NOTES ON THE ACCOUNTS
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. PRINCIPAL ACTIVITIES FEXi

The Bank and its subsidiaries (the “Group”) are engaged in the provision of
banking and related financial services, and business, corporate and investor
services.

SIGNIFICANT ACCOUNTING POLICIES FEE&HE
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Statement of Compliance

These accounts have been prepared in accordance with all applicable Hong
Kong Financial Reporting Standards (“HKFRSs"”), which collective term includes
all applicable individual Hong Kong Financial Reporting Standards, Hong Kong
Accounting Standards (“HKASs"”), and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA"), accounting principles
generally accepted in Hong Kong and the requirements of the Hong Kong
Companies Ordinance. These accounts also comply with the applicable disclosure
provisions of the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited. A summary of the significant accounting policies adopted
by the Group is set out below.

The HKICPA has issued certain new and revised HKFRSs that are first effective or
available for early adoption for the current accounting period of the Group and the
Bank. The adoption of these new and revised HKFRSs did not result in significant
changes to the Group’s and the Bank’s accounting policies applied in these
accounts for the years presented.

Basis of Preparation of the Accounts
The accounts for the year ended 31st December, 2008 comprise the Group and
the Group's interest in associates.

The measurement basis used in the preparation of the accounts is historical cost
except that the following assets and liabilities are stated at their fair value as
explained in the accounting policies set out below:

— financial instruments classified as trading, designated at fair value through
profit or loss and available-for-sale (Note 2(f)(ii)); and

— investment properties (Note 2(h)(ii))

The preparation of accounts in conformity with HKFRSs requires management to
make judgements, estimates and assumptions that affect the application of policies
and reported amounts of assets and liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgements about carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates.
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Notes on the Accounts (continued)
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The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the estimate
is revised if the revision affects only that period, or in the period of the revision and
future periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRSs that
have significant effect on the accounts and estimates with a significant risk of
material adjustment in the next year are set out in Note 47.

Basis of Consolidation

@)

(ii)

Subsidiaries and minority interests

The consolidated accounts include the accounts of the Bank and all its
subsidiaries made up to 31st December each year. Subsidiaries are entities
controlled by the Group. Control exists when the Group has the power to
govern the financial and operating policies of an entity so as to obtain benefits
from its activities. In assessing control, potential voting rights that presently are
exercisable are taken into account.

All material intercompany transactions and balances are eliminated on
consolidation. The results of subsidiaries acquired or disposed of during the
year are included in the consolidated profit and loss account from or to the
date of their acquisition or disposal, as appropriate.

Minority interests represent the portion of the net assets of subsidiaries
attributable to interests that are not owned by the Bank, whether directly
or indirectly through subsidiaries, and in respect of which the Group has
not agreed any additional terms with the holders of these interests which
would result in the Group as a whole having a contractual obligation in
respect of those interests that meet the definition of a financial liability.
They are presented in the consolidated balance sheet and consolidated
summary statement of changes in equity within equity, separately from
equity attributable to equity holders of the Group. Minority interests in the
results of the Group are presented on the face of the consolidated profit and
loss account as an allocation of the net profit for the year between minority
interests and equity holders of the Group.

In the Bank’s balance sheet, its investments in subsidiaries are stated at cost
less any impairment losses (Note 2(k)).

Associates

An associate is a company in which the Group or the Bank has significant
influence, but not control or joint control, over its management, including
participation in the financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated accounts
under the equity method and is initially recorded at cost and adjusted
thereafter for the post-acquisition change in the Group’s share of the
associate’s net assets.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)
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The consolidated profit and loss account reflects the Group’s share of the
post-acquisition, post-tax results of the associates for the year, including any
impairment loss on goodwill relating to the investment in associates recognised
for the year in accordance with Notes 2(j) and 2(k).

When the Group’s share of losses exceeds its interest in the associates,
the Group’s interest is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or
constructive obligations or made payments on behalf of the associate. For
these purposes, the Group’s interest in the associate is the carrying amount
of the investment under the equity method together with the Group’s long-
term interests that in substance form part of the Group’s net investment in the
associate.

Unrealised profits and losses resulting from transactions between the Group
and its associates are eliminated to the extent of the Group’s interest in the
associates, except when unrealised losses provide evidence of an impairment
of the asset transferred, in which case they are recognised immediately in
profit or loss.

The Bank accounts for the results of associates to the extent of dividends
received. Investments in associates are stated at cost less any impairment losses
(Note 2(k)).

(d) Translation of Foreign Currencies

Transactions in foreign currencies are translated into Hong Kong dollars at the
rates of exchange ruling at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated into Hong Kong dollars at the
rates of exchange ruling at the balance sheet date. Exchange differences are dealt
with in the profit and loss account.

Non-monetary assets and liabilities that are measured in terms of historical cost
in a foreign currency are translated into Hong Kong dollars using the foreign
exchange rates ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated using
the foreign exchange rates ruling at the dates the fair value was determined.

Exchange differences relating to investments at fair value through profit or loss
and derivative financial instruments are included in gains less losses from trading
securities or financial instruments designated at fair value through profit or loss. All
other exchange differences relating to monetary items are presented as gains less
losses from dealing in foreign currencies in the profit and loss account.
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Notes on the Accounts (continued)
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The results of foreign operations are translated into Hong Kong dollars at the
exchange rates approximating the foreign exchange rates ruling at the dates of the
transactions. Balance sheet items, including goodwill arising on consolidation of
foreign operations acquired on or after 1st January, 2005, are translated into Hong
Kong dollars at the foreign exchange rates ruling at the balance sheet date. The
resulting exchange differences are recognised directly in a separate component of
equity. Goodwill arising on consolidation of a foreign operation acquired before 1st
January, 2005 is translated at the foreign exchange rate that applied at the date of
acquisition of the foreign operation.

On disposal of a foreign enterprise, the cumulative amount of the exchange
differences which relate to that foreign enterprise is included in the calculation of
the profit or loss on disposal.

Revenue Recognition

Provided it is probable that economic benefits will flow to the Group and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in
the profit and loss account as follows.

Interest income for all interest-bearing financial instruments, except those classified
as held for trading or designated at fair value through profit or loss, is recognised
as interest income in the profit and loss account on an accruals basis using the
effective interest method.

The effective interest method is a method of calculating the amortised cost of
a financial asset and of allocating the interest income over the relevant period.
The effective interest rate is the rate that exactly discounts estimated future cash
payments or receipts through the expected life of the financial instrument or,
when appropriate, a shorter period to the net carrying amount of the financial
asset. When calculating the effective interest rate, the Group estimates cash flows
considering all contractual terms of the financial instrument but does not consider
future credit losses. The calculation includes all fees and points paid or received
between parties to the contract that are an integral part of the effective interest
rate, transaction costs and all other premiums or discounts.

For impaired loans, the accrual of interest income based on the original terms of
the loan is discontinued, but any increase in the present value of impaired loans
due to the passage of time is reported as interest income.

Net income from financial instruments designated at fair value through profit or
loss and net trading income comprises all gains and losses from changes in fair
value (net of accrued coupon) of such financial assets and financial liabilities,
together with dividend income attributable to those financial instruments.

Fee and commission income is recognised in the profit and loss account when the
corresponding service is provided, except where the fee is charged to cover the
costs of a continuing service to, or risk borne for, the customer, or is interest in
nature. In these cases, the fee is recognised as income in the accounting period in
which the costs or risk is incurred and is accounted for as interest income.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)
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Origination or commitment fees received/paid by the Group which result in the
creation or acquisition of a financial asset are deferred and recognised as an
adjustment to the effective interest rate. If the commitment expires without the
Group making a loan, the fee is recognised as revenue on a straight-line basis over
the commitment period.

Finance income implicit in finance leases is recognised as interest income over the
period of the lease so as to produce an approximately constant periodic rate of
return of the outstanding net investment in the leases for each accounting period.

Rental income received under operating leases is recognised as other operating
income in equal instalments over the periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits to
be derived from the leased asset. Lease incentives granted are recognised in the
profit and loss account as an integral part of the aggregate net lease payments
receivable. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.

Dividend income from unlisted investments is recognised when the shareholder’s
right to receive payment is established. Dividend income from listed investments is
recognised when the share price of the investment is quoted ex-dividend.

Financial Instruments

(i) Initial recognition
The Group classifies its financial instruments into different categories at
inception, depending on the purpose for which the assets were acquired or the
liabilities were incurred. The categories are: fair value through profit or loss,
loans and receivables, held-to-maturity investments, available-for-sale financial
assets and other financial liabilities.

Financial instruments are measured initially at fair value, which normally will
be equal to the transaction price plus, in case of a financial asset or financial
liability not held at fair value through profit or loss, transaction costs that are
directly attributable to the acquisition of the financial asset or issue of the
financial liability. Transaction costs on financial assets and financial liabilities at
fair value through profit or loss are expensed immediately.

The Group recognises financial assets and financial liabilities on the date it
becomes a party to the contractual provisions of the instrument. A regular way
purchase or sale of financial assets is recognised using trade date accounting.
From this date, any gains and losses arising from changes in fair value of the
financial assets or financial liabilities at fair value through profit or loss are
recorded.
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Notes on the Accounts (continued)
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(i) Categorisation @iy 2

Fair value through profit or loss

This category comprises financial assets and financial liabilities held for
trading, and those designated at fair value through profit or loss upon initial
recognition, but excludes those investments in equity instruments that do not
have a quoted market price and whose fair value cannot be reliably measured.

Trading financial instruments are financial assets or financial liabilities which
are acquired or incurred principally for the purpose of trading, or are part of a
portfolio of identified financial instruments that are managed together and for
which there is evidence of a recent actual pattern of short-term profit taking.
Non-hedging derivatives are accounted for as trading instruments.

Financial instruments are designated at fair value through profit or loss upon
initial recognition when:

— the assets or liabilities are managed, evaluated and reported internally on
a fair value basis;

— the designation eliminates or significantly reduces an accounting mismatch
which would otherwise arise;

— the asset or liability contains an embedded derivative that significantly
modifies the cash flows that would otherwise be required under the
contract; or

— the separation of the embedded derivatives from the financial instrument is
not prohibited.

Financial assets and financial liabilities under this category are carried at fair
value. Changes in the fair value are included in the profit and loss account in
the period in which they arise. Upon disposal or repurchase, the difference
between the net sale proceeds or the net payment and the carrying value is
included in the profit and loss account.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market, other than
(a) those that the Group intends to sell immediately or in the near term, which
will be classified as held for trading; (b) those that the Group, upon initial
recognition, designates as at fair value through profit or loss or as available-for-
sale; or (c) those where the Group may not recover substantially all of its initial
investment, other than because of credit deterioration, which will be classified
as available-for-sale. Loans and receivables mainly comprise placements with
banks and other financial institutions, trade bills and loans and advances to
customers.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)
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Securities classified as loans and receivables typically comprise securities issued
by the same customers with whom the Group has a lending relationship in
its wholesale banking business. Investment decisions for credit substitute
securities are subject to the same credit approval processes as loans, and the
Group bears the same customer risk as it does for loans extended to those
customers. Additionally the yield and maturity terms are generally directly
negotiated by the Group with the issuer. These securities include commercial
paper, short term debentures and preference shares issued by the borrower.

Loans and receivables and securities classified as loans and receivables are
carried at amortised cost using the effective interest method, less impairment
losses, if any (Note 2(k)).

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed
or determinable payments and fixed maturity which the Group has the
positive intention and ability to hold to maturity, other than (a) those that the
Group, upon initial recognition, designates as at fair value through profit or
loss or available-for-sale; and (b) those that meet the definition of loans and
receivables.

Held-to-maturity investments are carried at amortised cost using the effective
interest method less impairment losses, if any (Note 2(k)).

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 other three
categories above. They include financial assets intended to be held for an
indefinite period of time, but which may be sold in response to needs for
liquidity or changes in the market environment.

Available-for-sale financial assets are carried at fair value except for
investments in equity securities that do not have a quoted market price in
an active market and whose fair value cannot be reliably measured, which
are carried at cost less impairment losses, if any (Note 2(k)). Unrealised gains
and losses arising from changes in the fair value are recognised directly in the
investment revaluation reserve, except for foreign exchange gains and losses
on monetary items such as debt securities which are recognised in the profit
and loss account.

When the available-for-sale financial assets are sold, gains or losses on disposal
include the difference between the net sale proceeds and the carrying value,
and the accumulated fair value adjustments which are released from the
investment revaluation reserve.
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Notes on the Accounts (continued)
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Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair
value through profit or loss, are measured at amortised cost using the effective
interest method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market prices
at the balance sheet date without any deduction for estimated future selling
costs.

If there is no publicly available latest traded price nor a quoted market price on
a recognised stock exchange or a price from a broker/dealer for non-exchange-
traded financial instruments or if the market for it is not active, the fair value of
the instrument is estimated using valuation techniques that provide a reliable
estimate of prices which could be obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows
are based on management'’s best estimates and the discount rate used is a
market rate at the balance sheet date applicable for an instrument with similar
terms and conditions. Where other pricing models are used, inputs are based
on market data at the balance sheet date.

Derecognition

The Group derecognises a financial asset when the contractual rights to receive
the cash flows from the financial asset expire, or where the financial asset
together with substantially all the risks and rewards of ownership, have been
transferred.

A financial liability is derecognised when the obligation specified in the
contract is discharged, cancelled or expires.

The Group uses the weighted average method to determine realised gains and
losses to be recognised in the profit and loss account on derecognition.

Offsetting

Financial assets and financial liabilities are offset and the net amount is
reported in the balance sheet only where there is a legally enforceable right
to set off the recognised amounts and there is an intention to settle on a net
basis, or realise the asset and settle the liability simultaneously.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument
that includes both the derivative and a host contract with the effect that
some of the cash flows of the combined instrument vary in a way similar
to a stand-alone derivative. The embedded derivatives are separated from
the host contract and accounted for as a derivative when (a) the economic
characteristics and risks of the embedded derivative are not closely related to
the host contract; and (b) the hybrid (combined) instrument is not measured at
fair value with changes in fair value recognised in the profit and loss account.

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(9) Hedging

U]

Cash flow hedges
Where a derivative financial instrument is designated as a hedge of the
variability in cash flows of a recognised asset or liability, or a highly probable
forecast transaction and the hedge is effective, the gain or loss on the
derivative financial instrument in relation to the hedged risk is recognised
directly in equity.

Fair value hedge

A fair value hedge seeks to offset risks of changes in the fair value of an
existing asset or liability that will give rise to a gain or loss being recognised in
the profit and loss account.

The hedging instrument is measured at fair value, with fair value changes
recognised in the profit and loss account. The carrying amount of the hedged
item is adjusted by the amount of the changes in fair value of hedging
instrument attributable to the risk being hedged. This adjustment is recognised
in the profit and loss account to offset the effect of the gain or loss on the
hedging instrument.

The Group currently does not use hedge accounting.

(h) Properties

U]
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Bank premises are stated in the balance sheet at cost or at Directors’ valuation,
by reference to an independent professional valuation, less accumulated
depreciation and accumulated impairment loss (Note 2(k)).

When a deficit arises on revaluation, it will be charged to the profit and loss
account, to the extent that it exceeds the amount held in the bank premises
revaluation reserve in respect of that same asset immediately prior to the
revaluation; and when a surplus arises on revaluation, it will be credited to the
profit and loss account, to the extent that a deficit on revaluation in respect of
that same asset had previously been charged to the profit and loss account.

In preparing these accounts, advantage has been taken of the transitional
provisions set out in paragraph 80A of HKAS 16 “Property, Plant and
Equipment” issued by the Hong Kong Institute of Certified Public Accountants,
with the effect that bank premises have not been revalued to fair value at the
balance sheet date.
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Notes on the Accounts (continued)
BRIEHZE (4E)

(i) Investment properties are properties which are held either to earn rental

(iii

=

income or for capital appreciation or for both. Investment properties are
stated at fair value. Investment properties are valued annually by external
independent valuation companies, having an appropriate recognised
professional qualification and recent experience in the location and category
of property being valued. The fair values are based on market values, being
the estimated amount for which a property could be exchanged on the date
of valuation between a willing buyer and a willing seller in an arm’s length
transaction after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion. No allowance has been
made in the valuations for any charges, mortgages or amounts owing on the
properties nor any expenses or taxation which may be incurred in effecting a
sale.

Any gain or loss arising from a change in fair value is recognised in the income
statement. Rental income from investment property is accounted for as
described in Note 2(e).

When a bank property is transferred to investment property following a
change in its use, any differences arising at the date of transfer between the
carrying amount of the bank property immediately prior to transfer and its
fair value is recognised as a revaluation of bank premises as described in Note

2(h)().

If an investment property becomes owner-occupied, it is reclassified as bank
premises and its fair value at the date of reclassification becomes its cost for
subsequent accounting purposes.

A property interest under an operating lease is classified and accounted for as
an investment property when the Group holds it to earn rentals or for capital
appreciation or both. Any such property interest under an operating lease
classified as an investment property is carried at fair value. Lease payments are
accounted for as described in Note 2(1).

Profit or loss on disposal of bank premises and investment properties is
determined as the difference between the net sales proceeds and the carrying
amount of the asset and is recognised in the profit and loss account upon
disposal. Any surplus that is included in the bank premises revaluation reserve
of the related bank premises disposed is transferred to the general reserve.

(ii)

(iii)
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(0]

(0)

(k)
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Amortisation and Depreciation

(i) Bank premises
Freehold land is not amortised. Leasehold land held for own use under an
operating lease, the fair value of which cannot be measured separately from
the fair value of a building situated thereon at the inception of the lease, is
accounted for as being held under a finance lease. Leasehold land is amortised
on a straight line basis over the remaining term of the lease. Buildings are
depreciated on a straight line basis at rates calculated to write off the cost
or valuation of each building over its estimated useful life of 50 years or the
remaining lease period of the land on which it is situated, whichever is the
shorter.

Investment properties are not depreciated.

(i) Other fixed assets
Other fixed assets are stated in the balance sheet at cost less accumulated
depreciation, which is calculated on a straight line basis to write off the assets
over their estimated useful lives from 4 to 20 years.

Goodwill

Goodwill represents the excess of the cost of a business combination or an
investment in an associate over the Group's interest in the net fair value of the
acquiree’s identifiable assets, liabilities and contingent liabilities.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is
allocated to cash-generating units and is tested annually for impairment (Note
2(k)). In respect of associates, the carrying amount of goodwill is included in the
carrying amount of the interest in the associates.

Any excess of the Group's interest in the net fair value of acquiree’s identifiable
assets, liabilities and contingent liabilities over the cost of a business combination
or an investment in an associate is recognised immediately in the profit and loss
account.

On disposal of a cash generating unit, or an associate during the year, any
attributable amount of purchased goodwill is included in the calculation of the
profit and loss on disposal.

Impairment of Assets

At each balance sheet date, the carrying amount of the Group’s assets are
reviewed to determine whether there is objective evidence of impairment.
If internal and external sources of information indicate such evidence exists,
the carrying amount is reduced to the estimated recoverable amount and an
impairment loss is recognised in the profit and loss account.
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Notes on the Accounts (continued)
BRIEM AT (&)

@

Loans and receivables

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated
future cash flows discounted at the asset’s original effective interest rate
(i.e. the effective interest rate computed at initial recognition of these
assets.) Receivables with a short duration are not discounted if the effect of
discounting is immaterial.

The total allowance for impairment losses consists of two components:
individual impairment allowances, and collective impairment allowances.

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 the
Group determines that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, it includes
the asset in a group of financial assets with similar credit risk characteristics
and collectively assesses them 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.

The individual impairment allowance is based upon management'’s best
estimate of the present value of the cash flows which are expected to be
received discounted at the original effective interest rate. In estimating these
cash flows, management makes judgements about the borrower’s financial
situation and the net realisable value of any underlying collateral or guarantees
in favour of the Group. Each impaired asset is assessed on its own merits.

In assessing the need for collective loan loss allowances, management
considers factors such as credit quality, portfolio size, concentrations, and
economic factors. In order to estimate the required allowance, the Group
makes assumptions both to define the way the Group models inherent losses
and to determine the required input parameters, based on historical experience
and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on
how well the Group can estimate future cash flows for individually assessed
impairment allowances and the model assumptions and parameters used in
determining collective impairment allowances. While this necessarily involves
judgment, the Group believes that the impairment allowances on loans and
advances to customers are reasonable and supportable.

All loans and receivables are reviewed and analysed periodically. Any
subsequent changes to the amounts and timing of the expected future cash
flows compared to the prior estimates that can be linked objectively to an
event occurring after the write-down, will result in a change in the impairment
allowances on loans and receivables and will be charged or credited to the
profit and loss account. A reversal of impairment losses is limited to the loans
and receivables’ carrying amount that would have been determined had no
impairment loss been recognised in prior years.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.
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Notes on the Accounts (continued)
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(i) Held-to-maturity investments

(iii

132  The Bank of East Asia, Limited Annual Report 2008

=

Impairment on held-to-maturity investments is considered at both an individual
and collective level. The individual impairment allowance is measured as the
difference between the asset’s carrying amount and the present value of
estimated future cash flows, discounted at asset’s original effective interest
rate, where the effect of discounting is material.

Al significant assets found not to be individually impaired are then collectively
assessed for any impairment that has been incurred but not yet identified.
Assets that are not individually significant are then collectively assessed
for impairment by grouping together financial assets with similar risk
characteristics.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the profit and
loss account. A reversal of impairment losses is limited to the asset’s carrying
amount that would have been determined had no impairment loss been
recognised in prior years.

Available-for-sale financial assets

When there is objective evidence that an available-for-sale financial asset is
impaired, the cumulative loss that had been recognised directly in equity is
removed from equity and is recognised in the profit and loss account. The
amount of the cumulative loss that is recognised in the profit and loss account
is the difference between the acquisition cost (net of any principal repayment
and amortisation) and current fair value, less any impairment loss on that asset
previously recognised in the profit and loss account.

For unquoted available-for-sale equity securities that are carried at cost, the
impairment loss is measured as the difference between the carrying amount
of the equity securities and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset,
where the effect of discounting is material.

Impairment losses recognised in the profit and loss account in respect of
available-for-sale equity securities are not reversed through profit and loss
account. Any subsequent increase in the fair value of such assets is recognised
directly in equity.

Impairment losses in respect of available-for-sale debt securities are reversed
if the subsequent increase in fair value can be objectively related to an event
occurring after the impairment loss was recognised. Reversals of impairment
losses in such circumstances are recognised in the profit and loss account.
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Notes on the Accounts (continued)
BRIEHZE (4E)

(iv) Other assets (iv) Hth&EE

Internal and external sources of information are reviewed at each balance
sheet date to identify indications that the following assets may be impaired or,
except in the case of goodwill, an impairment loss previously recognised no
longer exists or may have decreased:

— property and equipment (other than properties carried at revalued

EHER - AR A RE I ER R
AHBIATEERB B REBKS - B
PN AEEHERZRERREEN
RIFHEL AL R

— PERRBUAEGHEIIRNYE

amounts); BRAN) ¢
— investments in subsidiaries and associates; — MBRBEATIRE
- goodwill; and - EER
— intangible assets - EREE

If any such indication exists, the asset’s recoverable amount is estimated. In
addition, for goodwill, the recoverable amount is estimated annually whether
or not there is any indication of impairment.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its net selling price and
value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects
current market assessments of time value of money and the risks specific to
the asset. Where an asset does not generate cash inflows largely independent
of those from other assets, the recoverable amount is determined for the
smallest group of assets that generates cash inflows independently (i.e. a cash-
generating unit).

Recognition of impairment losses

An impairment loss is recognised in the profit and loss account whenever the
carrying amount of an asset, or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment losses recognised in respect of
cash-generating units are allocated first to reduce the carrying amount of any
goodwill allocated to the cash-generating unit (or group of units) and then,
to reduce the carrying amount of the other assets in the unit (or group of
units) on a pro rata basis, except that the carrying value of an asset will not
be reduced below its individual fair value less costs to sell, or value in use, if
determinable.

Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed if
there has been a favourable change in the estimates used to determine the
recoverable amount. An impairment loss in respect of goodwill is not reversed.

A reversal of impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years.

Reversals of impairment losses are credited to the profit and loss account in
the year in which the reversals are recognised.
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)

(v) Interim financial reporting and impairment

Under the Rules Governing the Listing of Securities on the Stock Exchange
of Hong Kong Limited, the Group is required to prepare an interim financial
report in compliance with HKAS34, Interim financial reporting, in respect of
the first six months of the year. At the end of the interim period, the Group
applies the same impairment testing, recognition, and reversal criteria as it
would at the end of the year (Note 2(k)(i) to (iv)).

Impairment losses recognised in an interim period in respect of goodwill
and available-for-sale equity securities carried at cost are not reversed in a
subsequent period. This is the case even if no loss, or a smaller loss, would
have been recognised had the impairment been assessed only at the end of
the year to which the interim period relates.

(I) Leased Assets
Leases of assets under which the lessee assumes substantially all the risks and
benefits of ownership are classified as finance leases. Leases of assets under which
the lessor has not transferred all the risks and benefits of ownership are classified as
operating leases.

@

(ii)

(iii
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Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
balance sheet as advances to customers at the amounts of net investment
which represent the total rentals receivable under finance leases less unearned
income. Revenue arising from finance leases is recognised in accordance with
the Group's revenue recognition policies, as set out in Note 2(e).

Assets held for use in operating leases

Where the Group leases out assets under operating leases, the leased assets
are included in the balance sheet according to their nature and, where
applicable, are depreciated in accordance with the Group’s depreciation
policies, as set out in Note 2(i). Impairment losses are accounted for in
accordance with the accounting policy as set out in Note 2(k). Revenue arising
from operating leases is recognised in accordance with the Group's revenue
recognition policies, as set out in Note 2(e).

Operating lease charges

Where the Group has the use of assets under operating leases, payments
made under the leases are charged to the profit and loss account in equal
instalments over the accounting periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits
to be derived from the leased asset. Lease incentives received are recognised
in the profit and loss account as an integral part of the aggregate net lease
payments made. Contingent rentals are charged to the profit and loss account
in the accounting period in which they are incurred.
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Notes on the Accounts (continued)
BRIEM AT (&)

(m) Repossession of Assets

(n)

In the recovery of impaired loans and advances, the Group may take possession of
the collateral assets through court proceedings or voluntary delivery of possession
by the borrowers. In accordance with the Group’s accounting policy set out in Note
2(k), impairment allowances for impaired loans and advances are maintained after
taking into account the net realisable value of the collateral assets, usually resulting
in a partial write-off of the loans and advances against impairment allowances.
Repossessed assets are reported under other assets if it is highly probable that their
carrying amount will be recovered through a sale transaction rather than through
continuing use and the assets are available for sale in their present condition.
Related loans and advances are then written off.

Repossessed assets are recorded at the lower of the amount of the related loans
and advances and fair value less costs to sell at the date of exchange. They are not
depreciated or amortised.

Impairment losses on initial classification and on subsequent remeasurement are
recognised in the profit and loss account.

Income Tax

(i) Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the profit and loss account except to the extent
that they relate to items recognised directly in equity, in which case they are
recognised in equity.

(i) Current tax is the expected tax payable on the taxable income for the year, using

tax rates enacted or substantively enacted at the balance sheet date, and any
adjustment to tax payable in respect of previous years.

(iii

=

Deferred tax assets and liabilities arise from deductible and taxable temporary
differences respectively, being the differences between the carrying amounts
of assets and liabilities for financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising
from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary differences, provided those differences
relate to the same taxation authority and the same taxable entity, and are
expected to reverse either in the same period as the expected reversal of the
deductible temporary difference or in periods into which a tax loss arising from
the deferred tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing deductible temporary differences
support the recognition of deferred tax assets arising from unused tax losses
and credits, that is, those differences are taken into account if they relate to
the same taxation authority and the same taxable entity, and are expected to
reverse in a period, or periods, in which the tax loss or credit can be utilised.
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Notes on the Accounts (continued)

IR a2 (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBZE @)
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The limited exceptions to recognition of deferred tax assets and liabilities
are those temporary differences arising from goodwill not deductible for
tax purposes, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business
combination), and temporary differences relating to investments in subsidiaries
to the extent that, in the case of taxable differences, the Group controls the
timing of the reversal and it is probable that the differences will not reverse
in the foreseeable future, or in the case of deductible differences, unless it is
probable that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected
manner of realisation or settlement of the carrying amount of the assets and
liabilities, using tax rates enacted or substantively enacted at the balance sheet
date. Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance sheet
date and is reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow the related tax benefit to be utilised.
Any such reduction is reversed to the extent that it becomes probable that
sufficient taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred
tax liabilities if the Bank or the Group has the legally enforceable right to set
off current tax assets against current tax liabilities and the following additional
conditions are met:

— in the case of current tax assets and liabilities, the Bank or the Group
intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to income
taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or realise and settle
simultaneously.
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Notes on the Accounts (continued)
BRIEM AT (&)

(o)

(p)

(@)

Insurance Reserves and Provisions for Outstanding Claims

Insurance reserves, except those attributable to long term business, represent the
proportion of retained premiums written in the year relating to the period of risk
from 1st January in the following year to the subsequent date of expiry of policies
which is carried forward as a provision for unearned premiums and calculated on a
daily basis.

The insurance reserve for long term business is ascertained by actuarial valuation.

Full provision is made for the estimated cost of claims notified but not settled
at the balance sheet date and for the estimated cost of claims incurred but not
reported by that date, after deducting the amounts due from reinsurers. Provision
has also been made for the estimated cost of servicing claims notified but not
settled at the balance sheet date and to meet expenses on claims incurred but not
reported at the balance sheet date.

These reserves and provisions are classified as other accounts and provisions.

Provisions and Contingent Liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the
Group or the Bank has a legal or constructive obligation arising as a result of a past
event, and it is probable that an outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present value of the expenditures
expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or
the amount cannot be estimated reliably, the obligation is disclosed as a contingent
liability, unless the probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the occurrence or non-
occurrence of one or more future events, are also disclosed as contingent liabilities
unless the probability of outflow of economic benefits is remote.

Employee Benefits

(i) Salaries, bonuses and leave benefits
Employee entitlements to salaries, annual bonuses, paid annual leave, leave
passage and the cost to the Group of non-monetary benefits are recognised
when they accrue to employees. An accrual is made for the estimated liability
for annual leave as a result of services rendered by employees up to the
balance sheet date.

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.

(i) Performance-related bonus plan
Liabilities for performance-related bonus plan, which are due wholly within
twelve months after the balance sheet date, are recognised when the Group
has a present legal or constructive obligation as a result of services rendered by
employees and a reliable estimate of the obligation can be made.
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Notes on the Accounts (continued)

HRIE B &t (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBE @)

(ii) Retirement benefits

(iv
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Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident
Fund Exempted ORSO Scheme (“MPFEOS") or the Mandatory Provident Fund
Scheme (“MPFS”). Both are defined contribution schemes. The employer’s
monthly contributions to both schemes are at a maximum of 10% of each
employee’s monthly salary.

The pension schemes covering all the Group’s PRC and overseas employees are
defined contribution schemes at various funding rates, and are in accordance
with local practices and regulations.

The cost of all these schemes is charged to the profit and loss account for the
period concerned and the assets of all these schemes are held separately from
those of the Group. Under the MPFEQS, the employer’s contribution is not
reduced by contributions forfeited by those employees who leave the scheme
prior to vesting fully in the contributions. Under the MPFS, the employer’s
contribution is reduced by contributions forfeited by those employees who
leave the scheme prior to vesting fully in the contributions.

Share based payments
The option exercise price is equal to the higher of:

(@) the closing price of the Bank’s shares in the Stock Exchange’s daily
quotations sheet on the date of grant of the relevant options;

(b) an amount equivalent to the average closing price of the Bank’s shares as
stated in the Stock Exchange’s daily quotation sheets for the 5 business
days immediately preceding the date of grant of the relevant options; and

() the nominal value of the Bank's shares.

When the options are exercised, equity is increased by the amount of the
proceeds received. The fair value of share options granted to employees is
recognised as an expense in the profit and loss account with a corresponding
increase in a capital reserve within equity. The fair value is measured at the
grant date using the trinomial model, taking into account the terms and
conditions upon which the options were granted. Where the employees have
to meet vesting conditions before becoming unconditionally entitled to those
share options, the total estimated fair value of the share options is spread over
the vesting period, taking into account the probability that the options will
vest.
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Notes on the Accounts (continued)

BRIER (&

During the vesting period, the number of share options that is expected to vest
is reviewed. Any adjustment to the cumulative fair value recognised in prior
years is charged or credited to the profit and loss account for the year of the
review unless the original expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of share
options that vest (with a corresponding adjustment to capital reserve) except
where forfeiture is only due to not achieving vesting conditions that relate to
the market price of the Bank’s shares.

The amount recognised in capital reserve is retained until either the option is
exercised (when it is transferred to share premium) or the option expires (when
it is released directly to retained profits)

(r) Related Parties

For the purposes of these accounts, a party is considered to be related to the
Group if:
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(i) The party has the ability, directly or indirectly through one or more () ZALTHREENEEXEEER—ExE
intermediaries, to control the Group or exercise significant influence over the B AFES] ‘JZT%"‘%EK%%EZK%
Group in making financial and operating policy decisions, or has joint control B BT R AR R - SRR GIARE
over the Group; =

(i) The Group and the party are subject to common control;
(iii) The party is an associate of the Group;

(iv) The party is a member of key management personnel of the Group, or a close

(ii)

(iii)

(iv)

A g AT SRR
FATBAREEABE AR

ZALTBASETEEEABMNKE -

family member of such an individual, or is an entity under the control, joint IBEAERREKE - X2 ERE
control or significant influence of such individuals; AALTHES - SRR HIREAZED
e

(v) The party is a close family member of a party referred to in (i) or is an entity
under the control, joint control or significant influence of such individuals; or

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

Close family members of an individual are those family members who may be
expected to influence, or be influenced by, that individual in their dealings with the
entity.

(vi)

Z AT FTIERIRREK B HE
ZEBMAANLES - RERZEHHEAR
,V%WE\E‘E '

J58 2 (4R ) T AN 5 (B o B AN £ (B R gt 1
BN EREERRAENE -

EARTRRERBIEAFE - AXZEA

=

i —

R B ZHIFRENK S

RERTERART 2008 F ],

139



Notes on the Accounts (continued)

HRIE B &t (&)

2. SIGNIFICANT ACCOUNTING POLICIES (continued) FEEHBE @)

(s)

()
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Segment Reporting

A segment is a distinguishable component of the Group that is engaged either in
providing services (business segment), or in providing services within a particular
economic environment (geographical segment), which is subject to risks and
rewards that are different from those of other segments.

The Group has chosen business segment information as the primary reporting
format and geographical segment information as the secondary reporting format.

Segment revenue, expenses, results, assets and liabilities include items directly
attributable to a segment and those that can be allocated on a reasonable basis
to that segment. Segment revenue, expenses, assets and liabilities are determined
before intra-group balances and intra-group transactions are eliminated as part of
the consolidation process, except to the extent that such intra-group balances and
transactions are between Group enterprises within a single segment. The allocation
of revenue reflects the benefits of capital and other funding resources allocated
to the business or geographical segments by way of internal capital allocation and
fund transfer mechanisms. Inter-segment pricing is based on similar terms as those
available to other external parties.

Segment capital expenditure is the total cost incurred during the year to acquire
segment assets (both tangible and intangible) that are expected to be used for
more than one year.

Cash and Cash Equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise
balances with less than three months’ maturity from the date of acquisition
including cash, balances with banks and other financial institutions, treasury bills,
other eligible bills and certificates of deposit that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in value.
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Notes on the Accounts (continued)
BRIEHE (4E)

3. INTEREST INCOME F|E U A
2008 2007
HKS Mn B8 EHERT  HKS Mn BB ET
Listed securities classified as held-to-maturity DREARET AT E
or available-for-sale ) ETE S 261 154
Trading assets RHABEE
— listed —km 2 4
— unlisted —3JE LT 8 35
Interest rate swaps FRIEHAEL 917 770
Financial assets designated at fair value EERABREZARMATER
through profit or loss SHMEE
— listed —tm 128 152
— unlisted —JE LT 310 426
Loans, deposits with banks and financial EIREmBRES U R AT EE
institutions, trade bills, and other unlisted FIBRMER » FEERITREAD
securities that are not at fair value SHBENER  E5FE -
through profit or loss REAMIE ETTER 15,839 16,768
Total interest income N ONE 17,465 18,309
Included above is interest income accrued on impaired financial assets of HK$73 LA EBEEZE2008F 12 A31 HIEFERES
million (2007: HK$29 million) which includes interest income on effect of & 2 /O FE 5T B 45 ¥ 73,000,000 7T (2007
discounting of HK$12 million (2007: HK$8 million) (Note 24(b)) for the year ended £ : 75%29,000,0007T) - AR BEFHEIT
31st December, 2008. &K F| B U A 5 12,000,000 7T (2007
F : 75%8,000,0007T) (Ff7E24(b)) °
4. INTEREST EXPENSE F|E X H
2008 2007
HKS Mn B EHERT  HKS Mn B EET
Customer deposits, deposits of banks and TR SE K AR 51 BR Y
other financial institutions and certificates BEEH  RIR
of deposit issued which are stated Hth & BB 17K
at amortised cost REBIERE 8,696 10,433
Subordinated notes carried at amortised cost TR BR MR ERE 184 265
Interest rate swaps FRBHA 4 1,062 918
Financial instruments designated at EEABRBERNIRBRATEE
fair value through profit or loss SRTA 725 712
Other borrowings H AR 5 4
Total interest expense F ez bz 10,672 12,332
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Notes on the Accounts (continued)

IR a2 (&)

5. FEE AND COMMISSION INCOME [R#EERHEWA

Fee and commission income arises from the following services:

TRE THIRS AR & RASHEA

2008 2007

HKS Mn B8 HET  HKS Mn B EET

Corporate services 12 R 818 753

Credit cards (E1RN 462 400

Loans, overdrafts and guarantees B3 B RIER 382 386

Securities and brokerage EH R 255 443

Other retail banking services HZERTRS 187 191

Trade finance EHRA 160 113

Trust and other fiduciary activities EREREMARIBER 102 84
Others 2 22 238

Total fee and commission income PR 7% & A& WA 258 2,618 2,608

6. NET TRADING (LOSSES)/PROFITS XX 5 (f&18), i FF4

2008 2007

HKS Mn B8 HET  HKS Mn B EE T

Profit on dealing in foreign currencies SN B B 2T 316 173

(Loss)/profit on trading securities R HRGEE(ER),/ ST (618) 852

(Loss)/profit on other dealing activities HiuBEE RS (ER), (57 (1,033) 354
Dividend income from listed trading securities RHA% FTESFRRERA a3 38

Total net trading (losses)/profits FR5(E1B), HFesE (1,292) 1,417

7. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EERBRBESURRAFEESRIANFRE

2008 2007
HKS Mn 88 EET  HKSMn BEEET

Revaluation and disposal loss on Collateralised

Debt Obligations SR HEREHERERER (3,549) (1,085)
Revaluation gain/(loss) on debt issued SEEETERRA(FE) 2,624 (84)
Net profit/(loss) on sale of other financial assets  HE&EE i35 E A@BIEEARBAFEE

designated at fair value through profit or loss SREENTEN/(BE) 3 )
Revaluation (loss)/gain on other financial assets BEEMIETARBERUARMATLEE

designated at fair value through profit or loss SREEN(BR),/ 2R (e 17
Total net result from financial instruments BERABREEARMATER

designated at fair value through profit or loss PRI T HA)FRRERE (1,612) (1,154)

8. OTHER OPERATING INCOME Efh & &g A
2008 2007
HKS Mn B8 HET  HKS Mn B EE T
Dividend income from available-for-sale AHHESHEE

financial assets EEON

— listed —Ekm 20 42

— unlisted —JEtm 30 21
Rental from safe deposit boxes RigFES WA 87 88
Net revenue from insurance activities NTESELIUN 929 139
Rental income on properties MERSWA 90 72
Others Hfth TS
Total other operating income RN 423 437
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Notes on the Accounts (continued)
BRIEHZE (4E)

9. OPERATING EXPENSES #&Z& HH

2008 2007
HKS Mn B EET  HKS Mn B EERT

Contributions to defined contribution plan* ERERAESHER
Equity-settled share-based payment expenses AR BERELNHER

Salaries and other staff costs e REMB TR

Total staff costs BT AEE

Premises and equipment expenses excluding
depreciation TEFTENYERREX H
— Rental of premises ek

— Maintenance, repairs and others —RE - BIEREM
Total premises and equipment expenses
excluding depreciation

PRI ENMERRE L AE

Bl & T & (w30)

Depreciation on fixed assets (Note 30)

Amortisation of intangible assets (Note 29(b)) E A E#E(MEE29(0))

Other operating expenses E s T )

— Stamp duty, overseas and —ENFERL - BINR
PRC** business taxes, FEE AR IR
and value added taxes BED - RIBED

— Advertising expenses -EEER

— Communications, stationery and printing — A XA RER

— Legal and professional fees —EERBERBGER

— Business promotions and business travel — R R R

— Card related expenses —BHERRXE

— Insurance expenses — (R &

— Donations —BR

- Audit fee —ZER B

— Administration expenses of corporate services — — {2 BRISHIITEE

— Membership fees —-28EH

- Bank charges —RITE

— Bank licence —RITHERE

— Others —Hfth

Total other operating expenses H gz i
Total operating expenses*** R HAREE

225 164
66 28
2,689 2,276
2,980 2,468
378 288
445 343
823 631
437 326

3 2

373 217
287 270
274 233
193 165
97 82

72 60

43 33

9 8

8 7

7 21

7 6

7 5

4 5

155 152
1,536 1,264
5,779 4,691

*  Forfeited contributions totalling HK$10 million (2007: HK$7 million) were utilised to
reduce the Group’s contribution during the year. There were no forfeited contributions

available for reducing future contributions at the year end (2007: Nil).

** PRC denotes the People’s Republic of China.

*** Included in operating expenses are direct operating expenses of HK$19 million (2007:
HK$21 million) in respect of investment properties which generated rental income during

the year.

* FERDR I RS 10,000,000 7T (2007

4 : 5¥7,000,0007T) B # A ER DA EE
HIHEER o B 45 B I 4 AE {] 4508 Ui ifn mT FR 4
BURASR Z R (20074 « &) -

r EEALEXHBEAEASRENRE

MEERSIENEEZH  SBR/EY
19,000,000 7T ( 2007 & : 7 # 21,000,000
JT) °
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Notes on the Accounts (continued)

IR a2 (&)

10.IMPAIRMENT LOSSES ON LOANS AND ADVANCES EIpEEL%

2008 2007
HKS Mn B8 EET HKS Mn B EERT

Net charge for impairment losses on loans
and advances
Individual impairment loss

ERRERRSUHFR

(ERIVEHISEEER

— new provisions (Note 24(b)) — ¥ (MT5E24(0)) 596 346
— releases (Note 24(b)) — Bl (HtE24(b)) (81) (88)
— recoveries (Note 24(b)) — Bl (FiE24(b)) (4  (107)
375 151
Collective impairment loss g VoL S
— new provisions (Note 24(b)) — B (FEE24(b)) 183 68
~ releases (Note 24(b)) — B (=240 - I 3)
Net charge to profit and loss account RIBRIEY F 58 558 216
11.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS
HETHEESREE ZF R
2008 2007
HKS Mn B8 EET  HKS Mn BB EET
Net revaluation gain/(loss) transferred from mFEERNELERN/ (EE)
reserves (Note 37(h)) F8 (ME37(h) 115 7)
Profit arising in current year FREREER G 82 694
197 667
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Notes on the Accounts (continued)
BRIEHZE (4E)

12.INCOME TAX FriS8#t

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

2008 2007
HKS Mn B¥EERX HKS Mn BB BEET

Current tax — provision for Hong Kong Profits Tax ~ ZRH3%: 18 — &8 M S5 8

Tax for the year (Note 32(a)) AREERIE(KFE323)) 64 265
Write back of over-provision in respect of
prior years wFERERRAnEX - (7).
64 258
Current tax — overseas AN HATHIE — 54
Tax for the year RNEEFIE 601 347
Write back of over-provision in respect of
prior years wFEAEsRANEK G (16)
566 331
Deferred tax (Note 32(b)) ERER IR (P E32(0))
Origination and reversal of temporary
differences TR =R MEE RER (712) 318
Movements in the value of investment
properties BEMEEENEE) (14) 57
(726) 375
(96) 964
In February 2008, the Government of the Hong Kong Special Administrative Region M200852 A » & KB 1T R B AR 5
announced a decrease in the Profits Tax rate from 17.5% to 16.5% applicable HEZE2008F 12 A31 B IEFERERARAK
to the Group’s operations in Hong Kong as from the year ended 31st December, SEEBENMEHHEXHE175% THAZE
2008. This decrease is taken into account in the preparation of the Group's and 16.5% ° & fm BN 5 B R 172008 5 & H) R
the Bank’s 2008 accounts. Accordingly, the provision for Hong Kong Profits Tax BREFAZB R ZTH - Bt - 2008FE
for 2008 is calculated at 16.5% (2007: 17.5%) of the estimated assessable profits BBFS TR TR AT E T B RFUR TR
for the year and the opening balance of deferred tax has been re-estimated 15 16.5% (20074 : 17.5% )1 HE - MiELE
accordingly. TRIBH AR AR INE A EERbET ©
Taxation for overseas branches and subsidiaries is charged at the appropriate BN 1T R KB A R BRI R LA & AT TE
current rates of taxation ruling in the relevant countries. BRRITRHEAHE -
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IR a2 (&)

12.INCOME TAX (continued) FT18Ht (m)
(b) Reconciliation between tax (credit)/expense and accounting profit at  (b) BIHGESR) /X HERETHER B A L

applicable tax rates: FBIR MR
2008 2007
HKS Mn B¥EET  HKS Mn B EET
Profit before tax BRET AT A 8 5,185
Notional tax on profit before tax, calculated RIEAEERER 2 FEH
at the rates applicable to profits in the tax TR B AR A F T E /Y
jurisdictions concerned HETN 149 1,032
Tax effect of non-deductible expenses AR IR 2 389 228
Tax effect of non-taxable revenue BAERGBRARTIE 2 (607) (240)
Tax effect of tax losses not recognised REANFIEN T BT L 32 12
Recognition of deferred tax assets on
prior year tax losses AFTBRER AR IEELE (14) (8)
Effect on opening deferred tax balances resulting — FEZANE[Z SR & SRR 18
from a decrease in tax rate during the year EREBRA T E (22) -
Write back of over-provision in respect
of prior years AFERERTIM DR (35) (23)
Tax benefits derived from leasing partnerships REABHENTIBEFS (6) (27)
Others HAth 18 (10)
Actual tax (credit)/expense EEHBEHESR) I H (96) 964

13.(LOSS)/PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE GROUP
ARBRASERR(EE) %R

The consolidated (loss)/profit attributable to equity holders of the Group includes
a (loss)/profit of (HK$882) million (2007: HK$3,004 million) which has been dealt
with in the accounts of the Bank.

ARBRARBERRGS (BE) A

BEEFARTEREAN(BE) FF

(7 ¥ 882,000,000 7T ) (2007 F : & ¥

3,004,000,0007¢) °

Reconciliation of the above amount to the Bank's (loss)/profit for the year TTFEERNER),SaE e HiR
2008 2007

HKS Mn B8 EET HKSMn BB EET

Amount of consolidated (loss)/profit attributable
to equity holders dealt with in the Bank's
financial statements

Final dividends from subsidiaries and associates
attributable to the profits of the previous
financial year, approved and paid during

B AT HRE 2 I RER
AEBREERE (BB),/ 5 (924) 2,876

REAFEMBRRNEBERR
EMZ RS - TEFER

the year T R B . 128
Bank's (loss)/profit for the year AMIEER(BIE),SEF (882) 3,004

146 The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)

FRIE B &t (&)

14.DIVIDENDS &

(a) Dividends attributable to the year

(a) EEBAFERE

2008 2007
HKS Mn B¥EET  HKS Mn B EET
Interim dividend declared and paid of BEEIR&Z(1,670,869,4190%
HK$0.23 per share on 1,670,869,419 shares FRAE0.23TH R RS
(2007: HK$0.48 per share on 1,568,758,481 (20074 : 1,568,758,481%
shares) (Note 37(i)) FRE0.487T) (M E37() 384 753
Final dividend paid in respect of the previous
financial year on shares issued under
the share option schemes subsequent YHELEE BB EATTREER
to the balance sheet date and before # 1 A AR B RET BIB 1 TAR D
the close of the Register of Members # EFEEERBE 18R
of the Bank, of HK$1.18 (2007: HK$1.03) iR 8. (20074 : BREE1.037T) 98 3
Final dividend proposed after the balance EFEERERIRMARIIRE
sheet date of HK$0.02 per share on 1,673,417,496 /% B A% 75%0.027T
1,673,417,496 shares (2007: HK$1.18 (20074 : 1,574,367,2050%
per share on 1,574,367,205 shares) BREE1.187T) 33 1,858
515 2,614

The final dividend proposed after the balance sheet date has not been recognised as

a liability at the balance sheet date.

(b

~

during the year

Dividends attributable to the previous financial year, approved and paid

RS B R MR R HIA B IR A& B
RRAME -

(b) REERERZNBLFERE

Final dividend in respect of the previous
financial year, approved and paid during
the year, of HK$1.18 per share on
1,574,367,205 shares (2007: HK$1.03
per share on 1,550,142,050 shares)

REE M 41,574,367,2050%
FREE1 18T EFE RS
(20074 : 1,550,142,0500% &A%
7#1.037T)

2008 2007
HKS Mn 88 EHET HKSMn BEEET
1,858 1,596
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15.EARNINGS PER SHARE =ERRZF|

(a) Basic earnings per share (a) BRERZER
The calculation of basic earnings per share is based on earnings of HK$39 million B B E N 2 ) T 2 BR 25 ) 75 5 39,000,000 7T
(2007: HK$4,144 million) and on the weighted average of 1,666,446,266 (2007: (20074 : 7#%4,144,000,00070) R E#ITE
1,565,141,199) ordinary shares outstanding during the year, calculated as follows: RS 1) hN#E 9 201,666,446,2660% (2007

4 1 1,565,141,1990%) 54 -

Weighted average number of ordinary shares LA B N1 21
2008 2007
Number of Shares Number of Shares
RABEE IRAEE
Issued ordinary shares at 1st January R1ATBMEETEBR 1,574,367,205 1,550,142,050
Effect of share options exercised and shares EATIERRAE K AR
issued in lieu of dividends BITHIR R 2 92,079,061 14,999,149
Weighted average number of ordinary shares K12 A31BEERM A
at 31st December INFEF9E 1,666,446,266 1,565,141,199
(b) Diluted earnings per share (b) BREBEF
The calculation of diluted earnings per share is based on earnings of HK$39 million TR E & A T2 BR % F7% 139,000,000 7T
(2007: HK$4,144 million) and on 1,669,663,642 (2007: 1,574,625,151) ordinary (20074 : #¥54,144,000,0007T) R #EFTAE E
shares, being the weighted average number of ordinary shares outstanding during BETHEIZENTBRIFEARSHMNT
the year, adjusted for the effects of all dilutive potential shares. AR B INHE ¥ 201,669,663,642 % (2007

4 :1,574,625,1510%) 54 -

Weighted average number of ordinary shares (diluted) A ) nAE I 8 (BEE)
2008 2007
Number of Shares Number of Shares
R EE G
Weighted average number of ordinary shares MN12A31BELERGO R
at 31st December AT 1,666,446,266 1,565,141,199
Effect of deemed issue of ordinary shares BREARRIRRE BB AT
under the Bank's share option scheme BENFHERR L ERN
for nil consideration a7 3,217,376 9,483,952

Weighted average number of ordinary shares M12A31BELERGO R
(diluted) at 31st December MEFEHE(EE) 1,669,663,642 1,574,625,151
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16.DIRECTORS’ REMUNERATION E=Ef$

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong BB B(A THERYE 1611685 E A E =
Companies Ordinance is as follows: FIAT -
Salaries,
allowances Retirement
Directors’ and benefits Discretionary Share scheme 2008
fees in kind bonuses options  contributions Total
5e 20 RIK
BE  REYKE BiETRA RRRE STEIER g
HK$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn

BEEET EWEAx  EWEER  AWEExR  AWEER  B¥EER

Chairman and

Chief Executive FERTHAR
Dr. The Hon. Sir David

LI Kwok-po THERT 0.3 8.3 - 24.1 0.8 335
Executive Directors HITES
Mr. Joseph PANG Yuk-wing YEREE 0.2 3.6 - 12,0 03 16.1
Non-executive Directors FHTES
Dr. LI Fook-wo FiEfEt - - - - - _
Mr. Aubrey LI Kwok-sing FEERE 0.3 - - - - 03
Dr. William MONG Man-wai SREHELT 0.2 - - - - 0.2
Tan Sri Dr. KHOO Kay-peng T 2 &R+ 0.2 - - - - 02
Mr. Richard LI Tzar-kai B4 0.2 - - - - 0.2
Mr. Eric LI Fook-chuen Re%EE: 0.3 - - - - 0.3
Mr. Stephen Charles LI Kwok-sze  ZEIft5E4 0.2 - - - - 0.2
Prof. Arthur LI Kwok-cheung ZEERAE 0.2 - - - - 0.2
Mr. William Doo Wai-hoi MEEEE 0.3 - - - - 0.3
Mr. Kuok Khoon-ean B EEE 0.3 - - - - 0.3

Independent Non-executive

Directors BYFHTES
Mr. WONG Chung-hin HRBLE 0.3 - - - - 03
Dr. LEE Shau-kee Tk EEL 0.2 - - - - 0.2
Dr. Allan WONG Chi-yun BFREL 0.3 - - - - 0.3
Mr. Winston LO Yau-lai BRERE 0.3 - - - - 03
Mr. Thomas KWOK Ping-kwong BRI E4E 0.3 - - - - 0.3
Mr. TAN Man-kou PR kA 0.2 - - - _ 0.2
Mr. Kenneth LO Chin-ming SRIRA A 0.3 - - - - 0.3
Mr. Valiant CHEUNG Kin-piu REZEE - - - - - -
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16.DIRECTORS’ REMUNERATION (continued) EZZE#M$ (@)

Salaries,
allowances Retirement
Directors’ ~ and benefits  Discretionary Share scheme 2007
fees in kind bonuses options  contributions Total
e o =28 i\
e  REWkES i RIRHE TR 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEEL  BKAER  ANABR  A%BnEx  E¥EERT BEAEER

Chairman and

Chief Executive IEERTHAR
Dr. The Hon. Sir David

LI Kwok-po FHEBL 03 79 15.4 9.6 0.7 339
Executive Directors HITES
Mr. Joseph PANG Yuk-wing AR Yt 0.2 3.4 3.9 4.8 03 12.6
Mr. CHAN Kay-cheung BREE %4 0.1 1.2 1.3 1.0 0.1 37
Non-executive Directors FHTEE
Dr. LI Fook-wo TRAE LT 0.2 - - - _ 0.2
Mr. Aubrey LI Kwok-sing FEERAE 0.2 - = = - 02
Dr. William MONG Man-wai SRE®BL 0.2 = - - - 0.2
Tan Sri Dr. KHOO Kay-peng P B ER 4TS £ 0.2 = - - - 0.2
Mr. Richard LI Tzar-kai B 0.2 = - - - 0.2
Mr. Eric LI Fook-chuen RERE 0.3 - _ _ _ 03
Mr. Stephen Charles LI Kwok-sze  ZEIfTE 4 0.2 = - - - 02

Independent Non-executive

Directors BYFHTES
Mr. WONG Chung-hin =EBREE 03 - - - - 03
Dr. LEE Shau-kee FRERL 02 - - - - 02
Dr. Allan WONG Chi-yun EFfREL 03 - - - - 03
Mr. Winston LO Yau-lai BRERE 0.3 - - - _ 03
Mr. Thomas KWOK Ping-kwong PWIEE 03 - - - - 03
Mr. TAN Man-kou BRXREE 03 - - - - 03
Mr. Kenneth LO Chin-ming ERSRERL A 03 - - - - 03
4.1 12.5 20.6 15.4 1.1 53.7
Included in the above remuneration were share options granted to Executive FiE e B ERTESRIEAITHIES AR
Directors under the Bank’s Staff Share Option Schemes. The details of these FTEIER TRIRE - BRALSEY RGN
benefits in kind are disclosed under the paragraph “Information on Share Options” BFRREZGRESH[RREER | RRE
in the Report of the Directors and Note 35. PfEE35A ©
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FRIE B &t (&)

17.FIVE TOP-PAID EMPLOYEES S5&¥MESHES

2008 2007
HKS Mn B EET  HKS Mn B EERT

Salaries and other emoluments HeREMBE 21 19
Performance-related bonuses IR REEA 3 25
Share options RRRE 52 21
Pension contributions BREHN 2 2
78 67

The remuneration of the five top-paid employees is within the following bands: SEFMRENESNSEGELNT
2008 2007
Number of Number of
Employees Employees
BEAH EEAZ

HK$ &%

6,000,001 - 6,500,000

7,000,001 - 7,500,000 - 2
8,500,001 - 9,000,000 2 -
10,500,001 - 11,000,000 1 -
12,500,001 - 13,000,000 - 1
16,000,001 - 16,500,000 1 -
33,500,001 - 34,000,000 1 1
Included in the emoluments of the five top-paid employees were the emoluments SEF M= E S 215212 (20074F :2f7)
of 2 (2007: 2) Directors. Their respective directors’ emoluments have been included EE o MIHEFHE RER L6

in Note 16 above.
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18.SEGMENT REPORTING % EpsR

(a)

152  The Bank of East Asia, Limited Annual Report 2008

Segment information is presented in respect of the Group’s business or
geographical segments. Business segment information is chosen as the primary
reporting format because this is more relevant to the Group’s internal financial
reporting.

Business segments
The Group comprises the following main business segments:

Personal financial services include branch operations, personal Internet banking,
consumer finance, property loans, credit card business and private banking to
personal customers.

Corporate banking business includes corporate lending and loan syndication, asset
based lending, commercial lending, enterprise lending, securities lending, trust
services, mandatory provident fund business and corporate Internet banking.

Investment banking business includes treasury operations, securities broking and
dealing, and provision of internet security trading services.

Corporate services include company secretarial services, share registration and
business services, and offshore corporate and trust services.

Other businesses include bancassurance, insurance business and property-related
business.

Unallocated items mainly comprise the central management unit, bank premises,
and any items which cannot be reasonably allocated to specific business segments.

(a)

AEBREEBHR A D A RED #E
Ko AREB D BRY & AEE NI B E
KHEESRZ R - BULRA I EB D BE R
EAHETR -

EBDE
REBREUTEEXEB D

BAASRRBEBEATEE  EAEFHHE
|RIT OHBIEER - BBER - EARER
FARHE T EAR P R ARITR -

CERITEBRBELEEERRBER &
ERE  mEER- m%ﬁyx BHEBE
K ERERE  BREIERAESEBREEE

FHIRIRTT

BRERTEBEBEMEEE  EFFLLERE
B RREHBELEESEERY

CERBEEARARERY - RRELES
ZIRY - RBEFEEERIEFERS o

HEB RFRTRR - KB
BRARET

T M B A

%’ﬁ?éﬁﬂ’ﬂ%i%lﬁﬁfg’ﬂ%qﬂ%m ]
i AREAMREES TR ﬁﬂ%ﬁiiﬁ%“*
HYZETS




Notes on the Accounts (continued)
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2008
Personal
Financial ~ Corporate Investment  Corporate Inter-segment
Services Banking Banking Services Others Unallocated  elimination Consolidated
fAA AHEZ
SRR LERT RERT ERE Hety K28 REEH GEHBE
HKS Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HKS$ Mn HKS$ Mn
BYEEr A¥EEn  AMEEr E¥EEn  BMEEn  BMEEn  BYEER  A%EER
The Group £8
Net interest income/(expense) ERBMA/ (L) 1,686 5,046 (122) 2 181 - - 6,793
Other operating income/(expense) from JEESMRE P HIE
external customers &EWA /(L) 808 (156) (2,009) 815 146 60 - (336)
Inter-segment income AEEZRAMA - - - - - 213 (213) -
Operating income "EPA 2,494 4,890 (2,131) 817 327 213 (213) 6,457
Operating expenses mEsi (2,238) (2136) 431) (502) (276) (196) - (5,779)
Inter-segment expenses AHELRSZMN (165) (24) (12) - (2) (10) 213 -
Operating profit/(loss) before ABEERKZ
impairment losses T/ (B1R) 91 2,730 (2,574) 315 49 67 - 678
(Charge for)Write back of impairment
losses on loans and advances BRRERL () /B (128) (822) - (10) 2 - - (558)
Write back of impairment losses on
bank premises HERERKEE - - - - - 6 - 6
Impairment losses on available-for-sale A HESREE »
financial assets, held-to-maturity BERISREREE
investments and associates NAIZRERX - - (263) - (133) - - (396)
Operating (loss)/profit after impairment 2 HI&H{ERR %2
losses B (E8)/RH (37) 2,308 (2.837) 305 (82) 7B - (270)
Profit/(Loss) on sale of fixed assets, HERTEE e
avalable-for-sale financial assets, ERAE REIH
held-to-maturity investments and REARNBAR/HE
subsidiaries/assaciates NRZER/ (BE) 1 ) 230 - 9) 179 - 393
Valuation losses on investment properties E{ZRANEEE - - - - (168) - - (168)
Share of profits less losses of associates  [E(EE S RlE RIS E 5) 167 17 - (127) 1 - 53
(Loss)/Profit before taxation KA (E8) /851 (41) 2,467 (2,590) 305 (386) 253 - 8
Depreciation for the year EERTE (169) (116) 37) (17) (10) (88) - (437)
Segment assets PHBE 54,254 178,015 155,371 3,400 5,506 - - 396,546
Investments in associates BANARE Y] 2,126 113 - 204 1 - 2,486
Unallocated assets ABEE - - - - - 16,222 - 16,222
Total assets BELEE 54,296 180,141 155,484 3,400 5710 16,223 - 415,254
Segment liabilities NUBE 173,515 153,810 36,146 119 3254 - - 366,844
Unallocated liabilities AOBAE - - - - - 4,889 - 4,889
Loan capital EEER - - - - - 11,036 - 11,036
Total liabilities AR 173,515 153,810 36,146 119 3,254 15,925 - 382,769
Capital expenditure incurred
during the year ERNEARR 105 366 397 n 8 1,667 - 2,615
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18.SEGMENT REPORTING (continued) 9 ZPIRE (@)

(a) Business segments (continued) (a) XHBHE(E)
2007
Personal
Financial Corporate  Investment Corporate Inter-segment
Services Banking Banking Services Others  Unallocated  elimination ~ Consolidated
BA PR

SRRE BT RERT ERE Hiy FHE RGHEH e
HKS Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET A¥EEr ABEEr  A%EEr  A¥EEr  BMEEn  B%ESn  A%EER

The Group %8
Net interest income/(expense) EREMA/ () 1,996 2,970 980 1 31 (1) - 5,977
Other operating income from RENRERH

external customers HAEEWA 1,056 446 308 759 239 29 - 2,837
Inter-segment income DEEZZHWA == = _ = = = - 18 (%) -
Operating income FEWA 3,052 3416 1,288 760 270 186 (158) 8,814
Operating expenses RS (1,898) (1,327) (570) (441) (222) (233) - (4,691)
Inter-segment expenses PHBRHZM () ) @) = | @ 6) 18 -
Operating profit/(loss) before FABRERLZ

impairment losses mEEH/ (Bi8) 1,028 2,072 il 319 4 (53) - 4123
(Charge for)/Write back of impairment

losses on loans and advances BARERA(ZH) /R 43) (172) - () 4 - - (216)
Write back of impairment losses on

bank premises HbRER LB - - = = = 132 - 132
Impairment losses on available-for-sale  FIEHESREE -

financial assets, held-to-maturity BEIBREREE

investments and associates DEIREEX = = (311) = = = - (311)

Operating profit after impairment losses B I R4 14

S 985 1,900 400 314 50 79 - 3,728

Profit/(loss) on sale of fixed assets, HERTEE  AitHE

available-for-sale financial assets, CRAE  HEHH

held-to-maturity investments and NNV

subsidiaries/assaciates NAZER/ (BiB) - - 1,073 - - 1) = 1,072
Valuation gains on investment properties 11t & &7 - - - - 293 - = 293
Share of profits less losses of associates ~ FE(5ES S\ lE FIFEE 3 U = 3 = = 2
Profit before taxation BRATRA 988 1,934 1,525 314 346 78 - 5,185
Depreciation for the year FERITE (128) (74) (26) (14) 8) (76) - (326)
Segment assets PHEE 56,901 159,796 151,171 1,106 8,218 1,014 - 378,206
Investments in associates NG 55 2,261 133 = 343 1 = 2,793
Unallocated assets AEEE = = = = = - a0 - 12980
Total assets BEESE 56,956 162,057 151,304 1,106 8,561 13,995 - 393,979
Segment liabilities HHEE 171,181 114,690 55,647 126 2,671 - - 344321
Unallocated liabilities ANEEE - - - - - 5,560 - 5,560
Loan capital BEEX = = = = = - Mgk - 13652
Total liabilties BEAE 171,181 114,690 55,647 126 2,677 19,212 - 363,533
Capital expenditure incurred

during the year FERERES 48 400 226 56 17 445 - 1,192
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Notes on the Accounts (continued)
BRIEHZE (4E)

(b) HEDE
RED B ENEREMNBARNEER
BAREE - AMATME @ IREERS
REIBEEANRZ DITHE T AR o

(b) Geographical Segments
The information concerning geographical analysis has been classified by the
location of the principal operations of the subsidiaries, or in the case of the Bank
itself, by the location of the branches of the Bank responsible for reporting the
results or booking the assets.

2008
People’s Other Inter-
Republic of Asian segment
Hong Kong China Countries Others  elimination Consolidated
HE Hit 2EEZ
&R  ARANE 0 [EES Hity REEH FEAE
HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥EAET O EWEERR  A%EER B¥EER  EMBEER  E¥EER
The Group £8
Operating income BERA 2,962 3,447 525 492 (969) 6,457
Profit/(loss) before taxation BHAET/ (BE) (1,876) 1,484 381 19 - 8
Total assets BELS 284,089 141,012 18,735 28,946 (57,528) 415,254
Total liabilities BEEE 255,882 129,123 15,778 24,372 (42,386) 382,769
Contingent liabilities
and commitments HRE BN 53,162 15,944 3,818 3,244 - 76,168
Capital expenditure
during the year FENEARR a7 2,028 70 40 - 2,615
2007
People’s Other Inter-
Republic of Asian segment
Hong Kong China Countries Others glimination  Consolidated
hi Hits PR
BE  ARHAREA THER Hity RXHHEH FREE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
B¥RET BNesr  A¥EEr  A%EER  BBAER  B¥ARER
The Group £H
Operating income LA 5,938 2,391 446 578 (539) 8,814
Profit before taxation AR AR A 3,568 1,227 229 161 - 5,185
Total assets BERH 288,115 111,711 19,472 29,968 (55,287) 393,979
Total liabilities aELH 261,012 101,516 16,609 26,037 (41,641) 363,533
Contingent liabilities
and commitments FARBBRARE 52,063 14,431 7,045 5,197 - 78,736
Capital expenditure
during the year FEREARY 250 617 238 87 - 1,192
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19.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (NOTE 42(c))
RERERTNE S BBEBHNE T (FHEE42(c)

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn B¥EET HKSMnBEEETL HKSMnB¥EET HKSMn BEEET

Cash in hand He 1,083 824 698 632
Balances with central banks FERRIBTHER 17,911 10,605 167 129

Balances with banks and TERATME
other financial institutions SRMEN ST 9,111 6,424 3,987 2,372
28,105 17,853 4,852 3,133

20.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS
ERITRAMESBMEBNER

The Group £ The Bank 817
2008 2007 2008 2007
HKS Mn BBEET HKSMnBEEEL HKSMnB¥EERL  HKSMn BEEET

Placements with banks and TESRTT R & B
authorised institutions RFER 96,458 92,930 92,735 82,967
Placements with other
financial institutions FEEMEBEENTER 116 1,774 - 156
96,574 94,704 92,735 83,123
Maturing | ERERR
- within one month —-1EAR 46,714 65,361 43,009 56,569
— between one month and one year ~ —11EAZ1ER 49,860 29,343 49,726 26,554
96,574 94,704 92,735 83,123
21.TRADE BILLS B Z =i
The Group £E The Bank 17
2008 2007 2008 2007

HKS Mn 88 EET HKSMnBEEET HKSMnBEEET HKSMnAEEET

Gross trade bills BH5EBEE 1,164 812 521 470
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22.TRADING ASSETS R 5 HAREE

The Group £ The Bank 817
2008 2007 2008 2007
HKS Mn BB EET HKSMnBEEET HKS Mn B¥EERL  HKSMn BEEET

Treasury bills (including HEEH
Exchange Fund Bills) (BIEINEESER) 400 1,195 400 1,195
Debt securities ERES 126 18 126 18
Equity securities fRinE& 989 1,808 949 1,744
Investment funds REES 188 274 188 274
Trading securities RHBBES 1,703 3,295 1,663 3,231
Positive fair values of derivatives THETEMEATE
(Note 41(b)) (HizE 41(0)) 1,734 1,552 1,251 1,390
3,437 4,847 2,914 4,621
Issued by: BT
Central governments and
central banks R RIRTT 400 1,195 400 1,195
Public sector entities DNEHE 13 19 13 19
Banks and other financial
institutions ROTRE S RIKE 443 546 433 533
Corporate entities TrEER 840 1,524 810 1,473
Other entities HiEeE 7 11 7 11
1,703 3,295 1,663 3,231
Analysed by place of listing: REmiEA :
Listed in Hong Kong EEB LM 825 1,627 785 1,563
Listed outside Hong Kong ERBAINYE Ei 294 211 294 211
1,119 1,838 1,079 1,774
Unlisted FEH 584 1,457 584 1,457
1,703 3,295 1,663 3,231
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Notes on the Accounts (continued)

IR a2 (&)

23.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
EERBRESRURRAFEENEHEE

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn B¥EERT HKSMn BB EET HKSMn B EERT HSMnEEEET

Certificates of deposit held BENEDE - 50 - 50
Debt securities EEA 4,130 8,608 4,114 8,591
4,130 8,658 4,114 8,641
Issued by: BT
Public sector entities N 142 184 142 184
Banks and other financial
institutions RITREM S RIHE 1,642 1,09 1,634 1,087
Corporate entities TEEE 2,346 7,378 2,338 7,370
4,130 8,658 4114 8,641
Analysed by place of listing: R EmiRA
Listed in Hong Kong EBEB LM 1,325 1,755 1,325 1,755
Listed outside Hong Kong HEERBIMEE £ 1,178 79 1,161 779
2,503 2,551 2,486 2,534
Unlisted ¥Em 1,627 6,107 1,628 6,107
4,130 8,658 4114 8,641
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Notes on the Accounts (continued)
BRIEHZE (4E)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EFE&XR K EHMAERE

(@) Advances to customers and other accounts (a) EFERRHMERE
The Group £8 The Bank #17
2008 2007 2008 2007

HKS Mn 88 EET HKSMn A% EET HKSMnBEEET HKSMnAEEET

(i) Advances to customers EFER 230,339 218,184 131,123 134,858
Less: Impairment allowances B OREER
~ Individual —{&gI (523) (264) (438) (79)
- Collective —BE (521) (433) (392) (332)
229,295 217,487 130,293 134,447
(iiy  Other accounts HibiRIE
Advances to banks and
other financial institutions* RITREM S RBEE R 850 2,008 205 209
Notes and bonds B 129 262 125 258
Certificates of deposit held FENERE 39 39 39 39
Accrued interest FEETAIE 1,863 1,912 1,119 1,414
Bankers acceptances RITRLER 2,989 1,426 272 309
Other accounts HiARTE 8,592 8,637 6,587 5,016
14,462 14,284 8,347 7,245
Less: Impairment allowances  : REER
— Individual —{&ER! (23) (25) - =
— Collective -BE (9) (6) - -
14,430 14,253 8,347 7,245
243,725 231,740 138,640 141,692
*  The above advances to banks and other financial institutions include:- * DRI REMSBEEEREE
Receivables from reverse repurchase agreements under which the Group obtains securities R D8 8 < MRS - IRIEZ i A 5
on terms which permit it to re-pledge or resell securities to others in the absence of BRI &SRS RMKIGREREENZERT
default. At 31st December, 2008, the fair value of financial assets accepted as collateral AIBEKAREEFSF T HMAL - R20085F
that the Group is permitted to sell or re-pledge under such terms is HK$155 million (2007: 128318 @ RIBZIGEHAEE A H S BE
HK$1,275 million). W RAEE 2 A FEE AA#155,000,000

7t(20074F : #%1,275,000,0007T) ©
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Notes on the Accounts (continued)
FRIE B it (4E)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(b) Impairment allowances against advances and other accounts for 2008 (b) 2008F & F R HAbARIE 2 B{E%EMR
The Group%
Advances to customers Other Accounts Total
EFEX HitfRE %
Individual Collective Individual Collective Individual Collective
] e &3l 2R 18Rl e
HKS$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn HK$ Mn

BREAErT EREREx  EREER  EWEER  AWEER  BWEER

At 1st January R1A1R 264 433 25 6 289 439
New provisions charged to BRIRAE S
profit and loss account G
(Note 10) (Ffi=£10) 583 183 13 - 596 183
Net provisions released back to BEEERN
profit and loss account EETE
(Note 10) (FizE10) (204) - (5) - (209) -
Amounts written off bt (245) (96) (10) - (255) (96)
Recoveries (Note 10) Yr el (BizE10) 140 - - - 140 -
Additions through acquisition EAMRBARN
of subsidiaries b - - - 3 - 3
Effect of discounting HEITNEE
(Note 3) GiE=) (12) - - - (12) -
Exchange adjustments 0 5 % (3) 1 - - (3) 1
At 31st December M12A31H 523 521 23 9 546 530
The Bank$R 1T
Advances to customers Other Accounts Total
EFEX HitdRE ot
Individual Collective Individual Collective Individual Collective
i it ] &R 2R &5l 2
HKS$ Mn HKS$ Mn HKS Mn HKS Mn HKS Mn HKS$ Mn

BREEx BMEEx AWEAx  A¥EEx  B¥%EEx  EWAEER

At 1st January ®1A1R 79 332 - - 79 332
New provisions charged to B RAX e

profit and loss account % 460 149 6 - 466 149
Net provisions released back to BEEERN

profit and loss account pidrepnek (153) - - - (153) -
Amounts written off Gk (50) (87) (6) - (56) (87)
Recoveries Yrlelz8 115 - - - 115 -
Effect of discounting STENNRE (10) - - - (10) -
Exchange adjustments R 3) @) - - 3) @)
At 31st December R12A318 438 392 - - 438 392
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Notes on the Accounts (continued)

FRIE B &t (&)

(b) Impairment allowances against advances and other accounts for 2007 (b) 2007F &R HEALRRIE 2 BEER
The Group&£ &
Advances to customers Other Accounts Total
BFER HiiRIE et
Individual Collective Individual Collective Individual Collective
&R i &5l 2 e B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEEL  B%EER  A%AER  A%EEr  E¥EET  BBEER

At 1st January R1A18 254 444 26 8 280 452
New provisions charged to BRIRAS S
profit and loss account HEE
(Note 10) (FfiEE10) 336 68 10 - 346 68
Net provisions released back to AEBRRA
profit and loss account EEFE
(Note 10) (FizE10) (183) - 4) (3) (187) @)
Amounts written off b6k (246) (87) (8) - (254) (87)
Recoveries (Note 10) b EkECGEI) 107 - - - 107 -
Additions through acquisition BAKE R R
of subsidiaries ®E - - - 1 - 1
Effect of discounting HENYE
(Note 3) (FizE3) ®) - - - 8) =
Exchange adjustments 0 5F 4 8 1 - 5 8
At 31st December R12A31H 264 433 25 6 289 439
The Bank$R47
Advances to customers Other Accounts Total
BFER HAhARIE FaE
Individual Collective Individual Collective Individual Collective
1R 2 &1 2 (e 2
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEEL  EKEER  ANABR  A%BEx  E¥BERT BEEER

At 1st January ®1A1R 160 432 - - 160 432
New provisions charged to BRARAS S

profit and loss account e 251 102 - - 251 102
Net provisions released back to AEBRIRA

profit and loss account KT (153) = = = (153) =
Amounts written off b6k (241) (84) = = (241) (84)
Recoveries ek 80 - - - 80 -
Transfer to The Bank of B ARDRIT

East Asia (China) Limited (FE)BERAF (17) (122) - - (17) (122)
Effect of discounting SERRNFE (5) - - - (5) -
Exchange adjustments [ 5 9% 4 4 - - 4
At 31st December R12A318 79 332 - - 79 332
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Notes on the Accounts (continued)

IR a2 (&)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(c) Advances to customers — by industry sectors () BEFEXR-RTX2E
The analysis of gross advances to customers and the percentage of secured ROESBNEFPERERREGERERD
advances by industry sector is based on the categories and definitions used by the AN ERREBCREEBAEKANER
Hong Kong Monetary Authority. FEZ o
2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
BEREHH ‘ HEREHH
EXAH Bat S A7t
HKS Mn BB EE T % BA%E HK$ Mn BEEETT % BHX%
The Group £8
Loans for use in Hong Kong EEEFERNER
Industrial, commercial and financial ITEEHE
— Property development —MEER 8,855 61.25 9,080 66.41
- Property investment —ERE 27,431 86.88 26,023 87.04
- Financial concerns — SRt 2,542 69.94 1,932 76.71
— Stockbrokers —RELLR 550 99.75 659 99.60
— Wholesale and retail trade —HEETER 2,405 64.60 1,469 50.12
- Manufacturing —BUng 2,055 52.54 1,934 4835
— Transport and transport
equipment — BRI E R 3,642 74.80 4,345 70.36
— Recreational activities —JREEE) 285 91.1 285 90.81
- Information technology — &R 4 49.13 5 38.89
- Others —Hff 9,954 71.52 9,673 72.40
- Sub-total —/Net 57,723 76.78 55,405 77.27
Individuals A
— Loans for the purchase of
flats in the Home Ownership -EBE(EEREEHE
Scheme, Private Sector [AAZREEREIR
Participation Scheme and [HEEEHERE]
Tenants Purchase Scheme BFEHER 1,318 100.00 1,041 100.00
- Loans for the purchase of
other residential properties ~BEEMEENENER 24,297 99.74 36,245 99.68
— Credit card advances —EARER 2,997 0.00 2,619 0.00
- Others —Hit 6,553 74.35 5,450 70.57
— Sub-total — /it 35,165 86.52 45,355 90.43
Total loans for use in Hong Kong EERAERNER @GR 92,888 80.47 100,760 83.20
Trade finance ZoRE 2,905 59.03 3714 57.09
Loans for use outside Hong Kong* HEEBIAIME R & 134,546 76.56 113,710 72.67
Total advances to customers EFEREH 230,339 71.91 218,184 71.27
*  Loans for use outside Hong Kong includes the following loans for use in the PRC. * EEBMMERNEREEATETEAR
HANE A EK
2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
E}E#E’inﬂﬁ ‘ HEREHH
EXAT Bz A7t
HKSMn BB EE T % Eﬁ$ HK$Mn BB E ST % BH%
Property development MR 14,351 78.64 11,399 72.07
Property investment MERE 24,215 87.95 22,049 92.58
Wholesale and retail trade HERTER 19,021 88.93 11,276 84.46
Manufacturing LR 9,547 63.58 7,418 47.35
Others Hi 31,906 69.99 27,173 59.45
99,040 78.66 79,315 72.90
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Notes on the Accounts (continued)

BRIER (4

2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
ﬁﬁ#ﬁw‘ﬂ } BEAERN
EXeE ENEE Aot
HKS Mn B¥EE T % Eﬁ$ HKS Mn BEE ST % BHX
The Bank
Loans for use in Hong Kong E?,ﬁﬁﬁﬁ HER
Industrial, commercial and financial IEcr
- Property development —MEER 8,844 61.32 8,967 67.25
~ Property investment —WERE 27,345 86.84 25,939 87.00
- Financial concerns —-SRbE 2,542 69.95 1,931 76.73
~ Stockbrokers —RELL 550 99.75 659 99.60
— Wholesale and retail trade —BEETERX 2,353 63.82 1,457 49.72
— Manufacturing —SUE% 2,055 52.54 1,935 4835
- Transport and transport
equipment —BREEERE 3,642 74.80 4,345 70.36
~ Recreational activities —IREEE) 285 91.11 285 90.81
~ Information technology — BB 4 49.13 5 38.89
- Others —H 9,830 71.16 9,454 71.76
- Sub-total — N5 57,450 76.69 54,977 77.30
Individuals A
- Loans for the purchase of
flats in the Home Ownership -BEIREREREHE]
Scheme, Private Sector [LAZEBERE:EIR
Participation Scheme and [AEERERE
Tenants Purchase Scheme BFMER 1,318 100.00 1,041 100.00
~ Loans for the purchase of
other residential properties —-BEHEMETENENER 24,273 99.75 36,220 99.68
- Credit card advances —-EARER 2,997 0.00 2,619 0.00
- Others —Hfth 6,147 74.92 5,318 71.35
- Sub-total —/Net 34,735 86.76 45,198 90.58
Total loans for use in Hong Kong EEAERNER AR 92,185 80.49 100,175 83.29
Trade finance ZomE 2,684 58.87 3,353 54.92
Loans for use outside Hong Kong* TERBLNIMERREF* 36,254 57.35 31,330 58.35
Total advances to customers EEEF®E 131,123 73.65 134,858 76.79
*  Loans for use outside Hong Kong includes the following loans for use in the PRC. * EEBMEBHERBEUTEFEAR
HEMBEFEREERK -
2008 2007
% of % of
Gross secured Gross secured
Advances advances Advances advances
ﬁﬁ#ﬁﬂﬂ'] HHERERD
ERam EaE Epd
HKS Mn % EE T % Eﬁ% HK$ Mn BEHETT % B %
Property development MR 2,310 0.00 1,381 9.95
Property investment MERE 951 98.95 824 96.36
Wholesale and retail trade HERTEZ 12 99.97 - 0.00
Manufacturing B EES 1,878 74.86 672 13.92
Others Hith 2,733 8.17 1,870 0.00
7,884 32.75 4,747 21.59
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Notes on the Accounts (continued)

IR a2 (&)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(c) Advances to customers — by industry sectors (continued) () BFER-—RITEIEE)
Individually impaired loans, as well as relevant information, in respect of industry NTRAESBAEEFERBEEED 2+
sectors which constitute 10% or more of total advances to customers are as A EREFH - BERRENER - @5
follows: REBREEHNT
The Group £E The Bank 17
2008 2007 2008 2007
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER BEEET BEEER BEEET
(i) Property development () PEZE
a.  Individually impaired loans a. CEBRENER 207 305 m 181
b.  Individual impairment
allowance b. {ERIREERE 8 90 2 -
¢ Collective impairment
allowance « BEREEE 36 35 20 23
d.  Provision charged to d. RERIRZH
profit and loss HEE
— individual impairment loss S IHIEEES 2 - 2 -
- collective impairment loss —REEREEL 12 12 7 8
e Written off e. Wi 84 - - -
(i) Property investment (i) MERE
a.  Individually impaired loans a. CEBRENHER 145 23 6 13
b.  Individual impairment
allowance b. {ERIREERE 29 - - -
¢.  Collective impairment
allowance « BEREEE 9% 89 62 59
d.  Provision charged to d. RERIRZH
profit and loss HEE
~ individual impairment loss i GVERER ES 29 - - -
- collective impairment loss —HEHERL 24 27 16 20
e Written off e s - = - =
(iii) Loans for purchase of (i) BEEMEENENER
residential properties
a.  Individually impaired loans a. BERIREMER 117 189 108 166
b.  Individual impairment
allowance b. ERIREER 2 6 2 6
¢ Collective impairment
allowance « BEREEE 30 25 21 18
d. Provision charged to profitand ~ d.  RIEZEX
loss HER
- individual impairment loss — BRI EEL 5 7 5 7
— collective impairment loss - BRRHERE 6 3 3 -
e.  Written off e. Mgy 3 6 3 6
(iv) Wholesale and retail trade (v) HEETEF
a. Individually impaired loans a. BERIREMER 22 112 181 9%6
b.  Individual impairment
allowance b. ERIBEEE 129 24 120 24
¢ Collective impairment
allowance « BEREEE 48 27 24 14
d. Provision charged to profitand ~ d.  AEZIEZ
loss R
- individual impairment loss — BRI EEL 133 39 116 37
— collective impairment loss - BEHERE 21 11 12 3
e.  Written off e. Mgy 4 8 4 6
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Notes on the Accounts (continued)
BRIEHZE (4E)

(d) EFER-ZEEHSE
BEPERABRERIEANSE - 2RE
RSEFHMEL  YEARBERREREA
= —KME  BREERNERESTIER
SEFRAEMMBERN — TR - RxlERE
RBITHREKIRITHBINDIT - MARIRTT
B AR =R BE N0 IFRRIN 2 5 S FHOFTAED »
RERRSH —(ARREEIE—ERR -

(d) Advances to customers — by geographical areas
The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general, such
transfer of risk takes place if the claims are guaranteed by a party in a country
which is different from that of the counterparty or if the claims are on an overseas
branch of a bank whose head office is located in another country.

The Group £8
2008
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BHI3MEA
EFEX BEW HEEF EBIRE EREE
“m EFER EX £ £
HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn
AYEET AEEET BEEET BERET BERET
Hong Kong Bt 112,038 207 642 267 278
People’s Republic of China HE ARAAE 85,741 242 454 78 115
Other Asian Countries HbTMBIR 10,798 159 246 168 103
Others =) 212 5 244 0 25
Total FEkE 230,339 633 1,586 523 521
% of total advances to EEEETEEN
customers ANt 0.69%
Market value of security
held against impaired REE R
advances to customers HRmmE 3,769
The Group £
2007
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BEE3(E A
REER VA LAY RER ERRE BERE
o EFER &0 P %A
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEBET BERET BERET BEEET
Hong Kong 0 123,539 296 622 148 265
People’s Republic of China HEAREANE 62,518 114 334 87 84
Other Asian Countries HibmMER 10,340 57 90 28 60
Others Hits 28 o 9% o 24
Total FEES] 218,184 468 1,242 264 433
% of total advances to ERFERGRER
customers BAL 0.57%
Market value of security
held against impaired HEER
advances to customers HRmmE 3,647
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Notes on the Accounts (continued)

IR a2 (&)

24.ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (continued) &FF B Kk HE RIS (@)

(d) Advances to customers — by geographical areas (continued)

(d) EFER-REHDEE#E)

The Bank 47
2008
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
RE3MEA
EFER M E# HEEF {EBIR{E BEAE
fam EFEX &7 £ £
HKS Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn
BYRET BERET BERET BERET BERET
Hong Kong 0 93,211 169 556 232 248
People’s Republic of China HEARHAE 14,271 95 280 36 26
Other Asian Countries HbTMBIR 9,856 159 246 168 102
Others it o _w13mwes “ 192 2 16
Total A 131,123 437 1,274 438 392
% of total advances to EEFETEEN
customers ANt 0.97%
Market value of security
held against impaired HEER
advances to customers KHERME 2,168
The Bank 81T
2007
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
@E3(EA
REER Wl RERP {ERIRE BERE
o BEER - £ %fE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET BERET BERET BEEET BEARET
Hong Kong a5 104,082 206 442 50 237
People’s Republic of China FE AR AME 8,521 2 189 1 23
Other Asian Countries EHaMExR 9,511 56 89 28 60
Others Hity Y 2L = v = ______ 12
Total kel 134,858 264 897 79 332
% of total advances to ERFPEREER
customers ANt 0.67%
Market value of security
held against impaired AEER
advances to customers HERME 2,282
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Notes on the Accounts (continued)
BRIEHZE (4E)

Impaired loans and advances are individually assessed loans with objective evidence BB B TR M BI H 3R % B (B 8 4R T ZE (8 B
of impairment on an individual basis. The above information by countries or FAENER - A FERERKEHSENHE
geographical areas is derived according to the location of the counterparties after # o RIBER 5 EF eI B B R ER
taking into account any transfer of risk. B E & o
There were no impaired advances to banks and other financial institutions as at 72008412 A31H k2007412 A31H - iR
31st December, 2008 and 31st December, 2007, nor were there any individual TREM S REENERRTEREERK
impairment allowances made for them on these two dates. TMER ZEE IR B AR IREEMS -

(e) Advances to customers — Net investment in finance leases () BEFEXN—MEHENFRERE
Advances to customers include net investment in equipment leased under finance BEFERBEAREHERNE L HRME -
leases. The total minimum lease payments receivable under finance leases and their REMEESERNZEHRENREE &
present values at the year end are as follows: HREWT -

The Group and The Bank £E R 1T

2008 2007
Present Interest Present Interest
value of income Total value of income Total
the minimum relating minimum  the minimum relating minimum
lease to future lease lease to future lease
payments periods payments payments periods payments

RIEAE HERR REEE RIEHE HRBIARA REHE
ARRE FSWA DEEE FHHRE MBHA s
HK$ Mn HKS Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEET E%EAx  EWEEx  AREEn B¥asn  AKEER

Amounts receivable: FEIRRAA -
Within one year 1EAR 1,280 152 1,432 1,087 202 1,289
After one year but

within five years 1E LB Z5ER 1,512 206 1,718 1,434 401 1,835
After five years SEDAE 1,468 246 1,714 1,900 632 2,532

4,260 604 4,864 4,421 1,235 5,656
Less: Individual impairment
allowances  : ERIREER (21) (4)

Net investment in

finance leases BERENFIRER 4,239 4,417
The net investment in finance leases is carried on the balance sheet as a receivable. MERENFREFHRIEERUBRTARE
No accrual is made for the interest income relating to future periods. BEXR  EXER RIS HEA
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Notes on the Accounts (continued)

IR a2 (&)

25.AVAILABLE-FOR-SALE FINANCIAL ASSETS TmItHESREE

The Group £ The Bank 817
2008 2007 2008 2007
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEERL AEREL BEEERL AEHET
Treasury bills (including BEES
Exchange Fund Bills) (BIEINEESER) 10,391 2,869 4,558 2,838
Certificates of deposit held BENGERE 762 807 508 766
Debt securities ERER 6,398 6,797 5,210 5,682
Equity securities R EH 899 1,602 611 1,248
Investment funds REES 110 142 98 74
18,560 12,217 10,985 10,608
Issued by: BATHES
Central governments and
central banks R RBT A R ER 1T 10,419 2,914 4,558 2,858
Public sector entities NERE 231 2,337 126 2,297
Banks and other financial
institutions RITREAM S Rt 5,773 4,076 4,759 3616
Corporate entities ¥R 2,027 2,586 1,444 1,601
Other entities HinEfe 110 304 98 236
18,560 12,217 10,985 10,608
Analysed by place of listing: B EmiRA
Listed in Hong Kong EBEB LM 397 1,025 197 760
Listed outside Hong Kong EBBAINGE £ 9,329 2,548 2,619 1,619
9,726 3,573 2,816 2,379
Unlisted JEET 8,834 8,644 8,169 8,229
18,560 12,217 10,985 10,608
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Notes on the Accounts (continued)
BRIEHZE (4E)

26.HELD-TO-MATURITY INVESTMENTS & ZZ|HIRE

The Group £ The Bank 817
2008 2007 2008 2007
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL AEEET BEEEL BEAEET
Treasury bills (including Exchange BEEE
Fund Bills) (RIENEELEZR) 180 67 180 67
Certificates of deposit held FENERE 1,717 1,625 1,056 702
Debt securities EsEs 326 9Im 2189 8,046
5113 10,803 3,425 8,815
Less: Impairment allowances W OREER . wopn @4 (@07 (42)
_______ 3006 | ___ 10701 ____338 873 _
Issued by: BITHEE
Central governments and
central banks AR RFIT 243 5,411 239 5,407
Public sector entities NEHE 318 664 231 544
Banks and other financial
institutions PITREM S RIS 3,344 3,507 2,117 2,051
Corporate entities txEE 100 1179 B m -
5,006 10,761 3,318 8,773
Analysed by place of listing: REmEA :
Listed in Hong Kong EBB LM 287 194 268 174
Listed outside Hong Kong ERESMEEET 1863 2129 1477 16%
2,150 2,323 1,745 1,870
Unlisted #ts 285% 8438 1573 6,903
5,006 10,761 3,318 8,773
Market value: TiE:
Listed securities EoEE 2,028 2,330 1,640 1,882
Unlisted securities FrmEx 2870 8463 159 6914
4,898 10,793 3,209 8,796
Movement of impairment allowances B &
The Group £E The Bank 17
2008 2007 2008 2007
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEER BEBET BEEER BERET
At 1st January MA1R 42 - a2 -
Charge for the year FENZH 44 4 a4 4
Exchange and other adjustments 0 3, R L fth 32 ... -
At 31st December ®12A318 107 4 107 4

RERITHERAA
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Notes on the Accounts (continued)

IR a2 (&)

27.INVESTMENTS IN SUBSIDIARIES B A R&RE

The Bank 17
2008 2007
HKS Mn 88 EHERT  HKSMn B EET

Unlisted shares, at cost
Less: impairment allowances

MR (RE)
B OREZER

11,906 10,774
(233) (170)
11,673 10,604

The following list contains only the particulars of subsidiaries which principally
affected the results, assets or liabilities of the Group. The class of shares held is

ordinary.

NTHERBEAREENEE BEXA
BEEAFENNEBAR - HERNHBER
Bedn o

Details of these companies are as follows:— IEERRINFBAT
Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERAT AEH
AR BB EMREELEE ERTRAZRE Frib R FribfEm EBHE
Bank of East Asia (Trustees) Hong Kong HK$%%150,000,0007T 100% Trustee
Limited 8 EREARTS
RERITUSFE)BRAF
BEA Life Limited Hong Kong HK$/%#5500,000,0007T 100% Life insurance
ROAFRBERAA B AE
BEA Pacific Asia Limited Hong Kong US$13,000,000% 7T 100% Investment holding
BB AR
BEA Pacific Holding Bermuda HK$75%510,0007T 100% Investment holding
Company Limited BRE AR
Blue Cross (Asia—Pacific) Hong Kong HK$%#750,000,0007T 100% Insurance
Insurance Limited BB R
ETF(BR)REBERAR
BEA Union Investment Hong Kong HK$7%%510,000,0007T 51% Asset management
Management Limited B BEEE
R LR BB AR AR
Carribean Corporate Barbados BDSEEEE % H7$2,0007T 60.49%  Corporate secretarial
Services Ltd. EEZi and accounting services
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Notes on the Accounts (continued)
BRIEHZE (4E)

Place of
incorporation Issued and % Held by
Name of company and operation paid-up capital The Bank  The Group Nature of business
ARERAT TEE
AR ERE EMREELEYE ERTRAZRE FritfEss FritfEm  EBME
Credit Gain Finance Hong Kong HK$ 817 100% Money lenders
Company Limited BB BERA
BEMBAERAT
East Asia Financial BVI US$24,096,0003 T 100% Investment holding
Services (BVI) Ltd. HBRLHS B
East Asia Futures Limited ~ Hong Kong HK$/%#7,000,0007T 100% Futures and
REMERRAF B options trading
HERBEEER
*East Asia Holding US.A. US$5% 7t 100% Bank holding company
Company, Inc. e RITIEAR A A
East Asia Indonesian Seychelles US$100,0003< 7T 100% Investment holding
Holdings Limited EER AR
East Asia Investments BVI HK$/%%186,038,7257T 100% Investment holding
Holdings (BVI) Ltd. RBELAS TE R
*East Asia Properties U.S.A. US$53&TT 100% Property holding
(US), Inc. ESE MERH
East Asia Secretaries BVI HK$/%#%300,000,0007T 75.6% Investment holding
(BVI) Limited EBETES RE AR
East Asia Securities Hong Kong HK$##25,000,0007T 100% Securities broking
Company Limited B BHEE
REBHARAF
East Asia Strategic BVI US$50,000,000% T 100% Investment holding
Holdings Limited RERIHE AR
Flowery World Corporation BVI US$13E7T 75.6% Holding company
KBRS ZERAF]
PFA Malaysia Sdn. Bhd. Malaysia RM 5 #5750,0007T 60.49%  Secretarial, finance &
Bk accounting services,

RERITHERAA

and human resource
consulting services
wE -~ sk
SRR - R
AFEREAIRS

2008 F ]}
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Notes on the Accounts (continued)

IR a2 (&)

27.INVESTMENTS IN SUBSIDIARIES (continued) i B 2 B%& (&)

Place of
incorporation
and operation

Issued and
paid-up capital

% Held by
The Bank  The Group Nature of business

FRAT FEE

Name of company

AT EBE HMREEME BRTRBERE Frit e FritfEm  EBME

The Bank of East Asia Canada C$/n#58,000,0007T 100% Banking services
(Canada) mEx RITARTS

MEARREIRTT

The Bank of East Asia PRC RMB¥ A £ #8,000,000,0007T 100% Banking and related

(China) Limited (Note 1) A1 A R F1E financial services
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RGRIT(REDARAF R1T AR RART
(BftEE1)
*The Bank of East Asia U.S.A. US$4,500% 7T 100% Banking
(US.A) N.A. e 1T
*EBI R R ERTT
Tricor Consultancy (Beijing) PRC US$1,850,0003 7T 75.6% Business consultancy
Limited (Note 1) FREE A REFE in China
Rap 2 =R A (AER) FlREEE S
AR AR (FFFET)
Tricor Holdings Limited BVI US$7,001%7T 75.6% Investment holding
KBRS REZER
Tricor Investor Services Hong Kong HK$& #2757 75.6% Investor services
Limited B K& E RS
BEESFELARAR
Tricor Services Limited Hong Kong HK$ & #2577 75.6% Business, corporate and
PEEXRBERAA B investor services
g~ BER
REE RS
Tricor Singapore Pte. Ltd.  Singapore S$ET AN 5 100,0007T 75.6% Business management
s and consultancy
services, and
employment agency
P B IR N s RS
MR AR
Vitaway (Mauritius) Limited Mauritius US$13E7T 75.6% Regional treasurer
EEEA @ 7]




Notes on the Accounts (continued)

FRIE B &t (&)

Notes:

1. Represents a wholly foreign owned enterprise.

1. EREHEEIARE-

2. BVl denotes the British Virgin Islands and PRC denotes the People’s Republic of China.

*  Companies not audited by KPMG. The accounts of the subsidiaries not audited by &
KPMG reflect total net assets and total income constituting approximately 1.6% and

522.0% respectively of the related consolidated totals.

28.INVESTMENTS IN ASSOCIATES HE¢& QA EIRE

FEHE B &5 HF I TR R A A A ©
FEHE 5B T HDFE TS TR X AT 2
AIRRIRC BEARBE RN AR B8
BIAR A AR 1.6% /2522.0% °

The Group £8 The Bank 17
2008 2007 2008 2007
HKS Mn B8 EET HKS Mn BB EET HKS Mn B¥EET HKSMn BEEER
Listed shares, at cost Eiken (R1E) - - 1,743 1,725
Unlisted shares, at cost JEETRD (RE) - - 271 333
Share of net assets EEFEE 2,260 2,607 - -
Goodwill EES 226 227 - -
2,486 2,834 2,014 2,058
Less: impairment allowances W OREEE - (41) (30) (93)
2,486 2,793 1,984 1,965
Loans to associates amounting to HK$76 million (2007: HK$102 million) are BN B B 2 L8 %76,000,0007T(20074F :

included under advances to customers.

Share of associates’ taxation for the year amounted to HK$59 million (2007:

HK$22 million)

The following list contains only the particulars of associates which principally

affected the results or assets of the Group:

75#102,000,0007T) E BIEER P ER ©

FEANEER L A R FIE A7 59,000,000
J£(20074 : #%#22,000,0007T)

NTHERBESAEENREREESSE

FENBERR -

Place of % of ordinary shares %3& &
incorporation held by Nature of

Name of company and operation The Bank The Group business

IR FE % i S it B RATATIE RS AEE G RER E3 2k

Listed £

Affin Holdings Berhad Malaysia 20.507% Investment holding
SR PEE REZER

RERTERART 2008 F ],
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Notes on the Accounts (continued)

IR a2 (&)

28.INVESTMENTS IN ASSOCIATES (continued) Eé% A RII%E (#)

Place of % of ordinary shares Z &Kk
incorporation held by Nature of
Name of company and operation The Bank The Group business
AREB R BATAEE  AEE S RNE
Unlisted 3k b
ICEA Finance Holdings Limited BVI 25% Investment holding
ITHRTLRERERAR KBRS REER
Mercedes-Benz Financial Services ~ Hong Kong 20% Financing, leasing and
Hong Kong Limited BB insurance services
BEEET — AR BREEEER QA B - HE RIRERARTS
Mercedes-Benz Financial Services Republic of Korea 20% Financial services
Korea Limited 85 © RS
Platinum Holdings Company Cayman Islands 29.99% Investment holding
Limited R8s REZER
PT. Bank Resona Perdania Indonesia 30% Banking and related
ENfE financial services
R1T R B RRTS
Sunfire Enterprises Limited BVI 20% Property development
REPEFRAIAF KBRS MEER
TCL Finance Co., Ltd. PRC 20% Financial services and
TCLEEMBSER AR FREE A R AR cash management
SRR MR 2B
Trans-Ocean Insurance Company,  Hong Kong 48.7% Insurance
Limited B RE

EFRRBERAT
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Notes on the Accounts (continued)
BRIEHZE (4E)

Summary financial information on associates BN RMHEERHEE
Assets Liabilities Equity Revenues Profit
BE =1 R KA A
HKS$ Mn HKS Mn HK$ Mn HK$ Mn HKS Mn
BYEEET BEEET BEEET BYEEET BEEET
2008
100 per cent BAZ—H 95,485 83,118 12,367 3,584 516
Group's effective interest NEBHABEZ 19,756 17,496 2,260 767 53
2007
100 per cent BAZ—H 105,537 92,273 13,264 1,098 354
Group's effective interest NEBNERER 22,248 19,641 2,607 295 92

29.GOODWILL AND INTANGIBLE ASSETS HEREFSE

Goodwill and intangible assets include goodwill arising on business combinations HEKEFEEDEREBEHEENEE
and acquired intangible assets. Acquired intangible assets comprise core deposits REABLEE -BABFKEERREZLE
which are amortised over their estimated economic useful life of ten years. R WIRH R EHS B A A1 0 B 8H o
The Group £E The Bank 817
2008 2007 2008 2007

HKS Mn BMEERT HKSMnBBEET HKSMn BEEBT HKS M BRAEER

Goodwill maE 2,705 2,656 1,460 1,460
Acquired intangible assets BABVEE 29 12 - -
2,734 2,668 1,460 1,460
(a) Goodwill (a) B2
The Group £ The Bank 17
2008 2007 2008 2007

HKS Mn BMEERT HKSMn BBEET HKSMn BEEBT HKS M BRAEER

At 1st January ®1A1H 2,656 2,592 1,460 1,460
Additions through acquisition of

subsidiaries BB ARREE 52 40 - -
Exchange adjustments R 3) 24 - =
At 31st December ®12A318 2,705 2,656 1,460 1,460

HTETERAR 2008%® 175




Notes on the Accounts (continued)

IR a2 (&)

29.GOODWILL AND INTANGIBLE ASSETS (continued)

BEREFEE @

(a) Goodwill (continued)

Impairment tests for cash-generating units containing goodwill

(a) AR

BERENRESAESM 2 RER

Goodwill is allocated to the Group’s cash-generating units (CGU) identified

AEBZEB O BAEHETAHINERS

according to business segment as follows: HEBMIT
2008 2007
HKS Mn B EERT HKSMn B¥EET
Personal Financial Services EAAL R IRE 849 849
Corporate Banking DERTT 453 453
Investment Banking BEBIT 158 158
Corporate Services R E RS 1,067 1,027
Others HAh 178 169
2,705 2,656

R EEFEMARKRE SRR EEREE
FHE o FTETARREREEERENSF I
BHEEMNR SR - BESFRRNRESR
BT R fhFT R R AEHERT o IR RETAEE
ZREEEBUMEERBNRMTHER

The recoverable amount of the CGU is determined based on value-in-use
calculations. These calculations use cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows
beyond the five-year period are extrapolated using the estimated rates stated
below. The growth rate does not exceed the long-term average growth rate
for the business in which the CGU operates.

AR EFEREENRRATMNEA
8.28% (2007:10.88% ) R R HiIE R XK A 4%
(2007:5%) ©

The pre-tax discount rate used for value-in-use calculations is 8.28% (2007:
10.88%) and the long-term growth rate is 4% (2007: 5%).

EREERBABERBAMSERNEEEE
mA o M E R R EITRERENTEN R
_ﬁ(g’\] 3

Management determined the budgeted net profit based on past performance
and its expectation for market development. The weighted average growth
rates used are consistent with the forecasts included in industry reports.
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Notes on the Accounts (continued)

FRIE B &t (&)

(b) EFEE(FEERI)
BVEERRBARLER - BERAER
BRI R AT AT B ROBE 1R K 5 AR (F &
2(k)(iv)) ©

(b) Intangible assets (other than goodwill)
Intangible assets include acquired core deposits. Intangible assets are stated at cost
less accumulated amortisation and impairment loss (Note2(k)(iv)).

BIRTE R A BT & ERE AT AN
ERVEN B RAEE o AT ERENBH
VT B B R A R R B AR R DA T RO fh AT AT

Amortisation of intangible assets with finite useful lives is charged to the profit
and loss account on a diminishing basis over the assets’ estimated useful lives. The
following intangible assets with finite useful lives are amortised from the date they

are available to use and their estimated useful lives are as follows:— FRER#ES -
Acquired core deposits 10 years BARZLIFRB105F

Naming rights over the shorter of the lease period of building or land

Both the period and method of amortisation are reviewed annually.

BERREEY S T AR EH

BFEARERR R#EHITA -

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn ¥ EERT HKSMn % EET HKSMnB%EET HSMnEEEET
Cost A
At 1st January ®1A1H 16 15 - -
Additions ®E 6 - - -
Formation of a new subsidiary B — B AR - 1 - -
Exchange and other adjustments 0 K 5% % - - IS
At 31st December M12A318 38 16 - -
Accumulated amortisation and
impairment losses ZEtEERAERR
At 1st January MA1R (4) 2) - -
Amortisation charge for the year
(Note 9) FENREMT) (3) @) - -
Exchange adjustments ErisE ( 2_) __________ - -
At 31st December MR8 @ @ - IS
Carrying amount at 31st December A2 A31BEEE 29 12 - =

RERTERART 2008 F ],
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Notes on the Accounts (continued)
FRIE B it (4E)

30.FIXED ASSETS EE&E

2008
The Group &8
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
Bt £18
RENE Cipd Rt Nt Eok ]
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn
BERET BERET BYERET BERET BERET
Cost or valuation RS E
At 1st January, 2008 #2008F1 A1H 1,726 4,609 2,711 7,320 9,046
Additions ®E - 1,659 898 2,557 2,557
Additions through acquisition KRR EE 303 - 15 15 318
Revaluation losses BEER (168) - - - (168)
Revaluation of bank premises
transferred to investment THEREA
properties REME - 9 - 9 9
Transfer from bank premises BITHEARE
to investment properties ME 9 9) - 9) -
Disposals HE (13) (34) (126) (160) (173)
Exchange adjustments ExAE () 5 9 68 | 50
At 315t December, 2008 20087128318 ___ 189 | 6203 3507 | 9800 | 11,639
Accumulated depreciation
and amortisation REHTE REH
At 1st January, 2008 20081 A1H - 617 1,573 2,190 2,190
Additions through acquisition BRI E - - " 1 1
Charge for the year FENZH
(Note 9) (GiE2) - 81 356 437 437
Revaluation of bank premises
transferred to investment THEEREA
properties REYE - (1) - (1) (1)
Write back of impairment loss S {EIR 5K [o] B - (6) - (6) (6)
Written back on disposals o B [ B¢ - (25) (113) (138) (138)
Exchange adjustments ExEE - L T o | - -
At 31st December, 2008 M2008%12A316 - | ___65 1818 | i 2493 | 2,493
Net book value at BREFE
31st December, 2008 R2008F12A31H 1,839 5,618 1,689 7,307 9,146
The gross amounts of it EREE
the above assets are stated: FIRMAT
At cost TN - 5,466 3,507 8,973 8,973
At Directors' valuation RESHE
- 1989 ~19894F - 827 - 827 827
At professional valuation REERE
-2008 -2008¢ 1839 | - - = - 1,839
1,839 6,293 3,507 9,800 11,639
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Notes on the Accounts (continued)
FRIE K it (4E)

2008
The Bank 1T

Furniture,

Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total

B £
RENE Cip:d Rt Nt aE
HK$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn

BEEAT BEEAT BEEET EREAT BEEAT

Cost or valuation KA HE

At 1st January, 2008 #2008E1 A1H 1,829 3,192 1,858 5,050 6,879
Additions b - 2 487 489 489
Revaluation losses BftEE (87) - - - (87)
Revaluation of bank premises

transferred to investment T EEEA

properties REME - 52 - 52 52
Transfer from bank premises BT EE AIRE

to investment properties JE 89 (89) - (89) -
Disposals HeE (12) (20) (79) (99) (111)
Exchange adjustments EREE - ... @ (00 | @) | (22)
At 31st December, 2008 #2008F12A31H 1,819 3,135 2,246 5,381 7,200

Accumulated depreciation

and amortisation ZEHTEREH
At 1st January, 2008 A2008F1 418 - 304 1,168 1,472 1,472
Charge for the year FENLH - 43 218 261 261
Revaluation of bank premises
transferred to investment TIEEHEA
properties REME - (5) - (5) (5)
Write back of impairment loss BB K e - (6) - (6) (6)
Written back on disposals HH = B [o] - (12) (77) (89) (89)
Exchange adjustments ExEE R R U (1) [ (0 | (0)
At 31st December, 2008 M2008%12A316 - _32_3 _______ 1_,2_9(_) _______ 1 ,_613 _______ 1,6_1§ i
Net book value at REFE
31st December, 2008 R2008F12A31H 1,819 2,812 956 3,768 5,587
The gross amounts of FEENEE
the above assets are stated: FIREOE -
At cost DN - 2,308 2,246 4,554 4,554
At Directors' valuation REZHE
- 1989 -1989%F - 827 - 827 827
At professional valuation REEGE
-2008 -2008%F 1,819 - - - 1,819
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Notes on the Accounts (continued)

IR a2 (&)

180

30.FIXED ASSETS (continued) EEEZE (@)
2007
The Group £
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
Btk - #8
REMSE (hpla &L NG B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEEET BERET BERET BEBEET ABEHET
Cost or valuation PR A E
At 1st January, 2007 720071 A1H 1,288 4,231 2,255 6,486 7,774
Additions #E - 442 432 924 924
Additions through acquisition RUEREE - - 1 1 1
Revaluation surplus EERE 293 - - - 293
Revaluation of bank premises
transferred to investment TIEEHEA
properties REME - 21 = 21 21
Transfer from bank premises
to investment properties HITHEAR A 143 (143) = (143) -
Disposals & - (13) (48) (61) (61)
Exchange adjustments EREE 2 no 21 2 | %
At 315t December, 2007 R2007E128318 ___ 176 | 4609 211 | 7320 | 9,046 _
Accumulated depreciation
and amortisation ZETIE REH
At 1st January, 2007 20071 A1H = 684 1,341 2,025 2,025
Additions through acquisition R E - - 1 1 1
Charge for the year (Note 9) EREAYE
(CGiE2) - 68 258 326 326
Revaluation of bank premises
transferred to investment TIEEHEA
properties REME = (15) = (15) (15)
Write back of impairment loss EBREE - (132) - (132) (132)
Written back on disposals HH £ fE [o] ¢ - (7) (40) (47) (47)
Exchange adjustments ExEE = L. 9 B3 2 | 32
At 31st December, 2007 m2007F12A18 o 1573 | 2190 | 2,190
Net book value at REFE
31st December, 2007 #2007F12A31H 1,726 3,992 1,138 5,130 6,856
The gross amounts of FiEENESE
the above assets are stated: FIREAT
At cost BACR - 3,775 2,711 6,486 6,486
At Directors' valuation REZHE
- 1989 -1989%F - 834 - 834 834
At professional valuation RREEGE
-2007 -2007¢ 726 |- = = i D 2
1,726 4,609 2,711 7,320 9,046
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Notes on the Accounts (continued)

FRIE B &t (&)

2007
The Bank 81T
Furniture,
Investment Bank Fixtures and
Properties Premises Equipment Sub-total Total
i (e
REME THE B et o
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEAEET BEEET BEEET BEEET
Cost or valuation A E
At 1st January, 2007 20071418 1,317 3,976 1,937 5913 7,230
Additions #E - 228 206 434 434
Revaluation surplus EEREH 326 - - - 326
Revaluation loss on
bank premises THERER = 3) = 3) 3)
Revaluation of bank premises
transferred to investment THEREA
properties REME - 21 - 21 21
Transfer to The Bank of B ARGIRIT
East Asia (China) Ltd. (FE)ERAA (11) (835) (259) (1,094) (1,105)
Transfer from bank premises BATHIEEA
to investment properties REME 197 (197) - (197) -
Disposals HE = - (30) (30) (30)
Exchange adjustments ExwE = |L_____ = 2 L 6 | 6
At 315t December, 2007 20078128318 189 | 3192 1858 | 500 | 6879
Accumulated depreciation
and amortisation REtE RS
At 1st January, 2007 R2007F1 818 = 600 1,155 1,755 1,755
Charge for the year FENZH - 50 184 234 234
Revaluation of bank premises
transferred to investment THEREA
properties REME = (15) = (15) (15)
Transfer to The Bank of 2 AR RT
East Asia (China) Ltd. (HE)BRAT - (200) (147) (347) (347)
Write back of impairment loss BB B - (132) - (132) (132)
Written back on disposals o B [ ¢ - - (26) (26) (26)
Exchange adjustments ExEE = L. T 2 | 3 |3
At 31st December, 2007 20075128318 o 1168 | 1472 | 1472
Net book value at REFE
31st December, 2007 #2007F12A31H 1,829 2,888 690 3,578 5,407
The gross amounts of FEENERE
the above assets are stated: FIIREAT
At cost B = 2,358 1,858 4,216 4,216
At Directors' valuation REZFHE
- 1989 -1989%F = 834 - 834 834
At professional valuation REERE
-2007 -2007%¢ 189 | = == - | 1829
1,829 3,192 1,858 5,050 6,879
RTRTERAA 2008FH 181




Notes on the Accounts (continued)

IR a2 (&)

30.FIXED ASSETS (continued)

BEEEE @)

The net book value of bank premises and investment properties comprises:

T KRB YRR EFE B

The Group £8
2008 2007
Investment Investment
Properties Bank Premises Properties Bank Premises
REME it RENE 7it
HKS Mn ¥ EET HKS Mn BEEET HKSMn B%EET HKS Mn BEEET
Freeholds KAKE
Held outside Hong Kong EEBMME 78 1,748 114 408
Leaseholds Giiki=p:)
Held in Hong Kong EEA
On long lease (over 50 years) REBA(0FLAL) 1,449 1477 1,247 1,477
On medium-term lease
(10 - 50 years) F L (10250F) 303 1,354 352 1,387
Held outside Hong Kong EERAIMNEE
On long lease (over 50 years) REFAL(S0FLAE) - 193 = 175
On medium-term lease
(10~ 50 years) RERH(I0R50F) 9 86 13 545
1,839 5,618 1,726 3,992
The Bank 47
2008 2007
Investment Investment
Properties Bank Premises Properties Bank Premises
REN=E it REME 7it
HKS Mn B®EET HKS Mn BEEER HKS Mn B¥EET HKS Mn BB EET
Freeholds KAERE
Held outside Hong Kong BB AIMNEE - 150 - 153
Leaseholds M
Held in Hong Kong &S
On long lease (over 50 years) REBA(50FLAL) 1,365 1,391 1,315 1,421
On medium-term lease
(10~ 50 years) A (10250F) 454 1,267 514 1,302
Held outside Hong Kong ERBAIMEE
On long lease (over 50 years) RERRL(50E LA 1) - 3 - 11
On medium-term lease
(10 - 50 years) REBO0ES0F) e N = 1
1,819 2,812 1,829 2,888

R3] AR & B K AN 17 BA Bk AR & 5 3
EAR TUMEEERD B BB
#4,624,000,0007C(2007 F: /5 #&
2,937,000,0007T) & 7% 1,929,000,000
JL(2007 4 :76%51,955,000,0007T)

WA Y% RIZE (G EREE - 72008
F12A318 ' EEREMENGELES
#1,543,000,0007C ° ZEWHE MBI (G
BRf - SRS ES — K FRmME - H
EEARBSAIEMEee L EFETHA
HEMENATERER A RS -
BERAAFEMSEEAER  WEFA
2008512 A31 B ZBRIERA °

The carrying amount of the bank premises of the Group and the Bank would have
been HK$4,624 million (2007: HK$2,937 million) and HK$1,929 million (2007:
HK$1,955 million) respectively had they been stated at cost less accumulated
depreciation.

Investment properties were valued by independent valuers. Investment properties
in Hong Kong were valued at HK$ 1,543 million as at 31st December, 2008 by an
independent valuer, Savills Valuation and Professional Services Limited, Chartered
Surveyors, who has among their staff Fellows of the Hong Kong Institute of
Surveyors with recent experience in the location and category of property being
valued. The valuation has been incorporated in the accounts as at 31st December,
2008 and it was performed on an open market value basis.
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Notes on the Accounts (continued)
BRIEHZE (4E)

The Group leases out investment properties under operating leases. The leases AEBNUCERER AR LIZREDE -
typically run for an initial period from 1 to 10 years, with an option to renew the HEFHAEHIFEI0F - ZIER%A
leases after that date at which time all terms are renegotiated. None of the leases BEABEMIERAESZ - TEHELIT
includes contingent rentals. TEiERARES -

Rental income receivable from investment properties held for use under operating RER - UAKEHEFABLNIEEY
leases amounted to HK$90 million in 2008 (2007: HK$72 million). There was no ¥ 2 e € A8 %90,000,0007T(2007
contingent rental recognised during the year 2008 (2007: Nil). 4 75%72,000,0007T) ° 2008 F FER

FEERH AL 007F : )

The total future minimum lease payments of bank premises and investment DA AT S EE R A 1T I R %
properties held for use under non—cancellable operating leases are receivable as B W) KRR R U & TR AR FE a0
follows: T
The Group %8 The Bank 17
2008 2007 2008 2007

HKS Mn BB EERT HKSMn BEEET HKSMn BEEET HKSMnBRAEER

Within one year 1R 74 62 69 56
After one year but within five years TELMEESER 62 71 47 36
136 133 116 92

31.AMOUNTS DUE FROM AND DUE TO SUBSIDIARIES [t [B A 7 X 2 % X M B A\ 7 2k 1E

During the year, the Bank entered into transactions with certain subsidiaries in the REERN - ATHRETHBARBESE
ordinary course of its banking business. Details of the amounts due from and due MEBRS - BRARRARRHEA
to subsidiaries are as follows: AIFIEFSIAT ¢
(a) Amounts Due from Subsidiaries (a) MIBARRK
The Bank 817
2008 2007

HKS Mn 88 EHET HKSMn BEEET

Financial institutions SRS 15,454 16,316
Others Hity 944 1,648
16,398 17,964
(b) Amounts Due to Subsidiaries (b) KEKIEEATFRIE
The Bank 17
2008 2007

HKS Mn B¥EERT HKSMn B8 EET

Financial institutions RIS 47 53
Others Hith 1,947 1,581
1,994 1,634
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Notes on the Accounts (continued)

IR a2 (&)

32.INCOME TAX IN THE BALANCE SHEET EE&S@BRAMNFEH

(a) Current Taxation in the Balance Sheet Represents:

(a) BEEEERANFHBES:

The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn#%EET HKS Mn BB EET HKS MnB%EEL HKS Mn BEEET

Provision for Hong Kong Profits Tax
for the year (Note 12(a))
Provisional Profits Tax paid

Balance of Profits Tax provision
relating to prior years
Overseas taxation

AEERBFGHER
(FfzE12a) 64 265 - 153
eNEEASE 0 Gy (18) - (134)
13 76 - 19
PAEEERER
EEER (1) 15 (14) 10
= 7 14 52
333 229 60 81

(b) Deferred Tax Assets and Liabilities Recognised
The components of deferred tax (assets)/liabilities recognised in the consolidated
balance sheet and the movements during the year are as follows:

(b) EEBIREER BERER
RN GA EERBRTRENAEE), &
BRI ED D R R 2 BB T

The Group £8
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets  securities losses Others Total
EREENE SHEEN AftHE
BESERE : WRESHE NEERE  HERX REEMR it Het aE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
B¥EERT BWEEn BMEER E¥EER EWEEn  ABEEn  EREER
At 1st January, 2008 12008E1A18 321 274 58 9% (59) 114 802
Charged/(credited) to profit and loss BRERATH/
account (Note 12(a)) A Bzt 12@) 26 (14) (114) - (601) (23) (726)
Credited to reserves (Notes 37(c) FAB R O 37(0)
and () R () - @) - (98) - - (101)
Additions through acqisition BAMEE 14 - - - (2) - 12
Exchange and other adjustments EHREMER - - 7 - 1 (105) (97)
At 31st December, 2008 720085124318 361 257 (49) @) (661) (14) (110)
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Notes on the Accounts (continued)
BRIEHZE (4E)

The Group £l
Depreciation
allowances Impairment  Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities |osses Others Total
BBRBNE THEEN  WHHE
BEHERS : WITERBE  WEER  RBEBX  EREf it Eft 25

HK$ Mn HKS Mn HK$ Mn HK$ Mn HK$ Mn HK$/\Mn HK$ Mn
AERET AMEEr AKEET  A%EET  B%EEn  B¥EEnT  B%EERn

At 1st January, 2007 M200751A18 277 211 (18) 110 (23) 2 559
Write off against investment REMHE - - - - - (121) (121)
Charged/(credited) to profit and loss BREATH/
account (Note 12(a)) () (3 12(2) 45 57 76 - (35) 232 375
Charged to reserves (Notes 37(c) FBRS S (T 370
and (n)) R (h) - 6 - (16) - - (10)
Exchange and other adjustments R R EMAE (1) - - - (1) 1 (1)
At 31st December, 2007 12007128318 321 274 58 9% (59) 114 802
The Bank 17
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets  securities losses Others Total
BRERNE SREEN AREE
BERERA : WIFERBE  MEER  RER%X  BHEM s At ]

HKS Mn HK$ Mn HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn
BYEELT BYEErT BY¥EEr  B¥EEn  B%EER  B%EER  A%EER

At 1st January, 2008 12008E1A18 313 274 (43) 9% (9) 13 742
Charged/(credited) to profit and BREATH/
loss account (BA) 34 (14) (1) - (519) (11) (511)
Credited to reserves (Notes 37(c) FAGER 370
and (n)) R (h) - @) - (99) - - (102)
Exchange and other adjustments EXREMBE - - - - - (104) (104)
At 31st December, 2008 1A2008F12A31H 347 257 (44) (5) (528) (2) 25
The Bank 3§47
Depreciation
allowances Impairment  Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities losses Others Total
BBEANE SRAER AL E
REBIERE - HiESHE NEEE REBX BBl it At &5

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn
AY¥EET A¥%EEn  A%EEn  #A%EEn  BEEER  BNEER  BEEER

At 1st January, 2007 #2007E1A18 275 211 (12) 110 (23) 1 572
Write off against investment REMHT = = = = = (121) (121)
Charged to profit and

loss account BaRR% 38 57 3 - 10 23 331
Charged to reserves (Notes 37(c) [RERS M 37(0)

and (h)) % () = 6 = (16) = = (10)
Transfer to The Bank of BARTRT(HE)

East Asia (China) Ltd. BRAT - - (34) - 4 - (30)
At 31st December, 2007 12007128318 313 274 @3) 9% ) 13 74
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Notes on the Accounts (continued)

IR a2 (&)

32.INCOME TAX IN THE BALANCE SHEET (continued) ZEESEXRAWER @)

(b) Deferred Tax Assets and Liabilities Recognised (continued) (b) EEFIBEEREERRA(E)
The Group £E The Bank 17
2008 2007 2008 2007

HKS MnEMEET HKSMn BBEETL HKSMnE¥EET HKSMnERAER

Net deferred tax assets recognised RNEERERA
on the balance sheet ERREEEFE (187) (70) (38) (12)
Net deferred tax liabilities recognised RREERRBERA
on the balance sheet EEHBRRTE 77 872 63 754
(110) 802 25 742
(c) Deferred Tax Assets Not Recognised () ARERIELERIEEE
The Group has not recognised deferred tax assets in respect of cumulative tax HRATRERHOR B BANE BB S R E
losses of HK$737 million (2007: HK$674 million) as it is not probable that future B R ERT R A URH A B EIE - AEEN
taxable profits against which the losses can be utilized will be available in the KRAER R FIE75%5737,000,0007T (20074 :
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry 75 #£674,000,0007T ) RIELETRIBEE © RIF
dates of the tax losses were as follows: RFHBERD - ZEHENZ AT
2008 2007
HKS Mn B HERX HKSMnB¥EET
Expiring within 5 years RAFAEH 57 95
Expiring more than 5 years T F&E 7 8
No expiry date #EB|HA R 673 571
737 674
33.0THER LIABILITIES Hf& &
The Group £ The Bank 817
2008 2007 2008 2007

HKS MnEMEERT HKSMn BBEETL HKSMnEREBT HKSMnBRAER

(@) Trading Liabilities RHBBEE

Exchange fund bills sold HNERGERTR 330 1,098 330 1,098
Exchange fund notes sold NNERSEHZR - 33 - 33
330 1,131 330 1,131
Negative fair value of derivatives ~ #74 T A& AT EE 2,516 1,241 2,219 1,044
2,846 2,372 2,549 2,175

(b) Other Accounts and Provisions ~ EAERTE R E4E
Accrued interest payable FEATRERFI S 1,953 1,586 1,035 1,186
Bankers acceptances PITRAESR 2,989 1,426 272 309
Other accounts HBR1E 7,197 7,985 2,172 2,967
12,139 10,997 3,479 4,462
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Notes on the Accounts (continued)
BRIEHZE (4E)

34.LOAN CAPITAL {£&&Z

The Group £8
2008

The Bank 1T

2007 2008 2007

HKS MnEMBEERT HKSMnBBEEL HKSMnE¥EBT HKSMnBRAER

USD550 million 5.625% subordinated — %3%iB1825 AR A FE(E
notes, measured at fair value 51|85 #7550,000,000% T

through profit or loss F85.625%M K EZE 3,644 4,383 3,644 4,383
GBP300 million 6.125% step-up REBBENRMATEE

perpetual subordinated notes, 5118%#9300,000,000% £

measured at fair value through 6.125% & 215 A A

profit or loss RER 2,751 4,600 2,751 4,600
USD600 million floating rate step-up &k 44RL A1 BR Y

subordinated notes, measured at 600,000,000E 0% 2

amortised cost FRBEEE 4,641 4,669 4,641 4,669

11,036 13,652 11,036 13,652

Loan capital of face value of HK$4,263 million (USD550 million) and carrying
amount of HK$3,644 million represents 5.625% subordinated notes qualifying as
tier 2 capital which were issued on 13th December, 2005 by the Bank. The notes
are listed on the Hong Kong Stock Exchange and will mature on 13th December,
2015.

Loan capital of face value of HK$3,364 million (GBP300 million) and carrying
amount of HK$2,751 million represents 6.125% step-up perpetual subordinated
notes qualifying as tier 2 capital which were issued on 20th March, 2007 by the
Bank. The notes are listed on the Singapore Stock Exchange.

The carrying amount of financial liabilities designated at fair value through profit or
loss as at 31st December, 2008 was HK$ 1,232 million (2007: HK$16 million) lower
than the contractual amount at maturity for the Group and the Bank respectively.
The difference in the accumulated amount of the changes in fair value attributable
to changes in credit risk were HK$1,858 million (2007: HK$325 million) for the
Group and the Bank respectively. The charge for the year ended 31st December,
2008 was HK$2,183 million (2007: HK$334 million) for the Group and the Bank
respectively.

Loan capital of face value of HK$4,650 million (USD600 million) and carrying
amount of HK$4,641 million represents floating rate step-up subordinated notes
qualifying as tier 2 capital which were issued on 21st June, 2007 by the Bank. The
notes are listed on the Singapore Stock Exchange and will mature on 22nd June,
2017. The fair value as of 31st December, 2008 was HK$3,953 million (USD510
million). There was no material difference between the carrying amount and the
fair value as of 31st December, 2007.

Z=1H {575 %4,263,000,0007T (550,000,000
7 ) K BRI {E 7 #5 3,644,000,000 T K (£ B &
R RIEHANTTA2005F12 A 138 %ITER
5.625% * WP ER-—BRERKBETZIE - %
ZERBBR ST LT - WHER2015612 8
13025 -

Z=HE{E % 3,364,000,0007T (300,000,000 %
) RERE{E A %2,751,000,000 Tt fE EE
AN RIERATTR200743 8208 BTES
6.125% ' Wil E A —MEANETHA D
B ERIE - ZBERBERIINER ST E
M °

2008412 A318 » AEBREANITIZE
BEZSARBRAFEEIGENESHAER
AHEHAMSELREAES B T BB
1,232,000,000 7T (2007 4F : #% 16,000,000
JL) c ERFAFEEESNESET - AR
BRASERATTZEERRESNEE
% Bl 7 % 1,858,000,000 7T ( 2007 £ : %
#325,000,0007T ) ° £ & £ 20084 12 A 31
BIEFEAEERATREAND BIZHENE
#E /5 75 15 2,183,000,000 7T (2007 & : B
334,000,0007T) °

=H (A %4,650,000,0007T (600,000,000
7C) & BRI BB #54,641,000,000 T E EE
K EIEBATTR2007F6 218377 0 I
TER-HEANTESEHEESER - %E
EEERFMERZ A L™ - WHER2017F
62285 - K2008F12 A31 BN AF(E
{& %7 % 3,953,000,000 7T ( 510,000,000 3
JC) ° 1R20074F 12 A31 B EREEE A F(E
BEBEABEAER -
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Notes on the Accounts (continued)

IR a2 (&)

35.EQUITY SETTLED SHARE-BASED TRANSACTIONS LR EEBIETFRHIRS

RITFIRMNEERBA B RATESTER
BB LR T AEE 2 EFES - 85
MITEE RITHAE - URBATRG - R
RRAEEIFTRERAR AR T BE 1 AF R ER
FTEMESAFLL - RARBBREGATHER
B -

The Bank has adopted Staff Share Option Schemes whereby the Board of the
Bank may at its discretion grant to any employees, including Executive Directors
and Chief Executive, of the Group options to subscribe for shares of the Bank. The
options may be exercised during the period beginning on the first anniversary of
the Date of Grant and ending on the fifth anniversary of the Date of Grant. All
options were granted for nil consideration.

(a) Particulars of share options (a) RREFE

Exercise Price

Date of Grant Vesting Period Exercise Period Per Share
BITHH B 1T BRITEE
HKS$7E ¥ T

02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 — 02/5/2008 14.90
22/4/2004 22/4/2004 — 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 - 03/5/2010 22.95
03/5/2006 03/5/2006 — 02/5/2007 03/5/2007 — 03/5/2011 33.05
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 47.13
05/8/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013 44.10

(b) The number and weighted average exercise prices of share options are as (b)) BTERKRENEE R NEFIITEEN

follows: T
2008 2007
Weighted Weighted
average average
exercise Number exercise Number
price of options price of options
¥ IETH
T8 RREHE 18 RRESE
HKS$B¥ T Mn HK$BE T Mn
Outstanding at the beginning of
the year FE 27.21 19 22.86 24
Exercised during the year FEATE 20.42 (5) 2058 )
Granted during the year FERKT 44.10 6 47.13 3
Lapsed during the year FENKM 23.23 - - -
Outstanding at the end of the year FRES 33.59 20 27.21 19
Exercisable at the end of the year FERAEITEE 29.55 14 23.90 16

FEARITERREE AN INEFEERES
75#33.7270(20074F : E¥546.167T) ©

The weighted average share price at the date of exercise for shares options
exercised during the year was HK$33.72 (2007: HK$46.16).

72008512 A318 + mARTTERRIERTTHE
BRBME22.95 T E B 47,137t (2007 5 -
HE14. 90T EBMELA7137L) - REIBEH
FH 2 MAEFHEE2.445 (2007 4F © 2.35
F) o

The options outstanding at 31st December, 2008 had an exercise price from
HK$22.95 to HK$47.13 (2007: from HK$14.90 to HK$47.13) and a weighted
average remaining contractual life of 2.44 years (2007: 2.35 years).
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Notes on the Accounts (continued)
BRIEHZE (4E)

(c) Fair value of share options and assumptions (o) RRENATFEERRR

The fair value of services received in return for share options granted is measured
by reference to the fair value of share options granted. The estimate of the fair
value of the share option granted is measured based on a trinomial lattice model.
The contractual life of the option is used as an input into this model.

ERRB AR A FEEZE TR
BRIENATFEENE - RTRREZMEED
FEEZ=ZRANETERRK - REENE
HWFERAEGAZEEERN -

2008 2007

Fair value at measurement date RetE AR ATEE HK$38%15.27 ¢ HK$#511.137T
Share price & (B HK$E#44.10 T HK$/#5#47.007C
Exercise price 1B HK$E%44.10 T HK$ 58471370
Expected volatility (expressed as weighted

average volatility used in the modelling FEFHKIE (A= BB E EER

under trinomial lattice model) R R INAE R 18 ) 48.88% 30.92%
Option life RN ER 5 yearsfE 5 yearsE
Expected dividends fHEH IR E 4.64% 4.82%
Risk-free interest rate (based on Exchange EERF R (IRIE

Fund Notes) INERESZIE) 2.48% 4.10%

The expected volatility is based on the historic volatility (calculated based on the
weighted average remaining life of the share options), adjusted for any expected
changes to future volatility based on publicly available information. Expected
dividends are based on historical dividends. Changes in the subjective input
assumptions could materially affect the fair value estimate.

Share options were granted under a service condition. This condition has not
been taken into account in the grant date fair value measurement of the services
received. There were no market conditions associated with the share option grants.

RO IR RAREEE R IR (AR AR HE £ pntE
MAFHE)  BHERRRAMBNEANY
ZRPORIER hETED - EERBRBERN
S - THRBMARRNEHAILEATEN
FEEMGE -

BRI IR T AN & RIS R - ZARTS 5RIT

T ARAAFERETAESRBOAFE
B - BT RIEETSERILHEAE
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Notes on the Accounts (continued)
FRIE B it (4E)

36.SHARE CAPITAL g7

2008 2007
No. of shares Nominal value No. of shares Nominal value
RAPEE [Ef=1 RIS E HfE
million BE HKS Mn B¥EET milion B  HK$ Mn 5% EET
Authorised: EERA
Ordinary shares of HK$2.50 each LR SAEE2 5070 2,600 6,500 2,600 6,500
Issued and fully paid: EETRECRA
At 1st January ®1A1R 1,574 3,936 1,550 3,875
Shares issued under Staff Share BEREERRTE
Option Schemes BITHRA 5 12 7 19
Subscription for new shares BATHRR 79 197 - -
Shares issued in lieu of dividends PABRA B 21 TRORR (D 15 38 17 ry)
At 31st December R12A31H8 1,673 4,183 1,574 3,936
Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options RIFEZEN R B R &IN5 8] BB
to purchase ordinary shares in the Bank were granted to eligible employees. The R T A BEE ARBATTHN T BN
option price of the Schemes equals the fair value of the underlying shares at the RBETEERBRRONET BN AFE
date of grant. The options granted under the Schemes will be exercisable between EER - RIBFABIFER T ORBREATRE T
the first and the fifth anniversaries of the date of grant. ERNF1AFEE T RNEFFEHEAT
15
(a) Shares Issued under Staff Share Option Scheme (a) RIBESRRETRIBTHRED
During the year, options were exercised to subscribe for 4,910,000 ordinary shares FER  BETERREARBAITEERK
in the Bank at a consideration of HK$100 million of which HK$12 million was 4,910,000 7 £X.{& 737 # 100,000,0007T -
credited to share capital and the balance of HK$88 million was credited to the H A #512,000,0007T1F ABRA @ REUS IS
share premium account (Note 37). HK$9 million has been transferred from the 88,000,000 75 77 A B {7 )i /& (HMf 5£37) - 1R
capital reserve to the share premium account in accordance with policy set out in BHEE2QWATE - ERERRFEERBE
Note 2(q)(iv). 9,000,0007CERR DR E A °

(b) Terms of Unexpired and Unexercised Share Options at Balance Sheet Date (b) MAREE R i AREM R AT E AR AR Z IR

2008 2007

Date of options granted Option price No. of shares No. of shares
ARERT HH RIEE RPEE IR EE
02/5/2003 HK$5814.9070 - 2,205,000
22/4/2004 HK$/#23.237C 2,765,000 3,915,000
03/5/2005 HK$##22 957T 6,105,000 7,230,000
03/5/2006 HK$75#33.057T 2,700,000 3,200,000
10/5/2007 HK$7#47.137C 2,750,000 2,750,000
05/5/2008 HK$/A 8441070 5,500,000 -
19,820,000 19,300,000
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Notes on the Accounts (continued)

FRIE B &t (&)

37.RESERVES {&#f&

2008
The Group The Bank
&5 1T
HK$ Mn HK$ Mn
BYEEER BYEEET
(a) Share premium (undistributable) @) MBDEECTIIRE)
At 1st January M A1H 1,118 1,118
Net premium on shares issued under RIEEES
Staff Share Option Schemes B A (B FRE 88 88
Transfer of the fair value of options from BEBEAGE(BRITRARE)N
capital reserve — share options issued RIRE 2 NTEE 9 9
Shares issued in lieu of dividends AR B EITHAR D (38) (38)
Subscription for new shares g 3745 3,745
As 31st December M12A31H 4,922 4,922
(b) General reserve (b) —MfEE
At 1st January ®1A18 14,004 13,757
Transfer from retained profits BEBFRM 18 -
Shares issued in lieu of dividends LARRMC B EATRIRR 1D 597 597
Realised surplus on disposals transferred BEYEBhREENEESR
from property revaluation reserve HEME R s 15
At 31st December R12A31H 14,634 14,369
(c) Revaluation reserve on bank premises (0 1THSEAEE
(undistributable) (TFAEEE)
At 1st January ®1A1H 866 854
Recognition of net deferred tax liabilities ERELEHBAEFH
(Note 32(b)) (B &E 32(b)) 3 3
Revaluation surplus on bank premises TH BRI EYMEMEEDN
transferred to investment properties BhAR 10 57
Realised surplus on disposals transferred BEERHNEMEBHREA
to general reserve —MR R (15) (15)
Exchange adjustments ExaEE o -
At 31st December M12A318 863 899
(d) Statutory reserves (undistributable) (d) EEFECTARE)
At 1st January R1A1R - -
Transfer from retained profits #egsany 1216 - |
At 31st December M12H318 1,216 -
(e) Capital reserve (undistributable) () EXRFHBCIIIRE)
At 1st January and 31st December R1A1BR12A318 86 -
(f) Exchange revaluation reserve (H EREHHE
(undistributable) (PAEEE)
At 1st January M A1H 672 80
Exchange adjustments ExdieEE 3 (32)
At 31st December M12A31H8 1,006 48
mE®RTERAE 20085H 191




Notes on the Accounts (continued)

IR a2 (&)

37.RESERVES (continued) {5 (@)
2008
The Group The Bank
£ $RIT
HK$ Mn HK$ Mn
BYEEERT BYEEET
(g) Capital reserve — staff share options issued (9) BARHB-ERITEERRE
(undistributable) (FARE)
At 1st January M A1AR 68 68
Transfer of the fair value of options to
share premium RIELNTFEERARDEE 9 (9
Additions b=l 66 66
At 31st December M12H318 125 125
(h) Investment revaluation reserve (h) BEEMRHE
(undistributable) (PAEE)
At 1st January M1A1H 475 422
Changes in fair value of securities EHNATEEZE) (830) (472)
Reversal upon disposal (Note 11) P E ke e (FfE11) (115) (114)
Recognition of deferred tax liabilities RIELEHIBEEE
(Note 32(b)) (Fi7E32(b)) 98 99
Impairment loss VEREE=ES 153 20
Exchange adjustments ExeEe o -
At 31st December M12H318 (228) (45)
(i) Retained Profits () B
At 1st January ®1A1H 8,874 5,946
Net profit/(loss) for the year FEREF(BE) 39 (882)
Transfer to general reserve BA—Rf#EE (18) -
Transfer to statutory reserve BAETERE (1,216) -
Dividends (Note 14) BB (i E14)
— Interim dividend —FRHRE (384) (384)
— Final dividend in respect of previous year - EFERMRE . (9se)  (1,956)
At 31st December ®12A31H8 5,339 2,724
() Total Reserves () FEeE 27,963 23,042
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Notes on the Accounts (continued)
BRIEHZE (4E)

2007
The Group The Bank
£ RIT
HK$ Mn HK$ Mn
BERET AERET
(a) Share premium (undistributable) @ MRRE(TAKE)
At 1st January M A1H 1,012 1,012
Net premium on shares issued under RIEE B RRFTEI TR
Staff Share Option Schemes DR (EFEE 136 136
Transfer of the fair value of options from B EBEAGE(BRITRARE)R
capital reserve — share options issued RikiE RTEE 12 12
Shares issued in lieu of dividends MR e&amss (42) (42)
As 31st December M12A31H 1,118 1,118
(b) General reserve () —MfEE
At 1st January M1A1H 13,257 13,027
Transfer from retained profits BEBBFRH 17 -
Shares issued in lieu of dividends MR e&amss; s 730
At 31st December M2A318 14,004 13,757
(c) Revaluation reserve on bank premises (© 1THELRFEE
(undistributable) (PAEE)
At 1st January W A1H 836 838
Recognition of net deferred tax liabilities HERIRIEN A 8 BFER
(Note 32(b)) (FffEE 32(b)) 6) (®6)
Revaluation surplus on bank premises THEB R EMEMELN
transferred to investment properties ESRYEN S 36 36
Transfer to The Bank of East Asia (China) Ltd. BARGROT(FE)ARRZE - (14)
At 31st December M12A31H 866 854
(d) Statutory reserves (undistributable) (d) EERETAIRE)
At 1st January and 31st December M1A1HKR12A31H - -
(e) Capital reserve (undistributable) () BAEH(TAIRE)
At 1st January and 31st December M1A1ER12A31H 86 -
(f) Exchange revaluation reserve () EXEMREHE
(undistributable) (PARE)
At 1st January M1A1H 184 125
Exchange adjustments EexeEx 488 (45)
At 31st December M12H318 672 80
RTERAEEAT 2008%% 193




Notes on the Accounts (continued)

IR a2 (&)

37.RESERVES (continued) {5 (@)
2007
The Group The Bank
£E |RIT
HK$ Mn HK$ Mn
BEEET BERET
(g) Capital reserve — staff share options issued (9) BAREB-ERITEERRE
(undistributable) (FARE)
At 1st January N AR 52 52
Transfer of the fair value of options to
share premium RIELNTFEERARDEE (12) (12)
Additions =) 828
At 31st December M12H318 68 68
(h) Investment revaluation reserve (h) BEEMRHE
(undistributable) (PAEE)
At 1st January M1A1H 861 642
Changes in fair value of securities EHNATEEZE) (421) (323)
Reversal upon disposal (Note 11) P E e e (FfE11) 27 99
Recognition of deferred tax liabilities BRELCHEBEAE
(Note 32(b)) (Fi7E32(b)) 16 16
Exchange adjustments ExdeEz @ (12).
At 31st December M12A31H 475 422
(i) Retained profits () BEHEF
At 1st January ®1A18 7,099 5,294
Net profit for the year FENHH 4,144 3,004
Transfer to general reserve BA—EEE (17) =
Dividends (Note 14) B2 (KizE14)
— Interim dividend — R HARR S (753) (753)
— Final dividend in respect of
previous year — FEEREBRE (599  (1,599)
At 31st December M12A31H 8,874 5,946
() Total Reserves () fEHEEzE 26,163 22,245

The application of the share premium account is governed by Section 48B of the
Hong Kong Companies Ordinance.

General reserve was set up from the transfer of retained earnings, the realised
revaluation surplus on disposal of properties and the value of shares issued in lieu
of dividend.

Revaluation reserve on bank premises and exchange revaluation reserve have been

set up and are dealt with in accordance with the accounting policies adopted for
the revaluation of bank premises and foreign currency translation.
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Notes on the Accounts (continued)
BRIEHZE (4E)

Statutory reserves are set up to supplement the paid-up capital until the sum of
paid-up capital and the statutory reserves is equal to the registered capital for a
subsidiary and certain associates.

Capital reserve represents the capitalization of subsidiaries’ reserves.

Capital reserve — staff share options issued comprises the fair value of the actual
or estimated number of unexercised share options granted to employees of the
Bank recoginsed in accordance with the accounting policy adopted for share based
payment in Note 2(qg)(iv).

Investment revaluation reserve comprises the cumulative net change in the fair
value of available-for-sale securities held until the securities are derecognised and is
dealt with in accordance with the accounting policies in Notes 2(f) and (k).

A regulatory reserve is maintained to satisfy the provisions of the Hong Kong
Banking Ordinance for prudential supervision purposes by earmarking amounts
in respect of losses which the Bank will or may incur on loans and advances and
investments in addition to impairment losses recognised. Movements in the reserve
are earmarked directly through retained earnings and in consultation with the
Hong Kong Monetary Authority. As at 31st December, 2008, HK$1,996 million
(2007: HK$2,100 million) was included in the retained profits in this respect which
was distributable to equity holders of the Group subject to consultation with the
Hong Kong Monetary Authority.

At 31st December, 2008, the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$17,093 million (2007:
HK$19,703 million). After the balance sheet date the directors proposed a final
dividend of HK$0.02 per ordinary share (2007: HK$1.18 per share), amounting to
HK$33 million (2007: HK$1,858 million). The dividend has not been recognised as
a liability at the balance sheet date.

EERBRBEIHBEREAEE BRRAK
Ko S TE i A 0 AR R B — R P B 1 ) o 3 Tk
ERBIEEMRAIER o

ERfHEENBARRENEMEHET -

ERHE(ERTRERERERE) BREREDR
A B RE2(a)v) FTEUARR 1D R BB (E S A9
M EFBRERR TATER 2 BIRSE5T
RTERBAEZE WA TFEE -

REEMRFAEERFSAIHEERSEER
SRR R AFEEESFE - F
BRI B 2 ETICR E R R M RE2() (k)

ARFAEB(RITEADEHEEEENR
E - AITREMRERETESBAEERR
BEEIXNAEERREBEEBLASE - £FH
EECRMEER®E  HBENEHEEER
BIEaFANEE - R2008F12A318 &
GaAPeERALEEBAIRE T ASH
fi% 375 ¥ 1,996,000,000 7T (2007 F : ¥
2,100,000,0007T) ' BIRERIZABAB B L
BMEER °

7200812 A318 » ADKE FATTIRE HIH
145 4258 /578 % 17,093,000,000 7T (2007 £ :
75119,703,000,0007T) ° FEAE BB E S H#E
K ARH B AR BAR S #50.027T (2007 4F « 7
¥1.1870) © #AEEESY 33,000,00075(2007
£ : 74 1,858,000,0007T) ° RAEHE A Ik
ERZREARRE -

38.MINORITY INTERESTS A &R R
2008 2007
HKS Mn B HERT HKSMnB¥EET
At 1st January M A1H 347 382
— sale of interests in businesses to —HEmEERT
minority interests investors PHRREEE - 50
— purchase of interests in businesses from —RPERFRZREEREA
minority interests investors EEL ot da (64) (15)
— reversal upon disposal of —RHEEHRHE
available-for-sale financial assets SREEREM - (149)
— final dividend in respect of previous year —B FFERHRE (7) -
- exchange adjustments —EHAE (2) 2
Profit for the year FEE A 65 77
At 31st December MW12A318 339 347
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39.FINANCIAL RISK MANAGEMENT
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~

This section presents information on the Group’s management of principal risks.

The Group has in place a risk management system to identify, measure, monitor
and control the various types of risk that the Group faces and, where appropriate,
to set strategy and allocate capital against those risks. The risk management
policies covering credit risk, market risk, operational risk, liquidity risk, interest
rate risk and foreign exchange risk of the Group are reviewed regularly by the
Management and specialized risk management committees, and recommendations
are made by the Risk Management Committee, which comprises the Group's
Chairman and Chief Executive, Executive Director and Deputy Chief Executive,
General Manager and Head of Investment Banking Division, General Manager and
Head of Strategic Planning & Control Division who is also Group Chief Financial
Officer and Chief Compliance Officer, Head of Operations Support Division
and Chief Risk Officer, for the approval of the Board of Directors. There is an
independent centralized risk management unit responsible for monitoring the
activities relating to these principal risks. The internal auditors also perform regular
audits on business units to check compliance with policies and procedures.

Credit Risk Management

Credit risk arises from the possibility that a customer or counterparty in a
transaction may default. Such risk may arise from counterparty risks from loan
and advances, issuer risks from the securities business and counterparty risks from
trading activities.

The Board of Directors has delegated authority to the Credit Committee to oversee
management of the Group's credit risk, independent of the business units. The
Credit Committee reports to the Board of Directors via the Risk Management
Committee, which deals with all risk management related issues of the Group.
Credit risk control limits are set at different levels and dimensions. The Board of
Directors approves the core control limits and delegates the Credit Committee
to approve the detailed control limits. Risk, return and market situations are
considered in the limits setting. Active limit monitoring process is undertaken.

The Credit Committee is responsible for all credit risk related issues of the Group.
The Group identifies and manages credit risk through defining target market
segment, formulation of credit policies, credit approval process and monitoring of
asset quality.

In evaluating the credit risk associated with an individual customer or counterparty,
financial strength and repayment ability are always the primary considerations.
Credit risk may be mitigated by obtaining collateral from the customer or
counterparty.

(a)
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Notes on the Accounts (continued)
BRIEM AT (&)

The Group has established policies, procedures and rating systems to identify,
measure, monitor and control credit risk. In this connection, guidelines for
management of credit risk have been laid down in the Group’s Credit Manual.
These guidelines stipulate delegated lending authorities, credit extension
criteria, credit monitoring process, internal rating structure, credit recovery and
provisioning policy. They are reviewed and enhanced on an on-going basis to cater
for the market change, statutory requirement and best practice risk management
processes. The independent centralized risk management unit of the Group is
responsible for monitoring activities relating to credit risk.

The Group's credit risk management for the major types of credit risk is depicted as
follows:

(i) Corporate and bank credit risk

The Group has laid down policies and procedures to evaluate the potential
credit risk of a particular counterparty or transaction and to approve the
transaction. For corporate and bank customers, the Group has different
internal rating systems that are applied to each counterparty. For exposure
classified as Specialized Lending in particular, supervisory slotting criteria are
used. To monitor concentration risk, the Group has preset limits for exposures
to individual industries and for borrowers and groups of borrowers. The Group
also has a review process to ensure that the level of review and approval is
proper and will depend on the size of the facility and rating of the credit.

The Group undertakes on-going credit analysis and monitoring at several
levels. The policies are designed to promote early detection of counterparty,
industry or product exposures that require special monitoring. The overall
portfolio risk as well as individual impaired loans and potential impaired loans
are monitored on a regular basis.

(ii) Retail credit risk

The Group'’s retail credit policy and approval process are designed for the
fact that there are high volumes of relatively homogeneous and small value
transactions in each retail loan category. The design of internal rating system
and formulation of credit policies are primarily based on the demographic
factors and the loss experience of the loan portfolios. The Group monitors
its own and industry experience to determine and periodically revise product
terms and desired customer profiles.

(iii

=

Credit for treasury transactions

The credit risk of the Group’s treasury transactions is managed in the same
way as the Group manages its corporate lending risk. The Group applies an
internal rating system to its counterparties and sets individual counterparty
limits.
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39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& b B 2 ()

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

(v) Concentrations of credit risk (v)
Concentration of credit risk exists when changes in geographic, economic
or industry factors similarly affect groups of counterparties whose aggregate
credit exposure is material in relation to the Group’s total exposures. The
Group's portfolio of financial instruments is diversified along geographic,
industry and product sectors.

The Group monitors its concentration risk by adopting appropriate risk control
measures, such as setting limits on exposures to different industries and loan
portfolios.

=

(vi) Maximum exposure (vi)
The maximum exposure to credit risk at the balance sheet date without
taking into consideration of any collateral held or other credit enhancements
is represented by the carrying amount of each financial assets in the balance
sheet after deducting any impairment allowance. A summary of the maximum

exposure is as follows:

The Group £E
2008 2007
HKS MnB¥EERT HKS Mn BRBET

HIEEHENEGE
REBEMMNAEMLE FEORE -
AE FEEBEHERTEPHNERERR
R - Bt - AR S BATAEFH
FERRMBEINERRE  HaRF
FAERER

FEEETHER
EREESTFNRBERR 24 FEEZ
i - KESTERRNTE  MRF
EEnEREERRAEHAEENE
BERAEZEHEE - AKENHBT
ADHEBETRLE - TEMER °

AEE - ERAEE SRR -
Bl N RTTEMERAS EERE -
NERERSR AR -

R

WEEE B IR EEFER R EME
ERTTNEsEERR - BiEE—1RE
BB EMREEFENEREEEEER
BERNEEE - R=SEREZNT

The Bank 1T
2008 2007
HKS MnB¥EET HKSMn BEEER

Cash and balances with banks, B RAEHT « RREBTM

central banks and Hit & miiE

other financial institutions H&EF 27,022 17,029
Placements with banks, FERAT « RRRITA

central banks and Hith & piiE

other financial institutions NER 96,574 94,704
Trade bills EUES 1,164 812
Trading assets RHRBEE 2,260 2,765
Financial assets designated RERBBERN

at fair value through RBAFEEL

profit or loss SREE 4,130 8,658
Loans and advances to customers FFEE 230,339 218,184
Available-for-sale financial assets A HELREE 17,551 10,473
Held-to-maturity investments REIHEE 5,006 10,761
Other assets HivEE 11,478 12,312
Financial guarantees and other

credit related contingent BBEREMERE

liabilities BHNHAEE 10,088 10,965
Loan commitments and other EREAEREMECE

credit related commitments EBREE 66,080 67,771

471,692 454,434

4,154 2,501
92,735 83,123
521 470
1,777 2,603
4,114 8,641
131,123 134,858
10,276 9,286
3,318 8,773
1,376 6,209
9,138 10,891
53,283 52,858
317,815 320,213
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Notes on the Accounts (continued)
BRIEHZE (4E)

(vii) Credit quality of loans and advances 3
Loans and advances to banks are only made to banks with good credit BITERRBETEEGEER ZR
standing. At 31st December, 2008 and 2007, no loans and advances to bank 7T ° PA20084F 52007412318 © #93%
are impaired. The credit quality of loans and advances to customers can be BERERTER FEFERNEEER
analysed as follows: DT

The Group &8
2008 2007
HKS MnB®EET HKS Mn B EET

The Bank 817
2008 2007
HKS Mnig# BB HKS Mn BEEETT

Gross loans and advances to

customers RPENETE
- neither past due nor impaired ~ — & H KR(E 228,479 216,485 129,683 133,852
— past due but not impaired - ERHBAERE 274 457 166 109
— impaired —BRE 1,586 1,242 1,274 897
230,339 218,184 131,123 134,858
Of which: Hr
The Group £E The Bank 817
2008 2007 2008 2007
HKS Mnig#EET HKIMn BEEET HKS MnE#EET HKSMn BEEETT
Gross loans and advances to
customers that are neither 8 E KR EH)
past due nor impaired REEDEE
— Pass —at 226,550 214,476 128,219 132,488
— Special mention ~HE@T 1,929 2,009 1,464 1,364
228,479 216,485 129,683 133,852

AEEREBRERTEESRHERER

The Group classifies the loans and advances in accordance with the loan
classification system required to be adopted for reporting to the HKMA.

DEERAHEZEFERNERS
AT :

The ageing analysis of loans and advances to customers that are past due but

not impaired is as follows:

The Group £E
2008 2007
HKS MniB¥8EET HKS Mn BEEET

The Bank 4T
2008 2007
HKS MnE¥EET HKSMnBEAET

Gross loans and advances to FRHER
customers that are past due BRER
but not impaired BEEFEE
— Overdue 3 months or less —BEBEAUT 274 409 166 109
— 6 months or less
but over 3 months —3{AA M L Z6fEA - 16 - -
— 1 year or less but
over 6 months —6EANLEZE1E - 32 - -
274 457 166 109
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39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& B & 12 ()

(vii) Credit quality of loans and advances (continued) (vii)
Loans and advances that would be past due or impaired had the terms not
been renegotiated amounted to HK$239 million as at 31st December, 2008
(2007: HK$283 million).

(viii) Credit quality of financial assets other than loans and advances (viii)
Credit risk of treasury transactions is managed in the same way as the Group
manages its corporate lending risk and risk gradings are applied to the
counterparties with individual counterparty limits set.

At the balance sheet date, the credit quality of investment in debt securities
analysed by designation of external credit assessment institution, Moody's
Investor Services, or equivalent, is as follow:

The Group &8
2008 2007
HKS MnB¥EET HKS Mn B EET

BRNEEEE(E)

M2008F 12 A318 » BRI K ERTIE
Al Em SR EBERN S8
/7% % 239,000,000 7T (2007 & : K
283,000,0007T) °

FERCRMEENEEER
EoRFGNEERBRERTE  BASK
EEREMCREENTEA—BRARR
FRBERARRE RS FRENHTF -

REER - ZRINBEEFRRE - 2
MR E IR - AR S RAFT R -
FiisE 2 EHEHRENEEERZAM
L

The Bank 17
2008 2007
HK$ MnB¥EET HKSMn BB EET

Aaa Aaa 1,790 9,983 1,608 9,869
Aal to Aa3 Aal £ Aa3 5,706 4,524 4,604 3,355
Al to A3 Al £ A3 2,706 1,919 2,029 1,413
Lower than A3 A3 AT 1,121 5,319 851 4911

11,323 21,745 9,092 19,548
Unrated ETR 2,440 2,747 2,440 2,747
Total ok 13,763 24,492 11,532 22,295

(ix) Collateral and other credit enhancements (i) ARG REAMERRE

The Group holds collateral against loans and advances to customers in the
forms of mortgages over property, other registered securities over assets,
cash deposits and guarantees. Collateral generally is not held over loans
and advances to banks, except when securities are held as part of reverse
repurchase and securities borrowing activity. Collaterals held as security for
financial assets other than loans and advances is determined by the nature of
the instrument.

Debt securities, treasury and other eligible bills are generally unsecured with
the exception of asset-based securities and similar instruments, which are
secured by pools of financial assets. The Group entered into the ISDA Master
Agreement which contractually binds both parties to apply close-out netting
arrangement across outstanding derivatives.
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Notes on the Accounts (continued)
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ERGRERS AR SRS E KR
R EMEREANGH AT EERE

The lower of gross loan amount and the estimate of the fair value of collateral
and other credit enhancements held against financial assets is as follows:

ZEEEMT :
The Group 8 The Bank 17
2008 2007 2008 2007

HKS M8 EET HKSMn BB EET HKS MnB¥EET HKS Mn B%EETT

Fair value of collateral and

other credit enhancements BEERRSREEY
held against financial HHm R AR
assets that are: RAMAFEERT :

— neither past due nor impaired ~ — B E R A(E 178,200 167,370 95,567 102,777
— past due but not impaired -RaMErERE 20 30 “ 86
178,410 167,730 95,714 102,863

(b) Market risk management (b) MERERER

Market risk arises from all market risk sensitive financial instruments, including
debt securities, foreign exchange contracts, equity and derivative instruments,
as well as from balance sheet or structural positions. The objective of market
risk management is to reduce the Group’s exposure to the volatility inherent in
financial instruments.

The Board of Directors reviews and approves policies for the management of
market risks. The Board has delegated the responsibility for ongoing market risk
management to the Asset and Liability Management Committee. The Asset and
Liability Management Committee reports to the Board of Directors via the Risk
Management Committee.

The Asset and Liability Management Committee deals with all market risk and
liquidity risk related issues of the Group. It is also responsible for deciding the
future business strategy with respect to interest rates trend review.

The use of derivatives for proprietary trading and their sale to customers as risk
management products is an integral part of the Group’s business activities. These
instruments are also used to manage the Group’s own exposures to market risk,
as part of its asset and liability management process. The principal derivatives
instruments used by the Group are interest rate, foreign exchange and equity
related contracts, in the form of both over-the-counter derivatives and exchange
traded derivatives. Most of the Group’s derivatives positions have been entered
into to meet customer demand and to manage the risk of these and other trading
positions.

In this connection, the key types of risk to manage are:

(i) Currency risk
The Group's foreign currency positions arise from foreign exchange dealing,
commercial banking operations and structural foreign currency exposures. All
foreign currency positions are managed within limits approved by the Board.

Structural foreign currency positions, which arise mainly from foreign currency
investments in the Group’s branches, subsidiaries and associated companies,
are excluded from VaR measurements, as related gains or losses are taken
to reserves. Such foreign currency positions are managed with the principal
objective of ensuring that the Group’s reserves are protected from exchange
rate fluctuations. The Group seeks to match closely its foreign currency
denominated assets with corresponding liabilities in the same currencies.
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39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& b B 2 ()

(b) Market risk management (continued) (b) TIEEMERE(E)
(i) Currency risk (continued) (i) BEERE)
The following table indicates the concentration of currency risk at the balance TERERREEAEEARER S
sheet date: R
The Group e
2008 2007
Other foreign Other foreign

()] CNY  currencies Total UsD CNY  currencies Total

EF AR%  Hfhi x ] e ARE  Hfpyhs |
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn

E¥EET RWEET RMBEn  AMEER  EWEER  ENEET  AMEET  BEAER

Assets EE
Cash and balances with banks and other BERERTNE

finandial institutions SHBENER 2,425 23215 1,263 26,903 1331 11,133 870 13,334
Placements with banks and other financial AT REMARIEE

institutions HER 28,670 1,252 18,795 a8 36,794 2179 19,554 58,527
Trade bills E5Z 1,078 - n 1,150 564 198 31 793
Trading assets REBEAE 652 438 160 1,250 9 - 192 984
Financial assets designated at fair value AEARAERARBAT

through profit or loss [EfEMERIA 2,158 - 631 2,789 6,278 - 316 6,504
Advances to customers and other accounts  EFREMER 4,40 75,119 17419 134980 38,066 61919 18,670 118,65
Available-for-sale financial assets MtHESRHEE 3,261 6,184 3,504 13,039 2421 118 2,588 5133
Held-to-maturity investments R 1,94 - 1,864 3,805 7,786 - 1,540 9326
Investment n assodiates BERmRE pL)] - - 92 37 - - 37
Fixed assets BTEE M1 3,083 267 3,561 188 53 303 544
Goodwill and intangible assets AEREVEE 21 20 386 647 249 1 31 581
Deferred tax assets Bhgge 0 o - 8§ 9 S - 67
Spot assets BEEE 83,532 109,311 44,459 237,302 94,859 75,601 44,405 214,865
Liabilities 8
Deposits and balances of banks and other BT REMSRIEE

finandial institutions HERRER (1,456) (25,020) (297) (26,773) (142) (35,965) 2.174) (33,881)
Deposits from customers ERf (59678)  (73464)  (41,000)  (174142)  (69467)  (33681)  (37.959)  (141,107)
Trading liabiliies REBEEE (1,595) (148) (199) (1,942) (317) = (141) 458)
Certificates of deposit issued BEIERE (2452) - (426) (2878) (1497) = (553) (2,050)
Current taxation RERE (27) (192) (31) (250) (14) (68) (53) (135)
Deferred ta liabilities EiHEEAE () - - () ) - - )
Other accounts and provisions EhERRER (2176) (4,524) (966) (7,666) (1,49) (669) (1,640) (3803)
Loan capita AR ___eass) - @) _(nes6)  BU2) — o _4e) _(13652)
Spot liabilities REEE | __ (_75L67_3)_ _ _(1Q3,§4§)_ _ _(426_70_) B _(2_24_,621)_ B _(§2,_SBZ )_ _ _(79,3_83_) o _(47_,@01 B _(290@99 )_
Forward purchases REEA 51,244 18872 11843 81,959 36,089 3399 15231 54719
Forward sales EHEL (55,976) (18,781) (8,713) (83,470) (45,224) (4418) (11,369) (61,011)
Net option position HiEeTa R - 0w (o) - n 1
Net long non-structural position FEENRETE 3130 6,054 1915 11,09 3127 4199 1,169 8495
Net sructural postion LRleEE 21719 6,602 90 971 1,792 477 891 7454
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The Bank $RAT
2008 2007
Other foreign Other foreign
uso CNY  currencies Total UsD CNY  currencies Total
ES AR%  Hfpg L] N ARE  Hfpyhe &3
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HK$ Mn HK$ Mn HKS Mn
AMEEn AMEET  A¥EER  BMEAR  AMEEn  AEEEn  B¥EER  AEEEn
Assets BE
Cash and balances with banks and other B4 RAERTAES
financial institutions SRERENET 1,107 1313 962 3402 557 1375 680 2612
Placements with banks and other finandal ~ EFTREM L RER
insttutions #E 26,730 - 18,795 45525 29405 - 19,28 48633
Trade bills 252 454 - 55 509 425 - 26 451
Trading assets RORBEE 611 1 159 m 718 - 4 822
Financial assets designated at fair value REARBERRE
through proft or loss ATRENSRIA 214 - 631 27N 6,262 = 316 6,578
Advances to customers and other accounts SRR EMER 20,184 18 14,602 34,804 17532 7 14810 32,349
Available-for-sale finandial assets HHESHER 2178 08 351 6,117 1,305 118 2,487 3910
Amounts due from subsidiaries HBARRE 12,663 549 - 13212 206 - 634 840
Held-to-maturity investments HEHHEE 1,098 - 1,738 2836 6,823 - 1,384 8207
Investment in subsidiaries and associates HBARABEAANRE 1,786 - 361 2,147 1233 - 209 1442
Fixed assets EEdE 9 - 203 M 7 - 189 19
Deferred tax assets B0 3 - 5 % 6 - 6 n
Spot assets BEEE 68,994 2,369 41,022 112,385 64,539 1,500 40,013 106,052
Liabilities gk
Deposits and balances of banks and other ~ FIREMAREENER
finandial institutions Ritsh (620) - (202) (822) (647) - (1,755) (2402)
Deposits from customers ERf (48260)  (2488)  (39107)  (89855)  (52751)  (1477)  (3633)  (90551)
Trading liabiliies REHRER (1464) - (181) (1,645) (207) - (53) (260)
Certificates of deposit issued BEARNE (2452) - (426) (2.878) (1497) - (553) (2,050)
Amounts due to subsidiaries RRBARZE (552) - (198) (750) (1,111) - @) (1.13)
Current tasation AHHE (29) - (45) (74) (5) - (47) (52)
Other accounts and provisions H B R e (821) (6) (829) (1,656) (927) 2) (745) (1,674)
Loan capial BEER C__eass) - @mt) () 002) = _l4e0o) __(13852)
Spot bt REARE O (643)  (A%)  (B739)  (108716)  (66197)  (1479)  (4078)  (111754)
Forward purchases FHEA 44,169 15 11,820 56,004 33,069 26 14,800 48,085
Forward sales REEN (49,326) (19) (8,184) (57,529) (43,248) (371) (10,749) (54,368
Net option position HiEesE R - W m oy - n n
Net long/(short) non-structural position FERER/(R)BFE 1,357 (129) 915 2183 (11,847) (134) 8 1,973)
Netstructural position ERLEATE 217 6,602 ) 97 1792 4 81 7454
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Notes on the Accounts (continued)

HRIE B &t (&)

39.FINANCIAL RISK MANAGEMENT (continued) B 7% /& b B 2 ()

(b) Market risk management (continued)

(b) TiSEEEE ()
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(i) Interest rate risk

The Group's interest rate positions arise from treasury and commercial banking
activities. Interest rate risk arises in both trading portfolios and non-trading
portfolios. Interest rate risk primarily results from the timing differences in the
repricing of interest-bearing assets, liabilities and commitments. It also relates
to positions from non-interest bearing liabilities including shareholders’ funds
and current accounts, as well as from certain fixed rate loans and liabilities.
Interest rate risk is managed daily by the Treasury Department within the limits
approved by the Board of Directors. The instruments used to manage interest
rate risk include interest rate swaps and other derivatives.

(iii

=

Equity risk

The Group's equity positions arise from equity investment and dynamic
hedging of equity options in connection with the Bank’s linked deposit
business. Equity risk is managed daily by the Investment Department within the
limits approved by the Board of Directors.

Market risk control limits have been set at varying levels according to the practical
requirements of different units. The Board of Directors approves the core control
limits and has delegated the power to set detailed control limits to the Asset
and Liability Management Committee. Risk, return and market conditions are
considered when setting limits. Active limit monitoring is carried out.

In this connection, the Asset and Liability Management Committee monitors the
related market risk arising from risk-taking activities of the Group, to ensure that
overall and individual market risks are within the Group's risk tolerance level.
Risk exposures are monitored on a frequent basis to ensure that they are within
established control limits.

The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"). VaR is a statistical estimate that measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged over a certain horizon
time period.

The Group estimates VaR for the Group’s trading portfolio by the Parametric
Approach, where the VaR is derived from the underlying variances and covariances
of the constituents of a portfolio. This methodology uses historical movements in
market rates and prices, a 99% confidence level, a one-day holding period, a one-
year historical observation period with higher weights being assigned to more
recent observations, and takes into account correlations between different markets
and rates.

Structural foreign exchange positions arising from net investments in branches and
subsidiaries are not included in the VaR for the foreign exchange trading position.
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Notes on the Accounts (continued)
BRIEHE (4E)

The book value of listed shares, as well as the book value of private equity funds
and unlisted equities (excluding credit-related unlisted securities) (collectively
the “Unlisted Securities”), are subject to limits and these are monitored by the
management of the Group. The Unlisted Securities and listed non-trading equities
are not included in the VaR for the equity trading position, and are managed
through delegated limits. The limits are subject to regular review by the Board.

B EmBRMON - AR ES KIE LMD
(TRELEERMZIELTES) (Gl 3F
ErES D hEREEERREES - I
ETESRIERD ETRGRRIBS ERE
EERINEEERSROFFRNEREE
N - BEERATIIRAZRE

Value-at-risk statistics Bl @R
2008

At 31st December Maximum Minimum Mean

R12A318 =] & ¥4

HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn

BYERER BEEER BEEER BERER

VaR for total trading activities R PR ER IR 70 139 39 73
VaR for foreign exchange

trading positions* INER SHE R E K B+ 12 21 1 5

VaR for interest rate trading positions  FIE % 55 & KRR 2 1 2 - 1

VaR for equity trading positions R X S5EERREEE 57 123 38 69

2007

At 31st December Maximum Minimum Mean

112A318 1] =4y Sz

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BERET BEBET BERET BEEET

VaR for total trading activities R PR ER IR 62 98 22 54
VaR for foreign exchange

trading positions* HNER BB RBREEE 1 9 1 1

VaR for interest rate trading positions — F% %2 515 & #)/E K 2138 1 1 - -

VaR for equity trading positions R X S5EEHRREE 61 95 21 53

(9]

* Included all foreign exchange positions but excluded structured foreign exchange
positions.

Operational risk management
Operational risk is the risk arising from the potential loss due to inadequate or
failed internal processes, people and systems or from external events.

The objective of operational risk management is to identify, assess and monitor
operational risk and, in particular, to comply with the relevant regulatory
requirements.

The Group has implemented a centralized risk management framework since
January 2006. The Board of Directors reviews and approves the policies for
operational risk management, and it has delegated the responsibility for ongoing
operational risk management to the Operational Risk Management Committee.
The Operational Risk Management Committee regularly reports status of
operational risk management to the Board of Directors via the Risk Management
Committee. The independent centralized risk management unit of the Group is
responsible for monitoring activities relating to operational risk.

(o)
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Notes on the Accounts (continued)

FRIE B &t (&)

39.FINANCIAL RISK MANAGEMENT (continued)

B RREE @

(c) Operational risk management (continued)

(d

206 The Bank of East Asia, Limited Annual Report 2008

-~

Operational risk management tools adopted include operational risk incidents
reporting, control self-assessment, key risk indicators, operation manuals, insurance
policies, business continuity planning, etc.

Furthermore, the independent centralized risk management unit of the Group has
also performed self-assessment on the Group’s compliance with the requirements
of HKMA Supervisory Policy Manual on Operational Risk Management, with
satisfactory result which has been reviewed independently by the Internal Audit
Department.

Liquidity risk management

The purpose of liquidity management is to ensure sufficient cash flows to meet all
financial commitment and to capitalize on opportunities for business expansion.
This includes the Group's ability to meet deposit withdrawals either on demand or
at contractual maturity, to repay borrowings as they mature, to comply with the
statutory liquidity ratio, and to make new loans and investments as opportunities
arise.

The management of the Bank's liquidity risk is governed by the Liquidity Risk
Management Policy, endorsed by the Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s liquidity risk
management, set the strategy and policy for managing liquidity risk and the means
for ensuring that such strategy and policy are implemented. Liquidity risk is daily
managed by the Treasury Department within the limits approved by the Board
of Directors. The independent centralized risk management unit of the Group is
responsible for monitoring the activities of the Treasury Department in compliance
with the Liquidity Risk Management Manual and Policy. The Internal Audit
Department performs periodic review to make sure the liquidity risk management
functions are effectively carried out.

The Group manages liquidity risk by holding sufficient liquid assets (e.g. cash and
short term funds and securities) of appropriate quality to ensure that short term
funding requirements are covered within prudent limits. Adequate standby facilities
are maintained to provide strategic liquidity to meet unexpected and material cash
outflows in the ordinary course of business.

The Group conducts stress testing regularly to analyze liquidity risk and has
formulated a contingency plan that sets out a strategy for dealing with a liquidity
problem and the procedures for making up cash flow deficits in emergency
situations.

In addition to observing the statutory liquidity ratio, the Bank also monitors the
loan to deposit ratio and maturity mismatch between assets and liabilities to
control the Bank's liquidity risk.
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Notes on the Accounts (continued)
BRIEHZE (4E)

Analysis of assets and liabilities by remaining maturity:

BERABENORBERIN :

The Group =E
2008
1yearor  5yearsor
less but less but
Repayable 3 months over over Over Undated
on demand orless 3 months 1year Syears  oroverdue Total
EAMLE  1EDEE EAHAM
WEER  3EATMUT 215 5& SENE Gl ag
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEEr BEEEn BEEEnR  A¥EEn  AYEEn  AMEEr  BMEER
Assets BE
Cash and balances with banks and B RESRTHEM
other financial institutions SREBNEE 19,099 67 - - - 8,939 28,105
Placements with banks and ERTREM SR
other financial institutions BENER - 82,624 13,950 - - - 96,574
Trade bills EUES 18 991 139 - - 16 1,164
Trading assets RGFLEE - 400 2 81 43 2911 3431
Financial assets designated at fair value EEARRRENRE - 140 448 3,104 438 - 4,130
through profit or loss ATEENERIA
Advances to customers and other accounts  REEFREMEE 4431 43,750 42,249 86,169 55,285 11,841 243,725
Available-for-sale financial assets EEELREE - 5,441 5,651 5,510 949 1,009 18,560
Held-to-maturity investments BRIBRE - 980 1,546 2,160 320 - 5,006
Undated assets EFHAREE - - - - - 14,553 14,553
Total assets BERHE 23,548 134,393 63,985 97,024 57,035 39,269 415,254
Liabilities af
Deposits and balances of banks and RITREM S REED
other financial institutions TR 871 18,150 7,644 362 10 8 27,045
Deposits from customers BEREH 86,109 192,093 35,341 9,237 1,022 - 323,802
- Demand deposits and current accounts —EHES RARER 36,332 - - - - - 36,332
- Savings deposit —HEFN 45,781 - - - - - 45,781
~Time, call and notice deposits —EHRBAFR 3,99 192,093 35,341 9,37 1,022 - 241,689
Trading liabilities RoREEE - 130 200 - - 2,516 2,846
Certificates of deposit issued BETRENE - 1,94 881 2,028 641 - 5,491
Current taxation AHHE - - 333 - - - 333
Loan capital EEER - - - 11,036 - - 11,036
Undated liabilities EIARBEE - - - - - 12,216 12,216
Total liabilities BlEGEE 86,980 212,314 44,399 22,663 1,673 14,740 382,769
Net gap FEE (63,432) (77,921) 19,586 74,361 55,362

RERITHERAA
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Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

(d) Liquidity risk management (continued) (d) RBESRREIE(H)
The Group £
2007
1 year or 5 years or
less but less but
Repayable 3 months over over Over Undated
on demand or less 3 months 1 year Syears  or overdue Total
MWANLE  1ENULE EIHEY
MRS 3EARNAT 215 5F SEME Bt &%

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET AMEEr AKEET  B%EEr  S%EEn  B¥EEn  B%EERn

Assets BE
Cash and balances with banks and BERERTHEL

other financial institutions SRMENLT 13,583 63 - - - 4,207 17,853
Placements with banks and ERTRA SR

other financial institutions HENTER - 90,574 4,130 - - - 94,704
Trade bills e 58 624 91 - - 39 812
Trading assets REREAE - 798 397 - 18 3,634 4,847
Financial assets designated at fair value EEABBRENRY

through profit or loss AFEENSHIE = 155 523 7,980 = = 8,658
Advances to customers and other accounts  EEERREHEE 421 36,340 34,529 83,440 61,708 11,012 231,740
Available-for-sale financial assets At ESREE - 1,922 4,681 2,899 971 1,744 12,217
Held-to-maturity investments BRIHTRE - 970 6,096 2,607 1,088 - 10,761
Undated assets EERBHEE = - - - - 12,387 12,387
Total assets BELE 17,852 131,946 50,447 96,926 63,785 33,023 393,979
Liabilities =15
Deposits and balances of banks and BIREMERHIEN

other financial institutions FRkits 3,722 17,592 17,685 50 10 1 39,060
Deposits from customers BPEH 81,228 178,156 17,107 7,659 36 - 284,186

- Demand deposits and current accounts  —EEIERRARER 29,990 - - - - - 29,990

— Savings deposit —HEER 49216 - = - - = 49216

- Time, call and notice deposits —EHRBAER 2,022 178,156 17,107 7,659 36 - 204,980
Trading liabilities RoREEE - 1,098 - 33 - 1,241 2372
Certificates of deposit issted BETENE - 288 9,663 1,326 888 - 12,165
Current taxation AREE = = 229 - - _ 229
Loan capital BEER = = - 9,269 4,383 - 13,652
Undated liabilities EHHBHEE = = = = = 11,869 11,869
Total liabilities BfELE 84,950 197,134 44,684 18,337 5317 13,111 363,533
Net gap FER (67,098) (65,188) 5,763 78,589 58,468
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Notes on the Accounts (continued)
BRIEHZE (4E)

The Bank $RAT
2008
1yearor  5yearsor
less but less but
Repayable 3 months over over Over Undated
on demand orless 3 months 1year Syears  oroverdue Total
3EAMLE  1EDLEE EAHAM
WEER  3EATMUT E 5% SEHE Gl ag
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEEr BEEEn BEEExR  A¥EEn  AYEEn  AMEEn  BMEER
Assets -3
Cash and balances with banks and B RESTNEM
other financial institutions CRBENER 4,189 - - - - 663 4,852
Placements with banks and ERTREM SR
other financial institutions BENER - 78,787 13,948 - - - 92,735
Trade bills OS] 14 356 135 - - 16 521
Trading assets RGALEE - 400 2 81 43 2,388 2914
Financial assets designated at fair value I HRBER RS
through profit or loss ATEENERIA - 140 448 3,088 438 - 4114
Advances to customers and other accounts  BEEFREMEE 4,319 27,088 16,085 51,694 31,570 7,884 138,640
Available-for-sale financial assets EEELREE - 1,136 3,947 5,067 126 709 10,985
Held-to-maturity investments BRIBRE - 462 1,092 1,653 ik - 3318
Undated assets EFHAREE - - - - - 37,140 37,140
Total assets BELR 8,522 108,369 35,657 61,583 32,288 48,800 295,219
Liabilities af
Deposits and balances of banks and RITREM S REED
other financial institutions Rk 329 749 7 - - 8 1,093
Deposits from customers BEREH 54,219 166,314 18,439 1,057 - - 240,029
- Demand deposits and current accounts — RS RARER 10,272 - - - - - 10,272
- Savings deposit —HEEN 43,262 - - - - - 43,262
- Time, call and notice deposits —EERRAER 685 166314 18,439 1,057 - - 186,495
Trading liabilities RoREEE - 130 200 - - 2,219 2,549
Certificates of deposit issued BETREHNE - 1,94 881 2,028 2,841 - 7,691
Current taxation AHRE - - 60 - - - 60
Loan capital EEER - - - 11,036 - - 11,036
Undated liabilities EIHRSARE - - - - - 5,536 5,536
Total liabilities BlEGEE 54,548 169,134 19,587 14121 2,841 7,763 267,994
Net gap FEB (46,026) (60,765) 16,070 47,462 29,447

RERITHERAA

20083 209



Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

(d) Liquidity risk management (continued) (d) RBESRBREEGE)
The Bank $R4T
2007
1 year or 5 years or
less but less but
Repayable 3 months over over Over Undated
on demand or less 3 months 1 year Syears  or overdue Total
MWANLE  1ENULE EIHEY
MRS 3EARNAT 215 5F SEME Biak &%

HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AERET AMEEr AKEET  B%EEr  S%EEn  B¥EEn  B%EERn

Assets BE
Cash and balances with banks and B RERITHEM

other financial institutions SRIMENLET 2,721 - - - - 412 3,133
Placements with banks and ERTRA SR

other financial institutions HENTER - 80,493 2,630 - - - 83,123
Trade bill EUES 34 312 85 - - 39 470
Trading assets REREAE - 798 397 - 18 3,408 4,621
Financial assets designated at fair value EEABBRENRY

through profit or loss AFEENSHIE = 154 523 7,964 = = 8,641
Advances to customers and other accounts  BEEF R EERE 3,862 23,246 12,886 52,567 42,388 6,743 141,692
Available-for-sale financial assets At ESREE - 1,903 4393 2,745 244 1,323 10,608
Held-to-maturity investments BRIHTRE - 735 5,554 1,821 663 - 8,773
Undated assets EIRAMEE = - - - - 37,412 37,412
Total assets BERS 6,617 107,641 26,468 65,097 43,313 49,337 298,473
Liabilities B8
Deposits and balances of banks and BIREMERHIEN

other financial institutions TRt 369 1,923 287 - - 2 2,581
Deposits from customers BPEH 56,358 164,306 9,445 2,479 - - 232,588

- Demand deposits and current accounts  —EEIERRARER 10,144 - - = - - 10,144

— Savings deposit —HEER 46,189 - = - - = 46,189

- Time, call and notice deposits —EHRBAER 25 164,306 9,445 2,479 - - 176,255
Trading liabilities RoREEE - 1,099 - 33 - 1,043 2,175
Certificates of deposit issted BETENE - 289 9,662 1,326 3,088 - 14,365
Current taxation AREE = = 81 - - _ 31
Loan capital BEER = - - 9,270 4,382 - 13,652
Undated liabilities EARAMEE = = = = = 6,850 6,850
Total liabilities BERE 56,727 167,617 19,475 13,108 7470 7,895 272,292
Net gap FEE (50,110) (59,976) 6,993 51,989 35,843
As the trading and available-for-sale portfolios may be sold before maturity or HRER S RATMEHE RS TR E
deposits from customers may mature without being withdrawn, the contractual HAR & sl % P 17 K AT AR 1R I EA AT AR 4R B
maturity dates do not represent expected dates of future cash flows. ERIHBWIERRRRR SR 5 HE

H o
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Notes on the Accounts (continued)

FRIE B &t (&)

The following tables provide an analysis of the residual contractual maturities of

non-derivatives financial liabilities of the Group at the balance sheet date:

ZRIBA IR :

TREMNEEREENFITELSHEE

The Group £H
2008
Between
Less than three Between
Carrying  Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months oneyear  fiveyears five years Undated
BeRi 3f8A 3EANL 1E0E
KEE a5 BIRER ELNN 215 B5E SENE BHBEH
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  EMEEn  EMEEn  EMEEn  BMEEn  BMEER  BMEER  B¥EER
Deposits and balances of banks and RIRELRIEED
other financial institutions ERRER 27,045 21,314 8N 18,293 7,803 389 10 8
Deposits from customers REER 323,802 326,711 86,289 193,188 36,028 9,964 1,02 -
—Demand deposits and current accounts  — & Bz R RER 36,332 36,332 36,332 - - - - -
- Savings deposit —HERR 45,781 45,781 45,781 - - - - -
- Time, call and notice deposits - EHRBRER 241,689 244,598 4,176 193,188 36,028 9,964 1,242 -
Trading liabilties R5RREE 2,846 2,846 - 130 200 - - 2,516
Certificates of deposit issued BRTERE 5,491 5,625 - 1,99 911 2,077 641 -
Current taxation REHE 333 333 - - 333 - - -
Loan capital EEER 11,036 12,621 - 130 22 12,069 - -
Interest rate swaps HEEHAL 1,792 1,792 - 297 522 835 138 -
Other liabilities EEfE U ) [ T v ) | - - - - =126
Total i 384,561 389,518 87,160 214,034 46,219 25,334 2,031 14,740
2007
Between
Less than three Between
Carrying Gross cash Repayable three  months and one and More than
Amount outflow  on demand months one year five years five years Undated
B 3{EA 3EAME 1 E
REE a5 BIEFER ETAN 215 256 SERE EdHEE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  AMEST  ABEST  BMEET  BKEEnT  B¥RER  BMEER  AMEER
Deposits and balances of banks and FAREMSRERED
other finandial institutions R 39,060 39,649 3,741 17,784 18,063 49 10 2
Deposits from customers REREH 284,186 286,298 81232 179,299 17,674 8,054 39 -
—Demand deposits and current accounts  —E IR R TREE 29,990 29,990 29,990 = = = = =
- Savings deposit -BEER 49216 49216 49216 - - - - -
~Time, call and notice deposits -ERRBAER 204,980 207,09 2,026 179299 17,674 8,054 39 -
Trading liabilties RIREEE 2312 2371 - 1,099 2 35 - 1,241
Certificates of deposit issued BETERE 12,165 12,635 - 365 9,995 1387 888 -
Current taxation KEHE 229 229 - - 229 - - -
Loan capital EHER 13,652 16,861 - 210 584 11,684 4383 -
Interest rate swaps lES R 2247 2247 n 151 366 1,449 209 -
Other labiltes (- L I - - - - - 189
Total ik 365,780 372,165 85,045 198,908 46,913 22,658 5529 13,112

RERITHERAA

20083 211



Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued)

BERARERE @)

(d) Liquidity risk management (continued)

(d) FBESRMER @)

The Bank $RAT
2008
Between
Less than three Between
Carrying  Grosscash  Repayable three  months and oneand  More than
Amount outflow  on demand months one year five years five years Undated
Befi 3f8A AL 180
REE a5 HEER HUT B1E B5E SERE  EIHRE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  EMEER  EMEEn  EMEEn  BMAEn  BMEER  EMEER  R¥EER
Deposits and balances of banks and FITRAMERIEESD
other finanil institutions FAR&ER 1,003 1,004 39 750 7 - - 8
Deposits from customers REEH 240,029 241,201 54,219 167,044 18,744 1,19 - -
—Demand deposits and current accounts  — & & R RER 10272 10,272 10272 - - - - -
~ Savings deposit ~RERR 43,262 43,262 43,262 - - - - -
- Time, call and notice deposits ~EHRBAGR 186,495 187,667 685 167,044 18,744 1,19 - -
Trading liabilities RoAREE 2,549 2,549 - 130 200 - - 2,219
Certifcates of deposit issued BRTERE 7,691 1825 - 199% 911 2077 2,841 -
Current taxation AEFE 60 60 - - 60 - - -
Loan capital EEER 11,036 12,621 - 130 22 12,069 - -
Interest rate swaps MEEHAL 1,285 1,285 - 26 373 616 70 -
Other labilties (-1 5836 565 - 0B 68 58 553
Total g 269,279 272,330 54,548 170,286 20,740 16,024 2,969 1,763
2007
Between
Less than three Between
Carrying Gross cash Repayable three  months and one and More than
Amount outflow  on demand months one year five years five years Undated
B 3fiA 3EAME 10 £
G a5 BIEER ETAN 215 5% SEME  EHHAS
HKS Mn HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AYEET  AMEER  ABEEST  BMESnT  BEEEn  BMEER  BMEER  AMEER
Deposits and balances of banks and FITRAMERIEESD
other finanial institutions RS 2,581 2,597 369 1937 289 - - 2
Deposits from customers EFE 232,588 233975 56,358 165,342 9,773 2,502 - -
—Demand deposits and current accounts  — & & R RER 10,144 10,144 10,144 = = = = =
— Savings deposit —HERR 46,189 46,189 46,189 = = = = =
- Time, call and notice deposits ~EHRBAGR 176,255 177,642 25 165,342 9,773 2,502 - -
Trading liabilties RoAREE 2175 2179 - 1,099 2 35 - 1,043
Certificates of deposit issued BETRHE 14,365 14,835 - 365 9,995 1388 3,087 -
Current taxation AEFE 81 81 - - 81 - - -
Loan capital EEER 13,652 16,861 - 210 584 11,684 4383 -
Interest rate swaps MEEHAL 2,47 2,247 73 150 365 1,449 210 =
Other labilties (-1 680 68% L 4 - T
Total g 274,539 279,631 56,802 169,107 21,089 17,058 7,680 7,895
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Notes on the Accounts (continued)

BRIE R AT (4

(e) Interest rate risk management (e) FIEEMBERE

The management of the Bank'’s interest rate risk is governed by the Interest Rate
Risk Management Policy endorsed by Risk Management Committee and approved
by the Board of Directors. The Asset and Liability Management Committee
is delegated by the Board of Directors to oversee the Bank’s interest rate risk
management, set the strategy and policy for managing interest rate risk and the
means for ensuring that such strategy and policy are implemented. Interest rate
risk is daily managed by the Treasury Department within the limits approved by
the Board of Directors. The independent centralized risk management unit of
the Group is responsible for monitoring the activities of the Treasury Department

Zﬁﬁﬂﬁlﬁﬂ P EEREAREEEZESRA
TREFEZENNZRERERERREE -
ﬁéﬁ% BZEQRERERE  ARE
KRTHMEREBERE - WHIFT RN R
Rk O 5K B ERLIER SR A I AR $A1T 45 A R S LR
RHFENE - AXEBMEC SR RESS
HEHRBBELETER - AEBZBIT
REREREN  AREEESHNEDR
BB R E B IR F M RER - MEbfE

in compliance with the Interest Rate Risk Management Manual and Policy. The L EELRA - BRFIEEAREIRINAE
Internal Audit Department performs periodic review to make sure the interest rate ﬁu*ﬁxﬁliﬂﬁ 8

risk management functions are effectively carried out.

The Bank manages the interest rate risk on the banking book primarily by focusing RTERRITEHRMAXRARNEETEE

on the repricing mismatches. Gap analysis provides a static view of the maturity
and repricing characteristics of the Bank’s balance sheet positions. Repricing gap
limits are set to control the Bank's interest rate risk.

Stress tests on the Bank’s various types of interest rate risk are conducted regularly.
The Asset and Liability Management Committee monitors the results of stress tests
and decides remedial action if required.

Sensitivity analysis on earnings and economic value to interest rate changes is
assessed through a hypothetical interest rate shock of 200 basis points across the
yield curve on both sides of the balance sheet and performed on monthly basis.
Sensitivity limits are set to control the Bank’s interest rate risk exposure under both
earnings and economic value perspectives. The results are reported to the Asset
and Liability Management Committee and the Board of Directors on a regular
basis.

Sensitivity analysis on interest rate risk
The Bank uses sensitivity analysis to measure the potential effect of changes in
interest rates on our net interest income and economic value change:

PREFT SRR - ZES 7fﬁ73§e$fﬂﬂi
BEAEEREEAENIMERAEBER
FrBE - RATRBER SR EEREAZEFIA
TRz

Zﬁﬁai‘fxéﬂﬁﬂlﬁmﬁﬂiﬁﬁ@ﬂ B -
BEERABERZBSERBHAFNER
I £ 75 B 1 E AR G

BFAE BB EE TR EFHOHRE DN
FEREARREAE8 BN EFZLIR200
MENFEFHRRGEE - RITRBABHRE
FREE - LARRGIANTTE B KA EEEM S E
W ERBESE -  AREREHRAEEAR
ERZEEREECER -

Il =% [\ B R AT
ATTHR P BRRRE AT 2R 8 2 7 R B By % 7
BRARKEBESS A EELNTE

2008 2007
HKD %7t D ESH CNY AR HKD 87T USD 7t CNY AR
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEERT BERET EBEET EERET BERET BERET
Impact on eamings over the next fif7 % 38200 5%
12 months if interest rates HRR12{EAH
rise by 200 basis points BflZ2 64 (26) 185 57 (112) 36
Impact on economic value if
interest rates rise by 200 Mﬂ;ﬂzoomggﬁ
basis points HEEBENTE (98) (203) 113 (180) (273) (56)
This sensitivity analysis, which is based on a static interest rate risk profile of assets ZBRESTERAREREE B R - THKE

and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

(i) there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

(i) no loan prepayment is assumed as the majority of loans is on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

ﬁé&ﬁﬁﬂ’]ﬁﬁﬁ?ﬁ KERERMEL - B
DT TIBIRIA T RERAETT -

(i) WG RFERLFETEE
(ily #AEWHEELAMES

(i) RBLEREPEEBER - BAHHER
BRZEER &

vy RFEREEEINHENFRRNBABE
& o
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Notes on the Accounts (continued)
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39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

() FIERBREE (M)
Fl% | TEBATEFIERAREBEE
BB R B B RS 5 AT 5 BT R
T -

(e) Interest rate risk management (continued)
Actual changes in the Bank’s net interest income and the economic value resulting
from the increases in interest rates may differ from the results of this sensitivity
analysis.

The following table indicates the expected next repricing dates (or maturity dates TRETREEBTEEERABENTETT

whichever are earlier) for the interest bearing assets and liabilities at the balance

RFEEFTH (KB HBRERESE)

sheet date:
The Group £E
2008
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1year to 5 years 5 years bearing Total
3f8A AL 1L
HFUT 215 Z56 SENE EHR fam
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERER BEEET BREEET BERET BERET BERET
Assets BE
Cash and balances with banksand B4 RERITAEM
other financial institutions SRIBENLET 25,610 - - - 2,495 28,105
Placements with banks and other ERTREME RlE
financial institutions lEZ 82,624 13,950 - - - 96,574
Trade bills E5Z7 977 137 - - 50 1,164
Trading assets RHBRBE 406 2 81 37 2,911 3,437
Financial assets designated at EEARBRREARE
fair value through profit or loss ATEENERIA 1,110 595 1,987 438 - 4,130
Advances to customers BFEX 152,460 40,417 27,439 6,556 2,423 229,295
Other accounts HibgRIAE 551 661 - - 13,218 14,430
Available-for-sale financial assets AtHESREE 8,125 5,508 2,965 953 1,009 18,560
Held-to-maturity investments AR HRE 2,029 1,513 1,197 267 - 5,006
Non-interest bearing assets FEEEE - - - - 14,553 14,553
Total Assets BERE 273,892 62,783 33,669 8,251 36,659 415,254
Liabilities BfE
Deposits and balances of banksand 47 R E {4 RIS
other financial institutions NEFRES 18,091 8,671 260 10 13 27,045
Deposits from customers BPER 270,892 38,309 4,354 33 10,214 323,802
Trading liabilities RoMEaE 130 200 - - 2,516 2,846
Certificates of deposit issued BRITEARE 2,503 654 1,014 1,320 - 5,491
Loan capital EEER 4,601 - 6,395 - - 11,036
Non-interest bearing liabilities FHEaE - - - - 12,549 12,549
Total liabilities BERE 296,257 47,834 12,023 1,363 25,292 382,769
Interest rate sensitivity gap FIRGREER (22,365) 14,949 21,646 6,888
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Notes on the Accounts (continued)

FRIE B &t (&)

The Group 55
2007
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3{EAE 1A E
HUAT Z1F E5F SEME HFEE BE
HKS Mn HKS$ Mn HKS Mn HKS Mn HK$ Mn HKS Mn
B¥REr  BBEER  AEET  AKAER  B¥EER BEEET
Assets BE
Cash and balances with banksand B4 RAERTHE
other financial institutions TREBNGEE 12,679 - - - 5,174 17,853
Placements with banks and other ERTREMEREE
financial institutions BN 90,578 4,126 - - - 94,704
Trade bills B55E 687 53 - - 72 812
Trading assets RHRBEE 815 397 - - 3,635 4,847
Financial assets designated at fair value #5:E /AiiB iR b AR
through profit or loss ATEENEHIE 5353 446 2,845 - 14 8,658
Advances to customers RFER 140,055 42,212 26,094 6,920 2,206 217,487
Other accounts HiBRE 1,269 1,352 39 - 11,593 14,253
Available-for-sale financial assets AEHESHEE 7,109 1,842 807 743 1,716 12,217
Held-to-maturity investments BRI E 2,122 6,064 1,569 1,006 - 10,761
Non-interest bearing assets FEREE = = = - 12,387 12,387
Total Assets BEEH 260,667 56,492 31,354 8,669 36,797 393,979
Liabilities B
Deposits and balances of banksand {7 RE S RE
other financial institutions AR 19,327 14,414 49 10 5,260 39,060
Deposits from customers ZPER 249,053 22,275 3,439 378 9,041 284,186
Trading liabilities RPREEE 1,099 = 33 - 1,240 2372
Certificates of deposit issued BETERE 3,918 6,533 504 1,210 - 12,165
Loan capital BEER 4,669 - 4,600 4,383 - 13,652
Non-interest bearing liabilities FEEBE - - - - 12,098 12,098
Total liabilities BfEgE 278,066 43,222 8,625 5,981 27,639 363,533
Interest rate sensitivity gap FIRGREZE (17,399) 13,270 22,729 2,688
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Notes on the Accounts (continued)

IR a2 (&)
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39.FINANCIAL RISK MANAGEMENT (continued) EIFEEEEE (@)

(e) Interest rate risk management (continued) (e) FIEEBERE(E)

The Bank $RAT
2008
Over Over
3 months 3 months 1 year Over  Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R MEALE 1R E
HUT 15 E5% SEHE FEE ekl
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BEHET BEEET EREET EEEEL BEHEL
Assets BE
Cash and balances with banks and B RIERITMEAM,
other financial institutions SRBENET 3,619 - - - 1,233 4,852
Placements with banks and other ERTREMEREE
financial institutions R 78,781 13,948 - - - 92,735
Trade bills 2525 342 129 - - 50 521
Trading assets RHMGEE 406 2 81 37 2,388 2,914
Financial assets designated at fair value 55 ARiBIEH R
through profit or loss ATEENERIA 1,110 595 197 438 - 4,114
Advances to customers BFER 89,323 9,292 24,308 4,996 2,374 130,293
Other accounts HibEE 340 188 - - 7,819 8,347
Available-for-sale financial assets AEHESHAE 3,821 3,803 2,522 126 713 10,985
Held-to-maturity investments REIMEE 1,512 1,058 690 58 - 3,318
Non-interest bearing assets L BE - - - - 37,140 37,140
Total Assets BEESE 179,260 29,015 29,572 5,655 51,717 295,219
Liabilities BfE
Deposits and balances of banksand /7R E S REE
other financial institutions B R 1,072 8 - - 13 1,093
Deposits from customers BPER 211,740 18,398 1,057 - 8,834 240,029
Trading liabilities RSRREE 130 200 - - 2,219 2,549
Certificates of deposit issued BRET2ERE 2,503 654 1,014 3,520 - 7,691
Loan capital EEER 4,641 - 6,395 - - 11,036
Non-interest bearing liabilities FERAE - - - - 5,596 5,596
Total liabilities BEEE 220,086 19,260 8,466 3,520 16,662 267,994
Interest rate sensitivity gap HEGREEE (40,826) 9,755 21,106 2,135
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Notes on the Accounts (continued)

FRIE B &t (&)

The Bank 1T
2007
Over Over
3 months 3 months 1 year Over Non-interest
or less to 1 year to 5 years 5 years bearing Total
38R 3{EAE 1A E
HUAT Z1F E5F SEME HFEE BE
HKS Mn HKS$ Mn HKS Mn HKS Mn HK$ Mn HKS Mn
BEREr  B¥EER  A¥EERT  AKREn  B¥EER B¥EER
Assets BE
Cash and balances with banks and Re RERTME
other financial institutions SRBBNLET 2,087 - - - 1,046 3,133
Placements with banks and other ERTRE e RS
financial institutions HtER 80,493 2,630 - - - 83,123
Trade bills 2528 375 47 - - 48 470
Trading assets RSRBEE 815 397 - - 3,409 4,621
Financial assets designated at fair value 55 i@ 8 b S
through profit or loss ATEENERIA 5353 446 2,828 - 14 8,641
Advances to customers TEER 96,635 8,200 22,316 5,154 2,142 134,447
Other accounts HiBEE 463 238 39 - 6,505 7,245
Available-for-sale financial assets AHHESREE 7,006 1,553 653 69 1,327 10,608
Held-to-maturity investments BEIERE 1,886 5,523 783 581 - 8,773
Non-interest bearing assets FERAE - - - - 37,412 37,412
Total Assets BEEH 195,113 19,034 26,619 5,804 51,903 298,473
Liabilities B
Deposits and balances of banksand TR EME RIS
other financial institutions TR 2,284 287 - - 10 2,581
Deposits from customers BFER 213,128 9,476 2,101 378 7,505 232,588
Trading liabilities RERREE 1,099 - 33 - 1,043 2,175
Certificates of deposit issued BRI ERE 3,918 6,533 504 3,410 - 14,365
Loan capital BEER 4,669 - 4,600 4,383 - 13,652
Non-interest bearing liabilities FEEBE - - - - 6,931 6,931
Total liabilities BfEgE 225,098 16,296 7,238 8,171 15,489 272,292
Interest rate sensitivity gap FRGRE =R (29,985) 2,738 19,381 (2,367)
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Notes on the Accounts (continued)

IR a2 (&)

39.FINANCIAL RISK MANAGEMENT (continued)

BERARERE @)

(e) Interest rate risk management (continued)

The following table summarises the range of effective average interest rates for the
year ended 31st December for monetary financial instruments:

(e)

AR EREE (E)
TREBAREE12A31HILFEREE SR
TAZBHAREE :

The Group £ The Bank 817
2008 2007 2008 2007
% % % %
Assets BE
Cash and short-term funds and Re RERTNE & BEEDN
placements with banks and & RERTREM
other financial institutions SREENET 0-10.28 0-10.00 0-10.28 0.10-8.60
Trade bills, advances to customers
and advances to banks and other BHER - RFERRFT
financial institutions REMSRERNER 0.50-36.10 0-37.62 0.60-18.33 0.88-18.36
Securities (Note) EH (M) 0.04-8.23 1.00-7.75 0.04-8.23 1.00-7.75
Liabilities b=
Deposits and balances of banksand 8277 R 1t & RiiiE e
other financial institutions TR RS 0.02-13.21 0.01-8.48 0.02-13.21 0.01-7.90
Deposits from customers BPER 0-9.00 0-13.33 0-9.00 0-8.75
Certificates of deposit issued and
loan capital BETFREREEER 0.92-10.14 2.25-10.48 0.92-10.14 2.25-10.48
Note:  Securities include certificates of deposit held, trading assets, financial assets WiE: BHEEESFEERE RHEE - EBE
designated at fair value through profit or loss, securities measured as loans and RBBEHARBRATEENERE
receivables, available-for-sale financial assets and held-to-maturity investments. E UERRERERGTENES - 7]
HHESHEERFERIERE -
(f) Strategic risk management () REMERBRER
The objective of strategic risk management is to monitor the risk to earnings or REHERBREENENREERTRAFER
capital arising from bad business decisions or from an improper implementation of TE S E M E i R 47 R T 1 ol Bl & Fl sk
good business decisions. BARFEOHRE o
The Board of Directors reviews and approves policy for the management of the EFERATMFHURMUERRERBE - &
strategic risk. The Board has delegated the responsibility for ongoing strategic risk R EEEAGEREECaaREEIRR
management to the Asset and Liability Management Committee. The Asset and BitEER - EEEEEEZESCERER
Liability Management Committee reports to the Board of Directors via the Risk FESMESSER-
Management Committee.
(9) Legal risk and reputation risk management () ZEEBMEERKREE
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Legal risk is the risk arising from the potential that unenforceable contracts,
lawsuits or adverse judgements may disrupt or otherwise negatively affect the
operations or financial condition of the Group.

Reputation risk is the risk arising from the potential that negative publicity
regarding the Group's business practices, whether true or not, will cause a decline
in the customer base or lead to costly litigation or revenue reductions.

The objective of managing the aforesaid risks is to identify, assess and monitor
these risks and, in particular, to comply with the relevant regulatory requirements.

The Board of Directors reviews and approves policies for these risks, and it has
delegated the responsibility for ongoing risk management to the Operational Risk
Management Committee. The Operational Risk Management Committee reports
to the Board of Directors via the Risk Management Committee.
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Notes on the Accounts (continued)
BRIEM AT (&)

(h) Capital management (h) EREE

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group to
maintain a prescribed ratio of total capital to total risk-weighted assets. The Group
calculates requirements for market risk in its trading portfolios based upon the
Group’s VAR models and uses its internal gradings as the basis for risk weightings
for credit risk. Banking operations are categorised as either trading book or
banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.

In addition to meeting the regulatory requirements, the Group’s primary objectives
when managing capital are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by Asset and Liability Management Committee and is reviewed regularly by the
Board of Directors.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratio and there have been no material changes in the
Group's policy on the management of capital during the year, except for a change
in the calculation methodology in the capital adequacy ratios.

The capital adequacy ratios as at 31st December, 2008 and 31st December, 2007
are computed on the consolidated basis of the Bank and certain of its subsidiaries
as specified by the HKMA for its regulatory purposes, and are in accordance with
the Banking (Capital) Rules of the Hong Kong Banking Ordinance which became
effective on 1st January, 2007.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2008 and 31st December, 2007 and the Group is well above the
minimum required ratio set by the HKMA.
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Notes on the Accounts (continued)

IR a2 (&)

40.FAIR VALUES OF FINANCIAL INSTRUMENTS @I EMNAFXEE

(a) Estimation of fair values (a) AV EEMET

220 The Bank of East Asia, Limited Annual Report 2008

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

The Group compares valuations derived from models with quoted prices of similar financial
instruments, and with actual values when realised, in order to further validate and calibrate
the models. These techniques involve uncertainties and are significantly affected by the
assumptions used and judgments made regarding risk characteristics of various financial
instruments, discount rates, estimates of future cash flows, future expected loss experiences
and other factors. Changes in assumptions could significantly affect these estimates and
the resulting fair values. Derived fair value estimates cannot necessarily be substantiated
by comparison to independent markets and, in many cases, could not be realized in an
immediate sale of the instruments.

The following methods and significant assumptions have been applied in determining the
fair values of financial instruments:

(i) the fair value of demand deposits and savings accounts with no specific maturity is
assumed to be the amount payable on demand at the balance sheet date;

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

(iii) the fair value of fixed rate loans and mortgages carried at amortized cost is estimated
by comparing market interest rates when the loans were granted with current market
rates offered on similar loans. Changes in the credit quality of loans within the portfolio
are not taken into account in determining gross fair values, as the impact of credit risk is
recognised separately by deducting the amount of the impairment loss and allowances
from both the carrying amount and fair value.
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Notes on the Accounts (continued)
BRIEHZE (4E)

(iv)

(vi)

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

the fair value of unlisted open-ended investment funds are estimated using the net asset
value per share as reported by the managers of such funds.

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

(b) Fair value
All financial instruments are stated at fair value or carried at amounts not materially different
from their fair values as at 31st December, 2008 and 2007, except for held-to-maturity
investments as set out in Note 26.

41.0FF-BALANCE SHEET EXPOSURES

BERBRUINER

(iv)

(vi)

FLEMBRERENAFEERERNEE
AT HEE ETARERNER &
FEL R - AR BR BT RS AT AR A0 5R
RS ©
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BERAME T EREERRNR -
PMEEAE BRI FER LS Q4B sk
X REGF 2 o AKBIERARRL
RERER/EHERNESE TANTS
F= - QOB R FEERKAHED
w— AT RAT IR A EEA G - AKE
BANERARAGEBNEETISE

(b) DFEE
KM 26Tk E BB 2 RIHIR BN - FRE S
BMITAHRURTFEESEER2007F12 A
31AF12006F F A AFEERENSEA

BE o

(a) Contingent Liabilities and Commitments
The following is a summary of the contractual amounts of each significant class of

(a)

HREBERARE

AT REERABBRAEEIEEFINEGL

contingent liabilities and commitments: BURRE -
The Group £E The Bank 817
2008 2007 2008 2007
HKS Mn B8 HERT HKSMn B¥EEr HKS Mn B EERT HKS Mn BEBETT
Direct credit substitutes HECEARE S 7,272 8,496 6,888 9,151
Transaction-related contingencies B 5 E MBS AER 1,771 976 1,529 707
Trade-related contingencies RE SAMNARER 1,045 1,493 721 1,033
Commitments that are unconditionally A ZE {&{+ERE /8
cancellable without prior notice SR BAHALE 41,692 49,117 38,683 37,442
Other commitments H A
- upto 1 year —1EHAT 5,651 4,510 3,049 2,062
—over 1 year 15 E R 7 £ 7 4144 11,551 13354
76,168 78,736 62,421 63,749

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The
contractual amounts represent the amounts at risk should the contract be fully drawn
upon and the client default. Since a significant portion of guarantees and commitments is
expected to expire without being drawn upon, the total of the contract amounts does not
represent expected future cash flows.

IRBEMAEEREEAANTA - 815
RAURHEEENALER  FAFE  ERE
FENRIE - ROBEREERONTRER
MEEFENEAERRNEE - RN
HIERE AN KRN RS D BESERL
REMATEY - & OBET TRRMFARRR

LnE e
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Notes on the Accounts (continued)

IR a2 (&)

41.0FF-BALANCE SHEET EXPOSURES (continued)

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

EEESBERUIINER @

(b) $7ETE
PTATRRE —ERSEANEERISH
EEETEEOHBELY -

The following is a summary of the notional amounts of each significant type of derivative LTAEERRTHERITETAFZHT

222

for the Group and the Bank: MWERBERE :
The Group
58
2008 2007
Trading  Non-trading Total Trading ~ Non-trading Total
% kX5 “m 25 kX5 kA
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BYEEET BERET BYRET BEEET BEREL BEREL
Exchange rate contracts EEEA
Forwards and futures EHRHREE 23,860 - 23,860 14,816 by) 14,838
Swaps FEHZ 5 1,633 12,863 14,496 15,141 8,456 23,597
Options purchased Nl 919 151 1,070 3,717 - 3,717
Options written i AR 1,075 151 1,226 3,527 - 3,527
Interest rate contracts FIE&H
Forwards and futures BB FREE 25 - 25 185 - 185
Swaps HHR 5 - 44,699 44,699 1,261 26,894 28,155
Equity contracts Rina#
Swaps HHRS - - - - 2,864 2,864
Options purchased BB 82 1,638 1,720 1,332 6,031 7,363
Options written Turt it 47 1039 1466 3545 = 3,545
28,021 60,541 88,562 43,524 44,267 87,791
The Bank
817
2008 2007
Trading  Non-trading Total Trading Non-trading Total
x5 kX5 k] 5 *RX5 ot
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BERET BRRER BERET BEREL BEREL
Exchange rate contracts EEE4
Forwards and futures BB REE 10,842 - 10,842 12,707 - 12,707
Swaps HHRS 1311 12,253 13,564 15,141 9,840 24,981
Options purchased [=YNil 971 151 1,122 3,717 = 3,717
Options written afusp:it 1,075 151 1,226 3,527 - 3,527
Interest rate contracts FIEEH
Forwards and futures EHRHREE 25 - 25 185 - 185
Swaps EHZ 5 - 42,684 42,684 1,261 24,893 26,154
Equity contracts BRAEH
Swaps BHR5 - - - - 4,093 4,093
Options purchased PNl 82 2,307 2,389 1,331 6,031 7,362
Options written it 2 1039 1466 3545 - 3,545
14,733 58,585 73,318 41,414 44,857 86,271
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Notes on the Accounts (continued)
BRIEHZE (4E)

Derivatives arise from futures, forward, swap and option transactions undertaken by the MTETAEAAEERARITEINE - FIEK
Group and the Bank in the foreign exchange, interest rate and equity markets. The notional REMSGHETHE &8  mHRHERS
amounts of these instruments indicate the volume of transactions outstanding at the MEE - ELTANERSBIETCAEERD
balance sheet date; they do not represent amounts at risk. ATERHIRHE - BETRKRAZRZRBRE
B o
The fair value and credit risk weighted amounts of the aforesaid off-balance sheet exposures A EEBBRMINERH AT EEREE
are as follows. These amounts do not take into account the effects of bilateral netting R INES RN T o &SI ARG A SR
arrangements. TFERRHERE o
The Group £E The Bank 17
2008 2007 2008 2007

HKS Mn BMEERT HKSMn BBEET HKSMn B¥EBT HKS M BRAEET

Fair value (Note 22) ATEE (Mf3F2)
Exchange rate contracts EXRE4 488 235 262 172
Interest rate contracts HEEH 1,012 804 755 705
Options purchased BAHIE
~ exchange rate contracts —EEEH 3 - 3 -
— equity contracts -Kfrey 23t 513 3 513
1,734 1,552 1,251 1,390
The Group £ The Bank 817
2008 2007 2008 2007
HKS Mn B8 EERL HKS Mn BEEET HKSMn BEEERL HKSMn BEEET
Credit risk weighted amounts* EERRIESE*
Contingent liabilities and
commitments SR B A e 20,642 18,725 14,002 12,305
Exchange rate contracts ERAL 391 130 340 131
Interest rate contracts HEEK 225 196 32 197
Equity contracts RIAEH 181 75 248 99
Debt security & other commodity B R 22 -3’ e
21,461 19,126 14,949 12,732
*  The Bank adopted the Foundation Internal Ratings Based (“IRB”) approach according * REBGRITEER)RA) - RITHRAERRA
to Banking (Capital) Rules for calculating the credit risk weighted amount as at 31st BEPRT AR ST B ST E 2008612 A31H
December, 2008. ZEERBZRBIESTE -
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Notes on the Accounts (continued)

IR a2 (&)

41.0FF-BALANCE SHEET EXPOSURES (continued) ZEE&BEBRUINMNEE @)

(b) Derivatives (continued) (b) $TEIAE)
The tables above give the contractual or notional amounts, fair value and credit risk ERINEEEABRIMINRZHNE LK EE
weighted amounts of off-balance sheet transactions. The fair value is calculated for the S RFEEREERRMNESSE - RF
purposes of deriving the credit risk weighted amounts. These are assessed in accordance EERARAECERRMESRE - %58
with the Banking (Capital) Rules. Fair value represents the cost of replacing all contracts HERIZBURTEEAN) BANETE - 2F
which have a positive value when marked to market. BEREEEMARMSBETEEERN

BIEBERE LR

Fair value is a close approximation of the credit risk for these contracts as at the balance ATEEREAEBZSANNBEER
sheet date. The credit risk weighted amount refers to the amount as computed in I o EERBRINESEIBIRBURITE(E
accordance with the Banking (Capital) Rules. R)RADE o
The following table provides an analysis of the notional amounts of derivatives of the Group TRAOMELE A AEBERER AR EE
by relevant maturity grouping based on the remaining periods to settlement at the balance 2R EERRABITETANRECHE -
sheet date.
The Group £E
Notional amounts with remaining life of
FRBRNERER
2008 2007
1year Over 1year Over Tyears  Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1L 150 E

1EFUT 5% SENE 28 1FIT 5% SEUNE a8
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
AREAr A%OER ANEER RNEEn EMEET ENEET EY¥EET AWEER

Interest rate derivatives METETA 26,641 14,193 3,890 44,724 10,651 13,047 4,642 28,340
Currency derivatives EROTETE 35,145 5,507 - 40,652 40,69 4,980 - 45,679
Other derivatives AftfT4HETA 2,514 8 664 3,186 10,737 2,450 585 13,772

64,300 19,708 4,554 88,562 62,087 20477 5227 87,791

The Bank $i47
Notional amounts with remaining life of
NHHERNEREE
2008 2007
1year Over 1year Over Tyears  Over 1year Over
orless  to5years 5 years Total orless  to5years 5 years Total
150 1L E

1EFHUT Z5F SENE @am  1EGUT 5 SELAE B
HK$ Mn HKS Mn HK$ Mn HKS Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn
BEEET BEEET BYEET RYEER AMEEn A%EEn AEEr AkEEn

Interest rate derivatives MEFTETA 26,341 12,384 3,984 42,709 11,021 11,222 4,096 26,339
Currency derivatives EBITETA 21,247 5,507 - 26,754 40,286 4,646 = 44,932
Other derivatives HfTHETA 3,183 8 664 3,855 11,137 3278 585 15,000

50,771 17,899 4,648 73,318 62,444 19,146 4,681 86,271
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Notes on the Accounts (continued)
BRIEHZE (4E)

(c) Capital Commitments (o) ERFENE
Capital commitments outstanding at 31st December and not provided for in the accounts 12 A31 B AR ERMB IR ARIE IR B2
were as follows: BB AREBENT
The Group £8 The Bank 17
2008 2007 2008 2007

HKS Mn 8 EET HKS Mn B8 EEL HKS Mn B EET HKSMn BEEER

Expenditure authorised and

contracted for BRAT HITEEY 1,611 1,880 608 647
Expenditure authorised but not
contracted for EREXHERER 107 131 98 89
1,718 2,01 706 736
(d) Operating Lease Commitments (d) EEHEERE
At 31st December, 2008, the total future minimum lease payments under non-cancellable 20085128318 - E AT HEEN K EHE
operating leases are payable as follows: A RRRIEENAEFIEEELT ¢
The Group £E The Bank 817
2008 2007 2008 2007

HKS Mn B®EET HKS Mn B EET HKS Mn B¥EERT HKS Mn BB EET

Properties E
Within one year 1E AR 338 272 135 119
After one year but within five years 1EE5FR 684 619 117 125
After five years SFE 358 307 - 1
1,380 1,198 252 245
The Group £E The Bank 17
2008 2007 2008 2007
HKS Mn BB EET HKS Mn B EET HKS Mn B¥EERT HKS Mn BB EET
Equipment B
Within one year E:0 7 5 2 2
After one year but within five years 15558 R 10 9 2 2
After five years SELE - - - -
17 14 4 4
The Group and the Bank lease certain properties and equipment under operating leases. The REBRATAEEHEHAHA L LY ZE
leases run for an initial period of one to twenty five years, with an option to renew the lease Mt - HEFHR1FE25 © FIHBRA
when all terms are renegotiated. Lease payments are usually adjusted annually to reflect BENBEMETIASZ - HENRESES
market rentals. None of the leases includes contingent rentals. BEFRAEARMTEES - IBEHELOLD

BHEXAEE -
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Notes on the Accounts (continued)

IR a2 (&)

42.NOTES ON CONSOLIDATED CASH FLOW STATEMENT #HAR&ERERME
(a) WEBMHEBLAR

(a) Purchase of Subsidiaries

2008 2007
HK$ Mn B EET HKS Mn ¥ EET
Net assets acquired BBANFEE
Cash and balances with banks Be RERTNEL MBS REkE
and other financial institutions peyed 12 2
Advances and other accounts BENREEZERR
less provisions H fth BR I8 10 5
Fixed assets BEEE 4 -
Goodwill S 25 =
Other accounts and provisions Hpml®s @4 3)
6 4
Goodwill arising on consolidation BRIEMARELNRE . 36
Total purchase price R @ X B AE 33 40
Less: cash and cash equivalents acquired w AR kERREEE a2 2)
Cash flow on acquisition net of cash acquired B EHEWERBANR SR 21 38
(b) Disposal of Subsidiary (b) HEMBAR
2008 2007
HK$ Mn B8 EET HKSMn ¥ EET
Advances and other accounts less provisions BHREEERREMRE - 53
Taxation T8 - 3)
Other accounts and provisions Hegpme®e - (1)
- 49
Add: gain on disposal powERY - I 406
Cash flow on disposal of subsidiary HERBARNE SR - 455
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Notes on the Accounts (continued)

FRIE B &t (&)

(c) Cash and Cash Equivalents

(i) Components of cash and cash equivalents in the consolidated cash flow

statement

(0 RERZERRELER

() EFcHSRERARSRERRSE

B AR D

2008

2007

HKS Mn B¥EERX  HKS MnS¥EET

Cash and balances with banks and

R MAERITAMEAD & RS

other financial institutions T 20,042 14,187
Placements with banks and other JRZRHRBR A 31 A LA
financial institutions with original TERTT R H M & Bhits
maturity within three months HTERR 70,442 87,395
Treasury bills with original maturity JRZEAR A31E A AR
within three months M EEH 3,251 1,919
Certificates of deposit held with original RAHR A3ME A AR Z
maturity within three months A NERE 371 217
94,106 103,718
(i) Reconciliation with the consolidated balance sheet (il HEEFEEEBBERNYER
2008 2007

HKS Mn BB EET  HKS MnB%EST

Cash and balances with banks and

other financial institutions (Note 19)

Placements with banks and other
financial institutions (Note 20)
Treasury bills and certificates of
deposit held
— trading assets (Note 22)
— designated at fair value through
profit or loss (Note 23)
— advances and other accounts
(Note 24)
— available-for-sale (Note 25)
— held-to-maturity (Note 26)

Amounts shown in the consolidated
balance sheet

Less: amounts with an original maturity

of beyond three months
cash balance with central bank

subject to regulatory restriction

Cash and cash equivalents in the
consolidated cash flow statement

B RIERITRE S RS
AT (Md7E19)

TESRIT R A & RIS
HITFR(Kd7E20)

BlE &S RSB TTRE

—RZBREE(KF22)

— T RBEREARR AT EE
(Mi3E23)

—BERREMEE(E24)
— Al & (B 3E25)
— R ZEFIH(F5E26)

EHREEERBBERNENSHE
B RAHRR3E A AL
ot
ABRHIE T RIBITH
REBF

EGaRenBRANAS R
ERRSIER

28,105 17,853
96,574 94,704
400 1,195

- 50

39 39
11,153 3,676
1,897 1,692
13,489 6,652
138,168 119,209
(35,999) (11,825)
(8,063) (3,666)
94,106 103,718

RERITHERAA

2008E3 227



Notes on the Accounts (continued)

IR a2 (&)

43.ASSETS PLEDGED AS SECURITY H{EE#HRHNEE

The following balances with banks have been pledged as collateral for securities ATHRITESRCER TERESFBERIT
borrowings and margin deposits of derivatives. S TAFREZES 2BRE -
The Group £E The Bank 17
2008 2007 2008 2007

HKS Mn M EERT HKSMn BB EET HKSMn B¥EBT HKS M BREET

Cash collateral for BEEFEENTS
borrowed securities R 7 - 7 -
Collateral deposit for BESTET EBER
derivatives dealing g im 5 Mm 5
919 55 919 55
These transactions are conducted under terms that are usual and customary to WMERPZIERRIE—RRBEZEERR
standard lending and securities borrowing and lending activities. EBEREERDHET
44.LOANS TO OFFICERS {THX A BE 3%
The aggregate of loans to officers of the Bank disclosed pursuant to Section RBETECA BER])EE161B5R4B) R (4C) T
161B(4B) and (4C) of the Hong Kong Companies Ordinance is as follows: TE  RTITRAB 2 EREERAMWT
2008 2007

HKS Mn B¥EERT  HKS Mn s EET

Aggregate amount of relevant loans

outstanding at 31st December HEEFN 12831 BRE R EsE
By the Bank RERITIEH 4,169 1,432
By subsidiaries mg ey 173 625
5,242 2,057
The maximum aggregate amount of
relevant loans outstanding during the year FERNBBERZ R R A%
By the Bank HRIRITIE 4,573 1,864
By subsidiaries mHEARELE 1492 625
6,065 2,489
There was no interest due but unpaid nor any impairment allowance made against 72008412 A31H k2007412 A31H &
these loans at 31st December, 2008 and 31st December, 2007. BREARENFE - IAREHZEERIER

B2 ©

228 The Bank of East Asia, Limited Annual Report 2008




Notes on the Accounts (continued)
BRIEHZE (4E)

45.MATERIAL RELATED PARTY TRANSACTIONS EE(ATHEARRS

The Group maintains certain retirement benefit schemes for its staff as per Note
2(q)(iii). In 2008, the total amount of contributions the Group made to the
schemes was HK$107 million (2007: HK$93 million).

The Group enters into a number of transactions with the Group’s related parties,
including its associates, and key management personnel and their close family
members and companies controlled or significantly influenced by them. The
transactions include accepting deposits from and extending credit facilities to
them. Except that there is interest free shareholder’s advance extended to one
(2007: one) associate amounting to HK$7 million at 31st December, 2008 (2007:
HK$7 million), all interest rates in connection with the deposits taken and credit
facilities extended are under terms and conditions normally applicable to customers
of comparable standing.

The interest received from and interest paid to the Group’s related parties for the
year, outstanding balances of amounts due from and due to at the year end, and
maximum outstanding balance of amounts due from and due to them during the
year are aggregated as follows:

AEEAHB S RER LRKRETS -
B KT EE2(q)ii) K 58 ° 2008 F A © ANEE
135 LAt B e TR 8 &R B 107,000,00070
(20074 : 7##93,000,0007T) °

AEEREBMATETSERS  BLA
TEEREAR TBTRABHEETER
BERKE « RZELEALIEHINARSAR
BAVENNAT - BERHREERE
A TFERRAMIREEE - RATET
—EQo07F: —H)KEARNEERREE
AN HR20084F 12 A31 B &R BB
7,000,0007T (2007 4 : #%7,000,0007T) *
Rtz - FIEERRIEENTE - HIRE
H—REFERAKTE 2 EFBEENGERER

E oo

20084 + A& [ 1E B A £ AT UCENER S f+F
T FIE0F S - KAE20084F 12 A31H - BB
ALTHIRAEXR @A LTHTE  REFE
AN B A T & m R AR R B TR RER
IR @A -

Key management personnel Subsidiaries Associates

TEEEAR HEA R BE AT
2008 2007 2008 2007 2008 2007
HKS Mn HK$ Mn HKS$ Mn HK$ Mn HKS Mn HK$ Mn
BEEEL A%REnr BYEEBx E¥REn  B%EER  BKEER
Interest income FEHA 264 155 1,079 833 8 9
Interest expense FEXH 88 134 148 204 - -
Amounts due from B AL RR 8,209 10,448 16,398 17,964 124 213
Amounts due to R R A THY TR 3,696 3,961 1,994 1,634 7 10
Maximum amounts due from BHMA TR AR 12,429 11,361 22,072 23,699 446 422
Maximum amounts due to REMA TR ZE 8,527 8,593 2,850 1,894 34 62

RERITHERAA
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Notes on the Accounts (continued)

IR a2 (&)

46.EQUITY COMPENSATION PLANS M3 #{E 2

The Bank has adopted Staff Share Option Schemes whereby the Board of the RITFERANEERRAERANITEEGA
Bank may at its discretion grant to any employees, including Executive Directors BB HRRETFTAEEZEMES - B
and Chief Executive, of the Group options to subscribe for shares of the Bank. The HMITEF RITHAR - ARBARITRG - R
options may be exercised during the period beginning on the first anniversary of RAERITEAR AR T BNE 1 BAFRREER
the Date of Grant and ending on the fifth anniversary of the Date of Grant. All FTHBESAFIE - FARRESAEHER
options were granted for nil consideration. HEH o
(a) Particulars of Share Options (a) RBAEFE
Exercise Price
Date of Grant Vesting Period Exercise Period Per Share
BFHH B 1T BRITEE
HK$ B
02/5/2003 02/5/2003 - 01/5/2004 02/5/2004 — 02/5/2008 14.90
22/4/2004 22/4/2004 — 21/4/2005 22/4/2005 - 22/4/2009 23.23
03/5/2005 03/5/2005 - 02/5/2006 03/5/2006 - 03/5/2010 22.95
03/5/2006 03/5/2006 - 02/5/2007 03/5/2007 — 03/5/2011 33.05
10/5/2007 10/5/2007 — 09/5/2008 10/5/2008 — 10/5/2012 47.13
05/5/2008 05/5/2008 — 04/5/2009 05/5/2009 - 05/5/2013 44.10
(b) Movement of Share Options (b) RREZEE
2008 Number of Share Options 2 REE B
Outstanding Outstanding
Date of Grant at 1/1/2008 Granted Exercised Lapsed at31/12/2008
720084 720084
1818 12A31H
BFHH 2 RATBE 28T 217 EF30¢ i AR AT 6L
02/5/2003 2,205,000 - 2,205,000 - Nil
22/4/2004 3,915,000 - 1,080,000 70,000 2,765,000
03/5/2005 7,230,000 - 1,125,000 - 6,105,000
03/5/2006 3,200,000 - 500,000 - 2,700,000
10/5/2007 2,750,000 - - 2,750,000
05/5/2008 - 5,500,000 - - 5,500,000
Total 48%a 19,300,000 5,500,000 4,910,000 70,000 19,820,000
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Notes on the Accounts (continued)
BRIEHZE (4E)

2007 Number of Share Options RAEHEZ B
Outstanding Outstanding
Date of Grant at 1/1/2007 Granted Exercised Lapsed  at 31/12/2007
20074 720074
1H1H 12H31H
KT EH HARATE BERT B17fE BRRK HARTTE
18/4/2002 1,855,000 = 1,855,000 = NIL
02/5/2003 2,895,000 = 690,000 - 2,205,000
22/4/2004 5,750,000 - 1,835,000 - 3,915,000
03/5/2005 10,310,000 - 3,080,000 - 7,230,000
03/5/2006 3,250,000 - 50,000 - 3,200,000
10/5/2007 - 2,750,000 - - 2,750,000
Total 42%8 24,060,000 2,750,000 7,510,000 - 19,300,000

(c) No share options were cancelled during the years ended 31st December, 2008 and  (c) #%2008%20075 12831 BEE NI ARER

2007. At Tt 8 ©
(d) Details of Share Options Exercised (d) BITFERREFE
Number of Share Options
RIRERE
Exercise Period Date of Grant
TEHE =t 2008 2007
January 1 H 18/4/2002 - 20,000
02/5/2003 1,005,000 55,000
22/4/2004 130,000 390,000
03/5/2005 75,000 420,000
February 2 A 18/4/2002 - 55,000
02/5/2003 20,000 55,000
22/4/2004 20,000 155,000
03/5/2005 25,000 320,000
March 3 B 18/4/2002 - 930,000
02/5/2003 1,060,000 125,000
22/4/2004 665,000 180,000
03/5/2005 715,000 180,000
03/5/2006 500,000 -
April 4 A 18/4/2002 - 850,000
02/5/2003 30,000 10,000
22/4/2004 165,000 75,000
03/5/2005 110,000 290,000
May 5 A 02/5/2003 90,000 210,000
22/4/2004 20,000 155,000
03/5/2005 75,000 390,000
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Notes on the Accounts (continued)

FRIE B &t (&)

46.EQUITY COMPENSATION PLANS (continued) B3 E T2 ()

(d) Details of Share Options Exercised (continued)

(d) BATERRER ()

Number of Share Options

RRES B

Exercise Period Date of Grant
1T = 2008 2007
June 6 A 02/5/2003 - 150,000
22/4/2004 25,000 65,000
03/5/2005 25,000 655,000
July 7 8 22/4/2004 5,000 75,000
03/5/2005 55,000 145,000
August 8 B 02/5/2003 - 30,000
22/4/2004 30,000 120,000
03/5/2005 45,000 105,000
September 9 A 22/4/2004 20,000 30,000
03/5/2005 - 115,000
October 104 22/4/2004 - 180,000
03/5/2005 - 100,000
November 11 A 02/5/2003 - 15,000
22/4/2004 - 310,000
03/5/2005 - 160,000
03/5/2006 - 50,000
December 12 A 02/5/2003 - 40,000
22/4/2004 - 100,000
03/5/2005 - 200,000
4,910,000 7,510,000

47.ACCOUNTING ESTIMATES AND JUDGEMENTS & &H{h st ¥ 8

232 The Bank of East Asia, Limited Annual Report 2008

The preparation of accounts requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of these accounts and the
reported amounts of revenues and expenses for the years presented. Changes in
assumptions may have a significant impact on the accounts in the periods where
the assumptions are changed. The application of assumptions and estimates
means that any selection of different assumptions would cause the Group’s
reporting to differ. The Group believes that the assumptions that have been made
are appropriate and that the accounts therefore present the financial position and
results fairly, in all material respects.

Management discussed with the Audit Committee the development, selection and
disclosure of the Group’s significant accounting policies and estimates and the
application of these policies and estimates.

ERAAEENIRAR - BEEMARRSE
TRZERENEH - BAEREEREE
ZEBMIREERRBERBEAZENMG
MERE - RS IRAERE THREFEAR
ARZ M2 @BEFENMFTERE o 17K
SEEFUZERR - ERALEEHA RS
HENREEEEAZE - RALETRE
BRRMEAERAEE 2 RESHEATR -
EREEZRATE  ARERREELE
BZRBE  MASBEOMBERRIGERFiH
[RREL A ARNEAS
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Notes on the Accounts (continued)
BRIEHE (4E)

(a) Key Sources of Estimation Uncertainty
Notes 29, 35 and 40 contain information about the assumptions and their risk
factors relating to goodwill impairment, fair value of share options granted and fair
values of financial instruments. Other key sources of estimation uncertainty are as
follows:

(i) Impairment losses

Loans and advances

Loan portfolios are reviewed periodically to assess whether impairment losses
exist. The Group makes judgement as to whether there is any objective
evidence that a loan portfolio is impaired, i.e. whether there is a decrease
in estimated future cash flows. Objective evidence for impairment includes
observable data that the payment status of borrowers in a group has adversely
changed. It may also include observable data that correlate with defaults
on the assets in the Group. If management has determined, based on their
judgement, that objective evidence for impairment exists, expected future
cash flows are estimated based on historical loss experience for assets with
similar credit risk characteristics. Historical loss experience is adjusted on the
basis of the current observable data. Management reviews the methodology
and assumptions used in estimating future cash flows regularly to reduce any
difference between loss estimates and actual loss experience.

Available-for-sale financial assets and held-to-maturity investments

The Group determines that available-for-sale financial assets and held-to-
maturity investments are impaired when there has been a significant or
prolonged decline in the fair value below its cost. The determination of when
a decline in fair value below its cost is not recoverable within a reasonable
time period is judgmental by nature, so profit and loss could be affected by
differences in this judgement.

(i) Valuation of financial instruments

The Group's accounting policy for valuation of financial instruments is included
in Note 2. The fair value of the financial instruments is mainly based on the
quoted market price on a recognised stock exchange or a price quoted from
a broker/dealer for non-exchanged traded financial instruments. The fair value
of collateralised debt obligations is based on bid prices quoted by reputable
brokers and has been carefully assessed for reasonableness by management.
The fair value of SIV is based on their net asset values as provided by the SIV's
managers.
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47.ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)

(b) Critical accounting judgements in applying the Group’s accounting policies

Certain critical accounting judgements in applying the Group's accounting policies
are described below:

@i

(ii)

Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention
and ability to hold to maturity as held-to-maturity investments. In making
this judgement, the Group evaluates its intention and ability to hold such
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investments till maturity. B ARB g EAE BTG58 REE
NFBEZFREZEHB -

If the Group fails to hold these investments to maturity other than for certain TEETERELTRIN - BEAREERRE

specific circumstances, the Group will have to reclassify the entire portfolio of BEZSREZIHA AEEGKE

held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

Recognition of deferred tax assets

The group recognises deferred tax assets only to the extent that it is probable
that future taxable profits will be available against which the asset can be
utilised. Estimates and judgements are applied in determining the amount of
future taxable profits and the probability that such future taxable profits are
available in the foreseeable future to support recognition of the deferred tax
assets. The group uses all readily available information, including estimates
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based on reasonable and supportable assumptions and projections of revenue EHNER  BERBEERAXFEZR
and operating costs, in determining future taxable profits. Changes in these R FNE A e 2 AR B il Et - w*ﬁ
estimates could significantly affect the timing of deferred tax asset recognition RIRFEARB R A o WL F AT EE)

and the amount of asset recognised.

48.COMPARATIVE FIGURES L& E=F
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The comparative figures have been restated to conform with current year’s
presentation.

49.PROPOSED IMPACT OF AMENDMENTS, NEW STANDARDS
AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE
FOR THE YEAR ENDED 31ST DECEMBER, 2008
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Up to the date of issue of these accounts, the HKICPA has issued a number of
amendments, new standard and interpretations which are not yet effective for the
accounting year ended 31st December, 2008 and which have not been adopted in
these accounts.
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Notes on the Accounts (continued)
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The Group is in the process of making an assessment of what the impact of these AEBIEEEREZSER  HiRE  H2E
amendments, new standards, new interpretations and additional disclosures is MEBHINEBEEEERARATREEENTE -
expected to be in the period of initial application. So far it has concluded that the SIS ERAERNZZER « FIEE -
adoption of them is unlikely to have a significant impact on the Bank's results of MR EMREINE R RITH R E RA BN
operations and financial position. CERN-Z &

In addition, the following developments may result in new or amended disclosures BEAN - AT B B R AT RE 5| SRR TE R (EH 2
in the accounts: FTSUERTEVRER

Effective for accounting periods
beginning on or after

e AR AR B AR

HK(IFRIC) 13 — Customer loyalty programmes 1st July 2008
a5 (BRI REERBREES)RBE IR BLAR] 2008%7H1H
HKFRS 2 — Share-based payment (Revised) 1st January 2009
KIS KEBMERELERNDE 25— ARG AERAIZ | 20091 A 1H
HKFRS 8 — Operating segments 1st January 2009
(BRI BMEERNFEH—LENE] 20091 H1H
Amendment to HKAS 1, Presentation of

financial statements: capital disclosures 1st January 2009
KIETKEARTTERDE R A B RER 2 25, : EAREE] 20091 H1H
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