APPENDIX I ACCOUNTANTS’ REPORT

The following is the text of a report, prepared for the purpose of incorporation in this
prospectus, received from the Company’s reporting accountants, Ernst & Young, Certified Public
Accountants, Hong Kong. As described in “Appendix X—Documents Delivered to the Registrar of
Companies and Available for Inspection”, a copy of the Accountants’ Report is available for
inspection.

Ell ERNST & YOUNG

S

18th Floor

Two International Finance Centre
8 Finance Street

Central

Hong Kong

October 16, 2006
The Directors
Industrial and Commercial Bank of China Limited
China International Capital Corporation (Hong Kong) Limited
ICEA Capital Limited
Merrill Lynch Far East Limited

Dear Sirs

We set out below our report on the financial information of Industrial and Commercial Bank of
China Limited (the “Bank”) and its subsidiaries (hereinafter collectively referred to as the “Group”) in
Sections (I) to (III) below (the “Financial Information”), for inclusion in the prospectus of the Bank
dated October 16, 2006 (the “Prospectus™) in connection with the listing of the shares of the Bank on
The Stock Exchange of Hong Kong Limited (the “SEHK”).

Industrial and Commercial Bank of China (“ICBC”) was a wholly-state-owned commercial
bank founded on January 1, 1984. Its establishment was authorised by the State Council and the
People’s Bank of China (the “PBOC”) of the People’s Republic of China (the “PRC”). On October 28,
2005, with the approval of the State Council, ICBC was restructured and incorporated as a joint-stock
limited company with a registered capital of RMB248,000 million divided into 248,000 million shares
with a par value of RMB1 each, and accordingly issued 124,000 million shares each to the Ministry of
Finance (the “MOF”’) and Central SAFE Investments Limited, a state-owned investment company
previously known as China SAFE Investments Limited (“Huijin”’). ICBC then changed its name to
Industrial and Commercial Bank of China Limited.

All companies now comprising the Group have adopted December 31 as their financial year
end date for statutory reporting purposes.

The statutory consolidated financial statements of the Group for the years ended December 31,
2003 and 2004 were prepared in accordance with the Accounting Standards for Business Enterprises,
the Accounting System for Financial Institutions (1993 version) and other relevant regulations issued
by the MOF, the PBOC and the China Banking Regulatory Commission (the “CBRC”), and were
audited by Zhong Tian Hua Zheng CPA Co., Ltd. (“ T R¥EEEHHISE571”). The statutory consolidated
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financial statements of the Group for the year ended December 31, 2005 were prepared in accordance
with the Accounting Standards for Business Enterprises, the Accounting System for Financial
Institutions (2001 version) and other relevant regulations issued by the MOF, the PBOC and the CBRC
and were audited by Ernst & Young Hua Ming (““Z7K %W &t 5 7).

The Group also prepared consolidated financial statements for each of the years ended
December 31, 2003, 2004 and 2005 and for the six months ended June 30, 2006 (the “Relevant
Periods”) based on the International Financial Reporting Standards (“IFRSs”) promulgated by the
International Accounting Standards Board (the “IFRS Financial Statements”) which were audited by us
in accordance with International Standards on Auditing. The Financial Information has been prepared
from the IFRS Financial Statements and, where appropriate, management accounts of the Bank and of
the Group after making such adjustments considered appropriate.

The directors of the Bank are responsible for the Financial Information. It is our responsibility
to form an independent opinion, based on our examination, on the Financial Information and to report
our opinion.

Procedures Performed in Respect of the Relevant Periods

For the purpose of this report, we have examined the Financial Information for each of the
years ended December 31, 2003, 2004 and 2005 and for the six months ended June 30, 2006, and have
carried out such additional procedures as we considered necessary in accordance with the Auditing
Guideline “Prospectuses and the Reporting Accountant” issued by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”).

Procedures Performed in Respect of the Six Months Ended June 30, 2005

For the purpose of this report, we have also performed a review of the Financial Information for
the six months ended June 30, 2005, for which the directors are responsible, in accordance with the
Statement of Auditing Standard 700 “Engagements to review interim financial reports” issued by the
HKICPA. A review consists principally of making enquiries of management and applying analytical
procedures to the financial information and, based thereon, assessing whether the accounting policies
and presentation have been consistently applied unless otherwise disclosed. A review excludes audit
procedures such as tests of controls and verification of assets and liabilities and transactions. It is
substantially less in scope than an audit and therefore provides a lower level of assurance than an audit.
Accordingly, we do not express an opinion on the Financial Information in respect of the six months
ended June 30, 2005.

Opinion in respect of the Relevant Periods

In our opinion, the Financial Information gives, for the purpose of this report, a true and fair
view of the results and cash flows of the Group for each of the years ended December 31, 2003, 2004
and 2005 and for the six months ended June 30, 2006 and of the state of affairs of the Bank and of the
Group as at December 31, 2003, 2004 and 2005 and June 30, 2006.

Review conclusion in respect of the six months ended June 30, 2005

On the basis of our review which does not constitute an audit, for the purpose of this report, we
are not aware of any material modifications that should be made to the results and cash flows of the
Group for the six months ended June 30, 2005.
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@ FINANCIAL INFORMATION

Consolidated Income Statements

(Expressed in millions of Renminbi, unless otherwise stated)

Group

Interest income . . ..................
Interest expense . ..................

Net interest income . ...............

Fee and commission income .........
Fee and commission expense . ........

Net fee and commission income . ... ..
Other operating income . ............

Operating income . .. ...............

Operating expenses . ...............
Provisions for impairment losses on

—Loans and advances to customers . . . .

Share of profits and losses of associates
Profit before tax ...................

Income tax expense ................

Profit for the year/period ............

Attributable to:
Equity holders of the Bank ......
Minority interests ..............

Earnings per share attributable to equity
holders of the Bank
—Basic and diluted (Renminbi) ..

Year ended December 31,

Six months ended June 30,

Notes 2003 2004 2005 2005 (Unaudited) 2006
3 189,069 204,889 240,202 112,283 129,038
3 (66,361) (70,161) (86,599)  (40,558)  (52,530)
3 122,708 134,728 153,603 71,725 76,508
4 7059 9,780 12,376 5,502 8,761
(1,435)  (1,572) (1,830) (635) (895)
5624 8208 10,546 4,867 7,866

5 4452 5023 7471 4,500 1,376
132,784 147,959 171,620 81,092 85,750
6 (62,575) (62,639) (81,585)  (33,964)  (34,696)
16 (34914) (30,511) (26,589)  (11,558)  (11,645)
9 (1,379)  (348)  (425) (165) (573)
33,916 54461 63,021 35,405 38,836

(32) (50) 5 - 5

33,884 54411 63,026 35,405 38,841
10 (11,292) (23,193) (25,007) (9,957)  (13,199)
22,592 31218 38,019 25,448 25,642
22,472 30,863 37,555 25,161 25,399

120 355 464 287 243

22,592 31218 38,019 25,448 25,642

12 0.09 0.12 0.15 0.10 0.10
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@ FINANCIAL INFORMATION (continued)
Consolidated Balance Sheets

(Expressed in millions of Renminbi, unless otherwise stated)

Group
December 31, June 30,

Notes 2003 2004 2005 2006
ASSETS
Cash and balances with central banks . .............. 13 457,816 508,616 553,873 598,269
Due from banks and other financial institutions ....... 14 66,009 69,430 132,162 131,133
Reverse repurchase agreements .. .................. 15 71,239 21,764 89,235 105,542
Loans and advances to customers .................. 16 2,766,055 3,109,191 3,205,861 3,375,342
Investment securities . ...............c.coourene.o... 17 1,044,730 1,230,416 2,305,689 2,657,819
Income tax recoverable .......................... 427 — — —
Investments in associates .. ..................o..... 19 274 117 120 125
Property and equipment . . ............. .. ... ... 20 77,767 75,579 92,984 88,709
Deferred income tax assets . ...................... 21 27,381 8,805 — —
Otherassets . ...........iuiiiriniiiinann., 22 45,253 45,406 76,207 97,686
TOTAL ASSETS .. ... .. .. .. 4,556,951 5,069,324 6,456,131 7,054,625
LIABILITIES
Duetoacentralbank ............................ 32,383 28,402 — —
Due to banks and other financial institutions ......... 23 219,009 205,695 232,910 367,218
Repurchase agreements . ......................... 24 16,253 26,339 32,301 11,622
Certificates of deposits . ......................... 3,376 3,680 5,704 6,991
Duetocustomers ............ouiiiiiiinn. 25 4,706,861 5,176,282 5,736,866 6,119,038
Income tax payable ........... ... ... ... .. .. ... 84 2,792 14,641 12,812
Deferred income tax liabilities .................... 21 — — 1,418 270
Debtissued ............. . .. .. .. 26 — 3,294 38,076 37,987
Other liabilities . ............ .. .. ..., 27 118,119 130,885 134,339 169,222
TOTAL LIABILITIES ......................... 5,096,085 5,577,369 6,196,255 6,725,160
EQUITY
Issued share capital/paid-up capital ................. 28 160,671 160,669 248,000 286,509
Reserves . ... 28 17,151 15,334 2,559 19,681
Retained profits/(accumulated losses) .. ............. (718,571) (687,716) 5,280 19,183
Equity attributable to equity holders of the Bank ... ... (540,749) (511,713) 255,839 325,373
Minority interests . . .. ... 1,615 3,668 4,037 4,092
TOTALEQUITY ...... ... . .. (539,134) (508,045) 259,876 329,465
TOTAL EQUITY AND LIABILITIES ............ 4,556,951 5,069,324 6,456,131 7,054,625
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@ FINANCIAL INFORMATION (continued)
Balance Sheets

(Expressed in millions of Renminbi, unless otherwise stated)

Bank
December 31, June 30,

Notes 2003 2004 2005 2006
ASSETS
Cash and balances with central banks . .............. 13 457,759 508,445 553,572 597,844
Due from banks and other financial institutions ....... 14 76,014 74,834 129,926 112,180
Reverse repurchase agreements .. .................. 15 71,239 21,764 89,235 105,542
Loans and advances to customers .................. 16 2,720,990 3,040,627 3,131,096 3,301,452
Investment securities . ...............c.coourene.o... 17 1,037,645 1,220,987 2,297,831 2,652,785
Income tax recoverable .......................... 427 — — —
Investments in subsidiaries ....................... 18 7,098 7,087 7,112 7,063
Investments in associates .. ..................o..... 19 83 74 74 74
Property and equipment . . ............. .. ... ... 20 77,184 75,124 92,615 88,343
Deferred income tax assets . ...................... 21 27,320 8,727 — —
Otherassets . ...........iuiiiriniiiinann., 22 42,476 42,096 73,364 94,372
TOTAL ASSETS .. ... .. .. .. 4,518,235 4,999,765 6,374,825 6,959,655
LIABILITIES
Duetoacentralbank ............................ 32,383 28,402 — —
Due to banks and other financial institutions ......... 23 225,628 209,835 231,434 372,204
Repurchase agreements . ......................... 24 16,253 27,167 33,109 12,232
Duetocustomers ............ouiiiiiiinn. 25 4,668,017 5,115,197 5,671,854 6,036,319
Income tax payable ........... ... ... ... .. .. ... 66 2,774 14,627 12,646
Deferred income tax liabilities .................... 21 — — 1,418 286
Debtissued ......... . . ... ... 26 — — 35,000 35,000
Other liabilities . ............ .. .. ..., 27 116,406 128,675 132,533 166,751
TOTAL LIABILITIES ......................... 5,058,753 5,512,050 6,119,975 6,635,438
EQUITY
Issued share capital/paid-up capital ................. 28 160,671 160,669 248,000 286,509
Reserves . ... 28 16,934 14,596 1,955 19,115
Retained profits/(accumulated losses) .. ............. 28 (718,123) (687,550) 4,895 18,593
TOTALEQUITY ...... ... .. (540,518) (512,285) 254,850 324,217
TOTAL EQUITY AND LIABILITIES ............ 4,518,235 4,999,765 6,374,825 6,959,655

I-5



‘(. Suoreny,,) uorrerodio)) juowaSeur]y J9SSy Suoreny euly)

03 [e3rded s31 Jo urelsed pasreysuen; DGO ‘soruedwos juowaSeurw Josse 03 [e31ded Jo I19jsuer) oyl uo JOIN Y £q ponsst aonou Arejuowo[ddns oy) yjrm 00UBPIOIOE U]  9ION

(PET°6€S)  S19°T (6¥L°0¥S) (1LS'81L)  ISI'LI §ST L8EY  018%I (10€T) 1L9°091 "~ - - i i €00T ‘1€ 1oquad(J Je sk douefed
Aﬁ@v Aﬂ@v _ _ _ —_ _ . . N bﬂmvﬂmﬁ—ﬂ,—m ® \Ah— uonnqLISIp 1JoIJ
A.VOV _ A.VOV _ _ . - o o AV@V .................................. AOHOZV ﬁﬂﬁgwo JO IoJSuel].
J— J— S Amv S . o < o e e st e e e e s e e s e e e e e e SOAIOSOI mﬂ;&ﬂ—w 0l QOSNTHQOHQQ{
s¥8°0c 0TI stLoT Tkt (LD €zl (oL81) — — — e Tea£ 2y 1o asuadxa pue dwooul [e10,
N@WnNN ONﬁ NN\.VnNN NN\.V?NN _ ” . _ o e e e et ettt et e s e e e .HNONA Oﬁ—u HO% “—mOHm
Ahvhaﬁv . Ah?hnﬁv . AR..VN\MV MNM AON\wﬁﬁv . . T R I AN N P \%H:SGO
ur A[30011p pasIug0931 1edA o) 10§ asuadxo pue awodul [0,
mNﬁ — MN~ - mNﬁ & . _ _ T ﬁomaﬂ—mﬁﬂ.ﬁ- %OQD.ESO ﬁwmwhom
(€1¢) — (€19) — (€1¢) — (€1€) — — —_ T SJUQWI)SIAUL J[BS-10J-O[qB[IBAE JO [BSOASIP UO PISI[BAT QAIISY
(LssD) —  (LssD) — (Lss'n — (Lss'n  — — — SIUQUISIAUT 9[eS-10J-O[qB[IEAL JO AN[BA I AU} UI dFULYD JON
(PT8°65S) 9861 (01¥°19S) (8€0°T¥L)  €68°81  TEI LSTO  SO8%I (10€T) SELO9T =~ " - i €00C ‘1 Arenuef je se doue[eq
%ﬁ:—uw S)saJajul 1ejol, $9SSO] 1ejoyqns JAJIISAI JAIISAI SOAIISAI  IAIISAI —ﬂama—ﬂu
[ejo], Ay1oury pPajenunddy uopesuer) uopenpeadx snidang eypde)  dn-preqg
AJUALIND  JUIUISIAUT
ugrIoy
SIAIISY

yuegq Y3 yo 1dapjoy £ymba 03 dqeInqriny

dnoin
(P97©)S ISIMIIYIO SSI[UN “IqUITUIY JO SUOI[[I ur passaadxy)

£ymbr ur saduey)) Jo SJUIWIIB)IS PIAIEPI[OSUO)

(Panunuod) NOLLVINIOANI TVIONVNIA 40

LYOdHYH SINVINNODDV

I XIONAddV

I-6



‘Suorenyy

03 [e3rded s31 Jo urelrad pasreysuen; DGO ‘soruedwos juowaSeur Josse 03 [e31ded Jo I9jsuer) oyl uo JOIN Y £q ponsst aonou Arejuowd[ddns oy) yjrm 00UBPIOIOE U]  9ION

(S70°805)  899°¢ (€IL°T1S) (91LL89)  HEE'ST 69¢ LT61 81871 (08LT) 6997091 ~ " " s 700 ‘1€ 10quiaoa( Je se ooue[eq
(981) (981) _ _ _ _ - - - e Arerpisqns e £q uonnquysip ujoig
SOv'T 7881 1cs — 1¢S — — — 12S — e JIOp[OYQIRYS AJLIOUTW B 0} PANSSI SAIRYS S, AIRIPISQNS
ANv _ ANV _ - - - o o ANV .............................. AOHOZV Eﬁ&mo JO IoJSuel].
N N _ A%V Q - . Q - e et it e e e s e e s e SOAIOSOI mﬂ;&ﬂ—w o1 QOSNM.HQOHQQAQ
TL8'8T ss¢ L15°8T €980¢  (9¥€D) vIl o9’y — — — e Teak oy} 10§ dsuadxo pue dwodul [BJ0,
WMNnMM Wmm mowaom mownom _ || . _ _ R .HNONA Oﬁ—u HO% “—mOHm

A@.VM?NV . A@.Vman . A@.VM“NV .VMM AO@.V?NV . . J T T \%H:SGO
ur AJ30011p pasIug0931 1edA o) 10§ asuadxo pue awodul [0,
.—uﬁ ﬁ R .VM M R .VM ~ a . o . R R R IR P ﬁOﬁ.ﬁ—mﬁﬁ.ﬁ- %OQDESO ﬁ%m@.ﬁom

Am@v _ Am@v _ Ammv _ Am@v o o e muﬁoﬂbmo\wﬁ_
J[Bs-10J-9[qe[IBAR JO [ESOASIP UO PISI[BAT QAIISIY

Amoman . AWOMANV o Amcmamv o Amothv o o e e e e e e e et ettt et e e muﬁmﬁbmo\wﬁm
J[es-10J-9[qE[TBAR JO 9NJBA ITRJ oy} Ul 93ueyd JON
(Per'6€S)  S19°T  (6¥L°0vS)  (ILS'BIL)  ISILI 494 L8EY  018%I (10€T) TL9°09T =~ " - e ¥00T ‘1 Arenuef je se soue[eq

£ymba NREREILIN] e1oL SISSO[ [ej0)qns AAIISAI JAIISAI SOAJISAT  JAIISA rended
[ejo], Ayraoury pPajenunddy uopesuea) uopeneadar sniding  pepde) dn-preq
Adud.Ind JUUI)SIAUY
ugnIoy
SIAIISY

sueg 3y Jo 1appoy A)mbo 0y A qeINqLY

(panunuoo) dnoin)
(P97©)S ISIMIIYIO SSI[UN “IqUITUIY JO SUOI[[I ur passaadxy)

(panunuod) A3mb7 ur saguey)) Jo SJUIWA)EIS PIJEPI[OSUO))

(Panunuod) NOLLVINIOANI TVIONVNIA 40

LYOdHYH SINVINNODDV

I XIONAddV

I-7



9L8°65T LEO'Y  6€8°GST 08¢°S 65S°C (691) T€0°C — 00L°T SLE (6L€T) — 0008 "t S00T ‘1€ 19qUId03(] Y8 SB douR[eg
(8€0) (8€2) — — — — — — — — — — — e Lrerpisqns © £q uONNQLISIP 1JOI]
$0z $0T _ _ _ _ _ _ . . . . A S 10pJOYRIBYS
Ajuzourur & 0) panssI saIeys s, A1eIprsqng
— — — (ooL1) 00L°1 — — — 00L'T  — — — — e 919521 [e1oua3 0y uoneudoiddy
— - — (sLe) SLE — — — — SLE — — — e saAt9sa1 snjdins 0y uonerdorddy
(820°8) — (820°8) 915,69 (LzL'8z9)  (1T9) (828°0) (L69°T0) — (818°%1) (£90°L8S) (L18'V8T) 000°8FT ~ """ ' ((111a) pue (14)(q) ] ou) [epdes
QIS 0} SOSSO[ PAJB[NWNIIE PUE SIAIOSAI ‘Teiided
dn-pred jo 19jsue1) pue sassO[ poje[nuIndde
M SOAIASAI pue [eydes Jo uoneurwg
866195 — 856°L9S — 866°L9S — — — — — 866°L9S  — — (1) pue (1)(q)1 2j0u) sjesse parredurt
Jo resodsip oy woij Surste uonnqriuod Aynbg
vSOPPT  — 7SOy — 906°61 — — — — — 90661  8pI'yT1 — ((a1) pue (1)(q)1 ow) uonodfut [eyde)
:Sunmjonnsay
1LEY9 €0y 896°€9 GSSiLE €19 L1 €€6°¢ L69°TT - - - — — e Tea£ oy 10y dsuadxa pue SwWodUT [€)0],
610°8¢ 1234 SSsiLE SSSiLE — — — — — — — — e 183k 3y 10 1yoI1d
75€9¢ (19) €I+’ — €1+'9t L1 €€6°c L69°TT — — — — e Aymbo ur Apoaxrp
pastugooar 1eaK ay) 10J dsuadxd pue dwodul [BIO ],
L69°TT — L69°TT — L69°CT - — L69°TT — — — — — rrrrrrrrrrmrrrrrrrros (0 @0u) SuLONNSY
oy woJj Surstre sndins uonen|eAdI $)9SSy
(8L (19) (L12) — (L12) (L12) — — — — — — — e uone[sues AouaLmd usroro
08t - 08t _ 08% _ 08P _ . . o . P SJUOUNSOAUI
9[eS-10J-9[qE[IBAE JO [eSOdSIP U0 PISI[BAT QAIISOY
mm.vﬁm - mm_wam . MW.VAM . mm.vam o o o o o i it e st e it e i e s e e e muEwEumv\/r—_
9[eS-10J-2[qE[TBAR JO 9NJBA ITBJ o) UT 9SUEyd JON
(S70°80S)  899°¢  (E€ILT1S)  (91L°L89) PEESI 69¢ LT61 — — I8P (08L°T)  699°091 — oo S00T ‘1 Arenuef je se doue[eg
Aymba  syssadur [®10], (sassof [e303qng JAIISAX AIISAL QAIISAA QAIISAI  SIAIISAI  AAIISAI  [epded  penpded
el Auourpy pajemundde) uone[sULI) UODEN[EAdI uopen[eAdr [eruwds sniding [epde) dn-preg  aaeys
/ sygoad ASUAIIND  JUIUIISIAU] 19SSy panss|
paure)dy ugrIo0q
SIAIISNY

yuegq 3y) jo saapjoy Aymba 03 AqeInqriy

(ponunuod) dnoin

(P33e)s ISIMIIYIO SSI[UN ‘IQUITHUIY JO SUOI[Iw ur passaadxy)

(panunuod) A3mb7 ur saguey)) Jo SJUIWA)EIS PIJEPI[OSUO))

(Panunuod) NOLLVINIOANI TVIONVNIA

D

LYOdHYH SINVINNODDV

I XIONAddV

I-8



6607€T

§98‘¢

€86°165 0ce

I-9

Y€ 0€T (L68°609) 65t L69°TT L8 0TSv9S 8yI8yc S00T ‘0€ dunf je se ddue[eg
Or1) Or1) — — — — — — — — — e Arerprsqns e £q uounquIsIp Jjo1q
06 06 o o - o - - T 1OPIOYRILYS
AjIourw & 0} panssI saIeys s AIeIpisqng
— — — 859°CS (686°ST) — — (TeLvn) (85T°1) (699°9¢) e ((ma)(Q)1
9)0U) SISSO[ PAJL[NWINII. YIIM
SAI0sA1 pue [ejides jo uoneurwr g
865°L9¢ — 866°L96 — 865°L9S — — — 86596 — Tt ((1m) pue (1)(Q)1
Jjou) syasse pareduwi jo esodsip
oy wolj urste uonnqruod Aynbg
aRzd! — 81vCI — — — — — — gpI'ver ((W(@)1 s10u) uon(ur [eyrde)
Sunmjonnsay
Y670 €ST 1%2°0S 191°6C 080°ST (6t) 434 L69°TT — — i porrad
Ay 10§ asuadxo pue SWOOUI [BJ0],
81 182 191°5T 191°sT — — — — — — = e powad aty 10§ 1yjoig
9¥0°ST (29 080°ST — 080°ST (6t) 434 L69°TT — — = e Kymbo ur Apoaxip pastugooar
porad oy J0J 9suadxd pue wooul [8J0 ],
169°TT — 169°TC — L69°TT — — L69°TT — — = e (07 @10u) SuLmonnsay oy
wolj Surste snjdins uoryen[eAdl sjassy
(61) — (61) — (6%) (6%) — — — - = uone[suel) AoUdLmMd USIAI0 ]
TS — 8TS — TS — 8TS — — — — SJUQUI)SOAUT A[S-10J-J[qR[IEAR
JO [esodSIp uo pasI[eal 9AIOSIY
0L8°T (29 $06°1 — $06°1 706°1 — — - = SJUOUISIAUL Q[es-10J-O[qB[IBAE
JO onjeA Irej ay) ur o3ueyd JON
($+0°805) 899°¢ (€1L°119) (91L°L89) PEEST 69¢ LT6°1 — 8181 (08L°1) 699091 S00T ‘1 Arenuef je se ddue[eg
(payipneup)) (paypneur)) (pajipneun))  (pdyipneu))  (pdaypneu)) (paypneuq)) (paypneur)) (pdyipneun) (paypneun)) (paypneun)) (paypneu))
Aymba $1S3.19)ul [ejo], SISSO[ [ejoaqng AAIISAX AAIISAA AAIISAA SIAIISAI AAIISAX rended
e Ayraoury pIjenunddy UONB[SUBI)  UODBN[BAII  UOHEBN[BAJIX snjdang rende) dn-preg
AdUd.1and JUDUI)SIAUY JENN v
usrI0q
SIAIISIY

yuegq Y3 jo 1apjoy 5mba 03 sjqeInqriny

(ponuruoo) dnoin
(Pa3©)S ISIMIIY)O SSI[UN ‘IqUITHUIY JO suol[iu ul passa.adxy)
(panunuod) A3mb7 ur saguey)) Jo SJUIWA)EIS PIJEPI[OSUO))

(Panunuod) NOLLVINIOANI TVIONVNIA 40

LYOdHYH SINVINNODDV I XIONAddV




‘Kuoyny
Arejouojy Suoy Suoy oyl Jo sjyuowaInbor Yl YIM OOUBPIOIOE UI POUTBIUIBW SI 9AIOSAI AJOje[ngal oy], ‘SOOUBApPE PUE SUBO[ JOJ 9duemo[[e judsuuredw! oy} 0} uonippe
ur ‘syijoid paurejor )1 woiy ‘AjeAnoadsar ‘uor[iu Zp$H pue uol[iw ZGe$H JO 0A10s01 £103e[n3a1 © 9pISE J3S SBY AIRIPISQNS B ‘9007 ‘O€ dunf pue g00g ‘1€ 1oquiado( e sy

“uoI[[IW gAY JO JUNOWe Ul Youelq seasioao ue Aq apew uonerdordde oy sopnjouy :9joN

Sor'6TE 60 €LE'GTE €81°61 18961 (8€1) LOT'T T00°L  TEO'E  8LS'®  60S98T o 900C ‘0€ 2unf Je se odue[eqg
(€91) (€91) — — — — — — — — — e Areipisqns ® £q uonnqLIsIp 101
— — — (zog's) 20€°S — — 0gs — — — e aA19s21 [e10ua3 0 uoneudoiddy
— — — (LS9D) LS9T — — — LS9T — — e (a10u) soA10s21 snjdins 03 uoneudoiddy
(LgS'E) — (LgSE) (LgS'E) — — — — — — — e (11 @0u) [euly GOOT—PUSPIAIQ
99%°8¥ — 99t°8Y — LS6°6 — — — — LS66 6058 T ((e)8 210u) [E31dED 21EYS JO QdULNSS]
€78%C 81C S09vT 66£ST  (¥6L) 1€ (528) — — — - potiad 2y 10§ osuadxa pue awWodUI [LI0],
N.VG"WN m._uN @@mmWN @QMAWN - _ . _ . o e e e e e e e e e e e e @OCOQ Dﬂu ho,w W—W%Oh&
(618) (s2) (¥6L) — (¥6L) I€ (528) — — — — e Kymba ur Appoerrp pastu§osar
pouiad oy 10J asuadxe pue awodul [0 ],
9 (s2) I€ — I€ 1€ — — — — e uone[suen A5ua1ino uSoI0]
6S - 6S - 6S - 65 — — — — e SJUOUIISQAUL J[S-10J-O[(B[IRAR
JO TesodSsIp U0 pasijeal dAISY
(¥88) — (+88) — (¥88) — (+88) — — — — e SJUQUIISIAUI J[S-10J-9[qR[IBAR
JO anpea Irej ay) ur 93ueyod N
9.8°65T LEOY 6€8°SST  08T'S 65S°C (691) Te0'T 0oL T sLe  (6LETD) 0008FT 900¢ ‘1 ATenuef je se ooue[eq
Aymba NIRRT [elo], syyoad [el0)qng AAIISAX AIISAL QAJISAT  SIAIISAL  IAIISAA rended
1®107], KyrLioury paure)dy uone[sueI) uopeN[EAdl [eRUWIn sniding  [ede) dreys
Adud.and JUIU)SIAUT panssy
ugIoy
SIAIISY

yueg dy) yo sxapjoy Aymba 03 d[qenqryy
(panunuoo) dnoin)
(Paje)s ISIMIIY)O SSI[UN ‘IqUITLUIY JO SUOI[[Iu ul passdadxy)

(panunuod) A3mb7 ur saguey)) Jo SJUIWA)EIS PIJEPI[OSUO))

(Panunuod) NOLLVINIOANI TVIONVNIA 40

LYOdHYH SINVINNODDV I XIONAddV

I-10



APPENDIX I

ACCOUNTANTS’ REPORT

)

FINANCIAL INFORMATION (continued)

Consolidated Cash Flow Statements

(Expressed in millions of Renminbi, unless otherwise stated)

Group

CASH FLOWS FROM OPERATING ACTIVITIES
Profitbeforetax ..............................
Adjustments for:

Share of profits and losses of associates . ......
Depreciation ............ ... .. ... ... ...
Amortisation ............ ... i
Provisions for impairment losses on loans and
advances ...
Provisions for impairment losses on assets other
than loans and advances .................
Interest expense on debtissued ..............
Accretion of impairment provision discount . . . .
Gain from foreign exchange and foreign
exchange products, net ..................
Loss/(gain) on investments in securities, net . . . .
Loss/(gain) from other dealing activities, net . . .
Gain on disposal of property and equipment and
otherassets,net ........................
Dividend income ................ ... ......

Net decrease/(increase) in operating assets:

Due from central banks . ...................
Due from banks and other financial

institutions . ............ ... ...
Reverse repurchase agreements . . ............
Loans and advances to customers ............
Otherassets ..............c.iiiuininon ..

Net increase/(decrease) in operating liabilities:

Duetoacentralbank ......................
Due to banks and other financial institutions . . .
Repurchase agreements .. ..................
Duetocustomers .........................
Certificates of deposits ....................
Other liabilities ..........................

Net cash flows from operating activities before tax . .
Incometaxpaid ............. ... ... .. ...

Net cash flows generated from operating activities . .

Year ended December 31,

Six months ended June 30,

Notes 2003 2004 2005 2005 (Unaudited) 2006
33,884 54411 63,026 35,405 38,841

32 50 ) — (5)

6 8,654 8977 9,852 4,571 5,053
6 752 710 712 288 513
16 34914 30511 26,589 11,558 11,645
9 1,379 348 425 165 573
3 — 40 490 68 616
16 (9,844)  (9,876)  (8,349) (5,657) (896)
5 (1,190)  (894)  (2.255) (1,681) (218)
5 (553)  (358)  (107) (405) 341
5 326 (660)  (1,207) (662) (410)
5 (482)  (814)  (626) (707) (166)
5 (3) (17) (2) — (3)
67,869 82,428 88,543 42,943 55,884
(63212) (71,910) (54,454) (27,898) (27,125)
47917  (1,172) 4,510 (33,060) (13,154)
47980 8,469 (902) (11,803) (5,055)
(431,670) (354,970) (244,536)  (166,626)  (184,174)
(27,505) 5,713 (8,268) (16,240) (17,597)
(426,490) (413,870) (303,650)  (255,627)  (247,105)
19281  (3,981)  (4,865) (4,865) —
(46,179) (14,458) 27215 53,046 134,308
(31,474) 10,086 5,962 (23,359) (20,679)
536,546 447,951 560,584 327,012 382,172

— 304 2,024 (1,057) 1,287

41,549 12,574 (5332) 12,894 39,258
519,723 452,476 585,588 363,671 536,346
161,102 121,034 370,481 150,987 345,125
218)  (270)  (2,987) (1,065) (15,770)
160,884 120,764 367,494 149,922 329,355




APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)
Consolidated Cash Flow Statements (continued)
(Expressed in millions of Renminbi, unless otherwise stated)

Group (continued)

Year ended December 31, Six months ended June 30,
w 2003 2004 2005 2005 (Unaudited) 2006

CASH FLOWS FROM INVESTING

ACTIVITIES
Acquisition of a subsidiary, net of cash

acquired .......... ... 37(a) — 4,450 — — —
Purchases of property and equipment and

otherassets ........................ (9,236)  (8,580)  (9,684) (2,851) (1,792)
Proceeds from disposal of property and

equipment . . ... 1,354 1,730 5,177 2,447 564
Purchases of investments ............... (346,227) (467,936) (719,996) (320,537) (858,067)
Proceeds from sale and redemption of

investments ....................... 221,982 270,252 327,090 176,174 663,084
Dividend received .................... 3 17 2 — 3
Net cash flows used in investing

ACtIVII®S .. oo et (132,124) (200,067) (397,411) (144,767) (196,208)
CASH FLOWS FROM FINANCING

ACTIVITIES
Proceeds from capital injection .......... — — 124,148 124,148 40,438
Capital contribution by minority

shareholders . ...................... — 1,467 166 90 —
Repayment of debtissued .............. — — (138) — —
Proceeds from debtissued .............. — 3,294 35,000 — —
Transfer of capital to Huarong . .......... — (2) — — —
Interest paid on debtissued ............. — (40) (490) (68) (616)
Dividend paid to minority shareholders . .. (91) (186) (238) (1406) (163)
Net cash flows generated from/(used in)

financing activities ... ............... 1 4,533 158,448 124,024 39,659
NET INCREASE/(DECREASE) IN CASH

AND CASH EQUIVALENTS ........ 28,669  (74,770) 128,531 129,179 172,806
Cash and cash equivalents at beginning of

the year/period ..................... 213,629 242,620 168,019 168,019 294,424
Effect of exchange rate changes on cash

and cash equivalents ................ 322 169 (2,126) 27 (510)
CASH AND CASH EQUIVALENTS AT

END OF THE YEAR/PERIOD ... ..... 37(b) 242,620 168,019 294,424 297,225 466,720
NET CASH FLOWS GENERATED

FROM OPERATING ACTIVITIES

INCLUDE:
Interestreceived .. ....... ... ... ....... 176,573 186,957 208,975 96,129 123,441
Interestpaid .......... ... ... ... ...... (63,366) (68,171) (82,274) (33,879) (44,555)

I-12



APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information

1. CORPORATE INFORMATION AND RESTRUCTURING

(a) Corporate information

The registered office of the Bank is located at No. 55 Fuxingmennei Avenue, Xicheng District,
Beijing, the PRC. The Bank has established branches in 35 provinces, autonomous regions and
municipalities directly under the central government in the PRC, and has also established eight
branches outside Mainland China.

Upon the incorporation of the Bank, the CBRC issued a financial services certificate to the
Bank (No. B10111000H0001) and the State Administration for Industry and Commerce of the PRC
issued a business licence to the Bank (No. 1000001000396).

(b) Restructuring

During the year 2005, pursuant to a restructuring plan (the “Restructuring”) approved by the
State Council, ICBC completed a series of restructuring measures as set out below prior to its
reformation into a joint-stock limited company.

(i) Capital injection of US$15,000 million by the PRC government (the “Government”)

In April 2005, the Government injected US$15,000 million of cash into ICBC as capital
through Huijin, under the direction of the State Council. ICBC remained as a wholly-state-owned bank
after such capital injection.

(ii) Disposal of impaired loans and advances classified under the loss category and other
impaired assets of RMB246,000 million in aggregate

In May 2005, with the approval of the MOF, Huarong was designated as an agent of the MOF
to purchase certain impaired loans and advances classified under the loss category and other impaired
assets from ICBC at book values, before allowance for impairment losses, of RMB176,000 million and
RMB70,000 million, respectively. The consideration of RMB246,000 million in aggregate (note 17(a))
was accounted for as an amount receivable from the MOF, which will be settled by the MOF in the
following five years and bears interest at a fixed rate of 3% per annum.

(iii) Disposal of impaired loans and advances classified under the doubtful category of
RMB459,002 million in aggregate

With the approval and under the arrangement of the PBOC, certain impaired loans and
advances classified under the doubtful category with an aggregate amount, before allowance for
impairment losses, of RMB459,002 million were purchased by Huarong, China Great Wall Asset
Management Corporation, China Orient Asset Management Corporation, and China Cinda Asset
Management Corporation (collectively the “AMCs”) from ICBC. In June 2005, ICBC entered into
transfer agreements with the AMCs. Pursuant to the transfer agreements and instructions from the
PBOC, the impaired loans were disposed of at book value before allowance at a consideration of
RMB459,002 million from the AMCs. An amount of RMB430,465 million (note 17(a)) included
therein was applied to exchange for a non-transferable bill issued by the PBOC. The bill will mature in
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APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information
1. CORPORATE INFORMATION AND RESTRUCTURING (continued)

(b) Restructuring (continued)

June 2010 (the “Maturity Date”) and bears a fixed interest rate of 1.89% per annum. The PBOC has the
right to redeem the bill prior to the Maturity Date. The remaining balance of the consideration was
used to settle the amount due to the PBOC.

As a result of the disposals mentioned in (ii) and (iii) above, the related aggregate allowance for
impairment losses of RMB567,558 million was reversed and credited to the capital reserve as a
contribution of capital, including those attributable to loans and advances and other assets of
RMB503,090 (note 16) million and RMB64,468 million, respectively.

(iv) Injection of land use rights of RMB19,906 million by the Government

During the year 2005, as part of the Restructuring, the Government injected certain land use
rights into ICBC as capital contribution. The estimated fair value of such land use rights, which
amounted to approximately RMB19,906 million, was credited to the capital reserve and subsequently
capitalised as share capital of the Bank upon its incorporation.

(v) Repayment of principal and interest of Huarong bonds

Pursuant to a notice issued by the MOF in June 2005, the MOF will provide support for the
repayment of principal of the Huarong bonds of RMB312,996 million (note 17(a)), if necessary. In
addition, with effect from July 1, 2005, should Huarong be unable to make full payment of the bond
interest, the MOF will provide funding in support of the payment.

(vi) Revision of the terms of a special government bond issued by the MOF

A non-negotiable bond with nominal value of RMB85,000 million (note 17(a)) was issued by
the MOF to ICBC in 1998. The bond will mature in 2028 and bore interest at a fixed rate of 7.2% per
annum originally. As part of the Restructuring, the interest rate of the bond was revised to a fixed rate
of 2.25% per annum, with effect from December 1, 2005.

(vii) Elimination of capital and reserves with accumulated losses

As part of the Restructuring, and in accordance with the instructions of the MOF, ICBC
eliminated part of its capital and reserves with the accumulated losses during 2005.

(viii) Reformation into a joint-stock limited company

In accordance with the statutory requirements on the restructuring of state-owned enterprises,
ICBC engaged independent qualified asset appraisers to perform a valuation exercise on its assets and
liabilities as at June 30, 2005. Based on the valuation report issued by China United Assets Appraisal
Co., Ltd, an independent firm of qualified asset appraisers in the PRC, the net assets of ICBC as at
June 30, 2005 were valued at RMB256,028 million. ICBC submitted the valuation report to the
relevant regulatory bodies in support of its application for restructuring from a state-owned enterprise
into a joint-stock limited company.
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APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information
1. CORPORATE INFORMATION AND RESTRUCTURING (continued)

(b) Restructuring (continued)

With the approval of the State Council, ICBC was restructured into a joint-stock limited
company with a total registered capital of RMB248,000 million on October 28, 2005. The paid-up
capital, reserves and accumulated losses of ICBC, after taking into account the surpluses arising from
the aforementioned valuation, were converted into issued share capital of the joint-stock limited
company upon its incorporation. An aggregate of 248,000 million promoters’ shares at par value of
RMBI1 each were issued to the MOF and Huijin, with each holding 124,000 million shares. The excess
of the paid-up capital, reserves and accumulated losses of ICBC so converted, as represented by the net
asset value of RMB256,028 million over the issued share capital of RMB248,000 million, which
amounted to RMB8,028 million, was accounted for as a payable to the MOF and was included under
other liabilities (note 27) as of December 31, 2005.

(c) Principal activities

The principal activities of the Group comprise the provision of banking services, including
Renminbi (“RMB”) and foreign currency deposits, loans, payment and settlement services, and other
services as approved by the CBRC of the PRC, and the provision of related services by its overseas
establishments as approved by the respective local regulators.



APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information

1. CORPORATE INFORMATION AND RESTRUCTURING (continued)

(d) Details of principal subsidiaries consolidated

During the Relevant Periods and up to the date of this report, the Bank had direct interests in
the following principal subsidiaries. Except for Industrial and Commercial Bank of China (Asia)
Limited (“ICBC (Asia)”’) whose shares are listed on the SEHK, all of them are private companies (or,
if incorporated/registered outside Hong Kong, have substantially similar characteristics to a private
company incorporated in Hong Kong). The particulars of the principal subsidiaries are set out below:

Place and Nominal
date of value of  Percentage of equity interests attributable
incorporation/  issued share/ to the Bank as at
registration and paid-up Date of
place of capital as at December 31, June 30, this Principal
Company name operations June 30,2006 2003 2004 2005 2006 report  Activities
ICBC (Asia) (i) Hong Kong HK$2,242.52 72.67 57.53 59.72  59.72 59.72  Commercial
November 12, million banking
1964 ordinary shares
Industrial and Commercial International Capital Hong Kong HK$280 100 100 100 100 100 Commercial
Limited (“ICIC”) (1) March 30, 1973 million banking
ordinary shares
ICEA Finance Holdings Limited (“ICEA”) (i)  British Virgin US$20 million 75 75 75 75 75  Investment
Islands/Hong ordinary shares banking
Kong
January 22, 1998
ICBC (London) Limited (“ICBC (London)”) London, US$100 100 100 100 100 100 Commercial
(ii) United Kingdom million banking
October 3,2002 ordinary shares
Industrial and Commercial Bank of China Almaty, Uss$10 100 100 100 100 100  Commercial
(Almaty) JSC (“ICBC (Almaty)”) Kazakhstan million banking
(iii) March 3, 1993 ordinary shares
ICBC Credit Suisse Asset Management Co., Beijing, The RMB200 N/A N/A 55 55 55 Fund
Ltd. (“ICBC Credit Suisse Asset PRC million management
Management”) (iv) June 21, 2005

The above table lists the principal subsidiaries of the Bank in terms of results or net assets. To
give details of other subsidiaries would, in the opinion of the directors, result in particulars of excessive
length.

(1) The respective audited financial statements for each of the years ended December 31, 2003, 2004 and 2005 were
audited by PricewaterhouseCoopers, Certified Public Accountants, Hong Kong.

(i) The audited financial statements for each of the years ended December 31, 2003, 2004 and 2005 were audited by Ernst
& Young LLP, Registered Auditor, London.

(iii) ICBC (Almaty), previously known as CJSC Industrial and Commercial Bank of China, was re-registered under its
current name on May 5, 2005. The audited financial statements for each of the years ended December 31, 2003, 2004 and 2005
were audited by Deloitte & Touche, LLP, Almaty.

(iv) The audited financial statements for the period from June 21, 2005 (date of incorporation) to December 31, 2005 were
audited by Ernst & Young Hua Ming, a firm of professional accountants registered in the PRC.



APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
2.1 BASIS OF PREPARATION

The Financial Information has been prepared in accordance with IFRSs, which comprise
standards and interpretations promulgated by the International Accounting Standards Board.

The Group has not applied the following new and revised IFRSs, that have been issued but are
not yet effective, in the Financial Information.

® [AS 1 Amendment Capital Disclosures
® [FRS 7 Financial Instruments: Disclosure

International Accounting Standard (“IAS”) 1 Amendment shall be applied for annual periods
beginning on or after January 1, 2007. The revised standard will affect the disclosures regarding
qualitative information about the Group’s objective, policies and processes for managing capital;
quantitative data about what the Bank regards as capital; and compliance with any capital requirements
and the consequences of any non-compliance.

IFRS 7 will be effective for annual periods beginning on or after January 1, 2007. IFRS 7
requires more detailed qualitative and quantitative disclosures primarily of fair value information and
risk management and, accordingly, will affect the level of details in the disclosures of the Group’s
financial statements.

In connection with the above, the directors do not expect them to have any significant financial
impact on the Group’s financial statements.

Basis of measurement

The Financial Information has been prepared on a historical cost basis, except for certain
property and equipment, derivative financial instruments, financial assets and liabilities at fair value
through profit or loss and available-for-sale financial assets that have been measured at revalued
amounts or fair values, as further detailed in the respective accounting policies below. The carrying
values of recognised assets and liabilities that are hedged items in fair value hedges, and are otherwise
carried at cost, are adjusted to record changes in the fair values attributable to the risks that are being
hedged. The Financial Information is presented in RMB and all values are rounded to the nearest
million except when otherwise indicated.

Basis of consolidation

A subsidiary is a company whose financial and operating policies the Bank controls, directly or
indirectly, so as to obtain benefits from its activities. The Financial Information of the Group
comprises the financial statements of the Bank and its subsidiaries. The financial statements of
subsidiaries for the purpose of preparing the Financial Information are prepared for the same reporting
year/period as the Bank, using consistent accounting policies.

The results of subsidiaries are included in the Bank’s income statement to the extent of
dividends received and receivable. The Bank’s investments in subsidiaries are stated at cost less any
impairment losses.
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APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)

Notes to the Financial Information

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.1 BASIS OF PREPARATION (continued)

Basis of consolidation (continued)

All intra-group balances, transactions, income and expenses and profits and losses resulting
from intra-group transactions are eliminated in full.

A subsidiary is fully consolidated from the date of acquisition, being the date on which the
Group obtains control, and continues to be consolidated until the date that such control ceases. Where
there is a loss of control in a subsidiary, the consolidated income statements include the result of that
subsidiary for the part of the reporting period during which the Bank has control.

Minority interests represent the portion of profit or loss and net assets in subsidiaries not held
by the Group and are presented separately in the consolidated income statement, and within equity in
the consolidated balance sheet separately from the equity attributable to equity holders of the Bank.

2.2 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

In the process of applying the Group’s accounting policies, management has made assumptions
of the effects of uncertain future events on the Financial Information. The key assumptions concerning
the future and other key sources of estimation uncertainty at the balance sheet date that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year/period are discussed below. Apart from those assumptions and estimations,
judgements are also made and are set out below.

Designation of held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and a fixed maturity are
classified as held-to-maturity investments when the Group has the positive intention and ability to hold
the investments to maturity. Accordingly, in evaluating whether a financial asset shall be classified as
held-to-maturity investment, significant management judgement is required. If the Group fails to
correctly assess its intention and ability to hold the investments to maturity and the Group sells or
reclassifies more than an insignificant amount of held-to-maturity investments before maturity, the
Group shall classify the whole held-to-maturity investment portfolio as available-for-sale.

Impairment losses of loans and advances

The Group determines periodically whether there is any objective evidence that an impairment
loss on loans and advances has incurred. If any such evidence exists, the Group assesses the amount of
impairment losses. The amount of impairment losses is measured as the difference between the
carrying amount and the present value of estimated future cash flows. Assessing the amount of
impairment losses requires significant judgement on whether objective evidence for impairment exists
and also significant estimates when determining the present value of the expected future cash flows.
The carrying amount of loans and advances to customers as at the balance sheet dates are set out in
note 16 to the Financial Information.



APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.2 SIGNIFICANT ACCOUNTING JUDGEMENT AND ESTIMATES (continued)
Income tax

Determining income tax provisions requires the Group to estimate the future tax treatment of
certain transactions. The Group carefully evaluates tax implications of transactions in accordance with
prevailing tax regulations and makes tax provisions accordingly. In addition, deferred income tax
assets are recognised to the extent that it is probable that future taxable profit will be available against
which the deductible temporary differences can be utilised. This requires significant estimation on the
tax treatments of certain transactions and also significant assessment on the probability that adequate
future taxable profits will be available for the deferred income tax assets to be recovered.

Fair value of financial instruments

If the market for a financial instrument is not active, the Group establishes fair value by using a
valuation technique. Valuation techniques include using recent arm’s length market transactions
between knowledgeable, willing parties, if available, reference to the current fair value of another
instrument that is substantially the same, discounted cash flow analysis and option pricing models. To
the extent practicable, valuation technique makes maximum use of market inputs. However, where
market inputs are not available, management needs to make estimates on areas such as credit risk (both
own and counterparty’s), volatility and correlation. Changes in assumptions about these factors could
affect the reported fair value of financial instruments.

23 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Investments in associates

An associate is an entity in which the Group has significant influence and which is neither a
subsidiary nor a joint venture. The Group’s investments in associates are accounted for under the
equity method of accounting.

Under the equity method, an investment in an associate is carried in the consolidated balance
sheet at cost plus post-acquisition changes in the Group’s share of the net assets of the associate, less
any impairment losses. Goodwill relating to an associate is included in the carrying amount of the
investment and is not amortised. After application of the equity method, the Group determines whether
it is necessary to recognise any additional impairment loss with respect to the Group’s net investment
in the associate. The consolidated income statement reflects the share of the results of operations of the
associate. Where there has been a change recognised directly in the equity of the associate, the Group
recognises its share of any changes and discloses this, when applicable, in the consolidated statement
of changes in equity.

The reporting dates of the associates and the Group are identical and the associates’ accounting
policies conform to those used by the Group for like transactions and events in similar circumstances.

The results of associates are included in the Bank’s income statement to the extent of dividends
received and receivable. The Bank’s investments in associates are stated at cost less any impairment losses.

I-19



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)

Notes to the Financial Information

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(b) Foreign currency translation

The Financial Information is presented in RMB, being the functional and presentation currency
of the Bank’s operations in Mainland China. Each entity in the Group determines its own functional
currency and items included in the financial statements of each entity are measured using that
functional currency.

Foreign currency transactions are translated into the functional currency using the exchange
rates ruling at the dates of transaction. Monetary assets and liabilities denominated in foreign
currencies are translated into the functional currency at the applicable exchange rates ruling at the
balance sheet date. Exchange differences arising on the settlement of monetary items or on translating
monetary items at year/period end rates are recognised in the income statement.

Non-monetary items that are measured at historical cost in a foreign currency are translated
using the exchange rates ruling at the dates of the initial transaction. Non-monetary items measured at
fair value in a foreign currency are translated using the exchange rates ruling at the date when the fair
value was determined.

At each balance sheet date, the assets and liabilities of the subsidiaries and branches outside
Mainland China are translated into the presentation currency of the Group at the exchange rates ruling at
the balance sheet date. Their income statements are translated at the weighted average exchange rates for
the year/period. The exchange differences arising on translation are taken directly to the foreign currency
translation reserve. On disposal of a foreign entity, the deferred cumulative amount recognised in equity
relating to that particular foreign operation is recognised in the consolidated income statement.

(c) Financial assets

Financial assets in the scope of IAS 39 are classified as financial assets at fair value through
profit or loss, held-to-maturity investments, loans and receivables, and available-for-sale financial
assets, as appropriate. When financial assets are recognised initially, they are measured at fair value,
plus, in the case of financial assets not at fair value through profit or loss, transaction costs that are
directly attributable to the acquisition of the financial assets.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets which are either
classified as held for trading or designated by the Group as fair value through profit or loss upon initial
recognition. Financial assets are classified as held for trading if they are acquired for the purpose of
sale in the near term. Derivatives are also classified as held for trading unless they are designated as
effective hedging instruments.
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APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)

Notes to the Financial Information

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(¢) Financial assets (continued)

A financial asset, other than one held for trading, may be designated as financial asset at fair
value through profit or loss upon initial recognition, if it meets the criteria set out below, and is so
designated by management:

® climinates or significantly reduces a measurement or recognition inconsistency that would
otherwise arise from measuring the financial assets or financial liabilities or recognising
the gains and losses on them on different bases;

® applies to a group of financial assets, financial liabilities or both that is managed and its
performance evaluated on a fair value basis, in accordance with a documented risk
management or investment strategy, and where information about that group of financial
instruments is provided internally on that basis to key management personnel; or

® relates to financial instruments containing one or more embedded derivatives that
significantly modify the cash flows resulting from those financial instruments.

After initial recognition, these financial assets are measured at fair value. All related realised
and unrealised gains or losses are included in the income statement.

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and a fixed maturity that the Group has the positive intention and ability to hold to maturity.
These investments are carried at amortised cost using the effective interest method, less any allowance
for impairment in value. Gains and losses are recognised in the income statement when the
held-to-maturity investments are derecognised or impaired, as well as through the amortisation process.

An entity shall not classify any financial assets as held-to-maturity if the entity has, during the
current financial year or during the two preceding financial years, sold or reclassified more than an
insignificant amount of held-to-maturity investments before maturity (more than insignificant in
relation to the total amount of held-to-maturity investments) other than sales or reclassifications that:

(i) are so close to maturity or the financial asset’s call date (for example, less than three
months before maturity) that changes in the market rate of interest would not have a significant effect
on the financial asset’s fair value;

(i) occur after the entity has collected substantially all of the financial asset’s original
principal through scheduled payments or prepayments; or

(iii) are attributable to an isolated event that is beyond the entity’s control and is non-recurring
and could not have been reasonably anticipated by the entity.
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(¢) Financial assets (continued)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market and the Group has no intention of trading the assets immediately
or in the near term. Such assets are carried at amortised cost using the effective interest method, less
allowance for impairment losses. Gains and losses are recognised in the income statement when the
loans and receivables are derecognised or impaired, as well as through the amortisation process.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are designated as
available-for-sale or are not classified in any of the three preceding categories. After initial recognition,
available-for-sale financial assets are measured at fair value. Premiums and discounts on
available-for-sale financial assets are amortised using the effective interest method and are taken to the
income statement as interest income. Changes in fair value of available-for-sale financial assets are
recognised as a separate component of equity until the financial asset is derecognised or until the
financial asset is determined to be impaired at which time the cumulative gains or losses previously
reported in equity are included in the income statement.

(d) Impairment of financial assets

An assessment is made at each balance sheet date to determine whether there is objective
evidence of impairment of financial assets as a result of one or more events that occur after the initial
recognition of those assets (“loss event”) and whether the loss event has an impact on the estimated
future cash flows of the financial asset or group of financial assets that can be reliably estimated.

Financial assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables or
held-to-maturity investments carried at amortised cost has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate. The carrying amount of the asset is reduced through the
use of an impairment allowance account and the amount of the loss is recognised in the income
statement.

The Group first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant, and individually or collectively for financial assets that
are not individually significant. If it is determined that no objective evidence of impairment exists for
an individually assessed financial asset, whether significant or not, the asset is included in a group of
financial assets with similar credit risk characteristics and that group of financial assets is collectively
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Impairment of financial assets (continued)

assessed for impairment. Assets that are individually assessed for impairment and for which an
impairment loss is or continues to be recognised are not included in a collective assessment of
impairment.

Future cash flows of a group of financial assets that are collectively evaluated for impairment
are estimated on the basis of historical loss experience for assets with credit risk characteristics similar
to those in the group. Historical loss experience is adjusted on the basis of current observable data to
reflect the impact of current conditions that did not affect the period on which the historical loss
experience is based and to eliminate the impact of historical conditions that do not exist currently. The
methodology and assumptions used for estimating future cash flows are reviewed regularly by the
Group.

If, in a subsequent period, the amount of an impairment loss decreases and the decrease can be
attributed objectively to an event occurring after the impairment was recognised, the previously
recognised impairment loss is reversed. Any subsequent reversal of an impairment loss is recognised in
the income statement, to the extent that the carrying value of the asset does not exceed its amortised
cost at the reversal date.

When a loan and receivable is uncollectible, it is written off against the related allowance for
impairment losses. Such loans and receivables are written off after all the necessary procedures have
been completed and the amount of the loss has been determined. Subsequent recoveries of the amounts
previously written off decrease the amount of the provision for impairment losses in the income
statement.

Financial assets carried at cost

If there is objective evidence that an impairment loss on an unquoted equity instrument that is
not carried at fair value because its fair value cannot be reliably measured has incurred, the amount of
impairment loss is measured as the difference between the carrying amount of that financial asset and
the present value of estimated future cash flows discounted at the current market rate of return for a
similar financial asset. Impairment losses on these assets are not reversed.

Available-for-sale financial assets

If an available-for-sale asset is impaired, an amount comprising the difference between its cost
(net of any principal repayment and amortisation) and its current fair value, less any impairment loss
previously recognised in the income statement, is transferred from equity to the income statement.

Reversals in respect of equity instruments classified as available-for-sale are not recognised in
the income statement. Reversals of impairment losses on debt instruments classified as
available-for-sale are reversed through the income statement, if the increase in fair value of the
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Impairment of financial assets (continued)

instrument can be objectively related to an event occurring after the impairment loss was recognised in
the income statement.

(e) Financial liabilities

Financial liabilities are classified as either financial liabilities at fair value through profit or loss
or deposits, debt securities issued or other financial liabilities.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss are financial liabilities which are either
classified as held for trading or, based on the criteria in note 2.3(c), designated by the Group as fair
value through profit or loss upon initial recognition. Gains and losses from changes in fair value are
recognised in the income statement.

Deposits, debt securities issued and other financial liabilities

Deposits, debt securities issued other than those designated as trading liabilities or at fair value
through profit or loss, and other financial liabilities are carried at amortised cost.

(f) Derecognition of financial assets and liabilities

Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is derecognised when:

® the rights to receive cash flows from the assets have expired;

® the Group retains the right to receive cash flows from the assets, but has assumed an
obligation to pay them in full without material delay to a third party under a “pass-
through” arrangement; or

® the Group has transferred its rights to receive cash flows from the asset and either (i) has
transferred substantially all the risks and rewards of ownership of the financial asset; or
(ii) has neither transferred nor retained substantially all the risks and rewards of ownership
of the financial asset, but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the
asset, the asset is recognised to the extent of the Group’s continuing involvement in the asset.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Group could be required to repay.
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(f) Derecognition of financial assets and liabilities (continued)

Where continuing involvement takes the form of a written and/or purchased option (including a
cash-settled option or similar provision) on the transferred asset, the extent of the Group’s continuing
involvement is the amount of the transferred asset that the Group may repurchase, except in the case of
a written put option (including a cash-settled option or similar provision) on an asset measured at fair
value, where the extent of the Group’s continuing involvement is limited to the lower of the fair value
of the transferred asset and the option exercise price.

Financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or
cancelled or expires. Where an existing financial liability is replaced by another from the same lender
on substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of a
new liability, and the difference in the respective carrying amounts is recognised in the income
statement.

(g) Derivatives and hedge accounting

The Group uses derivative financial instruments such as forward currency contracts and interest
rate swaps to hedge its risks associated with foreign currency and interest rate fluctuations. Such
derivative financial instruments are initially recognised at fair value on the date on which a derivative
contract is entered into and are subsequently remeasured at fair value. Derivatives are carried as assets
when the fair value is positive and as liabilities when the fair value is negative.

Certain derivatives embedded in other financial instruments are treated as separate derivatives
when their economic characteristics and risks are not closely related to those of the host contract and
the hybrid instrument is not carried at fair value through profit or loss. These embedded derivatives are
measured at fair value with the changes in fair value recognised in the income statement.

Any gains or losses arising from changes in fair value on derivatives that do not qualify for
hedge accounting are taken directly to the income statement.

The fair value of forward currency contracts is calculated by reference to current forward
exchange rates for contracts with similar maturity profiles. The fair value of interest rate swap
contracts is determined by reference to market values for similar instruments.

For the purpose of hedge accounting, hedges are classified as fair value hedges when hedging
the exposure to changes in the fair value of a recognised asset or liability.

At the inception of a hedge relationship, the Group formally designates and documents the
hedge relationship to which the Group wishes to apply hedge accounting and the risk management
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(g) Derivatives and hedge accounting (continued)

objective and strategy for undertaking the hedge. The documentation includes identification of the
hedging instrument, the hedged item or transaction, the nature of the risk being hedged and how the
entity will assess the hedging instrument’s effectiveness in offsetting the exposure to changes in the
hedged item’s fair value attributable to the hedged risk. Such hedges are expected to be highly
effective in achieving offsetting changes in fair value and are assessed on an ongoing basis to
determine that they actually have been highly effective throughout the financial reporting periods for
which they were designated.

Certain derivative transactions, while providing effective economic hedges under the Group’s
risk management positions, do not qualify for hedge accounting under the IAS 39 and are therefore
treated as derivatives held for trading with fair value gains or losses recognised in the income
statement. Hedges which meet the strict criteria for hedge accounting are accounted for in accordance
with the Group’s accounting policy as set out below.

Fair value hedges are hedges of the Group’s exposure to changes in the fair value of a
recognised asset or liability or an unrecognised firm commitment, or an identified portion of such an
asset, liability or firm commitment, that is attributable to a particular risk and could affect profit or
loss. For fair value hedges, the carrying amount of the hedged item is adjusted for gains and losses
attributable to the risk being hedged, the derivative is remeasured at fair value and gains and losses
from both are taken to the income statement.

For fair value hedges relating to items carried at amortised cost, the adjustment to carrying
value is amortised through the income statement over the remaining term to maturity. Any adjustment
to the carrying amount of a hedged financial instrument for which the effective interest method is used
is amortised and charged to the income statement.

Amortisation may begin as soon as an adjustment exists and shall begin no later than when the
hedged item ceases to be adjusted for changes in its fair value attributable to the risk being hedged.

When an unrecognised firm commitment is designated as a hedged item, the subsequent
cumulative change in the fair value of the firm commitment attributable to the hedged risk is
recognised as an asset or liability with a corresponding gain or loss recognised in the income statement.
The changes in the fair value of the hedging instrument are also recognised in the income statement.

The Group discontinues fair value hedge accounting if the hedging instrument expires or is
sold, terminated or exercised, the hedge no longer meets the criteria for hedge accounting or the Group
revokes the designation. Any adjustment to the carrying amount of a hedged financial instrument for
which the effective interest method is used is amortised and charged to the income statement.
Amortisation may begin as soon as an adjustment exists and shall begin no later than when the hedged
item ceases to be adjusted for changes in its fair value attributable to the risk being hedged.
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2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(h) Trade date accounting

All regular way purchases and sales of financial assets are recognised at the trade date, i.e., the
date that the Group commits to purchase the assets. A regular way purchase or sale is the purchase or
sale of financial assets that requires delivery of assets within the time frame generally established by
regulation or convention in the marketplace.

(i) Offsetting

Financial assets and liabilities are offset and the net amount is reported in the balance sheet
only when the Group has a legally enforceable right to offset such amounts with the same counterparty
and transactions are expected to be settled on a net basis.

(j) Repurchase and reverse repurchase transactions

The Group enters into purchases of assets under agreements to resell and sales of assets under
agreements to repurchase. Assets purchased under agreements to resell at a pre-determined price on a
specific future date are treated as loans collateralised by the assets and are included in reverse
repurchase agreements. Assets sold under agreements to repurchase at a pre-determined price on a
specific future date continue to be recognised in the balance sheet. The proceeds from the sale of these
assets are treated as liabilities and included in repurchase agreements.

Interest earned on reverse repurchase agreements and interest incurred on repurchase

agreements are recognised as interest income and interest expense, respectively, on a time proportion
basis.

(k) Property and equipment

Prior to June 30, 2005, property and equipment were stated at cost less accumulated
depreciation and any impairment losses. The cost of an item of property and equipment comprises its
purchase price and any directly attributable costs of bringing the asset to its present working condition
and location for its intended use. Expenditure incurred after an item of property and equipment has
been put into operation, such as repairs and maintenance, is normally charged to the income statement
in the period in which it is incurred. In situations where it can be clearly demonstrated that the
expenditure has resulted in an increase in the future economic benefits expected to be obtained from
the use of the assets, the expenditure is capitalised as an additional cost of the assets.

In preparation for the Restructuring, ICBC valued its property and equipment at June 30, 2005.
The surplus arising therefrom was capitalised as share capital of the joint-stock limited company upon
the incorporation of the Bank. Further details of the valuation are set out in note 20 to the Financial
Information.
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(k) Property and equipment (continued)

As from June 30, 2005, property and equipment (except for leasehold improvements) are
carried at valuation, less accumulated depreciation and any impairment losses. Fair value is determined
by reference to market-based evidence, which is the amount for which the asset could be exchanged
between a knowledgeable willing buyer and a knowledgeable willing seller in an arm’s length
transaction as at the valuation date. Valuations are performed frequently enough to ensure that the fair
value of a revalued asset does not differ materially from its carrying amount.

Any revaluation surplus is credited to the asset revaluation reserve, except to the extent that it
reverses a revaluation deficit of the same asset previously recognised in the income statement, in which
case the surplus is recognised in the income statement. A revaluation deficit is recognised in the
income statement, except that a deficit directly offsetting a previous surplus on the same asset is
directly offset against the surplus in the asset revaluation reserve.

An annual transfer from the asset revaluation reserve to retained profits is made for the
difference between the depreciation amount based on the revalued carrying amount of the assets and
the depreciation amount based on the original cost of the assets. Additionally, accumulated
depreciation as at the revaluation date is eliminated against the gross carrying amount of the asset and
the net amount is restated to the revalued amount of the asset. Upon disposal of an asset, any asset
revaluation reserve relating to the particular asset being sold is transferred to retained profits.

Construction in progress comprises the direct costs of construction during the period of
construction and is not depreciated. Construction in progress is reclassified to the appropriate category
of property and equipment when completed and ready for use.

The carrying values of property and equipment are reviewed for impairment when events or
changes in circumstances indicate that the carrying values may not be recoverable.

Depreciation is calculated on the straight-line basis to write off the cost or valuation of each
asset, less any estimated residual value, over the estimated useful life of each asset as follows:

Estimated useful lives

Properties and buildings 5 to 35 years
Leasehold improvements Economic useful life or remaining lease terms,

whichever is shorter
Office equipment and computers 3 to 5 years
Motor vehicles 4 to 6 years

An item of property and equipment is derecognised upon disposal or when no future economic
benefits are expected from its use or disposal. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and the carrying amount of the asset) is
included in the income statement in the year/period the asset is derecognised.
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(k) Property and equipment (continued)

Residual values, useful lives and depreciation methods are reviewed, and adjusted if
appropriate, at each year/period end.

(I) Land use rights

Land use rights are recognised at cost, being the fair value at the time of injection from the
Government (note 1(b)(iv)) or the consideration paid. The rights are amortised using the straight-line
basis over the period of the leases. When the prepaid land lease payments cannot be allocated reliably
between the land and buildings elements, the entire lease payments are included in the cost of the
properties and buildings as finance leases in property and equipment.

(m) Repossessed assets

Repossessed assets are initially recognised at cost and reviewed at each balance sheet date by
the management of the Group to assess whether they are recorded in excess of their recoverable
amount, and if their carrying value exceeds the recoverable amount, the assets are written down.
Impairment losses are charged to the income statement.

(n) Goodwill

Goodwill arising from a business combination is initially measured at cost, being the excess of
the cost of the business combination over the Group’s interest in the net fair value of the identifiable
assets, liabilities and contingent liabilities. Following initial recognition, goodwill is measured at cost
less any accumulated impairment losses. Goodwill is reviewed for impairment, annually or more
frequently if events or changes in circumstances indicate that the carrying value may be impaired. An
impairment loss recognised for goodwill is not reversed in a subsequent period.

(o) Impairment of assets

The Group assesses at each reporting date whether there is an indication that an asset may be
impaired. If any such indication exists, or when annual impairment testing for an asset is required, the
Group makes an estimate of the asset’s recoverable amount. An asset’s recoverable amount is the
higher of its fair value less costs to sell and its value in use and is determined on an individual basis,
unless the asset does not generate cash inflows that are largely independent of those from other assets
or groups of assets. Where the carrying amount of an asset exceeds its recoverable amount, the asset is
considered to be impaired and is written down to its recoverable amount. In assessing value in use of
an asset, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the
asset. Impairment losses of continuing operations are recognised in the income statement under those
expense categories consistent with the function of the impaired assets, unless the asset is carried at a
revalued amount, in which case the impairment loss is accounted for in accordance with the relevant
accounting policy for that revalued asset.
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(o) Impairment of assets (continued)

An assessment is made at each reporting date as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased. If such indication
exists, the recoverable amount is estimated. A previously recognised impairment loss is reversed only
if there has been a change in the estimates used to determine the asset’s recoverable amount since the
last impairment loss was recognised. If that is the case the carrying amount of the asset is increased to
its recoverable amount. That increased amount cannot exceed the carrying amount that would have
been determined, net of any depreciation/amortisation, had no impairment loss been recognised for the
asset in prior years. Such reversal is recognised in the income statement unless the asset is carried at
revalued amount, in which case the reversal of the impairment loss is accounted for in accordance with
the relevant accounting policy for that revalued asset. After such a reversal, the depreciation/
amortisation charge is adjusted in future periods to allocate the asset’s revised carrying amount, less
any residual value, on a systematic basis over its remaining useful life.

(p) Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise
cash on hand, amounts due from central banks with original maturity of three months or less, amounts
due from banks and other financial institutions with original maturity of three months or less, reverse
repurchase agreements with original maturity of three months or less, and short term highly liquid
investments which are readily convertible into known amounts of cash and are subject to an
insignificant risk of changes in value, and which are within three months of maturity when acquired.

(q) Operating leases

Leases where substantially all the risks and rewards of ownership of the assets remain with the
lessor are accounted for as operating leases. Rental payments applicable to such operating leases are
charged to the income statement on the straight-line basis over the lease terms.

(r) Related parties
A party is considered to be related to the Group if:

(i) the party, directly or indirectly through one or more intermediaries, (a) controls, is
controlled by, or is under common control with, the Group; (b) has an interest in the Group
that gives it significant influence over the Group; or (c) has joint control over the Group;

(i1) the party is an associate of the Group;
(iii) the party is a joint venture in which the Group is a venturer;
(iv) the party is a member of the key management personnel of the Group or its parent;

(v) the party is a close member of the family of any individual referred to in (i) or (iv);
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(vi) the party is an entity that is controlled, jointly controlled or significantly influenced by, or
for which significant voting power in such entity resides with, directly or indirectly, any
individual referred to in (iv) or (v); or

(vii) the party is a post-employment benefit plan for the benefit of the employees of the Group,
or of any entity that is a related party of the Group.

(s) Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to
the Group and when the revenue can be reliably measured. The following specific recognition criteria
must also be met before revenue is recognised:

Interest income

Interest income is recognised as it accrues (using the effective interest method by applying the
rate that exactly discounts estimated future cash receipts through the expected life of a financial
instrument to the net carrying amount of the financial asset). Once a financial asset or a group of
similar financial assets has been written down as a result of an impairment loss, interest income is
thereafter recognised using the interest rate used to discount the future cash flows for the purpose of
measuring the impairment loss.

Fee and commission income

Fee and commission income is recognised when the services have been rendered and the
proceeds can be reasonably estimated.

Dividend income

Dividend income is recognised when the shareholders’ right to receive payment has been
established.

(t) Income tax
Current tax

Current tax assets and liabilities for the current and prior periods are measured at the amount
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to
compute the amount are those that are enacted or substantively enacted at the balance sheet date.
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(t) Income tax (continued)

Deferred income tax

Deferred income tax is provided using the liability method on all temporary differences at the
balance sheet date between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred income tax liabilities are recognised for all taxable temporary differences, except:

®  where the deferred income tax liability arises from the initial recognition of goodwill or of
an asset or liability in a transaction that is not a business combination and, at the time of
the transaction, affects neither the accounting profit nor taxable profit or loss; and

® in respect of taxable temporary differences associated with investments in subsidiaries and
associates where the timing of the reversal of the temporary differences can be controlled
and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences,
carryforward of unused tax credits and unused tax losses, to the extent that it is probable that taxable
profit will be available against which the deductible temporary differences, and the carryforward of
unused tax credits and unused tax losses can be utilised except:

®  where the deferred income tax asset relating to the deductible temporary difference arises
from the initial recognition of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the accounting profit nor
taxable profit or loss; and

® in respect of deductible temporary differences associated with investments in subsidiaries
and associates, deferred income tax assets are recognised only to the extent that it is
probable that the temporary differences will reverse in the foreseeable future and taxable
profit will be available against which the temporary differences can be utilised.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow
all or part of the deferred income tax asset to be utilised. Unrecognised deferred income tax assets are
reassessed at each balance sheet date and are recognised to the extent that it has become probable that
future taxable profit will allow the deferred income tax asset to be recovered.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to
apply to the year when the asset is realised or the liability is settled, based on tax rates (and tax laws)
that have been enacted or substantively enacted at the balance sheet date.

Income tax relating to items recognised directly in equity is recognised in equity and not in the
income statement.
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Deferred income tax assets and deferred income tax liabilities are offset, if a legally enforceable
right exists to set off current tax assets against current tax liabilities and the deferred income taxes
relate to the same taxable entity and the same taxation authority.

(u) Employee benefits

Short term employee benefits

Salaries and bonuses, social security contributions and other short term employee benefits are
accrued in the period in which services are rendered by the employees of the Group.

Defined contribution plans

According to the statutory requirements in Mainland China, the Group is required to make
contributions to the pension and insurance schemes that are separately administered by the local
government authorities.

In addition, employees in Mainland China can also voluntarily participate in a contribution
retirement benefit plan established by the Bank (the “Annuity Plan”).

All eligible employees outside Mainland China participate in local defined contribution
schemes. The Group contributes to these defined contribution plans based on a certain percentage of
the employees’ basic salaries.

Contributions to these plans are recognised in the income statement as incurred.

Supplementary retirement benefits

Certain employees of the Group in Mainland China can enjoy supplementary retirement
benefits after retirement, which include supplementary pension and supplementary medical benefits.
These benefits are unfunded. The cost of providing benefits is determined using the projected unit
credit actuarial valuation method. The present value of such benefits is recorded under “other
liabilities” in the balance sheet. Actuarial gains and losses are recognised in the income statement in
the period in which they occur.

(v) Acceptances

Acceptances comprise undertakings by the Group to pay bills of exchange drawn on customers.
The Group expects most acceptances to be settled simultaneously upon reimbursement from
customers. Acceptances are accounted for as off-balance sheet transactions and are disclosed as
commitments.

1-33



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(w) Fiduciary activities

Where the Group acts in a fiduciary capacity such as nominee, trustee or agent, assets arising
thereon together with related undertakings to return such assets to customers are excluded from the
balance sheet.

The Group grants entrusted loans on behalf of third-party lenders, which are recorded
off-balance sheet. The Group, as an agent, grants such entrusted loans to borrowers under the direction
of those third-party lenders who fund these loans. The Group has been contracted by those third-party
lenders to manage the administration and collection of these loans on their behalf. Those third-party
lenders determine both the underwriting criteria for and the terms of all entrusted loans including their
purposes, amounts, interest rates, and repayment schedules. The Group charges a commission related
to its activities in connection with entrusted loans which is recognised ratably over the period in which
the service is provided. The risk of loss is borne by those third-party lenders.

(x) Financial guarantee contracts

The Group issues letters of credit and letters of guarantee. These financial guarantee contracts
provide for specified payments to be made to reimburse the holder for a loss it incurs when a
guaranteed party defaults under the original or modified terms of a debt instrument, loan or other
obligation.

The Group initially measures all financial contracts at fair value. This amount is recognised
ratably over the period of the contract to fee and commission income. Subsequently, the liabilities are
measured as the higher of the initial fair value less cumulative amortisation and the fair value of the
provision related to the Group’s obligation under the contract. The change in fair value of the provision
due to impairment is recognised in the income statement as impairment losses.

(y) Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation and a reliable estimate can be made of the amount of the obligation.

Where the Group expects some or all of a provision to be reimbursed, for example, under an
insurance contract, the reimbursement is recognised as a separate asset but only when the
reimbursement is virtually certain. The expenses relating to any provision is presented in the income
statement net of any reimbursement. If the effect of the time value of money is material, provisions are
determined by discounting the expected future cash flows at a pre-tax rate that reflects, where
appropriate, the risks specific to the liability. Where discounting is used, the increase in the provision
due to the passage of time is recognised as an interest expense.
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2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(z) Contingent liabilities

A contingent liability is a possible obligation that arises from past events and whose existence
will only be confirmed by the occurrence or non-occurrence of one or more uncertain future events not
wholly within the control of the Group. It can also be a present obligation arising from past events that
is not recognised because it is not probable that an outflow of economic resources will be required or
the amount of obligation cannot be measured reliably.

Contingent liabilities are not recognised but are disclosed in the notes to the Financial
Information. When a change in the probability of an outflow occurs so that outflow is probable, it will
then be recognised as a provision.
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3. NET INTEREST INCOME

Interest income on:
Loans and advances to customers .. ...
Due from central banks . ............
Due from banks and other financial

institutions . ....................

Investment securities ...............

Interest expense on:
Duetocustomers ..................
Duetoacentralbank ...............
Due to banks and other financial

institutions . ....................

Debtissued ............ ... .......

Net interest income . .. ............oo....

Year ended December 31,

Six months ended June 30,

2003 2004 2005 2005 (Unaudited) 2006
147,354 160,168 175,285 84,961 89,570
7,523 8,286 8,967 4,331 4,508

3,628 2238 4470 1,268 3,625

30,564 34,197 51,480 21,723 31,335
189,069 204,889 240,202 112,283 129,038
(60,423) (65,821) (80,753)  (37.865)  (48,415)
(218) (85) (44) (42) —
(5,720)  (4.215) (5,312) (2,583) (3,499)
— (40)  (490) (68) (616)
(66,361) (70,161) (86,599)  (40,558)  (52,530)
122,708 134,728 153,603 71,725 76,508

The amounts of accretion of impairment provision discount (note 16) included in interest
income are as follows:

Accretion of impairment provision
discount ........... .. .. .. .. ..

4. FEE AND COMMISSION INCOME

Renminbi settlement and clearing

business ............iiiiiiiii
Bank card business . ........... ... ......
Investment banking business .............
Wealth management services .............
AgeNnCy SeIVICeS . ... .vviinii
Foreign currency intermediary business . . ..
E-banking business . .. ..................
Custody Services . .............ooeuen...
Guarantee and commitment business . . .. ...

Others

Year ended December 31,

Six months ended June 30,

2003

2004

2005

2005 (Unaudited)

2006

9,844

9,876

8,349

5,657

Year ended December 31,

896

Six months ended June 30,

2003 2004 2005 2005 (Unaudited) 2006
1,719 2374 2,824 1,279 2,153
1,001 1,616 2,346 999 1,355
796 1234 2,018 974 1,764
1,446 1,843 1,929 714 1,409
815 963 1,081 454 599
654 778 879 376 493
114 235 41 200 335
86 182 263 127 143
163 166 261 126 238
265 389 354 253 272
7059 9,780 12,376 5,502 8,761
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5. OTHER OPERATING INCOME

Dividend income from unlisted

investments . ............... . ......

Gain from foreign exchange and foreign
exchange products,net...............
Gain/(loss) on investments in securities,
NEL oo
Gain/(loss) from other dealing activities,
NEL oo
Gain on disposal of property and equipment
and other assets,net .................

Year ended December 31,

Six months ended June 30,

Sundry bank charges income .............
Others . ..... ...,
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2003 2004 2005 2005 (Unaudited) 2006
3 17 2 — 3
1,190 894 2255 1,681 218
553 358 107 405 (341)
(326) 660 1,207 662 410
482 814 626 707 166
893 744 1,309 522 226
1,657 1,536 1,965 523 694
4452 5023 7471 4,500 1,376
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6.

OPERATING EXPENSES
Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
Staff costs (including directors’ and supervisors’
emoluments (note 7)):
Salariesand bonuses . ................... 13,435 14,767 18,975 6,490 9,704
Contributions to defined contribution
plans (1) .. ..ot 1,573 1,946 2,413 1,205 1,694
Other staffbenefits ..................... 5,173 5,510 6,602 2,376 3,287
20,181 22,223 27,990 10,071 14,685
Supplementary retirement benefits (note
27()) oo 193  (2,677) 4,770 2,987 389
Premises and equipment expenses:
Depreciation (note 20) .................. 8,654 8977 9,852 4,571 5,053
Minimum lease payments under operating
leases in respect of land and buildings .... 1,704 1,698 1,895 792 882
Utility eXpenses . ...............ovunn.. 1,229 1,247 1,406 625 648
Repairs and maintenance charges ......... 1,071 913 1,256 529 670
12,658 12,835 14,409 6,517 7,253
Other administrative expenses (i1) ............. 10,442 10,383 10,484 4,981 4,564
Amortisation .. .......... . 752 710 712 288 513
Business tax and surcharges . ................. 7,279 8,270 9,419 4,361 5,368
Expenses in relation to special government bond
(mote 17(a)(i1)) .. ..o 6,120 6,120 5,610 3,060 —
Others ....... ... 4,950 4,775 8,191 1,699 1,924
62,575 62,639 81,585 33,964 34,696
1) Contributions to defined contribution plans mainly include contributions to the state pension and

insurance schemes and the Bank’s Annuity Plan. During the Relevant Periods and the six months
ended June 30, 2005 (unaudited) and at the end of each of the Relevant Periods, the Group’s
forfeited contributions available to reduce its contributions to the Annuity Plan in future years

were not material.

(i1) Included in other administrative expenses are auditors’ remuneration of RMB44 million,
RMB50 million and RMB49 million for each of the years ended December 31, 2003, 2004 and
2005, respectively, and RMB25 million and RMB70 million for the six months ended June 30,

2005 (unaudited) and 2006, respectively.
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7. DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS

Details of the directors’ and supervisors’ emoluments are as follows:

Six months
Year ended December 31, ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Fees ... . — — 365 — 730
Other emoluments:
Salaries, allowances and benefits in
kind .......................... — — 329 — 614
Discretionary bonuses .. ............ — — 183 — 2,100
Contributions to defined contribution
plans ....... .. .. .. ... .. ... — — 196 — 250
— — 1,073 — 3,694

The number of directors and supervisors whose emoluments fell within the following band is as
follows:

Six months
Year ended December 31, ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
Nil to RMB1,000,000 ..................

U 18

The Bank was incorporated on October 28, 2005 and first appointed directors and supervisors
on the same day. Accordingly, prior to that date, there were no directors’ and supervisors’ emoluments.
Included in the fees are amounts of RMB245,000 and RMB490,000 paid to independent non-executive
directors for the year ended December 31, 2005 and for the six months ended June 30, 2006,
respectively.

Other non-executive directors received no fees and emoluments from the Group for the year
ended December 31, 2005 and for the six months ended June 30, 2006.

One of the Bank’s executive directors, who are also a director of a subsidiary of the Bank,
waived emoluments amounting to RMB85,288, RMB122,360 and RMB176,953 for the years ended
December 31, 2003, 2004 and 2005, respectively, which were payable as discretionary bonuses to
certain employees who contribute to the success of operations of the Bank’s subsidiary. Therefore,
those emoluments were not included in the directors’ emoluments disclosed above. Save as above,
there was no arrangement under which a director or a supervisor waived or agreed to waive any
remuneration during the Relevant Periods and the six months ended June 30, 2005 (unaudited).

During the Relevant Periods and the six months ended June 30, 2005 (unaudited), no
emoluments were paid by the Group to any of the persons who are directors or supervisors as an
inducement to join or upon joining the Group or as compensation for loss of office.
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8. FIVE HIGHEST PAID INDIVIDUALS

The five highest paid individuals of the Group are employees of the Bank’s overseas
subsidiaries/branches. Their emoluments were determined based on the prevailing market rates in the
respective countries/regions where the subsidiaries/branches are operating. None of them are directors,
supervisors or key management personnel of the Bank whose emoluments are disclosed in note 7 or
39(e) to the Financial Information. Details of the emoluments in respect of the five highest paid
individuals are as follows:

Six months
Year ended December 31, ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Salaries, allowances and benefits in kind . . . 8,738 10,012 13,695 6,190 6,957
Discretionary bonuses .. ................ 5,964 5,929 3,399 — —
Contributions to defined contribution

plans ........ ... ... ... 785 955 972 446 595

15,487 16,896 18,066 6,636 7,552

The number of these individuals whose emoluments fell within the following bands is set out
below. For the six months ended June 30, 2005 (unaudited) and 2006, the corresponding emoluments
of each band represent the amounts attributable to the six months periods only.

Year ended December 31, Six months ended June 30,

2003 2004 2005 2005 (Unaudited) 2006
Nil to RMB1,000,000 .................. — — — —
RMBI1,000,001 to RMB1,500,000 ........ — — — 3 3
RMBI1,500,001 to RMB2,000,000 ........ 1 — — 1
RMB2,000,001 to RMB2,500,000 ........ 1 — — 1 1
RMB2,500,001 to RMB3,000,000 ........ — — 2 — —
RMB3,000,001 to RMB3,500,000 ........ 1 3 — — —
RMB3,500,001 to RMB4,000,000 ........ 1 2 1 — —
RMB4,000,001 to RMB4,500,000 ........ 1 — 2 — —
5 5 5 5 5

During the Relevant Periods and the six months ended June 30, 2005 (unaudited), no
emoluments were paid by the Group to any of these non-director and non-supervisor individuals as an
inducement to join or upon joining the Group or as compensation for loss of office.
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9. PROVISIONS FOR IMPAIRMENT LOSSES ON ASSETS OTHER THAN LOANS

AND ADVANCES
Year ended December 31, Six months ended June 30,
Notes 2003 2004 2005 2005 (Unaudited) 2006
Charge/(reversal) of provision for
impairment losses on:
Nostro accounts .. ............ 14 — — (6) — 4
Placements with banks and other
financial institutions ........ 14 6 — 28 2 (33)
Investment securities . .. ....... 17(e) 789 — 13 — 15
Property and equipment .. ..... 20 100 — 289 59 188
Repossessed assets ........... 22 484 348 101 104 399
1,379 348 425 165 573

10. INCOME TAX EXPENSE

PRC income tax has been provided at the statutory rate of 33% in accordance with the relevant
tax laws in Mainland China during the Relevant Periods and the six months ended June 30, 2005
(unaudited). Taxes on profits assessable elsewhere have been calculated at the applicable rates of tax
prevailing in the countries/regions in which the Group operates, based on existing legislation,

interpretations and practices in respect thereof.

Year ended December 31,

Six months ended June 30,

2003 2004 2005 2005 (Unaudited) 2006
Current income tax:
PRC
—Mainland China ................. 4 3,141 14,563 1 15,115
—Hong Kong and Macau ........... 160 207 220 117 151
OVersSeas . .....ouvuvimenennenen... 42 57 53 16 34
206 3,405 14,836 134 15,300
Overprovision in prior years ............. — — — — (1,359)
206 3,405 14,836 134 13,941
Deferred income tax expense/(credit) ...... 11,086 19,788 10,171 9,823 (742)
Total income tax expense for the
year/period ......... .. ... .. 11,292 23,193 25,007 9,957 13,199
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10. INCOME TAX EXPENSE (continued)

A reconciliation of income tax expense applicable to profit before tax at the PRC statutory
income tax rate of 33% to income tax expense at the Group’s effective income tax rate is as follows:

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
Profitbeforetax .............. ... ... ... ... 33,884 54,411 63,026 35,405 38,841
Tax at the PRC statutory income tax rate . . ... ... 11,182 17,956 20,799 11,684 12,818
Non-deductible expenses (i)
Staffcosts ... 2,983 3,576 5,687 1,723 2,792
Write-offs . ...... .. .. .. 465 3,274 3,506 70 1,256
Others ...t 1,589 3,491 745 91 367
5,037 10,341 9,938 1,884 4,415
Non-taxable income
Income arising from bonds exempted from
income tax (i) ..............c........ (4,748) (4,934) (5,477) (3,437) (1,801)
Others ...........oo .. (179)  (170)  (253) (174) (874)
(4,927) (5,104) (5,730) (3,611) (2,675)
Overprovision in prior years ................. — — — — (1,359)
Tax expense at the Group’s effective income tax
21 1 11,292 23,193 25,007 9,957 13,199

(i) The amounts mainly represent staff costs in excess of the statutory deductible threshold for income
tax purposes, write-offs not approved by the tax authorities, and entertainment expenses,
depreciation and amortisation charges which are not deductible for tax purposes.

(il)) The amounts mainly comprise interest income from the PRC government bonds and Huarong
bonds which are exempted from income tax. According to a notice issued by the MOF in 2005,
interest income from Huarong bonds is subject to income tax from July 1, 2005 onwards.
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10. INCOME TAX EXPENSE (continued)

Deferred income tax expense/(credit) relates to the following origination and reversal of
temporary differences:

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006

Provisions for impairment losses on loans and

advances and other assets (i) ................. 6,424 16,063 4,278 5,206 (293)
Adjustment of overdue interest receivables (i) .... 3,719 3,041 954 954 —
Provision for housing reform losses (iii) .......... 1,007 894 2,548 2,548 —
Amortisation and interest recognition for short term

debt securities (iv) . ... 212 685 (486) (1,027) (541)
Changes in fair value of financial instruments at fair

value through profitorloss (v) ............... (195) (26) 1,649 464 404
Others ...t (81) (869) 1,228 1,678 (312)
Deferred income tax expense/(credit) ............ 11,086 19,788 10,171 9,823 (742)

(1) Provision for impairment losses on loans and advances and other assets are determined based on the
expected recoverable amount of the relevant assets at the balance sheet date for financial reporting
purposes while the amounts deductible for tax purposes are calculated at 1% of the gross carrying
amount of qualifying assets together with the write-offs which fulfill the specific write-off criteria
as set out in the PRC tax rules and approved by the tax authorities.

(i1) Pursuant to a notice issued by the MOF in 2001, interest receivable was reversed in the consolidated
income statement when the interest receivable or the corresponding loan principal becomes overdue
for more than 90 days. Adjustment of interest income arising from the change of interest accrual
policy in 2001 is however allowed to be deducted for tax purposes over five years from 2001 to 2005.

(iii) Pursuant to the one-off housing reform policy in Mainland China in 1998, the Group allocated
certain staff quarters to eligible employees for nominal consideration. Losses arising from the
allocation were recognised in the consolidated income statement prior to 2001 for financial
reporting purposes. Such losses were allowed to be deducted for tax purposes over five years from
2001 to 2005.

(iv) Amortisation of premium and discount and the interest income for short term debt investments are
taxed upon disposal or maturity of these investments.

(v) Fair value adjustments for other financial instruments at fair value through profit or loss are subject
to income tax only when realised.
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11.  DIVIDEND

The proposed final dividend of approximately RMBO0.014 per share amounted to RMB3,537
million in total for the year ended December 31, 2005 was approved in a meeting of the shareholders
of the Bank held on April 28, 2006.

Pursuant to the arrangement as approved in the meetings of the board of directors and
shareholders held on July 28, 2006 and July 31, 2006, respectively, after the appropriation to surplus
reserves and general reserve during the six months ended June 30, 2006, a dividend of approximately
RMBO0.065 per share amounted to RMB18,593 million in total was proposed.

12. EARNINGS PER SHARE ATTRIBUTABLE TO EQUITY HOLDERS OF THE BANK

The calculation of basic and diluted earnings per share amounts is based on the following:

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
Earnings:
Consolidated profit for the year/period
attributable to equity holders of the
Bank ....... .. .. oo 22,472 30,863 37,555 25,161 25,399
Shares:
Weighted average number of shares in
issue or deemed to be in issue
(million) ........... ... ... ..... 248,000 248,000 248,000 248,000 256,710
Earnings per share (RMB) ............... 0.09 0.12 0.15 0.10 0.10

On October 28, 2005, with the approval of the State Council, ICBC was restructured and
incorporated as a joint-stock limited company with a registered capital of RMB248,000 million divided
into 248,000 million shares with a par value of RMBI1 each. Basic and diluted earnings per share
amounts for each of the years ended December 31, 2003, 2004 and 2005 and for the six months ended
June 30, 2005 (unaudited) have been computed as if the 248,000 million shares had been in issue since
January 1, 2003.

On April 28, 2006, the Bank issued a total of 24,185 million new shares of RMB1 each to The
Goldman Sachs Group Inc. (“Goldman Sachs”), Dresdner Bank Luxembourg S.A. and American
Express Company. On June 29, 2006, the Bank issued an additional 14,324 million new shares of
RMBI1 each to the National Council for Social Security Fund. The above share issues are set out in
further detail in note 28 to the Financial Information.

There was no difference between the basic and diluted earnings per share as there were no

dilutive events for the years ended December 31, 2003, 2004 and 2005 and for the six months ended
June 30, 2005 (unaudited) and 2006.
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13. CASH AND BALANCES WITH CENTRAL BANKS

Group
December 31, June 30,
2003 2004 2005 2006
Cash onhand (note 37(b)) ......... ... ... 29,585 29,894 30,085 31,756
Balances with central banks other than restricted deposits
mote 37(D)) ..o 100,457 79,038 69,650 85,250
Unrestricted cash and balances with central banks .......... 130,042 108,932 99,735 117,006
Mandatory reserve deposits with central banks ............. 306,678 365,017 414,924 433,408
Other restricted deposits with central banks ............... 21,096 34,667 39214 47,855
Restricted balances with central banks .. ................. 327,774 399,684 454,138 481,263
457,816 508,616 553,873 598,269
Bank
December 31, June 30,
2003 2004 2005 2006
Cashonhand ........ .. ... .. ... .. . . . . . . . .. . ... 29,540 29,735 29,905 31,529
Balances with central banks other than restricted deposits .... 100,446 79,027 69,530 85,055
Unrestricted cash and balances with central banks .......... 129,986 108,762 99,435 116,584
Mandatory reserve deposits with central banks ............. 306,677 365,016 414,923 433,405
Other restricted deposits with central banks ............... 21,096 34,667 39214 47,855
Restricted balances with central banks . .................. 327,773 399,683 454,137 481,260

457,759 508,445 553,572 597,844

Mandatory reserve deposits and other restricted deposits with central banks are not available for
use in the Group’s daily operations. The Group is required to place mandatory reserve deposits with
the PBOC and the central banks of overseas countries or regions where it has operations.

The amounts of mandatory reserve deposits placed with the PBOC were calculated based on
the eligible RMB and foreign currency deposits for domestic branches in Mainland China in
accordance with the following percentages:

RMB deposits

From January 1, 2003 .. ... 6.0%
From September 22, 2003 . . .. ... o 7.0%
From April 25,2004 onWards . . ... ..ottt 7.5%
Foreign currency deposits

From January 1, 2003 .. ... 2.0%
From January 16, 2005 onwards . .. ...ttt 3.0%

Mandatory reserve deposits placed with central banks in other countries/regions outside
Mainland China are determined by the local regulators.
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14. DUE FROM BANKS AND OTHER FINANCIAL INSTITUTIONS

Group
December 31, June 30,
2003 2004 2005 2006
Nostro accounts:
Banks operating in Mainland China . .. ................ 4,733 5,649 5,891 7,395
Banks operating outside Mainland China .............. 5,885 6,556 10,568 9,321
10,618 12,205 16,459 16,716
Less: Allowance for impairment losses . ................... (181)  (181) (28) (31)
10,437 12,024 16,431 16,685
Placements with banks and other financial institutions:
Banks operating in Mainland China . .. ................ 2,870 3,362 8,842 13,631
Other financial institutions operating in Mainland China ... 10,004 7,999 1,828 1,288
Banks and other financial institutions operating outside
Mainland China . ............ .. ... .. ... ........ 49,292 51,797 105,246 99,681
62,166 63,158 115916 114,600
Less: Allowance for impairment losses . ................... (6,594) (5,752) (185) (152)
55,572 57,406 115,731 114,448
66,009 69,430 132,162 131,133
Bank
December 31, June 30,
2003 2004 2005 2006
Nostro accounts:
Banks operating in Mainland China . . ................. 4,591 5,549 5,886 6,918
Banks operating outside Mainland China .............. 4,646 4,999 10,237 8,658
9,237 10,548 16,123 15,576
Less: Allowance for impairment losses . ................... (181)  (181) (28) 31
9,056 10,367 16,095 15,545
Placements with banks and other financial institutions:
Banks operating in Mainland China . . ................. 2,208 4,190 8,802 14,438
Other financial institutions operating in Mainland China ... 10,004 7,999 1,828 1,288
Banks and other financial institutions operating outside
Mainland China . ............................... 61,340 58,030 103,386 81,061
73,552 70,219 114,016 96,787
Less: Allowance for impairment losses .................... (6,594) (5,752) (185) (152)
66,958 64,467 113,831 96,635
76,014 74,834 129,926 112,180
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14. DUE FROM BANKS AND OTHER FINANCIAL INSTITUTIONS (continued)

Analysed by legal form of counterparty:

Group

Policy banks . ....... ...
State-owned banks . ... ... ...
Joint-stock banks . ... ... ... .
Others (1) .o vttt e e e e

Less: Allowance for impairment 10SSes . ................ovinein....

Bank

Policy banks .. ... ... ..
State-owned banks . ......... ...
Joint-stock banks . .. ......... . ...
Others (1) « oo ottt

Less: Allowance for impairment 10SS€s .............coviirnenenn....

December 31, June 30,
2003 2004 2005 2006
3 — — 1,000
14,329 8,752 11,869 8,422
5,186 6,808 4,717 6,517
53,266 59,803 115,789 115,377
72,784 75,363 132,375 131,316
(6,775) (5,933) (213) (183)
66,009 69,430 132,162 131,133
December 31, June 30,
2003 2004 2005 2006
3 — — 1,000
13,906 7,591 10,736 7,914
5,184 6,804 4,663 5,879
63,696 66,372 114,740 97,570
82,789 80,767 130,139 112,363
(6,775) (5,933) (213) (183)
76,014 74,834 129,926 112,180

(i) Balances included amounts due from banks incorporated outside Mainland China and amounts due from other

financial institutions.

Movements of allowance for impairment losses during the Relevant Periods were as follows:

Group and Bank

Nostro accounts:
At beginning of the year/period .........................
Charge/(reversal) for the year/period (note9) ..............
Disposals/write-offs . .......... .. ... .. . i

Atend of the year/period .............. .. ... .. ... ....

Placements with banks and other financial institutions:
At beginning of the year/period ................ ... ......
Charge/(reversal) for the year/period (note 9) ..............
Disposals/write-offs . ........ ... ... ... .. i

Atend of the year/period . ......... .. .. ... .. ... ... ...,

Six months
ended
Year ended December 31, June 30,
2003 2004 2005 2006
189 181 181 28
- — (6) 4
® — d4n @)
181 181 28 ﬂ
6,588 6,594 5,752 185
6 @ — 28 (33)
—  (842) (5,595) @ —
6,594 5,752 185 E
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14.

15.

DUE FROM BANKS AND OTHER FINANCIAL INSTITUTIONS (continued)

Included in nostro accounts and placements with banks and other financial institutions are
balances with original maturity of three months or less, which have been included in cash and cash
equivalents in the consolidated cash flow statements (note 37(b)), as follows:

Group

Cash equivalents:
Nostro accounts

Placements with banks and other financial institutions

Group and Bank

Analysed by counterparty:
Banks
Other financial institutions

Analysed by collateral:
Securities
Bills

REVERSE REPURCHASE AGREEMENTS

December 31, June 30,
2003 2004 2005 2006
8,814 6,745 8,095 15,601

17,883 21,996 88,080 66,362

December 31, June 30,

2003 2004 2005 2006
60,859 16,397 76,804 81,980
10,380 5,367 12,431 23,562
71,239 21,764 89,235 105,542
56,400 16,173 82,164 89,929
13,280 4,286 5,994 5,696
1,559 1,305 1,077 9,917
71,239 21,764 89,235 105,542

Under certain reverse repurchase agreements, the Group received collaterals that are permitted
to be sold or repledged in the absence of default by the owners of the collaterals. The fair value of the
collaterals received on such terms amounted to nil, RMB631 million, RMB565 million and nil as at
December 31, 2003, 2004 and 2005 and June 30, 2006, respectively.

Included in reverse repurchase agreements are balances with original maturity of three months
or less, which have been included in cash and cash equivalents in the consolidated cash flow
statements (note 37(b)), as follows:

Group

Cash equivalents

Reverse repurchase agreements
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December 31, June 30,
2003 2004 2005 2006
55,739 14,733 81,302 92,554
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16. LOANS AND ADVANCES TO CUSTOMERS
Group

Corporate loans . .................viuiniunon..
Personalloans ................... ... ... .......
Discounted bills . .......... ... ... ... ... .......

Less: Allowance for impairment losses .............

December 31, June 30,

2003 2004 2005 2006

2,828,223 2,895,337 2,369,411 2,499,556
417,440 502,220 527,361 545,125
156,614 310,191 392,781 416,399

3,402,277 3,707,748 3,289,553 3,461,080
(636,222) (598,557)  (83,692)  (85,738)

2,766,055 3,109,191 3,205,861 3,375,342

Included in corporate loans of the Group are amounts of RMB64,157 million, RMB53,480
million, RMB33,002 million and RMB24,345 million as at December 31, 2003, 2004 and 2005 and
June 30, 2006, respectively, relating to advances to banks and other financial institutions.

Bank

Corporate loans . ........... .. ...,
Personalloans ............. .. ... . . . ... . . . ... ..
Discounted bills . ........... .. ... .. ... . ......

Less: Allowance for impairment losses .............

December 31, June 30,
2003 2004 2005 2006

2,792,305 2,841,143 2,306,434 2,437,319
407,705 486,982 515,113 533,105
156,489 310,148 392,717 416,336

3,356,499 3,638,273 3,214,264 3,386,760
(635,509) (597,646)  (83,168)  (85,308)

2,720,990 3,040,627 3,131,096 3,301,452

Included in corporate loans of the Bank are amounts of RMB56,050 million, RMB42,260
million, RMB21,573 million and RMB10,967 million as at December 31, 2003, 2004, 2005 and
June 30, 2006, respectively, relating to advances to banks and other financial institutions.
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16.

LOANS AND ADVANCES TO CUSTOMERS (continued)

The composition of corporate loans by legal form of borrower is as follows:

Group

State-wholly-owned enterprises (i) ................
State-controlled enterprises (i) .. ..................
State-invested enterprises (1) .....................
Joint-stock enterprises ........... ... ... ...
Private enterprises . .............oiiriiiinan...

Foreign invested and foreign joint-venture

CNEEIPIISES .« v vt vttt e
Others (1) . ..o v e e

Total corporate loans

Bank

State-wholly-owned enterprises (i) ................
State-controlled enterprises (i) .. ..................
State-invested enterprises (1) .....................
Joint-stock enterprises ............. ... ...
Private enterprises . .............oiiiiiiinan...

Foreign invested and foreign joint-venture

CNEEIPIISES .« v vt e ettt e
Others (1) . ..o v e e

Total corporate loans

December 31, June 30,

2003 2004 2005 2006
1,189,813 1,193,530 595,685 608,543
396,959 424,622 633,459 657,548
77,933 80,522 68,654 72,451
284,344 306,738 289,616 330,134
257,913 258,363 272,538 312,818
227,873 235,418 229,133 240,942
393,388 396,144 280,326 277,120
2,828,223 2,895,337 2,369,411 2,499,556

December 31, June 30,

2003 2004 2005 2006
1,189,813 1,193,530 595,685 608,543
396,959 424,622 633,459 657,548
77,933 80,522 68,654 72,451
284,344 306,738 289,616 330,134
257,913 258,363 272,538 312,818
227,873 235,418 229,133 240,942
357,470 341,950 217,349 214,883
2,792,305 2,841,143 2,306,434 2,437,319

(i) Included in identified impaired loans and advances of the Group and of the Bank are amounts of
RMB549,226 million, RMB509,798 million, RMB72,045 million and RMB61,211 million as at
December 31, 2003, 2004, 2005 and June 30, 2006, respectively, relating to advances to state-owned
enterprise including state-wholly-owned enterprises, state-controlled enterprises and state-invested

enterprises.

(i1) Balances included corporate loans granted to borrowers located outside Mainland China.
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16.

LOANS AND ADVANCES TO CUSTOMERS (continued)

Movements of allowance for impairment losses during the Relevant Periods were as follows:

Group
Six months
ended
Year ended December 31, June 30,
2003 2004 2005 2006
At beginning of the year/period ............. ... ... .... 640,245 636,222 598,557 83,692
Charge for the year/period ........................... 34914 30,511 26,589 11,645
Accreted interest on impaired loans (note 3) ............. (9,844) (9,876)  (8,349) (896)
Transferin ........ .. ... ... . ... ... ... — 226 — —
Write-offS ... ... . (26,746) (51,076) (27,547) (6,846)
Transferout () ...........0o ... (2,347) (7,450)  (2,468) (1,857)
Reversal arising from the Restructuring (ii) .. ............ — (503,090) —
Atend of the year/period ........... ... ... .. ... ..... 636,222 598,557 83,692 85,738
Bank
Six months
ended
Year ended December 31, June 30,
2003 2004 2005 2006
At beginning of the year/period ....................... 639,532 635,509 597,646 83,168
Charge for the year/period ........................... 34,792 30,521 26,809 11,595
Accreted interest on impaired loans . .................. (9,831)  (9,868)  (8,339) (893)
Write-offs .. ... . (26,637) (51,066) (27,390) (6,705)
Transferout (i) ... (2,347)  (7,450)  (2,468) (1,857)
Reversal arising from the Restructuring (ii) .............. — —  (503,090) —
Atend of the year/period .............. ... .. .. ... .... 635,509 597,646 83,168 85,308

(i) The balance of allowance transferred out included the allowance transferred to repossessed assets

and investments held under debt equity swap arrangements.

(il)) Upon the disposal of impaired loans and advances during the Restructuring, the allowance for
impairment losses amounting to RMB503,090 million (note 1(b)) previously made against these
impaired loans and advances was reversed and credited to the capital reserve during the year ended

December 31, 2005 as a capital contribution.
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16.

Group

Loans and advances for which allowance for
impairment losses is:
—individually assessed (i) ...............
——collectively assessed .................

Allowance for impairment losses:
—individually assessed .................
——collectively assessed .................

Net loans and advances for which allowance for
impairment losses is:
—individually assessed .................
—collectively assessed .................

Identified impaired loans and advances (ii) . . . ...

Percentage of impaired loans and advances . . . . ..
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LOANS AND ADVANCES TO CUSTOMERS (continued)

December 31, June 30,

2003 2004 2005 2006
820,371 777,803 143,506 132,059
2,581,906 2,929,945 3,146,047 3,329,021
3,402,277 3,707,748 3,289,553 3,461,080
605,237 564,367 49,396 49,646
30,985 34,190 34,296 36,092
636,222 598,557 83,692 85,738
215,134 213,436 94,110 82,413
2,550,921 2,895,755 3,111,751 3,292,929
2,766,055 3,109,191 3,205,861 3,375,342
824,648 784,656 154,417 142,030
24.24% 21.16% 4.69% 4.10%
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16. LOANS AND ADVANCES TO CUSTOMERS (continued)

Bank
December 31, June 30,
2003 2004 2005 2006
Loans and advances for which allowance for
impairment losses is:
—individually assessed (i) ............... 819,658 776,989 142,587 131,514
——collectively assessed ................. 2,536,841 2,861,284 3,071,677 3,255,246
3,356,499 3,638,273 3,214,264 3,386,760
Allowance for impairment losses:
—individually assessed ................. 604,898 564,005 49,095 49,472
——collectively assessed ................. 30,611 33,641 34,073 35,836
635,509 597,646 83,168 85,308
Net loans and advances for which allowance for
impairment losses is:
—individually assessed ................. 214,760 212,984 93,492 82,042
—collectively assessed ................. 2,506,230 2,827,643 3,037,604 3,219,410
2,720,990 3,040,627 3,131,096 3,301,452
Identified impaired loans and advances (ii) . . . ... 823,935 783,842 153,498 141,485
Percentage of impaired loans and advances . . . . .. 24.55% 21.54% 4.78% 4.18%

(i) Loans and advances for which allowance for impairment losses is individually assessed include
corporate loans which are graded as substandard, doubtful or loss.

(i1) Identified impaired loans and advances are defined as those loans and advances having objective
evidence of impairment as a result of one or more events that occur after initial recognition and that
event has an impact on the estimated future cash flows of loans and advances that can be reliably
estimated. These loans and advances include corporate loans and personal loans which are graded as

substandard, doubtful or loss.

Included in identified impaired loans and advances of the Group and of the Bank are amounts
of RMB906 million, RMB1,058 million, RMB29 million and RMB107 million as at December 31,
2003, 2004, 2005 and June 30, 2006, respectively, relating to advances to banks and other financial

institutions.

Included in individually assessed allowance for impairment losses of the Group and of the
Bank are amounts of RMB620 million, RMB668 million, RMB29 million and RMB67 million as at
December 31, 2003, 2004, 2005 and June 30, 2006, respectively, relating to advances to banks and

other financial institutions.
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16. LOANS AND ADVANCES TO CUSTOMERS (continued)

The composition of individually assessed allowance for impairment losses of corporate loans
by legal form of borrower is as follows:

Group
December 31, June 30,
2003 2004 2005 2006
State-wholly-owned enterprises .................. 378,737 351,267 17,072 15,433
State-controlled enterprises .. .................... 22,151 12,117 6,465 6,562
State-invested enterprises . ...................... 2,551 4,876 2,333 2,699
Joint-stock enterprises .. ......... ... ... 76,716 62,012 7,333 7,244
Private enterprises . .. ........... ... 16,398 19,951 6,483 7,651
Foreign invested and foreign joint-venture
ENLETPIISES & v v vt e et e ettt 20,873 18,719 3,466 4,719
Others . ... 87,811 95,425 6,244 5,338
Total individually assessed allowance for impairment
JOSSES v vt 605,237 564,367 49,396 49,646
Company
December 31, June 30,
2003 2004 2005 2006
State-wholly-owned enterprises .................. 378,737 351,267 17,072 15,433
State-controlled enterprises .. .................... 22,151 12,117 6,465 6,562
State-invested enterprises ....................... 2,551 4,876 2,333 2,699
Joint-stock enterprises .. ....... ... L. 76,716 62,012 7,333 7,244
Private enterprises . . ... 16,398 19,951 6,483 7,651
Foreign invested and foreign joint-venture
ENECIPIISES © o\ vt e vttt e e 20,873 18,719 3,466 4,719
Others ......... 86,336 95,063 5,943 5,164
Total individually assessed allowance for impairment
L0SSES « vt 603,762 564,005 49,095 49,472
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17. INVESTMENT SECURITIES

Group

Receivables ............ ... ... .. ... ....
Held-to-maturity debt securities ............
Available-for-sale investments .............
Investments at fair value through profit or

10SS v v

Bank

Receivables .......... ... ... ... .. .. ...
Held-to-maturity debt securities ............
Available-for-sale investments .............
Investments at fair value through profit or

10SS v v

(a) Receivables

Receivables are unlisted and stated at amortised cost and comprise the following:

Group and Bank

Huarongbonds (i) . ........................
Special government bond (i1) ................
MOF receivable (i) .............cvinn...
Special PBOCDbills (iv) .. ...................

December 31, June 30,
Notes 2003 2004 2005 2006
(a) 397,996 397,996 1,074,461 1,078,786
(b) 363,827 428,229 882,704 1,079,366
(c) 257,290 390,742 330,183 449,202
(d) 25,617 13,449 18,341 50,465
1,044,730 1,230,416 2,305,689 2,657,819
December 31, June 30,
Notes 2003 2004 2005 2006
(a) 397,996 397,996 1,074,461 1,078,786
(b) 359,558 422,859 887,677 1,085,241
(c) 254,474 386,683 319,111 440,622
(d) 25,617 13,449 16,582 48,136
1,037,645 1,220,987 2,297,831 2,652,785
December 31, June 30,
2003 2004 2005 2006
... 312,996 312,996 312,996 312,996
R 85,000 85,000 85,000 85,000
e — — 246,000 246,000
e — — 430,465 434,790
397,996 397,996 1,074,461 1,078,786

(i) Huarong bonds are a series of long term bonds with an aggregate amount of
RMB312,996 million bilaterally issued to ICBC by Huarong in 2000 and 2001. The funds
raised were used to purchase non-performing loans of ICBC. The bonds are non-transferable,
have a tenure of 10 years and bear a fixed interest rate of 2.25% per annum. Further details are

set out in note 1(b)(v).

(i) The special government bond represents a non-negotiable bond with a nominal value
of RMB85,000 million issued by the MOF to ICBC in 1998. The bond will mature in 2028 and
bore interest at a fixed rate of 7.2% per annum originally. ICBC was required to pay an amount

I-55



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)
Notes to the Financial Information
(Expressed in millions of Renminbi, unless otherwise stated)
17. INVESTMENT SECURITIES (continued)
(a) Receivables (continued)

to the Government that equals the interest income arising from the bond on an annual basis.
Such interest income and expenses were offset and no cash settlement was involved. As part of
the Restructuring, with effect from December 1, 2005, the interest rate of the bond was revised
to a fixed rate of 2.25% per annum, and the aforesaid expenses ceased to be required
accordingly.

(iii) Further details of the MOF receivable are set out in notes 1(b)(ii) to the Financial
Information.

(iv) Special PBOC bills consist of:

® A non-transferable bill with a nominal value of RMB430,465 million issued by the
PBOC in June 2005, details of which are set out in note 1(b)(iii) to the Financial
Information.

® A non-transferable bill with a nominal value of RMB4,325 million issued by the
PBOC in June 2006 for settlement of the amounts due from Huarong. The bill will
mature in June 2011 and bears a fixed interest rate of 1.89% per annum. The PBOC
has the right to early redeem the bill prior to the maturity date.

I-56



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)
Notes to the Financial Information
(Expressed in millions of Renminbi, unless otherwise stated)
17. INVESTMENT SECURITIES (continued)
(b) Held-to-maturity debt securities

Held-to-maturity debt securities are stated at amortised cost and comprise the following:

Group
December 31, June 30,
2003 2004 2005 2006

Governments and central banks .. ..................... 175,615 203,386 592,134 726,827
Policy banks . ...... .. ... ... .. . . 165,938 200,512 246,306 287,662
Public sectorentities . ................ .. 10 45 5,223 4,912
Banks and other financial institutions .................. 10,690 8,582 29,361 50,403
Corporate entities . .. .. .......vuueneneuneneanan... 11,574 15,868 9,917 9,785

363,827 428,393 882,941 1,079,589
Less: Allowance for impairment losses . ............... — (164) (237) (223)

363,827 428,229 882,704 1,079,366

Debt securities analysed into:

Listedin HongKong ........................... 1,168 1,224 1,560 629
Listed outside HongKong . ...................... 31,066 49,698 88,082 110,697
Unlisted ......... .. i 331,593 377,307 793,062 968,040
363,827 428,229 882,704 1,079,366
Market value of listed securities ...................... 32,281 50,887 91,044 112,547
Bank
December 31, June 30,
2003 2004 2005 2006

Governments and central banks ... .................... 175,389 201,430 591,942 725,592
Policybanks ............ ... .. .. .. ... .. 165,938 200,512 246,306 287,662
Public sector entities . ............ ...t 10 45 4,959 4,691
Banks and other financial institutions .................. 11,691 12,656 35,714 58,666
Corporate entities . .. .. .....c.uvtienerernnanann... 6,530 8,380 8,993 8,853
359,558 423,023 887,914 1,085,464

Less: Allowance for impairment losses .. ............... — (164) (237) (223)

359,558 422,859 887,677 1,085,241

Debt securities analysed into:

ListedinHongKong ........................... 161 34 1,404 629
Listed outside Hong Kong . ...................... 27,299 45,121 87,062 109,918
Unlisted .......... i 332,098 377,704 799,211 974,694
359,558 422,859 887,677 1,085,241

Market value of listed securities ...................... 27,313 44932 90,168 111,769
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17.

INVESTMENT SECURITIES (continued)
(¢) Available-for-sale investments

Group

Debt securities, at fair value:

Governments and central banks . ...................
Policybanks ............ .. .. .. .. . .
Public sectorentities . ................uuirinin....
Banks and other financial institutions . ...............
Corporate entities . ............ccuvuniuenernunan..

Equity investments:

Atfairvalue ........ .. ... . . .. .. . . ... ..

At cost (i):

Debt for equity swaps (i1) .. ...............
Others ...

Less: Allowance for impairment losses of equity

INVEStMENtS ... ...t

Debt securities analysed into:

ListedinHongKong . . .......................
Listed outside Hong Kong ....................
Unlisted .. ....cooii

Equity investments analysed into:

ListedinHongKong . ........................
Unlisted .. ...

Market value of listed securities:

Debtsecurities . .............. ...
Equity investments ..........................
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December 31, June 30,
2003 2004 2005 2006
175,745 295,355 212,055 333,548
40,964 59,022 55,765 48,497
609 1,729 588 1,727
23,344 23909 45922 50,572
6,162 2,750 10,549 9,473
246,824 382,765 324,879 443,817
1,257 1,256 761 757
10,680 7,680 4,236 4,236
3,545 3,098 347 447
15,482 12,034 5,344 5,440
(5,016) (4,057) (40) (55)
10,466 7,977 5,304 5,385
257,290 390,742 330,183 449,202
481 474 2,360 3,122
17,741 23,057 22,563 33,293
228,602 359,234 299,956 407,402
246,824 382,765 324,879 443,817
4717 419 437 479
15,005 11,615 4,907 4,961
15,482 12,034 5,344 5,440
18,222 23,531 24923 36,415
477 419 437 479
18,699 23,950 25360 36,894
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17.

INVESTMENT SECURITIES (continued)

(¢) Available-for-sale investments (continued)

Bank

December 31, June 30,

2003 2004 2005 2006

Debt securities, at fair value:
Governments and central banks . ........................ 175,745 295,355 212,055 333,057
Policybanks ......... .. ... ... 40,964 59,022 55,765 48,497
Public sector entities . .......... ..ot 609 1,729 1,161
Banks and other financial institutions .................... 21,946 21,312 42,560 48,765
Corporate entities . ... ..o vte et 5,364 1,844 4,117 4,495

244,628 379,262 314,497 435,975

Equity investments:

Atfairvalue ........ .. ... ... ... 727 827 181 148
At cost (i):
Debt for equity swaps (i) . . ..o oovveeennan. .. 10,680 7,680 4,236 4,236
Others . ... 3,455 2,971 237 318
14,862 11,478 4,654 4,702
Less: Allowance for impairment losses of equity investments (5,016) (4,057) (40) (55)

9,846 7,421 4,614 4,647
254,474 386,683 319,111 440,622

Debt securities analysed into:

Listedin HongKong ............. ... ............. 327 191 1,745 2,116
Listed outside Hong Kong . ........................ 17,028 21,328 17,541 28,278
Unlisted ....... ... 227,273 357,743 295211 405,581

244,628 379,262 314,497 435,975

Equity investments analysed into:
ListedinHongKong ............................. 5 4 4 4
Unlisted . ... 14,857 11,474 4,650 4,698

14,862 11,478 4,654 4,702

Market value of listed securities:
Debt securities .. ..........uirini 17,355 21,519 19,286 30,394
Equity investments . .......... ... ... i 5 4 4 4

17,360 21,523 19,290 30,398

(i) Certain available-for-sale unlisted equity investments which do not have any quoted market prices
and whose fair values cannot be measured reliably are stated at cost less any impairment losses.

(il)) Many state-owned banks obtained equity interests in certain enterprises in lieu of repayments of
loans through debts-equity swap arrangements set by the PRC Government in 1999. The Bank in
fact retains the risks and rewards of ownership and rights to dispose of these equity interests. By
their nature, such equity interests are treated as “equity investments” of the Group.
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17. INVESTMENT SECURITIES (continued)
(d) Investments at fair value through profit or loss

Investments at fair value through profit or loss are stated at fair value and represent investments
which are classified as held-for-trading, which comprise the following:

Group
December 31, June 30,
2003 2004 2005 2006
Debt securities:
Governments and centralbanks .. ........................... 13,367 12,113 11,467 16,071
Policybanks .. ....... ... 11,794 1,336 4,279 13,588
Public sector entities ... ........ ... 253 — 509 1,833
Banks and other financial institutions ........................ 203 — 1,259 3,057
Corporate eNtities . . ..o oo vttt — — 827 15,880
25,617 13,449 18,341 50,429
Equity investments . ...............iiiiiii — — — 36

25,617 13,449 18,341 50,465

Analysed into:
Listedin HongKong . ............ ... .. ... ... ........ 253 164 90 507
Listed outside HongKong . ............................ 2,855 198 1,379 1,231
Unlisted . ... 22,509 13,087 16,872 48,727
25,617 13,449 18,341 50,465
Bank
December 31, June 30,
2003 2004 2005 2006
Debt securities:
Governments and central banks . ............. ... ... ... ...... 13,367 12,113 11,246 15,863
Policybanks . ... ... .. 11,794 1,336 4,279 13,588
Public sector entities .. .............c. i 253 — 300 1,619
Banks and other financial institutions ........................ 203 — 757 2,438
Corporate eNtities . . ..ottt et — — — 14,628

25,617 13,449 16,582 48,136

Analysed into:

Listedin HongKong . ........ ... ... .. ... .. ... ...... 253 164 — —
Listed outside Hong Kong . ......... ... ... ... ........ 2,855 198 370 173
Unlisted . ... 22,509 13,087 16,212 47,963

25,617 13,449 16,582 48,136
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17. INVESTMENT SECURITIES (continued)

(e) Movements of allowance for impairment losses of held-to-maturity debt securities and
available-for-sale equity investments during the Relevant Periods were as follows:

Group and Bank
Available-for-
Held-to-maturity sale equity
debt securities investments Total
AtJanuary 1,2003 ... ... ... — 4,483 4,483
Charge forthe year (note 9) ............ .. ... ..., — 789 789
Disposals/write-offs ............ .. ... ... .. .. ... ... — (256) (256)
At December 31, 2003 and at January 1,2004 ............... — 5,016 5,016
Transferin .. ... . 164 — 164
Disposals/write-offs ............ .. ... .. ... . . . ... ... — (959) (959)
At December 31, 2004 and at January 1,2005 ............... 164 4,057 4221
Charge for the year (note 9) .......... .. .. ... ... .. ... ... 13 — 13
Transferin . ........ .. ... ... .. .. 60 — 60
Disposals/write-offs .. .......... .. ... ... — (4,017) 4,017)
At December 31, 2005 and at January 1,2006 ............... 237 40 277
Charge for the period (note 9) .. ........... ... ... ........ — 15 15
Disposals .. ..o (14) — (14)
AtJune 30,2006 .. ... ... 223 55 278
18. INVESTMENTS IN SUBSIDIARIES

Bank

December 31, June 30,

2003 2004 2005 2006

Listed shares, at Cost .. ....... .. 4946 4935 5,649 5,554
Unlisted investments, at COSt . ... ...... .ottt 2,152 2,152 1,463 1,509

7,098 7,087 7,112 7,063

Market value of the Bank’s investments in a subsidiary whose
shares are listed in Hong Kong . .......................... 6,884 7,120 6,621 7,980

Particulars of the principal subsidiaries of the Bank are set out in note 1(d) to the Financial
Information.

Included in the Bank’s balance sheet are balances with subsidiaries as follows:

December 31, June 30,
2003 2004 2005 2006
Due from subsidiaries . ............... i 23,005 18,656 22,286 14,346
Due to subsidiaries . . ........... i (9,138) (8,382) (5,522) (9,941)
Investments . .......... ... 8,511 9,826 9,677 11915
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18.

19.

INVESTMENTS IN SUBSIDIARIES (continued)

The balances with subsidiaries included nostro accounts, placements with banks and other
financial institutions, investment securities, other receivables, money market takings, deposits
with banks and other financial institutions and repurchase agreements. These balances are of
similar terms with those maintained with other customers of the Bank.

INVESTMENTS IN ASSOCIATES

Group
December 31, June 30,
2003 2004 2005 2006
Share of net assets .. ............ ... i 204 117 120 125
Goodwill on acquisition . .............ciitii i 70 — — —
Bank
December 31, June 30,
2003 2004 2005 2006

Unlisted investments, at COSt ... ...t .. 83 74 74 74

The financial information of the Group’s associates extracted from their financial statements

are summarised as follows:

December 31, June 30,
2003 2004 2005 2006
A S ot 1,236 1,265 1,920 2,297
LAGDIIEES .« . o v o v oot e e e e (624) (829) (1,373) (1,723)
Nt ASSES .« oottt ettt e e 612 436 547 574
For the year ended
December 31, Six months ended June 30,
2003 m % 2005 (Unaudited) 2006
Revenue ....... ... . . . 638 99 123 59 89
Profits/(10SS€S) . ..o vt (135) 17 25 5 21

1-62



APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)
Notes to the Financial Information

(Expressed in millions of Renminbi, unless otherwise stated)
19. INVESTMENTS IN ASSOCIATES (continued)

Particulars of the Group’s associates are as follows:

Percentage of
ownership interest attributable Place of

to the Group as at incorporation/ Principal

Name December 31, June 30, registration activities
2003 2004 2005 2006

Directly held by the Bank

Qingdao International
Bank ................. 50.00 27.69 20.83 20.83 Qingdao, the PRC  Commercial banking

Indirectly held by the Bank

China Ping An Insurance
(Hong Kong) Company
Limited (i) ............ 18.17 14.38 14.93 14.93 Hong Kong, the PRC General insurance

The Tai Ping Insurance
Company, Limited (ii) ... 18.09 N/A N/A N/A  Shenzhen, the PRC  General insurance

(i) The shareholding of a 25% equity interest in this associate is held through a non-wholly-owned
subsidiary, ICBC (Asia). Further details of the Bank’s equity interests in ICBC (Asia) are set out in
note 1(d). The percentage of ownership interest disclosed represented the effective percentage held
by the Group.

(i) The shareholding of this associate was held through ICBC (Asia). The percentage of ownership
interest disclosed represented the effective percentage held by the Group. In November 2004, the
equity interests held by ICBC (Asia) were diluted from 24.9% to 12.45% and since then The Tai
Ping Insurance Company, Limited has ceased to be an associate of the Group.
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20.

PROPERTY AND EQUIPMENT
Group

Cost or valuation:
At January 1, 2003
Additions .. ... ..
Transfers
Disposals .. ..ot

At December 31, 2003 and at

January 1, 2004
Additions .. ....... ...
Acquisition of a subsidiary (note 37(a))
Transfers
Disposals . .....cooviiiii

At December 31, 2004 and at
January 1, 2005
Additions . ... ...
Transfers
Revaluationsurplus . ......................
Elimination of accumulated depreciation and
impairment losses on valuation . .. .........
Disposals . ......ooii

At December 31, 2005 and at

January 1, 2006
Additions .. ... ..
Transfers
Disposals . ...

At June 30, 2006

Accumulated depreciation and impairment:
At January 1, 2003
Depreciation charge forthe year . ............
Impairment losses
Disposals .. ...

At December 31, 2003 and at

January 1, 2004
Depreciation charge for the year .............
Disposals . ...

At December 31, 2004 and at
January 1, 2005
Depreciation charge forthe year . ............
Impairment losses
Elimination of accumulated depreciation and
impairment losses on valuation . ...........
Disposals . ...

At December 31, 2005 and at

January 1, 2006
Depreciation charge for the period
Impairment losses
Disposals . .....ooiiii

At June 30, 2006

Net carrying amount:
At December 31, 2003

At December 31, 2004
At December 31, 2005
At June 30, 2006

Office
Properties equipment
and Construction  Leasehold and Motor
buildings in progress improvements computers vehicles Total

75,198 4,283 1,156 23,301 6,331 110,269
2,319 1,705 231 4,079 397 8,731
1,751 (2,519) — 914 2 148
(1,143) (47) (72) (1,358) (609)  (3,229)
78,125 3,422 1,315 26,936 6,121 115,919
1,762 1,850 225 3,633 281 7,751
— — 18 13 — 31
1,454 (2,528) — 990 10 (74)
(1,541) — (99) (1,757) (541)  (3,938)
79,800 2,744 1,459 29,815 5,871 119,689
2,784 2,067 861 3,008 152 8,872
2,021 (1,955) 1 489 12 568
19,677 61 — 2,131 828 22,697
(19,000) (67) — (18,529)  (4,271) (41,867)
(6,998) — (788) (2,494) (685) (10,965)
78,284 2,850 1,533 14,420 1,907 98,994
218 765 110 426 26 1,545
329 (500) 2 169 — —
(268) (181) (171) (73) (43) (736)
78,563 2,934 1,474 14,942 1,890 99,803
15,832 70 529 11,146 4,072 31,649
2,796 — 226 4,824 808 8,654
100 — — — — 100
(324) — (65) (1,303) (559) (2,251
18,404 70 690 14,667 4,321 38,152
2,960 — 245 5,077 695 8,977
(822) — (88) (1,615) (494) (3,019)
20,542 70 847 18,129 4,522 44,110
3,455 — 399 5,211 787 9,852
107 182 — — — 289
(19,000) (67) — (18,529)  (4,271) (41,867)
(3,087) — (494) (2,259) (534)  (6,374)
2,017 185 752 2,552 504 6,010
1,811 — 108 2,758 376 5,053
182 4 — 2 — 188
(49) — (66) (11) @31) (157)
3,961 189 794 5,301 849 11,094
59,721 3,352 625 12,269 1,800 77,767
59,258 2,674 612 11,686 1,349 75,579
76,267 2,665 781 11,868 1,403 92,984
74,602 2,745 680 9,641 1,041 88,709
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20. PROPERTY AND EQUIPMENT (continued)

The Group’s properties and buildings were held under the following lease terms:

December 31, June 30,
2003 2004 2005 2006
Long term leases (over 50 years)
—Held in the PRC (other than Hong Kong) ............... 4972 4,692 6,346 5,645
—HeldinHongKong ................................ 348 235 189 86
—Heldoverseas ...t 76 77 48 49

5,396 5,004 6,583 5,780

Medium term leases (10 to 50 years)
—Held in the PRC (other than Hong Kong) ............... 51,888 51,480 67,210 66,772
—HeldinHongKong ................................ 265 223 285 281

52,153 51,703 67,495 67,053

Short term leases (less than 10 years)
—Held in the PRC (other than Hong Kong) ............... 2,172 2,551 2,189 1,769

59,721 59,258 76,267 74,602
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20. PROPERTY AND EQUIPMENT (continued)

Construction

in progress

Office
Leasehold equipment and Motor
improvements  computers  vehicles Total

Bank
Properties
and
buildings
Cost or valuation:
AtJanuary 1,2003 ...... ... .. ... ... 74,309
Additions .. ....... ... 2,319
Transfers .......... ... ... ... ...... 1,751
Disposals . ... (1,021)
At December 31, 2003 and at January 1,

2004 . 77,358
Additions . ......... . 1,762
Transfers ........... ... ... .. ........ 1,454
Disposals . ......ooiiii (1,175)
At December 31, 2004 and at January 1,

2005 .. 79,399
Additions . ........ .. .. ... .. . 2,783
Transfers ........... ... ... .. ........ 2,021
Revaluation surplus .. .................. 19,677
Elimination of accumulated depreciation and

impairment losses on valuation . ........ (19,000)
Disposals . .....oovuii (6,870)
At December 31, 2005 and at January 1,

2006 ... 78,010
Additions . ... .. 218
Transfers ........... ... ... .. 329
Disposals . ... (264)
At June 30,2006 ............ ... ... 78,293

Accumulated depreciation and impairment:
AtlJanuary 1,2003 ........ ... ... ... 15,730
Depreciation charge for the year . ......... 2,621
Impairment losses . .................... 100
Disposals . ... (324)
At December 31, 2003 and at January 1,

2004 ... 18,127
Depreciation charge for the year . ......... 2,890
Disposals ... (520)
At December 31, 2004 and at January 1,

2005 . 20,497
Depreciation charge for the year . ......... 3,450
Impairment losses . .................... 107
Elimination of accumulated depreciation and

impairment losses on valuation . .. ...... (19,000)
Disposals . ... (3,086)
At December 31, 2005 and at January 1,

2006 ... 1,968
Depreciation charge for the period . ....... 1,806
Impairment losses . .................... 182
Disposals . ... (48)
AtJune 30,2006 . ..................... 3,908

Net carrying amount:
At December 31,2003 ................. 59,231
At December 31,2004 ................. 58,902
At December 31,2005 ................. 76,042
AtJune 30,2006 ........... ... ... 74,385

1-66

4283
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3,422
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(2,528)
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226 4,063 396 8,709
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205 3,538 281 7,636
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814 2,970 150 8,784
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— 2,131 828 22,697
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(774) (2,493) (685) (10,822)

1,377 14,082 1,896 98215
98 407 21 1,509
2 169 — —
(166) (66) 42) (719

1,311 14,592 1,875 99,005
471 11,040 4,070 31,381
221 4,799 806 8,447
— — — 100
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629 14,538 4317 37,681
213 4,970 694 8,767
(88) (1,615) 494)  (2,717)
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386 5,179 786 9,801
— — — 289
— (18,529) (4,271) (41,867)
(482) (2,252) (534)  (6,354)
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20.

PROPERTY AND EQUIPMENT (continued)

The Bank’s properties and buildings were held under the following lease terms:

December 31, June 30,
2003 2004 2005 2006
Long term leases (over 50 years)
—Held in the PRC (other than Hong Kong) ............... 4,924 4,653 6,341 5,629
—Heldoverseas ...t 73 75 47 49
4997 4,728 6,388 5,678
Medium term leases (10 to 50 years)
—Held in the PRC (other than Hong Kong) ............... 51,886 51,463 67,199 66,677
—HeldinHongKong ................................ 194 175 267 263
52,080 51,638 67,466 66,940
Short term leases (less than 10 years)
—Held in the PRC (other than Hong Kong) ............... 2,154 2,536 2,188 1,767
59,231 58,902 76,042 74,385

In accordance with the relevant rules and regulations, subsequent to the transformation of ICBC
into a joint-stock company, the titleship of properties and buildings previously held under the name of
ICBC is to be transferred to the Bank. The aforesaid re-registration process for certain properties and
buildings has not yet been completed up to the date of this report.

ICBC engaged China United Assets Appraisal Co., Ltd., an independent firm of qualified asset
appraisers in the PRC, to value its property and equipment (other than leasehold improvements) on a
depreciated replacement cost or a comparable market basis as appropriate. The date of valuation was
June 30, 2005. The valuation was made for the purpose of the Restructuring and to comply with the
relevant rules and regulations. The surplus of RMB22,697 million arising from the above valuation has
been credited to the asset revaluation reserve and then capitalised as share capital of the Bank upon its
incorporation.
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20. PROPERTY AND EQUIPMENT (continued)

Had the property and equipment (other than leasehold improvements) been measured using the
cost model as at December 31, 2005 and June 30, 2006, the carrying amounts would have been as
follows:

Group
Accumulated Net
depreciation carrying
December 31, 2005 Cost and impairment  amount
Properties and buildings . ......... ... ... .. .. L 77,607 (20,957) 56,650
Construction in Progress . ... ..vuve e et 2,856 (252) 2,604
Office equipment and computers . ..................c....o.... 30,818 (20,409) 10,409
Motor vehicles .. ... 5,350 (4,416) 934
116,631 (46,034) 70,597
June 30, 2006
Properties and buildings . ........... .. .. .. .. ... . 77,886 (22,611) 55,275
Construction i PrOgreSS . . ... vv vttt et e ie e 2,940 (256) 2,684
Office equipment and computers . .................ccuveven... 31,340 (22,494) 8,846
Motor vehicles .. ... ... 5,333 (4,433) 900
117,499 (49,794) 67,705
Bank
Accumulated Net
depreciation carrying
December 31, 2005 Cost and impairment  amount
Properties and buildings . ........... ... .. .. ... ... 77,333 (20,908) 56,425
Construction in ProOgresS . . ..o vv vttt e ie e 2,856 (252) 2,604
Office equipment and computers . ..................oouoen... 30,480 (20,148) 10,332
Motor vehicles .. ... 5,339 (4,410) 929
116,008 (45,718) 70,290
June 30, 2006
Properties and buildings . ......... ... ... .. .. L 77,616 (22,558) 55,058
Construction in Progress . ... ....vvu e et 2,940 (256) 2,684
Office equipment and computers . ..................c....o.... 30,990 (22,221) 8,769
Motor vehicles .. ... 5,318 (4,424) 894

116,864  (49,459) 67,405
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21. DEFERRED INCOME TAX
Deferred income tax assets and liabilities as at the balance sheet date are related to the
following:
Group

December 31, June 30,
2003 2004 2005 2006

Provisions for impairment losses on loans and advances and other

ASSEES i 21,269 5,206 928 1,221
Provision for overdue interest receivable ...................... 3,995 954 — —
Provision for housing reform losses .......................... 3,442 2,548 — —
Amortisation and interest recognition for short term debt

SECUIMEIES o vttt e ettt e et e (342) (1,027) (541) —
Revaluation of available-for-sale investments .................. (2,161)  (949) (1,001)  (595)
Changes in fair value of financial instruments at fair value through

Profit or loss .. ..o 369 395 (1,254) (1,658)
Others . ... 809 1,678 450 762
Net deferred income tax assets/(liabilities) . .................... 27,381 8,805 (1,418) (270)
Bank

December 31, June 30,

2003 2004 2005 2006

Provisions for impairment losses on loans and advances and other

ASSEES i 21,269 5,206 928 1,221
Provision for overdue interest receivable ..................... 3,995 954 — —
Provision for housing reform losses .......................... 3,442 2,548 — —
Amortisation and interest recognition for short term debt

SECUIMEIES .+ v vttt e et et e et e (342) (1,027) (541) —
Revaluation of available-for-sale investments .................. (2,161)  (949) (1,001) (595)
Changes in fair value of financial instruments at fair value through

Profit or loss .. ..o 318 347 (1,254) (1,635)
Others . ... 799 1,648 450 723
Net deferred income tax assets/(liabilities) . .................... 27,320 8,727 (1,418) (286)

Deferred income tax debited/(credited) to equity during the year/period is as follows:

Group and Bank
Six months
Year ended ended
December 31, June 30,
2003 2004 2005 2005 2006
Relating to the revaluation of available-for-sale investments . ... ... (921) (1,212) 52 950 (4006)

1-69



APPENDIX I ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)
Notes to the Financial Information

(Expressed in millions of Renminbi, unless otherwise stated)

22, OTHER ASSETS

Group
December 31, June 30,
2003 2004 2005 2006

Interestreceivable . . ......... . ... ... ... ... ... 8,233 9,289 24,993 29,688
Repossessed assets .. ......... i 15,029 13,373 6,395 5,828
Positive fair value of financial derivatives (note 29) .......... 1,623 2,129 9,957 11,260
Landuserights (1) . ... — — 19,657 19,408
Settlement and clearing accounts .. ....................... 7,470 7,907 8,115 21,932
Others ... ..o 12,898 12,708 7,090 9,570

45,253 45406 76,207 97,686
Bank

December 31, June 30,
2003 2004 2005 2006

Interestreceivable . .. ... .. ... . . ... 7,862 8,668 24,295 29,176
Repossessed assets ... 15,029 13,373 6,395 5,828
Positive fair value of financial derivatives (note 29) .......... 1,196 1,673 9,154 10,352
Landuserights (1) .........oviii i — — 19,657 19,408
Settlement and clearing accounts .. ....................... 6,949 7,482 7,679 21,448
Others ... ... 11,440 10,900 6,184 8,160

42476 42,096 73,364 94,372
(1) Land use rights, which are held under medium term leases and are situated in Mainland China,

represent the amount of land use rights injected by the Government through capital contribution
(note 1(b)(iv)) less accumulated amortisation.

Repossessed assets are analysed as follows:

Group and Bank
December 31, June 30,
2003 2004 2005 2006
GOS8t et 33,014 31,036 8,942 8,513
Allowance for impairment losses ......................... (17,985) (17,663) (2,547) (2,685)

15,029 13,373 6,395 5,828
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22. OTHER ASSETS (continued)

The movements of allowance for impairment losses of repossessed assets during the Relevant
Periods were as follows:

Group and Bank
Six months
ended
Year ended December 31, June 30,
2003 2004 2005 2006
At beginning of the year/period .......................... 19,518 17,985 17,663 2,547
Charge for the year/period (note 9) ....................... 484 348 101 399
Transferin .. ... ... . 2,348 5,503 2,430 1,857
Disposals/write-offs . ........... .. .. .. .. ... .. .. ... ... (4,365) (6,173) (17,647) (2,118)
Atend of the year/period ............ .. .. ... .. .. .. .. ..., 17,985 17,663 2,547 2,685
23. DUE TO BANKS AND OTHER FINANCIAL INSTITUTIONS
Group
December 31, June 30,
2003 2004 2005 2006
Money market takings ........... .. .. ... ... 25,200 24,988 31,360 35,691
DEPOSIES . ottt 193,809 180,707 201,550 331,527
219,009 205,695 232910 367,218
Bank
December 31, June 30,
2003 2004 2005 2006
Money market takings ........... .. .. ... . ... 31,313 28,715 29,709 39,928
DEPOSIES . ottt 194,315 181,120 201,725 332,276

225,628 209,835 231,434 372,204
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23. DUE TO BANKS AND OTHER FINANCIAL INSTITUTIONS (continued)
Analysed by legal form of counterparty

Group
December 31, June 30,
2003 2004 2005 2006
Policybanks .............. .. .. ... ... .. ... 661 461 503 464
State-owned banks . .......... ... ... . ... ... ... .. 18,532 6,774 12,493 8,438
Joint-stock banks .......... ... . ... ... ... ... . ... 13,808 16,044 12,428 19,731
Others (1) . ..ovvi e e 186,008 182,416 207,486 338,585
219,009 205,695 232,910 367,218
Bank
December 31, June 30,
2003 2004 2005 2006
Policybanks .............. .. .. ... ... .. ... 661 461 503 464
State-owned banks . .......... ... ... . ... ... ... .. 18,498 6,734 10,666 7,187
Joint-stock banks .......... ... . ... ... ... ... . ... 13,438 15,701 10,699 19,319
Others (1) . ..vvvi i e 193,031 186,939 209,566 345,234

225,628 209,835 231,434 372,204

(1) Balances included amounts due to banks incorporated outside Mainland China and amounts due to
other financial institutions.

24. REPURCHASE AGREEMENTS

Group
December 31, June 30,
2003 2004 2005 2006
Analysed by counterparty:
Banks .......... 16,253 26,039 26,913 7,779
Other financial institutions . ... ............... — 300 5,388 3,843
16,253 26,339 32,301 11,622
Analysed by collateral:
SeCUrities . ... .....veuuniiiin i 1,003 25,000 28,556 8,296
Bills ... 13,720 873 790 —
Loans .........iiiiiii 1,530 466 2,955 3,326

16,253 26,339 32,301 11,622
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24. REPURCHASE AGREEMENTS (continued)

Bank
December 31, June 30,
2003 2004 2005 2006
Analysed by counterparty:
Banks ...... .. .. 16,253 26,867 27,721 8,389
Other financial institutions . .. ................ — 300 5,388 3,843
16,253 27,167 33,109 12,232
Analysed by collateral:
Securities .. .......ii 1,003 25,000 28,556 8,296
Bills ... 13,720 873 790 —
Loans . ... 1,530 1,294 3,763 3,936

16,253 27,167 33,109 12,232

25. DUE TO CUSTOMERS

Group
December 31, June 30,
2003 2004 2005 2006
Demand deposits
Corporate customers . ...................... 1,538,964 1,660,739 1,787,336 1,867,705
Personal customers .. ....................... 780,339 882,431 1,012,876 1,053,394
Others ....... ... 70,988 68,553 77,944 53,257
Time deposits
Corporate customers . ...................... 504,705 612,341 754,968 909,401
Personal customers .. ....................... 1,811,865 1,952,218 2,103,742 2,235,281

4,706,861 5,176,282 5,736,866 6,119,038

The Group’s amounts due to customers included structured deposits amounting to RMB7,316
million, RMB26,301 million, RMB33,590 million and RMB32,869 million as at December 31, 2003,
2004, 2005 and June 30, 2006, respectively, which are financial liabilities designated at fair value
through profit or loss upon initial recognition. The differences between the fair value and the amount
that the Group would be contractually required to pay at maturity to the holders of these financial
liabilities amounted to RMB30 million, RMB200 million, RMB629 million and RMB694 million as at
December 31, 2003, 2004, 2005 and June 30, 2006, respectively. The amount of changes in the fair
value of the financial liabilities that is attributable to changes in credit risk is considered not significant
during the Relevant Periods and cumulatively at the end of each of the Relevant Periods.
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25. DUE TO CUSTOMERS (continued)

Bank
December 31, June 30,
2003 2004 2005 2006
Demand deposits
Corporate customers . ...................... 1,533,595 1,655,994 1,779,074 1,854,530
Personal customers .. ....................... 775,395 870,966 1,003,655 1,048,286
Others ... 70,987 68,544 77,941 53,253
Time deposits
Corporate customers . ...................... 481,881 579,755 707,981 848,507
Personal customers .. ....................... 1,806,159 1,939,938 2,103,203 2,231,743
4,668,017 5,115,197 5,671,854 6,036,319

The Bank’s amounts due to customers included structured deposits amounting to RMB7,316
million, RMB26,301 million, RMB33,103 million and RMB32,367 million as at December 31, 2003,
2004, 2005 and June 30, 2006, respectively, which are financial liabilities designated at fair value
through profit or loss upon initial recognition. The differences between the fair value and the amount
that the Bank would be contractually required to pay at maturity to the holders of these financial
liabilities amounted to RMB30 million, RMB200 million, RMB611 million and RMB671 million as at
December 31, 2003, 2004, 2005 and June 30, 2006, respectively. The amount of changes in the fair
value of the financial liabilities that is attributable to changes in credit risk is considered not significant
during the Relevant Periods and cumulatively at the end of each of the Relevant Periods.
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26. DEBT ISSUED
Group
December 31, June 30,
Notes 2003 2004 2005 2006
Notes payable ........................... (a) — 3,294 3,076 2,987
Subordinated bonds issued . ................ (b) — — 35,000 35,000
— 3,294 38,076 37,987
Bank
December 31, June 30,
Notes 2003 2004 2005 2006
Subordinated bonds issued . ................ (b) — — 35,000 35,000
Notes:
(a) In September 2004, ICBCA (C.I.) Limited, an indirectly-held subsidiary of the Bank, issued notes

(b)

with an aggregate principal amount of US$400 million, at a coupon rate of 4.125% per annum and
maturing on September 16, 2009. The notes have been designated as liabilities at fair value through
profit or loss upon initial recognition. The differences between the fair value and the amount that
the Group would be contractually required to pay at maturity to the holders of these notes amounted
to RMB17 million, RMB128 million and RMB153 million as at December 31, 2004 and 2005 and
June 30, 2006, respectively. The amount of changes in the fair value of the financial liabilities that
is attributable to changes in credit risk is considered not significant during the Relevant Periods and
cumulatively at the end of each of the Relevant Periods.

As approved by the PBOC and the CBRC, the Bank issued callable subordinated bonds of
RMB35,000 million through open market bidding in 2005. These subordinated bonds included:

(1) 10-year fixed rate subordinated bonds in the amount of RMB13,000 million in aggregate
maturing in 2015, bearing a coupon rate of 3.11% per annum. The Bank has the option to
redeem all or part of the bonds at face value on August 29, 2010. If the Bank does not exercise
this option, the annual coupon rate will increase by 3% thereafter.

(i) 15-year fixed rate subordinated bonds in the amount of RMB13,000 million in aggregate
maturing in 2020, bearing a coupon rate of 3.77% per annum. The Bank has the option to
redeem all or part of the bonds at face value on September 6, 2015. If the Bank does not
exercise this option, the annual coupon rate will increase by 3% thereafter.

(ii1) 10-year floating rate subordinated bonds in the amount of RMB9,000 million in aggregate
maturing in 2015, bearing a coupon rate which is the specific “base rate” plus an interest
margin of 1.05% per annum. The base rate is determined based on the weighted average of
PRC inter-bank money market 7-day repo rates. The Bank has the option to redeem all or part
of the bonds at face value on September 14, 2010. If the Bank does not exercise this option, the
interest margin of the bonds will increase by 1% thereafter.
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27.  OTHER LIABILITIES

Group
December 31, June 30,
2003 2004 2005 2006
Interest payable ........... ... ... . .. .. ... 32,392 34,342 38,177 45,536
Supplementary retirement benefits ...................... 31,977 27,261 29921 29,269
Settlement and clearing accounts ... ..................... 19,466 23,462 24276 40,143
Salaries and welfare payable ........................... 2,970 3,637 5,126 5,675
Sundry tax payables . ........... .. .. ... 3,167 3,626 4,595 4,288
Bankdrafts ........ ... ... ... . . . 2,956 4,545 4,026 7,445
Negative fair value of financial derivatives (note 29) ........ 2,798 3,556 3,530 4,067
Payables for bonds purchased .......................... 4,000 16,980 2,346 9,605
Allowance for litigation losses (note 33(a)) .. .............. 713 745 813 858
Dividend Payable ............ ... .. .. .. ... ... ... ... ... — — — 3,537
Others (1) .« oot e e 17,680 12,731 21,529 18,799
118,119 130,885 134,339 169,222
Bank
December 31, June 30,
2003 2004 2005 2006
Interest payable ......... .. .. ... .. .. .. ... 32,208 34,032 37,610 45,294
Supplementary retirement benefits ...................... 31,977 27,261 29921 29,269
Settlement and clearing accounts ... ..................... 19,460 23,457 24,014 39,393
Salaries and welfare payable ........................... 2,957 3,468 5,049 5,615
Sundry tax payables . ........... .. .. ... 3,162 3,620 4,592 4,285
Bankdrafts ........ ... ... ... . ... 2,952 4,540 3,989 7,411
Negative fair value of financial derivatives (note 29) ........ 2,222 2,942 2,729 3,040
Payables for bonds purchased .......................... 4,000 16,980 2,346 9,605
Allowance for litigation losses (note 33(a)) .. .............. 713 745 813 858
Dividend Payable ............ ... .. .. .. ... ... ... ... ... — — — 3,537
Others (1) .« .vvvii e e e e 16,755 11,630 21,470 18,444
116,406 128,675 132,533 166,751

(1) Balance as at December 31, 2005 included an amount payable to the MOF of RMB8,028 million
arising from the Restructuring of the Bank (note 1(b)(viii)). The amount was capitalised as

equity in June 2006 (note 28(a)).

1-76



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)

Notes to the Financial Information

(Expressed in millions of Renminbi, unless otherwise stated)
27.  OTHER LIABILITIES (continued)

The Group provides supplementary retirement benefits, which include supplementary pension
and supplementary medical benefits, for its domestic retirees who retired before June 30, 2005. The
amounts recognised in the consolidated balance sheets represent the present value of unfunded
obligations. The Group’s obligations in respect of the supplementary retirement benefits at the balance
sheet dates were computed by an independent actuary, Towers, Perrin, Forster & Crosby, Inc., Hong
Kong, whose actuaries are members of the Society of Actuaries of the United States of America, using
the projected unit credit actuarial cost method. Actuarial gains or losses are recognised in the income
statement when incurred. The components of net benefit expense recognised in the consolidated
income statements and the amounts recognised in the consolidated balance sheets are summarised
below.

(i) Amount recognised at each balance sheet date:

Group and Bank
December 31, June 30,
2003 2004 2005 2006
Unfunded liabilities ................. ... .. ... ....... 31,977 27,261 29,921 29,269

(ii) Movements of net benefit liabilities recognised in the balance sheets were as follows:

Group and Bank
Six months
ended
Year ended December 31, June 30,
2003 2004 2005 2006
Net liabilities at beginning of the year/period ................ 33,772 31977 27,261 29,921
Benefit paid during the year/period ........................ (1,988) (2,039) (2,110) (1,041)
Net expense /(income) recognised in the consolidated income
statements (NOt€ 6) .. .. ..o vt 193  (2,677) 4,770 389
Net liabilities at end of the year/period ..................... 31,977 27,261 29921 29,269

(iii) Net expenses/(income) recognised in the consolidated income statements:

Group
Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
Interest cost recognised during the year/period . ... ... 1,066 1,084 1,245 622 505
Actuarial losses/(gains) recognised during the year/
period . ... (873) (3,761) 3,525 2,365 (116)
Net expenses /(income) recognised in the consolidated
income statements (note 6) . ................... 193 (2,677) 4,770 2,987 389

I-77



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)

Notes to the Financial Information

(Expressed in millions of Renminbi, unless otherwise stated)
27.  OTHER LIABILITIES (continued)

(iv) Principal actuarial assumptions

Group and Bank
December 31, June 30,
2003 2004 2005 2006

Discountrate ................coiiiinn... 3.50% 4.75% 3.50% 3.50%
Healthcare cost increaserate . ............... 8.00% 8.00% 8.00% 8.00%
Expected annual future benefit increase for

beneficiaries of deceased employees ........ 4.50% 4.50% 4.50% 4.50%
Average expected future lifetime of current

TEHITCES . ottt et 16.0 years 16.0 years 154 years 15.1 years

28. CAPITAL AND RESERVES
(a) Issued share capital/paid-up capital

On October 28, 2005, with the approval of the State Council, ICBC was restructured and
incorporated as a joint-stock limited company with a registered capital of RMB248,000 million divided
into 248,000 million shares with a par value of RMBI1 each, and accordingly issued 124,000 million
shares each to the MOF and Huijin, respectively.

On April 28, 2006, Goldman Sachs, Dresdner Bank Luxembourg S.A. and American Express
Company subscribed for 16,476 million shares, 6,433 million shares and 1,276 million shares in the
Bank for cash consideration of US$2,582 million, Euro825 million and US$200 million, respectively.

On June 29, 2006, the National Council for Social Security Fund subscribed for 14,324 million
shares for a consideration of RMB18,028 million, of which 7,945 million shares were paid by cash and
the remaining 6,379 million shares were settled by capitalising a payable balance of RMBS§,028 million
of the Bank (note 27).

Following the above share subscriptions, the Bank’s registered capital increased from
RMB248,000 million to RMB286,509 million, divided into 286,509 million of RMB1 each. The
premium of consideration over the increase in registered capital was credited to the capital reserve
(note 28(b)).

(b) Capital reserve

Pursuant to the Restructuring, the paid-up capital, reserves and accumulated losses of ICBC, as
determined under the generally accepted accounting principles in the PRC, were converted into the
Bank’s issued share capital upon its incorporation as described in notes 1(b)(viii) and 28(a) to the
Financial Information. In the preparation of the Financial Information, the paid-up capital and all the
then existing reserves and accumulated losses as determined under IFRS were accordingly eliminated,
with the resulting difference dealt with in the capital reserve. Increase in capital reserve during the six
months ended June 30, 2006 represented the premium of shares newly issued as described in note 28(a)
above.
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28.  CAPITAL AND RESERVES (continued)
(¢) Surplus reserves

Surplus reserves consist of statutory surplus reserve and discretionary surplus reserve.

(i)  Statutory surplus reserve

The Bank is required to appropriate 10% of its profit after incorporating as a joint-stock limited
company, determined under the generally accepted accounting principles in the PRC, to the statutory
surplus reserve until the reserve balance reaches 50% of its registered capital.

Subject to the approval of shareholders, statutory surplus reserve may be used to offset
accumulated losses, if any, and may also be converted into capital, provided that the balance of
statutory surplus reserve after such capitalisation is not less than 25% of the registered capital.

(ii) Discretionary surplus reserve

After making the appropriation to the statutory reserve, the Bank may also appropriate its profit
to the discretionary surplus reserve upon the approval of the shareholders in general meetings. Subject
to the approval of the shareholders, discretionary surplus reserve may be used to offset accumulated
losses, if any, and may be converted into capital.

(d) Other reserves

The Bank is required to maintain a general reserve within equity, through the appropriation of
profit, which should not be less than 1% of the year end balance of its risk-bearing assets. As allowed
by the MOF, the reserve is to be appropriated over a period of not more than five years, beginning in
2005.

Asset revaluation reserve records the revaluation surplus of property and equipment.
Investment revaluation reserve records the fair value changes of available-for-sale investments.

Foreign currency translation reserve is used to record exchange differences arising from the
translation of financial statements of the subsidiaries and branches incorporated outside Mainland
China.
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28. CAPITAL AND RESERVES (continued)

(e) Distributable profit

The Bank’s distributable profit is based on the lower of after-tax profit after appropriation to
statutory surplus reserve and general reserve as determined under the generally accepted accounting
principles in the PRC and IFRSs following the Restructuring of the Bank into a joint-stock limited
company on October 28, 2005. The amount that the Bank’s subsidiaries can legally distribute by way
of a dividend is determined by reference to their profits as reflected in their financial statements
prepared in accordance with the accounting regulations and principles promulgated by local regulatory
bodies of respective countries/regions. These profits may differ from those dealt with in the Financial
Information, which is prepared in accordance with IFRSs.

The movements in reserves and retained profits/(accumulated losses) of the Bank during the
Relevant Periods are set out below:

Balance as at January 1,
2003 ...

Profit for the year . ... ...

Net change in the fair value of

available-for-sale

investments .........
Reserve realised on disposal

of available-for-sale

investments .........

Foreign currency

translation ..........
Appropriation to surplus
IESEIVeS . ...........

Balance as at December 31,
2003 and January 1,
2004 ...

Profit for the year ... . ...

Net change in the fair value of

available-for-sale

investments .........
Reserve realised on disposal

of available-for-sale

investments .........

Foreign currency

translation ..........
Appropriation to surplus
TESEIVeS . ...........

Balance as at December 31,
2004 and January 1,
2005 ...

Reserves
Foreign
Asset Investment  currency
Capital Surplus General revaluation revaluation translation Accumulated
reserve reserves reserve reserve reserve reserve Total losses
(2,415) 14,805 — — 6,257 29 18,676 (740,618)
— — — — — — — 22,500
— — — — (1,557) — (1,557) —
— — — — (313) — (313) —
— — — — — 123 123 —
= 3 = - = = > )
(2,415) 14,810 — — 4,387 152 16,934 (718,123)
— — — — — — — 30,581
— — — — (2,365) — (2,365) —
— — — — 95) — (95) —
— — — — — 114 114 —
— 8 — — — — 8 ®)
(2,415) 14,818 — — 1,927 266 14,596 (687,550)
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28.  CAPITAL AND RESERVES (continued)
(e) Distributable profit (continued)

Reserves
Foreign Retained
Asset Investment  currency profits/
Capital  Surplus General revaluation revaluation translation (accumulated
reserve  reserves reserve reserve reserve reserve Total losses)
Balance as at December 31,
2004 and January 1, 2005 .. (2,415) 14,818 — — 1,927 266 14,596 (687,550)
Profit forthe year . .......... — — — — — — — 37,004

Net change in the fair value of

available-for-sale

investments ............. — — — — 3,453 — 3,453 —
Reserve realised on disposal of

available-for-sale

investments ............. — — — — 480 — 480 —
Foreign currency translation . . — — — — (83) (83) —
Asset revaluation surplus

arising from the

Restructuring ............ — — — 22,697 — — 22,697 —
Restructuring:

Capital injection
(note 1(b)(iv)) ....... 19,906 — — — — — 19,906 —

Equity contribution
arising from the
disposal of impaired
assets (notes 1(b)(ii)
and (iif)) ............ 567,558 — — — — — 567,558 —

Elimination of capital and
reserves with
accumulated losses and
transfer of paid-up
capital, reserves and
accumulated losses to
share capital
(notes 1(b)(vii) and

(Vill)) oo (587,063) (14,818) — (22,697) (3,828) (321) (628,727) 657,516

Appropriation to surplus

TESETVES ..o vvveeennnn — 375 — — — — 375 (375)
Appropriation to general

TESEIVE .\ vvvvveennenn.n — — 1,700 — — — 1,700 (1,700)
Balance as at December 31,

2005 and January 1, 2006 .. (2,014) 375 1,700 — 2,032 (138) 1,955 4,895
Issuance of share capital .. ... 9,957 9,957
Profit for the period ......... — — — — — — — 25,194

Net change in the fair value of

available-for-sale

investments ............. — — — — (897) — (897) —
Reserve realised on disposal of

available-for-sale

investments ............. — — — — 59 — 59 —
Foreign currency translation . . — — — — — 82 82 —
Appropriation to surplus

reserves (note) ........... — 2,657 — — — — 2,657 (2,657)
Appropriation to general

TESEIVE .. vvvvveenn .. — — 5,302 — — — 5,302 (5,302)
Dividend—2005 final

(mote 11) ................ — — — — — — — (3,537)
Balance as at June 30, 2006 . . . 7,943 3,032 7,002 — 1,194 (56) 19,115 18,593

Note: Includes the appropriation made by an overseas branch in the amount of RMB6 million.
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28.  CAPITAL AND RESERVES (continued)
(e) Distributable profit (continued)

The profit for the year attributable to equity holders of the Bank for the years ended
December 31, 2003, 2004 and 2005 and for the six months ended June 30, 2005 (unaudited) and 2006
dealt with in the financial statements of the Bank, were RMB22,500 million, RMB30,581 million,
RMB37,004 million, RMB24,853 million and RMB25,194 million, respectively.

29. DERIVATIVE FINANCIAL INSTRUMENTS

A derivative is a financial instrument, the value of which is derived from the value of another
“underlying” financial instrument, an index or some other variables. Typically, an “underlying”
financial instrument is a share, commodity or bond price, an index value or an exchange or interest
rate. The Group uses such derivative financial instruments as forwards, futures, swaps and options.

The notional amount of a derivative represents the amount of underlying asset upon which the
value of the derivative is based. It indicates the volume of business transacted by the Group but does
not reflect the risk.

The fair value is the amount for which an asset could be exchanged, or a liability settled,
between knowledgeable and willing parties in an arm’s length transaction.
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29. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The Group and the Bank had derivative financial instruments at each balance sheet date as

follows:

Group

Exchange rate contracts:
Forward foreign exchange
contracts ................
Currency option contracts
purchased ...............

Interest rate contracts:
Interest rate swap contracts . . . .
Cross-currency swap
contracts . ...............
Interest rate option contracts
purchased/written .........

Other derivative contracts . ........

December 31, 2003

Notional amounts with remaining life of

Fair values

Over3  Overl
months year
but but
Within within within Over 5
3 months 1 year S years years Total Assets  Liabilities
51,731 18,898 3,218 4,066 77,913 413 (324)
524 83 — — 607 1 )
52,255 18,981 3,218 4,066 78,520 414 (326)
6,128 11,810 24,180 32,904 75,022 1,166 (2,402)
28 432 563 905 1,928 18 (46)
1,096 1,854 1,673 18 4,641 24 (24)
7,252 14,096 26,416 33,827 81,591 1,208 (2,472)
— 107 — — 107 1 —
59,507 33,184 29,634 37,893 160,218 1,623 (2,798)
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29. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Bank

December 31, 2003
Notional amounts with remaining life of Fair values

Over3 Overl
months  year

but but
Within  within  within Over 5
3 months 1year Syears years Total  Assets Liabilities

Exchange rate contracts:
Forward foreign exchange contracts .. 24,940 14,401 3,218 4,066 46,625 348 (264)
Currency option contracts
purchased ..................... 94 83 — — 177 — (1)

25,034 14,484 3,218 4,066 46,802 348  (265)

Interest rate contracts:

Interest rate swap contracts ......... 6,128 4,840 18,754 27,642 57,364 823 (1,904)
Cross-currency swap contracts . . . . . . . 28 432 563 905 1,928 18 (46)
Interest rate option contracts

purchased/written . .............. 669 234 140 — 1,043 7 7

6,825 5,506 19,457 28,547 60,335 848 (1,957)
31,859 19,990 22,675 32,613 107,137 1,196 (2,222)

No derivatives were designated as hedging instruments as at December 31, 2003.

Group

December 31, 2004
Notional amounts with remaining life of Fair values

Over3 Overl
months  year

but but
Within  within  within  Over 5
3 months 1year Syears years Total  Assets Liabilities

Exchange rate contracts:
Forward foreign exchange contracts .. 58,863 17,825 3,852 6,239 86,779 571 (670)
Currency option contracts
purchased ..................... 2,193 2574 65 — 4,832 29 (44)

61,056 20,399 3917 6,239 91,611 600  (714)

Interest rate contracts:

Interest rate swap contracts ......... 12,468 10,293 57,976 43,591 124,328 1,247 (2,476)

Cross-currency swap contracts . . . . . .. 276 2,238 1,228 1,690 5432 181 (270)

Forward rate agreements ........... — 2913 24,283 16,934 44,130 65 (65)
Interest rate option contracts

purchased/written . .............. 446 3,120 3,779 4,835 12,180 19 (30)

13,190 18,564 87,266 67,050 186,070 1,512 (2,841)

Other derivative contracts .............. — 1,047 — — 1,047 17 )]

74,246 40,010 91,183 73,289 278,728 2,129 (3,556)
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29. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Bank

December 31, 2004
Notional amounts with remaining life of Fair values

Over 3 Over 1
months but year but
Within within 1 within  Over 5

3 months year Syears years Total  Assets Liabilities
Exchange rate contracts:
Forward foreign exchange
contracts ................... 34,799 12,227 3,820 6,239 57,085 504 (601)
Interest rate contracts:
Interest rate swap contracts . ... ... 1,388 4,350 46,027 36,975 88,740 919 (1,994)
Cross-currency swap contracts . . . . 276 2,238 1,228 1,690 5,432 181 (270)
Forward rate agreements . ........ — 2913 24,283 16,934 44,130 65 (65)
Interest rate option contracts
purchased/written ............ 414 746 166 1,426 2,752 4 (12)

2,078 10,247 71,704 57,025 141,054 1,169 (2,341)
36,877 22,474 75,524 63,264 198,139 1,673 (2,942)

No derivatives were designated as hedging instruments as at December 31, 2004.

Group
December 31, 2005

Notional amounts with remaining life of Fair values

Over 3 Over 1
months but year but
Within within 1 within Over 5

3 months year 5 years years Total Assets Liabilities
Exchange rate contracts:
Forward foreign exchange
contracts . .................. 49240 28,110 1,109 950 79,409 448 (400)
Currency option contracts
purchased .................. 2,291 1,068 96,975 — 100,334 7,403 (64)

51,531 29,178 98,084 950 179,743 7,851 (464)

Interest rate contracts:

Interest rate swap contracts ... ... 10,262 17,601 49,321 45,071 122,255 1,618 (2,883)
Cross-currency swap contracts . . . 136 2,296 1,736 909 5,077 418 (113)
Forward rate agreements ........ 7,174 5,097 22,564 11,525 46,360 67 (67)
Interest rate option contracts

purchased/written ........... 263 1,562 3,068 3,411 8,304 3 3)

17,835 26,556 76,689 60,916 181,996 2,106 (3,066)
69,366 55,734 174,773 61,866 361,739 9,957 (3,530)
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29. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Bank
December 31, 2005
Notional amounts with remaining life of Fair values
Over 3 Over 1
months but  year but
Within within 1 within Over 5
3 months year 5 years years Total Assets  Liabilities
Exchange rate contracts:
Forward foreign exchange
contracts ............. 38,982 24,110 969 950 65,011 389 (370)
Currency option contracts
purchased ............ 47 — 96,842 — 96,889 7,335 (1)

39,029 24,110 97,811 950 161,900 7,724 371)

Interest rate contracts:
Interest rate swap

contracts ............. 9,650 16,272 40,154 42,377 108,453 1,059 (2,182)
Cross-currency swap

contracts ............. 136 2,263 1,579 909 4,887 304 (109)
Forward rate agreements . . 7,174 5,097 22,564 11,525 46,360 67 67)

Interest rate option
contracts purchased/
written . ............ .. — 167 — 3,256 3,423 — —

16,960 23,799 64,297 58,067 163,123 1,430 (2,358)
55,989 47,909 162,108 59,017 325,023 9,154 (2,729)

Among the above derivative financial instruments, those designated as hedging instruments in
fair value hedges are set out below:

Group and Bank
December 31, 2005

Notional amounts with remaining life of Fair values

Over 3 Over 1
months but  year but

Within within 1 within Over
3 months year 5 years 5 years Total Assets  Liabilities

Interest rate contracts:
Interest rate swap

contracts ............. — 48 2,600 2,599 5,247 46 (258)

Cross-currency swap
contracts ............. — — — 67 67 — ﬁ)
— ﬁ 2,600 2,666 5,314 @ 271)
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29.

DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Group

Exchange rate contracts:
Forward foreign exchange
contracts
Currency option contracts
purchased

Interest rate contracts:

Interest rate swap contracts . . . .
Cross-currency swap contracts . .
Forward rate agreements . . . . ..

Interest rate option contracts
purchased/written

Other derivative contracts . ........

Bank

Exchange rate contracts:
Forward foreign exchange

contracts . ................

Currency option contracts

purchased ................

Interest rate contracts:

Interest rate swap contracts . . ..
Cross-currency swap contracts . .
Forward rate agreements . . . ...

Interest rate option contracts
purchased/written

June 30, 2006
Notional amounts with remaining life of Fair values
Over 3 Over 1
months but year but

Within within 1 within  Over 5
3 months year 5 years years Total Assets  Liabilities
70,909 42,142 6,022 595 119,668 836 (671)
3,323 3,815 98,117 — 105,255 §,149 (24)
74,232 45,957 104,139 595 224,923 8,985 (695)
11,140 22,034 45,567 44,568 123,309 2,065 (3,133)
1,328 3,837 601 1,317 7,083 162 (191)
22,397 3,251 21,644 9,297 56,589 41 (42)
571 786 2,710 3,409 7,476 3 3)
35,436 29,908 70,522 58,591 194,457 2,271 (3,369)
88 — -  — 88 4 A3
109,756 75,865 174,661 59,186 419,468 11,260 (4,067)

June 30, 2006

Notional amounts with remaining life of

Fair values

Over 3 Over 1
months but year but
Within within 1 within  Over 5

3 months year 5 years years Total Assets  Liabilities
65,996 37,420 5,806 594 109,816 708 (536)
— — 96,842 — 96,842 8,125 —
65,996 37,420 102,648 594 206,658 8,833 (536)
9,952 19,247 36,739 41,969 107,907 1,321 (2,275)
1,328 1,499 441 1,317 4,585 156 (186)
22,274 3,147 21,644 9,297 56,362 41 (42)
— 344 47 3255 3,646 1 (1)
33,554 24,237 58,871 55,838 172,500 1,519 (2,504)
99,550 61,657 161,519 56,432 379,158 10,352 (3,040)
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29. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Among the above derivative financial instruments, those designated as hedging instruments in
fair value hedges are set out below:

Group and Bank
June 30, 2006
Notional amounts with remaining life of Fair values

Over3 Overl
months year
but but
Within within  within  Over$
3months 1year Syears years Total Assets Liabilities

Interest rate contracts:
Interest rate swap contracts . ....... — — 2,519 2432 4951 92 (97)
Cross-currency swap contracts . . . . . — 67 67 — (15)

2,519 2499 5018 92 (112)

The replacement costs and credit risk weighted amounts in respect of the above derivatives of
the Group as at the balance sheet dates, which have taken into account the effects of bilateral netting
arrangements, were as follows:

Replacement costs
December 31, June 30,
2003 2004 2005 2006
Interest rate derivatives .. ............ ..t 1,208 1,512 2,106 2,271
Currency derivatives . ... ..ottt 414 600 7,851 8,985
Other derivatives . .......... ..t 1 17 — 4

1,623 2,129 9,957 11,260

Credit risk weighted amounts

December 31, June 30,
2003 2004 2005 2006
Interest rate derivatives ... ... ...t 1,847 2,954 3,403 3,502
Currency derivatives .. ...ttt 1,592 2,078 1,456 2,471
Other derivatives . ........... ... .. i 7 80 — 9

3,446 5,112 4,859 5,982

The credit risk weighted amounts refer to the amounts as computed in accordance with the rules
promulgated by the CBRC and depend on the status of the counterparties and the maturity
characteristics.

In accordance with the rules promulgated by the CBRC, the credit risk weighting assigned to
Huijin is zero. Therefore, the credit risk weighted amount of the currency option purchased from
Huijin (note 39(b)) is zero.
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30. CAPITAL AND OPERATING LEASE COMMITMENTS

(i) Capital commitments

At each balance sheet date, the Group and the Bank had capital commitments as follows:

Group

Authorised, but not contracted for . .......... ... . ... . ... . . ...
Contracted, but not provided for ............ .. ... ... ... .. .....

Bank

Authorised, but not contracted for . ......... ... ... ... . . ... . ...

Contracted, but not provided for ............ ... .. ... ... .. .....

(ii) Operating lease commitments

December 31, June 30,
2003 2004 2005 2006
218 202 680 6,666
1,004 499 1,370 1,195
1,222 701 2,050 7,861
December 31, June 30,
2003 2004 2005 2006
218 202 680 6,655
948 486 1,367 1,172
1,166 7,827

688

2,047

At each balance sheet date, the Group and the Bank leased certain of its premises under
operating lease arrangements. The total future minimum lease payments in respect of non-cancellable

operating leases were as follows:

Group

Within one year . ............ .t
Between the second and fifth year, inclusive .....................
After five years . ...

Bank

Withinone year . ............ .t
Between the second and fifth year, inclusive .....................
After five years . ...

1-89

December 31, June 30,

2003 2004 2005 2006
1,202 1,298 1,331 1,467
2,550 2,828 2,844 2936
1,506 1,694 1,665 1,341
5,258 5,820 5,840 5,744
December 31, June 30,

2003 2004 2005 2006
1,196 1,204 1,219 1,342
2,546 2,644 2,649 2,683
1,506 1,544 1,506 1,210
5,248 5,392 5,374 5,235
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31.

CREDIT COMMITMENTS
Group

Letters of creditissued ............... ... .. .........
Guaranteesissued .. ........... ...
ACCEPLANCES .« .. vt
Irrevocable loan commitments with original maturity:
Withinoneyear ............... ... ... ..
OVET ONE YEAT . .. oot i ettt et

Bank

Letters of creditissued ............... ... .. .........
Guaranteesissued .. ........... ...
ACCEPLANCES .« .. vt
Irrevocable loan commitments with original maturity:
Withinoneyear ......................cou....
OVET ONE YEAT . .. vttt e et

Credit risk weighted amount of credit commitments

Group

Credit commitments ... ...............ouiuiinrun...

Bank

Creditcommitments . . ...........oiuuriiinnnennn...

December 31, June 30,

2003 2004 2005 2006
55913 59,674 51,718 57,784
83,786 92,573 121,117 146,998
83,511 68,736 92,565 122,390
61,933 55,833 25,665 117,383
61,655 116,732 74,566 77,837
346,798 393,548 365,631 522,392
December 31, June 30,

2003 2004 2005 2006
53,340 56,530 49,075 56,313
83,178 91,785 117,291 146,153
83,511 68,736 92,565 122,390
54,785 47,313 11,507 101,149
54,545 100,539 63,975 65,381
329,359 364,903 334,413 491,386
December 31, June 30,

2003 2004 2005 2006
161,411 176,195 173,090 209,273
December 31, June 30,

2003 2004 2005 2006
156,902 167,674 169,020 202,303

The credit risk weighted amounts refer to the amounts computed in accordance with the rules
promulgated by the CBRC and depend on the status of the counterparties and the maturity
characteristics. The risk weights ranged from 0% to 100% for credit commitments.

The credit risk weighted amounts stated above include the effects of bilateral netting
arrangements.
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32.  DESIGNATED DEPOSITS AND LOANS

Group and Bank
December 31, June 30,
2003 2004 2005 2006
Designated deposits .............. i 78,981 103,208 101,718 114,789
Designated loans ............... ... ..., 78,457 102,668 101,212 114,224

Designated deposits represent funds that depositors have instructed the Group or the Bank to
use to make loans to third parties as designated by them. The credit risk remains with the depositors.

The difference between designated deposits and designated loans represents the undesignated
amounts of deposits. Such amounts are included in amounts due to customers.

33. CONTINGENT LIABILITIES
(a) Legal proceedings

There were litigation cases of which the Bank and/or its subsidiaries are the defendants, which
are under legal proceedings. The claimed amounts at the end of each of the Relevant Periods are as
follows:

Group
December 31, June 30,
2003 2004 2005 2006
Claimed amounts . ........... ...ttt 2,213 2,387 2,929 3,347
Bank
December 31, June 30,
2003 2004 2005 2006
Claimed amounts . ........... ...ttt .. 2,213 2,365 2,908 3,324

In the opinion of the directors, the Group and the Bank have made adequate allowance for any
probable losses based on the current facts and circumstances (note 27).

(b) Redemption commitments of government bonds

As an underwriting agent of the Government, the Bank underwrites certain PRC government
bonds and sells the bonds to the general public. The Bank is obliged to redeem the bonds at the
discretion of the holders at any time prior to maturity. The redemption price for the bonds is based on
the nominal value of the bonds plus any interest accrued up to the redemption date. As at
December 31, 2003, 2004, 2005 and June 30, 2006, the Bank had underwritten and sold bonds with an
accumulated amount of RMB206,773 million, RMB226,115 million, RMB232,418 million and
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33. CONTINGENT LIABILITIES (continued)
(b) Redemption commitments of government bonds (continued)

RMB250,729 million, respectively, to the general public, and that have not yet matured nor been
redeemed. The directors expect that the amount of redemption of these government bonds through the
Bank prior to maturity will not be material.

The MOF will not provide funding for the early redemption of these government bonds on a
back-to-back basis but is obliged to repay the principal and the respective interest upon maturity.

(¢) Underwriting obligations

At each balance sheet date, the unexpired underwriting commitments of the PRC government
bonds were as follows:

Group and Bank
December 31, June 30,
% 2004 2005 2006
Underwriting obligations .............. ... ..., — 14,890 2,370 9,640

34. ASSETS PLEDGED AS SECURITY

As at December 31, 2003, 2004, 2005 and June 30, 2006, the Group’s assets including
securities, bills and loans which have been pledged for repurchase agreements amounted to
approximately RMB16,253 million, RMB26,339 million, RMB32,301 million and RMB11,622
million, respectively (note 24).

35. FIDUCIARY ACTIVITIES

The Group provides custody, trustee and asset management services to third parties. As at
December 31, 2003, 2004 and 2005 and June 30, 2006, the balances of assets held in custody accounts
amounted to RMB58,132 million, RMB123,009 million, RMB213,240 million and RMB282,869
million, respectively.

36. FINANCIAL INSTRUMENTS RISK MANAGEMENT

This section describes the major risks the Group is exposed to and how the Group manages its
risks.

(a) Credit risk

Credit risk is the risk of loss from the default by an obligor or counterparty when payments fall
due. Credit risk is often greater when counterparties are concentrated in a single industry or geographic
location or have comparable economic characteristics.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
(a) Credit risk (continued)

The majority of the loans of the Group are for use within Mainland China, and major
off-balance sheet items such as bank acceptances are also related to the domestic customers in
Mainland China. However, different areas in Mainland China have their unique characteristics in terms
of economic development. Therefore, each area in Mainland China could present a different credit risk.

The Group carries out credit assessment before granting credit to individual customers and
monitors on a regular basis the credit granted. Credit risk is also managed through obtaining collateral
and guarantees. In the case of off-balance sheet credit related commitments, guarantee deposits are in
general received by the Group to reduce credit risk.

The Group regularly reviews its limits placed on different industry groups and geographical
locations. Details of the industry and geographical concentration of the Group’s credit business are set
out below.

The composition of loans and advances by industry is as follows:

Group
December 31, June 30,
2003 2004 2005 2006

Manufacturing ........ 1,151,601  34% 1,078,309 29% 673,664 20% 679,478 20%
Transportation and

logistics . .......... 322,795  10% 390,567 11% 379,015 11% 424,771 12%
Power generation and

supply . ... 204,611 6% 279,936 8% 284,935 9% 316,081 9%
Retail, wholesale and

catering . ........... 351,996 10% 263,728 7% 280,969 9% 301,854 9%
Property development .. 216,723 6% 222,502 6% 217,000 7% 238,524 7%
Education, hospitals and

other non-profit

organisations ....... 97,198 3% 121,969 3% 104,890 3% 133,379 4%
Construction . ......... 75,210 2% 83,397 2% 93,864 3% 86,557 2%
Others ............... _ 408,089 12% 454929 12% 335074 10% 318912 9%
Subtotal for corporate

loans ... 2828223 83% 23895337 78% 2369411 72% 2499,556  72%
Personal mortgage

loans .............. 339,261  10% 427,071  12% 459,248  14% 471,596 14%
Others ............... 78,179 2% 75,149 2% 68,113 2% 73,529 2%
Subtotal for personal

loans .............. 417,440  12% 502,220  14% 527,361  16% 545,125  16%

3,245,663 95% 3,397,557  92% 2,896,772  88% 3,044,681 88%

Discounted bills .. ..... 156,614 5% 310,191 8% 392,781  12% 416,399  12%

3,402,277 100% 3,707,748 100% 3,289,553 100% 3,461,080  100%
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(a) Credit risk (continued)

Bank

Manufacturing ..............
Transportation and logistics . . ..
Power generation and supply ...
Retail, wholesale and catering . . .
Property development ........

Education, hospitals and other

non-profit organisations .. ..
Construction ...............
Others ....................

Subtotal for corporate loans . ...

Personal mortgage loans . ... ..
Others ....................

Subtotal for personal loans .. ..

Discounted bills . ............

Group

Head office ................
Yangtze River Delta .........
Pearl River Delta ............
BohaiRim .................
Central China .. .............
Western China .. ............
North-eastern China .. .......
Overseas ..................

December 31, June 30,

2003 2004 2005 2006
1,142,560  34% 1,064,316 29% 667,894 21% 673,390 20%
314,821  10% 386,534 11% 369,059 12% 413,848 12%
202,277 6% 268,880 8% 283,974 9% 314,840 9%
347,976  10% 257,326 7% 269,044 8% 289,568 9%
210,783 6% 211,769 6% 199,993 6% 224,954 7%
96,747 3% 121,164 3% 104,017 3% 133,378 4%
70,962 2% 79,243 2% 89,688 3% 83,705 2%
406,179 12% 451911 12% 322,765 10% 303,636 9%
2,792,305 83% 2,841,143 78% 2,306,434  72% 2,437,319 72%
330,115 10% 412,449 11% 447,302 14% 459,726 14%
77,590 2% 74,533 2% 67811 2% 73379 2%
_ 407,705 12% 486982 13% 515,113 16% 533,105 16%
3,200,010  95% 3,328,125 91% 2,821,547 88% 2,970,424 88%
_ 156489 5% 310,148 9% 392,717 12% 416,336  12%
3,356,499 100% 3,638,273 100% 3,214,264 100% 3,386,760  100%

The geographical segment of loans and advances of the Group is analysed as follows:

December 31, June 30,

2003 2004 2005 2006
121,317 4% 140,324 4% 263,117 8% 267,865 8%
687,872 20% 757,085 20% 791,990 24% 856,732 25%
475,848  14% 509,229  14% 453,773  14% 484,358 14%
586,009 17% 628,580 17% 574,513  17% 599,742 17%
524,733 16% 580,275  15% 424,628 13% 445,232 13%
552,112 16% 593,686 16% 484,134  15% 503,658 15%
377,969  11% 399,326 11% 193,000 6% 192,066 5%
76417 2% 99243 3% 104398 3% 111427 3%

3,402,277 100% 3,707,748 100% 3,289,553 100% 3,461,080  100%

The Bank level geographical segment of loans and advances is not presented since the relevant
balances attributable to the subsidiaries are considered insignificant to the Group and are mainly
included in the overseas segment above.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(b) Liquidity risk

Liquidity risk is the risk that funds will not be available to meet liabilities as they fall due. This
may arise from amount or maturity mismatches of assets and liabilities.

The Group manages its liquidity risk through the Asset and Liability Management Department
and aims at:

® optimising the assets and liabilities structure;

®  maintaining the stability of the deposit base;

® projecting cash flows and evaluating the level of current assets; and

® in terms of liquidity of the branches, maintaining an efficient internal fund transfer
mechanism.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(b) Liquidity risk (continued)

The tables below summarise the maturity analysis of assets and liabilities of the Group and the

Bank at each balance sheet date.

Group

Assets:

Cash and balances with central
banks ............... ... .....
Due from banks and other financial
institutions (i) ................
Loans and advances to customers . . .
Investments
—Receivables .. ............
—Held-to-maturity
securities ..............
—Available-for-sale
investments ............
—Investments at fair value
through profit or loss .. ..
—Investments in associates . ..
Property and equipment ..........
Others ........................

Totalassets . ...................
Liabilities:

Due to banks and other financial
institutions (i) .. ..............

Due to customers (iii) ............

Others ........................

Total liabilities . . . ..............

Net liquidity gap ................

December 31, 2003
Overdue/
repayable  Less than 3 months 1to5 More than
ondemand 3 months to1year years 5 years Undated Total
130,042 — — — — 327,774 457,816
11,310 104,613 19,591 — — 1,734 137,248
2,844 449,169 990,413 560,355 642,874 120,400 2,766,055
— — — — 397,996 — 397,996
— 9,552 46,889 138,937 168,449 — 363,827
— 48,529 54,308 96,789 47,198 10,466 257,290
— 1,933 10,154 3,297 10,233 — 25,617
— — — — — 274 274
— — — — — 717,767 77,767
11,919 3,926 4,196 32,066 3,575 17,379 73,061
156,115 617,722 1,125,551 831,444 1,270,325 555,794 4,556,951
133,640 91,200 38,366 4,439 — — 267,645
2,390,291 873,388 1,145,286 297,593 3,679 — 4,710,237
90,821 10,596 13,196 3,550 40 — 118,203
2,614,752 975,184 1,196,848 305,582 3,719 — 5,096,085
(2,458,637) (357,462)  (71,297) 525,862 1,266,606 555,794 (539,134)

(1)  Includes reverse repurchase agreements.

(i)  Includes due to a central bank and repurchase agreements.

(ii1) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
(b) Liquidity risk (continued)
Bank
December 31, 2003
Overdue/
repayable Less than 3 months 1toS More than
on demand 3 months to 1 year years 5 years Undated Total
Assets:
Cash and balances with central
banks ..................... 129,986 — — — — 327,773 457,759
Due from banks and other financial
institutions (1) ............... 9,929 120,379 15,211 — — 1,734 147,253
Loans and advances to
CUStOMErs . ................. 2,844 443730 985,995 539,344 629,209 119,868 2,720,990
Investments
—Receivables ............ — — — — 397,996 — 397,996
—Held-to-maturity
securities ............ — 9,481 45,899 133,936 170,242 — 359,558
—Auvailable-for-sale
investments .......... — 48,511 54,811 94,753 46,553 9,846 254,474
—Investments at fair value
through profit or loss . .. — 1,933 10,154 3,297 10,233 — 25,617
—Investments in
associates ............ — — — — — 83 83
—Investments in
subsidiaries . .......... — — — — — 7,098 7,098
Property and equipment ......... — — — — — 77,184 77,184
Others ....................... 10,893 3,742 3,991 32,066 3,575 15,956 70,223
Total assets .................. 153,652 627,776 1,116,061 803,396 1,257,808 559,542 4,518,235
Liabilities:
Due to banks and other financial
institutions (i) .............. 156,903 80,153 32,769 4,439 — — 274,264
Due to customers .............. 2,379,977 846,586 1,142,680 295,101 3,673 — 4,668,017
Others ....................... 89,319 10,367 13,196 3,550 40 — 116,472
Total liabilities ............... 2,626,199 937,106 1,188,645 303,090 3,713 — 5,058,753
Net liquidity gap . ............. (2,472,547) (309,330) (72,584) 500,306 1,254,095 559,542 (540,518)
(i) Includes reverse repurchase agreements.

(i) Includes due to a central bank and repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
(b) Liquidity risk (continued)
Group
December 31, 2004
Overdue/
repayable Less than 3 months 1toS More than
on demand 3 months to 1 year years 5 years Undated Total
Assets:
Cash and balances with central
banks .................... 108,932 — — — — 399,684 508,616
Due from banks and other
financial institutions (i) ...... 7,743 62,935 19,495 — — 1,021 91,194
Loans and advances to
customers ................. 19,097 477,293 971,886 781,003 628,690 231,222 3,109,191
Investments
—Receivables ........... — — — — 397,996 — 397,996
—Held-to-maturity
securities . ........... — 4,570 51,547 211,630 160,482 — 428229
—Auvailable-for-sale
investments . ......... — 99,606 123,424 119,496 40,239 7,977 390,742
—Investments at fair value
through profit or loss . . — — 11,605 1,561 283 — 13,449
—Investments in
associates ........... — — — — — 117 117
Property and equipment . ....... — — — — — 75,579 75,579
Others ...................... 10,228 4,833 7,095 11,984 — 20,071 54211
Total assets ................. 146,000 649,237 1,185,052 1,125,674 1,227,690 735,671 5,069,324
Liabilities:
Due to banks and other financial
institutions (ii) ............. 168,225 76,359 15,217 595 40 — 260,436
Due to customers (iii) .......... 2,611,723 991,887 1,239,422 333,025 3,905 — 5,179,962
Debtissued .................. — — — 3,294 — — 3,294
Others ...................... 102,585 12,023 15,009 4,013 47 — 133,677
Total liabilities .............. 2,882,533 1,080,269 1,269,648 340,927 3,992 — 5,577,369
Net liquidity gap . .. ........... (2,736,533) (431,032) (84,596) 784,747 1,223,698 735,671 (508,045)
(i)  Includes reverse repurchase agreements.
(i1))  Includes due to a central bank and repurchase agreements.
(iii)) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(b) Liquidity risk (continued)

Bank
December 31, 2004
Overdue/
repayable Less than 3 months 1toS More than
on demand 3 months to 1 year years 5 years Undated Total
Assets:
Cash and balances with
central banks . ........ 108,762 — — — — 399,683 508,445
Due from banks and other
financial
institutions (i) ........ 9,125 67,468 18,984 — — 1,021 96,598
Loans and advances to
customers ........... 19,097 466,936 964,520 752,568 608,637 228,869 3,040,627
Investments
—Receivables ... ... — — — — 397,996 — 397,996
—Held-to-maturity
securities ...... — 3,704 54,235 205,358 159,562 — 422,859
—Available-for-sale
investments . ... — 99,439 123,167 117,186 39,470 7,421 386,683
—Investments at fair
value through
profit or loss ... — — 11,605 1,561 283 — 13,449
—Investments in
associates . ..... — — — — — 74 74
—Investments in
subsidiaries .. .. — — — — — 7,087 7,087
Property and equipment . . — — — — — 75,124 75,124
Others ................ 10,228 3,164 6,490 11,984 — 18,957 50,823
Total assets . . .......... 147,212 640,711 1,179,001 1,088,657 1,205,948 738,236 4,999,765
Liabilities:
Due to banks and other
financial
institutions (ii) ........ 168,224 80,265 16,279 596 40 — 265,404
Due to customers . ... .... 2,595,504 948,836 1,236,429 330,532 3,896 — 5,115,197
Others ................ 100,357 12,023 15,009 4,013 47 — 131,449
Total liabilities .. ....... 2,864,085 1,041,124 1,267,717 335,141 3,983 — 5,512,050
Net liquidity gap ........ (2,716,873) (400,413)  (88,716) 753,516 1,201,965 738,236  (512,285)

(i) Includes reverse repurchase agreements.

(il) Includes due to a central bank and repurchase agreements.
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36.

(b) Liquidity risk (continued)

Group

Assets:
Cash and balances with
central banks .........
Due from banks and other
financial
institutions (i) ........
Loans and advances to
customers
Investments
—Receivables
—Held-to-maturity
securities
—Available-for-sale
investments . ...
—Investments at fair
value through
profitor loss ...
—Investments in
associates . .....
Property and equipment . .
Others

Total assets . . ..........

Liabilities:
Due to banks and other
financial
institutions (ii) ........
Due to customers (iii) . ...
Debt issued
Others ................

Total liabilities .........

Net liquidity gap

December 31, 2005

FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

Overdue/
repayable Less than 3 months 1toS More than

on demand 3 months to 1 year years 5 years Undated Total
99,735 — — — — 454,138 553,873
25,331 161,437 34,484 145 — — 221,397
43,621 518,383 997,064 829,482 716,047 101,264 3,205,861
— — — 989,461 85,000 — 1,074,461
— 79,606 328,393 323,469 151,236 — 882,704
— 71,312 77,033 124,586 51,948 5,304 330,183
— — 877 15,374 2,090 — 18,341
— — — — — 120 120
— — — — — 92,984 92,984
11,875 17,053 7,774 4,643 2,122 32,740 76,207
180,562 847,791 1,445,625 2,287,160 1,008,443 686,550 6,456,131
174,781 65,759 24,186 485 — — 265,211
2,878,156 1,098,275 1,357,413 403,898 4,828 — 5,742,570
— — — 3,076 35,000 — 38,076
112,221 14,656 18,102 5,352 67 — 150,398
3,165,158 1,178,690 1,399,701 412,811 39,895 — 6,196,255
(2,984,596) (330,899) 45,924 1,874,349 968,548 686,550 259,876

(i) Includes reverse repurchase agreements.

(i) Includes repurchase agreements.

(iii) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(b) Liquidity risk (continued)

Bank

Assets:
Cash and balances with
central banks . .........
Due from banks and other
financial
institutions (i)
Loans and advances to
customers
Investments
—Receivables . ... ...
—Held-to-maturity
securities . ......
—Available-for-sale
investments . . . ..
—Investments at fair
value through
profitor loss . ...
—Investments in
associates
—Investments in
subsidiaries . .. ..
Property and equipment . . .
Others

Total assets

Liabilities:

Due to banks and other
financial
institutions (ii)

Due to customers

Debtissued .............

Others

Total liabilities

Net liquidity gap . ........

December 31, 2005

Overdue/
repayable Less than 3 months 1toS More than
on demand 3 months to 1 year years 5 years Undated Total

99,435 — — — — 454,137 553,572
15,330 162,303 41,383 145 — — 219,161
40,751 509,245 986,700 801,558 693,993 98,849 3,131,096
— — — 989,461 85,000 — 1,074,461
— 79,182 327,579 324,410 156,506 — 887,677
— 70,996 75,691 118,330 49,480 4,614 319,111
— — 877 14,652 1,053 — 16,582
— - — — — 74 74
— — — — — 7112 7,112
— — — — — 92,615 92,615
9,970 16,909 7,244 4,643 2,002 32,596 73,364
165,486 838,635 1,439,474 2,253,199 988,034 689,997 6,374,825
173,051 66,451 24,556 485 — — 264,543
2,860,671 1,052,375 1,353,874 400,117 4,817 — 5,671,854
— — — — 35,000 — 35,000
110,401 14,656 18,102 5,352 67 — 148,578
3,144,123 1,133,482 1,396,532 405,954 39,884 — 6,119,975
(2,978,637) (294,847) 42,942 1,847,245 948,150 689,997 254,850

(i) Includes reverse repurchase agreements.

(i) Includes repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(b) Liquidity risk (continued)

Group

Assets:

Cash and balances with
central banks .........

Due from banks and other
financial institutions

Loans and advances to
customers ...........
Investments
—Receivables ... ...
—Held-to-maturity
securities ......
—Available-for-sale
investments . ...
—Investments at fair
value through
profitor loss ...
—Investments in
associates . .....
Property and equipment . .
Others ................

Total assets . . ..........

Liabilities:
Due to banks and other
financial institutions
) oo
Due to customers (iii) . ...
Debtissued ............
Others ................

Total liabilities .........

Net liquidity gap ........

June 30, 2006
Overdue/
repayable Less than 3 months 1toS More than
on demand 3 months to 1 year years 5 years Undated Total

117,006 — — — — 481,263 598,269
29,824 155,136 51,605 110 — — 236,675
45,412 573,034 1,001,223 887,210 772,421 96,042 3,375,342
— — — 993,786 85,000 — 1,078,786
— 98,627 452,692 352,765 175,282 — 1,079,366
— 168,799 85,045 123,743 66,230 5,385 449,202
— 7,029 20,330 19,480 3,590 36 50,465
— — — — — 125 125
— — — — — 88,709 88,709
15,222 21,859 9,965 5,952 2,720 41,968 97,686
207,464 1,024,484 1,620,860 2,383,046 1,105,243 713,528 7,054,625
242,006 101,155 35,007 672 — — 378,840
2,974,356 1,094,353 1,508,173 543,266 5,881 — 6,126,029
— — — 2,987 35,000 — 37,987
136,029 17,765 21,942 6,487 81 — 182,304
3,352,391 1,213,273 1,565,122 553,412 40,962 — 6,725,160
(3,144,927) (188,789) 55,738 1,829,634 1,064,281 713,528 329,465

(i) Includes reverse repurchase agreements.

(i) Includes repurchase agreements.

(iii) Includes certificates of deposits.
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36.

(b) Liquidity risk (continued)

Bank

Assets:
Cash and balances with
central banks
Due from banks and
other financial
institutions (i)
Loans and advances to
customers
Investments
—Receivables
—Held-to-maturity
securities
—Available-for-sale
investments . ...
—Investments at fair
value through
profitor loss ...
—Investments in
associates . .....
—Investments in
subsidiaries . ...
Property and equipment . .
Others

Total assets . . ..........

Liabilities:
Due to banks and
other financial
institutions (ii) ........
Due to customers . .......
Debt issued
Others

Total liabilities .........

Net liquidity gap

FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

June 30, 2006
Overdue/
repayable Less than 3 months 1toS More than
on demand 3 months to 1 year years 5 years Undated Total

116,584 — — — — 481,260 597,844
15,906 149,097 52,609 110 — — 217,722
45,405 561,769 993,836 860,630 744,038 95,774 3,301,452
— — — 993,786 85,000 — 1,078,786
— 98,502 450,912 355,213 180,614 — 1,085,241
— 168,706 84,228 117,080 65,961 4,647 440,622
— 6,817 19,965 18,912 2,442 — 48,136
- - — — — 74 74
— — — — — 7,063 7,063
— — — — — 88,343 88,343
14,705 21,118 9,627 5,750 2,628 40,544 94,372
192,600 1,006,009 1,611,177 2,351,481 1,080,683 717,705 6,959,655
245,292 102,722 35,741 681 — — 384,436
2,956,069 1,032,841 1,502,473 539,065 5,871 — 6,036,319
— — — — 35,000 — 35,000
134,072 17,510 21,627 6,394 80 — 179,683
3,335,433 1,153,073 1,559,841 546,140 40,951 — 6,635,438
(3,142,833) (147,064) 51,336 1,805,341 1,039,732 717,705 324217

(i) Includes reverse repurchase agreements.

(i) Includes repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
(c) Market risk

The Group’s market risk mainly arises from open positions in interest rate and currency
products. The management of these specific risks is summarised in note 36(d) and 36(e), respectively.

(d) Currency risk

The Group conducts it business mainly in RMB, with certain transactions denominated in USS$,
HKS and, to a much lesser extent, other currencies. These transactions arise from the Group’s treasury
exposures and foreign operations.

The exchange rate of RMB to US$ was set by the PBOC and had fluctuated within a narrow
band prior to July 2005. Since then, a managed-floating exchange rate system has been used and US$
exchange rate has gradually declined against the RMB. The HKS$ exchange rate has been pegged to the
US$ and therefore the exchange rate of RMB to HKS$ has fluctuated in line with the changes in
exchange rate of RMB to USS$.

The Group has used the capital injection of US$15,000 million in 2005 to invest in debt
investments and money market instruments denominated in U.S. dollars. In April 2005, the Bank
purchased from Huijin an option to sell to Huijin a maximum of US$12,000 million in exchange for
RMB at a pre-determined exchange rate of US$1 to RMBS8.2765. Details of this option are set out in
note 39(b)(ii).
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

A breakdown of relevant assets and liabilities analysed by currency is as follows:

Group
December 31, 2003
RMB US$ HKS$ Others Total
Assets:
Cash and balances with central banks ................. 449,337 6,192 1,174 1,113 457,816
Due from banks and other financial institutions (i) ....... 77,233 49,095 5,438 5,482 137,248
Loans and advances to customers .................... 2,568,115 117,296 64,073 16,571 2,766,055
INVeStMENtS ... ... ...t 980,122 45,725 7,338 11,819 1,045,004
Property and equipment . .. ....... .. ... L. 76,486 589 692 — 77,767
Others . . ... 61,405 8,407 3,091 158 73,061
Totalassets . ................... ... 4,212,698 227,304 81,806 35,143 4,556,951
Liabilities:
Due to banks and other financial institutions (i) ........ 232,073 18,507 15,638 1,427 267,645
Due to customers (1i1) ...........ccoveriininnnnnn... 4,475,314 165,234 60,763 8,926 4,710,237
Others . ... 72,780 10,023 7,119 28,281 118,203
Total liabilities .................................. 4,780,167 193,764 83,520 38,634 5,096,085
Net poSItion . ...ttt (567,469) 33,540 (1,714) (3,491) (539,134)
Off-balance sheet credit commitments ................ 204,528 119,702 18,506 4,062 346,798

(1) Includes reverse repurchase agreements.
(i1) Includes due to a central bank and repurchase agreements.

(ii1) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Bank
December 31, 2003
RMB US$ HKS$ Others Total
Assets:
Cash and balances with central banks . . ............... 449,337 6,192 1,145 1,085 457,759
Due from banks and other financial institutions (i) ...... 77,265 55,477 7,122 7,389 147,253
Loans and advances to Customers .. .................. 2,568,114 109,580 34,399 8,897 2,720,990
Investments . ........ ...t 980,126 44,872 9,344 10,484 1,044,826
Property and equipment . .......................... 76,485 589 110 — 77,184
Others ... ..o 61,767 7,106 1,264 86 70,223
Totalassets . .................. ... 4,213,094 223,816 53,384 27,941 4,518,235
Liabilities:
Due to banks and other financial institutions (ii) ........ 232,072 23,253 14,082 4,857 274,264
Dueto Customers . . ...t 4,475,314 148,967 37,906 5,830 4,668,017
Others . ... 73,141 8,806 6,929 27,596 116,472
Total liabilities . .. ............................... 4,780,527 181,026 58917 38,283 5,058,753
Net pOSItIOn . . ..ot (567,433) 42,790 (5,533) (10,342) (540,518)
Off-balance sheet credit commitments . ............... 190,270 119,702 15,325 4,062 329,359

(i) Includes reverse repurchase agreements.

(i) Includes due to a central bank and repurchase agreements.

I-106



APPENDIX I

ACCOUNTANTS’ REPORT

@ FINANCIAL INFORMATION (continued)
Notes to the Financial Information

(Expressed in millions of Renminbi, unless otherwise stated)

36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Group
December 31, 2004
RMB US$ HKS Others Total
Assets:
Cash and balances with central banks ................ 500,059 6,156 978 1,423 508,616
Due from banks and other financial institutions (i) ... ... 29,368 43,445 12,229 6,152 91,194
Loans and advances to customers ................... 2,887,664 125,078 85,694 10,755 3,109,191
Investments . . ......... i 1,162,210 46,389 7,256 14,678 1,230,533
Property and equipment . .......................... 74,404 705 470 — 75,579
Others ... .. 47,329 6,084 203 595 54,211
Totalassets ............... .. ... ..., 4,701,034 227,857 106,830 33,603 5,069,324
Liabilities:
Due to banks and other financial institutions (ii) ........ 219,438 22,690 12,259 6,049 260,436
Due to customers (1) . ... .ovevei e 4,923,306 174,672 71,361 10,623 5,179,962
Debtissued .......... . — 3,294 — — 3,294
Others . ... 111,674 11,841 6,537 3,625 133,677
Total liabilities ................................. 5,254,418 212,497 90,157 20,297 5,577,369
Net position . .......uinii i (553,384) 15,360 16,673 13,306  (508,045)
Off-balance sheet credit commitments . ............... 271,350 97,971 20,593 3,634 393,548

(i) Includes reverse repurchase agreements.
(i) Includes due to a central bank and repurchase agreements.

(iii) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Bank
December 31, 2004
RMB US$ HKS$ Others Total
Assets:
Cash and balances with central banks ................. 500,059 6,156 837 1,393 508,445
Due from banks and other financial institutions (i) ....... 29,422 47,080 8,048 12,048 96,598
Loans and advances to customers .................... 2,887,664 114,107 34,523 4,333 3,040,627
Investments ... ...... ... ... .. ... . .. ... 1,162,212 45,399 9,218 11,319 1,228,148
Property and equipment . ....................... ..., 74,304 705 115 — 75,124
Others ... .. 47,328 3,024 120 351 50,823
Totalassets ............ ..., 4,700,989 216,471 52,861 29,444 4,999,765
Liabilities:
Due to banks and other financial institutions (ii) ......... 220,267 25,894 3,061 16,182 265,404
Due to CuStomers . ..........viii 4,923,182 148,741 37,460 5,814 5,115,197
Others .. ... 111,672 10,236 6,138 3,403 131,449
Total liabilities .................................. 5,255,121 184,871 46,659 25,399 5,512,050
Net position . .......ooviii i (554,132) 31,600 6,202 4,045 (512,285)
Off-balance sheet credit commitments . . ............... 246,638 97,971 16,660 3,634 364,903

(i) Includes reverse repurchase agreements.

(i) Includes due to a central bank and repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Group
December 31, 2005
RMB US$ HKS Others Total

Assets:

Cash and balances with central banks ................ 544,796 5,652 2,083 1,342 553,873
Due from banks and other financial institutions (i) ... ... 97,977 100,676 9,883 12,861 221,397
Loans and advances to customers ................... 2,971,018 132,304 82,450 20,089 3,205,861
Investments . . ......... i 2,192,798 91,349 7,934 13,728 2,305,809
Property and equipment . .......................... 92,182 253 261 288 92,984
Others ... .. 64,601 8,577 1,812 1,217 76,207
Totalassets ............... .. ... ..., 5,963,372 338,811 104,423 49,525 6,456,131
Liabilities:

Due to banks and other financial institutions (ii) ........ 215,081 31,644 10,531 7,955 265,211
Due to customers (iii) ...........covtiniiinn... 5,502,327 145,597 69,450 25,196 5,742,570
Debtissued .......... ... 35,000 3,076 — — 38,076
Others . ... 130,334 7,256 6,536 6,272 150,398
Total liabilities ................................. 5,882,742 187,573 86,517 39,423 6,196,255
Net position . .......uinii i 80,630 151,238 17,906 10,102 259,876
Off-balance sheet credit commitments . ............... 263,260 63,856 28,121 10,394 365,631

(i) Includes reverse repurchase agreements.
(i) Includes repurchase agreements.

(iii) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Bank
December 31, 2005
RMB US$ HKS$ Others Total

Assets:

Cash and balances with central banks ................. 544,782 5,635 1936 1,219 553,572
Due from banks and other financial institutions (i) ....... 97,746 98,354 10,020 13,041 219,161
Loans and advances to customers .................... 2,971,826 115944 25,824 17,502 3,131,096
Investments . . ...ttt 2,192,892 89,544 10,390 12,191 2,305,017
Property and equipment . ............... .. ... ... ..., 92,074 252 4 285 92,615
Others ... .. 61,885 8,483 1,792 1,204 73,364
Totalassets ............ ..., 5,961,205 318,212 49,966 45442 6,374,825
Liabilities:

Due to banks and other financial institutions (ii) ......... 233919 17,093 8,540 4,991 264,543
Due to CuStomers . ..........viii 5,502,119 121,102 31,267 17,366 5,671,854
Debtissued .......... 35,000 — — — 35,000
Others .. ... 128,576 4980 7,666 7,356 148,578
Total liabilities .................................. 5,899,614 143,175 47,473 29,713 6,119,975
Net position . .......ooviii i 61,591 175,037 2,493 15,729 254,850
Off-balance sheet credit commitments . . ............... 238,512 63,856 21,651 10,394 334,413

(i) Includes reverse repurchase agreements.

(i) Includes repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Group
June 30, 2006
RMB USS HKS Others Total

Assets:

Cash and balances with central banks . ............... 589,487 5,611 1,719 1,452 598,269
Due from banks and other financial institutions (i) ..... 115,087 99,796 4,756 17,036 236,675
Loans and advances to customers ................... 3,149,983 120,088 88,866 16,405 3,375,342
INVeStMeEnts . ...... ...t 2,524,442 115,472 6,930 11,100 2,657,944
Property and equipment . ......................... 87,917 340 259 193 88,709
Others ... .. 82,809 10,994 2,323 1,560 97,686
Totalassets . ................... .. .. 6,549,725 352,301 104,853 47,746 7,054,625
Liabilities:

Due to banks and other financial institutions (ii) ....... 312,779 48,171 8,714 9,176 378,840
Due to customers (1) . ........ooureinernnrnenn... 5,867,087 156,254 81,902 20,786 6,126,029
Debtissued ............. . .. ... 35,000 2,987 — — 37,987
Others . ... 157,984 8,795 7,923 7,602 182,304
Total liabilities ... .............................. 6,372,850 216,207 98,539 37,564 6,725,160
Net POSItION . ..ottt e 176,875 136,094 6,314 10,182 329,465
Off-balance sheet credit commitments ............... 366,699 99,926 31,266 24,501 522,392

(1) Includes reverse repurchase agreements.
(i1) Includes repurchase agreements.

(ii1) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(d) Currency risk (continued)

Bank
June 30, 2006
RMB US$ HKS$ Others Total

Assets:

Cash and balances with central banks ................. 589,466 5,603 1,534 1,241 597,844
Due from banks and other financial institutions (i) ....... 115,071 80,675 7,737 14,239 217,722
Loans and advances to customers .................... 3,149983 104,424 33,412 13,633 3,301,452
Investments . . ......... it 2,524,513 116,063 10,032 9,314 2,659,922
Property and equipment . ........................... 87,899 252 3 189 88,343
Others . ... 80,000 10,621 2,244 1,507 94,372
Totalassets . ................... ... 6,546,932 317,638 54,962 40,123 6,959,655
Liabilities:

Due to banks and other financial institutions (ii) ......... 312,872 53,542 8264 9,758 384,436
Due to CUStOMErsS . ........ ot 5,866,854 123,123 31,018 15,324 6,036,319
Debtissued . ... ... 35,000 — — — 35,000
Others . ... 155,712 8,669 7,809 7,493 179,683
Total liabilities .................................. 6,370,438 185,334 47,091 32,575 6,635,438
Net poSItion . ..ot 176,494 132,304 7,871 7,548 324,217
Off-balance sheet credit commitments . . ............... 366,682 93,280 9,171 22,247 491,386

(1) Includes reverse repurchase agreements.

(i1) Includes repurchase agreements.

(e) Interest rate risk

The Group’s interest rate risk arises from the differences in timing between contractual
maturities and repricing of interest-bearing assets and liabilities. The Group’s interest-bearing assets
and liabilities are mainly denominated in RMB. The PBOC establishes RMB benchmark interest rates
which have a cap for RMB deposit rates and a floor for RMB loan rates.

The Group manages its interest rate risk by:

® regularly monitoring the macro economic factors that may impact on the PBOC

benchmark rates;

® optimising the differences in timing between contractual maturities and repricing of

interest-bearing assets and liabilities; and

® managing the deviation of the pricing of interest-bearing assets and liabilities from the

PBOC benchmark rates.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
(e) Interest rate risk (continued)

The table below summarises the contractual repricing or maturity date, whichever is earlier, of
the Group’s and the Bank’s financial assets and liabilities:

Group
December 31, 2003
More
Effective Less than 3 months 1to5 than Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances with central

banks .................. 1.93% 428,231 — — — 29,585 457,816
Due from banks and other

financial institutions (ii) ... 1.86% 117,657 19,591 — — — 137,248
Loans and advances to

CUStOMETS . ... ..ot 4.58% 1,076,772 1,689,283 — — — 2,766,055
Investments ............... 3.24% 84,845 236,537 184,848 528,034 10,740 1,045,004
Property and equipment .. ... N/A — — — — 717,767 77,767
Others ................... N/A — — — — 73,061 73,061
Total assets ............... 3.98% 1,707,505 1,945.411 184,848 528,034 191,153 4,556,951
Liabilities:
Due to banks and other

financial institutions (iii) . . . 1.71% 222,781 16,094 4,439 — 24,331 267,645
Due to customers (iv) ....... 1.36% 3,192,691 1,145,286 297,593 3,679 70,988 4,710,237
Others ................... N/A — — — — 118,203 118,203
Total liabilities ............ 1.39% 3,415,472 1,161,380 302,032 3,679 213,522 5,096,085
Interest rate mismatch ....... 2.59% (1,707,967) 784,031 (117,184) 524,355 N/A N/A

(i) Effective interest rate represents the ratio of interest income/expense to average balance of interest bearing
assets/liabilities.

(i1) Includes reverse repurchase agreements.
(ii1) Includes due to a central bank and repurchase agreements.

(iv) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(e) Interest rate risk (continued)

Bank
December 31, 2003
More
Effective Less than 3 months 1to5 than Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances with central

banks .................. 1.93% 428,220 — — — 29,539 457,759
Due from banks and other

financial institutions (ii) ... 1.88% 125,345 21,908 — — — 147,253
Loans and advances to

customers . .............. 4.61% 1,058,745 1,662,245 — — — 2,720,990
Investments ............... 3.27% 83,864 240,139 178,592 525,204 17,027 1,044,826
Property and equipment .. ... N/A — — — — 77,184 77,184
Others ................... N/A — — — — 70,223 70,223
Total assets . .............. 4.01% 1,696,174 1,924,292 178,592 525,204 193,973 4,518,235
Liabilities:
Due to banks and other

financial institutions (iii) . . . 1.76% 228,802 16,692 4,439 — 24,331 274,264
Due to customers ........... 1.39% 3,155,576 1,142,680 295,101 3,673 70,987 4,668,017
Others ................... N/A — — — — 116,472 116,472
Total liabilities ............ 1.41% 3,384,378 1,159,372 299,540 3,673 211,790 5,058,753
Interest rate mismatch . ...... 2.60% (1,688,204) 764,920 (120,948) 521,531 N/A N/A

(i) Effective interest rate represents the ratio of interest income/expense to average balance of interest bearing

assets/liabilities.

(i) Includes reverse repurchase agreements.

(iii) Includes due to a central bank and repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(e) Interest rate risk (continued)

Group

Assets:
Cash and balances with
central banks . ........
Due from banks and other
financial
institutions (i) ........
Loans and advances to
customers ...........
Investments ............
Property and equipment . .
Others ................

Total assets ...........

Liabilities:
Due to banks and other
financial
institutions (i) .......
Due to customers (iv) . ...
Debtissued ............
Others ................

Total liabilities . . ... .. ..

Interest rate mismatch . . . .

December 31, 2004
Effective Less than 3 months 1to5 More than Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

1.84% 478,722 — — — 29,894 508,616
1.61% 71,699 19,495 — — — 91,194
4.48% 1,156,737 1,951,763 195 496 — 3,109,191
3.08% 131,491 314,864 266,817 509,267 8,094 1,230,533
N/A — — — — 75,579 75,579
N/A — — — — 54,211 54,211
3.88% 1,838,649 2,286,122 267,012 509,763 167,778 5,069,324
1.59% 220,482 15,217 595 40 24,102 260,436
1.32% 3,535,057 1,239,422 333,025 3,905 68,553 5,179,962
4.12% — — 3,294 — — 3,294
N/A — — — — 133,677 133,677
1.34% 3,755,539 1,254,639 336,914 3,945 226,332 5,577,369
2.54% (1,916,890) 1,031,483 (69,902) 505,818 N/A N/A

(i) Effective interest rate represents the ratio of interest income/expense to average balance of interest bearing

assets/liabilities.

(i1) Includes reverse repurchase agreements.

(ii1) Includes due to a central bank and repurchase agreements.

(iv) Includes certificates of deposits.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(e) Interest rate risk (continued)

Bank
December 31, 2004
Effective Less than 3 months 1to5 More than Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances with central

banks .......... ... ... ... 1.84% 478,710 — — — 29,735 508,445
Due from banks and other

financial institutions (ii) . .. .. 1.89% 75,260 21,338 — — — 96,598
Loans and advances to

customers ................ 4.50% 1,118,824 1,921,112 195 496 — 3,040,627
Investments ................ 3.10% 129,809 318,626 259,274 505,857 14,582 1,228,148
Property and equipment . .. . ... N/A — — — — 75,124 75,124
Others ..................... N/A — — — — 50,823 50,823
Total assets ................ 3.91% 1,802,603 2,261,076 259,469 506,353 170,264 4,999,765
Liabilities:
Due to banks and other financial

institutions (iii) ............ 1.80% 224,698 15,969 595 40 24,102 265,404
Due to customers ............ 1.34% 3,475,796 1,236,429 330,532 3,896 68,544 5,115,197
Others ..................... N/A — — — — 131,449 131,449
Total liabilities ............. 1.37% 3,700,494 1,252,398 331,127 3,936 224,095 5,512,050
Interest rate mismatch ........ 2.54% (1,897,891) 1,008,678 (71,658) 502,417 N/A N/A

(i) Effective interest rate represents the ratio of interest income/expense to average balance of interest bearing
assets/liabilities.

(i1) Includes reverse repurchase agreements.

(ii1) Includes due to a central bank and repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(e) Interest rate risk (continued)

Group
December 31, 2005
Effective Less than 3 months 1to5 More than Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances with

central banks . ......... 1.68% 523,788 — — — 30,085 553,873
Due from banks and other

financial

institutions (ii) ........ 2.51% 186,768 34,484 145 — — 221,397
Loans and advances to

customers ............ 5.11% 1,263,116 1,942,207 289 249 — 3,205,861
Investments ............ 2.94% 212,131 524,125 1,341,246 222,883 5,424 2,305,809
Property and equipment . . . . N/A — — — — 92,984 92,984
Others ................. N/A — — — — 76,207 76,207
Total assets ............ 4.08% 2,185,803 2,500,816 1,341,680 223,132 204,700 6,456,131
Liabilities:
Due to banks and other

financial

institutions (iii) ........ 1.92% 240,540 24,186 485 — — 265,211
Due to customers (iv) . . ... 1.48% 3,898,487 1,357,413 403,898 4,828 77,944 5,742,570
Debtissued ............. 3.41% 9,000 — 16,076 13,000 — 38,076
Others ................. N/A — — — — 150,398 150,398
Total liabilities ......... 1.50% 4,148,027 1,381,599 420,459 17,828 228,342 6,196,255
Interest rate mismatch . ... 2.58% (1,962,224) 1,119,217 921,221 205,304 N/A N/A
(1) Effective interest rate represents the ratio of interest income/expense to average balance of interest

bearing assets/liabilities.

(ii)
(iii)
(iv)

Includes certificates of deposits.

Includes reverse repurchase agreements.

Includes due to a central bank and repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(e) Interest rate risk (continued)

Bank
December 31, 2005
Effective Less than 3 months 1to5 More than Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances with

central banks ....... 1.68% 523,667 — — — 29,905 553,572
Due from banks and

other financial

institutions (ii) ...... 2.58% 181,427 37,589 145 — — 219,161
Loans and advances to

customers . ........ 5.11% 1,233,659 1,896,912 282 243 — 3,131,096
Investments .......... 2.91% 198,489 530,006 1,341,073 223,649 11,800 2,305,017
Property and

equipment ......... N/A — — — — 92,615 92,615
Others .............. N/A — — — — 73,364 73,364
Total assets . . ........ 4.06% 2,137,242 2,464,507 1,341,500 223,892 207,684 6,374,825
Liabilities:
Due to banks and other

financial

institutions (iii) ..... 1.98% 243,463 20,553 527 — — 264,543
Due to customers . . . ... 1.46% 3,835,105 1,353,874 400,117 4,817 77,941 5,671,854
Debtissued .......... 3.19% 9,000 — 13,000 13,000 — 35,000
Others .............. N/A — — — — 148,578 148,578
Total liabilities . . . . ... 1.49% 4,087,568 1,374,427 413,644 17,817 226,519 6,119,975
Interest rate

mismatch .......... 2.57% (1,950,326) 1,090,080 927,856 206,075 N/A N/A
(1) Effective interest rate represents the ratio of interest income/expense to average balance of interest

bearing assets/liabilities.

(i)  Includes reverse repurchase agreements.

(ii1)  Includes due to a central bank and repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

(e) Interest rate risk (continued)

Group
June 30, 2006
Effective Less than 3 months 1to5 More than  Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances

with central

banks ........... 1.72% 566,513 — — — 31,756 598,269
Due from banks and

other financial

institutions (ii) . . . . 3.27% 184,960 51,605 110 — — 236,675
Loans and advances

to customers .. ... 5.28% 1,240,046 2,134,849 198 249 — 3,375,342
Investments ........ 2.64% 340,501 670,342 1,386,302 255,253 5,546 2,657,944
Property and

equipment ....... N/A — — — — 88,709 88,709
Others ............ N/A — — — — 97,686 97,686
Total assets . .. ..... 3.96% 2,332,020 2,856,796 1,386,610 255,502 223,697 7,054,625
Liabilities:
Due to banks and

other financial

institutions (iii) ... 2.03% 343,161 35,007 672 — — 378,840
Due to customers

Av) oo 1.63% 4,015,452 1,508,173 543,266 5,881 53,257 6,126,029
Debtissued ........ 3.24% 9,000 — 15,987 13,000 — 37,987
Others ............ N/A — — — — 182,304 182,304
Total liabilities . . . . . 1.66% 4,367,613 1,543,180 559,925 18,881 235,561 6,725,160
Interest rate

mismatch ........ 2.30% (2,035,593) 1,313,616 826,685 236,621 N/A N/A
(1) Effective interest rate represents the ratio of interest income/expense to average balance of interest

bearing assets/liabilities, based on annualised figures.

(ii)
(iii)
(iv)

Includes repurchase agreements.

Includes certificates of deposits.

Includes reverse repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
(e) Interest rate risk (continued)
Bank
June 30, 2006
Effective Less than 3 months 1to5 More than  Non-interest-
interest rate (i) 3 months to 1 year years 5 years bearing Total

Assets:
Cash and balances

with central

banks ........... 1.72% 566,315 — — — 31,529 597,844
Due from banks and

other financial

institutions (ii) . . .. 3.31% 165,003 52,609 110 — — 217,722
Loans and advances

to customers .. ... 5.28% 1,170,243 2,130,762 198 249 — 3,301,452
Investments ........ 2.64% 338,107 672,784 1,381,801 255,446 11,784 2,659,922
Property and

equipment ....... N/A — — — — 88,343 88,343
Others ............ N/A — — — — 94,372 94,372
Total assets . .. ..... 3.96% 2,239,668 2,856,155 1,382,109 255,695 226,028 6,959,655
Liabilities:
Due to banks and

other financial

institutions (iii) ... 2.00% 347,954 35,801 681 — — 384,436
Due to customers . . . . 1.60% 3,935,657 1,502,473 539,065 5,871 53,253 6,036,319
Debtissued ........ 3.15% 9,000 — 13,000 13,000 — 35,000
Others ............ N/A — — — — 179,683 179,683
Total liabilities . . . .. 1.64% 4,292,611 1,538,274 552,746 18,871 232,936 6,635,438
Interest rate

mismatch ........ 2.32% (2,052,943) 1,317,881 829,363 236,824 N/A N/A
(1) Effective interest rate represents the ratio of interest income/expense to average balance of interest

bearing assets/liabilities, based on annualised figures.

(ii)
(iii)

Includes repurchase agreements.

Includes reverse repurchase agreements.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
() Fair value of financial instruments

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable and willing parties at an arm’s length transaction. Subject to the existence of an active
market, such as an authorised securities exchange, the market value is the best reflection of the fair
values of financial instruments. As there is no available market value for part of the financial assets
and liabilities held and issued by the Group, the discounted cash flow method or other valuation
methods described below are adopted to determine the fair value of these assets and liabilities.
However, the value determined by such methods is subject to the impact of future cash flows, time
assumption and discount rates used.

Financial assets

The Group’s financial assets mainly include cash, amounts due from central banks, banks and
other financial institutions, loans and advances to customers, and investments.

Amounts due from central banks, banks and other financial institutions

Amounts due from central banks, banks and other financial institutions are mainly priced at
market interest rates and mature within one year. Accordingly, their carrying values approximate their
fair values.

Loans and advances to customers

Loans and advances to customers are mostly priced at floating rates close to the PBOC
benchmark rates. Accordingly, their carrying values approximate their fair values.

Investments

Other than certain equity investments (note 17(c)) which are carried at cost, available-for-sale
investments and investment securities at fair value through profit or loss are stated at fair value in the
financial statements.

Financial liabilities

The Group’s financial liabilities mainly include amounts due to a central bank, banks and other
financial institutions, amounts due to customers, and subordinated bonds issued.

Amounts due to a central bank, banks and other financial institutions

Amounts due to a central bank, banks and other financial institutions are mainly priced at
market interest rates and due within one year. Accordingly, their carrying values approximate their fair
values.
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36. FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)
() Fair value of financial instruments (continued)
Amounts due to customers
Amounts due to customers are mostly either savings or short term in nature. Accordingly, their

carrying values approximate their fair values.

The following table summarises the carrying values and the fair values of receivables, held-to-
maturity debt securities and subordinated bonds for which fair values are not presented or previously
disclosed.

Group Bank
Carrying Carrying
value Fair value value Fair value
December 31, 2003
Receivables ............ .. ... .. ... ....... 397,996 397,996 397,996 397,996
Held-to-maturity debt securities .............. 363,827 363,299 359,558 359,533
December 31, 2004
Receivables ............ ... ... ... ....... 397,996 397,996 397,996 397,996
Held-to-maturity debt securities .............. 428,229 436,400 422,859 430,806
December 31, 2005
Receivables ........... . ... ... ... ... ... ... 1,074,461 1,074,461 1,074,461 1,074,461
Held-to-maturity debt securities .............. 882,704 887,584 887,677 892,856
Subordinatedbonds ........................ 35,000 35,037 35,000 35,037
June 30, 2006
Receivables ................ ... ... ....... 1,078,786 1,078,786 1,078,786 1,078,786
Held-to-maturity debt securities .............. 1,079,366 1,082,834 1,085,241 1,088,608
Subordinatedbonds ........................ 35,000 36,073 35,000 36,073

The following methods and assumptions have been used in estimating fair values:

(i) Financial assets at fair values through profit or loss and available-for-sale investments are
measured and stated at fair value by reference to the quoted market prices when available.
If quoted market prices are not available, then fair values are estimated on the basis of
pricing models or discounted cash flows.

(i1)) The fair values of held-to-maturity debt securities are determined with reference to the
available market prices. If quoted market prices are not available, then fair values are
estimated on the basis of pricing models or discounted cash flows.

(ii1) The fair values of liquid assets and assets maturing within 12 months are assumed to be
approximately equal to their carrying amounts. This assumption is applicable to liquid
assets and the short term elements of all other financial assets.

(iv) The fair values of fixed rate loans are estimated by comparing the market interest rates
offered when the loans are granted, with the current market rates offered on similar loans.
The fair values approximate their carrying amounts because the fixed rate loan rate is
subject to renew annually with reference to current market rate. Changes in the credit
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36.

37.

@

)

(vi)

FINANCIAL INSTRUMENTS RISK MANAGEMENT (continued)

Fair value of financial instruments (continued)

quality of loans within the portfolio are not taken into account in determining the gross fair
values as the impact of credit risk is recognised separately by deducting the amount of
impairment provision from both the carrying amount and the fair value.

The interest rate for customer deposits can be fixed or floating, depending on the types of
products. The fair values of saving accounts and deposits without maturity are the amounts
payable to customers on demand. The fair value of fixed-term deposits approximates to
their carrying amount due to the short term nature of most fixed-term deposits.

The receivables relating to the Restructuring of the Bank as set out in note 1(b) are non-
transferrable. The fair value of these receivables is estimated on the basis of the stated
interest rate and consideration of the relevant special clauses of the instrument evaluated in
the absence of any other relevant observable market data, and approximate to their
carrying amounts.

All of the above-mentioned assumptions and methods provide a consistent basis for the
calculation of fair value of the Group’s assets and liabilities. However, other institutions may use
different assumptions and methods. Therefore, the fair values disclosed by different financial
institutions may not be entirely comparable.

(@)

NOTES TO THE CONSOLIDATED CASH FLOW STATEMENTS

Acquisition of a subsidiary, net of cash acquired

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006

Net assets acquired:

Cash, balances with banks and other financial

institutions and certificates of deposits held ....... — 7,099 — — —
Investment securities . .......................... — 2,563 —
Loans and advances to customers ................. — 15,602 — — —
Property and equipment (note 20) . ................ — 31 — — —
Other assets .. .........ouiiniiiiiinnen... — 614 — — —
Due to banks and other financial institutions . ........ — (1,144) — — —
Duetocustomers ...............couiiiiiain.. —  (21,470) — — —
Other liabilities and provisions ................... — (426) — — —
— 2,869 — — —
Satisfied by:
Cash ... .. . — 1,900 — — —
Shares issued by a subsidiary to a minority
shareholder . ......... ... ... .. .. .. . .. — 938 — — —
Direct cost incurred for the acquisition ............. — 23 — — —
Investment cost payable ......................... — 8 — — —
— 2,369 — — —
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37. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENTS (continued)
(a) Acquisition of a subsidiary, net of cash acquired (continued)

An analysis of the net inflow of cash and cash equivalents in respect of the acquisi
subsidiary is as follows:

tion of a

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006

Cash considerationpaid . .................. (1,900) — — —
Direct cost incurred for the acquisition . ... ... — (23) — — —
Cash and balances with banks and other

financial institutions acquired ............ 1,238 —
Certificates of deposits held with original

maturity within three months acquired ... .. 5,135 — — —
Net inflow of cash and cash equivalents in

respect of the acquisition of a subsidiary . .. 4,450 — — —

(b) Analysis of balances of cash and cash equivalents

December 31, June 30,
Notes 2003 2004 2005 2005 (Unaudited) 2006
Cashonhand .................. 13 29,585 29,894 30,085 31,489 31,756
Balances with central banks other
than restricted deposits ... ...... 13 100,457 79,038 69,650 121,026 85,250
Nostro accounts with banks with
original maturity of three months
orless ........... i, 14 8,814 6,745 8,095 10,563 15,601
Placements with banks and other
financial institutions with original
maturity of three months or
less .o 14 17,883 21,996 88,080 33,062 66,362
Reverse repurchase agreements with
original maturity of three months
orless ....... ... . 15 55,739 14,733 81,302 27,181 92,554
Investments (i) ................. 30,142 15,613 17,212 73,904 175,197
242,620 168,019 294,424 297,225 466,720
(i) Investments included in cash and cash equivalents are analysed as follows:
December 31, June 30,
Notes 2003 2004 2005 2005 (Unaudited) 2006
Debt securities at fair value through
profitorloss ................. 17(d) 25,617 13,449 18,341 21,831 50,429
Available-for-sale debt securities .. 17(c) 246,824 382,765 324,879 487,940 443,817
272,441 396,214 343,220 509,771 494,246
Balances with original maturity over
three months ................. (242,299) (380,601) (326,008) (435,867)  (319,049)
30,142 15,613 17,212 73,904 175,197
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37. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENTS (continued)

(¢c) Significant non-cash transactions

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006

Disposal of loss category loans and other

impaired assets (note 1(b)(ii)) ............ — — 246,000 246,000 —
Disposal of doubtful category loans and

subscription of a special PBOC bill (note

TO)EID)) v oo — — 430,465 430,465 —
Capitalisation of amount payable to MOF .. .. — — — — 8,028
Disposal of doubtful category loans for

settlement of amount due to a central

bank ...... ... ... — — 23,537 23,537 —
Revaluation of property and equipment . ..... — — 22,697 22,697 —
Capital injection in the form of land use rights

(note L(b)(IV)) + oo vve e — — 19,906 — —
Interest income and expense in relation to

special government bond (note 17(a)(ii)) ... 6,120 6,120 5,610 3,060 —
Transfer of capital to Huarong ............. 64 — — — —

38. SEGMENT INFORMATION

Segment information is presented in respect of the Group’s business and geographical
segments. Historically, the Group managed its business primarily along geographical locations. During
the Relevant Periods, the Group entered into a transitional phase of reorganisation in which it managed
its business both along business segments, which include corporate banking, personal banking and
treasury operations, and geographical segments. Accordingly, both business segment information and
geographical segment information are presented as the Group’s primary segment reporting formats.

The measurement of segment assets and liabilities and segment revenues and results is based on
the Group’s accounting policies.

Transactions between segments are mainly provision of funding to and from individual
segments. These transactions are conducted on terms determined with reference to the average cost of
funding and have been reflected in the performance of each segment. Net interest income and expenses
arising on internal charges and transfer pricing adjustments are referred to as “internal net interest
income/expense”. Interest income and expenses earned from third parties are referred to as “external
net interest income/expense”.

Segment revenues, results, assets and liabilities include items directly attributable to a segment
as well as those that can be allocated on a reasonable basis.
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38. SEGMENT INFORMATION (continued)
(a) Business segments

The Group comprises the following main business segments:

Corporate banking

Corporate banking segment covers the provision of financial products and services to
corporations, government agencies and financial institutions. The products and services include
corporate loans, trade financing, deposit-taking activities and various types of corporate intermediary
services.

Personal banking

Personal banking segment covers the provision of financial products and services to individual
customers. The products and services include personal loans, deposit-taking activities, card business,
personal wealth management services and various types of personal intermediary services.

Treasury operations

Treasury operations segment covers the Group’s treasury operations. The treasury conducts
money market or repurchase transactions, debt instruments investments, and holding of derivative
positions, for its own accounts or on behalf of customers.

Others

This represents equity investments and head office assets, liabilities, income and expenses that
are not directly attributable to a segment or cannot be allocated on a reasonable basis.
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38. SEGMENT INFORMATION (continued)
(a) Business segments (continued)
Corporate Personal Treasury
banking banking operations Others Total

Year ended December 31, 2003
External net interest income/(expense) .. ... 105,956 (20,785) 37,537 — 122,708
Internal net interest income/(expense) . . . ... (31,839) 49,965 (18,126) — —
Net fee and commission income .......... 2,324 3,389 (89) — 5,624
Other operating income . ................ 452 86 1,244 2,670 4,452
Operating income . .. ................... 76,893 32,655 20,566 2,670 132,784
Operating expenses . ................... (25,816)  (22,210)  (12,795) (1,754)  (62,575)
Provisions for impairment losses on
—Loans and advances to customers . ...... (34,395) (519) — — (34,914)
—Others ............ (484) — (795)  (100) (1,379)
Operating profit ....................... 16,198 9,926 6,976 816 33,916
Share of profits and losses of associates . . .. — — — (32) (32)
Profitbeforetax ....................... 16,198 9,926 6,976 784 33,884
Income tax expense . ................... (11,292)
Profit fortheyear ...................... 22,592
Other segment information:

Depreciation .. .................... 3,845 3,754 950 105 8,654

Amortisation ..................... 403 264 81 4 752

Capital expenditure ................ 3,998 3,903 988 110 8,999
December 31, 2003
Segmentassets . ....................... 2,432,462 458,144 1,624,961 41,110 4,556,677
Investments in associates .. .............. — — — 274 274
Total assets .. ..., 2,432,462 458,144 1,624,961 41,384 4,556,951
Segment liabilities ..................... 2,153,880 2,618,627 275,364 48,214 5,096,085
Credit commitments . ................... 346,798 — — — 346,798
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38.

(a) Business segments (continued)

Year ended December 31, 2004

External net interest income/(expense)
Internal net interest income/(expense)
Net fee and commission income
Other operating income

Operating income . .. ...................
Operating expenses
Provisions for impairment losses on
— Loans and advances to customers
— Others

Operating profit
Share of profits and losses of associates . . ..

Profit before tax
Income tax expense

Profit fortheyear ......................

Other segment information:
Depreciation .. ....................
Amortisation
Capital expenditure

December 31, 2004
Segment assets
Investments in associates

Totalassets . ............... ...
Segment liabilities

Credit commitments . ...................

SEGMENT INFORMATION (continued)

Corporate Personal Treasury
banking banking operations Others Total
107,023 (16,109) 43,814 — 134,728
(31,211) 51,381  (20,170) — —
3,445 4,860 o7 — 8,208
1,762 137 766 2,358 5,023
81,019 40,269 24,313 2,358 147,959
(26,427)  (21,816)  (12,448) (1,948)  (62,639)
(29,500)  (1,011) — —  (30,511)
(348) — — — (348)
24,744 17,442 11,865 410 54,461
— — — (50) (50)
24,744 17,442 11,865 360 54,411
(23,193)
31,218
4,033 3,849 986 109 8,977
380 249 77 4 710
3,760 3,589 919 102 8,370
2,683,392 544,365 1,816,645 24,805 5,069,207
— — — 117 117
2,683,392 544,365 1,816,645 24,922 5,069,324
2,392,703 2,856,883 288,273 39,510 5,577,369
393,548 — — — 393,548
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38. SEGMENT INFORMATION (continued)
(a) Business segments (continued)
Corporate Personal Treasury
banking banking operations Others Total

Year ended December 31, 2005
External net interest income/(expense) .. ... 112,255 (21,157) 62,505 — 153,603
Internal net interest income/(expense) . . . ... (33,275) 68,710 (35,435) — —
Net fee and commission income . ......... 4,666 5,993 (113) — 10,546
Other operating income . ................ 3,836 135 1,339 2,161 7,471
Operating income . .. ................... 87,482 53,681 28,296 2,161 171,620
Operating expenses . ................... (35,360)  (29,657) (13,974) (2,594)  (81,585)
Provisions for impairment losses on
— Loans and advances to customers . . . . ... (24,649) (1,940) — — (26,589)
—Others ......... .. i 95) — (41)  (289) (425)
Operating profit/(loss) .................. 27,378 22,084 14,281 (722) 63,021
Share of profits and losses of associates . . .. — — — 5 5
Profit/(loss) beforetax .................. 27,378 22,084 14,281 (717) 63,026
Income tax expense .................... (25,007)
Profit fortheyear ...................... 38,019
Other segment information:

Depreciation .. .................... 4,377 4273 1,082 120 9,852

Amortisation ..................... 381 249 77 5 712

Capital expenditure ................ 4,078 3,981 1,008 111 9,178
December 31, 2005
Segmentassets .............. ... ... 2,772,700 566,087 3,086,874 30,350 6,456,011
Investments in associates .. .............. — — — 120 120
Total assets .. ..., 2,772,700 566,087 3,086,874 30,470 6,456,131
Segment liabilities ..................... 2,676,927 3,142,632 311,181 65,515 6,196,255
Credit commitments . . .................. 365,631 — — — 365,631
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38. SEGMENT INFORMATION (continued)

(a) Business segments (continued)

Corporate  Personal Treasury
banking banking  operations Others Total

Six months ended June 30, 2005 (unaudited)
External net interest income/(expense) ................ 55,186 (10,286) 26,825 — 71,725
Internal net interest income/(expense) . . ............... (18,948) 34,150 (15,202) — —
Net fee and commission income . .................... 2,427 2,479 (39) — 4,867
Other operating income ...............c.cooeuueenn... 1,349 74 2,497 580 4,500
Operating iNCOME . . . ... vttt 40,014 26,417 14,081 580 81,092
Operating eXpenses . ... ......uueeeuunnneennnnnn (12,482) (13,940) (6,168) (1,374) (33,964)
Provisions for impairment losseson ..................
—Loans and advances to customers .................. (11,422) (136) — — (11,558)
—Others . ... (104) — 2) (59) (165)
Operating profit/(loss) ............ .. ... ... ... 16,006 12,341 7,911 (853) 35,405
Share of profits and losses of associates ............... — — — — —
Profit/(loss) beforetax ............ ... ... ... .. ... 16,006 12,341 7911 (853) 35,405
Income taX eXpense . ............eeiiiiiiiiia. (9,957)
Profit for the period ........... ... ... ... ... .. 25,448
Other segment information:

Depreciation .. .........ouiiiiii 1,864 2,172 411 124 4,571

AmOrtisation . ... 107 151 22 8 288

Capital expenditure ........................... 1,077 1,255 237 72 2,641

Corporate  Personal Treasury
banking banking  operations Others Total

Six months ended June 30, 2006
External net interest income/(expense) ................ 56,612 (16,133) 36,029 — 76,508
Internal net interest income/(expense) . ................ (17,727) 41,555 (23,828) — —
Net fee and commission income . .................... 3,685 4,186 5 — 7,866
Other operating income ...............c.cooouueenn .. 1,047 71 (291) 549 1,376
Operating iNCOME . . . ... vttt 43,617 29,679 11,905 549 85,750
Operating eXpenses . ... ......uuueeeuunnneennnnnn.n (16,116) (14,763) (3,017) (800) (34,696)
Provisions for impairment losseson ..................
—Loans and advances to customers .................. (10,663) (982) — — (11,645)
—Others . ... (400) — 29 (202) (573)
Operating profit/(loss) ............ .. ... . ... .. 16,438 13,934 8,917 (453) 38,836
Share of profit and losses of associates ................ — — — 5 5
Profit/(loss) beforetax ............ ... ... ... ... ... 16,438 13,934 8,917 (448) 38,841
INCOME taX EXPENSE . .\ v vt tie e (13,199)
Profit for the period ........... ... ... . ... i 25,642
Other segment information:

Depreciation . .......oviiiiiii 2,153 2,344 460 96 5,053

Amortisation . ... 252 215 37 9 513

Capital expenditure ................... ... ..... 745 812 159 33 1,749
June 30, 2006
Segment assets ... ... 2,925,266 591,919 3,493,439 43,876 7,054,500
Investments in associates . ................o.iiin.... — — — 125 125
TOtal @SSELS . ..\ttt 2,925,266 591,919 3,493,439 44,001 7,054,625
Segment liabilities .................. ... ... ... ... 2,950,439 3,311,084 415,968 47,669 6,725,160
Creditcommitments .. ............oouuininnnnann.. 522,392 — — — 522,392

1-130



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)
Notes to the Financial Information
(Expressed in millions of Renminbi, unless otherwise stated)
38. SEGMENT INFORMATION (continued)
(b) Geographical segments

The Group operates principally in the PRC with branches located in 35 provinces, autonomous
regions and municipalities directly under the central government of the PRC. The Group also has
branches and subsidiaries operating outside Mainland China in Hong Kong, Macau, Singapore,
Frankfurt, Luxemburg, Seoul, Busan, Tokyo, London and Almaty.

In presenting information on the basis of geographical segments, operating income and expense
are based on the location of the branches that generated the revenue and incurred the expense. Segment
assets and capital expenditure are allocated based on the geographical locations of the underlying
assets.

The geographical segment report is based on the following geographical segments:

(1) Head Office: including the head office business division;

(ii))  Yangtze River Delta: including Shanghai, Zhejiang, Jiangsu and Ningbo;

(i)  Pearl River Delta: including Guangdong, Shenzhen, Fujian and Xiamen;

(iv)  Bohai Rim: including Beijing, Tianjin, Hebei, Shandong and Qingdao;

(v)  Central China: including Shanxi, Henan, Hubei, Hunan, Anhui, Jiangxi and Hainan;

(vi)  Western China: including Chonggqing, Sichuan, Guizhou, Yunnan, Guangxi, Shaanxi,
Gansu, Qinghai, Ningxia, Xinjiang and Inner Mongolia;

(vii) Northeastern China: including Liaoning, Heilongjiang, Jilin and Dalian; and

(viii) Overseas and others: branches located outside Mainland China including Hong Kong,
Macau, Singapore, Seoul, Busan, Tokyo, Frankfurt, Luxemburg; and subsidiaries
including ICBC (Asia), ICIC, ICEA, ICBC (London), ICBC (Almaty) and ICBC Credit
Suisse Asset Management.
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38.
(b)

Year ended December
31,2003

External net interest
income
Internal net interest
income/(expense) . . .
Net fee and commission
income
Other operating
income

Operating income
Operating expenses . . . .
Provisions for
impairment losses on
—Loans and advances
to customers
—Others

Operating
profit/(loss)

Share of profits and
losses of
associates

Profit/(loss) before
tax
Income tax expense . ..

Profit for the year

Other segment
information:
Depreciation . . ..
Amortisation . ...
Capital
expenditure . . .

December 31, 2003
Segment assets
Investments in

associates
Unallocated assets . . ..

Total assets

Segment liabilities . ...
Unallocated
liabilities

Total liabilities

Credit commitments . . .

SEGMENT INFORMATION (continued)

Geographical segments (continued)

Yangtze  Pearl North-
Head River River Bohai  Central Western eastern
Office Delta Delta Rim China  China  China Overseas Eliminations  Total
43,350 18,907 13,086 9,128 14,056 15,745 7,312 1,124 — 122,708
(28,123) 5,399 3,730 15,795 1,433 2,351 (115) (470) — —
142 1,010 677 1,074 967 774 404 576 — 5,624
708 1,106 779 391 558 569 215 126 — 4,452
16,077 26,422 18,272 26,388 17,014 19,439 7,816 1,356 — 132,784
(8,573) (9,040) (7,473)  (10,029) (9,813) (11,819) (6,132) 304 — (62,575)
(136) (4,939) (2,896) (11,835) (1,576) (6,810) (6,369) (353) — (34,914)
— (794) (109) (194) (58) (172) (48) 4) — (1,379)
7,368 11,649 7,794 4,330 5,567 638 (4,733) 1,303 — 33,916
2 — — — — — — (34) — (32)
7,370 11,649 7,794 4,330 5,567 638 (4,733) 1,269 — 33,884
(11,292)
22,592
674 1,153 1,084 1,456 1,488 1,795 958 46 — 8,654
164 94 69 91 123 83 83 45 — 752
707 1,363 890 1,738 1,619 1,811 830 41 — 8,999
1,577,396 977,919 638,682 1,215,966 600,822 667,930 321,383 140,317  (1,611,546) 4,528,869
102 — — — — — — 172 — 274
27,808
4,556,951
1,497,893 1,006,075 726,036 1,304,695 752,940 789,220 492,509 138,179  (1,611,546) 5,096,001
84
5,096,085
35,486 97,039 31,967 40,081 36,005 44,718 11,318 50,184 — 346,798
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38. SEGMENT INFORMATION (continued)

(b) Geographical segments (continued)

Yangtze Pearl North-
Head River River Bohai  Central Western eastern
Office Delta Delta Rim China China China Overseas Eliminations Total
Year ended December 31,
2004
External net interest income . . 47,337 23,337 14,141 10,587 13,944 16,539 7,281 1,562 — 134,728
Internal net interest income/
(expense) .............. (33,355) 5,666 4,178 17,257 2,929 3,354 369 (398) — —
Net fee and commission
neome ................ 312 1,323 1,130 1,677 1,319 1,213 576 658 — 8,208
Other operating income . . . . . . 419 776 1,317 555 595 670 507 184 — 5,023
Operating income . ......... 14,713 31,102 20,766 30,076 18,787 21,776 8,733 2,006 — 147,959
Operating expenses . .. ... ... (9,463)  (9,398) (7,845)  (9,676) (9,765) (10,905) (5,575) (12) — (62,639)
Provisions for impairment
losses on
—Loans and advances to
CUStOMETS . .. \vvv e (488)  (1,102) (4,576)  (5,776) (2,998) (7,923) (7,410) (238) — (30,511)
—Others ................ — (67) (81) (44) (41) (78) (34) 3) — (348)
Operating profit/(loss) . . . . . .. 4762 20,535 8,264 14,580 5983 2,870 (4286) 1,753 — 54,461
Share of profits and losses of
associates .. ... ......... (6) — — — — — — (44) — (50)
Profit/(loss) before tax ... ... 4756 20,535 8,264 14,580 5983 2870 (4,286) 1,709 — 54,411
Income tax expense ........ (23,193)
Profit for the year .......... 31,218
Other segment information:
Depreciation . ......... 900 1,139 1,202 1,446 1,513 1,785 929 63 — 8,977
Amortisation ......... 165 92 62 92 135 83 71 10 — 710
Capital expenditure . ... 1,451 1,198 742 1,346 1,331 1,469 599 234 — 8,370
December 31, 2004
Segment assets . ........... 1,782,816 1,085,369 693,732 1,371,658 687,556 758,846 326,848 163,375  (1,809,798) 5,060,402
Investments in associates . . .. 87 — — — — — — 30 — 117
Unallocated assets ......... 8,805
Totalassets . .............. 5,069,324
Segment liabilities ......... 1,948,871 1,059,474 757,619 1,384,485 782,481 826,385 468,050 157,010  (1,809,798) 5,574,577
Unallocated liabilities . . . . ... 2,792
Total liabilities ............ 5,577,369
Credit commitments . ....... 68,093 128,023 36,855 24,959 19415 66,723 12,077 37,403 — 393,548
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38. SEGMENT INFORMATION (continued)

(b) Geographical segments (continued)
Yangtze Pearl

North-

Head River River Bohai  Central Western eastern

Office Delta Delta Rim China

China China Overseas Eliminations Total

Year ended December 31,

2005
External net interest income . . 65,703 27,110 14,259 8,939 13,776 16,029 5,297 2,490 — 153,603
Internal net interest income/
(expense) .............. (49,391) 7,267 6,168 22256 5,504 6,105 2,708 (617) — —
Net fee and commission
neome ................ 531 2,194 1,514 2,125 1,494 1,538 526 624 — 10,546
Other operating income . . . . . . 1,985 1,719 619 1,061 249 1,067 64 707 — 7471
Operating income . ......... 18,828 38,290 22,560 34,381 21,023 24,739 8,595 3,204 — 171,620
Operating expenses . . . . ... .. (10,658)  (11,838) (8,734) (12,418) (13,908) (15,657) (7,035) (1,337) — (81,585)
Provisions for impairment
losses on
—Loans and advances to
CUStOMETS . ... \vvv e (20) 60 (4,065 (8,735 (6,549) (3,078) (4,528) 326 — (26,589)
—Others ................ — 159 (307) 105 (306) 15 1) — — (425)
Operating profit/(loss) . . ... .. 8,150 26,671 9,454 13,333 260 6,019  (3,059) 2,193 — 63,021
Share of profits and losses of
associates .. ... ......... 5 — — — — — — — — 5
Profit/(loss) before tax ... ... 8,155 26,671 9,454 13,333 260 6,019  (3,059) 2,193 — 63,026
Income tax expense . ....... (25,007)
Profit for the year .......... 38,019
Other segment information:
Depreciation . ......... 1,016 1,436 1,135 1,580 1,720 1,864 1,039 62 — 9,852
Amortisation ......... 129 88 58 88 157 72 68 52 — 712
Capital expenditure . ... 727 1,692 820 2,194 1,554 1,354 685 152 — 9,178
December 31, 2005
Segment assets . ........... 3,272,655 1,280,370 840,838 1,643,236 838,312 902,276 492,761 180,498  (2,994,935) 6,456,011
Investments in associates . . .. 90 — — — — — — 30 — 120
Totalassets ............... 3,272,745 1,280,370 840,838 1,643,236 838,312 902,276 492,761 180,528  (2,994,935) 6,456,131
Segment liabilities ......... 3,057,010 1,250,263 841,208 1,622,781 838,001 898,225 498,946 168,697  (2,994,935) 6,180,196

Unallocated liabilities . . .. ...

Total liabilities ............

Credit commitments ........ 37,473 73,571 52,094 50,767 27,004

16,059
6,196,255
49,847 8913 65962 — 365,631
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38. SEGMENT INFORMATION (continued)
(b) Geographical segments (continued)
Yangtze Pearl North-

Head River River Bohai Central Western eastern
Office Delta Delta Rim China China China Overseas Eliminations Total

Six months ended June 30, 2005

(unaudited)
External net interest income .......... 27,825 12,233 6,809 5892 7,161 7,610 3,043 1,152 — 71,725
Internal net interest income/(expense) ... (19,209) 3,187 2,354 9,496 1,920 2,185 339 (272) — —
Net fee and commission income . . .. ... 282 960 660 904 779 708 268 306 — 4,867
Other operating income . . . ........... 1,889 433 509 514 (36) 362 110 719 — 4,500
Operating income .. ................ 10,787 16,813 10,332 16,806 9,824 10,865 3,760 1,905 — 81,092
Operating expenses . . . .............. (5,418) (4,961) (3,603) (5,299) (5,358) (5,766) (2,575)  (984) — (33,964)
Provisions for impairment losses on
—Loans and advances to customers . . .. (158) 949 (913) (5,705) (2,933) (2,066) (1,029) 297 — (11,558)
—Others ... — (75) (28) 10 83 (133) (22) — — (165)
Operating profit ................... 5211 12,726 5,788 5812 1,616 2,900 134 1,218 — 35,405
Share of profits and losses of
ASSOCIALES ..t — — — — — — — — —

Profit beforetax ................... 5211 12,726 5,788 5,812 1,616 2,900 134 1,218 — 35,405
Income tax expense ................ (9,957)
Profit for the period ................ 25,448
Other segment information:

Depreciation . ................. 581 679 524 781 715 833 433 25 — 4,571

Amortisation ................. 52 37 23 35 64 29 28 20 — 288

Capital expenditure ............ 297 417 252 722 527 230 136 60 2,641
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38. SEGMENT INFORMATION (continued)
(b) Geographical segments (continued)
Yangtze  Pearl North-

Head River River Bohai  Central Western eastern
Office Delta Delta Rim China  China  China Overseas Eliminations  Total

Six months ended
June 30, 2006

External net interest

income .......... 36,999 13,122 5,855 2724 6222 7208 2,095 2283 — 76,508
Internal net interest

income/(expense) .. (30,637) 4,070 3,748 13,103 3,870 4,074 2,286 (514) — —

Net fee and

commission

income .......... 375 1,713 1,112 1,371 1,229 1,149 535 382 — 7,866
Other operating

income .......... 857 178 (24) (21) 260 (52) 3 175 — 1,376
Operating income . . . . 7,594 19,083 10,691 17,177 11,581 12,379 4919 2326 — 85,750
Operating expenses . . . (3,723)  (5,909) (4,097) (5,581) (5,670) (6,135) (2,867) (714) —  (34,096)

Provisions for
impairment losses

on
—Loans and advances
to customers . . . ... (202) (344) (1,002)  (2,898) (3,541) (2,609) (967) (82) —  (11,645)
—Others .......... — (13) (57) 46) (211) (172) (60) (14) — (573)
Operating profit .. ... 3,669 12,817 5,535 8,652 2,159 3,463 1,025 1,516 — 38,836
Share of profits and
losses of
associates ........ 4 — — — — — — 1 — 5
Profit before tax .. ... 3,673 12,817 5,535 8,652 2,159 3,463 1,025 1,517 — 38,841
Income tax expense . . . (13,199)
Profit for the period . . . 25,642
Other segment
information:
Depreciation . . . . 425 769 610 830 859 973 558 29 — 5,053
Amortisation . .. 158 49 21 68 84 78 28 27 — 513
Capital
expenditure . . 544 252 71 283 261 232 58 43 — 1,749
June 30, 2006
Segment assets ... ... 3,717,335 1,392,699 903,721 1,772,173 887,294 940,106 509,267 192,494 (3,260,589) 7,054,500
Investments in
associates ........ 96 — — — — — — 29 — 125
Total assets . ........ 3,717,431 1,392,699 903,721 1,772,173 887,294 940,106 509,267 192,523 (3,260,589) 7,054,625
Segment liabilities ... 3,399,288 1,382,976 901,525 1,767,281 892,555 947,147 515,379 166,516 (3,260,589) 6,712,078
Unallocated
liabilities ........ 13,082
Total liabilities .. . ... 6,725,160
Credit commitments .. 36,910 152,004 70,467 124,205 36,207 48,812 13,896 39,891 — 522,392
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39.

RELATED PARTY DISCLOSURES

In addition to those disclosed elsewhere in the Financial Information, the Group had the

following transactions with related parties during the Relevant Periods.

(@) The MOF

During the year 2005, ICBC completed the Restructuring under the direction of the State

Council as detailed in note 1(b) to the Financial Information. As at December 31, 2005 and June 30,
2006, the MOF directly owned 50% and 43.28%, respectively, of the issued share capital of the Bank.

The Group enters into banking transactions with the MOF in its normal course of business,

including the subscription and redemption of investment securities issued by the MOF, as follows:

Note:

December 31, June 30,
2003 2004 2005 2006
Balances outstanding at end of the year/period:
The PRC government bonds and special government
bond ... ... 339,200 344,497 365,823 371,475
MOF receivable (note 17(a)(iii)) ................... — — 246,000 246,000
Payable to MOF (note 27) ........... ... .. .. ...... — — 8,028 —
Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
Transactions during the year/period:
Subscription of PRC government
bonds ....... ... .. i 124,669 115,638 86,445 46,756 60,475
Redemption of PRC government bonds . . 15,714 25,805 24,184 8,802 19,070
Interest income on bonds (Note) ........ 14,310 14,228 15,165 7,278 5,473
Expenses relating to special government
bond (notes 6 and 17(a)(ii)) ......... 6,120 6,120 5,610 3,060 —
Interest income from MOF receivable
(note 17(a)(ii1)) «.vvvvvnvnennn.. — — 3,895 145 3,690

The interest rates on the bonds issued by the MOF ranged approximately from 1.58% to
11.83% per annum during the Relevant Periods.

The MOF is a ministry under the State Council, primarily responsible for, among others, state

fiscal revenues and expenditures, and taxation policies. Enterprises or legal entities under the control or
supervision of the MOF are mainly financial institutions, government departments or agencies. The
directors are of the view that transactions with enterprises or legal entities under the control or
supervision of the MOF are conducted in the ordinary course of business. With due regard to the
substance of the relationship, the directors are of the opinion that none of these transactions are
considered material related party transactions that require separate disclosure.
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39. RELATED PARTY DISCLOSURES (continued)
(b) Huijin

Huijin was incorporated on December 16, 2003 as a wholly state-owned investment company
with the approval of the State Council. It was established for the purpose of holding certain equity
investments on behalf of the State Council, and to represent the Government in exercising its investor’s
rights and obligations in certain financial institutions. As at December 31, 2005 and June 30, 2006,
Huijin directly owned 50% and 43.28%, respectively, of the issued share capital of the Bank.

The Group entered into the following transactions with Huijin in relation to the Restructuring:

(1)

(i)

In April 2005, the Government injected US$15,000 million of cash into the Bank through
Huijin under the direction of the State Council (note 1(b)(i)).

In April 2005, the Bank entered into an agreement with Huijin, pursuant to which the
Bank purchased from Huijin an option to sell to Huijin a maximum of US$12,000 million
in exchange for RMB at a pre-determined exchange rate of US$1 to RMB8.2765. The
option is exercisable in 2008 in 12 equal monthly instalments. The Group will pay a total
option premium of RMB2,979 million to Huijin by 12 equal monthly instalments in 2008.
The purpose of the option is to economically hedge against the Bank’s currency risk
arising from part of the aforementioned capital injection.

The Bank values the option using the Garman Kohlhagen Option model, which is
commonly used by market participants to value currency options. The parameters used for
the valuation include relevant market interest rates of RMB and USS$, the spot exchange
rates of RMB against US$ sourced from the PBOC, and average historical foreign
exchange volatility.

The fair values of the option as at December 31, 2005 and June 30, 2006 were RMB7,335
million and RMBS,125 million, respectively, which are included in other assets as set out
in note 22 to the Financial Information. The premium payable in respect of the option was
stated at its discounted value of RMB2,767 million and RMB2,808 million as at
December 31, 2005 and June 30, 2006, respectively, and is included under other liabilities
as set out in note 27 to the Financial Information. The related impact on the consolidated
income statements was RMB4,226 million, RMB656 million and RMB749 million for the
year ended December 31, 2005 and for the six months ended June 30, 2005 (unaudited)
and 2006, respectively.

In addition, the Group also entered into banking transactions with Huijin in the normal course
of business under normal commercial terms and at the market rates. The balances outstanding at the
balance sheet dates with Huijin are as follows:

Deposits from customers . .......... ...ttt

December 31, June 30,
2003 2004 2005 2006
5,627
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39. RELATED PARTY DISCLOSURES (continued)
(b) Huijin (continued)

The interest rate ranges for the year/period are as follows:

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
% % % % %
Deposits from customers .................. 0-0.7

Huijin has controlling equity interests in certain other banks and financial institutions. The
Group enters into transactions with these banks and financial institutions in the ordinary course of its
business on normal commercial terms. The directors consider that these banks and financial institutions
are competitors of the Group. Significant transactions during the Relevant Periods with these banks
and financial institutions subsequent to Huijin becoming a shareholder of the Bank, and the
corresponding balances outstanding as at the respective balance sheet dates are as follows:

December 31, June 30,
2003 2004 2005 2006

Balance outstanding at end of the year/period:
Debt securities issued by these banks and financial

INSHEULIONS .« . o vttt e e e e 7,497 10,369
13,591 11,889

12,055 26,903

Due from these banks and financial institutions ............

Due to these banks and financial institutions ..............

The interest rate ranges for the year/period are as follows:

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
% % % % %
Interest rate ranges for the year/period:
Debt securities issued by these banks
and financial institutions ......... — — 43-8.3 — 2.5-8.3
Due from these banks and financial
institutions . ................... — — 0-4.7 — 0-5.8
Due to these banks and financial
institutions . ................... — — 0-5.0 0-5.4

Interest rates included in the above ranges vary across product groups and transactions
depending on maturity, credit risk of counterparty and currency. In particular, given local market
conditions, the spread of certain significant or long dated transactions can vary across the market.
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39. RELATED PARTY DISCLOSURES (continued)
(¢) Shareholder with significant influence

As at June 30, 2006, Goldman Sachs directly owned 5.75% of the issued share capital of the
Bank. In the opinion of the directors, Goldman Sachs is considered to have significant influence over
the Bank because of its nominated representative serving on the Bank’s board of directors.

The Bank has entered into a strategic cooperation agreement with Goldman Sachs. The term of
this agreement is five years, beginning on January 27, 2006. The strategic cooperation with Goldman
Sachs aims to leverage the respective strengths of Goldman Sachs and the Bank to enhance the
Group’s businesses in seven areas, including corporate governance, risk management, treasury
business, asset management, corporate and investment banking, non-performing loan disposal and
training.

In the opinion of the directors, other than the above mentioned strategic cooperation, there is no
significant transaction conducted between Goldman Sachs and the Bank for the period from April 28,
2006 to June 30, 2006 and no material balances as at June 30, 2006 required separate disclosures.

(d) Associates

Balances with associates are as follows:

December 31, June 30,
2003 2004 2005 2006

Due t0 @SSOCIAtES . . . .ot i e 2_7 3_7 7_6 22

(¢) Key management personnel

Key management personnel are those persons who have the authority and responsibility to plan,
direct and control the activities of the Group, directly or indirectly, including members of the board of
directors, supervisory board and executive officers.

The aggregate of the compensation in respect of the directors and supervisors is disclosed in
note 7 to the Financial Information. The executive officers’ annual compensation during the Relevant
Periods and the six months ended June 30, 2005 (unaudited) is as follows:

Year ended December 31, Six months ended June 30,
2003 2004 2005 2005 (Unaudited) 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Salaries and other emoluments .......... 414 913 2,956 577 674
Discretionary bonuses ................. 1,609 2,371 2,999 1,495 1,833
Contributions to defined contribution
plans . ......... ... ... . 307 388 1,315 264 240

2,330 3,672 7,270 2,336 2,747

1-140



APPENDIX I ACCOUNTANTS’ REPORT

@) FINANCIAL INFORMATION (continued)
Notes to the Financial Information
(Expressed in millions of Renminbi, unless otherwise stated)
39. RELATED PARTY DISCLOSURES (continued)
(e) Key management personnel (continued)

Further details of directors’ and supervisors’ emoluments are included in note 7 to the Financial
Information.

Companies or corporations in which the key management of the Group, or their close relatives,
are shareholders or key management personnel who are able to exercise control or significant
influence, are also considered as related parties of the Group.

In the opinion of the directors, the transactions between the Group and the aforementioned
parties were conducted on terms and conditions similar to those offered to other unrelated customers.
Since the transaction volume was not significant, and the transactions were not material, no further
disclosure has been made.

() Transactions with other state-owned entities in Mainland China

The Group operates in an economic environment predominated by enterprises directly or
indirectly owned and/or controlled by the Government through its numerous authorities, affiliates or
other organisations (collectively “state-owned entities”). During the Relevant Periods and the six
months ended June 30, 2005 (unaudited), the Group has transactions with state-owned entities
including, but not limited to, lending and deposit taking, taking and placing of inter-bank balances,
entrusted lending, provision of intermediary services, the sale, purchase, underwriting and redemption
of bonds issued by other state-owned entities, and the sale, purchase, and leasing of property and other
assets.

These transactions are conducted in the ordinary course of the Group’s banking business on
terms similar to those that would have been entered into with non-state-owned entities. The Group has
also established pricing policy for products and services and such pricing policies do not depend on
whether or not the customers are state-owned entities. Having due regard to the substance of the
relationship, the directors are of the opinion that none of these transactions are considered material
related party transactions that require separate disclosure.

40. POST BALANCE SHEET EVENTS
Subsequent to June 30, 2006, the following significant events occurred:
(a) Profit appropriation

Pursuant to the resolutions passed in the extraordinary general meetings of shareholders
held on July 31, 2006 and September 22, 2006 respectively, the arrangement of profit
appropriation was approved as follows:

(i) in respect of the six months ended June 30, 2006, a dividend would be distributed to
the existing shareholders based on the lower of the distributable profit (after any
appropriations to the statutory surplus reserve and general reserve) of the Bank as
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40.

POST BALANCE SHEET EVENTS (continued)

determined under the accounting principles generally accepted in the PRC and IFRS.
Accordingly, a dividend in the aggregate amount of RMB 18,593 million is proposed.

(i) in respect of the period from July 1, 2006 to the date immediately preceding the
completion of the Bank’s proposed H shares offering on SEHK (the “Global
Offering”) or A shares offering on the Shanghai Stock Exchange (the “A Share
Offering”), whichever is earlier, (the “Special Dividend Period”), a cash dividend
would be declared to the existing shareholders, in an aggregate amount equal to the
distributable profits (after appropriations to the statutory surplus reserve and general
reserve) of the Bank for the Special Dividend Period, as determined under the
generally accepted accounting principles in the PRC or IFRS, whichever is lower.
Such amount will be determined through a special audit of the Bank’s results for the
period from July 1, 2006 to the end of the month in which the Global Offering or the
A Share Offering is completed, whichever is earlier, (“Special Audit Period”)
prorated to the actual number of days in the Special Dividend Period. The chairman
of the board of directors or the president of the Bank may, individually or jointly,
make adjustment to the ending date of the Special Audit Period.

(b) Share appreciation rights plan

Pursuant to the resolution of an extraordinary general meeting of shareholders dated July 31,
2006, the Bank has adopted a share appreciation rights plan. It provides that eligible
participants including directors, supervisors, senior management and other key personnel
designated by the board will be granted share appreciation rights, 25% of which will
become exercisable each year after the third anniversary from the date of the grant with all
exercisable after seven years from the date of the grant. Share appreciation rights will be
valid for ten years from the date of grant. Share appreciation rights will be granted and
exercised based on price of the Bank’s H shares. The price of shares represented by share
appreciation rights granted for the first time shall be determined pursuant to fair market
price after the 30t trading day following the completion of the Global Offering of the Bank.
Eligible participants will be entitled to receive an amount equal to the difference, if any,
between (i) the market price of the Bank’s H shares on the date of exercise and (ii) a price
that is not lower than the closing market price of the Bank’s H shares on the date of grant
(trading day) or the average closing market price of the Bank’s H shares during the five
trading days immediately preceding the date of grant. Share appreciation rights will be
granted for the first time in the first six months following the completion of Global Offering
of the Bank. Total shares represented by share appreciation rights granted for the first time
in the first six months after the Global Offering of the Bank will not exceed 0.5% of the
Bank’s total share capital and the total shares represented by all share appreciation rights
granted will be limited in the amount stated in the relevant regulations of the State.

Save as aforesaid, no other significant events took place subsequent to June 30, 2006.
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(II) DIRECTOR’S AND SUPERVISORS’ REMUNERATION

Save as disclosed in the Financial Information, no remuneration has been paid or is payable in
respect of any of the Relevant Periods and the six months ended June 30, 2005 (unaudited) by the
Bank, or any of the other companies now comprising the Group, to the directors and supervisors of the
Bank. Under the arrangements currently in force, the estimated amount of directors’ and supervisors’
fees and other emoluments payable to the directors and supervisors of the Bank for the year ending
December 31, 2006 will be approximately RMB7,650,000, excluding discretionary bonuses payable
under the directors’ and supervisors’ service contracts.

(II) SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by the Bank or any of the companies now
comprising the Group in respect of any period subsequent to June 30, 2006.

Yours faithfully,

Ernst & Young
Certified Public Accountants
Hong Kong

1-143





