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1 Principal accounting policies (continued)

(q) Off balance sheet financial instruments (continued)

Transactions undertaken for trading purposes are marked to market value and
thegain or loss arising is recognised in the profit and loss account as “Net gain/
loss from foreign exchange trading” or “Net gain/loss arising from derivative
products’. Unrealised gains on transactions which are marked to market are
included in “Advances and other accounts’ on the balance sheet. Unrealised
|osses on transactions which are marked to market are included in “Other
accounts and accruals’.

The fair value of derivatives that are not exchange-traded is estimated at the
amount that the Group would receive or pay to terminate the contract at the
balance sheet date based on arange of methodol ogies and assumptions regarding
risk characteristics of various financial instruments, discount rates, estimates
of future cash flows and other factors.

On the date a derivative contract is entered into, the Group may designate
certain derivative transactions as hedges. Derivatives are classified as a hedge
when the following criteria are met:

(i) thederivativeinstrument must be reasonably expected to match or eliminate
asignificant proportion of the risk inherent in the assets, liabilities or net
positions being hedged which resultsfrom potential movementsin exchange
rates, interest rates and market values; and

(ii) thereis adequate evidence of the intention to hedge and linkage with the
underlying risk inherent in the assets, liabilities or net positions being
hedged, is established at the outset of the transaction.

Transactions designated as hedges are valued on an equivalent basis to the
assets, liabilities or net positions that they are hedging. Any profit or lossis
recognised in the profit and loss account on the same basis as that arising from
the related assets, liabilities or net positions.

If the derivative transaction no longer meets the criteria for a hedge set out
above, the derivative is deemed to be held for trading purposes and is accounted
for as set out above.

Derivative transactions are offset only when the Group has the ability to insist
on net settlement such as by means of entering into a master netting agreement
or other legally enforceable arrangements. Any right to insist on a net
settlement that is contingent is only taken into account when the Group is able
to enforce net settlement in al situations of default by the other party or parties
including insolvency of any parties to the contract, and the ability to insist on
anet settlement is assured beyond doubt.

Derivative transactions are not offset unless the related settlement currencies
are the same, or are denominated in freely convertible currencies for which
guoted exchange rates are available in an active market.
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Principal accounting policies (continued)

(r) Segment reporting

©

A segment is a distinguishable component of the Group that is engaged either
in providing products or services (business segment) or in providing products
or services within a particular economic environment (geographica segment),
which is subject to risks and rewards that are different from those of other
segments. Segments with amajority of revenue earned from services provided
to external customers and whose revenue, results or assets are 10 per cent or
more of all the segments are reported separately.

In accordance with the Group’s internal financial reporting, the Group has
determined that business segments be presented as the primary reporting
format and geographical as the secondary reporting format.

Transactions between the business segments are on norma commercial terms
and conditions. Funds are ordinarily reallocated between segments, resulting
in funding cost transfers disclosed in operating income. Interest charged for
these funds is determined with reference to the Group’s funding cost. There are
no other material items of income or expense between the business segments.
Segment assets and liabilities comprise operating assets and liabilities, being
the majority of the balance sheet but excluding taxation.

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

Descriptions of business and geographical segments are set out in note 32.
Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise
balances with less than three months' maturity from the date of acquisition

including cash, balances with banks and other financial institutions, treasury
bills and certificates of deposit.

I nterest income

2003 2002

HK$ 000 HK$ 000

Interest income on listed investments 122,395 129,948
Interest income on unlisted investments 295,199 278,077
Other interest income 1,424,529 1,634,075
1,842,123 2,042,100
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(b)

I nsurance operating income and charge for insurance claims

2003 2002
HK$ 000 HK$ 000

Insurance operating income
— Premium income (note &) 519,468 230,260
— Commission income 5,834 5,687
— Other income 1,579 924
— Commission expenses (97,347) (40,213)
429,534 196,658
Charge for insurance claims (note b) (339,695) (135,258)
89,839 61,400

Premium income represents gross insurance premium written of HK$721,409,000
(2002: HK$459,516,000) less reinsurance premium outward of HK$161,232,000
(2002: HK$107,669,000) and adjustment for unearned premium of HK$40,709,000

(2002: HK$121,587,000).

Charge for insurance claims represents net claimsincurred on the Group’sinsurance

business and the related claims settling expenses.

Other operating income

2003 2002
HK$ 000 HK$ 000
Fees and commission income 241,996 249,318
Less: fees and commission expense (85,510) (127,583)
Net fees and commission income 156,486 121,735
Net gain from trading securities 27,978 7,965
Net gain/(loss) arising from derivative products 19,168 (573)
Net gain from foreign exchange trading 86,841 78,395
Dividend income
— Listed equity securities 8,020 5,693
— Unlisted equity securities 2,060 4,797
Net rental income 66,115 64,368
Others 33,224 35,629
399,892 318,009
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Operating expenses

2003 2002
HK$ 000 HK$ 000
Staff costs
— Salaries and other costs 305,271 297,767
— Retirement benefit costs (note 8) 13,187 9,543
Premises and equipment expenses,
excluding depreciation
— Rental of premises 9,566 12,228
— Others 18,463 20,823
Depreciation 57,534 57,419
Advertising and business promotion 14,890 22,791
Electronic data processing 21,627 22,021
Postage and communications 17,421 17,054
Auditors' remuneration 2,219 2,141
Others 63,217 56,975
523,395 518,762
Charge for bad and doubtful debts
2003 2002
HK$ 000 HK$ 000
Specific provisions
— hew provisions 139,659 185,065
— releases (54,676) (40,224)
— recoveries (note 19) (8,660) (6,527)
76,323 138,314
General provisions
— (releases)/new provisions (note 19) (9,201) 3,363
Net charge to the profit and loss account (note 19) 67,122 141,677
Directors and senior management emoluments
Directors emoluments
2003 2002
HK$ 000 HK$ 000
Fees to independent non-executive directors 320 220
Other directors' fees 310 370
Salaries and allowances 14,825 14,822
Retirement benefit contributions 591 602
Bonuses 4,881 5,442
20,927 21,456




(E)EERSESEAEMS(E) 7 Directors and senior management emoluments (continued)

B EE5EME(E) (a) Directors emoluments (continued)
MRERE S » S A T 55 The emoluments of individual directors fell within the following bands:
fE
=
i & E Emoluments band Number of directors
2003 2002
i s HK$
0-1,000,000 0 - 1,000,000 10 11
4,000,001- 4,500,000 4,000,001 - 4,500,000 1 1
4,500,001- 5,000,000 4,500,001 - 5,000,000 1 -
5,000,001- 5,500,000 5,000,001 - 5,500,000 1 1
5,500,001- 6,000,000 5,500,001 - 6,000,000 1 1
6,000,001- 6,500,000 6,000,001 - 6,500,000 - 1
14 15

hfiFMesEzMe
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FER(ZOOZFRIUAL) - Hi s
I

o BMiRAE
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B
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2,500,001 - 3,000,000
3,000,001 - 3,500,000
4,000,001 - 4,500,000
4,500,001 - 5,000,000
5,000,001 - 5,500,000
5,500,001 - 6,000,000
6,000,001 - 6,500,000

(b)

The emoluments of the five highest paid individuals

Details of the emoluments of the five individuals, including four directors (2002:
four directors), whose emoluments were the highest in the Group are as follows:

2003 2002

HK$ 000 HK$ 000

Salaries, allowances and fees 16,987 16,982
Retirement benefit contributions 946 937
Bonuses 5,393 6,166
23,326 24,085

The emoluments of the five highest paid individuals fell within the following

bands:
A"

Emoluments band Number of individuals

2003 2002
HK$
2,500,001 - 3,000,000 1 -
3,000,001 - 3,500,000 - 1
4,000,001 - 4,500,000 1 1
4,500,001 - 5,000,000 1 -
5,000,001 - 5,500,000 1 1
5,500,001 - 6,000,000 1 1
6,000,001 - 6,500,000 - 1
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The Group operates four staff retirement schemes for the staff of the
Bank and a MPF scheme for the staff of a subsidiary of the Bank. The
four staff retirement schemes comprise aprincipal scheme (the* Scheme”)
which includes a defined benefit (“DB”) section and a defined
contribution (“DC”) section, adefined benefit pension scheme, adefined
contribution scheme for overseas employees and a MPF scheme. All
new staff members who join the Bank are offered a once-off choice
between the DC section of the Scheme or the MPF scheme.

Under the DC section of the Scheme, the Group is required to contribute
10% of the monthly salary of the members who opted for the DC
arrangement. The Group’s contributions to the DC section of this
Scheme may be reduced by contributions forfeited by those employees
who leave the Scheme prior to vesting fully in the contributions.
Forfeited contributions totalling HK$967,000 (2002: HK$379,000)
were utilised during the year. The unutilised forfeited contributions at
the year end amounted to HK$61,000 (2002: HK$257,000) which are
available to reduce future contributions. No contributions were payable
at the year end (2002: Nil).

The Group’s contributions to the MPF schemes are based on 5% of the
monthly relevant income of each employee up to a maximum monthly
relevant income of HK$20,000 in accordance with the Hong Kong
Mandatory Provident Fund Schemes Ordinance.

The contributions to schemes with defined contribution arrangements
and the MPF schemes during the year amounted to HK$13,118,000
(2002: HK$13,187,000) in aggregate.

For the DB section of the Scheme and the defined benefit pension
scheme (collectively referred to as the “Plan”), the contributions are
determined based on periodic valuations by qualified actuaries of the
assets and liabilities of the Plan. The Plan provides benefits based on
members' final salary. The costs are solely funded by the Group.

The latest actuarial valuation of the Plan was performed in accordance
with SSAP 34 (revised) as at 31 December 2003 by Watson Wyatt Hong
Kong Limited, a professional actuarial firm. The present value of the
defined benefit obligation and current service cost of the Plan are
calculated based on the projected unit credit method. At the valuation
date, the Plan had a funding level of 180% (2002: 156%).
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Staff retirement schemes (continued)

The amounts recognised in the balance sheet as at 31 December 2003
are analysed as follows:

2003 2002
HK$000 HK$ 000
Fair value of Plan assets 386,495 325,336

Present value of the funded defined
benefit obligation
Unrecognised actuarial (gains)/losses

(215,179)  (208,052)
(578) 53,523

Net asset recognised in the balance sheet 170,738 170,807

The amount of the Plan assets included ordinary shares issued by the
Bank with a market value of HK$14,186,000 (2002: HK$12,723,000)
and deposits with the Bank of HK$108,467,000 (2002: HK$97,703,000).

The amounts recognised in the profit and loss account are as follows:

2003 2002

HK$000 HK$ 000

Current service cost (11,161) (9,735)

Interest cost (9,052)  (10,062)

Expected return on Plan assets 22,289 23,441

Net actuarial 10sses recognised (2,145) -
Net (expense)/income for the year

included in retirement benefit costs (69) 3,644

The actual return on Plan assets for the year ended 31 December 2003
was HK$65,552,000 (2002: a loss of HK$5,571,000).

The movements in the net asset recognised in the balance sheet are as
follows:

2003 2002

HK$000 HK$ 000

Net asset at 1 January 170,807 167,163
Net (expense)/income for the year (69) 3,644
Net asset at 31 December 170,738 170,807

The principal actuarial assumptions adopted in the valuation are as
follows:

2003 2002

% %

Discount rate 45 45

Long-term average return on Plan assets 7.0 7.0
Long-term average rate of salary increase

for the DB section of the Scheme 5.0 5.0

Pension increase rate for the defined
benefit pension scheme 3.0 3.0

There was no curtailment or settlement impact for the years ended 31
December 2003 and 2002.
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Taxation

Hong Kong profits tax has been calculated at the rate of 17.5% (2002: 16%) on
the estimated assessable profit for the year. In 2003, the government enacted a
change in the profits tax rate from 16% to 17.5% for the fiscal year 2003/2004.
Taxation on overseas profits has been calculated on the estimated assessable profit
for the year at the rates of taxation prevailing in the countries in which the Group
operates.

The amount of taxation charged to the consolidated profit and loss account
represents:

2003 2002
HK$ 000 HK$ 000
Current taxation:
— Hong Kong profits tax 147,874 114,685
— Overseas taxation 6,207 3,794
Deferred taxation:
— Relating to the origination and reversal
of temporary differences (506) 271
— Resulting from an increase in the taxation rate (2,872) -
150,703 118,750
Share of taxation attributable to jointly
controlled entities 507 403
Share of taxation attributable to associates 65 9
151,275 119,162

The taxation on the Group’s profit before taxation differs from the theoretical
amount that would arise using the taxation rate of the home country of the Bank
as follows:

2003 2002

HK$ 000 HK$ 000

Profit before taxation 1,010,079 878,740
Calculated at a taxation rate of 17.5%

(2002: 16%) 176,764 140,598

Tax effect of expenses not deductible for
taxation purposes 4,283 5,093

Tax effect of income not subject to taxation (12,305) (13,983)
Tax effect of utilisation of tax losses not

previously recognised (1,929) -
Tax effect of unused tax losses not recognised 20 3,787
Effect on opening deferred tax balances resulting

from an increase in taxation rate in 2003 (2,872) -
Effect of different taxation rates in other countries 3,254 1,692
Over-provision of taxation in prior years (12,890) (15,007)
Others (3,050) (3,018)
Taxation expense for the year 151,275 119,162




(+)BREELZR 10 Profit attributable to shareholders

REEG SRR EERYEE—-T =Y The profit attributable to shareholdersis dealt with in the accounts of the Bank
U758 T 5 ATRER( to the extent of HK$713,462,000 (2002: HK$691,371,000).
OOZHERBMABAT H=TLH
—TFx) -
(+—)BE 11 Dividends
2003 2002

HK$000 HK$ 000

EIRPHI R A > R s = (= Interim, paid, of HK$0.38 (2002: HK$0.33)
OO = Ik I v ¥ = A =l per share 88232 76,623
RZOOWEZH=+aH » FHRAM
BE s FREE—T=F,I(=0 Final, proposed on 25 February 2004, of
OZHIREFREB A=) HK$1.38 (2002: HK$0.93) per share 320,423 215,937
408,655 292,560
FMA(ZOO_FIRFRE M) Bonus dividend (2002: HK$0.20 per share) - 46,438
408,655 338,998
RZOOMNE_A-t+HHEfTZEH At ameeting held on 25 February 2004 the directors proposed afina dividend
b FEGEIRRH R B —r of HK$1.38 per share. This proposed dividend is not reflected as a dividend
=AU e BEIE SR I B A AR EE B payable in these accounts, but will be reflected as an appropriation of retained
FHEHER I B  HEEREZE —OOW earnings for the year ending 31 December 2004.
FtZH =4 —H IR R E R &
K °
(+Z2)5BEF 12 Earnings per share
G B T4 A L E 2 e B A s ) The calculation of earnings per share is based on the Group’s profit
wAEBATFAEBATEZNT (2O attributable to shareholders of HK$858,804,000 (2002: HK$759,578,000)
O-FhwEtEAThEATEE and 232,190,115 (2002: 232,190,115) shares in issue during the year.

TroRZFEEERETRE -G =T
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FRh-E=TH-ThEZ-H—+
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Cash and short-term funds
rE K17
The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HKSF000 HKSF000
Cash and balances
with banks and other
financial institutions 1,124,478 602,513 1,119,351 600,856
Money at call and
short notice 15,635,706 10,632,240 15,441,372 10,632,323
Treasury bills (including
Exchange Fund Bills) 1,376,307 1,487,928 1,376,307 1,487,928
18,136,491 12,722,681 17,937,030 12,721,107
An analysis of treasury bills held is as follows:
AEBRAT
The Group and the Bank
2003 2002
HK$ 000 HK$ 000
Unlisted trading securities, at fair value 1,376,307 1,487,928
Trade bills
AEBRAT
The Group and the Bank
2003 2002
HK$ 000 HK$ 000
Trade bills 85,899 90,295
Provision for bad and doubtful debts (note 19) (488) (767)
85,411 89,528
Certificates of deposit held
AEBRAT
The Group and the Bank
2003 2002
HK$ 000 HK$ 000
Held-to-maturity, at amortised cost:
— Unlisted 1,393,670 1,276,865
Trading securities, at fair value:
— Unlisted 65,471 -
Non-trading securities, at fair value:
— Unlisted 852,495 1,408,053
2,311,636 2,684,918
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16 Trading securities

At market value:

Debt securities
— Listed in Hong Kong
— Listed outside Hong Kong
— Unlisted

Equity securities
— Listed in Hong Kong
— Listed outside Hong Kong
— Unlisted

Equity investment fund
— Listed in Hong Kong

Trading securities are analysed by issuer as follows:

Central governments
and central banks

Public sector entities

Banks and other financial
institutions

Corporate entities

AEE ¥ ¥5)

The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HK$000 HKS$ 000
247,918 212,417 247,918 212,417
3,029 432,208 3,029 432,208
104,605 178,022 104,605 178,022
355,552 822,647 355,552 822,647
52,521 53,232 - -
319 199 - -
— 6 — —
52,840 53,437 - -
10,202 11,848 - -
418,594 887,932 355,552 822,647

AEE AT

The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HK$000 HKS$ 000
247,918 644,625 247,918 644,625
104,811 178,187 104,605 178,022
20,591 15,408 - -
45,274 49,712 3,029 -
418,594 887,932 355,552 822,647
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17 Held-to-maturity securities

Listed debt securities, at
amortised cost:
— Listed in Hong Kong

— Listed outside Hong Kong

Unlisted debt securities, at
amortised cost

Provision for diminution
in vaue

Market value of listed
debt securities

Held-to-maturity securities are analysed by issuer as follows:

Central governments
and central banks

Public sector entities

Banks and other financial
institutions

Corporate entities

AEE AT

The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HK$000 HKS$ 000
628,788 326,217 625,343 326,217
1,894,876 1,786,536 1,860,922 1,752,291
2,523,664 2,112,753 2,486,265 2,078,508
5,952,806 4,929,196 5,854,780 4,898,420
8,476,470 7,041,949 8,341,045 6,976,928
(11,450) (46,510) (11,450) (46,510)
8,465,020 6,995439 8,329,595 6,930,418
2,656,146 2,257,012 2,617,064 2,220,327

AEE AT

The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HK$000 HKS$ 000
53,257 77,527 49,812 77,527
224,851 54,624 203,269 38,904
6,049,200 4,871,164 5,973,831 4,847,043
2,149,162 2,038,634 2,114,083 2,013,454
8,476,470 7,041,949 8,341,045 6,976,928




