Hh B I /5 R 17 (=)
| C B C (Asia)

INDUSTRIAL AND COMMERCIAL BANK OF CHINA (ASIA) LIMITED
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(Incorporated in Hong Kong with limited liability)
(Stock Code: 349)

ANNOUNCEMENT OF 2005 FINAL RESULTS

The Directors of Industrial and Commercial Bank of China (Asia) Limited (“the Bank™ or
“ICBC (Asia)”) are pleased to announce the audited consolidated results of the Bank and its
subsidiaries (“the Group”) for the year ended 31 December 2005 as follows:-

ANNUAL ACCOUNTS

The accounting policies and basis of preparation of the audited final results of the Group are
consistent with those adopted in the Group’s audited 2004 annual financial statements,
except for the changes in accounting policies made thereafter in adopting certain new and
revised Hong Kong Financial Reporting Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASs”) issued by the Hong Kong Institute of Certified Public Accountants
(“HKICPA”).



(A) Consolidated Profit and Loss Information

Note 31 Dec 2005 31 Dec 2004 Change
HK$°000 HK$’000 %
Interest income 4,180,031 2,311,367 81%
Interest expense (2,864,034) (1,036,529) 176%
Net interest income 1,315,997 1,274,838 3%
Other operating income @)) 716,988 370,427 94 %
Operating income 2,032,985 1,645,265 24%
Operating expenses (2) (890,225) (744,309) 20%
Operating profit before impairment losses/ provisions 1,142,760 900,956 27%
Net (loss)/gain from disposal/reversal of revaluation
deficits of property, plant and equipment (699) 40,116 -102%
Net loss on disposal of non-trading securities — (71) 100%
Net gain on disposal of held-to-maturity securities 185 15,638 -99%
Net gain on disposal of available-for-sale securities 65,509 — —
Net gain on disposal of loans 6,162 — —
Write-back of bad and doubtful debts — 21,557 -100%
Impairment losses on non-trading securities — (200) 100%
Impairment losses on loans and advances (6,324) —
Operating profit 1,207,593 977,996 23%
Share of profits/(losses) of associates 260 (41,225) 100%
Loss on disposal of an associated company — (92) 100%
Profit before income tax 1,207,853 936,679 29%
Income tax expense (3)
- Hong Kong (179,757) (164,147) 10%
- Overseas (23,705) 2,307 -1,128%
- Deferred tax (23,790) (14,448) 65%
Profit attributable to the equity holders of the Group 980,601 760,391 29%
Earnings per share 4)
- Basic HK$0.91 HK$0.80 14%
- Diluted HK$0.91 HK$0.76 20%
Dividends 5)
- Interim dividend declared during the year 201,827 146,715 38%
- Final dividend proposed after the balance sheet date 392,441 324,869 21%
594,268 471,584 26%




(B) Consolidated Balance Sheet Information

Assets
Cash and short term funds
Placements with and advances to banks and other
financial institutions
Trade bills
Trading securities
Derivative financial instruments
Financial assets at fair value through profit or loss
Non-trading securities
Loans and advances to customers
Investment securities:
- available-for-sale
- held-to-maturity
Investment in associates
Intangible assets
Property, plant and equipment
Leasehold land and land use rights
Deferred income tax assets
Other assets

Total assets

Liabilities

Deposits from banks and other financial institutions

Derivative financial instruments

Deposits from customers
- At fair value through profit or loss
- At amortised cost

Certificate of deposits issued
- At fair value through profit or loss
- At amortised cost

Debt securities in issue
- At fair value through profit or loss
- At amortised cost

Other liabilities

Current income tax liabilities

Deferred income tax liabilities

Total liabilities

Capital and Reserves attributable to the Group’s
equity holders

Loan capital

Share capital

Retained earnings

Other reserves

Total equity
Total equity and liabilities

Note 31 Dec 2005 31 Dec 2004
Restated

HK$’000 HK$’000
25,317,238 13,845,905

(6) 2,469,645 5,811,673
(6) 1,992,380 1,859,246
247 —

44,720 —

1,690,010 —

— 2,716,081

(6) 68,152,663 59,500,978
13,219,310 13,047,042
10,137,811 —
3,081,499 13,047,042

28,484 28,332

1,080,854 998,054

211,342 229,099

91,704 93,029

— 27,403

1,100,726 1,186,808
115,399,323 99,343,650
25,095,384 17,520,277

157,802 —

(7) 60,990,148 56,058,169
487,255 —

60,502,893 56,058,169
9,351,305 7,345,360
4,506,081 —
4,845,224 7,345,360
2,978,615 3,095,423
2,978,615 —

— 3,095,423

1,604,308 1,420,221

8,333 14,553

4,799 —

100,190,694 85,454,003

(8) 5,338,775 5,348,229
2,242,518 2,095,930

) 2,106,340 1,461,177
9) 5,520,996 4,984,311
15,208,629 13,889,647
115,399,323 99,343,650

Change

%

83%
-58%

7%

-100%
15%
1%

1%
8%
-8%
-1%
-100%
-7%

16%

43%

9%

27%

-4%

13%
-43%

17%

0%
7%
44%
11%
9%

16%



(C) Consolidated statement of changes in equity

Total equity (excluding loan capital) as at 1 January
2005, as previously reported
Effect of adopting HKAS 17, 32 & 39

Total equity (excluding loan capital) as at 1 January
2005, as restated

Revaluation surplus on bank premises

Write back of impairment loss on bank premises

Change in fair value of available-for-sale securities

Change in fair value of non-trading securities

Change in deferred taxation

Share of revaluation gain of investment properties held
by an associate

Exchange reserve realised on disposal of a foreign
company

Exchange difference arising on translation of results of a
foreign subsidiary

Net losses not recognised in the profit and loss account

Profit attributable to shareholders

Effect from merger with Belgian Bank

Dividends

Issue of ordinary shares

Share issue expenses

Capital duty for the increase in authorized ordinary
share capital

Total equity (excluding loan capital) as at
31 December 2005

31 Dec 2005 31 Dec 2004

HK$°000 HK$'000
8,541,418 5,917,305
221,468 —
8,762,886 5,917,305
25,791 —

— 64,069
(171,750) —
— (82,974)

27,838 16,260

— 39

— 239

(122) 122
(118,243) (2,245)
980,601 760,391
1,427 —
(526,696)  (394,664)
769,939 2,286,696
(60) (26,035)
— (30)
9,869,854 8,541,418




Statutory accounts

The financial information set out in this report does not constitute the Group’s statutory
accounts for the year ended 31 December 2005 but there is no material difference as
compared to those accounts. The statutory accounts for the year ended 31 December
2005 will be available from the website of The Stock Exchange of Hong Kong Limited.
Basis of preparation and accounting policies

The accounting policies and basis of preparation adopted in these audited consolidated
condensed financial statements are consistent with those adopted in the Group’s 2004
Annual Report except for the new adoption of new /revised HKFRSs and HKASs as

disclosed in note 3 below.

Where necessary, comparative figures have been adjusted to conform with changes in
presentation in the current year.

Impact of new / revised HKFRSs and HKASs

The HKICPA has issued a number of new / revised HKFRSs, and HKASs and
Interpretations, which are generally effective for accounting periods beginning on or
after 1 January 2005. The Group has adopted the following HKFRSs and HKASs issued
up to 31 December 2005 which are pertinent to its operations and relevant to these
financial statements:

e  HKAS 1 “Presentation of Financial Statements”

° HKAS 7 “Cash Flow Statements”

° HKAS 17 “Leases”

e  HKAS 24 “Related Party Disclosures”

° HKAS 28 “Investments in Associates”

° HKAS 30 “Disclosures in the Financial Statements of Banks and Similar Financial
Institutions”

e  HKAS 32 “Financial Instruments: Disclosure and Presentation”

e  HKAS 36 “Impairment of Assets”

e  HKAS 38 “Intangible Assets”

e  HKAS 39 “Financial Instruments: Recognition and Measurement”
e  HKFRS 3 “Business Combinations”

e  HKFRS 5 “Non-current Assets Held For Sale and Discontinued Operations”
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These HKFRSs and HKASs prescribe new accounting measurement and disclosure
practices. The major and significant effects of the adoption of these HKFRSs and
HKASs on the Group’s accounting policies and on amounts disclosed in the financial
statements are summarised as follows:

(a)

(b)

(c)

The adoption of revised HKAS 17 “Leases” has resulted in a change in accounting
policy relating to leasehold land. Leasehold land and buildings were previously
carried at cost less accumulated depreciation and impairment loss. Following the
adoption of HKAS 17 “Leases”, a lease of land and building should be split into
a lease of land and a lease of building in proportion to the relative fair values of
the leasehold interests in the land element and the building element of the lease at
inception. The land lease prepayment is stated at cost and amortised over the period
of the lease or where there is impairment, the impairment is expensed in the profit
and loss account, whereas the leasehold building is stated at fair value. Previously
included in property, plant and equipment is the land element of the leasehold
properties, which is now disclosed as leasehold land and land use rights.

In prior periods, positive goodwill was amortised on a straight-line basis over its
useful life and was subject to impairment testing when there were indications of
impairment. With effect from 1 January 2005, in accordance with HKFRS 3
“Business Combinations” and HKAS 36 “Impairment of Assets”, the Group no
longer amortises positive goodwill. Such goodwill is tested annually for
impairment, including in the year of its initial recognition, as well as when there
are indications of impairment. Impairment losses are recognised when the carrying
amount of the cash generating unit to which the goodwill has been allocated
exceeds its recoverable amount. The new policy in respect of positive goodwill has
been applied prospectively in accordance with the transitional arrangements under
HKFRS 3 “Business Combinations”. As a result, comparative amounts have not
been restated, but the cumulative amount of amortisation as at 1 January 2005 has
been offset against the cost of the goodwill.

The adoption of HKAS 32 “Financial Instruments: Disclosure and Presentation”
and HKAS 39 “Financial Instruments: Recognition and Measurement” has resulted
in a change in accounting policy for recognition, measurement, disclosure and
presentation of financial assets and liabilities. It has also resulted in the recognition
of derivatives at fair value and the change in the recognition and measurement of
hedging activities.

In prior year, where the Group had doubt on the ultimate recoverability of any loans
and advances in full, specific provision was made to reduce the carrying value of
the asset, taking into account available collateral, to the expected net realisable
value based on the Group’s assessment of the potential losses on those identified
loans and advances on a case-by-case basis. In addition, amounts had been set aside
as a general provision for bad and doubtful debts. On adoption of HKAS 39
“Financial Instruments: Recognition and Measurement”, impairment allowances
are made on a financial asset when there is objective evidence of impairment as a
result of the occurrence of certain loss events after the initial recognition of the
financial asset, and these loss events will have impact on the estimated future
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(d)

cashflows of the financial assets. Impairment loss is assessed individually for

individually significant financial assets, and individually or collectively for

financial assets that are not individually significant. Where objective evidence of

impairment exists, the recoverable amount of an asset is calculated by discounting

the future cash flows to the present value using the original effective interest rate
taking into account the value of collateral, if any. The difference between the

carrying amount and the recoverable amount of the asset is recognised as

impairment.

Summary of the effects of changes in the above accounting policies

Effect on opening balance of total equity at 1 January 2005 (as adjusted)

Effect of new policy (increase/(decrease))

Prior period adjustments:
HKAS 17

Fixed assets

Deferred tax

HKAS 39

Available-for-sale securities

Fair value through profit and loss
securities

Deposits and balances of banks and
other financial institutions

Deposits from customers

Derivatives

Certificate of deposits issued

Issued debts

Impairment allowance - individual

Impairment allowance - collective

Funding swap

Current tax

Deferred tax

Total effect as at 1 January 2005

Retained

profits

HK$’000

(3,612)

(3,612)
110,780
(24,200)

6,376
6,614
(105,511)
(18,546)
20,673
47,690
201,784
(3,414)
1,329
(35,312)
208,263
204,651

Capital
and other

reserves
HK$’000

(132,636)

23,212

(109,424)

150,391

(24,150)
126,241

16,817

Total
HK$’000

(136,248)

23,212

(113,036)
261,171
(24,200)

6,376
6,614
(105,511)
(18,546)
20,673
47,690
201,784
(3,414)
1,329
(59,462)
334,504
221,468



(i1) Estimated effect of changes in the accounting policies on consolidated income
statement for the period ended 31 December 2005.

HK$’000
Effect of new policy (increase/(decrease))
HKFRS 3
Amortisation of goodwill 64,140
HKAS 17
Depreciation 3,232
Land lease prepayment amortisation (1,324)
1,908
HKAS 39
Available-for-sale securities (56,968)
Fair value through profit and loss securities (27,796)
Deposits and balances of banks and other financial
institutions (6,368)
Deposits from customers 11,986
Derivatives (9,991)
Certificate of deposits issued 79,858
Issued debts 81,018
Impairment allowance - individual 23,174
Impairment allowance - collective 171,509
Deferred tax (30,014)
Current tax (16,610)
219,798
Total effect for the period 285,846
Effect on earnings per share:
- Basic HK$0.27
- Diluted HK$0.27



Notes

(b

2)

(3)

Other operating income

Fees and commission income
Less: fees and commission expense

Net fees and commission income
Net gain from foreign exchange activities
Net gain from trading securities
Net gain on disposal of fair value through profit and loss
securities
Net realised loss from disposal of available-for-sale securities
Net loss from fair value though profit and loss securities
Net gain from fair value through profit and loss financial
liabilities
Net loss on derivative financial instruments
Dividend income from investments in securities:
- Listed investments
- Unlisted investments
Others

Total operating income

Operating expenses

Staff costs
- Salary and other costs
- Redundancy payment
- Employee benefit expenses

Premises and equipment expenses, excluding depreciation
- Rental of premises
- Others

Depreciation and amortisation expenses
Auditors’ remuneration
Others

Total operating expenses

Taxation

31 Dec 2005
HK$’000

412,355

(9,789)
402,566
199,361
689

21,340
(56,968)
(27,796)

166,494
(9,991)

3,228
18,065

716,988

31 Dec 2005
HK$°000

462,895
425
28,850

492,170

92,822
71,209
164,031
68,248
3,611
162,165
890,225

31 Dec 2004
HK$’000

277,746
(6,427)
271,319
40,019
6,665

1,512
5,893
45,019

370.427

31 Dec 2004
HK$’000

363,302

23,707
387,009

70,000
55,390
125,390
89,855
3,213
138,842
744,309

Hong Kong profits tax has been calculated at the rate of 17.5% (2004: 17.5%) on the estimated
assessable profits arising in Hong Kong for the year. Taxation for overseas branches and subsidiaries

is charged at the appropriate current rates of taxation ruling in the relevant countries.



4)

(5)

(6)

Earnings per share

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Group

by the weighted average number of ordinary shares in issue during the year.

Profit attributable to equity holders of the Group (thousands)

Weighted average number of ordinary shares in issue
(thousands)

Basic earnings per share

31 Dec 2005
980,601

1,076,479
HK$0.91

31 Dec 2004
760,391

950,122
HK$0.80

Diluted earnings per share is calculated by adjusting weighted average number of shares outstanding

to assume conversion of all dilute potential ordinary shares.

Profit attributable to equity holders of the Group (thousands)

Weighted average number of ordinary shares and convertible
preference shares (thousands)

Diluted earnings per share

Dividends

Interim dividend paid of HK$0.18 (2004: HK$0.14) per
ordinary share

Proposed final dividend of HK$0.35 (2004: HK$0.31) per
ordinary share

Total loans and advances

Advances to customers
Advances to banks and other financial institutions
Trade bills

Gross loans and advances

Less: impairment allowance / provision for bad and doubtful
debts
- Individual
- Collective
- Specific provision
- General provision
Accrued interest
Less: provision for accrued interest

31 Dec 2005
980,601

1,076,479
HK$0.91

31 Dec 2005
HK$’000

201,827

392,441
594,268

31 Dec 2005
HK$’000

68,299,287
104,694
2,001,557
70,405,538

(267,418)
(209,583)

321,200

70,249,737

31 Dec 2004
760,391

1,003,163
HK$0.76

31 Dec 2004
HK$’000

146,715

324,869
471,584

31 Dec 2004
HKS$’000

60,190,657
679,016
1,869,961

62,739,634

(332,544)
(503,535)
135,778

©3)

62,039,240



)

)

Impaired loans / non-performing loans are analysed as follows

31 Dec 2005 31 Dec 2004

HK$’000 HK$’000

Gross impaired loans (i) 661,076 —
Impairment allowances made in respect of such loans 267,418 —
As a percentage of total loans and advances 0.9 % —
Gross non-performing loans (ii) — 764,877
Specific provisions made in respect of such loans — 332,544
As a percentage of total loans and advances — 1.3%
Amount of interest in suspense — 69,176

(Note i) Impaired loans are defined as those loans having 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 has an impact on the estimated future cash flows of the loans that can reliably estimated.

(Note ii) Non-performing loans are loans and advances to customers on which interest is being placed
in suspense or on which interest accrual has ceased under the requirement of HKMA.

Upon adoption of HKAS 39, the concepts of suspended interest and non-performing loans are no
longer relevant as interest continues to be recognised on the recoverable element of impaired loans.

There were no impaired advances to banks and other financial institutions as at 31 December 2005
nor advances on which interest is being placed in suspense or on which interest accrual has ceased
as at 31 December 2004 nor were there any individual impairment allowances / specific provision
made for them on these two respective dates.

Deposits from customers

31 Dec 2005 31 Dec 2004

HK$’000 HK$’000

Demand deposits and current accounts 2,992,817 3,415,738
Savings deposits 8,839,142 10,843,446
Time, call and notice deposits 49,158,189 41,798,985
60,990,148 56,058,169

Loan capital

Loan capital represents floating rate subordinated debt qualifying for inclusion as supplementary
capital in accordance with the Third Schedule to the Banking Ordinance.
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(10)

Reserves

Ordinary share premium

Convertible preference share premium
Bank premises revaluation reserve
Investment revaluation reserve
Exchange reserve

General reserve

Retained profits*

Proposed dividends not provided for

31 Dec 2005
HK$°000

5,323,893
16,126
26,956

(79,996)
234,017
2,106,340

7,627,336
392,441

31 Dec 2004
HK$’000

4,700,602
16,126
110,638
(62,377)
122
219,200
1,461,177
6,445,488

324,869

* As at 31 December 2005, the Group has earmarked a “Regulatory Reserve” of HK$352,028,000
from the retained profits. The regulatory reserve is maintained to satisfy the provisions of the

Hong Kong Banking Ordinance for prudential supervision purpose. Movements in the reserve are

made directly through retained earnings and in consultation with the Hong Kong Monetary

Authority.

Off-balance sheet exposures

(a) Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant class of contingent

liabilities and commitments:

Direct credit substitutes
Transaction-related contingencies
Trade-related contingencies
Other commitments

- With an original maturity of under 1 year or which

are unconditionally cancellable

- With an original maturity of 1 year and over

Forward deposits placed

12 —

31 Dec 2005
HK$’000

1,429,763
131,935
2,698,287
13,602,099

9,886,108
371,097

28,119,289

31 Dec 2004
HK$’000

1,448,759
292,890
2,742,368
15,102,129

8,027,091
247,339

27,860,576



(b)

Derivatives

The following is a summary of the amounts of each significant type of derivatives:

Exchange rate contracts
-Forwards
-Swaps
-Currency options purchased
-Currency options written

Interest rate contracts
-Interest rate swaps
-Interest rate options purchased
-Interest rate options written

Other contracts
-Equity options purchased
-Equity options written

31 Dec 2005

HK$’000

2,427,966
22,484,615
1,644,858

1,665,317
28,222,756

29,125,145
4,487,346

4,487,346
38,099,837

35,505

35,505
71,010

66,393,603

31 Dec 2004
HK$’000

5,993,405
22,016,734
2,266,297
2,272,254

32,548,690

35,220,123
4,502,864
4,352,864

44,075,851

83,455
83,455

166,910
76,791,451

The contractual or notional amounts of off-balance sheet instruments provide only an indication

of the volume of business outstanding at the balance sheet date and bear little relation to the

underlying risks of the exposures.

The aggregate replacement costs and credit risk weighted amounts of the above off-balance

sheet exposures are:

Contingent liabilities and

commitments
Exchange rate contracts
Interest rate contracts
Other contracts

31 Dec 2005
Credit risk
Replacement weighted
cost amount
HK$’000 HK$’000
— 6,338,082
111,974 75,752
537,187 149,296
533 —
649,694 6,563,130

31 Dec 2004
Credit risk
Replacement weighted
cost amount

HK$’000 HK$’000

— 5,159,075
85,360 92,370
320,926 95,144

1,010 —

407,296 5,346,589

The replacement costs and credit risk weighted amounts of the off-balance sheet exposures do

not take into account the effects of bilateral netting arrangements.
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(11) Segmental information - By class of business

The Group comprises three business segments. Commercial and retail banking includes retail
banking, commercial lending and trade finance. Treasury and markets activities include foreign
exchange, money market and capital market activities. Corporate and investment banking activities
mainly comprise corporate banking, the provision of debt capital markets and corporate finance and

advisory services.

Corporate

Commercial Treasury and

and retail and investment
banking markets banking Unallocated Total

HK$’000 HK$’000 HK$°000 HK$’000 HK$’000

For the year ended 31
December 2005

Net interest income 881,432 181,973 222,265 30,327 1,315,997
Operating profit before

impairment losses 597,684 372,260 284,956 (112,140) 1,142,760
Profit before taxation 552,456 419,633 283,762 (47,998) 1,207,853

For the year ended 31
December 2004

Net interest income 778,637 386,609 162,145 (52,553) 1,274,838
Operating profit before

provisions 534,599 376,458 175,020 (185,121) 900,956
Profit before taxation 500,574 389,717 168,080 (121,692) 936,679




(D) Supplementary Financial Information (Unaudited)

(1) Loans and advances to customers

(a) Gross advances to customers - By industry sectors

(b)

Loans for use in Hong Kong
Industrial, commercial and financial
- Property development
- Property investment
- Financial concerns
- Stockbrokers
- Wholesale and retail trade
- Civil engineering works
Manufacturing
Transport and transport equipment
Electricity, gas and telecommunications
Hotels, boarding houses & catering
- Others
Individuals
- Loans for the purchase of flats in the Home
Ownership Scheme, Private Sector
Participation Scheme and Tenants Purchase
Scheme
- Loans for the purchase of other residential
properties
- Credit card advances
- Others
Trade finance
Loans for use outside Hong Kong

Advances to customers - By geographical areas

31 Dec 2005 31 Dec 2004

HK$°000 HK$’000
4,202,630 2,694,880
10,554,322 8,347,495
3,709,737 4,022,477
91,305 19,159
1,665,212 2,306,936
830,649 665,885
6,195,831 6,354,464
9,323,538 8,555,892
1,140,181 1,378,126
1,232,911 2,070,985
5,136,568 4,825,332
130,242 128,481
11,447,846 12,512,124
51,198 63,315
980,815 1,038,187
5,501,227 4,547,376
6,105,075 659,543
68,299,287 60,190,657

At 31 December 2005 and 31 December 2004, over 90% of the Group’s advances
to customers, impaired/ non-performing loans and overdue loans were made to

counterparties located in Hong Kong. In determining this analysis, no account has

been taken of transfer of risk with respect to claims guaranteed by a party in a

country, which is different from that of the counterparty.



(2)

Overdue, Rescheduled and Repossessed Assets

(a)

(b)

Overdue advances

% of Market Amount of Amount of Individual Specific
Gross advances to value of secured unsecured impairment  provision
advances customers  collateral balance balance  allowance made
HK$’000 HK$°000 HK$’000 HKS$’000 HK$’000 HK$’000
As at 31 December 2005
Three to six months
overdue 107,362 0.2% 52,429 27,500 79,862 42,894 —
Six months to one year
overdue 96,417 0.1% 22,797 12,039 84,378 71,133 —
Over one year overdue 136,180 0.2% 21,114 13,326 122,854 107,994 —
339,959 0.5% 96,340 52,865 287,094 222,021 —
As at 31 December 2004
Three to six months overdue 35,488 0.1% 44,299 28,544 6,944 — 8,311
Six months to one year
overdue 17,875 0.0% 21,287 14,308 3,567 — 4,133
Over one year overdue 425,329 0.7% 126,326 109,407 315,922 — 253,572
478,692 0.8% 191,912 152,259 326,433 — 266,016

There were no advances to banks and other financial institutions which were
overdue for over three months as at 31 December 2005 and 31 December 2004.

Other overdue assets

Accrued interest:
- Three to six months overdue
- Six months to one year overdue
- Over one year overdue

Rescheduled assets

31 Dec 2005 31 Dec 2004

HK$°000

105

2
107
152

259

HK$’000

299
193
188

680
370

1,050




(c) Rescheduled advances

31 Dec 2005 31 Dec 2004
HK$’000 HK$’000

Rescheduled advances (net of overdue loans

over 3 months) 68,749 115,945
% of advances to customers 0.1% 0.2%

There were no advances to banks and other financial institutions which were
rescheduled as at 31 December 2005 and 31 December 2004.

(d) Repossessed assets

At 31 December 2005, the estimated market value of the repossessed assets of the
Group amounted to HK$9,110,000 (2004: HK$25,003,000).

(3) Capital adequacy ratio and capital base

(a) Capital adequacy ratio

31 Dec 2005 31 Dec 2004
Unadjusted Adjusted Unadjusted Adjusted
ratio ratio ratio ratio
Capital adequacy ratio 15.8% 15.7% 17.4% 17.4%

The unadjusted capital adequacy ratio is computed on the consolidated basis which
comprises the positions of the Bank and its subsidiaries as required by the Hong
Kong Monetary Authority for its regulatory purposes, and is in accordance with the
Third Schedule to the Banking Ordinance.

The adjusted capital adequacy ratio which takes into account market risks as at the
balance sheet date is computed in accordance with the Guideline “Maintenance of
Adequate Capital Against Market Risks” issued by the Hong Kong Monetary
Authority and on the same consolidated basis as for unadjusted capital adequacy
ratio.



(b)

The components of the total capital base after deductions include the following

items:

Core capital:
Paid up ordinary share capital
Ordinary share premium
Convertible preference share premium
Reserves
Deduct: Goodwill

Eligible supplementary capital:

Reserves on revaluation of land and interests in
land

Reserves on revaluation of holding of securities
not held for trading purpose

General provision for doubtful debts

Collective impairment allowances for impaired
assets and regulatory reserve

Perpetual subordinated debts

Term subordinated debts

Total capital base before deductions
Deductions from total capital base
Total capital base after deductions

Liquidity ratio

Average liquidity ratio for the year ended

31 Dec 2005 31 Dec 2004

HK$°000 HK$’000
2,242,518 2,095,930
5,323,893 4,700,602

16,126 16,126

1,404,323 1,309,690

(936,520)  (870,514)
8,050,340 7,251,834

18,917 77,420
(67,821) (2,390)
— 503,535
561,611 —

1,930,612 1,932,904
3,408,163 3,415,325
5,851,482 5,926,794

13,901,822 13,178,628

(624,075)  (608,471)

13,277,747 12,570,157

31 Dec 2005 31 Dec 2004

36.5%

37.8%

The average liquidity ratio for the year is the simple average of each calendar

month’s average liquidity ratio, which is computed on the consolidated basis as

required by the Hong Kong Monetary Authority for its regulatory purposes, and is
in accordance with the Fourth Schedule to the Banking Ordinance.



(4)
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Currency concentration

The net position in foreign currencies are disclosed when each currency constitutes 10%

or more of the total net position in all foreign currencies.

US$ EUR

JPY

HK$’000  HK$°000  HK$’000

As at 31 December 2005

AUD
HKS$’000

RMB
HKS$’000

Total
HK$’000

Spot assets 45,309,000 — 1,806,000 — 274,000 47,389,000
Spot liabilities (54,237,000) —  (227,000) —  (193,000) (54,657,000)
Forward purchases 17,817,000 — 420,000 — 1,485,000 19,722,000
Forward sales (8,349,000) — (1,921,000) — (1,508,000) (11,778,000)
Net option position (16,000) — (1,000) — — (17,000)
Net long position 524,000 — 77,000 — 58,000 659,000
As at 31 December 2004

Spot assets 35,587,000 3,964,000 — 3,219,000 175,000 42,945,000
Spot liabilities (51,425,000) (1,852,000) — (3,178,000)  (116,000) (56,571,000)
Forward purchases 27,449,000 482,000 — 131,000 1,296,000 29,358,000
Forward sales (11,622,000) (2,598,000) — (159,000) (1,294,000) (15,673,000)
Net long/(short) position (11,000) (4,000) — 13,000 61,000 59,000

Cross-border claims

The Group analyses cross-border claims by geographical areas. In determining this

analysis, it has been taken into account the transfer of risk with respect to claims
guaranteed by a party in a country different from that of the counterparty. Those areas
which constitute 10% or more of the aggregate cross-border claims are as follows:

Banks and
other Public
financial sector
institutions entities
HK$ HKS$
million million
As at 31 December 2005
Asia Pacific excluding Hong Kong 10,659 483
North and South America 1,001 438
Middle East and Africa 609 —
Europe 20,334 97
As at 31 December 2004
Asia Pacific excluding Hong Kong 12,045 569
North and South America 838 303
Europe 9,698 2,146

— 19 —

Others Total
HK$ HKS$
million million
8,569 19,711
5,776 7,215
792 1,401
1,049 21,480
4,702 17,316
3,865 5,006
1,181 13,025




Results

The Board of Directors is pleased to announce that the Group has achieved a record breaking
consolidated profit attributable to shareholders of HK$981 million for the year ended 31
December 2005, representing an increase of 29% over the HK$760 million achieved in 2004.
Earnings per share was HK$0.91 (2004: HK$0.80). Return on average assets and return on
average common equity were 0.9% and 11% respectively (2004: 0.9% and 10.3%).

Final Dividend

The Directors are pleased to declare a final dividend of HK$0.35 per ordinary share for the
year ended 31 December 2005 (2004: final dividend of HK$0.31). The dividends will be paid
in cash to shareholders whose names are on the Register of Members at the close of business
on 20 April 2006. The payment will be made by cheque to be despatched to shareholders by
ordinary mail on or about 16 May 2006.

Closure of Register of Members

The Register of Members of the Bank will be closed from Friday, 21 April 2006 to Thursday,
27 April 2006, both days inclusive, during which period no transfer of shares will be
registered. In order to qualify for the dividend, all transfers documents, accompanied by the
relevant share certificates must be lodged for registration with the Bank’s Share Registrars,
Tengis Limited at 26/F., Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong Kong before
4:00 p.m. on Thursday, 20 April 2006.

Financial Review

The Group has achieved a consolidated profit attributable to shareholders of HK$981 million
for the year ended 31 December 2005, representing an increase of 29% over the HK$760
million achieved in 2004.

Net interest income for the period ended December 2005 increased HK$41 million or 3% to
HK$1,316 million. The improvement came from 12% loans growth was partially offset by the
narrowing of interest margin from 1.46% to 1.19%, which was mainly caused by the adoption
of HKAS 39, where the interest from funding swap was reclassified to other operating
income. When excluding this effect, the interest margin was 1.32%.

Other operating income surged up 94% to HK$717 million from HK$370 million for the same
period of 2004. The increase was mainly due to the reclassification of funding swap interest,
the increase in fees and commission benefited from healthy loan growths, the full year effect
of the acquisition of Belgian Bank as well as the increase in trading profits on investment
in securities. The ratio of other operating income to the total operating income increased to
35%, compared with 23% for the same period of 2004.

Operating expenses increased HK$201 million or 29% to HK$890 million from HK$689

million (excluding goodwill amortization HK$55 million). The cost to income ratio from
41.9% to 43.8%, mainly due to the full year effect of the acquisition of the Belgian Bank and



computer enhancement expense. Nevertheless, the ratio has been slightly improved by 1%
when compared with 44.9% recorded in the period ended June 2005. In 2006, the Group is
confident to improve the ratio by enhancing cross selling, achieving branch rationalization
and releasing cost synergy.

The consolidated impairment losses on loans and advances was HK$6 million.

For the period ended December 2005, the group realized HK$66 million gain from disposal
of investment securities.

Financial Position

The consolidated total assets of the Group reached HK$115,399 million as at 31 December
2005, representing an increase of HK$16,055 million or 16%, compared with HK$99,344
million as at 31 December 2004.

Consolidated total loans and advances increased by HK$7,666 million or 12% to HK$70,406
million as at 31 December 2005. New loans of HK$1,059 million were attributed to the
acquisition of Chinese Mercantile Bank, while the rest were mainly derived from Corporate
and Hire Purchase loans.

Total customer deposits amounted to HK$60,990 million, this represented an increase of 9%,
as compared with HK$56,058 million as at 31 December 2004.

Total certificate of deposits issued amounted to HK$9,351 million, this represented an
increase of 27%, compared with HK$7,345 million as at 31 December 2004. These deposits
can provide the bank with long-term and low cost funding.

Capital Adequacy Ratio and Liquidity Ratio

At the end of 2005, the adjusted consolidated capital adequacy ratio for the Group was 15.7%
(2004: 17.4%). The Group maintained an adequate level of capital in 2005 and the average
liquidity ratio amounted to 36.5% (2004: an average of 37.8%).

Impaired/ Non-performing loans

Consolidated impaired loans decreased by HK$104 million to HK$661 million as at 31
December 2005, compared with HK$765 million as at 31 December 2004. The consolidated
impaired loan ratio was reduced from 1.3% to 0.9%.

As at 31 December 2005, the cumulative loan impairment allowances (previously referred to
as the “provisions for bad and doubtful debts”) aggregated to HK$477 million (2004:
HK$836 million), which included HK$267 million (2004: HK$333 million) of individual
impairment allowance and HK$210 million (2004: HK$503 million) of collective
impairment. The drop of the impairment allowance was mainly due to the improvement of
assets quality and the adoption of HKAS 39.

Overdue loans decreased from HK$479 million as at 31 December 2004 to HK$340 million
as at 31 December 2005.



Business Review

Below is a summary of the performances of our individual business operations in 2005 and
their outlook for 2006.

Retail Banking Business

2005 was a milestone of our retail banking development, we have successfully integrated
with Belgian Bank on 10 Oct, which contribute to our massive growth of retail banking
business bases and a double growth of our branch network to 42 branches. Moreover, the
smooth integration and swiftly cooperation among our branches after the merger help to
uplift our service capability, solidify our business bases and pave a strong platform for our
future branch rationalization and retail business development.

To manage our expanded branch network, we implemented Branch Zone Management after
merger by splitting our branch network into 6 zones: Hong Kong Central, Hong Kong East,
Kowloon Central, Kowloon East, New Territories West and New Territories East. We
appointed the branch managers of the core branch in each zone to be the zone managers to
assist and coordinate the business development of the branches within their zones.

In respect of branch rationalisation, following the relocation of the Yaumatei Branch in
September 2004, we have relocated and expanded the Tsimshatsui East Branch, Shamshuipo
Branch and Sheung Wan Branch in 2005 to provide a more comfortable branch environment.
By offering a wide range of banking facilities such as Deposit Box and Securities Investment
Centre, it significantly improves the business development capability of the branch network.
The business performance of the Tsimshatsui East Branch and the Shamshuipo Branch are
better than expected.

Mortgage business in Hong Kong was volatile in 2005. While the HK property market was
bullish in the first half year, the property prices and number of property transactions were
decreased as a result of increasing interest rate. The HK property market was quiet in the end
of 2005. It is expected that property price will remain steady in 2006. Like previous years,
our bank will not lead the market in the price competition but will revise our pricing strategy
from time to time with reference to competitors’ offers so as to maintain our market share
in the mortgage business. Similar to most small to medium sized banks, our capital cost is
relatively high and lacks the price competency of those big leading banks. To maintain our
competitive power in mortgage business, we will further improve our mortgage loan products
and raise our customer service so as to suit customer needs.

We have opened up our mortgage business in Beijing after our hard work in 2005. Our loan
portfolio in Mainland had reached HK$500 million at the end of year 2005, representing an
84% increase as compared with that of 2004. In 2006, we expect the business in Shanghai
will be more or less the same as 2005, whilst the business in Beijing is expected to grow
steadily. Other than current developed locations in mainland, we are going to expand our
mortgage business in 2006 to some other major cities, like Nanjing, Chengdu, Hangzhou,
Suzhou and Kunshan.



Due to historical constraints, we were relatively less active in providing personal unsecured
loan products. Since the gradual recovery of the HK economy in recent years and the
establishment of personal positive credit data sharing, our peers are active in further
developing personal credit business. As our integration project was a main focus, we did not
expand this business area in 2005. In 2006, we shall develop more personal unsecured loan
products to the market, such as unsecured overdraft and personal revolving loans etc., to
increase, year by year, interest income generated from high yield loan products and to
achieve a more reasonable and balanced retail lending portfolio.

Hire Purchase and Leasing Business has achieved a remarkable growth of 28.7% compared
with 2004, it accounted for over 9% of the bank’s total loan portfolio. In 2005, our Taxi /
Public Light Bus loan grew significantly. Our market share is around 15% which is top 5 in
the market. Past due ratio was well stood at below 0.15% during the year. It was well below
the statistical figure of about 0.28% according to the HKMA. However, due to higher funding
cost, profitability has largely trimmed down. In 2006, we not only aim at achieving a growth
in our hire purchase and leasing business growth with a balance of risk and profit, but also
aim at developing new products and cross-selling opportunities to work towards the bank in
the leading position.

In 2005, our group continued to enhance the wealth management services and expanded the
investment products range. Five batches of Certificate of Deposit and one batch of Structured
Deposit were issued for customers’ subscription. During the same period, we cooperated with
different international financial institutions to offer 17 structured products that linked to
stocks price or credit performance. We lined up with one renowned fund house in the first
quarter and succeeding the business relationship between Belgian Bank and their fund houses
in October. We totally offered more than 400 funds managed by 11 fund houses. We extended
the business of Equity Linked Investment to participate in the distribution of Callable
Equity-Linked Deposit offered by Bank Macquarie. Moreover, as part of the development of
the wealth management business, we launched a promotion program for new deposit and unit
trusts business in the second quarter and reduced the minimum deposit amount for High Yield
Currency-Linked Deposit in June. Both of them aimed to make the investment products more
attractive and competitive in the retail market and to extend the products to more potential
customers. We cooperated with the Treasury Markets Forum of Hong Kong to offer the RMB
Non-Deliverable Forward Contract for retail customers in November. Customer can have
more options for RMB investment. Further to the People’s Bank of China has agreed to
expand the RMB business, we have launched deposit accounts for “designated merchants™ as
well as increased the transaction limit for exchange of RMB cash and remittance of RMB to
the mainland for personal customers in December.

New insurance products including Savings Plan 8 Plus, Rainbow Age Whole Life Plan and
Peaceful Age Whole Life Plan were launched to provide customers with life protection as
well as savings plan. Meanwhile, the Accidental Emergency Medical & Hospitalization
Insurance was launched to provide customers with medical treatment protection via network
of authorized hospitals on the mainland.



In 2005, we have proactively expanded our e-channel services so as to offer more convenient
services to our customers. Apart from the launch of Internet Securities Service, enhanced
Personal Internet Banking and Commercial Internet Banking, we have also revamped our
website to project a new image for our bank and facilitate our customer to search our
information via internet.

During 2005, we also acted as the receiving bank of the following Chinese enterprises, “Air
China”, “China Shenhua Energy”, “Bank of Communications”, “China Construction Bank”
and “Xiamen Port” in their initial public offering (IPO) activities.

Treasury and Markets

Despite intense competition among financial institutions and the volatile market
environment, Treasury and Markets (“T&M”) was able to keep its profitability up in 2005.

This year, T&M put strong emphasis on marketing and sales of financial products. We
successfully strengthened relationships with Government-linked institutions, large listed
companies and SMEs in funding and structured product business, especially after the merger
with Belgian Bank. As a result, revenues from marketing sales and intermediary service
increased remarkably.

T&M has set up Chinese Yuan Non-Deliverable F