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(i) Capital adequacy ratio

Core capital

Paid-up ordinary share capital
Share premium

Reserves

Others

Less: Goodwill

Eligible supplementary capital

Reserves on revaluation
of land and interests in land

Reserves on revaluation of holding
of securities not held for
trading purposes

Collective impairment allowances
for advances to customers and
trade bills

Regulatory reserve

Eligible value of term subordinated
debt instruments

Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

Unadjusted capital adequacy

ratio at 31st December

Adjusted capital adequacy ratio

at 31st December

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

(a) Capital adequacy and liquidity ratios

KFIRITEE
The Group
2006 2005
294,221 294,021
378,421 359,929
6,541,502 5,838,021
694,038 623,129
(847,422) (847,422)
7,060,760 6,267,678
191,836 190,993
(88,791) 5,699
169,002 208,498
417,665 336,176
2,527,850 2,519,888
3,217,562 3,261,254
10,278,322 9,528,932
(405,324)  (405,324)
9,872,998 9,123,608
14.8% 14.9%
15.2% 14.9%

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)
(i) Average liquidity ratio for the year

Average liquidity ratio for the year

KFHRITEE
The Group
2006 2005

51.6% 50.8%

The average liquidity ratio for the year includes the liquidity
positions of the Bank and certain of its financial subsidiaries,
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 and overdue advances

analysed by geographical area

The geographical information is classified by the geographical
location of the borrowers 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 geographical location which is different
from that of the borrower or if the claims are on an overseas branch
of a bank whose head office is located in another geographical

location.
KZRITEE KEHRITEE
The Group The Group
2006 2005

BE=1{E A BEBA=EA
A EZ &R M EZER
BEFEN Overdue BEFEX Overdue
Total advances for Total advances for
advances to over three advances to over three
customers months customers months
48,519,063 228,191 46,779,933 263,429
5,819,641 46,935 5,012,975 50,982
1,673,038 3,567 990,269 3,510
2,626,495 3,552 1,618,657 3,530
58,638,237 282,245 54,401,834 321,451
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(c) Overdue and rescheduled assets
(i) Overdue and rescheduled advances to

customers
KFRITEE
The Group
2006 2005
hWERRE BB
ZADH 2B
&% % of total &% % of total
Amount  advances Amount  advances
Gross advances to customers
which have been overdue for
— 6 months or less but
over 3 months 44,470 0.08 84,313 0.15
-1 year or less but
over 6 months 48,222 0.08 65,648 0.12
— Over 1 year 189,553 0.32 171,490 0.32
282,245 0.48 321,451 0.59
Secured balance 224,291 265,815
Unsecured balance 57,954 55,636
282,245 321,451
Market values of collateral held
with respect to secured balance 299,772 329,492
Individual impairment
allowances 57,412 51,608
Rescheduled advances 43,729 0.07 145,084 0.27

There were no advances overdued for over 3 months and

(SRR rescheduled advances to banks and other financial institutions

& A LA

as at 31st December, 2006 and 31st December, 2005.
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(c) Overdue and rescheduled assets (Continued)
(i) Other overdue assets

KFHRITEE
The Group
2006 2005
Trade bills which have been overdue for
— 6 months or less but over 3 months - 3,529
— 1 year or less but over 6 months 4,934 -
— Over 1 year 1,509 547
6,443 4,076
(d) Repossessed assets
KFRITEE
The Group
2006 2005
Repossessed assets obtained as securities
for advances to customers 78,094 86,314

(e) Cross-border claims

The information concerning cross-border claims has been classified
by the geographical 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 geographical
location 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 geographical location.
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(e) Cross-border claims (Continued)

Macau

Mainland China

Other Asia Pacific

United States

Other North and South
American countries

Middle East and Africa

Germany

United Kingdom

Other European countries

Macau

Mainland China

Other Asia Pacific

United States

Other North and South
American countries

Middle East and Africa

Germany

United Kingdom

Other European countries

KFHRITEE
The Group
2006
RITRIZE
RE A
TRIEE RERE
Banks and Public
other financial sector HAth L
institutions entities Others Total
2,352,697 - 5,885,873 8,238,570
2,147,298 138,738 1,085,908 3,371,944
7,350,417 - 1,112,209 8,462,626
1,138,755 301,822 1,821,869 3,262,446
4,152,129 - 1,357,939 5,510,068
8,632 - 2,922 11,554
9,171,920 - 13,417 9,185,337
5,658,352 - 338,407 5,996,759
17,213,063 - 901,774 18,114,837
49,193,263 440,560 12,520,318 62,154,141
KFHRITEE
The Group
2005
RITRIZE
R E A
TRIEE RERE
Banks and Public
other financial sector HAth L
institutions entities Others Total
1,069,529 - 5,051,067 6,120,596
1,655,235 136,698 504,354 2,296,287
5,770,376 - 1,067,643 6,838,019
957,664 300,635 2,098,564 3,356,863
1,222,935 - 400,289 1,623,224
3,721 - 3,216 6,937
8,064,807 - 13,280 8,078,087
4,865,660 - 204,425 5,070,085
13,101,460 - 957,342 14,058,802
36,711,387 437,333 10,300,180 47,448,900
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(f)

(9)

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
adjusted capital adequacy ratio of 15.2% as at 31st December,
2006 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 those regulators’ rules.
Certain financial subsidiaries, as specified by the HKMA, are subject
to the HKMA’s capital requirements for its regulatory supervision
pUrposes.

Corporate Governance

The Bank is committed to high standards of corporate governance
and has established a number of committees under the Board of
Directors including the Executive Committee, Credit Committee,
Management Committee, Asset and Liability Management
Committee, Audit Committee, Director Nomination Committee and
Remuneration Committee. The compositions and functions are
explained in the “Corporate Governance Report”.
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