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(Figures in HK$m unless otherwise indicated)

1 FAERA 1 Net interest income
FFELER FFRER FFRER
—EEMF —ET=F —ET=F
AHZ+A AA=+8 +=A=+-8
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
R B Net interest income 4,711 5,220 4,959
WOMFIE 2 FHEE Average interest-earning assets 470,141 437,045 456,749
FRE Net interest spread 1.95% 2.33% 2.09%
EF PSR Net interest margin 2.02% 2.41% 2.15%
2 HMEEWA 2 Other operating income
FEHER FFRER FFRER
ZEERF ZET=F —ET=F
AHZ+E XA=+8 +=A=+-8
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
SN ONE Dividend income:
o ITEFKRE e listed investments 32 35 17
e FITEFKE e unlisted investments 44 2 38
76 37 55
REERAS Fees and commissions:
o BHELRBBRYG e securities/stockbroking 295 124 237
s TEREEMNESER * retail investment products and
funds under management 871 725 271
o (R e insurance 54 45 37
o RP R e account services 108 111 100
o EX e remittance 60 63 69
s EAK * cards 297 258 293
o EEEF o credit facilities 123 113 118
o AO/HEOHE * import/export 118 105 118
o Hfty e other 67 56 61
RISE RFEE A Fees and commissions receivable 1,993 1,600 1,304
RBERAESH Fees and commissions payable (170) (159) (190)
1,823 1,441 1,114
B&E&AH Dealing profits:
o INE « foreign exchange 530 352 412
s ERRHEMEEED e securities and other trading activities 28 9 34
558 361 446
R ARER Insurance underwriting 617 538 606
BEMEZH2BA Rental income from investment
properties 102 104 106
Hith Other 186 193 197
3,362 2,674 2,524
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Notes (continued)

3 EEYH 3 Operating expenses
¥FELRLER FERHES FERES
ZEEME ZEE=F —ET=F
ANBEZ+H NA=Z+H F=ZA=+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
AZER: Staff costs:
s HEREMAE e salaries and other costs 953 908 952
o RIKEFIFEIE e retirement benefit costs 84 91 92
1,037 999 1,044
e Depreciation 153 171 158
FMERSZEER : Premises and equipment:
e HEZH * rental expenses 88 88 90
o Hith e other 319 280 349
407 368 439
Hih L8 Other operating expenses 380 283 440
1,977 1,821 2,081
BA S A B & Cost:income ratio 24.5% 23.1% 27.8%
ERIEETIAZ” Staff numbers by region*
ZEEME ZEE=F —ET=F
ANBEZ+H NA=Z+H F=ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
58 Hong Kong 7,233 7,026 7,076
R K H A x5 Mainland and others 242 148 204
HEE Total 7,475 7,174 7,280

*HERZBETAZ

* Full-time equivalent




4 RERER

4 Provisions for bad and doubtful debts

FFEREF FFEEER FFEEER
—EEmE —EE=F —EE=F
AR=1H XA=+H +ZA=+-R
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
RIERERFE A (B ) Net charge/(release) for bad
and doubtful debts
BFPEX Advances to customers
RRER Specific provisions:
o FTIRE * new provisions 242 666 501
o B * releases (252) (182) (133)
o U [al B ik BR 1E e recoveries (55) (22) (32)
(65) 462 336
—RER General provisions (698) (6) -
BaRFHE(EE)/Z® Net (release)/charge to profit
and loss account (763) 456 336
5 BFREEREER 5 Profit on tangible fixed assets and long-term investments
REBREZHA
FFEREF FFEEER FFEER
—EEmE —EE=F —EE=F
AR=1H xA=+H +ZA=+-R
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
HERBRERE Z2HF Profit on disposal of long-term
equity investments
s DREIEMHEERR e realisation of amounts previously
(N84 & recognised in revaluation reserves
at beginning of period 291 358 60
s N ZBF/(EIB) e gain/(loss) arising in current period 28 (38) 30
319 320 90
HEREMRELRESRZ Profit less loss on disposal of
i3 R S 18 held-to-maturity debt securities - 40 8
HEEFETEE & FREE Profit less loss on disposal of
tangible fixed assets 20 7 (4)
REREREERS Provision for impairment of
long-term investments - (26) 26
339 341 120
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Notes (continued)

6 BiE 6 Taxation
REBEREERACHIE Taxation in the consolidated profit and loss account represents:
AT
¥ERER FFEEER FFEHEE
—EENF ZEE=F —ET=F
~NA=1H NA=1H +=ZA=+—-H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
KB IE -FAREHEE Current tax — provision for
Hong Kong profits tax
KEITIR Tax for the period 864 839 604
BAFE 2 HBEBERETHANR Benefit of previously unrecognised
tax losses (1) (3) 3
BAEFERBEHRLDE Over-provision in respect of prior years (15) - (39)
848 836 568
FHBE-FBUI 2B IE Current tax - taxation outside
Hong Kong
REAFL IR Tax for the period 3 2
BEFEHIEERE R Over-provision in respect of prior years - - (14)
3 2 (12)
EREBE Deferred tax
A HIE A 2 R Origination and reversal of temporary
differences 145 31 39
PEEAHBEERBE #E Effect of increase in tax rate on
deferred tax balances - 9) -
BRBTFETHRZBHG Benefit of previously unrecognised
Eia%E tax losses now recognised - 17) (19)
145 5 20
FEMREEE N R 2 T IE Share of associated companies’
taxation 2 3 1
REVES G Total charge for taxation 998 846 577
ERBE Effective tax rate 13.6% 14.3% 11.1%

AMBREEDAN_TTME £+
FROTRMBRARERBF TR
REEZEFERRATEMNREEF

BHREBHZTLHAFE (ZF
E-FFEENAENZTLER) -

PE A BT BUR DA SN 2 BT B 2 A
BRI MAGERELEEMERRZ
EEMRREEBIAER -

The current tax provision is based on the estimated assessable profit for the first half

of 2004 and, for the Bank and its subsidiaries operating in the Hong Kong SAR,

using the Hong Kong profits tax rate of 17.5% (17.5% for 2003).

For subsidiaries

and branches operating in other jurisdictions, the appropriate tax rates prevailing in

the countries in which they operate are used.



6 HHE (£)

ELEFHERKRENRZENEAR
BEREEFENINARKAERZ
MEHE - BEHBEREESZE
BHEEBERIELEE - B
TERELEERAELES  BAEREE
AiRe - ETEEBRAERDA
FIAMEBR BN - BIRREELER
BEER -

6 Taxation (continued)

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 is charged or
credited in the profit and loss account, except when it relates to items charged or
credited directly to reserves, in which case the deferred tax is also dealt with in the
reserves. The carrying amount of deferred tax assets/liabilities is reviewed at each
balance sheet date and is reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the related tax benefit to be

utilised.

7 BRER
“ETNFE ¥ FEZEREFIE
BaMEERT_ENTREET
(ZEZ=FL¥FRAEBRTE=
TZEEL) REBITLEBRME
THEz T NAE-—F-—BNTEE
ZFtE=FTAR (BEZEZ=F
FHEURIGEEE) 8 -

7 Earnings per share

The calculation of earnings per share for the first half of 2004 is based on earnings
of HK$6,245 million (HK$5,022 million for the first half of 2003) and on the
weighted average number of ordinary shares in issue of 1,911,842,736 shares
(unchanged from the first half of 2003).

8 BRRE 8 Dividends per share
¥EREZF FFEHER FEREER
ZEEME ZEZT=F ZET=F
ANA=+A NA=T1H +=HA=+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
SiEN ENEET GREK EEEET BREY BEEKEER
per share HK$m  per share HK$m  per share HK$m
HKS$ HK$ HK$
F—IRFH First interim 110 2,103 210 4,015 - -
B IRFH Second interim 1.10 2,103 - - 1.00 1,912
EZRHPH Third interim - - - - 180 3,441
2.20 4,206 2.10 4,015 2.80 5,353
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Notes (continued)

9 BREIW
(F) ZHHEF
RESWERNEBEI K MERE
HIIR o RREBHER DTG
BHEERRELEZEERMBR
® - BREREZZREIMN -
BREAIM T WA D RR
REXBEAIMERY - BBA
HMERDENE & 7B G E Dk
ZEARHEMESHMRRZER -
RAENRANEEBE B ZER
RARDBzERERAE - B8
XGERELEREDE  BRTHER
HEzMerB®R THeXH] BT
ZEEBRAREEBEN BEX
B A e
BEZEBDBRAKER - @
ABTEBREARPREMARST
(BREER ERF EBREMT
EER) REFRE (BERRR
RE) AERTEBAERELEF
NRPRERPZRERREME SR
BRY - IBREMEBETAR
EPN

o

BEERBERFRHERS -
RUEXBARZRERELRS
GRBNARRTAGZER B8
MBEEUARRITEBHEL CHE
twFRmERARZER - BMER
TERREERRES  TUR
B MEREREHESFRE

9 Segmental analysis

(a) By business segment

Segmental information is presented in respect of business and geographical
segments. Business segment information, which is more relevant to Hang Seng in
making operating and financial decisions, is chosen as the primary reporting format.

For the purpose of segmental analysis, the allocation of revenue reflects the
benefits of capital and other funding resources allocated to the business or
geographical segments by way of internal capital allocation and funds transfer
pricing mechanisms. Cost allocation is based on the direct cost incurred by the
respective segments and apportionment of management overheads. Rental charges
at the market rate for usage of premises are reflected as inter-segment income for
the "Other” segment and inter-segment expenses for the respective business
segments.

Hang Seng comprises five business segments. Personal Financial Services
provides banking (including deposits, credit cards, mortgages and other retail
lending) and wealth management services (including insurance and investment) to
personal customers. Commercial Banking manages middle market and smaller
corporate relationships and provides trade-related financial services. Corporate and
Institutional Banking handles relationships with large corporate and institutional
customers. Treasury engages in interbank and capital market activities and
proprietary trading. Treasury also manages the funding and liquidity positions of the
Bank and other market risk positions arising from banking activities. Other segment
mainly represents management of shareholders’ funds and investments in premises,

investment properties and long-term equities.



9 REIW (£)

9 Segmental analysis (continued)

(F) EHEF (8) (a) By business segment (continued)
Personal X% Corporate & Inter-
Financial Commercial ~Institutional 81 A %% Eft ¥  segment &t
Services Banking Banking  Treasury Other  Elimination Tota
¥EGEZ Half-year ended
ZEEMEANAZTH 30 June 2004
BARZH Income and expenses
FHBWA Net interest income 2,794 625 259 1,003 30 - 47
HingEmA Other operating income 2,138 523 14 395 192 - 3362
BEBRA Inter-segment income - - - - 159 (159) -
BEERA Total operating income 4,932 1,148 373 1,398 381 (159) 8,073
BET Operating expenses* (1,320) (390) (56) (67) (144) - (1,977
BERTH Inter-segment expenses (128) (26) 3) (2) - 159 -
NhEBEACEEEF Operating profit before provisions 3,484 732 314 1,329 237 - 6,096
REBERE Provisions for bad and
doubtful debts 65 582 116 - - - 763
EERF Operating profit 3549 1314 430 1329 237 - 6859
EREEEERRMEE Profit on tangible fixed assets and
2 F long-term investments - - - - 339 - 339
BfiMEREE Net surplus on property revaluation - - - - 19 - 119
JEMRES & D BB F Share of profits of
associated companies - - - - 6 - 6
BREIAI — R EHEFI Profit on ordinary activities
before tax 3,549 1,314 430 1,329 701 - 7,323
JEMRBR AT — R EB R T Share of pre-tax profit 485%  17.9% 59% 18.1%  9.6% - 100.0%
EXEN(TBHE Operating profit excluding
BEBRS) inter-segment transactions 3677 1,340 433 1,331 78 - 6859
BIEE *Including depreciation (53) (9) (1 (1 (89) - (153)
ZEEMEANAZTH At 30 June 2004
BEE Total assets 140,214 41,344 75,160 222,033 25,178 - 503,929
BafE Total liabilities 327,444 72,671 24,605 18538 18,602 - 461,860
BENRRE Investments in associated
companies - - - - 2183 - 2,183
HBNELARAY Capital expenditure incurred
during the period 35 6 1 1 15 - 58
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9 BREIMN (F)
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Notes (continued)

9 Segmental analysis (continued)

(a) By business segment (continued)

Persgﬁé/ Ey) 4 Cor\‘L‘Jo‘rat\eé A 4</‘n’fe‘r-‘
Financial Commercial ~Institutional ~ BfEX% HMFEFE  segment a
Services Banking Banking  Treasury Other  Elimination Total
EFLEER Half-year ended
—EE-FAA=1H 30 June 2003
BAREH Income and expenses
N EBA Net interest income 3,186 501 271 901 361 - 520
Hing A Other operating income 1,705 464 105 228 172 - 2674
EEBBA Inter-segment income - - - - 173 (173) -
BEZEWA Total operating income 4,891 965 376 1,129 706 (173) 7,894
EEL Operating expenses* (1,157) (383) (52) 66) (163) - (821
BERTH Inter-segment expenses (138) (29) 3) 3) - 173 -
NKREES R 2 EE 5T Operating profit before provisions 3,59 553 321 1,060 543 - 6,073
RERER Provisions for bad and
doubtful debts (570) 7 43 - - - (456)
EERF Operating profit 3,026 624 364 1,060 543 - 5617
BEREEEERRBRE Profit on tangible fixed assets and
¥l long-term investments 12 28 - 40 261 - 341
EfMETFHE Net deficit on property revaluation - - - - (48) - (48)
FEEEEE DR E A Share of profits of
associated companies - - - - 18 - 18
BRI —REBRA Profit on ordinary activities
before tax 3,038 652 364 1,100 774 - 5,928
FEERBA —REBEHN Share of pre-tax profit 51.2%  11.0%  61% 186% 13.1% - 100.0%
EERN(TBHE Operating profit excluding
BEBRS) inter-segment transactions 3,164 653 367 1,063 370 - 5617
BETE *Including depreciation (63) an 1) (1) (95) - (171)
ZEE=FAA=FA At 30 June 2003
BEE Total assets 134,547 28246 67,731 229219 22,565 - 482,308
BaE Total liabilities 324132 71,354 16,948 10,839 17,776 - 441,049
BENRRE Investments in associated
companies - - - - 675 - 675
HANERAR Capital expenditure incurred
during the period 48 10 2 1 23 - 84
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(FF) EHEF (8B)

9 Segmental analysis (continued)

(a) By business segment (continued)

S

Personal

4

X I EH
Inter-

Financial Commemé/‘ Institutional ~ BT A ¥ HMEF  segment ]
Services Banking Banking  Treasury Other  Elimination Total
Half-year ended
31 December 2003
KR Income and expenses
ERBBA Net interest income 2,989 563 272 973 162 - 4959
Hig WA Other operating income 1,462 466 113 281 202 - 2524
BEBRA Inter-segment income - - - - 172 172) -
BEEHA Total operating income 4,451 1,029 385 1254 536 (172) 7,483
EET Operating expenses* (1,361) (416) (59) ®2) (163) - (2,081)
BEBT M Inter-segment expenses (138) (28) @) 2) - 172 -
NEEHESH 2255 Operating profit before provisions 2,952 585 32 1,170 373 - 5402
RERER Provisions for bad and
doubtful debts (360) (60) 84 - - - (336)
EERT Operating profit 2,592 525 406 1170 373 - 5066
BVETEERRBRE Profit on tangible fixed assets and
2R long-term investments - - - 8 112 - 120
EfNEFEE Net surplus on property revaluation - - - = 1 - 1
RGBS &0 B2 Fl Share of profits of
associated companies - - - - 12 - 12
BR Tt A — AR 3 105 A Profit on ordinary activities
before tax 2,592 525 406 1,178 508 - 5,209
R AT —REBEN Share of pre-tax profit 498%  10.1% 78% 226%  9.7% - 100.0%
LEREMNATBE Operating profit excluding
BEBRS) inter-segment transactions 2,730 553 410 1172 201 - 5066
EEME *Including depreciation (59) 9) 1) (1 (88) - (158)
—EE-F+-H=+—H At 31 December 2003
BERE Total assets 137,988 31,749 68393 242,014 22815 - 502,959
Bag Total liabilities 344,281 72,625 19760 7,225 18,783 - 462,674
BERARE Investments in associated
companies - - - - 549 - 549
HAERRAX Capital expenditure incurred
during the period 29 9 2 - 18 - 58
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9 BREIIN(E) 9 Segmental analysis (continued)
(Z) HhEBEEE 7 (b) By geographical region

BRI S B D hEK B /A G The geographical regions in this analysis are classified by the location of the principal
vrEeEme b iRRTa EER operations of the subsidiary companies or, in the case of the Bank itself, by the
REFELRE BTk 77 location of the branches responsible for reporting the results or advancing the funds.

HE D o

FELGT FERER FERER
ZEENE —EE=F ZEE=F
ABZ1H AAZ+8  +=A=+—8
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
% % %
L ON Total operating income
(EMBRFIELZH) (net of interest expense)
& Hong Kong 7.291 90 7,196 91 6,785 91
EM Americas 731 9 661 8 661 9
HAh Other 51 1 37 1 37 -
8,073 100 7,894 100 7,483 100
BRBLAT — R EH BT Profit on ordinary
activities before tax
BB Hong Kong 6,587 90 5,238 88 4,543 87
EM Americas 718 10 648 11 647 12
Hfh Other 18 - 4 1 19 1
7,323 100 5,928 100 5,209 100
HREXRHEX Capital expenditure
incurred during
the period
& Hong Kong 55 95 78 93 52 90
EM Americas - - - - - -
Hity Other 3 5 6 7 6 10
58 100 84 100 58 100
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9 Segmental analysis (continued)

(b) By geographical region (continued)

—EERNE —EE=F —EE=F
AB=+A AA=+A +ZA=+—8
At 30 June At 30 June At 31 December
2004 2003 2003
% % %
mEE Total assets
o Hong Kong 424,681 84 408,425 85 427,539 85
EM Americas 65212 13 65,882 14 65204 13
Hity Other 14,036 3 8,001 1 10,216 2
503,929 100 482,308 100 502,959 100
mafs Total liabilities
5 Hong Kong 447,841 97 426,991 97 449243 97
EM Americas 7,967 2 9,718 2 8,376 2
Hity Other 6,052 1 4,340 5,055
461,860 100 441,049 100 462,674 100
REBEBREE Contingent liabilities
and commitments
B Hong Kong 111,159 98 101,084 99 107,588 98
e Americas 113 - - - 122 -
Hfth Other 1,938 2 1,317 1 1,671 2
113,210 100 102,401 100 109,381 100
10 EFREREHES 10 Cash and short-term funds
ZEEQF —ET=F —ET=F
~NA=+H ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
EFReRFHRAER Cash in hand and balances
Hih o piks with banks and other
financial institutions 4,358 3,544 4,780
Rk —EANIESZ Money at call and placings with
T RE % banks maturing within one month 52,646 58,726 62,566
B %5 Treasury bills 5,372 5,039 4,557
62,376 67,309 71,903
EHZE A FSERE Remaining maturity of treasury bills:
s —HAR * within three months 3,950 3,720 174
o —HANEE—F * one year or less but over
three months 1,422 1,319 4,383
5,372 5,039 4,557
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Notes (continued)

1M1 —EAAULzEHEREE

11 Placings with banks maturing after one month

—EENFE —EE=F —EE=F
AB=+A AA=1+A  +-A=1-H
At 30 June At 30 June At 31 December
2004 2003 2003
ZEHAFSKBR Remaining maturity:
e —BANEZE={EA e three months or less but
over one month 2,437 19,638 15,576
s Z[ARNLEE—F e one year or less but
over three months 2,478 8,100 2,253
o —FLFERSF « five years or less but over one year 400 - 200
5,315 27,738 18,029
12 FRE 12 Certificates of deposit
—EEMAF —FE=F —FF=F
AAZ+HE  AAZ+H +=A=+—A
At 30 June At 30 June At 31 December
2004 2003 2003
ZEH B FI R Remaining maturity:
o =& A RNEIEANEE| 5 e three months or less but
not repayable on demand 7,099 2,952 1,870
e ZAALLEE—F e one year or less but
over three months 11,039 5,915 10,171
o —FHULERF o five years or less but over one year 13,340 20,758 16,642
31,478 29,625 28,683




13 BEEERRZES

13 Securities held for dealing purposes

—EEME ZEE=F ZEE=F
NA=+H ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
BEREFZRNHERAERE Debt securities by remaining maturity:
o =& A K18 3EANEF 3 H * three months or less but
not repayable on demand 146 40 38
e —HANEE—%F e one year or less but
over three months 90 71 191
e —FLEERF * five years or less but over one year 592 814 840
e AFME e over five years 318 119 146
1,146 1,044 1,215
BRZE Equity shares 34 3 17
1,180 1,047 1,232

BERERE EEEFLTBHE
BERBERERTZEHFRERN

s
ag °

Debt securities held for dealing purposes exclude treasury bills and certificates of

deposit which are included under the respective headings in the balance sheet.
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Notes (continued)

14 EFER

14 Advances to customers

(F) EFER (a) Advances to customers
—ZEmE ZEE=F ZEZE=F
NA=+H NA=Z+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
KEERBE Gross advances to customers 248,085 228,840 231,999
ok Specific provisions (903) (1,568) (1,432)
— M General provisions (403) (1,101) (1,101)
246,779 226,171 229,466
ZEHHAFREM Remaining maturity:
o B3| 5 * repayable on demand 12,271 12,162 11,488
o =8 A KB FERDES B * three months or less but
not repayable on demand 25,002 17,263 20,341
e —[EARNEE—F * one year or less but
over three months 26,697 22,512 22,585
o —FLLFERF e five years or less but
over one year 92,636 85,981 89,565
e AFPF e over five years 86,290 82,189 81,402
o DHMH—EANLE e overdue for more than one month 1,285 3,062 1,375
o RER e non-performing advances 3,904 5,671 5,243
REER@AE Gross advances to customers 248,085 228,840 231,999
REREE Provisions for bad and doubtful debts (1,306) (2,669) (2,533)
246,779 226,171 229,466
EFERNEBE Included in advances to customers are:
c B5RE e trade bills 2,861 2,309 2,226
o RIBIREM * provisions for bad and doubtful
debts (12) (23) (17)
2,849 2,286 2,209




14 EFER (&)
(Z)EFEHNRERER

14 Advances to customers (continued)

(b) Provisions against advances to customers

8z /o Tl &

Suspended

Spetcn‘y/'; Generé> TZ;/ interest

_TENF-A—-HER At 1 January 2004 1,432 1,101 2,533 293
AT B Amounts written off (519) - (519) (97)
WEFFBE MRz ER Recoveries of advances

written off in previous years 55 - 55 -
LR T IIBRE New provisions charged to profit and

loss account 242 - 242 -
OB RR 2 EE Provisions released to profit and

loss account (307) (698) (1,005) -
HRNERF A Interest suspended during the period - - - 42
LEF VS Suspended interest recovered - - - (22)
“EEMEAA=THER At 30 June 2004 903 403 1,306 216

LRBRMEBREER [EPER
RTREMRERE] RBETZE
W H B IRIBEAR G 2 28

BEBHEFERLEMT

Suspended interest comprises both suspended interest netted against “Advances to

customers” and suspended interest netted against accrued interest receivable in

“Prepayments and accrued income”.

Total provisions as a percentage of gross advances to customers are as follows:

—EE@E —EE=F —ET=F

AH=+A AB=+H +=A=+-8

At 30 June At 30 June At 31 December

2004 2003 2003

% % %

S Specific provisions 0.36 0.69 0.62
—RER General provisions 0.16 0.48 0.48
A Total provisions 0.52 1.17 1.10




Me (48) Notes (continued)

14 BEFEX (&) 14 Advances to customers (continued)
(A) BFEFHZRBHRR ER (c) Non-performing advances to customers and provisions
MEBEEBREEREE LR Non-performing advances to customers on which interest has been placed in
FEZEPERRERFIMT: suspense or on which interest has ceased to accrue are as follows:
—EENF —FF=F —FF=F
AH=TAH NA=+HA +ZA=t-H
At 30 June At 30 June At 31 December
2004 2003 2003
RIZHRAE - Gross non-performing advances

on which interest:

o FEEIEBREE * has been placed in suspense 3,872 5,567 5,182
s BIRILRFHEFNE e accrual has ceased 95 182 134
3,967 5,749 5,316

BIRFE Suspended interest (63) (78) (73)
RIEE® (W3 14(T)) Gross non-performing advances*

(note 14(d)) 3,904 5,671 5,243
IR Specific provisions (903) (1,568) (1,432)
RIZRFHE Net non-performing advances 3,001 4,103 3,811
BHREHEUREE" X Specific provisions as a percentage

of gross non-performing

advances* 23.1% 27.6% 27.3%
REE HREFERL R Gross non-performing advances*

as a percentage of gross

advances to customers 1.6% 2.5% 2.3%
* BHIRBR A LT o * Stated after deduction of interest in suspense.
EPERRERDERVERH Non-performing advances to customers are those advances where full repayment of
EEASKFBEZER  ME principal or interest is considered unlikely and are so classified as soon as such a

16 71 B8 78 (3R 5 B 4 51 4B R BR situation becomes apparent. Non-performing advances may include advances that
BE RERTEFOHRBER are not yet overdue for more than three months but are considered doubtful. Except
“EAERRARELEZEERY in certain limited circumstances, all advances on which principal or interest is
BEPEN -BRETHERBERIN overdue for more than three months are classified as non-performing. Specific
FfreEReFMEmB=@ANE provisions are made after taking into account the value of collateral held in respect
RERZEN HBERRERE of such advances.

B WEIRRG REBER K

HmEERE  RESKEES -
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(T) EBHBzEFEH
ERH=FEANLCEPERK
HUBEFPERZLEMNT :

14 Advances to customers (continued)

(d) Overdue advances to customers

The amounts of advances to customers which are overdue for more than three

months and their expression as a percentage of gross advances to customers are as

follows:
—EEQE —ET=F —ET=F
ANA=1H NA=TH tZA=+—AH
At 30 June At 30 June At 31 December
2004 2003 2003
% % %
BEFPER 2R&% Gross advances
FEE®mE : to customers* which
have been overdue
with respect to either
principal or interest
for periods of:
e —AAKEEXRMEA * six months or less but
over three months 769 0.3 1,196 0.5 1,297 0.5
o NMAANEE—F * one year or less but
over six months 532 0.2 1,098 0.5 858 0.4
o —FLE e over one year 759 0.3 2,460 1.1 1,152 0.5
2,060 0.8 4,754 2.1 3,307 1.4
ERlvEPER (L) Overdue advances to
customers (as above) 2,060 0.8 4,754 2.1 3,307 1.4
B FISNERETRIE 2 B 8 Less: overdue advances
BEPEX on which interest is
still being accrued (567) (0.2) (1,305) (0.6) (1,108) (0.5)
m:E=EAKUTHERS Add: advances overdue
o ANSEEBERER for periods of three
ZRPER months or less, or
which are not yet
overdue, and on which
interest has been
placed in suspense
s IIAEBREPEXK e included in
rescheduled
advances 1,534 0.6 1,843 0.8 1,536 0.7
o Hfty e other 877 04 379 02 1,508 0.7
R (15 14(7%)) Gross non-performing
advances* (note 14(c) 3,904 1.6 5,671 2.5 5,243 2.3

* BHBRERFIBIT

* Stated after deduction of interest in suspense.
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Notes (continued)

14 Advances to customers (continued)

(d) Overdue advances to customers (continued)

Advances with a specific repayment date are classified as overdue when the principal
or interest is overdue and remains unpaid at the period-end. Advances repayable by
regular instalments are treated as overdue when an instalment payment is overdue
and remains unpaid at the period-end. Advances 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, or when
the advances have remained continuously outside the approved limit advised to the
borrower for more than the overdue period in question.

(e) Rescheduled advances to customers
The amount of rescheduled advances and its expression as a percentage of gross
advances to customers are as follows:

—gFmE —eF=F it

ABZ+A AA=+8 Py
At 30 June At 30 June At 31 December
2004 2003 2003
% % %
EREFPER Rescheduled advances
to customers* 2,621 1.1 2,958 1.3 2,608 1.1

* BHIGEXRFIBIIR o

BEZEFERDEEP BN

ﬁ'ﬁ,ﬁ\ﬁéﬁﬁuﬁﬂﬁfk mMEETRE
BEFKHE2ER -
NHZEREFERLE T BRE

BEERFEE  DRH=EAN

L2BFPER  ZZERERERN
14Tz EBfzERPER]
TR ©

(C)UEIZEE
EERMRZRBRED  ATUEBR
EREFRAGRABRR LMK
EEREE - AERZEREHARE
MR EHMECERFERRE

BkER  RREERCEER
ERERHHEEZUDEECE
RFE UBEHODERBRERE
B XE - B REE AR B2 ERID
RRERPER U BREE -
BEEAEEGBEABNOT

* Stated after deduction of interest in suspense.

Rescheduled advances are those advances which have been restructured or
renegotiated because a deterioration in the financial position of the borrower has
led to an inability to meet the original repayment schedule.

Rescheduled advances to customers are stated net of any advances that have
subsequently become overdue for over three months and are included in overdue
advances to customers set out in note 14(d).

(f) Repossessed assets

In the recovery of non-performing advances, Hang Seng may take repossession of
the collateral assets through court proceedings or voluntary delivery of possession by
the borrowers. Specific provisions have been made in respect of such non-
performing advances taking into account the net realisable value of the related
collateral which is revalued periodically. Upon repossession of the collateral assets,
the advances are adjusted to the net realisable value of the repossessed assets,
usually resulting in a partial write-off of the advances against specific provisions.
Advances with repossessed collateral assets will continue to be accounted for as
" Advances to customers” and classified as non-performing. The aggregate valuation
of the repossessed collateral assets amounted to:

ZEZmE —EE=F —EE=F

~NA=1H ~NA=+H +=ZA=+—H

At 30 June At 30 June At 31 December

2004 2003 2003

W ElE R A B Repossessed collateral assets 385 603 506

\L
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14 Advances to customers (continued)

(g) Segmental analysis of advances to customers by geographical area
Advances to customers by geographical area are classified according to the location
of the counterparties after taking into account the transfer of risk. In general, risk
transfer applies when an advance is guaranteed by a party located in an area which
is different from that of the counterparty. At 30 June 2004, over 90% of Hang
Seng’'s advances to customers and the related non-performing advances and
overdue advances were classified under the area of Hong Kong (unchanged from the
positions at 30 June 2003 and 31 December 2003).

(h) Gross advances to customers by industry sector

The analysis of gross advances to customers (after deduction of interest in suspense)
by industry sector based on categories and definitions used by the Hong Kong
Monetary Authority is as follows:

—EEME —EE=F —ET=F
AA=+H  AA=Z+B +ZA=1-A
At 30 June At 30 June At 31 December
2004 2003 2003
EEBERZER Gross advances to customers
for use in Hong Kong
I¥ BERemE Industrial, commercial and
financial sectors
s MEHR * property development 13,909 17,910 16,828
s MERE e property investment 39,993 33,268 34,555
o TREIE e financial concerns 4,819 3,681 6,109
o IRELHL e stockbrokers 372 154 226
o MEBERTEX e wholesale and retail trade 5,111 4,097 4,376
o BliEH » manufacturing 3,735 2,096 2,556
s EHREWRE e transport and transport equipment 11,416 8,885 10,139
o Hit * other 20,408 20,158 17,727
99,763 90,249 92,516
BA Individuals
s BE [EEBHEERE] e advances for the purchase of
[LA2EEEE & flats under the Government Home
[HEEHERE] 2fF Ownership Scheme, Private Sector
EHRBER Participation Scheme and Tenants
Purchase Scheme 28,310 32,840 30,431
s BEHMEENMECERBER e advances for the purchase of
other residential properties 81,022 77,972 79,830
s EAFRER e credit card advances 5,508 5,186 5,430
o Hif * other 7,435 6,283 5,779
122,275 122,281 121,470
EERERACERESE Total gross advances for use
in Hong Kong 222,038 212,530 213,986
EZRE Trade finance 15,807 11,029 11,322
EBEEBUNMERZER Gross advances for use outside
Hong Kong 10,240 5,281 6,691
EFEMER Gross advances to customers 248,085 228,840 231,999

3]
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15 RERE

15 Long-term investments

(F) REEREZREEE (a) Carrying value of long-term investments
BREE(E  Carrying Value
ZEERF —ET=F —ET=F
~NA=+H ~NA=+HA +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
REHRzBRES Held-to-maturity debt securities
BAREEET Issued by public bodies:
o PR RARRIT e central governments and
central banks 13,382 10,413 12,408
o Hih N HiEE « other public sector entities 11,253 12,874 12,365
24,635 23,287 24,773
B R BT Issued by other bodies:
s AIEREMERELE * banks and other financial
institutions 75,395 58,608 68,230
o E e corporate entities 19,311 15,368 18,747
94,706 73,976 86,977
119,341 97,263 111,750
BRERE Equity investments
M ERT Issued by corporate entities 1,656 1,814 2,131
120,997 99,077 113,881
REHmzBERRES Held-to-maturity debt securities
EEELEM Listed in Hong Kong 4,818 2,436 3,001
EEBAIMNDR ETH Listed outside Hong Kong 25,273 22,513 24,687
30,091 24,949 27,688
L Unlisted 89,250 72,314 84,062
119,341 97,263 111,750
BERE Equity investments
EEELEM Listed in Hong Kong 928 1,085 1,313
EEBIMNE £ Listed outside Hong Kong 80 64 87
1,008 1,149 1,400
L Unlisted 648 665 731
1,656 1,814 2,131
120,997 99,077 113,881

TEHRZCEBESFAKAET
R YEEFRBBAREEHRE
B zHAERTEZERE - BRE
REARFERIIR

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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15 Long-term investments (continued)

(b) Fair value of held-to-maturity debt securities

—gEns
~NBE=1+H
At 30 June At 30 June At 31 December
2004 2003 2003
REHRzBEERS Held-to-maturity debt securities
BAEEEIET Issued by public bodies:
o PR R RRIT « central governments and
central banks 13,334 10,673 12,578
o HiAHKE e other public sector entities 11,458 13,465 12,763
24,792 24,138 25,341
Bt i AE BT Issued by other bodies:
o FIEREMEEME e banks and other financial
institutions 75,241 59,018 68,375
o ¥ e corporate entities 19,334 15,682 18,929
94,575 74,700 87,304
119,367 98,838 112,645
REHRzBEERS Held-to-maturity debt securities
EEELET Listed in Hong Kong 4,804 2,515 3,074
EEBIMNGE £ Listed outside Hong Kong 25,284 22,800 24,790
30,088 25,315 27,864
LT Unlisted 89,279 73,523 84,781
119,367 98,838 112,645

(R) FER M2 EBEFZI AT

LRABERH 2 EHEFRDHE
A (BMEERERAOBBALZ
MeHE) F7mT:

(c) 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:

—gEmE

—FE=#F —FTE=F
~NA=1+H ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
ZHHAFBEHME Remaining maturity:
o BB 2 HA e repayable on demand 77 - 78
o =1 A KB FE AN RS 5 B * three months or less but not
repayable on demand 5,617 7,959 6,827
e —HANLEE—F e one year or less but over
three months 17,018 12,580 17,474
s —FULERF « five years or less but over one year 90,876 72,966 82,130
e AFMNE * over five years 5,753 3,758 5,241
119,341 97,263 111,750
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16 Investments in associated companies

—EENEFE —EE=F ZEE=F

NA=ZT+H NA=+H F=ZA=+—H

At 30 June At 30 June At 31 December

2004 2003 2003

e NAIEE Investments in associated companies 2,183 675 549

8 2

BEEERARGFRA
DEXERAHS —HEREEREE
HEREZERLT
RAAEAZREN  BELHNEK
&MﬁﬂﬁtZﬁﬁ’w&ﬁ—ﬁ
REwHEAEARCHERR -
%#ﬁ%@ﬁﬂﬂ%’*ﬁﬁ?‘
BE—BRAIRESI ZZTIRE
TEHBIEREATEN  MER
REABEARE AMBBARERS
DK ARESE - mArEREAIKRE
KEFEAR - BERREEFREM
ANEERTROBERACCESSE

HEZr—HA

FHTREE  UHELENHEZE
REBRE AHEXRTENER

DRABMBEARITTZBERT - M
RBRENEREAR - ARLA
HELEEGEEERTRODFR LA
ZBRHENBEINE -

In accordance with the Hong Kong Generally Accepted Accounting Practice, an
associated company is an entity over which one company has significant influence,
including participation in the financial and operating policy decisions, without
controlling the management of the company. Usually a holding of less than 20% is
presumed not to have significant influence unless such influence can be clearly
demonstrated, and is treated on an investment basis, with the holding recognised at
cost and dividends accounted for as declared. The investment in Industrial Bank Co.,
Ltd. (IB) has, however, been accounted for as an associated company using the
equity method, by which Hang Seng will recognise its share of the profits and losses
earned by IB. This reflects that Hang Seng has representation in both the Board and
Executive Committee of IB, and the ability to participate in the decision making

process.
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17 Other assets

—EENF —EE=F —ET=F
ANA=+H ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
EMEHECEEGBRUIN Unrealised gains on off-balance
FE CERREMATAE sheet interest rate, exchange rate
TRAGHNZAREREF and other derivative contracts
which are marked to market 1,023 1,117 1,664
BT IA Deferred taxation 17 55 52
4 H BRI ltems in the course of collection from
other banks 4,235 2,945 3,244
BN R s Prepayments and accrued income 2,182 2,403 2,179
REREFBEARRZ KD Long-term assurance assets
REREE attributable to policy holders 6,342 3,763 4,982
HibBRIA Other accounts 2,989 3,232 3,815
16,788 13,515 15,936
ZIEA TR Remaining maturity:
e Z@AR e three months or less 7,346 6,551 8,811
e —HAALEE—%F e one year or less but over
three months 1,289 1,894 770
e —FLEFERF « five years or less but over one year 458 199 183
e AFNE e over five years 7,654 4,826 6,135
16,747 13,470 15,899
o BEIHI* * overdue*
- =ZHAREEXRER — six months or less but over
three months 5 7 5
- ~EAREE—F — one year or less but over
six months 5 9 8
-~ E — over one year 31 29 24
41 45 37
16,788 13,515 15,936

FEEAOEE [BARESKR] BT
BHEKFIE

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

accrued income”.
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18 Current, savings and other deposit accounts

—EENF ZEFE=F ZET=F
ANA=T+H NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
BERER Customer deposit accounts:
o ERTFHR e current accounts 51,928 38,854 48,568
s BEFMN * savings accounts 206,626 165,717 205,769
s THREMTFR e time and other deposits 159,954 204,445 177,634
BHEHRE Certificates of deposit in issue 9,862 10,014 7,927
BHEMERES Other debt securities in issue - 53 15
428,370 419,083 439,913
EFPER Customer deposit accounts
BIEF 2 55 Repayable on demand 283,329 232,393 281,296
BEMEFERBAS @AM - With agreed maturity dates or
A T AT E periods of notice, by remaining
maturity:
o =& A K18 3E AN RS 3 B * three months or less but not
repayable on demand 117,668 166,328 139,123
e ZHALEE—F e one year or less but over
three months 10,736 9,029 7,474
s —FULERF « five years or less but over one year 6,347 1,266 3,720
e AFLE e over five years 428 - 358
418,508 409,016 431,971
BHERE Certificates of deposit in issue
ZHE B FIRERA Remaining maturity:
o —{EHAREIFNKE * three months or less but not
repayable on demand 208 2,121 908
e —HANEE—%F e one year or less but over
three months 2,994 2,981 1,132
e —FLEERF * five years or less but over one year 6,081 4,727 5,685
s AFMNE e over five years 579 185 202
9,862 10,014 7,927
BHEMERES Other debt securities in issue
ZEHAFBKEBMRE : Remaining maturity:
o —{E A KB IR E| 5 * three months or less but not
repayable on demand - - 15
e —HANEE—F * one year or less but over
three months - 53 -
- 53 15
428,370 419,083 439,913




19 AXRER

19 Deposits from banks

—EEQF —ET=F —ET=F
~NA=TtH ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
BB 2| AR Repayable on demand 2,140 854 654
BWEFRASBAE - With agreed maturity dates or periods
AT EREFE of notice, by remaining maturity:
o = {E A RIEIERNEEIH e three months or less but not
repayable on demand 3,928 1,439 448
e —HANEE—%F e one year or less but over
three months 14 66 100
6,082 2,359 1,202
20 HiE8E 20 Other liabilities
—EENmF ZEE=F ZFE=F
~NA=+H ~NA=+H +=ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
FETR Short positions in securities 2,657 5,604 1,514
BEEBRMIIMNEMEFEZ Unrealised losses on off-balance sheet
ME EEXREMITETLA interest rate, exchange rate and
BRZAERER other derivative contracts which are
marked to market 761 1,072 1,277
REABIE Current taxation 1,023 921 523
R IA Deferred taxation 953 601 643
X4 FRNERE ltems in the course of transmission
to other banks 5,162 4,030 3,968
FEET RIR T W A Accruals and deferred income 1,548 1,531 2,155
BERZNEE Provisions for other liabilities and
charges 387 384 363
RERERE AR RARRE Long-term liabilities attributable to
BE&E policy holders 6,342 3,763 4,982
Hpafk Other 1,045 944 3,722
19,878 18,850 19,147
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21 RRES 21 Shareholders’ funds
ZEEQF —EE=F —EE=F
ANA=1A ~NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
h%N Share capital 9,559 9,559 9,559
RE & F Retained profits 21,895 20,504 19,720
TR EMESEHE Premises and investment properties
revaluation reserves 7,054 5,906 5,813
REREREEHHE Long-term equity investment
revaluation reserve 635 647 1,009
BEARERERE Capital redemption reserve 99 99 99
A Total reserves 29,683 27,156 26,641
39,242 36,715 36,200
BRI S Proposed dividends 2,103 4,015 3,441
BRE® Shareholders’ funds 41,345 40,730 39,641
FHRFE 2R HRE Return on average
shareholders’ funds 30.9% 24.4% 22.5%

RZFZTMF E¥F - A{THEM  There was no purchase, sale or redemption of the Bank’s listed securities by the Bank
WEEE  HEHER A orany of its subsidiaries during the first half of 2004.
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22 Capital resources management

Analysis of capital base and risk-weighted assets

—EEQF —EE=F —EE=F
AA=T+H NA=t+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
EXER Capital base
E—RAER Tier 1 capital
o & e share capital 9,559 9,559 9,559
o REMEH * retained profits 21,193 19,919 19,084
o BRI * capital redemption reserve 99 99 99
o B EE * less: goodwill (795) - -
CEl * total 30,056 29,577 28,742
BE_RAER Tier 2 capital
o THREEBMEEHRHE e premises and investment properties
revaluation reserves 4,965 4,160 4,096
s REIREREEHFHE * long-term equity investment
revaluation reserve 422 459 688
o —MREMHE e general provisions 403 1,101 1,101
At * total 5,790 5,720 5,885
M RGEFTEZERE Unconsolidated investments and
hEAMIER other deductions (2,122) (1,404) (1,283)
BERER Total capital base after deductions 33,724 33,893 33,344
B nEEE Risk-weighted assets
BEERBRA On-balance sheet 245,792 226,484 234,251
BERBRS Off-balance sheet 15,591 14,243 15,047
BRI INEE E Total risk-weighted assets 261,383 240,727 249,298
BIETISER 2 8RR Total risk-weighted assets adjusted
MEEE for market risk 263,236 241,300 253,326
EXZELE Capital adequacy ratios
EREMSRRE After adjusting for market risk
o Z—MRE . tier 1% 11.4% 12.3% 11.3%
o MK * total* 12.8% 14.0% 13.2%
RBETISER Before adjusting for market risk
o FMLE * tier 1 11.5% 12.3% 11.5%
o MR * total 12.9% 14.1% 13.4%

FEARFERBEEECBERRZER
BRFMAARESIF R A5 E -

* The capital ratios take into account market risks in accordance with the relevant Hong Kong
Monetary Authority quideline under the Supervisory Policy Manual.
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23 RBESHLR

R AR E B RITE RO R D2 2R
AECHAZTFARDESLE

23 Liquidity ratio

The average liquidity ratio for the period, calculated in accordance with the Fourth

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

FFEREZ FFEER FFREE
ZEENF —EE=F —EFE=F
XA=Z+H NA=+tH +ZA=1—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
AITRELLRITER The Bank and its major
ZEEZNBAT banking subsidiaries 48.1% 45.0% 47 4%

24 REREHKRE
(F) EXBFHXEEXZE 2

24 Reconciliation of cash flow statement

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

FHERBHER activities
YELEE FEREE
—EEMF —ET=F
AAZ+A AA=+A
Half-year Half-year
ended ended
30 June 30 June
2004 2003
RN Operating profit 6,859 5,617
FHBHA Net interest income 4,711) (5,220)
g S WA Dividend income (76) (37)
RIZIRER Provisions for bad and doubtful debts (763) 456
e Depreciation 153 171
RERE 2 EH Amortisation of long-term investments 241 17
BRI B 2 B R 5 Advances written off net of recoveries (464) (700)
U [e] %) & Interest received 4,589 5,413
B#F 8 Interest paid (1,161) (1,462)
EEESHBAZEEEA Operating profit before changes in
working capital 4,667 4,255
RehEiEe 289 Change in cash and short-term funds (265) 889
—fEAN LR Change in placings with banks
TEHTFRA % 2 & maturing after one month 12,714 3,181
FREZE Change in certificates of deposit (1,729) 676
RIEEBERGCEFZEY Change in securities held for dealing purposes 52 151
REERZ2#E) Change in advances to customers (16,086) (1,365)
EEBZERARRRSRINB AR Change in amounts due from immediate
Rz &8 holding company and fellow subsidiary companies 2,609 (357)
HMEEZ#ZE) Change in other assets (999) (1,213)
EPERE Change in customer deposit accounts (13,463) 11,325
BHEXRESZEH Change in debt securities in issue 1,920 (5,935)
REFRE Change in deposits from banks 4,880 1,287
BEERRARRRASRMELR Change in amounts due to immediate holding
TR &8 company and fellow subsidiary companies 5,118 (858)
HugEs® Change in other liabilities (77) 3,487
MEREEZEREMIFREER Elimination of exchange differences and other
non-cash items 1,697 (5,399)
REEXTBHEEZRS Cash generated from operating activities 1,038 10,124
[RE:GFA Taxation paid (212) (11)
REEXTH2RERANTHE Net cash inflow from operating activities 826 10,113

\L
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24 Reconciliation of cash flow statement (continued)

(b) Analysis of the balances of cash and cash equivalents

ZEENF —EZ=
~NA=+H ~NA=+H
At 30 June At 30 June
2004 2003
EFRe RTFHRAZE Cash in hand and balances with banks and
RE g other financial institutions 5,945 4,014
RER—EAREESZ Money at call and placings with banks
eI RE A EIES maturing within one month 55,865 61,574
& % Treasury bills 641 1,363
FRE Certificates of deposit 1,069 229
63,520 67,180

25 REEK RERTEIAR
(F) BRI EZHEZSH
REEBMESSE

25 Contingent liabilities, commitments and derivatives

(a) Contract amount, credit equivalent amount and

risk-weighted amount

a#

Contract

o5 g
g, HF

equivalent
amount amount amount
—EENEANFE=ETH At 30 June 2004
SEEH Contingent liabilities:
ER Guarantees 10,905 10,641 3,580
EIE Commitments:
ERABLREHESHERS Documentary credits and short-term
trade-related transactions 9,392 1,878 1,873
AEBAZEAERAER - 88K Undrawn formal standby facilities,
H A0 credit lines and other
commitments to lend:
o —FNUT e under one year 72,099 - -
e —FRIMNE ® one year and over 20,649 10,324 9,382
Hil Other 165 165 74
102,305 12,367 11,329
EEEHN Exchange rate contracts:
EIE R RHIINER 5 Spot and forward foreign exchange 76,742 762 220
HEEEK Other exchange rate contracts 29,534 372 123
106,276 1,134 343
MNEEH Interest rate contracts:
&t R Interest rate swaps 119,216 1,364 316
HpFEEL Other interest rate contracts 6,576 64 28
125,792 1,428 344
HfTEITAEHN Other derivative contracts 36 3 1
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25 HEEE  RERTETIR(E)
(F)EHLHE SEZHELH

Notes (continued)

25 Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

REBRINESEE) risk-weighted amount (continued)
apaE  Cedt  ABRIESE
Contract equivalent Risk-weighted
amount amount amount
At 30 June 2003
Contingent liabilities:
Guarantees 10,974 10,795 3,650
A Commitments:
ERABLREHESHERS Documentary credits and short-term
trade-related transactions 7,142 1,429 1,422
REPZEAFEAEH - EE%EK  Undrawn formal standby facilities,
Hopth U credit lines and other
commitments to lend:
o —FMUT e under one year 64,708 - -
o —FRLE e one year and over 19,539 9,770 8,444
Hit Other 38 38 38
91,427 11,237 9,904
EXEH Exchange rate contracts:
EE R REIINER 5 Spot and forward foreign exchange 84,812 1,072 264
HMEXEH Other exchange rate contracts 42,140 379 86
126,952 1,451 350
FEEH Interest rate contracts:
7 = 5 1 Interest rate swaps 78,220 1,366 336
HiFEE 4 Other interest rate contracts 13,281 6 3
91,501 1,372 339
HitfT£ETAEH Other derivative contracts 108 4 1
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(F)EH2EE - SEZHELHE

25 Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

REBRNESEEE) risk-weighted amount (continued)
RHIERE Cvrodﬁlf A EE &
Contract equivalent Risk-weighted
amount amount amount
ZEE-FTH= =| At 31 December 2003
REEK Contingent liabilities:
2R Guarantees 12,401 12,143 3,622
AT Commitments:
EREREHESHERS Documentary credits and short-term
trade-related transactions 8,098 1,620 1,613
KA EXEREF Undrawn formal standby facilities,
= B R E MR AG credit lines and other
commitments to lend:
o —FUT * under one year 69,099 - -
o —FRUNUE  one year and over 19,623 9,811 8,949
Hity Other 160 160 62
96,980 11,591 10,624
EEEH Exchange rate contracts:
BIE R R HONER 5 Spot and forward foreign exchange 76,408 1,080 322
HiEXREY Other exchange rate contracts 33,160 401 141
109,568 1,481 463
MEEH Interest rate contracts:
) % 45 Interest rate swaps 91,629 1,300 315
HiFEE4 Other interest rate contracts 17,578 45 21
109,207 1,345 336
HthfTETREH Other derivative contracts 297 9 2
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b3

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.
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Notes (continued)

25 Contingent liabilities, commitments and derivatives (continued)
(a) Contract amount, credit equivalent amount and

risk-weighted amount (continued)

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.

(C)EEHAK (b) Replacement cost
—EENE —EE=F —EE=F
~NB=Z+H NA=+H +=-—A=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
EEAH Exchange rate contracts 702 738 876
FMEEH Interest rate contracts 979 1,072 997
HMTETARY Other derivative contracts 2 1 -
1,683 1,811 1,873

ROZEERARKRAERTEE
BMERAFREZAD (BEFEE
Migcan) BE MZEFENL
BFEMERFREEE 2R -

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

been subject to any bilateral netting arrangement.
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26 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

2 AlEBREBREERAZ it head office is situated. Claims on individual countries or areas, after risk transfer,
EiR o EBBEITREMEBEZS  amounting to 10% or more of the aggregate cross border claims are shown as
TERE ARBEEBEZEZRITRH  follows:
CREE 2 BITREME - [@5IE
FEBRELTLEREBREER
BEREFEASZTHA L2 ERE
BT
i REHE
Banks & Other Public A
Financial Sector A A =
Institutions Entities Other Total
—EEMEAA=TH At 30 June 2004
TEEEBER Asia-Pacific excluding
MEAR : Hong Kong:
o BN * Australia 18,865 214 1,063 20,142
o Hfth e other 22,461 1,264 6,575 30,300
41,326 1,478 7,638 50,442
EYE The Americas:
s MEX e Canada 17,502 6,009 793 24,304
o XH * United States 10,006 3,740 6,249 19,995
o Hfth e other 19 762 4,528 5,309
27,527 10,511 11,570 49,608
A Western Europe:
o f2H * Germany 13,906 348 387 14,641
o HH e United Kingdom 21,037 16 5,900 26,953
o Hith e other 44,048 1,890 3,981 49,919
78,991 2,254 10,268 91,513




R ()

26 EBEEE (&)

Notes (continued)

26 Cross border claims (continued)

Banks & Other

Public

Financial Sector H A ¥
Institutions Entities Other Total
H=1H At 30 June 2003
TREEBER Asia-Pacific excluding
MEAR: Hong Kong:
o BN e Australia 19,793 151 1,304 21,248
o Hfth e other 21,832 804 3,238 25,874
41,625 955 4,542 47,122
El The Americas:
o MEKXR e Canada 16,608 8,945 264 25,817
o XM e United States 8,868 6,524 3,508 18,900
o Hit e other 5 - 4,661 4,666
25,481 15,469 8,433 49,383
ic) /g Western Europe:
o EE e Germany 20,595 1,069 402 22,066
o HE e United Kingdom 22,395 16 3,551 25,962
o Hfth e other 46,022 2,071 3,531 51,624
89,012 3,156 7,484 99,652
—EE-FF+-H=+1 At 31 December 2003
TEHEEBER Asia-Pacific excluding
MRAR: Hong Kong:
o SBIN e Australia 19,251 170 1,362 20,783
o Hi * other 23,543 1,377 3,749 28,669
42,794 1,547 5,111 49,452
EM: The Americas:
e MEX * Canada 17,982 10,527 686 29,195
o XM e United States 8,047 6,672 5,090 19,809
o Hit * other 4 543 4,351 4,898
26,033 17,742 10,127 53,902
i) Western Europe:
o fEE * Germany 20,417 863 371 21,651
o HE * United Kingdom 20,378 16 4,091 24,485
o Htth e other 54,061 1,601 4,144 59,806
94,856 2,480 8,606 105,942
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27 Accounting policies
This interim report has been prepared on a basis consistent with the accounting

policies adopted in the 2003 financial statements.

28 LEHF
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28 Comparative figures
Certain comparative figures have been reclassified to conform with the current

period’s presentation.
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29 Property revaluation

A revaluation of Hang Seng'’s premises and investment properties in the Hong Kong
SAR was performed in June 2004 to reflect property market movements in the first
half of 2004. The valuation was conducted by Chesterton Petty Limited, an
independent professional valuer, and carried out by qualified valuers who are
members of the Hong Kong Institute of Surveyors. The basis of the valuation of
premises was open market value for existing use. The basis of the valuation for
investment properties was open market value. The property revaluation has resulted
in a surplus of HK$1,705 million, of which HK$ 1,389 million (net of deferred tax
amounting to HK$197 million) has been credited to the Bank's revaluation reserves
at 30 June 2004. The remaining amount of HK$119 million has been credited to the
profit and loss account, being reversal of the previous revaluation deficit which had
arisen when the market value of certain premises fell below depreciated historical

cost.
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30 Market risk

Market risk is the risk that foreign exchange rates, interest rates or equity and
commodity prices will move and result in profits or losses to Hang Seng. Market risk
arises on financial instruments which are valued at current market prices (mark-to-
market basis) and those valued at cost plus any accrued interest (accrual basis). Hang
Seng'’s market risk arises from customer-related business and from position taking.

Market risk is managed within risk limits approved by the Board of Directors. Risk
limits are set by product and risk type with market liquidity being a principal factor in
determining the level of limits set. Limits are set using a combination of risk
measurement techniques, including position limits, sensitivity limits, as well as
value-at-risk (VAR) limits at a portfolio level.

Hang Seng adopts the risk management policies and risk measurement
techniques developed by the HSBC Group. The daily risk monitoring process
measures actual risk exposures against approved limits and triggers specific action to
ensure the overall market risk is managed within an acceptable level.

VAR is a technique which estimates the potential losses that could occur on risk
positions taken due to movements in market rates and prices over a specified time
horizon and to a given level of confidence. The model used by Hang Seng calculates
VAR on a variance/covariance basis, using historical movements in market rates and
prices, a 99% confidence level and a 10-day holding period and generally takes
account of correlations between different markets and rates. The movement in
market prices is calculated by reference to market data for the last two years.
Aggregation of VAR from different risk types is based upon the assumption of
independence between risk types. In recognition of the inherent limitations of VAR
methodology, stress testing is performed to assess the impact of extreme events on

market risk exposures.
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30 Market risk (continued)

Hang Seng has obtained approval from the Hong Kong Monetary Authority

(HKMA) for the use of its VAR model to calculate market risk for capital adequacy

reporting and the HKMA has expressed itself satisfied with Hang Seng'’s market risk

management process.

Hang Seng’s VAR for all interest rate risk and foreign exchange risk positions and

on individual risk portfolios during the first halves of 2004 and 2003 are shown in

the tables below:

ZEBEE  URERNRBRAES
BREBEENAT
BREBRBE VAR
B Bw B
RIEHE REHE FHEE
ZEEQmF Minimum Maximum Average
NA=+H during during for
At 30 June the the the
2004 period period period
FAENEREX2RBREE VAR for all interest rate risk
ZrREBEE and foreign exchange risk 349 250 607 387
EXzRBFEEZIREREE VAR for foreign exchange risk
(EE) (trading) 37 35 58 43
FEzRBFEZIREREE : VAR for interest rate risk:
« BT e trading 4 1 8 4
o Rt e accrual 348 245 605 386

Minimum

Maximum

Average

aY; H during during for
At 30 June the the the
2003 period period period
ANEREXZ EREFE VAR for all interest rate risk
ZrREBEE and foreign exchange risk 409 187 409 276
EXzRBFEZIREREE VAR for foreign exchange risk
(EE) (trading) 3 2 4 3
FlEzEREFE 2P REREE VAR for interest rate risk:
« B e trading 8 1 11 4
o REf * accrual 402 187 402 275



R ()

30 mEERE (&)
RZTTMELEEF  BWH
RREBzHEXBEHFHKA
(BERHREZFAERARER
PREZESRAE) REE T8
T (ZEZ2=F ¥ FREEN\AB
Br) ZEBRKRAZEEERE
MAERBT (ZET=-Ft¥EA

AENEEL) E-_TTNFELY
Frz—BZ+tZAXZ8% - RE
MBHEER ez AEE

REBERBET HZERZ—BK
A RNFAEBBETERE -
TETzB HATZH -&aZ
—HRARBEE=FNEET -
BEZMNERBRTEBENE
Z%ﬁﬁ%&ﬁ@ﬁ TEBZE
CRBRENRXBAMERSRE
&é%@ﬁ&Z%ﬁEéﬁﬁmﬁ
FER - —TEMEL¥FEATF
BINERFABENEET (ZF
TELYFREE _BET) - &
BUNERREEBINBELARAIRS
TZEBERRE  FERETLRAR
BHEL ZEREHEELEE
BLREGER -
FIXEBREMERSGEER
EAFERIE BREERESERE
ZRENEE - —_TTWMFLEF
REMEREMNERBRAR K
BETHRARBER S BET (=
TE=FLYFRAEK BET) -

Notes (continued)

30 Market risk (continued)

The average daily revenue earned from market risk-related treasury activities for
the first half of 2004, including accruals book net interest income and funding
related to dealing positions, was HK$10 million (HK$8 million for the first half of
2003). The standard deviation of these daily revenues was HK$5 million (HK$4
million for the first half of 2003). An analysis of the frequency distribution of daily
revenues shows that out of 122 trading days in the first half of 2004, losses were
recorded on only two days and the maximum daily loss was HK$6 million. The most
frequent result was a daily revenue of between HK$6 million and HK$10 million,
with 62 occurrences. The highest daily revenue was HK$38 million.

Hang Seng’s foreign exchange exposures mainly comprise foreign exchange
dealing by Treasury and currency exposures originated by its banking business. The
latter are transferred to Treasury where they are centrally managed within foreign
exchange position limits approved by the Board of Directors. The average one-day
foreign exchange profit for the first half of 2004 was HK$4 million (HK$2 million for
the first half of 2003). Structural foreign exchange positions arising from capital
investment in subsidiaries and branches outside Hong Kong, mainly in US dollar and
renminbi, are managed by the Asset and Liability Management Committee (ALCO).

Interest rate risk arises in both the treasury dealing portfolio and accruals books,
which are managed by Treasury under limits approved by the Board of Directors. The
average daily revenue earned from treasury-related interest rate activities for the first
half of 2004 was HK$6 million (HK$6 million for the first half of 2003).



31 HMERE
NERREERNEE  FEERE
BURBRMEL R _TTOFRX
A=1tH BERAZTHAERENL
MNEREMEBBINEFRRAER
BAZTHRE-

31 Foreign currency positions

Foreign currency exposures include those arising from dealing, non-dealing and

structural positions. At 30 June 2004, the US dollar was the only currency in which

Hang Seng had a non-structural foreign currency position which exceeded 10% of

the total net position in all foreign currencies.

—EEMEF —EE=F —EE=F
AA=+AH AB=+H +=A=+—AH
At 30 June At 30 June At 31 December
2004 2003 2003

EnkLEBUERE US dollar non-structural position
REEE Spot assets 166,456 158,081 162,330
RERARE Spot liabilities (161,751) (149,899) (151,706)
EHEA Forward purchases 41,452 44,594 40,537
EHE Forward sales (34,390) (41,066) (35,587)
HIRE RS EE Net options positions () - -
BREEGLHBEERTE Net long non-structural position 11,765 11,710 15,574

RZZBZMERA=+TH " B4E2Z At 30 June 2004, Hang Seng’s major structural foreign currency positions were US

BELENEEBIZRETNAR
o

dollar and renminbi.

—EEmE —EE=F —EE=F
~NBA=+H NA=+H +ZA=+—H
At 30 June At 30 June At 31 December
2004 2003 2003
1EARAE 1 1 LA 1Bt LA 1B 1T
FEBIE FEBILE JFEBILE
% of % of % of
total net total net total net
structural structural structural
position position position
EEMER Structural position
W US dollar 852 29.7 887 85.7 841 68.5
AR Renminbi 1,910 66.6 95 92 282 230
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32 Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

During the first half of 2004, Hang Seng 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.
Hang Seng participated, in its ordinary course of business, in certain structured
finance deals arranged by its immediate holding company.

Hang Seng used the IT of, 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. Hang Seng 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 the 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 period, the balances of amounts due to and from the relevant related
parties, and the total contract sum of off-balance sheet transactions at the period-

end are as follows:

HAakx Income and expenses for the period
FELED HFHER HFRES
—ETME ZELT=AF ZEE=F
NA=+H NA=1+H +=—A=1+—H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2004 2003 2003
FBUA Interest income 50 96 99
FELZH Interest expense 22 5 12
Hag sl A Other operating income 92 39 205
BETH Operating expenses 300 296 322
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32 Material related-party transactions (continued)

(a) Immediate holding company and fellow

KB LA () subsidiary companies (continued)
HREe Balances at the period-end
—EEME ZEE=F ZEE=F
NA=1+H NA=1+H +=ZA=1+—H
At 30 June At 30 June At 31 December
2004 2003 2003
BRI Total amount due from 5,777 7,596 13,715
B Total amount due to 7,530 757 2,412
BEABRUIIINZBENEE Total contract sum of
off-balance sheet transactions 44,887 33,172 35,121
(Z)BERA (b) Associated companies
BAEGET-HERA—HELERE Hang Seng maintained an interest-free shareholders’ loan to an associated company.
ER - RZTZTMENA=THZ The balance at 30 June 2004 was HK$233 million (HK$217 million at 30 June 2003
RBRABB_B=FT=887T (B and HK$229 million at 31 December 2003).
“ET=-FEXNB=tHABE &
—F+LEBT TR-_ZZE=F+
“A=t+—RABBEE-_B=TFTA
HETL)
(A) RAER LA (c) Ultimate holding company

RoFEMELEF  BATRE
PRARLETEARS (2=
FE=FHEA) -

(T)EETBAE
RZZFETWNFLFF  BELRE
BRARCEBTBABRERH
BEATTEEARS
FHE) -

During the first half of 2004, no transaction was conducted with the Bank’s ultimate

holding company (same as 2003).

(d) Key management personnel
During the first half of 2004, no material transaction was conducted with key
management personnel of Hang Seng and its holding companies and parties related

to them (same as 2003).
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33 Statutory accounts
The information in this interim report is unaudited and does not constitute statutory
accounts.

The statutory accounts for the year ended 31 December 2003 have been
delivered to the Registrar of Companies and the Hong Kong Monetary Authority.
The auditors expressed an unqualified opinion on those statutory accounts in their
report dated 1 March 2004. The Annual Report and Accounts for the year ended 31
December 2003, which includes the statutory accounts, can be obtained on request
from the Company Secretary Department, Level 10, 83 Des Voeux Road Central,

Hong Kong; or from Hang Seng Bank's website http://www.hangseng.com.
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34 Ultimate holding company
Hang Seng Bank is an indirectly-held, 62.14%-owned subsidiary of HSBC Holdings
plc.



