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(Expressed in thousands of Hong Kong dollars)

The following information relates to the Group and is disclosed as part of the

accompanying information to the financial statements and does not form part

of the audited financial statements.

1. Loans and advances to customers:

Gross advances to customers by loan industry sector, classify according to

the usage of the loan are:

—EBFAFE —TTNOF
&E Group 2005 2004
EERAFERNER Loans for use in Hong Kong
IE<w Industrial, commercial and financial
—MEER — Property development 191,512 179,157
—MERE — Property investment 4,715,772 3,100,094
— SR — Financial concerns 528,033 537,898
—BRELAL — Stockbrokers 14,994 14,978
—HBEETEX — Wholesale and retail trade 1,256,740 1,033,707
— Bl — Manufacturing 3,896,158 2,756,340
— B MIEH R E — Transport and transport equipment 3,832,407 1,904,984
— HAh — Others 1,402,141 1,009,823
15,837,757 10,536,981
& A Individuals
—BEIEEEHEFE] - — Loans for the purchase of flats in Home
[FLAZZEEEE & Ownership Scheme, Private Sector
[(MHEBHEFEIEF Participation Scheme and Tenants
B Purchase Scheme 1,929,198 2,143,031
- BEEMEEMEER — Loans for purchase of other residential
properties 10,773,683 9,950,171
—fEAREX — Credit card advances 2,759,308 2,356,865
— HAth - Others 4,641,012 3,476,438
20,103,201 17,926,505
ERBERNER Loans for use in Hong Kong 35,940,958 28,463,486
ESmE Trade finance 3,914,072 3,340,369
ERBUAIMERER Loans for use outside Hong Kong 5,063,588 724,559
44,918,618 32,528,414
—ZTRFEH
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(Expressed in thousands of Hong Kong dollars)

2. Overdue and rescheduled assets
(a) Advances

(i) Gross amount of overdue loans

HEFER
BStt

% of total of

HEFPER
Ba
% of total of

—FETARF advancesto —TTPUFE  advances to
&= Group 2005 customers 2004 customers
REBRFERMEEE Gross advances to customers
HwHER which have been overdue for:
—=AREEXEA — six months or less but
over three months 118,065 0.26 72,042 0.22
—NEAREE—F - one year or less but
over six months 59,799 0.13 75,051 0.23
——F Lt — over one year 128,051 0.29 86,347 0.27
305,915 0.68 233,440 0.72
Lt EZRZANEFAE The amount on which interest
Eih) is still being accrued 16,378
AERBEERAER  Market value of securities held
ARG TH(E against the secured advances 256,219 165,013
BERBHER Secured overdue advances 180,623 127,727
EERBIPER Unsecured overdue advances 125,292 105,713
BEOREEH/FRES  Impairment allowances/
Specific provisions made 114,365 104,429
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2. BMKREEREEHSE @ 2. Overdue and rescheduled assets (Continued)
() BIEE (&) (a) Advances (Continued)
(i) FEAS (SN LitaH (i) Rescheduled advances net of amounts included in overdue
REESH) advances
EEEFER HEFER
B5k BO
% of total % of total
“EFARF advancesto —ZTZF  advancesto
&= Group 2005 customers 2004 customers
EHER Rescheduled advances 181,654 0.40 114,762 0.35

BEOREEH/FR %S Impairment allowances/Specific

provisions made 25,123 12,526
R-BERFE+-_A=1+—BR_ZTTNE+ There were no advances to banks and other financial institutions which were
ZA=ZT—BUEERTIRITREME BHEE impaired, overdue for over 3 months or rescheduled as at 31 December 2005
FIERE B =@AMNE  EEHZE and 31 December 2004,
=,

(Z) BE5E#% (b) Trade bills

—EFTRE _—ZTTNF
£H Group 2005 2004
BHE Overdue for:
—Z@ANKEENEA — six months or less but over three months = 215
——FLE — over one year 363 =

363 215

(A) KEIEE (c) Repossessed assets

—BTHRE _—_ZTNOF
£H Group 2005 2004
W =] ) 2 Repossessed properties 45,401 22,163
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3. REsER 3. Risk management

() £EPBITR (A) Banking Group

REBABRSHERRE M Z R ER The Group recognises the changing nature of risk and manages it through a

TEMEEREBEARERE well-developed management structure.

RREBFEINAAEE - EERR - miHRE Risk management is focused on the five major areas of risk — credit risk, market

% FIERERE - RBEERRKECERRE - F risk, interest rate risk, liquidity risk and operational risk. Credit risk occurs

BERRC EETZERNAEB 2 EEHE - H mainly in the Group’s credit portfolios comprising commercial, wholesale and

FEERE  MENTEEE - WRMEER retail lending, equipment and hire purchase financing, and treasury and

BERMEBMEMEEZEBLOILBEE - financial institutions wholesale lending.

RNEBR BT BB TR BT & B o I E B EAR Market risk arises mainly in Treasury and is associated principally with the

SEEEABRACEERIREEGERN) Group’s on-balance sheet positions in the trading book, and off-balance sheet

ZEERS (BAFHREB 2 EBIER) trading positions including positions taken to hedge elements of the trading
book.

A= @ fa HE B A R ) SR & 5| AR E a8y Interest rate risk means the risk to the Group’s financial condition resulting

B IR 5 T B A LB from adverse movements in interest rates.

MBEERRELRMEEAEEZEER Liquidity risk arises across the Group's balance sheet.

Bk °

gERBR AN EF BT RRF 2T EH Operational risk is the risk of loss (direct or indirect) resulting from inadequate

BRASINREVIB B MEL 2 B EEEE 2 or failed internal processes, people and systems or from external events.

B e

MBS RR Mt = 1 5E 2 BT ISR R B FR AN - Apart from the description of financial risk management disclosed in Note 3 to

Bz BRERFMAT ¢ the financial statements, the other risk management aspects are disclosed
below:

() KEERKREERE ()  The risk management structure of the Group

EZQHMERORREREA FARNE The Board of Directors has the broad overall responsibility for the management

T - BRERZH A EFCNEERE of all types of risk. The responsibilities of the Board in relation to risk control
are:

— HEBRARE RIEEAEREEER S —  the approval of the overall strategy and policies to ensure that credit

MEEERBEEHEREFEEREMA and other risks are properly managed at both the transaction and
% portfolio levels;

o
i3

— the management of risk, both financial and non-financial, conducted

- MBNEMBIENERERE - B
EMTRES  BREEERREES
AEA ey

through operational and administrative control systems including the

BRIE EER (LETEA) - EESGT operation of the Group Audit Committee; review of key results (against
MBS EELERE & forecasts), operational statistics and policy compliance; and
—  HEERAEENS T EEIENEE — financial performance by analysis against approved budgets and
2 o analysis of variations in key non-financial measures.
THRZE SR EAER R ESHAEERR I The Executive Committee has been delegated the authority to oversee and
BN EESETETERRIENTRELE guide the management of different risks which are more particularly managed
% o and dealt with by Group Risk and different functional committees.
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(Expressed in thousands of Hong Kong dollars)

3. Risk management (continued)
(A) Banking Group (Continued)
(ii) Group risk

The independent Group Risk function is responsible for ensuring that policies
and mandates are established for the Group as a whole. Group Risk monitors
and reports the Group risk positions to the Board via the Risk Management
Committee and the Executive Committee, sets standards for financial risks
and data integrity and ensures that the financial risks are fully considered in
the product planning and pricing process. Group Risk reviews and approves
all credit and risk exposure policies for the Group including the approval of
exposures to new markets, economic sectors, organisations, credit products
and financial instruments which expose the Group to different types of risks.
In determining risk policies, Group Risk takes into account the guidelines
established by the Hong Kong Monetary Authority, business direction, and
risk adjusted performance of each business. Group Risk is also represented
on the lending or risk committees of the Group’s operating divisions and

businesses.

The Group’s risk management expertise continues to advance the overall
quality of the Group’s lending portfolios, and enables the Group to meet the
changing regulatory requirements and enter into credit exposures with the

confidence that it understands the associated risks and rewards.

The Group is continuing to evolve its risk management capabilities under the
aegis of the Head of Group Risk, increasing the focus of its risk strategy on
risk and reward and returns on capital. The Group uses a range of risk
measurement and analytical tools in its management of the various risks which
it faces in its day-to-day businesses and these are continually being enhanced
and upgraded to reflect the ever-changing business needs and the
requirements of the regulators. The Risk Management and Control function is

part of Group Risk and reports directly to the Head of Group Risk.
(iii) Business division credit committees

Each of the operating divisions of the Group has its own credit or risk
committee responsible for approving and recommending policies, limits and
mandates for risk control within their respective business areas. This is
consistent with the Group’s approach of devolving responsibility for risk
management to the individual business areas under the aegis of the Group
Risk function. As such, each business credit risk function reports to both Group

Risk and the business area which it supports.
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3. Risk management (Continued)
(A) Banking Group (Continued)
(iv) Market Risk

The Group uses value-at-risk (“VaR”) statistical technique to estimate the
potential losses that could arise on risk positions taken, due to movements in
foreign exchange, interest rates and equity prices over a specified time horizon
and to a given level of confidence. The model used by the Group to calculate
portfolio and individual VaR on a variance/co-variance basis uses historical
movements in market rates and prices, a 99% confidence level and a 1-day
holding period.

As at 31 December, the VaR for the various types of exposures in the trading
book were as follows:

—EERE _—TZTNF

2005 2004
EERZAERERE Interest rate risk trading exposures 1,981 2,247
SNEE BB 2 R R(E Foreign exchange trading exposures 113 2,892
KREEERZRARE Equity trading exposures 158 =
BEERzMIZRARE Market risk trading exposures 2,252 5,139
FERNTHE TS RRE Average VaR for the year 3,034 4,815

REBE_TSTEAFENRN - HBRKEBNOT
R BE A U =5 195 B 553,000 7T (=

TEMF : 201,000 L) + HEZEER
4,318,000/ 7t (Z = ZE W4 : 2,037,000/
L) cEHET A=+ —HIEFEZEERS

The average daily revenue earned from the Group’s market risk related treasury
activities in 2005 was HK$553,000 (2004: HK$291,000) and the standard
deviation for such daily revenue was HK$4,318,000 (2004: HK$2,037,000).
The following are the average daily revenue and the standard deviation for
daily revenue analysed by principal dealing analysed for the years ended 31

EEHE R FHRGERIZEESTAT December:
SHFEYWZE BREE
Average daily revenue Standard deviation
—EFERE _—TENF CZFTFRFE _—TIENF
2005 2004 2005 2004
HNE 22 5) Foreign exchange dealing 692 309 3,985 909
MEZ 5 Interest rate dealing (139) (18) 1,762 1,976
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3. Risk management (Continued)
(A) Banking Group (Continued)
(iv) Market Risk (Continued)

The following histograms show the frequency of daily revenues related to

market-risk activities:

“BBREF

2005

20 18 -6 -4 -2 -10 -8

or below
AT

H &
Number of Days

90

WA (BEET)

-6 -4 -2 0 2 4 6 8 10 12 14 16 18 20 22
orabove

Revenue (HK$ million) A E

—EZTmE

2004

84

REENR @ &= 8 B WK H21,249,0007% 7T
(ZZZ 4 : 9,860,000/ 7T) @ FAEAE
8 /18,108,000 T (Z T T W F
18,800,000/ 7T) °

202

—EEREER

0

20 -18 -16 -14 -12 -0 -8
or below
AT

WA (BEBT)

or above

Revenue (HKS$ million) A E

During the year, the highest daily gain was HK$21,249,000 (2004:
HK$9,860,000) and the maximum daily loss was HK$18,108,000 (2004:

HK$18,800,000).
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3. Risk management (continued)
(A) Banking Group (Continued)
(v) Operational Risk

The Group manages operational risk at department level under respective
businesses within a structure coordinated by the Operations Division with
reporting to senior management. Since 2003, the Group has started the
operational risk incident reporting and tracking of operational loss data.

A dedicated operational risk management function has been established to
drive and implement the operational risk project of the Group with the objective
to improve operations quality, internal control process and to meet the Basel Il
requirements. The function is responsible for promoting the operational risk
control culture, and providing support to various departments in implementing

and complying with the operational risk management policy and requirements.
(B) Insurance Group

The Group’s insurance business is exposed to multiple risks, including
insurance risk, product risk, investment risk and business risks. We believe
that effective risk management is an integral part of our insurance business’
control process and operations, and that effective control of risks assists to

maintain the profitability and stability of our business.

The key risks of our insurance business and related risk control process are as

follows:
(i) Insurance risk

The Group’s insurance operation is in the business of underwriting insurance
risk and retains various maximum amounts per risk or event dependent on the
type of risk with the excess being reinsured through various reinsurance and
related agreements which are regularly reviewed. Catastrophe cover
arrangements are also in place whereby a number of claims relating to a
specific incident in aggregate would represent a material risk to the Group are

reinsured.

Underwriting and claims practices and procedures are documented and
reviewed. External independent actuaries are engaged to evaluate the

adequacy of the insurance reserves.
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3. Risk management (continued)

(B) Insurance Group (Continued)

(ii) Product risk

New products and major revisions to existing products undergo a product
approval process with the profitability being reviewed and where appropriate

assessed by internal and external independent actuaries.
(iii) Investment risk

Our investment practice is to maintain a conservatively invested portfolio which
attempts to maintain value whilst matching assets and policyholder liabilities
as appropriate, by yield, duration and currency taking account of the

associated risks, taxation and regulatory requirements.

(iv) Business risks

DSLA and DSGI follow the policies and procedures of the Group in assessing
business risk in terms of contingency and interruption planning as well as
providing training for staff and agents to comply with the relevant rules and
regulations covering their businesses. Macau Insurance Company Limited and
Macau Life Insurance Company Limited, insurance subsidiaries newly acquired
by the Group, have their own policies and procedures to comply with the

relevant requirements in Macau.
(C) The role of Internal Audit

The Group’s Internal Audit Division is an independent, objective assurance
and consulting unit, which is designed to focus on enhancing and sustaining
sound internal control in all business and operational units of the Group. The
Division reports functionally to the Group Audit Committee, which is chaired
by an Independent Non-Executive Director. The Division conducts a wide
variety of internal control activities such as compliance audits and operations
and systems reviews to ensure the integrity, efficiency and effectiveness of the

systems of control of the Group.
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