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Dah Sing Bank, Limited

Supplementary Financial Information

(Expressed in thousands of Hong Kong dollars)

The following information relates to the Group and is disclosed as part of the

accompanying information to the accounts and does not form part of the audited

accounts.

1. NON-PERFORMING, OVERDUE AND RESCHEDULED ASSETS

BFEEFEH

(i) THETER:

Advances to customers

(i) Non-performing loans:

LGB (EHREFREA
Bok Aok
% of Total % of Total
2001 Advances 2000 Advances
B HazE Gross advances 602,714 2.09 666,535 2.26
B8 R Bl 2 Specific provisions made (264,116) (164,161)
338,598 502,374
BEEHEEME Market value of security held 328,420 442,714
SRR F B Interest in suspense 53,123 63,019
(i) BEHREEBEER: (ii) Overdue advances:
HHEERERE (R ETREE
Batt Aok
% of Total % of Total
2001 Advances 2000 Advances
EHAREEE KA Gross advances overdue for
—EANEERMEA Six months or less but over three months 177,754 0.62 256,138 0.87
NEAK EE—F One year or less but over six months 113,761 0.39 78,746 0.27
— &P F Over one year 191,569 0.66 264,913 0.90
483,084 1.67 599,797 2.04
i ER 2 NRF The amount on which interest is still
I B &0 being accrued 60,536 106,463
BERE B KT Market value of security held against the
HEHFmTHE secured advances 308,015 405,506
BEREHER Secured overdue advances 290,424 402,331
EERAHER Unsecured overdue advances 192,660 197,466
B 1 R Rl 2E 1 Specific provisions made 182,731 155,858
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1. NON-PERFORMING, OVERDUE AND RESCHEDULED ASSETS
(Continued)

Advances to customers (Continued)

(iii) Overdue advances are reconciled to non-performing loans

HERIT - as follows:
2001 2000
B e Bt A = (8 A Advances which are overdue for more than
three months 483,084 599,797
o mE=EASKN T Z T EITER Add: non-performing loans which are overdue
for three months or less 107,822 8,425
m: REEZ TEITER Add: non-performing loans which are
not yet overdue 20,442 61,426
o KEHEFREES Add: rescheduled advances net of amounts
ANBEERAZ 5 included in overdue advances 51,902 103,350
o sERERA =R A - BINERET Less: advances which are overdue for more
FEZER than three months and on
which interest is still being accrued (60,536) (106,463)
TRBITER Non-performing loans 602,714 666,535

(iv) REAER (SHEREARN £
= (i) i A 8 28 = 1 A 8L

(iv) Rescheduled advances (net of those which have been overdue for
over three months and reported in Note (ii) above):

FREBENR)
{EREFREE (HHRE TR EE
Bokt Aokt
% of Total % of Total
2001 Advances 2000 Advances
KEHEK Rescheduled advances 268,364 0.93 460,574 1.56
B3 H 4 B 2E Specific provisions made 20,349 25,523

N —_TETFE+_A=1+—HK =
—F+=—A=+—BXEETFIRT
ke mgEn BN EMmEER SR
B TETT - BmERKEHEE -

.

There were no advances to banks and financial institutions nor other assets that were
classified under non-performing, overdue and rescheduled assets as at 31st
December 2001 and 31st December 2000.
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2. CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2001 2000
BIRFE R L E Capital adequacy ratio 17.5% 13.0%
AR ARF B = Adjusted capital adequacy ratio 17.4% 12.9%
MBNE E L & Liquidity ratio 45.0% 44.4%

BT R AR IR TR B =
HERESSRERBIIEE 25
AT -

RFAEBEAFT R ERRAEER+
“A=t—RBZEaE - KEER
B RAIHEE 2 CREEARTRLLET)
RIFFLSRMERRTEL [BLTH5
FEp R TR EARIESIFE - IR
KRELLREBERET—A=1+—~1
2R -

BN A E L R BRARITNIRFE
i+ — @A SEE AN FRsE
EELL RN B I B ARIRIRTT 2R A5
PIE IR E -

The capital adequacy ratio is computed in accordance with the Third Schedule of the
Banking Ordinance and on a consolidated basis as specified by the Hong Kong
Monetary Authority.

The adjusted capital adequacy ratio represents the consolidated ratio of the Group as
at 31st December. The adjusted capital adequacy ratio of each authorized institution
within the Group is 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 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 for the Bank in
accordance with the Fourth Schedule of the Banking Ordinance.
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= HIBENERER 3. CAPITAL BASE AFTER DEDUCTIONS
MR BN EARNER R AR E Lillfe The capital base after deductions used in the calculation of the above capital
TZA=+T—BEXFZRERIAET adequacy ratios as at 31st December and reported to the Hong Kong Monetary
BEREERZFHRMAITHT ¢ Authority is analysed as follows:
£ Group 2001 2000
ZOE AR Core capital
2B AR AR AR AN Paid up ordinary share capital 800,000 800,000
(Gt Reserves 3,128,159 2,681,706
OB AN MRRE Total core capital 3,928,159 3,481,706
B Hn & 7R Supplementary capital
TH R TS EEEH RS Reserve on revaluation of land and interests in land 229,354 232,084
HAEREEERENES Reserve on revaluation of holding of securities not
M E (G FEE held for trading purposes (705) (23,785)
—MRERLEM General provisions for doubtful debts 264,717 274,586
BHIREEE Term subordinated debts 974,719 -
RIGTEBMIINE AR 4858 Total eligible supplementary capital 1,468,085 482,885
HURATE) & AN E G 4878 Total capital base before deductions 5,396,244 3,964,591
BAEMAETENINBIAR Deductions from total capital base (119,901) (122,701)
MBERERNERE BT Total capital base after deductions 5,276,343 3,841,890
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M ZIRER

(FF) BEBDHE

4. SEGMENTAL INFORMATION

(a) By class of business:

HER
BT BARTT SEER
Commercial Personal Treasury and a%

22— 2001 Banking Banking Corporate Total
HEWARE DR S ) Total operating income (net of interest expense) 633,346 1,072,867 397,848 2,104,061
MBS R 2 & E R A Operating profit before provisions 484,501 534,289 249,149 1,267,939
MBREEE 2 & B R Operating profit after provisions 405,117 221,576 236,456 863,149
BRELADE T Profit before taxation 405,117 221,576 375,077 1,001,770

HER

BERIT EART EEEB
Commercial Personal  Treasury and A&
=TT 2000 Banking Banking Corporate Total
BEWALE (MBRHEZ L) Total operating income (net of interest expense) 646,874 927,867 354,953 1,929,694
MBS R 2 & E R A Operating profit before provisions 483,099 418,094 249,850 1,151,043
MR EE% 2 & B R Operating profit after provisions 309,717 277,124 260,924 847,765
BRI ARFI Profit before taxation 309,717 277,124 272,081 858,922

RRIRITEGBIEERFR - B3R
EEETHE  BEHREREWIREL
REE  AFFCORARERFPEE
ETIEEREBERTE - INEHEHK
o B RERNEBREE -

BARITEBBIEEZBAATLF
oo EERFERS  MAER  BEX
MEBRRT - REREBNIHEMER
BERF -

BIE £+ B RENERS  PRE
FRLER  FIXAREE  BER
EERREEEEELBRER -
£ 0 375 5 7T B EL AL TS H 012 6
RAEEEE -

(Z2) REEDHE

REEEBB K 2 EEMBRNEBR
EREESEDRE - MALEBERN
RZEHERATIREES I ER
o MmEREH o

Commercial banking business includes the acceptance of deposits from and the
advance of loans and working capital finance to commercial, industrial and
institutional customers, and the provision of trade financing and receivable financing.
Hire purchase finance and leasing related to equipment, vehicle and transport
financing are included.

Personal banking business includes the acceptance of deposits from individual
customers and the extension of residential mortgage lending, personal loans,
overdraft and credit card services, the provision of insurance sales and investment

services.

Treasury activities are mainly the provision of foreign exchange services and
centralised cash management for deposit taking and lending, interest rate risk
management, management of investment in securities and the overall funding of the
Group. Corporate activities are investment and business operations not directly
identified under other business divisions.

(b) By geographical area:

No geographical reporting is provided as over 90% of the Group’s revenue is derived
from Hong Kong and over 90% of the Group’s assets are originated from business
decisions and operations based in Hong Kong.
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4. SEGMENTAL INFORMATION (Continued)

(c) Gross advances to customers by industry sector classified according to

the usage of the loan are:

2001 2000
TEER Industrial, commercial and financial
— MFEER — Property development 447,730 247,580
— MERE — Property investment 2,366,716 2,040,681
— &b — Financial concerns 363,192 219,453
— IRELL — Stockbrokers 12,512 13,245
— fErETEHE — Wholesale and retail trade 1,168,226 1,303,074
— RUEE — Manufacturing 2,134,177 2,099,579
— ERNCERRE — Transport and transport equipment 2,180,592 4,669,011
— HAth — Others 888,068 813,579
9,561,213 11,406,202
& A Individuals
— BEEEEHEEE] - — Loans for the purchase of flats in the
[FAAZZEETE] Home Ownership Scheme, Private Sector
kIEEBEHEEEBFER Participation Scheme and Tenants Purchase Scheme 2,464,066 1,833,809
— BEHEMEEMENER — Loans for the purchase of other residential properties 8,277,027 8,457,202
— ERAREXR — Credit card advances 2,758,453 2,275,706
— Hfth — Others 3,498,757 3,049,969
16,998,303 15,616,686
ERBFEANER Loans for use in Hong Kong 26,559,516 27,022,888
Bo5mE Trade finance 1,879,976 1,989,595
EBEAIMERAER Loans for use outside Hong Kong 443,185 423,734
28,882,677 29,436,217
(T) FEEERE - (d) Cross-border claims:
£
—Z2Z—F+_-_H=+—H Asat31st December 2001 Group
RITRHM
SRBE
Banks and DNEWE
other financial Public sector Hit &%
institutions entities Others Total
Equivalent in millions
HERBEST of Hong Kong Dollars
TAR NEFEEEEA Asia Pacific excluding Hong Kong 839 - 267 1,106
tEREE North and South America 823 1,889 3,584 6,296
Y E Middle East and Africa 1 - = 1
BUM Europe 2,576 - 479 3,055
4,239 1,889 4,330 10,458
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4. SEGMENTAL INFORMATION (Continued)

(d) Cross-border claims: (Continued)

£E
ZEZZFF+_A=+—H Asat31st December 2000 Group
RITREAM
SRS
Banks and NEWE
other financial  Public sector HAth B
institutions entities Others Total
Equivalent in millions
HERBEST of Hong Kong Dollars
TAR NEFEEEEA Asia Pacific excluding Hong Kong 1,901 - 112 2,013
tEREE North and South America 334 1,070 1,668 3,072
BUM Europe 1,845 — 402 2,247
4,080 1,070 2,182 7,332

FHREEENREBRERARNER
1& - BRI 5 % 5 #) P T 4% B £
SN IR 5 8 F R AR AR o — AR
T ERXRSHFHEERHETRR
KN ZE— R - HEITEREES R
TGN AT - T EARES BRI (R
WER - T EfERRR - B—BEXRE
ES—ER - ERIEERARMEE
BIERATEA D 2 TA LM -

5 RERERE

RERITHER BB B TENEIEREN
BRI ERESESRE ZRAR -

REREBREIN=REE : F5RA
% mBEERERSHESER - FE
Rz ELEETRIRNEEHAS - Hf
BREZEMNEEEER @ #ENEER
BN E M BB RIS B AT
BE -

REMA M BERERRTEER - &
TEREARRTEERBERNZES
REREERBERINBEHDEERS
EEB 2R BRE -

MEEERB 2 EEBBERRITZE
ERER -

The information of cross-border claims discloses exposures to foreign counterparties
on which the ultimate risk lies, and is derived according to the location of the
counterparties after takings into account any transfer of risk. In general, 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. Only regions
constituting 10% or more of the aggregate cross-border claims are disclosed.

5. MANAGEMENT OF RISKS

The Bank recognises the changing nature of risk and manages it through a well
developed management structure.

Risk management is focused on the three major areas of risk - credit risk, market risk
and liquidity risk. Credit risk occurs mainly in the Bank’s credit portfolios comprising
Commercial and Retail lendings, Equipment and Hire Purchase financing, and Treasury
and Financial Institutions wholesale lendings.

Market risk arises mainly in Treasury and is associated principally with the Bank’s on-
balance sheet positions in the trading book, and off-balance sheet positions taken to
hedge elements of the trading book.

Liquidity risk arises across the Bank’s balance sheet.
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F - REBREE @ 5. MANAGEMENT OF RISKS (Continued)
(FF) KRFR7TIEf2 EFEZE1E (a) The risk management structure of Dah Sing Bank
SEEHMARINERERER HE The Board of Directors has the broad overall responsibility for the management of all
BHMEME - ERRRIESITE - EF types of risk. The responsibilities of the Board in relation to risk control are:
EHNELRE
o HUEBEEH RIS RIBUK DARER . the approval of the overall strategy and policies to ensure that credit and other
REXSREAEEREEE risks are properly managed at both the transaction and portfolio levels;
B8 RE AR
. B 75 A0 3E ﬁﬁiﬁﬁﬁ R B B o the management of risk, both financial and non-financial, conducted through
2 HERE ﬂ FTBES] operational and administrative control systems including the operation of the
IEEZEESMRIE 28 ti Audit Committee; review of key results (against forecasts), operational statistics
FT(EL S FEA) - iﬁé"l‘ﬂﬂlﬁ and policy issues; and
Fmﬂ%{’ﬁtﬂ%ﬁ& ;
e HHEEXSEWMINMONTEE . financial performance by analysis against approved budgets and analysis of
FERITEHEIR - variations in key non-financial measures.
THREZESHEAERRESHER The Executive Committee has been delegated the authority to oversee and guide the
AR EMEINEEZE ST EERNE management of different risks which are more particularly managed and dealt with
BT REER R o by Group Risk and different functional committees.

162



KFRITBER DA

M BER

Dah Sing Bank, Limited

Supplementary Financial Information

i FEEEE @
() BEREEEHEZESE

RAHRITETENINEERAE
EREEE  REEAEMHESRMN
B E B BRI RERAIKTE - I
REERBREBEIELE  ATTK
ZESNEEEER - AHhEIE - 8
TRERRTSER - RBEeRRE
BEARER  MEFRRES -

EEMABEEEZEERIEEHFA
'R ERESR:

o SESREEERBRRAR TS
EEEBMNEERLF -

s KBEEBEERGBRMNESKEES
BIERRESIEREA) - B
B %ﬂﬁ&ﬂﬂﬁﬁ;ﬁﬁﬂﬁﬁf’ﬁ
RITRZHENEELLD

s HEREERTEEAEBERHD
W22 5IHE -

Rl ERE R AR EENER T
EEMABEEZESREREKE
EEREH - AMESKE BEATT
EENMEEEE TR - B5EE
MEREENERITHAER - KEH
B B EEA AR - FER
ZERARIREEHEEEERE
RAFTEZRRNE EEHA -

5. MANAGEMENT OF RISKS (Continued)
(b) The Asset and Liability Management Committee (“ALCO")

The ALCO established by Dah Sing Bank Board is charged with the responsibility of
monitoring and controlling the level of structural balance sheet risk of the Bank and
managing and reporting to the Executive Committee or the Board on key elements in
the balance sheet structure. This covers but is not limited to market risk, liquidity risk,
capital utilization, funding requirements and liquidity.

ALCO meets at least weekly and has responsibility for:

. the allocation of Bank balance sheet risk between individual businesses and
operating divisions;

o the structure of the Bank balance sheet (within any nature of strategy limits
approved by the Board). This includes capital, funding and the proportion of
assets held by Treasury for banking and trading purposes; and

o the approval of transactions for managing the balance sheet and financial
performance of the Bank.

In recognition of the importance of risk management, ALCO is chaired by the Bank’s
Managing Director. Other members of ALCO include executive directors and senior
executives of the Group responsible for different businesses, financial control and risk
management. The seniority of the members of ALCO coupled with their broad base
of knowledge and experience ensures that it has the authority to deal with any cross
functional issues that require resolution in relation to Bank balance sheet issues.
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i EEEE @
() HEERES

SEAE AR E B ERAEEE
B FMBEEE]EMER - SERKRS
ERWERITHEEGRAESSER
SEERAR - HITE B 75 =L & R
TENRE - REREREINGTERN
W™EF - FTHERMB S EE R
5= B 3@\ fe B0 2 B RN A% E P B AN 2 = ER
TRERNEERR - BIEEHTE - &
BEITE - HE - EEERMSAEE
E A S E ERARRE R e B 75 T A A9
TE o EREEERIER - SERAKRS
SERESCHUERBAEMNES
T T A R AS AR S BRI R o
& B 3 B B0 IR 51| FE £ B 2@ JBPI AN 22
BHEEXEREZEES -

AERTT A B IR Y B AT AR T
HEEHAAMAIRES - W(REARR
TTREFEN R B P N ERE ESRNAE D
Hh S 4R B (S AE R A0 R R AN =] 3t o

EEE R EB§$%I&;T AERITH
AR R R AL\ B TR B 0 AT AN EDE A
e SRS S5 L i ?D*&M\Eﬁi&ézﬁﬁliﬁm
TR - ARITEMH A EEBEED
[EZ =0 0 e By & ER A — FR 51 A L
EIRFOM TR o thE T AT
FERE B R FIER T LA & TN 2 2 1 26
BHEEMEERBAIER -

(T) XBEHFIEEZEE

KFERIT R EERMPIIHEEEEESL
EBREEE  RELZESRAKEM
T&%E%%EBIWE’]E&%  IREEFR

ZH R o EREHIRIRARITE
;‘%@H BESE T IERREENEE
BRASIRFES 2 BIREFH - #iut -
BEGZEERBYES A E SRS
F1%5 R R B R e BPE R o

5. MANAGEMENT OF RISKS (Continued)
(c) Group risk

The independent Group Risk function is responsible for ensuring that policies and
mandates are established for the Group as a whole. Group Risk monitors and reports
Group risk positions to the Board via the Executive Committee, sets standards for
financial risks and data integrity and ensures that the financial risks are fully
considered in the planning and pricing process. Group Risk reviews and approves all
credit exposure policies for the Bank including the approval of exposures to new
markets, economic sectors, organisations, credit products and financial instruments
which expose the Group to credit and related risks. In determining credit policies,
Group Risk takes into account the guidelines established by the Hong Kong Monetary
Authority and business direction, and risk adjusted performance of each business.
Group Risk is also represented on the lending or risk committees of the Bank's
operating divisions and businesses.

The Bank's risk management expertise continues to advance the overall quality of the
Bank’s lending portfolios, and enables the Bank to meet the changing regulatory
requirements and enter into credit exposures with the confidence that it understands
the associated risks and rewards.

The Bank is continuing to evolve its risk management capabilities under the aegis of
the Group Risk Director, increasing the focus of its risk strategy on risk and reward
and returns on capital. The Bank uses a range of risk measurement and analytical
tools in its management of the various risks which it faces in its day-to-day businesses
and these are continually being enhanced and upgraded to reflect the ever-changing
business needs and the requirements of the regulators.

(d) Business division credit committees

Each of the operating Divisions of Dah Sing Bank has its own credit or risk committee
responsible for approving and recommending policies, limits and mandates for risk
control within their respective business areas. This is consistent with the Bank’s
approach of devolving responsibility for risk management to the individual business
areas under the aegis of the Group Risk function. As such, each business credit risk
function reports to both Group Risk and the business area which it supports.
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5. MANAGEMENT OF RISKS (Continued)
(e) Credit risk

The Bank attaches high priority to the management of credit risk which arises from
the possibility that borrowing customers or counterparties may default on their
payment obligations associated with lending, treasury and derivative activities
undertaken by the Bank. The Group’s business Divisions each has a risk or credit
committee comprising executive directors of the banking subsidiaries along with
other senior managers of the respective business and Group Risk. These committees
have the responsibility for recommending, formulating and revising credit policy and
procedures under the aegis of Group Risk, as well as the delegated responsibility for
overseeing implementation of credit policies. The credit policies of all of the Bank’s
operating Divisions, which define credit extension criteria, guidelines, credit approval,
review and monitoring processes as well as the system for loan classification, credit
scoring and provisioning, are the subject of continuous review to reflect the changing
business environment of the markets in which the Bank operates.

The Bank manages all types of credit risk on a prudent basis, in accordance with the
credit approval and review policies, by evaluating the credit worthiness of different
types of customers and counterparties based on assessment of business, financial,
market, industry sector and collateral information applicable to the types of loans and
counterparty dealings. Credits, where approved, are extended within the limits set out
in the credit policies, for each product, customer or counterparty and are approved by
different levels of management based upon an established authority guide contained
within the credit policy and delegated by the Board of Director. Actual credit
exposures, limits and asset quality are regularly monitored and controlled by
management, the credit committees and Group Risk. The Group’s internal auditors
conduct regular reviews and audits to ensure compliance with credit policies and
procedures.

The individual credit polices also establish policies and processes for approval and
review of new products and activities, together with details of the facility grading, or
credit scoring, processes and provisioning polices.

To avoid concentration of risk, large exposures to individual customers or related
groups are limited to a percentage of the capital base, and advances to industry
sectors are managed within approved limits to achieve a balanced portfolio.
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5. MANAGEMENT OF RISKS (Continued)
(e) Credit risk (Continued)

In order to mitigate the credit risk and, where appropriate, the Bank will obtain
collateral which is secured against the credit facility. The acceptable types of collateral
and their characteristics are established within the credit policies, as are the respective

margins of finance.

Irrespective of whether collateral is taken, all credit decisions are based upon the
customer’s cashflow position and ability to repay.

(f)  Liquidity risk

The Group manages its liquidity on a prudent basis to ensure that a sufficiently high
liquidity ratio relative to the statutory minimum is maintained throughout the year. As
disclosed in the capital adequacy and liquidity ratios shown above, the average
liquidity ratio of the Bank for the year was well above the 25% minimum ratio set by
the Banking Ordinance.

The Bank’s ALCO regularly reviews the Bank’s current loan and deposit mix and
changes, funding requirements and projections, and maturity mismatch with the
ongoing monitoring of the liquidity ratio. Appropriate liquidity limits are set and
sufficient liquid assets are held to ensure that the Bank can meet all short-term

funding requirements.

The Bank’s funding comprises mainly deposits of customers and certificates of deposit
issued. The issuance of certificates of deposit helps lengthen the funding maturity and
reduce the maturity mismatch. Short-term interbank deposits are taken on a limited
basis and the Bank is a net lender to the interbank market.

(g) Interest rate risk

The Bank’s interest rate risk mainly arises from the funding of fixed-rate loans by
floating rate deposits. When interest rates rise, the interest spread and net interest
income will be affected as interest income generated by the existing fixed-rate loans
will not increase. The Bank’s interest rate risk is mitigated in part by the use of off-
balance sheet interest rate hedging instruments to hedge a portion of the Bank's
fixed-rate loans as determined by ALCO based on consideration of market and
interest rate conditions.
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- BEREE@® 5. MANAGEMENT OF RISKS (Continued)

(FF) SMERFZ (h) Foreign exchange risk

ARIRITAENINERR +HBER The Bank has very limited foreign exchange exposure as foreign exchange positions
REABFR 55| BMAINER B RIMNE and foreign currency balances arising from customer transactions are normally offset
A BERSHRAMNESRZSHM against other customer transactions or transactions with the market. The net
HRSEEEE - FRERTEE - &R exposure positions, both by individual currency and in aggregate, are managed by the
RERNEESEENS - BRATHANX Treasury of the Bank on a daily basis within established foreign exchange limits.

EEERTTRINE R E FZEHED B
EMINERTEA °

ERARINEECRMEBTEE - @ Long-term foreign currency funding, to the extent that this is used to fund Hong
B R iR E s SR EIINES #95 Kong dollar assets, is normally hedged using currency swaps or forward exchange
S TR AR SINEE [RU R © agreements to reduce the foreign exchange risk.
LTAERNEREE+—_A=+ —HFT The following is the Group’s net foreign exchange position in individual currency that
FAINESBRETEN A D Z T E constitutes 10% or more of the total net position in all foreign currencies as at 31st
e December:
2001 2000

Equivalent in millions EPH At XTT =575
HMERB&EET of Hong Kong Dollars Us$ Yen us$ Yen
REEE Spot assets 20,457 2,555 21,330 1,103
HEBE Spot liabilities (20,295) (2,570) (21,250) (1,125)
REIB A Forward purchases 20,832 3,888 24,667 1,409
REAE H Forward sales (19,047) (3,903) (24,123) (1,388)
£/ (R) 8B F58 Net long / (short) position 1,947 (30) 624 (1)
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5. MANAGEMENT OF RISKS (Continued)
(i) Market risk

Market risk is the risk of losses in assets, liabilities and off-balance sheet positions
arising from movements in market rates and prices. Generally, the Bank’s market risk
is associated with its positions in foreign exchange, debt securities, equity securities
and derivatives in the trading book. Most off-balance sheet derivative positions arise
from the execution of customer-related foreign exchange orders and positions taken
to hedge other elements of the trading book.

Market risk exposure for different types of transactions is managed within risk limits
and guidelines approved by ALCO and the Treasury Risk Committee. Exposures are
measured and monitored on the basis of principal 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 Treasury. Independent
monitoring, checking and trade confirmation are undertaken by a separate Treasury
Risk Management and Control department independent of Treasury Dealing whilst
the Group’s Internal Audit performs regular review and testing to ensure compliance
with the market risk limits and guidelines by Treasury and other relevant units. All
exceptions to approved limits have to be reviewed and approved by the appropriate
level of Management or ALCO.
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5. MANAGEMENT OF RISKS (Continued)

()  Market risk (Continued)

The average daily revenue earned from the Group’s market risk related treasury
activities in 2001 was HK$277,000 (2000: HK$246,000) and the standard deviation
for such daily revenue is HK$2,108,000 (2000: HK$835,000). The following are the
average daily revenue and the standard deviation for daily revenue analysed by

principal dealing activities:

(SEERSENE S BEE
Average daily revenue  Standard deviation
2001 2000 2001 2000
INERZ 5 Foreign exchange dealing 119 138 208 189
MEZ 5 Interest rate dealing 162 108 2,111 784

TERENSRREENE B KA

The following histograms show the frequency of daily revenues related to market-risk

B activities:
2001 2000
BE B
Number of days Number of days
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40 5 40 H H
2 31
30 30 H H
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lesser WA (BEHIT)  Revenue (HK$ million) above lesser WA (BEATT)  Revenue (HK$ million) above
B_ABET —EHEHERT B-HEET —HETEAT
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AREREAN B EARSR During the year, the highest daily gain was HK$14,705,000 (2000: HK$8,006,000)

14,705,000 7T (2000 : 8,006,000
BIT)  BANEE HEEA7,248,0008
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and the maximum daily loss was HK$7,248,000 (2000: HK$1,945,000).

(j) The role of Internal Audit

The Group’s Internal Audit Division is an independent, objective assurance and
consulting unit which is designed to focus on enhancing and sustaining sound
internal control in all business and operational units of the Group. The Division
directly reports to the Audit Committee which is chaired by an Independent Non-
Executive Director. The Division conducts a wide variety of internal control activities
such as compliance audits and operations and systems reviews to ensure the integrity,
efficiency and effectiveness of the systems of control of the Group.

169



