Unaudited Supplementary Financial Information
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(A)

RERBRYBER

CAPITAL ADEQUACY RATIO

RTZA=+—HEXRFTRHE

Capital adequacy ratio as at 31 December

(A)

Core capital adequacy ratio as at 31 December R+ = A=+—B#ZLEAFTRLLE

The capital adequacy ratio and core capital ratio at 31 December 2009 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 Hong Kong (Taiwan) Co., Ltd and &
HAE(FH)BPRAF (“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.

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.
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Unaudited Supplementary Financial Information R&Z&Z@xHIEER

(A)

CAPITAL ADEQUACY RATIO (continued)

Capital base

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:

Core Capital
Paid up ordinary share capital
Reserves (including retained earnings)
Share premium
Profit and loss account
Total deduction from core capital

Core capital after deductions

Eligible supplementary capital

Reserves on revaluation of land
and interest in land

Reserves on revaluation of holdings
of available-for-sale securities

Collective impairment allowance

Regulatory reserve

Term subordinated notes

Paid-up irredeemable cumulative
preference shares

Total deduction from eligible
supplementary capital

Supplementary capital after deductions
Total capital base after deductions

Total deductions from the core
capital and supplementary capital

BROEZR
B AR E AR AR A
e (2RRERN)
ik
A K B R AR
BRZLE AR AL

R AR

A E R INE A

i K g
EBEShRHE

FiEr I EES
EfbEHE

fRERERE

EIERE

BHIRERE

RS D REE TR

AT E R INE AR AR

ORI RO M DB A

HRANERERAR

BROEAR M NEARAE

All of the Bank's investments in subsidiaries except for Fubon Credit (Hong
Kong) Limited, Fubon Factors (Hong Kong) Limited, Fubon Hong Kong
(Taiwan) Co., Ltd. and EFBFEE(FEI)ER A F] (“Fubon Leasing (China) Co.,
Ltd") are deducted from the core capital and supplementary capital.
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The Group
rEE

2009 2008
ZEENE ZTZTNEF
HK$'000 HK$'000
FTER FAT
1,172,160 1,172,160
1,661,471 1,481,383
749,778 749,778
(76,379) (60,069)
(269,327) (265,509)
3,237,703 3,077,743

23,701 23,701
15,771 -
176,044 114,106

175,211 175,211
1,551,000 1,550,020
925,359 925,359
(231,012) (183,776)

2,636,074 2,604,621
5,873,777 5,682,364
(500,339) (449,285)
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(B) LIQUIDITY RATIO

Average liquidity ratio for the year FAFEERBES LK

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 and &HME(FEH)BR2AF] (“Fubon Leasing (China) Co.,
Ltd") as required by the HKMA for its regulatory purposes.
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(C)

Gross advances for use in Hong Kong
Industrial, commercial and financial

- Property development

- Property investment

- Financial concerns

- Stockbrokers

- Wholesale and retail trade
- Manufacturing

- Transport and transport equipment

- Information technology
- Others

Individuals
- Loans for the purchase of flats under
the Home Ownership Scheme,
Private Sector Participation Scheme
and Tenants Purchase Scheme or
their respective successor schemes
- Loans for the purchase of other

residential properties
- Credit card advances
- Others

Trade finance
Gross advances for use

outside Hong Kong

Gross advances to customers

EEBRANERER
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FURTHER ANALYSIS ON ADVANCES TO CUSTOMERS (C)
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.

BITESMTNEFERNE— SO

BOERBEERE
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The Group
REE
2009 2008
—BENF —EENE

% of % of
Gross gross loans Gross gross loans
loans and covered by loans and covered by
advances collateral advances collateral
ERRER BEAZER ERRER BERZER
bl HEXRAEZ wE EEREE
HK$'000 Bt HK$'000 Bt
THET % T %
1,190,968 - 47,500 8.42
8,201,715 73.96 8,694,857 65.13
416,802 9.27 492,465 -
13,745 62.97 5413 27.71
64,511 33.10 96,448 28.80
1,666,263 12.68 2,204,099 10.08
465,987 85.27 752,659 89.76
14,434 66.75 14,630 76.92
2,321,393 60.24 2,660,900 51.69
52,370 100.00 10,953 100.00
7,448,480 99.90 7,312,449 99.60
618,106 - 554,171 -
1,039,499 53.49 1,024,661 54.88

23,514,273 23,871,205
809,641 7.68 1,849,658 10.19
4,788,744 19.28 7,608,933 40.95
29,112,658 59.03 33,329,796 57.43
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(C) FURTHER ANALYSIS ON ADVANCES TO CUSTOMERS (C) RIT¥SHNEFERNE—F I (E)
ANALYSED BY INDUSTRY SECTOR (continued)

pi 3

Analysis of the Group's impaired advances in respect of industry sectors RITEDMEEFEREFE10% A FHAREE
which account for 10% or more of gross advances to customers: HEEZT
New provisions
charged to Loans
income written
Individual Collective statement off during
Overdue Impaired impairment impairment ~ during the year the year
advances advances allowances allowances  FRRYERRA ERME
BHER REER  EARERE  GAWERE  NB2FRG ZEX
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
As at 31 December 2009 R=BEAFTZA=1-R Tn TER TEn Tén Tén TEn
- Property investment -NERE 3,305 3,305 92 1291 - -
- Loans for the purchase of -BEEBAENED
other residential properties &% - 931 - 192 - -
- Gross advances for use ~EERIMR
outside Hong Kong HERLR 210,739 211,853 138,402 35,698 129,667 85,872
New provisions
charged to Loans
income written
Individual Collective statement off during
QOverdue Impaired impairment impairment  during the year the year
advances advances allowances alowances  EMHMERA M
BHER REEY  ERRERR  GANEER  MROMEG ZER
HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000
As at 31 December 2008 RZEENF+=A=1-H Tén Tén Thn TEn TEn Tén
- Property investment -ERE 13,002 15,921 910 4415 594 -
- Loans for the purchase of -BEAMEENZN
other residential properties BX - 401 - 1,034 - -
- Gross advances for use outside ~TERINER
Hong Kong fELE 181,508 221149 109,283 66,363 175,399 105,599
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(D) OVERDUE AND RESCHEDULED ASSETS (D) BHRKEHEE
(i) Overdue advances to customers (i) BHEFER
The Group
rEE
2009 2008
—EZAE ZTTNF
% of gross % of gross
advances advances
HK$'000 HERAHE HK$'000 HEFEE
TaERL 2B TEL 2B
Gross advances to customers which have ~ EFEF#48
been overdue with respect to either ZEREH
principal or interest for periods of: Mep®aE
-6 months or less but over 3 months —~MERRUTEZEANE 20,299 0.07 71,306 0.21
-1 year or less but over 6 months ——FAUTEREANE 238,086 0.82 53,260 0.16
- Over 1 year -#EF 153,409 0.53 84,742 0.25
411,794 141 209,308 0.63
Current market value of collateral held HeHERRERNE
against the covered portion of BRSSP A OERRE
overdue loans and advances BATT{E 76,452 71,693
Covered portion of overdue loans @iﬁ%?}l A
and advances BERHH 84,613 94,564
Uncovered portion of overdue BEETRERA
loans and advances BERTH 327,181 114,744
411,794 209,308
Amount of expected recoveries from HOBERRERN
companies in liquidation and BEAHH Wﬁﬁ%ﬁfﬁﬁ
government guarantee schemes in BRARRERGREE
respect of the covered portion of WE 2 EE
overdue loans and advances 11,913 24,075
Individually assessed impairment Hesea=HEAZ
allowances in respect of advances EHAEZ BRI
overdue for more than three months AMEERE 302,735 107,101

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.

REBEFRLERMRE 2 ERRERAE
EME  FHRAKRENR TR RHAERE

RSS2 R
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(D)

OVERDUE AND RESCHEDULED ASSETS (continued) (D) BHIRKEHLHEE(B)
(i) Overdue advances to customers (continued) (i) BPEFER(E)
Loans and advances with a specific repayment date are classified as BRTEFHNEIREREERSEFE
overdue when the principal or interest is overdue and remains unpaid AR FRDAZ RO ERAE @A -
at the year-end. Loans repayable by regular instalments are treated HEHRNREENERERD H BHERBEH
as overdue when an instalment payment is overdue and remains BRERDAS MEWIE AT HE - B
unpaid at year end. Loans repayable on demand are classified as BENEFTBERARIERERETER
overdue either when a demand for repayment has been served on the BERBMERL,NEERCHERBHD
borrower but repayment has not been made in accordance with the MEERANEIENRTE  MBLEAE
demand notice, and/or when the loans have remained continuously & FRA T A% AR PR K8 A I ] o B e B A s )
outside the approved limit advised to the borrower for more than the BREDEARD®E -
overdue period in question.
(ii) Rescheduled advances to customers (i) EEBERPNEFER
Rescheduled loans and advances are those loans and advances which ETEFHNEREERZIEANERAM
have been restructured or renegotiated because of a deterioration Bk RS s A R R T BRI - M
in the financial position of the borrower, or of the inability of the EEEAHANKETEENRTCEALE
borrower to meet the original repayment schedule and for which O MEIERTRIE B R A S BB IR
the revised repayment terms are non-commercial to the Group. EER - ETERANERRERDIKRE
Rescheduled loans and advances to customers are stated net of any & 1% 8 BR B B = 1@ A A B R R E KT
loans and advances that have subsequently become overdue for over Bk - WAl AT ¢
3 months and can be analysed as follows:
The Group
TEE
2009 2008
—EThE —ZENE
% of gross % of gross
advances advances
HK$’000 hERMEE HK$'000 EE S B
FHExT ZEAH FHET ZE
Rescheduled advances to customers BFENHNEFER 19,710 0.07 14,443 0.04

Fubon Bank E#B#£17 Annual Report 2009 4 43§

239



240

Unaudited Supplementary Financial Information R&EZFZE R HEER

(D)

OVERDUE AND RESCHEDULED ASSETS (continued) (D)

(iii)

Geographical analysis of overdue loans and advances to
customers

BHRKELAEE(B)

(iii)

BB MWEBAREFERRER

The Group
AEH

As at 31 December 2009
R-ZZhE+=-A=+-AH

Impaired Individually
Gross Overdue loans assessed
loans and loans and (individually impairment
advances advances determined) allowances
ERR S5k REER B RIFTAE
Enam ERREN (ERIEE) AERE
HK$'000 HK$'000 HK$'000 HK$'000
THER THER TR TR
Hong Kong o 26,786,683 339,327 444,974 315,753
Other EftiE 2,325,975 72,467 73,748 48,894
29,112,658 411,794 518,722 364,647
The Group
REE
As at 31 December 2008
RZZTN\F+ZA=1+—-H
Impaired Individually
Gross Overdue loans assessed
loans and loans and (individually impairment
advances advances determined) allowances
fEF R [k REER AR
EReE ERRER (fARIEE) AEEE
HK$'000 HK$'000 HK$'000 HK$'000
THT THT TR THT
Hong Kong £ 29,149,795 175,916 359,215 161,384
Other Hibil@ 4,180,001 33,392 48,135 20,488
33,329,796 209,308 407,350 181,872

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 2009 and 2008.

PAE 3t D AT IR A SR A PRTEMD - AR5t R
BREMEE - —RME - BEFHERA
FrEEitE X S8 F AR - REBRERE
ERARPRIEME -

RIEENFR-_FENF+_A=+—
H #MESaRE&ES kKT EMLE
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(D) OVERDUE AND RESCHEDULED ASSETS (continued)

(iv) Overdue debt securities included in “Financial assets designated
at fair value through profit or loss”

Included in “Financial assets designated at fair value through profit
or loss” as at 31 December 2009 are debt securities with a fair value
of HK$112.0 million (2008: Nil) which are overdue. HK$0.3 million
(2008: Nil) of them have been overdue for more than 3 months, and
is analysed as follows:

(D) BHRKEAEE )

(iv) FFATEEREBESZURRAPEEZSE
BEE | 2AREEES

RZZBEZNFE+_A=+—08 [EERRE
BEEARMRATEEZSREE| BER
F{E{E /112,000,000 (ZFFN\F :
) 2 BB EBEES - E300,000/87T (=
ZTN\F: E)EEH=EAUL S

T
The Group
rEE
2009 2008
“EZhE —ETN\F
HK$°000 HK$'000
FiEx FHAT
Carrying amounts of debt securities which E§&% 2 lREE
have been overdue for periods of: B

- 6 months or less but over 3 months —NE A S AT E=E A A E - -
— 1 year or less but over 6 months ——F A TENE A E - -
— Over 1 year ——FUE 292 -
292 -
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(E)

CROSS BORDER CLAIMS (E) BEERE
Cross border claims are on-balance sheet exposures of counterparties EREEENEEERERLETRERTRAKE
based on the location of counterparties after taking into account the transfer BREXSS—HHEMENER - BEER
of risk. For a claim guaranteed by a party situated in a country different from ERAFEZBEREINRNR G —FZAHE
the counterparty, risk will be transferred to the country of the guarantor. R BEEEREEEERERAZFAERR - iR
For a claim on the branch of a bank or other financial institution, the risk will TREMESHEBESITTHNERERRBEE Y
be transferred to the country where its head office is situated. Claims on FREBIR - B E ML EARIREE10% A L
individual countries or areas, after risk transfer, amounting to 10% or more #1IE 7l B 2R skt [ (B AE LA TS
of the aggregate cross-border claims are shown as follows:
The Group
REE
As at 31 December 2009
R-BBAE+ZA=+-H
Public
Banks  sector entities Others Total
Figures in HK$'Million BEET 817 NERE Hitr “m
Asia Pacific excluding Hong Kong THAFEHE (FEEEE) 6,346 279 2,899 9,524
- Of which Australia —HARM 3,675 - 2 3,677
North America =M 3,290 313 1,869 5,472
- Of which USA -HpZE 1,936 313 1,847 4,096
Western Europe i 5571 - 56 5,627
The Group
REE
As at 31 December 2008
RZZTN\F+ZA=1+—H
Public
Banks sector entities Others Total
Figures in HK$'Million BEET b N1 A Fok]
Asia Pacific excluding Hong Kong SMNATF R (TREER) 7,330 28 4,627 11,985
North America JEEM 2,264 2 1,309 3,575
- Of which USA —HhXH 1,447 2 1,291 2,740
Western Europe iz 9,501 - 34 9,535
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(F) NON-BANK MAINLAND EXPOSURES (F) MRib3ERITEZ AR
The analysis of non-bank Mainland exposures includes the exposure of the A FERITEZ RARIZSERHABERITTRE
Bank and certain of its subsidiaries on the basis agreed with the HKMA. ETHEBRRREBRE DT o
2009
ZETRE
Individually
On-balance Off-balance assessed
sheet sheet impairment
exposure exposures Total allowances
EEEERRA BERERM {8 RIAE
ZAR ZER okl RERE
HK$'000 HK$'000 HK$'000 HK$'000
THER TR TERT TERT
Mainland entities M 728,049 627,354 1,355,403 -
Companies and individuals outside B2 EERRRM
the Mainland where the credit is R LAIMA BRI RAEA
granted for use in Mainland 3,879,970 721,117 4,601,687 255,161
4,608,019 1,349,071 5,957,090 255,161
2008
—TTNF
Individually
On-balance Off-balance assessed
sheet sheet impairment
exposure exposures Total allowances
BEBERN BERERN AR
Pz 2R s RERE
HK$'000 HK$'000 HK$'000 HK$'000
BT FET AT TET
Mainland entities A 402,914 452,119 855,033 2,942
Companies and individuals outside the Kt 2 EERRRM,
Mainland where the credit is granted R LAIMA BT RABA
for use in Mainland 6,400,119 2,044,310 8,444,429 112,982
6,803,033 2,496,429 9,299,462 115,924
Note: The balances of exposures reported above include gross advances and other A U EZ25ZEGESEIEESEERESZBEME
claims on customers. o
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(G) CURRENCY CONCENTRATION (G)

The Group’s net positions or net structural positions in foreign currencies
are disclosed as follows when each currency constitutes 10% or more of
the respective total net position or total net structural position in all foreign
currencies:

ISR E

AEBERISNERFRHAEIFEBERBEN
PR AIMNE FRBBRAEBERREFEN10%
AL - EEHINTHEE

As at 31 December 2009
Wt=A=+-H ZEThE

Other Total
Equivalent in Chinese foreign foreign
HKS$ Million US dollars Renminbi currencies currencies
BEETEE EY AR Hith otk SR
Spot assets REEE 21,272 359 5,091 26,722
Spot liabilities REAR (19,488) (321) (5,210) (25,019)
Forward purchase BHEA 1324 91 4,624 12,039
Forward sales ZHEL (9,234) (91) (4,509) (13,834)
Net long/(short) position &/(8) 838 (126) 38 (4) (92)
Net structural position HENERFE 78 261 - 339
As at 31 December 2008
R+ZA=+—H —ZTTN\F

Other Total
Equivalent in Chinese foreign foreign
HK$ Million US dollars Renminbi currencies currencies
BEBTEE Eo AR HAbyNE INE LR
Spot assets BEEE 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 REEN (28,877) (4,257) (20,956) (54,090)
Net long/(short) position /(B ®FE (112) 290 (29) 149
Net structural position BEE 8RR - - - -

The net option position is calculated on the basis of the delta-weighted
position of options contracts and was less than HK$1 million for all foreign
currencies as at 31 December 2009 and 2008. Net structural position
includes the Bank's investments in overseas subsidiaries and associates.

244

HRARFEREMEINERES N 1SS
R R REEE  AEER-_TTAFR-
EEN\F+ZA=ZTBEHLIR—BEETL &
BHERFEREY MIMENARITEINGE DR
KEHE N BRI R BT o
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(H) CAPITAL CHARGE FOR CREDIT, MARKET AND OPERATIONAL (H) & %S R&ERBNERER

RISKS
(i) Capital requirement for credit risk (i) EEEBHEERER
The capital requirements on each class of exposures calculated under REER - BIBRE(EERR) HETER

the Standardised (Credit Risk) Approach at the balance sheet date can ZHER R ERFT KOOI ¢

be analysed as follows:

2009 2008
—EENE —ETN\F
HK$'000 HK$'000
FTERT FAET
Classes of exposures ERER
Sovereigns FEE 4,297 4,132
Public sector entities NEWRE 24,564 12,041
Banks RIT 299,013 422,266
Securities firms BHERA 6,261 5,782
Corporates 1% 1,226,439 1,398,466
Collective investment schemes SRR ERE 11,326 10,757
Regulatory retail exposures EETERR 180,942 287,702
Residential mortgage loans FERIBER 328,432 317,952
Other exposure which WA BE 2 B AR
are not past due 308,683 348,631
Past due exposures BER 56,357 19,321
Total capital requirements for EERBRAZ
on-balance sheet exposures Rk BARF Rk 2,446,314 2,827,050
Direct credit substitutes HEREEERM 10,686 13,503
Transaction-related contingencies B FEENLAEE 1,168 737
Trade-related contingencies HE 5 HEMIAER 2,532 6,850
Forward forward deposits placed R HRTELIHGR - 3,460
Other commitments HhAde 17,326 23,666
Exchange rate contracts EREH 1,939 75,330
Interest rate contracts FUESSY 6,313 19,752
Equity contracts REAK 942 8,997
Debt security contracts or other BHEHE LS EM
commodity contracts Emai - -
Total capital requirements for BERERINZ
off-balance sheet exposures B2 BARE Rk 4aEE 40,906 152,295
Total capital requirement EERBZERTERAE
for credit risk 2,487,220 2,979,345

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.

BRARERMABE ARG R AREEE
S RERIA8% MFH - ATALFRE
REEAZEREH -
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(H) CAPITAL CHARGE FOR CREDIT, MARKET AND OPERATIONAL
RISKS (continued)

(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- - TEREERBNELTR ()

(i) WHEEBIERER

AITERERE(THRAR) DA ETSRAR
ZBARFL - ZIEFMRENFARRE

—  RITRRONE - BEXREMMITETE
B4 BoLEFREENITETA
BRNFE R

- ATRNEBES  SEBEENITE
TRAGH  FETETERLN - KA
REEAEBNITETARONRS
BREIFF A ©

ol o

BH B ZEARERAHT -

Exchange rate exposures P = [ B
Interest rate exposures F 2= @
Equity exposures A&7 R
Commodity exposures BRI
Total capital requirement for miEEMZEREREE

market risk

2009 2008
—EEAF —ZT)N\F
HK$’000 HK$'000
TET TR
3,764 23,928
16,571 23,272
20,335 47,200

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 ZiBE Rz EARE K

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.

BRABRER AR E A F R AREEE
B it £ FERSA8% M H - PTAIL FHF
FEARZERESH -

(iii) BERMBEARFTR

REHR  RRENEEATE 2 SR
B2 EABR

2009 2008

=LY -\

HK$’000 HK$'000

T FHL

219,252 201,447

BRBERAMABF EAG R ASER
R Itk S FRPA8% MISH - PRAE FRFR
REEAZERSHE -
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()  ADDITIONAL DISCLOSURES ON CREDIT RISK MANAGEMENT
(i) Credit risk exposures

Credit ratings from Standard & Poor’s Rating Services and Moody's
Investors Services are used for all classes of credit exposures
mentioned below. The Bank follows the process prescribed in Part
4 of the Banking (Capital) Rules to map the ratings to the exposures
booked in the Bank’s banking book.

n

FERBZEIMNIE

(@

EEERERE

BAEEMARRB LR BB REEREA
ABEHZEEFRTIAN T XAtz S185
EERE - RTRERGRTTER (BA) RADE
ARDRTRAZ R F B REATT ZRITERP
NERD . BERELE -

2009
ZEEAE
Total exposure
covered by
recognised
guarantees
or recognised
credit
Total exposure derivative
Exposures after covered by contracts
recognised credit risk mitigation Risk-weighted Total risk-  recognised HEZT
BRI EEER amounts weighted  collateral  ERAZEAT
Total HERZER ARNESE amounts HEZT  FEfAIR
Exposures Rated Unrated Rated Unrated ERNE  EARERL aHERL
AREE REE #H EE #H 4ol ERAE EREE
HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
The Group 150 T TEn TEn Tén TEn Tén TEn Thn
On-halance sheet BEBERA
Sovereigns 1B 4,085,315 6,612,361 23018 53,718 - 53,718 - -
Public sector entities NERE 1,535,238 1,535,238 - 307,048 - 307,048 - -
Banks i 15,158,357 12,631,311 364,328 3,561,311 176,348 3,737,659 - 2527046
Securities firms B 86916 - 78,261 - 78,261 78,261 8,655 -
Corporates 18,152,047 2,981,866 14,404,556 1048667 14,281,825 15,330,492 388,572 572,217
Collective investment schemes 141573 - 141573 - 141,573 141,573 - -
Cash items 112,170 - 112,170 - - - - -
Regulatory retail exposures 3,128,402 - 3,015,696 - 2,261,773 2,261,713 96,413 16,293
Residential mortgage loans 10,034,699 - 10,022,580 - 4105397 4,105,397 12119 -
Qther exposure which
are not past due 4,059,022 2,242,025 1,616,515 2,242,025 1,616,515 3,858,540 200,482 -
Past due exposures Jokd 491,259 - 491,259 - 704,462 704,462 1538 17323
56984998 26,008,801 30,269,956 7212769 23366154 30578923 13,179 3,132,879
Off-balance sheet
Off-balance sheet
exposure other than
QTC derivative transactions
or credit derivative contracts 506,402 160,000 346,402 50,000 346,402 396,402 - -
OTC derivative transactions ~ #MTETERS 552,393 317,140 28,151 86,773 28,151 114,924 207,102 -
1,058,795 477,140 374,553 136,773 374,553 511,326 207,102 -
Exposures deducted BEAERMBER
from capital base 13,233
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() ADDITIONAL DISCLOSURES ON CREDIT RISK MANAGEMENT () EERBZEIMIE(E)

(continued)

(i)  Credit risk exposures (continued) (i) FERREEE)
2008
ZTI)\F

Total exposure

covered by

recognised

Quarantees

or recognised

credit

Total exposure derivative

Exposures after covered by contracts

recognised credit risk mitigation Risk-weighted Total risk- recognised R

BT EEER amounts weighted collateral  ERADET

Total % 2ER ERmEcH amounts i S A

Exposures Rated Unrated Rated Unrated ERmE  EAREAL aliERL

BRER R Farlh RE ol 558 ] R

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

The Group A5E Tén TEn Thn TEn Thn TEn Thn Tén

On-balance sheet EERERA

Sovereigns 1B 1,429,508 3,111,306 116,308 51,656 - 51,656 - -

Public sector entities NERE 752,580 752,580 - 150,516 - 150,516 - -

Banks # 19,256,869 17,574,071 342,829 5,106,914 17415 5278,329 - 1,681,798

Securities firms #5074 145,553 144,563 - 72211 - 72211 1,000 -

Corporates i 18,800,328 938748 17,109,017 552647 16928177 17480824 366,481 747,761

Collective investment schemes  £&4 43 134,457 - 134,457 - 134,457 134,457 - -

Cashitems e 120,783 - 120,783 - - - - -

Regulatory retail exposures ~ EESEER 4,939,158 - 479,026 - 359,269 3,596,269 73,699 70433

Residential mortgage loans ~ EZREER 9,805,941 - 9802608 - 3974394 39743% 3333 -
Other exposure TEEEE0ER

which are not past due 4421832 2,175,966 2,181,925 2,175,966 2,181,925 4,357,891 63941 -

Past due exposures E5ER 47710 - 247710 - 241,506 241,506 60,513 39,392

60063719 24,697,224 34,3850,663 8109976 27,028,143 35,338,119 568,967 2,539,384

Off-balance sheet EERERD
Off-oalance sheet BAET ARG RENE
exposure other than TERNI EERERD
OTC derivative 2Bk
transactions or credit
derivative contracts 885,703 376,254 509,449 93,251 509,449 602,700 - -
QOTC derivative transactions BIMTETARS 3217549 1,867,293 719,112 642,459 658,534 1,300,993 631,144 -
4,103,252 2,243 547 1,228 561 735,710 1,167,983 1,903,693 631,144 -
Exposures deducted BEAEBRNRZER

from capital base 2,607
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() ADDITIONAL DISCLOSURES ON CREDIT RISK MANAGEMENT (1)

(continued)

FERBZEIMEE (5)

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

(1) The analysis of the major classes of exposures by counterparty (1) BEXSUFENS T zEZRKLIER
type is as follows: AT -
2009 2008
—EBThE —TENEF
oTC oTC
derivative derivative
transactions transactions
BIMTE SHIMTE
IAERS TAXRS
HK$'000 HK$'000
Fi#x FHET
Notional amounts: EHRSH:
Banks 1T 22,951,295 97,927,698
Corporates i 1,641,483 16,444,136
Others HAth 5,568,640 8,724,553
30,161,418 123,096,387
Credit equivalent FE%E
amounts/net exposures: S8 BRFE
Banks R1T 317,140 1,867,293
Corporates (= 25,953 483,570
Others HAtb 2,198 235,542
345,291 2,586,405
Risk-weighted amounts: ERRINESEE :
Banks R1T 86,773 642,459
Corporates =S 25,953 483,570
Others EAtb 2,198 174,964
114,924 1,300,993
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() ADDITIONAL DISCLOSURES ON CREDIT RISK MANAGEMENT () EERBZEIMIE(E)

(continued)
(i) Counterparty credit risk-related exposures (continued) (i) XBZUFEERBBEZRR(E)
(2)  The analysis of counterparty credit risk exposures is as follows: (2) RBEUFEERBRITOT :
2009 2008
—BEhEF —TENEF
oTC oTC
derivative derivative
transactions transactions
SBIMTE HHMTE
IARS TARS
HK$°000 HK$'000
TR FHT
Non-repo type transactions: FEBERRS :
Gross total positive fair value ERF(EERE 354,654 2,432,714
Credit equivalent amounts EESESHE 552,393 3,217,549
Recognised collateral held: BENERTERR -
Cash on deposit with the Bank  FHRAKRITHIE S ER 15,267,104 56,577,748
Equity securities ENEEs 19,852 31,583
15,286,956 56,609,331
Credit equivalent amounts or EEZESESTR
net credit exposures net of BENERTEARZ
recognised collateral held EERKFE 345,291 2,586,405
Risk-weighted amounts: ERMESRE : 114,924 1,300,993
There was no outstanding repo-style transactions and credit RIBEENER_TZETNEFE+_A
derivative contracts as at 31 December 2009 and 2008. =+—B WERNBENZZREEER

PTHETEAR -
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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 2009. 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:

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

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

(J) EBEERHCzRBEEZEIMIE
RTHEBEFCEBERAIZE (FBHL) FEAER
BERER - R_ZZNEFE+A=1+T—0 F&E
WEREREEFEAMCEITHERE - HATX2HH
AR 2 R E WA o
BELRIAMB LA RBBEEERBERFTR
AR TNEEREHARIZ A AR MERE
SNEEERT AL
The Group
AEE
As at 31 December 2009
R-BBAE+ZA=1-H
Exposures deducted
from its
Risk- ERREE
Outstanding weighted Capital Core Supplementary
Amounts amount requirements capital capital
K*MIeE ERNESE BXER BOER Ht A
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TET TET TET TET TET
BHRESL
—EAFR - - - - -
—RIBER - - - - -
-AE - - - - -
- HHERER - - - -
—Eth 988 981 78 3
988 981 78 3 4
BRHEFL
—EA< - - - - -
—RIBEX - - - - -
at: - - - - -
- HEEEN - - - - -
—Hft 109,831 96,605 7,728 6,612 6,614
109,831 96,605 7,728 6,612 6,614
110,819 97,586 7,806 6,615 6,618
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(J) ADDITIONAL DISCLOSURES ON RISK MANAGEMENT ON ASSET (J) EBEEZH(tzBEREE 2FHIMIE(E)
SECURITISATION (continued)

The Group
KEE
As at 31 December 2008
RZEENF+ZA=+-H
Exposures deducted

from its
Risk- [EfEioi=psy
Outstanding weighted Capital Core  Supplementary
Amounts amount  requirements capital capital

AEEE ERINEDE BAFK ZUV-UN liplEeS
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

TET TET TEL TET THER
Traditional securitisations e
- Credit cards —ER+F - - - - -
- Home equity —RIBEX - - - - -
- Auto ard - - - - -
- Instalment loans - HHEEES - - - - -
- Others —Hft, 16,651 16,509 1,321 7 71
16,651 16,509 1,321 7 il
Synthetic securitisations BREHFL
- Credit cards R ChiRn - - - - -
— Home equity ~RIBEX - - - - -
- Auto -A8 - - - - -
- Instalment loans - HHEREN - - - - -
- Others —Hft 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
The above capital requirement is made by multiplying the Group’s risk- A FEARBRZUBBEE ARSI AR EER
weighted amount derived from the relevant calculation approach by 8%, BINESERN8% MEH - bW TMERAEER
not the Bank’s actual “regulatory capital”. B [EEEBAR] -
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(K)

(L)

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.

BARRBRE :

In respect of long term investments:

Cumulative realised gains/losses RENHERERZ REER

from sales and liquidations Wzt 518
Unrealised gains/losses KREWUS BB
— Amount recognised in reserve —REEREREXR
but not through profit or loss FiRBEmRECSHE
- Amount included in/(deducted 5t A (F0RE) HINE R
from) supplementary capital x|

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 HKMA, 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 2009, the 200 basis points interest rate rises would
decrease earnings over the next 12 months on the HKD interest risk
positions by HK$2 million (2008: increase of HK$43 million) and decrease
earnings over the next 12 months on the USD interest risk positions by
HK$132 million (2008: HK$110 million).
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(K)

(L)

RITRF R ZRERME 2 BN E

REBFH 2 BAEA IR AR I R E KA R B
BAREVE AW A 2 BHE o LASREE R B 3%
BzBEeEAEERRRERRTE 2 AR ZEK
B EAMARTZRITRGEE - ZEFRBE
BRHEAEERYE  EFIRREREFRITE
BRERTE - Z—7H  E—REBA - 55
ETRRZEEDARGTHARBDES REEK
BE e MARFRANAIBRTAHBERES k
BRAFEEE (KTEE 2(00) & 47 prit) -

2009 2008
—BEAE —BTNF
HK$'000 HK$'000
FET TR
18,434 10,788

RITRFRAZANREAREE 2 BIMNE

BEREBLHER RO RRRE [ RE B
> RTRFEEERBERREEMN XN
M L7200 AR Z ERFAEH AR+ —EAZ
BNz -

RZZZAF+=ZA=+—8 " FIE LA 200@EE
R ERR T EAB TR ERBREE ZEFIR
4>2,000,000 7% 7T ( = Z = /\4F : #£)0143,000,000
Br) RERKRTZEAETHERREKRIIBTAE R
132,000,000 75 ( —Z £ )\ 4 : 110,000,000
JT) ©
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(M) ADDITIONAL DISCLOSURES ON STRUCTURED (M) &@EMRECEIMEE
INVESTMENTS
Given the significance of the impact of structured investments to the EREBEREERTIVBEE EARE
Bank's financial results, the Bank has set out below additional information AITERTXEINEBEABUERETARER
regarding its SIV and CDO portfolios. EIRBHEE 2 FHINER] o
Structured Investment Vehicles (“SIV”) BEURETASIV])
The Bank has investment in SIVs of a nominal value of HK$271.4 million R-ZBEZANF+-_A=+—8 ATEE26E
(2008: HK$271.0 million) and a written down value of HK$1.0 million MIRETAZZEEA271,400,0008 L (=ZFF
(2008: HK$16.6 million) as at 31 December 2009. Both of the Bank's SIV S\ : 271,000,000 % 7T) - #fEE % 1,000,000 7
investments are sponsored by banks. The Bank has not made any additional JTL(ZZZ)\4F : 16,600,000 7T ) - 2EPH AR
investments in SIVs since the 1st Quarter of 2007. TRERA - AMTEZTT+FE—FEHEY

ERIHRAE TAERE—PRE -

Collateralised Debt Obligations (“CDO") EFEIFZES ([CDOJ)
The nominal value of the Bank’s CDO portfolio was HK$232.7 million (2008: KR -ZETNF+-_A=+—HZEEKEFE
HK$232.5 million) as at 31 December 20009. FHE 2 A% MER232,700,0008 (=TT NF -

232,500,000 7T) °

Portfolio summary

HeHmE
(In HK$ million)
(B&ATT)
Accumulated
Mark-to-market MTM losses up to Carrying
gain/(losses) 31 December 2009 value as at
during BZE-ZTNE 31 December 2009
Number of Nominal 2009 +=-A=t+-HL R-ZBENE
Maturity securities amount “ZTAEWE RiHE +=A=+—8
ZH e BHYE EHEHE EfEWE(BE) EftER ZRHEE
3/2017 —T—+tF=AR 1 77.55 - (76.7) 0.8
12/2013 —T—=%+=A 1 77.55 15 (74.5) 3.1
12/2013 —T-=F+=Hh 1 77.55 (2.2) (68.4) 9.2
Total st 3 232.65 (0.7) (219.6) 13.1
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(M) ADDITIONAL DISCLOSURES ON STRUCTURED

(N)

(0)

INVESTMENTS (continued)

None of the Bank’s CDO investments have underlying assets that 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. The Bank took a HK$0.7 million mark-
to-market loss against its CDO portfolio for the financial year ended 31
December 2009. As a result, the Bank had recognised accumulated mark-
to-market loss of HK$219.6 million as of 31 December 2009. The net
exposure of its CDO portfolio stood at HK$13.1 million (2008: HK$13.6
million), representing 5.6% (2008: 5.9%) of the nominal value and
represents approximately 0.02% (2008: 0.02%) of the Bank's consolidated
total assets.

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 2009 amounted to
HK$31,480,000 (2008: HK$29,880,000).

CORPORATE GOVERNANCE

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.
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(M) #BMREZHEIMEE ()

(N)

(0)

ATz EBEREFREMERARBERES
HEERERES ZHREE

AT EEHIBIRESFRE 2 HE T REERI
RF2Z2FE ZHEAFTREEMEZ —ZIEA
= BERAWR KRB FEE= - 2 H
FEMERE - RTREBE-_ZTNF+ A
=+ HILMRFEREEHERZFEEFTA
700,000 L2 MEEMEE - Bt - ATREZE
—ETANF+ A=+ BLEFERABERIETN
{EE 518 219,600,000/8 7 » A TEKIEIF B S
4BA 2 EKRFEEA 13,100,000 T (Z 22 )\ 4F ¢
13,600,000/7T) * HHENBEMBE256% (ZTF
NEF 1 5.9%) RATTHRAEEMBEN0.02% (=ZF
T)\F :0.02%) °

KEEERBEEEHRNTEEE
RZZZAF+ZA=+—8 FAEEZRER

BRIBEERHTSEELREA31,480,000%8 T (=
T\ 4 : 29,880,000/87T) °

EER

AITHNETRKRFEEER  YRAFE—E
BTLERRMZ A EMBAIEE 2 XS
A #Es| e
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(P)

KEY SPECIALISED COMMITTEES

The Board of Directors has established three Board committees to
assist it in carrying out its responsibilities including the Audit Committee,
Remuneration Committee and Executive Credit Committee. In addition, a
number of governing committees have been set up by senior management
to oversee the effectiveness of the Bank's daily operations including,
inter alia, the Management Committee, Asset and Liability Committee,
and Internal Control Committee. The compositions and functions of these
committees are set out below:

(i)

Audit Committee

The Bank has complied with Rule 3.271 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 of the Bank. 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 and internal control, reviews the internal
audit plan and reports, ensures coordination between the internal
and external auditors, and monitors compliance with internal policies,
statutory regulations and recommendations 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 the
Audit Committee on the internal audit function include reviews of the
annual audit plan, the internal audit reports issued, the major findings
identified from any audits and special investigations, and remedial
actions taken by the relevant departments in response to the findings.

The Audit 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.

(P)

TEEEEES
EEECORUZEEEENBERE S BREEX
ZES FHERESNAMNEZREE o 4
%ﬁ&ﬁﬁFEﬁ}ZI%:Famééfé%?ﬁﬁﬁElﬁ
S @% BZBg EEAGZES®
AR E c RELZBEZRA KBS
FET

() HwERZEEE

I ERZE G 2 EREEST [ EHRE
FEI2VRZRTE - ERRESBE BN
TEELMABBUIFNITES - EREREES

HAEREE 2t ERERZBULIFNITE
EFHRALEETR  -ZZESFHFRIE

TRREE  TERHRERITEFIGE

FILE B RBRUATT 2 9T R I (7
RIZEE  BHNBERRFRES #
RINBRIEZBE TGS - AR
PRI SRR EINERBEAIRE 2
-

RAFERN - EEZBEERATZHHR
EREEF LA RSELRE - A
BREABEZBERRRERRERF o FilE
FEAMEZRAENRNT TIETE  ZZE8g
MEZHEESEANSERZTR  CEMHZA
BEZRE - EIERRERAEMERZ
TEME - ARARIEPIF A B R AT ERER
Z AT -

BRZEGTEINEREM 2 R EETR
& WEHEpRE G REBEETW
S - ERER BRI B T BRBRFER
AITFEREZ AR RRR TRV I TR - X
ZBETNAESSEEMETHRFEY
BREZHNENEERE  TERREFS
HEFHRARZ ATERNDEERR2E
Rz Al - EHERES -
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(P)

KEY SPECIALISED COMMITTEES (continued)

(ii)

(iii)

(iv)

(v)

Remuneration Committee

The Remuneration Committee comprises the Non-Executive
Chairman, Non-Executive Vice Chairman and three Independent
Non-Executive Directors of the Bank. The Remuneration 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.
Additionally, the committee oversees the Bank's remuneration
system which covers all employees, ensures an annual review of
the remuneration system is conducted and implemented, makes
recommendations in respect of remuneration policy and works
closely with the Bank's risk committee in the evaluation of the
incentives created by the remuneration system.

Executive Credit Committee

The Executive Credit Committee comprises the Non-Executive
Chairman, Non-Executive Vice Chairman and two Executive Directors
of the Bank. 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
and Compliance and senior management personnel as appointed
by the Chief Executive Officer. The Management Committee is the
key decision making body for the Bank and is responsible mainly
for formulation of the Bank's business strategies and bank wide
initiatives. The committee also coordinates among business and
support units during the implementation process, monitors the
implementation of the approved business strategies and bank wide
initiatives and reviews the achievement of business targets and
objectives including key performance indicators through monthly
reporting by the Business Groups and relevant support units.

Asset and Liability Committee

The Asset and Liability Committee comprises the Chief Executive
Officer, Executive Directors, Chief Financial Officer and senior
management personnel as appointed by the Chief Executive
Officer. The committee meets at least bi-weekly with the Head
of Internal Audit and Head of Legal and Compliance 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, market 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 application of funds and short term directives to
address prevailing conditions and monitors the implementation of
these strategies and directives.
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(P)

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
Internal Control Committee is chaired by Mr Pei-Hwa Thomas
Liang, the Chief Executive Officer of the Bank. The committee
meets at least monthly and additionally when deemed necessary.
The committee has the overall responsibilities to define control
framework, direct implementation of an 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.

VAR by risk type: ZER TR E 5 AR E -

Foreign exchange risk HNE R R
Interest rate risk F 2= @
Equities risk i eSEi
Total VAR BRERE

(Q)

TEEEEEE (W)
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BE  MBEEARESERERMEEAF
TE - ZRBEHATITRARRBERLE
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FENGWIMITES - ZZESERAR

WA  REETERMAREER

BoBERERE @L“‘E’Jﬁ*?ﬁ?m‘jﬁ' (R
PR AR PRI & B B iR -
miEEARERE
AN B 2 TR R B TR R K B 2w B A B
#£50(b) °

REBEELKTR9% KIFAHA—EZSH
MRRETAFE - REEFMRANRBREERRK
DEBENSEIRE - ZRABRABEZRIT
BHEORYBRERZEHEDNFENAESERES
HoEAFE - BREEXE NG ERTER
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2009 2008
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8 564
3 2
25 812
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(@) MARKET RISK MANAGEMENT (continued)

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.

The Group’'s maximum market risk exposures are set by the Asset
and Liability Committee. Exposures are monitored and reported to
the management regularly. The average daily revenue generated from
the treasury’s trading activities for the year was HK$81,951 (2008:
HK$267,259) and the standard deviation was HK$211,693 (2008:
HK$925,823). An analysis of the Group's trading revenue is shown below:

(Q)
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211,693 B L (ZZFZ /\F : 925,823 F7T) - A%
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Daily Distribution of Trading Revenue
for the Year Ended 31 December 2009
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Number of Days

This shows a maximum daily loss of HK$545,412 (2008: HK$6,620,912)
with 57 days (2008: 69 days) out of 249 days (2008: 245 days) showing
losses. The most frequent results were observed in daily revenue falling
from HK$50,000 to HK$100,000 (2008: HK$150,000 to HK$200,000) with
73 occurrences (2008: 15 occurrences in the range). The highest daily

HE

Daily Distribution of Trading Revenue
for the Year Ended 31 December 2008

BE-EE/\F+-A=+t-RLFESEAXZWESMH

Revenue (HK$'000)
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revenue was HK$1,230,667 (2008: HK$4,388,380).
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