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Supplementary Financial Information

The following information is disclosed as part of the accompanying
information to the accounts and does not form part of the audited
accounts.

1 CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2003 2002
BEAFTRLL R Capital adequacy ratio 16.7% 17.9%
KRR EARTT R R Adjusted capital adequacy ratio 16.7% 17.8%
MEBE L= Liquidity ratio 41.3% 35.9%

BERFERERERBRITRRBTRELEE
BR-ZZZ=F+-A=+—BARAKRT -
TREMPBERD R KRB TBREEE
BR-_BEZE-_F+_A=+—BKRTE
BHNER =REZEGRE LR -

RHBERT R RERRIT R T E
EBEEN_TZE=F+_A=+—8BRK
RIRTT - TIRDMNA B AR DR RREES
HEKBEEN_TE_F+_A=+—H
REECRERRROZ[AFARER
NSRRI ESIREIEALE - &
ABEAFRRLEREF IR+ ZA=+—
BzEERMSRER -

MBESHEARRITHE_SZT=F1+
ZA=+—HIEFERARETRIHREMN
MEBERARBE-_TE _F+_A=+
—HIFEZVBRFEFEANTEAASEA
ZEARBESH R BT HEEE -
I B BB IRAT AR BIFT R AR & o

The capital adequacy ratio represents the consolidated ratio of
the Bank and UBCBM as at 31st December 2003, and the
Bank, ICBC (Asia) Finance Limited and UBCBM as at 31st
December 2002, 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, ICBC (Asia) Finance Limited and UBCBM as at 31st
December 2002, 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 ICBC (Asia) Finance
Limited for the year ended 31st December 2002, computed in
accordance with the Fourth Schedule of the Banking Ordinance.
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2 HRgz2EAERARIH 2 COMPONENTS OF CAPITAL BASE AFTER

R 2 B AR AK A A E Lt
Wt -RA=+—HZEAFR L EIWIER
TEESRERRAWMT :

DEDUCTIONS

The capital base after deductions used in the calculation of the
above capital adequacy ratios as at 31st December and reported
to the Hong Kong Monetary Authority is analysed as follows:

rEE

Group
2003 2002
FHERT FHET
HK$’000 HK$'000

LB
BB
AT IE 2R B ST BUR
RO (E
AT IE 2Rt B ST UG (B
i

Core capital:
Paid up ordinary share capital
Convertible non-cumulative preference share capital
Ordinary share premium
Convertible non-cumulative preference share premium
Reserves

1,248,749 1,248,749
1,011,096 1,011,096
1,786,686 1,786,686
505,496 505,496
990,966 743,975

R Less: Goodwill (621,212) (656,710)
4,921,781 4,639,292
B & A Supplementary capital:
TR iR 2 Reserves on revaluation of land and
EHFE interests in land 83,172 114,649
HREFEERB 2BS Reserves on revaluation of holding of securities
EhEE not held for trading purpose (15,852) 4,456
—MREERS General provision for doubtful debts 342,291 274,481
KABEBER Perpetual subordinated debts 1,931,584 1,000,000
EREBEES Term subordinated debts 2,246,720 2,254,730
B INE 485 Gross value of supplementary capital 4,587,915 3,648,316
AIETE 2 W& Eligible value of supplementary capital 4,587,915 3,648,316
RAT 2 B AR EE AT Total capital base before deductions 9,509,696 8,287,608
OBk - Deductions:
BEWBA AR Shareholdings in subsidiaries or
IR AR Z D holding company 15,212 15,247
HEE R A 2 B Exposures to connected companies 490,415 490,415
BEIEMNBRATEDZ =1 Equity investment of 20% or more in
A B2 IR non-subsidiary companies 191,660 191,660
697,287 697,322

HRE 2 B AR

Total capital base after deductions

8,812,409 7,590,286
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3 MBS 3 CURRENCY CONCENTRATIONS
r£E
Group
EY B AR% M@t
us$ Euro RMB Total
BREE Equivalent in Hong Kong dollars TET TExT TR TR
—EE=F 2003 HK$'000 HK$'000 HK$'000 HK$'000
REBE Spot assets 26,204,000 475,000 50,000 26,729,000
REAR Spot liabilities (40,430,000) (114,000) - (40,544,000)
REEA Forward purchases 23,079,000 32,000 566,000 23,677,000
RHEH Forward sales (8,678,000) (407,000) (566,000) (9,651,000)
5/ (B BFE Net long/(short) position 175,000 (14,000) 50,000 211,000
AEE
Group
E BT ARE st
Us$ Euro RMB Total
ATEE Equivalent in Hong Kong dollars THT THT THT THT
—TECF 2002 HK$'000 HK$'000 HK$'000 HK$'000
REBE Spot assets 18,360,000 199,000 51,000 18,610,000
REAR Spot liabilities (29,789,000) (224,000) (40,000)  (30,053,000)
REEA Forward purchases 16,903,000 38,000 79,000 17,020,000
RHEH Forward sales (5,415,000) (29,000) (79,000)  (5,523,000)
5/ (B BFE Net long/(short) position 59,000 (16,000) 11,000 54,000
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) BROEDPEZEFPERER

SEGMENTAL INFORMATION
(a) Advances to customers

(i)  Gross advances to customers by industry sector

biS-: |
Group
2003 2002
T#En TR
HK$'000 HK$'000
EEBFERZER Loans for use in Hong Kong
IEkeR Industrial, commercial and financial
—MEBR — Property development 2,603,588 1,549,711
—MERE — Property investment 4,565,689 4,738,696
-SRIt - Financial concerns 4,703,357 2,383,681
-RELL - Stockbrokers 28,765 30,636
-HERTEE — Wholesale and retail trade 1,157,964 1,539,200
-1 KRIE - Civil engineering works 953,962 766,555
—BIE%E — Manufacturing 3,312,613 1,452,387
-BHREHHRE — Transport and transport equipment 6,058,827 4,832,851
-&5h BakER — Electricity, gas and telecommunications 1,305,959 1,518,066
—BE EERAE ~ Hotels, boarding house and catering 1,066,807 1,138,859
—Hft - Others 4,081,030 3,358,114
A Individuals
-BEIREEEEH S - — Loans for the purchase of flats in Home Ownership
MMAZEREHEIRIBEEL Scheme, Private Sector Participation Scheme and
BBl BF2ER Tenants Purchase Scheme 91,024 118,356
-BEEMEENEZER — Loans for the purchase of other residential properties 7,891,846 6,337,275
—Hft - Others 597,389 697,311
EomE Trade finance 1,566,929 1,058,464
EEENIMERZER Loans for use outside Hong Kong 389,688 889,823
40,375,437 32,409,985

(i RZEZ=FR-TZT_F -
REBOWALEFERZR
SHEUMRES - BEBEST
RWEGTRER S HERTR
BRzBS—HAERERZER
BB o

(i) In 2003 and 2002, over 90% of the Group’s
advances to customers were made to counterparties
located in Hong Kong. In determining this analysis
no account has been taken of transfer of risk with
respect to claims guaranteed by a party in a country
different from that of the counterparty.
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SEGMENTAL INFORMATION (continued)

(b) Cross-horder 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 Group. Those areas which constitute 10% or more of
the aggregate cross-border claims are as follows:
s
Group
BITRER
HihSmsE
Banks and NEWE
other Public

financial sector Hity @st

institutions entities Others Total

BEER BEET BEER BEET

HK$ million HK$ million HK$ million HK$ million
“EE=F 2003

DAR (TREEE) Asia Pacific excluding Hong Kong 13,479 1,269 4,275 19,023

TEREE North and South America 895 95 3,309 4,299

BUM Europe 9,665 - 928 10,593
—ZTF 2002

GSAE (FBRIEEH) Asia Pacific excluding Hong Kong 11,634 332 5,984 17,950

TEREE North and South America 229 = 1,554 1,783

BUM Europe 8,428 = 385 8,813
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5 BHRERER

(@) AEBFEFERZBRARHERES

5 OVERDUE AND RESCHEDULED ADVANCES

(@) The gross amount of the Group’s advances to customers

W which have been overdue are analysed as follows:
X&E
Group
FEFEN #ERRHE
BEX Bakk Market HEHLE KEFLE HERE
Gross  Percentage value of Secured  Unsecured Specific
advances of collateral amount amount provision
F#HT  advances to TERT TERT TET TET
HK$'000  customers HK$'000 HK$'000 HK$'000 HK$'000
RZBE=F At 31st December
+=ZB=+-H 2003
NEAZATE Six months or less but
BR=A over three months 38,943 0.1% 44,929 35,556 3,387 3,574
—FEgLATE One year or less but
BN EA over six months 130,546 0.3% 39,426 35,886 94,660 76,748
B —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
RZEZ-F At 31st December
+-A=+—H 2002
NEAZATE Six months or less but
BBE=EA over three months 52,925 0.2% 47,905 41562 11,363 9,570
—FEgLATE One year or less but
BN EA over six months 22,505 0.1% 26,355 21,907 598 1,304
B —F Over one year 378,542 1.1% 305,299 251,956 126,586 113,971
453,972 1.4% 379,559 315,425 138,547 124,845

R-ZEE=F+_-_A=+—HE_ZEZT—
F+-_A=+—H8 YEAHBE=M@A
ZHRITREREMESHBBEER  BER

BEHES -

At 31st December 2003 and 31st December 2002, there were
no advances to banks and other financial institutions, trade
bills, or debt securities which were overdue for over three

months.
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OVERDUE AND RESCHEDULED ADVANCES (continued)

(by EEEBEX (b) Rescheduled advances
AEE
Group
EEFER HEFER
Bl BAk
Percentage of Percentage of
2003 advances 2002 advances
T#T  to customers FAL  tocustomers
HK$'000 % HK$'000 %
EERFEX Rescheduled advances to customers 61,487 0.2% 232,682 0.7%

(c)

RIBERTREFGFAMER=E
AZzBBEREINALX@EZE
HERINA -

BHEEBRERETENER (B
KM EEH) 2HEROT :

Rescheduled advances which have been overdue for more
than three months under the revised repayment terms
are included in the analysis of overdue advances in (a)
above.

At 31st December 2003 and 31st December 2002, there
were no rescheduled advances to banks and other
financial institutions.

Overdue and rescheduled advances are reconciled to non-
performing loans, which represent advances on which
interest is being placed in suspense or on which interest
accrual has ceased, as follows:

r£E
Group
EFER
Advances to customers
2003 2002
THET FET
HK$'000 HK$'000
BHBB=EAZER Advances which are overdue for more than three months 511,912 453,972
EEEX Rescheduled advances 61,487 232,682
573,399 686,654
B aEEA=EAENER Less: Advances which are overdue for more than three
FIBZER months and on which interest is still being accrued (3,367) (3,475)
B NEFFIBZERER Less: Rescheduled advances on which interest is
still being accrued (14,516) (20,796)
n: asTER=EARKE Add: Non-performing loans which are not overdue for
ERZTBNER more than three months or rescheduled 112,881 76,549
TEHER Non-performing loans 668,397 738,932

R-ZFZ=FR_FTT_F K&
B#8:890% 2 M R TR A BRI IR
BEBZEP °

In 2003 and 2002, over 90% of the Group’s overdue and
non-performing loans were made to counterparties located
in Hong Kong.
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5 BHREREERER @
d) FEEFIE

5 OVERDUE AND RESCHEDULED ADVANCES (continued)

(d) Accrued interest

PN |

Group
2003 2002
T#En TR
HK$'000 HK$'000

B Overdue for:

-~NMEAFATEEB=1EA - Six months or less but over three months 233 473
——FHUTMERASEA — One year or less but over six months 342 488
—BB—F — Over one year 3,442 4,422
4,017 5,383
BREE Rescheduled assets 78 71
4,095 5,454

() WEEE

R-ZZEZ=ZF+_A=+—H" ' K
£ B 2 B & E A& 35,464,000 7T (
—ZTT 4 107,113,00087T)

6 ©HEER

FRITEZE2BTEEEREERR -F
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(e) Repossessed assets

At 31st December 2003, the repossessed assets
of the Group amounted to HK$35,464,000 (2002:
HK$107,113,000).

CORPORATE GOVERNANCE

The Bank has fully complied with the requirements set out in
the Supervisory Policy Manual “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 two Assistant
General Managers designated by the Chief Executive Officer.
Twelve 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.
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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 of the Committee, all Deputy General Managers, the
Assistant General Manager in charge of Business Units, the
Head of Credit 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 strategic 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 Head of
Treasury & Markets Department, the Head of Risk Management
Department, the Head of Middle Office Department and the
Head of Systems & IT. The Committee reports quarterly to the
Board.

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
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.
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RISK MANAGEMENT (continued)

(a)

Credit risk management (continued)

The Group recognises that sound credit risk management
is essential to business growth and maximisation 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 minimising
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.

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 centralised
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.
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RISK MANAGEMENT (continued)

(a)

(b)

Credit risk management (continued)

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.

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 capitalise on 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$2,926,000,000 and US$440,000,000
certificates of deposit to secure longer term funding.

The liquidity position remained strong throughout the year
of 2003 with average liquidity ratio at 41.3% (2002:
35.9%), which was well above the statutory requirement
of 25%.
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RISK MANAGEMENT (continued)

(c)

(d)

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 2003 remained strong,
with capital adequacy ratios well above the regulatory
requirements. During the year, the Group has issued
US$120,000,000 perpetual 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 9.7% and 16.7%, respectively at
31st December 2003.

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 in the trading book. Most off-balance sheet
derivative positions arise from the execution of customer-
related 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
the ALCO. Exposures are measured and monitored on
the basis of limits like outstanding positions and stop-
loss amounts. General risk monitoring is carried out by
an independent Middle Office Department, which ensures
all trading activities are executed within approved limits.
The Group’s market risk exposures are reviewed by the
ALCO, to which all exceptions to limits are reported.
Internal Audit also performs regular review and testing to
ensure compliance with all internal guidelines.

FE TR 1T (TEM) BPRA T Industrial and Commercial Bank of China (Asia) Limited
ZET=FFIH Annual Report 2003



7

Ff oo Bt % & #

Supplementary Financial Information

BB () 7  RISK MANAGEMENT (continued)
(d) TiHEEEE (&) (d) Market risk management (continued)

H&

Number of days

=E
Number of days
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— 4 : 103,000/ 7T) °

The average daily revenue earned from the Group’s market
risk related activities during the year was HK$36,000
(2002: HK$39,000) and the standard deviation for such
daily revenue was HK$173,000 (2002: HK$103,000).
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The following histograms show the frequency distribution
of daily revenues related to market risk activities of the
Group in 2003 and 2002.
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RISK MANAGEMENT (continued)

(e)

)

(g)

(h)

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-balance 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 as 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, unauthorised activities,
system failure and natural disaster. It is inherent to every
business organisation 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.

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 and provides advice on
new products and corporate issues to ensure compliance
in all aspects.
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