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Financial risk management (continued)
Credit risk (continued)

The Group operates predominantly in Hong Kong. The areas of operation
include all the primary business segments. The Group accounts for a significant
share of credit exposure to many sectors of the economy. However, credit risk
is spread over a diversity of personal and commercial customers.

Geographical sector risk concentrations within the customer loan portfolio are
as follows:

The Group
2006 2006 2005 2005
HK$'000 % HK$'000 %
Hong Kong 37,178,669 95.9 35,209,212 95.5
United States of America 795,892 2.0 770,114 2.1
People’s Republic of China 808,420 2.1 876,221 2.4
38,782,981 100.0 36,855,547 100.0
The Bank
2006 2006 2005 2005
HK$'000 % HK$'000 %
Hong Kong 36,791,907 95.8 34,801,462 95.5
United States of America 818,046 2.1 781,046 2.1
People’s Republic of China 808,420 2.1 876,220 2.4
38,418,373 100.0 36,458,728 100.0
Market risk

The Group takes on exposure to market risk, which is the risk of loss in assets,
liabilities and commitments arising from the net effect of changes in market
rates and prices, such as interest rates, currency and equity products. The
Group’s market risk primarily arises from its positions in foreign exchange,
securities and derivatives in its trading book. All these positions are exposed
to general and specific market movements.

The Group’s market risk exposures in different activities are managed by way
of limits established by the Executive Committee. Exposures are measured
and monitored on the basis of contractual or notional amount, outstanding
balances and stop-loss limits. All market risk trading positions are subject to
daily mark-to-market valuation, monitored and managed by the Treasury
Department. Independent monitoring, checking and trade confirmation are
undertaken by a separate department independent of the Treasury Department.
Regular checking and reviews are also conducted by the Group’s internal audit
function to ensure compliance with risk limits. All exceptions are reviewed
and approved by the appropriate level of management and the Executive
Committee. Actual positions are monitored by the Risk Management Committee.

The average daily revenue in 2006 earned from market risk-related activities
by the Bank and certain subsidiaries, including trading-related net interest
income and other revenue was HK$845,000 (2005: HK$495,000). The standard
deviation of this daily revenue was HK$1,139,000 (2005: HK$1,118,000).
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Financial risk management (continued)
Market risk (continued)

DAILY DISTRIBUTION OF MARKET RISK REVENUE FOR 2006
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Currency risk

The Group takes on exposure to effects of fluctuations in the prevailing

foreign currency exchange rates on its financial position and cash flows. The
Group’s exposures mainly comprise foreign exchange dealing by the Treasury
Department and currency exposures originated by its commercial banking
businesses.

The Executive Committee sets limits on the level of exposure by currency and
in total for both overnight and intra-day positions. All exposures are centrally
managed by the Treasury Department and independently monitored by a
separate department on a daily basis.

Foreign currency exposures arising from customer transactions, including

currency options embedded in certain customer deposits, are normally offset
against other customer transactions or transactions with the market. Foreign
currency funding used to fund Hong Kong dollar assets is hedged using

currency swaps or forward exchange contracts to mitigate the foreign exchange
risk.

The tables on the following pages summarise the Group’s exposure to foreign
currency exchange rate risk at 31 December. Included in the tables are the
Group’s assets and liabilities at carrying amounts, categorised by currency.
The off-balance sheet gap represents the net notional amounts of foreign
currency derivative financial instruments, which are principally used to reduce

the Group’s exposure to currency movements.
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Financial risk management (continued)

Currency risk (continued)

Concentration of assets, liabilities and off-balance sheet items

The Group
ETT Ed P Hith &t
HK$ US$ A% Others Total

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 31 December 2006

Assets

Cash and short-term funds 2,164,393 10,117,877 4,193,801 7,021,843 23,497,914
Placements with banks and

other financial institutions

maturing between one and

twelve months 519,722 3,399,153 214,764 - 4,133,639
Trade bills 3,540 162,812 - 4,403 170,755
Trading securities 1,948,224 102,979 - - 2,051,203
Derivative financial

instruments 8,359 15,734 214 2,106 26,413

Financial assets designated
at fair value through

profit or loss 913,683 2,455,572 5,523 71,003 3,445,781
Available-for-sale securities 945,764 2,482,567 98,169 171,971 3,698,471
Held-to-maturity securities 2,081,338 1,790,159 444,245 38,071 4,353,813

Advances and other accounts

(including tax recoverable

and deferred tax assets) 37,375,385 2,278,874 952,984 224,950 40,832,193
Interests in jointly controlled

entities 140,497 - - - 140,497
Interests in associates 5,879 - - - 5,879
Investment properties 1,966,160 - - - 1,966,160
Interests in leasehold land 245,516 - - - 245,516
Other properties and

equipment 373,482 36,536 - 2,376 412,394
Total assets 48,691,942 22,842,263 5,909,700 7,536,723 84,980,628
Liabilities

Deposits and balances
of banks and other

financial institutions 59,995 484,483 7,408 85,291 637,177
Trading liabilities 1,211,449 - - - 1,211,449
Derivative financial

instruments 141,295 142,182 214 534 284,225

Financial liabilities designated
at fair value through

profit or loss 2,240,755 989,338 - - 3,230,093
Deposits from customers 33,298,637 16,394,807 5,854,989 7,160,688 62,709,121
Certificates of deposit issued 1,789,299 93,329 - - 1,882,628
Other accounts and accruals

(including current taxation

and deferred tax liabilities) 3,213,390 272,638 25,377 132,745 3,644,150
Total liabilities 41,954,820 18,376,777 5,887,988 7,379,258 73,598,843
Net on-balance sheet position 6,737,122 4,465,486 21,712 157,465 11,381,785
Off-balance sheet net

notional position 1,351,824  (1,333,553) 43,368 (62,330) (691)
Credit commitments 15,928,261 1,717,496 737 229,545 17,876,039
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(d) Currency risk (continued)

2 Financial risk management (continued)

Concentration of assets, liabilities and off-balance sheet items (continued)

The Bank
B En BT Hith &t
HK$ Us$ A% Others Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 31 December 2006
Assets
Cash and short-term funds 2,053,048 10,107,624 4,193,801 7,021,843 23,376,316
Placements with banks and
other financial institutions
maturing between one and
twelve months 613,041 3,371,763 214,764 — 4,199,568
Trade bills 3,540 162,812 - 4,403 170,755
Trading securities 1,810,777 102,979 - - 1,913,756
Derivative financial
instruments 8,510 15,734 214 2,112 26,570
Financial assets designated
at fair value through
profit or loss 725,049 2,129,124 - 71,003 2,925,176
Available-for-sale securities 485,639 2,323,626 98,169 171,971 3,079,405
Held-to-maturity securities 2,007,249 1,648,240 444,245 38,071 4,137,805
Advances and other accounts37,066,850 2,296,944 952,905 224,950 40,541,649
Interests in subsidiaries 288,530 11,667 - - 300,197
Interests in jointly controlled
entities 57,300 - - - 57,300
Investment properties 2,021,160 - - - 2,021,160
Interests in leasehold land 245,516 - - - 245,516
Other properties and
equipment 320,643 2,953 - 2,376 325,972
Total assets 47,706,852 22,173,466 5,904,098 7,536,729 83,321,145
Liabilities
Deposits and balances
of banks and other
financial institutions 175,655 484,483 7,408 85,291 752,837
Trading liabilities 1,211,449 - - - 1,211,449
Derivative financial
instruments 141,295 142,182 214 534 284,225
Financial liabilities designated
at fair value through
profit or loss 2,350,690 1,069,588 - - 3,420,278
Deposits from customers 34,191,449 16,438,927 5,855,324 7,172,731 63,658,431
Certificates of deposit issued 1,789,299 93,329 - - 1,882,628
Other accounts and accruals
(including current taxation
and deferred tax liabilities) 2,293,011 272,946 25,377 132,764 2,724,098
Total liabilities 42,152,848 18,501,455 5,888,323 7,391,320 73,933,946
Net on-balance sheet position 5,554,004 3,672,011 15,775 145,409 9,387,199
Off-balance sheet net
notional position 1,399,084  (1,345,382) 10,676 (65,952) (1,574)
Credit commitments 15,972,152 1,575,865 737 229,545 17,778,299
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2 Financial risk management (continued)

(d) Currency risk (continued)

Concentration of assets, liabilities and off-balance sheet items (continued)

The Group
BT EYH BT Hits Ehi
HK$ US$ A$ Others Total
H5
Restated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 31 December 2005
Assets
Cash and short-term funds 686,606 7,118,878 4,712,265 5,698,368 18,216,117
Placements with banks and
other financial institutions
maturing between one and
twelve months 294,085 817,190 113,534 878,205 2,103,014
Trade bills 12,559 146,689 - 2,917 162,165
Trading securities 1,965,309 118,477 169 - 2,083,955
Derivative financial
instruments 5,109 51,098 67 425 56,699
Financial assets designated
at fair value through
profit or loss 992,843 2,792,896 - 111,936 3,897,675
Available-for-sale securities 1,095,807 2,781,779 91,230 232,108 4,200,924
Held-to-maturity securities 822,337 1,801,470 949,219 133,652 3,706,678
Advances and other accounts
(including tax recoverable
and deferred tax assets) 35,400,824 1,775,953 671,396 307,242 38,155,415
Interests in jointly controlled
entities 105,578 - - - 105,578
Interests in associates 3,540 - - - 3,540
Investment properties 1,401,640 — - — 1,401,640
Interests in leasehold land 249,688 - - - 249,688
Other properties and
equipment 354,567 22,275 - 1,808 378,650
Total assets 43,390,492 17,426,705 6,537,880 7,366,661 74,721,738
Liabilities
Deposits and balances of
banks and other financial
institutions 1,340,575 922,159 7,775 67,109 2,337,618
Trading liabilities 967,891 - - - 967,891
Derivative financial
instruments 62,682 91,169 86 1,619 155,556
Financial liabilities designated
at fair value through
profit or loss 1,512,357 848,537 - - 2,360,894
Deposits from customers 26,569,631 14,062,797 6,493,483 7,180,129 54,306,040
Certificates of deposit issued 1,824,004 93,049 - - 1,917,053
Other accounts and accruals
(including current taxation
and deferred tax liabilities) 2,179,669 231,676 22,711 106,163 2,540,219
Total liabilities 34,456,809 16,249,387 6,524,055 7,355,020 64,585,271
Net on-balance sheet position 8,933,683 1,177,318 13,825 11,641 10,136,467
Off-balance sheet net
notional position (566,192) 619,411 19,271 (73,758) (1,268)
Credit commitments 12,751,710 903,197 - 217,449 13,872,356
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2 Financial risk management (continued)

(d) Currency risk (continued)

Concentration of assets, liabilities and off-balance sheet items (continued)

The Bank
AT E BT Hith it
HK$ Us$ A% Others Total
HY
Restated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 31 December 2005
Assets
Cash and short-term funds 667,886 7,107,862 4,712,265 5,698,368 18,186,381
Placements with banks and
other financial institutions
maturing between one and
twelve months 435,582 791,175 113,534 878,205 2,218,496
Trade bills 12,559 146,689 - 2,917 162,165
Trading securities 1,832,682 118,477 169 - 1,951,328

Derivative financial

instruments 5,373 51,098 86 444 57,001
Financial assets designated

at fair value through

profit or loss 757,393 2,482,992 - 111,936 3,352,321
Available-for-sale securities 865,388 2,713,816 91,230 232,108 3,902,542
Held-to-maturity securities 733,153 1,735,427 949,219 133,652 3,551,451
Advances and other accounts 34,732,138 1,783,147 671,396 307,215 37,493,896
Interests in subsidiaries 288,530 11,633 - - 300,163

Interests in jointly controlled
entities 57,300 - - - 57,300

Investment properties 1,445,934 - - - 1,445,934
Interests in leasehold land 249,688 - - - 249,688
Other properties and

equipment 300,502 1,682 - 1,808 303,992
Total assets 42,384,108 16,943,998 6,537,899 7,366,653 73,232,658
Liabilities
Deposits and balances of

banks and other financial

institutions 1,442,449 922,159 7,775 67,109 2,439,492
Trading liabilities 967,891 - - - 967,891
Derivative financial

instruments 62,682 91,169 86 1,619 155,556
Financial liabilities designated

at fair value through

profit or loss 1,571,337 900,987 - - 2,472,324
Deposits from customers 27,385,112 14,072,257 6,507,036 7,208,361 55,172,766
Certificates of deposit issued 1,824,004 93,049 - - 1,917,053
Other accounts and accruals

(including current taxation

and deferred tax liabilities) 1,056,693 231,806 22,741 106,238 1,417,478
Total liabilities 34,310,168 16,311,427 6,537,638 7,383,327 64,542,560
Net on-balance sheet position 8,073,940 632,571 261 (16,674) 8,690,098
Off-balance sheet net

notional position (569,248) 602,504 20,276 (55,609) (2,077)
Credit commitments 12,747,277 778,997 - 217,449 13,743,723
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2 Financial risk management (continued)

(e) Interest rate risk

The Group takes on exposure to the effects of fluctuations in the prevailing
levels of market interest rates on both its fair value and cash flow interest
rate risks. Fair value interest rate risk is the risk that the value of a
financial instrument will fluctuate because of changes in market interest
rates. Cash flow interest rate risk is the risk that the future cash flows of
a financial instrument will fluctuate because of changes in market interest
rates.

Interest margin may increase as a result of such changes but may reduce
or create losses in the event that unexpected movements arise. The Group
has established policies and systems to monitor its interest-sensitive positions
and net repricing gap to ensure that they are all properly managed under
the limits approved by the Executive Committee. Actual positions are
compared with the approved limits and monitored by the Risk Management
Committee on a monthly basis.

While the primary objective of interest rate risk management is to limit
potential adverse effects of interest rate movements on net interest income,
interest rate positions may be taken for yield enhancement within the risk
limits.

The tables on the following pages summarise the Group’s exposure to
interest rate risks. Included in the tables are the Group’s assets and
liabilities at carrying amounts, categorised by the earlier of contractual
repricing or maturity dates.
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(e) Interest rate risk (continued)

2 Financial risk management (continued)

Interest sensitivity of assets and liabilities — repricing analysis

The Group
—{ER
—fER HEE  Z@EAL  —FM0E TEE
LT =@A LtE-—%F ERE RENE Non-
Up to 1-3 3-12 1-5 Over interest &t
1 month months months years 5 years bearing Total
HK$'000 HK$'000  HK$000  HK$000 HK$000  HK$000  HK$'000
At 31 December 2006
Assets
Cash and short-term funds 22,253,785 - - - - 1,244,129 23,497,914
Placements with banks and
other financial institutions
maturing between one and
twelve months - 1985611 2,148,028 - - - 4,133,639
Trade bills 126,595 40,770 3,390 - - - 170,755
Trading securities 38,800 1,131,889 546,710 184,582 11,685 137,447 2,051,203
Derivative financial
instruments - - - - - 26,413 26,413
Financial assets designated
at fair value through
profit or loss 56,954 437,171 699,194 2,206,716 45,746 - 3,445,781
Available-for-sale securities 612,968 1,249,209 192,430 757,313 82,761 803,790 3,698,471
Held-to-maturity securities 1,027,257 2,238,376 619,845 453,074 15,261 - 4,353,813
Advances and other accounts
(including tax recoverable
and deferred tax assets) 33,563,809 3,918,398 652,921 440,825 136,226 2,120,014 40,832,193
Interests in jointly controlled
entities - - - - - 140,497 140,497
Interests in associates - - - - - 5,879 5,879
Investment properties - - - - - 1,966,160 1,966,160
Interests in leasehold land - - - - - 245,516 245,516
Other properties and equipment - - - - - 412,394 412,394
Total assets 57,680,258 11,001,424 4,862,518 4,042,510 291,679 7,102,239 84,980,628
Liabilities
Deposits and balances of
banks and other financial
institutions 588,454 5,402 - - - 43,321 637,177
Trading liabilities 553,076 598,135 59,641 597 - - 1,211,449
Derivative financial
instruments - - - - - 284,225 284,225
Financial liabilities designated
at fair value through
profit or loss 739,104 1,941,970 498,028 50,991 - - 3,230,093
Deposits from customers 50,840,698 7,064,779 1,847,906 106,137 - 2,849,601 62,709,121
Certificates of deposit issued 173,308 1,709,320 - - - - 1,882,628
Other accounts and accruals
(including current taxation
and deferred tax liabilities) - - - - - 3,644,150 3,644,150
Total liabilities 52,894,640 11,319,606 2,405,575 157,725 - 6,821,297 73,598,843
Total interest sensitivity gap 4,785,618  (318,182) 2,456,943 3,884,785 291,679
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C)EHABSE(E) 2 Financial risk management (continued)

(e) FIZ=REp(E) (e) Interest rate risk (continued)
LBERAREZH R RE Interest sensitivity of assets and liabilities — repricing analysis (continued)
- EERELSN(E)
X7 The Bank
—@A
—@A HNEE  Z@EAL  —FME TR
BT @R LtE-& EhE REME Non-
Up to 1-3 3-12 1-5 Over interest &t
1 month months months years 5 years bearing Total
HK$'000  HK$000  HK$000  HK$000 HK$000 HK$000  HK$000
RZOORE+ZH At 31 December 2006
=+—H
BE Assets
EFHERENES Cash and short-term funds 22,138,030 - - - - 1,238,286 23,376,316
Placements with banks and
other financial institutions
E A 17 TR 2 maturing between one and
(—E+ZMEARNEE) twelve months - 1,661,539 2,538,029 - - - 4,199,568
[HE 3287 Trade bills 126,595 40,770 3,390 - - - 170,755
FEEHEM®RZE Trading securities 38,890 1,131,889 546,710 184,582 11,685 - 1,913,756
Derivative financial
MEEMmTH instruments - - - - - 26,570 26,570
Financial assets designated
DAV EEFEAESESZ at fair value through
EHENE A profit or loss - 310,707 580,158 2,034,311 - - 2925176
G- Available-for-sale securiies 612,968 1,249,209 192,430 757,313 82,761 184,724 3,079,405
FrERHE Held-to-maturity securites 1,027,257 2,235,478 550,510 324,560 - - 4,137,805
B R HoAth AR H Advances and other accounts$3,499,22 3,885,438 521,424 264,835 136,226 2,234,499 40,541,649
B o 2 F A 2 Interests in subsidiaries - - - - - 300,197 300,197
Interests in jointly controlled
S [7] 2 A A entities - - - - - 57,300 57,300
wREYE Investment properties - - - - - 2,021,160 2,021,160
THE R s Interests in leasehold land - - - - - 245,516 245516
At ¥ 3 T B i Other properties and equipment - - - - - 325,972 325,972
& Total assets 57,442,967 10,515,030 4,932,651 3,565,601 230,672 6,634,224 83,321,145
=K Liabilities
Deposits and balances of
banks and other financial
[ 2 17 3K institutions 704,114 5,402 - - - 43,321 752,837
RHERHET A’ Trading liabilities 553,076 598,135 59,641 597 - - 1,211,449
Derivative financial
mEeMTE instruments - - - - - 284,225 284,225
Financial liabilities designated
DUAEEEREABESIRZ at fair value through
AT =L profit or loss 791,879 2,030,963 508,851 88,585 - - 3,420,278
FRERK Deposits from customers 51,554,826 7,090,996 1,859,605 106,976 — 3,046,028 63,658,431
BT E Certificates of deposit issued 173,308 1,709,320 - - - - 1,882,628
I BR TE e TE R Other accounts and accruals
CHLHE & R & (including current taxation
BT & fE) and deferred tax liabilities) - - - - — 2,724,098 2,724,098
=Lt Total liabilities 53,777,203 11,434,816 2,428,097 196,158 - 6,097,672 73,933,946
NEMBEZERSE Total interest sensitivity gap 3,665,764  (919,786) 2,504,554 3,369,443 230,672
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