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(a)

¥ il 7T W B E R

Capital Adequacy and Liquidity Ratios

SRt

Unadjusted capital adequacy R F
ratio at year end

Adjusted capital adequacy ratio
incorporating market risk

Average liquidity ratio for December

Average liquidity ratio for the
year ended 31 December

The unadjusted capital adequacy ratio is computed on a
consolidated basis as required by the HKMA for its
regulatory purposes, and is in accordance with the Third
Schedule of 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 the Guideline “Maintenance of Adequate
Capital Against Market Risks” issued by the HKMA.

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.

T-AMFARBES X

() EARTRERATE S X

REBBEART T X

RERDGABERTEILE
(BIETIBER)

BET-A=+—AIL5E
ZFHRDE SIS

2005 2004
—EERF —EERF
% %

14.96 18.46
14.94 18.22
47.49 50.06
44.71 63.28
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(b)

()

%l 7T B R

The components of the total capital base after deduc- (b)
tions 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 are as follows.

Core capital
Paid up ordinary share capital
Reserves (including retained earnings)
Share premium
Eligible supplementary capital
Reserves on revaluation of
land and interests in land
Reserves on revaluation of holdings
of securities not held
for trading purposes
Collective impairment allowance
for impaired loans
Regulatory reserve

Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

Major Customers

Total income attributable to the Group’s five largest
customers combined is substantially less than 30% of
the Group’s total income for both years 2004 and 2005.

WERITHMRE — & D
A2

[& K78 B 3R (MA(BS)3)
Wwo BEBEEBRITEEKNRAFTEZN

BIEMER B EESER 7 SEKRITH T

2005 2004
—ETRF —EEF
HK$’000 HK$’000
TET FET
B E A
22 IR I B AR R A 1,172,160 1,172,160
i (BEREBEF) 1,550,802 1,670,086
f& 0 %= 8 749,778 749,778
AIEFE /AN E A
+ b R i AE RS (B E
HEFHE 36,868 36,868
HERFIERHABRBFH
BEEGMHGE
(72,476) (4,350)
BMEERZETE
E 76,115 145,919
VA TE 107,722 0
BRI ERNER AT 3,620,969 3,770,461
é$%%@%%ﬁﬂﬁa (65,036) (67,930)
MR ENERNER BT 3,555,933 3,702,531
(c) FHEEH
R-EZNER T RFAEERRERA
REEGEMABERERNAEERABTE 2
30% °
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Overdue advances to customers

Gross advances to customers which
have been overdue with respect to
either principal or interest for periods

of:

- 6 months or less but over 3 months
- 1 year or less but over 6 months

- Over 1 year

Overdue advances to customers
which are
- secured
- unsecured

Amount of collateral held against
the overdue advances

Amount of expected recoveries from

companies in liquidation in respect

of the overdue advances

Individually assessed impairment
allowance in respect of advances

overdue for more than three months

UTHRENAE K
MEmBzER

BReE
—AEARUATHE=EANL
——EFUATHEABEANAL
-BB—F

BREFERT

-HER
—EER

RABER
BAEZERAmER

RAREND  BHAL
BERRRANEEE

SRARBEB=(AN
B RS 2 (B3]
HERBHE

Overdue assets of the Group comprise advances to
customers only as at 31 December 2004 and 2005.

Unaudited Supplementary Financial Information
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(d) EHI%E P K

The Group
r5E
2005 2004
—%%31F =t Juks
% of total % of total
advances advances
HK$'000 {EEHEHE HK$'000 (EEFRBE
THER ZED TAEL ZBEDH
38,953 0.18% 37,959 0.21%
17,514 0.08% 20,132 0.11%
105,754 0.49% 108,909 0.60%
162,221 0.75% 167,000 0.92%
HK$'000 HK$'000
TER THET
77,392 103,356
84,829 63,644
162,221 167,000
HK$'000 HK$'000
TER THET
71,070 99,937
HK$'000 HK$'000
TER THET
11,299 8,828
HK$'000 HK$'000
TER THET
85,400 60,724

AEBZAREEERRAEZE _TTOFR_-F
TRE+_A=1T—HBRHETEFPZERK -
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(e)
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Rescheduled advances to customers (e) EEBKMZEFHK
The Group
b=
2005 2004
—EERE —ETNF
% of total % of total
advances advances
HK$'000 {EEHLHE HK$'000 (EEFRAE
TERT 2B TET LA
Rescheduled advances ETERHZEFER
to customers 108,227 0.50% 160,172 0.88%
Foreign Exchange Exposures (f) A IE R B
The net positions or net structural positions in foreign BRI 2 AR FENASEBEERFEIH
currencies are disclosed as follows: FBUR :
The Group
x&
2005
—Z28R%
New
Us Zealand Australian
Equivalent in Dollars Euros Dollars Dollars Others Total
HK$ Million BEET%E n E6 fr AT Hitr ok
Spot assets REEE 10,194 668 903 1,536 1,321 14,622
Spot liabilities RERE (9,535) (551) (805) (1,299) (1,359)  (13,549)
Forward purchases BHEA 2,146 345 21 30 607 3,149
Forward sales BHEN (2,138) (463) (108) (271) (591) (3,571)
Net option position HERRE 4 (4) 1 0 0 1
Net long/(short) position R/ (R BRE 671 (5) 12 (4) (22) 652
New
Us Zealand Australian
Dollars Euros Dollars Dollars Others Total
Ep Ed iy R Hith okl
Net structural position ERUERBTE 3 0 0 0 0 31
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(f) Foreign Exchange Exposures (continued)
Equivalent in
HK$'Million BEBTERE
Spot assets BEEE
Spot liabilities HEAR
Forward purchases RHEA
Forward sales EHEH
Net option position HERFHR
Net long/(short) position 5/ (B B35
Net structural position HEMERFE

()  HhRER KR (4F)

The Group
rEE
2004
—ZTNME
New
UsS Zealand Australian
Dollars Euros Dollars Dollars Others Total
e BT iy BT Hith Fok
10,713 23 367 1,446 1,423 13,972
(20,005) (206) (352) (1,416) (1,055) (13,034)
2,078 369 8 381 838 3,674
(2,781) (187) (21) (393) (1,206) (4,588)
0 0 0 0 0 0
5 1) 2 18 0 24
New
UsS Zealand Australian
Dollars Euros Dollars Dollars Others Total
e BT iy BT Hith Fok
0 0 0 0 0 0




Unaudited Supplementary Financial Information

AR AT B E R

(g)

Cross-border Claims

The information on cross-border claims discloses
exposures to foreign counterparties on which the ultimate
risk lies, and is derived according to the location of the
counterparties after taking into account any transfer of
risk. 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. Only regions constituting 10%
or more of the aggregate cross-border claims are

disclosed.

Figures in HK$Million

Asia Pacific excluding Hong Kong
North America

Western Europe

of which France
of which Germany

Figures in HK$Million

Asia Pacific excluding Hong Kong
of which Singapore

North America
of which United States

Western Europe
of which United Kingdom

BEET

DHATERE (FREFE)
EEM

i)

EE
e

BEETL

SHRFFE (T BREEE)
# IR

Yl
xH

il
RE

(g)

5 iR

BEREEENBEERNIINECBEE (KR
RETE) < B - WARRES RERSER
RERGZERBAEMMEE - —&RME -
SEBEEHZEBEIBER 22 EMER
ZIERATERERHHZEERTIHA R
BREREUNS —BRZBINDTHE - &

EETEERR

Ml T EHH W -

c BB IR ERE10%3 A £

The Group
K&
2005
—EELE
Banks and
other financial
institutions  Public sector
RTREM entities Others Total
SRKE NERE Hith HE
1,991 5 529 2,525
1,184 1,169 57 2,410
9,963 156 664 10,783
1,850 0 0 1,850
2,797 0 0 2,797
The Group
KEHE
2004
e us
Banks and
other financial
institutions  Public sector
BT REM entities Others Total
DEEE NERE Aot B
3,258 766 4,028
2,314 0 53 2,367
437 1,172 58 1,667
430 1,172 53 1,655
3,318 156 25 3,499
1,967 0 1 1,968
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(h)
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Repossessed assets and assets acquired under lending
agreements

The total repossessed assets and assets acquired under
lending agreements of the Group as at 31 December
2005 amounted to HK$71,880,000 (2004:
HK$186,740,000).

Corporate governance

The Group is committed to high standards of corporate
governance, and has complied throughout the period with
the module on “Corporate governance of locally
incorporated authorised institutions” under the Supervisory
Policy Manual issued by the HKMA.

Key specialised committees

The Board of Directors has established a number of
governing committees including the Executive Credit
Committee, Management Committee, Credit Committee,
Asset and Liability Committee, Audit Committee, and
Remuneration Committee. The compositions and functions
of the Remuneration Committee and the Audit Committee
are explained in the sections F and | of the Corporate
Governance Report respectively and corresponding
information on the Credit Committee is set out in Note
38(a). Compositions and functions of the other committees
are set out below:

(i) Executive Credit Committee

On 11 August 2005, the Executive Credit Committee
was established comprising the Chairman, Vice
Chairman and two Executive Directors. This
committee serves as the Credit Committee of the
Board of Directors to review and approve credit
proposals within limits assigned by the Board. The
Executive Credit Committee replaced the previous
Executive Committee.

(i) Management Committee

The Management Committee comprises the Bank’s
Chief Executive, Executive Directors, chief financial
officer, Head of legal and compliance department
and senior managers as appointed by the Chief
Executive. The Committee is the key decision
making body for the Bank and is responsible mainly
for formulation of the Bank’s business strategies in
all major business units. The Committee also
coordinates among business units during the
implementation process, monitors the
implementation of the approved business strategies
and reviews the achievement of business targets
and objectives.

(h)

e T AR R A R T ok O 2

RZEBEERF+__A=+— amm%lzw
DEEMMEBEERGEMGEELREA
71%omw®ﬂ_$$@¢-wamawo
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o R0
AEERNETRKFEEES  YRXHA
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B
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oM
S0«
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%ﬁ%%ﬁ%%ﬁﬁ%%ﬁm% BRGE
ERE g7 HEERHE N E38(a) - HME
BB RBEHIMT

() #ITIEEZE®

HEENA+—RH > HTEEZ
E%Wi REBEERE - 8IEF &M
NMITES - WEEBSEREEZSZE
BEZBg - E%ﬁ&%ﬁﬁiA%*
[REARNEE cHITEELZEE
EW&W%Z%H%E%°
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(i) EBHEZLEH

ERZESMARITOTRAE - 1T

BEx MBHRE ZRRABRMEIER
HITRARZENRREEABMEMN -

ZEBEDNARITHEZREKAMA - =
ZH B EIANRIT I E B AMAIER
REE - 2R BEINARREITRIERAS
ﬁmm BT ERFEECHEN

REE > LR EREHBEFEENZ
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Key specialised committees (continued)

(iii)

Asset and Liability Committee

The Asset and Liability Committee comprises the
Bank’s Chief Executive, Executive Director, chief
financial officer, head of treasury, 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 the Board’s 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 new products proposed by
business units and approves new products.

Management of risks

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 Board, which also monitors risk and regularly
reviews the effectiveness of the Group’s risk management
policies.

)

(ii)

Credit risk management

Details of the Group’s credit risk management
policies and measures have been set out in Note
38(a).

Liquidity management
Details of the Group’s liquidity risk management

policies and measures have been set out in Note
38(c).

()

(k)

FTHERZHT (H)

(iii)

EERREZR®

BERBEZBSHANRITHITIERE -
WITEES - WHRE  RIEEXE - UK
THBRRZENSREEABANX - &
e HlNIZEMBERRT NS
RAERREAEHRTEESIESHIEE
RE  BREEOFEERBEK -ZBE
migﬁa&%m% A AN ERTT I R F
&/m@éfété‘ﬂ E’]%ﬁ& LJF‘J'}DJJ%I'
ﬂ$$ TN EBRRE N AR EFEE
MBEERERAREERKER ZEE
EHEMEMEANRTEBEEERAE
B8 - HENHMEREEEENEER
sRESEEE - ZESNHEERK

B EANRERR - BANERRRN
REIT S AR ERZF R R I7 A
7o lesh - EERABRESER

B2 X APIPT R B FTE m ey B S B A
N AHBRBIHE °

Ja i B
AEBECERAEEREREERR - RBHE
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2= WEMBSAEERREEZERIE -

(if)

$E@ZET MR & IR IR R M e e 2 wF
15 & 7 7 K 7E38(a) ©

REE T R R EFE

AEBEZRBHESR ﬁ%ﬁﬁﬂl R I
ZFIBH IR M E38(c)
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(k)

Management of risks (continued)

(iii)

(iv)

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, both the Group’s adjusted capital
adequacy ratio incorporating market risk of 14.94%
and the unadjusted ratio of 14.96% as at 31
December 2005 was well above the statutory
minimum ratio.

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
HKMA, are subject to the HKMA’s capital
requirements for its regulatory purposes.

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

Market risk management

Details of the Group’s market risk management
policies and measures have been set out in Note
38(b).

Risk management

The Group uses a VaR measure as a means 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 the VaR 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. The 95% and 99% VaR for the
Bank’s investment portfolio, including Hong Kong
Exchange Fund bills, at 31 December 2005 were
HK$2,482,036 (2004: HK$5,105,726) and
HK$3,517,978 (2004: HK$7,221,123) respectively.
The average VaR at 95% and 99% confidence levels
for 2005 were HK$4,985,590 (2004:
HK$11,707,428) and HK$7,055,532 (2004:
HK$16,558,034) respectively.

(k)

Je\ B A B (AF)

(iii)

(iv)

EXEHE

AREBREREENEARRIIFAREER
FIEMFARET - BRERNEE 2 E5
BLZolt  ERBEERKIERD1TH
4o MR EEM  UNIBEFEZ 25
TREME  RFEAEEZEARTRL
R o T (@FE  AEBR -_TTH
F+ A=+ BHZEHABREATRELL
R (BETISRAR) B14.94% % K& A
KRB 514.96%  BEEaEAERE

25k o
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BRAERAAETAERB L - EEMBLQR
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KBTI EEE (BIEEAIIEEESE
) 295% K 99% 15 LK FRERER —
ZERE+-_A=+—"BH8 A
2,482,036/ T (ZZZPUFF : 5,105,726
T) &3,517,978 T (ZEE I -
7,221,123#7T) o —EZT HH95%299%
FILIKFE 2 FH R E S B A4,985,590
BT (ZEEMF ¢ 11,707,428 7T) &
7,055,532F (2 Z I F :
16,558,03478 JT) °
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(k) R B B (4

(k) Management of risks (continued)

Market risk management (continued)
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.
Market risk ensues once the Group takes positions
in markets such as foreign exchange, interest

5% R B & 2 (&)
™ 15 B B A A

AEBRA—EZENTTE  UEER
RHEE - WEBHMTERERTE
R SHEHEH - LUREERBBET
BEK - BEAREENINETS - MET
LREFLIRENSHRERESELD
LRk MEEREREFPHNZZET

rates, securities and equities. Such positions are BEEEEREPEHHFETHNRS -
driven by execution of customer orders, proprietary

trading and hedging.

AEEzHREMERBAERHEERE
BEEE T WEHEERAEEE
EBfR - FENHTER B EHPESH
FE B W A£92,980/ T (ZEZ M
& 75,775%870) © I2%ERZE/5134,910
BT (ZZZME : 90,323 T) ° A&
EzXBWmELITMR -

The Group’s maximum market risk exposures are
set by the Asset and Liability Committee. Exposures
are monitored and reported to the management
regularly. The average daily revenue generated from
the treasury’s trading activities for the year was
HK$92,980 (2004: HK$75,775) and the standard
deviation was HK$134,910 (2004: HK$90,323).
An analysis of the Group’s trading revenue is shown

below:
Daily Distribution of Trading Revenue for the Year ended December 2005
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(k)

Management of risks (continued)

(iv)

Number of Days

Market risk management (continued)

Market risk exposure (continued)

(k) R B E (A
(iv) THREEEE (&)

T 3% b A (&)

Daily Distribution of Trading Revenue for the Year ended December 2004
BEZERBNE T A LGRS H R 5K
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Revenue (HK$’000)

WA (FET)

This shows a maximum daily loss of HK$385,948
(2004: HK$662,554) with 67 days (2004: 29 days)
out of 296 days (2004: 295 days) showing losses.
The most frequent results were observed in daily
revenue falling between HK$10,000 to HK$20,000,
HK$70,000 to HK$80,000, HK$150,000 to
HK$160,000 and HK$190,000 to HK$200,000
(2004: HK$10,000 to HK$20,000) with 12
occurrences in each range (2004: 22 occurrences
in HK$10,000 to HK$20,000). The highest daily
revenue was HK$619,701 (2004: HK552,245).

A FBRBERN296K (ZEZIE : 205K) BT
B 67K (ZEZWNF : 20K) BEHE &
HE18385,948% ;L (ZZZ U : 662,554/%5
T0) c RIAER HE AT H W 510,000 T E
20,0007 7T ~ 70,0005% 7T £ 80,0005 7T * 150,000
78 7T 2 160,0005% 7T % 190,0005% 7T = 200,000 7T
(ZZZ P4 : 10,000/ 7T £ 20,000/878) @ WA
F—#HRITIR12K (ZZZMHF 10,0008 TE
20,000/8 L9 3R 22K - Hm & H & A619,701
BIL(ZEZMMF : 552,245 70) °©



