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independent professional advice.

IMPORTANT

If you are in any doubt about the contents of this programme prospectus you should obtain

Our notes will be issued under this retail bond issuance programme. You should read the
relevant issue prospectus as well as this programme prospectus (as amended or
supplemented from time to time) before deciding whether to buy our notes.

We cannot give you investment advice: you must decide for yourself whether our notes meet
your investment needs, taking professional advice if appropriate.
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| SUMMARY OF OUR RETAIL BOND ISSUANCE PROGRAMME

We have set up our retail bond issuance programme so that we can issue our notes to the public in Hong Kong frequently and easily.

This is an overview of the main features of our programme. We will publish an issue prospectus to specify the terms for each series of

our notes.

Issuer: The Hong Kong Mortgage Corporation Limited

Our current corporate credit ratings: Long-term credit ratings: Local currency Foreign currency
Moody’s: Aca Aal
Standard & Poor’s: AA AA

Description: Retail bond issuance programme

Programme size: Up to HK$20,000,000,000. The programme size may be increased by
us

How we issue: Our notes will be offered in one or more series under an issue
prospectus. You can buy our notes through the banks specified in an
issue prospectus

Currencies: We may issue notes in Hong Kong dollars or other currencies. We will
specify the currency in an issue prospectus

Ranking of our notes: Our notes rank as our direct unsecured and unsubordinated debt
obligations, unless we specify differently in an issue prospectus

Maturities: We will specify the maturity of the notes in an issue prospectus

Subscription price: We will issue our notes at the prices specified in an issue prospectus

Redemption price: Our notes will be redeemable at 100% of their principal amount or af
any other redemption amount specified in an issue prospectus

Interest rate: Our notes may or may not pay interest. If our notes do pay interest, the
applicable interest rate will be as specified in an issue prospectus

Denominations: We may issue our notes with a face value of HK$ 10,000 or HK$50,000
or as specified in an issue prospectus

Governing law: Hong Kong law governs our notes

No listing: Our notes will not be listed on any stock exchange

Use of Proceeds: We will use the proceeds of issue of our notes for our general financing

requirements

The Hong Kong Mortgage Corporation Limited



| OUR RETAIL BOND ISSUANCE PROGRAMME

Our notes will be issued and sold under our retail bond issuance
programme. Our programme was authorized and approved by
resolution of our board of directors on 18 December 2003. The
main legal documents which make up our programme are
summarised here.

OUR NOTES ARE CONSTITUTED BY A TRUST DEED. THE
TRUSTEE ACTS AS A REPRESENTATIVE OF NOTEHOLDERS

When issued, our notes have the benefit of a trust deed. The trust
deed was entered into by us on 17 May 2004 with DB Trustees
(Hong Kong) Limited as trustee. The trust deed is a master
document: we will enter into a new supplemental trust deed
every time we issue notes. The trust deed as supplemented by the
applicable supplemental trust deed is the trust deed for those
notes. The terms and conditions for our notes are scheduled to the
trust deed.

In the trust deed we promise to repay principal, to pay any
stipulated periodical inferest on our notes, and to perform any
other payment or delivery obligation, depending on the terms of
the particular notes.

The trust deed also sets out the role of the trustee. The trustee acts
as the representative of noteholders. Its major functions are fo:

< hold on ftrust for noteholders the benefit of our
underfakings, including our promise to repay principal
and pay interest; and

< if necessary, take action against us to enforce our
undertakings.

In addition, the trustee has power fo agree to modifications to the
notes which are minor, technical, or made to correct obvious
mistakes.

We also give undertakings in the trust deed to support the
trustee’s role. For example, we agree to:

<« provide the trustee with copies of our financial information
and other notices to noteholders;

< keep the trustee informed about any notes which we buy

back and hold; and

<« tell the trustee if we breach any of our undertakings or if
there is an event of default under the notes.

Under the trust deed, the trustee must perform its role with
reasonable care, but there are provisions which protect it from

liability and entitle it to indemnification.

WE HAVE A PRINCIPAL
ADMINISTRATIVE FUNCTIONS

PAYING AGENT FOR

Administrative matters relating to our notes are dealt with in the
paying agency agreement, which we entered into on 17 May
2004 with Bank of China (Hong Kong) Limited as our principal
paying agent. This agreement setfs out the arrangements between

us and our principal paying agent for:
< making payments of principal and interest on our notes;
<« giving notices to the noteholders;

<« issuing individual certificates for notes, in the unlikely

event that we ever need to do so;
<« organising and running meetings of the noteholders; and

< keeping records and dealing with other administrative

matters.

The principal paying agent is our agent: it owes no duties to you

as investors in the notes.

EACH OFFER OF NOTES IS ARRANGED UNDER OUR
PROGRAMME AGREEMENT

The legal framework under which we arrange for the offering,
issue, placing and/or underwriting of our notes is contained in
the programme agreement, which we entered into on 17 May
2004 with the 19 banks which were appointed as the initial
dealers of our programme. Scheduled to the agreement are the
terms of our placing bank agreement, market maker agreement
and underwriting agreement. All these agreements record the
detailed arrangements between us and the banks involved in
offering or underwriting our notes: you do not, as investors in
notes, have any rights under these agreements. If these
agreements, as they apply to any particular offering of our notes,
contain information which is relevant fo you as investors in the

notes, we will disclose it in the applicable issue prospectus.

Our notes are sold to you by subscription directly from us.

The Hong Kong Mortgage Corporation Limited



| HOW TO BUY OUR NOTES

DO I NEED AN APPLICATION FORM?

No: we will not issue an application form for our notes.

The banks with which you place your order will ask you fo fill in
their order form and to make a series of confirmations and
acknowledgements for the benefit of the banks and our benefit.
Please read our issue prospectus for further details on these

confirmations.

Our notes are not available to US persons.

HOW DO | HOLD MY NOTES? WHAT MUST | RELY ON MY
BANK TO DO FOR ME?

We do not intend to issue individual certificates for our notes, so
you must arrange for your bank to hold them in a securities or
investment account. If you do not have a securities or investment
account already, you will have to open one before you can buy
our notes. Securities or investment accounts and other services
will be supplied by your bank on its standard terms and
conditions. We are not responsible for the way your bank

handles your account.

Discuss this with your bank and shop around if you wish: banks
charge varying fees to open and maintain these accounts and
have different arrangements for processing orders. Ensure you
are familiar with the standard terms and conditions which your
bank will apply to your account. Ask your bank to explain if you

are not familiar with these arrangements.

You should note that your total return on an investment in our
notes will be affected by charges levied by your bank.

The Hong Kong Mortgage Corporation Limited

Our notes will be held in the Central Moneymarkets Unit Service
(CMU), which is a clearing system run by the Monetary Authority.
We will issue our notes in bearer form. The notes of each series
will be represented by a single global note which we will issue in
a principal amount equal to the total principal amount of the
notes of that series. Each global note will be deposited for

safekeeping with a custodian for the CMU.

If we default on our notes, or if the CMU closes down, we will
issue individual bearer certificates for our notes, but we will not
issue individual certificates otherwise. The trust deed and the
paying agency agreement provide in detail for the arrangements
which will apply in the unlikely event that individual certificates
have to be issued. If this happens, we will give a notice
summarising these arrangements. If we are unable to deliver this
nofice through the CMU, we will publish it in one English
language newspaper and one Chinese language newspaper of

general circulation in Hong Kong.

Your bank will arrange to hold your notes for you in an account
at the CMU — either its own account or the account of its direct
or indirect custodian with the CMU. We will pay interest and
principal on our notes to your bank through our principal paying
agent or the CMU and you will have to rely on your bank to
ensure that payments on your notes are credited to your account
with your bank. Any notices we give after the notes are issued
will be given through our principal paying agent or the CMU:
you will have to rely on your bank to ensure that our notices
reach you. Similarly, you will have to rely on your bank to
forward any notices from you to us through our principal paying
agent or the CMU.

We do not accept any responsibility for the services provided to
you by your bank.



| DESCRIPTION OF OUR NOTES

All our notes will be subject to the terms and conditions
scheduled to the trust deed unless the issue prospectus provides
otherwise. In this section, we describe the main provisions of the
terms and conditions which apply to all our notes (unless an issue
prospectus says otherwise).

Each series of our notes will be constituted by a new
supplemental trust deed and will have the benefit of the trust
deed. Scheduled to the supplemental trust deed will be a pricing
supplement which sets out the specific terms and conditions of the
notes which are constituted by that supplemental trust deed. The
pricing supplement, together with the terms and conditions of our
notes, make up the legally binding terms and conditions of that
series of notes. The terms of the pricing supplement will be
summarised in the issue prospectus.

WE WILL MAKE PAYMENTS AND SEND NOTICES THROUGH
YOUR BANK

Individual investors cannot open a personal account at the CMU:
it serves only institutions. Your bank will hold your notes for you
in ifs account at the CMU.

We will pay inferest and principal on our notes to the accounts of
the banks which the CMU fells us hold the notes: you will have to
rely on your bank to credit payment on your notfes to your
account at your bank. Once we have made any payment in this
way, invesfors in our notes will have no further rights against us
for that payment, even if the CMU or your bank fails to transmit
to you your share of the payment or transmits it late. (This is
because, so far as we are concerned, we have paid our
"noteholder”, which is the custodian for the CMU. We have no
control over, or knowledge of, the custody arrangements through
which you as an investor hold our notes.)

Any notices we give after the notes are issued will be given in the
same way: we will arrange for the notice to be sent to the banks
which the CMU fells us hold the notes and you will have to rely
on your bank to forward the notice to you. In the same way, you
will need to rely upon your bank to transmit any of your notices
to our principal paying agent or the CMU and our principal
paying agent or the CMU will need to relay them to us or to the
trustee.

Each of the trustee, our principal paying agent and us will freat
the custodian for the CMU as the noteholder for all purposes
under the terms and conditions of our notes.

WE WILL PAY PRINCIPAL AND INTEREST ON THE STIPULATED
DATES FOR PAYMENT

The issue prospectus for each series of notes will state the due
dates for payments of principal and interest on our notes.

If any due date for payment is not a business day in Hong Kong
(or in any other city as specified in an issue prospectus or the
relevant pricing supplement) then we will make the payment on
the next day which is a business day in Hong Kong (and/or that
other city) unless that day falls in the next calendar month in
which case we will make the payment on the first preceding day
which is a business day in Hong Kong (and/or that other city). A
“business day” in Hong Kong means a day on which the CMU is
operating and on which commercial banks and foreign
exchange markets are open for business, other than a Saturday
or Sunday. A “business day” means, in the case of notes
denominated in a currency other than Hong Kong dollars, a day
(other than a Saturday or Sunday) on which the CMU is
operating and commercial banks and foreign exchange markets
setile payments in both Hong Kong and the principal financial
centre for such currency, as specified in an issue prospectus or
the relevant pricing supplement.

We will calculate the amount of inferest payable on our Hong
Kong dollar notes and United States dollar notes by counting the
actual number of calendar days in the interest period assuming a
year of 365 days and 360 days respectively. For notes
denominated in other currencies, we will specify in the issue
prospectus the way we calculate the amount of interest payable.

We will apply the normal market convention for interest rate
calculations for the currency in which the notes are denominated.

IF REQUIRED BY LAW, WE WILL WITHHOLD HONG KONG
TAX FROM PAYMENTS ON OUR NOTES

If we are required by Hong Kong law to withhold or deduct
taxes, duties or other charges from payments of principal or
interest on our notes, then we will make the withholding or
deduction and remit it to the tax authorities. You will therefore
receive payments under our notes net of any Hong Kong taxes
which we are required to withhold or deduct. There is, however,
currently no requirement for us to make any withholding or
deduction.

HOLDERS OF OUR NOTES RANK FOR PAYMENT EQUALLY
WITH OUR OTHER UNSECURED CREDITORS

Our notes constitute our direct, unsecured and unsubordinated
obligations. This means that if we become insolvent, noteholders
will rank for payment equally with all our other creditors whose
claims are not:

< preferred by law — such as unpaid employees for their
wages, the Inland Revenue Department for unpaid taxes,
and others who are given priority by law;

< secured on our assets; or

< subordinated, which means that they rank after the claims
of other creditors.

The Hong Kong Mortgage Corporation Limited



| DESCRIPTION OF OUR NOTES

Our notes are not guaranteed by the Government of Hong Kong.

WE MAY BUY AND SELL OUR OWN NOTES

We may at any time buy our own notes whether in the open
market or by private arrangement, at any price. If purchases are
made by tender, we will allow all noteholders of the series to take

part.

If we do buy back our notes, we may hold them, resell them or
decide to cancel them, at our choice.

MEETINGS OF NOTEHOLDERS CAN BE CONVENED TO
DECIDE IMPORTANT MATTERS AFFECTING OUR NOTES

The trust deed contains provisions for convening meetings of

noteholders to consider any matter affecting their interests.

A meeting could be convened, for example, if we want to
propose a change to an important term of the notes or if we want
to get approval for a waiver of a breach by us of a term of the

notes.

There are detailed provisions in the trust deed about how
meetings will be conducted in the unlikely event that a meeting is
ever called. A meeting may be called either by us or by the
trustee. Noteholders holding at least 10% in principal amount of
the notes of a series may also call a meeting by written request
to the trustee.

A resolution passed at a meeting of noteholders will be binding
on all the holders of the same series of notes, whether or not they

were present at the meeting.

If investors can prove their interest in our notes (and you will have
to rely on your bank to help you do this), they may be counted as
“noteholders” for the purposes of the meeting. The trust deed sets
out the procedures and detailed information about how to attend

and vote at a meeting.

OUR NOTES MAY BE DECLARED DUE AND PAYABLE EARLY IF
THERE IS AN “EVENT OF DEFAULT”

The terms and conditions set out certain “events of default”. If any
event of default occurs and continues, the trustee or the holders
of at least 25% of the total principal amount of the notes of an
affected series may declare the entire principal amount of all of

the notes of that series to be due and payable immediately.

u The Hong Kong Mortgage Corporation Limited

Events of default include:

<« any failure fo pay principal, inferest or other amounts due

on our notes for more than seven days after the due date;

<« failure by us to pay principal or inferest on our other major

borrowings or securities issues or under our guarantees;

<« failure by us to perform any of our other obligations under
the notes or the trust deed, if the trustee certifies that 30
days have passed since we were given written notice to

correct the situation and we have not done so;

<« certain specified events of receivership, insolvency or

reorganisation which affect us; or

<« if, due to our or its action, the Government of Hong Kong
ceases to hold more than half of our voting shares.

ONLY THE TRUSTEE CAN ENFORCE OUR NOTES

The trust deed provides that no noteholder can take action
against us directly to enforce the notes unless the trustee fails to
act in accordance with the trust deed. The trustee is entitled to
insist that the noteholders indemnify it before it is bound to take

any enforcement action.

WE CAN RE-OPEN A SERIES OF NOTES TO ISSUE MORE
NOTES OF THE SAME SERIES LATER

We reserve the right to create and issue more notes of a
particular series in a follow-on offering after the initial offering
has closed. The further notes will be issued so that they are
interchangeable with the originally issued notes — the only

difference will be the subscription price and the issue date.

OUR PROGRAMME IS GOVERNED BY HONG KONG LAW

All our programme documentation, including our notes, is
governed by Hong Kong law. We have agreed in the trust deed
that the courts of Hong Kong have jurisdiction to seftle any

dispute in connection with our notes.



| RISK FACTORS

THERE ARE RISKS ASSOCIATED WITH INVESTING IN OUR
NOTES

Your investment in our notes involves risks, including those
inherent in any investment. Not all of these risks can be
described in this programme prospectus or an issue prospectus.
Risk factors relating to our business and general risks relating to
an investment in debt securities such as our notes are set out

below.

OUR BUSINESS 1S AFFECTED BY THE POLITICAL AND
ECONOMIC SITUATION IN HONG KONG, THE PRC AND
OTHER ASIA PACIFIC COUNTRIES

Our revenue is generated from our operations and businesses in
Hong Kong and other Asia Pacific countries. Accordingly, our
operations and performance may be affected by the general
political and economic circumstances of Hong Kong and the
countries in which we have any operations or business. Future
political or economic instability or a sustained slowdown in
economic activities in Hong Kong and those countries, especially
in relation to property, will adversely affect our business if it leads

to an increase in mortgage loan payment defaults.

Given the globalisation of the world’s economy, a sustained
slowdown or instability in major overseas markets including the
United States or Europe may also adversely affect our business.
However, as we have been prudent in our business operations
and thus have not purchased any sub-prime mortgages or
invested in sub-prime mortgage related products, the sub-prime
mortgage crisis which first began in mid-2007 has so far had a
limited effect on our business. However, we cannot be sure how
the contagious effect of the sub-prime mortgage crisis will affect

our business.

THE GOVERNMENT OF HONG KONG DOES NOT
GUARANTEE OUR DEBTS

Although we are wholly-owned by the Government of Hong
Kong, the Government does not provide any form of guarantee
of our borrowings or other obligations, including our notes. If we
are partly or fully privatised, our credit standing could be

adversely affected.

WE ARE EXPOSED TO INTEREST RATE AND ASSET-LIABILITY
MISMATCH RISKS

We borrow money from various sources at various rates and
maturities. We buy loan assets at various rates and for various

maturities. Loan repayments do not always occur when

scheduled. This exposes us to cashflow and net interest income
risk in that our income may not match our outgoings (particularly
because of interest rate movements and timing of payments).
Although we have good credit ratings and diversified funding
sources, liquidity risk may arise under certain market conditions
because of uncertainty about whether funds are available to
repay our borrowings when due and to meet scheduled loan
asset purchases. We seek to minimize our exposure to these risks
through a diversified funding base and the prudent use of various
cash and derivative instruments. However, we cannot be sure of
the effectiveness or availability of our risk management

techniques in the future.

WE ARE EXPOSED TO THE RISK OF BORROWER DEFAULTS IN
OUR LOAN PORTFOLIO

The quality of our loan portfolio depends on both careful initial
selection of the loan assets we buy and the maintenance of a low
ratio of borrower defaults following purchase. We cannot be
sure that in the future we will continue to be able to purchase loan
assets of sufficient quality to maintain the current overall quality
of our loan portfolio or that our loan portfolio will continue to

perform well.

WE ARE EXPOSED TO THE RISK OF DEFAULT BY BORROWERS
AND/OR  REINSURERS UNDER OUR MORTGAGE
INSURANCE PROGRAMME

Borrowers may default under our Mortgage Insurance
Programme (MIP). Our exposure depends on the quality of the
mortgage loans under the insurance cover provided by us and on
a careful initial screening of mortgage loans eligible for our MIP.
To reduce our exposure we obtain reinsurance from approved
reinsurers for the whole or a part of the insurance cover amount.
We cannot be sure that we will continue to be able to maintain
the current overall quality of our mortgage insurance portfolio or
that we will continue to be able to reinsure our mortgage
insurance cover effectively, or that our approved reinsurers will

not default on their reinsurance obligations.

WE HAVE LARGE, AND GROWING, CONTINGENT
LIABILITIES UNDER  OUR  GUARANTEES OF
MORTGAGE-BACKED SECURITISATION PROGRAMMES

We established a Guaranteed Mortgage-Backed Pass-Through
Securitisation  Programme in  October 1999. Under that
programme, in return for a fee, we guarantee timely repayment
of principal and interest in respect of the mortgage-backed

securities issued under the programme. In December 2001, we
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| RISK FACTORS

established a US$3 billion Mortgage-Backed Securitisation
Programme (Bauhinia MBS Programme) under which Bauhinia
MBS Limited, a Cayman Islands special purpose vehicle, issues
mortgage-backed securities (which may or may not be

guaranteed by us).

As the principal amount of notes guaranteed by us under these
two programmes increases, our guarantee liability will increase
correspondingly and may become substantial. These exposures
are recognized as our financial liabilities.

WE ARE EXPOSED TO RISKS FROM DIVERSIFICATION INTO
OTHER MARKETS OR COUNTRIES

In 2006, we commissioned a management consultancy firm to
conduct an independent strategic review of our business. In its
report, the consultant recommended that we explore
opportunities of purchasing non-mortgage assets in Hong Kong
and expanding our business in other countries. Such businesses
may be carried out in the form of direct investment or joint
venture. In 2007, we completed the first overseas purchase of
Korean residential mortgage loans in the form of
mortgage-backed securities. The successful implementation of
our business strategy depends on a number of factors including
political, economic and regulatory conditions prevailing in such
overseas markets, credit quality of the loan assets purchased,
and our ability to manage the risk generally associated with
doing business in overseas markets. We cannot be sure that our

plans can be implemented successfully or at all.

THE TRADING MARKET FOR OUR NOTES MAY BE VERY
LIMITED

Some or all of the banks which sell our notes will usually agree
to quote a price at which they will buy our notes in the market.
These banks will agree with us to quote prices if they can, but
they may in future be unable to quote a price or may decide to

discontinue this service.

Our notes are not listed and cannot be traded on the Hong Kong

Stock Exchange.

THE TRADING PRICE OF OUR NOTES MAY FLUCTUATE

The trading price of our notes may fluctuate depending on factors
such as market interest rate movements and the market's view of
our credit quality. Also, the price could be affected if there are

only very few potential buyers in the market.

If you try to sell your notes before maturity you may receive an
offer which is less than the amount you invested or you may not

be able to sell your notes.

n The Hong Kong Mortgage Corporation Limited

THE YIELD ON OUR NOTES MAY BE MORE OR LESS THAN
THE STATED INTEREST RATE

Interest will be calculated and paid at the specified rates by
reference to 100% of the principal amount of the notes.
However, the total return on the notes, or yield to maturity, will
depend on the subscription price. If the subscription price is
greater than 100% of the principal amount of the notes, the
annualised yield will be lower than the specified interest rate (on
an annualised basis). If the subscription price is lower than 100%
of the principal amount of the notes, the annualised yield will be

greater than the specified inferest rate (on an annualised basis).

The total return on our notes will also be reduced by the amount
of any handling fee you have to pay your bank when you make
your application and any fees to open and maintain your

securities or investment account.

OUR NOTES ARE NOT COVERED BY THE INVESTOR
COMPENSATION FUND

As our notes are not listed, you are not covered by the investor
compensation fund if your bank or any other intermediary
defaults.

INVESTING IN FOREIGN CURRENCY NOTES INVOLVES
EXCHANGE RATE RISK

We may issue notes in currencies other than Hong Kong dollars.
If you invest in foreign currency notes, we will make all payments
of interest and principal in the foreign currency, unless otherwise
specified in the issue prospectus. The value of these payments in
Hong Kong dollar terms will vary with the prevailing exchange
rate. Suppose, for example, that you buy US dollar notes by
converting your Hong Kong dollars to US dollars at the exchange
rate available when you buy the notes. If the US dollar
depreciates against the Hong Kong dollar between then and
when we pay back the principal in US dollars at maturity, the
value of your investment in Hong Kong dollar terms will have

declined.



| OUR BUSINESS

GENERAL PROFILE

We have been in business since 1997. We are wholly-owned by

the Government of Hong Kong.

Our Strategic Role

Our role is to:

< contribute towards maintaining banking and monetary

stability in Hong Kong;

< facilitate the development of the local debt and

securitisation markets; and
< promote home ownership in Hong Kong.

Our Principal Activities

Our principal activities are:

< to purchase portfolios of mortgages or loans secured on
properties or other collateral situated in Hong Kong or
elsewhere, to acquire rights, interest and benefits under
hire purchase or leasing arrangements made in respect of
motor vehicles and other assets, or other debentures,
receivables, financial assets and choses in action of all

kinds from their originators, issuers, owners or vendors;

| to acquire, purchase or otherwise, any assets from

government bodies and agencies and related
organisations, statutory bodies and public bodies and to
hold, sell, transfer, dispose of and deal in any such assets

so purchased or acquired;

< to raise the necessary funding for purchasing assefs
through the issuance of debt securities in the capital

markets;

< o securitise mortgage portfolios through special purpose
entities by way of issuing mortgage or asset backed

securities to investors;

< to provide mortgage insurance cover to banks or
authorized institutions in respect of mortgage loans
originated by such banks or authorized institutions and

secured by residential properties; and

< to provide consultancy services in areas such as the
development of a secondary mortgage market, setting up
of secondary mortgage facilities, mortgage-backed
process  flow

securitisation, mortgage  insurance,

management and business operations.

We are a Public Sector Entity

We are specified as a “public sector entity” under the Banking
Ordinance which gives our notes a lower risk weighting for the
purposes of calculating a noteholder’s capital adequacy ratio
under the Banking Ordinance. Our notes may also qualify as
“liquefiable assets” for the purposes of the Banking Ordinance if
they satisfy certain conditions. For financial institutions, this

means that there is a regulatory advantage to holding our notes.

We are an Authorized Insurer

We have been approved by the Insurance Authority as an
“authorized insurer” under the Insurance Companies Ordinance.
Accordingly, our mortgage insurance business is subject to the
regulatory requirements of the Insurance Companies Ordinance

and the prudential supervision of the Insurance Authority.

Credit Line from the Exchange Fund
The Exchange Fund through the Monetary Authority provides us

with a HK$10 billion credit line. This means we can borrow
shortterm funding of up to HK$10 billion to allow us to bridge
any time gap between the purchase of mortgage loans and the
issuance of debt securities to raise the money to pay for those

mortgages.

SHAREHOLDING STRUCTURE

We have an authorized share capital of HK$3 billion, divided
into 3 billion shares of HK$1 each, of which HK$2 billion has
been subscribed and paid up. All of the issued shares are
beneficially owned by the Financial Secretary of Hong Kong as

Controller of the Exchange Fund.

SUBSIDIARY
On 21 August 2002, we set up HKMC Mortgage Management

Limited as a wholly-owned subsidiary fo assist us in our business
of acquiring and servicing mortgage loans. Our subsidiary has
an authorized capital of HK$5 million of which HK$ 1 million has
been paid up.

OUR ASSET PURCHASE ACTIVITIES

We may buy loans from banks, government bodies, agencies,

statutory bodies, public bodies (including their affiliated credit

The Hong Kong Mortgage Corporation Limited n



| OUR BUSINESS

unions) and other sellers. To do this, we use funding obtained
primarily through the issuance of debt securities. We earn the
difference between the interest paid to us on the loan asset and

our funding costs.

In 2007, we purchased a total of HK$9.6 billion of financidl
assets, including HK$3 billion of residential mortgage loans and
HK$1.1 billion of non-mortgage assets in Hong Kong. We also
purchased HK$5.5 billion of Korean residential mortgage loans
in the form of mortgage-backed securities.

OUR MORTGAGE INSURANCE PROGRAMME
We launched our MIP in March 1999. Under the MIP, we

provide mortgage insurance cover on loans advanced by
approved authorized institutions (Approved Als) each secured by
a first legal charge on residential property for a fee. In April
2001, we expanded the MIP to cover equitable mortgage loans
secured on residential properties under construction. The amount
of mortgage insurance cover provided by us under the MIP is up
to 25% (increased in July 2004 from 20%) of the value of the
property on which the loan is secured. This enables the
Approved Als to advance mortgage loans of up to 95% of the
value of the property. In December 2007, we expanded the MIP
to cover non-owner occupied residential properties with a
loan-to-value ratio of up to 85%. We cover our insurance risk by
taking out mortgage reinsurance from our approved mortgage
reinsurers (Approved Reinsurers) on a back-to-back and
risksharing basis for the whole or a portion of the insurance

cover amount.

DIVERSIFICATION STRATEGY

Pursuant to the diversification strategy endorsed by the Board of
Directors in October 2006, we have proactively and prudently
implemented our business diversification plan to ensure effective
integration of new non-mortgage and overseas businesses with
the existing lines of businesses, while maintaining a strong
emphasis on risk management. With our business diversification,
we are better placed to maintain a viable scale of operation and
market presence in order to perform our strategic role as liquidity

provider to the local banking community in an effective manner.

In fulfilling our role as liquidity provider, we have purchased
non-residential mortgage assets in Hong Kong which also serves
to broaden our sources of asset acquisition. We are exploring
opportunities for the purchase of non-mortgage assets such as

hire purchase assets from key local market players.

We have been prudently exploring business opportunities in

overseas counfries and have successfully captured new

m The Hong Kong Mortgage Corporation Limited

opportunities of acquiring mortgage assets in Korea in 2007. As
part of our overseas expansion plan, we will be promoting our
business model in other markets in the region and the Middle
East. Initially, we intend to focus on exploring residential
mortgage related business, including mortgage purchases,
mortgage insurance/mortgage guarantee, consultancy services

and mortgage-backed securitisation.

The expansion of our business overseas will enable us to
gainfully utilize our experience and expertise accumulated over
the past years. We expect that our efforts in regional business
expansion will help reinforce Hong Kong's status as an

infernational finance centre.

REGIONAL AND CHINA INVOLVEMENT

We have been sharing our knowhow with various mortgage
corporations and financial institutions in the Asian region in
areas such as development of a secondary mortgage market,
mortgage-backed securitisation, mortgage insurance, mortgage
guarantee, business operations and process management. In
addition, we have been approached by various financial
institutions outside Hong Kong to explore potential business
opportunities. Such business opportunities entail exfensive
research and analysis of the market conditions, regulafory
framework and risk management practices of mortgage lenders

in those overseas markets.

OVERSEAS JOINT VENTURE COOPERATION

In December 2007, we reached an agreement with Cagamas
Berhad (Cagamas), the mortgage corporation of Malaysia, on
the establishment of a joint venture company for the purpose of
developing mortgage guarantee business in Malaysia and other
countries, including the Islamic markets in particular. The joint
venture company, Cagamas HKMC Berhad, was incorporated
on 14 April 2008, and is expected fo commence operations in
2008 with the launch of a mortgage guarantee programme in
Malaysia to provide guarantee coverage to mortgage loan
originators  for both conventional and  Shariah-compliant

mortgages.



| OUR BUSINESS

OUR DEBT PROGRAMMES

Our assets purchase activities require efficient fund-raising
through debt issuance. We have adopted a systematic approach
to develop our debt issuance capability for financing loan
purchases and other working capital requirements. We began by
setting up our HK$20 Billion Note Issuance Programme in
January 1998, followed by our HK$20 Billion Debt Issuance
Programme in June 1998. We use our Debt Issuance Programme
to raise funds from institutional investors in the Hong Kong dollar
debt market. We increased the size of the programme to HK$40
billion in January 2003 and in May 2003 we established a
transferable loan certificate sub-programme. This provides

further flexibility in our fund-raising arrangements.

In October 2001, we launched the inaugural issue of our refail
notes on a standalone basis. Since then we have made frequent
further issues of retail notes, each on a standalone basis. In order
to facilitate future issuance of retail notes, we set up this Retail
Bond Issuance Programme in May 2004 and made a debut issue
in June 2004.

In June 2007, we established a multi-currency US$3 billion
Medium Term Note Programme to raise funds in the international
market and to broaden our investor base and funding source.
The multi-currency feature of the Medium Term Note Programme
enables us fo issue notes in major currencies including Hong
Kong dollar, US dollar, euro and yen to meet the demands of
both domestic and overseas institutional investors. In early 2008,
we started to issue debts under the Medium Term Note

Programme.

OUR MORTGAGE-BACKED SECURITIES PROGRAMMES

In  October 1999, we launched the Guaranteed
Mortgage-Backed Pass-Through Securitisation Programme under
which, in return for a guarantee fee, we guarantee the timely
payment of principal and interest in respect of mortgage-backed

securities issued by HKMC Funding Corporation (1) Limited.

In December 2001, we launched the Bauhinia MBS Programme
under which Bauhinia MBS Limited will from time to time issue
mortgage-backed securities in different currencies and structures.
Since the inception of the Bauhinia MBS Programme, we have
securitised HK$10.4 billion of mortgage loans.

The Hong Kong Mortgage Corporation Limited
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OUR LOAN PORTFOLIO

We believe we possess a high quality loan portfolio. We adopt

a four-pronged approach to maintain the asset quality of our loan <

portfolio:

| careful selection of the sellers and servicers;

<« prudent asset purchasing criteria and insurance eligibility

criteria;
effective due diligence review processes; and

<« the provision of adequate protection for higher risk

mortgages or transactions.

CAPITALTO-ASSETS RATIO

To ensure that we are managed in a prudent manner, the Financial Secretary has issued guidelines in respect of the minimum
capitalo-assets ratio of 5% to be maintained by us in connection with our businesses. Any breach or likely breach of the
capitalto-assets ratio guidelines must be reported to the Financial Secretary.

The capital-to-assets ratio guidelines are as follows:

Business

Mortgage portfolio

Mortgage-backed securities portfolio

Mortgage insurance

Securitised mortgage loans transferred from
us to the special purpose entities (SPE) that
are qualified for derecognition from our
balance sheet before account consolidation
of the SPE

Securitised mortgage loans transferred from
us fo the SPE that are not qualified for
derecognition from our balance sheet
before account consolidation of the SPE,
where the mortgage-backed securities
issued are:

()  guaranteed by us

(i)  not guaranteed by us
Non-residential mortgage loans

Non-mortgage loans

Overseas residential mortgage loans

Minimum Capital-to-Assets Ratio
5% of regular retained mortgage portfolio

2% of retained mortgage portfolio where there is no assumption of the underlying
credit risk of the mortgage loans

2% of mortgage-backed securities portfolio

0% of risk-in-force value of exposure covered by reinsurance arrangements with
approved reinsurers

5% of risk-inforce value of exposure not covered by reinsurance arrangements

0% of securitised mortgage loans

2% of securitised mortgage loans

5% of securitised mortgage loans

8% of the non-residential mortgage loan portfolio

8% of the non-mortgage loan portfolio

The capital requirement applicable to the jurisdiction in which the overseas

residential property is situated to adjust for the 5% requirement on regular mortgage
loan portfolios

The Hong Kong Mortgage Corporation Limited



| OUR BOARD OF DIRECTORS AND SENIOR MANAGEMENT

Our Chairman is the Financial Secretary of Hong Kong. The members of our board of directors at the date of this programme prospectus
are:

Name and Business Address

Chairman and Executive Director

The Honourable John TSANG Chun Wah, JP

5th Floor, Main Wing
Central Government Offices
Lower Albert Road, Central
Hong Kong

Deputy Chairman and Executive Director

Joseph YAM Chi Kwong, GBS, JP
55th Floor

Two International Finance Centre
8 Finance Street

Centrall

Hong Kong

Executive Directors

Peter PANG Sing Tong, JP

55th Floor

Two International Finance Centre
8 Finance Street

Central

Hong Kong

Eddie YUE Wai Man, JP

55th Floor

Two International Finance Centre
8 Finance Street

Centrall

Hong Kong

Directors

The Honourable Ronald Joseph ARCULLI,
CVO, GBS, OBE, JP

Room 2012

Hutchison House

10 Harcourt Road

Centrall

Hong Kong

Other Interests

Financial Secretary
Controller of the Exchange Fund

Chief Executive of the Hong Kong Monetary
Authority

Deputy Chief Executive of the
Hong Kong Monetary Authority

Deputy Chief Executive of the
Hong Kong Monetary Authority

Member of Executive Council

Senior Partner of Arculli Fong & Ng

Chairman of Hong Kong Exchanges and
Clearing Limited

Interests in our
transactions — see
the section

headed

“Directors’
Interests in
Transactions and
Contracts” below

(2)(9) (1)
(1 (2) 9)
(1) (2) 9)
(1) 2) (9)
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Name and Business Address

Professor the Honourable K C CHAN, SBS, JP
8th Floor, West Wing

Central Government Offices

Lower Albert Road

Central

Hong Kong

The Honourable CHAN Kam Lam, SBS, JP
Room 523F, 5th Floor

West Wing

Central Government Offices

11 Ice House Street

Central

Hong Kong

CHAN Kin Por, JP

11th Floor, Fairmont House
8 Cotton Tree Drive
Central

Hong Kong

The Honourable Ms. Eva CHENG, JP
2nd Floor, Main Wing

Central Government Offices

Lower Albert Road, Central

Hong Kong

Professor the Honourable Anthony
CHEUNG Bing Leung, BBS, JP
22nd Floor

K. Wah Centre

191 Java Road

North Point

Hong Kong

Eddy FONG Ching, SBS, JP
8th Floor, Chater House

8 Connaught Road Central
Hong Kong

David LAM Yim Nam

11th Floor, Bank of China Building
2A Des Voeux Road Central

Hong Kong

Other Interests

Secretary for Financial Services and the
Treasury
Official member of The Hong Kong Housing
Authority

Legislative Councillor
Member of The Hong Kong Housing Authority

Chief Executive of Munich Reinsurance
Company Hong Kong Branch

Secretary for Transport and Housing
Chairman of The Hong Kong Housing Authority

Chairman of Consumer Council
Member of The Hong Kong Housing Authority

Chairman of Securities and Futures Commission

Deputy Chief Executive of Bank of China (Hong
Kong) Limited

The Hong Kong Mortgage Corporation Limited

Interests in our
transactions — see
the section

headed
“Directors’
Interests in
Transactions and
Contracts” below

(3)(11)

(3)

(3) (11)

(3)

(3) (4) () (6)
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Name and Business Address

The Honourable Andrew LEUNG Kwan
Yuen, SBS, JP

2nd Floor, Shui Hong Industrial Building
547-549 Castle Peak Road

Kwai Chung, New Territories

Hong Kong

Dr. the Honourable David LI Kwok Po,
GBM, GBS, LLD (Cantab), JP

22nd Floor

10 Des Voeux Road Central

Hong Kong

Geoffrey Jay MANSFIELD
1201 Sun Hung Kai Centre
30 Harbour Road
Wanchai

Hong Kong

The Honourable Abraham SHEK Lai Him,
SBS, JP

Room 806, Manning House

48 Queen’s Road, Central

Hong Kong

The Honourable SIN Chung Kai, SBS, JP
Room 410, West Wing

Central Government Offices

11 lce House Street

Central

Hong Kong

Eddie TAN Cheng Soo
48th Floor, Citibank Tower
Citibank Plaza

3 Garden Road

Central

Hong Kong

Other Interests

Legislative Councillor
Chairman of Sun Hing Knitting Factory Limited

Legislative Councillor
Chairman and Chief Executive of The Bank of
East Asia, Limited

Chairman of The DTC Association

Legislative Councillor

Legislative Councillor
Member of The Hong Kong Housing Authority

Regional Treasurer of Global Consumer Bank —
Asia Pacific

Citibank, N.A. (based in Singapore)

The Hong Kong Mortgage Corporation Limited

Interests in our
transactions — see
the section

headed

“Directors’
Interests in
Transactions and
Contracts” below

(3) (4) (5) (6) (12)
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DIRECTORS’ INTERESTS IN TRANSACTIONS AND CONTRACTS

A number of our directors have inferests in our contracts and transactions because of their positions and activities in the Government of

Hong Kong or in business. Interests which may be considered significant to our business are noted as follows:

(1)

(2)

(3)

(4)

()

(6)

()

(8)

(%)

(10)

(1)

(12)

We are a member of the Central Moneymarkets Unit Service operated by the Hong Kong Monetary Authority ([HKMA) which
provides custodian and clearing agent services for the debt securities issued by us. In 2007, we paid HK$1.1 million by way of
fees to the HKMA for such services.

The Exchange Fund through the HKMA has provided us with a HK$10 billion revolving credit facility. As at 31 December 2007,
there was no outstanding balance.

Being an executive director or senior officer of a financial institution or organisation as specified under the column headed “Other
Interests” in the above table which has entered into an agreement with us in respect of the purchase of mortgage loans by us from
time fo time under the Mortgage Purchase Programme.

Being an executive director or senior officer of a financial institution or organisation as specified under the column headed “Other
Inferests” in the above table which has entered into an agreement with us in respect of the application for mortgage insurance
cover from time to time under the Mortgage Insurance Programme.

Being an executive director or senior officer of a financial insitution as specified under the column headed “Other Interests” in
the above table which has entered info an agreement with us, as primary dealer or selling group member in the HK$40 Billion
Debt Issuance Programme.

Being an executive director or senior officer of a financial insfitution as specified under the column headed “Other Interests” in
the above table which has entered into an agreement with us, as a placing bank in the HK$20 Billion Retail Bond Issuance
Programme.

Being an executive director or senior officer of a financial institution as specified under the column headed “Other Interests” in
the above table which has entered into an agreement with us, as arranger or lead manager/co-lead manager in one or more of
our mortgage-backed securities issues, including the US$3,000,000,000 Bauhinia Mortgage-Backed Securitisation Programme.

Being an executive director or senior officer of a financial institution as specified under the column headed “Other Interests” in
the above table which has entered into an agreement with us, as arranger or dealer in the US$3,000,000,000 Medium Term
Note Programme.

On 21 April 2004, we entered into a lease for a period of 6 years commencing on 1 January 2005 with The Financial Secretary
Incorporated (FSI) by which the FSI let to us Suite 7902 on 79th Floor and the whole of the 80th Floor, Two International Finance
Centre, 8 Finance Street, Central, Hong Kong. At the direction of the FSI, we paid rental to the HKMA. In 2007, we paid a total
of HK$6.4 million of rental to the HKMA.

Members of the Citi group have entered into agreements with us in respect of the matters set out in paragraphs (3), (4), (5), (6),

(7) and (8) above.
In 2007, we purchased about HK$64 million of mortgage loans from the FSI.

In 2007, we purchased about HK$2 billion of mortgage loans from The Bank of East Asia, Limited.

m The Hong Kong Mortgage Corporation Limited
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SENIOR MANAGEMENT

Members of our senior management are:

Chief Executive Officer James H. LAU Jr., JP
Senior Vice President (Operations) Kenny FOK Tsz Chun
Senior Vice President (Finance) Raymond LIU Chi Keung
General Counsel and Company Secretary Susie CHEUNG Sau Fun

The Hong Kong Mortgage Corporation Limited



| FURTHER REQUIRED INFORMATION ABOUT US

FURTHER REQUIRED INFORMATION

It is our statutory responsibility to give you the following further

items of information.

There has been no material adverse change in our financial or

trading position since 31 December 2007.

There are no litigation or arbitration proceedings against or
affecting us, nor are we aware of any claims pending or, to our
knowledge, threatened against us, which are material in the
context of this programme prospectus or the issue of the notes.

We are incorporated in Hong Kong as a public company with
limited liability under the Companies Ordinance. Our company
registration number is 596648.

No person has, or is entitled to, an option to subscribe for our

shares or debentures.

None of our shares or debentures have been issued, nor have we
agreed to issue any, as fully or partly paid up otherwise than in

cash within the last three years.

Our articles of association provide that our directors may
exercise all our powers to borrow money without limit and on

whatever terms they decide.

FINANCIAL INFORMATION ABOUT US

We publish our audited annual report and financial statements
following the end of each of our financial years and we publish
our unaudited interim financial statements following the end of
each of our semi-annual inferim financial periods. Our financial

year end is 31 December.

m The Hong Kong Mortgage Corporation Limited

PricewaterhouseCoopers, independent accountants and our
auditors for the year ended 31 December 2007, have given and
have not withdrawn their written consent fo the inclusion in this
programme prospectus of their report dated 10 April 2008
(which relates to our 2006 and 2007 financial statements) in the
form and context in which it is included. Their report was not
prepared exclusively for incorporation in this programme

prospectus.

As our independent auditors, PricewaterhouseCoopers do not
have any shareholding in our company or any of our
subsidiaries, nor do they have the right (whether legally
enforceable or not) to subscribe for or to nominate persons to
subscribe for any of our securities or any securities of our
subsidiaries.

A summary fable of up-to-date key business information will be
included in each issue prospectus.

REGULATORY INFORMATION ABOUT THIS PROGRAMME
PROSPECTUS

The Securities and Futures Commission has authorized this
programme prospectus for registration by the Registrar of
Companies. This authorization does not imply that the Securities
and Futures Commission endorses or recommends any offer of

our notes.

In preparing this programme prospectus, we asked for, and were
granted by the Securities and Futures Commission, exemptions
from full compliance with some of the provisions of the
Companies Ordinance. A summary of the exemptions and of the
conditions to which the certificate of exemption issued by the
Securities and Futures Commission is subject, will be on display
and may be found on the website of the Securities and Futures

Commission: www.sfc.hk.



| HONG KONG TAXATION OF NOTES

We have based this summary of Hong Kong tax on current law
and practice. It is intended to give you an overview of what Hong
Kong tax you might have to pay if you hold our notes. It is not
complete and we are not giving you any tax advice. You should
consult your own tax adviser about the tax consequences of
investing in our notes, particularly if you are subject to special
tax rules (for example, if you are a bank, dealer, insurance

company or a tax-exempt entity).

WITHHOLDING TAX

We are not required under current law to make any withholding
on account of Hong Kong tax from payments of principal
(including premiums and discounts) and inferest in respect of our

notes.

CAPITAL GAINS TAX

No capital gains tax is payable in Hong Kong on any capital

gains arising from resale of notes.

PROFITS TAX

Profits tax is charged on every person carrying on a frade,
profession or business in Hong Kong in respect of assessable
profits arising in or derived from Hong Kong from such trade,

profession or business.

Under the Inland Revenue Ordinance (Cap. 112) of Hong Kong
as it is currently applied, interest on our notes will be subject to
Hong Kong profits tax where such inferest is received by or
accrued fo:

< a financial institution (as defined in the Inland Revenue
Ordinance) and such interest arises through or from the
carrying on by the financial institution of its business in
Hong Kong;

<« acorporation carrying on a frade, profession or business
in Hong Kong and such interest is derived from Hong

Kong; or

<« aperson, other than a corporation, carrying on a trade,
profession or business in Hong Kong and such interest is
derived from Hong Kong and is in respect of the funds of
the trade, profession or business.

Notes of a particular series may be “qualifying debt
instruments”. Qualifying debt instruments may entitle the holder
to relief from all or part of any profits tax chargeable on
payments of interest, depending on the maturity and other
features of the notes.

In addition, Hong Kong profits tax may be charged on profits
arising on the sale, disposal or redemption of notes where the
sale, disposal or redemption is or forms part of a trade,
profession or business carried on in Hong Kong.

STAMP DUTY

Our notes are not subject to Hong Kong stamp duty or bearer
instrument duty either when issued or on any subsequent transfer.
If there is stamp duty payable on a series of notes, we will specify

that in the applicable issue prospectus.

The Hong Kong Mortgage Corporation Limited m



| OTHER INFORMATION ABOUT OUR PROGRAMME

OUR DIRECTORS TAKE RESPONSIBILITY FOR THIS
PROGRAMME PROSPECTUS

Our directors  collectively and individually accept full
responsibility for the accuracy of the information contained in
this programme prospectus. They confirm, having made all
reasonable enquiries, that to the best of their knowledge and
belief this programme prospectus contains no untrue statement
(including a statement which is misleading in the form and

context in which it is included and including a material omission).

Information included on the websites referred to in this
programme prospectus does not form part of this programme
prospectus. Neither we nor any of our directors accept any

responsibility for information on those websites.

None of the banks which sell our notes is responsible in any way

to ensure the accuracy of our prospectuses.

WE WILL UPDATE THIS PROGRAMME PROSPECTUS
WHENEVER WE OFFER NOTES, IF NECESSARY

This programme prospectus is accurate as af the date stated on
the cover. You must not assume that information in this
programme prospectus is accurate at any time after the date of
this programme prospectus. If the information in this programme
prospectus needs to be updated at the time we register an issue
prospectus, we will either put the updated information in the
issue prospectus or, if we prefer, we may put it info an addendum
to this programme prospectus. If we use an addendum, we will
register it with the Registrar of Companies in Hong Kong. Our
latest issue prospectus will tell you whether an addendum has

been published.

We will also give notice to our noteholders of any information
about us which is necessary to avoid the establishment of a false
market in our notes, or which may significantly affect our ability

to make payments on our notes.

Our programme prospectus is also available in a Chinese

translation.

WHERE YOU CAN READ COPIES OF OUR PROGRAMME
DOCUMENTATION

This programme prospectus contains only a summary description
of our programme. To find out more, you can read copies of the
contracts which set up our programme by going to our office at

80th Floor, Two International Finance Centre, 8 Finance Street,

The Hong Kong Mortgage Corporation Limited

Central, Hong Kong or to the office of Bank of China (Hong
Kong) Limited, our principal paying agent, at 25th Floor, Bank of
China Centre, Olympian City, 11 Hoi Fai Road, West Kowloon,
Hong Kong. These offices are open only during normal business
hours and not on Saturdays, Sundays or public holidays. You can
also view the programme prospectus on-screen by visiting our
website: www.hkme.com.hk.

These are the documents, copies of which we will keep on
display during an offer period for our notes and while any of our

notes is still outstanding:

< our current programme prospectus, and any updating
addendum;

< our issue prospectus pertaining to the relevant notes
offered;

| a lefter from our auditors, PricewaterhouseCoopers,
consenting to the issue of this programme prospectus with
their audit report in it;

< o summary of the exemptions and of the conditions fo
which the certificate of exemption relating to this
programme prospectus is subject;

<« the trust deed, and each supplemental trust deed for
which notes are still outstanding. The trust deed includes
the form of our notes and the terms and conditions. A
supplemental trust deed includes the pricing supplement
for the notes it constitutes;

< the paying agency agreement;
<« the ferms of our market maker agreement;
< our upto-date memorandum and articles of association;

< our most recently published audited annual report and
financial statements and a copy of our most recently
published unaudited interim financial statements; and

<« any notices given by us under the conditions of our notes.

Our programme agreement will also be on display during each
offer period for our notes.

A reasonable fee will be charged if you want to take photocopies
of any of the documents whilst they are on display.
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The reference to pages 104 to 177 below should be interpreted to mean pages 23 to 96 of this programme prospectus.

Independent Auditor’s Report

Independent Auditor’s Report

To the shareholders of The Hong Kong Mortgage Corporation Limited
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of The Hong
Kong Mortgage Corporation Limited (the “Company”) and its
subsidiaries (together, the “Group”) set out on pages 104 to 177,
which comprise the consolidated and company balance sheets as
at 31 December 2007, and the consolidated income statement, the
consolidated statement of changes in equity and the consolidated cash
flow statement for the year then ended, and a summary of significant

accounting policies and other explanatory notes.

Directors’ responsibility for the financial statements

The directors of the Company are responsible for the preparation
and the true and fair presentation of these financial statements in
accordance with Hong Kong Financial Reporting Standards issued by
the Hong Kong Institute of Certified Public Accountants and the Hong
Kong Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making

accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit and to report our opinion solely
to you, as a body, in accordance with section 141 of the Hong Kong
Companies Ordinance and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the

contents of this report.
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Independent Auditor’s Report

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor’s judgement, including
the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the
entity’s preparation and true and fair presentation of the financial
statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as

evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements give a true and
fair view of the state of affairs of the Company and the Group as at
31 December 2007 and of the Group’s profit and cash flows for the
year then ended in accordance with Hong Kong Financial Reporting
Standards and have been properly prepared in accordance with the

Hong Kong Companies Ordinance.
PricewaterhouseCoopers
Certified Public Accountants

Hong Kong,
10 April 2008.
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22 /N 22 .
AR Consolidated Income Statement
BEZZELFE+ A =+ —HIFE for the year ended 31 December 2007

2007 2006
! T T
Notes HK$’000 HK$’000
FLE WA Interest income 6 2,339,433 2,294,607
B H Interest expense 7 (1,690,101) (1,577,391)
AR BB Net interest income 649,332 717,216
HAg A Other income 8 296,459 154,410
HBBA Operating income 945,791 871,626
KBS Operating expenses 9 (129,038) (117,799)
AR Bl (BT Operating profit before
A A8 i ) impairment 816,753 753,827
BB Write-back of loan
HY 435 1] impairment allowances 12 4,457 8,473
BRBE i Az A Profit before taxation 821,210 762,300
BiIE Taxation 13(a) (80,546) (79,627)
A4 BE i Profit for the year 740,664 682,673
HEDR B B Proposed dividend 16 250,000 250,000
110 £ 177 F P # M 2t 25 47 i B B #R € 1) — The notes on pages 110 to 177 are an integral part of these consolidated financial
i statements.
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A EEARE

RoFELFEFZH=+—H

Consolidated Balance Sheet

as at 31 December 2007

2007 2006
M EE T R
Notes HK$’000 HK$’000
i ASSETS
e g4 Cash and short-term funds 17 2,666,505 1,914,806
TSRS B FEE K Interest and remittance receivables 18 882,107 556,107
TSI - Prepayments, deposits
T oA and other assets 19 41,028 31,011
fird sl T A Derivative financial instruments 20 657,486 262,760
SR & TR Loan portfolio, net 21 34,460,291 32,376,452
BHRE Investment securities:
— ik - available-for-sale 22(a) 4,038,250 4,614,519
—Fr 25 - held-to-maturity 22(b) 5,500,024 4,673,090
[i] 5 Fixed assets 23 15,849 19,356
THAR B Reinsurance assets 26 366,383 373,901
48,627,923 44,822,002
=R LIABILITIES
AT FIE Interest payable 471,993 349,973
JEEASTRRTE ~ JEASH B 3 K Accounts payable, accrued expenses
Hofih £ other liabilities 25 4,151,506 4,204,591
M4 m T H Derivative financial instruments 20 122,642 162,952
JEA B IE Tax payable 13(b) 21,275 16,511
R S T i Deferred tax liabilities 13(b) 28,542 27,810
(G H=Lis Insurance liabilities 26 661,386 624,856
CB TG R I Debt securities issued 27 33,311,190 28,935,470
BN e i Mortgage-backed securities issued 28 4,229,159 5,361,260
42,997,693 39,683,423
i SHAREHOLDERS’ EQUITY
JigeA Share capital 30 2,000,000 2,000,000
R B i Al Retained profits 31 3,151,567 2,678,722
B it Contingency reserve 31 102,497 84,678
O TAE R Fair value reserve 31 120,673 125,179
b it i Hedging reserve 31 5,493 -
BRI Proposed dividend 16 250,000 250,000
5,630,230 5,138,579
48,627,923 44,822,002

R O S FF AR H A H o R Approved and authorized for issue by the Board of Directors on 10 April 2008.

AT«
f£% W Yam Chi Kwong, Joseph RN Pang Sing Tong, Peter
AL Deputy Chairman FIT7#H  Executive Director

110 F 177 B FTH M it 23 45 6 B S #R 2 19— The notes on pages 110 to 177 are an integral part of these consolidated financial
#57 o statements.
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EEAMER Balance Sheet

A EEREEF—A=+—H as at 31 December 2007
2007 2006
M EE T AR
Notes HK$’000 HK$’000
i ASSETS
e REE 4 Cash and short-term funds 17 2,354,108 1,529,323
TSRS B FEE K Interest and remittance receivables 18 866,260 535,112
TR - Prepayments, deposits
B At and other assets 19 59,600 61,464
fird sl T Derivative financial instruments 20 631,129 254,069
SR G TR Loan portfolio, net 21 31,516,597 28,552,854
BHRE Investment securities:
— ik - available-for-sale 22(a) 4,038,250 4,614,519
—Fr 25 - held-to-maturity 22(b) 5,500,024 4,673,090
Wi g 2 ) 4% Investment in a subsidiary 24 151,766 32,180
fi] 7 Fixed assets 23 15,849 19,356
TR B Reinsurance assets 26 366,383 373,901
45,499,966 40,645,868
A6 LIABILITIES
AT FLE Interest payable 457,798 329,418
JEATHRIA ~ FEATBH 2 Accounts payable, accrued
B Ho A ik expenses other liabilities 25 5,160,093 5,422,358
M4 m T H Derivative financial instruments 20 121,961 148,269
JREA B IE Tax payable 13(b) 21,275 16,511
R S T Deferred tax liabilities 13(b) 28,746 28,019
fREg R Insurance liabilities 26 661,386 624,856
C B TG I Debt securities issued 27 33,417,081 28,935,470
39,868,340 35,504,901
i SHAREHOLDERS’ EQUITY
JigeA Share capital 30 2,000,000 2,000,000
R B i Al Retained profits 31 3,152,963 2,681,110
B it Contingency reserve 31 102,497 84,678
INPAEREE Fair value reserve 31 120,673 125,179
b it i Hedging reserve 31 5,493 -
BRI Proposed dividend 16 250,000 250,000
5,631,626 5,140,967
45,499,966 40,645,868

HRR R ZFE/E A+ H ik Approved and authorized for issue by the Board of Directors on 10 April 2008.

L

f£% M Yam Chi Kwong, Joseph RN Pang Sing Tong, Peter

AL Deputy Chairman FT7#H  Executive Director

110 F 177 EPTH M EE 75 456 BB IR A 19— The notes on pages 110 to 177 are an integral part of these consolidated financial
w7 o statements.
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2z AN Kl >4 2254 . . .
fo e A S B R Consolidated Statement of Changes in Equity
BEZZELFE+ A =+ —HIFE for the year ended 31 December 2007

ficA A Fohtofikhs

Share Retained Other At
capital profits reserves Total
i3 T T T T
Notes HK$'000 HK$'000 HK$'000 HK$'000
REZZNE— A — B Balance as at 1 January 2006 2,000,000 2,519,002 155,664 4,674,666
BB A FE Fair value gains, net of tax
—n]fik B - available-for-sale securities 31 - - 31,240 31,240
AR A Profit for the year - 682,673 - 682,673
RN IN Transfer of 50% of net risk
J B it i 2 4 premium earned from
Ve 2 R A 50% retained profits to
contingency reserve 31 = (22,953) 22,953 =
BN -ZERERE Dividend paid relating to 2005 = (250,000) = (250,000)
REBEANEF =T —HER  Balance as at 31 December 2006 2,000,000 2,928,722 209,857 5,138,579
MR BIER AT E Fair value gains, net of tax
— Al S - available-for-sale securities 31 - - 14,193 14,193
—RE R - cash flow hedges 31 - - 5,493 5493
et B T Release upon disposal of
BERE A > available-for-sale
BB investment, net of tax 31 - - (18,699) (18,699)
AR A Profit for the year - 740,664 = 740,664
LR IN Transfer of 50% of net risk
JEB i i . T premium earned from
R O 2 R A 50% retained profits to
contingency reserve 31 - (18,489) 18,489 -
VR 8 e 2 R B Release of contingency reserve
to retained profits 31 - 670 (670) -
ENZFTANERE Dividend paid relating to 2006 16 - (250,000) = (250,000)
REFRLETTAZT—HER  Balance asat 31 December 2007 2,000,000 3,401,567 228,663 5,630,230
110 £ 177 F P # M 2t 25 47 i B B #R € 1) — The notes on pages 110 to 177 are an integral part of these consolidated financial
L7 statements.
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i A Bl i R

BE_ZELEFFZA=+—HIL4EE

Consolidated Cash Flow Statement

for the year ended 31 December 2007

2007 2006
WRE T THETC
Notes HK$’000 HK$000
BEBH B R Cash flows from operating activities
B i A1 Profit before taxation 821,210 762,300
AU &AM A % Adjustment for:
EiiN3 Depreciation 10,147 10,594
1] B i i 4R Loss on disposal of fixed assets - 2
OB AT S 6 5 BT i Amortisation of discount on
debt securities issued 46,392 42,116
IR (A58 4 1 288 1) Write-back of loan impairment
allowances (4,457) (8,473)
TR ] AR g Loan portfolio written off net

BB A of recoveries (5,846) (23,141)

8 S B TR Amortisation of discount on

investment securities (107,323) (102,042)
B T B AR T AR Net gain on disposal of

available-for-sale securities (922) -
BT EAFHES Change in fair value of

financial instruments (56,090) 25,487

703,111 706,843

TR =AU 2 B Increase in time deposits with more

kil Zses | than three months' maturity (42,981) (197,283)
JREMSC ]S B B ket Increase in interest and

remittance receivables (326,000) (166,279)
TARTFIE ~ i Increase in prepayments,

T FoAt B EE s deposits and other assets (10,017) (15,354)
B () 8> (Increase)/decrease in loan portfolio (2,073,536) 1,204,020
JRE A S st Increase in interest payables 122,020 92,040
JEATARIE - MEATBA Decrease in accounts payable,

BB A accrued expenses and

other liabilities (53,085) (160,750)
R g 4 A st A o Increase/(decrease) in insurance

/ CE2) liabilities, net 44,048 (4,079)

AN TE 725 5 Exchange differences (17,686) (17,413)
WAEERE (BT )/ Frias 4 Cash (used in)/generated from operation (1,654,126) 1,441,745
B A A5 B Hong Kong profits tax paid (75,346) (58,570)
R (), Net cash (used in)/generated from

P58 4 1 3 operating activities (1,729,472) 1,383,175
BTG i A3 Bl A Cash flows from investing activities

P i o Purchase of fixed assets 23 (6,640) (7,794)

R AT R R Purchase of available-for-sale

securities 22(a) (23,476,586) (21,051,103)
e i e Purchase of held-to-maturity
securities 22(b) (4,014,805) (357,028)

S O ] T A Proceeds from sale or redemption

5 I BT AR of available-for-sale securities 24,137,931 18,602,056
S 2 2 Proceeds from redemption of

A7 T R held-to-maturity securities 22(b) 3,202,554 209,631

BEEB) B T B e Net cash used in investing activities (157,546) (2,604,238)
T B A Net cash outflows before financing (1,887,018) (1,221,063)
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HmEBEHER Consolidated Cash Flow Statement
BEZZELFE+ A =+ —HIFE for the year ended 31 December 2007
2007 2006
i3 T T
Notes HK$°000 HK$'000
YR B9 7 B A Cash flows from financing activities
AT 25 BT 1 Proceeds from issue of
debt securities 27 16,356,005 13,222,900
B I 2 AT s W 0 Redemption of debt securities issued 27 (12,346,500) (12,699,326)
BEATH R 5 BT 1 0H Proceeds from issue of
mortgage-backed securities 28 - 2,000,000
E BT R AR Repayment of mortgage-backed
securities issued 28 (1,163,769) (1,830,315)
EARE Dividend paid 16 (250,000) (250,000)
il 4 ) A B AR Net cash generated from
financing activities 2,595,736 4431259
BEeR5WB4EEH Net increase/(decrease) in cash
Bim,/ (3 S and cash equivalents 708,718 (777,804)
AERIMBLE RS BN H Beginning cash and cash equivalents 1,717,523 2,495,327
AEH I BIA R A W B4 H Ending cash and cash equivalents 17 2,426,241 1,717,523
110 £ 177 F P # M 2t 25 47 i B B #R € 1) — The notes on pages 110 to 177 are an integral part of these consolidated financial
AP o statements.
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Notes to the Consolidated Financial Statements

1. Basis of preparation

The consolidated financial statements of The Hong Kong Mortgage
Corporation Limited (the “Company”) and its subsidiaries (collectively the
“Group”) have been prepared in accordance with Hong Kong Financial
Reporting Standards (“HKFRSs” is a collective term which includes all
applicable individual Hong Kong Financial Reporting Standards (“HKFRS”),
Hong Kong Accounting Standards (“HKASs”) and Interpretations) issued
by the Hong Kong Institute of Certified Public Accountants (“HKICPA”),
accounting principles generally accepted in Hong Kong and the requirements
of the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared under the
historical cost convention, as modified by the revaluation of available-for-
sale investment securities, financial assets and financial liabilities (including
derivative financial instruments) carried at fair value.

The principal accounting policies applied in the preparation of these
consolidated financial statements are consistently applied to all the years
presented, unless otherwise stated.

The preparation of financial statements in conformity with HKFRSs requires
the use of certain critical accounting estimates. It also requires management
to exercise its judgement in the process of applying the Group’s accounting
policies. The areas involving a higher degree of judgement or complexity, or
areas where assumptions and estimates are significant to the consolidated
financial statements, are disclosed in Note 4.

2. Significant accounting policies

2.1 Adoption of HKFRSs

In 2007, the Group adopted the new/revised HKFRSs below, which are
relevant to its operations. The 2006 comparatives have been amended as
required, in accordance with the relevant requirements.

o HKEFRS 7, Financial Instruments: Disclosures and the Amendment
to HKAS 1, Presentation of Financial Statements: Capital Disclosures
are effective for annual accounting periods beginning on or after 1
January 2007. HKFRS 7 introduces certain new disclosures relating to
financial instruments while incorporating many of the requirements
in HKAS 32. HKFRS 7 supersedes HKAS 30 Disclosures in the
Financial Statements of Banks and Similar Financial Institutions,
and the disclosure requirements of HKAS 32 Financial Instruments:
Disclosure and Presentation. The Group has adopted HKFRS
7 and the amendment to HKAS 1 and the key impact are more
qualitative and quantitative disclosures primarily related to fair value
measurement and risk management. Accordingly the adoption of
this standard has no effect on the Group’s results of operations or
financial position.
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EE e BB R B Notes to the Consolidated Financial Statements

. B (HEMBHRERRZREG) 2 o HK(IFRIC) Interpretation 9, Reassessment of Embedded Derivatives
T ot > EMMAMATRERA is effective for the annual periods beginning on or after 1 June 2006.
FRIRAEN H — H 8 A% B IR Y 4F This interpretation requires an assessment of whether embedded
A AERL - % IHR PR ZH A R B IR L derivatives are required to be separated from the host contracts and
By & T #077 Rei ARTAE THR 15 8 accounted for as derivatives when the entity first becomes a party
B A A 75 BRI A A7 R TR AR to the contract. Subsequent reassessment is prohibited unless there
TRl o HAERIBHETEMN > ERA is a change in the terms of the contract that significantly modifies
s H B R R o [ 35 4 R TR B the cash flows that otherwise would be required under the contract,
it TP B K B R I ZELVE B A o in which case reassessment is required. The Group has applied
AREEDH - ZFEEFLE—H —HHEME HK(IFRIC) - INT 9 from 1 January 2007, and it has no material
AW (B RE SR A E) — impact on the Group’s financial statements.

A FEAR 9 5% o FLIBTACHR T BB # M
AT TR R R -

o HE(EBEMBRERREERS) & «  HK(IFRIC) Interpretation 10, Interim Financial Reporting and
TESS 1098 > o 303 A5 R S B et (07 Impairment is effective for the annual periods beginning on or after 1
H ZFZRE+—H — HelHAZ MR November 2006. This interpretation prohibits the impairment losses
AR BE I AR o %GR R AR B A recognised in an interim period on goodwill, investments in equity
U0 P R P~ PR R R instruments and investments in financial assets carried at cost to
2 FRUAS 51 R A1 <6 Pl 3 R A U be reversed at a subsequent balance sheet date. There is no material
ERFIRR AR AT AT - RAE impact on the Group’s financial statements arising from the adoption
(M BRE S EE®) of HK(IFRIC) Interpretation 10.

555 10 % 4 31 BB A 4 I A 75 2
CLEPN 22

A B2 8 T4 R T4 RLAR A T 51 2 A A The Group has chosen not to early adopt the following standard that
H A [ 2B A AR H —EE LA was issued and relevant to the Group’s operation but not yet effective for
— H — H B4R 0 & 5 R AR RO e accounting periods beginning on 1 January 2007.

HI o

WA FERIUE—H — H s = Z B G HKEFRS 8, Operating Segments which is effective for annual periods
A T JD [H] A= 20010 A T B i f MR R SR 8 beginning on or after 1 January 2009, will supersede HKAS 14 Segment
8 > AR XSO AR 2R 14 Reporting, under which segments were identified and reported on risk
G850 B 2 o AR AR A Us g w2 14 and return analysis. Items were reported on the accounting policies used
9 > ST R B K 1] R 43T e E K 2 for external reporting. Under HKFRS 8, segments are components of an
A o A5 TE H SERT T e SR R R entity regularly reviewed by an entity’s chief operating decision-maker.
)€ 5T IBOR 23 o AR5 7 Tk B R A e Items are reported based on internal reporting. The Group has assessed
RIER 845% » /04 A vl R A IRE E the impact of HKFRS 8 and concluded that the key impact will be on the
A 10w ALARER 3 o 2% TH H A% N BT identification of segments, measurement of segment information to be in
FHR o K R o AS4E [ B 3 5 9 B RS R line with the management information for decisions making; and more
5 EFI SR 8 B AY 5 BEE R4l - MO HEE £ qualitative and quantitative disclosures related to segments. Accordingly
BRI B Y JEERE ~ SR RO R R the adoption of the standard will have no effect on the Group’s results of
ZE B A D ORI S B S R AR A 5 R B operations or financial position.

LY HEAT B 29 B 0 R R e wH AR o R R
Ay SEUVE A g e A e ) A SR A U
AR DL AR AT 2

Fs et e IS8 198 (B5T) » MM HEZ HKAS 1 (Revised), Presentation of Financial Statements is effective from
Wit —FEFIFE—H —H s A the annual period beginning on or after 1 January 2009. The revised
f A A B A [ A K o B84BT HE FI) 3 B3 standard primarily amends the presentation requirements. The adoption
2 WHLEAE AR o RN ZEEN N & of the standard will have no effect on the Group’s results of operations or
S AR B2 (9] 268 /8 2 A8 w5 IR DL A AT A financial position.
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Notes to the Consolidated Financial Statements

2.2 Consolidation

The consolidated financial statements include the financial statements of

the Company and all its subsidiaries made up to 31 December.

Subsidiaries are all entities (including special purpose entities) over
which the Group has the power to govern the financial and operating
policies generally accompanying a shareholding of more than one half of
the voting rights. The existence and effect of potential voting rights that
are currently exercisable or convertible are considered when assessing
whether the Group controls another entity. Subsidiaries are fully
consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date that control ceases.

Inter-company transactions, balances and unrealised gains on transactions
between group companies are eliminated. Unrealised losses are also
eliminated unless the transaction provides evidence of impairment of
the asset transferred. Accounting policies of the subsidiaries have been
changed where necessary to ensure consistency with the policies adopted
by the Group.

In the Company’s balance sheet, the investment in the subsidiary is
stated at cost less provision for impairment allowances. The results of the
subsidiary are accounted for by the Company on the basis of dividends
received and receivable.

2.3 Interest income and expense

Interest income and expense are recognised in the income statement
for all interest bearing financial instruments using the effective interest
method except for those designated at fair value through profit or loss.

The effective interest method, a method of calculating the amortised cost
of a financial asset or a financial liability and of allocating the interest
income or interest expense over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financial instrument or, when
appropriate, a shorter period to the net carrying amount of the financial
asset or financial liability. When calculating the effective interest rate,
the Group estimates cash flows considering all contractual terms of

the financial instrument but does not consider future credit losses. The

calculation includes all fees and points paid or received between parties
to the contract that are an integral part of the effective interest rate,
transaction costs and all other premiums or discounts.

Once a financial asset or a group of similar financial assets has been
written down as a result of an impairment loss, interest income is
recognised using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss.
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Notes to the Consolidated Financial Statements

Non interest income

()

Fee and commission income

Fees and commissions are generally recognised on an accrual basis
when the service has been provided. Upfront arrangement fees that
are an integral part of the effective interest rate are recognised as
an adjustment to the effective interest rate in determining interest
income on the loans.

Dividend Income

Dividend income is recognised when the right to receive payment is
established.

Financial assets

The Group classifies its financial assets in the following categories:
financial assets at fair value through profit or loss; loans and receivables;
held-to-maturity investments; and available-for-sale financial assets. The
classification depends on the purpose for which the investments were
acquired. Management determines the classification of its investments at
initial recognition.

()

Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for
trading, and those designated as at fair value through profit or loss at
inception. A financial asset is classified as held for trading if acquired
principally for the purpose of selling in the short term or if it is part
of a portfolio of identified financial instruments that are managed
together and for which there is evidence of recent actual pattern of
short-term profit-making. Derivatives are also categorised as held for
trading unless they are designated as hedges.

A financial asset is typically classified as fair value through profit or
loss at inception if it meets the following criteria:

(i) the designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes referred
to as “an accounting mismatch”) that would otherwise arise
from measuring the financial assets or financial liabilities or
recognising the gains and losses on them on different bases; or
(ii) a group of financial assets and/or financial liabilities is managed
and its performance is evaluated on a fair value basis, in
accordance with a documented risk management or investment
strategy, and this is the basis on which information about the
financial assets and/or financial liabilities is provided internally
to the key management personnel.

=

(iii) Financial assets, such as debt securities held, containing one or
more embedded derivatives significantly modify the cash flows,

are designated at fair value through profit or loss.
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Notes to the Consolidated Financial Statements

(b)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market
and for which the Group has no intention of trading.

Held-to-maturity

Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturities that the
Group’s management has the positive intention and ability to hold to
maturity. If the Group was to sell other than an insignificant amount
of held-to-maturity assets, the entire category would be tainted and
reclassified as available-for-sale.

Available-for-sale

Available-for-sale investments are non-derivative financial
investments that are either designated in this category or not
classified in any of the other categories. Available-for-sale
investments are those intended to be held for an indefinite period of
time, which may be sold in response to needs for liquidity or changes
in interest rate, exchange rate or market prices. They are initially
recognised at fair value including direct and incremental transaction
costs. They are subsequently held at fair value.

Purchases and sales of financial assets are recognised on settlement
date. Financial assets are initially recognised at fair value plus
transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through
profit or loss are initially recognised at fair value, and transaction
costs are expensed in the income statement. Financial assets are
derecognised when the rights to receive cash flows from the financial
assets have expired or where the Group has transferred substantially
all risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value
through profit or loss are subsequently carried at fair value. Loans
and receivables and held-to-maturity investments are carried at
amortised cost using the effective interest method. Gains and losses
arising from changes in the fair value of the “financial assets at fair
value through profit or loss” category are included in the income
statement in the period in which they arise. Unrealised gains and
losses arising from changes in the fair value of available-for-sale
financial assets are recognised directly in equity, until the financial
asset is derecognised or impaired at which time the cumulative
gain or loss previously recognised in equity should be recognised in
income statement. However, interest calculated using the effective
interest method is recognised in the income statement. Dividends on
available-for-sale equity instruments are recognised in the income
statement when the entity’s right to receive payment is established.

Changes in the fair value of monetary securities denominated in
a foreign currency and classified as available-for-sale are analysed
between translation differences resulting from changes in amortised
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Notes to the Consolidated Financial Statements

cost of the securities and other changes in the carrying amount of
the securities. The translation differences on monetary securities
are recognised in income statement; translation differences on
non-monetary securities are recognised in equity. Changes in the
fair value of monetary and non-monetary securities classified as
available-for-sale are recognised in equity.

The fair value of quoted investments in active markets are based on
current bid prices. If there is no active market for a financial asset,
the Group establishes fair value by using valuation techniques. These
include the use of recent arm’s length transactions, reference to other
instruments that are substantially the same, discounted cash flow
analysis and other valuation techniques commonly used by market
participants.

2.6 Impairment of financial assets

(a) Assets carried at amortised cost

The Group assesses at each balance sheet date whether there is
objective evidence that a financial asset or group of financial assets is
impaired. A financial asset or a group of financial assets is impaired
and impairment losses are incurred if, and only if, there is objective
evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset (a “loss event”) and
that loss event (or events) has an impact on the estimated future cash
flows of the financial asset or group of financial assets that can be
reliably estimated. Objective evidence that a financial asset or group
of assets is impaired includes observable data that comes to the
attention of the Group about the following loss events:

« significant financial difficulty of the issuer or obligor;

o abreach of contract, such as a default or delinquency in interest
or principal payments;

o the Group granting to the borrower, for economic or legal
reasons relating to the borrower’s financial difficulty, a
concession that the Group would not otherwise consider;

o it becoming probable that the borrower will enter bankruptcy or
other financial reorganisation;

o the disappearance of an active market for that financial asset
because of financial difficulties; or

o observable data indicating that there is a measurable decrease
in the estimated future cash flows from a group of financial
assets since the initial recognition of those assets, although the
decrease cannot yet be identified with the individual financial
assets in the group, including:

- adverse changes in the payment status of borrowers in the
group; or
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- economic conditions that correlate with defaults on the
assets in the group.

The Group first assesses whether objective evidence of impairment
exists individually for financial assets that are individually significant,
and individually or collectively for financial assets that are not
individually significant. If the Group determines that no objective
evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of
financial assets with similar credit risk characteristics and collectively
assesses them for impairment. Assets that are individually assessed
for impairment and for which an impairment loss is or continues
to be recognised are not included in a collective assessment of
impairment.

If there is objective evidence that an impairment loss on loans and
receivables or held-to-maturity investments carried at amortised
cost has been incurred, the amount of the loss is measured as the
difference between the asset’s carrying amount and the present value
of estimated future cash flows (excluding future credit losses that
have not been incurred) discounted at the financial asset’s original
effective interest rate. The carrying amount of the asset is reduced
through the use of an allowance account and the amount of the
loss is recognised in the income statement. If a loan or held-to-
maturity investment has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective interest rate
determined under the contract. As a practical expedient, the Group
may measure impairment on the basis of an instrument’s fair value
using an observable market price.

The calculation of the present value of estimated future cash flows of
a collateralised financial asset reflects the cash flows that may result
from foreclosure less costs for obtaining and selling the collateral,
whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial
assets are grouped on the basis of similar credit risk characteristics
which are relevant to the estimation of future cash flows for groups
of such assets by being indicative of the debtors’ ability to pay all
amounts due according to the contractual terms of the assets being
evaluated.

Future cash flows in a group of financial assets that are collectively
evaluated for impairment are estimated on the basis of the
contractual cash flows of the assets in the Group and historical loss
experience for assets with credit risk characteristics similar to those
in the Group. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions
that did not affect the period on which the historical loss experience
is based and to remove the effects of conditions in the historical
period that do not exist currently.
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Notes to the Consolidated Financial Statements

Estimates of changes in future cash flows for groups of assets should
reflect and be directionally consistent with changes in related
observable data from period to period which are indicative of
changes in the probability of losses in the group and their magnitude.
The methodology and assumptions used for estimating future cash
flows are reviewed regularly by the Group to reduce any differences
between loss estimates and actual loss experience.

When a loan is uncollectable, it is written off against the related
allowance for loan impairment at the discretion of the Credit
Committee. Such loans are written off after all the necessary
procedures have been completed and the amount of the loss has been
determined. Subsequent recoveries of amounts previously written
off decrease the amount of the allowance for loan impairment in the
income statement.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised, the previously
recognised impairment loss is reversed by adjusting the allowance
account. The amount of the reversal is recognised in the income
statement.

Assets carried at fair value

The Group assesses at each balance sheet date whether there is
objective evidence that a financial asset or a group of financial assets
is impaired. If any such evidence exists for available-for-sale financial
assets, the cumulative loss — measured as the difference between the
acquisition cost and the current fair value, less any impairment loss
on that financial asset previously recognised in income statement — is
removed from equity and recognised in the income statement. If, in
a subsequent period, the fair value of a debt instrument classified as
available-for-sale increases and the increase can be objectively related
to an event occurring after the impairment loss was recognised
in income statement, the impairment loss is reversed through the
income statement.

Renegotiated loans

Loans that are either subject to collective impairment assessment or
individually significant and whose terms have been renegotiated are
no longer considered to be past due but are treated as renegotiated
loans.
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Notes to the Consolidated Financial Statements

2.7

2.8

Financial liabilities

Financial liabilities are classified into two categories: financial liabilities
at fair value through profit or loss and other financial liabilities. All the
financial liabilities are classified at inception and recognised initially at
fair value.

The notes and Transferable Loan Certificates (“TLC”) issued under
the Debt Issuance Programme (“DIP”) and the notes offered to retail
investors through the placing banks in standalone retail bond issues and
under the Retail Bond Issuance Programme (“RBIP”) are recorded as debt
securities issued on the balance sheet. The Mortgage-Backed Securities
(“MBS”) issued by the SPEs through the MBS Programme and Bauhinia
MBS Programme are recorded as mortgage-backed securities issued in
the balance sheet on consolidation of the SPEs. These notes (including
MBS) are initially designated as financial liabilities either (i) at fair value
through profit or loss or (ii) other financial liabilities.

The notes (including those issued with embedded derivative instruments)
designated as hedged items under a fair value hedge and at fair value
through profit or loss upon initial recognition are carried at fair value,
with changes in fair value being recorded in the income statement.

The notes designated as other financial liabilities are measured at cost,
which is the fair value of the consideration received, net of transaction
costs incurred. The notes are subsequently stated at amortised costs; any
difference between proceeds net of transaction costs and the redemption
value is recognised in the income statement over the period of the debt
securities using the effective interest method.

On redemption/repurchase of the notes, the resulting gains or losses,
being the difference between the redemption/repurchase amount and the
carrying amount, are recognised in the income statement in the period in
which the redemption/repurchase takes place.

Derivative financial instruments and hedge accounting

Derivatives are initially recognised at fair value on the date on which
a derivative contract is entered into and are subsequently remeasured
at their fair value. Fair values are obtained from quoted market prices
in active markets, including recent market transactions, and valuation
techniques, including discounted cash flow models and options pricing
models, as appropriate. All derivatives are carried as assets when fair value
is positive and as liabilities when fair value is negative.
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Notes to the Consolidated Financial Statements

The best evidence of the fair value of a derivative at initial recognition
is the transaction price (i.e. the fair value of the consideration given
or received) unless the fair value of that instrument is evidenced by
comparison with other observable current market transactions in the
same instrument (i.e. without modification or repackaging) or based on
a valuation technique whose variables include only data from observable
markets. When such evidence exists, the Group recognises profits on day 1.

Certain derivatives embedded in other financial instruments are treated as
separate derivatives when their economic characteristics and risks are not
closely related to those of the host contract and the host contract is not
carried at fair value through profit or loss. These embedded derivatives are
measured at fair value with changes in fair value recognised in the income
statement.

The method of recognising the resulting fair value gain or loss depends
on whether the derivative is designated as a hedging instrument, and if
so, the nature of the item being hedged. The Group designates certain
derivatives as either: (1) hedges of the fair value of recognised assets or
liabilities or firm commitments (fair value hedge); or, (2) hedges of highly
probable future cash flows attributable to a recognised asset or liability,
or a forecast transaction (cash flow hedge). Hedge accounting is used for
derivatives designated in this way provided certain criteria are met.

The Group documents, at the inception of the transaction, the
relationship between hedging instruments and hedged items, as well as
its risk management objective and strategy for undertaking various hedge
transactions. The Group also documents its assessment, both at hedge
inception and on an ongoing basis, of whether the derivatives that are
used in hedging transactions are highly effective in offsetting changes in
fair values or cash flows of hedged items.

(a) Fair value hedge

Changes in the fair value of derivatives that are designated and
qualified as fair value hedges are recorded in the income statement,
together with any changes in the fair value of the hedged asset or
liability that are attributable to the hedged risk.

If the hedge no longer meets the criteria for hedge accounting, the
adjustment to the carrying amount of a hedged item for which the
effective interest method is used, is amortised to income statement
over the period to maturity.
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Notes to the Consolidated Financial Statements

2.9

(b) Cash flow hedge

The effective portion of changes in the fair value of derivatives that
are designated and qualified as cash flow hedges are recognised
in equity. The gain or loss relating to the ineffective portion is
recognised immediately in the income statement.

Amounts accumulated in equity are recycled to the income statement
in the periods in which the hedged item will affect income statement.

When a hedging instrument expires or is sold, or when a hedge
no longer meets the criteria for hedge accounting, any cumulative
gain or loss existing in equity at that time remains in equity and is
recognised when the forecast transaction is ultimately recognised
in the income statement. When a forecast transaction is no longer
expected to occur, the cumulative gain or loss that was reported in
equity is immediately transferred to the income statement.

(c) Derivatives at fair value through profit or loss

Derivative instruments entered into as economic hedges that do not
qualify for hedge accounting are held at fair value through profit
or loss. Changes in the fair value of any derivative instrument are
recognised immediately in the income statement.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in
the balance sheet when there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or
realise the asset and settle the liability simultaneously.

2.10 Repossessed assets

Repossessed collateral assets are accounted as assets held for sale and
reported in “Other assets” and the relevant loans are derecognised. The
repossessed collateral assets are measured at lower of carrying amount
and fair value less costs to sell.

2.11 Segment Reporting

A business segment is a group of assets and operations engaged in
providing products or services that are subject to risks and returns that are
different from those of other business segments. A geographical segment
is engaged in providing products or services within a particular economic
environment that are subject to risks and returns that are different from
those of segments operating in other economic environments.
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2.12 Foreign currency translation
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(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (“the functional currency”).
The consolidated financial statements are presented in Hong
Kong dollars, which is the Company’s functional and presentation
currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-
end exchange rates of monetary assets and liabilities denominated
in foreign currencies are recognised in the income statement, except
when deferred in equity as qualifying cash flow hedges.

Translation differences on non-monetary items held at fair value
through profit or loss are reported as part of the fair value gain
or loss. Translation differences on non-monetary items classified
as available-for-sale financial assets, are included in the fair value
reserve in equity.

2.13 Fixed assets

Fixed assets are stated at historical cost less accumulated depreciation and
impairment losses. Historical cost includes expenditure that is directly
attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or are
recognised as a separate asset, as appropriate, only when it is probable that
future economic benefits associated with the item will flow to the Group
and the cost of the item can be measured reliably. The carrying amount
of the replaced part is derecognised. All other repairs and maintenance
are charged to the income statement during the financial period in which
they are incurred.

Depreciation is calculated using the straight-line method to allocate their

{H Ak w68 A7 B8 cost to their residual values over their estimated useful lives.

HEWEEE 2 FHL 4G 1 o JiE T A Leasehold improvements over the unexpired period of the lease
fii

AN &SR 2 A0 40 1 % JeE W ) Furniture and fixtures over the unexpired period of the lease
fi

Gl =4 Computer 3 years

INEd ) =4 Oftice equipment 3 years

1RHL P4 4F Motor vehicle 4 years
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Notes to the Consolidated Financial Statements

The assets’ residual values and useful lives are reviewed, and adjusted if
appropriate, at each balance sheet date.

Gain and loss on disposal is determined by comparing proceeds with
carrying amount. It is included in the income statement.

2.14 Impairment of investment in subsidiaries and non-financial assets

Assets that have an indefinite useful life or are not yet available for use are
not subject to amortisation, but are tested annually for impairment. Assets
that are subject to amortisation are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount
may not be recoverable. An asset’s carrying amount is written down
immediately to its recoverable amount if the asset’s carrying amount is
greater than its estimated recoverable amount. The recoverable amount is
the higher of the asset’s fair value less costs to sell and value in use.

2.15 Deferred income tax

Deferred income tax is provided in full, using the liability method, on
temporary differences arising between the tax bases of assets and liabilities
and their carrying amounts in the consolidated financial statements.
Deferred income tax is determined using tax rates that have been enacted
or substantially enacted by the balance sheet date and are expected
to apply when the related deferred income tax asset is realised or the
deferred income tax liability is settled.

Deferred tax assets are recognised where it is probable that future taxable
profit will be available against which the temporary differences can be
utilised. Deferred income tax is provided on temporary differences arising
from investment in the subsidiary, except where the timing of the reversal
of the temporary difference is controlled by the Group and it is probable
that the difference will not reverse in the foreseeable future.

Income tax payable on profits is recognised as an expense in the period in
which profits arise. The tax effects of income tax losses available for carry-
forward are recognised as an asset when it is probable that future taxable
profits will be available against which these losses can be utilised.

Deferred tax related to fair value re-measurement of available-for-sale
investments and cash flow hedges, which are charged or credited directly
to equity, is also credited or charged directly to equity and is subsequently
recognised in the income statement together with the deferred gain or

ST 3t B B A3 I B 4 O 3 I A
{ELFE B R A B A R SE B - IS B R AE
HE SR AT PR B A SR > FLAR L [R] AE AE
R TE N R P HERR o

loss.
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Notes to the Consolidated Financial Statements

2.16 Employee benefits

()

Employee leave entitlements

Employee entitlements to annual leave and long-service leave are
recognised when they accrue to employees. An accrual is made for
the estimated liability for annual leave and long-service leave as a
result of services rendered by employees up to the balance sheet date.

Employee entitlements to sick leave, maternity or paternity leave are
recognised when the absence occurs.

Bonus plans

The Company recognises a liability and an expense for bonuses,
based on a formula that takes into consideration the profit after
certain adjustments. The Company recognises a provision where
contractually obliged or where there is a past practice that has created
constructive obligations.

Pension obligations

The Company offers a mandatory provident fund scheme and a
defined contribution scheme, the assets of which are generally held
in separate trustee — administered funds. These pension plans are
generally funded by payments from employees and by the Company.

The Company’s contributions to the mandatory provident fund
scheme and defined contribution scheme are expensed as incurred
and are reduced by the portion of employer contributions being
forfeited by those employees who leave the scheme prior to full
vesting of the employer contributions.

Termination benefits

Termination benefits are payable when employment is terminated
before the normal retirement date, or whenever an employee accepts
voluntary redundancy in exchange for these benefits. The Company
recognises termination benefits when it is demonstrably committed
to either: terminating the employment of current employees
according to a detailed formal plan without possibility of withdrawal;
or providing termination benefits as a result of an offer made to
encourage voluntary redundancy. Benefits falling due more than 12
months after the balance sheet date are discounted to present value.
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Notes to the Consolidated Financial Statements

2.17 Provisions

Provisions are recognised when the Group has a present legal or
constructive obligation as a result of past events where it is more likely
than not that an outflow of resources will be required to settle the
obligation, and the amount has been reliably estimated.

Provisions are measured at the present value of the expenditure expected
to be required to settle the obligation using a pre-tax rate that reflects
current market assessments of the time value of money and the risks
specific to the obligation.

2.18 Leases
(a) Operating leases

Leases in which a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating
leases. The Group entered into operating leases primarily as lessee.
Payments made under operating leases (net of any incentives
received from the lessor) are charged to the income statement on a
straight-line basis over the period of the lease.

When an operating lease is terminated before the lease period
has expired, any payment required to be made to the lessor by
way of penalty is recognised as an expense in the period in which
termination takes place.

(b) Finance leases

Leases of assets where the Group has substantially all the risks and
rewards of ownership are classified as finance leases. The Group
entered into finance leases primarily as lessor. Finance leases are
capitalised as receivables at the lease’s commencement at the lower
of the fair value of the leased property and the present value of
the minimum lease payments. The difference between the gross
receivable and the present value of the receivable is recognised as
unearned finance income. Lease income is recognised over the
term of the lease using the net investment method, which reflects
a constant periodic rate of return. Hire purchase contracts having
the characteristics of a finance lease are accounted for in the same
manner as finance leases. Impairment allowances are accounted for
in accordance with the accounting policies set out in Note 2.6.
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For the purposes of the cash flow statement, cash and cash equivalents
comprise balances with less than three months” maturity from the date
of acquisition, including cash, balances with banks and other financial
institutions.

2.20 Mortgage insurance contracts

The mortgage insurance business of the Group is accounted for on the
annual accounting basis. Under the annual accounting approach, the
Group makes provisions based on credible estimates of future income and
outgoings to determine the underwriting result for the current accounting
period. The underwriting result includes any adjustments arising from the
correction of the previous estimates.

Gross premiums represent direct business written through the Authorized
Institutions during an accounting period. The gross premiums after
deduction of discounts, include the reinsurance premiums to be paid to
the approved reinsurers, the risk premiums and servicing fees earned
by the Group. The net premiums are recognised as income on a time-
apportioned basis during the time the insurance coverage is effective.

Unearned premiums represent that portion of net premiums written
which are estimated to relate to risks and services subsequent to the
balance sheet date.

Provisions are made for outstanding claims, claims incurred but not
reported and loss reserve at the end of each period. For risk-sharing
business, 50% of the net risk premiums earned in a year is set aside as
a Contingency Reserve for a reasonable period of time in accordance
with relevant regulatory guidelines and as considered by directors to be
appropriate. Withdrawals from the Contingency Reserve can be made
to meet excess claims at any time during the period. At the end of the
period, the unutilised balance of the Contingency Reserve can be released
to general reserve.

Reinsurance contracts refer to contracts entered into by the Group with
reinsurers under which the Group is compensated for losses on one or
more insurance contracts issued by the Group. Benefits to which the
Group is entitled under its reinsurance contracts held are recognised
as reinsurance assets. These assets consist of claims recoverable from
reinsurers and receivables that are dependent on the expected claims
and benefits arising under the related reinsured insurance contracts.
Amounts recoverable from or due to reinsurers are measured consistently
with the amounts associated with the reinsured insurance contracts and
in accordance with the terms of each reinsurance contract. Reinsurance
liabilities are primarily premiums payable for reinsurance contracts and
are recognised as an expense when due.
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Notes to the Consolidated Financial Statements

2.21 Financial guarantee contracts

Financial guarantee contracts are contracts that require the Group to
make specified payments to reimburse the holder for a loss it incurs
because a specified debtor fails to make payments when due, in
accordance with the terms of a debt instrument. Financial guarantees are
given to investors of mortgage-backed securities issued.

Financial guarantees are initially recognised in the financial statements at
fair value on the date that the guarantee was given. Subsequent to initial
recognition, the Group’s liabilities under such guarantees are measured
at the higher of the amount determined in accordance with HKAS 37
Provisions, Contingent Liabilities and Contingent Assets and the amount
initially recognised less cumulative amortisation recognised. Any changes
in the liability relating to financial guarantees are taken to the income
statement.

2.22 Dividend

3.1

3.2

Dividend proposed or declared after the balance sheet date is disclosed as
a separate component of shareholders’ equity.

Financial risk management

Strategy in using financial instruments

The principal activities of the Group are (i) to purchase portfolios of
mortgages or loans; (ii) to raise financing for its purchase of assets
through issuance of debt securities; (iii) to securitise mortgage portfolios
through special purpose entities by way of issuing mortgage-backed
securities (“MBS”); and (iv) to provide mortgage insurance cover to
Authorized Institutions in respect of mortgage loans originated by such
Authorized Institutions and secured by residential properties in Hong
Kong. By their nature, the Group’s activities are principally related to the
use of financial instruments including cash, loans, debts and derivatives.

The Group’s activities expose it to a variety of financial risks and those
activities involve the analysis, evaluation, acceptance and management of
some degree of risk or combination of risks. The Group manages the risks
in a prudent manner in sustaining the Group’s financial performance.

The Group’s risk management policies and major limits are approved
by the Board of Directors. The Credit Committee oversees the credit
policies and standards for asset acquisition and mortgage insurance. The
Asset and Liability Committee (“ALCO”) oversees the implementation
of risk management and investment guidelines approved by the Board of
Directors. In addition, Internal Audit is responsible for the independent
review of risk management and the control environment. The most
important types of risk are credit risk, liquidity risk and market risk which
includes currency risk and interest rate risk.

Credit risk

The Group’s principal financial assets are its loan portfolio, investment
securities, cash and short-term funds. The credit risk on liquid funds and
investment securities is limited because the counterparties are mainly
sovereigns, quasi-sovereign agencies, banks and companies with very high
credit ratings.
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Notes to the Consolidated Financial Statements

The Group’s credit risk is primarily attributable to its loan portfolio,
which is the risk that a loan borrower will be unable to pay amounts in
full when due. Allowance for impairment is provided for losses that have
been incurred at the balance sheet date.

Significant changes in the economy and local property market could
result in losses that are different from those provided for at the balance
sheet date. The Group therefore has a prudent policy for managing its
exposure to credit risk.

To maintain the quality of the asset and mortgage insurance portfolios,
the Group adheres to a four-pronged approach to (i) select Approved
Sellers carefully, (ii) adopt prudent asset purchasing criteria and insurance
eligibility criteria, (iii) conduct effective due diligence reviews and (iv)
ensure adequate protection for higher-risk assets or transactions. The
Group has no significant concentration of credit risk. Risk exposure is
spread over a large number of customers, counterparties and a diversified
geographic distribution of underlying collateral in Hong Kong.

The Group undertakes ongoing credit review with special attention paid
to problem loans. Operation units will monitor these loans and take
recovery action such as establishing relief plan with borrowers in order to
maximise recoveries. Loan impairment assessment is performed regularly
and impairment allowance is charged to income statement in accordance
with the guidelines approved by the Credit Committee.

Collateral and other credit enhancements

The Group has implemented guidelines on the acceptability of specific
classes of collateral on credit risk mitigation, which are subject to regular
review. The principal collateral types for loan portfolio are mortgages
over properties, reserve funds and deferred consideration used for credit
enhancement.

Collateral held as security for financial assets other than loan portfolio is
determined by the nature of the instrument. Debt securities are generally
unsecured, with the exception of asset-backed securities and similar
instruments, which are secured by portfolios of financial assets.

For financial instruments such as derivatives, exposures are monitored
against counterparty risk limits established in accordance with the
investment guidelines and credit risk policy of the Group. These
counterparty risk limits are subject to regular review by the Credit
Committee on a semi-annual basis. At any one time, the amount subject
to credit risk is limited to the current fair value of instruments that are
favourable to the Group (i.e. assets where their fair value is positive),
which in relation to derivatives is only a small fraction of the contract, or
notional values used to express the volume of instruments outstanding.
This credit risk exposure is managed as part of the overall credit limits
with counterparties, together with potential exposures from market
movements.

Settlement risk arises in any situation where a payment in cash, securities
or equities is made in the expectation of a corresponding receipt in cash,
securities or equities. Daily settlement limits are established for each
counterparty to cover the aggregate of all settlement risk arising from the
Group’s market transactions on any single day.
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() AREHHTRA HC 5k S A A B2 B n (a) Maximum exposure to credit risk before taking account of collateral
R ) B 1 A L e held or other credit enhancements
At B A R MR B E S & Maximum exposure to credit risk before taking account of collateral
JEE O AR o LA A R AR T B S held or other credit enhancements for assets and reinsurance
SRR arrangements for the off balance sheet exposures are analysed as

follows:

AR LY
The Group The Company
RoBBLE  RORBAE RCRBLE  RORRAE
ToHZE—H A= FSAZE R FEAET R

Asat Asat Asat Asat
31 December 31 December 31 December 31 December
2007 2006 2007 2006
T Tt T Tt
HK$'000 HKS$'000 HK$’000 HK$'000
i Assets:
HeREESE Cash and short-term funds 2,666,505 1,914,806 2,354,108 1,529,323
L I R e i R Interest and remittance
receivables 882,107 556,107 866,260 535,112
FRHOR -~ e R Prepayments, deposits and
HAb e other assets 41,028 31,011 59,600 61,464
it & f TR Derivative financial instruments 657,486 262,760 631,129 254,069
F AT Loan portfolio, net 34,460,291 32,376,452 31,516,597 28,552,854
il e Investment securities:
— Al - available-for-sale 4,038,250 4,614,519 4,038,250 4,614,519
— A 25 - held-to-maturity 5,500,024 4,673,090 5,500,024 4,673,090
WA Rl Investment in a subsidiary - - 151,766 32,180
]2 B Fixed assets 15,849 19,356 15,849 19,356
B EE Reinsurance assets 366,383 373,901 366,383 373,901
B ABRINAR Off-balance sheet exposures:
AR IR (2 (LRt 3 Financial guarantees (contractual
MA#4H) amount under the
MBS programmes) - = 2,772,621 3,639,796
JEBEA AR Risk-in-force 8,683,100 8,139,395 8,683,100 8,139,395
57,311,023 52,961,397 56,955,687 52,425,059
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(b) fREHEFH

(b) Credit quality

Notes to the Consolidated Financial Statements

BHAG AT The loan portfolio is analysed as follows:
ARG AR
The Group The Company
RERZ2EE REZERE ROZRLE ROFTRE
ToHZE—H A= S AZE R FEAETH
Asat Asat Asat Asat
31 December 31 December 31 December 31 December
2007 2006 2007 2006
T#x TH#T T# T
HK$°000 HK$'000 HK$°000 HK$'000
AR A Neither past due nor impaired 33,191,365 30,120,769 30,437,253 26,478,320
B A Past due but not impaired 1,242,446 2,209,483 1,051,904 2,026,473
C e Impaired 40,410 70,433 40,410 70,433
B A Gross loan portfolio 34,474,221 32,400,685 31,529,567 28,575,226
S AR A Allowance for loan impairment (13,930) (24,233) (12,970) (22372)
34,460,291 32,376,452 31,516,597 28,552,854

iSEAEE ST UpIE SUTELNE S e%: ikey
1915 BEEL 28 7T 2275 A S T SR A 1) TR T
AT AR R BT AT ©

The credit quality of loan portfolio that were neither past due nor
impaired as at balance sheet dates can be assessed by reference to the
internal rating system adopted by the Group.

AL AR

The Group The Company
RERRLE REFRAE REZRLE ROFTFRE
+ZAZ+—H +ZAE—H +ZAZE—H AR
Asat Asat Asat Asat
31 December 31 December 31 December 31 December
2007 2006 2007 2006
Tk T T Tt
B Grades: HK$'000 HK$°000 HK$000 HK$'000
1835 1to3 33,142,145 30,066,882 30,391,346 26,427,745
4% 4 7,722 8,389 7,722 8,389
58} 5 41,498 45,498 38,185 42,186
33,191,365 30,120,769 30,437,253 26,478,320

128 3 0 B0 4 A5 5 By 88 S T A
JARLER AR 5 A RS
RGN GR $E5 0t B Ay

4B A BRI E AL B - AR
(5] 7R FR) £ 52 P 0 568 45 s 2 KA
YLK -

5 KL A e A I AT B8k S A A A
A AR AR AR BN o

Grades 1 to 3 include loans with either no credit risk or no previous

past due history; and with different levels of credit enhancement in

addition to the collateral.

Grade 4 includes loans with previous past due history and with

different levels of credit enhancement in addition to the collateral

held as security.

Grade 5 includes loans with previous past due history and with

collateral held as security.
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A B S TR B R Notes to the Consolidated Financial Statements
(c) 6 HIAH 7R Yk fF ) Sk AL (c) Loan portfolio past due but not impaired
PATF B A 4555 H 2 E R B 1 & The analysis below shows the gross loan portfolio that were past due
AL G RRE AT - but not impaired at the balance sheet date:
ARG AR
The Group The Company

REZREE  ROZTRE ROFREE RORTRE
FZAZE—H +ZA=FR FZAZE-R FSA=t R

Asat Asat Asat Asat
31 December 31 December 31 December 31 December
2007 2006 2007 2006
T#x T T#L T
HK$°000 HK$'000 HK$°000 HK$'000
AT - Past due:
S EETRS Three months or less 1,225,188 2,178,433 1,035,409 1,996,540
AT Six months or less but
R =1 A over three months 11,888 23,660 11,386 22,907
RN E A Over six months 5,370 7,390 5,109 7,026
M Total 1,242,446 2,209,483 1,051,904 2,026,473
AT AR B b Fair value of collateral and
IR AR A other credit enhancement 2,857,918 3,959,398 2,373,058 3,605,444
(d) A AE Ay Bk AL (d) Loan portfolio individually impaired
R T A A A KA B R g The individually impaired loans before taking into account the cash
i ot A ) B 5 U 010 8 ) L flows from collateral held and credit enhancement is HK$40,410,000
K £ 40,410,000 9% I (TN 4F ¢ (2006: HK$70,433,000).
70,433,000 #7T)
AR BRI VRS ot S A5 222 HR i o The fair value of related collateral held and credit enhancement is
Jits /9 2 ~F- {6 /% 50,725,000 # 7C ( — & HK$50,725,000 (2006: HK$ 72,614,000)
FNEE + 72,614,000 ETT) ©
(e) TEHEMAMBRMASG (e) Loan portfolio renegotiated
B AL R B R E R B BGIR B Renegotiated loans are those that have been restructured due to
AL TR iR i K - AR E deterioration in the borrower’s financial position and where the
W25 LA AR A F I R AR T 5 & Group has made concessions that it would not otherwise consider.
B o R IREEAR » SERTT AR & Following restructuring, a previously overdue customer account is
JF R A5 1E IR A8 - S B A R A reset to a normal status and managed together with other similar
MR L[] A 3 o R BAOSR T P T9 AR accounts. Restructuring policies and practices are based on indicators
PER WA W] REAE B AT R IE I HE A or criteria which indicate that payment will most likely continue.
EUEEMEAE Y o 525 BUR & 7 81T These policies are kept under continuous review. Renegotiated loans
T o JEA B s E R B AL that would otherwise be past due or impaired totalled HK$22,986,000
MERR _EFELFE+_H=1+— as at 31 December 2007 (2006: HK$ 31,350,000). A renegotiated
H 722,986,000 %5 7G ( — & & AN 4F loan will continue to be disclosed as such unless the loan has been
31,350,000 #57C) © BR IF B2 B AT A performing in accordance with the rescheduled terms for a period of

SEAT ML > 5 I E A A B EG six months.
AR AE BRI Ty SN R o
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i W 5 R MR Notes to the Consolidated Financial Statements
() W IEI G (f) Repossessed collateral
AL BFE ARG A VR RIS R 147 The Group obtained assets by taking possession of collateral held as
AR EER security, as follows:
AR SR 1 B s 4 ) I v
The Group and the Company Carrying Amount
2007 2006
T#L T#TT
HK$’000 HKS$’000
(E=at/ES Residential property 10,651 17,640
e I A AL TR AT A T I L T ATt Repossessed properties are sold as soon as practicable, with the
A > AR A A R R R I o proceeds used to reduce the outstanding indebtedness. Repossessed
W e ST A A 3 A B LAt property is classified in the balance sheet within other assets.
HEHT
(g) WEBH; (g) Investment securities
RYEEF RN AR S| » HE% According to the Investment Guidelines approved by the Board
163 18 AT BB B A R S A- B of Directors, the HKMC can only invest in debt securities with
DL EMES S S - G AMEREES minimum credit rating of single-A or above. The proportion of
B AR B 43 i1 AT AR investment according to rating categories is monitored and reviewed
Rt o by ALCO.
T FRFN R A A B AT SO The table below presents an analysis of debt securities by rating
REZF TV J3 A (R R AP B 45 St g designation as at balance sheet dates, based on external credit
REAROT T B AR ) agency’s ratings or their equivalents:

wimE R

[ic e

Available Held-to-
AR I B AR ) -for-sale maturity Bm
The Group and the Company securities securities Total
R_2RLETFA=1—H T#xT T T#L
As at 31 December 2007 HK$’000 HK$’000 HK$°000
AAA/Aaa AAA/Aaa 204,246 1,163,513 1,367,759
AA- % AA+/Aa3 £ Aal AA-to AA+/Aa3 to Aal 2,861,513 4,274,703 7,136,216
A-B A+/A3 F Al A-to A+/A3 to Al 190,616 61,808 252,424
B Total 3,256,375 5,500,024 8,756,399

s A =R

Available Held-to-
ASEE B e A T -for-sale maturity K
The Group and the Company securities securities Total
REEEARFEF_HA=+—H T T T
As at 31 December 2006 HKS$’000 HKS$’000 HK$’000
AAA/Aaa AAA/Aaa 1,031,106 759,135 1,790,241
AA-ZF AA+/Aa3 & Aal AA-to AA+/Aa3 to Aal 2,878,365 3,871,770 6,750,135
A-ZE A+/A3E AL A-to A+/A3 to Al 163,039 42,185 205,224
KB Total 4,072,510 4,673,090 8,745,600
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Notes to the Consolidated Financial Statements

3.3 LRk 3.3 Market risk

A4 [ T v o S B o T 35 B 4 <z
T 9 A S (i B 20 B 4 it e R i 5
3y i 95 3 11 S e o T 35 S T TR R
B R A E i IR R P 5 AT A
JIv A 5% <6 < A6 240 T Bl — s A i 3
) T 17 35 LR TR (R SRR
72~ BRI AE) 5 58l 7K - 48 8l i Je B
S T T B i 85 J 5 = TR 3T B Y
HAT AR B A% T ] e Ak 9 e il T B A9 A1
SR P E A2 o AN SE BTN PR T A ST (2
> A ) g ) o R R R AT R
W BLAT I 2 AR > R S A LR R
B EL o LA R4 RO o

i35 BB T S oy Je S o R T R A v
F4) g PR R AEE AT 7B B o A ) e
HE R B LR RS h B E A
M Z B gl E - BHST GR84S
T 2y K2 5 — AL S A IR DL
Frhgd o JREAS b B B B 8 < R T 0 S )
DA e AR5 0 A I B ) 1 R
W AE B 4~ A7 AR TTH R RS T 8 AT 5C
Gy o A ] 1 B 4 S gy R AR F) 2 < 1
DU i B 3 30 7 DA R A6 7 A i R L
AT BB AR I e 4R A o Ry Wt A AR
B A EE R B T o

1) 23R JE 5 A L S B A S A T AR
N [ ) 2 1 e P A A B 4 - oI A AR
TR it ALK AN ) B 2 o R il AR R
FLE+F A=+ — BT R 10015
S {5 SR 2 1248 7 A9 DS AT A 3 A R
5,300,000 #5 76 ( —ZFZF /N4 8,100,000 s
JG) > 22z B R A 1248 H Y RS U
A A D 5,300,000 TC (L E N ¢
8,100,000 #57C) °

ME-EZELFE+HA=+—H fWiZH
FIRAT T #2100 L2 - 4F (R BRB Al
] 5 358 Ji1 22,200,000 5 T ( = B T N4
46,900,000 % 70) > A —EFELE T A
= H 2P (B fR £ B34 T 400,000
T (N ¢ 30,300,000 9 78) © il
FIZ-47 E R 100 L2 - 4F (R BRBL A
) 5#% 38 2 16,700,000 75 TC (- F F N 4E ¢
44,500,000 % 70) > F ZEFELFE T A
= — H 2P (B R A B R 5 2 400,000
I (RN ¢ 29,000,000 #59C) ©

MoEELELA=+—H EFE
Hopth ] 588 R R FEA B IE I > M3
IC 58, 3 TCE R R 2k 100 BE T > 4F R BRBL AT
% 154 158 1111 6,600,000 C ( TN ¢
1,600,000 #5 JT) © 22 > it oG bt 3% e RE
R LT 100 257 BIAFE R BRI iR ) ek
16,600,000 #5 76 ( —FF 74 1 1,600,000
WIT) °

b T8 B 100 18 3 B K 100 BT B
MEHFERERREE N —&EH I
ST AT i G & T A8 Bl T 1 A o

The Group takes on exposure to market risks, which is the risk that the
fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risks arise from open
positions in interest rate, currency and equity products, all of which are
exposed to general and specific market movements and changes in the
level of volatility of market rates or prices such as interest rates, credit
spreads, foreign exchange rates and equity prices. The Group’s exposures
to market risk primarily arise from the interest rate management of the
entity’s financial instruments of different repricing characteristics. The
Group hedges a major proportion of its existing interest rate risk of the
fixed-rate bond issuance using fair value hedges in the form of interest
rate swaps by swapping into floating-rate funding to better match the
floating-rate assets.

The management of market risk is principally undertaken by the Treasury
Department using risks limits approved by the Board of Directors.
Strategies on interest rate risk management, financing, hedging,
investments are formulated by ALCO. A weekly meeting is held to
review the latest conditions in the financial markets and the asset-liability
portfolio mix. The Treasury Department is responsible for monitoring
financial market movements and executing transactions in the cash,
derivatives and debt markets in accordance with the strategies laid down
by ALCO. The middle office monitors the compliance of risk limits and
performs stress tests to assess the potential size of losses that could arise in
extreme conditions. The results of the stress tests are reviewed by ALCO.

A principal part of the interest rate risk management is to monitor the
sensitivity of projected net interest income under different interest rate
scenarios and to mitigate the negative impact through hedging operations.
A 100 basis points parallel downward shift of the interest rate curve as at
31 December 2007 would increase the future net interest income for the
next 12 months by HK$5.3 million (2006: HK$8.1 million) and decrease
by HK$5.3 million (2006: HK$8.1 million) for an upward parallel shift.

As at 31 December 2007, if interest rates at that date had been 100 basis
points parallel shift downwards, profit before tax for the year would have
been HK$22.2 million (2006: HK$46.9 million) higher and the fair value
reserve would have been HK$0.4 million (2006: HK$30.3 million) higher
as at 31 December 2007. If interest rates had been 100 basis points parallel
shift upwards, profit before tax for the year would have been HK$16.7
million (2006: HK$44.5 million) lower and the fair value reserve would
have been HK$0.4 million (2006: HK$29 million) lower.

As at 31 December 2007, with all other variable held constant, if the
HK dollar had weakened by 100 price interest points against the US
dollar, profit before tax for the year would have been HK$ 6.6 million
(2006: HK$1.6 million) higher. Conversely, if the HK dollar had been
strengthened by 100 price interest points against the US dollar, profit
before tax for the year would have been HK$6.6 million (2006: HK$1.6
million) lower.

The 100 basis points and 100 price interest points increase or decrease
represent management’s assessment of a reasonably possible change in
interest rate and exchange rates over the period until the next balance
sheet date.
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Notes to the Consolidated Financial Statements

(a) MEZRE S5 (a) Currency risk
The Group takes on exposure to effects of fluctuations in the
prevailing foreign currency exchange rate on its financial position
and cash flows. The Board sets allowable currencies for investment
purposes. Currently, the Group’s foreign currency exposure is
limited to US dollar only. The ALCO sets limits on the currency
exposure that may be undertaken, which is monitored daily.

A2 B RV BT A1 i S B <t
BATS IR DL % B <6 Ui 2 1A 2 B T 3 L
B o MR R R A HERT IR B Y
51 o BURF > A [ 9 18 LB K
BRIRMEC - BEARERLZA S
RRCAE ] R S AN T B R 378 ) FR A - 3l
5 HAEFTHESS -

T RALIASE P ) SRR R 22 T By © 3R
TAL TS 7 74 42 T 2 R T .81 P 7
LA > % B R RERTN -

The tables below summarise the Group’s exposure to foreign
currency exchange rate risk. Included in the tables are the Group’s
assets and liabilities at carrying amounts, categorised by currency.

AAEH The Group Wi En pok
HK$ US$ Total
T Tl T
HK$’000 HK$°000 HK$°000
R-RZLELZA=1—H As at 31 December 2007
B Assets
B M E e Cash and short-term funds 2,638,771 27,734 2,666,505
JRESOR 5. % R X Interest and remittance receivables 814,930 67,177 882,107
TN ~ Ta ) Prepayments, deposits
Hib & and other assets 41,028 - 41,028
it & TR Derivative financial instruments 559,703 97,783 657,486
BT Loan portfolio, net 29,002,111 5,458,180 34,460,291
AR Investment securities:
— ik - available-for-sale 1,414,599 2,623,651 4,038,250
] - held-to-maturity 3,061,442 2,438,582 5,500,024
[ 2 B Fixed assets 15,849 - 15,849
PO G Reinsurance assets 366,383 - 366,383
MG E Total assets 37,914,816 10,713,107 48,627,923
£ Liabilities
JERSAE Interest payable 443,708 28,285 471,993
JERTRRZR ~ MEAF B 52 K Accounts payable, accrued
Hith a5 expenses and other liabilities 4,151,226 280 4,151,506
it em TR Derivative financial instruments 24,859 97,783 122,642
JEATRIH Tax payable 21,275 - 21,275
EIERIA AT Deferred tax liabilities 28,542 - 28,542
fRE A Insurance liabilities 661,386 - 661,386
B BT 5 Debt securities issued 32,554,735 756,455 33,311,190
BB TR Mortgage-backed securities issued 4,229,159 - 4,229,159
Bafg Total liabilities 42,114,890 882,803 42,997,693
R Net position (4,200,074) 9,830,304 5,630,230
BEABRINF LRI Off-balance sheet net notional
position * 4,711,159 (4,708,523) 2,636
#  EEAMFING LRI #  Off-balance sheet net notional position represents the difference
A TR (322 DR A 4R B i between the notional amounts of foreign currency derivative financial
o B 1 SR ) 19 4% I A BN instruments, which are principally used to reduce the Group’s exposure
R 2R o to currency movements, and their fair values.
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Notes to the Consolidated Financial Statements

AR The Company W En W
HK$ Us$ Total
T#x T T#x
HKS$’000 HKS$’000 HKS$°000
REZFZLEFZH=1—H As at 31 December 2007
{3 Assets
HEREMEE Cash and short-term funds 2,326,374 27,734 2,354,108
JREMSR B K% FE X Interest and remittance receivables 799,083 67,177 866,260
B0 - He Rk Prepayments, deposits and
Hoh other assets 59,600 - 59,600
e TR Derivative financial instruments 533,346 97,783 631,129
Bl & T Loan portfolio, net 26,058,417 5,458,180 31,516,597
G Investment securities:
— Al - available-for-sale 1,414,599 2,623,651 4,038,250
e - held-to-maturity 3,061,442 2,438,582 5,500,024
WHE A Rl S Investment in a subsidiary 151,766 - 151,766
[E] 7 Fixed assets 15,849 - 15,849
TR Reinsurance assets 366,383 - 366,383
MR Total assets 34,786,859 10,713,107 45,499,966
fifi Liabilities
JEAF 5 Interest payable 429,513 28,285 457,798
JEATHRAR ~ TEABA SR Accounts payable, accrued
Hofth & it expenses and other liabilities 5,159,813 280 5,160,093
e TR Derivative financial instruments 24,178 97,783 121,961
TEAIBLE Tax payable 21,275 - 21,275
AL A Deferred tax liabilities 28,746 - 28,746
TR & fE Insurance liabilities 661,386 - 661,386
R TEEE S Debt securities issued 32,660,626 756,455 33,417,081
A Total liabilities 38,985,537 882,803 39,868,340
R Net position (4,198,678) 9,830,304 5,631,626
EEAGRINGLFENR: Off-balance sheet net notional
position * 4,711,159 (4,708,523) 2,636
#  EEAMFING LRI #  Off-balance sheet net notional position represents the difference

A T (R B DU AS A R
W B SRR ) 1) 4% 98 < B Y
SPAEZE

between the notional amounts of foreign currency derivative financial
instruments, which are principally used to reduce the Company’s
exposure to currency movements, and their fair values.
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Notes to the Consolidated Financial Statements

A%H The Group T ST A
HKS$ US$ Total
THEIT T THIT
HK$'000 HK$'000 HK$'000
NoEENEFA=Z1—H As at 31 December 2006
BE Assets
HEREMEE Cash and short-term funds 1,069,268 845,538 1,914,806
TSR B K K Interest and remittance receivables 493,901 62,206 556,107
B - He Rk Prepayments, deposits and
HAihgE other assets 31,011 - 31,011
e TR Derivative financial instruments 234,711 28,049 262,760
FERAL A Loan portfolio, net 32,376,452 - 32,376,452
mARRE Investment securities:
— [k - available-for-sale 793,444 3,821,075 4,614,519
— R 23 - held-to-maturity 2,261,866 2,411,224 4,673,090
[E] 7 Fixed assets 19,356 = 19,356
TR A Reinsurance assets 373,901 - 373,901
MR Total assets 37,653,910 7,168,092 44,822,002
Afs Liabilities
TEAFE Interest payable 343,059 6,914 349,973
TEATHRAR - TEABASC R Accounts payable, accrued
Hoth & 5 expenses and other liabilities 4,204,591 - 4,204,591
rEEm TR Derivative financial instruments 117,968 44,984 162,952
TEABLE Tax payable 16,511 - 16,511
IR LRI £ 15 Deferred tax liabilities 27,810 = 27,810
=N Insurance liabilities 624,856 = 624,856
R TEH S Debt securities issued 28,454,325 481,145 28,935,470
BTk S Mortgage-backed securities issued 5,361,260 - 5,361,260
AR Total liabilities 39,150,380 533,043 39,683,423
R Net position (1,496,470) 6,635,049 5,138,579
EEAGRINGLFENR. Off-balance sheet net notional
position * 5,419,876 (5,419,883) 7)
#  EEAMIIFLRTERINEA #  Off-balance sheet net notional position represents the difference

AL e T (3222 DLl A 4 I
EE D Y ST ) B9 4 2 B
THEZER o

between the notional amounts of foreign currency derivative financial
instruments, which are principally used to reduce the Group’s exposure
to currency movements, and their fair values.
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AR The Company BT ESTH Bt
HKS$ US$ Total
T Tiloo Tt
HK$°000 HK$’000 HK$000
REFEANE+H=1—H As at 31 December 2006
B Assets
Bl BG4 Cash and short-term funds 683,785 845,538 1,529,323
JREMSCR 5 I K Interest and remittance receivables 472,906 62,206 535,112
FHOR -~ e R Prepayments, deposits and
A other assets 61,464 - 61,464
i am TR Derivative financial instruments 226,020 28,049 254,069
AL A Loan portfolio, net 28,552,854 - 28,552,854
HHRRE Investment securities:
— k& ~ available-for-sale 793,444 3,821,075 4,614,519
e - held-to-maturity 2,261,866 2,411,224 4,673,090
WHB A Rl Investment in a subsidiary 32,180 - 32,180
It 2 Fixed assets 19,356 - 19,356
b G Reinsurance assets 373,901 - 373,901
M Total assets 33,477,776 7,168,092 40,645,868
= Liabilities
FERTFIE Interest payable 322,504 6,914 329,418
JERTHRSR ~ FERTBA % Accounts payable, accrued
HAl & 5 expenses and other liabilities 5,422,358 - 5,422,358
Tt e TR Derivative financial instruments 103,285 44,984 148,269
JERTHLIH Tax payable 16,511 - 16,511
EALHIRA Deferred tax liabilities 28,019 - 28,019
R & Insurance liabilities 624,856 - 624,856
BB AT b A Debt securities issued 28,454,325 481,145 28,935,470
A Total liabilities 34,971,858 533,043 35,504,901
FRTH Net position (1,494,082) 6,635,049 5,140,967
BEARFINF LT Off-balance sheet net notional
position * 5,419,876 (5,419,883) 7)
#  EEAMKRIFL R ERINE #  Off-balance sheet net notional position represents the difference

AR el TR (2 DA A 52
BB Y ST R ) 19 4 2 B
THEZER o

between the notional amounts of foreign currency derivative financial
instruments, which are principally used to reduce the Group’s exposure
to currency movements, and their fair values.

(b) Bl&xji it S A A 2R B (b) Cash flow and fair value interest rate risk
B 4 vt P 2 B 5 4 4 il B ok
AR 453 i B 1 B T 15 ) 23R A B 17T D5
B SR o TR A 2R SR )% 4 4 il
T L 6 o T 35 ) 23R A B 177 D5
i B o BLAT T A 2R K11 80
b AR T ) AT ) 23R U S B
STEARE o HRAFIRES - B
Z= Al RE g R > (R (e B A R AR T ET
HIWEE) - TRE I 55 | BUE R - EiE
BEEHZ B G w BRI
FRLAE - Sl o HA S A T B o

Cash flow interest rate risk is the risk that the future cash flows of
a financial instrument will fluctuate because of changes in market
interest rates. Fair value interest rate risk is the risk that the value
of a financial instrument will fluctuate because of changes in
market interest rates. The Group takes on exposure to the effects
of fluctuations in the prevailing levels of market interest rates on
both its fair value and cash flow risks. Interest margins may increase
as a result of such changes but may reduce or create losses in the
event that unexpected movements arise. The ALCO sets limits on
the level of interest rate mismatch that may be undertaken, which is
monitored regularly.
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Notes to the Consolidated Financial Statements

T AR M A% 4 B I B ) A B >
AR T B9 7 A AR B B R R T
B AT EE S H SR B H (AR
RERYE) B - LM T A (EZH
TSRS 4 [0 78 1 25 a0 B R 3 1) LB ) 1Y
AR (ES A [AFHE | e o

The tables below summarise the Group’s exposure to interest rate risks.
Included in the tables are the Group’s assets and liabilities at carrying
amounts, categorised by the earlier of contractual repricing or maturity
dates. The carrying amounts of derivative financial instruments, which
are principally used to reduce the Group’s exposure to interest rate
movements, are included under the heading “Non-interest bearing”.
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Expected repricing and maturity dates do not differ significantly from the

WHEEKER - contract dates.
=] —4
WEE  BEE DLE
B = Ti% Fit&
~HARK Over1 Over3 Over  TAEDLE Non-
Upto  monthto monthsto  Iyearto Over interest W
AEH The Group Imonth 3 months Lyear  Syears  Syears  bearing Total
Tz T T T T Tk TR
HKS000  HKS000 HK$'000 HKS000 HKS'000 HKS000  HKS'000
e % S 2 i oy | Asat 31 December 2007
i Assets
He RS Cash and short-term funds 24539% 91223 88,906 - - 30 2,666,505
TR B R e Interest and remittance receivables - - - - - 88,107 882,107
R ek R aR Prepayments, deposits and other assets - - - - - 408 41028
ik MIA Derivative financialinstruments - - - - - 67486 657486
HHARTR Loan portfolio, net U1 4046548 5493057 9511 184 - 3446091
HHIE [nvestment securities:
— T - available-for-sale 2050701 1105484 100,190 - - TBLETS 4038250
e GER] - held-to-maturity 552593 M0 696687 2520630 994884 - 550004
e 6 Fixed assets - - - - - B 15849
HREE Reinsurance assets - - - - - 366383 366,383
A Total assets 29946581 5977485 6378820 255L141 996728 2777168 48,627,923
Ak Liabilities
FERAIE Interest payable - - - - - 471993 471993
TEfRSY  JERTSC R Accounts payable, accrued expenses
Hlsif and other lsbilites 4054545 - - - - %691 4151506
TEARTA Derivative financial instruments - - - - B VX TV V)X %)
FEfBA Tax payable - - - - - W5 2B
EIERRAMH Deferred tax lsbilties - - - - - B B
U Tnsurance liabilities - - - - - 661386 661,386
BEHHRS Debt securities issued 1,947,720 3858305 10480,612 13,068,979 3955574 - B9
CHTERR Mortgage-backed securities issued 1,663,483 - 653842 1911834 - - 49,159
AR Totallablites 7665748 388305 1134454 14980813 3955574 140,799 42,997,693
BB B 1 A Total interest sensitivity gap* 2280833 2119180 (4755,634) (12,429672) (2,956,846)
HRAA T Interest rate derivatives
(R AFH 4 E2H) (notional amounts of net position) (13,499482) (5,877,045) 11,145,383 1453900 3,691,744
* REPARTA R R B TR *  before the repricing effect of derivative financial instruments on the debt
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securities and the mortgage-backed securities issued.
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B T Fit&
~HARK Over1 Over3 Over  TAEDLE Non-
Upto  monthto monthsto  Iyearto Over interest W
YT The Company Imonth 3 months Lyear  Syears  Syears  bearing Total
T T T T T T TR
HKS000  HK$000 HKS00 HKS000 HKS000 HKS000  HKS'000
3 % S 2 i oy Asat 31 December 2007
B Assets
He RS Cashand short-term funds 233545 9600 - - - 30963 2354108
TR B e e Interest and remittance receivables - - - - - 866,260 866,260
R e B ER Prepayments, deposits and other assets - - - - - 59600 59,600
e e Derivative financial instruments - - - - - 6L 6L
HHARTR Loan portfolio, net U610 404909 5489934 25,634 - - 31516597
A Investment securities:
— i - available-for-sale 2050700 1105484 100,190 - - TBLET 4038250
e - held-to-maturity 550593 M0 696687 2520630 994884 - 550004
if VT Tnvestment ina subsidiary 141,782 -39 397 1878 1000 151766
e B Fixed assets - - - - - Y9 15809
TG Reinsurance assets - - - - - 366383 366,383
e Total assts V047 5804203 6289970 25511 996762 2,753,059 45,499,966
-0 Liabilities
FEfAIE Interest payable - - - - - T8 457798
TE RS JERTHSC Accounts payable, accrued expenses
Hlsif and other lsbilities 4,980,316 - - - - 1T 5160093
fEARTA Derivative financial instruments - - - - - DLl 121961
TEfTR Tax payable - - - - - W5 2
BEREAR Deferred tax lsbilites - - - - - W6 2746
AR Tnsurance iabilities - - - - - 66138 661,386
BEHRS Debt securiiesissued 2053611 3858305 10480612 13,068,979 3,955,574 - BAI7081
BAR Total iablitis OB 388305 10480612 13068979 3955574 1470943 39,868,340
EC TS Total interest sensitivity gap* 19980,814 2,035,918 (4,190,642) (10,517,768) (2958,812)
HRAA TS Interest rate derivatives
(R AR ELH) (notional amounts of net position) (20959482) (5,877,045) 10496565 12,648,218 3,691,744
o ORFPAMTA G TR S O *  before the repricing effect of derivative financial instruments on the debt

AR -

securities issued.
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= —f Gk Al
—~[AR  Owrl  Ovwer3 Over FAFbLE Non-
Upto  monthto monthsto  Iyearto Over  interest it
A%H The Group Lmonth 3 months Lyear  Syears  Syears  bearing Total
Tt Tt e T T T TEx
HKSO00  HKS000  HKS000  HKSO00  HKSO00  HKS000  HKS000
REBZREFZA=1-H Asat 31 December 2006
K Assets
b e 6 Cashand short-term funds 156204 10245 19783 - - 45034 1914806
JEU R B e K Interest and remittance receivables - - - - - 56107 556,107
HftER e B E R Prepayments, deposits and other assets - - - - -3 31,011
fiEEM TR Derivative financial instruments - - - - - 26760 262760
et Loan portflio, net WAL 4M9T6  6B8% 36347 18K - 364
A Investment securities:
-~k - avalable-for-sale 258 456N 10602 7639 236931 54009 4614519
R GER] - held-to-maturity MIT68 30086 6466 225645 L1633 - 4T3
[ Fixed assets - - - - - 1936 19356
ARG Reinsurance assets - - - - - IBoL 373001
e Total assts DAL 4985747 LOBMT 3056281 1401938 L8078 44822002
i Liabilites
FEfAIE Interest payable - - - - - M9 39973
TEfRSY - JERTHSC Accounts payable, accrued expenses
Hisf and other iablitis 4120474 - - - - I 42051
fiteM TR Derivative financial instruments - - - - B (7K (X))
FEfBA Tax payable - - - - S (1 (551
EIEBEAR Deferred tax liabilities - - - - - 27810 27810
RRAfR Tnsurance liablites - - - - - 6M8%6 64856
BEfEES Debt securiies issued 798933 5789540 49458 13045490 2358947 - BYBA
CHTERR Mortgage-backed securtiesissued 21275 - 696315 253769 - - 5361260
BafH Total iablitis 9046659 ST095H  SEI8STD ISSERISS Q3BT 1266219 39683423
HE SRR D Totalinterest sensitivity gap* BASLT5L(803795) (4590426) (12,526.902)  (957,009)
FlEfik LA Interest rate derivatives
(HEBENLREH) (notional amounts of net position) (BL993054) 7174040 7694050 IS01L07T9 2,113,883
* ORFEFANTAE SR TR E BB O BT *  before the repricing effect of derivative financial instruments on the debt

5 S EL AT AR A SR I

securities and the mortgage-backed securities issued.
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PEE  DEE DIEE
=R — G Al
—~[AR Ol Ovwer3 Over F4FbLE Non-
Upto  monthto monthsto  Iyearto Over  interest it
YT The Company Lmonth 3 months Lyear  Syears  Syears bearing Total
Tt Tt e T T T TEx
HKSO00  HKS000  HKS000  HKSO00  HKSO00  HKS000  HKS000
REEEREFZA=+—H Asat 31 December 2006
b Assets
b et g Cashand short-term funds 1,485,284 - - - - MY 15930
JEUR B R K Interest and remittance receivables - - - - - 5511 5312
R e B ER Prepayments, deposits and other assets - - - - - 6L464 61464
MM TR Derivative financial instruments - - - - - 5069 254069
et Loan portfolio, net AR 47262 68 30086 - - 28552854
A Investment securities:
— ik - avalable-for-sale 258 455600 10602 7639 236931 54009 4614519
G - held-to-maturity U768 30086 6466 225645 L1633 - 4T3
WEATRE Tnvestment ina subsidiary 21307 - L7 esks 200 1000 32180
(e Fixed assets - - - - - 1936 19356
R Reinsurance assets - - - - - B/ 373001
e Total assts WL 45988 851235 3056666 140205 1830950 40,645,868
i Liabilites
FERAIE Interest payable - - - - - 39418 39418
TE RS JERTHSC R Accounts payable, accrued expenses
Hipaf and other iablitis 502563 - - - - 297%5 542035
Tk EMIA Derivative inancial instruments - - - - - 18269 148269
TEfTE Tax payable - - - - S (1 (551
EERAAR Deferred tax ibilties - - - - - B09 28019
AR Insurance labilties - - - - - 6M8%6 64856
BRI Debt securiies issued 798933 5789540 498 13045490 2358947 - BYBA
BafH Total iablitis BO0L96 5709540 4942558 13045490 2387 1366868 35504901
S BARRE B A Totalinterest sensitivity gap* 0630479 (916554) (4091323) (9988.824)  (956893)
FlEfik LA Interest rate derivatives
(HEBENLREH) (notional amounts of net position) (8753054) 7174042 6998051 12467078 2,113,883
* RFEFANTAE SR TR E BB O BT *  before the repricing effect of derivative financial instruments on the debt

etz

securities issued.

34 REIEEE 3.4 Liquidity risk
I ) < B 4 A AR R e R R S A
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Liquidity risk represents the risk of the Group not being able to repay its
payment obligations or to fund committed purchases of mortgage loans.
Liquidity risk is managed by monitoring the actual inflow and outflow of
funds on a daily basis and projecting longer-term inflows and outflows
of funds across a full maturity spectrum. The Group has established
diversified funding sources to support the growth of its business and the
maintenance of a balanced portfolio of liabilities. Source of liquidity are
regularly reviewed by ALCO.
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The table below presents cash flows payable by the Group under non-
derivative financial liabilities, derivative financial liabilities that will
be settled on a net basis and derivative financial instruments that will
be settled on gross basis by remaining contractual maturities as at the
balance sheet date. The amounts disclosed in the table are the projected
contractual undiscounted cash flows including future interest payments
on the basis of their earliest possible contractual maturity. The Group’s
T H A8 R AR R A5 T AR 345 48 5 K derivatives include interest rate swaps that will be settled on net basis; and
i AR R ME 5 A 1Y W A s R cross currency swaps, currency forward contracts that will be settled on
WeE 4 o gross basis.

—WABE SHANE AN
EEL T S S ¥4
o L] Over Over Over  TAEHL
Upto  Imonthto 3monthsto  Iyearto Over EE |
A%H The Group Imonth 3 months 1 year 5 years 5 years Total
Ter T TR TR T TR
HK$'000  HKS000  HKS000  HK$000  HKS$'000  HKS000

REZRLEFZAZT—H Asat 31 December 2007
FAPESL A Non-derivative cash outflows
fifk Liabilities
[t i tT e Debt securities issued (189,578) (4,642,553)
[Bkgig3 v Mortgage-backed securities issued (12,241) (269,479)
(201,819) (4,912,032)
RERARA /(i) Derivative cash inflows/ (outflows)
HTARRESTIN A AR « Derivative financial instrument settled:
~ W - on net basis 20,657 (12,005)
— H - on gross basis
b Total outflow - -
HAMH Total inflow - -
20,657 (1,331) (12,779) (92,811) (12,005) (98,469)
—BANLE =ZMAME  —ENE
F=MA - RRE
—iAR Over Over Over  HAWE
Upto Imonthto 3monthsto  lyearto Over Bt
A%H The Group Lmonth 3 months Lyear 5 years 5 years Total
Tér Tkt TEx Tkt TEr TEx
HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000
REBZAEFZA=1—H Asat 31 December 2006
FAHERE R Non-derivative cash outflows
B Liabilites
BHRHHRS Debt securites issued (L070,778)  (4782593)  (7067,622) (16350825)  (2887416) (32,159,234)
EEfiEds Mortgage-backed securitiesissued (20653)  (69866)  (O7L681)  (4222056)  (860719)  (6144975)

(L091431)  (4852459)  (8,039,303) (20,572,881)  (3,748,135) (38,304,209)

frAEBERA/ (it

PRSI SHTA

Derivative cash inflows/(outflows)
Derivative financial instrument settled:

— A - on net basis (19,640) (17,714)
— A - on gross basis
itk Total outflow (10.829,043) -
HASH Totalinflow 10,817,136 -

(31,547) (15,557) 69,756 (31,892) (17,714) (26954)
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3.5 Mortgage insurance risk
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The Company offers mortgage insurance which provides cover to the
Approved Seller/Servicers for credit losses of up to 25% of the property
value of a mortgage loan where the loan amount has exceeded 70% of the
property value at origination.

The risk under any one insurance contract is the possibility that the
insured event occurs and the uncertainty of the amount of the resulting
claim. By the very nature of an insurance contract, this risk is random and
therefore unpredictable.

For a portfolio of insurance contracts where the theory of probability is
applied to pricing and provisioning, the principal risk that the Group
faces under its insurance contracts is that the actual claims exceed the
carrying amount of the insurance liabilities. This could occur because
the frequency or severity of claims are greater than estimated. Insurance
events are random and the actual number and amount of claims and
benefits will vary from year to year from the estimate established using
statistical techniques.

Experience shows that the larger the portfolio of similar insurance
contracts, the smaller the relative variability about the expected outcome
will be. In addition, a more diversified portfolio is less likely to be affected
across the board by a change in any subset of the portfolio. The Group
has developed a business strategy to diversify the type of mortgage
insurance risks accepted and within each of the key categories to achieve
a sufficiently large population of risks to reduce the variability of the
expected outcome.

The frequency and severity of claims can be affected by several factors.
The most significant are a downturn of the economy and a slump in the
local property market. Economic downturn, which may cause a rise in
defaulted payment, affects the frequency of claims. A drop in property
prices, where the collateral value falls below the outstanding balance of
the mortgage loan, will increase the severity of claims.

The Group manages these risks by adopting a set of prudent insurance
eligibility criteria. To ensure sufficient provision is set aside for meeting
future claim payments, the Group calculates technical reserves on
prudent liability valuation assumptions and the method prescribed in the
regulatory guidelines. The Group also takes out quota-share reinsurance
from its approved mortgage reinsurers in an effort to limit its risk
exposure. The Group conducts comprehensive assessment including
the financial strength and credit ratings of the mortgage reinsurers in
accordance with the approved selection framework set by the Credit
Committee. The approved mortgage reinsurers are subject to periodic
reviews.
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Notes to the Consolidated Financial Statements

3.6 Fair values of financial assets and liabilities

The following table summarises the carrying amounts and fair values of
those financial assets and liabilities not wholly presented on the Group’s
balance sheet at their fair value. Bid prices are used to estimate fair values
of assets, whereas offer prices are applied for liabilities.

e i L AT

Carrying value Fair value
REZFLE ROZBTAE RORBLE ROEERRE
+ZAZ - +ZAS—H +2AZ - tZA= R

Asat Asat Asat Asat
31 December 31 December 31 December 31 December
2007 2006 2007 2006
T# THIT T#L THIT
HK$°000 HK$000 HK$°000 HK$'000
AR R Financial assets
HaeKEEs Cash and short-term funds 2,666,505 1,914,806 2,666,505 1,914,806
AT Loan portfolio, net 34,460,291 32,376,452 34,460,291 32,376,452
Fizgna y Investment securities
— AR5 - held-to-maturity 5,500,024 4,673,090 5,537,121 4,634,046
Ll Financial liabilities
Hith& & Other liabilities 4,054,545 4,120,474 4,054,545 4,120,474
T s Debt securities issued 33,311,190 28,935,470 33,315,354 28,955,238
BRI RS Mortgage-backed
securities issued 4,229,159 5,361,260 4,218,230 5,354,783
(a) Bl&REMES (a) Cash and short-term funds

B RENESAIRRITAH - FE
AR AP E R ECHR [T - 52 A7 3K
(FEPa & DI =18 ) A EHAT
{8 JEFEA R B W T 5SRO i
FEUHS I )% B R R ARSI 555 2 S BB
Gl o KU A TEAE R AR E
{H -

FER AL A S R 448 J I i 2
Al E AT BT R R

B S RN ERBE BAR SR - /)
oA UERFHE o Bt &
AL B OB AT 448 i R (O AR T (L 4
AR S BT

[ieis asy

W or i E AR A E MR E
B o AT I A T
i o FEA E BN E 2 AT
MRS58 5 P B 2Rt o A
LR RERIE HE AR > A (e
R B0 A Bolias SRR AL 2
g 27 ) T AR AE T DA T

Cash and short-term funds include bank deposits. The fair value
of floating-rate deposits is the carrying amount. The estimated fair
value of fixed-rate deposits, which are normally less than 3 months,
is based on discounted cash flows using prevailing money-market
interest rates for debts with similar credit risk and remaining
maturity. Therefore, the fair value of the deposits is approximately
equal to their carrying value.

Loan portfolio, net, and mortgage-backed securities issued under the
MBS Pass-Through Programme

Loan portfolio is stated net of impairment allowance. A very
insignificant portion of loan portfolio bears interest at fixed rate.
Therefore, the carrying value of loan portfolio and the mortgage-
backed securities issued is a reasonable estimate of the fair value.

Investment securities

Investment securities include only interest-bearing assets held to
maturity, as assets classified as available-for-sale are measured at fair
value. Fair value for held-to-maturity assets is based on market prices
or broker/dealer price quotations. Where this information is not
available, fair value has been estimated using quoted market prices
for securities with similar credit, maturity and yield characteristics.
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Notes to the Consolidated Financial Statements

(d) Debt securities issued

The aggregate fair values are calculated based on quoted market
prices. For those notes where quoted market prices are not available,
a discounted cash flow model is used based on a current yield curve
appropriate for the remaining term to maturity.

(e) Mortgage-backed securities issued under the Bauhinia MBS
Programme

The aggregate fair values are calculated based on quoted market
prices. For those notes where quoted market prices are not available,
a discounted cash flow model is used based on a current yield curve
appropriate for the remaining term to maturity.

(f) Other liabilities

Other liabilities represent the deferred consideration used for
credit enhancement on the mortgage loans purchased from the
Government of the Hong Kong Special Administrative Region
(“HKSAR”) in December 2003 and January 2004. The fair value of
other liabilities is the carrying amount.

(g) Financial instruments measured at fair value in the financial
statements

The total amount of the change in fair value estimated using a
valuation technique that was recognised in income statement during
the year is HK$56,090,000 (2006: HK$25,263,000). There is no (2006:
nil) financial instrument measured at fair value using a valuation
technique that is not supported by observable market data.

3.7 Capital management

The Group’s objectives when managing capital, which is a broader
concept than the ‘equity’ on the face of balance sheet, are:

o To comply with the capital requirements set by the Financial
Secretary of the Government of the Hong Kong Special

Administrative Region (“Financial Secretary”);

o To safeguard the Group’s ability to continue as a going concern so
that it can continue to provide returns for shareholders;

o To support the Group’s stability and growth;
o To allocate capital in an efficient and risk based approach to optimise

risk adjusted return to the shareholders; and

« To maintain a strong capital base to support the development of its
business.
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Capital adequacy and the use of regulatory capital are monitored daily
by the Group’s management in accordance with the guidelines issued by
the Financial Secretary. The minimum Capital-to-Assets ratio (“CAR”)
stipulated in the guidelines is 5%. The CAR is calculated as a ratio,
expressed as a percentage, of the Group’s total capital base to the sum
of its total on-balance sheet and total off-balance sheet risk-weighted
exposures.

The Chief Executive Officer is required to submit a report to the Board of
Directors on a quarterly basis by reference to the guidelines issued by the
Financial Secretary. Any breach or likely breach of the CAR guidelines
must be reported to the Financial Secretary.

The Group’s capital base comprises share capital, share premium, retained
profits and contingency reserve created by appropriations of retained
profits, allowance for loan impairment under collective assessment and
fair value reserve arising on the fair valuation of investment securities
held as available-for-sale.

The capital adequacy framework takes into account different levels of risk
embedded in assets. Conversion factors are applied to assets according
to their nature and reflecting an estimate of underlying risks, taking
into account any eligible collateral or guarantee. A similar treatment is
adopted for off-balance sheet exposure, with some adjustments to reflect
the more contingent nature of the potential losses.

The table below summarises the composition of capital base and the
ratios of the Group as at balance sheet dates. During the year, the Group
complied with all of the capital requirement set by the Financial Secretary.

2007 2006

TH#T THEIC

HK$’000 HKS$’000

Jili& Share capital 2,000,000 2,000,000

% B Vi 7] Retained profits 3,151,567 2,678,722

JES: i Contingency reserve 102,497 84,678

I TE Fair value reserve 120,673 125,179

HRYEAL & ST Ak 5 Allowance for loan

B AE BT impairment under

Tt collective assessment 13,930 24,233

JE Nk Total capital base 5,388,667 4,912,812

BB EE A CAR 11.2% 11.2%

4. BASEEEHlEh R 4,

Critical accounting estimates and assumptions

7% 4 [ 4 3R — A BCAE P 1 M AL S The Group makes estimates and assumptions that affect the reported
WREH B A S 2 A St B fBst o ANSR M e AR o amounts of assets and liabilities within the next financial year. Estimates and
RSB AR R R (R BT - # judgements are continually evaluated and are based on historical experience
KRB TANE R L A AT > RREREAY and other factors, including expectations of future events that are believed to
JITAE At S o be reasonable under the circumstances.
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4.1

4.2

4.3
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R AL AR A

AL E B EF R SRS
DARPAG A 38 ME 5 R Wi 2 R M S A
LR - (7E Kt el (e ) R ] £
HIT) A4 B g 4 B 10 A P SRR - ok
BRSO TE R B U B AT AL
TR o ISR R R LA A AT B A MO R
B — AH 1 A RON G 28 IR D L B A
Bt B B R — A 4 K A B 1 A
AR DL o B o g oA A B 42 vt B A L A T
hF > AR B R B A I B Bk (7
5 LA B AL AR B B R R R TR AL
Bo A AP o A DATROT R AC B 2 i & 19
B % IR [H] B 7 12 2 AR OH R AT AR
Wt AR T R R R AR 2 R -

Frd: TR APE

ST 5 B T 85 B 4 Al L A (B
PR (B T 8 R o 5 P A (B 125 (431
B ) i R N TR RE > 5% 5 IR A ST
AR ST SRR 1Y) A AR N A KT
AT o BT AT AL RN il AT XY WA
7 9 A AR A SR I BB R S B T L
B o AERATIEU T » AR N
fifi i AT IR B > SR > — LIRS QNS
AR~ R ST B R B S R
Al T o IG5 DR 2R R 3 110 48 ] R Y
B4 T HL BT SRR A T(H o MR 4
Hr iR B sE 3.3 ©

A3 H 4R A

ESE RS DAL R S g
ARTA A > A 4 DA E KB E A
P Bife o i TR e AR A E Fe s AR
HF BT o R a2 55 H B Ry > AN SR [ AT
LA b i AR F O ) B AL R R
BeAh o B MBS TR AR L - TR
B RBLUEAL > Bl HERMEH S
iR BB - IR AT RE TR B AR
{H °

AL

AL B TE B W R AN RIS B - i A A
o0 438 A e 0 105 HH B R At o 8 H W SE S
B ET IR Z 25 Rt B Hmkk
9 B S M R A o ANSE BB R S AT
BRI RRANBLIAE > TR 0 BB o R
BT o U0 AR B B A BB A R A
A S RT SR B - a5 2 B AE 8
V19 33 ] 52 2B I A5 o SR A SEE L SR

Notes to the Consolidated Financial Statements

4.1 Impairment allowances on loan portfolio

4.2

4.3

4.4

The Group reviews its loan portfolio to assess impairment at least on a
quarterly basis. In determining whether an impairment loss should be
recorded in the income statement, the Group makes judgements as to
whether there is any observable data indicating that there is a measurable
decrease in the estimated future cash flows from a portfolio of loans
before the decrease can be identified with an individual loan in that
portfolio. This evidence may include observable data indicating that there
has been an adverse change in the payment status of borrowers in a group
or economic conditions that correlate with defaults on assets in the group.
Management uses estimates based on historical loss experience for assets
with credit risk characteristics and objective evidence of impairment
similar to those in the portfolio when scheduling its future cash flows.
The methodology and assumptions used for estimating both the amount
and timing of future cash flows are reviewed regularly to reduce any
differences between loss estimates and actual loss experience.

Fair value of derivatives

The fair value of financial instruments that are not quoted in active
markets are determined by using valuation techniques. Where valuation
techniques (for example, models) are used to determine fair value,
they are validated and periodically reviewed by qualified personnel
independent of the area that created them. All models are validated
before they are used, and models are calibrated to ensure that outputs
reflect actual data and comparative market prices. To the extent practical,
models use only observable data, however areas such as credit risk,
volatilities and correlations require management to make estimates.
Changes in assumptions about these factors could affect reported fair
value of financial instruments. Sensitivity analysis is set out in Note 3.3.

Impairment of available-for-sale investments

The Group determines that available-for-sale investments are impaired
when there has been a significant or prolonged decline in the fair value
below its cost. This determination of what is significant or prolonged
requires judgement. In making this judgement, the Group evaluates,
among other factors, the normal volatility in listed price. In addition,
impairment may be appropriate when there is evidence of a deterioration
in the financial health of the investment, industry and sector performance,
changes in technology, and operational and financing cash flows.

Profits tax

The Group is subject to profits tax in Hong Kong. Significant estimates
are required in determining the provision for profits tax. There are many
transactions and calculations for which the ultimate tax determination is
uncertain during the ordinary course of business. The Group recognises
liabilities for anticipated tax issues based on estimates of whether
additional taxes will be due. Where the final tax outcome of these matters
is different from the amounts that were initially recorded, such differences
will impact on the income tax and deferred tax provisions in the period in
which such determination is made.
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LR AR HRR E Notes to the Consolidated Financial Statements

5. SR 5. Segment analysis

AREE EER F I ER o BIRIEE S DI The Group is principally engaged in mortgage business. Other activities such
A% B KM AT B A L R8T AR as debt issuance to fund the mortgage purchase and investment to reinvest
A 4 WAL T A ) 8 B 4 A LA SE S the surplus funds from mortgage receipt are considered ancilliary to mortgage
R 27 i iy SE 65 4 B JB8 SE 5 o AR R LR DA T business. The Group is also organised in such a way that performance is
Fig B — iz 45 SE TS o0 M 4 T g v R R R measured at Group level in single segment for mortgage business.

1) 7 AL ©

ffie SR 4% 8 SEH TR B B — r BUEATE HL > Although the mortgage business is managed as a single segment, the mortgage

i ey Y L T 18]t T B s SR ) o AR assets are located in two geographical areas, namely Hong Kong and Korea.

SRR S - o & SR L R - For segmental reporting purpose, information is provided in respect of
geographical segments.

EN
j<ZN1 53
Capital
g3 -0 £ fr A8 expenditure
Total Total incurred during
assets liabilities the year
T#L T#L T#L
HK$’000 HK$’000 HK$°000
R_ZFL4E+-A=1+—H As at 31 December 2007
T its Hong Kong 43,165,762 37,535,532 6,640
B [ Korea 5,462,161 5,462,161 -
B Total 48,627,923 42,997,693 6,640

7 2 [ (o7 A W IR 1) R AR R R R L AR AR The Group’s assets located in Korea represented MBS portfolio purchased near
KRIFFREA M He a8 FH 0 G (s 21) » FNE the end of 2007 (Note 21) which contributed HK$275,000 of profit before tax
A BRI Vi 1 275,0009 76 (RN ) o for the year (2006: nil).

AEMP A EER FEAREF A=+~ All the Group’s assets were located in Hong Kong as at 31 December 2006.
H ¥ A AU o
6. FEUWA 6. Interest income
AR
The Group
2007 2006
T#x T
HK$’000 HK$°000
B A Loan portfolio 1,640,335 1,783,988
He REiiEs Cash and short-term funds 246,785 129,553
BAERE— L Investment securities — listed 92,505 119,691
wERE—F LT Investment securities — unlisted 359,808 261,375
2,339,433 2,294,607

2 AR Bl A TR 45 228,000 7 T (T EE Included within interest income is HK$228,000 for the year (2006:
INAE 1,317,000 HE 9T 8 Al © 9 (E B K 0 HE ST HK$1,317,000) with respect to interest income accrued on individually
FIEMA o impaired loans.
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Notes to the Consolidated Financial Statements

7. FIEEH 7. Interest expense
A SR
The Group
2007 2006
T THETT
HK$’000 HKS$’000
JH FAF N B BRI ERI T Bank loans, debt and MBS issued
AN AT R R S wholly repayable within 5 years 1,156,970 1,153,444
DA AR N B BRI ¥ Debt and MBS issued not wholly
B 4% 46 7 75 repayable within 5 years 533,131 423,947
1,690,101 1,577,391
8. H At A 8. Other income
A SR
The Group
2007 2006
T TH#ETT
HK$’000 HKS$’000
P LSRR T Bom A R Early prepayment fees and late charges 23,837 19,560
EL T R 2 v A (PR 14) Net insurance premiums earned (Note 14) 109,524 102,394
P 50, 2= %5 Exchange difference 16,555 23,216
Sl T HEATAS ) Change in fair value of financial instruments 116,059 (7,459)
Al E AR IR A Dividend income from available-for-sale listed investments 29,131 15,998
AT S BOE RIS AR Net gain on disposal of available-for-sale
(ffFaE11) investments (Note 11) 922 =
Hofth Others 431 701
296,459 154,410

SRl TR PES B A E R DN £ H A AR
(1) 35 72 2N V(B3 b A 3 b T HL A P (E i
%5 331,000,000 #5 G ( —FF /N4 ¢ 335,000,000
W 6) K gk v IE H A F (B S 48 333,000,000
T (T FESNAE 1 333,000,000 5 00) 5 K (i)
WWEUAFEEBLGABRGZHATAE TR
28 ST {E i 35 155,500,000 7 0 (2% F N 4 ¢
39,600,000 # 7T ) K48 7E PAA T EE L5 AR
fit (9 L 854 T 5 76 27 A “F-(H 48 37,400,000 5
JC (- EEINAE 149,100,000 78) © i EE
LA > e g 2 A A S T R AT 0T 8] B O 3 o
MR AR ERTEH (RN ) o

Change in fair value of financial instruments represents the aggregate of
(i) HK$331 million (2006: HK$335 million) fair value gain on hedging
instruments designated as fair value hedge and HK$333 million (2006:
HK$333 million) fair value loss on hedged item; and (ii) HK$155.5 million
(2006: HK$39.6 million) fair value gain on derivatives designated as at fair
value through profit or loss and HK$37.4 million (2006: HK$49.1 million) fair
value loss on debt securities issued designated as at fair value through profit or
loss. In 2007, there is no ineffectiveness recognised in income statements that
arises from cash flow hedges (2006: nil).
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Notes to the Consolidated Financial Statements

9. REIH 9. Operating expenses
L |
The Group
2007 2006
T T
HK$’000 HK$’000
(V%S Staff costs
Hr e KA A Salaries and benefits 83,579 70,222
ARG A — B fiEk Pension costs-defined
Rz wtH contribution plans 4,668 4,504
N E Premises
itk Rental 6,368 6,368
HoAth Others 5,585 4,603
4 Directors’ emoluments - =
il Depreciation 10,147 10,594
A8 R 5 Financial information services 4,791 4,330
R ] 2 Consultancy fees 2,614 6,817
HoAh A Other operating expenses 11,286 10,361
129,038 117,799
10. 12 BL Rl T 4 10. Auditor’s remuneration
The Group
2007 2006
TH#L T
HK$’000 HK$’000
TR Audit services 670 600
oAl A Other services 579 479
1,249 1,079

11 B AT B 5 8 1 W i T A

11. Net gain on disposal of available-for-sale investments

A4H
The Group
2007 2006
T#0 Tt
HKS$’000 HK$°000
AT R S BOE Y i 45 18] ¢ Net gain on disposal of available-for-sale investments:
—JA—H — H # B 5EHTR — realisation of amounts previously
it f5 PO A R Y R recognised in reserves as at 1 January 22,578 -
— 4 PR 2 A i g VR AR — net gain arising in the year 20,464 -
— R AR TR R 1 A F(E — net losses on termination of interest rate swap
SR AT L S Y for hedging available-for-sale investments
R 5 1 e 8 T A under fair value hedge (42,120) -
922 -
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22 /A =3 : . .
i W 5 R MR Notes to the Consolidated Financial Statements
12. SRR 38 65 £ 485 1] 12. Write-back of loan impairment allowances
%M
The Group
2007 2006
T#0 T
HKS$’000 HK$°000
AU 4 ) 13 10 Write-back of loan impairment allowances
— ARG (B5E21(b)) — collective assessment (Note 21 (b)) 4,457 8,473
13. BLIH 13. Taxation
(a) HAGFA WS 2R N FIBR A BEIE 155 « (a) Taxation charge in the consolidated income statement represents:
ARE
The Group
2007 2006
T T
HK$’000 HK$’000
AL Hong Kong profits tax
— ARAE R - Provision for current year 87,025 78,201
—THAFBE (RARRHE) — (Overprovision)/underprovision
SR in prior years (6,915) 1,933
80,110 80,134
EIERLIA Deferred taxation
— A () — Charge/(credit) for current year 436 (507)
80,546 79,627
T 1 ) 15 B 458 40 ol AR 4 I A R il Hong Kong profits tax has been provided at the rate of 17.5% (2006:
FTERRBL I A 17.5% (ZZF RN 17.5%) on the estimated assessable profit for the year. Deferred
17.5%) MBLRFTH o TIERLIEE A taxation is calculated in full on temporary differences under the
i 4% 17.5% ( Z F F N - 17.5%) liability method using a principal taxation rate of 17.5% (2006:
) 2 ERR G R R B R B o 17.5%).
A B2 19 B4 I 3 i ) ) 3 T BB ) A The taxation on the Group’s profit before taxation differs from the
T T % 17 E A 1Y) L 8 B 1 40 Bl A theoretical amount that would arise using the taxation rate of Hong
T Kong as follows:
= 3L
The Group
2007 2006
T#L TH#IT
HK$’000 HKS$’000
PR i A1 Profit before taxation 821,210 762,300
#17.5% RIBIAGIH Calculated at a taxation rate of 17.5% 143,712 133,403
Pt G ON Income not subject to taxation (114,321) (85,091)
AT BEFI Y B S Expenses not deductible for taxation purposes 58,070 29,382
FEAFEEE (RRAFEAR) (Overprovision)/underprovision in prior years
SRR (6,915) 1,933
LEL Taxation charge 80,546 79,627
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e W B R M Notes to the Consolidated Financial Statements
(b) BB AR N BT A (b) Provision for taxation in the balance sheet represents:
A4 AL
The Group The Company
2007 2006 2007 2006

T#x TEIT T#x TH#ETT
HK$’000 HK$'000 HK$’000 HK$'000

AR Provision for Hong Kong profits tax 21,275 16,511 21,275 16,511
HRAE B A Deferred tax liabilities 28,542 27,810 28,746 28,019
49,817 44,321 50,021 44,530
N ZREAE R —RENELH There was no significant unprovided deferred taxation as at 31
= —H o BEEEAT ] R R R A December 2007 and 2006.
Tl
IRAERIIE (&) /BRI EZH A K The major components of deferred tax (assets)/liabilities and the
AREPEEFF T movements during the year are as follows:
AgH
The Group
il AFE  BER
BUEHTE R %3 i
Accelerated Impairment  BUEJ#  Fairvalue  Cashflow &
tax depreciation  allowances ~ Taxlosses  changes hedges Total

Tér  TEr T TEx T TEx
HK$000  HKS000  HKS000  HKS'000  HK$'000  HK$'000

REFEANF—H—H Asat 1 January 2006 3412 (1,525) (123) 19927 - 21,691
A Credit to income statement (347) (84) (76) - - (507)
TSR 9B (HF3E31) Charged to equity (Note 31) = = = 6,626 = 6,626
MoZEAEFZH=+—H  Asat31 December 2006 3,065 (1,609) (19) 2655 s 27,810
MdsRR (GEA) /b (Credit)/charged to the
income statement (389) 825 - - - 436
TRHELS R (REA) /1B (Credit)/charged to equity
(BfzE31) (Note31) = = = (869) 1,165 296
BEBREEFZHZ+—H  Asat31 December 2007 2,676 (784) (19) 25,684 1,165 28,542
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Notes to the Consolidated Financial Statements

AR
The Company
il ATE b
HRSTE WA 58 Hhi
Accelerated  Impairment Fair value Cash flow Eit
tax depreciation allowances changes hedges Total
Tk Tl Tl Tl Tl
HK$'000 HK$'000 HK$'000 HK§'000 HK§000
REZZZAE—H—H Asat 1 January 2006 3412 (1,515) 19,927 - 21,824
AT A% Credit to the income statement (347) (84) - = (431)
TR RS (e 31) Charged to equity (Note 31) = = 6,626 - 6,626
REZZAEFZA=1—H  Asat31 December 2006 3,065 (1,599) 26,553 - 28,019
R GEA) /R (Credit)/charged to the
income statement (389) 820 - - 431
ERE R (GEA) /Fkk (Credit)/charged to equity
(HzE31) (Note 31) - - (869) 1,165 296
R=ZZLEFZHZ4—H  Asat31 December 2007 2,676 (779) 25,684 1,165 28,746
14. FE45 PR B SE 75 W i 2 Hik 14. Revenue account for mortgage insurance business
AL
The Group
2007 2006
T#x RRHN
HK$’000 HK$°000
BN Gross premiums written 304,546 211,479
HARBR 2 Reinsurance premiums (150,645) (112,891)
1 B 2 R Net premiums written 153,901 98,588
IR (B8hn) (Increase)/decrease in unearned premiums, net
TR (44,042) 4,400
L P2 T A Net premiums earned 109,859 102,988
R H R S B AR EE R Provisions for outstanding claims and claims
AR I8 (FFF5E 29) incurred but not reported (Note 29) (335) (594)
AR TR TR Net premiums earned after provisions
(FfF5E8) (Note 8) 109,524 102,394
BB (Kffsta) Management expenses (Note a) (7,227) (7,529)
AR S Underwriting gains 102,297 94,865
Bt 5k Note

(@ A R 9
BT —#5 o

(a)  The management expenses formed part of the operating expenses in Note 9.

The Hong Kong Mortgage Corporation Limited
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15. A4E BE i |

A ) BA S R T A A B Ui R 77 739,672,000
T (CFEE N 681,767,000 #50C) ©

16. Bt 8.

Notes to the Consolidated Financial Statements

15. Profit for the year

The profit for the year is dealt with in the financial statements of the Company
to the extent of HK$739,672,000 (2006: HK$681,767,000).

16. Dividend

AR
The Company
2007 2006
T T
HK$°000 HK$'000
IR B S S 4 1% 0.125 #E UG Proposed dividend of HK$0.125
(ZFFIRAE ¢ 0.125 #T) (2006: HK$0.125) per ordinary share 250,000 250,000

W oEFEELERA D FENEE RS
250,000,000 76 o A —EFZF/NFEMA +H >
AR R LR IR R R R
HME0.125 W IT o MHTE R R 4 51 4 i —
EELFEF A=+ —HOEMRE -

17. B4 M E &

The dividend paid in 2007 in respect of 2006 was HK$250 million. The
directors proposed a final dividend in respect of 2007 of HK$0.125 per
ordinary share on 10 April 2008. The proposed dividend is not reflected as a
dividend payable as at 31 December 2007.

17. Cash and short-term funds

ASE M A A

The Group The Company
2007 2006 2007 2006
T#L THETT T#L THTC
HK$000 HK$°000 HK$000 HK$°000
SRAT B4 Cash at banks 68,620 47,081 66,316 45,430
SRATE WAF K Time deposits with banks 2,597,885 1,867,725 2,287,792 1,483,893
2,666,505 1,914,806 2,354,108 1,529,323

MBS ERN S > HaRERBEHE
AT BB B RS =8 7 R 2| B 48R -

For the purposes of the cash flow statement, cash and cash equivalents
comprise the following balances with less than three months” maturity from
the date of transaction.

AL b /|

The Group The Company
2007 2006 2007 2006
TH#x THIC T#L T
HKS$°000 HK$’000 HK$°000 HK$'000
SRATHL Cash at banks 68,620 47,081 66,316 45,430
$RAT R HATF K Time deposits with banks 2,357,621 1,670,442 2,287,792 1,483,893
Bl KA R Bl THH Cash and cash equivalents 2,426,241 1,717,523 2,354,108 1,529,323
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Notes to the Consolidated Financial Statements

18. Interest and remittance receivables

18. FEWCA 2 S sk

ASE M A A
The Group The Company
2007 2006 2007 2006
T#L THETT T#L THIT
HK$°000 HK$'000 HK$°000 HK$'000
DA 45 TE A E RS Interest receivable from
— A A4 — interest rate swap contracts 500,921 339,240 498,765 337,137
— A — investment securities 115,635 107,254 115,635 107,255
— SRAT B BIAEAK — time deposits with banks 4,262 6,435 1,278 2,270
AR A RS B Interest receivable and instalments,
S HA K in transit from loan portfolio 261,289 103,178 250,582 88,450
882,107 556,107 866,260 535,112

19. TARROH ~ $%e K IAME &

19. Prepayments, deposits and other assets

A A ¥
The Group The Company

2007 2006 2007 2006

TH#E Tkt TR T

HK$’000 HK$000 HK$’000 HK$°000

i ] ¥ Repossessed assets 10,651 17,640 10,651 17,640

YNCIR-E e Corporate club debentures 750 750 750 750
MEW ATt Dividend receivable from

() B s available-for-sale investments

(listed) 11,506 - 11,506 -

HoAte Others 18,121 12,621 36,693 43,074

41,028 31,011 59,600 61,464

20. T4 4 b TR
(a) MEFARTA:T R

ASAE P T AT AR T H A S
S m B o BtEEEE IS o TR
THAEE A PEEME R AR 4R B
JE BT s Gt e RIS 30 SRl T A,
AT B G A R B TH o

oW B 0] s I A A B R
=

TR B AR P i A R
F o — ABLE T N ARGE o AR
B s e T AL 0 AR R o
Bt T & WA - S A g
ARG o AR R 458 5 )
FARBEIRAT H I 2 B 430 & 4010
TEE A « AEBMBEBATATE
AFEE RV BRI S — ] > R
Ui Ad A DA SRR A B L Sy

20. Derivative financial instruments

(a) Use of derivative

The Group uses the following derivative instruments to hedge
the Group’s financial risks. For accounting purposes, derivative
instrument are designated as at fair value through profit or loss or
hedging instruments under fair value or cashflow hedges as defined
in HKAS 39 Financial Instruments: Recognition and Measurement.

Currency forwards represents commitments to purchase foreign
and domestic currency.

Currency and interest rate swaps are commitments to exchange one
set of cash flows for another. Swaps result in an economic exchange
of currencies or interest rates or a combination of all these. No
exchange of principal takes place except for certain currency swaps.
The Group’s credit risk represents the potential cost to replace the
swap contracts if counterparties fail to perform their obligations. This
risk is monitored on an ongoing basis with reference to the current
fair value, a proportion of the notional amount of the contracts and
the liquidity of the market.
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# TR TR A RS AR
B AR RS A T H R — (8 Hg
e (HIE ST A —E R B R R
PB4 Ui A A < R B T LRI
fE > L > SR RERUR AR [ TR 52
5 EEB B A EUR o BEE T A %
BEE SR AR S AR SR A > A2k TR W]
REBE A 4R F i AR A F (B ) B F
(A7) BIRE - M THR G A
FERAR - Ll 2 A REARFE
WRBE > Refin i Sl 2 e B 2 F
{EARAE > AT BOR A9 E) - A 4R
B B AR m B i A i A TR AP
RT3 -

Notes to the Consolidated Financial Statements

The notional amounts of certain types of financial instruments
provide a basis for comparison with instruments recognised on the
balance sheet but do not necessarily indicate the amounts of future
cash flows involved or the current fair value of the instruments
and, therefore, do not indicate the Group’s exposure to credit or
price risks. The derivative instruments become favourable (assets)
or unfavourable (liabilities) as a result of fluctuations in market
interest rates or foreign exchange rates relative to their terms. The
aggregate contractual or notional amount of derivative financial
instruments on hand, the extent to which instruments are favourable
or unfavourable, and thus the aggregate fair values of derivative
financial assets and liabilities, can fluctuate significantly from time to
time. The fair values of derivative instruments held are set out below.

K%M
The Group
2007 2006
)/ &4/

HELH AP LEEH AT
Contract/ 403 Ak Contract/ 2 ffk

notional Fair values notional Fair values

amount Assets  Liabilities amount Assets  Liabilities

T Tt T TEr T TiEx
HKS'000  HKS000  HKS000  HKS000  HKSO000  HK$000

() BENATERILA

(i) Derivatives designated

HamfE TR as at fair value through
profit or loss
pilEsEr Interest rate swaps 507173 191,061 (119903) 49,752,948 45,158 (48,441)
KH Currency swaps 58,467 - (57) 58467 - (974)
U Currency forwards - - - 15752300 - (0189)
191,061 (119,960) 45158 (69,604)
(i) JH7E Fy/ATEE A (ii) Derivatives designated
LR as fair value hedge
ks Interest rate swaps 25,7923 450951 (2682) 25198946 07579 (93217)
Kb Currency swaps 690,374 6,99 IV 3 (131)
457,947 (2,682) AT (93,348)
(i) F87E AT TE A (iii) Derivatives designated
fiE LA as cash flow hedge
K Currency swaps 5,460,000 8,478 - - - -
8478 - - =
EReAfEEE/ Total recognised derivative
(B8 2% assets/(labiliies) 657486 (122,642) 260760 (162952)
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AR
The Company
2007 2006
whi/ #t/
HELH AT FEEH W
Contract/ %E fiff Contract/ B Af
notional Fair values notional Fair values
amount Assets  Liabilities amount Assets  Liabilities
T#x  Ti#x  Td#x T T TEx
HK$000  HK$'000 HKS$'000 HKS$'000 HKS$000 HK$000
(i) BEUATHER LA (i) Derivatives designated
HamfE TR as at fair value through
profit or loss
lESE] Interest rate swaps 507173 191061 (119903) 49,752,948 5158 (48441)
KH Currency swaps 58,467 - (57) 58467 - (974)
il Currency forwards - - - 15752300 - (0189)
191,061 (119,960) 45,158 (69,604)
(i) J87E Fy/ATEEH A (ii) Derivatives designated
LR as fair value hedge
ks Interest rate swaps 2325923 42459 (2,001) 21958946 208888 (78,534)
Kl Currency swaps 690,374 6,996 - 424,663 23 (131)
431,590 (2,001) 208911 (78,665)
(iii) 72 HF ST (iii) Derivatives designated
fiE LA as cash flow hedge
K Currency swaps 5,460,000 8,478 - - - -
8478 - - -
Bl BE/ Total recognised derivative
(RfR) A assets/(labiltes) 631,129 (121,961) 254069 (148,269)
(b) HE s E (b) Hedging activities

A LA 7 2 ST (B3 P B < i 3
Uk m = NN DN TR=E R R SRU - ¢ia0

Derivatives may qualify as hedges for accounting purposes if they are
fair value hedges or cash flow hedges.

(ORI ER (i) Fair value hedges
A T 14 ST (B3 e 2 A
AR A 2 S A i TR EE
AR AR TEAE 55 ) 5 | B30 A1) 2 JEUBRR )
il R W) -

The Group’s fair value hedge principally consists of interest rate
and currency swaps that are used to protect interest rate risk
resulting from any potential change in fair value of fixed rate
financial instruments.

(i) LWL (i) Cash flow hedges
A [ 472 B4 i S D o A

3 S W < T L B 4 g i Y
ST 7 A Y R SN R, -

The Group hedges a portion of foreign exchange risks
arising from variability of cash flows from foreign currency
denominated financial instruments using currency swaps under
cash flow hedge.
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(c) FHE A B VAR A G B S (c) Replacement costs and potential future credit expenses
A A R T A (AR
BB A E B AT AR THA AR -
VAL AR PAS B R i AR A e

The replacement costs represent the cost of replacing all derivative
contracts that have a positive value when marked to market. The
potential future credit exposure amounts refer to the amount as
FeRIES] (M 5E3.7) AR S8 - & computed in accordance with the Capital-to-Assets ratio guidelines
LER R 5 5 B F A B LN IE (Note 3.7). The Group has not experienced any non-performance by
JE o its counterparties.

iR RS ) B E B AR S YA AR 2R The replacement costs and potential future credit exposure amounts
{5 R AR B RN o IGAF SRR Mt of the derivative contracts are as follows. These amounts do not take
B 5 S T T B TR AR A T into account the effects of bilateral netting arrangements with the
B2 - counterparties.

AR
The Group
2007 2006
HEAK EIERK
HEEA fii SURBE EERA f FE B

Replacement  Potential future Replacement  Potential future

cost  credit exposure cost  credit exposure

T#x T#x T T

HK$°000 HKS$’000 HK$000 HK$'000

FlFAH Interest rate contracts 1,113,669 205,940 598,804 149,434
ERAH Exchange rate contracts

— K — Currency swaps 25,084 292,084 5,300 24,156

— & - Currency forwards - - - 157,523

25,084 292,084 5,300 181,679

1,138,753 498,024 604,104 331,113

AR
The Company
2007 2006

HAERK THIEARAR

TE A 1 B HE A i B

Replacement  Potential future Replacement  Potential future

cost  credit exposure cost  credit exposure

T#x T# T T

HK$°000 HKS$’000 HK$000 HK$'000

FlZAH Interest rate contracts 1,085,620 196,490 589,993 136,734
ERAH Exchange rate contracts

— & — Currency swaps 25,084 292,084 5,300 24,156

— & - Currency forwards - - - 157,523

25,084 292,084 5,300 181,679

1,110,704 488,574 595,293 318,413
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21. B AL A 21. Loan portfolio, net
(a) BEARAL G VB e (a) Loan portfolio less allowance
AR M A A
The Group The Company
2007 2006 2007 2006
T#L THETT T#L T
HK$°000 HK$000 HK$°000 HK$000
Fis ol Gike) Mortgage portfolio
fFE Residential
— — Hong Kong 20,413,884 23,313,605 20,265,781 23,284,194
— AN — Overseas 5,458,180 - 5,458,180 -
[EE 3 Commercial 4,000,000 4,000,000 4,000,000 4,000,000
WAL ALA Securitised portfolio
(KfF5E33) (Note 33) 2,796,551 3,796,048 - =
e dE A & Non-mortgage portfolio 1,805,606 1,291,032 1,805,606 1,291,032
34,474,221 32,400,685 31,529,567 28,575,226
FARI AT Allowance for loan impairment (13,930) (24,233) (12,970) (22,372)

34,460,291 32,376,452 31,516,597 28,552,854

RFELE+HA=ZF—H U&E As at 31 December 2007, the mortgage portfolio had a weighted
A K P FEERT A A AR AR average remaining term of 8 years (2006: 9 years) on a contractual
LG B INREF X R8T R N (R E basis, without taking into account any prepayment of the mortgage
INAE L) o MEE R B R B4 48 loans. Final maturity of the mortgage portfolio is in the year 2047.

FEFAT A T2 KA DL - 354 K
A ERER _FN-LERH -

R U (B3 i AR ARG R AL v R Total allowance for loan impairment as a percentage of the
AR GEEERR A IR outstanding principal balances of the loan portfolio is as follows:
A% AR
The Group The Company
2007 2006 2007 2006

SRR H AL Total allowance for loan
B A BRHR impairment as a percentage
H4r of the gross loan portfolio 0.04% 0.07% 0.04% 0.08%
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i W 5 R MR Notes to the Consolidated Financial Statements
(b) 248 Bk A A B Bk Dl AL 13 45 (b) Allowance for loan impairment on mortgage portfolio
A4 AL
The Group The Company
2007 2006 2007 2006
TH#T THIT T#1 THIT
HK$’000 HK$’000 HKS$’000 HK$000
ALEwEAl Collective assessment
w—H—H As at 1 January 24,233 55,847 22,372 52,714
fgH B Loans written off (14,996) (26,284) (14,996) (26,284)
OGRS Released to income
(BH5E12) statement (Note 12) (4,457) (8,473) (3,556) (7,201)
5 ] 2 i K Recoveries of loans
previously written off 9,150 3,143 9,150 3,143
B“r—_H=1+—H As at 31 December 13,930 24,233 12,970 22,372
AR B A Y > 5 RS Allowance for loan impairment was made after taking into account
FEFRI RN G 10 E BT E o MRS the current market value of the collateral of the delinquent loan.
A % T 3 48 AL A L (B A There is no impairment provided for overseas and commercial
£ 3K B (L 45% 4 4,828,000 75 T L 14 432 mortgage portfolio. Allowance for loan impairment of HK$4,828,000
2 [ 19 A [B] B (A NAE ¢ has been transferred to repossessed assets (2006: HK$5,995,000) in
5,995,000 #: 7T © Note 19.
A SR AN A 8 71 2 A R ) Individually impaired loans collectively assessed under portfolio
Hran T - basis are analysed as follows:
ARG v A
The Group The Company
2007 2006 2007 2006
TH#x TH#IT T#L TH#IT
HKS$’000 HK$’000 HKS$’000 HK$’000
WAL A A Gross impaired loan portfolio 40,410 70,433 40,410 70,433
S Allowance for loan impairment (9,450) (13,212) (9,450) (13,212)
30,960 57,221 30,960 57,221

ARG BME  Allowance for loan impairment
B G R as a percentage of gross
A4t impaired loan portfolio 23.4% 18.8% 23.4% 18.8%

WA AL S AN Gross impaired loan portfolio

BB R as a percentage of gross

Aot loan portfolio 0.1% 0.2% 0.1% 0.2%
R AL G R Ak 30 AS m AR 71 e Pl Bk Allowance for loan impairment under collective assessment for loans
JIT A B KU (EL 488 4 7% 4,480,000 5 I not individually identified are HK$4,480,000 (2006:HK$11,021,000).

(T FFINAE ¢ 11,021,000 5 9T) ©
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(c) EFALA N R A G H A (c) Net investments in finance leases included in loan portfolio
AR AR R A 4w
The Group and the Company
2007
oA AL A
R IABUI RAI A Yy J5 AV M AL
Present value of FEBCA KB
minimum lease Interestincome Total minimum
payments relatingto  lease payments
receivable future periods receivable
TH#T T T#T
HK$°000 HK$’000 HK$’000
AL W BEWCGRIE © Amounts receivable:
——4ER — within one year 127,044 65,238 192,282
——ERETEN — after one year but within five years 484,317 213,410 697,727
— 44K — after five years 1,194,245 285,651 1,479,896
1,805,606 564,299 2,369,905
AR AR B A 2w
The Group and the Company
2006
=43k
RIABUE A Y AR
Present value of FLEIRA K FRIE AR
minimum lease  Interestincome  Total minimum
payments relatingto  lease payments
receivable future periods receivable
THsIC THTT THIT
HK$°000 HK$°000 HK$°000
LA BAREICRIE @ Amounts receivable:
Y — within one year 121,613 60,105 181,718
——FBE AR — after one year but within five years 408,729 188,306 597,035
—AFR — after five years 760,690 200,581 961,271
1,291,032 448,992 1,740,024
REFEARELH=ZF—HEE There is no impairment allowance for finance lease receivable as
FEETFZAZT—H » REHEA at 31 December 2006 and 31 December 2007 of the Group and the
A T S A A AL A PR MO TELAE 4 Company.
{EHEA -
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2. BHE 22. Investment securities

(a) Wk EES (a) Available-for-sale securities
A 4 1 Ko AR A i)
The Group and the Company
2007 2006
FHL FHsoo
HK$’000 HK$°000

F O A SR A A5 75 25 Debt securities at fair value

JF bl Unlisted 2,665,849 3,625,784
AU LT Listed in Hong Kong 461,947 163,039
AR LASM I L i Listed outside Hong Kong 128,579 283,687
3,256,375 4,072,510
Y2208 TR S R 1) HoAth 75 55 Other securities at fair value
AT LT Listed in Hong Kong 781,875 542,009
a] f e R s A Total available-for-sale securities 4,038,250 4,614,519
FARE 2548 38 ) il B B k< I s M e Other securities refer to exchange-traded funds and real estate
RERFRT - investment trust.
PATF J 45 854 TR AR Il 20 A v A4 1 65 Available-for-sale securities are analysed by categories of issuers as
ol follows:
A S5 1 Ko AR 4 vi)
The Group and the Company
2007 2006
T T
HK$°000 HK$°000
SRAT S HoAt 4 Rl A A Banks and other financial institutions 2,998,568 2,916,136
NFIRE Corporate entities 38,270 436,278
DN Public sector entities - 553,694
HoAth Others 1,001,412 708,411
4,038,250 4,614,519
Al E RS BB R R The movement in available-for-sale securities is summarised as
follows:
AR B A A )
The Group and the Company
2007 2006
T#x T
HK$’000 HK$°000
w—H—H As at 1 January 4,614,519 1,989,973
B Additions 23,476,586 21,051,103
S (A T ) Disposals (sale and redemption) (24,178,564) (18,602,056)
e Amortisation 100,151 108,549
N T{E S Change in fair value 17,203 56,843
AN EE .25 Exchange difference 8,355 10,107
wt+—=H=1+—H As at 31 December 4,038,250 4,614,519
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OEGEE e (b) Held-to-maturity securities

ACAE I Be A 4 7]
The Group and the Company
2007 2006
T#1 TH#ETT
HK$’000 HK$’000

BB ARSI BRI B S S Debt securities at amortised cost

AU LT Listed in Hong Kong 620,188 586,009
RIS LASN I L i Listed outside Hong Kong 756,848 1,012,062
1,377,036 1,598,071
F L Unlisted 4,122,988 3,075,019
FrA 2 5| IR 7R 4% Total held-to-maturity securities 5,500,024 4,673,090
TR T E — Market value of listed
R 2 3 A securities-held-to-maturity 1,389,293 1,579,872
PUR B4R 8 A AN o A R 2 3 Held-to-maturity securities are analysed by categories of issuers as
HARE A - follows:
A 45 18 B AR 24 )
The Group and the Company
2007 2006
T#x T
HK$’000 HK$°000
SRAT B HoAth 4> Rl i A Banks and other financial institutions 3,695,830 2,347,894
S EAEEE Corporate entities 439,638 1,108,615
INEE Public sector entities 1,018,714 871,082
Hp YL IE R Central governments 345,842 345,499
5,500,024 4,673,090
A BRI E T The movement in held-to-maturity securities is summarised as
follows:
AR AR [ B AR 2 W]
The Group and the Company
2007 2006
T#L T
HK$’000 HK$°000
mw—H—H As at 1 January 4,673,090 4,524,894
e Additions 4,014,805 357,028
f [m] Redemption (3,202,554) (209,631)
ey Amortisation 7,172 (6,507)
BN R 58,25 % Exchange difference 7,511 7,306
wt—H=+—H As at 31 December 5,500,024 4,673,090
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23. [l 2 & 23. Fixed assets
IR B AR
The Group and the Company

Wag
el ~ 11
RkE
IR S Office
% equipment,

Leasehold furniture (] Tl HH

improvement  andfixtures  Computers Motor vehicle Total

Ti#x T T T T
HK$000  HK$000  HK$000  HK$000  HK$000

JRASMEL Cost
h_EEREE—-H—H As at 1 January 2007 7,728 6,070 99,366 226 113,390
NE Additions 207 306 6,127 - 6,640
e Disposal/write-offs - (317) (659) - (976)
R-BBLAEFH=1—H Asat31 December 2007 7,935 6,059 104,834 226 119,054
Rty Accumulated depreciation
h_EEREE—-H—H As at 1 January 2007 2,782 4,377 86,837 38 94,034
AR TR (F5E9) Charge for the year
(Note 9) 1,241 772 8,078 56 10,147
RIS EE Disposal/write-offs - (317) (659) - (976)
REBBLAEFH=1—H Asat31 December 2007 4,023 4,832 94,256 94 103,205
T (L Net book value
R_ZZLAEFH=1—H Asat31 December 2007 3,912 1,227 10,578 132 15,849
W EBTNF T H =1—H Asat31 December 2006 4,946 1,693 12,529 188 19,356
24. B A A& 24. Investment in a subsidiary
A2 H]
The Company
2007 2006
T T
HK$°000 HK$°000
F Bk - AE Unlisted shares, at cost 1,000 1,000
Wi JE 2 ) I R Due from a subsidiary 150,766 31,180
151,766 32,180

o &8 2 T BT Rk TE By M K 4 M A [ 2R K The amount due from a subsidiary is unsecured and has no fixed term of
A o AU BT 4% T 35 A 2R B o repayment. Interest is charged at market rate.
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MWZEZELEFTH=1+—H BN A The details of the subsidiary as at 31 December 2007 are:
FEIEUIT ¢
CH#fTA  Priekds EHAA
ERlaALE = MO T {E B AR 23 L
Eyi Place of Principal Nominal value of Class of % of ordinary shares
Name incorporation Activities issued capital  shares held directly held
A T LA PR ) i WA B 1,000,000 T il 100%
Hem FEK BB B 1 T
HKMC Mortgage Hong Kong Mortgage HK$1,000,000 Ordinary 100%
Management purchases and of HK$1 each
Limited servicing

25. Z% fYRRIE ~ HEATBASZ R AL 25. Accounts payable, accrued expenses and other
=

liabilities
A SR M AR
The Group The Company

2007 2006 2007 2006
T TH#TT T TH#TT
HK$000 HK$°000 HK$’000 HK$°000

WA BRI % Accounts payable and
JEAT BH 52 accrued expenses 83,671 77,962 166,622 213,764
HoAt A 3R IH Other payable - - 925,771 1,082,089
HAt A 15 Other liabilities 4,054,545 4,120,474 4,054,545 4,120,474
oA Other provisions 13,290 6,155 13,155 6,031
4,151,506 4,204,591 5,160,093 5,422,358

HAb & RIS AN B E =+ A R EE Other liabilities represented the deferred consideration used for credit

PU4E— H B F R TE I ([ A i ) B enhancement on the mortgage loans purchased from the Government of the

L A BN i A B2 PE R AR ZEARAE o Hong Kong Special Administrative Region (“HKSAR”) in December 2003 and
January 2004.

HE_FEEELE+_H=1+—H > &AAFM Up to 31 December 2007, the Company sold HK$3 billion of mortgage loans
Bauhinia MBS Limited ) 301 it JC 4% # & to Bauhinia MBS Limited for securitisation, in which, the Company continues
FHEREIRAE > R > AR ) A AR A AR SRR to recognise the mortgage loans in “Loan portfolio, net” to the extent of
B2 B [ BRI | R I R o the guarantee and continuing involvement. A liability due to Bauhinia
[ HAth FE A5 2k 38 | o B 7R — 4 JE £ Bauhinia MBS Limited shown as “Other payable” has also been recognised. As at 31
MBS Limited [ & &8 E #ERR o A —~FE L December 2007, other payable was HK$ 925,771,000 (2006: HK$1,082,089,000)
A=t —H > ARFAEEAMEERN in the Company’s balance sheet.

FABE AT 3K 5% 925,771,000 5 7C (ZFZ N4

1,082,089,000 #7C) e

164 FHRBEHERAR o “FRLEFER The Hong Kong Mortgage Corporation Limited « Annual Report 2007

The Hong Kong Mortgage Corporation Limited



| OUR ANNUAL FINANCIAL STATEMENTS FOR 2007

o A S R P Notes to the Consolidated Financial Statements
26. PR B £ 08 S P IR B o 26. Insurance liabilities and reinsurance assets
A S5 1 Ko AR 4 vi)
The Group and the Company
2007 2006
T T
HK$’000 HK$°000
B Gross
A R Unearned premiums 658,569 622,959
TR SR B R Claims reported and outstanding 50 534
EEAERHERER Claims incurred but not reported 2,767 1,363
PRI fEAE%E - BRE Total insurance liabilities, gross 661,386 624,856
TR B Reinsurance
AR R Unearned premiums 364,461 372,893
B H R S R PR Claims reported and outstanding (29) (7)
EEAERERER Claims incurred but not reported 1,951 1,015
FHORBR A Al EAL PR FR B {5 48%H  Total reinsurers’ share of insurance liabilities 366,383 373,901
] Net
AR (e Unearned premiums 294,108 250,066
T H R SR R R Claims reported and outstanding 79 541
T AR AR R R Claims incurred but not reported 816 348
PRBE B RAAE > FE Total insurance liabilities, net 295,003 250,955
27. BT B E I 27. Debt securities issued
% 3 |
The Group
2007 2006
T T
HK$’000 HK$°000

e 88 LA ) VR Y A ks Debt securities carried at amortised cost

% T A5 DIP notes 3,947,378 3,848,817
TR 6F LA S M Y R 5 Total debt securities carried

Feeidnki) at amortised cost 3,947,378 3,848,817
TR B A P E B R JF  Debt securities designated as fair value hedge
% LA DIP notes 20,163,824 17,694,653
FEEFETHH L HAbfEZ  RBIP and other notes 4,228,537 4,410,475
F6 78 7 T (E S Y 5 Total debt securities designated

it 7 A as fair value hedge 24,392,361 22,105,128
T e s e 3 5 2 DA Debt securities designated as at fair

AT EEL R AR value through profit or loss upon

(e Tien initial recognition
% T AR5 DIP notes 4,484,748 2,159,916
TEEFFIATRE B XA RBIP and other notes 486,703 821,609
A IR TERRIREHG 2 77 LA Total debt securities designated

I HE LT AR Y as at fair value through profit

e i 5 J AR or loss upon initial recognition 4,971,451 2,981,525
OB T 5 A R AR Total debt securities issued 33,311,190 28,935,470
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A2 w]
The Company
2007 2006
T#xT T
HK$’000 HK$°000
OB AR B 3ES:  Debt securities carried at amortised cost
% T A5 DIP notes 4,053,269 3,848,817
Fiz B HE 3 LA 51 B 1) R Total debt securities carried
R AR at amortised cost 4,053,269 3,848,817
R B A P E BRS¢ Debt securities designated as fair value hedge
% LA DIP notes 20,163,824 17,694,653
TEEHBETHHE L HAbfEZ:  RBIP and other notes 4,228,537 4,410,475
T8 7 BN TE 3B i Y Total debt securities designated
it 7 A as fair value hedge 24,392,361 22,105,128
T e s e 3 5 2 DA Debt securities designated as at fair
AT EEAL R A2 value through profit or loss upon
B W initial recognition
% T AR5 DIP notes 4,484,748 2,159,916
TG AT B LA 2 RBIP and other notes 486,703 821,609
AT IR HERRIREHS 22 77 LA Total debt securities designated
I HE ST AR Y as at fair value through profit
fEHs i 5 MR or loss upon initial recognition 4,971,451 2,981,525
CL BT 5 A e AR Total debt securities issued 33,417,081 28,935,470

TAAE TR > A5 42 [ A 4] 4R e R IRF 38 72 L 55 4 i
151 3,533,823,000 7 TT4% 318 {1 LA F- (B 5
fbst A B 2E o % 4 Al A & 2 A 1 (8 %5 B R
TG E By LA S AL 5 A 28 5 i
I8 5 o ) 3R ) SR ) o A ) B R RE R S A LA
ISR SR AR 25 1 4 £ 5 1 R TR
AR A5 [ AR 8 A A AR S A B I I 1) i 5 A A
AT Y 4 5 D 43,727,000 95 TC ( B E N4
87,482,000 #57C) ©

During the year, the Group designated on initial recognition HK$3,533,823,000
nominal value of such financial liabilities as at fair value through profit or loss.
The fair value changes are attributable to changes in benchmark interest rates
for the debt securities designated as at fair value through profit or loss. The
carrying amount of the financial liabilities designated as at fair value through
profit or loss upon initial recognition is HK$43,727,000 (2006: HK$87,482,000)
lower than the amount that the Group would be contractually required to pay
at maturity to the note holders.

%A R E By AT (BB IR ) <62 BB A 0 1
JRE 5 5 O A A A R A

There were no significant gains or losses attributable to changes in the credit
risk for those financial liabilities designated as at fair value.

SR A )
The Group The Company
2007 2006 2007 2006
T TH#E T T#T THTT
HK$°000 HK$'000 HK$°000 HK$'000
h—H—H As at 1 January 28,892,340 28,248,003 28,892,340 28,248,003
AR BEEEA T Issuance for the year 16,412,345 13,343,663 18,896,408 13,343,663
T AR Less: Redemption for
the year (12,346,500)  (12,699,326) (14,724,672)  (12,699,326)
2 FEAE (H A Total nominal value 32,958,185 28,892,340 33,064,076 28,892,340
A F 5> Unamortised portion
of discount (99,937) (89,989) (99,937) (89,989)
N TR R R Fair value adjustment 452,942 133,119 452,942 133,119
R+ A=+—H As at 31 December 33,311,190 28935470 33,417,081 28,935,470
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A EEFATI S Notes issued during the year comprise:
AL A2 ]
The Group The Company
fE B TR EdLies B TR BRI
EiF | BEATE EiF | BEAT
DIP RBIP DIP RBIP
T#L T T#L T#L
HK$’000 HK$°000 HK$°000 HK$°000
BB T A Amount issued at

nominal value 15,487,500 924,845 17,971,563 924,845
B e Eer ] Consideration received 15,448,188 907,817 17,932,251 907,817

JIr A LB AT I A5 B A AR A 4 T 1) 1K 41
FAE T 3847 a5 LB o B TE SR A —
B RAFERMENE -

28. DEITZEIE R

All the debt securities issued are unsecured obligations of the Group, and are
issued for the purposes of providing general working capital and refinancing.

28. Mortgage-backed securities issued

AL
The Group
2007 2006
T TH#TT
HK$°000 HK$'000
T B 1O AR 5 MR 1 45 8 s MBS at amortised cost
e R S AL wt MBS Programme 114,321 277,844
Bauhinia #5458 2Lt Bauhinia MBS Programme 1,549,162 1,849,408
1,663,483 2,127,252
TR B A T 3B JF MBS designated at fair value hedge
Bauhinia #5458 2Lt Bauhinia MBS Programme 2,565,676 3,234,008
T B T4 18 a8 R AR Total MBS issued 4,229,159 5,361,260
A—H—H As at 1 January 5,367,252 5,197,567
AR FEREAT Issuance for the year - 2,000,000
Wk AR R Less: Redemption for the year (1,163,769) (1,830,315)
A FMHE Total nominal value 4,203,483 5,367,252
I PETEE Fair value adjustment 25,676 (5,992)
wtZH=+—H As at 31 December 4,229,159 5,361,260

BT 4 w8 25 15 B e A E B HE AR AT > 3lf
T A T RN 4 1 AR B B SRR AL A
M 34T o %48 B KA A H 3,722,322,000 45 6
(T RENAE  4,878,137,000 #T) T AF 4 T 5%
17448 78 22 S0 5 (KT 36) o B 384T 1445
75 5 4B % Hh 2,763,483,000 HE T ( RN ¢
3,627,252,000 5 70 ) B A/ RIS LR o

29. ¥i4m IR B SR 0 18 e

i R 5 E TS 114 oK DL Y R B4 AN BRAZ HE AL
WHEMRBAFREMEES > 82 - FTLE
TTA = —HIRFERE SRS R E
FH 2R 48 A AR 42 [ i 25 115K 468,000 7 7T (-
FEINAE 8801 201,000 5 0) o AASEE HIk 5
NP8 (0] F R A (AN BRAZ R R PR B
F) S A% HEA R 1 A5 I A5 ) 133,000 956 (=
FEINAF  H1BE 795,000 #570) ©

All the MBS are collateralised obligation of the SPEs and are issued for
the purpose of providing funds to purchase mortgage portfolios from the
Company. HK$3,722,322,000 (2006: HK$4,878,137,000) of mortgage portfolio
are collateralised for the MBS issued (Note 36). Out of the total MBS issued,
HKS$ 2,763,483,000 (2006: HK$3,627,252,000) are guaranteed by the Company.

29. Provisions for mortgage insurance business

Provisions for outstanding claims under the mortgage insurance business are
recorded net of recoveries from the approved reinsurers. For the year ended
31 December 2007, provision for claims of HK$468,000 (2006: HK$201,000
written back) for risk-sharing business was charged to the income statement of
the Group. The amount of claim of HK$133,000 (2006: charge of HK$795,000)
(net of recovery from approved reinsurers and Authorized Institutions) was
written back in the income statement of the Group.
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o A S R P Notes to the Consolidated Financial Statements
30. A 30. Share Capital

2007 and 2006
T#
HK$°000
i Authorized
5 H TR L 1 75 T 11 30 58 B 3 A 3 billion ordinary shares of HK$1 each 3,000,000
CET KEUE Issued and fully paid

o S T L 1 95 TG R 20 i S 2 billion ordinary shares of HK$1 each 2,000,000

31. fifi e 31. Reserves
A%
The Group
TR B A B ATERKE Eopl
Retained ~ Contingency Fair value Hedging M
Profits reserve reserve reserve Total

THT THT T T THT
HK$'000 HK$'000 HK$'000 HK$'000 HK$°000

MoZERE—R—H Asat 1 January 2006 2,519,002 61,725 93,939 = 2,674,666
ARAEBE it A1 Profit for the year 682,673 - - - 682,673
FE 4% B i A3 L Transfer of 50% of net risk

B O T ALY 50% premium earned from

Bl retained profits to

contingency reserve (22,953) 22,953 = = -
FEARERR ] it 8 B 5 Change in fair value
AT EEE) of available-for-sale
securities taken to equity - - 37,866 - 37,866
B3R (HFEE 13(b)) Tax effect (Note 13(b)) - - (6,626) - (6,626)
CR-EFLERE Dividend paid relating to 2005 (250,000) - - - (250,000)
REFFANFEFH=1T—H  Asat31 December 2006/

/o EE L~ —H 1 January 2007 2,928,722 84,678 125,179 - 3,138,579
AR B i A Profit for the year 740,664 - - = 740,664
FET % B Bt L 0 Transfer of 50% of net risk

JR B R R AR 50% premium earned from

EN retained profits to

contingency reserve (18,489) 18,489 - - -
3¢ [0 L e ot 2 O B Mg ) Release of contingency
reserve to retained profits 670 (670) - - -

ARSI A (%% 0 Change in fair value of

available-for-sale securities:

—at AR —taken to equity - - 17,203 = 17,203
— A A IR s 2 ~transferred to income
statement on disposal - - (22,578) - (22,578)
—BIE (F5E 13(b)) —tax effect (Note 13(b)) = - 869 - 869
Bl T Cash flow hedges
—at AR —taken to equity - - = 6,658 6,658
—BE 5k 13(b)) —tax effect (Note 13(b)) = = - (1,165) (1,165)
ER-FFAERE Divided paid relating to 2006 (250,000) (250,000)
REZFZLEFTH=1+—H  Asat31December 2007 3,401,567 102,497 120,673 5,493 3,630,230
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o A S R P Notes to the Consolidated Financial Statements
AR
The Company
R 355 A Rl ATERE Eapu
Retained ~ Contingency Fair value Hedging A
Profits reserve reserve reserve Total

Tt T T Tt T
HK$000 HK$000 HK$'000 HK$000 HK$'000

MoZENE—R—H Asat 1 January 2006 2,522,296 61,725 93,939 - 2,677,960
AAEBE i A1 Profit for the year 681,767 - - - 681,767
1 4% B i A L Transfer of 50% of net risk

B PR T ALY 50% premium earned from

retained profits (22,953) 22,953 - - -
AR ARERR IR ] fit 5 6 5 Change in fair value of
HIAFE5E) available-for-sale securities
taken to equity - - 37,866 - 37,866
BEIR (HFEE 13(b)) Tax effect (Note 13(b)) - - (6,626) - (6,626)
ER-EFFLERE Dividend paid relating to 2005 (250,000) - - - (250,000)
REZFANFEFZH=1—H,/ Asat31 December 2006/

EEEE-H—H 1 January 2007 2,931,110 84,678 125,179 - 3,140,967
AR B i A Profit for the year 739,672 - - = 739,672
% B i At L 0 Transfer of 50% of net risk

JGR B R R AR 50% premium earned from

retained profits (18,489) 18,489 = = =
3¢ [0 e ol 2 O B Mg ) Release of contingency
reserve to retained profits 670 (670) - - -

ARSI A (%% 0 Change in fair value of

available-for-sale securities:

—at AR —taken to equity - - 17,203 = 17,203
— A AR R 2 s ~transferred to income
statement on disposal - - (22,578) - (22,578)
— B (B5E 13(b)) —tax effect (Note 13(b)) = - 869 - 869
Bl T Cash flow hedges
—at AR —taken to equity - - = 6,658 6,658
—BIE 5k 13(b)) —tax effect (Note 13(b)) = = - (1,165) (1,165)
CIR-EFEANERE Divided paid relating to 2006 (250,000) (250,000)
R=ZFZL4E+"H=1—H  Asat31 December 2007 3,402,963 102,497 120,673 5,493 3,631,626
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o B AR B Notes to the Consolidated Financial Statements
32. BABALFT L E KRR G 32. Material related party transactions
(a) A BN-LFE4 BE ST B 42 uk 42 12 il 5 (a) Related parties are those parties which have the ability, directly or
TR — N il g B B 488 T indirectly, to control the other party or exercise significant influence
W N o =2 L[R2 i 832 L ] F AR over the other party in making financial and operating decisions.
2 APNSWING GV Z ] DN Parties are also considered to be related if they are subject to
AT B N B LAt B o common control or common significant influence. Related parties
may be individuals or other entities.
SRR > AN ] EEAT BN 45 AR I During the year, the Company entered into various transactions with
BRI ZIEAS S - 2 5 related parties on an arm’s length and commercial basis. The nature
EHEHIAT - of the relationship is set out in the following table:
FBAE 5 I —
BT SCHRE
Nature of related
44 6] transaction-see the
Name Interests notes below
MRS - RKOPAN L WA R % (2) (9) (13)
(RZEEZELHFELH—HEZRT) PN S K= UN
The Honourable Financial Secretary
John TSANG Chun Wah, JP Controller of the Exchange Fund
(appointed on 1 July 2007)
FEBAESEAE > GBS > KA W ECR] Al R 2 )
(R ZFFEELHFELH—HEE) (B =FRELHFEAA=1TH)
The Honourable HINTE 4 4 BN
Henry TANG Ying Yen, GBS, JP (BE=FZFEHEANA=ZTH)
(resigned on 1 July 2007) Financial Secretary
(until 30 June 2007)
Controller of the Exchange Fund
(until 30 June 2007)
fERRRISEAE > GBS » KP4+ T s 4 R L)) AR (1) (2) (9)
Joseph YAM Chi Kwong, GBS, JP Chief Executive of the Hong Kong
Monetary Authority
EAUE i N o W T v 4 T A 2L ) ) A (1) (2) (9)
Peter PANG Sing Tong, JP Deputy Chief Executive of the Hong Kong
Monetary Authority
SRS > KAt T s 4 A B ) I A 1) (2) (9)
(i —FEZELHENHA =1+ —HEHE) Deputy Chief Executive of the Hong Kong
CHOI Yiu Kwan, JP Monetary Authority
(resigned on 31 August 2007)
RAEIE > KP4t T v 4 T A 2L I A 1) (2) (9)
OR =FRLHEIH — AR O =FFLEILH — HEZRE)
Eddie YUE Wai Man, JP Deputy Chief Executive of the Hong Kong
(appointed on 1 September 2007) Monetary Authority
(appointed on 1 September 2007)
BRAR i %d% > SBS » K-F-4f -+ B A e RS SR Ry R (3) (13)
Professor the Honourable (R ZFBEELFEELH— HERE)
K C CHAN, SBS, JP THEEZEGETZER

(R=FZ-LEEH — HEZRE)
Secretary for Financial Services

and the Treasury

(appointed on 1 July 2007)
Official member of The Hong Kong

Housing Authority

(appointed on 1 July 2007)
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Notes to the Consolidated Financial Statements

F A5 I —

BT SCHEE

Nature of related

4 Wi dgr transaction-see the

Name Interests notes below

BREEARSEAE » SBS » KP4l 1 A7 | (3)
The Honourable FEEEZETZLE
CHAN Kam Lam, SBS, JP Legislative Councillor

Member of The Hong Kong

Housing Authority

L IR0g: 5 o R NS 5 i X5 2 R R R (3) (13)

(R=FELFELH—HERE) (R=EBELFELH—HERE)

The Honourable HsEREZAGEMN

Ms. Eva CHENG, JP
(appointed on 1 July 2007)

(A= FEZLEEH — HEZRE)
Secretary for Transport and Housing
(appointed on 1 July 2007)

Chairman of The Hong Kong
Housing Authority
(appointed on 1 July 2007)
MR B > BBS » KFit BEEEEEEZEE ®3)
OR ZFELHELH T ILH R Member of The Hong Kong
Professor the Honourable Housing Authority

Anthony CHEUNG Bing Leung, BBS, JP
(appointed on 19 July 2007)

5 R SE e

(A =FF-LAEMH —+N HERT)
Andy HON Hak Keung

(appointed on 26 April 2007)

T T 12 T S SRA T I 3 A PR )
TH <5 il 7 = AR A

Head of Consumer Banking
Standard Chartered Bank
(Taiwan) Limited

(10) (11)

2= E ¥+ > GBM > GBS » LLD (Cantab) >
KFAf
Dr. the Honourable

David LI Kwok Po, GBM, GBS, LLD (Cantab),

JP

SRR ERAT A PR R A A T B
Chairman and Chief Executive of
The Bank of East Asia, Limited

(3) @) (5) (6) (14)

BRFEIAE > KTt
(R=FEELHELH—HEME)
The Honourable
Frederick MA Si Hang, JP
(resigned on 1 July 2007)

ARG 2 s SR R =
(BE=FEEEAA=1H)
THFELRBEGETRA
(BE=FEEFEAA=1H)
Secretary for Financial Services
and the Treasury (until 30 June 2007)
Official member of The Hong Kong
Housing Authority (until 30 June 2007)

3)

ARAAEES A

(A ZZZBAEM H Z 478 HRAT)
Nicholas John SIBLEY

(retired on 26 April 2007)

i i E SR T IR A
o N PN E S

T OR B (SR A BRA R #E g5

Head of Personal Financial Services
Asia-Pacific of The Hongkong and
Shanghai Banking Corporation Limited

Director of HSBC Insurance (Asia) Limited

(3)(4) (5) (6) (7) (8)
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AEAZ 5 I —
ST SRR
Nature of related
624 HAr transaction-see the
Name Interests notes below
P& IS > SBS > KPR Sk e A ®3)
The Honourable FEEREEZEEGZLR
SIN Chung Kai, SBS, JP Legislative Councillor
Member of The Hong Kong
Housing Authority
B > GBS » APk [ e B AR e B ) Sy £ ®3)
(A —FEZEFEH — HEHMD) (BE=REREHEAA=1H)
The Honourable HFBEELZEG LR
Michael SUEN Ming Yeung, GBS, JP (BE=ZEEEAA=1H)
(resigned on 1 July 2007) Secretary for Housing, Planning
and Lands (until 30 June 2007)
Chairman of The Hong Kong
Housing Authority (until 30 June 2007)
B ek TEHEERATER IR\ 22 il 0 (12)
Eddie TAN Cheng Soo R K [ 4 AR AR (BERT )

Regional Treasurer of Global Consumer
Bank - Asia Pacific, Citibank,
N.A. (based in Singapore)

(1) AN B A s 4 A B ([ 759
SR 1) BT R AE s T e
HARGRENRE > EETH
LA R A A AR R A
F PR REAE LA AR - —
FTELAE » RN A %S R 1)
HEHSE R A 108 T (=
TN 1 80 HY L) o

() SNEERE G Tl e i 24
A4 100 (W IR 5% -
BEFFLEF A=A
A RGO B (FF
ALEEOR

(3) ZERESERH S > AR
I 48 R B AR A W) T S B
11 <5z PR B A o AEL A Y LA T 2 S
P AR BN B HOAR BRI AT
51| [Bkdss ] AL o

(1) The Company is a member of the Central Moneymarkets Unit
Service operated by the Hong Kong Monetary Authority (“HKMA”)
which provides custodian and clearing agent services for the debt
securities issued by the Company. In 2007, the Company paid
HKS$1.1million (2006: HK$0.8 million) by way of fees to the HKMA
for such services.

(2) The Exchange Fund through the HKMA has provided the Company
with a HK$10 billion revolving credit facility. As at 31 December
2007, there was no outstanding balance (2006: nil).

(3) Being an executive director or senior officer of a financial institution
or organisation as specified under the column headed “Interests”
in the above table which has entered into an agreement with
the Company in respect of the purchase of mortgage loans by
the Company from time to time under the Mortgage Purchase
Programme.
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(5

(6)

(7)

(8

)

2 LR PRER AT > ARl
45 PR B PR e B AR 2 5T S h i
11 <5z A B O S AEL A Y LA T S
AR BN B HOH BRI AT
F1 [Hefss | A

Rk 400 (55 L EHS LR 175
BIELAN /] RTSL R  E B S
T 1 R [ Y 4 A 1
T EBELEAEHAL » HAA
Bk LR 81 [T ] A o

Bk 200 (RS LB BB AT
B B AR /N R R 57 Wbk (0 D 4R AT
) 45 ARG P SIS el R A
B > HOAH B AT A T
1l A o

B 1 By 2 PE N SR BRACHE N
FEZRIAASHEN » SHAN A —IH
B2 THH AR W 25 8T (L4E 304
2% JG Bauhinia % 18 &% 75 1k 51 #1)
B\ A 5T S R 1 4 Rl A 1)
BT EBEIGEREHAL » HAH
R LA A1) [T ) A o

BE 7 303570 I RO B AT R
W fr) 22 P N k52 ) v LA 24 R RT
7 Yl 19 <6 P A AV 119 AL A T
P ARE BN B HOAH BRI ST
51| [ Bkdss ] A o

TERENENH —A—H > AR
) B B B /) /) R0k T S — R
A HZFFHAFE—H—HiEE
il B HATSAE o PRI > BAELH] A
5 H 1 AR A 7 R A S R R
Pl 7 8 4 8] [ 4 il > ) 79 48
7902 % J% 80 H A J@ o 7 i B A
AR EAE R o AN A 4
I TEBEE R - R EE L
A RN E] B S AT A 3L 640 E
TG (ZEZ N ¢ 640 B HETT) T
HHEE )R -

(10) ¥ FT [0 P 7 S SR AT B A7 R 22 W

J T 5 P AT BR A W G R e
Al o T4 AT BR S R B
R C A FIE (3) ~ (5) 2 (6)
(8) J (11) BEFT# = BRI L. ok

Notes to the Consolidated Financial Statements

@

(5

(6)

(7)

(8)

)

Being an executive director or senior officer of a financial institution
or organisation as specified under the column headed “Interests”
in the above table which has entered into an agreement with the
Company in respect of the application for mortgage insurance cover
from time to time under the Mortgage Insurance Programme.

Being an executive director or senior officer of a financial institution
as specified under the column headed “Interests” in the above table
which has entered into an agreement with the Company, as primary
dealer or selling group member in the HK$40 Billion Debt Issuance
Programme.

Being an executive director or senior officer of a financial institution
as specified under the column headed “Interests” in the above table
which has entered into an agreement with the Company, as a placing
bank in the HK$20 Billion Retail Bond Issuance Programme.

Being an executive director or senior officer of a financial institution
as specified under the column headed “Interests” in the above table
which has entered into an agreement with the Company, as arranger
or lead manager/co-lead manager in one or more of the Company’s
MBS issues, including the US$3,000,000,000 Bauhinia Mortgage-
Backed Securitisation Programme.

Being an executive director or senior officer of a financial institution
as specified under the column headed “Interests” in the above table
which has entered into an agreement with the Company, as arranger
or dealer in the US$3,000,000,000 Medium Term Note Programme.

On 21 April 2004, the Company entered into a lease for a period
of 6 years commencing on 1 January 2005 with The Financial
Secretary Incorporated (“FSI”) by which the FSI let to the Company
Suite 7902 on 79th Floor and the whole of the 80th Floor, Two
International Finance Centre, 8 Finance Street, Central, Hong Kong.
At the direction of the FSI, the Company paid rental to the HKMA.
In 2007, the Company paid a total of HK$6.4 million (2006: HK$6.4
million) of rental to the HKMA.

(10) Standard Chartered Bank (Taiwan) Limited is a subsidiary of

Standard Chartered PLC. The subsidiaries of Standard Chartered
PLC have entered into agreements with the Company in respect of
the matters set out in paragraphs (3), (5), (6), (8) and (11).
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(11) A7 w) B (H A 45) Korea First
Mortgage No. 8 Limited ( /E £ %%
47 N ) ~ Standard Chartered First
Bank Korea Limited ([ SCFBK /)
(E By et Bk Az N ) s 47
SRAT (VB2 R HEN) w1 57 I 5 s
o RIG > AR E] AT AR
DL SCFBK 7K 72 1 44 B0 3 BT 2
B 718 R -

(12) TETHE K / B MY g 28 W © BLA 2
AL RS (3) ~(4) 2 (5) (6) ~ (7)
Be (8) BB i HLw T S 1k ko

(13) A BZ AR > AN [7) BB A]
A= 2 B E 4 6,400 B T %
B (BT NAE - Lo7(E
JG) °

(14) R =FELAE > A ] ) AR
ATA7 BRI B B 40 20 5 T H 4
B (RN ¢ ) o
(b) EEEHEAH
F B 4 EA sk A R B

TURH] ~ 85 KA AL BRI
€ AfEERE R ERETAR o

AR BGRB8 B G4

Notes to the Consolidated Financial Statements

(11) The Company entered into a purchase agreement with, inter alia,
Korea First Mortgage No. 8 Limited (as issuer), Standard Chartered
First Bank Korea Limited (“SCFBK”) (as originator of the mortgage
loans) and Standard Chartered Bank (as arranger) pursuant to
which the Company purchased from the issuer a US$700,000,000
note backed by mortgage loans originated by SCFBK.

(12) Citi and/or its subsidiaries have entered into agreements with the
Company in respect of the matters set out in paragraphs (3), (4), (5),
(6), (7) and (8) above.

(13) In 2007, the Company purchased about HK$64 million of mortgage
loans from the FSI (2006: HK$107 million).

(14) In 2007, the Company purchased about HK$2 billion of mortgage
loans from The Bank of East Asia, Limited (2006: nil).

(b) Key management personnel
Key management are those persons having authority and
responsibility for planning, directing and controlling the activities
of the Group, directly or indirectly, including directors and senior

officers.

Key management personnel compensation for the year comprises:

2007 2006
T THIT
HK$’000 HKS$’000

Hra M AR Salaries and other short-term
A= employee benefits 11,876 11,260
R 1 1 A Post-employment benefits 789 784
12,665 12,044
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33. FFac A F iR

AN A T R s (B s 4 s 2
% (25— ) 47 PR /A 7] )2 Bauhinia MBS Limited)
HEAT H R B AL A R AL B0 AR > BRI )
FAFek s AR B A - 2 EE
A8 BUA B P B R AL S 2B A T BRI R 4 1k
AR T AR I ERR,

B AN F WL A B AL S WO R <
V9 5 A0 HE R T A A DR B T e . [
5 o o A A ALl RT o

HAR N ] A B At T SO 4 A
o DAEOHEGRSEARE b 3 — R0 (1 A8 B
TR B [ 3) > AELATS B B 42 fhHE > B Jey T
KL TERE  W255 B RRALS i A 2 LR
BEAE B A AR -

R AR A3 B T Rp A R T ANA A 4 T A% 1 e
PRI St R AL & > B A AR IR 4%
BB

A i IR A0 23 B AL 1 Bl A7) R B AR
MR FAE > W25 50 BL A A oA 1Ll RR AT 20 I
TE PR A 4 2 e A 0 1O < L E
{8« A0 A RS BAT 5 A N W B E AL
7 Jr TR A AL B RR AR B A 1L 2 4B R R T
EHTINT -

Notes to the Consolidated Financial Statements

33. Special purpose entities and securitisations

The Company uses two special purpose entities (“SPE”) namely HKMC
Funding Corporation (1) Limited and Bauhinia MBS Limited to securitise
mortgage portfolio that result in the transfer of mortgage portfolio to two
SPEs. These transfers may give rise to full or partial derecognition of the
mortgage portfolio concerned from the Company’s balance sheet.

Full derecognition occurs when the Company transfers its contractual right to
receive cash flows from the mortgage portfolio and substantially all the risks
and rewards of ownership.

Partial derecognition occurs when the Company sells or otherwise transfers
mortgage portfolio in such a way that some but not substantially all of the
risks and rewards of ownership are transferred but control is retained. These
mortgage portfolio are recognised on the balance sheet to the extent of
continuing involvement.

The majority of mortgage portfolio transferred to the SPEs, that do not qualify
for full derecognition, are MBS guaranteed by the Company.

The rights and obligations that the Company retains from its continuing
involvement in securitisations are initially recorded as an allocation of the fair
value of the financial asset between the part that is derecognised and the part
that continues to be recognised on the date of transfer. The following analyses
the carrying amount of mortgage loans derecognised to the extent of the
Company’s continuing involvement, that qualified for partial derecognition
from the Company’s balance sheet.

eIk AR#IL
A Eeak BB LK
¥ B i il B i
Carrying amount  Carrying amount
of mortgageloans  of mortgage loans
derecognised  not derecognised
T T#0
HK$’000 HK$°000
a5 Mortgage-backed securitisation
BE T H AR For the year ended:
“ZFRUETFAZTH 31 December 2007 - -
“HRINEF A=t 31 December 2006 1,740,000 260,000

i CERREZ B E) B RRAAIR
B —HFaen dl HUE > B A LR A ]
Z [ B BRSBTS e R 2 ) AR
A e - RIZEAR A FE AR A A o B EUR
REFG EEARRENZ ST A CERENE
FE o T R B T AR F T C AR LR A
O FVEE BRERAERD > HE A (R R 2
Bfr) @ RESR 12 98I TR AR A SRS EE A
TEF AT B AL A AR R A B A5 R -

HK(SIC) INT-12 Consolidation - Special Purpose Entities requires
consolidation of SPEs when the substance of the relationships between
the SPE and the reporting entity indicates that the SPE is controlled by the
reporting entity. This results in consolidating back the transferred assets to
the consolidated balance sheet. The following summarises the outstanding
principal balances of the mortgage portfolio transferred to the SPEs that were
derecognised from the Company’s balance sheet but were consolidated back to
the consolidated balance sheet as a result of HK(SIC) INT-12.
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22 /A =3 : . .
i W 5 R MR Notes to the Consolidated Financial Statements
2007 2006
TH#T TH#IT
HKS$’000 HK$°000
UL R IR (55 —) HKMC Funding Corporation (1) Limited
A BR2 7 111,442 273,496
Bauhinia MBS Limited Bauhinia MBS Limited 2,685,109 3,522,552
EHRE T R A F R Mortgage portfolio transferred to
FFALE (5E21()) the SPEs (Note 21(a)) 2,796,551 3,796,048
34. 7K 34. Commitments
(a) A (a) Capital
AR I Be A 4 7
The Group and the Company
2007 2006
TH#T T
HKS$’000 HK$°000
EHLHEERET A Authorized but not contracted for 9,191 6,638
(b) MEMA (b) Operating leases
AR A A A B A E W o The Group leases the office premises under operating leases. The
WA B ER LV SN > A leases of the office premises run for an initial period of six years
SHEAEE P R BAT 1Y 2 B i 35 A < A and include an option to renew at the then current open market
) o RESEH > AR W RES RS rent. Total future minimum lease payments under non-cancellable
FELA T ZEAE H AR A e AR AL <6 AvF A8 operating leases at the balance sheet date are analysed as follows:
AT
ASAE I Be A 4 7
The Group and the Company
2007 2006
TH#T TH#IT
HKS$’000 HK$°000
b /NELY/ES Office premises
RETR—4E not later than one year 6,368 6,368
ZIR— A EHA later than one year and not later
2R TR than five years 12,735 19,103
19,103 25,471

176 FHRBABERAR o “ BB HLEFER The Hong Kong Mortgage Corporation Limited « Annual Report 2007

The Hong Kong Mortgage Corporation Limited



| OUR ANNUAL FINANCIAL STATEMENTS FOR 2007

Aok B A 5 R M

35. AR IR BEE B

A ) 4 4 3% TR B T AR 8 HL A 4 R B 2k
5 > W AR B A AT R 5 2 50% B IE AR
JE Bz o T L B B 378 AL B B 1 A% E TR B
I PR B o

RoEBRELET H=Z1—H B
B 786 81K HE T (B FNAF 8145 H5 T >
Hrp 51748300 (ZFZNAE - 5228 00) B
o) A% A% i PR 2 ) AR B AR A
A BATAYESR T ERR 351 8 o0 (ZFFN
A 29 2f8 W) ©

36. LT & &

R R ] 1 HL T A RS R B 2 1A
J7 AAEAT R > DRI BB 2R AL BB
BATAIE RIS RIZIHE S - ARBE IR
AT ZAL B HEAT R FE ST B A B A R
(Bl A 5 PR A% 18 s 2 > RIAS 0% R B 4R
) RS AE A — 1548 i 5 BOMAE AT — 4t
iR RTEMR > TS ERAD
A A i o

Notes to the Consolidated Financial Statements

35. Mortgage insurance business

The Company operates its mortgage insurance business on a risk-sharing basis,
and retains up to 50% of the risk exposure under its mortgage insurance covers
with the remaining risk exposure being ceded to its approved reinsurers.

As at 31 December 2007, the total risk-in-force was approximately HK$8.68
billion (2006: HK$8.14 billion) of which HK$5.17 billion (2006: HK$5.22
billion) was ceded to the approved reinsurers and the balance of HK$3.51
billion (2006: HK$2.92 billion) was retained by the Company.

36. Pledged assets

SPEs have charged their assets as securities or otherwise transferred by way of
security for issuing guaranteed or non-guaranteed MBS in accordance with
the provisions under the relevant securitisation programmes. The security
trustee appointed under the relevant securitisation programmes will enforce
the securities over the relevant pledged assets when the relevant SPE (and, in
the case of guaranteed MBS, the Company as guarantor) defaults in payment
under any series of MBS or otherwise on the occurrence of an event of default
in respect of any series of MBS.

AR M
The Group
2007 2006
T#L T
HK$’000 HK$°000
L Assets pledged

SRAT R AR Time deposits with banks 310,093 383,833
Ed gioesd Investment securities 105,891 -
EiE 1o iRy Mortgage portfolio 3,722,322 4,878,137
TEW R Interest receivable 5,526 8,605
4,143,832 5,270,575

A G £ 5 Secured liabilities
EL BT R IR R (fhek 28) Mortgage-backed securities issued (Note 28) 4,229,159 5,361,260

O 42 45 BE AL & B A R i AR M T
iR AL 1 4R B AR AL A (B RE33) > A1 E i
4R B AL B I R T 45 A8 2 B R HE A
[ & 1T ) iRl B (Mak25) -

HE A P 5 A

R R AR - F A B
=

Mortgage portfolio pledged included securitised mortgage portfolio recorded
in the SPE’s book (Note 33) and the transferred mortgage portfolio continued
to be recognised as assets in “Loan portfolio, net” to the extent of the guarantee
and continuing involvement (Note 25).

37. Approval of financial statements

The financial statements were approved by the Board of Director on 10 April
2008.
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