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

1 EXZEHERARBESLE 1 CAPITAL ADEQUACY AND LIQUIDITY RATIOS
2005 2004
BARF R LR Capital adequacy ratio 15.8% 17.4%
CHBEEAT X Adjusted capital adequacy ratio 15.7% 17.4%
MEESHL R Liquidity ratio 36.5% 37.8%
BARTE R EIEARIRTT - FELLIRTT © ICBC (Asia) Nominee The capital adequacy ratio represents the consolidated ratio of the Bank,
Limited ICBCA (C.I) Limited & R Bt P £ B EEF R Belgian Bank, ICBC (Asia) Nominee Limited, ICBCA (C.I.) Limited and
NERZETWEFE+ A=+ —HKEEETT + ICBC Asia UB China Business Management Company Limited as at 31 December
Wa Pei Limited (B f8Z £ $R877) ~ ICBC (Asia) Nominee 2004, and the Bank, ICBC Asia Wa Pei Limited (formerly known as Belgian
Limited ICBCA (C.I) Limited ~ KBt P EBKEEFR Bank), ICBC (Asia) Nominee Limited, ICBCA (C..) Limited, UB China

ARAREBRTIN _FZERAF+ _A=T—HEBFER

TERPIMER=ZREZRAELE -
KABREARFT R RIEAREST - FHIRTT + ICBC (Asia)
Nominee Limited + ICBCA (C.1.) Limited & /& B I%i%

ERERABIN_ZETNF+ A =+—HRAKRT
ICBC Asia Wa Pei Limited + ICBC (Asia) Nominee Limited -
ICBCA (C.I.) Limited + REt R Bl XS E R AR A A R E
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Industrial and Commercial Bank of China (Asia) Limited

Business Management Company Limited and Chinese Mercantile Bank
as at 31 December 2005, computed in accordance with the Third
Schedule of the Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated ratio of
the Bank, Belgian Bank, ICBC (Asia) Nominee Limited, ICBCA (C.I.)
Limited and UB China Business Management Company Limited as at 31
December 2004, and the Bank, ICBC Asia Wa Pei Limited, ICBC (Asia)
Nominee Limited, ICBCA (C.1.) Limited, UB China Business Management
Company Limited and Chinese Mercantile Bank as at 31 December 2005,
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 31 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 and Belgian Bank for the year ended 31 December 2004,
and of the Bank and Chinese Mercantile Bank for the year ended 31
December 2005, computed in accordance with the Fourth Schedule of
the Hong Kong Banking Ordinance.
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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 as at 31 December and reported to the Hong

DT Kong Monetary Authority is analysed as follows:
TEE
Group
2005 2004
FER FHET
HK$’000 HK$'000
BB Core capital:
B @A Paid up ordinary share capital 2,242,518 2,095,930
TR E Ordinary share premium 5,323,893 4,700,602
Al EIRE R RIR D R E Convertible preference share premium 16,126 16,126
(Ees Reserves 1,404,323 1,309,690
Bk - gE Deduct: Goodwill (936,520) (870,514)
8,050,340 7,251,834
BERWIMER : Eligible Supplementary capital:
T R TR 2 SR Reserves on revaluation of land and interests in land 18,917 77,420
IFEEERGZES Reserves on revaluation of holding of securities
EHHE not held for trading purpose (67,821) (2,390)
—MREEEHSD General provision for doubtful debts = 503,535
BRMELE 2 EEREERS Collective impairment allowances for
FOETE R impaired assets and regulatory reserves 561,611 -
KAIRIEER Perpetual subordinated debts 1,930,612 1,932,904
BRHARERER Term subordinated debts 3,408,163 3,415,325
AERHINE A 4REE Total eligible supplementary capital 5,851,482 5,926,794
BRI 2 BB A% Total capital base before deductions 13,901,822 13,178,628
k- Deductions:
FEWB R SIER AT 2 &5 Shareholdings in subsidiaries or holding company (28,806) (15,202)
HEFE R R 2 R A E Exposures to connected companies (580,761) (578,761)
BEIEMBRAREDZ=1 Equity investment of 20% or more in
A B2 non-subsidiary companies (14,508) (14,508)
______________________ (624,075) (608,471)
HRR 2 &N B Total capital base after deductions 13,277,747 12,570,157
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3 CURRENCY CONCENTRATIONS

The net position in foreign currencies are disclosed when each currency
constitutes 10% or more of the total net position of all foreign currencies.

—EERF As at 31 December 2005
+=A=+-8
biN-3c |
Group
EY BT A A AR¥ “@st
US$ Euro JPY AUD RMB Total
BILEE Equivalent in Hong Kong dollars HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REAE Spot assets 45,309,000 - 1,806,000 - 274,000 47,389,000
RERE Spot liabilities (54,237,000) = (227,000) = (193,000) (54,657,000)
REHEA Forward purchases 17,817,000 - 420,000 - 1,485,000 19,722,000
RHE Forward sales (8,349,000) - (1,921,000) - (1,508,000)  (11,778,000)
R TR Net option position (16,000) = (1,000) - - (17,000)
REFH Net long position 524,000 - 77,000 - 58,000 659,000
—TETYEF As at 31 December 2004
+=-A=+—H
AEE
Group
e BT A BT ARE 1
Uss$ Euro JPY AUD RMB Total
BILEE Equivalent in Hong Kong dollars HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REAE Spot assets 35,587,000 3,964,000 - 3,219,000 175,000 42,945,000
RERE Spot liabilities (51,425,000) (1,852,000) - (3,178,000) (116,000) (56,571,000)
REHEA Forward purchases 27,449,000 482,000 - 131,000 1,296,000 29,358,000
BHEN Forward sales (11,622,000) (2,598,000) - (159,000) (1,294,000) (15,673,000)
(') /REFSE Net (short)/long position (11,000) (4,000) - 13,000 61,000 59,000

HERErR Y RATESNEERIE Z KRR
REITGEFTE -
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The net options position is calculated using the model user approach
which has been approved by the Hong Kong Monetary Authority.

Industrial and Commercial Bank of China (Asia) Limited
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4 HEEHR 4 SEGMENTAL INFORMATION
(@ BEFER (a) Loans and advances to customers
() EBOESIE2EFERRE (i) Gross loans and advances to customers by industry sectors
TEE
Group
2005 2004
FET FHET
HK$’000 HK$'000
ERAFRAZER Loans for use in Hong Kong
Trakem Industrial, commercial and financial
—MEER — Property development 4,202,630 2,694,880
—EKE — Property investment 10,554,322 8,347,495
— R E — Financial concerns 3,709,737 4,022,477
—KRELL — Stockbrokers 91,305 19,159
— B RTERE — Wholesale and retail trade 1,665,212 2,306,936
—+ARITHE — Civil engineering works 830,649 665,885
—BlEE — Manufacturing 6,195,831 6,354,464
— B L ER R — Transport and transport equipment 9,323,538 8,555,892
-8B BEREEA — Electricity, gas and telecommunications 1,140,181 1,378,126
—BIE  EFERRRE — Hotels, boarding house and catering 1,232,911 2,070,985
—Hh — Others 5,136,568 4,825,332
A Individuals
—BEIEEBEEHNE - — Loans for the purchase of flats in Home Ownership Scheme,
[FLAZ ZRERTE & Private Sector Participation Scheme and
[fAEE EEFEEFZ2ER Tenants Purchase Scheme 130,242 128,481
—BEHMEEMEZER — Loans for the purchase of other residential properties 11,447,846 12,512,124
—(EHBER — Credit card advance 51,198 63,315
—HAh — Others 980,815 1,038,187
EomE Trade finance 5,501,227 4,547,376
ERBUIMERZER Loans for use outside Hong Kong 6,105,075 659,543

68,299,287 60,190,657

(il HEEIEsEFERBE (i)  Gross loans and advances to customers — By geographical
RZZETERAF+-_A=+—RHRZ=ZZEZ areas
ME+—A=1+—H  KNEBEO%A At 31 December 2005 and 31 December 2004, over 90% of
BEER - BE/TEHRBSHERY the Group's loans and advances to customers, impaired/non-
RGFEMREE - REBEASHE - I performing loans and overdue loans were made to
K REZSGFERTRABRR S —F counterparties located in Hong Kong. In determining this
FIEER 2 BB AR - analysis, it has not been taken into account of transfer of risk

with respect to claims guaranteed by a party in a country
different from that of the counterparty.

PEI TRSRIT @EM) BPRAF ¢ Industrial and Commercial Bank of China (Asia) Limited 179
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SEGMENTAL INFORMATION (continued)

(b) Cross-border claims
The Group analyses cross-border claims by geographical area. In
determining this analysis, it has been taken into account of any
transfer of risk with respect to claims guaranteed by a party in a
country different from that of the counterparty. Those areas which
constitute 10% or more of the aggregate cross-border claims are

as follows:
AEE
Group
RITRAFER
Hih & mhiis
Banks and NERE
other Public
financial sector Hi st
institutions entities Others Total
BHEBT BEAT BESBT BEBT
HK$ million HK$ million HK$ million HK$ million
R-ZEZHRF+=-A=+—H As at 31 December 2005
DRE T eEED) Asia Pacific excluding Hong Kong 10,659 483 8,569 19,711
bEREE North and South America 1,001 438 5,776 7,215
AR K FEM Middle East and Africa 609 = 792 1,401
B Europe 20,334 97 1,049 21,480
RZTETWF+=—A=+—H As at 31 December 2004
TARE (TBEEE) Asia Pacific excluding Hong Kong 12,045 569 4,702 17,316
IEEREZE North and South America 838 303 3,865 5,006
BOM Europe 9,698 2,146 1,181 13,025

180 FEITE#RT GEM BMRAF © Industrial and Commercial Bank of China (Asia) Limited
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5 OVERDUE, RESCHEDULED ADVANCES AND
REPOSSESSED ASSETS

(a) The gross amount of the Group’s advances to customers which
have been overdue are analysed as follows:

rEH
Group
{8751
hHEFER KHRHE BEA IR REEE
HWEMR BOK Market <8 €% Individual EIEEE
Gross Percentage value of Secured Unsecured impairment Specific
advances of  collateral amount amount allowance  provision
F 7t advances to FET FHET FET FHET FET
HK$'000 customers HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R-ZEZRF At 31 December 2005
+=ZA=+—H
NMEASLATE  Six months or less but
HBiE=1EA over three months 105,922 0.2% 50,134 26,060 79,862 41,454 -
—F A TE One year or less but
wBd N EA over six months 94,553 0.1% 22,797 12,039 82,514 69,171 -
il —F Over one year 136,180 0.2% 21,114 13,326 122,854 107,994 -
336,655 0.5% 94,045 51,425 285,230 218,619 -
RZZTTMF At 31 December 2004
+=—A=+—H
NEASKLATE  Six months or less but
Bd=18A over three months 35,488 0.1% 44,299 28,544 6,944 - 8,311
—F LA E One year or less but
HaiE /N E A over six months 17,875 0.0% 21,287 14,308 3,567 - 4,133
Bid—F Over one year 425,329 0.7% 126,326 109,407 315,922 - 253,572
478,692 0.8% 191,912 152,259 326,433 - 266,016

PETERIT G BRAF

ZERTRFFR
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5 Ef -EEERRKEEE@® 5 OVERDUE, RESCHEDULED ADVANCES AND
REPOSSESSED ASSETS (continued)
(b) AEEEEER2BHEITH (b)  The gross amount of the Group’s trade bills which have been overdue
BESNTWOT - are analysed as follows:
rEH
Group
& 5
hHEFER BERTE BHEA E|IEA  HEES
HER Eilss Market Ex-] €% Individual ZEEERE
Gross Percentage value of Secured Unsecured impairment Specific
advances of collateral amount amount allowance  provision

F# T advances to FET FHET FET FET FHET
HK$’000 customers HK$'000 HK$'000 HK$’000 HK$'000 HK$'000

R-ZEZRF At 31 December 2005

+=A=+—H
NEASLAT{E  Six months or less but
HBidE={8A over three months 1,440 0.0% 2,295 1,440 = 1,440 =
—F A TR One year or less but
HBiE 7 ME A over six months 1,864 0.0% = = 1,864 1,962 =
BB —F Over one year = 0.0% = = = = =
3,304 0.0% 2,295 1,440 1,864 3,402 -
RZEZPF At 31 December 2004
+=ZA=+—8
SNMEBASLATE  Six months or less but
BiE={8A over three months - - - - - - -
—FHZATE One year or less but
HBidEsNE A over six months - - - - - - -
BB —F Over one year - - - - - - -
RZEERAF+_A=+—BR-_ZTZTNF At 31 December 2005 and 31 December 2004, there were no
+TZA=FT—H TEAHBB-FAZIR advances to banks and other financial institutions and debt securities
TRXEREMNESREEERRES ° which were overdue for over three months.

182 FEITE#RT EM BMRAF © Industrial and Commercial Bank of China (Asia) Limited
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OVERDUE, RESCHEDULED ADVANCES AND

REPOSSESSED ASSETS (continued)

(c) EEERX (c) Rescheduled advances
REE
Group
HEFEX HEFER
Aok Bokt
2005  Percentage of 2004 Percentage of
FET advances FHET advances
HK$’000 to customers HK$'000 to customers
FEXFER Rescheduled advances to customers 68,749 0.1% 115,945 0.2%

REBEFTRERGFAPEB=EAZEE
EREIALEX@BRZBMERDTA -

R-IBEERF+_A=+—BR_ZZNF
+ZA=+—H UEBEEERTRAENHEMD
CRBEIER -

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 31 December 2005 and 31 December 2004, there were no
rescheduled advances to banks and other financial institutions.

(d HttaHEE (d) Other overdue assets
TEE
Group
2005 2004
FEx FHET
HK$’000 HK$'000
FEETFIE Accrued interest
—NMEASATERER=EA — Six months or less but over three months 105 299
——F A TMERREA — One year or less but over six months = 193
— Bl —F — Over one year 2 188
107 680
EREE Rescheduled assets 152 370
259 1,050
(e) WEIEE (e) Repossessed assets

R-ZERE+-_A=+—10 AEE2 K
[O1& 7~ ff 5t 71 18 59,110,000 7T (T Z[
£ : 25,003,000/ 7T) ©

At 31 December 2005, the estimated market value of the
repossessed assets of the Group amounted to HK$9,110,000 (2004

HK$25,003,000).

A TR G ERAT
—TTREEH
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RISK MANAGEMENT

The Group has established policies and procedures for the identification,
measurement, control and monitoring of risk factors (including credit,
liquidity, market, interest rate, operational, legal and compliance risks).
The management and the relevant functional committees review these
policies and procedures on a regular basis, and the Group’s Internal Audit
Department also performs regular checks to ensure due 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.

The Group recognizes that sound credit risk management is essential
to business growth and maximization of the return on Group’s
resources employed. The management has set credit policies and
system to identify, measure, monitor and control risks inherent in
the operation of various lending business. This process ensures
prudence and enables potential problems to be detected and tackled
earlier than otherwise, thereby minimizing business loss. With the
enlarged lending operation of the Bank to SMEs after merging, credit
policies and practice apposite to their risk monitoring are adopted
or modified to maintain the desired credit standard and to cope
with the Bank’s increasing penetration into the SME sector.

High-level credit policies of the Group are set, reviewed and
constantly updated by the relevant functional committees, and for
prominent issues, by the Board of Director to take balanced accounts
of the dynamic market situation, regulatory development, the Group's
usual prudent lending practices and the latest business strategies.
All these credit policies, processes and practices, as they are
developed, updated, reviewed and revised, are written into Credit
Manuals and supplementary lending product manuals for internal
control and compliance purposes. Given the Basel Il capital accord
to be implemented in 2007, the Group has been adjusting its credit
risk management practice in line with relevant guidelines releases
of the Hong Kong Monetary Authority.

Credit authorities are delegated to individual approvers for
maintaining efficiency and competitiveness. Except for small
business loans and consumer loans, no business originator can
singly approve any loan. The Group generally requires ‘dual’ approval
whereby loan proposals shall require the approval by the Business
Line and Credit Function jointly. Credit Function approvers also sit
prominently in the Bank’s Credit Committee, which approve all credit
policies and large loans. Only the loan proposals approved by Credit
Committee would be submitted to CEQ’s signature where it is
needed.
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(a)
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6 RISK MANAGEMENT (continued)

(a)

(b)

Credit risk management (continued)

Credit Risk Management Department is the centralized department
in the Bank mandated to carry out credit policies. It 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, the Credit Risk Management
Department of the Bank has a direct reporting line to a Deputy
General Manager independent of business.

The management spares no efforts in monitoring the quality and
behavior of the loan portfolio. The Group’s internal credit risk grading
system was first introduced in the last quarter of 2000 to track the
health of the Group’s loan portfolio. A new 15-grade credit rating
system built on Basel Il - complaint attributes is adopted after the
merger to align the two separate credit rating models of the two
Banks that existed before the merger. With internal data being
constantly enriched through years of experience, it is expected that
the Group could make further use of the credit statistics to profile
and track down credit risk migration, to measure loan default
probabilities and to practise other credit risk management processes,
of which the new credit rating model is substantially an integral
part.

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 adequate cash flows to meet all financial
obligations under both normal and contingency circumstances in a
cost-effective manner and within regulatory requirements. To
manage liquidity risk, the Group has established asset and liquidity
management policies which are reviewed by the relevant functional
committees, with prominent issues approved by the Board of
Directors. Liquidity is also managed and forecast on a daily basis to
enable Treasury and Markets (“T&M”) and the relevant functional
committee to act proactively according to changing market
conditions and to implement contingency plans on a timely basis.
Stress tests are regularly performed to assess contingent funding
needs, for which corresponding remedial measures are planned.
The Group continues to explore and diversify funding channels to
capitalise on opportunities for the Group’s business expansion.
Concrete funding availability is proven from the parent company,
ICBC in strengthening our liquidity capability. As at 31 December,
2005, the Group has a total of approximately HKD25 billion
certificates of deposit issued to secure longer term funding.

The liquidity position remained affluent throughout 2005 with an
average liquidity ratio at 36.5% (Average for 2004: 37.8%), which
was well above the statutory requirement of 25%.

FE TERST GEM BPRAF ¢ Industrial and Commercial Bank of China (Asia) Limited
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6 RISK MANAGEMENT (continued)

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 as at 31 December
2005 remained strong, with capital adequacy ratios well above the
regulatory requirements. The Group’s adjusted Tier 1 and total capital
adequacy ratios were 9.6% and 15.7%, respectively as at 31
December 2005. The Group adjusts its business strategy from time
to time to optimize its risk-return profile.

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 and derivatives.
Most off-balance sheet derivative positions arise from the execution
of customer-related orders and positions taken for hedging purpose.

Market risk exposure for different types of transactions is managed
within risk limits and guidelines approved by the management and
the Asset and Liability Management Committee (“ALCO”), and for
prominent issues, by the Board of Directors. Exposures are
measured and monitored against limits on positions, stop-loss, value-
at-risk, sensitivity, delta, gamma, etc. Daily risk monitoring is carried
out by an independent Middle Office Department, which ensures
all dealing activities are conducted within approved limits. The
Group’s market risk exposures are reviewed by the ALCO and the
Risk Management Committee. All exceptions to limits are reported
to the ALCO. Stress tests are performed regularly to estimate the
possible losses under extreme circumstances. The Group’s Internal
Audit Department also performs regular review and testing on
dealing activities to ensure compliance with all internal guidelines.

Besides, various reputable treasury systems are being used to further
strengthen the functions of control and monitoring.

The average daily revenue earmned from the Group’s market risk
related activities during the period ended 31 December, 2005 was
HK$324,000 (2004: HK$130,000) and the standard deviation for
such daily revenue was HK$573,000 (2004: HK$484,000). The
Group gradually increases its market risk activities to complement
its conventional reliance on loan assets for revenue.
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6 RISK MANAGEMENT (continued)
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revenues related to market risk activities of the Group in 2005 and

The following histograms show the frequency distribution of daily
2004.

(d) Market risk management (continued)
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6 RISK MANAGEMENT (continued)

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. Interest rate risk arises
mainly from the maturity mismatch of interest bearing assets and
liabilities and yield curve movement. Interest rate risk exposure is
managed within risk limits approved and monitored by ALCO with
the participation of the Middle Office Department.

The Group manages its interest rate risk by way of entering into on
or off balance sheet interest risk hedging instruments. The
effectiveness of the hedging activities is assessed regularly in
accordance with the Hong Kong Accounting Standard 39. The
Group’s interest rate risk position is further regularly reported to
and scrutinized by the Risk Management Committee.

Foreign currency funding used to fund Hong Kong dollar assets is
normally hedged using currency swaps or forward exchange
contracts to neutralize foreign exchange risk.

Operational risk management

Operational risk is the risk of unexpected financial losses resulting
from inadequate or failed internal processes, people, systems and
from external events. It is inherent to every business organization
and covers a wide spectrum of issues. Enhanced efforts in identifying
and understanding the underlying operational risks in processes
are taken. Such risk is mitigated through the implementation of
comprehensive internal control systems, adequate insurance cover,
offshore computer back-up sites and contingency plans with periodic
drills. The Group’s Internal Audit Department 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 of legal and
regulatory sanctions, financial loss, or reputation loss that the Group
may suffer as a result for violations of, or non-compliance with, all
applicable laws, regulations, internal policies with respect to the
conduct of business.

Legal and compliance staff members advise the management on
the legal and regulatory developments and assist them in
establishing policies, procedures and monitoring program to ensure
compliance with the legal and regulatory requirements. They
conduct regular compliance checking so that the Group can identify
any potential non-compliance issue and take remedial action on a
timely basis. They also issue monthly bulletin and arrange training
at least quarterly to enrich the knowledge of all staff in the legal and
regulatory requirements. Furthermore, regular reports on non-
compliance issue and the legal and regulatory developments are
made to the Risk Management Committee.



