AR AR A Al 7T B B R
UNAUDITED SUPPLEMENTARY iBA
FINANCIAL INFORMATION

(A EAFER R E SR
CAPITAL ADEQUACY AND LIQUIDITY RATIOS

—BT=F ZTT-HF

2003 2002
BO=E EREs
% %
RERAGCAEERNT B E Unadjusted capital adequacy ratio
at year end 19.79 20.84
REESKABRERFTELE Adjusted capital adequacy ratio at year end 19.72 21.03
FTZAMFEEIRBES LR Average liquidity ratio for December 57.89 52.49
HE+-—_A=+—RHLtZHFE Average liquidity ratio for the year
FHREBE S X ended 31 December 59.37 49.76

REFHEEARFTRLLENFE - 2B The unadjusted capital adequacy ratio is computed on a consolidated basis as required
BAECMBEERIEZHEEELER(E by the HKMA for its regulatory purposes, and is in accordance with the Third Schedule
PEERTTEMBID IR = - AIRITIMBIE  of the Hong Kong Banking Ordinance. The adjusted capital adequacy ratio
EECHMEERREL MBS RAKRAR  incorporating market risk is computed on the same consolidated basis, and is in
FTEEARIES - ARAIKEEEMEE  accordance with the Guideline “Maintenance of Adequate Capital Against Market
KRABRERFTEHLEE - Risks" issued by the HKMA.

FAFEIRBESLLEREEE AT The average liquidity ratio for the year is computed as the simple average of each
LERE G EFHE - BEE A FHEE  calendar month’s average ratio, as reported in Part | (2) of the “Return of Liquidity
TRBECEBRITEIRDID M REARE  Position of an Authorised Institution” (MA(BS)1E) calculated in accordance with the
TEVH[RAKERBESMKNER  Fourth Schedule of the Hong Kong Banking Ordinance.

7 J (MA(BS)IE)E 1(2)&0 7 FR 3 &9 8 48

A -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(B) RIECEBRITEBEOD X
“HRTEHE  EEARR
Lt R B ¥R (MA(BS)3)5E 130 R
R B N B SRR HR

1BA

The components of the total capital base after deductions as reported under Part |

of the banking return “Capital Adequacy Return” (MA(BS)3) calculated in
accordance with the Third Schedule of the Hong Kong Banking Ordinance are as

follows:
BEOHERITODOT
—E2=F _—TIT_-F
+=A +=A
=t+—H =+—H
As at As at
31 December 31 December
2003 2002
TR FAT
HK$'000 HK$'000
(E#)
(Restated)
A= N Core capital
HERFHEZBRRAR Paid up ordinary share capital 1,172,160 1,172,160
& (BEREEN) Reserves (including retained earnings) 1,774,178 1,665,529
& 9 = (B Share premium 749,778 749,778
AEFE R INE A Eligible supplementary capital
TRt EREEER Reserves on revaluation of land
H 6 and interests in land 36,868 36,868
ERIEEERARESHFEEER Reserves on revaluation of holdings of
B & 1 securities not held for trading purposes 1,917 (20,522)
—MRIRERH General reserves for doubtful debts 126,239 129,545
BRI ERNER B Total capital base before deductions 3,861,140 3,733,358
BEAEMBERNINRIEEL Deductions from total capital base (69,821) (73,463)
EHRENERERBTE Total capital base after deductions 3,791,319 3,659,895

(©) EEEF

MAJOR CUSTOMERS

RIZBEZE_FR-ZT=F  AEER
HERANGZARFAMBINEBRAERRAE
B BB A Z230% -

Total income attributable to the Group’s five largest customers combined is

substantially less than 30% of the Group’s total income for both years 2002 and 2003.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(D) HPFEX-HITEIH
ADVANCES TO CUSTOMERS - BY INDUSTRY SECTORS

1BA

BARTESBEPERZERIKE
ERELHCBERRNIER BRK
EHE N ERK] (MABS)2A) K [FRFA]
BIEEERERXR] (MABS) )T M E X
¥ERIRI ASITEER -

The information concerning advances to customers by industry sectors has been

classified in accordance with the industry categories contained in the banking returns

on “Quarterly Analysis of Loans and Advances and Provisions (MA(BS)2A)" and “Assets
and Liabilities of an Authorised Institution (MA(BS)1)" submitted to the HKMA.

—BE=HF C—ZTET_F
+=A += A
=t+—8H =+—H
As at As at
31 December 31 December
2003 2002
FET FET
HK$°000 HK$'000
EBEBFERANER Loans for use in Hong Kong
THE< Industrial, commercial and financial
—MEER — Property development 69,691 237,151
—MEKE — Property investment 2,860,186 2,836,200
— R — Financial concerns 205,792 234,694
—-BRELL — Stockbrokers 28,746 28,983
- HBRTEE — Wholesale and retail trade 116,675 183,904
—BUEE — Manufacturing 1,485,924 1,340,140
— BB RERRE — Transport and transport equipment 496,537 516,784
—Hith - Others 2,283,172 2,231,622
& A Individuals
- BEIEEAHESIX — Loans for the purchase of flats in the
[FLASREEETE Home Ownership Scheme and
BFHER Private Sector Participation Scheme 20,626 24,056
-~-BEHEMEEMENER — Loans for the purchase of other
residential properties 6,857,637 6,134,708
—ERARER — Credit card advances 449,121 541,078
—Hf - Others 694,619 640,401
15,568,726 14,949,721
BEo58E Trade finance 123,223 166,957
EBEBUIMEABER Loans for use outside Hong Kong 76,195 44,905
15,768,144 15,161,583
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

IBA
(E) 7 % P R
OVERDUE ADVANCES TO CUSTOMERS
= e
+=ZA=+-8 +-A=+-8
As at As at
31 December 2003 31 December 2002
LEREE HEHESE
ZESH ZEDR
% of % of
THER gross TAEL gross
HK$'000 advances HK$'000 advances
AYMEFEXR Overdue advances to customers'
NEAKTE=ZEANME 6 months or less but over 3 months 50,923 0.32 73,838 049
—ETHEREARE 1 year or less but over 6 months 134,126 0.85 28,170 0.19
HR—F Over 1 year 100,944 0.64 139,455 092
285,993 1.81 241,463 1.59
RRABERREL Amount of collateral held in respect of
ERmER? overdue advances? 225,913 161,595
BEEABHER Secured overdue advances 218,365 152,132
BEERAHER Unsecured overdue advances 67,628 89,331
285,993 241,463
FAREREL Amount of specific reserves made
BRI EEEE against overdue advances 54,163 53,288

1T OFBIRAE -

1. Net of suspended interest.

2 BEEEHARESRP AFWEZ 2 Incuding expected recoveries of HK$10.42 million (2002: HK$11.73 million) from

10,420,000 7T (=
11,730,000/ 7T) ©
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

1BA
(E)  @ylw P&
OVERDUE ADVANCES TO CUSTOMERS (continued)
—BE=HF —ZTET_F
+=A +=ZA
=t+—H =t+—H
As at As at
31 December 31 December
2003 2002
FET FAT
HK$'000 HK$'000
ZEAAEBBENBNARE Advances overdue for more than
ZHEBER([FB R 3 months and on which interest
amHEER]) is still being accrued
("Interest accrual overdue advances”) 221 6,399
ZEAK=EAATEBENE Advances overdue for 3 months or less
ERBIRSFIERFZ and on which interest is being placed
BHER ([F2F 1L 25 in suspense or on which
BI@mE 2 ER]) interest accrual has ceased
("Interest non-accrual but not
overdue advances”) 114,111 27,328
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(F) BNEEERATEITAL

1BA

Reconciliation between overdue advances to customers and non-performing advances

B ENRMEZ IR

—E2=F _—TIT_-F

+=A +=A

=t+-—H =+—H

As at As at

31 December 31 December

2003 2002

FET FAT

HK$'000 HK$'000

mHEPEXR Overdue advances to customers 285,993 241,463
B B RETZEHER Less : Interest accrual overdue advances (221) (6,399)

m:FeEERFEFESBRER Add : Interest non-accrual but not

overdue advances 114,111 27,328

TEITEHER Non-performing advances 399,883 262,392
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

IBA
(G) HEBFWZEFEXK
RESCHEDULED ADVANCES TO CUSTOMERS
“EEZF e 3 k3
+-A=t-H TZA=+—H
As at As at
31 December 2003 31 December 2002
HERBE FEZEE
ZES ZESH
% of % of
TERT gross FTAET gross
HK$'000 advances HK$'000 advances
EEBRRHECEFEN Rescheduled advances to customers'
FIERHCETERHER Interest accrual rescheduled advances 198,272 1.26 191,428 126
FIEFILRFVER Interest non-accrual rescheduled
BRAER advances 85,631 0.54 8,694 0.06
283,903 1.80 200,122 132
HETENBERRELZ Amount of collateral held in respect of
EHRREE rescheduled advances 246,574 176,247
EEAETENYER Secured rescheduled advances 234,620 169,260
BEERAETENNER Unsecured rescheduled advances 49,283 30,862
283,903 200,122
RETENBERRELZ Amount of specific reserves made
BRI EEHE against rescheduled advances 16,208 14,535

1 BHBREB @A EREEMTEE) 1. Net of rescheduled advances which have been overdue for over three months and were

BMEPERTERZETERNE

=+
Koo

reported in Note (E) Overdue advances to customers.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

IBA
(H) aMEEZSH
ANALYSIS OF OVERDUE ASSETS
EstFE ANEELRE
BX Accrued Total overdue
Loans interest assets
FET FET FET
R=ZZEE=F+=A=+—H As at 31 December 2003 HK$'000 HK$'000 HK$'000
Ling-t Overdue for
NEBUTHE=EANL 6 months or less but
over 3 months 50,923 6 50,929
—FUTHERNBANL 1 year or less but
over 6 months 134,126 134,126
BB —F Over 1 year 100,944 100,944
285,993 6 285,999
FEETAE BHEEMERE
B3 Accrued  Total overdue
Loans interest assets
AT AT AT
RZEEZF+ZA=+—H As at 31 December 2002 HK$'000 HK$'000 HK$'000
prng=ti Overdue for
NE A AT ME=1E A B E 6 months or less but
over 3 months 73,838 96 73,934
—FLATNHESREARN E 1 year or less but
over 6 months 28,170 0 28,170
HBiE—F Over 1 year 139,455 0 139,455
241,463 96 241,559
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION iBA

(D W e S A % AR 4R B K Tk i T 1S R
REPOSSESSED ASSETS AND ASSETS ACQUIRED UNDER LENDING AGREEMENTS

R-ZEE=F+=-A=+—H  &EE
WEEERBEER G ENEEELSE
4 #£591,033,0008 L (ZEEZF -
722,459,000 7T) °

() 5 55

The total repossessed assets and assets acquired under lending agreements of the Group as
at 31 December 2003 amounted to HK$591,033,000 (2002: HK$722,459,000).

CROSS-BORDER CLAIMS

SVE SRR BIRERENBREL
R R BB RZ B PTH
BREEZEERRELRE - —KRM
T W% A RS R B AN
ZEAMBR 2 E ] A T EH R
SEETA-REMFELUNS —BR
ZB/INTITRE - AIZBETRRER -

The information on 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 taking into account any transfer of risk. In general, such transfer of
risk takes place if the claims are guaranteed by a party in a country which is different
from that of the counterparty or if the claims are on an overseas branch of a bank
whose head office is located in another country.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

1BA
9D AR ()
CROSS-BORDER CLAIMS (continued)
x&
The Group
BITREAM
tRBE DNERE
Banks and Public

R-ZEBZ=#+=-A=t+-H As at 31 December 2003 other financial sector Htt ok
HE%T Figures in HK$Million institutions entities Others Total
SHAFFHE (FEEEE) Asia Pacific excluding Hong Kong

—BM - Australia 562 0 211 73

— K - Singapore 1,478 0 45 1,523

-B%K - Japan 15 0 0 15

- Hitr - Others 3 0 7 74
EEM North America

-mEX - Canada 107 0 1 108

-% - United States 200 1,632 34 1,866
mEnty Caribbean

-BRE - Bermuda 0 0 12 12

-HERE - Cayman Islands 0 0 81 81

- Hitr - Others 0 0 80 80
FR - B Middle East - Bahrain 233 0 0 233
i Western Europe

il - Belgium 15 0 0 15

-&5 - Germany " 0 "

-V - Italy 2 156 0 158

-ERE - Luxembourg 4 0 19 60

-HH - Netherlands 458 0 0 458

-t - Switzerland 227 0 0 227

-% - United Kingdom 1,237 0 7 1,244

- Hitr - Others 5 0 0 5

4,594 1,788 561 6,943
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

1BA
() AR ()
CROSS-BORDER CLAIMS (continued)
K&
The Group
RITREAM
TRIEE N
Banks and Public

R-ZZ-E+-A=+-8 As at 31 December 2002 other finandial sector Hib BE
BE®T Figures in HK$Million institutions entities Others Total
TNATEFHE (TREERHE) Asia Pacific excluding Hong Kong

— BN - Australia 356 0 0 356

— % - Singapore 1,989 0 0 1,989

- - China 0 5 0 5

—Hft - Others 15 0 40 55
EEM North America

VN - Canada 102 0 1 103

-%H - United States 13 1 127 141
mEtt Caribbean

-HEME ~ Cayman Islands 0 0 79 79

—Hit - Others 0 0 197 197
mR-E# Middle East - Bahrain 157 0 0 157
il Western Europe

il - Belgium 3 0 0 3

—1E - Germany 164 0 0 164

- - France 4 0 2 6

—HH - Netherlands 275 0 0 275

- R - United Kingdom 689 0 4 693

—Hit - Others 14 0 39 53

3,781 6 489 4276
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION iBA

(K A B
FOREIGN EXCHANGE EXPOSURES

ERINE 2R FHLEBMERIFE  The net positions or net structural positions in foreign currencies are disclosed as

ZHWENT follows:
iy
The Group
R-ZBZE=F+-HA=1+-H
As at 31 December 2003
Ey i B
Equivalent in us BT NewZealand  Australian 2t ag
BEETEE HKS'Millions Dollars Euros Dollars Dollars Others Total
HEEE Spot assets 5,467 914 547 1,290 947 9,165
REEE Spot liabilities (7,008) (606) (447) (1,199) (809) (10,069)
BHEA Forward purchases 6,050 1,640 Ly} 677 1,011 9,420
BHEN Forward sales (4,579) (1,951) (132) (737) (1,149) (8,548)
HEEFE Net option position 0 0 0 0 0 0
R/ (R)EFE Net long/(short) position (70) 3) 10 31 0 (32)
Ey i B
us Bt NewZealand  Australian Hit ok
Dollars Euros Dollars Dollars Others Total
ERUERRTE Net structural position 0 0 0 0 0 0
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

IBA
v A
(K) Al EE JR\ Bai ()
FOREIGN EXCHANGE EXPOSURES (continued)
K&
The Group
RZZEZZF+-RA=1+—-H
As at 31 December 2002
ey @ BT
Equivalent in us Bi7L  NewZealand  Australian Hit asm
BEETEE HKS$ 'Millions Dollars Euros Dollars Dollars Others Total
HEEE Spot assets 4,204 287 450 920 230 6,091
HERBE Spot liabilities (4,945) (195) (379) (865) (441) (6,825)
EHE Forward purchases 1,547 185 4 165 543 2,444
BHE Forward sales (803) (279) (75) (214) (338) (1,709)
HEREE Net option position 0 0 0 0 0 0
5/ (8838 Net long/(short) position 3 2) 0 6 6) 1
eV @ BT
us BT New Zealand Australian Hi B
Dollars Euro Dollars Dollars Others Total
EREERIE Net structural position 0 0 0 0 0 0
(L) o\ R

CORPORATE GOVERNANCE

AEBRHETRKFRARESR IR
FRAETEELREERRMNEETR
BT 0 B R E S [ AN R AT R AT M

MBEER] -

The Group is committed to high standards of corporate governance, and has complied
throughout the year with the module on “Corporate governance of locally
incorporated authorised institutions” under the Supervisory Policy Manual issued by
the HKMA.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION iBA

M) FHEZBH

KEY SPECIALISED COMMITTEES

WMITRE MW - T RIFHTT
BEAK - BERERREZETE -
ZEERREENRAERTHEA
REERKLTERE  BEEL
BREEREERK BXRKREK
RREMBE-—REREH - X8
ENREZTENEELZES AR
EREMZEFTERETRBAANN
EERE -

(il FEZES

FEZBEHEZTENL AREA
RITZEERRERTIF - %%8
SEEMSETMASE —rEJETJ““

EEREREREERBRSLZEE
B WRTHREHRHERRIE
BEE EEZEgsHREHRE
ERRERERIEH G EEE
ERETHHDEEEZCAR - %%
ia%ﬁ#EMEEk%ZEM’
WHEEEEEEREES - %8
BEEREREE Z2EERR -

The Board of Directors has established a number of governing committees including
the Executive Committee, Asset and Liability Committee, Audit Committee, and
Remuneration Committee.

(i) Executive Committee

The Executive Committee comprises independent, executive and non-executive
directors and is delegated the authority to act on behalf of the Board of Directors.
The Committee meets as required to review and approve the Bank’s risk
management strategy and various policies which include, but are not limited to
credit and lending policies, capital investment policy and other ad hoc general
management issues. It also serves as the credit committee of the Board to review
and approve credit applications within limits assigned by the Board.

(ii) Credit Committee

The Credit Committee has been established by the Board to carry out the Bank’s
credit risk management functions. It meets twice a week and is responsible for
approving, advising and recommending to the Chief Executive the approval of
credit exposures in accordance with the credit authority limits. The Credit
Committee reviews and implements measures on credit risk management and
controls and plays a key role in credit monitoring. It reviews loans extended by
lending officers and provides guidelines to all lending officers to assist them in
monitoring the credit risk of the loan portfolio.
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M) FEEREEH @

KEY SPECIALISED COMMITTEES (continued)

(iIVEERAEBEZEES

BERAEBEZESHNITHITHAR
BoBTEE UBeE . FE-
UNERITBRAREENSREEAR
MK - ZESRANZBEMEES
BiT—R&#x  RAREAREHB
IEGIEESRIEEEER  BRE
ENAERARK ZEEMNIER
B BEE MR ARITS AR
MR E e RBRHER - FHlE S
TITRENE © B EARE ) LA R SF
ZEaTHERNREANTTERE
ENBEEE REREMERE
BEENEER  UREBFSHME -
ZEaNGEEREESERNE
BEBER - BN E RO E ST &
AR B2 TR K I3 $HHOHEAT -
o BEERBBEZEENNGA
B2 AR PT PR ¥ EE Y LR B
BN - UHEBRREFHER -

EREEE

REBEH=BIFTEREN
HpRENHIR/BIAL - ZEER
SEFRLBETHRSHE  LER
RERERNFSH® EXEES
HRFTDERARITZHBRRB
Be-ZZEgTRERMAMER
RIS ERABRIMNEZR
Bz Big - AREIEEEET
MEPEER ~ JETE R A R IMNBAZ BR
BEL 2 HBRER -

B

/i

(iii)Asset and Liability Committee

The Asset and Liability Committee is comprised of the Bank's Chief Executive,
executive director, chief financial officer, treasurer, and senior managers as
appointed by the Chief Executive. The Committee meets on a weekly basis with
the internal auditor and chief compliance officer attending the meeting as
observers to ensure overall compliance with the governing policies. The
Committee’s main responsibilities include regular review of the Bank’s operations
relating to interest rate risk and liquidity risk and in particular the Bank’s ability to
meet its funding obligations, and its compliance with statutory liquidity and
capital adequacy requirements. The Committee regularly reviews and endorses,
for Board approval, the Bank’s policies governing asset and liability management,
investment, and other risk management issues. It also formulates both long term
strategy for the sources and uses of funds and short term directives to address
prevailing conditions and monitors the implementation of these strategies and
directives. In addition, the Asset and Liability Committee assesses the risk and
profitability of a new product proposed by respective business units and approves
new products.

(iv)Audit Committee

The Audit Committee comprises of three non-executive directors, majority of
whom are independent. It meets at least four times a year and additionally when
deemed necessary. The Audit Committee ensures adequate supervision of the
Bank’s financial reporting processes. The Committee also reviews the internal audit
programme and reports, ensures co-ordination between the internal and external
auditors, and monitors compliance with internal policies, statutory regulations and
recommendations made by the external auditors.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION iBA

M FEZEE @

KEY SPECIALISED COMMITTEES (continued)

WVEHNZEE

FHEZBEMEFE 2 IFMTER
FRITRIETE RMB B IFNITE
FEX - ZZEERFERTEE
NEH R ESRITHAE (B
TR - AITEZRRITAIRED
ZEHMITR  ATEELESEEF
HERGFHMZIRE

(N) B 45 Bt

(v) Remuneration Committee

The Remuneration Committee comprises of the Board’s non-executive Chairman,
non-executive Vice Chairman and two independent non-executive directors. The
Committee meets as required to review and approve the remuneration packages
for senior executives which include the Chief Executive, Executive Director, and
Executive Vice Presidents. Executive directors do not play a part in decisions on

their own remuneration.

MANAGEMENT OF RISKS

AEEERBERREREERAR R
BED  EARTSREBROBERIER
RREREREANTEZRESHE  £8
ENETERESR  YEHRNAEE
BRI 2B - NEDAZEED 5 E B
ETRBABRTABRRIERF °

() FERRER

EERRBRRERAXRSEF R
BEETEAL  WXREAKEZE
REIBE ME PTETAR

L dRTT TS o

\

AEBEZEEBRRBAEBEAER
o BHRREEEGRT EFg
BEZEEEHBE FREER
F BERSBESRBREEEL
RE - X2EEFBRTEIANZH
ERBECHMEERE R R
FIRE MM 23]

The Group has established policies and procedures for the control and monitoring of
credit risk, liquidity, capital and market risk. The risk management policy is formulated
by the Executive Committee, which also monitors risk and regularly reviews the
effectiveness of the Group’s risk management policies. The internal auditors also
perform regular audits to ensure compliance with the policies and procedures.

(i) Credit risk management

Credit risk arises from the potential that a borrower or counterparty will fail to
perform under an obligation. It arises from the lending, trading, treasury,
derivatives and other activities.

The Group’s credit policy incorporates prudent underwriting standards. The policy
defines the credit extension criteria, the credit approval authorities delegated from
the Board, the credit monitoring processes, the loan grading system and
provisioning policy. It also takes into account the requirements in the Hong Kong
Banking Ordinance and the guidelines issued by the HKMA with respect to large
exposures and provisioning requirements.
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(N) )& B 45 B o)

MANAGEMENT OF RISKS (continued)

EXgNTLZEQEREARRE
EXgEMEERH - THAERR
BEEERTRANATEESZ
B EERD  MOTRERTLE

FEHERTEEZRER AL
8 - FEZEHEZRENE
@*Eﬁiﬂ*ﬁQKX%MAZ

B D RERER -

SRR EERTERTARE
B OHEEE Hﬁ“@%ﬁ&%
TR EEZBEETR—FER
R \§TE%E%E:

- BUBREERZ BERFE
ﬁ%\%giﬁﬁﬁ~ﬂhﬁ
BERATARMBEERZE

— BINARBITRMBEENR

Aﬁ/—*

AA T

- RABRHEALEEE:

— HBEFRFRHE

- E,ﬁﬂﬁﬂﬂ fERER B “‘%Eiﬁg
RAESER  BEEER
ﬁ%@@*l%@h%&%@
BREREESEH -

7 5% (5] [R) B 7 61 E BOR DA AR IR
MEMEHERERZBEERIL
EH - MEABZAFILBEREM
HEHAT - 2T BBRRRIERIERF -

The Executive Committee of the Board has been delegated the power to approve
credits on behalf of the Board. The Chief Executive Officer, who has been
delegated by the Board a lower credit approval authority than the Executive
Committee, has in turn delegated lower authorities to the Credit Committee as
approved by the Board of Directors. Approval takes into account facility structure,
tenor, the repayment ability of the prospective borrower and available security.

The credit departments, Corporate and Retail Banking Risk Management Unit and
Consumer Finance Risk Management Unit, receive their authority and delegated
responsibilities from the Credit Committee to provide centralised management of
credit risk. They are responsible for:

— independent evaluation of credit applications, which covers facility details,
credit grade determination, risk review and analysis and financial spreads;

— control of cross-border exposures, as well as those to banks and financial
institutions;

—  portfolio management of risk concentrations;

— maintenance of the loan grading system; and

— reporting to the Risk Management Committee regularly on aspects of the
loan portfolio. This includes information on large credit exposures, industry
exposures, country exposures and levels of bad debt provisioning.

The Group has established guidelines to ensure that each new product is designed
and reviewed by a product committee. All relevant internal departments are
required that they have put in place the appropriate processes, systems and
controls before the product is approved by the Asset and Liability Committee.
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(N)

JE\ B 45 PR )

MANAGEMENT OF RISKS (continued)

(i)

EREITERTEBESB - A
RATTREE R N EBEE IR
MEBEERSETESR - RE2A
aBmED - BNFFPENEER
@ ARABITERREONERTD
REERE  NWER—EFENE
REE - RITESBENEPERD
79 B M EO)A R EE -

HEEABREMNERTEAARR -
REEERRE - RIAMEERSET -
MITETAZEERBRAEERZ
EERANMEHERRECES
MmEME - STETAFEERRI Y
B RMTE36(0) T AR FE -

RBETERER

RBECRBREENREESRARERS
FEARBIRE R RS UEMTRIR
BkANERETENER - A5E
CEREREENTHES - LR
BEDMESHEBTNEE  AER
AHEHEENEBMER K - W
LEREEENRDESLE - £
A LR HE - AEBZTT
—Ft+ AR ARBESLERA
57.89% @ —ETZ=F+_-A=+—
HHFEREES LR A59.37%
RERETER25%REERK -

Performance of loans is monitored through regular reviews and management
reports submitted to the Chief Executive Officer as well as the Internal Control
Department. To avoid concentration of risk, credit exposures to individual
customer groups and advances to industry sectors are carefully managed to
achieve a balanced loan portfolio. Analysis of advances to customers by industry
sector is disclosed in Note (D) above.

Unlike on-balance sheet instruments, where the credit risk is generally represented
by the principal value, the credit risk for derivatives is the positive replacement cost
together with an estimate for the potential future change in its market value. The
credit risk exposure on derivatives is disclosed in Note 36(b) of the financial
statements.

(ii) Liquidity management

Liquidity risk is the risk that not enough cash will be generated from either assets
or liabilities to meet deposit withdrawals or contractual loan funding. The Group
manages the liquidity structure of its assets, liabilities and commitments so as to
ensure that all group operations can meet their funding needs and that the
statutory liquidity ratio is complied with. As disclosed in Note (A) above, both the
Group's consolidated liquidity ratio of 57.89% for December 2003 and the
average liquidity ratio of 59.37% for the year ended 31 December 2003 were well
above the statutory minimum ratio of 25%.
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MANAGEMENT OF RISKS (continued)
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The Asset and Liability Committee reviews the current and prospective funding
requirements for all operations through daily monitoring of the liquidity ratio and
the maturity mismatch profile. The liquidity risk is managed by holding sufficient
liquid assets (e.g. cash and short term funds and securities) of appropriate quality
to ensure that short term funding requirements are covered within prudent limits.

Current, fixed, and other deposits of customers form a significant part of the
Group’s overall funding. Its composition has remained relatively diversified and
stable. In order to lengthen the duration of the funding, the Bank periodically
issues certificates of deposits with maturities of not more than 5 years.

The liquidity ratios are disclosed in Note (A).

(iii) Capital management

The Group's policy is to maintain a strong capital base to support the development
of the Group’s operations prudently, with the aim of diversifying its business
activities, including the future expansion of the branch network, increasing the
customer base, introducing new financial products and meeting the statutory
capital adequacy ratio. As disclosed in Note (A) above, both the Group’s adjusted
capital adequacy ratio incorporating market risk of 19.72% and the unadjusted
ratio of 19.79% as at 31 December 2003 was well above the statutory minimum
ratio.
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MANAGEMENT OF RISKS (continued)
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Capital is allocated to the various activities of the Bank depending on the risk
taken by each business division. Where the subsidiaries are directly regulated by
other regulators, they are required to maintain minimum capital according to the
regulators’ rules. Certain financial subsidiaries, as specified by the HKMA, are
subject to the HKMA's capital requirements for its regulatory purposes.

Capital adequacy ratios and components of the capital base are disclosed in Note
(A) and Note (B).

(iv)Market risk management

Market risk

Market risk is the risk that movements in market rates and prices, such as interest
rates and foreign exchange rates on the Bank’s assets, liabilities and commitments
will result in profits or losses to the Group. Market risk arises on financial
instruments which are valued at current market prices (“marked to market”) and
those valued at cost plus any accrued interest (“accruals basis”).

The Bank transacts in the money market, foreign exchange market, equity market
and capital market giving rise to market risk exposures. Positions are taken as a
result of the execution of customers’ orders, market making activities, and
positions taken in order to hedge the Bank’s open position. The Bank does not
engage in proprietary trading of foreign exchange, but merely executes customer
orders.
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MANAGEMENT OF RISKS (continued)
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Financial instruments traded include debt, equity and other securities and certain
derivatives. Derivatives are contracts whose value is derived from one or more
underlying financial instruments or indices defined in the contract. They include
swaps, forward rate agreements, futures, options and combinations of these
instruments. Derivatives are used to manage the Bank’s own exposures to market
risk as part of its asset and liability management process. The principal derivatives
instruments used by the Bank are interest, equity and foreign exchange rate
related contracts, which are primarily over-the-counter derivatives. Most of the
Bank’s derivatives positions have been entered into to meet customer demand and
to hedge these and other trading positions.

Risk management

The Group has established clear market risk policies, including limits, reporting
lines and control procedures, which are reviewed regularly and approved by the
Directors. Market risk is managed within various limits approved by the Executive
Committee. These limits are determined for each financial instrument and include
limits on product volume, gross and net positions, position concentrations, mark
to market limits, stop loss limits and risk position limits.
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The Group uses a value-at-risk (“VaR") measure as a mean of controlling the
Bank’s market risk. The VaR is an estimate, with a defined confidence level, of the
potential loss which might arise due to changes in the value of investment
portfolios, if positions were held unchanged for one business day. The calculation
uses the variance-covariance model as the means to estimate the statistical
confidence level. The Bank estimates the VaR of its investment portfolios with a
confidence level of 95% and 99%. In addition, stress testing is performed on the
portfolios and on a consolidated basis to assess the potential income statement
impact as a result of extreme movements in market prices. The 95% and 99%
VaR for the Bank’s investment portfolio, including Hong Kong Exchange Fund Bills,
at 31 December 2003 were HK$15,357,335 and HK$21,720, 165 respectively. The
average VaR at 95% and 99% confidence level for 2003 were HK$11,738,378
and HK$16,601,808 respectively.

Market risk exposure

The Group adopts a prudent approach to managing its trading portfolios, and
reduces any excessive market risk by executing offsetting transactions or hedging
contracts with other market counterparties. Market risk ensues once the Group
takes positions in markets such as foreign exchange, interest rates, securities and
equities. Such positions are driven by execution of customer orders, proprietary
trading and hedging.
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REBEZHamiGRKEEREE The Group’s maximum market risk exposures are set by the Asset and Liability
LFEBEZEEAITE - WEMEER Committee. Exposures are monitored and reported to the management regularly.
MEEEENR FENBRTERS The average daily revenue generated from the treasury’s trading activities for the
TRER RS E AR A62,120 year was HK$62,120 and the standard deviation was HK$65,785. An analysis of
BT - BERZE /65,7858 T © N the Group’s trading revenue is shown below:

SEzZZHEIFMT

Daily Distribution of Trading Revenue for the Year 2003 (Jan - Dec)
—EE-FE(—Zt+tZRH)BEXRSZKESMH

45
40
40
35 -
2 fl
o 30
: |
# o 25 I -
] 21 21
Ne}
= 20 &
Z 15 m
| | e
" 1| §
s 4 4
| | | Ili2 AR 11 P 11 1
TTTTTT
o o o (@] o o o o o o o o o o o o
N (@} N N (@} N o N o LN o LN o LN o
- - ' — — ~N ~N m m < < LN LN (e}
Revenue (HK$'000)
WA (F#&7T)
LA EBREERN296M[MZ B A - This shows a maximum daily loss of HK$146,714 with 20 days out of 296 days
20Kk 5EE  &EeBHEX showing losses. The most frequent result was a daily revenue falling between
146, 7148 7T - ZRIFERHRERE HK$40,000 to HK$50,000 with 40 occurrences. The highest daily revenue was
H Y25 %340,00078 7T E 50,0007 7T - HK$538,710.
WHIETI0R c &= BHKRER

538,710/ 7T °

ANNUAL REPORT 2003 H INTERNATIONAL BANK OF ASIA LIMITED 13 3



