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SUPPLEMENTARY FINANCIAL INFORMATION

The following information is unaudited and disclosed as part of the accompanying
information to this condensed interim accounts.

1 Capital adequacy and liquidity ratios

30/6/2006 31/12/2005

Capital adequacy ratio 16.9% 17.6%

Adjusted capital adequacy ratio 16.9% 17.6%

�� !"#$% &!
Six months ended 30 June

2006 2005

Liquidity ratio 45.0% 47.8%

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 2006
and 31 December 2005 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 2006 and 31 December 2005 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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2 Components of capital base after deductions

The capital base after deductions used in the calculation of the above capital
adequacy ratio as at 30 June 2006 and 31 December 2005 and reported to the Hong
Kong Monetary Authority is analysed as follows:

30/6/2006 31/12/2005
HK$’000 HK$’000

Core capital:
Paid up ordinary share capital 1,160,951 1,160,951
Reserves 5,915,522 5,743,584

7,076,473 6,904,535

Supplementary capital:
Reserves on revaluation of land

and interests in land 824,416 824,416
Collective impairment allowances

and regulatory reserve 387,138 363,089
Reserves on revaluation of holding of

securities not held for trading purposes 26,616 16,869

Gross value of supplementary capital 1,238,170 1,204,374

Eligible value of supplementary capital 1,238,170 1,204,374

Total capital base before deductions 8,314,643 8,108,909

Deductions from total capital base (397,981) (397,963)

Total capital base after deductions 7,916,662 7,710,946

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:

30/6/2006 31/12/2005
HK$’000 HK$’000

Spot assets 20,023,033 17,359,236
Spot liabilities (17,718,196) (16,249,387)
Forward purchases 77,343 620,695
Forward sales (450,089) (60,941)
Net option position 5,004 8,887

Net long position 1,937,095 1,678,490

Net structural position 67,576 67,469

The net option position is calculated based on the model user approach set out in
the prudential return “Foreign Currency Position” issued by the Hong Kong
Monetary Authority.

4 Segmental information

(a) Gross advances to customers by industry sectors

30/6/2006 31/12/2005
HK$’000 HK$’000

Loans for use in Hong Kong
Industrial, commercial and financial

Property development 4,046,045 3,209,419
Property investment 9,901,618 8,889,515
Financial concerns 523,826 435,494
Stockbrokers 1,650 2,257
Wholesale and retail trade 370,013 413,768
Manufacturing 460,035 469,464
Transport and transport equipment 1,362,270 1,304,236
Others 4,068,057 3,441,451

Individuals
Loans for the purchase of flats in the

Home Ownership Scheme, Private
Sector Participation Scheme and
Tenants Purchase Scheme 2,131,657 2,272,313

Loans for the purchase of other
residential properties 10,276,403 10,639,364

Credit card advances 333,680 573,860
Others 1,396,238 1,409,457

Trade finance 666,519 570,760

35,538,011 33,631,358

Loans for use outside Hong Kong 3,128,322 3,224,189

38,666,333 36,855,547
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4 Segmental information (continued)

(b) Geographical analysis of gross advances to customers, overdue advances and
impaired loans

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

30/6/2006 31/12/2005
HK$’000 HK$’000

Gross advances to customers

Hong Kong 37,207,629 35,321,082

Other areas 1,458,704 1,534,465

38,666,333 36,855,547

Overdue advances

Hong Kong 210,887 184,723

Impaired loans

Hong Kong 247,165 247,248
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4 Segmental information (continued)

(c) 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:
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Banks and �� !
other Public

financial  sector �� ��
institutions entities Others Total

HK$’000 HK$’000 HK$’000 HK$’000

30 June 2006

Asia Pacific excluding
Hong Kong 10,989,667 53,827 1,550,426 12,593,920

North and South America 1,266,906 1,110,071 1,683,341 4,060,318

Europe 13,451,853 – 477,341 13,929,194

31 December 2005

Asia Pacific excluding
Hong Kong 6,383,983 52,369 1,910,649 8,347,001

North and South America 2,163,512 1,609,305 1,649,587 5,422,404

Europe 14,316,823 – 395,481 14,712,304
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5 Overdue and rescheduled assets

(a) Overdue advances

The Group’s overdue advances to customers are analysed as follows:

30/6/2006 31/12/2005
�� !" �� !"

�� !"# �� !"#
% 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 100,005 0.26 79,959 0.21

One year or less, but over
six months 52,744 0.14 35,830 0.10

Over one year 58,138 0.15 68,934 0.19

210,887 0.55 184,723 0.50

Secured overdue advances 147,572 127,878

Unsecured overdue advances 63,315 56,845

210,887 184,723

Market value of collateral
held against the secured
overdue advances 271,076 175,155

Individual impairment
allowances made 56,426 58,412

At 30 June 2006 and 31 December 2005, there were no advances to banks and other
financial institutions which were overdue for over three months.
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5 Overdue and rescheduled assets (continued)

(b) Other overdue assets

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

30/6/2006 31/12/2005
�� ! �� ! �� ! �� !

Trade Accrued Trade Accrued
bills interest bills interest

HK$’000 HK$’000 HK$’000 HK$’000

Gross amount of other assets
which have been overdue for:

Six months or less, but over
three months 8,069 2,091 6,855 1,301

One year or less, but over
six months 8,028 2,543 520 2,458

Over one year 235 12,194 – 9,952

16,332 16,828 7,375 13,711

(c) 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:

30/6/2006 31/12/2005
�� !" �� !"

�� !"# �� !"#
% of total % of total

advances to advances to
HK$’000 customers HK$’000 customers

Rescheduled advances to
customers 107,568 0.28 125,244 0.34

At 30 June 2006 and 31 December 2005, there were no rescheduled advances to banks
and other financial institutions.

(d) Repossessed assets
30/6/2006 31/12/2005
HK$’000 HK$’000

Market value of repossessed assets 17,894 7,550
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6 Financial 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.

(a) Strategy in using financial instruments

By their nature, the Group’s activities are principally related to the use of
financial instruments which include debt, equity and other securities and
certain off balance sheet derivatives.  Derivatives 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.

The Group accepts deposits from customers at both fixed and floating rates,
and for various periods, and seeks to earn interest margins by investing these
funds in high-quality assets.  The Group seeks to increase these margins by
consolidating short-term funds and lending for longer periods at high rates,
while maintaining sufficient liquidity to meet all claims that might fall due.

The Group also seeks to earn interest margins through lending to commercial
and retail borrowers with a range of credit standings.  Such exposures involve
not just on-balance sheet loans and advances, but also guarantees and other
commitments such as letters of credit, and other performance bonds.

The Group trades in financial instruments where it takes positions in traded and
over-the-counter instruments, including derivatives, to take advantage of short-
term market movements in equities and debt securities and in currencies and
interest rates.  The principal derivatives used by the Group are interest and
foreign exchange rate related contracts, which are primarily over-the-counter
derivatives.  Most of the Group’s derivative positions have been entered to
meet customer demand and to hedge these and other trading positions.  The
Executive Committee places trading limits on the level of exposure that can be
taken in relation to both overnight and intra-day market positions.  With the
exception of specific hedging arrangements, foreign exchange and interest rate
exposures associated with these derivatives are normally offset by entering into
counterbalancing positions, thereby controlling the variability in the net cash
amounts required to liquidate market positions.
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6 Financial risk management (continued)

(b) Credit risk

The Group takes on exposure to credit risk, which is the risk that a counterparty
will be unable to pay amounts in full when due.  It arises from the lending, trade
finance, treasury, derivatives and other activities undertaken by the Group.
Impairment allowances are made for losses that have been incurred at the
balance sheet date.  Significant changes in the economy, or in the health of a
particular industry segment, could result in losses that are different from those
provided for at the balance sheet date.  Management therefore carefully manages
its exposure to credit risk.

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 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 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.
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6 Financial risk management (continued)

(b) Credit risk (continued)

The exposure to any one borrower including banks and other financial institutions
is further restricted by sub-limits covering on- and off-balance sheet exposures,
and daily delivery risk limits in relation to trading items such as forward
foreign exchange contracts.  Actual exposures against limits are monitored
daily.

The Group further restricts its exposure to credit losses by entering into master
netting arrangements with counterparties with which it undertakes a significant
volume of transactions.  Master netting arrangements do not generally result in
an offset of balance sheet assets and liabilities, as transactions are usually
settled on a gross basis.  However, the credit risk associated with favourable
contracts is reduced by a master netting arrangement to the extent that if an
event of default occurs, all amounts with the counterparty are terminated and
settled on a net basis.  The Group’s overall exposure to credit risk on derivative
instruments subject to master netting arrangements can change substantially
within a short period, as it is affected by each transaction subject to the
arrangement.

The Group has issued credit related commitments including guarantees and
letters of credit.  The primary purpose of these instruments is to ensure that
funds are available to a customer as required.  These instruments represent
irrevocable assurances that the Group will make payments in the events that a
customer cannot meet its obligations to third parties.  These instruments carry
the same credit risk as loans.

Commitments to extend credit represent unused portions of authorisations to
extend credit in the form of loans, guarantees or letters of credit.  With respect
to credit risk on commitments to extend credit, the Group is potentially exposed
to loss in an amount equal to the total unused commitments.  However, the
likely amount of loss is less than the total unused commitments, as most
commitments to extend credit are contingent upon customers maintaining
specific credit standards.  The Group monitors the term to maturity of credit
commitments because longer-term commitments generally have a greater degree
of credit risk than shorter-term commitments.
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6 Financial risk management (continued)

(c) 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 amounts,
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 for the six months ended 30 June 2006 earned
from market risk-related activities by the Bank and certain subsidiaries,
including trading-related net interest income and other revenue was
HK$730,000 (2005: HK$503,000).  The standard deviation of this daily
revenue was HK$1,134,000 (2005: HK$1,249,000).
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6 Financial risk management (continued)

(d) 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.

(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.
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6 Financial risk management (continued)

(f) 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 is exposed to daily calls on its available cash resources
from overnight deposits, current accounts, maturity deposits, loan draw-
downs and guarantees, and from margin and other calls on cash-settled
derivatives.

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 note 1 of the supplementary financial information of the accounts, the
Group’s average liquidity ratio for the period was well above the statutory
minimum of 25%.

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.
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