RESULTS IN BRIEF

2006 2005 Change
For the year HK$m HK$m HK$m
Operating profit excluding loan impairment charges and
other credit risk provisions 12,840 11,686 1,154
Operating profit 12,576 11,068 1,508
Profit before tax 14,395 13,358 1,037
Profit attributable to shareholders 12,038 11,342 696
HK$ HK$ HK$
Earnings per share 6.30 5.93 0.37
Dividends per share 5.20 5.20 -
At year-end HK$m HK$m HK$m
Shareholders' funds 46,981 42,571 4,410
Total assets 669,064 580,820 88,244
Ratios % %
For the year
Return on average shareholders' funds 274 27.5
Cost efficiency ratio 29.0 28.0
Average liquidity ratio 51.9 45.1
At year-end
Total capital ratio * 13.6 12.8
Tier 1 capital ratio * 10.7 10.4

* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority guideline in the
Supervisory Policy Manual.



FIVE-YEAR FINANCIAL SUMMARY

2002 2003 2004 2005 2006
For the year HK$bn HK$bn HK$bn HK$bn HK$bn
Operating profit 10.7 10.7 12.6 11.1 12.6
Profit before tax 11.2 11.1 13.3 13.4 14.4
Profit attributable to shareholders 9.9 9.5 11.4 11.3 12.0
At year-end HK$bn HK$bn HK$bn HK$bn HK$bn
Shareholders' funds 43.1 39.6 40.9 42.6 47.0
Issued and paid up capital 9.6 9.6 9.6 9.6 9.6
Total assets 474.7 503.0 546.9 580.8 669.1
Per share HK$ HK$ HK$ HK$ HK$
Earnings per share 5.19 4.99 5.94 5.93 6.30
Dividends per share 5.40 * 4.90 5.20 5.20 5.20
Ratios % % % % %
Post-tax return on average 23.1 23.4 28.5 27.5 27.4
shareholders' funds
Post-tax return on average
total assets 2.1 2.0 2.2 2.0 1.9
Capital ratios
- Total ratio * 14.2 13.2 12.0 12.8 13.6
- Tier 1 ratio * 11.9 11.3 10.8 10.4 10.7
Cost efficiency ratio 254 25.4 26.4 28.0 29.0
# Including special interim dividend of HK$0.50 per share for 2002.
* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority guideline in the Supervisory
Policy Manual.
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MAJOR MILESTONES

MONTH

January

Hang Seng launches China Equity Fund.

February

Hang Seng introduces two new cards — alpha card, a payment card for
young people, and a commercial card for members of the New Territories
General Chamber of Commerce.

Hang Seng begins offering insurance agency service at its Shanghai and
Shenzhen branches and sub-branches.

HSI Services announces that mainland China H-share companies eligible
for inclusion in Hang Seng Index.

March

Hang Seng introduces Index-linked Capital Protected Investment product
on the Mainland.

April

Hang Seng launches 24-hour Personal Loan application hotline.

May

Hang Seng launches integrated brand revitalisation programme and
introduces new corporate tagline — ‘Managing wealth for you, with you'.
Hang Seng sells its property at 77 Des Voeux Road Central for HK$2.26
billion.

Hang Seng signs an agreement with Kerry Properties to lease 262,000
square feet of office space in Enterprise Square Five in Kowloon Bay, with
occupancy planned for late 2007.

Hang Seng opens fourth Shanghai sub-branch.

Hang Seng launches VISA Infinite, an invitation-only prestige credit card.
Hang Seng extends Mainland insurance agency service to Guangzhou
branch.

Hang Seng announces first interim dividend of HK$1.10 per share.

June

Hang Seng announces its debut US dollar subordinated notes offering
amounting to US$450 million.

Hang Seng opens Business Banking Centre in Chai Wan to further expand
network of outlets serving SMEs.

Hang Seng receives approval to provide RMB services and extend foreign
currency services at Nanjing branch.

July

Hang Seng introduces MediCash Lifetime Insurance Plan.
Hang Seng announces second interim dividend of HK$1.10 per share.

August

Hang Seng opens first Guangzhou sub-branch.
Hang Seng extends Mainland insurance agency service to Beijing branch.

September

Hang Seng relocates Macau branch to accommodate expansion of
services and new Prestige Banking Centre.

Hang Seng receives approval for Qualified Domestic Institutional Investor
(QDII) licence.

Hang Seng holds Board of Directors meeting on the Mainland for the first
time.

Hang Seng opens fifth Shanghai sub-branch.

First H-share company enters Hang Seng Index.

October

Hang Seng receives approval for US$300 million foreign exchange
conversion quota under QDII licence.
Hang Seng becomes first foreign bank to open a branch in Dongguan.

November

Hang Seng announces third interim dividend of HK$1.10 per share.
HSI Services launches Hang Seng China H-Financials Index to track
performance of Mainland financial companies listed in Hong Kong.




December

Hang Seng launches its first QDII investment product through Mainland
branches and sub-branches.
Hang Seng becomes first bank to offer Octopus merchant services to

retailers.
Hang Seng receives approval to prepare for the establishment of Mainland

subsidiary bank.




RECOGNITION

2006 Awards

Best Retail Bank in Asia, Best Retail Bank in Hong Kong and Excellence in Wealth
Management Awards, The Asian Banker.

Best Domestic Bank in Hong Kong, The Asset.

No. 1 for Financial Soundness and No. 7 Overall in Hong Kong category, Wall Street Journal
Asia, 200 Most Admired Companies survey.

Trusted Brands Gold Awards in the Banking and Investment Funds categories, Reader’s Digest,
Trusted Brands Awards.

Best Wealth Management Bank and No. 2 for Overall Competitiveness, 21% Century Business
Herald, Asian Banks Competition.

Best Banking Service Award, Hong Kong Chamber of Small and Medium Business.

Highly Commended in Best Overall Investor Relations at a Hong Kong Company (large cap),
Best Annual Report and Other Corporate Literature, and Best Corporate Governance
categories, IR Magazine, Hong Kong & Taiwan Awards.

No. 85in Top 100 Financial Institution Brands Worldwide and Brand Rating of A, The Banker.

290" Largest Listed Company in the World in terms of Market Capitalisation, Financial Times, FT
Global 500.

No. 2 Local Cash Management Bank (Small Corporations) and No. 2 Local Cash Management
Bank (Medium-sized Corporations), Asiamoney.

Green Enterprise of the Year, Federation of Hong Kong Industries.

Gold Award in the Community Relations category, China International Public Relations Association,
China Golden Awards for Excellence in Public Relations.

Caring Company, Hong Kong Council of Social Service.

Bronze Award and Certificate of Excellence, Hong Kong Management Association, Awards for
Excellence in Training.

China Top 10 Growing Financial Organisation (Hang Seng Shanghai Branch), China Council for
the Promotion of International Trade and the Shanghai Committee of the Chinese People’s Political
Consultative Conference, China International Financial Forum.

Silver Award for Photography, Bronze Award for Cover Design/Photo and Honors Award for
Interior Design (Hang Seng 2005 Annual Report), International ARC Awards Competition.

Bronze Award, Hong Kong Management Association, Best Annual Reports Awards.



Ratings

Moody’s Investors Service

Short-term foreign currency deposit rating
Short-term local currency deposit rating

Long-term foreign currency deposit rating

Long-term local currency deposit rating

Bank financial strength rating

Local currency subordinated debt rating

US$450 million subordinated debt issue in June 2006

Standard and Poor’s

Short-term local currency counterparty rating
Short-term foreign currency counterparty rating
Long-term local currency corporate credit rating
Long-term foreign currency corporate credit rating
Bank fundamental strength rating

US$450 million subordinated debt issue in June 2006

Hang Seng Insurance Co. Ltd - insurer financial strength
Hang Seng Insurance Co. Ltd - counterparty credit rating

Hang Seng Life Ltd - insurer financial strength
Hang Seng Life Ltd - counterparty credit rating

A.M. Best

Hang Seng Insurance Co. Ltd - solicited financial strength rating
Hang Seng Insurance Co. Ltd - issuer credit rating

Hang Seng Life Ltd - financial strength rating

Fitch

Bank individual rating

Prime 1
Prime 1
Aa3
Aa2

B+

Aa3
Aa3

A-1+
A-1+
AA
AA
B+
A+

A+
A+

A+
A+

A+ (Superior)
aa-

A+ (Superior)

A/B



CHAIRMAN'S STATEMENT

A sharp focus on our vision for long-term business growth along with good economic conditions
helped Hang Seng achieve positive results in 2006.

Our personal wealth management business recorded significant rises in income from investment
services, insurance and Private Banking. Commercial Banking performed strongly, underpinned by
increases in customer advances and the development of corporate wealth management services.
Additional investments in our mainland China operations yielded encouraging growth.

Operating profit rose by 13.6 per cent to HK$12,576 million, reflecting good growth of primary
business drivers as well as a drop in loan impairment allowances. Operating profit excluding loan
impairment charges and other credit risk provisions grew by 9.9 per cent to HK$12,840 million.

Attributable profit increased 6.1 per cent to a record HK$12,038 million. Earnings per share were up
6.2 per cent at HK$6.30.

The Directors have announced a fourth interim dividend of HK$1.90 per share. In light of capital
requirements for future business expansion, particularly on the Mainland, total distribution for 2006 is
HK$5.20 per share, the same as in 2005.

Operating expenses increased by 15.3 per cent to HK$5,241 million with further investments in
human resources, IT, marketing and branding to support business growth in Hong Kong and on the
Mainland.

Our return on average shareholders’ funds was 27.4 per cent.

Our total capital ratio was 13.6 per cent at year-end, up 0.8 percentage point compared with 31
December 2005. Our tier 1 ratio was up 0.3 percentage point at 10.7 per cent.

Personal Financial Services’ operating profit excluding loan impairment charges grew by 5.4 per cent
to HK$7,840 million. Wealth management income was up 22.7 per cent at HK$4,281 million, reflecting
record investment fund sales, a high level of stock market activity and a 17.5 per cent rise in life
insurance income. We also benefited from high levels of consumer confidence, recording increases in
our credit card base and cardholder spending as well as in personal lending.

Commercial Banking’'s operating profit excluding loan impairment charges rose 21.5 per cent to
HK$2,001 million. Customer advances grew by 22.2 per cent with trade finance gaining market share.
Lending to the manufacturing industry and wholesale and retail sector outpaced the market average
as a result of refined segmentation and deepened relationships.

Intensified marketing saw a 34.7 per cent increase in the number of new small and medium-sized
enterprise accounts acquired in the second half of 2006 compared with the first half. Good progress
with corporate wealth management services and card acquiring business underpinned growth in net
fees and commissions and net trading income.

With keen competition continuing to put pressure on lending margins, Corporate Banking focused on
asset yield. We further diversified our customer base, grew deposits by 32.5 per cent and took
advantage of cross-selling opportunities. The strong growth of our targeted business segments helped
to compensate for the decline in operating profit before loan impairment charges from lending to large
corporates. Net operating income increased by 11.8 per cent. Net operating income excluding loan
impairment charges rose 2.3 per cent. Operating profit excluding loan impairment charges was
HK$543 million, down 2 per cent compared with 2005.

Treasury’s operating profit excluding loan impairment charges declined 25 per cent to HK$887 million.
Efforts to expand proprietary trading and customer-driven business helped trading income grow by
66.1 per cent to HK$628 million. However, net interest income fell by HK$514 million, or 51.7 per
cent, as the balance sheet management portfolio continued to be challenged by rising funding costs
and flattened yield curves.

Our Mainland business recorded good growth in advances, deposits, customer base and profit

contribution. Operating profit excluding loan impairment charges at our Mainland branches rose by
211.9 per cent. We upgraded a representative office to a branch and opened three new sub-branches
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during the year. In December, we were granted permission to begin preparations for the
establishment of a Mainland subsidiary. Our subsidiary bank will be named Hang Seng Bank (China)
Limited and will be headquartered in Shanghai.

To demonstrate our strong commitment to this exciting market, in September we held a Board of
Directors’ meeting on the Mainland for the first time.

Our People

Business success relies on the teamwork and talents of our staff. We work to bring out the best in our
employees and they continue to exceed our expectations. In 2006, putting our roadmap for growth
strategy into action and ensuring that our comprehensive brand strengthening programme moved full
steam ahead were just two of the tasks enthusiastically embraced by staff at all levels. That Hang
Seng remains a standard-bearer for superior customer service is a testament to their commitment and
professionalism.

In recognition of this dedication to excellence, the Directors approved performance-related salary
increases of up to 8.75 per cent, which took effect in January 2007.

| also wish to convey the Board’'s thanks to our customers and shareholders for their continued
support of Hang Seng and for providing both inspiration and incentive as we work to achieve our goal
of becoming the leading regional bank in Greater China.

Moving Ahead

Hong Kong is likely to experience above-trend growth in 2007. Economic uncertainty in the US
generated by weaknesses in the housing market may result in a slowing of export and re-export trade
activity. However, sustained economic momentum, the stabilisation of interest rates and the improving
labour market will continue to drive domestic demand. The positive economic outlook for the Mainland
also augurs well.

Against this backdrop, we will build on the good momentum generated in 2006 by making greater use
of our competitive advantages, further developing our core business areas, strengthening our service
capabilities in market segments with high growth potential and growing our Mainland business more
rapidly.

We have taken significant strides in the past year, but there is still much to do. Focusing on our
strategic plan for growth, Hang Seng will continue to drive its business forward, flying the flag for
premium customer service, sustainable growth and increasing value for shareholders.

Michael Smith
Chairman
Hong Kong, 5 March 2007



CHIEF EXECUTIVE'S REPORT

| am pleased to report that Hang Seng gave an upbeat performance in 2006.

During our 2005 results announcement, we set out our roadmap for growth - a strategic plan to help
us achieve our vision for future business success. Our hard work over the past year to put this
strategy into action has yielded encouraging results.

From Vision To Action

Supported by the buoyant economic environment, we grew wealth management income by 22.7 per
cent by further harmonising our service and product offerings with the investment and insurance
needs of our customers.

Our Private Banking business built on its good growth momentum to achieve a 46.3 per cent increase
in pre-tax profit. Given the progress made in the past year, we are confident of achieving our roadmap
goal of doubling Private Banking’s pre-tax profit by 2008, two years ahead of schedule.

We capitalised on strong consumer demand to expand higher-yield lending, recording significant rises
of 46.4 per cent in personal loans and 22.1 per cent in card receivables. Cards in issue reached 1.4
million.

Continued fine-tuning of relationships with Commercial Banking customers, especially small and
medium-sized enterprises (SMEs), drove growth in trade finance, net fees and commissions, and net
trading income. We gained market share in lending to the manufacturing industry and the wholesale
and retail sector. Commercial Banking’s contribution to total pre-tax profit was 16.4 per cent, up from
8.8 per cent in 2005, putting us on track to achieve our five-year target of 20 per cent.

We further diversified our Treasury income base and promoted closer cooperation with other
customer groups. This led to a 66.1 per cent increase in trading income, helping to offset the adverse
effects of rising funding costs and flattened yield curves on the balance sheet management portfolio.

We picked up the pace of expansion in mainland China. Our number of full-time equivalent staff
increased by 284 to reach 661. We became the first foreign bank to have a branch in Dongguan and
opened three new sub-branches in key cities. Including a Guangzhou sub-branch opened early this
year, we now have 16 outlets on the Mainland.

This expansion in service capabilities helped us achieve strong growth in Mainland deposits and
advances, which rose by 51.1 per cent and 50.9 per cent respectively.

In the second half of 2006, we obtained a licence and foreign exchange investment quota under the
Qualified Domestic Institutional Investors scheme. We finished the year on a high note by receiving
approval to begin preparations to establish a Mainland subsidiary bank.

We stepped up mutually beneficial cooperation with our strategic partner Industrial Bank in areas such
as customer referrals, accelerated remittance services and secondment of staff. We also actively
explored possibilities for working together to enhance note delivery, cash deposit and other services.

Including our share of profits from Industrial Bank, our Mainland business contributed 6.1 per cent of
total pre-tax profit, up from 4.5 per cent in 2005, bringing us closer to our objective of 10 per cent by
2010.

We embarked on an integrated brand revitalisation programme designed to enhance our brand equity.
Emphasizing our progressive, pragmatic and thoughtful approach to service, this programme is
helping us strengthen partnerships with existing customers and build relationships with new ones.

In May, we further rationalised our property portfolio with the sale of 77 Des Voeux Road Central for
HK$2.26 billion. We also signed an agreement to lease 262,000 square feet of office space in
Enterprise Square Five in Kowloon Bay. With occupancy planned for late 2007, moving some of our
back office functions to this new site will help enhance our operating and cost efficiency.

Financial Highlights



Good growth in our core businesses and improved credit conditions saw operating profit grow 13.6
per cent to HK$12,576 million. Operating profit excluding loan impairment charges was HK$12,840
million, up 9.9 per cent.

Pre-tax profit rose 7.8 per cent to HK$14,395 million, affected by a significant drop in property
revaluation gains. Attributable profit reached a new high of HK$12,038 million, an increase of 6.1 per
cent compared with 2005.

Increases in lending and contribution from net free funds helped net interest income grow by 8.3 per
cent to HK$11,694 million. Average interest-earning assets were up 10.6 per cent at HK$578.6 billion.

The ratio of non-interest income to net operating income excluding loan impairment charges rose to
35.3 per cent, up from 33.5 per cent a year earlier.

Net interest income rose by HK$898 million, or 8.3 per cent. The loan portfolio expanded by 7.2 per
cent driven by growth in consumer finance, trade finance and Mainland lending, contributing HK$419
million. Spreads on best lending rate-based loans improved, although strong market competition
continued to exert downward pressure on mortgage and corporate loan pricing. Net free funds and the
debt securities portfolio of life insurance fund investments contributed HK$867 million and HK$264
million respectively to the rise in net interest income.

These increases more than offset the HK$514 million decline in net interest income from the Treasury
balance sheet management portfolio and the fall of HK$138 million due to the narrowing of spreads
on Hong Kong dollar savings accounts and the change in deposit mix from savings to structured
deposits.

Net fee income grew by 18.3 per cent to HK$3,497 million. Securities-related income rose 63.3 per
cent, reflecting increases in turnover, customer base and market share. Card services income was up
22 per cent at HK$860 million, driven by rises of 10.5 per cent in the number of cards in issue and
11.7 per cent in cardholder spending.

Trading income grew by HK$445 million to HK$1,330 million, attributable mainly to a 50.1 per cent
growth in foreign exchange income on the back of improved trading results and increased customer
activity.

Income from wealth management rose by HK$793 million to HK$4,281 million.

Benefiting from the active stock market and positive investor sentiment, investment services income
grew by 29.6 per cent. We offered new investment funds to capture growth on the Mainland and in
other emerging markets, achieving record sales and a 40.6 per cent rise in fund sales turnover.
Income from structured products grew by 48.1 per cent.

The introduction of new products, the recruitment of more relationship managers and a continued
emphasis on personalised advice saw Private Banking’s investment services income rise by 83.5 per
cent. Assets under management increased 39.6 per cent.

Life insurance income grew by 17.5 per cent to HK$1,476 million as we further tapped the high-
potential retirement and medical insurance markets.

Operating expenses rose by HK$695 million, or 15.3 percent. We made investments in staff, IT,
marketing and branding to better position our Hong Kong business for continued growth and better
prepare our Mainland business to take greater advantage of the growing opportunities.

Our cost efficiency ratio rose 1 percentage point to 29 per cent, but remains among the lowest in the
banking industry.

Underpinned by a HK$2,992 million rise in retained profits and an increase in the available-for-sale
investment reserves, shareholders’ funds (excluding proposed dividends) grew by HK$4,410 million to
HK$43,348 million. Return on average shareholders’ funds was 27.4 per cent.

As at 31 December 2006, our total and tier 1 capital ratios stood at 13.6 per cent and 10.7 per cent
respectively, up from 12.8 per cent and 10.4 per cent a year earlier.
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Our average liquidity ratio for 2006 was 51.9 per cent, up from 45.1 per cent in 2005.

Increases in both lending and deposits saw total assets grow by 15.2 per cent to HK$669.1 billion. At
year-end, our advances-to-deposits ratio was 51.7 per cent, compared with 54.4 per cent at the end of
2005.

Gross advances to customers rose by 7.1 per cent to HK$280.3 bhillion.

The good investment climate helped us grow lending to the property development sector by 9.8 per
cent. Success with strengthening our Commercial Banking relationships was reflected in rises of 14.3
per cent and 18.4 per cent in lending to the wholesale and retail trade and the manufacturing sector
respectively, as well as strong growth of 24 per cent in trade finance.

Lending to individuals rose 5.4 per cent (excluding the fall in Government Home Ownership Scheme
mortgages) with improvement in the employment market underpinning demand. Strategic marketing,
new credit card offerings and improved efficiency contributed to good growth in consumer finance.
Our credit card business gained market share in terms of card base, spending and receivables.

Despite intense market competition, we increased residential mortgage lending by 5.9 per cent.

Loans for use outside Hong Kong increased by 39.8 per cent to HK$22,192 million, due largely to the
50.9 per cent rise in lending by our Mainland branches. Corporate lending on the Mainland enjoyed
good growth, driven by higher-margin RMB loans. Closer collaboration between our Mainland and
Hong Kong teams led to a significant increase in Mainland trade finance.

At year-end, total loan impairment allowances as a percentage of gross advances to customers were
0.33 per cent, down from 0.39 per cent at the end of 2005. Gross impaired advances as a percentage
of gross advances to customers were unchanged at 0.5 per cent.

Customer deposits, including certificates of deposit and other debt securities in issue, grew by 12.8
per cent. Hong Kong and US dollar savings accounts rose, reflecting a preference for liquidity in an
active investment market. Additions to our range of structured products helped drive a 31.2 per cent
increase in structured deposits, structured certificates of deposit and other debt securities in issue.

Branding

In May 2006, we launched an integrated branding programme that covers advertising and key points
of customer contact and is designed to establish us as the financial institution of choice for personal
and commercial banking.

We launched a series of testimonial-style television commercials covering our SME, wealth
management and insurance businesses. We also unveiled a fresh corporate look that uses a vibrant
green to reflect our progressive and proactive attitude. All branches have adopted our new bulkhead
and we are steadily rolling out our new branch design.

To engage all staff in the brand-building initiative, we have developed an internal branding framework
comprising seven ‘Beliefs’ that ensure an excellent customer experience and strengthen our corporate
value. In August we kicked-off ‘Live The Brand, Start With Me’, a Bank-wide communication and
education campaign which is helping staff move from awareness to practical application of the seven
‘Beliefs’.

Focused On The Future
Efforts to reach our roadmap objectives are continuing to help us refine our business focus, putting us
in a position to take better advantage of growth opportunities.

The economic outlook for the year ahead remains positive. Developments in the US housing sector
may slow the pace of external trade, but increasing confidence in the local economy, the buoyant
labour market and sustained growth on the Mainland should underpin domestic demand.

Supported by our revitalised brand, we are deepening relationships with existing customers and
increasing our appeal among key customer groups. We will build on this by stepping up cross-selling
efforts and launching new products to meet a wider variety of wealth management and consumer
finance needs.
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On the Mainland, we will continue with our two-pronged approach of organic growth and close
collaboration with Industrial Bank.

The establishment of our Mainland subsidiary bank, planned for the second quarter of this year, will
mark a new phase of business expansion. We will take good advantage of the opportunities
generated by the opening up of the retail RMB market and work to increase RMB deposits to support
lending growth.

We will expand our Mainland customer base through setting up new outlets in high-growth areas,
increased marketing and more promotion of our strong brand, including leveraging our role as the
compiler of the Hang Seng Index series.

In January this year we opened a second Guangzhou sub-branch. The addition of a sixth Shanghai
sub-branch in the first half of this year will give us one of the largest networks among foreign banks in
this strategically important city. More outlet openings are planned for the second half of the year on
the Mainland, including a branch in Hangzhou and two sub-branches in Beijing.

By 2010, we aim to grow our Mainland business to more than 2,000 staff and over 50 outlets.

We will capitalise on our growing capabilities in southern China by offering a greater range of services
to Commercial Banking customers with operations in Hong Kong and on the Mainland. Our closer
partnerships with SME customers will help us grow trade finance and our corporate wealth
management business.

Treasury will explore gapping opportunities while maintaining a prudent attitude towards growth in
risk-weighted assets. We will further expand the scope of our proprietary trading services and
strengthen our customer-driven business. We will broaden our product range to include new
commodity-linked, credit derivatives and hybrid instruments, and deepen our coverage in foreign
exchange, interest rates and equity-linked structured products.

In a highly competitive market for corporate lending, Corporate Banking will continue to target asset
yield in the year ahead. We will work to identify more cross-selling opportunities and expand corporate
treasury services. We will step up efforts to acquire new customers to grow our Corporate Banking
deposit base.

We will further strengthen cooperation and communication between all customer groups.

No one person can perform a symphony — it takes the efforts of an entire orchestra. | am delighted to
be working with a world-class ensemble whose members are in tune with each other and with our
customers’ needs. | am confident that together we will achieve our goal of becoming the leading
regional bank in Greater China to the long-term benefit of our customers and shareholders.

Raymond Or
Vice-Chairman and Chief Executive
Hong Kong, 5 March 2007
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CORPORATE GOVERNANCE AND OTHER INFORMATION

Hang Seng is committed to high standards of corporate governance. In addition to the module on
“Corporate Governance of Locally Incorporated Authorised Institutions” under the Supervisory Policy
Manual issued by the Hong Kong Monetary Authority (“HKMA”) in September 2001, the Bank also
follows all the code provisions set out in the Code on Corporate Governance Practices (the “Code”)
contained in Appendix 14 of the Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”) throughout the year.

BOARD OF DIRECTORS

The Board
At 5 March 2007, the Bank’s Board consisted of 15 Directors. The Board has collective responsibility for
leadership and control of, and for promoting the success of, the Bank by directing and supervising the
Bank's affairs.

The types of decisions which are to be taken by the Board include those relating to :
- Annual plans and performance targets;

- Specified senior appointments;

- Acquisitions and disposals above predetermined thresholds; and

- Any substantial change in balance sheet management policy.

Chairman And Chief Executive

The roles of Chairman of the Board and Chief Executive of the Bank are segregated, with a clear
division of responsibilities. The Chairman of the Board is a non-executive Director who is responsible
for the leadership and effective running of the Board. The Chief Executive of the Bank is an executive
Director who exercises all the powers, authorities and discretions of the Executive Committee as may
be delegated to him in respect of the Bank and its subsidiaries.

Board Composition

The Board comprises three executive Directors and 12 non-executive Directors. Of the 12
non-executive Directors, eight are independent non-executive Directors. All the independent
non-executive Directors meet the guidelines for assessment of independence as set out in Rule 3.13 of
the Listing Rules.

Members of the Board of the Bank, who come from a variety of different backgrounds, have a diverse
range of business, banking and professional expertise. Brief biographical particulars of all Hang Seng
Directors, together with information relating to the relationship among them, are set out in the
“Biographical Details of Directors” section under the Bank’s 2006 Annual Report.

Board Process

Regular Board / Committee meeting schedules for each year are made available to all Directors /
Committee members at the beginning of the year. In addition, notice of meetings will be given to all
Directors prior to each Board meeting, normally at least 14 days in advance.

Other than regular Board meetings, in 2006, the Chairman also met with non-executive Directors,
including independent non-executive Directors, without the presence of executive Directors to discuss
matters of particular interest.

All Directors have access to the Company Secretary who is responsible for ensuring that the Board
procedures, and related rules and regulations, are followed.

Under the Articles of Association of the Bank, a Director shall not vote or be counted in the quorum in
respect of any contract, arrangement, transaction or other proposal in which he or his associate(s), is /
are materially interested.

Minutes of Board / Committee meetings are kept by the Company Secretary and are open for
inspection by Directors.

13



Appointments, Re-election And Removal

The Bank’s Articles of Association provide that each Director is required to retire by rotation once every
three years and that one-third (or the number nearest to one-third) of the Directors shall retire from
office every year during the Bank’s Annual General Meeting. A Director’s specific term of appointment,
therefore, cannot exceed three years. Retiring Directors shall be eligible for re-election at the Annual
General Meeting of the Bank.

Hang Seng uses a formal, considered and transparent procedure for the appointment of new Directors.
Before a prospective Director’'s name is formally proposed, the opinions of the existing Directors
(including the independent non-executive Directors) are sought. After considering the proposal for the
appointment of a new Director, the Executive Committee will make its recommendation to the Board for
further decision. In accordance with the requirement under the Banking Ordinance, approval from the
HKMA will also be obtained. All new Directors are subject to election by shareholders of the Bank at the
next scheduled Annual General Meeting after their appointment becomes effective.

In 2006, Mr Edgar D Ancona was appointed a non-executive Director of the Bank. The appointment
was approved by the Board at a meeting held on 27 April 2006. All Directors, except Mr John C C Chan,
attended the meeting.

Responsibilities Of Directors

The Bank regularly reminds all Directors of their functions and responsibilities. Through regular Board
meetings, all Directors are kept abreast of the conduct, business activities and development of the
Bank.

Induction programmes are arranged for newly appointed Directors. All Directors are given opportunities
to update and develop their skills and knowledge.

All Directors have full and timely access to all relevant information about the Bank so that they can
discharge their duties and responsibilities as Directors. There are established procedures for Directors
to seek independent professional advice on Bank-related matters where appropriate. All costs
associated with obtaining such advice will be borne by the Bank. In addition, each Director has
separate and independent access to the Bank’s senior management.

The Bank has adopted a Code for Securities Transactions by Directors on terms no less exacting than
the required standards set out in the Model Code for Securities Transactions by Directors of Listed
Issuers (set out in Appendix 10 to the Listing Rules). Specific enquiries have been made with all
Directors (including those who have ceased to be Directors or who have become Directors during the
year ended 31 December 2006) who have confirmed that they complied with the Bank's Code for
Securities Transactions by Directors at all the applicable times for the period from 1 January 2006 to 31
December 2006 (both dates inclusive).

The interests in Group securities, including HSBC Holdings plc and the Bank, held by Directors as at 31
December 2006 are disclosed in the Directors’ Report attached to the Bank’s 2006 Annual Report.
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Board Members’ Attendance

Number of Board
meetings held| Number
during the of
Director’s term of|meetings
Name office in 2006| attended
Mr Michael R P Smith” (Chairman) 7 7
Mr Raymond C F Or (Vice-Chairman and Chief Executive) 7 7
Mr Edgar D Ancona” (Appointed as Director on 4 September 2006) 2 2
Mr John C C Chan* 7 5
Mr Patrick K W Chan (Executive Director and Chief Financial Officer) 7 7
Dr Y T Cheng* 7 7
Dr Marvin K T Cheung* (Note) 7 3
Mr S J Glass” (Resigned as Director on 24 March 2006) 2 2
Mr Jenkin Hui* 7 6
Mr Peter T C Lee* 7 5
Dr Eric K C Li* 7 6
Dr Vincent H S Lo” 7 4
Mr Joseph C Y Poon (Managing Director and Deputy Chief Executive) 7 7
Dr David W K Sin* 7 7
Mr Richard Y S Tang* 7 6
Mr Peter T S Wong" 7 6

* Independent non-executive Director

* Non-executive Director

(Note: Dr Marvin K T Cheung has been indisposed since 20 July 2006, and will resume duty on 11
March 2007.)

DELEGATION BY THE BOARD

Management Functions And Board Committees
The Board has set up three committees: the Executive Committee, the Audit Committee and the
Remuneration Committee.

Each of these committees has specific written terms of reference which deal clearly with their authority
and duties. All committees, except the Executive Committee, are comprised solely of independent
non-executive Directors.

Board
Executive Committee Audit Committee Remuneration Committee
Members: Mr Raymond C F Or Members: Dr Eric K C Li Members: Mr John C C Chan
(Chairman) (Chairman) (Chairman)
Mr Patrick K W Chan Dr Marvin K T Cheung Mr Jenkin Hui
Mr Joseph C Y Poon Mr Richard Y S Tang Mr Peter T C Lee

Mr Peter T S Wong
Mr William W Leung?
Mrs Dorothy K Y P Sit?

(°General Manager)

The Executive Committee meets each month and operates as a general management committee
under the direct authority of the Board. It exercises the powers, authorities and discretions of the Board
in so far as they concern the management and day-to-day running of the Bank in accordance with its
terms of reference and such other policies and directives as the Board may determine from time to time.
The Executive Committee also sub-delegates credit, investment and capital expenditure authorities to
its members.
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The Audit Committee meets regularly, normally four times a year, with the senior financial, internal
audit and compliance management and the external auditors to consider the Bank’s financial reporting,
the nature and scope of audit reviews and the effectiveness of the systems of internal control and
compliance. It is also responsible for the appointment, reappointment, removal and remuneration of
external auditors. The Audit Committee reports to the Board following each Audit Committee meeting,
drawing the Board'’s attention to salient points that the Board should be aware of, identifying any
matters in respect of which it considers that action or improvement is needed and making relevant
recommendations.

The Remuneration Committee considers human resource issues and makes recommendations to the

Board on the Bank’s policy and structure for remuneration of Directors and senior management. It
meets at least twice a year.

Committee Members’ Attendance

Number of meetings attended during 2006
Executive Audit Remuneration
Name Committee Committee Committee
Mr Raymond C F Or 12[ Joutof12 - -
Mr John C C Chan* - - 2 out of 2
Mr Patrick K W Chan 12 out of 12 - -
Dr Marvin K T Cheung* (Note 1) - 2 outof 5 -
Mr Jenkin Hui* - - 2 out of 2
Mr Peter T C Lee* - - 2 out of 2
Dr Eric K C Li* - 5 out of 5 -
Mr Joseph C Y Poon 9 out of 12 - -
Mr Richard Y S Tang* - 5out of 5 -
Mr Peter T S Wong" (Note 2) 12 out of 12 - -
Mr William W Leung” 11 out of 12 - -
Mrs Dorothy K Y P Sit’ 10 out of 12 - -

* Independent non-executive Director

* Non-executive Director

(Notes:

1. Dr Marvin K T Cheung has been indisposed since 20 July 2006, and will resume duty on 11 March
2007.

2. Seven meetings were attended by Mr Peter T S Wong's alternates.)
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REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

The Level And Make-up Of Remuneration And Disclosure
The Remuneration Committee is responsible for the policy on remuneration of Directors and senior
management.

The Bank’s policy on remuneration is to maintain fair and competitive packages based on business
needs and industry practice. For determining the level of fees paid to members of the Board of
Directors, market rates and factors such as each Director’s workload and required commitment will be
taken into account. The following factors are considered when determining the remuneration packages
of Executive Directors:

Business needs

General economic situation,
including GDP growth and
local inflation rates

Changes in  appropriate
markets, e.g. supply/demand
fluctuations and changes in
competitive conditions

Individual contributions to
results as confirmed in the
performance appraisal process

Retention
considerations and
individual potential

U

Remuneration packages of
Executive Directors

The Remuneration Committee held two meetings in 2006. The work performed by the Committee
during 2006 included:
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- Reviewing the fees payable to the Directors and the members of the Board’s Committees;

- Reviewing the policy for the remuneration of the executive Directors of the Bank and the Directors
of the Bank’s subsidiaries;

- Reviewing the remuneration of the executive Directors and senior management of the Bank;

- Determining the remuneration packages of a newly appointed senior executive of the Bank and the
fees payable to members of a newly established Audit Committee of a subsidiary of the Bank; and

- Reviewing general and special salary increases of the Bank’s staff for 2007.

During the process of consideration, no individual Director was involved in decisions relating to his/her
own remuneration.

The present scale of Director’s fees, and additional fees for membership on the Audit Committee and
Remuneration Committee, is outlined below:

Amount
Board of Directors:
Director’'s annual fees
Chairman HK$230,000
Vice-Chairman HK$150,000
Other directors HK$150,000
Audit Committee:
Additional annual fees
Chairman HK$120,000
Other members HK$80,000
Remuneration Committee:
Additional annual fees
Chairman HK$60,000
Other members HK$40,000

Information relating to the remuneration of each Director for 2006 is set out in Note 18 to the Bank’s
2006 Financial Statements.

ACCOUNTABILITY AND AUDIT

Financial Reporting

The Board aims at making a balanced, clear and comprehensive assessment of the Bank’s
performance, position and prospects. An annual operating plan is reviewed and approved by the Board
on a yearly basis. Reports on monthly financial results, business performance and variances against
the approved annual operating plan are submitted to the Board at each Board meeting for regular
monitoring.

Strategic planning cycles are generally from three to five years. The HSBC Group Strategic Plan for
2004 to 2008, Managing for Growth, was adopted by Hang Seng’s Board in January 2004.

The annual and interim results of the Bank are announced in a timely manner within the limits of three
months and two months respectively after the end of the relevant periods.

The Directors acknowledge their responsibility for preparing the accounts of the Bank. As at 31
December 2006, the Directors are not aware of any material uncertainties relating to events or
conditions which may cast significant doubt upon the Bank’s ability to continue as a going concern.
Accordingly, the Directors have prepared the financial statements of the Bank on a going-concern
basis.

The responsibilities of the external auditors with respect to financial reporting are set out in the Report
of the Auditors attached to the Bank’s 2006 Financial Statements.
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Internal Controls

System and Procedures
The Directors are responsible for internal control at the Bank and its subsidiaries and for reviewing its
effectiveness.

The Bank's internal control system comprises a well-established organisational structure and
comprehensive policies and standards. Areas of responsibilities for each business and operational unit
are clearly defined to ensure effective checks and balances.

Procedures have been designed for safeguarding assets against unauthorised use or disposition; for
maintaining proper accounting records; and for ensuring the reliability of financial information used
within the business or for publication. The procedures provide reasonable but not absolute assurance
against material errors, losses or fraud. Procedures have also been designed to ensure compliance
with applicable laws, rules and regulations.

Systems and procedures are in place in the Bank to identify, control and report on the major types of
risks the Bank faces. In particular, the Bank has developed comprehensive procedures (ranging from a
money laundering deterrence programme to health and safety rules) to manage reputational risks that
may arise as a consequence of its daily operations. The Bank’s general risk management control
procedures are also illustrated below:

Board
- to approve risk management policies and major risk control limits
- to oversee the monitoring and control of various types of risks

i

Executive Committee / Audit Committee / Asset and Liability
Management Committee / Credit Committee
- to review risk management reporting by business and functional

units

Business and functional units

- to assess individual types of risk arising under their areas of
responsibility

- to manage the risks in accordance with risk management
procedures

- to report on risk management

More detailed discussions on the policies and procedures for management of each of the major types
of risk the Bank faces, including credit, market, liquidity and operational risks, are included in the risk
management section of the “Financial Review” section under the Bank’'s 2006 Annual Report, and in
Note 61 to the Bank’s 2006 Financial Statements.

Annual Assessment

A review of the effectiveness of the Bank’s internal control system covering all controls, including
financial, operational and compliance and risk management controls, is conducted annually. The review
at the end of 2006 was conducted with reference to the COSO (The Committee of Sponsoring
Organisations) internal control framework, which assesses the Bank’s internal control system against
the five elements of control environment, risk assessment, control activities, communication and
monitoring. The result has been reported to the Audit Committee and the Board. Areas for improvement
have been identified and appropriate measures taken.

Internal Audit

Internal audit plays an important role in the Bank’s internal control framework. It monitors the
effectiveness of internal control procedures and compliance with policies and standards across all
business and operational units. All management letters from external auditors and reports from
regulatory authorities will be reviewed by the Audit Committee and all recommendations will be
implemented. Management is required to annually provide the internal audit function with written
confirmation that it has acted fully on all recommendations made by external auditors and regulatory
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authorities. The internal audit function also advises management on operational efficiency and other
risk management issues. The work of the internal audit function is focused on areas of greatest risk to
the Bank as determined by risk assessment. The head of internal audit of the Bank reports to the
Chairman and the Audit Committee.

External Auditors

The Bank's external auditor is KPMG. The Audit Committee is responsible for making
recommendations to the Board on the appointment, reappointment, removal and remuneration of the
external auditor. The external auditor’'s independence and objectivities are also reviewed and
monitored by the Audit Committee.

During 2006, fees paid to the Bank's external auditor for audit services totalled HK$11.2 million,
compared with HK$10.8 million in 2005. For non-audit services, the fees paid amounted to HK$2.9
million, compared with HK$7.3 million in 2005. The significant non-audit service assignments covered
by these fees include the following:

Nature of service Fees paid (HK$m)
Review of regulatory returns and interim review 1.9
Tax services 0.8
Other services 0.2

2.9

Audit Committee
The Audit Committee assists the Board in meeting its responsibilities for ensuring an effective system
of internal control and compliance, and in meeting its external financial reporting obligations.

The Audit Committee held five meetings in 2006. The work performed by the Committee during 2006
included:

- Reviewing the Directors’ Report and Full-year Accounts for the year ended 31 December 2005 and
the annual results announcement;

- Reviewing the Interim Accounts for the six months ended 30 June 2006 and the interim results
announcement;

- Reviewing the recently issued accounting standards, and the progress of implementation work
relating to the Sarbanes-Oxley Act and Basel Il;

- Developing and implementing a policy on the employment of former employees of the external
auditors;

- Reviewing the preliminary internal audit and compliance framework for the establishment of a
mainland China-incorporated foreign bank;

- Reviewing the internal audit plan for 2007;

- Reviewing essential matters or high-level reports relating to financial control, internal audit, credit
and compliance, and the system of internal control, and discussing these with management;

- Reviewing regular risk management reports and the business continuity planning for avian
influenza crisis; and

- Monitoring the staffing and resources of the Bank’s Internal Audit Department.

COMMUNICATION WITH SHAREHOLDERS

Effective Communication

The Bank attaches great importance to communications with shareholders and a number of means are

used to promote greater understanding and dialogue with investment audiences. The Bank holds group

meetings with analysts to announce its annual and interim results. The results announcements are also
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broadcast live via webcast. Apart from the above, designated senior executives maintain regular
dialogue with institutional investors and analysts to keep them abreast of the Bank’s development.
Including the two results announcements, a total of 77 meetings with 332 analysts and fund managers
from 258 companies were held in 2006. The Bank’s Chief Executive and Chief Financial Officer made
presentation at major investor forums held in Hong Kong and overseas. The Bank's website
www.hangseng.com contains an investor relations section which offers timely access to the Bank’s
press releases and other business information.

The Annual General Meeting provides a useful forum for shareholders to exchange views with the
Board. The Bank’s Chairman, Executive Directors, Chairman of the Audit Committee and
non-executive Directors are available at the Annual General Meeting to answer questions from
shareholders. Separate resolutions are proposed at general meetings for each substantial issue,
including the election of individual Directors. Procedures for voting by poll, which comply with the
Listing Rules and the Articles of Association of the Bank, are set out in the circular to shareholders
dispatched together with the Annual Report.

The Bank’s last Annual General Meeting of shareholders was held on Wednesday, 26 April 2006 at
3:30pm at the Penthouse of Hang Seng Bank Headquarters, 83 Des Voeux Road Central, Level 24,
Hong Kong. All the resolutions proposed at that meeting were approved by shareholders of the Bank by
poll voting. Details of the poll results are available under the investor relations section of the Bank’s
website www.hangseng.com.

The next Annual General Meeting of shareholders will be held on Wednesday, 2 May 2007.
Shareholders may refer to the “Corporate Information and Calendar” section under the Bank’'s 2006
Annual Report for a calendar of other important dates for shareholders in the financial year 2007.

OTHER INFORMATION

The Annual and Interim Reports contain comprehensive information on business strategies and
developments. Discussions and analyses of the Bank’s performance during 2006 and the material
factors underlying its results and financial position can be found in the Chairman’s Statement, the Chief
Executive’s Report and the Financial Review in the Bank’s 2006 Annual Report.

Material Related Party Transactions And Contracts Of Significance

The Bank’s material related party transactions are set out in Note 60 to the 2006 Financial Statements.
These transactions include those that the Bank has entered into with its immediate holding company
and fellow subsidiary companies in the ordinary course of its interbank activities, including the
acceptance and placement of interbank deposits, correspondent banking transactions, off-balance
sheet transactions, and the provision of other banking and financial services.

The Bank uses the IT services of, and shares an automated teller machine network with, The
Hongkong and Shanghai Banking Corporation Limited, its immediate holding company. The Bank also
shares IT and certain processing services with fellow subsidiaries on a cost recovery basis. For 2006,
the Bank’s share of the costs include HK$174 million for system development services, HK$24 million
for printing and stationery, HK$109 million for data processing, and HK$44 million for administrative
services.

The Bank maintains a staff retirement benefit scheme for which a fellow subsidiary company acts as
insurer and administrator. As part of its ordinary course of business with other financial institutions, the
Bank also markets Mandatory Provident Fund products and distributes retail investment funds for fellow
subsidiaries, with a fee income of HK$61 million and HK$77 million respectively in 2006. Hang Seng
Investment Management Limited, a wholly owned subsidiary of the Bank, manages in the ordinary
course of its business a fund administered by a fellow subsidiary, to whom management fee rebates
were made. The rebate for 2006 amounted to HK$59 million.
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The Bank also sells life insurance products issued by Hang Seng Life Limited, which is a 50%
subsidiary of the Bank (the remaining 50% is indirectly owned by the Bank’s controlling shareholder,
The Hongkong and Shanghai Banking Corporation Limited). Hang Seng Life Limited subscribes to
management services provided by a fellow subsidiary on a cost recovery basis and, for 2006, Hang
Seng Life Limited’s share of the costs amounted to HK$72 million. Hang Seng Life Limited also uses
the investment management services of HSBC Investments (Hong Kong) Limited, and fees paid in
2006 amounted to HK$30 million.

These transactions were entered into by the Bank in the ordinary and usual course of business on
normal commercial terms, and in relation to those which constitute connected transactions under the
Listing Rules, they also comply with applicable requirements under the Listing Rules. The Bank regards
its usage of the IT services of The Hongkong and Shanghai Banking Corporation Limited (amount of IT
services cost incurred for 2006: HK$399 million), and the sale of life insurance products issued by Hang
Seng Life Limited (amount of commission income for 2006: HK$697 million), as contracts of
significance for 2006.

Human Resources
The human resources policies of the Bank are designed to attract people of the highest calibre and to
motivate them to excel in their careers, as well as uphold the Bank’s culture of service quality.

Employee Statistics

As at 31 December 2006, the Bank’s total headcount was 8,498, reflecting an increase of 610, or 7.73
per cent, compared with a year earlier. The total comprised 864 executives, 3,085 staff officers and
4,549 clerical and non-clerical staff.

Employee Remuneration

Compensation packages take into account levels and composition of pay in the markets in which the
Bank operates. Salaries are reviewed annually in the context of individual and business performance,
market practice, internal relativities and competitive market pressures.

Under appropriate circumstances, performance-related variable pay is provided as an incentive for staff.
In 2006, incentive payments were made to staff members who had chosen to join the Bank’s 12-month
Pay Scheme with variable bonus under performance-based remuneration strategy.

Since 1999, the Bank has participated in the HSBC Holdings Savings-related Share Option Plan
(Sharesave), which enables staff members to make monthly savings for the purchase of HSBC Group
shares after a specified period. For Sharesave 2006, 2,666 staff members had subscribed to the plan.

Other incentive awards were also made. More than 1,300 staff were rewarded with HSBC Group
shares or cash in 2006 for outstanding performance or displaying good potential.

Employee Involvement

Communication with staff is a key aspect of the Bank’s policies. Information relating to employment
matters, the Bank’s business direction, and strategies and factors affecting the Bank’s performance are
conveyed to staff via different channels, including interchange sessions, focus group meetings, an
intranet site, in-house magazines, morning broadcasts and training programmes. Employees are
encouraged to contribute their ideas during work improvement programmes, cross-team projects and
suggestion schemes.

Staff Development

In order to fully develop staff members’ potential, the Bank offers a wide range of training programmes
that help them fulfil their personal career goals or professional training requirements, including those for
regulated businesses and activities, while equipping them to meet future challenges. Two training
programmes respectively won The Bronze Award and Certificate of Excellence in the 2006 Award for
Excellence in Training competition organized by Hong Kong Management Association. These
programmes were also awarded American Society for Training and Development (ASTD) Excellence in
Practice citations.
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New staff joining the Bank attend an induction programme that provides them with a better
understanding of the history, culture and values of the Bank. In 2006, the staff integration programme
was delivered to facilitate the integration of new executives to familiarise them with the culture and
strategies of the Bank. Continuous educational development is provided to staff through the Bank’s
Learning Resource Centre, multi-media programmes, an intranet site and videos. Staff members are
also encouraged to pursue professional or academic qualifications through the Bank’s Education and
Professional Qualification Award System.

An in-branch pre-placement training scheme, comprising self-learning material, learning guide, training
videos and online exercises as well as workplace coaching, was launched for new sales staff at
Mainland branches to equip them with the necessary skills upon joining the Bank.

To foster the Bank’s ‘can-do’ spirit and ‘listening and speaking up’ culture, a new series of ‘Driving the
Change’ programmes were launched. In support of the Bank’s Six Sigma initiatives, a seminar was
organised for certain officers and executives in 2006.

The average number of training days per staff member in 2006 was 6.5 days.

Recruitment and Retention

The employment market continued to be active in 2006. Various resourcing measures, including a
number of employer branding and staff retention initiatives, were implemented to attract and retain
high-quality staff.

The Bank in 2006 participated in the Financial Services Career Exhibition organised by the FinMan
Committee and the Hong Kong Polytechnic University and the Career Expos organised by the Hong
Kong Trade Development Council, the Hong Kong Federation of Youth Groups and the Labour
Department of the Hong Kong government.

As part of the Bank’s staff retention programme, packages and career paths for certain job positions
have been reviewed to increase career advancement opportunities and ensure market competitiveness.
Trainee programmes have also been developed for jobs in selected functional areas.

Code Of Conduct

To ensure the Bank operates according to the highest standards of ethical conduct and professional
competence, all staff are required to strictly follow the Code of Conduct contained in the Staff Handbook.
Following the relevant regulatory guidelines and other industry best practices, the Code sets out ethical
standards and values to which staff are required to adhere and covers various legal, regulatory and
ethical issues. These include topics such as prevention of bribery, dealing in securities, personal
benefits, outside employment and anti-discrimination policies.

The Bank uses various communication channels to periodically remind staff of the requirement to
adhere to the rules and ethical standards set out in the Code.

Health And Safety

The Bank recognises the need for effective management of health and safety in order to provide a safe
working environment. The Bank focuses on identifying health, safety and fire risks in advance, taking
any measures necessary to remove, reduce or control material risks of fires and of accidents or injuries
to employees and visitors.

Following the SARS outbreak in 2003, the Bank prepared a Communicable Diseases Plan. This sets
out the key issues to be addressed and the responses to be taken in the event of a similar occurrence
involving a serious communicable disease. To get the Bank prepared for the outbreak of avian
influenza, an Avian Influenza Contingency Manual was prepared jointly with various divisions with
reference to the SARS experience. Staff have been made aware through various channels of the
importance of personal hygiene and health, and informed of the contingency measures to adopt should
there be an outbreak.
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BUSINESS IN HONG KONG

In a competitive operating environment, Hang Seng differentiated itself through customer service
excellence, driven by a progressive and pragmatic approach to business as well as product and
service innovations.

Commercial Banking and wealth management business both achieved significant increases in income
as we stepped up efforts to refine our relationship management strategy and further personalise
financial solutions. The strong labour market supported good growth in consumer finance, particularly
personal loans and card receivables.

Our comprehensive brand strengthening programme helped us deepen existing customer
relationships and broaden our appeal in key market segments such as young people, affluent
individuals and small and medium-sized enterprises (SMES).

Customer deposits, including certificates of deposit and other debt securities in issue, grew by 12.8
per cent to HK$540.3 billion, largely reflecting increases in savings and structured deposits, which
rose by 18.2 per cent and 31.2 per cent respectively.

We further expanded and diversified our loan portfolio. This resulted in an HK$18.6 billion, or 7.1 per
cent, increase in gross advances to customers.

We continued with our property portfolio rationalisation strategy, realising HK$3.1 billion through the
sale of several properties.

To support business expansion, we hired more staff in key areas such as Commercial Banking,
wealth management and IT. We also continued to place strong emphasis on employee development
through various training, coaching and mentoring programmes and talent management initiatives. In a
buoyant employment market, we focused on staff retention through a combination of competitive
compensation packages, incentive schemes and career development programmes.

Personal Financial Services
Personal Financial Services recorded pre-tax profit of HK$7,730 million, representing 52.9 per cent of
total pre-tax profit.

Net interest income rose 4.7 per cent, benefiting from the improvement of spreads on best lending
rate-based loans and growth in customer advances.

Wealth management income grew by 22.7 per cent. The strong stock market and the introduction of
new investment products helped investment services income increase by HK$576 million to HK$2,519
million. Private Banking achieved a 51.1 per cent rise in total operating income to HK$731 million. Life
insurance income was up 17.5 per cent at HK$1,476 million.

Investment Services

We worked to capitalise on the positive investment climate by expanding our product range to meet
changing market demands and grow fee income. We used increased marketing and competitive
pricing strategies to acquire new customers and boost turnover. Investment services income rose by
29.6 per cent.

We grew our securities services customer base by 20.1 per cent through special promotions and
enhancing delivery channels for faster and easier completion of transactions. Securities services
income increased 63.3 per cent, with growth of 86.6 per cent in stockbroking turnover.

Record investment fund sales were achieved by offering a wide range of funds to suit different needs,
the timely provision of supporting services such as market and fund performance commentaries, and
taking action to strengthen our fund management business.

We received number one rankings from Morningstar Asia, S&P’s Fund Services and Lipper for the
2006 performance of five Hang Seng funds, with one-year returns in Hong Kong dollars ranging from
52.3 per cent for the Hang Seng Hong Kong Property Equity Fund to 161.1 per cent for the Hang
Seng China H-Share Index Leveraged 150 Fund.
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In January 2006, we launched the Hang Seng China Equity Fund to increase choice for retall
customers looking to benefit from the high growth potential of the mainland China market.

We continued to enjoy an excellent customer response to funds offered under our Qualified Foreign
Institutional Investor licence. We have applied to the Mainland authorities to increase our current
quota of US$100 million, which is now fully utilised.

Total fund sales grew by 40.6 per cent with a 7.8 per cent rise in the number of investment fund
accounts.

The introduction of more structured deposits and instruments, particularly those with shorter tenors
and callable features, helped structured products issue volume and income grow by 93 per cent and
48.1 per cent respectively.

Private Banking's 10" anniversary year proved a successful one. Assets under management grew by
39.6 per cent and investment services income rose by 83.5 per cent, driven by increases in the
number of relationship managers, cross-referrals and product offerings. Pre-tax profit was up 46.3 per
cent at HK$556 million.

Total funds under management, including discretionary and advisory, increased by 10.3 per cent to
HK$106.4 billion.

Insurance

Our life insurance income grew with the launch of products targeting expanding market segments.
The Monthly Income Retirement Plan helped strengthen our retirement planning portfolio and the
MediCash Lifetime Insurance Plan extended our retirement offerings to include health protection.

Operating income rose by 17.5 per cent to HK$1,476 million. The number of policies in force
increased 18.5 per cent.

Consumer Lending
Excluding the fall in Government Home Ownership Scheme mortgages, lending to individuals rose by
5.4 per cent. Personal loans rose significantly by 46.4 per cent and we gained market share.

Enhancements to ‘Mortgage-Link’ accounts as well as the expansion of our online mortgage services
enabled us to grow residential mortgage lending by 5.9 per cent.

New credit cards such as VISA Infinite, an invitation-only card for affluent customers, and increased
collaboration with merchants contributed to an 11.7 per cent increase in card spending. Card services
income grew by 22 per cent to HK$860 million.

The launch of alpha card, a debit card for 15 to 18 year olds, helped us capture new business among
young people.

Commercial Banking

A 22.2 per cent increase in customer advances, encouraging progress with corporate wealth
management services and closer relationships with commercial customers all contributed to a 21.5
per cent rise in Commercial Banking’s operating profit excluding loan impairment charges and other
credit risk provisions.

Net interest income increased by 28.3 per cent. Trade finance jumped 24 per cent, gaining market
share. Lending to the manufacturing industry and the wholesale and retail sector exceeded average
market growth, rising by 18.4 per cent and 14.3 per cent respectively.

We strengthened our position as the preferred bank for SMEs. We rolled out more services, including
a 24-hour manned hotline and the introduction of SME ambassadors at all branches. We became the
first bank in Hong Kong to offer Octopus merchant services to retailers.

The expansion of our network of Business Banking Centres brought us closer to customers,
facilitating our proactive approach to meeting their needs. With the addition of more marketing officers
during the year, new SME accounts acquired in the second half of 2006 outpaced the first half by 34.7
per cent.
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Refined customer group segmentation and deeper customer relationships generated greater cross-
selling opportunities. Increases in corporate wealth management and card acquiring business helped
net trading income and net fees and commissions grow by 11.9 per cent and 13.5 per cent
respectively.

In May, we won the ‘Best Banking Service Award’ at the SME’s Best Partner Awards organised by the
Hong Kong Chamber of Small and Medium Business.

We invested additional resources in our Macau branch, which moved to new premises in September
to accommodate its expansion. The broader service scope and product range saw encouraging
growth in loans and deposits.

Including a significant reduction in loan impairment allowances, Commercial Banking's pre-tax profit
increased 109.8 per cent to HK$2,262 million, contributing 16.4 per cent to total pre-tax profit.

Corporate Banking

With market liquidity and keen competition among lenders continuing to exert downward pressure on
corporate lending margins, Corporate Banking looked to asset yield. We took steps to further diversify
and extend our customer base and better identify cross-selling opportunities.

Strong growth in liability-side business, particularly deposits which increased by 32.5 per cent, helped
offset the drop in operating profit before loan impairment charges from lending to large corporates.
Efforts to further develop corporate treasury services in cooperation with Treasury led to rises in fees
and commissions and trading income.

Net operating income excluding loan impairment charges increased by 2.3 per cent. Benefiting from a
net release in loan impairment allowances, compared with a net charge in 2005, pre-tax profit grew by
9.9 per cent to HK$557 million, representing 3.8 per cent of total pre-tax profit.

Treasury
Rising funding costs and flattened yield curves continued to challenge our Treasury business in 2006,
particularly during the first half of the year. Net interest income was down 51.7 per cent.

To offset the decline in income from the balance sheet management portfolio, we continued to pursue
a strategy of income diversification, growing trading capabilities and developing new products for
personal and corporate customers. This led to a 66.1 per cent increase in trading income to HK$628
million.

We capitalised on rising demand for structured products, growing income from product development.
We also took steps to promote the increased use of our online treasury services through marketing
and pricing initiatives.

Pre-tax profit was down 2 per cent at HK$1,051 million, contributing 7.6 per cent to total pre-tax profit.

E-Banking
Technology is a central part of our commitment to offering customers a fast, safe and convenient
banking experience as well as enhancing cost and branch use efficiency.

In 2006, we redesigned our corporate website to reflect our new brand identity and make navigation
easier. We also extended the range of services available through both Personal and Business e-
Banking and used increased marketing and promotional offers to target new customers.

At year-end, we had more than 620,000 Personal e-Banking customers, a 21.2 per cent increase
compared with a year earlier. Our number of Business e-Banking customers increased by 32.1 per
cent to over 38,000, helping to support a 46.8 per cent rise in the number of business banking
transactions completed online.

In December 2006, 43.5 per cent of all personal banking transactions were completed online. Internet

transactions accounted for 75.1 per cent and 69.2 per cent respectively of IPO subscriptions and
securities trading, compared with 62 per cent and 63.4 per cent in December 2005.
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We introduced online settlement of credit card payments, credit card bill payments and cash dollar
redemption for customers using Business e-Banking. In January 2007, we launched a new residential
mortgage website, strengthening our position for online home financing solutions.

We introduced Internet service features that help customers identify their financial needs and drive
online sales. This proved particularly successful for insurance business, with 76.4 per cent of travel
insurance and 43.3 per cent of personal accident insurance sales completed online in December
2006, compared with 49.1 per cent and 8.1 per cent at the same time in 2005.

Income from online sales and transactions rose 101.3 per cent to HK$803 million.
As an environmentally responsible bank, we continue to look for ways of employing technology to
reduce our use of natural resources. More than 130,000 Personal e-Banking accounts now use our e-

Statement service, under which customers receive electronic rather than paper statements, saving
over 6 million sheets of paper per year.
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BUSINESS ON THE MAINLAND

Our mainland China business is central to our long-term growth. In 2006, we continued to strengthen
our strategic positioning by investing in new outlets and staff as well as marketing and brand building.
This produced encouraging results and sees us well placed to capitalise on the opportunities
generated by ongoing economic growth and financial sector liberalisation.

Pre-tax profit at our Mainland branches rose by 94.2 per cent to HK$134 million. Operating profit
excluding loan impairment charges and other credit risk provisions increased 211.9 per cent.

Pre-tax profit contribution from our strategic investment in Industrial Bank rose 39.5 per cent.

Overall, pre-tax profit from our Mainland business was HK$897 million, representing 6.1 per cent of
total pre-tax profit, up from 4.5 per cent in 2005.

Good progress with extending the product offerings and service reach of Personal Financial Services
and Commercial Banking underpinned a 50.9 per cent increase in customer advances to HK$15.9
billion and a 51.1 per cent rise in deposits.

Recruitment to support these achievements and prepare for planned business growth saw our
number of full-time equivalent staff reach 661, a 75.3 per cent increase over 2005.

Human resources and other investment for the future drove the 53.7 per cent rise in operating
expenses, with most expenditure occurring in the second half of the year. We are strongly committed
to the Mainland market and will continue to allocate sufficient resources to support long-term business
expansion.

We continued to work with Industrial Bank in areas such as customer referrals, accelerated remittance
services and staff secondment, and progressed with plans for additional cooperative business
initiatives.

Network Growth
We moved forward with our strategy to grow our presence in the Pearl River Delta and Yangtze River
Delta regions, which offer excellent prospects for our Personal Financial Services and Commercial
Banking businesses.

We now have six outlets in Shanghai following the addition of two new sub-branches in 2006. Our
Mainland personal banking business strategy emphasizes the affluent and mass affluent market
segments and this city offers good opportunities to grow our target customer base. With another
Shanghai sub-branch opening in the first half of 2007 and a Hangzhou branch later in the year, we will
continue to increase our coverage of this high-growth region, focusing on the provision of Prestige
Banking and wealth management services.

In September, our Shanghai branch was named a ‘China Top 10 Growing Financial Organisation’ by
the China International Finance Forum, the only foreign bank to receive such recognition.

In August, we opened a sub-branch in Guangzhou and in October we became the first foreign bank to
have a branch in Dongguan, the Mainland’s second largest export city. These developments have
strengthened our ability to provide banking solutions to businesses operating in both Hong Kong and
the Mainland. Leveraging our well-established small and medium-sized enterprise and middle market
enterprise customer base in Hong Kong, we will use this competitive advantage to grow our
Commercial Banking business.

We further extended our reach with the installation of new offsite ATMs in prominent locations in
Beijing, Shanghai and Guangzhou.

At the end of the year, our expansion plans stepped up a gear following the approval of our
application to begin preparations to set up a Mainland subsidiary bank, which will have its
headquarters in Shanghai. Once established, our subsidiary will open up new business opportunities
by enabling us to offer retail RMB services to Mainland individuals without restriction.
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We now operate 16 outlets on the Mainland: seven branches (in Beijing, Dongguan, Fuzhou,
Guangzhou, Nanjing, Shanghai and Shenzhen); eight sub-branches (two in Guangzhou, five in
Shanghai and one in Shenzhen); and a representative office in Xiamen.

Services Growth
The growth of our network in 2006 was complemented by an increase in the scope of our services.

In February, our Fuzhou branch extended its RMB services to local enterprises and foreign currency
services to both local enterprises and individuals. Later in the year, our Nanjing branch introduced
RMB services to foreign-invested enterprises, local enterprises and foreign individuals, and extended
foreign currency services to local enterprises and individuals.

We took steps to grow our wealth management business, including launching an Index-linked Capital
Protected Investment product on the Mainland for the first time.

In September, we obtained a licence under the Qualified Domestic Institutional Investors (QDII)
scheme, enabling us to offer overseas wealth management products to Mainland residents and
companies. Following the receipt of the QDII licence and approval of a US$300 million foreign
exchange conversion quota, we launched our first QDII product — the US dollar denominated
‘Currency Linked — Daily Range Accrual’ — through our Mainland branches and sub-branches in
December.

Year on year, our number of Prestige Banking customers grew by 130 per cent.
We further strengthened relationships with business customers by introducing factoring and RMB bills
acceptance services and launching Hang Seng HSBCnet, our comprehensive online commercial

banking solution.

Insurance agency services offered at our Shanghai and Shenzhen branches and sub-branches were
rolled out to our Fuzhou, Guangzhou and Beijing branches.

We provided customers with greater banking convenience by introducing Saturday banking at our

Shenzhen branch, Guangzhou branch and sub-branch, and four sub-branches in Shanghai. We also
began work on enhancing our online banking services on the Mainland.
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HANG SENG INDEXES

Compiled and published by HSI Services Ltd, a wholly-owned subsidiary of Hang Seng Bank, the
Hang Seng family of indexes can trace its roots to the development of the Hang Seng Index (HSI) in
the 1960s.

Initiated by the Hon Lee Quo-Wei, the Bank’s former Honorary Chairman, and launched to the public
in 1969, the HSI is now the barometer of the performance of the Hong Kong stock market and is
widely followed and quoted by investors and media around the world.

During the past four decades, the number of indexes compiled by HSI Services has grown to 60,
including 30 real-time price indexes and 30 total return indexes. This growth reflects investor demand
for separate benchmarks to assess the relative risk and return profiles of listed companies according
to industry, geographical area or market capitalisation. It also reflects the increasing size and depth of
the Hong Kong stock market, particularly as growing numbers of mainland China companies list their
shares in Hong Kong.

Index operations and development are guided by an advisory committee that includes specialists from
the Hong Kong government, universities and the legal and accounting professions as well as
investment consultants. The committee meets at least four times a year to discuss issues relating to
the indexes, such as constituent stock changes and new index development.

The Year In Review
In 2006, significant changes were made to the flagship HSI to ensure that it continues to reflect the
structure of the Hong Kong stock market and to serve as the best market benchmark.

Following an extensive round of market consultation, HSI Services decided in February that Mainland
companies with an H-share listing in Hong Kong would be eligible for inclusion in the HSI. The first H-
share company entered the HSI on 11 September 2006.

It was also decided to change the HSI compilation methodology to a freefloat-adjusted market
capitalisation weighted formula with a 15 per cent cap on individual stock weightings. The first phase
of the change was completed in September 2006. The second phase will be implemented on 9 March
2007 after market close and the third and final phase is scheduled for September 2007. The adoption
of the new methodology is designed to ensure that the HSI provides a good basis for the development
of various index-linked derivatives.

The number of HSI constituents will also be expanded gradually to a maximum of 50.

In September 2006, HSI Services modified its Hang Seng Industry Classification System, broadening
it to 11 industry and 28 sector categories to better address demand from investors for more detailed
sector classification. A major exercise to classify all stocks listed on Hong Kong’'s Main Board or
Growth Enterprise Market (GEM) under the Industry Classification System was completed in 2006.
This change will prove useful to investors and analysts tracking the performance of Hong Kong-listed
companies.

In November 2006, the Hang Seng China H-Financials Index was introduced to track the performance
of the growing number of Mainland financial services companies listing in Hong Kong. This new index
covers all financial stocks included in the Hang Seng China Enterprises Index (H-share Index). It
currently has eight constituents — five banks and three insurance companies.

The H-share Index was the first Mainland-focused index, launched in 1994 to measure the
performance of those Mainland companies listing their stocks in Hong Kong in the form of H-shares.
This was followed in 1997 by the Hang Seng China-Affiliated Corporations Index, often referred to as
the Red-chip Index, which tracks companies strategically owned by Mainland government authorities.

HSI Services now has 12 indexes in its index series tracking the growing Mainland segment of the
market, which accounts for about 45 per cent of the market capitalisation of the Hong Kong market.

Index Derivatives

In addition to serving as benchmarks of market performance, HSI Services' indexes continue to
facilitate the development of index-linked investments and derivatives. By the end of 2006, exchange-
traded funds (ETFs) licensed to passively track the Hang Seng Index and the H-share Index had
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assets under management of approximately HK$40 billion and HK$9 billion respectively. These ETFs
are listed on the Hong Kong and Singapore stock exchanges, Euronext Paris, Borsa Italiana in Milan
and Deutsche Borse in Frankfurt.

In 2006, futures and options on both the HSI and H-share Index traded on the Futures Exchange of
the Hong Kong Exchange and Clearing Company recorded significant increases in turnover. The
number of futures and options contracts traded on the HSI grew by 29 and 33 per cent to 13.1 million
and 4.1 million respectively compared with 2005. Those for the H-share Index showed even greater
increases, rising year-on-year by 147 per cent for futures and 195 per cent for options.

Both the HSI and H-share Index are widely used by investment banks and derivative issuers in Asia

and Europe as the underlying indexes for various index-linked instruments such as warrants,
structured products and many over-the-counter index-linked notes.
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Hang Seng Indexes: A Brief History

Year
1969 HSI launched
1985 HSI Sub-indexes launched
1986 HSI futures launched by Hong Kong
Futures Exchange
1987 First HSI-linked bond launched by Paribas
Investment (Asia)
1993 HSI options launched by Hong Kong
Futures Exchange
1994 Hang Seng China Enterprises Index
launched
1995 First HSI-linked fund launched by Hang
Seng Investment Management
1997 Hang Seng China-Affiliated
Corporations Index launched
1999 The Tracker Fund of Hong Kong, the first
HSI exchange-traded fund, debuts on the
Stock Exchange of Hong Kong
2000 Mini HSI futures launched by Hong Kong
Futures Exchange
2001 Hang Seng Composite Index Series
and Hang Seng Stock Classification
System launched
2002 Hang Seng Freefloat Index Series | Mini HSI options launched by Hong Kong
launched Futures Exchange
2003 Hang Seng Freefloat Prime Indexes | H-share index futures launched by Hong
launched Kong Futures Exchange and Hang Seng
H-shares Index exchange-traded fund
launched by Hang Seng Investment
Management
2004 Hang Seng Total Return Index Series | H-share index options launched by Hong
launched Kong Futures Exchange and HSI
exchange-traded fund launched by Hang
Seng Investment Management
2005 First overseas Hang Seng China
Enterprises Index exchange-traded fund
debuts on Euronext Paris
2006 Hang Seng China H-Financials Index

launched
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CORPORATE RESPONSIBILITY

We serve our community in the same way we serve our customers — from the heart.

As a good corporate citizen, Hang Seng understands that success and responsibility go hand in hand. We
are committed to improving the social and environmental well-being of the communities in which we
operate as well as promoting sustainable practices within our business.

In 2006, we were named Green Enterprise of the Year by the Federation of Hong Kong Industries for our
work to improve our environmental performance. The first local bank to attain ISO 14001 certification, we
have environmental management systems in place at our Central headquarters building and at Hang
Seng Tower in Kowloon Bay, covering a total area of 54,000 square metres.

Our corporate citizenship programmes have seen us recognised as a Caring Company by the Hong Kong
Council of Social Service every year since 2003.

In 2001, we became a constituent stock of the FTSE4Good Global Index, which tracks the performance of
companies that meet international standards of corporate responsibility.

In 2006 we published our first corporate social responsibility report online. This document also serves as
an important internal benchmark for measuring our social and environmental performance.

Caring for Our Communities
Hang Seng’s key corporate responsibility statistics for 2006 include:

making HK$21 million in donations and community sponsorships
contributing over 9,000 volunteer hours

planting 10,000 trees

saving 6.8 million sheets of paper

reducing emissions (CO,) by 1,100 tonnes

Community Action

Our community initiatives focus on education, the environment, social welfare, and arts and sports
development. Including the HK$21 million given in 2006, our financial support of charities and community
sponsorships in the past 10 years totals more than HK$180 million.

Charitable donations in 2006 include HK$1.5 million to The Community Chest of Hong Kong which works
with 139 local welfare agencies and HK$1 million to funds and trusts that provide welfare and educational
support for Hong Kong Police Force officers and their families.

In mainland China, we gave RMB500,000 to the Shanghai Charity Foundation to help with teaching deaf
children how to manage their disability and live life to the fullest. The donation is being used to upgrade
and improve teaching equipment, facilitate staff training and purchase hearing aids.

Our e-Donation service continued to make it easier for customers to support their chosen charities.
Donations made through this online channel in 2006 topped HK$1.1 million, bringing the total given since
its launch in December 2001 to more than HK$7 million.

As part of our emphasis on giving through service, we encourage individuals at all levels of our
organisation to help those in need.

Senior management act as mentors and share their business experience through various educational
programmes supported by the Bank.
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In 2006, our Staff Volunteer Team gave over 9,000 hours of their time to participate in a wide spectrum of
voluntary projects. Activities organised by the Bank included tree-planting in Ma On Shan Country Park,
mooncake making and hairdressing services for the elderly and a Christmas party for chronically ill
children. Staff often bring their family and friends to lend a hand with our community work, which helps
spread the volunteer spirit even wider.

Our employees are equally generous with their donations, raising about HK$400,000 for The Community
Chest by participating in the 2006 Dress Special Day.

Developing Tomorrow’s Leaders
Today’s young people are tomorrow’s leaders and youth development is a key focus of our corporate
responsibility work.

We have a long history of supporting educational activities. Over the past decade, we have allocated more
than HK$78 million to various scholarship schemes and development programmes.

Since 1995, our scholarships have helped over 960 outstanding students from Hong Kong and the
Mainland pursue educational excellence at tertiary institutions in Hong Kong and overseas.

In partnership with Junior Achievement Hong Kong, around 40 of our executives assisted secondary
students participating in the New Leaders Programme to explore ethical leadership and the development
of sound values.

Designed to enhance young people’s vigilance against crime, the ‘Hang Seng Bank — Help the Police
Fight Youth Crime Competition’, organised by Hong Kong Police and sponsored by Hang Seng, received
125,000 entries in 2006, the highest since the biennial competition’s launch in 1974.

Our support of the Ming Pao Student Reporter Programme and the Inter Post-Secondary College Debate
Competition run by RTHK and the Hong Kong Federation of Students has offered around 4,700 young
people the chance to improve their language skills, sharpen their powers of reasoning and learn more
about current affairs.

Helping Arts And Sports Thrive
The arts help enrich communities by providing creative channels for the expression, exchange and
experiencing of different cultural, social and personal ideas.

In 2007, we will continue our long-standing association with the Hong Kong Arts Festival through our
sponsorship of the Festival finale, Tango Buenos Aires.

The benefits of perseverance, teamwork and adopting an active lifestyle are just some of the positive
lessons provided by participating in sport.

Since 1991, we have given over HK$20 million to support the development of table tennis in Hong Kong.
In 2001, we co-founded the Hang Seng Table Tennis Academy which promotes the sport and helps
promising players and coaches to hone their talents. The Academy organised over 700 activities in 2006,
benefiting more than 24,000 participants.

A Better Environment For All

Our concern for the environment begins with our own operations and extends into our relationships with
customers, suppliers and the wider community. We continue to take actions to minimise the negative
impacts of our business, engage in activities that have a positive effect on the environment and promote
greater responsibility through our investment and financing policies.

Our Environmental Management Committee implements and monitors our environmental management
system, particularly compliance with ISO 14001 requirements.
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Launched in 2003, our ‘HANG SENG Go Green Staff Awareness Campaign’ encourages employees to
strive for continual improvement in environmental performance and helps raise awareness through
various staff communication channels. Our Chief Operating Officer is the bank’s Green Champion.

Initiatives taken in 2006 include upgrading our headquarters building management system and installing
energy-saving light bulbs in all Bank-owned public areas around the building. These two energy efficiency
programmes will reduce our annual electricity consumption by about 4 per cent, saving approximately
HK$550,000.

We continually monitor our use of resources and encourage the adoption of recycled or environmentally
responsible materials. We have an established system for paper, plastic and aluminum can recycling and
make efforts to find a new home for equipment and materials that we can no longer use. In 2006, we
donated over 2,300 pieces of serviceable IT hardware and related accessories to the Caritas - Hong Kong
Computer Recycle Project. We also recycled about 11,000 toner cartridges, a year-on-year increase of 32
per cent.

We work with environmental organisations and our suppliers on enhancing our efforts to help conserve
biodiversity. As part of these efforts, we do not serve shark’s fin, endangered reef fish species or black
moss at any Hang Seng function.

We are a member of the Carbon Disclosure Project, under which the world’s biggest institutional investors
come together to consider the business implications of climate change.

Social and environmental considerations form an important part of our lending and financing polices and
we incorporate environmental risk assessments into our credit decisions. We support the Equator
Principles, which are used to assess and manage environmental and social risks in project financing. We
also have guidelines for lending to companies in environmentally sensitive sectors such as the chemical
industry, forestry and freshwater infrastructure.

In January 2006, we launched a campaign to encourage customers and shareholders to reduce their
consumption of paper resources. We pledged to plant one tree for every shareholder who elected to
receive Hang Seng shareholder communication materials in electronic format and for every 10 Hang Seng
Personal e-Banking customers who switched from paper to electronic statements under our e-Statement
service, up to a total of 10,000 trees.

In April, around 150 staff members and their families helped plant some of the 10,000 trees at Ma On
Shan Country Park, bringing the total number of trees we have planted since 1999 to 50,000.

More than 130,000 Personal e-Banking accounts and 2,300 shareholders now receive materials
electronically, resulting in an annual saving of about 6.8 million sheets of paper.

When dealing with suppliers, we make use of e-procurement and e-auction systems that help cut down on
printed materials and lead times. New suppliers are required to go through an appraisal exercise that
covers issues such as environmental practices and health and safety.

Our tender and agreement documents require suppliers to establish an environmental policy and support
our environmental efforts by providing performance data on things such as resource use.

We continue to contribute to broader environmental programmes through sponsorship and support of

green groups such as WWF Hong Kong, Friends of the Earth, Green Power and The Conservancy
Association.
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Environmental Performance

2006 2005 | 2004 |2006 vs 2005 |2006 vs 2004
Greenhouse gas emissions per person 3.30 3.61 3.62 -8.6% -8.8%
(tonnes CO,/FTE)
Greenhouse gas emissions per m” 0.20 0.21 0.21 -4.8% -4.8%
(tonnes CO,/ m?)
Greenhouse gas emissions 25.3 26.4 26.2 -4.2% -3.4%
(kilotonnes CO,)
Electricity consumption 34.1 33.3 32.9 +2.4% +3.6%
(GWh)
Gas consumption 0.82 0.86 0.86 -4.7% -4.7%
(GWh)
Water consumption 70.4 91.1 100.6 -22.7% -30.0%
(000 m®)
Paper / cardboard waste recycled 794.1 828.5 | 798.7 -4.2% -0.6%
(tonnes)
IT / electrical waste reused 41.7 38.8 37.0 +7.5% +12.7%
(tonnes)
General office waste 591.0 532.7 | 941.9 +10.9% -37.3%

(tonnes)

Data coverage: Hang Seng Bank's Hong Kong

operations

Remarks:

CO,: carbon dioxide
FTE : full-time equivalent
GWh : gigawatt-hours
m? : square metres

m® : cubic metres
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FINANCIAL REVIEW

FINANCIAL PERFORMANCE
Income Statement

Summary of financial performance

Figures in HK$m 2006 2005
Total operating income 26,158 23,246
Total operating expenses 5,241 4,546
Operating profit after loan impairment charges

and other credit risk provisions 12,576 11,068
Profit before tax 14,395 13,358
Profit attributable to shareholders 12,038 11,342
Earnings per share (in HK$) 6.30 5.93

Hang Seng Bank Limited (“the Bank”) and its subsidiaries and associates (“the Group”) reported an
audited profit attributable to shareholders of HK$12,038 million for 2006, a rise of 6.1 per cent over
2005. Earnings per share were HK$6.30, up 6.2 per cent from 2005.

Operating profit after loan impairment charges and other credit risk provisions rose 13.6 per
cent to HK$12,576 million.

This reflected encouraging growth in total operating income and a substantial reduction in loan
impairment charges, benefiting from sustained economic growth, a buoyant stock market and good
investment sentiment supported by ample liquidity and a benign credit environment.

OPERATING PROFIT ANALYSIS NET OPERATING INCOME
(Before loan impairment charges and other

credit risk provisions)
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0O 2005 OPERATING PROFIT 11,068 === NET OPERATING INCOME
CHANGES DUETO - [ NON INTEREST INCOME
B  NET INTEREST INCOME 898
B NET FEE INCOME a1 EEEE NET INTEREST INCOME
O TRADING INCOME 445
B OTHER OPERATING INCOME (35)
H OPERATING EXPENSES (695)
O LOAN IMPAIRMENT CHARGES AND OTHER
CREDIT RISK PROVISIONS 354
E 2006 OPERATING PROFIT 12,576
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Net interest income rose by HK$898 million, or 8.3 per cent, to HK$11,694 million with an
increase of 10.6 per cent in average interest-earning assets.

2006 2005
Figures in HK$m restated
Net interest income/(expense) arising from:
- financial assets and liabilities that are not at fair value
through profit and loss 13,689 11,068
- trading assets and liabilities (2,039) (306)
- financial instruments designated at fair value 44 34
11,694 10,796
Average interest-earning assets 578,588 522,922
Net interest spread 1.66% 1.85%
Net interest margin 2.02% 2.06%

With effect from 2006 (and as restated for 2005), interest income and interest expense for all interest-
bearing financial instruments are reported in “Interest income” and “Interest expense” respectively in the
income statement. The change from the HSBC Group presentation described in page 3 has been made
principally to match the interest expense arising from trading liabilities with the interest income from non-
trading assets. This facilitates the comparison of Hang Seng's net interest income and net interest
margin with peer banks in Hong Kong.

Average customer advances rose 4.5 per cent, driven by encouraging growth in higher yielding card
advances, personal loans, trade finance and Mainland loans. BLR-based lending - mainly residential
mortgages and certain trade finance, overdraft and SME loans - benefited from a wider BLR/HIBOR gap.
The pricing of residential mortgages and corporate lending, however, was still under pressure due to
intense market competition. Overall, the total loan portfolio contributed HK$419 million to the growth in
net interest income.

Benefiting from the rise in both interest rate and funds balance, net free funds added HK$867 million to
net interest income. Of this, HK$302 million was attributable to non-interest-bearing HK dollar current
accounts. Net shareholders’ funds increased due to the growth in retained profits and the proceeds from
the disposal of properties, contributing HK$565 million.

The debt securities portfolio of life insurance fund investments grew by 50.9 per cent, adding HK$264
million to net interest income.

Average customer deposits rose by 11.3 per cent, mainly reflecting increases in time and structured
deposits. However, the favourable impact of the growth in deposits was more than offset by the
narrower deposit spread on HK dollar savings and the change in average deposit mix from savings and
current account deposits to time and structured deposits. Net interest income from deposit products fell
by HK$138 million. For structured deposits, the Bank earns a spread on the derivatives embedded in the
structured deposits, which was reported as trading income. Thus, there was no deposit spread on
structured deposits reported under net interest income.

Yields in treasury balance sheet management portfolios were further compressed by the rise in funding
costs and flattened yield curves, and this resulted in a fall of HK$514 million in net interest income.

Net interest margin fell by four basis points to 2.02 per cent. Net interest spread fell 19 basis points to
1.66 per cent, due mainly to the treasury balance sheet management portfolios and deposit spreads on
HK dollar savings and structured deposits as mentioned above, outweighing the impact of loan growth
and margin enhancement. The fall in net spread was largely offset by the contribution from net free
funds which rose 15 basis points to 0.36 per cent.
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The HSBC Group reports interest income and interest expense arising from financial assets and
financial liabilities held for trading as “Net trading income” and arising from financial instruments
designated at fair value through profit and loss as “Net income from financial instruments designated
at fair value” (other than for debt securities in issue and subordinated liabilities, together with
derivatives managed in conjunction with them).

The table below presents the net interest income of Hang Seng, as included within the HSBC Group
accounts:

Figures in HK$m 2006 2005
Net interest income 13,639 11,046
Average interest-earning assets 564,027 505,221
Net interest spread 1.83% 1.94%
Net interest margin 2.42% 219%

Net fee income rose by HK$541 million, or 18.3 per cent, compared with 2005.

Income from stockbroking and related services rose 63.3 per cent, driven by an 86.6 per cent growth in
turnover with a 20.1 per cent growth in customer base. Benefiting from the favourable investment
environment, income from private banking investment services rose 93.1 per cent. Card services
income rose by 22.0 per cent, supported by a rise of 10.5 per cent in the number of cards in issue and
an 11.7 per cent increase in cardholder spending. Deposit services and payment and cash management
business also showed good progress, reporting growth in account services fees and remittances of 21.8
per cent and 14.2 per cent respectively.

Trading income reached HK$1,330 million, a rise of HK$445 million, or 50.3 per cent, over 2005.

Foreign exchange income increased by HK$393 million, or 50.1 per cent, attributable to active position
taking and increased customer activity. The increase in spreads earned on foreign exchange option-
linked products offered to retail and corporate customers also contributed to foreign exchange income
growth. Securities, derivatives and other trading rose by HK$52 million, attributable to the improvement
in trading results and the growth in trading volume and profit earned on equity-linked products provided
to customers.

With effect from 2006 reporting, interest income and expense from trading assets and liabilities are
reported under “Net interest income”.

Financial instruments designated at fair value reported a net income of HK$899 million,
compared with a net expense of HK$32 million in 2005.

This was mainly investment returns from the life insurance fund portfolios, which form part of the
“Income from life insurance business” analysed below.

With effect from 2006 reporting, interest income and expense from financial instruments designated at
fair value are reported under “Net interest income”.
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Analysis of income from wealth management business

Figures in HK$m 2006 2005
Investment income:

- retail investment products and

funds under management 891 916
- structured investment products in issue 419 283
- private banking? 345 188
- stockbroking and related services 805 493
- margin trading 59 63

2,519 1,943
Insurance income:
- life insurance 1,476 1,256
- general insurance and others 286 289
1,762 1,545
Total 4,281 3,488

* Income from private banking includes income reported under net fee income on the investment services and profit
generated from selling of structured investment products in issue, reported under trading income.

Wealth management income gained strong growth momentum in 2006, reporting a rise of 22.7 per cent
over 2005.

Investment services income rose by 29.6 per cent, benefiting from the buoyant stock market and
positive investment sentiment. Our efficient and convenient e-banking and phone trading channels
played key roles in the expansion of our securities broking business, which grew its customer base and
market share. With the success of campaigns to acquire new accounts and promote active trading as
well as offers such as special packages for IPO subscriptions, stockbroking turnover rose 86.6 per cent
and income increased by 63.3 percent. Private banking continued to expand its customer base and
product range. Assets under management rose 39.6 per cent and private banking income grew 83.5 per
cent. Retail investment products achieved record sales of HK$27.5 billion, a rise of 40.6 per cent over
2005, supported by a broad range of fund offerings from high-growth China and emerging market equity
funds to capital-guaranteed and fixed-income funds. Equity, foreign exchange and other market-linked
investment and deposit products also reached record highs in terms of issue volume and income earned,
which were up by 68.6 per cent and 48.1 per cent respectively.

Life insurance recorded satisfactory income growth of 17.5 per cent to reach HK$1,476 million (as
analysed in the table below). During the year, we continued to launch new products catering for
customers’ investment and protection needs. The Monthly Income Retirement Plan was successful in
capturing a section of the lucrative retirement plan market and the MediCash Lifetime Insurance Plan,
which targets mid-market pre-retirees, was also well received.

Figures in HK$m 2006 2005
Net interest income and fee income 665 411
Investment return on life insurance funds 910 (25)
Net earned insurance premiums 7,534 7,483
Net insurance claims incurred and

movement in policyholders’ liabilities (7,996) (6,929)
Movement in present value of in-force long-term

insurance business 363 316

1,476 1,256

Income from general insurance and others maintained at the same level as 2005.

40



Operating expenses rose by HK$695 million, or 15.3 per cent, compared with 2005.

OPERATING EXPENSES FOR 2006 OPERATING EXPENSES FOR 2005

IN PERCENTAGE IN PERCENTAGE

20.9

@ EMPLOY EE COMPENSATION AND BENEFITS
0O OTHER OPERATING EXPENSES

@ PREMISES AND EQUIPMENT

0O DEPRECIATION AND AMORTISATION

50.1

Employee compensation and benefits increased by 18.1 per cent, due to the annual salary increment,
the increase in number of staff, and performance-based incentives and bonuses. General and
administrative expenses were up 12.0 per cent. Rental expenses increased due to increases in rents
for branches in Hong Kong and new branches on the Mainland. Other premises and equipment
expenses increased by 10.4 per cent, attributable to IT systems development and enhancement for
business expansion and regulatory related projects. The rise in marketing expenditure was
attributable mainly to the launch of the Bank's new brand image and increased promotion of
investment and insurance products and credit cards. Depreciation charges rose by 15.4 per cent as a
result of the increase in fair value of business premises. The Bank’'s Mainland operations, which
expanded its network from 12 to 15 outlets and increased its number of staff from 377 to 661 during
2006, also accounted for the Bank’s increase in operating expenses.

Staff numbers® by region

2006 2005
Hong Kong 7,748 7,425
Mainland 661 377
Others 55 43
Total 8,464 7,845

* Full-time equivalent

The number of full-time equivalent staff increased by 619 compared with the previous year-end. New
staff in Hong Kong were hired to further expand private banking’'s financial advisory team and
Commercial Banking’s relationship management and corporate wealth management teams as well as
to support IT systems development and enhancement. The number of staff at Mainland branches rose
by 75.3 per cent, mainly to support the network expansion, building up sales and marketing force for
personal banking business, and strengthening of the corporate and commercial relationship
management and trade services teams.

The cost efficiency ratio for 2006 was 29.0 per cent, compared with 28.0 per cent in 2005.
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Loan impairment charges and other credit risk provisions decreased by HK$354 million, or
57.3 per cent, to HK$264 million.

Figures in HK$m 2006 2005

Loan impairment (charges)/releases:

- individually assessed (107) (309)

- collectively assessed (145) (309)
(252) (618)

of which:

- new and additional (423) (1,070)

- releases 106 351

- recoveries 65 101
(252) (618)

Other provision (12) —

Loan impairment charges and other

credit risk provisions (264) (618)

Under the benign credit environment, there was a decrease of HK$202 million in individually assessed
provisions, mainly due to a substantial reduction in new and additional charges for commercial
banking customers. Releases from commercial banking accounts increased but those from mortgages
and personal lending were substantially lower. Of the collectively assessed charges, HK$139 million
was made on card and personal loan portfolios, a rise of 13.9 per cent over last year. A charge of
HK$6 million was made on advances not identified individually as impaired, compared with a charge
of HK$187 million made in 2005. The reduction in historical loss rates used at the end of 2006 for
calculation of this type of collectively assessed impairment provisions reflects the continued
improvement in credit conditions in recent years.

Total loan impairment allowances as a percentage of gross advances to customers were as follows:

2006 2005
% %

Loan impairment allowances:
- individually assessed 0.15 0.20
- collectively assessed 0.18 0.19
Total loan impairment allowances 0.33 0.39

Total loan impairment allowances as a percentage of gross advances to customers was 0.33 per cent
at 31 December 2006, compared with 0.39 per cent at the previous year-end. Individually assessed
allowances as a percentage of gross advances fell by 0.05 percentage points to 0.15 per cent,
reflecting recoveries from doubtful accounts and writing off of irrecoverable balances against
impairment allowances. The percentage of collectively assessed allowances was slightly lowered to
0.18 per cent from 0.19 per cent at the previous year-end.
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NET CHARGES / (RELEASES) FOR LOAN IMPAIRMENT ALLOWANCES

LOAN IMPAIRMENT ALLOWANCES AS A PERCENTAGE OF GROSS
ADVANCES TO CUSTOMERS
HK$m IN PERCENTAGE
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= TOTAL

# For 2002 to 2004, individually assessed allowances merely include the specific provision assessed on individual basis.
* For 2002 to 2004, collectively assessed allowances include the specific provision assessed on portfolio basis plus general
provision.

Attributable profit

Profit before tax was up 7.8 per cent to HK$14,395 million after taking into account profit on disposal
of fixed assets and financial investments, net surplus on property revaluation and share of profits from
associates. Attributable profit after taxation and minority interests increased by 6.1 per cent
compared with 2005, to reach a record HK$12,038 million.

Profit on disposal of fixed assets and financial investments amounted to HK$843 million, an
increase of 76.7 per cent over 2005.

Profit on disposal of fixed assets, mainly properties, rose by HK$486 million to HK$505 million. During
the year, the Group sold properties for a total value of HK$3.1 billion, including the property at 77 Des
Voeux Road Central, to rationalise the Bank’s property portfolio and enhance shareholders’ return.
Profit on the disposal of equity investments fell to HK$338 million.
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Net surplus on property revaluation fell by 75.6 per cent to HK$321 million.

Figures in HK$m 2006 2005

Net surplus on property revaluation:

- bank premises 17 153

- investment properties 304 1,160
321 1,313

On 30 September 2006, the Group’s premises and investment properties were revalued by DTZ
Debenham Tie Leung Limited who confirmed that there had been no material change in valuation at
31 December 2006. The valuation was carried out by qualified persons who are members of the Hong
Kong Institute of Surveyors. The basis of the valuation of premises was open market value for existing
use and the basis of valuation for investment properties was open market value. The revaluation surplus
for Group premises amounted to HK$646 million of which HK$17 million was a reversal of revaluation
deficits previously charged to the income statement. The balance of HK$629 million was credited to the
premises revaluation reserve. Revaluation gains on investment properties of HK$304 million were
recognised through the income statement. The related deferred tax provisions for Group premises and
investment properties were HK$113 million and HK$53 million respectively.

Share of profits from associates rose by HK$155 million, or 31.0 per cent, mainly contributed by the
mainland China’s associate, Industrial Bank Co., Ltd.

Customer Group Performance

Personal Financial Services (“PFS") reported a growth of 5.4 per cent in operating profit excluding
loan impairment charges to HK$7,840 million. Profit before tax was up by 0.6 per cent to HK$7,730
million. There was a net charge of HK$165 million in loan impairment provisions compared with a
substantial net release of HK$232 million in 2005 (mainly from mortgages and personal loans). New
and additional loan impairment charges were stable as the credit quality of the PFS loan portfolio
remained benign.

Net interest income rose 4.7 per cent, driven by the growth in customer advances and improvement in
spreads on BLR-based lending. The positive impact of encouraging growth of 13.6 per cent in
customer deposits was, however, offset by the narrowing of deposit spreads on HK dollar savings and
structured deposits.

The PFS loan portfolio grew 5.4 per cent, or HK$7,115 million, notwithstanding the fall in Government
Home Ownership Scheme mortgages and the disposal of a part of the taxi loan portfolio to balance
the overall loan portfolio structure. (Excluding such factors, PFS achieved a growth of 10.7 per cent in
customer advances.) Residential mortgages, PFS’s core loan product, reported encouraging growth
of 5.9 per cent and gained market share amid intense market competition. Marketing efforts proved
successful in improving credit card spending as well as consumer borrowing such that personal loans
and card advances rose 46.4 per cent and 22.1 per cent respectively. Advances for investment and
IPO subscriptions, mainly to Private Banking and Prestige Banking customers, also reported
significant growth. Non-interest income reported encouraging growth of 14.2 per cent with wealth
management income rising 22.7 per cent.

High levels of stock market and IPO activities, underpinned by ample liquidity and bullish investment
sentiment, helped investment services achieve impressive growth:

e Our stockbroking business out-performed the market with the growth of 86.6 per cent in turnover.
Together with a 20.0 per cent increase in customer base, our securities services income rose
63.3 per cent. This reflected the popularity of our efficient e-banking and phone trading channels,
the competitive pricing of broker commissions, IPO subscription package offers and successful
promotion campaigns.
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e Our endeavours to maintain a broad range of quality funds from high-growth China and emerging
markets equity funds to more conservative capital-guaranteed and fixed income bond funds
resulted in much success and recognition. Retail investment fund sales reached a record
HK$27.5 billion, representing a 40.6 per cent increase over 2005. Three funds managed by Hang
Seng Investment Management Limited were named top-performing funds at the Lipper Fund
Awards Hong Kong 2007.

To capture the vast growth potential of the China equity market, Hang Seng continued to be
active in launching and promoting China funds. The Bank’s flagship China funds, the Hang Seng
China H-Share Index Leveraged 150 Fund and Hang Seng China Equity Fund reported returns of
161.1 per cent and 107.6 per cent respectively in 2006.

e Structured deposits and instruments continued to grow with the launch of more sophisticated
structures linked to equities, indices, foreign exchange and bullion. Spreads earned on structured
products rose by 48.1 per cent.

Private banking maintained its growth momentum and delivered an outstanding result by continuing to
focus on providing tailor-made financial planning services. Total operating income rose 51.1 per cent
to HK$731 million and profit before tax rose by 46.3 per cent to HK$556 million.

Hang Seng’s life insurance business maintained its leading market position for new annualised
premiums business with the launch of new annuities and medical insurance products tailored for the
needs of pre-retirees and retirees. As a result, life insurance reported a rise of 17.5 per cent in
operating income, driven by growth of 18.5 per cent in the number of policies in force.

Card spending grew 11.7 per cent, boosted by promotions in joint effort with merchants and the
continued improvement in consumer sentiment. Card services income rose by 22.0 per cent. The
number of cards in force increased by 10.5 per cent to 1.4 million. New cards launched during 2006
include the alpha card, a debit card to tap the youth market, and VISA Infinite, which targets top-tier
affluent customers.

Commercial Banking (“CMB") achieved an encouraging increase of 21.5 per cent in operating profit
excluding loan impairment charges, driven by strong growth in customer advances and corporate
wealth management business. Taking into account the reduction in loan impairment provisions, profit
before tax rose 109.8 per cent.

Net interest income reported strong growth of 28.3 per cent. Customer advances rose 22.2 per cent,
highlighting significant growth in trade finance and factoring loans with good gains in market share,
and advances to the property, manufacturing, and wholesale and retail sectors. The opening of a
branch in Dongguan, together with the existing branches in Guangzhou, Shenzhen and Macau,
further strengthened the Bank’'s competitive edge in providing seamless, one-stop commercial
banking services to Hong Kong customers within the Pearl River Delta region.

The Bank further enhanced its position as the preferred SME bank through various initiatives, such as
the SME “testimonial” TV commercial (part of the Bank's brand revitalisation campaign), the launch of
the Business Partner Direct 24-hour manned telephone service hotline and the extended opening
hours of MTR branches. New SME accounts acquired in the second half of 2006 outpaced the first
half by 34.7 per cent, as a result of intensified marketing.

The heightened focus upon CMB under the Bank's Roadmap for Growth has resulted in growth of
13.5 per cent in net fees and commissions and 11.9 per cent in trading income.

The Bank has continued to launch customer-centric propositions for specific industries. The Bank is
the only financial institution to have introduced Octopus Merchant services for retailers, which
complement other retailer solutions such as credit card merchant services, renminbi deposits, retailer
insurance protection and bulk cash deposit services. Net fee income from card acquiring business
achieved strong growth of 45.1 per cent in 2006.
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CMB identified great opportunities in developing corporate wealth management services. A dedicated
wealth management team was established in early 2006 to better serve the investment, treasury and
risk management needs of commercial customers. Furthermore, keyperson insurance was launched
in early 2006. With these initiatives, corporate wealth management grew strongly and accounted for
22.5 per cent of CMB's non-interest income. An increasing trend in corporate wealth management is
expected to further dilute the reliance on trade fee income.

The pace of online business banking has accelerated. At 31 December 2006, over 38,000 customers
had registered for business e-banking services, an increase of 32.1 per cent from the end of 2005.
The number of online business banking transactions also grew by 46.8 per cent.

Corporate Banking’s (“CIB”) net operating income increased by 11.8 per cent. Strong liquidity in the
banking system continued to squeeze corporate loan margins, and CIB stayed focused on asset yield
rather than loan growth. Customer deposits registered a healthy growth of 32.5 per cent. CIB also
stepped up its efforts in collaboration with Treasury in providing corporate treasury services and
structured products to grow non-fund income. Operating profit before impairment charges was down
by 2.0 per cent. The strong growth of targeted business segments from diversification of customer
base in Hong Kong and the Mainland largely compensated for the fall in lending to large corporates.
Profit before tax increased by 9.9 per cent, benefiting from a release in collectively assessed
impairment allowances.

Treasury’s (“TRY”) operating profit was down by 25.0 per cent at HK$887 million. Profit before tax,
however, was down only 2.0 per cent, due to the absence of losses on the disposal of investment
securities (a loss of HK$217 million was recorded in 2005). TRY continued to pursue its strategy of
enhancing trading capability and providing more sophisticated products for corporate and individual
customers. This led to a substantial 66.1 per cent increase in trading income, which reached HK$628
million. The balance sheet management portfolio, however, continued to face the challenge of the rise
in funding costs, particularly for the US dollar portfolio, as well as flattened yield curves. Net interest
income fell by 51.7 per cent. The position, however, has been improving since the second half of the
year with the halt in US dollar interest rate hikes and subdued HK dollar interest rates due to ample
market liquidity.

Mainland Business

The Bank expanded its network to 15 outlets in 2006 by upgrading its representative office in
Dongguan to a branch and opening three new sub-branches in Shanghai and Guangzhou. This is in
pursuance of its strategy to focus on the Yangtze River Delta and Pearl River Delta regions and to
develop its Prestige Banking customer base through its sub-branch network in major cities. Strong
growth was recorded in customer advances, which rose 50.9 per cent to HK$15.9 billion. Customer
deposits also rose significantly by 51.1 per cent. Profit before tax rose 94.2 per cent to HK$134 million,
with growth of 94.5 per cent in net operating income.

By customer group, Mainland PFS focused on the Prestige Banking segment, benefiting from Hang
Seng’s established strengths, including excellent customer service, strong wealth management
capabilities and experience in mortgage business. CMB and CIB teams collaborated closely with their
Hong Kong counterparts to serve customers’ business needs on the Mainland and in Hong Kong, and
to cultivate new relationships to expand the Bank’s Mainland corporate customer base. TRY
continued to manage the funding positions of the branches and develop structured investment
products to meet customers’ needs.

Including the Group’s share of profit from Industrial Bank Co., Ltd., Mainland business contributed 6.1
per cent of total profit before tax, compared with 4.5 per cent in 2005.
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Mainland business financial highlights

Figures in HK$m 2006 2005
Profit before tax of Mainland branches 134 69
Share of profit from Mainland associate on pre-tax basis 763 547
Profit before tax of Mainland business 897 616
Share of Group’s profit before tax® 6.1% 4.5%

* Share of profit from associate is adjusted to pre-tax basis for the purpose of calculating the share of Group’s
profit before tax.

Economic Profit

Economic profit is calculated from post-tax profit, adjusted for any surplus/deficit arising from property
revaluation and depreciation attributable to the revaluation surplus, and takes into account the cost of
capital invested by the Bank’s shareholders.

For the year 2006, economic profit was HK$7,343 million, an increase of HK$1,259 million, or 20.7
per cent, compared with 2005. Post-tax profit, adjusted for the property revaluation surplus net of
deferred tax and depreciation attributable to the revaluation, rose by HK$1,537 million. Cost of capital
rose by HK$278 million, in line with the growth in invested capital with the accumulation of retained
profits.

2006 2005
HK$m % HK$m %
Average invested capital 38,962 36,000
Return on invested capital® 11,840 30.4 10,303 28.6
Cost of capital (4,497) (11.5) (4,219) (11.7)
Economic profit 7,343 18.9 6,084 16.9

*Return on invested capital is based on post-tax profit excluding any surplus/deficit arising from property
revaluation and depreciation attributable to the revaluation surplus.
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Balance Sheet

Total assets rose by HK$88.2 billion, or 15.2 per cent, to HK$669.1 billion. Customer advances rose by
7.2 per cent with encouraging growth in card and personal loans, trade finance, CMB lending and
Mainland lending. Residential mortgages grew satisfactorily in an intensely competitive market.
Interbank placing and money market instruments also increased driven by the 12.8 per cent growth in
customer deposits. At 31 December 2006, the advances-to-deposits ratio was 51.7 per cent, compared
with 54.4 per cent at the end of 2005.

ADVANCES TO CUSTOMERS
AND CUSTOMER DEPOSITS
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Assets deployment

Figures in HK$m 2006 % 2005 %
Cash and balances with banks 9,390 1.4 9,201 1.6
Placings with and advances to banks 99,705 14.9 69,286 11.9
Trading assets 12,467 1.9 12,600 2.2
Financial assets designated at fair value 8,280 1.2 6,027 1.0
Advances to customers 279,353 41.8 260,680 44.9
Financial investments 227,710 34.0 189,904 32.7
Other assets 32,159 4.8 33,122 5.7
Total assets 669,064 100.0 580,820 100.0

ASSETS DEPLOYMENT FOR 2006 ASSETS DEPLOYMENT FOR 2005

IN PERCENTAGE IN PERCENTAGE
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Advances to customers
Advances to customers rose by 7.2 per cent compared with the end of 2005.

Lending to the property development sector rose 9.8 per cent, reflecting the increase in financing of
development projects by CIB and CMB. The 4.6 per cent rise in property investment was largely
residential mortgages to property holding vehicles controlled by individuals. Lending to investment
companies grouped under the financial concerns sector rose significantly, driven by the active
investment market. The encouraging growth of the CMB loan portfolio was reflected in rises of 14.3
per cent and 18.4 per cent in lending to the wholesale and retail trade and manufacturing sector
respectively. Lending to the transport and transport equipment sector recorded a fall of 6.5 per cent,
attributable to the disposal of a part of the taxi portfolio to balance the overall loan portfolio structure.
Excluding such effect, lending to this sector rose 5.5 per cent.

Trade finance recorded strong growth of 24.0 per cent and gained substantial market share in 2006,
reflecting CMB’s achievement in strengthening customer relationships and enhancing trade finance
service efficiency.

Lending to individuals recorded a rise of 2.1 per cent. Excluding the fall in Government Home
Ownership Scheme mortgages, lending to individuals grew by 5.4 per cent. Residential mortgages to
individuals rose by 2.8 per cent and the Bank gained market share amid intense market competition.
Including mortgages held in the name of investment holding vehicles which were grouped under the
property investment sector as mentioned above, the growth rate reached 5.2 per cent.

With the improved economic environment and positive consumer sentiment, personal loans and card

advances rose 46.4 per cent and 22.1 per cent respectively. PFS further expanded its consumer
finance business by stepping up marketing initiatives and improving process efficiency.
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Loans for use outside Hong Kong increased by HK$6,316 million, or 39.8 per cent, over the previous
year-end. This was due largely to the 50.9 per cent expansion of lending by Mainland branches, which
had reached HK$15,851 million at 31 December 2006. Strong growth was recorded in corporate
lending, driven by renminbi loans which can be priced at a higher margin. Trade finance rose
significantly, reflecting good collaboration between the Hong Kong and Mainland trade services teams.
Mainland branches continued to grow residential mortgage business, leveraging the Bank’s strong
capabilities and experience in Hong Kong.

Customer deposits

Customer deposits and certificates of deposit and other debt securities in issue rose by 12.8 per cent
to HK$540.3 billion. Both HK dollar and US dollar savings accounts rose, reflecting customers’
preference for liquidity in an active investment market. Structured deposits, structured certificates of
deposit and other debt securities in issue rose 31.2 per cent as the Bank continued to increase the
diversity and sophistication of these products for customers to capture market opportunities.

Deposits at Mainland branches grew 51.1 per cent following efforts to increase the customer base
through expansion of the network and the PFS sales force. To further develop the wealth
management business, the Mainland branches expanded the range of investment-linked deposit
products to meet the needs of the Prestige Banking customer segment.

CUSTOMER DEPOSITS FOR 2006 CUSTOMER DEPOSITS FOR 2005
IN PERCENTAGE IN PERCENTAGE
55 41 4.9
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& DEMAND AND CURRENT ACCOUNTS 394

O CERTIFICATES OF DEPOSIT AND OTHER
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Subordinated liabilities

During 2006, the Bank issued floating-rate subordinated notes amounting to US$450 million that
mature in July 2016 with a one-time call option exercisable by the Bank in July 2011. The notes were
issued at the price of 99.869 per cent, bearing interest at the rate of three-month US dollar LIBOR
plus 0.30 per cent, payable quarterly from the issue date to the call option date. Thereafter, if the
notes are not redeemed on the call option date, the interest rate will be reset to three-month US dollar
LIBOR plus 0.80 per cent payable quarterly. The notes, which qualify as tier 2 capital, serve to help
the Bank maintain a more balanced capital structure and support business growth.
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Shareholders’ funds

Figures in HK$m 2006 2005
Share capital 9,559 9,559
Retained profits 29,044 26,052
Premises revaluation reserve 3,491 3,543
Cash flow hedges reserve (220) (483)
Available-for-sale investments reserve 923 (17)
Capital redemption reserve 99 99
Other reserves 452 185
Total reserves 33,789 29,379
43,348 38,938
Proposed dividends 3,633 3,633
Shareholders’ funds 46,981 42,571
Return on average shareholders’ funds 27.4% 27.5%

Shareholders’ funds (excluding proposed dividends) increased by HK$4,410 million, or 11.3 per cent, to
HK$43,348 million at 31 December 2006. Retained profits rose by HK$2,992 million, reflecting the
growth in attributable profit and the realisation of property revaluation reserves on the disposal of
properties during the year. The available-for-sale investments reserve also rose.

The return on average shareholders’ funds was 27.4 per cent, compared with 27.5 per cent in 2005.

Save for the US$450 million subordinated notes issue, there was no purchase, sale or redemption of
the Group’s listed securities by the Bank or any of its subsidiaries during 2006.
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CAPITAL MANAGEMENT

Capital Resources Management

Figures in HK$m 2006 2005
Capital base
Tier 1 capital
- Share capital 9,559 9,559
- Retained profits 25,724 21,439
- Classified as regulatory reserve (518) (510)
- Capital redemption reserve 99 99
- Less: goodwill (330) (318)
- Total 34,534 30,269
Tier 2 capital
- Property revaluation reserve 4,259 5,114
- Available-for-sale investment

and equity revaluation reserve 542 (5)
- Collective impairment allowances 518 510
- Regulatory reserve 518 510
- Term subordinated debt 7,988 4,479
- Total 13,825 10,608
Unconsolidated investments and

other deductions (4,242) (3,444)
Total capital base after deductions 44,117 37,433
Risk-weighted assets
On-balance sheet 308,127 277,617
Off-balance sheet 15,251 14,739
Total risk-weighted assets 323,378 292,356
Total risk-weighted assets adjusted for

market risk 324,007 291,570

Capital adequacy ratios
After adjusting for market risk

- Tier 1* 10.7% 10.4%
- Total® 13.6% 12.8%
Before adjusting for market risk

- Tier 1 10.7% 10.4 %
- Total 13.6% 12.8%

* The capital ratios take into account market risks in accordance with the relevant HKMA guideline in the
Supervisory Policy Manual.

In accordance with the HKMA guideline, Impact of the New Hong Kong Accounting Standards on
Authorised Institutions’ Capital Base and Regulatory Reporting, the Group has earmarked a
“regulatory reserve” from retained profits. This regulatory reserve is included as tier 2 capital together
with the Group’s collective impairment allowances.

The total capital ratio rose by 0.8 percentage points to 13.6 per cent at 31 December 2006, compared
with 12.8 per cent at 31 December 2005. The tier 1 ratio increased from 10.4 per cent to 10.7 per cent.
The capital base increased by HK$6,684 million to HK$44,117 million, mainly due to the increase in
retained profits (including the realisation of property revaluation reserves on disposed properties) and
the issue of US$450 million subordinated notes, which qualify as tier 2 capital. Risk-weighted assets
adjusted for market risk grew by 11.1 per cent, attributable to the increase in advances to customers
and financial investments.
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RISK MANAGEMENT

The effectiveness of the Group’s risk management polices and strategies is a key success factor.
Operating in the financial services industry, the most important types of risks the Group is exposed to
are credit, liquidity, market, insurance underwriting, operational and reputational risks. The Group has
established policies and procedures to identify and analyse risks and to set appropriate risk limits to
control this broad spectrum of risks. The risk management policies and major control limits are
approved by the Board of Directors. Risk limits are monitored and controlled continually by dedicated
departments by means of reliable and up-to-date management information systems. The
management of various types of risks is well coordinated at the level of the Bank’s Board and various
Management committees, such as, the Executive Committee, Asset and Liability Management
Committee and Credit Committee.

Note 61 “Financial risk management” to the financial statements provides a detailed discussion and
analysis of the Group’s credit risk, liquidity risk, market and interest rate risk and insurance
underwriting risk. The management of operational risk and reputational risk are set out as follows:

Operational risk

Operational risk is the risk of loss arising through fraud, unauthorised activities, error, omission,
inefficiency, system failure or from external events. It is inherent to every business organisation and
covers a wide spectrum of issues. The Group manages its operational risk through a controls-based
environment in which the processes and controls are documented, authorisation is independent and
transactions are reconciled and monitored. This is supported by periodic independent review of the
internal control systems by Internal Audit. The operational risk management framework comprises
assignment of responsibilities at senior management level, assessment of risk factors inherent in each
business and operations units, information systems to record operational losses and analysis of loss
events. Operational risk is mitigated by adequate insurance coverage on assets and business losses.
To reduce the impact and interruptions to business activities caused by system failure or natural
disaster, back-up systems and contingency business resumption plans are in place for all business
and critical operations functions. Operational risk management is coordinated by the Chief Operating
Officer and monitored by the Operational Risk Management Committee.

Reputational risk

Reputational risks can arise from social, ethical or environmental issues, or as a consequence of
operational risk events. Standards are set and policies and procedures are established in all areas of
reputational risk and are communicated to all level of staff. These include treating customers fairly,
conflicts of interest, money laundering deterrence, environmental impact and anti-corruption
measures. The reputation downside to the Group is fully appraised before any strategic decision is
taken.

The Group is a socially and environmental responsible organization. Its corporate social responsibility

policies and practices are discussed in the corporate social responsibility section of this Annual
Report.
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BIOGRAPHICAL DETAILS OF DIRECTORS

* Mr Michael Roger Pearson SMITH OBE

Chairman

Age 50. Appointed non-executive Chairman on 22 April 2005. The President and Chief Executive
Officer of The Hongkong and Shanghai Banking Corporation Limited. Chairman of HSBC Bank
Malaysia Berhad and Global Head of Commercial Banking of HSBC Group. A Director of HSBC
Finance Corporation, HSBC Australia Holdings Pty Limited, HSBC Bank Australia Limited and The
Shek O Development Company Limited. Head of Advisory Council of Asia Investment Corporation
and a member of Chongging Mayor’s International Economic Advisory Council. A member of the
Visa International Asia Pacific Regional Board and a Fellow of The Hong Kong Management
Association.

Mr OR Ching Fai Raymond JP

Vice-Chairman and Chief Executive

Age 57. Appointed a Director of the Bank in February 2000 and became Vice-Chairman and Chief
Executive in May 2005. A Director of The Hongkong and Shanghai Banking Corporation Limited,
Cathay Pacific Airways Limited, Esprit Holdings Limited and Hutchison Whampoa Limited. Vice
President and a Council Member of the Hong Kong Institute of Bankers. Committee Member of The
Hong Kong Association of Banks. Chairman of the Hang Seng School of Commerce. A Council
Member of The University of Hong Kong and The City University of Hong Kong. An adviser of the
Employers' Federation of Hong Kong, a member of the Aviation Development Advisory Committee
and the Planning Committee of the 5th East Asian Games. A Director of 2009 East Asian Games
(Hong Kong) Limited. The First Vice President of the Board and Chairman of Executive Committee
of The Community Chest of Hong Kong. Member of Chinese People’s Political Consultative
Conference Beijing Committee.

* Mr Edgar David ANCONA
Age 54. Chief Financial Officer of The Hongkong and Shanghai Banking Corporation Limited and a
Director of certain of its subsidiaries. A Director of certain subsidiaries of HSBC Holdings BV,
including HSBC Asia Holdings BV. Formerly Senior Vice President Corporate Treasurer of HSBC
Finance Corporation and Executive Vice President, Asset/Liability Management, of HSBC North
America Holdings Inc. Appointed a non-executive Director of the Bank on 4 September 2006.

*Mr CHAN Cho Chak John GBS, JP

Age 63. Managing Director of Transport International Holdings Limited, Senior Executive Director of
The Kowloon Motor Bus Company (1933) Limited and Long Win Bus Company Limited, a non-
executive Director and Chairman of RoadShow Holdings Limited and an independent non-executive
director of Guangdong Investment Limited. Chairman of The Hong Kong Jockey Club. Chairman of
the Council of the Hong Kong University of Science and Technology. Vice Patron of The Community
Chest of Hong Kong. Non-Official Member of the Executive Committee of the Commission on
Strategic Development of the HKSAR Government. Formerly also an independent non-executive
director of Hong Kong Exchanges and Clearing Limited from 2000 to 2003. Former member of the
Hong Kong Civil Service from 1964 to 1978 and from 1980 to 1993. Key posts in Government
included Private Secretary to the Governor, Deputy Secretary (General Duties), Director of
Information Services, Deputy Chief Secretary, Secretary for Trade and Industry and Secretary for
Education and Manpower. Awarded the Gold Bauhinia Star by the HKSAR Government in July
1999. Appointed a Director of the Bank in August 1995.
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Mr CHAN Kwok Wai Patrick

Age 50. Joined the Bank in 1995 as Assistant General Manager and Head of Financial Control.
Appointed Chief Financial Officer since 1998, Deputy General Manager in June 2003, and Executive
Director & General Manager of the Bank in December 2005. A Director and Executive Committee
member of Industrial Bank Co., Ltd., PRC; a Council Member of the Hong Kong Institute of Certified
Public Accountants and a member of the Professional Development Sub-committee of the ACCA
Hong Kong; a member of the Quality Education Fund Steering Committee; a member of the
Protection of Wages on Insolvency Fund Board; a member of the Admissions, Budgets and
Allocations Committee of The Community Chest of Hong Kong; Advisory Board on Accounting
Studies of the Chinese University of Hong Kong and the Hong Kong University of Science and
Technology Accounting Students’ Society; and the Investment Committee of the Foundation of
Tsinghua University Center for Advanced Study Co Ltd.

*Dr CHENG Yu Tung DPMS, DBA(Hon), LLD(Hon), DSSc(Hon)
Age 81. Chairman of New World Development Company Limited, Chow Tai Fook Jewellery
Company Limited, Melbourne Enterprises Limited and Lifestyle International Holdings Limited. A
Director of Shun Tak Holdings Limited. Appointed a Director of the Bank in March 1985.

* Dr CHEUNG Kin Tung Marvin DBA(Hon), SBS, OBE, JP

Age 59. Non-official Member of the Executive Council, Board Member of the Airport Authority Hong
Kong, Member of the Exchange Fund Advisory Committee of the Hong Kong Monetary Authority,
Member of the Greater Pearl River Delta Business Council, Vice-Chairman of the Council of the
Hong Kong University of Science and Technology and Council Member of the Open University of
Hong Kong. An independent non-executive Director of HKR International Limited and Hong Kong
Exchanges and Clearing Limited. Director of The Association of Former Council Members of the
Stock Exchange of Hong Kong Limited. Appointed a Director of the Bank in May 2004.

* Mr Jenkin HUI
Age 63. Director and Chief Executive of Pointpiper Investment Limited. A Director of Central
Development Limited, Jardine Matheson Holdings Limited, Jardine Strategic Holdings Limited and
Hongkong Land Holdings Limited. Appointed a Director of the Bank in August 1994.

*Mr Peter LEE Ting Chang JP
Age 53. Chairman of Hysan Development Company Limited. A non-executive Director of Cathay
Pacific Airways Limited, CLP Holdings Limited, SCMP Group Limited and Maersk China Ltd., and a
Director of a number of other companies. Vice President of the Real Estate Developers Association
of Hong Kong. Appointed a Director of the Bank in August 2002.

*Dr LI Ka Cheung Eric FCPA(Practising), GBS, OBE, JP

Age 53. Senior partner of Li, Tang, Chen & Co., Certified Public Accountants. Member of The Tenth
National Committee of Chinese People’s Political Consultative Conference. Director of Sun Hung Kai
Properties Limited, Transport International Holdings Limited, SmarTone Telecommunications
Holdings Limited, Wong’s International (Holdings) Limited, CATIC International Holdings Limited,
China Resources Enterprise, Limited, RoadShow Holdings Limited, Sinofert Holdings Limited, Bank
of Communications Co., Ltd. and Meadville Holdings Limited. President of Hong Kong Society of
Accountants in 1994. Chairman of Hong Kong Monetary Authority’s Process Review Committee and
Member of Basel Il Consultation Group. Member of the Clearing and Settlement Systems Appeals
Tribunal. Awarded the Gold Bauhinia Star by the HKSAR Government in July 2003. Appointed a
Director of the Bank in February 2000.
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*Dr LO Hong Sui Vincent GBS, JP

Age 58. Chairman and Chief Executive Officer of Shui On Group. Chairman and Chief Executive
Officer of Shui On Land Limited, and Chairman of Shui On Construction and Materials Limited.
Director of Great Eagle Holdings Limited. An independent non-executive Director of China Telecom
Corporation Ltd. Member of The Tenth National Committee of the Chinese People’s Political
Consultative Conference. Vice Chairman of All-China Federation of Industry & Commerce. Honorary
Life President of Business and Professionals Federation of Hong Kong. President of Shanghai-Hong
Kong Council for the Promotion and Development of Yangtze. Economic Adviser to the Chongging
Municipal Government. Court Member of the Hong Kong University of Science and Technology.
Awarded the Gold Bauhinia Star by the HKSAR Government in July 1998. Recipient of the
Businessman of the Year award in the Hong Kong Business Awards 2001. Awarded Director of the
Year in the category of Listed Company Executive Directors by The Hong Kong Institute of Directors
in 2002 and Chevalier des Arts et des Lettres by the French government in 2005. Appointed a
Director of the Bank in February 1999.

Mr POON Chung Yin Joseph

Age 52. Appointed Executive Director and Deputy Chief Executive of the Bank in December 2004.
Managing Director and Deputy Chief Executive since April 2005. Independent non-executive
Director of Grandland Shipping Limited. A Director of certain subsidiaries of the Bank, including
Hang Seng Bank (Trustee) Limited, Hang Seng Credit Limited, Hang Seng Finance Limited and
Hang Seng Life Limited. Chairman of Hang Seng Index Advisory Committee of HSI Services Limited.

*Dr SIN Wai Kin David DSSc(Hon)
Age 77. Chairman of Myer Jewelry Manufacturer Limited. Vice-Chairman of Miramar Hotel and
Investment Company Limited. Executive Director of New World Development Company Limited.
Appointed a Director of the Bank in November 1991.

*Mr Richard Yat Sun TANG MBA, BBS, JP

Age 54. Chairman and Managing Director of Richcom Company Limited. A Vice Chairman of King
Fook Holdings Limited. A Director of Miramar Hotel and Investment Company Limited and Hong
Kong Commercial Broadcasting Company Limited. Chairman of the Correctional Services Children’s
Education Trust Investment Advisory Board of the Correctional Services Department. A member of
the HKSAR Passports Appeal Board, a member of Disciplinary Panel A of the Hong Kong Institute of
Certified Public Accountants. Chairman of Customs & Excise Service Children’s Education Trust
Fund Committee. A member of Tang Shiu Kin and Ho Tim Charitable Fund. Awarded “Justice of the
Peace” in 1997. Awarded the Bronze Bauhinia Star by the HKSAR Government in July 2000.
Appointed a Director of the Bank in August 1995.

# Mr WONG Tung Shun Peter JP

Age 55. Executive Director of The Hongkong and Shanghai Banking Corporation Limited and
Chairman of HSBC Insurance (Asia-Pacific) Holdings Limited. A Director of Bank of
Communications Co., Ltd., Ping An Bank Limited, Ping An Insurance (Group) Company of China,
Ltd., Hong Kong Interbank Clearing Limited and The Hong Kong General Chamber of Commence.
Nominated representative of the Hong Kong Association of Banks and President of the Hong Kong
Institute of Bankers. Chairman of the Financial Services Advisory Committee of the Hong Kong
Trade Development Council and The Banking Industry Training Advisory Committee. Member of the
Banking Advisory Committee of the Hong Kong Monetary Authority. Member of the Greater Pearl
River Delta Business Council. A Director of The Community Chest of Hong Kong. An Honorary
Professor of The University of Hong Kong and a Member of the University Grants Committee,
Government of the HKSAR. Appointed a nhon-executive Director of the Bank in May 2005.

* Independent non-executive Directors
# Non-executive Directors
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Mr Michael R P Smith is President and Chief Executive Officer of The Hongkong and Shanghai
Banking Corporation Limited. Mr Raymond C F Or is a Director of The Hongkong and Shanghai
Banking Corporation Limited. Mr Peter T S Wong is an Executive Director of The Hongkong and
Shanghai Banking Corporation Limited. Mr Edgar D Ancona is a Director of certain subsidiaries of
HSBC Holdings BV, including HSBC Asia Holdings BV, and Chief Financial Officer of The Hongkong
and Shanghai Banking Corporation Limited. Each of HSBC Holdings BV, HSBC Asia Holdings BV
and The Hongkong and Shanghai Banking Corporation Limited has an interest in the share capital of
the Bank as disclosed under the provisions of Divisions 2 and 3 of Part XV of the Securities and
Futures Ordinance.
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BIOGRAPHICAL DETAILS OF SENIOR MANAGEMENT

Mr OR Ching Fai Raymond JP

Vice-Chairman and Chief Executive
(Biographical details are set out on page [**])

Mr POON Chung Yin Joseph

Managing Director and Deputy Chief Executive
(Biographical details are set out on page [**])

Mr CHAN Kwok Wai Patrick

Executive Director and Chief Financial Officer
(Biographical details are set out on page [**])

Mr LEUNG Wing Cheung William JP

General Manager, Personal Financial Services and Wealth Management

Age 52. Joined the Bank in 1994 as Assistant General Manager and Head of Credit Card Centre.
Appointed Deputy General Manager and Deputy Head of Retail Banking in May 2000. Appointed
Deputy Head of Commercial Banking in October 2003. Appointed General Manager and Head of
Wealth Management in January 2005. Redesignated General Manager, Personal Financial Services
and Wealth Management since August 2005. Responsible for personal banking, private banking,
trustee services, insurance and investment services of the Bank. A Director of HSBC Asset
Management (Hong Kong) Limited and Senior Advisor, Management Committee of Industrial Bank
Co Ltd's Card Centre. Chairman of the Committee on Management and Supervisory Training of the
Vocational Training Council. Chairman of the Hong Kong Dance Company. A member of the Hong
Kong Sports Commission. A Member of 2008 Beijing Olympic Equestrian Events Hong Kong Fund
Board of Governors. Chairman of Licensing and Practice Committee of Estate Agents Authority. A
Member of The Banking Industry Training Advisory Committee. Treasurer of Council of the Hong
Kong Baptist University. Council Member of The Hong Kong Academy for Performing Arts.

Mrs SIT KWAN Yin Ping Dorothy

General Manager and Chief Operating Officer

Age 55. Joined the Bank in December 2005 as General Manager. Appointed Chief Operating Officer
since January 2006. A Member of The Banking Industry Training Advisory Committee and an Ex-
officio member of its Subcommittee on Specification of Competency Standards Development. Head
of Personal Financial Services, Hong Kong for The Hongkong and Shanghai Banking Corporation
Limited before joining the Bank.

Mr NG Yuen Tin FHKIB

Deputy General Manager and Head of Corporate Banking

Age 55. Joined the Bank in 1971. Appointed Assistant General Manager and Deputy Head of
Corporate Banking Division in January 1994. Appointed Head of Corporate Banking Division in
September 1999. Appointed Deputy General Manager and Head of Corporate Banking since July
2000. Responsible for overseeing the corporate and institutional banking business of the Bank.
Director and Chief Executive of Hang Seng Finance Limited. A Director of HSI Services Limited and
HSI International Limited. A member of the Hang Seng Index Advisory Committee. An Executive
Committee Member of the Hong Kong Institute of Bankers.

Mr TAM Wai Hung David MBA, FCIB, FHKIB

Deputy General Manager and Head of Commercial Banking, Greater China

Age 57. Joined the Bank in 1999 as Assistant General Manager and Head of Commercial Banking.
Appointed Deputy General Manager and Head of Commercial Banking since June 2003 and as
Head of Commercial Banking, Greater China since January 2007. Responsible for overseeing the
commercial banking business of the Bank in the Greater China region, the functional departments of
trade services, customized trade solutions, business development, portfolio and project
management and the Macau Branch. Member of Small and Medium Enterprises Committee and
Council member of Hong Kong St John Ambulance.
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