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Unaudited Supplementary Financial Information

n Capital Adequacy Ratio and Capital Base A X 2Lt R K EXRERE w

(a) Capital Adequacy Ratio

Unadjusted capital adequacy ratio
Adjusted capital adequacy ratio

(a) EXFRELE

RISHEEARFTRILE
HERERTRILE

The unadjusted capital adequacy ratio is computed on the consolidated basis which
comprises the positions of the Bank and all its subsidiaries referred to in Note 19 as
required by the Hong Kong Monetary Authority for its regulatory purposes, and is in
accordance with the Third Schedule to the Hong Kong Banking Ordinance.

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

(b) Group Capital Base after Deductions

Core capital
Paid up ordinary share capital
Share premium
Reserves
Minority interests
Deduct: Goodwill

Total core capital

Eligible supplementary capital
Reserves on revaluation of land and
interests in land (at 70%)

General provisions for doubtful debts
Term subordinated debt

Total eligible supplementary capital
Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

Liquidity Ratio REIE £ L= w

Average liquidity ratio for the year
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The average liquidity ratio for the year is the simple average of each calendar month’s
average liquidity ratio, which is computed on the consolidated basis as required by
the Hong Kong Monetary Authority for its regulatory purposes, and is in accordance
with the Fourth Schedule to the Hong Kong Banking Ordinance.
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2002 2001
HK$'000;8 % F T HK$°000;# 8 F T
3,615,863 3,583,711
356,210 375,694
13,147,593 12,422,457
44,708 19,092
(2,087,382) (1,885,986)
15,076,992 14,514,968
874,406 963,083
1,339,533 1,330,094
4,276,227 4,271,123
6,490,166 6,564,300
21,567,158 21,079,268
(953,797) (913,104)
20,613,361 20,166,164
2002 2001
% B85 F % B3 %F
46.1 46.6
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Segmental Information Z3& % w

(a) Advances to Customers

(i) By Industry Sectors

The information concerning advances to customers by industry sectors has been
classified according to the usage of the loan and is stated gross of any provisions.

The Group
Loans for use in Hong Kong

Industrial, commercial and financial
— Property development
— Property investment
— Financial concerns
— Stockbrokers
— Wholesale and retail trade
— Manufacturing
— Transport and transport equipment
— Others

— Sub-total

Individuals

— Loans for the purchase of flats in the
Home Ownership Scheme, Private
Sector Participation Scheme and
Tenants Purchase Scheme

— Loans for the purchase of other

residential properties
— Credit card advances
— Others

— Sub-total

Total loans for use in Hong Kong
Trade finance

Loans for use outside Hong Kong

Total advances to customers
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2002 2001
HK$°000;8% ¥t HK$'000;# 8 F T
4,847,778 5,158,882
11,744,929 11,477,370
2,223,813 1,819,351
104,602 82,405
2,107,598 2,701,901
1,459,648 1,568,309
4,511,617 4,322,030
6,907,826 7,350,675
33,907,811 34,480,923
2,207,192 2,596,815
39,930,918 42,169,173
1,692,322 1,955,494
3,333,374 3,760,291
47,163,806 50,481,773
81,071,617 84,962,696
3,272,588 3,067,857
24,064,369 20,144,009
108,408,574 108,174,562
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Unaudited Supplementary Financial Information (continued)

(i) By Geographical Areas

The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general,
such transfer of risk takes place if the claims are guaranteed by a party in a
country which is different from that of the counterparty or if the claims are on an
overseas branch of a bank whose head office is located in another country.

(i) 1%
B

i

ZHEFHOMEN  WEBRERERRE
R —RmME ETABRTTEBRAR
BHERNERBSY XS HFAELD
BRH— TR - AREENEITHRER
RITHBINATT » TR IRITHARIE SR IE
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RN S5 F P -

Advances overdue for
Total advances to customers Non-performing loans over three months

BEFER#E FRETEH BEMEA N LHEFEH
2002 2001 2002 2001 2002 2001
HK$'0008%Fx ~ HKS'0008%Fr HKS'000E¥F  HKS000E%FT  HKS'000E¥Fr  HKS'000E%FT

The Group £E

Hong Kong BB 89,449,624 92,212,501 2,041,748 2,326,930 1,234,390 2,375,517
People’s Republic of China - FEAREE 4,132,169 3,491,205 769,605 591,638 859,330 692,299
Other Asian Countries HinBNER 5,024,629 3,894,150 171,560 184,111 145,336 133,191
Others Hit 9,802,152 8,576,706 125,088 217,353 38,807 14,601
Total ot 108,408,574 108,174,562 3,108,001 3,320,032 2,271,863 3,215,608

The information on cross-border claims discloses exposures to foreign counterparties
on which the ultimate risk lies, and is derived according to the location of the
counterparties after taking into account any transfer of risk. In general, such transfer

BEEEENNBEEEINRZE T ERERKE
REFER  YEBRRBBERREZR - —KM
CETER TS EBRER - BRERNER

of risk takes place if the claims are guaranteed by a party in a country which is B ERZEFAENBERN—FHER - %

different from that of the counterparty or if the claims are on an overseas branch of
a bank whose head office is located in another country. Only regions constituting

10% or more of the aggregate cross-border claims are disclosed.

ZEENEITHRERBITNEIDTT - MaRR
IOV RN SERN R ZH FRFAE - X

—E A ER ARG ARREEI0% AL - R
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2002
Banks and other Public
financial institutions sector entities Others Total
RITREM 2 B#E REHE Hftr Fot]
HK$'000;8%F HK$'000;8%F HK$'000;8%F HK$'0008% F T
The Group =8
People’s Republic of China i AR EAE 6,022,429 560,217 3,051,859 9,634,505
Asian countries, excluding Hib TN BER (T 24E
People’s Republic of China i AR FLME) 10,942,142 1,107,992 5,933,867 17,984,001
North America JEEN 4,375,369 3,597,083 4,234,618 12,207,070
Western Europe ] ¢ 25,357,970 167,455 858,420 26,383,845
2001
Banks and other Public
financial institutions sector entities Others Total
RITRE M2 BEE NERIE A B
HK$'000&% F HK$'000/&%F T HK$'000/8%F T HK$'000/&5%F T
The Group £E
People’s Republic of China* A AR ELAE * 2,117,359 778,247 3,186,547 6,082,153
Asian countries, excluding HiBMBER (T efE
People’s Republic of China EE AR LME) 16,294,762 742,314 4,707,965 21,745,041
North America JEEM 5,172,573 127,487 3,078,734 8,378,794
Western Europe iz 27,980,835 10,206 285,992 28,277,033
*  The amounts constitute less than 10% of the aggregate cross border claims and are presented * W EERE RSB E AR AR 10%iT R S ELLEH
for comparative purpose only. e
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n Overdue and Rescheduled Assets BIHI R EEHEE w

(a) Overdue and Rescheduled Advances

BAHRESHER
2002 2001
% of total % of total
advances to advances to
customers customers
HEFER LEFEH
HK$'000/8% F 7T BENESL HK$'000/&% Fr MENE S
The Group £E
Advances to customers
overdue for MEEFER
— 6 months or less but
over 3 months —3@ANLEZ6EA 642,305 0.6 590,368 0.6
— 1 year or less but over
6 months —6fAAUNLEE1E 391,029 0.4 558,080 0.5
— Over 1 year —1FE 1,244,529 1.1 2,067,160 1.9
2,277,863 2.1 3,215,608 3.0
Rescheduled advances
to customers RERERFPER 624,138 0.6 223,648 0.2
Total overdue and B REEE
rescheduled advances BEEEMBE 2,902,001 2.7 3,439,256 32
Secured overdue advances BEARHER 2,189,786 2.0 2,543,835 24
Unsecured overdue advances — EiKiFEIE 88,077 0.1 671,773 0.6
Market value of securities
held against the secured BEMBEIEN
overdue advances EHRRmE 3,462,986 3,309,518

There were no advances to banks and other financial institutions which were overdue

720024612 31 H %20014 128318 - K&E

for over 3 months as at 31st December, 2002 and 31st December, 2001, nor were ETRITREMESREENTIES - REBH3E
there any rescheduled advances to banks and other financial institutions on these A ESEEHENERK ©
two dates.
(b) Reconciliation
HER
2002 2001
HK$'000;E % F ¢ HK$'000& % F T
Overdue advances (Note 1) WMEAE R (FIEE1) 2,277,863 3,215,608
Rescheduled advances (Note 2) KEHRER (FzE2) 624,138 223,648
Total overdue and rescheduled advances MEAR K EHE KB 2,902,001 3,439,256
Less: Overdue advances on which interest is
still being accrued B R R R EER (242,684) (315,046)
Less: Rescheduled advances on which
interest is still being accrued B EERBNRAFEER (57,247) (116,270)
Add: Non-performing loans which are not e NETEREIFaE
overdue or rescheduled “wEH 505,931 312,092
Total non-performing loans TEITEREE 3,108,001 3,320,032

Notes: (1)
@)

Advances which are overdue for more than three months.

Rescheduled advances which have been overdue for more than three months under
the revised repayment terms were included under overdue advances and not
rescheduled advances.

N N S

FfaE: (1) BEIEFENAE3E A U &K

(2) RIBETERIGKE AR MEASEAE -
BIIABMEREE - WABREEAEN
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Unaudited Supplementary Financial Information (continued)

n Overdue and Rescheduled Assets (continues) BIHI R KEEBHEE ) w

(c) Other Overdue Assets

HinB & E
2002 2001
Debt Accrued Other Debt Accrued Other
securities interest assets* securities interest assets*
EBEF ZiFIE HftEE" BHES ZiFIE EfEE
HK$'0008%F7z  HK$S'000 B%Fr HKS'0008%Fi HKS$'000ESFr HKS'000EMFr  HK$'000E%Fr
The Group 5
Other assets overdue for ~ Efti@fi&E
-6 months or less but over  —3fERALE
3 months 68 A - 4,029 1,275 - 3,641 2,476
-1 year or less but over
6 months - 6EANLR1E - 1,096 9,850 - 3,861 1,159
- Over 1 year — 1)L - 1,202 6,486 15,595 2,062 890
- 6,327 17,611 15,595 9,564 4,525
Rescheduled assets WEREE - - - - - -
Total other overdue and HitamResEs
rescheduled assets BESE - 6,327 17,611 15,595 9,564 4,525
*  Other assets refer to trade bills and receivables. * HAMEERIEESEERERIE -
B Repossessed Assets W [E & E w
2002 2001
HK$'000;& % F ¢ HK$'000& % F ¢
The Group £H
Repossessed properties U qEL7ES 390,499 472,424
Repossessed vehicles =R E 4,990 18,233
Total repossessed assets Wm & ELaEE 395,489 490,657

I EHEEN @ EEN12A31BNEETHE -

The amount represents the estimated market value of the repossessed assets as at 31st
December.

n Currency Concentrations & ¥ &k w

ERISNE O35 B B RS AS R LR R R R AT A SN
EFRRAENAERIDFRABENI10% AL - B
AT AR -

The net positions or net structural positions in foreign currencies are disclosed when each
currency constitutes 10% or more of the respective total net position or total net structural
position in all foreign currencies.

2002 2001
HK$Million 8% B &7 HK$Million &8 & &

usb CAD GBP  Others Total usb CAD GBP*  Others Total

E7 s REF Bt Fit o) EI Y1 g Hit fas
The Group £E
Spot assets REEE 50,001 4,049 4,838 17,278 76,166 47,398 3,700 4,403 13,900 69,401
Spot liabilities REAERE (48,381)  (4,425) (6,161) (19,821) (78,788) (49,546)  (3,944)  (5,198) (14,594) (73,282)
Forward purchases RHEA 11,731 805 1,434 6,466 20,436 13,777 318 1,038 3,003 18,136
Forward sales EHEN (12,830) (311) (236)  (3.858) (17,235) (11,156) (118) (271)  (2,300) (13,845)
Net long/(short) position &/ (&) 8 5% 521 118 (125) 65 579 473 (44) (28) 9 410
*  The currency constitutes less than 10% of the total net position in all foreign currencies and is ~ *  UEEINERLRINEFIBAREEAI10% © ZBFERIIIEL

B -

presented for comparative purpose only.

T E. aaT E. et B aaT WA T W
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FREFR B MBEH ()

2002 2001
HK$MillionZ#¥ B &t HKS$Million &% & &7r
usD CAD* SGD*  Others Total usD CAD SGD Others Total
E7 e HmT Aty B ZT mr A Efth Ftd
Net structural position BRI 1,416 188 184 183 1,97 710 162 172 152 1,196

*  The currency constitutes less than 10% of the total net structural position in all foreign currencies
and is presented for comparative purpose only.

The Bank recognises the benefits of sound corporate governance practice to its
shareholders. It has made reference to the Hong Kong Monetary Authority’s statutory
guidelines set out in the Supervisory Policy Manual “Corporate Governance of Locally
Incorporated Authorized Institutions”. There are ten specialised committees formed under
the Board of Directors. The roles, functions and composition of these key committees are
as follows:

Audit Committee (Please refer to Report of the Directors on Page 56)
Nomination Committee (Please refer to Report of the Directors on Page 56)
Remuneration Committee (Please refer to Report of the Directors on Page 56)

Sealing Committee is responsible for directing the usage and custody of the Bank's
common seal. It comprises all Executive Directors and Non-executive Directors of the
Bank, as appointed from time to time.

Executive Committee is responsible for reviewing all major functions and critical issues
relating to the businesses and operations of the Group. It comprises the Chief Executive,
the Deputy Chief Executives, all Division Heads and the Head of Credit & Special Asset
Department.

Credit Committee is responsible for carrying out lending-related activities and in particular,
to monitor the lending portfolio for managing the overall credit risk of the Group. It
comprises the Chief Executive, the Deputy Chief Executives, the Head of Investment
Banking Division, the Head of Strategic Planning & Control Division, the Head of Operations
Support Division and the Head of Credit & Special Asset Department.

Asset and Liability Management Committee is responsible for overseeing the
management of liquidity risk, interest rate risk and market risk of the Group. It comprises
the Deputy Chief Executives, the Head of Investment Banking Division, the Head of Strategic
Planning & Control Division, the Head of Personal Banking Division, the Head of Corporate
Banking Division, the Head of China Division, the Head of International Division, the
Head of Branch Distribution Department, the Head of Treasury Department, the Head of
Credit & Special Asset Department and the Head of Risk Management Department.

Investment Committee is responsible for formulating the investment strategies and
make daily investment decisions on the overall investment portfolio of the Group. It
comprises the Deputy Chief Executives, the Head of Investment Banking Division and the
Head of Strategic Planning & Control Division.

Policy Committee is responsible for discussing and formulating various strategies and
policies for managing businesses and operations of the Group. It comprises the Chief
Executive, the Deputy Chief Executives, the Head of Investment Banking Division and the
Head of Strategic Planning & Control Division.
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Unaudited Supplementary Financial Information (continued)

Crisis Management Committee is responsible for developing and reviewing the Group’s
strategy for managing crisis scenarios and to take charge of crisis situations which jeopardise
or have the potential to jeopardise the Group in its reputation, liquidity/financial position
and business continuity. It comprises the Chief Executive, the Deputy Chief Executives, all
Division Heads and the Head of Organisation & Productivity Department.

The terms of reference of the Committees together with all the Policies within the corporate
governance regime are subject to an annual review in order to cope with the latest
development in the banking industry as well as other changes in the regulatory
requirements.

The Group has established policies and procedures for the control and monitoring of risk
arising out of the business of the Group, including credit risk, liquidity risk, capital and
market risk. These policies have been reviewed regularly by the Management, Credit
Committee or Asset and Liability Management Committee and have been approved by
the Board of Directors. The internal auditors also perform regular audits on business units
to check compliance with policies and procedures. The Group has also established the
Investment Committee to formulate the Group’s investment strategies and to monitor
the performance and compliance of the investment activities.

Credit risk arises from the possibility that a customer or counterparty in a transaction
may default. It arises from the lending and treasury activities. To oversee the Group's
credit risk management which is independent from the business units, the Board of
Directors has delegated authority to Credit Committee to perform this function.

The main role of Credit Committee is to deal with all credit risk related issues of the
Bank Group with major functional responsibilities of: formulation of credit policies,
credit approval, assurance of compliance with the regulatory requirements and
monitoring of asset quality.

In evaluating the credit risk of the customers or counterparties, their financial strength
and repayment ability are always our primary considerations though credit risk may
be mitigated by obtaining collaterals from the customers or counterparties. Moreover,
concentration risks are monitored by adopting proper risk control such as setting
limits on large exposures in relation to our Bank’s capital base.

In this connection, comprehensive guidelines to manage credit risk have been laid
down in the Group’s Credit Manual which include the delegated lending authorities,
credit extension criteria, credit monitoring process, 10-grade loan classification system,
credit recovery and provisioning policy.

The Group’s Credit Manual is regularly reviewed and approved by the Credit Committee
to ensure the adequacy of credit risk management policies and systems.

e
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FREFR B MBEH ()

The Asset and Liability Management Committee is authorised by the Board of Directors
to manage the assets and liabilities of the Bank Group. The function of the Asset and
Liability Management Committee is to oversee the Group's operations relating to
interest rate risk, liquidity risk and market risk.

(1) Liquidity Risk Management

Liquidity risk is the risk that the Group cannot meet its current obligations. To
manage liquidity risk, the Group has established the liquidity risk management
policy, which is reviewed by the Asset and Liability Management Committee and
approved by the Board of Directors. The Group measures the liquidity of the
Group through the statutory liquidity ratio, the loan-to-deposit ratio and the
maturity mismatch.

The Asset and Liability Management Committee closely monitors the liquidity of
the Group on a daily basis to ensure that the liquidity structure of the Group'’s
assets, liabilities and commitments can meet its funding needs and that the Group
is always in compliance with the statutory liquidity ratio. The Group's average
liquidity ratio was 46.1% for 2002, which was well above the statutory minimum
ratio of 25%.

Adequate standby facilities are maintained to provide strategic liquidity to meet
unexpected, material cash outflows in the ordinary course of business.

(2) Market Risk Management

Market risk is the risk arising from the net effect of changes in market rates and
prices, such as interest rates, foreign exchange rates, equity and commodity prices,
on the Group's assets, liabilities and commitments, thus causing profits or losses.

The Group’s market risk originates from its holdings in the trading books of
foreign exchange, debt securities, equities and derivatives, which are valued at
current market prices (mark-to-market basis), and from its investment and banking
activities in financial assets and liabilities, which are valued at cost plus any accrued
interest (accrual basis), together with securities classified as other investments,
which are measured at fair value in the balance sheet. The Group’s trading activities
on derivative instruments mainly arise from the execution of trade orders from
customers and positions taken in order to hedge other elements of the trading
books. The Group has established a market risk management policy that
incorporates guidelines, procedures and control measures to monitor its market
risk exposures.

Financial derivatives are instruments that derive their value from the performance
of underlying assets, interest or currency exchange rates, or indices. The Group
principally uses financial derivative instruments as investment alternatives or to
manage foreign exchange, interest rate or equity risk and is a limited end-user in
such instruments. Guidelines on participating in derivatives activities are stated
in the Group’s market risk management policy. The Group’s major trading activities
in derivative instruments involve exchange-traded HIBOR Futures contracts. Over-
the-counter transacted foreign exchange forwards, interest rate swaps and option
contracts are mainly employed to hedge the interest rate risk and option risk of
the banking book.
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Unaudited Supplementary Financial Information (continued)

B Risk Management (ontinued) BFEE IR 22 W

The Group’s market risk exposures in different activities are measured and
monitored on the basis of principal (or notional) amount, outstanding position
and stop-loss limits, and are controlled within established limits reviewed and
approved by the Asset and Liability Management Committee for each business
unit, business type and in aggregate. Independent middle and back offices monitor
the risk exposure of trading activities against approved limits on a daily basis. The
Group's market risk exposures are reviewed by the Asset and Liability Management
Committee and reported to the Board of Directors on a regular basis, while
exceptions to limits are reported when they occur.

The Group quantifies the market risk of the underlying trading portfolio by means
of value-at-risk (“VaR"). VaR is a statistical estimate which measures the potential
losses in market value of a portfolio as a result of unfavourable movements in
market rates and prices, if positions are held unchanged in a certain time horizon.
The Group's VaR is calculated using historical movements in market rates and
prices, a 99% confidence level and a one-day holding period, and takes into
account correlations between different markets and rates.

Prior to 2002, VaR has been calculated to a 95% confidence level. From the
beginning of 2002, VaR is calculated at a 99% confidence level. This change has
been made to facilitate consistency with the regulatory guidance in confidence
level to measure market risk.

The VaR for the Group’s market risk-related treasury trading portfolio as at 31st
December, 2002 was HK$2.99 million (2001 : HK$0.44 million*). The average
daily revenue earned from the Group’s market risk-related treasury trading activities
in 2002 was HK$0.44 million (2001 : HK$ 0.34 million). The standard deviation
of these daily revenues was HK$0.47 million (2001 : HK$0.41 million).
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DAILY DISTRIBUTION OF MARKET RISK-RELATED TREASURY
TRADING REVENUES - YEAR 2001
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An analysis of daily distribution of the Group’s market risk-related treasury trading
revenues for 2002 (comparing with 2001) is provided above. This shows that 10
out of 247 days (2001 : 10 out of 243 days) are in loss positions. The most
frequent result was daily revenue of between HK$0.25 million and HK$0.5 million,
with 98 occurrences (2001 : same band with 104 occurrences). The maximum
daily loss was HK$1.90 million (2001 : HK$2.66 million) and the next maximum
daily loss was HK$0.91 million (2001 : HK$1.30 million). The highest daily revenue
was HK$5.34 million (2001 : HK$4.17 million).

(i) Foreign exchange exposure

The Group'’s foreign exchange risk exposure arises from foreign exchange
dealing, commercial banking operations and structural foreign currency
positions. All foreign exchange positions are managed by the Treasury units
of the Group within limits approved by the Asset and Liability Management
Committee.

The VaR related to foreign exchange dealing positions at 31st December,
2002 was HK$0.20 million (2001 : HK$0.45 million*). The average daily
foreign exchange dealing profit for 2002 was HK$0.40 million (2001 :
HK$0.32 million).

Foreign exchange positions which arise mainly from foreign currency
investments in the Group’s branches, subsidiaries and associates are excluded
from VaR measurements, as related gains or losses are taken to reserves.
Such foreign currency positions are managed with the principal objective of
ensuring that the Group’ reserves are protected from exchange rate
fluctuation.
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Unaudited Supplementary Financial Information (continued)

(ii)

(iii)

e
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Interest rate exposure

The Group’s interest rate exposure arises from treasury and commercial
banking activities where interest rate risk is inherent in both trading and
non-trading portfolios. All trading positions are managed by the Treasury
units of the Group within limits approved by the Asset and Liability
Management Committee. For the non-trading portfolio, interest rate risk
primarily arises from the timing differences in the repricing of interest-bearing
assets, liabilities and commitments and the maturities of certain fixed rate
assets and liabilities. The interest rate risk of the non-trading portfolio is also
monitored by the Group’s Asset and Liability Management Committee.

The VaR related to interest rate exposure due to debt securities and derivatives
trading positions, excluding foreign exchange forwards, at 31st December,
2002 was HK$2.88 million (2001 : HK$0.24 million*). The average daily
profit due to these activities for 2002 was HK$0.04 million (2001 : HK$0.02
million).

Equities exposure

The Group’s equities exposure comprises trading equities and long-term
equities investments. The Group'’s Investment Committee regularly reviews
and monitors the equities dealing activities. The VaR on equities trading
positions as at 31st December, 2002 was HK$3.57 million (2001 : HK$5.17
million*).

(* Figures are restated to amounts at 99% confidence level)

The Group’s policy is to maintain a strong capital base to support the development of
the Group’s business and to meet the statutory capital adequacy ratio. Both the
Group's adjusted capital adequacy ratio incorporating market risk of 16.9% and the
unadjusted ratio of 17.0% as at 31st December, 2002 were well above the statutory
minimum ratio.

Capital is allocated to the various activities of the Group depending on the risk taken
on by each business division. Where the subsidiaries or branches are directly regulated
by the appropriate regulators, they are required to maintain a minimum capital
according to rules of those regulatory authorities. Certain financial subsidiaries are
subject to the Hong Kong Monetary Authority’s capital requirements for regulatory
supervision purposes.
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