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Report of the Directors

The Directors are pleased to present their report together with the audited consolidated accounts of the Bank and its subsidiaries for

the year ended 31 December 2005.

Principal Activities
The Bank is a licensed bank authorised under the Hong Kong Banking Ordinance. The principal activities of the Group are the
provision of banking and related financial services. An analysis of the Group’s performance for the year by business segments is set

out in Note 51 to the accounts.

Results and Appropriations

The results of the Group for the year are set out in the consolidated profit and loss account on page 30.

On 26 May 2005, the directors declared a first interim dividend of HK$0.055 per ordinary share, totalling approximately HK$2,367

million, which was paid on 6 September 2005.

On 1 December 2005, the directors declared a second interim dividend of HK$0.137 per ordinary share, totalling approximately

HK$5,897 million, which was paid on 28 February 20086.

The directors do not recommend the payment of a final dividend for the year ended 31 December 2005.

Reserves
Details of movements in the reserves of the Group and the Bank are set out in the consolidated statement of changes in equity and

the statement of changes in equity on pages 35 and 36 respectively.

Donations

Charitable and other donations made by the Group during the year amounted to approximately HK$6 million.

Fixed Assets

Details of movements in fixed assets of the Group and the Bank are set out in Note 35 to the accounts.
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Report of the Directors (continued)
Directors

The directors of the Bank during the year and up to the date of this report are:

Chairman XIAO Gang#

Vice Chairmen SUN Changji #
HE Guangbei

Directors HUA Qingshan#
LI Zaohang *

ZHOU Zaiqun *
ZHANG Yanling *
FUNG Victor Kwok King *
KOH Beng Seng *
SHAN Weijian *
TUNG Chee Chen *
TUNG Savio Wai-Hok *
YANG Linda Tsao *

# Non-executive Directors

* Independent Non-executive Directors

There being no provision in the Bank’s Articles of Association for retirement by rotation, all the directors continue in office.

Directors’ Interests in Contracts of Significance
No contracts of significance, in relation to the Group’s business to which the Bank, its holding companies, or any of its subsidiaries or
fellow subsidiaries was a party and in which a Director had a material interest, whether directly or indirectly, subsisted at the end of

the year or at any time during the year.
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Report of the Directors (continued)

Directors’ Rights to Acquire Shares

On 5 July 2002, the following Directors were granted options by BOC (BVI), an indirect holding company of the Bank, pursuant to a
Pre-Listing Share Option Scheme to purchase from BOC (BVI) existing issued shares of the BOCHK (Holdings), the immediate
holding company of the Bank, at a price of HK$8.50 per share. These options have a vesting period of four years from 25 July 2002

with a valid exercise period of ten years. Twenty-five percent of the shares subject to such options will vest at the end of each year.

Particulars of the outstanding options granted to the Directors under the Pre-Listing Share Option Scheme as at 31 December 2005

are set out below:
Number of share options

Balances Balances

Exercise as at 1 Exercised Surrendered Lapsed as at 31

Date price Exercisable Granted on 5 January duringthe during the during December

of grant (HK$) Period July 2002 2005 year year the year 2005

SUN Changiji 5 July 2002 8.50 25 July 2003 to 1,590,600 1,590,600 - - — 1,590,600
4 July 2012

HE Guangbei 5 July 2002 8.50 25 July 2003 to 1,446,000 1,084,500 - - — 1,084,500
4 July 2012

HUA Qingshan 5 July 2002 8.50 25 July 2003 to 1,446,000 1,446,000 - - — 1,446,000
4 July 2012

LI Zaohang 5 July 2002 8.50 25 July 2003 to 1,446,000 1,446,000 - - — 1,446,000
4 July 2012

ZHOU Zaiqun 5 July 2002 8.50 25 July 2003 to 1,446,000 1,446,000 - - — 1,446,000
4 July 2012

ZHANG Yanling 5 July 2002 8.50 25 July 2003 to 1,446,000 1,446,000 - - — 1,446,000
4 July 2012

Total 8,820,600 8,459,100 - - — 8,459,100

Save as disclosed above, at no time during the year was the Bank, its holding companies, or any of its subsidiaries or fellow
subsidiaries a party to any arrangements to enable the Directors to acquire benefits by means of the acquisition of shares in, or

debentures of, the Bank or any other body corporate.

Management Contracts
There exists a services agreement between BOCHK (Holdings) and the Bank whereby BOCHK (Holdings) provides management and
investor relations services to the Bank and under which costs are reimbursed and fees are payable. The said agreement can be

terminated by either party giving not less than three months’ prior notice.
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Report of the Directors (continued)

Compliance with the Guideline on “Financial Disclosure by Locally Incorporated Authorized
Institutions”

The accounts for the year ended 31 December 2005 fully comply with the requirements set out in the guideline on “Financial

Disclosure by Locally Incorporated Authorized Institutions” under the Supervisory Policy Manual issued by the HKMA.

Auditors
The accounts have been audited by PricewaterhouseCoopers. A resolution for their re-appointment as auditors for the ensuing year

will be proposed at the forthcoming Annual General Meeting.

On behalf of the Board
/k, /,

XIAO Gang
Chairman

Hong Kong, 23 March 2006
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Corporate Governance

The Bank is committed to maintaining and upholding good corporate governance in order to protect the interests of
shareholders, customers and staff. In addition to abiding strictly by the laws and regulations of the jurisdiction where it operates and
observing the guidelines and rules issued by regulatory authorities such as the Hong Kong Monetary Authority and the Hong Kong
Securities and Futures Commission. The Bank also constantly reviews its corporate governance practices, with a view to conforming

to international and local best practices.

Corporate Governance Framework

The Board is at the core of the Bank’s corporate governance framework, and there is clear division of responsibilities
between the Board and the Management. The Board is responsible for providing high-level guidance and effective oversight of the

Management. Generally, the Board is responsible for:

. formulating the Group’s long term strategy and monitoring the implementation thereof;
. reviewing and approving the annual business plan and financial budget;

. approving the annual and interim reports;

. reviewing and monitoring risk management and internal control;

. ensuring good corporate governance and compliance; and

. monitoring the performance of the Management.

The Board authorises the Management to carry out the strategies that have been approved. The Management reports to the Board
and is responsible for the day-to-day operation of the Group. The Board has formulated clear written guidelines, which stipulate the
circumstances under which the Management should report to and obtain prior approval from the Board before making decisions or
entering into any commitments on behalf of the Group. The Board will regularly review these guidelines.

To avoid the concentration of power in any one individual, the positions of the Chairman and the Chief Executive are held by two
different individuals. Their roles are distinct and are clearly established and stipulated in the Board’s Mandate. In short, the
Chairman is responsible for ensuring that the Board properly discharges its responsibilities and conforms to good corporate
governance practices and procedures. As the Chairman of the Board, he is also responsible for making sure that all Directors are
properly briefed on issues arising at the board meetings, and that all Directors receive accurate, timely and clear information. The
Chief Executive is responsible for providing leadership for the whole Management and implementing the important policies and
development strategies approved by the Board.

Taking into consideration market practices and international best practices in corporate governance, the Board has established four
standing Board Committees to assist it in carrying out its responsibilities. They are the Audit Committee, Nomination and
Remuneration Committee, Risk Committee, and Strategy and Budget Committee. The Audit Committee has also set up the Legal and
Compliance Committee as a sub-committee to assist it in discharging its responsibility for monitoring the Group’s compliance with
applicable laws and regulations. During the year, three ad hoc committees were set up to assist the Board in undertaking special

assignments and to report back to the Board or a relevant Board Committee.

Each of the Board Committees has a well-defined mandate. The Board Committees make recommendations to the Board on
relevant matters within their terms of reference, or make decisions under appropriate circumstances within the power delegated by
the Board. Apart from the aforesaid, respective secretarial departments are assigned to all the Board Committees to ensure that each
has adequate resources to discharge its responsibilities properly and effectively. According to their mandates, the Board and the

Board Committees will review and evaluate their respective work process and effectiveness on an annual basis.
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Corporate Governance (continued)

Corporate Governance Framework (continued)

The following chart sets out the Bank’s corporate governance framework.
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The Bank’s corporate website (www.bochk.com) contains detailed information on the Bank’s corporate governance principles

and framework, the composition of the Board and Board Committees and a summary of their respective terms of reference.

Board of Directors

The majority of the Board is made up of non-executive Directors and independent non-executive Directors, and the Board
was assisted by a Senior Adviser. This structure ensures the independence and objectivity of the Board’s decision-making process as
well as the thoroughness and impartiality of the Board’s oversight of the Management. The Board acts honestly and in good faith. Its
decisions are made objectively and in the best interests of the Group, with a view to maximising long-term shareholder value and

fulfilling its corporate responsibility to other stakeholders of the Group.

The Board currently has 13 members, comprising six independent non-executive Directors, six non-executive Directors and one
executive Director. Mr. Tung Savio Wai-Hok and Mr. Koh Beng Seng were appointed independent non-executive Directors of the
Board with effect from 1 December 2005 and 23 March 2006 respectively. The Senior Adviser to the Board, Mr. Neoh Anthony Francis,
who is also an independent non-executive director of BOC, the controlling shareholder of the Bank, has resigned from the Board with
effect from 1 January 2006 in order to avoid any possible conflict of interest. The Board thanks Mr. Neoh for his outstanding
contribution during his tenure. Save as disclosed above, there were no other changes to the composition of the Board up to the date
of this report.

All Directors possess extensive experience in banking and management, and nearly half of them are independent non-executive
Directors, of whom several are in possession of financial management expertise. During the year, the Board approved the “Policy on
Independence of Directors”, some provisions of which are even more stringent than Rule 3.13 of the Listing Rules. The Bank has
received from each of the independent non-executive Directors an annual confirmation of his/her independence by reference to the

Policy. On the basis of these confirmations and information available to it, the Bank still considers all of them to be independent.

All the existing non-executive Directors and independent non-executive Directors of the Bank have been appointed for a fixed
term, with formal letters of appointment setting out the key terms and conditions of their appointment. In 2005, the Board
authorised the Nomination and Remuneration Committee to establish a process for the appointment of independent non-executive

Directors to ensure that the appointment procedures are standardised and transparent.
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Corporate Governance (continued)

Board of Directors (continued)

There is no relationship (including financial, business, family or other material/relevant relationship(s)) among the Board
members. Messrs. Xiao Gang, Hua Qingshan and Li Zaohang are directors of BOC. Mr. Zhou Zaiqun and Mdm. Zhang Yanling are
members of the senior management of BOC. Messrs. Sun Changji, He Guangbei and Zhou Zaiqun and Mdm. Zhang Yanling were
directors of BOC prior to its re-organisation in August 2004. It is expressly provided in the Board’s Mandate that, unless permissible
under applicable laws or regulations, if a substantial shareholder or Director has a conflict of interest in the matter to be considered by
the Board, a Board meeting attended by independent non-executive Directors who have no material interest in the matter shall be

held to deliberate on the same.

The holding company of the Bank has arranged for appropriate Directors’ Liability Insurance Policy to indemnify the Directors for

liabilities arising out of corporate activities. The coverage and the sum insured under the policy are reviewed on an annual basis.

To ensure that the newly appointed Directors have adequate understanding of the Bank’s business and operation, and to enable
current Directors to update their skills and knowledge on a regular basis so that they can continually make relevant contribution to the
Board with comprehensive information, the Board has set up a system for the initial induction and ongoing professional
development of the Directors. In 2005, in view of the increasing importance of risk management to a financial institution, the Board
invited a distinguished speaker with extensive experience in risk management to introduce the concept and model of “Enterprise Risk

Management” to the Board members so as to enhance their knowledge and skills in this respect.

Six Board meetings were held during the year with an average attendance rate of 93%. The meeting schedule had been
prepared and approved by the Board in the preceding year. In general, Board agenda and meeting materials are despatched to all
Board members for review at least seven days before the meetings. Board agenda is approved by the Chairman following
consultation with other Board members and the Management. Beginning from 2005, the Chairman will meet all non-executive
Directors (including independent non-executive Directors) in the absence of executive Directors and the Management at least once in
a year. This practice has been incorporated in the amended Working Rules of the Board. Individual attendance records of the relevant
Directors in 2005 are set out as follows:

Director Number of Board meetings attended Attendance rate

Non-executive Directors

Mr. XIAO Gang (Chairman) 5 out of 6 83%
Mr. SUN Changji (Vice Chairman) 6 out of 6 100%
Mr. HUA Qingshan 5 out of 6 83%
Mr. LI Zaohang 5 out of 6 83%
Mr. ZHOU Zaiqun 5 out of 6 83%
Mdm. ZHANG Yanling 6 out of 6 100%

Independent Non-executive Directors

Dr. FUNG Victor Kwok King 6 out of 6 100%
Mr. SHAN Weijian 6 out of 6 100%
Mr. TUNG Chee Chen 5 out of 6 83%
Mr. TUNG Savio Wai-Hok (Note) N/A N/A
Mdm. YANG Linda Tsao 6 out of 6 100%

Executive Director
Mr. HE Guangbei (Vice Chairman and Chief Executive) 6 out of 6 100%

Note: Mr. Savio Tung was appointed independent non-executive director on 1 December 2005, and no Board meeting was held in
2005 thereafter.
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Corporate Governance (continued)

Audit Committee

As at the end of 2005, the Audit Committee had six members comprising one non-executive Director and five independent
non-executive Directors. With the appointment of Mr. Koh Beng Seng as independent non-executive Director and member of the
Audit Committee, which was approved by the Board on 23 March 2006, the Audit Committee now has seven members, six of whom
are independent non-executive Directors (representing 86% thereof). The Committee is chaired by Mr. Shan Weijian, an independent

non-executive Director.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:
. integrity of accounts and financial reporting process;
. internal control systems;
. effectiveness of internal audit function and performance appraisal of the head of internal audit;
. appointment of external auditors and assessment of their qualifications, independence and performance and, with
authorisation of the Board, determination of their remuneration;
= periodic review and annual audit of the Bank’s and the Group’s accounts;
= compliance with applicable accounting standards as well as legal and regulatory requirements on financial disclosures;
- review and handle major risk events; and

. corporate governance framework of the Group and implementation thereof.

The work performed by the Audit Committee in 2005 included the review and, where applicable, approval of:

* the Bank's Directors' Report and financial statements for the year ended 31 December 2004 that were recommended to the
Board for approval;

* the Bank's interim financial statements for the six months ended 30 June 2005 that were recommended to the Board for
approval;

e the audit report and report on internal control recommendations submitted by the external auditors, and the on-site
examination report issued by regulators;

. the re-appointment of external auditors, the audit fees payable to external auditors for the annual audit and interim review;

. the Group’s internal audit plan for 2005 and key areas identified;

e the deployment of human resources and pay level of the Internal Audit, and the Department’s budget for 2005; and

*  the performance appraisal of the Head of Internal Audit.

During this year, the Audit Committee and the Board approved the “Policy on Staff Reporting of Irregularities” of the Group. Under
the policy, employees of the Group can report any significant potential issues concerning the Group’s business or other areas through
appropriate channels without fear of unfair treatment. To enhance and ensure the independence of external auditors, the Audit
Committee and the Board approved the “Policy on External Auditors”, which ensures that the Committee can effectively discharge
its monitoring responsibility in respect of the recruitment, qualifications, independence and performance appraisal of external

auditors.

In addition, the Audit Committee conducted an annual review of the effectiveness of the internal control systems of the Group in 2005.
This review covered all material controls, including financial, operational and compliance controls as well as risk management. Upon
completion of the review, the Audit Committee considered that the key areas of the Group’s internal control systems are
reasonably implemented, which provide prevention of material misstatement or loss, safeguard the Group’s assets, maintain
appropriate accounting records, ensure compliance with applicable laws and regulations, as well as fulfill the requirements of the
Code regarding internal control systems in general. For detailed information on this topic, please refer to the “Internal Control” section

below.
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Corporate Governance (continued)

Audit

Committee (continued)

Six Audit Committee meetings were held during the year with an average attendance rate of 90%. Individual attendance

records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate

Mr. SHAN Weijian (Chairman) 6 out of 6 100%

Mr. ZHOU Zaiqun 4 out of 6 67%

Dr. FUNG Victor Kwok King 6 out of 6 100%

Mr. TUNG Chee Chen 5 out of 6 83%

Mdm. YANG Linda Tsao 6 out of 6 100%

Mr. TUNG Savio Wai-Hok (Note) N/A N/A

Note: Mr. Savio Tung was appointed a member of the Audit Committee on 1 December 2005 and no meeting was held in 2005

thereafter.

Nomination and Remuneration Committee

The Nomination and Remuneration Committee currently has six members comprising two non-executive Directors and four

independent non-executive Directors. The independent non-executive Directors represent two-thirds of the committee members. The

Committee is chaired by Mr. Sun Changji, Vice-chairman of the Board.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:

overall human resources and remuneration strategies of the Group;

selection and nomination of Directors, Board Committee members and certain senior management members as specified by
the Board from time to time;

structure, size and composition (including skills, experience and knowledge) of Directors and Board Committee members;
remuneration of Directors, Board Committee members and senior management; and

effectiveness of the Board and Board Committees.

The work performed by the Committee in 2005 included the review and, where applicable, approval of:

performance appraisal of the executive Director and senior management for year 2004;

the proposal on staff bonus for year 2004 and salary adjustment for year 2005 for the Group, including the senior
management;

the key performance indicators of the Group and its senior management for year 2005;

the medium-term human resources strategies of the Group;

the “Policy on Independence of Directors”, “Procedures for the Nomination and Appointment of Independent Non-executive
Directors”, “Policy on Directors’ Remuneration”, “Policy and Procedures on the Reimbursement of Board Members’
Expenses” and other important policy documents;

the policies on performance appraisal of staff (including senior management), annual bonus policy and annual salary
adjustment;

the “Policy for the Employment of Employees of BOC Group”;

the self-evaluation reports of the Board and Board Committees, which were organised and analysed by the Committee. The
Committee also made recommendations to the Board regarding the results of the self-evaluation, with a view to further
enhancing the role and effectiveness of the Board and Board Committees; and

matters relating to the appointment of independent non-executive Directors to the Board.
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Corporate Governance (continued)

Nomination and Remuneration Committee (continued)

Based on the successful experience in the recruitment of Directors and senior management, the Committee prepared and approved
the “Procedures for Nomination and Appointment of Independent Non-executive Directors”, thus further formalising the
procedures for the nomination and appointment of independent non-executive Directors and enhancing the transparency of the same.
Pursuant to the aforesaid, before the commencement of the nomination procedures, the Board will first consider and determine the
need to establish an ad hoc Search Committee which is chaired by an independent non-executive Director with independent
non-executive Directors forming the majority of its members, to undertake the assignment concerned and make recommendations to
the Nomination and Remuneration Committee and the Board. The Search Committee will first take into account the existing skills,
knowledge and experience of the Board and the business requirements of the Group in order to determine the key requirements for
the new independent non-executive Director and objective criteria for selection. Such criteria will include relevant expertise, integrity,
industry experience and independence. Committee members will recommend potential candidates to the Search Committee in
accordance with those criteria. After discussion and selection, and subject to the potential candidate’s agreement in principle to join
the Board, the Nomination and Remuneration Committee will review the recommendation for appointment and submit the same to the

Board for final approval.

During the year, to ensure that the Board of Directors are reasonably compensated for their time and efforts dedicated to the Group
and to institutionalise the process of reimbursing Directors for expenses incurred in connection with discharging their duties, the
Committee approved policy documents like the “Policy on Directors’ Remuneration” and “Policy and Procedures on the
Reimbursement of Board Members’ Expenses”. In recommending the remuneration of Directors, the Committee makes reference
to companies of comparable business type or scale, and the nature and quantity of work at both Board and Board Committee levels
(including frequency of meetings and nature of agenda items) in order to compensate Directors reasonably for their time and efforts
spent. The Committee will regularly review, deliberate and recommend the remuneration of Directors to the Board. Following the
review by the Board, the proposed remuneration will be put to shareholders for final approval at general meetings. No individual

Director is allowed to participate in the procedures for deciding his/her individual remuneration package.

The Nomination and Remuneration Committee also has the delegated responsibility to determine the specific remuneration
package of executive Directors and senior management, including share options, benefits in kind, pension rights, etc. Currently
the principal components of the Bank's remuneration package for executive Directors and senior management include basic salary,
discretionary bonus and other benefits in kind. A significant portion of the executive Director’s or senior management’s discretionary
bonus is based on the Group’s and the individual’s performance during the year. The Committee reviews and approves the annual
and long-term performance targets for senior management by reference to corporate goals and objectives approved by the Board
from time to time. The Committee also reviews the performance of the senior management against the targets set on an ongoing

basis, and reviews and approves the specific performance-based remuneration of the senior management.

Five Nomination and Remuneration Committee meetings were held during the year with an average attendance rate of 92%.

Individual attendance records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate
Mr. SUN Changji (Chairman) 5 out of 5 100%
Mr. LI Zaohang 4 out of 5 80%
Dr. FUNG Victor Kwok King 5outof 5 100%
Mr. SHAN Weijian 4 out of 5 80%
Mr. TUNG Chee Chen 5out of 5 100%
Mdm. YANG Linda Tsao (Note) N/A N/A

Note: Mdm. Yang became a member of the Committee on 1 December 2005 and no meeting was held in 2005 thereafter.
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Corporate Governance (continued)

Risk Committee

The Risk Committee has four members. In 2005, three of the members were non-executive Directors and one was an independent
non-executive Director. The Committee was chaired by Mr. Xiao Gang, the Chairman of the Board. To be in line with the best
corporate governance practices, the Board agreed in March 2006 that Mr. Koh Beng Seng, the newly appointed independent
non-executive Director, should replace Mr. Xiao Gang as the Chairman of the Risk Committee. Mr. Anthony Neoh, the former Senior
Adviser to the Board, attended the Committee’s meetings as an adviser. Mr. Neoh resigned from this position with effect from 1
January 2006.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:
. the establishment of the risk appetite and risk management strategy of the Group, and the determination of the Group’s risk
profile;
. the identification, assessment and management of material risks faced by the various business units of the Group;
. the review and assessment of the adequacy of the Group’s risk management process, system and internal control; and
- the review and monitoring of the Group’s compliance with the risk management process, system and internal control,

including the Group’s compliance with requirements of prudence and laws and regulations in business development.

Based on the approved Risk Management Policies Segmentation, the Risk Committee considered and approved a range of risk
management policies in 2005, covering credit risk, market risk, operational risk, interest rate risk and liquidity risk. The Group’s credit
risk appetite was reviewed by the Risk Committee and submitted to the Board for approval. The Risk Committee also reviewed some
relevant policies which had been previously approved. Furthermore, with the Board’s authorisation, the Risk Committee approved a

number of major transactions within its approval authority.

Five Risk Committee meetings were held during the year with an average attendance rate of 87%. Individual attendance

records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate

Mr. XIAO Gang (Chairman) 5out of 5 100%

Mr. HUA Qingshan 5out of 5 100%

Mdm. ZHANG Yanling 3outof 5 60%

Mr. TUNG Savio Wai-Hok (Note) N/A N/A

Note: Mr. Savio Tung was appointed a member of the Risk Committee on 1 December 2005 and no Committee meeting was held in
2005 thereafter.

Strategy and Budget Committee

The Board resolved to establish the Strategy and Budget Committee in December 2005. In fact, commencing from 2004, the Board
had set up the Budget Committee as an ad hoc committee to review the budget and business plan for the following year. In addition,
the Board had formed the Strategy Development Group in early 2005, which was responsible for developing the mid to long term
strategy of the Group and making suggestions to the Board. Given the importance of the budget and business plan as well as the mid
to long term strategy, the Board decided to establish a standing Board Committee, which would be responsible for monitoring the
implementation of the Group’s mid to long term strategy approved by the Board and reviewing the annual financial budget and
business plan presented by the Management. The Strategy and Budget Committee currently comprises of five members, namely,
Mdm. Linda Tsao Yang and Mr. Tung Savio Wai-Hok, independent non-executive Directors, Messrs. Hua Qingshan and Zhou Zaiqun,
non-executive Directors, and Mr. He Guangbei, Vice Chairman and Chief Executive. The Committee is chaired by Mdm. Yang, who

has extensive experience in the banking sector.

23



@ ¥ B4 5w ) amAT

BANK OF CHINA (HONG KONG) LIMITED

Corporate Governance (continued)
Strategy and Budget Committee (continued)

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:

. the review and monitoring of the Group’s long term strategy;

. the review of the process for formulating the Group’s long term strategy to ensure that it is sufficiently robust to take into
account the appropriate range of alternatives;

. the monitoring of the implementation of the Group’s long term strategy through agreed metrics and the offering of strategic
guidance to the Management;

. the making of recommendations to the Board on the major investments, capital expenditure and strategic commitments of
the Group and the monitoring of the implementation of the same; and

. the review and monitoring of the Group’s regular/periodic (including annual) business plan and financial budget.

Ad Hoc Committees

Three ad hoc committees, namely, Strategy Development Group, Search Committee, and Budget Committee, were established by

the Board during the year to deal with matters specified by the Board.

Strategy Development Group

The Bank decided to establish the Strategy Development Group in early 2005 for formulating and recommending to the Board the
Group’s mid to long term strategies for business development. Mdm. Linda Tsao Yang, independent non-executive Director, was the
convenor of the Strategy Development Group with members comprising representatives of the Board, the Management and the
controlling shareholder, BOC. These members included Mr. He Guangbei, Mr. Zhou Zaiqun, Dr. Fung Victor Kwok King, Mr. Tung
Chee Chen, Dr. Zhu Min and Mr. Raymond Lee Wing Hung. Mr. Shan Weijian also joined as an informal member. The Strategy
Development Group met several times since its establishment. lts members were all highly devoted to their task and, after an in-depth
analysis conducted by the Strategy Development Group, a forward-looking development strategy for the Group in the coming five

years was mapped out. The strategy plan has been approved by the Board to be put into implementation.

Search Committee

To further enhance the independence and composition of the Board, the Search Committee was set up for selecting one to two
suitable independent non-executive Directors to be recommended to the Nomination and Remuneration Committee and the Board for
final approval. The Committee was chaired by Dr. Victor Fung Kwok King, independent non-executive Director. lts members included
Mr. Sun Changji, Mr. He Guangbei and three independent non-executive Directors, namely, Mr. Shan Weijian, Mr. Tung Chee Chen
and Mdm. Linda Tsao Yang. After several rounds of selection by the Search Committee and with the recommendation of the
Nomination and Remuneration Committee, the Board ultimately resolved to approve that Mr. Tung Savio Wai-Hok and Mr. Koh Beng
Seng be appointed independent non-executive Directors of the Bank with effect from 1 December 2005 and 23 March 2006

respectively.

Budget Committee

The Budget Committee was set up in August 2005 for the purpose of overseeing the budgeting and business planning process for
2006, and making recommendations to the Board. The Committee comprised of Mdm. Linda Tsao Yang, independent non-executive
Director as convener and Messrs. Hua Qingshan and Zhou Zaiqun, non-executive Directors. Throughout the overseeing process,
there was close communication between the Committee and the Management, and the heads of all major business departments and
principal subsidiaries of the Group participated in discussions with the Committee. Recommendations made by the Committee were

reviewed and accepted by the Board when finalising the Group’s 2006 budget and business plan.
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Corporate Governance (continued)

Directors’ Securities Transactions

The Group has adopted the “Code for Securities Transactions by Directors” to govern securities transactions by Directors. Having
made specific enquiry of all Directors, all the Directors confirmed that they had complied with the standards set out in the said Code

throughout year 2005.

External Auditors

Pursuant to the “Policy on External Auditors” approved by the Board in 2005, the Audit Committee reviewed and monitored and was
satisfied with the independence and objectivity of PricewaterhouseCoopers, the Group’s external auditors, and the
effectiveness of their audit procedures, based on the principles and standards set out in the policy that were in line with
international best practices. Upon the recommendation of the Audit Committee, the Board will propose that PricewaterhouseCoopers
be re-appointed as auditors of the Group at the Bank’s 2006 annual general meeting. Subject to authorisation by the shareholders,

the Board will authorise the Audit Committee to determine the remuneration of PricewaterhouseCoopers.

For 2005, the fee charged by PricewaterhouseCoopers was HK$35 million, of which HK$27 million were for audit services and 8
million were related to other services. For 2004, the fee charged by PricewaterhouseCoopers was HK$39 million, of which HK$24

million (including the review of the 2004 interim results) were for audit services and HK$15 million were related to other services.

With the Board’s authorisation, the Audit Committee deliberated and approved the fee of HK$27 million for audit services and the fee
of HK$8 million for non-audit services provided by PricewaterhouseCoopers in 2005. The Audit Committee was satisfied that the
non-audit services did not affect the independence of PricewaterhouseCoopers. The non-audit services fees comprised mainly the

tax related services fee of HK$2 million, the due diligence fee of HK$2 million and the accounting consultation fee of HK$3 million.

Internal Control

The Board has the responsibility to ensure that the Group maintains sound and effective internal controls to safeguard the Group’s

assets.

The internal control system is designed to provide reasonable, but not absolute, assurance against material misstatement or loss; to
manage rather than completely eliminate the risk of system failure; and to assist in the achievement of the Group’s objectives. In
addition to safeguarding the Group’s assets, it also ensures the maintenance of proper accounting records and compliance with

relevant laws and regulations.

Starting from 2005, the Group conducts an annual review of the effectiveness of its internal control systems covering all material
controls, including financial, operational and compliance controls as well as risk management. The review is conducted by making
reference to the guidelines and definitions given by the regulatory and professional bodies for the purpose of assessing five different
internal control elements, namely, the control environment, risk assessment, control activities, information and communication, and
monitoring. The assessment covers all the major internal controls and measures, including financial, operational and compliance
controls as well as risk management functions. The annual review is coordinated by the Group’s Internal Audit, which, after the
Management and various business departments have performed their self-assessment, will carry out independent examination and
other post-assessment work on the review process and results. The results of the 2005 review had been reported to the Audit

Committee and the Board.
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Internal Control

The Audit Committee and the Board considered that the key areas of the Group’s internal control systems are reasonably
implemented, which provide prevention of material misstatement or loss, safeguard the Group’s assets, maintain appropriate
accounting records, ensure compliance with applicable laws and regulations, as well as fulfill the requirements of the Code regarding

internal control systems in general.

The key procedures that the Group has essentially established and implemented to provide internal controls are summarised as

follows:

. With a management that has an established organisational structure, delineation of authority and responsibility, the Group has
established written policies and procedures to ensure reasonable checks and balances for all the operating units, reasonable
safeguard for the Group’s assets, implementation of internal controls and adherence to relevant laws and regulations and risk
management in its operations.

. The Management draws up and continuously monitors the implementation of the Group’s strategies, business plans and
financial budgets. The accounting and management systems that are in place provide the basis for evaluating financial and
operational performance.

. The Group has various risk management and human resources policies. There are specific units and personnel that are
responsible for identifying, assessing and managing all the major risks. These include reputation, strategic, legal, compliance,
credit, market, operation, liquidity and interest rate risks. (The Group’s risk management governance structure is given on page
219 to page 226 in this Annual Report.)

. The Group has established an information technology governance structure that produces a range of reports on information
systems and management, including information on the monitoring of various business units, financial information and operating
performance. Such information facilitates the Management, business units and the regulatory bodies in assessing and
monitoring the Group’s operations and performance. Further, proper communication channels and reporting mechanisms are in
place at various business units and levels to ensure exchange of information.

. Pursuant to a risk-based approach and in accordance with the internal audit plan approved by the Audit Committee, the Group’s
Internal Audit conducts independent reviews on areas including financial activities, various business units, various kinds of risks,
operations and activities. Audit reports are submitted directly to the Audit Committee. The Internal Audit will closely follow up the
items that require attention and put forward recommendations for improvement.

. The Audit Committee reviews the reports submitted by external auditors to the Group’s Management in connection with the
annual audit as well as the recommendations made by regulatory bodies on internal control. The Internal Audit will follow up the
same on a continuous basis to ensure timely implementation of the recommendations, and will also periodically report the status

of the implementation to the Management and the Audit Committee.

Directors’ Responsibility Statement in relation to Accounts
The following statement should be read in conjunction with the auditors’ statement of their responsibilities as set out in the auditors’
report contained in this Annual Report. The statement is made with a view to distinguishing for shareholders the respective

responsibilities of the Directors and of the auditors in relation to the accounts.

The Directors are required by the Hong Kong Companies Ordinance to prepare accounts, which give a true and fair view of the state
of affairs of the Bank. The accounts should be prepared on a going concern basis unless it is not appropriate to do so. The Directors
have responsibility for ensuring that the Bank keeps accounting records which disclose with reasonable accuracy at any time the
financial position of the Bank and which enable them to ensure that the accounts comply with the requirements of the Hong Kong
Companies Ordinance. The Directors also have general responsibilities for taking such steps as are reasonably open to them to

safeguard the assets of the Group and to prevent and detect fraud and other irregularities.
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Corporate Governance (continued)

Directors’ Responsibility Statement in relation to Accounts (continued)

The Directors consider that in preparing the accounts contained in this Annual Report, the Bank has adopted appropriate accounting
policies which have been consistently applied with the support of reasonable and prudent judgements and estimates, and that all

accounting standards which they consider to be applicable have been followed.
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Report of the Auditors
AUDITORS’ REPORT TO THE SHAREHOLDERS OF
BANK OF CHINA (HONG KONG) LIMITED

(incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 30 to 207 which have been prepared in accordance with accounting principles generally

accepted in Hong Kong.

Respective responsibilities of directors and auditors
The Hong Kong Companies Ordinance requires the directors to prepare accounts which give a true and fair view. In preparing

accounts which give a true and fair view it is fundamental that appropriate accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those accounts and to report our opinion solely to you,
as a body, in accordance with section 141 of the Hong Kong Companies Ordinance, and for no other purpose. We do not assume

responsibility towards or accept liability to any other person for the contents of this report.

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the accounts. It
also includes an assessment of the significant estimates and judgements made by the directors in the preparation of the accounts,
and of whether the accounting policies are appropriate to the circumstances of the Bank and the Group, consistently applied and

adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance as to whether the accounts are free from material misstatement. In
forming our opinion we also evaluated the overall adequacy of the presentation of information in the accounts. We believe that our

audit provides a reasonable basis for our opinion.

Opinion

In our opinion the accounts give a true and fair view of the state of affairs of the Bank and of the Group as at 31 December 2005 and
of the profit and cash flows of the Group for the year then ended and have been properly prepared in accordance with the Hong Kong
Companies Ordinance.

’ ral
g #
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! M i - ..
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f ]

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 23 March 2006
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Consolidated Profit and Loss Account

For the year ended 31 December

B
Notes 2005 2004
W E It WmHE G
HK$’'m HK$'m
Interest income 25,875 15,678
Interest expense (13,038) (4,487)
Net interest income 6 12,837 11,191
Fees and commission income 4,110 4,306
Fees and commission expenses (1,055) (1,083)
Net fees and commission income 7 3,055 3,223
Net trading income 8 1,674 1,118
Other operating income 9 295 320
Operating income 17,861 15,852
Operating expenses 10 (5,730) (5,504)
Operating profit before impairment/provisions on
advances 12,131 10,348
Reversal of loan impairment allowances on
advances 11 2,645 -
Write-back of bad and doubtful debts 12 - 1,628
Operating profit 14,776 11,976
Write-back of restructuring provisions 209 -
Net gain from disposal of/revaluation of fixed assets
13 84 1,392
Net gain from disposal of/fair value adjustments on
investment properties 14 1,396 721
Net (loss)/gain from early redemption of
held-to-maturity securities (4) 2
Net loss from disposal of available-for-sale securities (104) -
Reversal of impairment losses on held-to-maturity
securities 12 -
Net gain on disposal of an associate - 50
Net loss on disposal of subsidiaries (10) -
Reversal of impairment losses on interests in
associates 4 152
Share of profits less losses of associates 4 (16)
Profit before taxation 16,367 14,277
Taxation 15 (2,711) (2,127)
Profit for the year 13,656 12,150
Attributable to:
Equity holders of the Bank 16 13,492 11,992
Minority interests 164 158
13,656 12,150
Dividends 17 8,264 7,963
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Consolidated Balance Sheet

As at 31 December

B
Notes 2005 2004
WM H AT WMHE T
HK$’'m HK$'m
ASSETS
Cash and short-term funds 21 115,575 102,647
Placements with banks and other financial institutions
maturing between one and twelve months 47,611 107,581
Trade bills 3,039 1,086
Trading securities and other financial instruments at fair
value through profit or loss 22 9,652 -
Derivative financial instruments 23 5,184 -
Hong Kong SAR Government certificates of indebtedness 32,630 34,760
Certificates of deposit held 24 19,464 22,338
Advances and other accounts 25 335,355 309,211
Investment in securities
- Available-for-sale securities 28 42,794 -
- Held-to-maturity securities 29 164,042 181,050
- Loans and receivables 30 13,080 -
- Investment securities 31 - 50
- Other investments in securities 32 - 8,288
Interests in associates 34 61 62
Fixed assets 35 18,316 16,496
Investment properties 36 7,539 5,381
Deferred tax assets 42 4 12
Other assets 37 7,755 7,813
Total assets 822,101 796,775
LIABILITIES
Hong Kong SAR currency notes in circulation 38 32,630 34,760
Deposits and balances of banks and other financial
institutions 40,655 34,440
Trading liabilities and other financial instruments at fair
value through profit or loss 39 7,924 -
Derivative financial instruments 23 4,193 -
Deposits from customers 40 633,100 632,496
Certificates of deposit issued
- at fair value through profit or loss 39 3,829 -
- at amortised cost 136 3,788
Deferred tax liabilities 42 3,055 947
Other accounts and provisions 43 21,754 25,837
Total liabilities 747,276 732,268
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Consolidated Balance Sheet (continued)

As at 31 December

B
Notes 2005 2004
WM H AT WME T
HK$’'m HK$'m
EQUITY
Minority interests 1,298 1,239
Share capital 44 43,043 43,043
Reserves 45 30,484 20,225
Capital and reserves attributable to the equity holders of
the Bank 73,527 63,268
Total equity 74,825 64,507
Total liabilities and equity 822,101 796,775

Approved by the Board of Directors on 23 March 2006 and signed on behalf of the Board by:

hEEE SUN Changiji
#H Director

2= 7K LEE Wing Hung

W45 S Chief Financial Officer
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Balance Sheet

As at 31 December

B
Notes 2005 2004
WM H AT WMHE T
HK$’'m HK$'m
ASSETS
Cash and short-term funds 21 92,225 78,501
Placements with banks and other financial institutions
maturing between one and twelve months 32,793 96,250
Trade bills 1,796 681
Trading securities and other financial instruments at fair
value through profit or loss 22 7,336 -
Derivative financial instruments 23 4,818 -
Hong Kong SAR Government certificates of indebtedness 32,630 34,760
Certificates of deposit held 24 14,061 15,026
Advances and other accounts 25 280,046 257,958
Investment in securities
- Available-for-sale securities 28 41,913 -
- Held-to-maturity securities 29 148,595 157,209
- Loans and receivables 30 8,414 -
- Investment securities 31 - 39
- Other investments in securities 32 - 7,899
Interests in subsidiaries 33 12,904 13,412
Interests in associates 34 28 27
Fixed assets 35 13,900 12,409
Investment properties 36 6,920 4,651
Other assets 37 8,457 7,054
Total assets 706,836 685,876
LIABILITIES
Hong Kong SAR currency notes in circulation 38 32,630 34,760
Deposits and balances of banks and other financial
institutions 40,054 33,847
Trading liabilities and other financial instruments at fair
value through profit or loss 39 4,343 -
Derivative financial instruments 23 3,899 -
Deposits from customers 40 535,256 533,718
Certificates of deposit issued
- at fair value through profit or loss 39 2,975 -
- at amortised cost - 2,771
Deferred tax liabilities 42 2,517 672
Other accounts and provisions 43 16,971 20,357
Total liabilities 638,645 626,125
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PR (B Balance Sheet (continued)
FT12 H 31 H As at 31 December
[iipes
Notes 2005 2004
WM H AT WME T
HK$’m HK$'m
EN EQUITY
A Share capital 44 43,043 43,043
fits % Reserves 45 25,148 16,708
AARAT IR AR o7 JIe A iy 4 Capital and reserves attributable to the equity holders of
the Bank 68,191 59,751
BB A A Total liabilities and equity 706,836 685,876
L F4T 2006 4£ 3 /] 23 H Approved by the Board of Directors on 23 March 2006 and signed on behalf of the Board by:
T AZHE L AN AR R AR
A ) 1 ¥
144 XIAO Gang VT SUN Changji
# Director #f Director
f I L-Q\JLL/
b HE Guangbei 7R 7K LEE Wing Hung
#f Director 045 S Chief Financial Officer
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At 1 January 2004

Net profit for the year

Currency translation difference

2003 interim dividend

2004 interim dividend

Revaluation of properties

Release upon disposal of
properties

Release to deferred tax
liabilities

At 31 December 2004

Bank and subsidiaries
Associates

At 1 January 2005

As previously reported

Opening adjustments (Note 4)

Balance after opening
adjustments

Net profit for the year

Currency translation difference

2004 interim dividend

2005 interim dividend

Revaluation of premises

Change in fair value of
available-for-sale securities
taken to equity

Release upon disposal of
premises

Release (to)/from deferred tax
liabilities

Amortisation with respect to
available-for-sale securities
transfer to held-to-maturity
securities

Release of reserve upon
derecognition of
available-for-sale securities

Transfer from retained earnings

At 31 December 2005

Bank and subsidiaries
Associates
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AT AR .

Consolidated Statement of Changes in Equity

VAR T A AT IR
Attributable to equity holders of the Bank

] gk
HESF TR
Bk
feaagy/Na Reserve for
B Ak fair value
MAEfE% Investment changes of DR AR
JBA Premises  properties B4 availablefor  VEEffA* B LR & B
Share revaluation  revaluation  Translation -sale  Regulatory Retained B Minority Total
capital reserve reserve reserve securities reserve* earnings Total interests equity
WMt WINE T WMaase  Wmasoe  BMmEoT WhaHse Emaase WmET WmE T Wt
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
43,043 261 - (10) - - 12,908 56,202 1,156 57,358
- - - - - - 11,992 11,992 158 12,150
- - - 5 - - - 5 - 5
- - - - - - - - (55) (55)
- - - - - - (7,963) (7,963) (44) (8,007)
- 2,866 629 - - - - 3,495 29 3,524
- (17) (6) - - - 17 (6) - (6)
- (457) - - - - - (457) (5) (462)
43,043 2,653 623 (5) - - 16,954 63,268 1,239 64,507
43,043 2,653 623 (5) - - 16,987 63,301
- - - - - - (33) (33)
43,043 2,653 623 (5) - - 16,954 63,268
43,043 2,653 623 (5) - - 16,954 63,268 1,239 64,507
- - (623) - - 3,410 (226) 2,561 37 2,598
43,043 2,653 - (5) - 3,410 16,728 65,829 1,276 67,105
- - - - - - 13,492 13,492 164 13,656
- - - 1 - - - 1 - 1
- - - - - - - - (55) (55)
- - - - - - (8,264) (8,264) (111) (8,375)
- 3,287 - - - - - 3,287 29 3,316
- - - - (293) - - (293) - (293)
- (269) - - - - 269 - - -
- (506) - - 43 - - (463) (5) (468)
- - - - 5 - (33) (28) - (28)
- - - - - - (34) (34) - (34)
- - - - - 116 (116) - - -
43,043 5,165 - (4) (245) 3,526 22,042 73,527 1,298 74,825
43,043 5,165 - (4) (245) 3,526 22,071 73,556
- - - - - - (29) (29)
43,043 5,165 - (4) (245) 3,526 22,042 73,527

* In accordance with the requirements of HKMA, the amounts are set aside for general banking risks, including future

losses or other unforeseeable risks, in addition to the loan impairment allowances on advances recognised under HKAS

39.
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BANK OF CHINA (HONG KONG) LIMITED

AR AR BN 45 3R Statement of Changes in Equity

VAR T A AT IR

Attributable to equity holders of the Bank

HEZ 3R
HEH 2P
Bk
Byl Reserve for
B Ak fair value
A% Investment changes of
Premises properties available-for el B LR B
fBeA revaluation revaluation -sale Regulatory Retained Total
Share capital reserve reserve securities reserve* earnings equity
WM T WM T WMt WM T WM T WM T WMt
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
2004 451 H 1 H At1 January 2004 43,043 214 - - - 10,936 54,193
BN Pt ] Net profit for the year - - - - - 11,381 11,381
2004 4y B 2004 interim dividend - - - - - (7,963) (7,963)
YA Revaluation of properties - 1,887 564 - - - 2,451
PRIt A 22 T A il o6 e 4R Release upon disposal of properties - (16) - - - 16 -
HRARAGE T N IERLTI 51T Release to deferred tax liabilities - (311) - - - - (311)
172004 412 431 At 31 December 2004 43,043 1,774 564 - - 14,370 59,751
1200541 H1H At 1 January 2005
LK As previously reported 43,043 1,774 564 - - 14,370 59,751
vl (MR 4D Opening adjustments (Note 4) - (12) (564) - 2,851 (160) 2,115
S 4 S5 A Balance after opening adjustments 43,043 1,762 - - 2,851 14,210 61,866
AEPEZ i A Net profit for the year - - - - - 12,778 12,778
2005 4F i B 2005 interim dividend - - - - - (8,264) (8,264)
P A Revaluation of premises - 2,519 - - - - 2,519
A e HIES R 2 AT Change in fair value of
N E RS available-for-sale securities taken
to equity - - - (265) - - (265)
PR 7 A 2 T A il o e 4R Release upon disposal of premises - (41) - - - 4 -
HRARGE GGEA) / 1% Release (to)/from deferred tax
B ERL I £ liabilities - (422) - 38 - - (384)
A IR B 22 Amortisation with respect to
) FHIES 7 2 e available-for-sale securities
transfer to held-to-maturity
securities - - - 5 - (31) (26)
PN T L BHIES 2 % Release of reserve upon
AR derecognition of available-for-sale
securities - - - - - (33) (33)
FAF A e 4k Transfer from retained earnings - - - - 130 (130) -
¥ 2005 4 12 J 31 H At31 December 2005 43,043 3,818 - (222) 2,981 18,571 68,191

* B A HEN S 39 SRRSO HER
Sbs HEGRT R TSR AR A B AR A R AR i
FHERAT— R 2 ] (S AR R B B A

AT AR .
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BANK OF CHINA (HONG KONG) LIMITED

o lamER Consolidated Cash Flow Statement
HE 12 H 31 HIL4ERE For the year ended 31 December
[iipes
Notes 2005 2004
VINEDa WwME T
HK$’'m HK$'m
ZE S 2 M Cash flows from operating activities
BRELTEEREZ WA/ i) Operating cash inflow/(outflow) before 46(a)
taxation 28,612 (2,286)
AT AR AL Hong Kong profits tax paid (2,342) (1,287)
SCAT ML Overseas profits tax paid (32) (6)
ZE S 2 AR/ (FiH) 1§41 Net cash inflow/(outflow) from operating
activities 26,238 (3,579)
IS 2 T4 i Cash flows from investing activities
WCHTAIF 25 43 8 22 IR Dividends received from investments in
securities 14 14
T N T 5 % 7 Purchase of fixed assets (569) (450)
HR B [ 5 T A AR Proceeds from disposal of fixed assets 505 153
H BB P I A R Proceeds from disposal of investment
properties 270 1,048
H A BE IR BT 15 0 Proceeds from disposal of investment
securities - 3
L5 B IR 2 ) A Proceeds from disposal of subsidiaries 46(c) 61 -
H IR A | TS K Proceeds from disposal of an associate - 50
6 20wV A 23 IR BT AR 3T Proceeds from dissolution of associates 6 66
WSCHRUE 2 i) 1 R Dividend received from an associate 3 5
PR TS 2w Loans to associates - 9)
s N R EE 2 BEEK Loans repaid by associates - 289
AN AP o WA Net cash inflow from investing activities 290 1,169
Tk 45 2 I A i A Cash flows from financing activities
A ARAT I - 1% B Dividends paid to equity holders of the Bank (6,456) (7,748)
SUAS BB AR B R Dividends paid to minority shareholders (166) (99)
Rl M 55 22 B L A Net cash outflow from financing activities (6,622) (7,847)
B4 M EBA A0 / (2D Increase/(decrease) in cash and cash
equivalents 19,906 (10,257)
T 1A HZUE RZ%FB4TE  Cash and cash equivalents at 1 January 62,908 73,165
F12 H 31 HZ W4 K55 R340 H Cash and cash equivalents at 31 December 46(b) 82,814 62,908
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BANK OF CHINA (HONG KONG) LIMITED

ik H By Notes to the Accounts
1. BENLS 1. Principal activities

A [ B A N R AR The Group is principally engaged in the provision of banking and related financial services in
AT BAHKRZ Rl IRSS Hong Kong.

KARAT KT HBEA L L The Bank is a limited liability company incorporated and listed in Hong Kong. The address of
MR RGIS AT 2w its registered office is 14/F, Bank of China Tower, 1 Garden Road, Hong Kong.
WERAAEE 1 5P RKE

14 ¥,

2. TR THBURT 2. Summary of significant accounting policies

AFaIAsgakH 2z FES The principal accounting policies applied in the preparation of these consolidated accounts are
PR VRS o R set out below. These policies have been consistently applied to all the years presented, unless
Gb, ZEE VBRI Bt Y, otherwise stated.

TR SIRZ M BAERE T

2.1 G hil e 2.1 Basis of preparation

KA Z 255K B T8 The consolidated accounts of the Group have been prepared in accordance with HKFRSs
WSV A 2 AT 2 B #s 0 (HKFRSs is a collective term which includes all applicable individual Hong Kong Finangial
AN s 453155 Reporting Standards, HKASs and Interpretations) issued by HKICPA, accounting
HENy—S /R, A aFE T principles generally accepted in Hong Kong and the requirements of the Hong Kong
Hid Mz F s 45 4 s Companies Ordinance. These accounts also comply with the requirements set out in the
[ R PN E ey D) guideline on “Financial Disclosure by Locally Incorporated Authorized Institutions” under
Huthl, HFGHFHEINET the Supervisory Policy Manual issued by HKMA and the applicable disclosures provisions
YE ) Je 7 A ) 44 2 B of the Rules Governing the Listing of Securities on the Stock Exchange.

2. A IFE 554 7
o R R 2 22
SETANA K A
T HUREER I 5 4 B,

B R B BEBAS 2 5 TR F

25 ] BT ARG DRI G54

ZIIE o

ALEEIK T4 I3 2 AL The consolidated accounts have been prepared under the historical cost convention, as
Yt MR EE AN AL AR modified by the revaluation of available-for-sale securities, financial assets and financial
Fy DA TP TE AT 2 liabilities (including derivative financial instruments) at fair value through profit or loss,
M) 4 RS 7 R il An e (L investment properties which are carried at open market value and premises which are
FERTAEIA 4 T B LA IT T carried at open market value or revalued amount less accumulated depreciation and
B A 2 5 2l LA accumulated impairment losses.

AT (R B A (9%
it IH & B E IR

FMe 2 s A R

o T U U 454 5 M D0 ¢ o1 The preparation of accounts in conformity with HKFRSs requires the use of certain critical
IKHR, FRAFTERZ accounting estimates. It also requires management to exercise its judgement in the process
LM, HHERTE TR of applying the Group’s accounting policies. The areas involving a higher degree of
FHASEF 2 2 BURIAE judgement or complexity, or areas where assumptions and estimates are significant to the
HRFW . b K BEA consolidated accounts are disclosed in Note 3.

Wi Az s, SO LRy
USENIEIEE PN T IPd 354
BAGEL, ST HES.
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BANK OF CHINA (HONG KONG) LIMITED

K HE (8D Notes to the Accounts (continued)

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

2.1 ikl v (80 2.1 Basis of preparation (continued)
KAHE | BB H I The adoption of new/revised HKFRSs
Gt HE
T 2005 £, RLEFERHT In 2005, the Group adopted the new/revised HKFRSs as set out below, which are relevant
L S ARG EIZH 2 to its operations. Certain 2004 comparatives have been amended other than those where
Y A e retrospective application is prohibited or prospective application is allowed in the
THEDU),  BRAS EaAs BTAY FH lAl transitional provision of respective standards.
5 T ) 2 3ok 2 e
HEVF AR I N 2 30 H A1
it 2004 EZ WIRHTE
BAEAT
FHSTHENEE 1 5 HKAS 1 Presentation of Financial Statements
W BRR 2 Rk
FWSTHENEE 7 5 HKAS 7 Cash Flow Statements
MERER
FHESTHENZE 8 5 HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
SUBOR. iR
SRS IE
FHSVENZE 10 5 HKAS 10 Events after the Balance Sheet Date
e i H G I
FHSUUENZE 16 5 HKAS 16 Property, Plant and Equipment
Yl TR KA
FHSUENZE 17 5 HKAS 17 Leases
Gl
FWSTHENZE 21 5 HKAS 21 The Effects of Changes in Foreign Exchange Rates
WZRAT T 2 5
FHSTHEN 2 24 5 HKAS 24 Related Party Disclosures
N LR
FHSTHEN 2 27 5 HKAS 27 Consolidated and Separate Financial Statements
LN AR E e
FHESUIEN 2 28 5 HKAS 28 Investments in Associates
=PIk 4
FHESUENZE 30 5 HKAS 30 Disclosures in the Financial Statements of Banks and Similar Financial
AT SRS AL I 55 Institutions
ke Pk
FHESUIENZE 32 5 HKAS 32 Financial Instruments: Disclosures and Presentation
SRTHE — PEEE LR
FHESTHEN 2 33 5 HKAS 33 Earnings per Share
BRI
FHESTHEN 2 36 5 HKAS 36 Impairment of Assets
BEPE IR A
FHESTHEN 2 38 5 HKAS 38 Intangible Assets
TG
FHESTHEN 2 39 5 HKAS 39 Financial Instruments: Recognition and Measurement
SRETE — Ao
FHESTHENZE 40 5 HKAS 40 Investment Property
Bl
FHE ST UENARE 21 5 HKAS-Int 21 Income Taxes — Recovery of Revalued Non-Depreciable Assets

Pt — ez
B E AR IHBE ™
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K HE (8D Notes to the Accounts (continued)

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

2.1 gkl 3EdE (89 2.1 Basis of preparation (continued)
KA PG/ 2T Fk The adoption of new/revised HKFRSs (continued)
WS (4
FHEM SRS HENIEE 2 5 HKFRS 2 Share-based Payment
BT IR L 3o
B SRS 2 6 5 HKFRS 5 Non-current Assets Held for Sale and Discontinued Operations
R AR B D2
1Rk %
KA F B ) ZBT 2 T The adoption of new/revised HKASs 7,8,10,16,27,28,30,33,36,38 and HKFRS 2 did not
o3 vk fE 2 7,8,10,16, result in substantial changes to the Group’s accounting policies. In summary:

27,28,30,33,36,38 5} &
TS5 HEW 25 2 5 9F 8
RS H] 2 22 v BUR
IE RS, DA T

T HENI S 1 5 HKAS 1

FHESVIUENIES 1 558 mxt HKAS 1 has affected the presentation of minority interest, share of net after-tax results of
WU G VALY = /N associates and other disclosures.

Al B BLUG L g K e R

Z 25,
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BANK OF CHINA (HONG KONG) LIMITED

i H BE (80

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

Notes to the Accounts (continued)

2.1 gmiflHEdE (8D 2.1 Basis of preparation (continued)

KNF R/ BB HW
WA 5 A I ()
AN 17 5
KINZAEAT 2 F W2 b
W 17 5 S ERLNEA
iz v BUR I IARE), X
fE AT AR R 2 2 - ER 4y i
58 BE 7 Py R &E
MG A LA L 3
TS R ERI0, 3 Bk ik
TN T A R K. T
DAFEARRE, FLANMEA L4 L
2 VA B A E AR
PriHFK. T AR ] LA
LA A 2ol 36
T R 55 R g 2 A fE B
PEE NARRERTRE M, DRI
DAL 29k AR S AT 2 )
bz Kb B A A W
ZE .

NS 21 5
FWHENS 21 5, &K
FHCHRAEBE TN
750, EHIPMA SRS SR
S IHRER Mo BRAOTALAY s
LISz sctish, BraEERA
AT IABIKE A, 1
NG —2 Rett MAE N
JEFILET.

The adoption of new/revised HKFRSs (continued)

HKAS 17

The adoption of revised HKAS 17 has resulted in a change in the accounting policy relating
to the reclassification of leasehold land from fixed assets to operating leases if the land
element can be split reliably. The up-front prepayments made for the leasehold land will
then be expensed in the profit and loss account on a straight-line basis over the period of
the lease. In prior years, the leasehold land was accounted for at fair value or revalued
amount less subsequent depreciation. It is determined that the values of the land and
building elements of the Group’s leasehold properties cannot be split reliably, the treatment
of the leasehold properties is consistent with prior years.

HKAS 21

In HKAS 21, the functional currency of each of the consolidated entities has been
re-evaluated based on the guidance to the revised standard. All the Group entities except
those located outside Hong Kong have the same functional currency as the presentation
currency for the respective entities’ accounts.
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BANK OF CHINA (HONG KONG) LIMITED

K HE (8D Notes to the Accounts (continued)

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

2.1 ikl v (80 2.1 Basis of preparation (continued)

KAH R ) GBI 2 The adoption of new/revised HKFRSs (continued)

W25 At eI (42

U THENISE 24 5 HKAS 24

PSR H S, A% For the purposes of these accounts, parties are considered to be related to the Group if the

H e J B 5 R ) 5 Group has the ability, directly or indirectly, to control the party or exercise significant
T, B 5—T5 2 W influence over the party in making financial and operating decisions, or vice versa, or where

V- V& A the Group and the party are subject to common control. Related parties may be individuals

11, RZINR, BUMALE R or entities.

ST AL SRR,
20 A W o
Nbo A3 AT A

RINE W VIUENIE 24 5 The adoption of HKAS 24 "Related Party Disclosures" has affected the identification of
[HIENLH ] T related parties and some other related-party disclosures. This HKAS requires the

FHREN L 2w XL disclosure of the compensation of key management personnel. In addition, it requires the

FRIENLZ e A Group to disclose related party transactions with state-controlled entities as these

M T FEHENDTN profit-oriented state-controlled entities are no longer exempted from disclosure.

HM, TRRUE AR B S

E A AT 2 A RIEN

B SpSEER SRl
3 1 2 AT Ak 34T 2
A RIEN LA 5 A TR ER
ki
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BANK OF CHINA (HONG KONG) LIMITED

K H BE (80

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

Notes to the Accounts (continued)

2.1 gmiflHEdE (8D 2.1 Basis of preparation (continued)

KAH G ) REAT 2 EF
WA 5 A I ()

A UENEE 32 5 K5
39 5

RMFFHELHENEE 32 %5
B I RIS S
WPt 2 2 LW . &
b S BOE. SR TR
RS B VA 2 s

RINFFHELENIEE 39 5
FHEEM T HZMmINS
A R S BUR L
AR, PR CHTHE 2.5,
282211, LK 213 .

A TENISS 40 5

KNAEEAT Wt
W% 40 5 RBHEHE DL
SUWBORAE, HTHRREY
b2 SV AE A8 B 5N i
Mo TLMELEE, A FEHZ
B RN BB b A
(R TN S [ R
ERRCE g Ra Y AP
A N T AR R, I
Je T 0 K A S

TN RRA 21 5
KNEAET B2 THEN
BR 21 5 eBE R
HAG B P R AT
P BLIR G152 2 v BURH
PTesas o %553 1 FT 3 BLIs
G B A 1% % T
I K T B e ke 2 B 55
JER S LR, %
P TR (R84 A v o W
W, FEFCHA I AE BT A3 B0

Hif5t

The adoption of new/revised HKFRSs (continued)

HKAS 32 and HKAS 39

The adoption of HKAS 32 has resulted in providing additional disclosures of terms,
conditions, accounting policies, risk and fair values of financial instruments throughout the
notes to the accounts.

The adoption of HKAS 39 has resulted in changes in the accounting policies relating to the
recognition and measurement of financial instruments with details set out in notes 2.5, 2.8
to 2.11 and 2.13.

HKAS 40

The adoption of revised HKAS 40 has resulted in a change in the accounting policy for
investment properties as changes in fair values are now recorded in the profit and loss
account. In prior years, the increases in fair value were credited to the investment
properties revaluation reserve. Decreases in fair value were first set off against increases
on earlier valuations on a portfolio basis and thereafter were expensed in the profit and loss
account.

HKAS-Int 21

The adoption of revised HKAS-Int 21 has resulted in a change in the accounting policy
relating to the measurement of deferred income tax liability arising from the revaluation of
investment properties. Such deferred income tax liability is measured on the basis of tax
consequences that would follow from the recovery of the carrying amount of that asset
through use. In prior years, the carrying amount of that asset was expected to be recovered
through sale and no deferred income tax liability was recognised.
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BANK OF CHINA (HONG KONG) LIMITED

K H BE (80

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

Notes to the Accounts (continued)

2.1 gmiflHEdE (8D 2.1 Basis of preparation (continued)

RAHHG / BT W
SR HEN (5

AW S-S HEN S 5 5
KON S-S HENES 5
P EE R R R
SV BORA PTHAZ . W3k
MR T [ e %™ )
TR 2 Tl ™ 1, AR
G R ABHE A5 )T L
B o W IRIHRIT %™ 1 C A
DR I T B AT
2] AR B A AR 2 8
L

TUMEGEE, TR A
TR M A e ik 2 DA
[ PER] T8 ik
BN, i K A 2 R
EXLdIE L i B SR I

BT 2 v BUR AL B B4 AT
SRR 2 39 P 2 AT
AR BT R0 2 A 2 vt
AN F BN, MR
HENER AP

FEUAENLE 39 5—A
23 VF LLIB W AR 25 2 Fk
A TERT B R
Hifit. AERUERHTEZ
TR LSHENS 24 5
[IEFHE Bt 21 | 517% 2004
EZAETFHG KA IR TR L
PR IR s
AEMHT 24 5 KA
W% 39 5z vk R
TEHZ %, ©F 2005 4 1
1 BB E il

The adoption of new/revised HKFRSs (continued)

HKFRS 5

The adoption of HKFRS 5 has resulted in a change in accounting policy for repossessed
collateral assets. Repossessed collateral assets are reported as “Repossessed assets”
under “Other assets” and the relevant loans and impairment allowances are derecognised.
The repossessed collateral assets are measured at lower of carrying amount of
derecognised loans and net realisable value of the repossessed collateral.

In prior years, loans and advances where assets had been repossessed continued to be
reported as “Advances to customers” on the balance sheet and the carrying value was
adjusted down to net realisable value of the repossessed assets.

All changes in the accounting policies have been made in accordance with the transition
provisions in the respective standards. All standards adopted by the Group require
retrospective application other than:

HKAS 39 — does not permit recognition, derecognition and measurement of financial assets
and liabilities in accordance with these standards on a retrospective basis. The Group
continued to apply the previous standard, SSAP 24 “ Accounting for investments in
securities”, to investments in securities and also to hedge relationships for the 2004
comparative information. The adjustments required for the accounting differences between
SSAP 24 and HKAS 39 are determined and recognised at 1 January 2005.
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BANK OF CHINA (HONG KONG) LIMITED

K H BE (80

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

Notes to the Accounts (continued)

2.1 gmiflHEdE (8D 2.1 Basis of preparation (continued)

KNFI / BB
WA 5 A I (42
FWELENEE 40 5 —JF
ToHE AR SR I FFT A1) 75 B
B, AT RENIE A 2005
A1 H 1 HZRAIERAN,
FUFEBE PN T A it % 2 T
k.

L TENERS 21 5
— A A v UE I 1R
21 5, XL AL A
B ET AR T
BN H KGR TR, L
TEARJE 2 e U IR A
BIITR

U S-S HEN 2 5 5 —
F R4 H W15 LG 35
Fr KA.

s T2 22 TAAL 22 301
i R BT 2 B 54
AN, T 2008 4F 1 H 1
H B LU G 2 2 vt IR A2
AR RN T 5
A AR A 5% 2 HE U B
ﬁ:
FLHENR 15 (26
WD B PR

NS 39 5 (&
AT THSERINAL 5 2 3L
ST

A ENS 39 5 (&
BATY APk e
AW S-S HEN ST 7 5
SR TH — PSR
NIRRT 4 5
JHE 5 I R 1 G FR AL R

G T TR ARA 2 7 HE I
554 it R U 22 5% R A S VF
flr, AHILUNIFARREVE € 1% 55
I A I S D 2
TR AL 2 B s 5 12
UIR BUAL B AT o

The adoption of new/revised HKFRSs (continued)
HKAS 40 does not require the Group to restate the comparative information and any

adjustment should be made to retained earnings as at 1 January 2005, including the
reclassification of any amount held in revaluation surplus for investment property.

HKAS-Int 21-deferred income tax is provided on revaluation surplus of investment
properties in accordance with HKAS-Int 21. As the retrospective effect is immaterial, no
restatement of prior year comparative figures has been made.

HKFRS 5 — applied prospectively after the adoption date.

The HKICPA has issued a number of new and revised HKFRSs which are effective for
accounting periods beginning on or after 1 January 2006. The Group has not early adopted
any of the following new Standards or Interpretations which are relevant to the Group:

HKAS 1 (Amendment)  Capital Disclosures

HKAS 39 (Amendment) Cash Flow Hedge Accounting of Forecast Intragroup
Transactions

HKAS 39 (Amendment) The Fair Value Option
HKFRS 7

Financial Instruments: Disclosures

HKFRS-Int 4 Determining whether an Arrangement contains a Lease

The Group has already commenced an assessment of the impact of these new HKFRSs
but is not yet in a position to state whether these new HKFRSs would have a significant
impact on its results of operations and financial position.
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K H BE (80

2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

2.2 5K H
LR K F AL AR A AT K& I
JBAFHE 12 H 31 HikZ
K H .

(a) Hf g 2 =)

B Jegh 2 ) e oy A 4 T B
Bl RER R
Pz ek, BOE ]
I BB EA B R AT
TR O RATHA, KT
A EE R i SR
W55 BB B R . TP
ARGEIR by — AR
HA PR, PRI W)
AT T A 3l i 5 A )
B AE BB L 58 W IR
W EAEN o MR A F T
FEHIBURE 78 AR SR 4]
Hil 2RO N ZE B,
I T BB E 2 H A
Ik

ARG T TN Y ) 2 )
W, 2 LUl T 20 vt
ST W A I FAE B
4 H AR A1 B 4 ik i %R
7 BTRAT A gk T
Heo P A sl B ) 56
2L LR
W g i L A 2 AR
vt T DHR AR
i b, ks
F F IR RS BT A
B BT AR B
SR AT 2 3l H i
AR RIEN I a4
A AR T T AT
N T e i)
e 7PN k<]
AR b T R WSO B 2
ARS8, S
ELEE T4 a8 K AR

Notes to the Accounts (continued)

2.2 Consolidation
The consolidated accounts include the accounts of the Bank and its subsidiaries made up to
31 December.

(a)

Subsidiaries

Subsidiaries are those entities in which the Group, directly or indirectly, controls the
composition of the Board of Directors, controls more than half of the voting power or
holds more than half of the issued share capital that entitle the Group to govern the
financial and operating policies of the entities. The existence and effect of any
potential voting rights that are currently exercisable or convertible are considered
when assessing whether the Group controls another entity. Subsidiaries are fully
consolidated from the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for any acquisition of
subsidiaries by the Group. The cost of an acquisition is measured as the fair value of
the assets given, equity instruments issued and liabilities incurred or assumed at the
date of exchange, plus costs directly attributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in a business combination
are measured initially at their fair values as of the acquisition date, irrespective of the
extent of any minority interest. The excess of the cost of acquisition over the fair value
of the Group’s share of the identifiable net assets acquired is recorded as goodwill. If
the cost of acquisition is less than the fair value of the net assets of the subsidiary
acquired, the difference is recognised directly in the profit and loss account.
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2. ERSIBUERE (42 2. Summary of significant accounting policies (continued)

22 550KH (8D
(@) )m (B

VIEGE SENA AN L DA
S ER PRI FIC
TS BRARAE SRR IR
I W] BT He R B E Al
LA, 5 WA SEHL 545
JRBEF LA A o A
2, WA E 2 2 BOR
i 5 R 4 DU PRAS 42
HR Bz 2 v BOK

T T AT 7 iR
WM A m B, 2
AR L 1 53k 9 £ 35 2K A
wHIN o B 2 7] 2k 5
RO MR R
FHETIAARGATIRH .«
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TR AL EZR: a)
HEN G i, & b
£ R AP i
e ORI NS
v I A 3 2K i 2 T
AT 252 B vk Ah T e
HIER.
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o
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W 2 w5 A A D0
FCA R S R B T
BT SR, —REA
BEWFFH A 20% 2
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Notes to the Accounts (continued)

2.2 Consolidation (continued)

(a)

(b)

Subsidiaries (continued)

Inter-company transactions, balances and unrealised gains on transactions between
group companies are eliminated; unrealised losses are also eliminated unless the
transaction provides evidence of impairment of the assets transferred. Where
necessary, accounting policies of subsidiaries are changed to ensure consistency with
the policies adopted by the Group.

In the Bank’s balance sheet, the investments in subsidiaries are stated at cost less
allowance for impairment losses. The results of subsidiaries are accounted for by the
Bank on the basis of dividends received and receivable.

The gain or loss on the disposal of a subsidiary represents the difference between: a)
the proceeds of the sale and, b) the Group’s share of its net assets including goodwill
on acquisition net of any accumulated impairment loss and any related accumulated
foreign currency translation difference.

Minority interests represent the interests of outside shareholders in the operating
results and net assets of subsidiaries.

Associates

Associates are all entities over which the Group has significant influence but not
control, generally accompanying a shareholding of between 20% and 50% of the
voting rights. Investments in associates are accounted for using the equity method of
accounting and are initially recognised at cost. The Group’s interests in associates
includes goodwill on acquisition net of any accumulated impairment loss and any
related accumulated foreign currency translation difference.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

2.2 Consolidation (continued)

(b)

Associates (continued)

The Group’s share of the post-acquisition profits or losses of associates is recognised
in the profit and loss account, and its share of post-acquisition movements in reserves
is recognised in reserves. The cumulative post-acquisition movements are adjusted
against the cost of the investment. When the Group’s share of losses in an associate
equals or exceeds its interest in the associate, the Group does not recognise further
losses unless the Group has incurred obligations or made payments on behalf of the
associates.

Unrealised gains on transactions between the Group and its associates are eliminated
to the extent of the Group’s interest in the associates. Unrealised losses are also
eliminated unless the transaction provides evidence of an impairment of the asset
transferred.

In the Bank’s balance sheet, any interests in associates are stated at cost less
allowance for impairment losses. The results of associates are accounted for by the
Bank on the basis of dividends received and receivable.

2.3 Segmental reporting

A business segment is a distinguishable component of the Group that is engaged in

providing products and services and that is subject to risks and returns that are different

from those of other business segments. A geographical segment is a distinguishable

component of the Group that is engaged in providing products or services within a particular

economic environment and that is subject to risks and returns that are different from those

of components operating in other economic environments.
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Items included in the accounts of each of the Group’s entities are measured using the
currency of the primary economic environment in which the entity operates (the “functional
currency”). The consolidated accounts are presented in Hong Kong dollars, which is the
Bank’s functional and presentation currency.

Foreign currency transactions are translated into the functional currency using average
exchange rates or the exchange rates prevailing at the dates of the transactions. Foreign
exchange gains and losses resulting from the settlement of foreign currency transactions
are recognised directly in the profit and loss account. Assets and liabilities denominated in
foreign currencies are translated at the closing rate at the balance sheet date. The
differences arising from translation are recognised in the profit and loss account except for
translation differences on non-monetary items such as equity classified as
available-for-sale financial assets are included in the fair value change reserve in equity.

The results and financial position of all Group entities that have a functional currency
different from Hong Kong dollars are translated into Hong Kong dollars as follows:

- assets and liabilities are translated at the closing rate at the balance sheet date;

- income and expenses are translated at average exchange rates; and

- all resulting exchange differences are recognised in the currency translation reserve
in equity.

On consolidation, exchange differences arising from the translation of the net investment in
foreign entities, and of borrowings and other currency instruments designated as hedges of
such investments are taken to shareholders’ equity. When a foreign entity is sold, such
exchange differences are recognised in the profit and loss account, as part of the gain or
loss on sale.
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2.5F7 44 T B & X4 2.5 Derivative financial instruments and hedge accounting
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From 1 January 2004 to 31 December 2004

Off-balance sheet financial instruments included derivatives, such as futures, forwards,
swaps, options and other transactions undertaken by the Group in the foreign exchange,
interest rate, equity and other markets. The accounting for these derivatives was
dependent on whether the transactions were undertaken for dealing or hedging purposes
when the Group entered into a derivative contract.

Derivative financial instruments other than those transacted to hedge risk were deemed to
be held for dealing purposes. Transactions undertaken for dealing purposes were marked
to market at fair value. For exchange traded contracts, fair value was based on quoted
market prices. For non-exchange traded contracts, fair value was based on dealers’ quotes,
pricing models or quoted prices for instruments with similar characteristics. The gain or loss
arising from changes in fair value was recognised in the profit and loss account as “Net
gain/(loss) from foreign exchange activities” or “Net gain/(loss) from other dealing
activities”.

Unrealised gains/losses on transactions which were marked to market were included in
“Other assets” or “Other accounts and provisions”.

Transactions undertaken for hedging purposes were designated at inception and the
hedging instrument was required to be highly effective in accomplishing the objective of
offsetting the risk being hedged throughout the life of the hedge. Hedging instruments were
valued on an equivalent basis to the assets, liabilities or net positions that they were
hedging. Any profit or loss was recognised in the profit and loss account on the same basis
as that arising from the related assets, liabilities or net positions.
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25774 M T2 &4 2.5 Derivative financial instruments and hedge accounting (continued)
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From 1 January 2004 to 31 December 2004 (continued)

If a derivative transaction no longer met the criteria for a hedge set out above, the derivative
was deemed to be held for dealing purposes and was accounted for as set out above.

From 1 January 2005 onwards

Derivatives are initially recognised at fair value on the date on which a derivative contract is
entered into and are subsequently re-measured at their fair values. Fair values are obtained
from quoted market prices in active markets, including recent market transactions, and
through the use of valuation techniques, including discounted cash flow models and options
pricing models, as appropriate. All derivatives are carried as assets when fair value is
positive and as liabilities when fair value is negative and are categorised as held for trading
under fair value through profit or loss unless they are designated as hedges and are
effective hedging instruments, then they are subject to measurement under the hedge
accounting requirements.

The best evidence of the fair value of a derivative at initial recognition is the transaction
price (i.e. the fair value of the consideration given or received) unless the fair value of that
instrument is evidenced by comparison with other observable current market transactions in
the same instrument (i.e. without modification or repackaging) or based on a valuation
technique whose variables include only data from observable markets. When such
evidence exists, the Group may recognise profits on the date of transaction.
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i (s

H20054E1 H1HE (4

AT e TR
AR R, I T ) 4t
IR AR PR, %R
N T R Z TR AR ST
HB 5 P i) 4 R B
HYIRAR, HIEARIFAEL
APAEAR T AR R T
WHRZAR AT AR T H 2/ Al
SEATE T AR . %R
MTAE TR DA
AP 22 A2 ) WA A T35
ik

AEERR A THIE THEL
X EIAZ . T
S DI AR 2 A VA AR
CASAEXS D B4R € b ik
FEx 2 AT R, SRH
Xt K.

AR HF 28 5 R A itk
PORUIR NSRSV PSP pL TS|
ZRFR WL H 1
AT BN g Sy st e Rz
HMG o AT g
KA SR, ST AT
A T LB AT o AT A Y
ARSI H 2 A P A
B, IEHES. SR
G RN AT i b
Jed st

From 1 January 2005 onwards (continued)

Certain derivatives embedded in other financial instruments, such as the conversion option
in a convertible bond, are treated as separate derivatives when their economic
characteristics and risks are not closely related to those of the host contract and the host
contract is not carried at fair value through profit or loss. These embedded derivatives are
measured at fair value with changes in fair value recognised in the profit and loss account.

The Group designates certain derivatives as hedges of the fair value of recognised assets
or liabilities or firm commitments (fair value hedge). Hedge accounting is used for
derivatives designated in this way.

The Group documents at inception the relationship between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various
hedge transactions. The Group also documents its assessment, both at the hedge inception
and on an ongoing basis, of whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in fair values of hedged items. These criteria
should be met before a hedging can be qualified to be accounted for under hedge
accounting.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

2.5 Derivative financial instruments and hedge accounting (continued)

From 1 January 2005 onwards (continued)

Changes in the fair value of derivatives that are designated and qualified as effective fair
value hedges are recorded in the profit and loss account, together with any changes in the
fair value of the hedged asset or liability that are attributable to the hedged risk.

If the hedge no longer meets the criteria for hedge accounting, the adjustment to the
carrying amount of a hedged item for which the effective interest method is used is
amortised to profit or loss over the period to maturity. The adjustment to the carrying
amount of a hedged equity security remains in retained earnings until the disposal of the
equity security.

For derivative instruments held for trading and those that do not qualify for hedge
accounting, changes in their fair value are recognised immediately in the profit and loss
account.

2.6 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the balance sheet
when there is a legally enforceable right to set off the recognised amounts and there is an
intention to settle on a net basis, or realise the asset and settle the liability simultaneously.
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expense
From 1 January 2004 to 31 December 2004

Interest income and expense was recognised in the profit and loss account as it accrued,
except in the case of doubtful debts, where interest was credited to a suspense account
which was netted in the balance sheet against the relevant balances. Fees and commission
income were recognised in the period when earned unless they related to transactions
involving an interest rate risk or other risks which extended beyond the then current period,
in which case they were amortised over the period of the transaction as commission.
Premiums or discounts of debt securities held, or debt instruments in issue, were amortised
over the period from the date of purchase or issue to the date of maturity, as part of interest
income or interest expense.

From 1 January 2005 onwards
Interest income and expense are recognised in the profit and loss account for all
instruments carried at amortised cost using the effective interest method.

The effective interest method is a method of calculating the amortised cost of a financial
asset or a financial liability and of allocating the interest income or interest expense over the
relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument or, when
appropriate, a shorter period to the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, the Group estimates cash flows
considering all contractual terms of the financial instrument but does not consider future
credit losses. The calculation includes fees, premiums or discounts and basis points paid or
received between parties to the contract, and directly attributable origination fees and costs
which represent an integral part of the effective yield are amortised over the expected life of
the financial instrument.
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FAMA N S (80 expense (continued)

1200541 H1HEE (4 From 1 January 2005 onwards (continued)
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2.8 &b 2.8 Financial assets
tH200441 H 1H % 20044 From 1 January 2004 to 31 December 2004
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2.8 Financial assets (continued)
From 1 January 2005 onwards

The Group classifies its financial assets into the following categories: financial assets at fair

value through profit or loss; loans and receivables; held-to-maturity investments and

available-for-sale financial assets. Management determines the classification of its

investment at initial recognition. The classification depends on the purpose for which the

financial assets were held. All financial assets are classified at inception or date of transition

to the new HKFRS and are recognised initially at fair value. Except for financial assets

carried at fair value through profit or loss, all transaction costs of financial assets are
included in their amortised costs.

(1)

Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for trading, and those
designated as at fair value through profit or loss at inception or date of transition to the
new HKFRS. A financial asset is classified as held for trading if it is acquired
principally for the purpose of selling in the short term. A financial asset is typically
designated as at fair value through profit or loss if it meets the following criteria:

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

a group of financial assets and financial liabilities is managed and its
performance is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and this is the basis on
which information about these assets and liabilities is provided internally to the
management.
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From 1 January 2005 onwards (continued)

(1)

Financial assets at fair value through profit or loss (continued)

Financial assets at fair value through profit or loss are subsequently measured at fair
value. Transaction costs of financial assets so designated are taken directly to the
profit and loss account. Changes in fair value of financial assets in this category are
recognised in the profit and loss account as they arise.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, including placements with banks
and other financial institutions, investment debt securities without an active market
and loans and advances to customers. They arise when the Group provides money,
goods or services directly to a debtor with no intention of trading the receivable. Loans
and receivables are carried at amortised cost using the effective interest method.

Held-to-maturity

Financial assets classified as held-to-maturity are those traded in active markets, with
fixed or determinable payments and fixed maturities that the Group’s management
has both the positive intention and the ability to hold to maturity. Held-to-maturity
investments are carried at amortised cost using the effective interest method. Were
the Group to sell other than an insignificant amount of held-to-maturity assets, the
entire category would be tainted and reclassified as available-for-sale.
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From 1 January 2005 onwards (continued)

(4)

Available-for-sale

Financial assets classified as available-for-sale are those that are either designated
as such or are not classified in any of the other categories. They are intended to be
held for an indefinite period of time, which may be sold in response to needs for
liquidity or changes in interest rates, exchange rates or equity prices.

Available-for-sale financial assets are measured at fair value. The difference between
fair value and amortised cost are recognised directly in equity, until the financial asset
is derecognised or impaired at which time the cumulative gain or loss previously
recognised in equity is then transferred to the profit and loss account.

Interest derived from available-for-sale financial instrument is recognised using the
effective interest method in the profit and loss account. Dividends on equity
instruments classified as available-for-sale are recognised in the profit and loss
account when the Group’s right to receive payment is established.
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From 1 January 2004 to 31 December 2004

All financial liabilities except short positions in trading securities and derivative liabilities
held for dealing were carried at cost or amortised cost. Short positions in trading securities
and derivative liabilities held for dealing were measured at fair value and any gains and
losses from changes in fair value were recognised in the profit and loss account.

From 1 January 2005 onwards

The Group classifies its financial liabilities under the following categories: trading liabilities,
financial liabilities designated as at fair value through profit or loss, deposits, debt securities
in issue and other liabilities. All financial liabilities are classified at inception and recognised
initially at fair value.

(1) Trading liabilities
A financial liability is classified as held for trading if it is incurred principally for the
purpose of repurchasing in the short term. It is measured at fair value and any gains
and losses from changes in fair value are recognised in the profit and loss account.

(2) Financial liabilities designated as at fair value through profit or loss
A financial liability can be designated as at fair value through profit or loss if it is so
designated at inception or the date of transition to the new HKFRSs. Financial
liabilities so designated include certain certificates of deposit issued and certain
deposits received from customers that are embedded with derivatives. A financial
liability is typically so designated if it meets the following criteria:

— it eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise from measuring financial assets or
financial liabilities or recognising the gains and losses on them on different
bases; or
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2.9 Gt (8 2.9 Financial liabilities (continued)
1200541 H1HEE (4 From 1 January 2005 onwards (continued)
(2) Jts5E h LA PRI (2) Financial liabilities designated as at fair value through profit or loss (continued)
NP2k AR g (80
— AR ISR E B AR - a group of financial assets and financial liabilities is managed and its
RN, 14 performance is evaluated on a fair value basis, in accordance with a
Rl 7 R 4 Rl AR A5 T 3 A documented risk management or investment strategy, and this is the basis on
{H LS 3 ROPEAR R I, T which information about these assets and liabilities is provided internally to the
PR B TRAR A % BEE ) 5 32 management.
BIRE R K itz
EfsH
1 752 R LA P AR AT Financial liabilities designated at fair value through profit or loss are measured at fair
A0 2 P < il 57 453 A2 SR value and any gains and losses from changes in fair value are recognised in the profit
K, PRASPAEAR AR A2 and loss account.
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Mo
(3) K. BERATHIZU S (3) Deposits, debt securities in issue and other liabilities
&Nl
KR4 o 2 28 Gy 1 A7 g Deposits and debt securities in issue, other than those classified as trading liabilities
AP ARG AN HR 24 1 4k or designated as at fair value through profit or loss, together with other financial
ffiish, HeEfik. BRIT liabilities are carried at amortised cost.
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2,10 iES5 K AT AR T H 2 ANME 2.10 Valuation of securities and derivatives
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TGk N R 2 # The fair values of quoted investments and financial liabilities in active markets were based
T KR T AP, T on current market mid prices or closing prices as at the balance sheet date.
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1200541 H1H & From 1 January 2005 onwards

FIE KT I N B4R 2 4 The fair values of financial assets and financial liabilities that are quoted in active markets
WS S A An fog, JLAT are based on current bid prices and current ask prices respectively. If the market for a
7555 % i 2 SR AR financial asset is not active (including unlisted securities), the Group establishes fair value
FM 2 SRR L E . A5 4 by using valuation techniques. These include the use of recent arm’s length transactions,
kS 7 BT Ak 22 T 3 RIS discounted cash flow analysis, option pricing models and other valuation techniques
B CEREE LIRS, A commonly used by market participants.
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211 &b T H 2wl R 2.11 Recoghnition and derecognition of financial instruments
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Purchases and sales of financial assets at fair value through profit or loss,
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available-for-sale and held-to-maturity are recognised on the trade date, the date on which
the Group purchases or sells the assets. Loans and receivables (except investment
securities) are recognised when cash is advanced to the borrowers. Financial assets are
initially recognised at fair value plus transaction costs for all financial assets not measured
at fair value through profit or loss. Financial assets are derecognised when the rights to
receive cash flows from the financial assets have expired or where the Group has
transferred substantially all risks and rewards of ownership.

Securities and bills sold to a counter-party with an obligation to repurchase at a
pre-determined price on a specified future date under a repurchase agreement are
referred to as Repos. Securities and bills purchased from a counter-party with an
obligation to re-sell to the counter-party at a pre-determined price on a specified future
date under a resale agreement are referred to as Reverse repos.

Repos are initially recorded as due to banks, placements from banks and other financial
institutions, as appropriate, at the actual amount of cash received from the counter-party.
The financial assets used to collateralise repurchase agreements are recorded as
investment securities or financial assets at fair value through profit or loss. Reverse repos
are initially recorded in the balance sheet as cash and due from banks or placements with
banks and other financial institutions, as appropriate, at the actual amount of cash paid to
the counter-party. The financial assets received as collateral under reverse repurchase
agreements are not recorded on the balance sheet. The difference between sale and
repurchase price is recognised as interest income or interest expense over the life of the
agreements using the effective interest method.
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212 558 2.12 Precious metals
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Precious metals comprise gold, silver and other precious metals. Precious metals that are
related to the Group’s trading activities are initially recognised at fair value and

TG ENAH G2 St &R TG subsequently re-measured at their respective market prices as of the balance sheet date.
I AL AP AN, s Mark-to-market gains or losses on precious metals related to the Group’s trading activities
PR 45 5 H 2 T = o are included in net trading income.
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2.13 Sl e A 2.13 Impairment of financial assets
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Provisions were made against specific loans and advances as and when there were
doubts on the ultimate recoverability of principal and interest in full on an individually
assessed basis. Specific provision was made to reduce the carrying value of the assets to
their recoverable amount. Where it was not possible to reliably estimate the loss, the
Group applied pre-determined provisioning levels to the unsecured portion of loans and
advances based on the Group’s loan classification procedures. In addition, amounts were
set aside as a general provision for performing loans on pre-determined provisioning
levels. Provisions were charged to the profit and loss account when provided.

Financial assets other than loans and advances were reviewed on each balance sheet
date to determine whether there was any indication of impairment. If the recoverable
amount of the asset was estimated to be less than its carrying amount, the carrying
amount of the asset was reduced to its recoverable amount and the impairment loss was
recognised in the profit and loss account.
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From 1 January 2005 onwards
(1) Assets carried at amortised cost

The Group assesses as of each balance sheet date whether there is objective evidence
that a financial asset or group of financial assets is impaired. A financial asset or a group
of financial assets is impaired and impairment losses are incurred if, and only if, there is
objective evidence of impairment as a result of one or more events that occurred after the
initial recognition of the asset (a ‘loss event’) and that loss event (or events) has an impact
on the estimated future cash flows of the financial asset or group of financial assets that
can be reliably estimated. Objective evidence that a financial asset or group of assets is
impaired includes observable data that comes to the attention of the Group about the
following loss events:

(i) significant financial difficulty of the issuer or obligor;

(i) a breach of contract, such as a default or delinquency in interest or principal
payments;

(iii) the Group granting to the borrower, for economic or legal reasons relating to the
borrower’s financial difficulty, a concession that the lender would not otherwise consider;

(iv) it becoming probable that the borrower will enter into bankruptcy or other financial
reorganisation;

(v) the disappearance of an active market for that financial asset because of financial
difficulties; or

(vi) observable data indicating that there is a measurable decrease in the estimated future
cash flows from a group of financial assets since the initial recognition of those assets,

although the decrease cannot yet be identified with the individual financial assets in the
group, including:

- adverse changes in the payment status of borrowers in the group; or

- national or local economic conditions that correlate with defaults on the assets in the
group.
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From 1 January 2005 onwards (continued)
(1) Assets carried at amortised cost (continued)

The Group first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant, and collectively for financial assets that
are not individually significant. If the Group determines that no objective evidence of
impairment exists for an individually assessed financial asset, it includes the asset in a
group of financial assets with similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for impairment and for which
an impairment loss is or continues to be recognised are not included in a collective
assessment of impairment.

If there is objective evidence that an impairment loss on loans and receivables or
held-to-maturity investments carried at amortised cost has been incurred, the amount of
the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset’s original effective interest rate. The
carrying amount of the asset is reduced through the use of an allowance account and the
amount of the loss is recognised in the profit and loss account. If a loan or held-to-maturity
investment has a variable interest rate, the discount rate for measuring any impairment
loss is the current effective interest rate determined under the contract. As a practical
expedient, the Group may measure impairment on the basis of an instrument’s fair value
using an observable market price.

The calculation of the present value of the estimated future cash flows of a collateralised
financial asset reflects the cash flows that may result from foreclosure less costs for
obtaining and selling the collateral.
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From 1 January 2005 onwards (continued)
(1) Assets carried at amortised cost (continued)

For the purpose of a collective evaluation of impairment, financial assets are grouped on
the basis of similar and relevant credit risk characteristics. Those characteristics are
relevant to the estimation of future cash flows for groups of such assets by being
indicative of the debtors’ ability to pay all amounts due according to the contractual terms
of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for
impairment are estimated on the basis of the contractual cash flows of the assets in the
group and historical loss experience for assets with credit risk characteristics similar to
those in the group.

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

If, in a subsequent period, the amount of allowance for impairment losses decreases and
the decrease can be related objectively to an event occurring after the impairment loss
was recognised (such as an improvement in the debtor’s credit rating), the previously
recognised impairment loss is reversed by adjusting the allowance account. The amount
of the reversal is recognised in the profit and loss account.

Impairment losses recognised in the profit and loss account for equity investments carried
at amortised cost shall not be reversed.
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From 1 January 2005 onwards (continued)

(2) Assets carried at fair value

The Group assesses as of each balance sheet date whether there is objective evidence
that a financial asset or a group of financial assets is impaired. In the case of equity
investments classified as available-for-sale, a significant or prolonged decline in the fair
value of the security below its cost is considered in determining whether the assets are
impaired. If any such evidence exists for available-for-sale financial assets, the cumulative
losses, measured as the difference between the acquisition cost or amortised cost and
the current fair value, less any impairment loss on that financial asset previously
recognised in the profit and loss account, is removed from equity and recognised in the
profit and loss account. If, in a subsequent period, the fair value of a debt instrument
classified as available-for-sale increases and the increase can be objectively related to an
event occurring after the impairment loss was recognised in the profit and loss account,
the impairment loss is reversed through the profit and loss account. With respect to equity
instruments, such reversals are made through the available-for-sale reserve within equity.

2.14 Intangible assets

Intangible assets principally comprise computer software. Intangible assets are stated in
the accounts at cost less accumulated amortisation and impairment. Amortisation for
intangible assets is calculated on a straight-line basis from the month of acquisition or
operation over the shorter of their estimated beneficial lives or effective useful periods
(normally not exceeding five years) and is recognised in the profit and loss account.

When the estimated recoverable amount of a specific intangible asset is lower than its
carrying amount, an impairment loss is recognised in the profit and loss account.
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(1) Premises, equipment, fixtures and fittings

Premises mainly comprise of branches and offices. Premises are shown at open market
value based on periodic, but at least triennial, valuations by external independent valuers
less subsequent depreciation. Any accumulated depreciation at the date of revaluation is
eliminated against the gross carrying amount of the asset and the net amount is restated
to the revalued amount of the asset. In the intervening years, the directors review the
carrying value of premises, by reference to the open market value of similar properties,
and adjustments are made when there has been a material change. All equipment,
fixtures and fittings are stated at cost less accumulated depreciation and impairment.
Cost includes expenditure that is directly attributable to the acquisition and installation of
the items.

Subsequent costs are included in the asset’s carrying amount or are recognised as a
separate asset, as appropriate, only when it is probable that future economic benefits
associated with the item will flow to the Group and the cost of the item can be measured
reliably. All other repairs and maintenance costs are charged to the profit and loss account
during the financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of premises are credited to the
premises revaluation reserve in shareholders’ equity. Decreases that offset previous
increases of the same individual asset are charged against premises revaluation reserve
directly in equity; all other decreases are expensed in the profit and loss account. Any
subsequent increases are credited to the profit and loss account up to the amount
previously debited, and then to the premises revaluation reserve. Upon disposal of
premises, the relevant portion of the premises revaluation reserve realised in respect of
previous valuations is released and transferred from the premises revaluation reserve to
retained earnings.
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(1) Premises, equipment, fixtures and fittings (continued)

Depreciation is calculated on the straight-line method to write down the cost or revalued
amounts of such assets over their estimated useful lives as follows:

- Premises Over the remaining period of lease

- Equipment, fixtures and fittings 3-15 years

The assets’ useful lives are reviewed, and adjusted if appropriate, as of each balance
sheet date.

At each balance sheet date, both internal and external sources of information are
considered to determine whether there is any indication that premises, equipment, fixtures
and fittings are impaired. If any such indication exists, the recoverable amount of the asset
is estimated and where relevant, an impairment loss is recognised to reduce the asset to
its recoverable amount. Such impairment loss is recognised in the profit and loss account
except where the asset is carried at valuation and the impairment loss does not exceed
the revaluation surplus for that same asset, in which case it is treated as a revaluation
decrease. The recoverable amount is the higher of the asset’s fair value less costs to sell
and value in use. Impairment loss is reversed through the premises revaluation reserve or
profit and loss account as appropriate.

Gains and losses on disposals are determined by comparing net sales proceeds with
carrying amount. These are included in the profit and loss account.
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(2) Property under development

Property under development represents assets under construction or installation and is
stated at cost less impairment losses. Cost comprises equipment cost, cost of
development, construction and installation, interest and other direct costs attributable to
the development. Items classified as property under development are transferred to
premises or investment properties when such assets are ready for their intended use, and
the depreciation charge commences from the month such assets are transferred to
premises.

Impairment losses are recognised for idle projects with respect to which management has
determined that resumption in the foreseeable future is not probable. The impairment loss
is equal to the extent to which the estimated recoverable amount of a specific project is
less than its carrying amount. The recoverable amount is the asset's fair value less costs
to sell. Any impairment losses or reversals are charged or credited to the profit and loss
account.

2.16 Investment properties

From 1 January 2004 to 31 December 2004

Investment properties were carried at valuation assessed by professional valuers on the
basis of open market value. Changes in the value of investment properties were treated
as a movement in the investment properties revaluation reserve on a portfolio basis.
Unless the total of the reserve was insufficient to cover a deficit, then the deficit exceeding
the total investment properties revaluation reserve was charged to the profit and loss
account. Any subsequent revaluation surplus was credited to the profit and loss account
to the extent of the deficit previously charged.

Properties leased out within consolidated group companies were classified as premises in
both the individual companies’ accounts and consolidated accounts.
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From 1 January 2005 onwards

Properties that are held for long-term rental yields or for capital appreciation or both, and
that are not occupied by the companies in the consolidated Group, are classified as
investment properties. Properties leased out within consolidated group companies are
classified as investment properties in individual companies’ accounts and as premises in
consolidated accounts. Land held under operating lease is classified and accounted for as
investment property when the rest of the definition of investment property is met. The
operating lease is accounted for as if it is a finance lease.

Investment properties are recognised initially at cost, including related transaction costs.
After initial recognition, investment properties are measured at fair value assessed by
professional valuers on the basis of open market value.

Subsequent expenditure is charged to the asset’s carrying amount only when it is
probable that future economic benefits associated with the item will flow to the Group and
the cost of the item can be measured reliably. All other repairs and maintenance costs are
expensed in the profit and loss account during the financial period in which they are
incurred.

Any changes in fair value are reported directly in the profit and loss account. Deferred
income tax is provided on revaluation surpluses of investment properties in accordance
with HKAS-Int 21 (“Income Taxes — Recovery of Revalued Non-Depreciable Assets”) on
HKAS 12 (“Income Taxes”).
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From 1 January 2005 onwards (continued)

If an investment property becomes owner-occupied, it is reclassified as premises, and its
fair value at the date of reclassification becomes its cost for accounting purposes. If an
item of premises becomes an investment property because its use has changed, any
difference resulting between the carrying amount and the fair value of this item at the date
of transfer is recognised in equity as a revaluation of premises under HKAS 16 (“Property,
Plant and Equipment”). However, if a fair value gain reverses a previous impairment loss,
the gain is recognised in the profit and loss account.

2.17 Leases

(1) Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by
the lessor are classified as operating leases. The total payments made under operating
leases (net of any incentives received from the lessor) which include land use rights with
payments that are separately identifiable at inception of the lease are charged to the profit
and loss account on a straight-line basis over the period of the lease.

When an operating lease is terminated before the lease period has expired, any payment
required to be made to the lessor by way of penalty is recognised as an expense in the
period in which termination takes place.

Where the Group is a lessor, the assets subject to the operating lease are accounted for
as investment properties. Rental income from operating leases is recognised on a
straight-line basis over the lease term.

(2) Finance Leases on properties
From 1 January 2004 to 31 December 2004

Leasehold properties regarded as finance leases were stated at valuation determined by
the directors with reference to a valuation conducted by independent professional valuers.
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(2) Finance Leases on properties (continued)

From 1 January 2005 onwards

Upon adoption of HKAS 17 (“Leases”), where the land and buildings elements of
leasehold properties held for own use can be split reliably as at inception of the lease, this
results in a change in the classification of leasehold land and land use rights from fixed
assets to operating leases. The up-front prepayments made or other costs incurred for
acquiring the leasehold land and land use rights are expensed in the profit and loss
account on a straight-line basis over the period of the lease. Where there is impairment of
the up-front prepayments, the impairment is expensed in the profit and loss account
immediately. Where the land and building cannot be split reliably as at the inception of the
lease, the land and building elements will continue to be treated as finance leases and
measured at fair value.

Separate measurement of the land and buildings elements is not required when the
Group’s interest in both land and buildings is classified as investment properties as if it is
finance lease and is measured at fair value.

Pursuant to the Bank of China (Hong Kong) Limited (Merger) Ordinance (“Merger
Ordinance”) 2001, all assets and liabilities of the designated branches and subsidiaries,
and the shares of certain entities of the legacy Bank of China Group in Hong Kong were
effectively transferred to BOCHK, which was immediately owned by the then newly
formed BOC Hong Kong (Holdings) Limited (“the Merger”). This was a significant event
and the Group has therefore adopted the valuation at the date of the Merger as the
deemed cost for its leasehold properties to reflect the circumstances at the time of the
Merger.
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Notes to the Accounts (continued)

2.20 Employee benefits (continued)

2.21

(2) Leave entitlements

Employee entitlements to annual leave and sick leave are recognised when they accrue
to employees. A provision is made for the estimated liability for unused annual leave and
the amount of sick leave expected to be paid as a result of services rendered by
employees up to the balance sheet date.

Compensated absences other than annual leave and sick leave are non-accumulating;
they lapse if the current period’s entittlement is not used in full and do not entitle
employees to a cash payment for unused entittement on leaving the Group. Such
compensated absences are recognised when the absences occur.

(3) Bonus plans

The expected cost of bonus payments are recognised as a liability when the Group has a
present legal or constructive obligation as a result of services rendered by employees and
a reliable estimate of the obligation can be made. Liabilities for bonus plans are expected
to be settled within twelve months and are measured at the amounts expected to be paid
when they are settled.

Deferred income taxes

Deferred income tax is provided in full, using the liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the
consolidated accounts. Deferred income tax is determined using tax rates and laws that
have been enacted or substantially enacted by the balance sheet date and are expected
to apply when the related deferred income tax asset is realised or the deferred income tax
liability is settled.
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The principal temporary differences arise from asset impairment provisions, depreciation
of property and equipment, revaluation of certain assets and liabilities including derivative
contracts and available-for-sale securities, properties and tax losses carried forward.
However, the deferred income tax is not accounted for if it arises from initial recognition of
an asset or liability in a transaction other than a business combination that at the time of
the transaction affects neither accounting nor taxable profit or loss.

Deferred income tax liabilities are provided in full on all taxable temporary differences and
deferred income tax assets are recognised to the extent that it is probable that future
taxable profit will be available against which the temporary differences can be utilised.

Income tax payable on profits, based on the applicable tax law in each jurisdiction, is
recognised as an expense in the period in which profits arise.

Deferred income tax is charged or credited in the profit and loss account except when it
relates to items charged or credited directly to equity, in which case the deferred income
tax is also dealt with in equity, such as the fair value re-measurement of available-for-sale
investments and revaluation of premises.

2.22 Repossessed assets

From 1 January 2004 to 31 December 2004

Repossessed assets continued to be reported as non-performing loans and advances
until all collection efforts were exhausted and the repossessed assets were realised.
Before realisation, loan impairment allowances were made after taking into account the
market value of the repossessed assets to adjust the carrying value of related loans and
advances to their net realisable values.
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From 1 January 2005 onwards

Upon adoption of HKFRS 5 (“Non-current Assets Held for Sale and Discontinued
Operations”), repossessed assets are initially recognised at the lower of their fair value or
the amortised cost of the related outstanding loans on the date of repossession. The
related loans and advances together with the related impairment allowances are then
derecognised from the balance sheet. Subsequently, repossessed assets are measured
at the lower of their cost or net realisable value and are reported as ‘Noncurrent assets
held for sale’ under ‘Other assets’.

2.23 Fiduciary activities

The Group commonly acts as a trustee, or in other fiduciary capacities, that result in its
holding or managing assets on behalf of individuals, trusts and other institutions. These
assets and any income or losses arising thereon are excluded from these accounts, as
they are not assets of the Group.
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A contingent liability is a possible obligation that arises from past events and whose
existence will only be confirmed by the occurrence or non-occurrence of one or more
uncertain future events not wholly within the control of the Group. It can also be a present
obligation arising from past events that is not recognised because it is not probable that
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A contingent liability is not recognised as a provision but is disclosed in the notes to the
accounts. When a change in the probability of an outflow occurs so that outflow is
probable, it will then be recognised as a provision.

A contingent asset is a possible asset that arises from past events and whose existence
will be confirmed only by the occurrence or non-occurrence of one or more uncertain
events not wholly within the control of the Group.

Contingent assets are not recognised but are disclosed in the notes to the accounts when
an inflow of economic benefits is probable. When the inflow is virtually certain, it will be
recognised as an asset.

2.25 Related parties

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

The Group makes estimates and assumptions that may affect the reported amounts of assets
and liabilities within the next financial year. Estimates and judgements are continually evaluated
and are based on historical experience and other factors that are believed under the
circumstances to be reasonable. Areas susceptible to changes in essential estimates and
judgements, which affect the carrying value of assets and liabilities, are set out below. It is
impracticable to determine the effect of changes to either the key assumptions discussed below
or other estimation uncertainties. It is possible that actual results may require material
adjustments to the estimates referred to below.

3.1 Impairment allowances on loans and advances

The Group reviews its loan portfolios to assess impairment at least on a quarterly basis. In
determining whether an impairment loss should be recorded in the consolidated profit and
loss account, the Group makes judgements as to whether there is any observable data
indicating that there is a measurable decrease in the estimated future cash flows from a
portfolio of loans before the decrease can be identified with an individual loan in that
portfolio. This evidence may include observable data indicating that there has been an
adverse change in the payment status of borrowers in a group (e.g. payment delinquency or
default). Management uses estimates based on historical loss experience for assets with
credit risk characteristics and objective evidence of impairment similar to those in the
portfolio when scheduling its future cash flows. The methodology and assumptions used for
estimating both the amount and timing of future cash flows are reviewed regularly to reduce
any differences between loss estimates and actual loss experience.
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3.2 Gt T B2 AN THE 3.2 Fair value of financial instruments

VA TR R MR 2 4
BT, OO P AR
IR . R 2 A fi
7 VAL 4 BLBL 4 AL 4
i, DURMAMAIIA, FEH
L 732 R 2 5 40 W7
M HE R G2 B,
PSR BT,
A4 TR WS .
kR K B, A
S SR A 0 R v
BT 2 B . 0
AR B BT s, ¥
K H_E RS 4 T
A2 ATAE.

3.3 FHT BRI H B

ARG A RAE A s oo v HE D 5
39 52 HR51, KA E
ff S AT R I S 1) AR A
A T H AR = N
RIS HAKTE . MK FE
FATE A M. T 24
W, REHSHEBREGZ
PN E S S R A AT I
HZfeds. BRAEEmI T,
il A AN B 2 45
BB, HAERIKRR
RS sm 22y,
BN T W T 4y 2 Al
BT, TS TOR B
AP R, AN LR
AT

The fair values of financial instruments that are not quoted in active markets are determined
by using valuation techniques. Valuation techniques used include discounted cash flows
analysis and models with built-in functions available in externally acquired financial analysis
or risk management systems widely used by the industry. To the extent practical, models
use only observable data. However, in case of missing data, the Group uses interpolation
or extrapolation methods to estimate the data required. Changes in assumptions about
these estimates could affect reported fair values of financial instruments.

3.3 Held-to-maturity investments

The Group follows the guidance of HKAS 39 on classifying non-derivative financial assets
with fixed or determinable payments and fixed maturity as held-to-maturity. This
classification requires significant judgement. In making this judgement, the Group
evaluates its intention and ability to hold such investments to maturity. If the Group fails to
keep these investments to maturity other than for the specific circumstances — for example,
selling an insignificant amount close to maturity — it will be required to reclassify the entire
class as available-for-sale. The investments would then be measured at fair value and not
amortised cost.
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K HE (8D Notes to the Accounts (continued)

3. W4 Bk 2 B K4 3. Critical accounting estimates and judgements in applying accounting
s TE AT (2 policies (continued)

3.4 i 3.4 Income taxes

A A % Hh 35 T Sk ah T 15 The Group is subject to income taxes in different jurisdictions. Significant estimates are
B o T 5 5 T 43 A 10 required in determining the respective provision for income taxes. There are many
g, Fis FE KA. transactions and calculations for which the ultimate tax determination is uncertain during
T H 55 1 72 v R B fE 1 the ordinary courses of business. The Group recognises liabilities for anticipated tax issues
JHL 5 d5 2% T B AN BRI 1K A 5 based on estimates of whether additional taxes will be due. Where the final tax outcome of
M EMMEZ . AER S these matters is different from the amounts that are initially recorded, such differences will
PLAE BT BN, AR impact the income tax and deferred income tax and relevant assets and liabilities in the
I 75 4 T IR 45 4 A Ak period in which such determination is made.

it Ik, FAHRLELS
FIU R &L R S 2
WA IR 1222 e 5 5% i 24
WIZ BT B, 3 4 T At
Wi, JAT R BE KA
Ho
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Notes to the Accounts (continued)

4. RAHEHELIENY 4. Effect of adopting new HKASs

1/,
Al

(@) RAFT o vHEI B8 7 £
BRI Z A5 o 52 i dn

¥

F 2005412 H 31 H ¥t~ 14
/o Gk
AT 4 S e % 4
HF A H A B ARAT
e Sy 3K

AE G PEAESR B AR TN
ot (K B il vt

bRt TR

R AR
PRSI IRk
A RIS
A 2R HAESR
DR B TR
PRUESF
e
Heryr

F 2005 4 12 H 31 H ffiiz 14
/o Gk

HRAT B e Sl LA 2 A7k
PN

A8 Gy M U B A ARG
P e ek T

firE R TR
B )RR

BAT ZAFHAIE

I IERLIN B £l
eI e 25

(a) The estimated effect of adopting these new accounting standards on balance sheet

items are as follows:

Increase/(decrease) in assets as at
31 December 2005

Cash and short-term funds

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

Trading securities and other financial
instruments at fair value through
profit or loss

Derivative financial instruments

Certificates of deposit held

Advances and other accounts

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Investment securities

Other investments in securities

Other assets

Increase/(decrease) in liabilities as
at 31 December 2005

Deposits and balances of banks and
other financial institutions

Trading liabilities and other financial
instruments at fair value through
profit or loss

Derivative financial instruments

Deposits from customers

Certificates of deposit issued

Deferred tax liabilities

Other accounts and provisions
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A
The Group

A TR 5

BTG 40 5 K FHI

T &My 325 K5 395 HENERE 215
AEN S 5 45 HKAS 32 & HKAS 40 & Bt
HKFRS 5 HKAS 39 HKAS-INT 21 Total
WMH T WMH T WMH T WMH T
HK$’'m HK$’'m HK$’'m HK$’'m
- (1,326) - (1,326)
. 183 - 183
- 9,652 - 9,652
- 5,184 - 5,184
- 84 - 84
(228) 4,576 - 4,348
- 42,794 - 42,794
- (54,170) - (54,170)
- 13,080 - 13,080
- (50) - (50)
- (9,069) - (9,069)
228 (1,188) - (960)
- 9,750 - 9,750
- 27 - 27
- 7,924 - 7,924
- 4,193 - 4,193
- (5,165) - (5,165)
- (36) - (36)
- 821 968 1,789
- (2,087) - (2,087)
- 5,677 968 6,645
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K H M (8D Notes to the Accounts (continued)

4. KA EBELSTIUMEN 4. Effect of adopting new HKASs (continued)
B (8

(@) RgBr & v % 8 7 6 (a) The estimated effect of adopting these new accounting standards on balance sheet
i R I H Z A& v 52 e items are as follows: (continued)
I3
KA
The Group
Fr s S T UEI 5

BTG 40 5 K FHEI
SIS 325 M5 39 5 MEMNARESE 21 5

HENS 65 HKAS 32 & HKAS 40 & Bt
HKFRS 5 HKAS 39 HKAS-INT 21 Total
W E JI gt W E It W EJI T HEHHEJI T
HK$’'m HK$’'m HK$’'m HK$’'m
T 2005412 A 31 HB 521  Increase/(decrease) in equity as at
/o GEd 31 December 2005

G EAh g % Premises revaluation reserve - - 2 2

ERang 7N R Investment properties revaluation
reserve - - (2,005) (2,005)

Al it SR A AR S 4 Reserve for fair value changes of
available-for-sale securities - (245) - (245)
VLB Regulatory reserve* - 3,526 - 3,526
EeReR ] Retained earnings - 750 1,031 1,781
- 4,031 (972) 3,059
DHUB RS Minority interests - 42 4 46
- 4,073 (968) 3,105

* PO RN R4 F US4 * The regulatory reserve has been set up, as a consequence of the adoption of HKAS 39, for general banking

VHAENSS 39 S LK), #%&  risks in accordance with the requirements of the HKMA.
G 8 TR SR A R AT — R
Kz o
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Notes to the Accounts (continued)

4. RAHEHRLSIVENY 4. Effect of adopting new HKASs (continued)

S (58

(a) SRAH 2 TN ¥
{2 9 H 22 A5 - 5 W
Fe ()

12005 451 H 1 H B2 3
/Gl

JEAFE e SR D <
A H N B AT R
(EEC IR

BEG VAR5 S xR A T A3
i IS E Bl B 7

Al TR
il 2 A7 3KAIF

DO AL e K I

nJ ik BHIE SR

P BRI HAF
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eI %
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£
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i IS E et TR

frE it TR
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(a) The estimated effect of adopting these new accounting standards on balance sheet

items are as follows: (continued)

Increase/(decrease) in assets as at

1 January 2005

Cash and short-term funds

Placements with banks and other

financial institutions maturing
between one and twelve months

Trading securities and other financial

instruments at fair value through
profit or loss

Derivative financial instruments
Certificates of deposit held
Advances and other accounts
Available-for-sale securities
Held-to-maturity securities
Investment securities

Other investments in securities
Deferred tax assets

Other assets

Increase/(decrease) in liabilities as

at 1 January 2005

Deposits and balances of banks and

other financial institutions

Trading liabilities and other financial

instruments at fair value through
profit or loss

Derivative financial instruments
Deposits from customers
Certificates of deposit issued
Deferred tax liabilities

Other accounts and provisions

AR
The Group
FHESTHEN
FHSTHENZE 40 5 REBSIT
32 5395 HENNAREE 21 5
HKAS 32 & HKAS 40 & Rt
HKAS 39 HKAS-INT 21 Total
WmHE T WmHE T WmHE T
HK$'m HK$'m HK$'m
(1,350) - (1,350)
319 - 319
11,594 - 11,594
6,334 - 6,334
45 - 45
1,274 - 1,274
21,968 - 21,968
(22,821) - (22,821)
(50) - (50)
(8,288) - (8,288)
1 - 1
92 - 92
9,118 - 9,118
16 - 16
3,792 - 3,792
6,805 - 6,805
(1,357) - (1,357)
63 - 63
588 637 1,225
(4,024) - (4,024)
5,883 637 6,520
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Notes to the Accounts (continued)

4. RAHEHRLSIVENY 4. Effect of adopting new HKASs (continued)

S (58

(a) SRAH 2 TN ¥
{2 9 H 22 A5 - 5 W
Fe ()

12005 451 5 1 HARGGEZ 380
/Gl
e A/ NAEX i

LR
P A7 F A

DU AR 2

(a) The estimated effect of adopting these new accounting standards on balance sheet

items are as follows: (continued)

Increase/(decrease) in equity as at
1 January 2005

Investment properties revaluation
reserve

Regulatory reserve*

Retained earnings

Minority interests

AR
The Group

FHESTHEN

FHSTHENZE 40 5 REBSIT

32 5395 HENNAREE 21 5
HKAS 32 & HKAS 40 & Mt
HKAS 39 HKAS-INT 21 Total
WmHE T WmHE T WmHE T
HK$'m HK$'m HK$'m
- (623) (623)
3,410 - 3,410
(212) (14) (226)
3,198 (637) 2,561
37 - 37
3,235 (637) 2,598

* VEEMGE RN CR AN F RS 1T * The regulatory reserve has been set up, as a consequence of the adoption of HKAS 39, for
general banking risks in accordance with the requirements of the HKMA.

AENIEE 39 SIMUBISLIN, %4
R SRAE N RAT — A
o
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Notes to the Accounts (continued)

4. RAHEHRLSIVENY 4. Effect of adopting new HKASs (continued)

S (58

(@) RAFT o vHEI B8 7 £
BRI Z A5 o 52 i dn

Fe ()

T-2005 4 12 A 31 H%E /=21
/o GEAH

JEAFE e R D <
E A H N B AT R
(EEC IR

AE G VAR5 S xR A o A3
i IS E Bl Bt 7

Al TR
il 2 A7 3KAIF
DO L e K 3
A ik EHIE SR
P EFI HAF
e WS AVALE
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wew™

F 2005 4 12 A 31 HA itz %
/o Gk

HRAT B L e A AL 2 A7 3K I 4
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(a) The estimated effect of adopting these new accounting standards on balance sheet
items are as follows: (continued)

Increase/(decrease) in assets as at
31 December 2005

Cash and short-term funds

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

Trading securities and other financial
instruments at fair value through
profit or loss

Derivative financial instruments

Certificates of deposit held

Advances and other accounts

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Investment securities

Other investments in securities

Fixed assets

Investment properties

Other assets

Increase/(decrease) in liabilities as
at 31 December 2005

Deposits and balances of banks and
other financial institutions

Trading liabilities and other financial
instruments at fair value through
profit or loss

Derivative financial instruments

Deposits from customers

Certificates of deposit issued

Deferred tax liabilities

Other accounts and provisions
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RHAT
The Bank

A2 TR 5
BTN 40 5 K2

T ML 325 &5 39 5 iR 215
AEN S 5 5 HKAS 32 & HKAS 40 & ot
HKFRS 5 HKAS 39 HKAS-INT 21 Total
WMH T WMH T WMH T W H TG
HK$’'m HK$’'m HK$’'m HK$’'m
- (1,409) - (1,409)
- 114 - 114
- 7,336 - 7,336
- 4,818 - 4,818
- 96 - 96
(178) 4,221 - 4,043
- 41,913 - 41,913
- (46,865) - (46,865)
- 8,414 - 8,414
- (39) - (39)
- (8,765) - (8,765)
- - (134) (134)
. - 134 134
178 (914) - (736)
- 8,920 - 8,920
- 26 - 26
- 4,343 - 4,343
- 3,899 - 3,899
- (1,689) - (1,689)
- (26) - (26)
- 686 900 1,586
- (1,715) - (1,715)
- 5,524 900 6,424
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K H M (8D Notes to the Accounts (continued)

4. KA EBELSTIUMEN 4. Effect of adopting new HKASs (continued)
B (8

(@) RgBr & v % 8 7 6 (a) The estimated effect of adopting these new accounting standards on balance sheet
i R I H Z A& v 52 e items are as follows: (continued)
I3
RHAT
The Bank
F s S T UEI 5

BTN 40 5 K2
WM S5 32 %5 ) 39 5 HENRR AT 21 5

HENES 5 55 HKAS 32 & HKAS 40 & St
HKFRS 5 HKAS 39 HKAS-INT 21 Total
WETHEJI T W EJI gt W EJI Tt W EJI gt
HK$’'m HK$’'m HK$’'m HK$’'m
T2005 412 H 31 HBZi 2 Increasel/(decrease) in equity as at
/o Gk 31 December 2005

G EAL i % Premises revaluation reserve - - (36) (36)

ERang 7N R Investment properties revaluation
reserve - - (1,827) (1,827)

Al it RS A AR S i 4 Reserve for fair value changes of
available-for-sale securities - (222) - (222)
LR Regulatory reserve - 2,981 - 2,981
R AR A Retained earnings - 637 963 1,600
- 3,396 (900) 2,496
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Notes to the Accounts (continued)

4. RAHEHRLSIVENY 4. Effect of adopting new HKASs (continued)

S (58
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(a) The estimated effect of adopting these new accounting standards on balance sheet

items are as follows: (continued)

Increase/(decrease) in assets as at

1 January 2005

Cash and short-term funds

Placements with banks and other

financial institutions maturing
between one and twelve months

Trading securities and other financial

instruments at fair value through
profit or loss

Derivative financial instruments
Certificates of deposit held
Advances and other accounts
Available-for-sale securities
Held-to-maturity securities
Investment securities

Other investments in securities
Other assets

Increase/(decrease) in liabilities as

at 1 January 2005

Deposits and balances of banks and

other financial institutions

Trading liabilities and other financial

instruments at fair value through
profit or loss

Derivative financial instruments
Deposits from customers
Certificates of deposit issued
Deferred tax liabilities

Other accounts and provisions

KT
The Bank

T 2

TS HENEE 40 5 KEBSTT

32 G RF 395 HENAEREE 21 5
HKAS 32 & HKAS 40 & Bt
HKAS 39 HKAS-INT 21 Total
WA T WMH T WMH T
HK$'m HK$'m HK$'m
(1,374) - (1,374)
301 - 301
9,119 - 9,119
5,928 - 5,928
30 - 30
1,015 - 1,015
18,824 - 18,824
(17,908) - (17,908)
(39) - (39)
(7,899) - (7,899)
376 - 376
8,373 - 8,373
16 - 16
2,377 - 2,377
6,532 - 6,532
(19) - (19)
56 - 56
489 575 1,064
(3,768) - (3,768)
5,683 575 6,258
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Notes to the Accounts (continued)
4. RAHEHRLSIVENY 4. Effect of adopting new HKASs (continued)

(a) The estimated effect of adopting these new accounting standards on balance sheet
items are as follows: (continued)

Increase/(decrease) in equity as at
1 January 2005

Premises revaluation reserve

Investment properties revaluation
reserve

Regulatory reserve

Retained earnings

89

RHAT
The Bank

FHESTHEN

FHSIHENEE 40 5 REBSIT

325 K395 HENARE 21 5
HKAS 32 & HKAS 40 & Mt
HKAS 39 HKAS-INT 21 Total
WmHE T WmHE T WmHE T
HK$'m HK$'m HK$'m
- (12) (12)
- (564) (564)
2,851 - 2,851
(161) 1 (160)
2,690 (575) 2,115
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Notes to the Accounts (continued)

4. RAHEHRLSIVENY 4. Effect of adopting new HKASs (continued)

S (58

(b) KA 2 v HE X 25 5 45
A2 A SRR -

% 2005 4F 12 H 31 HR4ERE

B/ QEH
EZISYI PN

iR %5 2 LA AN
A AN

DR IRAL &AL ]

AREIENE SP i3y N aEdienl
B

ERSIEALLPSY T

% 2004 4512 H 31 HZ ZR 404

A MK BEA PR AT 2 v HE 1A
AEATE R Z 540 o

(b) The estimated effect of adopting new accounting standards on consolidated profit and

loss account are as follows:

F T AEI S
FWLIHENEE 40 5 AW
325 %39 HENNARESE 21 5
HKAS 32 & HKAS 40 & Bt
HKAS 39 HKAS-INT 21 Total
W E JI T W E It W EJI T
HK$’'m HK$’'m HK$’'m
For the year ended 31 December
2005
Increase/(decrease) in
Net interest income (257) - (257)
Net fees and commission income (146) - (146)
Net trading income 705 - 705
Reversal of loan impairment
allowances on advances 1,169 - 1,169
Net gain from fair value adjustments
on investment properties - 1,382 1,382
Taxation (240) (339) (579)
Total effect for the year 1,231 1,043 2,274

There is no significant effect of adopting new accounting standards on the consolidated profit

and loss account for the year ended 31 December 2004.
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K H M (8D Notes to the Accounts (continued)

5. Gl RS B 5. Financial risk management

PSR T A RASE ] K& This note presents financial information about the Group’s and the Bank’s exposure to the
AT A xRl T R use of financial instruments. For further details of the control of risk, please refer to the
RIS . SR 2 section “Risk Management” on page 219 to page 226.

PEAEAE, WS 219 1T

255226 TU2 [ BT BE ] 3

4%

A) e SRR R A A) Geographical concentrations of assets, liabilities and off-balance sheet
KAMNIH [ Hb X 43 A items
LN Z Mg & T /B The following note incorporates the requirements on risk disclosures of HKAS 32 and
VIMEIIZE 32 5 prgisk 2 X, geographical concentrations of risk of HKAS 30, based on the location of the subsidiary,
I % 2 S o s 2 AV ) 51 associate or branch in which the related item is recorded.
30 S X K& 3 Ao M
DX IRV 43 A S AR A e Al

KITH (M A R s
2w B> AT 22 P AE R

5%
PEANE T S (1) X 43 A7 LA Capital expenditure is shown by the geographical area in which the buildings and
Pylb Ko v 2% 1) BT A M equipment are located.
5%
KA
The Group
2005
AR G Bk AR
AIRFEE Uk sY Contingent ZEIRN BEAEFF L
Total Total liabilities and Operating Capital
assets liabilities commitments income expenditure
WEHHE I W HE I W HEJIIT W E It W HE It
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
il Hong Kong 799,713 742,400 146,077 17,342 562
P Mainland
China 21,838 4,508 15,498 495 7
He Others 550 368 112 24 -
822,101 747,276 161,687 17,861 569
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Notes to the Accounts (continued)

A) BT SBURBE
BN IH ) s X 5 A

¢

RS
FHE P

e

S
HHE P

FRTES
FHE P

Hong Kong
Mainland
China
Others

Hong Kong
Mainland
China

Hong Kong
Mainland
China

5. Financial risk management (continued)

A) Geographical concentrations of assets, liabilities and off-balance sheet

items (continued)

A
The Group
2004
BRI SR A
B B fot A Contingent ZIH RN BANEITSC
Total Total liabilities and Operating Capital
assets liabilities commitments income expenditure
i TED by i TED b i TED b M AT i TED b
HK$'m HK$'m HK$'m HK$'m HK$'m
782,263 722,157 142,380 15,535 450
13,901 9,664 11,904 299 -
611 447 168 18 -
796,775 732,268 154,452 15,852 450
AHUT
The Bank
2005
SR S AR AH
BE7E A UG sY Contingent ZEIN BEAPEFF L
Total Total liabilities and Operating Capital
assets liabilities commitments income expenditure
i TNEY i TNEY b i TNEY b A TNEY b i TNEY b
HK$’m HK$’m HK$’m HK$’m HK$’m
693,658 637,296 97,216 15,364 482
13,178 1,349 3,626 170 -
706,836 638,645 100,842 15,534 482
AHUT
The Bank
2004
AR SR A
BE R Bl KA Contingent =1 UN HEN DI
Total Total liabilities and Operating Capital
assets liabilities commitments income expenditure
M AT i IED b M AT WM AT i IED b
HK$'m HK$'m HK$'m HK$'m HK$'m
678,315 618,639 97,356 13,536 396
7,561 7,486 1,725 113 -
685,876 626,125 99,081 13,649 396
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Notes to the Accounts (continued)

5. Financial risk management (continued)

B) Currency risk

Tables below summarise the Group’s and the Bank’s exposure to foreign currency

exchange rate risk as at 31 December. Included in the tables are the Group’s and the

Bank’s assets and liabilities at carrying amounts in HK$ equivalent, categorised by the

original currency.

Assets

Cash and short-term funds

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

Trade bills

Trading securities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Interests in associates

Fixed assets

Investment properties

Other assets (including deferred
tax assets)

Total assets

AR
The Group
2005
B i H YL
AR us HK W% Japanese  Pound He pugy)
Renminbi Dollars Dollars EURO Yen Sterling Others Total
51 s 51 s 51 s s 51
Tt Tt Tt Tt Tt Tt Tt Tt
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
22,809 27,182 58,407 524 154 2,898 3,601 115,575
183 13,402 33,300 - - 269 457 47,611
- 2,892 60 1 76 - - 3,039
- 5,183 1,752 1,209 - - 1,508 9,652
- 874 4,310 - - - - 5,184
- - 32,630 - - - - 32,630
- 2,179 15,343 184 - - 1,758 19,464
1,961 45,004 278,973 3,727 2,347 831 2,512 335,355
- 25,642 10,225 2,414 - 1,011 3,502 42,794
- 100,145 46,652 3,819 243 1,288 11,895 164,042
- 1,704 9,778 - - - 1,598 13,080
- - 61 - - - - 61
61 - 18,255 - - - - 18,316
- - 7,539 - - - - 7,539
19 744 6,952 - - 9 35 7,759
25,033 224,951 524,237 11,888 2,820 6,306 26,866 822,101
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B) Currency risk (continued)

Notes to the Accounts (continued)

5. Financial risk management (continued)

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Trading liabilities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Net on-balance sheet position

Off-balance sheet net notional
position*

Contingent liabilities and

commitments

AR
The Group
2005
B i H Y
NG us HK k% Japanese  Pound He R
Renminbi Dollars Dollars EURO Yen Sterling Others Total
51 s 51 51 51 51 51 s
Tt Tt Tt Tt Tt Tt Tt Tt
HK$’'m HK$’'m HK$’m  HK$’m HK$’'m HK$’m  HK$m HK$’'m
- - 32,630 - - - - 32,630
14,150 9,245 12,507 247 3,389 63 1,054 40,655
- 2,746 5178 - - - - 7,924
- 840 3,353 - - - - 4,193
9,210 132,214 427,493 6,787 2,693 13,199 41,504 633,100
- 1,325 2,640 - - - - 3,965
629 5,879 16,766 222 131 196 986 24,809
23,989 152,249 500,567 7,256 6,213 13,458 43,544 747,276
1,044 72,702 23,670 4,632 (3,393) (7,152) (16,678) 74,825
(5) (68,875) 48,257  (4,575) 3,392 7,146 16,811 2,151
1,558 34,600 121,428 1,945 812 50 1,294 161,687

* Off-balance sheet net notional position represents the net notional amounts of foreign currency derivative financial instruments,

which are principally used to reduce the Group’s exposure to currency movements.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

B) Currency risk (continued)

Assets

Cash and short-term funds

Placements with banks and other
financial institutions maturing

between one and twelve months
Trade bills

Hong Kong SAR Government
certificates of indebtedness
Certificates of deposit held

Advances and other accounts
Held-to-maturity securities
Investment securities

Other investments in securities
Interests in associates

Fixed assets

Investment properties

Other assets (including deferred
tax assets)

Total assets

Liabilities
Hong Kong SAR currency notes in
circulation

AT ML E SR Z 473 )2 45 4% Deposits and balances of banks

K

BAT Z AL

SLE MR AR (CRLIF BRI 5
O

Ffiit it

B RS

AT MG HE

SRR

and other financial institutions
Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Net on-balance sheet position

Off-balance sheet net notional
position

Contingent liabilities and
commitments

AR
The Group
2004
B I H Y
AR us HK k%  Japanese Pound He g7
Renminbi Dollars Dollars EURO Yen  Sterling Others Total
M M M WM M M M M
[EW Hhe  Hhom Hhx [EW Hho  Hhc [EW
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
12,377 26,283 58,218 506 2,559 329 2,375 102,647
75 47,031 43,432 310 14,208 1,664 861 107,581
- 946 109 16 15 - - 1,086
- - 34,760 - - - - 34,760
- 4,469 15,391 - - 150 2,328 22,338
391 39,959 257,381 4,076 2,683 1,105 3,616 309,211
- 96,411 54,340 9,496 736 2,977 17,090 181,050
- - 49 - - - 1 50
- 2,953 2,409 1,399 - - 1,527 8,288
- - 62 - - - - 62
103 1 16,392 - - - - 16,496
- - 5,381 - - - - 5,381
1 523 7,030 158 68 5 30 7,825
12,957 218,576 494,954 15,961 20,269 6,230 27,828 796,775
- - 34,760 - - - - 34,760
6,675 8,859 17,019 169 473 28 1,217 34,440
5,061 135,751 436,367 5,775 1,602 11,664 36,276 632,496
- 1,292 2,496 - - - - 3,788
162 7,585 15,062 1,953 702 251 1,069 26,784
11,898 153,487 505,704 7,897 2,777 11,943 38,562 732,268
1,059 65,089 (10,750) 8,064 17,492 (5,713) (10,734) 64,507
31 (65,390) 77,339  (9,470)  (18,487) 5,671 10,561 255
777 30,638 117,171 2,864 983 738 1,281 154,452
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

B) Currency risk (continued)

Assets

Cash and short-term funds

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

Trade bills

Trading securities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Interests in subsidiaries

Interests in associates

Fixed assets

Investment properties

Other assets

Total assets

AARAT
The Bank
2005
B oo H P
AT us HK k% Japanese  Pound He usi
Renminbi Dollars Dollars EURO Yen Sterling Others Total
HEim HEim e im HEim HEim HEim e im HEim
[EWP [EW [EWZ [EW [EW [EWZ [EWP [EWZP
HK$’m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
22,326 22,397 44,313 137 80 1,919 1,053 92,225
87 9,565 23,107 - - - 34 32,793
- 1,746 39 10 1 - - 1,796
- 3,322 1,439 1,067 - - 1,508 7,336
- 870 3,948 - - - - 4,818
- - 32,630 - - - - 32,630
- 1,124 11,878 - - - 1,059 14,061
885 37,017 234,366 2,764 2,103 825 2,086 280,046
- 25,079 9,986 2,414 - 1,011 3,423 41,913
- 95,978 36,320 3,819 243 1,140 11,095 148,595
- 698 7,716 - - - - 8,414
- - 12,904 - - - - 12,904
- - 28 - - - - 28
1 - 13,899 - - - - 13,900
- - 6,920 - - - - 6,920
1 71 7,693 - - 9 33 8,457
23,310 198,507 447,186 10,211 2,427 4,904 20,291 706,836
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Notes to the Accounts (continued)

5. &b XSGR (42) 5. Financial risk management (continued)

B) LA (4

B) Currency risk (continued)

AARAT
The Bank
2005
B oo H el
AT us HK k% Japanese  Pound He puss
Renminbi  Dollars  Dollars EURO Yen Sterling Others Total
HEim wEim wEim HEim wEim wEim wEim wEim
WL WhUe Wt WHUe WL Wt AUt [EYIbw
HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m
ki Liabilities
B R IAT BUX AE 48T Hong Kong SAR currency notes in
circulation - - 32,630 - - - - 32,630
AT ML TR 2 Deposits and balances of banks
P TS and other financial institutions 14,485 8,983 12,241 259 2,907 69 1,110 40,054
TG PES A S AT AR AL Trading liabilities and other
TP AR e il TR financial instruments at fair
value through profit or loss - 795 3,548 - - - - 4,343
A4 T R Derivative financial instruments - 834 3,065 . . . . 3,899
T Deposits from customers 7,907 109,288 362,112 5,571 2,387 12,421 35570 535,256
RAT ZAEFKIE Certificates of deposit issued . 996 1,979 - - . . 2,975
HeIkIi L% (EF5EERITIf Other accounts and provisions
5 (including deferred tax liabilities) 510 2,863 14,933 115 109 176 782 19,488
LA EPNET Total liabilities 22,002 123,759 430,508 5,945 5403 12,666 37,462 638,645
PP ARSI Net on-balance sheet position 408 74,748 16,678 4,266 (2,976) (7,762) (17,171) 68,191
E L A TR (75 S RE L Off-balance sheet net notional
position (6) (69,091) 47,414 (4,243) 2,975 7,757 17,108 1,914
BIAR B f5E S AR Contingent liabilities and
commitments 622 23,851 74,480 859 702 46 282 100,842
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Notes to the Accounts (continued)

5. Financial risk management (continued)

B) Currency risk (continued)

Assets

Cash and short-term funds

‘¢, Placements with banks and other

financial institutions maturing

between one and twelve months
Trade bills

Hong Kong SAR Government
certificates of indebtedness
Certificates of deposit held

Advances and other accounts
Held-to-maturity securities
Investment securities

Other investments in securities
Interests in subsidiaries

Interests in associates
Fixed assets
Investment properties

Other assets

Total assets

Liabilities
Hong Kong SAR currency notes in
circulation

AT ML E SR Z 473 )2 45 4% Deposits and balances of banks

K

BAT ZAFHAIE

and other financial institutions
Deposits from customers

Certificates of deposit issued

HeIkI L% (AF5EERII$ Other accounts and provisions

O

b=y
=

A A

C

~

PR T A

AT MG HE

SRR

(including deferred tax liabilities)

Total liabilities

Net on-balance sheet position

Off-balance sheet net notional
position

Contingent liabilities and
commitments

AT
The Bank
2004
B I H Y
AR us HK k%  Japanese Pound He g7
Renminbi Dollars Dollars EURO Yen  Sterling Others Total
M M M WM M M M M
[EW Hhe  Hhom Hhx [EW Hho  Hhc [EW
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
11,812 18,560 43,810 195 3,141 88 895 78,501
- 42,748 37,235 98 14,337 1,664 168 96,250
- 567 104 - 10 - - 681
- - 34,760 - - - - 34,760
- 2,573 11,270 - - - 1,183 15,026
52 31,961 215,841 3,845 2,325 1,095 2,839 257,958
- 88,973 39,601 9,274 695 2,830 15,836 157,209
- - 39 - - - - 39
- 2,842 2,131 1,399 - - 1,527 7,899
- - 13,412 - - - - 13,412
- - 27 - - - - 27
- - 12,409 - - - - 12,409
- - 4,651 - - - - 4,651
4 306 6,487 157 66 5 29 7,054
11,868 188,530 421,777 14,968 20,574 5,682 22,477 685,876
- - 34,760 - - - - 34,760
7,002 8,501 16,581 505 99 34 1,125 33,847
4,418 111,021 370,364 4,403 1,479 11,091 30,942 533,718
- 948 1,823 - - - - 2,771
14 4,622 12,860 1,748 655 237 893 21,029
11,434 125,092 436,388 6,656 2,233 11,362 32,960 626,125
434 63,438 (14,611) 8,312 18,341 (5,680) (10,483) 59,751
28  (64,544) 77,469  (9,581) (19,204) 5,638 10,167 (27)
163 20,745 74,463 1,916 816 701 277 99,081
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

C) Interest rate risk

Tables below summarise the Group’s and the Bank’s exposure to interest rate risk as at 31

December. Included in the tables are the Group’s and the Bank’s assets and liabilities at
carrying amounts, categorised by the earlier of contractual repricing or maturity dates. The
carrying amounts of derivative financial instruments which are principally used to reduce

the Group’s and the Bank’s exposure to interest rate movements are under the column

captioned ‘Non-interest bearing’.

Assets

Cash and short-term funds

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

Trade bills

Trading securities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Interests in associates

Fixed assets

Investment properties

Other assets (including deferred
tax assets)

Total assets

AR
The Group
2005
—% =% NS
—MHW =1 +=A4H —RfifE TAERL R Non-
Upto 1 1-3 3-12 1-5 Over 5 interest puss
month months months years years bearing Total
WMo WmE e WmE e WMmEaoc WIHE LG WmE LT WhE T
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
106,486 3,525 1,705 - - 3,859 115,575
- 40,132 7,479 - - - 47,611
3,039 - - - - - 3,039
2,846 2,245 1,302 2,510 731 18 9,652
- - - - - 5,184 5,184
- - - - - 32,630 32,630
5,681 8,417 2,026 3,340 - - 19,464
273,360 40,833 12,770 4,715 474 3,203 335,355
2,346 4,473 195 18,564 17,160 56 42,794
23,736 38,767 33,345 52,252 15,942 - 164,042
3,466 3,351 6,263 - - - 13,080
R - - - - 61 61
- - - - - 18,316 18,316
- - - - - 7,539 7,539
475 - - - - 7,284 7,759
421,435 141,743 65,085 81,381 34,307 78,150 822,101
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Notes to the Accounts (continued)

5. Financial risk management (continued)

C) Interest rate risk (continued)

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Trading liabilities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Interest sensitivity gap

AR
The Group
2005
—& = ATHE
—MNHA =1H +=AH —RfiiE AL E Non-
Upto 1 1-3 3-12 1-5 Over 5 interest pusy
month months months years years bearing Total
WM oc WmEAIC WMmELoc WhELG hmEoc mEkoc BmEhc
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
- - - - - 32,630 32,630
34,444 1,709 3,015 - - 1,487 40,655
1,725 2,097 1,310 2,792 - - 7,924
- - - - - 4,193 4,193
454,790 131,904 22,251 1,478 - 22,677 633,100
- 250 2,378 1,337 - - 3,965
8,014 - - - - 16,795 24,809
498,973 135,960 28,954 5,607 - 77,782 747,276
(77,538) 5,783 36,131 75,774 34,307 368 74,825

100



@

M H BT (52
5. el B (8

C) AIEAK (50

B

PEAF L K e

—E&+ AT AR RAT
e SR

R o5
AR AT BUX BUR G BHIE ] 45

AT A7 AKIE

AR I E IR

AT R B H ISR

PSR

HEUE %

TR A T AL &

[ 5 B2

$ig/Na

Hgh™ (BB ERm™)

o

B A

it

A AT B B AR T

AT R I e R 2
FEE WSS
K
RAT Z AL
FLE MR HE# CRLIFIBIE B 5

O

i

s}
Jeh

s

&

7

I AR AU B 11

¥ & 4 fr(mm) A MR

BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

C) Interest rate risk (continued)

Assets

Cash and short-term funds

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

Trade bills

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts

Held-to-maturity securities

Investment securities

Other investments in securities

Interests in associates

Fixed assets

Investment properties

Other assets (including deferred

tax assets)

Total assets

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Interest sensitivity gap

AR
The Group
2004

—% =% AR

—MHA =MH +=AH —& A HAERL Non-
Upto1 1-3 3-12 1-5 Over 5 interest il
month months months years years bearing Total
WMH A WmH LT WmEAIC WhELG MmE At mE A BmE AT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
91,041 3,789 2,967 - - 4,850 102,647
200 48,334 59,047 - - - 107,581
1,086 - - - - - 1,086
- - - - - 34,760 34,760
5,726 10,722 3,490 2,400 - - 22,338
242,638 39,721 16,996 840 522 8,494 309,211
27,307 57,758 38,330 49,250 8,405 - 181,050
- - - - - 50 50
2,357 2,090 731 2,254 835 21 8,288
- - - - - 62 62
- - - - - 16,496 16,496
- - - - - 5,381 5,381
412 - 3 - - 7,410 7,825
370,767 162,414 121,564 54,744 9,762 77,524 796,775
- - - - - 34,760 34,760
29,623 801 2,632 - - 1,384 34,440
520,664 54,848 22,027 1,746 134 33,077 632,496
- - 891 2,897 - - 3,788
8,330 1,064 250 - - 17,140 26,784
558,617 56,713 25,800 4,643 134 86,361 732,268
(187,850) 105,701 95,764 50,101 9,628 (8,837) 64,507
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

C) Interest rate risk (continued)

Assets

Cash and short-term funds

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

Trade bills

Trading securities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Interests in subsidiaries

Interests in associates

Fixed assets

Investment properties

Other assets

Total assets

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Trading liabilities and other
financial instruments at fair
value through profit or loss

Derivative financial instruments

Deposits from customers

Certificates of deposit issued

HeIkIi L% (AF5EERITIf Other accounts and provisions

O

BS¥

i

s

7

I AR AU B 11

(including deferred tax liabilities)

Total liabilities

Interest sensitivity gap

AT
The Bank
2005

—& = AT

—MNHA =1H +=AH —&fiiE AL B Non-
Upto1 1-3 3-12 1-5 Over 5 interest puss
month months months years years bearing Total
WMo WmE LT WmE T WMmE e WIHE LT WhE LT WhE T
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
84,109 2,978 1,705 - - 3,433 92,225
- 27,486 5,307 - - - 32,793
1,796 - - - - - 1,796
1,939 2,211 1,019 1,466 686 15 7,336
- - - - - 4,818 4,818
- - - - - 32,630 32,630
4,610 5,802 725 2,924 - - 14,061
229,230 33,878 9,982 3,619 134 3,203 280,046
2,347 4,199 78 18,491 16,759 39 41,913
21,862 34,326 29,671 47,551 15,185 - 148,595
1,819 2,329 4,266 - - - 8,414
- - - - - 12,904 12,904
- - - - - 28 28
- - - - - 13,900 13,900
- - - - - 6,920 6,920
- - - - - 8,457 8,457
347,712 113,209 52,753 74,051 32,764 86,347 706,836
- - - - - 32,630 32,630
35,224 653 2,754 - - 1,423 40,054
641 1,356 496 1,850 - - 4,343
- - - - - 3,899 3,899
387,572 108,817 15,792 292 - 22,783 535,256
- - 1,786 1,189 - - 2,975
3,896 - - - - 15,592 19,488
427,333 110,826 20,828 3,331 - 76,327 638,645
(79,621) 2,383 31,925 70,720 32,764 10,020 68,191
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

C) Interest rate risk (continued)

Assets

Cash and short-term funds

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

Trade bills

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts

Held-to-maturity securities

Investment securities

Other investments in securities

Interests in subsidiaries

Interests in associates

Fixed assets

Investment properties

Other assets

Total assets

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Interest sensitivity gap

AARAT
The Bank
2004

—% =& AT

AW =MH +=AH —H AR TR, Non-
Upto1 1-3 3-12 1-5 Over 5 interest Al
month months months years years bearing Total
WIMHot MmEJioc mEJioe Wmadioe WmEioc WMy WmEic
HKS$'m HK$'m HK$'m HKS$'m HK$'m HK$'m HK$'m
67,947 3,227 2,917 - - 4,410 78,501
200 38,806 57,244 - - - 96,250
681 - - - - - 681
- - - - - 34,760 34,760
4,643 7,765 1,898 720 - - 15,026
201,234 32,785 14,683 745 520 7,991 257,958
24,173 52,468 29,342 43,813 7,413 - 157,209
- - - - - 39 39
2,338 2,074 586 2,047 834 20 7,899
- - - - - 13,412 13,412
- - - - - 27 27
- - - - - 12,409 12,409
- - - - - 4,651 4,651
- - - - - 7,054 7,054
301,216 137,125 106,670 47,325 8,767 84,773 685,876
- - - - - 34,760 34,760
29,509 569 2,474 - - 1,295 33,847
444,753 44,433 15,944 843 47 27,698 533,718
- - 704 2,067 - - 2,771
4,124 1,064 250 - - 15,591 21,029
478,386 46,066 19,372 2,910 47 79,344 626,125
(177,170) 91,059 87,298 44,415 8,720 5,429 59,751
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Notes to the Accounts (continued)

5. Financial risk management (continued)

C) Interest rate risk (continued)

Tables below summarise the effective interest rate by major currencies for monetary
financial instruments subject to interest rate risk as at 31 December:

Assets

Cash and short-term funds

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

Advances to customers

Advances to banks and other
financial institutions

Available-for-sale securities

Held-to-maturity securities

Loans and receivables

Liabilities
Deposits and balances of banks
and other financial institutions

Deposits from customers
Certificates of deposit issued

104

A
The Group

2005
¥t i H ek
AR us HK k% Japanese Pound
Renminbi Dollars Dollars EURO Yen Sterling
% % % % % %
0.98% 4.07% 3.98% 2.19% - 4.51%
1.31% 4.27% 4.15% - - 4.53%
5.00% 5.17% 5.32% 3.30% 1.22% 4.74%
- 4.38% 4.31% - 0.27% -
- 4.93% 3.83% 2.91% - 4.61%
- 4.12% 4.12% 2.94% 0.23% 4.68%
- 4.15% 3.92% - - -
0.96% 4.03% 3.79% 2.35% 0.05% 4.28%
0.65% 3.02% 3.04% 1.16% - 3.05%
- 3.02% 3.05% - - -
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Notes to the Accounts (continued)

C) FIHMRE (4
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5. Financial risk management (continued)

C) Interest rate risk (continued)

A
The Group
2004
%t B H S
AR us HK k%  Japanese Pound
Renminbi Dollars Dollars EURO Yen Sterling
% % % % % %
Assets
Cash and short-term funds 0.99% 2.16% 0.45% 1.88% - 4.07%
Placements with banks and other
financial institutions maturing
between one and twelve months - 2.25% 0.64% 2.25% - 4.88%
Advances to customers 4.65% 3.40% 251% 3.16% 1.27% 5.46%
Advances to banks and other
financial institutions - 2.50% 0.53% - 0.30% -
Held-to-maturity securities - 3.50% 1.19% 367% 2.36% 5.40%
Other investments in securities - 4.31% 1.14% 2.91% - -
Liabilities
Deposits and balances of banks
and others financial institutions 0.91% 1.92% 0.41% 2.29% 0.03% 4.62%
Deposits from customers 0.61% 1.21% 0.24% 0.92% - 3.14%
Certificates of deposit issued - 2.90% 2.85% - - -
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Notes to the Accounts (continued)

C) FIHMRE (4

RYAT
The Bank
2005
T I
AR us HK k% Japanese Pound
Renminbi Dollars Dollars EURO Yen Sterling
% % % % % %
B Assets
AT DA B e 391 0% 4 Cash and short-term funds 0.99% 4.15% 4.00% 1.04% - 4.45%
E+ A HNEI 24T Placements with banks and other
P& RIS financial institutions maturing
between one and twelve months 2.10% 4.34% 4.16% - - -
RN e Advances to customers 5.43% 5.24% 517% 3.40% 1.10% 4.72%
AT R AR DK Advances to banks and other
financial institutions - 4.36% 4.30% - 0.27% -
Al AR RS Available-for-sale securities - 4.94% 3.83% 2.91% - 4.61%
A ERMHIES Held-to-maturity securities - 4.12% 4.37% 2.94% 0.23% 4.71%
DR B Loans and receivables - 4.48% 4.10% - - -
it Liabilities
HUAT e B SRl 2 473 Deposits and balances of banks
ETS and other financial institutions 0.92% 4.09% 3.80% 2.37% 0.02% 4.45%
ALK Deposits from customers 0.64% 3.11% 3.09% 1.17% - 3.07%
RATZALHAE Certificates of deposit issued - 3.12% 3.13% - - -
RYUT
The Bank
2004
¥ HTT H ek
AR us HK k%  Japanese Pound
Renminbi Dollars Dollars EURO Yen Sterling
% % % % % %
B Assets
PEAT IR 45 B S I 4 Cash and short-term funds 1.01% 2.14% 0.49% 1.28% - 1.60%
E+AMHNBIWZ AT Placements with banks and other
P& RIS financial institutions maturing
between one and twelve months - 2.26% 0.65% 2.48% - 4.88%
2R Advances to customers 4.64% 3.47% 2.31% 3.14% 1.24% 5.44%
BT R AR DK Advances to banks and other
financial institutions - 2.50% 0.49% - 0.30% -
R B2 HAE SR Held-to-maturity securities - 3.48% 0.98% 3.65% 2.40% 542%
AT R Other investments in securities B, 4.40% 1.05% 2.91% - -
it Liabilities
AT RILE RN Z A3 Deposits and balances of banks
YE S and others financial institutions 0.86% 1.98% 0.41% 2.16% - 4.65%
B Deposits from customers 0.58% 1.27% 0.25% 0.95% - 3.16%
RAT ZAFKIE Certificates of deposit issued - 3.04% 2.92% - - -

5. Financial risk management (continued)

C) Interest rate risk (continued)
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K H M (8D Notes to the Accounts (continued)

5. &Rt XSE P (42) 5. Financial risk management (continued)

D) sl Xk D) Liquidity risk
R A R ARRAT Tables below analyse assets and liabilities of the Group and the Bank as at 31
R R e T 12 H 31 December into relevant maturity groupings based on the remaining period at balance
HIG 2 H 287, IF4T sheet date to the contractual maturity date

SELHI, %™ K AR
ERE R IR RR N PRIP i

Ry,
AR
The Group
2005
—% =%
o —AHW =N AR —FERSE AFEUE B
On Upto1 1-3 3-12 1-5  Over5 H S8
demand month months months years years Undated Total
HE HE T HE T HE T HE T HE T HE T HE T
WL Wi Wt Wh WH W|hy W|HJL WUt
HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m
B Assets
FEAT NG ) i e 4 Cash and short-term funds 30,704 79,641 3,525 1,705 - - - 115,575
— & A H AR AT Placements with banks and other
HE SR financial institutions maturing
between one and twelve months - - 40,145 7,466 - - - 47,611
5 5 Trade bills 101 1,125 1,460 353 - - - 3,039
LGP S A AR AT Trading securities and other
L aa A H B ARt financial instruments at fair value
through profit or loss - 86 36 1,350 6,918 1,244 18 9,652
A4 T R Derivative financial instruments 3,706 1,068 227 54 98 31 . 5,184
TR AT BUX BURF Ff55E W15 Hong Kong SAR Government
certificates of indebtedness 32,630 - - - - - - 32,630
A A7 3KAIE Certificates of deposit held - 987 4,159 4,845 9,225 248 - 19,464
BER M EIRIN — % 5K Advances and other accounts —
advances to customers 25,359 6,710 16,133 31,534 132,520 118,015 2,029 332,300
PER ML EIRIN — 44T e 4 Advances and other accounts —
IR N advances to banks and other
financial institutions 102 164 267 376 2,146 - - 3,055
AP HRIE S — JROMIES: Available-for-sale securities —
equity securities - - - - - - 56 56
Al HEIE S — TS LS Available-for-sale securities —
debt securities - 61 253 295 23,679 18,450 - 42,738
AT A B H SR Held-to-maturity securities - 1,005 6,088 27,278 111,417 18,254 - 164,042
BRI Loans and receivable - 3,466 3,351 6,263 - - - 13,080
I A\l B Interests in associates - - - - . - 61 61
[ 5 % 7= Fixed assets - - - - - - 18,316 18,316
Byl Investment properties - - - - - - 7,539 7,539
HE ™ CafG#EBimze ) Other assets (including deferred
tax assets) 6,014 1,389 - 234 48 - 74 7,759
P Total assets 98,616 95702 75644 81,753 286,051 156,242 28,093 822,101
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

D) Liquidity risk (continued)

AN
The Group
2005
—%& =&
o —A A =AH AR &2 EE LR W
On Upto1 1-3 3-12 1-5  Over5 H S8
demand month months months years years Undated Total
W WD W W W W WD WD
"It "ot At [EVw [EVpw "It [EVIw [EVpw
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
Liabilities
Hong Kong SAR currency notes in
circulation 32,630 - - - - - - 32,630
Deposits and balances of banks
and other financial institutions 21,112 15,479 1,049 3,015 - - - 40,655
Trading liabilities and other
financial instruments at fair value
through profit or loss - 641 1,411 1,750 3,560 562 - 7,924
Derivative financial instruments 1,767 1,261 146 239 616 164 - 4,193
Deposits from customers 247,548 229,893 131,900 22,253 1,506 - - 633,100
Certificates of deposit issued - - - 2,336 1,629 - - 3,965
Other accounts and provisions
(including deferred tax liabilities) 17,931 1,602 1,032 3,971 205 1 67 24,809
Total liabilities 320,988 248,876 135,538 33,564 7,516 727 67 747,276
Net liquidity gap (222,372) (153,174) (59,894) 48,189 278,535 155,515 28,026 74,825
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

D) Liquidity risk (continued)

Assets

Cash and short-term funds
Placements with banks and other
financial institutions maturing

between one and twelve months

Trade bills

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts —
advances to customers

Advances and other accounts —
advances to banks and other
financial institutions

Held-to-maturity securities

Investment securities

Other investments securities —
equity securities

Other investments securities — debt
securities

Interests in associates

Fixed assets

Investment properties

Other assets (including deferred
tax assets)

Total assets

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Net liquidity gap

AN
The Group
2004
—% =&
g —AHW =M S RRE LR e
On Upto1 1-3 3-12 1-5 Over 5 H g7
demand month  months  months years years Undated Total
M M WM M M M HEm M
[EW [EW [EW [EW [EW [EW [EW P [EW P
HKS$'m HK$'m HK$'m HKS$'m HK$'m HK$'m HK$'m HK$'m
20,976 74,987 3,717 2,967 - - - 102,647
16 - 47,849 59,716 - - - 107,581
8 538 501 39 - - - 1,086
34,760 - - - - - - 34,760
- 1,162 4,080 5,695 11,085 316 - 22,338
19,351 9,021 14,989 28,703 127,520 101,326 7,011 307,921
- - - - 1,290 - - 1,290
- 6,283 25,196 36,755 101,053 11,743 20 181,050
- - - - - - 50 50
- - - - - - 21 21
- 486 20 730 6,150 881 - 8,267
- - - - - - 62 62
- - - - - - 16,496 16,496
- - - - - - 5,381 5,381
2,730 4,128 31 150 465 - 321 7,825
77,841 96,605 96,383 134,755 247,563 114,266 29,362 796,775
34,760 - - - - - - 34,760
14,990 15,986 832 2,632 - - - 34,440
332,198 221,045 53,697 20,768 4,476 312 - 632,496
- - - 891 2,897 - - 3,788
7,409 6,043 2,678 7,704 403 984 1,563 26,784
389,357 243,074 57,207 31,995 7,776 1,296 1,563 732,268
(311,516) (146,469) 39,176 102,760 239,787 112,970 27,799 64,507
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Notes to the Accounts (continued)

5. Financial risk management (continued)

D) Liquidity risk (continued)

Assets

Cash and short-term funds

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

Trade bills

Trading securities and other
financial instruments at fair value
through profit or loss

Derivative financial instruments

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts —
advances to customers

Advances and other accounts —
advances to banks and other
financial institutions

Available-for-sale securities —
equity securities

Available-for-sale securities —
debt securities

Held-to-maturity securities

Loans and receivables

Investment in subsidiaries

Interests in associates

Fixed assets

Investment properties

Other assets

Total assets

AT
The Bank
2005
—& =
iy —AHW =AMH FEAH RIS BEME T
On Upto1 1-3 3-12 1-5  Over5 H ps¥7
demand month months months years years Undated Total
51 51 510 51 s 51 51 51
it Tt Tt ot Tt Tt Tt Tt
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
29,406 58,136 2,978 1,705 - - - 92,225
- - 27,499 5,294 - - - 32,793
99 748 651 298 - - - 1,796
- - 1 1,083 5,551 686 15 7,336
3,547 1,086 48 46 74 17 - 4,818
32,630 - - - - - - 32,630
- 151 2,179 3,585 7,945 201 - 14,061
17,599 6,146 12,546 26,103 111,487 101,804 1,535 277,220
102 164 267 376 1,917 - - 2,826
- - - - - - 39 39
- 61 253 179 23,332 18,049 - 41,874
- 598 4,259 23,813 102,891 17,034 - 148,595
- 1,819 2,329 4,266 - - - 8,414
- - - - - - 12,904 12,904
- - - - - - 28 28
- - - - - - 13,900 13,900
- - - - - - 6,920 6,920
4,712 3,459 - 225 - - 61 8,457
88,095 72,368 53,010 66,973 253,197 137,791 35,402 706,836
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Notes to the Accounts (continued)

5. Financial risk management (continued)

D) Liquidity risk (continued)

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Trading liabilities and other financial

instruments at fair value through
profit or loss
Derivative financial instruments
Deposits from customers
Certificates of deposit issued
Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Net liquidity gap

AT
The Bank
2005
—& =
Wy —AMHA =AMH AR &L LEDE T
On Upto1 1-3 3-12 1-5  Over5 H ps¥7
demand month months months years years Undated Total
51 s s 5 51 51 51 51
Tt Tt Tt Tt Tt Tt Tt Tt
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
32,630 - - - - - - 32,630
21,438 15,209 653 2,754 - - - 40,054
- 641 1,356 496 1,850 - - 4,343
1,775 1,259 93 163 491 118 - 3,899
209,684 200,646 108,813 15,794 319 - - 535,256
- - - 1,786 1,189 - - 2,975
12,164 3,577 376 3,174 197 - - 19,488
277,691 221,332 111,291 24,167 4,046 118 - 638,645
(189,596) (148,964) (58,281) 42,806 249,151 137,673 35,402 68,191
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

D) Liquidity risk (continued)

Assets

Cash and short-term funds

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

Trade bills

Hong Kong SAR Government
certificates of indebtedness

Certificates of deposit held

Advances and other accounts —
advances to customers

Advances and other accounts —
advances to banks and other
financial institutions

Held-to-maturity securities

Investment securities

Other investments securities —
equity securities

Other investments securities — debt
securities

Interests in subsidiaries

Interests in associates

Fixed assets

Investment properties

Other assets

Total assets

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances of banks
and other financial institutions

Deposits from customers

Certificates of deposit issued

Other accounts and provisions
(including deferred tax liabilities)

Total liabilities

Net liquidity gap

AARAT
The Bank
2004
—% =&
g —AHW =AM S RERE LFEME e
On Upto1 1-3 3-12 1-5 Over 5 H g7
demand month  months  months years years Undated Total
M M M M M M WM WM
[EW [EW [EW [EW [EW [EW [EW [EW
HK$'m HK$'m HK$'m HKS$'m HK$'m HK$'m HK$'m HK$'m
19,735 52,622 3,227 2,917 - - - 78,501
16 - 38,450 57,784 - - - 96,250
3 382 260 36 - - - 681
34,760 - - - - - - 34,760
- 459 1,395 4,691 8,278 203 - 15,026
16,790 4,916 10,921 24,240 107,783 85,603 6,456 256,709
- - - - 1,249 - - 1,249
- 5,009 22,967 27,684 92,008 9,521 20 157,209
- - - - - - 39 39
- - - - - - 20 20
- 400 19 585 5,994 881 - 7,879
- - - - - - 13,412 13,412
- - - - - - 27 27
- - - - - - 12,409 12,409
- - - - - - 4,651 4,651
1,391 4,512 29 705 345 - 72 7,054
72,695 68,300 77,268 118,642 215,657 96,208 37,106 685,876
34,760 - - - - - - 34,760
14,968 15,836 569 2,474 - - - 33,847
278,736 193,732 44,426 15,936 841 47 - 533,718
- - - 705 2,066 - - 2,771
6,068 4,249 2,133 8,169 207 - 203 21,029
334,532 213,817 47,128 27,284 3,114 47 203 626,125
(261,837) (145,517) 30,140 91,358 212,543 96,161 36,903 59,751
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K H M (8D Notes to the Accounts (continued)

5. &Rt XSE P (42) 5. Financial risk management (continued)

D) wshtERBE (4 D) Liquidity risk (continued)

R B H 5 28T e The above maturity classifications have been prepared in accordance with the guideline
S 8 JRy WA 2 M BUR on “Financial Disclosure by Locally Incorporated Authorized Institutions” under the
T2 (A MHA Supervisory Policy Manual issued by the HKMA. In accordance with the guideline, the
] WAL R 0 45 K0 ) Fe Group has reported assets such as advances and debt securities which have been
Shfigml. WA %R, overdue for not more than one month as “Repayable on demand”. In the case of an asset
KRR @A 1A that is repayable by different payments or instalments, only that portion of the asset that is
H 2 583K KAt 4510 25 actually overdue is reported as overdue. Any part of the asset that is not due is reported
WA TR %877 X+ according to the residual maturity unless the repayment of the asset is in doubt in which
F5 A TR K 81 43 W A IR case the amount is reported as “Undated”. The above assets are stated after deduction of
2, HATERE s provisions, if any.

W 38 01 2 38 43 B AR AT il
Wlo JLER B Z AT
ARETH e ) 4% PR AR
R X % 9 7 2 ik
REJIHBER, WIRHZEEK
Wk TIGEMHE .
LR FIR 2 R BN B
FEMTAEHES (AT .

4 v A% B3 H X I Al e

S SR T Kty The analysis of debt securities by remaining period to maturity is disclosed in order to
& R AT 2 A BUK comply with the guideline on “Financial Disclosure by Locally Incorporated Authorized
FHEZ (A Institutions” under the Supervisory Policy Manual issued by the HKMA. The disclosure
CIR IR AR LR E iR does not imply that the securities will be held to maturity.

SIS . FrEHEA

RE WU F B RFGE

FIHIH .
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Notes to the Accounts (continued)

5. Financial risk management (continued)

E) 4ty Mafi A E) Fair values of financial assets and liabilities

P

O AR A DAL I
AR R T 8 KA
I < i T L 2 B R AT
filro LU 2058 S A B
BT VP4 & R At T
HZ A PE.

B CAHARNZ

HRAT B8 S R LA 2

SR NA T
I 5 < L R B A e 18
TN R, o
fHS A EAHE .

IR
Koy 25 IR 7
IR, i AT
FLE, TR EH{E S A
fEAHA

Fif 22 R (4

FrA R B HIE R 2 A
SV AE R 32 T I s B2
4/ AT T AR Ky F
fith o 35 AT AR O B 3
IS S ERSP I EX P
fROE B Kol 2 S
i ZAF 25 117 3% 34 oK Ak
it

DR K L2 I WK A0 AT 2

AR
K BAHL N i 2 4 il 2k
B A 9% 22 T % B DAy
Tilh 40 300 < % S OO B A Y
5.

B

NI P YN S
FHHEFNE], K
W S A TE AR .

Fair value estimates are made at a specific point in time based on relevant market
information and information about various financial instruments. The following methods
and assumptions have been used to estimate the fair value of each class of financial
instruments as far as practicable.

Balances with banks and other financial institutions maturing between one and twelve
months and Trade bills

The maturities of these financial assets and liabilities are within one year and the
carrying value approximates fair value.

Advances to customers
Substantially all the advances to customers are on floating rate term, bear interest at
prevailing market interest rate and their carrying value approximates fair value.

Held-to-maturity securities (including Certificates of deposit held)

Fair value for held-to-maturity securities is based on market prices or broker/dealer price
quotations. Where this information is not available, fair value has been estimated using
quoted market prices for securities with similar credit, maturity and yield characteristics.

Loans and receivables and Certificates of deposit issued

A discounted cash flow model is used based on a current yield curve appropriate for the
remaining term to maturity.

Deposits from customers
Substantially all the deposits from customers mature within one year from balance sheet
date and their carrying value approximates fair value.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

5. Financial risk management (continued)

E) Fair values of financial assets and liabilities (continued)

F)

AEEH
The Group
T AP
Carrying Value Fair Value
2005 2004 2005 2004
WwMAE LT WEMA LT WwMA LT #WMH T
HK$’'m HK$'m HK$’'m HK$'m
Financial assets
Held-to-maturity securities
(including certificates
of deposit held) 178,521 212,129 177,318 213,017
Loans and receivables 13,080 - 13,061 -
Financial liabilities
Certificates of deposit
issued 136 3,788 134 3,810
AT
The Bank
Vi T AREEL
Carrying Value Fair Value
2005 2004 2005 2004
WMHE T WwMmA T WMHE T WwMA T
HK$’'m HK$'m HK$’'m HK$'m
Financial assets
Held-to-maturity securities
(including certificates of
deposit held) 158,571 180,346 157,518 181,126
Loans and receivables 8,414 - 8,402 -
Financial liabilities
Certificates of deposit
issued - 2,771 - 2,795

Fiduciary activities

The Group and the Bank provide custody, trustee and investment management services to
third parties which involve the Group and the Bank providing both settlement functions and
book keeping services to the beneficiaries. Those assets that are held in a fiduciary
capacity are not included in these accounts. As at 31 December 2005, the Group and the
Bank had a balance of securities custody accounts amounting to approximately
HK$175,412 million (2004:HK$147,076 million) and HK$102,233 million (2004:HK$86,725
million) respectively.
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Notes to the Accounts (continued)

6. Net interest income

Interest income

Cash and due from banks and other financial
institutions

Advances to customers

Listed investments

Unlisted investments

Others

Interest expense

Due to banks, customers and other financial
institutions

Debt securities in issue

Others

Net interest income

2005 2004
WMH T WA T
HK$’'m HK$'m
3,963 2,493
13,176 8,183
2,007 1,753
6,090 2,861
639 388
25,875 15,678
(12,351) (3,913)
(112) (82)
(575) (492)
(13,038) (4,487)
12,837 11,191

Included within interest income is HK$128 million of interest with respect to income

recognised on advances classified as impaired for the year ended 31 December 2005.
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K HE (8D Notes to the Accounts (continued)
7. RSP L4 7. Net fees and commission income

2005 2004
VINED WwME T
HK$’'m HK$'m

55 B S AR AN Fees and commission income
WEHEA Securities brokerage 834 934
(GRS Credit cards 737 666
R4 Bills commissions 532 547
DEHAR G Loan commissions 263 490
e 2 Payment services 381 349
LB Insurance 329 314
BEE A Asset management 183 233
{EHEIRSS Trust services 107 75
E{ERVN Guarantees 43 38

He Others

- PREAH - safe deposit box 169 161
- NUHE R - low deposit balance accounts 45 63
- WM - currency exchange 102 52
- PR -BOC cards 32 35
- REhpo - dormant accounts 25 28
- RENESS - agency services 12 24
- g - postage and telegrams 27 25
- HRMA - information search 37 33
- QAT - correspondent banking 19 18
- ARk % - RMB business 43 26
- e - sundries 190 195
4,110 4,306
55 3 S AR 4 S Fees and commission expenses (1,055) (1,083)
RS o B AR AN Net fees and commission income 3,055 3,223
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K H B (8 Notes to the Accounts (continued)
8. 1A G N 8. Net trading income
2005 2004
WME AT WwME T
HK$’'m HK$'m
Wilss / G PHA: Net gain/(loss) from:
- INIEAE B S AMEAE 57 i - foreign exchange and foreign exchange
products 1,464 1,059
- FHETH - interest rate instruments 146 (22)
- B RGEE TR - equity instruments 12 26
- T - commodities 52 55
1,674 1,118
AN AZ Ty N A 35 32 38 Foreign exchange net trading income includes gains and losses from forward and futures
FNT A2 AR Bl K 4h contracts, options, swaps and translation of foreign currency assets and liabilities.
T 98 777 R A7 A5 3 55 1 7 21 1
W 2575 1
9. HpaE Il 9. Other operating income
2005 2004
WME AT WwME T
HK$’'m HK$'m
TEZ5 8598 e RN Dividend income from investments in securities
- AR BT R - unlisted investments 14 14
BEg Pl 2 4 BN Gross rental income from investment properties 194 210
W A RBEYNL ST Less: Outgoings in respect of investment properties (62) (69)
e Others 149 165
295 320
[ KRBT 2 3 4G Included in the “Outgoings in respect of investment properties” were HK$17 million (2004:
WM 1.7 TJi7C (2004 4 HK$13 million) of direct operating expenses related to investment properties that were not let

WM 1.3 T RTARHHM during the year.
Bz HiRAE .
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Notes to the Accounts (continued)

10. Operating expenses

2005 2004
W EJI T WmHE T
HK$’'m HK$'m
Staff costs (including directors’ emoluments)
- salaries and other costs 3,213 3,045
- termination benefit 1 1
- pension cost 252 241
3,466 3,287
Premises and equipment expenses (excluding
depreciation)
- rental of premises 258 226
- information technology 283 301
- others 202 198
743 725
Depreciation 566 585
Auditors’ remuneration
- audit services 27 24
- non-audit services 8 15
Other operating expenses 920 868
5,730 5,504
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Notes to the Accounts (continued)

11. Reversal of loan impairment allowances on advances

Net reversal of loan impairment allowances on advances

- Individually assessed
- Collectively assessed

Of which
- new allowances
- releases
- recoveries (Note 26)

Net credit to profit and loss account (Note 26)

12. Write-back of bad and doubtful debts

Net credit for bad and doubtful debts
Specific provisions

- new provisions

- releases

- recoveries (Note 27)

General provisions (Note 27)

Net credit to profit and loss account (Note 27)
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2005 2004
WMHE T WMH AT
HK$’m HK$'m
1,377 -
1,268 -
2,645 -
(1,315) -
2,321 -
1,639 -
2,645 -

2005 2004

WMmH AT WMH AT

HK$’m HK$'m

- (1,520)

- 1,851

- 1,356

- 1,687

- (59)

- 1,628
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

13.

14,

Net gain from disposal of/revaluation of fixed assets

2005 2004
WMHE T WwMmAE T
HK$’'m HK$'m
Net (loss)/gain on disposal of premises
(3) 29
Net loss on disposal of other fixed assets (14) (3)
Net gain on revaluation of premises (Note 35)
97 1,366
Reversal of impairment losses on premises (Note 35)
5 -
Provision for impairment losses on fixed assets
(Note 35) (1) -
84 1,392
Net gain from disposal of/fair value adjustments on investment
properties
2005 2004
WMHE T WwMmA T
HK$’'m HK$'m
Net gain on disposal of investment properties 14 196
Net gain on fair value adjustments on investment
properties 1,382 525
1,396 721

121



@ ¥ B4 5w ) amAT

BANK OF CHINA (HONG KONG) LIMITED

ik H A (22
15. FiIm

Notes to the Accounts (continued)

15. Taxation

ALK A BLIRAL I T -

Taxation in the profit and loss account represents:

2005 2004
WME ST WwME T
HK$’'m HK$'m
F R Hong Kong profits tax

- ARAEBLI - current year taxation 2,282 2,116
- [EAE AR - over-provision in prior years (34) (91)
I N 38 RE R T Deferred tax charge 424 148
2,672 2,173

VAL E &5 4 P uhr Attributable share of estimated Hong Kong profits tax
RGBT 4 losses arising from investments in partnerships (3) (203)
2,669 1,970
R B pk Al 4 % Investments in partnerships written off 3 139
FIEFEEL Hong Kong profits tax 2,672 2,109
AL Overseas taxation 39 17
2,711 2,126
N o R 3 LI Share of taxation attributable to associates - 1
2,711 2,127

AT ) 1 A A4
JEE Ak v N R T R R A B
17.5% (2004 4: 17.5%)
FeARMER o W SN 2 B
2 IR AR R A o 1 URB v A
R 2N 55 PTEE K 2
JUTBLA ST

AARIAINT 572 T KB B
BTSRRI
EEkANL. T 2005 4 12
31 H, AERIT
ZHRINT LG8 ik
o MITeR™ ] W, Lk
M 1.65 {47t (2004 4. #
M 6.13 1270). ALERT It
Ak Al BERE, LB
P Bi o5 Ak 2 LB, fES
PR AN YT A AR o

Hong Kong profits tax has been provided at the rate of 17.5% (2004: 17.5%) on the
estimated assessable profits arising in Hong Kong during the year. Taxation on overseas

profits has been calculated on the estimated assessable profits for the year 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 31 December 2005, the Group’s investments in

such partnerships, which are included in “Other assets” in the consolidated balance sheet,
amounted to HK$165 million (2004: HK$613 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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15. Biln (22 15. Taxation (continued)

The total assets and liabilities of the aforementioned partnerships are as follows:

2005 2004

WMH T WA T

HK$’m HK$'m

Assets 589 2,356
Liabilities 433 1,655

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:

2005 2004

W HE I WmHE G

HK$’'m HK$'m

Profit before taxation 16,367 14,277
Calculated at a taxation rate of 17.5% (2004: 17.5%) 2,864 2,498
Effect of different taxation rates in other countries (19) 41)
Income not subject to taxation (182) (332)
Expenses not deductible for taxation purposes 81 173
Tax losses not recognised 9 2
Utilisation of previously unrecognised tax losses (8) (19)
Over-provision in prior years (34) (91)
Tax benefits from partnerships - (64)
Share of taxation attributable to associates - 1
Taxation charge 2,711 2,127
Effective tax rate 16.6% 14.9%
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K H M (8D Notes to the Accounts (continued)
16. AHRATIC AN T F] 16, Profit attributable to equity holders of the Bank

% 2005412 H 31 Hik The profit of the Bank for the year ended 31 December 2005 attributable to equity holders of
AT I AR 5 A RAT the Bank and dealt with in the accounts of the Bank amounted to HK$12,778 million (2004:
i KA s 127.78 147t HK$11,381 million).

(2004 4 #M 113.81 12
76D, I CHIANARATZ K

HA.
17. & 17.Dividends
2005 2004
(531 S (5 st
W WMHE T M WMH It
Per share Total Per share Total
HK$ HK$’'m HK$ HK$'m
e I R First interim dividend 0.055 2,367 0.090 3,874
BRI E Second interim dividend 0.137 5,897 0.095 4,089
0.192 8,264 0.185 7,963
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Notes to the Accounts (continued)

18. Retirement benefit costs
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The principal defined contribution schemes for the Group’s employees are ORSO schemes
exempted under the MPF Schemes Ordinance and the BOC-Prudential Easy Choice MPF
Scheme. Under the ORSO schemes, employees make monthly contributions to the ORSO
schemes equal to 5% of their basic salaries, while the employer makes monthly contributions
equal to 5% to 15% of the employees’ monthly basic salaries, depending on years of service.
The employees are entitled to receive 100% of the employer’s contributions upon termination
of employment after completing 20 years of service, or at a scale ranging from 20% to 95%
for employees who have completed between 3 to 20 years of service, on conditions of
retirement, early retirement, permanent incapacity and ill-health or termination of
employment other than summary dismissal.

With the implementation of the MPF Schemes Ordinance on 1 December 2000, the Group
also participates in the BOC-Prudential Easy Choice MPF Scheme, of which the trustee is
BOCI-Prudential Trustee and the investment manager is BOCI-Prudential Manager, which
are related parties of the Bank.

The Group’s total contributions made to the ORSO schemes for the year ended 31
December 2005 amounted to approximately HK$225 million (2004: approximately HK$225
million), after a deduction of forfeited contributions of approximately HK$23 million (2004:
approximately HK$21 million). For the MPF Scheme, the Group contributed approximately
HK$15 million (2004: approximately HK$12 million) for the year ended 31 December 2005.
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Notes to the Accounts (continued)

19. Share option schemes

(@) IR R Bt 1 8 (a) Share Option Scheme and Sharesave Plan

il
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The principal terms of the Share Option Scheme and the Sharesave Plan were
approved and adopted by written resolutions of all the shareholders of BOCHK
(Holdings) dated 10 July 2002.

The purpose of the Share Option Scheme is to provide the participants with the
opportunity to acquire proprietary interests in BOCHK (Holdings). The Board of
BOCHK (Holdings) may, in its absolute discretion, offer to grant options under the
Share Option Scheme to any person as the Board of BOCHK (Holdings) may select.
The subscription price for the shares shall be determined on the date of grant by the
Board of BOCHK (Holdings) as an amount per share calculated on the basis of
established rules. An option may be exercised in whole or in part at any time after the
date prescribed by the Board of BOCHK (Holdings) and from time to time as specified
in the offer and on or before the termination date prescribed by the Board of BOCHK
(Holdings).

The purpose of the Sharesave Plan is to encourage broad-based employee ownership
of the shares of BOCHK (Holdings). The amount of the monthly contribution under the
savings contract to be made in connection with an option shall be the amount which
the relevant eligible employee is willing to contribute, which amount shall not be less
than 1% and not more than 10% of the eligible employee’s monthly salary as at the
date of application or such other maximum or minimum amounts as permitted by the
Board of BOCHK (Holdings). When an option is exercised during an exercise period, it
may be exercised in whole or in part.

No options were granted pursuant to the Share Option Scheme or the Sharesave Plan
during the year 2005 (2004:Nil).
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BVI

60

BVI
31,132,600
53
2002 11

2005 12
2005 1 1
2005 12 31
2005 12 31
2004 1 1
2004 12 31
2004 12 31

7
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Notes to the Accounts (continued)

19. Share option schemes (continued)

(b) Pre-Listing Share Option Scheme

On 5 July 2002, several directors together with approximately 60 senior management
personnel of BOCHK (Holdings) and employees of BOC were granted options by BOC
(BVI), the immediate holding company of the Bank, pursuant to a Pre-Listing Share
Option Scheme to purchase from BOC (BVI) an aggregate of 31,132,600 existing
issued shares of BOCHK (Holdings). The Group has taken advantage of the
transitional provisions set out in paragraph 53 of HKFRS 2 under which the new
recognition and measurement policies have not been applied to all options grants to
employees on or before 7 November 2002.

Details of the share options outstanding as at 31 December 2005 are disclosed as

follows:

At 1 January 2005

Less: Share options
exercised during
the year

Less: Share options
lapsed during the
year

At 31 December 2005

Exercisable at 31
December 2005

At 1 January 2004

Transfer

Less: Share options
exercised during
the year

Less: Share options
lapsed during the
year

At 31 December 2004

Exercisable at 31
December 2004

Average

Total number exercise

Senior * of share price

Directors management Others* options (HK$per share)
8,459,100 10,532,700 1,446,000 20,437,800 8.5

- (2,121,550) - (2,121,550) 8.5

- (108,500) - (108,500) 8.5

8,459,100 8,302,650 1,446,000 18,207,750 8.5
6,253,950 5,071,600 1,084,500 12,410,050 8.5
12,001,800 14,705,700 - 26,707,500 8.5
(3,181,200) - 3,181,200 - 8.5
(361,500) (1,814,000) - (2,175,500) 8.5

- (2,359,000)  (1,735,200) (4,094,200) 8.5
8,459,100 10,532,700 1,446,000 20,437,800 8.5
4,048,800 3,853,600 723,000 8,625,400 8.5

* Represented share options held by ex-directors of the Group.
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Notes to the Accounts (continued)

19. Share option schemes (continued)

(b) Pre-Listing Share Option Scheme (continued)

Share options were exercised on a regular basis throughout the year, the weighted
average share price during the year was HK$15.01 (2004: HK$14.14).

The options granted under this scheme can be exercised at HK$8.50 per share in
respect of the option price of HK$1.00. These options have a vesting period of four
years (25% of the number of shares subject to such options will vest at the end of each
year) from the date on which dealings in the shares commenced on the Stock
Exchange with a valid exercise period of ten years. No offer to grant any options under
the Pre-Listing Share Option Scheme will be made on or after the date on which
dealings in the shares commenced on the Stock Exchange.
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Notes to the Accounts (continued)

(a) Directors’ emoluments

[
(a) =34
AR A AT
A2 M % T S AT A
LR R i T 4
THUIR
2 2005 4F1:  For the year ended 2005
PATHE S Executive Directors
F)dk He Guangbei
AT HE Non-executive Directors
EE Xiao Gang
hE KL Sun Changji
eIl Hua Qingshan
2= 5Ly Li Zaohang
ST Zhou Zaiqun
RS Zhang Yanling
15 [ 2 Fung Victor Kwok King*
AT Shan Weijian*
N Tung Chee Chen*
AR Tung Savio Wai-Hok*
SR Yang Linda Tsao*
W Note:

* BT ARAT

year are as follows:

20. Directors’ and senior management’s emoluments

Details of the emoluments paid to or receivable by the directors of the Bank during the

FEAHT G NG
&Rk

Basic  NIBRETIR]

salaries, (P& T

H G allowances Contributions
Directors’ and benefits to pension FiZAN Bt
Fees in kind schemes Bonus Total
T J0 T J0 T J0 T J0 T J0
HK$°000 HK$’000 HK$’000 HK$’000 HK$’000
331 4,728 - 1,969 7,028
300 - - - 300
300 - - - 300
254 - - - 254
250 - - - 250
254 - - - 254
250 - - - 250
300 - - - 300
350 - - - 350
300 - - - 300
29 - - - 29
263 - - - 263
3,181 4,728 - 1,969 9,878

* Independent Non-executive Directors
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Notes to the Accounts (continued)

(a) Directors’ emoluments (continued)

For the year ended 2004

Executive Directors
He Guangbei

Non-executive Directors
Xiao Gang

Sun Changji

Hua Qingshan

Li Zaohang

Zhou Zaiqun

Zhang Yanling

Fung Victor Kwok King*
Shan Weijian*

Tung Chee Chen*
Yang Linda Tsao*

Ping Yue

Note:

20. Directors’ and senior management’s emoluments (continued)

FEAH 4 HEG

KRR IR G R

Basic salaries, FTEZ ALK

HAAH G allowances Contributions
Directors’  and benefits in to pension FIZAN Bt
Fees kind schemes Bonus Total
Mo Mo Mo Mo Mo
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000
350 3,113 423 411 4,297
300 - - - 300
300 - - - 300
250 - - - 250
250 - - - 250
250 - - - 250
250 - - - 250
300 - - - 300
350 - - - 350
300 - - - 300
246 - - - 246
22 - - - 22
3,168 3,113 423 411 7,115

* Independent Non-executive Directors
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Notes to the Accounts (continued)

20. Directors’ and senior management’s emoluments (continued)

(a) Directors’ emoluments (continued)

In July 2002, options were granted to several directors of the Bank by the indirect

holding company, BOC (BVI), under the Pre-Listing Share Option Scheme. Full details

of the scheme are stated in Note 19(b). During the year, no options were exercised and

no benefits arising from the granting of these share options were included in the

directors’ emoluments disclosed above or recognised in the profit and loss account.

For details of policies on directors’ emoluments please refer to the Corporate

Governance Report.

(b) Five highest paid individuals

The five individuals whose emoluments were the highest in the Group for the year

include 1 (2004: 1) director whose emoluments are reflected in the analysis presented

above. The emoluments payable to the remaining 4 (2004: 4) individuals during the

year are as follows:

Basic salaries and allowances
Discretionary bonuses
Others (including pension contributions)
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K H M (8D Notes to the Accounts (continued)
20. FEHESRE R 20. Directors’ and senior management’s emoluments (continued)
M4 (42
(b) Fifrdm i A £ (b) Five highest paid individuals (continued)
€29)
A ST 4 2 A0 AN R Emoluments of individuals were within the following bands:
N
Number of individuals
2005 2004

2,000,001 #7T 4 2,500,000 #7t HK$2,000,001 — HK$2,500,000 - 3
2,500,001 #7t 4 3,000,000 #7t HK$2,500,001 — HK$3,000,000 - 1
3,000,001 #7Tt % 3,500,000 #7t HK$3,000,001 — HK$3,500,000 1 -
4,500,001 #5704 5,000,000 #5570 HK$4,500,001 — HK$5,000,000 2 -
5,000,001 #7T % 5,500,000 #7t HK$5,000,001 — HK$5,500,000 1 -
A A P B O #E T During the year, no director waived any emoluments and the Group has not
AT 4, AR paid any emoluments to the directors or any of the five highest paid individuals
T T o B LA B e as an inducement to join or upon joining the Group or as compensation for loss
B £ 2 A AT A of office.
AR I N A B
212 5 Jih B A Ay s B
M2 T4 o
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21. FEAI4A KA %4 21. Cash and short-term funds

Notes to the Accounts (continued)

AKRAEH KHRAT
The Group The Bank
2005 2004 2005 2004
WMH T WMH T WMH T WMH T
HK$’m HK$'m HK$’m HK$'m
EAF L4 Cash 3,032 4,072 2,598 3,686
AT B AL e b 2 45 Balances with banks and
1t other financial
institutions 27,671 16,904 26,308 16,049
R399 A 1 AN H P 21035 300 Money at call and short
SLNIEEPS notice maturing within
one month 78,051 70,892 56,685 48,678
s CRFERAMNC L4 540D Treasury bills (including
Exchange Fund Bills) 6,821 10,779 6,134 10,088
115,575 102,647 92,225 78,501
PEZF TN T An analysis of treasury bills held is as follows:
Ak Bz ar kIR SR, 4% Unlisted,
NS EIEWNIS available-for-sale
securities, at fair value 5,271 - 4,584 -
e Bz FiA 2z B R Unlisted, held-to-maturity
I5y T AN securities, at amortised
cost - 8,947 - 8,256
e Lz EESHE, % Unlisted, other
NS IEWNIIS investments in
securities, at fair value - 1,832 - 1,832
e b2 A GRS A Unlisted, trading
S AR AR A 1R 5L securities and other
BRI financial instruments at
fair value through profit
orloss 1,550 - 1,550 -
6,821 10,779 6,134 10,088
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

A
The Group

22. Trading securities and other financial instruments at fair value
through profit or loss

APEAR LT A B 2
e e e

LR Other financial instruments at puSay
Trading securities fair value through profit or loss Total
2005 2004 2005 2004 2005 2004
wmEon WmET WmET WmET WMHEN WmA ST
7t
HK$’'m HK$'m HK$’'m HK$'m HK$’'m HK$'m
At fair value
Debt securities
- Listed in Hong Kong 409 - 609 - 1,018 -
- Listed outside Hong
Kong 4,181 - 931 - 5,112 -
4,590 - 1,540 - 6,130 -
- Unlisted 2,556 - 948 - 3,504 -
7,146 - 2,488 - 9,634 -
Equity securities
- Listed in Hong Kong 18 - - - 18 -
Total 7,164 - 2,488 - 9,652 -
RYAT
The Bank
IR A T AN B A
BT A R
oy RS Other financial instruments at B
Trading securities fair value through profit or loss Total
2005 2004 2005 2004 2005 2004
WwmEyon WmEge WmAsIe WmEAT WmEn WmE T
HK$’'m HK$'m HK$’'m HK$'m HK$’'m HK$'m
At fair value
Debt securities
- Listed in Hong Kong 256 - 103 - 359 -
- Listed outside Hong
Kong 4,181 - 226 - 4,407 -
4,437 - 329 - 4,766 -
- Unlisted 2,555 - - - 2,555 -
6,992 - 329 - 7,321 -
Equity securities
- Listed in Hong Kong 15 - - - 15 -
Total 7,007 - 329 - 7,336 -
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22. H SR AP 22. Trading securities and other financial instruments at fair value

Notes to the Accounts (continued)

AT AR 2 1 E
<SRBT (B

SRR SN Ik ATy
AP ot (038 i B8 2

through profit or loss (continued)

Trading securities and other financial instruments at fair value through profit or loss are

analysed by issuers as follows:

AW AT -
ARAE KRERAT
The Group The Bank
2005 2004 2005 2004
WMH T WA T WMH T WMHE T
HK$’m HK$'m HK$’m HK$'m
SR BUR K JRAT Central governments and
central banks 809 - 623 -
NI Public sector entities 1,620 - 1,504 -
AT B e G b LA Banks and other financial
institutions 5,721 - 4,726 -
NGk Corporate entities 1,502 - 483 -
9,652 - 7,336 -

AL G MRS B AR
T A a8 ) e i e
RUE -

All trading securities and other financial instruments at fai

classified as follows in:

r value through profit or loss are

KA RYAT
The Group The Bank
2005 2004 2005 2004
W E It WmHE T W E JI T WmHE T
HK$’'m HK$'m HK$’'m HK$'m
AT IR 4 S e % 4 Cash and short-term
funds 1,550 - 1,550 -
R AT HE Certificates of deposit
held 807 - 463 -
R Gy M5 S oy PAE B A o Trading securities and
A & 1) e G R s other financial
instruments at fair value
through profit or loss 9,652 - 7,336 -
12,009 - 9,349 ]
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Notes to the Accounts (continued)

23. Derivative financial instruments

ALEWIT SR FI B AL 2
TEFR R BT m AR
A i TR A5 2 A K
S AR B2 ]

EWISNE A R T A K
B H SR B2 Ah T 17K
Wi A BUL RIS 4
22 IR 4 1) AR A T e S
LB R L T e 4
A2 by BT LR G b g
e 2B M AE AR

1309 S 0 B S22 Y ) < < il
THAE 2 R 245
e 25 BRI T 1T 3 R R
HTEE Ly, ERAEARKE
HAAE A 4R R 5 i
R AR 22 5 e 44 XA
SWHHAT R ILEATH

BE A e D < m s
FRAZ A [ B < U At g
A 7RV o 35303 1 45 RS AN
RIS A= Chnfi e R
LIREFE) st a)E (i
FARLDD A 4 sl DAL
P Al CnAE X e mA 2
B . BRI MG
L5, ZEEL S TR A A
&

AN R B s 524
Je 5% 4 IR 4R IR
S5 CHAETTD R3T7 (B
I RAMAEANRIE
39T A ke — 5 I 393 P 4
ZE MM AR K G
BO B GARIIRO
S8 B 1R < i TR R RCR)
Gy AEA& D R
2 FEFIIMCRIF) 2 XU, 5]
AUR) S 75 W S 7 WAL HR
SE R B o AR IR &
20 550 T AE S A B
I IR BB AR 5 BT
BEAT (I T2 5y BT kAT 1631
IO,

The Group enters into the following equity, foreign exchange, interest rate and precious
metal related derivative financial instruments for trading and risk management purposes:

Currency forward represent commitments to purchase and sell foreign currency on a future
date. Interest rate futures are contractual obligations to receive or pay a net amount based
on changes in interest rates or buy or sell interest rate financial instruments on a future date
at an agreed price in the financial market under the administration of the stock exchange.
Forward rate agreements are individually negotiated interest rate futures that call for a cash
settlement at a future date for the difference between a contracted rate of interest and the
current market rate, based on a notional principal amount.

Currency, interest rate and precious metal swaps are commitments to exchange one set of
cash flows or commodity for another. Swaps result in an exchange of currencies, interest
rates (for example, fixed rate for floating rate), or precious metals (for example, silver
swaps) or a combination of all these (i.e. cross-currency interest rate swaps). Except for
certain currency swap contracts, no exchange of principal takes place.

Foreign currency, interest rate, equity and precious metal options are contractual
agreements under which the seller (writer) grants the purchaser (holder) the right, but not
the obligation, either to buy (a call option) or sell (a put option) at or by a set date or during a
set period, a specific amount of the financial instrument at a predetermined price. In
consideration for the assumption of foreign exchange and interest rate risk, the seller
receives a premium from the purchaser. Options are negotiated over-the-counter (“OTC”)
between the Group and its counterparty or traded through the stock exchange (for example,
exchange-traded stock option).
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K HE (8D Notes to the Accounts (continued)

23. fif’E&mi T H (42 23. Derivative financial instruments (continued)

KA 2 AT A i T B A The contract/notional amounts and fair values of derivative financial instruments held by the
WIS EER LA T B /N Group are set out in the following tables. The contract/notional amounts of these
SPAEVES T R B S instruments indicate the volume of transactions outstanding at the balance sheet dates and
KHERM e T ANE certain of them provide a basis for comparison with fair value instruments recognised on
4y / 4 LA AU R the consolidated balance sheet. However, they do not necessarily indicate the amounts of
TTFHE AR Z RS future cash flows involved or the current fair values of the instruments and, therefore, do
JRAZ Gy i, AT T A TR not indicate the Group’s exposure to credit or market risks. The derivative financial
PACES NS Sk & Y] instruments become favourable (assets) or unfavourable (liabilities) as a result of
AT N HESE TR fluctuations in market interest rates, foreign exchange rates or equity and metal prices
e A Wi N A S =R relative to their terms. The aggregate fair values of derivative financial instruments assets
7 AU 6 b Atk . H and liabilities can fluctuate significantly from time to time.

s EIFAMRR T L (R
oK FAY B < U 2 A
SR DTt AN R S AR 42
VA BT T s £ 455 1Y R 2
. B 5 T AR T
HAa 253K i A
AR BB B A 5t
JEA AR BN, TR T
FLI A8 mT 87 A2 X RAT
AR CRD) AT (D
(RIS, XKLL ] BEAEAN
EECIEES RS ONINMI &P
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Notes to the Accounts (continued)

23. Derivative financial instruments (continued)

The following is a summary of the contract/notional amounts of each significant type of
derivative financial instruments:

AR
The Group
2005 2004
K3 I S KL NSy Al
Trading Hedging Total Trading Hedging Total
WwWmE e WmENT WmET WmEAIC WmEAIE WMEAIT
HK$’m HK$’m HK$’m HK$'m HK$'m HK$'m
Exchange rate contracts
Spot and forward 113,672 - 113,672 15,840 - 15,840
Swaps 177,871 - 177,871 200,862 3,715 204,577
Foreign currency
option contracts
- Options purchased 2,227 - 2,227 1,415 - 1,415
- Options written 1,315 - 1,315 2,851 - 2,851
295,085 - 295,085 220,968 3,715 224,683
Interest rate contracts
Futures 194 - 194 389 - 389
Swaps 29,310 194 29,504 5,349 17,166 22,515
Interest rate option
contracts
- Swaptions
purchased - - - 469 - 469
- Swaptions written 1,153 - 1,153 2,206 - 2,206
Other contracts
- Bond option written 465 - 465 - - -
31,122 194 31,316 8,413 17,166 25,579
Bullion contracts 17,808 - 17,808 1,092 - 1,092
Equity contracts 567 - 567 1,014 - 1,014
Total 344,582 194 344,776 231,487 20,881 252,368
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K H M (8D Notes to the Accounts (continued)

23. fif’E&mi T H (42 23. Derivative financial instruments (continued)

AT
The Bank
2005 2004
JSE JRUGE %) g P XS ety
Trading Hedging Total Trading Hedging Total
WwimE e WmE Ay Wmakoe  WmEoe mEkoe WmEAT
HK$’'m HK$’'m HK$’'m HK$'m HK$'m HK$'m
CHEEY Exchange rate contracts
R % 37t 34 Spot and forward 109,480 - 109,480 15,258 - 15,258
i Swaps 176,715 - 176,715 200,890 3,514 204,404
HNCAE GRS 2 Foreign currency option
contracts
- SENHIRL - Options purchased 2,227 - 2,227 1,415 - 1,415
- SEH IR - Options written 1,315 - 1,315 2,851 - 2,851
289,737 - 289,737 220,414 3,514 223,928
FZ54 Interest rate contracts
Wt Futures 194 - 194 389 - 389
Eh) Swaps 22,542 - 22,542 4,834 13,822 18,656
FIZ B2 Interest rate option
contracts
- SO\ TR - Swaptions
purchased - - - 341 - 341
- ST - Swaptions written 1,153 - 1,153 1,371 - 1,371
Hetd Other contracts
- SEH TR IR - Bond option written 465 - 465 - - -
24,354 - 24,354 6,935 13,822 20,757
TaEAY Bullion contracts 17,808 - 17,808 1,092 - 1,092
i e a] Equity contracts 525 - 525 853 - 853
Rt Total 332,424 - 332,424 229,294 17,336 246,630

VE: T 20054, £ 1EN  Note: In 2005, all derivatives held for hedging are designated as fair value hedges.
PRS2 A5 A7 4 il
THAE AP
[SOTRLLR
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K H M (8D Notes to the Accounts (continued)

23. fif’E&mi T H (42 23. Derivative financial instruments (continued)

LR & K474 & T The following table summarises the fair values of each class of derivative financial
HF 2005412 H 31 H instrument as at 31 December 2005:
LN EE
A
The Group
AR B AR A5
Fair value assets Fair value liabilities

K3 IG5 e 587 K3 IR S e Mt

Trading Hedging Total Trading Hedging Total

WM H AT WM H AT WMEAI  WmEAx WmEAT WBTHAT

HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m

CHEEY Exchange rate

contracts 4,167 - 4,167 2,329 - 2,329

FZ54 Interest rate contracts 138 3 141 1,028 1 1,029
sixJE44)  Bullion contracts 873 - 873 833 - 833
WIS A4 Equity contracts 3 - 3 2 - 2
5,181 3 5,184 4,192 1 4,193

AT
The Bank
AR AR A5
Fair value assets Fair value liabilities

K3 IG5 e 5878 K3 IR S e Mt

Trading Hedging Total Trading Hedging Total

WM H AT WM H AT WMHAI  WmHEART  WmEAT WBhHAT

HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m

CHEEY Exchange rate

contracts 3,830 - 3,830 2,266 - 2,266

MEEY Interest rate contracts 112 - 112 798 - 798
BiéxJE {74y Bullion contracts 873 - 873 833 - 833
WS 40 Equity contracts 3 - 3 2 - 2
4,818 - 4,818 3,899 - 3,899
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Notes to the Accounts (continued)

23. Derivative financial instruments (continued)

LR TR
A B A7 B KB 0 A K
CHF R TE B X 7 40 45 5
GHEZ D) WK

TREYH
RS
EEEA
I Bt 45 2

LREH
MREL
REEEN
It Bt 45 2

A5 DR DA A BRI A A 4R
ATk A A1 B 2 = Je A R e
Pk 1= 5] b7 o= A s e
AT LG R H AL
SRR AEAT G

A R R T A
B v S AN N IE O A
YA RS S T AN
ToE), IFRAEIZSE S AR
T E TS R AL %S
LT &5 2 A5 ST oL
R R AR 51V, I
FWCRE I AT FEAE A

AL HARAT 4304 65%
B 5% AT A A fih T HAL 5
I e ST

The replacement costs and credit risk weighted amounts of the above derivative financial
instruments, which do not take into account the effects of bilateral netting arrangements are
as follows:

KA
The Group

2005 2004 2005 2004

15 DY ARG A 500 HEERA

Credit risk weighted amount Replacement cost
WMH T WMHE T WMH T WMH T
HK$’'m HK$'m HK$’'m HK$'m
Exchange rate contracts 415 694 246 1,264
Interest rate contracts 49 57 85 97
Bullion contracts 1" 10 873 12
Equity contracts 9 16 3 6
484 777 1,207 1,379
KT
The Bank

2005 2004 2005 2004

15 DY ARG A 500 EE A

Credit risk weighted amount Replacement cost

WMH It WA T WMH T WMH T
HK$’'m HK$'m HK$’'m HK$'m
Exchange rate contracts 41 690 237 1,262
Interest rate contracts 32 30 57 39
Bullion contracts 1" 10 873 12
Equity contracts 9 16 3 6
463 746 1,170 1,319

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 and is calculated in accordance with the
guidelines issued by the HKMA. Accrued interest has been excluded in the calculation.

The Group and the Bank undertake approximately 65% and 65% of its transactions in
derivative financial instruments contracts with other financial institutions respectively.
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K H B (8 Notes to the Accounts (continued)
24, ¥R ZAFHIE 24. Certificates of deposit held
A RYUT
The Group The Bank
2005 2004 2005 2004
WME AT WwME T WME AT WwME T
HK$’m HK$'m HK$’m HK$'m
e BT, R PEAK Unlisted, at fair value
- AR RS - Available-for-sale
securities 4,178 - 3,622 -
- eir R - Other investments in
securities - 206 - 145
- GRS KA PAE AR - Trading securities and
AT N 28 1) e 4 other financial
il instruments at fair
value through profit or
loss 807 - 463 -
4,985 206 4,085 145
e by, ey oA Ak Unlisted, at amortised cost
- PR B H RS - Held-to-maturity
securities 14,479 22,132 9,976 14,881
19,464 22,338 14,061 15,026
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T 2005412 H 31 H, &
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25. DT e kI 25. Advances and other accounts
ARAEH KERAT
The Group The Bank
2005 2004 2005 2004
W H TG WmHE T W H TG WmHE T
HK$’m HK$'m HK$’m HK$'m
% PR Advances to customers 334,014 313,226 278,550 261,081
NAFFLE Accrued interest - 2,480 - 2,150
334,014 315,706 278,550 263,231
DEFRAETAE % / RIR K Loan impairment
% allowances/Provision
for bad and doubtful
debts
- LA BIVEAL B 26D - Individually assessed
(Note 26) (983) ; (772) ;
- FRA A PEAL (I 26) - Collectively assessed
(Note 26) (731) ; (558) ;
- FEMES (PR 27D - Specific provision
(Note 27) ; (2,320) . (1,963)
- —iAERS (A 27D - General provision
(Note 27) . (5,465) . (4,559)
(1,714) (7,785) (1,330) (6,522)
332,300 307,921 277,220 256,709
AT B L e G p LA 55k Advances to banks and
other financial
institutions 3,055 1,290 2,826 1,249
ST Total 335,355 309,211 280,046 257,958

As at 31 December 2005, advances to customers of the Group and the Bank include accrued
interest on gross advances of HK$1,203 million and HK$1,028 million respectively.

As at 31 December 2005, impaired advances to customers are analysed as follows:

Gross impaired advances to customers
(Note a)

Loan impairment allowances made in respect
of such advances

Gross impaired advances to customers as a
percentage of gross advances to customers
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A AT

The Group The Bank
2005 2005

W EJI T W E It
HK$’'m HK$’'m
4,263 3,772
1,269 1,021
1.28% 1.35%
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Notes to the Accounts (continued)

PEa e HE IR (4:)  25. Advances and other accounts (continued)

T2004 212 H31 H, &
JEAGEFII TR -

ANEAGER (MHE b)

LIRS E A DERAE L
R e

AL 3 K
ISY PR 8=

12005412 H 31 H, %t
AT B I E R 2 1%
I TCAR AT AT B KA
HE% .

LR DRI AR HE %/ Rl
MR 2% T HBA R
ARSI

T-2004 412 H 31 H, Xt
AT P e LR 2 1%
HEETCA B 2ae AN ek
sROEETEAE, I
TR AIHER 2 K o

B

(a)

TAE 2 7% P DR 4R K
[l =3 2 N U= S |
RZABGEH, 124 s
A A2 Mt TR IS B A ek
BB PO ik,
AR DY 3K A 45 AL B [ 80K
I e S/ € SN i
AT B

(b)

I BN & € IR DSYSARYN
Lk sk O v SR R
PN

As at 31 December 2004, non-performing loans were analysed as follows:

A AT

The Group The Bank

2004 2004

WwMA T WwMA AT

HK$'m HK$'m

Non-performing loans (Note b) 9,239 8,369
Specific provisions made in respect of such

advances 2,269 1,963

Non-performing loans as a percentage of
total advances to customers 2.95% 3.21%

As at 31 December 2005, no loan impairment allowances were made in respect of
advances to banks and other financial institutions.

The above loan impairment allowances/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 31 December 2004, nor
were there any specific provisions made.

Notes:

(a)

Impaired advances to customers are those individual advances where full repayment of
principal and/or interest is considered unlikely and are classified as such when such a
situation becomes apparent. Accordingly, impaired advances represented advances, which
have been classified as “substandard”, “doubtful” and “loss” under the Group’s classification
of loan quality.

(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.
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26. Loan impairment allowances

At 1 January 2005
As previously reported (Note 27)
Opening adjustments to comply

with HKAS 39

Balance after opening
adjustments

Credited to profit and loss account
(Note 11)

Loans written off during the year
as uncollectible

Recoveries (Note 11)

Unwind of discount on allowance

At 31 December 2005

At 1 January 2005
As previously reported (Note 27)
Opening adjustments to comply

with HKAS 39

Balance after opening
adjustments

Credited to profit and loss account

Loans written off during the year
as uncollectible

Recoveries

Unwind of discount on allowance

At 31 December 2005
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Notes to the Accounts (continued)

AAEH
The Group
2005
FEA VAR A VRS
Individual Collective joers
assessment assessment Total
WMH T WMHE T W E It
HK$’'m HK$’m HK$’'m
2,320 5,465 7,785
(433) (3,410) (3,843)
1,887 2,055 3,942
(1,377) (1,268) (2,645)
(1,067) (27) (1,094)
1,639 - 1,639
(99) (29) (128)
983 731 1,714
AHRAT
The Bank
2005
FEA VAR A VRS
Individual Collective joers
assessment assessment Total
WMH T WMH T W EJI T
HK$’'m HK$’m HK$’'m
1,963 4,559 6,522
(359) (2,851) (3,210)
1,604 1,708 3,312
(1,309) (1,098) (2,407)
(744) (26) (770)
1,317 - 1,317
(96) (26) (122)
772 558 1,330
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120041 H1H
Tk R/ ST
(A 12

GEE

W Il A 4 T Y 2 DK
(A 12

FERRRLE

L EEZRRRI) N

T2004 412 31 H

SR CIVEI
- PR

1200441 H1H
Tk R /ST

i GEE

Wl A4 TN < Bk
FERRLRLE
LeqEEZRRRI) N

T2004 412 31 H

1 BUF I P
- B

At 1 January 2004

(Credited)/charged to profit
and loss account
(Note 12)

Amounts written off

Recoveries of advances
written off in previous
years (Note 12)

Interest suspended during
the year

Suspended interest
recovered

At 31 December 2004

Deducted from:
- advances to customers

At 1 January 2004

(Credited)/charged to profit
and loss account

Amounts written off

Recoveries of advances
written off in previous
years

Interest suspended during
the year

Suspended interest
recovered

At 31 December 2004

Deducted from:
- advances to customers
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Notes to the Accounts (continued)
27. Provisions for bad and doubtful debts

AREEH
The Group
2004

o PHLFLE
Specific General Total interest
WmHE T WmHE T WmHE T WmHE T
HK$'m HK$'m HK$'m HK$'m
5,507 5,406 10,913 324
(1,687) 59 (1,628) -
(2,856) - (2,856) (139)
1,356 - 1,356 -
- - - 130
- - - (143)
2,320 5,465 7,785 172

2,320 5,465 7,785

AT
The Bank
2004

N PG
5 4 A% B suspended
Specific General Total interest
WmHE T WmHE T WmHE T WmHE T
HK$'m HK$'m HK$'m HK$'m
4,763 4,526 9,289 310
(1,642) 33 (1,609) -
(2,331) - (2,331) (17)
1,173 - 1,173 -
- - - 107
- - - (141)
1,963 4,559 6,522 159

1,963 4,559 6,522
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Notes to the Accounts (continued)

28. Available-for-sale securities

Debt securities
- Listed in Hong Kong
- Listed outside Hong
Kong

- Unlisted

Equity securities
- Listed outside Hong
Kong
- Unlisted

Total

Available-for-sale securities are analysed by issuers as follows:

Central governments and

central banks
Public sector entities

Banks and other financial

institutions
Corporate entities

AL KT

The Group The Bank
2005 2005 2004
WMHE T WMHE T WwMA LT
HK$’'m HK$’'m HK$'m
3,540 3,388 -
8,361 8,081 -
11,901 11,469 -
30,837 30,405 -
42,738 41,874 -
6 - -
50 39 -
56 39 -
42,794 41,913 -
3,859 3,859 -
4,506 4,506 -
18,698 18,576 -
15,731 14,972 -
42,794 41,913 -
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Notes to the Accounts (continued)

28. Available-for-sale securities (continued)

The movement in available-for-sale securities may be summarised as follows:

At 1 January
As previously
reported
Opening
adjustments to
comply with
HKAS 39

Balance after
opening
adjustments

Additions

Disposals
Reclassification
Amortisation
Changes in fair value
Exchange differences

At 31 December

Available-for-sale securities are classified as follows in:

Cash and short-term
funds

Certificates of deposit
held

Available-for-sale
securities

AR RYAT
The Group The Bank

2005 2004 2005 2004
WMH T WA T WMH T WMH T
HK$’'m HK$'m HK$’'m HK$'m
32,063 - 27,393 -
32,063 - 27,393 -
74,276 - 69,788 -
(36,675) - (32,592) -
(15,772) - (12,917) -
47 - 23 -
(629) - (551) -
(1,067) - (1,025) -
52,243 - 50,119 -
5,271 - 4,584 -
4,178 - 3,622 -
42,794 - 41,913 -
52,243 - 50,119 -
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K H M (8D Notes to the Accounts (continued)
29. FEF REIMIH RS 29. Held-to-maturity securities

KA RYAT
The Group The Bank
2005 2004 2005 2004
W E It WmHE T W E JI T WmHE T
HK$’m HK$'m HK$’m HK$'m
BT, AR AR A K Listed, at amortised cost 34,170 56,108 31,386 50,940
Y URIEMER Less: Provision for
impairment in value - (12) - (12)
34,170 56,096 31,386 50,928
e by, ey oA Ak Unlisted, at amortised
cost 129,872 124,954 117,209 106,281
wt Total 164,042 181,050 148,595 157,209
T, FERY A IR A Listed, at amortised cost
NS less impairment
- il - in Hong Kong 4,281 4,443 3,374 3,215
- 5k - outside Hong Kong 29,889 51,653 28,012 47,713
34,170 56,096 31,386 50,928
BTS2 Tl Market value of listed
securities 33,637 56,480 30,901 51,190
e 2 3 HIER 4% ZATHL Held-to-maturity securities are analysed by issuers as follows:
A HTE :
SR BUR K JRAT Central governments and
central banks 2,740 3,377 2,426 2,715
NI Public sector entities 30,741 31,730 28,703 29,305
BT R e SRl Banks and other financial
institutions 104,372 124,906 94,011 108,348
NGk Corporate entities 26,189 21,037 23,455 16,841
164,042 181,050 148,595 157,209
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K H B (8 Notes to the Accounts (continued)
29. FEF R EIMH RS 29. Held-to-maturity securities (continued)
(&
HEEIMHIES 25 The movement in held-to-maturity securities may be summarised as follows:
EE I
AAEH RYAT
The Group The Bank
2005 2004 2005 2004
WME AT WwME AT HME AT WwME T
HK$’'m HK$'m HK$’'m HK$'m
F1H1H At 1 January
LTSS As previously
reported 212,129 125,517 180,346 98,606
W) e LA A A i Opening
SUHHENIZE 39 5 adjustments to
comply with
HKAS 39 (33,173) - (26,437) -
LURNEE 9P R T Balance after opening
adjustments 178,956 125,517 153,909 98,606
Hm Additions 73,600 206,401 53,869 151,489
Yzl 2 33 Redemption and
maturity (88,789) (188,747) (61,167) (138,584)
DG N Reclassification 15,772 66,162 12,917 66,162
PEA Amortisation 85 207 1 104
25 Exchange differences (1,115) 2,589 (970) 2,569
JRAEHE R Provision for
impairment 12 - 12 -
T12H31H At 31 December 178,521 212,129 158,571 180,346
R 22 HUES 2 Held-to-maturity securities are classified as follows in:
U
AT 4 S e % 4 Cash and short-term
funds - 8,947 - 8,256
R AT HE Certificates of deposit
held 14,479 22,132 9,976 14,881
FrA 208 HUESR Held-to-maturity
securities 164,042 181,050 148,595 157,209
178,521 212,129 158,571 180,346

150



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ &) 4L £7 (58 A MO

K H B (8 Notes to the Accounts (continued)
30. BEA SR 30. Loans and receivables
AR AT
The Group The Bank
2005 2004 2005 2004
WMEG WBWENT WM H 7T WM E T
HK$’'m HK$'m HK$’'m HK$'m
AE b, MRS A N K Unlisted, at amortised cost 13,080 - 8,414 -
DR S N W 4% RAT B Loans and receivables are analysed by issuers as follows:
SRR
AFLHIH Public sector entities 100 - - -
BT R E ARl Banks and other financial
institutions 12,980 - 8,414 -
13,080 - 8,414 -
TAEW, AL AT The amortisation arising from “Loans and receivables” of the Group and the Bank during the
[DERR S G | 5 18 B year are HK$331 million and HK$231 million respectively and exchange losses are HK$124
B0y s 3.31 1270 K% million and HK$26 million respectively.

W 2.31 1270, TC LR
KWy AT 1.24 {27T
Jitsh 2.6 F 50,
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K H B (8 Notes to the Accounts (continued)
31. HHHESR 31. Investment securities
KA RYAT
The Group The Bank
2005 2004 2005 2004
WME ST WwME T WME AT WwME T
HK$’m HK$'m HK$’m HK$'m
TS, 3% AN K Equity securities, at cost
- TEAL b - Listed outside Hong
Kong - 1 - -
- Ak kT - Unlisted - 49 - 39
Bt Total - 50 - 39
TS 2 T E Market value of listed
equity securities - 5 - -
BB UE I3 3 AT WU 43 # 4 Investment securities are analysed by issuers as follows:
b
BT R e ARl Banks and other financial
institutions - 1 - -
NGk Corporate entities - 49 - 39
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Notes to the Accounts (continued)

32. Other investments in securities

AR AT
The Group The Bank
2005 2004 2005 2004
W E JI T WmHE T W E JI T WmE T
HK$’'m HK$'m HK$’'m HK$'m
At fair value
Debt securities
- Listed in Hong Kong - 321 - 255
- Listed outside Hong
Kong - 4,655 - 4,561
- 4,976 - 4,816
- Unlisted - 3,291 - 3,063
- 8,267 - 7,879
Equity securities
- Listed in Hong Kong - 20 - 19
- Unlisted - 1 - 1
- 21 - 20
Total - 8,288 - 7,899
Other investments in securities are analysed by issuers as follows:
Central governments and
central banks - 759 - 738
Public sector entities - 1,387 - 1,385
Banks and other financial
institutions - 5,732 - 5,388
Corporate entities - 410 - 388
- 8,288 - 7,899
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BANK OF CHINA (HONG KONG) LIMITED

K H M (8D Notes to the Accounts (continued)
33. B A A a 33. Interests in subsidiaries
A
The Bank
2005 2004
W E JI T WmHE T
HK$’'m HK$'m
e LBy, FORAEA K Unlisted shares, at cost 12,384 12,507
W IRAEAER Less: Provision for impairment in value (44) (79)
12,340 12,428
ISR 2 ) S 5 Amounts due from subsidiaries 564 984
12,904 13,412
T 2005412 A31 HZ & The following is a list of principal subsidiaries as at 31 December 2005.
T 2w AR
VR Bt
Country of
incorporation & TS
By i place of ERATIRA AR A Principal
Name operation Particulars of issued share capital Interest held activities
PRI RAT A PR 6,000,000 KA A HE T 100 T8 100% AT S5
Nanyang Commercial Bank, Hong Kong 6,000,000 ordinary shares of HK$100 Banking
Limited each business
ERBUTHER A A ¥ 3,000,000 B4 A HE T 100 T8 70.49% AT S5
Chiyu Banking Corporation Hong Kong 3,000,000 ordinary shares of HK$100 Banking
Limited each business
PHRGEHR (EFR BRRAH ik 4,800,000 i [ B M THIE #5100 7T 100% (ELIRSIE:S
BOC Credit Card Hong Kong 4,800,000 ordinary shares of HK$100 Credit card
(International) Limited each services
FAEMBRERA A s 250,000 i B IHE T 100 T8 *100% BmEL
Po Sang Futures Limited Hong Kong 250,000 ordinary shares of HK$100 Commodities
each brokerage
*AAT R R * Shares held indirectly by the Bank
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Notes to the Accounts (continued)

33. Interests in subsidiaries (continued)

In December 2005, the Group disposed of its entire interests in Fortune Holds Development
Limited and Seng Sun Development (Xiamen) Co. Ltd. to independent third parties.

The China-South Sea Trustee Limited and Rams City Trustee Limited had commenced
members’ voluntary winding up on 28 June 2005. Attempt Fit Enterprises Limited and
Champion Leader International Limited had also commenced members’ voluntary winding up
on 14 September 2005 and 15 March 2006 respectively.
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Notes to the Accounts (continued)

34. Interests in associates

AEEH

The Group
2005 2004
WEmE T HEME T
HK$’'m HK$'m
At 1 January 62 278
Share of result 5 (16)
Share of tax 1) 1
Reversal of provision 4 152
Repayment of loans - (280)
Dividend paid (3) (5)
Dissolution of associates (6) (66)
At 31 December 61 62

As at 31 December 2005, the Bank held HK$72 million (2004: HK$78 million) of unlisted shares
in its associates with HK$44 million (2004: HK$51 million) of provision for impairment in value.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

ThAR LR

34. Interests in associates (continued)

¥4k L The Group s interests in its principal associates, all of which are unlisted, were as follows:

IR ENL A R A Jit i) A B 2 ] AR 5 A7 PR A ] S UL 55 L B A PR A
HFR Charleston Investments CJM Insurance Joint Electronic Teller Trilease International
Name Company Limited Brokers Limited Services Limited Limited
2005 2004 2005 2004 2005 2004 2005 2004
TSI A i i ik I Uk ik U U
Place of Hong Kong Hong Kong Hong Kong Hong Kong Hong Kong Hong Kong Hong Kong Hong Kong
incorporation
CRATIA 100,000 100,000 6,000,000 6,000,000 100,238 100,238 30,000,000 30,000,000
Particulars of R pliliig il il W il W W W
issued share BB S5 (SN 5 4T TH R 53 AT TE BB fREE  MkEE SR
capital HEM 10 JT wm1oc WMo Wm1IC M 100 JT #wm100c WMot WHA1T
100,000 100,000 6,000,000 6,000,000 100,238 100,238 30,000,000 30,000,000
ordinary ordinary ordinary ordinary ordinary ordinary ordinary ordinary
shares of shares of shares of shares of shares of shares of shares of  shares of
HK$10 each HK$10 each HK$1 each HK$1 each HK$100 each HK$100 each HKS$1 each HKS$1 each
FENE % LYK &5 873 L7NI%5 47 SE VN S R AIMERHUR BERNURS ST RISTERYE
Principal activities Property Property Insurance Insurance % MAHMATRA KRATFANRE  Provision Provision of
investment  investment broker broker BN 4% M4 of leasing leasing
Operation Operation finance finance
of a private of a private
inter-bank inter-bank
message message
switching switching
network in network in
respect of ATM respect of ATM
services services
2005 2004 2005 2004 2005 2004 2005 2004
Hm Tt WwHToe W T W WM Tt WwHT W T W
HK$°000 HK$’000 HK$°000 HK$’000 HK$°000 HK$’000 HK$°000 HK$’000
s 6,505 5,776 51,810 59,154 345,591 342,640 - 18,173
Assets
pikin 483 154 34,764 41,220 79,056 73,480 - 98
Liabilities
L'ON 222 254 10,534 10,334 63,921 59,322 - 18,381
Revenues
WA/ CFED (190) (80) 2,112 1,416 22,912 12,848 - 8,947
Profit/ (loss)
2005 2004 2005 2004 2005 2004 2005 2004
FH R G 40% 40% 33% 33% 19.96% 19.96% 40% 40%

Interest held

S PRELSE IR B A B4\ T 2005 4F
1 HBENBAR A S R -

Trilease International Limited commenced members’ voluntary winding up in January 2005.

157



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ B4 5w ) amAT

ik H A (22
35. [f @ %=

Notes to the Accounts (continued)

35. Fixed assets

ARAEH
The Group
W, e
R Wit S e 46
Property Equipment,
72 under fixtures and Bt
Premises development fittings Total
WHE AT WBHEHAT HEHE JI T W EJI gt
HK$’'m HK$’'m HK$’'m HK$’'m
T 2005 41 H 1 HZIKIH Net book value at 1
e January 2005 15,184 32 1,280 16,496
4 Additions 19 1 549 569
i Disposals (502) - (20) (522)
ek Revaluation 3,413 - - 3,413
KAEREHTIH Depreciation for the year (242) - (324) (566)
TR KB R I Reclassification to
(P 36D investment properties
(Note 36) (1,057) . . (1,057)
HAEMEAF Disposal of subsidiaries - (21) . (21)
AR IER /(R Reversal of/(provision for)
(P 13D impairment losses (Note
13) 5 1) - 4
T 2005 412 /31 HZ K Net book value at 31
THAHE December 2005 16,820 11 1,485 18,316
T 2005412 A 31 H At 31 December 2005
R B Cost or valuation 16,828 19 4,143 20,990
ST IH K& Accumulated depreciation
and impairment (8) (8) (2,658) (2,674)
T 2005 412 /31 HZ K Net book value at 31
THAHE December 2005 16,820 11 1,485 18,316
+ 2004 41 H 1 HZ KT Net book value at 1
e January 2004 11,466 32 1,090 12,588
biey Additions - - 450 450
o Disposals (123) - 4) (127)
i Revaluation 4,260 - - 4,260
KAEEHTIH Depreciation for the year (328) - (256) (584)
TR R BRI Reclassification to
(P 36D investment properties
(Note 36) (@1) . . (@1)
T 2004 412 /31 HZ K Net book value at 31
[TiREEEN December 2004 15,184 32 1,280 16,496
T2004 4512 A 31 H At 31 December 2004
JEABAG(E Cost or valuation 15,184 39 3,875 19,098
ST IH K& Accumulated depreciation
and impairment - (7) (2,595) (2,602)
T 2004 412 J 31 HZ K Net book value at 31
[TiREEN December 2004 15,184 32 1,280 16,496
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Notes to the Accounts (continued)

35. Fixed assets (continued)

AAEH
The Group
Wk [l
RIE L Bt S e
Property Equipment,
55 under fixtures and B
Premises development fittings Total
WMH T WMH T WMH T WMH T
HK$’'m HK$’'m HK$’'m HK$’'m
The analysis of cost or
valuation of the above
assets is as follows:
At 31 December 2005
At cost - 19 4,143 4,162
At valuation 16,828 - - 16,828
16,828 19 4,143 20,990
At 31 December 2004
At cost - 39 3,875 3,914
At valuation 15,184 - - 15,184
15,184 39 3,875 19,098
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K HE (8D Notes to the Accounts (continued)
35. [ H e (4) 35. Fixed assets (continued)
RYAT
The Bank
W [l5E
Wit S e 4
Equipment,
72 fixtures and joers
Premises fittings Total
WME T WME ST WME AT
HK$’'m HK$’'m HK$’'m
T 2005 41 H 1 HZ 0K Net book value at 1
e January 2005 11,299 1,110 12,409
piihcy Additions - 482 482
A Disposals (4) (20) (24)
g Revaluation 2,607 - 2,607
RAETEHTIH Depreciation for the year (194) (274) (468)
TR KB R I Reclassification to
(FE 36D investment properties
(Note 36) (1,106) . (1,106)
T 2005 412 / 31 HZ K Net book value at 31
THHE December 2005 12,602 1,298 13,900
+ 2005412 H 31 H At 31 December 2005
JEABAG Cost or valuation 12,602 3,553 16,155
ST IH K& Accumulated depreciation
and impairment - (2,255) (2,255)
T 2005 412 / 31 HZ K Net book value at 31
THHE December 2005 12,602 1,298 13,900
+ 2004 41 H 1 HZ KT Net book value at 1
e January 2004 8,575 923 9,498
14 Additions - 396 396
H Disposals 2) (4) (6)
) Revaluation 3,117 - 3,117
AAEEHTIA Depreciation for the year (252) (205) (457)
TR KB R I Reclassification to
(FE 36D investment properties
(Note 36) (139) . (139)
T 2004 412 /31 HZ K Net book value at 31
THAHE December 2004 11,299 1,110 12,409
F 2004 %12 A 31 H At 31 December 2004
JEABAG Cost or valuation 11,299 3,295 14,594
ST IH K& Accumulated depreciation
and impairment - (2,185) (2,185)
T 2004 412 /31 HZ K Net book value at 31
[TiREEIEN December 2004 11,299 1,110 12,409
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K H B (8 Notes to the Accounts (continued)
35. [HlE T (4 35. Fixed assets (continued)
RYAT
The Bank
W, [l5E
Wit S e 4
Equipment,
55 fixtures and Mt
Premises fittings Total
W EJI T W E JI T W EJI T
HK$’'m HK$’'m HK$’'m
IR A B A AR 5 The analysis of cost or
HranF: valuation of the above
assets is as follows:
+ 2005412 H 31 H At 31 December 2005
R A At cost - 3,553 3,553
A At valuation 12,602 - 12,602
12,602 3,553 16,155
T2004 412 A 31 H At 31 December 2004
FR A At cost - 3,295 3,295
A At valuation 11,299 - 11,299
11,299 3,295 14,594
Pl QR RAE LIPS The carrying value of premises is analysed based on the remaining terms of the leases as
PR AT an T follows:
ARAEH RYAT
The Group The Bank
2005 2004 2005 2004
WME AT BHEAT W EJI It WmHE T
HK$’'m HK$'m HK$’'m HK$'m
EFWRE Held in Hong Kong
KWL GBI 50 45) On long-term lease
(over 50 years) 10,616 9,493 7,594 7,104
TPHIRLZ (10 4% 50 4D On medium-term
lease (10 — 50
years) 5,960 5,475 4,943 4,133
ML (DT 1046 On short-term lease
(less than 10 years) 3 3 3 3
TEHGFANREA Held outside Hong Kong
KIRY GBI 50 45) On long-term lease
(over 50 years) 55 42 3 2
TPHIRLZ (10 4% 50 ) On medium-term
lease (10 — 50
years) 180 165 59 57
ML (DF104E) On short-term lease
(less than 10 years) 6 6 - -
16,820 15,184 12,602 11,299
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K H B (8 Notes to the Accounts (continued)

35. [HlE T (4 35. Fixed assets (continued)
+ 2005 412 H 31 H, As at 31 December 2005, premises are included in the balance sheets at valuation carried
HI T 9 i R N s out at 31 October 2005 on the basis of their open market value by an independent firm of
7, T RIE AR chartered surveyors, Chesterton Petty Limited. Chesterton Petty Limited also confirmed
iy s A I o AT A PR 2 ] that there has been no material change in valuations as at 31 December 2005.
F 2005410 H 31 HLA
N TETAE A HEUEFT AT 2
LMAG . AR AT
BB N ZAE S
20054212 H 31 HItLHE
KA
A bz FmAL AR, A As aresult of the above-mentioned revaluations, changes in value of the Group’s and the
SR B ARRAT Z B =il Bank’s premises were recognised in the Group’s and the Bank’s premises revaluation
AR B B T A B e A reserve, the profit and loss account and minority interests respectively as follows:

AT Z D5 AR i & 37
Ak B D BB AR AL R A

LI
AR AT
The Group The Bank
2005 2004 2005 2004
WEHE It WmHE T W EJI gt WmHE T
HK$’'m HK$'m HK$’'m HK$'m
BEIC 5 P EAG ik % 2 AL Increase in valuation
A credited to premises
revaluation reserve 3,287 2,866 2,519 1,887
T A 9 R 0] il 3 Increase in valuation
i CPfHE 13 credited to profit and
loss account (Note13) 97 1,366 88 1,230
BEC D HUB ARG 2 A Increase in valuation
M credited to minority
interests 29 28 - -
3,413 4,260 2,607 3,117
+ 2005 412 H 31 H, As at 31 December 2005, the net book value of premises that would have been included in
BT g P 4% AR 1 9 B the Group’s and Bank’s balance sheets had the assets been carried at cost less
VAT IH By 7 13 41 accumulated depreciation and impairment losses were HK$5,611 million (2004: HK$6,032
AR AT 2 B 7 million) and HK$4,289 million (2004: HK$4,555 million) respectively.

IR N2 557 Z WK
535 T 56.11 {2 Jc
(2004 4: #1T 60.32 12
Jo) MM 42.89 47T
(2004 4: # T 45.55 1¢
T6e
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AREIELL &

o] 5 ™ EH O S N
(BfHE 35)

R B 2

T12431H

T-2005 4212 /1 31 H,
TUT B TR A 2 35
LZRARALIE hy i VA Sa R
AR I ATAT R 2
ul 120054 10 A 31 H
LAY T e o FEHE BT 24T
BNV E . S AEN I
AT IR 2 R BN AL E
52005 412 H 31 HIf
TE KA

BBl 2 DK T AR AL
AR WIS 20 -

TERERTH
KIIHIZ Gl 50 48D

FPHLZ (10 4E 4 50 4E)
ALY (DT 104
TERFAMNTH
KMy Gt 50 4

FPHLZ (10 4E 4 50 4F)

Notes to the Accounts (continued)

36. Investment properties

At 1 January

Disposals

Depreciation for the year

Fair value gains

Reclassification from fixed
assets (Note 35)

Disposal of subsidiaries

At 31 December

Atk AT

The Group The Bank
2005 2004 2005 2004
WwmELsTT BmEAT A TNEY b i TED b
HK$’m HK$'m HK$’m HK$'m
5,381 4,994 4,651 3,972
(256) (858) (130) (461)
- (1) - (1)
1,382 1,155 1,293 1,002
1,057 91 1,106 139
(25) - - -
7,539 5,381 6,920 4,651

As at 31 December 2005, the investment properties are included in the consolidated
balance sheets at valuation carried out at 31 October 2005 on the basis of their open
market value by an independent firm of chartered surveyors, Chesterton Petty Limited.

Chesterton Petty limited also confirmed that there has been no material change in

valuations as at 31 December 2005.

The carrying value of investment properties is analysed based on the remaining terms of

the leases as follows:

Held in Hong Kong
On long-term lease (over
50 years)
On medium-term lease
(10 — 50 years)
On short-term lease (less
than 10 years)

Held outside Hong Kong
On long-term lease (over
50 years)
On medium-term lease
(10 — 50 years)

A AT

The Group The Bank
2005 2004 2005 2004
WwmENTT BmEAT A TEY b i TED by
HK$’m HK$'m HK$’m HK$'m
6,769 4,566 6,391 4,156
574 681 356 396
39 - 39 -
14 34 14 34
143 100 120 65
7,539 5,381 6,920 4,651
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)
37. Other assets

AAEH AT

The Group The Bank
2005 2004 2005 2004
WEHE It WmHE T W EJI T WmHE T
HK$’'m HK$'m HK$’'m HK$'m
Repossessed assets 250 - 194 -
Precious metal 1,669 - 1,669 -

Accounts receivable and

pre-payments 5,836 7,813 6,594 7,054
7,755 7,813 8,457 7,054

38. Hong Kong SAR currency notes in circulation

The Hong Kong SAR currency notes in circulation are secured by deposit of funds in
respect of which the Hong Kong SAR Government certificates of indebtedness are held.
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39. T H M KA TME  39. Trading liabilities and other financial instruments at fair value
AT N B R through profit or loss

Notes to the Accounts (continued)

G TR
AAEH RYAT
The Group The Bank
2005 2004 2005 2004
WME AT BHEATT HEHH Ji ot WmHE T
HK$’'m HK$'m HK$’'m HK$'m
iR (BHE 400 Structured deposits (Note
40) 6,373 - 2,792 -
AT 4 TR A A Short positions in
P 41D Exchange Fund Bills
(Note 41) 1,551 - 1,551 -
TR AR Per balance sheet 7,924 - 4,343 -
RATZAFHAE - LLAE Certificates of deposit
BT (TR issued - at fair value
iE) through profit or loss
(per balance sheet) 3,829 - 2,975 -
11,753 - 7,318 -

AR A B A AT T 40
N2 AR E AR
5 2 1) <z R 9 £ 23 0 DA
M 102.02 {27t J i m
57.67 1Zot, HAPEAefk
RTARAERI R 2 A8 5) . AR
F e T L 5 A 4R T B AR AR
T TR H A3 Tl
S5 R BTRE A AR 228
Sk HE T 1,442 50 B T
0.12 ¢t

The Group and the Bank designated on initial recognition HK$10,202 million and HK$5,767
million of financial liabilities at fair value through profit or loss respectively. The amount of
change in their fair values is attributable to changes in a benchmark interest rate. The
difference between the carrying amount and the amount that the Group and the Bank would
be contractually required to pay at maturity to the holder of these financial liabilities are
HK$140 million and HK$12 million respectively.

165



@

T H B (2
40. & ]

4.

T A8 B E AR (T
i)

TR AE VR B~ FAE
AT A I E 4
R TR 2 SR A
(P 39)

e
RIIAF R B A AeA

& A7K
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CHCH T = 41.

2 20054 12 7 31 H,
AR B A AT Z 1550
Sl ¥ H15.51 {2 T
(2004 4F: 11 19.8212
Jo) MM 1551 LT
(2004 4F: ¥11 18.3212
J0) S LLAF T T R R A
R YA &5 57 2 % A
AT Besh, ARERIBA
HIAT LA 45 UE SRR 2 A
Je 5] Wy By 3 A Dy 7 T
4.73 12,70 (2004 4 To).
AR B A RAT J 4R fR 1tk
SE BT T 2 R A
oy M 37.02 147t
(2004 4£: #s1M 21.70 12
J6) KW 37.02 1Lt
(2004 4£: #51M 20.20 14
g8y, I (A4
Wgte ) Jo [t i
7] ATk,

¥ & 4 fr(mm) A MR

BANK OF CHINA (HONG KONG) LIMITED

Current, savings and
other deposit accounts
(per balance sheet)

Structured deposits
reported as trading
liabilities and other
financial instruments at
fair value through profit
or loss (Note 39)

Analysed by:
Demand deposits and
current accounts

Savings deposits
Time, call and notice
deposits

40. Deposits from customers

Notes to the Accounts (continued)

AL KT

The Group The Bank
2005 2004 2005 2004
WwmENTT BmEAT A TNEY b i TED b
HK$’m HK$'m HK$’m HK$'m
633,100 632,496 535,256 533,718
6,373 - 2,792 -
639,473 632,496 538,048 533,718
28,949 32,474 23,766 26,563
216,553 296,463 184,235 249,590
393,971 303,559 330,047 257,565
639,473 632,496 538,048 533,718

Assets pledged as security

As at 31 December 2005, liabilities of the Group and the Bank amounting to HK$1,551
million (2004: HK$1,982 million) and HK$1,551 million (2004: HK$1,832 million)
respectively were secured by assets deposited with central depositories to facilitate

settlement operations. In addition, the liabilities of the Group and the Bank amounting to
HK$473 million (2004: nil) were secured by debt securities related to sale and repurchase
arrangements. The amount of assets pledged by the Group and the Bank to secure these
liabilities was HK$3,702 million (2004: HK$2,170 million) and HK$3,702 million (2004:
HK$2,020 million) respectively, which are included in “Cash and short-term funds” and

“Available-for-sale securities”.
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Notes to the Accounts (continued)

42. Deferred taxation

55 B 5 AR K H A K T
P 28 I 22 BT

o

LRE R IR N 2 B IE
BEIUGE ™ ot B2

A Je FLAE AR FE A 2 AR B
T
T 200541 H At 1 January 2005
1H
LAk As previously

Wi it
ED)

LUEITMEIEP S

i

TR N
o/ GRMED

i/ (BE)

Bk

7+ 2005 4 12
J31H

reported
Opening

adjustments

(Note 4)

Balance after
opening
adjustments

Charged/(credited)
to profit and loss
account

Charged/(credited)
to equity

At 31 December
2005

During the year, 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 in
accordance with HKAS 12 “Income taxes”.

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

AR
The Group
2005
fnE I He
Ha i A BRI P ZE A
Accelerated i X Other
tax Asset S i s temporary ps87|
depreciation revaluation Losses Provisions differences Total
WMH AT WMH T WMH AT WMH AT WMH AT WMH AT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
278 1,615 (16) (935) (7) 935
37 600 - 587 - 1,224
315 2,215 (16) (348) (7) 2,159
42 215 8 221 (62) 424
- 511 - - (43) 468
357 2,941 (8) (127) (112) 3,051
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Notes to the Accounts (continued)

42. Deferred taxation (continued)

AARAT
The Bank
2005
I T IH e
GBI Ik 22
Accelerated BEr AL Other
tax Asset i temporary pugy
depreciation revaluation Provisions differences Total
WMt WMt WMt HENINEWIPH WMt
HK$’'m HK$’'m HK$’'m HK$’m HK$’'m
At 1 January 2005
As previously reported 260 1,199 (778) 9) 672
Opening adjustments
(Note 4) 31 544 489 - 1,064
Balance after opening
adjustments 291 1,743 (289) 9) 1,736
Charged/(credited) to
profit and loss
account 43 225 190 (61) 397
Charged/(credited) to
equity - 422 - (38) 384
At 31 December 2005
334 2,390 (99) (108) 2,517
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42, HIERLI (80 42, Deferred taxation (continued)
AR
The Group
2004
I 4T IH He
B BFIN 22
Accelerated B EAgl Other
tax Asset g HE% temporary g7
depreciation revaluation Losses Provisions differences Total
WM It W It WM It FENINEWIbW WM It FENINEWIbW
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
+ 2004 41 H At 1 January 2004
1H 262 984 3) (936) 18 325
Tk N3 Charged/(credited)
/o RED to profit and loss
account 16 169 (13) 1 (25) 148
[ERTar & Charged to equity - 462 - - - 462
T 2004 4 12 At 31 December
H31H 2004 278 1,615 (16) (935) (7) 935
AARAT
The Bank
2004
T4 IH He
B BFIN Pk 22
Accelerated B EAgl Other
tax Asset g HE% temporary g7
depreciation revaluation Losses Provisions differences Total
HENINEWIbW W It W It WM It HENINEWIbW HENINEWIbW
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
2004 41 H At 1 January 2004
1H 254 716 - (785) 8 193
T 25 Kk N 3 Charged/(credited)
W/ GRED to profit and loss
account 6 172 - 7 (17) 168
Ry & Charged to equity - 311 - - - 311
T 2004 4F 12 At 31 December
A 31H 2004 260 1,199 - (778) (9) 672
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Notes to the Accounts (continued)

42. Deferred taxation (continued)

Deferred tax assets and liabilities are offset on an individual entity basis when there is a
legal right to set off current tax assets against current tax liabilities and when the deferred
taxation relates to the same authority. The following amounts, determined after appropriate

offsetting, are shown in the consolidated balance sheet:

AAEH RYAT
The Group The Bank
2005 2004 2005 2004
WEmE T HEME T A=W HEH JI T
HK$’'m HK$'m HK$’'m HK$'m
Deferred tax assets (4) (12) - -
Deferred tax liabilities 3,055 947 2,517 672
3,051 935 2,517 672
AAEHA RYAT
The Group The Bank
2005 2004 2005 2004
WEmE T G ATNEWI WmHE T HEH JI T
HK$’'m HK$'m HK$’'m HK$'m
Deferred tax assets to be
recovered after more
than twelve months (174) (971) (137) (790)
Deferred tax liabilities to
be settled after more
than twelve months 357 282 334 261
183 (689) 197 (529)
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Notes to the Accounts (continued)

43. Other accounts and provisions

ALl ARUT
The Group The Bank
2005 2004 2005 2004
WEmE It HEME T WEmHE T HEE JI T
HK$’'m HK$'m HK$’'m HK$'m
Interest payable - 959 - 825
Current taxation (Note) 889 901 710 706
Short positions in
Exchange Fund Bills
(Note 40) - 1,982 - 1,832
Dividend payable 5,897 4,089 5,897 4,089
Accruals and other
payables 14,968 17,906 10,364 12,905
21,754 25,837 16,971 20,357
Note:
AAEH AT
Current taxation The Group The Bank
2005 2004 2005 2004
WEmE T HEME T WEmHE T HEMHEJI T
HK$’'m HK$'m HK$’'m HK$'m
Hong Kong profits tax 865 884 704 705
Overseas taxation 24 17 6 1
889 901 710 706
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

44,

45,

Share capital
2005 2004
W EJI T WmE T
HK$’'m HK$'m
Authorised:
100,000,000,000 ordinary shares
of HK$1.00 each
100,000 100,000
Issued and fully paid:
43,042,840,858 ordinary shares
of HK$1.00 each
43,043 43,043

Reserves

The amounts of the Group’s and the Bank’s reserves and the movements therein for the
current and prior years are presented in the consolidated statement of changes in equity and
statement of changes in equity on page 35 and 36 of the accounts respectively.
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46. A4 ER M 46. Notes to consolidated cash flow statement

Notes to the Accounts (continued)

(a) 28 H S ERBLRT
LEIGELZIN /
G X ik

before taxation:

(a) Reconciliation of operating profit to operating cash inflow/ (outflow)

2005 2004
WME AT WMEH T
HK$’'m HK$'m
2 A Operating profit 14,776 11,976
UEFR BT I BN Dividend income from investments in securities (14) (14)
e Depreciation 566 585
DEARIRAHE 3 A Reversal of loan impairment allowances on
advances (2,645) -
SRR 7] Write-back of bad and doubtful debts - (1,628)
CUCRY 2 DRk (kg Advances written off net of recoveries
W D 545 (1,500)
JREH L 3 A~ H 2/l Change in money at call and short notice with
W EEn g Rz original maturity over three months
AR Z)) (1,816) 19,452
JREH B 3 HZ Change in treasury bills with original maturity over
FH 2B three months 2,543 (467)
JREHE 3 A~ H 2 AR Change in placements with banks and other
A7 e SR AT financial institutions with original maturity over
LA three months 72,026 (33,856)
A5 F Y AR H) Change in trade bills (1,953) (395)
R Gy HEAEZ5: B N TR AR Change in trading securities and other financial
T A R e 4 instruments at fair value through profit or loss
gt e 2 AR ) 1,942 -
R4 T H 2 A2 5) Change in derivative financial instruments (1,462) -
JRE HE R 34N H 2 FF Change in certificates of deposit held with original
HZAFFUEZ A ) maturity over three months 2,229 (3,639)
PER e KT 2 A2 F) Change in advances and other accounts (22,770) (5,989)
At AR S5 2 AR 5y Change in available-for-sale securities (5,513) -
FH 2 H HIES: 2 A2 5) Change in held-to-maturity securities (21,577) (13,512)
& VSN e )| Change in loans and receivables (13,080) -
HEEHFHR R A2 Change in other investments in securities - (3,359)
Hunr 22y Change in other assets 148 873
IR 34N H 2 RAT Change in deposits and balances of banks and
M IE SR 2 A7 other financial institutions repayable over three
KGR months 27 (98)
R Gy AN B N AR AR Change in trading liabilities and other financial
T A R e 4 instruments at fair value through profit or loss
L = s 4,132 -
B2 AR S Change in deposits from customers 1,961 31,670
RAT Z AU 2 AL 5y Change in certificates of deposit issued 114 1,356
T IRI S U % 2 A2 F)) Change in other accounts and provisions (1,568) (3,746)
I S ZE 5 Exchange difference 1 5
BT A E M2 mA Operating cash inflow/(outflow) before taxation
/ GRHD 28,612 (2,286)
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46. ZEA & ERINIE  46. Notes to consolidated cash flow statement (continued)
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Notes to the Accounts (continued)

(b) Analysis of the balances of cash and cash equivalents

2005 2004
WwMmAE LT WwMA T
HK$’'m HK$'m
Cash and balances with banks and other financial
institutions 30,703 20,976
Money at call and short notice with original maturity
within three months
61,000 54,281
Treasury bills with original maturity within three
months 3,456 4,871
Placements with banks and other financial
institutions with original maturity within three
months 23,986 12,249
Certificates of deposit held with original maturity
within three months 818 1,508
Deposits and balances of banks and other financial
institutions with original maturity within three
months (37,149) (30,977)
82,814 62,908
(c) Disposal of subsidiaries
2005 2004
WwMmAE LT WwMA LT
HK$’'m HK$'m
Net assets disposed of:
- Cash and short-term funds 26 -
- Other assets 17 -
- Investment properties 25 -
- Fixed assets 21 -
- Loss on disposal (10) -
79 -
Satisfied by:
- Cash 79 -
Analysis of net inflow of cash and cash equivalents in
respect of the disposal of subsidiaries:
- Cash consideration 79 -
- Accounts receivable (18) -
61 -
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46. ZEHUE M ERINE  46. Notes to consolidated cash flow statement (continued)
(4

(d) A R4 RS (d) Major non-cash transactions

AL T4 WA During the year, “Available-for-sale securities” with fair value of HK$15,772 million were
{E AWM 157.72 12 transferred to “Held-to-maturity securities” to align with the Group’s associated intention
Te [l IR | of holding.

HRAE [Fa2s
FIES |, LADI&

KRR FF R =
If) o
47. HUR T AR 47. Contingent liabilities and commitments
BAR G57 Ak AR rh g I A The following is a summary of the contractual amounts of each significant class of contingent
BN 2 A LB AR liability and commitment and the corresponding aggregate credit risk weighted amount:
S TR R A A
LR
ARAEH RYAT
The Group The Bank
2005 2004 2005 2004
WhE AT BHEAT W EJI T WmHE T
HK$’'m HK$'m HK$’'m HK$'m
HEETTERIA Direct credit substitutes 1,027 1,132 706 689
HARE G A R BAR Transaction-related
contingencies 5,982 4,647 5,665 4,446
5RO K s8R 545 Trade-related
contingencies 18,936 16,266 15,478 12,932
Heam, JREH N Other commitments with an
original maturity of
- VAELL B TR AR - under one year or which
£ are unconditionally
cancellable 105,988 90,947 55,526 46,441
-1ERUE - one year and over 29,754 41,460 23,467 34,573
161,687 154,452 100,842 99,081
15 DY ARG A 500 Credit risk weighted
amount 21,415 26,303 17,654 21,940
£ BT R i A F5At v o 5 The calculation basis of credit risk weighted amount has been set out in Note 23 to the
A TN E 23 B, accounts.
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Notes to the Accounts (continued)

48. Capital commitments

The Group and the Bank have the following outstanding capital commitments not provided for

in the accounts:

AAEH AT
The Group The Bank
2005 2004 2005 2004
WETHE It WmHE T W E It WmHE T
HK$’'m HK$'m HK$’'m HK$'m
Authorised and contracted
for but not recorded 185 197 171 197
Authorised but not
contracted for 16 17 16 17
201 214 187 214
The above capital commitments mainly relate to commitments to purchase computer

equipment and software; and to renovate the Group’s and the Bank’s premises.
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Notes to the Accounts (continued)

49. Operating lease commitments

(a) As lessee

The Group and the Bank have commitments to make the following future minimum lease

payments under non-cancellable operating leases:

Land and buildings
- not later than one
year
- later than one year
but not later than
five years
- later than five years

Computer equipment
- not later than one
year

AL RHAT

The Group The Bank
2005 2004 2005 2004
wmENTT BmEAT A TNEY b i TED b
HK$’m HK$'m HK$’m HK$'m
205 200 195 216
192 188 181 181
2 3 - -
399 391 376 397
1 1 - -

Certain non-cancellable operating leases included in the above were subject to

renegotiation and rent adjustment with reference to market rates prevailing at specified

agreed dates.
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Notes to the Accounts (continued)
49. Operating lease commitments (continued)
(b) As lessor

The Group and the Bank have contracted with tenants for the following future minimum
lease receivables under non-cancellable operating leases:

A RHAT
The Group The Bank
2005 2004 2005 2004
wmENTT BmEAT A TNEY b i TED b
HK$’m HK$'m HK$’m HK$'m

Land and buildings
- not later than one
year 151 135 135 125
- later than one year
but not later than
five years 162 102 148 104

313 237 283 229

The Group and the Bank lease their investment properties (Note 36) under operating
lease arrangements, with leases typically for a period from one to three years. The terms
of the leases generally require the tenants to pay security deposits and provide for
periodic rent adjustments according to the then prevailing market conditions. None of the
leases includes contingent rentals.

50. Litigation

The Group is currently being served a number of claims and counterclaims by various
independent parties. These claims and counterclaims are in relation to the normal
commercial activities of the Group.

No material provision was made against these claims and counterclaims because the
directors believe that the Group has meritorious defences against the claimants or the
amounts involved in these claims are not expected to be material.
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51. Segmental reporting
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The Group engages in many businesses in several regions. For segmental reporting
purposes, information is solely provided in respect of business segments. Geographical
segment information is not presented because over 90% of the Group’s revenues, profits
before tax and assets are derived from Hong Kong.

Starting from the interim report this year, the Group adopted a new approach in segmental
reporting to provide investors with more details. Under the current approach, information
about five business segments is provided. They are Retail Banking, Corporate Banking,
Treasury, Investment Activities and Unallocated.

Both Retail Banking and Corporate Banking segments provide general banking services.
Retail Banking mainly serves individual customers and small companies. Corporate Banking
mainly manages medium to large companies. Treasury segment is responsible for managing
the capital, liquidity, and the interest rate and foreign exchange positions of the Group in
addition to proprietary trades. Investment Activities include the Group’s holdings of premises,
investment properties and interests in associates. The segment “Unallocated” refers to those
items related to the Group as a whole but independent of the other four business segments.

Revenues, expenses, assets and liabilities of any business segment mainly include items
directly attributable to the segment. Regarding occupation of the Group’s premises, rentals
are internally charged on market rates according to the areas occupied. For management
overheads, allocations are made on reasonable bases. Inter-segment fund flows are charged
according to the internal funds transfer pricing mechanism of the Group. The charge on any
such flow is mainly made by reference to the corresponding money market rate. Although
there are internal charges on funds transferred between business segments, no assets and
liabilities are created in any form for any segment in respect of such transfers for segmental
reporting purposes.

179



@ ¥ B4 5w ) amAT

BANK OF CHINA (HONG KONG) LIMITED

K H BE (80

51. 24l (8

RN /- G2HD

SR Y SRR ON
/ GEHD
LN

/ GEHD
LNECE-{ION

TN
IS

PEICLE I HE 25 i
[yt WANGE 7))

DERIRALLE 5 £ 0]

ZOEER /(D

A AER TR0

AL/ SR Al e B
2 CTHD /W

A/ A R
BN AR

PRI EI)
FHE 2 15 41

AR T ISR 2
O

SEFECEE IR
A R A2k el

A A R 2
#

TGS 2w B 2 kA
fr 87 3C1

IO b IR 8 ) 2 R
EIC

BB

B

PN e

I 23w B

AR T B

Notes to the Accounts (continued)

51. Segmental reporting (continued)

ALl
The Group
2005 4
TAEEUT ANARAT i el 5 B RommiH N B TR Lity
Retail  Corporate Treasury Investment Unallocated Subtotal Eliminations  Consolidated
WMEAE  WhHHAL  WBmEAT WMEAE  WhEA  WHEAL BmEAT HEHED P
HK$’'m HK$’m HK$’m HK$’'m HK$’'m HK$’m HK$’m HK$’m
Net interest
income/(expenses) 7,334 3,966 2,529 (854) (138) 12,837 - 12,837
Net fees and commission
income/(expenses) 2,110 987 (31) 17 (28) 3,055 - 3,055
Net trading
income/(expenses) 488 122 1,065 1) - 1,674 - 1,674
Other operating income 36 5 14 613 525 1,193 (898) 295
Operating income 9,968 5,080 3,577 (225) 359 18,759 (898) 17,861
Operating expenses (4,446) (1,300) (308) (364) (210) (6,628) 898 (5,730)
Operating profit/(loss)
before impairment on
advances 5,522 3,780 3,269 (589) 149 12,131 - 12,131
Reversal of loan
impairment allowances on
advances 956 1,689 - - - 2,645 - 2,645
Operating profit/(loss) 6,478 5,469 3,269 (589) 149 14,776 - 14,776
Write-back of restructuring
provisions - - - - 209 209 - 209
Net (loss)/gain from
disposal/revaluation of
fixed assets (12) (1) - 97 - 84 - 84
Net gain from disposal of/
fair value adjustments on
investment properties - - - 1,396 - 1,396 - 1,396
Net loss from early
redemption of
held-to-maturity securities - - (4) - - (4) - (4)
Net loss from disposal of
available-for-sale
securities - - (104) - - (104) - (104)
Reversal of impairment
losses on held-to-maturity
securities - - 12 - - 12 - 12
Net loss on disposal of
subsidiaries - - - (10) - (10) - (10)
Reversal of impaiment
losses on interests in
associates - - - 4 - 4 - 4
Share of profits less losses
of associates - - - 4 - 4 - 4
Profit before taxation 6,466 5,468 3,173 902 358 16,367 - 16,367
Assets
Segment assets 157,892 211,834 426,790 24,688 662 821,866 - 821,866
Interests in associates - - - 61 - 61 - 61
Unallocated corporate
assets - - - - 174 174 - 174
157,892 211,834 426,790 24,749 836 822,101 - 822,101
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

Liabilities
Segment liabilities

Unallocated corporate
liabilities

Other information
Additions of fixed assets
Depreciation

Amortisation of securities

EXr

The Group

2005 4

TAEEUT ANARAT o gLk 55 Bt RO NE B TR Lity
Retail Corporate Treasury Investment Unallocated Subtotal Eliminations Consolidated
WME A WHEHAT WIHAT WMt WMH AT WMET WMt WMt
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
551,428 101,719 84,049 656 - 737,852 - 737,852
- - - - 9,424 9,424 - 9,424
551,428 101,719 84,049 656 9,424 747,276 - 747,276
- - - 569 - 569 - 569
186 64 22 225 69 566 - 566
- - 463 - - 463 - 463
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

Net interest
income/(expenses)

Net fees and commission
income/(expenses)

Net trading income

Other operating income

Operating income

Operating expenses

Operating profit before
impairment on advances
Reversal of loan impaiment

allowances on advances

Operating profit

Write-back of restructuring
provisions

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

Net gain from disposal
of/fair value adjustments
on investment properties

Net loss from early
redemption of
held-to-maturity securities

Net loss from disposal of
available-for-sale
securities

Reversal of impaiment
losses on held-to-maturity
securities

Net gain on disposal of
subsidiaries

Reversal of impaiment
losses on interests in

associates

Profit before taxation

Assets
Segment assets
Interests in associates

Unallocated corporate
assets

AHAT
The Bank

2005 4
FHWAT PR i el 5 B ROWIH N7 IR oty
Retail  Corporate Treasury Investment Unallocated Subtotal Eliminations  Consolidated
WIE L WMEe BmEAT HEHED P WMEAE  WmEAx WmEaT HEHED; P
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
5,752 3,154 2,063 (826) (138) 10,005 - 10,005
1,290 787 (28) - (29) 2,020 - 2,020
396 77 1,060 - - 1,533 - 1,533
12 4 13 2,121 623 2,773 (797) 1,976
7,450 4,022 3,108 1,295 456 16,331 (797) 15,534
(3,459) (986) (288) (271) (225) (5,229) 797 (4,432)
3,991 3,036 2,820 1,024 231 11,102 - 11,102
968 1,439 - - - 2,407 - 2,407
4,959 4,475 2,820 1,024 231 13,509 - 13,509
- - - - 209 209 - 209
(12) (1) - 88 - 75 - 75
- - - 1,320 - 1,320 - 1,320
- - @ - - @ - @
- - (104) - - (104) - (104)
- - 12 - - 12 - 12
- - - 15 - 15 - 15
- - - 7 - 7 - 7
4,947 4,474 2,724 2,454 440 15,039 - 15,039
135,273 175,709 362,023 32,430 662 706,097 - 706,097
- - - 28 - 28 - 28
- - - - 71 71 - 71
135,273 175,709 362,023 32,458 1,373 706,836 - 706,836
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

AT
The Bank
2005 4
TAREUT ANARAT i el 5 B RAFECHH N (EPIE ISt oty
Retail  Corporate Treasury  Investment Unallocated Subtotal Eliminations Consolidated
WME AT WmEAT WTET WMt HEHED; P WMEHAE  WmEAT HEHED P
HK$’'m HK$’'m HK$’m HK$’'m HK$’'m HK$’m HK$’m HK$’m
Liabilities
Segment liabilities 448,491 98,503 81,967 23 - 628,984 - 628,984
Unallocated corporate
liabilities - - - - 9,661 9,661 - 9,661
448,491 98,503 81,967 23 9,661 638,645 - 638,645
Other information
Additions of fixed assets - - - 482 - 482 - 482
Depreciation 154 53 18 186 57 468 - 468
Amortisation of securities - - 255 - - 255 - 255
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

ALl
The Group
2004 4
TAEEUT ANARAT o gLk 5% B RAFECHH N B TR Lity
Retail Corporate Treasury Investment  Unallocated Subtotal  Eliminations Consolidated
WME A WHHAT WHHAT WMt WM T WMH AT WMET WM T
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Net interest
income/(expenses) 5,444 3,643 2,153 (51) 2 11,191 - 11,191
Net fees and commission
income/(expenses) 2,077 1,179 (39) 20 (14) 3,223 - 3,223
Net trading
income/(expenses) 541 21 564 (8) - 1,118 - 1,118
Other operating income (39) 2 1 664 597 1,225 (905) 320
Operating income 8,023 4,845 2,679 625 585 16,757 (905) 15,852
Operating expenses (3,897) (1,211) (296) (529) (476) (6,409) 905 (5,504)
Operating profit before
provisions on advances 4,126 3,634 2,383 96 109 10,348 - 10,348
Write-back of bad and
doubtful debts 28 1,600 - - - 1,628 - 1,628
Operating profit 4,154 5,234 2,383 96 109 11,976 - 11,976
Net (loss)/gain from
disposal/revaluation of
fixed assets (1) 1 - 1,393 (1) 1,392 - 1,392
Net gain from disposal
of/fair value adjustments
on investment properties - - - 721 - 721 - 721
Net gain from early
redemption of
held-to-maturity
securities - - 2 - - 2 - 2
Net gain on disposal of an
associate - - - 50 - 50 - 50
Reversal of impaiment
losses on interests in
associates - - - 152 - 152 - 152
Share of profits less losses
of associates - - - (16) - (16) - (16)
Profit before taxation 4,153 5,235 2,385 2,396 108 14,277 - 14,277
Assets
Segment assets 132,791 187,946 453,457 22,291 - 796,485 - 796,485
Interests in associates - - - 62 - 62 - 62
Unallocated corporate
assets - - - - 228 228 - 228
132,791 187,946 453,457 22,353 228 796,775 - 796,775
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

Liabilities

Segment liabilities

Unallocated corporate
liabilities

Other information

Additions of fixed
assets

Depreciation

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

M
The Group
2004 4
TAEEUT ANARAT o gLk 55 B RAFECHH N B TR Zity
Retail Corporate Treasury Investment  Unallocated Subtotal  Eliminations Consolidated
WMEAE  WHHAL  WmEAT HEXHED P HEHED P WMH AT WMET HEHED P
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
567,313 91,215 68,485 655 727,668 - 727,668
- - - - 4,600 4,600 - 4,600
567,313 91,215 68,485 655 4,600 732,268 - 732,268
- - - 450 450 - 450
138 45 17 391 (6) 585 - 585
- - 207 - 207 - 207
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

Net interest
income/(expenses)
Net fees and commission
income/(expenses)
Net trading income
Other operating income

Operating income
Operating expenses

Operating profit before
provisions on advances

Write-back of bad and
doubtful debts

Operating profit

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

Net gain from disposal
of/fair value adjustments
on investment properties

Net gain from early
redemption of
held-to-maturity
securities

Reversal of impaimment
losses on interest in
subsidiaries

Reversal of impaiment
losses on interests in
associates

Profit before taxation

Assets

Segment assets

Interests in associates

Unallocated corporate
assets

AHAT
The Bank

2004 4
FHWAT PR i el 5 B ARAFRCIH N7 EPIEISE oty
Retail Corporate Treasury Investment Unallocated Subtotal  Eliminations  Consolidated
WIE L WMEL WMEAT NN NEWIW WM WmEiE WmEaT HEHED P
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
4,094 2,996 1,716 (49) 2 8,759 - 8,759
1,356 954 (36) - (22) 2,252 - 2,252
428 9 554 - - 991 - 991
4 1 1 1,847 597 2,450 (803) 1,647
5,882 3,960 2,235 1,798 577 14,452 (803) 13,649
(3,116) (919) (279) (362) (374) (5,050) 803 (4,247)
2,766 3,041 1,956 1,436 203 9,402 - 9,402
211 1,398 - - - 1,609 - 1,609
2,977 4,439 1,956 1,436 203 11,011 - 11,011
(1) 1 - 1,230 1) 1,229 - 1,229
- - - 560 - 560 - 560
- - 2 - - 2 - 2
- - - 240 - 240 - 240
- - - 141 - 141 - 141
2,976 4,440 1,958 3,607 202 13,183 - 13,183
107,816 158,366 389,407 30,042 - 685,631 - 685,631
- - - 27 - 27 - 27
- - - - 218 218 - 218
107,816 158,366 389,407 30,069 218 685,876 - 685,876
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Notes to the Accounts (continued)

51. Segmental reporting (continued)

PR G BRI 2 DR
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TN KRB IE SR
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EN Y
The Bank
2004
TAEEUT ANARAT o gLk 55 B RAFECHH NE (EPIE S| Lity
Retail Corporate Treasury Investment Unallocated Subtotal  Eliminations  Consolidated
WME A WHHAT WHHAT WMt WmE AT WmEA WTET WMt
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Liabilities
Segment liabilities 460,776 90,827 69,583 12 - 621,198 - 621,198
Unallocated corporate
liabilities - - - - 4,927 4,927 - 4,927
460,776 90,827 69,583 12 4,927 626,125 - 626,125
Other information
Additions of fixed assets - - 396 - 396 - 396
Depreciation 137 45 18 264 (6) 458 - 458
Amortisation of
premium/discount of
held-to-maturity
securities - - 104 - - 104 - 104
52. 4 NI 52. Loans to directors and officers
161B Particulars of advances made to directors and officers of the Bank pursuant to section 161B
of the Hong Kong Companies Ordinance are as follows:
2005 4F 2004 4F
WwMAE LT WMA T
HK$’'m HK$'m
Aggregate amount of relevant loans outstanding at year
end 22 185
Maximum aggregate amount of relevant loans
outstanding during the year 186 193
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53. TH k%N LA 53. Significant related party transactions
Vi
HRIENLIRARE) HEE Related parties are those parties that have the ability, directly or indirectly, to control the other
s g — 5, AT party or exercise significant influence over the other party in making financial and operating
TV B 2838 P SR T 7 1 v decisions. Parties are also considered to be related if they are subject to common control.
T JIAT A E R R N Related parties may be individuals or other entities.

o A S5 S 3L IR,
IR ERENL . A

KN LA A N
ATl
REE 5B RIEN LT Transactions with related parties, which the Group were entered into during the year are
WHEITZ A8 G 2 R - summarised as follows:
(@) FEHRATERAAF (a) Advances to third parties guaranteed by BOC group companies
PR R =%
2% 20054 12 H 31 As at 31 December 2005, BOC, the intermediate holding company, and its subsidiaries
B CTEZ 28 F/NET Y provided guarantees for loans in favour of the Group amounting to HK$3,255 million
[ R AT A L A ) (2004: HK$4,512 million) to certain third parties. BOC and its subsidiaries held equity
TR G T T interests of not more than 20% in these third parties.
=H R EM
32.55 12.7% (2004 4

W 45.12 {270) 2
e fi e E R AT K
RN AR IR R
F=H AL 20%2
JeAn B & o
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53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
S (88

Notes to the Accounts (continued)

(b) S EMRATHERAL (b) Summary of transactions entered into during the ordinary course of

R IEF S business with BOC group companies

WHEAT 2 AL Sy T

H5ARBRATZ HEE R The aggregate income and expenses arising from related party transactions with the
ANEIINN IR 25010 /TN immediate holding company, the intermediate holding companies, associates of the
KT Z B A ) Bank as well as subsidiaries and associates of BOC are summarised as follows:

o E AT MR A

R 2wk 2 H
KBENLAE G P
Z BTN B 3 A 2
QD_F:

2005
ERpYSAEZ b
A
Immediate and
intermediate TEHREANL?
B holding g A Other related
Notes companies1 Associates parties2
W E JI T W E It WEHEJI T
HK$’'m HK$’'m HK$’'m
I H - Profit and loss items:
iV oN Interest income @) 461 . 6
RIS Interest expense (i) (450) 2) (111)
COBCPR G A 4 Insurance commission
(@E=D) received (net) (iii) - - 166
T/ AT L Administrative services
45 9 fees received/
receivable (iv) 36 - 16
T / R 4 Rental fees
received/receivable (iv) - - 15
oA/ NAHE AR Credit card commission
W4 G paid/payable (net) (v) (77) - 2)
oA/ AR AL Securities brokerage
4 QFED commission
paid/payable (net) (v) - - (71)
oAt/ AL Rental, property
LNAEREY & iR management and
ARBE letting agency fees
paid/payable (v) - - (80)
COBCHE G 5 4 4 Funds selling
commission received (vi) - - 45
CARHARAT L 55 Correspondent banking
o fee received (vii) 11 - -
A8 5 1 Net trading losses (42) - -
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53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
S (88

Notes to the Accounts (continued)

(b) S ERATHERAA (b) Summary of transactions entered into during the ordinary course of

R IEH G business with BOC group companies (continued)
WHEAT AL Sy B
8)
2004
145 S Tl R 1
A
Immediate and
intermediate HeHRENL?
B holding BeEAH Other related
Notes companies1 Associates parties2
WwME T WwME T WwME T
HK$'m HK$'m HK$'m
I H - Profit and loss items:
Interest income (i) 163 1 11
LS Interest expense (ii) (190) - (22)
CIBCOR B AR 4 (75 Insurance commission
O received (net) (iii) - - 149
o/ NBATBUR 45 Administrative services
% fees received/
receivable (iv) 42 - 13
T / R 4 Rental fees
received/receivable (iv) - - 19
OAT / NAHE H-R Credit card commission
& GFED paid/payable (net) (v) (64) - 2
oAy / NAHIESR AL Securities brokerage
4 QFED commission
paid/payable (net) (v) - - (113)
et/ NATHLS . Rental, property
NS D g iR management and
9% H letting agency fees
paid/payable (v) - - (66)
RN 3K ] Write-back of bad and
doubtful debts - 141 21
COBCHE G 5 4 4 Funds selling
commission received (Vi) - - 71
OISR BARAT L 25 9 Correspondent banking
H fee received (vii) 11 - -
OB 55 9 Loan services fees
received (viii) 2 - 5
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K H B (8 Notes to the Accounts (continued)
53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
Sy (&)
(b) S ERATHERAA (b) Summary of transactions entered into during the ordinary course of
R IEH G business with BOC group companies (continued)
WIHT 2 A S i 22
8)
2005
SR YA 2 Y
2w
Immediate and
intermediate HefgkiEAL?
B holding /N Other related
Notes companies1 Associates parties2
W E It WEHE It W EJI T
HK$’'m HK$’'m HK$’'m
Aot E I RER Balance sheet items:
PEAT I B i Y Cash and short-term
Bi 4 funds (i) 9,665 - 19
AT I E 4l Placements with
BRI banks and other
financial
institutions (i) 7,514 - -
Rk A TR B Derivative financial
instruments
assets (ix) 4 - 2
PO I Advances and other
accounts (i) 20 - -
HEwe ™ Other assets (x) 33 - 574
AT R AL Gl Deposits and
U Z A7 M balances of banks
4R and other financial
institutions (i) 19,596 - 857
B Deposits from
customers (i) 112 91 4,601
T AR 4 T AT Derivative financial
instruments
liabilities (ix) 78 - -
e MR IR e Other accounts and
provisions (x) 5,952 - 978
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Notes to the Accounts (continued)

53. Significant related party transactions (continued)

(b) Summary of transactions entered into during the ordinary course of
business with BOC group companies (continued)

2004

EREYALIE R

Sl

Immediate and
intermediate HefHRENL?
iipES holding =N Other related
Notes companies1 Associates parties2
WmHE T WmHE T WmHE T
HK$'m HK$'m HK$'m

Balance sheet items:
Cash and short-term
funds (i) 11,534 - 53
Placements with
banks and other

financial institutions (i) 22,673 - 53
Advances and other

accounts (i) 15 - 338
Other assets (x) 41 - 1,302

Deposits and
balances of banks
and other financial

institutions (i) 18,536 - 1,013
Deposits from

customers (i) 1,250 110 4,984
Other accounts and

provisions (x) 24 - 1,159

" Immediate and intermediate holding companies are state-controlled entities. Transactions with BOC
for the year ended 31 December 2004 have been disclosed as transactions with immediate and
intermediate holding companies to ensure comparability notwithstanding that BOC was the Bank’s
ultimate holding company before August 2004. Following the reorganisation of BOC in August
2004, Central SAFE holds controlling equity capital of BOC on behalf of the State. Accordingly,
Central SAFE, acting on behalf of the State has become the ultimate holding company of the Bank
whilst BOC became the Bank’s intermediate holding company.

2 Subsidiaries and associates of BOC and post-employment benefit plans for the benefit of

employees of the Bank are collectively disclosed as other related parties and certain of which are
state-controlled entities.
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Notes to the Accounts (continued)

53. T3y f755%E N+12AE  53. Significant related party transactions (continued)

Vi

(b)

(88
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A IE 55
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(b) Summary of transactions entered into during the ordinary course of

business with BOC group companies (continued)

Notes:

U]

(i)

(iii)

(iv)

Interest income

In the ordinary course of business, the Group enters into various transactions with
BOC and its subsidiaries and associates including deposit of cash and short-term
funds, placement of interbank deposits and provision of loans and credit facilities.
The transactions were conducted at prices and terms that are no more favourable
than those charged to and contracted with other third party customers of the Group.

Interest expense

In the ordinary course of business, the Group accepts interbank deposits and
current, fixed, savings and other deposits from the immediate holding company,
intermediate holding companies and subsidiaries and associates of BOC at the
relevant market rates at the time of the transactions.

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 subsidiaries of BOC at
the relevant market rates at the time of the transactions.

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 intermediate holding
companies and subsidiaries of BOC mainly on the basis of cost plus a margin of
5%, and receives office premises rental fees from the subsidiaries of BOC at the
relevant market rates at the time of the transactions.
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Notes to the Accounts (continued)

53. T3y f755%E N+12AE  53. Significant related party transactions (continued)

Vi

(b)

B -

v)

(vi)

(vii)

(viii)

(88
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(b) Summary of transactions entered into during the ordinary course of

business with BOC group companies (continued)

Notes: (continued)

v)

(vi)

(vii)

(viii)

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 BOC and its subsidiaries. The Group also
pays rental fees to subsidiaries of BOC. These transactions have been entered into
in the ordinary course of business and were priced at the relevant market rates at
the time of the transactions.

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 subsidiary of BOC to customers of the
Group at the relevant market rates at the time of the transactions.

Correspondent banking fee received

In the ordinary course of business, BOC provides services to the Group’s
customers including remittance services and advising on and collecting letters of
credit issued by the Group. The Group shares the fees paid by its customers with
BOC on the basis agreed between the parties from time to time.

Loan services fees received

In the ordinary course of business, the Group undertakes to service and administer
the loans and the related securities transferred to BOC and its subsidiaries in prior
years at a fee agreed among the parties from time to time. Such loan service was
ended in June 2004 when the loans were sold.
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Notes to the Accounts (continued)

53. Significant related party transactions (continued)

(b) Summary of transactions entered into during the ordinary course of
business with BOC group companies (continued)

Notes: (continued)

(ix)

()

Derivative financial instruments assets/liabilities

In the ordinary course of business, the Group enters into foreign exchange
its subsidiaries. The
aggregate notional amount of such derivative transactions amounted to

contracts and interest rate contracts with BOC and

HK$17,583 million as at 31 December 2005 whilst the corresponding derivative
financial instruments assets and liabilities amounted to HK$6 million and HK$78
million respectively as at that date. These transactions are executed at the
relevant market rates at the time of the transactions.

Other assets and other accounts and provisions

Included within “Other assets” and “Other accounts and provisions” are
receivables from and payables to intermediate holding companies and
subsidiaries of BOC. The amounts mainly represent the accounts receivables
from and payables to a subsidiary of BOC in relation to dealing securities trading
transactions on behalf of the Group’s customers. The receivables and payables

arose from transactions carried out in the normal course of business.

(c) 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 BOC and its subsidiaries and

associates on normal commercial terms. As at 31 December 2005, the total undrawn

loan commitments, trade finance-related contingencies and guarantees amounted to
HK$1,148 million (2004: HK$1,283 million).
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Notes to the Accounts (continued)

(d) Balances with subsidiaries

Cash and short-term funds

Placements with banks and other financial
institutions

Derivative financial instruments assets

Advances and other accounts

Other assets

Deposits and balances of banks and other financial
institutions

Deposits from customers

Derivative financial instruments liabilities

Other accounts and provisions

(e) Key management personnel

53. Significant related party transactions (continued)

2005 2004
BMH T BMH T
HK$’'m HK$'m
123 1,003

23 129

15 -

954 816
1,691 871
975 1,045
267 274

4 -

122 135

Key management are those persons having authority and responsibility for planning,

directing and controlling the activities of the Group, directly or indirectly, including

Directors and Senior Management. The Group accepts deposits from and grants loans

and credit facilities to key management personnel in the ordinary course of business.

During both the current and prior year, no material transaction was conducted with key

management personnel of BOCHK, its holding companies and parties related to them.

The key management compensation for the year
December 2004 is detailed as follows:

Salaries and other short-term employee benefits

Post-employment benefits
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ended 31 December 2005 and 31

2005 2004
LI ENEIpH LI ENE AP
HK$’'m HK$'m

33 24

1 2

34 26
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K H B (8 Notes to the Accounts (continued)
53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
Sy (&)
(f) SMEGE A EA (f) Transactions with Ministry of Finance and The People’s Bank of China
RABATHATINAL 5
A M BRIk 45 The Group enters into banking transactions with these entities in the normal course of
5z % ik AT BT business. These include purchases and redemption of treasury bonds and money market
W28 5y, AFEFN I transactions. The outstanding balances at the year end, and the related income and
VB2 [P 2 Je 1% T T 1 expense for the year are as follows:
T, TR H 2 8
A BT N A OC 1l
ABGCH AT
(i) PEZ¢ (i) Treasury bonds
2005 2004
WME ST WwME T
HK$’'m HK$'m
FEWAN Interest income 133 104
2005 2004
VINEDa WwME T
HK$’'m HK$'m
WL R Outstanding balance at beginning of the year 2,523 1,559
ERGR Outstanding balance at end of the year 2,630 2,523
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Notes to the Accounts (continued)

53. T3y f755%E N+12AE  53. Significant related party transactions (continued)

oy (8
(F) SWEGH & EA
AT REAT 1928 5

€9

(i) FFHURAT L EE
ALHLY

FEBAN

(i) HRAT S e Rl
WLk 2 473K

(f) Transactions with Ministry of Finance and The People’s Bank of China
(continued)

(ii) Due from banks and other financial institutions

2005 2004
W E It WmHE T

HK$’'m HK$'m

Interest income 110 60
2005 2004
W EJI T WmHE T

HK$’'m HK$'m

Outstanding balance at beginning of the year 11,648 371
Outstanding balance at end of the year 21,846 11,648

(iii) Due to banks and other financial institutions

2005 2004
WEHE It WmHE T

HK$’'m HK$'m

Interest expense (5) (40)
2005 2004
W EJI T WmHE T

HK$’'m HK$'m

Outstanding balance at beginning of the year - 4,163

Outstanding balance at end of the year - -
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53. THiyf755% N+1A8 53. Significant related party transactions (continued)
S (88

(9) SiL& Al 4 (g) Transactions with Central SAFE and other companies controlled by
Yl 2 2 FIREAT IV Central SAFE

C&EE e NRIL Central SAFE is the controlling entity of BOC. Central SAFE is approved by the State
T I ] 45 e ftk kAR 2R Council of the PRC to assume the rights and obligations of the equity owner on behalf of
FE R ATAL H B8 AT, the State. Accordingly, Central SAFE, acting on behalf of the State, has become the
FAPERAT E ultimate holding company of the Bank by virtue of its interest in BOC.

B A . Fk, 14

AR E 5E o A

] AT B R &5 T A

KT B e A A

CiB

1l 2004 #12 H 31 The Group did not have any balances and enter into any transactions with Central SAFE
H % 2005 4 12 H 31 for the years ended 31 December 2004 and 2005 respectively.

HALEHNSIL&%EF

A 45 4 BB AT EAT

(EROIEE N

W4 T3 28 N H AR AT Central SAFE has controlling equity interests in certain other banks in the PRC. The Group
BT A . AR enters into banking transactions with these companies in the normal course of business.
F1E IE #0455 % These include loans, investment securities and money market transactions. The
SN A AT AT 55 outstanding balances at the year end, and the related income and expense for the year are
o, AIETTHR. B as follows:

WESR K R A5 5

HFPdHHz8 R K

A A I K

TR
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K H M (8D Notes to the Accounts (continued)

53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
S (88

(9) SIC&RIHEIL4E (g) Transactions with Central SAFE and other companies controlled by Central
=2 A FRTH SAFE (continued)
Ty (82
(i) &%/ /BT R (i) Advances to customers/banks and other financial institutions
SRR DY K
2005 2004
WME AT WwME T
HK$’m HK$'m
FEWAN Interest income - -
2005 2004
WME AT WwME T
HK$’m HK$'m
P FS Outstanding balance at beginning of the year - -
ERGER Outstanding balance at end of the year 11 -
(i) PEFAUES (ii) Investment securities
2005 2004
WME ST WwME T
HK$’m HK$'m
FEWAN Interest income 59 22
2005 2004
WME T WwME T
HK$’m HK$'m
WL R Outstanding balance at beginning of the year 1,743 373
ERGR Outstanding balance at end of the year 2,043 1,743
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(iii) FBRAT e
SRR

BN

(iv) W4T K ILe e
WU Z AR

(iii) Due from banks and other financial institutions

Interest income

Outstanding balance at beginning of the year

Outstanding balance at end of the year

(iv) Due to banks and other financial institutions

Interest expense

Outstanding balance at beginning of the year

Outstanding balance at end of the year

Notes to the Accounts (continued)

201

53. Significant related party transactions (continued)

(g) Transactions with Central SAFE and other companies controlled by Central
SAFE (continued)

2005 2004
WMmH AT WMH AT
HK$’m HK$'m

29 9

2005 2004
WMmH AT WMH AT
HK$’m HK$'m
2,115 1,072
1,034 2,115
2005 2004
WMmH LT WMH AT
HK$’m HK$'m

(1) -

2005 2004
WMmH LT WMH AT
HK$’m HK$'m

14 5

15 14
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Notes to the Accounts (continued)

53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
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BeuH, LT85 H 2 g
AR AR AT R TE A 4
AR SR BN B S A 4
T:

(h) Transactions with other state-controlled entities

The state-controlled entities are those, other than BOC (the intermediate holding
company and its subsidiaries) and Central SAFE and its controlled companies over
which the PRC government directly or indirectly holds over 50% of the outstanding
shares or voting rights, and has the ability to control or the power to govern their
financial or operational policies through its government authorities, agencies and
affiliates. Accordingly, the Group has extensive transactions with other state controlled
entities. These transactions, conducted in the ordinary course of business, may
include, but are not limited to, the following:

- lending, provision of credits and guarantees and deposit taking;

- Inter-bank balance taking and placing;
- sale, purchase, underwriting and redemption of bonds issued by other state-controlled
entities;

- rendering of foreign exchange, remittance, investment related services;

- provision of fiduciary activities; and
- purchase of utilities, transport, telecommunication and postal services.

Utilities, transport, telecommunication and postal services are charged by service
providers at market rates. Management believes that, based on their assessment, the
amounts of such related party transactions are insignificant for the year and therefore
are not disclosed below. Details of other transactions are set forth below.

The Group enters into banking transactions with other state-controlled entities in the
ordinary course of business. These include loans, deposits, investment securities,
money market transactions and off-balance sheet exposures. The outstanding
balances and related provisions at the year end, and the related income and expense
for the year are as follows:
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Notes to the Accounts (continued)

53. Significant related party transactions (continued)

(h) Transactions with other state-controlled entities (continued)

(i) Advances to customers/banks and other financial institutions

(ii)

Interest income

(Charge for individually assessed loan impairment
allowances)/Write back of bad and doubtful

debts

Outstanding balance at beginning of the year

Outstanding balance at end of the year

Less: individually assessed loan impairment
allowances

Less: Specific provisions

Investment securities

Interest income

Outstanding balance at beginning of the year

Outstanding balance at end of the year

203

2005 2004
WMH T WA T
HK$’'m HK$'m
1,341 584

2 798

2005 2004
WMH It WA
HK$’'m HK$'m
31,870 29,546
41,543 31,870
(469) -

- (371)

41,074 31,499
2005 2004
WMH T WA T
HK$’'m HK$'m

343 206

2005 2004
WMH T WA T
HK$’'m HK$'m
6,086 3,745
6,977 6,136
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K H B (8 Notes to the Accounts (continued)
53. T3y f755%E N+12AE  53. Significant related party transactions (continued)
Yy (4
(h) 53 EA bk (h) Transactions with other state-controlled entities (continued)
TR S (8D
(i) BEFRIEF: (42 (ii) Investment securities (continued)
BEAE SR RN Investment securities include held-to-maturity securities and available-for-sale
A 23 H e securities. The balance of investment securities as at 31 December 2004 included
I Jn] Ak Y A IE other investments in securities in addition to the aforementioned.

I o BRETIRAESR
&b, T 2004 4 12
H 31 HIM 53

BUEFF T
(iii) 28 5 M AE 25 B A (iii) Trading securities and other financial instruments at fair value through profit or
SEAE A AL TF AR loss

i (K e <l Bt
’\‘/:

2005 2004

WM E It WM H 7T

HK$’'m HK$'m

RN Interest income 29 -
2005 2004

WM E T WM H 7T

HK$’'m HK$'m

HEUIEF'S Outstanding balance at beginning of the year 117 -
ERGER Outstanding balance at end of the year 738 -
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Notes to the Accounts (continued)

(h) Transactions with other state-controlled entities (continued)

(iv) Due from banks and other financial institutions

53. Significant related party transactions (continued)

Interest income

Outstanding balance at beginning of the year

Outstanding balance at end of the year

(v) Due to banks and other financial institutions

Interest expense

Outstanding balance at beginning of the year

Outstanding balance at end of the year

2005 2004
WMHE T WMH It
HK$'m HK$'m

129 17

2005 2004
WMHE T WMH T
HK$'m HK$'m
4,418 3,310
4,839 4,418

2005 2004
WMHE T WMH It
HK$’'m HK$'m
(112) (70)

2005 2004
WMHE T WMH It
HK$’'m HK$'m
7,463 10,846
6,434 7,463
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Notes to the Accounts (continued)

53. T3y f755%E N+12AE  53. Significant related party transactions (continued)

b (5
(h) SICEEA
ITIAE Sy (80

(vi) & FAEK

4
&
ko

%

Nl
\%—,
59

(Vi) B4 115 K kA
QEETELS)

(viii) K45 2 i1k
TH (ZXEY
L))

(vi) Deposit from customers

Interest expense

Outstanding balance at beginning of the year

Outstanding balance at end of the year

(vii) Contingent liabilities and commitments

(including guarantees)

(viii) Derivative transactions unsettled (notional

amount)
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(h) Transactions with other state-controlled entities (continued)

2005 2004

W E JI gt WmHE T

HK$’'m HK$'m

(1,013) (129)

2005 2004

W EJI T WmHE T

HK$’'m HK$'m
39,161 17,888

44,652 39,161

2005 2004

W EJI gt WmHE T
HK$’'m HK$'m
26,852 20,379
2005 2004

W HE It WmHE T
HK$’'m HK$'m
4,020 5,075
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Accounts (continued)

54.

55.

56.

Ultimate holding company

BOC was the Bank’s ultimate holding company before August 2004. Following the
reorganisation of BOC in August 2004, Central SAFE (previously known as China SAFE
investments Ltd) holds controlling equity capital of BOC on behalf of the State. Accordingly,
Central SAFE, acting on behalf of the State has become the ultimate holding company of
the Bank whilst BOC has become the Bank’s intermediate holding company.

Comparative amounts

As further explained in Note 2 to the accounts, due to the adoption of certain new HKFRSs,
HKASs and Interpretations during the year, the accounting treatment and presentation of
certain items and balances in the accounts have been prepared to comply with the new
requirements. Accordingly, certain opening adjustments have been made and certain
comparative amounts have been reclassified to conform with the current year’s
presentation.

Approval of accounts

The accounts were approved and authorised for issue by the Board of Directors on 23
March 2006.
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RAEHF %L Unaudited Supplementary Financial Information

D, N A

Kb e 55 B R

1. BARLLILE 1. Capital adequacy ratio

2005 2004

PR R Capital adequacy ratio 15.37% 16.14%
B PR TR R Adjusted capital adequacy ratio 15.33% 16.13%
PEA T 2 L TR AT The CAR is computed on the consolidated basis that comprises the positions of BOCHK and
Ml 5 8 Bt 3% = R 4% 4 6 )R certain subsidiaries specified by the HKMA for its regulatory purposes and in accordance with
T A e sk DA R A A the Third Schedule of the Banking Ordinance.

HETH ST A AT S FoAq o 2
B IR 23 7 W S5 IR DL IR L

25 R R AR T L 2R TG The adjusted CAR taking into account market risk exposure as at the balance sheet date is
Pt < J AT D A T computed in accordance with the guideline on “Maintenance of Adequate Capital Against
W2 Cle Tl 3 R 4 72 2 Market Risks” under the Supervisory Policy Manual issued by the HKMA and on the same
BEAY Fr51, TP ANLERE basis as for the unadjusted CAR.

iR L i M, 2
ARG H 2 BT AR
AR
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Unaudited Supplementary Financial Information (continued)

2. UG @ AL 2. Components of capital base after deductions

MTHLELE 2005 4F 12
H 31 H % 2004412 H 31
HZ B A58 2 & el
R AR
PATERA AT

B4

GO B 3 B BB A
fiti %

i at ik

DU AR B 2

B o 9
FEAE B MALE 25 T Al i 75

P INE NP IR Y

AR A%
LR
JRR M HE A5
AL S

BEATER BV S8 H <

FrA IR 2 ) B e 2w
Jety

AR ] XU AR R

FrA AR 2 7] 20% 8Ll L
(1 AL S

FEILE AT R AL
JeAS B Bt

Rk B 98 AL Rl A0

The consolidated capital base after deductions used in the calculation of the above capital
adequacy ratios as at 31 December 2005 and 31 December 2004 and reported to the HKMA
is analysed as follows:

2005 2004
WMH T WA T
HK$’'m HK$'m

Core capital:
Paid up ordinary share capital 43,043 43,043
Reserves 16,096 12,408
Profit and loss account 4,065 4,491
Minority interests 1,009 963
64,213 60,905

Supplementary capital:
Reserves on revaluation of holding of securities not held

for trading purposes (311) -
Collective loan impairment allowances

731 -
Regulatory reserve 3,571 -
General provisions for doubtful debts - 5,049
Total capital base 68,204 65,954
Deduction from total capital base :
Shareholdings in subsidiaries or holding company
(337) (351)
Exposures to connected companies (597) (845)
Equity investments of 20% or more in non-subsidiary
companies (64) (60)
Investments in the capital of other banks or other
financial institutions (6) (1)
(1,004) (1,257)
Total capital base after deductions 67,200 64,697
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RAFLZ Unaudited Supplementary Financial Information (continued)
AR S5 TR (S
3. MBIE G 3. Liquidity ratio
2005 2004
SIS A bR Average liquidity ratio 42.02% 36.03%
YR B 4 L E S LA The average liquidity ratio is calculated as the simple average of each calendar month’s
THENEH PR s ¥ 4t average liquidity ratio of the Bank for the year.
R ] BT I 5

T8N B8 < b AR AR AT ML The liquidity ratio is computed on the solo basis (the Hong Kong offices only) and is in
2% 191 Bt 3 DY B L F o R accordance with the Fourth Schedule of the Banking Ordinance.

QIR EROR R P Y (DR

5,
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BANK OF CHINA (HONG KONG) LIMITED

Unaudited Supplementary Financial Information (continued)

4. Currency concentrations

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.

2005
I IRE Db e X
Equivalent in million of HK$
B H [ Wt WM AR

US Japanese k% Australian  Macau Renminbi L& T%ih pusy)

Dollars Yen Euro Dollars  Pataca Yuan Others Total

Spot assets 239,190 2,835 12,011 21,345 198 24,955 13,448 313,982
Spot liabilities (165,815) (6,230) (7,417)  (25,837) (9) (24,323) (33,006) (262,637)
Forward purchases 123,450 11,936 15,117 13,897 - 2 59,196 223,598
Forward sales (194,998) (8,545) (19,794) (9,452) - (7) (39,668) (272,464)
Net options position 836 - 4 91 - - (153) 778
Net long/(short) position 2,663 (4) (79) 44 189 627 (183) 3,257
Net structural position 109 - - - - 234 - 343

2004
VAITREW v X E ]
Equivalent in million of HK$
B H = I W AR

US Japanese X% Australian Macau Renminbi g ftm il
Dollars Yen Euro Dollars Pataca Yuan Others Total
Spot assets 228,593 21,041 16,581 21,532 181 13,129 14,189 315,246
Spot liabilities (161,784) (2,893) (7,086) (23,701) (2) (12,282) (28,630) (236,378)
Forward purchases 112,090 12,153 12,348 14,892 - 92 38,179 189,754
Forward sales (178,122) (30,661) (21,972) (12,945) - (54) (23,902) (267,656)
Net options position (319) 8 32 53 - - 238 12
Net long/(short) position 458 (352) 97) (169) 179 885 74 978
Net structural position - - - - - 94 - 94
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RAFLZ Unaudited Supplementary Financial Information (continued)
A S TERE (22
5. E K 5. Segmental information
(a) ATy K2 B 58 (a) Sectoral analysis of gross advances to customers
e 04
A %J\
R AE B HE B P B EE 4h The information concerning gross advances to customers has been analysed into loans
PR A B NN 20k 5% used inside or outside Hong Kong by industry sectors of the borrowers as follows:
PEH R % O A
BB TR
2005 2004*
VINED HME T
HK$’'m HK$'m
TEATHEAT 2 DY Loans for use in Hong Kong
T A Industrial, commercial and financial
- Yk - Property development 19,665 20,239
- Pl - Property investment 52,703 46,979
- @ik - Financial concerns 11,873 10,345
- EAEL - Stockbrokers 167 124
- R K - Wholesale and retail trade 13,258 15,016
- ik - Manufacturing 13,710 11,837
- B OB A - Transport and transport equipment 12,046 11,780
- He - Others 28,481 29,659
N Individuals
- MR E A LR - Loans for the purchase of flats in Home Ownership
BN YNGR g Scheme, Private Sector Participation Scheme
i & vt R 2R and Tenants Purchase Scheme
B AR R
5K 15,983 17,430
- Ik - Loans for purchase of other residential properties
ZEHK 99,179 95,615
- RS - Credit card advances 4,668 4,256
- He - Others 8,093 7,386
TEA WAL 2 DE 3 A0 Total loans for use in Hong Kong 279,826 270,666
A Yy Rt Trade finance 16,080 13,279
15 W LM FH 2 533K Loans for use outside Hong Kong 38,108 29,281
LA Gross advances to customers 334,014 313,226
¥ BT R E R A KL * Certain comparative amounts have been reclassified to conform with the current year's presentation.
GARGEZ KR,
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Unaudited Supplementary Financial Information (continued)

5. Segmental information (continued)

(b) Geographical analysis of gross advances to customers and overdue

advances

The following geographical analysis of gross advances to customers and advances

overdue for over three months is based on the location of the counterparties, after taking

into account the transfer of risk in respect of such advances where appropriate.

(i) Gross advances to customers

2005 2004
WMHE NI WwMA T
HK$’m HK$'m
Hong Kong 300,456 286,768
Mainland China 17,743 11,166
Others 15,815 15,292
334,014 313,226

(ii) Advances overdue for over three months
2005 2004
WMHE T WwMA AT
HK$’m HK$'m
Hong Kong 2,742 5,066
Mainland China 72 264
Others 31 39
2,845 5,369
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Unaudited 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:

AT R He
SRl
Banks and AFLHLA
other Public
financial sector Hy Bt
institutions entities Others Total
W EJI T W EJI T WEE It WEHHEJI T
HK$’'m HK$’'m HK$’'m HK$’'m
At 31 December 2005
Asia, other than Hong
Kong
- Mainland China 33,928 25,116 15,818 74,862
- Others 62,836 851 10,936 74,623
96,764 25,967 26,754 149,485
North America
- United States 8,202 29,856 35,728 73,786
- Others 12,372 296 19 12,687
20,574 30,152 35,747 86,473
Western Europe
- Germany 32,415 - 3,399 35,814
- Others 116,724 412 15,830 132,966
149,139 412 19,229 168,780
Total 266,477 56,531 81,730 404,738
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Unaudited Supplementary Financial Information (continued)

6. Cross-border claims (continued)

At 31 December 2004

Asia, other than Hong
Kong
- Mainland China
- Others

North America
- United States
- Others

Western Europe
- Germany
- Others

Total

AT B3
SR
Banks and IR
other Public
financial sector Hy B
institutions entities Others Total
WmHE G WmHE G WmHE G WmE G
HK$'m HK$'m HK$'m HK$'m
48,234 14,338 12,103 74,675
54,183 915 7,142 62,240
102,417 15,253 19,245 136,915
6,043 26,051 15,886 47,980
11,731 395 16 12,142
17,774 26,446 15,902 60,122
40,020 - 4,415 44,435
147,474 743 15,238 163,455
187,494 743 19,653 207,890
307,685 42,442 54,800 404,927
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RAFLZ Unaudited Supplementary Financial Information (continued)
AR S BERE (20
7. @i s EA T 7. Overdue and rescheduled assets
(a) HIADEEK (a) Gross amount of overdue loans
2005 2004
R IRkA T/ OE¥ RE- RN G oy I
[EpIEA [EpEA
% of gross % of gross
2 advances to T advances to
Amount customers Amount customers
W EJI It WmHE G
HK$’'m HK$'m
ZISEHRR, CaE: Gross advances
to customers
which have
been overdue
for:
- i 3N HMEAE - six months or
i eAH less but over
three months 329 0.10% 489 0.16%
- ik 6 A~ HEAE - one year or
FUNN S less but over
six months 595 0.18% 395 0.13%
-1 - over one year 1,921 0.57% 4,485 1.43%
I 3 A H 2 68K Advances overdue
for over three
months 2,845 0.85% 5,369 1.72%
+ 2005412 H 31 H As at 31 December 2005 and 31 December 2004, there were no advances to banks and
K 2004412 H 31 H, other financial institutions that were overdue for over three months.
BHEMEL 3 MHZ
HAT L e AL OF
B H 259K, Advances with a specific repayment date are classified as overdue when the principal or
A ARG BRI B 3 interest is overdue and remains unpaid. Advances repayable by regular instalments are
FAP AL, W F R classified as overdue when an instalment payment is overdue and remains unpaid. Advances
WITERK. 200 W15 i repayable on demand are classified as overdue either when a demand for repayment has
W2 B, FH I been served on the borrower but repayment has not been made in accordance with the
IF WE K L aan i A AT A instruction or when the advances have remained continuously outside the approved limit that
PRI, WIB AT AL BE was advised to the borrower.

IRELYIE I 2 B E
CEER PN SLPUY @i
&, AEATR N AR R
B, ST HA
RS &0 2 e LS
R ARFUAE G ] At
LI
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RAFLZ Unaudited Supplementary Financial Information (continued)
AR S BERE (20

7. @ R4 EA YA (42 7. Overdue and rescheduled assets (continued)

(b) &EHE IR (b) Rescheduled advances to customers
2005 2004
=gl & 5L mT R PR
Aokt [EpEA
% of gross % of gross
K advances to K advances to
Amount customers Amount customers
W EJI gt WmHE T
HK$’'m HK$'m
KR F IR Rescheduled
advances to
customers 310 0.09% 974 0.31%
F 2005 4 12 H 31 As at 31 December 2005 and 31 December 2004, there were no rescheduled advances
H % 2004 412 H 31 to banks and other financial institutions.

H, g mHzM
T P e S LA 4%

Eod
Ao

S EAR IR P Rescheduled advances are those advances that have been restructured or renegotiated
AT Ay D 15 TR A T i because of a deterioration in the financial position of the borrower or of the inability of the
T340 I8 K & W T borrower to meet the original repayment schedule and for which the revised repayment
[F) 708 o FE A IR AT terms, either of interest or of repayment period, are non-commercial. Rescheduled
Xl 083, MmMABir advances, which have been overdue for more than three months under the revised
ZIBERGR (BnA repayment terms, are included in overdue advances. Rescheduled advances are stated
REIEFHID FFAE— before deduction of loan impairment allowances.

Merk gk . BiTiE
ORI E 2 a mAL LY
A 3 A
Jo AL £ 3 ] 5%
WA FIRZAEA
DRI A B gk F vHE
#ro
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8. Repossessed assets held

2005 2004

W E It WwME T

HK$’m HK$'m

Wl 7= 2 A v T Estimated market value of repossessed assets held 431 1,185

W e 5 7 S i A 4R 1 Ok i
B ST B2y 2R 2 TR 5%
11 A4 AL B il 6 8 7
AP SRS ()i it
R A R IER AR
HEATSD.

- AU B

Sy

R T PR A A T i S
PRG3R, AL
GRAR R R AR BT 2L Al
JRINME RO, K, 7E
I 278 A B A v s X
W B X e 55 A RRE A S F)
PREZAEI . SR 4% )
WF KA. A%
P 55 1) 2 3 P A XU 9%
AR R« A B 1 IR
SRS S A5 DR L T
QNN < N N e A
R BB A AR o ASSR AT Y
R B H AR B AR
fEL, TR A A O XU 428 1 5 )
FRIIKTZA

RS BRAE IR A

SR AT XS 7 B VA AR A
#Mk SRR 2R, Bl
PRAITE BT A 2515 1) - 28 AR #8
REAF R R HI R . A
Bl A LA R
PBUR MRER, BRI
L MR ALY
IR ARG E
JUYEE A K BT IR T BRI
KRRy, LRSS i ok 5%
SRS AR AE o AN IR 2 T AT R
W8 7K L7 53 ol 4R FC AR O
¥ XUR T BE 5T A

Repossessed assets are properties or securities in respect of which the Group has acquired
access or control (e.g. through court proceedings or voluntary actions by the borrowers
concerned) for release in full or in part of the obligations of the borrowers.

9. Risk management

Overview

Risk management is a vital part of the Group’s corporate governance framework. The Group
believes that sound risk management is a key success factor for any organisation. As such, in
its daily operation, the Group emphasises that risk management is the foundation of healthy
business development and that a balance must be achieved between risk control and business
growth. The principal types of risk inherent in the Group’s business are reputation risk, legal
and compliance risk, strategic risk, credit risk, market risk, interest rate risk, liquidity risk and
operational risk. The Group’s risk management objective is to enhance shareholder value
while maintaining risk exposures within acceptable limits.

Risk Management Governance Structure

The Group’s risk management governance structure is designed to cover the whole process of
all businesses and ensure various risks are properly managed and controlled in the course of
business. The Group has a sound risk management organisational structure as well as
comprehensive policies and procedures to identify, measure, monitor and control various risks
across the organisation. These risk management polices and procedures are regularly
reviewed and modified to reflect changes in markets and business strategies. Various groups
of risk takers assume their respective responsibilities for risk management.
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Unaudited Supplementary Financial Information (continued)

9. Risk management (continued)

Risk Management Governance Structure (continued)

The Board of Directors, representing the interests of shareholders, has the ultimate
responsibility for risk management. The Board, with the assistance of its committees, has the
primary responsibility for the determination of risk management strategies and for ensuring that
the Group has an effective risk management system to implement these risk management
strategies. The Risk Committee (“RC”), established by the Board of Directors as a standing
committee, is responsible for approving major risk management policies and procedures and
major asset and liability management policies.

The Chief Executive’s (“CE”) responsibility is to ensure the proper implementation of the
policies and procedures and various risk limits in accordance with the risk management
strategies set by the Board, and to oversee the effectiveness of managing and controlling risk
in the day-to-day management. The Chief Risk Officer (“CRQO”) and the Chief Financial Officer
(“CFQ”) assist the CE to manage various types of risks. The CRO oversees the management
of reputation risk, legal and compliance risk, credit risk, market risk and operational risk. The
CFO is responsible for strategic risk, interest rate risk and liquidity risk.

The Bank’s principal banking subsidiaries, Nanyang and Chiyu, are managed under risk
policies that are consistent with those of the Group. These subsidiaries execute their risk
management strategy independently and report to the Bank’s management on a regular basis.

Reputation Risk Management

Reputation risk is the risk that negative publicity regarding the Group’s activities, factual or
otherwise, may cause a potential decline in the Group’s business or lead to costly litigation.
Reputation risk is inherent in every aspect of the Group’s business operation and covers a
wide spectrum of issues.

In order to mitigate reputation risk, the Group has formulated and implemented a Reputation
Risk Management Policy. This policy establishes standards to prevent and to manage
reputation risk proactively at an early stage. It requires constant monitoring of external
reputation risk incidents and published failures of risk incidents within the financial industry.
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Unaudited Supplementary Financial Information (continued)

A R R B
AR AT AT S 4
YRV BN A i T e A A
B A1 32 A 20 55 IR 00 1 3R
VRTRL I 7 T ) DAL o A R
R W] LR R A 1 S5 BT A TG
WA I B R S 5 v
W), i ] R BURAT A 2
P U I 5180
SRR AR R AR o X
oy A S A A S S I, B
D VT K A 3 Y 1) B $i
515 B YU R BEX L8 X
K o

SRS DA 7 B

SRS ARG S S 3T A S
R R, dRAEN A
A Y R I (i B, AT S
PUAE 8 A K AR [ 4 22 0 0
T IAL ) KU o A AT 2
TSR IR BB, LA A
TR R IR A S

o BT U B

R DR WU 95 % kA8 B oot T
ANBEJEAT 15 AR [ 24 5 A
1135 | ESCRAT I 55 B3 2 AU o
R DR = 2k AT [
LN O T Y R

AR A DT XS ) 4 4 B
ZE U B A 1) I
IR DT AT
JERBR 22 2 o At el XUR
TR 52 AR AR B B
EHBOREET . ARBURE
AN B KAL)
A5 BB HIE , AR
RS T AT R A
Ferh Rk . AER S N
I 1) PR A2 A 5 TR o R SR
RN AER LN G Ey s N
PRS2 MNIUE I

9. Risk management (continued)

Legal and Compliance Risk Management

Legal risk is the risk that unenforceable contracts, lawsuits or adverse judgments may disrupt
or otherwise negatively affect the operations or financial condition of the Group. Compliance
risk is the risk of legal and regulatory sanctions, which may directly result in financial loss, or
affect the reputation of the Group caused by non-compliance to applicable laws, regulations
and best industry practices. By establishing and maintaining appropriate policies and
guidelines, the CRO, working through the Legal and Compliance Department, is responsible
for proactively identifying and managing these risks.

Strategic Risk Management

Strategic risk generally refers to the risks that may induce current or future negative impacts on
the financial and market positions of the Group because of poor strategic decisions, improper
implementation of strategies and lack of response to the market. The Group has developed a
Strategic Risk Management Policy that clearly defines the management and oversight of such
risks.

Credit Risk Management

Credit risk is the risk that financial loss arises from the failure of a customer or counterparty to
meet its obligations under a contract that it has entered into with the Group. Credit risk arises
principally from the Group’s lending, trade finance and treasury activities.

Risk Management Department (RMD), under the supervision of CRO, provides centralized
management of credit risk within the Group. Credit policies and procedures are formulated by
RMD and are approved by the RC and the Board of Directors. Such policies include setting
controls over the maximum level of the Group’s exposure to customers and customer groups
and other risk concentrations in selected market sectors, industries and products. These credit
policies and procedures are regularly updated and serve as guidance to business units as to
the risk appetite of the Group from time to time.
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9. Risk management (continued)
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Credit Risk Management (continued)

RMD also undertakes independent review and objective assessment of credit facilities
originated by business units. Different credit approval and control procedures are adopted
according to the level of risk associated with the customer or transaction. Currently, a credit
scoring system is used to process retail credit transactions, including residential mortgage
loans, personal loans and credit cards. The Credit Risk Assessment Committee comprising
experts from credit and other functions of the Group is responsible for making an independent
assessment of all credit facilities which require the approval of Deputy Chief Executives or
above.

The Group adopts an eight-grade facility grading structure according to HKMA’s loan
classification requirement. RMD provides regular credit management information reports and
ad hoc reports to members of Management Committee, RC, AC and Board of Directors.

Market Risk Management

Market risk is the risk associated with the movements of foreign exchange rates, interest rates
or equity and commodity prices on the earnings of the Group. The Group’s market risk arises
from customer-related business and from position taking. Trading positions are subject to daily
marked-to-market valuation. Market risk is managed within the risk limits approved by the RC.
The overall risk limits are divided into sub-limits by reference to different risk factors, including
interest rate, foreign exchange rate, commodity price and equity price.
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The Market Risk Division in RMD is responsible for the daily oversight of the Group’s market
risk. The Division ensures that the overall and individual market risk positions are within the
Group’s risk tolerance.

221



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ B4 5w ) amAT

RAFLZ Unaudited Supplementary Financial Information (continued)
AR S BERE (20
9. MR (8D 9. Risk management (continued)
MR E B (82 Market Risk Management (continued)
WAL Mg %#T7, A VaR is a statistical technique which estimates the potential losses that could occur on risk
CAYE—BUREE I T Py, 48 positions taken over a specified time horizon within a given level of confidence. The Group
BB AGEE, b5 ] b KU R uses historical movements in market rates and prices, a 99% confidence level and a 1-day
B BT RS E A R . AN holding period to calculate portfolio and individual VaR.
K FH T 3 R B R TR g sk

25 99% EAF KL 1 K EF
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PUR R PER A RAT A E T The following table set out the VaR for all trading market risk exposure of the Bank.
31 R o0 [ 8 B A1

2005 2005
BREE  EEddE AR
12 H31H Minimum  Maximum SR
At 31 during the  during the Average for

WA GEME IO HK$'m December year year the year
P NS 2 WK - 2005 VAR for all market risk - 2005 1.8 1.2 5.8 2.6
- 2004 -2004 29 0.9 5.6 3.2
LR NG K -2005 VAR for foreign exchange risk - 2005 1.2 0.6 52 1.9
- 2004 -2004 23 0.5 5.0 2.2
FIRZ R 2 W -2005 VAR for interest rate risk - 2005 1.4 0.9 3.7 2.1
- 2004 - 2004 1.9 0.5 4.4 24
B2 A 2 Wk -2005 VAR for equity risk - 2005 0.1 0.0 0.5 0.1
- 2004 -2004 0.1 0.1 2.6 0.5
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Market Risk Management (continued)

For the year ended 31 December of 2005, the average daily revenue of the Bank earned from
market risk related trading activities was HK$2.0 million (2004: HK$2.1 million). The standard
deviation of these daily trading revenues was HK$1.8 million (2004: HK$2.3 million).

The RMD is also responsible for monitoring foreign exchange exposure and related stop-loss
limits on a day-to-day basis as well as the credit risk exposure arising from foreign exchange
transactions.

Interest Rate Risk Management
The Group’s interest rate risk exposures are mainly structural driven. The major types of
structural positions are:

repricing risk — mismatches in the maturity or repricing periods of assets and liabilities.

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 Group’s Asset and Liability Management Committee ("ALCO”) maintains oversight of
interest rate risk and the RC sanctions the interest rate risk management policies formulated
by the ALCO. The Finance Department identifies, measures and monitors interest rate risk on
a daily basis.

Gap analysis is one of the tools used to measure the Group’s exposure to repricing risk. This
provides the Group with a static view of the maturity and repricing characteristics of its balance
sheet positions. The Group uses interest rate derivatives to hedge its interest rate exposures
and in most cases, plain vanilla interest rate swaps are used.
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9. Risk management (continued)

Interest Rate Risk Management (continued)

Sensitivities of earnings and economic value to interest rate changes (Earnings at Risk and
Economic Value at Risk) are assessed through hypothetical interest rate shock of 200 basis
points across the yield curve on both sides. Earnings at Risk and Economic Value at Risk are
respectively controlled within an approved percentage of the projected net interest income for
the year and the latest capital base as sanctioned by the RC. The Finance Department reports
the results to the ALCO and the RC on aregular 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. Ratios of assets to liabilities with similar pricing basis are established to monitor
such risk.

Stress tests on repricing risk and basis risk are conducted regularly. The ALCO monitors the
results of stress tests against limits and decides whether remedial action should be taken.

Liquidity Risk Management

The goal of liquidity management is to enable the Group, 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, without forced liquidation of its assets at short notice.

The Group funds its operations principally by accepting deposits from retail and corporate
depositors. In addition, the Group may issue certificates of deposit to secure long-term funds.
Funding may also be secured through adjusting the asset mix in the Group’s investment
portfolio. The Group deposits in the interbank market and uses the majority of funds raised to
extend loans, to purchase debt securities or to conduct interbank placements.
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9. Risk management (continued)

Liquidity Risk Management (continued)

The primary goal of the Group’s asset and liability management strategy is to achieve optimal
return while ensuring adequate levels of liquidity and capital within an effective risk control
framework and ALCO is responsible for establishing these policy directives (including the
liquidity contingency plan), and the RC sanctions the liquidity management policies. The
Finance Department closely monitors the liquidity risk of the Group using cash flow analysis
and by examining deposit stability, concentration risk, loan to deposits ratio and liquidity profile
of the investment portfolio reports to the Management and ALCO regularly.

Operational Risk Management

Operational risk relates to the risk of loss resulting from inadequate or failed internal
processes, people or systems, or from external events. An Operational Risk Management
Division is set up within the RMD to oversee the entire operational risk management
framework of the Bank.

The Group has put in place an effective internal control process which requires the
establishment of detailed policies and control procedures for all the key activities. Proper
segregation of duties and independent authorisation are the fundamental principles followed
by the Group. Business line management is responsible for managing and reporting
operational risks specific to their business units on a day-to-day basis by identifying, assessing
and controlling the risks inherent in business processes, activities and products. These are
followed by periodic monitoring and ongoing review of changes by the RMD. The RMD
formulates corporate-level policies and procedures concerning operational risk management
which are approved by the RC. The RMD evaluates the operational risk profile, records
operational risk data and reports operational risk issues to the RC and senior management.

Business continuity plans are in place to support business operations in the event of disasters.
Adequate backup facilities are maintained and periodic drills are conducted. The holding
company of the Bank also arranges insurance cover to reduce potential losses in respect of
operational risk.
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Capital Management

The major objective of capital management is to maximize total shareholders’ return while
maintaining a strong capital position. The Group periodically reviews its capital structure and
adjusts the capital mix where appropriate to achieve the lowest overall cost of capital. The
ALCO, with the assistance of the Finance Department, monitors the Group’s capital adequacy.
The Group has complied with all the statutory capital standards for all the periods presented in
the report.

Stress Testing

The Group supplements the analysis of various types of risks with stress testing. Stress testing
is a risk management tool for estimating the Group’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 results are reported.
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Definitions

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

Terms

Meanings

“ATM?

Automated Teller Machine

“Board” or “Board of Directors”

The Board of Directors of BOCHK

“Board of BOCHK (Holdings)”

The Board of Directors of BOCHK (Holdings)

“BOC” Bank of China Limited (formerly known as Bank of China), a state-owned
commercial bank established under the laws of the PRC and a joint stock
company with limited liability

“BOC (BVI)” BOC Hong Kong (BVI) Limited, a company incorporated under the laws of

the British Virgin Islands and a wholly owned subsidiary of BOC Hong Kong
(Group) Limited

“BOCHK” or “the Bank”

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

“BOCHK (Holdings)”

BOC Hong Kong (Holdings) Limited, a company incorporated under the laws
of Hong Kong

“BOCI-Prudential Manager”

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

“BOCI-Prudential Trustee”

BOCI-Prudential Trustee Limited, a company incorporated under the laws of
Hong Kong, in which BOC Group Trustee Company Limited and Prudential
Corporation Holdings Limited hold equity interests of 64% and 36%
respectively

“CAR’

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

“Central SAFE”

Central SAFE Investments Limited (previously known as China SAFE
investments Ltd.)

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

“Group” The Bank and its subsidiaries collectively referred as the Group

“HKAS(s)” Hong Kong Accounting Standard(s)

“HKAS-Int” HKAS Interpretation

“HKFRS(s)” Hong Kong Financial Reporting Standard(s)

“HKICPA” Hong Kong Institute of Certified Public Accountants

“‘HKMA” Hong Kong Monetary Authority
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Definitions (continued)

Terms

Meanings

“Hong Kong” or “Hong Kong SAR”

Hong Kong Special Administrative Region

“Listing Rules”

The Rules Governing the Listing of Securities on the Stock Exchange

“Mainland China”

The mainland of the PRC

“MPE”

Mandatory Provident Fund

“MPF Schemes Ordinance”

The Mandatory Provident Fund Schemes Ordinance, Chapter 485 of the
Laws of Hong Kong, as amended

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

“ORSO schemes” The Occupational Retirement Schemes under Occupational Retirement
Schemes Ordinance, Chapter 426 of the Laws of Hong Kong

“PRC” The People’s Republic of China

“RMB” or “Renminbi”

Renminbi, the lawful currency of the PRC

4

“Share Option Scheme’

The Share Option Scheme conditionally approved and adopted by the
shareholders of the Bank on 10 July 2002

“Sharesave Plan”

The Sharesave Plan conditionally approved and adopted by the
shareholders of the Bank on 10 July 2002

“SSAP”

Statement of Standard Accounting Practice

“Stock Exchange”

The Stock Exchange of Hong Kong Limited

“US”

The United States of America

“VaR’

Value at Risk
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