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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AEEZHEMEEH

Prior year adjustments resulting from change in accounting policy have been taken into
account in the calculation of Capital Adequacy Ratio and Capital Base as at 31st December,
2002.

(1) CAPITAL ADEQUACY RATIO AND CAPITAL BASE

REFTEREE EHAAIHEE - 2FFEA2002F
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BEXRELLRREREM

(a) Capital Adequacy Ratio

(@) BEARFRRLER

2003 2002
Restated &3k
% BAE % BHE
Unadjusted capital adequacy ratio as at
31st December M2A31 B REABRE AT R & 17.2 16.9
Adjusted capital adequacy ratio as at
31st December M12A31 BRARBEART R 171 16.8

The unadjusted capital adequacy ratio is computed on the consolidated basis which
comprises the positions of the Bank and all its subsidiaries 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.

G

Group Capital Base after Deductions
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(b) EEHRENEARER
2003 2002

Restated E1}
HK$'000 &% T HK$'000 % Tt

Core capital ANV
Paid up ordinary share capital R AR E B ARAR A
Share premium Bt s B
Reserves f#E
Minority interests DER R
Deduct: Goodwill B R
Total core capital BB B
Eligible supplementary capital ATETE B INE A
Reserves on revaluation of land and TR EiEREE
interests in land (at 70%) EhFHE A70%:5)
General provisions for doubtful debts —RRERERE
Term subordinated debt B EREER
Total eligible supplementary capital AR EAM B A ERE
Total capital base before deductions MRATE B AL
Deductions from total capital base EARERGREINRER
Total capital base after deductions MR EALRERE

3,668,634 3,615,863
520,305 356,210
14,059,945 13,228,115
24,418 44,708
(2,343,408) (2,181,433)
15,929,894 15,063,463
659,956 756,077
1,266,365 1,339,533
4,260,751 4,276,227
6,187,072 6,371,837
22,116,966 21,435,300
(1,049,318) (953,797)
21,067,648 20,481,503
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
REERBAY B ER ()

(2) LIQUIDITY RATIO \ MBEELLR

2003 2002
% BAE % BHE
Average liquidity ratio for the year FEATARBDE S E 44.8 46.1

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
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with the Fourth Schedule to the Hong Kong Banking Ordinance. x_4) °
(3) SEGMENTAL INFORMATION | o Zp&E R
(a) Advances to Customers (@) ZEFER
(i) By industry sectors (i) RITEDE
The analysis of gross advances to customers (net of suspended interest) by industry B ETEE RRBRFE) NITED 1R
sector is based on the categories and definitions used by the Hong Kong Monetary RIEBECREERMEANERNNE
Authority. E: S
2003 2002
HKS'000 58 F 7 HK$'000 BT
The Group 3]
Loans for use in Hong Kong ERBERNER
Industrial, commercial and financial IEem
— Property development S 4,969,798 4,847,778
— Property investment —MERE 11,883,891 11,744,929
— Financial concerns —ERbE 2,045,115 2,223,813
- Stockbrokers —RELLE 322,112 104,602
— Wholesale and retail trade —PEETEE 1,790,164 2,107,598
- Manufacturing —BlER 1,250,396 1,459,648
— Transport and transport equipment — BRI EERRE 4,564,759 4,511,617
- Others —Hfth 4,500,757 6,907,826
- Sub-total —/NEF 31,326,992 33,907,811
Individuals fEA
— Loans for the purchase of flats in -BEIEERAEAE
the Home Ownership Scheme, [FLAZEREETE R
Private Sector Participation Scheme [EEBEHEE
and Tenants Purchase Scheme BFEHER 1,848,337 2,207,192
— Loans for the purchase of —BEHEMEEYEN
other residential properties =5 34,595,575 39,930,918
— Credit card advances —ERFRER 1,432,687 1,692,322
- Others —Hfth 2,950,460 3,333,374
- Sub-total — /NGt 40,827,059 47,163,806
Total loans for use in Hong Kong EEBERNERERE 72,154,051 81,071,617
Trade finance ZHmME 3,314,514 3,272,588
Loans for use outside Hong Kong ERBNIMERNER 27,440,271 24,064,369
Total advances to customers EPERER 102,908,836 108,408,574
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
REERBAY B ER ()

(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.

Total advances to customers

Non-performing loans

(i) ELSIE
EPERERZEBERKEHNDME - 2R
BRSHFHHMEN  YEEREBRR
Bx - —RiM5 - AREROERESYT
FERZHFAEMABERN—TER - &
ZEENBITHREXRITOEIDTT
M RZERTT BRI R IF RN R 5 4 F 8
A - RRERR AR —ERREEE
7B -

Advances overdue for
over three months

EFE4E TRTES AE3EAN LNEFER

2003 2002 2003 2002 2003 2002
HKS'000%% T HKS'000%%Tr  HKS'000%E%Tm  HK$'000BMTr  HKS'000EMTT  HK$'000B%FiT

The Group L1 ]
Hong Kong B 81,092,324 89,449,624 1,587,928 2,041,748 872,215 1,234,390
People’s Republic of China ~ FEARKAE 5,588,249 4,132,169 747,602 769,605 470,946 859,330
Other Asian countries HihpMER 5,150,091 5,024,629 108,408 171,560 83,713 145,336
Others Hh 11,078,172 9,802,152 82,451 125,088 71,799 38,807
Total as 102,908,836 108,408,574 2,526,389 3,108,001 1,498,673 2,277,863

(b) Cross-border Claims

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

(b) FSEIfERE
BEEEENMEEH IR ZIEFRRERK
RS - YEBREBRRER - —K
M= ARERNERESY IS FME
HHBERE TR - RERNETERE
FIRTTEBINATT » Tk sRITR BB RR I IF
BRNRZEFHFAEN - RREERAH—E
BREBE S —AEK - EX SRR RE
HRBRAEREN10% A L - ZHEN R L FEE
F LA -

2003
Banks and
other financial Public
institutions sector entities Others Total
RITREMSRBE NERE Hith s
HK$'000 % T HKS$'000 B%TFx HKS'000 BT HKS'000 E¥Tx
The Group £E
People’s Republic of China hEAREANE 5,942,870 1,117,031 4,763,759 11,823,660
Asian countries, excluding HEBMEIR
People’s Republic of China (TefEhEARLME) 13,068,878 1,156,111 6,184,322 20,409,311
North America JEEM 5,526,584 8,245,582 4,920,474 18,692,640
Western Europe [z 33,240,941 - 1,088,757 34,329,698
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
AEEZHABEER (F)

(3) SEGMENTAL INFORMATION (continued) | 7 SPE&E R @)

(b) Cross-border Claims (continued) (b) FEEIERE (B

There were no advances to banks and other financial institutions which were overdue
for over 3 months as at 31st December, 2003 and 31st December, 2002, nor were
there any rescheduled advances to banks and other financial institutions on these

two dates.
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2002
Banks and
other financial Public
institutions sector entities Others Total
ROREME REE NEHE Hity k)
HK$'000 B#Fr  HK$'000 BEFr HK$'000 B¥EFr HK$'000 BEFT
The Group £E
People’s Republic of China I ANREME 6,022,429 560,217 3,051,859 9,634,505
Asian countries, excluding HihHMER
People’s Republic of China (TRfEREARAMNE) 10,942,142 1,107,992 5,933,867 17,984,001
North America B 4,375,369 3,597,083 4,234,618 12,207,070
Western Europe PR 25,357,970 167,455 858,420 26,383,845
(4) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS \ B REARKREEE
(a) Overdue and Rescheduled Advances (a) BEARKEEHER
2003 2002
% of total % of total
advances to advances to
customers customers
EEFEX BEPER
HK$'000 &% F 7 SENESL HK$'000 BETT BENAILL
The Group £E
Advances to customers overdue for  BHEFER
- 6 months or less but —3EANUERE
over 3 months 6fE A 276,799 0.3 642,305 0.6
— 1year or less but over 6 months ~ —6fHAN L2145 339,092 0.3 391,029 04
— Over 1 year —1FUE 882,782 0.9 1,244,529 1.1
1,498,673 1.5 2,277,863 2.1
Rescheduled advances to customers RELZRFER 1,123,114 1.1 624,138 0.6
Total overdue and rescheduled BHREEARR
advances et 2,621,787 2.6 2,902,001 2.7
Secured overdue advances BEMAEER 1,323,712 1.3 2,189,786 2.0
Unsecured overdue advances ERFBER 174,961 0.2 88,077 0.1
Market value of securities held BEMAEER
against secured overdue advances  EE@EME 1,736,962 3,462,986

2003512 A318 K%2002612A318 » K&
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
AEEZHATBEER (F)

(b) Reconciliation (b) ¥R
2003 2002
HK$'000 &% Tt HK$'000 B#F it

Overdue advances (Note 1) BEER (M) 1,498,673 2,277,863
Rescheduled advances (Note 2) CEEER HE2) 1,123,114 624,138
Total overdue and rescheduled advances B RESHEETREE 2,621,787 2,902,001

Less: Overdue advances on which interest is

still being accrued B BB DR TS ER (150,286) (242,684)
Less: Rescheduled advances on which interest is
still being accrued B R EEBNREAFISER (173,813) (57,247)
Add: Non-performing loans which are
not overdue or rescheduled e AETEREES S EER 228,701 505,931
Total non-performing loans TRITER LR 2,526,389 3,108,001
Notes: Wi -
(1) Advances which are overdue for more than three months. (1) SHAEFEEMHA3EA L EWER -
(2) Rescheduled advances which have been overdue for more than three months under the (2) REETEREHCBHEEIAANEEEER
revised repayment terms are included under overdue advances and not rescheduled advances. o BIABBERGEE W TIERNKCEEE
e
(c) Other Overdue and Rescheduled Assets () Eft@fiRkEEHEE
2003 2002
Accrued Other Accrued Other
interest assets* interest assets®
RKIHE HitEE* ZEFE Hith g~
HKS$'000 #%F %  HK$'000 B%F7% HK$'000 B%FR  HK$'000 BHF7
The Group £
Other assets overdue for Hitgi&E
-6 months or less but
over 3 months —3fEAMNLEZ6MEA 1,699 2,592 4,029 1,275
— 1 year or less but over 6 months —6EANEE1E 1,442 1,096 1,096 9,850
— Over 1 year —1FUE 904 13,406 1,202 6,486
4,045 17,094 6,327 17,611
Rescheduled assets CEHEE - 827 = =
Total other overdue and Hit@i Rk
rescheduled assets WEREELRE 4,045 17,921 6,327 17,611
*  Other assets refer to trade bills and receivables. * BMEERIEE SRR ENKIE -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
AEEZHABEER (F)

(4) OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (continued) \ A KEARKEEE @

(d) Repossessed Assets (d) KEIEE
2003 2002
HK$'000 &% F ¢ HK$'000 % F 70
The Group %E
Repossessed properties e 176,265 390,499
Repossessed vehicles I Ebai:l 671 4,990
Total repossessed assets EE=y-Fek 176,936 395,489
The amount represents the estimated market value of the repossessed assets as at I EEEEEN12 A31 BIREEEN G HE -

31st December.

(5) CURRENCY CONCENTRATIONS | &*& &k
The net positions or net structural positions in foreign currencies are disclosed when WERISNE R B R R S A A B R RGP
each currency constitutes 10% or more of the respective total net position or total BAEIMNEFHRRERABIEFHAAEN
net structural position in all foreign currencies. 10%3 A £ - AT LAIREE -
2003
HKS$Million % EE T

USD £x CAD My GBP % CNY ARE Others Eft: Total £
The Group £E
Spot assets RERE 50,041 4337 4374 2,544 14,498 75,79
Spot liabilities REAE (45,079) (5,088) (7,305) (2,508) (21,627) (81,607)
Forward purchases EHEA 23,881 1,674 2,110 - 14,465 42,130
Forward sales EHEN (27,768) (780) (171) - (7.318) (36,037)
Net options position MEriER 9) . e - & (16)
Net long/(short) position RR)BFE 1,066 145 (995) 36 12 264

2002
HK$Million % E &

USD %71t CAD M7 GBP %4 CNY* AR Others £t Total 2%
The Group £E
Spot assets RERE 50,001 4,049 4,838 1,638 15,640 76,166
Spot liabilities REAE (48,381) (4,425) (6,161) (1,602) (18,219) (78,788)
Forward purchases EHEA 11,731 805 1,434 - 6,466 20,436
Forward sales EHEH (12,830) (311) L - (38%8)  (17.23%5)
Net long/(short) position /() B%R 521 118 (125) 36 29 579
*  The currency constitutes less than 10% of the total net position in all foreign currencies and * WESNER LRI F I B AERRAT10% © A 2AE

is presented for comparative purpose only. RIIELL B -

1 50 The Bank of East Asia, Limited Annual Report 2003




Net structural position HEEMERRTE 1,423

UsD %7t

Net structural position HELREFE 1,416

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

The net option position for 2003 is calculated using the model user approach, which
has been approved by HKMA. The net structural position represents the net asset
value of the Group’s foreign currency investment in overseas operations and their
related funding.

The Bank recognises the benefits of sound corporate governance practice to its
shareholders. It has made reference to the Hong Kong Monetary Authority’s guidelines
set out in the Supervisory Policy Manual “Corporate Governance of Locally
Incorporated Authorized Institutions”. There are thirteen 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 58).
Nomination Committee (Please refer to Report of the Directors on page 58).
Remuneration Committee (Please refer to Report of the Directors on page 58).

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.

Risk Management Committee is responsible for dealing with all risk management
related issues 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, the Head of Credit &
Special Asset Department and the Head of Risk Management 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.

CAD* fnc*

228 376 2,027
2002
HK$Million B EE T
Others £tz Total %8
188 367 1,971

* WEINER DRI SRR AR
10% ° BB RSIELLE S
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o WELBEESREERRE - BEERE
FRARNEEERENSINEBNEEFE
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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 Credit
& Special Asset Department, the Head of Treasury Department and the Head of Risk
Management Department.

Operational and Other Risks Management Committee is responsible for dealing
with all issues related to the management of operational, legal, reputation and strategic
risks of the Group. It comprises the Deputy Chief Executives, all Division Heads, the
Head of Credit & Special Asset Department, the Head of Legal Affairs Department
and the Head of Organisation and Productivity Department.

Investment Committee is responsible for formulating the investment strategies
and making 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.

Crisis Management Committee is responsible for developing and reviewing the
Group's strategy for managing crisis scenarios and taking 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.

Steering Committee for the Basel Project is responsible for dealing with all issues
related to the implementation of the New Basel Capital Accord for 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.

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.
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Risk management is an essential element of banking. The Group has in place a
comprehensive risk management system to identify, measure, monitor and control
the various types of risk which the Group faces and, where appropriate, to allocate
capital against those risks. The risk management policies of the Group are reviewed
regularly by the Management and related specialised committees and recommended
by the Risk Management Committee for the approval of 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 an Investment Committee
to plan the Group’s investment strategies and to monitor the performance and
compliance of investment activities.

Credit risk arises from the possibility that a customer or counterparty in a transaction
may default. It arises mainly 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. Credit Committee will report to the Board of Directors via Risk Management
Committee which deals with all risk management related issues of the Bank Group.

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 Credit Committee
to ensure the adequacy of credit risk management policies and systems.
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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

154

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 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 portfolio.

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 44.8% for 2003, 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.

Market Risk Management

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

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
of 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 and
over-the-counter transacted currency options. Other 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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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 horizon time
period. 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 on confidence
level to measure market risk.

The VaR for the Group’s market risk-related treasury trading portfolio as at 31st
December, 2003 was HK$2.68 million (2002: HK$2.99 million). The average
daily revenue earned from the Group’s market risk-related treasury trading activities
in 2003 was HK$0.54 million (2002: HK$0.44 million). The standard deviation of
these daily revenues was HK$1.24 million (2002: HK$0.47 million).
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
AEEZH AT B ER ()

(7) RISK MANAGEMENT (continued) | EBEEE @

(b) Liquidity Risk and Market Risk Management (continued) (b) REBESETSERKRERE (&)
(2) Market Risk Management (continued) (2) MIERBRERE(E)

DAILY DISTRIBUTION OF MARKET RISK-RELATED TREASURY
TRADING REVENUES - YEAR 2003
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An analysis of daily distribution of the Group’s market risk-related treasury trading
revenues for 2003 (comparing with 2002) is provided above. This shows that 14
out of 248 days (2002: 10 out of 247 days) are in loss positions. The most frequent
result was daily revenue of between HK$0.50 million and HK$0.75 million, with
84 occurrences (2002: HK$0.25 million to HK$0.50 million with 98 occurrences).
The maximum daily loss was HK$12.29 million (2002: HK$1.90 million) and the
next maximum daily loss was HK$4.44 million (2002: HK$0.91 million). The highest
daily revenue was HK$9.52 million (2002: HK$5.34 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,
2003 was HK$0.72 million (2002: HK$0.20 million). The average daily foreign
exchange dealing profit for 2003 was HK$0.54 million (2002: HK$0.40
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’s reserves are protected from exchange rate
fluctuation.

(i) 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 and options, at 31st
December, 2003 was HK$2.11 million (2002: HK$2.88 million). The average
daily profit due to these activities for 2003 was HK$0.002 million (2002:
HK$0.04 million).
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (continued)
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(7) RISK MANAGEMENT (continued) \ B B B R )

(b) Liquidity Risk and Market Risk Management (continued)

(2) Market Risk Management (continued)

(iii) 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, 2003 was HK$6.71 million (2002: HK$3.57
million).

(c) Operational Risk Management

-

Operational Risk is the risk of loss resulting from inadequate or failed internal processes,
people and systems or from external events. The Board of Directors has designated
the Operational and Other Risks Management Committee to oversee the management
of operational risk of the Bank Group.

The Group has adopted a risk-based operational risk management approach so as to
focus on areas that are more vulnerable to operational risk. The Group has a
comprehensive Operational Risk Management Policy in place. Every year, the Group
conducts regular exercise to make its operational risk management framework in
line with the industrial practice. This includes annual operational risk self-assessment,
collection of operational loss data, review of operating authorities, stress-testing and
review of operation procedures.

The Group has also developed its Business Continuity Plan to cover topics for
contingency operation and business recovery. Besides, there is sufficient insurance
coverage to minimize the potential loss of the Group in respect of operational risk.

Capital Management

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 17.1% and the
unadjusted ratio of 17.2% as at 31st December, 2003 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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