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Operational risk is the risk of loss arising from failed internal control processes and/or systems,
human factors, and/or external events. Operational risk is inherent in all aspects of a business
and covers a wide range of issues. Our risk management efforts in this area are focused on
seven key elements of operational risk - i) internal policies risk, i) regulatory risk, iii) legal risk,
Iv) settlement risk, v) IT system risk, vi) employee risk, and vii) external risk. We completed
an assessment of these seven risk elements during 2003, and developed a prioritised list of
issues that need to be resolved in order to reduce our operational risk exposure to acceptable

levels.
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Management maintains an internal control framework designed to identify, measure, monitor
and manage all significant operational risks on an ongoing basis. CDB continuously assesses
its operational and financial reporting infrastructure to ensure it is adequate to handle emerging
business and financial reporting developments, and we have been working hard to make

further improvement every year.

CDB mitigates the risk of human error by adequately training our employees, documenting
and adhering to comprehensive policies and procedures as well as by regularly evaluating
the effectiveness of our internal control structure. As an integrated component of the Bank’s
internal control, our Internal Audit Department regularly monitors the compliance with

established policies and procedures.



