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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.

1 BEXZREEERABESLE CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2004 2003
BRFE L Capital adequacy ratio 17.4% 16.7%
KRR ERTR R X Adjusted capital adequacy ratio 17.4% 16.7%
mBERLE Liquidity ratio 37.8% 41.3%
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The capital adequacy ratio represents the consolidated ratio of the
Bank and UBCBM as at 31st December 2003, and the Bank, Belgian
Bank, ICBC (Asia) Nominee Limited, ICBCA (C.l.) Limited and UBCBM
as at 31st December 2004, computed in accordance with the Third
Schedule of the Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated ratio
of the Bank and UBCBM as at 31st December 2003, and the Bank,
Belgian Bank, ICBC (Asia) Nominee Limited, ICBCA (C.I.) Limited
and UBCBM as at 31st December 2004, computed in accordance
with the guideline “Maintenance of Adequate Capital Against Market
Risks” issued by the Hong Kong Monetary Authority. The adjusted
ratio takes into account both credit and market risk as at 31st
December.

The liquidity ratio is calculated as the simple average of each calendar
month's average liquidity ratio for the twelve months of the financial
year of the Bank for the year ended 31st December 2003, and of
the Bank and Belgian Bank for the year ended 3 1st December 2004,
computed in accordance with the Fourth Schedule of the Banking
Ordinance.
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2 HIRBEZEARNERARSH 2 COMPONENTS OF CAPITAL BASE AFTER
DEDUCTIONS
MRz EREREAER D AETE LR The capital base after deductions used in the calculation of the above
TZAZT—RAZEARRHEWERTE capital adequacy ratios as at 31st December and reported to the
BEREERIFTMOT Hong Kong Monetary Authority is analysed as follows:
rEE
Group
2004 2003
FET FHET
HKS$'000 HK$'000
BB Core capital:
2R L mARAR A Paid up ordinary share capital 2,095,930 1,248,749
AIEERIE R EHE S RAR AR Convertible non-cumulative preference share capital - 1,011,096
LB RE Ordinary share premium 4,700,602 1,786,686
A IE REHE AR (E Convertible non-cumulative preference share premium 16,126 505,496
& Reserves 1,309,690 990,966
DRk Less: Goodwill (870,514) (621,212)

7,251,834 4,921,781

&R : Supplementary capital:
TR R Reserves on revaluation of land and
B interests in land 77,420 83,172
FEEERR 23 Reserves on revaluation of holding of
EXRY = securities not held for trading purpose (2,390) (15,852)
—MREERS General provision for doubtful debts 503,535 342,291
KAIRIEER Perpetual subordinated debts 1,932,904 1,931,584
BIREEEES Term subordinated debts 3,415,325 2,246,720
B N A 4858 Gross value of supplementary capital 5,926,794 4,587,915
AEEzMmEx Eligible value of supplementary capital 5,926,794 4,587,915
MAHZARRRER Total capital base before deductions | 13,178628 _ 9,509,696
HBR - Deductions:
FHEMB AR Shareholdings in subsidiaries or
) NI S holding company 15,202 15,212
HEE QAT 2 RABASE Exposures to connected companies 578,761 490,415
BEHRMBATAESZ =T Equity investment of 20% or more in
A 2 B non-subsidiary companies 14,508 191,660
_____________________________________________ ER _ _ 597287
R 8 2 BB Total capital base after deductions 12,570,157 8,812,409

Industrial and Commercial Bank of China (Asia) Limited FE T#$84T (Z2M) AR
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3 NEEES 3 CURRENCY CONCENTRATIONS

rEE

Group
2004 ES B B AR et

US$ Euro AUD RMB Total

BTEE Equivalent in Hong Kong dollars HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REEE Spot assets 35,587,000 3,964,000 3,219,000 175,000 42,945,000
REaE Spot liabilities (51,425,000) (1,852,000) (3,178,000) (116,000) (56,571,000)
RHEA Forward purchases 27,449,000 482,000 131,000 1,296,000 29,358,000
RHED Forward sales (11,622,000) (2,598,000) (159,000) (1,294,000) (15,673,000)
(@) /RS Net (short)/long position (11,000) (4,000) 13,000 61,000 59,000

AEE

Group
2003 D B AT ARE st

Us$ Euro AUD RMB Total

BTEE Equivalent in Hong Kong dollars HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REBE Spot assets 26,204,000 475,000 - 50,000 26,729,000
REAE Spot liabilities (40,430,000) (114,000) - - (40,544,000)
RHEA Forward purchases 23,079,000 32,000 - 566,000 23,677,000
RHEN Forward sales (8,678,000) (407,000) - (566,000) (9,651,000)
5/ (R)#FE Net long/(short) position 175,000 (14,000) - 50,000 211,000

B TRRT (M) BPRA R Industrial and Commercial Bank of China (Asia) Limited
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4 DEEH
(@) BFEX
() BOEPEZEFERRE

4 SEGMENTAL INFORMATION
(a) Advances to customers

(i)  Gross advances to customers by industry sector

REH
Group
2004 2003
FET FET
HK$'000 HK$'000
EEBERZER Loans for use in Hong Kong
IEkem Industrial, commercial and financial
—MEEE — Property development 2,694,880 2,603,588
—ERE — Property investment 8,347,495 4,565,689
— SR — Financial concerns 4,022,477 4,703,357
—REL4L — Stockbrokers 19,159 28,765
—BERTEXE — Wholesale and retail trade 2,306,936 1,157,964
—TARIRE — Civil engineering works 665,885 953,962
—BUEE — Manufacturing 6,354,464 3,312,613
— B NEHRE — Transport and transport equipment 8,555,892 6,058,827
—EB7 - ERMBA — Electricity, gas and telecommunications 1,378,126 1,305,959
—BE - EERKR — Hotels, boarding house and catering 2,070,985 1,066,807
— HAth — Others 4,825,332 4,081,030
EA Individuals
-BEIEEBHEETE - — Loans for the purchase of flats in Home Ownership
[(FLAZ2EREEE] K Scheme, Private Sector Participation
[MEBHETEIEFZ Scheme and Tenants Purchase Scheme
&N 128,481 91,024
—BEHEMTEMEER — Loans for the purchase of other residential properties 12,512,124 7,891,846
—ERASER — Credit card advance 63,315 -
—HAth — Others 1,038,187 597,389
BomE Trade finance 4,547,376 1,566,929
EFBLAIMER 2 E3K Loans for use outside Hong Kong 659,543 389,688
60,190,657 40,375,437

(i RZETEWF+_A=+—RAKZZEZT
—F+-A=+—8  NEE0WMN £
BEPERZRSHFHMNRES  RIEAR
DE - B RERSHFERTRBER
2R AFERRZERRR -

(i) At 31st December 2004 and 3 1st December 2003, over 90%
of the Group's advances to customers were made to
counterparties located in Hong Kong. In determining this
analysis, it has been taken into account of transfer of risk with
respect to claims guaranteed by a party in a country different
from that of the counterparty.

Industrial and Commercial Bank of China (Asia) Limited FE T#$84T (Z2M) AR
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4 DEEN@W 4

(b) BR®BZR

NEMBE D TIEEAR - FEAD
W Bt REXZHERTRBRZ
B—AEERZEBRRAK - HHES
FRI0% EZET|I R

SEGMENTAL INFORMATION (continued)

(b) Cross-border claims

The Group analyses cross-border claims by geographical area.
In determining this analysis, it has been taken into account of
transfer of risk with respect to claims guaranteed by a party in
a country different from that of the counterparty. Those areas
which constitute 10% or more of the aggregate cross-border
claims are as follows:

REE
Group
RITRIZER
H{th & S
Banks and NEHRE
other Public
financial sector Htth st
institutions entities Others Total
BHEBT BEET BEAT BHEBT
HK$ million  HK$ million  HK$ million  HKS$ million
—EENF 2004
TXRE (MEEES) Asia Pacific excluding Hong Kong 12,045 569 4,702 17,316
JEERmEE North and South America 838 303 3,865 5,006
B Europe 9,698 2,146 1,181 13,025
—EE= 2003
DRE (MRIEES) Asia Pacific excluding Hong Kong 13,479 1,269 4,275 19,023
bEREE North and South America 895 95 3,309 4,299
B Europe 9,665 - 928 10,593

B TRRT (M) BPRA R Industrial and Commercial Bank of China (Asia) Limited
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5 BHREEER 5 OVERDUE AND RESCHEDULED ADVANCES
(a) AEBEPERZEBIGHEES TN (@) The gross amount of the Group's advances to customers which
o have been overdue are analysed as follows:
FEH
Group

EEFER HERRHE
BER Zpi Market BEALE HMEHSHE HEBE
Gross  Percentage value of Secured  Unsecured Specific
advances of  collateral amount amount  provision
T advances to TET TET FET TET
HK$'000  customers HK$'000 HK$'000 HK$'000 HK$'000

R-ZZME+=A=+—H At 31st December 2004

NMEASATE Six months or less but
BB=MEA over three months 35,488 0.1% 44,299 28,544 6,944 8,311
—FFUTE One year or less but
B/ ME A over six months 17,875 0.0% 21,287 14,308 3,567 4,133
BR—F Over one year 425,329 0.7% 126,326 109,407 315,922 253,572
478,692 0.8% 191,912 152,259 326,433 266,016
RZTT=F+-A=1+—H At 31st December 2003
NEASUTE Six months or less but
BiB=MfA over three months 38,943 0.1% 44,929 35,556 3,387 3,574
—EHUTE One year or less but
BN EA over six months 130,546 0.3% 39,426 35,886 94,660 76,748
BA—F Over one year 342,423 0.9% 191,133 151,815 190,608 177,690
511,912 1.3% 275,488 223,257 288,655 258,012
R-ZEENFE+—_/F=+—HE - TE=F At 31st December 2004 and 31st December 2003, there were no
+ZA=+—H TEAHBB=-FAZR advances to banks and other financial institutions, trade bills, or debt
TREMEMCHIEEER  BEZERE securities which were overdue for over three months.

Industrial and Commercial Bank of China (Asia) Limited FE T#$84T (Z2M) AR
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5 BHREEER @ 5 OVERDUE AND RESCHEDULED ADVANCES
(continued)
(b) ZEEER (b) Rescheduled advances
AEE
Group
HEFEXR HEFER
Batkt Bt
2004 Percentage of 2003  Percentage of
FET advances FAET advances
HK$'000 to customers HK$'000  to customers
EBRREFEX Rescheduled advances to customers 115,945 0.2% 61,487 0.2%
RIBETRERKEROHBRE=EAZ Rescheduled advances which have been overdue for more
EEERBIALEX (@B ZBHHER than three months under the revised repayment terms are
DA ° included in the analysis of overdue advances in (a) above.
RZZEEMF+_A=+—BRKZZEZT At 31st December 2004 and 31st December 2003, there were
—F+-A=+—8  LESEEIRTH no rescheduled advances to banks and other financial
XNREMSREBECER institutions.
(o) BMPEMEBREFETBHER (Tidsk (c) Overdue and rescheduled advances are reconciled to non-
FEAEE) ZHERNOT ¢ performing loans, which represent advances on which interest

is being placed in suspense or on which interest accrual has
ceased, as follows:

rEE
Group
BFEX
Advances to customers
2004 2003
FET FET
HK$'000 HK$'000
e =EAZER Advances which are overdue for more than three months 478,692 511,912
BEEXK Rescheduled advances 115,945 61,487
594,637 573,399
B s ERER R = (& A1 Less: Advances which are overdue for more than three
REREZER months and on which interest is still being accrued (11,176) (3,367)
B ANREA B ERER Less: Rescheduled advances on which interest is
still being accrued (5,789) (14,516)
o @B E =8 A SR AR Add: Non-performing loans which are not overdue for
BEEZTEOER more than three months or rescheduled 187,205 112,881
TRAER Non-performing loans 764,877 668,397
RIEBETNER_TE=F  AEEH In 2004 and 2003, over 90% of the Group's overdue and
BO0% 2 BMEI R NEAEFHRE B non-performing loans were made to counterparties located in
ZEF o Hong Kong.

B TRRT (M) BPRA R Industrial and Commercial Bank of China (Asia) Limited
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5 BEREEER @ 5 OVERDUE AND RESCHEDULED ADVANCES

(continued)

(d) mEHE

(d) Accrued interest

REE

Group
2004 2003
FExT FHET
HK$'000 HK$'000

HER Overdue for:
—NERSATEBR=1EA — Six months or less but over three months 299 233
— —F A TERBRE N E R — One year or less but over six months 193 342
— iR —F — Over one year 188 3,442
680 4,017
BREE Rescheduled assets 370 78
1,050 4,095
(e) WpBI&E (e) Repossessed assets

BB EEIRRAERR 2 BEEED
RER - WM EEZ BHRERFES
RMENERZREEER  BHER
HAE B -

R-TETEME+—_RA=+—1H  ~&£HE
2 Y| & E 425,003,000 T (—E2F
=4 : 35,464,000 7T) °

EER

ARITEXTZETEELRERBRN_ZZ
—FENAZ+— BB Z [ A MR A%
BZOEBRIEERRFMASHZRE -

DRZZEZE-FNAZTHWAK
BHE AEEEBEAEEERE
& ZEBEHTHRHR (FZEE

E) c  FTBRIBEERBITRERERZE
BBICIRME - RAMBFE  ZZEgH

BRTARREHE -

EEZERS

FEEZEg#FARTHEZEERRAA
REBEMEBRBORKEZRE - REZBENE
BEEHNLEBELAREERREEARETE
2o ZLZEamAREERIE (FRES
TR)RMABBEEAR - ZEBETEH
EHEREEAMZBRIIZSF - A RBER
BEARRTRENBEARZEERSE -

Assets acquired by repossession of collateral for realization
continue to be reported as advance. Provision is made on the
shortfall between the expected sales proceeds from realization
of the repossessed assets and the outstanding advance.

At 31st December 2004, the repossessed assets of the Group
amounted to HK$25,003,000 (2003: HK$35,464,000).

CORPORATE GOVERNANCE

The Bank has fully complied with the requirements set out in the
Supervisory Policy Manual entitled “Corporate Governance of Locally
Incorporated Authorized Institutions” issued by the Hong Kong
Monetary Authority on 21st September 2001.

General Management Committee

The General Management Committee was established on 24th
September 2001 as an operation authority and to supervise the
overall operation of the Group. The Committee comprises the Chief
Executive Officer who is the Chairman of the Committee, all Deputy
General Managers and Assistant General Managers designated by
the Chief Executive Officer. 16 meetings were held during the current
financial year.

Credit Committee

The Credit Committee maintains a well-balanced credit risk portfolio
of the Bank and sets the framework for decisions of individual
exposures. The Committee is also responsible for the review and
approval of the large credit exposures and management of risk
concentrations. The Committee consists of the Head of Risk
Management Department who is the Chairman of the Committee
and all Deputy General Managers. The Committee regularly reviews
credit-related policies and procedures and to approve credit reports
originating from the Bank and its subsidiaries.

Industrial and Commercial Bank of China (Asia) Limited FE T#$84T (Z2M) AR
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CORPORATE GOVERNANCE (continued)

Asset and Liability Management Committee

The Asset and Liability Management Committee was established on
12th July 1999 to closely monitor the mix of liquid assets and funding
channels, and the exposure to movements in interest rate and foreign
exchange. The Committee members also meet to review the optimal
liquidity level in response to internal requirements and external market
indicators. The Committee comprises the Chief Financial Officer who
is the Chairman and Secretary of the Committee, all Deputy General
Managers, the Designated Assistant General Manager in charge of
Business Units, the Head of Risk Management Department, the Head
of Middle Office Department and the Head of Treasury & Markets
Department. The Committee meets on a monthly basis.

Risk Management Committee

The Risk Management Committee was established on 5th September
2002 to review and report to the Board of Directors on the adequacy
and efficiency of risk management procedures, policies and systems
of the Group. The Committee focuses on credit risk, interest rate
risk, market risk, liquidity risk, operational risk, reputation risk and
legal risk. The Committee comprises the Chief Executive Officer, the
Deputy General Manager in charge of Risk Management who is the
Chairman of the Committee, an Independent Non-executive Director
of the Bank, the Deputy General Manager in charge of Treasury &
Markets, the Chief Financial Officer, the Chief Operation Officer, the
Head of Treasury & Markets Department, the Head of Credit & Market
Risk Management Department, the Head of Middle Office
Department and the Head of Systems & IT, and the Head of Legal
and Compliance Department. The Committee reports quarterly to
the Board.

In accordance with the Group's asset portfolio structure and risk
profile, the stress-testing program as a part of on-going risk monitoring
exercise has been implemented. The stress test results were regularly
reported to the Risk Management Committee for review. The Group
has employed a combination of available techniques, including
sensitivity tests and scenario analyses. The stress-testing program is
a useful risk management tool to assess the Group’s potential
vulnerability to “stressed” business conditions and the stress tests
are conducted on a quarterly basis. Policies and tolerances addressing
risk identification, measurement, monitoring and control would be
directly communicated to those areas affected throughout the Group.

Remuneration Committee

The Remuneration Committee was established on 20 January 2005
to provide oversight of remuneration of the Directors and senior
management of the Bank and to ensure that the remuneration offered
to the Directors and senior management is appropriate for the duties
and consistent with the Bank’s culture, strategy and control
environment as well as in line with market practice. The Remuneration
Committee also responsible for making recommendations to the
Board of Directors on the Bank's remuneration policy framework
and specific remuneration packages for each of the Director and
senior management. The Committee comprises three Independent
Non-executive Directors, namely Mr. Yuen Kam Ho, George, Chairman
of the Committee, Professor Wong Yue Chim, Richard, sBS., J.P, and
Mr. Tsui Yiu Wa, Alec, and two Non-executive Directors, namely Mr.
Chen Aiping and Mr. Damis Jacobus Ziengs. The Committee reports
directly to the Board of Directors and meets at least once a year.

FREI TESR1T (ZEM) HPRATF Industrial and Commercial Bank of China (Asia) Limited
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CORPORATE GOVERNANCE (continued)
Nomination Committee

The Nomination Committee was established on 20 January 2005,
comprising two Independent Non-executive Directors, namely Mr.
Tsui Yiu Wa, Alec, Chairman of the Committee and Mr. Yuen Kam
Ho, George, and a Non-executive Directors, namely Mr. Chen Aiping.
The Nomination Committee is responsible for making
recommendations to the Board on all new appointments of Directors
(including Non-executive Directors and Independent Non-executive
Directors) and senior executives such as chief executive officer,
alternate chief executive officer, chief financial officer, etc. and to
ensure that only the most competent individuals, who can contribute
to the Bank and discharge their responsibilities in the interests of all
shareholders, are appointed to the Board and key management
positions. The Board of Directors should make appointments based
on the recommendations of the Nomination Committee. The
Committee reports directly to the Board of Directors and meets at
least once a year.

RISK MANAGEMENT

The Group has established policies and procedures for the
identification, measurement, control and monitoring of credit, liquidity,
market, interest rate, foreign exchange, operational and legal and
compliance risks. The policies and procedures are reviewed on a
regular basis by senior management and the relevant functional
committees. The internal auditors also perform regular checks to
ensure compliance with policies and procedures.

(a) Credit risk management

Credit risk is the risk that a borrower or counterparty of the
Group will be unable or unwilling to honour a repayment
obligation. The Group has standards, policies and procedures
and designated functional departments in place to control and
monitor these risks.

The Group recognizes that sound credit risk management is
essential to business growth and maximization of the return
on Group's resources employed. The management has laid
down credit policies in forms of Credit Manual and other policy
papers, which formulate the necessary credit risk management
process to identify, measure, monitor and control risks inherent
in the operation of various lending business. This process
ensures prudence in lending and enables potential problems
to be detected and tackled as early as practicable, thereby
minimizing business loss.

High-level credit policies of the Group are set, reviewed and
constantly updated by the Credit Committee, the General
Management Committee, and the Board to take balanced
accounts of the dynamic market situation, regulatory
development, the Group's usual prudent lending practices and
the latest business strategies. They also review the efficiency
of credit approval processes and delegate credit approval
authorities.
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7 BERERE @ 7  RISK MANAGEMENT (continued)

(a) FERREE @ (@) Credit risk management (continued)
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Contained in the Credit Manual is also the credit approval matrix
for sanctioning lending propositions. To uphold a high degree
of professionalism in the exercise of credit approval authorities,
credit approvers are selected by Credit Committee with level
of authority commensurate with the individual credit officer's
area of responsibilities, exposure and experience level. To
maintain objectivity and balance, the Group adopts a “dual
approval” system whereby credit proposition generally requires
joint-approval by at least two credit approvers or otherwise
requires approval by Credit Committee.

Credit Risk Management Department is the centralized
department in the Group mandated to carry out credit policies.
The department performs independent credit assessment, post-
approval credit administration and other credit control functions
to ensure that the credit process complies with credit policies
and guidelines laid down by the Management. Apart from the
independent credit assessment and matrix approval process,
regular credit audits are conducted on specific loan portfolio
or operating units in the credit process. To maintain its
independence, Credit Risk Management has a direct reporting
line to Risk Management Department, which in turn reports to
a Deputy General Manager independent of business.

The management spares no efforts in monitoring the quality
and behavior of the loan portfolio. The Group's internal credit
risks grading system was first introduced in the the last quarter
of 2000 to track the health of the Group's loan portfolio. The
grading system expands beyond HKMA's standard 5-grades
system and incorporates a 15-tier classification system by
weighing borrowers’ financial, management, ownership,
industrial and other characteristics. With internal data being
constantly enriched through years of experience, it is expected
that the Group could make further use of statistics in the internal
credit risk grading system to profile and track down credit risk
migration and to measure loan default probabilities etc.
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RISK MANAGEMENT (continued)

(b)

©

(d)

Liquidity risk management

Liquidity risk is the risk that the Group cannot meet its financial
obligations as and when they fall due. Liquidity risk
management is therefore to ensure that there is adequate
cash flows to meet all financial obligations in both normal and
contingency circumstances in a cost-effective manner whereas
at the same time complies with all regulatory requirements.
To manage liquidity risk, the Group has established the Asset
and Liquidity Management Policy which is reviewed by the
Group's Asset and Liability Management Committee (the
"ALCO") and approved by the Board of Directors. Liquidity is
also managed and forecasted on a daily basis to enable Treasury
and Markets Department and ALCO to react proactively
according to fluctuations in market conditions and implement
contingency plans on a timely basis. The Group continues to
explore and diversify funding channels to capitalize an
opportunities for the Group's business expansion. The elevation
of the Group's profile, being a member of ICBC Group, has
created more rooms and capabilities in liquidity management.
During the year, the Group issued HK$1,256,000,000 and
US$198,800,000 certificates of deposit to secure longer term
funding.

The liquidity position remained strong throughout the year of
2004 with average liquidity ratio at 37.89% (2003: 41.3%),
which was well above the statutory requirement of 25%.

Capital management

The Group manages its capital to execute its strategic business
plans and support its growth and investments in an efficient
way. The Group's level of capital base and capital ratio at 31st
December 2004 remained strong, with capital adequacy ratios
well above the regulatory requirements. During the year, the
Group has issued US$150,000,000 subordinated floating rate
notes to expand the capital base for future business growth.
The Group's adjusted Tier 1 and total capital adequacy ratios
were 10.1% and 17.4%, respectively at 31st December 2004.

Market risk management

Market risk is the risk that market rates and prices on assets,
liabilities and off-balance sheet positions change, thus causing
profits or losses. Generally, the Group’s market risk is associated
with its positions in foreign exchange, debt securities, equity
securities and derivatives. Most off-balance sheet derivative
positions arise from the execution of customer-related orders
and positions taken for hedging purpose.
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7 RISK MANAGEMENT (continued)
5 E S EE ) (d) Market risk management (continued)
FERGzMGRARBRNRBEAEREE Market risk exposure for different types of transactions is
ZEeFH RABRRERIESIETE managed within risk limits and guidelines approved by the
B o BRI KRT B BRI SRR ALCO. Exposures are measured and monitored on the basis of
ZHEHEBRER - By 2HREARE limits like outstanding positions and stop-loss amounts. General
BEEEET - REARERIIE - A risk monitoring is carried out by an independent Middle Office
RETE 32 5 8 B 17 37 A 48 H 3L &Y Department, which ensures all trading activities are executed
REE - AEBymiSRBEHEERR within approved limits. The Group's market risk exposures are
ZERER  RELBEBLRE 2O reviewed by the ALCO, to which all exceptions to limits are
B AIEHEITER - NEPEZIME reported. Internal Audit also performs regular review and testing
EHERARERAR - URREERE to ensure compliance with all internal guidelines.
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Z¥HE B K A130,0008T (=ZF risk related activities during the year was HK$130,000 (2003:
T =4 : 36,000%870) + MEHWZEZ HK$36,000) and the standard deviation for such daily revenue
ZAERZE B484,0008 L (ZFET = was HK$484,000 (2003: HK$173,000).
F 1 173,00087T) °
T EI AT BIR SR A R EDR 8 5 R R The following histograms show the frequency distribution of
BB BRANGER _EENFR-_ZT daily revenues related to market risk activities of the Group in
=EZAMmEBR - 2004 and 2003.
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RISK MANAGEMENT (continued)

(e)

®

®

Interest rate risk management

Interest rate risk is the risk that the Group's position may be
adversely affected by a change in market interest rates. The
Group's interest rate risk arises mainly from the timing
differences in the maturity mismatch and repricing of interest
bearing assets and liabilities.

The Group manages its interest rate risk by way of entering
into on-balance sheet and off-balances sheet interest rate
hedging instruments. The strategy is continually reviewed by
the ALCO based on market and interest rate conditions.

Foreign exchange risk management

Foreign exchange risk is the risk that the net exposure positions
in foreign currencies will adversely affect the Group as a result
of a change in exchange rates. The Group has very limited
foreign exchange exposure and there are various limits on
foreign exchange positions. The foreign exchange positions
are managed by Treasury and Markets Department within
established limits approved by the ALCO.

Foreign currency funding used to fund Hong Kong dollar assets
is normally hedged using currency swaps or forward exchange
contracts to mitigate the foreign exchange risk.

Operational risk management

Operational risk is the risk of unexpected financial losses
attributable to human error, fraud, unauthorized activities,
system failure and natural disaster. It is inherent to every
business organization and covers a wide spectrum of issues.
Such risk is mitigated through the implementation of
comprehensive internal control system, adequate insurance
cover, offshore computer back-up sites and thorough
contingency plans with periodic drills. Internal Audit also plays
an important role in detecting any deviations from operating
procedures and identifying weaknesses at all operating levels
independently and objectively.
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RISK MANAGEMENT (continued)

(h) Legal and compliance risk management

Legal and compliance risk is the prospective risk arising from
unenforceable contracts and violations of, or nonconformance
with, laws and regulations. Over the past year, the Group took
significant steps to further enhance controls regarding legal
and compliance risk.

The Legal & Compliance Department was established in
November 2001 to handle relevant legal and compliance issues
concerning the Group. With the issuance of Compliance Policy
and monthly Compliance Bulletin, together with the provision
of regular compliance training, all staff is kept abreast of the
latest legal and regulatory developments. The Legal &
Compliance Department also performs compliance checking,
provides advice on new products and corporate issues to
ensure compliance in all aspects, and review contracts to be
made by the Group with third parties in order to minimize
prospective legal risks.

Further, a team of qualified personnel and legal officers have
been appointed in the Head Office of Belgian Bank to handle
relevant legal and compliance issues concerning the Group in
Belgium. Acting as the Belgian spokesperson and counterpart
to the Belgian authorities and supervisory bodies, the qualified
personnel will ensure that the regulatory requirements of the
relevant Belgian authorities and supervisory bodies are fully
complied with and that periodic reporting to the relevant Belgian
authorities is made promptly. The legal officers will assist the
Group with any Belgian-related issues to ensure that prospective
legal risk will be minimized.
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