 2003 to 31 Dec 2003 6.75 19 2 -
1 Jan 2003 to 31 Dec 2003 6.03 2 1 -
1 Jan 2003 to 31 Dec 2003 6.32 3 1 -

23 13

(b) Executive / Group Share Option Plan

Executive Share Option Plan (for options granted in 1999 and 2000) and Group Share Option
Plan (for options granted in 2001 or after 2001) were issued by the HSBC Holdings plc and
awarded to high performing employees of the Group on a discretionary basis. Options are
granted at market value and are normally exercisable between the third and tenth anniversaries
of the date of grant, subject to vesting conditions. Exercise of the options, is subject to the

attainment of a corporate performance condition.
(i) Movements in the number of share options held by employees are as follows:
2003 2002

R & P

Number Number

w—A—H
REE R
REEITE
A AR
R+=A=t+—8

KT ZA=+—BREITEGTEZ R BHE

("000) ('000)

At 1 January 5,019 4,661
Granted in the year 1,232 1,100
Exercised in the year (936) (656)
Less: Lapsed in the year (76) (86)
At 31 December 5,239 5,019
Options vested at 31 December 1,825 1,695
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(Z) TBAE / FEBARREE &
(Z) FAEERLZ RBBEFFIMT

Notes on the Accounts continued

37. Stock-based compensation continued

(b) Executive / Group Share Option Plan continued

(ii) Details of share options granted during the year, all of which were granted for nil

consideration:

2003 2002
1B B e
1715 HAfA Exercise period Exercise pricc Number  Number
f (‘000) ('000)
2005F5A7H%E201295H6H 7 May 2005 to 6 May 2012 8.41 - 1,100
20065F5H2H%E2013F5H1H 2 May 2006 to 1 May 2013 6.91 1,232 -
1,232 1,100
(Z) REEH 2 RBRHE (iii) Terms of share options at balance sheet date
2003 2002
1IE(E B % #5
171 HAfA Exercise period Exercise pricc Number  Number
£ ('000) ('000)
20023 A29H £200943 A28H 29 Mar 2002 to 28 Mar 2009 6.38 1,012 1,695
2003F4A3H=2010F4A2H 3 Apr 2003 to 2 Apr 2010 7.46 813 1,082
2004%4A23BE2011F4A22H 23 Apr 2004 to 22 Apr 2011 8.71 1,137 1,158
2004F8 A30H£201148H29H 30 Aug 2004 to 29 Aug 2011 8.23 4 3
2005F5A7H%E201295H6H 7 May 2005 to 6 May 2012 8.41 1,058 1,081
20065 5H2H£E201345A1H 2 May 2006 to 1 May 2013 6.91 1,215 -
5,239 5,019
() FANITE 2 RIREFFIAT - (iv) Details of share options exercised during the year:
REBHE 2003 2002
71f#f8  Proceeds e e
171 HAfE Exercise period Exercise price received Number  Number
£ (£'000) (*000) (*000)
20021 A1HZE2002F12A31H 1 Jan 2002 to 31 Dec 2002 6.38 4,182 - 656
200243 A29HE2009F3 A28H 29 Mar 2002 to 28 Mar 2009 6.38 4,332 679 -
2003F4 A3H%E2010F4A2H 3 Apr 2003 to 2 Apr 2010 7.46 1,919 257 -
936 656
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37. Stock-based compensation continued
(c) Restricted Share Plan

Conditional awards under the Restricted Share Plan have been in operation since 1996. Vesting
criteria is based on attaining the HSBC Group targets. The amount charged to profit and loss
account represent the Group's share of cost for acquisition of shares for conditional awards

under this scheme and is amortized over the period the performance condition applies.

2003 2002

B e

Number Number

('000) ('000)

w—A—H At 1 January 276 203
FREMN Additions during the year 128 99
W AT EEN Less: Released in the year (17) (26)
e NEEERE Less: Lapsed in the year (8) -
R+=ZA=+—8 At 31 December 379 276
2003 2002

ZHERESE Amounts charged to profit and loss account 1 4

BRHIBO B TR B A G A 2R MR
AZB Gz nEFEBAER NI —RE
(T -F LREMESE) -R-TT=F
ToA=T—BELERARARRN W
MEANBENESE (Z22-F: "B\t
HEE) -

RZZEZE=F+ A=+ HRHKD EE
ZIETFHRETERRA_MNE (T
T CHRE=F)e

The weighted average purchase price for shares purchased for conditional awards under the
Restricted Share Plan is £6.51 (2002: £7.74). The closing price of the HSBC Holdings plc
share at 31 December 2003 was £8.78 (2002: £6.87).

The weighted average remaining vesting period as at 31 December 2003 was 2.40 years

(2002: 2.63 years).
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EEEREBIEELFIENE R RITFHREE
RBELEAERE B AR BEXREMA
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Notes on the Accounts continued

38. Cross border claims

Cross border claims include receivables and loans and advances, balances due from banks and
holdings of certificates of deposit, bills, promissory notes, commercial paper and other
negotiable debt instruments and also include accrued interest and overdue interest on these
assets. Claims are classified according to the location of the counterparties after taking into
account the transfer of risk. For a claim guaranteed by a party situated in a country different
from the counterparty, the risk will be transferred to the country of the guarantor. For a claim
on the branch of a bank or other financial institution, the risk will be transferred to the country
where its head office is situated. Claims on individual countries or areas, after risk transfer,

amounting to 10% or more of the aggregate cross border claims are shown as follows:

A% K E At
SRS
Banks & NEHRE
Other Public
Financial Sector HAith EH
—EEZ=H 2003 Institutions Entities Other Total
TEEEAENND AR Asia Pacific excluding Hong Kong
o SEM e Australia 19,251 170 1,362 20,783
o E A e Other 23,543 1,377 3,749 28,669
42,794 1,547 5,111 49,452
E! The Americas
o NEX e Canada 17,982 10,527 686 29,195
o Hih e Other 8,051 7,215 9,441 24,707
26,033 17,742 10,127 53,902
TaEn Western Europe
o ZH e Germany 20,417 863 371 21,651
o HE e United Kingdom 20,378 16 4,091 24,485
o E A e Other 54,061 1,601 4,144 59,806
94,856 2,480 8,606 105,942
—ZTT-F 2002
TEEEAEANEAR Asia Pacific excluding Hong Kong
o SR e Australia 19,259 2,819 2,265 24,343
o Hh e Other 24,228 841 3,175 28,244
43,487 3,660 5,440 52,587
EM The Americas
o NEX e Canada 11,105 7,699 440 19,244
o Hfh e Other 6,136 4,557 7,199 17,892
17,241 12,256 7,639 37,136
i Western Europe
o f2E e Germany 21,349 1,312 548 23,209
o [ e United Kingdom 22,623 - 4,051 26,674
o Hfh e Other 47,654 2,557 2,810 53,021
91,626 3,869 7,409 102,904
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39. TRABER
RBEEBRAUEPIE161BETRE  ATTITHA

EERHBEAMMT:

39. Loans to officers
Particulars of loans to officers of the Bank disclosed pursuant to section 161B of the Hong

Kong Companies Ordinance:

BR+=—AR=+—H FREBER
BRERZRER ZREBER

Aggregate amount
of relevant loans
outstanding

at 31 December

Maximum aggregate
amount of relevant
loans outstanding
during the year

2003 2002 2003 2002

RIRTTIE

By the Bank 29 47 68 88

40. ERF R E
REEECREERE L2 [HHIERAKRLERS
RREARIESIZHRE ARERT A=
—BrEARTIERBEAT BRI EMT

40. Capital adequacy ratios
The Group's capital adequacy ratios adjusted for market risk at 31 December, calculated in
accordance with the guideline “Maintenance of Adequate Capital Against Market Risk” issued

by the Hong Kong Monetary Authority, are as follows:

2003 2002
ISR BA R Adjusted total capital ratio 13.2% 14.2%
KRS —MERLE Adjusted tier 1 capital ratio 11.3% 11.9%

RIBEBIRITEGPINR =2 HAFE K&
BERT-A=t+—HZEARRLER:

The Group's capital adequacy ratios at 31 December, calculated in accordance with the Third

Schedule of the Hong Kong Banking Ordinance, are as follows:

2003 2002
BENRLLE Total capital ratio 13.4% 14.2%
BE—REREE Tier 1 capital ratio 11.5% 11.9%

M. RBESLE
REBRBRITEEDIMRD 2 ERIFE A&
Bz2ETORPERLEE:

41. Liquidity ratio
The Group’s average liquidity ratio for the year, calculated in accordance with the Fourth

Schedule of the Hong Kong Banking Ordinance, is as follows:

2003 2002

ATRELERTEBZIZMBEAT

The Bank and its major banking subsidiaries 46.2% 44.4%
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EREBERARRESRMBARETER
R EPEEREFR AERRLEEAE
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HEBRERARZH T ETHBRER .

AEBEAEBERARZETFEREIERS
WERHEKPAEEERER MMEA AR
MBARRMEZE TEREERS KA
WRIERFTE B A o BT E P —IAR
BIREM B AR R ME R REEAR
ARERN KRITTHARERSREER R
EHERIMAEE RTEREESER &
ERH52RE BeRAMBEGAEE AT
R 5 R

AERNBLERFMEL 2 BRRER
BREBEZERERREERERMINZRE
MEBMT:

Notes on the Accounts continued

42. Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

In 2003, the Group entered into transactions with its immediate holding company and fellow
subsidiary companies in the ordinary course of its interbank activities including the acceptance
and placement of interbank deposits, correspondent banking transactions and off-balance
sheet transactions. The activities were priced at the relevant market rates at the time of the
transactions. The Group participated, in its ordinary course of business, in certain structured

finance deals arranged by its immediate holding company.

The Group used the IT and shared an automated teller machine network with its immediate
holding company and used certain processing services of a fellow subsidiary on a cost recovery
basis. The Group also maintained a staff retirement benefit scheme for which a fellow subsidiary
company acts as insurer and administrator, and the Bank acted as agent for the marketing of
Mandatory Provident Fund products and distribution of retail investment funds for two fellow
subsidiary companies. The premiums, commissions and other fees on these transactions are

determined on an arm's length basis.

The aggregate amount of income and expenses arising from these transactions during the
year, the balances of amounts due to and from relevant related parties, and the total contract

sum of off-balance sheet transactions at the end of the year are as follows:

2ERXZEE Income and expenses for the year
£E Group
2003 2002
FEUWA Interest income 195 263
e Interest expense 17 15
Hin & WA Other operating income 244 135
BEIH Operating expenses 618 570

Rt-A=+—-B#&&

BEBERARDKAGRNBARNBHEE
AERER ZEMIIRKE 1817/ REEZ
RARKRFAGZEMBAR] -MEBEERE
RUSNRB ZANER FEZESEELA
RIS BREHIMT:

Balances at 31 December

Details of balances due from and due to the immediate holding company and fellow subsidiary
companies are set out in note 18 “Amounts due from/to immediate holding company and
fellow subsidiary companies”. Details of contract amount, credit equivalent amount and risk-
weighted amount of off-balance sheet transactions with immediate holding company and

fellow subsidiary companies are set out below:

£H Group
(5 el
HESE NERE
EY ok Credit Risk-
Contract equivalent weighted
amount  amount  amount

MELEXREH: Interest rate and exchange rate contracts:

—EE=H 2003 35,121 484 97
S 3 2002 25,558 443 89
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(Z) BERA
AEEGT - MERF - HRLERRER R
—RE=F+ A=t RzEBREE_E

TThEBR(CEZE-_F % _ET B8
7o) REEABRRERLAR (BEAS) &
TERE+ - ARAKRITZMB AR (8
BREENR) RIBZ_FNTRIZAS
REHERBAeREE _BRATHAST-

(A) BREZRXF
R-ZET=F BAAEEGRIERA AL E
FAR 5 (BT _FIR) -

(T) EETEAS

RIZZ=F KIREERARZ T ETH
AEBREEHEATTEBEASS (B-TF
ZFHER) -

42. Material related-party transactions continued

(b) Associated companies

The Group maintains an interest-free shareholders’ loan to an associated company. The balance
at 31 December 2003 was HK$229 million (2002: HK$208 million). Prior to Hang Seng Life
Limited (HSLL) becoming a subsidiary (formerly an associated company) of the Bank in November
2002, the agency commission for the marketing of life insurance products paid by HSLL to the

Bank amounted to HK$255 million for 2002.

(c) Ultimate holding company
In 2003, no transaction was conducted with the Bank’s ultimate holding company (same as
2002).

(d) Key management personnel
In 2003, no material transaction was conducted with key management personnel of the Bank

and its holding companies and parties related to them (same as 2002).

43, kB HF
hEHFOEHFNE UNARFEZRE
Z ke

43. Comparative figures
Certain comparative figures have been reclassified to conform with the current year's

presentation.

44, BRRER QT
BARITZ &RIERARARE
LIERBRAF

B 2

44. Ultimate holding company
The ultimate holding company of the Bank is HSBC Holdings plc, which is incorporated in
England.

45, BRIFEB
AEBER -_ZZENF=-A—HK=E9RE
BN

45. Approval of accounts
The accounts were approved and authorised for issue by the Board of Directors on 1 March
2004.
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