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Supplementary Financial Information

1.

Capital adequacy

—EEBCF T i
ARA=EtHR +ZA=+—
As at As at
30 June 31 December
2002 2001
Capital adequacy ratio 14.68% 14.38%
Adjusted capital adequacy ratio 15.02% 14.57%

The capital adequacy ratio represents the consolidated ratio of BOCHK
as at 30 June 2002 and 31 December 2001 computed in accordance with
the Third Schedule of the Banking Ordinance.

The adjusted capital adequacy ratio represents the consolidated ratio of
the BOCHK as at 30 June 2002 and 31 December 2001 computed in
accordance with the guideline “Maintenance of Adequate Capital Against
Market Risks” issued by the Hong Kong Monetary Authority. The adjusted
ratio takes into account both credit and market risk as at 30 June 2002
and 31 December 2001.
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2. HIRBENERNERRKHG 2. Components of capital base after deductions

AREENLE=ZZZ=F The consolidated capital base of BOCHK after deductions used in the
NAZTTHEHREZZEZE—F calculation of the above capital adequacy ratios as at 30 June 2002 and
+ZA=+—RAZEALXR 31 December 2001 and reported to the Hong Kong Monetary Authority is
ELHELDEREERZ analysed as follows:
HMRENEEERER S
T
= —FTF
AA=1H +-A=+—H
As at As at
30 June 31 December
2002 2001
BYEEER AEEET
HK$’'m HK$'m
BLER Core capital:

130 T R ) 4 R A AR Paid up ordinary share capital 43,043 43,043

1 Reserves 8,631 9,481

Bk Profit and loss account 1,610 (850)

DB R E R Minority interests 850 910

54,134 52,584
MimmER : Supplementary capital:

—RRIREFESE General provisions for doubtful debts 4,990 4,943
PIERERR Gross value of supplementary capital 4,990 4,943
MINEAN A EEE Eligible value of supplementary capital 4,990 4,943
BRI B AR R A2 58 Total capital base before deductions 59,124 57,527
AL Deductions:

RAENBLRX Shareholdings in subsidiaries or

2R A R A R holding company (360) (375)
HEERRRINEREE Exposures to connected companies (230) (347)
HBFMNBAF20%K Equity investments of 20% or more

A EHIRR(E in non-subsidiary companies (221) (256)
EEMRITHD MBS Investments in the capital of other banks

MR AR A or other financial institutions (1) (1)

(812) (979)
TR ERER B Total capital base after deductions 58,312 56,548
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Supplementary Financial Information (continued)

3.

Liquidity ratio

Bz BZE
—BE-F —FTF
AA=ZtTRALE +tZA=+—HIt
~MEA =faA
6 months 3 months
ended ended
30 June 31 December
2002 2001
Average liquidity ratio —
BOCHK 41.26% 39.88%

The average liquidity ratio for the period ended 30 June 2002 is calculated
as the simple average of each calendar month’s average liquidity ratio of
Bank of China (Hong Kong) Limited (“BOCHK?”) for the period.

The average liquidity ratio for 2001 is calculated as the simple average of
each calendar month’s average liquidity ratio of BOCHK for the 3 months
from 1 October 2001 (the date of the restructuring and merger) to 31
December 2001.

The liquidity ratio is computed on the solo basis (the Hong Kong offices
only) and is in accordance with the Fourth Schedule of the Banking
Ordinance.

Prior to the Restructuring and Merger, the liquidity ratio of each of the
predecessor entities was managed on an individual basis.
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Supplementary Financial Information (continued)

4. Currency concentrations

The following is a summary of the major foreign currency exposures arising
from trading, non-trading and structural positions. The net option position
is calculated based on the “worst-case” approach set out in the prudential
return “Foreign Currency Position” issued by the HKMA.

ZZE-E5A=1H
As at 30 June 2002
BEAELEE
Equivalent in millions of HK$
il
in 34 New A A7
US  Pound Zealand Australian Japanese Hfti&% Bt

Dollars ~ Sterling ~ Dollars ~ Dollars Yen  Others Total
Spot assets 181,434 11,806 8,418 25671 13465 22,076 262,870
Spot liabilities (134,844) (17,922) (15,035) (26,722) (2,953) (19,567) (217,043)
Forward purchases 109,340 11,365 8,528 8,142 17,557 18,990 173,922
Forward sales (145,155)  (5,229)  (1,924) (7,111) (28,095) (21,375) (208,889)
Net options position 446 7 143 146 - 39 781
Net long/(short)
position 11,221 27 130 126 (26) 163 11,641
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4. HERK (&) 4. Currency concentrations (continued)

“FE-F+-fA=1-H
As at 31 December 2001
BUEAETEE
Equivalent in millions of HK$
FHEWR
E 3 New Br A%
US  Pound Zealand Australian Japanese Hfti&# fit

Dollars ~ Sterling ~ Dollars ~ Dollars Yen  Others Total

REEE Spot assets 197497 15996 14,167 28316 3428 22,113 281517
RERE Spot liabilities (134,348) (17,971) (14,5550) (27,380) (2,081) (18,859) (215,189)
EHEA Forward purchases 70500 5230 1211 1623 10834 12726 102,124
EHEN Forward sales (124,606)  (3,233)  (794) (2,538) (12,190) (15,807) (159,168)
MERTE Net options position 4,217 14 43 135 (7) 22 4484
E/(R)BFE Net long/(short)

position 13,320 36 7 156 (16) 195 13,768
N-_EE_FA=1+H There were no significant net structural positions for the Group as at 30
rFZFEE—F+ZR=+ June 2002 and 31 December 2001.
—H - AEEWEREEKR
EEAEBRFE -
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Supplementary Financial Information (continued)

5.

Segmental information

(a) Gross advances to customers by industry sector

“EECF —ETF
ABA=1H +=ZRA=+—8
As at As at
30 June 31 December
2002 2001
BEHER BEEETT
HK$'m HK$'m
Loans for use in Hong Kong
Industrial, commercial and financial
- Property development 26,818 28,300
- Property investment 44,814 47,758
- Financial concerns 6,691 7,314
- Stockbrokers 81 108
- Wholesale and retail trade 22,419 24,091
- Manufacturing 11,140 11,477
- Transport and transport equipment 9,780 8,778
- Others 51,487 51,054
Individuals
- Loans for the purchase of flats in
Home Ownership Scheme,
Private Sector Participation Scheme
and Tenants Purchase Scheme 20,032 20,273
- Loans for purchase of other
residential properties 85,689 82,513
- Credit card advances 3,462 3,019
- Others 9,280 9,735
Total loans for use
in Hong Kong 291,693 294,420
Trade finance 9,763 10,566
Loans for use outside
Hong Kong 16,178 18,052
Total advances to customers 317,634 323,038
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5. 2EER (&) 5. Segmental information (continued)
(b) RHEEEFHIEZE (o) Geographical analysis of gross advances to customers, overdue
FEX BHERE advances and non-performing loans
TEANER
The following geographical analysis of gross advances to customers,
THEREFPERE overdue advances for more than three months and non-performing loans
% mHEBE=EA is based on the location of the counterparties, after taking into account
ZERRTBEHOER of the transfer of risk in respect of such advances where appropriate.
2 MR R I AT = AR

BRXHHFHME
o YEERERE
R2BBRAREE -

(y BFERBE (i) Gross advances to customers
= = —TTF
~A=t+H +=ZA=+—H
As at As at
30 June 31 December
2002 2001
BEEET BEEHETT
HK$'m HK$'m
BE Hong Kong 305,892 310,953
A B A D Mainland China 6,348 7,753
H At Others 5,394 4,332
317,634 323,038
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5. D¥EER (&) 5. Segmental information (continued)
(b) RUEBEHIEZE (o) Geographical analysis of gross advances to customers, overdue
FEX BHEXK advances and non-performing loans (continued)
TERAYVER (&)
(i) BHEABB={A (i) Overdue advances for over three months
ZER
—2F=F —TTF
AA=+RA +ZA=+—H
As at As at
30 June 31 December
2002 2001
BEHER BEAET
HK$'m HK$'m
o Hong Kong 19,296 21,713
R A Mainland China 2,294 3,465
HAh Others 137 120
21,727 25,298
(i) TEHER (iii)y Non-performing loans
ZBECF —ETE-F
AA=+H +zZA=+-H
As at As at
30 June 31 December
2002 2001
BEBER BEBRET
HK$'m HK$'m
55 Hong Kong 25,821 30,043
B A i Mainland China 2,483 5,130
Hi Others 194 339
28,498 35,512
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Supplementary Financial Information (continued)

6. 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 analysed by geographical areas and
disclosed as follows:

BIR
SRBE
Banks and DR
other Public
financial sector Hitr CH
institutions entities Others Total
BEHER BEHER BEHER BEHER
As at 30 June 2002 HK$'m HK$'m HK$'m HK$'m
Asia, other than
Hong Kong 65,728 7,555 9,749 83,032
North America 23,323 27,443 16,771 67,537
Western Europe 152,709 3,587 20,049 176,345
Caribbean — — 2,545 2,545
241,760 38,585 49,114 329,459
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6.

Cross-border claims (continued)

As at
31 December 2001

Asia, other than
Hong Kong
North America
Western Europe

Caribbean

BITR
SRIE
Banks and NS 2
other Public
financial sector Hity A&t
institutions entities Others Total
EEEETL EEEETL EEEETL EEEETL
HK$'m HK$'m HK$'m HK$'m
133,805 15,771 10,337 159,913
34,303 18,526 8,725 61,554
143,297 3,172 3,934 150,403
— — 3,105 3,105
311,405 37,469 26,101 374,975
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7. BHRRELAEE 7. Overdue and rescheduled assets

(a) EFER

(a) Advances to customers

() BEEBzRERF (i) Gross amount of overdue advances
&%
ZBE2CF HRFER  -TT-F  (REPEX
AB=tR  BEESW t-A=1-H BEAON
As at % of gross As at % of gross
30June  advancesto 31 December  advances to
2002 customers 2001 customers
REEER ABEET
HK$'m HK$'m
REEHBE Gross advances to
EaE customers which
have been
overdue for:
—HBR=EA - six months or
BB less but over
~NMEA three months 2,455 0.77% 4212 1.30%
— B EA - one year or less
BEAEB—F but over
six months 5,770 1.82% 5,427 1.68%
-HBBR—F - over one year 13,502 4.25% 15,659 4.85%
21,727 6.84% 25,298 7.83%
RZEZEZFR At 30 June 2002 and 31 December 2001, there were no advances
A=+BK=% to banks and other financial institutions which were overdue for
T—F+=-A= over three months.
+—H %8
HHEA=EA
RIT RE M R

BWEEXR -
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7. BPRRELAEE (#) 7. Overdue and rescheduled assets (continued)

(a) BEFER (&)

(a) Advances to customers (continued)

(i) MEABERETE (ii) Overdue advances are reconciled to non-performing loans as
HER follows:

-¥E0F “FFF

~AZTH +-A=1+-H

As at As at

30 June 31 December

2002 2001

BEEER BEBET

HK$'m HK$'m

BRBE=A

Advances which are overdue

ZE# for mare than three months 21,727 25,298
m:aH=EA% Add: non-accrual advances which
BTEEL are overdue for three months
2FIE or less
ZERH
-BERLE -included in rescheduled
HZEFR advances 1,480 1,315
—Efh - others 6,152 10,685
B BEER={EA Less: advances which are overdue
BHEFHE for more than three months and on
ZEH which interest is still being accrued (861) (1,786)
TEHER Non-performing loans 28,498 35,512
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Supplementary Financial Information (continued)

7.

Overdue and rescheduled assets (continued)

(a) Advances to customers (continued)

(iii) Rescheduled advances (net of amounts included in overdue

advances for more than three months and reported in item (i)

above) are as follows:
g5k -3
~AZ1H

“TT-F FEPER
aEEst T-A=+-H BEANL
% of gross As at % of gross

30June  advancesto  31December  advances to
customers 2001 customers
BY¥EER BEBRET
HK$'m HK$'m
Rescheduled
advances 0.51% 1,814 0.56%

At 30 June 2002 and 31 December 2001, there were no
rescheduled advances to banks and other financial institutions.

Other overdue assets

Overdue for:
- six months or less
but over three months
- one year or less
but over six months

- over one year

e et ¢
NAE=+H +=ZA=1—

As at As at
30 June 31 December
2002 2001
BEBER BEBEET
HK$’'m HK$'m
10 9

21

19
50 18
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Supplementary Financial Information (continued)

8. Risk management

BOCHK’s goal in risk management is to maximise its long-term risk-adjusted
return on capital as well as shareholders’ wealth while maintaining its risk
exposure within acceptable parameters. Our risk management philosophy

seeks to achieve our goal by:

e establishing a more independent, centralised and comprehensive
risk management system, which stresses on standardising corporate
governance structure, maximising shareholders’ value and balancing

the risk and return level;

e emphasising the importance of risk control responsibility and
accountability;

e adopting international risk management principles and best practices;

e improving our management information systems, risk measurement
technigues and risk monitoring controls; and

e modernising our risk management culture on a continuous basis.

BOCHK has developed and implemented comprehensive risk management
policies and procedures to identify, measure, monitor and control credit
risk, market risk, liquidity risk and operational risk across the organisation.
The Risk Management Committee under the Board of Directors has the
responsibility of approving risk management policies and procedures.
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Supplementary Financial Information (continued)

Risk management (continued)

Our Chief Risk Officer oversees and monitors the operations of the risk
management department (“RMD”) and reports directly to the Risk
Management Committee. The Chief Risk Officer is also responsible for
assisting the Chief Executive on bank-wide credit risk, market risk and
operational risk management and submitting to the Risk Management
Committee the independent risk management report each month. In addition,
our Chief Financial Officer, with assistance of the Treasurer, monitors the
bank-wide interest rate risk and liquidity risk and submits reports to the
Asset and Liability Management Committee (“ALCO”) on a regular basis.

BOCHK'’s principal banking subsidiaries, Nanyang and Chiyu Banking
Corporation Limited (“Chiyu”), also face the same types of inherent business
risks and they generally follow our risk management strategies and policies.
In addition, Nanyang and Chiyu have generally implemented risk
management controls and procedures that are in compliance with the
risk management controls and procedures of BOCHK. Within this general
risk management framework, Nanyang and Chiyu may conduct their existing

risk management practices according to their own specific circumstances.
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Supplementary Financial Information (continued)

Risk management (continued)
Credit risk management

Credit risk is the risk that a customer or counterparty will be unable or
unwilling to meet a commitment that it has entered into with BOCHK. Credit
risk arises principally from BOCHK’s lending, trade finance and treasury
operations.

BOCHK considers that independence and proper checks-and-balances
are of critical importance in carrying out effective risk management. To
this purpose, BOCHK’s managerial/organisational structure placed our
RMD and Audit Department in a hierarchical position in which they report
directly to the Risk Management Committee and Audit Committee
respectively. These committees and departments form an independent
line of control.

To avoid any potential conflicts of interest, the credit review functions are
independent of the business development units. BOCHK’s credit assessment
emphasises a thorough understanding of the purpose and structure of
the loan, the borrower’s financial status, cash flow position and repayment
ability as well as business management.

BOCHK exercises credit risk monitoring in a prudent manner with the
involvement of multiple levels within our organisation. This process enables
BOCHK to promptly detect any early signs of loan deterioration and identifies
potential loan classification downgrades so that the appropriate actions
can be taken to manage the loans. To improve the credit quality and control
the non-performing loan ratio, BOCHK establishes a clear target to evaluate
the performance of the credit initiation units and the Special Asset
Management Department.
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Supplementary Financial Information (continued)

Risk management (continued)
Market risk management

Market risk is the risk that the movements in interest rates or market prices
will result in losses in on- and off-balance sheet positions. BOCHK’s market
risk arises from customer-related business and from position taking. Market
risk trading positions are subject to daily mark-to market valuation.

Market risk is managed within risk limits approved by the Risk Management
Committee. The overall risk limits are set into sub-limits by reference to
different risk factors, which are interest rate, foreign exchange, commodity
and equity prices. Considering the different nature of the products involved,
limits are set by using a combination of risk measurement techniques,

including position limits and sensitivity limits.

The Market Risk Division in the RMD is responsible for the daily market
risk management. Through the daily risk monitoring process, the Market
Risk Division measures risk exposures against approved limits and initiates
specific action to ensure that the overall and individual market risks are

managed within an acceptable level.

Value at Risk (“VaR”) is a statistical technique which estimates the potential
losses that could occur on risk positions taken due to movements in foreign
exchange, interest rates, commodity and equity prices over a specified
time horizon and to a given level of confidence. The model used by BOCHK
to calculate portfolio and individual VaR on a variance/covariance basis,
uses historical movements in market rates and prices, a 99% confidence
level and a 1-day holding period and generally takes account of correlations
between different markets and rates.
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Supplementary Financial Information (continued)

Risk management (continued)

The VaR for all trading market risk exposure of BOCHK at 30 June 2002
was HK$6.5 million (HK$1.6 million at 31 December 2001), the VaR for all
trading interest rate risk exposure was HK$7.8 million (HK$1.5 million at
31 December 2001) and the VaR for all trading foreign exchange risk
exposure was HK$0.9 million (HK$1.2 million at 31 December 2001). The
average VaR for the period ended 30 June 2002 was HK$2.5 million.

Prior to the restructuring and merger, market risk of each of the predecessor
entities was managed on an individual basis. As a result, the average
VaR from market risk-related trading activities of BOCHK for the period
ended 30 June 2001 is not comparable and hence not presented.

Foreign exchange risk management

BOCHK provides foreign exchange deposit, margin trading and forward
transaction services to its customers. BOCHK’s trading activities in the
foreign currency markets expose it to exchange rate risk. BOCHK manages
exchange rate risks through its interbank market activities. In particular,
BOCHK mitigates exchange rate risks by establishing position limits and
limits on the loss of the whole foreign exchange trading floor. All these
limits are approved by the Risk Management Committee. The RMD is
responsible for monitoring foreign exchange exposure and related stop-
loss limits on a day-to-day basis as well as controlling BOCHK’s credit

risk exposure arising from foreign exchange transactions.
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Supplementary Financial Information (continued)

Risk management (continued)
Interest rate risk management

BOCHK'’s balance sheet consists predominantly of Hong Kong dollar
denominated interest rate sensitive assets and liabilities. BOCHK’s primary
sources of interest rate risk are mismatches in the maturities or re-pricing
periods of these assets and liabilities and movements in interest rates. In
addition, different pricing bases for different transactions may also lead
to interest rate risk for BOCHK’s assets and liabilities within the same re-
pricing period.

BOCHK'’s Treasurer is responsible for formulating the policy and developing
risk management system to assist BOCHK’s ALCO in identifying, measuring,
monitoring and controlling interest rate risk. The Treasurer uses gap analysis
to measure BOCHK's exposure to interest rate risk. The gap is the difference
between the amount of interest-earning assets and interest-bearing liabilities
that mature or must be re-priced within a specific time band. It provides
BOCHK with a static view of the maturity and re-pricing characteristics of
its balance sheet positions. The Treasurer measures the gaps by classifying
all assets, liabilities and off-balance sheet items for each currency into
appropriate time bands according to contracted maturities or anticipated
re-pricing time bands to indicate the extent to which BOCHK is exposed
to the risk of potential changes in the margins on new or re-priced assets
and liabilities. The potential risks associated with these gaps are measured
through simulated interest rate scenarios to testify that the interest income
variations are within the manageable range and the results are reflected
on daily reports.
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Supplementary Financial Information (continued)

Risk management (continued)
Liquidity risk management

Liquidity risk arises in the funding of lending, trading and investment activities
and in the management of trading positions. Liquidity risk includes both
the risk of unexpected increase in the cost of funding to refinance the
BOCHK'’s asset portfolio at appropriate maturities and the risk of being
unable to liquidate a position in a timely manner and/or at a reasonable
price. The goal of liquidity management is for BOCHK to be able, even
under adverse market conditions, to meet all its maturing repayment
obligations on time and fund all of its investment opportunities.

BOCHK maintains flexibility in meeting its funding requirements by
maintaining diverse sources of liquidity. BOCHK funds its operations
principally by accepting deposits from retail and corporate depositors.
BOCHK may also borrow in the short-term interbank markets, although it
is typically a net lender of funds. In addition, BOCHK may from time to
time raise funds through the sale of investments.

BOCHK uses the majority of funds raised to extend loans, make investments
in debt securities or conduct interbank placements. Generally, deposits
are of shorter average maturity than that of loans or investments and are
of longer average maturity compared with interbank placements.

BOCHK maintains a buffer portfolio of liquid, high quality securities that
is managed by BOCHK’s Treasurer. These securities may generally be
sold at any time at market prices to meet BOCHK’s emergent liquidity
needs. BOCHK may also manage its liquidity by borrowing in the interbank
markets on a short-term basis. The interbank markets generally provide
an adequate amount of liquidity, at borrowing rates that are subject to
market conditions.
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Supplementary Financial Information (continued)

Risk management (continued)

The primary goal of the BOCHK’s asset and liability management strategy
is to achieve an optimal return while ensuring adequate levels of liquidity
and capital within an effective risk control framework and at reasonable
cost of funding. BOCHK'’s ALCO is responsible for establishing these policy
directives and works closely with the Treasurer to ensure that BOCHK
maintains adequate levels of liquidity and secures the lowest possible
cost of funding, while closely planning and monitoring BOCHK’s on- and
off-balance sheet assets and liabilities according to the risk incurred. The
Treasurer adjusts, as necessary, BOCHK'’s liquidity and foreign exchange
positions in line with the policies of ALCO, and also provides reporting
and analytical services to ALCO with respect to current and planned positions
taken for investment, funding and foreign exchange management purposes.
In particular, BOCHK has implemented various measures to:

o improve its management information system to provide timely
information on the movement of its liquid assets and that of its customer
deposits on a daily, weekly and monthly basis;

o monitor liquidity ratios in compliance with the HKMA’s requirements;

o prepare regular maturity gap analyses to enable management to review
and monitor BOCHK'’s liquidity position on a timely basis;
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Supplementary Financial Information (continued)

8. Risk management (continued)

e conduct scenario analysis to estimate the impact of various risk factors

on the liquidity position;

e  establish a range of liquidity risk factors to be monitored and a liquidity
risk warning index system to detect early signs of any irregularities;
and

e create a three-tier response system to effectively deal with any
emergencies.

Capital management

The Group monitors the adequacy of its capital using the Capital Adequacy
Ratio (“CAR”) as one of the major measurements, which is subject to the
Hong Kong Monetary Authority regulatory requirements. The Group
maintained its capital to comply with all the statutory standards for all the
periods presented in the report. On consolidated basis, BOCHK'’s unadjusted
CAR and adjusted CAR incorporating market risk were improved from
14.38% and 14.57% as at the end of last year to 14.68% and 15.02%
respectively. Both were well above the statutory minimum standards.

91



PERFHEGZR)ARAE

BOC HONG KONG (HOLDINGS) LIMITED

HRUBER (&)
8. RERERE (#)

92

BRERMBER

RERER S K RZRERE
TRE ARBK EH
R RERINEI R B E M
FRREMNEEESE
R R FER & HER
REGEHT > BRHRE
AEHNEZRR — -

FEREE T BB BAE
HHEE R RERRE - A
FERPTBEEBBAIT °
R FIRFERIETE
EBERRE  US—BHR
KEMEESER - A1THOH
BEBINEANIEERA
E - BIEHEPEKZ

S, 48
&

RIRE B G — P RS H
B BE - EBREHR
EREBER G A - &
ZEIBRIKFE o

Supplementary Financial Information (continued)

Risk management (continued)
Operational risk management

Operational risk is the risk of loss resulting from inadequate or failed internal
processes, people and systems or from external events. It is one of the
major risks to which BOCHK is exposed and is inherent to various businesses
and back office processing.

BOCHK manages operational risk mainly through its internal controls to
ensure all operations are conducted effectively. At the same time, BOCHK
is enhancing its business continuity plan to ensure that the operation of
critical functions can recover within a short time frame and minimise the
impact to customers in the event of a disaster.

To be in line with international best practices, BOCHK will further enhance
the methodologies in identifying, measuring, monitoring and controlling
operational risk.



