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CAPITAL ADEQUACY RATIO

Capital adequacy ratio as at 31 December R+=—A=+—H
BARFE R E
Core capital adequacy ratio R+=ZA=+—H
as at 31 December BB ANTE B LR

The capital adequacy ratio and core capital ratio at 31 December 2008
are computed on a consolidated basis which comprises the positions
of Fubon Bank (Hong Kong) Limited, Fubon Credit (Hong Kong)
Limited, Fubon Factors (Hong Kong) Limited, Fubon Bank Vanuatu
Limited, Fubon Hong Kong (Taiwan) Co., Ltd and & E (FFEH)
BBRZAF] (“Fubon Leasing (China) Co., Ltd") as required by the Hong
Kong Monetary Authority (“HKMA") for its regulatory purposes, and
are compiled in accordance with the Banking (Capital) Rules issued by
the HKMA under section 98A of the Hong Kong Banking Ordinance
for the implementation of the “Basel II" capital accord. & FFHE (F
H)AMR A7 (“Fubon Leasing (China) Co., Ltd") was only included in
the computation of consolidated capital ratios since its establishment
in 2008.

In accordance with the Banking (Capital) Rules, the Group has
adopted the “standardised approach” for the calculation of risk-
weighted assets for credit risk and market risk and the “basic
indicator approach” for the calculation of risk-weighted assets for
operational risk.

The Group's capital adequacy is managed by the Asset and Liability
Management Committee. Key tools adopted by the Group to assess
its capital adequacy include capital budgeting, monitoring and stress
testing. An annual capital budget is prepared during the annual
budgeting process to assess the adequacy of the Group's capital
to support current and future business activities taking into account
projected business growth and any new business activities. The
annual budget is approved by the Board of Directors. Actual capital
adequacy and also return on capital of individual business units
and on a bankwide basis is measured and compared against the
approved budget on a regular basis. In addition, regular stress testing
and scenario analysis of major sources of risk faced by the Group is
performed to assess impact on capital adequacy ratios.

The Group operates subsidiaries in Hong Kong and the PRC.
Exchange controls are in place and there may be restrictions on the
transfer of regulatory capital and funds from members of the Group's
consolidation group in the PRC to Hong Kong.

(A) EAFT R
The Group
AEE

2008 2007
—BENF —ETEEF
% %
14.04% 14.42%
7.61% 9.77%
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(A) CAPITAL ADEQUACY RATIO (continued) (A) EXFREER ()

(i) Capital base () BEXER
ARFTE LN+ ZA=+—B2Z2EEARER
LR RIE[ B AT R L R R EREKR (MABS)3) &
1 50 AP ER R e & 7R Bl A8 B A FURU 2 O AR B D

The components of the total capital base after deductions used
in the calculation of the above capital adequacy ratios as at
31 December and reported under Part Il of the banking return

“Capital Adequacy Return” (MA(BS)3) are analysed as follows: DA
The Group
AEE
2008 2007
—EENF —TTLRF
HK$°000 HK$'000
FHET FAT
Core Capital BB
Paid up ordinary share capital 2R R TR AR AR AN 1,172,160 1,172,160
Reserves (including retained earnings) e (BIEREEA) 1,481,383 1,533,639
Share premium B4 B 749,778 749,778
Profit and loss account i 1 R s 1R AR (60,069) 229,145
Total deduction from core capital B LEANR AR (265,509) (116,355)
Core capital after deductions HIRAE HIZ O E AR 3,077,743 3,568,367
Eligible supplementary capital Al E R & A
Reserves on revaluation of land i N T RS 23,701 23,701
and interest in land BEEAFE
Reserves on revaluation of holdings of FHERTMEH S E S
available-for-sale securities EihFEE - (87,656)
Collective impairment allowance RERERE 114,106 82,126
Regulatory reserve AR 175,211 213,447
Term subordinated notes BHRERE 1,550,020 1,559,980
Paid-up irredeemable cumulative R AIER RIEE LR
preference shares 925,359 -
Total deduction from eligible AT ERIBIINE A $0R 4258
supplementary capital (183,776) (93,633)
Supplementary capital after deductions & BB HNE AR 2,604,621 1,697,965
Total capital base after deductions MRENERERERE 5,682,364 5,266, 332
Total deductions from the core capital BE#& U0 &4 R Hin&EZ
and supplementary capital R4 (449,285) (209,988)

All of the Bank's investments in subsidiaries except for Fubon
Credit (Hong Kong) Limited, Fubon Factors (Hong Kong) Limited,
Fubon Bank Vanuatu Limited, Fubon Hong Kong (Taiwan) Co.,
Ltd. and EFHEE (FE) BRAF (“Fubon Leasing (China)
Co., Ltd") are deducted from the core capital and supplementary
capital.
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(B) LIQUIDITY RATIO

PPy 2u

Average liquidity ratio for the year FRTFERBE SR LLE

The average liquidity ratio is computed as the simple average of
each calendar month’s average ratio, as reported in Part 1(2) of the
“Return of Liquidity Position of an Authorised Institution” (MA(BS)1E)
calculated in accordance with the Fourth Schedule to the Hong Kong
Banking Ordinance.

The ratio for the year is computed on a consolidated basis which
comprises the positions of Fubon Bank (Hong Kong) Limited, Fubon
Credit (Hong Kong) Limited, Fubon Bank Vanuatu Limited and = #87#8
E(FB)ABRAT (“Fubon Leasing (China) Co., Ltd") as required by
the HKMA for its regulatory purposes.

BEHEE(RE)ARAF (“Fubon Leasing (China) Co., Ltd") was only
included in the computation of consolidated liquidity ratio since its
establishment in 2008.

(B) HEIE S K

The Group
AEE
2008 2007
—BENF —ETEEF
% %
40.29 44.35

FHRBDES L ERIASEE A L RHHE
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(C) FURTHER ANALYSIS ON ADVANCES TO CUSTOMERS
ANALYSED BY INDUSTRY SECTOR

Advances to customers analysed by industry sector and the coverage
of collateral is as follows. The economic sector analysis is based on
the categories and definitions used by the HKMA.

(C) BATHROMNEFERNE—Z D

BOERBEREFOTHEFLERAT - K&
TEIMDHERSE BAIRARRGIRES

The Group
A5
2008 2007
“ZEN\f “ETREE
% of % of
Gross  gross loans Gross gross loans
loans and covered by loans and covered by
advances collateral advances collateral
BRRER  BEAZEX ERRER  BEAZEX
“m (HEREE2 gE (hEREEZ
HK$'000 Bl HK$'000 BAL
TAx % THT %
Gross advances for use in Hong Kong TERBFERNERBE
Industrial, commercial and financial Trda
- Property development -MEEE 47,500 8.42 59,453 66.36
~ Property investment S UE ) 8,694,857 65.13 5,874,005 69.51
- Financial concerns —SRE 492,465 - 678,349 6.44
- Stockbrokers —RE&LE 5,413 21.1 144,323 97.79
- Wholesale and retail trade ~HERTEX 96,448 28.80 221,630 12.54
- Manufacturing L 2,204,099 10.08 1,634,110 23.04
~ Transport and transport equipment — B REHR A 752,659 89.76 699,036 88.01
~ Information technology — B 14,630 76.92 14,395 94.45
- Others —Hft 2,660,900 51.69 2,649,604 40.32
Individuals A
— Loans for the purchase of flats under the —BE [EEBERHE
Home Ownership Scheme, Private Sector [AAZEER:E] R
Participation Scheme and Tenants [HEEEREE 5%
Purchase Scheme or their respective HEBRREE
successor schemes HETHER 10,953 100.00 7,300 100.00
— Loans for the purchase of other residential —-BEEMEENENER
properties 7,312,449 99.60 7,272,919 95.36
- Credit card advances —(ERREX 554,171 - 533,187 -
- Others —Hft 1,024,661 54.88 894,852 52.53
23,871,205 20,683,163
Trade finance BHRE 1,849,658 10.19 2,169,800 13.69
Gross advances for use outside Hong Kong TERBIMER R E 5 7,608,933 40.95 8,780,049 44.08
Gross advances to customers RFEREE 33,329,796 57.43 31,633,012 56.87
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(C) FURTHER ANALYSIS ON ADVANCES TO CUSTOMERS (C) BITESMNEFERNE S (&)
ANALYSED BY INDUSTRY SECTOR (continued)
Analysis of the Group's impaired advances in respect of industry BITEMNMEBEERETE10% A EHALEE
sectors which account for 10% or more of gross advances to HMEEZRWT :
customers:
The Group
358
New provisions
charged to Loans
income written
Individual Collective statement off during
Overdue Impaired impairment impairment ~ during the year the year
As at 31 December 2008 RZBENETZR=1-A advances advances allowances allowances  FRRYERRA ERME
BHEN REEY  EIRERE  GRNMERE  NRZEG 28R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
T#n Tn TEn TEn TEn Tn
~ Property investment ~MERE 13,002 15,921 910 4,415 594 -
- Loans for the purchase -BEEBAENEN
of other residential properties ER - 401 - 1,034 - -
- Gross advances for use outside ~EERIMER
Hong Kong fenes 181,508 221,149 109,283 66,363 175,399 105,599
The Group
A%E
New provisions
charged to Loans
income written
Individual Collective statement off during
Overdue Impaired impairment impaiment  during the year the year
As at 31 December 2007 R-BRHE+-A=+-A advances advances allowances alowances  ERRMERRA ERE
REER REER  ERREERE  GONERE  MROTRG ZEH
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Tén T Thr ThL TEn Thn
- Property investment R ESE 9,988 12429 2,286 3,287 1747 14,823
~ Loans for the purchase -BEAMEENRN
of other residential properties B 1683 7928 597 2,264 597 =
- Gross advances for use ~TERNINER
outside Hong Kong HEFEE 76,436 109,458 44170 38272 31515 23179
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(D) OVERDUE AND RESCHEDULED ASSETS

(i)

Fubon Bank & #8#R77 Annual Report 2008 4 4

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

Current market value of collateral held
against the covered portion of overdue
loans and advances

Covered portion of overdue loans
and advances

Uncovered portion of overdue loans
and advances

Amount of expected recoveries from
companies in liquidation in respect of the
covered portion of overdue loans and
advances

Individually assessed impairment
allowances in respect of advances
overdue for more than three months

(D) IR REALEE
() BHELEHN

The Group
piS- |
2008 2007
—EEN\E ZERE
% of gross % of gross
advances advances
HK$'000 HEFEE HK$'000 HEFEE
Thr 2B T AR
ZFERER
LIRS
MeBaE -
~A~ERSATE=EANE 71,306 0.21 32,948 0.10
——Eg A MEREANLE 53,260 0.16 32,926 0.10
—HA—F 84,742 0.25 47,703 0.15
209,308 0.63 113,577 0.36
HEHRERRERNE
KRB ENERRE
BamE 71,693 37,379
BEETRETRH 94,564 50,859
BERTH
BERETRERN 114,744 62,718
EERHH
209,308 113,577
SEHET R ERN
FERE DR EESR
BRARMREZ BE
24,075 16,432
pEmRBR=EA2
EHFEZ BRI
AHEAERE 107,101 58,642

Collateral held with respect to overdue loans and advances are
mainly residential properties, cash deposits with the Group, and
equipment against hire purchase and leasing loans.

pEMEREERmHE 2 ERRERRE
EME  FRRAKENR TR RAARE
RAEEF MR R o
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(D) OVERDUE AND RESCHEDULED ASSETS (continued)

> PP 23

(i)

(ii)

Overdue advances to customers (continued)

Loans and advances with a specific repayment date are classified
as overdue when the principal or interest is overdue and remains
unpaid at the year-end. Loans repayable by regular instalments
are treated as overdue when an instalment payment is overdue
and remains unpaid at year end. Loans repayable on demand are
classified as overdue either when a demand for repayment has
been served on the borrower but repayment has not been made
in accordance with the demand notice, and/or when the loans
have remained continuously outside the approved limit advised to
the borrower for more than the overdue period in question.

Overdue assets of the Group comprise advances to customers
only as at 31 December 2008 and 2007.

Rescheduled advances to customers

Rescheduled loans and advances are those loans and advances
which have been restructured or renegotiated because of a
deterioration in the financial position of the borrower, or of the
inability of the borrower to meet the original repayment schedule
and for which the revised repayment terms are non-commercial
to the Group. Rescheduled loans and advances to customers
are stated net of any loans and advances that have subsequently
become overdue for over 3 months and can be analysed as
follows:

(D) B RKEHEE (7)
() BHEFEN(E)

BHEEERBNEREREREEASHFE
BEY N FRDRZ NS HRE B -
D HNREENERER D D HERE A
ARERDAX MR R SE AT - HEKX
BEENEREBRARENEEZREYER
BEXBNERR  JEEREHFERHE
HMEERANEIENRE  mMBLHENES
B R BT/ PR 2R ) B ] L0 IR 8 A Y g
ERBOEREEE -

R-BRNFR-BBLF+-A=+—
A AREOAHEEROETPER -

(i) EEENeE L BN

EE BN E TR E TR R NMERAR
TR 00 88 05 o 4% R T AR SRR AR - e
EEEFHANKENSZENTPEARE
K MEERTHER BN AEEEIS
IR - BEEFBNERRERTIHAGRE
BERA MR =188 N ERERRERS
B AT

Rescheduled advances
to customers

The Group
AEE
2008 2007
“BENE —EELE

% of gross % oflgross
advances advances
hERBEE HK$'000 fHE#R%E
ZEAL FHT  2ESL
0.04 42,779 0.14

Fubon Bank & #8177 Annual Report 2008 4 4 ¥k



Unaudited Supplementary Financial Information R &ZZ 8 KE R

(D) OVERDUE AND RESCHEDULED ASSETS (continued)

(i) Geographical analysis of overdue loans and advances to

(D) B RKEHEE (7)
(if) BHE IR T H) BRI E AR E B

customers
The Group
rEE
As at 31 December 2008
R-ZENF+=A=1+-H
Overdue Impaired Individually
Gross loans loans assessed
loans and and  (individually impairment
advances advances determined) allowances
BRR 2k REER {8 BIFR
EREE ERREN (ERIEE) HERE
HK$'000 HK$'000 HK$'000 HK$'000
THET THERT TEx TET
Hong Kong B 29,149,795 175,916 359,215 161,384
Other HitipE 4,180,001 33,392 48,135 20,488
33,329,796 209,308 407,350 181,872
The Group
eS|
As at 31 December 2007
RZZE+F+=A=1+—H
Overdue Impaired Individually
Gross loans loans assessed
loans and and (individually impairment
advances advances determined) allowances
5053 [l REER {ERIEHE
SR ERRER (ERERE) WERRE
HK$'000 HK$'000 HK$'000 HK$'000
THL FHT THT THT
Hong Kong Ei 25,741,152 112,295 171,121 71,160
Other Hipil@ 5,891,860 1,282 1,282 922
31,633,012 113,577 172,403 72,082

The above geographical analysis is classified by the location of the
borrowers after taking into account the transfer of risk. In general,
risk transfer applies when a loan is guaranteed by a party situated
in an area different from the counterparty.

The collective impairment allowance is not allocated to any
geographical segment as at 31 December 2008 and 2007.

Fubon Bank &E#B&77 Annual Report 2008 4 4 %k
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(E)

> PP 23

CROSS BORDER CLAIMS

Cross border claims are on-balance sheet exposures of counterparties
based on the location of counterparties after taking into account the
transfer of risk. For a claim guaranteed by a party situated in a country
different from the counterparty, risk will be transferred to the country
of the guarantor. For a claim on the branch of a bank or other financial
institution, the risk will be transferred to the country where its head
office is situated. Claims on individual countries or areas, after risk
transfer, amounting to 10% or more of the aggregate cross-border
claims are shown as follows:

(E) B3R fERE

BRERANREERRRLETREETRARE
BRIER 55— st EH AR o BEEN
ERAMBEZERBRINR S5 — I ZHER
F o AlEREAREEEERRAZAERR -
THEGSREESTHEERRAEEEEY
PRFERIZ - BB ERIKEMESHRER10% KA E
#O{E BB 2R skith [ EAE LA T -

The Group
A5E
As at 31 December 2008
RZBEN\F+ZA=t-H

Other Public

financial sector
Banks institutions entities Others Total

Httr
Figures in HK$ Million FE#ET 817 SRKE NEWE Httr “m
Asia Pacific excluding THAEFHE 7,330 VAl 28 4,556 11,985
Hong Kong (FEEEE)
North America =M 2,264 774 2 535 3,575
- Of which USA HhZE 1,447 774 2 517 2,740
Western Europe FE 9,501 - - 34 9,535
The Group
e
As at 31 December 2007
RZZZTLF+=A=1+—H

Other Public

financial sector
Banks institutions entities Others Total

Hot
Figures in HK$'Million BEET BT SREE DERE Hety Fatk ]
Asia Pacific excluding Hong Kong TNAEFE 4,078 78 7 4,700 8,863
- Of which Taiwan (TBRESRHE) 628 - - 1,833 2,461
Hhag

North America JLEM 1,137 898 161 251 2,447
Western Europe [z 9,454 80 - 134 9,668
- Of which Germany HpiEE 2,411 - - - 2,411

Fubon Bank & #8177 Annual Report 2008 4 4 ¥k
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(F) Non-bank Mainland exposures

The analysis of non-bank Mainland exposures includes the exposure
of the Bank and certain of its subsidiaries on the basis agreed with the

HKMA.

Mainland entities

Companies and individuals outside
the Mainland where the credit is
granted for use in Mainland

Mainland entities

Companies and individuals outside
the Mainland where the credit is
granted for use in Mainland

Note: The balances of exposures reported above include gross advances and

other claims on customers.

Fubon Bank &E#B&77 Annual Report 2008 4 4 %k

(F) AibIEsRITHEZ mM

MIIERITERZ ARIZSE B = EEATRE
A THERRRBEDHT -

The Group
AEE
2008
—EENfE
Individually
On-balance Off-balance assessed
sheet sheet impairment
exposure exposures Total allowances
BEESERRN BEESERM EREr
ZEB ZBEB BE HERE
HK$'000 HK$'000 HK$'000 HK$'000
THEL THERT TEx THET
A 402,914 452,119 855,033 2,942
B2 EERRAM
ZRHASMA R RIEA
6,400,119 2,044,310 8,444,429 112,982
6,803,033 2,496,429 9,299,462 115,924
The Group
AEE
2007
ZERTHF
Individually
On-balance Off-balance assessed
sheet sheet impairment
exposure exposures Total allowances
BEABRAN  BEABRN ERIFFE
ZER Z B Ft RERE
HK$'000 HK$'000 HK$'000 HK$'000
THL THT AT THAT
Mt 85,196 24,751 109,947 448
Rit 2 EERRAH
ZRHAIMA BRI RAEA
6,342,272 2,197,299 8,639,571 42,855
6,427,468 2,222,050 8,649,518 43,303

o

it U L2 RS EITRSRERE, ZAME
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(G) CURRENCY CONCENTRATION (G) /s E
The Group’s net positions or net structural positions in foreign AREFRBIIINERFIFE BN FEBEABREN
currencies are disclosed as follows when each currency constitutes Frfs A INE SRR RE A B IE B B 4T RER 10%
10% or more of the respective total net position or total net structural A E - EBEHANTHEE -

position in all foreign currencies:

The Group
A5
As at 31 December 2008
REBEAE+ZA=t-H

Other Total
Equivalent in Chinese foreign foreign
HKS$ Million US dollars Renminbi currencies currencies
BEETSE EH AR Hesh e
Spot assets REAE 22,244 484 5,599 28,327
Spot liabilities BEEE (24,129) (193) (4,989) (29,311)
Forward purchase EHEA 30,650 4,256 20,317 55,223
Forward sales EHEN (28,877) (4,257) (20,956) (54,090)
Net option position HiiER R - - = =
Net long / (short) position 5/(R)BFHE (112) 290 (29) 149
Net structural position HEREHERTFE - - = =

The Group
AEE
As at 31 December 2007
RZZZtE+-A=1+—H

Other Total
Equivalent in Chinese foreign foreign
HK$ Million US dollars Renminbi Euros currencies currencies
BEBTEE e ARE BT Hh g SN tazE
Spot assets REEE 20,267 143 1,205 2,474 24,089
Spot liabilities REAE (17,461) (146) (1,906) (3,965) (23,478)
Forward purchase BHEA 36,956 1,566 4,363 8,290 51,175
Forward sales EHEN (40,372) (1,350) (3,714) (6,734) (52,170)
Net option position iyt = = = = =
Net long / (short) position 5/ (R)EF8 (610) 213 (52) 65 (384)
Net structural position HEREHERTE 31 - - - 31
The net option position is calculated on the basis of the delta- HiE A AR R EE R P A INEHIE S A [ SR L
weighted position of options contracts. Net structural position MEREE | BEEFE - £BUEERFBEEIESN
includes the Bank’s investments in overseas subsidiaries. SNERAIT/BIND ITHV AR L B AT R ©
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(H) CAPITAL CHARGE FOR CREDIT, MARKET AND
OPERATIONAL RISKS

(H) EE > TEREERBHERTR

(i) Capital requirement for credit risk () 1EEEREERFK

REER - REFE(EERR) 7 ATED
FRARARNEATRAMAT

The capital requirements on each class of exposures calculated
under the Standardised (Credit Risk) Approach at the balance
sheet date can be analysed as follows:

2008 2007
—EEN\F —TTHF
HK$000 HK$'000
T FHAT
Classes of exposures [Nzt
Sovereigns FREE 4,132 =
Public sector entities NEE 12,041 8,349
Banks R1T 422,266 326,790
Securities firms FHRAA 5,782 12,028
Corporates ¥ 1,398,466 1,228,092
Collective investment schemes SRR ERE 10,757 12,234
Regulatory retail exposures EETERR 287,702 305,428
Residential mortgage loans EEZBER 317,952 281,247
Other exposure which are not past due WARBHz £t 348,631 368,719
Past due exposures BE 19,321 9,406
Total capital requirements for BEERBRANZ
on-balance sheet exposures Rk 2 BT KB 2,827,050 2,552,293
Direct credit substitutes EREERAR 13,503 41,765
Transaction-related contingencies B 5HEMSAER 737 4,860
Trade-related contingencies HE 5 HEM S AEE 6,850 14,849
Forward forward deposits placed R TR HGR 3,460 4,953
Other commitments HfhAdE 23,666 20,155
Exchange rate contracts EXRAH 75,330 36,854
Interest rate contracts =AY 19,752 13,231
Equity contracts REEK 8,997 21,755
Debt security contracts or BHEHE RS EM
other commodity contracts Ema 4 - 443
Total capital requirements for BEABRIN
off-balance sheet exposures Rz BARFT KB 152,295 158,865
Total capital requirement for credit risk EERBZERERAE 2,979,345 2,711,158

The disclosure is made by multiplying the Group's risk-weighted
amount derived from the relevant calculation approach by 8%,
and therefore does not represent the actual amount of capital

held.

Fubon Bank &E#B&77 Annual Report 2008 4 4 %k

BRAREEUEEAEDAFHAARER
RINESFERIABR MSH + PRIALTRRESS

BEAZEREE -

233 PP



Unaudited Supplementary Financial Information R &ZZ 8 KE R

(H) CAPITAL CHARGE FOR CREDIT, MARKET AND
OPERATIONAL RISKS (continued)

PP 2

(ii)

(iii)

Capital requirement for market risk

The Bank uses the Standardised (Market Risk) Approach for
calculation of capital requirement for market risk. Positions
covered by the approach include:

— the Bank's positions held in foreign exchange, exchange rate-
related derivative contracts, commodities and commodity-
related derivative contracts; and

— the Bank's trading book positions held in debt securities,
debt-related derivative contracts, interest rate derivative
contracts, equities and equity-related derivative contracts.

The capital requirement at the balance sheet date can be analysed
as follows:

(H)FE  THEREERBHERTR @)

(i) THEERZ EXFL

AT MR (B RKR) A E M5 AR
RZBARFR » ZIEFMRENFR B

— AIRIMNE - BEXBENITETAS
#omAmkEBGAERNITETASRY
IR - R

— ATOTREBES  EEBEENITET
BE&H MEXTETAGH  RARE
PR R PTE T A A KK R ZIRE 5

PN
2o

BEBZEARFLIMAOT

Exchange rate exposures B 2[R f
Interest rate exposures 2= @
Equity exposures &7 @B
Commodity exposures [EERIELEA

Total capital requirement for market risk

The disclosure is made by multiplying the Group’s risk-weighted
amount derived from the relevant calculation approach by 8%,
and therefore does not represent the actual amount of capital
held.

Capital requirement for operational risk

The capital charge for operational risk calculated in accordance
with the basic indicator approach at the balance sheet date is:

Capital charge for operational risk EERBRCBEAFRK

The disclosure is made by multiplying the Group’s risk-weighted
amount derived from the relevant calculation approach by 8%,
and therefore does not represent the actual amount of capital
held.

misREE 2 BARF KB

The Group
AEE

2008 2007
—BENF —ETEF
HK$'000 HK$'000
FET FHET
23,928 22,560
23,272 3,188
47,200 25,748

BRARERAEEAEDESHNARER
DIVEEFRIA8 K MIFH + FTAL PR
BEAZEREE -

(ii) ZEERZ EXFL

REER - BBEXNIEREAFE ZEER

b2 BARFEK
The Group
EE
2008 2007
ZEENF —ETLF
HK$’000 HK$'000
FHExT FAET
201,447 167,793

BRAREEAREAE AR RER
BRIESFRTRIAB% MIGH » PTAILTRESF
BERZEREHE
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() ADDITIONAL DISCLOSURES ON CREDIT RISK () EERZEMIE
MANAGEMENT
(i) Credit risk exposures () 1sEmEAE
Credit ratings from Standard & Poor’s Rating Services and EEERIFREATNBEREEREA
Moody's Investors Services are used for all classes of credit RIBEH Z EETRTIBN T XAl 2 S8R
exposures mentioned below. The Bank follows the process ZERE o NTIRBGRITE (BAR)BAYE
prescribed in Part 4 of the Banking (Capital) Rules to map the 4D TR 2 e i s AR B AT Z SRITERFP
ratings to the exposures booked in the Bank’s banking book. B AR
The Group
458
2008
Z88)\%

Total exposures
covered by
recognised

guarantees or

recognised

Total credit

eXposures derivative

Exposures after covered by contracts

recognised credit recognised HEaT

risk mitigation Risk-weighted Total collateral ERAg

BRALEERR amounts risk-weighted HEIT  EFAEE

Total RiE4ZER ERiESH amounts bigiln fie14
Exposures Rated Unrated Rated Unrated RRE Bz AhERZ

il ] B8 8 B o] 828 ikt il ]
HKS'000 HKS'000 HKS'000 HK$'000 HKS'000 HKS'000 HKS$'000 HiK$'000
i T it -7 T i T T 7

On-balance sheet EEEERA
Sovereigns 1,429,508 3,111,306 116,308 51,656 - 51,656 - -
Public sector entities 752,580 752,580 - 150,516 - 150,516 - -
Banks 19,255,869 17,574,071 342,829 5106914 17415 5,278,329 - 1,681,798
Securities firms 145,553 144,553 - 21 - .2 1,000 -
Cororates 18,800,328 938748 17,109,017 552647 16928177 17,480,824 366,481 747,761
Collective investment schemes 134457 - 134457 - 134457 134457 - -
Cash items 120,783 - 120,783 - - - - -
Regulatory retail exposures 4,939,158 - 479,02 - 3596269 3596269 73,699 70,433
Residential mortgage loans 9,805,941 - 9,802,608 - 394394 3974394 3333 -
Other exposure which are not past due 440832 2175966 2181925 217596 2181925 4,357,891 63,941 -
Past due exposures 241110 - 241,110 - 241,506 241506 60513 39392
60053719 24,697,224 34,850,663 8109976 27228143 35,338,119 568,967 2,539,384
Off-balance sheet EERERND
Offbalance sheet exposure other than OTC ~ SESMTA TR B
derivative transactions or credit ETERAINN
derivative contracts EEAERIER 865,703 376,254 509,449 93,251 509,449 602,700 - -
OTC derivative transactions EMTETERS 3,217,549 1,867,293 9112 642,459 658,534 1,300,993 631,144 -
4,103,252 2,243,541 1,228,561 735,710 1,167,983 1,903,693 631,144 -
Exposures deducted from capital base BEAERMKER 2,607
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MANAGEMENT (continued)

(i) Credit risk exposures (continued)

On-balance shest
Sovereigns
Public sector entities
Banks
Securites fims
Cororates
Collective investment schemes
Cash items
Regulatory retail exposures
Residential mortgage loans
Other exposure which are not past dug
Past due exposures

Off-balance shest
Off-balance sheet exposure other than OTC
derivative transactions or
credit derivative contracts
OTC derivative transactions

Exposures deducted
from capital base

REEERA

TEESANER
ERR

BERRRD
BT AR ARG
TERNIIZ RERER
pLils
BAfIEIARS

BRAERNK AR

(1) ADDITIONAL DISCLOSURES ON CREDIT RISK

Unaudited Supplementary Financial Information R &ZZ 8 KE R

) FEERkZBEIMNIE @)

() (FEmpEAEE)

The Group
K&E
2007
ERtE

Total expostres
covered by
recognised
Quarantees or
recognised
Total credit
exposures derivative
Exposures after covered by contracts
recognised credit recognised HETT
rsk mifgaton Risk-weighted Total collteral BRAZ
BEZRERR amounts riskweighted HETT  BIWEE
Totdl HEkZBR ERiERS amounts vl f4ETR
Exposures Rated Unated Reted Unrated ERIE By alERY
R B Fardh Bl Kl 5] ke ]
HK$'000 HK$'000 HK$ 000 HK$'000 HKS'000 HK$'000 HK$ 000 HK$'000
Thn Thn Tin T Thn T Tin Thn
1789355 1,789,355 440192 - - - - -
521,822 521,822 - 104,364 - 104,364 - -
14,193,463 14,193463 - 4084810 - 4084870 - -
198,985 - 150,345 - 150,345 150,345 48,640 -
16,667,797 814376 14,948281 402864 14948281 15,351,145 755,236 579,512
162,927 - 162,927 - 162,927 162,927 - -
94,285 - 94285 - - - - -
5519492 - 5000473 - 38178% 3817855 138731 290,288
9,035,805 - 9033204 - 3515587 3515587 2,601 -
4847558 24080% 2200893  24080% 2200893 4608989 238,569 -
123,950 - 123,90 - 17,572 117,572 60,552 25,385
3145439 19727112 30234550 7000194 24903460 31903654 1244309 895,185
1329919 309549 1,020370 61910 1020370 1082280 - -
191713 1311839 599,874 303,662 599,874 903,536 - -
3241632 1621388 1,620244 35572 1620244 1985816 - -

110,765
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(1) ADDITIONAL DISCLOSURES ON CREDIT RISK
MANAGEMENT (continued)

) FEERkZBEIMNIE @)

(i) Counterparty credit risk-related exposures (i) RZHF=ERBIAREZ ERE

(1) The analysis of the major classes of exposures by 1) BXSUFHEAS T ZEERBER S

counterparty type is as follows: o -
The Group
rEE
2008 2007
—EEN\F ZETLHF
oTC oTC
derivative derivative
transactions transactions
BIMTE SHIMTE
IARS TEXRS
HK$'000 HK$'000
TERT FHT
Notional amounts: BESHE
Banks R1T 97,927,698 80,231,142
Corporates == 16,444,136 13,157,231
Others EHih 8,724,553 4,484,123
123,096,387 97,872,496
Credit equivalent FEE%E
amounts/net exposures: S8 BRIFEE
Banks R1T 1,867,293 1,311,839
Corporates T 483,570 310,778
Others =i} 235,542 289,096
2,586,405 1,911,713
Risk-weighted amounts: EBRMESEE :
Banks R1T 642,459 303,662
Corporates [ 483,570 310,778
Others HAt 174,964 289,096
1,300,993 903,536
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(1) ADDITIONAL DISCLOSURES ON CREDIT RISK

| d 4 K

MANAGEMENT (continued)

(i) Counterparty credit risk-related exposures (continued)

(2) The analysis of counterparty credit risk exposures is as

follows:

Non-repo type transactions:
Gross total positive fair value
Credit equivalent amounts

Recognised collateral held:
Cash on deposit with the Bank
Equity securities

Credit equivalent amounts or
net credit exposures net of
recognised collateral held

Risk-weighted amounts:

FREBEBIRS
ERFEEER
EEEHES®

HRERTER R
TR AT TR 175K

FESESHEINR
RENERTERRZ

EER NS

There was no outstanding repo-style transactions and credit
derivative contracts as at 31 December 2008.

) FEERkZBEIMNIE @)

(i) XBHFIZEREIER 2 R ()

2 ZZHEFEERRIWOT

The Group
rEE

2008 2007
—EEN\F —ETLF
oTC oTC
derivative derivative
transactions transactions
EIMTE SHHIMTE
IARS TAEXRS
HK$'000 HK$'000
TERT FHT
2,432,714 747,370
3,217,549 1,911,713
56,577,748 1,516
31,583 -
56,609,331 1,516
2,586,405 1,910,197
1,300,993 903,536

N_ZEENEFE+-_A=+—08 " FEK
EERIR S RIEETETAEL -
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(J) ADDITIONAL DISCLOSURES ON RISK MANAGEMENT ON
ASSET SECURITISATION

The Bank uses the Standardised (Securitisation) Approach to
calculate the credit risk for securitisation exposures. There was no
asset securitization for which the Group is an originating institution
at 31 December 2008. It is an investing institution for all classes of
exposures below.

Standard and Poor’s Rating Services and Moody's Investors Services
are the external credit agency institutions that the bank has used in
relation to the each and all classes of securitisation exposures below:

V) EERF tzERER 2BEIME

AIREFCRRRARE (FEHRL) DA ER
ERE - RZZEENF+_A=+—H ~5H
WEERBEERBFCBITHE - ERTX 2R
BE R Z B -

BREEMARIRBRAARBEREERBER R
AT TXERR2FERE M ARMEELZ
SMBIS ELRT ARIERS -

The Group
A5H
As at 31 December 2008
RZZBNF+ZA=1+-H
Exposures deducted

from its

Risk- BB A H
Outstanding weighted Capital Core Supplementary
Amounts amount  requirements capital capital
AieE ERNESE BAER BROER ipil-e
HK$’ 000 HK$' 000 HK$’ 000 HK$' 000 HK$' 000
TET THET TET FEx Tax

Traditional securitisations BHEESL
- Credit cards —{=AF - - - - -
- Home equity —RIBER - = = = =
- Auto -"E - - - - -
— Instalment loans —-HHEEER - - - - -
- Others —Hfth 16,651 16,509 1,321 Al VAl
16,651 16,509 1,321 Al n

Synthetic securitisations BREHE
— Credit cards —ERR - - - - -
— Home equity —RIBER - - - - -
- Auto ol - - - - -
- Instalment loans —HHEEER - - - - -
- Others —Eft, 104,315 96,164 7,693 1,232 1,233
104,315 96,164 7,693 1,232 1,233
120,966 112,673 9,014 1,303 1,304
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(J) ADDITIONAL DISCLOSURES ON RISK MANAGEMENT ON

ASSET SECURITISATION (continued)

Traditional securitisations
- Credit cards
- Home equity
- Auto
- Instalment loans
- Others

Synthetic securitisations
- Credit cards
- Home equity
- Auto
- Instalment loans
- Others

The above capital requirement is made by multiplying the Group's
risk-weighted amount derived from the relevant calculation approach

V) EERFC2EBREE 2BME @)

The Group
A5E
As at 31 December 2007
RZZBLFTZA=T-H
Exposures deducted

from its

Risk- RERIREE
Outstanding weighted Capital Core  Supplementary
Amounts amount  requirements capital capital
AMie®E  EARINESE BAEK BRUEAR PEiEA
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FHT TAT FTHT TAT THET

BHESL
-EAR - - - - -
—RBER - - - - -
-"E - - - - -
—DHEEER = = = = =
—Efh 209,902 99,137 7,931 55,382 55,383
209,902 99,137 7,931 55,382 55,383

G2
—EAFR - - - - -
—RIBER = = = = =
-"E = — = - -
—HEBEREN = = = = =
—Hfth 234,501 117,251 9,380 - =
234,501 117,251 9,380 - -
444,403 216,388 17,311 55,382 55,383

by 8%, not the Bank’s actual “regulatory capital”.
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RINESRRAB% MFH « EXTKRALH
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(K) ADDITIONAL DISCLOSURES ON EQUITY EXPOSURES IN

BANKING BOOK

Equity holdings taken by the Group are differentiated between those
taken for strategic reasons and those for long term investment for
capital gains. Equity holdings taken for strategic reasons include the
Group’s investment in companies providing financial services which
nourish the spectrum of the Bank's banking services. These include
provident fund services provision, electronic payment services
provision, and e-banking infrastructure and platform provision. On
the other hand, equity holdings in listed companies are taken for
enhancing the medium-term liquidity and yield of the Bank's assets
over time. All these investments are classified as “available-for-sale
securities” and measured at fair value as described in Notes 2(g) and
47.

In respect of long term investments: BARBRE :
Cumulative realised gains from

sales and liquidations

Unrealised gains REB W
—Amount recognised in reserve but —REBAERER
not through income statement BBl R 2
~Amount included in/(deducted from) —st A GO E) g A
supplementary capital x|

(L) ADDITIONAL DISCLOSURES ON RISK MANAGEMENT ON

INTEREST RATE EXPOSURES IN BANKING BOOK

In accordance with the prudential return “Interest Rate Risk
Exposures” issued by the Hong Kong Monetary Authority, the Bank
calculates, on a quarterly basis, the impact on earnings over the next
12 months under a scenario of which all interest rates other than
prime rises 200 basis points.

As at 31 December 2008, the 200 basis points interest rate rises
would increase earnings over the next 12 months on the HKD interest
risk positions by HK$43 million (2007: HK$108 million) and decrease
earnings over the next 12 months on the USD interest risk positions
by HK$110 million (2007: HK$44 million).

Fubon Bank & #8#R77 Annual Report 2008 4 4 #

(K) SRATER S 2 R SR LB o2 B S5

REBEFA 2 BHER BIN AR IR E MA KB
BIARE RS HFH 2 B o AR RE RS
BzREBEASERNEHSRRE 2 ARZIR
& BAMARITZRITIRGHEE - ZERBEE
EREQESRY  EFNFREREFRITE
MRERFE - Z—HHE E—ERERA - FF
ERARZBEAREFHRBES REEK
@mE o TAEREREDDER [FAIHEEES] &
BATEERE (WM 2(g) k47 Fritt) -

RERHERERZ RBEER WS

The Group
AEEH

2008 2007
=BENF —ETLF
HK$'000 HK$'000
FExT FAT
10,788 99,252
- 60,082
- 60,082

(L) RITRFAZFREAREER 2 BIMNIE

BEREASEBEIR B B AR IRK [ FRE &
&l AMTERFEEERBRRESH RN E
A _E7H200 (EER 2 BT EE AR+ —EA

ZEMNZTE -

RZZEZENEFE+=-_A=1+—8 " FIR_EF2001E
B E R R+ @RS T ERREE Z &
3#1n43,000,0007% 7t (= ZZ+4 : 108,000,000
BT RfERK+ —EAETHRRARIZA R
110,000,000 7T ( — Z = + 4F : 44,000,0005
JT) °
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(M) ADDITIONAL DISCLOSURES ON STRUCTURED

> 2w

INVESTMENTS

Given the significance of the impact of structured investments to
the Bank’s financial results, the Bank has set out below additional
information regarding its SIV and CDO portfolios.

Structured Investment Vehicles (“SIV”)

The Bank has investment in SIVs of a nominal value of HK $271.0
million and a written down value of HK$16.6 million as at 31
December 2008. Both of the Bank's SIV investments are sponsored
by banks. The Bank has not made any additional investments in SIVs
since the 1st Quarter of 2007.

One of the bank-sponsored SIVs was restructured into 2 separate
entities in February 2008 and the Bank exchanged its holding in the
original vehicle into income notes of the restructured vehicles. The
value of these income notes was further reduced during 2008. The
Bank recognised a mark-to-market loss of HK$21.1 million in the
investment revaluation reserve and the resulting net exposure is
HK$16.6 million, representing approximately 0.02% of the Bank’s
consolidated total assets.

Since there is no restructuring in the other SIV investment, the
Bank has been conservative in recognizing impairment loss on this
SIV investment amidst deteriorating market conditions from the
4th quarter of 2007 onwards. During the financial year ended 31
December 2007, the Bank took impairment losses of HK$162.4
million against its SIV investments and has taken an additional HK
$79.5 million of impairment losses in the year ended 31 December
2008. At 31 December 2008, the Bank has recognised full impairment
loss against this SIV investment.

(M) SR E 2 FIMNE R

ENERBUERBHATZMBREZEATE -
AITER T XEIIGREERERE TRRER
ERESAR ZBINER -

BEMRETA([SIV])

R-ZBZENE+_A=1+—8  KTHEZLEE
MIRET Az £%E5271,000,0007 7T #iUR
816,600,000 7T » 2T HRRITRIELA -
AMIE Tt FE THRPEVERBMRET
BRI E -

RTEPFFEF —BEAEERET AR -ZT
NEZASHAMBEERHERETE kK
THEEREE 2 EBMERETAIRAEMEL
BUHERETAZKAZE - 2ERAZEZ(EE
RZBTEN\ERE—F TR - NMTRIBEERRH
fENRER LT BT EE51E /421,100,000 %7 + M
BLULE AR R F5E516,600,000/8 7T © AHER
AITEGEEHEERN0.02% °

HREMAEBERETEREAWESHE - A7
BT LFENFEMRATHEEZ 2BERT
HERRLABERETRERE 2 RERSE -
REE-_ZT+E+-_A=1t—BHILTKREE
A AITREERERE T B AL AR
162,400,000 87T WHREE_—ZTZEN\F+H
=+—HIEFEELFEINBREEE 79,500,000 7%
T R=ZFBENF+=-_A=1+—8 ' ~TERL
HEEERETARERREHRERSE -
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(M) ADDITIONAL DISCLOSURES ON STRUCTURED
INVESTMENTS (continued)

Collateralised Debt Obligations (“CDQO”)

(M) EBMERE 2 BBIMRE (@)

EHHEHES ([CDOJ)

The nominal value of the Bank's CDO portfolio was HK$232.5 million
as at 31 December 2008.

AR —_EENE+—_A=+— B2 EHEHFE
FHE 2 4% E75232,5600,000 87T °

Portfolio summary

HEBE
(In HK$ million)
(B&#T)
Accumulated
Mark-to-market ~ MTM losses up Carrying
losses during t0 31/12/2008 value as at
Number of Nominal 2008 BE-ZENE 31/12/2008
Maturity securities amount ZEEN\F tZAST-BUERH R-BINETZA
3% #5HE £588E TEERER TEERER =t-AZREE
(HK$m) (HKSm) (HK$m) (HKS$m)
(AB#R) (AB%ER) (AB#R) (AB%R)
32017 e | 1 715 455 6.7 08
12/2013 Z3-=F1Z4 1 715 436 76.0 15
12/2013 S 1 715 394 66.2 13
Total @it 3 2325 1285 2189 136

None of the Bank’s CDO investments have underlying assets that AT EBERBLREVEREFIRBERES

include mortgage-backed securities or asset-backed securities.

The Bank continues to adopt a conservative approach towards valuing
its CDO investments that takes into account a range of factors
affecting valuation including current market conditions, liquidity, credit
quality, maturity and other information. As a result, the Bank took a
HK $90.4 million mark-to-market loss against its CDO portfolio for
the financial year ended 31 December 2007 and has followed with
an additional HK$128.5 million loss recognized during the year ended
31 December 2008 when the credit market further deteriorated.
The net exposure of its CDO portfolio stood at HK $13.6 million,
representing 5.9% of the nominal value. As at 31 December 2008, the
net exposure of the Bank's CDO portfolio represents approximately
0.02% of the Bank's consolidated total assets.

(N) 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 2008 amounted to
HK$29,880,000 (2007: HK$34,002,000).

Fubon Bank &E#B&77 Annual Report 2008 4 4 %k

FEERREFHREE °

AITHEEBEBEFRE 2 HER AR BRI
RFZFE ZAEARFEGFEZ —RIE
= BREEAGWR - KRBT EEEX - K
HMERSE - it - ATREBZE_TSLF+=
A=t—BLUWRFEFHLEHERIZHFES
77 A 90,400,000 o2 MEEHEE - K&
EEEMBE—FEL  XMITRBE=ZTTNF
+ A=t BLFERBEINERITEERGS
#8128,500,000 7 7T ° NTEBFEMEHEE 2
BB F 5 413,600,000/ 7T ' HERBEBEZ
59% - R=ZEZENF+-A=+—8 &1T7HH
2 EBEABEFESRRFET TR AEK
HERAITERA BEREL0.02% »

(N) KEEERBEFEEHRATEE

RZZETZNE+-_A=1+—8 KE@EzKE X
BB E 1S & B4R 429,880,000/ T (=
TTA4F : 34,002,000/87C) ©
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(O) CORPORATE GOVERNANCE

(P

-~

> pp 2w

The Bank is committed to high standards of corporate governance,
and has fully complied throughout the year with the guidelines

on

“Corporate Governance of Locally Incorporated Authorised

Institutions” 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, Asset and Liability Committee, Audit Committee,
Remuneration Committee and Internal Control Committee.
Compositions and functions of these committees are set out below:

(i)

(ii)

(ii)

Executive Credit Committee

The Executive Credit Committee comprises 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.

Management Committee

The Management Committee comprises the Bank's Chief
Executive Officer, Executive Directors, Chief Financial Officer,
Head of Legal Division and senior management personnel as
appointed by the Chief Executive Officer. 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 co-ordinates among
business units during the implementation of strategies, monitors
implementation of the approved business strategies and reviews
the achievement of business targets and objectives.

Asset and Liability Committee

The Asset and Liability Committee comprises the Bank's Chief
Executive Officer, Executive Directors, Chief Financial Officer,
Head of Treasury and senior management personnel as appointed
by the Chief Executive Officer. The committee meets at least bi-
weekly with the internal auditor and compliance officer attending
the meeting as observers to ensure overall compliance with the
Bank's 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.

(0) eEER

(P)

AIBRABTRKRFEEER  AREAEFE—F
BB RRMZ [ AEMR AT EEZ bEE
MR

() HITEEZRE

HITEEZE|MEF  BIEFERMEHNT
BEEAK - ZZBENEFERFEZE SN
i REFSRTHRER - FHRAER
EEE -

(i) EEZEE

EEZEGMATHITRAER MTES
BT MBS FOR R B B RITHR AR PT R K
BREEABMAK - RESIARTTERMNR
RAAM - TEREENEARITHE X EPM
METSREE - R - TR SEEBRIEHH
171872 - MEABREBHMINTIE - &
REHEXBRBEOERER - ARBHT
ERBRFEEBIREBHRRRA -

(i) EEREZRE

BEERBZBEAATHITHAR  HTE
£ MR RBEXERITREHMEE
VRARERASEK - T8 & EAIEED
ROEMEMBIT—REE  AHARIED
TEIREFE  NEREEANAATTEEAN
EREK - REENIERE - BETHR
AT KRR R B R Ko B A 2 R R e 3
% BRI AT RNETS BN BB TA
EnBECRERATREREH - ZEETE
HEHRUEATEREERABER - &
BEREMEARERBEFENER  ULE2TE
EZRIE - ZEETHIEERLESERD
RERRK - WREREREE R HEN
ERTE - RERSTZERR NI ST

B
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(P) KEY SPECIALISED COMMITTEES (continued)

(iv) Audit Committee

(v)

The Bank has complied with Rule 3.21 of the Listing Rule in
relation to the composition of the Audit Committee. The Audit
Committee comprises one Non-Executive Director and two
independent Non-Executive Directors. The Audit Committee
is chaired by Mr Robert James Kenrick, an Independent Non-
Executive Director who has appropriate accounting professional
qualifications. It meets at least four times a year and additionally
when deemed necessary.

The Audit Committee ensures adequate supervision of the
Bank's financial reporting processes, reviews the internal audit
programmes and reports, ensures coordination between the
internal and external auditors, and monitors compliance with
internal policies, statutory regulations and recommmendations
made by the external auditors.

During the year, the Audit Committee has reviewed the Bank's
financial reporting process and the systems of internal control,
including reviews of the internal audit functions and the risk
management process. In particular, the reviews undertaken by
Audit Committee on the internal audit function include reviews of
the internal audit program, the internal audit reports issued, the
major findings from any investigation and remedial actions taken
by the relevant departments in response to the findings.

The Committee also reviews the appointment of the external
auditors and discusses with them the nature and scope of their
audits. In addition, any issues arising from their audits together
with the follow up actions taken by the Bank to address those
issues have also been examined by the Audit Committee.
The Audit Committee also reviewed the interim and annual
financial statements before recommending them to the Board
for approval. It also reviewed the Bank's statement on internal
control systems in the annual report prior to the endorsement by
the Board.

Remuneration Committee

The Remuneration Committee comprises the Board's Non-
Executive Chairman, Non-Executive Vice Chairman and three
Independent Non-Executive Directors. The Committee meets
as required to review and approve the remuneration packages
for senior executives which include the Chief Executive Officer,
Executive Directors, and Executive Vice Presidents. Executive
Directors do not take part in decisions on their own remuneration.
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(P)

(Q)
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KEY SPECIALISED COMMITTEES (continued)

(vi) Internal Control Committee

The Internal Control Committee comprises the Bank's
Chief Executive Officer, Executive Directors, Chief Financial
Officer and Heads of different risk management and
control functions. The Committee is chaired by Mr Michael
Chang, Executive Director and Head of Channel and Risk
Management Group. The Committee meets at least monthly
and additionally when deemed necessary. The Committee has
the overall responsibilities to define control framework, direct
implementation of effective internal control system, impose
suitable control measures for the day-to-day monitoring, while
enhancing the operational control standards in all divisions.

MARKET RISK MANAGEMENT

Details of the Group's market risk management policies and
measures have been set out in Note 50(b).

The Group calculates VAR with a confidence level of 99% and a
holding period of one trading day. The VAR model adopted by the
Group is predominantly based on a parametric model. This model
assumes that risk variables are normally distributed, which in turn
assumes that they are derived from the sum of a large number of
uncorrelated events. The VAR model is helpful in measuring the
bank’s exposure to day-to-day market fluctuations. It is not intended
to measure the bank’s exposure to individually significant events such
as the bankruptcy of a major financial institution.

The Group has measured VAR for all material trading portfolios. The
VAR results as shown in the below table are calculated independently
according to the underlying positions, correlations and historical
market movements.

At 31 December R+=A=+—H

VAR by risk type: KR R TR 2 E R
Foreign exchange risk SR
Interest rate risk 2= @
Equities risk el
Total VAR BRERE

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 rates, securities and
equities. Such positions are driven by execution of customer orders,
proprietary trading and hedging.
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(Q) MARKET RISK MANAGEMENT (continued) (Q) miZEREE &)

The Group’s maximum market risk exposures are set by the Assets REF s HemaRRAEHEEABEZES:
and Liability Committee. Exposures are monitored and reported to FUWEARHNEERERNETEEER £
the management regularly. The average daily revenue generated from R ER 5B EGEHNTHE B KR 267,259
the treasury’s trading activities for the year was HK$267,259 (2007: BIL(ZEZTLF 1 166,676787L) ' 1ZEREE
HK$166,676) and the standard deviation was HK$925,823 (2007: 925,823 (ZT T4 : 380,51287T) - A&
HK$380,512). An analysis of the Group's trading revenue is shown Bz X SWEDTWT ¢

below:

Daily Distribution of Trading Revenue
for the Year Ended 31st December 2008
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(@) MARKET RISK MANAGEMENT (continued) (Q) miZREREE (&)

Daily Distribution of Trading Revenue
for the Year Ended 31st December 2007
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This shows a maximum daily loss of HK$6,620,912 (2007: A FBIRBIRR246R(ZTTALF : 246 K)R5
HK$1,470,254) with 69 days (2007: 77 days) out of 245 days He - 69R(ZFZTHEF : 77 R)BEER - &a
(2007: 246 days) showing losses. The most frequent results were S HE1E6,620,912/ 8L ( ZFZ+F : 1,470,254
observed in daily revenue falling from HK$150,000 to HK$200,000 BIT) - &F R R SKAE /T B KT T 150,000
(2007: HK$150,000 to HK$200,000) with 15 occurrences (2007: 7 ILE 200,000 7T (=TT L4 : 150,000/ 7T
20 occurrences in the range). The highest daily revenue was % 200,0007#7T) * WHRE—HBIHE 15K (ZF
HK$4,388,380 (2007: HK$1,486,068). THF: RE—HFIER20K) - =& A KE

734,388,380/ TL(— T T+ : 1,486,068/57T) °
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