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The following information is disclosed as part of the accompanying information to the
accounts and does not form part of the audited accounts.
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1 Capital adequacy and liquidity ratios
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2001 2000
Capital adequacy ratio 20.6 % 20.7%
Adjusted capital adequacy ratio 20.5% 20.7%
Liquidity ratio 50.9% 52.7%

The capital adequacy ratio represents the consolidated ratio of the Bank and
certain subsidiaries, as specified by the Hong Kong Monetary Authority as at 31
December computed in accordance with the Third Schedule of the 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
31 December 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 year calculated for the Bank and a
subsidiary as specified by the Hong Kong Monetary Authority during the year in
accordance with the Fourth Schedule of the Banking Ordinance.
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Components of capital base after deductions

The capital base after deductions used in the calculation of the above capital
adequacy ratio as at 31 December and reported to the Hong Kong Monetary

Authority is analysed as follows:

Core capital:
Paid up ordinary share capital

Reserves
Profit and loss account

Supplementary capital:
Reserves on revaluation of land and
interests in land
General provisions for doubtful debts
Reserves on revaluation of holding of

securities not held for trading purposes

Gross value of supplementary capital

Eligible value of supplementary capital

Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

2001 2000
HK$’000 HK$’000
1,160,951 1,160,951
4,026,436 3,455,098

501,294 571,354
5,688,681 5,187,403
741,144 824,416
409,099 386,029
20,538 31,120
1,170,781 1,241,565
1,170,781 1,241,565
6,859,462 6,428,968

(138,030) (55,020)

6,721,432 6,373,948

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 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:

Spot assets

Spot liabilities
Forward purchases
Forward sales

Net long position

Net structural position

4 Segmental information

(a) Gross advances to customers by industry sectors

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

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

Trade finance

Loans for use outside Hong Kong

AEE
The Group
2001 2000
HK$’000 HK$’000
15,114,468 18,054,796
(12,946,718) (13,310,635)
2,303,498 2,420,156
(3,186,142)  (6,820,942)
1,285,106 343,375
56,160 56,160
AEE
The Group

2001 2000
HK$’000 HK$’000
1,533,981 1,599,161
5,151,715 4,947,394
258,552 427,312
8,071 6,962
764,366 919,650
781,705 746,173
837,111 1,259,999
4,162,764 4,262,306
3,258,754 3,335,522
8,962,518 8,198,669
471,873 328,129
877,538 583,955
482,281 559,156
27,551,229 27,174,388
1,422,498 1,071,204
28,973,727 28,245,592
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s REER(E) 4 Segmental information (continued)
- RESPEZEFEH  @HE (b) Geographical analysis of gross advances to customers, overdue advances and
HETBITER non-performing loans
DU @IS e & PR ail The following geographical analysis of gross advances to customers, overdue advances
BEREANETERZER 54 and non-performing loans is based on the location of the counterparty, after taking into
T ZFAEHIAE 4T » W EEEH account the transfer of risk in respect of such advances where appropriate.
EHRME R Ry -
AEE
The Group
2001 2000
HK$’000 HK$’000
HEREN Gross advances to customers
i Hong Kong 27,625,978 26,993,423
L A 1 I Other areas 1,347,749 1,252,169
28,973,727 28,245,592
3 I 5 Overdue advances
R Hong Kong 1,069,241 991,308
The People’s Republic of China excluding
thaE N KRR (N EEEE) Hong Kong - 64,631
1,069,241 1,055,939
NETEX Non-performing loans
i Hong Kong 1,055,415 963,764
The People’s Republic of China excluding
rhE A RSB (NG ) Hong Kong - 64,740
1,055,415 1,028,504
A-BHERNPR (¢c) Cross-border claims
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The Group analyses cross-border claims by geographical area. Those areas which

contribute 10% or more of the aggregate cross-border claims are as follows:-

RITR HAth
SRS
Banks and
other
financial
institutions
HK$°000
2001
Asia Pacific excluding
Hong Kong 7,802,718
North and South America 2,276,179
Europe 12,070,892
2000
Asia Pacific excluding
Hong Kong 9,453,293

North and South America 2,359,232
Europe 14,022,238

A%E
The Group
DB
Public
sector Hit
entities Others
HK$’000 HKS$’000
- 1,767,251
795,645 690,106
- 216,825
- 907,239
307,103 548,707
333,203 226,171

it
Total
HK$’000

9,569,969
3,761,930
12,287,717

10,360,532
3,215,042
14,581,612
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5
(a)

(b)

Overdue and rescheduled assets

Overdue assets

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

2001 2000
EEFRER LEFRER
Lk AR N BEzE AL
% of total % of total
advances to advances to
HK$000 customers HK$’000  customers
Gross amount of advances
which have been overdue for:
Six months or less, but over
three months 165,150 0.57 233,572 0.82
One year or less, but over
six months 165,050 0.57 207,884 0.74
Over one year 739,041 2.55 614,483 2.18
1,069,241 3.69 1,055,939 3.74
Secured overdue advances 745,310 740,650
Unsecured overdue advances 323,931 315,289
1,069,241 1,055,939
Market value of collateral held
against the secured overdue
advances 907,727 858,667
Specific provisions made 302,284 296,102

At 31 December 2001 and 31 December 2000, there were no advances to banks and other
financial institutions, trade bills or debt securities which were overdue for over three
months.

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:

2001 2000
HEFEN HEFEN
feEzE R REzEAT
% of total % of total
advances to advances to
HK$°000 customers HK$°000  customers

Rescheduled advances to

customers 140,684 0.49 139,973 0.50

At 31 December 2001 and 31 December 2000, there were no rescheduled advances to
banks and other financial institutions.
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5
(c)

Overdue and rescheduled assets (continued)

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:

Advances which are overdue for more than
three months

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

Add: rescheduled advances on which interest is
being placed in suspense

Less: advances which are overdue for more than
three months and on which interest is still
being accrued

Non-performing loans

Risk management

A&
The Group

2001 2000
HK$°000 HK$°000
1,069,241 1,055,939
95,397 124,560
76,294 78,232
(185,517) (230,227)
1,055,415 1,028,504

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 policies and procedures are reviewed on a regularly basis 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.
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(a)

(b)

Risk management (continued)
Credit risk

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
organized 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

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. As disclosed in the
capital adequacy and liquidity ratios shown in paragraph 1 of this supplementary
financial information, the Group’s average liquidity ratio for the year was well
above the statutory minimum of 25%.
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N BEBEIE(E) 6 Risk management (continued)

- RBEEEBE(E) (b) Liquidity risk (continued)
REITHFERB A SR - EEE Limits for liquidity ratio, loan to deposit ratio and other maturity positions
AR B I AR IR oz IR - DA R have been set to ensure that the Group is able to meet its funding requirements.
AEEEEN KA STEK - fraREH All limits are approved by the Executive Committee. Actual positions are
WEGAE o BRI B S ECE R compared with the approved limits and monitored by the Asset and Liability
ZHBHER  IhEEAfEHER Management Committee.
AT
AN ER e R K SR T B SR R B A prudent level of realisable liquid assets is also maintained by the Group to
7 > DUBEN AR TR R EARMBIETEK - meet unexpected and material cash requirements.

A~ S E R g (¢) Foreign exchange risk
471 J g 7% K] R e B i 4 2 I B < Foreign exchange risk is the risk to earnings or capital arising from movement
R R - AR SN R B B of foreign exchange rates. The Group’s foreign exchange exposures mainly
5 ] B 0 A E T U R SR RT3 comprise foreign exchange dealing by the Treasury Department and currency
B BRI > L R H exposures originated by its commercial banking businesses. All exposures are
S 1 T R 2 S R B R AR centrally managed by the Treasury Department on a daily basis within the
g . foreign exchange position limits approved by the Executive Committee.
% 558 9 1 AR o A 65 B (LG B 3% Foreign currency balances arising from customer transactions, including currency
ERLERSEINZ EBINRE)  —fE options embedded in certain customer deposits, are normally offset against
BEHMEF LSS5 5 - AL other customer transactions or transactions with the market. Foreign currency
i B R TT 8 7 W AR 5 < 4 R 4B funding used to fund Hong Kong dollar assets is hedged using currency swaps
B T 4 M 5 A S I A B or forward exchange contracts to mitigate the foreign exchange risk.

T~ FREAR (d) Interest rate risk
] 23 L B 2 PR A 158 3 ) S 5 T S B Interest rate risk is the risk to earnings or capital arising from movement in
B B B B o AN SR 2 R I interest rates. The Group’s interest rate risk mainly arises from the timing
TEHRRAGERE ARREEAFRRKD differences in the repricing of interest bearing assets, liabilities and off balance
SN H 2 EET R R R 2 R 5 - sheet positions. The Group has established policies and systems to monitor its
NS 2 0 A BUR el DL B S R 5 interest-sensitive positions and net repricing gap to ensure that they are all
SHIRZE B REERFEE properly managed under the limits approved by the Executive Committee.
DUMEOR HAE W G g < BIRDAA
HEEH -
A5 R A b L B H R R BR While the primary objective of interest rate risk management is to limit
I =R s ) BT R B Z VB A potential adverse effects of interest rate movements on net interest income,
B PR {E S IR B R R A A DL interest rate positions may be taken for yield enhancement within the risk
1 = At limits.

X~ min Ak (e) Market risk

7 55 JEV B 5 ER A i 455 53R e M A% (A
o HER N 0 A% ) < BB S A
&~ BlERRIECHEE - KEBZTTE
JEV B E L B HAME R R (R E
HHRIEFRMETA -

Market risk 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,
foreign exchange rates and equity prices. The Group’s market risk primarily
arises from its positions in foreign exchange, securities and derivatives in its
trading book.
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Risk management (continued)

Market risk (continued)

(e)

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 checks and reviews are 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.

The average daily revenue in 2001 earned from market risk-related activities
by the Bank and certain subsidiaries, including trading-related net interest
income and other revenue was HK$419,000 (2000: HK$442,000). The standard
deviation of this daily revenue was HK$1,168,000 (2000: HK$1,047,000).
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Daily Distribution of Market Risk Revenue for 2001
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Daily Distribution of Market Risk Revenue for 2000
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