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Management Discussion and Analysis

FINANCIAL SUMMARY

2005 2004 +/(-)

$$ million S$ million %
Selected profit and loss data:
Net interest income 1,597 1,518 5
Fees and commissions 507 464 9
Dividends 130 87 50
Rental income 72 72 )
Income from insurance 342 225 52
Other income 239 260 (8)
Total income 2,887 2,625 10
Less : Operating expenses 1,145 988 16
Operating profit before allowances and amortisation 1,742 1,637 6
Less : Amortisation of goodwill - 135 n.m.
Less : Amortisation of intangible assets 40 23 73
Less : Allowances for loans and other assets 12 77 (85)
Add : Share of results of associated companies 15 89 (83)
Profit before tax 1,706 1,491 14
Net profit attributable to shareholders 1,298 1,148 13
Cash basis net profit attributable to shareholders 1,338 1,307 2
Selected balance sheet data:
Total assets 131,298 119,882 10
Assets excluding life fund net assets 98,012 90,986 8
Loans to and bills receivable from customers (net of allowances for loan losses) 55,134 51,829 6
Deposits of non-bank customers 64,088 57,287 12
Ordinary shareholders' equity (excluding minority interests) 11,442 10,334 11
Total shareholders' equity (excluding minority interests) 12,338 11,230 10
Key indicators:
Return on ordinary shareholders' equity (%) @ 11.4 1.3
Return on ordinary shareholders' equity (%) — Cash basis @ 11.7 12.9
Return on assets (%) @ 1.30 1.28
Return on assets (%) — Cash basis © 1.34 1.46
Basic earnings per ordinary share (cents) 40.1 35.4 13
Cash earnings per ordinary share (cents) ¥ 41.4 40.4 2
Net asset value per ordinary share (S$)
Before valuation surplus @ 3.67 3.27 12
After valuation surplus @ 4.91 4.64 6

E1 Excluding amortisation of goodwill and intangible assets.
2

3
(

4)

Return on assets is calculated based on assets excluding life fund net assets attributable to policyholders.
The number of ordinary shares has been adjusted for the issue of new shares pursuant to the Rights Issue effected on 18 July 2005 and for the Sub-division of one ordinary share of par value

)
) Calculated after deducting preference shares dividends paid and estimated to be due as at end of period from net profit attributable to shareholders; Equity excludes minority interests.
)
)

S$1 into two ordinary shares of par value $$0.50 effected on 5 August 2005. The comparative figures have been restated for the effects of FRS 102 adoption, the Rights Issue and Sub-division.

The adjusted weighted average number of ordinary shares was 3,141 million for 2005 and 3,134 million for 2004.

Notes:
n.m. — Not meaningful.

Certain comparative figures have been restated with the adoption of FRS 102 and revised INT FRS 12, as well as to conform to current year's presentation.

Some of the figures may not add up to the relevent totals due to rounding.
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Group net profit attributable to shareholders (“net profit”) for the financial year ended 31 December 2005 rose 13% to S$1,298
million, from S$1,148 million in 2004. Excluding the one-time gains of S$97 million from the divestment of Raffles Investments
Limited and Whitesands Shopping Mall in 2004, net profit grew a robust 24% in 2005. The improved performance was driven by
growth in operating profit, lower loan allowances as well as the discontinuation of goodwill amortisation.

The 2005 results included nine months consolidated results of 72.3%-owned PT Bank NISP Tbk (“Bank NISP”), which became a
subsidiary in April 2005. Previously, Bank NISP was equity accounted as a 22.5%-owned associate from May 2004 to March 2005.
Bank NISP contributed S$31 million to the Group’s net profit in 2005, up from $$6 million in 2004. Great Eastern Holdings (“GEH"),
in which the Bank held 82.3% shareholding as at 31 December 2005, was consolidated as a subsidiary since June 2004, and prior
to that, was equity accounted as a 48.9%-owned associate. GEH's contribution to net profit was S$251 million in 2005, compared
to $$189 million in 2004.

The Group's operating profit before allowances for loans and other assets rose 6% to S$1,742 million in 2005, with broad based
growth in the core revenue segments. Net interest income rose 5% to S$1,597 million, driven by higher loan volume and Bank
NISP’s contribution. Net interest margin however declined from 1.91% to 1.84% due to higher cost of funds and the lack of gapping
opportunities. Non-interest income, excluding the divestment gains in 2004, grew by 32% to S$1,289 million. The growth came
from higher insurance income, fees and commissions and dividend income, as well as higher contributions from dealing in securities
and derivatives and disposal of investment securities. Operating expenses increased by 16% to S$1,145 million, but excluding the
consolidation effects of GEH and Bank NISP, expenses growth was 4%.

Allowances for loans and other assets fell from S$77 million in 2004 to S$12 million in 2005, due to lower new specific loan
allowances, and recoveries in loans and loan-related securities. Amortisation of goodwill was discontinued under the new Financial
Reporting Standard (“FRS"”) 103.

Return on ordinary shareholders’ funds (“ROE") was 11.4% in 2005, slightly above the 11.3% in 2004 (10.3% excluding the
divestment gains). Cash ROE was 11.7%, lower than the 12.9% in 2004 (11.9% excluding divestment gains), attributable partly
to the addition of fair value reserves to the 2005 equity base under FRS 39. Earnings per ordinary share increased by 13% to 40
cents in 2005.

The Board of Directors is recommending a final dividend of 12 cents per share (gross) for ordinary shareholders, bringing the total
dividends for financial year 2005 to 23 cents per share, an increase of 45% over the 15.8 cents (adjusted ) paid for financial year
2004. The estimated total net dividends of $$574 million for 2005 represent 44% of the Group’s core net profit of $$1,298 million,
which exceeds the target minimum payout ratio of 35% of core earnings under the Group’s dividend policy.

™ “Adjusted” shares and per share data in this chapter refers to the equivalent shares/per share numbers after adjustment for the 1-for-5 Rights Issue effected on 18 July 2005, and the 2-for-1
Sub-division (or stock split) effected on 5 August 2005.
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NET INTEREST INCOME

Net interest income increased by 5% to $$1,597 million in 2005. This was driven by a 9% growth in average interest-earning assets
which was partly due to the consolidation of Bank NISP. Net interest margin declined by 7 basis points from 1.91% to 1.84%, as
the rise in domestic interest rates led to narrowing of loan spreads, while gapping opportunities were limited by the flat yield curve.
Although average yield on total interest earning assets increased by 77 basis points to 3.99%, average borrowing costs rose by a
higher 87 basis points as costs of interbank-pegged deposits, bank borrowings and debt securities increased in tandem with the
rise in interest rates.

2005 2004
Average Average Average Average
Balance " Interest Rate Balance (" Interest Rate
S$ million S$ million % S$ million S$ million %
Interest earning assets
Loans and advances to non-bank customers 53,438 2,401 4.49 50,663 1,891 3.73
Placements with and loans to banks 15,866 468 2.95 13,305 296 2.22
Other interest earning assets @ 17,650 601 3.41 15,497 373 2.41
Total 86,954 3,470 3.99 79,464 2,560 3.22
Interest bearing liabilities
Deposits of non-bank customers 62,072 1,252 2.02 56,625 717 1.27
Deposits and balances of banks 14,318 403 2.82 13,698 211 1.54
Other borrowings © 6,309 218 3.46 4,758 114 2.40
Total 82,698 1,873 2.26 75,081 1,043 1.39
Net interest income / margin 1,597 1.84 1,518 1.91

) Average balances are calculated based on monthly averages.
@ Comprise debt securities, government securities and treasury bills.
3 Comprise debts issued, including Upper Tier 2 Subordinated Debt, Floating Rate Notes and Euro Commercial Papers.

Volume & Rate Analysis
The table below analyses the changes in interest income and interest expense arising from changes in volume and changes in rate
for 2005 compared to 2004.

Increase/(Decrease) for 2005 over 2004 (S$ million)

Volume Rate Total
Interest income
Loans and advances to non-bank customers 104 406 510
Placements with and loans to banks 57 115 172
Other interest earning assets 52 176 228
Total 212 698 910
Interest expense
Deposits of non-bank customers 69 466 535
Deposits and balances of banks 10 182 192
Other borrowings 37 67 104
Total 116 714 830
Net interest income 97 (17) 80
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NON-INTEREST INCOME

2005 2004 +/(-)
S$ million S$ million %

Fees and commissions
Brokerage 48 50 4)
Wealth management (¥ 137 132 4
Fund management 64 42 53
Credit card 42 35 17
Loan-related 73 66 11
Trade and remittances 75 57 31
Guarantees 20 18 9
Investment banking 8 19 (57)
Service charges 31 36 (15)
Others 9 7 22

507 464 9
Dividends 130 87 50
Rental income 72 72 (1)
Income from insurance @ 342 225 52
Other income
Dealing in foreign exchange 80 87 9)
Dealing in securities and derivatives 17 (51) n.m.
Disposal of investment securities 83 23 268
Gain on disposal of associated / subsidiary companies 1 54 (99)
Disposal of properties 3 79 97)
Others 57 68 (17)

239 260 (8)
Total non-interest income 1,289 1,108 16
Fees and commissions / Total income 17.6% 17.7%
Non-interest income / Total income 44.7% 42.2%

() From sale of unit trusts, bancassurance products and structured deposits and notes.
@ Comprise profit from life assurance and net earned premium from general insurance. Profit transferred from Singapore insurance funds are presented net of tax in 2005, and comparative
figures for 2004 have been restated accordingly.

Total non-interest income rose by 16% to S$1,289 million in 2005. Excluding the divestment gains of $$132 million (before minority
interests) from Raffles Investments Limited and Whitesands Shopping Mall in 2004, non-interest income increased by a robust 32%
in 2005.

Fees and commissions rose 9% to S$507 million, led by higher fund management, trade-related, and loan-related income.
Insurance income increased by 52% to S$342 million due mainly to the full year's consolidation of GEH's results as compared to
seven months consolidation in 2004.

Dividend income jumped 50% to S$130 million as a special dividend of S$63 million (S$57 million net of tax) was received from
Raffles Holdings Limited in 2005, compared to the $$29 million (5$23 million net of tax) special dividend from Robinson and
Company Limited in 2004.

Dealing in securities and derivatives registered gains of S$17 million compared to net losses of S$51 million in 2004. Gains from

disposal of investment securities increased from $S$23 million in 2004 to S$83 million in 2005, contributed mainly by GEH and
Bank NISP.
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OPERATING EXPENSES

2005 2004 +/(-)
S$ million S$ million %
Staff costs " 634 546 16
Premises and equipment
Depreciation of fixed assets 68 62 11
Amortisation of computer software costs 19 24 (19)
Maintenance and hire of fixed assets 40 33 22
Rental expenses 23 18 25
Others 82 79 4
233 216 8

Other operating expenses 278 226 23
Total operating expenses 1,145 988 16
Group staff strength — period end 14,662 10,582 39
Group staff strength — average 13,434 9,089 48
Cost-to-income ratio 39.6% 37.6%

(1)

Staff costs in 2004 were restated to include share-based expenses, in accordance with FRS 102.

The Group's operating expenses increased by 16% to S$1,145 million in 2005, the result largely of the consolidation of GEH and
Bank NISP, which were accounted for as subsidiaries from June 2004 and April 2005 respectively. Excluding the consolidation effects
of GEH and Bank NISP, expenses growth was 4%, attributable mainly to higher staff costs due to increased salaries and headcount.
The Group’s headcount, excluding GEH and Bank NISP, rose 4% to 8,557 as at the end of 2005.

The cost-to-income ratio was 39.6% in 2005, compared with 37.6% in 2004 (39.6% excluding the $$132 million divestment gains).
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ALLOWANCES FOR LOANS AND OTHER ASSETS

2005 2004 +/()
S$ million S$ million %
Specific allowances / (writeback) for loan losses

— Singapore 24 114 (79)
— Malaysia 1 40 (72)
— Others 16 1) n.m.
51 143 (64)

Portfolio allowances / (writeback) for loan losses "
- Singapore - (2) n.m.
— Malaysia - (33) n.m.
— Others - 2 n.m.
- (32) n.m.
Writeback of impairment charges for investment securities and other assets (39) (34) n.m.
Total allowances for loans and other assets 12 77 (85)

M For 2004, refers to general provision.

Total allowances in 2005 declined sharply by 85% from $$77 million in 2004 to $$12 million in 2005.

Specific loan allowances fell from S$143 million to S$51 million, underpinned by improvement in the Group'’s asset quality and
successful recovery efforts for non-performing loans. Investment securities and other assets registered a net recovery of $$39 milion
in 2005, mainly from loan-related securities. No additional portfolio allowances for loans were made in 2005, whereas in 2004

there was a net reversal of $$32 million in such allowances.

LOANS AND ADVANCES

Gross loans to customers increased by 6% or $$3.1 billion in 2005, to S$57.2 billion as at 31 December 2005. The growth was
contributed partly by the consolidation of Bank NISP’s loans which amounted to S$2.05 billion as at end-2005. By industry, the
strongest growth came from loans to the manufacturing, general commerce and housing sectors, which increased by 28%, 14%

and 5% respectively.

31 Dec 2005 31 Dec 2004 @

S$ million % S$ million %

Loans by Industry
Agriculture, mining & quarrying 791 1 718 1
Transport, storage and communication 1,853 3 1,568 3
Building and construction 7,278 13 7,123 13
Manufacturing 4,455 8 3,484 6
Financial institutions, investment and holding companies 7,621 13 7,345 14
General commerce 5,315 9 4,652 9
Professionals and individuals 8,316 15 8,575 16
Housing loans 18,087 32 17,287 32
Others 3,477 6 3,339 6
57,193 100 54,090 100

(M Balances as at 31 Dec 2004 were restated to exclude Collaterised Debt Obligations (“CDOs") to conform to current year's presentation.
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