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NOTES ON THE ACCOUNTS

Year ended 31 December 2004
(Figures expressed in millions of Hong Kong Dollars unless otherwise indicated)

1. Basis of preparation

(a) These accounts have been prepared in accordance with all applicable Hong Kong
Financial Reporting Standards (which includes all applicable Statements of Standard
Accounting Practice and Interpretations) issued by the Hong Kong Institute of Certified
Public Accountants, accounting principles generally accepted in Hong Kong and the
requirements of the Hong Kong Companies Ordinance. In addition, these accounts comply
fully with the module on “Financial Disclosure by Locally Incorporated Authorised
Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary
Authority. These accounts also comply with the applicable disclosure provisions of the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

(b) The consolidated accounts comprise the accounts of Hang Seng Bank Limited (“the
Bank”) and all its subsidiary companies made up to 31 December. The consolidated
accounts include the attributable share of the results and reserves of associated
companies, based on accounts made up to dates not earlier than three months prior to
31 December. All significant intra-group transactions have been eliminated on
consolidation. “The Group” refers to the Bank and its subsidiary and associated
companies.

(c) The accounts have been prepared under the historical cost convention, as modified
by the revaluation of certain securities and premises and investment properties as set
out in the accounting policies in notes 3(e) and 3(f) respectively.

(d) The accounting policies used in the preparation of these accounts are consistent
with those used in the previous year.

2. Nature of business

The Group is engaged primarily in the provision of banking and related financial services.

3. Principal accounting policies
(a) Income recognition

Interest income is recognised in the profit and loss account as it accrues, except in the
case of doubtful debts (note 3(c)).

Fee and commission income is accounted for in the period when receivable, except
where the fee is charged to cover the costs of a continuing service to or risk borne for
the customer, or is interest in nature. In these cases, it is recognised on an appropriate
basis over the relevant period.
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3. Principal accounting policies (continued)
(b) Goodwill

Positive goodwill on acquisition of subsidiary and associated companies arises when the
cost of acquisition exceeds the Group's share of the fair value of the separable net
assets acquired. For acquisitions before 1 January 1998, positive goodwill was charged
against “Reserves”. For acquisitions on or after 1 January 1998, positive goodwill is
recognised in the balance sheet in “Other assets” in respect of subsidiary companies
and in “Investment in associated companies” in respect of associated companies and is
amortised over its estimated life, usually taken as 20 years, on a straight line basis in the
profit and loss account. Positive goodwill is tested for impairment when necessary by
comparing the present value of the expected future cash flows from the relative subsidiary
or associated company with the carrying value of its net assets, including attributable
goodwill.

On disposal of the subsidiary or an interest held in an associated companies, any
attributable amount of goodwill not yet amortised through the profit and loss account
or which has previously been taken directly to reserves is included in the calculation of
the profit or loss on disposal of the company.

(c) Advances and doubtful debts

(i) Advances to customers and trade bills are measured at the cash consideration at the
time of the drawdown or acquisition and are stated in the balance sheet at the principal
amounts outstanding net of suspended interest and provisions for bad and doubtful
debts. (Policies on interest suspension and provisions are set out in 3(c)(iii),(iv) and (v)
below.)

(ii) Non-performing advances

Loans are designated as non-performing as soon as management has doubts as to the
ultimate recoverability of principal or interest. Except in certain limited circumstances,
all advances on which principal or interest is overdue for more than three months are
classified as non-performing. Non-performing advances also include advances that are
not yet overdue for more than three months but are considered doubtful.

(iii) Interest in suspense and non-accrual of interest

When a loan is considered doubtful, interest will be “suspended” by taking accrued
interest to a suspense account instead of to “Interest income” in the profit and loss
account. However, the suspension of interest may exceptionally be deferred for up to 12
months past due in the following situations:

— where cash collateral is held covering the total of principal and interest due and the
right of set-off is in place;

— where the value of net realisable tangible collateral is considered more than sufficient
to cover the full repayment of all principal and interest due and credit approval has
been given to the rolling-up or capitalisation of interest payments; or
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3. Principal accounting policies (continued)
(c) Advances and doubtful debts (continued)
(iii) Interest in suspense and non-accrual of interest (continued)

— for portfolios of small homogeneous loans where provisions are made on a portfolio
basis using the roll rate methodology as described in note 3(c)(iv) below, interest income
will continue to accrue after the account is 90 days overdue and the interest will be
included as part of the loan balance for the purpose of making provisions.

Interest suspended on doubtful debts is netted in the balance sheet against “Advances
to customers” and accrued interest receivable in “Prepayments and accrued income”.

Where the probability of receiving interest payment is remote, interest is no longer accrued
and any suspended interest is written off.

Accrual of interest will not be resumed for non-performing accounts until interests and
principals are up-to-date and future payments are reasonably assured.

It is the Group’s policy to make provisions for bad and doubtful debts promptly where
required and on a prudent and consistent basis. There are two basic types of provisions,
specific and general, each of which is considered in terms of the charge and the amount
outstanding.

(iv) Specific provisions

Specific provisions represent the quantification of actual and expected losses from
identified accounts and are deducted from loans and advances in the balance sheet.

Other than where provisions on small balance homogenous loans are assessed on a
portfolio basis, the amount of specific provision raised is assessed case by case. The
amount of specific provision raised is the Group's conservative estimate of the amount
needed to reduce the carrying value of the asset to the expected ultimate net realisable
value, and in reaching a decision consideration is given, among other things, to the
following factors:

— the financial standing of the customer, including a realistic assessment of the likelihood
of repayment of the loan within an acceptable period;

— the Group’s aggregate exposure to the customer;

— the likely dividend available on liquidation or bankruptcy;

— the realisable value of any collateral for the loan;
— the costs associated with obtaining repayment and realisation of the collateral; and

— if loans are not in local currency, the ability of the borrower to obtain the relevant
foreign currency.
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3. Principal accounting policies (continued)
(c) Advances and doubtful debts (continued)
(iv) Specific provisions (continued)

For portfolios of small homogeneous loans, specific provisions are made on a portfolio
basis using the roll rate methodology or similar formulaic approach. Roll rate methodology
is a statistical analysis of historical trends of the probability of default and amount of
consequential loss, assessed at each time period for which payments are overdue and
takes into account other historical data and an evaluation of current economic conditions
to calculate an appropriate level of specific provisions based on expected loss.

(v) General provisions

General provisions augment specific provisions and provide cover for loans which are
impaired at the balance sheet date but which will not be identified as such until some
time in the future. The Group maintains general provisions which are determined taking
into account the structure and risk characteristics of the Group’s loan portfolio and the
expected loss of the individual components of the loan portfolio based primarily on the
historical loss experience and management’s judgement as to whether the current
economic and credit conditions are such that the actual level of inherent losses is likely
to be greater or less than that suggested by historical experience. Historic levels of latent
risk are regularly reviewed to determine that the level of general provisioning continues
to be appropriate. General provisions are deducted from “Loans and advances to
customers” in the balance sheet.

(vi) Application of repayment from non-performing accounts

Amounts received from non-performing accounts (other than from realisation of collateral)
are applied to the repayment of suspended interest and then to the repayment of principal.
Amounts received from the realisation of collateral are applied to the repayment of
outstanding principal and then to suspended interest.

(vii) Write-off of loans

Where a loan has no reasonable prospect of recovery, the loan and related suspended
interest are written off. Credit card and unsecured personal loans are normally regarded
as having no reasonable prospect of recovery after 180 days overdue and are charged-
off accordingly.
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3. Principal accounting policies (continued)
(c) Advances and doubtful debts (continued)
(viii) Rescheduled advances

Rescheduled advances are those which have been rescheduled or renegotiated for reasons
related to the borrower’s financial difficulties. Rescheduling activity is designed to
maximise cash recovery on overdue accounts by slowing down the formal steps in
collection management to allow qualifying customers to repair or renegotiate satisfactory
maintenance of their accounts. This will normally involve the granting of concessionary
terms and will be counted as non-overdue as long as payments are made in accordance
with the rescheduled repayment schedule. A rescheduled advance will continue to be
disclosed as such until the debt has been performing in accordance with the rescheduled
terms for a period of six to twelve months. Rescheduled advances which have been
overdued for more than three months under the rescheduled terms are reported as
“QOverdue advances” in accordance with the module on “Financial Disclosure by Locally
Incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the
Hong Kong Monetary Authority.

(ix) Assets acquired in exchange for advances

Assets acquired in exchange for advances in order to achieve an orderly realisation
continue to be reported as advances. The asset acquired is recorded at the carrying
value of the advance disposed of at the date of the exchange, and further provisions are
made based on any subsequent deterioration in its value.

(x) Repossessed assets

Collateral assets are repossessed through court proceedings or voluntary delivery of
possession in the course of recovery of non-performing advances. 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.

(d) Translation of foreign currencies

Assets and liabilities denominated in foreign currencies are translated into Hong Kong
dollars at the rates of exchange ruling at the year-end. The results of branches and
subsidiary companies outside Hong Kong are translated into Hong Kong dollars at the
average rates of exchange for the year.

Exchange differences arising from the retranslation of opening foreign currency net
investments and exchange differences arising from retranslation of the result for the
year from the average rate to the exchange rate ruling at the year-end are accounted for
in “Retained profits”. Other exchange differences are recognised in the profit and loss
account.
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3. Principal accounting policies (continued)
(e) Investments
(i) Securities held for dealing purposes and long-term investments

Debt securities in respect of which the Group has the expressed intention and ability to
hold until maturity are classified as “Held-to-maturity securities” and are included in the
balance sheet in the categories of “Treasury bills” (included in “Cash and short-term
funds”), “Certificates of deposit” or “Long-term investments” as appropriate. Held-to-
maturity debt securities are included in the balance sheet at cost less provision for any
impairment (note 3(g)).

Where dated debt securities have been purchased at a premium or discount, those
premiums and discounts are amortised through the profit and loss account over the
period from the date of purchase to the date of maturity. These securities are included
in the balance sheet at cost adjusted for the amortisation of premiums and discounts
arising on acquisition. The amortisation of premiums and discounts is included in “Interest
income”.

Any profit or loss arising on disposal of held-to-maturity securities prior to maturity or
on transfer to securities held for dealing purposes is included in the profit and loss
account as it arises and is included in “Profit on tangible fixed assets and long-term
investments”.

Equity shares intended to be held on a continuing basis are classified as “Long-term
investments” and are included in the balance sheet at fair value. Gains and losses arising
from changes in fair value, net of deferred tax where appropriate, are accounted for as
. When an
investment is disposed of, the cumulative profit or loss, including any amounts previously

movements in the “Long-term equity investment revaluation reserve”

recognised in the long-term equity investment revaluation reserve, is included in the
profit and loss account for the year in “Profit on tangible fixed assets and long-term
investments”. When an investment is determined to be impaired, the impairment loss
(including any revaluation gains or losses previously recognised in the long-term equities

investment revaluation reserve) is taken to profit and loss account.

Other securities are classified as held for dealing purposes and included in the balance
sheet at fair value in the categories of “Treasury bills” (included in “Cash and short-
term funds”), “Certificates of deposit”, or “Securities held for dealing purposes” as
appropriate. Changes in fair value of such assets are recognised in the profit and loss

account as “Dealing profits” as they arise.

Where securities are sold subject to a commitment to repurchase them at a predetermined
price, they remain in the balance sheet and a liability is recorded in respect of the
consideration received. Conversely, securities purchased under analogous commitments
to resell are not recognised in the balance sheet and the consideration paid is recorded
in “Cash and short-term funds” where the counterparty is a bank or in “Advances to
customers” where the counterparty is a non-bank customer.

ZTTNFFER Annual Report 2004 | 127



3.EEEREBE )

(R) BE (8

(Z) HEARRE
MEBARKREGERAENGRESAR
FERBZBAEEBRNRTZEESR
ER AR (FE 3(R) -

(Z) BEQATRE

B i A R B MR A BRIR A AR 2R R
HEBRGEZERARZEEFEIK ;
MAERTZEEBBRARAKAE
BREZR /T ERE NEERFRIIE
(B =E 3(BR)) o

(B)RFEEEE
(=) 173k

TTHEA R FEEIREHAZEEERZ
A ERIE BEE - ARRERREFE R
RFEEEAEZR - (AEZREDHRRT
WEEFRZZAFRTISERE - TiHkE
EBEZENERHEREZKRE T
BEEZEEXRARFEEEBE - HHH
Rtz EE REGEMELEZGE
EHBRRLERE - FhEmRIERERA
ERZNZBEEGMMELZER @ &
B ARBA N2 TS [HEI A -
HE 4D MEREER IR M E L 2 BB %
KT E ARG ARz DERE L
EfEE  TRZBRBHEBEAN -

FENRBEEZ G AFEERER
ERRREIEE - FIES AT

- KARRREZ EWATIE

- AR 2 TR R A R SR F Bl
iR

- BERERR KA B AR T F M
BOZ —RBREHRAFRD B

RATHEE LR - B F Rz 2B

B T EGEEZFES DA T
EfhEE]BEREEMIAT -

128 | E44817 Hang Seng Bank

3. Principal accounting policies (continued)
(e) Investments (continued)
(ii) Investments in subsidiary companies

Investments in subsidiary companies are stated at cost less provision for any impairment
(note 3(g)) as determined by the Directors in the Bank’s balance sheet.

(iii) Investments in associated companies

Investments in associated companies are stated at the Group’s attributable share of the
net assets of the associated companies using the equity method of accounting in the
Group’s consolidated balance sheet and are stated at cost less provision for any
impairment (note 3(g)) as determined by the Directors in the Bank’s balance sheet.

(f) Tangible fixed assets
(i) Premises

Premises are stated at valuation and are revalued by professionally qualified valuers with
sufficient regularity, usually annually, to ensure that the net carrying amount does not
differ materially from the fair value. The valuation is made on the basis of open market
value for existing use. The apportionment of the value between the land and building
elements is made by estimating the “net replacement cost” of the building as the value
of the building element and taking the residual figure as the value of the land element.
This is adopted for the purpose of depreciation. Surpluses arising on revaluation, net of
deferred tax, are credited firstly to the profit and loss account to the extent of any
deficits arising on revaluation previously charged to the profit and loss account in respect
of the same premises, and are thereafter taken to the “Premises revaluation reserve”.
Deficits arising on revaluation, net of deferred tax, are firstly set off against any previous
revaluation surpluses included in the “Premises revaluation reserve” in respect of the
same premises, and are thereafter taken to the profit and loss account.

Depreciation is calculated to write-off the valuation of the assets over their estimated
useful lives as follows:

— freehold land is not depreciated;
— leasehold land is depreciated over the unexpired terms of the leases; and

— buildings and improvements thereto are depreciated at the greater of 2% per annum
on the straight line basis or over the unexpired terms of the leases.

On revaluation of premises, depreciation accumulated during the year will be eliminated.
Depreciation charged on revaluation surplus of premises are transferred from premises
revaluation reserve to retained profits.



3.EEERER (&)

() EREEEE (&)

(D) &EME
BB - +F 2 REMFREET
TREEREBR HHNHHSB-TF
KA T 2B EME AR EEHRITER
FIBR o 3T EE THIRBRAR 40 2 TSR F SRk 8
2HEEEENE - REWEHAEE
B ZEEMARHTISEEMGE - &
REMAAEZEMEEERAKRE
MESHFBEIRA - RESFTEME
EZEHBERENRBEEMEEAN
B TRZBNERERASEH

() RE

R EIERM - B R AR EHEKA
BRI ERIIER - TEZFETDIZRE
EZHBAAREFH(—RE=ZE+F
) - EGITE RN -

(M) HETIE - REMERR B ZBa
BINFEMSEZEE ZREFEEE
AE - ARETUMERZ AHEM S
EBhTUEEFEI B IREMRE S
FIET - AHEREMEMERZA
MEMEEXER  AB[REVEE
EREEI BT BEMRBENIET -

(BR) A&

BRITHRIREYENEEHEBERREE
FUARTFEEREFPERCHGRERES
FIRRSN  AEBESHEER - HRFE
BEERGHBARENR - BEEZA
YWEEERREREE - RIAREZEA
WEEE EEREnzEBEse
AREEE - RREETAZERRR
REEBRIELHE - WEA R R
REREZAIKEEE - AREEAS
2 A EEINE EFEICR KR E R
EREFEHFE -

MEBERENERBEEERPHER -
O 2 BEREEAE ERRERNZ
HEEAR - B0 2 REBBERRE
Bz FERmARERME o

3. Principal accounting policies (continued)
(f) Tangible fixed assets (continued)
(ii) Investment properties

Investment properties are stated in the balance sheet at valuation where the term of the
leases are over 20 years or at valuation less depreciation calculated to write off the
assets over the remaining terms of the leases where the leases are of 20 years or less.
The valuation of the investment properties are assessed by professional valuers on the
basis of open market value. Surpluses arising on revaluation on a portfolio basis are
credited to the “Investment properties revaluation reserve”. Deficits arising on revaluation
on a portfolio basis are firstly set off against any previous revaluation surpluses and
thereafter taken to the profit and loss account.

(iii) Equipment
Equipment, comprising furniture, plant and other equipment, is stated at cost less

depreciation calculated on the straight line basis to write off the assets over their estimated
useful lives, which are generally between 3 and 10 years.

(iv) On disposal of premises, investment properties and equipment, the profit or loss is
calculated as the difference between the net sales proceeds and the net carrying amount.
Surpluses relating to premises disposed of included in the “Premises revaluation reserve”
are transferred as movements in reserves to “Retained profits”. Surpluses or deficits
relating to investment properties disposed of included in the “Investment properties
revaluation reserve” are transferred as movements in reserves to “Retained profits”.

(g) Impairment

At each balance sheet date, the Group reviews the carrying amounts of its assets (other
than premises and investment properties carried at revalued amounts and investment
securities carried at fair value and customer advances stated net of provisions) to
determine whether there is any indication that those assets are impaired. If the recoverable
amount of an asset is estimated to be less than its carrying amount, the carrying amount
of the asset is reduced to its recoverable amount. The recoverable amount of held-to-
maturity securities subject to impairment is determined by reference to the performing
status and the credit condition of the issuer. For investments in subsidiary and associated
companies, this is determined based on the valuation of the Directors on an appropriate
valuation basis such as net asset value or net present value of future cash flows.

Impairment losses are recognised in the profit and loss account immediately. A reversal
of impairment losses is limited to the asset’s carrying amount that would have been
determined had no impairment loss been recognised for the asset in prior years. Reversals
of impairment losses are credited to the profit and loss account in the year in which the
reversals are recognised.
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3. Principal accounting policies (continued)
(h) Finance and operating leases

Leases under which substantially all the risks and benefits of ownership are transferred
to the lessees are classified as finance leases. Where the Group is a lessor under finance
leases, an amount representing the net investment in the lease is included in the balance
sheet as “Advances to customers”. Finance income implicit in the lease payment is
recognised as “Interest income"” over the period of the leases in proportion to the funds
invested. Hire purchase contracts having the characteristics of finance leases are
accounted for in the same manner as finance leases.

Other leases are classified as operating leases. Where the Group is a lessor under operating
leases, the leased assets are included in “Tangible fixed assets”, and where applicable,
are depreciated in accordance with the Group’s depreciation policy as set out in note
3(f). Rentals receivable under operating leases are recognised as “Other operating
income” in equal instalments over the accounting periods covered by the lease term.
Contingent rentals receivable are recognised as income in the accounting period in which
they relate to. Payments made under operating leases are charged to the profit and loss
account as “Premises and equipment expenses” in equal instalments over the accounting
periods covered by the lease term. Contingent rentals payable are written off as an
expense of the accounting period in which they are incurred.

(i) Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave passage and the cost to the Group
of non-monetary benefits are accrued in the year in which the associated services are
rendered by the employees. Provision is made in respect of paid leave entitlement
accumulated during the year, which can be carried forward into future periods for
compensated absence or payment in lieu if the employee leaves employment.

(ii) The Group provides retirement benefits for staff members and operates defined
benefit and defined contribution schemes and participates in mandatory provident fund
schemes in accordance with the relevant laws and regulations.

The retirement benefit costs of defined benefit schemes charged to profit and loss account
are determined by calculating the current service cost, interest cost and expected return
on scheme assets in accordance with a set of actuarial assumptions and taking into
account the amount of net actuarial losses required to be recognised.
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3. Principal accounting policies (continued)
(i) Employee benefits (continued)

The Group’s net obligation in respect of defined benefit schemes is calculated separately
for each scheme by estimating the amount of future benefit that employees have earned
in return for their service in the current and prior years; that benefit is discounted to
determine the present value, and the fair value of any scheme assets is deducted. The
discount rate is the yield at the balance sheet date on high quality corporate bonds that
have maturity dates approximating the terms of the Group’s obligation. The calculation
is performed by a qualified actuary using the Projected Unit Credit Method.

In calculating the Group’s obligation in respect of a scheme, to the extent that any
cumulative unrecognised actuarial gain or loss exceeds 10% of the greater of the present
value of the defined benefit obligation and the fair value of plan assets, that portion is
recognised in the profit and loss account over the expected average remaining working
lives of the employees participating in the scheme. Otherwise, the actuarial gain or loss
is not recognised.

Where the calculation of the Group’s net obligation results in a negative amount, the
asset recognised is limited to the present value of any future refunds from the scheme
or reductions in future contributions to the scheme less any cumulative unrecognised
net actuarial losses and past service costs.

The retirement benefit costs of defined contribution schemes and mandatory provident
fund schemes are the contributions made in accordance with the relative scheme rules
and are charged to the profit and loss account of the year.

(iii) The Group participates in the share compensation plan operated by the HSBC Group
for acquisition of HSBC Holdings plc shares. For the share option plan where such options
are granted at fair value, no compensation costs are recognised. For the savings-related
share option plan where options are granted at a discount of not more than 20% to fair
value, no compensation cost is recognised for such awards. For the restricted share
award plan, the Group's share of cost for acquisition of shares for the conditional award
under such plan is charged to “Staff costs” over the period in respect of which the
performance condition applies.

(j) Taxation

(i) Taxation for the year comprises current tax and movements in deferred tax assets and
liabilities. Current tax and movements in deferred tax assets and liabilities are recognised
in the profit and loss account except to the extent that they relate to items recognised
directly in reserves, in which case they are recognised in reserves.
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3. Principal accounting policies (continued)
(j) Taxation (continued)

(ii) Current tax is the expected tax payable on the taxable profits for the year, using tax
rates enacted or substantively enacted at the balance sheet date, and any adjustment to
tax payable in respect of previous years.

(iii) Deferred tax assets and liabilities arise from deductible and taxable temporary
differences between the carrying amounts of assets and liabilities for financial reporting
purpose and the tax bases respectively. Deferred tax assets also arise from unused tax
losses and unused tax credits.

Deferred tax liabilities are generally recognised for all taxable temporary differences.
Deferred tax assets are recognised to the extent that it is probable that taxable profits
will be available, against which deductible temporary differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply in the year when
the liability is settled or the asset is realised. Deferred tax assets and liabilities are not
discounted. The carrying amount of deferred tax assets/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.

(iv) Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are offset
against current tax liabilities, and deferred tax assets against deferred tax liabilities if,
and only if, the Bank or the Group has the legally enforceable right to set off current tax
assets against current tax liabilities. The principle of offsetting usually applies to income
tax levied by the same tax authority on same taxable entity.

(k) Off-balance sheet financial instruments

Off-balance sheet financial instruments, commonly referred to as derivatives, are contracts
the characteristics and value of which are derived from those of the underlying assets,
interest and exchange rates or indices. They include futures, forwards, swap and options
transactions in the foreign exchange, interest rate and equity markets. Netting is applied
where a legal right of set-off exists.

The accounting for these instruments is dependent upon whether the transactions are
undertaken for dealing or non-dealing purposes.
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3. Principal accounting policies (continued)
(k) Off-balance sheet financial instruments (continued)
(i) Dealing transactions

Transactions for dealing purposes include those undertaken for proprietary purposes
and to service customers’ needs, as well as any related hedges.

Transactions undertaken for dealing purposes are marked-to-markets and the net present
value of any gain or loss arising is recognised in the profit and loss account as “Dealing
profits”, after appropriate deferrals for unearned credit margin and future servicing
costs. Off-balance sheet dealing transactions are valued by reference to independent
market quotes in liquid markets where available. For those transactions where there are
no readily quoted prices, market values are determined by reference to independently
sourced rates, using valuation models. Adjustments are made for illiquid positions where
appropriate.

Assets, including gains, resulting from off-balance sheet exchange rate, interest rate
and equities contracts which are marked-to-market are included in “Other assets”.
Liabilities, including losses, resulting from such contracts, are included in “Other
liabilities”.

(ii) Non-dealing transactions

Non-dealing transactions are derivatives which are held for hedging purposes as part of
the Group’s risk management strategy against assets, liabilities, positions or cash flows
measured on an accruals basis. Non-dealing transactions include qualifying hedges and
positions that synthetically alter the characteristics of specified financial instruments.

Non-dealing transactions are accounted for on an equivalent basis to the underlying
assets, liabilities or net positions. Any profit or loss arising is recognised on the same
basis as that arising from the related assets, liabilities or positions.

To qualify as a hedge, a derivative must effectively reduce the price or interest rate risk
of the asset, liability or anticipated transaction to which it is linked and be designated as
a hedge at inception of the derivative contract. Accordingly, changes in the market
value of the derivative must be highly correlated with changes in the market value of
the underlying hedged item at inception of the hedge and over the life of the hedged
contract. If these criteria are met, the derivative is accounted for on the same basis as
the underlying hedged item. Derivatives used for hedging purposes include swaps,
forwards and futures.

“TTPFFER Annual Report 2004 | 133



3.EEEREBE (A

(F) AERBRNZERMIA W)
(2) FEERS @)
FEBBANTTEAERE SR A
ZHEHM - BEFARBRIEBEZE
% BATETARHSBERAEER -
BTz g% —ETAELREE
AEME - NEBETERREE AR - it
SRR BANZ ALY « oS
T INELY YNDAE TSI E

xF

NS

S B df o>

HEFKIERBBZIFEEREA DM
EXE Bz 0 RRRE LR &R 4 R
HeoERMZEE  BEIKBLER
RILR - ZESHBBRIATEDIE
MEEz Bz RIBRHEABRRA

ENTETRERISLE KRR A Sh ik
RN R 2 2R - IR EmE
PRk - MAEMBERRZIATEE R IR
A o

(B) REMRBEEE

AEERARPRBESER ZHE
EREERE AR REARREBR
KBELZBNZHNBRE - LERAH
B R —REBER - RERRARR
HEeANZRERR - WERESINEF
BB EEE TIAEE - REARR
EBRERHECES  ERafEERZ
[EfhE X WAIERNZY - RERER
BEAERz RARBEBEERAER
EIEMEE] M EMAEIBRNER -

(R)EREAL

PMURBEME - GREALEAE
BEEEEAER A AN R EERKAE
HEHRBBARE - RZTA » XHA
SEEAENRE S HZEFHHERY
2 - FREATBREEANELMERE -

(90) BB

RO E R AR N2 2 155
™ o ARNEE PRI TS E M EE
RARAEE 2 ZERFBRE - HRE
ERBEERENN -

134 | B4 4847 Hang Seng Bank

3. Principal accounting policies (continued)
(k) Off-balance sheet financial instruments (continued)
(ii) Non-dealing transactions (continued)

Interest rate derivatives are also used to alter synthetically the interest rate characteristics
of financial instruments. In order to qualify for synthetic alteration, a derivative instrument
must be linked to specific individual or pools of similar assets or liabilities by the notional
principal and interest rate risks of the associated instruments, and must achieve a result
that is consistent with defined risk management objectives. Interest rate derivatives for
synthetic alteration are accounted for on an accruals basis with the relative income and
expense accounted for as “Interest income” and “Interest expense” respectively.

Any gain or loss on termination of non-dealing derivatives is deferred and amortised to
the profit and loss account over the original life of the terminated contract. Where the
underlying asset, liability or position is sold or terminated, the non-dealing derivative is
immediately marked-to-market through the profit and loss account.

Derivatives that do not qualify as hedges or synthetic alterations after inception are
marked-to-market through the profit and loss account, with gains and losses included
in “Dealing profits”.

(I) Long-term assurance business

The value placed on the Group's interest in long-term assurance business includes a
prudent valuation of the discounted future earnings expected to emerge from business
currently in force, taking into account factors such as recent experience and general
economic conditions, together with the surplus retained in the long-term assurance
funds. These are determined annually in consultation with independent actuaries.
Changes in the Group’s value of long-term assurance business are reported in the profit
and loss account as “Other operating income”. Long-term assurance assets and liabilities
attributable to policyholders are recognised in the Group’s accounts in “Other assets”
and “Other liabilities” respectively.

(m) Related parties

For the purposes of these accounts, parties are considered to be related to the Group if
the Group has the ability, directly or indirectly, to control the party or exercise significant
influence over the party in making financial and operating decisions, or vice versa, or
where the Group and the party are subject to common control or common significant
influence. Related parties may be individuals or other entities.

(n) Segmental analysis

Segmental information is presented in respect of business and geographical segments.
Business by customer group information, which is more relevant to the Group in making
operating and financial decisions, is chosen as the primary reporting format.
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3. Principal accounting policies (continued)
(o) Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise cash
and balances with banks maturing within one month, and treasury bills and certificates
of deposit with less than three months’ maturity from the date of acquisition.

(p) Dividends

Dividends proposed or declared after the balance sheet date are disclosed as a separate
component of shareholders’ funds. Dividend income from subsidiaries, associates and
jointly controlled entities is recognised as income in the Bank's profit and loss account in
the accounting period in which the dividends are declared.

4. Recently issued accounting standards

The Hong Kong Institute of Certified Public Accountants has issued a number of new
and revised Hong Kong Financial Reporting Standards and Hong Kong Accounting
Standards (“new HKFRSs") which are effective for accounting periods beginning on or
after 1 January 2005.

The Group is in the process of assessing the impact of these new HKFRSs and has so far
concluded as follows:

The adoption of the following HKFRSs will have significant financial or presentation
effects on the Group’s financial statements in the areas as briefly described below.

(a) HKAS 39 Financial instruments: Recognition and Measurement

(i) Investment securities

The current accounting policy for investment securities is set out in note 3(e) above.
HKAS 39 specifies that all investment securities be classified within one of the following
three categories:

— Held-to-maturity debt securities are measured at amortised cost less any impairment
loss.

— Available-for-sale securities are measured at fair value with holding gains and losses
reported under a reserve in the shareholders’ equity.

— Securities classified other than above are measured at fair value with all holding gains
and losses recognised in the profit and loss account.
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4. Recently issued accounting standards (continued)

(a) HKAS 39 Financial instruments: Recognition and Measurement (continued)

(i) Investment securities (continued)

On 1 January 2005, the Group has reclassified most of its held-to-maturity debt securities
as available-for-sale securities. The change in fair value will cause volatility to the
shareholders’ equity. On transition, the revaluation gain or loss will be adjusted through
a reserve in the shareholders’ equity. No restatement of the 2004 accounts is required.

(ii) Loan fee income and costs

The current policy for recognition of loan fee income and servicing cost is set out in note
3(a) above and incentive or rebate on loan origination is charged as interest expense as
incurred or amortised over the contractual loan life. On adoption of HKAS 39, substantially
all loan fee income and directly attributable loan origination costs (including mortgage
incentive payments) will be amortised over the expected life of the loan as part of the
effective interest calculation.

The impact on operating income will be insignificant. On transition, there will be an
adjustment to retained profits due to the reversal of previously recognised fees and
costs. No restatement of 2004 accounts is required.

(iii) Non-dealing derivatives

The current accounting policy on non-dealing derivatives is set out in note 3(k)(ii) above.
On adoption of HKAS 39, all derivatives will be recognised as either assets or liabilities in
the balance sheet at fair value and the change in fair value is recognised as follows:

— for a derivative designated as a fair value hedge, in the profit and loss account together
with the associated loss or gain on the hedged item;

— for a derivative designated as a cash flow hedge, initially in equity reserve and
subsequently released into the profit and loss account in line with the income of the
hedged assets/liabilities; and

— for other derivatives (including dealing derivatives and non qualifying hedges), in the
profit and loss account.
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4. Recently issued accounting standards (continued)

(a) HKAS 39 Financial instruments: Recognition and Measurement (continued)

(iii) Non-dealing derivatives (continued)

There will be higher volatility in income as a result of the stricter definition of a qualifying
hedge. The change in fair value of derivatives designated as cash flow hedges will create
volatility in equity. On transition, the revaluation gain or loss of non-qualifying derivatives
will be adjusted through retained profits and the revaluation gain or loss of cash flow
hedges through equity reserve. No restatement of 2004 accounts is required.

(iv) Provisions for bad and doubtful debts

The current accounting policy on provisions for bad and doubtful debts is set out in note
3(c) above. On adoption of HKAS 39, impairment provisions for advances assessed
individually are calculated using a discounted cash flow analysis for the impaired advances.
Collective assessment of impairment for individually insignificant items or items where
no impairment has been identified on an individual basis is made using formula-based
approaches or statistical methods.

Impairment provisions for advances will be presented as individually assessed and
collectively assessed instead of specific provisions and general provisions. There will be
no significant change in the net charge for provisions to profit and loss account.

(v) Interest in suspense

The current accounting policy on suspension of interest is set out in note 3(c) above.

Under HKAS 39, there is no concept of suspended interest. For impaired advances, interest
income is recognised at the rate of interest used to discount the future cash flows for
the purpose of measuring the impairment loss. No restatement of 2004 accounts is
required.
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4. Recently issued accounting standards (continued)
(b) HKAS 17: Leasing

Bank premises

The current accounting policy on bank premises is set out in note 3(f)(i) & (ii) above. By
adoption of HKAS 17, leasehold properties held for own use, where the land and building
elements can be allocated reliably as at inception of the lease, the land element is treated
as an operating lease. Land premiums or other costs of acquiring the leasehold land will
amortise over the term of the lease. Where the land and building cannot be allocated
reliably as at the inception of the lease, the land and building elements will continue to
be treated as finance leases and carried at cost or fair value depending on whether the
cost model or fair value model is elected.

The Group will continue to adopt the fair value model for bank premises. One leasehold
property with cost of land premium paid separately will be accounted for as an operating
lease. On transition, the revaluation reserve on the leasehold land will be de-recognised
and related deferred taxation reversed while the cost of land premium paid will be
reflected as a prepayment under “other assets” and amortised over the remaining lease
term. The 2004 accounts will be restated to reflect the changes.

(c) HKAS 40: Investment property

Investment properties

The current accounting policy on investment properties is set out in note 3(f)(iii). By
adoption of HKAS 40, investment properties are carried at fair value with the changes in
fair value reported directly in the profit and loss account.

The Group will continue to adopt the fair value model for investment properties. The
change in fair value of investment properties will cause volatility in the profit and loss
account. On transition, the investment revaluation reserve will be transferred to retained
profits. The Group will not restate its 2004 accounts, as permitted under paragraph 80
of HKAS 40.

(d) HKAS 12: Income Taxes — HKAS Interpretation 21

Deferred tax

Currently, no deferred tax is provided on revaluation surplus of investment properties.
Following the interpretation of HKAS Interpretation 21, the Group will calculate deferred
tax based on the profits tax rate on the change in fair value of investment properties. On
transition, retained profits will be reduced by the amount of deferred tax on the
cumulative balance of the revaluation surplus. No restatement of the 2004 account is
required.
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4. Recently issued accounting standards (continued)
(e) HKAS 19: Employee Benefits

Pension costs

The current accounting policy on retirement benefit schemes operated by the Group is
set out in note 3(i)(ii) above. The IAS 19 allows actuarial gains or losses to be accounted
for in full through “retained profits” in the year of occurrence. The Hong Kong Institute
of Certified Public Accountants is expected to revise the HKAS 19 accordingly.

The Group will elect the option to recognise all actuarial gains or losses through retained
profits in the current year. On transition, the balance of actuarial gain/loss will be adjusted
through “retained profits”.

The adoption of the following HKFRSs would not have significant financial and
presentation effects on the Group’s financial statements.

HKFRS 2: Share-based Payments

HKFRS 4: Insurance Contracts

HKFRS 5: Non-current Assets Held for Sale and Discontinued Operations

HKAS 27: Consolidated and Separate Financial Statements

HKAS 32: Financial Instruments: Disclosure and Presentation

HKAS 36: Impairment of Assets

HKAS 38: Intangible Assets
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5. & X5 7
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NOTES ON THE ACCOUNTS (continued)

5. Operating profit

The operating profit for the year is stated after taking account of:

() REWA (a) Interest income
2004 2003
EmEAFFEKA Interest income on listed investments 1,014 973
E EMESHHEWA Interest income on unlisted investments 2,734 2,643
E A S A Other interest income 8,723 9,230
12,471 12,846
(Z2) RNEXZH (b) Interest expense
2004 2003
RERII B BITEFZFEXZH Interest expense on debt securities in issue
maturing after five years 50 44
AFRIBZERPERZAETH Interest expense on customer accounts
maturing after five years 6 -
HhF S H Other interest expense 2,725 2,623
2,781 2,667
() & £WA (c) Other operating income
2004 2003
SN ONE Dividend income:
- EEAFRE — listed investments 44 52
- ELEMELFKRE — unlisted investments 52 40
96 92
fRisERAS : Fees and commissions:
- BAHKL A RS — securities/stockbroking 560 361
-TEREEMRESER — retail investment products and
funds under management 1,502 996
- R — insurance 102 82
- RE R — account services 214 211
- EX - remittance 125 132
- EAR - cards 614 551
- EEEA — credit facilities 240 231
- AB/HOEE — import/export 256 223
- Hith - other 136 117
BR7% & KRB WA Fees and commissions receivable 3,749 2,904
R & R{AE T H Fees and commissions payable (409) (349)
3,340 2,555
BE & Dealing profits:
- SNE — foreign exchange 975 764
-BHFEREMEERY — securities and other trading activities 50 43
1,025 807
IR AR 75 Insurance underwriting 1,310 1,144
KEMERSWA Rental income from investment properties 202 210
HApb Other 390 390
6,363 5,198
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5. Operating profit (continued)

(T)&xEXH (d) Operating expenses
2004 2003
AZEHR : Staff costs:
-HFeRkHMASZER — salaries and other costs 2,018 1,860
- RRBAET BT — retirement benefit costs:
- AEE @A E (:E36(2)) — defined contribution schemes (note 36(b)) 21 18
- REMZEHET S — defined benefit schemes (note 36(a)(iii)) 148 165
(FzE36 () (=) 2,187 2,043
e (23 (F)) Depreciation (note 23(a)) 317 329
BEiERREER Premises and equipment:
- e — rental expenses 178 178
- Bt — other 677 629
855 807
Hibge = 8 Other operating expenses 864 723
4,223 3,902
B NGRS Cost: income ratio 26.3% 25.4%
(%) REFERES (e) Provisions for bad and doubtful debts
£ Group #R77 Bank
2004 2003 2004 2003
RIBAREMF AL/ (B#) Net charge/(release) for
bad and doubtful debts
BEREX (k16 (A)) Advances to customers (note 16(c))
FEBR A Specific provisions:
— FiR — new provisions 464 1,167 391 871
— [ — releases (357) (315) (286) (289)
- Yz [Bl B iR BRI — recoveries (109) (54) (58) (40)
(2) 798 47 542
— R General provisions (812) (6) (581) 24
B RFRE (B ) /S Net (release)/charge to profit
and loss account (814) 792 (534) 566
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5. & XmF ()
E)FTEUBRSHFMALTZME
(- HeBE

NOTES ON THE ACCOUNTS (continued)

5. Operating profit (continued)
(f) The emoluments of the five highest paid individuals

(i) The aggregate emoluments

2004 2003

#FEKEY NS Salaries, allowances and benefits in kind 30 23
RIKRAFTEIFTE 2 3K Pension contributions 2 2
FERITEAL Discretionary bonus 4 1
36 26

(D) AfUSESHFHALZHME BEE
THIEER

(ii) The numbers of the five highest paid individuals whose emoluments fell within the
following bands were:

2004 2003
A A
Number of Number of
individuals individuals
T HK$

3,500,001 - 4,000,000 3,500,001 — 4,000,000 1 1
4,500,001 - 5,000,000 4,500,001 - 5,000,000 1 2
5,000,001 - 5,500,000 5,000,001 - 5,500,000 - 1
6,500,001 — 7,000,000 6,500,001 — 7,000,000 1 -

7,500,001 — 8,000,000 7,500,001 - 8,000,000 -
8,000,001 - 8,500,000 8,000,001 - 8,500,000 1 =
12,000,001 - 12,500,000 12,000,001 - 12,500,000 1 -
5 5

A BEHFMALF OFE=LNTES
(CEF=F: =f) - REEFLEF
B B 2 A S (5 TP -

147 | E44847 Hang Seng Bank

The emoluments of the five highest paid individuals set out above include the emoluments
of three (2003: three) Executive Directors. Their respective directors’ emoluments are
included in note 5(g).



5. & A (@) 5. Operating profit (continued)

(R EE=EM< (g) Directors’ emoluments

BRIBEBRHEBIE 16181518 - K17 The emoluments of the Directors of the Bank calculated in accordance with section 161

EEMeOT : of the Hong Kong Companies Ordinance were:

FER BiRKE
EYas sHElFT{E
Salaries, 2R
= allowances Pension FFRITEAL
#2% and benefits  and pension Discretionary A% BF
Fees in kind  contributions bonus Total Total
2004 2003
‘000 ‘000 ‘000 ‘000 ‘000 ‘000

HITES

Executive Directors

g RS

Mr Vincent H C Cheng 100™ 8,465 451 3,208 12,224 7,688

EMHBLEE (RZTETZWF+T A ERZER)

Mr Joseph C Y Poon (Appointed on 7 Dec 04) 7 172 15 - 194 -

BEERSTE(RZTTNF+=ANBEEE)

Mr Roger K H Luk (Resigned on 6 Dec 04) 80 7,125 468 417 8,090 5,479

REfLE

Mr W K Mok 80 6,153 397 355 6,985 4,628

FHTES

Non-Executive Directors

FHREEL(R=ZETHFNA =+ A#E)

The Honourable Lee Quo-Wei (Retired on 22 Apr 04) 45 - - - 45 135

Mr D G Eldon 135™M - - - 135 135

X EE (RZET=FNA=-_+=HET)

Mr S C Penney (Resigned on 23 Apr 03) - - - - - 270

BEELEE (RZZET=FRAA=-FT=-HZHE)

Mr S J Glass (Appointed on 22 May 03) 80 - - - 80 53

)8 1 e A

Mr Raymond C F Or 80 - - - 80 80

PRABZERE@

Mr John C C Chan @ 80 - - - 80 80

WP EL @

DrY T Cheng @ 80 - - - 80 80

REREFELO(RZETNFRAA=Z+AHABZEMD)

Dr Marvin K T Cheung @ (Appointed on 25 May 04) 53 - - - 53 -

AANEL (R=ZETNFMNA =+ A#E)

Dr Ho Tim (Retired on 22 Apr 04) 27 - 217 - 244 307

HEREED

Mr Jenkin Hui @ 80 - - - 80 80

FMEERED

Mr Peter T C Lee @ 80 - - - 80 80

FRE[L?

Dr EricK C Li @ 80 - - - 80 80

ERImE L

Dr Vincent H S Lo 80 - - - 80 80

HARBELO

Dr David W K Sin @ 80 - - - 80 80

BE&LEED

Mr Richard Y S Tang @ 80 - - - 80 80

BERES

Past Directors - - 1,963 - 1,963 1,962

1,327 21,915 3,511 3,980 30,733 21,134

—TE=F

2003 1,410 15,442 3,505 777

B e - Notes :

WIRELSBAMBE - HEBERTAR () Fees receivable as a Director of Hang Seng Bank Limited were surrendered to The Hongkong and
RAIZES HEKESHSEREE L Shanghai Banking Corporation Limited in accordance with the HSBC Group's internal policy.
TEESIRITAR A AR o

O BIERITESE - @ Independent Non-Executive Director.
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NOTES ON THE ACCOUNTS (continued)

5. Operating profit (continued)

() B EE A (h) Auditors’ remuneration
£ Group #R47 Bank
2004 2003 2004 2003
ZH AR Audit services 9 8 7 6
B ARTE Non-audit services 5 2 5 2
14 10 12 8
6. AEEEERREREZ 6. Profit on tangible fixed assets and long-term investments
i A
2004 2003
HERBRERE ZEF Profit on disposal of long-term equity investments
-BERER—HA—BER — realisation of amounts previously
TR 2 B recognised in revaluation reserves at 1 January 371 418
- RNEEZEN/(EE) — gains/(losses) arising in current year 35 (8)
406 410
HERZHREBESZ Profit less loss on disposal of
i ) 3 B 18 held-to-maturity debt securities 4) 48
HEBREEEE 2= MREE Profit less loss on disposal of tangible fixed assets 30 3
432 461
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7. 8118
() REEREERAZBEARNT :

7. Taxation

(a) Taxation in the consolidated profit and loss account represents:

2004 2003
AEEBE -BENESHER Current tax - provision for Hong Kong profits tax
AREFEFIE Tax for the year 1,534 1,443
38 1 F 8 B T A (] Over-provision in respect of prior years (12) (39)
1,522 1,404
AEEBIE -FEBUMNZHIE Current tax - taxation outside Hong Kong
RNEEHIE Tax for the year 7 4
38 1 4F J2 75 TR 2 g e 4 Over-provision in respect of prior years - (14)
7 10)
EERE (Fi 25 () Deferred tax (note 25(a))
RFEEE TR =5 R e 5 Origination and reversal of temporary differences 179 70
BEEASR—A—AREHRIBELES Effect of increase in tax rate on
2R deferred tax balances at 1 January = (9)
RBEFE AR Benefit of previously unrecognised
% EERE tax losses now recognised = (36)
179 25
FEfGHE & A R 2 T IE Share of associated companies’ taxation 56 4
REMIBESE Total charge for taxation 1,764 1,423
RS Effective tax rate 13.2% 12.8%

RERBATIA—ETMERTRIBA
AEBRBRFATRERZE 2 Mt BRH
BARERBNSEHEB D Z LR
H(ZZZT=F: A2 T EHT) - ©
BERRFRITTHRE AN B A B R 1T
TRRIRIR B & P E I 1R 2 S A B R 42
BTLRESR -

The current tax provision is based on the estimated assessable profit in 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.

—==
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NOTES ON THE ACCOUNTS (continued)

7. Taxation (continued)

(b) Reconciliation between taxation charge and accounting profit at applicable tax rates:

&£ & Group

2004 2003

B 45t A A Profit before tax 13,367 11,137
BEBMNEREAIZ T EHATEZ Notional tax on profit before tax,

BEBRE(CTT=F: calculated at Hong Kong tax rate of

BozttEHA) 17.5% (2003: 17.5%) 2,339 1949
THFEZE 2 RIBER Tax effect of :
- IR ERER — different tax rates in other countries/areas (238) (241)
- NEHBR 2 EE - non-deductible expenses 21 26
- BMeNSRE 2IEE — non-taxable income (239) (129)
- RFESXZMEER — unused tax losses arise in current year - 1
- RFEERNAEZHEERE — previous tax losses utilized in current year (6) (42)
- BB AREKE — investment in partnerships (101) (79)
- AFEARERENmAS — increase in tax rate during the year

FHEIE T B A R on opening deferred tax balances - 9)
- BAEFERBEERBRR — over-provision in prior years (12) (53)
BRI AR Actual charge for taxation 1,764 1,423

(M) EEEEXRFEMLEE] (Wi
24) K[ EAb B (&) (H3E28) 2 BIBAR
mF -

(c) Taxation in the balance sheets which is included in "Other assets” (note 24) or

"Qther liabilities” (note 28) represents:

=& Group #R17 Bank
2004 2003 2004 2003
(At EE]AELE : Including in “Other assets”:
AU Bl ZN B T8 Current taxation recoverable 2 = = =
EFERIA (724 %25 (FR)) Deferred taxation
(notes 24 & 25(a)) 11 52 - -
13 52 - -
[H 8 E] A E: Including in “Other liabilities"”:
BRBFE 2 (H1E28) Provision for Hong Kong
profits tax (note 28) 508 519 463 479
BB AN Z R (I 5E28) Provision for taxation outside
Hong Kong (note 28) 6 4 3 2
EFERIA (FaE25 () % 28) Deferred taxation
(notes 25(a) & 28) 1,041 643 769 427
1,555 1,166 1,235 908
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S ARITHRRESZEF 8. Profit attributable to shareholders

AITRRES Z mfFataEE—85— Of the profit attributable to shareholders, HK$11,016 million (2003: HK$8,335 million)
TE-—FABEEL(ZEZ=F : B has been dealt with in the accounts of the Bank.

NT=Z=B=FTRABEEL) EHFARTZ

BRIANA -
AREFRITIm A E Ell SRR RK ¢ Reconciliation of the above amount to the Bank’s profit for the year:
2004 2003
EREITEEEARMB Z KR Amount of consolidated profit attributable to
EE 75T shareholders dealt with in the Bank's accounts 9,938 8,335
HEARRERNIRKE ZKE Dividends declared during the year by
REB & Z RS subsidiary companies from retained profits 1,078 =
NEE ZR175%H (MizE30) The Bank's profit for the year (note 30) 11,016 8,335
9. 8RKE 9. Dividends per share
(A AREEEEZRE (a) Dividends attributable to the year
2004 2003
BREY BRI
per share B¥EHETT per share B®EETT
HKS$ HK$million HK$  HKS$million
F—KPH First interim 1.10 2,103 2.10 4,015
FEZRHH Second interim 1.10 2,103 1.00 1,912
F=)kh & Third interim 1.10 2,103 1.80 3,441
25 P )% AR B Fourth interim 1.90 3,633 - -
5.20 9,942 4.90 9,368
(Z) EEHERRERRERE RS (b) Dividends attributable to the previous year, approved and paid during the year:
2004 2003
KFEHEMREFANIRE 2 Third interim dividend in respect of the
FZRFPHRERERBE previous year, approved and paid
—TTN\ACZEE=F: during the year, of HK$1.80 per share
BREBE=TT=A) (2003: HK$3.30 per share) 3,441 6,309
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REMESRE -
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10. Earnings per share

The calculation of earnings per share in 2004 is based on earnings of HK$11,395 million
(HK$9,539 million in 2003) and on the weighted average number of ordinary shares in
issue of 1,911,842,736 shares (unchanged from 2003).

11. Segmental analysis
(a) By customer group

For the purpose of segmental analysis, the allocation of revenue reflects the benefits of
capital and other funding resources allocated to the customer groups 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 customer groups
and apportionment of management overheads. Rental charges at market rate for usage
of premises are reflected as inter-segment income for the “Other” customer group and
inter-segment expenses for the respective customer groups.

The Group's business comprises five customer groups. 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
specialises in 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” mainly represents management of shareholders’ funds
and investments in premises, investment properties and long-term equities.



M. BED (&)

11. Segmental analysis (continued)

(B EFER (&) (a) By customer group (continued)
—EENE 2004
Tk
EARTT © RS B
7% [HES ES7 Wz 8
Personal $R1T#% Corporate & Inter-
Financial Commercial Institutional B & 75 Hih % segment A%
Services Banking Banking Treasury Other elimination Total
WA R X
Income and expenses
A B A
Net interest income 5,706 1,332 596 1,854 202 - 9,690
=ESON
Other operating income 4,080 1,046 217 684 336 - 6,363
P BN
Inter-segment income - - - - 320 (320) -
=ESON
Operating income 9,786 2,378 813 2,538 858 (320) 16,053
B
Operating expenses™ (2,798) (843) (121) (156) (305) - (4,223)
PRI
Inter-segment expenses (256) (53) (6) (5) - 320 -
MEREE S AT 2 & 5w T
Operating profit before provisions 6,732 1,482 686 2,377 553 - 11,830
RIEAR A
Provisions for bad and doubtful debts 83 601 130 - - - 814
SRR
Operating profit 6,815 2,083 816 2,377 553 - 12,644
BIEEEERKARE 2% T
Profit on tangible fixed assets and
long-term investments - - - (5) 437 - 432
B EFILE
Net surplus on property revaluation - - - - 148 - 148
FEAG B & R R 2 i A
Share of profits of associated companies 6 72 - 32 33 - 143
BB AT — AR E R T
Profit on ordinary activities before tax 6,821 2,155 816 2,404 1,171 - 13,367
JE A R 5% AT — A% 25 755 08 A
Share of pre-tax profit 51.0% 16.1% 6.1% 18.0% 8.8% - 100.0%
EEEH (TREBEBRS)
Operating profit excluding inter-segment
transactions 7,071 2,136 822 2,382 233 - 12,644
FEDEEREXEXHA
*Included in operating expenses is
depreciation of (104) (18) (3) (2) (190) = (317)
nEE
Total assets 142,455 46,752 77,361 256,370 25,687 - 548,625
Bna®
Total liabilities 352,688 77,712 25,151 21,553 27,484 - 504,588
BENRRE
Investments in associated companies 94 1,117 - 488 698 - 2,397
FRERBEX
Capital expenditure incurred
during the year 104 17 2 2 23 - 148
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NOTES ON THE ACCOUNTS (continued)

11. Segmental analysis (continued)

(B)EFER (&) (a) By customer group (continued)
—TET=F 2003
Ik
& ARTT DRI ek
ES [EES *7% Wz 4K 84
Personal #R1TERM Corporate & Inter-
Financial Commercial Institutional Rz E S HAh 2R segment A5
Services Banking Banking Treasury Other elimination Total
WA R X
Income and expenses
A A
Net interest income 6,175 1,064 543 1,874 523 = 10,179
BEKRA
Other operating income 3,167 930 218 509 374 - 5,198
IZE 3T PN
Inter-segment income - - - - 345 (345) -
BEKRA
Operating income 9,342 1,994 761 2,383 1,242 (345) 15,377
X
Operating expenses* (2,518) (799) (111) (148) (326) - (3,902)
BB
Inter-segment expenses (276) (57) (7) (5) - 345 -
k2 Al 2 & % A
Operating profit before provisions 6,548 1,138 643 2,230 916 - 11,475
RIEERER
Provisions for bad and doubtful debts (930) 11 127 - - - (792)
= vl
Operating profit 5,618 1,149 770 2,230 916 - 10,683
B EEEERRPRE 25
Profit on tangible fixed assets and
long-term investments 12 28 - 48 373 - 461
BEMERFRE
Net deficit on property revaluation - - - - (37) - (37)
FEAG B & R R 2 A
Share of profits of associated companies - - - - 30 - 30
B 1 AT — AR S i 7
Profit on ordinary activities before tax 5,630 1,177 770 2,278 1,282 - 11,137
e BR B AT — MR E 7508 A
Share of pre-tax profit 50.6% 10.6% 6.9% 20.4% 11.5% - 100.0%
EERN(TEREBEEBRS)
Operating profit excluding inter-segment
transactions 5,894 1,206 777 2,235 571 - 10,683
FEEAEREEIEHRA
*Included in operating expenses is
depreciation of (122) (20) (2) (2) (183) - (329)
mEE
Total assets 137,988 31,749 68,393 242,014 22,815 - 502,959
BEE
Total liabilities 344,281 72,625 19,760 7,225 18,783 - 462,674
BEARRE
Investments in associated companies - - - - 549 - 549
FRERBEX
Capital expenditure incurred during
the year 77 19 4 1 41 - 142
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11. Segmental analysis (continued)

(b) By geographical region

The geographical regions in this analysis are classified by the location of the principal
operations of the subsidiary companies or, in the case of the Bank itself, by the location
of the branches responsible for reporting the results or advancing the funds.

2004 2003
% %
B A Operating income
(EMBRAEZH) (net of interest expense)
BB Hong Kong 14,333 89 13,981 91
E Americas 1,594 10 1,322 8
HAb Other 126 1 74 1
16,053 100 15,377 100
BB AT — R AR A Profit on ordinary
activities before tax
B Hong Kong 11,632 87 9,781 88
E Americas 1,566 12 1,295 11
HAb Other 169 1 61 1
13,367 100 11,137 100
FREREX Capital expenditure
incurred during the year
B Hong Kong 143 97 130 92
=M Americas - - = =
Hth Other 5 3 12 8
148 100 142 100
HEE Total assets
& Hong Kong 463,924 84 427,539 85
EM Americas 69,675 13 65,204 13
HAth Other 15,026 3 10,216 2
548,625 100 502,959 100
FER=Ri Total liabilities
&5 Hong Kong 490,087 97 449,243 97
=M Americas 9,315 2 8,376 2
H A Other 5,186 1 5,055 1
504,588 100 462,674 100
RNE BB RAE Contingent liabilities and
commitments
&5 Hong Kong 127,246 98 107,588 98
=M Americas - - 122 -
H A Other 2,925 2 1,671 2
130,171 100 109,381 100
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NOTES ON THE ACCOUNTS (continued)

NRNEFZREEEHRES 12. Cash and short-term funds
£ Group #R47 Bank
2004 2003 2004 2003
EFRe RIFMmREZER Cash in hand and balances
Hith & ghils with banks and other
financial institutions 6,021 4,780 6,009 4,769
RER—EANEEZ Money at call and placings
TE B PR E 35 with banks maturing within
one month 55,907 62,566 29,269 30,759
B Treasury bills 6,270 4,557 6,270 4,557
68,198 71,903 41,548 40,085
BEEAMEFEFNAT Treasury bills are analysed
as follows:
RIEEERS Held for dealing purposes
- RF(EE — at fair value 2,347 484 2,347 484
BEHm Held-to-maturity
- BHR A — at amortised cost 3,923 4,073 3,923 4,073
- ATEEE — at fair value 3,938 4,073 3,938 4,073
%= 2 HA B FIERHAR Remaining maturity of
treasury bills:
-=EAR — within three months 1,167 174 1,167 174
-=ERAUREE—F — one year or less but over
three months 5,103 4,383 5,103 4,383
6,270 4,557 6,270 4,557
FiBEHFE LT © All treasury bills are unlisted.
13. —BRAUEZEHEREZE 13. Placings with banks maturing after one month
£ B Group #R1T Bank
2004 2003 2004 2003
ZE|AAEFIAEAR - Remaining maturity:
- —EAEE=MEA — three months or less but
over one month 10,838 15,576 5,331 13,577
-=@AAULEE—F — one year or less but
over three months 5,143 2,253 1,740 2,151
- —FNUEERF — five years or less but
over one year 250 200 250 200
16,231 18,029 7,321 15,928
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14. FHRE 14. Certificates of deposit

£ Group #R77 Bank
2004 2003 2004 2003
ZE|HIH FeR AR ¢ Remaining maturity:
- =@ AAEIERNEE B HA — three months or less but not
repayable on demand 8,076 1,870 5,947 1,867
-=—@ANREE—%F — one year or less but over
three months 12,742 10,171 11,585 10,161
- —FUEERF — five years or less but
over one year 12,231 16,642 11,884 16,634
- RFRE — over five years 541 - 541 -
33,590 28,683 29,957 28,662
BIEEERG Held for dealing purposes
- AT EE — at fair value 19 12 - =
REBR Held-to-maturity
- BEHRAR — at amortised cost 33,571 28,671 29,957 28,662
- R EE — at fair value 33,666 28,925 30,055 28,916
RZTZTNF - WERKKIEBRLE In 2004, there were no certificates of deposit intended to be held to maturity disposed
ERFEHM ERE (2T =F of prior to their final maturities (2003: Nil). All certificates of deposit are unlisted.
&) - FTBFEREHLIE LT -
5. BEEERECES 15. Securities held for dealing purposes
£ Group #817 Bank
2004 2003 2004 2003
NEEE At fair value
BT E 5 Debt securities
AL EEET Issued by public bodies
- PR R RERTT — central governments and
central banks 1,680 1,058 1,680 1,058
- H AR — other public sector entities 2 43 1 17
1,682 1,101 1,681 1,075
HHE Mg B AT Issued by other bodies
- R R E & ks — banks and other
financial institutions 59 108 - =
- — corporate entities 81 6 75
140 114 75 1
1,822 1,215 1,756 1,076
e Equity shares
M EET Issued by corporate entities 44 17 44 17
FIEEERB 2 BH10A% Total securities held for
dealing purposes 1,866 1,232 1,800 1,093
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5. B EEEREZFS (8)

NOTES ON THE ACCOUNTS (continued)

15. Securities held for dealing purposes (continued)

£ @ Group #R47 Bank
2004 2003 2004 2003
BEIEES Debt securities
EEE LM Listed in Hong Kong 693 939 693 930
EBEBAIM R Listed outside Hong Kong 7 5 = -
700 944 693 930
LMW Unlisted 1,122 271 1,063 146
1,822 1,215 1,756 1,076
= Equity shares
EBB LM Listed in Hong Kong 10 5 10 5
JE LT Unlisted 34 12 34 12
44 17 a4 17
1,866 1,232 1,800 1,093
BEISFEH 25 5 A FIgR AR Debt securities by
remaining maturity:
- =@ A NIBIERNE B HA — three months or less but not
repayable on demand 29 38 21 33
-=@AAULEE—F — one year or less but over
three months 165 191 151 138
- —FNUEERF — five years or less but
over one year 1,366 840 1,322 759
- RFE — over five years 262 146 262 146
1,822 1,215 1,756 1,076
fi% 2= Equity shares 44 17 44 17
1,866 1,232 1,800 1,093

FIEEE MG BEREFRRNGFRE
A2 OMBEERES SR ERE
RELZEERRFMAGREAMHE
MRAUMBRETBER ZFR - 1F
BE - UK TZEFESFHERHEEH
B e

ERFHEEERGE 2 EBES - LT 8

BEFRGFRE  MzEEHFEDH7
NEERBRZAEBEAER -
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The analysis of debt securities held for dealing purposes by remaining period to maturity
is disclosed in order to comply with the module on “Financial Disclosure by Locally
Incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the
Hong Kong Monetary Authority. The disclosure does not imply that the securities will be
held to maturity.

Debt securities held for dealing purposes exclude treasury bills and certificates of deposit
which are included under the respective headings in the balance sheet.



16. EFERX

16. Advances to customers

(REFER (a) Advances to customers
£ Group #R77 Bank
2004 2003 2004 2003
BPEFERE (16 (E) Gross advances to customers
(note 16(i) 252,940 231,999 199,683 172,339
R (Bt ek 16 () R (T)) Specific provisions
(notes 16(c) & (d)) (778) (1,432) (540) (1,037)
— R (FizE16 () General provisions
(note 16(c)) (289) (1,101) (226) (807)
251,873 229,466 198,917 170,495
ZE|H A FeRHAR Remaining maturity:
— BNEFRIHER — repayable on demand 12,515 11,488 12,426 11,344
- = (@A AEIERNEF 2 HA — three months or less but not
repayable on demand 24,701 20,341 23,466 17,555
- Z@EANRLEE—F - one year or less but over
three months 31,474 22,585 26,947 18,445
- —FUEERF — five years or less but
over one year 94,841 89,565 76,652 69,730
- RFENE — over five years 86,343 81,402 58,404 50,393
-BEf—EARE — overdue for more than
one month 897 1,375 587 818
- REER - non-performing advances 2,169 5,243 1,201 4,054
BFE BN Gross advances to customers 252,940 231,999 199,683 172,339
RERRAEMA (FTEE16 () Provisions for bad and
doubtful debts (note 16(c)) (1,067) (2,533) (766) (1,844)
251,873 229,466 198,917 170,495
BEFEFRANE R Included in advances
to customers are:
- B2 5K — trade bills 3,053 2,226 3,053 2,226
- RIBER%EH — provisions for bad and
doubtful debts (8) (17) (8) (17)
3,045 2,209 3,045 2,209
it BIEAE ’Wﬁﬂ}ﬁ?ﬁ%%ﬁ%ﬂﬁfi% The above maturity classifications have been prepared in accordance with the maturity
B 2 BEE HUR A [ A s 53 3R AT classifications contained in the module on “Financial Disclosure by Locally Incorporated

%%ﬁ%%%éﬁHxiZ%@\ﬁﬂ

o RIBZES - TREFBRXTRE
REEBEEE  BRRZEETER
BN OEE R ER - At AREH
Z B DR ERIER AR B 3 - IE K
EEBERHERE  RF2E8IIRER
5 o WHIZHR S B Bz RPEN
ZAMEE16(2) 2REESRMERE
Bz2EEHR - AEERTEHHER
WAREH - BEEFDEIIERIZ R
SIRABHAATR -

Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong
Monetary Authority. In accordance with the module, in the case of an advance which is
repayable by different payments or instalments, only that portion of the advance which
is actually overdue is reported as overdue. Any part of the advance which is not yet due
is reported according to its residual maturity unless the repayment of the advance is in
doubt, in which case the whole amount is reported as overdue. This classification of
overdue advances to customers for maturity profile purposes is different from the analysis
disclosed in note 16(f) for which the Hong Kong Monetary Authority’s module states
that if part of an advance is overdue, the whole amount of the advance should be
disclosed as overdue.
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16. EFER (#8)

NOTES ON THE ACCOUNTS (continued)

16. Advances to customers (continued)

() BEFEHEFEMLEE (b) Total provisions against gross advances to customers
£ Group #R47 Bank
2004 2003 2004 2003
% % % %
oK Specific provisions 0.31 0.62 0.27 0.60
— R General provisions 0.11 0.48 0.11 0.47
LB Total provisions 0.42 1.10 0.38 1.07
(R BEFERRERERS (c) Provisions against advances to customers
—ETmE 2004
£ Group
BRAE
IR —& A& Suspended
Specific General Total interest
—TTENFE—-HA—B#&H At 1 January 2004 1,432 1,101 2,533 293
F AR Amounts written off (761) = (761) (144)
W [e] 13 4 B bR 2 B3R (B %5 (1)) Recoveries of advances written
off in previous years (note 5(e)) 109 - 109 -
g S T BB s AR (L5 (1) New provisions charged to profit
and loss account (note 5(e)) 464 - 464 -
BBl 1855 R 2 24 (M55 (1) Provisions released to profit and
loss account (note 5(e)) (466) (812) (1,278) -
FRBRFE Interest suspended during the year - - - 60
1 5] & R FI) &, Suspended interest recovered = = = (92)
—TENF+_A=+—H#&#H% At 31 December 2004
(B =16 (FR)) (note 16(a)) 778 289 1,067 117
817 Bank
TR AIE
IR —& B Suspended
Specific General Total interest
—TENFE—-H—HER At 1 January 2004 1,037 807 1,844 221
F AR Amounts written off (602) = (602) (113)
W [e] 73 5 B bR 2 Bk (B %5 (1)) Recoveries of advances written
off in previous years (note 5(e)) 58 - 58 -
g S T BB s AR (L5 (1) New provisions charged to profit
and loss account (note 5(e)) 391 - 391 -
BBl B iR 2 2248 (it %5 (1K) Provisions released to profit and
loss account (note 5(e)) (344) (581) (925) -
FRBRFE Interest suspended during the year - - - 42
1 5] & R FI) 8, Suspended interest recovered = = = (78)
—EENE+=- A=+ —H&EH At 31 December 2004
(FfsE16 (FR)) (note 16(a)) 540 226 766 72
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16. 5EFER(8)
(R BFERFBRERE (&

16. Advances to customers (continued)

(c) Provisions against advances to customers (continued)

—EE=F 2003
&£ B Group
BRAE
L5273 —% A& Suspended
Specific General Total interest
—EE=F—HF—H#& At 1 January 2003 1,805 1,108 2,913 404
F AMBR Amounts written off (1,226) = (1,226) (196)
e [ 1 F B M 2 B 5k (BT a5 (1)) Recoveries of advances written off
in previous years (note 5(e)) 54 - 54 -
IS EE X BiE s AR (55 (1K) New provisions charged to profit
and loss account (note 5(e)) 1,167 - 1,167 -
B Ol 18 25 AR 2 48 (955 (1)) Provisions released to profit and
loss account (note 5(e)) (369) (6) (375) -
FRNBRFE Interest suspended during the year = = = 120
W Bl R F) 2 Suspended interest recovered = = - (35)
BEFE Exchange adjustment 1 (1) = =
TET=F+-A=1+—HB#%& At 31 December 2003
(P=E16 (FR)) (note 16(a)) 1,432 1,101 2,533 293
#8£1T Bank
BRFIE,
R —% A% Suspended
Specific General Total interest
—TE=F—-—H—H&EHR At 1 January 2003 1,409 783 2,192 326
F AR Amounts written off (954) - (954) (162)
W B 1 F B MR 2 Bk (B 55 (1)) Recoveries of advances written off
in previous years (note 5(e)) 40 - 40 -
I AR S R 25 AR (B9 EES (1K) New provisions charged to profit and
loss account (note 5(e)) 871 24 895 -
B BB &R 2 2245 (FiTaEs (X)) Provisions released to profit and
loss account (note 5(e)) (329) - (329) -
FRBRRA S Interest suspended during the year = - - 84
1 [B] & R F) 8, Suspended interest recovered = = = (27)
TET=F+-A=1+—HB#%& At 31 December 2003
(B =E16 (FR)) (note 16(a)) 1,037 807 1,844 221
LB AR EBEER TR ER] (M Suspended interest comprises both suspended interest netted against “Advances to

16 (F)) R IFEM R gt e ] (KT
24) BRI T Z EUF B ARIB AR IRR 2
T8 e

customers” (note 16(a)) and suspended interest netted against accrued interest receivable

n “Prepayments and accrued income”

(note 24).

— ==
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16. EFER (#8)

NOTES ON THE ACCOUNTS (continued)

16. Advances to customers (continued)

(MEFERZREERRES (d) Non-performing advances to customers and provisions
FMEEEBREEKEEIERAFNEZ Non-performing advances to customers on which interest has been placed in suspense
EEERRBERFINMOT ¢ or on which interest has ceased to accrue are as follows:
£ Group #R47 Bank
2004 2003 2004 2003
RERERE Gross non-performing advances
on which interest
- MEBEEBERERE — has been placed in suspense 2,171 5,182 1,196 3,987
- BEEILERFEFS — accrual has ceased 48 134 48 133
2,219 5,316 1,244 4,120
BRFE Suspended interest (50) (73) (43) (66)
RER* (MiE16(2)) Gross non-performing advances*
(note 16(f)) 2,169 5,243 1,201 4,054
FEaR 24 (FiaE16 () Specific provisions (note 16(a)) (778) (1,432) (540) (1,037)
RIZARFEE Net non-performing advances 1,391 3,811 661 3,017
RREBH RIEAR & Specific provisions as a
percentage of gross
non-performing advances* 35.9% 27.3% 45.0% 25.6%
RERHBE P ERLE Gross non-performing advances*
as a percentage of gross
advances to customers 0.9% 2.3% 0.6% 2.4%

* BEHBRBRAEIR -

* Stated after deduction of interest in suspense.

(R) WEZ2EE (e) Repossessed assets
Wl R EEREBERT The aggregate valuation of the repossessed collateral assets amounted to:
%= Group #R17 Bank
2004 2003 2004 2003
ez IR E E Repossessed collateral assets 320 506 127 201
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16. EFER (&

16. Advances to customers (continued)

()ERHZEFER (f) Overdue advances to customers
Ea=EANLZEFERREER The amounts of advances to customers which are overdue for more than three months
BFERZLENT : and their expression as a percentage of gross advances to customers are as follows:
—EENE 2004
£ Group #R77 Bank
% %
REFPEF Z2AGHFEE@E : Gross advances to customers* which
have been overdue with respect
to either principal or interest
for periods of:
- =@AREESREA — six months or less but over
three months 630 0.2 242 0.1
- ~NEAREE—F — one year or less but over
six months 401 0.2 156 0.1
- —FNE — over one year 572 0.2 325 0.2
1,603 0.6 723 0.4
BBz EFER (L) Overdue advances to customers
(as above) 1,603 0.6 723 0.4
B MEDERFTRE 2 R FER Less: overdue advances on which
interest is still being accrued (424) (0.1) (74) (0.1)
0 mEA =@ A A T REE - BRI Add: advances overdue for periods
BEHEBREEZEFER of three months or less, or
which are not yet overdue,
and on which interest has
been placed in suspense
-~ HIAEBRREFER — included in rescheduled
advances 430 0.2 186 0.1
- Hfth — other 560 0.2 366 0.2
REERR (FE16(T)) Gross non-performing advances
(note 16(d)) 2,169 0.9 1,201 0.6

* BHBRBRAEBIIR o

* Stated after deduction of interest in suspense.
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16. EF &R (4)
(B)BAMZEFER (@)

16. Advances to customers (continued)

(f) Overdue advances to customers (continued)

—ZEE=F 2003
£ @ Group #R47 Bank
% %
REFEF*Z2AGHFEEEE : Gross advances to customers* which
have been overdue with respect
to either principal or interest
for periods of:
-=@AANREEREA — six months or less but over
three months 1,297 0.5 772 0.5
- A~NERUREE—F — one year or less but over
six months 858 0.4 390 0.2
- —FE — over one year 1,152 0.5 750 0.4
3,307 1.4 1,912 1.1
BBz EFER (L) Overdue advances to customers
(as above) 3,307 1.4 1,912 1.1
B FBINIERFTERIE 2 B R P E R Less: overdue advances on which
interest is still being accrued (1,108) (0.5) (489) (0.3)
N A= B S A T e R B e - B R Add: advances overdue for periods
BEEBEREEZEFER of three months or less, or
which are not yet overdue,
and on which interest has
been placed in suspense
- IABBEFER — included in rescheduled
advances 1,536 0.7 1,257 0.8
- HAth — other 1,508 0.7 1,374 0.8
RERR (FFeE16(T)) Gross non-performing advances
(note 16(d)) 5,243 2.3 4,054 2.4

* BEHBRBRAEIR -

ERRIPRAZER  SEASHAE
A - WRFLRAREE - BIZIE
BHRE EHMOMEREZER  5E
R-REFEH  MRELEBDARE
B AFEREERE - BRIHE
K BERERAXEEFRA - B
RARRIERER  HERCBEER
AEBAOEERER - MUtER AR
Bt BER - TR R R -
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*

Stated after deduction of interest in suspense.

Advances with a specific repayment date are classified as overdue when the principal or

interest is overdue and remains unpaid at the year-end. Advances repayable by regular

instalments are treated as overdue when an instalment payment is overdue and remains

unpaid at the year-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.



16. EFER (&) 16. Advances to customers (continued)

(R EBZEFER (g) Rescheduled advances to customers
BREIEFEFRREHBEFER Z The amount of rescheduled advances and its expression as a percentage of gross advances
=M : to customers* are as follows:
£ Group #8217 Bank

% %
—ZENE 2004 1,553 0.6 1,273 0.6
—ET=F 2003 2,608 1.1 2,326 1.3
* BIBRBRA SR o * Stated after deduction of interest in suspense.
I EBRREFPERE TEIEEREN Rescheduled advances to customers are stated net of any advances that have subsequently

ElE Das=EANEZEFE become overdue for over three months and are included in overdue advances to customers
R ZEERERER LiKE16(2) set out in note 16(f) above.
AR o

(B EFERZHEDYEDI (h) Segmental analysis of advances to customers by geographical area

BEEFER MBS EKBRE AT Advances to customers by geographical area are classified according to the location of
- K5 RE R Mzz A =1&im & the counterparties after taking into account the transfer of risk. In general, risk transfer
o E—MRIBRT  BERZERAR applies when an advance is guaranteed by a party in an area which is different from that
EMEERZER - H'Jﬂ%i%’?%iﬂ% of the counterparty. At 31 December 2004, over 90% of the Group’s and the Bank’s
AZFEHE - BE—TTWF+—A advances to customers and the related non-performing advances and overdue advances
=+—H AERERBRIZEFEFRR were classified under the area of Hong Kong (unchanged from position at 31 December
FRAZREREGHERBEAD 2N 2003).

+HE S EEBMBEER (B _TT=

F+ZA=+—HER) °
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16. EFER (#8)
(B)BFERZITX5E
BREBSHEEBRZTENERES
ZHEEFER (BNBREXRHNE) DT
P

NOTES ON THE ACCOUNTS (continued)

16. Advances to customers (continued)
(i) 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:

£ @ Group #R47 Bank
2004 2003 2004 2003
EEBERACZER Gross advances to customers for
use in Hong Kong
T mERE@ZE Industrial, commercial and
financial sectors
- MEERE — property development 12,818 16,828 12,020 16,176
- MEERE — property investment 44,755 34,555 41,757 31,313
- e@hE — financial concerns 3,996 6,109 3,986 5,220
- RELLK — stockbrokers 314 226 314 226
-HEBERTEFE — wholesale and retail trade 5,460 4,376 5,419 4,298
- BlEE — manufacturing 4,389 2,556 4,221 2,513
- B MERRE — transport and transport
equipment 11,173 10,139 2,984 3,661
- Hfb — other 22,017 17,727 20,618 16,063
104,922 92,516 91,319 79,470
&A Individuals
-BEEEEHEEE] - [RRAZ — advances for the purchase of
EREEEIRIBEEEEE flats under the Government
ZEERIBER Home Ownership Scheme,
Private Sector Participation
Scheme and Tenants
Purchase Scheme 26,496 30,431 933 1,090
- BEHEMEEMEZIRIBER — advances for the purchase of
other residential properties 80,212 79,830 66,824 62,995
- FARER — credit card advances 6,534 5,430 6,534 5,429
- Hfb — other 7,122 5,779 6,992 5,628
120,364 121,470 81,283 75,142
EEBERACZEREE Total gross advances for use in
Hong Kong 225,286 213,986 172,602 154,612
BEImE Trade finance 15,545 11,322 12,657 11,322
EBBAIMER 2 E K Gross advances for use outside
Hong Kong 12,109 6,691 14,424 6,405
BEEHERE (16 () Gross advances to customers
(note 16(a)) 252,940 231,999 199,683 172,339
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16. EFER (&

(R BMEHEZREFH
EFEFRABEAREEELE 2/
EHEREBENETES 2 RHBIRE
FE - MERN—RABMEE— T4
W AEEERHRRARBAEREE
HERBZREE - EFRZHKERK

16. Advances to customers (continued)
(j) Net investments in finance leases

Advances to customers include net investments in equipment leased to customers under
finance leases and hire purchase contracts having the characteristics of finance leases.
The contracts usually run for an initial period of 5 to 20 years, with an option for acquiring
the leased asset at nominal value at the end of the lease period. The total minimum
lease payments receivable and their present value at the year-end are as follows:—

HeABEREREFIINT

£ 8 Group

2004 2003
BEEE Finance leases 68 -
FAEE A 4 Hire Purchase contracts 8,955 6,914
9,023 6,914
—ZEENE 2004
%8 Group
AR FEU
HeRE HHUER 2 RIEER
Present FEWA HewsE
value of Interest Total
minimum income minimum
lease relating lease
payments to future payments
receivable periods receivable
EYIEE - Amounts receivable:
- —FUA - within one year 897 205 1,102
- —FUEERF — after one year but within five years 2,553 605 3,158
- AFENRE — after five years 5,584 828 6,412
9,034 1,638 10,672
RIEBIRER Provisions for bad and doubtful debts (11)
BMEHEREBEHNZIREFE Net investments in finance leases and
hire purchase contracts 9,023
—EET=F 2003
%8 Group
AR FEU
HeRE HEUER 2 RIKFER
Present FEWA HewsE
value of Interest Total
minimum income minimum
lease relating lease
payments to future payments
receivable periods receivable
EYIEE - Amounts receivable:
- —FUA — within one year 708 203 911
- —FUEERF — after one year but within five years 2 143 606 2,749
- AFUE — after five years 4,077 766 4,843
6,928 1,575 8,503
RIEBIRER Provisions for bad and doubtful debts (14)
HEEHZZEFE Net investments in hire
purchase contracts 6,914

REZRRTTERERERBEREALN
(ZZTZT=F : ) -

There were no finance leases and hire purchase contracts maintained by the Bank at the

balance sheet date (2003: Nil).
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AR TH M & (@ NOTES ON THE ACCOUNTS (continued)

17. 7/ REHRERAT 17. Amounts due from/to ultimate holding company
REE AW AT AR FEERAR There were no amounts due from or due to ultimate holding company at the balance
(BT =F : @\) o sheet date (2003: Nil).
18. 7/ REBERLAAR 18. Amounts due from/to immediate holding company and
ERSEN - PG| fellow subsidiary companies
B SAE R BB A R K R & R Details of the balances due from and due to immediate holding company and fellow
ANAEIFEFIITE ¢ subsidiary companies are as follows:
£ @ Group #R47 Bank
2004 2003 2004 2003
HEFER - Amounts due from:
7R & R A7 R 3 & & ik Cash in hand and balances with
banks and other financial
institutions 1,227 1,043 1,216 1,039
TERE M A =5 B A R EAR ¢ Placings with banks with
remaining maturity:
-—@AR — within one month 1,164 9,092 577 4,114
- —EALEE=MA — three months or less but over
one month 389 1,972 - 1,195
-=ERAUREE—F — one year or less but over
three months 859 136 - 136
- —FUEERF — five years or less but over
one year 4 4 4 4
2,416 11,204 581 5,449
TFRFEZEEH B FIgREAR - Certificates of deposit with
remaining maturity:
- = AR AEFEENREFF HA — three months or less but not
repayable on demand 199 500 199 500
- ZEAANREE—F — one year or less but over
three months 138 248 138 248
- —FHUEERF — five years or less but over
one year 394 468 394 468
731 1,216 731 1,216
HitnZEZ 5 H A FIeR AR - Other assets with
remaining maturity:
-=@AR — three months or less 218 239 217 232
-=@AAULEE—F — one year or less but over
three months 3 3 1 3
- —FUEERF — five years or less but over
one year 3 10 3 10
224 252 221 245
4,598 13,715 2,749 7,949
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18. 7/ REBERLATR

18. Amounts due from/to immediate holding company and fellow

FERAMNE AT (&) subsidiary companies (continued)
£ Group #R817 Bank
2004 2003 2004 2003
#RIER - Amounts due to:
BEPER Customer accounts
- BifEFREASEAE - LR TFHR — with agreed maturity dates or
HEtE periods of notice, by remaining
maturity:
- =18 A A1E 3ERN I 2 HR — three months or less but not
repayable on demand 147 155 147 155
- ZEARAREE—F — one year or less but over
three months 18 38 18 38
165 193 165 193
RZEFR Deposits from banks
- BN 2| HR — repayable on demand 72 76 72 76
- BREFREASGEAE - AR TFERK — with agreed maturity dates or
HEtHE - periods of notice, by remaining
maturity:
- =B ARE RN 2 ER — three months or less but not
repayable on demand 3,229 189 3,229 189
- =EAREE—F — one year or less but over
three months - 1,527 - 1,527
3,301 1,792 3,301 1,792
Hiv B EZ 5/ H A FeR AR Other liabilities with
remaining maturity:
-=@ARA — three months or less 462 424 432 370
- =ERAREE—F — one year or less but over
three months - 3 - 3
462 427 432 373
3,928 2,412 3,898 2,358
19. Kt B 2 & K&K 19. Amounts due from subsidiary companies
i/ AR KRS AT Details of the amounts due from subsidiary companies are as follows:
2004 2003
FEHGFHREZXZ=EH B FIsRERE ¢ Placings with financial institutions with
remaining maturity:
-—@AA — within one month 56,281 54,433
- —@EAREE=[EA — three months or less but over one month 48,517 53,010
- Z@EANRLEE—F - one year or less but over three months 137 202
104,935 107,645
EHRERAZHBARER Loans to subsidiary companies with no repayment term 2,143 2,326
HiEEZZ A RABEA=B@ARN Other assets with remaining maturity of three months
or less 2,246 407
109,324 110,378
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NOTES ON THE ACCOUNTS (continued)

20 REARE 20. Long-term investments
(R REARE (a) Long-term investments
£ Group #R47 Bank
2004 2003 2004 2003
F5 2 B 2 (B 15 38 A5 SR AN N BR R (E Held-to-maturity debt securities
1 at amortised cost less provisions
for impairment 136,078 111,750 107,112 85,935
KRELREZATEE Equity investments at fair value 1,947 2,131 2 2
138,025 113,881 107,114 85,937
() RBAREZREEE (b) Carrying value of long-term investments
£ B Group #R1T Bank
2004 2003 2004 2003
BEHRZ EBRESA Held-to-maturity debt securities
NHEBEEIET Issued by public bodies:
— PR KRR RIRTT — central governments and
central banks 15,697 12,408 15,011 10,770
- Efh N — other public sector entities 12,349 12,365 9,780 10,586
28,046 24,773 24,791 21,356
M E A B R AT Issued by other bodies:
- RFEREAMS RS — banks and other financial
institutions 88,459 68,230 67,386 50,702
- % — corporate entities 19,573 18,747 14,935 13,877
108,032 86,977 82,321 64,579
136,078 111,750 107,112 85,935
REHEE Equity investments
AT Issued by corporate entities 1,947 2,131 2 2
138,025 113,881 107,114 85,937
BEHRZ EBRS Held-to-maturity debt securities:
BB LM Listed in Hong Kong 5,720 3,001 5,720 3,001
EBEBAIME Listed outside Hong Kong 27,138 24,687 1,629 750
32,858 27,688 7,349 3,751
JE LT Unlisted 103,220 84,062 99,763 82,184
136,078 111,750 107,112 85,935
RERE : Equity investments:
BB LM Listed in Hong Kong 1,076 1,313 - =
EBEBAIME Listed outside Hong Kong 134 87 - -
1,210 1,400 - _
JELT Unlisted 737 731 2 2
1,947 2,131 2 2
138,025 113,881 107,114 85,937

166 | B4R Hang Seng Bank




20. REIRE (&) 20. Long-term investments (continued)
() REBREZREMEE @) (b) Carrying value of long-term investments (continued)

RERZEBESFUKAEYR - I Held-to-maturity debt securities are stated at cost, adjusted for the amortisation of
B et & B B A\ B AR = BT B LD (B 2 premiums and accretion of discounts over the period from the date of purchase to the
HRTEZIEE -  REREUATFEE date of maturity. Equity investments are stated at fair value. The carrying values are net

I BR o BREEE D HRIBE 2 2R - of provisions for impairment.
(M EZHRzEBERES 2 ATLEE (c) Fair value of held-to-maturity debt securities
£ Group #R17 Bank
2004 2003 2004 2003
2R EBES Held-to-maturity debt securities
HA BT Issued by public bodies:
- PRI & RERTT — central governments and
central banks 15,955 12,578 15,277 10,906
- Hib R — other public sector entities 12,670 12,763 10,077 10,952
28,625 25,341 25,354 21,858
HE Mg 1T Issued by other bodies:
- R R E & ks — banks and other financial
institutions 88,603 68,375 67,531 50,849
- ¥ — corporate entities 19,745 18,929 15,095 14,015
108,348 87,304 82,626 64,864
136,973 112,645 107,980 86,722
RERREBES Held-to-maturity debt securities:
EREB LM Listed in Hong Kong 5,822 3,074 5,822 3,074
BB AIMBE T Listed outside Hong Kong 27,154 24,790 1,629 752
32,976 27,864 7,451 3,826
JE LT Unlisted 103,997 84,781 100,529 82,896
136,973 112,645 107,980 86,722
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AR TH M & (@ NOTES ON THE ACCOUNTS (continued)

20. REIRE (&) 20. Long-term investments (continued)
(M BFZEHRZEBBEHRIGE DN (d) Maturity analysis of held-to-maturity debt securities

FRBEER 2 EEBEHRIEBBE S The maturity profile of the above held-to-maturity debt securities categorised by the
(BARLZEEBEALHRA 2 ReLHRH) remaining period from the balance sheet date to the contractual maturity date is as
O follows:

£ @ Group #R47 Bank
2004 2003 2004 2003
ZEHAE R ¢ Remaining maturity:
— BN E B — repayable on demand = 78 = -
- =@ R AEFEENREFZ EA — three months or less but not
repayable on demand 8,162 6,827 6,347 4,786
-=ERAUREE—F — one year or less but over
three months 20,742 17,474 15,440 11,240
- —FUEERF — five years or less but over
one year 100,687 82,130 79,078 64,668
- AFEMNUE — over five years 6,487 5,241 6,247 5,241
136,078 111,750 107,112 85,935

BEZHR2EEIEFRNENBBEA Debt securities intended to be held to maturity with an amortised cost of HK$233 million

HEZHENAREE _E=T=88 (2003: HK$582 million) were disposed of prior to maturity. The related loss recognised

T (ZEZ=F: ABARNT=EE amounted to HK$5 million (profit recognised for 2003: HK$40 million). Such disposals,
gL) o HEZEMNABEABRET (ZF representing 0.1% of total held-to-maturity debt securities (2003: 0.3%), were approved
T=F: BEOTET) - ZFHEM by the Asset and Liability Management Committee, and were generally made to modify

RERREEIEFEEA D 2T — the maturity and risk profile of portfolios.

(ZEZ=F: AN ZTHD)  LKH

BEBREEZBGIE  AEARE

B A 2 BIE A RER &S -
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21. MBARRE

21. Investments in subsidiary companies

AITEZEMBARMLT ¢ The principal subsidiary companies of the Bank are:
i@
YNCIES Place of FEXR BERTERKRAEE
Name of company incorporation Principal activities Issued equity capital
BERBERAR BB B RIF R R T
Hang Seng Finance Limited Hong Kong Deposit-taking and lending HK$1,000,000,000
BAERERRAA B B BT
Hang Seng Credit Limited Hong Kong Lending HK$200,000,000
BAERT (BRE) ARAF Ers RITHT E
Hang Seng Bank (Bahamas) Limited Bahamas Banking Us$1,000,000
BAEK (BRE) ERAR ErE & R AR eV
Hang Seng Finance (Bahamas) Limited Bahamas Finance US$5,000
BAERTEFERRAF BB = FEIRTS BT
Hang Seng Bank (Trustee) Limited Hong Kong Trustee service HK$3,000,000
B4 (REAN)BRAR B KI2ABRTS BT
Hang Seng (Nominee) Limited Hong Kong Nominee service HK$100,000
BEASREERRA A BB RIKES R ASRE T
Hang Seng Life Limited Hong Kong Retirement benefits HK$220,000,000
and life assurance
BERBRERAG B e BT
Hang Seng Insurance Company Limited Hong Kong General insurance HK$84,184,570
BEBEEE FLA)BRAF CIMIIES EER N IT
Hang Seng Asset Management Pte Ltd Singapore Fund management SG$2,000,000
BEREEBEERAA B BEeERE BT
Hang Seng Investment Management Hong Kong Fund management HK$10,000,000
Limited
BEREGRAT e RE BT
Haseba Investment Company Limited Hong Kong Investment holding HK$6,000
BEFESFERAG B B4 T
Hang Seng Securities Limited Hong Kong Stockbroking HK$26,000,000
BEERBRAA BB ’E BT
Yan Nin Development Company Limited Hong Kong Investment holding HK$100,000
B RBSE R A A B TR RIRME AR RS BT
HSI Services Limited Hong Kong Compilation and dissemination HK$10,000
of the Hang Seng share index
BEYEEEFARAA B MEER BT
Hang Seng Real Estate Management Hong Kong Property management HK$10,000

Limited

BREEABSRBRERARABSNTHER
DZE+REREGHEEERASI
ERERBERATZEENBARR -
BREERBEERARBHEZEFIAN &
MBABRIHEATEERE - SARIZ
TEELHEREFMISRAER o

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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22. BERNARE

22. Investments in associated companies

%8 Group $R4T Bank
2004 2003 2004 2003
B8 A IE - T B & A R AR 15 AR AR Unlisted investments, at cost = = 1,634 =
FEMREE R RIFEE Share of net assets 2,095 549 = =
REHEE Goodwill unamortised 302 = = -
2,397 549 1,634 -
£ & Group #17 Bank
2004 2003 2004 2003
HERNRBEFINZEEFERIER Loans to associated company
(KtzE16) included under “Advances
to customer” (note 16) 233 229 - -
GENREFEBIREFRS R Amount due from associated
EHEe|EA (HE12) company included under
“Cash and short-term funds”
(note 12) 31 - 31 -
264 229 31 -
FEBHEQRMAT ¢ The principal associated companies are:
S it [ SEEIRA Z =
NGIEZY ! Place of incorporation FEER Group's interest in BEITIRA

Name of company

and operation Principal activity equity capital Issued equity capital

Barrowgate Limited

FEERITRDBR A A
Industrial Bank Co., Ltd.

Barrowgate Limited 2 # z HIR1TT — 2 &
MEBARRA @ BERITROHERAA
ZERARRITERERSA °

REFEGTEBEF % BERQ
AVIER R RE S —H R REREES
BEEEZBAT  MBERZZEN
BIE2ENBREEBR EZRE - A
Z B HEARSHBARRERARZHER
A o BRIEFIABMARGIR - —RM= -
HAE-RARIRAD 2 - THRETS
RRERERTES - MERKREERB
BRI - A A R REEE LKA ET
R MATBRERZEREEALR - M
RATAERRMARZRITENERE L
A[EERTIZESTERNITEES -
A N2 ELRFBIZ - BULBRRTT
WREARITTZHE AR - LHIRIKE
AR DA ARR - BR8N 7T7 FE 45
KRT 2B MBI - ATERIFE
FEIRTTIZ BRI 3R A A R B .
FEENAEE—ZTNFAA=THZ
RARE  BBARXRTERN-F
TNFRATHE-_TZENFAA=
THRZEEEZERITHFRAAR - BA
FRIRITAE £ 2 BB T R — B
i EHEHcEABENEET -
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BB MERE BT

Hong Kong Property investment  24.64% HK$10,000

I R1T AR

People’s Republic Banking 15.98% RMB3,999,000,000

of China

The interest in Barrowgate Limited is owned by a subsidiary company of the Bank. The
interest in Industrial Bank Co., Ltd. is owned directly by the Bank.

In accordance with the Hong Kong Statement of Standard Accounting Practice 10, an
associated company is an entity over which a company has the ability to significantly
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 Group’s investment in Industrial Bank
Co., Ltd. (IB) has, however, been accounted for as an associated company using the
equity method, by which the Group will recognise its share of the profits and losses
earned by IB. This reflects that the Group has representation in both the Board and
Executive Committee of IB, and the ability to participate in the decision making process.
The Group has recognised its share of IB's net profit from the date of acquisition on 20
May 2004 to 30 September 2004 based on the most up to date accounts available
which were prepared in accordance with International Financial Reporting Standards
and have been reviewed by IB’s auditors. Goodwill on acquisition has also been amortised
over the same period and the amount amortised was HK$9 million.



2. EFEEEE

23. Tangible fixed assets

(R BEFEEEE (a) Tangible fixed assets
—EENE 2004
&£ E Group
"B
77 4E  Investment B &%
Premises properties Equipment Total

A A E - Cost or valuation:
—ETNE—-F—B&EH At 1 January 2004 6,181 2,956 2,642 11,779
FHNEE Additions 1 - 147 148
FALE Disposals (4) (150) (48) (202)
MR EMITILZ RBINE Elimination of accumulated

depreciation on

revalued premises (152) - - (152)
BhIEE Surplus on revaluation
- ERATH R IR E Y XS S — credited to premises and

investment properties

revaluation reserves 1,458 618 - 2,076
- EFERR - credited to profit and

loss account 148 - - 148
AR Transfers 41 (41) _ _
—TENFF+_A=+—H#&H% At 31 December 2004 7,673 3,383 2,741 13,797
Z2FINE Accumulated depreciation:
—ZEENFE—-A—BER At 1 January 2004 - - (2,214) (2,214)
FERZE(FFEES(T)) Charge for the year (note 5(d)) (152) - (165) (317)
HE®RED Written off on disposal = - 51 51
W EGTIE 2 28T E Elimination of accumulated

depreciation on

revalued premises 152 - - 152
—EENFE+_A=+—H#&H% At 31 December 2004 - - (2,328) (2,328)
—ETE+— A=+ BREFE Net book value at

31 December 2004 7,673 3,383 413 11,469
—EE=F+-A=+—BEREFE Net book value at

31 December 2003 6,181 2,956 428 9,565
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2. BEREEEE (&)

NOTES ON THE ACCOUNTS (continued)

23. Tangible fixed assets (continued)

(R EFEEEE (&) (a) Tangible fixed assets (continued)
—ETWmE 2004
#R4T Bank
REME
T HE  Investment & B a5
Premises properties Equipment Total
AR 1A : Cost or valuation:
—TENME—f—B&EH At 1 January 2004 4,947 1,820 2,620 9,387
FAEE Additions - - 146 146
FAHE Disposals ()] (143) (48) (195)
MBREMITIL 2 RIEHE Elimination of accumulated
depreciation on
revalued premises (124) - - (124)
EHLEE Surplus on revaluation
- ERTHE R E M E SRS — credited to premises and
investment properties
revaluation reserves 1,257 409 - 1,666
- EFERER — credited to profit and
loss account 15 - - 15
AR Transfers 40 (40) = =
—EENF+ A =+—HB#%&#H% At 31 December 2004 6,131 2,046 2,718 10,895
ZRBITE - Accumulated depreciation:
—ETNF—F—H&EH At 1 January 2004 - - (2,194) (2,194)
FRZE Charge for the year (124) - (164) (288)
& &R El Written off on disposal = = 50 50
MBRE LTI 2 RIEHE Elimination of accumulated
depreciation on revalued
premises 124 - - 124
—EENF+ A =+—HB#%&#H% At 31 December 2004 - - (2,308) (2,308)
—ETNF+ - A=+—HEEFE Net book value at
31 December 2004 6,131 2,046 410 8,587
—ET=F+-A=+—HEEFE Net book value at
31 December 2003 4,947 1,820 426 7,193
(Z)ITH RIRE Y 2 BREFERE (b) The net book value of premises and investment properties comprises:
%8 Group $R4T Bank
2004 2003 2004 2003
GEFOE: 2YE S Leaseholds
BERA Held in Hong Kong
- REFEA (R FEa A +4) — long leases
(over 50 years unexpired) 3,700 3,129 2,361 2,044
- FEED RRFHETERTF) — medium leases
(10 to 50 years unexpired) 7,286 5,937 5,746 4,652
BRI Held outside Hong Kong
- REIFAL (RIspF 8@ A +4) - long leases
(over 50 years unexpired) 3 4 3 4
- FEED RRFHETZERTF) — medium leases
(10 to 50 years unexpired) 67 67 67 67
11,056 9,137 8,177 6,767
EhaiE Of which
el Premises 7,673 6,181 6,131 4,947
REMZE Investment properties 3,383 2,956 2,046 1,820
11,056 9,137 8,177 6,767
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2. 5 FKEEEE ()

AN-ZEMFNA=TH  AEEZ
TR R ECHEBTEER T
SR BEITEERITE RS - WHEE &M
EE-_FTE+—F=+—H2Z(HE
VEEAZKE - ZEEIHITEEE
HEMEee BB R 2 HEMTE - &
flr 2 BE TR BITH S AR 2 AT
BEERRREYEZ ARTSEE -

(T) Tt RBREWESHRE/ (RIE)

23. Tangible fixed assets (continued)

(c) The Group’s premises and investment properties were revalued by DTZ Debenham
Tie Leung Limited, an independent professional valuer, at 30 September 2004, who
confirmed that there had been no material change in valuations at 31 December 2004.
The valuations were carried out by qualified persons 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.

(d) Surplus/(Deficit) on revaluation of premises and investment properties

£ Group #R77 Bank
2004 2003 2004 2003
HEE/ () MEE S Credited/(charged) to property
revaluation reserves
- (T E G — premises revaluation reserve 1,458 (345) 1,257 (336)
- BEYEE GRS (IEE30) — investment properties revaluation
reserve (note 30) 618 (273) 409 (170)
- FEIEEEE A R EZ BE/ CRE) — share of revaluation surplus/
GiEE=) (deficit) of an associated
company (note 30) 154 (125) - -
2,230 (743) 1,666 (506)
#EFE/ () Bk Credited/(charged) to profit and
loss account
- 174k — premises 148 (37) 15 -

(R) BEBBRAZEZHITUIHNAGE
S8R o 2 LARK AR B RIE YT & 77 A 5
iR HREDFERISMT :

(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:

%= H Group #R17 Bank
2004 2003 2004 2003
+=—A=+—HERmEFE Net book value at 31 December 2,647 2,712 1,582 1,623

B)AEFRRHE2REMETBR2H
8- REHEZEAFH—REMF -
AR B IR B R R E R A R K
RIEMMA - ZEHEWEBEREHE

KEREE_TSTNF 2 KBS KA
AEE_B-_EBLT(CEZT=F %
M_E—FTEL) - AFERNLTEBE
KEMSWA (ZBET=4F: &)

REE 2 TR HHZEEHER TIIRR
HifS 2 BB S AT T

(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$202 million in 2004
(2003: HK$210 million). There was no contingent rental recognised during the year
(2003: Nil).

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

&5 Group #R17 Bank
2004 2003 2004 2003
—FUT Less than one year 167 165 106 105
—FNEERF Five years or less but over one year 108 79 77 50
275 244 183 155
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AR TH M & (@ NOTES ON THE ACCOUNTS (continued)

24 HittEE 24. Other assets
£ @ Group #R47 Bank
2004 2003 2004 2003
RMEFECEEABRAIIFE - Unrealised gains on off-balance
EXRAEMITETREERN 2 sheet interest rate, exchange rate
REBR AT and other derivative contracts
which are marked-to-market 1,507 1,664 1,507 1,664
EEREIB (KiE7 (R) K25 (F)) Deferred taxation (notes 7(c) & 25(a)) 11 52 = =
) 2 4% E e AR TE ltems in the course of collection
from other banks 4,456 3,244 4,456 3,244
TR R B W ER Prepayments and accrued income 2,350 2,179 1,900 1,626
BERERBE AR RARBREE Long-term assurance assets
attributable to policy holders 8,291 4,982 - -
H b ARIE Other accounts 3,763 3,815 1,712 2,281
20,378 15,936 9,575 8,815
ZE|AAEFIAEAR - Remaining maturity:
-=@EAA — three months or less 9,165 8,811 8,301 8,096
-=@AAULEE—F — one year or less but over
three months 1,121 770 920 536
- —FUEERF — five years or less but over
one year 928 183 319 166
- RFE — over five years 9,133 6,135 29 9
20,347 15,899 9,569 8,807
— B ER* — overdue®
- =AU EEAREAR — six months or less but over
three months 4 5 - 1
- A~NEAREE—F — one year or less but over
six months 3 8 1 2
- —FHE — over one year 24 24 5 5
31 37 6 8
20,378 15,936 9,575 8,815
* PR RBrEmnEETERBEEIR * Represents mainly by overdue interest receivable included under “Prepayments and accrued
R BT 2 @R A S - income”.
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25. IEFEF 18
(F)ERREZECEHESERARE

EEABRAZELERE (BE)/AE

25. Deferred taxation

(a) Deferred tax assets and liabilities recognised

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

ZEBHEREFREEMOT : and the movements during the year are as follows:
£ Group
bl
T BIR %R LIEISS
e fRERE
Depreciation =
allowances  Revaluation
in excess of properties ~ —AR%EH
of related and equity General HAfh A%
depreciation  investments  provisions Other Total
REBTE 2 DT Analysis of deferred
tax assets and liabilities:
—TTENFE—-A—HEHR At 1 January 2004 20 685 (192) 78 591
XE/ () Bk (7 () Charged/(credited) to
profit and loss
account (note 7(a)) 1 (60) 142 96 179
SHIGEFEELERIE Deferred tax on net
revaluation surpluses - 260 - - 260
—ETNE+_A=+—H&EH At 31 December 2004 21 885 (50) 174 1,030
—ET=F—F - A&H At 1 January 2003 20 685 (177) 34 562
L/ (i) B8R (=7 () Charged/(credited) to
profit and loss
account (note 7(a)) - (4) (15) 44 25
B ERE CEERIE Deferred tax on net
revaluation surpluses - 4 - - 4
—ET=F+-A=1+—H&#H% At 31 December 2003 20 685 (192) 78 591

ZZTNFFHR Annual Report 2004

175



AR 18 ft & @)

25 EFEF I (48)
(F)ERRAZEEHELEEREE (5

NOTES ON THE ACCOUNTS (continued)

25. Deferred taxation (continued)

(a) Deferred tax assets and liabilities recognised (continued)

#£1T Bank
bl
Fif7IPR &8 LIEYY
e REHRE
Depreciation EXE

allowances  Revaluation

in excess of properties ~ — AR
of related and equity General HAh A%
depreciation  investments  provisions Other Total

BT E 2 DM

—TTENE—A—B&ER

XE/ GE) Bk

ERBEFRIELHA

—ETWEF A=+ —BHEH

—TE=F—H—H&R
SLH/ () 1B BR

—FE=F+-A=t—A&H

Analysis of deferred

tax assets and liabilities:
At 1 January 2004 33 591 (141) (56) 427
Charged/(credited) to

profit and loss

account 1 (13) 102 26 116
Deferred tax on

net revaluation

surpluses - 226 - - 226
At 31 December 2004 34 804 (39) (30) 769
At 1 January 2003 36 592 (125) (70) 433

Charged/(credited) to
profit and loss

account (3) (1) (16) 14 (6)

At 31 December 2003 33 591 (141) (56) 427
& & Group #R1T Bank

2004 2003 2004 2003

REEBBEXRAER
IR IEE IR HE
(M5 7(R) &24)

REEBBERANER
FEFIBE EFE
(B3E 7 (A) }28)

(2) RERZEEREEE

REER  AREMBARPAKE T
RZRBEE 2 RERRTETRIAE EE
BE=THAET(ZZZT=F : B%
MT=B&T) - REEEEERED
B -

(R) RAERAZEEHREEE

MN-TTOF » WEARERZELEHREA
BECEZ=F:&) -
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Net deferred tax assets recognised
on the balance sheet
(notes 7(c) & 24) (11) (52) - -

Net deferred tax liabilities
recognised on the balance
sheet (notes 7(c) & 28) 1,041 643 769 427

(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$34 million (2003: HK$43 million) which are
considered unlikely to be utilised. The tax losses do not expire under current tax legislation.

(c) Deferred tax liabilities not recognised

There were no deferred tax liabilities not recognised in 2004 (2003: Nil).



26. AR - ERAEMER

26. Current, savings and other deposit accounts

£ Group #R77 Bank

2004 2003 2004 2003

BEPER Customer deposit accounts:
— ERTFR — current accounts 57,290 48,568 57,290 48,568
- EEEX - savings accounts 224,893 205,769 224,893 205,769
- E B R H Ath 175K — time and other deposits 165,123 177,634 155,699 167,730
EHERE Certificates of deposit in issue 15,464 7,927 15,464 7,927
BEHEMEKES Other debt securities in issue 646 15 646 15
463,416 439,913 453,992 430,009

BPER - BHERENRE D EMER

BLEBR T EZRRIMAOT ¢

The analysis of remaining maturity of customer deposit accounts, certificates of deposit

in issue and other debt securities in issue is as follows:

£ Group #R817 Bank
2004 2003 2004 2003
BRPER Customer deposit accounts
BV ERF 21| 2R Repayable on demand 304,453 281,296 303,521 280,512
B EFRERSmAE With agreed maturity dates or
AR T 17 5 HART & - periods of notice,
by remaining maturity:
- =& A A1 3EBN I 2 HR — three months or less but not
repayable on demand 128,752 139,123 120,282 130,055
- Z@EANRLEE—F - one year or less but over
three months 7,707 7,474 7,685 7,422
- —FUEERF — five years or less but over
one year 5,741 3,720 5,741 3,720
- RFENE - over five years 653 358 653 358
447,306 431,971 437,882 422,067
B HERE Certificates of deposit in issue
ZEHA B R ¢ Remaining maturity:
- =@ A NEIERNR 2 EA — three months or less but not
repayable on demand 252 908 252 908
- =ERAREE—F — one year or less but over
three months 7,698 1,132 7,698 1,132
- —FUEERF — five years or less but over
one year 6,757 5,685 6,757 5,685
- RFENE — over five years 757 202 757 202
15,464 7,927 15,464 7,927
BEHEMERES Other debt securities in issue
ZE|HIE R AR ¢ Remaining maturity:
- =& 8RB 3EEN R 2 53 — three months or less but not
repayable on demand 646 15 646 15
646 15 646 15
463,416 439,913 453,992 430,009
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27. AEER

NOTES ON THE ACCOUNTS (continued)

27. Deposits from banks

£ @ Group #R47 Bank
2004 2003 2004 2003
BB 21| B Repayable on demand 2,251 654 2,251 644
A EAFRERSRAE - With agreed maturity dates or
AR T 17 R HAGT & : periods of notice,
by remaining maturity:
- ={& A A8 3EBN 3 B — three months or less but not
repayable on demand 6,380 448 6,380 448
-=EAANRLEE—F — one year or less but over
three months - 100 - 100
8,631 1,202 8,631 1,192
28. Hih & 28. Other liabilities
£ E Group #R47 Bank
2004 2003 2004 2003
BHRER Short positions in securities:
E% Treasury bills 4,651 522 4,651 522
BB S Debt securities
- W& — government securities 1,187 990 1,187 990
- Hih A HEEES — other public sector securities 2 2 2 2
5,840 1,514 5,840 1,514
BEBGBERIIMNEMETE 2 X - Unrealised losses on off-balance
ERREMTAETEANZ sheet interest rate, exchange
REHEE rate and other derivative
contracts which are
marked-to-market 965 1,277 965 1,277
REAFRIE (Bt aE7 () Current taxation (note 7(c)) 514 523 466 481
EFERIE (B aE7 (A) & 25 (FF)) Deferred taxation
(notes 7(c) & 25(a)) 1,041 643 769 427
RELEEEITRE ltems in the course of transmission
to other banks 6,136 3,968 6,136 3,968
JESTERIA Accruals 2,188 2,155 2,093 2,058
BERITERHE Provisions for other liabilities
and charges 397 363 16 17
RERERE AR RBARRBRAR Long-term liabilities attributable
to policy holders 8,291 4,982 - -
HiaE Other 3,241 3,722 4,277 4,730
28,613 19,147 20,562 14,472
ZE|AAE FIAEAR - Remaining maturity:
-=@EAA — three months or less 17,730 11,649 18,729 12,629
-=@AAULEE—F — one year or less but over
three months 828 977 562 718
- —FUEERF — five years or less but over
one year 1,059 674 339 576
- RFE — over five years 8,996 5,847 932 549
28,613 19,147 20,562 14,472
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AR AN

BT M A BEE —F —+{ETE
(CET=F B —F—+ETE) -
APR-ITZER(CZET=F: =+ =
BR%) + SRBERAITE -

29. Share capital
Authorised:

The authorised share capital of the Bank is HK$11,000 million (2003: HK$11,000 million)
divided into 2,200 million shares (2003: 2,200 million shares) of HK$5 each.

2004 2003
BIARA Issued and fully paid:
THhAE—F—BEBNTEHE-FTtE=1 1,911,842,736 shares (2003: 1,911,842,736 shares)
AE(CEE=F tABE-—F—8 of HK$5 each 9,559 9,559
NTHE=FtE=1T~K) ' 8K
BB AITIE °
RAREER - A7 EE B AT RG During the year, the Bank made no repurchase of its own shares (2003: Nil).
(ZBT=F: &) -
30. £E B 30. Reserves
— = 2= [ 2004
Bahiand B DA
£S5l R1T Associated
Group Bank companies
RE RN Retained profits 21,395 13,229 156
T RAR B EE A HE Premises and investment properties
revaluation reserves 7,564 5,791 613
RERZKREEHFHE Long-term equity investment
revaluation reserve 935 - -
=N RN Capital redemption reserve 99 99 -
29,993 19,119 769
R & A Retained profits
—EENF-B—B&ER At 1 January 2004 19,720 11,943 920
BRE R H A Exchange and other adjustments 4 2 -
AR 3R pE 15 05 Profit attributable to shareholders 11,395 11,016 87
[ds) Dividends (9,942) (9,942) (21)
BETiIEhREE Transfer from premises revaluation
reserve
- T ERFEEZITE — depreciation on revaluation surplus 75 70 -
- EHITHEMER 2 EHEE — realisation of revaluation surplus on
disposal of premises 2 2 -
BEREMESHREE Transfer from investment properties
revaluation reserve
- EHREMEMBER 2 EMIEE — realisation of revaluation surplus on
disposal of investment properties 141 138 -
-—TEME+-A=+—-BEH At 31 December 2004 21,395 13,229 156
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30. & (8)

NOTES ON THE ACCOUNTS (continued)

30. Reserves (continued)

—ETWmE 2004
NG|
e R1T Associated
Group Bank companies
THE RIR B EE A HE Premises and investment properties
revaluation reserves
TR S R R B HURUR E B 18 Premises revaluation reserve,
net of deferred tax
- —TENFE—-—F—H&ER —at 1 January 2004 3,123 2,787 -
- EfHEE — surplus on revaluation 1,203 1,037 -
- REMERTRE R — transfer of depreciation to retained
profits (75) (70) =
- BEREMEEHFHE — transfers from investment properties
revaluation reserve 32 32 -
- ERTUEMER 2 EHIEE — realisation on disposal of premises
properties (2) (2) -
- —ETNFt+—A=1+—B#&H — at 31 December 2004 4,281 3,784 -
REMEE A HE Investment properties revaluation
reserve
- T F—-A—-HEH — at 1 January 2004 2,690 1,774 459
- EfhEE (FFEE23(T)) — surplus on revaluation (note 23(d)) 618 409 =
- EhBE A RYEZEE — share of revaluation surplus of an
(M=E 23(T)) associated company (note 23(d)) 154 - 154
- BT EGREE — transfers to premises revaluation
reserve (38) (38) =
- ERREYEMER 2 EHEE — realisation on disposal of
investment properties (141) (138) -
- —EFENFE+ =B =1+—H&KH — at 31 December 2004 3,283 2,007 613
T RAR B EE A FE B AT Total premises and investment
properties revaluation reserves 7,564 5,791 613
REARZKRESHREHEDNRELERIE Long-term equity investment revaluation
reserve, net of deferred tax
—ZTNE— A —B#EH At 1 January 2004 1,009 - -
BEE Surplus on revaluation 332 - -
HELRPAREKREMERZ Revaluation gain recognised in current
HIHEE year profit and loss account on
disposal of long-term equity
investments (406) - -
—EENFF+ZRA=+—B#&&H At 31 December 2004 935 - -
& 7N FE Bl {7 Capital redemption reserve
—TENFE-A—HK At 1 January and
T-A=+—H&# 31 December 2004 99 99 -
—ETNF+ - A=+ BFEEES Total reserves at 31 December 2004 29,993 19,119 769
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30. Reserves (continued)

—TT=4 2003
/NG|
55 R1T Associated
Group Bank companies
R &= T Retained profits 19,720 11,943 90
T RIEE Y X B A E Premises and investment properties
revaluation reserves 5,813 4,561 459
RERERE SHFEE Long-term equity investment
revaluation reserve 1,009 - -
N E L Capital redemption reserve 99 99 =
26,641 16,603 549
R H Retained profits
—ZTE=F—-—H—H&EHK At 1 January 2003 19,440 12,875 88
MG Kk H A AR Exchange and other adjustments 18 16 -
IR FES R Profit attributable to shareholders 9,539 8,335 26
% B Dividends (9,368) (9,368) (24)
BETUEGHEE Transfer from premises revaluation
reserve
- T EGEEZNE — depreciation on revaluation surplus 68 62 =
BaREMESHEE Transfer from investment properties
revaluation reserve
- EHBREYEMER CEGIEE — realisation of revaluation surplus on
disposal of investment properties 23 23 -
—EE=F+_A=+—RH%& At 31 December 2003 19,720 11,943 90
THE R E Y S L Premises and investment properties
revaluation reserves
THEAFEHEEINREERIE Premises revaluation reserve,
net of deferred tax
- —ZEZ=F—HA—-H&#H —at 1 January 2003 3,543 3,190 -
- BfHRE — deficit on revaluation (285) (276) =
- EENERTRB RN — transfer of depreciation to retained
profits (68) (62) -
- BEREMXEHHRE — transfers from investment properties
revaluation reserve 11 6 -
— EFEFETE K H i A — deferred tax and other adjustments (78) (71) =
- ZEZ=FF+-A=+—HB#%& - at 31 December 2003 3,123 2,787 =
wEY S-S Investment properties revaluation
reserve
- T =-F—HF—H#&#H — at 1 January 2003 3,124 1,974 584
- EffRE (FE23(T)) — deficit on revaluation (note 23(d)) (273) (170) =
—- EREE ARV ZRE — share of revaluation deficit of
(FaE 23(T)) an associated company (note 23(d)) (125) - (125)
- BATUEEFE — transfers to premises revaluation
reserve (13) (7) -
- EHKREYEMER cEGIEE — realisation on disposal of investment
properties (23) (23) -
- ZTTF=F+A=T—B&ER - at 31 December 2003 2,690 1,774 459
Tt RIEEMEERHEE Total premises and investment properties
revaluation reserves 5,813 4,561 459
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30. Reserves (continued)

—TE=F 2003
BEAR
58 R1T Associated
Group Bank companies
REIRERE S E D RRET IR Long-term equity investment revaluation
reserve, net of deferred tax
—EE=F—F-A&H At 1 January 2003 1,011 - -
EHHEE Surplus on revaluation 410 = =
AEHRHAREXREMERZ Revaluation gain recognised in
B E current year profit and loss account
on disposal of long-term equity
investments (410) - -
IRIE R TE 2 E At 7 B Deferred tax and other adjustments (2) - -
—EE=F+_A=+—RHB&H At 31 December 2003 1,009 - =
& N FE Bl (7 Capital redemption reserve
—ET=F—-HF—HK At 1 January and
TZRA=+—B#&&R 31 December 2003 99 99 =
—EE=FFTA=+—HEGEH Total reserves at 31 December 2003 26,641 16,603 549

[EAFEE] REAEOFE LIFEE
R2HE - BRIk -

RITRRBRITEBZMBAR - BF
RIQE a2 BEE 2 RGFREER
FE R LL K i AT g ALK T AR 2 AR B s
AR S -
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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.
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31. Reconciliation for cash flow statement

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

FEREAREBHERER
2004 2003
| Operating profit 12,644 10,683
) B Net interest income (9,690) (10,179)
BB UA Dividend income (96) (92)
REERR A Provisions for bad and doubtful debts (814) 792
e Depreciation 317 329
RO & 2 # 5 Amortisation of long-term investments 426 203
BRI [ 18 2 B R 55 Advances written off net of recoveries (652) (1,172)
FBEWRA Interest received 9,054 10,240
FBEXZH Interest paid (2,646) (2,747)
EEELRBAI 2 EERT Operating profit before changes in working capital 8,543 8,057
RekBHES 2 EE) Change in cash and short-term funds (1,757) 99
—E A LR B E AT RFIZE 2 & Change in placings with banks maturing after one month 1,798 12,890
TREZEEH Change in certificates of deposit (2,225) 1,392
FIEEERB 2 BHF 2 #8) Change in securities held for dealing purposes (634) (34)
REERZEE) Change in advances to customers (20,941) (4,524)
HEZERA R RFS R B AR Change in amounts due from immediate holding
KRR E company and fellow subsidiary companies 1,373 341
Hih&EE 2 & Change in other assets (4,358) (3,491)
BREERZE Change in customer deposit accounts 15,335 34,280
BHERES 2 # Change in debt securities in issue 8,168 (8,060)
EIEER /ol Change in deposits from banks 7,429 130
HEZERAR KBS RME AR Change in amounts due to immediate holding company
FER# and fellow subsidiary companies 1,516 797
EfhBE & Change in other liabilities 8,944 4,199
MWprmEEE R EMIFRESIER Elimination of exchange differences and other
non-cash items (4,634) (11,984)
REEXFTHEEZRS Cash generated from operating activities 18,557 34,092
B Taxation paid (925) (526)
REEEFHZFRERA Net cash inflow from operating activities 17,632 33,566
() REREFAASERAERDN (b) Analysis of the balances of cash and cash equivalents
2004 2003
BEFR e RIFHRE % RS RS Cash in hand and balances with banks and
other financial institutions 7,248 5,823
EHE—EARNREZ Money at call and placings with banks maturing
TE HATE pi A 26 within one month 57,071 71,658
E % Treasury bills 47 91
FRE Certificates of deposit 2,685 3
67,051 77,575
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(F)BHLHE FEZHSEER
22| B e = B

NOTES ON THE ACCOUNTS (continued)

32. Contingent liabilities, commitments and derivatives

(a) Contract amount, credit equivalent amount and

risk-weighted amount

—ESEME 2004
£ 8 Group
FEZ e
HESHE SR
EHERE Credit Risk-
Contract equivalent weighted
amount amount amount
KAER Contingent liabilities:
R Guarantees 10,722 10,447 3,501
AIE Commitments:
ERAEREHESHERS Documentary credits and
short-term trade-related transactions 9,020 1,844 1,805
RPAzEABRERN  FEER Undrawn formal standby facilities, credit
H M RR RS ¢ lines and other commitments to lend:
- —F R — under one year 86,714 - -
- —FRNE — one year and over 23,677 11,839 10,460
HAh Other 38 38 38
119,449 13,721 12,303
EREHR Exchange rate contracts:
BNER KRR ERIMNER 5 Spot and forward foreign exchange 138,269 1,066 298
EMEXRED Other exchange rate contracts 23,158 323 106
161,427 1,389 404
MEELD : Interest rate contracts:
| =45 HA Interest rate swaps 120,603 1,421 347
HnF =& 4 Other interest rate contracts 5,067 15 6
125,670 1,436 353
HEMIiTETEAL Other derivative contracts 1,373 46 23
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32. Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

Rk NEESRE (58) risk-weighted amount (continued)
—EENE 2004
#%4T Bank
FEZ BB
HEEH SR
ok Credit Risk-
Contract equivalent weighted
amount amount amount
HEE Contingent liabilities:
R Guarantees 11,123 10,847 3,902
I Commitments:
ERABEREHESIHRERS Documentary credits and
short-term trade-related transactions 9,020 1,844 1,805
RBAZEAERERN  FEEK Undrawn formal standby facilities, credit
E AR R AR ¢ lines and other commitments to lend:
- —FUT — under one year 85,910 - -
- —FRNRE — one year and over 23,400 11,700 10,321
Al Other 17 17 17
118,347 13,561 12,143
EREH Exchange rate contracts:
BVER KRR HASNER 5 Spot and forward foreign exchange 141,384 1,098 314
HMEXRS4 Other exchange rate contracts 23,158 323 106
164,542 1,421 420
MEEL : Interest rate contracts:
A 4= HA Interest rate swaps 113,692 1,336 330
HMFEE4 Other interest rate contracts 5,067 15 6
118,759 1,351 336
HEM{TETEAHD Other derivative contracts 1,373 46 23
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NOTES ON THE ACCOUNTS (continued)

32. Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

EpENEERE (8) risk-weighted amount (continued)
—ET=F 2003
£ 8 Group
FEZ B
HESRE e R
X okl Credit Risk-
Contract equivalent weighted
amount amount amount
KAER Contingent liabilities:
R Guarantees 12,401 12,143 3,622
AIE Commitments:
ERABEREHESBERS Documentary credits and
short-term trade-related transactions 8,098 1,620 1,613
REAZEXERAERN EEER Undrawn formal standby facilities, credit
H i RS ¢ lines and other commitments to lend:
- —F R — under one year 69,099 - =
- —F R E — one year and over 19,623 9,811 8,949
Hih Other 160 160 62
96,980 11,591 10,624
EXREY - Exchange rate contracts:
B EA K% 3= HAONE XX 5 Spot and forward foreign exchange 76,408 1,080 322
EMEXRELD Other exchange rate contracts 33,160 401 141
109,568 1,481 463
FEEH - Interest rate contracts:
| =R e HY Interest rate swaps 91,629 1,300 315
HMFRE#H Other interest rate contracts 17,578 45 21
109,207 1,345 336
HEMTETEAH Other derivative contracts 297 9 2
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32. Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

Rk NEESRE (58) risk-weighted amount (continued)
—EE=F 2003
#%4T Bank
FEZ BB
HESRE g2 EE
ok Credit Risk-
Contract equivalent weighted
amount amount amount
HEE Contingent liabilities:
R Guarantees 12,802 12,544 4,023
I Commitments:
ERAELREHESHERS Documentary credits and short-term
trade-related transactions 8,098 1,620 1,613
RBAZEAERERN  FEEK Undrawn formal standby facilities, credit
HAth RS lines and other commitments to lend:
- —FUT — under one year 68,981 = =
- —FRNRE — one year and over 19,622 9,811 8,949
96,701 11,431 10,562
EXRAH Exchange rate contracts:
BVER KRR HRINER 5 Spot and forward foreign exchange 78,811 1,104 334
HAEXRE A Other exchange rate contracts 33,160 401 141
111,971 1,505 475
MEEL : Interest rate contracts:
F 12 5 Interest rate swaps 83,958 1,232 301
HMF =G4 Other interest rate contracts 17,143 45 21
101,101 1,277 322
HMATAET RS Other derivative contracts 292 9 2

ERIHBERBRAIRGZERE
Do FEZHSSERRRNESD
o EERZBESE  DAERE
ERNESE A - HESBRNRER
BRITEGROINR =2 B AT R LT
B8 IR FHERRE 2 EERARE
MEMSE - BB B AR - RIRR
NEEERTEASZ B - EBE
= MEREMITETEEL - AR
NEREREEBAZAT -

XEEBLARIBEEERBZR
5 BREEREAL  ERAR  ERER
RE|EEZAE - ISR ZERER
RBEEFPREHEERZARER - HEE
HERSE  EREMLETF ZEKE
o HETAGEGKG  AaBERIE
R ER - AR LRE SRR
RERMEES  MANSBEZEBY
PRERKRESZFEFLK -

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.
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NOTES ON THE ACCOUNTS (continued)

32. Contingent liabilities, commitments and derivatives (continued)

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

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.

() EERA (b) Replacement cost
%8 Group $R4T Bank
2004 2003 2004 2003
EXEH Exchange rate contracts 834 876 834 876
MEELD Interest rate contracts 939 997 880 956
HEMAiTETEAL Other derivative contracts 5 = 5 =
1,778 1,873 1,719 1,832

BHZEERARERMARHEEME
AFESEEHN (BEFEERZZA
#)EE MZEANOALRFEEMNES
FRRBHE R -

(R) Lt B RAMFBEFIEE S RE

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.

(c) Included in the above tables are the following amounts of derivative contracts which

ZITETESRNSBENT ¢ were made for dealing purposes:
%= Group #R17 Bank
2004 2003 2004 2003
EXRGH Exchange rate contracts:
BVE R R HASINER 5 Spot and forward
foreign exchange 138,269 76,408 141,384 78,811
HMEXE4 Other exchange rate contracts 22,848 32,850 22,848 32,850
161,117 109,258 164,232 111,661
FMEEH Interest rate contracts:
| 2 4= B Interest rate swaps 49,688 35,605 49,688 35,605
HEMH=RE L Other interest rate contracts 5,067 5,506 5,067 5,506
54,755 41,111 54,755 41,111
HifTETAEH Other derivative contracts 1,373 297 1,373 292

HBfZER  MEREMITETAEH
TEFFEERZE - BVBERREH(E
REEARZEARERE - KEARNE
BEEMSA LRBRERATZEBE
P& 7] 3k R & 22 Ff B A BIRT 5L ©

B B BRATSIGN - AITHE A B EHBF
TS B E ALK B B S ER RAGRE -
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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.
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33. Assets pledged as security for liabilities

At 31 December 2004, liabilities of the Group amounting to HK$5,697 million (2003:
HK$ 1,664 million) and of the Bank amounting to HK$5,697 million (2003: HK$ 1,664
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$5,742 million (2003: HK$1,693 million) and by the Bank were HK$5,742 million
(2003: HK$ 1,693 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$7,980 million (2003: HK$110,272 million) and by the Bank were
HK$7,980 million (2003: HK$86,840 million) respectively.

34. EXREISE 34. Capital commitments
£ Group #8217 Bank

2004 2003 2004 2003

BERZRERETEHNZHAE Expenditure authorised and
contracted for 81 79 77 72

BEZAEBRRFITAHNZHY Expenditure authorised but
not contracted for - 1,626 - 1,626
81 1,705 77 1,698
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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 as follows:

£ & Group #17 Bank
2004 2003 2004 2003
—FUT Within one year 163 169 163 169
—FUEERF Between one and five years 130 161 129 160
293 330 292 329

36. EEEMKER

() REFNZBATE
AEERE=FREHZBANTE - &
FEHEBEEBRTRENEEFETE
THSBDBSJ HMEAEBBED 2 N\TE
8 o EibmE D B AEARITRE
&1 2| [HSBPS] K 18 4 $R1T4x% fE ‘EW%%%
£ & [HSBNTBS] + A RIT R E Flzs
%IJ%%%JEE@fnnNEHHthT&
ZHKE  MEARITREEIREAE
SBITIRERKEREES IR — NN\ RE
+ZA=+—BBTEIHKE -

s EIAAEEZRERESRER R
BREE  AEEAEE  HEEHEAK
SEEBEESRFE - AEBBRESE
BIEEM 2 FFREMBEEDMHRR - &
H—XBEAER=ZSENF+=A=
T—BHET HRSRRBRREEZA
SRR (BER) BRAR ZHEERS (E
HiEEMEesXERe8) KA
PrOJected Unit Credit Method f&1& ° 11t
ERFEMN=EHNAENEEREERE
TR CERERFEHEERA
TR BAKARS AT o
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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 2004
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.
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36. Employee retirement benefits (continued)

(a) Defined benefit schemes (continued)

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

—EETNE 2004
£mE RS
Group and Bank
1B AESRTT 184 RIT
FLIE M &= BARTT O RIK
BRlErEl REEFTE EEES
HSBDBS HSBPS HSBNTBS
EREEGZENAETRE Present value of funded obligations 3,663 182 4
EEeZEEATEE Fair value of scheme assets (3,737) (220) (32)
RERZFIBEEIE Net unrecognised actuarial losses (92) 7) =
REEBERANERZ EEFE Net asset recognised in the balance sheet (166) (45) (28)
FrEESEEHBMNEE X Obligations covered by plan assets (%) 102 121 800
—EE=F 2003
SERIRTT
Group and Bank
BAERTT B4 RTT
FE M= 184 IRTT R RIR
BAIETE REgstE EREES
HSBDBS HSBPS HSBNTBS
EREESZRENBENRAE Present value of funded obligations 3,072 182 4
SRR ZEEATEE Fair value of scheme assets (3,324) (219) (32)
RUERZFIBE R F Net unrecognised actuarial gains 215 - =
REEBERNERZ EEFE Net asset recognised in the balance sheet (37) (37) (28)
FrEECEEHRBMNEE X Obligations covered by plan assets (%) 108 120 800

BARTAENRBMNTEEERRTE
CEBRERARAETCEBRREATE
EREE—RLtTHAEBT(ZZZE
=B —RBAT—BEL - BER
TREFBEELRFBERTETZ
FRE(CEE= B _BET) °

(DIREEBBRNERZEEFE
BEHIR ¢

The scheme assets of HSBDBS included ordinary shares issued by HSBC Holdings plc
with a fair value of HK$174 million (2003: HK$151 million). The scheme assets of HSBPS
did not include any certificates of deposit issued by the Bank at 31 December 2004

(2003: HK$2 million).

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

—EETNE 2004
KB RIRT
Group and Bank
1B AESRTT 184 IRTT
FE M= EARTT O RIR
A A 2l SHEs
HSBDBS HSBPS HSBNTBS
—A—R#&% At 1 January (37) (37) (28)
F AR Contributions paid (276) (9) -
RS AERNER 2 F 2 Net expense recognised in the profit
and loss account 147 1 -
R+=—RA=+—RAZEEZFE Net asset at 31 December (166) (45) (28)
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NOTES ON THE ACCOUNTS (continued)

36. Employee retirement benefits (continued)

(a) Defined benefit schemes (continued)

—ZEE=F 2003
SEBRRIT
Group and Bank
184 RIT 1B AESRTT
FAE F = 1B RTT ZORERIK
BAIFTE RiEstEl (EEit-%0
HSBDBS HSBPS HSBNTBS
—RA—H#&H% At 1 January (15) (29) (28)
FRHEK Contributions paid (186) (9) =
REREERANER 2 FZ W Net expense recognised in the profit
and loss account 164 1 -
R+-—A=+—HZ2EEFE Net asset at 31 December (37) (37) (28)
G REAERABRZFXH (i) Net expense recognised in the profit and loss account is as follows:
T
—BENE 2004
58
Group
184 RIT 1B A ERTT
FE A= 1BAERTT ZERIR
BAIETE KRG8 EEER
HSBDBS HSBPS HSBNTBS
7= HA AR 75 A AN Current service cost 178 1 =
F BB A Interest cost 170 10 =
TEHA1% & B 3 Expected return on scheme assets (201) (10) -
RFERFXZH (a5 (T)) Net expense for the year (note 5(d)) 147 1 -
BRI E DO R Actual return on scheme assets 284 8 -
—EE=F 2003
55
Group
18 £ RTT 1BAEERTT
AE = 1BARTT I AERK
BRE S REEFTE (Bt %
HSBDBS HSBPS HSBNTBS
= HA AR 7% A AR Current service cost 174 1 =
F 2K AR Interest cost 162 9 =
TEERIR & Bl 3R Expected return on scheme assets (172) (9) -
RFEEFIH Es5(T)) Net expense for the year (note 5(d)) 164 1 =
BRI & B3R Actual return on scheme assets 439 15 =
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36. Employee retirement benefits (continued)
(a) Defined benefit schemes (continued)

(iv) The principal actuarial assumptions used as at 31 December 2004 (expressed as
weighted averages) are as follows:

—EETNE 2004
EB RIRTT
Group and Bank
B4R 4 8817
FLIE M &= BARTT O RIK
BRI 8 EfEs 2l SES
HSBDBS HSBPS HSBNTBS
% % %
AhIR & Discount rate 4.0 5.0 5.0
T8 AR A Bl 3R & Expected rate of return on scheme assets 6.0 4.5 2.0
TEHH R RIE X Expected rate of salary increases 3.0 3.0 3.0
T AR (iR & Expected rate of pension increases - 3.0 -
—BE=F 2003
SERRIT
Group and Bank
B 1T B 843777
FE M= BARTT AR IR
RAEE REGHE EEE®
HSBDBS HSBPS HSBNTBS
% % %
BLIR & Discount rate 5.5 5.5 5.5
TEHAIZ & B 3R K Expected rate of return on scheme assets 6.0 45 2.0
TEHH 2 RE =X Expected rate of salary increases 4.5 4.5 45
TEHREREX Expected rate of pension increases = 3.0 =
2) REEEREE (b) Defined contribution schemes

—NAANFEA—-BRAEEBZES
memz AEeRMNFASESEER
AR BRRBHIGHE - pesh - £E

MR E=EEMATERAGE - 25
REERTRHEESHE (—ANARE+Z
A=+—BETEIHKE) - BER
RARAABERE S REERT
(BRB) ERATDAESEAMGE - &
IRAEER AR MEZENFTERE R
HEAESTE [RESR] - XEREE
SBHMEATE S AP ER - ULIERT S
MBAESBANEENMEYE -

BRAESEMNE (BERESF )
GOl ZHRERBREERHNAT

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.

Contributions made in accordance with the relevant scheme rules to these defined
contribution schemes (including MPF schemes) are charged to the profit and loss account
as below:

2004 2003

FAsE L 5(T))

Charge for the year (note 5(d)) 21 18
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AEE2E=ARELEERE NRE
EL AR A R 2 Bk 5
g - DR AREBERLERE - TR
A B/ % B85 Rk A 8 K A IR AR
DT &l o b Fat 82 AR B AT
EEZBHTIIRET -

() R EE LR REE

NEA-BRATESESEZETRHER
ER - BREBERBERD - BAILFHE
BHARREE=FAAFRZAEAR
TTRREE  RBERRDRERTE
FBAD Z =1 o Zat 8RR M2 BRE

(=) B ERA R RRIER B &
mT -

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:

2004 2003

R e

Number Number

("000) ("000)

mn—A—H At 1 January 8,098 7,854

REFHE L Granted in the year 2,024 2,458

NEELITE Exercised in the year (4,133) (23)

B ANFEAERE Less: Lapsed in the year (318) (2,191)

R+=—A=+—8 At 31 December 5,671 8,098
R+ A=+—BARFETEGRY Options vested at

2 R 31 December 12 =

(S FREERBE ZBREFINOT

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

2004 2003
1B B 2 A&

= Exercise price Number Number
1718 EA A Exercise period £ (‘000) ('000)
20058 A 1HZ200651H31H 1 Aug 2005 to 31 Jan 2006 6.32 1 -
200658 4 1H 2007414311 1 Aug 2006 to 31 Jan 2007 5.35 = 2,093
2007F8 A 1HZ=2008%1H31H 1 Aug 2007 to 31 Jan 2008 6.47 1,569 -
20088 H1HZE2009%1H31H 1 Aug 2008 to 31 Jan 2009 5.35 3 365
2009F8 A 1HZE201091A31H 1 Aug 2009 to 31 Jan 2010 6.47 451 -
2,024 2,458
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37. Stock-based compensation (continued)
(a) Savings-Related Share Option Plan (continued)

(iii) Terms of share options at balance sheet date

2004 2003
1IE(E B e
Exercise price Number Number
1715 8RS Exercise period £ (“000) ('000)
200448 A 1H 220054 1H31H 1 Aug 2004 to 31 Jan 2005 5.40 8 3,354
200448 A 1HZE200541H31H 1 Aug 2004 to 31 Jan 2005 6.75 4 841
200548 A 1HZE200651H31H 1 Aug 2005 to 31 Jan 2006 6.03 1,118 1,179
200548 1HZ=2006%1H31H 1 Aug 2005 to 31 Jan 2006 6.32 188 200
20068 A 1H E200741831H 1 Aug 2006 to 31 Jan 2007 6.75 98 102
20068 A 1HE200741831H 1 Aug 2006 to 31 Jan 2007 5.35 1,919 2,032
200748 A 1HZ=2008%1H31H 1 Aug 2007 to 31 Jan 2008 6.32 32 32
200748 A 1HZE2008%1H31H 1 Aug 2007 to 31 Jan 2008 6.47 1,500 =
200848 A 1HZE2009%1H31H 1 Aug 2008 to 31 Jan 2009 5.35 358 358
200948 1HZ=2010F1H31H 1 Aug 2009 to 31 Jan 2010 6.47 446 -
5,671 8,098

(M) FRITEZ RIREFFTIAT - (iv) Details of share options exercised during the year :
RELE 2004 2003
1TEE Proceeds B A& X
Exercise price received Number Number
1TEHAR Exercise period £ (in £000) (“000) ("000)
20034 1A 1HZ=2003F12H31H 1 Jan 2003 to 31 Dec 2003 5.57 128 - 23
200448 A 1H 220054 1H31H 1 Aug 2004 to 31 Jan 2005 5.40 17,935 3,322 -
200448 A 1HZE2005%1H31H 1 Aug 2004 to 31 Jan 2005 6.75 5,475 811 =
4,133 23

(Z)TBRAR/SEE LR RETE

THABEBERBIES (RBAER —
NANFER-ZZZFRL) REEE
ERBESE (REER_TT—F3
NEFRL) - REBRRRFZEEE
8- BARBELRBEAREKZT
B BIEEZ R ITE G —RATER
HRER==1TFARTE - TRIEFREE
BIRIARAKF o et &R 2 R

(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. No
compensation cost is recognised.
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37. BHF X 2B () 37. Stock-based compensation (continued)
(Z)THBAE/SEEERRETE (8) (b) Executive/Group Share Option Plan (continued)
() EEFBORRERE 2 & (i) Movements in the number of share options held by employees are as follows:
NN
2004 2003
R e
Number Number
(“000) (‘000)
mn—A—H At 1 January 5,239 5,019
AEERH Granted in the year 1,421 1,232
KEEITHE Exercised in the year (519) (936)
W ANFEAERE Less: Lapsed in the year (206) (76)
R+=—A=+—8H At 31 December 5,935 5,239
R+ A=1+—BFETEGE 2 RRE Options vested at 31 December 2,475 1,825
(D) FRBERD ZRREFSOT ¢ (ii) Details of share options granted during the year, all of which were granted for nil
consideration :
2004 2003
1TE(E R Az 28X
Exercise price Number Number
TEHARA Exercise period £ (“000) ('000)
19994 H1H Z2006%F3A31H 1 Apr 1999 to 31 Mar 2006 3.3/3 9 -
2000F3 H24H £2007F4A23H 24 Mar 2000 to 23 Apr 2007 5.02 8 -
200143 A 16H =2008F3A15H 16 Mar 2001 to 15 Mar 2008 6.28 8 -
200243 H29H £200943 H28H 29 Mar 2002 to 28 Mar 2009 6.38 30 -
20034 H3H%E20106F4H2H 3 Apr 2003 to 2 Apr 2010 7.46 5 =
2004F4H23H 22011648228 23 Apr 2004 to 22 Apr 2011 8.71 5 -
20055 7B £201246586H 7 May 2005 to 6 May 2012 8.41 5 -
20065 2B £2013F581H 2 May 2006 to 1 May 2013 6.91 - 1,232
2007F4 308 =2017F4A29H 30 Apr 2007 to 29 Apr 2017 8.28 1,351 -
1,421 1,232
(Z)REE R 2RI (iii) Terms of share options at balance sheet date
2004 2003
TEE R e
Exercise price Number Number
il Exercise period £ (*000) (*000)
199944 H1H Z 200693 A31H 1 Apr 1999 to 31 Mar 2006 3.33 9 -
20003 H24H £2007%E4823H 24 Mar 2000 to 23 Apr 2007 5.02 8 -
20013 H16H £2008%F3 A 15H 16 Mar 2001 to 15 Mar 2008 6.28 8 -
20023 H29H £20094 3 A28H 29 Mar 2002 to 28 Mar 2009 6.38 765 1,012
20034 H3B £20106F482H 3 Apr 2003 to 2 Apr 2010 7.46 652 813
2004FE4 8238 E201154H22H 23 Apr 2004 to 22 Apr 2011 8.71 1,033 1,137
200448 H30H Z=201148H29H 30 Aug 2004 to 29 Aug 2011 8.23 = 4
20055 87H &20126586H 7 May 2005 to 6 May 2012 8.41 1,012 1,058
2006F5H2H £20134F581H 2 May 2006 to 1 May 2013 6.91 1,156 1,215
2007F4H30H £2017F4729H 30 Apr 2007 to 29 Apr 2017 8.28 1,292 -
5,935 5,239
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37. Stock-based compensation (continued)

(b) Executive/Group Share Option Plan (continued)

(M) FRITE 2 RIREFTIAT - (iv) Details of share options exercised during the year :
RIBLHE 2004 2003
1TEE Proceeds B AR
Exercise price received Number Number
1TEHAR Exercise period £ (in £000) (“000) ("000)
200243 A29H £200943 A28H 29 Mar 2002 to 28 Mar 2009 6.38 4,332 - 679
20034 4HA3HZ=E2010F4H2H 3 Apr 2003 to 2 Apr 2010 7.46 1,919 - 257
200243298 200943 A 28H 29 Mar 2002 to 28 Mar 2009 6.38 1,781 279 -
2003F4A3HZE2010F4A2H 3 Apr 2003 to 2 Apr 2010 7.46 1,241 166 -
2004548238 E201144H22H 23 Apr 2004 to 22 Apr 2011 8.71 623 71 -
20045F8 A30H £201148H29H 30 Aug 2004 to 29 Aug 2011 8.23 29 4 -
2005458 7HZ201265H6H 7 May 2005 to 6 May 2012 8.41 4 1 =
521 936

() B R %I B3 5 & (c) Restricted Share Plan

BERBIBMDEEE - NNAEFRLETE
PRI A D 228D - TR IRMF B HEES]
ELEBCZAR - AEEBEERKN
VAGR B £ 82 B 2 B AN EE B 28 BR IR
B2 BESTH o

Conditional awards under the Restricted Share Plan have been in operation since 1996.
Vesting criteria are based on attaining the HSBC Group targets. The cost of acquisition
of shares for conditional awards under this scheme is recognised as “Staff costs” in the
profit and loss account over the period the performance condition applied.

2004 2003

R 84

Number Number

(‘000) ("000)

®n—A—H At 1 January 379 276
FANIE N Additions during the year 152 128
W AT EE Less: Released in the year (72) (17)
W AREEAERE Less: Lapsed in the year - (8)
R+=—A=+—8 At 31 December 459 379
2004 2003

T HIERES R Amounts charged to profit and loss account 2 1

B IR SR &1 8 T X B 1R 22 R
A Z B Z intEF B AB AL
N—RE(ZTZE=F: A&
g) R-ZEZENFE+-_A=+—HE
CEEAERARBD ZWTERN\EL
NEFE(CBE=F : \BENRE) -

R-BZNFE+=-A=+—BFHBEH
12E 2 iR EETE R A =SS
—FE(CET=F _HEF) -

The weighted average purchase price for shares purchased for conditional awards under
the Restricted Share Plan is £7.91 (2003: £6.51). The closing price of the HSBC Holdings
plc share at 31 December 2004 was £8.79 (2003: £8.78).

The weighted average remaining vesting period as at 31 December 2004 was 2.61 years
(2003: 2.40 years).
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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:

—ETmE 2004
[ 3 J E A
S REE NEWE
Banks Sovereign
& Other & Public
Financial Sector Hith A5
Institutions Entities Other Total
TEREEBEANNTE AR : Asia Pacific excluding
Hong Kong:
= SBM — Australia 21,429 62 1,223 22,714
- Hfth — Other 26,222 1,530 5,432 33,184
47,651 1,592 6,655 55,898
= The Americas:
- MEX - Canada 19,748 4,957 1,556 26,261
- Hh — Other 11,320 2,744 10,252 24,316
31,068 7,701 11,808 50,577
PaER : Western Europe:
- =R - Germany 17,037 - 816 17,853
- H — United Kingdom 23,794 16 5,945 29,755
- Hh — Other 59,889 2,063 4,895 66,847
100,720 2,079 11,656 114,455
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38. BEI B (&) 38. Cross border claims (continued)

—TE=F 2003
FEJSE-2ii)
DRI N7
Banks Sovereign
& Other & Public
Financial Sector HAfh A%
Institutions Entities Other Total
TEREEBEANT AR Asia Pacific excluding
Hong Kong:
— BRI — Australia 19,251 170 1,362 20,783
- HAh — Other 23,543 1,377 3,749 28,669
42,794 1,547 5,111 49,452
EM The Americas:
- mEX — Canada 17,982 10,527 686 29,195
- HAh — Other 8,051 7,215 9,441 24,707
26,033 17,742 10,127 53,902
PAER : Western Europe:
- = — Germany 20,417 863 371 21,651
- HE — United Kingdom 20,378 16 4,091 24,485
- HAh — Other 54,061 1,601 4,144 59,806
94,856 2,480 8,606 105,942
39. THAEER 39. Loans to officers
BIEEEATHEIE161BENRE « AN1T Particulars of loans to officers of the Bank disclosed pursuant to section 161B of the
TBRAEEFTREABLT : Hong Kong Companies Ordinance:
FrRBABER
R+=—A=+—8H ZEREBRER
BREERZ @R Maximum
Aggregate amount of aggregate amount of
relevant loans outstanding  relevant loans outstanding
at 31 December during the year
2004 2003 2004 2003
ARERITEL By the Bank 18 29 62 68
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REFESRERREL Z [HHEE
TR ERESIZRE  AKE
Rt A=+ —RZEHAETSERRE
AFERLERMT

NOTES ON THE ACCOUNTS (continued)

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:

2004 2003
KR RE AN R Adjusted total capital ratio 12.0% 13.2%
KRABRE—MREARL = Adjusted tier 1 capital ratio 10.8% 11.3%

RARE B RIT RO R =2 £ RI5t
H AEERTZA=+—HZEXRR
RHLEES

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:

2004 2003
AR Total capital ratio 12.1% 13.4%
F—RERLE Tier 1 capital ratio 10.8% 11.5%

M. FEBESHLR

RIEF B BT EEOIK R T 2 &85
B AEEZEFEEARBESHE
=2

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:

2004 2003

RITREEERTER 2T EZMB AR
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(R EBZRAFAKREZRNE AR
R-ZTE  AEERER 2RITE
T4 2 5 (2] £ B B R AR A B I [B) B R Bf
BRAETEBRS - AR BERER
R RAEBRARBEERERRNINZR
Z o WFRPHIRER 2 ML ERE
17 o M4 - RETHZEIE R EBLLH
E2REHEBERARRHETZET
BRBRERS -

FEBEEREBERARZEFERE
ERBILEELREBHEISREN &
EA—AFRMBARRERZETER
BEIBIRTS - HIAAWEERTE R
A o esh o BATRE E R — AR B IR IK
T AFH B2 i R B R B A R AR
AREEA - RITIRAME R R B
REREHERTEABE RTERE
ESEm - ASZRXHZIFRE - A2 kHE
BB AEREAFRFREL -

REEARUERFPIEEZ BKS K
HARKB FRESRLEEREBRNA

42. Material related-party transactions
(a) Immediate holding company and fellow subsidiary companies

In 2004, 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 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. 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 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 year, the balances of amounts due to and from the relevant related parties, and the

INZBEHNSEHOT : total contract sum of off-balance sheet transactions at the year-end are as follows:
EFEREXEE Income and expenses for the year
=8 Group

2004 2003
F2WA Interest income 84 195
FEZH Interest expense 91 17
Hh e A Other operating income 126 244
LI Operating expenses 657 618

R+=—A=+—B#&8&
HEBERAR KRG X ER RS R
BEABXRBEHZERIINHKE 8
(E/REBERARLRRAFREB R
Al - MEMEEABRUIIER ZE
HEE - FEZESSERERINES
B ERFIIMT -

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:

% E Group
Bz [\
HEEHE nEE TR
BRI Credit Risk-
Contract equivalent weighted
amount amount amount

MEREXREL : Interest rate and exchange rate contracts:

—BRENF 2004 34,622 485 97
T =F 2003 35,121 484 97
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NOTES ON THE ACCOUNTS (continued)

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 2004 was HK$233 million (2003: HK$229 million).

(c) Ultimate holding company

In 2004, no transaction was conducted with the Bank's ultimate holding company (same
as 2003).

(d) Key management personnel

In 2004, no material transaction was conducted with key management personnel of the
Bank and its holding companies and parties related to them (same as 2003).

43. Ultimate holding company

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

44. Approval of accounts

The accounts were approved and authorised for issue by the Board of Directors on 28
February 2005.



