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34. SHARE CAPITAL

2005 2004

Authorised:
450,000,000 (2004 450,000,000)

ordinary shares of

HK$1.00 each 450,000 450,000
Issued and fully paid:
At 1st January 293,911 293,781
Shares issued under share

option scheme 110 130
294,020,500 (2004 293,910,500)

ordinary shares of

HK$1.00 each 294,021 293,911

The holders of ordinary shares are entitled to receive dividends as declared
from time to time and are entitled to one vote per share at meetings of the
Bank. All ordinary shares rank equally with regard to the Bank’s residual
assets.

During the year, options were exercised to subscribe for 110,000 ordinary
shares in the Bank at a consideration of HK$4,010,000 of which
HK$110,000 was credited to share capital and the balance of HK$3,900,000
was credited to the share premium account. At 31st December, 2005, the
outstanding options are 1,285,000 (2004: 1,105,000) shares.

In 2004, a new EIP was approved. At 31st December, 2005, the outstanding
awards are 495,000 (2004: 495,000) shares.

The fair value of the awards as at the date of grant was HK$21,186,000.

The details of share option scheme and EIP are disclosed separately in
note 42 to the accounts.
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35. RESERVES

KTHTER
The Group
2005
Rt RENE
EffRE EMRRE RE R
fhes Bank Ivestment EffE EEHE RERER
BEE EAEE -BEE  pemses properties Investment  Capital  Unappro-
Share  Capital  General revaluation revaluation revaluation redemption priated 2t
premium - reserve  feServe  reServe  reseve  reserve  reserve profits Total
At 1st January, 2005
- as previously reported 342,102 215909 2,001,174 269,089 12,683 22,241 769 4,156,089 7,109,976
- prior year adjustments
in respect of:
- share option scheme 4,932 - - - - - - (4,932) -
- investment properties - - - - (11,770) - - 1,70 -
- deferred tax on
investment properties - - - - (913) - - (8,156 (9,069
- & restated 347,034 215909 2,091,174 269,039 - 24 769 4,154,741 7,100,907
Opening balance adjustments
in respect of;
- financial instruments - - - - - 5,131 - (61,449) (46,318
- release of collective
and individual impaiment
allowances on advances
to customers - - - - - - - 233,654 233,654
- - - - - 5,131 - 182,205 187,336
- a5 restated, after
opening balance
adjustments 347,034 215909 2,091,174 269,039 -3 769 4,336,946 7,288,243
Exchange adjustments - - (759) - - - - - (759)
Shares issued under
share option scheme 3,900 - - - - - - - 3,900
Shares premium under
share option scheme 6,588 - - - - - - - 6,588
Shares premium under EIP 2,407 - - - - - - - 2,407
Losses on revaluation
after deferred tax credit - - - - - (20,650) - - (20,650)
Losses on revaluation
transferred to profit and
loss account on disposal - - - - - 1,424 - - 1424
Gain on revaluation of
bank premises - - - 9,297 - - - - 9,207
Deferred tax credited to
revaluation reserve - - - 2,900 - - - - 2,900
Dividends paid - - - - - - - (626,149) (626,149
Profit for the year - - - - - - - 1,348,718 1,348,718
At 31st December, 2005 359,929 215909 2,090,415 281,236 - 14146 769 5,059,515 8,021,919
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35. RESERVES (CONTINUED)

At 1st January, 2005

- s previously reported

- prior year adjustment in
respect of share option
scheme

- a5 restated

Opening balance adjustments
in respect of:
- financial instruments
- release of
collective imparment
allowances on advances
fo customers

- as restated, after opening
balance adjustment
Exchange adjustments
Shares issued under
share option scheme
Shares premium under
share option scheme
Shares premium under EIP
Losses on revaluation after
deferred tax charge
Losses on revaluation
transferred to profit
and loss account on
disposal
Deferred tax credited
to revaluation reserve
Dividends paid
Profit for the year

At 31st December, 2005

KR
The Bank
2005
Bomt RENE
BfiEE EfHE R& R
e Bank Investment EfEE REERE EHEE
EX —HHE  pemises properes Investment  Capitl  Unappro-

Share  General revaluation revaluation revaluation redemption priated 2
premium reserve reserve reserve reserve reserve profits Total
342,102 1,802,376 268,320 - 18,681 769 3,313,933 5,746,181

4,932 - - - - - (4,932 -
347,034 1,802,376 268,320 - 18,681 769 3,309,001 5,746,181

- - - -5 - 16 (46492
- - - - - - 121,763 127,763
- - - - 5,131 - 76,140 81,211
347,034 1,802,376 268,320 - 23,812 769 3,385,141 5,827,452
- (117) - - - - - (17)

3,900 - - - - - - 3,900

6,588 - - - - - - 6,588

2,407 - - - - - - 2,407

- - - - (17,229) - - (17,229)
- - - N - N
- - 4521 - - - - 4,521
- - - - - - (626,149)  (626,149)
- - - - - - 1124215 1,124,275
359,929 1,802,259 272,847 - 14,007 769 3,883,267 6,333,078

159



160

BRIR BT 5E

Notes to the Accounts

35. GiE (8)

-TIRE-F-akk
54
~EE28E

-E§

LR

oIE

REIRES IR AR

RERER R RALE

EAREERALERRA

ERAMIERREL
ETHA

ElkE
ERER
-RERS
-RE7BE:

- g8l
-RENZ
-RENZ ELRE
-E%

ZEERETCR=T-A4H

35.

At 1st January, 2004

- as previously reported

- prior year adjustments
in respect of;

- 25 restated
Exchange adjustments
Shares issued under
share option scheme
Shares premium
under new EIP
Gain on revaluation
after deferred tax charge
Deferred tax credited to
bank premises revaluation
reserve
Dividends paid
Profit for the year
- 25 previously reported
- prior year adjustments
in respect of.
- share option scheme
- investment properties
- deferred tax on investment
properties

- a5 restated

At 31st December, 2004

RESERVES (CONTINUED)

KFRIZE

The Group

2004

(&%)

(restated)

Rt RENE

Bl EfRR R R
B Bank Ivestment EftfEE EEHE RBER
BEE EAEE -BEE  pemses properties Investment  Capital  Unappro-

Share  Capital ~ General revaluation revaluation revaluation redemption priated A3
premium - reserve  reserve  feserve  feserve  reserve  reserve profits Total
337,330 215909 2,091,079 268,917 4 17848 769 3,461,234 6,393,100
- - - - (14) - - 14 -
337,330 215909 2,091,079 268,917 - 17848 769 3,461,248 6,393,100
- - 9 - - - - - 9%
3,168 - - - - - - - 3,168
1,604 - - - - - - - 1,604
- - - - - 4,393 - - 4,393
- - - 122 - - - - 122
- - - - - - - (473,196)  (473,199)
- - - - - - - 1,168,021 1,168,021
4932 - - - - - - (493 -
- - - - - - - 1756 11,756
- - - - - - - (81560 (8,150)
4,932 - - - - - - 1,166,689 1,171,621
347,034 215909 2,001,174 269,039 - 2M 769 4,154,741 7,100,907




35. & (&) 35. RESERVES (CONTINUED)

KFR
The Bank
2004
(%)
(restated)
2OME REWE
EfifE  EfER R& R

s Bank Inestment EfiRE BEEE RHER
E% -REE  pomises properies Investment  Capital  Unappro-
Share General  revaluation  revaluation  revaluation  redemption priated B
premium reserve reserve reserve reserve reserve profits Total
—TEME-A-A&8 At 1st January, 2004 387330 1802370 268917 - 11399 769 2729080 5,149,847
REf-admEnaga% Addition through
merger with CFB - - - - - - 84,654 84,654
REA% Exchange adjusiment - 6 - - - - (6) -
REARES SR Shares issued under
ik share option scheme 3,168 - - - - - - 3,168
RENEEADIHE L Shares premium
RAEE under new EIP 1,604 - - - - - - 1,604
BARELREL Gain on revaluation ater
EfRRT deferred tax charge - - - - 7,082 - - 7,082
SEL:1:-V Deferred tax charged to
Bz revaluation reserve - - (597) - - - - (597)
RIGE Dividends paid - - - - - - [473196)  (473,196)
EREH Profit for the year
-fERE - as previously reported - - - - - - 973404 973404
-fEEE: - prior year acjustment
in respect of;
S HE - share option scheme 4,03 - - - - - 49 -
-hENZ - investment properties - - - - - - 15 15
-E# - aS restated 4,932 - - - - - 968487 973419
“EEMET-A=T-BHER At 31st December, 2004 347,034 1802376 268,320 - 18,681 769 3,309,001 5,746,181
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The Group’s unappropriated profits as at 31st December, 2005 included
the accumulated losses of HK$25,966,000 (2004: HK$37,215,000) of the
associated companies and HK$336,176,000 (2004: Nil) as the regulatory
reserve arising from the differences between the impairment allowances
made under HKAS 39 and for regulatory purposes.

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

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

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

The Bank and its financial subsidiaries operate under regulatory jurisdictions
which require the maintenance of minimum capital adequacy ratios which
could therefore potentially restrict the amount of retained profits which can
be distributed to shareholders.
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36. OFF-BALANCE SHEET EXPOSURES
(a) Contingent liabilities and commitments

Contingent liabilities and commitments are credit-related instruments
which include acceptances, letters of credit, guarantees and
commitments to extend credit. The contractual amounts represent the
amounts at risk should the contract be fully drawn upon and the client
default. Since a significant portion of guarantees and commitments is
expected to expire without being drawn upon, the total of the
contractual amounts is not representative of future liquidity
requirements. The following is a summary of the contractual amounts
of each significant class of contingent liabilities and commitments:

KERITEE KFRIT

The Group The Bank
2005 2004 2005 2004
Direct credit substitutes 848,908 809,560 944,422 700,750
Transaction-related contingencies 105,582 383,450 305,582 233,450
Trade-related contingencies 1,482,947 1,416,358 1,320,491 1,235,039

Other commitments:
With an original maturity
of under 1 year or which
are unconditionally cancellable 9,211,179 9,041,062 9,066,228 9,087,940
With an original maturity

of 1 year and over 1,329,636 834,023 1,072,475 834,023
Forward forward deposits

placed 2,000,600 2,241,972 2,000,600 2,241,972

Total (Note 38(b)) 14,978,852 14,376,425 14,709,798 14,333,174

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

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

The notional amounts of these instruments indicate the volume of
transactions outstanding at the balance sheet date; they do not
represent amounts at risk.
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36. OFF-BALANCE SHEET EXPOSURES (CONTINUED)
(b) Derivatives financial instruments (continued)

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

significant type of derivatives.

KERITEE KFRIT
The Group The Bank
2005 2004 2005 2004
Exchange rate contracts
Forwards - trading 6,866,513 3,286,625 7,441,234 3,847,888
Forwards - hedging - 919,593 - 919,593
Option purchased - trading 242,524 277,016 242,524 277,016
Option written - trading 242,524 277,016 242,524 277,016
Total exchange rate contracts 7,351,561 4,760,250 7,926,282 5,321,513
Interest rate contracts
Swaps - trading- receiving
fixed rate 79,759,074 37,191,480 80,022,841 37,191,480
Swaps - trading- paying
fixed rate 83,558,435 37,070,388 84,347,273 37,070,388
Swaps - hedging- receiving
fixed rate - 14,854,793 16,000 15,456,305
Swaps - hedging- paying
fixed rate 535,485 25,096,124 535,485 25,529,993
Total interest rate
contracts 163,852,994 114,212,785 164,921,599 115,248,166
Equity contracts
Option written - trading 76,210 140,902 76,210 140,902
Total equity contracts 76,210 140,902 76,210 140,902
171,280,765 119,113,937 172,924,091 120,710,581

The trading transactions include positions arising from the execution

of trade orders from customers or transactions undertaken to

hedge these positions.
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36. OFF-BALANCE SHEET EXPOSURES (CONTINUED)
(b) Derivatives financial instruments (continued)
(i) Fair value of derivative financial instruments
(1) as hedging instruments
The following is a summary of the fair values of derivatives
held for hedging purposes by product type entered into by
the Group and the Bank:

XFHRITEE KZRIT
The Group The Bank
2005
BE Bf5 EE B
Assets Liabilities Assets Liabilities
Interest rate contracts
(Notes 19(a) & 31) 8,598 13,047 8,598 13,501

Fair value hedges

The fair value hedges consist principally of interest rate swaps
that are used to protect against changes in the fair value of
asset due to movements in market interest rates.

(2) as trading instruments
The following is a summary of the fair values of derivatives
held for trading purposes by product type entered into by the
Group and the Bank:

XERITEHE KZ R
The Group The Bank
2005
BE =4 BE =4
Assets Liabilities Assets Liabilities
Exchange rate contracts 59,496 24,157 59,496 24,101
Interest rate contracts 774,582 841,740 801,028 845,582
Equity contracts

(Notes 17 & 30) 1,094 65 1,094 65

835,172 865,962 861,618 869,748
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36. BEEBRRMINZEIREE (8) 36. OFF-BALANCE SHEET EXPOSURES (CONTINUED)
(b) FTELBTE(E) (b) Derivatives financial instruments (continued)

(iy PTESRITENFIRFESR (i) Remaining life of derivative financial instruments
TEAREETETAERE The following tables provide an analysis of the notional amounts
EAMARERE  HEHS of derivatives of the Group by relevant maturity groupings based
FEHEMD - TET AR on the remaining periods to settlement at the balance sheet date.
AESEETESBIADN The notional amounts of the derivatives indicate the volume of
RPHE transactions of derivative financial instruments.

KFHRITEE
The Group
2005
—FE
ZRF
5 years RENE

—FHHT  orlessbut  More than B
Upto1year over 1 year 5 years Total
EEAL Exchange rate contracts 7,351,561 - - 17,351,561
FlZEH Interest rate contracts 103,946,999 57,938,993 1,967,002 163,852,994
Betn & 4 Equity contracts 76,210 - - 76,210

111,374,770 57,938,993 1,967,002 171,280,765

KZRIT
The Bank
2005
—FNE
2RF
5 years RENE
—FHHT  orlessbut  More than A&t
Upto1year over 1 year 5 years Total
AL Exchange rate contracts 7,926,282 - - 7,926,282
MEEK Interest rate contracts 104,112,999 58,766,598 2,042,002 164,921,599
Betn & 4 Equity contracts 76,210 - - 76,210

112,115,491 58,766,598 2,042,002 172,924,091
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36. OFF-BALANCE SHEET EXPOSURES (CONTINUED)
(b) Derivatives financial instruments (continued)

Exchange rate contracts
Interest rate contracts
Equity contracts

Exchange rate contracts
Interest rate contracts
Equity contracts

XFRITEE
The Group
2004
—FNE
ZHE
5 years RENE
—FHHUT  orlessbut  More than At
Upto1year over 1 year 5 years Total
4,760,250 - - 4,760,250
43,605,894 69,250,713 1,356,178 114,212,785
140,902 - - 140,902
48,507,046 69,250,713 1,356,178 119,113,937
KZRIT
The Bank
2004
—FNE
ZRF
5 years RENE
—FHHUT  orlessbut  More than At
Upto1year over1 year 5 years Total
5,321,613 - - 5,321,513
44,029,215 69,737,773 1,481,178 115,248,166
140,902 - - 140,902
49,491,630 69,737,773 1,481,178 120,710,581

167



168

BRIR BT 5E

Notes to the Accounts

3. BERBERUNMZEAREE (4)
(c) LABEERERNIINZ EBRIEE

ZEERAREERBRINESE
T o FLL B ARG REBRF
BLHhHEE -

KRBT RAE

&
B¢ B¢
o> o> o>

=
25 =

==
=

RGBS RAE

EXEH
MEEH
i a4

LTEREHEERBERNIIGER
FRENIRELTE BENX
ARGEERBINESES - 1tF
THEREEETBEEB/EIM
BE TRIXFHFZEER
HREEMTE - BATAEER
ZESIERTEERRETEH
BARRZHE °

36. OFF-BALANCE SHEET EXPOSURES (CONTINUED)
(c) The replacement costs and credit risk weighted amounts of the above
off-balance sheet exposures are as follows. These amounts do not
take into account the effects of bilateral netting arrangements.

XTRITEE
The Group
2005 2004
EERR EERR
mESE nEeR

EEKA  Credit risk EFRA  Credit risk
Replacement weighted Replacement weighted

cost amount cost amount

Contingent liabilities
and commitments N/A 1,954,688 N/A 1,757,281
Exchange rate contracts 59,494 41,391 22,192 20,229
Interest rate contracts 783,180 259,614 554,187 211,702
Equity contracts 1,094 - - -

843,768 2,255,693 576,379 1,989,212

KT R
The Bank
2005 2004
FERR EEER
mEssE mERE

BEHAR  Creditrisk  BBEKAK  Credit risk
Replacement weighted Replacement weighted

cost amount cost amount

Contingent liabilities
and commitments N/A 2,120,970 N/A 1,742,443
Exchange rate contracts 59,496 42,518 22,258 20,545
Interest rate contracts 809,626 265,955 561,840 214,095
Equity contracts 1,094 - - -

870,216 2,429,443 584,008 1,977,083

The tables above give the contractual or notional amounts, replacement
cost and credit risk weighted amounts of off-balance sheet transactions.
These are assessed in accordance with the Hong Kong Monetary
Authority’s guidelines which implement the Basle agreement on capital
adequacy and depend on the status of the counterparty and the
maturity characteristics.
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36. OFF-BALANCE SHEET EXPOSURES (CONTINUED)

(d)

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 equity contracts. Replacement cost represents the cost of
replacing all contracts which have a positive value when marked to
market. The credit risk weighted amount refers to the amount as
computed in accordance with the Third Schedule to the Hong Kong
Banking Ordinance.

Capital commitments

Capital commitments for acquisition of property, plant and equipment
outstanding at 31st December not provided for in the accounts were
as follows:

XFRTEE XFHRT
The Group The Bank
2005 2004 2005 2004
Expenditure authorised
and contracted for 121,438 4,391 115,380 1,415
Expenditure authorised
but not contracted for - 438 - -
121,438 4,829 115,380 1,415

(e) Lease commitments

At 31st December, 2005, the total future minimum lease payments
under non-cancellable operating leases are payable as follows:

KTFHRITEHE
The Group
2005 2004
Properties
1 year or less 23,350 12,685
5 years or less but over 1 year 33,771 10,677
Over 5 years 6,329 -
63,450 23,362
Others
1 year or less 344 417
5 years or less but over 1 year 161 1
Over 5 years - -
505 418

The Group leases a number of properties and items of equipment
under operating leases. The leases run for an initial period of one to
ten years, with an option to renew the lease when all terms are
renegotiated. Lease payments are usually adjusted annually to reflect
market rentals. None of the leases includes contingent rentals.
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37. GEHSRERME
(a) EXGFIBRKEEREHZFR

37. NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT
(a) Reconciliation of operating profit to net cash inflow from

ERAEKRE operating activities
2005 2004
(E#])
(restated)
il Operating profit 1,590,925 1,346,861
nE Depreciation 75,407 108,058
P28 (M 326) Amortisation of goodwill (Note 26) - 44,997
EERERBE (f:26) Impairment losses on goodwill (Note 26) 1,170 -
R EIPA (FTEE5(e)) Share option scheme cost (Note 5(g)) 6,588 4,932
& B 2R AT &I A (B EE5(e)) EIP cost (Note 5(e)) 3,372 2,248
THEEEARFE (IFE5(b)) Interest paid on loan capital (Note 5(b)) 134,148 134,514
BT RS Profits tax paid (203,423) (245,908)
REABBA=GALIA L Increase in treasury bills with original
BT & %18 0 maturity of three months or more (111,285) (392,786)
RAHBEA=@ARALEZ Increase in placements with banks and
EHFMRRITREREM other financial institutions with original
o B SR maturity of three months or more (76,617) (124,247)
BHRBERBRREERE (Increase)/decrease in trade
(&) bills less impairment allowances (101,250) 44,771
FER D Decrease in certificates of deposit held 30,000 99,972
EEAREE (M ED (Increase)/decrease in trading assets (440,966) 515,256
NAFBERABREARNZ Increase in financial assets measured
TREEE at fair value through profit or loss (646,762) -
EFEFREMERE Increase in advances to customers and
BB R R (B 2 5 38 other accounts less impairment
allowances (5,447,396) (2,614,217)
RITAEREMEREEZ Increase in deposits and balances
758 of banks and other financial institutions 527,541 813,744
BEPEZF3Em Increase in deposits from customers 7,104,291 6,430,739
ERITERERD Decrease in certificates of deposit issued (758,233) (315,049)
EERBRBEEM Increase in trading liabilities 279,164 8,628
Hu R\ R EFEE N, O ) Increase/(decrease) in other
accounts and provision 191,709 (937,681)
REEEFBZFRERA Net cash inflow from operating activities 2,158,383 4,924,832




37. GEHSRERME (4)

(b) BEEEERRKXNEHEK

(c)

RelkEHEs
ERERRITRAEREM
L RBERE

(—=+t-EAARIH)
FRE

ERREERER

IR 28R

B RAHR A =1EA
PA E® 8RR

EEARERERAN
RekEREELEAR

WrEH B 2 5
“ETHF ARERE

Technico LtdZ 100%# z
B REBBES79,0007T °

EHRABERGEFR

HAEELZIAE

BENHNBAE

B KEMBLR RS
FRRAEER

LEHBLARZEER

&

#E

37. NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)
(b) Reconciliation with the consolidated balance sheet

2005 2004
Cash and short term fund 20,053,798 20,529,318
Placements with banks and other
financial institutions maturing
between one and twelve months 2,657,380 1,435,527
Certificates of deposit held - 30,000
Amount shown in the consolidated
balance sheet 22,711,178 21,994,845
Less: Amount with an original maturity
of three months or more (1,742,988) (1,619,183)
Cash and cash equivalents in the
consolidated cash flow statement 20,968,190 20,375,662

(c) Acquisition of a subsidiary
During 2005, the Group acquired 100% interest in Technico Ltd for
HK$879,000, satisfied in cash.

Net identified assets and liabilities -
Positive goodwill arising on consolidation 879
Total purchase price paid 879

Less: cash and cash equivalents of the
subsidiary acquired -

Net cash outflow in respect of the purchase of subsidiary 879
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38. HIEME
(a) EHHE

FTERTEFEREREN &
EETERE HERRLLAE
HET

PERTEHRERBRIAREN
B5RERBBRITES -
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B

HEXBREINERE EFK
BRRHEE

HuxBBRRRES  KREE
B IR 1% OB K48 7l 5t 8RS -

APBENEBEBIZBRERR
B TUHRE  MERERHE
AREAEIETHREXREIE
MEBRE -

38. SEGMENT REPORTING
(a) Business segments
Retail banking activities include acceptance of deposits, residential
mortgages, hire purchase and consumer loans.

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

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

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

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

(a) Business segments (continued)

Net interest income

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

Other operating income

Inter-segment income

Operating income
Operating expenses
Inter-segment expenses

Operating profit before
impairment allowances
on impaired loans and
advances

Impairment losses and
allowances on impaired
loans and advances

Operating profit
Gains/(losses) on
revaluation of investment
properties, disposal of
tangiole fixed assets
and associated
company
(Losses)/profits on disposal
of held-to-maturity
and available-for-sale
financial assets
Impairment allowances
release for held-to-maturity
financial assets

Profit on ordinary activities
Share of net profits
in associated companies

Profit before taxation
Depreciation (Note 5(g))
Impairment losses on
goodwil (Note 5(g))
Segment assets
Investments in
associated companies
Total assets
Total liabilities

Capital expenditure

XFRITEE
The Group
2005

TESA  0EEA hEE
% LY RS Inter- ‘
Retall Comorate BE¥H Ei%H % segment B
banking  banking  Treasury Other Unallocated ~ elimination Total
1,230,339 378,742 (90,958) 2,855 208,146 - 1,729,124
- - 220,652 - (84,776) - 135876
398,322 85892 131,503 82326 57,727 - 755,770
- - - - 56344  (56,344) -
1,628,661 464,634 261,197 85181 237441  (56,344) 2,620,770
(648,406)  (123,753)  (35,108)  (41,919) (126,603) - (975,789)
(51,468)  (2,377) (652)  (1,847) - 56,344 -
928,787 338,504 225437 41,415 110,838 - 1,644,981
(15,604)  (38,452) - - - - (54,056)
913,183 300,052 225437 41,415 110,838 - 1,590,925
(3,146) (28) - (1) 25,855 - 22,680
- - (8,174) 59 (933) - (9,048)
910,087 300,024 217,263 414738 135,760 - 1,604,557
- - - 11,005 244 - 11,249
910,087 300,024 217,263 52,478 136,004 - 1,615,806
21,926 3,807 2,029 1,005 40,640 - 15407
- - - 291 879 - 1,170
40,112,196 21,714,801 21,943,990 122,253 20,282,421 - 104,175,661
- - - 138,978 1,977 - 146,955
40,112,196 21,714,801 21,943,990 261,231 20,290,398 -104,322,616
84,031,512 1,897,049 662,086 20,550 9,373,368 - 95,984,565
24,729 10,557 1,114 238 19,261 - 55899
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38. SEGMENT REPORTING (CONTINUED)

(a) Business segments (continued)

XFHITEE
The Group
2004
(%)
(restated)
BEK
ZERT  LERT li§3:81
E3) % AHE Inter-
Retal Comporate HIE%H Hu%Hk 2% segment At
banking  banking  Treasury Other Unallocated ~ elimination Total
Net interest income 1213269 378,961 186,681 3,097 11,809 - 1,794,317
QOther operating income 313230 112,981 86918 84417 4247 - 640,017
Inter-segment income - - - - 49,087 (49,087) -
Operating income 1526499 491942 273599 88,014 103367  (49,087) 2,434,334
Operating expenses (661,458)  (165,718)  (60,934)  (43,134)  (101,795) - (1,033,089
Inter-segment expenses (44,861) (1,918) (654) (1,754) - 49,087 -
QOperating profit before provisions 820,180 324,306 212,111 43,126 1,572 1,401,295
Charge for bad and doubtful debts (85,235)  (19,199) - - - - (54,434)
Operating profit 784,945 305,107 212,111 43,126 1,572 - 1,346,861
Gains/(losses) on revaluation of investment
properties, disposal of tangible fixed
assets and associated company (978) (1,895) (1,23) (354) 60,014 - 555682
Profits on disposal of held-to-maturity
securities - - 201 - - - 201
Profits on disposal of non-trading securities - - 6,224 83 - - 6,307
Provisions written back for
held-to-maturity securities - - 4,848 - - - 4,848
Profit on ordinary activities 783967 303212 222,149 42,855 61,586 - 1,413,769
Share of net profits in associated companies - - - 4,431 114 - 4,545
Profit before taxation 783967 303,212 222,149 47,286 61,700 - 1,418,314
Depreciation (Note 5(e]) 51,463 14,678 7,666 2,125 32,126 - 108,058
Amortisation of goodwill (Note 5(g)) 21,988 11,268 9,139 1,726 876 - 44997
Segment assets 37,628,072 19,407,218 20,332,953 119,608 17,924,547 - 95,312,398
Investments in associated companies - - - 127,970 7,736 - 135,706
Total assets 37,628,072 19,407,218 20,332,953 247,578 17,932,283 - 06,448,104
Total liabllities 76,886,457 1318299 806,869 22,608 8,999,119 - 88,033,402
Capital expenditure 44,285 26,812 3,964 442 75,787 - 151,290
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39.

(b) EfHHIE

38. SEGMENT REPORTING (CONTINUED)
(b) Geographical segments

BEHSBEEHDENEARTE
EXRMEWE D  JKARER
XEIBEERBBEAKRZIAR

TDTMERTE S -
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BT, 7540000 (Z 2T MEF B
7,774,0007T) + T4k BR 35 B AN BT
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REm o

As at 31st December, 2005

Total operating income

Profit before taxation

Total assets

Total liabilities

Contingent liabilities and
commitments (Note 36(a))

Capital expenditure

As at 31st December, 2004

Total operating income

Profit before taxation

Total assets

Total liabilities

Contingent liabilities and
commitments (Note 36(a))

Capital expenditure

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

reporting the results or booking the assets and liabilities.

Hong Kong

2,439,037
1,476,178
102,123,436
94,384,492

14,190,916
40,759

B
Hong Kong

2,383,998
1,347,901
95,663,311
88,517,021

14,377,018
103,936

39. PLEDGE OF ASSETS

B
Macau

328,961
233,180
12,823,757
11,981,792

1,236,398
7,554

B
Macau

268,339
167,817
10,092,742
9,443,949

758,992
23,160

KERITE
The Group
2005
B
ERY
I3 8
Less:
H# inter-segment
Other elimination
138,562 (285,790)
61,249 (154,801)
15,733,485  (26,358,062)
15,320,048  (25,701,767)
665,151 (1,113,613)
7,586 -
KERITE
The Group
2004
(EH)
(restated)
R
SR
W 8
Less:
Ef inter-segment
Other elimination
88,430 (306,433)
45,336 (142,740)
14,370,127 (24,578,076)
14,082,574 (28,960,142)
45,597 (805,182)
24,194 -

X

Total

2,620,770
1,615,806
104,322,616
95,984,565

14,978,852
55,899

At

Total

2,434,334
1,418,314
95,448,104
88,033,402

14,376,425
161,290

The amount of HK$7,754,000 (2004: HK$7,774,000) included in “Cash
and short-term funds” represents a demand deposit pledged as collateral
with the State of California in compliance with the statutory requirements
of the State of California.
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40. FAEALX S
(a) TERE
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40. RELATED PARTY TRANSACTIONS
(a) Substantial shareholder
During the year, transactions with The Bank of New York Company
Inc. (“BNY”), a substantial shareholder of the Bank, or its subsidiaries
were entered into by the Group in the ordinary course of business and
on normal commercial terms. The income and expense for the year,
average on-balance sheet outstanding for the year and on-balance
sheet outstanding at the year end are:

(i)  Income and expense for the year

2005 2004
Interest income 2,927 918
Interest expense 612 458
(i) Average on-balance sheet outstanding

2005 2004
Cash and short-term funds 110,776 67,441

Deposits and balances of banks
and other financial institutions 22,254 28,587

(iii) On-balance sheet outstanding at the year end

2005 2004

Cash and short-term funds 62,379 49,096
Deposits and balances of banks

and other financial institutions 46,539 71,114

(iv) On 27th August, 1999 and 19th September, 2002, the Bank
entered into two Delegation Agreements with BNY pursuant to
which the Bank agreed to provide various back-up support services
to BNY in connection with a securitisation transaction undertaken
by BNY. The first Delegation Agreement was terminated on 20th
February, 2004.

In 2005, the Bank received from BNY a total service fee of
HK$216,000 (2004: HK$375,000) and will continue to receive
further service fees on an annual basis during the term of the
second Delegation Agreement.
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40. RELATED PARTY TRANSACTIONS (CONTINUED)
(b) Subsidiaries

On 30th June, 1995, Wing Hang Zurich Insurance Company Limited
(“WHZ Insurance”), a 65 percent owned subsidiary of the Bank, entered
into a Management Agreement with Swiss Insurance Management
(Hong Kong) Limited (“Swiss Insurance”), a wholly own subsidiary of
Zurich Insurance Limited (“Zurich Insurance”) pursuant to which Swiss
Insurance has been appointed as manager of WHZ Insurance in
connection with the conduct by WHZ Insurance of its insurance
business. Zurich Insurance is a substantial shareholder of WHZ
Insurance holding 35 percent of WHZ Insurance’s issued share capital.
On 25th May, 2005, the Management Agreement was extended for
two years from 1st January, 2005 to 31st December, 2006 but can be
terminated by either party with six months’ notice. The revised
management fee will be based on a fixed fee plus a certain percentage
of gross written premiums received. Under the Management Agreement,
WHZ Insurance paid to Swiss Insurance an amount of HK$5,299,000
(2004: HK$4,498,000), being the contractual management fees payable.

During the year, the Bank entered into the transactions with subsidiaries
owned by the Bank in the ordinary course of business and on normal
commercial terms. The income and expense for the year, average on-
balance sheet outstanding for the year and on-balance sheet
outstanding at the year end are:

(i) Income and expense for the year

2005 2004
Interest income 191,407 152,237
Interest expense 489,175 287,923

(i) Average on-balance sheet outstanding
2005 2004
Amounts due from subsidiaries 5,708,720 4,420,623
Amounts due to subsidiaries 13,818,556 12,002,205

177



178

BRIR BT 5E

Notes to the Accounts

40. FEANLRS (8B)

(b)

(c)

(d)

B2 E (&)
(iy EERBERAIFRER

()= NI
MEBREFX

BELT
AEBEBETHERARZREBEEE
62,000,000 (ZZEZWMF : &
#62,000,0007T) I I - £
BERER-_ZEENFEE-

FETHAE

FN - AEEEERERATET
ZERG - mEATEEHEA
A FETBRABRAEBERR
& REBELATATIEHINAF
SEHEABEATZEANAR o
BRHGVER—RETEBRHA
—RAZEAKTZEFPEER
RRRBTE - REZZH LW
A FEZEEME - EEEE
TR TR R F AR
wmr

) AEEAZBARZH

B KA
FBXH

(i) EFERREFERZYOESR

EFZER
BEEZER

40. RELATED PARTY TRANSACTIONS (CONTINUED)

(b)

(c)

(d)

Subsidiaries (continued)
(iii)  On-balance sheet outstanding at the year end

2005 2004
Amounts due from subsidiaries 6,074,285 4,985,038
Amounts due to subsidiaries 14,201,751 13,641,108

Associated company

The Group maintains an unsecured and interest-free loan of
HK$62,000,000 (2004: HK$62,000,000) to an associated company
which is repayable in 2008.

Key management personnel

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

(i)  Income and expense for the year

2005 2004

(EHR)

(restated)

Interest income 25,243 17,835
Interest expense 20,909 6,626

(i) Average advances to customers and deposits from customers
outstanding

2005 2004
Advances to customers 654,791 743,661
Deposits from customers 782,131 924,710
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40. RELATED PARTY TRANSACTIONS (CONTINUED)
(d) Key management personnel (continued)
(i) Advances to customers and deposits from customers outstanding
at the year end

2005 2004
Advances to customers 659,624 654,423
Deposits from customers 776,434 744,230

During the year, no allowance for impairment losses has been
made in respect of the above loans to related parties (2004: Nil).

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

2005 2004

Short-term employee benefits 28,240 35,760
Post-employment benefits 1,522 1,416
Equity compensation benefits 6,464 3,916
36,226 41,092

(e) Loans to officers
Particulars of loans to officers disclosed pursuant to section 161B(9)
of the Hong Kong Companies Ordinance are as follows:

2005 2004
Aggregate amount of relevant loans
outstanding at 31st December 424,044 411,328
The maximum aggregate amount of
relevant loans outstanding
during the year 499,399 552,022
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41. MANAGEMENT OF RISKS

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

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

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

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

(i

(i

Corporate Credit Risk

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

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

Retail Credit Risk

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

(a)

(b)

Credit risk management (continued)

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

(iv) Concentrations of credit risk

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

Analysis of credit risk concentration by economic sector of respective
financial assets is disclosed in note 15 to 21 and geographical
concentration of the Group’s asset is disclosed in note 38(b).

Liquidity risk management

Liquidity risk is the risk of inability to fund an increase in assets or
meet obligations as they fall due. The Group has established liquidity
management policies for ensuring adequate liquidity is maintained at
all times. The Group maintained an average liquidity ratio of 50.8% in
2005, which is well above the statutory requirement of 25%.
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41. MANAGEMENT OF RISKS (CONTINUED)

(b)

(c)

Liquidity risk management (continued)

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

To cater for funding requirements during ordinary course of business,
sufficient liquid assets are held and also access to the interbank market
is maintained. In addition, adequate standby facilities are maintained
in order to meet any unexpected and material cash outflow. The Group
also performs regularly stress tests on its liquidity position to ensure
adequate liquidity is maintained at all times. The detail of the analysis
on the Group’s and Bank’s material assets and liabilities into relevant
maturity groupings based on the remaining period at balance sheet
date to the contractual maturity date are set out in the note 33.

Market risk management

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

The Group is exposed to market risk on position taken or financial
instrument held or taken such as foreign exchange contracts, interest
rate contracts, fixed income and equity securities and derivatives
instruments.
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

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

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

The Group uses Price Value Basis Point (“PVBP”) to monitor and limit
its interest rate risk exposure. PVBP is a technique calculating the
change in present value of a financial instrument or a portfolio of
instruments due to a change in one basis point of interest rates. It also
provides a quick tool to evaluate the impact on profit and loss due to
a basis point movement in interest rates.
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i

Interest rate risk

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

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

The following tables indicate the expected next repricing dates (or
maturity dates whichever are earlier) for the assets and liabilities
at the balance sheet date.
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i) Interest rate risk (continued)

Assets
Gash and short-term funds
Placements with banks and
other financial institutions
maturing between one and
twelve months
Trade Dills less impairment allowances
Trading assets
Financial assets measured at fair
value through profit or oss
Advances to customers and other
account less impairment allowances
Advances to banks
Held-to-maturity and available-for-sale
financial assets
Other assets

Total assets

Liabilities

Deposits and balances of banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

QOther liabilities

Loan capital

Total liabilities

Asset-liability gap

KFRITEE
The Group
2005
SEANE  -ENME
=R E-F BN
FU T 1yearorless Syearsor  TEMNE &5
A& 3months but over less but After  Non-interest
Total orless  3months over 1 year 5 years bearing
20,053,798 19,435,975 95,335 - - 522,488
2,657,380 2,559,271 98,109 - - -
652,375 645,555 6,820 - - -
911,264 - 300 1,412 - 909,552
5924424 981,327 1,223,951 3,274,944 444,202 -
55,393,692 47,715,104 3,264,783 2,762,867 389,864 1,261,074
79,191 78,982 - - - 209
15,909,430 5,789,899 219,240 8,702,037 1,000,191 108,063
2,741,062 - - - - 2,741,062
104,322,616 77,206,113 4,908,538 14,741,260 1,924,257 5,542,448
1,703,026 1,160,138 432,567 76,901 - 33,420
85,673,452 79,337,292 1,688,551 328,575 1,150 4,317,884
3,824,330 3,432,341 384,067 7,931 - -
865,962 - - - - 865962
1,397,898 44,236 - - - 1,353,662
2,519,888 - - 2,519,888 - -
95,984,565 83,974,007 2,505,185 2,933,295 1,150 6,570,928
8,338,051 (6,767,804) 2,403,353 11,807,965 1,923,107 (1,028,480)
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i) Interest rate risk (continued)

Assets

Cash and short-term funds

Placements with banks and other
financial institutions maturing
between one and twelve months

Trade Dills less impairment allowances

Trading assets

Financial assets measured at fair value
through profit or loss

Advances to customers and other
accounts less impairment allowances

Advances to banks

Held-to-maturity and available-for-sale
financial assets

Amounts due from subsidiaries

Other assets

Total assets

Liabilities

Deposits and balances of hanks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

Amounts due to subsidiaries

QOther liabilties

Total liabilities

Asset-liability gap

AFHRIT
The Bank
2005
SEANE  —EME
=R E-f£ EnE
FU T 1yearorless Syearsor  TEMNLE %8
A& 3months but over less but After Non-interest
Total orless 3 months over 1 year 5 years bearing
18,744,775 18,379,921 - - - 364,854
2,629,507 2,531,398 98,109 - - -
412,544 405,724 6,820 - - -
929,710 - 300 1,412 - 927,99
5924424 981,327 1,223,951 3,274,944 444202 -
43,141,730 39,911,818 1,573,446 491,679 335544 829,243
79,191 78,982 - - - 209
15,249,952 5,758,880 180,738 8,262,035 951,221 97,078
6,074,285 2,483,201 270,000 1,445,000 1,845,000 30,994
2,876,100 - - - - 2,876,100
96,062,218 70,531,341 3,353,364 13,475,070 3,575,967 5,126,476
1,694,613 1,152,206 432,567 76,901 - 32,939
67,902,897 62,804,506 1,218,022 177,890 - 3,702,479
3,820,252 3,432,341 388,980 7,931 - -
869,748 - - - - 869,748
14,201,751 7,032,897 3,328,411 3,605,499 - 234,944
936,858 44,236 - - - 892,622
89,435,119 74,466,186 5,367,980 3,868,221 - 5,732,732
6,627,099 (3,934,845 (2,014,616) 9,606,849 3,575,967  (606,256)
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i) Interest rate risk (continued)

Assets

Cash and short-term funds

Placements with banks and other
financial institutions maturing
between one and twelve months

Trade bills less impairment allowances

Certificates of deposit held

Trading assets

Advances to customers and other
accounts less impairment allowances

Advances to banks

Held-to-maturity and available-for-sale
financial assets

Non-trading securities

Other assets

Total assets

Liabilities

Deposits and balances of banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

Other liabilities

Loan capital

Total liabilities

Asset-liability gap

KFRITEE
The Group
2004
(E®)
(restated)
“EARE —EHE
=fiR - ERf

FUAT tyearorless Syearsor  REME %8
A 3months  butover  less but After  Non-interest
Total orless 3 months over 1 year 5 years bearing
20,529,318 20,018,888 - - - 510,430
1,435,527 1,337,360 98,167 - - -
551,124 540,509 10,282 - - 383
30,000 30,000 - - - -
30,808 - - 153 - 30,655
49,582,402 40,648,642 3,283,779 3,244,068 1,016,982 1,388,931
110,865 - 110,865 - - -
18,867,918 4,885,228 1,968,270 9,706,763 2,307,657 -
1,520,822 3,050 8,288 325498 903288 280,698
2,789,320 - - - - 2,789,320
95,448,104 67,463,677 5,479,651 13,276,482 4,227,927 5,000,367
1,209,582 955,145 216,225 - - 38,212
78,569,161 70,618,611 2,364,744 373,048 1,678 5,211,080
4,616,090 3,693,923 563,567 398,600 - -
8,628 - - - - 8,628
1,103,456 41,288 - - - 1,062,168
2,526,485 - - 2,526,485 - -
88,033,402 75,268,967 3,144,536 3,298,133 1,678 6,320,088
7414702 (7,805,290) 2,335,115 9,978,349 4,226,249  (1,319,721)
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i) Interest rate risk (continued)

Assets

Cash and short-term funds

Placements with banks and other
financial institutions maturing
between one and twelve months

Trade Dills less impairment allowances

Certificates of deposit held

Trading assets

Advances to customers and other
accounts less impairment allowances

Advances to banks

Held-to-maturity and available-for-sale
financial assets

Non-trading securities

Amounts due from subsidiaries

Other assets

Total assets

Liabilities

Deposits and balances of banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Trading liabilities

Amounts due to subsidiaries

Other liabilities

Total liabilities

Asset-liability gap

KFHA
The Bank
2004
(E%)
(restated)
SEANE —ENE
=fiR -  EIf

FU T 1yearorless Syearsor  RENE %8
A3 3months  but over less but After Non-interest
Total orless 3 months over 1 year 5 years bearing
19,990,535 19,546,102 - - - 444433
1,408,389 1,310,222 98,167 - - -
387,243 376,567 10,282 - - 394
30,000 30,000 - - - -
18,894 - - 153 - 18,741
39,657,662 34,353,004 1,941,060 1,438,447 964,456 960,595
110,860 - 110,865 - - -
18,382,634 4,726,892 1944942 9,511,910 2,198,790 -
1,407,308 - - 286709 847836 272,763
4985038 1,946,062 270,000 1,440,000 1,305,000 23,976
2,872,258 - - - - 2,872,258
89,250,626 62,288,849 4,375,316 12,677,219  5316,082 4,598,160
1,205,409 951558 216,225 - - 37,626
63,098,291 56,475,981 1,720,654 206,189 - 4,695,467
4,621,145 3653924 568621 398,600 - -
8,628 - - - - 8,628
13,641,108 6,435,958 1,765,355 5,269,245 - 170,550
635,953 41,288 - - - 594,665
83,210,534 67,558,709 4,270,855 5,874,034 - 5,506,936
6,040,092 (5269,860) 104,461 6,803,185 5,316,082  (913,776)
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i

Interest rate risk (continued)
The following table indicates the effective interest rates for the last
month of the year:

XFRTEE XFHRTT
The Group The Bank
2005 2004 2005 2004
Placement with banks and
other financial institutions 4.51 3.37 4,51 3.37
Trade bills and advances
to customers 6.08 3.49 5.92 3.17
Debt securities 4.40 3.30 4.45 3.33
5.37 3.42 5.21 3.26
Deposits and balances of banks
and other financial institutions 3.7 1.83 3.74 1.87
Deposits from customers 3.69 1.58 3.77 1.66
Certificates of deposit issued 3.73 2.34 3.73 2.34
Loan capital 5.32 5.32 5.32 5.32
3.74 1.74 3.82 1.85

(it

Currency Risk

The Group foreign exchange positions arise from foreign exchange
dealing, commercial banking operations and structural foreign
currency exposures arising from capital investment in subsidiaries
and branches outside Hong Kong, mainly in US dollar, Macau
Patacas and Renminbi, are managed by ALMCO. All foreign
exchange positions are managed by the ALMCO within limits
approved by the Board of Directors.

The net positions or net structural positions in foreign currencies
are disclosed when each currency constitutes 10% or more of the
respective total net position or total net structural position in all
foreign currencies.
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41. MANAGEMENT OF RISKS (CONTINUED)
(c) Market risk management (continued)

(i) Currency Risk (continued)

KFRITE
The Group
2005 2004
ET FEE ET @t
In millions of HK$ equivalent us$ Total us$ Total
Spot assets 31,689 51,672 27,044 43,484
Spot liabilities (32,431) (52,130) (28,388) (44,775)
Forward purchases 5,396 7,871 4,307 5,100
Forward sales (3,257) (5,783) (2,417) (3,233)
Net long positions 1,397 1,630 546 576
XFHITEE
The Group
2005 2004
2% ARK AP
In millions of Macau  Chinese i @ Macau xn @
HKS equivalent Patacas  Renminbi USss Total  Patacas Us$ Total
Net structural positions 204 192 37 713 110 218 328
XF BT
The Bank
2005 2004
e Bt E @t
In millions of HK$ equivalent Us$ Total Us$ Total
Spot assets 30,706 50,587 26,365 42,765
Spot liabilities (31,683) (51,201) (27,752) (44,067)
Forward purchases 5,396 7,871 4,307 5,073
Forward sales (3,257) (5,775) (2,417) (3,233)
Net long positions 1,162 1,392 503 538
KFRIT
The Bank
2005 2004
RHE ARE RAK
In millions of Macau  Chinese 3D B Macau S @it
HKS equivalent Patacas ~ Renminbi Uss Totl  Patacas Us$ Total
Net structural positions (583) 192 37 (74) (583) 218 (365)
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41. MANAGEMENT OF RISKS (CONTINUED)
(d) Operational risk management

Operational risk is defined as the risk of loss resulting from inadequate
or failed internal processes, people and systems or from external events.

The Group’s risk management framework is established to control risks
at both corporate and departmental levels. The underlying management
principle is built upon a long-standing culture of high integrity and risk
awareness fostered by senior executives of the Group.

The framework consists of governing policies with control measures to
ascertain absolute compliance by all operating units. These measures
are directed, controlled and held to account by operation management
committees chaired by senior executives. Regular reviews are performed
by the committees to ensure proper functioning of internal controls
and to identify improvement opportunities.

Furthermore, independent reviews are conducted by the Group’s Internal
Audit Division to measure the effectiveness of the Group’s system of
internal controls. This division reports to the Audit Committee to ensure
the framework is managed with high standards of probity.
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42, STAFF BENEFITS

(a)

(b)

Retirement schemes

2005 2004

Retirement benefit costs (Note 5(e)) 36,267 35,203

The Group operates both a Mandatory Provident Fund Exempt ORSO
Scheme (the “ORSO Scheme”) which is registered under the
Occupational Retirement Schemes Ordinance and two Mandatory
Provident Fund Schemes (the “MPF Schemes”) established under the
Mandatory Provident Fund Ordinance to cover all qualifying employees
in Hong Kong. As from 1st August, 2004, the ORSO Scheme has
been frozen as employees and the employer have made the
contributions to MPF Scheme instead. In addition, a defined contribution
scheme was established on 3rd January, 2001 to cover all qualifying
employees in Macau at various funding rates, in accordance with the
local practice and requirements. The costs of these schemes are
charged to the profit and loss account for the year and the assets of
these schemes are held separately from the Group. Any forfeiture
amount under the MPF Scheme is refunded to the Group when the
member leaves employment prior to the employer’s voluntary
contributions being vested fully.

Equity compensation benefits

()  Share Option Scheme
Pursuant to the approved Share Option Scheme, the directors are
authorised, at their discretion, to invite certain executives, to take
up options to purchase ordinary shares in the Bank as incentive
to them. Prior to 1st September, 2001, the option price was 80%
of the average last dealt price on The Stock Exchange of Hong
Kong Limited (“SEHK”) on the five business days immediately
preceding the date of offer of such options. After 1st September,
2001, the option price should be at least the higher of the closing
price of the shares on the SEHK on the date of the grant, which
must be a trading day, and the average closing price of the shares
on the SEHK for the five business days immediately preceding the
date of grant.
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42. BEEHN (£) 42. STAFF BENEFITS (CONTINUED)
(b) BREEEIIEFI(E) (b) Equity compensation benefits (continued)
() REETE (E) (i)  Share Option Scheme (continued)
(1) RigEe (1) Movements in share options
2005 2004
B EE & B
Number Number
of shares of shares
—A—H#&#% At 1st January 1,105,000 740,000
B 31T Issued 350,000 535,000
B R Lapsed (60,000) (40,000)
BT Exercised (110,000) (130,000)
+tZA=+—H#&#% At 31st December 1,285,000 1,105,000
@ NEEBBEREZEBRZ (2) Terms of unexpired and unexercised share options at balance
RE B RRTEHRR sheet date
BRE
2005 2004
B EE & B
RTREELS REE Number Number
Date of options granted Option price of shares of shares
B
HKS
10/03/2001 23.60 190,000 230,000
15/03/2002 26.30 170,000 170,000
14/01/2003 25.80 80,000 80,000
14/03/2003 26.50 130,000 130,000
21/05/2004 43.80 390,000 495,000
14/01/2005 51.25 220,000 -
28/01/2005 50.25 105,000 -
1,285,000 1,105,000
I ERRERARETH The options granted under the Scheme will be exercisable
E-BEREETHESF between the first and the tenth anniversaries of the date of
RAITRE - grant.
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() RIS (E)

@)

REANR THRBIELZ
AlE - TAERBRENN
BHRERE—TT-

TEHE

Exercise period

21/05/2005 - 21/05/2014
14/01/2006 - 14/01/2015
28/01/2006 - 28/01/2015

RERTTEZRIE

15

42. STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits (continued)

(i)  Share Option Scheme (continued)

(8) Details of share options granted during the year, all of which

were granted with HK$1.00 consideration.

REE
Option price
ok

HK$

43.80
51.25
50.25

(4) Details of share options exercised during the year

Bt
TEM—HZER
KT E
Weighted

average closing
price per share

1B H REE at preceding day
Exercise date Option price before exercise date

HKS HK$
14/01/2004 25.80 49.30
26/01/2004 25.80 54.25
27/01/2004 25.80 54.50
27/01/2004 23.60 54.50
09/02/2004 25.80 52.75
13/04/2004 26.30 55.00
15/04/2005 23.60 48.20
21/05/2005 43.80 51.00
31/05/2005 43.80 54.50
16/08/2005 43.80 58.90
27/09/2005 43.80 56.40

2005 2004

et 8 E B 1n 20 B

Number Number

of shares of shares

- 535,000

220,000 -

130,000 -

350,000 535,000
2005 2004

BIRCL N % 17 21 B i 88
Proceeds Number Number
received of shares of shares
B
HKS

516,000 - 20,000
516,000 - 20,000
516,000 - 20,000
708,000 - 30,000
516,000 - 20,000
526,000 - 20,000
944,000 40,000 -
657,000 15,000 -
657,000 15,000 -
876,000 20,000 -
876,000 20,000 -
110,000 130,000
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42,

STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits (continued)

(i

Share Option Scheme (continued)

Fair value of share options and assumptions

The fair value per option at the dates of grant using the Bi-
nominal pricing model with the following assumptions were

as follows:
BT 2 RBRE BT 2 RBE BTz RBE
Option granted on Option granted on Option granted on
28/01/2005 14/01/2005 21/05/2004
Risk-free interest rate (%) 3.63 3.79 4.69
Expected life (in years) 10.0 10.0 10.0
Volatility (%) 23.48 24.65 38.38
Expected dividend yield (%) 3.57 3.57 3.14
Estimated value per option (HKS) 11.45 11.85 17.19

The Bi-nominal pricing model was used in estimating the fair
value of share options after taking into account the exercise
price and the life of the option. Such option pricing model
requires the input of highly subjective assumptions including
the risk-free interest rate, expected volatility and dividend yield
of the shares. The changes in subjective input assumptions
can materially affect the fair value estimate.

The expected volatility is based on the historic volatility
(calculated based on the weighted average remaining life of
the share options), adjusted for any expected changes to
future volatility due to publicly available information. Expected
dividends are based on historical dividends.
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42. STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits (continued)

(i

(i)

Share Option Scheme (continued)
(5) Fair value of share options and assumptions (continued)

Share options were granted under a service condition. This
condition has not been taken into account in the grant date
fair value measurement of the services received. The fair value
of the options were measured at the grant date and are
charged to the profit and loss account and credited to
shareholders’ funds between the grant date and vesting date.
There were no market conditions associated with the share
option grants.

EIP

In 2004, a new EIP was approved. Pursuant to the approved EIP,
the directors are authorised, at their discretion, to invite certain
executives, to take up awards to vesting ordinary shares in the
Bank as incentive for them to remain in employment with the
Bank. The maximum number of awards in respect of which awards
may be granted under the EIP may not exceed 1% of the issued
share capital of the Bank for the time being in issue within five
years of the date of approval of the plan on 22nd April, 2004. The
awards are vested between the sixth to the tenth anniversaries
after the date of grant with the following percentage of award

vesting.
RELAMZADL
Percentage of
Date Award vesting
Sixth anniversary of the date of grant 5%
Seventh anniversary of the date of grant 10%
Eighth anniversary of the date of grant 15%
Ninth anniversary of the date of grant 20%
Tenth anniversary of the date of grant 50%
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42. STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits (continued)

(it

EIP (continued)

The fair value per award at the date of grant which is based on
the closing price of the shares of the Bank at preceding day
before date of grant less exercise price of the award. The fair
value per award at the date of grant as follows:

Brrz®E
Award granted on
21/05/2004

Closing price of the shares of the Bank
at preceding day before date of grant 43.80
Less: Exercise price (1.00)
Estimated value per award (HKS) 42.80

The Group granted awards at no consideration for certain
employees to acquire shares of the Bank under the EIP. The shares
will be acquired at the nominal value of HK$1 per share under the
award. The fair value of the awards is measured at the grant date
and is charged to the profit and loss account and credited to
shareholders’ fund between the grant date and vesting date. The
cash amount equal to the dividend that would have been paid
during the period up to vesting will be charged to the profit and
loss account as bonus expenses on an accrual basis.

If the Board determines to select the cash option when shares
vest, which is available under the plan, no new shares will be
issued on the date of vesting.

At 31st December, 2005, the Directors and employees of the Bank
had the following interest in award to purchase the shares of the
Bank.
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42,

43.

STAFF BENEFITS (CONTINUED)
(b) Equity compensation benefits (continued)
(i) EIP (continued)

2005 2004
B & E BHEE
TR (B Number Number
Exercise Price of shares of shares
B B
HKS
1.00 495,000 495,000

FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair value estimates are generally subjective in nature, and are made as of
a specific point in time based on the characteristics of the financial
instruments and relevant market information. Where available, the most
suitable measure for fair value is the quoted market price. In the absence
of organised secondary markets for most financial instruments, and in
particular for loans, deposits and unlisted derivatives, direct market prices
are not available. The fair value of such instruments was therefore calculated
on the basis of well-established valuation techniques using current market
parameters. In particular, the fair value is a theoretical value applicable at a
given reporting date, and hence can only be used as an indicator of the
value realisable in a future sale.

All valuation models are validated before they are used as a basis for
financial reporting. Wherever possible, the Group compares valuations
derived from models with quoted prices of similar financial instruments,
and with actual values when realised, in order to further validate and calibrate
the models. These techniques involve uncertainties and are significantly
affected by the assumptions used and judgments made regarding risk
characteristics of various financial instruments, discount rates, estimates of
future cash flows, future expected loss experiences and other factors.
Changes in assumptions could significantly affect these estimates and the
resulting fair values. Derived fair value estimates cannot necessarily be
substantiated by comparison to independent markets and, in many cases,
could not be realized in an immediate sale of the instruments.
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43. FAIR VALUES OF FINANCIAL INSTRUMENTS (CONTINUED)

Financial assets
Cash and short-term funds
Placements with banks and
other financial institutions
maturing between one and
twelve months
Trade bills less impairment allowances
Certificates of deposit held
Advances to customers
less impairment allowances
Advances to banks
Held-to-maturity and available-for-sale
financial assets
Non-trading securities

Financial liabilities
Deposits and balances of banks and
other financial institutions
Deposits from customers
Certificates of deposit issued
at amortised cost
Structured certificates of deposit
issued designated at inception
as fair value through profit or loss
Loan capital

2005
FHE
Carrying
value

20,053,798

2,657,380
652,375

54,074,272
79,191

15,909,430

1,703,026
85,673,452

1,902,640

1,921,699
2,519,888

XFROTEE

The Group
2004 2005
FHE LY EE
Carrying Fair
value value
20,529,318 20,053,798
1,435,627 2,657,380
551,124 652,375
30,000 -
48,566,616 54,074,272
110,865 79,191
18,867,918 15,829,097
1,520,822 -
1,209,582 1,703,026
78,569,161 85,673,452
4,616,090 1,905,045
- 1,921,699
2,626,485 2,479,972

2004
RATEE
Fair
value

20,529,318

1,435,527
551,124
30,000

48,566,616
110,865

18,859,860
1,620,822

1,209,682
78,569,161

4,687,346

2,559,456
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43. FAIR VALUES OF FINANCIAL INSTRUMENTS (CONTINUED)

2005
FHE
Carrying
value
Financial assets
Cash and short-term funds 18,744,775
Placements with banks and other
financial institutions maturing
between one and twelve months 2,629,507
Trade bills less impairment allowances 412,544
Certificates of deposit held -
Advances to customers less
impairment allowances 42,235,524
Advances to banks 79,191
Held-to-maturity and available-for-sale
financial assets 15,249,952
Non-trading securities -
Amounts due from subsidiaries 6,074,285
Financial liabilities
Deposits and balances of banks and
other financial institutions 1,694,613
Deposits from customers 67,902,897
Certificates of deposit issued
at amortised cost 1,902,640
Structured certificates of deposit
issued designated at inception
as fair value through profit or loss 1,926,612
Amounts due to subsidiaries 14,201,751

The following methods and significant assumptions have been applied in

2004
REE
Carrying
value

19,990,535

1,408,389
387,243
30,000

39,006,464
110,865

18,382,534

1,407,308
4,985,038

1,205,409
63,098,291

4,621,145

13,641,108

KZRT
The Bank
2005
ATEE
Fair
value

18,744,775

2,629,507
412,544

42,235,524
79,191

15,175,619

6,074,285

1,694,613
67,902,897

1,905,045

1,926,612
14,201,751

2004
RTEE
Fair
value

19,990,535

1,408,389
387,243
30,000

39,006,464
110,865

18,369,980

1,407,308
4,985,038

1,205,409
63,098,291

4,592,340

13,641,108

determining the fair values of financial instruments presented in above.

(@) the fair value of demand deposits and savings accounts with no specific
maturity is assumed to be the amount payable on demand at the

balance sheet date.
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43. FAIR VALUES OF FINANCIAL INSTRUMENTS (CONTINUED)

(b)

the fair value of variable rate financial instruments is assumed to
approximate their carrying amounts and, in the case of loans and
unquoted debt securities, does not, therefore, reflect changes in their
credit quality, as the impact of credit risk is recognised separately by
deducting the amount of the impairment loss and allowances from
both the carrying amount and fair value.

the fair value of fixed rate loans and mortgages carried at amortized
cost is estimated by comparing market interest rates when the loans
were granted with current market rates offered on similar loans.
Changes in the credit quality of loans within the portfolio are not taken
into account in determining gross fair values, as the impact of credit
risk is recognised separately by deducting the amount of the impairment
loss and allowances from both the carrying amount and fair value.

the fair value of unquoted equity investments is estimated, if possible,
using applicable price/earnings ratios for similar listed companies
adjusted to reflect the specific circumstances of the issuers.

the fair value of forward exchange contracts and interest rate swaps is
estimated either using broker quotes or by discounting future cash
flows. Broker quotes are back tested using pricing models or discounted
cash flow techniques. Future cash flows are estimated based on
management’s best estimates of the amount it would receive or pay to
terminate the contract at the balance sheet date taking into account
current market conditions and the current credit worthiness of the
counterparties. The discount rate used is a market rate for a similar
instrument at the balance sheet date. The fair value of an option
contract is determined by applying the Black-Scholes option valuation
model. Inputs are based on market related data at the balance sheet
date.
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BERMBHRELENFECT  BEERFMELFH

HKFRS 6, Exploration for evaluation of mineral resources

BAUNBRERAREELN  ETLHREOEEE
HK(IFRIC) 4, Determining whether an arrangement contains a lease

ERMBRELENRRESR - RILEFE BERIKRBEEEESELRR ZEN
HK(IFRIC) 5, Rights to interests arising from decommissioning,
restoration and environmental rehabilitation funds

ERUBRELNRERST 2ERTTBELCAR-BEENRETERAE
HK(IFRIC) 6, Liabilities arising from participating in a specific market
— Waste electrical and electronic equipment

BEMBRELENZERTR  REERSHENE_TARERARLRRZEIE
HK(IFRIC) 7, Applying the restatement approach under IAS 29
Financial reporting in hyperinflationary economies

BERGHEUNFE19R 2B BEERA - KBERE  SEFERKE
Amendments to HKAS 19, Employee benefits
— Actuarial Gains and Losses, Group Plans and Disclosures

ERGHEUNFE2NR 2B - IMEBREFHE
Amendments to HKAS 21, Net investment in a foreign operation

EARAGHENEIR 2B 2RI AE-BRARE
Amendments to HKAS 39, Financial instruments: Recognition and measurement

-BRAEENRARERG HReREH TG ERE
— Cash flow hedge accounting of forecast intragroup transactions

-EEUNATEEBEAR
— The fair value option

-BBEREH

- Financial guarantee contracts

44, POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE
ANNUAL ACCOUNTING PERIOD ENDED 31ST DECEMBER, 2005

Up to the date of issue of these financial statements, the HKICPA has
issued the following amendments, new standards and interpretations which
are not yet effective for the accounting period ending 31st December, 2005
and which have not been adopted in these financial statements:

RN B B AR R ia
ZEtHmEEN

Effective for accounting periods

beginning on or after

“EFAE-A—H
1st January, 2006

—2EXF-A—R
1st January, 2006

—ETRF-A-A
1st January, 2006

—ETRF+=-A—H
1st December, 2005

“ZTAFZA-H
1st March, 2006

—ETRF-A-A
1st January, 2006

e & s
1st January, 2006

—2BXF-A—F
1st January, 2006

—ETERF-H—H
1st January, 2006

—EERF—HF—H
1st January, 2006
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44. POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND

L2 EEHREEHENRERZE INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE
&7 FEERRREBUGREEZY ANNUAL ACCOUNTING PERIOD ENDED 31ST DECEMBER, 2005
(&) (CONTINUED)

AE_ZZRE(EBRA (ER) GO &£ BB
Amendments, as a consequence of the Hong Kong Companies
(Amendment) Ordinance 2005, to:

-BERGHENE N UHBRRARE

— HKAS 1, Presentation of financial statements

-BERAGHENER  FARBUMBERE

- HKAS 27, Consolidated and separate financial statements

-ERMBHRELREIN - B A

— HKFRS 3, Business combinations

ERMBHRELEUNETR  eMITA-RE

HKFRS 7, Financial instruments: disclosures

BEREQHERF IR BT WHBREE - EARE

Amendment to HKAS 1, Presentation of financial statements: capital disclosures

RT3 BB AR R 4A

ST HEEAEN

Effective for accounting periods
beginning on or after

—EEXF—F—H
1st January, 2006

—2EXF—A—F
1st January, 2006

—EEXF—RF—H
1st January, 2006

—2Rt5-A—F
1st January, 2007

“2Rt5-A—F
1st January, 2007

o B-ETRHFE(HEB AR (B In addition, the Hong Kong Companies (Amendment) Ordinance 2005 came
BN -_ZTRF+-_F—H4% into effect on 1st December, 2005 and would be first applicable to the
Wg - AEEBR-_TTRF—H— Group’s financial statements for the period beginning 1st January, 2006.

R 56 B0 B 75 3R R O R SR ER AR L TR R
il
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44, POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE
ANNUAL ACCOUNTING PERIOD ENDED 31 DECEMBER 2005
(CONTINUED)

The Group is in the process of making an assessment of what the impact
of these amendments, new standards and new interpretations is expected
to be in the period of initial application. So far it has concluded that:

- HKFRS 7 requires more detailed qualitative and quantitative disclosures,
primarily in respect of fair values and risk management. The adoption
of this standard is therefore only expected to affect the level of detail
of the disclosures, and is not expected to have any financial impact
nor result in any changes to Group’s accounting policies.

—  The adoption of HKFRS 6 and HK(IFRIC) 5 and the amendments to
HKAS 1, HKAS 27 and HKFRS 3 made as a result of the Hong Kong
Companies (Amendment) Ordinance 2005 are not applicable to any of
the Group’s operations and that the adoption of the rest of them is
unlikely to have a significant impact on the Group’s results of operations
and financial position.

45. COMPARATIVE FIGURES
Certain comparative figures have been adjusted as a result of changes in
accounting policies. Further details of which are set out in note 4.

46. APPROVAL OF ACCOUNTS
The accounts were approved and authorised for issue by the Board of
Directors on 16th March, 2006.
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