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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.

EXRELERARBESL = 1 CAPITAL ADEQUACY AND LIQUIDITY RATIOS

2006 2005
BAFRILE Capital adequacy ratio 16.1% 15.8%
ERBEERRRILE Adjusted capital adequacy ratio 16.0% 15.7%
RBE R E Liquidity ratio 44.1% 36.5%

BARFER L RIEASEST « ICBC Asia Wa Pei Limited

(BITHZELLERTT) © ICBC (Asia) Nominee Limited

ICBCA (C.I.) Limited * REtPEIXBFERERAR KL
EHIRITN_EERNFE+_A=+—HBR_ZEZTHF
TZ A=+ HEREBRITEROIMER =REZLE
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The capital adequacy ratio represents the consolidated ratio of the Bank,
ICBC Asia Wa Pei Limited (formerly known as Belgian Bank), ICBC (Asia)
Nominee Limited, ICBCA (C.1.) Limited, UB China Business Management
Company Limited and Chinese Mercantile Bank as at 31 December
2006 and 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, ICBC Asia Wa Pei Limited, ICBC (Asia) Nominee Limited, ICBCA
(C.1.) Limited, UB China Business Management Company Limited and
Chinese Mercantile Bank 31 December 2006 and 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 the credit and market
risks 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 Chinese Mercantile Bank for the year ended 31 December
2006 and 31 December 2005, computed in accordance with the Fourth
Schedule of the Hong Kong Banking Ordinance.
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2 HIR#EzZEARERARIHG 2 COMPONENTS OF CAPITAL BASE AFTER DEDUCTIONS
Bz ERERAKRISHBETE LN+ = A The capital base after deductions used in the calculation of the above
=+ —HZEAR R EIERTEESREERD capital adequacy ratios as at 31 December and reported to the Hong Kong
WraaT Monetary Authority is analysed as follows:

AEH

Group
2006 2005
FExT FAT
HK$'000 HK$'000

AN FNE Core capital:

AR TR Paid-up ordinary share capital 2,242,518 2,242 518
LEHE Ordinary share premium 5,323,893 5,323,893
AIEHRB S AR AR 1 V52 (B Convertible preference share premium 16,126 16,126
it Reserves 1,842,810 1,404,323
R e Deduct: Goodwill (951,787) (936,520)
8,473,560 8,050,340
BERMINEAR Eligible supplementary capital:
it Ko s RS 2 LG Reserves on revaluation of land and interests in land 1,368 18,917
IFEBERBR 2 BH Reserves on revaluation of holding of securities
iR not held for trading 33,346 (67,821)
BEREBE A6 REER Collective impairment allowances for
FoEEREE impaired assets and regulatory reserves 615,919 561,611
KA R NES Perpetual subordinated debts 3,488,960 1,930,612
RERES Subordinated debt 4,038,990 3,408,163

AEEMIINE A4 Total eligible supplementary capital 8,178,583 5,851,482

HRA 2 BAREME AT Total capital base before deductions 16,652,143 13,901,822

kR - Deductions:

eeX =L i) =YNCIEs e NG i 30 Shareholdings in subsidiaries or holding company (79,806) (28,806)
HRE N T 2 R E Exposures to connected companies (474,084) (580,761)
BHIEMNBARES Z =T Equity investment of 20% or more in
A b 2 A non-subsidiary companies (14,508) (14,508)
RAEHMRITRE/MEE 2 Investment in the capital of other banks and
BARKE financial institution (42,288) -
R AE Total deductions (610,686) (624,075)
HRE 2 BAREE BT Total capital base after deductions 16,041,457 13,277,747
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3 MBS 3 CURRENCY CONCENTRATIONS
MR EE (AR BFEE 10% A 1 AINERS - The net position in a foreign currency is disclosed when the currency
B BRINE B ARFHE - constitutes 10% or more of the total net position of all foreign currencies.
—EEXRE As at 31 December 2006
+=A=+—H
AEH
Group
Ep =} AR st
us$ JPY RMB Total
FBT FBT FHERT FHERT
BTEE Equivalent in Hong Kong dollars HK$’000 HK$’000 HK$’000 HK$’000
HEEE Spot assets 72,055,601 770,773 296,608 73,122,982
BEBE Spot liabilities (60,871,421) (344,128) (214,685) (61,430,234)
REFEA Forward purchases 35,505,948 1,523,062 13,141,674 50,170,684
mHE Forward sales (45,486,539) (1,821,707) (13,022,646) (60,330,892)
MR ER Net option position 69,636 (31,481) = 38,155
KRB Net long position 1,273,225 96,519 200,951 1,570,695
—ETRF As at 31 December 2005
+=-A=+—H
REE
Group
E A AR wEt
US$ JPY RMB Total
FAT FAxT FiET FET
BITEE Equivalent in Hong Kong dollars HK$'000 HK$'000 HK$'000 HK$'000
RE&E Spot assets 45,309,000 1,806,000 274,000 47,389,000
NEAE Spot liabilities (54,237,000) (227,000) (193,000) (54,657,000)
EHEIE A Forward purchases 17,817,000 420,000 1,485,000 19,722,000
mEEN Forward sales (8,349,000) (1,921,000) (1,508,000) (11,778,000)
AR FER Net option position (16,000) (1,000) - (17,000)
REFEE Net long position 524,000 77,000 58,000 659,000
HERFEERESeMEERIE (B (EHA The net options position is calculated using the model user approach
HIHERE - which has been approved by the Hong Kong Monetary Authority.
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4 DEER 4 SEGMENTAL INFORMATION
(a) EFEX (@) Loans and advances to customers
(i) BITESEZEPENERE (i) Gross loans and advances to customers by industry sector
rEH
Group
2006 2005
FTET FET
HK$'000 HK$'000
EEBERZER Loans for use in Hong Kong
T ke Industrial, commercial and financial
—MEERE — Property development 4,422,104 4,202,630
—MEKE — Property investment 13,304,411 10,554,322
— R — Financial concerns 3,860,244 3,709,737
—RELL — Stockbrokers 147,042 91,305
—HBRTEE — Wholesale and retail trade 2,194,440 1,665,212
—TRTHE — Civil engineering works 409,532 830,649
— Bl — Manufacturing 3,255,617 6,195,831
— B RS — Transport and transport equipment 8,036,027 9,323,538
—Eh - EaRE — Electricity, gas and telecommunications 936,168 1,140,181
—BE - EERKRE — Hotels, boarding house and catering 1,121,759 1,232,911
—Efts — Others 4,796,105 5,136,568
A Individuals
-BEIEEEEEHNE] - — Loans for the purchase of flats in Home Ownership Scheme,
[FLAZERRE] & Private Sector Participation Scheme and
[BEEHEE | BF2EX Tenants Purchase Scheme 155,421 130,242
-BEEMEEMEIER — Loans for the purchase of other residential properties 10,736,652 11,447 846
—EAEER — Credit card advance 104,831 51,198
—EAfts — Others 1,246,530 980,815
ESmE Trade finance 5,574,619 5,501,227
EEBLIMER 2 B Loans for use outside Hong Kong 14,179,903 6,105,075

74,481,405 68,299,287

(i) EEESIET EFBEARRE (i) Gross loans and advances to customers — by geographical
area
RZZBERF+-_A=1+—HAK=ZFZH At 31 December 2006 and 31 December 2005, there is no
F+-A=+—H KAEELREE—HE single country or geographical area located outside Hong
FBAINIBR BB 10% kA EHE Kong constitutes 10% or more of the Group’s advances to
FER  BEEREEENR - HRAD customers, impaired loans and overdue loans. In determining
R ET MEZZFTERTRBERZ 5 this analysis, the transfer of risk with respect to claims
—FAFTERER 2 BB RERE o guaranteed by a party in a country, which is different from that

of the counterparty has not been taken into account.
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4 SHEER@ 4 SEGMENTAL INFORMATION (continued)
(b) BEHRZER (b) Cross-border claims
REEREDITEIRRR o HRADITE - The Group analyses cross-border claims by geographical area. In
Bt RERZHERTEBEER 25— FT{EE determining this analysis, it has been taken into account any transfer
RZEAEBRR - (HBRBEEBRRION U Y of risk with respect to claims guaranteed by a party in a country
HWEF|RIOT different from that of the counterparty. Those areas which constitute

10% or more of the aggregate cross-border claims are as follows:

REME
Group
RITRIER
Hih SRS
Banks and DERE
other Public
financial sector Hih @t
institutions entities Others Total
BEABT BHEBT BEBT BHEBT
HK$'million HK$’million HK$’million HK$’million
R-BEEXF+=-A=+—H As at 31 December 2006
DARE (TEEES) Asia Pacific excluding Hong Kong 12,843 894 8,094 21,831
EEREE North and South America 2,444 434 6,495 9,373
BOM Europe 38,425 = 2,228 40,653
N-ZBERE+-_A=+—H As at 31 December 2005
DARE(TBEEES) Asia Pacific excluding Hong Kong 10,659 483 8,569 19,711
bEREZE North and South America 1,001 438 5,776 7,215
B Europe 20,334 97 1,049 21,480
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5 A EREFRKEEE 5 OVERDUE, RESCHEDULED ADVANCES AND
REPOSSESSED ASSETS
(a) BHEXR (a) Overdue advances
AEBRFPERZ BRI DEEIITOT The gross amounts of the Group’s advances to customers which
have been overdue are analysed as follows:

S 3L

Group
85I
EEFEN #HARTE BHEA |IRE  PEEE
HER B Market k-] €%  Individual
Gross  Percentage value of Secured  Unsecured impairment
advances of collateral amount amount losses

F#T advances to FExT FExT FERT FERT
HK$'000  customers HK$'000 HK$'000 HK$'000 HK$'000

R-ZBEXRE At 31 December 2006
+=ZA=+—-8
ANMEASATE Six months or less but
BB =1EA over three months
—Fg AT One year or less but
B EA over six months
Bia—F Over one year
R_ZTRF At 31 December 2005
+-F=t+—~H
ANEASATE Six months or less but
BB ={EA over three months 105,922 0.2 50,134 26,060 79,862 41,454
—FFUATE One year or less but
BB~ EA over six months 94,553 0.1 22,797 12,039 82,514 69,171
HiA—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
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5 & ERERRKEEE @ 5 OVERDUE, RESCHEDULED ADVANCES AND
REPOSSESSED ASSETS (continued)
(a) BHERE (a) Overdue advances (continued)
AEEREZE 2B OBEI I T - The gross amounts of the Group’s trade bills which have been
overdue are analysed as follows:
S 3L
Group
85I
EEFEN #HARTE BHEA |IRE  PEEE
HER B Market k-] €%  Individual
Gross  Percentage value of Secured  Unsecured impairment
advances of collateral amount amount losses

F#T advances to FExT FExT FERT FERT
HK$'000  customers HK$'000 HK$'000 HK$'000 HK$'000

R-ZBEXRE At 31 December 2006
+=ZA=+—-8
ANMEASATE Six months or less but
BB =1EA over three months
—Fg AT One year or less but
B EA over six months
Bia—F Over one year
R_ZTRF At 31 December 2005
+-A=+—8
ANEASATE Six months or less but
BB=MA over three months 1,440 0.0 2,295 1,440 - 1,440
—FFUATE One year or less but
BiENEA over six months 1,864 0.0 - - 1,864 1,962
HBiR—F Over one year - 0.0 - - - -
3,304 0.0 2,295 1,440 1,864 3,402
R-EBEERFE+ _A=+—HBER-_ZTTHF At 31 December 2006 and 31 December 2005, there were no
+—A=+—8 " TEDHRBEBE=FAZRT advances to banks and other financial institutions and debt
REREMSBEBEERRES - securities which were overdue for over three months.
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5 HH - EREFRWEEE @ 5 OVERDUE, RESCHEDULED ADVANCES AND
REPOSSESSED ASSETS (continued)
by EEEX (b) Rescheduled advances
AEE
Group
HEFEXR HEPER
Bkt Bkt
2006 Percentage of 2005 Percentage of
F&xT advances FHET advances
HK$’000 to customers HK$'000 to customers
BEETFER Rescheduled advances to customers 43,044 0.1 68,749 0.1
BEEFTREREROHBBA=-EAZEEER Rescheduled advances which have been overdue for more than
HEFA LN () B2 BHERSITA ° three months under the revised repayment terms are included in the
analysis of overdue advances in (a) above.
RZZEERF+_A=Z=+—HBRZ=ZZEZTRF At 31 December 2006 and 31 December 2005, there were no
+-A=1t—8 TESEBRTRAELEMAS rescheduled advances to banks and other financial institutions.
RIS 2 B3 -
(c) HttmHEE (c) Other overdue assets
REME
Group
2006 2005
FExT FAT
HK$’000 HK$'000
FERTHIE Accrued interest
—NMER AT R =1E A — Six months or less but over three months 320 105
——F A TNMERBB N EA — One year or less but over six months 1 -
— BB —F — Over one year 1 2
322 107
EEEE Rescheduled assets 12 152
334 259
d KWEEE (d) Repossessed assets
RZBZRNF+-A=+—H AEBEZYE At 31 December 2006, the estimated market value of the
BE 2 EETTE R 37,065,000 (—ETH ¢ repossessed assets of the Group amounted to HK$37,065,000
9,110,000 7T) ° (2005: HK$9,110,000).
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6 REBRER 6

AEECEE —RINERYH - BE - 26 REERE
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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 a counterparty of the Group
will be unable or unwilling to honour a repayment obligation.
The Group has standards, policies, 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 resources employed. The management has been reviewing,
revising and refining credit policies and system to identify, measure,
monitor and control risks inherent in lending business. This
process ensures competitiveness, prudence and early detection
of deteriorating risk. As the Group claims a larger market share in
SMEs and retail business, credit policies and practice apposite to
their risk monitoring are designed in tandem.

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. As the Basel Il capital
accord comes into effect in 2007, the Group has been and shall be
adjusting and implementing credit policies and practice to be in line
with relevant Basel Il guidelines and those released by the Hong
Kong Monetary Authority (HKMA) for Basel Il purposes.

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 CEO for signature where
it is needed.
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6 REREE@

(@) FERREE @
EERBREBIFINARTRENTEERR
ZARRELPT o gbSh - S EPI TR S E AR
it BERREEEELREMEREERES  BX
EERENEEEERIR ZEERRRIES -
BB EEFGE R BEMBRERN  FEAR
ERMTAFEERES RGBS ETEN
EEEZ - RTWRIFEILN - ARITEERR
EERERMBINESBIBKEAE -

EREBREME  BHEEEREAZERR
RE o —EfFE Basel | R ETRITAE -
N+ ARABEREFESERNNE - £E
) E 1R300 €6 R SR 1B - KBS FNED
BBRIEER  BYAKE BT EE-TZHAE
EoEtug  sTERRERZKREE - RER
HifEERBEERER o M EEREEK
REIZHD - BRI E  SENEERRE
T2 PR Basel || VIRAEE - th LR T —
EBELRS  MIRERAIFNRFPEEER
HEtEEARTRE -

RBESEAREE
mBESEBIEAREENY G E ERIRR R
BEEEzAR - Fit - RBESAREEAE
RAEBABRRZEASR - BFUARKAK
@2 TERN R EREERT 2 ERNBAR
- YRAKEF—YEERE - RERRDE
ZRE - ARBEEHEEERRPESEIER
R WRHBERNEZE SR RMFIES
SHiZ - 2006 F RET AKBENESEHE
ATBENEPERIE - AREEREERER
FRRBESIRE - BREM AR KRR
ZESRRMUNSARTE  TARKETT
fEEGHE - AEEE—FHEIAE - AT
AR E TR MIREGRE MG - AEEE
BRERINRZERARE  URADILREER
BErge - §REPETIERITEMNRART
RBETEN LREZ S REARTELE
EEEEN - WBE_ZTRF+-_A=1+—
B AEEEREEENIEETEETRE
HE - NFREHES -

TARZ

(b)

—EERFZRPESMAKRATH - ¥
MBESHERAMIN(—_ZTZTRFFH:
36.5%) * EENRIK25% ZEEEK -

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. A new 15-grade credit rating
system built on Basel Il - complaint attributes is in use to track
the healthiness of the Group’s credit portfolio. Concentration risk,
where applicable, is heeded and guarded. 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. For the time being, the Group manages its credit risk
on the basis of the standardized approach of Basel Il, for which the
Group invests in and implements an automated system that draws
into the Group’s prime database for data integrity.

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 that generally call for approval by the Board of
Directors. Usage and sources of fund are constantly reviewed by the
relevant departments and functional committees. 2006 witnessed
the Group’s loan assets adequately supported by stable customer
deposits. Liquidity is also forecasted regularly to enable Treasury
and Markets (“T&M") and the relevant functional committee to act
proactively according to changing market conditions. Stress tests
are quarterly performed to assess contingent funding needs, for
which corresponding remedial measures will be taken, if deemed
necessary. The Group continues to explore and diversify funding
channels to capitalise on business expansion opportunities, as
and when they arise. Though not extensively used by us, concrete
funding availability is proven from the parent company, ICBC, in
strengthening our liquidity capability. The Group keeps on with
relevant initiatives and with investment in systems to strengthen its
liquidity risk management. As at 31 December 2006, the Group has
a total of approximately HKD12.9 billion certificates of deposit issued
to secure longer term funding.

The liquidity position remained affluent throughout 2006 with an
average liquidity ratio at 44.1% (Average for 2005: 36.5%), which
was well above the statutory requirement of 25%.

PEI TR$R1T (M) BBRA T * Industrial and Commercial Bank of China (Asia) Limited
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6 REREE@

(c) EXRER
AEEBBEBREER  UERRITEREE M
¥ E RXBEEEEREE - AEEEC
TERNFENAET R/ \TEETIRESF
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LB R85% % 16.1% o ANEE AR AR H
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HKMA &3] -

(d) TEEBRER

mERREEREE  BREREERBERINGE
BB ERERHBEESH MG 2 BER
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(c)

(d)

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. New
subordinated debts for US$280 million were raised in June 2006
to prepare for the Group’s capital needs. The Group level of capital
base and capital ratio as at 31 December 2006 continued strong,
with capital adequacy ratios likely well above the Basel Il regulatory
requirements. The Group adjusted Tier 1 and total capital adequacy
ratios were 8.5% and 16.1%, respectively as at 31 December 2006.
The Group adjusts its business strategy from time to time to optimize
its risk-return profile. In this respect, capital planning and policy
will be enhanced in phases, with Board participation and oversight
in the course of 2007 in line with Basel Il spirit and latest HKMA
recommendations.

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 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.
Since the second half of 2006, the Group has begun to take trading
positions in shares at the time of their respective IPO process.

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 (“ALCQO"),
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 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 and their upgraded
versions are being used to further strengthen the functions of control
and monitoring.

The average daily revenue earned from the Group market risk
related activities during the year ended 31 December 2006 was HK$
694,000 (2005: HK$324,000) and the standard deviation for such
daily revenue was HK$977,000 (2005: HK$573,000). The Group
gradually increases and broadens its market risk activities within
commensurate proportion to complement its reliance on loan assets
for revenue.



+t—BLFE

For the year ended 31 December 2006

The following histograms show the frequency distribution of daily
revenues related to market risk activities of the Group in 2006 and

Market risk management (continued)
2005.
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6 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.

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. Interest
rate risk exposure is managed within risk limits approved and
monitored by ALCO with the participation of the Risk Management
Department. The Group interest rate risk position is further regularly
reported to and scrutinized by the Risk Management Committee.
In addition, stress tests are done monthly and quarterly to assure
against excessive exposures in our interest sensitive activities.

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. With the
implementation of more sophisticated software expected in 2007,
the Group will be in an even better position to handle its interest rate
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. Pursuit of an
operational risk management policy and system matching Basel
Il principles will continue into 2007 that should help improve the
Group'’s operational control and customer services.



B NS 35 &K

Supplementary Financial Information

6 REREE@

ERERAERBMER
EREABRRERASERERSET

(g
2 PN

HEemB

MEEXRBEMIBEREE - RA - REBER
A pE B R 2 AR ROER B - I E RS

BHEK -

ERRARERIBIHM, LB ERERRE
RERGTERESR ARG EBIERE -
BFEEIEEFRARRNTQEAREDERE
ke ZEFEETERARRE  MEREE
BE R AR DB 52 HR F IR I I B SR EAE
I o &2 ERPITRE A B M A& KE B HHE I A
LERRBBMERIER 2 - WHER
FEMEREEZRBRABREIEZ S EEN

RS -

6 RISK MANAGEMENT (continued)

(g

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 of violations of, or non-compliance with, all
applicable laws, regulations, internal policies with respect to the
conduct of business.

Legal and Compliance Department is an independent department
and is charged with the responsibility to advise the management on
legal and regulatory developments and assist them in establishing
policies, procedures and monitoring program to ensure compliance
with the legal and regulatory requirements. It conducts regular
compliance reviews so that the Group can identify any potential
non-compliance issue and take remedial action on a timely basis. It
also issues monthly bulletin and arranges regular training to enrich
the knowledge of all staff in the legal and regulatory requirements.
Furthermore, it also reports on a regular basis, non-compliance
matters and legal and regulatory developments to the Risk
Management Committee.
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