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(a) CAPITAL ADEQUACY AND LIQUIDITY RATIOS
(i) Capital adequacy ratio

Core capital
Paid up ordinary share capital
Share Premium
Reserves
Others

Eligible supplementary capital
Reserves on revaluation of land and
interests in land
Unrealised loss on revaluation of
non-trading securities
General provisions for doubtful debts

Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

Unadjusted and adjusted capital
adequacy ratio at 31st December

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

KFRITEE
The Group

2002 2001
(E®R)

(restated)

293,459 293,429
330,677 329,999
4,776,965 4,334,105
161,164 442,886
5,562,265 5,400,419
224,700 224,700
(1,828) (1,574)
351,065 361,124
573,937 584,250
6,136,202 5,984,669
(199,135) (198,379)
5,937,067 5,786,290
16.5% 16.5%

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 (“HKMA") for its regulatory supervision purposes,

and is in accordance with the Third Schedule to the Hong Kong Banking Ordinance.

The adjusted capital adequacy ratio incorporating market risk is computed on

the same consolidated basis, and is in accordance with module on "Maintenance

of Adequate Capital Against Market Risks" under Supervisory Policy Manual issued

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

KZHRIEE
The Group
2002 2001
FEFHRBHESLE Average liquidity ratio for the year 42.4% 45.3%
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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 HKMA, and has been computed

in accordance with the Fourth Schedule to the Hong Kong Banking Ordinance.

(b) 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.

KFRITEE
The Group
2002 2001
Loans for use in Hong Kong
Industrial, commercial and financial
- Property development 441,002 334,797
- Property investment 6,064,948 5,645,037
- Financial concerns 606,082 562,746
- Stockbrokers 245,272 259,047
- Wholesale and retail trade 746,442 868,411
- Manufacturing 814,887 968,820
- Transport and transport equipment 1,967,964 1,619,465
- Share financing 206,776 255,709
- Others 2,656,110 2,893,668
Individuals
- Loans for the purchase of flats
in the Home Ownership Scheme,
Private Sector Participation
Scheme and Tenants Purchase
Scheme 658,613 722,890
- Loans for the purchase of other
residential properties 9,544,144 10,799,639
- Credit card advances 310,711 463,121
- Others 2,767,306 2,833,500
Trade finance 1,670,226 1,575,554
Loans for use outside Hong Kong
- Macau 3,533,947 3,340,498
- Others 2,182,870 2,372,342
34,417,300 35,515,244

i

Change

%

31.7
7.4
7.7
-53
-14.0
-15.9
215
-19.1

-8.2

-8.9

-11.6
-32.9
-23

6.0

5.8
-8.0

93



xR

KECHAMBEN

Unaudited Supplementary Financial Information

(c)

94

EFER FRITRRRBM
BRR-HESHE
WEDBERTIRR Y FNME
o YEEREBRREER - —&
ms ETABRA TS BERR :
ERERNBERESLIRIUF
FEMNBERN — TR - B
BOETHRRARTNEIAT -
MABTHARERLIFRNRZH
HFOMEM -

BE
R P
hEARKME
Hit

e
R
hE ARAME
EAt

(c) 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.

Hong Kong

Macau

People’s Republic of China
Others

Hong Kong

Macau

People’s Republic of China
Others

ot

FE#
Total advances to

KFRITRE
The Group
2002

TEITER
Non-performing

BE=EA

U EZER
Overdue advances
for over three

customers loans months
29,295,688 782,028 487,981
3,654,356 135,726 227,861
481,998 3,659 2,020
985,258 1,372 1,372
34,417,300 922,785 719,234
KFRITERE
The Group
2001
BA=EA
A EZEH
XPER TEfTEFH Overdue advances
Total advances to Non-performing for over three
customers loans months
29,432,277 1,173,746 740,417
3,459,865 159,879 145,641
1,875,900 16,170 33,512
747,202 - 25
35,515,244 1,349,795 919,595
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(d) OVERDUE AND RESCHEDULED ASSETS
(i) Overdue and rescheduled advances

(i)

KFRITRE
The Group
2002 2001
HERE HERE
BzBEAL #EzEN
ik % of total G- 9 of total
Amount advances Amount advances
Gross advances to customers
which have been overdue for
6 months or less but over
3 months 192,245 0.56 291,684 0.82
1 year or less but over
6 months 293,415 0.85 250,786 071
QOver 1 year 233,574 0.68 377,125 1.06
719,234 2.09 919,595 2.59
Amount of collateral held 796,416 731,631
Secured balance 542,165 646,525
Unsecured balance 177,069 273,070
Specific provisions 167,168 182,777
Rescheduled advances 316,455 0.92 478,625 1.35

There were no overdue advances for over 3 months and rescheduled advances to

banks and other financial institutions on 31st December 2002 and 31st December

2001.

Other overdue assets

KERTER
The Group
2002 2001
ERES EBES
Debt EPES Debt BHEE
securities Trade bills securities Trade bills
Other assets which have been
overdue for
6 months or less but over
3 months - 2,328 - 201
1 year or less but over
6 months - 668 - 1,667
QOver 1 year - 1,569 - 2,599
- 4,565 - 6,277
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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

Rescheduled advances

Less: Loans overdue over 3 months and on which

interest is still being accrued

Add: Loans overdue for 3 months or less and on
which interest is being placed in suspense or

on which interest accrual has ceased

Total non-performing loans

(f) REPOSSESSED ASSETS

Repossessed assets included in advances to
customers

(e) THE RECONCILIATION BETWEEN OVERDUE AND RESCHEDULED LOANS
AND NON-PERFORMING LOANS

KFRITEE
The Group
2002 2001
719,234 919,595
316,455 478,625
1,035,689 1,398,220
(231,630) (173,970)
118,726 125,545
922,785 1,349,795
KFRITEE
The Group
2002 2001
295,164 214,307
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(g) CROSS-BORDER CLAIMS

The information concerning cross-border claims 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.

Macau

People's Republic of China

Other Asia Pacific

United States

Other North and South
American countries

Middle East and Africa

Germany

United Kingdom

Other European countries

Macau

People's Republic of China

Other Asia Pacific

United States

Other North and South
American countries

Middle East and Africa

Europe

KZHRITEE
The Group
2002
RITRER

HtemgE LEKE

Banks and Public
other financial sector Hity A
institutions entities Others Total
335,636 - 3,671,409 4,007,045
515,187 19,899 539,389 1,074,475
3,075,500 - 739,043 3,814,543
1,153,954 511,276 406,369 2,071,599
1,513,776 - 72,752 1,586,528
3,028 - 921 3,949
3,113,626 - - 3,113,626
2,477,894 - 117,643 2,595,537
4,327,862 - 510,331 4,838,193
16,516,463 531,175 6,057,857 23,105,495

KZHRITEE
The Group
2001
RITRER

HtemgE LEHE

Banks and Public
other financial sector Hity A
institutions entities Others Total
223,871 - 3,368,775 3,592,646
481,882 28,145 1,756,210 2,266,237
2,506,606 - 707,527 3,214,133
1,476,500 726,255 124,289 2,327,044
1,004,937 - 30,677 1,035,614
559 - 35 594
8,132,349 - 211,553 8,343,902
13,826,704 754,400 6,199,066 20,780,170
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(h) 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.

KERITEE
The Group
2002 2001
ey CEl e CH
In millions of HK$ equivalent Us$ Total Uss$ Total
Spot assets 13,158 21,212 13,525 19,294
Spot liabilities (11,855) (19,903) (12,179) (18,129)
Forward purchases 4,487 5,029 3,417 3,882
Forward sales (5,619) (6,094) (4,642) (4919)
Net long positions 17 244 121 128
2002 2001
gk P
Macau %7t &F  Macau %7 AFf
In millions of HK$ equivalent  Patacas US$ Total ~ Patacas US$ Total
Net structural positions 424 136 560 320 136 456

CORPORATE GOVERNANCE

The Bank is committed to high standards of corporate governance and has followed
the module on "Corporate Governance of Locally Incorporated Authorised Institutions”
under the Supervisory Policy Manual issued by the Hong Kong Monetary Authority in
September 2001. The Board of Directors has established a number of committees
including the Executive Committee, Credit Committee, Management Committee, Asset
and Liability Management Committee, Audit Committee, Director Nomination
Committee and Compensation Committee.

(i) Executive Committee
The Executive Committee meets reqularly to review the management and
performance of the Group and operates a general management committee under
the direct authority of the Board. The Committee comprises of the chief executive
and two executive directors.

(ii) Credit Committee
The Credit Committee is responsible for assisting the Board to formulate the
Group's risk appetite and strategies for managing the credit risk. It is also
responsible for the implementation and maintenance of the Group's credit risk
management framework. It also participates in evaluating large credit applications
and making credit decisions. The Committee is comprised of chief executive,
three executive directors and the head of Corporate Banking Division.
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(i) CORPORATE GOVERNANCE (CONTINUED)
(iii) Management Committee

The Management Committee meets regularly to review and approve the financial
and business plans and major business and operational initiatives. The Committee
comprises of the chief executive, three executive directors, the chief financial
officer, and the heads of Retail Banking Division, Information Technology Division
and Operation Division.

(iv) Asset and Liability Management Committee

)

The Asset and Liability Management Committee ("ALMCO") is responsible for the
implementation and maintenance of the overall risk management framework
relating to balance sheet structure, market risks, trading, funding and liquidity
management across the Group's banking business. It recommends policy and
guidelines to the Board. The Committee is comprised of the chief executive,
three executive directors, the chief financial officer, the treasurers, the heads of
Retail Banking Division and Risk Management Division.

Audit Committee

The Audit Committee meets regularly with an executive director, chief financial
officer, internal auditors and the external auditors to review and discuss financial
performance, consider the nature and scope of audit review and the effectiveness
of the systems of internal control and compliance. The Committee also discusses
matters raised by the internal auditors, external auditors and HKMA and ensure
that all audit recommendations are implemented. The Committee comprises of
three non-executive directors.

(vi) Director Nomination Committee

The Director Nomination Committee is responsible for reviewing and
recommending to the Board all new appointment of Director, Chief Executive,
Deputy Chief Executive and General Manager of the Bank. The Committee
comprises of three non-executive directors.

(vii)Compensation Committee

The Compensation Committee meets once a year to evaluate and approve the
remuneration policy and package for the Chief Executive of the Bank. The
Committee comprises of two non-executive directors.
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(j) 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
Credit Committee and ALMCO as delegated 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 Board of Directors has delegated the
Group's credit risk management to the Credit Committee, which is chaired by
the Bank’s Chief Executive.

The credit risk management function is independent of the business units. It
oversees the implementation of credit policies and ensures the quality of credit
evaluation and approval. Credit approval is conducted in accordance with the
Group's credit policy, which defines the credit extension criteria, the credit
approval and monitoring processes, the loan classification system and provisioning
policy. The credit policy also takes into account the requirements of the Hong
Kong Banking Ordinance and guidelines issued by the HKMA with respect to
large exposures and provisioning requirements.

In evaluating the credit risk of the customers or counterparties, their financial
strength and repayment ability are always the Group's primary considerations,
though credit risk may be mitigated by obtaining collateral from the customers
or counterparties. Concentration risks are monitored by adopting proper risk
control such as setting limits on large exposures in relation to the Group's capital
base.

Comprehensive guidelines to manage credit risk have been laid down in the
Group's Loaning Manual, which is regularly reviewed and approved by the Credit
Committee. The Loaning Manual covers the delegated lending authorities, credit
extension criteria, credit monitoring process, loan classification system, credit
recovery and provisioning policy.
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(j) 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 42.49% for 2002 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 and adjusted capital adequacy
ratio of 16.50% as at 31st December 2002 is well above the statutory minimum
ratio of 89%.

Capital is allocated to the various activities of the Bank depending on the risk
taken by each business division. Where the subsidiaries are directly requlated 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.
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(j) 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 ALMCO which is made up of
executive directors, the treasurers 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.

(k) COMPARATIVE FIGURES
In preparing this unaudited supplementary financial information, certain comparative
figures have been restated in accordance with the new SSAP34.



