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The following information is disclosed as part of the accompanying

BCHEZIREZ M- information to the accounts and does not form part of the audited accounts.
1. BEZRERRBESHE 1. CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2001 2000

EA T & Capital adequacy ratio 17.7% 31.7%

BWHEEART R R Adjusted capital adequacy ratio 17.7% 31.6%

VB 4t Liquidity ratio 58.8% 61.6%

EAR R RERBEEFWBBRITE The capital adequacy ratio represents the consolidated ratio of the
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Company and its subsidiaries at 31 December computed in accordance
with the Third Schedule of the Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated capital
adequacy ratio of the Company and its subsidiaries at 31 December
computed in accordance with the Guideline “Maintenance of Adequate
Capital Against Market Risks” issued by the Hong Kong Monetary
Authority (“HKMA”), taking into account market risk as at the balance

sheet date.

The liquidity ratio is the simple average of each calendar month’s
average liquidity ratio for the year calculated for a principal subsidiary
of the Company, The Hongkong Chinese Bank, Limited (“HKCB?”), in
accordance with the Fourth Schedule of the Hong Kong Banking

Ordinance.
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2. BEXREMABHENRR AR 2.

iy
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COMPONENTS OF CAPITAL BASE AFTER DEDUCTIONS

The capital base after deductions used in the calculation of the above

capital adequacy ratios at 31 December is analysed as follows:

% & Group
2001 2000
HKS$°000 HKS$°000
B EA: Core capital:
O8R5 98 B A Paid up ordinary share capital 1,351,537 1,351,537
% 473 i AR Share premium 50,988 50,988
fiti i Reserves 1,019,849 2,504,352
B %5 IR Profit and loss account (297,224) 253,704
oD B SRR A Minority interests
(FFABLEAR) (in core equity capital) 811 636
2,125,961 4,161,217
EF o A Supplementary capital:
— R IR A General provisions for doubtful debts 136,485 178,374
B EEE Term subordinated debt - 231,716
B A A Gross value of supplementary capital 136,485 410,090
AEHEZ B mE A S E Eligible value of supplementary capital 136,485 410,090
BB Total capital base 2,262,446 4,571,307
MBEE - Deductions:
AR 2 BB Exposures to connected companies (7,150) (7,150
7 FE B 2 7 I 46 20 % 5% Equity investments of 20% or more
LB B ARE in non-subsidiary companies (35,749) (35,749
(42,899) (42,899
A% 2 AR T B A Total capital base after deductions 2,219,547 4,528,408
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3. SNERRSD M 3. CURRENCY CONCENTRATIONS
e T0 7 BN B AG T AN g The US dollar net position constitutes more than 10% of the total net
BHZIR10% » I Ak T % (1 3 position in all foreign currencies and is reported in Hong Kong dollar
U equivalent as follows:
£ & Group
2001 2000
HKS$°000 HKS$°000
HEEE Spot assets 3,916,795 5,463,637
B AR Spot liabilities (4,208,808) (5,733,766)
HEEA Forward purchases 929,697 844,253
= E ® Forward sales (240,443) (116,907)
XU R Net US dollars long position 397,241 457,217
EILEE TS BT Net US dollars structural position - (231,716)
AEBMPR _EEZREF = The net structural position of the Group as at 31 December 2000
—HZEBEERFEAEAM represented the subordinated floating rate notes issued by HKCB
TG ZEEEETEER (Note 29).
(K i£29) -
4. HHEHR 4. SEGMENTAL INFORMATION
(a) BHWEE S (a) By geographical area
VAASE 8] 2 5 228 1 4 2 - On the basis of the location of the principal operations of the
#FARITI S WIEETHHR Group or, in the case of HKCB, on the location of the branches
EE NG E AR 21T I responsible for reporting the results or booking the assets, the
B VRS S AR B T A Group operates predominantly in Hong Kong with over 90% of
AR HhAEBI0% the Group’s operating income, profit before taxation, total assets,
BRSO~ BB AT I A A total liabilities, contingent liabilities and commitments arise
A E - UK B ORI therefrom or booked therein.
H A% 5 Mo ik 2 A R 6% 5
i AR o
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4. HBEH 4) 4. SEGMENTAL INFORMATION (continued)
(b) BEFERAE (b) Gross advances to customers
KRB 2 % PR A The Group’s gross advances to customers, analysed according to
FNBLE &8 2 11 £ the industry sectors in which the borrowers operate, are as follows:
Bran s
£ & Group
2001 2000
HKS$°000 HKS$°000
TEA WS T 2 B Loans for use in Hong Kong
ENHEA: Industrial, commercial and financial
LE Property development 28,498 171,312
WERE Property investment 2,389,254 2,167,825
B R Financial concerns 530,788 502,168
i3 Stockbrokers 19,400 18,673
Ein i g S Wholesale and retail trade 540,547 677,375
LYo Manufacturing 607,559 624,300
2 W T R Transport and transport equipment 1,077,894 1,059,737
HoAty Others 948,289 1,071,153
A Individuals
WEEEAHLER# Loans for the purchase of flats in
VN 33y | Home Ownership Scheme, Private
K EEILE Sector Participation Scheme
BFEZER and Tenants Purchase Scheme 36,735 37,737
T B At = 2 Loans for the purchase of other
ZERK residential properties 4,062,253 4,286,813
15 FI WG B Credit card advances 176,325 191,685
HA Others 970,424 1,155,398
11,387,966 11,964,176
gy Trade finance 809,002 994,927
1EA W LUAME 2 B3R Loans for use outside Hong Kong 150,336 289,529
12,347,304 13,248,632
1538 Gy 2 M I A L S No geographical analysis, based on the location of the
HFBDIIMRZZEFILER counterparties, is provided as less than 10% of the gross advances
BT OB A RN to customers, overdue and non-performing loans are attributable
ARIE10% > PR A4 e to locations outside Hong Kong.
& 8 43 2 B B AT o
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4.

DEER (4)

(c)

4. SEGMENTAL INFORMATION (continued)

BEERE (c) Cross-border claims
%8 Group
BOTRHEM
SRKE
Banks and DNEWE
other Public
financial sector Hit k]
institutions entities Others Total
HK$°000 HK$°000 HK$°000 HK$°000
“EE-F+ZA=1+—H Asat 31 December 2001
BORM R (R EEEFE) Asia Pacific excluding Hong Kong 1,165,412 - 195,741 1,361,153
b2 Kor % North and South America 840,152 31,087 105,866 977,105
L e Middle East and Africa 1,093 - - 1,093
B Europe 3,408,586 - 21,494 3,430,080
5,415,243 31,087 323,101 5,769,431
B bk 2z B Included in the above cross-border
75 B R HE 2 - claims to Europe are:
— % - France 648,357 - - 648,357
— - Germany 953,267 - 7,165 960,432
— T - Netherlands 574,924 - 7,165 582,089
2,176,548 - 14,330 2,190,878
“ZZZF5+-A=1t—H Asat 31 December 2000
R E (R EEE) Asia Pacific excluding Hong Kong 1,762,886 - 260,847 2,023,733
e Rem % North and South America 1,652,496 31,149 104,660 1,788,305
L E 3] Middle East and Africa 581 - - 581
B Europe 5,179,772 - - 5,179,772
8,595,735 31,149 365,507 8,992,391
BERULZ Included in the above
b2 K cross-border claims to
5 B R A North and South America is:
- %H - United States 1,069,596 - 26,672 1,096,268
B L Z B Included in the above cross-border
BB HE S claims to Europe is:
— 1l - Germany 1,378,702 - - 1,378,702

e A L ) 5 2
T3 SRR oA B 4R A 5
B 5 2 Wl 2 Bt e — i =
R Jol B B ke L5 )
Ji R TE B AR 2 — T i R
IR 18 )

The above analysis of cross-border claims by geographical area is
based on the location of the couterparty after taking into account
the transfer of risk. In general, transfer of risk applies when an
advance is guaranteed by a party in a country which is different

from that of the counterparty.

Annual Report 2001

103



FHEENGR LA

K& #% B w52 M % B B Unaudited Supplementary Financial Information

5. EBHERKEAEN 5. OVERDUE AND RESCHEDULED LOANS
(a) BAHERAE (a) Gross amount of overdue loans
%8 Group
2001 2000
1 4 B3 1l 48 B R
ZHEME ZHAGKR

HKS$000 % of total HK$000 % of total

KFEEHME L Gross advances to customers
WE AT which have been overdue for:
o i = A Over 3 months but
BARRAMEA less than 6 months 210,421 1.7 227,017 1.7
i oAy EDERE! Over 6 months but
AR —4F less than 1 year 294,150 2.4 215,552 1.6
B — A Over 1 year 675,625 5.5 825,905 6.3
Ek Total 1,180,196 9.6 1,268,474 9.6
HiEMz @M ER Secured overdue advances 764,437 828,910
SEHEH 2 O R Unsecured overdue advances 415,759 439,564
1,180,196 1,268,474
Az E#Y Market value of collateral
B A held against the secured
Wi 5 overdue advances 952,162 936,632
R U AR Specific provisions made 276,545 235,848

104 AR AR
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5.

CBEREEAERN (4)

(b)

5. OVERDUE AND RESCHEDULED LOANS (continued)

REAEZNKRETAEE (b) Rescheduled advances net of amounts included in overdue advances
HERZHE
%8 Group
2001 2000
1 A i 853K
ZHANK ZHASKR
HKS$°000 % of total HKS$°000 % of total
aSk v Advances to customers 17,586 0.1 65,405 0.5
ARz BHEAER Secured rescheduled advances 6,600 29,411
SR 2 AL Unsecured rescheduled advances 10,986 35,994
17,586 65,405
EEIRiba il Market value of collateral
B A held against the secured
T fE rescheduled advances 6,600 29,585
9K Specific provisions made 2,684 10,840

ERHERRFARENRZY

(¢) Overdue advances are reconciled to non-performing loans as

L E follows:
% ® Group
EFEX
Advances to customers
2001 2000
HKS$°000 HKS$°000
CHRM=MmAMUL Advances which are overdue for
2B more than 3 months 1,180,196 1,268,474
= S A 0 i Add: non-performing loans which
“MAEUTZ are not overdue, or overdue
ARAER for 3 months or less 102,405 112,163
mHMEBERAYRLE Add: rescheduled advances on which
NEASECAGE iy interest is being placed in
FEZ&EH suspense or on which interest
B accrual has ceased 17,586 65,405
WooEm=M®AL L, Less: advances which are overdue for
AP B3RS more than 3 months and on
ZEK which interest is still being
accrued (285,995) (241,933)
ARAER Non-performing loans 1,014,192 1,204,109
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EBRHRKCEHAER (4) 5. OVERDUE AND RESCHEDULED LOANS (continued)
(dy HEtEeBHEE (d) Other overdue assets
&8 Group
2001 2000
HK$°000 HKS$°000
UL Tk v The gross amount of trade bills which
"YW have been overdue for:
— B - over 1 year 4,734 6,327
HA &5 Other investments in securities — debt
—EEBEHEZBMHHWT: securities which have been overdue for:
— BN H DR — 4 - over 6 months but less than 1 year - 15,019
— B - over 1 year 3,874 7,749
3,874 22,768
FEEM &S Held-to-maturity securities — debt
—EEEHEZBMHHWT: securities which have been overdue for:
— BN H DR — 4 - over 6 months but less than 1 year - 30,968
— R4 - over 1 year 30,973 -
30,973 30,968
[ b i 18 6. MANAGEMENT OF RISKS

EVACIPAEE 3 ) PAC RSN
WITAMRAR ([#EARIT]) B
S Jal A B 2 R R I o A
Mg kL WEREZRE W EE
rEMEREZAG EHEZAE.
BHRLZAGRERLZAG E
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AL G GERERRAR
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BRTG B T 8 1 B R A 2 25 TR
P 4t o AR T R % 4 U
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The Hongkong Chinese Bank, Limited (“HKCB”), a principal subsidiary
of the Company, has established policies and procedures for risk
management which are reviewed regularly by management and various
management committees including the Asset and Liability Committee,
Operations Committee, Credit Committee and Audit Committee to
ensure the proper monitoring and control of all major risks arising
from the Group’s activities at all times. The Asset and Liability
Committee meets regularly to oversee the compliance of the HKCB’s
activities with all the risk limits approved by the Directors of Group.
The Internal Auditors and Compliance Officers of the Group also
perform regular reviews to supplement the various internal control
measures adopted by management and different divisions to ensure

compliance with these policies and procedures.
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6.

RBERE (4)

(a)
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6.

MANAGEMENT OF RISKS (continued)

(a)

Credit risk

Credit risk arises from the possibility that the counterparty in a
transaction may default. It arises from lending, trade finance,

treasury, derivatives and other activities undertaken by the Group.

The credit policies of HKCB and its subsidiaries set out in detail
the credit approval and monitoring mechanism, the loan
classification criteria and provisioning policy, which is established
in accordance with the requirements and provisions of the Hong
Kong Banking Ordinance and the relevant guidelines issued by the

Hong Kong Monetary Authority.

The credit risk management function is independent of business
units. It oversees the implementation of credit policies and ensures
the quality of credit evaluation and approval. Credit approval is
conducted in accordance with the Group’s credit policies, taking
into account the type and tenor of loans, creditworthiness and
repayment ability of prospective borrowers, collateral available
and the resultant risk concentration in the context of the Group’s

total assets.

Day-to-day credit management is performed by the Credit
Committee. Decisions made by the Credit Committee are reviewed
regularly by the Executive Directors of the Group and the Group’s
Board of Directors, which also consists of Non-Executive Directors

who are independent of the day-to-day operations of the Group.

The Group has established guidelines to ensure that all new
products are properly designed and reviewed prior to their
approval. All relevant departments within the Group are required
to involve and ensure that appropriate processes, systems and

controls are in place before any new product is launched.
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RBERE (4)

(b)
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6.

MANAGEMENT OF RISKS (continued)

(b)

Liquidity risk

HKCB manages the liquidity structure of its assets, liabilities and
commitments in view of market conditions and its business needs,
as well as to ensure that its operations meet with the statutory

requirement on minimum liquidity ratio.

Management comprising Executive Directors and senior managers
monitors the liquidity position of HKCB on an ongoing basis to
ensure the availability of sufficient liquid funds to meet all
obligations as they fall due and to make the most efficient use of

the Group’s financial resources.

Capital

The Group maintains a strong capital base to support the
development of its businesses and to comply with the statutory

requirement on minimum capital adequacy ratio.

Capital is allocated to the various activities of the Group depending

on the degree of risks associated with activity.

Interest rate risk

Interest rate risk primarily results from timing differences in the
repricing of interest bearing assets, liabilities and commitments.
HKCB’s interest rate positions arise mainly from treasury and
commercial banking activities undertaken. HKCB has established
policies and systems to monitor its interest-sensitive positions and
net repricing gap. The interest rate risk is managed and monitored
regularly by the Treasury Department (the “Treasury”) under the

guidelines and limits approved by the Directors.
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6.

RBERE (4)

(e)
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6.

MANAGEMENT OF RISKS (continued)

(e)

Foreign exchange risk

Foreign exchange risk is the risk to earnings or capital arising

from movements of foreign exchange rates.

HKCB’s foreign exchange risk primarily arises from currency
exposures originating from its commercial banking activities and
foreign exchange dealings by the Treasury. Foreign exchange risk
is managed and monitored on an ongoing basis by the Treasury

under the guidelines and limits approved by the Directors.

Market risk

Market risk is the risk that changes in interest rates, foreign
exchange rates, equity or commodity prices will affect the prices
of financial instruments taken or held by HKCB. Financial
instruments include foreign exchange contracts, interest rate
contracts, equity and fixed income securities.

Market risk limits are approved by the Group’s Board of Directors.
Actual positions are compared with approved limits and monitored
by the Assets and Liabilities Management Committee which is
made up of executive directors, the treasurer and senior managers
of HKCB. Exposures are measured and monitored on the basis of
principal or notional amounts, outstanding balances and pre-
determined stop-loss limits. All market risk trading positions are
subject to periodic mark-to-market valuation, which is monitored
and managed by the Treasury. With respect to the investment
accounts, the Group has established evaluation procedures for the
selection of fund managers and the Treasury performs regular
reviews of the operation and performance of these investment
accounts. The Group’s Internal Auditors also perform regular
reviews and testing to ensure compliance with the market risk

limits and guidelines adopted by the Group.

The approximate average daily revenue earned from market risk-
related activities was HK$27,000 in 2001 (2000: HK$40,000).
The standard deviation of such revenue was HK$233,000
(2000: HK$151,000).

Annual Report 2001



FHEENGR LA

K& #% B w52 M % B B Unaudited Supplementary Financial Information

RBRERE 4) 6. MANAGEMENT OF RISKS (continued)
H WHERRE (F) (f) Market risk (continued)
TERBKASRESHER

Daily Distribution of Market Risk Revenues
B £t Number of Days
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