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Management’s Discussion and Analysis

FINANCIAL REVIEW

Financial Performance

Half-year ended Half-year ended

30 June 30 June

HK$'m 2004 2003
Operating profit before provisions 5,357 6,139
Operating profit after provisions 6,597 4,470
Profit before taxation 6,777 3,266
Profit attributable to shareholders 5,682 3,031

The Group’s profit attributable to shareholders was HK$5,582 million, up HK$2,551 million or 84.16%, compared to the first
half of 2003. Operating profit before provisions was HK$5,357 million, down HK$782 million or 12.74%, compared to the first
half of 2003. The decline was mainly due to a decrease in net interest income, which was partially offset by an increase in
other operating income.

Net interest income and margin

Half-year ended Half-year ended

30 June 30 June

HK$’'m, except percentage amounts 2004 2003
Interest income 7,304 9,358
Interest expense (1,795) (2,776)
Net interest income 5,509 6,582
Average interest-earning assets 708,490 701,544
Net interest spread (annualised) 1.49% 1.79%
Net interest margin (annualised) 1.56% 1.89%

Net interest income was HK$5,509 million, down HK$1,073 million or 16.30%, compared to the first half of 2003. Net interest
margin fell by 33 basis points to 1.56%, a result of 30 and 3-basis point decline in net interest spread and contribution of net
free funds respectively. The persistently low HIBOR since last September led to the decline in interest income, which was only
partially offset by the decrease in interest expense.

The decrease in interest income was mainly attributable to the decline in average yields from interbank placements, loans and
debt securities. The drop in yield from Hong Kong dollar interbank placements was consistent with that of HIBOR. In the first
half of 2004, average 1-month HIBOR and 3-month HIBOR fell by 125 and 110 basis points to 0.11% and 0.27% respectively
when compared to the first half of 2003. Hence, the yield from HIBOR-based loans fell as well. Keen pricing competition also
compressed the yields from residential mortgage and corporate loans. The debt securities portfolio recorded a decrease in
yield on repricing under the low interest rate environment. During the period, we also reduced the average duration of the
portfolio.

The decrease in interest expense was mainly attributable to falling market interest rates, the decrease in deposits from customers
as well as the continued shift of time deposits towards savings deposits during the period. However, in this exceptionally low
interest rate environment, our ability to manage liability costs was restricted.
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Management’s Discussion and Analysis (continued)

Other operating income

Half-year ended Half-year ended

30 June 30 June
HK$’'m, except percentage amounts 2004 2003
Fees and commission income 2,221 1,690
Fees and commission expenses (508) (311)
Net fees and commission income 1,713 1,379
Dividend income from investments in securities 13 31
Net gain from other investments in securities 24 156
Net gain from foreign exchange activities 584 478
Net gain from other dealing activities 54 17
Net rental income from investment properties 76 88
Others 52 105
Other operating income 2,516 2,254
Non-interest income to total operating income ratio 31.35% 25.51%

Other operating income was HK$2,516 million, up HK$262 million or 11.62%, compared to the first half of 2003. Net fees and
commission income was HK$1,713 million, up HK$334 million or 24.22%, primarily due to the increase of HK$460 million or
134% in income from wealth management business, including stockbroking and the distribution of investment funds, retail
bonds and life insurance products, as a result of higher stock turnover and stronger demand for alternative investments under
the low interest rate environment.

Fees and commission expenses were HK$508 million, up HK$197 million or 63.34%, mainly due to higher stock commission
expenses and cash rebates for residential mortgage as the volume of business increased. In addition, the growth of our
merchant acquiring business also raised the commission expenses related to credit cards.

Net gain from foreign exchange activities increased by HK$106 million or 22.18% due to higher volume of customer transactions.
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Management’s Discussion and Analysis (continued)

Operating expenses

Half-year ended Half-year ended

30 June 30 June

HK$’'m, except percentage amounts 2004 2003
Staff costs 1,625 1,632
Premises and equipment expenses (excluding depreciation) 346 309
Depreciation on owned fixed assets 293 322
Other operating expenses 404 434
Operating expenses 2,668 2,697
Cost to income ratio 33.25% 30.52%

Operating expenses were HK$2,668 million, down HK$29 million or 1.08%, as a result of disciplined cost control. The cost to
income ratio increased by 2.73 percentage points to 33.25% mainly due to the decline in operating income. Staff costs were
maintained at the same level as the first half of 2003. Expenses on information technology increased, which were offset by
lower depreciation expenses due to the reduction in fixed assets and the decline in other operating expenses, which were
higher in the 20083 interim period due to additional professional expenses incurred for the special review.

The total number of employees of the Group, including all the subsidiary companies, was 13,009 at end of June 2004, a
decrease of 179 from end-2003.

Write-back of/(charge for) bad and doubtful debts

Half-year ended Half-year ended

30 June 30 June

HK$'m 2004 2003
Specific provisions

— new provisions (811) (2,537)

— releases 1,327 482

— recoveries 733 220

1,249 (1,835)

General provisions (9) 166

Net credit/(charge) to profit and loss account 1,240 (1,669)

Asset quality continued to improve. The Group recorded a net write-back of provisions of HK$1,240 million, which represented
a significant improvement as compared to the net charge for bad and doubtful debts of HK$1,669 million in the first half of
2003. New specific provisions decreased by HK$1,726 million, or 68.03% to HK$811 million, reflecting the lower NPL formation
as credit quality of the loan portfolio improved. Releases in specific provisions increased by HK$845 million, or 175.31% to
HK$1,327 million, mainly due to increase in collateral value and collections. Recoveries of loans previously written off also
increased by HK$513 million, or 233.18%, to HK$733 million.
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Management’s Discussion and Analysis (continued)

Financial Position

At 30 June At 31 December
HK$'m, except percentage amounts 2004 2003
Cash and short-term funds 126,705 134,106
Placements with banks and other financial institutions
maturing between one and twelve months 78,753 78,240
Certificates of deposit held 18,837 18,776
Hong Kong SAR Government certificates of indebtedness 35,320 31,460
Investments in securities™® 164,946 172,518
Advances and other accounts 302,435 300,094
Fixed assets 17,144 17,582
Other assets* 7,873 9,810
Total assets 752,013 762,586
Hong Kong SAR currency notes in circulation 35,320 31,460
Deposits and balances of banks and other financial institutions 64,156 41,347
Deposits from customers 564,820 600,826
Certificates of deposit issued 2,423 2,432
Other accounts and provisions 26,210 29,163
Total liabilities 692,929 705,228
Minority interests 1,177 1,156
Shareholders’ funds 57,907 56,202
Total liabilities and capital resources 752,013 762,586
Loan to deposit ratio 54.62% 51.36%

*

Investments in securities comprise held-to-maturity securities, investment securities and other investments in securities.

# Trade bills and investments in associates are included in other assets.
The Group’s total assets as at 30 June 2004 were HK$752,013 million, down HK$10,573 million or 1.39% from end-20083.

Investments in securities, comprising held-to-maturity securities, investment securities and other investments in securities,
were HK$164,946 million, down HK$7,572 million or 4.39%. Among those, held-to-maturity securities increased by HK$55,629
million, or 55.04%, to HK$156,694 million as at 30 June 2004, mainly due to the transfer of a majority of other investments in
securities to held-to-maturity securities to align with its associated intention of holding. In accordance with the Group’s accounting
policy, held-to-maturity securities are stated at amortised cost, while other investments in securities are stated at fair value.

Though the demand for loans remained weak, advances to customers stayed flat at HK$308,513 million. The loan to deposit
ratio was 54.62% as at 30 June 2004, up 3.26 percentage points from end-2003. In terms of economic use, loans for use in
Hong Kong by industrial, commercial and financial sectors decreased by HK$8,300 million or 5.26%. This was offset by a
HK$4,031 million or 3.38% increase in loans for use in Hong Kong by individuals, and a HK$4,591 million or 21.18% increase
in loans for use outside Hong Kong.
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Management’s Discussion and Analysis (continued)

The decline in loans for use in Hong Kong by industrial, commercial and financial sectors was caused mainly by large write-offs
and collections. Proactive risk management, collection and write-off of bad debts are instrumental in improving asset quality.

A strong growth of HK$4,847 million, or 5.39%, in residential mortgage loans (excluding those for the government-sponsored
home purchasing schemes) was the main driver for the increase in lending to individuals. Besides, our Mainland branches
also witnessed good performance in their lending business, with a 46% increase in their loan portfolio. Together with the
increase in other overseas lending, loans for use outside Hong Kong continued to grow.

During the period, total write-offs and collections amounted to HK$1,581 million and HK$4,251 million respectively. If not for
the large write-offs and collections, advances to customers would have registered growth.

The net book value of premises and investment properties reduced from HK$16,460 million as at 31 December 2003 to
HK$16,065 million at 30 June 2004 due to the disposal of HK$235 million’s worth of premises and investment properties and
the depreciation charge of HK$165 million in the first half of 2004.

Deposits from customers were HK$564,820 million, down HK$36,006 million or 5.99% from end-2003 due to the tight control
on cost of funding and continued shift of funds to other higher-yielding investments by customers in the low interest rate
environment. In the first half of 2004, savings deposits and current accounts continued to increase.

Capital and liquidity ratios

At 30 June At 31 December
HK$’'m, except percentage amounts 2004 2003
Total capital base after deductions 61,997 60,323
Total risk-weighted assets 375,257 399,158
Total risk-weighted assets adjusted for market risk 375,535 396,682
Capital adequacy ratios
Before adjusting for market risk 16.52% 15.11%
After adjusting for market risk 16.51% 15.21%

Half-year ended

Half-year ended

30 June 30 June
2004 2003
Average liquidity ratio # 34.64% 37.93%

# Calculated by simple average of each calendar month’s average liquidity ratio of BOCHK.

The Group remained strong in capital and liquidity. The capital adequacy ratio was 16.52% as at 30 June 2004, compared to
15.11% at end-2003. The capital base grew by 2.78% whereas the risk-weighted assets dropped by 5.99%. The enlargement
of the capital base was caused by the accumulation of retained profits. The decrease in risk-weighted assets was a result of
the reduction of corporate loans and debt securities. The average liquidity ratio was 34.64% for the first half of 2004, down
3.29 percentage points, reflecting the decline in short-term interbank placements.
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Management’s Discussion and Analysis (continued)

Asset Quality

At 30 June At 31 December
HK$’'m, except percentage amounts 2004 2003
Advances to customers 308,513 308,582
General provisions (5,415) (5,406)
Specific provisions (3,410) (5,507)
Non-performing loans 12,673 17,832
Specific provisions made in respect of non-performing loans (3,357) (5,467)
Specific provisions as a percentage of non-performing loans 26.49% 30.66%
Specific provisions and collateral coverage for classified loans 93.70% 90.95%
Loan loss reserve as a percentage of non-performing loans 69.64% 61.20%
Non-performing loan ratio 4.11% 5.78%
Classified loan ratio 4.12% 5.82%
Residential mortgage loans*
Delinquency** and rescheduled loan ratio 0.78% 1.10%
Card advances - delinquency ratio**# 0.47% 0.75%
Half-year ended Half-year ended
30 June 30 June
2004 2003
Card advances - charge-off ratio* 4.67% 10.75%

* Residential mortgage loans exclude those under the Home Ownership Scheme and other government-sponsored home purchasing schemes.

Delinquency ratio is measured by a ratio of total amount of overdue loans (more than three months) to total outstanding loans.

# Computed according to the HKMA's definition.

Through effective risk management, collection and write-off, NPL ratio and classified loan ratio improved to 4.11% and 4.12%
as at 30 June 2004 from 5.78% and 5.82% at end-2003 respectively. During this period, lower NPL formation, enhanced
collection effort and increase in collateral value all helped improve the loan quality.

Collateral coverage for classified loans increased to 67.32% at 30 June 2004 from 60.54% at end-2003. Total specific provisions
and collateral coverage ratio for classified loans was 93.70%, compared to 90.95% at end-20083, reflecting the adequacy of
provisions. The loan loss reserve ratio also rose to 69.64% from 61.20% six months ago.

The classified loan ratio fell by 1.70 percentage points in the first half of 2004 from end-2003, as compared to the corresponding
improvement of 0.18 percentage point in the first half of 2003 from end-2002. A net migration of approximately HK$600
million’s worth of loans to classified loans in the first half of 2004 was recorded, which was significantly lower than that of
approximately HK$4,000 million in the first half of 2003. Externally, this was due to the strong rebound of the economy and
property prices in the first half of 2004. Internally, the Group’s loan quality has progressively improved since the IPO through
various risk management initiatives and the adjustment of our loan mix.
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Management’s Discussion and Analysis (continued)

The quality of the Group’s residential mortgage portfolio improved. The combined delinquency and rescheduled loan ratio
decreased to 0.78% as at 30 June 2004 from 1.10% at end-2003.

The quality of the Group’s credit card advances also improved. The delinquency ratio fell from 0.75% at end-2003 to 0.47% at
30 June 2004. The charge-off ratio decreased from 10.75% in the first half of 2003 to 4.67% in the first half of 2004.

BUSINESS REVIEW

In Hong Kong, the employment situation continued to improve and GDP growth was strong. The extension of the individual
visit scheme led to a strong rebound in the domestic retail market. Besides, purchasers’ greater confidence in the economy
helped revitalise the property market. The economic conditions in the first half of 2004 were generally favorable to the growth
and development of our retail banking and treasury businesses.

Retail banking

Our retail banking business has been well positioned to benefit from the continuous recovery of the economy. Our wealth
management, credit cards, residential mortgage and personal RMB banking businesses demonstrated particularly strong
growth in the first half of 2004.

Wealth management: The volume of wealth management business increased considerably. Stockbroking transactions and the
sales of investment funds rose by 150% and 112% respectively. At the same time, the distribution of life insurance products
also registered a substantial increment of 139% in premium.

To meet our customers’ increasing demand for wealth management services, we strengthened our cooperation with investment
fund houses, in particular BOCI-Prudential Asset Management, by launching a series of investment funds, such as the exclusive
distribution of BOCHK China Income Fund.

Against the backdrop of low interest rate, we made greater efforts in promoting short-term endowment and protection plans
by broadening our range of life insurance products to cover various protection and saving needs at different stages of a
person’s life. These included “Smart Saver 5-Year Life Endowment Plan”, “All-for-You Fruitful 10 Years, 15 Years Endowment
Plan”, and “5 Year Pay-10 Year Saving Plan”. Moreover, we introduced the “Life in Bliss Perfect Protection Series”, which
provided general personal insurance plans. Apart from new insurance product offerings, we also improved our distribution
channels through the provision of online subscription in our Travel Insurance and Golfer Insurance schemes to our customers.

Residential mortgage: Our residential mortgage business performed strongly in the first half. The mortgage loan balance
increased by 5% from end-2003, against the market average growth of 0.4%. Moreover, the asset quality of the mortgage
portfolio improved markedly. The delinquency and rescheduled loan ratio fell to 0.78%, which was below market average.
Owing to the recovery of the residential property market, the negative equity ratio dropped significantly from 13% at end-2003
to 5% at the end of June this year.

Credit cards: We continued to provide innovative card products to our customers. In April, we became the first bank in Hong Kong
to issue RMB credit cards. During the period, we also launched Warner Mini Card and 2004 BOC Euro Commemorative MasterCard.

Our card business recorded a 46% growth in cardholder spending volume, compared to the first half of 2003. Merchant
acquiring volume increased by 48% due to a strengthened merchant network and the effect of the China UnionPay Card
acquiring business. The number of cards issued and card advances also grew by 14% and 2% respectively from end-2003.
At the same time, we were able to maintain our charge-off ratio and delinquency ratio at a low level.
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Management’s Discussion and Analysis (continued)

The good progress we made in growing our card business was duly recognised by the industry. We won several awards from
Visa International and MasterCard International:

° 2003 Silver Prize of “Largest Card Sales Volume Growth in Hong Kong Award”

° 2003 Silver Prize of “Highest Merchant Sales Volume in Hong Kong Award”

. 2003 Gold Prize of “Highest Merchant Sales Volume in Macau Award”

° 2003 Gold Prize of “Largest Card Sales Volume Growth in Macau Award”

° 2003 Best Issuer Fraud Control in Hong Kong & Macau Award

o The Highest Market Share in 2003 Cardholder Spending for Commercial Products in Hong Kong Award
o The Highest Growth Rate in 2003 Merchant Purchase Volume in Hong Kong Award — 1st Runner Up

Personal RMB banking business: Since February 2004, we have been offering a diverse range of personal RMB services,
including deposits, exchange, remittance and bank cards, which facilitate our customers to capture the opportunities arising
from the economic integration between Hong Kong and the Mainland of China. Our customers can enjoy the Group’s excellent
RMB service network in Hong Kong made up of branches, ATMs, iT's Online Banking and iT’s Telephone Banking.

Channels: Our branch rationalisation programme enters into a new stage with the focus to strengthen the selling and servicing
capabilities of the branches. During the first half of 2004, two branches were closed. As at 30 June 2004, the total number of
branches was 302, of which 287 were located in Hong Kong.

As a result of our efforts in enhancing e-channels, the number of iT’s banking customers and transaction volume increased
significantly. During this period, we further strengthened our internet banking services by incorporating new functions that
enabled wealth management.

Corporate banking and financial institutions

Because of large collections and write-offs, our corporate loan balance at end-June 2004 was lower than that of end-2003.
However, we maintained a leading position in arranging syndicated loans in the local market and our overseas lending also
registered growth.

Through effective collection, write-off and credit risk management, we improved the credit quality of corporate loan portfolio
significantly. At the same time, we also adjusted our loan portfolio. This was evident in the substantial growth of 22% in
overseas (including Mainland branches) lending and the reduction of corporate lending to the local property development
sector.

We made good progress in developing the electronic distribution channel. In May, we launched CBS Online, which was a one-
stop and diverse financial management service for corporate customers. Being a more comprehensive and convenient electronic
banking service channel, CBS Online helps our customers lower their operating cost and enhance their productivity.
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On account of our experience and track record in operating RTGS Link between Shenzhen and Hong Kong, we were appointed
as the agent bank for the HKD and USD RTGS Link between Guangdong Province and Hong Kong. The latter commenced in
March. Besides, we were also appointed as the agent bank for the USD Joint Cheque Clearing Service between Shenzhen
and Hong Kong.

We continued to focus on strengthening our trade finance service and achieved high rating scores in the service quality of
import and export factoring at a competition organised by Factors Chain International, a global network of leading factoring
companies. According to Factors Chain International statistics, our performance in terms of import factoring business volume
was outstanding in the first half of 2004.

Treasury

Treasury operation in a persistently low interest rate environment was both demanding and challenging. During this period,
we continued to optimise our investment portfolio in order to enhance return. In anticipation of the possible rise in interest
rates, we also shortened the duration of our debt securities portfolio.

Our non-interest income business performed well, due to the volatility of the currency and bullion markets. Foreign exchange
activities, bullion trading and option-linked deposit business grew strongly compared to the first half of 2003. We were able to
expand our customer base and grow non-interest income from the increased business volume. We further developed our
customer-driven treasury platform by offering more treasury products with augmented features to customers, including structured
products for retail and corporate customers, in order to capture cross-selling opportunities.

Mainland branches and China-related business

Our Mainland branches continued to perform well in the first half of 2004. Operating profit before provisions increased by 28%
to HK$73 million. Profit before taxation, however, dropped by 26% to HK$100 million, mainly due to large write-back of provisions
in the first half of 2003. Total advances to customers rose by 46% to HK$8,907 million and deposits from customers increased
by 6% to HK$2,061 million when compared to end-2003. The asset quality of our Mainland branches improved significantly.
The classified loan ratio fell by 4.51 percentage points from end-2003 to 5.84% as at 30 June 2004.

During the first half of 2004, we made tremendous effort in enhancing the banking services of our Mainland branches. Our
initiatives included the introduction of iT's Online Banking and Telephone Banking services at the beginning of this year, which
made it even more convenient for our Mainland customers to keep track of their account activities.

In April, our Shenzhen branch and Shanghai branch were approved to extend their RMB services to domestic companies.
Furthermore, six of our Mainland branches applied for the financial derivatives business licence while our branches in Guangzhou,
Dalian and Fuzhou applied for the RMB business licence. Nanyang’s Shenzhen branch also applied to extend RMB business
to domestic companies. These would help enlarge our customer base in the Mainland. Meanwhile, collaboration with BOC
continued and during the period we took part in cooperation schemes with several BOC branches.

Recently, we refined our China business model to focus on enhancing our services to Hong Kong customers conducting
business in the Mainland. The Group’s Mainland branches now act as the extended arms of our retail banking and corporate
banking business lines. Under the new model, our Mainland branches have a clearly defined organisational structure, market
positioning strategy, customer segmentation and product development strategy. We expect that the implementation of the
new model will help enhance the overall contribution of China-related business to the Group and capture cross-selling opportunities.
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RISK MANAGEMENT

Overview

Risk management is fundamental to the business of the Group. It is also an integral part of our strategy. The principal types of
risk inherent in the Group’s business include credit risk, market risk (including interest rate and exchange rate risk), liquidity
risk and operational risk. The Group’s risk management goal is to maximise its long-term risk-adjusted return on capital,
reduce the wide volatility in earnings and enhance shareholder value, while maintaining risk exposure within acceptable
limits.

Risk management structure

The Bank’s risk management policies are designed to identify and analyse credit risk, market risk, liquidity risk and operational
risk, to set appropriate risk limits, and to continually monitor these risks and limits by means of administrative procedures and
information systems. The Bank continually modifies and enhances its risk management policies and procedures to reflect
changes in markets and products.

The Risk Management Committee (“RMC”) under the Board of Directors is responsible for approving risk management policies
and procedures and major asset and liability management policies proposed by the Asset and Liability Management Committee
(*ALCO").

Each Strategic Business Unit (*SBU”) is responsible for the implementation of appropriate policies, procedures and controls
in relation to risk management. Our Chief Risk Officer (“CRQO”) oversees and monitors the operation of the Risk Management
Department (“RMD”) and reports directly to the RMC. Our CRO is also responsible for assisting the Chief Executive on bank-
wide credit risk, market risk and operational risk management and submitting to the RMC the independent risk management
report on a monthly basis.

Our Chief Financial Officer (“CFQO”) has oversight responsibilities for the soundness of the Group’s capitalisation and earnings.
In addition, our CFO, with the assistance of the Treasurer, monitors the bank-wide interest rate risk and liquidity risk and
reports to the ALCO and the RMC on a regular basis.

The Audit Department of the Bank reports to the Board and the Audit Committee that risk management policies, procedures
and internal controls are in place and are being followed.

The Bank’s principal banking subsidiaries, Nanyang and Chiyu, also face the same types of inherent business risks and they
adopt consistent risk management strategies and policies as the Bank. These subsidiaries execute their risk management
strategy independently and report to the Bank’s management on a regular basis.

Credit risk management

Credit risk is the risk that a customer or counterparty will be unable or unwilling to meet a commitment that it has entered into
with the Bank. Credit risk arises principally from the Bank’s lending, trade finance and treasury activities.

The Bank’s primary goal in credit risk management is to maximise its risk-adjusted returns while maintaining its credit risk
exposure within acceptable parameters. In particular, the Bank has developed and is implementing comprehensive policies
and procedures to identify, measure, monitor and control credit risk across the organisation.
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The Board of Directors is responsible for determining its credit risk management strategic objectives and principles. The
Board, with the aim of maximising the Bank’s risk-adjusted returns as well as shareholders’ wealth, holds ultimate responsibility
for the Bank’s overall credit risk management process.

The RMC is a board-level committee that has the responsibility of determining and revising the Bank’s credit risk management
policies and procedures. The Bank believes that independence and proper checks-and-balances are of crucial importance in
effective risk management. To this purpose, in the Bank’s managerial/organisational structure, the RMD and the Audit Department
are placed onto the hierarchical position in which they report directly to the RMC and the Audit Committee respectively. All
these committees and departments form an independent line of control.

The Chief Executive is responsible for, among other things, implementing the credit risk management strategy and policies
approved by the Board. The Chief Executive is also charged with balancing the Bank’s goal of generating a high yield on its
assets with the need to maintain risk exposure within the shareholder’s tolerance level.

The RMD, being structurally independent of credit initiation units, assists the Chief Executive in managing credit risk based on
the credit risk management strategy and policies. It also provides independent due diligence relating to identifying, measuring,
monitoring and controlling credit risk. To avoid any potential conflicts of interest, the credit review functions are independent
of the business units. Multi-level credit approval authorities are set, depending mostly on the credit officers’ professional
experience, skill and responsibilities. All credit approval and review authorities originate from the Bank’s Board of Directors.

The Special Assets Management Department is responsible for the collection of NPLs. Other departments, though not specified
above, are also charged with relevant matters in relation to credit risk management.

The Bank employs different approval procedures for high-risk and low-risk loans.

Low-risk credit transactions that fulfill certain requirements relating to credit types, loan purposes, loan amount, guarantees,
collateral coverage and security adequacy can be processed using low-risk loan approval procedures. Under these procedures,
authorised credit officers in credit initiation units may approve this type of credit applications without prior review by the RMD.
The corresponding loan review officer in the RMD should conduct independent post-approval reviews of such pre-approved
low-risk credit transactions and assess if initial credit decisions have been made in accordance with the established procedures.

For high-risk loans, credit officers in credit initiation units can only accept and review loan applications and make the initial
lending decisions. These credit applications are then independently evaluated by review officers in the RMD in respect of
compliance with policies and procedures, adequacy of credit risk assessment, and information sufficiency. The RMD is authorised
to exercise the right of veto or concurrence based on the review conclusions.

For loans reaching the approval authority of Deputy Chief Executives or above, independent risk assessment by the Credit
Risk Assessment Committee (“CRAC”) is required. The CRAC is a specialised committee consisting of experts from the
lending business. The CRAC, reporting to Chief Executive, is responsible for making independent risk assessment of significant
credit applications. Its assessment result will be an important basis for the CRO to conduct his credit review decision as well
as the Chief Executive and Deputy Chief Executives to make their credit approval decisions. The CRAC itself has no credit
approval authority.

Loans which exceed the approval authority of the Chief Executive have to be approved by the RMC.

The Bank has a dedicated division, the Credit Risk Monitoring Division in the RMD, to conduct thorough and comprehensive
post-disbursement monitoring on each obligor and group of obligors in order to identify and control individual and overall
credit risk in the loan portfolio.
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An early alert programme for potential problem customers has been established to detect early signs of deterioration in credit
status of obligors and to trigger closer monitoring process to prevent further deterioration.

To ensure that adequate efforts are dedicated to resolve NPLs, the Bank has set up internal targets to evaluate the performance
in the resolution of criticised loans. The RMD provides regular monitoring reports on the progress to senior management for
high-level oversight.

Market risk management

Market risk is the risk that the movements in interest rates or market prices will result in losses in on- and off-balance sheet
positions. The Bank’s market risk arises from customer-related business and from position taking. Market risk trading positions
are subject to daily mark-to-market valuation.

Market risk is managed within the risk limits approved by the RMC. The overall risk limits are divided into sub-limits by
reference to different risk factors, which are interest rate, foreign exchange rate, commodity and equity prices. Considering
the different nature of the products involved, limits are set by using a combination of risk measurement techniques, including
position limits and sensitivity limits.

Having set up the monitoring limits and supervisory procedures, the Market Risk Division in the RMD is responsible for the daily
market risk management to ensure that the overall and individual market risks are managed within the Bank’s risk tolerance.

VaR is a statistical technique which estimates the potential losses that could occur on risk positions taken due to movements
in interest rates, foreign exchange rates, commodity prices and equity prices over a specified time horizon and to a given
level of confidence. The model used by the Bank to calculate portfolio and individual VaR on a variance/covariance basis,
uses historical movements in market rates and prices, a 99% confidence level and a 1-day holding period and generally takes
account of correlations between different markets and rates.

At 30 June 2004, the VaR for all trading market risk exposure of the Bank was HK$2.2 million (31 December 2003: HK$0.8
million), the VaR for all trading interest rate risk exposure was HK$1.8 million (31 December 2003: HK$0.7 million) and the VaR
for all trading foreign exchange risk exposure was HK$1.4 million (31 December 2003: HK$0.6 million). The average VaR for
the first half of 2004 was HK$3.3 million (first half of 2003: HK$4.1 million), with a maximum of HK$5.6 million and a minimum
of HK$0.9 million for the period.

For the first half of 2004, the average daily revenue of the Bank earned from market risk-related trading activities was HK$2.5
million (first half of 2003: HK$2.3 million). The standard deviation of these daily trading revenues was HK$2.5 million (first half
of 2003: HK$3.2 million). The most frequent result was a daily trading revenue of between HK$2 million to HK$4 million, with
48 occurrences. The highest daily revenue was HK$9.0 million (first half of 2003: HK$11.4 million).

Foreign exchange risk management

The Bank provides foreign exchange deposit, margin trading and forward transaction services to its customers. The Bank’s
trading activities in the foreign currency markets expose it to exchange rate risk. The Bank manages exchange rate risk
through its interbank market activities. In particular, the Bank mitigates exchange rate risk by establishing position limits and
limits on the loss of the whole foreign exchange trading floor. All these limits are approved by the RMC. The RMD is responsible
for monitoring foreign exchange exposure and related stop-loss limits on a day-to-day basis as well as controlling the Bank’s
credit risk exposure arising from foreign exchange transactions.
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Interest rate risk management

The Bank’s interest rate risk exposures comprise trading and structural exposures. The major types of interest rate risk of
structural position are: (1) Repricing risk: mismatches in the maturity or repricing periods of assets and liabilities; (2) Basis
risk: different pricing basis for different transactions so that yield on assets and cost of liabilities may change by different
amounts within the same repricing period.

The Bank’s ALCO maintains oversight of interest rate risk; the RMC sanctions the interest rate risk management policies
formulated by the ALCO. The Treasurer, under the supervision of the CFO, carries out approved policies and develops risk
management system to identify, measure, monitor, and control interest rate risk.

Gap analysis is the primary tool used to measure the Bank’s exposure to interest rate risk. It provides the Bank with a static
view of the maturity and repricing characteristics of its balance sheet positions. The magnitude of the gaps indicates the
extent to which the Bank is exposed to the risk of potential changes in the margins on new or repriced assets and liabilities.
The Bank uses interest rate derivatives to hedge its interest rate exposures; in most cases, plain vanilla interest rate swap is
used.

Sensitivity of earnings to interest rate changes (Earnings at Risk) is assessed through hypothetical interest rate shock of 100
basis points across the yield curve on both sides. Variations in net interest income are controlled within 5% of the projected
amount for the year. The result is reported to the CFO on a regular basis.

The impact of basis risk is gauged by the projected change in net interest income under scenarios of imperfect correlation in
the adjustment of the rates earned and paid on different instruments. Such scenarios include probable interest rate changes
in the short-term period and under stress conditions, and are conducted regularly. The ALCO monitors the results of stress
test scenarios against limits and decides whether remedial action should be made.

Liquidity risk management

Liquidity risk arises in the funding of lending, trading and investment activities and in the management of trading positions.
Liquidity risk includes both the risk of unexpected increase in the cost of funding to refinance the Bank’s asset portfolio at
appropriate maturities and the risk of being unable to liquidate a position in a timely manner and/or at a reasonable price.

The goal of liquidity management is to enable the Bank, even under adverse market conditions, to meet all its maturing
repayment obligations on time and to fund all of its asset growth and strategic opportunities.

The Bank maintains flexibility in meeting its funding requirements by maintaining diverse sources of liquidity. The Bank funds
its operations principally by accepting deposits from retail and corporate depositors. In addition, the Bank may issue certificates
of deposit to secure a long-term financing source or may raise funds through the sale of investments.

The Bank uses the majority of funds raised to extend loans, to purchase debt securities or to conduct interbank placements.
Generally deposits have a shorter average maturity than interbank placements that in turn are of shorter average maturity
compared to that of loans or investments.

The Bank maintains a portfolio of liquid, high quality securities that may generally be sold at any time at market prices to meet
the Bank’s emergent liquidity needs. The Bank may also manage its liquidity by borrowing in the interbank markets on a short-
term basis, although typically the Bank is a net lender of funds. The interbank markets generally provide an adequate amount
of liquidity, at borrowing rates that are subject to market conditions.
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The primary goal of the Bank’s asset and liability management strategy is to achieve an optimal return while ensuring adequate
levels of liquidity and capital within an effective risk control framework and at reasonable cost of funding. The Bank’s ALCO is
responsible for establishing these policy directives and works closely with the Treasurer to ensure that the Bank maintains
adequate levels of liquidity and secures the lowest possible cost of funding, while closely planning and monitoring the Bank’s
on- and off-balance sheet assets and liabilities with regard to the risk incurred. The Treasurer adjusts, as necessary, the
Bank’s liquidity and structural foreign exchange positions in line with the policies of ALCO, and also provides reporting and
analytical support to the ALCO with respect to current and planned positions taken for investment, funding and structural
foreign exchange management purposes.

Capital management

The major objective of capital management is to maximise the returns to shareholders while maintaining a strong capital
position. We would consider the adjustment of capital mix when appropriate to achieve the lowest overall cost of capital. The
ALCO, with the assistance of the Treasurer, monitors the adequacy of the Bank’s capital using the capital adequacy ratio as
one of the major measurements. The Group complied with all the statutory capital standards for all the periods presented in
the report.

Operational risk management

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from external
events. It is the Bank’s objective to manage this risk in line with the best practice of the industry.

The Bank manages operational risk by identifying, assessing, monitoring, controlling and mitigating the risks. Operational
risks inherent in processes, activities and products are identified and assessed. The Bank monitors operational risk losses
and reports to the Board and senior management. In order to achieve effective internal control, the Bank maintains adequate
documentation of its business processes whereby control procedures are set. The Bank also emphasises the segregation of
duties and independent authorisation among all business activities.

To support business operations in the event of disasters, the Business Continuity Plan is in place. Adequate backup facilities
are maintained and periodic drills are conducted. The Bank is also under the insurance cover arranged by the immediate
holding company to mitigate potential losses in respect of operational risk.

Stress testing

The Bank supplements the analysis of various types of risks with stress testing. Stress testing is a risk management tool for
estimating the Bank’s risk exposures under stressed conditions arising from extreme but plausible market or macroeconomic
movements. These tests are conducted on a regular basis and the result is monitored by the CFO and ALCO.
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mEBEER Consolidated Profit and Loss Account
(fR&E%)
(Audited)
YFEREER FFLEER
2004 F 2003 4
6 A30H 6 A30H
Half-year ended  Half-year ended
30 June 30 June
2004 2003
k=2 BYEEHEET BEEEL
Note HK$'m HK$'m
FEWA Interest income 7,304 9,358
FMEZH Interest expense (1,795) (2,776)
FBRE KA Net interest income 5,509 6,582
E M WA Other operating income 2 2,516 2,254
mER A Operating income 8,025 8,836
LT H Operating expenses 3 (2,668) (2,697)
REERBEREER Operating profit before provisions 5,357 6,139
RIZFERERED S (B) Write-back of/(charge for) bad
and doubtful debts 4 1,240 (1,669)
ERREAELEER Operating profit after provisions 6,597 4,470
e EFEETEEY Net gain/(loss) from disposal/
Flzs, (E518) revaluation of fixed assets 5 48 (1,220)
LEFBEIHAELER Net gain from disposal of
BEBEF 2 FWE held-to-maturity securities and
investment securities 1 1
BEZIHPAFELFR Write-back of provision for
BEEREHFZ impairment on held-to-maturity
VERER Y R E] securities and investment securities — 20
HEWB AR FEE Net loss on disposal of a subsidiary — (1)
KREBERAZ Write-back of provision for
AR ERE impairment on investments
in associates 150 6
3N d Share of profits less
i F HR S 18 losses of associates (19) (10)
R B AT R Profit before taxation 6,777 3,266
WIE Taxation 6 (1,119) (178)
FRBiEER Profit after taxation 5,658 3,088
DHIRREw Minority interests (76) (57)
B% 3R PE (k5 R Profit attributable to shareholders 5,582 3,031
KA Dividend 7 3,874 1,937
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mEEEBEX Consolidated Balance Sheet
(f8E=%)
(Audited)
2004 & 2003 &
6 A30H 12 H31H
At 30 June At 31 December
2004 2003
Bi5E BYEEET BEEET
Note HK$'m HK$'m
EE ASSETS
BEEREREHES Cash and short-term funds 126,705 134,106
—E2+ZEAREBZRITR Placements with banks and other
Hith & BT financial institutions maturing
between one and twelve months 78,753 78,240
EES Trade bills 991 691
BEZFRFE Certificates of deposit held 18,837 18,776
BEREFNTHRERTEEZASE Hong Kong SAR Government
certificates of indebtedness 35,320 31,460
BEEZEIHHEE Held-to-maturity securities 156,694 101,065
& FH Investment securities 53 53
HthZEHEBE Other investments in securities 8,199 71,400
ERREAMRIE Advances and other accounts 8 302,435 300,094
HEBE DT Investments in associates 130 278
EE&E Fixed assets 17,144 17,582
Hth&E Other assets 6,752 8,841
EEBE Total assets 752,013 762,586
=R LIABILITIES
BRI E T RAE Hong Kong SAR currency notes
in circulation 35,320 31,460
RITREMSRIEE Deposits and balances of banks
VEE S = and other financial institutions 64,156 41,347
BEPER Deposits from customers 9 564,820 600,826
BT 2 GE Certificates of deposit issued 2,423 2,432
E A BR1E & 2 Other accounts and provisions 10 26,210 29,163
BEBE Total liabilities 692,929 705,228
EARRR CAPITAL RESOURCES
L H R R AE Minority interests 1,177 1,156
& Share capital 12 43,043 43,043
i Reserves 13 14,864 13,159
BRES Shareholders’ funds 57,907 56,202
BARRR AR Total capital resources 59,084 57,358
BERERRFETE Total liabilities and capital resources 752,013 762,586
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RERRER Consolidated Statement of Changes in Equity
BEEx
EE
EfhfHE
N Premises BRERE BFER
Share  revaluation  Translation Retained @t
capital reserve reserve earnings Total
BEEELT B%AEEn BYEEnR BY¥EER  B%EER
HK$'m HK$'m HK$'m HK$'m HK$'m
#2003F1 818 At 1 January 2003, as
(RH#515) previously reported 43,043 413 (9) 10,910 54,357
RMEEER£125 Effect of adoption of SSAP
(BT ELNAE 12 (revised) — (60) — (210) (270)
#2003 1818 (E3) At 1 January 2003, as
restated 43,043 353 9) 10,700 54,087
2003F ¥ F 2 FEF Net profit for the first half
of 2003 — — — 3,031 3,031
B2 Dividend — — — (1,937) (1,937)
MESH Revaluation of properties — (70) — _ (70)
RIEEREAN AR ER Release from deferred tax
liabilities — 8 — — 8
7200346 830H At 30 June 2003 43,043 291 9) 11,794 55,119
ARATRMERR Bank and subsidiaries 43,043 291 (9) 11,810 55,135
=N Associates — — — (16) (16)
43,043 291 9) 11,794 55,119
#2003F7818 At 1 July 2003 43,043 291 9) 11,794 55,119
2003%F T 45 2% a7 Net profit for the second
half of 2003 — — — 4,944 4,944
BRpEEE Currency translation
differences — — (1) — @)
RE Dividend - - - (3,874) (3,874)
MES Revaluation of properties — (1) — — (1)
RIEEREN AR ER Release from deferred tax
liabilities — 15 — — 15
AMEHE 2 SHEBER Transfer on disposal of
properties — (44) — 44 —
#2003F12A31H At 31 December 2003 43,043 261 (10) 12,908 56,202
ARITRMERR Bank and subsidiaries 43,043 261 (10) 12,924 56,218
BERE Associates — — — (16) (16)
43,043 261 (10) 12,908 56,202
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Consolidated Statement of Changes in Equity (continued)

#2004F1 7818
2004%F FEF 2 FHEF

ERMEER
&

NEER
ANEHE BRHEERR

7200464301

KEARMBAR

BEna

31

At 1 January 2004

Net profit for the first half
of 2004

Currency translation
differences

Dividend

Revaluation of properties

Transfer on disposal of
properties

At 30 June 2004

Bank and subsidiaries
Associates

EE
EftfiE
BRA Premises BERE BERA
Share  revaluation  Translation Retained @t
capital reserve reserve earnings Total
BYEERT BY%EERT AB¥EER O E%EER  BYEER
HK$'m HK$'m HK$'m HK$'m HK$'m
43,043 261 (10) 12,908 56,202
— — — 5,582 5,582
- - (6) - (6)
— — — (3,874) (3,874)
— 3 — — 3
- 9) - 9 —
43,043 255 (16) 14,625 57,907
43,043 255 (16) 14,665 57,947
— — — (40) (40)
43,043 255 (16) 14,625 57,907
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mEHERER Consolidated Cash Flow Statement
(&%)
(Audited)
YEHER LEHEER
2004 2003 &
6 A30H 6 A30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
Bk BEEER AEEET
Note HK$'m HK$'m
REXBZERERE Cash flow from operating activities
BREAEERE 2R Operating cash outflow before taxation ~ 14(a) (9,759) (16,713)
(1) /L@%/ﬁﬂ F5 Hong Kong profits tax (paid)/refunded (160) 369
FAEINFIER Overseas profits tax paid — (4)
REEBECEEREFE Net cash outflow from operating activities (9,919) (16,348)
REEBZRER Cash flow from investing activities
BABREEE Purchase of fixed assets (87) (40)
HEE lmﬁﬁﬁﬁﬁ?ﬂ Proceeds from disposal of fixed assets 283 561
BAREE Purchase of investment securities — (6)
HEMNE AR FEHRE Proceeds from disposal of a subsidiary — 157
R EARERD IR ZHE Proceeds from dissolution of an associate — 19
W EEH 2R E Dividends received from
investment securities 13 —
L BB N Rk B Dividend received from an associate 5 1
ERTHERA Loans to associates (9) —
BENAEEZEN Loans repaid by associates 283 59
REXBZBRERAFRE Net cash inflow from investing activities 488 751
MEXBZRERE Cash flow from financing activities
T RERRE Final dividend paid (3,874) (2,583)
TRLERERE Dividend paid to minority shareholders ~ 14(b) (55) (54)
MEEBCRERHFE Net cash outflow from financing activities (3,929) (2,637)
RekERARLBERD Decrease in cash and cash equivalents (13,360) (18,234)
MAIBZEREREREEIEE Cash and cash equivalents at 1 January 73,165 83,065
MR6A3AZRERERRLER Cash and cash equivalents at 30 June 14(c) 59,805 64,831
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1. RAEEERSHEE

I REEZPREERE
RBREBETMASTAMN
SRS 25% b BB B 1R
& HRE R FERALEE2003
FEERE—HHE -

RECEZ 76 T B SR
PRt g st R RETE A
HE £2003F12A31H EF
EZAREERE 2 R ER—
By oo

2. Htb&&EWA

Notes

1. Basis of preparation and accounting policies

This unaudited interim report is prepared in accordance with SSAP 25 “Interim
Financial Reporting” issued by the HKSA and should be read in conjunction with
the Group’s Annual Report 2003.

The unaudited consolidated interim financial statements have been prepared on a
basis consistent with the accounting policies and methods of computation adopted
in the Group’s accounts for the year ended 31 December 2003.

Other operating income

BR% & BB 2 WA (D)
B RBERMBEXH

R% & R A2 FRA
EBHFREBRBKA
—JELTREHFRE
HipiE A mE 23
SMNE TS 2 F W

Hih 2 555 2 % e
REWMEZESEWA

B BRREMEL

Hith

33

¥ELES FEEER
20044 20034
6A30H 6H30H
Half-year ended  Half-year ended
30 June 30 June
2004 2003
BEEET BERET
HK$’'m HK$'m
Fees and commission income (Note) 2,221 1,690
Less: Fees and commission expenses (508) (311)
Net fees and commission income 1,713 1,379
Dividend income from investments
in securities
— unlisted investments 13 31
Net gain from other investments
in securities 24 156
Net gain from foreign exchange
activities 584 478
Net gain from other dealing activities 54 17
Gross rental income from
investment properties 108 128
Less: Outgoings in respect of
investment properties (32) (40)
Others 52 105
2,516 2,254
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2. H&EWA (8 2. Other operating income (continued)
Bt 5 Note:
BR7% & &R a WA Fees and commission income
YELES FFEHEES
20044 20034
6H30H 6430H
Half-year ended  Half-year ended
30 June 30 June
2004 2003
BEEER BERETT
HK$’'m HK$'m
BH&K Securities brokerage 502 198
EAR Credit cards 316 249
EEMAE Bills commissions 270 275
ERfe Loan commissions 234 241
B R 75 Payment services 165 151
R Insurance 179 113
BEER Asset management 175 82
=FERTS Trust services 32 33
ER Guarantees 21 20
Hitw Others
—REM — safe deposit box 82 84
—/NEETFF — low deposit balance accounts 35 63
—-BEEK — currency exchange 24 19
—HRR — BOC cards 18 21
—TEF A — dormant accounts 15 9
—RIEE® — agency services 11 8
—HE — postage and telegrams 12 8
—EHAE — information search 18 5
—RIBAT — correspondent banking 8 7
— ANRBEB — RMB business 13 —
— HAth — sundries 91 104
2,221 1,690
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3. REXH 3. Operating expenses
YELFEES FFEHEES
20044 20034
6H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
BEHET BEERET
HK$’'m HK$'m
AZEHA Staff costs (including directors’
(PIEESHS) emoluments)
—FEEMER — salaries and other costs 1,503 1,509
—RIRB AR — pension cost 122 123
1,625 1,632
FERZHBZL Premises and equipment expenses
(TBRETE) (excluding depreciation)
-FERS — rental of premises 117 107
— BB — information technology 134 110
—Hh — others 95 92
346 309
BERTEECIE Depreciation on owned fixed assets 293 322
FETEDEN & Auditors’ remuneration
—EE R — audit services 4 10
— B R — non-audit services 9 7
Higegs Other operating expenses 391 417
2,668 2,697
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4. RBIREBE A (BHE) 4. Write-back of/(charge for) bad and doubtful debts
YELHES FEgER
20044 20034
6H30H 6H30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
BEEEBT BEBET
HK$'m HK$'m
RERFHER Net charge for bad and doubtful debts
5 Bl E 1 Specific provisions
— ¥R — new provisions (811) (2,537)
—&[E — releases 1,327 482
— Bl 2 #isE R IR — recoveries 733 220
1,249 (1,835)
—REE General provisions (9) 166
BE () BRETE Net credit/(charge) to profit and loss account 1,240 (1,669)
5. HE&E EFEEEEZ 5. Netgain/(loss) from disposal/revaluation of fixed assets
FlzE S (BE)

HEREEEF R (BE)
BEETEECFRE/ (BE)

REBHREEMEEWERB
SRR AT SRR A IR
AT 5 B 200356 A30H &
2003F10A31HETEL B
HE - HANEFETEEY
FERRAREEMHEER
BYEREFREEMELD -

Net gain/(loss) on disposal of fixed assets
Net gain/(loss) on revaluation of fixed assets

YEEER FFEEER
2004 20035
6A30H 6H30A
Half-year ended Half-year ended
30 June 30 June
2004 2003
BYEER BEBRET
HK$'m HK$'m

46 (18)

2 (1,223)

48 (1,241)

The independent professional valuations of the Group’s premises and investment

properties were conducted by an independent firm of chartered surveyors, Chesterton
Petty Limited at 30 June 2003 and 31 October 2003 respectively. Net gain on
revaluation of fixed assets in current period was attributable to the revaluation of

premises upon reclassification from premises to investment properties.
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Bi1E

BaEBRAZRBARDT

Notes (continued)

6. Taxation

Taxation in the profit and loss account represents:

BEMER
—RHITRIA
—EFRBERE

(B NRERIE

BEMEH
BN

FEMG B N R IR

BBEFEH iR BE E2004
FEHFET RS R
& 17.5% (20034 : 17.5%)
IRECERE < FINER Z BRI
PR ) A {7 T SR Bt v )k S [
CEEBMERR ZIHITHE
ATHE -

AEBFTUZERKEERS
BN RG - SRERAGRE
BE - R2004F6A308
REERUELEZIRETIR
RAEEEABERMN " HME
E"R - HEBEAILET
(20034 128 3180 : & #
14.741870) - ZREBRE
ERBEIIRE  IRREMSE
BMISFm 2l EABEE
FHIA RS -

¥EEES FEHEER
20044 20034
6H30H 6H30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
BEEERT BEEET
HK$’'m HK$'m
Hong Kong profits tax
— current period taxation 1,184 732
— over-provision in prior years (5) (718)
Deferred tax (credit)/charge (65) 162
Hong Kong profits tax 1,114 176
Overseas taxation 5 1
1,119 177
Share of taxation attributable
to associates — 1
1,119 178

Hong Kong profits tax has been provided at the rate of 17.5% (2003: 17.5%) on the
estimated assessable profit for the first half of 2004. Taxation on overseas profits
has been calculated on the estimated assessable profit for the first half of 2004 at
the rates of taxation prevailing in the countries in which the Group operates.

The Group has entered into a number of aircraft leasing and coupon strip transactions
involving special purpose partnerships. As at 30 June 2004, the Group’s investments
in such partnerships, which are included in “Other assets” in the consolidated
balance sheet, amounted to HK$464 million (31 December 2003: HK$1,474 million).
The Group’s investments in partnerships are amortised over the life of the partnerships
in proportion to the taxation benefits resulting from those investments.
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A& B RR T A M E A Y B IR
BIA - EREEBRIGHEG

Notes (continued)

6. Taxation (continued)

The taxation on the Group’s profit before taxation that differs from the theoretical

amount that would arise using the taxation rate of Hong Kong is as follows:

HEOBEEZENAT :
YELES FFEHEES
2004F 20034
6A30H 6A330H
Half-year ended  Half-year ended
30 June 30 June
2004 2003
BEEER BEEET
HK$’'m HK$'m
R B A A Profit before taxation 6,777 3,266
B E17 5% T HEMNBIIA Calculated at a taxation rate of 17.5% 1,186 572
HtERHEZRENTE Effect of different taxation rates
in other countries (20) (23)
BERBLZ WA Income not subject to taxation (123) (69)
M E AR 2 B Expenses not deductible for
taxation purposes 145 251
RERN TG ERE Tax losses not recognised 1 2
KRR G R MEZERE Temporary differences not recognised (65) 162
T FBEEE Over-provision in prior years (5) (718)
FE(R B & N R FLIA Share of taxation attributable
to associates — 1
AR Taxation charge 1,119 178
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7. BRE 7. Dividend
YEFEREES YFEEERE
20046 H30H 20036 A30H
Half-year ended Half-year ended
30 June 2004 30 June 2003
R wa Bk Fak
L] BEREBET ke BERETT
Per share Total Per share Total
HK$ HK$'m HK$ HK$'m
TR E. Interim dividend 0.090 3,874 0.045 1,937
8. BXRRHMIRE 8. Advances and other accounts
20044 20034
6HA30H 12A31H
At 30 June At 31 December
2004 2003
BERERT BERET
HK$’'m HK$'m
EEER Advances to customers 308,513 308,582
JE S8 Accrued interest 1,922 1,905
310,435 310,487
R Provision for bad and doubtful debts
- — General (5,415) (5,406)
el — Specific (3,410) (5,507)
(8,825) (10,913)
301,610 299,574
RTRH M & BUAE Advances to banks and
L other financial institutions 825 520
302,435 300,094
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8. EXMKHAMKRE (&)

Notes (continued)

8. Advances and other accounts (continued)

TRAOERITWAT Non-performing loans are analysed as follows:
2004 20034
6H30H 12H31H
At 30 June At 31 December
2004 2003
BEEER BERET
HK$’'m HK$'m
TRAER Non-performing loans 12,673 17,832
MEMTEBOBERELZ Specific provisions made in
5 RI respect of such advances 3,357 5,467
HEFERREZ As a percentage of total advances
B to customers 4.11% 5.78%
R E Amount of interest in suspense 201 324

TRAOEZENE DAL
RO EFLAENEZEFPE
R FRIEBZRECEER
BMERZEMRES -

7 20044 6 B 308 K 20034
12A318 - HRTREMSE
BigE 2 ERMREFEERLA
BB EELEFERS -
AT A R 248 2 B -

Non-performing loans are defined as loans and advances to customers on which
interest is being placed in suspense or on which interest accrual has ceased.
Specific provisions were made after taking into account the value of collateral in
respect of such advances.

There were no advances to banks and other financial institutions on which interest
has been placed in suspense or on which interest accrual has ceased as at 30
June 2004 and 31 December 2003, nor were there any specific provisions made.
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9. EFEX

Notes (continued)

9. Deposits from customers

2004 % 20034
6H30H 12H31H
At 30 June At 31 December
2004 2003
BEBEER BERETT
HK$'m HK$'m
BVERTF 3R B 1 R 17 3K Demand deposits and current accounts 29,185 26,974
HEER Savings deposits 280,489 271,439
EH - REREATER Time, call and notice deposits 255,146 302,413
564,820 600,826

10. HRER EMHE 10. Other accounts and provisions
2004 20034
6HA30H 12A31H
At 30 June At 31 December
2004 2003
BEEHET BERETT
HK$'m HK$'m
FEATFIE Interest payable 646 850
AEAFTE (FI5E11(a) Current taxation (Note 11(a)) 1,379 355
IRFERIIE (B EE11(b)) Deferred taxation (Note 11(b)) 277 341
SNERERFERER Short positions in Exchange Fund Bills 4,049 2,735
e B Dividend payable 3,874 3,874
FE & I B & 5 518 Accruals and other payables 15,985 21,008
26,210 29,163

11. BIREE 11. Tax liabilities

2004 20034
6HA30H 12A31H
At 30 June At 31 December
2004 2003
BEHER BERETT
HK$’'m HK$'m
REITIR (Kfsta) Current taxation (Note a) 1,379 355
IEFERIE (Mt 7Eb) Deferred taxation (Note b) 277 341
1,656 696
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B i

(a)

(b)

Notes (continued)

11. Tax liabilities (continued)

Note:
AEBE (a) Current taxation

2004 % 20034
6H30H 12H31H
At 30 June At 31 December
2004 2003
BEEHER BEBET
HK$'m HK$'m
BEFMBR Hong Kong profits tax 1,368 349
NI Overseas taxation 11 6
1,379 355

EERIE (b) Deferred taxation

AHEERBERBESR
FTHERIZE 1258 (I8 ET)
ST EE REE
BEZHEREESE
FEAREEMEZY
B IE ZRA(FER AL -

GAEEREENZE
EHEAERAMETE
B8 AR EE20045
FEEZBBOT

In the current period, deferred tax is recognised in respect of the temporary
differences arising between the tax bases of assets and liabilities and their carrying
amounts in the accounts according to SSAP 12 (revised) “Income taxes”.

The major components of deferred tax assets and liabilities recorded in the
consolidated balance sheet, and the movements during the first half of 2004
are as follows:

1200451 R 18
RERER
(&m) /%3

#200466 430

2004 F
MEFE At ERY
AHE EE
Accelerated ~ EEEff Other
tax Asset 53 EfE  temporary a3t
depreciation  revaluation Losses  Provisions differences Total

EMEEn BWEER EMEEn BRWEER EMEER EWEER
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m

At 1 January 2004 262 984 (3) (936) 18 325
(Credited)/charged to

profit and loss account (15) (29) (3) 7 (25) (65)
At 30 June 2004 247 955 (6) (929) (7) 260
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1. HIBBEE (E)
s ()

(b) EZEHIE (H)

Notes (continued)

Note: (continued)

11. Tax liabilities (continued)

Deferred taxation (continued)

#20035 1718
(RH51%)

RverEAIE 2%
(BB FELMEE

20031518 (£5)
RESRAXE/ (BE)

Eiks

20035 12A31H

43

At 1 January 2003, as
previously reported

Effect of adoption of
SSAP 12 (revised)

At 1 January 2003, as restated

Charged|(credited) to profit
and loss account

Credited to equity

At 31 December 2003

mEieE
SRE
Accelerated
tax
depreciation
BEBRET
HK$'m

£

Provisions  differences

EYEET EWBET

HKS'm

&t

Total
EEAET
HK$'m

236

(1,009)

210

247

(1,009)

73

281

67
(23)

262

(936)

325
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fss - (&)

Notes (continued)

11. Tax liabilities (continued)

Note: (continued)

(b) EZEHIE (H) (b) Deferred taxation (continued)
EREEENTKIRE Deferred tax assets and liabilities are offset on an individual entity basis when
HBEEERBEBEHBKA there is a legal right to set off current tax assets against current tax liabilities
B - MBEEHIEY and when the deferred taxation relates to the same authority. The following
LB — BBk Eg - Al amounts, determined after appropriate offsetting, are shown in the consolidated
1R BIE A B3R 3E 7 18 balance sheet:
EERRCHESER
BT - THELE?
EABERAIKRZ 2
O ABERE
20044 20034
6H30H 12H31H
At 30 June At 31 December
2004 2003
BEBER BERET
HK$’'m HK$'m
RIEHBEE (M) Deferred tax assets (Note) (17) (16)
RLEHIBBAE Deferred tax liabilities 277 341
260 325
Mz L E2EEHE Note: This amount has been included in “Other assets” .
BEHEMEE"
A o
2004%F 20034
6A30H 12A31H
At 30 June At 31 December
2004 2003
BEEER BERETT
HK$’'m HK$'m
BERIBEE Deferred tax assets to be
(@128 A & Yz [e) recovered after more than
twelve months (950) (961)
RLEFHIBEE Deferred tax liabilities to be
(EBid12(8 A &) settled after more than
twelve months 252 274
(698) (687)
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12. B 12. Share capital
20044 20034
6HA30H 12H31H
At 30 June At 31 December
2004 2003
BEHER BERET
HK$’'m HK$'m
JERE Authorised:
100,000,000,000% & % F & 100,000,000,000 ordinary shares
B 007 2 TR of HK$1.00 each 100,000 100,000
EEITRER : Issued and fully paid:
43,042,840,858/% & fX mHI (& 43,042,840,858 ordinary shares
100z EEE of HK$1.00 each 43,043 43,043
13. f#fE 13. Reserves
2004 % 20034
6H30H 12H31H
At 30 June At 31 December
2004 2003
BEBHER BEERET
HK$'m HK$'m
FEEMFE Premises revaluation reserve 255 261
BnEFE Translation reserve (16) (10)
BEAF Retained earnings 14,625 12,908
14,864 13,159
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14. MERESRERME

(a) REBHEEKLERNE
BREBEAREREZR

#ik -

Notes (continued)

14. Notes to consolidated cash flow statement

(a)

Reconciliation of operating profit after provisions to operating cash outflow

before taxation:

REBBERELRET
REES ZBREWA

&
RER(ER) /B

B2 B IR RE R
REMABAIEAZ
MEREBBAESL
29

RIS RBIEA 2
B%2E
BEIBARBIEA 2
BIREMLRIEBHE
FHE

BHRBE
RIS ABBIMEA 2
REZRERECE

REZHHAESF 2 #
A EHRECE
ERRAMEREZEY
HpEECE
ERBBBMEAL
ROTRAMERERZ
FRREHE
EPEHRZE
ROFRECE
A RARERZEY

BRERALERE 2N

#)

Operating profit after provisions
Dividend income from

investment securities
Depreciation
(Write-back of)/charge for bad

and doubtful debts
Advances written off net of recoveries
Change in money at call and

short notice with original

maturity over three months
Change in treasury bills with

original maturity over three months
Change in placements with banks

and other financial institutions

with original maturity over

three months
Change in trade bills
Change in certificates of deposit

held with original maturity

over three months
Change in held-to-maturity securities
Change in other investments in securities
Change in advances and other accounts
Change in other assets
Change in deposits and balances of

banks and other financial

institutions repayable over three months
Change in deposits from customers
Change in certificates of deposit issued
Change in other accounts and provisions

Operating cash outflow before taxation

YEEEE YERER
20044 2003F
6A30H 6H30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
BEHET BEEET
HK$'m HK$'m
6,597 4,470

(13) —

293 322
(1,240) 1,669
(848) (1,512)

(146) 2,572

3,813 855
2,175 (14,645)
(300) (116)
470 (1,008)
(55,628) 1,372
63,201 (10,348)
(253) (672)

2,090 1,255
9,964 9,967
(36,006) (15,531)
) —
(3,919) 4,635
(9,759) (16,713)
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14. GREBREHRERKE
(&)

(b) BMERBZIM

Notes (continued)

Analysis of changes in financing

14. Notes to consolidated cash flow statement (continued)

2004

BR 7 LERRER

Share capital Minority interests

BEEERT BEEER

HK$'m HK$'m

#2004F1A1H At 1 January 2004 43,043 1,156

% R {5 T Minority interests share of profits — 76
B DERERRE Dividend paid to

minority shareholders — (55)

720046 H30H At 30 June 2004 43,043 1,177

2003 F

P& DR RS

Share capital  Minority interests

BEEET BEEET

HK$'m HK$'m

20031 A1H At 1 January 2003 43,043 1,114

% R FE (kR F Minority interests share of profits — 57
B DERERRE Dividend paid to

minority shareholders — (54)

20036 H30H At 30 June 2003 43,043 1,117
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14. GEBERERKE

Notes (continued)

14. Notes to consolidated cash flow statement (continued)

(&)
(c) BRERERELER (c) Analysis of the balances of cash and cash equivalents
HEaEIN
20044 20034
6H30H 6A30H
At 30 June At 30 June
2004 2003
BEEER BRERETT
HK$’'m HK$'m
EFRe RETR Cash and balances with banks
Hib S migE AR and other financial institutions 26,145 6,615
JREIEIETE Money at call and short notice
3B A ANz BB & with original maturity
EHRAEH within three months 49,969 53,017
JREIBABE3M®A R Treasury bills with original
=% maturity within three months 12,754 14,169
RE|EAE & Placements with banks and
AR Z other financial institutions
RITREH AL with original maturity within
SRBETR three months 19,452 16,607
REEAB & Certificates of deposit held with
EARNZHRZ original maturity within
& three months 2,116 495
REHRE Deposits and balances of banks
3B AN ZIRIT R and other financial
Hith S plE 2 institutions with original
TR R 48 maturity within three months (50,631) (26,072)
59,805 64,831
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15. EERBERMZAR

(a) HAEBBRARE

Notes (continued)

15. Off-balance sheet exposures

(a)

Contingent liabilities and commitments

IABERAEREE The following is a summary of the contractual amounts of each significant
EZHANZENEER class of contingent liabilities and commitments:
ZOF
2004 & 2003 &
6 A30H 12 31 H
At 30 June At 31 December
2004 2003
BEEET BEEET
HK$'m HK$'m
BEEEEENRIER Direct credit substitutes 1,208 1,264
M S5EMzKAEE Transaction-related contingencies 4,594 4,427
MEBESBEMKAEBE Trade-related contingencies 16,183 16,120
HmasE - REEEA Other commitments with
an original maturity of
—1TF AT — under one year or which
CIE:3EStS -6 are unconditionally
cancellable 80,627 78,291
—1F RN E — one year and over 44,158 49,037
146,770 149,139
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15. EEBEBERIZEK (@) 15. Off-balance sheet exposures (continued)

(b) $TE£TH (b) Derivatives
METAEHYSHEEESE The following is a summary of the notional amounts of each significant type
Pl BHBENHERE of derivative:
N
200456 A 30 B 2003F 12 A31H8
At 30 June 2004 At 31 December 2003
EE EkYH b EE RERH @
Trading  Hedging Total  Trading  Hedging Total
BEEEL AYEER BNEER ALEET ANEET RMEER
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
ExEH Exchange rate contracts
5 Spot 20,828 — 20828 14673 — 14673
EHREERN Forward and futures
contracts 2,656 - 2,656 950 — 950
ek Swaps 162,509 4331 166,840 184,524 6,254 190,778
NERZHESD Foreign exchange option
contracts
-EAEKHE — Currency options
purchased 1,368 - 1,368 1,476 — 1,476
-EHEBHE ~ Currency options written 1,026 - 1,026 4,435 — 4,435
188,387 4,331 192,718 206,058 6,254 212,312
FiESoF | Interest rate contracts
MEEH Interest rate swaps 4316 17592 21,908 381 21,087 21468
MEHE Interest rate futures 803 - 803 — — —
MEBESH Interest rate option contracts
-EBBHRE — Swaption written 1,449 - 1,449 1,446 — 1,446
U1 — Options purchased 62 — 62 — — —
-EL B — Options written 62 — 62 — — —
6,692 17,592 24,284 1,827 21,087 22914
ESBEY Bullion contracts
EBEN Bullion contracts 1,403 - 1,403 606 — 606
ECHRAY Gold option contracts
-UN 3l — Gold options purchased 129 - 129 31 — 31
-EhEeHE — Gold options written 85 — 85 30 — 30
1,617 — 1,617 667 — 667
RAEREH Equity contracts
REBEAY Equity option contracts
-EAREHE — Equity options purchased 470 — 470 1,016 — 1,016
-EhREHE — Equity options written 235 - 235 829 — 829
705 - 705 1,845 — 1,845
w5t Total 197,401 21,923 219,324 210,397 27,341 237,738
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15. EEGEBERIZE () 15. Off-balance sheet exposures (continued)

(b) FTEIA () (b) Derivatives (continued)
EERGBVEXHED The trading transactions include positions arising from dealing activities and
RAERTEFERES positions arising from the execution of trade orders from customers or
SEAZEREEMRE transactions taken to hedge those positions.

ENERTERE -

LT EEBERINER The replacement costs and credit risk weighted amounts of the above off-
CEBEXNAREERR balance sheet exposures, which do not take into account the effects of bilateral
gz (WA &g netting arrangements are as follows:
FHSETHTE) N
T~
2004 & 2003 & 2004 & 2003 F
6A30H 12A31H 6H30H 12A31H
At 30 June At 31 December At 30 June At 31 December
2004 2003 2004 2003
EERRNESE EEHA
Credit risk weighted amount Replacement cost
BEEER AERET A¥EER BERET
HK$'m HK$'m HK$'m HK$'m
SABERAE Contingent liabilities
and commitments 27,499 29,813 N/A N/A
TETE Derivatives
-Ex&H — Exchange rate contracts 505 673 663 1,227
-FEaH — Interest rate contracts 79 57 169 112
-E2BEN — Bullion contracts 11 10 7 33
-RIAEREH — Equity contracts 12 29 4 9
607 769 843 1,381
s Total 28,106 30,582 843 1,381
ZETREZEHNRER The contract or notional amounts of these instruments indicate the volume of
R E B R 200456 transactions outstanding as at 30 June 2004 and 31 December 2003; they do
A 30H K& 20034 128 not represent the amounts at risk.
MNARERZRGE -
WAREEAEEFER

BT e
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15.

16.

BEERBERINZER (B

(b) FTETIA (&)

EERRMERELR
BRITFREMIMER=R
EERE L 2Bl
HoAHEeHEERSY
FBEREEREDHZ
HRSHER -

BENARIEEEMA
EHMETEMEEEA
FERA NBBA (R&
RGHUFTIEITED -
WIREZEA NN TE
ATE EERAREZSE
AHNEERZIEER
BRim A o

TEBRE

7 B0 5 B A] A AR 2 AR B AP
o AJATERTiR A0 2 an IR
BERBDE) ANFEE K
S R RIS VPR 1E
wGERY ) R - WED
MBS zRARERNRHEES

A ARERAEB O RE
R|ER - MR D #B AR

EWELA -

DEWA - T BB BE
ERENEEMEEN—
20 K P Al LAS B M 5 B T

uié
Zﬁ f2IBE o WA D &R
LA

=113

PERSERESEBH
| ERREME SRR
MmO BT EHIMER DAL -

HF

Notes (continued)

15. Off-balance sheet exposures (continued)

(b) Derivatives (continued)

The credit risk weighted amounts are the amounts that have been calculated
in accordance with the Third Schedule of the Banking Ordinance and guidelines
issued by the HKMA. The amounts calculated are dependent upon the status
of the counterparty and the maturity characteristics of each type of contract.

Replacement cost is the cost of replacing all contracts that have a positive
value when marked to market (should the counterparty default on its obligations)
and is obtained by marking contracts to market. Replacement cost is a close
approximation of the credit risk for these contracts at the balance sheet dates.

16. Segmental reporting

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

Notes (continued)

16. Segmental reporting (continued)

(a)

By class of business

BHRNA
£HEEA

LT\
z<« i ﬁ
ROBEHELER/ (B

REERD

ROBBRELEN/ (B8)
hE/EHEREE RS

RARELT

12004%6430R
KE

AHEE
RERRLT
RAELREE

YELEEI04F6A30R
EttEH

HEETAE

g

BEEHERESJRE/Fadl

Net interest income
Other operating income

Operating income
Operating expenses

Operating profit/(loss)
before provisions
Write-back of bad and

doubtful debts

Operating profit/(loss) aft
provisions

Net gain from disposal/
revaluation of fixed assets

Net gain from disposal of
held-to-maturity securities
and investment securities

Write-back of provision for
impairment on
investments in associates

Share of profits less losses
of associates

Profit before taxation

At 30 June 2004

Assets

Segment assets

Investments in associates
Unallocated corporate assets

Liabilities
Segment liabilities
Unallocated corporate liabilities

Half-year ended 30 June 2004

Other information

Additions of fixed assets

Depreciation

Amortisation of premium/discount
of held-to-maturity securities

YELEE004E6R30A
Half-year ended 30 June 2004
BRRT
Commercial ~ BE¥E  ASEEA Nt AHEH &8
banking  Treasury Unallocated Subtotal  Eliminations  Consolidated
EMBEER EWEER EWEET EMEER BMEER EMEER
HKS'm HKS'm HKS'm HKS'm HKS'm HK$'m
3,830 1,515 164 5,509 - 5,509
1,747 639 340 2,726 (210) 2,516
5577 2,154 504 8,235 (210) 8,025
(2,124) (80) (674) (2,878) 210 (2,668)
3,453 2,074 (170) 5,357 - 5,357
1,240 - - 1,240 - 1,240
4,693 2,074 (170) 6,597 - 6,597
- - 48 48 - 48
- - 1 1 - 1
- - 150 150 - 150
- - (19) (19) - (19)
4,693 2,074 10 6,777 - 6,777
311,134 422,924 17,226 751,284 — 751284
- - 130 130 - 130
- - 599 599 - 599
311,134 422,924 17,955 752,013 - 75,013
581,078 105,704 4474 691,256 — 691,256
- - 1,673 1,673 - 1,673
581,078 105,704 6,147 692,929 — 692929
- - 87 87 - 87
- - 293 293 - 293
- 76 - 76 - 76
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6. DEHE () 16. Segmental reporting (continued)
(a) ®EKE D (&) (a) By class of business (continued)
LEEBR)03E6A30H
Half-year ended 30 June 2003
i1
Commercial  BEZH  AHTEH G AHHEH &a
banking Treasury  Unallocated Subtotal ~ Eliminations  Consolidated
AEEET  AEEET  BEEET  BMEET  AMEET AEEER
HK$m HK$m HK$'m HK$'m HK$m HKS'm
FEHSHMA Net interest income 4,985 1275 3 6,562 - 6,562
AREEUA Other operating income 1,445 639 404 2508 (254) 2254
BEWA Operating income 6,430 1914 746 9,090 (254) 883%
BELH Operating expenses (2,143) (82) (726) (2.951) 254 (2,697)
ROERALLRET Operating profit before provisions 4287 1832 2N 6,139 - 6,139
RERER Charge for bad and doubiful debts (1,669) - - (1669) - (1,669)
ROERRELRET Operating profit after provisions 2618 1832 2N 4470 - 4470
HE/BRETEELTEE Net loss from disposall
revaluation of fixed assets - - (1,220) (1220) - (1,220)
HWEREZIERESR Net gain from disposal of
B EEYAL 6 held-to-maturly securiies
and investment securities - - 1 1 - 1
HEZHEEE Wirite-back of provision for impairment
REBR A Tﬁﬁéﬁ}%@ on held-to-maturity securiies
and investment securiies - 19 1 20 - 20
ﬁ%M BAFCIER Net loss on disposal of a subsidiary - - 1) (1) - 1)
RERERR RAZELRD Wrte-back of provision for impairment
on investments in associates - - 6 6 - b
BEBERRZENMABSE Share of profis less losses
of associates - - (10) (10) - (10)
RitaEH/ (B8) Profit{loss) before taxation 2618 1851 (1203) 3266 - 3266
R2003812A318 At 31 December 2003
kE Assets
NEEE Segment assefs 310,008 430,947 18,438 761,393 - 761,393
%A WM A7 Investments in associates - - 278 218 - 278
AABLTEE Unallocated corporate assets - - 915 915 - 915
310,008 432,947 19,631 762,586 - 762,586
&R Liabilties
HEERE Segment liabilities 621,395 7,671 4522 703,588 — 703,588
AARLEAE Unallocated corporae liabilies - - 1640 1640 - 1640
621,39 17,671 6,162 705,228 - 705,228
LELBE03F6830R Half-year ended 30 June 2003
EfER Other information
HEETRE Additions of fixed assefs - - 40 40 - 40
ik Depreciation - - 32 32 - 32
BERIBRERY Amortisation of premium/discount
AR/ EE of held-to-maturity securiies - 348 - 348 - 348
RiTE/ B8 ERE Non-cash expenses other than
depreciation/amortisation 1,669 - - 1,669 - 1,669
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Notes (continued)

16. Segmental reporting (continued)

(a)

By class of business (continued)

Commercial banking business includes acceptance of deposits, mortgage
lending, credit card advances, remittance, provision of securities brokerage
and insurance agency services, commercial lending, trade finance and overdraft
facilities.

Treasury activities include money market, foreign exchange dealing and capital
market activities. Treasury manages funding of the Group. Treasury provides
funding to all other business segments and receives funds from commercial
banking’s deposit taking activities. These inter-segment funding transactions
are priced either at market bid/offer rates as appropriate or at an internal
funding rate as determined by the average funding requirements of other
business segments and the average one-month inter-bank rates of the relevant
financial period. In addition, the gains and losses on the foreign exchange
activities of the Group are included in “Treasury” . The profit and loss information
presented in this note has been prepared using inter-segment charging/income
transactions. The segmental assets and liabilities have not been adjusted to
reflect the effect of inter-segment borrowing and lending (i.e. segmental profit
and loss information is not comparable to segmental assets and liabilities

information).

Unallocated items mainly comprise fixed assets of the Group, investment
securities, investments in associates and other items that cannot be reasonably
allocated to a specific business segment. The interest benefit of the capital
of the Group is also included as unallocated within net interest income. Rental
expenses are allocated to business segments based on a fixed rate per square
footage occupied.
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16. D ERE (&) 16. Segmental reporting (continued)

17.

(a) TEKED (H)

BarsE e b
AR E 8 A % BP P £2 it
MRz BREEERF -
EREARX —HEER
Pz M KBRS 2
REXHRIZIARD R
HER -

(b) BRUEEHHD

F 7 AN 5 [ 58 90 % A
EZWAKEEE A
AEBEBBIO%ZEE
TIRERBRZEER
RRE » BURRHI

S 2

ETE D -
FTECEHEALIRS

BRAEALEBRENEERIME
BRGS0 A EMERR
RERFTHEAR—H1TRE
AFEBZAL - WEBITRH
RzEblKRERZE T
BRBHENL - FAEAL
AREASEMAT -

HR - AEE RSB RKER
NE > AEEZBE AR NE
B ok PR B R S AR IR A AR
SREBEAFECBREAL
ETZERS -

(a) AEBEATRMEERZ
F=EEX

20046 A 308 @ &
EIERARE—ER R
MEBARARNE®EGT
ETE=ZFBZERBYE
41.92187t (200312 A
318 : B%28.8618 )
REER - ZRARWEB
NAINMEBZEE =%
T BB 20% 2 B% 1 1&

Pas

E\

(a) By class of business (continued)

Operating expenses of a functional unit are allocated to the relevant business
segment that is the predominant user of the services provided by the unit.
Operating expenses of other shared services, which cannot be allocated to a
specific business segment, are included in “Unallocated”.

(b) By geographical area

No geographical reporting is provided as over 90% of the Group’s revenues
are derived from Hong Kong and over 90% of the Group’s assets are originated
from business decisions and operations based in Hong Kong.

17. Significant related party transactions

Related parties are those parties that have the ability, directly or indirectly, to control
the other party or exercise significant influence over the other party in making
financial and operating decisions. Parties are also considered to be related if they
are subject to common control or common significant influence. Related parties

may be individuals or other entities.

During the period, the Group entered into various transactions with related parties
including the ultimate holding company, the associates of the Group and entities,
directly or indirectly, controlled or significantly influenced by the ultimate holding
company.

(a) Advances to third parties guaranteed by related parties

As at 30 June 2004, the ultimate holding company and a fellow subsidiary
provided guarantees for loans in favour of the Group amounting to HK$4,192
million (31 December 2003: HK$2,886 million) to certain third parties. The
fellow subsidiary held equity interests of not more than 20% in these third
parties.
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Notes (continued)

17. Significant related party transactions (continued)

(b)

Summary of transactions entered into during the ordinary course of business

with the related parties

The aggregate income and expenses arising from related party transactions

with ultimate holding company, immediate holding company, intermediate

holding companies, fellow subsidiaries and associates of the Bank as well as

associates of the ultimate holding company are summarised as follows:

M2 BEEANTZSF
EEZHRRARSHE
ZmT
YFEHEZ FFEER
2004 £ 2003 F
6% 30H 64 30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
BisE BEEER BEEEBTL
Note HK$'m HK$'m
8mIEH - Profit and loss items:
FEWA Interest income (i) 72 181
FEZH Interest expense (if) (63) (166)
BRBES (F8) Insurance commission
received (net) (iii) 74 43
BU AT AR 75 Administrative services fees
A received/receivable (iv) 10 12
Bl WS Rental fees received/receivable  (iv) 13 15
BUWESHERS Funds selling commission
received (vi) 56 8
BUWRERITEBSER Correspondent banking
fee received (vii) 4 4
B ERERRSE Loan services fees
received/receivable (viii) 5 5
B/ ERERARAS Credit card commission
(%) paid/payable (net) (v) (25) (19)
B EAES Securities brokerage commission
grRme CFH) paid/payable (net) (v) (61) (42)
B A - Rental, property management
MEEER and letting agency
ABEREZR fees paid/payable (v) (33) (35)
REHRER (BE) Write-back of/(charge for)
bad and doubtful debts 159 (1)
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17. T EZ2EBEALRE 17. Significant related party transactions (continued)
(&)
(b) EEBEALTEEREX (b) Summary of transactions entered into during the ordinary course of business
REERNETZRSHE with the related parties (continued)
= (|
2004 & 2003 &
6 A30H 12 A31H
At 30 June At 31 December
2004 2003
BifE BEEER AEEET
Note HK$'m HK$'m
EEBEXRER Balance sheet items:
EFReREHES Cash and short-term funds (i) 27,461 27,913
RITREM S REE Placements with banks and
3N other financial institutions (i) 13,379 9,635
EXREMIRIR Advances and other accounts (i) 472 604
HinFHEKE Other investments in securities (i) — 234
HppEE Other assets (ix) 693 2,507
RITREM S RERE Deposits and balances of banks
ZERREEH and other financial institutions (i) 35,840 19,779
BEER Deposits from customers (i) 4,045 17,957
H i BRIE R Other accounts and provisions  (ix) 509 2,270
MisE - Notes:
(i) FBEWA (i) Interest income
REBTEEFED In the ordinary course of business, the Group enters into various
FHERKZERA transactions with the ultimate holding company, fellow subsidiaries and
A BRHEARAA associates including deposit of cash and short-term funds, placement
Rt E N BT of interbank deposits, investments in securities and provision of loans
BX5 BiEEX and credit facilities. The transactions were conducted at prices and terms
RekEideF that are no more favourable than those charged to and contracted with
o FREERE other third party customers of the Group. The revenue from loans and
o BHERERRE credit facilities included interest income on the amount drawn as well as
HERXMEER arrangement and commitment fees.

B hERXHEE
BERAEME=ER
5 FfT &1 E O fik 3% £
BFAEL  AEF
BRAER - ZH]
ERAEERED
WABEERZH
BHA - EXRFE
BERESAER -
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Notes (continued)

17. Significant related party transactions (continued)

(b)

Summary of transactions entered into during the ordinary course of business

with the related parties (continued)

Notes: (continued)

(i)

(iii)

(iv)

Interest expense

In the ordinary course of business, the Group accepts interbank deposits
and current, fixed, savings and other deposits from the ultimate holding
company, immediate holding company, intermediate holding companies
and fellow subsidiaries of the Bank as well as associates of the ultimate
holding company on normal commercial terms with reference to prevailing
market rates.

Insurance commission received (net)

In the ordinary course of business, the Group provides insurance agency
services to and purchases general and life insurance policies from fellow
subsidiaries on normal commercial terms with reference to prevailing
market rates.

Administrative services fees and rental fees received/receivable

In the ordinary course of business, the Group receives administrative
services fees for the provision of various administrative services including
internal audit, technology, human resources support and training to the
ultimate holding company and fellow subsidiaries mainly on the basis of
cost plus a margin of 5%, and receives office premises rental fees from
the fellow subsidiaries on normal commercial terms.
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Notes (continued)

17. Significant related party transactions (continued)

(b)

Summary of transactions entered into during the ordinary course of business

with the related parties (continued)

Notes: (continued)

(v)

(vi)

Commission, property management, letting agency fee and rental fees
paid/ payable

In the ordinary course of business, the Group pays commission fees for
credit card administrative and promotional services, securities brokerage
services, property management and letting agency fees to the ultimate
holding company and fellow subsidiaries. The Group also pays rental
fees to fellow subsidiaries. These transactions have been entered into
in the ordinary course of business and on normal commercial terms.

Funds selling commission received

In the ordinary course of business, the Group receives commission for
engaging in promotion and sale of fund products of a fellow subsidiary
to customers of the Group on normal commercial terms.

(vii) Correspondent banking fee received

In the ordinary course of business, the ultimate holding company provides
services to the Group’s customers including the remittance services and
advising on and collecting letters of credit issued by the Group. The
Group shares the fees paid by its customers with the ultimate holding
company on the basis agreed between the parties from time to time.
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17. T EZ2EBEALRS 17. Significant related party transactions (continued)
(4&)
(b) EEBEEATHESY (b) Summary of transactions entered into during the ordinary course of business
REERNET XS with the related parties (continued)
= ()
MosE : (B Notes: (continued)
(viii) B U P& U & 3R AR (viii) Loan services fees received/receivable
%&
AEBEEFER In the ordinary course of business, the Group undertakes to service and
FoHERETRR administer the loans and the related securities transferred to a fellow
B /BB N A R e AR subsidiary and the ultimate holding company in prior years at a fee agreed
LN/ YS! among the parties from time to time.

MERRREHRER
R - REEEDE
FURBIRE T T
BEZRBER -

EF - ZRRMNE In prior year, the fellow subsidiary and the ultimate holding company
DA R EEER A entered into a Deed of Assignment with another fellow subsidiary (“the
A E S — R R B Transferee”), to which the Group is also a party, pursuant to which the
AR (CHEGEN) Group agrees to service the loans assigned to the Transferee, commencing
EEEEELE in this year, for essentially the same compensation, adjusted on a pro
MAEEBEESH rata basis, as contained in the original loan servicing agreements.
WEFR—F  K&E

] P 7N 4F 7 4 9 7

EAFRENERE

BREHRYE - AR
L B ER IR B B3R
BHEOIREE -

(ix) HttEERHEMIEE (ix) Other assets and other accounts and provisions
BREE

Hi&EREMIER Included within “Other assets” and “Other accounts and provisions” are
BREFHEBRE TR receivables from and payables to the ultimate holding company and fellow
&EERA T RRE subsidiaries. The amounts mainly represent the accounts receivables from
KB R 2 U and payables to a fellow subsidiary in relation to dealing securities trading
REMERR - £ 2 transactions on behalf of the Group’s customers. The receivables and payables
EHRARRAEER arose from transactions carried out in the normal course of business.
FPEEREME —
BIEEY =GN
B A FE U K FE AT
R o FRK R
FERTBR R E R 2
BEERET LIRS
FREE4
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Notes (continued)

17. Significant related party transactions (continued)

(c)

Off-balance sheets items

Contingent liabilities and commitments

In the ordinary course of business, the Group provides loan facilities and
trade finance services to, and guarantees for the obligations of ultimate holding
company, fellow subsidiaries and associates on normal commercial terms.
As at 30 June 2004, the total undrawn loan commitments, trade finance-related
contingencies and guarantees amounted to HK$1,967 million (31 December
2003: HK$ 1,132 million).

Derivatives

In the ordinary course of business, the Group enters into foreign exchange
contracts and interest rate contracts with the ultimate holding company and
fellow subsidiaries. The aggregate notional amount of such derivative
transactions amounted to HK$12,606 million as at 30 June 2004 (31 December
2003: HK$19,323 million). These transactions are executed on normal
commercial terms with reference to prevailing market rates.
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17. T EZ2EBEALRS 17. Significant related party transactions (continued)
(4&)
(d) HEBARAREE QT (d) Balances with group companies and associates
2
THEEBBEREEA Included in the following balance sheet captions are balances with the ultimate
BREERKZERARZ holding company:
GEERINT
2004 & 2003
6 A30H 12 H31H
At 30 June At 31 December
2004 2003
BEEET BEEET
HK$’'m HK$'m
EFReEEHES Cash and short-term funds 27,414 27,789
RITREME RS Placements with banks and
e other financial institutions 13,328 9,532
BER R HE RIS Advances and other accounts 8 18
EEHFRE Other investments in securities — 234
HEM&EE Other assets 12 35
HITREMS RIS Deposits and balances of banks
2R R and other financial institutions 34,038 19,066
H b BRIE 2 Other accounts and provisions 25 29
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17. T EZ2EBEALRE 17. Significant related party transactions (continued)
(#&)
(d) HEBARAREKEZE QA (d) Balances with group companies and associates (continued)

2 it ()
THEEBEXRBEER Included in the following balance sheet captions are balances with immediate
BRERRITZEER holding company, intermediate holding companies and fellow subsidiaries of
fRAR - BEERAR the Bank as well as associates of the ultimate holding company:

GICESG] P ) 2 F
ERATZBEATZ

HEERIATR:
2004 F 2003
6 A30H 12 H31H
At 30 June At 31 December
2004 2003
BYEEET BEEST
HK$’'m HK$'m
EFReREHES Cash and short-term funds 47 124
RITRE Mo mEE Placements with banks and
EZ other financial institutions 51 3
BERRHARIE Advances and other accounts 461 446
Hih &= Other assets 681 2,472
BITREMS RIEE Deposits and balances of banks
2R and other financial institutions 1,796 710
BEFR Deposits from customers 3,876 17,881
E b BRIB R 2 Other accounts and provisions 484 2,241
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Notes (continued)

17. Significant related party transactions (continued)

(d)

Balances with group companies and associates (continued)

Included in the following balance sheet captions are balances with subsidiaries

BREARRITZMHEA of the Bank:
Al 2 EERRIAT
2004 & 2003
6 A30H 12 H31H
At 30 June At 31 December
2004 2003
BYEEER BEBEET
HK$’'m HK$'m
EFReREPES Cash and short-term funds 1,677 1,698
RITREM S RS Placements with banks and
TR other financial institutions — 537
B RHE RS Advances and other accounts 955 777
Eh&EE Other assets 547 1,394
RITREM SRR Deposits and balances of banks
2R R and other financial institutions 2,060 1,357
BRPIFER Deposits from customers 432 917
H b BRIE 2 Other accounts and provisions 190 528
7200446 530H %2003 There were no material balances with associates of the Group as at 30 June
F12A310 EARE E 2004 and 31 December 2003.
EREWRBERN

(e) EEBEAE

FEEEXFESEA
BEERRAMERHTER
LEERE WUERXS
BT 5 — AR 2R
BT RERARESE
REBE AR A BARRTT
NEZERRARZEES
BABSHEEBEAL
ETEARS -
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Key management personnel

The Group accepts deposits from and grants loans and credit facilities to key
management personnel in the ordinary course of business. During the period

and that of the prior year, no material transaction was conducted with key

management personnel of the Bank, its holding companies and parties related

to them.
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18. ZEMRE 18. Statutory accounts
LR BB RS T E A REE The information in the interim report is unaudited and does not constitute statutory
ZER  WTEKETERE © accounts. The statutory accounts for the year ended 31 December 2003 have been
HZE2003F 128318 1L 2% delivered to the Registrar of Companies and the HKMA. The auditors expressed
ERE  BEXERAEMER an unqualified opinion on those statutory accounts in their report dated 22 March
eER HEERBHER 2004.
20043 A22B & 2 mIRE

BERMEFERE -
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Hr M KER Supplementary Financial Information
1. BEXFZRLEE 1. Capital adequacy ratio
2004 & 2003
6 H30H 12 A318
At 30 June At 31 December
2004 2003
BERFRIEE Capital adequacy ratio 16.52% 15.11%
KRB ZERFTREEE Adjusted capital adequacy ratio 16.51% 15.21%
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BAFREERTIBBRITRIE
DI R=RiReERAEER
EERRA BEEFHERIRTT
R EA8TE 2 8 A RIE Bk
BIEL R -

BRBRERARRLEDRES
ERRMHNEE FMHAZ G
MEERERTREEALR)E
sl FFAREERBRANZ
MR - RBREREZE
AR 2 AREEFE -

The CAR is computed on the consolidated basis that comprises the positions of

the Bank and certain subsidiaries specified by the HKMA for its regulatory purposes

and in accordance with the Third Schedule of the Banking Ordinance.

The adjusted CAR taking into account market risk exposure as at the balance sheet
date is computed in accordance with the guideline on “Maintenance of Adequate
Capital Against Market Risks” under the Supervisory Policy Manual issued by the
HKMA and on the same basis as for the unadjusted CAR.
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2. IRENERERKH 2. Components of capital base after deductions

FAREFE L 20046 A30H The consolidated capital base after deductions used in the calculation of the above
K 2003F12A3MA &R capital adequacy ratios as at 30 June 2004 and 31 December 2003 and reported
RUENEERESE B 2R to the HKMA is analysed as follows:

BROESBERERAFTMOT

2004 & 2003 &
6 A30H 12H31H
At 30 June At 31 December
2004 2003
BEEER BEEET
HK$’'m HK$'m
ZOER Core capital:

BB B AR AR N Paid up ordinary share capital 43,043 43,043

& Reserves 12,543 10,468

BmiRE Profit and loss account 1,999 2,327

D YRR RS Minority interests 949 917

58,534 56,755
Mt hn&E 7 - Supplementary capital:

—MRREEES General provisions for doubtful debts 4,702 4,997
BEARE A% Total capital base 63,236 61,752
BEAREMRGBOARIER - Deduction from total capital base :

FHAEMBE LR Shareholdings in subsidiaries

2y NGl E) or holding company (351) (449)
HEEEQAMNRBRAE Exposures to connected companies (780) (872)
BHEIEMNEBERAF20%, Equity investments of 20% or more

A R R E in non-subsidiary companies (107) (107)
EEMIRITR S BB Investments in the capital of other

RERE banks or other financial institutions (1) (1)

(1,239) (1,429)
RN ERERBE Total capital base after deductions 61,997 60,323
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3. REBESLE 3. Liquidity ratio
YFEHEES FFELER
2004 & 2003 F
6 A30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2004 2003
T REE S L= Average liquidity ratio 34.64% 37.93%
FIREE S LR UAREIT The average liquidity ratio is calculated as the simple average of each calendar
MRS ATARBERLER month’s average liquidity ratio of the Bank for the period.
B FHETE -
MEE S RRRIFBITER The liquidity ratio is computed on the solo basis (the Hong Kong offices only) and
9t 3% 70 K2 A B5 98 EL 2 (B0 R is in accordance with the Fourth Schedule of the Banking Ordinance.
BREBAERSE)GE -
4. BE¥RK 4. Currency concentrations

69

TRIGENESERS - 3
B8P R R A
2 EBIEERE - HIRLF
B2 HERRESE BRI
WA R RE SR BIRT
HREE -

The following is a summary of the major foreign currency exposures arising from
trading, non-trading and structural positions. The net options position is calculated
based on the worst-case approach set out in the prudential return “Foreign Currency
Position” issued by the HKMA.

REARE
BHEA
EHEH
HEEFE

&/(B) BFE

2004 %6 A30A
At 30 June 2004
BUBERSE
Equivalent in millions of HK$
HERR
E mic Arx New AR¥%

Us BE Canadian Australian Zealand Renminbi HtiE# b
Dollars Euro  Dollars  Dollars  Dollars Yuan  Others Total

Spot assets 174,627 17,324 7,182 26202 4,476 7,765 27,983 265,559
Spot liabilities (151,001) (12,299) (6,770) (27,737) (11,396) (7,121) (17,121) (233,445)
Forward purchases 116,929 12595 2,342 12,433 10,086 8 30,416 184,809
Forward sales (138,410) (17,787) (2,760) (10,829) (3,140) (2) (40,985) (213,913)
Net options position 69 (24) (15)  (135) 24 - 97 16
Net long/(short) position 2,214 (191) (21) (66) 50 650 390 3,026
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4. Currency concentrations (continued)

BHEA
EHEH
HERE

&/(8) BFE
7 20044 6 4 308 & 20034

12A31H  AEBTEEE
KIEBERBIFHE -

Spot assets

Spot liabilities
Forward purchases
Forward sales

Net options position

Net long/(short) position

2003512 A 311
At 31 December 2003

BERETSE
Equivalent in millions of HK$

HEET
e i BT New ARE
Us Bl Canadian Australian Zealand Renminbi Et&E% st

Dollars Euro  Dollars  Dollars  Dollars Yuan  Others Total
164,349 21619 6,358 22,007 7295 1144 25847 248,619
(142,187) (11,011) (9.978) (28,336) (13,579)  (563) (19,155) (224,809)
125005 13252 4619 20,289 10,701 — 35530 209,396
(149,283) (24,134) (1,080) (14,112) (4,665) — (42,074) (235,348)

(974) 59 (1) 837 2 — 14 17

(3000)  (215) (%) 685  (156) 581 162  (2,125)

There were no significant net structural positions for the Group as at 30 June 2004
and 31 December 2003.

70



@ ¥ 8 4 25 (m ) HmAT

BANK OF CHINA (HONG KONG) LIMITED

BRMBESR (8

Supplementary Financial Information (continued)

5. 2EER

5. Segmental information

(a) BUTXSEZEFER (a) Sectoral analysis of gross advances to customers
wE
BRI B AR A IR H The information concerning gross advances to customers has been analysed
UREEARSEZED into loans used inside or outside Hong Kong by industry sectors of the borrowers
EH s BEFPERE as follows:
HERSWHET
2004 2003 F
6A30AH 12A31H
At 30 June At 31 December
2004 2003
BYEEER BEEET
HK$'m HK$'m
EREEERZER Loans for use in Hong Kong
IEmemE Industrial, commercial and financial
- MEEE — Property development 19,104 23,162
- MERE — Property investment 47,311 46,754
- TRE — Financial concerns 10,269 6,589
- BRELER — Stockbrokers 84 4
- RERTEE — Wholesale and retail trade 18,292 18,858
- BligE — Manufacturing 11,967 11,342
- BHREHHE — Transport and transport equipment 9,962 12,385
- A — Others 32,371 38,529
BA Individuals
- BEREBEARHE — Loans for the purchase of flats
LAKE2EER:HE in Home Ownership Scheme,
RAEBERHEET Private Sector Participation Scheme
ZEX and Tenants Purchase Scheme 17,694 18,244
- BEEMETNE — Loans for purchase of other
ZEHR residential properties 94,850 90,003
- ERREX — Credit card advances 3,845 3,756
- Hft — Others 7,032 7,387
EREFRZENBE Total loans for use in Hong Kong 272,781 277,050
Z258E Trade finance 9,460 9,851
EEEMIMER EREE Loans for use outside Hong Kong 26,272 21,681
RPENAE Gross advances to customers 308,513 308,582
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5. oEER (F) 5. Segmental information (continued)
(b) RUWBEEHIBEZEF (b) Geographical analysis of gross advances to customers, overdue advances

ERAE BARERR

TENER

THBEREPERE
FoaHBEBs=FA
ERRTEHERZH
ERESMERERS
HFZMEM  FOM
RERERZARER

and non-performing loans

The following geographical analysis of gross advances to customers, advances
overdue for over three months and NPLs is based on the location of the
counterparties, after taking into account the transfer of risk in respect of such
advances where appropriate.

PN
(i) BFEBERMAE (i) Gross advances to customers
2004 & 2003 F
6 A30H 12 A31H
At 30 June At 31 December
2004 2003
BERER BEESET
HK$’'m HK$'m
BB Hong Kong 282,741 289,129
allEinpi) Mainland China 10,906 8,434
Hith Others 14,866 11,019
308,513 308,582
(i) BPMEB=@AZ (i)  Advances overdue for over three months
BN
2004 & 2003 &
6 A30H 12 A31H
At 30 June At 31 December
2004 2003
BERER BEESET
HK$’'m HK$'m
aBE Hong Kong 7,674 11,066
B A Mainland China 322 469
HAth Others 82 69
8,078 11,604
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B BER (&) Supplementary Financial Information (continued)
5. oEER (F) 5. Segmental information (continued)
(b) BRHWEBEESHIEZERS (b) Geographical analysis of gross advances to customers, overdue advances
EXRAE AHERRK and non-performing loans (continued)
TEHOER (&)
(iii) TENERK (iii) Non-performing loans
2004 & 2003 &
6 A30H 12 H31 H
At 30 June At 31 December
2004 2003
BYEEER BB
HK$'m HKS$'m
BB Hong Kong 12,076 16,801
FE A Mainland China 493 887
Hith Others 104 144
12,673 17,832
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HrE M BER ()
6. EEERE

ERERERB RTINS
WF 2 RKRARZIES M
WEIRBRZ SE FAEHET A
FRRRER - —8WTs &
MERZERAMEBRREE
BEATE  EHHFEETZ
HINDITER M E RN RN E
F—ER - AleHERBEEE
Rk z 8% o (hiarEEE
10%3k A £ 2 @ 5 ED T
RBTEMT

Supplementary Financial Information (continued)

6.

Cross-border claims

The information on cross-border claims discloses exposures to foreign counterparties

on which the ultimate risk lies, and 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. Only regions constituting

10% or more of the aggregate cross-border claims are analysed by geographical

areas and disclosed as follows:

72004F6 H30H

TN AEEEE

— RER
— Hit

LM
— XH
— Hit

#Er

At 30 June 2004

Asia, other than
Hong Kong
— Mainland China
— Others

North America
— United States
— Others

Western Europe
— Germany
— Others

Total

RITREAM
SRS
Banks and AHEE
other Public
financial sector Hith st
institutions entities Others Total
BETErT ABYEEx BYEERT BYEER
HK$’'m HK$'m HK$'m HK$'m
45,881 8,787 11,866 66,534
55,495 929 5,974 62,398
101,376 9,716 17,840 128,932
5,561 19,372 8,438 33,371
11,774 2,752 16 14,542
17,335 22,124 8,454 47,913
32,363 — 4,625 36,988
108,469 699 14,192 123,360
140,832 699 18,817 160,348
259,543 32,539 45,111 337,193
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WM KER (&) Supplementary Financial Information (continued)
6. EEERE (&) 6. Cross-border claims (continued)

75

7200312 A31H

TN TREEE

— PEAM
— Hitp

£ M
— X
— Eft

PaER
— B2H
— Hft

#at

At 31 December 2003

Asia, other than
Hong Kong
— Mainland China
— Others

North America
— United States
— Others

Western Europe
— Germany
— Others

Total

1T R E A
RIS
Banks and NS
other Public
financial sector Hib RET
institutions entities Others Total
BEEET A¥Egr B¥asr A¥%a&Er
HK$'m HK$'m HK$'m HK$'m
45,698 2,157 8,507 56,362
49,750 1,180 4,981 55,911
95,448 3,337 13,488 112,273
7,571 14,850 18,130 40,551
15,013 2,997 39 18,049
22,584 17,847 18,169 58,600
38,563 — 5,359 43,922
117,451 1,470 13,949 132,870
156,014 1,470 19,308 176,792
274,046 22,654 50,965 347,665
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7. BHERRELEE

(a) BHERETENER

Supplementary Financial Information (continued)

7. Overdue and rescheduled assets

(a) Overdue and non-performing loans

EPENAE
2am:
— H#iB3EAE B R6ME A

- BBEAETEEIF

- BRIF

BHBBIMER ZEH

b

BHRE3MEA
THREHEZEH

ik

BHEARIAT
MHSLALLTHE
R EHAEZER

- BREREEZERA
- Hfh
TENEREE

7 20044 6 8 30H & 20034
12A318 R AEAHBERIE
AZHBITEREMSREEE

e
NI

Gross advances to customers

which have been overdue for:

— six months or less but
over three months

—one year or less but
over six months

— over one year

Advances overdue for
over three months

Less:

Amount overdue for over
three months and on which
interest is still being accrued

Add:

Amount overdue for
three months or less and
on which interest is being
placed in suspense or
on which interest accrual
has ceased
—included in rescheduled

advances

— others

Gross non-performing loans

2004 E6 B30 A

2003F12 A31H

At 30 June 2004 At 31 December 2003
EEFEREE EEFPERESE
BAK BAL
% of gross % of gross
&8 advances to x| advances to
Amount customers Amount customers
BREEER BERET
HK$'m HK$'m
735 0.24% 977 0.31%
850 0.28% 2,521 0.82%
6,493 2.10% 8,106 2.63%
8,078 2.62% 11,604 3.76%
(94) (0.03%) (67) (0.02%)
458 0.15% 798 0.26%
4,231 1.37% 5,497 1.78%
12,673 411% 17,832 5.78%

At 30 June 2004 and 31 December 2003, there were no advances to banks and
other financial institutions that were overdue for over three months.
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7. BHRKRELAEE (&)

Supplementary Financial Information (continued)

7. Overdue and rescheduled assets (continued)

(b) HitBHEE (b) Other overdue assets
2004 & 2003 F
6 A30H 12A31H8
At 30 June At 31 December
2004 2003
BEEER BEEET
HK$’'m HK$'m
B - Overdue for:
— HiE3ME A — six months or less but
BT 3@61E A over three months
— 1FUE — over one year
4 4
7200446 A30H %2003 As at 30 June 2004 and 31 December 2003, other overdue assets represented

F128318 - EMEH
BEBETFE -

(c) REHEHEFER

the accrued interest.

(c) Rescheduled advances to customers

BEREPER

77

2004 %6 B 30 B

20034124318

At 30 June 2004 At 31 December 2003
EEFEREE HEFERESR
Bat BAL

% of gross

% of gross

Rescheduled advances
to customers

kx| advances to &8 advances to
Amount customers Amount customers
BEEER BEEET
HK$'m HK$'m
518 0.17% 851 0.28%
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AR HES (8

7.

BMRREAEE (B)
(c) MEMEFENR (M)

FHRBEIHAEZER

EEASEF BB
RAGKEE A5 EH
HER - AT SHE
BZER  BHPR—

SHEREBHRMNE
BE - Rl7 fEm AR
o HANEIEE 2B
EERBRAREER
WA BERAKREE
REF  REFR—HB

e AR A 2 HE e
SRE - RI R
BRIE e

REEEFDEEPHAE
78RR B s M e H
HERMEETREZE
KREREBNRFEZE
R M AREET 2 8
AR (1 2R ) 2 538 5D
W —RE MR - (&
RIEREIRzZEEA
&R an e 2 48 48 31E
A RIeEERHER
WoﬂmZﬁi@%ﬁ
SHREFATEPKE
BAELERZME - B
RINBR BRI LER

7200446 A30H 2003
F12A318 » BEKE
42 RIT R E A S kIS

==

B e

Supplementary Financial Information (continued)

7. Overdue and rescheduled assets (continued)

(c) Rescheduled advances to customers (continued)

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

principal or interest is overdue and remains unpaid. Advances repayable by

regular instalments are classified as overdue when an instalment payment is

overdue and remains unpaid. Advances repayable on demand are classified

as overdue either when a demand for repayment has been served on the

borrower but repayment has not been made in accordance with the instruction

or when the advances have remained continuously outside the approved limit

that was advised to the borrower.

Rescheduled advances are those advances that have been restructured or

renegotiated because of a deterioration in the financial position of the borrower

or of the inability of the borrower to meet the original repayment schedule

and for which the revised repayment terms, either of interest or of repayment

period, are non-commercial. Rescheduled advances, which have been overdue

for more than three months under the revised repayment terms, are included

in overdue advances. Rescheduled advances are stated after deduction of

accrued interest that has been charged to customers but accrued to a suspense

account and before deduction of specific provisions.

As at 30 June 2004 and 31 December 2003, there were no rescheduled advances

to banks and other financial institutions.
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10.

79

Supplementary Financial Information (continued)

KEEE 8. Repossessed assets held
2004 & 2003 &
6 A30H 12 H31H
At 30 June At 31 December
2004 2003
BYEEER BEBET
HK$’'m HKS$'m
g 61 & = Repossessed assets held 1,399 1,757
WEIEEREEERERER Repossessed assets are properties or securities in respect of which the Group
AN BB 2k & BB E RS M 15 ATFER has acquired access or control (e.g. through court proceedings or voluntary actions
FIEFINEE - BEVERE by the borrowers concerned) for release in full or in part of the obligations of the
FH (Bl EBEER T AR borrowers. Upon repossession of the assets, the related loans and advances will
BERAHBERETTE)  ZEYE continue to be recorded as loans and advances until all collection efforts have
BE®R  FTPRMERIDER been exhausted and the repossessed assets are realised. Specific provisions will
RENERETEZEMEERK be made after taking into account the market value of the repossessed assets
TERE TR RKRBIEELD which are yet to be disposed. Upon disposal of the repossessed assets, any specific
BERIE - BEENAIRIME provisions previously made will be utilised to write off the loans and advances.
HRlEE2EZEREHENK
EIEEMNTIE - EREEED
Ei& BRI EES
FREREBEBER
HE(KbTMAATH 9. Compliance with the guideline on “Interim Financial Disclosure
BREPHBHEER) by Locally Incorporated Authorized Institutions”
&5l
H E2004F ¥ F 1P E] The interim report for the first half of 2004 fully complies with the requirements set
XEMETETARERBAM outin the guideline on “Interim Financial Disclosure by Locally Incorporated Authorized
ZEEBRFMOR MR Institutions” under the Supervisory Policy Manual issued by the HKMA.
AR ER RN ER) B
SINFTE IR TE ©
FEartERE 255 10. Compliance with SSAP 25

HZE2004F FFFIEMFH
¥EREFEEESHMAE
Mz & FHAERIZE 2555 " HA
BIsRE 2Bk o

The interim report for the first half of 2004 complies with SSAP 25 “Interim Financial
Reporting” issued by the HKSA.
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BIYER®RE

BHERT (BB ARLATESS
(EREEMRILOBRAR)

5l

il

ARFTEZRFERT (EE) ARAFAREMBAR (REE) 5T - BHNP28AEF6ETRN T NHBHRE -
EEREIMEEZEE

EFARAERAITATESHAMAERMN ST EBENE26 P HMERE REEBRENP PR BRE - EFAYDHY
MHEBREAR  MABENCDKEETIHAE -

ARz BEERBRBENZER  HPHVBRELABY &R URRESTFAHBENEBEGREARBETIRE - Rtz
SNAMERBEEMB N - KT ERARENABTRATAEMALE ESOREEFEL -

EHTHNERITHE

ARRERBELB G MAGHEMOBERE7005 "BH T HUBRENZR ETERE TIE - ER T HEIERBENESE
EREFHER  RETHPBHREETONEF  ARRBERTEEREZEABRERERT AR EREREC SIEH
BRIESN - BETHELIAERERAARGEEE  BEARRZEEMESF - AREHNNBEEREN B/ - HARENRE
REREFAK - At AT SHT MY BRERREFAER -

EH&W

BRARMEMNNGER  BUERNYMERR 2 — &80 - AP EZERERAEERZE2004F6 4308 L61EA T AP BIHREE
HERETZERE -

EORUKES SR
HMEEETRD

&F&  20048A19H
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Independent Review Report

To the Board of Directors of
Bank of China (Hong Kong) Limited
(incorporated in Hong Kong with limited liability)

Introduction

We have been instructed by Bank of China (Hong Kong) Limited and its subsidiaries (“the Group”) to review the interim
financial report set out on pages 28 to 66.

Respective responsibilities of directors and auditors

The directors are responsible for the preparation of an interim financial report to be in compliance with SSAP 25 “Interim
financial reporting” issued by the Hong Kong Society of Accountants and the relevant provisions thereof. The interim financial
report is the responsibility of, and the interim financial report has been approved by, the directors.

It is our responsibility to form an independent conclusion, based on our review, on the interim financial report and to report our
conclusion solely to you, as a body, in accordance with our agreed terms of engagement and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the contents of this report.

Review work performed

We conducted our review in accordance with SAS 700 “Engagements to review interim financial reports” issued by the Hong
Kong Society of Accountants. A review consists principally of making enquiries of the Group’s management and applying
analytical procedures to the interim financial report and based thereon, assessing whether the accounting policies and presentation
have been consistently applied unless otherwise disclosed. A review excludes audit procedures such as tests of controls and
verification of assets, liabilities and transactions. It is substantially less in scope than an audit and therefore provides a lower
level of assurance than an audit. Accordingly we do not express an audit opinion on the interim financial report.

Review conclusion

On the basis of our review which does not constitute an audit, we are not aware of any material modifications that should be
made to the interim financial report for the six months ended 30 June 2004.

s

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 19 August 2004
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Definitions

In this Interim Report, unless the context otherwise requires, the following terms shall have the meanings set out below:

Terms

Meanings

“ATM”
“Board” or “ Board of Directors”

‘BOC”

“BOCHK” or “The Bank”

“BOCI-Prudential Asset Management”

“CAR”

“Chiyu”

“Group”

“HIBOR”

“HKMA”

“HKSA”

“Hong Kong SAR Government”
‘IPO”

“The Mainland” or “Mainland China” or
“The Mainland of China”

“‘NPL(s)”

“Nanyang”

“PRC”

“RMB” or “Renminbi”
‘RTGS”

“SSAP”

“VaR”

Automated Teller Machine
the Board of Directors of BOCHK

Bank of China, a state-owned commercial bank established under the laws of
the PRC

Bank of China (Hong Kong) Limited, a company incorporated under the laws of
Hong Kong and a wholly owned subsidiary of BOC Hong Kong (Holdings) Limited

BOCI-Prudential Asset Management Limited, a company incorporated under the
laws of Hong Kong, in which BOCI Asset Management Limited, a wholly owned
subsidiary of BOC International Holdings Limited, and Prudential Corporation
Holdings Limited hold equity interests of 64% and 36%, respectively

Capital Adequacy Ratio, computed on the consolidated basis that comprises
the positions of BOCHK and certain subsidiaries specified by the HKMA for its
regulatory purposes and in accordance with the Third Schedule of the Banking
Ordinance

Chiyu Banking Corporation Limited, a company incorporated under the laws of
Hong Kong, in which BOCHK holds an equity interest of 70.49%

the Bank and its subsidiaries collectively referred to as the Group
Hong Kong Interbank Offered Rate

Hong Kong Monetary Authority

Hong Kong Society of Accountants

Hong Kong Special Administrative Region Government

Initial Public Offering

The mainland of the PRC

Non-performing loan(s)

Nanyang Commercial Bank, Limited, a company incorporated under the laws of
Hong Kong and a wholly owned subsidiary of BOCHK

The People’s Republic of China

Renminbi, the lawful currency of the PRC
Real Time Gross Settlement System
Statement of Standard Accounting Practice

Value at Risk

83



@ ¥ &) 4L £7 (B m)HmAT

BANK OF CHINA (HONG KONG) LIMITED





