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REABBHERN

Unaudited Supplementary Financial Information

(@) EXAZERARBESHL R
Capital adequacy and liquidity ratios

—FEF-F —_FTTF
2002 2001
ERas AoX
% %
R+ZA=+—HREH Unadjusted capital adequacy ratio
BARFEHE at year end 21.37 19.72
+ZANFHERBESLE Average liquidity ratio for December 52.49 47.11
HE+-_A=+—RHILtZz&E Average liquidity ratio for the year
THRBESLE ended 31 December 49.76 43.68

REHBEAFTRLERNFH - xEHE
BEECHEERIECHRAEEER
(BERITEBRIDKR= -

ARINEELCREEEERNH
MIZRERERTREAN]EIMEE
BB TS R R R R TR
B RIEERERKATISERER
B ARRITIR A R W ER EilttE s
EtENEHEERATRILE -

FRFYRBESHRELEFEEAF
B ENEETHE - BEEATYH
Eb R ThAR & (B A IR 1T ZEAE B B 2% Y
WRTEFETE[RAIRBERBES
HA SR B R 2% | (MA(BS)IE)E5 1(2) & o Hr
HwETHEE o

The unadjusted capital adequacy ratio is computed on a consolidated basis as
required by the Hong Kong Monetary Authority for its regulatory purposes,
and is in accordance with the Third Schedule of the Hong Kong Banking
Ordinance.

The Bank meets all of the de minimis exemption criteria for reporting market
risk as set out in the Guideline “Maintenance of Adequate 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.

The average liquidity ratio for the year is computed as the simple average of
each calendar month’s average ratio, as reported in Part | (2) of the “Return of
Liquidity Position of an Authorised Institution” (MA(BS)1E) calculated in
accordance with the Fourth Schedule of the Hong Kong Banking Ordinance.
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(b) Eaxxz R =X
(MA(BS)3)E 188 ER # ) & 7<
S 4R B T H0R 18 B 4B AR ED
19 RIREBE(EBRITERG)
ME=MREFTE -

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.

rE
The Group
—BE-F —_TTF
+=A +=ZA
=+-—H =+—H
As at As at
31 December 31 December
2002 2001
FET FAT
HK$'000 HK$'000
NN Core capital
R IR SR R E AR AR AN Paid up ordinary share capital 1,172,160 1,172,160
(ke Reserves 1,495,403 1,330,549
B8 15 % B Share premium 749,778 749,778
Efth Others 262,364 148,287
AR EMKNE AR Eligible supplementary capital
T R LR EEE R Reserves on revaluation of land
B % and interests in land 36,868 36,868
FREEBERARESFEEEM Reserves on revaluation of holdings of
B 18 securities not held for trading purposes (20,522) (18,225)
— R RIRERE General reserves for doubtful debts 129,545 167,362
R AT B AN E R A EE Total capital base before deductions 3,825,596 3,586,779
BERERBBOMAER Deductions from total capital base (73,463) (75,532)
EHRENERER AR Total capital base after deductions 3,752,133 3,511,247

c) FEEF

Major customers
ET-FER-_TTE_F AEE

REFMNBEREFHBENRAER
AEBEBKA Z30%

104 INTERNATIONAL BANK OF ASIA LIMITED

Total income attributable to the Group’s five largest customers combined is
less than 30% of the Group’s total income for both years 2001 and 2002.
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d) BHEEZTH

Analysis of overdue assets

EERE AREEAR

BX Accrued Total overdue
Loans interest assets
rEE The Group FET FET FET
R-—ZEE-_F+=-A=+-—H As at 31 December 2002 HK$’000 HK$’000 HK$’000
g Overdue for
AEALATHE=BAUL 6 months or less but
over 3 months 73,838 96 73,934
—FELTHEAREANUELE 1 year or less but
over 6 months 28,170 0 28,170
Bl —F Over 1 year 139,455 0 139,455
241,463 96 241,559
JEETFE SIS EEE
B Accrued  Total overdue
Loans interest assets
AEE The Group FH&T FH&T FHET
R-ZEE—F+-A=+—H As at 31 December 2001 HK$'000 HK$'000 HK$'000
i 2f Overdue for
NEAATHE=EA N E 6 months or less but
over 3 months 123,986 378 124,364
—FUATHNRERNR 1 year or less but
over 6 months 170,354 307 170,661
FEE—F Over 1 year 550,184 0 550,184
844,524 685 845,209
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e) BMMEFER

Overdue advances to customers

A%E
The Group
—BF-F —FFF
+ZA=+-H +ZA=1+—H
As at As at
31 December 2002 31 December 2001

HERBR HEFEE
ZEAH LB
% of % of
THER gross FTET gross

HK$'000 advances HK$'000 advances

BREFER Overdue advances to customers!
NMAAUATHE=Z@ANUE 6 months or less but over 3 months 73,838 0.49 123,986 0.74
—FUTHAEANRE 1 year or less but over 6 months 28,170 0.19 170,354 1.02
mg—F Over 1 year 139,455 0.92 550,184 3.29
241,463 1.59 844,524 5.05
HEHERFEL Amount of collateral held in respect of
EHRER? overdue advances? 161,595 519,145
BEEARHER Secured overdue advances 152,132 504,170
BIFOHER Unsecured overdue advances 89,331 340,354
241,463 844,524
HEHERE L Amount of specific reserves made
Bl EEEE against overdue advances 53,288 169,021
1 FEIRF B - 1. Net of suspended interest.
2 PFEFBEHAYSEEPAFTUWEZ 2. Including expected recoveries of HK$11.73 million (2001: HK$16.76 million)
11,730,000 T (ZZEZE —F from companies in liquidation.

16,760,000% 7T) °
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e) BHAEFER

Overdue advances to customers (continuea)

rE
The Group
—RE2-HF —TTF
+=A +=A
=t+-—H =+—H
As at As at
31 December 31 December
2002 2001
FER FAT
HK$’000 HK$'000
—EANEBBEREMA R Advances overdue for more than
ZEHER (B RG22 3 months and on which interest
mEIE]) is still being accrued
(“Interest accrual overdue advances”) 6,399 53,752
—EAxK=EANUNTHEBARNEL Advances overdue for 3 months or less
EBIRSFIERF 2 and on which interest is being placed
BMEEZ ([ME=EIFE in suspense or on which
BIEmE 2 &%) interest accrual has ceased
(“Interest non-accrual but not
overdue advances”) 27,328 46,996
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(f) »oEF@ERFNSBIEZE  Reconciliation between overdue gross advances and advances to customers

FERE ik on which interest is placed in suspense
RE
The Group

—BE-F —TTF

+=A +=ZA

=+-—H =+—H

As at As at

31 December 31 December

2002 2001

FET FAT

HK$'000 HK$'000

BMEBRFER Overdue advances to customers 241,463 844 524
W A B REFZEHER Less : Interest accrual overdue advances (6,399) (53,752)

e FEELEZFTEFBE2ER  Add: Interest non-accrual but not

overdue advances 27,328 46,996

TRITAHER Non-performing advances 262,392 837,768
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(g) EEERHMZEFERN
Rescheduled advances to customers
X5H
The Group
t 3 33 —TT-F
+=A=+-H +ZA=+—-H
As at As at
31 December 2002 31 December 2001

LERER HEREE
ZEAH ZEMW
% of % of
THER gross FTHEL gross

HK$'000 advances HK$'000 advances

BEEERHZEFE ?511 Rescheduled advances to customers!
FIBRHVETETHER Interest accrual rescheduled advances 191,428 1.26 164,440 0.98
FIBERIERFZER Interest non-accrual rescheduled
ERHER advances 8,694 0.06 33,550 0.20
200,122 1.32 197,990 1.18

RETEABMERFELZ Amount of collateral held in respect of

KHERER rescheduled advances 176,247 186,445
BERETETHER Secured rescheduled advances 169,260 172,445
BERETENHER Unsecured rescheduled advances 30,862 25,545

200,122 197,990

REFEFRBERHLZ
BRI ERREA

Amount of specific reserves made
against rescheduled advances 14,535 6,760
1 Sk aE =AU RS EMN 1. Net of rescheduled advances which have been overdue for over three months
He) BHEFERRERZE

EERHFER -

and were reported in Note (e) Overdue Advances to Customers.

ANNUAL REPORT 2002 INTERNATIONAL BANK OF ASIA LIMITED ].09



MAREREZTHKER
Unaudited Supplementary Financial Information

(hy EFER-—BTEDIE

Advances to customers — by industry sectors

BRETESETEPERZERTIK
BEXERBCREERNIER 2B
R EH T T EHRR ] (MABS)2A)
RIRAI#EEERAEBER] (MABS))
Pk B0 B FE R R I A BT E IR o

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 Hong Kong Monetary Authority.

rE
The Group
—EE-fF —ET—F
+=A +=A
=+—H =+—H
As at As at
31 December 31 December
2002 2001
FET FAT
HK$’000 HK$’000
EEAFRANER Loans for use in Hong Kong
THE< Industrial, commercial and financial
—EER — Property development 237,151 241,497
—MERKE — Property investment 2,836,200 3,139,063
— R E — Financial concerns 234,694 397,587
—REBEL — Stockbrokers 28,983 7,046
—HERTEE — Wholesale and retail trade 183,904 129,840
—BlEE — Manufacturing 1,340,140 1,289,023
— B RERRE — Transport and transport equipment 516,784 482,106
— H A — Others 2,231,622 2,111,705
& A Individuals
-BEIEEEEEE] R — Loans for the purchase of flats in the
(LA ZEE 2 Home Ownership Scheme and
EFHER Private Sector Participation Scheme 24,056 34,378
- EEEMEEDENER — Loans for the purchase of other
residential properties 6,134,708 6,964,612
—ERAREXR — Credit card advances 541,078 724,364
— H A — Others 640,401 899,703
14,949,721 16,420,924
HE5mE Trade finance 166,957 181,918
ERAAIMEAHER Loans for use outside Hong Kong 44,905 127,239
15,161,583 16,730,081
]. 10 INTERNATIONAL BANK OF ASIA LIMITED ANNUAL REPORT 2002
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() WEEE

Repossessed assets

RZZEZE-F+-A=+—H A% Thetotal repossessed assets of the Group as at 31 December 2002 amounted
BBl EELRREAS 722,459,000/ to HK$722,459,000 (2001: HK$602,756,000).
ZZEZT—F : 602,756,000/ L) °

() BEEE
Cross-border claims

INECREE BIREEARMARE  The information of cross-border claims discloses exposures to foreign
e RAEMEREZEZEETEM  counterparties on which the ultimate risk lies, and is derived according to the
FTHIR R EE 2 BB EL #88 o location of the counterparties after taking into account any transfer of risk. In
—MmE - WEEEEBZEEME  general, such transfer of risk takes place if the claims are guaranteed by a
BIR AN 2 A ISR 2 A AT E  party in a country which is different from that of the counterparty or if the
ERSZEERETIR—REIER  claims are on an overseas branch of a bank whose head office is located in
RS —BR2EIND1TFE - BIZE  another country. Only regions constituting 10% or more of the aggregate
HEATERER - EREZMEFTREZ  cross-border claims are disclosed.

BRI ERBTE10% A L&A

Y # 58 o
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() BEEE»
Cross-border claims (continued)

biN-
The Group
BIAREM
SRKE NEHE
Banks and Public

R-ZZZ-F+-A=+—-H Asat31 December 2002 other financial sector Hitr R
BE#ET Figures in HK$Million institutions entities Others Total
THATEHE (FEIEFEB)  Asia Pacific excluding Hong Kong

- B’ - Australia 356 0 356

. AL  Singapore 1,989 0 0 1,989

- - China 0 5 5

-HEft - Others 15 0 40 55
L EM North America

-mEgx - Canada 102 0 1 103

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

-HEHE - Cayman Islands 0 0 79 79

-HEft - Others 0 0 197 197
RR-BH# Middle East - Bahrain 157 0 0 157
i Western Europe

— b R B - Belgium 3 0 0 3

- - Germany 164 0 0 164

- - France 4 0 2 6

ol | - Netherlands 275 0 0 275

-®" - United Kingdom 689 0 4 693

- Hit - Others 14 0 39 53

3,781 6 489 4,276
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(j) BEEEw
Cross-border claims (continued)

x5
The Group
RITR A M
SREE NEHE
Banks and Public

WZEE—F+-A=+—H Asat31 December 2001 other financial sector Hit B
AEET Figures in HK$Million institutions entities Others Total
DMNAFEWE (FEERS)  Asia Pacific excluding Hong Kong

— =N ~ Australia 582 0 0 582

— - China 0 75 76 151

—Eft - Others 44 0 63 107
=M North America

-mEX - Canada 410 0 0 410

-% - United States 2 203 116 321
menit Caribbean

-BRE - Bermuda 0 0 554 554

-HEHS — Cayman Islands 0 0 438 438

—Hft - Others 0 0 363 363
RR-B# Middle East - Bahrain 3 0 0 3
iz Western Europe

— HE B - Belgium 538 0 0 538

—& - Germany 2,300 0 0 2,300

% ~ France 596 0 0 59

— i - Netherlands 705 0 0 705

—HE - United Kingdom 607 0 4 611

—Eft - Others 150 0 38 188

5,937 278 1,652 7,867
ANNUAL REPORT 2002 INTERNATIONAL BANK OF ASIA LIMITED 1 13
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(k) E¥E R

Currency risk

MFTIE A 2 EAIINE D RIEFTBSNE  The net positions or net structural positions in foreign currencies are disclosed
ERFHAENLEBERBFRMLME  when each currency constitutes 10% or more of the respective total net
10%sk LA £+ BIZEHEBRINE 2 & position or total net structural position in all foreign currencies.

BTN EBIERBRIFE -

3
The Group
R=22=-Ff+=-A=1-H
As at 31 December 2002

En A i B
Equivalent in us Bt Japanese New Zealand  Australian &
BEBELZE HK$'Millions Dollars Euro Yen Dollars Dollars Total
REEE Spot assets 4,204 287 32 450 920 5,893
BEAE Spot liabilities (4,945) (195) (115) (379) (865) (6,499)
BHEA Forward purchases 1,547 185 406 4 165 2,307
BEHEH Forward sales (803) (279) (327) (75) (214) (1,698)
HESFE Net option position 0 0 0 0 0 0
R/(R)EBZE Net long/(short) position 3 (2) (4) 0 6 3
EY A & R
us BT Japanese New Zealand  Australian A
Dollars Euro Yen Dollars Dollars Total
EBEURERE Net structural position 0 0 0 0 0 0

]. 14 INTERNATIONAL BANK OF ASIA LIMITED ANNUAL REPORT 2002
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(k) E¥ERE

Currency risk (continued)

A5E
The Group
R-FT-F+-A=t-8
As at 31 December 2001

e =] RE BT
Equivalent in us BT Japanese Pound  Australian A

BBEAELEE HKS$ 'Millions Dollars Euro Yen Sterling Dollars Total
BEBE Spot assets 3,315 280 291 190 624 4,700
HEaf Spot liabilities (3,895) (311) (348) (197) (502) (5,253)
EHEAN Forward purchases 780 100 138 11 51 1,080
EHEN Forward sales (215) (69) (81) ) (174) (543)
HERTEE Net option position 15 0 0 0 0 15
R Net short position 0 0 0 0 4N 1)

e =] ReE BT

us BT Japanese Pound  Australian A
Dollars Euro Yen Sterling Dollars Total

EERRRITE Net structural position 0 0 0 0 0 0

) 2ATER
Corporate governance

AEBHEAOETE/KFERABES I The Group is committed to high standards of corporate governance, and has
REFEFEETESLHEEBDMEM  complied throughout the year with the module on “Corporate governance of
MEEREFMOEPEE[AEE  locally incorporated authorised institutions” under the Supervisory Policy
MRAKENDEER] - Manual issued by the Hong Kong Monetary Authority.
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(m) E=XXEE

Board committees

EERONYETEREZEE - B4  The Board of Directors has established a number of governing committees
HTZE®  FEZE® -  EERA  including the Executive Committee, Credit Committee, Asset and Liability
BELZEg  BRLZEEULFMZEZEE  Committee, Audit Committee, and Remuneration Committee.

MITEZ B G MBI - AT RIEHA
TEEEK  ERERRESS
1% ZBEERMATEMRILE
RITH R E IR SRR R S TR
BREETEREEREERE
BRAREBRREMEE—RE
BEH ZBENREFTENGE
EZxEg BEFMRUERES
BREERBUAANEGEERE -

(iVEEZEE

EEZESRTHBEHELEIR
BEMBITMREE  HEER
NERRATEREEREER
e EEREENMEAAITEMD
WITES - UTRIBE - TER
CERBITBNREEEE  AE
RAFTEEEXEFIZEMMNK
ZESEERBEERERSEH
FERBMZERERE WA
BaHgRHERRER - FEZ
EeAEEERREEREZETE
ETEHRATEE  YERFE
ERTHEHREEE -ZEEEX
fEEXTEMtENER - BR2
BEEXTREMAES  BHESR
EXHENEERR -
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(i) Executive Committee

The Executive Committee comprises of 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, meeting twice a week, is chaired by the Chief
Executive who is delegated the authority of credit approval with a limit
lower than the Executive Committee. The Credit Committee also comprises
the Bank’s other executive director, executive vice presidents, chief credit
officers for retail and corporate banking, the Treasurer and the heads of
the Bank’s major business units. It 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) EEZEE

Board committees (continved)

(IWEERBREEZES

EERBEBEZESHRITHITR
BH - BITESE - MBRE . 7
B ZERGERITUARBER
EMBEEEIT  URITHAER
ZENS @aﬁAE@Woéﬁ

EELECT O B
Gl ATEAEANBLES

JIEEREERRE  BREZEN
EERRK ZEEMEERE
BIEE Mt S AT RN R A b
RRBEZRABOER - FhE
HEATTENESBEENRENAR
BIEERDETCRESARE
KEH - ZEFEHRE R
rTEHMEEREGBER %xé
R H A RSS2 B H AR
HE=SHE - FEG JT%HEQ
RRECERNRERE - BN
B AR AL B T BT DA I BE R %
SEYERRTEHOHET - Btoh - &
ERBBREZESMIMEERER
EBPT PR HE R EE am ) LB K &
B XHBREEHEM -

(VEXREES
ERZEERMIFRNTEREN - &
BAT2BBIEE -ZE8EF

ROETHRER  INEHERE
TE# BERZBESRAERATH
MHERBEIIEHNESR -8
ENEERT ARG E LTS
FEOR PO P A BB B S MNEE AR B 2 LB
Fria - UREERE N & NEBER

ERRAINERBE TR ENER

(iii) Asset and Liability Committee

The Asset and Liability Committee is comprised of the Bank’s Chief
Executive, executive director, chief financial officer, treasurer, chief credit
officers for retail and corporate banking and for consumer finance, 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 is comprised solely of non-executive directors,
including all of the Bank’s independent directors. It meets at least four
times a year or 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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(m) EEZEE

Board committees (continved)

V) FHEES

YHNEZEeHEFSIFERMAEL
FRITEFMAK - TREERRTR
MRBEBRRITRALR - BRETHA
BoWITEE URWITRIAEZH
BRI - MITESTEREAS O
B ERDRTE - ZESTARRAN
NOB B AT H M BUR R 2R A% -

(n) AkERE

Management of risks

FEBCRBEBRESREERR
MEER  EARTHARNBER
B REREEREARTEZESS
EREENETRRES  WEH
maf AEEREBBE AR - RE
REE T E T RBUARRT & K
RRRERF -

() FERRBER

EERBRREFRAXXZZHF
REBITHALE - JREAKHE
ZER - BEHBE ME %
TAREMBITER -

AEBZEERRRBE BEAE
SE - BARABKRYHERERE &
FERELEEELRE F8
EERF  EX0BRRESREBK
BEEBRE - X2 EF BRI
GOIRNZRERBACRERD
Fhm R K B R E R 2 55 o
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(v) Remuneration Committee

The Remuneration Committee is comprised of the Board’s Chairman and
the 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 Directors, and
Executive Vice Presidents. Executive directors do not play a part in
decisions on their own remuneration. The Committee also reviews and
approves the remuneration policy framework of the Bank.

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 Hong Kong Monetary Authority with respect to large
exposures and provisioning requirements.

ANNUAL REPORT 2002



e &

REGRBEZTEER
Unaudited Supplementary Financial Information

(n) EEERE
Management of risks (continue)

EERUTEEGEREBER
REFEEWREERRF THA
HAREZFRTRRNNAITE
EgvEMEERT  MTHE
HNCERERERTEEZE
BRENLEE - EEZEHY
BEEZRENEE BEXFH-A
B R TR TR 2 38 3R A8 ) R IR 4R
EIR o

EEAPM TERAERTAR
BEE  HBEEERREEE
RREIRREEZBESETR
EERRER  BETHSER

=

=

— BUYEZEESRF  BREER
H1E - EEAGET - RRT
BEROTARMBEESE

— BMNARIRTT R R R

IK'.%EE'/"E‘-
X 1T

- RBREAALEER

— BBERFRHE

- EHRREREEZSSERE
REGER  BEREERA
% ITERER - BIRER AR
BRIRBEEREEEER -

755 B [ B 7 ) SE BUSR A RE AR B
BHEMEHEMRERZEER
FHREH - MERMZEBMILA
REMBELA - 2TEBEERLK
EHEFF o

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, Retail and Corporate 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) ERERE
Management of risks (continue)

BERETIBRTERE B
PA R 1R 1T BB 4Bk e 19 2B 28 78 0 P
RXNEEEBREETER - B
BRREBBHES  BREFE
BEERR - ARMEITEMRE
R ERTIEEEGIE - ER
—(EFENERES - BITED
BENEPERDMIIN LA K=
(A -

HEERBERENERTARR -
REEERR-—RIAEERTR
R MOTETAZEERRAE
THsEERAMESERARE
EEE o mEM - STETARE
B R A2 15 R P 3E35(b)
FIAREE -

(i RBESAMERE

REBECREBREEREESAR
FHERERETHAR S UENF
RIS ANERTZNRARK -
AEBEEREREBAORHE
T UREEBECEEPHE
E BERANASEEDHRER
BEK UREEFEEENR
BESH R - A LGP H
B ALEE-_ZZ-_F+=-AfH
BARBESL R AE5249% @ —
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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 (h) 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 35(b) of the audited financial statements.

(i) 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
52.49% for December 2002 and the average liquidity ratio of 49.76% for
the year of 2002 were well above the statutory minimum ratio of 25%.

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.
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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.

Liquidity ratio is 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, the unadjusted ratio of 21.37% as at 31 December 2002
was 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 the regulators’ rules. Certain financial subsidiaries, as
specified by the Hong Kong Monetary Authority, are subject to the Hong
Kong Monetary’s capital requirements for its regulatory purposes.

Capital adequacy ratios and components of capital base are disclosed in
notes (a) and (b).
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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 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.

Financial instruments traded include debt, equity and other securities and
certain off-balance sheet (“derivative”) financial instruments. Derivative
instruments 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. The use of 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 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.
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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.

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 theVaR 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.

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. The Group has also
met all of the de minimis exemption criteria for reporting market risk as set
out in the module on “Maintenance of Adequate Capital Against Market
Risks” under the Supervisory Policy Manual. The Group therefore
considers that any market risk arising from its trading book is not material.
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