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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT

1 BASIS OF PREPARATION

The interim financial report is unaudited, but has been reviewed by
KPMG in accordance with the Statement of Auditing Standards 700
“Engagements to review interim financial reports”, issued by the
HKICPA. KPMG’s independent review report to the board of directors
is set out on page 48.

The interim financial report has been prepared in accordance with
the applicable requirements of the Listing Rules, including compliance
with HKAS 34 “Interim financial reporting” issued by the HKICPA. It
was authorised for issuance on 17 August 2006.

The financial information relating to the financial year ended 31
December 2005 included in the interim financial report does not
constitute the Company’s statutory financial statements for that
financial year but is derived from those financial statements. Statutory
financial statements for the year ended 31 December 2005 are
available from the Company’s registered office. The auditors have
expressed an unqualified opinion on those financial statements in
their report dated 7 April 2006.

The accounting policies and methods of computation adopted in the
2005 annual financial statements have been applied consistently to
this interim financial report.

2 SEGMENT REPORTING

Segmental information is presented in respect of the Group’s business
and geographical segments. Business segment information is chosen
as the primary reporting format.

(a) By business activity:

The Group comprises the following main business segments:

— Reinsurance business;

— Life insurance business; and

— Corporate and other businesses which comprise asset
management business, insurance intermediary business,
financial and corporate assets.

Consistent with the audited financial statements for the year ended
31 December 2005, the asset management business and the
insurance intermediary businesses are included in the corporate and
other businesses segment in this interim financial report. The directors
believe that the new classification provides a better presentation of
the Group’s segmental assets, liabilities, income and expenses.
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

2 SEGMENT REPORTING (Continued)

(a) By business activity: (Continued)

For the six months ended 30 June 2006

Corporate
and other

Life businesses
Reinsurance insurance Total

$’000 $’000 $’000 $’000

Revenue
Gross premiums written 1,216,230 5,841,633 — 7,057,863
Policy fees — 3,633 — 3,633

1,216,230 5,845,266 — 7,061,496
Less: Premiums ceded to reinsurers (136,918 ) (20,610) — (157,528 )

Net premiums written and
policy fees 1,079,312 5,824,656 — 6,903,968

Change in unearned premium
provisions, net of reinsurance (380,773 ) (69,198) — (449,971 )

Net earned premiums and
policy fees 698,539 5,755,458 — 6,453,997

Net investment income and net gain 154,855 754,905 38,449 948,209
Net exchange gain/(loss) 37,149 (11,891) (311) 24,947
Other income 439 521 17,562 18,522
Inter-segment transactions (150 ) — (7,909) (8,059)

890,832 6,498,993 47,791 7,437,616

Benefits, losses and expenses
Policyholders’ benefits (413,478 ) (592,357) — (1,005,835)
Net commission expenses (250,788 ) (408,969) — (659,757 )
Administrative and other expenses (21,932 ) (580,012) (14,289) (616,233 )
Change in life insurance funds,

net of reinsurance — (4,539,116) — (4,539,116)
Inter-segment transactions 7,909 — 150 8,059

(678,289 ) (6,120,454) (14,139) (6,812,882)

Profit from operations 212,543 378,539 33,652 624,734
Share of (losses)/profits of

associates — (136) 4,032 3,896
Finance costs — (32,273) (39,830) (72,103)

Profit/(loss) before taxation 212,543 346,130 (2,146) 556,527
Income tax charge (7,273 ) (88,344) (3,306) (98,923)

Profit/(loss) after taxation 205,270 257,786 (5,452) 457,604
Minority interests — (129,319) — (129,319 )

Profit/(loss) attributable
to equity holders 205,270 128,467 (5,452) 328,285
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

2 SEGMENT REPORTING (Continued)

(a) By business activity: (Continued)

At 30 June 2006

Corporate
and other

Life businesses
Reinsurance insurance Total

$’000 $’000 $’000 $’000

Debt securities 1,441,285 17,673,639 405,153 19,520,077
Equity securities 332,800 442,963 126,249 902,012
Equity investment funds — 1,829,175 — 1,829,175
Money market investment funds 6,398 2,731 — 9,129
Composite investment funds 23,458 — — 23,458
Cash and bank deposits 1,404,450 4,984,881 384,541 6,773,872
Goodwill — 154,909 73,276 228,185
Interest in associates — 4,052 346,151 350,203
Other segment assets 1,449,343 1,425,653 111,772 2,986,768

Total assets 4,657,734 26,518,003 1,447,142 32,622,879

Life insurance funds — 20,171,759 — 20,171,759
Unearned premium provisions 819,046 295,504 — 1,114,550
Provision for outstanding claims 2,135,909 43,147 — 2,179,056
Investment contract liabilities — 108,747 — 108,747
Interest-bearing notes — 1,456,500 1,350,906 2,807,406
Securities sold under

repurchase agreements — 1,729,147 — 1,729,147
Other segment liabilities 110,344 564,518 22,971 697,833

Total liabilities 3,065,299 24,369,322 1,373,877 28,808,498
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

2 SEGMENT REPORTING (Continued)

(a) By business activity: (Continued)

For the six months ended 30 June 2005

Corporate
and other

Life businesses
Reinsurance insurance Total

$’000 $’000 $’000 $’000

Revenue
Gross premiums written 999,608 2,742,040 — 3,741,648
Policy fees — 1,522 — 1,522

999,608 2,743,562 — 3,743,170
Less: Premiums ceded to reinsurers (154,894 ) (25,505 ) — (180,399 )

Net premiums written and
policy fees 844,714 2,718,057 — 3,562,771

Change in unearned premium
provisions, net of reinsurance (293,530 ) (120,396 ) — (413,926 )

Net earned premiums and
policy fees 551,184 2,597,661 — 3,148,845

Net investment income and
net gain 84,190 205,118 26,491 315,799

Net exchange loss (45,640 ) (393 ) (837 ) (46,870 )
Other income 3,426 71 14,208 17,705
Inter-segment transactions (150 ) — (5,720 ) (5,870 )

593,010 2,802,457 34,142 3,429,609

Benefits, losses and expenses
Policyholders’ benefits (284,464 ) (225,579 ) — (510,043 )
Net commission expenses (213,035 ) (267,624 ) — (480,659 )
Administrative and other expenses (19,214 ) (401,843 ) (13,996 ) (435,053 )
Change in life insurance funds,

net of reinsurance — (2,154,956 ) — (2,154,956 )
Inter-segment transactions 5,720 — 150 5,870

(510,993 ) (3,050,002 ) (13,846 ) (3,574,841 )

Profit/(loss) from operations 82,017 (247,545 ) 20,296 (145,232 )
Share of losses of associates — — (12,013 ) (12,013 )
Finance costs — — (42,833 ) (42,833 )

Profit/(loss) before taxation 82,017 (247,545 ) (34,550 ) (200,078 )
Income tax (charge)/credit (5,262 ) 78,467 (2,099 ) 71,106

Profit/(loss) after taxation 76,755 (169,078 ) (36,649 ) (128,972 )
Minority interests — 85,204 — 85,204

Profit/(loss) attributable
to equity holders 76,755 (83,874 ) (36,649 ) (43,768 )
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

2 SEGMENT REPORTING (Continued)

(a) By business activity: (Continued)

At 31 December 2005

Corporate
and other

Life businesses
Reinsurance insurance Total

$’000 $’000 $’000 $’000

Debt securities 1,473,640 14,841,992 403,891 16,719,523
Equity securities 325,721 183,486 140,291 649,498
Equity investment funds — 745,105 — 745,105
Money market investment funds 4,691 1,460,364 — 1,465,055
Composite investment funds 8,380 — — 8,380
Cash and bank deposits 1,187,083 3,503,219 420,717 5,111,019
Goodwill — 154,909 73,276 228,185
Interest in associates — 4,188 311,110 315,298
Other segment assets 991,021 1,012,374 88,323 2,091,718

Total assets 3,990,536 21,905,637 1,437,608 27,333,781

Life insurance funds — 15,453,533 — 15,453,533
Unearned premium provisions 369,327 221,940 — 591,267
Provision for outstanding claims 2,106,450 43,528 — 2,149,978
Investment contract liabilities — 75,857 — 75,857
Interest-bearing notes — 1,441,500 1,347,971 2,789,471
Securities sold under repurchase

agreements — 1,923,499 — 1,923,499
Other segment liabilities 126,326 779,160 21,445 926,931

Total liabilities 2,602,103 19,939,017 1,369,416 23,910,536

2
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

2 SEGMENT REPORTING (Continued)

(b) By geographical area:

For the six months ended 30 June 2006

PRC
(other than
Hong Kong Rest Rest

Hong Kong and Macau) of Asia of the
and Macau Japan Europe world Total

$’000 $’000 $’000 $’000 $’000 $’000 $’000

Gross premiums written
and policy fees 239,553 6,139,046 82,243 326,267 219,170 55,217 7,061,496

2

(b)

For the six months ended 30 June 2005

PRC
(other than
Hong Kong Rest Rest

Hong Kong and Macau) of Asia of the
and Macau Japan Europe world Total

$’000 $’000 $’000 $’000 $’000 $’000 $’000

Gross premiums written
and policy fees 261,814 2,916,383 74,822 281,985 165,988 42,178 3,743,170
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

3 GROSS PREMIUMS WRITTEN AND POLICY FEES

Principal activities

The principal activity of the Company is investment holding. The
principal activit ies of the Company and its subsidiaries are the
underwriting of all classes of global reinsurance business and direct
life insurance business in the PRC. The Company also engages in
the underwriting of property and casualty business in the PRC through
an associated company.

Apart from these, the Group also carries on asset management and
insurance intermediary businesses and, to support its insurance
activities, holds money market, fixed income, equity and property
investments.

Turnover represents gross premiums written and policy fees from
reinsurance business and l i fe insurance business.  Turnover
constitutes a portion of the total revenue. Consistent with the audited
financial statements for the year ended 31 December 2005, income
from the asset management business and income from the insurance
intermediary business are excluded from the Group’s turnover. The
directors believe that the new definition of turnover provides a better
presentation. The amount of each significant category of revenue
recognised in turnover during the Period is as follows:

Six months ended 30 June 2006

Reinsurance Life insurance Investment
contracts contracts contracts Total

$’000 $’000 $’000 $’000

Gross premiums written 1,216,230 5,841,633 — 7,057,863
Policy fees — — 3,633 3,633

1,216,230 5,841,633 3,633 7,061,496

Six months ended 30 June 2005

Reinsurance Life insurance Investment
contracts contracts contracts Total

$’000 $’000 $’000 $’000

Gross premiums written 999,608 2,742,040 — 3,741,648
Policy fees — — 1,522 1,522

999,608 2,742,040 1,522 3,743,170

In respect of the reinsurance business, a substantial proportion of
reinsurance premium income is written in the first half of each year
because of the special nature of its operations.

3
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

4 NET INVESTMENT INCOME AND NET GAIN

Six months ended 30 June

2006 2005

$’000 $’000

Net investment income
Dividend income from listed securities 26,796 9,574
Dividend income from unlisted securities 68,364 18,360
Interest income from listed securities 367,851 212,408
Interest income from unlisted securities 22,781 32,594
Other interest income 100,842 47,802
Rental receivable from investment properties 1,059 1,153
Interest expenses on securities sold under

repurchase agreements (35,903) (4,763)

551,790 317,128

Net gain
Net realised and unrealised gains

on listed securities 370,926 9,000
Net realised and unrealised gains/(losses)

on unlisted securities
20,308 (24,138)

Surplus on revaluation of investment properties 5,185 13,365
Write back of impairment loss on listed

and unlisted debt and equity securities
— 444

396,419 (1,329)

Total 948,209 315,799

5 OTHER INCOME

Six months ended 30 June

2006 2005

$’000 $’000

Income from asset management business 1,886 2,146
Income from insurance intermediary business 6,803 5,490
Net loss on sale of fixed assets (6) (36 )
Write back of/(provision for) impairment loss on

insurance debtors 147 (342)
Others 1,633 4,577

10,463 11,835

4
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

6 POLICYHOLDERS’ BENEFITS AND NET
COMMISSION EXPENSES

(a) Policyholders’ benefits

Six months ended 30 June 2006

Reinsurance Life insurance
contracts contracts Total

$’000 $’000 $’000

Claims and claim adjustment expenses 475,920 139,940 615,860
Less: Reinsurers’ share (62,442 ) (11,684) (74,126)

413,478 128,256 541,734
Surrenders — 427,404 427,404
Annuity and maturity payments — 32,292 32,292
Policy dividends — 4,405 4,405

413,478 592,357 1,005,835

Six months ended 30 June 2005

Reinsurance Life insurance
contracts contracts Total

$’000 $’000 $’000

Claims and claim adjustment expenses 384,164 61,003 445,167
Less: Reinsurers’ share (99,700 ) (10,412) (110,112)

284,464 50,591 335,055
Surrenders — 160,046 160,046
Annuity and maturity payments — 12,878 12,878
Policy dividends — 2,064 2,064

284,464 225,579 510,043

6
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

6 POLICYHOLDERS’ BENEFITS AND NET
COMMISSION EXPENSES (Continued)

(b) Net commission expenses

Six months ended 30 June 2006

Reinsurance Life insurance
contracts contracts Total

$’000 $’000 $’000

Gross commission expenses 292,310 413,847 706,157
Reinsurance commission income (41,522 ) (4,878) (46,400)

Net commission expenses 250,788 408,969 659,757

Six months ended 30 June 2005

Reinsurance Life insurance
contracts contracts Total

$’000 $’000 $’000

Gross commission expenses 243,860 274,479 518,339
Reinsurance commission income (30,825 ) (6,855) (37,680)

Net commission expenses 213,035 267,624 480,659

6
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

7 PROFIT/(LOSS) BEFORE TAXATION

Profit/(loss) before taxation is arrived at after charging:

Six months ended 30 June

2006 2005

$’000 $’000

(a) Finance costs: (a)
Interest on interest-bearing notes 72,103 39,948
Interest on other loans — 2,885

72,103 42,833

(b) Staff costs: (b)
Salaries, wages and other benefits

259,142 197,522
Contributions to defined contribution

retirement plan 29,552 27,581

288,694 225,103

(c) Other items: (c)
Auditors’ remuneration 669 441
Depreciation 23,458 17,514
Operating lease charges in respect

of properties 50,840 38,077
Share of associates’ taxation 443 245

8 INCOME TAX CHARGE/(CREDIT)

Income tax charge/(credit) in the consolidated income statement
represents:

Six months ended 30 June

2006 2005

$’000 $’000

Current tax — Provision for   
Hong Kong Profits Tax 10,401 7,091

Deferred taxation (note)  88,522 (78,197)

Total income tax charge/(credit) 98,923 (71,106)

Note: Deferred taxation for the Period mainly represents deferred tax liabilities
recognised in respect of unrealised investment gains and life insurance
funds recognised in a subsidiary of the Group outside of Hong Kong while
those for the Last Period mainly represents deferred tax assets recognised
in respect of tax losses incurred by this subsidiary.

7

8
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

8 INCOME TAX CHARGE/(CREDIT) (Continued)

The provision for Hong Kong Profits Tax represents the Group’s
estimated Profits Tax liability calculated at the standard tax rate of
17.5% (2005: 17.5%) on its assessable profits from reinsurance, asset
management and insurance intermediary businesses, except for its
assessable profits from the business of reinsurance of offshore risks,
which is calculated at the applicable rate of 8.75% (2005: 8.75%),
being one-half of the standard tax rate.

Taxation outside Hong Kong is calculated at the rates prevailing in
the respective jurisdictions.

The Group also has not recognised deferred tax assets in respect of
tax losses of approximately $23,610,000 (31 December 2005: $Nil)
as it is not probable that sufficient taxable profit will be available to
allow the related tax benefit to be utilised in the foreseeable future.

9 DIVIDENDS

No interim dividend in respect of the interim period was declared
and paid after 30 June 2006 (2005: $Nil).

No final dividend in respect of the previous financial year was declared
and paid during the interim period (2005: $Nil).

10 EARNINGS/(LOSS) PER SHARE ATTRIBUTABLE TO
THE EQUITY HOLDERS OF THE COMPANY

(a) Basic earnings/(loss) per share

The calculation of basic earnings/(loss) per share is based on the
profit attributable to equity holders of the Company of $328,285,000
(2005: loss of $43,768,000) and the weighted average number of
ordinary shares of 1,338,144,592 shares (2005: 1,331,776,925
shares) in issue during the Period.

(b) Diluted earnings/(loss) per share

The calculation of diluted earnings/(loss) per share is based on the
profit attributable to equity holders of the Company of $328,285,000
(2005: loss of $43,768,000) and the weighted average number of
ordinary shares of 1,348,306,116 shares (2005: 1,339,769,387
shares) after adjusting for the effects of all dilutive potential ordinary
shares under the Company’s share option scheme.

8
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23,610,000
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328,285,000 43,768,000
1,338,144,592

1,331,776,925

(b)

328,285,000 43,768,000

1,348,306,116
1,339,769,387
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NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

10 EARNINGS/(LOSS) PER SHARE ATTRIBUTABLE TO
THE EQUITY HOLDERS OF THE COMPANY (Continued)

(c) Reconciliations

At 30 June

2006 2005

No. of shares No. of shares

Weighted average number of ordinary shares
used in calculating basic earnings/(loss) per share

1,338,144,592 1,331,776,925

Deemed issue of ordinary shares for
no consideration 10,161,524 7,992,462

Weighted average number of ordinary shares
used in calculating diluted earnings/(loss)
per share 1,348,306,116 1,339,769,387

11 FIXED ASSETS

The Group leases out investment properties under operating leases.
The leases typically run for an initial period of two years, with an
option to renew the lease after that date at which time all terms are
renegotiated. Lease payments are usually reviewed annually to reflect
market rentals. None of the leases include contingent rentals. The
gross carrying amount of investment properties of the Group held
for use in operating leases was $70,565,000 (31 December 2005:
$65,230,000).

The Group’s total future minimum lease payments under non-
cancellable operating leases are receivable as follows:

At 30 June At 31 December
2006 2005

$’000 $’000

Within 1 year 1 2,561 2,697
After 1 but within 5 years 1 5 673 1,259

3,234 3,956

10

(c)
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70,565,000
65,230,000
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(Expressed in Hong Kong dollars)

NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

12 INVESTMENTS IN DEBT AND EQUITY SECURITIES

At 30 June 2006 At 31 December 2005

$’000 $’000

Held-to-maturity (Note (i)): (i)
— Debt securities  960,915 1,046,037

Available-for-sale (Note (ii)): (ii)
— Debt securities  17,844,302 14,869,410
— Equity securities  240,824 211,268
— Equity investment funds  1,086,641 —

19,171,767 15,080,678

Designated at fair value through profit
or loss (Note (iii)): (iii)

— Debt securities  714,860 804,076
— Equity securities  661,188 438,230
— Equity investment funds  742,534 745,105
— Money market investment funds  9,129 1,465,055
— Composite investment funds  23,458 8,380

2,151,169 3,460,846

Total 22,283,851 19,587,561

12
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NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

12 INVESTMENTS IN DEBT AND EQUITY SECURITIES
(Continued)

Central Banks
governments and other

and central Public financial
banks sector institutions Corporate

entities entities Others Total

$’000 $’000 $’000 $’000 $’000 $’000

(i) Held-to-maturity (i) 

At 30 June 2006

Listed outside Hong Kong   52,168 118,868 158,980 394,536 8,621 733,173
Unlisted 69,002 7,585 95,668 55,487 — 227,742

121,170 126,453 254,648 450,023 8,621 960,915

Fair value of securities 133,862 127,440 257,312 462,704 11,214 992,532

Market value of listed securities 54,159 119,169 160,954 406,156 11,214 751,652

At 31 December 2005

Listed outside Hong Kong   52,107 118,664 222,001 393,275 8,041 794,088
Unlisted 68,316 7,559 85,445 90,629 — 251,949

120,423 126,223 307,446 483,904 8,041 1,046,037

Fair value of securities 142,745 130,883 314,019 507,470 11,080 1,106,197

Market value of listed securities 56,206 122,261 294,252 413,700 11,080 897,499

The he ld- to-matur i ty  debt  secur i t ies  inc lude an amount  of
$133,953,000 (31 December 2005: $125,415,000) which is maturing
within one year.

12
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NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

12 INVESTMENTS IN DEBT AND EQUITY SECURITIES
(Continued)

Central Banks
governments and other

and central Public financial
banks sector institutions Corporate

entities entities Others Total

$’000 $’000 $’000 $’000 $’000 $’000

(ii) Available-for-sale (ii) 

At 30 June 2006

Listed debt securities
— in Hong Kong  — — 14,761 — — 14,761
— outside Hong Kong  8,404,098 7,478 2,778,785 6,212,972 15,641 17,418,974

Listed equity securities
— in Hong Kong  — 5,593 97,063 106,261 — 208,917
— outside Hong Kong  — — 28,587 — — 28,587

Unlisted debt securities — — 128,960 281,607 — 410,567
Unlisted equity securities — — — 3,320 — 3,320
Unlisted equity investment funds — — — — 1,086,641 1,086,641

8,404,098 13,071 3,048,156 6,604,160 1,102,282 19,171,767

Fair value of securities 8,404,098 13,071 3,048,156 6,604,160 1,102,282 19,171,767

Market value of listed securities 8,404,098 13,071 2,919,196 6,319,233 15,641 17,671,239

Current 8,404,098 13,071 3,048,156 6,604,160 1,102,282 19,171,767
Non-current — — — — — —

8,404,098 13,071 3,048,156 6,604,160 1,102,282 19,171,767

At 31 December 2005

Listed debt securities
— in Hong Kong  — — 15,581 — — 15,581
— outside Hong Kong  7,549,786 7,500 1,977,586 4,343,424 15,094 13,893,390

Listed equity securities
— in Hong Kong  — 10,148 124,958 56,546 — 191,652
— outside Hong Kong  — — 7,471 8,780 — 16,251

Unlisted debt securities — — 53,742 906,697 — 960,439
Unlisted equity securities — — — 3,365 — 3,365

7,549,786 17,648 2,179,338 5,318,812 15,094 15,080,678

Fair value of securities 7,549,786 17,648 2,179,338 5,318,812 15,094 15,080,678

Market value of listed securities 7,549,786 17,648 2,125,596 4,408,750 15,094 14,116,874

Current 7,549,786 17,648 2,179,338 5,318,812 15,094 15,080,678
Non-current — — — — — —

7,549,786 17,648 2,179,338 5,318,812 15,094 15,080,678

12
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NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

12 INVESTMENTS IN DEBT AND EQUITY SECURITIES
(Continued)

Central Banks
governments and other

and central Public financial
banks sector institutions Corporate

entities entities Others Total

$’000 $’000 $’000 $’000 $’000 $’000

(iii) Designated at fair value (iii) 
 through profit or loss

At 30 June 2006

Listed debt securities
outside Hong Kong 16,501 — 71,936 188,159 — 276,596

Listed equity securities
— in Hong Kong  — 6,953 39,974 105,651 173 152,751
— outside Hong Kong  — — 60,434 5,040 442,963 508,437

Listed equity investment funds
outside Hong Kong — — — — 544,811 544,811

Listed money market investment funds
in Hong Kong — — — 6,398 — 6,398

Listed composite investment funds
in Hong Kong — — — 23,458 — 23,458

Unlisted debt securities — — 366,538 71,726 — 438,264
Unlisted equity investment funds — — — — 197,723 197,723
Unlisted money market investment funds — — — — 2,731 2,731

16,501 6,953 538,882 400,432 1,188,401 2,151,169

Fair value of securities 16,501 6,953 538,882 400,432 1,188,401 2,151,169

Market value of listed securities 16,501 6,953 172,344 328,706 987,947 1,512,451

Current 16,501 6,953 538,882 400,432 1,188,401 2,151,169
Non-current — — — — — —

16,501 6,953 538,882 400,432 1,188,401 2,151,169

12
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NOTES TO THE INTERIM FINANCIAL REPORT (Continued)

12 INVESTMENTS IN DEBT AND EQUITY SECURITIES
(Continued)

Central Banks
governments and other

and central Public financial
banks sector institutions Corporate

entities entities Others Total

$’000 $’000 $’000 $’000 $’000 $’000

(iii) Designated at fair value (iii) 
 
 

At 31 December 2005

Listed debt securities
outside Hong Kong 165,552 — 73,677 120,837 9,649 369,715

Listed equity securities
— in Hong Kong  — 8,415 23,185 114,554 350 146,504
— outside Hong Kong  — — 60,454 47,132 184,140 291,726

Listed equity investment funds
outside Hong Kong — — — — 118,618 118,618

Listed money market investment funds
in Hong Kong — — — 4,692 — 4,692

Listed composite investment funds
in Hong Kong — — — 8,380 — 8,380

Unlisted debt securities — — 365,224 69,137 — 434,361
Unlisted equity investment funds — — — — 626,487 626,487
Unlisted money market investment funds — — — — 1,460,363 1,460,363

165,552 8,415 522,540 364,732 2,399,607 3,460,846

Fair value of securities 165,552 8,415 522,540 364,732 2,399,607 3,460,846

Market value of listed securities 165,552 8,415 157,316 295,595 312,757 939,635

Current 165,552 8,415 522,540 364,732 2,399,607 3,460,846
Non-current — — — — — —

165,552 8,415 522,540 364,732 2,399,607 3,460,846

12
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13 INSURANCE DEBTORS

At 30 June 2006 At 31 December 2005

$’000 $’000

Amounts due from insurance
customers and suppliers 601,506 225,408

Deposits retained by cedants 118,979 116,652

720,485 342,060

All of the insurance debtors are expected to be recovered within one
year.

Amounts due from insurance customers and suppliers include amounts
due from fellow subsidiaries of $8,347,000 (31 December 2005:
$5,572,000) which are trade related in nature.

The following is an ageing analysis of amounts due from insurance
customers and suppliers (net of impairment):

At 30 June 2006 At 31 December 2005

$’000 $’000

Not yet due 511,289 138,013
Current 77,191 72,030
More than 3 months but less than 12 months 3 12 10,610 9,776
More than 12 months 12 2,416 5,589

601,506 225,408

14 DEPOSITS AT BANKS WITH ORIGINAL MATURITY
MORE THAN THREE MONTHS

The subsidiaries of the Group have placed $536,698,000 (31 December
2005: $487,806,000) with banks as a capital guarantee fund, pursuant
to relevant PRC insurance rules and regulations. The fund can only be
used with the prior approval of the relevant authorities in the event that
the PRC subsidiary cannot meet the statutory solvency requirements
or goes into liquidation.

13

8 ,347 ,000
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15 CASH AND CASH EQUIVALENTS

At 30 June 2006 At 31 December 2005

$’000 $’000

Deposits with banks and other financial 3
institutions with original maturity
less than three months 1,386,488 1,514,501

Cash at bank and in hand 1,540,139 1,236,804

2,926,627 2,751,305

16 INSURANCE CREDITORS

At 30 June 2006 At 31 December 2005

$’000 $’000

Amounts due to insurance
customers and suppliers 109,793 89,339

Amounts due to insurance intermediaries 20,256 20,778
Deposits retained from retrocessionaires 26,344 25,382
Prepaid premiums received 54,789 244,672

211,182 380,171

All of the insurance creditors are expected to be settled within one
year.

Amounts due to insurance customers and suppliers include amounts
due to fel low subsidiaries of $2,108,000 (31 December 2005:
$418,000) which are trade related in nature.

The following is an ageing analysis of amounts due to insurance
customers and suppliers:

At 30 June 2006 At 31 December 2005

$’000 $’000

Current 79,515 67,760
More than 3 months but less than 12 months 3 12 16,694 17,940
More than 12 months 12 13,584 3,639

109,793 89,339

15
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17 SHARE CAPITAL

At 30 June 2006 At 31 December 2005

No. of No. of
shares $’000 shares $’000

Authorised:

Ordinary shares of $0.05 each 0.05
2,000,000,000 100,000 2,000,000,000 100,000

Issued and fully paid:

At the beginning of the period/year 1,336,463,592 66,824 1,331,693,592 66,585

Shares issued under share
option scheme 2,418,000 121 4,770,000 239

At the end of the period/year 1,338,881,592 66,945 1,336,463,592 66,824

18 EQUITY COMPENSATION BENEFITS

(a) Movements in share options

At 30 June 2006 At 31 December 2005

Number Number

At the beginning of the period/year 34,678,000 20,648,000
Granted 175,000 18,800,000
Exercised (note 17) 17 (2,418,000) (4,770,000 )
Lapsed (400,000) —

At the end of the period/year 32,035,000 34,678,000

Options vested at the end of the period/year
29,268,332 31,911,332

17

18

(a)
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18 EQUITY COMPENSATION BENEFITS (Continued)

(b) Terms of unexpired and unexercised share options at 30 June 2006

Exercise Exercise
Date granted period price Number

$

25 September 2000 25 September 2000 1.1100 4,660,000
to 9 October 2000 to 8 October 2010

2000 9 25 2000 9 25
2000 10 9 2010 10 8

9 February 2001 9 February 2001 0.9500 1,213,000
to 17 February 2001 to 16 February 2011

2001 2 9 2001 2 9
2001 2 17 2011 2 16

12 September 2002 12 September 2002 3.2250 6,363,000
to 23 September 2002 to 22 September 2012

2002 9 12 2002 9 12
2002 9 23 2012 9 22

7 January 2003 7 January 2003 3.9750 156,000
to 6 January 2013

2003 1 7 2003 1 7
2013 1 6

5 January 2004 5 January 2004 3.9800 350,000
to 4 January 2014

2004 1 5 2004 1 5
2014 1 4

31 December 2004 27 January 2005 3.2000 350,000
to 26 January 2015

2004 12 31 2005 1 27
2015 1 26

2 November 2005 (Note(i)) 23 November 2005 2.8750 18,418,000
to 27 November 2015

2005 11 2 (i) 2005 11 23
2015 11 27

30 December 2005 3 January 2006 3.3000 350,000
to 2 January 2016

2005 12 30 2006 1 3
2016 1 2

30 June 2006 30 June 2006 5.0000 175,000
to 29 June 2016

2006 6 30 2006 6 30
2016 6 29

32,035,000

Note:

(i) 4,118,000 of the unexpired and unexercised options have vesting periods
up to 23 November 2007.

18
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Six months ended Year ended
30 June 31 December

2006 2005

Exercise
Exercised period price Number Number

$

23 November 2005 to 2005 11 23
27 November 2015 2015 11 27 2.8750 — 18,450,000

3 January 2006 to 2006 1 3
2 January 2016 2016 1 2 3.3000 — 350,000

30 June 2006 to 2006 6 30
29 June 2016 2016 6 29 5.0000 175,000 —

175,000 18,800,000

(d) Details of share options exercised during the Period

18 EQUITY COMPENSATION BENEFITS (Continued)

(c) Details of share options granted during the Period, all of which
were granted for $1 consideration

Weighted
average
market

value
per share at

Exercise exercise date Proceeds
Exercise date price received Number

$ $ $’000

3 January 1 3 1.110 3.2934 1,931 1,740,000
4 January 1 4 2.875 3.3769 92 32,000

24 April 4 24 3.225 4.2827 1,935 600,000

2 May 5 2 0.950 4.2326 16 17,000
26 May 5 26 3.225 4.4750 29 9,000

6 June 6 6 3.225 4.4485 65 20,000

4,068 2,418,000

18

(c)
1

(d)
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18 EQUITY COMPENSATION BENEFITS (Continued)

(e) Fair value of share options and assumptions:

The estimate of the fair value of the share options granted is measured
based on the Black-Scholes pricing model.

Date of grant

30 June 2006

Fair value at measurement date ($) 2.706453
Share price ($) 5
Exercise price ($) 5
Expected volatility (note (i))  (i) 37.11%
Option life (Year) 10
Expected dividends (note (ii))  (ii) 0.38%
Risk-free interest rate (note (iii))  (iii) 4.826%

Note:

(i) The expected volatility is based on the historical volatility of the share
price one year immediately preceding the grant date.

(ii) Expected dividends are based on historical dividends since the listing of
the Company.

(iii) Risk-free interest rate is based on the yield of the 10-year Hong Kong
Exchange Fund Note.

18

(e)
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19 RESERVES

Employee
share-based Retained

compensation profits/
reserve (accumulated

Capital Share Exchange Fair value losses)
reserve premium reserve reserve Total

$’000 $’000 $’000 $’000 $’000 $’000 $’000

At 1 January 2006 567,458 1,644,418 6,125 254,648 20,629 (52,944) 2,440,334

Shares issued — 3,947 — — — — 3,947
Exchange differences on translation

of the financial statements of
subsidiaries outside of Hong Kong — — 13,056 — — — 13,056

Deficit on revaluation of available-
for-sale securities, net of deferred tax — — — (45,556) — — (45,556)

Profit for the Period — — — — — 328,285 328,285
Exercise of share options — 41 — — (41) — —
Equity settled share-based transactions — — — — 474 — 474

At 30 June 2006 567,458 1,648,406 19,181 209,092 21,062 275,341 2,740,540

At 1 January 2005 567,458 1,639,426 (11,828) (136,290) — 380,819 2,439,585

Shares issued — 4,992 — — — — 4,992
Exchange differences on translation

of the financial statements of
subsidiaries outside of Hong Kong — — 17,953 — — — 17,953

Surplus on revaluation of available-
for-sale securities, net of deferred tax — — — 390,938 — — 390,938

Loss for the year — — — — — (433,763) (433,763)
Equity settled share-based transactions — — — — 20,629 — 20,629

At 31 December 2005 567,458 1,644,418 6,125 254,648 20,629 (52,944) 2,440,334

19
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20 MATURITY PROFILE

1 year 5 years
or less or less

Repayable but over but over
on demand 3 months 3 months 1 year

or less 1 5 After
5 years Undated Total

3 1 5
$’000 $’000 $’000 $’000 $’000 $’000 $’000

At 30 June 2006

Assets
Deposits at banks and

other financial institutions 84,717 1,307,888 15,881 3,729,668 — — 5,138,154
Pledged deposits at banks — — 95,579 — — — 95,579
Certificates of deposit

(under held-to-maturity) — — 56,848 10,000 — — 66,848
Debt securities

(under held-to-maturity) — 14,089 63,016 494,753 322,209 — 894,067
Debt securities

(under available-for-sale) — — 28,394 2,892,897 14,923,011 — 17,844,302
Debt securities (under

designated at fair value) 142,776 — 230,482 144,182 109,145 88,275 714,860
Loans and advances — 14,340 64,173 19,878 — — 98,391

227,493 1,336,317 554,373 7,291,378 15,354,365 88,275 24,852,201

Liabilities
Interest-bearing notes — — — — 2,807,406 — 2,807,406
Securities sold under

repurchase agreements — 1,729,147 — — — — 1,729,147
Investment contract liabilities 108,747 — — — — — 108,747
Insurance protection fund — 3,758 4,259 — — — 8,017

108,747 1,732,905 4,259 — 2,807,406 — 4,653,317

20
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1 year 5 years
or less or less

Repayable but over but over
on demand 3 months 3 months 1 year

or less 1 5 After
5 years Undated Total

3 1 5
$’000 $’000 $’000 $’000 $’000 $’000 $’000

At 31 December 2005

Assets
Deposits at banks and

other financial institutions 271,919 1,269,252 16,268 1,023,552 1,195,244 — 3,776,235
Pledged deposits at banks — — 97,980 — — — 97,980
Certificates of deposit

(under held-to-maturity) — — 55,956 — 10,000 — 65,956
Certificates of deposit (under

designated at fair value) — — — — 7,754 — 7,754
Debt securities

(under held-to-maturity) — 6,700 62,759 477,390 433,232 — 980,081
Debt securities

(under available-for-sale) — — 32,129 2,611,825 12,225,456 — 14,869,410
Debt securities (under

designated at fair value) 97,139 — 228,725 225,314 155,334 89,810 796,322
Loans and advances 4,830 — 47,558 19,878 — — 72,266

373,888 1,275,952 541,375 4,357,959 14,027,020 89,810 20,666,004

Liabilities
Interest-bearing notes — — — — 2,789,471 — 2,789,471
Securities sold under

repurchase agreements — 1,923,499 — — — — 1,923,499
Investment contract liabilities 75,857 — — — — — 75,857
Insurance protection fund — — 7,229 — — — 7,229

75,857 1,923,499 7,229 — 2,789,471 — 4,796,056

20 MATURITY PROFILE (Continued) 20
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21 COMMITMENTS

(a) Capital  commitments outstanding at 30 June 2006 not
provided for in the interim financial report were as follows:

At 30 June 2006 At 31 December 2005

$’000 $’000

Contracted for 73,624 86,024

(b) At 30 June 2006, the total future minimum lease payments
under non-cancellable operating leases were payable as
follows:

At 30 June 2006 At 31 December 2005

$’000 $’000

Within 1 year 1 107,228 72,914
After 1 year but within 5 years 1 5 70,152 66,318

177,380 139,232

The Group leases a number of properties under operating leases
which run for an initial period of 1 to 6 years, with an option to renew
the leases when all terms are renegotiated. Lease payments are
usually reviewed annually to reflect market rentals. None of the leases
includes contingent rentals.

22 MATERIAL RELATED PARTY TRANSACTIONS

The following is a summary of significant transactions entered into
between the Group and its related parties during the Period:

Six months ended 30 June

2006 2005

Note $’000 $’000

Business ceded by related
companies: (i)
— Gross premiums written  119,968 94,599
— Commission expenses paid  42,625 28,665

Business retroceded to related
companies: (ii)
— Outward retroceded premiums  3,044 3
— Commission income received  84 33

Investment management fee (iii) 1,274 1,125
Securities brokerage fee paid (iv) 1,232 542
Insurance expenses covering

business risk (v) 158 138
Finance costs paid (vi) — 2,885
Rental and management fee paid (vii) 905 905

21

(a)

(b)
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22 MATERIAL RELATED PARTY TRANSACTIONS
(Continued)

Notes:

(i) Certain fellow subsidiaries of the Group ceded business to and received
commission from a subsidiary of the Company.

(ii) A subsidiary of the Group retroceded business to and received commission
from certain fellow subsidiaries of the Company.

(iii) A subsidiary of the Company provided investment consultancy services
to and received investment management fee from certain fel low
subsidiaries of the Group.

(iv) The Company and certain subsidiaries of the Group entered into
agreements with a fellow subsidiary of the Group, in relation to securities
broking services provided. Securities broking fees were charged at a fixed
rate of 0.2% of the value of the securities.

(v) The Company and certain subsidiaries of the Group entered into a number
of insurance policies with certain fellow subsidiaries of the Group to cover
their business risks in relation to fire, motor vehicle, personal accident,
workmen’s compensation, electronic equipment and professional
indemnity.

(vi) A subsidiary of the Group borrowed funds from a fellow subsidiary of the
Group. This loan bears interest at LIBOR plus 1.8%. The loan was fully
repaid during 2005.

(vii) During the Period, the Company and a subsidiary of the Group leased
office premises and car parking spaces, and paid rent and building
management fees to, a fellow subsidiary of the Group.

Apart from the above, the Group entered into the following non-
recurring transactions with related parties:

(a) On 30 June 2006, the Company entered into an agreement
with CIHK to acquire a 4.9% equity interest in a wholly-owned
subsidiary of CIHK for a consideration of $102,578,339. The
Company also entered into certain letters of confirmation with
CIHC, CIHK and other various parties in regard to the waiver
of certain rights and the relaxation of certain non-competition
restrictions. Completion of the above transaction is conditional
upon the fulfil lment of predetermined conditions agreed to
amongst the parties. The details of this transaction are set out
in the Circular dated 1 August 2006.

(b) On 10 May 2005, a subsidiary of the Group entered into an
agreement with a fellow subsidiary to sell certain properties
located in the PRC for $23,000,000, which was the net book
value as at 31 December 2004. The Group intended to make
use of the proceeds received for its general working capital
and expected to invest the proceeds in appropriate assets to
optimise its returns on the investments held. The transaction
did not result in any gain or loss to the Group. The consideration
was determined by reference to a valuation as at 31 December
2004 performed by an independent firm of surveyors, RHL
Appraisal Limited. Under the agreement, the properties were
sold on an “as is” basis. The fellow subsidiary agreed to handle
and complete all of the relevant legal procedures and to bear
all costs and expenses in relation to the transfer of ownership.

22
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22 MATERIAL RELATED PARTY TRANSACTIONS
(Continued)

The Group operates in an economic environment predominated by
enterprises directly or indirectly owned or controlled by the PRC
government through its numerous authorities, affi l iates or other
organisations (collectively “State-owned Entities”). During the Period,
the Group had transactions with State-owned Entities including but
not limited to sales of insurance policies and banking related services.
These transactions are conducted in the ordinary course of the
Group’s insurance business on terms similar to those that would have
been entered into with non-state-owned entities. The Group has also
established its pricing strategy and approval processes for its major
insurance products. Such pricing strategy and approval processes
do not depend on whether the customers are State-owned Entities
or not. Having due regard to the substance of the relationships, the
directors believe that none of these transactions are material related
party transactions that require separate disclosure.

The Group considers that the key management personnel of the
Group includes only the directors of the Company.

23 INSURANCE AND FINANCIAL RISK MANAGEMENT

(a) Underwriting strategy

Reinsurance

The Group’s reinsurance portfolio constitutes a mix of business
spread across different geographic regions and classes, with an
emphasis towards Asian countries, covering property damage, marine
cargo and hull and miscellaneous non-marine classes. In addition to
striving for diversification of its underwriting portfolio, the Group as
a policy does not actively seek acceptance of any liability reinsurance
business from customers operating outside of the Asia Pacific region,
in particular, the United States of America. In the Asia Pacific region,
which forms the core markets of the Group, liability reinsurance for
motor, workers’ compensation and general third party l iabi l i ty
businesses are written on a l imited scale in order to provide
customers in the region with comprehensive reinsurance services.

Life insurance

The Group focuses its l i fe insurance business on the PRC l i fe
insurance market, offering a wide range of insurance products
covering different types of individual and group life insurance, health
insurance, accident insurance and annuity. With regard to the control
of quality of the insurance polices underwritten, the Group has
formulated strict operational procedures on underwriting and claims
settlement to control risks.

22
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23 INSURANCE AND FINANCIAL RISK MANAGEMENT
(Continued)

(b) Reinsurance strategy

Reinsurance

The Group purchases reinsurance protection from other reinsurers
in order to increase its underwriting capacity, to diversify its risk
exposure and to optimise its net retention exposure to avoid any
significant adverse impact to its financial performance which may be
caused by single or multiple catastrophic losses. The reinsurance
arrangements are chosen after careful consideration, taking into
account factors such as the reinsurer’s reputation and credit
worthiness.

Life insurance

Previously, the Group was required to cede 5% of insurance premiums
and risks from short duration accident and health contracts to China
Reinsurance (Group) Company under the statutory reinsurance
regulations of the PRC. Such statutory reinsurance ceased on 1
January 2006. In addit ion, the Group purchases reinsurance
protection from other reinsurers in the normal course of business in
order to l imit the potential for losses arising from longer and
concentrated exposures. In assessing the credit worthiness of
reinsurers, the Group takes into account, amongst other factors,
ratings and evaluations performed by recognised credit rating
agencies, claims-paying and underwriting track records, as well as
the Group’s past experience in working with the reinsurers.

(c) Asset and liability matching

Reinsurance

A key aspect in the management of the Group’s risks is through the
matching and timing of cash flows from assets and liabilities.

The Group actively manages its assets using an approach that
balances quality, diversification, asset and liability matching, liquidity
and investment return. The goal of the investment process is to
maximise investment returns at a tolerable risk level, while ensuring
that the assets and liabilities are managed on a cash flow and duration
basis.

23
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23 INSURANCE AND FINANCIAL RISK MANAGEMENT
(Continued)

(c) Asset and liability matching (Continued)

Life insurance

The objective of the Group’s asset and liability management is to
match the Group’s assets with liabilities on the basis of duration.
However, under the current regulatory and market environment in
the PRC, the Group is unable to invest in assets with a duration of
sufficient length to match the duration of its life insurance liabilities.
When the regulatory and market environment permits, the Group
intends to gradually lengthen the duration of its assets. The Group
monitors the duration gap between its assets and liabilities closely
and prepares cash flow projections from assets and liabilities on a
regular basis. Currently, the Group intends to reduce the level of the
asset-liability mismatch by:

• actively seeking to acquire longer dated f ixed rate debt
securities with an acceptable level of yield;

• upon the maturity dates of fixed rate debt securities, rolling
over the proceeds to longer dated fixed rate debt securities;

• disposing of some of the shorter dated f ixed rate debt
securities, particularly those with lower yields, and rolling over
the proceeds to longer dated fixed rate debt securities; and

• investing in equities for the long term.

(d) Financial risk

Transactions in f inancial instruments may result in the Group
assuming financial risks. These include market risk, credit risk,
liquidity risk and reinsurance risk. Each of these financial risks is
described below, together with a summary of the ways in which the
Group manages these risks.

(i) Market risk

Market risk can be described as the risk of change in fair value
of a financial instrument due to changes in interest rates, equity
prices or foreign currency exchange rates.

— Interest rate risk

Reinsurance

Reinsurance premium and loss reserves are not
discounted other than by agreed claims with f ixed
payment terms. In addition, most of the fixed rate debt
securit ies are classif ied under the held-to-maturity
category and stated at amort ised cost. Therefore,
interest rate risks to the Group on these reserves for
re insurance cont rac ts  and inves tments  a re  not
significant.

23
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23 INSURANCE AND FINANCIAL RISK MANAGEMENT
(Continued)

(d) Financial risk (Continued)

(i) Market risk (Continued)

— Interest rate risk (Continued)

Life insurance

The Group is exposed to interest rate risk on its reserves
for l i fe insurance contracts and its f ixed rate debt
investment portfolio. The Group monitors this exposure
through per iodic rev iews of i ts asset and l iabi l i ty
positions. Estimates of cash flows, as well as the impact
of interest rate fluctuations on the investment portfolio
and insurance liabil it ies, are modelled and reviewed
periodically.

— Equity price risk

The Group has a portfolio of marketable equity securities,
which is carried at fair value and is exposed to price
risk. This risk is defined as the risk of potential loss in
market value resulting from an adverse change in prices.
The Group’s objective is to earn competitive relative
returns by investing in a diverse portfolio of high quality
and liquid equity securities.

In respect of the reinsurance business, investments in
equity securities are limited to less than 20% of total
investments. The equity security portfolio is diversified
across different geographies and different industries.

In respect of the life insurance business, the current PRC
regulations limit an insurance company’s investments in
listed equities and equity investment funds to no more
than 5% and 15%, respectively, of total assets. An
insurance company is only allowed to invest in equities
listed in the PRC.

— Foreign exchange risk

In respect of the reinsurance business, premiums are
received mainly in HKD and USD and also in a number
of Asian currencies which tend to move closely in line
with USD currency rate movements. The Group aims to
hold assets in these currencies in broadly the similar
proportion as its insurance liabilities.

In respect of the life insurance business, premiums are
received in RMB and the insurance regulations in the
PRC requires that insurers hold RMB assets. The capital
injections from shareholders outside of the PRC were in
HKD and USD.

23
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23 INSURANCE AND FINANCIAL RISK MANAGEMENT
(Continued)

(d) Financial risk (Continued)

(ii) Credit risk

Credit risk is the risk of economic loss resulting from the failure
of one of the obligors to make any payment of principal or
interest when due, in the case of fixed income investments
and receivables. In the case of an equity investment, the loss
in value would be from a corporate failure or bankruptcy.

Reinsurance

The Group is exposed to credit risks primarily associated with
its reinsurance debtors and the debt securities in its investment
portfolio. To reduce the credit risk with reinsurance debtors,
the Group takes into account, among other factors, ratings
and evaluations by recognised credit rating agencies, their
claims payment and underwriting track records, as well as the
Group’s past transaction experience with them. The Group also
diversif ies its credit r isk by reinsuring with a number of
reinsurers who are domiciled in many different countries. To
reduce the  c red i t  r i sk  assoc ia ted w i th  f i xed income
investments, the Group generally restricts its investments to
only fixed income debt securities with credit ratings above
investment grade, i .e. BBB or higher, except for certain
sovereign rated securities.

Life insurance

The Group is exposed to credit risks primarily associated with
its investments in debt securities issued by enterprises in the
PRC. To reduce its credit risk, the Group has established
detailed credit control policies and by undertaking careful credit
analysis of each investment made. In addition, the risk levels
of the various investment sectors is continuously monitored
with investment mix adjusted accordingly.

The total allowance and provision for receivable losses consists
of two components: individual impairment allowances and
collective impairment allowances. The individual impairment
al lowance component appl ies to receivables evaluated
individually for impairment and is based upon management’s
best estimate of the present value of the cash flows which are
expected to be received. Each impaired asset is assessed on
its merits. Collective impairment allowances cover credit losses
inherent in portfolios of receivables with similar economic
characteristics where there is objective evidence to suggest
that they contain impaired receivables, but which the individual
impaired item cannot be identified. In assessing the need for
collective impairment allowances, management considers
factors such as credit quality, portfolio size, concentration, and
economic conditions.
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23 INSURANCE AND FINANCIAL RISK MANAGEMENT
(Continued)

(d) Financial risk (Continued)

(iii) Liquidity risk

The Group has to meet daily calls on its cash resources, notably
from claims arising from its reinsurance contracts and life
insurance contracts. There is therefore a risk that cash will not
be available to settle liabilities when due.

The Group manages this risk by formulating policies and
general strategies of liquidity management to ensure that the
Group  can  mee t  i t s  f i nanc ia l  ob l i ga t i ons  i n  no rma l
circumstances and that an adequate stock of high-quality liquid
assets is maintained in order to meet any liquidity crisis.

Apart from liquidity management and regulatory compliance,
the Group always strives to maintain a comfortable liquidity
cushion as a safety net for coping with unexpected large
funding requirements and to maintain a contingency plan to
be enacted should there be a company specific crisis.

(iv) Reinsurance risk

The Group cedes insurance r isk  to  l im i t  exposure to
underwrit ing losses under various agreements that cover
certa in re insurance and l i fe  insurance pol ic ies.  These
reinsurance agreements spread the risk and minimise the effect
of losses. The amount of each risk retained depends on the
Group’s evaluation of the specif ic risk, subject to certain
circumstances, to maximum limits based on characteristics of
coverage. Under the terms of the reinsurance agreements,
reinsurers agree to reimburse the ceded amount in the event
the claim is paid. However, the Group remains liable to its
policyholders with respect to ceded insurance if any reinsurer
fails to meet the obligations it assumes.

(e) Reserve adequacy

The Group exercises great care and effort in setting up the reserves
for its reinsurance business. The reserves are estimated by the Group,
using actuarial methods such as loss development methods and/or
the Bornhuetter-Ferguson methods. The adequacy of reserves is
regularly reviewed.

The computation of the Group’s reserves for its life insurance business
is in accordance with accounting principles generally accepted in
Hong Kong. The determination of annual reserves to be made are
based on realistic assumptions on mortality and morbidity rates,
returns on investment, persistency rates and policy maintenance
expenses after reasonable and prudent adjustments for adverse
deviation to ensure adequacy of reserves on a going concern basis.
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23 INSURANCE AND FINANCIAL RISK MANAGEMENT
(Continued)

(f) Risks associated with investment contracts without discretionary
participation features

There is no material difference in risk exposure between life insurance
contracts and investment contracts without discretionary participation
features, except that the mortality risk of investment contracts is
generally much smaller.

24 CONTINGENT LIABILITIES

In respect of the insurance claim against CIRe made by an individual
in the United States (the “U.S.”), the U.S. District Court dismissed
the action on 7 July 2006. Apart from the foregoing, there is no
significant development in respect of the contingent liabilities as
disclosed in the audited financial statements for the year ended 31
December 2005. The details of these contingent liabilities are set
out in Note 45 of the audited financial statements for the year ended
31 December 2005.

25 COMPARATIVE FIGURES

Consistent with the audited financial statements for the year ended
31 December 2005, all premiums received from certain investment
contracts with discretionary participation features are reported as
gross premiums written in this interim financial report. Certain income
and expenses associated with these investment contracts are
reclassified accordingly. In addition, certain comparative figures have
been reclassified to conform with the current period’s presentation.
The directors consider that these changes provide a better
presentation of the financial results of the Group.
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