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Share capital
2003 2002
HK$000 HK$ 000
Authorised:
300,000,000 shares (2002: 300,000,000 shares)
of HK$5 each 1,500,000 1,500,000
Issued and fully paid:
232,190,115 shares (2002: 232,190,115 shares)
of HK$5 each 1,160,951 1,160,951
Reserves
The Group
EfbRE
ERE B
Investment ¥ B4
B properties Investment LBREME REUF
Capital revaluation revaluation General Retained gt
reserve reserve reserve  reserve  earnings Total
HK$000 HK$000 HK$000 HK$000 HK$000 HK$000
At 1 January 2003 as
previously reported 57,500 1,000,797 57,474 1,003,730 4,680,365 6,799,866
Effect of changesin
accounting policy
on deferred taxation
(note 1(m)) - (1,504) 2,337 - 47,282 48,115
At 1 January 2003
as restated 57,500 999,293 59,811 1,003,730 4,727,647 6,847,981
Change in fair value of
non-trading securities - - 59,096 - - 59,096
Disposal of non-trading
securities - - 10,765 - - 10,765
Surplus on revaluation
(note 24) - 23,788 - - - 23,788
Change in deferred
taxation - (141) (1,943 - - (2,084)
Profit for the year - - - - 858,804 858,804
2002 Final and bonus
dividends paid - - - - (262,375) (262,375)
2003 Interim dividend paid - - - - (88232 (88,232
At 31 December 2003 57,500 1,022,940 127,729 1,003,730 5,235,844 7,447,743
Representing:-
Bank and subsidiaries 57,500 1,022,940 127,729 1,003,730 5,257,101 7,469,000
Jointly controlled entities - - - - (21,638 (21,638)
Associates - - - - 381 381
At 31 December 2003 57,500 1,022,940 127,729 1,003,730 5,235,844 7,447,743
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30 Reserves (continued)

@

(b)

(©

The Bank

At 1 January 2003 as
previously reported

Effect of changesin
accounting policy on
deferred taxation
(note 1(m))

At 1 January 2003
as restated

Change in fair value of
non-trading securities

Disposal of non-trading
securities

Surplus on revaluation
(note 24)

Change in deferred
taxation

Profit for the year

2002 Final and bonus
dividends paid

2003 Interim dividend paid

At 31 December 2003

B4
X E EA ]
Investment 1% & fis
properties Investment ELBfEE REEF
revaluation revaluation General Retained &t
reserve reserve reserve  earnings Total
HK$000 HK$000 HKE000 HK$000 HK$000
1,000,797 31,661 1,003,730 3,849,993 5,886,181
(1,504) 2,337 - 47,380 48,213
999,293 33998 1,003,730 3,897,373 5,934,394
- 27,683 - - 27,683
- 10,149 - - 10,149
23,788 - - - 23,788
(141 (1,943 - - (2,084)
- - - 713,462 713,462
- - - (262,375)  (262,375)
- - - (88,232 (88,232)
1,022,940 69,887 1,003,730 4,260,228 6,356,785

The Group’s capital reserve was set up in relation to the capitalisation by certain subsidiaries

of their retained earnings for the issue of new shares to the Bank.

The general reserve is comprised of previous years transfers from retained earnings and

inner reserve.

The directors proposed a final dividend of HK$320,423,000 (2002: a final dividend of
HK$215,937,000 and a bonus dividend of HK$46,438,000) after the year end which will
be deducted as an appropriation of retained earnings in the year ending 31 December 2004

(note 11).
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30 Reserves (continued)

The Group
ERE
E/ES 1) Efh
Investment R &
B properties Investment Li@fEfE RE AR
Capital revaluation revaluation General Retained BEt
reserve reserve reserve  reserve earnings Total
HK$000 HK$000 HK$000 HK$000 HK$000 HK$O000

At 1 January 2002 as

previoudly reported 57,500 1,058,778 68,934 1,003,730 4,215,293 6,404,235
Effect of changesin

accounting policy

on deferred taxation

(note 1(m)) - (1,504) 155 - 45,336 43,987
At 1 January 2002

as restated 57,500 1,057,274 69,089 1,003,730 4,260,629 6,448,222
Change in fair value of

non-trading securities - - (10,267) - - (10,267)
Disposal of non-trading

securities - - (1,193 - - (1,193
Deficit on revaluation - (57,981) - - - (57,981)
Change in deferred

taxation - - 2,182 - - 2,182
Profit for the year as

restated - - - - 759,578 759,578
2001 Final dividend paid - - - - (215,937) (215,937)
2002 Interim dividend paid - - - - (76,623) (76,623
At 31 December 2002 57,500 999,293 59,811 1,003,730 4,727,647 6,847,981
Representing:-
Bank and subsidiaries 57,500 999,293 59,811 1,003,730 4,751,317 6,871,651
Jointly controlled entities - - - - (23731 (23,731
Associates - - - - 61 61
At 31 December 2002 57,500 999,293 59,811 1,003,730 4,727,647 6,847,981
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Reserves (continued)
The Bank

At 1 January 2002 as
previously reported

Effect of changesin
accounting policy on
deferred taxation
(note 1(m))

At 1 January 2002 as
restated

Change in fair value of
non-trading securities

Disposal of non-trading
securities

Deficit on revaluation

Change in deferred
taxation

Profit for the year as
restated

2001 Final dividend paid
2002 Interim dividend paid

At 31 December 2002

EHRE
MERE LG
Investment R EFEE
properties Investment & @ fEfE Rl
revaluation revaluation ~ General  Retained &t
reserve reserve reserve  earnings Total
HK$000 HK$O000 HK$O000 HKFH000 HKSF 000
1,058,778 30,324 1,003,730 3,448,813 5,541,645
(1,504) 155 — 49749 48,400
1,057,274 30,479 1,003,730 3,498,562 5,590,045
- 2,530 - 2,530
- (1193 - (1,193)
(57,981) - - (57,981)
- 2,182 - 2,182
- - - 691,371 691,371
- —  (215937) (215,937)
- —  (76623) (76,623
999,293 33,998 1,003,730 3,897,373 5,934,394

Amounts due from/to subsidiaries

Included in the following balance sheet headings are balances with subsidiaries:

Amounts due from subsidiaries:

Cash and short-term funds

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

Advances and other accounts

Amounts due to subsidiaries:

Deposits and balances of banks and other financial

institutions
Deposits from customers
Other accounts and accruals

K17

The Bank
2003 2002
HK$ 000 HK$ 000
50,000 50,000
320,000 420,000
71,294 89,087
441,294 559,087
133,089 130,151
934,672 913,659
60,389 248
1,128,150 1,044,058
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32 Segment reporting

(@) Class of business

NP8
EEES:

business.

The Group operates predominantly in commercial banking which comprises
retail and corporate banking, treasury, insurance and other activities.
Retail and corporate banking includes retail banking, commercia lending
and trade finance. Treasury activities include foreign exchange, money
market and capital market activities. Insurance activitiesinclude insurance
underwriting, insurance agency and other related businesses. Other activities
mainly comprise investment properties holding and securities brokerage

Unallocated items mainly comprise expenses, assets and liabilities of the
central management unit and other shared services, taxation and any items
which cannot be reasonably allocated to specific business segments.

TER
ERBT
Retail and rxnE
corporate BE R Hith % AFEE
banking Treasury Insurance Others Unallocated Group
HK$000 HK$000 HK$000 HK$000 HK$E000 HK$ 000
2003
Interest income from
— external customers 1,037,753 770,809 8,193 25,368 - 1,842,123
— other segments 200,283 198,330 3,874 1,469 — 403,956
Interest expense to
— externa customers (200,001)  (522,244) - (48) - (722,293)
— other segments (204,340)  (197,833) - (1,783) —  (403,956)
Net interest income 833,695 249,062 12,067 25,006 - 1,119,830
Insurance operating income
from external customers - - 429,534 - - 429,534
Other operating income
from external customers 102,496 73,621 2,892 220,883 - 399,892
Operating income 936,191 322,683 444,493 245,889 — 1,949,256
Operating expenses (319,686)  (23260) (25,730)  (59,141)  (95578) (523,395)
Operating profit before
provisions 616,505 299,423 418,763 186,748 (95,578) 1,425,861
Charge for bad and
doubtful debts (65,388) - (1,734) - - (67122
Charge for insurance claims - - (339,695) - - (339,695)
Operating profit 551,117 299,423 77,334 186,748 (95,578) 1,019,044
(Loss)/gain on fixed assets
and investments (19,044) 407 35 8,867 (2,268)  (12,003)
Share of net profits/(losses)
of jointly controlled entities
and associates - - 5,699 (2,661) - 3,038
Profit/(loss) before taxation 532,073 299,830 83,068 192,954 (97,846) 1,010,079
Segment assets 31,701,713 32,963,263 1,125261 1,732,615 258,265 67,781,117
Segment liabilities 51,016,419 5175096 888,463 2,035,511 56,934 59,172,423
Capital expenditure 29,991 533 994 18,003 5,559 55,080
Depreciation charge 40,019 1,863 1,368 8,024 6,260 57,534
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32 Segment reporting (continued)

(a) Class of business (continued)

2002

Interest income from
— external customers
— other segments
Interest expense to
— external customers
— other segments

Net interest income

Insurance operating income
from externa customers

Other operating income
from externa customers

Operating income
Operating expenses

Operating profit before
provisions

Charge for bad and
doubtful debts

Charge for insurance claims

Operating profit

(Loss)/gain on fixed assets
and investments

Share of net losses of
jointly controlled entities
and an associate

Profit/(loss) before taxation
Segment assets
Segment liabilities

Capital expenditure
Depreciation charge

TER
B ERIT
Retail and KD HE
cor por ate G RE Hits 2% X5E
banking Treasury Insurance Others Unallocated Group
HK$000 HK$000 HK$000 HK$000 HK$000 HK$ 000
1215410 792,747 5,086 28,857 - 2,042,100
328,061 314,680 5,316 5,124 - 653181
(359,560)  (506,335) - (126) - (866,021)
(325,473)  (324,637) - (3,071) - (653181)
858,438 276,455 10,402 30,784 - 1,176,079
- - 196,658 - - 196,658
92,899 77,197 1,091 146,822 - 318,009
951,337 353,652 208,151 177,606 - 1,690,746
(349,780)  (22,836)  (19,787)  (56,815)  (69,544) (518,762)
601,557 330,816 188,364 120,791 (69,544) 1,171,984
(141,677) - - - - (141,677)
- -  (135,258) - -  (135258)
459,880 330,816 53,106 120,791 (69,544) 895,049
(33,027) 25,246 (28) (23) (483) (8,315)
- - (1,530) (6,464) - (7,994)
426,853 356,062 51,548 114,304 (70,027) 878,740
32,280,759 26,780,379 640,725 1,834,239 194,932 61,731,034
48,401,419 3,552,825 505992 1,208,609 53,257 53,722,102
38,869 1,930 1,533 13,684 7,627 63,643
37,712 2,680 998 10,738 5,291 57,419



(Z+Z) 2 BHE () 32 Segment reporting (continued)

Z -~ BitigE s (b) Geographical area
AEEEEETERE ¥ The Group operates predominantly in Hong Kong. Less than 10% of the Group’s income,
B AEE W EBAEA profit, assets, liabilities, contingent liabilities or commitments is attributable to the
LA - wF] -~ EE - Group’s overseas operations.
Afd - HEHEREDR
HaZ T -

(Z+z)BEafERIIZAK 33 Off balance sheet exposures

B E5EEHRAE (@) Contingent liabilities and commitments
TR EE B KR IEZE The following is asummary of the contract amounts of each significant class of contingent
HFEEH AREH - Rk liability and commitment, and the aggregate credit risk weighted amounts:
15 & BB e = S AT
& X7
The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HK$000 HK$ 000
AR Contract amount
HEFEEB M Direct credit substitutes 216,949 1,140561 203,962 1,140,561
Transaction-related
RAHHEEERMZSEEE contingencies 19,887 18,697 19,887 18,697
HEEEERMCBEEE Trade-related contingencies 348123 421,063 348,123 421,063
Other commitments with an
oAt & 5 original maturity of
— Under one year or which
— RAFRD R —H 5 are unconditionally
AT A S 168 4R OO cancellable 6,208,972 5,808,049 6,292,843 5,870,956
- RAREH—-F R B — One year and over 3,224,186 2,814,722 3,224,186 2,814,722
10,018,117 10,203,092 10,089,001 10,265,999
B b b &= &% Credit risk weighted amount 1,860,642 2,434,314 1,856,313 2,434,314
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(Z+z)BEEERERI 2AK () 33 Off balance sheet exposures (continued)

2~ fEIR (b) Derivatives
THIRRHERMTETRZ The following is a summary of the notional contract amounts, credit risk weighted
RABEE G F A HLH 4 amounts and replacement costs of each significant type of derivative, without taking into
EONEH EERRBILE account the effect of bilateral netting arrangements:
SHEREBERA
& b N
The Group The Bank
2003 2002 2003 2002
HK$000 HK$000 HK$O000 HK$ 000
GRI&H Contract amount
HMHE A K Exchange rate contracts
EHEN Forward contracts
- Hop — Hedging 344,694 974,477 344,694 974,477
-HE — Trading 135,729 138,786 135,729 138,786
Tt A A Options written
-HE — Trading 880,227 902,833 880,227 902,833
il A T Options purchased
-HE — Trading 950,064 823,020 957,680 827,169
2,310,714 2,839,116 2,318,330 2,843,265
IES=F ) Interest rate contracts
MEAEK Futures contracts
-HE — Trading 1,005,000 675,000 1,005,000 675,000
] 3 4 1] Interest rate swaps
-HH — Trading 38,815 - 38,815 -
- Hop — Hedging 2,054,641 1,692,978 2,054,641 1,692,978
3,098,456 2,367,978 3,098,456 2,367,978
e 1 5 % Equity contracts
Tt 1A A Options written
-HE — Trading 473,386 565,201 473,386 565,201
il A T Options purchased
-HE — Trading 459,348 552,096 473,393 565,201
932,734 1,117,297 946,779 1,130,402
6,341,904 6,324,391 6,363,565 6,341,645
HEXSEERPITEFE The trading transactions include positions arising from the execution of trade orders from
HIES M ERE RN customers or transactions taken to hedge those positions.

RAENSHM TR -
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(Et=)BEA/RII AR () 33 Off balance sheet exposures (continued)

Z - THETIR (&) (b) Derivatives (continued)
r&E F. X5}
The Group The Bank
2003 2002 2003 2002
HK$000 HK$O000 HK$000 HKS$ 000
EERELESSE Credit risk weighted amount
YMHE & #Y Exchange rate contracts 8,326 8,300 8,364 8,320
FIREH Interest rate contracts 15,255 6,714 15,255 6,714
J A A 5 Equity contracts 14,539 17,081 14,905 17,477
38,120 32,095 38,524 32,511
FE KA Replacement cost
YMHE & #Y Exchange rate contracts 5,485 3,955 5,485 3,955
FIREH Interest rate contracts 27,902 8,806 27,902 8,806
J A A 5 Equity contracts 1,395 1,036 1,405 1,041
34,782 13,797 34,792 13,802
KETHZ &S ENER The contract amounts of these instruments indicate the volume of transactions outstanding
RSO RER SRS E as at the balance sheet date and do not represent amounts at risk.

A R i K

EHRRILESCHEERER The credit risk weighted amounts are the amounts which have been cal culated in accordance
BT EBRIE =X EE with the Third Schedule of the Hong Kong Banking Ordinance and guidelines issued by
e EEEZEI N the Hong Kong Monetary Authority. The amounts calculated are dependent upon the
H o R E 2 S8R TF S — status of the counterparty and the maturity characteristics of each type of contract.

Al KT 2RI R B AR Z
B DU E -

HERAERGEE-LHE Replacement cost is the cost of replacing all contracts which have a positive value when
EBHEHBEFBCHESRNZE marked to market (should the counterparty default on its obligations) and is obtained by
REA(RES TN E marking to market contractswith apositive value. Replacement cost is aclose approximation
TERER) W LMEE B IE of the credit risk for these contracts at the balance sheet date.

B R mERETHE -
HERARREFEGINER
H {5 & 8l B o £ B Al &
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(ZE4+m)EARARE By EIE 34 Capital and lease commitments

B BARAKIE (a) Capital commitments
AEBRAT
The Group and the Bank
2003 2002
HK$000 HK$ 000
B % & K9 1E R 7 HE i Contracted but not provided for 14,203 23,561
EEEEHRSEEN Authorised but not contracted for 918 8,294
15,121 31,855
> BEMRYAE (b) Lease commitments
ARt+_H=+—H  &K&£H At 31 December, the Group and the Bank had the following future aggregate minimum
FEARTES Z AR 2K lease payments under non-cancellable operating |eases:
BHE  HEHARKKEH
BEFHEMENT
AEBRAT
The Group and the Bank
2003 2002
HK$000 HK$ 000
+ Hb BT Land and buildings
— R — Not later than one year 8,263 8,020
- B _REAENRN — Later than one year and not later than five years 21,256 22,209
- ERHFLR — Later than five years - 4,510

29,519 34,739

(=+H)HEmiceAE%LE 35 Other operating lease arrangements

N+ H=1+—H  RX&EH At 31 December, the Group and the Bank had contracted with tenants for the following
FEARTHHE R EZ R KR future minimum lease receivables:
B E EAR AT
AEBRAT
The Group and the Bank
2003 2002
HK$000 HK$ 000
+ i fe T Land and buildings
- E—FR — Not later than one year 76,604 77,466
- B _EEHEN — Later than one year and not later than five years 56,301 67,005

132,905 144,471
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36 Notesto consolidated cash flow statement

@)

(b)

Reconciliation of operating profit to net cash inflow/(outflow) from operating
activities before taxation

2003 2002
HK$000 HK$ 000
Operating profit 1,019,044 895,049
Charge for bad and doubtful debts 67,122 141,677
Depreciation 57,534 57,419
Amortisation of discount/premium on non-trading
securities and held-to-maturity securities 22,983 3,613
Income from non-trading securities and
held-to-maturity securities (366,526)  (346,699)
Interest and dividends received on non-trading
securities and held-to-maturity securities 255,161 234,923
Change in money at call and short notice 315,800 (207,106)

Change in treasury bills maturing beyond three months (98,362) 2,246,974
Change in placements with banks and other financial

institutions maturing beyond three months 769,574 877,823
Change in trade bills 4,396 13,593
Change in certificates of deposit held maturing beyond

three months 316,910 (909,415)
Change in trading securities 469,815 (504,564)
Change in advances and other accounts 111,332 (1,550,754)

Change in deposits and balances of banks and other
financial institutions maturing beyond three months 273,182 (16,186)

Change in deposits from customers 2,741,890 (951,055)
Change in certificates of deposit issued 612,985 945,000
Change in other liabilities 2,267,237  (1,349,148)

Net cash inflow/(outflow) from operating activities
before taxation 8,840,077 (418,856)

Analysis of the balances of cash and cash equivalents
2003 2002
HK$000 HK$ 000
Cash and balances with banks and other
financia institutions 1,124,478 602,513
Money at call and short notice 14,876,393 9,557,127
Placements with banks and other financial
ingtitutions with original maturity within

three months 2,608,991 3,240,917
Treasury bills with original maturity within

three months 623,916 833,899
Certificates of deposit held with original

maturity within three months 266,631 331,859
Short positions in Exchange Fund Bills and Notes (222,987)  (505,427)

Deposits and balances of banks and other
financial institutions with original maturity
within three months (863,967) (1,031,426)

18,413,455 13,029,462
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37 Assets pledged as security

@

(b)

38

A certificate of deposit of US$7,200,000 (equivalent to HK$55,894,000;
2002: US$7,200,000, equivalent to HK$56,151,000) has been pledged to the
Office of the Comptroller of Currency of the United States of America as a
statutory deposit for the Bank’s branch in Los Angeles.

Asat 31 December 2003, Hong Kong Exchange Fund Bills and Notes totalling
HK$1,034,954,000 (2002: HK$1,084,976,000) which are mainly included
in “Cash and short-term funds” (note 13), have been pledged to secure the
Bank’s short positions in Exchange Fund Bills and Notes under sale and
repurchase agreements entered into by the Bank in the normal course of its
business (note 26).

L oans to officers

Loans made by the Bank to officers and disclosed pursuant to section 161B(4B)
of the Hong Kong Companies Ordinance are as follows:

wm+=ZB=+—H
2R

Balance outstanding
at 31 December

EERERERE
Maximum balance
during the year

2003 2002 2003 2002
HK$000 HK$000 HK$000 HK$000
Aggregate amount
outstanding in respect
of principal and interest 6,841 4,334 8,779 13,481




(ZT ) EHEALTZRS 39 Related party transactions

BAEERN > AMTEZEEREA T R During the year, the Bank granted loans to and received deposits from related
HREA LTI 75 TS parties in the normal course of its business. These related parties are key
EHRGEGRICET - ISEREALE management personnel of the Bank, close members of their families and
KITCEETHAERREZEE I companies controlled or significantly influenced by them. The aggregate
RS2 % AT E s W T E outstanding balance of the loans granted to and the deposits received from
AKEEEH AT - A ZH=+—H > related parties as at 31 December, and the interest income and interest expense
MEREA TSR R EBESHENES for the year on those loans granted and deposits received are as follows:

TGRSR AR B F R R AR
TR A R S ARI SRS AT -
2003 2002
HK$000 HK$ 000
Aggregate amounts outstanding at

B+ H =+ —HZ the year end
=4 — Loans 219,328 255,309
- — Deposits 1,986,308 1,806,774

Interest income for the year on loans

EFEEEREANLEHZAERA to related parties 7,158 18,174
Interest expense for the year on deposits
EEERAREALFEHZA R from related parties 28611 36,929
(m+)BBKRE 40 Approval of accounts
ARIEHRENR_OOWE _H _-+HH The accounts were approved by the board of directors on 25 February 2004.
HEHGHHA -
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