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SUPPLEMENTARY FINANCIAL INFORMATION
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information to this condensed interim accounts.

1 Capital adequacy and liquidity ratios

30/6/2003 31/12/2002
Capital adequacy ratio 22.1% 21.1%
Adjusted capital adequacy ratio 22.1% 21.0%

B#EAB=1THLNKEAR
Six months ended 30 June
2003 2002
Liquidity ratio 49.1% 49.0%

The capital adequacy ratio represents the consolidated ratio of the Bank and
certain subsidiaries, as specified by the Hong Kong Monetary Authority as at
30 June 2003 and 31 December 2002 computed in accordance with the Third
Schedule of the Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated ratio of the Bank
and certain subsidiaries, as specified by the Hong Kong Monetary Authority as at
30 June 2003 and 31 December 2002 computed in accordance with the guideline
of “Maintenance of Adequate Capital Against Market Risks’ issued by the Hong
Kong Monetary Authority taking into account both credit risk and market risk.

The liquidity ratio is calculated as the simple average of each calendar month’'s
average consolidated liquidity ratio for the period calculated for the Bank and a
subsidiary as specified by the Hong Kong Monetary Authority during the period
in accordance with the Fourth Schedule of the Hong Kong Banking Ordinance.
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The capital base after deductions used in the calculation of the above capital
adequacy ratio as at 30 June 2003 and 31 December 2002 and reported to the Hong
Kong Monetary Authority is analysed as follows:

P S 9 8 4 56 A A L 5 47 R B 411
BEE AT

30/6/2003  31/12/2002
HK$ 000 HK$ 000
BLEXR Core capital:
0 TR KR 3 S e AR Paid up ordinary share capital 1,160,951 1,160,951
i fié Reserves 5,366,407 5,055,663
6,527,358 6,216,614
Mt n& A Supplementary capital:
Reserves on revaluation of land and
3t e 3t A 1 R A R £ interests in land 699,406 700,557
— % S B E il < General provisions for doubtful debts 421,157 422,647
FEREEEHRZREE S EMN Reserves on revaluation of holding of
1 o securities not held for trading purposes 45,917 19,544
it Jon & A A A Gross value of supplementary capital 1,166,480 1,142,748
MEn&E Az &% E Eligible value of supplementary capital 1,166,480 1,142,748
AR B 106K 2 H i B AR R R A Total capital base before deductions 7,693,838 7,359,362
& A B B R R 2 T H Deductions from total capital base (245,630)  (245,630)
Tk B A1 06K H #2 9  A RLBE REAR Total capital base after deductions 7,448208 7,113,732

B AT B9 REL R £ Bk B 319K 2 H
MR B W IRAT AP 2L = I
B HEHUEATT RBE B
EHREEZETHBAF -
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The components of capital base after deductions include those of the Bank and
certain subsidiaries, as specified by the Hong Kong Monetary Authority, and are
determined in accordance with the Third Schedule of the Hong Kong Banking

Ordinance.
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3 Currency concentrations

The US dollar net position constitutes 10% or more of the total net position in all
foreign currencies and is reported in Hong Kong dollar equivalent as follows:

30/6/2003 31/12/2002
HK$ 000 HK$ 000

Spot assets 14,856,810 14,131,189
Spot liabilities (13,618,847)  (12,781,416)
Forward purchases 1,089,625 1,519,644
Forward sales (1,668,526) (1,751,962)
Net long position 659,062 1,117,455
Net structural position 56,147 56,151

4 Segmental information

(a) Gross advancesto customers by industry sectors

30/6/2003 31/12/2002
HK$ 000 HK$ 000
Loans for use in Hong Kong
Industrial, commercia and financial

Property development 1,210,097 1,372,499
Property investment 5,003,404 5,021,903
Financial concerns 295,101 288,633
Stockbrokers 5,375 4,010
Wholesale and retail trade 586,347 628,146
Manufacturing 884,208 836,423
Transport and transport equipment 827,194 1,009,316
Others 4,502,523 4,185,730
Individuals

Loans for the purchase of flatsin the
Home Ownership Scheme, Private
Sector Participation Scheme and

Tenants Purchase Scheme 2,914,836 3,081,208
Loans for the purchase of other
residential properties 10,173,612 10,149,580
Credit card advances 314,210 373,722
Others 1,008,167 955,790
Trade finance 372,240 385,536

28,097,314 28,292,496
Loans for use outside Hong Kong 1,898,770 1,748,145

29,996,084 30,040,641
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Segmental information (continued)

(b) Geographical analysis of gross advancesto customers, over due advances and

(©

non-performing loans

The following geographical analysis of gross advances to customers, overdue
advances and non-performing loans is based on the location of the counterparty,
after taking into account the transfer of risk in respect of such advances where
appropriate.

30/6/2003 31/12/2002
HK$ 000 HK$ 000
Gross advances to customers
Hong Kong 28,472,736 28,691,132
Other areas 1,523,348 1,349,509
29,996,084 30,040,641
Overdue advances
Hong Kong 708,431 699,539
Non-performing loans
Hong Kong 774,967 689,041

Cross-border claims

The Group analyses cross-border claims by exposures of 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. The transfer of risk
from one country to another is recognised if the claims against a counterparty are
guaranteed by another party in a different country or if the claims are on an
overseas branch of a bank whose head office is located in a different country.
Those areas which contribute 10% or more of the aggregate cross-border claims
are as follows:

RITR HAh
TR
Banksand A&
other Public
financial sector Hith &t
institutions entities Others Total
HK$000 HK$000 HK$000 HK$ 000
30 June 2003
Asia Pacific excluding
Hong Kong 12,189,044 — 1,273,004 13,462,048
North and South America 2,114,763 1,149,895 722,719 3,987,377
Europe 11,525,963 - 3,482 11,529,445
31 December 2002
Asia Pacific excluding
Hong Kong 8,804,683 27,765 1,559,062 10,391,510
North and South America 1,843,691 862,485 635,779 3,341,955
Europe 11,088,591 - 4,400 11,092,991
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5 Overdue and rescheduled assets

@)

(b)

Overdue advances

The Group’s overdue advances to customers (net of suspended interest) are analysed

as follows:

Gross amount of advances
which have been overdue for:

Six months or less, but over
three months

One year or less, but over
six months

Over one year

Secured overdue advances
Unsecured overdue advances

Market value of collateral
held against the secured
overdue advances

Specific provisions made

30/6/2003 31/12/2002

HEFER HERER

BEZEML BEZEML

% of total % of total

advancesto advancesto

HK$000  customers HK$000 customers

145,839 0.49 237,792 0.79

242,860 0.81 143,427 0.48

319,732 1.06 318,320 1.06

708,431 2.36 699,539 2.33
510,747 484,971
197,684 214,568
708,431 699,539
622,275 579,503
191,287 202,207

At 30 June 2003 and 31 December 2002, there were no advances to banks and other
financial institutions which were overdue for over three months.

Other overdue assets

The Group’s other overdue assets are analysed as follows:

Gross amount of other assets
which have been overdue for:

Six months or less, but over
three months

One year or less, but over
six months

Over one year

30/6/2003 31/12/2002
BEERE ERFNE HEEE  ERIRE
Trade  Accrued Trade  Accrued
bills interest bills interest
HK$000 HK$000 HK$O000 HK$000
1,054 1,634 - 1,966
- 2,845 - 2,990
- 4,077 - 5,671
1,054 8,556 - 10,627
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Overdue and rescheduled assets (continued)
Rescheduled advances

The Group’s rescheduled advances (net of those which have been overdue for over
three months and reported in item (a) above) are as follows:

30/6/2003 31/12/2002
EEFER EEFER
BEZEL BEZEL
% of total % of total
advancesto advancesto
HK$000 customers HK$'000  customers

Rescheduled advances

to customers 223,379 0.74 142,775 0.48

At 30 June 2003 and 31 December 2002, there were no reschedul ed advances to banks
and other financial institutions.

Reconciliation of overdue advances to non-performing loans
Overdue advances are reconciled to the non-performing loans, which represent advances
on which interest is being placed in suspense or on which interest accrual has ceased,

as follows:

30/6/2003 31/12/2002

HK$000 HK$ 000
Advances which are overdue for more
than three months 708,431 699,539
Add: advances which are overdue for three
months or less and on which interest is
being placed in suspense or on which
interest accrual has ceased 131,623 89,682
Add: rescheduled advances on which interest
is being placed in suspense 108,966 48,301
Less: advances which are overdue for more
than three months and on which interest
is still being accrued (174,053) (148,481)
Non-performing loans 774,967 689,041

Repossessed assets
30/6/2003 31/12/2002
HK$000 HK$ 000

Market value of repossessed assets 46,626 56,294
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(b)

Risk management

The Group has established policies and procedures for the identification,
measurement, control and monitoring of credit, liquidity, foreign exchange,
interest rate and market risks. The adequacy and effectiveness of risk
management policies and procedures are regularly reviewed by the Executive
Committee of the Board of Directors (the “Executive Committee”). The
Internal Audit Department also performs regular audits to ensure compliance
with policies and procedures.

Credit risk management

Credit risk arises from the possibility that borrowing customers or counterparties
in a transaction may default on their payment obligations. It arises from the
lending, trade finance, treasury, derivatives and other activities undertaken by
the Group.

The Group’s credit policy defines credit extension criteria, the credit approval,
review and monitoring processes, and the system of loan classification and
provision.

The Group manages all types of credit risk on a prudent basis by evaluating
the creditworthiness of different types of customers and counterparties based
on an assessment of business, financial, market and industry sector and
collateral information applicable to the types of credit extended. To mitigate
the risk, the Group obtains collateral where appropriate. All credit decisions,
whether or not secured by collateral, are based on customers’ or counterparties

repayment capacity.

When a new product development opportunity is identified, a committee
comprising the senior management and the business managers concerned is
organised to review the product risk assessment and implementation plan,
which are also subject to internal audit checking. All new products are required
to be approved by the Executive Committee.

To avoid concentration risk, credit exposures to individual customers,
counterparties and industry sectors are carefully managed and monitored by
the use of limits. All credit risk limits are approved by the Executive
Committee. The Executive Committee is also responsible for the review and
approval of the largest credit exposures and portfolio management of risk
concentrations. Approval authorities are delegated to the Group’s Credit
Committee and other lending officers. Actual credit exposures, limits and
asset quality are regularly monitored and controlled by management and
subject to checks by the internal audit function.

Liquidity risk management

Liquidity risk is the risk to earnings or capital due to failure of the Group to
meet its funding requirements or to execute a transaction at a reasonable price.
The Group has established policies and systems to monitor the liquidity of its
assets, liabilities and commitments and to ensure that the Group maintains
an assured capacity to meet all obligations as they fall due. Asdisclosed in
note 1 of this supplementary financial information, the Group’s average
liquidity ratio for the period was well above the statutory minimum of 25%.
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Risk management (continued)
Liquidity risk management (continued)

Limits for liquidity ratio, loan to deposit ratio and other maturity positions
have been set to ensure that the Group is able to meet its funding requirements.
All limits are approved by the Executive Committee. Actual positions are
compared with the approved limits and monitored by the Asset and Liability
Management Committee.

A prudent level of realisable liquid assets is also maintained by the Group to
meet unexpected and material cash requirements. Stress testing on the Group's
liquidity position is regularly performed.

Foreign exchange risk management

Foreign exchange risk isthe risk to earnings or capital arising from movement
of foreign exchange rates. The Group’s foreign exchange exposures mainly
comprise foreign exchange dealing by the Treasury Department and currency
exposures originated by its commercial banking businesses. All exposures are
centrally managed by the Treasury Department on a daily basis within the
foreign exchange position limits approved by the Executive Committee.

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.

Interest rate risk management

Interest rate risk is the risk to earnings or capital arising from movement in
interest rates. The Group's interest rate risk mainly arises from the timing
differencesin the repricing of interest bearing assets, liabilities and off balance
sheet positions. The Group has established policies and systems to monitor its
interest-sensitive positions and net repricing gap to ensure that they are al
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.

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.

Market risk management

Market risk is the risk of loss in assets, liabilities and commitments arising
from the net effect of changesin market rates and prices, such asinterest rates,
foreign exchange rates and equity prices. The Group’s market risk primarily
arises from its positions in foreign exchange, securities and derivativesin its
trading book.
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Risk management (continued)
Market risk management (continued)

Financial instruments traded include debt, equity and other securities
and certain off balance sheet derivative financial instruments. Derivative
instruments are contracts whose value is derived from one or more
underlying financial instruments or indices defined in the contract.
They mainly include forwards, futures, swaps and options in foreign
exchange, interest rate and equity contracts.

Financial instruments are also used to manage the Group’s own exposures
to market risk as part of its asset and liability management process.
The principal derivative instruments used by the Group are interest
and foreign exchange rate related contracts, which are primarily over-
the-counter derivatives. The Group also participates in exchange traded
derivatives. Most of the Group’s derivative positions have been entered
to meet customer demand and to hedge these and other trading positions.

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. |ndependent
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 for the six months ended 30 June 2003
earned from market risk-related activities by the Bank and certain
subsidiaries, including trading-related net interest income and other
revenue was HK $423,000 (30 June 2002: HK$409,000). The standard
deviation of this daily revenue was HK$1,358,000 (30 June 2002:
HK$972,000).

HE_OO=FAR=+HIEAEAZHHERBWAEH I MHIER
DAILY DISTRIBUTION OF MARKET RISK REVENUE FOR THE SIX MONTHS ENDED 30 JUNE 2003
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