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1 Basis of preparation and accounting policies

These unaudited consolidated condensed interim accounts are prepared in
accordance with Hong Kong Statement of Standard Accounting Practice
25, “Interim Financial Reporting”, issued by the Hong Kong Society of
Accountants in December 2001 and should be read in conjunction with the
2003 annual financial statements.

The accounting policies and methods of computation used in the preparation
of these condensed interim accounts are consistent with those adopted in
the preparation of the Bank’s annual statutory accounts for the year ended
31 December 2003.

The insurance business, which includes insurance underwriting, insurance
agency and other related businesses, has become a significant element of
the Group’s business.  As a result, the insurance operating income and
charge for insurance claims have been separately presented on the condensed
consolidated profit and loss account and comparative figures have been
reclassified to conform with this presentation.

2 Other operating income
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Six months ended 30 June

2004 2003
HK$’000 HK$’000

Fees and commission income 142,660 103,607
Less: fees and commission expense (47,146) (43,399)

Net fees and commission income 95,514 60,208
Net (loss)/gain from trading securities  (456) 6,920
Net gain arising from derivative products  8,476 8,402
Net gain from foreign exchange trading  49,183 42,792
Others 63,961 57,042

216,678 175,364

3 Operating expenses
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Six months ended 30 June

2004 2003
HK$’000 HK$’000

Staff costs
– Salaries and other costs 156,478 156,400
– Retirement benefit costs 4,232 6,547

Depreciation 25,752 32,168
Others 80,870 71,809

267,332 266,924
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4 Taxation
�� !"#$% &!

Six months ended 30 June
2004 2003

HK$’000 HK$’000
Current taxation:

– Hong Kong profits tax 85,803 70,531
– Overseas taxation 4,216 2,205

Deferred taxation:
– Relating to the origination and

reversal of temporary differences 796 (4,857)
– Resulting from an increase in the

taxation rate – (2,872)

90,815 65,007
Share of taxation attributable to jointly

controlled entities 254 158

91,069 65,165

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

5 Dividends
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Six months ended 30 June
2004 2003

HK$’000 HK$’000

2003 Final dividend, paid, of HK$1.38
(2002: HK$0.93) per share 320,423 215,937

Bonus dividend (2002: HK$0.20 per share) – 46,438

320,423 262,375

2004 Interim dividend, declared on
18 August 2004, of HK$0.48
(2003: HK$0.38) per share 111,451 88,232

At a meeting held on 18 August 2004, the directors declared an interim
dividend of HK$0.48 per share.  This interim dividend is not reflected as a
dividend payable in these accounts, but will be reflected as an appropriation of
retained earnings for the year ending 31 December 2004.
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6 Earnings per share

The calculation of earnings per share is based on the Group’s profit attributable
to shareholders of HK$468,976,000 (2003: HK$390,646,000) and 232,190,115
(2003: 232,190,115) shares in issue during the period.

7 Cash and short-term funds
30/6/2004 31/12/2003
HK$’000 HK$’000

Cash and balances with banks and
other financial institutions 662,647 1,124,478

Money at call and short notice 13,802,095 15,635,706

Treasury bills (including Exchange
Fund Bills) 1,506,318 1,376,307

15,971,060 18,136,491

An analysis of treasury bills held is as follows:

30/6/2004 31/12/2003
HK$’000 HK$’000

Unlisted trading securities, at fair value  1,506,318 1,376,307

8 Certificates of deposit held
30/6/2004 31/12/2003
HK$’000 HK$’000

      Held-to-maturity, at amortised cost:
– Unlisted     1,388,727    1,393,670

Trading securities, at fair value:
– Unlisted     65,563 65,471

Non-trading securities, at fair value:
– Unlisted     987,945 852,495

   2,442,235    2,311,636
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9 Trading securities

30/6/2004 31/12/2003
HK$’000 HK$’000

At market value:

Debt securities

– Listed in Hong Kong 394,037 247,918
– Listed outside Hong Kong – 3,029
– Unlisted  68,703 104,605

462,740 355,552

Equity securities

– Listed in Hong Kong 74,000 52,521
– Listed outside Hong Kong 402 319

74,402 52,840

Equity investment fund

– Listed in Hong Kong 9,964 10,202

547,106 418,594

Trading securities are analysed by issuer as follows:

30/6/2004 31/12/2003
HK$’000 HK$’000

Central governments and central banks  394,037 247,918

Public sector entities 68,482 104,811

Banks and other financial institutions 32,502 20,591

Corporate entities 52,085 45,274

547,106 418,594
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10 Held-to-maturity securities
30/6/2004 31/12/2003
HK$’000 HK$’000

Listed debt securities, at amortised cost:

– Listed in Hong Kong 1,061,017 628,788

– Listed outside Hong Kong 1,476,432 1,894,876

2,537,449 2,523,664

Unlisted debt securities, at amortised cost 5,877,174 5,952,806

8,414,623 8,476,470

Provision for diminution in value   (572) (11,450)

8,414,051 8,465,020

Market value of listed debt securities  2,593,722 2,656,146

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

30/6/2004 31/12/2003
HK$’000 HK$’000

Central governments and central banks  53,284 53,257

Public sector entities 489,475 224,851

Banks and other financial institutions  4,218,518 6,049,200

Corporate entities 3,653,346 2,149,162

8,414,623 8,476,470
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11 Advances and other accounts

(a) Advances and other accounts
30/6/2004 31/12/2003
HK$’000 HK$’000

Advances to customers 29,622,181 29,261,926
Provision for bad and doubtful debts

– General (435,077) (443,533)
– Specific (140,767) (204,205)

29,046,337 28,614,188

Advances to banks and other financial
institutions 53,399 50,000

Accrued interest 167,814 163,319
Provision for bad and doubtful debts

– Specific (1,183) (1,571)

166,631 161,748

Other accounts 1,018,930 1,224,559
Provision for bad and doubtful debts

– General (1,359) (1,450)
– Specific  (1,087) (1,246)

1,016,484 1,221,863

Deferred tax assets 35,873 33,360

30,318,724 30,081,159

(b) Non-performing loans

The gross amount of non-performing loans, which represents advances on
which interest is being placed in suspense or on which interest accrual has
ceased, is analysed as follows:

�� !
Advances to customers

30/6/2004 31/12/2003
HK$’000 HK$’000

Non-performing loans 505,422 728,822

Percentage of total advances to
customers 1.71% 2.49%

Specific provisions made in
respect of such advances 129,262 189,179

Amount of interest in suspense  36,553 42,982

At 30 June 2004 and 31 December 2003, there were no non-performing loans
in respect of advances to banks and other financial institutions.

The above specific provisions were made after taking into account the value of
collateral in respect of such advances.
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12 Non-trading securities
30/6/2004 31/12/2003
HK$’000 HK$’000

At fair value:

Debt securities

– Listed in Hong Kong 354,284 362,464
– Listed outside Hong Kong 1,387,405 1,305,287

1,741,689 1,667,751
– Unlisted 1,543,967 1,210,724

3,285,656 2,878,475

Equity securities

– Listed in Hong Kong 137,538 129,793
– Unlisted 35,943 35,943

173,481 165,736

Equity investment fund

– Listed in Hong Kong 20,082 20,566

3,479,219 3,064,777

Market value of listed securities 1,899,309 1,818,110

Non-trading securities are analysed by issuer as follows:

30/6/2004 31/12/2003
HK$’000 HK$’000

Central governments and central banks 883,569 904,961

Public sector entities 696,468 543,628

Banks and other financial institutions  1,693,469 1,466,142

Corporate entities  205,713 150,046

3,479,219 3,064,777
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13 Fixed assets
�� ! �� !"

�� Investment Furniture & ��
Premises properties equipment Total
HK$’000 HK$’000 HK$’000 HK$’000

Net book value at
1 January 2004 457,136 936,710 133,004 1,526,850

Additions 974 – 9,412 10,386
Disposals – – (911) (911)
Depreciation (5,850) – (19,902) (25,752)
Exchange adjustment 39 – (1) 38

Net book value at
30 June 2004 452,299 936,710 121,602 1,510,611

14 Deposits from customers
30/6/2004 31/12/2003
HK$’000 HK$’000

Demand deposits and current accounts 3,460,058 3,149,151
Saving deposits  15,712,378 15,544,448
Time, call and notice deposits  29,724,180 32,702,047

48,896,616 51,395,646

15 Other accounts and accruals
30/6/2004 31/12/2003
HK$’000 HK$’000

Short positions in Exchange Fund Bills
and Notes, at market value:
– Listed, trading 104,834 110,308
– Unlisted, trading 923,788 566,871

1,028,622 677,179

Deferred tax liabilities 588 600
Others 2,530,930 3,293,864

3,560,140 3,971,643
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16 Maturity profile

At 30/6/2004

�� ! �� !
�� ! �� 

�� One year Five
�� or less  years

�� ! Three but over or less �� ! �� 
Repayable  months three but over Over �� ��

on demand or less  months one year five years Undated Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Assets
Cash and short-term

funds 652,332  14,424,151 894,577 – – – 15,971,060
Placements with banks

and other financial
institutions maturing
between one and
twelve months – 1,714,491 373,824 – – – 2,088,315

Certificates of deposit held – 689,947 886,073 866,215 – – 2,442,235
Debt securities included in:

– Held-to-maturity
securities – 2,913,607  1,417,478 3,647,725 434,860 953 8,414,623

– Trading securities – 142,252 72,505 247,742 241 – 462,740

– Non-trading securities – 77,981 311,999 2,841,679 53,997 – 3,285,656
Advances to customers 1,149,870 1,637,801 2,785,750 12,318,059 11,018,009 712,692 29,622,181
Advances to banks and

other financial
institutions – – – 53,399 – – 53,399

1,802,202 21,600,230 6,742,206 19,974,819 11,507,107 713,645 62,340,209

Liabilities
Deposits and balances

of banks and other
financial institutions 29,063 890,979 – – – – 920,042

Deposits from customers 19,172,436 28,151,873 1,384,876 187,431 – – 48,896,616
Certificates of deposit

issued – 300,000 1,517,000 1,065,270 – – 2,882,270
Short positions in

Exchange Fund Bills
and Notes – 923,788  103,329 1,505 – – 1,028,622

19,201,499  30,266,640 3,005,205 1,254,206 – – 53,727,550
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16 Maturity profile (continued)

At 31/12/2003

�� ! �� !
�� ! �� 

�� One year Five
�� or less  years

�� ! Three but over or less �� ! �� 
Repayable  months three but over Over �� ��

on demand or less  months one year five years Undated Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Assets
Cash and short-term

funds 1,094,256 16,502,321 539,914 – – – 18,136,491
Placements with banks

and other financial
institutions maturing
between one and
twelve months – 2,937,277 659,288 – – – 3,596,565

Certificates of deposit held – 456,067 633,141 1,222,428 – – 2,311,636
Debt securities included in:

– Held-to-maturity
securities – 3,432,950 1,590,704 3,315,553 118,202 19,061 8,476,470

– Trading securities – 43,134 166,305 146,065 48 – 355,552

– Non-trading securities – 38,889 77,625 2,761,961 – – 2,878,475
Advances to customers 1,112,873 1,530,358 2,354,020 12,154,147 11,302,045 808,483 29,261,926
Advances to banks and

other financial
institutions – – – 50,000 – – 50,000

2,207,129 24,940,996 6,020,997 19,650,154 11,420,295 827,544 65,067,115

Liabilities
Deposits and balances

of banks and other
financial institutions 83,939 1,053,210 – – – – 1,137,149

Deposits from customers 18,693,599 31,008,806 1,479,824 213,417 – – 51,395,646
Certificates of deposit

issued – 155,000 1,020,000 1,492,985 – – 2,667,985
Short positions in

Exchange Fund Bills
and Notes – 416,952 252,392 7,835 – – 677,179

18,777,538 32,633,968 2,752,216 1,714,237 – – 55,877,959
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