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(Expressed in thousands of Hong Kong dollars unless otherwise stated in the text)

(a) CAPITAL ADEQUACY AND LIQUIDITY RATIOS

(i) Capital adequacy ratio

The Group

2000 1999

Core Capital

Paid up ordinary share capital 293,405 293,975

Reserves 4,162,679 3,758,454

Others 512,885 414,041

4,968,969 4,466,470

Eligible supplementary capital

Reserves on revaluation of land and

interests in land 224,700 224,700

Unrealised loss on revaluation of

non-trading securities (46) –

General provisions for doubtful debts 352,104 336,680

576,758 561,380

Total capital base before deductions 5,545,727 5,027,850

Deductions from total capital base (127,576) (92,776)

Total capital base after deductions 5,418,151 4,935,074

Unadjusted capital adequacy ratio

at 31st December 16.2% 16.0%

The unadjusted capital adequacy ratio is computed on a consolidated basis

covering the Bank and certain of its financial subsidiaries as specified by the

Hong Kong Monetary Authority for its regulatory supervision purposes, and is in

accordance with the Third Schedule to the Hong Kong Banking Ordinance.

The Bank meets all of the de minimus exemption criteria for reporting market

risk as set out in the Guideline “Maintenance of Adequacy Capital Against Market

Risks” issued by the Hong Kong Monetary Authority and is not required to maintain

capital against market risk. Hence, the Bank is exempted from disclosing the

adjusted capital adequacy ratio computed in accordance with the above-

mentioned Guideline.

(a)

(i)
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(a) CAPITAL ADEQUACY AND LIQUIDITY RATIOS (CONTINUED)
(ii) Average liquidity ratio for the year

The Group

2000 1999

Average liquidity ratio for the year 44.3% 45.8%

The average liquidity ratio for the year includes the liquidity positions of all

overseas branches, Hong Kong offices and financial subsidiaries in its calculation,

which is the basis of computation agreed with the Hong Kong Monetary Authority,

and has been computed in accordance with the Fourth Schedule to the Hong

Kong Banking Ordinance.

(b) SEGMENTAL INFORMATION

(i) By geographical area

The information concerning geographical analysis has been classified by the

location of the principal operations of the subsidiaries, or in the case of the Bank

itself, of the location of the branch responsible for reporting the results or booking

the assets.

The Group

Total Contingent

operating Profit before Total liabilities and

income taxation Total assets liabilities commitments

As at 31st December 2000

Hong Kong 1,892,776 998,932 53,465,682 48,386,435 5,170,453

Macau 237,639 142,586 7,916,970 7,406,184 469,919

Others 44,527 26,907 6,118,061 5,916,809 25,026

Less: intra-group items (164,081) (104,196) (12,971,045) (12,621,050) (75,475)

2,010,861 1,064,229 54,529,668 49,088,378 5,589,923

The Group

Total Contingent

operating Profit before Total liabilities and

income taxation Total assets liabilities commitments

As at 31st December 1999

Hong Kong 1,656,649 725,362 48,502,234 43,986,201 4,821,004

Macau 223,439 117,330 6,825,701 6,355,799 448,703

Others 44,050 30,069 5,352,144 5,153,723 8,718

Less: intra-group items (142,285 ) (69,245) (10,239,124) (9,919,772) (65,937 )

1,781,853 803,516 50,440,955 45,575,951 5,212,488

(a)

(ii)

(b)

(i)
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(b) SEGMENTAL INFORMATION (CONTINUED)
(ii) By class of business

The Group

2000 1999

Commercial and retail banking 1,010,004 739,810

Securities business 24,942 16,738

Other business 133,479 116,213

Less: intra-group items (104,196) (69,245)

Total profit before taxation 1,064,229 803,516

Commercial and retail banking activities include acceptance of deposits, advance

of commercial and industrial loans, residential mortgages, trade financing, foreign

exchange and international banking.

Securities business represents stockbroking activities.

Other business activities include hire purchase, consumer loans, insurance business

and other investment holding.

(b)

(ii)



75

(c) ADVANCES TO CUSTOMERS BY INDUSTRY SECTORS

The information concerning advances to customers by industry sectors has been

classified according to the usage of the loan and is stated gross of any provisions.

The Group Change

2000 1999 %

Loans for use in Hong Kong

Industrial, commercial and financial

– Property development 293,940 315,074 -6.7

– Property investment 5,565,530 5,472,508 1.7

– Financial concerns 603,406 502,907 20.0

– Stockbrokers 245,741 217,751 12.9

– Wholesale and retail trade 992,632 1,226,503 -19.1

– Manufacturing 1,056,766 1,169,196 -9.6

– Transport and transport

equipment 1,384,920 1,103,844 25.5

– Share financing 354,650 406,433 -12.7

– Others 2,864,953 2,341,995 22.3

Individuals

– Loans for the purchase of

flats in the Home Ownership

Scheme, Private Sector

Participation Scheme and

Tenants Purchase Scheme 460,605 727,245 -36.7

– Loans for the purchase of

other residential properties 11,151,902 10,615,916 5.0

– Credit card advances 480,224 307,008 56.4

– Others 2,216,261 2,031,846 9.1

Trade finance 1,664,877 1,678,646 -0.8

Loans for use outside Hong Kong

– Macau 3,015,099 3,177,187 -5.1

– Others 1,324,135 1,037,011 27.7

33,675,641 32,331,070 4.2

(c)
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(d) ADVANCES TO CUSTOMERS, NON-PERFORMING LOANS AND

OVERDUE ADVANCES BY GEOGRAPHICAL AREA

The geographical information has been classified by the location of the counterparties

after taking into account any risk transfer. 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.

The Group

20002000200020002000

Overdue advances

Total Advances to Non-performing  for over three

customers loans  months

Hong Kong 29,526,175 1,149,966 957,525

Macau 3,272,289 152,514 183,869

People’s Republic of China 849,033 30,408 35,255

Others 28,144 2,283 4,727

33,675,641 1,335,171 1,181,376

(e) OVERDUE AND RESCHEDULED ADVANCES

The Group

2000 1999

Amount % of total Amount % of total

advances advances

Gross advances to customers

which have been overdue

for

6 months or less

but over 3 months 556,800 1.65 405,672 1.26

1 year or less but

over 6 months 276,817 0.82 258,513 0.80

Over 1 year 347,759 1.03 508,105 1.57

1,181,376 3.50 1,172,290 3.63

Amount of collateral held 1,029,528 961,143

Secured balance 919,679 866,343

Unsecured balance 261,697 305,947

Specific provisions 231,999 276,591

Rescheduled advances 130,240 0.39 469,056 1.45

(d)

(e)



77

(e) OVERDUE AND RESCHEDULED ADVANCES (CONTINUED)
There were no overdue advances for over 3 months and rescheduled advances to

banks and other financial institutions on 31st December 2000 and 31st December

1999.

(f) THE RECONCILIATION BETWEEN OVERDUE AND RESCHEDULED

LOANS AND NON-PERFORMING LOANS

The Group

2000 1999

Gross advances to customers and

rescheduled loans which have been

overdue for over three months:

Gross advances to customers which

have been overdue for over

three months 1,181,376 1,172,290

Rescheduled advances 130,240 469,056

1,311,616 1,641,346

Less: Loans overdue over 3 months and

on which interest is still

being accrued (299,747) (256,180)

Add: Loans overdue for 3 months or less

and on which interest is being

placed in suspense or on which

interest accrual has ceased 323,302 122,588

Total non-performing loans 1,335,171 1,507,754

(g) CURRENCY RISKS

The net positions or net structural positions in foreign currencies are disclosed when

each currency constitutes 10% or more of the respective total net position or total

net structural position in all foreign currencies.

The Group

2000

Equivalent in millions of HK$ US$ Total

Spot assets 14,546 18,839

Spot liabilities (12,235) (16,565)

Forward purchases 1,979 2,307

Forward sales (4,121) (4,395)

Net long position 169 186

(e)

(f)

(g)
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(g) CURRENCY RISKS (CONTINUED)

The Group

2000

Equivalent in millions of HK$ Macau Patacas US$ Total

Net structural position 179 136 315

(h) MANAGEMENT OF RISKS

The Group has established policies and procedures for the control and monitoring of

credit risk, liquidity, capital and market risk, which are reviewed regularly by the

Board of Directors. The internal auditors also perform regular audits to ensure

compliance with the policies and procedures.

(i) Credit risk management

Credit risk arises from the possibility that the counterparty in a transaction may

default. It arises from the lending, trade finance, treasury, derivatives and other

activities undertaken by the Group.

The Group’s credit policy defines the credit extension criteria, the credit approval

and monitoring processes, the loan classification system and provisioning policy.

It also takes into account the requirements of the Hong Kong Banking Ordinance

and the guidelines issued by the Hong Kong Monetary Authority (“HKMA”) with

respect to large exposures and provisioning requirements.

The Group manages its credit risk within a conservative framework by evaluating

the creditworthiness of counterparties, setting credit limits for counterparties

and industry sectors, and obtaining collateral where appropriate. Actual credit

exposures and limits and asset quality are regularly monitored and controlled by

management.

An analysis of advances to customers by industry sectors is disclosed in note (c)

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 for derivatives is disclosed in note 23(b).

(g)

(h)

(i)

(c)

23 (b)
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(h) MANAGEMENT OF RISKS (CONTINUED)
(ii) Liquidity management

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, the

Group’s average liquidity ratio of 44.3% for 2000 is well above the statutory

minimum ratio of 25%.

The Board of Directors reviews the current and prospective funding requirements

for all operations through regular review 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.

Adequate standby facilities are maintained to provide strategic liquidity to meet

unexpected and material cash outflow in the ordinary course of business.

(iii) Capital management

The Group’s policy is to maintain a strong capital base to support the development

of the Group’s business and to meet the statutory capital adequacy ratio. As

disclosed in note (a) above, the Group’s unadjusted capital adequacy ratio of

16.2% as at 31st December 2000 is well above the statutory minimum ratio of

8%.

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

these regulators’ rules. Certain financial subsidiaries, as specified by the HKMA,

are subject to the HKMA’s capital requirements for its regulatory supervision

purposes.

(h)

(ii)

(a)

(iii)

(a)
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(h) MANAGEMENT OF RISKS (CONTINUED)
(iv) Market risk management

Market risk is the risk that changes in interest rates, foreign exchange rates or

equity and commodity prices will affect the prices of financial instruments taken

or held by the Group. Financial instruments include foreign exchange contracts,

interest rate contracts, equity and fixed income securities.

The limits for financial instruments are approved by the Group’s Asset and Liability

Management Committee (“ALMCO”) which is made up of executive directors,

the treasurer and senior managers of the Group. ALMCO is responsible for

approving the policies relating to asset and liability management and to review,

monitor and control the operating ratios and trading limits to ensure compliance.

Exposures are measured and monitored on the basis of principal (or notional)

amount, outstanding position and stop-loss limit, and are controlled and reviewed

by ALMCO.

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. The Group therefore considers that

any market risk arising from its trading book is not material.

(i) COMPARATIVE FIGURES

In preparing this unaudited supplementary financial information, advantage has been

taken of the transitional provisions set out in paragraph 3.40 of the Guideline on

“Financial Disclosure by Locally incorporated Authorised Institutions”, with the effect

that the corresponding amounts for year ended 31st December 1999 have not been

disclosed in respect of notes (d) and (g).

(h)

(iv)

(i)

3.40

(d) (g)


